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*")USE  RESEARCH AGENCY 

S L ID IN G  SEVERANCE TAX PROPOSAL

ELF *  ( 1  -  P E L /T P ) ELF ■ e c o n o m ic  l i m i t  f a c t o r
PEL ■ p r o d u c t i o n  a t  e c o n o m ic  

l e v e l
TP = t o t a l  p r o d u c t i o n

S e v e r a n c e  T a x  = 1 2 .2 5 %  X E F X GP X . 8 7 5

GP ■ G r o s s  v a lu e  o f  p r o d u c t i o n

Existing Law

I n t r o d u c e  A c c ru e d  V a lu e  F a c t o r  (A V F ) 

AVP - g ! 0 P 1  = o i l  p r i c e  i n f l a t i o n  
-  1 +  PP -  BP 

BP

AVF •  1 I f  o i l  p r i c e  I n f l a t i o n
■ 2 i f  o i l  p r i c e  i n f l a t i o n
■ 3 I f  o i l  p r i c e  i n f l a t i o n

PP ■ p r e s e n t  o i l  p r i c e  
BP ■ b a s e  o i l  p r i c e

B I  ■ b a s e  i n f l a t i o n  
-  1 + P C P I -  BC P I 

BC P I

PC P I ■ p r e s e n t  c o n su m e r 
p r i c e  In d e x  

B C P I ■ b a s e  c o n su m e r 
p r i c e  in d e x

b a s e  i t  f l a t i o n
tw ic e  t h e  b a s e  I n f l a t i o n  r a t e  
3  t im e s  t h e  b a s e  I n f l a t i o n  r a t e

S c a le  F a c t o r  • AVF -  1 
AVF -  SF AVF* S F -

1 . 1 . 0 9
1 . 2 . 1 6
1 . 5 . 3 3
2 . 0 . 5

P r o p o s e d  s e v e r a n c e  t a x  f o rm u la  •  (S S  X S F  +  . 1 2 2 5 )  X GV X .8 7 5

SS  ■ s t a t e  s h a r e  o f  a c c ru e d  
v a lu e  o f  o i l  f r a c t i o n  
b e tw e e n  0  and  1 

GV ■ g r o s s  w e l lh e a d  v a lu e  
o f  o i l



*

E f f e c t  o f  P r o p o s e d  S e v e r a n c e  T ax  
on  t h e  N o m in a l S e v e r a n c e  T a x  R a te

S t a t e  s  O i l  P r i c e  B a s e  I n f l a t i o n  A d ju s t e d  N o m in a l
S h a r e  I n f l a t i o n  F a c t o r  F a c t o r ____________  S e v .  T a x  R a te

5 0 * 1.5 1.2 2 2 . 3 %

50% 2.0 1.2 3 2.3%

50% 1.5 1.5 12.25%

SO* 1.5 1.2 2 8 . 3 %

80% 2.0 1.2 4 4 . 3 %

5 0 * 30 1.1 60.4%

50% 1 , 0 0 0 , 0 0 0  1.0 6 2 . 2 5 %



THE LEGISLATURE OF THE STATE OF ALASKA
E L E V E N T H  L E G I S L A T U R E

FISCAL _NOTL
I .  R E Q U E S T

Bill/Resolution No.________ sp 474______________________________________
T it le  R e p e a l i n g  C h a p t e r  2 0  & A m end in g  C h a p t e r  2 1  o f  T i t l e  A3 
R eq u e s te d  b v  S e n a t e  S t a t e  A f f a i r s  & F in a n c e  C o m m it te e s __________ D a te  2 - 2 4 - 8 0

I I .  F I S C A L  D E T A I L
Agen cy  A f f e c t e d ___________________________ R e v e n u e ________________________________________________________________
P ro g ram  C a te g o ry  A f fe c t e d  G e n e r a l  G o v e r n m e n t ________________________________________________
B R U ,  P ro g r am ,  o r  S u b p r o g r a m (s )  A f fe c te d  A d m i n i s t r a t i o n  & S u p p o r t ,  M a n a g em en t  S e r v i c e s  
(N o t e :  I f  m o r e  th an  o n e  budge t c o m p o n e n t  is a f fe c te d ,  sepa ra te  line* ite in  a m o u n t s  a n d  f u n d in g  f o r  e a c h  

c o m p o n e n t  in th e  ana ly s is  s e c t io n . )
E X P E N D I T U R E S  (T h o u s a n d s  o f  D o l l a r s )

FY 80 FY 81 FY 82 CY  83 FY 84 FY 85
100 PERSONAL SERVICES ( 7 5 8 . 5 ) ( 7 5 8 . 5 ) ( 7 5 8 . 5 ) ( 7 5 8 . 5 ) ( 7 5 8 . 5 )
?,00 TRAVEL ( 1 . 6 ) ( 1 . 6 ) ( 1 . 6 ) ( 1 . 6 ) ( 1 . 6 )
300 CONTRACTUAL (1A5 .0 ) ( 1A5 .0 ) ( 1A 5 .0 ) ( 1A 5 .0 ) ( 1A 5 . 0 )
400 COMMODITIES ( 2 . 0 ) ( 7 . 0 ) ( 2 . 0 ) ( 2 . 0 ) v 2 . 0 )

EQUIPMENT
600 LAND & STRUCTURES ( 6A.0 ) ( 6A .0 ) ( 6A .0 ) ( 6A .0 ) ( 6 4 . 0 )
700 GRANTS. CLAIMS. ETC.

TOTAL ( 9 7 1 . 1 ) ( 9 7 1 . x ) ( 9 / 1 . 1 ) ( 9 7 1 . 1 ) ( 9 7 1 . 1 )

FUNDING (Thousands o f  Dollars)
GENERAL FUND (9 7 1 . 1 ) ( 9 7 1 . 1 ) ( 9 7 1 . 1 ) ( 9 7 1 . 1 ) ( 9 7 1 . 1 )  .
FEDERAL FUNDS
OTHER (Specify Fund Source)

POSITIONS

FULL  TIME 2A/288mm 2A/288mm S3 ■e* NJ 00 00 2A/288mm 2A/288mm
PART TIME lA/63mm lA/63nrn 1A/63mm lA/63mm lA/63mm
TEMPORARY

I I I .  A N A L Y S I S  (S e c  F isca l N c t c  P re p a ra t io n  In s t ru c t io n s ,  S e c t io n  I I I )

R e p e a l o f  AS A 3 .20 w o u ld  r e d u c e  t h e  n um be r o f  A d m i n i s t r a t i v e  S e r v i c e s '  
p o s i t i o n s  f r o m  6 3  t o  22 .  T h e  p e rm a n e n t  p a r t - t i m e  p o s i t i o n s  w o u ld  r e d u c e  
f r o m  1A t o  0 an d  t h e  t h r e e  CETA p o s i t i o n s  w o u ld  b e  d e l e t e d .  A d m i n i s t r a t i v e  
S e r v i c e s  w o u ld ’ s t i l l  s e r v e  a b o u t  1 9 5  e m p lo y e e s  a f t e r  p o s i t i o n s  d e l e t e d  
*>y t h e  r e p e a l  h a v e  b e e n  s u b t r a c t e d  f r o m  o t h e r  d i v i s i o n s .

IV. DATE March 3 .  1980 pRt.PARED By
AGENCY___________ EtivmiuL-

Original: Legislative Finance PHONF._____________A65-2313
cc: Budget and Management

Prune Sponsor (First Legislator Named)
33-001 (Rev. P'79)



1. R E Q U E S T  SB 4 ? 4
B i l l / R c s o l i t i o n  N o . .

F I S C A L  . J V O T E .

Title Repea l ing  AS 4 3 . 2 0 ;  Amending'AS 43 .21
R eque s ted  b y _ D a te

I I .  F I S C A L  D E T A I L
A gency  A f f e c t e d  R e v e n u e _______________________________________________________________________________
P ro g ram  C a te g o ry  A f f e c t e d G e n e r a l  G o v e r n m e n t____________________________________ ________________
B R U ,  P r o g ra m , o r  S u b p r o g r a m ( s )  A f fe c t e d  P e t r o l e u m  R e v e n u e  ____________________________________
(N o t e :  I f  m o r e  th an  o n e  bu dg e t  c o m p o n e n t  is a f fe c te d ,  s epa ra te  l in e - i tcm  a m o u n t s  and  fu n d in g  f o r  each 

c o m p o n e n t  in  th e  an a ly s is  s e c t io n . )
E X P E N D I T U R E S  (T h o u s a n d s  o f  D o l l a r s )

F Y  80 F Y  81 F Y  82 F Y  83 F Y  84 F Y  85

100 P E R S O N A L  S E R V I C E S -0-" - W -0- -0- -0- -0-

?0Q T R A V E L -0* -0- -0- -0- -0- -0-

300 C O N T R A C T U A L -0-" ' -0- -0- -0- -0- -0-

400 C O M M O  ITIF.S -u- -0- -0- -0- -0- -0-

500 E O U I P M E N T -U- -0- -0- -0- -0- -0-

600 L A N D  &  S T R U C T U R E S -0- ' -Ti- -0- -0- -0- -0-

700 G R A N T S .  CLAIMS. E T C ■ "^0- -0- -0- -0- -0- -0-

i

T O T A L -u- -0- -0- -0- -0- -0-

F U N D IN G  (T h o u s a n d s  o f  D o l l a r s )

G E N E R A L  F U N D -0- -0- -0- -0- -0- -0-

F E D E R A L  F U N D S -U- -u- -0- -0- -0- -0-

O T H E R  (Specify Fund Source) -0- -0- -0- '  -0- -0- -0-

POSITIONS

F U L L  T IM E - 0 - - 0 - - 0 - - 0 - - 0 - - 0 -
P A R T  T IM E - 0 - - 0 - - 0 “ - 0 ~ - 0 - - 0 -
T E M P O R A R Y 0 • - 0 - - 0 - ~=H - - D - - 0 -

I I I .  A N A L Y S I S  (S e e  F isca l N o t e  P re p a ra t i o n  In s t ru c t io n s ,  S e c t io n  I I I )

The b i l l  would not  impact the op e r a t i o n s  o r  budget o f  the D i v i s i o n  o f  
Pe t ro leum Revenue.

I V .  D A T E  2 / ? 9 / 8 0 _ P R E P A R E D  B Y
A G E N C Y  _______
P H O N E  _________

L i ’

O r ig in a l  Leg is la t iv e  F in a n c e  
r c :  Budge t and M an agem en t

P r im e  S p o n s o r  ( F i i s t  L e g i s la t o r  N am ed )

-Department. nf-RcVi iaua.  
-226-1361-

33 oo: (Rev. 12/79)



FISCAL , .ftOTF.
I. R E Q U E S T

Bill/Resolution No. SB UlU________________________________________ _________________________________
Title _.An A c t  r e p e a l i n g  t h e  I n d i v i d u a l  a n d  C o r p o r a t i o n  I n c o m e  T a r ;  a ^ m e n d -inr* t.h<> O-M 

Requested b y  ; Date c , * *  P o rp . t.-.v

II. FISCAL DETAIL
Agency Affected __
Program Category Affected________________________________________________________________________
BRU, Program, or Subprogram(s) Affected__________________________________________________________
(Note: I f  more than one budget component is affected, separate line-item amounts and funding for each 

component in the analysis section.)
EXPENDITURES (Thousands o f  Dollars) " '  '*

FY  80 FY 81 FY 82 FY 83 FY 84 FY 85
100 PECSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EOUIPMENT
600 LAND & STRUCTURES
700 GRANTS. CLAIMS. ETC . '

TOTAL
MILLIONS 

FUNDING (TtmiXStttKK o f  Dollars)
GENERAL FUND - 0- (ppo . f . )  _. LiuU-u) - < n) ( L 7 k .n )
FEDERAL FUNFo
OTHER (Specify Fund Source)

POSITIONS

ELU.L.TIME___
PA-RJ..I1ME____
T E M P O R A R Y __

til. ANALYSIS (See Fiscal Note Preparation Instructions, Section I II )

The bill proposes to repeal the Individual and Corporation Income Tax. It also 
proposes to amend the Oil and Gas Corporation Income Tax.

The repeal would become effective July 1, 1980 and v >ld apply to income earned 

after Decamber 31, 1979.

The above estimate reflects the potential revenue impact of the repeal of the 
Individual and Corporation Income Tax only.

IV. DATE J / i q t o ______________PREPARED BY
‘ T  AGENCY________________________ atf______

Original. Legislative Finance PHONE______________ WQCl**
cc Budget and Management

Prime c4 onscr (First Legislator Named)



<•

c t p  n  c r ? F ( M *
;>ir J. HAMMOND, GOVERNOR

D E P A I IT M E N T  O F  R K V K IS IE
OrriCE OF THE COmSSIOHEK /  POUCH s - WHEAU 99111

March 6, 1980

T h e  H o n o r a b le  B ob  M u lc a h y  
C h a irm a n
S e n a t e  S t a t e  A f f a i r s  C o m m it te e  
Room  5 1 1* -  C a p i t o l  B u i l d i n g  
J u n e a u ,  A la s k a  9 9 8 1 1

D e a r  S e n a t o r  M u lc a h y :

F.e* S e n a t e  B i l l  N o . U7 U

S e n a t e  B i l l  N o . U7 U , a n  A c t  R e p e a l i n g  C h a p t e r  2 0  a n d  a m en d in g  C h a p t e r  2 1  
o f  T i t l e  U 3 , A la s k a  ° t a t u t e s ,  w as i n t r o d u c e d  t o  t h e  S m a t e  o n  F e b r u a r y  1 8 ,  1 9 8 0  
a n d  w as r e f e r r e d  t o  t h e  S e n a t e  S t a t e  A f f a i r s  a n d  F i n a i x e  C o m m tte e s .

F o r  t h e  c o n s i d e r a t i o n  o f  t h e  S e n a t e  S t a t e  A f f a i r s  C o m m it t e e , I  am e n c l o s i n g  
c o p i e s  o f  F i s c a l  N o t e s  p r e p a r e d  b y  G a ry  J e n k i n s ,  D i r e c t o r ,  A u d i t  D i v i s i o n ;  
P .  A . W a l l ,  D i r e c t o r ,  A d m i n i s t r a t i v e  S e r v i c e s  D i v i s i o n ;  R o b e r t  J o h n s o n ,  
D i r e c t o r ,  P e t r o le u m  R e v e n u e  D i v i s i o n ;  B a r b a r a  S o r e n s e n ,  R e s e a r c h  S e c t i o n  
a n d  a  g e n e r a l  m em orandum  f r o m  J o s e p h  K . D o n o h u e , D e p u ty  C o m m is s io n e r  o f  
t h e  D e p a r tm e n t  o f  R e v e n u e  r e g a r d i n g  t h e  im p a c t  o f  R e p e a l  o f  t h e  I n d i v i d u a l  
In c o m e  T r "  c o n c e r n i n g  t h e  p r o p o s e d  l e g i s l a t i o n .

R . D . S t e v e n s o n  
S p e c i a l  A s s i s t a n t

c c :  T h e  H o n o r a b le  J o h n  S a c k e t t  
C h a i rm a n
S e n a t e  F in a n c e  C o m m it te e

J o s e  h  K . D o n oh u e  
D e p u ty  C o m m is s io n e r  
D e p a r tm e n t  o f  R e v e n u e

G a ry  J e n k i n s ,  D i r e c t o r  
A u d i t  D i v i s i o n  
D e p a r tm e n t  o f  R e v e n u e

P .  A . W a l l ,  D i r e c t o r  
A d m i n i s t r a t i v e  S e r v i c e s  D i v i s i o n  
D e p a r tm e n t  o f  R e v e n u e

R o b e r t  J o h n s o n ,  D i r e c t o r  
P e t r o le u m  R e v e n u e  D i v i s i o n  
D e p a r tm e n t  o f  R e v e n u e

V in c e n t  W r ig h t  
R e s e a r c h  S e c t i o n  
D e p a r tm e n t  o f  R e v e n u e

04-02LH



II.

ELEVENTH LEGISLATURE
FISCAL NOTE.

I REQUEST
Bill/Resolution No. SB ^ 7 4 ........................... ..........  ,■■■—».—Title R e p e a l i n g  AS 4 3 . 2 0 ;  Am end in g  AS 4 3 . 2 1
Requested by 1   ____________________ Date.

X
FISCAL DETAIL
Agency Affected R e v e n u e   _________________
Program Category Ati'cdcd G e n e r a l  G o v e r n m e n t _____________________________________________
BRU, Program, or Subprogram(s) Affected P e t r o l e u m  R e v e r u e _______________________________
(Note: I f  more than one budget component is affected, separate line-item amounts and funding fo r each 

component in the analysis section.)
EXPENDITURES (Tho sands o f  Dollars)

FY 80 FY 81 FY 82 FY 83 FY  84 FY  85
100 PFRSONAI. SERVICES - 0 - - 0 - - 0 - - 0 - - 0 - - 0 -
?00 TRAVEL - 0 - - 0 - - 0 - - 0 - - 0 - - 0 -
300 CONTRACTUAL - 0 - - 0 - - 0 - - 0 - - 0 - - 0 -
4 00 COMMODITIES - 0 - - 0 - - 0 - - 0 - - 0 - - 0 -
soo EQUIPMENT - 0 - - 0 - - 0 - - 0 - - 0 - - 0 -
600 LAND & STRUCTURES - 0 - - 0 - - 0 - - 0 - - 0 - - u -
700 GRANTS. CLAIMS .ETC . - 0 - - 0 - - 0 - - 0 - - 0 - - 0 -

TOTAL - 0 - - 0 - - 0 - - 0 - - 0 - - 0 -

(Decline in millions of dollars from otherwise expected receipts)
f u s i n g

GF.NF.RAL FUND ( 2 3 3 ) ( 3 2 3 ) ( 5 3 4 ) ( 5 9 2 ) ( 7 0 8 ) ( 7 4 2 )
FEDERAL FUNDS - 0 - - 0 - - 0 - , - Q -  . - 0 - - 0 -
OTHER (Specify Fund Source) - 0 - - 0 - . . - 0 -  . - n - - 0 - - n -

POSITIONS

FULL  TIME - 0 - - 0 - - 0 - - 0 - - 0 - - 0 -
PART TIME •  0 - 0 - - 0 - — 0  — - 0 - -Q -
TEMPORARY - 0 - - 0 - - 0 - - 0 -

I I I . ANALYSIS (See Fiscal Note Preparation Instructions, Section I II )
S e e , a t t a c h e d  m e m o r a n d u m ,  R. M. J o h n s o n  to T. K. W i l l i a m s ,  2 / 2 9 / 8 0  
N o t e  th a t  t h e  f i s c a l  n o t e  r e l a t e s  to the i n i t i a l  c a l e n d a r  y e a r  o f  
e f f e c t  o f  th i s  b i l l ,  a n d  the f u n d i n g  i m p a c t  s t a t e d  a b o v e  r e l a t e s  to 
f i s c a l  y e a r s  i m p a c t e d  ii. a p p r o x i m a t e l y  t h e  s a m e  p r o p o r t i o n .

\

v^riginal Legislative Finance PHONE 2 7 6 ~ 1 2 6 3
cc: Budget and Management

Prime Sponsor (First Legislator Named)
3 3 - 0 0 1  (Rev. 12 /79 )



- STATE 
o i  ALASKA

TOi r  R. D. S t e v e n s o n
S p e c i a l  A s s i s t a n t  
D e p a r t m e n t  o f  R e v e n u e

DATE: F e b r u a r y  29, 1 9 8 0

FILE NO

from G a r y  L. Je 
D i r e c t o r  
A u d i t  D i v i

TELEPHONE NO

subject S e n a t e  B i l l  No. 474

T h i s  b i l l  w o u l d  r e p e a l  t h e  i n c o m e  t a x  o n  i n d i v i d u a l s  a n d  
c o r p o r a t i o n s  a n d  s i g n i f i c a n t l y  m o d i f y  t h e  o i l  and g a s  i n c o m e  
tax. T h e  i m p a c t  of  r e p e a l i n g  t h e  i n d i v i d u a l  i n c o m e  t a x  h a s  
p r e v i o u s l y  b e e n  s e t  f o r t h  f o r  o t h e r  b i l l s  p r o p o s i n g  i t s  r e p e a l .
A  c o p y  of  t h e  m e m o r a n d u m  p r e p a r e d  s h o w i n g  t h a t  i m p a c t  is a t t a c h e d .  
T h e  F i s c a l  N o t e  a t t a c h e d  to  t h i s  m e m o r a n d u m  is f o r  t h e  r e p e a l  
o f  t h e  c o r p o r a t e  i n c o m e  t a x  o n l y .  T h e r e f o r e ,  t o  u n d e r s t a n d  the 
o v e r a l l  e f f e c t  o f  t h e  r e p e a l  of c h a p t e r  20 o f  T i t l e  43, t h e  
t o t a l  i m p a c t  w o u l d  t h a t  s e t  f o r t h  in t h e  a t t a c h e d  m e m o r a n d u m  
p l u s  the a t t a c h e d  F i s c a l  Note.

T h e  r e v e n u e  i m p a c t  w h i c h  w o u l d  r e s u l t  f r o m  e n a c t m e n t  of  t h i s  
p r o p o s e d  l e g i s l a t i o n  w i l l  b e  p r o v i d e d  by  the R e s e a r c h  S e c t i o n  
o f  t h e  D e p a r t m e n t  o f  R e v e n u e .

T h e  P e t r o l e u m  R e v e n u e  D i v i s i o n  w i l l  p r o v i d e  the e f f e c t  o f  t h e  
r e p e a l  of A S  43. 2 1 .

A d m i n i s t r a t i v e  S e r v i c e s  d i v i s i o n  w i l l  p r o v i d e  the i m p a c t  o n  
t h e i r  f u n c t i o n  w h i  h w o u ^ d  r e s u l t  f r o m  t h e  e n a c t m e n t  of 
t h i 3  l e g i s l a t i o n .

A t t a c h m e n t



>̂1 A l t
of A L A S K A

IO (Thomas K. W i l l i am s ,  Conmissioner |)A,‘ Ap r i l  10 , 1980
Department o f  Revenue

III f NO  

HltPHOHI N<>

C l'.*tkOM Robert M. Johnson, D i r e c t o r  ' -u,o' 1 Overview o f  WPT as a
Petroleum Revenue D iv i s ion  Deduction Under AS 43 21

The
an a ly s i s  o f  impact or  income tax treatment takes the mean r o y a l t y  r e c e ip t  
f i g u r e  from our fo re c a s t s  to d e r ive  (A) .  That f i g u r e  is then app l ied  to 
the WPT " fo rmu la "  with the assumptions o f  base and decon t r o l l e d  p r ice  o f  
o i l  app l ied  to de r ive  (B ) .  (B) i s  subtrac ted from (A) to get the 
"change" (C ) .  I f  (C) i s  then m u l t i p l i e d  by 7 ( the WPT app l ie s  on ly  to 
7 /8  o f  the impacted M.S. c ru de ) ,  the t o t a l  '..PT is de r ived .  That 
f i g u r e  m u l t i p l i e d  by 9 .4 3  y i e l d s  the impact o f  the WPT tax as a deduction 
(D ) .

December 1979 Forecast  E f f e c t  
(M i l l i o n s  o f  $)

(A) (B ) (C) ( )
Pet r o 1eum Royal t i e s
Wi thout With Impact on Corporate

i y Wintax Wintax Change Income Tax
1 9 8 0 850 .4 8 39 .0 11.4 7 .51981 1285 .0 1068.5 216 .5 142 .5
1 9 8 ? 1930 .3 1355 .3 575 .0 378 .4
1 9 J 3 2244 .8 , 5 1 2 . 8 732 .0 481 .7
1984 2475 .7 1657.9 8 1 7 . B 538.1
1985 2769 .3 1 8 6 0 . 4 908 .9 598.1

These f igu re s  demonstrate that as the spread between the base and d econ t r o l l e d  
p r i c e  in c rea s e s ,  the impact of the deduction inc reases .  The same r i s i n g  
p r i c e  o f  o i l  o f  course w i l l  inc rease the gross taxab le  product ion income 
under the tax ac t .



TH E  LEG ISLATU R E
BUDCH AMD AUOIt CDMUUm

FINANCE DIVISION  
POUCH W F-STATE CAPITOL 
JUNEAU, ALASKA .11 
PHONE: 1907) 46L.- <5

D e c e m b e r  31, 1979

T o m  W i l l i a m s ,  C o m m i s s i o n e r  
A l a s k a  D e p a r t m e n t  of R e v e n u e  
P o u c h  S
J u n e a u ,  A K  9 9 8 1 1

D e a r  C o m m i s s i o n e r  W i l l i a m s :

T h e  J o i n t  G a s  P i p e l i n e  C o m m i t t e e  h a s  r e q u e s t e d  e s t i m a t e s  
of  r e v e n u e  to be  d e r i v e d  f r o m  p r o d u c t i o n  o f  N o r t h  S l o p e  
g a s .

I b e l i e v e  y o u r  D e p a r t m e n t  c o u l d  p r o v i d e  s o m e  v a l u a b l e  
a s s i s t a n c e  h e r e  w i t h  l i t t l e  a d d i t i o n a l  t r o u b l e  or e x p e n s e .

S p e c i f i c a l l y ,  I w o u l d  l i k e  to r e q u e s t  that the n e x t  q u a r t e r l y  
" P e t r o l e u m  P r o d u c t i o n  R e v e n u e  F o r e c a s t "  of the P e t r o l e u m  
R e v e n u e  D i v i s i o n  i n c l u d e  g r a p h s  and t a b l e s  s i m i l a r  to g r a p h s  
1 t h r o u g h  6 a n d  t a b l e s  o t h r o u g h  8 of the S e p t e m b e r  1979 
r n o r t  f o r  g a s  o n l y ,  in a d d i t i o n  to the o i l  and g a s  t o t als.

T h i s  w o u l d  t a k e  a d v a n t a g e  of the s t a t e ' s  e x i s t i n g  a b i l i t y  to 
i n c o r p o r a t e  s t o c h a s t i c  e s t i m a t e s  of p r o d u c t i o n ,  p r i c e s ,  
c o n d i t i o n i n g  c o s t s ,  etc. t h r o u g h  u s e  of th i s  mod e l .

A l t h o u g h  t h e r e  m a y  b e  a m o r e  d e s i r a b l e  m e t h o d  of d o i n g  this, 
it s e e m s  to m e  t h a t  it c o u l d  b e  d o n e  s i m p l y  e n o u g h  b y  z e r o i n g  
t he o i l  p r o d u c t i o n  v e c t o r  a n d  r u n n i n g  the m o d e l  a s e c o n d  time.

P l e a s e  l e t  m e  k n o w  if t h e  D e p a r t m e n t  c o u l d  p r o v i d e  this 
i n f o r m a t i o n .

Y o u r s  truly,

F i s c a l  A n a l y s t

cc: H o n o r a b l e  B i l l  M i l e s
H o n o r a b l e  M i k e  C o l l e t t a
C o - C h a i r m e n ,  J o i n t  G a s  P i p e l i n e  C o m m i t t e e

M B : b f

JTWit LM



F A C T  S H E E T

W i n d f a l l  P r o f i t  T a x  

( " C r u d e  O i l  W i n d f a l l  P r o f i t  T a x  o f  1 9 8 0 " )

T h e  F a c t s

o  In 1 9 7 8 ,  t h e  A l a s k a  L e g i s l a t u r e  p a s s e d  a " s p e c i a l "  i n c o m e  
t a x  o n  t h e  o i l  i n d u s t r y  - t h e  1 3 t h  t a x  i n c r e a s e  s i n c e  t h e  
d i s c o v e r y  o f  t h e  P r u d h o e  B a y  f i e l d  i n  1 9 6 8 .

o  T h e  i n c o m e  - r o y a l t y  a n d  t a x e s  - f r o m  P r u d h o e  B a y  is t o t a l l y
r e s p o n s i b l e  f o r  t h e  c u r r e n t  s u r p l u s  i n  t h e  s t a t e  t r e a s u r y .

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

o T h e  p r i c e  o f  d e c o n t r o l  i s  t h e  W i n d f a l l  P r o f i t  Tax. P r e s i d e n t  
C a r t e r  s a i d  d e c o n t r o l  w o u l d  n o t  b e  p o s s i b l e  w i t h o u t  t h i s  tax.

o  T h e  s t a t e ' s  r o y a l t y  o i l  d e d i c a t e d  t o  p u b l i c  p u r p o s e s  - a n d  
t h a t  o f  t h e  A l a s k a  I n d i a n s  a n d  " n a t i v e  c o r p o r a t i o n s "  - is 
e x e m p t  f r o m  t h e  tax.

o  T h e  o i l  i n d u s t r y  w i l l  n o t  b e  a b l e  t o  d e d u c t  t h i s  t a x  f r o m  i t s  
i n c o m e  w h e n  p a y i n g  t h e  A l a s k a  S t a t e  i n c o m e  t a x  - t h e r e b y  h a v i n g  
to p a y  a j t a t e  t a x  o n  t a x e s  p a i d  t o  t h e  f e d e r a l  g o v e r n m e n t  - 
u n l e s s  t h e  A l a s k a  l a w  is c h a n g e d .

o  T h e  W i n d f a l l  P r o f i t  T a x  i s  n o t  a n  i n c o m e  tax, b u t  r a t h e r  it is
an  e x c i s e  o r  s e v e r a n c e  t a x  i m p o s e d  o n  a p o r t i o n  o f  t h e  s e l l i n g
p r i c e  o f  c r u d e  oi l .

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

o  A  d e d u c t i o n  f o r  t h e  W i n d f a l l  P r o f i t  T a x  c o u l d  n o t  V a v e  b e e n  
p r o v i d e d  i n i t i a l l y  in t h e  s t a t e  l a w  s i n c e  t h e  W i n d i a l l  P r o f i t  
T a x  d i d  n o t  e x i s t  a t  t h e  t i m e  t h e  s t a t e  l a w  w a s  p a s s e d .  If 
t h e  W i n d f a l l  P r o f i t  T a x  h a d  e x i s t e d  w h e n  t h e  1 9 7 8  A l a s k a  t a x  
l a w  w a s  p a s s e d ,  it n o  d o u b t  w o u l d  h a v e  b e e n  c o n s i d e r e d  f o r  
i n c l u s i o n  a: a d e d u c t i o n  a t  t h a t  t i m e .

o  T h e  a l l o w a n c e  o f  t h e  d e d u c t i o n  w i l l  n o t  c a u s e  t h e  s t a t e  t o  
l o s e  r e v e n u e  - it w i l l  r e a l i z e  o v e r  t w i c e  a s  m u c h  r e v e n u e  
r r o m  p r i c e  d e c o n t r o l  a s  t h e  p r o d u c e r s .

C o n c l u s i o n

T h e  W i n d f a l l  P r o f i t  T a x  is s i m p l y  a n o t h e r  c o s t  o f  d o i n g  b u s i n e s s .  I t  
is a " s e v e r a n c e "  t a x  t h a t  m u s t  b e  p a i d  b e f o r e  a n y  i n c o m e  is r e a l i z e d .
It is o b v i o u s l y  n o t  " i n c o m e "  a n d  s h o u l d  n o t  b e  t a x e d  in an  i n c o m e  t a x  
law. If t h e  d e d u c t i o n  is n o t  a l l o w e d ,  t h e  s t a t e  is, in e f f e c t ,  p l a c i n g  
s t i l l  a n o t h e r  t a x  o n  t h e  o i l  i n d u s t r y .  T H E  L A W  S H O U L D  B E  C H A N G E D  T O  
A L L O W  T H E  D E D U C T I O N .
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Assumptions and C a l c u l a t i o n s

1.

2.

3 .

% 'rs>

$13.61 p e r  b b l .  w e l lh e ad  p r ice  under p r i c e  c o n t r o l s ;  $22.97 p e r  bb l 
e l lhead  p r i c e  w i th  p r i c e  decontrol  and passage o f  w ind fa l l  p r o f i t  

tax .  S ou rc e ;  Oep*rtment o f  Natural Resources r o y a l t y  value r e p o r t  
f o r  Janua ry ,  1980  j r o d u c t i o n .
Zero I n f l a t i o n  r a t e .

• • ;<VkV7.
V i’.

v

1

Prudhoe Bay p ro duc t ion  1 . 5  m i l l i o n  bb l p e r  day ( 4 5  m i l l i o n  bbl p e r  
month) . ; • ; / .

4 .  S ta te R o y a l t y  ( u n d e r  continued p r i c e  c o n t r o l s )
Monthly p r o d u c t i o n
t imes C o n t r o l l e d  Wellhead P r i c e
times R o y a l t y  Share

4 5 , 0 0 0 , 0 0 0  bbl 
x $ 1 3 . 6 1  p e r  bb l 
x 12%*

5 .  Product ion Taxe s  (unde r  conw.iued p r i c e  c o n t r o l s )
$ 7 6 , 5 0 0 , 0 0 0  p e r  montf

Month ly p r o d u c t i o n  
l e s s  R o y a l t y  Sna re  12?i%

4 5 , 0 0 0 , 0 0 0  bb l 
( 5 , 6 2 5 , 0 0 0 1
3 9 , 3 7 5 , 0 0 0  bbl

t imes C o n t r o l l e d  Wellhead P r i c e
t imes Tax Rate
t1o* Economic L im i t  Factor

x $ 1 3 . 6 1  bbl 
x 12 .25% 
x . 9 4

r (
ay*

*£i *" -V.1
$ 6 1 , 7 0 0 , 0 0 0  pe r  montl

6 .  Oil and Gas C o r p o r a t e  Income Taxes (un de r  con t inued  pr ice  c o n t r o l s )  
$402 ,000 ,000  ♦ 12 ■ $33 ,500 ,000  p e r  month. S ou rce :  Revenue S o u r c e s .
FY 1979 -81 ,  p u b l i s h e d  by Department o f  Revenue, E s t  te f o r  FY 80 .

