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( d )  N o  c o s t  f o r  t h e  t a x p a y e r ' s  g e n e r a l  o v e r h e a d  o r  
a d m i n i s t r a t i v e  e x p e n s e  a n d  n o  c o s t  t h a t  i s  t o  b e  a m o r t i z e d  
o r  d e p r e c i a t e d  u n d e r  s e c s .  2 5 0 - 2 6 0  o f  t h i s  c h a p t e r  m a y  b e  
i n c l u d e d  i n  t h i s  s e c t i o n .

A u t h o r i t y :  AS 4 3 . 0 5 . 0 8 0
AS 4 3 . 1 9 . 0 1 0  ( A r t .  I V ,  s e c .  
AS 4 3 . 2 1 . 0 2 0  
AS 4 ?  2 1 . 0 9 0

S e c .  240 - p. 2



P r o p o s e d  R e g u l a t i o n  9 0 0 ( 3 1 )  a n d  ( 3 2 )  s h o u l d  r e a d :

(31) " s a l e s  d e l i v e r y  p oi nt "  m e a n s

>> °™ « d e . ( l L - s f - L n g r t X s a l e r r n  E a s  s o l d  -
p o i n t  o f  d e l i v e r y  u n d e r  t h l '  t  3  c l r ?  p a r l : y *  t h e  
a g r e e m e n t  f o r  t h a t  s a l e  e x c e n ^ i n ^  l c o r > t r a c t  o r  
t o  w h i c h  S e c .  1 3 2 ( d ^  o f ' t h i s  ? h a p ? e r  a p p l i e s ; ^  3  S 3 l e

f i d e ,  a r m ' s - l e n g t h  s a l e T o ^ 1 W J t  S o l d  i n  a  b o n a
t h e  r e f i n e r y  t o  w h i c h  t h a t  n i l  • f a ^ L y ' Lh  ^ t e  o f  a n d  ^ °  W n , C h  t h a t  o l 1  u l t i m a t e l y  t r a n s p o r t e d ;

f i d e ,  a r m ’ s - l e n g t h  ^ l e ^ t o ^ t h ! ? ^  n 0 t  S ° l d  i n  a  b o n a  
d e l i v e r y  u n d e r  t h e  t e r m s  o f  l h o  T i p a r C y • t h e  p o i n t  o f  
u s e d  a s  t h e  r e f e r e n c e  f o r  r h i  ? a l e 8  c o n L r a c t  b e i n g
g a s  u n d e r  S e c s .  1 2 2  a n d  1 2 4  o f  t h i s  c h a p t e r 5  ^  t a x p a y e r ’ 

c h a p t e r .  ’ a l e s  P r » c e  i s  d e f i n e d  i n  S e c .  1 2 2  o f  t h i s

See. <)0r - p. I

AGI)



Thomas K. Williams, Commissioner

Department of Revenue
December 4, 1979

R o b e r t  M. J o h n s o n ,  D i r e c t o r  
P e t r o l e u m  R evenue  D i v i s i o n

R e q u i r e d  A n n u a l R e p o r t  
on  In com e  Tax

A t t a c h e d  f o r  y o u r  r e / l e v  and  recommended u s e  a r e  l e t t e r s  t o  t h e  L e g i s l a t u r e  
s e t t i n g  o u t  o n  a n n u a l  r e p o r t  o f  t b i  o i l  and Caa C o r p o r a t e  Incom e T ax  
r e q u i r e d  u n d e r  AS 4 3 . 2 1 . 1 1 0 ( a ) . " h e  r e p o r t  c o n s i s t s  o f  t e x t  and e 
c h a r t ,  and  s h o u l d  p r e s u m a b ly  b e  s c a t  a r o u n d  J a n u a r y  1 ,  1 9 8 0 ,  a l t h o u g h  no 
s p e c i f i c  d a t e  i s  s e t  b y  l a w .

A t ta c hm en ts

RMJ/rdo

A G O  7 8 * 8 1 2



201 £ 9 l )  A i iN U E  
ANCHU/iAGE. ALASKA '."/SOI 
( ‘HONE (907 ) 976 1363 

(907 ) 277 6627

December 3, 1979

The Honorable Clem V. Till ion 

•-'resident of the Senate 

Alaska State Legislature 

Pouch Y
duneau, Alaska 99811

Oil and Gas Corporate 

Income Tax Act

Dear Sir:

Pursuant to AS 43.21.110(a), I am transmitting to you an annual consolidated 

report of State revenues a n d  taxation policies under the Oil and Gas 

Corporate Income Tax *ct (AS 43.21).

The amounts reported here and collected during 1979 relate to obligations 

arising during Tax Year 19/8. The total amounts paid hy corporations 

under the Act and the aggregate income and deductions are set out in the 

attached chart.

With respect to policies under the Act during 1979, the Department has 

promulgated an extensive set of regulations implementing the statutes.

See, IS AAC 12.001 et seg. Modifications to certain of those regulations 

have been proposed. Audits of corporations subject to the Act have 

- o< ..prtred. Ihe Act itself is the subject of litigation in the c.r.e of 

‘<•<10 et al v. St i e, Superior Crt No. 3 AN 79-1903.

I hc.ie this information is u*.cf to you.

Sint erely.

Thomas K. Williams

Coiiuni ss ioner

At tachment 

IKW/RMJ/tdm

E 3 K v * : r $ r E

01 VISION OF PE TFtOL L'UM RE VENUE
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jxr s M '; ; ':  o. co\:r,:.cf

A l l  5. 3th A Vt NUE 
ANCMQP.AC.F ALASKA 33SUI 
PHONE 130/1 i / C  ! <63 

130/1 ? / /  !,(,?/

Oil and Gas Corporate 
Income Tax Act

Dear Sir:

Pursuant to AS 43.21.110(a), I am transmitting to you an annual consolidated 

report of State revenues and taxation policies under the Oil and Gas 
Corporate Income Tax Act (AS 43.21).

The amounts reported here and collected during 1979 relate to obligations 

arising during Tax Year 1978. The total amounts paid by corporations 

under the Act and the aggregate income and deductions are set out in the 
attached chart.

With respect to policies under the Act during 19/9, the Department has 

promulgated an extensive set of regulations implementing the statutes.

See, 15 AAC 12.001 et se<j. Modifications to certain of those regulations 
have been proposed. Audits of corporations subject to the Act have 

<r lenced. The Act itself is the subject of litigation in the rise of 

A W O  et al v. r t.»tr». Superior Crt No. 3 AN 79-1903.

I hope this information is useful to you.

Sincerely,

Ihomas K. Williams 

Commissioner

Attachment 

TKW/RMJ/t <lm

December 3, 1979

The Honorable Terry Gardiner 

Speaker of the House 

Alaska State Legislature 

Pouch Y

Juneau, Alaska 99811

A G O  7 8 5814



3.

4.

5.

1 .
2 .

6 .

7.

8 .

9.

. . A ct ivity in Thousands of Dollars

Attachment A

Gross Income 

Deductions 

Taxable Income

Total Tax 

Less:

Pa ymen t s  

Credi ts

Total Payments 
and Credi ts

Ta*es Overpaid 

(1 ine 6 - 1 irie 4)

I ess:

Amounts Applied To 

1979 Estimat d Tax

Pemainder ’■Jefunded To 

Taxpayers ( M n e  7 - line 8)

P r o du c t i o n

$5,512,723

4,605,205

$ 9 0 7 , 5 1 8

pi Deline 

52,384,714 

1 ,623,2c1

Appo r t i oned  

SI 7,305,523 

17,250,301

( D

S 751,5^3 $ 55,?22

Tota l

$25,202,960

23,473,707

$ 1 ,724,25'’

$ 170,393

172,112

2,399

175,011

4,618

( 2 )

2,277

$ 2,341

^ T h e  yross income reported in this column is total anoortionable taxable income and the 

deductions represent the amount apportioned to jurisdictions other than the State of Alaska.

( 2 )
The effective tax rate tor 1978 is 9.BHT, which is greater than the statutory rate of 9.4“,. 

Because this is so, some taxpayers reported losses in 1973. Since a carryback period is not 

available to these taxpayers at this time, the tax impact attributable to these losses will be 
realized in some period subsequent to 1978. See, A'' 43.21.020(d).



Joseph K. Donohue, Deputy Coumissloner
Department of Revenue

October 29, 1979

R o b e r t  M. J o h n s o n ,  D l r e c t o j r  
P e t r o l e u m  R ev enue  D i v i s i o n

Im p a c t  o f  A l l o w i n g  I n t a n g i b l e  
D r i l l i n g  E xp e n s e s  a s  a D i r e c t  
D e d u c t i o n

You h a v e  a s k e d  f o r  an a a l y s l s  o f  t h e  f i n a n c i a l  I m p a c t  o f  a l l o w i n g  
I n t a n g i b l e  d r i l l i n g  c o s t s  ( I D C s )  a s  a d e d u c t i o n  t o  d e r i v e  t a x a b l e  
p r o d u c t i o n  I n c ome  u n d e r  t h e  O i l  and  Gas C o r p o r a t e  I ncome  Tax  Ac t  (AS 4 3 . 2 1 ) .

As y o u  kn ow ,  d r i l l i n g  c o s t s  ( I n t a n g i b l e  o r  t a n g i b l e )  I n c u r r e d  b y  o i l  and 
g a s  p r o d u c e r s  a r e  n o t  s p e c i f i c a l l y  a l l o w e d  a s  an o p e r a t i n g  e x p e n s e  
d e d u c t i o n  1n d e r i v i n g  t a x a b l e  p r o d u c t i o n  I n c ome .  I n t a n g i b l e  d r i l l i n g  
c o s t s  a r e ,  howevf  * ,  an  a l l o w a b l e  d e d u c t i o n  u n d e r  S 2 6 3  o f  t h e  I n t e r n a l  
R e v enue  C o d e .  P.  i o r  t o  e n a c tme n t  o f  t h e  011  and  Gas C o r p o r a t e  I ncome 
T ax  (AS 4 3 . 2 1 ) ,  5 2 6 3  was I n c o r p o r a t e d  b y  r e f e r e n c e  I n t o  t h e  Ne t  I ncome 
T a x  A c t  (AS 4 3 . 2 0 )  wh i c h  a p p l i e d  t o  t h e  o i l  and  g a s  p r o d u c e r s .  T h a t  
I n c o r p o r a t i o n  b y  r e f e r e n c e  d i s a p p e a r e d  w i t h  e n a c t m e n t  o f  AS 4 3 . 2 1 .  The 
l a w  d o e s  n o t  now s p e c i f i c a l l y  a d d r e s s  I D C s ,  b u t  d o e s  p e r m i t  a s  d e d u c t i o n s  
t o  d e r i v e  o i l  and  g a s  p r o d u c t i o n  I n c ome  s u c h  I t e m s  a s  d r y  h o l e  e x p e n s e s .  
I n t e r e s t  e x p e n s e  n o t  c a p i t a l i z e d  b y  t h e  c o r p o r a t i o n  up t o  a c e r t a i n  
am o un t ,  a n d  a m o r t i z a t i o n  o f  l e a s e  a c q u i s i t i o n s .  See^, AS 4 3 . 2 1 . 0 2 0 ( b ) .
’ J n d e r  t h e  o r i g i n a l  r e g u l a t i o n s  Im p l e m e n t i n g  t h a t  p r o v i s i o n ,  " d r i l l i n g  
c o s t s *  may b e  d e d u c t e d  t o  d e r i v e  t a x a b l e  p r o d u c t i o n  I nc ome  o n l y  a s  a 
p o r t i o n  o f  a c q u i s i t i o n  and  d e v e l o p m e n t  c o s t s .  T h o s e  a l l o w a b l e  c o s t s  a r e  
l i m i t e d .  1 5  AAC 1 2 . 2 5 0  and  1 2 . 2 6 0 .  O p e r a t i n g  e x p e n s e s ,  wh i c h  a r e  
g e n e r a l l y  d e d u c t i b l e  t o  t h e  f u l l  e x t e n t  o f  t h e  e x p e n s e s  I n c u r r e d ,  e x c l u d e  
" d r i l l i n g  c o s t s . *
i

The  D e p a r t m e n t  I s  p r e s e n t l y  p r o p o s i n g  t o  p r o m u l g a t e  r e g u l a t i o n s  wh i c h  
w o u l d  a l l o w  I D C s ,  a s  a  d r i l l i n g  c o s t ,  t o  be  d i r e c t l y  d e d u c t e d  as  an 
o p e r a t i n g  e x p e n s e . ] /  Such a c h ang e  I n  r e g u l a t i o n s  w o u l d  Impose  a 
s i g n i f i c a n t  imp a c t  o n  t a x e s  r e c e i v e d .  O u r  p r e l i m i n a r y  c a l c u l a t i o n  o f  
t a x e s  p a i d  u n d e r  AS 4 3 . 2 1  I n d i c a t e s  t h a t ,  a s  an e x a m p l e ,  t h e  1 9 7 8  t a x  
b a s e  o f  $ 1 , 7 8 0 , 4 0 2 , 0 0 0  w o u l d  d r o p  b y  $ 6 7 2 , 6 5 3 , 0 0 0  o r  3 8 X . 2 /  The t a x e s  
p r o d u c e d  w o u l d  c o n s e q u e n t l y  d r o p  b y  a s i m i l a r  p e r c e n t a g e  o r  a p p r o x i m a t e l y  
$ 6 3 , 5 9 6 , 0 0 0 .  W h i l e  t h e  t a x  b e n e f i t  t o  t h e  c o v e r e d  t a x p a y e r s  i s  a 
d e c r e a s e  I n  t a x  o b l i g a t i o n s  o f  38X I n d u s t r y  w i d e ,  some t a x p a y e r s ,  d e p e n d i n g  
on  t h e i r  u n i q u e  c i r c u m s t a n c e s ,  w o u l d  s t a n d  t o  s a v e  o v e r  100X o f  t h e i r  
t a x  o b l i g a t i o n s  ( r e s u l t i n g  I n  a n e t  o p e r a t i n g  l o s s )  w h i l e  o t h e r s  wo u l d  
s e e  o n l y  u i l n o r  s a v i n g s .  Howev e r ,  a w e l y h t e d  a v e r a g e  among a l l  t a x p a y e r s  
c l e a r l y  p l a c e s  t h e  b u l k  o f  t h e  t a x  s a v i n g s  a t  b e twe e n  30  and 4 0X ,  as  
n o t e d .

4.



1/ W h e t h e r  a reg ul at io n alone can permit this c ha ng e 1s the subje ct  of 

an opi ni on request to the A t t o rn ey  General.

2/ Because o f  the n at ur e o f  reporting taxes, the estimates o f  IDCs are 

based o nl y  on those re por te d under development c o s t  deductions. 15 A AC  12.260. 

Th er e also may be IDCs c la i me d under the present a cquisition cost deductions 

(15 A A C  12.250) but these figures cannot be r ea dil y extracted. Ho wever, 

f or  purposes o f  c a l c u l at i ng  Impact, the pe rce nt ag e figures, ratios and 

ad ju st ed  tax recei pt s w o u l d  remain about the sam e as estimated o r  wo ul d 

s h o w  a s lightly g r e a t e r  be n ef it  for the taxpayer. _  ______________________ ____________
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•ALASKA STATE LEGISLATURE - HOUSE OF REPRESENTATIVES

F e b r u a r y  4 ,  1 9 8 0

T h o m a s  K. W i l l i a m s ,  C o m m i s s i o n e r  

D e p a r t m e n t  o f  R e v e n u e  

P o u c h  S

J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  * o m :

We a r e  v e r y  c o n c e r n e d ,  a s  y o u  k n o w ,  o v e r  t h e  p r o p o s e d  c h a n c e s  
t o  t h e  r e g u l a t i o n s  o n  t h e  O i l  a n d  G a s  C o r p o r a t e  I n c o m e  T a x  
( 1 5  AAC 1 2 ) .  We u r g e  y o u  t o  p o s t p o n e  a n y  a c t i o n  o n  t h e s e  
r e g u l a t i o n  c h a n g e s  u n t i l  w e  h a v e  h a d  m o r e  t i m e  t o  r e v i e w  
t h e m .  O u r  s p e c i f i c  c o n c e r n s  a r e  t h e  p r o p o s e d  c h a n g e s  t o  
s e c t i o n s  2 4 0 ,  2 5 0  a n d  2 6 0 ,  w h i c h  p r o v i d e  f o r  t h e  d i r e c t  
d e d u c t i o n  o f  d r i l l i n g  c o s t s  a s  o p e r a t i n g  c o s t s .  We a r e  a l s o  
c o n c e r n e d  a b o u t  a l l o w i n g  m e t h o d s  o t h e r  t h a n  u n i t - o f - p r o d u c t i o n  
d e p r e c i a t i o n ,  w h i c h  i s  t h e  m e t h o d  s p e c i f i c a l l y  m e n t i o n e d  i n  
t h e  s t a t u t e s .

