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or net p r o f i t  payment invo lv ing  a c la im that t o t a l s ,  with app l icab le  
2 in t e r e s t ,  $10 , 000,000 or more, the commissioner s h a l l ,  not l a t e r  than
3 j 14 days a f t e r  commencement of nego t ia t ion s , adv ise the governor that
4 nego t ia t ions have commenced, and s h a l l  provide not ice to the governor
I5' a t le a s t  once during each subsequent 30-day period that the nego-

6j t i a t i o n s  continue.
||

7 i! (h) I f  the department proposes to compromise or s e t t l e  a dispute
j

s !j between the department and a person as to a roya l ty  or net p r o f i t
9) payment invo lv ing  a c la im that t o t a l s ,  with app l icab le i n t e r e s t ,
|i10i| $10, 000,000 or more, the commissioner may not enter in to an agreement

n j to compromise or s e t t l e  the d ispu te  without f i r s t  reviewing the
12 ; proposed compromise or sett lement w ith the governor.
13!! ( i)  The commissioner may not enter into a sett lement or compro-

[[

14 j mise of a dispute between the department and a person as to a ro ya l ty
15 or net p r o f i t  payment i f  the set t lement or compromise provides that
15 information re levan t to the set t lement or compromise, or the terms of
17j the set t lement or compromise, are con f id en t ia l  beyond the confiden-
18 t i a l i t y  otherwise provided fo r  by law.
igj ( j)  The commissioner s h a l l  maintain fo r review f u l l  documenta-
20 i t ion  of a sett lement or compromise of a dispute between the department

I
)

21 and a person as to a ro y a l t y  or net p r o f i t  payment.
!|

92- * Sec. 5. AS 38.05.145 i s  amended by adding new subsect ions to read:ii
23 (c) Payment of the ro ya l ty  to the s ta te  under the prov is ions of
94 AS 38.05.145 - 38.05.181 becomes due on the date and in  the manner

spe c i f ie d  in  the lease or in a regu la t ion  adopted by the commissioner.
(d) I f ,  a f t e r  June 30, 1991 , roya l ty  to which the s ta te  i s

77 e n t i t l e d  under AS 38.05.180 i s  not paid when i t  becomes due under (c)
23,; o f t h i s  sec t ion  notwithstanding AS 09.30.070, the ro ya l ty  bears in-
23 te r e s t  a t the ra te  of f i v e  percentage points above the annual ra te
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charged member banks fo r  advances by the 12th Federal Reserve D is ­
t r i c t ,  as e s tab l i sh ed  on the f i r s t  day o f each calendar quarte r , 
compounded qua r te r ly .

* Sec. 6. AS 43.05.060 i s  amended by adding new subsect ions to read:
(b) I f  the department enters in to  negot ia t ions to re so lve  a tax 

dispute between the department and a taxpayer in vo lv ing  a c la im that 
t o t a l s ,  w ith  app l icab le  penalty and i n t e r e s t ,  $10,000,000 or more, the 
commissioner s h a l l ,  not l a t e r  than 14 days a f t e r  commencement of 
nego t ia t ion s ,  advise the governor tha t  nego t ia t ions have commenced,
ad s h a l l  provide no t ice  to the governor a t le a s t  once during each 

subsequent 30-day per iod tha t the nego t ia t ions continue.
(c) I f  the department proposes to enter in to  an agreement under 

(a) of t h i s  sec t ion to re so lve  a tax d ispute Detween the department 
and a taxpayer in vo lv ing  a c la im tha t t o t a l s ,  w ith app l icab le  penalty 
and in t e r e s t ,  $10,000,000 or more, the commissioner may not enter in to 
the agreement without f i r s t  rev iewing the proposed agreement w ith  the 
governor.

1(d) In making an agreement under (a) of th i s  sec t ion , ne i the r 
the department nor the attorney genera l may agree tha t information 
re levan t to the agreement, or the terms of the agreement, are confi- i

i
iden t ia l  beyond the c o n f i d e n t i a l i t y  otherwise provided fo r  by law. The 

department must maintain fo r  review f u l l  documentation of the agree­
ment.

*  Sec. 7. AS 43.05.070 i s  amended by adding new subsect ions to read:
(c) I f  the department enters in to  negot ia t ions to compromise or 

s e t t l e  a tax d ispute between the department and a taxpayer in vo lv ing  a 
cla im tha t t o t a l s ,  w ith app l icab le  pena lty and in t e r e s t ,  $10,000,000 
or more, the commissioner s h a l l ,  not l a t e r  than 14 days a f t e r  com­
mencement of nego t ia t ion s , adv ise the governor tha t nego t ia t ions have
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commenced, and s h a l l  provide no t ice  to the governor a t  l e a s t  once 
during each subsequent 30-day period tha t the nego t ia t ions continue.

(d) I f  the department proposes to compromise or s e t t l e  a tax 
d ispute between the department and a taxpayer in vo lv ing  a c la im that 
t o t a l s ,  w ith app l icab le penalty and i n t e r e s t ,  $10,000,000 or more, the 
commissioner may not enter in to the agreement w ithout f i r s t  reviewing 
the proposed compromise or sett lement agreement w ith  the governor.

(a) In  compromising a tax or pena l ty  under th i s  sec t ion , ne i the r  
the department nor the attorney genera l may agree that information 
re le van t  to the compromise, or the terms of the compromise, are c o n f i ­
d en t ia l  beyond the c o n f i d e n t i a l i t y  otherw1 se provided fo r  by law. The 
department must maintain fo r review f u l l  documentation of the compro­
mise.

* Sec. 8. AS 43.05.225 i s  amended to read:
Sec. 43.05.225. INTEREST ON TAXES. Unless otherwise provided,

(1) u n t i l  June 30, 1991, when a tax le v ie d  in th i s  t i t l e  i s  
not paid on or before the date p resc r ibed fo r  i t s  payment, [BECOMES 
DELINQUENT] i t  bears i n t e r e s t  a t the r a te  of 12 percent a yearj_

(2) a f te r  June 30, 1991, when a tax le v ie d  in  t h i s  t i t l e  i s  
not paid on or before the date p rescr ibed for i t s  payment, i t  bears 
i n t e r e s t  a t the ra te of f i v e  percentage points above the annual ra te  
charged member banks fo r  advances by the 12th Federal Reserve D is ­
t r i c t ,  as e s tab l i shed  on the f i r s t  day of each calendar qua r te r ,  
compounded q u a r t e r l y .

* Sec. 9. AS 47.23.025 i s  amended to read:
Sec. 47.23.025. RATES OF INTEREST. Un t i l  June 30, 1991. the

[THE] ra te  of in te re s t  imposed under AS 47.23.020(a)(2)(C) s h a l l  equal 
the ra te  imposed under AS 43.05.225 or a le s s e r  ra te  that i s  the 
maximum ra te  of in t e r e s t  permitted to be imposed under fe d e ra l  law.
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Afte r  June 30, 1991, the ra te  of i n t e r e s t  imposed under AS 47.23.-
020(a)(2)(C) i s  12 percent a year or a l e s s e r  ra te  tha t i s  the maximum 
ra te  of in t e r e s t  permitted to be imposed tnaer fede ra l  law.

I
I'
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Orig ina l sponsor(s): REP. COTTEN, Navarre, Davidson, Gruenberg, Boyer,Sharp

IN THE HOUSE BY THE RESOURCES COMMITTEE
SENATE CS FOR CS FOR HOUSE BILL NO. 541 (Resources)

IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION

A BILL
For an Act e n t i t l e d :  "An Act r e la t in g  to c e r ta in  agreements, compromises,

and se t t lements entered in to  by the Departments of 
Natura l Resources and Revenue; to l e g i s l a t i v e  aud it  
of those departments and the re lease  of a report of 
the a u d i t s ,  tha t may inc lude  or r e fe r  to con f id en t ia l  
information, to the l e g i s l a t u r e  and pub l ic ;  and to 
c o l l e c t io n  and payments o f  r o y a l t i e s  from s ta te  
resources , the in t e r e s t  r a te  on unpaid taxes and 
r o y a l t i e s  from s ta te  resources , and the in t e r e s t  ra te  
on overpaid taxes ."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 05.15.095(c) i s  amended to read:

(c) A de l inquent fee bears i n t e r e s t  at the ra te  of 12 percent a
year [SET BY AS 43.05.225].

* Sec. 2. AS 24.20.271 i s  amended to read:
Sec. 24.20.271. POWERS AND DUTIES. The l e g i s l a t i v e  aud i t  d i v i ­

sion s h a l l
(1) conduct a performance post-aud it of boards and com­

missions des ignated in AS 44.66.010 and o f those programs and a c t i v ­
i t i e s  of agencies sub je c t  to termination as determined in the manner 
set out in AS 44.66.020 and 44.66.030, and submit the a u d i t ,  together 
with a w r i t t e n  report , not l a t e r  than the f i r s t  day of the regu la r  
sess ion o f the l e g i s l a t u r e  convening in each year set out with r e f e r ­
ence to boards, commissions^ or agency programs whose a c t i v i t i e s  are
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sub jec t to termination as prescr ibed in AS 44.66;
(2) aud i t  a t l e a s t  once every three years the books and 

accounts o f a l l  custodians of pub l ic  funds and a l l  d isbu rs ing  o f f i c e r s  
o f the s ta te ;

(3) at the d i re c t io n  of the L e g i s l a t i v e  Budget and Audit 
Committee, conduct performance post-audits on any agency of s ta te  
government;

(4) cooperate with s t a t e  agencies by o f fe r in g  advice and 
a ss is tance  as requested in e s t a b l i s h in g  or improving the accounting 
systems used by s ta te  agencies;

(5) requ ire  the a s s is tan ce  and cooperation of a l l  s ta te  
o f f i c i a l s  and other s ta te  employees in the in spec t ion , examination^ 
and aud it  o f s ta te  agency books and accounts;

(6) have access a t a l l  times to the books, accounts, re- 
ports_j_ or other records , whether con f id en t ia l  or not , o f every s ta te  
agency;

(7) a sce r ta in ,  as necessary fo r  aud i t  v e r i f i c a t i o n ,  the 
amount of agency funds on deposit in any bank as shown on the books of 
the bank; a [NO] bank may not be he ld l i a b l e  fo r  making information 
requ ired under th i s  paragraph a v a i la b le  to the l e g i s l a t i v e  aud it 
d i v i s io n ;

(8) complete s tud ie s  and prepare repo r t s ,  memoranda^ or 
other ma te r ia ls  as d i re c ted  by the L e g i s la t i v e  Budget and Audit Com­
mit tee ;

(9) have d i r e c t  access to any information re la te d  to the 
management of the Un ive rs i ty  of Alaska and have the same r ig h t  of 
access as e x i s t s  with respect to every other s ta te  agencyj_

(10) p e r i o d i c a l l y

(A) c o n d u c t  a p e r f o r m a n c e  audit o f  the t a x  f u n c t i o n s

CSHB 5 4 1 (Res)



of the Department of Revenue; and

(B) submit the aud i t  to the l e g i s l a t u r e  not l a t e r  than
the f i r s t day of the next regu la r  l e g i s l a t i v e  sess ion ;

( I D annual ly
(A) conduct an aud i t  o f the r e so lu t io n  of disputed

r o y a l t i e s by the Department of Natura l Resources and the resolu-
t ion  o f disputed taxes by the Department of Revenue under AS 4 3 . -

0 5 . 0 6 0  and 4 3 . 0 5 . 0 7 0 ;  and
(B) prepare a report summarizing the r e s u l t s of the

aud i t  and submit the aud i t  and the report to the l e g i s l a t u r e  not
l a t e r  than the f i r s t  day of the next regu la r l e g i s l a t i v e  session; 
the l e g i s l a t i v e  aud i to r  may d i s c lo s e  information made confiden­
t i a l  by AS 43.05.230 to a committee of the l e g i s l a t u r e  meeting in 
execut ive sess ion i f  the committee has adopted procedures to 
pro tec t the c o n f i d e n t i a l i t y  of the in formation .

* Sec. 3. AS 34.45.470(a) i s  amended to read:
(a) A person who f a i l s  to pay or d e l i v e r  property w ith in  the 

time prescr ibed by th i s  chapter may be required to pay to the depart­
ment in t e r e s t  a t the [ANNUAL] ra te  of 12 percent a year [CALCULATED 
UNDER AS 43.05.225] on the property or the value o f i t  from the date

I

the property should have been paid or de l iv e red .
* Sec. 4. AS 38.05.035 i s  amended by adding new subsect ions to read:

(g) I f  the department enters in to nego t ia t ions to compromise or 
s e t t l e  a d ispute between the department and a person as to a roya l ty  
or net p r o f i t  payment in vo lv ing  a cla im that t o t a l s ,  with app l icab le 
in t e r e s t ,  $10,000,000 or more, the commissioner s h a l l ,  not l a t e r  than 
14 days a f t e r  commencement of n ego t ia t ion s ,  advise the governor that 
negot ia t ions have commenced, and s h a l l  provide no t ice  to the governor 
at le a s t  once during each subsequent 30-day period that the
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negot ia t ions continue.
(h) I f  the department proposes to compromise or s e t t l e  a d ispute 

between the department and a person as to a roya l ty  or net p ro f i t  
payment invo lv ing  a c la im that t o t a l s ,  with app l icab le  i n t e r e s t ,  
$10,000,000 or more,- the commissioner may not enter into' an agreement 
to compromise or s e t t l e  the d ispute without f i r s t  reviewing the 
proposed compromise or sett lement with the governor.

( i) The commissioner may not enter in to a sett lement or compro­
mise of a d ispute between the department and a person as to a ro y a l t y  
or net p r o f i t  payment i f  the set t lement or compromise provides that 
information re levan t to the sett lement or compromise, or the terms of 
the set t lement or compromise, are con f id en t ia l  beyond the confiden­
t i a l i t y  otherwise provided fo r  by law.

( j) The commissioner s h a l l  maintain for review f u l l  documenta­
t ion of a sett lement or compromise of a d ispute between the department 
and a person as to a ro y a l t y  or net p r o f i t  payment.

* Sec. 5. AS 38.05.145 i s  amended by adding new subsections to read:
(c) Payment of the ro ya l ty  to the s ta te  under the prov is ions of 

AS 38.05.145 - 38.05.181 becomes due on the date and in  the manner 
sp e c i f ie d  in the lease or in a regu la t ion  adopted by the commissioner.

(d) I f  ro ya l ty  to which the s ta te  i s  e n t i t l e d  under AS 38.05.180
i s  not paid when i t  becomes due under (c) of th i s  sec t ion notw ith­
standing AS 09.30.070, the ro ya l ty  bears in te r e s t  at the ra te of f i v e  
percentage points above the annual ra te  charged member banks fo r  
advances by the 12th Federal Reserve D i s t r i c t ,  as e s tab l i shed  on the 
f i r s t  day of each calendar qua r te r ,  compounded qua r te r ly .

* Sec. 6. AS 43.05.060 i s  amended by adding new subsections to read:
(b) I f  the department enters in to negot ia t ions to reso lve  a tax

d ispute between the department and a taxpayer invo lv ing a cla im that 
SCS CSHB 541(Res) -4-
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t o t a l s ,  w ith app l icab le  penalty and in t e r e s t ,  $10,000,000 or more, the 
commissioner s h a l l ,  not l a t e r  than 14 days a f t e r  commencement of 
nego t ia t ion s ,  adv ise the governor tha t nego t ia t ions have commenced, 
and s h a l l  provide no t ice  to the governor at le a s t  once during each 
subsequent 30-day period that the nego t ia t ions continue.

(c) I f  the department proposes to enter in to  an agreement under
(a) of t h i s  sec t ion to reso lve  a tax d ispute between the department 
and a taxpayer in vo lv ing  a c la im that t o t a l s ,  with app l icab le  penalty 
and in t e r e s t ,  $10,000,000 or more, the commissioner may not enter into 
the agreement without f i r s t  reviewing the proposed agreement with the 
governor.

(d) In making an agreement under (a) of t h i s  sec t ion , ne ither 
the department nor the attorney general may agree that information 
re levan t to the agreement, or the terms of the agreement, are con f i ­
d en t ia l  beyond the c o n f i d e n t i a l i t y  otherwise provided fo r  by law. The 
department must maintain fo r  review f u l l  documentation of the agree­
ment .

* Sec. 7. AS 43.05.070 i s  amended by adding new subsect ions to read:
(c) I f  the department enters in to  negot ia t ions to compromise or 

s e t t l e  a tax dispute between the department and a taxpayer invo lv ing a 
cla im that t o t a l s ,  with app l icab le  penalty and in t e r e s t ,  $10,000,000 
or more, the commissioner s h a l l ,  not l a t e r  than 14 days a f t e r  com­
mencement of nego t ia t ion s ,  advise the governor that negot ia t ions have 
commenced, and s h a l l  provide not ice to the governor at le a s t  once 
during each subsequent 30-day period that the nego t ia t ions continue.

(d) I f  the department proposes to compromise or s e t t l e  a tax 
d ispute between the department and a taxpayer in vo lv ing  a claim that 
t o t a l s ,  with app l icab le  penalty and in t e r e s t ,  $10,000,000 or more, the 
commissioner may not enter in to the agreement without f i r s t  reviewing
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the proposed compromise or sett lement agreement with the governor.
(e) In compromising a tax or pena lty under th i s  sec t ion , ne ither 

the department nor the attorney general may agree tha t information 
re levan t to the compromise, or the terms of the compromise, are con f i ­
den t ia l  beyond the c o n f i d e n t i a l i t y  otherwise provided fo r  by law. Tho 
department must maintain fo r  review f u l l  documentation of the compro­
mise .

* Sec. 8. AS 43.05.225 i s  amended to read:
Sec. 43.05.225. INTEREST ON TAXES. Unless otherwise provided, 

when a tax le v ied  in t h i s  t i t l e  i s  not paid on or before the date 
prescr ibed fo r  i t s  payment, [BECOMES DELINQUENT] i t  bears in t e r e s t  at 
the ra te of f i v e  percentage points above the annual ra te  charged 
member banks fo r  advances by the 12th Federal Reserve D i s t r i c t ,  as 
e s tab l i shed  on the f i r s t  day of each calendar qua r te r ,  compounded 
qua r te r ly  [12 PERCENT A YEAR].

* Sec. 9. AS 47.23.025 i s  amended to read:
Sec. 47.23.025. RATES OF INTEREST. The ra te  of in t e r e s t  imposed 

under AS 47.23.020(a)(2)(C) i s  12 percent a year [SHALL EQUAL THE RATE 
IMPOSED UNDER AS 43.05.225] or a l e s s e r  ra te  that i s  the maximum rate 
of in t e r e s t  permitted to be imposed under fede ra l law.
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A M E N D M E N T

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

TO: S C S  C S H B  5 4 1  ( Resources)

P a g e  6, a f t e r  l i n e  20:

I n s e r t  a n e w  b i l l  s e c t i o n  t o  r ead:

"* S e c .  10, I N T E R E S T  O N  D E L I N Q U E N T  R O Y A L T Y  A N D  T A X E S  D U E  O N  

E F F E C T I V E  D A T E  O F  T H I S  A C T .  T h e  i n t e r e s t  r a t e  s e t  b y

A S  3 8 . 0 5 . 1 4 5 ( d ) ,  a d d e d  b y  sec. 5 o f  t h i s  Ac t ,  a n d  A S  4 3 . 0 5 . 2 2 5 ,

a m e n d e d  b y  sec. 8 of t h i s  A c t  d o e s  n o t  appi’.y to, o r  c o m p o u n d  on, 

i n t e r e s t  a c c r u e d  b e f o r e  t h e  e f f e c t i v e  d a t e  o f  t h i s  Ac t .



Chenoweth

A M E N D M E N T
OFFERED IN THE SENATE

TO: SCS CSHB 541 (Resources)

Page 6, a f t e r  l i n e  20:
I n s e r t  a n e w  b i l l  s e c t i o n  to read:

"* Sec. 10. INTEREST ON DELINQUENT TAXES DUE ON EFFECTIVE DATE OF THIS 
ACT. For de l inquent taxes due before and remaining unpaid on the e f f e c t i v e
date of th i s  Act, in t e r e s t  on the de l inquent taxes fo r  the period between
the date of del inquency and the e f f e c t i v e  date of th i s  Act must be computed 
under AS 43.05.225 as that sec t ion read before i t s  amendment by sec. 8 of
th i s  Act and, notwithstanding the amendment o f AS 43.05.225 by t h i s  Act,
may not be computed as compound in t e r e s t . "
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O F F E R E D  I N  T H E  S E N A T E

TO: S C S  C S H B  5 4 1  (Resources)

P a g e  6, a f t e r  l i n e  20:

I n s e r t  a n e w  b i l l  s e c t i o n  t o  read:

"*Sec. 10. I N T E R E S T  O N  D E L I N Q U E N T  R O Y A L T Y  A N D  T A X E S  D U E  O N  
E F F E C T I V E  D A T E  O F  T H I S  AC T .  T h e  i n t e r e s t  r a t e  s e t  b y
AS  3 8 . 0 5 . 1 4 5 ( d ) ,  a d d e d  b y  sec. 5 o f  t h i s  Act, a n d  A S  4 3 . 0 5 . 2 2 5 ,
a m e n d e d  b y  sec. 8 o f  t h i s  A c t  d o e s  n o t  a p p l y  to, o r  c o m p o u n d  on, 
i n t e r e s t  a c c r u e d  b e f o r e  t h e  e f f e c t i v e  d a t e  o f  t h i s  Act.
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Orig ina l sponsor(s): REP. COTTEN, Navarre, Davidson, Gruenberg, Boyer,Sharp

IN THE HOUSE BY THE RESOURCES COMMITTEE
SENATE CS FOR CS FOR HOUSE BILL NO. 54? (Resources)

IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION

A BILL
For an Act e n t i t l e d :  "An Act r e la t in g  to c e r ta in  agreements, compromises,

and se t t lements entered in to  by the Departments of 
Natura l Resources and Revenue; to l e g i s l a t i v e  aud i t  
of those departments and the r e le a se  o f a report of 
the a u d i t s ,  that may inc lude  or r e f e r  to con f id en t ia l  
in formation, to the l e g i s l a t u r e  and pub l i ;? and to 
c o l l e c t io n  and payments o f r o y a l t i e s  from s ta te  
resources , the i n t e r e s t  r a te  on unpaid taxes and 
r o y a l t i e s  from s ta te  resources , and the in t e r e s t  ra te 
on overpaid ta x e s ."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section ?. AS 05.15.095(c) i s  amended to read:

(c) Un t i l  June 30, 1991, a [A] de l inquen t fee bears in t e r e s t  at
the ra te  se t  by AS 43.05.225. A f te r  June 30, 1991, a de l inquent fee
bears i n t e r e s t  a t the ra te  of 12 percent a year.