7 .  Total Month ly  S t a t e  Pet ro leum Revenues
1* .‘.••j. ,y

R o y a l t i e s  (pa rag raph  4 above) ^  
P ro du c t i o n  Taxes (paragraph 5 above )  
Income Taxes (pa rag raph 5 above)
• %. • 
r
%
' i*.
• r'

To ta l  p e r  month *. . :
•4 . * ,'jfLI v 1

11 • • - V  ’ '

%
4 J i4.

, •* ♦ * 
•«*.

, • u-'tWVV.

■ •*

r  , '
• • >»• *.»•

$ 7 6 , 5 0 0 , 0 0 0
6 1 . 7 0 0 . 0 0 0
3 3 . 5 0 0 . 0 0 0

$ 1 7 1 , 7 0 0 , 0 0 0

1



D i s t r i b u t i o n  o f  added, s a l e s  d o l l a r  above base p r i c e  received as a 
r e s u l t  o f  p r i c e  d e c o n t r o l  and w in d f a l l  p r o f i t  t a x  (assumes p roduce r  
may deduct the w i n d f a l l  ‘ p r o f i t  tax as a d i r e c t  c o s t  b e fo re  c a l c u l a t i n g  
s ta t e  income t a x ) ,
a .  . D i s t r i b u t i o n

b.

xjw-,-

R o y a l t y  .
Severance Tax 
W in d fa l l  P r o f i t  Tax 
S t a t e  Income Tax 
Federa l Income Tax 
P roducer
- • *. . /  .

r* ' ,How Der ived  * . *
• *

Roy a l t y

J . S .

5 4 . 1 9 4

9.68*

637874

Severance l a x

Incremental D o l l a r  
x  Roya l ty  Sha re

Incremental O o l l a r  
l e s s  Roya l ty
x S ta tu to r y  R a te
x Economic L im i t  F a c t o r

x in dfa 17 P r o f i t  Tax Incremental D o l l a r
l e s s  Roya l ty  
le s s  C<sverance Tax

: ■ : . V* '
• ’ y- - -• : • **. j: -
1 < •, . !i • •

Alaska Income Tax
With deduct ion 
f o r  W in d f a l l '
P r o f i t  Tax

• * * • .
■t. •. *..*.*
• t- *' • : •

/.*. •  
.A-..

x S ta tu to ry  R a te
• * "•V w ,u t f*

•••'# *Vj .'2Wi >7 . •
•.*' ...

•A; . •
. VIncremental D o l l a r  

l e s s  Roya l ty  
l e s s  Severance Tax 
l e s s  W ind fa l l  P r o f i t  Tax

• ’ if,*?: *

x S ta tu t o r y  R a te

Alaska P r o du c e r
12.50̂
10.084

2.18*

Z T T K i

Federa l  Income Tax Incremental D o l l a r

•
i?.

! Si-.« y
R

l e s s  Roya l ty  • 
l e s s  Severance Tax 
le s s  W ind fa l l  P r o f i t  Tax 
le s s  S ta te  Income Tax

vi&v v •• 
x S ta tu t o r y  Ra te

11.374
117574

100.004
12.50%
1 2 . 5 0 4

100.004
- 12.504 

"87.504
12.251
1 6 . 7 2 4

. 9 4
1 6 . 0 8 4

1 0 0 . 0 0 4
-  1? 5 04
- 10.084 

:r77424
70%

•TC194

100.004
- 12.504
- 10.084- 10 

- 54.194 
«  •• “2T234

9.40%
T a g

4 *
v* *•?•;«..
•
,3> 7*.
r j'.. .
'L 
•% *

‘ .
100.004

-  12.504
- 10.084
- 54.194
-  2 . 1 8 4

T O
46
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Phased p r i c e  d e c o n t r o l  o f  Prudhoe J i l  beg inn ing  Janua ry  1 ,  1980 and 
ending O c t o b e r ,  1981 ( 4 . 6%  per month)* r a i s i n g  weighted average .. •>•
wel lhead p r i c e  f rom $1 3 .6 1  per t ‘ l  to $ 2 2 . 9 7  p e r  b b l ,  an increase o f .*>
$9 .36 p e r  b b l .  • • :•;> : ' • !  '}: %

■•,*■* rv.*-V. ,'>s
Add i t iona l  month ly s t a t e  petroleum revenues  O c tob e r ,  1981 as a r e s u l t  ' ; 1' : , 1- 
o f  p r i c e  d e c on t r o l  and w in d f a l l  p r o f i t  t a x :  .  • •!':* ..

Month ly  j d u c t i o n  •
Mmes added s a l e s  p r i c e  

Added Gross Revenues
Added R o y a l t i e s  ( $ 4^ 1 ,2 00 ,0 0 0  x 12%%)
Added P roduc t ion  Taxes ( $ 4 2 1 , 2 0 0 , 0 0 0  x 10 .08%) 
Added Income T : Aes ($ 4 21 , 2 0 0 , 0 0 0  x 2 .1 8% )  '

October 1981 S t a t e  Pe t ro leum Revenues
A* . J

a. P r i c e  Con t ro l  (no  w in d f a l l  p ro f l v .  t a x )
’• t.. • ! ' • *', » i  •

b. Added w i th  p r i c e  decon tro l  and Im p o s i t i o n  
o f - v r t n d f a l l  p r o f i t  tax

V’ T o t a l  f o r  month o f  Octobe r ,  1981

4 5 , 0 0 0 , 0 0 0  bb l  • 
x $ 9 . 3 6  p e r  bb l

$421,200,000

5 2 . 6 0 0 . 0 0 0
4 2 . 5 0 0 . 0 0 0
9 , 2 0 0 , 0 0 0  •

$ 1 0 4 , 3 0 0 , 0 0 b

$ .171 ,7 00 ,000

1 0 4 , 3 0 0 , 0 0 0
$ 2 7 6 , 0 0 0 , 0 0 0

. .1 '
A •

•V

I

V I .  1 
. . .

•r..* • .
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In c o m e  T a x e s  
O i l  P r o d u c t i o n  T a x e s  
O i l  R o y a l t i e s

A d d i t i o n a l  R e v e n u e  
{$  M i l l i e / ?  P e r  M o n th ;

42.4

. - ..

w i t h o u t  p r i c e  d e c o n t r o l  and  w i n d f a l l  p r o f i t  t a x
•r

ft
■ i -i

‘ ASSUMPTIONS . %
i ' * v

• J a n u a r y ,  1980 w e l l h e a d p r i c e s :  $ 2 2 . 9 7 / B U J d e c o n t r o l l e d

$ 1 3 . f » l  c o n t r o l l e d
•  Z e r o  I n f l a t i o n

1 , 5 0 0 , 0 0 0  D b l  p e r  d a y  p r o d u c t i o n
•  w i n d f a l l  P r o f i t  T a x  d e d u c t i o n  a l l o w e d
;-vL ..
\£ .

it.
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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 i e r  I - m e r g e d  u p p e r  and l o w e r  t i e r  oil (former "old" 
and "new")

T a x  rate: 70% M a j o r s
50% I n d e p e n d e n t

B a s e  Pr i c e :  $ 1 2 . 8 1 / B B L  a d j u s t e d  for i n f l a t i o n

T i e r  II - S t r i p p e r  O i l  10 b / d / w e l l

T a x  Rate: 60% M a j o r
30% I n d e p e n d e n t

B a s e  Rate: $ 1 5 . 2 0 / B B L  a d j u s t e d  for i n f l a t i o n

T i e r  III - N e w  Oi l ,  h e a v y  oil 16° g r a v i t y  or  less, 
i n c r e m e n t a l  t e r t i a r y  crude.

T a x  Rate: 30% A l l

B a s e  Pr i c e :  $ 1 6 . 5 5  a d j u s t e d  for i n f l a t i o n

P r u d h o e  B a y  - S a d l e o c h i t  O i l  

T a x  Rate: 70%

B a s e  Price: $ 1 2 . 7 0

| V  1 . , O i ) *  -  f t
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US Oil PRODUCTION will bur i  big new tn  burden »  a result of the Carter administration's aiclM levy on revenue 
flowing trum crude p :e decontrol Here, Getty Otl Co 16 Wilcot Fee tips heavy crude reservoir in Poso Creek field. 
Kern County. Calif.

U.S. H o u se  p a s s e s  e x c i s e  
ta x  on  d e c o n t r o l  r e v e n u e s
THE House lust week pusscd the excise 
tux measure on revenue from de. on* 
trolled U.S. crude production, sending 
the t?nl.7-billion bill to the Senute,
The Senate is expected to vote on the 

conference-approved bill this week. 
President Carter has said he will sign 
the measure.
The Senate sole will be the final step 

in nearly a year-long legislative strug­
gle over the tax.
Last April Carter unnounced the 

phased decontrol of U.S. crude prices 
but asked Congress to tax away most 
of the “windfall" to industry in order to

finance development of it synthetic 
fuels industry and other energy con­
servation/development schemes.
Uy the late 1980s, the excise tux is 

expected to result in up to 1.6 million 
b/d less crude than would have been 
produced without such a levy.
The final House battle over the bill 

centered on whether to send the meas­
ure back to the conference committee 
with instructions that independent pro­
ducers be given better tax treatment.
Rep. Bill Archer (R Tex.) was the 

leader of thut effort. It would have re­
quired House conferees to accept the

O i l  A G A S  J O b R N A L  -  M A R  17 . IS M



treatment given independents in the 
Senate bill — a blanket exemption 
from any tax on their first 1,000 b/d 
of production.

After the Archer motion failed by 
a 227-185 vote, the House voted 302- 
107 to accept the conference bill.

Another attempt may be made in 
the Senate to gain better tax treat­
ment for independents Archer said 
Sen. Henry Bellmon (R -O k la .) can 
be expected to lead the fight there.

Although the Senate in December 
passed its version o f the excise tax 
bill by an overwhelming 74-24 vote, 
It ea rlie r had voted 53-41 to exempt 
independent producers* first 1.000 b/d 
of production (OGJ, Dec. 3. 1979, p. 
38).

Some independents hope the same 
53-vote majority might send the bill 
back to the conference committee. As 
a result, the bill would either die in 
conference o r the House might be 
persuaded to accept the independents’ 
exemption.

House maneuvering. Archer had 
predicted a close vote on his motion, 
which he said would result in $18 bil­
lion more in revenues fo r independ­
ents during the 11-year term of the 
bill.

He said the funds would have re­
sulted in 42,000 additional wells being 
drilled and 950,000 b/d of additional 
production by the late 1980s.

Archer doubted whether a small 
demonstration this week by Independ­
ents at the Capitol had helped nr hurt 
their cause. " I ’ve heard mixed mm 
ments about that," he said.

'Hie Texas congressman said the 
excise levy is Ilk tiy  never to end.

"Once you put a lax  in place and 
the government begins to depend on 
those revenues, It becomes very d iffi­
cult to change.M

The House earlie r rejected 232-180 
a Republican effort tn send the bill 
back io  tne conference committee with 
instructions to include a plowback 
provision - a  tax credit of up to 75% 
for producers lo  reinvest their profits 
in exploration.

The House also rejected 315-201 a 
motion by Rep Joseph Fisher (D -Va.) 
which would have required that half 
of the government's revenue from  de­
control be earmarked fo r production 
of more energy.

Fisher argued that the current fo rm ­
ula, which ca lls for 60% of the rev­
enues lo  go fo r lax ru ts and only 15% 
for energy production/conservation, is 
a case of mistaken priorities.

The debate. Final arguments on the 
House floor centered on whether In­
dependents needed better tax treat­
ment.

Rep Al U llman (D O re  chairman

of the House ways and means com­
mittee "has giv"n as much to the 
independents as we possibly can.”

Archer argued that it still wasn’ t 
enough because independents are the 
bulwark o f the U.S. exploration/pro­
duction effort.

Archer said the bill "threatens to 
cripple ou r production and drive our 
economy toward chaos It isn’ t a plan 
to produce more oil. It will prevent 
the production o f billions of barrels 
of o il."

Rep. James R . Jones (D-Okla.) 
argued that the bill Is "  had tax policy 
and questionab’e energy policy."

He said It *; so complicated and 
confusing it should be renamed "the 
luwyers and accountants relief act of 
1980."

Jones also pointed out that the lax 
includes a rollback in price for strip­
per producers. ” t ’ t  smallest of the 
small producers.”

He said the 30% t»x on rew and 
tertiary production "w ill have an in­
hibiting effect on the two categories 
o f oil that offer the greatest promise 
fo r Increasing our oil reserves."

Jones was one of five House mem­
bers on the conference committee 
who refused to sign the conference 
report. The oihers wen Aicher, John 
Duncan (R-Tenn ). Guy Vander Jagt 
(R M ic h ) ,  and Henson Moore (R -La .). 
A ll but Duncan voted against the tax 
on the House floor.

Industry reaction. Oil Industry asso­
ciation leaders were unanimous in 
criticism of the tax.

The Independent Petroleum Asso­
ciation of America, in a letter lo  all 
members of Congress, had warned 
that the tax "represents disastrous 
energy policy."

IPAA Pres. C. John M iller said, 
" I t  Is equally disastrous tax policy 
because it will inhibit production 
which is vital and scatter billions in 
nonproductive got eminent ‘giveaways’ 
which will cxacvruate an already in­
tolerable inflation ."

M iller noted that conferees had 
planned lo  use only 15% of the tax 
revenues to save and produce more 
energy—and only if Congress pastes 
additional enabling legislation and 
K5% for tax cuts and energy aid for 
low income fnm llie i.

He warned that, although Congress 
may muke political hay with the rev­
enues tn an election year, "when there 
is another em tnrgo or another situ­
ation like Iran, those few dollars In 
tax refunds will be lltile  comfort 
against to ld  homes and gasoline 
lines."

M iller added "The public and na­
tional interest demand that we re­
verse our eroding domestic energy

supply position in the 1580s. I don't 
know any reputable economis* who 
doesn't believe the 'windfall profits' 
tax would defeat this objective.”

The Independent Petroleum Asso­
ciation w Mountain States. Denver, 
said the U x  bill "takes a pound of 
flesh from the heart o f the only in­
dustry the public has in this country 
to keep ' i energy pump beating.”

Kye Trout. Ipams president, said, 
"The sad pan  of it is that little if 
any o f the funds confiscated by this 
sham will be used to create jobs and 
economic benefit to alleviate our 
increasingly worsening energy and 
economic situation.

"Instead, it will be frittered away 
on superficial government programs 
designed to be used as chips In the 
games politicians p la y ."

Charles DiBona, president of the 
American Petroleum Instil* te. said 
there is little hope o f alteration of 
the bill on the Senate floor.

"As a consequence of the 'windfall 
profits' tax, the amotnt of oil that 
we won’t produce will be some 2 rril- 
lion b/d (in the late 198H ),"  he said.

The tax. The tax is complicated and 
will force producers to retain pro­
fessional help in determining tax 
liabilities.

IPAA and some private organiza­
tions have buen holding seminars In 
oil producing regions to acquaint pro­
ducers with the basic provisions of 
the tax.

The lax took effect Mar. 1 alop 
existing crude price control regu’ a- 
tions. Although the price controls are 
to expire in 1981, they will remain the 
basis lo r  the excise tax.

For Instance, production that was 
lower tier oil under price controls will 
continue to be defined and taxi 1 as 
lower tier under the excise tax

This will require producers lo  main­
tain their accounting and pioduction 
records developed fo r crude price 
control regulations, although those 
rules are to expire.

The excise tax sets i rth three main 
cat- gories of taxable crude:

•  T ier I- All oil designated as 1w - 
cr and upper tier production '.nder 
existing price cor'm ls.

• Tier I I—Stripper well production.
•  T ier I I I—Newly discovered oil, 

h rasy oil of I6* gravity o r less, and 
incremental tertiary oil.

Special tav rules were drafted for 
newly discovered Alaskan production. 
R-rtiary oil, and oil production owned 
by state and local governments. In ­
dian tnbes, charitable medical institu­
tions, and schools and universities.

The amount subject to the excise 
lax is the difference between selling 
price o f the crude and the sum ol
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The tax at a glance

T« treatment

Independents’ first 1,300 b/d: 50% tax 

Majors: 70% tax
Both use $12.81/bbl base price, adjusted 
for filiation

Independents' first 1,000 b/d: 30% tax 
Majors: 50% tax
Both use 515.20/bbl base price adjusted for inflation, quality, and location.

Tier III-newly discovered incremental 
tert>ary, and heavy oil ol 16° grav'ty 
or less

Prudhoe Bay field Sadlerochil

Newly discovered Alaskan north of Arctic Circle and north ol Alaskan-Aleutian range and 75 miles Irom trans- Alaska pipeline.

30% tax on selling price above $16.55/bbl, 
adjusted for inflation plus 2%, quality, 
and location.

70% tax on the selling price above {12.70/ 
bbl, adjusted lor inflation.
Exempt.

Category ol crude

Tier I—merged upper and lower tie,5 
dormer "old" and "new" oil)

Tier II—stripper

the adjusted base price plus the state
severance tax adjustment. That dif­
fer* ..c » is taxed at the appropriate 
rate fo r the particu lar category of 
crude.

The tax can't exceed 90% of the 
net income from a baire l of oil. The 
net income figure is determined by 
dividing the yearly  taxable income 
from  the prop ty by the number of 
barre ls o f taxable crude produced 
from  the property lr. the taxable year.

F o r this purpose, "p roperty" is de 
fined the same as “ income property”  
under the tax code, not the definition 
used in price control regulations.

The tax applies to each barre l of 
oil sold from the lease and must 
be paid by the producer, alt'iough in 
most Instances it will be withheld by 
the first purchaser.

The taxable period is a calendar 
quarter.

Because it is an excise tax, the tax 
is deductible from gross Income sub­
ject to federal Income fax. Indepen­
dent producers and royalty owners 
are  allowed ful! percentage depletion 
on revenues subject to the excise 
tax.

T ier I Tax. The basic tax rate for 
T ier 1 production is 70% fo r i- egra- 
led companies and a ll roya lly  owners 
and 50% fo r Independent producers.

Tier I production consists of a ll 
lower and upper tier oil under price 
controls, upper f'e r oil released to 
the market price, marginal property 
production, and he; vy oil that doesn't 
meet ihe heavy oil definition for tax 
purposes—that is, ill between 16° 
and 20*-gravity.

IPAA notes lhat "consequen*!y, pro­
duction frum  a single propc. ty may 
ta ll within several different categories 
for crude price purposes am' several 
different categories for tax purposes.

"F o r exam p!,. a barre l o f oil which 
is 19'-gravity might Ik- rebated  to 
market level for pricing purposes but 
still he considered either lower tie* 
o r upper tier oil fo r excise tax pur­
poses "

The base price fo r Tier I production 
is the May 1979 D ep irtm rnt of En­
ergy ceiling price plus an adjustment 
fo r inflation und minus 21«.

The base price fo r Tier I has been 
determined lo  average $12 Rl/hbl as 
o f May 197*.

The adjusted base price for each 
property is deter mined in accorddncr 
with a formula specified in Ihe hill 
fo r the first 6 months and thereafter 
by Init-mal Revenue Service regula­
tions.

The mfiatlon adjustment factor for 
increasing bu.:e prices in any taxable 
period w ill be the gross national 
product (G N P ) deflator fo r Ihe ca l­

endar quarter 2 quancrs earlie r than 
the taxab quarter in question, di­
vided by ihe GNP deflator fo r June 
1979.

T ier II tax. The T ier II tax. coher­
ing stripper o il. is n 60% tax for 
royalty owners and m ajor producers 
and a 30% tux fo r independents.

"Stripper o il"  carries the same 
definition as under crude pricing regu­
lations: production from  a properly 
that averages no; more than 10 b/d/ 
Will

However, any properly thaj once 
was designated stripper but m w pro­
duces more than 10 b /d /w rll -till is 
considered a stripper lease.

Under a temporary rule, producers 
will compute Tier II base prices i»mg 
a form tla based on their Dccen her 
1979 po rings corrected lo  a presumed 
nationnl average and adjusted for In­
flation. Average nationwide T ier II 
base p i t  o r December 1979 is es­
timated a SI5.2Q/bbl.

The inflation adjustmeni tactor is 
the GNP deflator for the 2 calendar 
quarters ea rlie r than the taxable 
period, divided by 163 7*.

This temporary base price ole will 
be replaced in October, when Ihe 
Treasury Deportment must publish a 
permanent base price rule fo r strip­
per o41-

f l r r  I I I  tax. A ll producers will pay 
thr same tax r ite  fo r Tier I I I  pro­
duction -newly discovered uil, heavy 
crude of 16* gravity o r lets, and in- 
i rrm ental tertiary c rode.

Tier I I I  base pn res will be cal­
culated sim ilarly lo  T ier II pners. 
But the presumed national December 
1979 price average Is higher, and the

estimated average Tier I I I  base price 
fo r that mor.th is {16.55/bbl.

In addition, the inflation adjustment 
for T ier I I I  involves a 2%./year “ kick­
e r "  not included in T ier II .

"New ly discovered o il"  is defined 
Ihe same for tax and pricing pur­
poses. It is oil produced from an on­
shore property which had no produc­
tion during 1978 o r production from 
an offshore properly leased after Jan. 
I . 1979.

"Heavy o il"  Is defined differently 
(o r excise tax and crude pricing pur­
poses.

Fo r tax purposes, it includes all 
production Irom a property where 
during the last month o f production 
priu r to Ju ly 1979 all crude had a 
weighted average gravity of 16" or 
less, corrected to GO* F.

It also includes properties with pro­
duction of that average gravity during 
the taxable period.

IPAA ys, "This means lhat if a 
properly qualifies under (Ihe first 
provision) by reason of having a ll 
production with an average gravity 
o r 16* or less in th r last month prior 
tc July 1979 during which there was 
production, a ll future production 'rom 
such properly will be eligible a t heavy 
oil.

"Hut if Ihe property won’ t qualify 
an that b am  because the property did 
not produce prior lo July 1979, v,r 
during Ihe last production month prior 
to Ju ly 1979 production did not aver- 
ogr 16" o r Irss, then during any ca l­
endar quarter in which a ll o l the 
production Irom the property over­
ages 16’ o r less, it will qualify.

"Therefore , a property may go in
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and out of the heavy oil classification 
fo r crude tax purposes. This is dis­
tinctly different frm i the definition of 
‘heavy oil' fo r crude oil pricing pur­
poses,"

That definition is "a ll crude oil 
produced from  a property, but only 
if, during the last month prior to July 
1979 in which crude oil was produced 
and sold from  that property, such 
crude oil had weighted average grav­
ity o f 20° o r less, corrected to 60° F ."

IPAA notes that "under the pricing 
definition, a property which did not 
qualify in a month prior to Jo ly  1979 
cannot qualify in the future no mat'*, 
what develops."

The definition of "incremental ter­
tiary production" for tax purposes 
also is significantly different than fo r 
pricing purposes.

Under the excise tax, the incremen­
tal tertiary project may be the result 
of certification by a government regu­
latory authority or 6y self-certification 
by the producer.

Under self-certification, a petroleum 
engineer must verify that the project 
Involves one o r more tertiary lecovery 
methods which are applied In accord­
ance with sound engineering princi­
ples.

The engineer must state that the 
methods can be expected to result 
"in more than an insignificant in­
crease in total ultimate recovery 
above that which otherwise could be 
expected," and the project’ s begin­
ning date is after May 1979.

Current crude pricing rules defi 
"incremental production" as oil pro­
duced beyond what normally would 
have been produced without apt lien- 
tlon of the enhnnced recovery tech­
nique.

The excise tax definition is more 
generous. It defines incremental oil 
as production in excess nf 'he proper­
ty's hise production control level 
(B PC L ) dec lined at I l f  /month fo r 
each month since 1978 prior to Initia­
tion of the project, uod 2 .5% /month 
lur each month thereafter, or the 
actual decline if it's greater.

The incremental tertiary provision 
will apply lo  new projects and signifi­
cant eipansions of existing projects.

The front end tertiary production 
flower tie r oil released to market 
levels to finance initial tertiary invest­
ments) will be exempt Irom the lax 
l l  50% or more of the interest in the 
project is owned by Independent pro­
ducers. Otherwise, the Tier I lax 
applies. This exemption ends Sept 
30. 19X1.

Olher rules. Ihe tax will be withheld 
by the first purchaser of the crude o r 
the operator of Ihe property and dc 
posited in a trust account. The pu r­

chaser must file quarterly returns and 
provide producers and royalty owners 
annual statements of their tax lia­
bilities which would be included with 
the producers’ income tax returns.

Working interest owners may select 
any party as the "operator" for ex­
cise tax purposes, although the "oper­
a to r" needn’t be the operator fo r pro­
ducing purpr es. Different persons 
may be named the "operator" for 
different pans of the same property.

The different tax rales fo r various 
categories of oil and producers wiP 
result in monthly adjustments in with 
holding rates fo r producers and prop­
erties.

Large companies must make semi­
monthly estimated lax payments for 
oil purchased and produced. Inde­
pendent refiners with dJayed pay­
ment contracts must make tax de­
posits within 60 days after the month 
o f purchase. Others must make de­
posits 45 days a fte r the end of the 
month o f purchase. In most cases the 
latter category will Include indepen­
dent producers acting us operators.

Working interest owners can't use 
their option of designating special 
"operators" for tax purposes to se­
cure less-frequent tax payments. The 
bill says changes o f "operator" status 
to parties other than integrated com­
panies don't change tax payment 
schedules.

Although the excise rax is premised 
on D 'lE  definitions and rules, it will 
be administered and enforced by the 
Treasury Department and the IKS.

’ >OE will assist Treasury and IRS 
and w ill certify qualified tertiary 
projects and rd< jsc of front-end ter- 
tiory Incentive production.

Court appeals will fntluw the route 
of income tix  cases, v. 1th Jurisdiction 
lying in Tax Court and U 5. District 
Courts. Appeals will go to the US . 
Courts of Appeal rather than the 
Temporary Emcigency Court of Ap­
peals, which was t reated to )>• ar 
crude oil pricing rises .

W illfu l failure lo  comply with pro­
visions of llie m i l t  t*s net will be 
a mttJrtneA ix it punishable by at m u lt  

a 110,000 fine, I yea r in prbon. nr bolh.
The burden of proof of establishing 

the entitlement lu |n e l in itia l tax 
rates i t  on Ihe taxpayer.

Rules for I. dependent S. The defini­
tion of "Independent producers" is 
ubout the - <mr (or the excise tax as 
it is fur percentage depletion pur­
poses: ( i r o n  retail sales may nut ex- 
reed |5  miiliun/ycar, and the in­
dependent can't own a refinery tin­
ning more than 50,000 b/d of i rude.

The only significant diffen.'Ce Is 
that only working Interests rxb ilng  
Jan. I ,  1W0. eligible lo r Inde­

pendent producer status under the 
excise tax. Royalty owners are t3xed 
the same as m a jo r oil companies.

The conferees decided that over­
riding royalties, negotiated by agree­
ments in effect on Feb. 20, 1980, will 
be eligible fo r independent status 
when the royalty is converted to a 
working interest.

The special t „x  rates given inde­
pendents apply to the first 1,000 b/d 
of lower tier, upper tier, and stripper 
production. I f  less than 1,000 b/d is 
produced, a ll production v/ould get 
the special lax  rates. I f  more than 
1,000 b/d is produced, the excess 
would be charged the regular tax 
rate.

The bill prorates he 1,000 b/d over 
all three categories.

The allocation of the 1,000 b/d be­
tween related persons or businesses 
under common control is treated much 
like percentage depletion. One excep­
tion is that a producer owning 50% o r 
more of a corporation must allocate 
a single 1,000 b/d between himself 
and the corporation.

An Independent with less than 1,000 
b/d o f production may transfer a ll or 
part of Ms production, and the produc­
tion will remain qualified fo r the in- 
dcjiendent exemption.

However, a producer having more 
than 1,000 b/d of qualified production 
as of Jan. 1. 1980, o r later, may not 
transfer any part o f it without the 
transferred production losing the In­
dependents' tax rate, even if the trans­
feree is an i idepmdent.

Production owned by royally own­
ers o r m ajor oil companies doesn’ t 
become eligible for the independent 
exemption If it is sold to Bn inde­
pendent

O lltcr cnu^  rle*. House Senate con- 
fen s agreed to tax oil from the Sad- 
It roc hit reservoir In Prudhoe Bay 
L id the same as Tier I o il—with a 
70S tax rate -hut set the base price 
at |12-70/bt»l raihcr than $12.81.

Other HI produced north of the Arc­
tic Circle la exempt from the tax, a t 
IS HI produced north of the Alnskan- 
Meutian mountain range and more 
than 75 miles from the trans-Aluskan 
oil pipeline.

Oil produc'd on land held by Indian 
tribes * .11 be exempt from the tax. 
Oil from  land granted to Alaskan na­
tive regional corporations by the Na­
tive Oairni Settlement Act will be 
exempt from the tax until 1W2.

I'r«. tui tion from state and local gov- 
m m m M Im.d is exempt from the tax 
il th> revenues are used for any pub- 
lir  purpose.

And production from land owned 
by charitable nwdical facilities, rdu- 
catlimal Institutions, or churches is
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, exempt from  the tax if the lano was
owned by such an institution on Jan. 
21, 1080, and as long as the proceeds 
from  the oil production a re  dedicated 
to medical o r educational purposes.

The conference agreement allows 
producers to deduct state severance 
taxes from  revenue subject to the 
excise tax.

It perm its deduction of any increase 
in state severance taxes enacted a fte r 
Mar. 31, 1979, only if the increase ap­
plies equally to the entire price o f the 
barre l o f oil and only to the extent 
that the total rate of severance tax 
imposed by the state doesn’ t exceed 
15% .

Business tax credits. The conference 
bill provides $8.3 billion in business 
tax incentives, of which $6.2 billion 
is in energy tax credits.

lt  increases the 10% refundable tax 
credit fo r investment in so la r o r wind 
energy equipment to 15% and extends 
the time lim it from  1982 to 1985. The 
bill adds to the list of eligible so la r 
energy propertLs equipment that uses 
so lar energy to provide industrial, 
agricu ltural, or commercial process 
heat.

The refundable feature o f the 
so lar and wind energy tax credit was 
repealed, though.

The present 10% nonrefundable en­
ergy tax credit fo r equipment to p ro ­
duce, distribut*, or use geothermal 
energy was increased to 15% and ex­
tended from  1982 to 1985.

The bib provides a 15% tax credit 
through 1985 fo r ocean thermal equip­
ment to be installed at two sites to be 
selected by the Treasury Department. 
The equipment would produce elec­
tricity by using ocean temperature 
variations.

A nonrefundable credit was granted 
for production and sale o f a lternative 
energy sources such as shale oil, syn­
thetic fuels from  coal and biomass, 
ta r sands, and processed wood.

Tbe credit is $3/bbl of oil equivalent, 
measured on a fcTU basis and ad­
justed fo r inflation. It is allowed fo r 
alternative fu rl domestically produced 
und sold by Jan. 1, 1990, and phases 
out os the average price o f domestic 
oil rises to S29.50/bbl.

The bill sets special rules fo r gas 
from  geopressured brines. Devonian 
shale, coal seams, and tight fo rm a­
tions.

It keys the reference price to 
other natural gas prices.

Other incentives are offered fo r 
small scale hydroelectric facilities, 
c o g e n e ra t io n  equipment, biomass 
equipment. Intercity buses, e lectro­
lytic cells, petroleum ct're and pilch 
boilers, and coke and coke gi>r equip­
ment.

Breakout of decontrolled production revenues
Category Billion) Percent
Excise tax (conference bill) ......... 227.7 23
Federal income tax and royalties ...................... 357.7 35
State and local taxes and royalties ................ 118.5 12
Total taxes and royalties 703.3 70

Additional revenue to producers ............................. 302.7 30
Grand total........................................... .. 1.006.6 100

Source: Democratic Study Group.

The conference agreement extends 
through 1992 the present exemption 
fo r gasohol from  the 4e/gal federal 
gasoline excise tax.

A comparable credit was voted for 
alcohol fuels used in industrial plants 
and on farms.

"he conference agreement contains 
several provisions relating to the use 
of industrial development bonds to 
finance solid waste disposal facilities, 
hydroelectric power plants, and re­
newable energy equipmen*

It provides fo r $600 million in resi­
dential energy tax credits by 1990.

It also authorizes $3.1 billion fo r 
fiscal 1981 fo r a program of grants 
to the states to provide assistance to 
lower income families fo r heating and 
cooling cost-",

Households will be eligible if their 
incomes were less than J ll,600/ycar 
lo r a fam ily of four.

LIFO . Imports. Two mfscci.aneous 
provisions in the tax bill dru l with oil 
company accounting methods and im­
port quotas.

The confe ence bill amends the 
Trade Expansion Art U  1962 to allow 
Congress to override a presldentnl 
decision to impose oil import quotas 
by enacting a joint resolution disap­
proving such executive action.

The joint resolution would be con­
sidered under normal legislative pro- 
'■edures.

The b ill gives companies a break 
on taxes they pay on profits from 
forced Inventory reductions. Most oil 
companies currently use the LIFO 
(last in, first out) method of comput­
ing profit from sale of inventory stock.