D u r i n g  d e l i b e r a t i o n s  o v e r  t h e  O i l  a n d  G a s  C o r p o r a t e  I n c o m e  
T a x  l e g i s l a t i o n ,  t h e  D e p a r t m e n t  o f  R e v e n u e  r e l i e d  o n  w o r k  b y  
J e r o m e  M.  Z e i f m a n  a n d  K e n n e t h  G .  A i n s w o r t h .  I n  t h e i r  J a n u a r y  
1 9 7 7  r e p o r t  e n t i t l e d  T h e  T a x a t i o n  o f  t h e  P e t r o l e u m  I n d u s t r y  
U n d e r  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 , z i e f m a n  a n d  A i n s w o r t h  
c i t e  t w o  m a j o r  p r o b l e m s ^  T h e  f i r s t  w a s  w h a t  t h e y  c a l l e d  a n  
" e r o d e d  t a x  b a s e " .  T h i s  w a s  d u e  t o  F e d e r a l  t a x  s u b s i d i e s  
h i s t o r i c a l l y  p r o v i d e d  t o  t h e  p e t r o l e u m  i n d u s t r y .  T h e  s e c o n d  
p r o b l e m  w a s  t h a t  A l a s k a  w a s  u s i n g  a n  a p p o r t i o n m e n t  f o r m u l a ,  
w h i c h  d i d  n o t  f a i r l y  r e f l e c t  t h e  t r u e  a m o u n t  o f  b u s i n e s s  
b e i n g  d o n e  i n  t h e  s t a t e .

B o t h  t h e s e  p r o b l e m s  s t e m m e d  f r o m  t h e  f a c t  t h a t  A l a s k a  h a d  
d e l e g a t e d  t o  C o n g r e s s  t h e  r e s p o n s i b i l i t y  f o r  d e t e r m i n i n g  t h e  
c o r p o r a t e  i n c o m e  t a x  b a s e .  B y  a d o p t i n g  c e r t a i n  p r e c i s i o n s  
o f  t h e  I n t e r n a l  R e v e n u e  C o d e ,  t h e  S t a t e  w a s  i n a d v e r t a n t l y

P O U C H  V.  J U N L A U .  A L A S K A  99811
R E P R E S E N T A T I V E  J O E  M C K I N N O N

R e :  P r o p o s e d  c h a n g  i s  t o  1 5  AAC 1 2 ;
r e g u l a t i o n s  o n  t h e  O i l  a n d  G a s  
C o r p o r a t e  I n c o m e  T a x

AGO 785828



Thomas K. Williams
February 4, 1980
Page Two

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

m o s t  n o t a b l e  o f  t h e s e ,  as Z i e f m a n  a n d  A i n s w o r t h  p o i n t e d  o u t ,  

w a s  t h e  " e x p e n s i n g  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 . "  F u r t h e r ­
m o r e ,  b y  a d o p t i n g  a n  a p p o r t i o n m e n t  f o r m u l a  b a s e d  o n  t h e  

U n i f o r m  D i v i s i o n  o f  I n c o m e  f o r  T a x  P u r p o s e s  A c t ,  t h e  S t a t e  

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

t r u l y  r e f l e c t e d  t h e i r  p r o f i t s  m a d e  in t h e  S t a t e .  T h e  e f f e c t ,  
a s  s t a t e d  b y  R i c h a r d  K i l g o r e  o f  t h e  W a l t e r  J. L e v y  C o n s u l t a n t s  

C o r p o r a t i o n  b e f o r e  a j o i n t  H o u s e - S e i . a t e  R e s o u r c e s  C o m m i t t e e  

h e a r i n g  o n  M a r c h  21, 1 9 7 7 ,  w a s  "an e f f e c t i v e  r a t e  o f  t a x a t i o n  
i n s t e a d  o f  s o m e t h i n g  l i k e  9 . 4 %  a r a t e  o f  t a x a t i o n ,  r o u g h l y  a 
q u a r t e r  o f  t h a t ,  t w o  t o  t w o  a n d  a h a l f  p e r c e n t . "

T h a t  t h e  i n t e n t  o f  S C S  C S H B  32 2 w a s  to s o l v e  b o t h  o f  t h e s e  

p r o b l e m s  is c l e a r .  In a l e t t e r  d a t e d  J u l y  5, 1 9 7 8  to t h e  

H o u s e  S p e a k e r  a n d  S e n a t e  P r e s i d e n t ,  G o v e r n o r  H a m m o n d  w r o t e :

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

t a x  r a t e  s u b s t a n t i a l l y  b e l o w  t h e  n o m i n a l  t a x  r a t e  of 

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

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

s a m e  a s s e t s  in t h e  s t a t e .  T h e  p a s s a g e  o f  t h i s  b i l l  

c u l m i n a t e s  t h r e e  y e a r s  o f  j o i n t  e f f o r t  b y  t h e  e x e c u t i v e  

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

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

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

tax  b u r d e n .  ( 1 9 7 8  H o u s e  J o u r n a l  F i n a l  S u p p l e m e n t ,  p.

T o  n o w  r e i n c o r p o r a t e  t h e  " f e d e r a l l y  a v a i l a b l e  t a x  l o o p h o l e "  
o f  e x p e n s i n g  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  b y  r e g u l a t i o n  
a p p e a r s  t o  b e  d i r e c t l y  i n  c o n f l i c t  w i t h  t h e  i n t e . t  o f  AS 
4 3 . 2 1 .  ( c h  1 1 0  S L A  1 9 7 8 ) .

P l u s ,  t h e  f a c t  t h a t  t h i s  p r o p o s e d  c h a n g e  t o  t h e  r e g u l a t i o n s  
i s  o f  q u e s t i o n a b l e  l e g a l i t y  i s  e v i d e n t  i n  t h e  r e q u e s t  f o r  a 
l e g a l  o p i n i o n  f r o m  J o s e p h  K .  D o n o h u e ,  D e p u t y  C o m m i s s i o n e r  o f  
R e v e n u e  t o  W i l s o n  C o n d o n ,  D e p u t y  A t t o r n e y  G e n e r a l ,  d a t e d  
N o v e m b e r  2 ,  1 9 7 9 .  T h e  J e p a r t m e n t  o f  R e v e n u e  c l a i m s  t h e  
q u e s t i o n  o f  l a w  c e n t e r s  a r o u n d  a n  i n t e r p r e t a t i o n  o f  AS 
4 3 . 2 1 . 0 2 0 ( c ) ( 4 ) ,  w h i c h  d e f i n e s  o p e r a t i n g  e x p e n s e s  a l l o w e d  a s  
d i r e c t  d e d u c t i o n s .  U n d e r  AS 4 3 . 2 1 . 0 2 0 ( c ) ( 4 ) ,  t h e r e  i s  n o  
s p e c i f i c  r e f e r e n c e  t o  d r i l l i n g  c o s t s .  T h e  D e p a r t m e n t  h a s  
a p p a r e n t l y  m i s t a k e n l y  c o n c l u d e d  t h a t  i f  d r i l l i n g  c o s t  a r e  
n o t  i n d i r e c t  c o s t s ,  t h e y  m a y  b e  d e d u c t e d .
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W e  w o u l d  l i k e  t o  b r i n g  to  t h e  D e p a r t m e n t ' s  a t t e n t i o n  A S  

4 3 . 2 1 . 0 2 0 ( c ) ( 8 )  w h i c h  p r o v i d e s  t h e  o n l y  r e f e r e n c e  in t h e  

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

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

a l l o w e d  a s  d i r e c t  d e d u c t i o n s .  W e  e m p h a s i z e  h e r e  t h a t  t h i s  

a p p l e s  o n l y  t o  " d r y  h o l e "  c o s t s  a n d  n o t  d r i l l i n g  c o s t s  p e r  
se.

R e t u r n i n g  t o  t h e  l e g i s l a t i v e  h i s t o r y  o n  t a x e s  in g e n e r a l ,  it 

is c l e a r  t h a t  S C S  C S H B  322 w a s  n o t  t h e  f i r s t  a t t e m p t  t o  r i d  

t h e  s t a t e  t a x  b a s e  o f  " f e d e r a l l y  a v a i l a b l e  t a x  l o o p h o l e s . "
O n  F e b r u a r y  25, 1 9 7 5 ,  G o v e r n o r  Ha mn  . w r o t e  to t h e  H o u s e  
S p e a k e r  r e g a r d i n g  H B  208:

I a m  s u b m i t t i n g  t h i s  b i l l  foi t h e  p u r p o s e  o f  c l o s i n g  

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

th e e x e m p t i o n s  f o r  d o m e s t i c  i n t e r n a t i o n a l  s a l e s  c o r p o r ­

a t i o n s  (DISC) , a n d  w o u l d  p l a c e  a l i m i t  o n  t h e  a m o u n t  o f  
i n v e s t m e n t  c r e d i t  fo r A l a s k a  i n c o m e  t a x  p u r p o s e s .
( 1 9 7 5 H o u s e  J o u r n a l  2 9 5 ) .

A f t e r  t h e  p a s s a g e  o f  C S H B  20 8 (Fi .. lm S (ch 1 53  S L A  1 9 7 5 ) ,  

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

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

f r o m  t h e  c u r r e n t  l a w s u i t  o v e r  A S  4 3 . 2 1 .  W e  b e l i e v e  t h a t  

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

r e v e n u e .  W e  r e m i n d  y o u  o f  t u a  l e t t e r  t h e  A t t o r n e y  G e n e r a l  

v r o t e  to G o v e r n o r  H a m m o n d  o n  J u n e  22, 197 8,  in w h i c h  A v r u m  
G r o s s  c o n c l u d e d ,  t h a t :

W e  h e r e f o r e  s i m p l y  r e i t e r a t e  o u r  a j\ i c e  t o  t h e  D e p a r t ­

m e n t  o f  R e v e n u e  a n d  s t a t e  t h a t ,  in o u r  v i e w  t h e r e  a r e  

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

to  t h e  i m p l e m e n t a t i o n  o f  t h e  n e w  i n c o m e  tax.

I t h i n k  y o u  c a n  u n d e r s t a n d  o u r  c o n c e r n s .  W e  a r e  a v a i l a b l e  

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

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

s t a n t i v e  l e g a l  p o i n t s  c o n c e r n i n g  t h e  l a w s u i t  e v e r  A S  4 3 . 2 1 .  

P l e a s e  s e n d  u s  a c o p y  o f  t h e  l a t e s t  a n n u a l  c o n s o l i d a t e d
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r e p o r t  o f  s t a t e  r e v e n u e s  a n d  t a x a t i o n  p o l i c i e s  r e q u i r e d  
u n d e r  A S  4 3 . 2 1 . 1 1 0 .

S i n c e r e l y ,

J o e  M c K i n n o n

cc: J o s e p h  K. D o n o h u e ,  D e p u t y  C o m m i s s i o n e r  o f  R e v e n u e

R o b  J o h n s o n ,  D i r e c t o r ,  D i v .  o f  P e t r o l e u m  R e v e n u e  
R e p r e s e n t a t i v e  T e r r y  G a r d i n e r  

R e p r e s e n t a t i v e  R u s s  M e e k i n s
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Dl VISION OF PETROLEUM REVENUE

201 E. 9rh A VENUE 
ANCHORAGE. ALASKA 99501 
PHONE (907) 276 1363 

(907) 277 5627

January 31, 1980

The Honorable Joseph H. McKinnon 

Alaska House of Representatives 
Pouch Y, State Capitol 

Juneau, Alaska 99811

Attn: Bob Williams Re: Income Tax Regulations

Dear Sir:

Attached as requested by your staff is a copy of statements submitted 

by the petroleum industry at recent hearings on Oil and Gas Corporate 
Income Tax regulations.

Sincerely,

Attachments

RMJ/rdm
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C o m m e n t s  B y  M a r k  I . H a z e l w o o d  

O n  B e h a l f  o f  t h e  A l a s k a  O i l  a n d  G a s  A s s o c i a t i o n  

A t  H e a r i n g s  O n  P r o p o s e d  A l a s k a  O i l  a n d  G a s  C o r p o r a t e

In c o m e  T a x  R e g u l a t i o n s  

A n c h o r a g e , A l a s k a  

J a n u a r y  2 A ,  1 9 8 0

M y  n a m e  i s  M a r k  L .  H a z e l w o o d  a n d  I a m  a n  a t t o r n e y  i n  t h e  T a x  

D e p a r t m e n t  o f  A t l a n t i c  R i c h f i e l d  C o m p a n y , I h a v e  b e e n  r e q u e s t e d  

b y  t h e  A l a s k a  O i l  a n d  G a s  A s s o c i a t i o n  ( AOGA )  t o  p r e s e n t  t h e  

A s s o c i a t i o n ' s  v i e w s  r e g a r d i n g  t h e  p r o p o s e d  r e g u l a t i o n s  i s s u e d  

b y  t h e  D e p a r t m e n t  o f  R e v e n u e  o n  D e c e m b e r  1 7 ,  1 9 7 9  t o  a m e n d

E X I S T I N G  R E G U L A T I O N S  U N D E R  C H A P T E R  2 1  O F  T l T L E  A 3  O F  T H E

A l a s k a  S t a t u t e s , t h e  A l a s k a  O i l  a n d  G a s  C o r p o r a t e  In c o m e  T a x .

I n a s m u c h  a s  t h e  A l a s k a  i n c o m e  t a x  h a s  a  s i g n i f i c a n t  i m p a c t  o n

O U R  i n d u s t r y ' s  A C T I V I T I E S  i n  T H E  S T A T  W E  T R L  r T H A T  O U R  T E S T ­

I M O N Y  A T  T H I S  H E A R I N G  W I L L  E V I D E N C E  O U R  C O N T I N U I N G  I N T E R E S T  

A N D  C O N C E R N  N O T  O N L Y  W I T H  R E S P E C T  T O  T H E  S U B J E C T  M A T T E R  C O V E R I D  

IN T H E  P R O P O S E D  R E G U L A T I O N S  B U T  A L S O  A L L  O T H E R  A S P E C T S  O F  T H E  

O I L  A N D  G A S  C O R P O R A T E  I N C O M E  T A X .