* Sec. 2. AS 24.20.271 i s  amended to read:
Sec. 24.20.271. POWERS AND DUTIES. The l e g i s l a t i v e  aud i t  d i v i ­

sion s h a l l
(1) conduct a performance post-aud it of boards and com­

missions designated in  AS 44.66.010 and o f those programs and a c t i v ­
i t i e s  o f agencies sub je c t  to term inat ion as determined in the manner 
se t out in AS 4 .̂66.020 and 44.66.030, and submit the a ud i t ,  together 
w ith a w r i t ten  report ,  not l a t e r  than the f i r s t  day o f the regu la r  
sess ion of the l e g i s l a t u r e  convening in each year set out with
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reference to boards, commissions^ or agency programs whose a c t i v i t i e s  
are sub je c t  to termination as prescr ibed in AS 44.66;

(2) aud it a t l e a s t  once every three years the books and 
accounts of a l l  custodians of pub l ic  funds and a l l  d i sbu rs ing  o f f i c e r s  
of the s ta te ;

(3) at the d i re c t io n  of the L e g i s l a t i v e  Rudget and Audit 
Committee, conduct performance post-aud its on any agency of s ta te  
government;

(4) cooperate with s ta te  agencies by o f fe r in g  advice and 
a ss is tance  as requested in  e s ta b l i s h in g  or improving the accounting 
systems used by s ta te  agencies;

(5) requ ire the a ss is tance and cooperation of a l l  s ta te
o f f i c i a l s  and other s ta te  employees in the inspec t ion , examination^
and aud i t  of s ta te  agency books and accounts;

(6) have access at a l l  times to the books, accounts, r e ­
ports^ or other records, whether con f id en t ia l  or not , of every s ta te  
agency;

(7) a sce r ta in ,  as necessary fo r  aud it  v e r i f i c a t i o n ,  the 
amount of agency funds on deposit in any bank as shown on the books of 
the bank; a [NO] bank may not be held l i a b l e  fo r  making information 
required under th i s  paragraph a v a i l a b le  to the l e g i s l a t i v e  aud i t  
d i v i s i o n ;

(8) complete s tud ie s  and prepare repor ts ,  memoranda^ or 
other m a te r ia l s  as d irec ted  by the L e g i s l a t i v e  Budget and Audit Com­
mittee ;

(9) have d i r e c t  access to any information re la te d  to the 
management of the Un ive rs i ty  of Alaska and have the same r ig h t  o f 
access as e x i s t s  with respect to every other s ta te  agencyj_

(10) periodically
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(A) conduct a performance aud i t  o f the tax funct ions 
of the Department of Revenue; and

(B) submit the aud i t  to the l e g i s l a t u r e  not l a t e r  than
the f i r s t  day o f the next regu la r  l e g i s l a t i v e  sess ion ;

(11) annual ly
(A) conduct an aud i t  o f the re so lu t io n  of disputed

r o y a l t i e s  by the Department o f Natura l Resources and the re so lu ­
t ion  of d isputed taxes by the Department of Revenue under AS 43.- 
05.060 and 43.05.070; and

(B) prepare a report summarizing the r e s u l t s  of the 
aud i t  and submit the aud i t  and the report to the l e g i s l a t u r e  not 
l a t e r  than the f i r s t  day of the next regu la r  l e g i s l a t i v e  sess ion; 
the l e g i s l a t i v e  aud i to r  may d i s c lo s e  information made confiden­
t i a l  by AS 43.05.230 to a committee of the l e g i s l a t u r e  meeting in 
execut ive sess ion i f  the committee has adopted procedures to
pro tec t the c o n f i d e n t i a l i t y  of the in format ion .

* Sec. 3. AS 34.45.470(a) i s  amended to read:
(a) U n t i l  June 30, 1991, a [A] person who f a i l s  to pay or

d e l i v e r  property w i th in  the time prescr ibed by t h i s  chapter may be 
requ ired to pay to the department i n t e r e s t  at the annual ra te  c a lcu ­
la ted  under AS 43.05.225 on the property or th t va lue o f i t  from the 
date the property should have been paid or de l iv e red .  A f te r  June 30, 
1991, a person who f a i l s  to pay or d e l i v e r  property w i th in  the time 
prescr ibed by th i s  chapter may be requ ired to pay to the department 
in te r e s t  a t the ra te  of 12 percent a year on the property or the va lue 
o f i t  from the date the property should have been paid or d e l iv e red .

* Sec. 4. AS 38.05.035 i s  amended by adding new subsect ions to read:
(g) I f  the department enters in to negot ia t ions to compromise or 

s e t t l e  a d ispute between the department and a person as to a ro ya l ty
-3- SCS CSHB 5 4 1 (Res)



or net p r o f i t  payment in vo lv ing  a c la im that t o t a l s ,  w ith app l ic ab le  
in t e r e s t ,  $10,000,000 or more, the commissioner s h a l l ,  not l a t e r  than 
14 days a f t e r  commencement of nego t ia t ion s ,  adv ise  the governor that 
nego t ia t ions have commenced, and s h a l l  provide no t ice  to the governor 
a t l e a s t  once during each subsequent 30-day per iod th a t  the nego­
t i a t i o n s  continue.

(h) I f  the department proposes to compromise or s e t t l e  a d ispute 
between the department and a person as to a r o y a l t y  or net p r o f i t  
payment in vo lv ing  a cla im that t o t a l s ,  with app l ic ab le  i n t e r e s t ,  
$10,000,000 or more, the commissioner may not enter in to  an agreement 
to compromise or s e t t l e  the d ispute without f i r s t  rev iew ing the 
proposed compromise or set t lement w ith the governor.

( i) The commissioner may not enter into a se t t lement or compro­
mise of a dispute between the department and a person as to a ro y a l t y  
or net p r o f i t  payment i f  the se t t lement or compromise prov ides that 
information re levan t to the se t t lement or compromise, or the terms of 
the set t lement or compromise, are con f id en t ia l  beyond the con f iden­
t i a l i t y  otherwise provided fo r  by law.

( j) The commissioner s h a l l  mainta in for rev iew f u l l  documenta­
t ion  of a sett lement or compromise of a dispute between the department 
and a person as to a ro y a l t y  or net p r o f i t  payment.

* Sec. 5. AS 38.05.145 i s  amended by adding new subsec t ions to read:
(c) Payment o f the ro y a l t y  to the s ta te  under the p rov is ion s  of 

AS 38.05.145 - 38.05.181 becomes due on the date and in the manner 
sp e c i f ie d  in the lease or in a regu la t ion  adopted by the commissioner.

(d) I f ,  a f t e r  June 30, 1991, ro y a l t y  to which the s t a t e  i s  
e n t i t l e d  under AS 38.05.180 i s  not paid when i t  becomes due under (c) 
of th i s  sec t ion notwithstanding AS 09.30.070, the ro y a l t y  bears i n ­
te r e s t  a t the ra te of f i v e  percentage points above the annual ra te
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charged member banks fo r  advances by the 12th Federal Reserve D is ­
t r i c t ,  as e s tab l i sh ed  on the f i r s t  day of each calendar qua r te r ,  
compounded q u a r te r ly .

* £.ec. 6. AS 43.05.060 i s  amended by adding new subsect ions to read:
(b) I f  the department enters in to  nego t ia t ion s to reso lve a tax 

d ispute between the department and a taxpayer in vo lv ing  a c la im that 
t o t a l s ,  w i th  app l icab le  penalty and i n t e r e s t ,  $10,000,000 or more, the 
commissioner s h a l l ,  not l a t e r  than 14 days a f t e r  commencement of 
n ego t ia t ion s ,  adv ise the governor tha t nego t ia t ion s have commenced, 
and s h a l l  provide not ice to the governor a t l e a s t  once during each 
subsequent 30-day period tha t the nego t ia t ion s  continue.

(c) I f  the department proposes to enter in to  an agreement under 
(a) of t h i s  sec t ion to reso lve  a tax d ispute between the department 
and a taxpayer invo lv ing  a cla im tha t t o t a l s ,  w ith  app l icab le pena l ty  
and i n t e r e s t ,  $10,000,000 or more, the commissioner may not enter in to  
the agreement without f i r s t  reviewing the proposed agreement w i th  the 
governor.

(d) In making an agreement under (a) of t h i s  sec t ion , n e i th e r  
the department nor the attorney genera l may agree that information 
re levan t to the agreement, or the terms o f the agreement, are c o n f i ­
d en t ia l  beyond the c o n f i d e n t i a l i t y  otherwise provided fo r by law. The 
department must maintain fo r  review f u l l  documentation of the agree­
ment .

* Sec. 7. AS 43.05.070 i s  amended by adding new subsect ions to read:
(c) I f  the department enters in to  nego t ia t ion s to compromise or 

s e t t l e  a tax d ispute between the department and a taxpayer in vo lv in g  a 
c la im tha t t o t a l s ,  with app l icab le  pena l ty and in t e r e s t ,  $10,000,000 
or more, the commissioner s h a l l ,  not l a t e r  than 14 days a f t e r  com­
mencement o f nego t ia t ion s ,  adv ise the governor tha t negot ia t ions have
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commenced, and s h a l l  provide no t ice  to the governor a t l e a s t  once 
during each subsequent 30-day period tha t the nego t ia t ion s  continue.

(d) I f  the department proposes to compromise or s e t t l e  a tax 
d ispute between the department and a taxpayer in vo lv in g  a c la im that 
t o t a l s ,  w ith app l icab le  pena l ty  and i n t e r e s t ,  $10,000,000 or more, the 
commissioner may not enter in to  the agreement w ithout f i r s t  reviewing 
the proposed compromise or se t t lement agreement w ith the governor.

(e) In compromising a tax or pena l ty  under t h i s  se c t ion ,  ne i the r  
the department nor the a t to rney general may agree tha t information 
re levan t to the compromise, or the terms of the compromise, are c o n f i ­
d en t ia l  beyond the c o n f i d e n t i a l i t y  otherwise provided fo r  by law. The 
department must maintain f o r  review f u l l  documentation of the compro­
mise .

*  Sec. 8. AS 43.05.225 i s  amended to read:
Sec. 43.05.225. INTEREST ON TAXES. Unless otherw ise provided,

(1) u n t i l  June 30, 1991, when a tax le v ie d  in  t h i s  t i t l e  i s  
not paid on or before the date presc r ibed fo r  i t s  payment, [BECOMES
DELINQUENT] i t  bears i n t e r e s t  a t the ra te  of 12 percent a yearj_

(2) a f t e r  June 30, 1991, when a tax le v ie d  in  t h i s  t i t l e  i s  
not paid on or before the date prescr ibed fo r  i t s  payment, i t  bears
in t e r e s t  at; the ra te  o f f i v e  percentage po in ts above the annual ra te
charged member banks fo r  advances by the 12th Federa l Reserve D is ­
t r i c t ,  as e s tab l i sh ed  on the f i r s t  day of each ca lendar qua r te r ,  
compounded q u a r t e r l y .

* Sec. 9. AS 47.23.025 i s  amended to read:
Sec. 47.23.025. RATES OF INTEREST. Un t i l  June 30, 1991, the

[THE] ra te  of in t e r e s t  imposed under AS 47.23.020(a)(2)(C) s h a l l  equal 
the ra te  imposed under AS 43.05.225 or a le s s e r  r a te  tha t  i s  the 
maximum ra te  of in t e r e s t  permitted to be imposed under f e d e ra l  law. 

SCS CSHB 541(Res) -6-



Afte r June 30, 1991, the ra te  of i n t e r e s t  imposed under AS 47.23.-
020(a)(2)(C) i s  12 percent a year or a l e s s e r  ra te tha t i s  the maximum 
ra te  of i n t e r e s t  permitted to Le imposed under fede ra l  law.
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CS HB 541 (Fin.) Synopsis
CS HB 541 (Fin) deals with three principal matters relating to oil and gas revenue disputes: 
LB& A Report on Royalty Tax Matters, Internal, Independent Review of Major Oil & Gas 
Settlements and Interest Provisions on Outstanding Royalty and Tax Payments. A 
iv'tional analysis follows:

Sec. 1 (technical): Amends AS 05.15.095 to keep interest rates on payments relating to 
Games of Skill and Chance at 12% simple. (Amendment by legislative drafters.)

A. LB& A Report on Royalty Tax Matters
Sec . 2 : This section amends AS 24.20.271 by adding new subsections to 

require the Legislative Auditor to audit and report periodically to the Legislature on tax 
functions, including an annual report on the resolution of royalty and tax disputes. 
(Amendment proposed by LB&A.)

Sec. 3 (technical): Amends AS 34.45.470(a) to keep interest rates on payments rclz:;"g to 
unclaimed property at 12% simple. (Amendment by legislatiw drafters.)

B. Internal, Independent Review of Maior Oil & Gas Settlements
Sec. 4 : To ensure that major settlements of the State's royalty litigation under 

AS 38.05 are in the public interest, this section requires the Commissioner of Natural 
Resources, before settling any royalty dispute involving a claim greater than $10 million for 
a calendar year five years or more prior to the current year, to obtain an independent, 
internal review of the proposed settlement by an individual who was not involved in 
negotiating the settlement

The review will specify initial objectives and how they are met and will consider 
how the settlerment affects other outstanding disputes. Additionally, this section provides 
that: the Cornmisioner shall notify the Governor when negotiations have begun; there shall 
be a minimum o f  14 days between the time the Commissioner receives a fin a l settlement 
offer and the date s/he approves the settlement; no settlement shall extend confidentiality 
otherwise provided by law; and f i i ll documentation shall be maintained fo r  review. 
(Amendments by House Resources Committee and House Finance Committee.)

Seer 6 and 7: To ensure that major settlements of the State’s tax 
litigation unOer AS 43.05.060 or AS 43.05.070 are in the public interest, these 
identical sections require the Commissioner of Revenue, before settling any tax dispute 
involving amounts greater than $10 million for a tax year five years or more prior to the 
current year, to obtain an independent, internal review of the proposed settlement by an 
individual who was not involved in negotiating the settlement.

Sections 6 and 7 contain language similar to Section 4, except that the minimum 
hiatus between the time the Commissioner receives a fina l settlement offer and the date s/he 
approves the settlement is only seven days fo r  tax cases. Unlike the royalty case, in which 
all royalty payers are bound together in a single case, in tax cases each company is separate 
and settlements are routine. For tnis reason, the minimum hiatus is reduced to seven days. 
Nothing in statute limits the Commissioner's discretionary power to extend that period to 
complete a settlement reveiw, o r fo r  any other purpose. (Amendment by House 
Resources Committee and House Finance Committee.)

(OVER)
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I s i  R e p r e s e n t a t i v e  C l i f f  D a v i d s o n  Date: A p r i l  2, 1 9 SO

C o-Chair, H o u s e  R e s o u r c e s  C o m m i t t e e  (rev. #2)

R e p r e s e n t a t i v e  Curt M e n a r d  
Co-Chair, H o u s e  R e s o u r c e s  C o m m i t t e e

flat C o m m e n t s  on H B  541 (Oil & Gas S e t t l e m e n t  Review)

You h a v e  n o w  h e a r d  t e s t i m o n y  f o r  three days on m e a s u r e s  
d e a l i n g  w i t h  oil a n d  gas r e v e n u e  d i s p utes. I b e l i e v e  t h e  
most i m p o r t a n t  of t h e s e  b i l l s  is K B  541 ( C o t t e n ) , w h i c h  
p r o v i d e s  s t r a i g h t - f o r w a r d  s t a t u t o r y  g u i d e l i n e s  for r e v i e w  of 
s e t t l e m e n t s  for a tax o r  r o y a l t y  c l a i m  g r e a t e r  than $10 
million, on the b ooks for at least o n e  ye a r  a n d  i n v o l v i n g  a 
year at l east five y ears p r i o r  t o  t h e  current year.

I n d u s t r y  r e p r e s e n t a t i v e s  h a v e  o p p o s e d  HB 541. M o r e  
surprisingly, the D e p a r t m e n t s  of L a w  a n d  N a t u r a l  R e s o u r c e s  
h a v e  al s o  e x p r e s s e d  r e s e r v a t i o n s .  S i n c e  th i s  b i l l  s i m p l y  
c o difies r e v i e w  p r o c e d u r e s  the C o m m i s s i o n e r  w o u l d  use t o  pass 
judgement on s e t t l e m e n t s  o f  this importance, lack o f  
d e p a r t m e n t a l  s u p p o r t  is surprising. W h ile some o f  the 
a r g u m e n t s  a g a i n s t  KB 541 h a v e  m e rit at first glance, T 
b e l i e v e  t h e s e  a r g u m e n t s  a r e  a n s w e r a b l e .

As I u n d e r s t a n d  them, i n d u s t r y  a n d  d e p a r t m e n t  s t a f f s  
have r a i s e d  five m a j o r  p o i n t s  c o n c e r n i n g  K B  541. T h e s e  
arguments, a l o n g  w i t h  the r e s p o n s e  t o  each, follow:

1. The C o m m i s s i o n e r  c o u l d  c i r c u m v e n t  th i s  s t a t u t e  
simply b y  h i r i n g  s o m e o n e  t o  do what t h e  C o m m i s s i o n e r  wants.

Re sp onse:  T h e  r u b b e r - s t a m p  p r o b l e m  .is u n a v o i d a b l e
a nd is n o  rea s o n  not to e n act t h i s  statute. The fact 
is, at th i s  ti m e  t h e r e  are no g u i d e l i n e s  in p l a c e  to 
g o v e r n  t h i s  m a j o r  p o l i c y  area. Wi t h  c o d i f i e d  p r o c e d u r e s  
in p l a c e  s p e c i f y i n g  internal, i n d e p e n d e n t  review, you 
are c e r t a i n l y  less l i k e l y  t o  see a r u b b e r - s t a m p  
s e t t l e m e n t  th a n  w i t h o u t  such p r o c e d u r e s .  (To c u r e  the 
r u b b e r - s t a m p  p r o b l e m  b y  s e t t i n g  up an i n d e p e n d e n t  r e v i e w  
p r o c e s s  o u t s i d e  the d e p a r t m e n t  w a s  c o n s i d e r e d  a n d  
r e j e c t e d  d u r i n g  the d r a f t i n g  of K B  541 b e c a u s e  su c h  a 
p r o p o s a l  w o u l d  add a n e w  layer t o  an a l r e a d y  c o m p l i c a t e d  
p r o c e s s .)



F i n e b e r g  4/2 / 9 0  (rev. #2) 
P a g e  2

2_. T h e  e x i s t e n c e  o f  a  r e v i e w  p r o c e d u r e  w o u l d  n r s r i e r m f n o

the n e g o t i a t o r s  * status with ifp i n d u s t r y  connro r p a r - g .

R e s p on se :  It is not c l e a r  why this is
r e v i e w  w o u l d  u n d e r m i n e  the s e t t l e m e n t  p rocess. H B  541 
m e r e l y  sets out in statute a r e v i e w  s i m i l a r  to w h a t  a 
C o m m i s s i o n e r  s h o u l d  do  b e f o r e  t a k i n g  a m a j o r  p o l i c y  
step. I n d u s t r y  n e g o t i a t o r s  m u s t  be a w a r e  t h a t  
s e t t l e m e n t s  i n v o l v i n g  h u n d r e d s  o f  m i l l i o n s  of d o l l a r s  
are p u b l i c  p o l i c y  issues th a t  c a n  and sh o u l d  be  r e v i e w e d  
b y  e l e c t e d  p u b l i c  o f f i c i a l s  b e f o r e  t h e y  are p u t  i n t o  
place.

3. A  s e t t l e m e nt o f  this k i n d  o f  case is t o o  c o m p l e x  to 
be r e v i e w e d  in 14 days.

R e s p o n s e : (A) In fact, I c o n d u c t e d  a r e v i e w
s i m i l a r  t o  t h e  one set out in H B  541 in the 1938 A R C C  
i n c o m e  t a x  s e ttlement. That r e v i e w  r e q u i r e d  less than 
14 days. (B) N o t h i n g  in the p r o p o s e d  s t a t u t e  p r e v e n t s  
the C o m m i s s i o n e r  f r o m  b e g i n n i n g  the i n d e p e n d e n t  r e v i e w  
earlier; the 14 d a y  hia t u s  s p e c i f i e d  in IIB 541 is s i m p l y  
a c o o l i n g  o ff-period, not a r e v i e w  m e c h anism.

4_i T h e  Commis.slQng-rL_of_ljatLural R e s o u r c e s  h a s  .already

spe c i f i e d  that sh e will g et a " s e c o n d  o p inion" f r o m  the 

l i t i g a t i n g  a t t o r n e y s  in the r o y a l t y  litigation.

R e s p o n s e : (A) E v e n  if t h i s  were true, w h a t  a b o u t
f u t u r e  c o m m i s s i o n e r s ?  S h o u l d n ' t  m a t t e r s  of this 
m a g n i t u d e  h a v e  s t a t u t o r y  g u i d e l i n e s ?  (B) N o t h i n g  in r.he 
p r o p o s e d  r e v i e w  f r a m e w o r k  p r e v e n t s  the C o m m i s s i o n e r  from 
s e e k i n g  t h e  c o u n s e l  of the l i t i g a t i n g  a t t o r n e y s ;  t h e  
r e v i e w  f r a m e w o r k  e s t a b l i s h e d  b y  HB  541 s i m p l y  g u a r a n t e e s  
the l i t i g a t i n g  t e a m  a s o u n d i n g  b o a r d  t o  p r e s e n t  its 
v i e w p o i n t . Th i s  is n e c e s s a r y  b e c a u s e  p o l i c y  m a k e r s  have 
s o m e t i m e s  d i s c o u n t e d  the o p i n i o n s  of l i t i g a t i n g  
a t t o r n e y s  in p r e v i o u s  s e t t l e m e n t s  b e c a u s e  the a t t o r n e y s  

were felt to h a v e  a v e s t e d  i n t e r e s t  in c o n t i n u e d  
l i t i g a t i o n .