DO!! has authority to order oil com­
panies in reduce their inventories of 
oil. If th» o r a m ajor foreign trade 
interruption occurs, companies ran 
apply under the excise tax Mil for a 
refund of taxes paid on the LIFO 
inventory profits of such a sale.

To qualify, the liquidated inventory 
must be replaced within 3 years. The 
Treasury Department must designate 
in advance those situations in which

the provi icn will apply. It could re­
sult in a revenue loss to the Treasury 
of $250 million by 1990.

Background of tax. President Carter 
handed the oil industry some “ good 
news, bad news”  last April in the 
midst of the crude supply shortage 
caused by cutbacks in Iranian pro­
duction.

He announced phased decontrol of 
domestic production, which had been 
under price controls since 1973. The 
controls were imposed to rein domes­
tic crude prices in spite of increases 
in the price of crude from members ef 
the Organization of Petroleum Export­
ing Countries.

As a result of decontrol, oil produced 
in the U.S. will rise to the world 
price, yielding companies $1 trillion 
o r more in extra revenues in the 
1990s. Sul only $442 billion a fte r taxes.

Carter proposed a $300 billion excise 
tax to trim  lhat “ windfall'' to the oil 
firm s, and the House quickly agreed 
In a $278 billion tax which gave Carter 
most of what he had requested.

However, the Senate slowly dcllber- 
nled the question, balancing the bene­
fits of tax r e w i«  with their effects 
on production. I 1 illy passed a $177- 
billiun tax bill.

The Senate bill taxed pre-1973 oil 
higher than the House measure did. 
But the Senate bill involved a lower 
tax on newly discovered, tertiary, 
and heavy oil production and exempted 
much of the production of indepen­
dents.

The conferees split the tax revenue 
difference down the middle, opting 
fo r a $'.'27 billion tax which would 
phaae out over 33 months beginning 
in 1988 or when total revenues reach 
(he 1227 billion goal, whichever Is 
later.

Even If the target isn't reached, 
phaseout will begin in January 1991.

Political pragmatists say, however. 
It's not likely Congress will pi i mil the 
tax ever lo  expire.

—PxiaicK  Caow 
Congressional Editor
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IN THE LEGISLATURE OF THE STATE OF ALASKA 
ELEVENTH LEGISLATURE - SECOND SESSION 

A BILL
Fo r  an Act e n t i t l e d  "An Act am nding the O i l  and Gas C o rpo ra te  Income

Tax A c t ;  and p ro v id ing  f o r  an e f f e c t i v e  d a t e . "
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

♦Section 1 .  AS 4 3 . 2 1 . 0 1 0  i s  am°nded to re ad :
Sec .  4 3 . 2 1 . 0 1 0 .  APPLICATION ' h i s  c h ap t e r  a p p l i e s  t o  e v e r y  

c o r p o r a t i o n  do ing bus iness  in the s t a t e  which d e r i v e s  income f rom 
the  p roduc t ion  o f  o i l  o r  gas f rom a l e a s e  o r  p r o p e r t y  in [OR DIRECTLY 
ASSOCIATED WITH] the s t a t e ,  o r  f rom the p i p e l i n e  t r a n s p o r t a t i o n  o f  

o r  9as ™ the s t a t e - The tax  c a l c u l a t e d  under t h i s  c h a p t e r  i s  
j measured by the t o t a l  t a x a b le  income o f  the c o r p o r a t i o n  as d e f i n e d  

i n  s e c s .  20 -  40 o f  t h i s  ch ap te r  and i s  dete rmined a t  the r a t e s
si*\ • e s t a b l i s h e d  under AS 4 3 . 2 0 . 0 1 1 ( e ) .  i/c++*r'

♦Section 2 .  AS 4 3 . 2 1 . 0 2 0 ( c )  i s  amended as f o l l o w s :
( 7 )  i n t e r e s t  expense [NOT CAPITALIZED] ' o f l t h e  c o r p o r a t i o n ,  

t:  *."'*? e x ten t  t h a t  i l  dops not exceed t h j t  p o r t i o n  o f  the t o t a l  
i s id  by the c o n s o l i d a t e d  bus iness  o f  which the- o r p o r a t i o n
i s  a P ' . r t ,  determined by m u l t i p l y i n g  the t o t a l  i n t e r e s t  reduced by 
intercompany t r a n s a c t i o n s  w i th in  the c o n s o l i d a t e d  bu s in e s s  by a 
f r a c t i o n ,  the numerator  o f  which i s  the v a lu e  o f  the c o r p o r a t i o n ' s  
r e a l  and t a n g i b l e  pe rsona l  p ro pe r t y  used d i r e c t l y  i n  the  p ro du c t i o n  
o f  o i l  o r  gas from a l e a s e  o r  p ro p e r t y  in the s t a t e  and t h e  denom ina to r  
o f  which i s  the v a lu e  o f  a l l  r e a l  and t a n g ib l e  p e r sona l  p r o p e r t y  o f  
the c o n s o l i d a t e d  bu s in e s s .

( 1 0 )  the c o s t s o f  j e r m a r ^ n t ^  t o rm ina t i n g o p e r a t i o n s ,  
s i t e  r e s t o r a t i on ,  o r  removing p a r t  o r  al l  o f  the  w e l l s ,  f a c i l i t i e s  
and equipment in a p roduc t ion  f a c i l i t y ,  in  an amoun t  which equa l s

(A) a p o r t i p n  o f  the un r e imbursed, e s t im a t e d
t e rm in a t i o n and t inoval c o s t  in  a y e a r  p r i o r  t o  a c t u a l  t e rm in a t i o n  
and removal a cco rd ing  t o  any re a sonab le  method as t h e  departmen t  
may by regu l a t i o n  e s t a b l i s h ;  o r



f t # *

A

( B )  t he unreimbursed te rmi n a t i o n ,  s i t e  r e s t o r a t i o n ,
and removal c o s t s  t h a t  a r e  a c t u a l 1y in ccu r red  t h a t  y e a r ,  o f f s e t  
t he s a lv ag e  va lu e  ( i f  any) o f  the removed f a c i l i t i e s  and equipment 
and f u r t h e r  o f f s e t  t o  the ex ten t  o f  any amounts a l l ow ed t o  be t aken  
p r i o r  t o  ac tu a l  f e rm in a t i^ n ,  s i t e  r e s t o r a t i o n  and removal und e r  
t h i s  paragraph and taken by the taxpaye r .
* S e c t i o n  3 .  AS 4 3 . 2 1 . 0 3 0  i s  amended to r e ad :

Sec .  4 3 . 2 1 . 0 3 0 .  DETERMINATION 0^ INCOME FROM OIL AND GAS 
PIPELINE TRANSPORTATION, ( a )  Except as p rov ided  in ( c )  and ( d )  
o f  t h i s  s e c t i o n ,  t a x a b l e  income a t t r i b u t a b l e  to the t r a n s p o r t a t i o n  
o f  o i l  in a p i p e l i n e  engaged in i n t e r s t a t e  commerce in  A la ska  
s h a l l  be determined by the  department and s h a l l  be the  amount r e p o r t e d  
o r  t h a t  would be r e q u i r e d  t o  be r e p o r t e d  to  the Fede ra l  Energy 
R egu la t o r y  Commission o r  i t s  successo rs  as net o p e r a t i n g  income, 
l e s s  those p o r t i o n s  o f  i n t e r e s t  and genera l  a d m in i s t r a t i v e  expense  
a t t r i b u t a b l e  to the  p i p e l i n e  t r a n s p o r t a t i o n  o f  o i l  in  the s t a t e ,  
excep t  t h a t  t a x a b le  income s h a l l  a l s o  inc lude  taxes on o r  measured 
by income. The department s h a l l  e s t a b l i s h  r e g u l a t i o n s  gove rn ing  
the d e t e rm in a t io n  o f  i n t e r e s t  and genera l  a d m in i s t r a t i v e  expanse 

w l r* tc i;c*I ine t r a n s p o r t a t i o n  ul o i l  in the s t a t e .
( b )  Except as p r i v i d e d  in ( c )  and ( d )  o f  t h i s  s e c t i o n ,  t a x a b l e  

income a t t r i b u t a b l e  t o  the t r a n s p o r t a t i o n  o f  n a tu r a l  gas in a 
p i p e l i n e  engaged in i n t e r s t a t e  commerce in A laska s h a l l  be de te rm ined  
by the department and s h a l l  be the amount r e p o r t e d  o r  t h a t  would 
be r e q u i r e d  to  be r e p o r t e d  t o  the Federa l  Energy R eg u l a t o r y  
Commission as n e t  o p e r a t i n g  income l e s s  tha t  p o r t i o n  o f  i n t e r e s t  
and ocne ra l  a d m in i s t r a t i v e  pxpense a t t r i b u t a b l e  to p i p e l i n e  
t r a n s p o r t a t i o n  in the s t a t e ,  excep t  th a t  the t a x ab le  income s h a l l  
a l s o  i n c lu d e  taxes on o r  measured by intoine. The department s h a l l  
e s t a b l i s h  r e g u l a t i o n s  gove rn ino  the d e te rm in a t io n  o f  i n t e r e s t  and 
gene ra l  a d m in i s t r a t i v e  expense a t t r i b u t a b l e  to p i p e l i n e  t r a n s p o r t a t i o n  
o f  n a t u r a l  gas in  the s t a t e .

( d )  The ta xp aye r  sha l l  c a l c u l a t e  d e p r e c i a t i on u s ing  an£  
i ■ ,i ■ ib le  method <v. the department may by  r e g u l a t i o n  <"•!. t. 1 i •. h 
i n  1 teu o f  the amount n  po r tcd  t o  the Fed m l  Energy R e g u l a t o r y  
Commission.J  Commit 

1 * /



, w m  m  I m  4

*Se c t i o n  4 .  AS 4 3 . 2 1 . 0 4 0  i s  amended to read :
Sec .  4 3 . 2 1 . 0 4 0 .  DETERMINATION OF INCOME FROM ACTIVITIES 

OTHER THAN OIL AND GAS PRODUCTION OR PIPELINE TRANSPORTATION, ( a )  
Taxab le  income o f  a c o r p o r a t i o n  s u b je c t  to  t h i s  c h cp te r  f rom 
a c t i v i t i e s  in  t h i s  s t a t e  o t h e r  than the p roduct ion  o f  o i l  o r  gas 
f rom  a l e a s e  o r  p r o p e r t y  in the  s t a t e  o r  the p i p e l i n e  t r a n s p o r t a t i o n  
o f  o i l  o\ gas in the s t a t e  s h a l l  be determined in accordance w i th  the  
method e s t a b l i s h e d  in a r t .  IV o f  AS 4 3 . 1 9 . CIO and in AS 4 3 . 2 0 . 0 7 1 ,  as 
m od i f i ed  by ( b )  -  [ ( e ) !  j f } _  o f  t h i s  s e c t i o n .

( b )  The t o t a l  t a x a b le  income o f  the c o n s o l i d a t e d  b u s in e s s  
s h a l l  be the ne t  income determined and c e r t i f i e d  by an independen t  
c e r t i f i e d  p u b l i c  accoun tan t  f o r  the  purposes o f  a r e p o r t  t o  
s h a r e h o ld e r s  c ove r ing  i t s  ea rn ings  and p r o f i t s  f o r  the t a x a b l e  y e a r  
( c a l c u l a t e d  w i thou t  rega rd  t o  any t a x e s  on o r  measured by n e t  income) 
l e s s  L THE TAXABLE INCOME OF THE CORPORATION AS DETERMINED UNDER 
SECS. 20  AND 30 OF THIS CIIAPTrR.] the 
c on s o l i d a ted bus iness  g a ined d i r e c t 1y 
and p i p e l i n e  t r a n s p o r t a t i o n .

*c) The numera to r  and denominator  o f  the p ro p e r t y  f a c t o r ,  
of ti j D I I  f a c t o r  and o f  the s a l e s  f a c t o r  s h a l l  be c a l c u l a t e d
w i thou t  r e f e r e n c e  t o  t h a t  p o r t i o n  o f  p r o p e r t y ,  p a y r o l l  o r  s a l e s  
d i r e c t l y  r e l a t e d  to  the p roduc t ion  o f  o i l  o r  gas from a l e a s e  o f  
p r o p e r t y  in the  s t a t e  o r  the p i p e l i n e  t r a n s p o r t a t i o n  o f  o i l  o r  gas 
in  the s t a t e .

( d )  Compensation earned by employees o f  the c o n s o l i d a t e d  
bus iness  who a re  employed in  the Un i ted  S ta te s  but n o t  in any  
s t a t e  s h a l l  be inc luded  in the numerato r  o f  the p a y r o l l  f a c t o r  
i f  the employees a r e  d i r e c t l y  s upp l i e d  from a base o f  o p e r a t i o n s  
main ta ined in t h i s  s t a t e .

( e )  The va lu e  o f  o i l  o r  gas p roduc t ion  f a c i l i t i e s  o r  o t h e r  
p r o p e r t i e s  o f  the c o n s o i d a t e d  bus iness  which a re  l o c a t e d  i n  the 
Un i ted  S t a t e s  but not  in  any s t a t e  s h a l l  be inc luded in  the nume ra to r  
o f  the p ro p e r t y  f a c t o r  i f  the p ro p e r t y  i s  s e rv ic ed  o r  s u p p l i e d  f rom
a base o f  o p e r a t i o n s  main ta ined in  the s t a t e  o r  i f  t h a t  p r o p e r t y  
r e l i e s  on onshore  f a c i l i t i e s  in t h i s  s t a t e  f o r  s t o r a g e  o f  t h e  o i l  
o r  gas produced.

e a r n in gs and p r o f i t s  o f  the  
from o i l  and gas p r o d u c t i o n



( f ) The va lu e  a t t r i b u t e d  t o  v e s s e l s  t r a n s p o r t i n g  A l a s k a n o i l
o r  gas o f  the c o n s o l i d a t e  bus iness  which a re  no t  ov/ned o r  e f f e c t i v e l y  
owned by the  c o n s o l i d a t e d  bus iness  s h a l l  be exc luded  f rom th e  
p ro p e r t y  f a c t o r .
* S ec t i on  5 .  AS 4 3 . 2 1 . 1 2 0  i s  amended as f o l l o w s :

Sec .  4 3 . 2 1 . 1 2 0 .  DEFINITIONS. Un less  the c o n t e x t  r e q u i r e s  
o t h e rw i s e ,  the d e f i n i t i o n s  con ta ined  in AS 4 3 . 5 5 . 1 4 0  a r e  a p p l i c a b l e  
t o  t h i s  c h ap te r .  In a d d i t i o n ,  in t h i s  chap te r

( 2 )  " c o n s o l i d a t e d  bu s in e s s "  means a c o r p o r a t i o n  o r  group 
o f  c o r p o r a t i o n s  hav ing [AT LEAST] more than 50 p e r c e n t  common 
owne rsh ip ,  d i r e c t  o r  i n d i r e c t ,  o r  a group o f  c o r p o r a t i o n s  i n  which 
th e re  i s  common c o n t r o l  e i t h e r  d i r e c t  o r  i n d i r e c t  as ev id enced  by 
any a r rangement ,  c o n t r a c t  o r  agreement.
♦Section 6 .  Th is  Act a p p l i e s  to income earned and d edu c t io n s
paid o r  in cu r r ed  a f t e r  December 31 ,  1979.
♦Section 7 .  Th is  Act takes  e f f e c t  J u l y  1 ,  1980 .



R e g i s t e r  . 1 9 8 0  R E V E N U E  15 A A C  1 2 . 1 2 0

15 A A C  1 2 . 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 .  (a)

T h i s  s e c t i o n  a p p l i e s  to a l l  o i l  a n d  gas p r o d u c e d  in t h e  

s t a t e  o n  a p r o p e r t y  o -** l e a s e  w h e t h e r  or n o t  t h e  o i l  o r  g a s  

is r e m o v e d  f r o m  t h e  p r o p e r t y  o r  lease, l e s s  a n y  o i l  o r  g a s  

t h e  o w n e r s h i p  o r  r i g h t  to w h i c h  is e x e m p t  f r o m  s t a t e  t a x a t i o n .

(b) T h e  g r o s s  v a l u e  at 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  o r  g a s  e q u a l s  t h e  s a l e s  p r i c e  u n d e r  s e c .  1 2 2  

o f  this c h a p t e r  f o r  t h a t  o i l  o r  gas, l e s s  t h e  t a x p a y e r ' s  

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  u n d e r  s e c s .  1 3 0  a n d  1 3 2

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

to its s a l e s  d e l i v e r y  p o i n t  a n d  a l s o  les: t h e  t a x p a y e r ' s  

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

for p r o c e s s i n g ,  c o n d i t i o n i n g  a n d  p r e p a r i n g  g a s  a n d  g a s  p l a n t  

l i q u i d s  for s a l e ;  i x c e p t

(1) w h e n  (c) o f  th i s  s e c t i o n  a p p l i e s ,  in w h i c h  

c a s e  the 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  t h a t  o i l  

o r  g a s  e q u a l s  the p r e v a i l i n g  v a l u e  u n d e r  sec. 1 2 4  ^ f  t h i s  

c h a p t e r ,  or

(2) w h e n  t h e  g r o s s  v a l u e  at the p o i n t  o f  p r o d u c t i o n  

’.ouli , !o l d  a v a l u e  o f  less t h a n  $ . 6 0  p e r  b a r r e l  o f  t a x a b l e  

o i l  c r u d e  o i l  o r  $ . 8 0  p e r  b a r r e l  o f  t a x a b l e  n e w  c r u d e  o i l  o r  

$ . 6 4  p e r  M c f  o f  t a x a b l e  gas, t h e  g r o s s  v a l u e  at  t h e  p o i n t  o f  

p r o d u c t i o n  e q u a l s  the a p p l i c a b l e  m i n i m u m  a m o u n t ,  o r

(3) w h e n  t h e  g r o s s  v a l u e  at the p o i n t  o f  p r o d u c t i o n  

for the t a x p a y e r ' s  o i l  o r  g a s  w o u l d  e x c e e d  t h e  a p p l i c a b l e  

m a x i m u m  l a w f u l  p r i c e  (if any) s e t  b y  the U. S .  D e p a r t m e n t  o f  

E n e r g y ,  the 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 ,  a n o t h e r  

g o v e r n m e n t a l  a g e n c y  o r  a c o u r t  o f  law, a d j u s t e d  f o r  a n y  

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

t r a n s p o r t a t i o n  o f  th a t  o i l  o r  g a s  o c c u r r i n g  b e t w e e n  i t s

p o i n t  of p r o d u c t i o n  a n d  t h e  p o i n t  at w h i c h  t h e  a p p l i c a b l e  

m a x i m u m  l a w f u l  p r i c e  is e f f e c t i v e ,  in w h i c h  c a s e  t h e  g r o s s  

v a l u e  at the p o i n t  o f  p r o d u c t i o n  e q u a l s  t h a t  a p p l i c a b l e  

naximurn l a w f u l  p r i c e  as a d j u s t e d  Cor s u c h  c h a n g e s  in v a l u e .

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

u n d e r  sec. 124 o f  t h i s  c h a p t e r  m u s t  b e  u s e d  in d e t e r m i n i n g  

t h e  g r o s s  v a l u e  at t h e  p o i n t  o f  p r o d u c t i o n  for a t a x p a y e r ' s  

oil o r  g a s  if



(1) the sales price for that oil or gas is 

substantially lower (determined by analyzing the cash value 

of the consideration received for that oil or gas and taking 

into account the degree of difference between the prevailing 

value and the sales price for that oil or gas, the quantity 

of oil or gas involved in the transaction and the duration 

of the transaction) than the prevailing value for oil r • gas 

of like kind, character, and quality from the same field or 

area being sold in significant quantities at the same or 

corresponding sales delivery points in the same market or in 

a comparable market if there are no such other sales in 

significant quantities in the same market; and

(2 ) one or more of the following conditions

exist:

(A) the contract under which the taxpayer's 

oil or g^s is being sold or exchanged is executed or 

renegotiated after December 31, 1979 and either sets a 

price for that oil or gas without adjustments tied to 

market conditions or does not provide for subsequent 

renegotiation of prices at market rates,

(!i) the c o n t r a c t  s e t s  a p r i c e  w h i c h  d o c s  n o t  

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

from that field or area prevailing at the time the 

contract is executed or renegotiated,

(C) the contract price under which the 

taxpayer's oil or gas Is being sold or exchanged reflects 

an unusually weak bargaining position on the taxpayer's 

part due to circumstances which the taxpayer could 

reasonably have foreseen and taken steps to ameliorate

o r  a v o i d ,

I

(D) the circumstances relating to the disposition 

of the taxpayer's oil or gas show fraud or an intent Lo 

evade taxes.

(d) For valuation purposes, production of oil or get 

does not include oil or gas

(1) u'v d or unavoidably lost in production operations 

on the lease or property, or



(2) flared in amounts authorized for s ty by

the Mask.. Oil and Gas Conservation Commission under AS 31.05.170(11) (H) , 

or

(3) injected into a reservoir in the course of 

operations in the same field for purposes of repressuring or 

conservation.

(e) As used in this section and secs. 122, 124, and 

900 of this chapter, the terms "exchange" and "exchanged" do 

not include transactions where a producer transfers oil to a 

third party at the Port of Valdez or at another port in 

Alaska for purposes of operational necessity or convenience 

in what otherwise would be a bona fide, arm's-length exchange 

but for the fact that at the time of the particular transfer 

the producer expects subsequently to receive a like amount 

of similar quality oil from that third party at the same 

port. Such a transfer to a third party and the subsequent 

transfer from the third party, when they occur, must be 

disregarded and the oil subject to that transfer must be 

regarded as if it had remained in the possession of the 

transferring producer pending final disposition of that oil.

(Eff. / / , Reg. )

A u t h o r i t y :  A S  4 3 . 0 5 . 0 3 0

AS 43.19.010 (Art. IV, sec. 18) 

AS 43.21.020 

AS 43.21.090 

AS 43.21.120

15 AAC 12.122. SALES PRICE, (a) The sales price for

purposes of this chapter for first sales of a taxpayer's oil

or gas to one or more third parties is the cash value of the 

full consideration being given in receipt for that oil or 

gas in those sales.

(b) If a taxpayer's oil or gas is being sold to an 

affiliate of that taxpayer (as opposed to being transferred 

from one division to another within the same corporate 

person), the sales price of that oil or ga3 for purposes of

this chapter is the greater of

(1) the cash value of the full consideration 

given in receipt for the oil or gas so sold, and

(2) t he price att ributable to that sale which is 

entered on the taxpayer's books in accordance with generally 

accepted accounting principles, consistently applied.



(c) I f  a t a x p a y e r ' s  o i l  or  g a s  is r e t a i n e d  b y  t h e  

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

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

p r i c e  o f  t h a t  o i l  o r  g a s  for p u r p o s e s  o f  t h i s  c h a p t e r  i s  the 

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

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

a c c o u n t i n g  p r i n c i p l e s ,  con.' ^‘n t l y  a p p l i e d .

(d) I f  a t a x p a y e r  e x c h a n g e s  o i l  o r  g a s  w i t h  a  t h i r d  

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

t h i s  c h a p t e r  is

(1) t n e  p r i c e  p r e s c r i b e d  i n  t h e  e x c h a n g e  a g r e e m e n t  

f o r  the t a x p a y e r ' s  o i l  o r  g a s  for p u r p o s e s  o f  s e t t l i n g  

a c c o u n t s  a n d  c a s h i n g  o u t  a n y  n e t  e x c h a n g e  b a l a n c e s  in t h e  

t a x p a y e r ' s  f a v o r  (to i l l u s t r a t e  w h a t  is m e a n t  b y  a  net 

e x c h a n g e  b a l a n c e  in the t a x p a y e r’s f a v o r ,  s u p p o s e  t h e  e x c h a n g e  

is for o i l  o n  a b a r r e l - f o r - b a r r e l  b a s i s  a n d  t h e  t a x p a y e r ' s  

v o l u m e  to t h e  t h i r d  p a r t y  e x c e e d s  the v o l u m e  r e c e i v e d  f r o m  

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

e x c h a n g e  b a l a n c e  i n  t h e  t a x p a y e r ' s  f a v o r ) ;  o r

(2) if  t h e r e  is n o  s u c h  p r i c e  p r e s c r i b e d  in t h e

e x c h a n g e  a g r e e m e n t ,  the p r i c e  a t t r i b u t a b l e  to t h e  o i l  o r  g a s  

u -ceivod by the t a x p u y e c  w h i c h  is e n t e r e d  o n  t h e  t a x p a y e r ' s  

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

p r i n c i p l e s ,  c o n s i s t e n t l y  a p p l i e d .  (Eff. / / , Re g .  )
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15 A A C  1 2 . 1 2 4 .  P R E V A I L I N G  V A L U E .  (a) F o r  a t a x p a y e r’s 

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

e q u a l s  the a r i t h m e t i c  a v e r a g e  a c q u i s i t i o n  c o s t  C.l.F. a t  the 

r e f i n e r y  i n l e t  i n  t h e  s a m e  m a r k e t  as t h a t  tn w h i c h  the 

t a x p a y e r ' s  ( A l a s k a n )  o i l  i3 r e f i n e d  for a n y  t h r e e  (at I h e  

t a x p a y e r ' s  c h o i c e )  o f  f o u r  m a r k e t  c r u d e s ;  le s s  t h e  t a x p a y e r’s 

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  u n d e r  scc&. 130 a n d  132 

o f  tills c h a p t e r  f o r  its o i l  f r o m  Lhe p o i n L  o f  p r o d u c t i o n  to 

s h i p ' s  rail in t h a t  m a r k e t .  T h e  fo u r  m a r k e r  c r u d e s  a r e  

I r a n i a n  . o a v y ,  A r a b i a n  L i g h t ,  A r a b i a n  M e d i u m  a n d  M e x i c a n



I s t h u m u s .  T h e  t a x p a y e r  m a y  c h o o s e  the t h r e e  m a r k e r  c r u d e s  

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

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

m a d e  a r d  to a l l  s u b s e q u e n t  m o n t h s ;  p r o v i d e d ,  h o w e v e r ,  t h a t  

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

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 .  F o r  e a c h  o f  t h e  t h r e e  

c h o s e n  m a r k e r  c r u d e s ,  its r e s p e c t i v e  a c q u i s i t i o n  c o s t  C . I . F .  

at the r e f i n e r y  i n l e t  in that m a r k e t  e q u a l s  the s u m  o f

(1) i t s  r e s p e c t i v e  o f f i c i a l  g o v e r n m e n t  s a l e s  

p r i c e  ( w i t h  a d j u s t m e n t s  for d i f f e r e n t i a l s  a n d  s u r c h a r g e s )  

a p p e a r i n g  in the l a t e s t  P l a t t ' s  ' U l g r a m  P r i c e  R e p o r t  p u b l i s h e d  

on o r  b e f o r e  the l a s t  d a y  o f  a m o n t h ;  p l u s

(2) t h e  m a r k e r  c r u d e ' s  r e s p e c t i v e  t a n k e r  t r a n s p o r t a t i o n  

c o s t  f r o m  its p o i L  o f  o r i g i n  in  Tran, A r a b i a  o r  M e x i c o  t o

s h i p ' s  r a i l  in  t h e  s a m e  m a r k e t  as t h a t  i n  w h i c h  t h e  t a x p a y e r ' s  

( A l a s k a n )  o i l  is r e f i n e d ,  to b e  c a l c u l a t e d  b y  m u l t i p l y i n g  

the L o n d o n  T a n k e r  B r o k e r ' s  a v e r a g e  f r e i g h t  r a t e  a s s e s s m e n t  

( " A F R A " )  a p p l i c a b l e  to t h a t  v o y a g e  d u r i n g  t h a t  m o n t h  f o r  

A F R A  L R  2 ( l o n g  r a n g e  2) oil t a n k e r s ,  b y  t h e  m o s t  r e c e n t l y  

p u b l i s h e d  W o r l d s c a l e  r a t e  for that v o y a g e ;  a n d  p l u s

(3) Miv canal tolls and expenses not Included Ln

th e  A.RA io r  t i n t  voy igo .

(b) F o r  a  t a x p a y e r ' s  gas, the p r e v a i l i n g  v a l u e  for 

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

t a x p a y e r ' s  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  u n d e r  s e e s .  130 

a n d  132 o f  t h i s  c h a p t e r  for its g a 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  

to the s a l e s  d e l i v e r y  p o i n t  in that m a r k e t  a n d  a l s o  t h e  

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

of p r o d u c t i o n  for p r o c e s s i n g ,  c o n d i t i o n i n g ,  a n d  p r e p a r i n g  

g a s  a n d  g a s  p l a n t  l i q u i d s  for s a l e  f r o m

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

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

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

d u r i n g  Lhe t a x  y e a r  o r  t h e  tv/o p r o c e e d i n g  y e a r s  for s i g n i f i c a n t  

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

m a r k e t  for t h a t  p r o d u c t i o n  b y  the t a x p a y e r  i n  a r m ' s - l e n g t h  

s a l e s  t r a n s a c t i o n s  f o r  like k ind, c h a r a c t e r ,  a n d  q u a l i t y  

A l a s k a n  g a s  p r o d u c e d  d u r i n g  the m o n t h ;  o r



(2) i f  C h e  t a x p a y e r  m a k e s  n o  a r m ' s - l e n g t h  s a l e s

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

w i t h i n  the- s a m e  m a r k e t  f o r  l i k e  k i n d ,  c h a r a c t e r ,  a n d  q u a l i t y  

A l a s k a n  gas p r o d u c e d  d u r i n g  the m o n t h ,  the v o l u m e - w e i g h t e d  

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

t e r m s  of  a r m ' s - l e n g t h  s a l e s  c o n t r a c t s  ( w h e t h e r  b e t w e e n  t h i r d  

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

p r o v i s i o n s  h a v e  b e e n  a m e n d e d  d u r i n g  the tax y e a r  o r  t h e  t w o  

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

s a m e  f i e l d  as t h e  t a x p a y e r ' s  g a s  (or if t h e r e  a r e  n o  s u c h  

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

in the n e a r e s t  f i e l d  to t h a t  f i e l d ) , w i t h  a p p r o p r i a t e  a d j u s t m e n t s  

for d i f f e r e n c e s ,  i f  a n y ,  in k i n d ,  c h a r a c t e r ,  a n d  q u a l i t y  

b e t w e e n  gas s o l d  u n d e r  t h e  r e f e r e n c e  s a l e s  c o n t r a c t s  a n d  t h e  

t a x p a y e r’s gas .  (Eff. / / , Reg. )

A u t h o r i t y :  A S  A 3 . 0 5 . 0 8 0

A S  A 3 . 1 9 . 0 1 0  (Art. IV, sec. 18) 

A S  A 3 . 2 1 . 0 2 0  

A S  A 3 . 2 1 . 0 9 0  

A S  A 3 . 2 1 . 1 2 0

15 A A C  1 2 . 1 3 0 .  C H O I C E  01 M E T H O D S  F O R  D E T E R M I N I N G

R E A S O N A B L E  C O  T  O F  T R A N S P O R T A T I O N .  (a) E x c e p t  as p r o v i d e d  

l (b) ''l t ills s o d  ton, the r e a s o n a b l e  c o a t  o f  t r a n s p o r t a t i o n  

is t h e  a c t u a l  t o f  t r a n s p o r t a t i o n  as d e t e r m i n e d  in sec. 132(a) 

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

(b) T h e  r e a s o n a b l e  c o s t  o f  t r a n s p o r t a t i o n  is t h e  f a i r  

m a r k e t  v a l u e  as d e f i n e d  in sec. 132 o f  this c h a p t e r  w h e n  n i l  

of the f o l l o w i n g  c o n d i t i o n s  e x i s t :

(1) t h e  p a r t i e s  to the t r a n s p o r t a t i o n  o f  o i l  o r  

g a s  a r e  a f f i l i a t e d ;

I

(2) t h e  c o n t r a c t  for the t r a n s p o r t a t i o n  o f  o i l  o r  

gas is n o t  a n  a r m '3 - l e n g t h  t r a n s a c t i o n  o r  Is n o t  r e p r e s e n t a t i v e  

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

(3) t h e  m e t h o d  o f  t r a n s p o r t a t i o n  o f  oil o r  g a s  is 

not r e a s o n a b l e  in v i e w  o f  e x i s t i n g  a l t e r n a t i v e  m e t h o d s  o f  

t r a n s p o r t a t i o n .  (Eff. / / , Reg. )

t



A u t h o r i t y :  A S  A 3 . 0 5 . 0 8 0

A S  4 3 . 1 9 . 0 1 0  (Art. IV, se c .  18) 

A S  4 3 . 2 1 . 0 2 0  

A S  4 3 . 2 1 . 0 9 0  

A S  4 3 . 2 1 . 1 2 0

15 A A C  1 2 . 1 3 2 .  C A L C U L A T I O N  O F  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 T O N .  (a) 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 r e  

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

d e l i v e r y  p o i n t .

