


Further discussion followed

A recess was called at 5:05 to allow the staff to make necessary
changes in the 200# § 20 mills concept.

AFTER RECESS
October 23, 1973
5:15 P .m.

Mr. Haugen called the meeting back to order.

Mr. Freeman moved for the following language in HB 1, under LEVY

OF TAX (b) "political subdivisions may levy a tax on the Tfull

and true value of taxable property taxable under this chapter

at a rate not to exceed that which produces an amount of revenue
equivalent to $1,000 per person within its boundaries. A tax
levied by a political subdivision under this subsection shall be

in lieu of that amount of the tax levied under (@) of this section-
and asked .unanimous consent. Mr. Ferguson objected.

Mr. Saylors moved to table the motion, and asked unanimous consent.
No objection, so ordered.

Mr. Saylors moved for the adoption of the following language

in HB 1, under LEVY OF TAX (b) "Organized boroughs and organized
cities iIn the unorganized borough authorized to tax under Title

29 may levy and collect a tax on the full and true value of taxable
property taxable under this chapter at a rate not to exceed that
which produces an amount of revenue equivalent to $1,000 per person
within Its boundaries. A tax levied by a municipality under this
subsection shall be credited against the tax at the same millage
rate using the same assessment methods applicable to other property
taxable by the political subdivision. Exemptions shall be limited
to those set out in AS 29.53.020 and .025 and Sec. 20 of this
chapter."

Following discussion, Mr. Saylors withdrew his motion.

Mr. Warwick moved that municipalities replace political subdivisions

in subsection (b) of HB 1, and asked unanimous consent. Mr.
Ferguson objected. The question was called for:
Yeas: a Haugen, Warwick, Saylors,
Freeman, Barber, Specking
Ose
Nays: QO Ferguson
Absent: QO Hillstrand
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Mr. Ferguson moved for the adoption of the following amendment:
Delete Sec. 43.56.020, Page 1 Line 22 through Page 2, Line 13,
and Sec. 3, AS 29.53.025(a) 1is repealed.

Following discussion, Mr. Ferguson moved to divide his motion rt
iInto two parts: No objection, so ordered.

Mr. Ferguson the moved to delete Sec. 43.56.020, Page 1, Line 22
through Page 2, Line 13. The question was called for, and the
vote was as follows:

Yeas: (@) Ferguson, Specking

Nays: () Haugen, Saylors, Freeman,
Barber, Warwick, Ose

Absent: (@ Hillstrand
And so, the motion failed.

Mr. Ferguson then moved for the riﬁeal of Sec. #3, AS 29.53.025 (
The question was called for, and the vote was as follows:

Yeas: (@) Ferguson, Specking

Nays: (6) Haugen, Saylors, Freeman,
Ose, Barber, Warwick

Absent; @ Hillstrand
And so, the motion failed.
Mr. Saylors then moved for the repeal of AS 29.53.025(a). Mr.
Saylors then withdrew his motion following a brief discussion.
Mr. Warwick then moved that subsection (b) from HB 9 be incor-
porated into HB 1. Mr. Barber objected. Mr. Saylors called for
the question. Mr. Warwick withdrew his motion.
Mr. Saylors then moved to insert the following language "'in lieu
of severance taxT on Page 2, exemption #. Mr. Warwick objected.
The question was called for, and the vote was as follows:

Yeas: () Saylors, Haugen

Nays: ®) Warwick, Ose, Specking,
Freeman, Barber, Ferguson

Absent: (@)) Hillstrand

And so, the motion failed.

-72- 10/23/73



Mr. Haugen then informed the Committee members that the Attorney
General, John Havelock, would meet with the staff at 8:00 p.m.
in order to draw up the proposed Committee Substitute.

ADJOURN He then adjourned the meeting at 7:05 p.m.
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* PROPERTY BEXBIVPTED

BY COMMUNITIES IN ALASKA

Political Subdivision
City & Borough of Juneau
City & Borough of Sitka

Fairbanks N Star Borough

Haines Borough
Ketchikan Gateway Borough

North Slope Borough

Cordova

Hoonah
doi 3
Hydaburg
Kake
Klawock
Craig

St. Marys
Pelican
Skagway
Valdez

Petersburg
Nome
Wrangell

Yakutat

Property Exempted

Descriotion
Boats & Vessels, Vehicles
Boats & Vessels

All Personal Property
(Except Mobile Homes)

Boats & Vessels
Boats & Vessels

Owner occupied
Single Family Homes

All Personal Property
(Except Mobile Homes)

All  Exempt
All Exempt
All  Exempt
All  Exempt
All  Exempt

Boats & Vessels

All  Exempt

Boats & Vessels
Aircraft, Boats, Vessels

Personal Property,
Boats & Vessels

Boats & Vessels
Vehicles
Vehicles

All Personal Property

* Figures supplied by the State Assessor

-74-

Amount

6,295,025

2.902.000

101,624,615
496.000

4.037.000

841,050

6,317,910
950.000
5PQ,000
309.000
577s500
261,700
444..000

98,300
337.000

251.500

34,183,570
2.425.000
796 .500
1,809,065

385,080

10/23/73



Sec. 43.56.010 .......
o® Political subdivisions may levy a tax on the taxable
property taxable under this chapter not to exceed 200# ox4
the per capita assessed valuation for the state. A tax
levied by a political subdivision under this subsection shall

be credited against the tax levied under (@) of this section.

EXEMPTIONS - Add a new definition (6) on page 10:

(6) ‘''Properties" as used in Exemptions (2) means mineral

A, AL e, w ~eforogfC, rHULRY  TROMRSE.

uox ootl/LI  XxX11i  UMNIU QUwW Uid4VA

over-ridingiiinterests iIn oil and gas leases.

*Sec. 2 TRANSITIONAL PROVISIONS
(@ During FY 74 and 75 political subdivisions having a

population of not more than 53000 persons maydlevy a tax on the
an

taxable property taxable under this chapter/located within their

boundaries not to exceed 250# of the per capita assessed valuation

for the state.

#Sec. 3 AS 29.53.025 (@) 1is repealed.
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PRESENT :

HB

1

HOUSE FINANCE COMMITTEE MEETING
October 24, 1973
8:15 A.M.

All members of the Finance Committee. Several interested
observers.

Chairrman Hillstrand called the meeting to order and stated
that last night they had left with the proposition in mind

to find a method of modifying the proposed ad valorem measure
according to the discussions held. He asked Mr. Hogan to ex-
plain what they had come up with.

Mr. Hogan said there were a couple of things he wanted to go
over first. He reminded them that when the Governor intro-
duced the bill, in his letter of transmittal he had stated
the measure was based on previously deliberated legislation.
In other words, he placed a disclaimer on any method of de-
vising how 1t would go. That position is still in effect.
Mr. Hogan had worked with Mr. Condon, Assistant Attorney
General, on the bill, and he had asked that it be made clear
that the Governor is not supporting any way to do it. Basic-
ally, Mr. Condon feels the method they came up with Is work-
able and will do what they want it to do.

Mr. Hogan said that the revised copy of HB 1 which he had
given them included all of the changes they had agreed to
exciﬁt for the change In Sec. 43.56.010(b) which i1s the L%y
to the rest of the bill. He said it was Mr. Condon®s feel-
ing that 1T they separated the types of taxation so that one
taxing operation occurs entirely under the municipality and
the other under the State, they would find the inequitability
taken out of the situation. It was his suggestion to make

It essentially a State tax bill with very few regulations to
the municipalities.

Thus, the bulk of the bill deals with the State"s ability
to assess and only two or three paragrapns deal with muni-
cipalities. This way, the municipalities are free to start
taxing now within the thousand dollar per capita limitation
using whatever assessment it likes without regard to what
the State i1s doing.

This could be done mainly by deleting subsection (b) on

line I7., page 1 and substituting: () Municipalities ma
levy and collect a tax on the full and true value of taxable
property taxable under this chapter at a rate not to exceed
that which produces an amount of revenue equivalent to
$1,000 per person residing within its boundaries. A tax
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levied by a municipality under this subsection shall be
credited against that amount of the tax levied under (@)
of this section and shall be levied at the same millage
rate, using the same assessment methods, applicable to
other property taxable by the municipality. Exemptions
shall be limited to those set out In AS 29.53.020 and 025
and Section 20 of this chapter.

Mr. Hogan went on to say that on Page 2, lines 18, 21,

and 26, municipalities should be substituted where i1t says
political subdivisions, and on Page 3, line 18, they should
delete "and 10(b)”.

On Page 7, line 1, he thought it would be advisable for (b)
to read ""The municipality shall also send to a department’.

Mr. Warwick moved and asked unanimous consent that on page
10, line 22, they delete 'or solely for the liquification

of natural gas'. Mr. Specking objected, and amended the
motion to delete only "or solely for the liquification™.
The question was called on the amended motion. There was no
objection, it was so ordered.

Mr. Hogan said there was no need for what had originally
been Section 2 on page 11.

There was some confusion as to what had been decided on
Section 3 on page 11. Mr. Warwick moved that Sec. 3

AS 29.53.025(a) be placed in the bill as i1t read. He then
read that section.

There was some discussion on the motion. The question
was called, and the motion carried 6:3.

Mr. Warwick was concerned the bill was going to preclude
various municipalities from taxing properties before the
Act goes into effect. He said that on page 2, exemptions
7 and 8 do not allow this property to be taxed before the
construction commencement date. He asked Mr. Delahy to
explain.

