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I a m  D i c k  D o n a l d s o n  f r o m  S o h i o  a n d  I ' m  g l a d  t o  b e  b a c k  

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

s t a r t e d  a p p e a r i n g  b e f o r e  t h i s  L e g i s l a t u r e  a n d  i n d e e d  t h i s  

C o m m i t t e e ,  I  e x p r e s s e d  t h e  t h o u g h t  t h a t  w e  h a d  c o m e  t o  t h e  

S t a t e  o f  A l a s k a  a s  a  s t r a n g e r  b u t  r e a l l y  w i t h  t h e  h o p e  o f  beir..;j 

e n g a g e d  i n  b u s i n e s s  h e r e  f o r  2 5 ,  5 0 ,  1 0 0  y e a r s - - w h o  k n o w s  h o w  

l o n g .  I n  a  s e n s e  t h o s e  w o r d s  a r e  b e g i n n i n g  t o  b e c o m e  p r o p h e t i c .  

I t  m i g h t  b e  w o r t h  r e p o r t i n g  t o d a y  t h a t  i n  a l m o s t  e v e r y  s e n s e ,  

w e  a r e  n o w  a n  A l a s k a n  c o m p a n y .  S o m e  o f  y o u  m a y  h a v e  c o u n t e d  

u p  t h a t  757o t o  8 0 %  o f  o u r  a s s e t s  a s  a  w h o l e  c o m p a n y  a r e  h e r e  

n o w ,  i n v e s t e d  i n  t h i s  S t a t e ,  a n d  g i v e n  o u r  m e r g e r  w i t h  B r i t i s h  

P e t r o l e u m  a n d  a  c o m b i n a t i o n  o f  t h o s e  e n t i t i e s  a t  t h e  y e a r ' s  e n d ,  

w e  n o w  c a n  s a y  w e  h a v e  7 0 0  p l u s  e m p l o y e e s  w h o  a r e  r e s i d e n t s  o f  

t h e  S t a t e .  V i r t u a l l y  a l l  o f  o u r  p r o d u c t i o n  o f  o i l  i s  h e r e  a s s o c ­

i a t e d  w i t h  P r u d h o e  B a y .  A n d  e v e n  t h o u g h  w e  h a v e  a c t i v i t i e s  i n  

t w e n t y  s o m e  s t a t e s  i n  t h e  L o w e r  4 8  i n v o l v i n g  t h e  m a n u f a c t u r e ,  

d i s t r i b u t i o n  a n d  s a l e s  i n  d i f f e r e n t  b u s i n e s s e s ,  i n  t e r m s  o f  

t h e  l i o n ' s  s h a r e  o f  o u r  b u s i n e s s ,  w e  a r e  A l a s k a n .  I w a s  a l s o  

i n t e r e s t e d ,  I d o n ' t  k n o w  w h e t h e r  1 s h o u l d  s a y  p l e a s e d ,  b u t  

i n t e r e s t e d  a t  l e a s t ,  t o  s e e  t h a t  t h e  U . S .  D i s t r i c t  C o u r t  h e r e  

r e c e n t l y  r u l e d  t h a t  w e  a r e  a n  A l a s k a n  c o m p a n y .  T h a t  p u t s  t h e  

s e a l  o n  i t ,  i f  i t  w a s  e v e r  n e e d e d .  A n d  t h o u g h  w e  h a v e  n o t  b e e n  

a n  A l a s k a n  c o m p a n y  f o r  l o n g ,  w e  r e a l l y  a r e  n o w ,  a n d  p e r s o n a l l y
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I ' m  k i n d  o f  g l a d  a b o u t  i t .  I  f e e l  g o o d  a b o u t  i t .  W e ' v e  h a d  

a  f e w  p r o b l e m s ,  s o l v e d  s o m e ,  a n d  o t h e r s  r e m a i n .

Y o u r  C o m m i t t e e  h a s  b e f o r e  i t  a g a i n  a  p o s s i b l e  a m e n d m e n t  

c h a n g i n g  A l a s k a ' s  c o r p o r a t e  i n c o m e  t a x  a s  a p p l i e d  t o  t h e  o i l  

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

t h o u g h t  p r o v o k i n g  t e s t i m o n y ,  M i l t o n  L i p t o n ' s  a n d  g e n t l e m e n  

t h a t  y o u ' v e  h e a r d  t h i s  w e e k  a n d  t h i s  a f t e r n o o n .  M y  p u r p o s e  

i s  n o t  t o  r e h a s h  o r  g o  t h r o u g h  w h a t  y o u  a l r e a d y  k n o w .  L a s t  

y e a r ,  i n  M a r c h ,  I p r e s e n t e d  s o m e  r a t h e r  e x t e n s i v e  t e s t i m o n y  

o n  t h i s  s u b j e c t .  I f  y o u  h a v e  i n t e r e s t  i n  i t ,  y o u ' l l  f i n d  o n  

p a g e s  1 6  t h r u  2 3  o f  t h a t  t e s t i m o n y  t h e r e  w e r e  s o m e  r e m a r k s  

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

b e f o r e  t h e  L e g i s l a t u r e  o n  i n c o m e  t a x .  R a t h e r  t h a n  r e p e a t  t h a t ,

I s i m p l y  w a n t  t o  c a l l  i t  t o  y o u r  a t t e n t i o n  a n d  h o p e  t h a t  s o m e o n e  

w i l l  l o o k  a t  i t  a g a i n .

I w o u l d  l i k e  t o  a d d r e s s  w h a t  I t h i n k  p r o b a b l y  i s  t h e  

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

I k n o w  t h e  S t a t e  o f  A l a s k a  h a s  r e a l l y  n o t  b e g u n  t o  g r a p p l e  

w i t h .  I t ' s  p r o b a b l y  o n e  t h a t  a f f e c t s  e a c h  o f  u s  a n d  a l l  o f  

u s  a  l o t  m o r e  t h a n  a n y t h i n g  e l s e  w e  a r e  d o i n g  r i g h t  n o w .  I t ' s  

i n t e r e s t i n g  t o  m e  t h a t  M i l t o n  L i p t o n  a d d r e s s e d  t h i s  w h e n  h e  

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

I m i g h t  b e g i n  b y  j u s t  p i c k i n g  u p  a  c o u p l e  o f  h i s  p o i n t s  

w h i c h  i n t r o d u c e  t h i s  s u b j e c t .  I h a v e  t r i e d  v e r y  h a r d  n o t  

t o  t a k e  i t  o u t  o f  c o n t e x t  b e c a u s e  h e  r e a l l y  w a s  s p e a k i n g  

o f  A l a s k a  w h e n  h e  w a s  s a y i n g  t h i s .  T h e s e  w e r e  h i s  w o r d s :

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

t a x i n g  p o l i c y ,  i n c r e a s i n g l y  y e a r  a f t e r  y e a r  

d e d i c a t e d  t o  t h e  b u d g e t a r y  n e e d s ,  r e v e n u e  d e f i c ­

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

A n d  a n o t h e r  p o i n t  h e  s a i d ,  a n d  I q u o t e :

" I  t h i n k  i t ' s  t r u e  t h a t  i n s o f a r  a s  t h e  S t a t e ' s  

b u d g e t a r y  n e e d s  o r  r e v e n u e  d e f i c i e n c i e s  

a l w a y s  s e e m  t o  b e  m a d e  u p  b y  o i l  i n d u s t r y  t a x a ­

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

t h i n g  f o r  i n d u s t r y .  I f  i t  i s  p e r c e i v e d  t h a t  

t h i s  i s  t h e  w a y  i n  w h i c h  t h e  t a x a t i o n  p r o c e e d s  

i n  A l a s k a ,  t h a t  i f  t h e r e  i s  a  b u d g e t a r y  n e e d  o r  

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

t o  ( a n d  t h e r e  w a s  a  b l a n k  i n  t h e  t r a n s c r i p t )  o f  

t a x a t i o n  o r  t h e  p r i n c i p l e  o f  t a x a t i o n ,  t h e  i n c r e ­

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

o i l  i n d u s t r y  t a x a t i o n .  T h i s  c a n n o t  b e  a  m a t t e r  

o f  i n d i f f e r e n c e  t o  c o m p a n i e s  t h a t  h a v e  t h e i r  

c h o i c e  o f  o p e r a t i n g  a n y  p l a c e , "  e t c .

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

s a m e  e f f e c t ,  h e  a g a i n  u s e d  t h e  w o r d  " p e r c e p t i o n " .  T h a t  

w o r d  j u m p e d  o u t  o f  t h e  p a g e  a t  m e  a n d  I c a l l  i t  s p e c i f i c a l l y  

t o  y o u r  a t t e n t i o n .  M r .  L i p t o n  s a i d  t h i s :
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" I  t h i n k  t h i s  i s  o n e  o f  t h e  t h i n g s  t h e  L e g i s l a t u r e  

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

c e p t i o n  i s  t h a t  c h a n g e s  i n  t h e  t a x  s t r u c t u r e ,  a s  

i t  i s  a p p l i e d  t o  t h e  o i l  a n d  g a s  i n d u s t r y ,  a r e  

r e g u l a r l y  t a k e n ,  l a r g e l y  w i t h  t h e  v i e w  t o  b u d g e ­

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

e v e r  w i t h  t h e  l o n g  v i e w  a s  t o  w h a t  i s  a  r e a s o n ­

a b l e  t a x  r e g i m e  f o r  t h e  S t a t e ,  t h e n  I  t h i n k  i t  

c r e a t e s  i m p r e s s i o n s  w h i c h  m a y  b e  e v e n  m o r e  

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

f a c t  o f  t h e  t a x  b u r d e n  p e r  s e . "

W e l l ,  m y  o w n  p l a i n  s t a t e m e n t  o f  t h e  p r o b l e m  r u n s  l i k e  

t h i s .  I t h i n k  i t  m i g h t  h e l p  t o  e t c h  o u t  w h a t  I  b e l i e v e  t o  

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

i n  t h e  S t a t e  o f  A l a s k a  a n d  i n  l o c a l  g o v e r n m e n t  h e r e  h a v e  

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

t h e  l a s t  e i g h t  o r  n i n e  y e a r s .  T h e  S t a t e  b u d g e t  i t s e l f  

q u a d r u p l e d  b e t w e e n  1 9 7 0  a n d  1 9 7 6 .  L i k e w i s e ,  t h e  n u m b e r  o f  

g o v e r n m e n t  e m p l o y e e s  h a s  a l s o  g r o w n  o v e r  t h i s  p e r i o d .  T h e  

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

i n  a n y  g o v e r n m e n t  t o d a y .  T o d a y  t h e  S t a t e  a n d  l o c a l  g o v e r n ­

m e n t  a s  a  c a t e g o r y  i n  A l a s k a  i s  t h e  l a r g e s t  e m p l o y e r .

I d o n ' t  k n o w  b u t  y o u  m i g h t  w a n t  t o  f i n d  o u t  h o w  m a n y  

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

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

t h e  o u t s i d e .  T h a t  m i g h t  b e  a n  i n t e r e s t i n g  p e r s p e c t i v e  o n
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s o m e  o f  y o u r  o w n  p r o b l e m s ,  n o t  t h a t  i t ' s  g o o d  o r  b a d ,  b u t  

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

a r e  g o i n g .

A  d o c u m e n t  c a l l e d ,  " T h e  A l a s k a  E c o n o m i c  F o r e c a s t - - 1 9 7 8 " ,  

w h i c h  w a s  p u b l i s h e d  o n  J a n u a r y  2 0 ,  1 9 7 8  b y  t h e  I n s t i t u t e  o f  

S o c i a l  a n d  E c o n o m i c  R e s e a r c h  o f  t h e  U n i v e r s i t y  o f  A l a s k a ,  h a s  

f o c u s e d  o n  S t a t e  a n d  l o c a l  g o v e r n m e n t  e m p l o y m e n t  i n  1.977. I t  

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

t h e  S t a t e  w e n t  f r o m  3 1 , 0 9 6  p e o p l e  u p  t o  3 4 , 3 7 0  p e o p l e .  T h i s  

w a s  a n  i n c r e a s e  l a s t  y e a r ,  1 9 7 7 ,  i n  o n e  y e a r  a l o n e ,  o f  o v e r  

3 , 2 0 0  p e o p l e .  W h e n  I r e a d  t h i s  i t  s t r u c k  m e :  t h a t ' s  h a l f  a s

m a n y  p e o p l e  a s  t h e  w h o l e  o i l  i n d u s t r y  h a s  w o r k i n g  i n  t h e  S t a t e  

r i g h t  n o w ,  t h a t  m u c h  o f  a n  i n c r e a s e  i n  o n e  y e a r !

O n  p a g e  n i n e  o f  t h i s  F o r e c a s t  t h e r e  i s  t h i s  c o m m e n t :

" S t a t e  a n d  l o c a l  g o v e r n m e n t  s e c t o r  w i l l  a g a i n  g r o w  

i n  1 9 7 8 ,  m a i n l y  a s  a  r e s u l t  o f  a  g r o w i n g  s t a t e  

b u d g e t .  E m p l o y m e n t  i n  t h e  S t a t e  a n d  l o c a l  g o v e r n ­

m e n t  i s  f o r e c a s t  t o  r i s e  a b o u t  7 %  o v e r  1 9 7 7 . "

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

a g a i n  t h a t  y o u r  g o v e r n m e n t ' s  a p p e t i t e  t o  s p e n d  m o n e y  i s  l i m i t e d  

o n l y  b y  t h e  a m o u n t  a v a i l a b l e  t o  s p e n d ,  a n d  n o t  a l w a y s  b y  t h a t .  

T h e r e  i s  n o  i n d i c a t i o n  t h a t  t h i s  t r e n d  o v e r  t h e  l a s t  e i g h t  o r



n i n e  y e a r s  h e r e  w i l l  c h a n g e  u n l e s s  s o m e  s e r i o u s  t h i n k i n g  

i s  d o n e  a b o u t  i t ,  a n d  I  b e l i e v e  r i g h t  h e r e  i n  t h e  L e g i s l a ­

t u r e .  E v e n  i f  t h e  s i z e  o f  y o u r  g o v e r n m e n t  c o u l d  b e g i n  t o

f l a t t e n  o u t  a n d  n o t  g r o w  t o o  f a s t ,  t h e  s i z e  o f  y o u r  b u d g e t s  

i s  s t i l l  g o i n g  t o  g r o w  j u s t  t o  s u p p o r t  i t  i n  t h e  f u t u r e .

T h u s ,  t h e  f i r s t  p r i n c i p a l  f a c t  b e a r i n g  o n  t h e  S t a t e ' s  

b a s i c  p r o b l e m  i s  s i z e  a n d  d i r e c t i o n  o f  i t s  g o v e r n m e n t .

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

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

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

t h e  w e l l  a  n u m b e r  o f  t i m e s  i n  r e c e n t  y e a r s . I f  y o u  w a n t  t o  

b e  p l a i n  a b o u t  i t ,  I w o u l d  h a v e  t o  o b s e r v e  t h a t  t h e  S t a t e  

i s  t a x i n g  a n d  s p e n d i n g  a s  i f  t h e r e  w a s  n o  b o t t o m  t o  P r u d h o e  

B a y .

B u t  P r u d h o e  B a y  t o t a l  p r o d u c t i o n  w i l l  b e  h a l f  d o n e  i n  

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

p r o d u c t i o n  a s  a l l  o i l  f i e l d s  d o .  I ' m  s u r e  y o u  r e m e m b e r  a s

I d o  t h a t  i t  t o o k  e i g h t  o r  n i n e  y e a r s  f r o m  t h e  t i m e  P r u d h o e

B a y  w a s  d i s c o v e r e d  t o  p u t  i t  o n  s t r e a m  w h e r e  i t  i s  t o d a y .

A n  i n t e r e s t i n g  p o i n t :  e i g h t  o r  n i n e  y e a r s  t o  g e t  h e r e ,  a n d

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

F r a n k l y ,  i f  w e  f o u n d  a n o t h e r  P r u d h o e  B a y  t h i s  a f t e r n o o n ,  

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

t h e  p e r m i t s ,  t h e  a p p r o v a l s ,  t h e  e n v i r o n m e n t a l  i m p a c t  s t a t e ­

m e n t ,  t h e  l i t i g a t i o n ,  s o m e  l e g i s l a t i o n  t h a t  a l w a y s  s e e m s  

t o  f o l l o w  s u c h  p r o j e c t s ,  t h e  d e s i g n ,  t h e  e n g i n e e r i n g ,  t h e  

d r i l l i n g  a n d  c o n s t r u c t i o n ,  t h e  w h o l e  w o r k s  t o  p u t  a  m a j o r  

n e w  f i e l d  o n  s t r e a m ?  S e v e n ,  e i g h t ,  n i n e ,  t e n  y e a r s ?  I 

d o n ' t  k n o w .  Y o u r  n u m b e r s  a r e  p r o b a b l y  j u s t  a s  g o o d  a s  m i n e .

S o m e  h a v e  s a i d  i t ' s  n o t  l i k e l y  t h a t  a n o t h e r  P r u d h o e  B a y  

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

a  l o n g  s h o t .  B u t  e v e n  t h e n ,  t h e  q u e s t i o n  i s  w h e n ?  I t h i n k  

a  m o r e  r e a l i s t i c  v i e w  i s  t h a t  t h e r e  i s  a  l o t  o f  r e s o u r c e  

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

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

t h a t  e v e n t u a l  d e c l i n e  o f  P r u d h o e  B a y ' s  p r o d u c t i o n .  B u t  y o u  

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

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

j u s t  w h e n  y o u  m a y  n e e d  t h e m  f o r  S t a t e  r e v e n u e  p u r p o s e s .

A n o t h e r  f a c t  t h a t  b e a r s  o n  t h i s  i s  t h a t  i t  d o e s n ' t  t a k e  

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

e x p l o r a t o r y  w o r k  i n  A l a s k a .  P e o p l e  h a v e  c o m e  h e r e  f r o m  o t h e r
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p a r t s  o f  t h e  w o r l d  t o  l o o k  a r o u n d  a n d  s a y ,  y o u  k n o w ,  t h i s  

i s  o n l y  a  s m a l l  f r a c t i o n  o f  t h e  e x p l o r a t o r y  w o r k  y o u  m i g h t  

f i n d  g o i n g  o n  e l s e w h e r e  i n  t h e  w o r l d  w h e r e  t h e  r e s o u r c e  

p o t e n t i a l  i s  h i g h .

S o ,  t a k i n g  t h e s e  t w o  p r i n c i p a l  f a c t s ,  t h e  g r o w t h  o f  t h e  

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

m e  t e l l  y o u  w h a t  I  t h i n k  t h e  b a s i c  p r o b l e m  i s  t h a t  y o u  f a c e .  

N o ,  l e t  m e  s a y  t h i s ,  I t h i n k  w e  b o t h  f a c e  i t ,  i t ' s  a  p r o b l e m  

t h a t  w e  s h a r e .

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

w i t h  a  h u g e  a p p e t i t e  f o r  r e v e n u e .  O n  t h e  o t h e r  h a n d  y o u  h a v e  

g o t  v e r y  l i t t l e  e x p l o r a t i o n  g o i n g  f o r  y o u  t o d a y  t o  f e e d  t h a t  

a p p e t i t e  e i g h t  o r  n i n e  y e a r s  o u t  w h e n  i t ' s  e v e n  h u n g r i e r ,  a n d  

w h e n  t h e  P r u d h o e  p r o d u c t i o n  s t a r t s  t o  d e c l i n e ,  a s  i t  w i l l .

O u t  t h e r e  i s  a  r e v e n u e  g a p ,  a n d  I d o n ' t  b e l i e v e  t h e  S t a t e  h a s  

e v e r  t a k e n  a  h a r d  l o o k  a t  i t .  I t  h a s  a l w a y s  e n g a g e d  i n  t h e  

w i s h f u l  t h i n k i n g  t h a t  s o m e o n e  w i l l  f i n d  a n o t h e r  P r u d h o e  B a / ,  

o r  t h a t  s o m e h o w  t h i n g s  w i l l  w o r k  o u t .  P u t  i t  t h i s  w a y :  

i f  t h e  o i l  i n d u s t r y  w a s n ' t  h e r e  t o d a y  t o  t a x ,  y o u  w o u l d  h a v e  

t o  i n c r e a s e  t h e  t a x  b u r d e n  o n  a l l  o t h e r  A l a s k a n  t a x p a y e r s ,  

a l l  o f  t h e m ,  2007» o r  3007, j u s t  t o  s u p p o r t  t h e  g o v e r n m e n t  t h a t  

y o u  h a v e  g o i n g  r i g h t  n o w .  I t  m i g h t  b e  i n t e r e s t i n g  t o  f i g u r e



t h a t  o u t .  T h a t ' s  t h e  k i n d  o f  p r o b l e m  y o u  h a v e  o u t  a h e a d  o f  

y o u  i n  t h i s  g a p  t h a t  I h a v e  b e e n  t r y i n g  t o  d e s c r i b e ,  i f  y o u  

d o n ' t  t h i n k  a b o u t  i t  t o d a y .

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

r e v e n u e s  t h e  S t a t e  w i l l  n e e d  t o  s u p p o r t  i t s  g o v e r n m e n t  a n d  t o  

s u s t a i n  i t s  e c o n o m y ,  t o  s u s t a i n  t h e  j o b s ,  t h e  b u s i n e s s e s ,  a n d  

t h e  s t a n d a r d  o f  l i v i n g  t h a t  m o s t  A l a s k a n s  e n j o y  t o d a y ,  w i l l  

m o s t  l i k e l y  h a v e  t o  c o m e  f r o m  s o m e  c o n t i n u i n g ,  r e a s o n a b l e  

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

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

t h e  o i l  i n d u s t r y ,  w h o m  y o u  w i l l  e v e n t u a l l y  l o o k  t o  t o  d o  t h i s  

j o b .  Y o u  c a n ' t  l i v e  w i t h  u s ,  a n d  y o u  c a n ' t  l i v e  w i t h o u t  u s !

I t  c o m e s  b a c k  t o  a  c o u p l e  o f  c h o i c e s .  S o m e  w i l l  a r g u e ,  

w e l l ,  l e t ' s  t a x  t h e  h e l l  o u t  o f  t h e m  a n d  c h a n g e  t h e  r u l e s  

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

i n  t h e  l a s t  f e w  y e a r s ,  b u t  I t h i n k  m o s t  A l a s k a n s  w o u l d  a g r e e  

t h a t ' s  a  f a i r l y  s h o r t s i g h t e d  p o l i c y .

T h e  o t h e r  c h o i c e  i n v o l v e s  t h a t  m a t t e r  o f  p e r c e p t i o n .  