AOGA R E C O G N I Z E S  T H E  D I F F I C U L T I E S  A S S O C I A T E D  W I T H  I M P L E M E N T I N G  

T H I S  T A X  L A W ,  C O N S I D E R I N G  I TS  U N I Q U E  A N D  C O M P L E X  N A T U R E ,  A N D  

C O M M E N D S  Y O U R  E F F O R T S  T O  D R A F T  A N D  A D O P T ,  W I I H I N  T H E  P A R A M E T E R S  

O F  T H E  F.X I S TI N G  L A W ,  W E L L - R E A S O N E D  R E G U L A T I O N S .  Wr. W E L C O M E  

T H E  O P P O R T U N I T Y  T O  P R E S E N T  O U R  V I E W S  A T  T H I S  H E A R I N G  A N D  H O P E  

T H A T  O U R  C O M M E N T S  A N D  S U G G E S T I O N S  W I L L  B E  O F  A S S I S T A N C E  TO T H E
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Department in promulgating  f in a l  r e g u l a t io n s ,

T h e  A s s o c i a t i o n , b y  p a r t i c i p a t i n g  i n  t h i s  h e a r i n g , d o e s  n o t

C O N C E D E ,  H G . . - V E R ,  T H A T  T H E  C O R P O R A T E  I N C O M E  T A X  L A W  A S  E N ­

A C T E D  i n  C h a p t e r  2 1  is c o n s t i t u t i o n a l  o r  o t h e r w i s e  l e g a l  

In  o u r  o p i n i o n , C h a p t e r  2 1  a s  e n a c t e d  i s  u n c o n s t i t u t i o n a l

B E C A U S E  IT R E S U L T S  IN I 1 P E R M I S S I B L E  D U P L I C A T I V E  T A X A T I O N  A N D  

A N  I M P R O P E R  B U R D E N  O N  I N T E R S T A T E  C O M M E R C E  IN V I O L A T I O N  O F  T H E

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

i t  v i o l a t e s  t h e  r e s t r i c t i o n s  o n  e x t r a t e r r i t o r i a l  t a x a t i o n

E M B O D I E D  IN T H E  D U E  P R O C E S S  C L A U S E  OF T H E  F O U R T E E N T H  A M E N D M E N T  

O F  T H E  I'm  i T E D  S T A T E S  C O N S T I T U T I O N  A N D  A R T I C L E  I, S E C T I O N  7  O F  T H E

A l a s k a  C o n s t i t u t i o n . F u r t h e r m o r e , we b e l i e v e  C h a p t e r  2 1  u n l a w f u l l y

D I S C R I M I N A T E S  A G A I N S T  M E M B E R S  O F  T H I S  A S S O C I A T I O N  B Y  S U B J E C T I N G  

T H E M  T O  A  M E T H O D  OF T A X A T I O N  M O R E  B U R D E N S O M E  T H A N  T H A T  I M P O S E D  O N  

A N Y  O T H E R  I N D U S T R Y  IN T H E  S T A T E  T H E R E B Y  V I O L A T I N G  T H E  E Q U A L  P R O ­

T E C T I O N  o f  t h e  L a w s  a n d  t h e  D u e  P r o c e s s  C l a u s e s  o f  t h e  

U n i t e d  S t a t e s  a n d  A l a s k a  C o n s t i t u t i o n s . A c c o r d i n g l y , o u r

C O M M E N T S  A N D  S U G G E S T I O N S  A R E  O F F E R E D  W I T H  T H E  U N D E R S T A N D I N G  

T H A I  P A R T I C I P A T I O N  IN T H I S  H E A R I N G  W I L L  N O T  P R E J U D I C E  A N Y  

R I G H T S  O F  T H E  A S S O C I A T I O N  O R  A N Y  O F  I T S  M E M B E R S  IN A N Y  C O U R T  

O R  O T H E R  P R O C E E D I N G  T O  C O N T E N D  T H A T  C H A P T E R  2 1  A N D  T H E  R E G ­

U L A T I O N S  A D O P T E D  P U R S U A N T  T H E R E T O  A R E  U N C O N S T I T U T I O N A L  O R  

I N V A L I D .
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A O G A ' s  O B J E C T I V E  A T  T H I S  H E A R I N G  IS T O  A S S I S T  T H E  D E P A R T M E N T  

IN T H E  D E V E L O P M E N T  O F  R E G U L A T I O N S  W H I C H  (1) W O U L D  R E S U L T  IN A  

F A I R  A N D  E Q U I T A B L E  I N T E R P R E T A T I O N  O F  T H E  S T A T U T E  C O N S I S T E N T  

W I T H  L E G I S L A T I V E  I N T E N T ,  (2) W O U L D  P R O M O T E  E A b E  O F  A D M I N I S T R A T I O N  

T O  A L L O W  E A C H  T A X P A Y E R  T O  D I S C H A R G E  I T S  I N C O M E  T A X  L I A B I L I T Y  

W I T H  A  R E A S O N A B L E  D E G R E E  O F  C E R T A I N T Y  B A S E D  O N  I N F O R M A T I O N  

A V A I L A B L E  T O  T H E  T A X P A Y E R  A N D  (3)  W O U L D  A V O I D  T H E  P R O S P E C T  

O F  F U R T H E R  C O N T R O V E R S Y  B E T W E E N  O U R  I N D U S T R Y  A N D  T H E  S T A T E  O F

A l a s k a .

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

S U G G E S T E D  C H A N G E S  P E R T A I N I N G  T O  S P E C I F I C  S E C T I O N S  O F  T H E  P R O ­

P O S E D  R E G U L A T I O N S .  V/E D P  N O T  I N T E N D ,  H O W E V E R ,  T O  A D D R E S S  IN 

O U R  O R A L  T E S T I M O N Y  S U G G E S T E D  W O R D  C H A N G E S  W H I C H  A R E  B E L I E V E D  

N O T  T O  B E  O F  A  C O N T R O V E R S I A L  O R  S U B S T A N T I V E  N A T U R E .

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

L I K E  TO M A K E  T W O  C O M M E N T S  R E L A T I V E  T O  O U R  O V E R A L L  A S S E S S M E N T  

O F  T H E  P R O P O S E D  R E G U L A T I O N S .  F l R S T ,  AOGA IS DE I P L Y  C O N C L R N k l )

A B O U T  C E R T A I N  P R O P O S E D  C H A N G E S  T O  T H E  D E T E R M I N A T I O N  O F  G R O S S  V A L U E  

A T  T H E  P O I N T  O F  P R O D U C T I O N  F O R  A  T A X P A Y E R ' S  O I L  A N D  G A S .  I H E  

P R O P O S E D  R E G U L A T I O N S  P R E S E N T  S E R I O U S  Q U E S T J C . I S  C O N C E R N I N G  (1)

T H E  C O N C E P T  O F  P R E V A I L  INC. V A L U E  A S  E M P L O Y E D  B Y  T H E  D E P A R T M E N T  

E S P E C I A L L Y  W I T H  R L S P L C T  10 I T S  S C O P E  O F  A P P U C A T  I O N ,  A N D  (2)

T H E  P O T E N T I A L  T A X A T I O N  O F  A R T I F I C I A L L Y  C R E A T E D  I N C O M E  IN C O N ­

T R A V E N T I O N  O F  W I L L - E S T A B I  1 S H E D  P R I N C I P L E S  O F  S T A I L  I N C O M E
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T A X A T I O N .  S u c h  s e r i o u s  q u e s t i o n s , i f  l e f t  u n a d d r e s s e d , i n ­

v i t e  C O N T R O V E R S Y  A N D  I N C R E A S E  T H E  P O T E N T I A L  O F  F U T U R E  L I T I G A T I O N .

W e  B E L I E V E  C H A N G E S  C A N  B E  MADF. T O  E L I M I N A T E  T H E S E  P O T E N T I A L  

P R O B L E M S  IN A  M A N N E R  W H I C H  IS C O N S I S T E N T  W I T H  T H E  U N D E R L Y I N G  

I N T E N T  O F  T H E  S T A T U T E  A N D  W I T H  T H E  B E S T  I N T E R E S T S  O F  B O T H  T H E

S t a t e  a n d  o u r  i n d u s t r y .

S e c o n d , AOGA i s  e n c o u r a g e d  b y  t h e  D e p a r t m e n t ' s  a c t i o n  i n  p r o ­

p o s i n g  R E G U L A T I O N S  W H I C H  S P E C I F I C A L L Y  A U T H O R I Z E  D E D U C T I O N S  

F R O M  B O T H  G R O S S  P R O D U C T I O N  I N C O M E  A N D  P I P E L I N E  O P E R A T I N G  

R E V E N U E S  S I M I L A R  T O  D E D U C T I O N S  A L L O W E D  T A X P A Y E R S  U N D E R  C H A P T E R

2 0 ,  T i t l e  A 3  o f  t h e  A l a s k a  S t a t u t e s . T h i s  i s  c o n s i s t e n t  w i t h

T H E  S T A T U T E  A N D  R E P R E S E N T S  A  S 1 G N I C I C A N T  S T E P  T O W A R D  M I T I G A T I N G  

T H E  D I S C R I M I N A T O R Y  T A X A T I O N  TO W H I C H  t h e  O I L  A N D  G A S  I N D U S T R Y  

C U R R E N T L Y  IS S U B J E C T E D  E V E N  THOUGH S U C H  P R O P O S A L S  A F F E C T  

O N L Y  T H E  T I M I N G  O F  P A Y M E N T  B U T  N O T  T H E  T O T A L  A M O U N T  O F  T A X E S  

U L T I M A T E L Y  T O  B E  P A I D  TO T H E  S T A T E  O F  A L A S K A .

F o r  T H E  C O N V E N I E N C E  O F  T H E  D E P A R T M E N T ,  W E  W O U L D  L I K E  TO P R E S E N T  

C O P I E S  O F  O U R  S U G G E S T E D  C H A N G E S  T O  T H E  P R O P O S E D  R E G U L A T I O N S  A T

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

C O N C L U S I O N  O F  T H I S  P R E S E N T A T I O N .

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

L I K E  T O  B E G I N  O U R  D E T A I L E D  T E S T I M O N Y  W I T H  S E C T I O N  1 2 0 ,  " V A L U E

a t  t h e  P o i n t  o f  P r o d u c t i o n ."
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SECIIflU2C

We b e l i e v e  t h a t  s u b s e c t i o n  (a ) o f  s e c t i o n  120 is

N O T  N E C E S S A R Y  A N D  IS S O M E W H A T  M I S L E A D I N G  A N D  C O N F U S I N G  IN 

T I E  C O N T E X T  O F  A N  I N C O M E  T A X .  A C C O R D I N G L Y ,  W E  A R E  S U G G E S T I N G  

T H A T  IT B E  D E L E T E D  A N D  T H E  S U B S E Q U E N T  S U B S E C T I O N S  R E - L E T T E R E D .

T h e  G E N E R A L  A P P R O A C H  O F  T H E  R E G U L A T I O N S  IS T O  B E G I N  W I T H  

T H E  P R I C E  O R  O T H E R  V A L U E  IN T H E  M A R K E T  A N D  N E T  B A C K  T O  T H E  

P O I N T  O F  P R O D U C T I O N  B Y  A N  A L L O W A N C E  F O R  T R A N S P O R T A T I O N  C O S T S  

A N D ,  IN T H E  C A S E  O F  G A S ,  C E R T A I N  O T H E R  C O S T S .  S U B S E C T I O N  ( b ) O F  

T H E  P R O P O S E D  R E G U L A T I O N S  R E F L E C T S  T H I S  G E N E R A L  A P P R O A C H  W H E R E  

T H E  V A L U E  IS B A S E D  O N  T H E  S A L E S  P R I C E .  In  T H E  D E P A R T M E N T ' S  

P R O P O S E D  R E G U L A T I O N S ,  P R E V A I L I N G  V A L U E  A T  T H E  P O I N T  O F  U S E  

M A Y  B E  S U B S T I T U T E D  F O R  S A L E S  P R I C E  U N D E R  C E R T A I N  C I R C U M S T A N C E S .  V/E 

H E L ’E V E  T H A T  A P P R O P R I A T E  L A N G U A G E  S H O U L D  B E  I N S E R T E D  I N  P A R A G R A P H

( 1 )  T O  R E F L E C T  T H E  N E T B A C K  C O N C E P T  IN S I T U A T I O N S  W H E R E  P R E V A I L I N G  

V A L U E  S3 U S E D .  O U R  S U G G E S T E D  L A N G U A G E  IS C O N T A I N E D  IN T H E  I N D U S T R Y  

D R A F T  Y O U  H A V E  B E F O R E  Y O U ,

A  B R I E F  E X P L A N A T I O N  O F  O U R  S U G G E S T E D  L A N G U A G E  IS IN

o r d e r . U n d e r  t h e  p r o p o s e d  r e g u l a t i o n s , p r e v a i l i n g  v a l u e  i s

D E T E R M I N E D  A T  T H E  P O I N T  O F  U S E  O F  T H E  O I L  IN T H E  R E F I N I N G  P R O C E S S .

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

T H E  P O I N T  O F  P R O D U C T I O N  T O  T H E  P O I N T  O F  U S E .  It  W I L L  N O T  A L W A Y S  

B E  T R U E  T H A T  T H E  P O I N T  O F  D E L I V E R Y  B Y  T H E  S E L L E R  W I L l  B E  T H E  P O I N T
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O F  U S E .  T H U S ,  IT IS N E C E S S A R Y  T H A T  T H E  R E A S O N A B L E  C O S T S  O F  

T R A N S P O R T A T I O N  A D J U S T M E N T  B E  W O R D E D  T O  R E F L E C T  A  P R O P E R  

A L L O W A N C E  F O R  A L L  T R A N S P O R T A T I O N ,  W H E T H E R  P A I D  F O R  B Y  T H E  

S E L L E R  O R  A N O T H E R  P A R T Y .  A  S I M P L E  E X A M P L E  W I L L  I L L U S T R A T E .

IN A  T H I R D  P A R T Y  S A L E  C A L L I N G  F O R  D E L I V E R Y  A T  T H E  P O R T  O F

V a l d e z  t h e  p r i c e  t h e  p u r c h a s e r  w o u l d  p a y  w o u l d  t a k e  i n t o

A C C O U N T  H I S  C O S T  O F  T R A N S P O R T A T I O N  F R O M  T H A T  P O I N T  T O  T H E  

I N L E T  O F  T H E  R E F I N E R Y .  L I M I T I N G  T H E  C O S T  O F  T R A N S P O R T A T I O N  

A D J U S T M E N T  T O  T R A N S P O R T A T I O N  F R O M  T H E  W E L L  T O  V A L D E Z  C L E A R L Y  

W O U L D  N O T  A D E Q U A T E L Y  R E F L E C T  A L L  T R A N S P O R T A T I O N  C O S T S  F R O M  

T H E  P O I N T  O F  P R O D U C T I O N  T O  T H E  I N L E T  O F  T H E  R E F I N E R Y .  W e  

B E L I E V E  T H E  S U G G E S T E D  L A N G U A G E  W I L L  A P P R O P R I A T E L Y  P E R M I T  A  

P R O P E R  A D J U S T M E N T  F O R  A L L  T R A N S P O R T A  ION.

T h e  t a x  i m p o s e d  u n d e r  C h a p t e r  2 1  is g e n e r a l l y  r e c o g n i z e d

A S  A N  I N C O M E  T A X .  W e  S E E  N O  R E A S O N  O R  S T A T U T O R Y  B A S I S  F O R  

T H E  F L O O R  I N S E R T E D  A S  P A R A G R A P H  ( 2) IN T H E  P R O P O S E D  R E G U L A T I O N .

W e  F U R T H E R  B E L I E V E  T H A T  I T S  I N C L U S I O N  W O U L D  R A I S E  S E R I O U S  C O N S T I T U ­

T I O N A L  I M P L I C A T I O N S  IN V I E W  O F  T H E  N A T U R E  O F  T H I S  T A X .

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

W e  t u r n  n o w  t o  o n e  o f  t h e  m o s t  i m p o r t a n t  p a r t s

O F  O U R  P R E S E N T A T I O N  T O D A Y ,  N A M E L Y  T H E  C O N C E P T  O F  P R E V A I L I N G

V A L U E  A N D  I T S  P L A C E ,  IF A N Y ,  IN T H E  A D M I N I S T R A T I O N  O F  A N

I N C O M E  T A X  L A W .  S U B S E C T I O N  ( C )  O F  T H E  P R O P O S E D  R E G U I  A T I O N S  A D D R E S S E S

T H r Q U E S T I O N  O F  W H E N  P R E V A I L I N G  V A L U E  A P P L I E S ,

W E  C A N N O T  U R G E  T O O  S T R O N G L Y  O U R  B E L I E F  T H A T  P R E V A I L I N G  V A L U E

A S  A  C O N C E P T  H A S  N O  P L A C E  IN I N C O M E  T A X  L A W ,  T H E  T A X ,  U N D E R  C H A P T E R
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2 1 ,  W H I C H  IS I M P O S E D  A S  A N  I N C O M E  T A X ,  M U S T  B E  u n S E D  IN A L L  

I N S T A N C E S  O N  I N C O M E  A C T U A L L Y  R E A L I Z E D  B Y  T H E  T A X P A Y E R  A N D  

N O T  O N  A R T I F I C I A L L Y  C R E A T E D  I N C O M E .  W e  A R E  P A R T I C U L A R L Y  

C O N C E R N E D  A B O U T  T H E  A P P L I C A T I O N  O F  A N Y  S U C H  S T A N D A R D  A 3  

P R E V A I L I N G  V A L U E  O N  A  H I N D S I G H T  B A S I S  Y E A R S  A F T E R  T H E  F a C T ,

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

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

D E F I N E D  P A T T E R N .  W E  B E L I E V E  T H A T  A N Y  S I G N I F I C A N T  R E L I A N C E  

O N  P R E V A I L I N G  V A L U E  R A I S E S  S U B S T A N T I A L  C O N S T I T U T I O N A L  Q U E S T I O N S .

T h e  A s s o c i a t i o n  r e c o g n i z e s , h o w e v e r , t h a t  t h e  

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

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

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

O P T I O N S  A F F O R D E D  B Y  T H E  G O V E R N I N G  L E G I S L A T I O N  IS T O  C O N S I D E R  

P R E V A I L I N G  P R I C E  O R  V A L U E .  I f  P R E V A I L I N G  V A L U E  IS T O  B E  

R E C O G N I Z E D  IN T H E  R E G U L A T I O N S  A T  A L L ,  I T S  U S E  S H O U L D  B E  O N  

A N  E X C E P T I O N  B A S I S  O N L Y .  W e A R E  C O N C E R N E D ,  H O W E V E R ,  T H A T  

Y O U R  L A N G U A G E  M A Y  B E  A P P L I E D  I N D I S C R I M I N A T E L Y  A N D  R E S U L T ,

F O R  E X A M P L E ,  IN T H E  E X A M I N A T I O N  O F  E V E R Y  T R A N S A C T I O N  A G A I N S T  

A  H Y P O T H E T I C A L  P R E V A I L I N G  V A L U E  S T A N D A R D .  T H E  R E S U L T  W O U L D  

B E  E N D L E S S  D I S P U T E S  W I T H  T A X P A Y E R S  O N  A  T R A N S A C T I O N  B Y  

T R A N S A C T I O N  B A S I S  I R R E S P E C T I V E  O F  W H E T H E R  T H E  T A X P A Y E R  H A S  

F U L L Y  A N D  C O R R E C T L Y  R E C O R D E D  A N D  R E P O R T E D  I T S  R E A L I Z A T I O N  

F R O M  T H E  T R A N S A C T I O N .