5. Th i s  r e v i e w  w i ll not c o n t r i b u t e  to P u b l i c  r e v i e w  by 

p u t t i n g  m o r e  i n f o r m a t i o n  in.t-Q_th°- P u bli.c_.re.c.ord ■

R e s p o n s e : T h i s  s t a t u t e  w a s  d e s i g n e d  to i m p r o v e
p o l i c y  e x e c u t i o n / not d e v e l o p m e n t  or review. However, 

it is p o s s i b l e  to a m e n d  this l e g i s l a t i o n  b y  r e q u i r i n g



t h e  C o m m i s s i o n e r  to  m a k e  a s u m m a r y  of a m a j o r  s e t t l e m e n t  
p u b l i c .  (Since s e t t l e m e n t s  c o v e r e d  b y  KB 541 i n v o l v e  
t a x  years five y e a r s  prior, s u c h  a p r o v i s i o n  s h o u l d  not 
j e o p a r d i z e  c u r r e n t  m a r k e t  i n f o r m 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  has p r o p o s e d  a d d i n g  s e c t i o n s  
p e r t a i n i n g  to i n t e r e s t  rates a n d  l e g i s l a t i v e  o v e r s i g h t  
m e a s u r e s  for HB 541. W h i l e  l e g i s l a t i v e  o v e r s i g h t  c a n  i m p r o v e  
the S t a t e ' s  p o l i c y  f o r m u l a t i o n a n d  r e v i e w , t h e  e s s e n c e  o f  HB 

541 d e a l s  wi t h  p o l i c y  e x e c u t i o n . P o s t - s e t t l e m e n t  l e g i s l a t i v e  

r e v i e w  is n o  s u b s t i t u t e  f o r  s t a t u t o r y  g u i d e l i n e s  for the 
e x e c u t i o n  o f  m a j o r  oil a n d  gas r e v e n u e  d i s p u t e  s e t t l e m e n t s .

T h i s  a n a l y s i s  s u p p o r t s  the c o n c l u s i o n  that t h e  n e e d  for 
codified, internal, i n d e p e n d e n t  r e v i e w  o f  m a j o r  o i l  a n d  gas 
r e v e n u e  di s p u t e s  o u t w e i g h s  the a r g u m e n t s  a g a i n s t  HB  541. In 
v i e w  o f  the a m o u n t s  at i s s u e  in o u t s t a n d i n g  c a s e s  and the 
d o c u m e n t e d  q u e s t i o n s  c o n c e r n i n g  p a s t  s e t t l ements, I b e l i e v e  
H B  541 s h o u l d  b e  e n a c t e d  th i s  year.

. o -.



From the desk of chard A. Fineberg 401 8th St. - A p t 208
u«/7eau, Alaska 99801 tel 907 / 463-3568

Via Telefax —  Return Phone or Fax 907/463-3568

To: Rep. S a m  Cotten

S p e a k e r  of the H o u s e

Date: A p r i l  19, 1990

Fax#: 907 / 465-2418 No. of Sheets (including this sheet): 3

Re: E f f e c t s  of F l o a t i n g  I n t e r e s t  R a t e s

L a s t  n i g h t  y o u  r e q u e s t e d  t a b l e s  c o m p a r i n g  the e f f e c t s  of 
a p p l y i n g  d i f f e r e n t  in t e r e s t  r a t e s  to a  $100,000 o u t s t a n d i n g  
t a x  b a l a n c e .  T h e  a t t a c h e d  t a b l e s  i n d i c a t e  that:

T a b l e  l . Ov e r  the last f i v e  years, the D e p a r t m e n t  of 

R e v e n u e ' s  p r o p o s e d  int e r e s t  r a t e  of 5% a b o v e  t h e  f e d eral 
funds rate, c o m p o u n d e d  q u a r t e r l y ,  w o u l d  i n c r e a s e  the 
t a x p a y e r ' s  to:*.al p a y m e n t  o n  o u t s t a n d i n g  a s s e s s m e n t  b a l a n c e s  
b y  a p p r o x i m a t e l y  10% o v e r  p a y m e n t s  at t h e  c u r r e n t  s t a t u t o r y  
rate.

T a b l e  2. If the f l o a t i n g  r a t e  p r o p o s e d  b y  D O R  h a d  b e e n  

in ef f e c t  s i n c e  1980, the r e l a t i v e l y  h i g h  int e r e s t  r ates of 
the e a r l y  1 9 8 0 's w o u l d  h a v e  b e e n  r e f l e c t e d  in h i g h e r  t a x p a y e r  
payments. B e c a u s e  t h e  h o l d e r  of th a t  m o n e y  w o u l d  h a v e  b e e n  
a b l e  to  e a r n  a h i g h e r  r e t u r n  o n  t h a t  money, t h e  S t a t e  w o u l d  
h a v e  b e e n  w e l l  se r v e d  b y  t h e  D O R  p r o p o s a l .

To  summarize: B a s e d  o n  t h e s e  data, m y  c o n c l u s i o n  is
that i n  recent y e a r s  the d i f fe rence  between the c u r r e n t  
s t a t u t o r y  12% i nterest r a t e s  and'.the rates, proposed b y  
D e p a r t m e n t  of R e v e n u e  ‘is approximately 10% over a  five-year* period. W h e n  interest r a tes f l u ctuate, t h e  D O R  p r o p o s a l  w i l l  
t r a c k  t h o s e  changes m o r e  a c c u r a t e l y .

T h e s e  a r e  p r e l i m i n a r y  data-. To  e n s u r e  that t h e s e  t a b l e s  
c o r r e c t l y  r e f l e c t  t h e  d a t a  t h e  D e p a r t m e n t  of R e v e n u e  p r o v i d e d  
t he H o u s e  R e s o u r c e s  Committee, I h a v e  r e q u e s t e d  p r o m p t  r e v i e w  
of t h e s e  t a b l e s  by the D e p a r t m e n t  of R e venue.



Date 12% Simple 12% Compound 12% Compund 14% Compund 16% Compound Federal Funds +(curt ent law) Annual Quariedy Quarterly Quarterly 5A Compound 
Quarterly1/1/85 100,000 . 100,000 100,000 100,000 : H H M i i l 100,0004/1/857/1/8510/1/85 103,000106,090109,273 103,500107,12,3110,872 104,000108,160112,486 103,250106,477109,8041/1/86 112,000 112,000 112,551 114,752 116,986 H3«2354/1/867/1/8610/1/861/1/87 124,000 125,440

115,927 119,405 122,987 126,677
118,769122,926127,228131,681

121,665126,532131,593136,857
116,632 119,986 123,135 1 :1  126,367 .4/1/877/1/8710/1/871/1/88 P i ; 136,000 140,493

130,477134,392138,423142,576
136,290141,060145,997151,107

142,331148,024153,945160,103
129,685133,089136,749140,5094/1/887/1/8810/1/88,1/1/89 148,000 157,352

146,853 151,259 155,797 r: : i :: i 160,471
156,396161,869167,535173,399

166,507173,168180,094.-187',298 . H i
144,373 148,344 152,609 l l l l l l 56,9964/1/897/1/8910/1/891/1/90 160,000 V  176,234

165,285170,243175,351180,611
179,468185,749192,250198,979

194,790202,582210,68521?,112^§|§§f
161,706166,557171,554

T h is  table com pares the e ffects  o f  s im p le  ve rsu s com pound and floating  interest rates o ve r the last f ive  years . 

A m o unts in  the right hand co lum n are pegged to federa l fund interest rates as reported by Departm ent o f  Revenue .

4/19/90 P R E L I M I N A R Y  D A T A ; S U B J E C T  T O  R E V IS IO N

Page 1



TABLE 2

SIM PLE. COM POUND AND FLOATING INTEREST RATE CO M PA RISQ N SaJW -i/90Date
t n m4/./807/1/8010/1/801/1/814/1/817/1/8110/1/81

12* Kimnfc*

■

125 ComDOund 125 ConiDund 145 Comnund 165 Compound Ouarterlv Federal Funds +(current law) Annual Quarterly
100,000103,000106,090109X7311X551

Ouarlei Iv $ Compound
100,009
112,000

100,000103300 107.1X3 110.872 114.752 118,769 122,926 127X28

100,000104.000108.160112,486116,986

Quarierh:100,900
112,000

100,000104300108,680113,027118.113123,429129X91135,433115,927 119.405 122,987 121.6651263321313931/1/82 124.000 . 1X5,440 126,677 131.681 136,857 141,1894/1/82 130,477 136.290 142331 147,1897/1/82 134392 141.060 148,024 153,44510/1/82 138,423 145.997 153,945 159,1991/1/83 i 36.000 140,493 142376 151,107 160,103 1643724/1/83 146,853 156396 166307 170,1267/1/83 151X59 161,869 173,168 175,86810/1/83 155,797 167335 180,094 181,803148.000 157352 160.471 173399 187X98 1873394/1/84 165X85 179,468 194,790 195,4577/1/84 170X43 185,749 202382 202X9810/1/84 175351 192X50 210,685 2093781/1/85 160,00) 17C>34 180311 198,979 219,112 216,1834/1/85 186,029 205,943 227,877 223X097/1/85 191,610 213,151 236,992 230,18410/1/85 197359 220.611 246,472 2373781/1/86 m ;ooo 197382 203,279 228333 256330 244,7964/1/86 209378 236.324 266384 252,1397/1/86 215,659 244396 277X47 25938810/1/86 222,129 253,157 288337 266,1971/1/87 184,000 221,068 228,793 262,017 299,870 273,1854/1/87 235.657 271.188 311,865 2803567/1/87 242,726 280.679 324340 287,71610/1/87 250,008 290303 337313 295,628: 1/1/88 196.000 ■J. 247396 ; 257308 300.671 350,806 303,7574/1/88 265X34 311.194 364,838 312,1117/1/88 273,191 322,086 379,432 320,69410/1/88 281386 333359 394,609 329,914izi/89 ; 208,000 ■ 277308 289.828 345,027 410393 3393994/1/89 2983X3 357,103 426,809 3493817/1/89 307,478 369,601 443,881 360,06810/1/89 316,703 382337 461,637 370,870I/1TO ... 310385 326X04 395,926 480,102 m m t m  ~
This tabic compares the effects of simple versus compound and floating interest rates over the last ten years. Amounts in the right hand column are pegged to federal fund interest rates as reported by Department of Revenue.4/19/90 PRELIMINARY DATA; SUBJECT TO REVISION
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D e p a r t m e n t  of  Revenu e C o m m e n t s  

H ou se Finance C o m m i t t e e  

April 19, 1990

The c o mm it te e  1s con si de r i n g  C S H 3  541 ( R e s o u r c e s ) ,  w h i c h  

c u r r e n t l y  e m bo di e s  a n u m b e r  o f  provi sio ns s u g g e s t e d  by the D e p a r t m e n t  

o f  Revenue. The l e g i s l a t i o n  will Improve the p r o c e s s  f o r  r e s o l v i n g  

d i s p u t e s b e t w e e n  the s t a t e and the oil I n d u s t r y  o v e r  b a c k  t axes and 

r oyalties.

S p e c i f i c a l l y ,  the provi sio ns p r o h i b i t i n g  e x t r a  c o n f i d e n t i a l i t y  

In s e t t l e me nt s ,  r e q u i r i n g  d o c u m e n ta ti o n  o f  s e t t l e m e n t s ,  a nd the 

l eg is l a t i v e o v e r s i g h t  p r o v i s i o n  together p r o v i d e  f o r  less s e c r e c y  and 

more a c c o u n t a b i l i t y  t h a n  u nder  the law today. Th is  Is g oo d  p u b l i c  

policy. We n ote t ha t  t h e s e  provis ion s a p p l y  to  tax and r o y a l t y  

d is pute s, bu t not to p i p e l i n e  tariff dis put es.  ~  •

A d d i t i o n a l l y ,  the interest p r o v i s i o n s  i mp ro v e  the " b a c k - t a x e s "  

r e s o l u t i o n  by r e m o v i n g  a d is in c e n t i v e  to pay —  or an I n c e n t i v e  to drag 

o u t  a d i s p u t e  as lon g as possible. The c u r r e n t  I n t e r e s t  p r o v i s i o n  Is 

o u t d a t e d  and  needs r e v i s i o n ;  the rate sh o u l d f o l l o w  the m a r k e t .  The

d e p a r t m e n t  w o u l d  p r e f e r  t h at  the i nterest rate be u n i f o r m  f o r  all

ta xp ay e r s  and  all tax types.

The d e p a r t m e n t  doe s not support the n o t i f i c a t i o n  p r o v i s i o n s  1n

s ec tions 3 (AS 4 3 . 0 5 . 0 6 0 ( b ) )  and 4 (AS 4 3 . 0 5 . 0 7 0 ( c ) ) .  First, p r o g r a m

CSIfB 541 (Resources)



r e s p o n s i b i l i t y  sh ou ld  c lea rly  reside in a s i n gl e  p rog ra m.  To requir e 

n o t i f i c a t i o n  is to Imply shared r e sp o n s i b i l i t y ;  shared r e s p o n s i b i l i t y  

m ea n s  loss o f  a cc o u n t a bi li t y .  Second, g oo d m a n a g e r s  will Invoke the 

p r oc e d u r e s  o u t l i n e d  here 1 n a p p r o p r i a t e  cases, w h e t h e r  o r  not the 

p r o vi s i o n s  a r e  in statute; bad man ag er s  will a v oi d  t he se  g u i d e l i n e s  -- 

or give th em  pr o f o r m a  c om pl i a n c e -- w h e t h e r  o r  not the p r o v i s i o n s  are 

in statute. A t t a c h e d  1s a p r o p o s ed  a m e n d m e n t  d e l e t i n g  this pro vi s i o n ; 

for c o n s i s t e n c y ,  it is d el e t e d  f r o m  the r o y a l t y  p r o v i s i o n  as well as 

the tax pr o v i s io ns .

Finally, a l t h o u g h  the d e p ar t m e n t  is c o m f o r t a b l e  wi th  the 

internal r e v i e w  p r o v i s i o n s  in the bill, the d e p a r t m e n t  doe s not s u p por t 

the seven d ay  r e s t r i c t i o n  on the ab il it y  to a p p r o v e  an a g r e e m e n t .  The 

p r o v i s i o n  m a y  be t o o  r e s t r i c t i v e  in some cases, and w o u l d  not  be long 

e no u g h in o the rs.  Aga in,  p r o g r a m  r e s p o n s i b i l i t y  m u s t  r e s i d e  w i t h  the 

p r o g r a m  ma nag er.  The a t t a c h e d  a m e n d me nt  w o u l d  del e t e th i s  p r o v i s i o n  

f r o m  the two  tax p r o v i s i o n s ,  and, fo r c o n s i s t en cy , a l s o  f r o m  the 

r o y a l t y  p r ovi sio n.



/ JUNEAU. ALASKA 99811-3300
THE LEGISLATURE /

BUDGET AND AUDIT COMMITTEE /

Ap r i l  18, 1990

The Honorable Ronald L. Larson Co-Chairman, House Finance Committee andThe Honorable Lyman F. Hoffman Co-Chairman, House Finance Committee
Dear Co-Chairmen Larson and Hoffman:
The D iv i s ion  of L e g i s l a t i v e  Audit D iv i s io n  has reviewed CS for House B i l l  No. 541 (Resources). The b i l l  provides fo r  t h i s  D iv i s io n ’ s involvement in  the rev iew of the Department o f Revenue's re so lu t ion  o f d isputed taxes and a lso fo r  performance aud i t s  of the Department o f Revenue tax func t ions . We support the involvement of the Audit D iv is ion  in th i s  area, as does Sen .tor K e r t t u la ,  Chairman of the L e g i s l a t i v e  Budget and Audit Committee.
We have proposed amending language to Section 1 o f the b i l l  to b e t te r  def ine the requirements fo r  aud i t  rev iew. The amended language i s  enclosed for your cons idera t ion . The proposed language requ ire s  per iod ic  performance aud i t s  of the tax funct ions of the Department o f  Revenue as opposed to annual a u d i t s .  The Department has a v a r i e t y  of tax programs, and we would env is ion conducting a d e t a i l e d  review annua l ly o f one or two sp e c i f i c  programs. On a ro ta t in g  b a s i s ,  we would cover a l l  tax programs. This w i l l  lessen the impact on the Audit D iv is ion  and b e t t e r  f i t  the purpose 
of performance au d i t s .
The proposed language a lso  inc ludes the re so lu t io n  of disputed r o y a l t i e s  by the Department o f Natura l Resources along w ith the re so lu t ion  of d ispu ted taxes by the 
Department of Revenue.
F in a l l y ,  we have a lso  enclosed a f i s c a l  note to accompany th i s  amended language. The f i s c a l  note provides fo r two Auditor po s i t ion s ,  most l i k e l y  pos i t ioned  in Anchorage to implement the new r e s p o n s i b i l i t i e s .
I f  we can provide any add i t iona l  in format ion , p lease contact me at 465-3830.

Sinp^rely , / n  * /

ftandy Welker 
L e g i s l a t i v e  Auditor 
D iv is ion  o f  L e g i s l a t i v e  Audit

Enclosure



Fairbanks Daily News-Miner, Fain

L e n i e n t  l a w s  
g i v e  o i l  i n d u s t r y  
a  g o o d  t a x  s t a l l
I t ’s a wonder the oil com­

panies complain so much about 
A laska taxes a fed royalties. 
They don’ t pay much of them 
anyway.The Legislature is beginning 
to wrestle again with the prob­
lem of how to make oil com­
panies pay the billions of dollars 
they owe us. The companies’ 
dilatory tactics' in administra­
tive hearings and in court have 
choked the state’s revenue flow 
and put our accounts years be­
hind schedule.Platoons of lawyers are tied 
up in eternal litigation, but 
that’s only today’s problem. The 
logjam sends the wrong signal to

a ll businesses, telling them 
Alaska is a place where they can 
stall the government forever, 
and where the government and 
courts csn’t resolve sophisti­
cated business questions.

According to a legislative re­
port last month, the st-1e and 
Alaska oil companies have more 
than $4-4 billion in .taxes, royal­
ties and pipeline tariff cases, not
Schlkfes Ivtrth Slope oil 'royal­
ties through 1066, and income 
taxes only through 1085. =■

T h is  c o n c e rn s ; J o th e r 
businesses as well. Mining com­
panies are embroiled in similar 
disputes, and whatever “ solu­
tion”  the Legislature devises 
will be read as a sign of Alaska’s 
business climate for the 1900s.

The first steps should prob­
ably be to change lenient state 
laws that allow the large com­
panies to profit from delaying 
their tax payments so long.

California requires taxpayers 
to prepay their taxes in order to 
challenge state assessments, for 
instance, but we do not. One 
change might be to require pre­
payment at some point during a 
lengthy m a jo r assessment appeal.

Late tax payments in Alaska 
bear only a 12 percent interest 
rate, and that’s simple interest, 
not compounded. At times of 
high interest rates the com­
panies are essentially borrow­
ing operating revenue from the 
state at lower than market rates 
when they delay payments to us.

House Bill 519, one of five re­
lated bills considered in House 
Resources Committee hearings 
last week, would raise the in­
te re s t  ra te  to 20 pe rcen t. 
Another solution might be to put 
disputed payments in escrow 
accounts, where the money 
wouldn’ t be available fo r the 
Legislature to spend.

With an escrow account our 
politicians wouldn’t spend the 
money and ’ ater be faced with 
repaying it if they lose in court. 
That’s the situation that impel­
led former Gov. Jay Hammond 
and the 1981 Legislature to re­
peal the separate accounting of 
to rpo rate  income tax, even 
when it was later found to be con­
stitutional.

HB 519 would also require oil 
companies to pay up their back 
taxes before they can buy new 
state oil leases. That would be 
OK as long as they want our new 
oil leases badly enough, .hut 
Alaska bO leases haven’t.' been 
too bat an Jt^^prlbe'pasf, five. Another, proffaioc Jn  HB 5i9 
wWCjd.ekiaburo to i o ffic e .o f 
administrative' adjudication for 
tax disputes, beaded by an admi­nistrative law judge. That could 
be a move in tbe right direction, 
building a judicial expertise in

| business matters.

Most large corporations are 
chartered in Delaware fo r two 
reasons: Delaware’s corporate 
and tax laws are favorable, and 
Delaware’s chancery court is 
skilled and experienced in re­
solving cases of corporate law 
that would overwhelm most 
state judges who handle busi­
ness cases between drunken 
drivers and divorces.

We might not want to be 
another D e law are , but we 
should insist on a top quality 
judiciary and bureaucracy. As 
Delaware shows, efficient gov­
ernment can be a “ resource”  ev­
ery bit as valuable to our eco­
nomy as gold or oil.■ Free-lance journalist F red  P ra tz  
has been covering Alaska business and 
politics fo r the past 18 years.



THE LEGISLATURE
BUDGET AND AUDIT COMMITTEE

M E M O R A N D U M

AUDIT DIVISION 
P.O. BOX W
JUNEAU, ALASKA 99811-3300

DATE: May 3, 1990
TO: The Honorable Bettye FahrenkampAlaska State Senate ••Chair, Senate Resources Committee
FROM: Randy S. WelkerL e g is l a t i v e  Auditor ?

RE: House B i l l  541 C on f id en t ia l i t y  Concerns
We have considered the concerns ra i s e d  over the a b i l i t y  to maintain the c o n f i d e n t i a l i t y  of the aud i t  report provided for in l i n e s  8 through 10 on page 3 o f the referenced b i l l .
We agree tha t no procedure can guarantee the c o n f i d e n t i a l i t y  of information in a w r i t ten  report provided to a l l  members of the L eg is la tu re .  The fewer copies tha t are a v a i l a b le  and the c lo se r  they are con tro l led ,  the b e t te r .  In any event, we would not inc lude con f id en t ia l  information in  a report un less i t  was c r i t i c a l  to understanding a p a r t i c u la r  s i g n i f i c a n t  i s sue . The report we prepare for pub l ic  d i s t r i ­but ion would contain as much information as po ss ib le  without breaching c o n f i d e n t i a l i t y .
The fo l low ing options are provided fo r your cons idera t ion as poss ib le  amendments.

Option 1. Delete the prov is ions that r e l a t e  to a w r i t ten  report contain ing con f id en t ia l  information and add language tha t author izes the L eg i s l a t i v e  Auditor to d i s c lo se  con f id en t ia l  information to a committee of the Leg is la tu re  meeting in execut ive sess ion i f  the commit­tee has adopted procedures to pro tec t the c o n f i d e n t i a l ­i t y  of the information. This procedure would be s im i la r  to the verba l presenta t ion process now fo l lowed by the Resources Committee in meetings with the Executive branch.
Having conducted the aud i t  of the re so lu t ion  o f disputed ro y a l t i e s  and taxes, the L e g i s l a t i v e  Auditor should attend any committee presen ta t ions by the adm in is t ra t ion  to provide an informed and ob je c t ive  perspect ive o n  beha l f  of the Leg is la tu re .