R e m e m b e r  t h a t  w o r d  " p e r c e p t i o n "  t h a t  M i l t o n  L i p t o n  u s e d .  H o w  

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

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

a n d  g a s  r e s e r v e s  i n  A l a s k a ,  v h e c h e r  i t  i s  a  l a r g e  o n e  l i k e



P r u d h o e  B a y  o r  a  n u m b e r  o f  s m a l l e r  f i e l d s .  I f  t h e  s i z e  o f  

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

a h e a d ,  a  c o m p a n y  c a n  t a k e  v e r y  l i t t l e  c o m f o r t  f r o m  t h e  f a c t  

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

a n d  n o t  a  P r u d h o e  B a y .  I t s  p e r c e p t i o n  w i l l  b e  t h a t  i t  g e t s  

t h e  t a x  b i l l ,  t h a t  g o v e r n m e n t  i s  a  s e r i o u s  b u s i n e s s  r i s k  h e r e ,  

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

k i n d  o f  r i s k -

A t  t h i s  p o i n t ,  y o u  m i g h t  L i k e  t o  c o n s i d e r  a  c o u p l e  o f  

o t h e r  r e m a r k s  t h a t  M i l t o n  L i p t o n  m a d e  w h e n  h e  w a s  h e r e  t w o  

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

y o u r  a t t e n t i o n .  W h a t  h e  a l s o  s a i d  w a s  t h i s ,  a n d  a g a i n  t h i s  

i s  a  q u o t e :

" F r o m  t h e  f i r s t  t i m e  w e  a p p e a r e d  b e f o r e  t h i s  

L e g i s l a t u r e  t o  d i s c u s s  t a x e s ,  w e  d i d  n o t  t h i n k  

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

b e  m i q u e l y  c o n s t r a i n e d  b y  t h e  C o o k  I n l e t  

e x p e r i e n c e .  W e  d i d  n o t  t h i n k  t h a t  t h e  t a x  

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

a n c e  o f  P r u d h o e  B a y .  W e  t h o u g h t  y o u r  t a x  

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

c o n t i n u i n g  i n c e n t i v e  f o r  t h e  d e v e l o p m e n t  o f  

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

S t a t e ."

A n o t h e r  p o i n t  h e  h a d  w a s  a  o n e  l i n e r ,  w h i c h  I t h o u g h t  

j u m p e d  r i g h t  o f f  t h e  p a g e :
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" B e c a u s e  t h e  i n d u s t r y  i s  i m p o r t a n t  t o  A l a s k a ,  

n o  L e g i s l a t u r e  c a n  b e  i n d i f f e r e n t  t o  t h e  

a g g r e g a t e  t a x  b i r d e n . "

A n d  t h e n  a t  s e v e r a l  p o i n t s  i n  h i s  t e s t i m o n y ,  he. s p o k e  

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

t a x  p o l i c y .

I n  d i f f e r e n t  w a y s  a s  h e  s p o k e  t o  y o u  t h i s  y e a r , h e  w a s  

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

r e a l l y  a s k i n g  y o u  t o  t h i n k  a b o u t  i t  b e c a u s e  h e  c o u l d n ' t  

d e c i d e  t h i n g s  f o r  y o u ,  n o r  c a n  w e .  I n  t h i s  I t h i n k  M r .  L i p t o n  

u n d e r s t a n d s  s o m e t h i n g  a b o u t  t h e  S t a t e ' s  n e e d s .  I k n o w  h e  

u n d e r s t a n d s  t h e  i n d u s t r y ' s  n e e d s  b e c a u s e  t h a t ' s  b e e n  t h e  

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

n e c e s s a r y  t o  g e t  r e s o u r c e  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  g o i n g  

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

T h e  b a s i c  p r o b l e m  A l a s k a  m u s t  f a c e ,  i t s  g r o w i n g  g o v e r n m e n t ,  

c o v e r i n g  i t s  c o s t s ,  a n d  k e e p i n g  t h e  S t a t e ' s  e c o n o m y  g o i n g  t o  

. s u p p o r t  a l l  t h e  p e o p l e  w h o  d o n ' t  w o r k  f o r  g o v e r n m e n t ,  t i e s  

t o g e t h e r  t h e  i n f o r m a t i o n  t h a t  y o u ' v e  b e e n  r e c e i v i n g  i n  p i e c e s  

f o r  t h e  l a s t  t w o  w e e k s .  I t  m a k e s  c l e a r  t h e  r e l e v a n c e  o f  t h e  

A r t h u r  A n d e r s e n  w o r k  o n  t o t a l  t a x  b u r d e n .  I n d e e d ,  M r .  L i p t o n  

a c k n o w l e d g e d  t h e  r e l e v a n c e  w h e n  h e  s a i d  t h i s :



" M y  f i r s t  r e a d i n g  o f  t h e  r e p o r t  s u g g e s t s  t h a t  i t  

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

I t h i n k  i t ' s  b e e n  d o n e  i n  a  h i g h l y  p r o f e s s i o n a l  

m a n n e r .  I t h i n k  i t  i s  c o r r e c t  t o  s a y ,  a s  t h e y  

c o n c l u d e ,  t h a t  t h e  a g g r e g a t e  b u r d e n  o f  t a x a t i o n  

o n  t h e  o i l  a n d  g a s  i n d u s t r y  i n  A l a s k a  i s  h i g h e r  

t h a n  i n  a n y  o f  t h e  o t h e r  s t a t e s ."

I t  a l s o  s h o w s  t h e  r e l e v a n c e  o f  g r o w i n g  S t a t e  b u d g e t s  t o  t h e  

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

o f  S t a t e  a n d  l o c a l  g o v e r n m e n t  e m p l o y e e s ,  t h e  r e l e v a n c e  o f  

g r o w i n g  S t a t e  u n e m p l o y m e n t  f i g i r » > s ,  a n d  t h e  r e l e v a n c e  o f  t h e  

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

a s  t h e  a g g r e g a t e  t a x  b u r d e n  i n c r e a s e s .

I h a v e  s o m e  n e w  i n f o r m a t i o n  f o r  y o u  w h i c h  I t h i n k  y o u  

m a y  b e  i n t e r e s t e d  i n .  I t  a l s o  h a s  r e l e v a n c e  t o  t h e  S t a t e ' s  

b a s i c  q u e s t i o n .  T h e r e ' s  a  m a n  o n  m y  s t a f f  n a m e d  T e r r y  

S c h r e i n e r .  H e  l o o k e d  i n t o  s o m e t h i n g  t h a t  w e  w e r e  i n t e r e s t e d  

i n  t h i s  l a s t  w e e k ,  a n d  h e  g a v e  m e  a  b r i e f  r e p o r t .  I ' d  l i k e  

t o  j u s t  r e a d  t h e  s u m m a r y  o f  i t .  T e r r y  s a i d :

" I  h a v e  l o o k e d  a t  t h e  d r i l l i n g  e x p e n d i t u r e s  f o r  o i l  

a n d  g a s  i n  A l a s k a  f o r  t h e  y e a r s  p r e c e d i n g  P r u d h o e  

B a y  c o m p a r e d  t o  m o r e  r e c e n t  y e a r s . I t  s h o w s  t h a t , 

a  c h o u g h  m o r e  m o n e y  i s  b e i n g  s p e n t  i n  A l a s k a  f o r  

d r i l l i n g ,  A l a s k a  i s  g e t t i n g  a  s m a l l e r  p r o p o r t i o n  

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

U n i t e d  S t a t e s  i n  r e c e n t  y e a r s  t h a n  i t  d i d  i n  t h e  

y e a r s  b e f o r e  P r u d h o e  B a y .  F o r  i n s t a n c e ,  i n  1 9 6 7  

d r i l l i n g  e x p e n d i t u r e s  i n  A l a s k a  w e r e  ( a n d  I ' l l  j u s t
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r o u n d  t h e  n u m b e r s  o u t ,  h e  h a s  t h e  e x a c t  f i g u r e s  

h e r e )  $ 1 0 6  m i l l i o n  o r  4 . 6 2 %  o f  t h e  t o t a l  $ 2 . 2  
b i l l i o n  s p e n t  i n  t h e  w h o l e  U n i t e d  S t a t e s .  I n  

1 9 7 6  t h e  d r i l l i n g  e x p e n d i t u r e s  i n  A l a s k a  w e r e  

$ 1 7 4  m i l l i o n  o r  2 . 3 4 %  o f  t h e  t o t a l  $ 7 . 4  b i l l i o n  

s p e n t  i n  t h e  U n i t e d  S t a t e s . T h i s  l o s s  o f  s h a r e  

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

o f  t h e  f a c t  t h a t  i n  1 9 7 6 ,  A l a s k a  h a d  d r i l l i n g  

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

r e q u i r e m e n t s  o f  P r u d h o e  B a y .  A s  a  m a r k e t e r  o f  

i n v e s t m e n t  o p p o r t u n i t i e s  i n  o i l  a n d  g a s ,  A l a s k a  

i s  l o s i n g  m a r k e t  s h a r e  t o  t h e  o t h e r  s t a t e s  i n  t h e  

U n i t e d  S t a t e s .  T h e  s o u r c e  o f  t h e s e  f i g u r e s  a r e  

t h e  1 9 6 7  a n d  1 9 7 6  J o i n t  A s s o c i a t i o n  S u r v e y s  p u t  

o u t  b y  t h e  A m e r i c a n  P e t r o l e u m  I n s t i t u t e . " .

T e r r y ' s  p o i n t  i s  t h a t  y o u r  s h a r e  o f  t h e  w o r k  g o i n g  o n  i n  

d r i l l i n g  m e a s u r e d  b y  e x p e n d i t u r e s  t e n  y e a r s  a g o  w a s  a l i t t l e  

o v e r  4^7o o f  t h e  w h o l e  U n i t e d  S t a t e s .  T o d a y ,  y o u  a r e  d o w n  

t o  l e s s  t h a n  2 ^ % .  T h e  r e l e v a n c e  o f  t h a t  t o  y o u r  b a s i c  p r o b l e m ,  

t o  y o u r  f u t u r e  r e v e n u e  g a p ,  s e e m s  t o  m e  f a i r l y  a p p a r e n t .

B u t  m a t t e r s  o f  r e l e v a n c e  a r e  n o t  l i m i t e d  t o  n u m b e r s .

I c a n  t h i n k  o f  s o m e  o t h e r  p e o p l e  t h a t  y o u  m i g h t  w a n t  t o  

i n v i t e  t o  a p p e a r  b e f o r e  y o u r  C o m m i t t e e ,  M a d a m  C h a i r m a n ,  o n  

t h i s  m a t t e r  o f  p e r c e p t i o n - - M r . L i p t o n ' s  w o r d  p e r c e p t i o n .

O n e  m i g h t  b e  D o n  S i m a s k o  o f  S i m a s k o  D r i l l i n g .  T h e y  a r e  n o  

l o n g e r  w o r k i n g  i n  A l a s k a .  Y o u  m i g h t  w a n t  t o  f i n d  ju t  w h y ,  

a n d  w h a t  h i s  p e r c e p t i o n  i s  o f  y o u r  s i t u a t i o n .  T h e  s e c o n d  

m i g h t  b e  a  m a n  n a m e d  T e n n e s s e e  M i l l e r ,  w h o  w a l k e d  i n t o  t h e s e  

h a l l s  l a s t  y e a r  o u t  o f  t h e  b l u e ,  a n d  u p s e t  s o m e  m e m b e r s  o f
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t h i s  L e g i s l a t u r e .  H e  r a t t l e d  a  f e w  c a g e s .  N o w  T e n n e s s e e  

M i l l e r  a n d  I h a d  n e v e r  m e t  b e f o r e .  H e ' s  a  d i r t  p u s h e r  b y  

t r a d e .  H e  b u i l d s  r o a d s ,  a i r  s t r i p s ,  w o r k  p a d s  a n d  w h a t  n o t  

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

w o r k s  w h e n  t h e  o i l  i n d u s t r y  w o r k s ,  a n d  h e  w a s n ' t  w o r k i n g .

A t  l e a s t  t h r e e  o f  h i s  s p r e a d s  w e r e  i d l e ,  a n d  h e  d i d n ' t  l i k e  

i t .  A n o t h e r  p o i n t  o f  p e r c e p t i o n .

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

f r o m  a  m a n  n a m e d  D a v i d  G o o d m a n ,  a  m a n a g i n g  p a r t n e r  o f  M o r g a n  

S t a n l e y ,  i n v e s t m e n t  b a n k e r s  i n  N e w  Y o r k .  M r .  G o o d m a n ' s  

c r e d e n t i a l s  a r e  o b v i o u s .  H e  p e r s o n a l l y  r a i s e d  $ 5  b i l l i o n  o f  

t h e  m o n e y  i n v e s t e d  i n  P r u d h o e  B a y  a n d  T A P S ,  p r o b a b l y  t h e  

G u i n e s s  i n d o o r  a n d  o u t d o o r  r e c o r d .  M r .  G o o d m a n  h a s  a  p e r ­

s p e c t i v e  a n d  a  p e r c e p t i o n  o n  h o w  t h e  i n v e s t o r s  w h o  h a v e  t h e  

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

t h e  q u e s t i o n s  t h a t  y o u  a r e  w r e s t l i n g  w i t h .

S e n a t o r  T e d  S t e v e n s  i s  a n o t h e r  o n e .  I u n d e r s t a n d  h e ' l l  

b e  h e r e  s h o r t l y ,  I d o n ' t  k n o w  t h e  e x a c t  d a t e ,  I t h i n k  t h i s  

c o m i n g  T u e s d a y .  I n  D e c e m b e r  h e  s p o k e  b e f o r e  t h e  O M A R  P e t r o ­

c h e m i c a l  S y m p o s i u m  i n  A n c h o r a g e ,  a n d  h e  t a l k e d  a b o u t  t h i s  

t y p e  o f  d e v e l o p m e n t  h e r e .  O n e  o f  h i s  r e m a r k s  w a s  a  p o i n t  

o f  p e r c e p t i o n  w h i c h  y o u  m a y  w a n t  t o  a s k  h i m  a b o u t  w h e n  h e  

c o m e s .  H e  s a i d :



" A l a s k a ' s  t o t a l  t a x e s  a n d  r o y a l t i e s  a r e  n o w  t h e  

h i g h e s t  a m o n g  e n e r g y  p r o d u c i n g  s t a t e s .  W e  a r e  

a l s o ,  o b v i o u s l y ,  t h e  m o s t  r e m o t e .  I f  w e  w a n t  

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

p r o v i d e  t h e  i n c e n t i v e s  t o  b e  c o m p e t i t i v e  w i t h  

m o r e  a c c e s s i b l e  s t a t e s .  I f  w e  w a n t  m a j o r  c a p i ­

t a l i z a t i o n  f r o m  t h e  p r i v a t e  s e c t o r ,  w e  m u s t  

p r o v i d e  a  r e t u r n  o n  i n v e s t m e n t  t h a t  m a k e s  t h e i r  

p a r t i c i p a t i o n  p r o f i t a b l e .  I f  w e  w a n t  l o n g  t e r m  

c o o p e r a t i o n  f r o m  t h e  L o w e r  4 8 ,  w e  m u s t  p r o v i d e  

t h e i r  e c o n o m i c  i n t e r e s t s  e q u i t a b l e  t r e a t m e n t . "

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

q u i t e  a  d i f f e r e n t  q u a r t e r  i s  a  m a n  w h o  c a n  t a l k  a  g o o d  d e a l  

a b o u t  t h e  p r o p o s e d  A L C A N  P r o j e c t .  T h a t ' s  t e r r i b l y  i m p o r t a n t  

t o  t h e  S t a t e  o f  A l a s k a ,  a n d  t o  m o s t  o f  t h e  c o m p a n i e s  r e p r e ­

s e n t e d  b y  p e o p l e  i n  t h i s  r o o m .  S y  O r l o f s k y  i s  a  m a n  w h o  

w o r k s  f o r  C o l u m b i a  G a s .  I t h i n k  h e ' s  a  S e n i o r  V i c e  P r e s i d e n t .  

H e  h a s  l o n g  e x p e r i e n c e  i n  t h e  g a s  i n d u s t r y ,  b u y i n g  g a s ,  s h i p ­

p i n g  i t  a n d  s e l l i n g  i t .  I f i r s t  m e t  h i m  w h e n  h e  w a s  a  m e m b e r  

o f  t h e  N o r t h w e s t  G a s  P r o j e c t  S t u d y  G r o u p ,  a n d  t h e n  k n e w  h i m  

i n  t h e  A r c t i c  G a s  p r o j e c t  w h i c h  h a s  n o w  b e e n  r o l l e d  i n t o  A L C A N .  

I t h i n k  S y ' s  p e r c e p t i o n  m i g h t  b e  i n t e r e s t i n g  t o  y o u .  H e  w o n ' t  

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

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

g i v e  y o u  a b o u t  a s  h a r d h e a d e d  a n  a p p r a i s a l  a s  a n y o n e  I k n o w  o f

t h e  p r o b a b i l i t i e s  a n d  t i m i n g  o f  t h a t  p r o j e c t  t h a t  I t h i n k  is

c r i t i c a l  t o  o u r  i n d u s t r y  a n d  t o  t h e  S t a t e  o f  A l a s k a .  I d o n ' t

k n o w  t h a t  h e  c a n  c o m e ,  b u t  I e x p e c t  t h a t  i f  y o u  e x t e n d e d  h i m
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an i n v i t a t i o n ,  he would  do i t .  H e 's  j u s t  t h a t  k in d  o f  a 

man. His p e r c e p t i o n  on that  p r o j e c t  c o u l d  be  e x t r e m e ly  

v a l u a b l e  t o  t h i s  Committee and th e  L e g i s l a t u r e .

A nother  one i s  J e s s  C a rr ,  an i n t e r e s t i n g  man. I ' v e  

n o t  seen  much o f  him p e r s o n a l l y ,  but  I  h e a ra  him speak in  

Anchorage in  O c t o b e r .  What he s a i d  t h a t  day was that  j o b s  

and r e s o u r c e  developm ent and A l a s k a ' s  e con om ic  h e a l t h  go 

hand in  hand. He r a i s e s  th a t  p o i n t  o f  p e r c e p t i o n  aga in  and 

perhaps t h i s  L e g i s l a t u r e  might want t o  g e t  some comments 

from him about  i t .

S t i l l  a n o th e r  p e r s p e c t i v e .  You have a man named Bob 

R ichards  th a t  most o f  you know. He i s  one o f  A l a s k a ' s  top  

e c o n o m is t s .  Bob i s  always an o p t i m i s t ,  but ask  him what h i s  

1979 c a s e  f o r  A la sk a  i s ,  f i r s t  from an o p t i m i s t i c  p o i n t  o f  

v i e w ,  and then  from a w orst  c a s e  p o i n t  o f  v i e w ,  and c o n s i d e r  

b o th  as a m at te r  o f  p e r c e p t i o n .  And t h e r e  a r e  o t h e r  w i t n e s s e s  

you might c a l l .

I t  seems t o  me th a t  what you have r i g h t  h e r e  on your 

C om m ittee 's  t a b l e  i s  t h i s  v e r y  b a s i c  prob lem  th a t  the  S ta te  

h a s n ' t  begun t o  d e a l  w i t h .  I t ' s  a t e r r i b l e  prob lem . The 

a p p e t i t e  o f  government f o r  r e v e n u e ,  the  p e o p l e ' s  needs  t o
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be m et ,  and a v e r y  v i s i b l e  revenue  gap out  th e r e  th a t  can 

o n l y  be met i f  you  go t o  work t o d a y ,  r i g h t  now, and t r y  t o  

f i l l  i t  w ith  the  most l i k e l y  s o u r c e  o f  revenue  ba sed  on 

some r e a s o n a b l e  r e s o u r c e  deve lopm ent .

A l l  o f  t h i s  sounds p r e t t y  n e g a t i v e ,  but I  t h in k  th a t  

t h e r e  i s  a p o s i t i v e  s i d e  t o  i t  as w e l l .  The t r u t h  i s  th a t  

we n eed  each  o t h e r ,  and the  so o n e r  we r e c o g n i z e  t h a t ,  the  

b e t t e r .  F r a n k ly ,  I would much r a t h e r  come t o  A lask a  as a 

p a r t n e r  and n o t  as an o p p o n e n t .

What can you do? I  s u g g e s t  s i x  t h i n g s .  I  have no 

monopoly  on knowledge about the s u b j e c t ,  but l o o k i n g  at  i t  

from the  i n d u s t r y ' s  p e r c e p t i o n ,  th e s e  a re  s i x  t h in g s  th a t  

I ' d  hope would be on som ebody 's  l i s t  in  the Alaskan g o v e r n ­

ment .

F i r s t ,  r e c o g n i z e  th a t  s i n c e  1968 w ith  the  v a r i o u s  

changes th a t  had been made in  the S t a t e ' s  tax  laws on o i l  

and g a s ,  the S t a t e  has done a p r e t t y  g ood  j o b  o f  p u t t i n g  

i t s e l f  in  a p o s i t i o n  t o  pay i t s  b i l l s  as f a r  as i t s  g o v e r n ­

ment i s  c o n c e r n e d ,  and i t  w i l l  be in  th a t  p o s i t i o n  f o r  

the  n e x t  e i g h t ,  n i n e  o r  ten  y e a r s .  I t s  back i s  n o t  t o  

the  w a l l .
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As a f o o t n o t e  t o  t h i s  f i r s t  p o i n t ,  b ecau se  t h e r e  i s  

always the  q u e s t i o n  when you have an income ta x  b i l l  b e f o r e  

y o u ,  how does  A la sk a  s t a c k  up a g a i n s t  o t h e r  s t a t e s ?  I f  you 

w i l l  take  a l o o k  a t  E x h i b i t s  I I  and X in  the  A rthur  Andersen 

R e p o r t ,  you w i l l  se e  th a t  the t o t a l  income ta x  reven u es  from 

Prudhoe Bay and th e  p i p e l i n e  t o  the  S t a t e  o f  A laska  under 

i t s  own p r e s e n t  law e x ce e d s  in  g r o s s  rev en u es  t o  the  S t a t e  

what Prudhoe Bay and the p i p e l i n e  would  pay under the  income 

t a x  laws o f  the  o t h e r  seven  s t a t e s  compared in  the  Arthur  

Andersen Study .  S a id  a n oth er  way, the  income ta x  law you 

a l r e a d y  have on the  books w i l l  produce  more revenue than the 

o t h e r  seven  s t a t e s  compared.  Y o u 'v e  a l r e a d y  g o t  the w inning  

c o m b in a t i o n ,  i f  t h a t ' s  the t h in g  th a t  y o u ' r e  w o r r i e d  a b o u t .  

When you are  l o o k i n g  at  the  income ta x  l e g i s l a t i o n  b e f o r e  you ,  

the  q u e s t i o n  i s  no t  ta x  d e f i c i e n c y  and not  a b e t t e r  law; i t  

s im p ly  comes down t o  more money and n o t h in g  e l s e .

But th e  f i r s t  p o i n t  o f  the  s i x  i s  t o  r e c o g n i z e  th a t  you 

can pay your  g o v e r n m e n t 's  b i l l s  c o m f o r t a b l y ,  on your own 

p r o j e c t i o n s ,  f o r  the  n ex t  e i g h t  o r  ten  y e a r s .

The s e co n d  p o i n t  i s  t h i s .  D ec ide  f o r  y o u r s e l f ,  i f  you 

are  g o in g  t o  f i l l  your  gap by l o o k i n g  t o  more r e s o u r c e  d e v e lo p  

ment and s e n s i b l e  development in  the  S t a t e .  I f  t h a t ' s  you r



jud gem ent ,  then t r y  t o  convince, the  in d u s t r y  th a t  t h i s  

t y p e  o f  l o n g e r  run development i s  r e a l l y  im portant  t o  the 

S t a t e  from the  s ta n d p o in t  o f  i t s  own revenue  p o s i t i o n  out 

th e r e  e i g h t  o r  ten  y ea rs  from now. Do something t o  c o n v in c e  

the  in d u s t r y  th a t  s h o r t - t e r m  e x p e r im e n t a t i o n  w i t h  your  tax  

laws no l o n g e r  makes s e n s e .  With the  h i s t o r y  o f  the  l a s t  

e i g h t  o r  ten  y e a r s ,  y o u 'v e  g o t  some persua d in g  t o  do .  I 

d o n ' t  sa y  t h i s  i n  an u n f r i e n d l y  way, but r e c o g n i z e  th a t  the 

i n d u s t r y  in  many ways may be in  a "show me" p o s t u r e .  I 

th in k  you can do i t .  A ga in ,  i t ' s  a p o i n t  th a t  so  much needs 

your  a t t e n t i o n .  That s t a b i l i t y  i s  a key i f  you are  g o in g  t o  

s o l v e  your  b a s i c  problem.