Mr. Delahy said these exemptions applied to taxes levied or

authorized under this Chapter. Subsection (b) of Sec. 43.

56.010, as changed, authorizes responsibility to levy on

the property taxable under this Chapter which would seem to

gging It within this exemption. He didn’t believe this was
e 1ntent.

Mr. Warwick moved they adopt the following amendment on
page 2, line 4: after "property', add '‘taxed under Section
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10(a) of this chapter” and on line 8 after 'property"
add '‘taxed under Section 10(a) of this chapter.

Mr. Hillstrand objected. He said one of the things he
had been impressed by that the oil companies were saying
was that whatever deal had been arranged would be off it
there were substantive changes. He asked whether this
would be In the nature of a substantive change.

Mr. Warwick didn®"t believe 1t was. IT this wasn"t put
in, the municipalities could tax up until the first of
the year so there would be a Period of maybe a month to
a year where the property wouldnt be taxed as i1t ds right
now.

The question was called. The motion carried 6:3, and the
amendment was adopted.

Mr. Saylors was concerned that there were going to be sev-
eral assessors trying to set various assessments on the
same types of properties. He thought it would be much
better form i1f the State Assessor would be responsible +o
do the assessing on properties described in this chapter
and the communities would be responsible for collecting
taxes.

Mr. Hillstrand said legal complications could stem from
the fact that there was no uniformity of taxing like prop-

erty.

Mr. Hogan said another approach might be to exclude all
mention of personal property from the definition and just
include real property.

Mr. Saylors said he would like to make a motion on the
concept whereby the State would assess those pieces of

real property that are attached to the soil excluding
pieces of equipment and the local subdivisions could be the
assessors of the other property.

Mr. Hillstrand said that 1If the majority of the Committee
was In favor of that concept, they would recess and let
Mr. Saylors, Mr. Warwick, Mr. Hogan, and Mr. Wright work
on the wording of the motion. The majority of the Commit-
tee was in favor.

Meeting recessed at 9:30 A.M.
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RECESS

AFTER RECESS
10:05 A.M.

Chairman Hillstrand called the meeting back to order.

Mr. Saylors said that after discussing the concept during
recess, he wished to withdraw his motion. There was no
objection.

Mr. Warwick moved the following amendment: page 2, line
21, delete "all other®l and insert "‘the following'; line

24, delete "including, but not limited to''; line 25, delete
subsection (A); page 3, line 1, delete subsection (©);
after subsection (E) add a new subsection to read '‘taxes

on the use of the property'”. There was some discussion
of the motion. The question was called, and the motion
failed 5:4.

Mr. Saylors moved that on page 1, line 17, subsection (b)
be amended in the first sentence to read "‘Notwithstanding
AS 29.53.030 municipalities may levwy and collect a tax on
the full and true value of taxable property taxable under
this chapter at a rate as valued by the assessment board

set out iIn this chapter not to exceed that which..."

The question was called, and the motion carried.

Meeting recessed at 10:45 A.M.

_79- 10/24/73



PRESENT

CSHB 1

CSHB 2

AFTER RECESS
2210 P_M.

All members of the Finance Committee. Several inter-
ested observors.

Chairman Hillstrand called the meeting back to order and
stated they would continue discussion of the Committee
Substitute for House Bill 1.

Mr. Warwick moved and asked unanimous consent that on
page 1, subsection (b) after "$1,000 per person’” they add
the words 'per year''. There was no objection, it was so
ordered.

Mr. Specking moved that on page 4, line 19 they change
"actualk to "replacement” and on the same line, delete
units of production™ and substitute "economic life of
proven reserve'.

Mr. Freeman objected.

Mr. Specking said it would give a better value for depre-
ciation purposes. Also they would be picking up the value
now instead of later on when the oil comes from the well.

The question was called, and the motion carried.

Mr. Saylors moved they report Committee Substitute for
House Bill 1 out as presently amended with a Do Pass"
recommendation. The motion carried 7:2.

It was decided that a narrative would beincluded with
the bill explaining the changes they had made.

Chairman Hillstrand said they would go on to discuss
COMMITTEE SUBSTITUTE FOR HOUSE BILL NO. 2 (Special approp-
riation to the Department of Revenue to administer taxes
on property used iIn the exploration for, production of, or
pipeline transportation of gas or unrefined oil).

Mr. Fred Boetsch, Director of the Audit Division for the
Department of Revenue, was present to testify. He distri-
buted a Fiscal Note Request on the bill.

Mr. Boetsch thought the fiscal note stated thejustification
for the appropriation request for the remainder of the cur-
rent fiscal year. It also outlines the proposal the Depart-
ment of Revenue has come up with for administering the ad
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valorem tax. Basically, they plan to hire staf and a
consulting firm skilled in the valuation of oil and gas
properties. They think It Is the proper approach to get
one of these firms to help to set up the staff and train
them. After that they would remain available only for
assistance In certain technical areas where it IS neces-
sary to have their expertise.

Mr. Hillstrand asked whether the fiscal note related to

the Committee Substitute. Mr. Boetsch said that the first
time he had seen the committee substitute was a few minutes
earlier, but 1t was just for the addition of Sec. 2 which
provides for an appropriation of $ million. He didn"t
anticipate that would impose any particular burden on the
Department of Revenue, although he couldn’t speak for the
Department of Community and Regional Affairs.

Mr. Hillstrand asked Mr. Kent Dawson, Fiscal Analyst for
Legislative Finance, for his evaluation.

Mr. Dawson said it was very important for the Agency to have
enough money and at the same time the Legislature wants to
make sure funds are spent properly and not too much appropri-
ated so that the receiving agency will be tempted to move funds
elsewhere. He said they were working with an unknown because
they don”t know when construction will begin. The Depart-
ment of Revenue iIs basing projections on January 1. With

the introduction of the Committee Substitute, another pos-
sibility comes up whereby they could appropriate now a rela-
tively small amount to get going so the Department of Revenue
could go out and hire consultants now. The wording could be
changed so that part of the $ million could be released to
the Dept, of Revenue with the approval of the Governor and
the Budget & Audit Committee. The advantage will be they
will know when the money iIs needed. $144,000 is what they
could appropriate right now. Then after better information
of what 1s needed comes out, they could go to the Governor
andngdget and Audit and get some of the $5 million if they
need It.

It seemed to be the consensus of the majority of the Com-
mittee that they’d like to have the State administration
have enough money to start off right In the assessment pro-
cedure. They also decided they’d like to have a Committee
Report that would express their intent that the $ million
be used to meet pipeline impact needs of the municipality.

Mr. Haugen moved that send out Committee Substitute for
HB 2 with a "Do Pass'™ recommendation. The motion carried

6:3.
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Seomy'!

The Committee decided to send along a Letter of Intent
which would show that the Finance Committee established
this fund to accomodate impact to communities because
of pipeline construction as determined by the Governor
and approved by Legislative Budget and Audit.

Meeting recessed at 3:25 P.M.

AFTER RECESS
4:00 P.M.

Chairman Hillstrand called the meeting back to order
and stated that they had another matter to consider on
HB 1.

Mr. Saylors moved that on page 1, line 24 after "at" they
add "at a rate no higher than'" and after "the"™ they delete
the word '"same'; and on line 25 and 26 they delete "appli-
cable to other property taxable by the municipality.”™ and
insert "as set out in Sec. 060 of this chapter." There
was no objection, it was -s0 ordered.

The Committee then reviewed the written narrative for

the Committee Report on the Committee Substitute for HB 1.
They made some changes and asked that it be typed up for
signature so that it could be attached to the bill.

ADJOURN Meeting adjourned at 4:30 P.M.
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PRESENT

CSHB 1

HOUSE FINANCE COMMITTEE
October 25, 1973
2:55 P.M.

All members of the Finance Committee except Mr. Haugen.

Chairman Hillstrand called the meeting to order and
stated that the purpose was to anticipate amendments to
the bill and prepare themselves to respond to them.
They had before them four amendments which Mr. Fink

had sent upfor.their review.

Mr. Warwicksuggested they address themselves to the
one on page5, line 22 which would delete subsection (3)
as it seemed to be the simplest.

Mr. Warwick said that they had taken out the last part
of the subsection so that what was left didn"t make any
sense.

It was decided that they should talk with Mr. Condon or
Mr. Burrell to see if it would be a substantive change if
they dropped the subsection.

Mr. Burrell arrived at that time and stated that the pro-
vision was requested by the industry primarily to cover
(other than natural disasters) the fact that after construc-
tion started and during the period when they were being
assessed, there might be another law suit. He said there
were so many grounds for law suits that the possibility of
an antitrust suit or a private suit was great and an injunc-
tion might be granted. The industry feels they may start
the pipeline and still be enjoined.

Mr. Burrell went on to say that the deletion they had al-
ready made took the sense out of the subsection. What it
was supposed to say was that if they shut down for 90 days
then they would have a fourth taken off of the tax.

There was much discussion of the pros and cons of the
deletion.

Mr. Hillstrand asked whether in Mr. Burrell®s opinion,
the deletion would be considered by the Governor®s office
as a departure iIn substance from their agreement with the
industry. Mr. Burrell believed it would be.

Mr. Burrell thought the language which had been deleted
already should be reinstated. He said what it was trying
to do was to say if the value of the pipeline”®if shut down
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went down then this should be taken

into account for
taxing purposes.