(b) A c t u a l  c o s t s  o f  t r a n s p o r t a t i o n  f o r  p u r p o s e s  o f  

sec. 1 3 0 ( a )  o f  t h i s  c h a p t e r  are:

(1) w h e n  the t r a n s p o r t a t i o n  o f  o i l  o r  g a s  is b y  a 

r e g u l a t e d  c a r r i e r ,  the t a r i f f  o n  f i l e  w i t h  F E R C  o r  o t h e r  

r e g u l a t o r y  a g e n c y  h a v i n g  j u r i s d i c t i o n  t h a t  is a p p l i c a b l e  to 

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

the p o i n t  w h e r e  t h a t  o i l  o r  g a s  is t e n d e r e d  i n t o  t h e  f a c i l i t i e s  

o f  t h e  c a r r i e r  to the p o i n t  w h e r e  it is d e l i v e r e d  f r o m  t h e  

f a c i l i t i e s  o f  the c a r r i e r ;

(2) w h e n  t r a n s p o r t a t i o n  o f  o i l  is b y  a t a n’o r  o r

o*-hcr v e s s e l  t h a t  Is n o t  o w n e d  o r  e f f e c t i v e l y  o w n e d  b y  t h e  

tj.-:payer o f  t h a t  oi l ,

(A) for a s i n g l e  v o y a g e  c h a r t e r ,  the c h a r t e r  

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

i n c l u d e d  in t h a t  fee w h i c h  a r e  I n c u r r e d  w i t h  r e s p e c t  to 

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

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

c o s t ,  i f  any, b o r n e  b y  the t a x p a y e r  f o r  t h a t  v e s s e l ;  o r

(B) for a c o n s e c u t i v e  v o y a g e  c h a r t e r  o r  a 

t i m e  c h a r t e r ,  the c h a r t e r  fee f o r  t h a t  v e s s e l ,  p l u s  any, 

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

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

h e  t e r m  o f  t h e  c h a r t e r  a n d  w h i c h  a r e  b o r n e  b y  tho 

t a x p a y e r ,  p l u s  t h e  p o s i t i o n i n g  c o s t  ( a m o r t i z e d  o v e r  the 

l e s s e r  o f  36 m o n t h s  o r  the t e r m  o f  the c h a r t e r  In t h e  

c a s e  o f  a t i m o  c h a r t e r ,  a n d  a m o r t i z e d  o n  t h e  b a s i s  o f  

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

v o y a g e  c h a r t e r )  if any, b o r n e  b y  t h o  t a x p a y e r  for t h a t  

v e s s e l ;  o r
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(C) f o r  a c o n t r a c t  o f  a f f r e i g h t m e n t ,  t h e  

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

v o y a g e  a n d  p o r t  c o s t s  a n d  a n y  p o s i t i o n i n g  c o s t s  n o t  

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

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

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

(3) w h e n  t r a n s p o r t a t i o n  o f  o i l  is b y  a t a n k e r  o r  

o t h e r  v e s s e l  t h a t  is o w n e d  o r  e f f e c t i v e l y  o w n e d  b y  the 

t a x p a y e r  o f  t h a t  oi l ,  t h e  t a x p a y e r ' s  a c t u a l  c o s t  f o r  t h a t  

t r a n s p o r t a t i o n ,  w h i c h  is t h e  sura of:

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

r e s p e c t  to t h a t  t r a n s p o r t a t i o n ;

(B) t h e  p o s i t i o n i n g  c o st, a m o r t i z e d  o v e r  

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

v e s s e l  i n t o  p o s i t i o n  b e f o r e  its e m p l o y m e n t  in t h e  

A l a s k a  t r a d e  a n d  n o t  f o r  p l a c i n g  it i n t o  p o s i t i o n  a f t e r  

its e m p l o y m e n t  i n  t h e  A l a s k a  t r a d e  f o r  e m p l o y m e n t  in 

a n o t h e r  trade;

(C) d e p r e c i a t i o n  o f  t h e  v e s s e l ;  if  the

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

i.tst b e  c a l c u l a t e d  in a c c o r d a n c e  w i t h  the a p p l i c a b l e  

F A S B  F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  f o r  s u c h  o w n e d  

a s s e t s ;  if t h e  v e s s e l  is e f f e c t i v e l y  o w n e d  b y  the 

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

w i t h  F A S B - 13 f r o m  t h e  s t a n d p o i n t  o f  a l e s s e e  u n d e r  a 

c a p i t a l  l e a s e ;  a n d

(D) a n  a m o u n t ,  w h i c h  w h e n  a d d e d  t o  the 

a m o u n t  o f  d e p r e c i a t i o n  a l l o w e d  u n d e r  (C) o f  t h i s  p a r a g r a p h ,  

w i l l  p r o v i d e  a r e a s o n a b l e  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  t h e  v e s s e l  o v e r  i t s  e x p e c t e d  life; f o r  p u r p o s e s  

of  t h * s  p a r a g r a p h ,

(i) " a c q u i s i t i o n  c o s t s "  m e a n s  t h e  c o s t  

o f  t h e  v e s s e l  w h i c h  m a y  b e  c a p i t a l i z e d  b y  Its
I

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

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

tnadc a f t e r  t h e  d a t e  t h e  v e s s e l  is p l a c e d  in s e r v i c e  

b y  o r  o n  b e h a l f  o f  t h e  t a x p a y e r ,  a n d



(ii) t h e  p o s i t i o n i n g  c o s t ,  a m o r t i z e d  

o v e r  36 m o n t h s ,  f o r  t h a t  v e s s e l  b u t  o n l y  f o r  

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

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

it i n t o  p o s i t i o n  a f t e r  its e m p l o y m e n t  i n  the 

A l a s k a  t r a d e  f o r  e m p l o y m e n t  in a n o t h e r  t r a d e ;

(iii) d e p r e c i a t i o n  o f  t h e  L N G  t r a n s p o r t a t i o n  

f a c i l i t y ;  i f  t h e  f a c i l i t y  is a c t u a l l y  o w n e d  b y  t h e  

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

a c c o r d a n c e  w i t h  the a p p l i c a b l e  F A S B  F i n a n c i a l  

A c c o u n t i n g  S t a n d a r d s  f o r  t h e  o w n e r  o f  s u c h  a s s e t s ;

if t h e  L N G  t r a n s p o r t a t i o n  f a c i l i t y  is e f f e c t i v e l y  

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

i n  a c c o r d a n c e  w i t h  F A S B - 1 3  f r o m  t h e  s t a n d p o i n t  o f  

a l e s s e e  u n d e r  a c a p i t a l  l e a s e ;  a n d

(iv) a n  a m o u n t  w h i c h ,  w h e n  a d d e d  to  the 

a m o u n t  o f  d e p r e c i a t i o n  a l l o w e d  u n d e r  ( i ii) o f  t h i s  

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

th e  a c q u i s i t i o n  c o s t  o f  t h e  L N G  t r a n s p o r t a t i o n  

f a c i l i t y  o v e r  its e x p e c t e d  life; f o r  p u r p o s e s  o f  

t h i s  s u b p a r a g r a p h ,  " a c q u i s i t i o n  c o s t "  m e a n s  t h e  

c o s t  o f  the L N G  t r a n s p o r t a t i o n  f a c i l i t y  v h f c h  m a y  

b e  c a p i t a l i z e d  b y  its a c t u a l  u.<ncr u n d e r  g e n e r a l l y  

a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s ,  a n d  " e x p e c t e d  

l i f e "  m e a n s  the p e r i o d  o f  t i m e  u s e d  to c a l c u l a t e  

d e p r e c i a t i o n  u n d e r  (iii) o f  t h i s  s u b p a r a g r a p h ;

(5) w h e n  t h e  t r a n s p o r t a t i o n  o f  o i l  o r  g a s  is b y  a 

n o n - r e g u l a t  d p i p e l i n e  f a c i l i t y  th a t  is n o t  o w n e d  o r  e f f e c t i v e l y  

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

fee is s p e c i f i e d  in the c o n t r a c t  p l u s  a n y  o t h e r  c o s t s  n o t  

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

w h i c h  a r e  b o r n e  b y  t h e  p r o d u c e r ;

(6) w h e n  t h e  t r a n s p o r t a t i o n  o f  o i l  o r  g " s  is b y  a 

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

o w n e d  b y  t h e  p r o d u c e r  o f  th a t  o i l  o r  gas, a n  a m o u n t  e q u a l  Lo 

t h a t  w h i c h  w o u l d  h a v e  b e e n  r e p o r t e d  to t h e  F E R C  o r  o t h e r  

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

t r a n s p o r t a t i o n  o f  o i l  o r  g a s  u n d e r  (1) o f  t h i s  s u b s e c t i o n ,  

h a d  t h e  t r a n s p o r t a t i o n  b e e n ,  in fact, u n d e r  t h e  j u r i s d i c t i o n  

of  F E R C  o r  o t h e r  r e g u l a t o r y  a g e n c y  f o r  t h e  t a x  r e p o r t i n g  

p e r i o d .



(c) R e a s o n a b l e  c o s t  o f  t r a n s p o r t a t i o n  u n d e r  sec. 1 3 0  

o f  t h i s  c h a p t e r  is f a i r  m a r k e t  v a l u e .  F a i r  m a r k e t  v a l u e  o f  

t r a n s p o r t a t i o n  is to b e  d e t e r m i n e d :

(1) f o r  s h i p m e n t s  o f  oil, o n  t h e  b a s i s  o f  t h i r d  

p a r t y  c h a r t e r s  ( t h a t  is, t i m e  c h a r t e r s  in  w h i c h  t h e  t a x p a y e r  

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

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

( b)(1) o f  t h i s  s e c t i o n ;  t w o  v e s s e l s  w i l l  b e  c o n s i d e r e d  l i k e  

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

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

le s s  t h a n  1 0 , 0 0 0  d e a d - w e i g h t  t o n s  a n d  i f  t h e y  a r e  b o t h  J o n e s  

A c t  v e s s e l s ,  o r  a r e  b o t h  C D S  v e s s e l s ,  o r  a r e  b o t h  O D S  v e s s e l s  

o r  a r e  b o t h  C D S / O D S  v e s s e l s ;  o r

(2) f o r  s h i p m e n t s  o f  g a s  as LNG, o n  t h e  b a s i s  o f  

t h i r d  p a r t y  c h a r t e r s  o r  l e a s e s  ( t h a t  is, c h a r t e r s  o r  l e a s e s  

in w h i c h  t h e  t a x p a y e r  d o e s  n o t  o w n  o r  e f f e c t i v e l y  o w n  t h e  

L N G  t r a n s p o r t a t i o n  f a c i l i t y  in q u e s t i o n )  o f  t h r e e  y e a r s  o r  

m o r e  w h i c h  a r e  r e p o r t e d  to the d e p a r t m e n t  f o r  l i k e  L N G  

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

c o s t s  d e t e r m i n e d  u n d e r  (b)(1) o f  t h i s  s e c t i o n .

(J) Tf a t a x p a y e r  s e l l s  * i;s oi l o r  g a s  to a t h i r d  

p a r t y  in w h a t  w o u l d  o t h e r w i s e  b e  a b o n a  fide, a r m ' s - l e n g t h  

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

e x p e c t s  to r e p u r c h a s e  t h a t  o i l  o r  g a s  at a s u b s e q u e n t  t i m e  

a n d  p l a c e ,  t h e n  l h a t  s a l e  to t h e  t h i r d  p a r t y  a n d  t h e  r e p u r c h a s e  

f r o m  Ihe t h i r d  p a r t y ,  w h e n  it occur-., m u s t  b e  d i c . c g a r d o d  

a n d  t h e  o i l  or g a s  s u b j e c t  to t h a t  s a l e  m u s t  b e  r e g a r d e d  as 

if it h a s  i-omaincd t h e  t a x p a y e r ' s  o w n  o i l  o r  g a s  t h r o u g h o u t  

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

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

r e a s o n a b l e  c o s t  o f  t r a n s p o r t a t i o n  b e t w e e n  the p o i n t  o f  s a l e  

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

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

n o t  a p p l y  if t h e  t a x p a y e r ' s  e x p e c t e d  r e p u r c h a s e  d o e s  n o t  in 

f a c t  o c c u r .

(e) F o r  p u r p o s e s  o f  t h i s  s e c t i o n ,  " v o y a g e  a n d  p o r t  

c o s t s "  f o r  a v e s s e l  a r c

(1) c o s t s  a c t u a l l y  I n c u r r e d  f o r  f u e l  f o r  the 

v e s s e l  w h i l e  In por» a n d  a t  sea, s t o r e s  a n d  p r o v i s i o n s  for 

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

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

.  > n.



d o c k  f e e s ,  s t o r a g e  c o s t s ,  d e m u r r a g e ,  t u g  a n d  p i l o t a g e  fees, 

m a r i n e  a g e n t s '  f e e s  in p o r t ,  l i g h t e r i n g ,  t r a n s s h i p m e n t  

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

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

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

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

C a n a l  t r a n s i t  fees, a r e a s o n a b l e  m a n a g e m e n t  f e e  (to b e  p r o­

r a t e d  e q u a l l y  a m o n g  v e s s e l s ,  for c o o r d i n a t i n g  a r r i v a l s  a n d  

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

o w n e d  o r  c h a r t e r e d  b y  t h e  t a x p a y e r ,  a n d  o t h e r  r e a s o n a b l e  

c o s t s  a s s o c i a t e d  w i t h  t h e  o p e r a t i o n  o r  m a i n t e n a n c e  (or b o t h )  

o f  t h e  v e s s e l ;  a n d

(2) in a d d i t i o n  to  the c o s t s  l i s t e d  in  (1) o f  

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

o f  a v e s s e l  t r a n s p o r t i n g  ail o r  L N G  f r o m  A l a s k a  o r  e n r o u t e  

to A l a s k a  to t a k e  o n  o i l  o r  LNG, a p o r t i o n  o f  t h e  l o s s  (for 

loss o r  d a m a g e  to the s h i p ,  for i n j u r y  o r  l o s s  o f  h e r  c a p t a i n  

r r  c r e w  a n d  for d a m a g e  a n d  c l e a n - u p  d u e  to s p i l l a g e  o f  p a r t  

or a l l  o f  h e r  c a r g o ,  b u t  n o t  for t h e  lo s s  o f  the c a r g o  

i t s e l f )  w h i c h  is b o r n e  b y  t h e  s h i p p e r  as t h e  r e s u l t  o f  that 

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

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

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

.1^ o f  d.-ad w e i g h t  t o n n a g e  a m o n g  the v e s s e l s  o w n e d ,  e f f e c t i v e l y  

o w n e d  o r  c h a r t e r e d  b y  t h e  s h i p p e r  to t r a n s p o r t  o i l  o r  L N G  

( w h i c h e v e r  w a s  l o st) f r o m  A l a s k a .

(f) A  t a x p a y e r  " e f f e c t i v e l y  o w n s " ,  h a s  " e f f e c t i v e  

o w n e r s h i p "  o r  " e f f e c t i v e l y  h a s  a n  o w n e r s h i p  i n t e r e s t "  i n  a 

v e s s e l ,  L N G  t r a n s p o r t a t i o n  f a c i l i t y ,  o r  n o n - r c g u l a t c d  p i p e l i n e  

f a c i l i t y  f o r  p u r p o s e s  o f  th i s  s e c t i o n ,  if

(1) t h o  v e s s e l ,  L N G  t r a n s p o r t a t i o n  f a c i l i t y ,  o r  

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

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

t a x p a y e r  is a l s o  a p a rt; o r

(2) t h e  v e s s e l ,  L N G  t r a n s p o r t a t i o n  f a c i l i t y ,  o r  

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

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

p a r t  o f  a c o n s o l i d a t e d  b u s i n e s s  In w h i c h  the t a x p a y e r  is 

a l s o  a p a r t ,  is t h e  l e a s e e ;  o r



(3) the v e s s e l ,  L N G  t r a n s p o r t a t i o n  f a c i l i t y ,  o r  

n o n - r e g u l a t e d  p i p e l i n e  f a c i l i t y  w a s  b u i l t  to the a c c o u n t  o f  

the t a x p a y e r  (or a n o t h e r  p e r s o n  c o m p r i s i n g  p a r t  o f  the 

c o n s o l i d a t e d  b u s i n e s s  in w h i c h  the t a x p a y e r  is a l s o  a p a r t ) ,  

w a s  s o l d  a n d  w a s  c h a r t e r e d  b a c k  by  t h e  t a x p a y e r  (or a n o t h e r  

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

t h e  t a x p a y e r  is a l s o  a p art) a l l  i n  a s i m u l t a n e o u s  t r a n s a c t i o n  

a n d  t h e  v e s s e l  o r  L N G  t r a n s p o r t a t i o n  f a c i l i t y  is o n  a t e r m  

c h a r t e r  o r  l e a s e  to  the t a x p a y e r  (or a n o t h e r  p e r s o n  c o m p r i s i n g  

p a r t  o f  a c o n s o l i d a t e d  b u s i n e s s  in w h i c h  t h e  t a x p a y e r  is 

a l s o  a p a r t )  for a p e r i o d  o f  15 y e a r s  o r  l o n g e r .

(g) F o r  p u r p o s e s  o f  this c h a p t e r ,  the " p o s i t i o n i n g  

c o s t "  f o r  a v e s s e l  i n c l u d e s  t h e  c o s t s  n o t  i n c l u d e d  in t h e  

c h a r t e r  for t h a t  v e s s e l  w h i c h  a r e  b o r n e  b y  t h e  t a x p a y e r  f o r  

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

u n d e r  t h a t  c h a r t e r  o r  t h e  e s t i m a t e d  c o s t s  to b e  b o r n e  b y  t h e  

t a x p a y e r  f o r  d e l i v e r i n g  it u p  at  a  s p e c i f i e d  l o c a t i o n  a f t e r  

the l a s t  v o y a g e  u n d e r  t h a t  c h a r t e r ,  o r  b o t h  if the t a x p a y e r  

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

a f f r e i g h t m e n t  to b e a r  t h e m  b o th.

(h) A  r e a s o n a b l e  r a t e  o f  r e t u r n  u n d e r  ( b ) ( 3 ) ( D )  o r

(h) (A) (ft) o f  this s e c t i o n  Is p r e s u m e d  to h e  t h a t  a r m  int. 

w h i c h  y i . l J s  an  internal inr.c o f  r e t u r n  ( a f t e r  f e d e r a l  

I n c o m e  tax) on an  i n v e s t m e n t  w h i c h  e q u a l s  2 p e r c e n t  p l u s  the 

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

d e f l a t o r )  d u r i n g

(1) t h e  p e r i o d  b e t w e e n  t h e  t i m e  t h e  c o m m i t m e n t  is 

m a d e  lo c o n s t r u c t  o r  a c q u i r e  the v e s s e l  o r  L N G  t r a n i p o r t a t l o n  

f a c i l i t y  a n d  the t i m e  w h e n  t h e  v e s s e l  o r  I.NG t r a n s p o r t a t i o n  

f a c i l i t y  h a s  b e e n  r e c e i v e d  (or d e l i v e r e d )  a n d  is r^-ady to  b e  

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

I

(2) if t h e  p e r i o d  in (I) o f  tills s u b s e c t i o n  f a l l s  

e n t i r e l y  w i t h i n  a c a l e n d a r  y ear, th a t  e n t i r e  c a l e n d a r  y e a r .

(i) A t  the r e q u e s t  o f  a t a x p a y e r  o r  o n  Its o w n  m o t i o n ,  

the d e p a r t m e n t  w i l l ,  in its d i s c r e t i o n ,  r e p l a c e  the r e t u r n  

u n d e r  (h) o f  this s e c t i o n  w i t h  o n e  b a s e d  o n  the r a t e  o f  

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

p e r s o n  o w n i n g  o r  e f f e c t i v e l y  o w n i n g  t h e  v e s s e l  o r  L N G  

t r a n s p o r t a t i o n  f a c i l i t y .
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(j) The third party nature of an agreement between a 

taxpayer and a third party carrier regarding transportation 

costs is not affected during the term of that agreement by a 

subsequent consolidation of that taxpayer and carrier into 

a consolidated business, if, at the time they entered into 

that agreement, neither the taxpayer nor the carrier exercised, 

directly or indirectly, any control over the business affairs 

of the other as the result of, or in anticipation of, their 

subsequent consolidation into that same consolidated business.

(k) For purposes of this section, a "pipeline facility" 

includes all facilities incident to the pipeline transportation 

of oil or gas downstream from the point of production as 

defined in sec. 900 of this chapter. (Eff. / / , Reg. )

Authority: AS A3.05.080

AS A3.19.010 (Art. IV, sec. 18) 

AS A3.21.020 

AS *3.21.090 

AS A3.21.120

15 AAC 12.2A0. DEDUCTION FOR DIRECT OPERATING COSTS.

(a) T h e  d i r e c t  o p e r a t i n g  c o s t s  d u r i n g  a y e a r  th a t  a r e

Incurred by or for a taxpayer for a lease or property In the 

state a e a .Induction in dctermlning tile taxpayer’s tumble 

production Income for that year.

(b) Before the commencement of commercial production 

from (or allocated to) a lease or property, the direct 

operating costs for that lease or property are:

(1) the c o s t s  for 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 r o p e r t y  a f t e r  the t a x p a y e r  lias 

a c q u i r e d  a w o r k i n g  i n t e r e s t  in t h e  l e a s e  o r  p r o p e r t y ;

(2) the costs of drilling and/or operating wells 

bottomed on the lease or property; and

(3) the costs of operations conducted on or near 

the lease or property In support of drilling and/or development 

operations for the lease or property hut excluding the

actual development costs themselves; however, if the lease 

or property Is subject to an operatlog agreement in which at 

least one work I ng-Interest oi«mer Is a third party to the
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o p e r a t o r ,  t h e n  the d i r e c t  o p e r a t i n g  c o s t s  f o r  t h a t  l e a s e  o r  

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

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

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

to the o p e r a t o r  b y  the w o r k i n g - i n t e r e s t  o w n e r s ,  u n d e r  t h e  

t e r m s  o f  th a t  o p e r a t i n g  a g r e e m e n t .

(c) 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  is to b e  a m o r t i z e d  

or  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  in t h i s  s e c t i o n .

A u t h o r i t y :  A S  A 3 . 0 5 . 0 8 0

A S  4 3 . 1 9 . 0 1 0  (Art. IV, sec. 18) 

A S  4 3 . 2 1 . 0 2 0  

A S  4 3 . 2 1 . 0 9 0

15 A A C  1 2 . 2 5 0 .  D E D U C T I O N  F O R  A C Q U I S I T I O N  C O S T S .  (a)

A  t a x p a y e r ' s  a c q u i s i t i o n  c o s t s  for a l e a s e  o r  p r o p e r t y  i n  

the s t a t e  t h a t  h a s  n e v e r  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  (or 

a l l o c a t e d  to) it f r o m  a n y  z o n e  a r e  d e f e r r e d  f o r  p u r p o s e s  o f  

this c h a p t e r  u n t i l  c i t h e r  t h e r e  is c o m m e r c i a l  p r o d u c t i o n  

f r o m  (or a l l o c a t e d  to) it o r  u n t i l  Lho l e a s e  o r  p r o p e r t y  is 

a b a n d o n e d  w i t h o u t  evc?t h a v i n g  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  

y, -r ill w\" id to) it.

(b) If a l e a s e  o r  p r o p e r t y  is a b a n d o n e d ,  t h e n  t h e  

t a x p a y e r ' s  u n a m o r t i z e d  a c q u i s i t i o n  c o s t s  for t h a t  l e a s e  o r  

p r o p e r t y  a r e  a d e d u c t i o n  in d e t e r m i n i n g  the t a x p a y e r ' s  

t a x a b l e  p r o d u c t i o n  I n c o m e  for the y e a r  in w h i c h  t h e  l e a s e  o r  

p r o p e r t y  is a b a n d o n e d .  If o n l y  p a r t  o f  the l e a s e  o r  p r o p e r t y  

is thus a b a n d o n e d ,  the u n a m o r t i z e d  a c q u i s i t i o n  c o s t s  f o r  

that l e a s e  o r  p r o p e r t y  m u s t  b e  a p p o r t i o n e d  to t h a t  a b a n d o n e d  

p o r t i o n  o n  t h e  b a s i s  o f  a c r e a g e .

I

(c) A  t a x p a y e r ' s  a c q u i s i t i o n  c o s t s  for a  l e a s e  o r  

p r o p e r t y  h a v i n g  c o m m e r c i a l  p r o d u c t i o n  f r o m  (or a l l o c u L c d  to) 

it d u r i n g  a y e a r  m u s t  b e  a m o r t i z e d ,  a n d  the a m o u n t  o f  

a m o r t i z a t i o n  t h a t  y e a r  f o r  t h o s e  a c q u i s i t i o n  c o s t s  is a 

d e d u c t i o n  in d e t e r m i n i n g  the t a x p a y e r ' s  t a x a b l e  p r o d u c t i o n  

In c o m e  for t h e  y e a r .  E x c e p t  for c a s e s  w h e n  (d) o f  t h i s  

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

l e a s e  o r  p r o p e r t y  e q u a l s  the t a x p a y e r ' s  u n a m o r t i z e d  a c q u i s i t i o n  

c o s t s  as o f  t h e  b e g i n n i n g  o f  t h a t  year, m u l t i p l i e d  b y  the
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r a t i o  o f  t h e  B t u - e q u i v a l e n t s  o f  the p r o d u c t i o n  f r o m  (or 

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

t o t a l  n u m b e r  o f  t h e  B t u - e q u i v a l e n t s  r e p r e s e n t e d  b y  the 

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

o f  t h a t  l e a s e  o r  p r o p e r t y  as o f  the b e g i n n i n g  o f  t h e  y e a r .

(d) D u r i n g  a y e a r  it m a y  h a p p e n  t h a t  a t a x p a y e r  t r a n s f e r s  

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

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

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

p r o p e r t y  as the r e s u l t  o f  a t r a n s f e r  f r o m  o n e  o r  m o r e  t h i r d  

p a r t i e s .  In s u c h  a c a se, t h e  t a x p a y e r  r e c e i v i n g  t h e  p r o d u c t i o n  

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

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

c o s t s  for th a t  p o r t i o n  o f  t h e  y e a r  p r e c e e d i n g  t h e  t r a n s f e r  

s e p a r a t e l y  f r o m  its a m o r t i z a t i o n  o f  a c q u i s i t i o n  c o s t s  f o r

t h a t  p o r t i o n  o f  the y e a r  f o l l o w i n g  t h e  t r a n s f e r ;  a n d  t h e  sura 

o f  e a c h  t a x p a y e r ' s  r e s p e c t i v e  a m o r t i z a t i o n  o f  a c q u i s i t i o n  

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

in d e t e r m i n i n g  t h a t  t a x p a y e r ' s  t a x a b l e  p r o d u c t i o n  i n c o m e  for 

t h a t  y e a r .  In c a l c u l a t i n g  a m o r t i z a t i o n  f o r  the p o r t i o n  o f  

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

s h a l l  u s e  t h e  p r o c e d u r e  p r e s c r i b e d  in (c) o f  t h i s  s e c t i o n ,  

except tbit tho ratio of the Bin-equlv.il c nts of production 

■ j. y include only the taxpayer's product ion from (or allocated 

to) the l e a s e  or  p r o p e r t y  for t h e  p o r t i o n  o f  i h e  y e a r  p r e c e e d i n g  

t h e  d a t e  o f  the p r o d u c t  i o n - i n t e r e s t  t r a n s f e r .  F o r  t h a t  

p o r t i o n  o f  Lhc y e a r  f o l l o w i n g  the t r a n s f e r ,  t h e  a m o u n t  o f  

a m o r t i z a t i o n  e q u a l s  t h e  t a x p a y e r ' s  u n a m o r t i z e d  a c q u i s i t i o n  

c o s t s  as o f  the t i m e  i m m e d i a t e l y  f o l l o w i n g  t h e  p r o d u c t i o n -  

i n t e r c s t  t r a n s f e r ,  m u l t i p l i e d  b y  the r a t i o  o f  B t u - e q u i v a l e n t s  

o f  t h e  t a x p a y e r ' s  p r o d u c t i o n  f r o m  (or a l l o c a t e d  to) the 

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

• b e  d a l e  o f  Ihe t r a n s f e r  to the t o t a l  n u m b e r  o f  B t u - e q u i v a l e n t s  

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

( b o t h  d e v e l o p e d  a n d  u n d e v e l o p e d )  o f  the l e a s e  o r  p r o p e r t y  as 

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

t r a n s f e r .

(e) T h e  a m o u n t  o f  the t a x p a y e r ' s  u n a m o r t i z e d  a c q u i s i t i o n  

c o s t s  for a l e a s e  o r  p r o p e r t y  as  o f  the p a r t i c u l a r  d a t e  

e q u a l s  t h e  t a x p a y e r ' s  a c q u i s i t i o n  c o s t s  f o r  Its o r i g i n a l  

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

u n a m o r t i z e d  a c q u i s i t i o n  c o s t s  f o r  e a c h  p r o d u c t i o n  i n t e r e s t

in t h e  l e a s e  or p r o p e r t y  t r a n s f e r r e d  to t h e  t a x p a y e r  o n  o r  

b e f o r e  t h a t  date, a n d  m i n u s  the s u m  of

- l b -



(!) t h e  u n a m o r t i z e d  a c q u i s i t i o n  c o s t s  f o r  e a c h  

p r o d u c t i o n  i n t e r e s t  i n  the 1 jase o r  p r o p e r t y  t r a n s f e r r e d  

f r o m  t h e  t a x p a y e r  o n  o r  b e f o r e  t h a t  d a t e ;

(2) t h e  c u m u l a t i v e  a m o u n t  (as o f  t h a t  d a t e )  of  

t h e  t a x p a y e r ' s  a c q u i s i t i o n  c o s t s  f o r  t h e  l e a s e  o r  p r o p e r t y  

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

a b a n d o n m e n t ;  a n d

(3) t h e  t a x p a y e r ' s  s t a n d a r d i z e d  p r i o r - t a x  a m o r t i z a t i o n  

f o r  the l e a s e  o r  p r o p e r t y  u n d e r  sec. 6 3 0  o f  t h i s  c h a p t e r .

(f) A  t a x p a y e r  a m o r t i z i n g  its a c q u i s i t i o n  c o s t s  f o r  a 

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

b a s i s  o t h e r  t h a n  a v a r i a n t  o f  u n i t - o f - p r o d u c t i o n  a m o r t i z a t i o n  

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

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

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

d o e s  u s e  a n o t h e r  b a s i s  f o r  a m o r t i z i n g  its a c q u i s i t i o n  c o s t s  

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

t h e  r e q u e s t e d  a u t h o r i z a t i o n  to the t a x p a y e r .  U n t i l  t h a t  

a u t h o r i z a t i o n  is g r a n t e d  in w r i t i n g ,  t h e  t a x p a y e r  s h a l l  

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

acquisition costs for lenses or properties in t h e  s t a t e .

(g) T h e  amount o f  a  t a x p a y e r ' s  a c q u i s i t i o n  c o s t s  f o r  a 

l e a s e  o r  p r o p e r t y  e q u a l s  t:hc t a x p a y e r ' s  n e t  p a y m e n t s  f o r

(1) c a s h  b o n u s  o r  c o m p a r a b l e  a d v a n c e  p a y m e n t  to 

a c q u i r e  the l e a s e  o r  p r o p e r t y ;

(2) t a x  p a i d  u n d e r  A S  A 3 . 5 6  to t h e  s t a t e  ( n e t  o f  

a l l  c r e d i t s  a n d  r e f u n d s  for m u n i c i p a l  a d  v a l o r e m  ♦’a x e s  o n  

t h e  s a m e  p r o p e r t y )  f o r  p r o p e r t y  u s e d  o n  o r  for t h e  l e a s e  o r  

p r o p e r t y  a f t e r  its a c q u i s i t i o n  a n d  b e f o r e  the c o m p l e t i o n  o f  ( 

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

p r o p e r t y  a n d  a d  v a l o r e m  a n d  o t h e r  t a x e s  p a i d  to o n e  o r  m o r e  

m u n i c i p a l i t i e s  u n d e r  A S  2 9 . 5 3  t h a t  w e r e  i n c u r r e d  f o r  p r o p e r t y

o r  o p e r a t i o n s  o n  o r  for t h e  l e a s e  o r  p r o p e r t y  a f t e r  its 

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

w e l  I ;

(3) t h a t  p o r t i o n  o f  the f u l l  c o n s i d e r a t i o n  g i v e n  

b y  t h e  t a x p a y e r  in a c q u i r i n g  a p r o d u c t i o n  i n t e r e s t  in Lhe 

l e a s e  o r  p r o p c r L y  w h i c h  is p r o p e r l y  a t t r i b u t a b l e  to t h e



a c q u i s i t i o n  o f  t h e  l e a s e  o r  p r o p e r t y  (as o p p o s e d  to the 

w e l l s ,  f a c i l i t i e s  a n d  e q u i p m e n t  o n  or in s u p p o r t  o f  t h e  

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

for c o n t i n u e d  o r  e n h a n c e d  p r o d u c t i o n  f r o m  (or a l l o c a t e d  to) 

the l e a s e  o r  p r o p e r t y ) ;

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

f-hird p a r t i e s  f o r  a n y  o f  the e x p e n d i t u r e s  d e s c r i b e d  in (1) -

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

the t a x p a y e r ' s  f i n a n c i a l  a c c o u n t i n g ;  h o w e v e r ,  i n t e r e s t  s o  

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

at a r a t e  n o t  to e x c e e d  t h e  c o m p o s i t e  c o s t  o f  t h e  t a x p a y e r ' s  

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

t a x p a y e r ' s  f i n a n c i a l  a c c o u n t i n g  f o r  the y e a r  in w h i c h  t h e  

i n t e r e s t  is c a p i t a l i z e d .