OPTION 1

Page 3, l in e s  9-12 Delete: a u d i t [ s  tha t raay con ta ininformation made co n f id e n t ia l  by AS 43.05.230 and a ve rs ion  of the repo r t  ed i ted  fo r  the p ub l i c ; ]  and [(C)] submit the aud it  [and the unedited report prepared under(B) o f  t h i s  paragraph] to the l e g i s l a t u r e  not l a t e r  than the f i r s t  day of the regu la r  l e g i s l a t i v e  session.
Page 3, a f t e r  paragraph (11) Add: The L eg is la t iv e  Aud ito rmay d is c lo se  in formation made con f iden t ia l  by AS 43.05.230 to a committee of the l e g i s l a t u r e  meeting in  execu t ive sess ion i f  the committee has adopted proce­dures to pro tect the c o n f i d e n t i a l i t y  o f  the in fo rmat ion .

O P T I O N  2

Page 3, paragraph (11)'C) Amended to read: (C) submit theaud i t  and the uned ited report prepared under (B) o f  th i s  paragraph to the [ l e g i s l a t u r e ]  L e g i s l a t i v e  Budget and Audit Committee meeting in  execu t ive  session not l a t e r  than the f i r s t  day o f the regu la r  l e g i s l a t i v e  se s s ion .  Upon approval by the L e g i s l a t i v e  Budget and Audit Committee, the e d i t e d  report s h a l l  be released to  the p ub l ic  and one c o n f id e n t i a l  copy o f  the unedited report s h a l l  be f i l e d  w i th  the Pres ident o f  the Senate and the Speaker of the House o f Representa t ives . The p re s id in g  o f f i c e r s  sh a l l  e s t a b l i s h  procedures to provide f o r  the con f id en t ia l  read ing o f the repo r t  by a member o f  the re spec t ive  body. At the c lo se  o f the l e g i s l a t i v e  se s s ion , the p re s id ing  o f f i c e r s  s h a l l  return the c o n f i ­d e n t i a l  report to the L e g i s l a t i v e  Aud ito r 's  o f f i c e  fo r  permanent f i l i n g .  Subsequent read ings of the r epo r t  by in d i v id u a l  l e g i s l a t o r s  s h a l l  be au thor ized by the e i th e r  p re s id ing  o f f i c e r  or ~the chairman o f  the L e g i s l a t i v e  Budget and Audit Committee under procedures e s ta b l i sh ed  E y t h e  L e g i s l a t i v e  Aud itor and approved by the chairman.

STATE OF ALASKA DIVISION OF LEGISLATIVE AUDIT



Senator Fahrenkamp - 2 - May 3, 1990

Option 2. Amend l i n e s  11 through 13 on page 3 to l im i t  the d i s t r ib u t io n  o f  a report conta in ing con f id en t ia l  information. We sugges t that the report would be approved by the L e g i s l a t i v e  Budget and Audit (LBA) Committee in an execu t ive  se ss ion  presentat ion to members only; however, a f t e r  LBA Committee approval, a copy would be f i l e d  w ith  the P res iden t of the Senateand the Speaker o f the House o f Representat ives. The pres id ing o f f i c e r s  would be requ ired  to e s t a b l i s hprocedures to provide fo r the co n f id e n t ia l  reading ofthe report by a member of the re spec t iv e  body. At the end of each l e g i s l a t i v e  sess ion , the pres id ing o f f i c e r s  should return the c o n f id e n t i a l  copy of the report to  be permanently f i l e d  in  the L e g i s l a t i v e  Auditor 's o f f i c e .  Subsequent readings o f  the report s h a l l  be author izedby e i th e r  presid ing o f f i c e r  or the Chairman o f  the LBA Committee under procedures e s tab l i sh ed  by the L e g i s l a t i v e  Auditor and approved by the Chairman.
In  our opinion, the b e s t  and most r e s t r i c t i v e  option would be to not produce a w r i t t e n  report con ta in ing co n f id e n t ia l  information. We would main ta in  c o n f id en t ia l  records in  the Audit D iv is ion  to support and document our review, our testimony, and the report prepared fo r  pub l ic  d i s t r i b u t io n .
The p ub l ic  report should be able to be w r i t t e n  in  a manner tha t adequate ly informs the reader o f  the po l i c y  is sues  and c r i t i c a l  f ind ing s  and recommendations w ithout the n e c e s s i t y  o f d i s c lo s in g  p ropr ie ta ry  information. The public repo r t  coupled with the con f id en t ia l  presen ta t ion provided fo r  in Option 1 should adequate ly inform the Leg is la tu re .  This approach should provide g rea te r  assurance to the taxpayer and pro tec t the Sta te 's b e s t  in t e r e s t s .

c c : Senator Kerttu laSenator Eliason Senator Frank Senator Halford Senator Sturgulewski Senator Zharoff Representative Cotten
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P R O P O S E D  A M E N D M E N T S  T O  C S H B  5 4 1  ( F i n a n c e )  

( d e a l i n g  w i t h  v a r i o u s  t a x  a n d  r o y a l t y  i s s u e s )

D e p a r t m e n t  of Reve nue  

Hu g h  M a l o n e  M ay 2, 1990

I s u g g es t  some s pe c if i c  a m e nd m e n t s  to HB 541.

Sever al o f  the a m e n d m e n t s  deal on ly  w i t h  c l a r if ic at i o n  or t e c h n i c a l  

c o n f o r m i n g  changes, and a r e  s el f - e x p l a n a t o r y .

The o t h e r  amendments deal with the issues in the bill, and I b e l i e v e  

will both streng the n and s i m p l i f y  the leg islation.

First, I recommend t h a t  the internal r e v i e w  r equired by the bill 

a p p l y  to all settlements o v e r  the t h r e s h h o l d  am o u nt  (which 1 s $ 1 0  m i l l i o n  
in the bill). There does no t seem to be any sense in re q u i r in g r e v i e w  

o n l y  for  set tle men ts that  have "aged" for five or m ore years. O n e  o f  the 

a m e n d m e n t s  wo uld  a c c o m p l i s h  this c o nsis ten cy.

S e con d, I believe t h at  the scope of the se par ate  revi ew s h o u l d  

c l e a r l y  be limited to d e t e r m i n i n g  w h e t h e r  the s e tt le m t  meets t h e  g o a l s  

e s t a b l i s h e d  for the s et tl e m e n t.  T hese  go als  are e st a bli she d e a r l y  in the 

process. It should be c l e a r  that the r e v i e w e r  does n e t  have the 

r e s p o n s i b i l i t y  to set t h e s e  goals a f t e r the f a c t  as part of the r e v i e w  

p ro cess. T here Is a p r o p o s e d  cha nge  to a c c o m p l i s h  this.

Third, b ased on my e x p e r i e n c e  in c o o r d i n a t i n g  int er-agency p r o j e c t s ,

I s t r o n g l y  r e c omm end  that the r e v i e w e r  n ot be req u i r ed  to d e t e r m i n e  

w h e t h e r  there is a p o s s i b l e  a d v e rs e Impact on all the l i tig ati on in w h i c h  

the sta te 1s involved. T h i s  w ou ld not o n l y  be cumbersome, but m a y  

e s t a b l i s h  a d i v i d ed  r e s p o n s i b i l i t y  t hat m ak es  it d if fi c u l t  for e v e n  the 

g o v e r n o r  to d e t erm ine  w hQ  is r e s p o n s i b l e  for the pr oj e c t  m a n a g e m e n t .  I 

am s u b m i t t i n g  language t h a t  w oul d a m e l i o r a t e  this poss 1 bi 1 tv*.

F in all y, I believe t h a t  there should be a u n i f o r m  Interest r a t e  

s ch ed ul e  that applies to all taxes due the state. Setti ng a $1 m i l l i o n  

f l o or  fo r the fl oating r a t e  raises d i ff i c u l t i e s  in a ppl yi ng  the r a t e  to 

d i f f e r e n t  tax types and p e r i o d s .  For exa mple, suppose that a t a x p a y e r  

ow e d  $ 9 0 0 , 0 0 0  for fi s h e r i es  b u s i n e s s license taxes for one o p e r a t i o n ,  a n d  

a n o t h e r  $ 2 5 0 , 0 0 0  for c o r p o r a t e  income tax for a no t h e r  or the s a m e  tax 

year. W o u l d  the fixed r a t e  o r  the f l o a t i n g  rate apply? S i m i l a r l y ,  w o u l d  

the f l o a t i n g  rate apply to an oil p r o d u c e r  w hi ch  o wed $ 1 . 1  m i l l i o n  in oil 

p r o d u c t i o n  tax over 15 d i f f e r e n t  r e p o r t i n g  pe rio ds?  I believe t h a t  t h e  

f l o a t i n g  rate should ap ply  to all taxes due, j us t as the IRS d o e s  now.

An a m e n d m e n t  to a ccom pli sh this is s u bm it te d for the c o m mi tt ee' s 

c o n s i de r a t i o n .  A c o n f o r m i n g  a m e n d m e n t  is o f f e r e d  for the r o y a l t y  

i n te r e s t provision.



Department of Revenue
May 2, 1990

Technical Amend's

O F F E R E D  fN T H E  S E NA T E

TO: C S H B  541 (Fi nan ce)

A M E N D M E N T

Page 3, line 3, a ft er  "the":

In se r t "nex t"

Page 3, line 6 , a f t e r  "and":

I ns er t "the r e s o l u t i o n  of"

Page 3, line 7, a ft er " R e v e nu e"

I n s e r t  " un de r  AS  4 3 . 0 5 . 0 6 0  and 

AS  4 3 . 0 5 . 0 7 0 "

Page 3, line 9:

De le te  "audi ts" , i ns e r t  "audit"

Page 3, line 13, a fte r "the"

I n se r t  "next"

Page 3, 1 ine 24:

D el et e " p e n a l t y  and"

Page 4, line 3, a ft er  " a p p l i c a b l e "

D el e t e  " p e n a l t y  and"

A M E N D M E N T

EF FE C T

C l a r i f i e s  t ha t a u d i t  is to 

be s u b m i t te d p romptly.

C l a r i f i e s  s u b j e c t  o f  

annual a u di t

Same

M ak es c o n s i s t e n t  w ith 

p a r a g ra p h  (A)

C l ar i f i e s  that a u d i t  and 

r e po r t  are to be s u b mitt ed 

p ro m p t l y

T he r e  are no p e n a l t y  

p r ov i s i o n s  for  r o y a l t i es

Same



Department of Revenue
May 2, 1990

Age of Dispute

O F F E R E D  IN T HE SENA TE

TO: C S H B  5*1 (Finance)

A M E N D M E N T

Page 5, lines 18 - 20:

D e l e t e  "and that r ela tes  to a ca len da r 

y e a r  that 1 s five o r  more y e a r s  before 

the c u r r e n t  yea r,"

Page 5, lines 27 - 28:

D el e t e  "and that r elat es to a cal end ar 

y e a r  that Is five o r  m or e y e a r s  befo re 

the c u r r e n t  yea r, "

Page 6 , lines 28 and 29:

D e le te  "and tha t r e la te s  to a c ale nd ar  

y e a r  that Is five o r  more  y e a r s  befo re 

the c u r r e n t  year ,"

Page 7, lines 7 - 9:

D e le t e  "and that r el a t e s  to a ca le nd a r  

y e a r  that Is five o r  m or e  y e a r s  before 

the c u r r e n t  ye a r , "

A M E N D M E N T

e f f e c t

Delete s r e f e r e n c e  to 

age o f  d is pu t e

Same

See above 

See above



Internal R e v i e w

A M E N D M E N T

O F F E R E D  IN T HE  SEN AT E

TO: C S H B  541 (Finance)

A M E N D M E N T  EFFE CT

Page 6 , line 8  af ter  "must"

D e l e t e  " s p e c i f y  the o b j e c t i v e s  of  the 

d e p a r t m e n t ' s "

I n s e r t  " co nt a i n  a s t a t e m e n t  o f  the

C l a r i f i e s  th a t  the 

o b j e c t i v e s  are set by 

the c om mi s s i o n e r ,  not 

by the r e v i e we r

d e p a r t m e n t ' s  o b j e c t i v e s  in the"

Page 6 , line 13:
•

•

D e l e t e  " wh eth er" ; i ns e r t  "how" 

D e l e t e  " ad ve r s e l y "

M o d i f i e s  r e v i e w  o f  o t h e r  

di sputes

Page 6 , line 14:

D e l e t e  " l it i g a t i on ";  ins ert  "revenue Same

< d i s p u t e "

1*
Page 7, line 17 aft er "must"

D e l e t e  " s p e c i f y  the o b j e c t i v e s  o f  the 

d e p a r t m e n t ' s "

I n s e r t  " c o n t a i n  a s t a t e m e n t  of the

C l a r i f i e s  th at  the 

o b j e c t i v e s  are set by 

the c o m m i s s i o n e r ,  not 

by the r e v i e w e r

d e p a r t m e n t ' s  o b j e c t i v e s  in the"

Page 7, line 22 :

i

D e l e t e  " whe t h e r ";  In ser t "how" 

D e l e t e  " a d v e r s e l y "

M o d i f i e s  r e v i e w  o f  o t h e r  

di sputes

Page 7, line 23:

D e l e t e  " l i ti ga t i o n " ;  insert "r evenue Same

di spute"

-“CuU--jrx— a-tKJV c
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May 2, 1990

Tax & R o y a l t y  I n t e r e s t

A M E N D M E N T
O F F E R E D  IN T HE  SE N A TE

TO: C S H B  541 (Finance)

A M E N D M E N T

Page 5, 11nes 9 and 10:

D e l e t e  "and the total a m o u nt  o f  r oy a l t y  

due e xce eds  $ 1 ,0 0 0 ,0 0 0 "

Page 8 , lines 9 and 10, a f t e r  "year":

D el et e a l 1 material

I n se r t  "und er AS 05. 15 .0 9 5 ( c ) ,

AS  34. 45 .4 7 0 ( a ) , and A S  4 7. 23 . 0 2 5"

Page 8 , lines. 14 and 15 a f te r  " qu a r t e rl y"  

D e l et e  all material 

Page 8 , lines 16 - 18:

D e l et e  all material

E F F E CT

D e l e t es  $ 1 , 0 0 0 , 0 0 0  f lo or  

for r o y a l t y  int er es t  

rate

D el e t e s  $ 1 , 0 0 0 , 0 0 0  

f lo o r  fo r tax i n t e r e s t  

Re t a i n s  127. int er es t  

fo r gaming , u n c l a i m e d  

p r o p e r t y  an d c hild  s u p p or t

Same

C o n f o r m s  to sin gl e rate 

set o u t  a bov e



S C S  C S H B  5 4 1  ( F i n )  b y  C o t t e n . . . r e l a t i n g  t o  

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

D e p a r t m e n t s  o f  N a t u r a l  R e s o u r c e s  a n d  

R e v e n u e

For many years, the Legislatu re has 'been in the dark’ about tax 
settlem ents and disputed royalty  payments. The bill, approved by 
the D epartm ents o f Law, N atural Resources and Revenue, m erely has 
L egislative Budget and Audit conduct period ic perfo rm ance audits of 
the tax functions in the Departm ent of Revenue and subm it it to the 
legislature. D isputed Royalty payments w ill be treated in the same 
m anner on an annual basis. Inform ation co llected by the Legislative 
A udito r w ill be treated confidentially .

Additionally, new language prov ides that the departm ents w ill 
advise the Governor when negotiations beg in—and provide him  with 
monthly updates- in  royalty  d isputes over $10 m illion. Any 
com prom ise the departm en t proposes m ust be review ed by the 
Governor p rio r to signature.

Finally, the bill calls for full documentation o f settlem ents or 
com prom ises so that con tinu ity  can be con tinued during possib le 
changes in C om m issioners and/or A dm in istra tions.

„  1  , L  

^ f t f v «• <’•=*•'. . y ,  j & t f  €* ^ r' ’

J ./a h  * lv

J
mi les/3711



ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES 

RESEARCH AGENCY

P .O . Box Y, Slate Capitol Juneau, Alaska 99811-3100 Mail Stop 3100 (907) 465-3991
April 3, 1989

M E M O R A N D U M

TO:
ATTN:

FROM: G i n n y  Fay

Legi sla ti

RE: I n c e n t i v e s L t o  S e t t l e  O u t s t a n d i n g  C o r p o r a t e  T a x  L i a b i l i t i e s

R e s e a r c h  R e q u e s t  8 9 . 3 2 8

You r e q u e s t e d  i n f o r m a t i o n  r e g a r d i n g  p r o c e d u r e s  in o t h e r  s ta t e s  to e n c o u r a g e  

s e tt l e m e n t  o f  s t a t e  in c o m e  t a x  l i a b i l i t i es . You  are  i n t e r e s t e d  in c h a n g i n g  

A l a s ka ' s  c o l l e c t i o n ,  in terest, an d p e n a l t i e s  p r o c e d u r e s  for b u s i n e s s e s  tha t are 

d e f i c i e n t  in p a y i n g  t h e i r  s t a t e  i nc om e  taxes. Y ou  a s k e d  t h a t  w e  d i s c u s s  m e a n s  

of  a c c o m p l i s h i n g  th i s  in l i g h t  o f  p r a c t i c e s  at t he  federal level and in o t h e r  

states. A d d i t i o n a l l y ,  y o u  w a n t e d  to k no w  if o t h e r  st at es  hav e special tax 

cour ts a n d / o r  a d m i n i s t r a t i v e  j u d g e s  to h an dl e  t a x  l i a b i l i t y  cases. You asked 

if o t h e r  s t a t e s  r e q u i r e d  or a l l o w e d  p r e p a y m e n t  o f  l i a b i l i t i e s  p en d in g  the 

ou t c o m e  o f  t a x  l i t ig at i o n .  Yo u are p a r t i c u l a r l y  i n t e r e s t e d  in C a l i f o r n i a ' s  

c o n s t i t u t i o n  and s ta t u t e s  t h a t  r eq u i r e  p r e p a y m e n t  of  any  d i s p u t e d  tax 
l ia b i l i t ie s.

The m a j o r  c o n c l u s i o n s  r e a c h e d  in t his m e m o r a n d u m  are t ha t  the A l a s k a  

L e g i s l a t u r e  c o u l d  e n c o u r a g e  p r o m p t  s e tt l e m e n t  o f  t ax  d e f i c i e n c i e s  by c h a n g i n g  

AS  4 3 . 0 5 . 2 2 5  to s p e c i f y  an i n t e r es t  ra t e  g r e a t e r  t h a n  the p r e s e n t  12 p e r c e n t  

simp le  i n t e r e s t  char ge.  I nt e r e s t  c o u l d  be t i e d  to a f l o a t i n g  fi nancial 

indi.cator--su c h  as the s h o r t - t e r m  T r e a s u r y  Bill r a t e  o r  P rime  r a t e  c h a r g e d  by 

m a j o r  b a n k s - - p l u s  som e p r e m i u m  (p erh aps  t hr ee  to f i v e  per ce n t ) . D o i n g  so w o ul d  

e ns u r e  t h a t  a b u s i n e s s  o wi ng  t h e  s ta te b a c k - t a x e s  d oe s  not r e c e i v e  use o f  its 

tax d e f i c i e n c y  at a b e l o w  m a r k e t  r a t e o f  int ere st.  A l t e r n a t i v e l y ,  A l a s k a  c ou ld  

adopt a p r o c e d u r e  s i m i l a r  to C a l if o r n i a , w h e r e  a n y  d i s p u t e d  t a x  1 iabil"TTTT»s~ 

m u st  be p r e p a i d  in o r d e r  to h a v p _ ,jiiHicia[ s t a n d in g.

F u r t he r  i n c e n t i v e  c o u l d  be p r o v i d e d  by c h a r g i n g  c o m p o u n d  interest on the 

o u t s t a n d i n g  d e f i c i e n c y  ( i n cl ud in q . o e n a l t i e s  and i n t e r e s t  ch a r g e s) . Presen tly , 

T  b u si n e s s  ca n p ay  o f f  th e p r i nci pal  o f  a d e f i c i e n c y  owe d the s ta t e  and 

i n d e f i n i t e l y  appeal its c a s e  in c o u r t  w i t h o u t  p a y i n g  any i n t e r e s t  on o u t­

sta nd in g  p e n a l t y  o r  i nt e r e s t  cha rges. A  c o m p o u n d  i n te re s t  p r o v i s i o n  c o u l d  

d i s c o u r a g e  t h i s  pr ac ti c e .  A n o t h e r  i n c e nt i v e  w o u l d  be to s p e c i f y  t ha t  p e n a l t y  

and i nt e r e s t c h a r g e s  m u s t  be p a i d  b ef o r e  the p r i n c i p a l  of the  d e f i c i e n c y  can 

be reduced.
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c u r r e n t  st atu te,  c o r p o r a t i o n s  m ay  p re pa y  t he  p ri nc ipa l o f  t h e i r  d e f i c i e n c y  

p e n d in g  the o u t c o m e  of t he ir  appeal w i t h o u t  a c c r u i n g  f u r t h e r  i nt e re s t  l i a b i l i ty  

on a l r e a d y  o u t s t a n d i n g  i nte res t and pe na lt y  c h a r g e s - - e f f e c t i v e l y  s t op p i n g  the 

m e t e r  on its liabil ity . On the o th e r  sid e o f  the  issue, o n ce  D O R  has rec eiv ed 

p a y m e n t  of the d e f i c i e n t  p ri nci pal , the a g e n c y  is l i k e l y  to be m u c h  more 

a m e n ab l e  to d e l a y s  in the appeal p r oce ss and has less i n c e n t i v e  to sett le the 

c as e  p r o m ptl y.

For o v e r p a y m e n t s  o f  tax liabil ity , the 12 p e r c e n t  annual i n t e r e s t  ra te  paid by 

the s tate  is an a b o ve  (current) m a r k e t  rate o f  r e t u r n  for a c o r p o r a t i o n .  

fina nci al i n c e n t i v e s  in ca ses  of  d i s p u t e d  tax a s s e s s m e n t s  a p p e a r  to be we  

y>in th e t a x p a y e r ' s  f a v o r . D e p e n d i n g  on one's v i e w p o i n t ,  t h i s  m a y  or m a y  not 

/  a d e s i r a b l e  s t a t u t o r y  objec tiv e. R el at iv e  to A l a s k a ' s  s t a tu te s,  t h e  IRS Tax  

f  Co d e  p r o v i d e s  g r e a t e r  i n ce n t i v e  to se ttl e d i s p u t e s  pr omptly.