On the question of whether to delete the subsection or

include it, four were in favor of deleting and four were
in favor of reinstating the original language.

RECESS Meeting recessed at 4:00 P._M.
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PRESENT

CSHB 1

HOUSE FINANCE COMMITTEE
October 26, 1973
8:25 A_M.

All members except Mr. Saylors. Mr. Rob Lewmy represent-
ing Phillips Petroleum was also present.

Chairman Hillstrand called the meeting to order for the
purpose of considering amendments to CSHB 1.

Mr. Freeman moved and asked unanimous consent that they
adopt the following amendment:

Page 3, line 3 - After "property” insert "except for the
sales tax on the Tfirst $1,000 of each sale" and delete all
material in parenthesis and the parenthesis.

Page 3, line 10 - Between the word "operation" and the
semi-colon insert "(except for the sales tax on the first
$1,000 of each sale)."

Mr. Warwick objected for the purpose of passing out copies
of the language.

Mr. Freeman asked Mr. Warwick if this was the same language
they had in Fairbanks in regard to the present sales tax.

Mr. Warwick said that it was, and that they took care of some
of the problems administratively.

Mr. Hillstrand asked whether this was applicable throughout
the State or just in the Fairbanks area. Mr. Warwick said
that Fairbanks has a $1,000 limitation and Kenai has a $500
one. He was not sure of the limitations in other places.

Mr. Warwick removed his objection. Mr. Hillstrand objected
because of the illustration that they buy property in Anchor-
age because they don"t have to pay 3-5# sales tax.

Mr. Warwick told him that one of the reasons they put the
$1,000 limitation on it was because they only tax the first
$1,000 of each sale. 5# of $1,000 is $50, and he thought
it a reasonable limitation.

The thought occurred to Mr. Barber that they may use more
than one invoice to make a $10,000 purchase for example.

Mr. Warwick said that was the sort of thing that would have
to be handled administratively.

Mr. Hillstrand removed his objection. The question was
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called. There was no objection, it was so ordered.

Mr. Freeman moved the following amendment: page 5> line 26 -
After the word "property" insert ", adjusted to take into
account any diminution in value™.

Mr. Ferguson objected.

Mr. Freeman said that as he understood it, it was the thought
on the part of some of the members that having this language
in was an overkill, but something the industry thought im-
portant. He didn"t think it was that necessary personally,
because in the case of natural disasters they could have
access to the courts which would take care of their problems.
However, if it is a "big deal”™ with the oil industry, he has
no objection to having the language back in.

Mr. Hillstrand noted they had had testimony from Mr. Burrell
saying that it was a substantial change as far as the indus-
try was concerned.

Mr. Ferguson removed his objection.

The question was called, and the motion carried with no
objection.

Mr. Hillstrand moved they adopt the following amendment:

Page 11, line 8 - After "fTacilities" before the semi-colon
add ': "taxable property”™ does not include permanent resi-
dences or office buildings requiring substantial local gov-
ernment services."

There was no objection, it was so ordered.

Mr. Warwick said there was one more matterthat hadn"t been
resolved in regard to the liquification plant. He moved
that on page 10, line 28 they add the words "or solely for
the liquification.

Mr. Hillstrand objected.

Mr. Warwick said that initially it had been voted out be-
cause they felt the liquification plant was directly in-
volved in the transportation of natural gas. There was a
relationship between the liquification plant and the trans-
portation of the gas.

Mr. Barber said he opposed the action becausethe other
immediate large industries located because of the pipeline
come under this bill. He said the proposed El Paso Plant
contemplates $200 million, and if they are going to leave
items of property of that magnitude cut of this bill, they
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would be defeating some of the main purposes of the bill.
He realized that by their action liquification plants are
defined more definitely than refineries, etc., but he be-
lieved that if they explain in their narrative why they
are doing it, it would cover the other ancillaries to the
pipeline operation whether gas or oil.

Mr. Specking failed to see how they could differentiate
between liquification and other forms of petroleum processing.

Mr. Barber said that another reason for his opposition was
that historically in Alaska there has been a great deal of
competition between boroughs and cities fighting for loca-
tion of various industries in their area. He thought this
competition could be removed by thoughh the bill and thus
the plants will be based in the best location for it without
regard to the special benefits certain boroughs or cities
could give.

Mr. Specking said that this didn"t go along with his con-
cept of the whole economic process.

The question was called. The motion failed 5:3.

Mr. Hillstrand noted they had a rider to one of their amend-
ments that he was not familiar with. He wondered whether it
would show any of the local governments or municipalities to
disadvantage. He asked how they should rebut that.

Mr. Warwick wasn®"t sure it needed a rebuttal. However, he
thought they could point out that although it would effect
the communities involved, it would allow them a sufficient
amount of revenue to run their operations.

Mr. Ferguson still thought there was a problem with the
bonding capabilities of the local governments with respect
to the $1,000 per capita.

Mr. Hillstrand pointed out they could tell them that all of
their amendments provided that on non-related matters they
are not limited. Also they do still share in revenue sharing
provision policies and the impact for which they are unable
to cope with, through factual proof, they can share in that
as well.

Meeting recessed at 9:~5 A.M.
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PRESENT

CSHB 4

9:15 a.m.

A quorum was present. Staff members J. H. Hogan, Milt Barker,
Kent Dawson, Rich Guthrie, Bob Grogan. Representatives Degnan,
Laktonen. Mr. Herb Lehfeldt, City Manager, Valdez, Mr. Robert
Walker, representing Exon Corporation, and Mr. Robert Underwood,
Supervisor, State and Local Taxes, Atlantic Richfield Company.

Chairman Hillstrand called the meeting to order at 9:15 a.m.
The purpose of the meeting was consideration of CSHB 4 (An act
relating to the oil and gas properties production tax) and

HB 5 (An act levying an oil and gas regulation and conservation
tax).

Mr. Homer Burrell, Director, Division of Oil and Gas, and Mr.
0. K. Gilbreth, Reservoir Engineer, Division of 0Oil and Gas,
were in Anchorage and unable to present testimony on these
bills.

Mr. Hogan explained to the Committee that the Committee Substi-
tute for HB 4 does away with lease averaging which would, 1in
the original bill, result in a reduction of revenues. The

CS returns to the current language of the statutes, which com-
putes the tax upon the average daily production for each well
for the calendar month in barrels. The original bill based
the tax on total production from each lease or property.

Mr. Hogan stated that the Governor’s concern over the original
bill was that wells in Cook Inlet all produce from platforms.
Only the platforms are metered, not the wells; therefore, in
order to assign production on a daily basis, the wells must be
tested to prove their producing ability; production 1is then
allocated on a daily basis to all wells- according to their
ability to produce.

Mr. Hillstrand asked if the production tax varied between the
CS and the original bill. Mr. Hogan said that it did not.

Mr. Robert Underwood, Supervisor of State and Local Taxes for
the Atlantic Richfield Company, stated that this CS does away
with the original proposal which provided for lease averaging,
and reverts back to per-well tax calculation and provides for
a higher tax.

Mr. Hillstrand then asked Mr. Underwood if the changes proposed
strayed from the original oil package of legislation which was
agreed upon by the Administration and the oil industry. Mr.
Underwood replied that, in his opinion, the changes found 1in
CSHB 4, were not large and would not have an effect on the
original agreement, but that future changes "here and there"
could possibly have such an effect.
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Mr. Underwood stated that CSHB 4 will result in the severance

tax being approximately 6% higher than in the Governor®s

original proposed bill. Mr. Underwood stated that the 6%

would effect Cook Inlet, while the North Slope per-wellhead-value
will have a 30# increase.

Mr. Walker stated that when the price of the production at
the wellhead falls below a certain price, then '"the cents
per barrel comes into play". As long as wellhead value is
above the floor, the percentage schedule is used, the net
effect being 8% of wellhead value. Mr. Walker said that
severance tax is paid in accordance with these two schedules,
whichever 1is the most.

Mr. Underwood explained to the Committee that wellhead value

is the remainder after transportation has been subtracted from
the market cost. Mr. Barber then asked if the delivery point

of the oil was an option of the oil companies. Mr. Underwood
said that it seems the market will be on the West Coast, but

that some conditions could occur to make it attractive to the
East Coast as well. Mr. Barber then asked if there was a
possibility of shipping oil to Europe. Mr. Underwood stated that
he believed the iIndustry made it clear to Congress that the

oil would not be shipped abroad. Mr. Barber pointed out that

if transportation determines the wellhead value, and one delivery
point is Tfurther away than another delivery point, then the

wellhead value will be less. Mr. Underwood said that the delivery
point is not so much an option of the oil companies as it is
the market demand. Mr. Barber pointed out that the oil companies

will go where the price is the greatest.

Mr. Freeman stated that the less amount of transportation would
mean a greater wellhead value; and wouldn®"t it then be feasible
to have.refineries in Alaska and move the finished product
rather than the crude oil.