T h e  P R O P O S E D  R E G U L A T I O N S  R E L Y  O N  a  T W O  P A R T  I E S T ,  W H I C H
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I N V O L V E S  (1 ) A  P R I C E  S U B S T A N T I A L L Y  L O W E R  T H A N  T H E  D E P A R T M E N T ' S  

D E T E R M I N A T I O N  O F  P R E V A I L I N G  V A L U E  A T  T H E  P O I N T  O F  U S E  A N D

( i l )  T H E  E X I S T E N C E  O F  O N E  O F  F O U R  C O N D I T I O N S .  W e  D O  N O T  

B E L I E V E  T H A T  T H E  F I R S T  T H R E E  C O N D I T I O N S  R E P R E S E N T  R E A L I S T I C

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

Y O U R  P R O P O S A L  W I L L ,  IN A P P L I C A T I O N ,  C A U S E  Y O U R  A U D I T O R S  T O  

T E S T  T R A N S A C T I O N S  A G A I N S T  T H E  P R E V A I L I N G  V A L U E  S T A N D A R D  A N D  

T H E N  T O  D E T E R M I N E  W H E T H E R  O N E  O F  T H E  F O U R  C O N D I T I O N S  A P P L I E S  

O R  M I G H T  A P P L Y .  T H I S  A P P R O A C H  IS U N R E A L I S T I C  A N D  S H O U L D  B E  

O F  A D M I N I S T R A T I V E  C O N C E R N  TO T H E  D E P A R T M E N T .

T h e  A s s o c i a t i o n  i s  c o n v i n c e d  t h a t  t h e  S t a t e  w o u l d

B E  A D E Q U A T E L Y  P R O T E C T E D  B Y  L A N G U A G E  P E R M I T T I N G  T H E  A P P L I C A T I O N  

O F  P R E V A I L I N G  V A L U E  O N L Y  W H E R E  T H E  C I R C U M S T A N C E S  S H O W  F R A U D  

O R  A N  I N T E N T  T O  E V A D E  T A X E S .  A O G A ' S  S U G G E S T E D  C H A N G E S  S O  

P R O V I D E .

H e  r e c o g n i z ' t h e  D e p a r t m e n t ' s  r e s p o n s i b i l i t y  t o

A U D I T  A  T A X P A Y E R ' S  R E 1 U R N  A N D  T O  D E T E R M I N E  T H A T  T H E  R E T U R N  

P R O P E R L Y  R E F L E C T S  T H E  A M O U N T S  A C T U A L L Y  R E A L I Z E D  IN T H E  

T A X P A Y E R ' S  T R A N S A C T I O N S .  AOGA IS C O N C E R N E D ,  H O W E V E R ,  T H A T  

IF T H E  A P P L I C A T I O N  O F  T H E  P c G U L A T I O N S  G O E S  B E Y O N D  A C T U A L  

R E A L I Z A T I O N  O F  I N C O M E  A N D  I h U S  V I O L A T E S  T M E  C O N C E P T S  O F  

I N C O M E  T A X A T I O N ,  T H E R E  W I L L  B E  F R E Q U E N T  A N D  S E R I O U S  C O N F L I C T S  

B E T W E E N  T H E  I N D U S T R Y  A N D  T H E  S T A T E .

Our final comment with respect to section 120
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R E L A T E S  T O  S U B S E C T I O N  (d ) , T H E  S A M E  L A N G U A G E  IS C O N T A I N E D  IN 

S E C T I O N  1 1 0  O F  T H E  E X I S T I N G  R E G U L A T I O N S .  T o  A V O I D  D U P L I C A T I O N  

W E  S U G G E S T  T H A T  S U B S E C T I O N  (d ) B E  S T R I C K E N .

SECUOJU22

T h e  A s s o c i a t i o n  h a s  n o  c o m m e n t s  w i t h  r e s p e c t  v o  s e c t i o n  

1 2 2  O F  T H E  P R O P O S E D  R E G U L A T I O N S  o t h e r  t h a n  t h e  s u g g e s t e d  

T E C H N I C A L  C H A N G E  A T  T H E  E N D  O F  SlIBSF.CTION (b ) ( 1 ) .

m i m m

A s  W E  S T A T E D  E A R L I E R  IN O U R  T E S T I M O N Y ,  T H E  B A  >1C 

C O N C E P T  E M P L O Y E D  IN T H E  R E G U L A T I O N S  IS T O  D E T E R M I N E  G R O S S  

V A L U E  A T  T H E  P O I N T  O F  P R O D U C T I O N  B Y  A  N E T R A C K  F R O M  THF P O I N T  

O F  S A L E  O R  U S E .  P R E V A I L I N G  V A L U E  IS A  S U B S T I T U T E  F O R  S A L E S  

P R I C E  A N D  I T S  D E T E R M I N A T I O N  S H O U L D  N O T  I N V O L V E  A  N E T B A C K  

C A L C U L A T I O N .  l o  C O N F O R M  W I T H  S E C T I O N  1 2 2 ,  A N D  T O  B E  C O N S I S T E N T  

W I T H  T H I S  C O N C E P T ,  W E  S U G G E S T  T H A T  T H E  L A N G U A G E  R E L A T I N G  T O  

R E A S O N A B L E  C O S T S  O F  T R A N S P O R T A T I O N  IN S U B S E C T I O N S  (a ) A N D

(B ) O F  T H E  P R O P O S E D  R E G U L A T I O N S  B E  D E L E T E D .

slction 1 3 0

S t C I I O N  1 3 0  OF THE  P R O P O S E D  R E G U L A T I O N S  S P L C I F I E S  

IWO METHODS FOR  D E T E R M I N I N G  THE REASONABLE  C OS T S  O r  T R A N S P O R T A T IO N  

WH ICH MAY BE D E D UC T E D  IN A R R I V I N G  AF THE G h U S S  VAl  UE AT THE

-9-
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P O I N T  O F  P R O D U C T I O N .  E X C E P T  IN U N U S U A L  C I R C U M S T A N C E S ,  T H E  

P R O P O S E D  R E G U L A T I O N S  W I L L  L I M I T  T H E  T A X P A Y E R ' S  T R A N S P O R T A T I O N  

D E D U C T I O N  T O  T H E  A C T U A L  C O S T S  D E T E R M I N E D  U N D E R  S E C T I O N  1 3 ? .

IN C A S E S  W H E R E  T H E  U N U S U A L  C O N D I T I O N S  S E T  F O R T H  IN S E C T I O N  

L > 0 ( b ) E X I S T ,  THF. T R A N S P O R T A T I O N  D E D U C T I O N  W I L L  B E  T H E  F A I R  

M A R K E T  V A L U E  O F  S U C H  T R A N S P O R T A T I O N  D E T E R M I N E D  IN T H E  M A N N E R  

P R E S C R I B E D  IN S E C T I O N  1 3 2 .  A s  A  P R A C T I C A L  M A T T E R ,  A C T U A L  

C O S T S  W I L L  B E  R E Q U I R E D  T O  B E  U S E D  IN M O S T ,  IF N O T  A L L ,

C A S L S .

W E  B E L I E V E  T H A T  T A X P A Y E R S  S H O U L D  B E  P E R M I T T E D  A N  

E L E C T I O N  T O  U S E  F A I R  M A R K E T  V A L U E  IN L I E U  O F  A C T U A L  C O S T S .

O u r  P R O P O S E D  L A N G U A G E  W O U L D  P R O V I D E  T H E  T A X F’A Y E R  W I T H  A N  E L E C T I O N  

W H I C H  C O U L D  B E  C H A N G E D  O N L Y  U P O N  A P P R O V A L  B Y  T H E  D E P A R T M E N T .

W E  T H I N K  T H I S  C H A N G E  IS N E C E S S A R Y  T O  P R E V E N T  T H E  I N C O M E  ( O R  

L O S S )  O F  T H E  T A X P A Y E R ' S  M A R I N E  T R A N S P O R T A T I O N  O P E R A T I O N S  

F R O M  I M P R O P E R L Y  I N C R E A S I N G  ( O R  D E C R E A S I N G )  T H E  G R O S S  V A L U E  

A T  T H E  P O I N T  OF P R O D U C T I O N .  T h t  I N C L U S I O N  O F  V A L U E  A D D E D  B Y  

M A R I N E  T R A N S P O R T A T I O N  IN T H E  G R O S S  V A L U E  A T  T H E  P O I N T  O F  

P R O D U C T  1 O N  IS I N C O N S I S T E N T  W I T H  T H E  S E P A R A T E  A C C O U N T I N G  C O N C E P T  

F O R  T A X A T I O N  O F  O I L  A N D  G A S  P R O D U C T I O N  I N C O M E  U N D E R

C h a p t e r  2 1 .

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

T H E  A C Q U I S I T I O N  C O S T  O F  a  V E S S E L  O V E R  I T S  E X P E C T E D  L I F E  D O E S  

N O T ,  IN A N D  O F  I T S E L F ,  R E F L E C T  T HE  C U R R E N T  I N C O M E  A T T R I B U T A B L E  

T O  A  V E S S E L ' S  O P E F < A T I O N .  F U R T H E R M O R E ,  T H E  I N C L U S I O N  O F  V E S S E L  

F A C I O R  D A T A  IN THF F A C T O R S  U S E D  T O  A P P O R T I O N  A L L  O T H E R  I N C O M E
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O F  T H E  T A X P A Y E R  S I M P L Y  C O M P O U N D S  T H E  I N E Q U I T Y .  O U R  P R O P O S E D  

L A N G U A G E  W O U L D  P R O V I D E  A  T A X P A Y E R  W I T H  A N  E L E C T I O N  T O  A D O P T  T H E  

F A I R  M A R K E T  V A L U E  A P P R O A C H  T O  A V O I D  I N C L U D I N G  A N Y  I N C O M E  ( OR  

L O S S )  A T T R I B U T A B L E  T O  M A R I N E  T R A N S P O R T A T I O N  IN T H E  G R O S S  

V A L U E  A T  T H E  P O I N T  O F  P R O D U C T I O N  C A L C U L A T I O N  A N D  W O U L D  H E L P  

T O  R E D U C E  F U T U R E  C O N T R O V E R S I E S  IN T H I S  A R E A .  W H I L E  T H E  A R G U M E N T  

F O R  S U C H  A N  E L E C T I O N  H A S  B E E N  M A D E  B E F O R E  IN A  P R O D U C T I O N  T A X  

C O N T E X T ,  T H E  P R I N C I P L E  IS E V E N  M O R E  S O U N D  IN A N  I N C O M E  T A X  

C O N T E X T .

SECTION 13,2

W i t h  r e s p e c t  t o  s e c t i o n  .132 o f  t h e  r e g u l a t i o n s , w e  h a v e

S E V E R A L  C H A N G E S  T O  S U G G E S T .  A O G A  B E L I E V E S  T H E  L I M I T I N G  L A N G U A G E  IN 

S U B P A R A G R A P H  ( B )  O F  S L ' E S E C T I O N  ( b ) ( 3 )  S H O U L D  B E  R E M O ”c D  B E C A U S E  

I T  IS N E I T H E R  L O G I C A L  N O R  E Q U I T A B L E  T O  L I M I T  P O S I T I O N I N G  C O S T S  

T O  O N E  S I D E  O F  A  T R A N S A C T I O N  IF T H E  T A X P A Y E R  IS O B L I G A T E D  B Y  

T H I R D  P A R T Y  C O N T R A C T  T O  P A Y  P O S I T I O N I N G  C O S T S  U P O N  C E S S A T I O N  O F  

U S E  O F  A  V E S S E L  IN T H E  A l . A S K A  T R A D E .  M O R E O V E R ,  T H E  L A N G U A G E  

W H I C H  W E  S U G G E S T  B E  D E L E T E D  IS I N C O N S I S T E N T  W I T H  T H E  D E F I N I T I O N  

O F  T H E  T E R M  " P O S I T I O N I N G  C O S T "  S E T  F O R T H  IN S U B S E C T I O N  ( g ) .

IN S U B P A R A G R A P H  ( o ) ( l )  O F  S U B S E C T I O N  (b ) ( 3 ) ,  T H E  A S S O C I A T I O N  

F E E L S  IT IS I M P O R T  A N T  T H A T  T H E  W O R D S  " C U T  N U T " ,  W H I C H  E X P R E S S L Y  

P R O H I B I T  T H F  I N C L U S I O N  O F  C O S T r O r  I M P R O V L M E N T S  IN T H E  D E F I N I T I O N  

O F  " A C Q U I S I T I O N  C O S T S " ,  B E  D E L E T E D .  T o  D I F F E R E N T I A T E  B E T W E E N  

A C Q U I S I T I O N  C O S T S  A N D  C O S T S  O F  I M P R O V E M E N T S  F O R  P U R P O S E S  O F  

C A L C U L A T I N G  D E P R E C I A T I O N  A N D  R E T U R N  O N  I N V E S T M E N T  IS 

I L L O G I C A L ,  I N E O U I T A B L E  A N D  I N C O N S I S T E N T  W I T H  T H E  S T A T F ' s



P O L I C Y  O F  E N C C ' J R A G  I N G, IF N O T  M A N D A T I N G ,  T H E  R E T R O F I T T I N G  

A N D  F U R T H E R  I M P R O V E M E N T  O F  T A N K E R S  U S E D  IN T H E  A L A S K A  T R A D E .

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

I N V E S T M E N T  IN I M P R O V E M E N T S ,  B U T  A L S O  D E N I E S  T H E  T A X P A Y E R  A N Y  

D E P R E C I A T I O N  O N  T H O S E  I M P R O V E M E N T S  3 E C A U S E  O F  T H E  I N T E R R E L A T I O N S H I P  

O F  T H E  D E P R E C I A T I O N  A N D  R A T E  O F  R E T U R N  P R O V I S I O N S  O F  T H E  

R E G U L A T I O N S .  W e  C A N  o E E  N O  R A T I O N A L E  F O R  E X C L U D I N G  T H E S E  C O S T S  

F R O M  T H E  C A L C U L A T I O N  O F  R E A S O N A B L E  T R A N S P O R T A T I O N  C O S T S  A N D  U R G E  

T H E  R E M O V A L  O F  T H E  L I M I T A T I O N .  U N D F R  O U R  S U G G E S T E D  L A N G U A G E ,

A N Y  D E P R E C I A T I O N  O R  R E T U R N  O N  I N V E S T M E N T  A L L O W E D  T H E  T A X P A Y E R  

W O U L D  B E  L I M I T E D  T O  T H A T  W H I C H  IS A T T R I B U T A B L E  S O L E L Y  T O  T H E  

E M P L O Y M E N T  O F  T H E  V E S S E L  IN T H E  A L A S K A  T R A D E .  F O R  T H E  S A M E  

R E A S O N S  N O T E D  A B O V E ,  W E  H A V E  I N S E R T E D  S I M I L A R  S U G G E S T E D  

C H A N G E  T O  T H E  P R O V I S I O N S  C O V E R I N G  T H E  T R A N S P O R T A T I O N  O F

LNG .