A u t h o r i t y :  A S  4 3 . 0 5 . 0 8 0

A S  4 3 . 1 9 . 0 1 0  (Art. IV, sec. 18) 

A S  4 3 . 2 1 . 0 2 0  

A S  4 3 . 2 1 . 0 9 0

15 A A C  1 2 . 2 6 0 .  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 .  (a)

A  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  in

‘•he state that has never had commercial production from (or
9

tl*.< .’u Lo) It from any zone arc dcfot ted for purposes of 

this c h a p t e r  u n t i l  e i t h e r  t h e r e  is p r o d u c t i o n  f r o m  (or 

a l l o c a t e d  to) it o r  u n t i l  t h e  l e a s e  or  p r o p e r t y  is a b a n d o n e d  

w i t h o u t  e v e r  h a v i n g  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  (or 

a l l o c a t e d  to) it.

(b) I f  a l e a s e  o r  p r o p e r t y  is a b a n d o n e d  w i t h o u t  o v e r  

h a v i n g  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  (or a l l o c a t e d  to) it, 

t h e n  the t a x p a y e r ' s  u n d c p i e c l a t e d  d e v e l o p m e n t  c o s t s  f o r  t h a t  

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

t a x a b l e  p r o d u c t i o n  i n c o m e  for t h e  y e a r  in w h i c h  the l e a s e  o r  

p r o p e r t y  is a b a n d o n e d .

(c) E x c e p t  f o r  d e v e l o p m e n t  c o s t s  t o  w h i c h  (c) o r  (f) 

o f  th i s  s e c t i o n  a p p l i e s ,  a 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  for 

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

a l l o c a t e d  to) it d u r i n g  a y e a r  m u s t  b e  d e p r e c i a t e d ,  a n d  the 

a m > u n t  o f  d e p r e c i a t i o n  t h a t  y e a r  for t h o s e  d e v e l o p m e n t  c o 3 t s

is a d e d u c t i o n  in d e t e r m i n i n g  the t a x p a y e r ' s  t a x a b l e  p r o d u c t i o n  

i n c o m e  for the y e a r .  T h e  a m o u n t  o f  d e p r e c i a t i o n  in a y e a r  

for a l e a s e  o r  p r o p e r t y  w i l l  b e  c a l c u l a t e d  b y
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(1) t h e  u n i t  o f  p r o d u c t i o n  m e t h o d ,  w h i c h  e q u a l s

(A) t h e  a v e r a g e  b e t w e e n  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  f o r  t h e  l e a s e  o r  p r o p e r t y  

as o f  the b e g i n n i n g  o f  the y e a r  a n d  t h o s e  c o s t s  as of 

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

(B) t h e  r a t i o  o f  the B t u - e q u i v a l e n t s  o f  the 

p r o d u c t i o n  f r o m  (or a l l o c a t e d  to) t h a t  l e a s e  o r  p r o p e r t y  

d u r i n g  t h e  y e a r ,  to the t o t a l  n u m b e r  o f  the B t u - e q u i v a l e n t s  

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

f o r  t h a t  l e a s e  o r  p r o p e r t y  as o f  the b e g i n n i n g  o f  the 

y e ar; o r

(2) the s u m  o f  the y e a r s  m e t h o d ,  w h i c h  is c o m p u t e d  

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

a c q u i s i t i o n  c o s t s  c o m p u t e d  u n d e r  th i s  s e c t i o n  as r e d u c e d  b y  

e s t i m a t e d  s a l v a g e  v a l u e .  T h e  d e n o m i n a t o r  o f  this f r a c t i o n  

a l w a y s  r e m a i n s  t h e  s a m e ,  a n d  is the s u m  o f  t h e  n u m b e r s  (years) 

r e p r e s e n t i n g  the s u c c e s s i v e  1 2 - m o n t h  p e r i o d s  in the e n t i r e  

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

o f  12-mont:h p e r i o d s  ( i n c l u d i n g  that for w h i c h  d e p r e c i a t i o n

is b e i n g  t a k e n )  r e m a i n i n g  in the u s e f u l  l i f e  o f  the a c q u i s i t i o n  

c o s t s ;  o r

(3) the d o u b l e  d e c l i n i n g  b a l a n c e  m e t h o d ,  w h i c h  is 

c a l c u l a t e d  a t  a u n i f o r m  rate, w h i c h  c a n n o t  e x c e e d  7 0 0  p e r c e n t  

o f  the a p p l i c a b l e  s t r a i g h t  line rate, a n d  is a p p l L e d  e a c h  

y e a r  to the a d j u s t e d  b a s i s  o f  the a v e r a g e  o r i g i n a l  a c q u i s i t i o n  

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

p r e v i o u s l y  t a k e n  b u t  n o t  r e d u c e d  b y  s a l v a g e  v a l u e ;  o r

(4) t h o  s t r a i g h t  line m e t h o d ,  w h i c h  is c o m p u t e d  

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

u n d e r  th i s  s e c t i o n ,  le s s  e s t i m a t e d  s a l v a g e  v a l u e ,  b y  e q u a l  

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

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

(c) o f  i]»is s e c t i o n  d o e s  n o t  r e q u i r e  a f o t m a l  c h o i c e  b y  the 

t a x p a y e r .  H o w e v e r ,  t h e  c h o i c e  m u s t  c o n t i n u e  t h r o u g h  a 

t a x a b l e  y e a r  a n d  is b i n d i n g  for t h a t  t a x a b l e  y e a r .  T h e  

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

a c q u i s i t i o n  c o st, l e s s  e s t i m a t e d  s a l v a g e  v a l u e .  (As an  

i l l u s t r a t i o n ,  s u p p o s e  a $ 1 0 0  p r o p e r t y  w i t h  a 1 0 - y e a r  life.

T h e  t a x p a y e r  m i g h t  c h o o s e  the d o u b l e  d e c l i n i n g  m e t h o d  for

-13-



y e a r  one, c h o o s e  t h e  s u m - o f - t h e - y e a r s  m e t h o d  f o r  y e a r s  two, 

th r e e ,  f o u r  a n d  f i ve, a n d  c h o o s e  the s t r a i g h t - l i n e  m e t h o d  in 

y e a r  six. T h e  t o t a l  a m o u n t  o f  d e p r e c i a t i o n  w o u l d  e x c e e d  

$ 1 0 0  in  y e a r  e i g h t .  A n y  d e p r e c i a t i o n  c l a i m e d  o v e r  $ 1 0 0  

w o u l d  b e  d i s a l l o w e d . )

(.) A  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  f o r  

f a c i l i t i e s  o r  e q u i p m e n t  for the l e a s e  o r  p r o p e r t y  w h i c h  a r e  

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

c o s t s  t h a t  a r e  to b e  d e p r e c i a t e d  t h a t  y e a r  u n d e r  (c) a n d  (d) 

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

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  for t h o s e  w e l l s ,  f a c i l i t i e s  

o r  e q u i p m e n t  a s  o f  the b e g i n n i n g  o f  t h e  y e a r ,  o f f s e t  b y  

t h e i r  s a l v a g e  v a l u e  (if any), a r e  a d e d u c t i o n  in d e t e r m i n i n g  

the t a x p a y e r ' s  t a x a b l e  p r o d u c t i o n  i n c o m e  for the y e a r  in 

w h i c h  t h e y  a r e  r e m o v e d .

(f) D u r i n g  a y e a r  it m a y  h a p p e n  t h a t  a t a x p a y e r  t r a n s f e r s  

p a r t  or  a l l  o f  i t s  p r o d u c t i o n  i n t e r e s t  in a c o m m e r c i a l l y  

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

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

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

p a r t i e s .  Tn s u c h  a c ase, t h e  t a x p a y e r  r e c e i v i n g  t h e  p r o d u c t i o n  

i.-itfrost md f he taxpayer transferring the production interest 

■ '•.all each c a l c u l a t e  its re ipecLivo depreciation of development 

cos ts  for t h a t  p o r t i o n  o f  the y e a r  p r o c e e d i n g  t h e  t r a n s f e r  

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

that p o r t i o n  o f  t h e  y e a r  f o l l o w i n g  t h e  t r a n s f e r ;  a n d  t h e  s u m  

of  e a c h  t a x p a y e r ' s  r e s p e c t i v e  d e p r e c i a t i o n  o f  d e v e l o p m e n t  

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

in d e t e r m i n i n g  t h a t  t a x p a y e r ' s  t a x a b l e  p r o d u c t i o n  i n c o m e  for 

L h a t  y e a r .  Tn c a l c u l a t i n g  d e p r e c i a t i o n  for t h e  p o r t i o n  o f  

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

s h a l l  u s e  t h e  p r o c e d u r e  a n d  c h o i c e s  p r e s c r i b e d  in (c) a n d

(d) o f  th i s  s e c t i o n ,  e x c e p t  th a t  if t h e  u n i t  o f  p r o d u c t i o n  

m e t h o d  is u s e d :

(1) t h e  r a t i o  o f  the R t u - e q u i v a l e n t s  o f  p r o d u c t i o n  

m a y  i n c l u d e  o n l y  t h e  t a x p a y e r ' s  p r o d u c t i o n  f r o m  (or a l l o c a t e d  

to) the l e a s e  o r  p r o p e r t y  for the p o r t i o n  o f  t h e  y e a r  p r e c e e d i n g  

t h e  d a t e  o f  t h o  p r o d u c t i o n - i n t e r e s t  t r a n s f e r ,  a n d
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(2) f o r  t h a t  p o r t i o n  o f  t h e  y e a r  f o l l o w i n g  t h e  

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

the 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  a s  o f  t h e  

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

a n d  as o f  the e n d  o f  the year, m u l t i p l i e d  b y  t h e  r a t i o  o f  

B t u - e q u i v a l e n t s  o f  t h e  t a x p a y e r ' s  p r o d u c t i o n  f r o m  (or a l l o c a t e d  

to) the l e a s e  o r  p r o p e r t y  for t h e  p o r t i o n  o f  t h e  y e a r  o n  a n d  

a f t e r  t h e  d a t e  o f  the t r a n s f e r  to t h e  t o t a l  n u m b e r  o f  B t u -  

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

d e v e l o p e d  r e s e r v e s  o f  t h e  l e a s e  o r  p r o p e r t y  a s  o f  t h e  t i m e  

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

(g) T h e  a m o u n t  o f  a 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  f o r  a l e a s e  o r  p r o p e r t y  as o f  a p a r t i c u l a r  d a t e  e q u a l s  

the 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  as o f  t h a t  d a t e  f o r  t h e  

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

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

(1) t h e  c u m u l a t i v e  a m o u n t  (as o f  t h a t  d a t e )  

a l l o w e d  u n d e r  t h i s  c h a p t e r  for d e p r e c i a t i o n  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 « t s  for the l e a s e  o r  p r o p e r t y ;  a n d

(2' t h e  t a x p a y e r ' s  s t a n d a r d i z e d  p r i o r - t a x  d e p r e c i a t i o n

f-»r ihe lea e o r  property .ndor aer. 6 1 0  o f  t h i s  c h  »ptcr.

(h) A t a x p a y e r  d e p r e c i a t i n g  its d e v e l o p m e n t  c o a t s  for 

a l e a s e  o r  p r o p e r t y  for f i n a n c i a l  a c c o u n t i n g  p u r p o s e s  o n  a 

b a s i s  o t h e r  t h a n  a v a r i a n t  o f  the m e t h o d s  p r e s c r i b e d  in (c) 

a n d  (d) o f  t h i s  s e c t i o n  ma> a p p l y  to t h e  d e p a r t m e n t  for 

a u t h o r i z a t i o n  to u s e  t h a t  o t h e r  b a s i 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  

t he d e d u c t i o n  u n d e r  th i s  s e c t i o n .  U p o n  a s a t i s f a c t o r y

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

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

d e p a r t m e n t  m a y  g r a n t  the ret n e s t e d  a u t h o r i z a t i o n  t o  the 

t a x p a y e r .  U n t i l  t h a t  a u t h o r i s a t i o n  is g r a n t e d  in w r i t i n g ,  

the t a x p a y e r  s l m l l  f o l l o w  the m e t h o d s  p r e s c r i b e d  in t h i s  

s e c t i o n  to d e p r e c i a t e  its d e v e l o p m e n t  c o s t s  for l e n s e s  o r  

p r o p e r t i e s  in t h e  s t a t e  for p»«rr>oses of I b i s  c h a p t e r .

(i) T h e  a m o u n t  o f  a 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  e q u a l s  the t a x p a y e r ' s  n e t  p a y m e n t s  fo

(1) d e v e l o p m e n t  c o s t s  for f a c i l i t i e s  a n d  e q u i p m e n t  

o n  o r  in s u p p o r t  o f  the lease o r  p r o p e r t y  t h a t  d i r e c t l y  

re s u l t  in o r  a r e  n e c e s s a r y  for c o n t i n u e d  o r  e n h a n c e d  p r o d u c t i o n  

f r o m  (or a l l o c a t e d  to) tho l e a s e  o r  p r o p e r t y ;



(2) t a x  p a i d  u n d e r  A S  4 3 . 5 6  to t h e  s t a t e  (net of 

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

t h e  s a m e  p r o p e r t y )  f o r  p r o p e r t y  a n d  a d  v a l o r e m  a n d  o t h e r  

t a x e s  p a i d  to o n e  o r  m o r e  m u n i c i p a l i t i e s  u n d e r  A S  2 9 . 5 3  t h a t  

w e r e  i n c u r r e d  d i r e c t l y  as t h e  r e s u l t  of, a n d  in  t h e  c o u r s e  

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

i n  (1) o f  th i s  s u b s e c t i o n ;

(3) th a t  p o r t i o n  o f  t h e  f u l l  c o n s i d e r a t i o n  g i v e n  

b y  t h e  t a x p a y e r  in a c q u i r i n g  a p r o d u c t i o n  i n t e r e s t  in t h e  

l e a s e  o r  p r o p e r t y ,  w h i c h  is p r o p e r l y  a t t r i b u t a b l e  to t h e  

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

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

f o r  c o n t i n u e d  o r  e n h a n c e d  p r o d u c t i o n  f r o m  (or a l l o c a t e d  to) 

t h e  l e a s e  o r  p r o p e r t y  (as o p p o s e d  to the c o n s i d e r a t i o n  g i v e n  

f o r  the l e a s e  o r  p r o p e r t y  i t s e l f ) ;

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

t h i r d  p a r t i e s  f o r  a n y  o f  the e x p e n d i t u r e s  d e s c r i b e d  i n  (1) -

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

the t a x p a y e r ' s  f i n a n c i a l  a c c o u n t i n g ;  h o w e v e r ,  i n t e r e s t  s o  

c a p i t a l i z e d  m a y  b e  r e c o g n i z e d  f o r  p u r p o s e s  o f  th i s  chapt* . 

a t  a r a t e  n o t  to e x c e e d  t h e  c o m p o s i t e  c o s t  o f  the t a x p a y e r ’s 

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

c...p a y e r 's f i n a n c i a l  accounting for the y e a r  in which che 

interest is capitalized.

A u t h o r i t y :  A S  4 3 . 0 5 . 0 8 0

A S  4 3 . 1 9 . 0 1 0  (Art. IV, s e c .  18) 

A S  4 3 . 2 1 . 0 2 0  

A S  4 3 . 2 1 . 0 9 0

15 A A C  12.320. E X T R A O R D I N A R Y  O P E R A T I N G  R E V K M O K S  A N D  

L O S S E S  ( O I L  P I P E L I N E S ) .  (c) T h e  c o s t s  o f  p e r m a n e n t l y  

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

f a c i l i t i e s  a n d  e q u i p m e n t  o f  a p i p e l i n e  r e s u l t  in e x t r a o r d i n a r y  

o p e r a t i n g  l o s s e s  for L h a t  p i p e l i n e .  T h e  a m o u n t  o f  t h e s e  

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

t a x a b l e  y e a r ,  e q u a l s

(i) the p o r t i o n  o f  the u n r e i m b u r s e d ,  e s t i m a t e d  

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

a l l o w e d  b y  F E R C  o r  o t h e r  p e r e m p t o r y  a u t h o r i t y  in a y e a r  

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

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

i n c o m e ;  o r

- 2 1 -



(2) the u n r e i m b u r s e d  t e r m i n a t i o n  a n d  r e m o v a l  

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

o f f s e t  b y  t h e  s a l v a g e  v a l u e  (if any) o f  the r e m o v e d  f a c i l i t i e s  

a n d  e q u i p m e n t  a n d  o f f s e t  to t h e  e x t e n t  o f  a n y  a m o u n t s  a l l o w e d  

to b e  t a k e n  p r i o r  t o  a c t u a l  t e r m i n a t i o n  a n d  r e m o v a l  u n d e r  

t h i s  s e c t i o n  a n d  t a k e n  b y  t h e  t a x p a y e r .

(d) If u n d e r  (c) o f  t h i s  s e c t i o n ,  unreitnbursed, e s t i m a t e d  

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

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

F E R C  o r  o t h e r  p e r e m p t o r y  a u t h o r i t i e s ,  t h e n  t h e  a m o u n t  a l l o w e d  

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

o p e r a t i n g  r e v e n u e .

A u t h o r i t y :  A S  A 3 . 0 5 . 0 8 0

A S  A 3 . 1 9 . 0 1 0  (Art. IV, se c .  18) 

A S  A 3 . 2 1 . 0 2 0  

A S  A 3 . 2 1 . 0 9 0

15 A A C  1 2 . 7 1 0 .  (f) A p a y m e n t  o f  less t h a n  $ 5 0 , 0 0 0  m a y

b e  m a d e  b y  c h e c k  in the m a n n e r  p r e s c r i b e d  in (1) o f  t h i s  

p a r a g r a p h  o r  m a y  b e  m a d e  b y  w i r e  t r a n s f e r  in t h e  m a n n e r  

p r e s c r i b e d  in (2) o f  t h i s  p a r a g r a p h .  A  p a y m e n t  o f  $ 5 0 , 0 0 0

or "•ore insist ho rnde by wire t•••■.vsFor I n  the ‘tanner proscribed 

*n  (2) o f  t h i s  p a r a g r a p h .

(1) A p a y m e n t  b y  c h e c k  m u s t  b e  m a d e  b y  m a i l i n g  

t h e  c h e c k ,  t o g e t h e r  w i t h  a c o p y  o f  o n l y  the s u m m a r y  p a g e  (or 

p a g e s )  o f  the tax r e p o r t ,  to the f o l l o w i n g  a d d r e s s  o r  o t h e r  

a d d r e s s  a s  t h o  c o m m i s s i o n e r  m a y  d e s i g n a t e :  C a s h i e r ,  D e p a r t m e n t

o f  R e v e n u e ,  S t a t e  o f  A l a s k a ,  P o u c h  SA, J u n e a u ,  A l a s k a  9 9 8 1 1 .

A  p a y m e n t  m a d e  b y  c h e c k  o r  a r e t u r n  n o t  r e q u i r i n g  a p a y m e n t  

w i l l  b o  c o n s i d e r e d  t i m e l y  if it is p o s t m a r k e d  o n  o r  b e f o r e  

t h e  d a t e  o r  d a y  o f  t h e  m o n t h  in  w h i c h  it is due.

I

(?.) A p a y m e n t  b y  d i r e c t  w i r e  t r a n s f e r  m u 3 t  b e  

m a d e  t h r o u g h  the c o m m e r c i a l  b a n k i n g  s y s t e m  in a c c o r d a n c e  

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

(A) As  e a r l y  as p r a c t i c a b l e  a n d  in n o  e v e n t  

l a t e r  t h a n  9 : 0 0  a.m. o f  the m o r n i n g  o f  the d a y  w h e n  t h e  

w i r e  t r a n s f e r  is t o  b e  m a d e ,  the t a x p a y e r  s h a l l  n o t i f y  

the A l a s k a  S t a t e  T r e a s u r y  b y  T e l e x  (at T e l e x  n u m b e r  

0 9 0 A 5 3 3 3 )  o f  t h e  a m o u n t  o f  the t a x p a y e r ' s  p a y m e n t ;

-72-



(B) t h e  t a x p a y e r  s h a l l  o b t a i n  s u f f i c i e n t  

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

th e  c o m m e r c i a l  b a n k  h o l d i n g  t h o s e  f u n d s  to i n i t i a t e  the 

t r a n s f e r  o f  f e d e r a l  f u n d s  (in the a m o u n t  o f  t h e  p a y m e n t )  

t h r o u g h  the F e d e r a l  R e s e r v e  w i r e  t r a n f e r  s y s t e m  to the 

c r e d i t  o f  t h e  S t a t e  o f  A l a s k a  I n v e s t m e n t  A c c o u n t  at the 

f o l l o w i n g  a d d r e s s :

B a n k  o f  A m e r i c a ,  N T  &  S A

S a n  F r a n c i s c o ,  C a l i f o r n i a

S e c u r i t i e s  D e p a r t m e n t  # 3 2 5 5

A c c t :  S t a t e  o f  A l a s k a  I n v e s t m e n t  A c c o u n t ;

(C) t h e  t a x p a y e r  s h a l l  m a k e  the p a y m e n t  i n  

o n e  l u m p  s u m  f r o m  o n e  b a n k ;

(D) a p a y m e n t  m a d e  b y  w i r e  t r a n s f e r  w i l l  b e  

c o n s i d e r e d  t i m e l y  i f  t h e  t a x p a y e r ' s  c o m m e r c i a l  b a n k  h a s  

i n i t i a t e d  t h e  t r a n s f e r  o f  f e d e r a l  funds t h r o u g h  the 

F e d e r a l  R e s e r v e  w i r e  t r a n s f e r  s y s t e m  o n  o r  b e f o r e  t h e  

l a s t  b a n k i n g  d a y  o f  t h e  m o n t h  in w h i c h  the p a y m e n t  is 

due, o r  o n  o r  b e f o r e  t h e  la s t  b a n k i n g  d a y  p r i o r  to the 

d a t e  due, if  the d a t e  d u e  is n o t  a b a n k i n g  d a y .

(3) "pUy. •'nlM .is u s e d  in thia r c c l ' o n ,  -.sears t h e  

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

a r i s i n g  u n d e r  a n y  p r o v i s i o n  o f  AS  A 3 . 2 1 ,  i n c l u d i n g  t a x e s ,  

i n t e r e s t  a n d  p e n a l t y .

Authority: AS A3.05.080

AS A3 05.280 

AS A 3 . 2 1.070 

AS A3.21.090

15 A A C  1 2 . 9 0 0 .  D E F I N I T I O N S .  (2A) " p o i n t  o f  p r o d u c t i o n "

m e a n s

(1) f o r  o i l ,  t h e  a u t o m a t i c  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  t h r o u g h  w h i c h  t h e  o i l  e n t e r s  i n t o  the f a c t H L i e s  o f  

a c a r r i e r  p i p e l i n e  o r  o t h e r  t r a n s p o r t a t i o n  c a r r i e r ;  a n d  in 

the a b s e n c e  o f  a n  a u t o m a t i c  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 ,  

the " p o i n t  o f  p r o d u c t i o n "  for o i l  Is the o u t l e t  f l a n g e  of 

the t a n k  g a u g e  (or in t h e  a b s e n c e  o f  a ta n k  g a u g e ,  a n o t h e r  

m e c h a n i s m  o r  d e v i c e  I o  m e a s u r e  the q u a n t i t y  o f  o i l  t h a t  h a s  

b e e n  a p p r o v e d  b y  tho d e p a r t m e n t  for this p u r p o s e )  t h r o u g h



w h i c h  the o i l  is t e n d e r e d  a n d  a c c e p t e d  i n t o  t h e  f a c i l i t i e s  

o f  a c a r r i e r  p i p e l i n e  o r  o t h e r  t r a n s p o r t a t i o n  c a r r i e r ;

(2) for gas, t h e  m e t e r  on, o r  n e a r e s t  ( m e a s u r e d  

a l o n g  the c o u r s e  t a k e n  b y  t h e  g a s )  to, t h e  l e a s e  o r  p r o p e r t y  

f r o m  w h i c h  t h e  g a s  is r e c o v e r e d ,  at w h i c h  m e t e r  t h e  s a l e s  

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

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

p u r p o s e s  o f  s a l e ,  r e g a r d l e s s  w h e t h e r  the p a r t i c u l a r  g a s  in 

q u e s t i o n  is a c t u a l l y  s o l d  a t  t h a t  m e t e r .

(31) " s a l e s  d e l i v e i y  p o i n t "  m e a n s

(1) f o r  a t a x p a y e r ' s  o i l  a n d  g a s  s o l d  I n  a b o n a  

fide, a r m ' s - l e n g t h  s a l e  to a t h i r d  p a r t y ,  the p o i n t  o f  

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

that s ale, e x c e p t  in t h e  c a s e  o f  a s a l e  t o  w h i c h  (f) o f  t h i s  

s e c t i o n  a p p l i e s ;

(2) for a  t a x p a y e r ' s  o i l  not s o l d  in a b o n a  fide, 

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 ,  the p o i n t  o f  d e l i v e r y  

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

r e f e r e n c e  for the s a l e s  p r i c e  o f  the t a x p a y e r ' s  g a s  u n d e r

(h)(3) of rM« section.

(33) " s a m e  m a r k e t "  m e a n s

(1) w i t h  r e s p e c t  to a t a x p a y e r ' s  o i l  r e f i n e d  in 

A l a s k a ,  t h e  A l a s k a n  m a r k e t ,

(2) w i t h  r e s p e c t  to a t a x p a y e r ' s  o i l  l a n d e d  o n  

t h e  U.S. W e s t  C o n s t  ( i n c l u d i n g  H a w a i i ) ,  the W e s t  C o a s t  

m a r k e t  or, if a p p r o p r i a t e ,  the s u b m a r k e t s  o n  the W e s t  C o a s t  

(i.e., P u g e t  S o u n d ,  S a n  F r a n c i s c o  Bay, the I»ong B e a c h  a n d  

L o s  A n g e l o s  a r e a ,  a n d  H a w a i i ) ,

(3) w i L h  r e s p e c t  to a t a x p a y e r ' s  o i l  l a n d e d  o n  

tho U.S. C u l f  C o a s t ,  t h e  G u l f  C o a s t  m a r k e t ,

(A) w i t h  r e s p e c t  to a t a x p a y e r ' s  o i l  l a n d e d  o n  

the U.S. H a s t  Coast., t h e  H a s t  C o a s t  m a r k e t ,

(i) w i t h  r e s p e c t  to a t a x p a y e r ' s  o i l  l a n d e d  in 

P u e r t o  R i c o  o r  the U.S. V i r g i n  I s l a n d s ,  t h o  P u e r t o  R l r . m  a n d  

V i r g i n  I s l a n d  m a r k e t ,



(6) w i t h  r e s p e c t  to a t a x p a y e r ' s  g a s  m a r k e t e d  in

A l a s k a ,  the A l a s k a n  m a r k e t  o r  p o r t i o n  o f  it s e r v e d  b y  g a s

f r o m  t h e  s a m e  f i e l d  o r  a r e a  as t h e  t a x p a y e r ' s  g a s ,

(7) w i t h  r e s p e c t  to a  t a x p a y e r ' s  g a s  m a r k e t e d  in

t h e  L o w e r  48, t h e  L o w e r  48 m a r k e t ,

(8) w i t h  r e s p e c t  to a t a x p a y e r ' s  g a s  m a r k e t e d  in 

a f o r e i g n  c o u n t r y ,  the m a r k e t  in  th a t  f o r e i g n  c o u n t r y .

(34) " t a x p a y e r "  m e a n s  a c o r p o r a t i o n  or, c o l l e c t i v e l y ,  

t w o  o r  m o r e  c o r p o r a t i o n s  m a d e  s u b j e c t  to th i s  c h a p t e r  t h a t  

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

c h a p t e r .

(35) " t a x  y e a r "  m e a n s  a p e r i o d  b e g i n n i n g  o n  J a n u a r y  1 

a n d  eriding o n  t h e  f o l l o w i n g  D e c e m b e r  3lst, e x c e p t  t h a t  f o r  a 

f i s c a l - y c a r  t a x p a y e r  " t a x  y e a r "  m e a n s  t h a t  t a x p a y e r ' s  f i s c a l  

y e a r  or, for t h e  f i r s t  f i s c a l  y e a r  i n  w h i c h  t h e  t a x p a y e r  

r e p o r t s  a n d  p a y s  t a x  o n  a fiscal y e a r  b a s i s  u n d e r  t h i s  

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

f o l l o w i n g  J a n u a r y  1.

(36) "voyTge uvl p.»*t costs" in defined in see. 1 13(e) 

o ’ toi.chapter.

(37) " w o r k i n g  i n t e r e s t "  m e a n s  a n y  i n t e r e s t  ( i n c l u d i n g  

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

r o y a l t y  i n t e r e s t .

(38) " y e a r "  m e a n s  tax y e a r  u n l e s s  the c o n t e x t  i n d i c a t e s  

o t h e r w i s e .  (Eff* / / , Reg. )

A u t h o r i t y :  A S  4 3 . 0 5 . 0 8 0

A S  43. 7. L. 0 9 0

I
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200 TRAVEL ( 8 5 . 0 ) ( 8 5 . 0 ( 8 5 . 0 ) ( 8 5 . 0 )
300 CONTRACTUAL ( 2 5 3 . 5 ) ( 2 5 3 . 5 ) ( 2 5 3 . 5 ) ( 2 5 3 . 5 )
400 COMMODITIES ( 2 0 . 0 ) ( 2 0 . 0 ) ( 2 0 . 0 ) ( 2 0 . 0 )
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FEDERAL FUNDS
OTHER (Specify Fund Source)

POSITIONS

FULL  TIME ( 2 2 ) ( 2 2 ) ( 2 2 ) ( 2 2 )
PART TIME
TEMPORARY
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M E M  O R A W O U  M 

TO:

F R O M :

* T h e  H o n o r a b l e  R u b b  M e e k i n s
C h a i r m a n ,  H o u s e  F i n a n c e  C o m m i t t e e

M i l t  B a r k e r ^ V i s c a l  A n a l y s t  
L e g i s l a t i v e  F i n a n c e  D i v i s i o n

S U B J E C T :  P e t r o l e u m  C o r p o r a t e  I n c o m e  T a x  D e p r e c i a t i o n
a n d  t h e  S u r p l u s

T h e  D e p a r t m e n t  o f  R e v e n u e  is c o n s i d e r i n g  a c c e l e r a t i n g  t h e  
allow*-\nccs f o r  d e p r e c i a t i o n  t h a t  m a y  b e  c l a i m e d  o n  i n c o m e  
t a x  r e t u r n s  o f  c o r p o r a t i o n s  e n g a g e d  in p e t r o l e u m  p r o d u c t i o n  
o r  t r a n s p o r t a t i o n .  T h e i r  i n t e r e s t  in  s o  d o i n g  s t e m s  f r o m  t h e  
l a r g e  g e n e r a l  f u n d  s u r p l u s e s  n o w  a c c r u i n g  a s  w e l l  a s  t h e  s u i t  
f i l e d  b y  t h e  o i l  c o m p a n i e s  a g a i n s t  t h e  p e t r o l e u m  i n c o m e  ta x .

If s u c h  a p o l i c y  is a d o p t e d  a n d  d e p e n d i n g  o n  h o w  l i b e r a l  
t h e  d e p r e c i a t i o n  a l l o w a n c e s  a r c ,  t h e  l e g i s l a t i v e  f i n a n c e  
e s t i m a t e s  m e n t i o n e d  in m y  a t t a c h e d  S e p t e m b e r  5 m e m o ,  of  
$ 4 , 3 2 8 . 9  m i l l i o n  a v a i l a b l e  f o r  a p p r o p r i a t i o n  for F Y  81, i n­
c l u d i n g  $ 3 , 6 1 2 . 9  m i l l i o n  In  c a s h  w o u l d  h a v e  to b e  s i g n i f i c a n t l y  
r e d u c e d .  C o n c e i v a b l y  if t h e  p o l i c y  is l i b e r a l  e n o u g h  a n d  
m a d e  r e t r o a c t i v e ,  all p e t r o l e u m  c o r p o r a t e  i n c o m e  tax l i a b i l i t y  
t h r o u g h  F Y  81 c o u l d  b e  e l i m i n a t e d .  T h i s  w o u l d  m e a n  F Y  81 
g e n e r a l  f u n d s  a v a i l a b l e  for a p p r o p r i a t i o n  w o u l d  b e  $ 2 , 8 8 7 . 3  
m i l l i o n  of  w h i c h  $ 2 , 1 7 1 . 3  m i l l i o n  w o u l d  b e  c a s h  b a s e d  o n  t h e  
S e p t e m b e r  1 9 7 9  D e p a r t m e n t  o f  R e v e n u e  e s t i m a t e s  ( a t t a c h e d )  a s  
r e d u c e d  for p e t r o l e u m  c o r p o r a t e  i n c o m e  t a x  r e c e i p t s  a n d  .
$ 5 0  m i l l i o n  i n  i n t e r e s t  t h a t  w o u l d  b e  o t h e r w i s e  e a r n e d  t h e r e o n .