T a x  C ou rt s  a n d  A d m i n i s t r a t i v e  P ro c e d u r e s  in A l a s k a  and O t h e r  S t a t es

In A lask a, t h e  a d m i n i s t r a t i v e  p r oce ss for t a x p a y e r s  p r o t e s t i n g  assess men ts,  

p e n a l t i e s  o r  o t h e r  a ctions by the D OR  occu rs at t h e  a g e n c y  level. A n y  t a xp ay e r  

is e n t i t l e d  to a formal h e a r i n g  bef ore  the c o m m i s s i o n e r ' s  o f f i c e  w i t h i n  90 days 

o f  f i li ng  an appeal. T a x p a y e r s  are e n c o u r a g e d  to set tle  d i s a g r e e m e n t s  at an 

informal c o n f e r e n c e  p rio r to the formal hea ring.

If a t a x p a y e r  d i s a g r e e s  with t he formal h e a r i n g  d e c i si on , w i t h i n  30 da ys  of the 

d ec i s i o n ,  h e / s h e  m u s t  file an appeal wi th  the S u p e r i o r  C o u r t  in the d i s t r i ct  

in w h i c h  h e / s h e  resides. D e p a r t m e n t  of Law (DOL) a t t o r n e y s  r e p r e s e n t  the state 

in court. In m o s t  cases, the  c ou r t  recor d an d s u b s e q u e n t  d e c i s i o n  on the 

m e r i ts  of  t he  appeal is b a sed  e n t i r el y  on i n f o r m a t i o n  p r o d u c e d  at the  agen cy 

he ari ng.  To  i n t r od uc e  ne w ma ter ial  for r e v i e w  by t he court, t h e  t a x p a y e r  must 

fi le  a m o t i o n  fo r a de nqyo trial, w hi ch  the c o u r t s  h ave t r a d i t i o n a l l y  been 

v e r y  r e l u c t a n t  to accept.

O t h e r  sta tes  ha v e  e s t a b l i s h e d  a v a r i e t y  of a g e n c i e s  and r e v i e w  p r oc e d u r e s  for 

r e v e n u e  d e p a r t m e n t  rulings. A t t a c h m e n t  C c o n t a i n s  a c o m p r e h e n s i v e  s ta te by 

s ta t e  c o m p i l a t i o n  o f  t hes e a g e n c i e s  and d e s c r i p t i o n s  of  e a c h  st at e ' s  appeal 

pr o c e du re s.  In t wo  states an d the D is t r i c t  o f  C o l u mb ia ,  special t ax  court s 

w i t h  ju di c i a l  s t a t us  have  b e e n  e s t a bl is he d .  A d m i n i s t r a t i v e  r e v i e w  boards, 

w h i c h  p r o v i d e  a r e v i e w  o f  tax  r uli ngs  b e f o re  a ny  r e c o u r s e  to t h e  courts, have

C
2
A  de n o v o  trial m ea ns  t ry i n g  a m a t t e r  anew; the sa m e  as if it had not 

been h ear d b e f o r e  and as if no d e c i s i o n  had b e e n  p r e v i o u s l y  r en der ed.
\
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You r e q u e s t e d  i n f o r m a t i o n  r e g a r d i n g  p r o c e d u r e s  in o t h e r  s ta te s  to e n c o u r a g e  

s e t t l e m e n t  o f  s t at e  i nc om e  t a x  l i a b i l i t i es . Y ou  are i n t e r e s t e d  in c h a n g i n g  

A l a s k a ' s  c o l l e c t i o n ,  inte res t, and p e n a l t i e s  p r o c e d u r e s  f o r  b u s i n e s s e s  t h a t  are 

d e f i c i e n t  in p a y i n g  t h e i r  s t at e  inc o m e  taxes. You a sk ed  t h a t  w e  d i s c u s s  m e a n s  

o f  a c c o m p l i s h i n g  this in l i g h t  o f  p r a c t i c e s  at t h e  federal level STid in o t h e r  

states. A d d i t i o n a l l y ,  y o u  w a n t e d  to kn ow  if o t h e r  s t a t es  h a v e  special ta x 

co u r t s a n d / o r  a d m i n i s t r a t i v e  j u d g e s  to h a n d l e  t a x  l i a b i l i t y  cases. Yo u a sked  

if o t h e r  s t a t e s  r e q u i r e d  o r  a l l o w e d  p r e p a y m e n t  o f l i a b i l i t i e s  p e n d i n g  the 

o u t c o m e  o f  t a x  l i ti ga ti on .  You a re p a r t i c u l a r l y  i n t e r e s t e d  in C a l i f o r n i a ' s  

c o n s t i t u t i o n  and s t a t u t e s  t ha t r e q u i r e  p r e p a y m e n t  o f  a ny  d i s p u t e d  t ax 
l ia b i l it ie s.

The m a j o r  c o n c l u s i o n s  r e a c h e d  in this m e m o r a n d u m  are t h a t  t h e  A l a s k a  

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

A S  4 3 . 0 5 . 2 2 5  t o  s p e c i f y  an i n t e r e s t  rate g r e a t e r  than th e p r e s e n t  12 p e r c e n t  

si mp l e i n t e r e s t  charge. I n t e r e s t  c ou ld  be t i e d  to a f l o a t i n g  f in an cia l 

i n d i c a t o r - - s u c h  as the s h o r t - t e r m  T r e a s u r y  Bill r a t e  or P r i m e  ra te  c h a r g e d  by 

m a j o r  b a n k s - - p l u s  some p r e m i u m  ( per hap s t h r e e  t o  f i v e  p e rc en t) . D o i n g  so w o u l d  

e n s u r e  th a t  a b u s i n es s  o w i n g  t h e  s t a t e  b a c k - t a x e s  does no t r e c e i v e  use o f  its 

t ax  d e f i c i e n c y  at a b e l o w  m a r k e t  ra te  of  in ter est . A l t e r n a t i v e l y ,  A l a s k a  c o u l d  

a do pt a p r o c e d u r e  s i m i l a r  to C a li fo rn ia ,  w h e r e  a n y  d i s p u t e d  t ax  1 i a b i f i t i e s  

mu s t  be p r e p a i d  in o r d e r  to havp-juriicial st a n d i ng .

F u r t h e r  i n c e n t i v e  c ould  be p r o v i d e d  by c h a r g i n g  c o m p o u n d  in t e r e s t  on the 

o u t s t a n d i n g  d e f i c i e n c y  ( i nc l u d i n g  p e n a l t i e s  and  i n t e r e s t  c ha r g e s ) .  P re s e n t l y ,  

T  b us i n e s s  c a n  p ay  o f f  t he  pri nci pal  o f  a d e f i c i e n c y  o we d  the s t a t e  and 

i n d e f i n i t e l y  appeal its c a s e  in c o u r t  w i t h o u t  p a y i n g  a ny  i n t e r e s t  on o u t­

st a n d i n g  p e n a l t y  o r  i n t e r e s t  c har ges . A  c o m p o u n d  i n te r e s t p r o v i s i o n  c o u l d  

d i s c o u r a g e  t h i s  pr ac t i c e.  A n o t h e r  i n c e n t i v e w o u l d  be to s p e c i f y  t h a t  p e n a l t y  

and i n te r e s t c h a r g e s  m u s t  be pa i d  b e f o re  the p r i n ci p a l  o f  th e d e f i c i e n c y  can 

be reduced.



I n te r e s t R a t e  an d P e n a l t y  S c he d u l e s

A l a sk a  S t a t u t e  4 3 . 0 5 . 2 2 5  s pe c i f i e s  a 12 p e r c e n t  (simple) i n t e r e s t  rate to be 

c ha r g e d  on d e l i n q u e n t  taxes. AS  4 3 . 0 5 . 2 2 0  a s s i g n s  an a ddi t i o na l civil p e n a l t y  

o f five p e r c e n t  o f  the d e l i n q u e n c y  per m o n t h  for  f ai l u r e  pay  t a x e s or file the 

p ro p e r  form s. T h e  p e n a l t y  m a y  not e x ce ed  25 p e r c e n t  o f  th e o u t s t a n d i n g  

d ef i c i e n c y .  I n t e r e s t  and p e n a l t y  c ha rge s b eg in to a c c r u e  f r o m  th e d ue  d a t e  of 

the r e t u r n  (in c a s e s  of  f a i l u r e  to file) or f r o m  the d at e  the r e t u r n  is f i l e d  

(in c as es  o f  u n d e r p a y m e n t  o f  taxes). C on v e r s el y,  th e s t at e is r e q u i r e d  to 

be gin  p a y i n g  1 2  p e r c e n t  annual in ter est  on a ny o v e r p a y m e n t  o f  c o r p o r a t e  i nc om e  

taxes if t he  t a x p a y e r  doe s not r e c e i v e  a r e t ur n  w i t h i n  90 d ay s  o f  filing. No ne  

of the n a t i o n a l  t ax  o r g a n i z a t i o n s  w e  c o n t a c t e d  w e r e  abl e to s u p p l y  a central 

c o m p i l a t i o n  o f  i n t e r e s t  and p e n a l t y  c har ges  in o th er  states.

T he  Internal R e v e n u e  S e r v i c e  (IRS) ch ar ge s  a v a r i a b l e  i n t e r es t  rat e on 

d e l i n q u e n t  t a x e s  b ased  on the s h o r t - t e r m  federal T r e a s u r y  Bill ra te  for a g i v e n  

quarter. F o r  d e f i c i e n c i e s ,  t he ra te  c h a r g e d  is the 90 d a y  T-Bill rate plus 

t hr ee  p e r c e n t a g e  points. F or o v e r p a y m e n t s  (refunds), it is the  T-Bill rat e 

plus two p oin ts.  T h e  IRS d a t e  o f  c l ai m  p r ov i s i o n s  are t he  sa m e  as Al as ka ' s .  

( A t ta c h m e n t  A  is H o u s e  R e s e a r c h  A g e n c y  m e m o r a n d u m  87.313, w h i c h  i nclu de s c o p i e s  

o f  the  r e l e v a n t  A l a s k a  and federal laws.) A l a s k a  is a s i g n a t o r y  to th e federal 

T ax  E c o n o m i c  Fiscal R e s p o n s i b i l i t y  Ac t (TEFRA), w h i c h  a l lo ws  t he  s t a t e 's  

D e p a r t m e n t  o f  R e v e n u e  (DOR) to a dop t m o s t  p r o v i s i o n s  o f  the IRS Ta x Code. 

A l a s k a ' s  t r e a t m e n t  o f  d e f i c i e n c i e s  and r e fun ds is an o b v i o u s  d e p a r t u r e  f ro m the 

IRS a pp roa ch.

A c c o r d i n g  to Carl Meyer, D OR  c h i e f  o f  A u d i t  A p p e a l s,  o ne  f a c t o r  tha t acts as 

a d i s i n c e n t i v e  for  p r om p t  s e t t l e m e n t  and p a y m e n t  o f  o u t s t a n d i n g  t ax  d e f i c i e n­

cies is t h e  s i m p l e  i nt e r e s t rat e c ha r g e d  by the state. A  t a x p a y e r  m u s t  appeal 

a s tat e a s s e s s m e n t  o f  tax d e f i c i e n c y  wi t h i n 60 d ays o f  the m a i l i n g  d a t e  o f  the 

d e p a r t m e n t ' s  n o t i c e  of  a c t i o n (see A t t a c h m e n t  B for  d e t a i l s  o f  the ap pe al s 

p r o ce d u r e ) .  O n c e  a r e q u e s t  f or  appeal is filed, it is c o m mo n  for a c o r p o r a t i o n  

to pay  o f f  t h e  prin cip al o f  t he  d e f i c i e n c y  p en d i n g  the o u t c o m e  o f  the  appeal 

process.

T he  p r o b l e m  w i t h  th is  is t h a t  th e state' s a s s e s s m e n t  of  b a c k - t a x e s  ( f o ll o w i n g  

an audit) g e n e r a l l y  o c cu r s  several mon th s a f t e r  the c o m p a n y  has f iled its 

return. T hus , a d e l i n q u e n t  t a x p a y e r  owes the pr incipal o f  the d e f i c i e n c y  as 

well as i n t e r e s t  a c c r u e d  and any  p e n a l t y  c h a r g e s  a s s e s se d by the DOR. U n d e r
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In A l a s k a ,  c o r p o r a t i o n s  are re qui re d to p r e p a y  t h e i r  e s t i m a t e d  tax 

l i a b i l i t y  on a q u a r t e r l y  basis. C o r p o r a t i o n s  m a y  file  for an e x t e n s i o n  o f  up 

to six m o n t h s  on t h e i r  annual r e tu rn  de ad l i n e . If a s u b s e q u e n t  D O R  a ud it  

re ve al s  t h a t  t h e  c o r p o r a t i o n  p r e p a i d  less tha n 90 p e r c e n t  o f  its annual tax  

liabil ity , D O R  a ss es se s  a p e n a l t y  o f  up to 25 p e r c e n t  o f  the  o u t s t a n d i n g  

d e fi c i e n c y .  T h u s  it is c o m m o n  f or  d e f i c i e n t  t a x p a y e r s  to ha v e  a c c r u ed  

s u bs ta nt i a l  p e n a l t y  and i n t e r e s t  c ha r g e s  b e f o r e  fili ng an appeal.
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c u r r e n t  st atu te,  c o r p o r a t i o n s  m a y  p r e p a y t he  pr in c i p a l o f  t h e i r  d e f i c i e n c y  

p e n di n g  the o u t c o m e  o f  t h e i r  appeal w i t h o u t  a c c r u i n g  f u r t h e r  i n t e r e s t  l i a b i l i t y  

on a l r e a d y  o u t s t a n d i n g  i n t e r e s t  and p e n a l t y  c h a r g e s - - e f f e c t i v e l y  s t o p p i n g  the

m e t e r  on its l i a b i li ty .  On the o th er  side o f  the issue, o n c e  D O R  has r ec e iv e d

p a y m e n t  o f  the d e f i c i e n t  p ri nc ip al ,  the a g e n c y  is l i k e l y  to be m u c h  m o r e  

a m e n a b l e  to d e l a y s  in the appeal p r o c e s s and has less i n c e n t i v e  to s et tl e  the 

case p r o m p t l y .

For o v e r p a y m e n t s  of  t ax  li ab il i t y ,  the 12 p e r c e n t  annual i n t e r e s t  r ate paid  by 

\  the s t at e is an a b ov e (c urrent) m a r k e t  rate o f  r e t u r n  f o r  a c o r p o r a t i o n .

\  fi nan cia l i n c e n t i v e s  in c a s es  o f  d i s p u t e d  tax a s s e s s m e n t s  a p p e a r  to be wei 

n the t a x p a y e r ' s  f a v o r . D e p e n d i n g  on o ne 's v i e w po in t,  thi s m a y  o r  m a y  not 

/  a d e s i r a b l e  s t a t u t o r y  o bj ec t i v e .  R e l a ti ve  to A l a s k a ' s  s t a t u t e s,  the IRS Tax

f  Code p r o v i d e s  g r e a t e r  i n c e n t i v e  to s et t l e  d i s p u t e s  p r o mpt ly.

T a x  C o u r t s  and A d m i n i s t r a t i v e  P r o c e d u r e s  in A l a s k a  and O t h e r  S t a t e s

In A l a s k a,  t he  a d m i n i s t r a t i v e  pr oc e s s  for t a x p a y e r s  p r o t e s t i n g  as ses s m en ts , 

p e n a l t i e s  or  o t h e r  a ct i o n s  by  the D OR  o c cu r s  at the a g e n c y  level. A n y  t a x p a y e r  

is e n t i t l e d  to a formal h e a r i n g  be fo re  th e c o m m i s s i o n e r ' s  o f f i c e  w i t h i n  90 days 

o f  f i l i n g  an appeal. T a x p a y e r s  are e n c o u r a g e d  to s e tt l e  d i s a g r e e m e n t s  at an 

informal c o n f e r e n c e  p r i o r  to the formal hearing.

If a t a x p a y e r  d i s a g r e e s  w i t h  t he formal h e a r i ng  d e ci si on ,  w i t h i n  30 da y s  o f  the 

d ec i s i o n ,  h e / s h e  m u s t  file an appeal w i t h  th e S u p e r i o r  C o u r t  in the d i s t r i c t  

in w h i c h  h e / s h e  re sid es . D e p a r t m e n t  of La w (DOL) a t t o r n e y s  r e p r e s e n t  the s tat e 

in court. In m o s t  cases, the  c o u r t  re c o r d  and s u b s e q u e n t  d e c i s i o n  on the 

m e r it s  o f  t he  appeal is b as ed  e n t i r e l y  on i n f o r m a t i o n  p r o d u c e d  at the a gen cy  

hear in g.  To i n t r o d u c e  n e w  ma te ri a l  for r e v i e w  by t he  court, t he  t a x p a y e r  mus t 

file a m o t i o n  f o r  a de n ov o trial, w h i c h  the c o u r t s  h a v e  t r a d i t i o n a l l y  been 

ve r y  r e l u c t a n t  to accept.

O t h e r  s t a te s  have  e s t a b l i s h e d  a v a r i e t y  o f  a g e n c i e s  and r e v i e w  p r o c e d u r e s  for 

r e v e n u e  d e p a r t m e n t  rul ing s. A t t a c h m e n t  C c o n t a i n s  a c o m p r e h e n s i v e  s t a t e  by 

stat e c o m p i l a t i o n  of  t h e s e  a g e n c i e s  and d e s c r i p t i o n s  o f  eac h s t a te 's  appeal 

p r o ce d u r e s .  In t w o  st at es  a nd t he  D i s t r ic t  o f  C o l u m b i a ,  special ta x c ou r t s  

w i t h  j u d i c i a l  s t a t u s  ha v e  bee n e s t a b l i s h e d .  A d m i n i s t r a t i v e  r e v i e w  boards, 

w h i c h  p r o v i d e  a r e v i e w  o f  t a x  r ul i n g s  b e f or e any  r e c o u r s e  to t h e  courts, have

C 2
A  de n o v o  trial ir.eans t r y i n g  a m a t t e r  anew; the s a m e  as if it had not 

been  h e a r d  b e f o r e  and as if no d e c i s i o n  had been p r e v i o u s l y  r e n der ed.
\
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been se t up in tw e n t y  states. Four st ate s r e q u i r e  an i n d e p e n d e n t  r e v i e w  by a 

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

r e v i e w  but d o e s  not a d m i n i s t e r  th e tax in d i sp ut e.  In t he  r e m a i n i n g  s tat es  

( in cl ud i n g  A l a s k a ) ,  th e t a x  c o l l e c t i n g  a g e n c y  i t se lf  c o n d u c t s  t h e  review. 

Eleven s t a t e s  have mo re  t ha n  on e a d m i n i s t r a t i v e  r e v i e w  agency, w h e r e  a s e p a r at e  

p r o p e r t y  tax r e v i e w  boa rd has been e s t a b l i s h e d  to h a nd le  p r o p e r t y  t a x  appeals. 

Se ven  s t a t e s have i n s t i t u t e d  small c la i m s  p r o c e d u r e s  to h a n d l e  s om e  t a x p a y e r  

c om pl a i n t s .

A c c o r d i n g  to Carl Meyer, th e appeal pr oc e s s  in A l a s k a  w o r k s  f a i r l y  e f f i c i e n t l y .  

It is l i k e l y  tha t e s t a b l i s h m e n t  o f  a special tax a pp ea l s  c o u r t  w o u l d  s i m p l y  

cr e a t e a l a r g e  back log  o f  c a se s  by ad d i ng  to t he  DOL w o r k l o a d .  A u d i t o r s  f ro m  

D OR  w o u l d  h a v e  to e d u c a t e  DOL a t to r n e y s  on the a c co u n t i n g  c o m p l e x i t i e s  o f  each  

case  i ns t e a d  o f  o n l y t h o s e  t ha t are a p p e a l e d  to the S u p e r i o r  Court.

P r e p a y m e n t  o f  L i a b i l i t i e s  P e n d i n g  the  O u t c o m e  o f  T a x  L i t i g a t i o n

In Alas ka,  t a x  d ef ic i e n c i e s ,  p e n a l t i e s  and i n t e r e st  need no t be paid p r i o r  to 

a p p e a l i n g  a t a x  de f i c i en cy .  F o r  federal taxes, once  the IRS has c o n d u c t e d  an 

audit o f  a t ax  re tur n and iss u e d  a n o t i c e  o f  d e f i c i e n c y  to t h e  t a x p a y e r ,  h e / s h e  

has 90 d a y s  in w h i c h  to appeal the case to a U.S. T a x  Cour t. If the  c a s e  is 

a pp ealed, t h e  IRS c a nn o t  issue an a s s e s s m e n t  until the c a s e  is d e c i d e d  in 

court, but  t h e  t a x p a y e r  m a y  p r e p a y  the d e f i c i e n c y  p e n d i n g  th e o u t c o m e  o f  the 

case. (There is no s u s p e n s i o n  o f  in te r e s t  accrual until all c h a r g e s  ar e paid).

If the c a s e  is not appea led , the  IRS issues an a s s e s s m e n t  ( a f t e r  t he 9 0  day 

peri od is up) w h i c h  m us t  be paid. O n c e  p a y m e n t  is made, t h e  t a x p a y e r  has six 

m o n t h s  in w h i c h  to file an o riginal ac t i o n  in federal D i s t r i c t  C o u r t  f or  a 

refund. In l a y m a n ' s  terms, a t a x p a y e r  m u s t  p a y  b e f o r e  h e / s h e  can s ue  f or  a 

refund.

In C a l i f o r n i a ,  all t a x p a y e r s  c an  d i s p u t e  s t a t e  tax a s s e s s m e n t s .  In o r d e r  to 

d is p u t e  a t a x  a s s e s s m e n t  in Cal if or ni a ,  h ow e v e r , a t a x p a y e r  m u s t  ha v e  p ai d  the-’ 

di s p u t e d  tax. A c c o r d i n g  to G l e n n Rigby, c h i e f  c ounsel. C a l i f o r n i a  F r a n c h i s e  

lax Board, t h i s  f e a tu re  t e n d s  to d i s c o u r a g e  c h a l l e n g e s  to t ax  a s s e s s m e n t s  and 

is in m a r k e d " c o n t r a st to A l a s k a ' s  p r o c e dure! As m e n t i o n e d  above, in A l a s k a  

d i s p u t e d ~ T a x e s  do not h av e  to be paid an d t he simple, f i x e d  i n t e r e s t  r a t e "  

^charged e s s e n t i a lly r e s u lt s in a r e l a t i v e l y  l o w - m t e r e s t  Tffari to c o r p o r a t i o n s  

■WfiTie t a x es  a r e  in dis put e. P r e p a y m e n t  o f  t ax e s  e n c o u r a g e s  r a pi d  s e t t l e m e n t .  