W i t h  r e s p e c t  t o  s u b s e c t i o n  (c ) o f  s e c t i o n  1 3 2 ,  w e

S U G G E S T  T H A T  T H E  T E R M S  " A N D  (c )" B E  A D D E D  F O L L O W I N G  T!IE 

R E F E R E N C E  T O  S E C T I O N  1 3 0 ( b ) T O  C O N F O R M  W I T H  O U R  E A R L I E R  S U G G E S T I O N  

R E G A R D I N G  T H A T  S E C T I O N .  W e  A L S O  S U G G E S T  T H A T  T H E  R E G U L A T I O N S  

P R O V I D E  T H A T  T H E  D E P A R T M E N T  M A Y  A U T H O R I Z E  T A X P A Y E R S  T O  U S E  O N E  

U F  T H E  T W O  M E T H O D S  F O R  D E T E R M I N I N G  T H E  F A I R  M A R K E T  V A L U E  O F  L I K E  

T R A N S P O R T A T I O N .  In  O U R  P R O P O S E D  S U B P A R A G R A P H  ( A ) ,  W E  H A V E  A D D E D  

L A N G U A G E  T H A T  W O U L D  M A K E  C L E A R  T H A I  T H E  T H I R D  P A R T Y  C H A R T E R S  

U T I L I Z L I )  F O R  C O M P A R I S O N  P U R P O S E S  W O U L D  B E  C H A R T E R S  O F  " L I K E  

V L S S E L S " .  IN O U R  P R O P O S E D  S U B P A R A G R A P H  ( B ) ,  W E  A R E  S U G G E S T I N G  

T H E  A D D I T I O N  O F  A N  A L T E R N A T I V E  » P P R O a C H  W H I C H  W O U L D  U T I L I Z E
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R A T E S  P U B L I S H E D  B Y  T H E  A S S O C I A T I O N  O F  S H I P B R O K E R S  A N D  A G E N T S ,

U . S . A . ,  I n s . .  We b e l i e v e  e i t h e r  o f  t h e s e  s t a n d a r d s  s h o u i d  b e

A V A I L A B L E  F O R  U S E ,  W I T H  T H E  P E R M I S S I O N  O F  T H E  D E P A R T M E N T ,  IN 

D E T E R M I N I N G  F A I R  M A R K E T  V A L U E  F O R  M A R I N E  T R A N S P O R T A T I O N ,
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SECIION 240

In  p r i o r  h e a r i n g s , t h e  A s s o c i a t i o n  h a s  a d v o c a t e d

T H A T  C O S T S  I N C U R R E D  F O R  A N D  IN S U P P O R T  O F  D R I L L I N G  C O N S T I T U T E  

P R O P E R  I T E M S  O F  D I R E C T  O P E R A T I N G  C O S T S  U N D E R  T H E  S T A T U T E ,

W E  A R E  P L E A S E D  T O  N O T E  T H A T  S E C T I O N  2 4 0  O F  T H E  P R O P O S E D  R E G U L A T I O N S  

E X P R E S S L Y  A U T H O R I Z E S  D E D U C T I O N  O F  T H E S E  C O S T S .  W l T H  R E S P E C T  T O  

S E C T I O N  2 4 0 ( c )  A S  P R O P O S E D ,  W E  H A V E  S U G G E S T E D  T H E  A D D I T I O N  

O F  T W O  I T E M S  T O  B E  I N C L U D E D  A S  D I R E C T  O P E R A T I N G  C O S T S  A F T E R  

C O M M E N C E M E N T  O F  C O M M E R C I A L  P R O D U C T I O N ,  In  T H E  A S S O C I A T I O N ' S  

S U G G E S T E D  L A N G U A G E ,  T H E S E  A P P E A R  A S  P A R A G R A P H S  (]) A N D  ( 2 )  O F  

S E C T I O N  . 2 4 0 ( c ) ,

P a r a g r a p h  (1) s i m p l y  a d d s  t h e  c o s t s  o f  g e o l o g i c a l

A N D  G E O P H Y S I C A L  W O R K  C O N D U C T E D  O N  T H E  L E A S E  O R  P P O P I R T Y  A N D  

IS, IN E S S E N C E ,  S I M P L Y  A N  E X T E N S I O N  O F  T H E  S A M E  T Y P E  O F  

D E D U C T I O N  A L L O W E D  U N D E R  S l I B S E C T  I O N  ( b ) (1) W H E N  S U C H  W O R K  IS D O N E  

P R I O R  T O  C J M M F . N C E M E N T  O F  C O M M E R C I A L  P R O D U C T I O N .  W E  S E E  N O  

R E A S O N  F O R  A L L O W I N G  T H E S E  T Y P E S  O F  C O S T S  B E F O R E  C O M M E R C I A L  

P R O D U C T I O N  C O M M E N C E S  W H I L E  N O T  A L L O . M N G  T H E M  A F T E R  C O M M E R C I A L  

P R O D U C T I O N  C O M M E N C E S .  A L T H O U G H  IT IS P R O B A B L Y  T R U E  T H A T  M O S T  O F  

T H I S  T Y P E  O F  W O R K  O C C U R S  P R I O R  T O  T H E  C O M M E N C E M E N T  O F  C O M M E R C I A L  

P R O D U C T I O N ,  IT IS N O T  U N C O M M O N  F O R  A  T A X P A Y E R  T O  E N G A G E  IN 

" G & G "  W O R K  O N  A  L E A S E  O R  P R O P E R T Y  TO T E S T  C O N D I  I I O N S  F O R  

O T H E R  P O T E N T I A L  P R O D U C T I O N  T H A T  M I G H T  E X I S T  A T  D I F F E R E N T  

D E P T H S  O R  IN D I F F E R E N T  A R E A S  F R O M  I H E  E X I S T I N G  P R O D U C T I O N .

P a r a g r a p h  (2) o f  s e c t i o n  2 4 0 ( c )  m e r e l y  a d d s  r e n t a l s
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A N D  S H U T - I N  R O Y A L T I E S  A S  A  D E D U C T I B L E  C O S T ,  T H E  P R O V I S I O N  

B E I N G  A D D E D  IS IN F A C T  I D E N T I C A L  T O  T H E  L A N G U A G E  O F  P A R A G R A P H

(2) O F  S E C T I O N  2 4 0 ( b ). A s  IN T H E  C A S E  O F  " G&G "  W O R K ,  W E  S E E  

N O  R E A S O N  W H Y  T H I S  I ' E M  S H O U L D  N O T  A L S O  B E  D E D U C T I B L E  A F T E R  

C O M M E N C E M E N T  O F  C O M M E R C I A L  P R O D I I C H O N .  A L E A S E  A G R E E M E N T  

C O U L D  P R O V I D E  F O R  S H U T - I N  R O Y A L T I E S  A N D ,  W H I L E  I T  M A Y  N O T  B E  

A  V E R Y  C O M M O N  S I T U A T I O N ,  T H E S E  C O U L D  B E C O M E  P A Y A B L E  IN T H E  

E V E N T  O F  A N  E X T R A O R D I N A R Y  S H U T - D O W N  O F  P R O D U C T I O N .

O t h e r  t h a n  t h e  t w o  c h a n g e s  j u s t  n o t e d , o u r  d r a f t

M A K E S  V E R Y  M I N O R  C H A N G E S  IN W O R D I N G  T O  T H E  R E M A I N D E R  O F  

P R O P O S E D  S E C T I O N  2 4 0 ( c ) .

SECTION.250

A l t h o u g h  S e c t i o n  2 5 0  w a s  n o t  c o n t a i n e d  i n  i h f  p r o p o s e d

R E G U L A T I O N S ,  AOGA IS S U G G E S T I N G  T H E  A D D I T I O N  O F  L A N G U A G E  T O  S E C T I O N

2 5 0 ( g ) ( 2 ) .  E x c e p t  f o r  t h e  w o r d s  " n o t  d e d u c t e d  u n d e r  s e c . 2 4 0

O F  [ H i s  C H A P T E R " ,  T H I S  P R O V I S I O N  IS I D E N I  I C A L  T O  S E C T I O N  2 5 0 ( g ) ( 2 )  

O F  T H E  E X I S T I N G  R E G U L A T I O N S ,  T H I S  P R O V I S I O N ,  W I T H  T H E  A D D E D  

W O R D S ,  H A S  B E E N  I N S E R T E D  T O  E N S U R E  T H A T  A N Y  D R I L L I N G  C O S T S  

N O T  D E D U C T E D  U N D E R  S E C T I O N  2 4 0  W I L L  R E M A I N  A S  A  P A R T  O F  T H E  

" A C Q U I S I T I O N  C O S T S "  O F  A  L E A S E  O R  P R O P E R T Y  A N D  B E  S U B J E C T  ',0 

A  D E D U C T I O N  F O R  A B A N D O N M E N T  O R  A M O R f l / A T I O N  U N D E R  S E C T I O N  2 5 0 .
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SECimiLM

S e c t i o n  2 6 0  o f  t h e  p r o p o s e d  r e g u l a t i o n s  p e r t a i n s  t o  t h e

D E D U C T I O N  F O R  D E V E L O P M E N T  C O S T S .  S U B S E C T I O N  ( c )  O F  T H E

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

P R O D U C T I O N  T H E  T A X P A Y E R ' S D E V E L O P M E N T  C O S T S  F O R  A  L E A S E  O R

P R O P E R T Y  M U S T  B E  D E P R E C I A T E D .  T H E  P R O P O S E D  R E G U L A T I O N S

C O N T A I N  S E V E R A L  C H A N G E S  IN T H E  M E T H O D O L O G Y  H E R E T O F O R E  A L L O W E D

IN D E T E R M I N I N G  T H E  T A X P A Y E R ' S D E P R E C I A T I O N  D E D U C T I O N  F O R

D E V E L O P M E N T  C O S T S .  T H E S E  P R O P O S E D  C H A N G E S  A R E  C O N S I S T E N T

W I T H  T H E  A U T H O R I T Y  G R A N T E D  T H E  D E P A R T M E N T  U N D E R  A . S .  ^ 3 . 2 1 . 0 2 0 ( c )  ( 5 ) .

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

M A K I N G  T H E  P R O P O S E D  C H A N G E S , ,  W E  O F F E R  T H E  F O L L O W I N G  C O M M E N T S  

A N D  S U G G E S T I O N S  F O R  Y O U R  C O N S I D E R A T I O N ,

IT F I R S T  S H O U L D  B E  R E C O G N I Z E D  T H A T ,  A L T H O U G H  THE 

D E D U C T I O N  F O R  D E P R E C I A T I O N  IS D E R I V E D  F R O M  A  M A T H E M A T I C A L  

F O R M U L A ,  T H E R E  A R E  A  M Y R I A D  O F  I N T R I C A C I E S  R E L A T I N G  T O  T H E  

A P P L I C A T I O N  O F  S U C H  A  F O R M U L A  T H A T  C A N  L E A D  T O  C O M P L E X

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

t o  El’S U R E  T H A T  I N T E N D E D  R E S U L T S  A R E  A C H I E V E D .  A s  W R I T T E N ,  T H E  

P R O P O S E D  R E G U L A T I O N  C O U L E  L E A D  T O  U N I N T E N D E D  R E S U L T S ,  p 0 R  

E X A M P L E ,  T H E  R E G U L A T I O N S  C O R R E C T L Y  D E S C R I B E  T H E  M A N N E R  O F  C O M P U T I N G  

D E P R E C I A T I O N  U N D E R  T H E  U N I T  O F  P R O D U C T I O N ,  S U M  O F  T H E  Y F A R S -  

D I G I T S ,  D O U B L E  D E C L I N I N G  B A L A N C E  A N D  S T R A I G H T ~ L I N L  M E T H O D S  

O F  D E P R E C I A T I O N .  H O W E V E R ,  T H E S E  M E T H O D S ,  W H E N  U S E D  IN
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C O N J U N C T I O N  W I T H  T H E  O T H E R  P R O V I S I O N S  O F  S E C T I O N  2 6 0 ,  P O S E  

S I G N I F I C A N T  P R O L L F M S .

O n e  P R O B L E M  A R I S E S  F R O M  T H E  F A C T  T H A T  T H E  P R O P O S E D  

R E G U L A T I O N  I M P L I C I T L Y ,  IF N O T  E X P L I C I T L Y ,  P R O V I D E S  F O R  A  

S I N G L E  O P E N - E N D E D  C O M P O S I T E  A C C O U N T  F O R  P U R P O S E S  O F  C O M P U T I N G  

D E n R E C I A T I O N .  A  C O M P O S I T E  A C C O U N T  IS O N E  W H I C H  I N C L U D E S  A L L  

T H E  A S S E T S  O F  A  B U S I N E S S  IN O N E  D E P R E C I A T I O N  A C C O U N T .  T H E  

C O M P O S I T E  A C C O U N T  P R O V I D E D  F O R  IN T H E  P R O P O S E D  R E G U L A T I O N S  

IS O P E N - E N D E D  B E C A U S E  IT I N C L U D E S  O N  A  C U M U L A T I V E  B A S I S  

D E V E L O P M E N T  C O S T S  T H A T  M A Y  H A V E  B E E N  I N C U R R E D  O V E R  S E V E R A L  

T A X A B L E  Y E A R S .  T H E  U S E  O F  A N  O P E N - E N D E D  C O M P O S I T E  A C C O U N T  

C A N  L E A D  T O  S U B S T A N T I A L  P R O B L E M S  IN D E T E R M I N I N G  T H E  D E P R E C I A T I O N  

D E D U C T I O N S  A L L O W E D  U N D E R  T H E  S U M  O F  T H E  Y E A R S - D I G I T S ,  D O U B L E  

D E C L I N I N G  B A L A N C E  A N D  S T R A I G H T - L I N E  M E T H O D S  O F  D E P R E C I A T I O N  

B E C A U S E  T H E  E S T I M A T E D  R E M A I N I N G  L I F E  O F  T H E  C O M P O S I T E  A C C O U N T  

IS C O N S T A N T L Y  C H A N G I N G .  F U R T H E R M O R E ,  T H E  U S E  O F  A N  O P E N -  

E N D E D  A C C O U N T  C A N  R E S U L T  IN M U C H  H I G H E R  D E P R E C I A T I O N  D E D U C T I O N S  

T H A N  D E D U C T I O N S  C A L C U L A T E D  U S I N G  C L O S E D - E N D  A C C O U N T S ,  A  

C L O S E D - E N D  O R  " V I N T A G E "  C O M P O S I T E  A C C O U N T  IS A N  A C C O U N T  

W H I C H  W O U L D  I N C L U D E  A L L  O F  T H E  T A X P A Y E R ' S  D E V E L O P M E N T  C O S T S  

F I R S T  E L I G I B L E  F O R  D E P R E C I A T I O N  IN A  P A R T I C U L A R  T A X A B L E  

Y E A R .

A s  A N  E X A M P L E  O F  T H E  D I F F E R E N C E S  B E T W E E N  T H E  T W O  

T Y P E S  O F  A C C O U N T S ,  A S S U M E  T H A T  A  I A X P A Y E R  H A D  A T  T H E  B E G I N N I N G  

O T  T H E  T A X A B L E  Y E A R  $ 1 , 0 0 0  OF  D E V E L O P M E N T  C O S T S  W H I C H  W E R E  

F U L L Y  D E P R E C I A T E D  A N D  T H A T  D U R I N G  T H E  T A X A B L E  Y E A R  H E  I N C U R R E D
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A N  A D D I T I O N A L  $ 2 0 0  O F  D E V E L O P M E N T  C O S T S  W H I C H  W E R E  E L I G I B L E  

F O R  D E P R E C I A T I O N .  IN D E T E R M I N I N G  T H E  T A X P A Y E R ' S  D E P R E C I A T I O N  

D E D U C T I O N  U S I N G  T H E  S T R A I G H T - L I N E  M E T H O D  A N D  A S S U M I N G  A  1 0 -  

Y E A R  U S E F U L  L I F E ,  T H E  D E P R E C I A T I O N  W O U L D  B E  C A L C U L A T E D  A S

f o l l o w s :

( 1 )  I f  A N  O P E N - E N D E D  A C C O U N T  IS U S E D ,  T H E  A V E R A G E  

O R I G I N A L  D E V E L O P M E N T  C O S T S  IN T H E  D E P R E C I A T I O N  A C C O U N T  W O U L D  

A M O U N T  T O  $ 1 1 0 0  W H I C H  IS T H E N  M U L T I P L I E D  B Y  A  1 0 %  D E P R E C I A T I O N  

R A T E ,  P R O V I D I N G  A  D E P R E C I A T I O N  D E D U C T I O N  O F  $ 1 1 0  IN T H E  

F I R S T  Y E A R  B A S E D  O N  O N L Y  m I A D D I T I O N A L  $ 2 0 0  O F  D E P R E C I A B L E  

D E V E L O P M E N T  C O S T S .

. ( 2 )  IF A  C L O S E D - E N D  D E P R E C I A T I O N  A C C O U N T  IS ’ S E D ,

T H E  A V E R A G E  O R I G I N A L  D E V E L O P M E N T  C O S T S  IN T H E  C U R R E N T  Y E A R  

V I N T A G E  A C C O U N T  W O U L D  E Q U A L  $ 1 0 0  W H I C H  W H E N  M U L T I P L I E D  B Y  

T H E  1 0 %  D E P R E C I A T I O N  R A T E  P R O V I D E S  A  D E D U C T I O N  O F  $ 1 0  IN  T H E  

F I R S T  Y E A R .