T h i r d ,  do the b e s t  j o b  you can to  manage the s i z e  and 

d i r e c t i o n  o f  your S ta te  and l o c a l  governm ent.  I f  you can j u s t  

h o l d  e v e n ,  you w i l l  have dene a l o t  t o  h e l p  a f a i r l y  tough 

s i t u a t i o n  t h a t ' s  r i g h t  out  th e r e  a few y e a rs  ahead o f  you .

F ou r th ,  run your Permanent Fund on a b u s i n e s s l i k e  b a s i s .  

Draw as much as you can from the e x p e r i e n c e  o f  p r i v a t e  fund 

management. I t ' s  th e re  i f  you seek  i t .

F i f t h ,  b e f o r e  e x te n d in g  o r  implementing  new o r  o l d  

r e g u l a t i o n  o f  i n d u s t r y ,  ask y o u r s e l f ,  i s  i t  n e c e s s a r y ?  What 

does  i t  r e a l l y  do f o r  the S ta te ?

page 19



S i x t h  and from th e  s t a n d p o in t  o f  the  m a j o r i t y  o f  

A laskans  who work f o r  them se lves  o r  f o r  companies  h e r e ,  

r e c o g n i z e  th a t  a program o f  c o n t in u in g  r e s o u r c e  d e v e l o p ­

ment w i l l  u n d e r g i r d  the  S t a t e ' s  economy f o r  many, many 

y e a r s  as i t  a f f e c t s  th e s e  p e o p l e .  Y o u l l  a l s o  have t o  

r e c o g n i z e  t h a t  r e s o u r c e s  c a n ' t  be fou nd  and d e v e lo p e d  i f  

you c a n ' t  g e t  t o  them. The c u r r e n t ,  and I  would  c h a r a c t e r i z e  

i t  as a " n o n - l e a s i n g  p o l i c y "  in  the  S t a t e  o f  A la sk a  does not  

s o l v e  t h i s  n e e d .  You o b v i o u s l y  cann ot  have r e s o u r c e  d e v e l o p ­

ment i f  you c a n ' t  g e t  t o  the  a c r e a g e .  This  i s  so  whether 

i t ' s  onsh ore  o r  o f f s h o r e .  I f  you s e t  up a s im p le  l e a s i n g  

program, l i k e  the gentlem an s a i d  e a r l i e r  t h i s  a f t e r n o o n ,  

s t i c k  t o  i t ,  u n le s s  t h e r e  i s  a v e r y  m ajor  r e a so n  f o r  change .  

A l l  o f  t h e s e  t h in g s  b o i l  down t o  s t a b i l i t y  and make sense  

a l l  around .

F i n a l l y ,  and t h i s  i s  a p e r s o n a l  n o t e ,  S o h i o ,  and I th ink  

p r o b a b ly  t h i s  i s  t r u e  o f  a l l  the  o t h e r  companies in  our  

i n d u s t r y  working  h e r e ,  has no d e s i r e  t o  run the  S t a t e ,  n e t  

t o  run your  governm ent ,  and not  t o  pre -em pt  i t ,  but we sure  

would l i k e  t o  work h e r e .  I t h in k  t h i s  i s  c o n s i s t e n t  w ith  

what most o f  the  p e o p le  in  A laska  want t o o .  Your b a s i c  

prob lem  i s  t h e r e .  Y o u 'v e  g o t  to  f a c e  i t  s o o n e r  c r  l a t e r .
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I t ' s  much b e t t e r  s o o n e r ,  and I  w is h  you w e l l  i n  th a t  

e n d e a v o r .

I  b rou g h t  you something th a t  you  may o r  may not  w a n t , 

but  i t  might be ui a f u l  t o  you b e ca u se  i t  d e a l s  w i th  the 

p e r c e p t i o n  p o i n t .  This  week I  was in  Washington t o  t e s t i f y  

in  the  p r o c e e d i n g s  on the p i p e l i n e  t a r i f f  b e f o r e  the  F e d e r a l  

Energy R e g u l a t o r y  Commission. The s u b j e c t  o f  my t e s t im o n y  

i s  a l i t t l e  e m b a r r a s s in g .  I t  i s  a f a c t u a l  a c c o u n t  from 

which c o u n s e l  w i l l  argue th a t  government at  the  f e d e r a l  and 

s t a t e  l e v e l  has become a major  b u s in e s s  r i s k .  What I was 

asked  t o  d o ,  and what we d id  from a whole  room f u l l  o f  d o cu ­

ments th a t  I s e t  up s o r t  o f  as a l i b r a r y  in  my departm ent ,  

i s  t o  summarize the  h i s t o r y  that  we l i v e d  through  in  the  f i v e  

yea rs  th a t  p r e c e d e d  the  s t a r t - u p  o f  c o n s t r u c t i o n  o f  the  p i p e ­

l i n e  and a l o t  o f  work a t  Prudhoe Bay, in  d e a l in g  w ith  govern  

ment, a t  the F e d e r a l  l e v e l  and here  in  A la s k a ,  in  terms o f  

l e g i s l a t i o n ,  in  terms o f  permit  n e g o t i a t i o n ,  and in  terms o f  

l i t i g a  va. I t  i s  n o t  w r i t t e n  t o  o f f e n d  anybody.  I t  i s  a 

f a c t u a  a c c o u n t  and i t  o c c u r r e d  t o  m e - - t h i s  has been f i l e d  

in  W ashington ,  but I have n o t  f o r m a l l y  g iv e n  my t e s t i m o n y - -  

that  your  Committee and any o t h e r s  th a t  want i t  i n  the L e g i s ­

l a t u r e ,  might f i n d  th a t  t h i s  i s  a u s e f u l  r e f e r e n c e .  Some



members o f  the  L e g i s l a t u r e  w e r e n ' t  here  when a l o t  o f  t h i s  

happened.  I  th in k  we a l l  n eed  t o  have some f e e l  o f  t h i s  

p r o l o g u e  t o  w r e s t l e  w i t h  the  b a s i c  prob lem  I  have been d e s c r i b ­

i n g .  Maybe i t ' s  n o t h i n g  more than a s o u v e n i r ,  but i f  y o u 'd  

l i k e  i t ,  I  o f f e r  i t  f o r  your r e c o r d  and i n d i c a t e  th a t  w h i le  

i t ' s  p r o b a b l y  n o t  c o m p le te  i n  e v e r y  d e t a i l ,  i t ' s  n o t  a bad 

summary o f  th a t  p e r i o d .

I broug h t  you one o t h e r  t h in g  th a t  I th in k  I ought to  

^ iv e  you b eca u se  your  Committee has d e a l t  w i th  the  s u b j e c t  

o f  C o a s t a l  Zone Management. Some o f  you worked v e r y  v e r y  hard  

in  t r y i n g  t o  g e t  a model p i e c e  o f  l e g i s l a t i o n .  I r e a d  i t ,  

and I  thought  on the  f a c e  o f  the  l e g i s l a t i o n  i t  was a good  

p i e c e  o f  work,  I want t o  c o n f e s s  t o  you th a t  one o f  my o t h e r  

odd j o b s  in  our  in d u s t r y  r i g h t  now i s  s e r v i n g  on a n a t i o n a l  

comm ittee  o f  the American P etro leum  I n s t i t u t e ,  c a l l e d  the  

N a t io n a l  CZM S t e e r i n g  Committee. We have found th a t  in  the 

34 s t a t e s  and s e v e r a l  t e r r i t o r i e s  th a t  are  c o n c e rn e d  w ith  

c o a s t a l  zon e  management, government and p u b l i c  i n t e r e s t  b o d i e s  

o f  v a r i o u s  s o r t s ,  g e n e r a l l y  s e l f - a p p o i n t e d ,  have come up w ith  

the  id e a  th a t  they  r e a l l y  d o n ' t  want an yth in g  g o in g  on on t h e i r  

s h o r e l i n e .  I f  I had t o  say what t h e i r  s t r a t e g y  i s ,  i t ' s  t h i s :  

i f  th e y  can keep us on the  b e a ch ,  we c a n ' t  go o f f s h o r e  t o  f i n d
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e n e rg y  and b r i n g  i t  a s h o r e .  I t ' s  as s im p le  as t h a t .  In 

some s t a t e s  you  have w e l l  drawn laws as you have here  in  

A la s k a ,  but  th e y  are  c a p a b le  o f  b e in g  d i s t o r t e d  one way o r  

a n o t h e r .  The pu rp ose  o f  t h i s  n a t i o n a l  com m ittee  i s  s t r a i g h t ­

fo r w a r d .  I t  says  l o c k ,  n a t i o n a l  i n t e r e s t  r e q u i r e s  s e n s i b l e  

developm ent o f  e n e r g y .  I t  r e q u i r e s  a t t e n t i o n  t o  the  e n v i r o n ­

ment, but  you s im ply  ca n n ot  l o c k  up the  s h o r e .  I  th in k  th a t  

t h i s  sub ject ,  o f  c o a s t a l  zone management i s  germane t o  your  

b a s i c  prob lem ,  s i n c e  r e s o u r c e  development o n sh ore  and o f f s h o r e  

w i l l  have a Lot t o  do w ith  the econom ic  h e a l t h  o f  A laska  in 

the  y e a rs  ahead.  What I brought  t o  you as an o th e r  s o u v e n i r  

i s  a b o o k l e t  that  i s  j u s t  o f f  the  p r e s s  th a t  our n a t i o n a l  

comm ittee  d e v e l o p e d .  In e f f e c t :  i t  s e t s  f o r t h  what I  th in k  

is  a f a i r l y  b a la n ce d  p o s i t i o n ,  the v i e w p o in t  on the  p a r t  o f  

i n d u s t r y  that  a l l  r e a s o n a b le  uses  o f  c o a s t s  have t o  be 

c o n s i d e r e d .  I t s  t i t l e  i s  "A Snore f o r  A l l  P u r p o s e s " .  I f  you 

c a n ' t  rea d  a l l  o f  i t  b e ca u se  you have so  much t o  r e a d ,  y o u ' l l  

see  th a t  th e r e  i s  an e x e c u t i v e  summary f o r  l e g i s l a t o r s  and 

e x e c u t i v e s  i r s i d e  the c o v e r .  I recommend i t  t o  you .  I o n ly  

have a few c o p i e s ,  but I j u s t  brought  th e se  f o r  your  Committee 

becau se  I knew o f  your past  i n t e r e s t .

Thank you v e r y  much. I f  you have q u e s t i o n s ,  I would be 

happy t o  answer them.
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Q u e s t io n :  The f i r s t  t h in g  I  w r o te  down here  in  my n o t e s

w h i l e  I  was l i s t e n i n g  t o  D ick  was the  p o i n t  

c o n c e r n in g  the  c o u r t  d e c i s i o n s .  A huge welcome 

t o  SOHIO as b e i n g  an A laskan  c i t i z e n .

Answer: Thank you .  This  i s  my 4 9 th  t r i p  t o  the 4 9 th  S t a t e .

S en a tor  Huber: P r o f e s s o r  Parkenson had w r i t t e n  on i t  . . . . o n

t h i s  t a x  s tu d y  about  governments  r i s i n g  always t o

meet the  a v a i l a b l e  p r o f i t s .  I 'm  sure  that  Dick

might even have d i s c o v e r e d  t h i s  s e p a r a t e l y .

Answer: You u n d e rs ta n d ,  S e n a t o r ,  I 'm  n o t  t r y i n g  t o  f i n d

f a u l t .  These are  e s s e n t i a l l y  o b s e r v a t i o n s .  You 

come t o  a p l a c e  and you j u s t  see  t h i s  g o in g  on. 

W e 've  known each  o t h e r  f o r  a few y e a rs  now, and 

I 'm  j u s t  t e l l i n g  i t  as i t  i s .

S e n a to r  Huber: I r e a l l y  want t o  know, D ic k ,  you s a i d  th a t

a l l  o f  the problems th a t  the companies have in dea l  

ing  w i th  th e  ta x  p o l i c i e s ,  I g e t  from you th a t  i t  

i s n ' t  j u s t  t h i s  j u r i s d i c t i o n ,  i t ' s  many o t h e r  j u r i s  

d i c t i o n s  t h a t  th e  o i l  companies are  in  d o in g  t h i s .  

As the needs  f o r  ta x e s  r a i s e ,  i t  goes  t o  the  most 

l o g i c a l  p l a c e s .
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you do see  a s i m i l a r i t y  o f  problems in  o t h e r  

s t a t e s .  TLare i s  a d i f f e r e n c e  in  A lask a  which 

I  w i l l  c o n f e s s  t o ,  and t h a t  i s  the v e l o c i t y  o f  

the  prob lem .  D e c i s i o n  here  i s  n o t a b l y  f a s t e r .

I  d o n ' t  mean th a t  a g a in  in  an o f f e n s i v e  way, i t  

j u s t  i s  an a c c e l e r a t i n g  t h in g  h e r e .

S e n a to r  Huber: I  d o n ' t  t h in k  i t  i s .  Your problem  seems

t o  be p a r a l l e l  w i t h  a n o th e r  o n e .  Your problem 

o f  the  companies  b e in g  a b le  t o  i n t e r f a c e  w i t h  the  

ta x e s  and how the  burden b u i l d s . I t  seems t o  be 

l i k e  a man q u i t e  a few y ea rs  ago i n  government 

s t a t e d .  You p r o b a b ly  want t o  comment on i t .  I t  

i s  i n t e r e s t i n g  th a t  F ra n k l in  Delano R o o s e v e l t  

s a i d  th a t  you  c o u l d n ' t  win an e l e c t i o n  in  t h i s  

c o u n t r y  w i t h o u t  the  su p p o r t  o f  b i g  o i l ,  and you 

c o u l d n ' t  g o v e r n  w ith  i t .  So he was hav ing  t r o u b l e  

from th a t  v i e w p o i n t ;  o i l  companies are  hav ing  t r o u b l e  

from the v i e w p o i n t  o f  b e i n g  a b le  t o  o p e r a t e  a b u s i ­

n e s s  under the  g o v e r n m e n t 's  t a x in g  p o l i c i e s .

Answer: T h a t ' s  why I  s a i d  h a l f  s e r i o u s l y  and h a l f  k i d d i n g ,

you c a n ' t  l i v e  w i t h  u s ,  and you c a n ' t  l i v e  w i th o u t  u s .  

Thank you .

Answer: Let me r e s pond to that. As a practical matter,
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Ma d a m e  Ch a i r m a n  a n d  M e m b e r s  o f  t h e  S e n a t e  R e s o u r c e s  Co m m i t t e e

I WANT TO THANK YOU FOR G I V I N G  ME T H I S  OPPORTUNITY TO T E S T I F Y  

TO YOU ON T H I S  IMPORTANT ISSUE OF INCOME T A X A T IO N  OF THE O I L  

INDUSTRY.

I HAVE T E S T I F I E D  AT GREAT LENGTH LAS T  YEAR ON THE S P E C I F I C S  

OF THF INCOME TAX B I L L S  WHICH WERE BEFORE YOUR COMMITTEE,  

IN C LU D IN G  THE GOVERNOR'S FRANCHISE TAX B I L L  AND THE SEPARATE 

ACCOUNTING B I L L  WHICH I S  NOW BEFORE YOU.

Ra t h e r  t h a n  r e h a s h i n g  t h o s e  p o i n t s  a n d  a r g u m e n t s  I w o u l d

L I K E  TO SPEAK TO YOU ON WHAT I B E L IE V E  IS  THE MOST IMPORTANT 

ISSUE -  E S T A B L IS H IN G  AN E F F E C T IV E  AND EQ UITABLE  INCOME TAX 

SYSTEM FOR THE O I L  AND GAS INDUSTRY IN ALA S K A.

B y  E F F E C T I V E ,  I MEAN A TAX SYSTEM WHICH IS  FREE OF THE 

S P E C IA L  CORPORATE TAX LOOPHOLES AND WHICH IS  ACCURATELY 

MEASURED BY ACTUAL B USIN ESS A C T I V I T Y  AND EARNINGS IN  THE



STATE SO THAT EFFECTIVE TAX RATES APPROXIMATE STATUTORY TAX 

RATES ON INCOME PRODUCED IN THE STATE,

B y E Q U IT A B L E ,  I MEAN A TAX SYSTEM WHICH PLACES M U L T I  STATE 

CORPORATIONS ON A PAR W IT H  LOCAL CORPORATIONS. THAT I S  -  

M U L T IS T A T E  O I L  CORPORATIONS MUST SHARE EQUALLY IN  THE CORPORATE 

INCOME TAX PAYMENTS TO THE STATE BASED UPON T H E IR  EARNINGS 

AND A C T I V I T I E S  W I T H I N  THE S TA TE ,

Un t i l  a n  i n c o m e  t a x  s y s t e m  w h i c h  is b o t h  e f f e c t i v e  a n d

EQ UITABLE  IS  ADOPTED FOR THE O I L  AND GAS IN D U S T R Y ,  I B E L I E V E  

WE W I L L  HAVE TAX I N S T A B I L I T Y ,  U N T I L  T H I S  IN E Q U I T Y  WITH THE 

INCOME TAX I S  DEALT W ITH ONCE \ND FOR A L L  THERE W I L L  BE 

C O NTINUAL  PRESSURE FOR CHANGE, AND I T  W I L L  BE AN ISSUE 

BEFORE THE L E G IS L A T U R E  EVERY S IN G LE  YEAR U N T I L  I T  IS  RESOLVED,

F or  SEVERAL YEARS NOW, THE L E G I S L A T U R E ' S  O I L  AND GAS CONSULTANTS,

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

THE CORPORATE INCOME TAX AS A P P L I E D  TO THE O I L  AND GAS



INDUSTRY, Fo r  t h e  l a s t  t h r e e  y e a r s  s e v e r a l  b i l l s  h a v e  b e e n

INTRODUCED IN  THE L E G IS L A T U R E  TO DEAL WITH THE INCOME TAX

i s s u e . La s t  y e a r  b o t h  t h e  D e p a r t m e n t  o f  Re v e n u e  a n d  a 

S p e c i a l  S u b c o m m i t t e e  o f  t h e  Le g i s l a t i v e  Co u n c i l  m a d e  e x t e n s i v e  

s t u d i e s  o f  A l a s k a 's c o r p o r a t e  i n c o m e  t a x  a s  a p p l i e d  t o  o i l  

a n d  g a s  c o r p o r a t i o n s  a n d  m a d e  s p e c i f i c  r e c o m m e n d a t i o n s  t o  

r e f o r m  t h e  i n c o m e  t a x , I b e l i e v e  t h a t  t h i s  y e a r  is t h e  t i m e

TO F I N A L L Y  REFORM A L A S K A ' S  CORPORATE INCOME TAX ,

As STATED BY THE DEPARTMENT AND OTHER SOURCES, THE O I L  AND

GAS INDUSTRY PAYS AN E F F E C T IV E  ALASKA INCOME TAX RATE OF

BETWEEN 2  TO 3  PERCENT ON T H E IR  ALASKA INCOME, T H I S  RESULTS

FROM TWO FACTORS -  A S U B S T A N T IA L L Y  ERODED FEDERAL TAX BASE

AND AN IN A PP R O P R IA TE  APPORTIONMENT FORMULA, THE COM BINATION

OF THESE FACTORS THEN RESULT IN M U L T I  STATE O I L  CORPORATIONS *
PAYING LESS TAX THAN THAT OF LOCAL CORPORATIONS ON THE SAME 

INCOME EARNED IN  THE STATE,

T h i s  i n e f f e c t i v e n e s s  o f  o u r  i n c o m e  t a x  is e a s i l y  d i s p l a y e d

BY S IM P L Y  E X A M IN IN G  THE ACTUAL INCOME TAX PAYMENTS MADE BY



THE O I L  INDUSTRY OVER THE PAST FEW YEARS AND LOOKING AT OUR 

PROJECTIONS OF FUTURE INCOME TAX C O LLE C T IO N S ,

Fo r  e x a m p l e ,  i t  w a s n ' t  u n t i l  t h e  1 9 7 3  t a x  y e a r  t h a t  c o r p o r a t e

INCOME TAX PAYMENTS FROM THE O I L  INDUSTRY F I N A L L Y  CREPT 

ABOVE THE $1  M I L L I O N  DOLLAR MARK, AND DURING THE LAST 3  

YEARS O ' L  COMPANY INCOME TAX PAYMENTS HAVE TOTALED $ 2 , 1  

M I L L I O N ,  $3.7 M I L L I O N  AND $4,4 M I L L I O N  R E S P E C T IV E L Y .  In 

FAC T,  T O TAL  CORPORATE INCOME TAX PAYMENTS OF THE O I L  INDUSTRY 

FOR THE LAST SEVEN YEARS HAVE BEEN ONLY $ 1 3 , 1 0 8 , 0 0 0 ,  T H I S  

REPRESENTS 9 .  A PERCENT OF A PPR O XIM ATELY  $ 1 4 0 , 5 1 0 , 0 0 0  IN 

TAXABLE INCOME OVER THE LAST SEVEN YEARS,

T o  V IEW  T H I S  TAXABLE INCOME REPORTED BY THE O I L  INDUSTRY IN  

P ER SP E C TIV E  YOU NEED ONLY M U L T iP L Y  LAST Y E A R 'S  O I L  PRODUCTION

f r o m  Co o k  I n l e t  t i m e s  5 0  p e r c e n t  o f  i t s  a v e r a g e  w e l l h e a d

VALUE TO F IN D  THAT I .  EXCEEDS THE TOTAL O I L  COMPANY INCOME

t a x e d  b y  A l a s k a  f o r  t h e  l a s t  s e v e n  y e a r s , I n f a c t  t h e  s e v e n

YEARS OF REPORTABLE INCOME REPRESENTS A L I T T L E  LESS THAN . 2 5  

PER BARREL OF THE O I L  PRODUCED FROM COOK I N L E T  OVER THE SAME



SEVEN YEAR PERIOD, THESE REPORTED INCOME FIGURES DO NOT I 

BELIEVE REPRESENT THE NET INCOME EARNED NOR REFLECT THE

a c t i v i t i e s  in A l a s k a  b y  t h e s e  c o m p a n i e s  d u r i n g  t h i s  p e r i o d .