Mr. Hillstrand asked Mr. Underwood and Mr. Walker if they could
provide the Committee with a worksheet reflecting the various
costs going into the determination of wellhead price, as a basis
for various taxes, levies, royalties, etc., that the State can
expect to receive for a barrel of oil of various gravities. Mr.
Walker stated that it was difficult to provide such Information
in terms of tariffs or transportation costs. Mr. Hillstrand then
said that he wanted Tfactors rather than the actual figures. He
then said that the pipeline originally had been tabulated at a
cost of $700 million and will now cost from $3.5 to $4 billion.
He pointed out that although the end result of cost is different,
the factors in determining the cost are not. Mr. Walker told
the Committee that the primary factors in general are: 1) the
pipeline tariff; 2) terminal handling charges; 3) tanker tariffs.
Mr. Walker explained that these factors are subtracted from the
market value, which results in the determination of wellhead
value.
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Mr. Walker then stated that the factors used to determine
tariffs on the pipeline were extremely involved and will be
governed by the Interstate Commerce Commission.

Mr. Haugen stated that he wished to hear proponents of the
cents per barrel schedule as well.

Mr. Warwick then asked Mr. Underwood if Alaska is currently on
the cents per barrel schedule now. Mr. Underwood said no, but
it is, at present”™ on the law books. He explained that Cook
Inifc.t wellhead value is now abo"~ the floor, and therefore, the
percentage basis is used.

Mr. Warwick then referred to a table provided by Mr. Burrell,
Director of the Division of Oil and Gas, which was entitled
“"Crude Oil Price and Average Daily Well Production, State of
Alaska". Mr. Warwick pointed out the discrepancy found be-
tween Granite Point®"s APl Gravity of 38.5 and Wellhead Price of
$2.39 and Trading Bay"s APl Gravity of 29.0 and Wellhead Price
of $3.09. Mr. Underwood stated that many kinds of pricing
situations existed at one time or another, but he thought some
of this imbalance has disappeared as time has gone by. Mr.
Underwood said that his company, Atlantic Richfield, owns

20% of the oil production in the Kenal Borough, and their
average price last month wn™ $3.65. He added that his company
also owns an interest in Granite Point, and he had serious
doubts as to whether they were paying taxes on $2.39. Mr.
Underwood then stated that he could not justify the ediscrepancies
in the prices, but that the Attorney General was currently
looking into the difference in prices.

In reply to Mr. Hillstrand, Mr. Underwood stated that the
anticipated wellhead value, while determined by the three
very broad (previously mentioned) factors, can be summed up
in just one factor, that being transportation charge from
the wellhead to the point of sale.

Mr. Hillstrand stated that 1970 testimony had shown that the
West Coast had a 500,000 barrels per day need. He then said
that instead of shipping the oil to a California delivery
point, such as Los Angeles, the oil can be shipped to Japan

as (for example) payment cf pipeline materials. He then asked
Mr. Underwood what effect the shipping of oil to Japan would
have on the income of the State. Mr. Underwood stated that

it could result in a higher wellhead value. Mr. Underwood

then said he doubted that Congress would give the pipeline
permit to Alaska if they knew the oil was going outside the
United States. Mr. Hillstrand stated that much has happened
since 1970, but he asked Mr. Underwood what the State would do
with the balance of its oil. He explained that Alaska will
produce 2.5 million barrels per day, and that the West Coast
will need only 500,000 of that amount. Mr. Walker replied that
due to the testimony he heard from other industry people
speaking before various Special Session committees, he under-
stood that by the time Prudhoe Bay and the Transalaska Pipeline
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are capable of producing and transporting 2 million barrels per
day, there will be a market on the West Coast for all of the oil.
Oil that would normally come in to the West Coast from other places
would be delivered to (for example) the Texas Gulf Coast.

In reply to Mr. Freeman, Mr. Underwood stated that the term 'gross
value”" 1is synonymous with wellhead value in terms of severance arid
production taxes. Mr. Freeman pointed out that if points of delivery
are different, the gross value will be changed continuously. Mr .
Underwood replied that he was not sure what the price would be, but
that it will be a West Coast price and will be determined so it is
fairly stable.

Mr. Underwood claimed that Committee Substitute for HB 4 amounted

to a 30# increase in severance tax. Mr. Warwick countered that the
Governor’s bill, as originally introduced, would have increased
cents-per-barrel severance taxes slightly but would have offset this
with a provision that allowed "averaging” of well production. He
contended that with the price of oil projected to increase over the
next several years (therefore ruling out the probability of opera-
ting on a cents-per-barrel floor), the net effect of the "proposed
increase in taxation" would be not the 30# but the 8% (plus or minus)
increase estimated to result from the disallowance of well production
averaging. Mr. Warwick further commented that production averaging
is not in the law now and thus, change from the existing law is nil.

Mr. Freeman then stated that CSHB 4 consists of the following: 1)
gross value tax percentage based on wellhead value; 2) floor based
on cents per barrel.

HB 5 The Committee then considered HOUSE BILL 5 (An act levying an oil and
gas regulation and conservation tax).

Mr. Warwick asked Mr. Underwood if other states have a conservation
tax, or would the severance tax cover Iit. Mr. Underwood replied

that mcst states do have a conservation tax. Mr. Underv/ood added that
usually the taxes are generally dedicated.

Mr. Urierwood and Mr. Walker both stated that they held no position
on HB 3

RECESS With unanimous approval, the Committee recessed at 10:45 a.m.
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PRESENT

HB 5

EXECUTIVE
SESSION

HOUSE FINANCE COMMITTEE

October 29, 1973
8:30 A_M.

Mr. Barber, Mr. Freeman, Mr. Haugen, Mr. Warwick, Mr. Specking
and Mr. Hillstrand were present.

Chairman Hillstrand called the meeting to order and asked
that a form be sent to the floor leader requesting they be
excused from roll call because of the fact that they were 1in
room 421 working on HOUSE BILL NO. 5 (An Act levying an oil
and gas regulation and conservation tax).

The Committee went into Executive Session at 8:35 A.M.
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PRESENT

HOUSE FINANCE COMMITTEE
October 30, 1973
8:15 a.m.

All members with the exception of Mr. Hillstrand. Staff
members J. H. Hogan, Milt Barker, Kent Dawson. Mr. Tom
Fink, Speaker of the House of Representatives; Representa-
tive McVeigh; Mr. John Havelock, Attorney General; Mr.
Larry Eppenbach, Department of Revenue; Mr. Herb Lehfeldt,
Valdez City Manager; Mr. Tim Bradner, Lobbyist, British
Petroleum; Mr. Homer Burrell, Director, Division of Oil
and Gas.

The meeting was called to order at 8:15 a.m. The purpose
of the meeting was consideration of Mr. Fink’s proposed
Committee Substitute for HB 4 (relating to oil and gas
properties production tax).

Mr. Fink referred to copies of his proposal and various
revenue and production tables submitted by Mr. Burrell and
Mr. Eppenbach, (see Pages 99 through 110 of the minutes).

Mr. Fink stated that the theory behind his proposal was that
Alaska can collect as much money on its oil as do Texas,
California, and Louisiana. He said that Texas collects

16 and 2/3 in royalties, has a 4.6# severance tax, and 3#

ad valorem tax for oil in the ground; Louisiana collects

16 and 2/3 in royalties; California collects 16 and 2/3

in royalties for the first hundred barrels, and 50# over

500 hundred barrels. California has no severance tax, but
does have a conservation tax. Mr. Fink stated that Alaska
should not collect anything less than 20 to 25#. Mr. Fink
then said that the theory behind the Administration’s Com-
mittee Substitute for HB 4 was that they are charging what
they feel the state needs for revenue. Mr. Fink said he
felt that Alaska should charge the same price other states
charge, but should not charge as much as do foreign countries.

Mr. Fink referred to the escalation clause in his proposal
which states that whenever the price for the same gravity of
oil in Long Beach, California exceeds 404:, then the table is
adjusted upward.

Mr. Fink stated that the Governor’s bill does away with lease
averaging. He told the Committee that his proposal advocates
averaging and results in approximately 3i<t per barrel, which
is higher than the Governor’s Committee Substitute.
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Mr. Fink then pointed out discrepancies iIn prices reflected
on the table entitled "Crude Oil price and Average Daily Well
Production, State of Alaska". He stated that for the same
gravity of oil, they are paying 50# more in one Tfield than

in Granite Point. Mr. Fink said that he saw no basis for the
same gravity of oil having a different wellhead value -anywhere
in Cook Inlet.

Mr. Fink then stated that another difference between his pro-
posal and the Governor’s bill was that Mr. Fink had deleted
payment of &.05» for each barrel of oil, out of royalties as
required under the revenue-sharing provisions of the Alaska
Native Claims Settlement Act in the Alaska Native Fund. Mr.
Ferguson asked Mr. Fink how those payments would be made if
Mr. Fink"s proposal deleted that clause. Mr. Fink stated
that payment would be made through the General Fund as re-
quired by federal law.

Mr. Fink said that he used the Administration®s original
concept of averaging because it is easier to measure the oil;
there is no point in measuring every well.

Mr. Fink then said that in 1967 the oil and gas severance
tax was 1#; he said the argument then was "don"t raise the

tax until Cook Inlet is developed.”™ Mr. Fink said the
present argument is '"don"t raise the tax until the North
Slope is developed.”™ Mr. Fink said this could go on until

the last fTield is developed,

Mr. Barber asked if there was any great divergence between
Mr. Fink"s proposal and the Governor®s bill with regard to

the measuring of oil production. Mr. Fink stated that the
Governor®s original bill and Mr. Fink"s bill advocate lease
averaging. The Governor, however, found that the averaging

amounts to an 8# reduction in money; therefore, the Governor
devised a Committee Substitute.to take out the averaging.