D c p r cc.iot-ion M e t h o d s
A S  4 3 . 2 i . 0 2 d ~ ( c T { 5 r  p e r m i t s  a d e d u c t i o n  o n  t h o  i n c o m e  tax 
r e t u r n s  f o r  d e p r e c i a t i o n  d e t e r m i n e d  b y  " u s i n g  t h e  u n i t  o f  
p r o d u c t i o n  m e t h o d  o r  B u c h  o t h e r  r e a s o n a b l e  m e t h o d s  a s  t h e  
d e p a r t m e n t  m a y  b y  r e g u l a t i o n  e s t a b l i s h . ”

S o  far, t h e  o n l y  m e t h o d  A u t h o r i s e d  b y  r e g u l a t i o n  Is t h e  u n i t  
o f  p r o d u c t i o n  m e t h o d .  T h i s  Is a n  " a c c e l e r a t e d” m e t h o d  in
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c o m p a r i s o n  w i t h  s t r a i g h t - l i n e  d e p r e c i a t i o n  b u t  i s  n o t  as_ 
" a c c e l e r a t e d” a s  t w o  o t h e r  m e t h o d s ,  t h e  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 u m - o f - t h e - y e a r s ' d i g i t s  m e t h o d s ,  w h i c h  a r e  
a v a i l a b l e  u n d e r  t h e  f e d e r a l  I R S  c o d e  a n d ,  b y  v i r t u e  o f  
a d o p t i o n  o f  t h e  f e d e r a l  c o d e  b y  t h e  S t a t e ,  t h e  r e g u l a r  S t a t e  
c o r p o r a t e  i n c o m e  t a x . -

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

f o r  t w o  r e a s o n s x
9

1. I t  m i g h t  h e l p  t h e  S t a t e ’s d e f e n s e  a g a i n s t  t h e  
c h a r g e  t h a t  t h e  p e t r o l e u m  c o r p o r a t e  i n c o m e  t a x  v i o l a t e s  , 
t h e  " e q u a l  p r o t e c t i o n "  c l a u s e s  o f  t h e  S t a t e  a n d  F e d e r a l  
c o n s t i t u t i o n s  s i n c e  t h e  p r e v i o u s l y  m e n t i o n e d  d e p r e c i a t i o n  . 
m e t h o d s  a r e  o n l y  a v a i l a b l e  f o r  c o r p o r a t e  a c t i v i t i e s  o t h e r  
t h a n  p e t r o l e u m  p r o d u c t i o n  a n d  t r a n s p o r t a t i o n .  O f  c o u r s e ,
i f  t h e  c o u r t  f o u n d  a g a i n s t  t h e  S t a t e  o n  t h i s  b a s i s ,  t h e  
a c c e l e r a t e d  d e p r e c i a t i o n  c o u l d  j u s t  a s  w e l l  b e  a l l o w e d  a f t e r  

t h e  d e c i s i o n .  '

2. I n  t h o - e v e n t  t h e  S t a t e  l o o t  t h e  s u i t  o r  c h a n g e s  
w e r e  m a n d a t e d  t h a t  r e d u c e d  t a x  l i a b i l i t i e s ,  t h e  a m o u n t  o f  
r e f u n d s  t h e  S t a t e  w o u l d  h a v e  t o  p a y  t o  t h e  o i l  c o m p a n i e s  
w o u l d  b e  r e d u c e d .

T h e  m a g n i t u d e  o f  t h e  p o s s i b l e  r e f u n d s  is u n s e t t l i n g  a..u 
m a y  h e l p  t o  e x p l a i n  w h y  t h e  D e p a r t m e n t  o f  R e v e n u e ' s  l a t e s t  
r e v e n u e  p r o j e c t i o n s  ( S e p t e m b e r  q u a r t e r l y  u p d a t e )  s t i l l  p r o j e c t  
F Y  8 0  r e c e i p t s  f o r  t h e  p e t r o l e u m  c o r p o r a t e  i n c o m e  t a x  a t  
$ 1 6 0  m i l l i o n  e v e n  t h o u g h  r e c e i p t s  f o r  t h o  f i r s t  q u a r t e r  o f  
F Y  80 t o t a l  $ 1 2 0 . 5  m i l l i o n .

B a s e d  o n  t h e  D e p a r t m e n t  o f  R e v e n u e ' s  e s t i m a t e s ,  a t o t a l  -  
O f  $ S S 2 . 6  m i l l i o n  w i l l  b e  r e c e i v e d  t h r o u g h  F Y  81 for ihe 
p e t r o l e u m  c o r p o r a t e  i n c o m e  tax. U s i n g  t h e  s a m e  e s t i m a t e s  
i n h e r e n t  in  t h e  l e g i s l a t i v e  f i n a n c e  f i g u r e s  i n  m y  S e p t e m b e r  5 
m e m o ,  t h e  r e c e i p t s  t h r o u g h  F Y  81 w o u l d  b e  r o u g h l y  $ 1 . 2  b i l l i o n

I *  t h e  a d m i n i s t r a t i o n  r e a l l y  a n x i o u s  a b o u t  t h e  o u t c o m e  o f  
t i e  s u i t ?  If so, is a c c e l e r a t i n g  d e p r e c i a t i o n  t o  r e d u c e  
t h e  S t a t e ' s  e x p o s u r e  t o  a l a r g e  r e f u n d  t h e  b e s t  w a y  t o  
d e a l  w i t h  t h i s  p r o b l e m ?  O r  w o u l d  " s t e r i l i z i n g "  t h e s e  f u n d s  
I n  s o m e  m a n n e r  s o  t h a t  t h e y  a r e n ' t  u s e d  f o r  b u d g e t  e x p e n d i­
t u r e s  o r  i l l i q u i d  i n v e s t m e n t s  p r e f e r a b l e ?  C e r t a i n l y  t h e  
a d m i n i s t r a t i o n  c a n  d o  t h i u  t h r o u g h  t h e  v e t o  p o w e r  a n d  their' 
i n v e s t m e n t  p o l i c i e s .
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I f  t h e  S t a t e  w i n s  t h e  s u i t ,  t h e  c o s t  o f  t h e  a c c e l e r a t e d  

d e p r e c i a t i o n  p o l i c y  i s  t’te i n t e r e s t  t h a t  c o u l d  h a v e  b e e n  
e a r n e d  o n  t h o  r e s u l t i n g  tax r e d u c t i o n .  H o w e v e r #  in  t h e  
e v e n t  o f  a l o s s #  t h e  S t a t e  o w e s  i n t e r e s t  a t  8%  o n  a t e  r e ­
f u n d s  s o  a c c e l e r a t e d  d e p r e c i a t i o n  t h e n  r e p r e s e n t s  n o  c o s t  
t o  t h e _ S t a t e  t o  t h e  e x t e n t  o u r  a v e r a g e  i n v e s t m e n t  e a r n i n g s  

a r e  8%  a n d  n o  m o r e .

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

A c c e l e r a t e d  d e p r e c i a t i o n  w o u l d  p r o b a b l y  t h e n  n e c e s s i t a t e  
t h e  c a r r y - f o r w a r d  o f  l o s s e s .  T h i s  h a s  a l r e a d y  b e e n  p e r m i t t 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  v i a  r e g u l a t i o n  a l t h o u g h  t h e r e  
is n o  s p e c i f i c  s t a t u t o r y  a u t h o r i t y  f o r  i t  i n  A S  4 3 . 2 1 .

T h e  S u r p l u s  a n d  O i l  C o m p a n y  I n c e n t i v e s

is t h e  a d m i n i s t r a t i o n  c o n f i d e n t  a b o u t  t h e  s u i t  b u t  p r o p o s i n g  
a c c e l e r a t e d  d e p r e c i a t i o n  m a i n l y  as a w a y  t o  r e d u c e  t h e  
s u r p l u s #  a g a i n  ii p l a c e  o f  w i e l d i n g  t h e  v e t o  p o w e r ?  If so, 
j u d g e m e n t  a b o u t  t h e  d e s i r a b i l i t y  of  t h i n  p o l i c y  a n d  t h o  
w e i g h i n g  o f  i t s  c o s t s  m a y  o c c u r  i n  a d i f f e r e n t  l i g h t #

If t h i s  is t h e  o b j e c t i v e #  l e g i s l a t i o n  c o u l d  b e  p r o p o s e d  
t h a t  s e t s  u p  a  c a p i t a l  r e c o v e r y  a c c o u n t  a s  i s  b e i n g  c o n s i d e r e d  
f o r  n e t  p r o f i t s  l e a s i n g ,  a l l o w i n g  m a x i m u m  a c c e l e r a t i o n  o f  
d e p r e c i a t i o n .  E x p e n s i n g  o f  c a p i t a l  c o s t s  w i t h  c a r r y - f o r w a r d  • 
of l o s s e s  w o u l d  a m o u n t  t o  t h e  s a m e  t h i n g .  O f  c o u r s e ,  t h e  
g r e a t e r  t h e  a c c e l e r a t i o n ,  t h e  g r e a t e r  t h e  c o s t  t o  t h e  S t a t e  
in  i n t e r e s t  e a r n i n g s  f o r e g o n e .

A c c e l e r a t e d  d e p r e c i a t i o n  o n l y  s h i f t s  t h e  t i m i n g  o f  t a x  
l i a b i l i t i e s  i n t o  t h e  f u t u r o i  i t  d o e s  n o t  i n c r e a s e  t h e m  
i n  a n y  w a y  t h a t  w o u l d  m a k e  u p  f o r  t h e  l o s t  i n t e r e s t .  Of 
c o u r s e ,  o n  n o w  l e a s e s  t h e  i n t e r e s t  w i l l  b e  X ' e covcred i n  
h i g h e r  b i d s .  T h e r e  s h o u l d  b e  a n  a c t u a l  g a i n  t o  t h e  s t a t e  
b e c a u s e  t h e  oil. c o m p a n i e s '  d l s c r u n t  r a t e  s h o u l d  b e  h i g h e r  
t h a n  t h e  s t a t e ' s  e a r n i n g s  r a t e  o n  i n v e s t e d  f u n d s .

A n  i n t e r e s t  c h a r g e  for t h e  e x c e s s  o f  a c c e l e r a t e d  d e p r e c i a t i o n  
o v e r  u n i t - o f - p r o d u c t i o n  o r  st.rnight-line ^ o u l d  b o  i n c o r p o r a t e d  
i n t o  t h e  tax s t a t u t e s .  If the i n t e r e s t  cnax*»jc w o r e  s e t  a t  
th e  s t a t e ' s  e a r n i n g s  r a t e  o n  i n v e s t e d  f u n d s #  t h e  s t a t e  w o u l d  
b o  i n d i f f e r e n t  a s  t o  w h e t h e r  a c o m p a n y  t o o k  a c c e l e r a t e d  
d e p r e c i a t i o n  o r  n o t .  Yet, a n  oil c o m p a n y  w i t h  a  p r e s u m a b l y  
h i g h e r  e a r n i n g s  r a t e  w o u l d  b e  a b l e  to  i n c r e a s e  t h o i r  **ot 
p r e s e n t  v a l u e  b y  u s i n g  a c c e l e r a t e d  d e p r e c i a t i o n .



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

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

A n  a l t e r n a t i v e  w a y  to r e c a p t u r e  a t  a l a t e r  t i m e  t h e  l o s t  
i n t e r e s t  o n  a c c e l e r a t e d  d e p r e c i a t i o n  w o u l d  b e  to  g r a d u a t e  
t h e  c o r p o r a t e  t a x  r a t e  u p w a r d s  f r o m  9 . 4 % .  H o w e v e r ,  t h  .re 
c o u l d  b e  n o  a s s u r a n c e  o f  t h e  i n c r e a s e d  t a x  l i a b i l i t y  e v e n  
r o u g h l y  m a t c h i n g  t h e  i n t e r e s t  l o st.

Rep. Rust, Meekins -4- 10/3/79
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Impact o f  A l low ing I n t a n g i b l e  
D r i l l i n g  Expenses as a D i r e c t  
Deduct ion

-----

You have asked f o r  an a n a l y s i s  o f  t h e  f i n a n c i a l  Impact o f  a l l ow ing  
i n t a n g i b l e  d r i l l i n g  c o s t s  ( IDCs )  as a deduct ion t o  d e r i v e  taxab le  
p roduc t ion  Income under the 011 and Gas C o rpo ra te  Income Tax Act (AS 4 3 . 2 1 ) .
As you know, 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 )  In cu r r ed  by o i l  and 
gas producers a re  n o t  s p e c i f i c a l l y  a l lowed  as an op e r a t i n g  expense 
deduct ion 1n d e r i v i n g  t a x a b le  p roduc t ion  Income. 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 ,  however,  an a l l ow a b l e  deduct ion  under S 263 o f  the I n t e r n a l  
Revenue Code. P r i o r  t o  enactment o f  the  O i l  and Gas C o rpo ra te  Income 
Tax (AS 4 3 . 2 1 ) ,  5 263  was 1nco: -porated by r e f e r e n c e  I n t o  the Net Income 
Tax Act (AS 4 3 . 2 0 )  which app l i e d  t o  the o i l  and gas p roduce rs .  That 
i n c o r p o r a t i o n  by r e f e r e n c e  d isappea red  w ith  enactment o f  AS 4 3 . 2 1 .  The 
law does no t  now s p e c i f i c a l l y  address IDCs, bu t  does pe rm it  as deduct ions 
t o  d e r i v e  o i l  and gas produc Ion income such I tems as d ry  h o l e  expenses ,  
I n t e r e s t  expense n o t  c a p i t a l i z e d  by the c o r p o r a t i o n  up t o  a c e r t a i n  
amount, and am 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 .  S e e , AS 4 3 . 2 1 . 0 2 0 ( b ) .
Under the o r i g i n a l  r e g u l a t i o n s  Implementing 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 be deducted t o  d e r i v e  t a x a b le  p roduc t ion  income o n ly  as a 
p o r t i o n  o f  a c q u i s i t i o n  and deve lopment c o s t s .  Those a l l ow ab le  c o s t s  a re  
l im i t e d .  15 AAC 1 2 . 2 5 0  and 1 2 . 2 6 0 .  Ope ra t ing  expenses ,  which a re  
g e n e r a l l y  d e du c t ib l e  t o  the f u l l  e x t e n t  o f  the  expens. ." ncu r red ,  exc lude
" d r i l l i n g  c o s t s . "  «- •

• -  r *The Department I s  p r e s e n t l y  p ropo s ing  t o  promulgate r e g u l a t i o n s  which 
would a l l ow  IDCs, as a d r i l l i n g  c o s t ,  t o  be d i r e c t l y  deducted as an 
op e r a t i n g  e x p e n s e . l /  Such a change In r e g u l a t i o n s  would Impose a 
s i g n i f i c a n t  Impact on taxes  r e c e i v e d .  Our p r e l im in a r y  c a l c u l a t i o n  o f  
taxes  pa id  under AS 43 .2 1  I n d i c a t e s  t h a t ,  as an example ,  the 1978 tax  
base o f  $ 1 , 7 8 0 , 4 0 2 , 0 0 0  would drop by $ 6 7 2 , 6 5 3 , 0 0 0  o r  38X .2 /  The taxes 

roduced would consequent ly  d rop by a s im i l a r  percentage o r  app rox imate ly  
6 3 , 5 9 6 , 0 0 0 .  Whi le  the tax b e n e f i t  t o  the  covered taxpaye rs  I s  a 

dec rease  In t a x  o b l i g a t i o n s  o f  3 8 t  I n d u s t r y  w ide ,  some ta xp aye r s ,  depending 
on t h e i r  unique c i r cums tances ,  would s tand  t o  save 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  in  a n e t  o p e r a t in g  l o s s )  w h i l e  o th e rs  would 
see  o r . ly  minor s a v in e -  ’ towever, * weighted average among a l l  taxpayers
c l e a r l y  p laces  the  I the  t ax  sav ings  a t  between 30 and 40X, as
no ted .  •

•' m b *• * • >#. . ’ •
A , .
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1 /  Whether a r e g u l a t i o n  a lo n e  can permit t h i s  change 1s the  s u b j e c t  o f  
an op in i o n  r eque s t  t o  the  A t to rney  Genera l .
2 /  Because o f  th e  n a tu r e  o f  r e p o r t i n g  t a x e s ,  the  es t ima te s  o f  IDCs a re  
based o n l y  on th o se  r e p o r t e d  under development c o s t  deduc t ions .  15 AAC 12 .2 60 .  
There a l s o  may be IDCs c la imed under the p resen t  a c q u i s i t i o n  c o s t  deduct ions 
(15  AAC 1 2 . 2 5 0 )  bu t  t h e se  f i g u r e s  cannot be r e a d i l y  e x t r a c t e d .  However, 
f o r  purposes o f  c a l c u l a t i n g  Impact , the  percentage f i g u r e s ,  r a t i o s  and 
ad ju s t e d  t a x  r e c e i p t s  would remain about the  same as es t ima ted  o r  would 
show a s l i g h t l y  g r e a t e r  b e n e f i t  f o r  the  taxpaye r .   ---- ----------------------------------------------



D I S C U S S I O N  O F  T H E  O I L  \ND GAS I N C O M E  T A X  L A W S U I T

T h e  O i l  a n d  G a s  I n c o m e  T a x  Act, A S  4 3 . 2 1 ,  t a x e s  o i l  a n d  g a s  
c o m p a n i e s  at t h e  s a m e  r a t e  as o t h e r  c o r p o r a t i o n s .  H o w e v e r ,  
it p r o v i d e s  f o r  a d i f f e r e n t  m e t h o d  o f  d e t e r m i n i n g  the tax 
b a s e  (i.e., t a x a b l e  i n c o m e )  f r o m  the r e g u l a r  c o r p o r a t e  
i n c o m e  tax. A S  4 3 . 2 1  c o m b i n e s  the t w o  b a s i c  a p p r o a c h e s  to 
the t a x a t i o n  o f  i n c o m e  of  m u l t i s t a t e  c o r p o r a t i o n s .  O n  o n e  
h a nd, it i n c o r p o r a t e s  " s e p a r a t e  a c c o u n t i n g , "  i n  w h i c h  the 
i n c o m e  a n d  e x p e n s e s  o f  a c o m p a n y ' s  i n - s t a t e  a c t i v i t i e s  a r e  
s e p a r a t e l y  d e t e r m i n e d  w i t h o u t  r e g a r d  to the c o r p o r a t i o n ' s  
o u t - o f - s  t.ite b u s i n e s s ,  as if the i n - s t a t e  b u s i n e s s  w e r e  t h e  
o n l y  b u s i n e s s  the c o m p a n y  e n g a g e s  in. T h i s  a p p r o a c h  is 
a p p l i e d  to d e t e r m i n e  a n  o i l  c o m p a n y ' s  t a x a b l e  i n c o m e  f r o m  
o i l  a n d  g n ~  p r o d u c t i o n  or p i p e l i n e  t r a n s p o r t a t i o n .  O n  the 
o t h e r  h a n o ,  A S  4 3 . 2 1  a l s o  u t i l i z e s  the " a p p o r t i o n m e n t "  
a p p r o a c h ,  w h e r e b y  i n c o m e  f r o m  the c o r p o r a t i o n ' s  w o r l d w i d e  
a c t i v i t i e s  is a p p o r t i o n e d  to i n - s t a t e  a c t i v i t i e s  b y  a p p l y i n g  
a f o r m u l a .  A p p o r t i o n m e n t  is u s e d  in A S  4 3 . 2 1  to d e t e r m i n e  a 
t a x p a y e r ' s  i n - s t a t e  i n c o m e  f r o m  s o u r c e s  o t h e r  t h a n  o i l  a n d  
gas p r o d u c t i o n  a n d  p i p e l i n e  t r a n s p o r t a t i o n .

T h e  l i t i g a t i o n  o v e r  A S  4 3 . 2 1  q u e s t i o n s  w h e t h e r  it v i o l a t e s  
the d u e  p r o c e s s  c l a u s e ,  the e q u a l  p r o t e c t i o n  c l a u s e  a n d  the 
c o m m e r c e  c l a u s o  o f  the U.S. C o n s t i t u t i o n ,  as w e l l  as p r o v i s i o n s  
o f  t h e  O u t e r  C o n t i n e n t a l  S h e l f  L a n d s  A c t  that l i m i t  s t a t e  
t a x a t i o n  o f  the OCS. T h e  o r i g i n a l  case, b r o u g h t  b y  A t l a n t i c  
R i c h f i e l d  a n d  S o h i o ,  p r e s e n t s  e i g h t  c o u n t s  in its c a u s e  o f  
a c t i o n .  T h e  S t a r e  s u b s e q u e n t l y  p r e s e n t e d  the s a m e  e i g h t  
c o u nts, b u t  e x p r e s s e d  in the n e g a t i v e ,  i n  a s e c o n d  l a w s u i t  
a g a i n s t  a l l  o t h e r  t a x p a y e r s  u n d e r  AS 4 3 . 2 1  w h o  f i l e d  a n d  
p a i d  u n d e r  p r o t e s t .  T h e  e i g h t  c o u n t s  are:

1. D u p l i c a t i v e  t a x a t i o n . C o u n t  I o f  t h e  A r c o  s u i t  a l l e g e s  
th a t  AS  4 3 . 2 1  r e s u l t s  in i m 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  
b y  i m p o s i n g  a n  u n a p p o r t i o n e d  t a x  on i n t e r s t a t e  i n c o m e .  In 
o t h e r  w o r d s ,  it a l l e j e s  t h a t  s e p a r a t e  a c c o u n t i n g  for 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  i n c o m e  is u n c o n s t i t u t i o n a l .  T h e  p l a i n t i f f s  
p o i n t  o u t  t h a t  o t h e r  r t a t c s  w h i c h  u s e  a n  a p p o r t i o n m e n t  
f o r m u l a  m i g h t  r e q u i r e  the p l a i n t i f f s  to i n c l u d e  t h e  A l a s k a -  
t a x e d  i n c o m e  as  p a r t  o f  the t o t a l  a p p o r t i o n a b l e  i n c o m e  f o r  
p u r p o s e s  o f  t h o s e  o t h e r  states' i n c o m e  taxes. T h e  c o m b i n e d  
r e s u l t ,  the c o m p a n i e s  a r g u e ,  c o u l d  b e  t h a t  m o r e  t h a n  1007. o f  
t h e i r  i n c o m e  e n d s  up b e i n g  t a x e d  b y  the s t a t e s .

A  c a s e  is  c u r r e n t l y  p e n d i n g  b e f o r e  the U.S. S u p r e m e  C o u r t ,
E x x o n  C o r p .  \. W i s c o n s i n  D e pt, o f  R e v e n u e , w h i c h  m a y  c o n s i d e r a b l y  
a f f e c t  t h e  o u t c o m e  o f  C o u n t  I i n  the A r c o  c ase. T h e  i s s u e  
t h e r e  is w h e t h e r  s e p a r a t e  a c c o u n t i n g  is c o n s t i t u t i o n a l l y  
r e q u i r e d  i n s t e a d  o f  a p p o r t i o n m e n t  in c a s e s  w h e r e  a c o r p o r a t i o n



h a s  f u n c t i o n a l l y  s e p a r a t e  o p e r a t i o n s  (i.e., e x p l o r a t i o n ,  
p r o d u c t i o n  a n d  m a r k e t i n g )  a n d  s o m e  o c c u r  w i t h i n  t h e  t a x i n g  
j u r i s d i c t i o n  a n d  o t h e r s  a r e  e n t i r e l y  o u t s i d e  it. I f  t h e  
C o u r t  r e q u i r e s  s e p a r a t e  a c c o u n t i n g  i n  E x x o n , t h e  S t a t e ' s  
p o s i t i o n  o n  C o u n t  I w i l l  b e  s t r e n g t h e n e d ^  If the C o u r t  
u p h o l d s  a p p o r t i o n m e n t ,  t h e n  E x x o n  c o u l d  s e r i o u s l y  w e a k e n  o u r  
p o s i t i o n ,  b u t  n o t  n e c e s s a r i l y  so; the e x a c t  e f f e c t  w o u l d  
d e p e n d  o n  the C o u r t ' s  r e a s o n i n g  a n d  the l a n g u a g e  u s e d  in 
r e a c h i n g  i t s  d e c i s i o n .  T h e  c a s e  is e x p e c t e d  to b e  d e c i d e d  
b y  the e n d  o f  J u ne.

B p s i d e s  t h e  b a s i c  q u e s t i o n  in  C o u n t  I as to w h e t h e r  s e p a r a t e  
a c c o u n t i n g  is p e r m i s s i b l e  i n  AS  4 3 . 2 1 ,  t h e r e  a r e  a l s o  s o m e  
i s s u e s  o f  d u p l i c a t i v e  t a x a t i o n  in the a p p l i c a t i o n  o f  t h e  
a p p o r t i o n m e n t  f o r m u l a  e m b o d i e d  i n  A S  4 3 . 2 1 . 0 4 0  for " o t h e r "  
i n c o m e .  F o r  i n s t a n c e ,  a l t h o u g h  p r o d u c t i o n  a n d  p i p e l i n e  
i n c o m e  e a r n e d  i n  A l a s k a  is a l r e a d y  f u l l y  r e c o g n i z e d  u n d e r  
the s e p a r a t e  a c c o u n t i n g  p r o v i s i o n s ,  t h e  i n c o m e  f r o m  s i m i l a r  
a c t i v i t i e s  o c c u r r i n g  w h o l l y  o u t s i d e  A l a s k a  is n e v e r t h e l e s s  
i n c l u d e d  in  t h e  w o r l d w i d e  p i e "  o f  i n c o m e  to b e  d i v i d e d  
u n d e r  a p p o r t i o n m e n t .  S i m i l a r l y ,  a c o m p a n y  e n g a g e d  o n l y  in 
p r o d u c t i o n  in A l a s k a  c o u l d  s t i l l  be  s u b j e c t e d  to a p p o r t i o n m e n t  
o f  its " o t h e r "  w o r l d w i d e  i n c o m e  s i m p l y  b e c a u s e  it c h a r t e r s  
t a n k e r s  f r o m  a t h i r d  p a r t y  to s h i p  its o i l  o u t  o f  the s t a t e .
B o t h  o f  t h e s e  p r o b l e m s  w o u l d  be d e a l t  w i t h  in the A d m i n i s t r a t i o n ' s  
" t e c h n i c a l  a m e n d m e n t s "  b i l l  (HB 963), at a c o s t  to the S t a t e  
o f  l e s s  t h a n  a m i l l i o n  d o l l a r s  i n  FY 81.

W h i l e  t h e s e  l a s t  t w o  i s s u e s  h a v e  r e l a t i v e l y  s m a l l  d o l l a r s -  
a n d - c e n t s  c o n s e q u e n c e s  t h e m s e l v e s ,  l o s i n g  t h e m  in c o u r t  
c o u l d  be  s e r i o u s .  T h e  l e g i s l a t i v e  h i s t o r y  of A S  4 3 . 2 1  s h o w s  
t h a t  a l l  a n t e c e d e n t  v e r s i o n s  of the b i l l  i n  1 9 7 8  h a d  s e v e r a b i l i t y  
c l a u s e s .  T h e  f i n a l  v e r s i o n  of A S  4 3 . 2 1  d i d  not. O n e  c o u l d  
a r g u e  f r o m  t h i s  f a c t  t h a t  the L e g i s l a t u r e  w a n t e d  the e n t i r e  
A c t  to s t a n d  o r  f a l l  t o g e t h e r .  If the c o u r t s  a g r e e d ,  t h e n  
l o s i n g  e v e n  t h e s e  " m i n o r "  i s s u e s  w o u l d  J e a d  to the d o w n f a l l  
o f  the e n t i r e  tax. T h e  p o s s i b i l i t y  o f  t h i s  o u t c o m e  is, o f  c o u r s e ,  
s i g n i f i c a n t l y  r e d u c e d  b y  t h e  g e n e r a l  s e v e r a b i l i t y  c l a u s e  in 
A S  0 1 . 1 0 . 0 3 0 ,  b u t  n o t  a b s o l u t e l y  e l i m i n a t e d .

2. E q u a l  p r o t e c t i o n . T h e  s e c o n d  c o u n t  in the A r c o  c a s e  
a l l e g e s  t h a t  A S  4 3 . 2 1  d i s c r i m i n a t e s  a g a i n s t  i n t e r s t a t e  
c o m m e r c e  a n d  v i o l a t e s  e q u a l  p r o t e c t i o n  a n d  d u e  p r o c e s s .
T h i s  is b a s e d  o n  a c o m p r r i s o n  o f  the tax t r e a t m e n t  of o i l  
a n d  g a s  c o m p a n i e s  u n d e r  AS  4 3 . 2 1  v i s - a - v i s  t h e i r  p r e v i o u s  
t r e a t m e n t  u n d e r  A S  4 3 . 2 0 ,  w h i c h  is s t f l l  " a f f o r d e d  to a l l  
o t h e r  c o r p o r a t i o n s .  T h i s  i s s u e  c o u l d  n o t  b e  e n t i r e l y  rctJolved, 
l e g i s l a t i v e l y  o r  b y  r e g u l a t i o n ,  e x c e p t  b y  r e p e a l i n g  A S  4 3 . 2 1  
a n d  g o i n g  b a c k  to A S  4 3 . 2 0  a s  the t a x  for the o i l  i n d u s t r y .  
H o w e v e r ,  t h e r e  a r e  l e g i s l a t i v e  a n d  r e g u l a t o r y  a c t i o n s  t h a t  
c o u l d  b e  t a k e n  t h a t  w o u l d  e l i m i n a t e  d i f f e r e n c e s  b e t w e e n  A S  
4 3 . 2 0  a n d  A S  4 3 . 2 1  t h a t  the i n d u s t r y  r e g a r d s  a s  b e i n g  the
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m o s t  i m p o r t a n t .  T h e s e  r e l a t e  to a c c e l e r a t e d  d e p r e c i a t i o n  
a n d  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  for w e l l s  i n  
A l a s k a .

D e p r e c i a t i o n  is c u r r e n t l y  a l l o w e d  for p r o d u c t i o n  e q u i p m e n t  
o n  a u n i t - o f - p r o d u c t i o n  b a s i s ;  t h a t  is, e a c h  b a r r e l  p r o d u c e d  
h a s  t h e  s a m e  a m o u n t  o f  d e p r e c i a t i o n  a s s o c i a t e d  w i t h  it.
T h i s  is a f o r m  o f  a c c e l e r a t e d  d e p r e c i a t i o n  s i n c e  p r o d u c t i o n  
r a t e s  o v e r  the l i f e  o f  a f i e l d  a r e  g r e a t e s t  in the e a r l y  
y e a r s  a n d  f a l l  o f f  i n  l a t e r  y e a r s .  By  r e g u 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  c o u l d  a u t h o r i z e  o t h e r  f o r m s  of a c c e l e r a t e d  d e p r e c i a t i o n ,  
s u c h  as  t h o s e  u s e d  f o r  the IRS.

D e p r e c i a t i o n  f o r  p i p e l i n e s  is s t r i c t l y  on  a s t r a i g h t - l i n e  
b a s i s .  T h i s  is b e c a u s e  t a x a b l e  p i p e l i n e  i n c o m e  is t i e d  b y  
s t a t u t e  to the p i p e l i n e ' s  n e t  i n c o m e  a s  r e g u l a t e d  b y  t h e  
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  ( F E R C ) . F E R C  u s e s  
s t r a i g h t - l i n e  d e p r e c i a t i o n .

A l l o w i n g  a c c e l e r a t e d  d e p r e c i a t i o n  d o e s  n o t  a f f e c t  t h e  t o t a l  
a m o u n t  o f  d e p r e c i a t i o n  a l l o w e d  a s  a d e d u c t i o n ,  it c h a n g e s  t h e  
t i m i n g .  T h e  e f f e c t  is to r e d u c e  the tax l i a b i l i t y  in t h e  
e a r l y  y e a r s  a n d  m a k e  u p  for it in l a t e r  years. In the c a s e  
o f  t a x  y e a r  1 9 8 0  (o n e  q u a r t e r  p a i d  in F Y 8 0  a n d  t h r e e  q u a r t e r s  
in F Y 8 1 ) , the t a x  d e f e r r a l  f r o m  a c c e l e r a t e d  d e p r e c i a t i o n  o f  
p r o d u c t i o n  e q u i p m e n t  w o u l d  b e  $25 m i l l i o n .  F o r  p i p e l i n e s  it 
w o u l d  b e  $ 3 6  m i l l i o n .

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  n o w  r e q u i r e d  to b e  c a p i t a l i z e d  
a n d  d e p r e c i a t e d  o n  a u n i t - o f - p r o d u c t i o n  b a s i s  a s  p r o d u c t i o n  
e q u i p m e n t .  E x p e n s i n g  s u c h  c o s t s  is the f a s t e s t  p o s s i b l e  
f o r m  o f  a c c e l e r a t e d  d e p r e c i a t i o n .  If o n l y  n e w  d r i l l i n g  
c o u l d  b e  e x p e n s e d ,  the tax d e f e r r a l  w o u l d  b e  a b o u t  $72 
m i l l i o n  f o r  F Y81.

• 3. E x c e s s i v e ,  d i s c r i m i n a t o r y  t a x a t i o n . In C o u n t  I I I  o f  t h e  
c o m p l a i n t ,  p l a i n t i f f s  a l l e g e d  t h a t  the a m o u n t  o f  t a x e s  
i m p o s e d  b y  A S  A 3 . 2 1  b e a r s  n o  fair r e l a t i o n  to s e r v i c e s

?r o v i d e d  b y  the St a t e .  In d o i n g  so, t h e y  p o i n t e d  o u t  t h e  
a r g e  a n t i c i p a t e d  s u r p l u s  o f  f u n d s  c o m i n g  i n t o  the t r e a s u r y ,  

t h e  h i g h  p r o p o r t i o n  o f  s t a t e  r e v e n u e s  a l r e a d y  b e i n g  d e r i v e d  
f r o m  s o u r c e s  o t h e r  t h a n  A S  4 3 . 2 1 ,  a n d  the l a r g e  a m o u n t  o f  
t a x e s  t h a t  t h e y  w i l l  h a v e  to pay in a d d i t i o n  u n d e r  t h e  o i l  
a n d  g a s  i n c o m e  tax.