T h u s , t h e  e x a m p l e  i l l u s t r a t e s  t h a t  u n d e r  c e r t a i n

C I R C U M S T A N C E S  T H E  U S E  O F  A N  O P E N - E N D E D  R A T H E R  T H A N  A  C L O S E D -  

E N D  D E P R E C I A T I O N  A C C O U N T  C A N  R E S U L T  IN S I G N I F I C A N T L Y  G R E A T E R  

A M O U N T S  O F  D E P R E C I A T I O N .

A l t h o u g h  t h e  u s e  o f  a n  o p e n - e n d e d  c o m p o s i t e  a c c o u n t

Y I E L D S  G R E A T E R  D E P R E C I A T I O N  D E D U C T I O N S ,  T H E  A S S O C I A T I O N

R E C O G N I Z E S  T H A T  T H I S  R E S U L T  IS U N  I N T L N D F . D  A N D  S U G G E S T S  T H A T

T H E  P R O P O S E D  R E G U L A T I O N S  S H O U L D  B E  C H A N G E D .  A C C O R C ' N G L Y ,

S E C T I O N  2 6 0 ( d ) O F  A O G A ' s  S U G G E S T E D  C H A N G E S  P R O V I D E S  T H A T

E A C H  T A X P A Y E R  M U S T  E S T A B L I S H  A  C L O S E D - E N D  V I N T A G E  A C C O U N T

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

T H E  T A X A B L E  Y E A R .  " D E V E L O P M E N T  C O S T S  F I R S T  E L I G I B L E  F O R
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d e p r e c i a t i o n " d u r i n g  a  p a r t i c u l a r  t a x a b l e  y e a r  w o u l d  i n c l u d e

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

R E S P E C T  T O  A  L E A S E  O R  P R O P E R T Y  T H A T  H A D  C O M M E R C I A L  P R O D U C T I O N  

F R O M  ( O R  A L L O C A T E D  T O )  IT A N D  (2) D E V E L O P M E N T  C O S T S  P A I D  O R  

I N C U R R E D  IN P R I O R  T A X A B L E  Y E A R S  W I T H  R E S P E C T  T O  A  L E A S E  O R  

P R O P E R T Y  T H A T  F I R S T  H A D  C O M M E R C I A L  P R O D U C T I O N  F R O M  ( O R  

A L L O C A T E D  T O )  I T  D U R I N G  T H A T  T A X A B L E  Y E A R .

A S  A N  I L L U S T R A T I O N ,  S U P P O S E  A  T A X P A Y E R  I N C U R S  

D E V E L O P M E N T  C O S T S  E L I G I B L E  F O R  D E P R E C I A T I O N  O F  $ 1 0  M I L L I O N  IN

1 9 8 2  a n d  $ 2 0  m i l l i o n  i n  1 9 8 3 .  F o r  t h e  t a x a b l e  y e a r  1 9 8 2 ,

T H E  T A X P A Y E R  W O U L D  C A L C U L A T E  D E P R E C I A T I O N  F O R  I T S  1 9 8 2  

V I N T A G E  A C C O U N T  B A S E D  O N  $ 1 0  M I L L I O N  O F  D E V E L O P M E N T  C O S T S .

F o r  t h e  t a x a b l e  y e a r  1 9 8 3 ,  T H t  t a x p a y e r  w o u l d  c a l c u l a t e

D E P R E C I A T I O N  S E P A R A T E L Y  F O R  T H E  1 9 8 2  V I N T A G E  A C C O U N T  B A S E D  

O N  $ 1 0  M I L L I O N  O F  D E V E L O P M E N T  C O S T S  A N D  F O R  T H E  1 9 8 3  V I N T A G E  

A C C O U N T  B A S E D  O N  $ 2 0  M I L L I O N  O F  D E V E L O P M E N T  C O S T S .  If T H E  

T A X P A Y E R  I N C U R R E D  $ 3 0  M I L L I O N  O F  D E V E L O P M E N T  C O S T S  IN 1 9 8 4  

F O R  A  L E A S E  O R  P R O P E R T Y  W H I C H  W O U L D  N O T  H A V E  C O M M E R C I A L  

P R O D U C T I O N  F R O M  ( O R  A L L O C A T E D  T O )  IT U N T I L  1 9 8 5 ,  T H E  $ 3 0  

M I L L I O N  W O U L D  F A L L  IN T H E  1 9 8 5  V I N T A G E  A C C O U N T  F O R  P U R P O S E S  

O F  C A L C U L A T I N G  T H E  T A X P A Y E R *  S D E P R E C I A T I O N .

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

D E P R E C I A T I O N  U S I N G  A  M E T H O D  P R E S C R I B E D  IN S E C T I O N  2 6 0 ( c )  A N D  

A N  O P E N - E N D E D  C O M P O S I T E  A C C O U N T  W I L L  O C C U R  W H E N  T H E  T A X P A Y E R
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C H A N G E S  I T S  M E T H O D  O F  C O M P U T I N G  D E P R E C I A T I O N  U N D E R  S E C T I O N

2 6 0 ( d ). T h e  e x a m p l e  i n  t h e  p r o p o s e d  r e g u l a t i o n s  m a k e s  i t

C L E A R  T H A T  IN S W I T C H I N G  T O  T H E  S T R A I G H T - L I N E  M E T H O D ,  IT IS 

I N T F N D E D  T H A T  T H E  T A X P A Y E R  U S E  I T S  A V E R A G E  O R I C . N A L  D E V E L O P M E N T  

C O S T S  IN D E T E R M I N I N G  I T S  D E P R E C I A T I O N  D E D U C T I O N .  S U C H  A  

D E D U C T I O N  W O U L D  G R E A T L Y  E X C E E D  T H A T  W H I C H  W O U L D  B E  C A L C U L A T E D  

U S I N G  T H E  U N D E P R E C I A T E D  B A L A N C E  O F  T H E  A C C O U N T  D E P R E C I A T E D  

O V E R  I T S  R E M A I N I N G  U S E F U L  L I F E .  A C C O R D I N G L Y ,  S E C T I O N  2 6 0 ( e )

O F  A O G A ' S  S U G G E S T E D  C H A N G E S  P R O V I D E S ,  IN P A R T ,  T H A T  W H E N  A  

C H A N G E  O F  M E T H O D  IS M A D E  F O R  A  V I N T A G E  A C C O U N T ,  O N L Y  T H E  

T A X P A Y E R ' S  U N D E P R E C I A T E D  D E V E L O P M E N T  C O S T S  ( O F F S E T  B Y  S A L V A G E  

V A L U E ,  IF A N Y )  S H A L L  B E  R E C O V E R E D  O V E R  T H E  R E M A I N I N G  U S E F U L  

L I F E  O F  T H A T  A C C O U N T  U S I N G  T H E  N E W  M E T H O D  O F  D E P R E C I A T I O N .

AOGA F U R T H E R  R E C O M M E N D S  IN S E C T I O N  2 6 0 ( e ) O F  I T S  

S U G G E S T E D  C H A N G E S  T H A T  T H E  T E R M  " S A L V A G E  V A L U E "  B E  D E F I N E D  

A S  T H E  A M O U N T  E S T I M A T E D  T O  B E  R E A L I Z A B L E  U P O N  T H E  D I S P O S I T I O N  

O F  A N  A S S E T  W H E N  IT IS N O  L O N G E R  U S E F U L  IN T H E  T A X P A Y E R  *S  T R A D E  

O R  B U S I N E S S  A N D  IS T O  B E  R E T I R E D  F R O M  S E R V I C E  B Y  T H E  T A X P A Y E R ,  

B U T  O N L Y  T O  T H E  E X T E N T  T H A T  T H E  E S T I M A T E D  S A L V A G E  V A L U E  O F  A  

V I N T A G E  A C C O U N T  E X C E E D S  A N  A M O U N T  E Q U A L  T O  1 0 Z  O F  T H E  O R I G I N A L  

D E V E L O P M E N T  C O S T S  F O R  T H A T  V I N T A G E  A C C O U N T .  T h E 1 U %  A D J U S T M E N T  

T O  E S T I M A T E D  S A L V A G E  V A L U E  IS I N T E N D E D  T O  R E D U C E  C O N F L I C T S  

B E T W E E N  T A X P A Y E R S  A N D  T H E  D E P A R T M E N T  I N A S M U C H  A S  O U R  E X P E R I E N C E  

I N D I C A T E S  T H A T  M O S T  A S S E T S  U S E D  IN  A L A S K A  H A V E  AN E S T I M A T E D
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S A L V A G E  V A L U E  O F  L E S S  T H A N  107o A T  T H E  T I M E  T H E Y  A R E  R E T I R E D  

F R O M  S E R V I C E ,  T H I S  S A L V A G E  A D J U S T M E N T  IS S I M I L A R  T O  O N E  

C U R R E N T L Y  A F F O R D E D  T A X P A Y E R S  U N D E R  C H A P T E R  2 0 ,

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

L I F E  F O R  D E V E L O P M E N T  C O S T S ,  W H I C H  IS E S S E N T I A L  T O  T H E  C A L C U L A T I O N  

O F  D E P R E C I A T I O N  U N D E R  T H E  S T R A I G H T - L I N u ,  S U M  O F  T H E  Y E A R S -  

D I G I T S  A N D  D O U B L I N G  D E C LI i i.  B A L A N C E  M E T H O D S  O F  D E P R E C I A T I O N .  

AOGA R E C O M M E N D S  IN S E C T I O N  2 6 0 ( f ) O F  I T S  S U G G E S T E D  C H A N G E S  

T H A T  T H E  D E P R E C I A B L E  L I F E  B E  D E T E R M I N E D  B Y  U S I N G  T H E  L O W E R  

L I M I T  A S S E T  D E P R E C I A T I O N  R A N G E  G U I D E L I N E  L I F E  S E T  F O R T H  IN

I R S  R e v e n u e  P r o c e d u r e  7 7 - 1 0  (a s  a m e n d e d  o r  s u p e r s e d e d ) f o r

T H E  A S S E T  G U I D E L I N E  C L A S S  P E R T A I N I N G  T O  A S S E T S  U S E D  IN T H E  

E X P L O R A T I O N  F O R  A N D  P R O D U C T I O N  O F  P L I R O L E U M  A N D  N A T U R A L  G A S  

D E P O S I T S .  WE F E E L  T H A T  R C F E R E N C E  T O  T H I S  R E V E N U E  P R O C E D U R E  

IS A P P R O P R I A T E  I N A S M U C H  A S  IT C U R R E N T L Y  IS B E I N G  U S E D  T O  

D E T E R M I N E  U S E F U L  L I F E  B Y  C H A P T E R  2 0  T A X P A Y E R S .  S E C T I O N  

2 6 0 ( F )  O F  O U R  S U G G E S T E D  C H A N G E S  F U R T H E R  P R O V I D E S  T H A T  IF

R e v e n u e  P r o c e d u r e  7 7 - 1 0  (a s  a m e n d e d  o r  s u p e r s e d e d ) i s  n u l l i f i e d

D U E  T O  T H E  I M P L E M E N T A T I O N  O F  A  F E D E R A L  C A P I T A L  C O S T  R E C O V E R Y  

A L L O W A N C E ,  T H E  D E P R E C I A B L E  L I F E  F O R  P U R P O S E S  O F  C A L C U L A T I N G  

D E P R E C I A T I O N  I O R  D E V E L O P M E N T  C O S T S  W O U L D  BF. T H E  C A P I T A I  

R E C O V E R Y  P E R I O D  T H A T  W O U L D  A P P L Y  T O  C H A P T E R  2 0  T A X P A Y E R S  F O R  

S I M I L A R  A S S E T S .

S e c t i o n s  2 6 0 ( g ) a n d  ( i ) o i  A O G A ' s  s u g g e s t e d  c h a n g e s

A D D  B A C K  R E F E R E N C E S  1 0  D R I L L I N G  C O S T S  S O  A S  1 0  A L L O W  E I T H E R  

A N  A B A N D O N M E N T  L O S S  D E D U C T I O N  O R  A  D E P R E C I A T I O N  D E D U C T I O N  F O R
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D R I L L I N G  C O S T S  O R  C O S T S  R E L A T E D  T O  D R I L L I N G  W H I C H  W E R E  N O T  

D E D U C T E D  U N D E R  S E C T I O N  2 4 0  O F  T H E  P R O P O S E D  R E G U L A T I O N S ,

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

O F  A C Q U I S I T I O N  C O S T S  U N D E R  S E C T I O N  2 5 0  O F  T H E  P R O P O S E D  

R E G U L A T I O N S ,

AOGA H A S  R E C O M M E N D E D  C H A N G E S  IN S E C T I O N  2 6 0 ( h ) O F  

I T S  S U G G E S T E D  C H A N G E S  10 M A K E  IT C L E A R  T H A T /  IN T H E  C A S E  O F  

A  T R A N S F E R  O F  A  PRODl'CFTON I N T E R E S T  O R  P R O P E R T Y  D U R I N G  T H E  

T A X A B L E  Y E A R ,  T H E  T A X P A Y E R  IS T O  C A L C U L A T E  D E P R E C I A T I O N  F O R  

T H E  P O R T I O N  O F  T H E  Y E A R  P R I O R  T O  T H E  T R A N S F E R  A N D  F O R  T H F  

P O R T I O N  O F  T H E  Y E A R  A F T E R  T H E  T R A N S F E R  U S I N G  O N E  O F  T H E  

M E T H O D S  O F  D E P R E C I A T I O N  P R E S C R I B E D  IN S E C T I O N  2 6 0 ( g ),

F u r t h e r m o r e , o u r  s u g g e s t e d  c h a n g e  i s  d e s i g n e d  t o  m a k e  i t

C L E A R  T H A T  P A R A G R A P H S  (1) A N D  (2) U N D E R L Y I N G  S E C T I O N  2 6 0 ( h ) 

A P P L Y  O N L Y  T O  A  T A X P A Y E R  U S I N G  T H E  U N I T  OF P R O D U C T I O N  M E T H O D  

O F  D E P R E C I A T I O N .

S e c t i o n  2 6 0 ( h ) o f  t h e  p r o p o s e d  r e g u l a t i o n s  h a s

L I M I T E D  A P P L I C A B I L I T Y  IN C O N S I D E R A T I O N  O F  T H F  M E T H O D S  O F  

D E P R E C I A T I O N  A V A I L A B L E  TO T HE  T A X P A Y E R S  U N D E R  S E C T I O N  2 6 0 ( c ) .

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

S e c i i o n  2 6 0 ( j )  o f  A O G A ' s  s u g g e s t e d  c h a n g e s  p r o v i d e s

A  I R A N S I T I O N  r u l e  F O R  D E V E L O P M E N T  C O S T S  r i R S T  E L I G I B L E  F O R  

D E P R E C I A T I O N  P R I O R  T O  J A N U A R Y  1, 1 9 / 9 ,  T H E  I R A N S I T I O N  R U L E  

P R O V I D E S  T H A I  D E P R E C I A B L E  1)1 V E L O P M E N T  C O S I S  I N C U R R E D  P R I O R

t o  J a n u a r y  1, 1 9 / 9  a r l  t o  b c  p l a c e d  in a c l o s e d - e n d  c o m p o s i t e
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a c c o u n t , U n d e r  t h i s  s u g g e s t e d  t r a n s i t i o n  r u l e , t h e  t a x p a y e r

W O U L D  S E L E C T  O N E  O F  T H E  M E T H O D S  P R E S C R I B E D  U N D E R  S E C T I O N  

2 6 0 ( c )  A N D  D E P R E C I A T E  I T S  U N D E P R E C I A T E D  D E V E L O P M E N T  C O S T S  

O V E R  T HE  R E M A I N I N G  U S E F U L  L I F E  O F  T H E  A C C O U N T  C O N S I S T E N T  

W I T H  T H E  C H A N G E  O F  M E T H O D  R U L E S  P R E S C R I B E D  U N D E R  S E C T I O N  2 6 0 ( e ), 

T h e  R E M A I N I N G  U S E F U L  L I F E  W O U L D  B E  E Q U A L  T O  1 1  Y E A R S  M I N U S  1 

Y E A R  F O R  E A C H  T A X A B L E  Y E A R  A F T E R  1 9 7 7  T O  T H E  B E G I N N I N G  O F  T H E  

T A X A B L E  Y E A R .  S E C T I O N  2 6 0 ( j )  IS D E S I G N E D  T O  P R O V I D E  A  S I M P L E  

T R A N S I T I O N  I N T O  T H E  N E W  D E P R E C I A T I O N  R U L E G  P R O V I D E D  U N D E R  

S E C T I O N  2 6 0  W I T H O U T  C R E A T I N G  B U R D E N S O M E  A D M I N I S T R A T I V E  D I F F I ­

C U L T I E S  F O R  E I T H E R  T H E  D E P A R T M E N T  O R  T H E  T A X P A Y E R .