Mr. Fink®"s proposal increases the cents-per-barrel and makes
it easier for the state and oil industry to measure oil
production.

Mr. Fink explained that an attempt to escalate the cents-
per-barrel has been made over the years; the Long Beach
California price is the reference point used in this bill.

Mr. Fink said that whatever one thinks is a good average

price, escalation should be taken advantage of. In re-

sponse to Mr. Warwick, Mr. Fink replied that if the Long

Beach price falls, it won"t effect Alaska®s formula because

the bill provides an escalation clause only, not a de-escalation
clause.

Mr. Barber noted that Mr. Fink®"s Committee Substitute provided
for wells which cannot meet requirements of 100 barrels per day.
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Mr. Barber asked how many wells on a platform provide 100
barrels per day. Mr. Fink said that he didn®"t think there
were any. Mr. Burrell stated that there are very few wells
producing that amount, but it would not have any marked
effect on this proposed legislation. Mr. Burrell said that
the good wells on a platform "carry'" the bad wells, and

the bad wells are left operating; if those wells are in
need of repair, however, they will probably be discontinued.

Mr. Freeman then asked Mr. Havelock if he had had time to

study Mr. Fink"s proposal. Mr. Havelock stated that he had.

Mr. Freeman then asked if Mr. Havelock had found any fault

with the figures and facts as presented in Mr. Fink®"s pro-
posal. Mr. Havelock stated that the one over-riding problem

is the measuring against out-of-state (Long Beach, California)
prices, because this results in making the Alaska statute
unconstitutional. Mr. Havelock said that there was nothing
wrong with Mr. Fink"s proposal as far as Tfigures were concerned.

Mr. Burrell then stated that the wellhead price found in his
letter to Mr. Fink is only a tax price. The discrepancy
pointed out previously by Mr. Fink with regard to Granite
Point and another site is based on exorbitant transportation
cost.

Mr, Havelock stated that the State can avoid the problem of
making the statute unconstitutional by going back to the well-
head price. Mr. Freeman then asked if the cents-per-barrel
rate set in this bill is considered a contract; does this
preclude the Legislature from changing it next year? Mr.
Havelock stated that the state®"s taxing power cannot be con-
tracted away. He suggested that the Legislature should come
back and figure the tax that should be levied after looking

at real prices rather than projected figures.

Mr. Fink stated that the 10# Long Beach concept is uncon-
stitutional, it would not render the rest of the bill in-
effective due to the severability clause. Mr. Havelock said
thac was correct, but he would prefer to see everything
straightened out now, and not have the bill hinging on a

severability clause. Mr. Fink stated that the escalation
clause was necessary; Alaska needs a method for automatic
escalation. Mr. Fink said that the oil industry wants this

package to go through, and it is important to try to get one
through that provides for escalation.

Mr. Havelock stated that he was not criticizing the escalation
clause; he stated that it was unconstitutional to impose a
tax on iInterstate commerce.

Mr. Warwjck suggested using Tesoro prices, wh3ch would not be
an out-of-state reference point for pricing. Mr. Fink agreed.
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Mr. Haugen commented that he thought it was about time to make
up their minds on what they think the oil Tfields are worth.

Mr. Havelock noted that the Governor®s initial bill was designed
so that there would not be a substantial tax increase in Cook
Inlet. However, by moving away from the unit or lease, there has
in effect been an $800,000 to $1,000,000 of increased taxes to
Cook Inlet.

Mr. Burrell asked to comment on the economic aspects of the bill.
He polptedi&eutr.soDi”™ ofethe differences between Mr. Pink®"s bill
and the Governor®s Committee Substitute. He especially spoke

in regard to Definitions 8 and 9 on page 4 of the Governor®s CS.
He said they were trying to get the point of instance of taxa-
tion and royalty at the same place because if they don"t, they
will have two different production lines. Therefore, they need
the definitions for 8 and 9.

Mr. Burrell then passed out copies of the regulations which they
promulgated to administer this tax law on a per well basis. (See
page 98 of the minutes.)

They went on to discuss some of the definitions and their necessity.
Mr. Warwick wondered whether they hadn®"t defined "property"™ as
something different in HB 1. He noticed that it didn"t say any-
thing about unitification. Mr. Burrell said there was no reason
why they couldn®"t use the definition out of HB 1 although he

did think it would be better to cover units also.

Mr. Warwick asked about "API Gravity" and "Gravity". Mr. Burrell
said that APl Gravity was the standard definition and while the
other definition of gravity would suffice, the APl definition was
the better one.

Mr. Burrell suggested they go back to the definitions used in
the Governor®s bill where relevant.

Mr. Hogan asked whether the definition of "produced™ and '"pro-
duction”™ on page 4 would mean that if gas, in particular, or oil
were used on the lease, it would be taxed and a royalty payment
extracted. Mr. Burrell said no.

Mr. Hogan said the only reason for keeping taxing payments separate
from royalty would be if the Committee wanted to tax the oil that
was used on the lease. Mr. Burrell agreed.

Mr. Specking asked what Kkind of volume they were talking about.
Mr. Burrell raid it was mostly very little, just for power and
fuel .
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Motion Mr. Ferguson moved and asked unanimous consent that they take
n Representative Fink"s bill as a Committee Substitute.

Mr. Freeman objected. He asked whether this meant theywould
use his bill as a basis and work it over into a new form.
Mr. Ferguson said that was right.

Mr. Freeman removed his objection.

The question was called. There was no objection, It was so
ordered.
RECESS Meeting recessed at 9:55 A.M.

-97- 10/30/73



Register 44, January 1973

ARTICLE 5. OIL AND GAS
PROPERTIES PRODUCTION TAX

15 AAC 05.660. NUMBER OF OIL WELLS.
The flow stream of oil from each rpparule pool
completion dwall be deemed production from
one well, except that where flow streams arc
commingled in the well bore the commingled
stream sall be deemed production from ore.
well unless production from each pool B
separately measured in accordance with sec. 670
of this subchapler. (Eff. 1/2/71.Reg. 36)

Authority: AS 43.55.010

15 AAC 05.670. DAILY PER WELL OIL
PRODUCTION, @ Daily per well oail
production shall be the total oil production per
calendar month from each well divided by the
number of days in the month either measured or
allocated on the basis of well tests.

() Allocated dailly per well oil production sall
be substantiated by measurement of each wells
production rate. Such measurements may be
taken at any time, but are required to be taken
on each oail well once during the first six months
and once during the last six months ol each
calendar year with not less than 120 days
elapsing between such required measurements.
Required measurement gall be taken over a
period of representative indication of the wells
ability to produce, and the results of each
required measurement and any measurement
substantiating a change in allocated daily per
well oil production dull be sworn to and
provided the Divison of Oil and Gas of the
Department of Natural Resources within 30
days upon forms prescribed by the Division of
Oil and Gas.

(©) Each operator shall endeavor to schedule
required measurements of the production rate of
each well in a field adequately in advance so as
to enable representatives of (ho Division of Qil
and Gas 1o witness the taking of measurements,
and :l lesst three days” advance notice to the
Division of Oil and Gas is required.

(@ The Division ot )il and Gas may require
additional measureiikv.is to substantiate each
well"s production rate at any reasonable lime.
@BIT. 1/2/71, Reg. 36)

Authority: AS 43.55.040

15-18

REVENUE

15 AAC 05.660
15 AAC 05.700

15 AAC 05.650. LEASE IDENT1FCATION
NUMBER . TIlij Department of Revenue may
require the person paying the tax to include an
identification numb ;r on the statement filed.
Eff. 1/2/71, Reg. 36)

Authority: AS 43.55.130

15 AAC 05.690. SALES PRODUCTION
RATI0. The tax payable shall be determined by
multiplying the tax levied by AS 43.55.010 or
AS 43.55.015, whichever is the higher, by a
fraction the numerator of which s the number
of barrels oT oil removed or sold from each lease
or property during the month, and the
denominator of which is the number of barrels
of oil produced from that lease or property
during the month. (Eff. 11/9/72, Reg. 44)

Authority: AS 43.55.010
AS 43.55.015

15 AAC O05.700. DEFINITIONS. Unless the
context otherwise requires the words used in
these regulations shall have the same meaning as
set forth in Alaska Statute 31.05.170 and 11
AAC 22.570. (Bff. 1/2/71, Reg. 36)

Authority: AS 43.55.110
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Original Sponsor: Rules Committee by
Request oi" the Governor