4. M o d i f i c a t i o n  o f  l e a s e s . C o u n t  IV o f  the c o m p l a i n l  
a l l e g e s  t h a t  A l a s k a ,  b y  e n a c t i n g  A S  4 3 . 2 1 ,  u n i l a t e r a l l y  a n d  
u n c o n s t i t u t i o n a l l y  m o d i f i e d  its oil a n d  g a s  l e a s e s .  T n i s  
s e e m s  a l m o s t  f r i v o l o u s  i n  l i g h t  o f  the A l a s k a  C o n s t i t u t i o n ' s  
s p e c i f i c  p r o h i b i t i o n  a g a i n s t  c o n t r a c t i n g  a w a y  tho S t a t e ' s  
t a x a t i o n  p o w e r ;  n o  l e a s e  p r o v i s i o n  c o u l d  h a v e  a b r i d g e d  t h i s  
p o w e r .
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5. P C S  i n c o m e . T h e  O u t e r  C o n t i n e n t a l  S h e l f  L a n d s  A c t  
f o r b i d s  the s t a t e s  f r o m  t a x i n g  a c t i v i t e s  b e y o n d  t h e i r  t h r e e -  
m i l e  l i m its. C o u n t  V  o f  the A r c o / S o h i o  c o m p l a i n t  a l l e g e s  
t h a t  A S  4 3 . 2 1 . 0 4 0 ,  b y  i n c l u d i n g  A l a s k a  O C S  p r o p e r t y  a n d  
p a y r o l l s  in the f o r m u l a  f o r  a p p o r t i o n i n g  w o r l d w i d e  •‘o t h e r "  
i n c ome, v i o l a t e s  th i s  f e d e r a l  p r o h i b i t i o n  a n d  is t h u s  p r e ­
e m p t e d  u n d e r  the s u p r e m a c y  c l a u s e  o f  t h e  U.S. C o n s t i t u t i o n .
T h e  d o l l a r s  a t  s t a k e  in C o u n t  V  a r e  c o m p a r a t i v e l y  s m a l l  at 
p r e s e n t ,  u n d e r  $5 m i l l i o n  a year. But th i s  w o u l d  c h a n g e  if 
t h e r e  is s i g n i f i c a n t  n e w  a c t i v i t y  in the O C S  o f f  A l a s k a .  A l s o ,  
a n  a d v e r s e  r u l i n g  h e r e  c o u l d  b e a r  on the n o n s e v e r a b i l i t y  issue.

6. R e t r o a c t i v i t y . C o u n t  V I  of t h e  l a w s u i t  r a i s e s  a t e c h n i c a l  
q u e s t i o n  as to p r o c e d u r e  i n  the e n a c t m e n t  o f  A S  4 3 . 2 1 .
P l a i n t i f f s  a l l e g e  t h a t  the Act, w h i c h  b e c a m e  l a w  o n  J u l y  6,
1 978, c a n n o t  be  m a d e  r e t r o a c t i v e  to the f i r s t  o f  t h a t  y e a r  
w i t h o u t  t h e  c o n c u r r e n c e  o f  t w o - t h i r d s  o f  the m e m b e r s h i p  of  
e a c h  h o u s e  o f  the L e g i s l a t u r e .  T h e y  f u r t h e r  a l l e g e  t h a t
s u c h  c o n c u r r e n c e  w a s  n o t  g i v e n  b y  the S e n a t e .  T h i s  i s s u e  
s h o u l d ,  a t  most, a f f e c t  r e c e i p t s  u n d e r  A S  4 3 . 2 1  f o r  o n l y  p a r t  
o f  the 1 9 7 8  t a x  year.

7. R e g u l a t i o n s . T h e  D e p a r t m e n t  a d o p t e d  r e g u l a t i o n s  r e q u i r i n g  
p a y m e n t s  o f  e s t i m a t e d  t a x e s  in i n s t a l l m e n t s  in a d v a n c e  o f
t he f i n a l  d u e  d a t e  for e a c h  year. C o u n t  V I I  a l l e g e s  t h a t  
the s t a t u t o r y  a u t h o r i z a t i o n  for " i n s t a l l m e n t s "  m e a n s  t h e  
D e p a r t m e n t  c o u l d  o n l y  a d o p t  r e g u l a t i o n s  a l l o w i n g  p a y m e n t s  
a f t e r  the d u e  date. T h e  e f f e c t  o f  l o s i n g  this c o u n t  w o u l d  
n o t  be  a loss in tax r e c e i p t s  f i n a l l y  c o l l e c t e d ,  b u t  o n l y  in the 
c a s h - f l o w  t i m i n g  o f  t h o s e  r e c e i p t s  a n d  the l o s t  i n t e r e s t  i n c o m e  
f r o m  the p r e p a y m e n t s .  T h e  lost i n t e r e s t  w o u l d  b e  $ 4 5 . 8  m i l l i o n  
a y e a r  if the a n n u a l  t a x  r e c e i p t s  a r e  $ 5 0 0  m i l l i o n .

8. T a x a t i o n  o f  o u t - o f - s t a t e  i n c o m e. C o u n t  V I I I  a l l e g e s  
t h a t  A S  4 3 . 2 1  t a x e s  o u t - o f - s t a t e  i n c o m e  h a v i n g  n o  c o n n e c t i o n  
w i t h  A l a s k a .  T o  s o m e  e x t e n t  this r e p e a t s  the C o u n t  I c h a l l e n g e  
to a s p e c t s  of  the a p p o r t i o n m e n t  fo r m u l a .  R c s i J c s  b e i n g  a
c o r t  o f  " c a t c h  all, th i s  last c o u n t  c o u l d  a l s o  r e f e r  t o  A S  
4 3 . 2 1 . 0 1 J, w h i c h  s u b j e c t s  to the t a x  a l l  c o r p o r a t i o n s  d e r i v i n g  
i n c o m e  f r o m  the p r o d u c t i o n  o f  o i l  a n d  g a s  f r o m  a l e a s e  o r  
p r o p e r t y  " i n  o r  d i r e c t l y  a s s o c i a ted w i t h  the s t a t e ". T h e  u n d e r ­
l i n e d  p o r t i o n - r e f e r s  to l e a s e s  in' the O C S  w h o s e  o p e r a t i o n s  
a r e  s u p p o r t e d  f r o m  a b a s e  o r  s t a g i n g  a r e a  o n s h o r e  i n  A l a s k a .  
T h e r e  is a r e a l  c o n s t i t u t i o n a l  " d u e  p r o c e s s "  q u e s t i o n  n o  to 
w h e t h e r  A l a s k a  m a y  tax a c o r p o r a t i o n  h a v i n g  n o  c o n t a c t  w i t h  
A l a s k a  o t h e r  t h a n  d e r i v i n g  i n c o m e  f r o m  a l e a s e  o r  p r o p e r t y  
" d i r e c t l y  a s s o c i a t e d "  w i t h  the atatc. In a d d i t i o n ,  t h e  
p r o v i s i o n s  o f  the O C S  L a n d s  A c t  c o u l d  a p p l y  to b a r  s u c h  
t a x a t i o n .  H B  9 6 3  w o u l d  e l i m i n a t e  this issue. S i n c e  t h e r e  
a r e  at p r e s e n t  n o  s u c h  c o r p o r a t i o n s ,  the p r e s e n t  r e v e n u e  
r f f e c t  is nil. A p a l n ,  a l o s s  h e r e  c o u l d  t r i g g e r  f a r  g r e a t e r  
e f f e c t s  if n o n n e v e r n b i l i t y  in fact a p p l i e s  to t h e  A c t .
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S E T T L E M E N T  D I S C U S S I O N S  
IN T H E  O I L  A N D  G A S  I N C O M E  T A X  L A W S U I T

I n  the c o u r s e  o f  a d m i n i s t e r i n g  AS  A3.21, the D e p a r t m e n t  o f  
R e v e n u e  h a s  h a d  to a d o p t  a c o n s i d e r a b l e  n u m b e r  ( o v e r  3 0  p a g e s  
w o r t h  in the A d m i n i s t r a t i v e  C ode) o f  f a i r l y  t e c h n i c a l ,  d e t a i l e d  
r e g u l a t i o n s  to c l a r i f y  a n d  i n t e r p r e t  the Act. I n  o r d e r  to a d o p t  
a p p r o p r i a t e  a n d  w o r k a b l e  r e g u l a t i o n s  c o v e r i n g  s u c h  c o m p l e x  a n d  
a r c a n e  m a t t e r s  as t h e  l e v e r a g e d  l e a s i n g  o f  o i l  t a n k e r s ,  t h e r e  w a s  
c o n s i d e r a b l e  d i a l o g u e  a n d  d i s c u s s i o n ,  b o t h  at h e a r i n g s  a n d  i n  
c o n f e r e n c e s ,  b e t w e e n  the D e p a r t m e n t  a n d  v a r i o u s  a f f e c t e d  o i l  
c o m p a n i e s .

A s  the f u l l  r a n g e  o f  p o l i c y  c o n s i d e r a t i o n s  r e l a t i n g  to the 
s u c c e s s f u l  i m p l e m e n t a t i o n  of  the tax w a s  d i s c u s s e d ,  c e r t a i n  
r e g u l a t o r y  a c t i o n s  a p p e a r e d  w h i c h ,  in c o n j u n c t i o n  w i t h  s o m e  
l e g i s l a t i v e  a m e n d m e n t s ,  p r e s e n t e d  a g o o d  p r o m i s e  o f  b e i n g  a 
f o u n d a t i o n  for a s e t t l e m e n t  b y  w h i c h  the b a s i c  v a l i d i t y  o f  t h e  
t a x  w o u l d  b e  a c k n o w l e d g e d ,  w h i l e  r e s e r v i n g  for l i t i g a t i o n  a f e w  
n a r r o w  i s s u e s  a b o u t  the p a r t i c u l a r s  of the a p p l i c a t i o n  o f  t h e  
tax. T h e  o n g o i n g  l i t i g a t i o n  o f  t h o s e  i s s u e s  w o u l d  t h e r e f o r e  n o t  
j e o p a r d i z e  the t a x  i t s e l f ,  n o r  w o u l d  t h e i r  a d j u d i c a t i o n  o n e  w a y  
o r  the o t h e r  p u t  m a j o r  s u m s  o f  m o n e y  at risk.

T h e s e  l e g i s l a t i v e  a n d  r e g u l a t o r y  a c t i o n s  d o  n o t  fa l l  n e a t l y  i n t o  
t h e  c a t e g o r i e s  o f  i s s u e s  p r e s e n t e d  in the v a r i o u s  c o u n t s  g i v e n  b y  
A r c o  a n d  S o h i o  in t h e i r  l a w s u i t .  In fact, a n u m b e r  o f  the a c t i o n s  
d o  n o t  e v e n  tie d i r e c t l y  i n t o  a n y  o n e  count. In s o m e  c a s e s ,  the 
p r o p o s e d  c h a n g e s  c o u l d  be  j u s t i f i e d  j u s t  on  the b a s i s  o f  p o l i c y  
c o n s i d e r a t i o n s ,  a p a r t  f r o m  a n y  s e t t l e m e n t  p o s s i b i l i t i e s .  In this 
g r o u p  o f  i n d e p e n d e n t l y  j u s t i f i a b l e  a c t i o n s  are:

1. T h e  t e c h n i c a l  a m e n d m e n t s  p r o p o s e d  in H B  963.
R e a s o n s  for t h e m  a r e  g i v e n  in G o v e r n o r  H a m m o n d ' s  t r a n s m i t t a l  
letter. T h e i r  c o m b i n e d  r e v e n u e  e f f e c t s  a r e  a b o u t  $5 m i l l i o n  
n year.

2. A l l o w  c u r r e n t  a m o r t i z a t i o n  o f  e s t i m a t e d  c o s t s  o f  
t e r m i n a t i n g  p r o d u c t i o n  o p e r a t i o n s ,  r e m o v i n g  f i e l d  f a c i l i t i e s  
a n d  r e s t o r i n g  the site. T h e r e  w o u l d  b e  a s e t t l i n g  u p "  w h e n  
t h e s e  h a d  h a p p e n e d  to a c c o u n t  for a n y  o v e r -  o r  u n d e r - a m o r t i­
zation. R e a s o n s  for thic ar : A) t e r m i n a t i o n  c o s t s  m a y  b e  
c a r r i e d  b a c k  o n l y  t h r e e  ye a r s ,  w h i c h  m a y  n o t  a l l o w  f o r  t h e m  
to b e  f u l l y  r e c o g n i z e d ;  a n d  B) this is a l r e a d y  a l l o w e d  in 
t h e  c a s e  o f  p i p e l i n e s ,  b e c a u s e  of c u r r e n t  F E k C  r u l i n g s .  T h e  
r e v e n u e  i m p a c t  w o u l d  b e  a b o u t  $2 m i l l i o n  a y e a r  c u r r e n t l y .

L e s s  c l e a r l y  j u s t i f i a b l e  w o u l d  be  the e l i m i n a t i o n  o f  t h e  p r e s e n t  
l i m i t a t i o n s  o n  i n t e r e s t  e x p e n s e  a n d  o v e r h e a d  c o s t s  t h a t  m a y  b e  
d e d u c t e d  a g a i n s t  p r o d u c t i o n  i n c ome, lt w o u l d  b e  a d v i s a b l e  i n  
s u c h  a c a s e  to g r a n t  the D e p a r t m e n t  c l e a r  a u t h o r i t y  to  s e t  a s i d e  
u n d u e  c h a r g e s  for t h e s e  items, e s p e c i a l l y  if t h e y  r e s u l t  f r o m  
i n t r a c o r p o r a t e  o r  l e s s - t h a n - a r m s - l e n g t h  t r a n s a c t i o n s .  W i t h  s u c h  
s a f e g u a r d s ,  the p r e s e n t  r e v e n u e  e f f e c t  w o u l d  b e  a b o u t  $ 3 , 5 0 0 , 0 0 0  

a year.



T h e  b i g  d o l l a r s - a n d - c e n t s  i s s u e  in the s e t t l e m e n t  d i s c u s s i o n  w a s  
a c c e l e r a t e d  d e p r e c i a t i o n .  T h i s  is r e a l l y  a t a x  d e f e r r a l  s i n c e  
the t o t a l  a m o u n t  o f  d e p r e c i a t i o n  u l t i m a t e l y  t a k e n  doe° n o t  c h a n g e ,  
r e g a r d l e s s  o f  w h e t h e r  the d e p r e c i a t i o n  is s t r a i g h t - l i n e  o r  a c c e l­
era t e d .  F o r  t a x  y e a r  1980, it w o u l d  a m o u n t  to $ 6 1  m i l l i o n  —
$ 2 5  m i l l i o n  f o r  p r o d u c t i o n  e q u i p m e n t  a n d  $ 3 5  m i l l i o n  f o r  p i p e ­
lines. O f  c o u r s e ,  i n t e r e s t  w o u l d  b e  l o s t  o n  t h e  m o n e y  u n t i l  it 
is r e c o v e r e d ,  a n d  the p a y b a c k  i n  l a t e r  y e a r s  w o u l d  b e  i n  d o l l a r s  
o f  r e d u c e d  b u y i n g  po w e r .

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  m e r e l y  an a s p e c t  o f  a c c e l e r a t e d  
d e p r e c i a t i o n .  R i g h t  n o w  t h e y  a r e  c a p i t a l i z e d  a n d  d e p r e c i a t e d  o n  
the s a m e  b a s i s  as p r o d u c t i o n  e q u i p m e n t .  A l l o w i n g  t h e m  to b e  
e x p e n s e d  (i.e., f u l l y  d e d u c t e d  as t h e y  a r e  i n c u r r e d )  is s i m p l y  
a l l o w i n g  the u l t i m a t e  in a c c e l e r a t e d  d e p r e c i a t i o n .  A s  w i t h  
p i p e l i n e s  a n d  p r o d u c t i o n  e q u i p m e n t ,  the t a x  l o s s  n o w  w o u l d  b e  
r e c o v e r e d  e v e n t u a l l y  t h r o u g h  r e d u c e d  d e d u c t i o n s  l a t e r  i n  t h e  l i f e  
o f  the field. B u t  the i m p a c t  t o d a y  is s t i l l  s o m e  $ 7 2  m i l l i o n  f o r  
F Y 8 1 ,  n o t  c o u n t i n g  f o r g o n e  i n t e r e s t .

T h e  d i s c u s s i o n s  o f  t h e s e  p o s s i b i l i t i e s  i n d i c a t e d  t h a t ,  in e x c h a n g e  
f o r  t h e s e  c o n s i d e r a t i o n s ,  t h e  o i l  c o m p a n i e s  w o u l d  d i s m i s s  the 
p r e s e n t  l a w s u i t  e x c e p t  f o r  the i s s u e s  r e g a r d i n g  O C S  a n d  t h e  u s e  
o f  " b o o k "  i n c o m e  f o r  a p p o r t i o n m e n t  i n s t e a d  o f  t a x a b l e  i n c o m e  as 
r e p o r t e d  to IRS. T h e  s e t t l e m e n t  w o u l d  n o t  e x t e n d  to a n y  f u t u r e  
d e v e l o p m e n t s  in f e d e r a l  law, e i t h e r  j u d i c i a l  or l e g i s l a t i v e ,  t h a t  
w o u l d  i m p a i r  o r  a n n u l  t h e  S t a t e ' s  m e t h o d  o f  t a x i n g  i n c o m e .  A l s o  
t h e y  w o u l d  r e s e r v e  the r i g h t  to c h a l l e n g e  n e w  r e g u l a t i o n s  or 
i n t e r p r e t a t i o n s  a s  m a y  a r i s e  w h i c h  a r e  n o t  s u b j e c t s  o f  t h e  p r e s e n t  
l i t i g a t i o n .

- 2 -



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

T h e  w i n d f a l l  p r o f i t s  t a x  is n o t  r e c o g n i z e d  u n d e r  A S  4 3 . 2 1  as  a n  
a l l o w a b l e  d e d u c t i o n  a g a i n s t  p r o d u c t i o n  'acorne. A t  p r e s e n t  t h i s  
h a s  n o t  b e c o m e  a n  a d d i t i o n a l  b a s i s  for t h e  o i l  c o m p a n i e s '  c h a l l e n g e  
to the o i l  a n d  g a s  i n c o m e  tax, b u t  it  s u r e l y  w i l l  be.

In  t h i n k i n g  a b o u t  the w i n d f a l l  p r o f i t s  tax, it is i m p o r t a n t  to 
r e m e m b e r  t h a t  it is n o t  n e c e s s a r y  to s e t t l e  the l a w s u i t  in  o r d e r  
to d e a l  w i t h  the w i n d f a l l  p r o f i t s  tax. It is s e p a r a b l e  f r o m  t h e  
s e t t l e m e n t  c o n s i d e r a t i o n s .  H o w e v e r ,  s e t t l e m e n t  is m o s t  u n l i k e l y  
if  t h e r e  is n o t h i n g  d o n e  a b o u t  the w i n d f a l l  p r o f i t s  tax.

T h e  r e v e n u e  i m p l i c a t i o n s  o f  the w i n d f a l l  p r o f i t s  t a x  a r o  f a r  
g r e a t e r  t h a n  the c o m b i n e d  e f f e c t s  o f  a l l  the o t h e r  i t e m s  i n v o l v e d  
in c o m i n g  u p  w i t h  a s e t t l e m e n t .  In F Y 8 1  a l o n e ,  t h e  e f f e c t  is 
$ 1 4 2 . 5  m i l l i o n ;  in F Y 82, a n o t h e r  $ 3 7 8 . 4  m i l l i o n .  By F Y 8 5  i t  w i l l  
b e  a l m o s t  $ 6 0 0  m i l l i o n  a year.

In a l l  s e t t l e m e n t  d i s c u s s i o n s  t h r o u g h  J a n u a r y  o f  t h i s  y e a r  ( w h e n  
t h e y  w e r e  b r o k e n  o f f ) , the w i n d f a l l  p r o f i t s  t a x  w a s  r e c o g n i z e d  a s  
a m a j o r  f a c t o r  f o r  a n y  s e t t l e m e n t ,  b u t  it w a s  a s u b j e c t  w h o s e  
d i s c u s s i o n  w a s  p o s t p o n e d  u n t i l  C o n g r e s s  a c t u a l l y  p a s s e d  s u c h  a 
t a x  a n d  w e  c o u l d  s e e  e x a c t l y  w h a t  it wa s .



NOTICE OF PROPOSED CHANGES IN IHE REGULATIONS (AS 4 3 . 2 1 )  
OF THE DEPARTMENT OF REVENUE

Not ice is hereby given tha t  the Department o f  Revenue, under a u t h o r i t y  
ves ted by AS 4 3 . 0 5 . 0 8 0  and AS 4 3 . 2 1 . 0 9 0 ,  propose to adopt r e g u l a t i o n s  in 
T i t l e  15 o f  the Alaska A dm in i s t r a t i v e  Code to implement the Oi l  and Gas 
Corpo ra te  Income Tax Act in c lu d ing  AS 4 3 . 2 1 . 0 2 0 ,  AS 4 3 . 2 1 . 0 4 0  and 
AS 4 3 . 2 1 . 0 7 0 :
T i t l e  15 ,  Chapter 12 o f  the A laska Adm in i s t r a t i v e  Code is  amended by 
r e v i s i n g  c e r t a i n  e x i s t i n g  s e c t i o n s .  The proposed r e g u l a t i o n s  would 
amend:

Sec. 120 to s p e c i f y  when and how s a l e s  p r i c e  and p r e v a i l i n g  . a lu e  
a re  to  be used in c a l c u l a t i n g  va lue  a t  p o in t  o f  p roduc t ion ;
Sec. 130 to s p e c i f y  when and how ac tu a l  c o s t s  and f a i r  market va lue 
a re  to  be used in c a l c u l a t i n g  re a sonab le  c o s t s  o f  t r a n s p o r t a t i o n ,  
and to  r e d e f i n e  " e f f e c t i v e  ownership" o f  t a n k e r s ;
Secs .  200 ,  220 and 230 to  s p e c i f y  when cash b a s i s  account ing must

Sec. 510 to  c l a r i f y  income taxes inc luded in net  income f o r  a p p o r - ‘ 
t ionment purposes ;

i

Sec. 710 to p rov ide  new w i re  t r a n s f e r  and m a i l i n g  r u l e s .
No t ice  is a l s o  g iven tha t  any i n t e r e s t e d  person may p re sen t  o r a l  o r  
w r i t t e n  s ta tements  to the a c t i o n  proposed a t  the hea r ing  o f  th i s  ma t te r  
scheduled f o r  November 2 9 ,  1 9 / 9  a t  1 : 3 0  p.m. in the Anchorage Assembly 
Chambers, 3500 Fast  Tudor Road, Anchorage, A la ska .  Copies o f  a d r a f t  o f  
the proposed r e g u l a t i o n s  may be ob ta ined  by w r i t i n g  to  Rober t  M. Johnson, 
D i r e c t o r ,  Pe t ro leum Revenue D i v i s i o n ,  201 Fast 9 th  Avenue, S u i t e  304 ,  
Anchorage, Alaska 99501 .
The Department o f  Revenue, upon i t s  own mot ion o r  a t  the ins tance  o f  .my 
i n t e r e s t e d  pe rson ,  may a t  the hea r ing  o r  a f t e r  i t  adopt the p ro po sa l s  
s u b s t a n t i a l l y  as have been d esc r ibed  w i thou t  f u r t h e r  n o t i c e  o r  may 
dec ide to take  no a c t i o n  on them.

be used ;
Secs.  2 40 ,  250 and 260  to  p ro v ide  f o r  the d i r e c t  deduct ion o f  
d r i l l i n g  c o s t s  as d i r e c t  o p e r a t in g  c o s t s ;  ^
Sec. 320 to  r e f l e c t  FERC r u l i n g s  on t e rm ina t ion  and r e s t o r a t i o n  
c o s t s ;

DATE:
THOMAS K. WILLIAMS 
C0M1ISSI0NLR

Nobert M, J o h n s o g ^  
D i r e c t o r
Pe t ro leum Revenue O iv i s i o n



15 AAC 12 .120 VALUE AT THE POINr OF PRODUCTION, ( a )  The va lu e  a t  the
po in t  o f  p roduc t ion  f o r  o i l  o r  gas produced frcm a le a se  o r  p ro pe r t y  is ^ ^  « ' the s a le s  p r i c e ^ o r  p r e v a i l i n g  va lue  o f  tha t  o i l  o r  gas ,  minus the
reasonab le  co s t  o f  t r a n s p o r t a t i o n  ( i f  any) from the po in t  o f  p roduct ion
f o r  tha t  o i l  o r  gas tc the s a l e s  d e l i v e r y  po in t  f o r  tha t  o i l  o r  gas ;
except tha t  in no event may the va lue  a t  the po in t  o f  p roduc t ion  f o r  a
t axpaye r 's  o i l  o r  gas exceed the c e i l i n g  p r i c e  ( i f  any)  tha t  i s  a p p l i c ab le
t o  tha t  o i l  o r  gas under a mandatory p r i c e  c on t r o l  program.

PROPOSED INCOME TAX REGULATIONS

( 1 )  For purposes o f  t h i s  c h ap te r ,  the  . .a les  p r i c e  o f  o i l  o r  gas 
s h a l l  bemused to determine va lue  a t  po in t  o f  p roduct ion  except ,

[when ( 2 ) * o f  t h i s  subsec t ion  a p p l i e d ,  in which case p r e v a i l i n g  
\ va lue  s h a l l  be u ied to  determine vaiue a t  the po in t  o f  p roduct ion

( 2 )  i P r e v a i l i n g  va lu e  must be used in those instances when the o i l
o r  gas i s  s o ld  o r  exchanged under ci rcumstances where the

• s a l e s  p r i c e  i s ' s u b s t a n t i a l l y  lower than the p r e v a i l i n g  value>
* " ^  , miii.
f o r  o i l  o r  gas o f  l i k e  k ind ,  :h a r a c t e r  and q u a l i t y  be ing so ld
a t  s a l e s  [de l  i very p o in t s  in the same m a rk e t ' o r  in a comparable )

. „   - t * •. *. >r. .......I  market ) f  the re  a rc  no such s a l e s  o f  s i g n i f i c a n t  q u a n t i t i e s  in
| - .v.the same marke t ;  p rov ided tha t

(A) / " c i r c u m s tm r e s "  i s  used in th i s  subsec t ion  r e f e r s  to
ins tances  where terms o f  a c o n t r a c t j s e t  a s i n g l e  p r ic^
f o r  o i l  o r  gas Without ad justments t i e d  to  market condi* j 

( t i o u s  f o r j i e r i o d s  o f  l o ng e r  than 6 yea rs  or^where the 
terms o f  &  c o n t r a c t  s e t  p n e e s ' b e a r i n g ' n o  r e l a t i o n  td  

.market c o n d i t i o n s  n r o v a i l i n y  at  the t ime the c o n t r a c t  is
Jk — • *■■■ 4|̂  ^  ̂ ^
en te re d  Jbr where f raud  o r  an in ten t  to 'evade  taxes i s  i

i ■ „ . .  “ *''**   • — - . .v.. •. /J .demonstrated^ and
1

(B )  the d e te rm in a t io n  o f  a " s u b s t a n t i a l l y  lower"  p r i c e  under
t h i s  subset l i o n  i s  to  be made by fcna lyz ing the cash va lue J

, I- * 0  *T o f  c o n s i d e r a t i o n  rece ived  f o r  o i l  o r  gas und j ta k ing  in to  j
V  —  ♦ V ” * . -  - *[account any a s s e r t e d  d i f f e r e n c e  between s a l e s  p r i c e  and j 
j  p r e v a i l i n g  v a lu e s )  the quan t i t y  o f  o i l  o r  gas invo lved  in 

the t r a n s a c t i o n ,  and the du ra t i o n  o f  the c o n t r a c t  g iv ing  
r i s e  to  the c la im .

( b )  "Sa le s  p r i c e "  under t h i s  c t a p t c r  i s ;

f  m • *» -t ■ *** * *S t** '•* »( 1 )  f o r  the ; f i r s t  bona f i d e ,  a rm ' s - l e ng th  s a l e s  to a t h i r d  p a r t y ,  
• he .cash va lue  o f  the f u l l  c o n s i d e r a t i o n  given in r e c e i p t  f o r

► .4̂  *...»■••• * - • --*.» j
the t a x p a y e r ' s  o i l  o r  gas so s o l d ;  and

1



f' •( 2 )  f o r  a l l  o th e r  t r a n s a c t i o n s ,  the g r e a t e r  o f

(A) j^the cash va lue  o f  the f u l l  c o n s id e r a t i o n  given in r e c e ip t
f o r  the t a x p a y e r ' s  o i l  o r  gas used,  exchanged, o r  o the rw ise  
t r a n s f e r r e d  t o  ano the r  p a r t y ;  o r

(B)V the s a le s  p r i  ce a t t r i b u t a b l e  to  tha t  t r a n s a c t i o n  ente red
on a t a xp aye r ' s  books in accordance with g e n e r a l l y  accepted 
accounting p r i n c i p l e s ,  c o n s i s t e n t l y  app l i e d .

( c )  I " P r e v a i l i n g  va lue7' under t h i s  chap te r  f o -  o i l  i s  the^a r i thmet ic
» I « —  j,'average o f  the t o t a l  a c q u i s i t i o n  c o s t  f o r  t h e - f o u r  re f e re nce  crude o i l s  
d e l i v e r e d  C1F at  the gate o f  the r e f i n e r y  to  which the t a xpaye r ' s  o i l  is  
u l t im a t e l y  d e l i v e r e d .  The f o u r  r e f e r e n c e  c rude o i l s  a re  I r a n ian  Heavy, 
Arabian L ig h t ,  Arabian Medium, and Mexican Isthmus , and the t o t a l
a c q u i s i t i o n  co s t  o f  each o f  them is  the sum o f

£  7><l( 1 )  t h c n s t a t e j s a l e s  p r i c e  f o r  the r e f e r e n c e  crude o i l  with ad justments
f o r  d i f f e r e n t i a l s  ..nd su rcha rges  appearing in the l a t e s t
P l a t t ' s  Oi lgram P r i c e  l i s t i n g  pub l i shed  on o r  b e fo r e  the date
o f  d e l i v e r y  o f  the t a xp a y e r ' s  o i l  a t  the s a l e s  d e l i v e r y  p o m t ;  
and

( ? )  the t r a n s p o r t a t i o n  charges f o r  the r e f e re nce  crude o i l  from
i t s  po in t  o f  shipment to  'he gate  o f  the r e f i n e r y  to which the 
t a xp aye r ' s  o i l  i s  u l t im a t e l y  d e l i v e r e d  as computed by m u l t i p l y i n g  
the I ondon T inker B ro ke r s '  average f r e i g h t  r a t e  assessment 
("AIRA") a p p l i c a b l e  to  the- da te  o f  d e l i v e r y  o f  the ta xpaye r ' s  
o i l  at the s a l e s  d e l i v e r y  p o in t  f o r  AIRA I I  v e s s e l s  ( l o n g -  
range I I  o ’ l t a n k e r s )  by the most r e c e n t l y  pub li shed Wor ld sca le  
r a t e  f o r  the voyage , p lus  any cana l  t o l l s  and expenses not 
inc luded in the AIRA.

( d )  P r e v a i l i n g  va lue  f o r  gas i s

( 1 )  ^the~volume-weighted ave ragST t®  the  p r i c e s  r ece ived  by the
f  ,uxp7ye r in a r a ' s - l e n g u i  s a l e s  t r a n s a c t  ions'which have been 
L  - -- SMU-J ./

en te red  In to  o r  whose p r i c i n g  p r o v i s i o n s  have been amended 
dur ing tho tax yea r  o r  the two preceeding y r  s f o r  s i g n i f i c a n t  
q u a n t i t i e s  at  the s a l e s  d e l i v e r y  p o in t s  w i th in  the same market 
f o r  tha t  p roduc t ion  f o r  A laskan gas o (  l i k e  k ind ,  ch a ra c t e r  
and q u a l i t y  produced du r ing  the ruonth; o r



( 2 )  ; i r the taxpayer makes no a rm ' s - l e ng th  ! o f  s i g n i f i c a n t
q u a n t i t i e s  a t  the s a l e s  d e l i v e r y  po in ts  w i th in  the same market 
f o r  Alaskan gas o f  l i k e  k ind ,  c h a ra c t e r  and q u a l i t y  produced 
dur ing the month, the >olume-weighted average o f  the p r i c e s  
being given and rece ived  under the terms o f  a rm 's - l e ng th  s a le s  

f  c o n t r a c t s  (whether between t h i r d  p a r t i e s  o r  n o t )  which have 
been en te red  in t o  o r  whose p r i c i n g  p ro v i s i o n s  have been amended 
dur ing the tax y e a r  o r  the two preceeding yea rs  f o r  S i g n i f i cant 

^ qu an t i t i e s  o f  gas from the ’ same f i e l d  as the t a xp aye r ' s  gas 
( o r  i f  t h e re  a r e  no such c o n t a c t s  f o r  th a t  f i e l d ,  the coun te rpa r t s  
o f  those c o n t r a c t s  in the n ea re s t  f i e l d  to tha t  f i e l d ) ,  with 
app rop r i a t e  ad justments f o r  d i f f e r e n c e s  ( i f  any) in k in d ,  
c h a r a c t e r  and q u a l i t y  between gas so ld  under the r e f e r e n c e  
s a l e s  c o n t r a c t s  and the t a xp a y e r ' s  gas.

( 3 )  f o r  purposes . f  t h i s  sub sec t i on ,  "same mai*e t"  means

(A) a market in A la ska ;

(B )  a market in o t h e r  s t a t e s ,  p r o v in c e s ,  o r  t e r r i t o r i e s  o f  
the Un i ted S ta te s  o r  Canada; o r

(C ) any o t h e r  market ( e . g .  A s i a ) .