No r  is t h i s  i n e q u i t a b l e  s i t u a t i o n  l i k e l y  t o  c h a n g e  m u c h  in 

f u t u r e  y e a r s  e v e n  a s  a r e s u l t  o f  t h e  h i g h e r  p r o f i t a b l e  

P r u d h o e  Ba y  p r o d u c t i o n , B a s e d  u p o n  a c t u a l  t a x  r e t u r n  

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

INCOME TAX REVENUES AS A RESULT OF pRUDHOE BAY PRODUCTION 

OVER THE NEXT TWO YEARS OF $ 2 , 3  MILLION AND $ 2 3 , 6  MILLION 

DOLLARS RESPECTIVELY, AGAIN THIS REPRESENTS ONLY A SLIGHT 

RETURN FROM THE SUBSTANTIAL INCOME EARNED AND ACTIVITIES 

TAKING PLACE IN THE STATE,

T h i s  i n f o r m a t i o n  is in m a r k e d  c o n t r a s t  t o  t h e  p r e d i c t i o n s  o f

LIKELY INCOME TAX REVENUES PROVIDED BY THE OIL INDUSTRY AND 

THEIR CONSULTANTS, FOR EXAMPLE, LAST YEAR IN SoHIO's

S u b m i s s i o n  # 1 ,  S o h i o  a s s u m e d  c o r p o r a t e  i n c o m e  t a x  r e v e n u e s  

t o  t h e  S t a t e  o f  A l a s k a  o f  $ 2 7 , 4  m i l l i o n  d o l l a r s  i n  1 9 7 7  a n d



$ 6 2  MILLION DOLLARS IN 1 9 7 8  IF OIL WERE SOLD IN CALIFORNIA 

FOR $ 1 3  PER BARREL,

In a d d i t i o n , t h e  A r t h u r  A n d e r s o n  s t u d y  s h o w s  A l a s k a  i n c o m e  

TAX REVENUES OF $ 1 , 7 4 7 , 1 0 0  OVER A 2 5  YEAR PERIOD OR AN

AVERAGE OF $ 6 9 , 8 8 4 , 0 0 0  PER YEAR,
✓

T h e s e  r e p r e s e n t a t i o n s  o f  i n c o m e  t a x  c o l l e c t i o n s  j u s t  d o n 't

MATCH THE PAST TAX RETURNS OF THE OIL INDUSTRY OR THE LIKELY 

RETURNS IN.THE NEAR FUTURE,

A g a i n  l e t  m e  e m p h a s i z e  t h a t  w e  n e e d  a n  e f f e c t i v e  c o r p o r a t e  

INCOME TAX. O n e  t h a t  t r u l y  r e f l e c t s  t h e  b u s i n e s s  a c t i v i t y

AND INCOME EARNED IN THE STATE,

In RESPONSE TO FACTS OF THE ACTUAL EFFECTIVE INCOME TAX 

RATES PAID BY THE OIL INDUSTRY YOU HAVE HEARD SUBSTANTIAL 

TESTIMONY BY THE OIL INDUSTRY CONSULTANTS JUSTIFYING THE 

RESULT OF LOW EFFECTIVE TAX RATES IN THE NAME OF UNIFORMITY,



*33 *' . f  I  HI **

I TOO BELIEVE THaT UNIFORMITY IS A LAUDABLE GOAL FOR THE 

STATES AND THAT IS WHY I AND MY DEPARTMENT ARE ACTIVE 

PARTICIPANTS IN THE MULTI STATE TAX PROGRAM OF THE MULTI STATE

Ta x  Co m m i s s i o n , T h i s  d o e s  n o t  m e a n , h o w e v e r , t h a t  w e  s h o u l d

BLINDLY MARCH IN LOCK STEP IN THE NAME OF UNIFORMITY AND 

IGNORE OUR RESPONSIBILITY OF PROVIDING AN EFFECTIVE AND 

EQUITABLE CORPORATE INCOME TAX SYSTEM. I BELIEVE THAT WE 

HAVE A DUTY TO INSURE THAT THE CORPORATE INCOME TAX SYSTEM 

RETURN TO THE STATE, TAX REVENUES WHICH ACCURATELY REFLECT 

THE BUSINESS ACTIVITY AND iNCOME EARNED IN THE STATE EVEN IF 

THE INCOME IS EARNED BY CORPORATIONS THAT DO BUSINESS 

THROUGHOUT THE WORLD, THE ACTUAL INCOME TAX REVENUES RECEIVED 

TO DATE AND PROJECTIONS OF FUTURE INCOME TAX REVENUES DO 

NOT, I BELIEVE, REFLECT THE SUBSTANTIAL BUSINESS ACTIVITIES 

AND PROFITS EARNED IN ALASKA IN PAST YEARS AND THE FUTURE BY 

THESE MULTINATIONAL CORPORATIONS,



I  d o n ' t  t h i n k  we  c a n  t o l e r a t e  a n y  l o n g e r  a  c o r p o r a t e  i n c o m e

TAX SYSTEM ON THE O I L  INDUSTRY WHICH ALLOWS M U L T I N A T I O N A L  

CORPORATIONS TO A V O ID  TAXES ON S U B S T A N T IA L  EARNINGS BY 

T A K IN G  ADVANTAGE OF A L L  THE S P E C IA L  FEDERAL TAX AND ACCOUNTING 

D E V IC E S  AND BY THE USE OF AN APPORTIONMENT FORMULA WHICH 

DOES NOT ACCURATELY REFLECT O I L  INDUSTRY A C T I V I T Y  IN THE 

STATE,  IN A D D I T I O N ,  I D O N 'T  T H I N K  WE CAN TOLERATE A SYSTEM 

WHICH BECAUSE OF THESE LOOPHOLES AND UNREPRESENTAT IVE FORMULAS 

ALLOW LOCAL CORPORATIONS TO PAY HIGHER E F F E C T IV E  TAX RATES 

THAN M U L T IN A T IO N A L  CORPORATIONS FROM L I K E  A C T I V I T I E S .

4

I THEREFORE ASK FOR YOUR FAV0RA3L.E C O N S ID E R A T IO N  OF AN 

E F F E C T IV E  AND E Q U ITAB LE  CORPORATE INCOME TAX FOR THE O I L  AMD 

GAS INDUSTRY,  I B E L IE V E  THAT THE TAX B I L L  WHICH WE HAVE 

PROPOSED MEETS T H I S  C R I T E R I A ,

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

THROUGH THE ADOPTION OF A BOOK INCOME D E F I N I T I O N  OF TAXABLE 

INCOME, IT ALSO WOULD HAVE SOLVED THE PROBLEM OF THE



APPORTIONMENT FORMULA BY SUBSTITUTING AN EXTRACTION FACTOR 

FOR THE SALES FACTOR AND THEREBY PROVIDING A MORE ACCURATE 

MEASURE OF OIL INDUSTRY ACTIVITY AND INCOME IN THE STATE.

I BELIEVE THAT THAT BILL WOULD FOR THE FIRST TIME PROVIDE 

BOTH AN EFFECTIVE AND EQUITABLE INCOME TAX FOR OIL ANJ 

GAS CORPORATIONS.

AS YOU KNOW, HOWEVER, I AM OPPOSED TO THE SPECIFIC BILL 

THAT IS BEFORE YOU SINCE I BELIEVE THAT IT COULD LEAVE US 

WITH JUST ANOTHER INEFFECTIVE INCOME TAX. I AM OPPOSED TO 

THIS BILL BECAUSE IT WOULD ALLOW ONE PART OF A BUSINESS TO 

CALCULATE ITS OWN TAX LIABILITY BASED UPON SUCH ITEMS AS 

INTERCOMPANY TRANSPORTATION CHARGES. THUS WE COULD POSSIBLY 

BE LEFT IN THE SAME SITUATION THAT WE FIND OURSELVES IN TODAY 

WITH SEVERANCE TAX AND ROYALTY CCMPtJTATIONS - THAT IS 

INCOME SUBSTANTIALLY REDUCED BY INFLATED TRANSPORTATION CHARGES,

T h e r e f o r e , I w o u l d  a s k  f o r  y o u r  f a v o r a b l e  c o n s i d e r a t i o n  f o r

THE APPROACH CONTAINED IN THE ORIGINAL HB 322 AND ESTABLISH 

AN EFFECTIVE INCOME TAX ON THE OIL AND GAS INDUSTRY.



INCOME TAX PAYMENTS 
BY OIL AND GAS CORPORATIONS

47 COMPANIES

TOTAL

1970-1976 T axa b le  Years

1970 1971 1972 1973 1974 1975 1976 TOTAL
(th o u sa n d s )

484 ,620 587,304 519 ,598 1 ,2 3 0 ,1 0 0  2 ,1 6 1 ,0 5 3  3 ,7 6 5 ,2 8 5  4 ,4 6 0 ,0 1 9  13 ,207 ,979



TESTIMONY OF RICHARD KILGORE 
DIRECTOR OF RESEARCH FOR 
W.J. LEVY CONSULTANTS

RICHARD KILGORE -  I am t r y i n g  hard not  to  take i t  as a r e f l e c t i o n
»•

o f  my t e s t im o n y  t h a t  e v e ry  t ime I  t e s t i f y  fewer pe o p le  seem t o  show 

up ,  but t h i s  i s  a Saturday morning and i t s  not q u i t e  l i k e  the middle  

o f  the week. My open ing  remarks,  i f  you r e c a l l ,  were ,  t r y  t o  

p r e s e n t  some o v e r v ie w  o f  the  v a r i o u s  ty p es  o f  t a x a t i o n  on the i s s u e s  

and p r i n c i p a l s  o f  o i l  and gas t a x a t i o n .  My second tes t im on y  

b e f o r e  Senate R e s o u r c e s ,  and in  the a f t e r n o o n  b e f o r e  the two 

com m it tees ,  t r i e d  t o  e l a b o r a t e  and sharpen the  p ros  and cons in  

a p proaches  t o  income t a x a t i o n ,  th a t  i s  the apportionment v e r s e s  

s e p e r a t e  and d i r e c t  a c c o u n t i n g .  Mow t o d a y ,  I would l i k e  t o  p r o v id e  

you w ith  our comments on the s p e c i f i c s  on the  b i l l s  b e f o r e  you, 

and a l s o  take  the o p p o r t u n i t y  t o  a d d ress  some o f  the  i s s u e s  r a i s e d
i

by o t h e r  t e s t im o n y  you have h eard .  And I would l i k e  to  s t a r t  aga in  

w ith  th e  income t a x .  B e fo r e  I get  t o  the s p e c i f i c s  t h e r e ,  I would 

l i k e  to  d i s c u s s  very  b r i e f l y ,  some o f  the broad q u e s t i o n s  r a i s e d  by 

In d u s tr y  spokesmen, in which they  say chat any d e v i a t i o n  from the 

p r e s e n t  th r e e  f a c t o r  p r o p o r t i o n a t e  formula r a i s e s  th e  ^ . t e n t l a l  

f o r  d ou b le  or  m u l t i p l e  t a x a t i o n .  I th in k  t h i s  p o in t  was r e a i s e d  by 

e v ery  one o f  the o i l  company spokesmen. I want to  make i t  c l e a r  

th a t  I f  a l l  s t a t e s  used the t h r e e  f a c t o r  p r o p o r t i o n a t e  form ula  

o n l y ,  then the t o t a l  income o f  the  companies i s  a p p o r t i o n e d  to  a l l  

the s t a t e s  and the sum o f  th e  tax b a s i s  in  the i n d i v i d u a l  s t a t e s  

wiLl add up to  the c o r p o r a t i o n s  t o t a l  income, and the  d e v i a t i o n s ,



e i t h e r  by d i f f e r e n t  f a c t o r s  such as the  (Eathen ,  Ainsworth a p proach? )  

as s u b s t i t u d i n g  a b s t r a c t i o n  o r  g o in g  t o  book income or  g o in g  to  

some s o r t  o f  s e p e r a t e  a c c o u n t i n g  approach  does  tend  to work in  the 

d i r e c t i o n  o f  r a i s i n g  the  ta x  b a s i s  o f  s t a t e s  t h a t  do th a t  and has the 

t en d en cy  o f  each  o f  the  s t a t e s  in  t h e i r  own approach  t o  t a x a t i o n  

i d e n t i f y i n g  a ta x  base  which when added up on t o t a l  would be 

somewhat more than the t o t a l  income o f  th e  c o r p o r a t i o  I th in k  

th e r e  can be no deny ing  t h i s ,  t a k in g  e i t h e r  o f  t h e s e  L j  a p p ro a ch e s ,  

d oes  r a i s e  the p o t e n t i a l  f o r  d o u b le  t a x a t i o n .  T h is  i s  c l e a r ,  but 

a g a in s t  t h i s  Alaska has t o  be concern ed  w ith  how th e  apportionm ent 

works f o r  the  S ta te  i t s e l f ,  and how, not  s im ply  how the system 

works in  broad f o r  the  companies and equ idy  f o r  the  com panies ,  

but how i t  works f o r  the S ta te  o f  A laska and what s o r t  o f  income i s  

thrown up f o r  tne  S ta te  o f  A la sk a ,  i t  c a n ' t  Ignore  t h i s  e i t h e r .

The S t a t e ,  l o o k in g  at  i t s  own s i t u a t i o n ,  I th in k  in  many r e s p e c t s  

does  have a unique s i t u a t i o n  to  l o o k  a t ,  in  many r e s p e c t s  Alaska 

i s  unique and the t a x a t i o n  o f  o i l  and gas in  Alaska in  i t s e l f  i s  

unique.  As I d o n ' t  r e a l l y  have t o  t e l l  you ,  o i l  and gas i s  f a r  

in  the way, the  l a r g e s t  in d u s t r y  and w i l l  be the  l a r g e s t  income 

p ro d u c in g  in d u s t r y  in A laska .  Alaska a l s o  d oes  not have o th e r  

in d u s t r y ,  much in the  way o f  o th e r  in d u s t r y  o th e r  than o i l  and 

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

kind o f  major  s c a l e  as  do o t h e r  s t a t e s ,  so many o t h e r  s t a t e s  w ith  

a b road er  economic  base can a f f o r d  to  have apport ionm ent  form ulas



which they  work w e l l  f o r  some i n d u s t r i e s ,  not  so w e l l  though f o r  

o t h e r s  and so f o r t h ,  th e y  tend to  more av era ge  out than c e r t a i n l y  

they  would f o r  the  S ta te  o f  A la sk a .  Another unique f e a t u r e  o f  

A l a s k a ' s  s i t u a t i o n  i s  i t s  o i l  and gas  in d u s t r y  i s  l a r g e l y  e x t r a c t i v e  

and t r a n s p o r t a t i o n  ends o f  the  b u s i n e s s ,  A laska does  not  have major 

r e f i n e r i e s  as do o t h e r  s t a t e s  such as  C a l i f o r n i a ,  L o u i s i a n a ,  and 

Texas .  I t  does  not  have major  m ardet lng  becau se  i t  has l i m i t e d  

markets on i t  becau se  o f  i t s  l i m i t e d  p o p u l a t i o n ,  so i t  does  n o t  

have m ajor  in v es tm en ts  in  m ardet ing  and a l i k e  as o t h e r  s t a t e s  do .

So w ithout  r e f i n i n g ,  w ithout  m a rk e t in g ,  head o f f i c e s  are  not  l o c a t e d  

here  and so on,  i t  d oes  not  have many o f  t n e s e  f a c t o r s  which in  

o t h e r  s t a t e s  have he lped  the  apport ionm ent  form ula  work f o r  the  s t a t e s .  

That i s  where you have a l l  o f  t h e s e  o th e r  a c t i v i t i e s ,  one tends  

t o  have l a r g e r  p a y r o l l s ,  th e r e  are  l a r g e r  numbers employed in  these  

o th e r  f u n c t i o n s  tends  t o  a p p o r t i o n  income t o  th ose  s t a t e s .  I t  does  

not  have major s a l e s  w i t h in  the  s t a t e  and so on .  So t h i s  a l s o  

makes A l a s k a ' s  s i t u a t i o n  unique and as we have sa id  many t i m e s ,  i t  

tends  t i  make the  t h r e e  f a c t o r  a -p o r t io n m e n t  form ula  not p a r t i -  

c u la r y  e f f e c t i v e  f o r  A laska .  So on the one hand, the i n d u s t r y ' s  

argument i s  c e r t a i n l y  a l e g i t i m a t e  one and they have every  r i g h t  t o  

be c o n cern ed  about t o t e n t i a l  f o r  d o u b le  t a x a t i o n  and I t h in k ,  

beyond t h a t ,  the p o t e n t i a l  that  i f  you adopt t h i s  s o r t  o f  a system 

that  o t h e r  s t a t e s  may somehow f o l l o w  you and i f  t h i s  happens t o  

them they  more and more run the  r i s k  that  the  sum o f  the  tax  b a s i s  

in  a l l  the s t a t e s  exceed t h e i r  own income and t h i3  i s  a very  l e g i t ­

imate co n ce rn  o f  t h e i r s .  On the o t n o r  hand, you do have th e se  

unique f e a t u r e s  o f  t .ie  o i l  and gas in d u s t ry  in  Alaska th a t  I have j u s t  

memtioned. This  means th a t  Alaska r e a l l y  has to  weigh i t s  own unique



c i r c u m s t a n c e s  a g a in s t  the  v i o l e n c e  done t o  the  p r i n c i p a l  ol” u n i f o r m i t y  

and the  poten* i a l  f o r  d o u b le  t a x a t i o n ,  i f  you a l t e r  your income 

t a x ,  you must a p p r e c i a t e  what you a re  d o in g  and what you ? r e  do ing  

t o  the c o m p a n i e s , ’ you have g o t  t o  attempt t o  a s s e s s ,  a t  l e a s t  b ro a d ly  

what i t  r e a l l y  d o e s  mean t o  the  company i t  v i o l a t e s  the  p r i n c i p a l  

c l e a r l y ,  but what d o e s  i t  mean in  terms o r  d o l a r s  and c e n t s  o f  the 

p o t e n t i a l  f o r  d o u b le  t a x a t i o n  in  t h o s e  terms and I th in k  in  that  

r e s p e c t ,  some o f  the  q u e s t i o n i n g  o f  Senator  C r o f t  y e s t e r d a y  was 

a lo n g  t h o s e  l i n e s  and I t h in k  you p r o b a b ly  a l s o  shou ld  pursue 

t h i s  somewhat more. You have t o  admit what you are  d o i n g ,  i t  would 

work in  t h i s  d i r e c t i o n  but you have t o  g e t  some a p p r e c i a t i o n  o f  

e x a c t l y  what that  d o e s  t o  o i l  com panies .  And I t h in k  in  chat 

r e s p e c t  ' f  you are  l o o k i n g  a t  t h a t ,  I t h i n k ,  xt i s  r e l e v e n t  th a t  the  

o i l  in d u s t r y  i s  not  taxed  in  a l l  s t a t e s ,  t h e r e  are  some s t a t e s  that  

do not  have a c o r p o r a t e  income tax and I t h in k  i t  i s ,  a l s o  r e l e v e n t  

that  the tax  r a t e  in o t h e r  s t a t e s  i s  o f t e n  lower  than i t  i s  in 

A laska.  So i f  you a re  l o o k i n g  at  th e  d o u b le  t a x a t i o n  i s s u e ,  I 

th in k  t h i s  i s  r e l e v e n t  because  i t  b ea rs  on how much are  they r e a l l y  

hurt by t h i s  kind o f  d o u b le  t a x a t i o n  f o r t  o f  th in g  which o th e r  

a p proaches  im ply .  And I th in k  you have a l s o  been c o n c e r n e d ,  t o '  

some e x t e n t ,  th a t  what you do would s e t  a p r e ce d e n t  f o r  o th e r  

s t a t e s  and, t h i s  i s  a l e g i t i m a t e  c o n c e r n  o f  the I n d u s t r y ,  I d o n ' t  

know any o t h e r  s i t u a t i o n ,  a t  l e a s t  I c a n ' t  t h in k  o f  any o th e r  

s i t u a t i o n s  which what you a re  d o in g  would im m ediate ly  t r i g g e r  some­

th in g  by some o t h e r  s t a t e ,  but s t i l l  the p o t e n t i a l  f o r  that  happening 

i s  t h e r e .  So I th in k  i t s  very  im portant  f o r  you to  a p p r e c i a t e  that 

what i s  be ing  s a id  i s  c o r r e c t ,  you have your own i n t e r e s t ,  and i f

you are  g o in g  to  go t h i s  a p p ro a ch ,  that  you a p p r e c i a t e  what you are
/

d o in g  and t r y  t o  g e t  some f e e l  f o r  what i t  r e a l l y  means t o  the



com panies .  Now I would l i k e  t o  move on t o  some s p e c i f i c s  on the 

b i l l s  b e f o r e  you ,  the income tax b i l l s ,  and I would l i k e  t o  s t a r t  

with  Senate B i l l  236, and House B i l l  322. T h is  i s  the  s o - c a l l e d  

c o r p o r a t e  f r a n c h i s e  tax  and i t  i s  a m o d i f i e d  apport ionm ent  fo rm u la .  

Now, here  we r e a l l y  d o n ' t  have comments on the b i l l  I t s e l f  and the  

way i t s  d r a f t e d ,  i t  i s ,  as f a r  as  we can s e e ,  a w e l l  d r a f t e d  b i l l ,  

d oes  what i t  i s  in ten ded  o d o ,  and I th in k  in  the  r e s p e c t  o f  t h i s  

b i l l  the q u e s t i o n s  we have on the  b i l l  r e a l l y  have t o  do w ith  the  

e f f e c t i v e n e s s  o f  the approach  and not  r e a l l y  th e  s p e c i f i c s  in  the 

b i l l .  I t  seems t o  do what i t  in te n d s  t o  do and the  q u e s t i o n  in  

mind i s ,  how e f f e c t i v e  i s  th e  approach  t h i s  b i l l  i s  a t tem p t in g  t o  

u s e ,  so I r e a l l y  w on 't  have any l i n e - b y - l i n e  comments on t h a t ,  but I 

w i l l  on H.E. 105,  excuse  me, S .B. 105, H.B. 1^5, somehow I seem to 

have m isp la ce d  that  one.  Yes, Senate B i l l  105. I would f i r s t  l i k e  

to  c a l l  a t t e n t i o n  t o ,  on page 1 ,  l i n e  18 , t o  tne in t e n t  o f  t h i s  b i l l ,  

the i n t e n t  o f  the  b i l l  seems t o  be ,  have t o  do with the d e t e r m in a t io n  

f o r  tax  l i a b i l i t y  on p r o d u c t i o n  and p i p e l i n e  a c t i v i t i e s ,  i t  a d d r e ss e s  

I t s e l f  t o  th ese  a c t i v i t i e s  and in  f a c t ,  uses  the work " a c t i v i t i e s " ,  

i t  i s  *not a tax on an e n t i t y ,  i t s  tax  on a c t i v i t i e s ,  now t h i s  

approach  would presumably d i f f e r  from a net  p ro c e e d s  approach  

which ta x e s  income form w e l l  o r  f i e l d  or  t h i s  kind o f  t h in g .  T h is  

i s  presumably lo o k in g  a t  th e s e  p a r t i c u l a r  a c t i v i t i e s ,  that  Is  o i l  and 

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

And t h i s  i s  what the In ten t  s t a t e s ,  but when I am g o in g  to  come to  

l a t e r  s e c t i o n s  and d i s c u s s  t h o s e ,  I chink i t  l o o k s  t o  us as when you 

go i n t o  the s e c t i o n s  o f  the b i l l ,  which i n v o lv e  the  c a l c u l a t i o n  o f  

the  tax  i t  d o e s n ' t  r e a l l y  seem to  be c o n s i s t e n t  w ith  the  in t e n t  t o  

tax a c t i v i t i e s  which i s  s ta te d  in the b e g in n in g ,  and I w i l l  e l l a -
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b o r a t e  on th a t  when I come t o  i t .  I would a l s o  p o i n t  out on page 1, 

l i n e  28,  th a t  when i t  comes to  ta x in g  o i l  and gas t r a n s p o r t a t i o n ,  

l i k e  p i p e l i n e ,  t h i s  b i l l  r e f e r s  o n ly  t o  crude  o i l  or  n a tu ra l  gas by 

p i p e l i n e ,  the  wording o f  the  b i l l  very  s p e c i f i c a l l y  e x c lu d e s  p ro d u cts  

p i p e l i n e s  in  the s t a t e  and you have a p r o d u c t s  p i p e l i n e  coming on 

soon I b e l i e v e ,  I d o n ’ t  know whether t h i s  was the in t e n t  o f  the  b i l l ,

I j u s t  want t o  p o in t  i t  out t o  you but t h i s  p a r t i c u l a r  p i e c e  o f  l e g ­

i s l a t i o n  s p e c i f i c a l l y  e x c lu d e s  p r o d u c t s  p i p e l i n e s  and I q u e s t i o n  whether 

t h i s  was d e l i b e r a t e  or  n o t ,  I th in k  you ought t o  c o n s i d e r  t h a t .  Moving 

on t o  page 2 ,  l i n e  24, th e s e  are  the  c o s t s  th a t  c o u ld  be deducted  

under t h i s  b i l l .  I t  has c o s t s ,  I n c lu d in g  the  c o s t  o f  g a t h e r i n g ,  g a th e r in g  

i s  used t h e r e .  Now, the  p o in t  I want t o  make on the use o f  the  words 

" c o s t  o f  G a th e r in g "  i s  th a t  th e se  c o s t s  o f  g a th e r in g  may very  w e l l  be 

beyond the  w e l l  head. T h is  i s  a b i l l  which ta k es  w e l l  head v a lu e  as

the income and s t a r t s  d e d u c t in g  c o s t ,  g a t h e r in g  c o s t  may be beyond the
*

w e l l  head in  which they  d o n ’ t ,  in  t h i s  c a se  i f  they are  beyond the  

w e l l  head they do r,u>, go t o  b u i ld  up the  w e l l  head v a l u e ,  but in 

f a c t ,  r a t h e r  se rv e  to  reduce  th e  w e l l  head v a lu e ,  so  in  e f f e c t  i f  you 

take t h i s  t rea tm ent  o f  us ing  g a t h e r in g  c o s t s  as a d e d u c t i o n  and th e s e  

g a t h e r in g  c o s t s  a re  beyond the w e l l  h e a d , in  f a c t  what you are  do ing  

seems t o  be a l l o w i n g  a d o u b le  d e d u c t i o n ,  d o u b le  d e d u c t i o n .