1 IN THE HOUSE
2 CS FOP. HOUSE BILL NO. 4
3 IN "iHE LEGISLATURE OF THE STATE OF ALASKA
4 EIGHTH LEGISLATURE - FIRST SPECIAL SESSION
5 A BILL
g For an Act entitled: "An Act relating to the oil and gas properties
7 production tax; and providing for an effective date."
S BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS43.55.010(a) 1is repealed and re-enacted to read:
0 (@ There Is levied upon every person producing oil or gas a tax on
1 each barrel of oil produced within the state and on the gross value at
2 hbo v;ell cf ail gas nroriuced vjithin the state, both less any part or
3 value of any part the ownership or right to which is exGinns irora
taxation. The tax is upon the whole production, 3nnludi/ig what is
15 commonly known as the royalty interest, and is levied according to the
6 following schedules:
\7 ()) Oil — based upon the average daily per well production
u and the average gravity of the oil sold from each lease or property
s} for the calendar nonth in barrels, the tax on each barrel of oil
-0 .produced is:
a1 PRODUCTION RATE
1000 BPD 1001-2000 2001 BPD
OPAVTT” OR LESS BPD OR MORE
23 20°9 and below .211 \ .282 .352
/ 21.0° - 23.9° 218 © .201 36k
o | 2¢1.0° - 26.9? .226 .301 .376
-0 27.0° - 29.9° .233 -310 -388
7 30.0? - 32.9° -290 - 320 -Uoo
‘a 33.0° - 35.9° .330 1*12
36.0° - 30.9° -2 M4 -339 J\2h
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39.0° - ill,9° 262 .39 ."136
42_.0° and above . 269 .358 .448
@ o1l — for vclls tested and found incapable of producing
more than 100 barrels in average daily production, the tax shall be
one-half the amount shown in (1) of this subsection for production
of 1,000 BPD or less.
@ Ooil — if 10% of the average price for California Long
Beach crude oil 30.0° - 30.9° gravity exceeds $.40, the tax for oil
of 30.0° - 32.9° gravity from wells producing 2001 BPD or more as
shown in (1) of this section shall be increased to a cents per barrel
equivalent to 10" of the average price for California Long Beach
crude oil 30.0° - 30.9° gravity. The camts” per barrel taxes iIn the
other production ranges shall be increased by the same percentage.
The department shall adjust and post the tax rates accordingly at
least semi-annuflly.
(4 Gas — the tax rate shall be four per cent of the gross
value of the grsand liquid products produced.
* Section 2. AS43.55.010(e) Is repealed.
* Section 3. AS43.55.015 is repealed.
- Section 4. AS43.55.140 is amended by adding new paragraphs to read:
® ""the ownership or right to.which is exempt from taxation™
means any ownership interest cf the federal government cr thr state;
™ “gravity'” me; is the APl gravity of oil measured at 60°P.
and is determined by the fbllowiﬁs formula:

~ ~ Specific CGravity = 141. 7~
131.fi w APl "Gravity

® ""average price for California Long Beach crude oil" means
the price obtained by averaging the price per barrel of crude oil

paid by the three largest purchasers of California Long Beach crude oil
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of 30.0° - 30.9° gravity.
(©)) "average daily per well production™ weans the amount
calculated by dividing the total number of barrels of oil produced
from each lease or property during the calendar month by the number
of 24 hour days each well produced on the lease or property any time

during the calendar month;
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§ 13.55.010

§ 43.55.010 Alaska Statutes Supplement

or-property-im thc'statcrlesrlhe'valtic'of'nny'pnrt- the-owncrship-
or right to which is exempt from taxation. The lax is determined
according to the following schedules, and any part which is ex-
empt from taxation is deducted from the tax levied on a pro rat-3
basis as to each production level tax bracketr

(1) oil: based upon the avc e daily production for each well
for the calendar month in barren, the tax is

A) three per cent on the first 300 barrels;

13) live per cert on the next 700 barrels;

C) six per cent; on the next 1,500 barrels; and

D) eight per cent on all production in excess of 2,500 barrels;

(2)-'gas: the rate is four per cent of the gross value of the gas”
ar.d-jicvjid-products-produced------------------ — -

(b) Payment of the tax is in lieu of all ad valorem taxes now or
hereafter imposed by the state or any of political subdivisions
upon

(1) property rights attached to or inherent in the right to pro-
duce oil or gas, =
(2) producing oil or gas leases,

(3) [deleted]

(') oil and [™ prndnend in the state upon which gross produc-
tion taxes are paid, and

(5) an investment in property described in this section.

(c) An interest in the land not described in this sccticn shall bo
assessed and taxed as other property within the taxing district in
which the property is located.

(d) The gross production tax is not in liccu of income taxes or
excise taxes upon the retail sale of oii and gas products.

i(e) If on a tax payment date the amount of tax due under
(a) (1) of this section is less than the tax due under § 15 of this
chapter, the tax levied in 5 55 of this chapter is payable and the
tax levied in this section need not bo paid. (§ 2 ch 7 ESLA 1955;
am 8§ 1 ch 110 SLA 1963; am § 1 ch 2-17 SLA 1970; am 88 1—3 ch
101 SLA 1972; am § -19 ch 53 SLA 1973)J

Effect of aineiuinuT".t-s. “or try of its political subdivisions*®

The 197:1 air.omkncnt, ejTcc'.ivc .'uly  for *“cities, towns, school districts,
1, IC72, in sub.-c.lie:. (,i), U and other local covert:nu-nt units” in

(
(
(
(

“the producer cf" for "every person the introductory ia::*ur.:;e in subjec-
produrinr” in the first sent :X®, r.ub-
stitutcd “removed or sold from c-ach
lease or property prcuucea in
that ser.Urce, rewrote the second
Dcnter.ce, dnictcd “per-wcedl” preceding
“production” in the introductory ian-
H o f paracraph (1), and inserted
“for each well" therein. The r.mc-nu-
inent also ibdi‘iod item (3) i.t subsec-
tion Ib) and added sub.;cticrs (e).
The 102l r.inendment substituted

-102-

Am*>T Vo*TV **.J

tion (b), substituted “produce” tor
"producinr;” in paragraph (1) of iL.fc
subsoctioa, r.?:u deleted par&grAjtf
() of that subsection.
Ler.is-lative committee report*.
I"or rcnort on ch. 101, SLA .1072
(FCCS IliCi 'P. 309), see 1072 llcuva

Jc.un-al, p. For report on ch. £
. (C.Slii) see
I>ju:e iournni, pp. .

10/30/7.3



3.55.010
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5 8.5%.015

§ 43.55.020

Revenue and Taxation

I Sec. <13.55.015. Tax per barrel of cil. (n) There is levied upon
the'producer of ail a tax Ol1 carh barret of oil removed or sold from
each lease or property in the stale less any part the ownership or,
ri;:ht o which isexempt from taxation. The tax ,s based upon th®
average daily production for each well for the calendar month W
barrels determined according to the following schedule and any
part which is exempt from taxation isdeducted from the tax levied
cn a pro rata basis as to each production lewel bracket:

(@O Before July1,.1990,

(A) ? .45% on the first 300 barrels;
(E) S 51101 the next 700 barrels;
(G S .5330n the next 1,500 barrels;

(D) $ .591 on all production in excess of 2,500 barrel
(2) On and after July 1, 19S0,

(A) $ .432 onthe first S00 barrels;

(3) S .XS2 onthe next 700 barrels;

(C) $ .507 onthe next 1,500 barrels;

(D) $ .557 on all production in excess of 2,500 barrels.

(L) In computing the tax payable under this section the pro-

ducers of oil may deduct from the amount owing the value of the
r. yahy share paid or
to one-eighth ofthe value of all the oil produced.
where a state royalty of a lc-sser percer.tag: is payable, the deduc-
tion allowed shall be adjusted to equal one-eighth of the value of
the oil produced.

hy ftv producer in anamount up
v :r anylease

(c) The tax levied by this section shall be administered and

paid in the same manner as :he tax levied in § 10 cf this chapter.

(d) If 01 any tax payment date the amount of tax due under

(a) of this scction is equal to or less than the tax due under §
Ig(a)(l) of this chapter, the tax levied in § 10(a)(1) of this
chapter is payable and the tax levied in this section need not be
paid,

(e) When the tax levied under (a) of this section is payable,

f'ate royalties of an amount equal to $ .05 for each barrel of oil
L'Ixr-d shall be paid, pursuant to the revenue-sharing provisions of
<o of the Alaska Native Claims Settlement Act (PL 92-203; 85
¥'at. CSS; 43 U.S.C. 1G01 et sen.), into the Alaska Native Fund
u-lil all amounts paid into the fund equal £500,000,000. (§ 4 ch
I°l SLA 1072)" j

fAteiivp thtc.—Section 13, ch. 101,

" N e thoHs: “This Act tafcs ]
dly 1 107V e nj.

‘-fCishtiie cciiinultec report.- Ter

report on ch. 101, SLA 1D72 (FCCS
1), == ik House Jourel,

A CT* 43.55.020. Payment of tax. (a) The gross production lax

fa oil or gas shall be paid monthly. Th ' tax is due on the last day
' f each calendar month on

or iras removed or sold from each

157
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The Honorable Tom Fi™nC
Speaker of the House
Alaska State Capitol
Juneau, Alaska 99801

Pear Representative Rlnic:

LT ow - L r of Cof-der 21. 1373 . 1 am sending you the
attached revenue estlmates comparlng production tgj; revenue under cxistl.n"j
rates, the Governor®s proposed rates, and the cents per barrel rates you have
proposed in the ".raft: of CSHB 4,

These projections i%re completed by hand as our computet program
is not capable of accepting the wiue variance in rates.

Vel trul urs—-pv A 0
W Yy Yo IO) / /1]
a \/y M s / //

~ Lawrence C. Epranbach
Deputy Cormtnissioner, Treasury

LCE:gc
Enclosure
cc: Governor Egan
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Most L-kely Casa

Current
Proposed*

Fink Measure**

Assumptions:*

a.
b .
ui
1

C.