AGO 185859



S E C U . 0 U 2 D

T h e  A s s o c i a t i o n  h a s  n o  s p f c i f i c  c o m m e n t s  w i t h  r e s p e c t

T O  S E C T I O N  3 2 0  O T H E R  T H A N  T O  S A Y  W E  A R E  P L E A S E D  T O  N O T E  T H A T ,

C O N S  I S I A N T  W I T H  T H E  S T A T U T E ,  T H E  P R O P O S E D  R E G U L A T I O N  

I N C O R P O R A T E S  T H E  T R E A T M E N T  A F F O R D E D  FI P E L  I N E  D I S M A N T L I N G ,

R E M O V A L  A N D  R E S T O R A T I O N  C O S T S  B Y  T H F  F E D E R A L  E N E R G Y  R E G U L A T O R Y

C o m m i s s i o n .

S E C T 1 0 N . Z T

AOGA R E C O M M E N D S  T H A T  S E C T I O N  7 1 0 ( f ) ( 2 ) ( A )  B E  A M E N D E D  T O  R E F E R

S P E C I F I C A L L Y  T O  9 : 0 0  A . M .  J U N E A U  T I M E  F O R  N O T I F Y I N G  T H E  A L A S K A

S t a t e  T r e a s u r y  o f  t h e  a m o u n t  o f  t h e  t a x p a y e r ' s  p a y m e n t . T h e  

A s s o c i a t i o n  f u r t h e r  r e c o m m e n d s  t h a t  s e c t i o n  7 1 0 ( f ) ( 2 ) ( C )

R E Q U I R I N G  T H E  T A X P A Y E R  T O  M A K E  I T S  T A X  P A Y M E N T  IN O N E  L U M P  S U M  

F R O M  O N E  * A N K  IS U N N E C E S S A R Y  A N D  C O U L D  P O S S I B L Y  B E  I N C O N V E N I E N T  

F O R  T A X P m Y E P *  M A K I N G  S U B S T A N T I A L  P A Y M E N T S .  T h U S  T H I S  P R O V I S I O N  

S H O U L D  B E  D E L E T E D .  H e  H A V E  A L S O  S U G G E S T E D  C H A N G E S  T O  S E C T I O N  

7 1 0 ( f ) ( 2 ) ( D )  o f  t h e  P R O P O S E D  R E G U L A T I O N S  t o  c l a r i f y  t h e  

S I T U A T I O N  W H E N  T H E  D U E  D A T E  IS N O T  A  B A N K I N G  D A Y .

SECIIQOQQ

S e c t i o n  9 0 0 ( 2 4 )  o f  t h e  p r o p o s e d  r e g u i a t i o n s  p e r ­

t a i n i n g  t o  t h e  d e f i n i t i o n  o f  t h e  t e r m  " p o i n t  o f  p r o d u c t i o n " H A S  B E E N  

R E V I S E D  T O  C O N F O R M  T O  T H E  D E F I N I T I O N S  S E T  F O R T H  IN A S  4 3 . 5 5 . 1 4 0

( 1 2 ) ( A ) . U n d e r  o u r  i n t e r p r e t a i i o n  o f  t h e  s i a i u i e , t h e  p o i n t  o f

P R O D U C T I O N  IN T H E  C A S E  O F  O I L  S H O U L D  B E  T H E  F I R S T  P O I N T  

D O W N S T R E A M  O F  T H E  W E L L  W H E R E  T H E  Oil IS A C C U R A T E L Y  M E A S U R E D  IN

- 2 4 -
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A  C O N D I T I O N  O F  P I P E L I N E  D U A L I T Y  R E G A R D L t S S  O F  W H E T H E R  T H E R E  IS 

A  C U S T O D Y  T R A N S F E R  M E T E R  O R  U N I T ,  IN T H E  C A S E  O F  G A S ,  W E  

B E L I E V E  T H A T  T H E  D I S T I N C T I O N  S E T  F O R T H  IN T HE  S T A T U T E  B E T W E E N  

G A S  W E L L  G A S  A N D  C A S I N G H E A D  G A S  S H O U L D  B E  R E C O G N I Z E D  IN T H E  

R E G U L A T I O N S .

AOGA A L S O  S U G G E S T S  A S  A N  A D D I T I O N  T O  T H E  D E F I N I T I O N  

O F  S A L E S  D E L I V E R Y  P O I N T  U N D E R  S E C T I O N  9 0 0 ( 3 1 )  O F  T H E  P R O P O S E D  

R E G U L A T I O N ,  P A R A G R A P H  ( c ) ,  W H I C H  A P P A R E N T L Y  H A D  B E E N  I N A D V E R T E N T L Y

o m i t t e d , P a r a g r a p h  ( c ) p e r t a i n s  t o  a  t a x p a y e r ' s  g a s  n o t  s o l d  a n d

D E L I V E R E D  IN A  B O N A  F I D E ,  A R M ' S - L E N G T H  S A L E  T O  A  T H I R D  P A R T Y .

In  l i g h t  o f  t h e  c h a n g e s  m a d e  t o  s e c t 'o m s  2 4 0 ( b ) a n d

(c) O F  t h e  p r o p o s e d  r e g u l a t i o n s  r e l a t i n g  t o  c o s ,  . O R  r D  IN

S U P P O R T  O F  D R I L L I N G ,  W E  H A V E  I N C L U D E D  IN O U R  S U G G E S T E D  L A N G U A G E  

A  D E F I N I T I O N  O F  T H E  T E R M S  " C O S T S  O F  D R I L L I N G "  A N D  " D R I L L I N G  

C O S T S "  T O  I N C L U D E  C O S T S  W H I C H  A R E  I N C I D E N T  T O  A N D  N E C E S S A R Y  

F O R  D R I L L I N G  W E L L S  A N D  P R E P A R I N G  W E L L S  F O R  P R O D U C T I O N .

E F F E C T  I Y L M I E

AOGA R E C O M M E N D S  T H A T  T H E  R E G U L A T I O N S  E E  M A D E  E F F E C T I V E  

F O R  T A X  R E T U R N S  F I L E D  A F T E R  T H E  D A T E  T H E  R E G U L A T I O N S ,  W I T H  

A M E N D M E N T S ,  A R E  A D O P T E D .  P U R S U A N T  T O  O U R  U N D E R S T A N D I N G  O F  T H E  

G E N E R A L  R U L E S  O F  A D M I N I S T R A T I V E  L A W ,  T H E  R E G U L A I  I O N S  M A Y  N O T  B E  

G I V E N  R E T R O A C T I V E  E F F E C T  A B S E N T  A  C L E A R  S T A T E M E N T  IN T H E  

R E G U L A T I O N S  E V I D E N C I N G  T H I S  I N T E N T ,

-25-
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V
May 19, 1980

S e n a t o r  C l e m  T i l l i o n  
S e n a t e  P r e s i d e n t  
A l a s k a  S t a t e  L e g i s l a t u r e  

P o u c h  V
J u n e a u ,  A l a s k a  9 9 8 1 1

Re: O i l  a n d  Gas C o r p o r a t e  I n c o m e  T a x

D e a r  C l e m :

A c c e d i n g  t o  m e m b e r s  o f  y o u r  chamber, t h e r e  is a n l a n  a f o o t  t o  

a m e n d  i,he S t a t e  O i l  a n d  G a s  C o r p o r a t e  I n c o m e  T a x  t o  p r o v i d e  a 
d e d u c t i o n  f o r  t h e  F e d e r a l  w i n d f a l l  p r o f i t s  t a x .  T h i s  w i l l  
c o s t  th e  A l a s k a n  p u b l i c  s o m e  $8 b i l l i o n  by 1 9 9 0  —  o r  $ 2 0 , 0 0 0  

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

As near as can be de t er m in e d through informal c h a n n e l s ,  p ro p on e n t s  
of tax r elief '’or the o i l  industry are p l a n n i n g  t o  s p r i n g  this on 
the Le g is l a t u r e  at t h e  last moment, without the b e n e f i t  of  pu bl ic 
hearings or input, in the form of a S e n at e  ar e nd m en t  to a Ho u se  
till, sending the issue imme d ia t el y  to the H .sc- for concu rr en ce. 
A lthoug h this is a pr ac t ic e both chambers o f te n resort to. it is 
ha rd l y  the m an n er  ir, wnich a revenue i' "ue of thi: m n r n i t u d e  
should be  handled. If Sohio, ARCO, an] other m aj o r M l  c o m p a n ie s  
want tax relief, they should plead their case the sar.:- way as 
every othe r Al as ka n group.

S on i c is s e l l i n g  this tax d e du ct i on  d i s c u i s e d  as a q u e s t i o n  of 
rrt. In its view, it is n e c e s s a r y  to make the c h a n g e s  in 

the state law to avoid double taxation. But the tax q u e s t i o n 
ir not Just a technical issue, but a po li tical one also , with 
many options. If i t  give them the e x em p t i o n ,  we c o u l d  ra ise 
the rat< f t a x a t i o n  t m a k e  up the difference . Or. we  could 
pr ov id e the e x e m p t i o n  hut raise the s e ve rance tax to 1 5 ' ,  where 
it backs out the Fe der al windfall pro f i ts  tax. T h e  I n d u s t r y ' s  
co n ce r n about t a x a ti on  policy Is a co nce rn about the b o tt om 

line.

T h a t  l i n e  c o u l d  be  d r a w n  h i g h e r  o r  l o w e r .  T h e  F e d e r a l  w i n d f a l l  
p r o f i t s  t a x  is a i m e d  at a m a s s i v e  w i n d f a l l  t h a t  h a s  b e e n  r e a l i s e d  

b y  t h e  oil  i n d u s t r y .  S o h i o * s  1 9 7 9  p r o f i t  ip 16-4 p e r c e n t  o v e r
1 9 7 8 ,  a n d  1 $ S 0  r e v e n u e s  w i l l  r e f l e c t  t h e  b e n e f i t s  o f  d e c o n t r o l .
T h e  I n d u s t r y ' s  net. a f t e r - t a x  r e v e n u e s  for  1 9 8 0  s h o u l d  r e a c h  $ 3 . 6  
b i l l i o n ,  o r  e n o u g h  m o n e y  t o  p r o v i d e  $?' ,000 for 1 0 0 , 0 0 0  f a m l U e * *
B y  198?, Industry prof it s  are expe ct ed  to top R b i l l i o n  dol l a rs  
an nually, or 205 mere than Exxon*" r e t o r d  $«.? b i l l i o n  i: tu r ni n gs 
this year. T h es e  are staggerln-* profits. This y e a r ' s  P r u d h o e  
Bay profit to the Industry will equal 2.5$ o f  a l l  U.S. c o r p o r a
pro! Its earned In 1979, and 7 p e r c e n t  f all c r p o r a t e  d i v i d e n d s  
paiu in the U.f. last year.
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If we respond to this enormous windfall by lowering the oil company 
taxes, we will certainly be unique. The rest of the world, and 
indeed, even some states in the U.S., are considering or have 
already enacted tough new taxes .

Recent actions in Britian and Norway are a case in point. This 
is particularly interesting when one considers the different 
political climates of these countries comparec to OFEC nations.
Cne industry analyst notes that "[tjhe North Sea is stilj generally 
viewed as offering about the world's most attractive ecci. -ic and 
political climate for oil exploration. . .offering an unbeatable 
combination - free market pricing, political stability, and 
proximity to the world’s biggest import, market." It is doubly 
interesting to Alaskans because the British government is a 
large equity owner in Prudhoe Bay through BP's 53 % ownership 
of Sohio.

New po M c y  directions taken by the Britons and Norwegians include 
the following:

'' . Higher British Taxes.

"Oil companies fear '-he [British] government may once again 
opt to raise its Petroleum Revenue Tax (PRT) or: North Sea 
profits - 70? from 60? in its new budget this week. That 
would raise the government share .if future oil price rises 
to 87.5? from 83? now and Just 70? when the PFT was 
Initiated in *975-

(Petroleum Intel 1 ire nee Weekly, Karen 2*4, 1980)

2. Higher Norwegian taxes.

"North Sea producers’s profits per barrel could be slashed
by as much as half by the new tax proposals, which are
seen Jumping Norway's 'take' to about 65? to 87? from
70? - 79? now. Oslo cites soaring world prices as Justifying
the rise.'

(PIW, Feb. 25, 1980)

The Increase in Norwegian taxes includes, among other things, 
Norway's "special" tax on North Sea profits of 35? to 25?.
This "special" tax on profits is not deductable against the 
Norwegian corporate Income tax of 50?. Thi3, of course, Is 
analogous to toe situation where the State of Alaska's 9 . U  

percent tax on profits does not allow a deduction for the 
Federal Windfall Profits Tax.
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3. B r i t i s h  o w n e r s h i p  o f  f i e l d  d e v e l o p m e n t . W h e n  M a r g a r e t  T h a t c h e r ' s

t o r y  g o v e r n m e n t  w a s  e l e c t e d ,  s h e  p . * m i s e d  to t r i m  t h e  s a i l s

o f  t h e  g o v e r n m e n t  o w n e d  B r i t i s h  N a t i o n a l  O i l  C o r p o r a t i o n  (B NO C ) .

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

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

" t he  p r o p o s e d  B r i t i s h  s e v e n t h - r o u n d  l i c e n s i n g  t e r m s  t h a t  w o u l d  

m a k e  B r i t i s h  N a t i o n a l  O i l  Co r p .  a c o - l i c e n s e e  a n d  c o n t i n u e  

its r i g h t s  to 5 1 % o f  a l l  o i l  o u t p u t . "

(PIW , M a r c h  2k,  1 9 8 0 )

. N o ^ w e g i a n i z a t i o n  o f  f i e l d  d e v e l o p m e n t .

" N o r w a y ' s  n e w  W h i t e  P a p e r  on o i l  p o l i c y  is g e n e r a l l y  b e i n g

i n t e r p r e t e d  as a b l u e p r i n t  f o r  a c c e l e r a t i n g  ' N o r w e g l a n i z a t i o n ' 

o f  o f f s h o r e  oil  r e s o u r c e s  a nd  o p e r a t i o n s .  W h i l e  it is 
s i m p l y  an a d v i s o r y  d o c u m e n t  to oe d e b a t e d  in  p a r l i a m e n t ,

N o r w a y  f o r  t h e  N o r w e g i a n s '  is s e e n  l i k e l y  t o  be a p o p u l a r  

p o l i t i c a l  d o c t r i n e .  . .

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

o f  1 0 0 %  N o r w e g i a n  e q u i t y  in l i c e n s e s  r e s e r v e d  f o r  t h e  t h r e e  

p r i n c i p a l  N o r w e g i a n  o il f i r m s  - s t a t e  o w n e d  S t a t o l l ,  s t a t e -  

c o n t r o l l e d  N o r s k  H y d r o  a n d  p r l v d e  S a g a  P e t r o l e u m .  . .

I t ' s  b e l i e v e d  l i k e l y  th at  u n a s s i g n e d  a c r e a g e  a r o u n d  p r o m i s i n g  

N o r t h  S e a  oil a n d  ga s  d i s c o v e r i e s  w i l l  go  in t h e  f u t u r e  to 

a l l - N o r w e g i a n  o w n e r s h i p .

f o r  ari 8 b i l l i o n  d o l l a r  ta x b r e a k  for t h e  I n d u s t r y  i n  t h e  d y i n g  

m o m e n t s  o f  t h e  l e g i s l a t u r e ,  w i t h  no d e b a t e  o r  a n a l y s i s .  1 u r g e  

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

th e  Seriate t h i s  y e a r .