C a l i f o r n i a ' s  p r e p a y m e n t  r e q u i r e m e n t  is e s t a b l i s h e d  in sfafe~ c o n s t i t u t 1 w ~ a ~ s ~  

well a s s t a t u t o r i l y! S ee  A t t a c h m e n t  D f o r  p e r t i n e n t  s e c t i o n s .

A c c o r d i n g  to L i n d a  S pen cer , s t a f f  a t t o r n e y  w i t h  the  N ational A s s o c i a t i o n  o f  Tax 

A d m i n i s t r a t o r s  (NATA), m o s t  sta te s a l l o w  p r e p a y m e n t  of  t a x  d e f i c i e n c i e s  and 

m a n y  r e q u ir e  full p a y m e n t  o f  all c h a rge s b e f o r e  a l l o w i n g  a t a x p a y e r  t o  f ile
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suit fo r a refund. N o n e  o f  the national t ax  o r g a n i z a t i o n s  c o n t a c t e d  had 

c o mp i l e d  a c e n t r a l i z e d  l is t o f  s tate laws or  r e g u l a t i o n s  g o v e r n i n g  p r e p a y m e n t  

of  tax l i a b i l i t i e s  p e n d i n g  t h e  o ut c o m e  of  l i t i g a t i o n .  A t t a c h m e n t  E c o n t a i n s 

two a r t i c l e s  sent by N A T A  on this issue.

* * *

I hope w e  hav e p r o v i d e d  e n o u g h  i n f o r m a t i o n  for  y o u r  p u r p o s e s ;  t he se  are 

tech nic al issues. If y o u  h a v e  f u r t h e r  q u e s t i o n s ,  I s u g g e s t  y o u  call Carl M e y e r  

at 4 6 5 - 2 3 4 3 .  He is v e r y  k n o w l e d g e a b l e  on  t h i s  s u b j e c t  and p a t i e n t  in 

e x p l a i n i n g  t h e  i nt r i c a c i e s  o f  tax pr o v i s io ns .

A t t a c h m e n t s

C



The three pr ovi si on s  o f  C S H B  541 ( F i n a n c e )  t h a t  m i g h t  be d e le te d  

Include the f o l l o w i n g  p u r p o se s In e ac h  s e c t i o n .  T hese p r o v i s i o n s  are 

Imp ort ant  to the purp ose  o f  the l e g i s l a t i o n .

Before the pr ovi si on s  are del ete d, the  a d v o c a t e s  of  d e l e t i n g  these 

pu rposes shou ld be a ske d to e xp la i n  to the c o m m i t t e e  wh y 1 t Is not In the 

public In te r e s t  to have these p u r p o s e s  set o u t  In the law. S inc e there 

are vario us provisio ns,  It Is I m p o r t a n t  to  a d d r e s s  each Issue 

separately.

PURP OSE  A G E N C Y  SEC. PAGE LINE

1) R E Q U I R E S  M A I N T A I N I N G  FU L L  N A T  R E S  4 5 1-3

D O CU M E N T A T I O N  OF  A SET TLE MEN T. TH I S  R EV  6  6  2 1- 22

A L LO W S  THE L E G I S L A T IV E A UDI TOR , A R E V  7 8  2- 3

S U BS E Q U E N T  C O M M I S S I O N E R  O R  O T H E R

A U T H O R I Z E D  P E RS ON  TO D E T E R M I N E  W H A T  

H AP PE NE D  A N D  WHY.

2) P R OH IB IT S  E X T E N D I NG  N A T R E S  4 4 2 4 - 2 9

C O N F I D E N T I A L I T Y  FOR S E T T L E M E N T  R L V  6  6  18-21

P R O V I S IO NS  IN EXCESS O F  T H A T  W H IC H R E V  7 7 27-29;

IS P R O V I D E D  IN THE LAW. A G A I N , T H I S  8  1

AL LO W S THE L E GI S L A T I V E  AUD ITOR, O R

O TH E R  A U T H O R I Z E D  PER SON  ACCE SS.  IN 

AD DITION, ITEMS THAT  TH E LA W D OES 

NOT R EQ U I R E  TO BE C O N F I D E N T I A L  

W OU LD  BE A V A I L A B L E  FOR P U B L I C  

INFORMATION.

3) R E Q U I R ES  N O T I F I C A T I O N  O F N A T  R E S 4 3 2 1 - 2 9

G O VE R N O R  FOR ANY  M A J OR  S E T T E L E M E N T REV 6 5 16-23

N E GO T IA TI O N S

4) R E Q U I R E S " COO LIN G OF F"  PE R I OD N AT  RE S 4 4 2 1 -2 3

FOR M AJ O R  S E TT L E M E N T  A G R E E M E N T S REV 6 6 15-17

7 7 2 4 -2 6

5) R E QUI RE C O M M I S S I O N E R  TO 

ESTAB LIS H A N  I N D E P E N D E N T  I NT ER NA L 

R E V I E W  O F  A N Y  M A J O R  S E T TL E M E N T S  

BEFOR E THE S E T T L E M E N T  IS C A R R I E D  

OUT.
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REV 6 6 1-14
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From the desk of ft I R ichard A. Fineberg 401 8th St. -  Apt. 208 
If Juneau, Alaska 99801 tel 907 / 463,3568

To: Senator Bettye Fahrenkamp, Chair Date: May 4, 1990
Senate Resources Committee

fie: HB 541 (Oil and Gas Revenue Disputes)

One of the three principal challenges to this bill raised in your committee 
Wednesday1 concerns Secs. 4,6 and 7, which are virtually identically-worded sections 
calling for internal, independent review of major oil and gas revenue dispute settlements.
I was asked this question: Since an independent review of the TAPS settlement in 1985 
did not enable policy makers to identify problems subsequently revealed, how would the 
LB&A report and settlement review procedures help? This question is particularly relevant 
to the State's royalty litigation, in which settlement efforts are active, a large number of oil 
companies are involved and confidentiality limits the field of players to an extremely 
narrow group. After I deal with TAPS and other past cases, I will return to the royalty 
case.

I. TAPS
In my report to the Legislature in February, I included a supplementary study of the 

1985 TAPS settlement In that study I documented twenty examples of omission, 
misinformation, needlessly obscure and delayed presentations that hampered policy makers 
in their review of the settlement of what has been called the largest and most complicated 
piece of rate-making litigation in the history of the United States. On the bases of the 
documentary history of the TAPS case, here is why I believe the internal, independent 
review proposals of HB 541 would be responsive to the problems I have identified:

1. Unlike the internal, independent review proposed in Secs. 4. 6 and 7 of HB 
541. the TAPS settlement study by Connie Barlow in 1985 was a POST-settlement 
analysis. Ms. Barlow was retained by the Legislature in mid-February 1985, 
approximately a week after the settlement was formally signed with ARCO. Faced with 
something of a fait accompli, her charge was not to pass judgement on the settlement and 
her report explicitly refrained doing so.

2. The assignment of a knowledgeable LB&A staff person and the statutory 
mandate for independent, internal analysis will provide a more healthy institutional 
framework than Barlow encountered. From my reconstruction of the TAPS record, I 
believe Barlow may have been unaware (or gave too little recognition to the fact) that prior 
to her retainer, State economists from various agencies who were questioning the 
settlement had been admonished by the Chief of Staff on the eve of the formal signing.
1 The other tw o  m ajor questions, as I understand them, w ere : (1 )  H o w  can co n fid en tia lity  be preserved? and

(2 ) Is  the $ 1 m illio n  flo o r on a floating  interest rate equitable? W h ile  M essrs. W e lk e r and M alone should 
serve you better than I on these tw o question , I th ink it is  appropriate fo r me to take on the settlement 

re v iew  question . U n lik e  the others, I have  some first-hand fa m ilia r ity  w ith  a ll three o f  the m ajor 

settlem ents since  1985. A sid e  from  yo urse lves as distant o bse rvers . I be lieve  nobody e lse in the room can 

make that c la im  (N orm  G o rsuch  and M ary  N onla le  w ere in vo lved  o n ly  in  the firs t tw o ).
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They were told to back off, that it was too late to question the settlement, and that it was 
going to be signed the following day. Barlow, who was on an extremely limited budget 
and did much of her work by telephone, encountered a system that was working against 
objective review. Under these circumstances, it is not surprising that her informal 
conclusions were supportive of the settlement, even though she identified potential problem 
aret s —  and it is understandable that she overlooked the significance of some of the 
glitches she encountered.

3. A common denominator in all thre maior settlements since 1985 is that the 
review process is essentially circular. By mandating independent, internal review of 
settlements, the provisions of HB 541 will alleviate the effects of this bureaucratic Bermuda 
Triangle. One reason the problems in the TAPS settlement did not surface in March 1985 
is the extensive reliance on the settlors themselves. The clearest example of this is the 
surprising omission of the U.S. Supreme Court's unanimous 1978 decision on TAPS 
refunds from briefing documents presented in the Spring of 1985 —  one facet of a 
tendency to downplay the role of the courts in general. At the same time that reviewers 
were not being told of the Supreme Court decision on TAPS refunds, the proponents of the 
settlement were arguing that trading away refunds was a good thing because refunds would 
be too difficult to collect.

II. O ther M ajor Settlements
As I indicated in prior testimony, in another major settlement there were at least 

two policy issues of significance that never came to the attention of the Legislature under 
the procedures presently in place. I want to stress again that, unlike TAPS, I do not 
believe these policy issues should have led to the overturning of that particular settlement. 
The point is this: In the second of three major settlements since 1985, it is my belief that an 
independent review did discover policy issues that would have led the commissioner to 
request substantive changes, if that review had been institutionalized and mandated as a 
pre-settlement review within the commissioner's routine. The only reason I cannot 
document this point is the confidentiality requirements of that particular settlement

III. Royalty L itigation

In October, legislative leaders were advised that the State had quantified its claims 
in this long-standing litigation. As part of the four pages released at that time, one page 
was captioned:

Settlement Principles of the Amerada Hess Working Group 
Adopted Feb. 16, 1988 

Modified August 23, 1989

I was concerned that this release —  one of the few documents in the public record 
outside of the procedural record in the Court file —  contained the clear implication that 
whatever document was created on February 16, 1988 was no longer operative, having 
been replaced by the document of August 23, 1989. In fact, the February 16, 1988 
document contains the litigation guidelines for the case and is regardedby the Working 
Group as very much alive.
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Since the litigation guidelines are understandably different from the settlement 
guidelines and these documents sometimes seem to develop a life of their own,2 it seemed 
peculiar to create confusion by giving legislators and the public the misimpression that the 
guidelines of Feb. 16, 1988 were no longer operative.

To my surprise, when I called this problem to the Chair of the Royalty Litigation 
Working Group, I was advised, over a several month period, that the Chair did not intend 
to release the information, or even to bring the matter to the Working Group.3 
Consequently, it has taken an undue amount of time and energy to enter the correct 
information into the public record.

1 am not arguing here the merits of the settlement guidelines as compared to the 
litigation guidelines. I felt it was important to get the February 1988 document into the 
public record because any review of a royalty c<tse settlement should be done with the 
litigation goals as a template to see what we initially sought and what we left on the table. 
Consideration of such a policy matters could not be made in an informed manner on the 
basis of the information provided legislative leadership October 17, 1989; it took months 
to get that information into the record. Time spent trying to get the basic facts is time taken 
away from deliberation based on those facts.

To my mind, the difficulty clarifying this record demonstrates why it is necessary to 
lay out clearly in statute that, as a matter of public policy, we should require the 
commissioner codify the goals of all major settlements. That is only one of five rather 
basic provisions of the internal, independent review proposal you have been asked to 
delete.

A second substantive requirement of these three sections —  notification of the 
Governor —  would ensure that a settlement in a tax case will not have an adverse effect on 
the royalty case (or vice-versa). This cross-check seems entirely consistent with the 
observations of the International Tax Comparison Group, which observed that Alaska has 
an unusally broad number of separate groups dealing with oil and gas policy and may 
benefit from improved coordination in this area.

Without going through the remaining three elements of the internal, independent 
review sections, I think it might be appropriate to ask the opponents to these sections who 
have recently approached you which of these five substantive provisions of the 
independent, internal review sections of HB 541 seem like bad public jxslicy to them, and 
why they hold this view.

As you know, the Commissioner of Natural Resources has created a special 
settlement team that is working actively to settle the State's royalty litigation. The 
Commissioner of has informed the House Resources Committee that she has no intention

-  C o nsid er, fo r exam ple , the M ay 17, 1982 H a lfo rd-Fahrenkam p le tter to G o vern o r H am m ond on T A P S . 

T h is  letter w as frequently  cited  in  1985 as the basis o f  State p ip e lin e  p o licy .

3 I w as a lso  in form ed that I m ight be in  v io la t io n  o f  the A d m in is tra tive  E th ics  A c t i f  I made p u b lic  any 
in form ation gained as a member o f  the W o rk in g  G ro up , in c lud ing  the fact that there w as a second set o f  

guidelines s t i l l  in  existence. H o w ever, when the House Resources C om m ittee requested the docum ents, 

they w ere deemed appropriate fo r p ub lic  re lease by the Departm ent o f  L a w . A s  a result o f  these in q u irie s , 

the litiga tio n  gu id e lines are now  on p u b lic  f ile  w ith  the House Resources Com m ittee.
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of establishing an independent review procedure for this important case. Instead, she 
informed the Chair of that committee:

initial review of settlement offers will be undertaken by the settlement team I 
have appointed.. . .  Any recommendations toward settlement for this group
will be reviewed by the litigation team and its consultants That team,
which has undertaken the most extensive analysis of and aggressive 
posture toward royalty obligations . . .  would provide the most extensive 
"second opinion" on proposed settlements or settlement offers [emphasis 
added] .
In my estimation, the Commissioner's blueprint is no substitute for the internal, 

independent review that HB 541 would mandate. Her plan has two basic problems:
First, settlements tend to develop a momentum of their own, as we have seen in the 

past. This happens because a settling team is liable to become enamored of its own 
settlement, and also because a bureaucratic group that works at length on a project 
naturally wants to complete that project.

What about the so-called "second opinion" by the litigating attorneys? If the 
litigating attorneys do not approve the settlement, their wisdom is liable to be dismissed on 
one of two grounds: "Of course they want to litigate: They're lawyers." Or: "These 
lawyers just don't want to see their rice bowl broken." I've seen that happen at critical 
junctures in both of the major settlements with which I am familiar.

Note that the Commissioner's letter to the Resources Committee indicates that the 
State's litigating attorneys exhibit a most aggressive posture toward royalty 
obligations. As you and I both know, Wilson Condon is, by nature, rather cautious (it 
was Condon, for example, who pushed the 1982 TAPS settlement). I have tremendous 
admiration for Wilson and respect for the work of his team. But I can tell you this: if he 
does not approve of some aspects of a settlement, his view is liable to be dismissed as one 
of those litigating attorneys. Moreover, if he is not apprised of a settlement's particulars in 
time, his admirably cautious nature will prevent him from expressing strong opposition. 
This is not an outsider's opinion: in addition to serving on the Royalty Litigation Working 
Group from its inception through early 1989, I worked closely with Wilson and his team 
in Los Angeles and Anchorage on three separate projects in 1987 and 1988.

The settlement review procedures of HB 541 will provide a mechanism to make 
sure we do not allow ourselves to get stampeded into settlements we will later regret.

With hundreds of millions of dollars riding on royalty disputes with individual 
companies and $1.3 billion in outstanding claims (excluding punitive damages), the 
independent, internal review mandated by HB 541 seems like a wise precaution. This is 
especially true in view of the very small number of players involved in this arena. 
Additionally, the history of previous settlements, described above, clearly demonstrates the 
neeo for this measure at this time.

1 would welcome the opportunity to meet with you, and to participate in further 
deliberations with the committee. In any event, I would appreciate it if you would share 
these views with the members of your committee. Thank you for your consideration of 
this matter.
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0 4 / 1 / 8 5 8 p er ce n t 13 p e r c e n t

0 7 / 1 / 8 5 7 .5  p er c e n t 12.5 p e r c e n t

10 /1/8 5 7 .5  p e r ce nt 12. 5 p e r c e n t

0 1 /1/86 7 .5  p e r c e n t 12.5 p e r c e n t

0 4 / 1 / 8 6 7 p er c e n t 1 2  p e r c e n t

0 7 / 1 / 8 6 6 . 5  p e rc e n t 11.5 p e r c e n t

1 0 /1/86 5 .5  pe rc en t 10 . 5  p er c e n t

0 1 / 1 / 8 7 5 . 5  p e r c e n t 10.5  p e r c e n t

0 4/ 1 / 8 7 5 . 5  p e r c en t 10 . 5  p e r c e n t

0 7 / 1 / 8 7 5 . 5  p e r c en t 1 0.5 p e r c e n t

10/1/87 6 p e r c e n t 1 1  p e r c e n t

0 1 /1/88 6 p e rc en t 1 1  p e r ce nt

0 4/ 1 / 8 8 6  pe rc en t 1 1  p er c e n t

0 7 / 1 / 8 8 6 p e r c en t 1 1  p e r c e n t

1 0 / 1/ 88 6 . 5  p erc ent 11.5 p er c e n t

0 1/ 1 / 8 9 6 . 5  p erc ent 11.5 p e r c e n t

0 4 / 1 / 89 7 p e rc en t 1 2  p er ce n t

0 7 / 1 / 8 9 7 p e rce nt 1 2  p er c e n t

10/ /89 7 p e r ce nt 1 2  pe r c e n t

0 1 / 1/ 9 0 7 p erc ent 1 2  p e rc en t

D e p a r t m e n t  o f  R eve nue  

A pr i l  25, 1990



C O M P O U N D  I N T E R E S T  - A N  I N C E N T I V E  T O  P A Y

A s s u m p t i o n s :  $ 1 , 0 0 0 , 0 0 0  plus i n t e r e s t  1/1/85 t o  1 / 1 / 9 0  s h o w i n g  t o t a l  a m o u n t s
w h i c h  w o u l d  be d u e  a t  1, 2, 3, 4 a n d  5 years.

1 / 1 / 8 6 1 / 1 / 8 7 1/1/88 1/1 / 8 9 1 / 1 / 9 0

R a t e

12% S i m p l e 1 , 1 2 0 , 0 0 0 1 , 2 4 0 , 0 0 0 1 , 3 6 0 , 0 0 0 1 , 4 8 0 , 0 0 0 1 , 6 0 0 , 0 0 0

1 2 % C o m p o u n d 1 , 1 2 0 , 0 0 0 1 , 2 5 4 , 4 0 0 1 , 4 0 4 , 9 2 8 1 , 5 7 3 , 5 1 9 . 4 1 , 7 6 2 , 3 4 1 . 7

13% S i m p l e 1 , 1 3 0 , 0 0 0 1, 260, 000 1 , 3 9 0 , 0 0 0 1 , 5 2 0 , 0 0 0 1 , 6 5 0 , 0 0 0

13% C o m p o u n d 1 , 1 3 0 , 0 0 0 1 , 2 7 6 , 9 0 0 1 , 4 4 2 , 8 9 7 1 , 6 3 0 , 4 7 3 . 6 1 , 8 4 2 , 4 3 5 . 2

14% S i m p l e 1 , 1 4 0 , 0 0 0 1 , 2 8 0 , 0 0 0 1 , 4 2 0 , 0 0 0 1,560, 000 1 , 7 0 0 , 0 0 0

14% C o m p o u n d 1 , 1 4 0 , 0 0 0 1 , 2 9 9 , 6 0 0 1 , 4 8 1 , 5 4 4 1 , 6 8 8 , 9 6 0 . 2 1 , 9 2 5 , 4 1 4 . 6

15% S i m p l e 1 , 1 5 0 , 0 0 0 1 , 3 0 0 , 0 0 0 1 , 4 5 0 , 0 0 0 1 , 6 0 0 , 0 0 0 1 , 7 5 0 , 0 0 0

1 5 % C o m p o u n d 1 , 1 5 0 , 0 0 0 1 , 3 2 2 , 5 0 0 1 , 5 2 0 , 8 7 5 1 , 7 4 9 , 0 0 6 . 2 2 , 0 1 1 , 3 5 7 . 2

D e p a r t m e n t  o f  R e v e n u e  
A p r i l  25, 1 9 9 0



J a n  J .  1 9 8 0 - .T an . 1 .1 9 9 0

Federal Funds

112,000172 ,000

*26,3*;

1 36 ,0 0 0 140 ,509,757

1/1/89 2 0 8 ,0 0 0 3 3 9 3 9 9 148 ,000

T h e  co lu m n s B E L O W  sho w  the d iffe ren ce  between 

$ 1 0 0 ,0 0 0  com pounded at current statutory rates and 

com pounded at the proposed rates o ve r the F T V E - Y E A R  

period  betw een Ja n . 1 ,1 9 8 5  and Ja n . 1 ,1 9 9 0 .

N ote the e ffects  o f  the re la t iv e ly  h ig h  interest rates 

o f  the e a rly  1980’s on the am ounts at the end o f  5  ye a rs , 

com pared to the to the am ount a fte r f ive  years in  the 

co lu m ns be low .

T h e  co lum ns A T  L E F T  sho w  the d iffe ren ce  between 

$ 100 ,000  com pounded at current statutory rates and  

com pounded at the proposed rates o ve r the T E N - Y E A R  

period  betw een Ja n . 1 ,1 9 8 0  and Ja n . 1 ,1 9 9 0 .

Quarterly

100,000 100,000

1/1/90 160,000 176,700

B a le  12%  S im p le  F e d e ra <F u n d s  +

5 %  C o m p o u n d

Q u a r te r ly

156 ,996

T h is  tab le com pares the e ffects o f  sim p le  versus com pound floating  interest rates o ve r the last ten years.

A m o u n ts  in the right-hand co lu m n s are pegged to federal fund interest rates as reported by Departm ent o f  Revenue . 

I 5/2/90 |

-
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N e w  owner, new signRick Norland and Rick Myslrom look at the now sign that went up Ihis week on the office window of Nerland/Myslrom & Associates, formerly Myslrom Advertising and Public Relations. In February, Norland bought the company from Mystrom, who founded it 14 years ago.

O P E C  m e m b e r s  a g r e e  o n  q u i c k  c u t s

N ews

By JAN KRISTIANSENA g e  nee France-r resse
GENEVA — The Organization 

of Petroleum Exporting Countries 
said Thursday it was immediate­
ly cutting its crude oil output by 
1.4-45 million barrels a day up to 
the end of July In a bid to reverse 
a price slide caused by heavy 
oversupply.
Acting OPEC president Sadek 

Boussena said the redaction had 
been "unanimously agreed" by 
ell 13 member countries, includ­
ing the United Arab Emirates.
The cutback was agreed to at 

the end of a two-day emergency 
session of OPEC's ministerial 
market monitoring committee 
called hurriedly after a supply 
glut sent crude prices tumbling in 
April, hitting OPEC export earn­
ings.