QUESTION- Thinking  that  the  tax  i s  p la ce d  a t  w e l l  head, and t h e s e  are

beyond the  w el l  head so l t 3  a b ou b le  d e d u c t i o n .

KILGORE -  I t  i s  a d o u b le  d e d u c t i o n ,  r i g h t ,  i t  c o u ld  be a d o u b le  d ed uc ­

t i o n ,  in  f a c t  I d o n ' t  know how i t  i s  g o in g  t o  work on Prudhoe Bay, 

but the g a t h e r in g  co u ld  in  many a rea s  trump l i n e s  th a t  a l s o  are  the 

g a t h e r e r s ,  i t  c o u ld  be in  t h i s  c a se  th a t  A lyoska  p i p e l i n e  would be 

the g a t h e r e r  and you would be t a x i n g  them under t h i s  b i l l  then you

would a l s o  be a l l o w i n g  a g a in s t  o i l  dnd gas p r o d u c t i o n  a g a th e r in g



ch a rge  o r  a g a t h e r in g  c o s t  so I th in k  you ought t o ,  t h i s  i s  something 

th a t  needs to  be c l e a r e d  up, i f  i t  i s  g a t h e r i n g ,  maybe i t  should  very  

s p e c i f i c a l l y  sa y ,  " g a t h e r in g  b e f o r e  the  w e l l  head" o r  something o f  

t h i s  s o r t .  Your wording  should  e s t a b l i s h  some kind o f  c o n s i l l i e n c e  

between the  v a lu e  in  the  p r o d u c in g  f u n c t i o n  and the  v a lue  o f  the 

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

comments a re  on page 3 ,  l i n e  1 ,  a g a in  we are  t a l k i n g  about expences  

th a t  can  be d ed u cted  when i t  t a l k s  about  l e a s e  a c q u i s i t i o n s  payments 

on the w e l l  head,  l e a s e  a c q u i s i t i o n  payments, p r o p e r t y  ta x e s  pa id  

b e f o r e  the  p r o d u c t i o n  on the l e a s e  h o l d s ,  so what we are  t a l k i n g  

about  a r e  l e a s e  a c p u i s i t i o n  payment on the  l e a s e  h o l d s ,  now we 

a re  g o in g  t o  u n d e r s c o r e  on the  l e a s e  h o ld .  Now i t s  not c l e a r  t o  us 

w ith  t h i s  kind o f  wording  whether t h i s  i s  ment to  be r e s t r i c t i v e  so 

t h a t  the  d e d u c t i o n  f o r  t h e s e  k inds  o f  c o s t s  are  r e s t r i c t e d  t o  produ c ing  

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

th a t  i s  when we use  a word on the l e a s e  ho ld  does  th a t  mean we are  

c o n f i n i n g  d e d u c t i o n  o f t h o s e  c o s t s  s p e c i f i c a l l y  t o  Income from that  

l e a s e  ho ld  o r  i s  i t  m o r e ' g e n e r a l l y  d e d u c t a b l e .  Th is  s o r t  o f  problem 

I t h in k  runs a l l  the way through here  and t h i s  p a r t i c u l a r  s e c t i o n  

l o o k s  t o  us as  i f  i t  might be in ten d ed  to  be r e s t r i c t e d ,  that  i s  r e s t r i c t  

the Income a g a i n s t  which th e s e  a c q u i s i t i o n  c o s t s  c o u ld  be w r i t t e n .  

E s p e c i a l l y  i f  you l o o k  at  t h i s  in the  c o n t e n t  o f  s e c t i o n  7,  a l i t t l e  

f u r t h e r  below i t  appears  t o  us th a t  t h i s  may be the  i n t e n t .  And 

that  same problem comes up on the  same page 3 ,  on l i n e  9, where 

we have a s s o c i a t e d  w ith  a l e a s e  h o l d ,  an o th er  c a s e  we have " f i e l d "  in  

t h i s  p a r t i c u l a r  wording here  and, I t h in k  in  a n o th er  s e c t i o n  t h e r e ' s  

th e  use o f  t h e - word " p r o p e r t y " .  Now, i f  th e se  d i f f e r e n t  words are  

used in  h e r e ,  I th in k  t h a t  i t  ought to  be made c l e a r  that  th ere



i s  a in ten ded  d e s t i n c t l o n  amongst t h e s e  v a r i o u s  t h i n g s ,  I am g o in g  

to  come l a t e r ,  t o  a more g e n e r a l  a p p roach  t o  t h i s ,  where one r e a l l y  

w o u ld n 't  r e a l l y  need t h e s e  k inds  o f  words and t h i s  seems t o  imply 

to  us that  th e r e  i s  some d e s t i n c t i o n  between t h e s e  and t h e r e f o r e ,  

t h e r e  i s  some r e s t r i c t i o n  a g a i n s t ,  r e s t r i c t i o n  on what income 

v a r i o u s  k in s  o f  c a t a g o r i e s  a c r o s s e d  here  can be w r i t t e n  o f f .  In 

g e n e r a l ,  the wording o f  t h i s  whole s e c t i o n  here  on d e d u c t i o n s  r e a l l y  

seems t o  be c l o s e r  t o  us t o  a net p r o c e e d s  tax  than i t  i s  what we 

would c a l l  a s e p e r a t e  a c c o u n t in g  a p p r o a c h .  The wording here  would 

seem to  imply th a t  t o  us i f  i t  d o e s n ' t  mean th a t  I thank th e  wording 

ought to  be changed,  i t  ought to  be v e r y  c l e a r  a g a in s t  which income 

you can d e d u c t ,  your v a r i o u s  e x p e n c e s .  For example ,  i t  i s  not 

c l e a r  to  us in  the  wording o f  t h i s  b i l l  how a pro d u ce r  who has 

income, say in  Prudhoe Bay, has made a n oth er  o i l  d i s c o v e r y  and he
t

i s  in  the  p r o c e s s  o f  d e v e l o p i n g  that  d i s c o v e r y ,  p u t t i n g  in  p ro d u c in g  

w e l l s  and the  l i k e ,  I t  Is  not l e a r  under t h i s  b i l l ,  t o  us ,  how he

c o u ld  handle th o s e  development c o s t s ,  would be a b l e  t o ,  i f  he had

to c a p i t a l i z e  i t ,  c o u ld  he s t a r t  w r i t in g  them o f f  im m ediate ly  

a g a in s t  h i s  Prudhoe Bay income or  h i s  o th e r  incom e,  o r  would he have 

to  c a p i t a l i z e  th o se  and wait  t o  deduct  some s o r t  o f ,  th a t  c a p i t a l i z e d  

c o s t  u n t i l  he had p r o d u c t i o n  from t h i s  o t h e r  new f i e l d  th a t  he has,  

so i t s  not c l e a r  t o  us what i s  r e a l l y  in tended  in  t h i s  b i l l ,  i s  i t

r e a l l y  a s e p e r a t e  a c c o u n t in g  approach  or  i s  i t  something c l o s e r  t o

a net p r o c e e d s .  This  r a i s e s  the q u e s t i o n  o f  what should be your 

b a s i c  approach .  Now i f  what i s  Intended here  i s  r e a l l y  s e p e r a t e  

a c c o u n t i n g ,  under an Income tax and not a s e p e r a t e  kind o f  tax a3 a 

net p r o c e e d s  was, we would th in k  a more a p p r o p r i a t e  way would be 

r e a l l y ,  t o  c o n s o l i d a t e  a l l  the e x p l o r a t i o n ,  development and p r o d u c t i o n



rev en u es  and c o s t s  anywhere in  the  S t a t e .  That i s  one would take 

rev en u es  where ever  they  were from o i l  p r o d u c t i o n  or  p r o d u c t i o n  o f  

o i l  and gas in  the  S t a t e ,  and then  be a l lo w e d  t o  deduct  a l l  expences  

having  t o  do w ith  th e  a c t i v i t y  o f  e x p l o r i n g ,  deve lopm ent ,  p rodu c in g  

o i l  and g a s ,  and t h i s  ou ld  mean a l l o w i n g  the e x p e n c ln g  o f  dry  wholes 

here  a g a in s  income t h e r e  o r  developm ent c o s t s ,  a m o r t i z a t i o n  o f  

deve lopm ent c o s t s  as a g a in s t  your income e l s e w h e r e ,  and we th in k  i f  

t h i s  i s  r e a l l y  an income tax  a p p ro a ch ,  t h i s  makes more s i n c e  r e a l l y  

than an attempt t o  narrowly  l i n k  e x p e n d i t u r e s  w ith  p ro d u c in g  income 

from s p e c i f i c  f i e l d s ,  even i f  you then a l l o w  some s o r t  o f  w r i t e ­

o f f  f o r  l o s s e s  and so on.  We t h in k  i t  makes more s i n c e  t o  go a 

more c o n s o l i d a t e d  approach  and i t  does  not  appear  t o  us th a t  the 

working  n e a r ly  d oes  t h a t .  Moving on t o  page 3,  down on l i n e  24, 

t h i s  i s  where we g e t  in t o  the d e t e r m in a t i o n  o f  p i p e l i n g  t r a n s p o r t a t i o n  

income,  th e  f i r s t  s e c t i o n  o f  t h i s  has t o  do w ith  p i p e l i n e s  t h a t ,  

o p e r a t in g  s o l e l y  in  i n t e r s t a t e  commerce and in  t h i s  c a s e  s u b je c t  

to  ICC r e g u l a t i o n s .  Now what the b i l l  s e t s  as t a x i b l e  income under 

t h o s e  s i t u a t i o n s  i s  8% comes from, ICC s a id  th a t  one c an s e t  t a r i f f s  

no h ig h e r  than t h a t  l e v e l  which would r e s u l t  in  a 3$ r e tu r n  on v a lu a ­

t i o n  o f  the  p i p e l i n e ,  th a ts  where t h i s  comes from ,  and seems to  be 

an attempt to  get  that  income. W e l l ,  f i r s t  o f  a l l  t h e r e  would 

appear  t o  be a t e c h n i c a l  f l a w  i f  t h i s  I s  the  i n t e n t i o n  o f  the  

b i l l ,  t o  tax from the b a s i s  o f  ICC income. I f  you may r e c a l l ,  the 

ICC 8% a l l o w a b l e  r e tu r n  on p i p e l i n e  v a l u a t i o n  i s  8% a f t e r  t a x ,  that 

i s  a f t e r  Income t a x e s , a f t e r  the  d e d u c t i o n  o f  a l l  income t a x e s ,  

i n c l u d i n g  f e d e r a l  Income t a x ,  t h e r e f o r e ,  i f  t h i s  tax  were o p e r a t i v e  

and you were t a x i n g  at  8% o f  the  v a l u a t i o n  o f  the  p i p e l i n e ,  you 

would be t a x in g  8% o f  a f t e r  tax  Income, not  b e f o r e  t a x ,  and I d o n ' t



th in k  that  was the  i n t e n t  o f  t h i s  b i l l .  A l l  your o th e r  s o r t s  o f
/

ta x e s  a re  always  on b e f o r e  ta x  incom e,  your  p r e s e n t  tax law s t a r t s  

w ith  t a x a b l e  incom e,  f e d e r a l  t a x a b le  incom e,  w e l l ,  t h i s  i s  b e f o r e  the 

d e d u c t i o n  o f  f e d e r a l  income t a x e s  and t h i s  i s  a f t e r  the  d e d u c t i o n  o f  

f e d e r a l  income t a x e s ,  a v e r y  much sm a l le r  tax b a s e ,  and I d o n ' t  

th in k  your i n t e n t  ever  was t o  tax  a f t e r  th e  f e d e r a l  income ta x  was 

a l r e a d y  d e d u c te d .  So I th in k  t h i s  was p r o b a b ly  j u s t  a t e c h n i c a l  

problem here  I d o n ' t  b e l i e v e  i t  was r e a l l y  an in t e n t  to  tax  a f t e r  

tax  income r a t h e r  than b e f o r e  t a x ,  and i f  the  in t e n t  i s  t o  r e a l l y  

do t h i s ,  th a t  i s  ta x  a s s e n t u a l l y  on a ICC b a s i s  t h i s  i s  what you 

would o b v i o u s l y  have t o  do I th in k ,  i s  t o  take  8# a f t e r  t a x ,  add back 

the  f e d e r a l  income t a x ,  g r o s s  i t  up t o  a p r e ta x  c o n c e p t .  Again I 

f ' i n k  t h i s  i s  j u s t  a t e c h n i c a l  m a t te r ,  I d o n ' t  th ink  t h i s  was the 

i n t e n t .

SEN. HUBER -  I t h in k ,  I wish Chancy were h e r e ,  I th in k  i t  was t h e i r
t

in t e n t  t o  tax i t  a f t e r ,  i f  that  was t h e i r  i n t e n t ,  would you have 

any comments that  would a p p ly  to  i t ?

KILGORE -  W e l l ,  I d o n ' t  r e a l l y  know what the prupose  o f  i t  would be ,  

your g e n e r a l  p r i n c i p a l  o f  t a x a t i o n  in  most c a s e s  f o r  c o r p o r a t i o n s  

ta x e s  in  s t a t e s  i s  t o  tax on a t a x a b l e  income b a s i s  b e f o r e  d e d u c t i o n  

o f  f e d e r a l  income t a x e s .  And i t  seems t o  me, you are  kind o f  r e s t r i c t ­

ing  y o u r s e l f  t o  rough ly  h a l f  what kind o f  tax  base you norm ally  would 

t r y  t o  r e a c h .

SEN. HUBER -  I f  the  In ten t  was t o  tax a f t e r ,  would t h i s  have the 

e f f a c t  o f  not  a l l o w i n g  i t  to  be put i n t o  the  base in  such a manner th a t  

i t  would d e c r e a s e  the v a lu e  o f  the  o i l ?  In o t h e r  words,  the  v a lue  

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

p r o f i t s  on the  t r a n s p o r t a t i o n .  They may have been aiming at that



KILGORE -  Sentor  Huber, I d o n ' t  see  how i t  would work that  way 

b ecau se  no m a t te r ,  what ever  s t a t e  t a x e s  you impose on the p i p e l i n e  

I d o n ' t  c a r e  whether they  are  on a b e f o r e  t a x ,  a f t e r  t a x ,  o r  p r o p e r t y  

or  whatever  b a s i s ,  they a re  g o in g  to  be a l i a b l e  d e d u c a t io n  under ICC 

r u l e  making. Going t o  a lower  base and t a x i n g  l e s s  w i l l  n o t ,  i t  w i l l  

s t i l l  be a d e d u c t i o n  o b v i o u s l y ,  i t  w i l l  be a low er  d e d u c t i o n ,  but i f  

t h a t s  p u r e l y  your aim, you can not  tax them at a l l  i f  you want to  

g e t  the  w e l l  h a ire d  by t h a t ,  i f  t h a t s  what you r e a l l y  have in  mind.

I th in k  t h i s  i s ,  you can t a l k  t o  the  p e o p l e  who wrote  t h i s  but I 

th in k  t h i s  i s  an o v e r s i t e .  Th is  i s  a t e c h n i c a l  m a t ter ,  I want t o  

p o in t  i t  out because  I s u sp e c t  i t  was not  the  i n t e n t ,  blit we a l s o  

f e e l  that  t h i s  method o f  t a x a t i o n  has problems anyway i t  i s  c l e a r l y  

tax  on deemed incom e,  i t  does  not l o o k  at  the a c t u a l  revenue  o f  the 

p i p e l i n e ,  i t  does  not  l o o k  at  the  i n d i v i d u a l  c o s t s  incured  by the 

p i p e l i n e ,  i t s  d eed ,  and i t  may very  w e l l  not  a c c o rd  with the  Income 

a c t u a l l y  earned by the  p i p e l i n e .  That i s  even i f  the p i p e l i n e ,  a 

A lycska  p i p e l i n e  i s  s e t t i n g  t a r i f f s  in l i n e  with ICC r u l e  making 

t r y i n g  to g e t  the maximum 8% th e r e  i s  no assura n ce  in  any one 

year  th a t  they  w i l l  in  f a c t  earn 8% on v a l u a t i o n  o b v i o u s l y ,  

you d o n ' t  know e x a c t l y  what your c o s t s  a re  you d o n ' t  know what the 

v a lu e s  a re  g o in g  to  be and so f o r t h ,  so  what you do i s  sot  a 

t a r i f f  which would appear on a p r o j e c t e d  b a s i s  we w i l l  t ry  t o  get  

your 8% v a l u a t i o n ,  th ere  i s  no assura n ce  from year  t o  year 

ti iat you may in  f a c t  earn Income g r e a t e r  than 8% o f  v a lu a t i o n  

o r  l e s s  than 8# on v a l u a t i o n ,  there  i s  Just  no knowg e x a c t l y  

what s o r t  o f  r e s u l t s  you w i l l  g e t ,  and so c e r t a i n l y  the ICC 

i t s e l f  d o e s  not Intend t h a t - e x a c t l y  8% i s  earned every  q u a r te r

e v ery  year  and so on ,  i t s  Just  an im p o s s ib l e  t h i n g ,  i t  Just
/

Can' t happen, i n f a c t  i f  y o u lo o k  at  the ICC r e c o r d s ,



you w i l l  see  th a ts  c l e a r l y  the  c a s e ,  not  every  p i p e l i n e  I s  earn ing  

e x a c t l y  8% from year  to  y e a r .  So we th in k  the  r e a l  problem with 

t a x in g  on a deed b a s i s  an aproach  which l o o k s  a t  the  a c t u a l  

revenue  and e x p e n d i t u r e s  o f  the  p i p e l i n e ,  one o f  the  o th e r  

w h itn e sse s  y e a s te r d a y  asked i f  t h i s  was in  f a c t  l e g a l  t o  do i t  

on a deen b a s i s ,w e  d o n ' t  know the answer t o  th a t  but i t  may very  

w e l l  be l e g a l  q u e s t i o n s  w ith  t h i s ,  th e r e  a re  a l s o  q u e s t i o n s  

w ith  e q u i t y ,  t a x in g  in  a dean b a s i s  r a t h e r  than an a c t u a l  b a s i s .

Sen. Huber- i t  i t  p o s s i b l e  then th a t  they  j u s t  in ten d ed  to  

use the  lower  base  so i t  would be . e f f e c t i v l y  about ^I i n s t e a t  

o f  8$, i s  t h a t  p o s s i b l e

K i l g o r e -  t h a t s  p o s s i b l e ,  that  would be . .

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

i f  you have t o  tax th e s e  o i l  p i p e l i n e s  in  a c c o r d a n c e  w ith  p ersentage  

o f  i n t e r e s t ,  m o b i le  o i l  p i p e l i n e s  a l l  o v e r  the  c o u n try  a r e a l l  worked 

i n t o  the company and you g e t  that  scrambled egg th a t  you c a n ' t  un- 

scram bly ,  and I hhink they  were p r o b l a l y  w i l l i n g  t o  take a sm a l ler  

p e r s e n ta g e  r i g h t  o f f  o f  the  i n t e r s t a t e  Alaska l i n e  a t  a p o in t  where 

t th e y  would g e t  i t  r a th e r th a n  unscram bling  that  e g g . ,  I th in k  th a ts  

the a t tem p t .

KILGOH_- Senator  Huber, i t  i s  my u n d ers ta n d in g  th a t  out o f  some 

u n d e r l e g i s l t a l o n  you passed  in past s e s s i o n  that  the companies w i l l  

be p r o v i d in g  you withan a c c o u n t in g  o f  A leyeska  p i p e l i n e ,  unscrambled 

from the r e s t  o f  t h e i r  p i p e l i n e  o p p f e a t l o n s .  That i s  my r e c o l e c t i o n ,  

and the p i p e l i n e  r e g u l a t o r y  b i l l ,  t h i s  i s  one o f  the  p r o v i s i o n  

and one th a t  was not taken out l a t e r t h a t  the companies w i l l  i n f a c t  

p r o v id e  you w i t h r e v e n u e s , c o s t s  f o r  Aseyeska p i p e l i n e  

HUBER- a g a in ,  t h i s  w asn 't  something th a t  I he lped  d r a f t ,  but 1

b e l i e v e  you t o  know in fo r m a t io n  13 t o  be p r o v id e d  the  mechanisms



in  our  income tax  law f o r  unscram bl ing  i t  and g e t t i n g  t o  the 

income o f  the p i p e l i n e  j u s t  from A laska  are  c o n s id e r e d  to  

be u n y i e l d i n g  o r  d o n ' t  e x i s t .  I th in k  t h a t ' s  'There the egg 

scram ble  i s .  I th in k  t h a t ' s  what w e 'v e  g o t  h e r e .  I t  j u s t  

may h e lp  in  you t e l l i n g  us how to  do i t .  I w ish  Chancy was 

he re  a g a in ,  as I  say .  I s  he coming back Madam Chairman?

CHAIRMAN POLAND - No.

SENATOR HUBER - He w o n 't  be back  t h i s  morning.  I had counted  

on him b e in g  h e r e ,  he s a id  he was g o in g  t o .