Without unit averaging

> \Jith unit averaging

5%3%59/01

Production T.r-: Revenue
(millions o: dollars)

1974 1975 1976 1977 197S 1979 1980 1981 1932 19S3
11 10 10 10 58 118 141 158 174 187
12 11 n 10 65 131 142 158 175 137
14 a 16 16 148 274 > 309 335 362" 392

Dost likely ca; e price increases 25? per barrel per year.

Cook Inlet production from McArthur River at 1,000-2,000 barrels per day vith
other at 0-1,000 barrels per day. Average gravity 25

North Slope production, Prudl.oce at 1,7 million barrels per day from greater than
2,CCO barrels per day vzelis vith other production from I.,GG0-2,000 barrels per

day valla. Prv.dhoe gravity 27u other at 23°,



Grav

29.

31.

34.

35.

36.

33.

42 .

COOK

ity % i

0 7-4

7 3.0

5 55-1

0 13-7

0 11.6

5 6.0

o -£°
99*7

100 344290 =

Minus 82> factor

T. Fink - Second

{

INLET

per bbl.
.233

24

412
.247

.31

.254

Average

Net Average

Total

1.7242

70

22.7012

3.3839

3.596

1.524

.7801

34.4294

.344292

.02754 33

.3167487

Statewide Average

200.,000 Cook Inietx\

>

2,000,000 North Slopes/

-106-

Draft
NORTH SLOPE
Gravity £ ner bbl.
27.0 .388
>
B8
.03104
.35696
.3533044
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mi/.,Ja.im, comm

n\ h\\ u M fl li'A T
UH/ral i I\ ii
Lrl-/>\l_' < VA Irmi> >i /\r’-“\}ﬁzi’ W Aa*.‘v t"ﬁﬁ-m»‘;‘f; Iilt Ln_- IrCS‘t”_L‘v'y;rJ.:rp* "Lk I/

Division of O1l and Gas
3001 Roci.rtic; Drive
Anchorage, Alaska 90501

October 18, 1973

Honorable Tom Fink

Speaker, Alaska House of Representatives
Pouch V

Juneau, Alaska 99801

Dear Tom:

Your letter was received October 10, while we were finalizing
data, charts and exhibits for the Administration®s presentation
today, hence the delayed reply.

Attached are three tables, the first of which is entitled '"'Crude
Oil Price and Average Daily Well Production, Gcate of Alaska
This should answer your question No. 1 ad. "4e first part of

No. 3, except that we overlooked calculating the po.rr.onthges of
each Cook Inlet gravity. This can easily be done by your staff.

The second table, unlabelled, shows Octobcr 1972 and October
197 3 posted prices for Prudhoe Bay gravity oil at the well iIn
the Long Beach Oil Field. It also shows the prices for the
weighted average Cook Inlet oil, for the same two months, based
upon the average price paid the State by Tesoro. This should
answer your question Ho. 2, except that we have no information
as to the value of these crudes at Seattle.

The third table, entitled "Calculations . . . " shows a sample
calculation for a 10,000 B/D Prudhoe Bay well producing 27.0°
APl gravity oil, as assumed to arrive at the 2 5 per barrel
average tax.

Please let us know If we can provide any further information.

Again, we apologize for the delay iIn getting this material to
you .

Sinrkrely ,

Homer L. Burrell
Director
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Field
Gr. Pt.

Amoco
Mob o !

McArthur R.

M.G.S. =
An'.cco 17595
Amoco Si'GS

0.

Swanson n.

Trad ing Gay
ar.o- ioxaco

Union Oi 1

Total - Cook
Inlot Area

Prudhoe Bays*

State Total

* Prod!jcrion

lato:vi- charge.

figures.

Vg! |

Price a:id Average Dolly
Production

State of Alaska

Wei lhead
Price

Intorosm 9-1-73

Crude Oil
V.'orki ng
Gross Prod.
___(Bhbls) * (Obis)
210790 191441
. 19183! 132237
3545231 3102077
124240 108717
163107 147094
A7) S N
085235 7745Cl
194/74 170427
476614 452733
6431373 5677583
/o
65072 56938
6495445 5734526
is for August -

(S)

2.394
3.727

3.562

~Nw w
o W

&

3.80

3.432

3.095

3.542

2.394

3.530

*

I.afosf Availab k.

We!llhead
Va lue

(3)

458310
670384

11049598

357453
536153
X0
2943408
534905
1401364
20107515

136310

20243825

Price

Other pools at Prudhoe Ony have a gravity of 23° APl

* k k

Voighhcd average

ST
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13
23

192

193

Do Is/We 11/ day
Aunusf

44\
623

2199

445
904
oy

732

« 483
549

1081
2099

1086

is for SO;ite-Tibar rep;"cr.enti no
Weighted average <iiere fore wi 1l vary slighrly from Sepierinber actual

API
Gravity

36.0
33.5
2u

35.0

3.7
29.0

vr, AA*

27.0
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Prudhoe Bay Ccck

Posted Prilco/Bbl. Oi i ot Wo 11 Based on Averse
77T0MS TtNMUT"'O To—oro <"-foo/l., Equivalent
Avsrmu 35° Gr.r/ltv
0 m SIBSTT F——-
October, 1972
3.19 3 27
October, 1973
8.79 4.13
October, 1974 %

We est irote crude prices will esealore ¢ .\ i5- 10 35¢C /bbl.ly
our best guess is 25C/bb!_/yr. ' ’ ' ano
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Caleuintion To Datemi no
Effective "Cents Per Barrel" Tax
For 10,000 B/D Weil Under Proposed Legislation

1500 x 0.2025 + 7500 x 0.27) 0.075

Daily Tax = "~ (300 x $0.10125 + 700 x 0.16075"'+
Daily Tax = (30.375 + 110.125 + 303.75 + 2025.00) 0,875
>o0ily Tax ~ 2477.25 x 0.875

ai ly Tax = $2107

- $2167 = $0.2477

frective Tax/Met W.l. Bbl.
TO,000 x 0.875
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AFTER RECESS
10:00 A_M.

PRESENT Vice Chairman Haugen called the meeting back to order and
said they would continue discussion of HB 4.

HB 4 Mr* Eppenbach asked to make a few technical comments. He
said the table on the bottom of Mr. Pink"s bill provides for
gravity adjustment of about 1% in rate for each classification.
In other words, there is 1% per degree of gravity or 3% for each
classification. It is not consistent with market value and
present refinery prices.

Mr. Freeman asked him what he was suggesting. Mr. Eppenbach
said if he was forced to propose something, he would say to
review any table of rates to see if they are reasonable consid-
ering present day value changes. He thought they should realign
the chart to get in present value differentials. He said he

was not proposing an increase or decrease in taxes, just equity
to the State.

Mr. Eppenbach went on to say he did not support the measure.

He said it was a 6-8-10 percent of the value tax. The fact of
the matter Is that vie have a 12.5% royalty and based on that,
6-8-10/S becomes obsolete the Instant we have a price increase.
The overall revenue impact with these rates implied shows a

50% Increase in Cook Inlet and a 100# tax Increase on the North

Slope.

Mr. Freeman asked whether he found fault with Mr. Fink®"s Ildea
of comparing what other states do. He asked if he found fault

with Mr. Fink"s figures and method.

Mr. Eppenbach replied that Mr. Fink"s Ffigures were on the margin
a little wrong.

Mr. Ferguson said he was looking at the severance tax. He thought
this provision they were working on now was a better means of pro-
viding funds for the State before FY 79. He said he"d like to see
the committee knock out definition (8) and put in language that
would take care of the Tesoro provision. He wanted the Committee
to go through the bill in a working committee and then have the
administration come in to talk about it.

Mr. Warwick thought Mr. Ferguson was right.

Mr. Burrell said that Mr. Fink was totally disregarding trans-
portation by trying to equate Alaska with other places.

-111- 10/30/73



Mr. Freeman called attention to page 1, line 29 where it

refers to political subdivisions and asked that it be defined.

He also thought the definition of property ought to be clarified.
Mr. Freeman noted that Mr. Burrell suggested they include defini-
tions 6, 7, 8, and 9.

Mr. Barber asked Mr. Eppenbach what he thought was more appropriate
or proper with respect to a true expression of the relative price
of oil in view of the market price.

Mr. Eppenbach said they could adjust the rates to provide for
value differentials as they exist in the market price today.

He said that one of the problems if they reflect market values
would be the effect on the tax rate in Cook Inlet. It would

go up. He said any gravity differential should reflect the value
shown in the U.S. Postings of Crude Oil.

Mr. Freeman asked Mr. Eppenbach to prepare in narrative form some
figures for their review.

The Committee asked that the staff prepare a new draft for them
to work with. They asked that new rate schedules be computed
with 2% increments.

Mr. Ferguson moved they include the provision for the 5 cents
per barrel i1In the draft. The question was called and there was
no objection. It was so ordered.

Mr. Freeman asked that HOUSE RESOLUTION NO. 1 (Relating to intent
of House regarding HB 2) be brought up for discussion.

Mr. Ferguson moved and asked unanimous consent that they move
out HR 1. There was no objection, it was so ordered.

Mr. Freeman asked that HOUSE BILL NO. 5 (levying a regulation
and conservation tax on oil and gas) be brought up for discus-
sion.

There was some discussion of the bill. It was the consensus

of the majority of the Committee that if they needed a conser-
vation tax they could amend the package at a later time. They
thought they were hitting the oil companies hard enough without
It.