Boussena Implied that most of 
the cuts, based on OPEC's April 
output of 23.5 million barrels a 
day, would be made by Saudi 
Arabia, Kuwait and the UAE.
Member countries that have 

been overproducing compared 
with their individual shares un­
der a November 1989 agreement 
that set an OPEC celling of 22 
million barrels a day "will go 
back" to their quotas, he said.
Boussena described the UAE as 

"a special .case" because It did 
not take part In the November 
agreement, but he said It bad 
agreed to contribute to cutting 
production by reducing output by 
200,000 "concrete and real" bar­
rels per day.
The UAE refused to accept Its 

November daily quota of 1.095 
million barrels and has been pro­

ducing In excess of 2 million 
barrels a day. •
UAE oil minister Mana Saeed 

Otaiba told reporters. "We are 
producing 2.1 (million barrels a 
day) and are reducing to 1.9."
Including continued "tolerat­

ed" leakage from the UAE, the 
accord should bring effective 
OPEC output to 22.5 million bar­
rels a day, OPEC sources said.
Boussena Implied the 22 mil­

lion barrels a day celling re­
mained in effect but said the deal 
had in fact produced “a new 
celling," the difference compared 
with November being that “It 
Includes the Emirates."

The ministers In a final state­
ment said they had postponed 
their midyear conference, due to 
set production and pricing levels

Please see Page G-2, OPEC

By LARRY PERSILY
The Associaieo Press
JUNEAU — Oil compa­

nies could ow* the state 
more than $4.4 billion In 
disputed taxes, royalties and 
pipeline tariffs, and the 
House wants an Independent 
review each time a major 
settlement is proposed.
The House b.l! also would 

require the Legislative Au­
dit Division to issue an an­
nual report on tax cases, and 
would Include money for 
two extra auditors to handle 
the task.
Lawmakers have ques­

tioned previous settlements 
of tax disputes, and the leg­
islation is Intended to ensure 
additional oversight of sev­
eral multimillion-dollar 
cases handled by the Reve­
nue and Law departments 
and governor's office.
"There's huge potential 

there," House Speaker Sam 
Cottcn, D-Eagle River, said 
this week.
Settlements usually in­

volve private negotiations 
between state and company 
officials over tax records ex­
empt from the state's public 
records law.
House BUI 542 would help 

open up the settlement pro­
cess to the public and the 
legislature, said Gotten, 
prime sponsor of the mea­
sure.
The legislation passed the 

House without opposition 
and discussion Sunday. It 
Joins more than 120 other 
House bills awaiting Senate 
action In the final week of 
the session.
But Senate President Tim 

Kelfy, R-Anchorage, said it 
has a chance of passage. "As 
long as it doesn't discourage 
the seeking of a settlement- X 
can support it," he said.

Please see Page G-2, TAXE8

TA XES : Oil companies could owe state C !HA
Continued from Page G-l I
Kelly said he would sup­

port any effort to encourage 
out-of-court settlement of 
tax disputes as an alterna­
tive to prolonged legs] ac­
tions that could further de­
lay payments to the state.
The state has accepted 

out-of-court settlements in 
three major oil-industry 
cases since 1985, totaling

more than $656 million.
Cotten said the bill also 

would prohibit adding confi­
dentiality requirements to a 
settlement that are greater 
than those already in state 
law.
The bill also would 

change the interest charged 
by the state on disputed 
taxes over II million. The 
current rate ig 12 percent 
simple interest, which the

bill would change to a float­
ing rate.
A recent legislative report 

said the low Interest rate 
may be a bargain for compa­
nies that owe taxes, allow­
ing them to use the disputed 
money as a low-cost loan at 
state expense. The report 
said the state should raise 
Its rates to deter companieŝ  
from delaying tax-case set? 
tlements.
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From the desk off, If R i c h a r d  A . F in e b e r g  4 0 1  8 th  S t .  -  A p t . 2 0 8  
I  J u n e a u ,  A la s k a  9 9 8 0 1  t e l  9 0 7  /  4 6 3 - 3 5 6 8

To: Senator Bettye Fahrenkamp, Chair Date: April 22, 1990
Senate Resources Committee

Re: HB 541 (Oil and Gas Revenue Disputes)

In view of your long-standing interest in this area, I wanted to make sure you were aware 
that this bill passed out of the House Finance Committee last week.

CS HB 541 (Fin) deals with three principal matters relating to oil and gas revenue disputes: 
LB&A report on royalty and tax matters; internal, independent review of major oil and gas 
settlements; and interest provisions on outstanding royalty and tax payments.

The hearing record includes extended testimony in the House Resources Committee by the 
administration, representatives of the three North Slope majors and myself. The Finance 
Committee heard testimony from the Speaker, the Department of Revenue and myself 
(supporting) and representatives of the three North Slope majors (opposing). The 
Finance Committee substitute, with revisions resulting from its hearing Wednesday, was 
moved Friday with bipartisan support.

This bill embodies five of the 22 recommendations in my February report to the Legislature 
on oil and gas revenue disputes. In my estimation, the provisions of CSHB 541 (Fin) 
would greatly reduce many of the problems associated with executing and reviewing major 
oil and gas revenue dispute settlements. The provisions increasing tax and royalty dispute 
monitoring and reporting by LB&A, prohibiting the special confidentiality accorded to 
some major settlements in the past and setting up a procedure calling for independent, 
internal review of major settlements are particularly important during transition —  
especially in view of the existing lack of statutory guidelines for policy judgements in this 
important area.

A synopsis of the bill and a copy of the Finance Committee substitute are attached. Please 
let me know if you would like additional information.



CS HB 541 (Fin) deals with three principal matters relating to oil and gas revenue disputes: 
LB& A Report on Royalty Tax Matters, haemal, Independent Review of Major Oil & Gas 
Settlements and Interest Provisions on Outstanding Royalty and Tax Payments.

C S  H B  541 (Fin.) Synopsis

Sec. 1 (technical): Amends AS 05.15.095 to keep interest rates on payments relating to 
Games of Skill and Chance at 12% simple. (Amendment by legislative drafters.)

A. LB& A Report on Royalty Tax Matters
S ec . 2: This section amends AS 24.20.271 by adding a new subsection to 

require the Legislative Auditor to audit and report periodically to the Legislature on tax 
functions, including an annual report on the resolution of royalty and tax disputes. 
(Amendment proposed by LB&A.)

Sec. 3 (technical): Amends AS 34.45.470(a) to keep interest rates on payments relating to 
unclaimed property at 12% simple. (Amendment by legislative drafters.)

B. Internal. Independent Review of Maior Oil & Gas Settlements
S e c . 4: To ensure th; >. major settlements of the State's royalty litigation under 

AS 38.05 are in the public interest, this section requires the Commissioner of Natural 
Resources, before settling any royalty dispute involving a claim greater than $10 million for 
a calendar year five years or more prior to the current year, to obtain an independent, 
internal review of the proposed settlement by an individual who was not involved in 
negotiating the settlement.

The review will specify initial objectives and how they are met and will consider 
how the settlerment affects other outstanding disputes. Additionally, this section provides 
that: the Commisioner shall notify the Governor when negotiations have begun; there shall 
be a minimutn o f 14 days between the time the Commissioner receives a fina l settlement 
offer end the date s/he approves the settlement; no settlement shall extend confidentiality 
otherwise provided by law; and fu ll documentation shall be maintained fo r  review. 
(Amendments by House Resources Committee and House Finance Committee.)

S e c s . 6 an d  7: To ensure that major settlements of the State's tax 
litigation under AS 43.05.060 or AS 43.05.070 are in the public interest, these 
identical sections require the Commissioner of Revenue, before settling any tax dispute 
involving amounts greater than $10 million for a tax year five years or more prior to the 
current year, to obtain an independent, internal review of the proposed settlement by an 
individual who was not involved in negotiating the settlement.

Sections 6 and 7 contain language similar to Section 4, except that the minimum 
hiatus between the time the Commissioner receives a fin a l settlement offer and the date s/he 
approves the settlement is only seven days fo r  tax cases. Unlike the royalty case, in which 
a ll royalty payers are bound together in a single case, in tax cases each company is separate 
and settlements are routine. F o r this reason, the minimum hiatus is reduced to seven days. 
Nothing in statute limits the Commissioner's discretionary power to extend that period to 
complete a settlement reveiw, or fo r  any other purpose. (Amendment by House 
Resources Committee and House Finance Committee.)



CSHB 541 (Fin) 
Page 2 (4/23190)

C. In terest Provisions on Outstanding Rovaltv.and Tax. Payments
Sec. 5: This section amends AS 38.05.145 to change the interest rates for 

outstanding oil and gas royalties (paid under AS 38.05.180) from 12% interest to a 
floating interest rate five percentage points above the annual rate charged by member banks 
for advances by the 12th Federal Reserve District and compounded quarterly if the total 
amount of royalty due exceeds $1,000,000. (Amendment by House Finance Committee.)

Sec. 8: This amendment to AS 43.05.225 to change the interest rate for 
outstanding taxes to a floating interest rate five percentage points above the annual rate 
charged by member banks for advances by the 12th Federal Reserve District and 
compounded quarterly if the total amount of royalty due exceeds $1,000,000.
(Amendment by House Finance Committee.)

Sec. 9: This section amends AS 43.05.280 to make the interest rates for State 
refunds of overpayments on oil and gas taxes equal to those of Sec. 8. (Amendment 
proposed by Rep. Rieger.)

Sec. 10 (technical): Amends AS 47.23.025 to keep interest rales on payments relating to 
child support at 12% simple. (Amendment by legislative drafters.)
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O r i g i n a l  s p o n s o r ( s ) :  R E P .  C O T T E N ,  N a v a r r e ,  D a v i d s o n

I N  T H E  H O U S E

C S  F O R  H O U S E  B I L L  N O .  541 ( )

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

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

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  t o  c e r t a i n  a g r e e m e n t s ,  c o m p r o m i s e s ,

a n d  s e t t l e m e n t s  e n t e r e d  i n t o  b y  t h e  D e p a r t m e n t s  of

N a t u r a l  R e s o u r c e s  a n d  R e v e n u e ;  t o  l e g i s l a t i v e  audit 

o f  t h o s e  d e p a r t m e n t s  a n d  t h e  r e l e a s e  o f  a r e p o r t  of 

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

i n f o r m a t i o n ,  t o  t h e  l e g i s l a t u r e  a n d  p u b l i c ;  a n d  to j

'
c o l l e c t i o n  a n d  p a y m e n t s  o f  r o y a l t i e s  f r o m  state 

r e s o u r c e s ,  t h e  i n t e r e s t  r a t e  o n  u n p a i d  t a x e s  and I 

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

r a t e s  o n  o v e r p a i d  t a x e s . "

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

*  S e c t i o n  1. A S  0 5 . 1 5 . 0 9 5 ( c )  is a m e n d e d  t o  r e a d :

(c) A  d e l i n q u e n t  f e e  b e a r s  i n t e r e s t  a t  t h e  r a t e  s e t  by

A S  A 3 . 0 5 . 2 2 5 ( 1 )  [ A S  A 3 . 0 5 . 2 2 5 ] .

*  Sec. 2.* A S  2 A . 2 0 . 2 7 1  i s  a m e n d e d  to r e a d :

Sec.  2 A . 2 0 . 2 7 1 .  P O W E R S  A N D  D U T I E S .  T h e  l e g i s l a t i v e  a u d i t  d i v i­

s i o n  s h a l l

(1) c o n d u c t  a p e r f o r m a n c e  p o s t - a u d i t  o f  b o a r d s  a n d  c o m­

m i s s i o n s  d e s i g n a t e d  in A S  A A . 6 6 . 0 1 0  a n d  o f  t h o s e  p r o g r a m s  a n d  a c t i v­

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

s e t  o u t  in A S  A A . 6 6 . 0 2 0  a n d  A A . 6 6 . 0 3 0 ,  a n d  s u b m i t  t h e  a u d i t ,  t o g e t h e r  

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

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

e n c e  co b o a r d s ,  c o m m i s s i o n s ^  o r  a g e n c y  p r o g r a m s  w h o s e  a c t i v i t i e s  are

- 1 -  C S H B  5Ai  ( )
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s u b j e c t  t o  t e r m i n a t i o n  a s  p r e s c r i b e d  in A S  $ 4 . 6 6 ;

(2) audit at least once every three years the books and 

accounts of all custodians of public funds and all disbursing officers 

of the state;

(3) at t h e  d i r e c t i o n  o f  th e  L e g i s l a t i v e  B u d g e t  a n d  A u d i t  

C o m m i t t e e ,  c o n d u c t  p e r f o r m a n c e  p o s t - a u d i t s  o n  a n y  a g e n c y  o f  s t a t e  

g o v e r n m e n t ;

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

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

s y s t e m s  u s e d  b y  s t a t e  a g e n c i e s ;

(5) r e q u i r e  t h e  a s s i s t a n c e  a n d  c o o p e r a t i o n  o f  a l l  s t a t e  

o f f i c i a l s  a n d  o t h e r  s t a t e  e m p l o y e e s  in t h e  i n s p e c t i o n ,  e x a m i n a t i o n ^  

a n d  a u d i t  o f  s t a t e  a g e n c y  b o o k s  a n d  a c c o u n t s ;

(6) have access at all times to the books, accounts, re-

portSj_ or other records, whether confidential or not, of every state 

agency;

(7) a s c e r t a i n ,  a s  n e c e s s a r y  f o r  a u d i t  v e r i f i c a t i o n ,  the

a m o u n t  o f  a g e n c y  f u n d s  o n  d e p o s i t  in a n y  b a n k  as s h o w n  o n  th e  b o o k s  o f  

t h e  b a n k ;  a [NO] b a n k  m a y  n o t  b e  h e l d  l i a b l e  f o r  m a k i n g  i n f o r m a t i o n  

r e q u i r e d  u n d e r  this p a r a g r a p h  a v a i l a b l e  to t h e  l e g i s l a t i v e  au d i t  

d i v i s i o n s

(8) c o m p l e t e  s t u d i e s  a n d  p r e p a r e  r e p o r t s ,  m e m o r a n d a ^  or

o t h e r  m a t e r i a l s  as d i r e c t e d  b y  t h e  L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m­

m i t t e e  ;

(9) h a v e  d i r e c t  a c c e s s  to a n y  i n f o r m a t i o n  r e l a t e d  to the 

m a n a g e m e n t  o f  t h e  U n i v e r s i t y  o f  A l a s k a  a n d  h a v e  th e  s a m e  r i g h t  of

a c c e s s  a s  e x i s t s  w i t h  r e s p e c t  to e v e r y  o t h e r  s t a t e  a g e n c y ^

(10) p e r i o d i c a l l y

(A) c o n d u c t  a p e r f o r m a n c e  a u d i t  o f  the t a x  f u n c t i o n s  
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o f  t h e  Depar tment  o f  Revenue ;  and
(B )  submit  t h e  a u d i t  t o  th e  l e g i s l a t u r e  n o t  l a t e r  than

t h e  f i r s t  day o f  t h e  r e g u l a r  l e g i s l a t i v e  s e s s i o n ;
( 1 1 )  a n n u a l l y

(A) conduct  an a u d i t  o f  the r e s o l u t i o n  o f  d i s pu t ed
r o y a l t i e s  by the  Depa r tmen t  o f  N a t u r a l  R e s o u r c e s  and d i s pu t ed
t a x e s  by the Depar tment  o f  Revenue ;

(B )  p r e p a r e  a r e p o r t  summar iz ing th e  r e s u l t s  o f  che
a u d i t s  t h a t  may c o n t a i n  i n f o rm a t i o n  made c o n f i d e n t i a l  bv AS 4 3 . -
0 5 . 2 3 0  and a v e r s i o n  o f  t h e  r e p o r t  e d i t e d  f o r  t h e  p u b l i c ;  and

(C)  submit  t h e  a u d i t  and th e  u n e d i t e d  r e p o r t  p r epa red
u n d e r  ( B )  o f  t h i s  p a r a g r a p h  t o  the l e g i s l a t u r e  n o t  l a t e r  than the
f i r s t  day o f  the  r e g u l a r  l e g i s l a t i v e  s e s s i o n .

*  Sec .  3 .  AS 3 4 . 4 5 . 4 7 0 ( a )  i s  amended t o  r e a d :
( a )  A p e r s o n  who f a i l s  t o  pay o r  d e l i v e r  p r o p e r t y  w i t h i n  the 

t ime p r e s c r i b e d  by t h i s  c h a p t e r  may be r e q u i r e d  t o  p ay  t o  the d e p a r t ­
ment i n t e r e s t  a t  t h e  [ANNUAL] r a t e  c a l c u l a t e d  u n d e r  AS 4 3 . 0 5 . 2 2 5 ( 1 )  
[AS 4 3 . 0 5 . 2 2 5 ]  on th e  p r o p e r t y  o r  the  v a l u e  o f  i t  f r om  the da te  the 
p r o p e r t y  s h o u l d  have been p a id  o r  d e l i v e r e d .

*  Se c .  4 .  ' AS 3 8 . 0 5 . 0 3 5  i s  amended by adding new s u b s e c t i o n s  to r e a d :
( g )  I f  the depa r tmen t  e n t e r s  i n t o  n e g o t i a t i o n s  t o  compromise o r  

s e t t l e  a d i s p u t e  between the depa r tmen t  and a p e r s o n  as  t o  a r o y a l t y  
o r  n e t  p r o f i t  payment i n v o l v i n g  a c l a im  t h a t  t o t a l s ,  w i t h  a p p l i c a b l e  
p e n a l t y  and i n t e r e s t ,  $ 1 0 , 0 0 0 , 0 0 0  o r  more and t h a t  r e l a t e s  to a c a l e n ­
d a r  y e a r  t h a t  i s  f i v e  o r  more y e a r s  b e f o r e  the c u r r e n t  y e a r ,  the com­
m i s s i o n e r  s h a l l ,  n o t  l a t e r  th an  14 days . a f t e r  commencement o l  nego­
t i a t i o n s ,  a d v i s e  che g o v e r n o r  chat  n e g o t i a t i o n s  h a v e  commenced, and
s h a l l  p r o v i d e  n o c i c e  t o  the g o ve rn o r  a t  l e a s t  once du r ing each 
subsequen t  3 0 - d a y  p e r i o d  chat  the  n e g o t i a t i o n s  c o n t i n u e .
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( h )  I f  the depar tment  p r o p o s e s  t o  compromise o r  s e t t l e  a d i s p u t e  
between th e  depar tment  and a p e r s o n  as  t o  a r o y a l t y  o r  n e t  p r o f i t  
payment i n v o l v i n g  a c l a im  t h a t  t o t a l s ,  w i th  a p p l i c a b l e  p e n a l t y  and 
i n t e r e s t ,  $ 1 0 , 0 0 0 , 0 0 0  o r  more and t h a t  r e l a t e s  t o  a c a l e n d a r  y e a r  t h a t  
i s  f i v e  o r  more y e a r s  b e f o r e  t h e  c u r r e n t  y e a r ,  t h e  c om m i s s i o n e r  may 
n o t  e n t e r  i n t o  an agreement  t o  compromise o r  s e t t l e  the d i s p u t e

( 1 )  w i thou t  f i r s t  s e c u r i n g  and r e v i ew in g  an i n d e p e n d e n t  ap­
p r a i s a l  o f  the e f f e c t s  o f  th e p r o p o s e d  compromise o r  s e t t l e m e n t ;  the 
independen t  a p p r a i s a l

(A) may be made by  a p e r s o n  who i s  an emp loyee  o f  the 
depar tment  o r  who i s  engaged by c o n t r a c t  t o  c omp le t e  th e  a p p r a i ­
s a l ,  bu t  may no t  be made by a p e r s o n  who has been i n v o l v e d  in  
p r e p a r i n g  the p roposed compromise o r  s e t t l e m e n t ;

(B)  must s p e c i f y  th e  o b j e c t i v e s  o f  t h e  d e p a r tm en t ' s  
n e g o t i a t i o n s ;  and

(C) must r e v i e w  t h e  p roposed  compromise o r  s e t t l e m e n t  
( i )  t o  e n s u r e  t h a t  i t  meets t h e  o b j e c t i v e s  s p e c i ­

f i e d ;  and
( i i )  t o  d e t e rm in e  whether  i t  a d v e r s e l y  a f f e c t s  

o t h e r  l i t i g a t i o n  t o  wh ich the s t a t e  i s  a p a r t y ;  and
( 2 )  un l e s s  a t  l e a s t  14 days pass  between th e  da y  t h e  com­

m i s s i o n e r  r e c e i v e s  the p r opo sed  compromise o r  s e t t l e m e n t  a g r e em en t  and 
the day the  commiss ioner e x e c u t e s  t h a t  agreement .

( i )  The commissioner  may n o t  e n t e r  i n t o  a s e t t l e m e n t  o r  compro­
mise o f  a d i s pu t e  between th e  depa r tmen t  and a p e r s o n  a s  t o  a r o y a l t y
o r  ne t  p r o f i t  payment i f  the  s e t t l e m e n t  o r  compromise p r o v i d e s  that
i n f o rm a t i o n  r e l e v a n t  t o  th e  s e t t l e m e n t  o r  comp rom ise ,  o r  t h e  te rms  o f  
Che s e t t l em e n t  o r  compromise,  a r e  c o n f i d e n t i a l  beyond t h e  c o n f i d e n ­
t i a l i t y  o th e rw i s e  p ro v id ed  f o r  by law,
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( j )  The comm is s i one r  s h a l l  m a i n t a i n  f o r  r e v i e w  f u l l  documen ta ­
t i o n  o f  a s e t t l e m e n t  o r  compromise o f  a d i s p u t e  be tween  th e  d ep a r tm en t  
and a p e r s o n  as t o  a r o y a l t y  o r  n e t  p r o f i t  payment .

*  Se c .  5 .  AS 3 8 . 0 5 . 1 4 5  i s  amended by add ing  new s u b s e c t i o n s  t o  r e a d :
( c )  Payment o f  t h e  r o y a l t y  t o  t h e  s t a t e  u n d e r  t h e  p r o v i s i o n s  o f

AS 3 b . 0 5 . 1 4 5  - 3 8 . 0 5 . 1 8 1  becomes due on th e  d a t e  and i n  t h e  manner 
s p e c i f i e d  i n  the l e a s e  o r  i n  a r e g u l a t i o n  adop ted  by th e  c om m i s s i o n e r .