( e )  f o r  puiposes o f  t h i s  c h ap te r ,  ^salcs delivery p o in t "  means

( 1 )  f o r  a t a xp a y e r ' s  o i l  and gas s o ld  in a bona f i d e ,  a rm 's - l e ng th  
s a l e  to  a t h i r d  p a r t y ,  I h e  p o in t  o f * d e l l v e 7 y  under the terms I 

{ o f  the c o n t r a c t  o r a ^ r e e me,^' f o r  tha t  s a l e . J e x c e p t  i n ^ h e  ra se
of  A s *1 e  to  whic B O  f  t h i s  s e c t i o n  a p p l i e s ;

(2) for a taxpayer '* Joil not sold in a bona f i J o , } arms-length 
sale to a t h i r d  p a r ^ ^ h e  gate of the fro f un iy to which that 

f a l p i s  ultiinat'ely'Tr ‘. i-'and

( 3 )  f o r  a td xpay e r ' s f g a s  no t  s o ld  in a bona f l d e i  a rm 's - l e ng th
s a l e  to a t h i r d  p a r t y ,  the po in t  o f  d e l i v e r y  under the terms
o f  ttie s a l e s  c o n t r a c t  being used as the r e f e r e n c e  f o r  the
s a l e s  p r i c e  o f  the t a xp aye r ' s  gas under/ ( d ) ( 3 )  o t h i s  s e c t i o n ,  s

y ' -i./
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( f )  For purposes o f  t h i s  chap te r ,  " p o in t  o f  p roduc t ion "  means

( 1 )  f o r  o i l ,  the automatic custody t r a n s f e r  meter o f  u n i t  through 
which the o i l  en te rs  in to  the f a c i l i t i e s  o f  a c a r r i e r  p ip e l i n e  
o r  o t h e r  t r a n s p o r t a t i o n  c a r r i e r ,  and in the absence o f  an 
automat ic  custody t r a n s f e r  meter o r  u n i t ,  the "p o in t  o f  
p roduc t ion "  f o r  o i l  i s  the o u t l e t  f l a n g e  o f  the tank gauge ( o r  
in  the absence o f  a tank gauge, ano the r  mechanism o r  device to 
measure the quan t i t '  o f  o i l  t h a t  has been approved by the 
department f o r  t h i s  purpose)  through which the o i l  i s  tendered 
and accepted in to  the f a c i l i t i e s  o f  a c a r r i e r  p i p e l i n e  o r  
o t h e r  t r a n s p o r t a t i o n  c a r r i e r ;

( 2 )  f o r  g a s ,  the meter on ,  o r  n ea re s t  (measured a long  the course 
taken by the gas) t o ,  the l e a s e  o r  p ro pe r t y  from which the gas 
i s  r e cove red ,  at  which meter tne s a l e s  s t ream o f  gas is 
measured with s u f f i c i e n t  accuracy and a t  a p p r o p r i a t e  temperature ,  
p re s su re  and o th e r  c ond i t i o n  f o r  purposes o f  s a l e ,  r eg a rd le s s
o f  whether p a r t i c u l a r  gas in ques t ion  i s  a c t u a l l y  s o ld  at  
t h a t  meter .

( g )  Notw iths tand ing anything to the c o n t r a r y  in ( a )  -  ( f )  o f  t h i s  
s e c t i o n ,  where a t a xpaye r ' s  gas from a l e a s e  o r  p ro p e r t y  i s  run through
a gas p rocess ing  p lan t  and pa r t  o r  a l l  o f  the r e s idue  gas and ex t rac ted  
l i q u i d s  a re  r e tu rn ed  l o  tha t  taxpaye r ,  the " va lu e  a t  the po in t  o f  
p roduc t ion "  f o r  tha t  gas is the t o t a l  va lue  o f  l h a t  r e s id u e  gas and 
e x t r a c t e d  l i q u i d s  they come out o f  the p l a n t ,  l e s s  ( 1 )  a reasonab le  
a l lowance ( e i t h e r  w i thhe ld  in kind by the p lane o p e r a t o r  o r  paid in cash 
to  tho p lan t  o p e r a t o r )  f o r  the cos t  o f  p rocess ing  t h a t  gas through the 
p l a n t ,  ( 2 )  the rea sonab le  cos t  o f  t r a n s p o r t a t i o n ,  i f  any ,  f rom the po in t 
o f  p roduc t ion  f o r  tha t  gas to the in take  in to  the p l a n t ,  and ( 3 )  the 
va lue  o f  any r e s id u e  gas re tu rned  to the taxpaye r  tha t  is  used, f l a r e d  
o r  unavo idab ly  l o s t  in tht. p roduct ion  o p e r a t i o n s  f o r  the le a se  o r  
p ro p e r t y  o r  i s  in j e c t e d  in to  a r e s e r v o i r  in the cou rse  o f  op e ra t ion s  f o r  
the same f i e l d .

( h )  I f  a t a xpaye r  s e l l s  i t s  o i l  o r  gas to a t h i r d  p a r t y  in what would
o th e rw ise  be a bona f i d e ,  a rm 's - l eng th  s a l e  hut a t  the t ime o f  t h i s
p a r t i c u l a r  s a l e  the taxpayer expects to repurchase tha t  o i l  o r  gas at a
subsequent t ime and p lace* [hen tha t  s a l e  tci  ̂tho t h i r d  p a r t y  and t ie
repurchase from the t h i r d  p a r t y ,  when i t  o c c u r s y  must be d iS fe ga rd ed ’ and

v* vthe o i l  o r  gas s ub je c t  to tha t  s a l e  myst be regarded as i f  i t  had remained 
the t a x p a y e r ' s  own o i l  o r  g. s throughout the t ime between that  s a l e  md



repu rchase .  In de te rm in ing the va lue a t  the p o in t  o f  p roduc t ion  in such 
a case ,  the r e a sonab le  c o s t  o f  t r a n s p o r t a t i o n  between the po in t  o f  r.ale 
f o r  tha t  s a l e  and the p o in t  o f  repurchase must be determined as i f  the 
taxpaye r  were the s h ipp e r  f o r  purposes o f  S 130 o f  t h i s  chap te r .  This 
subsec t ion  does not app ly  i f  the ta xp aye r ' s  expected repurchase does not 
in  f a c t  occu r .

A u th o r i t y :  AS 4 3 . 0 5 . 0 8 0
AS 4 3 . 1 9 . 0 1 0  (A r t .  IV, § 18) 
AS 4 3 . 2 1 . 0 2 0  
AS 4 3 . 2 1 . 0 9 0  
AS 4 j . 2 1 . 1 2 0

15 AAC 12 .1 30  REASONABLE COSTS OF TRANSPORTATION, ( a )  Reasonab le 
c o s t s  o f  t r a n s p o r t a t i o n  a re  to be c a l c u l a t e d  f rom the po in t  o f  p roduct ion 
to the s a l e s  d e l i v e r y  p o in t .

( b )  ^Except as p rov ided  £n [c} of t h i s  s e c t i o n ,  the rea sonab le  co s t  o f  
t r a n s p o r t a t i o n  jls the ac tu a l  c o s t  o f  t r a n s p o r t a t i o n / !

( c )  The r e asonab le  co s t  o f  t r a n s p o r t a t i o n  fs tho f a i r  market va lue  when 
a l l ^ o f  t h e ^ f o j  low I n g ^ n ^ i  t l o n s e x i  s t

E C  the p a r t i e s  to  the t r a n s p o r t a t i o n  o f  o i l  o r  gas a re  a f f i l i a t e d ;

( ( 2 )  ,  the c o n t r a c t  fo»- the t r a n s p o r t a t i o n  o f  o i l  o r  gas i s  not  an
a rm 's - l e ng th  t r a n s a c t i o n  o r  i s  not  r e p r e s e n t a t i v e  o f  the 
market v.i l .e o f  the t r a n s p o r t a t i o n ;  and

3 )  ^tl»c method o f  t an spo r t a t io n  o f  o i l  o r  gas i s  not  rca sonao le  
in view o f  e x i s t i n g  a l t e r n a t i v e  methods o f  t r a n s p o r t a t i o n .

( d )  "Actual c o s t s "  o f  t r a n s p o r t a t i o n  f o r  purposes o f  t h i s  s e c t i o n  a r e :

( 1 )  when the t r a n s p o r t a t i o n  o f  o i l  o r  gas i s  by a regu la ted  c a r r i e r ,  
the t a r i f f  on f i l e  * i t h  iLRC oi e t h e r  r e g u l a t o r y  agency having 
j u r i s d i c t i o n  tha t  i s  a p p l i c a b l e  to th a t  t r a n s p o r t a t i o n  o f  the 
o i l  o r  gas by the c a r r i e r ,  r rom the po in t  where tha t  o i l  o r  
gas is tendered in to  the f a c i l i t i e s  o f  the c a r r i e r  to the 
p c ln t  where i t  i s  d e l i v e r e d  from the f a c i l i t i e s  o f  the c a r r i e r ;

( ? )  when t r a n s p o r t a t i o n  o f  o i l  i s  by a tan ke r  o r  o t h e r  vesse l  tha t  
is  *ot owned o r  e f f e c t i v e l y  owned by the taxpaye r

(A) f o r  a s i n g l e  voyage c h a r t e r ,  the c h a r t e r  fee  f o r  tha t  
v e s s e l ,  p lu s  any v jyage and po r t  c o s t s  not inc luded in 
tha t  fee  which a re  incu r red  with r e spec t  to that  t r a n sp o r ­
t a t i o n  dur ing  the term o f  the c h a r t e r  and which a re  borne 
by the taxpaye r  p lus  the p o s i t i o n i n g  c o s t ,  i f  any ,  boine 
b> the taxpayer  f o r  th. t v e s s e l ;
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(B )  f o r  a consecu t ive  voyage c h a r t e r  o r  a t ime c h a r t e r ,  the 
c h a r t e r  fee  f o r  tha t  v e s s e l ,  p lus  any voyage arid po r t  
c o s t s  . .ot inc luded in tha t  fee which a re  incu r red  with 
r e sp e c t  to tha t  t r a n s p o r t a t i o n  dur ing the term o f  the 
c h a r t e r  and which a re  borne by the t a xp aye r ,  p lus  the 
p o s i t i o n i n g  c o s t  (amor t ized  ove r  the l e s s e r  o f  36 months 
o r  the term o f  the c h a r t e r  in the case o f  a time c h a r t e r ,  
and amor t i zed  on the bas i s  o f  the number o f  voyages in 
the case o f  a consecu t ive  voyage c h a r t e r ) ,  i f  any ,  borne 
by the taxpaye r  f o r  t h a t  v e s s e l ; o r

(C) f o r  a c o n t r a c t  o f  a f f r e i g h tm en t ,  the a f f r e i g h tm en t  fee 
s p e c i f i e d  in th a t  c o n t r a c t ,  p lus any voyage and po r t  
c o s t s  and any p o s i t i o n in g  cos t s  not inc luded in tha t  fee 
which a re  in cu r r ed  with re spec t  to tha t  t r a n s p o r t a t i o n  
du r ing  the term o f  the c on t ra c t  o f  a f f r e i g h tm en t  and 
which a re  borne by the taxpaye r .

( 3 )  when t r a n s p o r t a t i o n  o f  o i l  i s  by a tanke r  o r  o t h e r  vesse l  tha t
i s  owned o r  e f f e c t i v e l y  owned by the t a xp a y e r ,  the t a xpaye r ' s
ac tu a l  c o s t  f o r  th a t  t r a n s p o r t a t i o n  which i s  the sum o f :

(A) the voyage and po r t  c o s t s  incu r red  with r e spec t  to  that
t r a n s p o r t a t i o n ;

(B )  the p o s i t i o n i n g  c o s t ,  amort ized ove r  36 months, f o r  tha t
v e s se l  but o n l y  f o r  p l a t i n g  tha t  /e s se l  i n t o  p o s i t i o n
b e f o r e  i t s  employment in the Alaska t r ad e  and not f o r  
p la c in g  i t  in to  p o s i t i o n  a f t e r  i t s  employment in the 
A laska t rade  f o r  employment in ano the r  t r a d e ;

(C) d e p r e c i a t i o n  o f  the v e s s e l ;  i f  the vesse l  i s  a c t u a l l y  
owned by the ta xpaye r ,  d e p re c i a t i o n  must he c a l c u l a t e d  in 
accordance with  the a p p l i c a b l e  I ASB F in anc ia l  Accounting 
S tandards f o r  such owned a s s e t s ;  i f  the vesse l  is  e f f e c t i v e l y  
owned by the t a xpaye r ,  d e p r e c i a t i o n  must be c a l c u l a t e d  in 
accordance with  rASB-13 from the s tandpo in t  o f  a l e s s e e  
under a c a p i t a l  l e a s e ;  and

( 0 )  an amount, which when added to the amount o f  d c p r o c i a t {on 
a l lowed  under (C )  o f  t h i s  sub sec t i on ,  w i l l  p rov ide  a 
re a sonab le  r e t u rn  on the a c q u i s i t i o n  c o s t  o f  the vesse l  
o v e r  i t s  expected l i f e ;  f o r  purposes o f  t h i s  subsre t*  i .
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( i )  " a c q u i s i t i o n  c o s t s "  means the cos t  o f  the vesse l  
which may be c a p i t a l i z e d  by i t s  ac tua l  owner under 
g e n e r a l l y  accepted account ing p r i n c i p l e s , ’ but not  inc lud ing  
co s t s  o f  i mprovement s  made a f w  the date the vesse l  is  

U l a ced in  s e r v i c e  by o r  on b e h a l f  o f  the t a xpaye r ;  and

»* *  ̂  ̂  ̂ ^  ̂ ^ • §
( i i V " e x p e c t e d  l i f e "  means the pe r iod  o f  t ime used to

; c a l c u l a t e  d ep re c i a t i o n  under (C ) o f  t h i s  sub sec t ion .

( 4 )  in the case o f  t r a n s p o r t a t i o n  o f  gas as LNG,

(A) where not a l l  o f  the LNG t r a n s p o r t a t i o n  f a c i l i t i e s  a re
su b je c t  t o  t a r i f f  r e g u l a t i o n s  (by FERC o r  o th e r  agencies 
o f  the Uni tec' S t a t e s ,  s t a t e  o r  t e r r i t o r y  o r  a possess ion  
o f  the Un i ted S ta te s  o r  j f o r e ig n  n a t i o n )  and when the 
t a xpaye r  does not  have o r  e f f e c t i v e l y  have any ownership 
i n t e r e s t  in the LNG t r a n s p o r t a t i o n  f a c i l i t y ,  the amount 
charged to  the taxpayer  f o r  th a t  LNG t r a n s p o r t a t i o n ;

(B )  when the taxpaye r  has o r  e f f e c t i v e l y  has an ownership 
i n t e r e s t  in the LNG t r a n s p o r t a t i o n  f a c i l i t y ,  the ta xpaye r ' s  
a c tu a l  c o s t  f o r  tha t  t r a n s p o r t a t i o n  e q u a l l i n g  the sum o f :

( i )  the d i r e c t  ope ra t ing  c o s t s  o f  the I NG t r a n s p o r t a t i o n
f a c i l i t y  ( i n  the case o f  an I NG t a n k e r ,  i t s  r e sp ec t i v e
voyage and p o r t  c o s t s )  incu r red  with respec t  to the 
t a x p a y e r ' s  g a s ;

( i i )  d e p r e c i a t i o n  o f  the LNG t i a n s p o r t a t i o n  f a c i l i t y ;  i f  
the f a c i l i t y  i s  a c t u a l l y  owned by the t a xpaye r ,  d ep re c ia t i o n  
must be c a l c u l a t e d  in accordance with the a p p l i c a b l e  FASB 
F in an c ia l  Accounting S tandards f o r  the owner o f  such 
a s s e t s ;  i f  the IMG t r a n s p o r t a t i o n  f a c i l i t y  is e f f e c t i v e l y  
owned by the ta xp aye r ,  d e p r e c i a t i o n  must be c a l c u l a t e d  in 
accordance with  I ASB-13 from the s tandpo in t  o f  a le s s e e  
under a c a p i t a l  l e a s e ;  and

( i i i )  an amount which, when added to the amount o f  d ep rec ia t i on  
a l lowed  under ( i i )  o f  t h i s  subparagraph ,  w i l l  p rov ide  a 
r e a s onab le  r e tu rn  on the a c q u i s i t i o n  co s t  >f the I NG 
t r a n s p o r t a t i o n  f a c i l i t y  o ve r  i t s  expected l i f e ;  f o r
purposes o f  t h i s  subparag raph , " a c q u i s i t i o n  c o s t "  means 
the c o s t  o f  the LNG t r a n s p o r t a t i o n  f a c i l i t y  which may be 
c a p i t a l i z e d  by i t s  ac tua l  o .ne r under g e n e r a l l y  accepted 
account ing  p r i n c i p l e s ,  and "expected l i f e "  w an s  the 
p e r iod  o f  t ime used to c a l c u l a t e  d ep re c i a t i o n  under ( i i )  
o f  t h i s  subparagraph .

/



( e )  F a i r  market va lue "  o f  t r a n s p o r t a t i o n  f o r  purposes o f  t h i s  sec t ion  
i s  to be determined :

( 1 )  '•r shipments o f  o i l ,  on the b as i s  o f  t h i r d  p a r ty  c h a r t e r s
( t h a t  i s ,  t ime c h a r t e r s  in which the taxpayer does not own o r  
e f f e c t i v e l y  own the v e s s e l )  o f  one y e a r  o r  more, p lus  regu la ted  
t r a n s p o r t a t i o n  c o s t s  determined u n d e r  ( d ) ( 1 )  o f  t h i s  s e c t i o n .
Two v e s s e l s  w i l l  be cons ide red  l i k e  v e s se l s  f o r  purposes o f  
comparing l i k e  t r a n s p o r t a t i o n  under t h i s  chapte r  i f  the d i f f e r e n c e  
between them in dead-weight tonnage i s  l e s s  than 10 ,0 00  dead­
weight tons and i f  they a re  both Jones Act v e s s e l s ,  o r  a re
both CDS v e s s e l s ,  o r  a re  both ODS v e s s e l s  o r  a re  both C0S/0DS 
v e s s e l s ;  o r

( 2 )  f o r  shipments o f  gas as LNG, on the bas i s  o f  t h i r d  pa r ty
ch a r t e r s  o r  l e a s e s  ( t h a t  i s ,  c h a r t e r s  o r  l e a s t s  in which the
taxpaye r  does not own o r  e f f e c t i v e l y  own the LNG t r a n s p o r t a t i o n  
f a c i l i t y  in que s t i o n )  o f  th ree  yea r s  o r  more which a re  repo r ted  
to the Department f o r  l i k e  LNG t r a n s p o r t a t i o n  f a c i l i t i e s ,  p lus 
r egu la t ed  t r a n s p o r t a t i o n  c o s t s  determined under ( d ) ( 1 )  o f  th i s  
s e c t i o n .

£  ( f y - j f  a taxpaye r  s e l l s  i t s  o i l  o r  gas to a t h i r d  pa r ty . i .n  what would .
o the rw ise  be a bona f i d e ,  a rm ' s - l e ng th  s a l e  but a t  the t ime o f  t h i s
p a r t i c u l a r  s a ’ e the taxpaye r  expects  to repurchase that  o i l  o r  gas a t  a
subsequent t ime and p l a c e ,  then tha t  s a l e  to the t h i r d  pa r ty  and the
repurchase from the t h i r d  p a r t y ,  when i t  occu rs . f rnus t  be d is rega rded  and

t - —- -•■■■ . .■»the o i l  o r  gas s ub je c t  to  tha t  s a l e  must be regarded as i f  i t  had remained
the ta xp aye r ' s  own o i l  o r  gas throughout the time between that  s a l e  and
repurchase .  In dete rm in ing the va lue  a t  the po in t  o f  p roduc t ion  in such
a ca s e ,  the rea sonab le  co s t  o f  t r a n s p o r t a t i o n  between the po in t  o f  s a l e
f o r  tha t  s a l e  and the po in t  o f  repurchase must be determined as i f  the
taxpaye r  were the sh ipp e r^c jTh is  s ub se r t i o n  docs r o t  app ly  i f  the

(g )  Tor purposes o f  t h i s  c h ap t e r ,  "voyage and po r t  c o s t s "  f o r  a vesse l 
a r e

( 1 )  co s t s  a c t u a l l y  in cu r red  f o r  fu e l  f o r  the vesse l wh i le  in po r t  
and a t  sea ,  s t o r e s  and p ro v i s i o n s  f o r  the vesse l and f o r  tier 
cap ta in  and crew, wages and b e n e f i t s  o f  the v e s s e l ’ s cap ta in  
and crew, r o u t tn e  maintenance , po r t  and dock f e e s ,  s to r age  
c o s t s ,  demurrage, tug and p i l o t a g e  f e e s ,  marine agents '  fees 
in p o r t ,  l i g h t e r i n g ,  t ransshipment cha rges ,  customs foes and 
du’ i e s ,  r e g u l a r  and customary g r a t u i t i e s  that a re  a l s o  l e g a l ,  
insurance premiums a c t u a l l y  p a id ,  minor ea^'O l o s s e s  o r  measuring
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d i f f e r e n t i a l s ,  lo ad ing  and un loading in spec t ion  f e e s ,  Panama 
Canal t r a n s i t  f e e s ,  a reasonab le  management fee  ^to be p ro ra ted  
e q u a l l y  among v e s s e l s )  f o r  c o o rd in a t ing  a r r i v a l s  and depar tu res  
in t o  and out o f  p o r t s  f o r  v e s s e l s  owned, e f f e c t i v e l y  owned o r  
cha r te red  by the sh ipp e r ,  and o th e r  reasonab le  costs  assoc ia ted  
with the ope ra t ion  o r  maintenance ( o r  bo th )  o f  the v e s s e l ,  and

( 2 )  in add i t io n  to the co s t s  l i s t e d  in ( 1 )  o f  t h i s  subsec t ion ,  in 
the case o f  c a t a s t r o p h ic  l o s s  o r  damage o f  a vesse l t r a n spo r t in g  
o i l  o r  LNG from Alaska o r  en route  to Alaska to take on o i l  o r  
LNG, a p o r t i on  o f  the l o s s  ( f o r  l o s s  o r  damage o f  the s h ip ,
f o r  i n j u r y  o r  l e s s  o f  her cap ta in  o r  crew and f o r  damage and 
c lean -up  due to s p i l l a g e  o f  p a r t  o r  a l l  o f  her  ca rgo ,  but not 
f o r  the lo s s  o f  the cargo i t s e l f )  which i s  borne by the shipper 
as the r e s u l t  o f  " i a t  c a t a s t r o p h ic  l o s s  o r  damage and which is 
not  reimbursed by insurance o r  by a t h i r d  p a r t y ;  th i s  p o r t i on  
o f  the l o s s  i s  determined by d iv id in g  the unreimbursed l i a b i l i t y  
on the bas is  o f  dead-weight tonnage among the ves se l s  owned, 
e f f e c t i v e l v  owned o r  ch a r te red  by the sh ippe r  to  t r an spo r t  o i l  
o r  LNG (whichever was l o s t )  f rom A laska .

( h )  A taxpaye r  " e f f e c t i v e l y  owns", has " e f f e c t i v e  ownership" o r  " e f f e c t i v e l y  
has an ownership i n t e r e s t "  in a vesse l  o r  I NG t r a n s p o r t a t i o n  f a c i l i t y
f o r  purposes o f  t h i s  s e c t i o n ,  i f :

( 1 )  the vesse l o r  I NG t r a n s p o r t a t i o n  f a c i l i t y  is owned by another 
po son comprising p a r t  o f  a c on so l id a ted  bus iness in which the 
taxpaye* is a l s o  a p a r t ;  o r

( ? )  the v e s se l  o r  LNG t r a n s p o r t a t i o n  f a c i l i t y  i s  the s ub jec t  o f  a 
i i p i t a l  le a se  in which the taxpayer o r  ano the r  person comprising 
p a r t  o f  a con so l id a ted  bus iness  in which tfie taxpayer i s  a l s o  
a p a r t ,  i s  the l e s s e e ;  o r

( 3 )  the vesse l  o r  LNG t r a n s p o r t a t i o n  f a c i l i t y  was b u i l t  to ihe 
account o f  the taxpaye r  ( o r  ano the r  person comprising pa r t  o f  
the con so l ida ted  bus iness in which the taxpayer is a l s o  a 
p a r t ) ,  was s o ld  and was cha r te red  back by the taxpayer ( o r  
ano the r  person compris ing pa r t  o f  the con so l id a ted  business n 
which the taxpayer is a l s o  a p a r t )  a l l  in a simultaneous 
t r a n s a c t i o n  and the vesse l  o r  I NG t r a n s p o r t a t i o n  f a c i l i t y  i s  
on a term ch a r t e r  o r  l e a s e  to  the taxpaye r  ( o r  another person 
compris ing pa r t  o f  the c on so l i d a t e d  bus iness  i "  which the 
taxpayer  is a l s o  a p a r t )  f o r  a pe r iod  o f  15 yea rs  o r  longe r .



( i )  For  purposes o f  t h i s  chap te r ,  the " p o s i t i o n i n g  c o s t "  f o r  a vessel 
i n c lud e s  the c o s t s  not  inc luded in the c h a r t e r  f o r  tha t  vesse l  which are 
borne by the sh ippe r  f o r  p lac ing  tha t  vesse l in to  p o s i t i o n  b e fo r e  the 
f i r s t  voyage under tha t  c h a r t e r  o r  the es t imated cos t s  to be borne by 
the sh ippe r  f o r  d e l i v e r i n g  i t  up a t  a s p e c i f i e d  l o c a t i o n  a f t e r  the l a s t  
voyage under th a t  c h a r t e r ,  o r  both i f  the sh ippe r  i s  o b l i g a t e d  under the 
terms o f  the c h a r t e r  o r  c on t ra c t  o f  a f f r e ig h tm en t  to  bear  them both.

( j )  A re a s onab le  r a t e  o f  r e tu rn  under ( d ) ( 3 ) ( D )  o r  ( d ) ( 4 ) ( B )  o f  th i s  
s e c t i o n  i s  presumed to  be tha t  i n te rn a l  r a t e  o f  r e tu rn  ( a f t e r  f e d e r a l  
income t a x )  on an investment which equa ls  2 percent p lus  t ' e  average 
annual n a t i o n a l  i n f l a t i o n  r a t e  (measured by the CNP d e f l a t o r )  dur ing  ( 1 )  
the p e r i o d  between the t . i . j  the commitment is made to  c on s t ru c t  o r  
a - q u i r e  the v e s se l  o r  LNG t r a n s p o r t a t i o n  f a c i l i t y  and the t ime when the 
ve sse l  o r  LNG t r a n s p o r t a t  jn f a c i l i t y  has been rece ived  ( o r  d e l i v e r e d )  
and is  ready to  be p laced in to  s e r v i c e ,  o r  ( ? )  i f  the pe r iod  in ( 1 )  o f  
the sub sec t i on  f a l l s  e n t i r e l y  w i th in  a c a lenda r  y e a r ,  t h a t  e n t i r e  
c a l e n d a r  y e a r .  At the request  o f  a taxpayei o r  on i t s  own mot ion ,  cne 
department may r e p la c e  t h i s  presumed r a t e  o f  r e tu rn  with one based on 
the r a t e  o f  r e t u r n  imputed to tha t  investment o r  s ?m i l a r  ones by the 
person owning o r  e f f e c t i v e l y  owning the vesse l  o r  I NG t r a n s p o r t a t i o n  
f a c i 1 i t y .

( k )  The t h i r d  'warty nature  o f  an agreement between a s h ippe r  and a 
. b i r d  p a r t y  c a r r i e r  rega rd ing  t r a n s p o r t a t i o n  co s t s  is not a f f e c t e d  
du r ing  the term o f  tha t  agreement by a subsequent c o n s o l i d a t i o n  o f  that 
s h ip p e r  and c a r r i e r  i n t o  a con so l ida ted  b u s in e s s ,  i f ,  a t  the t ime they 
en te red  tha t  agreement n e i t h e r  the sh ippe r  no r  the c a r r i e r  e x e r c i s e d ,  
d i r e c t l y  o r  i n d i r e c t l y ,  any c on t r o l  ove r  the bus iness . f. i r s  o f  the 
o t h e r  «is the r e s u l t  o f ,  o r  in a n t i c i p a t i o n  o f ,  t h e i r  subsequent c on so l i d a t i o n  
i n t o  the same con so l i d a t e d  bus iness .

A u th o r i t y :  AS 4 3 .OS.080
AS 4 3 . 1 9 . 0 1 0  (A r t .  IV, S 18) 
AS 4 3 . ? 1 . 0?0 
AS 4 1 . P 1 . 0 9 0

15 AAC 1 ? . ? 0 0  niDUCUONS I ROM GROSS PRODUCTION REVLNUE--1N CENTRAL.
( a )  Un le ss  o th e rw ise  S |M t i f i o d ,  a ‘ axpayc r ' s  c o s t s  g iv ing  r i s e  to a 
deduc t ion  under SS 210 -P90  o f  t h i s  chap te r  a re  regarded as being incur red 
on t ash b a s i s  o r  on an acc rua l  b a s i s ,  depending on which b a s i s  i s  used
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(b )  Costs p r e v i o u s l y  c la imed and a c t u o l l y  deducted on one o r  more o f  a 
^ taxpayer^s r e t u r n s  f i l e d  under AS 4 3 . 2 0  and ch. 5 o f  t h i s  t i t l e  must be

exc luded f rom the costs^ to be used in  c a l c u l a t i n g  a deduct ion under 
, SS 210 -2 90  o f  t h i s  chap te r .

( c )  When a taxpaye r  incu rs  cos ts  g iv ing  r i s e  to a deduct ion under
SS 210 -2 90  o f  t h i s  chap te r  and pa r t  o r  a l l  o f  those cos ts  a re  re imbursab le  
to the taxpaye r  from one o r  more t h i r d  p a r t i e s ,  o n l y  the unreitnbursed 
o o r t i o n  o f  i . iose cos t s  o f  the taxpaye r  may be used in t a b u l a t i n g  that  
deduct ion .

A u th o r i t y :  AS 4 3 . 0 5 . 0 8 0
AS 4 3 . 1 9 . 0 1 0  (A r t .  IV, S 18 )  
AS 4 3 . 2 1 . 0 2 0  
AS 4 3 . 2 1 . 0 9 0

15 AAC 1 2 . 2 2 0  DEDUCTION FOR PRODUCTION TAXES. Taxes imposed under 
AS 4 3 . 5 5  and AS 4 3 . 5 7  f o r  p roduc t ion  from ( o r  a l l o c a t e d  t o )  a l e a s e  o r

t --T* . -  ̂ . . .  fp rope r t y  which a re \a_c tua l l y  paUJ by ,  o r  on b e h a l f  o f ,  a taxpayer dur ing 
a y e a r  c o n s t i t u t e  a deduct ion in determin ing the t a x p a y e r ' s  taxab le  
p roduc t ion  income f o r  tha t  y e a r .  The amount o f  tax  paid under AS 43 .5 5  
inc ludes  EDIC app l i e d  under AS 4 3 . 5 5 . 0 1 8  aga in s t  th a t  t a x .

A u th o r i t y :  AS 4 3 . 0 5 . 0 8 0
AS 4 3 . 1 9 . 0 1 0  (A r t .  IV , 5 18 )
AS 4 3 . 2 1 . 0 2 0  
AS 4 3 . 2 1 . 0 9 0

15 AAC 1 2 . 2 3 0  DEDUCTION I OR AD VALOREM IAXES. The amount o f  tax under 
AS 4 3 . 5 6  A c tu a l l y  pa id  dur ing a y e a r  to the s t a t e  (n e t  o f  c r e d i t s  o r

j..,-—re funds made tha t  y e a r  f o r  municipa l ad va lorem taxes  on the same p r o p e r t i e s )  
and the t o t a l  am ou n t^ c t u a l l y  j i a i i M h a t  ye a r  o r  munic ipa l and ad valorem 
taxes under AS 2 9 . 5 3 . 0 4 5 - . 0 5 5 ,  f o r  a ta xp aye r ' s  p r o p e r t i e s  used d i r e c t l y  
in the p ro duc t i on ,  g a th e r i n g ,  t reatment o r  p r e p a r a t i o n  f o r  p ip e l i n e  
shipment o f  o i l  and gas from a le a s e  o r  p ro pe r t y  tha t  is in commercial 
p ro duc t ’'on b e f o r e  those ac tua l  payments to the s t a t e  o r  m un i c ip a l i t y  a re  
mai ’ , c o n s t i t u t e  a deduct ion in determin ing the t a xp a y e r ' s  t a x a b le  
p roduc t ion  income f o r  th a t  y e a r .

A u th o r i t y :  AS 4 3 . 0 5 . 0 8 0
AS 4 3 . 1 9 . 0 1 0  (A r t .  IV, 5 18 )  
AS 4 3 . 2 1 . 0 2 0  
AS 4 3 . 2 1 . 0 9 0

15 AAC 1 2 . 2 4 0  DfDUCIION I OR D1RFCT OPERATING COSTS, ( a )  The d im c t  
o p e ra t in g  c o s t s  dur ing  a y e a r  tha t  a rc  incu r red  by o r  f o r  a taxpayer f o r  
a l e a s e  o r  p ro p e r t y  in the s t a t e  a re  a deduct ion in determ in ing the 
t a xp a y e r ' s  t a x ab le  p roduc t ion  income f o r  tha t  y e a r .

11