CHAIRMAN POLAND - H e 's  a t  a f i n a n c e  m eet ing .
i

SENATOR HUBER - The reason  i s  because  the b i l l s  that  h e ' s  

t a l k i n g  about now by the subcom m ittee ,  Chancy and Greg are 

the p e o p le  that  can r e a l l y  h e lp  us on them, and they should  

be h ere .

CHAIRMAN POLAND - W e l l ,  d o n ' t  t e l l  me Senator  Huber, t e l l  

h i m .

SENATOR HUBER - W e l l ,  I c a n ' t  t e l l  anoth er  Senator  what to 

do,  but I ' d  r e a l l y  counted  on him b e in g  h e r e .  I t ' s  t o o  l a t e  

now. We c o u ld  have Greg and w e 'd  be g e t t i n g  more in fo r m a t io n .



CHAIRMAN POLAND - I d o n ' t  know why Greg i s n ' t  h e r e .  L e t ' s  go 

on anyway.

RICHARD KILGORE - W e l l ,  some o f  the  i n t e n t  o f  t h i s  s e c t i o n ,

I th in k ,  becomes c l e a r e r  when you g e t  t o  l a t e r  s e c t i o n s  about 

the  A laska  P i p e l i n e .  I would  l i k e  t o  p o i n t  out  though,  that  

t h i s  t a x in g  on t h i s  b a s i s  o f  i n t e r - s t a t e  p i p e l i n e  at  the 

8% a l s o  r e a l l y  d o e s n ' t  g i v e  them much o f  any i n c e n t i v e ,  no 

i n c e n t i v e  r e a l l y  t o  low er  t h e i r  t a r r i f s  i f  t h e y ' r e  r e a l l y  

i n t e r e s t e d  in  d o in g  i t .  Wl^t i s  b e in g  taxed  a t  that  f u l l  

87o and you go to  a low er  t a r r i f ,  you d o n ' t  even g e t  any 

income tax  b e n e f i t  f o r  d o in g  t h a t ,  so  I ' d  l i k e  to  p o i n t  

th a t  o u t .
i

SENATOR HURER - And even i f  you taxed  i t  a t  h a l f  o f  t h a t ,  i t  

would be the same k ind  o f  i n c e n t i v e  s i t u a t i o n .

RICHARD KILGORE - Yeah, th e r e  j u s t  i s  no i n c e n t i v e  to  do t h a t .  

Y o u 'r e  g o in g  t o  pay on th a t  r e g a r d l e s s  o f  what you do ,  un less  

you go to  the o t h e r  s e c t i o n  o f  the b i l l  th a t  f o l l o w s  a l i t t l e  

f u r t h e r  on,  which appears  t o  be an attempt t o  s tre n g th e n  the 

Alaska P i p e l i n e  Commission. T h a t ' s  a s e c t i o n  j u s t  a l i t t l e  

b i t  f u r t h e r  on.  Now, we b a s i c a l l y  wonder whether  t h i s  i s  

r e a l l y  n e c e s s a r y  th a t  one would t r y  to  f o r c e  p e o p le  through 

your income tax l e g i s l a t i o n  t o  a c c e p t  r u l e s  and r e g u l a t i o n s ,  

and so on ,  o f  »’ he A laska  P i p e l i r e  Commission through an income 

tax  ap p roach .  I th in k  we sh ou ld  a l s o  p o i n t  out  that  under t h i s



b i l l  i f  a company, p i p e l i n e  company, w ish es  t o  s e t  t a r r i f s ,

say ,  low er  than what would g i v e  him 8% on v a l u a t i o n ,  in  f a c t ,

he mav v e r y  w e l l  want t o  s e t  t a r r i f s  a lo n g  the  l i n e  e s t a b l i s h e d

by the A laska  P i p e l i n e  Commission, but  he may not  want t o  go

as f a r  as the  s e c t i o n  here  th a t  says th a t  he has t o  a b id e

by a l l  the r u l e s  and r e g u l a t i o n s  of: the  A la sk a  P i p e l i n e

Commission. He may n o t  want t o  go th a t  f a r ,  but  he may

be w i l l i n g  t o  s e t  t a r r i f s  a lo n g  the l i n e s  th a t  the  A laska

P i p e l i n e  Commission f e e l s  a re  a p p r o p r i a t e ,  and h e ' l l  s t i l l

be taxed  at  the 87». He has to  go  a l l  the way in  o r d e r  to

have h i s  income c a l c u l a t e d  in a n o th er  way a lo n g  the l i n e s

o f  the A laska  P i p e l i n e  Commission, and we r e a l l y  q u e s t i o n

whether t h i s  i s  the p roper  v e h i c l e  f o r  t r y i n g  to  s t re n g th e n
»

the Commission. We th in k  t h e r e ' s  a q u e s t i o n  a l s o  on the 

bottom  o f  Page 3, where t h e r e ' s  no ICC v a l u a t i o n  where 

companies engage at  l e a s t  p a r t i a l l y  in  i n t r a - s t a t e  commerce, 

and then i t  t a l k s  about he can have h i s  ta x e s  a s s e s s e d  on 

the b a s i s  o f  the Alaska P i p e l i n e  Commission assessment 

o f  income, and i t ' s  no t  c l e a r  t o  us from the wording  here  

w hether ,  what t h i s  means. Does t h i s  mean the r u l e s  o f  the 

Alaska P i p e l i n e  Commission as a p p l i e d  to  the t o t a l  o p e r a t i o n s  

o f  t h i s  p i p e l i n e  which i s  both  an i n t e r - s t a t e  and i n t r a - s t a t e  

commerce,  o r  does  i t  o n ly  mean that  pari: o f  the b u s in e s s  o f  

the p i p e l i n e  which i s  p u r e ly  i n t r a - s t a t e .  I s u s p e c t  Che in t e n t  

means a l l .  The A laska  P i p e l i n e  Commission r u l e s  and assessm ents  

o f  income as a p p l i e d  t o  the t o t a l  b u s in e s s  o f  the p i p e l i n e ,  but 

i t ' s  not  e n t i r e l y  c l e a r  Co as th a t  Chis s e c t i o n  says  Chat.



As I s a i d  b e f o r e ,  when you come t o  Page 4 ,  L ine  14 where the 

e l e c t i o n ,  t h e r e  i s  an e l e c t i o n ,  i t  may v e r y  w e l l  be th a t  

companies  are  w i l l i n g  t o  s e t  t a r r i f s  more in  l i n e  w ith  what 

A la s k a n 's  deem are  a p p r o p r i a t e ,  but  s t i l l  be r e l u c t a n t  t o  

s u b j e c t  them selves  t o  a l l  r e g u l a t i o n s  and so  f o r t h ,  p r o v i s i o n s  

o f  the  Commission. A minor t e c h n i c a l  problem on Page 4 ,  L ine 21, 

where w e ' r e  t a l k i n g  about t a x a t i o n  o f  gas p i p e l i n e s ,  t h i s  has 

t o  do w i th  income a lo n g  p ro ce d u re s  e s t a b l i s h e d  by the Federa l  

Power Commission. I th in k  i t  would work out  v e r y  w e l l  t o  say 

F e d e r a l  Power Commission o r  A s s e s s o r  becau se  as you may know 

th e r e  a r e ,  P r e s i d e n t  C arter  has p rop osed  a r e o r g a n i z a t i o n  o f  

our e n e r g y ,  v a r i o u s  energy a g e n c ie s  in  the United S t a t e s ,  

i n c l u d i n g  a Department o f  Energy which would in c l u d e  in  i t  

the  F e d e ra l  Power Commission, so i t  may v e ry  we' ll be subsumed 

under something e l s e ,  so  I th ink  i t  shou ld  say th a t .  Now, 

our  f e e l i n g  i s  that  i f  y o u ' r e  g o in g  to  go the s e p a ra te  a c c o u n t in g  

r o u t e ,  I th ink  you ought to  c o n s i d e r  c a r e f u l l y ,  ra th e r  than 

th e se  s o r t  o f  p r o v i s i o n s  that  appear h e re ,  a more s t r a i g h t ­

fo rw ard  k ind  o f  s e p a ra te  a c c o u n t in g  approach f o r  o i l  p i p e l i n e s .

As I s a id  b e f o r e ,  i t  i s  our u n ders ta nd ing  that  a l l  the 

revenues  and c o s t s  o f  the A lyeska  P i p e l i n e  w i l l  be made 

a v a i l a b l e  to  the S t a t e ,  that  i s  they w i l l  not  be hidden in 

a l l  the o t h e r  p i p e l i n e  o p e r a t i o n s  o f  the companies in the 

low er  ' 4 8 ,  which would hav been the case  w ith ou t  your 

own p r o v i s i o n s  f o r  them, but you w i l l ,  i t  i s  our  u n d ers ta n d in g ,  

g e t  the in f o r m a t i o n ,  and i t  would seem to  us a more s t r a i g h t -

/



f o rw ard  approach  t o  take th ese  data  and a s s e s s  what the  income 

i s  o f  the p i p e l i n e .  One may want t o  take  the i n f o r m a t i o n  

g iv e n  and change d e p r e c i a t i o n  r a t e s  o r  something o f  t h i s  

s o r t .  You may n ot  want to  use  the  same ones th a t  the  ICC 

d o e s ,  as would be g iv e n  to  you by the com panies ,  but  you 

would have in f o r m a t io n  t o  make a s t r a i g h t - f o r w a r d  a c c o u n t in g  

o f  the p i p e l i n e ,  i f  you d e s i r e  t o  go the s e p a r a te  a c c o u n t in g  

r o u t e ,  and i f  you do ,  we would urge  th a t  you l o o k  c a r e f u l l y  

a t  th a t  r a t h e r  than th e s e  s o r t s  o f  p r o v i s i o n s  h e re .

On Page 5 we have a s e c t i o n  f o r  the d e t e r m in a t io n  o f  income

from o t h e r  a c t i v i t i e s ,  that  i s  from a c t i v i t i e s  o t h e r  than

the o i l  and gas p r o d u c t i o n  and t r a n s p o r t a t i o n ,  which you

d e a l t  w ith  on the s e p a ra te  a c c o u n t in g  b a s i s ,  and what i t

amounts t o  i s  an apport ionm ent  fo rm ula  f o r  the r e s t  o f  the

income. Now, we th in k  that  the language here  i s  r e a l l y

not  c l e a r  e i t h e r .  There i s  t a lk  about ad justment  o f  f a c t o r s

to  take out  o f  the f a c t o r s ,  say the  p a y r o l l ,  e t c . ,  that  are

i n v o lv e d  in  the p r o d u c t i o n  and t r a n s p o r t a t i o n  s e c t i o n  b e f o r e

which are s e p a r a t e l y  a c co u n te d .  One would take those  out

i t  s a y s ,  but i t  d o e s n ' t  r e a l l y  t e l l  you whether  they shou ld

be taken out  o f  the numerator ,  o r  whether they would a l s o

be taken out  o f  the denominator  o f  the f r a c t i o n s  used in

the a p p o r t i o n  system. We d o n ' t  th ink  i t ' s  c l e a r .  I th ink

you c o u ld  a l s o  r a i s e  a q u e s t io n  as to  w h a t 's  in ten d ed  here

a l s o ,  what y o u ' r e  g o in g  to  do i s  e x c lu d e  income that  you tax

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



but  when you come to  a p p o r t i o n i n g  f o r  o t h e r  a c t i v i t i e s  in  

A la s k a ,  you appear t o  le a v e  in  the t o t a l  income th a t  g e t s  

a p p o r t i o n e d ,  the t o t a l  income o f  the  company, you appear to  

l e a v e  in  a l l  t h e i r  o t h e r  p r o d u c t i o n  and t r a n s p o r t a t i o n  a c t i v i t i e s ,  

so  in  a t tem p t in g  to  g e t  a t ,  sa y ,  what r e f i n i n g  income i s  here  

in  the S t a t e ,  y o u ' r e  g o in g  to  go through  an apport ionm ent  

form ula  which i s  a l s o  g o in g  t o  produce  n o t  o n ly  t h e i r  r e f i n i n g  

a c t i v i t i e s  e l s e w h e re ,  but  t h e i r  p r o d u c t i o n  and t r a n s p o r t a t i o n ,  

and so on, and i t ' s  no t  e n t i r e l y  c l e a r  t o  us what e x a c t l y  

you r e a l l y  want to  do under th ese  c i r c u m s t a n c e s .  Presumably, 

i f  a company had no o t h e r  a c t i v i t i e s  in  A la sk a ,  that  a l l  t h e i r  

p a y r o l l s ,  p r o p e r t i e s ,  e t c . ,  were a s s o c i a t e d  p u r e ly  w ith  the 

t r a n s p o r t a t ’  n and p r o d u c t i o n  f u n c t i o n s ,  th e se  f r a c t i o n s  would 

be z e r o ,  and tnere  would be no prob lem , but as ‘ long  as there  

are  o t h e r  p e o p le  in v o lv e d  in  A laska  you would be a p p o r t i o n i n g ,  

and I th ink  you ought t o  c o n i s d e r  c a r e f u l l y  what i t  i s  that 

you want t o ,  how you want to  t r y  t o  do that>

We have down in S e c t i o n  15, some p r o v i s i o n s  that  have to  do 

w ith  the Department o f  Revenue p r o v i d i n g  e s t im a te s  o f  tax  

c o s t s  o f  v a r i o u s  k inds o f  d e d u c t i o n s ,  and I th ink  our o n ly  

q u e s t i o n  th ere  i s  the way the wording  i s ,  i t ' s  a very  raw 

statem ent  about the tax  c o s t s  o f  v a r i o u s  d e d u c t i o n s .  I t  

would seem ‘ to  mean you would have t o  come up w ith  a tax c o s t  

o f  a l l  k inds ( a t e g o r i e s  o f  c o s t s .  I th ink  what i s  meant 

i s  the tax c o s t s  o f  v a r io u s  s p e c i a l  k inds  o f  tax  a c c o u n t in g .

I d o n ' t  th ink  i t  r e a l l y  means that  they want the tax c o s t



o f  such th in g s  as j u s t  p l a i n  o p e r a t i n g  c o s t s ,  wages and so 

f o r t h .  I d o n ' t  t h in k  t h a t ' s  the i n t e n t  o f  t h i s  that  one 

would want the tax  c o s t  o f  d e d u c t in g  p a y r o l l s ,  I mean because  

noone q u e s t i o n s  the d e d u c t i o n  o f  p a y r o l l s .

CHAIRMAN POLAND -  I 'm  s o r r y ,  but  w e 'v e  had a s l i g h t  emergency, 

and w e ' r e  g o in g  t o  take a ten  minute break .

(MEETING RESUMED)

RICHARD KILGORE - I ' v e  been asked i f  I w o u ld n ' t  s t a t e  again

what our problems were w ith  the w ord in g  on the bottom  o f

Page 5. This  s e c t i o n  c a l l s  f o r  the Department o f  Revenue
«

to  r p o v id e  a r e p o r t ,  and in  that  r e p o r t  i t  asks f o r  a 

r e p o r t  on i t e m iz e d  d e d u c t i o n s  by c a t e g o r y ,  and the tax  

c o s t  o f  these  d e d u c t i o n s .  Now, I s u s p e c t  what i s  n o t  meant 

i s  a l l  i t e m iz e d  d e d u c t i o n s ,  that  i s ,  one would have the tax 

c o s t  o f  a l l o w i n g  r q y a l t i e s  as an ex p e n se ,  the tax c o s t  o f  

a l l o w in g  p a y r o l l s  as an expen se .  I d o n ' t  th ink  t h i s  i s  

what they have in  mind. Normally when y o u ' r e  t a l k i n g  

about the tax c o s t s  o f  som eth ing ,  y o u ' r e  t a l k i n g  about 

what i s  the c o s t  o f  t r e a t i n g  v a r io u s  items in one way 

v ersu s  another  way. That i s  in  the case  o f  i n t a n g i b l e  d r i l l i n g  

c o s t s ,  a l l o w i n g  them as a s t r a i g h t  exp en se ,  or  do you c a p i t a l i z e  

and a d v e r t i s e  them o v e r  t im e,  o r  i f  i t ' s  p e r ce n ta g e  d e p l e t i o n ,  

w h a t 's  the c o s t  o f  t h i s  p a r t i c u l a r  way o f  a c c o u n t in g ,  and 

norm ally  one c a l c u l a t e s  tax c o^ t  f o r  th ose  t h i n g s ,  noL f o r



I th in k  that  t h i s  s h o u ld  be d e f i n e d  a l i t t l e  b i t  more h e re ,  

and the pu rpose  o f  d o in g  i t  t o o ,  a l s o ,  I th in k  sh ou ld  be 

d e f i n e d ,  but  I th in k  what i s  meant i s  some s p e c i a l  a c c o u n t in g  

p r o c e d u r e s  and so f o r t h  on ta x  c o s t  o f  t h e s e ,  no t  a l l  i t e m iz e d  

d e d u c t i o n s  as i s  s t a t e d  h e r e .

Now, tu rn in g  to  Page 6, L ine  3,  t a l k s  about in  t h i s  r e p o r t  

f o r  the Department o f  Revenue, a summary o f  each  c o r p o r a t e  

tax  r e tu rn  f i l e d  which shows income from the p r o d u c t i o n  o f  

o i l  o r  n a tu ra l  g a s ,  showing the t o t a l  amount o f  o i l  and gas 

produced  by o r  f o r  each tax  p a y e r ,  the t a x a b le  income o f  

the c o r p o r a t i o n  from p r o d u c t i o n  as r e p o r t e d  in  a c co rd a n ce
i

w ith  and so on ,  and a l s o  the p i p e l i n e  t r a n s p o r t a t i o n .  Now, 

we f e e l  that  t h i s  k ind o f  a p u b l i c  r e p o r t  o f  income tax 

in fo r m a t io n  c o u ld  be e s p e c i a l l y  t h r e a t e n in g  f o r  the companies.  

We th in k  i t  r a i s e s  a l o t  o f  q u e s t i o n s  about l a y i n g  out  in 

the p u b l i c  r e c o r d  v a r i o u s  k inds  o f  in fo r m a t io n  that  would 

norm ally  be c o n s id e r e d  c o n f i d e n t i a l ,  and l a y i n g  t h i s  out  

on the r e c o r d ,  we th ink  c o u ld  have some impact on c o m p e t i t i v e  

s i t u a t i o n  o f  t h e . indue t r y . What i t  would do ,  i s  p r o b a b ly  

d i s c l o s e  the s p e c i f i c s  o f  Prudhoe p r o f i t a b i l i t y .  Everybody 

has an id e a  o f  what Prudhoe Bay p r o f i t a b i l i t y  i s ,  but t h i s  

would p r o b a b ly  la y  i t  out  on the l i n e .

SENATOR IIUBEK - Is  that  bad,  t o  have the p r o f i t a b i l i t y  l a i d  

out  on the l i n e  f o r  o n c e ,  so  that  we a l l  know what w e ' r e

n o r m a l  k i n d s  o f  o p e r a t i n g  c o s t s  and so on t h a t  one h a s .



RICHARD KILGORE -  W e l l ,  I th in k  from the s t a n d p o in t  o f  the 

com p anies ,  i t  i s  bad ,  and I th in k  they have a l i g i t i m a t e  

c o m p la in t  about  t h i s  b eca u se  once  t h i s  i n f o r m a t io n  i s  o u t ,  

i t ' s  n ot  o n ly  a v a i l a b l e  f o r  you p e o p l e  t o  a s s e s s ,  but  i t  

a l s o  would e f f e c t  c o m p e t i t i v e  r e l a t i o n s h i p s .  That i s  i t  

would throw up i n f o r m a t i o n  which say companies in  the 

p o s i t i o n  o f  n e g o t i a t i n g  f o r  the purchase  o f  Prudhoe Bay 

O i l  would  know a l o t  about  what t h e i r  c o m p e t i t o r s '  c o s t s  

and so  f o r t h  w ere ,  and t h i s  i s  the  k ind o f  in f o r m a t io n  which 

i s  n orm al ly  n o t  a v a i l a b l e  in  th o se  k inds  o f  buying  and 

s e l l i n g  r e l a t i o n s h i p s ,  and I th in k  f o r  th ose  who are  in  

the s e l l i n g  p o s i t i o n ,  t h i s  i s ..........

SENATOR HUBER - Did you say f o r  o i l  o r  f o r  l e a s e  ____________

so  that  I can r e l a t e  i t .

RICHARD KILGORE - This  c a l l s  f o r  the whole  c o r p o r a t i o n  as 

such .  This  would presumably show f o r  any i n d i v i d u a l  company 

i t s  t o t a l  p r o f i t a b i l i t y  on o i l  and gas p r o d u c t i o n  in  A la sk a ,  

but i t ' s  b a s i c a l l y  EXXON's and 1 rudhoe B ay 's  p o s i t i o n  o b v i o u s l y .

SENATOR HUBER - R ic h a rd ,  I 'm  t r y i n g  to  be c o n s t r u c t i v e ,  but 

I 'm  hav ing  t r o u b l e ,  I can see  where more data base  b e in g  

o u t ,  i f  the companies w e ' r e  t a l k i n g  about between them selves

C a l k i n g  abouC?



s e l l i n g  t h e i r  l e a s e s  f o r  t h e i r  p r o p e r t y ,  maybe somebody 

wants t o  s e l l  somebody a p i g  in  a poke o r  som eth ing ,  so 

the  data  b e in g  ou t  would be d e t r i m e n t a l ,  but I th in k  you 

s a i d  th a t  in  s e l l i n g  o i l ,  r a t h e r  than o i l  p r o p e r t i e s ,  and 

I wonder about  th a t  b e in g  i t ' s  a c o m p le t e l y  c o n t r o l l e d  

m arket ,  how t h e r e  would  be any l e g i t i m a t e  i n t e r e s t  t h e r e .

RICHARD KILGORE -  W e l l ,  i t  may n o t  v e r y  w e l l  be a c o m p le te l y  

c o n t r o l l e d  m arket ,  we d o n ' t  know how FEA, what t h e y ' r e  

g o in g  to  do on Prudhoe Bay p r i c i n g  and so on, but what the 

FEA does  i s  always s e t  c e i l i n g  p r i c e s ,  and t h e r e ' s  a q u e s t i o n  

o f  whether  one can r e a l i z e  the c e i l i n g  p r i c e s .  There may 

v e r y  w e l l  be a s i t u a t i o n  where m ajor  r e f i n e r i e s  in  C a l i f o r n i a  

who a re  n ot  Prudhoe Bay p ro d u ce rs  w i l l  be b a r g a in in g  f o r  

North S lope  Crude, and t r y i n g  t o  s t r i k e  a b a rg a in  w ith  a 

North S lope  p r o d u c e r ,  and t h i s  p r i c e  i s  no t  f i x e d ,  th ere  

w i l l  be a b a rg a in  on some o f  th e s e  p r i c e s ,  and you do something 

when you in t r o d u c e  in f o r m a t io n  in  the p u b l i c  r e c o r d  that  the 

bu yer  has a c c e s s  t o .  He knows then more about the econom ics  

o f  the s e l l e r .

SENATOR HUBER - The f u t u r e  danger i t  might cause  than, r a th e r  

than the p r e s e n t  b e ca u se  t h e y ' r e  so t i g h t l y  sewed up now.