( d )  I f  r o y a l t y  t o  which th e  s t a t e  i s  e n t i t l e d  unde r  AS 3 8 . 0 5 . 1 8 0  
i s  n o t  p a id  when i t  becomes due unde r  ( c )  o f  t h i s  s e c t i o n  and the 
t o t a l  amount o f  r o y a l t y  due exceeds  $ 1 , 0 0 0 , 0 0 0 ,  n o tw i t h s t a n d i n g  
AS 0 9 . 3 0 . 0 7 0 ,  the r o y a l t y  b e a r s  i n t e r e s t  a t  th e  r a t e  o f  f i v e  p e r c e n t ­
age p o i n t s  above the  a nnua l  r a t e  c ha rg ed  member banks  f o r  a d v a n c e s  by
the 12 th  F e d e r a l  R e s e r v e  D i s t r i c t ,  a s  e s t a b l i s h e d  on th e  f i r s t  da y  o f
each c a l e n d a r  q u a r t e r ,  compounded q u a r t e r l y .

*  Sec .  6 .  AS 4 3 . 0 5 . 0 5 0  i s  amended by add ing  new s u b s e c t i o n s  t o  r e a d :
( b )  I f  the  depa r tmen t  e n t e r s  i n t o  n e g o t i a t i o n s  t o  r e s o l v e  a  t a x  

d i s p u t e  between t h e  depa r tmen t  and a t a x p a y e r  i n v o l v i n g  a c l a i m  t h a t  
t o t a l s ,  w i t h  a p p l i c a b l e  p e n a l t y  and i n t e r e s t ,  $ 1 0 , 0 0 0 , 0 0 0  o r  mo r e  and 
t h a t  r e l a t e s  t o  a c a l e n d a r  y e a r  t h a t  i s  f i v e  o r  more y e a r s  b e f o r e  the 
c u r r e n t ’ y e a r ,  th e  comm is s i one r  s h a l l ,  n o t  l a t e r  t h an  14 da ys  a f t e r  
commencement o f  n e g o t i a t i o n s ,  a d v i s e  the g o v e r n o r  t h a t  n e g o t i a t i o n s  
have  commenced, and s h a l l  p r o v i d e  n o t i c e  t o  the g o v e r n o r  a t  l e a s t  once 
d u r i n g  each subsequen t  3 0 - d a y  p e r i o d  t h a t  th e  n e g o t i a t i o n s  c o n t i n u e .

( c )  I f  the depa r tmen t  p r o p o s e s  t o  e n t e r  i n t o  an ag re emen t  unde r  
( a )  o f  t h i s  s e c t i o n  t o  r e s o l v e  a t a x  d i s p u t e  between the  d e p a r tm en t  
and a t a x p a y e r  i n v o l v i n g  a c l a im  t h a t  t o t a l s ,  w i t h  a p p l i c a b l e  p e n a l t y  
and i n t e r e s t ,  $ 1 0 , 0 0 0 , 0 0 0  o r  more and t h a t  r e l a t e s  t o  a c a l e n d a r  y e a r  
t h a t  i s  f i v e  o r  more y e a r s  b e f o r e  t h e  c u r r e n t  y e a r ,  th e c om m i s s i o n e r  
may no t  e n t e r  i n t o  the agreement

- 5 -  CSHB 5 4 1 f  )



1

2

34
5
6

7
8 

9
10

11

12

1314 16 
161718
19
20 

21 

22

2 3
24
2 5
2 6
2 7
2 8  
2 9

W O R K  DRAFT WORK DRAFT W ORK DRAFT

( 1 )  w i t h o u t  f i r s t  s e c u r i n g  and r e v i e w i n g  an in d ependen t  ap­
p r a i s a l  o f  t h e  e f f e c t s  o f  t h e  p r o p o s e d  a g r e em en t ;  t h e  independent  
a p p r a i s a l

(A)  may be made by a p e r s o n  who i s  art emp loyee  o f  the 
dep a r tmen t  o r  who i s  engaged by  c o n t r a c t  t o  comp le t e  the ap­
p r a i s a l ,  b u t  may n o t  be made by a p e r s o n  who has been i n v o l v e d  in  
p r e p a r i n g  th e  p r o p o s e d  ag re emen t ;

( B )  must  s p e c i f y  t h e  o b j e c t i v e s  o f  che depa r tmen t 's
n e g o t i a t i o n s ;  and

(C )  must  r e v i e w  the  p r o p o s e d  r e s o l u t i o n
( i )  t o  en su r e  t h a t  i t  meets  th e  o b j e c t i v e s  s p e c i ­

f i e d ;  and
( i i )  t o  d e t e rm in e  whe t he r  i t  a d v e r s e l y  a f f e c t s  

o t h e r  l i t i g a t i o n  t o  which th e  s t a t e  i s  a p a r t y ;  and
( 2 )  u n l e s s  a t  l e a s t  seven  days p a s s  between the  day the 

comm is s i on e r  r e c e i v e s  t h e  p r o p o s e d  agreement  and  th e  day th e  commis­
s i o n e r  e x e c u t e s  t h a t  a g r e em en t .

( d )  I n  making an ag re emen t  unde r  ( a )  o f  t h i s  s e c t i o n ,  n e i t h e r
th e  d ep a r tmen t  n o r  t h e  a t t o r n e y  g e n e r a l  may a g r e e  t h a t  i n f o rm a t i o n
r e l e v a n t  t o  t h e  a g r e em en t ,  o r  the  te rms o f  t h e  ag re emen t ,  a r e  c o n f i ­
d e n t i a l  beyond  th e  c o n f i d e n t i a l i t y  o t h e rw i s e  p r o v i d e d  f o r  by l aw .  The 
dep a r tmen t  must  m a i n t a i n  f o r  r e v i ew  f u l l  d o cumen ta t i o n  o f  the 
a g r e em en t .

*  S e c .  7 .  AS H 3 . 0 5 . 0 7 0  i s  amended by add ing  new s u b s e c t i o n s  to  r e a d :
( c )  I f  t h e  d e p a r tm e n t  e n t e r s  i n t o  n e g o t i a t i o n s  t o  compromise o r  

s e t t l e  a t a x  d i s p u t e  be tween  the depa r tmen t  and a t a x p a y e r  i n v o l v i n g  a 
c l a im  t h a t  t o t a l s ,  w i t h  a p p l i c a b l e  p e n a l t y  and i n t e r e s t ,  5 1 0 , 0 0 0 , 0 0 0  
o r  more and t h a t  r e l a t e s  t o  a c a l e n d a r  y e a r  t h a t  i s  f i v e  o r  more years  
b e f o r e  the c u r r e n t  y e a r ,  the  comm iss i one r  s h a l l ,  no t  l a t e r  than K  
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days a f t e r  commencement o f  n e g o t i a t i o n s ,  a d v i s e  the g o v e r n o r  t h a t  i 
n e g o t i a t i o n s  have commenced, and s h a l l  p r o v i d e  n o t i c e  t o  t h e  g o v e r n o r  
a t  l e a s t  once d u r i n g  each s ub s equen t  3 0 -d ay  p e r i o d  t h a t  the 
n e g o t i a t i o n s  c o n t i n u e .

( d )  I f  t h e  d ep a r tmen t  p r o p o s e s  t o  compromise o r  s e t t l e  a ta x  
d i s p u t e  be tween the depa r tmen t  and a t a x p a y e r  i n v o l v i n g  a c l a im  t h a t  
t o t a l s ,  w i t h  a p p l i c a b l e  p e n a l t y  and i n t e r e s t ,  $ 1 0 , 0 0 0 , 0 0 0  o r  more and 
t h a t  r e l a t e s  t o  a c a l e n d a r  y e a r  t h a t  i s  f i v e  o r  more y e a r s  b e f o r e  the 
c u r r e n t  y e a r ,  the  c omm is s i one r  may n o t  e n t e r  i n t o  the agreement

( 1 )  w i t h o u t  f i r s t  s e c u r i n g  and r e v i ew in g  an i ndependen t  ap­
p r a i s a l  o f  the  e f f e c t s  o f  th e  p r op o s ed  comprrtnise o r  s e t t l e m e n t  a g r e e ­
ment ;  t h e  in dependen t  a p p r a i s a l

(A) may be made by a p e r s o n  who i s  an employee o f  the 
d ep a r tm en t  o r  who i s  engaged by  c o n t r a c t  t o  comp le t e  th e  ap­
p r a i s a l ,  bu t  may n o t  be made by a p e r s on  who has  been i n v o l v e d  in  
p r e p a r i n g  th e  p r o p o s e d  compromise o r  s e t t l e m e n t  agreement ;

(B )  must  s p e c i f y  t h e  o b j e c t i v e s  o f  th e  d ep a r tm en t ' s  
n e g o t i a t i o n s ;  and

(C)  must  r e v i ew  the p r o p o s e d  compromise o r  s e t t l em e n t
( i )  t o  ensure t h a t  i t  meets th e  o b j e c t i v e s  s p e c i ­

f i e d ;  and
( i i )  t o  de te rm ine  whether i t  a d v e r s e l y  a f f e c t s  

o t h e r  l i t i g a t i o n  t o  which t h e  s t a t e  i s  a p a r t y ;  and
( 2 )  u n l e s s  a t  l e a s t  seven days pass  between the  day the 

c om m i s s i o n e r  r e c e i v e s  t h e  proposed compromise o r  s e t t l e m e n t  agreement 
and t h e  day th e  comm is s i one r  ex ecutes  t h a t  ag reement .

( e )  I n  comp rom is ing  a t a x  o r  p e n a l t y  under  t h i s  s e c t i o n ,  n e i t h e r  
th e  d ep a r tm en t  n o r  t h e  a t t o r n e y  g e n e r a l  may a g r e e  t h a t  i n f o rm a t i o n  
r e l e v a n t  co th e  compromise ,  o r  the  te rms o f  the  compromise,  a re
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c o n f i d e n t i a l  beyond the c o n f i d e n t i a l i t y  o t h e rw i s e  p r o v id ed  f o r  by law.  
The depa r tmen t  must m a i n t a i n  f o r  r e v i e w  f u l l  d o cumen ta t i on  o f  th e  
comp romise .

*  Sec .  8 .  AS 4 3 . 0 5 . 2 2 5  i s  amended to  r e a d :
S e c .  4 3 . 0 5 . 2 2 5 .  INTEREST ON TAXES. U n l e s s  o t h e rw i s e  p r o v i d e d ,  

when a t a x  l e v i e d  i n  t h i s  t i t l e  i s  n o t  p a i d  on o r  b e f o r e  t h e  d a t e  I 
p r e s c r i b e d  f o r  i t s  payment .  [BECOMES DELINQUENT] i t  b e a r s  i n t e r e s t  a t  
the  r a t e  o f

i
( 1 )  12 p e r c e n t  a y e a r  i f  t h e  t o t a l  amount o f  t h e  t a x  owed

by th e  t a x p a y e r  does not  exceed $ 1 , 0 0 0 , 0 0 0 ;  o r
( 2 )  f i v e  p e r c en t age  p o i n t s  a b o v e  th e  annua l  r a t e  ch a rg ed  

member banks f o r  advances by the 1 2 t h  F e d e r a l  Rese rve  D i s t r i c t ,  as 
e s t a b l i s h e d  on the  f i r s t  day o f  e a ch  c a l e n d a r  q u a r t e r ,  compounded 
q u a r t e r l y ,  i f  the t o t a l  amount o f  the t a x  owed by the  t a x p a y e r  e xceeds  
$1.000,000.

*  Se c .  9 .  AS 4 3 . 0 5 . 2 8 0 ( a )  i s  amended t o  r e a d :
( a )  I n t e r e s t  s h a l l  be a l l owed  and  p a i d  on any o v e rp aymen t  o f  a 

t a x  u n d e r  t h i s  t i t l e  a t  t h e  r a t e s  [RATE] p r e s c r i b e d  in  AS 4 3 . 0 5 . 2 2 5 .
*  Sec .  1 0 .  AS 4 7 . 2 3 . 0 2 5  i s  amended to  r e a d :

S e c .  4 7 . 2 3 . 0 2 5 .  RATES OF INTEREST. The r a t e  o f  i n t e r e s t  imposed 
unde r  AS 4 7 . 2 3 . 0 2 0 ( a ) ( 2 ) ( C )  s h a l l  e qu a l  t h e  r a t e  imposed unde r  AS 4 3 . -  
0 5 . 2 2 5 ( 1  ) [AS 4 3 . 0 5 . 2 2 5 )  o r  a l e s s e r  r a t e  t h a t  i s  the maximum r a t e  o f  
i n t e r e s t  p e rm i t t e d  t o  be imposed under f e d e r a l  l aw.

CSHB 541( )
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BP EXPLORATION BP Exploration (Alaska) Inc. 
900 East Bctnsort Boulevard 
P.O. Box 196612 
Anchorage, Alaska 99519-6612 
(907) 561-5111

May 7, 1990

The H onorable Betitye M. fahrenka mp 
Alaska State L egisla ture 
P.O. Box V 
J u n e a u , AK 99811

Dear Senator Fahrenkamp:

Co m m i t t e e  Substitut e for House Bill 541 is an e x t r e m e l y  
signif i c a n t  and harmful tax bill for BP E x p l o r a t i o n  and Ala ska's 
oil industry.

From its effective date, CSHB 541 will result in an e f f e ctive 
doubling of the curr ent interest rate charged on tax and royalty 
claims. This e ffective doubling of the rate imposes a c o m p e t i t i v e­
ly unfair burden on BP E xpl oration b e c a u s e  the D e p a r t m e n t  of 
Revenue chose to c o n c e n t r a t e  its efforts on another major taxpayer 
until early last year.

Even now, BP Expl o r a t i o n  has not received final assess m e n t s  
for any income tax years after 1977. It is imposs i b l e  to even 
negotiate tax resolutions before v/e r e c e i v e  final assessments.

The recent International Tax C o m p a r i s o n  study h i g h l i g h t e d  the 
tension between  the oil industry and the State. T h i s  bill —  which 
e f f e c t i v e l y  doubles an interest rate on the i n d ustry while 
providing no o p portunity for the industry to a c c e l e r a t e  settle m e n t s  
-- wculc make matters m u c h  worse.
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Chair: S i g n a t u r e  a n d / R e c o m m e n d a t i o n

R e s o u r c e s  C o m m i t t e e  c o n s i d e r e d  C S H B  569 (Resources)

"An A c t  r e l a t i n g  t o  t h e  m a x i m u m  length of s a l m o n  seine v e s s e l s . "

and recommended:

[ ] r e p l a c e  w i t h  
[ ] or a d o p t  ____

[ ] a t t a c h e d  amendment(s)

[ 3 ______________________
[ \ /  do pass 

[ ] do not ps.ss 

[ ] no r e c o m m e n d a t i o n  

[ ] individual r e c o m m e n d a t i o n s  
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NOTES LT. VELENTINE 

HB 569

My main purpose is to bring you up to date reference the Enforceability of 

the maximum Length of Seines Vessels. During the summer of 1987 we 

received inquiries from the fishing industry reference the two criteria 

involved in determining the maximum length of a seine vessel. What was at 

issue was - did the vessel have to comply with both the 50ft official 

Coast Guard length as well as the 58ft overall length. The individuals 

inquiring into the statute wanted to build vessels that complied with one 

but not both of the criteria. IE., they wanted to build a 50ft official 

Coast Guard length vessel that was more than 58ft in overall length.

The Department of Law determined that one has to comply with both 

standards of measurement in order to remain legal. This opinion also 

included the Coast Guard definition of both Official Coast Guard register 

length as well as Overall Length. Which specifically excludes bowsprits, 

rudders, outboard motors brackets, similar fittings or attachments from 

the overall measurement. The following summer of 1988 we observed several

16.05.835



v e s s e ls  and re c e iv e d  s e v e r a l c om p la in ts  from  fis h e rm an  re fe re n c e  s e in e  

v e s s e ls  th a t  were c le a r l y  lo n g e r  than  5 8 f t .  o v e r a l l  le n g th , however th e  

p o r t io n  o f  th e  v e s s e l th a t  exceeded 5 8 f t  was in  most cases a b o lt e d  on 

t r a y  o r  e x te n s io n . We were u n ab le  to  p ro s e c u te  in  absence o f a S ta te  

S ta tu te  th a t  d e f in e d  o v e r a l l  le n g th  hence th e  f e d e r a l  s tan d a rd  was 

a p p lie d .

D u rin g  th e  Summer o f  1989 we fa c e d  a s im i la r  p rob lem  in  B r i s t o l  Bay . 

B r i s t o l  Bay D r i f t  G i l ln e t t e r s  a re  l im i t e d  to  a 3 2 f t .  o v e r a l l  le n g th  

v e s s e l .  U s ing  th e  s ta n d a rd  th a t  o v e r a l l  le n g th  d id  n o t in c lu d e  

a ttachm en ts  s e v e r a l  in d iv id u a l fis h e rm an  b u i ld  3 4 f t .  b o a ts  then cu t o f f  

two f e e t  o f  th e  bow th ey  then added a w a te r t i g h t  bu lkhead  to  b o th  cu t o f f  

s e c t io n s  and b o lt e d  the  (a tta chm en t) on th e  bow. Thus c irc um ven tin g  the 

3 2 f t .  o v e r a l l  re q u irem e n t . We re c e iv e d  numerous c om p la in ts  from  the  

f i s h in g  f l e e t  bu t were un ab le  t o  p ro s e c u te  a g a in  due to  a la c k  o f  o u r own 

S ta te  d e f i n i t i o n  o f  o v e r a l l  le n g th . To keep t h i s  new type o f v e s s e l from  

becoming the  in d u s t r y  s ta n d a rd  th e  B oard  o f  F i s h e r ie s  d e fin e d  O v e r a l l  

Length f o r  o n ly  B r i s t o l  Bay D r i f t  G i l l n e t t e r s  a t  i t s  F eb ru a ry  1990  m eeting



which specifically made bolt on bows ilegall. From an enforcement 

perspective only and not taking into account any biological or gear

efficiency questions we feel that what ever the legal overall limit is

ultimatly determined to be it should be clearly defined so that all

fisherman are put on to equal footing and also so that the length can

easily be determined in the field with a simple tape measurement.
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H O U S E  O F  REPRESENTATIVES 

Box V, Juneau, Alaska 99311 

(9C7) 465-2487 • 465-2498

REPRESENTATIVE CLIFF DAVIDSON • DISTRICT 27 • Box 746, Kodiak, Alaska 99615 - (907) 486-8250

TO:

FROM:

Senator Bettye Fahrenkamp, Chairman 
Senate Resources Committee

Representative Cliff Davidson, Co- 
House Resources Committee

DATE:

SUBJECT:

March 20 1990 

House Bill 569
Maximum length of salmon seine vessels

House Bill 569 passed the House of Representatives on March 15, 
1990 and has been referred to the Senate Resources Committee. I 
would like to request this bill be scheduled for a hearing in Senate 
Resources as soon as possible.

This bill updates language currently in Alaska Statute 16.05.835 
which states commercial salmon seiners "may not be longer than 50 
feet, official Coast Guard register length, and 58 feet overall 
length." On September 12, 1989, the Coast Guard changed their 
method of measuring vessels. Previously, the length from the bow 
to the rudder stock was used. They are now measuring the overall 
length of a boat to be consistent with international law.

Alaska Statute and regulation both refer to the "50 feet, official 
Coast Guard register length" language. If this language is not 
changed in Statute, newly built salmon seiners will be Coast Guard 
registered using the overall length (rather than the keel length) and 
would be over the allowable size limit. The language change 
proposed in this bill will correct this problem and simplify the 
measurement standard.

Thank you for your consideration of this request. If you have any 
questions regarding this legislation, please contact Stephanie Love 
in my office.
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SUMMARY
OTHER AGENCIES AFFECTED BY BILL
Public S a f e t y

CONSTITUENT GROUFTS) AFFECTED BY BF.y
C o m m e r c i a l  S a l m o n  S e i n e r s

ORGANIZATIONAL SUPPORT FOR BILL

U n k n o w n

ORGANIZATIONAL OPPOSITION TO BILL

U n k n o w n

FISCAL IMPACT: 27 NONE 'Q FISCAL NOTE ATTACHED
BACKGROUND/LEGISLATIVE INTENT

The US C o a s t  G u a r d  r e c e n t l y  changed t h e  d e f i n i t i o n  of " R e g i s t e r e d  
Length". U n d e r  t h e  n e w  definition, s o m e  v e s s e l s  w i l l  e x c e e d  the 
50 foot r e g i s t e r e d  l e n g t h  limit, but n o t  t h e  58 foot o v e r a l l  length 
requirement, thus m a k i n g  t h e m  illegal for u s e  in t h e  commer c i a l  
s almon s e i n e  fishery.

ANALYSIS OF BILL'PROGRAM EFFECTS

P a s s a g e  of t h i s  l e g i s l a t i o n  wi ll not e f f e c t  the p r o g r a m s  of the 
division. P a s s a g e  w i l l  m a k e  it e a s i e r  for d e p a r t m e n t  st aff to 
explain, and t h e  p u b l i c  to understand, t h e  l e n g t h  restriction.

AMENDMENTS PROPOSED

The t e r m  "overall length" has c aused e n f o r c e m e n t  p r o b l e m s  w i t h  the 
Bristol B a y  32 foot m a x i m u m  length r e g u l a t i o n .  T h a t  p r o b l e m  was 
ov e r c o m e  b y  d e f i n i n g  "overall length" t o  m e a n  "the s t r a i g h t  line 
length  b e t w e e n  the e x t remities of the v e s sel, b u t  d o e s  n o t  include 
a n c h o r  r o l l e r s . "  W e  r e c o m m e n d  this l a n g u a g e  b e  c o n s i d e r e d  as an 
am e n d m e n t  to this legislation.

PLEASE ATTACH A SEPARATE SHEET FOR ADOTOOHAL COMMENT) OH ANALYSIS.

31-003 (R*y. 7/87)
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ANALYSIS : (Attach a separate page if necessary)

No F Y 9 0  i m p a c t

Prepared by : ^ b e r t . C . .  C lasbv ---------------------------------------------------- Phnnff ■ f l6 ? -a ? 1 0
Division :  Commercial F is h e r ie s  s) n   Date: Ma rch  1 . 1QQQ

Approved by Commissioner: '̂ ^ Iffa?  Date: 3 / ^ Z~/q D_________
Agency:   St ,*»'*' U S ' \ ~  /  /
Distribution (by preparer) :  J

Legisladve Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 1 i
Impacted Agcncy(ies) P3?4 ------- o f -------