(PIW, F eb .  2 ,  1 98 0 )

S i n c e r e l y ,

A L A S K A  P U B L I C  I N T E R E S T  R E S E A R C H  G R O U P

on : icruras

AGQ 78506*



Frofits of three Prudhce ray operators

com;:. a i l v

t h i r d  
$ M i l l  
1979

q u a r t e r
5 c h g

v  ' 7 8

f o u r t h  
$ M i l l  
1979

c . u a r t e r  
% C h t t  
v  ' 7 8

f u l l  
$ M i l l  
1975

y e a r  
55 C h g  
v  '78

A r c o 3 2 0 +  *4 555 3143 4 5 'Art 1 ,1 6 6 4  I45

E x x o n 1,1*»5 + 118 1 ,3 6 5 + 60 **,295 4  5 5

S o h i o 366 + 151 *451 4 1 7 * 4 1 ,1 9 0 4  16*4

C'-'m.r.arison of  E x x o n ’s P r u d h  ■ y a n d  woi rat i o n s , 1

E s t i m a t e d  n e t  r e v e n u e  F r o m  F r u d h o e  B a y  o p e r a t i o n s  $*<5'L m i l l i o n

E s t i m a t e d  t a x  a n d  r o y a l t y  p a y m e n t s  f r o m  F r u a h o t  

B a y  o p e r a t i o n s

R e p o r t e d  p r o f i t s  f r o m  w o r l d w i d e  o p e r a t i o n s

A l a s k a  ne t  r e v e n u e  as p e r c e n t a g e  o f  w o r l d w i d e  

p r o f i t s

R e p o r t e d  t a x e s  p a i d  w o r l d w i d e

A l a s k a  ta x a n d  r o y a l t y  p a y m e n t s  as p e r c e n t a g e  

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

55 3  m i l l i o n  

*4,295 m i l l io n

i n . 75

22 ,670 m i l l i o n

2 . * 4 *

A G O  18 5 8 6 5



REPORTS FROM PETROLEUM INTELLIGENCE WEEKLY

H P ' s  .net i n c o m e  f r o m  S o h i c  t r i p l e d

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

g a i n s  in .Alaskan i n c o m e ,  E r i t i s b  P e t r o l e u m ' s  1 5 7 9  p r o f i t s  
‘m e r e  t h a n  t r i p l e d  * o  $ 3 . 6  b i l l i o n .  I n d i c a t e d  f o u r t h - q u a r t e r  

p r o f i t s  a l s o  n e a r l y  t r i p l e d  t o  $ 9 9 9 ^ m i l l i o n .  S a l e s  
a n d  o p e r a t i n g  revei u e s  f o r  t h e  y e a r  re t o f  d u t i e s  a n d  s a l e s  

ta x  r o s e  a g e n t l e r  2S* t o  $ ^ 0 . 5 - b i l l i o n .

E P ' s  ne t i n c o m e  f r o m  S o h i o  m o r e  t h a n  t r i p l e d  t o  $ 1 . 0 5 - b i l l i o n  

as S o h i c ' s  s h a r e  o f  A l a s k a n  o i l  r o s e  tc 6 7 5 , 0 0 0  b / c  frorr. 

5 7 9 , 0 0 0  b / d  in 19 78.  HP h a s  a 53? s h a r e  i n  S o h i o ' s  net  
n r o f i t s  o n  A l a s k a n  p r o d u c t i o n  b e t w e e n  6 0 0 , 0 0 0  an d  1 . 0 5 - m i l l i o n  

b / d .

M a r c h  1", 1 9 8 0

AGO 7 8 5 8 6 6



December 2A , 1979 Industry analysis of North Slope profits shows 

rate-cf-return is A7% higher than average return earned by U.S. 

manufacturing Industries. (before decontrol)

"North Slone profits are up more than 100" in 1979, 
with net after-tax margins now in the area of a handsome 
$6.20 a barrel, according to a Petroleum Intelligence 
Weekly analysis. Profits on Alaskan crude have beer, 
substantial right from the start of North Slope output 
In 1977. Even though the producers had some initial 
diificulty in lining up clients, profits in 1977 ranged 
from $1.70 to $2.70 a barrel. By early 1979, margins 
climbed to about $2.50 to $3, then rocketed to $A in the 
second quarter, and $6 in the third quarter. . .

The present $7-plus per barrel profit cn Ncrth Slope crude 
represents an annualised 22? return on the ClA. 5-billior. 
invested in Alaska exploration, production and the pipeline, 
FIW calculates. This compares with a U. Inflation rate 
of 13? ?tnd the g.enral 15? return earned by U.S. manufacturing 
industries. In early 1979, the return on North Slope was a 
bare 10?.

I f N o r t h  w l o p e  c r u d e  w e r e  1 0 0 "  f r e e  t o  t r a c k  r u n a w a y  O P E C  
p r i c e s  n o w ,  p r o d u c e r s  c o u l d  e a s i l y  r a i s e  s e l l i n g  . r i c e s  as 

m u c h  as $ 1 0  a b a r r e l  T h i s  w o u l d  b o o s t  a f t e r - t a x  p r o f i t s  by 

a h e a d y  $ 3 * 5 0 - $ A  a b a r r e l , P I W  c a l c u l a t e s .  R e v e n u e s  of 

A l a s k a  an d  t h e  F e d e r a l  G o v e r n m e n t  w o u l d  a l s o  c l i m b .  F o r  
e v e r y  $1 p r i c e  r i s e  th e  c o m p a n i e s  p r o f i t s  w o u l d  j u m p  s o m e  .

35 t o  A0 / a b a r r e l  , A l a s k a  w o u l d  g et  30 (f a n d  t h e  F e d e r a l  
G o v e r n m e n t  25 w i t h  t h e  r e s t  c o v e r i n g  o t h e r  c o s t s .

S t a r t i n g  J an .  19 8 C , t h e  p r i c e  an d p r o f i t  o u t l o o k  w i l l  d e p e n d  
o n t h e  c o m b i n e d  e f f e c t s  o f  p h a s e d  c r u d e  p r i c e  d e c o n t r o l  and 
t h e  r i n a l  v e r s i o n  o f tht p e n d i n g  n e w  e x c i s e  t a x  on 

t h e  r e s u l t i n g  ' w i n d f a l l  p r o f i t s . ' "

(Petroleum Intelligence Weekly, Dec. 2A, 1979 )

A G O  7 8 5 8 6  7



G O I N G  T O  T H E  W E L L :  'BIG O I L ' F I R M S  F I N D  T H A T  O U T L E T S  F O R

I N V E S T M E N T  O F  T H E I R  L A R G E  E A R N I N G S  A R E  L I M I T E D

W a l l  S t r e e t  J o u r n a '  

A p r i l  9, 1 9 8 0
Sun Oil Purchases Seagram Co.

Jwc months ago Jack Neafsev, senior vice president of 
Co., the nation's 10th largest oil company, was 

voicing an extraordinary problem: With 1979 profits
up by 69", the company was practically in the position 
of having too much money to invest at once. The only 
constraint the company was facing, he said, was "the* 
question of how many opportunities we car. take on at 
one time."

Two aays ago, Sun found a place for some of its expansive 
profits —  it offered $2.3 billion for the bulk of the 
U.S. oil and gas properties of Seagram Co. The proposed 
acquisition's price tag was second only to Shell Oil Co.’s 
$3.65 billion takeover of Belridge Oil Co. last year.

Exxon has problems spending it's money

For many large U.S. oil concerns the embarrassment of 
riches brought their way by last year's record profits 
is both an odd and a vexing problem. Even though their 
capital budgets are at record levels and far exceed their 
profits, these companies say they have mere financial 
resources than they can profitably spend.

Exxon Corp., the world's largest oil concern, has a $7.5 
Dillion spending program for this year, a 257 increase from 
last year's initial appropriation. But Exxon would like 
to spend even more, says Roger Meadrlck, the deputy controller 
'We're not financially constrained from doing so.' he says. 
'We're what you mirht call opportunity-limited.'

Money is no object

At standard Oil Co. of California, Mobil Corp., Phillips 
Petroleum Co. and Getty Oil Co. , capital spending is 
proceeding as though money were no obje:t - which it 
isn't. "I've told our operating people that if they've 
got a sound oil and gas project they car. handle, don't 
worry about the_money - I'll find a way to get it,’ 
says Howard Bell, California Standard's vice president 
of finance.

. . .Spending money at home has publlc-relations value,
•f course. At one big oil company, there is the rumor 
that a 'political' percentage was racked onto the bids 
that the firm submitted for a rig offshore lease sale 
a few years back. After the tracts had teen appraised, 
a company source says, 'word war going around that the 
• • ■■■• were sent up tc t h< chai 1 •• an's iff j ,
and ne gr ssed thorn nr becnirt h*. wanted O'ji* spending 
figures to look bigger.'

AGO 785868
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ye a r

present 

state take.

. Sohio 

for

wincifal 1 

profi t s 
deuuction diff.

McKinnon/

Rogers

proposal

for 15%

severance

tax diff.

00 $ 2,901.5 $ 2,813.5 ($ 88.0) $3,189.2 $ 287.7

01 4,268.8 3,974.2 (294.5) 4,727.7 458.9

02 5,058.7 4,649.5 (•.09.2) 5,646.8 58°. 1

03 5,640.7 5,150.6 (490.1) 6,346.3 705.6

84 6,291.9 5,708.6 (583.3) 7,136.9 045.0

85 7,035.9 6,346.0 (689.9) 8,032.1 996.2

86 7,912.8 7,104.0 (808.8) 9,031.9 1,119.1

87 0,887.5 7,941.8 (945.7) 10,162.0 1,274.5

88 9,975.5 8,873.7 (1,101.8) 11,426.7 1,451.2

89 11,172.5 9,890.8 (1,281.7) 12,852.8 1,680.3

90 10.889.2 9,596.2 (1,293.0) 12,577.0 1 ,687.8

00,035 72,048.9 (7,986.1) 96,776.2 16,741.2

do 1 lars 

par/ 

c apita 200,007 100,122 (19,965) 241,941 41,853

do 1lars 

par/family 

of

four 000,350 720.489 (79,861) 967,762 167,412

industry dcf 

r.ile o *

rf'iurn 26.4 % 26.66 t 26.3 %

proposal 

for 802

502 state state

i nconie i ncoine
tax diff. tax di f f .

$5,557.3 $2,655.8 $7,368.0 $4,466.5

7,442.9 3,174.1 10,349.7 6,080.9

8,576.3 3,517.6 12,285.1 7,226.4

9,445.6 3,804.9 13,754.2 8,113.5

10,437.3 4,145.4 15,384.9 9,093.0

11 597.3 4,561.4 17,551.5 10.515.6

12,898.8 4,986.0 19,780.8 11 ,868.0

14,391.8 5,504.3 22,528.8 13,041,3

16,055.9 6,080.4 25,409.7 15,434.2

18,144.8 6,972.3 28,903.9 17,731.4

17,767.0 6,877.2 28,296.0 17,406.8

132,315.0 52,279.4 201,612.5 121,577.6

330,780 130,699 504, „3I 303,944

1,323,150 522,794 2,016,125 1,215,776

24.131 20.981

Prudhoe 
Bay 

tax 
scenarios, 

1980 
- 

1990 
assumes 

12' 
annual 

inflation 
in



DIVISION OF REVENUE FROM PRUDHOE BAY UNDER DIFFERENT TAXATION SCENARIOS 

PRICES INFLATED AT 12*

INDUSTRY 
NET AS

INDUSTRY 
NET AS

TAX SCENARIO YEAR
STATE

TAKE % FEDERAL

TAKE
0>X INDUSTRY

NET <vK $ PER 

CAPITA

$ PER 

FAMILY 1

present tax 80 $3,106.7 .34 $2,432.4 .27 $3,627.0 .40 $9,068 $36,270

81 4,453.0 .33 4,782.0 .35 4,337.7 .32 10,844 43,377

82 5,266.9 .33 6,057.9 .38 4,705.7 .29 11,764 47,057

83 5,893.6 .33 6,961.9 .39 5,006.2 .28 12,516 50,062

Sohio proposal for windfall profits tax deduction

80 2,813.5 .31 2,561.4 .28 3 , 7 j 1 .2 .41 9,478 37,912

81 3,974.2 .29 5,073.0 .37 4,525.5 .33 11,314 45,255

82 4,649.5 .29 6,461.7 .40 4,919.2 .31 12,298 49,192

83 5,150.6 .29 7,463.1 .42 5.248.0 .29 13.120 52,480

McKinnon/Rogers proposal for 15% severance tax

80 3,189.2 .35 2,407.6 .26 3,569.2 .39 8,923 35,692

81 4,727.7 .35 4,699.6 .35 4,145.4 .31 10,364 41.454

82 5,646.8 .35 5,943.9 .37 4,439.8 .28 11,100 44,398

83 6,346.3 .36 6,826.1 .38 4,689.3 .26 11.723 46,893

15% severance tax and 5d* state income tax with w i n d f a l 1 pr, ei ts tax deduction

80 5 , 5 5 7 .’ .61 1,697.2 .19 1.911.6 .21 4,779 19,116

81 7,442.9 .55 3,885.1 .29 2,244.8 .17 5,612 22,448

82 8,576.3 .53 5,066.1 .32 2,389.1 . 15 5,973 23,891

83 9,445.6 .53 5,896.3 .33 2.519.8 .14 6,298 25,198

151 severance tax and 80T state income tax with wiririfall ( rofits tax deduction

ftj 7.368.0 .80 1,114.0 .13 644 C .37 1 610 6,440

81 10,349.7 .76 2,402.6 .18 820.4 .06 2,050 8,204

82 12.285.1 .77 2,846.9 .18 898.5 .06 2,246 8,985

83 13,754.2 .77 3,130.2 .  18 977.2 .05 2.443 9,772

AGO 7 8 5 6 7 0



C a l i f o r n i a  e c n s i d e r g  l o g  s u r t a x  o n  o i l  i n d u s t r y  r r c f i t s .

A t  t h e  t e r  c f  t h e  t e l e v i s i o n  s c r e e n ,  s i x  p i g s  s n u f f l e  

g r e e d i l y  i .n_  a  t r o u g h ;  a t  t h e  b e t t e r . ,  h u g h  p r o f i t  f i g u r e s  

:  r o m  t h e  o i l  c o m p a n i e s  m a k e  t h e  s r o n o r ' s  p o r c i n e  p o i n t .

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

s a y s  t h e  a n n o u n c e r .  ’ B u t  t h i s  y e a r  t h e y ' r e  e a t i n g  u p * m o r e  * 

t h a n  t h e i r  s h a r e . '  A s l o g a n  -  ' T a x  P i g  O i l ’ -  

f l a s h e s  o n t o  t h e  s c r e e n ,  a n d  a s  t h e  \ o i c e - c v e r  

c o n t i n u e s ,  t h e  ' ? '  f a d e s  i n t o  a  ' 3 . '  ' L e t ’ s  s t i c k  i t  

t o  5 5 g  O i l , 1 s a y s  t h e  a n n o u n c e r .  ' T h e y ’ v e  b e e n  s t i c k i n g  
i t  t o  u s  f o r  y e a r s . '

T h e  P i g ^ a d  i s  a  p l u g  f o r  P r o p o s i t i o n  1 1 ,  a  C a l i f o r n i a  

p r o p o s a j .  t o  i m p o s e  a  1 0  p e r  c e n t  s u r t a x  o n  o i l - c o m r a n v  

p r o f i t s . I t  w i l l  a p r  e a r  o n  t h e  s t a t e  b a l l e t  J u n e ^ i T - ^

Cm h e r  s t  a t  e s  f e l l o w  s u i t

L i k e  P r o p o s i t i o n  1 3 ,  t h e  t a x  s l a s h i n g  m e a s u r e  * h a t  i n s p i r e d  

s i m i l ' a r  i n i t i a t i v e s  i n  m a n y  o t h e r  s t a t e s ,  F r : r  1 1  p r o m i s e s  

r e v e r b e r a t e  f a r  b e y o n d  C a l i f o r n i a ’ s  b o r d e r s .  C o n n e c t i c u t  

h a s  a i r -  a d j  • n n c t  c-d a  a p e r  i * r n t  t a x  o n  t h e  g r o s s  r e c e i p t s  

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

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

Nt w s w e - e k  , M a y  1 9 ,  1 0 $ p

A u s t r a l i a  I n c r e a s e s  g o v e r n m e n t  " t a k e " ,  k e e p s  . f  O P E C  w i n d f a l l

A u s t a l i a  '** c o m p l e x  l m p o r t - p a r i t y  p r i c i n g  f o r m u l a  f o r  i t s  

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

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

f r o m  t h e  s h a r p  r i s e  i n  O T E C  p r i c e s .  . .

T h e  g o v e r n m e n t  ’ t a k e ' *  o n  d o m e s t i c  c r u d e  h a s  I n c r e a s e d  a s

f r o m  J a n .  1 t o  n e a i  t h  e e  q u a r t e r s  o f  t h e  s e l l i n g  p r i c e  -

w h i c h  M W  e s t i m a t e s  a t  a  w e i g h t e d  a v e r a g e  $ :  7 . r . S  p e r  b a r r e l  -  

u p  f r o m  t w o - t h i r d s  o f  a n  a v e r a g e  $21.05 l a s t  J u l y .  T h e  

p r o d u c e r s  w e r e  l e f t  a m t * v  ? 7  t c u t  o f  t h e  ti  . At * a v e r a g e

J a n .  i n c r e ;  < , w i t h  t h e  g o v e r n m e n t  t a k i n g  : * ..........................

royalty, operatl • preciation. • t e l ?
t a x .  T h u s  n o t  t .o  b e  e  - n r t  r u e d  i

: P IW ,  March 1 7 ,  jq&o
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