RICHARD KILGORE - In f a c t  t h e r e ' s  a g e n e r a l  p r o p o s i t i o n  p u t t in g  

t h i s  kind o f  t h in g  on the r e c o r d  does  put out  c o n f i d e n t i a l  

i n f o r m a t i o n  which i s  n orm al ly  n o t  made a v a i l a b l e  in  p u b l i c ,



which  i s  i n t e r n a l  to  com panies ,  and I th in k  i t  changes the 

b a r g a in in g  k ind  o f  s i t u a t i o n  t o  some e x t e n t ,  i t  j u s t  has t o .

SENATOR HUBER -  I 'm  happy to  h e a r ,  Madam Chairman, that  

somebody th in k s  th a t  something may go more than the  f r e e  

market p l a c e ,  b e ca u s e  from l i s t e n i n g  t o  the  r a d i o  t h i s  

m orning ,  I was a f r a i d  that  e v e r y t h in g  about  energy  was 

g o in g  t o  g e t  f u r t h e r  from the f r e e  market p l a c e  u n t i l  the 

P r e s i d e n t  comes r i g h t  i n t o  my house and t e l l s  me what I 

can do i n s i d e  o f  my home.

RICHARD KILGORE - Anyway, we see  problems w ith  making t h i s  

k in d  o f  in fo r m a t io n  a v a i l a b l e  by company. I th in k ,  i f  you
i

want in f o r m a t io n  i t  might v e r y  w e l l  be p o s s i b l e  f o r  the 

Department o f  Revenue to  combine in fo r m a t io n  in  such a 

way th a t  w o u ld n ' t  d i s c l o s e  i n d i v i d u a l  company p o s i t i o n s .

I d o n ' t  know, a g g r e g a t i n g  data  by pro d u c in g  areas  o r  

something o f  t h i s  s o r t .  I d o n ' t  know, but g i v i n g  you 

in f o r m a t io n  th a t  would be h e l p f u l  w ith o u t  r a i s i n g  these  

k inds  o f  d i s c l o s u r e  prob lem s.  That r e a l l y  c o n c lu d e s  my 

s p e c i f i c  comments on t h i s  p i e c e  o f  l e g i s l a t i o n .  In sum,

I g u e s s ,  what w e ' r e  r e a l l y  s a y in g  i s  i f  you f e e l  you want 

to  go the s e p a r a te  a c c o u n t in g  r o u t e ,  that  you might very  

v /e l l  c o n s i d e r  some a l t e r n a t i v e  to  t h i s ,  o r  some a l t e r n a t i v e  

p r o v i s i o n s ,  and in  the o i l  and gas p ro d u c in g  area  r e a l l y  

th in k in g  s e r i o u s l y  about c o n s o l i d a t i o n ,  the c o n s o l i d a t e d  

k ind o f  th in g  where you would c o n s o l i d a t e  a l l  the revenues



and deduct  a l l  c o s t s  in  the S ta te  o f  A laska  r a t h e r  than 

the p r o v i s i o n s  h e r e ,  which seem to  be c l o s e r  t o  a net  

p r o c e e d s ,  and on the p i p e l i n e  th a t  you c o n s i d e r  aga in  

a more s im p le  s t r a i g h t  forw ard  d i r e c t  t a x a t i o n  on the 

b a s i s  o f  the i n f o r m a t i o n  th a t  w i l l  be coming t o  the S ta te  

on the A lyesk a  P i p e l i n e .

SENATOR HUBER -  Madam Chairman, w h i l e  Dick i s  s t i l l  in  t h i s  

015,  t h i s  i s  the area  where I q u e s t i o n e d  i n d u s t r y  y e s t e r d a y  

i f  you remember. D ick  on the s e c r e c y  o f  th e se  r e p o r t s ,  do 

you th in k  that  L ine  28, Page 5,  under the 015,  one o f  the 

th in g s  I read i n t o  t h i s  i s  I thought  that  was a l l  i n c l u s i v e  

and maybe i t  i s n ' t .
I

RICHARD KILGORE - Would you r e p e a t  that  a g a in ,  S en a tor .

SENATOR HUBER - Page 5,  L ine  28,  under 015.  W e 're  t a l k i n g  

about p u b l i c  r e p o r t i n g ,  which you were j u s t  t a l k i n g  about 

a moment ago .  I t ook  i t  t o  mean i t e m iz e d  d e d u c t i o n  by 

c a t e g o r y ,  and that  th ese  r e tu rn s  by c a t e g o r y  must run a l l  

the way through t h i s ,  so  that  you a r e n ' t  d i s c l o s i n g  a c t u a l  

r e t u r n s ,  but o n ly  by c a t e g o r y .

RICHARD KILGORE - W e l l ,  I d id  not  read i t  that  way Senator  

Huber. I read t h i s  p a r t i c u l a r  p a rt  o f  the r e p o r t  has to  do 

w ith  i t e m iz e d  d e d u c t i o n s  by c a t e g o r y  and tax c o s t ,  and then



I read  on the next  pa ge ,  L ine  2 o f  the nex t  pa ge ,  a l s o  

i n c l u d e d  in  the r e p o r t  s h a l l  be the summary o f  each  c o r p o r a t e  

tax  r e t u r n .  I d i d n ' t  read  by c a t e g o r i e s  as p a r t  o f  t h a t .

These seem to  be two s e p a r a te  p a r t s  o f  t h i s  r e p o r t  t o  me.

SENATOR HUBER - Greg was th a t  meant t o  be in  th e r e  so that

th a t  i s  by c a t e g o r y  r a t h e r  than d i v o l g i n g  the summary o f  

an a c t u a l  i n d i v i d u a l  tax  r e p o r t ?

GREG ERICKSON -  Mr. Haggert  d r a f t e d  that  p a r t i c u l a r  p o r t i o n  

o f  i t ,  and i t  i s  my u n ders ta n d in g  t h a t ,  s u b j e c t  t o  c o r r e c t i o n

by him, i s  that  each i n d i v i d u a l  tax r e p o r t  and the summary

by c a t e g o r y .

SENATOR HUBER - In o t h e r  words ,  the way I 'm  r e a d in g  c a t e g o r y  

i s  what you determ ine  i t  t o  be? But the c a t e g o r y  goes  o v e r  

to  the next  pate  t o o .

UNIDENTIFIED SPEAKER - No. There are two req u ire m e n ts .  The 

i n t e n t  when i t  was d r a f t e d ,  was that  there  be a g e n e r a l  

summary f o r  a l l  ta xpa yers  under t h i s  p i e c e  o f  l e g i s l a t i o n  

by c a t e g o r y .  Then, in p a rt  B there  would be f o r  each taxpayer  

a summary o f  that  t a x p a y e r ' s  tax due and p a id ,  and so on,  

so  that  i t  would not  be by c a t e g o r y  i t  would be by taxpayer  

in two p a r ts  o f  i t .



RICHARD KILGORE - Okay, I would then l i k e  to  turn to  the 

s e v e ra n ce  tax .  As I s a i d  in  my g e n e r a l  remarks,  i f  y o u ' r e  

i n t e r e s t e d  in  r a i s i n g  the s e v e r a n c e  ta x ,  bo th  o f  these  b i l l s  

th ec  w e ' r e  g o in g  t o  c o n s i d e r  seem to  in  g e n e r a l  f o l l o w  our 

g u i d e l i n e s ,  and has t o  do w i t h  more the  s p e c i f i c s  o f  how 

each one o f  them works .  W e ' l l  s t a r t  w i th  HB 144, SB 103. 

This  b i l l  does s e v e r a l  t h i n g s .  One i s  i t  moves to  l e a s e  

a v e ra g in g  r a t h e r  than w e l l s  in  the  c a l c u l a t i o n ,  and we th in k  

that  makes an awful  l o t  o f  sense  from the a d m i n i s t r a t i v e  

s t a n d p o i n t ,  and p r o b a b ly  shou ld  be done even i f  you d o n ' t  

r a i s e  the s e v eran ce  ta x ,  p r o b a b ly  even amending your p r e s e n t  

s e v e r a n c e  tax would do t h a t ,  and would make s e n se .  Page 1, 

Line 11 o f  the b i l l  moves the  p o i n t  o f  tax  from the w e l lh ea d  

to  a new p o in t  o f  p r o d u c t i o n  which i s  l a t e r  d e f i n e d .

SENATOR HUBER - How i s  t h i s  d e f in e d ?

RICHARD KILGORE - I t ' s  d e f in e d  back on Page 4,  l i n e  9,  g r o s s  

v a lu e  at  the p o i n t  o f  p r o d u c t i o n  means f o r  o i l ,  the v a lu e  o f  

the o i l  a t  the p o i n t  where i t  i s  metered o r  measured in  a 

c o n d i t i o n  o f  p i p e l i n e  q u a l i t y  on the premises  o f  the l e a s e  

o r  p r o p e r t y  from which i t  i s  r e c o v e r e d .  So in  come ca s e s  

i t  would change the p o i n t  o f  t a x a t i o n  from the w e l lh ead  to  

somewhere beyond up t o  a p o in t  where i t  was meter measured 

and made put in p i p e l i n e  c o n d i t i o n s ,  so i t  c l e a r l y ,  and t h i s  

i s  p o i n t e d  out  by someone e l s e ,  moves the p o i n t  o f  t a x a t i o n



and in  a sense  in  c e r t a i n  s i t u a t i o n s  i t  would tend t o  ta x  

the t r a n s p o r t a t i o n  and u p grad in g  o f  the  crude  o i l .  T h a t ' s  

c l e a r l y  the c a s e .

SENATOR HUBER -  I th in k  i t  had a n oth er  r eason  f o r  b e in g  
in  t h e r e .  I th in k  i t  was on a ccou n t  o f  that  Kenai d e a l  

t o  where i f  they t r a n s f e r r e d  our  r o y a l t y  share  p o r t i o n  

th a t  went i n t o  r e s a l e  t h a t  they  were s u b j e c t  t o  the APUC, 
and d o ing  i t  t h i s  way, w h i l e  they  pushed t h e i r  r o y a l t y  

share  through our l i n e ,  they  were n o t  s u b j e c t  t o  our  APUC. 
There was q u i t e  a prob lem  on that  in  Kenai ,  i t  happens to  

be in  gas ,  but w e ' r e  t a l k i n g  j o i n t l y  here  and I th in k  t h i s  

was done f o r  the company 's  b e n e f i t .
»

RICHARD KILGORE - W e l l ,  I th ink  a l s o  in  Cook I n l e t ,  as I 

understand i t ,  th e re  have been c o n t i n u i n g  d i s p u t e s  about  

q u e s t i o n s  o f  w e l lh e a d  and where one t a x e s ,  and I th in k  t h i s  

i s  a l l  in ten d ed  to  s t r a i g h t e n  t h i s  m atter  out by l e g i s l a t i o n .  

This  i s  where i t  i s ,  and we d o n ' t  have t o  argue about b a ck in g  

out  t r a n s p o r t a t i o n  o r  w h a tev er ,  t h i s  i s  what t h e y ' r e  t a l k i n g  

a b ou t .  This  makes a d m i n i s t r a t i o n  o f  i t  e a s i e r ,  c l e a r l y ,

I th ink  that  some o f  the te s t im o n y  y e s t e r d a y  i t  was complained 

th a t  there  would be a c o s t  to  the companies in  a sense  that  

they w o u ld n ' t  be taxed on t r a n s p o r t i n g  and up grad in g .  I th ink  

that  i f  i t ' s  a d m i n i s t r a t i v e l y  e a s i e r  and th ere  i s  a c o s t ,  

perhaps what you shou ld  do here  i s  g e t  a b e t t e r  id ea  o f  what 

y o u ' r e  r e a l l y  t a l k i n g  about  in  terms o f  c o s t  and d o l l a r s  and



b e a r  by d o in g  t h i s ,  o r  some i d e a .  I th ink  t h a t ' s  how you

would have to  a s s e s s  t h a t .  Now l e t s  l o o k  at  the tax  r a t e s

in  t h i s  b i l l .  I th in k  you are  a l l  f a m i l i a r  w i th  the f a c t

t h a t  i t  adds h ig h e r  w e l l  bracket 's  and puts  in  th e se  h ig h e r

b r a c k e t s  a t  h ig h e r  ta x  r a t e s  than e x i s t  in  the  p r e s e n t

l e g i s l a t i o n ,  and i t  a l s o  low ers  the  tax  r a t e s ,  bo th  the

c e n t s  p e r  b a r r e l  tax  and the  p e r c e n t a g e  tax  f o r  lower

p r o d u c t i v i t y  w e l l s .  Now, j u s t  t o  g i v e  you a rough id e a

o f  what t h i s  d o e s ,  and I ' d  l i k e  t o  j u s t  g i v e  you some

numbers on how i t  would seem t o  us to  e f f e c t ,  say ,  Prudhoe

Bay, and then l o o k  at  the Cook I n l e t  s i t u a t i o n  under t h i s

b i l l .  A l l  the numbers I 'm  g o in g  to  use are  ease  o f  c o m p e r a b i l i t y

f o r  27 g r a v i t y  crude  o i l .  Now, in  Prudhoe Bay,'  and I 'm

assuming f o r  purposes  o f  t h i s  c a l c u l a t i o n  th a t  the w e l lhea d

v a lu e  on Prudhoe Bay i s  say $ 7 .50  per  b a r r e l  j u s t  as i l l u s t r i a t i v e .

Under the p r e s e n t  tax  f o r  a 5 ,0 00  b a r r e l  a day w e l l  in  Prudhoe

Bay, and these  f i g u r e s  are  c e n t s  per b a r r e l  o f  g r o s s  p r o d u c t i o n

not  o f  t a x a b le  p r o d u c t i o n ,  but  you s t i l l  g e t  an id ea  o f  the

r e l a t i v e  in c r e a s e  in the tax .  The p r e s e n t  tax  f o r  5 ,0 0 0  b a r r e l

a day w e l l  a t  $7 .50  i 49 and 1 /2  c e n ts  per  b a r r e l  o f  g r o s s

p r o d u c t i o n .  This tax f o r  the same w e l l ,  a 5 ,000  b a r r e l  a

day w e l l  would r a i s e  the tax  t o  6 8 .9  c e n t s .  T h a t ' s  about

a 377, i n c r e a s e  in  t a x a t i o n  o f  a 5 ,0 0 0  b a r r e l  a day w e l l

in  Prudhoe Bay. I f  you went t o  a 10 ,000  b a r r e l  a day w e l l ,

the p e r c e n t a g e  i n c r e a s e  and the tax i s  g r e a t e r .  As a g a in s t

c e n t s .  What i s  r e a l l y  t h e  e x t r a  c o s t s  t h a t  co m p an ie s  w o u ld



about  51 c e n t s  at  the p r e s e n t  t im e ,  t h i s  tax  would r a i s e  

i t  t o  about 80 c e n t s ,  so  on a v e r y  p r o d u c t i v e  10 ,000  b a r r e l  

a day w e l l  a t  Prudhoe Bay, the  i n c r e a s e  t h e r e  woula be about  

58%, in c r e a s e d  through t h i s  ta x  e v e r  what you have today .

The e f f e c t i v e  r a t e  on g r o s s  b a r r e l s  produ ced  would go from 

about  7.87o on a 10 ,000  b a r r e l  a day w e l l  t o  about  12.2% 

under the new t a x ,  so t h i s  i s  what i t  does  t o  Prudhoe Bay, 

v e r y  s i g n i f i c a n t  i n c r e a s e s .  And the p e r c e n t a g e  as I gave 

you were r e a l l y  the  e f f e c t i v e  r a t e  on t a x a b l e  b a r r e l s  g o in g  

from 7 8 t o  12.2.. So you are  end ing  up on the  v e r y  p r o d u c t i v e  

w e l l ,  you end up w ith  an av era ge  e f f e c t i v e  r a t e  on ta x a b le  

b a r r e l s  o f  j u s t  under 12 and 1 /2  p e r c e n t  in  L o u is ia n a .  I 

th in k  t h a t ' s  what was in te n d e d .  So t h a t ' s  the impact i t  

has on Cook I n l e t ,  I mean on Prudhoe Bay. Now,* l e t s  

l o o k  a t  Cook I n l e t ,  and p a r t i c u l a r l y  the  o l d  o i l  because  

w e 'v e  always been w o r r i e d  about  e f f e c t i v e  t a x a t i o n  o f  o l d  

o i l .  Now, t h i c  b i l l  does  r e t a i n  the c e n t s  per  b a r r e l  f e a t u r e  

that  e x i s t s  in  the p r e s e n t  b i l l ,  and i t  r e t a i n s  the c e n ts  

per  b a r r e l  f e a t u r e  w ith  b a s i c a l l y  the same f l o o r  p r i c e  as 

you have today .  I t  works o u t  f o r  27 g r a v i t y  crude  to  about 

$ 6 .10  today .  So i t  r e t a i n s  t h a t ,  but  what i t  does at  the same 

time i s  that  i t  does low er  the r a t e s  o f  t a x a t i o n  both  p e r c e n ta g e  

and the c e n t s  per b a r r e l  taxes  in  the low er  w e l l  b r a c k e t s ,  

so  d e s p i t e  the c e n ts  per  b a r r e l  f e a t u r e  s t i l l  b e in g  in t h e r e ,  

i t  does  lower  taxes  on low p r o d u c t i v i t y  w e l l s  below what 

they are tod ay .  I ' l l  aga in  g i v e  you some examples ,  and t h e y ' l l



ag a in  be on the same b a s i s  as b e f o r e .  27 g r a v i t y  c ru d e ,  

and th e s e  are  f i g u r e s  on a g r o s s  b a r r e l  b a s i s .  At the 

p r e s e n t  t ime a 100 b a r r e l  a day w e l l  in  Cook I n l e t  would 

be on the c e n t s  p e r  b a r r e l  ta x  and i t  would pay 2 6 .6  cen ts  

p er  b a r r e l .  This  b i l l  on a 100 b a r r e l  a day w e l l  would 

e l i m i n a t e  the tax .  I t  would go t o  z e r o ,  and a v e r y  

s u b s t a n t i a l  g a in  f o r  a 100 b a r r e l  per  day w e l l .  For a 

300 b a r r e l  a day w e l l ,  would a l s o  pay under the p r e s e n t  

t a x ,  2 6 .6  c e n t s .  Under t h i s  b i l l ,  under our c a l c u l a t i o n s ,  

i t  would drop th a t  26 .6  t o  14 .2  c e n t s  per  b a r r e l .  So you 

have about  a 12 and 1 /2  c e n t  r e d u c t i o n  f o r  a 300 b a r r e l  

a day w e l l ,  and i f  you move up to  a 500 b a r r e l  a day w e l l ,  

you s t i l l  g e t  a r e d u c t i o n .  Under the p r e s e n t  tax i t  would 

be 2 8 .7  c e n t s .  Under SB 103 i t  would be 2 1 .2 .  ' S o  even 

f o r  a 500 b a r r e l  p er  day w e l l ,  y o u ' r e  g o in g  down by about 

7 and 1 /2  c e n t s  per b a r r e l ,  and in  f a c t  t h i s  new tax  as 

compared w ith  the p r e s e n t  low ers  the tax up t o  somewhere 

w e l l s  in  the range o f  1 ,000  to  2 ,000  b a r r e l s  a day. Somewhere 

in  that  ra n g e ,  the new tax g e t s  h ig h e r  than the o l d  tax ,  

so i t  does p r o v id e  very  s i g n i f i c a n t  r e l i e f  f o r  low p r o d u c t i v i t y  

w e l l s .

SENATOR HUBER - Madam Chairman -  the f i g u r e s  which we have 

in  the comifiittee they  are  open to  him now, I th in k ,  I j u s t  

wonder when he f i n i s h e s  t h e r e .  I f  you have any d i s p u t e  

w ith  t h o s e ,  I th ink  that  they c o n f i rm e d  h i s  te s t im on y .



RICHARD KILGORE - Yes S e n a to r ,  we d id  do our  own homework 

on t h i s  o b v i o u s l y ,  and we have had a chance  t o  l o o k  at what 

l e g i s l a t i v e  a f f a i r s  has ,  and they  c o i n c i d e  w ith  what I 'm  

t e s t i f y i n g  h e r e .

SENATOR HUBER - I was wondering .  I t  would h e lp  us a l o t  to 

know th a t  they do o r  d o n ' t  o r  i f  th e r e  are  d i f f e r e n c e s .

RICHARD KILGORE - No they d o n ' t  they c a l c u l a t e  the  same way 

we d o .
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Now, so  t h i s  b i l l  d o e s ,  I th in k ,  meet our  o b j e c t i o n s  r e a l l y  

to  the p r e s e n t  t a x a t i o n  o f  o l d  o i l  at  Cook I n l e t  which has
i

the h igh  e f f e c t i v e  r a t e s  becau se  o f  the  c e n t s  per  b a r r e l  

f e a t u r e .  At l e a s t  i t s  p r e s e n t  o p e r a t i o n  would reduce  

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

th in k  t h a t ' s  a good f e a t u r e  o f  t h i s  b i l l .  T shou ld  p o in t  

out  though, t h i s  b i l l  does r e t a i n  c e n t s  per  b a r r e l  and i t  

does  r e t a i n  e s c a l a t i o n  o f  th at  c e n ts  p er  b a r r e l ,  so i t  

i s  p o s s i b l e  that  under t h i s  b i l l  we would again  be back 

in the same problem that  we have today .  I f  the  e s c a l a t i o n  

manages to  r a i s e  the c e n t s  per b a r r e l  tax  h igh enough, we 

c o u ld  be back in t h i s  problem again  o f  t a x in g  o l d  o i l  in  

Cook I n l e t  at  h igh  p r i c e s ,  i t ' s  p o s s i b l e .  The p o t e n t i a l  

i s  s t i l l  in  t h i s  b i l l .

t



SENATOR HUBER - This  evades i t  from p r e s e n t  t im e ,  and we 

might have to  l o o k  at  i t  aga in  in  fu t u r e  y ea rs  i f  we d o n ' t  

do som ething  w ith  ce n ts  p er  b a r r e l .

RICHARD KILGORE -  Yes, i t  may be back a g a in .

SENATOR HUBER - W e l l ,  I ' d  sure  l o o k  at  i t  a g a in ,  Madam 

Chairman, than I would t o  have Tom Fink f o r  Governor .

RICHARD KILGORE - I th in k  I was on r e c o r d  the  f i r s t  time 

I t e s t i f i e d  as s a y in g  that  i f  you do r e t a i n  a ce n ts  per 

b a r r e l  th a t  perhaps what you do i s  at  l e a s t  c o n s i d e r  no 

f u r t h e r  e s c a l a t i o n  in c e n ts  per  b a r r e l ,  and perhaps that  

c o u ld  be in t h i s  b i l l  t o o .  I d o n ' t  know. I wa’nt  to  on ly  

p o i n t  out  that  i t  c o u ld  happen a g a in .  So t h a t ' s  b a s i c a l l y  

what t h i s  tax d oes .  I t  r a i s e s  f a i r l y  s i g n i f i c a n t l y ,  the 

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

on low p r o d u c t i v i t y  o l d  o i l  p r i c e d  w e l l s  in Cook I n l e t .

I t  a l s o  lias a s e v era n ce  tax  f o r  gas that  i s  f l a i r e d ,  and 

a very  s u b s t a n t i a l  one ,  f i v e  times the r a t e .  I think 

b e f o r e  you do t h i s  kind o f  th in g  and add such a tax ,  you 

ought t o  l o o k  very  c a r e f u l l y  at  where gas i s  be ing  f l a i r e d  

and why. There has been test im ony  y e s t e r d a y  about s a f e t y  

f l a i r s  and so on.  I th ink  you ought t o  l o o k  very  c a r e f u l l y  

at  what i t  i s  that  you would be ta x in g  and why the f l a i r i n g  

i s  g o in g  on at  the p r e s e n t  t ime. Now, i f  what y o u ' r e  r e a l l y  

t r y i n g  to  do i s  t e l l  companies to  f in d  a use f o r  t h i s  f l a i r e d



gas and f i n d  markets f o r  i t ,  I th in k  that  at the v e r y  l e a s t  

i f  th e r e  i s  gas b e in g  f l a i r e d  now which you th in k  you c o u ld  

f i n d  markets f o r ,  c h e r e f o r e  y o u ' r e  g o in g  t o  t r y  t o  compel 

p e o p l e  through t h i s  t a x ,  somebody used the  word i n c e n t i v e  

the  o t h e r  day, but y o u ' r e  c o m p e l l in g  them through t h i s  

t a x  th a t  a t  l e a s t  you ought t o  p r o v id e  somebody w ith  a 

g r a c e  p e r i o d  b e f o r e  they  would pay t h i s  ta x .  That i s ,  

you w o u ld n ' t  s t a r t  r i g h t  away. You would make i t  c l e a r  

t o  them that  they  had c e r t a i n  t ime w i t h i n  which t o  f i n d  

markets f o r  t h i s .  You w o u l d n ' t  p e n a l i z e  them in  the mean­

t im e ,  but i f  you d o n ' t  f i n d  gas f o r  which i t ' s  l o g i c a l  to  

f i n d  m arkets ,  that  you would say at some p o i n t  in  the fu tu re  

y o u ' r e  g o in g  to  s t a r t  pay ing  a tax  on t h i s ,  so  you had b e t t e r  

g e t  busy and lo o k  f o r  markets .  I d o n ' t  th in k  f ..............

SENATOR HUBER - I th in k ,  Madam Chairman, that  we shou ld  make 

sure  in t h e r e .  I th ink  we sh ou ld  f in d  out  the r e q u i r e d  

s a f e t y  f l a i r  o f  no more than a c e r t a i n  amount e x c e p t  during  

an emergency b lowout  o r  something l i k e  t h a t .  The idea  was, 

as lon g  as i t ' s  e c o n o m i c a l l y  u n f e a s i b l e  t o  take small  amounts 

o f  gas and r e i n j e c t  them, the S ta te  l o s e s  i t s  r o y a l t y  share 

on i t ,  and the n a t i o n  l o s e s  the en ergy  s t r i c t l y  because  at 

a g iv e n  sp a ce  in t im e ,  u s in g  i f  you w i l l  excuse  me, a cash 

d i s c o u n t i n g  f l o w  and e v e r y t h in g  e l s e ,  that  we determine  

i t s  va lue  and we say i t ' s  n o t h i n g ,  and w h a t 's  n o th in g  i s  

moving down the p ike  an oth er  twenty o r  t h i r t y  years  may be

a l l  we have ,  and Prudhoe Bay, in  s p i t e  o f  an a b s o l u t e  no/



m

f l a i r  r e s t r i c t i o n  has been a l l o w e d  t o  f l a i r  and everybody  

knows i t .  Somehow o r  o t h e r ,  i t  does  have t o  be  s to p p e d ,  

and i f  you make i t  so  i t  i s n ' t  e c o n o m i c a l l y  f e a s i b l e  t o  

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

s m a l l  c om p ressor  system f o r  s a v in g .

GEORGE SILIDES -  Madam Chairman, I  know th a t  the  f l a i r i n g

______________  as Huber p o i n t e d  o u t ,  __________  th a t  the f l a i r i n g

o f  c o u r s e ,  and the word a l l o w e d  i s  im p o r ta n t ,  they g e t  

p e r m is s io n  from the S t a t e ,  and we have to  do something about 

the  b i l l ,  that  we d o n ' t  have c o m p e t i t i o n  between the ta x in g  

department and the Department o f  O i l  and Gas C o n s e r v a t io n .

They are  the ones that  g i v e  the p e r m i s s i o n ,  and you have to  

ap p ly  and you have to  p o i n t  out  th a t  i t ' s  b e in g  done w ith  

s a f e t y  and so on. I d o n ' t  t h in k  that  the b i l l  in ten d ed  

to  p e n a l i z e  somebody f o r  e n t e r i n g  i n t o  a s a f e t y  f e a t u r e ,  

and so  am I c o r r e c t  Mr. K i l g o r e ?

RICHARD KILGORE - I would assume that  t h a t ' s  the i n t e n t .

Y o u 'r  not  r e a l l y  i n t e r e s t e d  in  t a x in g  g a s .................

SENATOR HUBER - But that  board  s t i l l  has the power and makes 

the exem ptions  and has been c o n s t a n t l y  making the exem pt ions ,  

and i t ' s  a m atter  o f  r e c o r d ,  bo th  at  Prudhoe Bay and e l s e w h e r e ,  

they make the exem p t ions ,  t h e y ' r e  l e g a l l y  made, but the 

pro d u ct  i s  gon e ,  the r e s o u r c e  i s  gon e ,  i t  i s  f l a i r e d ,  and so 

at  l e a s t  p u t t i n g  in a f a i r l y  s t i f f  r e c o v e r y  t h e r e ,  does at



l e a s t  g i v e  us som ething  o f f  o f  our s e v e ra n ce  ta x  th a t  went 

up in  f l a i r  . t oo .

GEORGE S IL ID E S  -  Madam Chairman, I might make another  comment. 

I th in k  th a t  in  v iew  o f  the comments b e in g  made, w e ' r e  g o in g  

to  have t o  l o o k  i n t o  the l e g a l i t y  o f  b e in g  a b le  t o  ta x  a 

s a f e t y  f e a t u r e .

SENATOR HUBER -  No, we d o n ' t  ta x  the s a f e t y  f e a t u r e .  L e t ' s  

n o t  g e t  crossw ays  on t h a t .  We s h ou ld  put an exemption in  

here  f o r  the s a f e t y  f l a i r  o n l y ,  and somewhere we need t o  corns 

up w ith  a f i g u r e  o f  what i s  the amount that  may be f l a i r e d  

to  date  per  w e l l  o r  per  s a f e t y  f l a i r .  We d e f i n i t e l y  s h o u l d n ' t  

tax  them on what i s  a s a f e t y  req u ire m e n t .  But th ere  i s n ' t  

a p r o v i s i o n .  The gas t h a t ' s  b e in g  burned in  s i g n i f i c a n t ,  

i s  not  b e in g  burned in  so c a l l e d  l e g a l  a c t u a l  s a f e t y  f l a i r s .  

I t ' s  b e in g  f l a i r e d  o t h e r w is e  by l e g a l  perm its  by the board .

CHAIRMAN POLAND - I th ink  we have to  check  w ith  the Board 

as to  why they are  g i v i n g  the tax .

SENATOR HUBER - T h a t ' s  why the G o v e r n o r ' s  b i l l s  has i t  in  

i t .  T h a t ' s  w h y  c o m m it te e ' s  b i l l s  has had t h i s  f o r  two y e a r s ,  

and we shou ld  c e r t a i n l y ,  l i k e  Dick s a y s ,  make sure  that  we 

d o n ' t  tax  the n e c e s s a r y  s a f e t y  f l a i r s .  I asked y e s t e r d a y  what



was, and they s a i d  a m i l l i o n  c u b i c  f e e t .  T h a t ' s  a thousand 

MCF's a day.  I 'm  not  sure  th a t  that  i s n ' t :  c o n s i d e r a b l y  o v e r  

w h a t ' s  needed t o  burn t h e r e  in  c a s e ,  I need a good d e f i n i t i o n  

o f  a s a f e t y  f l a i r .

RICHARD KILGORE -  I th in k  a l s o  you might c o n s i d e r  i f  you 

r e a l l y  f e e l  the gas i s  b e in g  f l a i r e d  th a t  you d o n ' t  want 

t o  be f l a i r e d  o t h e r  than as s a f e t y  purposes  o r  w h atev er ,  

t h a t ' s  something you might c o n s i d e r  as an a l t e r n a t i v e  j u s t  

t i g h t e n i n g  up your  r e g u l a t o r y  b i l l  and your r e g u l a t i o n s  

r a t h e r  than do i t  through a ta x in g  approach.

SENATOR HUBER - We've done e v e r y t h in g  but t a r  and f e a t h e r  

the b oa rd .

REPRESENTATIVE OSTERBACK - Madam Chairman, c o u ld  anybody 

t e l l  us how much gas they  w i l l  be f l a i r i n g  a t  Prudhoe Bay? 

Anything  that  burns i s  energy .  W e 're  t a l k i n g  about w e ' r e  

running  s h o r t  o f  e n erg y .  Somebody ta lk e d  about the r a i l r o a d .  

I f  they took  i t  in  t h e r e ,  they c o u ld  take out  about a hundred 

tanks o f  gas a day,  and they d i d n ' t  th in k  i t  would be enough 

to  pack that  out  w ith  f l a i r i n g ,  and that  would be an awful 

l o t  o f  e n erg y ,  but  most o f  us d o n ' t  r e a l l y  know what t h is  

gas i s  w ith  the f l a i r i n g ,  but I know anyth ing  that  burns 

i s  e n e r g y ,  and w e ' r e  t a l k i n g  w e ' r e  running out  o f  energy .

So I th ink  th e r e  shou ld  be something done about i t .  Anything



that  you can save  as e n e rg y ,  you can s e l l .  T h e r e ' s  no 

problem  in  t h a t .

RICHARD KILGORE -  W e l l ,  I a g ree  w i th  you ,  i f  what w e ' r e  

r e a l l y  t a l k i n g  about  i s  w as te ,  then I th ink  we shou ld  

e l i m i n a t e  t h a t .  I t  i s  en e rg y ,  and y o u ' r e  a b s o l u t e l y  

r i g h t ,  and I th in k  you shou ld  l o o k  v e r y  c a r e f u l l y  at  

w h a t ' s  g o in g  to  happen at  Prudhoe Bay, and how your 

r e g u l a t o r y  p e o p le  w i l l  handle  i t .

SENATOR HUBER - Might we, Madam Chairman, Al brought  i t  

up and i t ' s  very  im p or ta n t .  I th in k  that  i t ' s  un d e rs to o d  

th a t  they have s to p p e d  f l a i r i n g  o r  are to  s to p  f l a i r i n g .
i

I t  was o n ly  f o r  th a t  r e f i n e r y  th a t  they f l a i r e d  at  Prudhoe 

Bay, and they d i d n ' t  pump i t  back down the gas w e l l  even 

though they were drawing gas out  to  run the r e f i n e r y  because  

i t  would have c o s t  more money than the gas was w orth ,  so 

n a t u r a l l y  the gas was worth n o t h in g ,  so i t  w o u ld n ' t  c o s t  

money to  pump i t  back down i n t o  the ground. I f  i t  had a 

va lue  o f  20 c e n ts  an MCF, i t  would have been a l o t  cheaper  

to  pump i t  back down i n t o  the ground,  but j u s t  so  that  

the r e c o r d  i s  s t r a i g h t ,  we a r e n ' t  r e a l l y  l o o k i n g  f o r  f l a i r i n g  

at  Prudhoe Bay, but i f  you w i l l  take a look  at  the Valdez 

t e r m in a l ,  you w i l l  f i n d  that  we d o n ' t  f l a i r  no more, but 

w e 'v e  g o t  th re e  huge o x i d i z e r s  t h e r e ,  and t h e r e ' s  g o in g  to  

be a tremendous amount o f  energy  u n le ss  the LPG's that  are  

in that  gas and the va pors  that  are in  the gas a t  V a ldez ,



u n le s s  t h e r e ' s  a p l a n t  b u i l t  t o  r e c o v e r  th ose  and use them 

which i s  n o t  in  the p la n ,  i t  i s  g o in g  to  e f f e c t i v e l y  f l a i r  

t r i l l i o n s  o f  BTU's b e f o r e  V a ldez  i s  o v e r  w i th .  T h a t ' s  

becau se  the p la n t  and the  tanks w i l l  no t  s tand  the p r e s s u r e  

in  the  s t o r a g e .

GEORGE SILIDES -  Madam Chairman, I th in k  the p o i n t  i s  w e l l  

made th a t  s o m e th in g ’ s g o t  to  be done about d e f i n i n g  what 

i s  meant by s a f e t y  g a s ,  what i s  b e in g  w asted ,  and I  th in k  

a l s o  that  the b i l l  had in te n d e d  t o  ad dress  the  bottom o f  

the p o s s i b l e  w a s t in g  o f  carbon  d i o x i d e .  There was a c o n s i d e r a b l e  

amount in  t h i s  p a r t i c u l a r  n a t u r a l  g a s ,  and I suppose what 

w e ' r e  g e t t i n g  to  i s  that  we have to  do something about those
t

t h in g s ,  e i t h e r  by d e f i n i t i o n  o r  by amending the b i l l .  I 

th ink  t h i s  i s  a p o i n t  that  w e ' r e  g o in g  to  have to  l o o k  i n t o .

I d o n ' t  th ink  w e ' r e  g o in g  to  g e t  i t  s o lv e d  r i g h t  here .

SENATOR HUBER - T th in k  t h e y ' r e  w i l l i n g ,  George ,  not  to  f l a i r  

the carbon d i o x i d e ,  but I 'm  not  sure  i f  they w i l l  g e t  r i d  o f  

i t .

GEORGE SILIDES - I t  d o e s n ' t  burn anyway, Senator .

CHAIRMAN POLAND - W e ' l l  be c h e c k in g  on t h i s  f l a i r i n g  p a r t . ’

SENATOR HUBER - W e l l ,  i t ' s  im portant  on both  ends.  I th ink  

that  the b i l l  needs to  not  p e n a l i z e  them, but by a l l  means



s h ou ld  be r e t a i n e d  in  the b i l l ,  and we may o f  c o u r s e  have 

t o  put i t  in  in  some o t h e r  p l a c e s .  I d o n ' t  th in k  t h i s  i s  

g o in g  t:o e f f e c t  i t  when i t  comes t o  the f l a i r s  in  V a ld e z .

RICHARD KILGORE - I ' d  l i k e  t o  move on the the s e co n d  se v e ra n ce  

tax  b i l l ,  and t h a t ' 5 HB 321,  SB 238. Now, b a s i c a l l y  t h i s  

tax  changes the tax  r a t e  t o  10%, but  i t  a l s o  has a c e n t s  

per  b a r r e l  f e a t u r e  o f  75 c e n t s  per  b a r r e l ,  so  i t  has an

e f f e c t i v e  f l o o r  p r i c e  o f  $ 7 .5 0 ,  and i t  a l s o  has what ____________

f o r  an econom ic  l i m i t  f a c t o r  b u i l t  i n t o  i t ,  and I th in k  

Mr. W ilson  y e s t e r d a y  d id  q u i t e  a good j o b  e x p l a i n i n g  how 

the mechanics  o f  t h i s  worked ,  and he a l s o  p r o v id e d  an example 

f o r  you that  I th in k  was p r o b a b ly  q u i t e  u s e f u l .  B a s i c a l l y
i

what the b i l l  does  i s  g i v e  you the f i r s t  hundred b a r r e l s  

a day as an a l lo w a n ce  f o r  o p e r a t i n g  c o s t s  i s  what i t  amounts 

t o ,  and w e l l s  p r o d u c in g  more than 100 b a r r e l s  a day,  they 

pay then an i n c r e a s i n g  f r a c t i o n  o f  the  107o f o r  the 75 cen t  

tax  i s  the way i t  works ,  and i t ' s  a c o n t i n u a l l y  i n c r e a s i n g  

th in g  as w e l l  p r o d u c t i v i t y  moves above average  w e l l  p r o d u c t i v i t y  

moves above l o o  b a r r e l s  a day.  Very r o u g h ly ,  a 100 b a r r e l  

a day w e l l  would pay no tax  under t h i s  b i l l .  A 200 b a r r e l  

a day w e l l  would pay about 43% o f  the tax .  I t  i s n ' t  507. 

because  as you might th in k  by tak in g  100 to  200 becau se  

i t ' s  t a x a b le  b a r r e l s  o n ly  that  c o u n t .  That i s  the 200 

b a r r e l  a day d o e s n ' t  produce  200 b a r r e l s  that  are  e n t i r e l y  

income to  the company. Twelve and a h a l f  p e r c e n t  o f  th ose  

go to  the S ta te .



GEORGE SILIDES - Mr. Kilgore, it's 437..

RICHARD KILGORE - I t ' s  43%, 200 i s  437o o f  e i t h e r  107. o f  

v a lu e  o r  75 c e n ts  a b a r r e l  depending on which i t  i s .

GEORGE SILIDES -  T h a t ' s  what I wanted you to  say .

RICHARD KILGORE - For a 300 b a r r e l  a day w e l l  i t  would be 

627. o f  th e se  b a s i c  r a t e s  and on a 4 ,0 0 0  b a r r e l  a day w e l l ,  

i t  would be up to  897. o f  t h i s .  This  i s  the way i t  w orks ,  

and i t  amounts to  a c o n t in u o u s  f u n c t i o n  as a g a in s t  the 

s te p  s ch ed u le  that  you have in your  p r e s e n t  l e g i s l a t i o n .

As I s a i d ,  i t  amounts to  a con t in u o u s  f u n c t i o n  and in
i

p r i n c i p a l  we f i n d  i t  as k ind  o f  an a p p e a l in g  c o n c e p t  

as a g a in s t  the s te p  s c h e d u le .  Now the o t h e r  f e a t u r e  o f  

i t  i s  that  one c a n ' t  app ly  f o r  an econom ic  l i m i t  f a c t o r  

g r e a t e r  than 100 b a r r e l s  per  day w e l l  average  i f  you can 

prove  i t ,  and what you b a s i c a l l y  have t o  prove  i s  th a t  your 

o p e r a t in g  c o s t s  that  you r e q u i r e ,  out  o f  p o ck e t  o p e r a t i n g  

c o s t s  are g r e a t e r  than what you would g e t  w ith  100 b a r r e l s  

o f  p r o d u c t io n  per  w e l l .  You would need more than t h i s  to  

r e c o v e r  your o p e r a t in g  c o s t s .  Now, th ere  appear to  us t o  be 

a c o u p le  problems w ith  how t h i s  a c t u a l l y  works.  F i r s t  o f  

a l l  on Page 3 L i n e ...................

SENATOR HUBER - Madam Chairman, I would n o te  that  w e 'v e  g o t  

John Messenger h e r e ,  t o o .  This i s  the same problem that  came



up y e s t e r d a y  in  t a l k i n g  w ith  the  i n d u s t r i e s .  We might want 

John to  answer some o f  t h e s e .

RICHARD KILGORE - I t  has t o  do f i r s t  o f  alL w ith  how c o s t s  

are  d e f i n e d ,  and th a t  s t a r t s  on Page 3,  L ine  16, s u b s e c t i o n  

C h e r e ,  and as was p o i n t e d  out  in  test im ony  y e s t e r d a y ,  i t  

i s  n o t  c l e a r  that  the  c o s t  c a t e g o r y  s p e c i f i c a l l y  a l lo w e d  

here  r e a l l y  p r o v id e  f o r  a l l  the k ind  o f  out  o f  p o ck e t  

expenses  th a t  a p r o d u c e r  might have,  and b a s i c a l l y  t h a t ' s  

the c o n c e p t  th a t  y o u ' r e  t r y i n g  to  g e t  a t ,  whatever  i s  out  

o f  p o c k e t  e x p e n se s ,  and i t ' s  no t  c l e a r  to  us that  that  

i s  the ca se  and some q u e s t i o n s  were r a i s e d  y e s t e r d a y  and 

I th ink  you ought to  c o n s i d e r  th o se  t o o ,  but what I th ink
i

i s  more im portant  i s  th a t  a f t e r  c a l c u l a t i n g  the c o s t s  h e re ,  

you then have to  determ ine  how many b a r r e l s  are  n e c e s s a r y  

to  r e c o v e r ,  that  i s  i f  more than the hundred that  you are 

a l lo w e d  anyway. Now the problem w ith  i t  i s  that  the way 

that  the b i l l  was w r i t t e n ,  you d o n ' t  take your c o s t s  and 

d i v i d e  through by the p r i c e  o f  o i l  that  you as a prod u cer  

r e c e i v e .  That i s  your  a c t u a l  p r i c e ,  i f  y o u ' r e  an o l d  

o i l  p rodu cer  and g e t t i n g  $5 .00  per  b a r r e l ,  you d o n ' t  d i v i d e  

through by $5 .00  to  see  how many b a r r e l s  you need to  r e c o v e r  

your c o s t s ,  but you use an oth er  deemed p r i c e  to  do t h i s ,  

and the deemed p r i c e  i s  a c q u i s i t i o n ,  t h i s  i s  Page 3, L ine 29, 

i t s  a c q u i s i t i o n  c o s t s  CIF at  w e s t c o a s t  r e f i n e r i e s  f o r  

im ported  oi . l  o f  l i k e  q u a l i  ty and then you net  t h i s  back to  

A la sk a ,  so  y o u ' r e  n ot  d o in g  i t ,  on the p r i c e  you a c t u a l l y
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receive, you're doing it or  a deemed price that you may not 

be receiving, and it seems to us this causes problems.

SENATOR HUBER - Could we at this point if it's convenient,

I wonder, Sterling isn't here, but John is and this was 

the question yesterday, I understood from the testimony 

bv the State that as of starting in December or sometime 

like that that these wells that were in economic trouble 

shall we say, that these figures that you have put in

here talking about ______ price are actually what's happened.

They are now being allowed, these higher prices on the 

producer's share, but not upon the State's royalty share.

The argument yesterday, and I think we're right into it
I

again today, is whether we're just talking about a possible 

deemed price working it back from San Francisco or whether 

we're truly talking about what they're going to get, and 

the industry said no this was unfair that wasn't what they 

were going to get,-so we're right at the nitty gritty, and.

I think you can help us John.

RICHARD KILGORE - Perhaps, Senator, I'm going to give an 

example, maybe I ought to do this and then we can talk about 

it.

SENATOR HUBER - Okay, just so that John, he wasn't here 

yesterday, so he's alerted. My stand was or what I saw 

was that you fellows put this in here because that's actually
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what the oil companies are getting, and so you were getting 

right to the nitty gritty, and they said no this is what they 

might give them, but I understood Sterling to say that this 

had actually started in December, and I don't think this 

was in testimony, I believe this was talking in the afterwards 

that it actually had started in December and the State had 

been denied that increase, but the producer's share had 

been allowed, so if that predicates it and as he goes on 

if you can straighten this out, it will help me a lot.

RICHARD KILGORE - I'd like to just give a little example 

of what we're talking about here. If we had an operating 

cost for a well or wells whatever the unit or something, 

and say $2,800 a day, and these were direct operating 

expenses defined properly however, and if you didn't get 

these revenue enough to do this, you would shut down.

Now, if one looked at the foreign price and then netted 

back to Alaska, let's say you came up with $14 just to 

make the arithmetic easy, you came up with $14. Now in 

calculating your economic limit factor here, you would 

divide through by that, and that would give you $2,800 

divided by $14 is 200 barrels a day. You're economic limit 

you could then justify is 200, rather than the 100 which 

you had presumed. That means you're getting more, but let's 

say that the producer only gets $5 a barrel for oil because 

he's receiving the old oil price in Cook Inlet. He doesn't 

bet $14, he gets $5. Well for him to actually recover the

43