Mr. Barber asked Mr. Burrell the reason for the legislation.
Mr. Burrell replied it was just another tax. He said It was
actually based on the severance tax that came down from the
Governor’s office. IT they had kept to that proposal, the
industry was willing to accept this additional tax.

Mr. Eppenbach noted there would be no administrative problems
in collecting this tax.
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Mr. Warwick moved they pass HB 5 out of Committee with a
"Do Not Pass'" recommendation. The motion carried 6:2.

m otion

RECESS Meeting recessed at 11:00 A_M.
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PRESENT All members with the exception of Mr. Hillstrand. Staff members

HB 4

RECESS

J. H. Hogan, Milt Barker. Mr. John Greely of the press.

Vice-Chairman Haugen called the meeting to order at 3:05 p.m.
The purpose of the meeting was consideration of a proposed House
Finance Committee Substitute for HB 4(relating to oil and gas
properties production tax). (See page 116 of minutes)

Mr. Hogan briefly ran through the proposed CS and explained
several of the changes to the Committee. Mr. Hogan said that
Section 1 consisted of the language as proposed by Mr. Fink.

He then pointed out the two graphs listed on a separate sheet
(see Page 1150f minutes). Mr. Hogan stated that these rates

may seem too high to the Senate, and the Senate may prefer the
graduated break system, rather than the hard-line breaking
categories. Mr. Hogan stated that the section of definitions

is comprised of the language used in the Governor’s bill, although
definition #12 is different in that it is composed of Mr. Fink"s
weighted average rather than the float average.

Mr. Warwick stated that the severability clause should be in-
serted into this proposal. Mr. Hogan said that the clause is

not really necessary because it is written in the Alaska statutes.
Mr. Haugen then asked the other committee members if they had

any objection to the insertion of the severability clause. There
was no objection.

Discussion followed regarding the possible depletion of oil
production on the North Slope. Mr. Saylors expressed his con-
cern that the North Slope may follow the 10% per year decline

in oil production of Cook Inlet. Mr. Warwick stated that the"
North Slope oil production will be depleted "as the Conservation
Committee deems appropriate'. Mr. Warwick stated that when

they realize the maximum total production, they will slow it down.

Mr. Ferguson stated that he wished to study this proposal further.

A recess was called at 3:20
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GRAVITY

20.9° and below
21.0° - 23.9°
24.0° - 26.9°
27.0° - 29.9°
30.0° - 32.9°
33.0° - 35.9°
36.0° - 38.9°
w n° - Al ¢°
42.0° and above
GRAVITV

20.9° and below
21.0° - 23.9°
24.0° - 26.9°
27.0° - 29.9°
30.0° - 32.9°
33.0° - 35.9°
36.0° - 38.9°
39.0° - 41.9°
42.0° and above

or

3%

100 BPD
less

.091
.093

.105
113
120
127
134
u?
.149

Al

100 BPD
or

122
131
141
151
.160
.170
179
.189
.199

4 &
PRODUCTION RATH
101-1000 « 1001-2000
BPD BPD
.182 .243
197 .262
211 .282
226 .301
.240 .320
.254 .339
.269 .358
.283 .378
.298 .397
8:' io-.
PKODUCIij <»:_z;nir._
101-1000 1001-in.00
m
.243 . 304
.262 .328
.282 .352
.301 .376
. 320 .400
. 33f 424
.358 448
. 378 472
.397 496
-115-

10%

2001 BPD
or more

.304
.328
.352

376
.400
424

448
472
496

12¢

'"T ooT bpd
.......... ___Of [xQiy.

.365

.394

422
451
480
.509
,538
.566
.595
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IH THE HOUSE BY THE PIHA.CE COKKITTEL:
CS FOR HOUSE BILL NO. 71_
IH THE LEGISLATURE OP THE STATE 0? ALASKA
EIGHTH LEGISLATURE - FIRST SPECIAL SESSION
A BILL
For,an Act entitled: 'An’Act relating to the oil and gas properties
production tax; and providing for an effective
date."”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
~Section 1. AS 1)3.55.010 (& Is repealed and re-enacted to read:
@ There is levied upon every person producing oil or gas a tax on
each barrel of oil produced Vithin the state and on the gross value at
the well of all gas produced within the state, both less any part or
value of any part the ownership or right to which is exempt frcn
taxation. The tax is upon the whole production, including what is
commonly known as the royalty interest, and is levied according to
the following schedules: 1
(@) Oil — based upon the average daily per well production
and the average gravity of the oil sold from each lease or property
for the calendar month in barrels, the tax on each barrel of oil
produced is:
PRODUCTION RATE
100 BLID 101-1000 1001-2000 20C1 :irD
GRAVITY OR LESS BPD BPD P. MP.E
20°9 and below
21.0° - 23.9°
2.0 - 26.9*
27.0° - 29.5°
30.0° - 32.9°
33.0° - 35.9°
3C.(:° - 36.9°
30.0° - *M39~*

hz.Q0 and ;have
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@ o1l — if Q0! - 12%) of the highest price paid for s
State of Alaska royalty crude oil 30.0 - 30.9 gravity exceeds $. ,
the tax for o0"1 of 30.0 - 32.9 gravity Trom wells producing 2001 BPD
or more as shown in (1) of this section shall be increased to a cents
per barrel equivalent to (10# - 122) of the highest price paid for
State of Alaska royalty crude oil 30.0 - 30.9 gravity. The cents
per barrel taxes iIn the other production ranges shall be increased by
the same percentage. The department shall adjust and post the tax
rates accordingly at least semi-annually.
(©) the tax rate shall be four per cent of the gross
value of the gas and liquid products produced.
#Sec. 2 AS43.55.010 (b)), (©) and (d) are amended to read:
((®) The [PAYMENT OP THE] tax imposed by this chapter isin
place [LIEU] of all [AD VALOREM] taxes now [OR HEREAFTER] imposed by
the state or any of its municipalities [POLITICAL SUBDIVISIONS] upon,
and neither the state nor a municipality may impose a tax upon
(D property rights attached to or inherent in the right
to explore for or produce oil or gssj_ [,]
(@ [PRODUCING] oil or gas leases or properties, whether
producing or not; [,]
(@) oil or gar iIn place;
(@ oil or [AND] gas produced or extracted in the state”
[UPON WHICH GROSS PRODUCTION TAXES ARE PAID, AND]
(B) an interest [INVESTMENT] in prope.rty described iIn this
subsection; or [SECTION]
(C) the value of intangible drilling and development expanses
and exploration expenses.
© An iInterest iIn the land not described in (b) of this section
may [SHALL] be assessed and taxed under other provisions of state
law [AS OTHER PROPERTY WITHIN THE TAXING DISTRICT IN WHICH THE PROPERTY
IS LOCATED],
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@ The [GROSS PRODUCTION] tax imnored by this chapter is not
in place [LIEU] of the tax imposed by,AS *3.57 or income taxes or
[EXCISE] taxes upon the retail sale of oil or [AND] gas products.

* Sec. 3. AS43.55.010 (e) is repealed.

* Sec. 4. AS43.55.015 is repealed.

* Sec. 5. AS43.55 is amended by adding anewsection toread:

Sec. 43.55.016 NATIVE CLAIMS PAYMENTS.

When the tax levied under Sec. 10 of this chapter is payable,
an amount not less than $ .05 for each barrel of oil produced shall be
paid by thee"state out of its royalties from the oil, whenever payment
by the state iIs required under the revenue-sharing provisions of
sec. 9 of the Alaska Native Claims Settlement Act (PL 92-203; 85 Stat.
688, 43 U.S.C. 1601 et seq.), into the Alaska Native Fund until all
amounts paid in the fund equal $500,000,000.

* Sec. 6. AS43.55.140 is amended by addingnewparagraphs to read:

(®) intangible drilling and development expenses™ means
those expenses defined iIn sec. 263 (c¢) of the United States Internal
Revenue Code as defined on the effective date of this paragraph;

(™ "the ownership or right to which is exempt from taxation"
means any ownership interest of thefederal government or the state;

@® produce”™ means to remove or sell oil or gas from a
lease or property in the state;

(@ ‘production” means the volume or quantity of oil or
gas removed or sold from a lease or property-in the state;

(10) gravity” means the APl gravity of oil measured at 60° F.
and is determined by the following formula:

APl Gravity = 141.5 nl s
Speciflc Gravity

(11) “lease or property'” means a lease or property including

mineral interests iIn oil and gas and working interests, royalty Interest
and overriding royalty interests in oil and gas leases and unitization o
pooling agreements under the provisions of Section 614(b)(3) of the
Internal Revenue Code of 1954 as defined upon the effective date of

this paragraph.
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(7)) “average dr.ily per v;ell production™ means the amount
calculated by dividing the total nur.ber of barrels of oil produced
I'ron eacli lease or property during the calendar month by the number
of 2A hour days each well produced on the lease or property any time
during the calendar month-;

#Sec. 4. This Act takes effect January 1, 197%1
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AFTER RECESS
October 30, 1973
3:40 p.m.

Vice-Chairman Haugen called the meeting back to order.

The purpose of the meeting was further consideration on the
proposed House Finance Committee Substitute for HB 4 (relating
to oil and gas properties production tax).

Mr. Freeman informed the Committee that he had spoken with the
Governor in regard to this bill. Mr. Freeman said the Governor
had said that he had made an agreement with-the oil companies
that he would send down a bill which would recommend the amounts
(tax on oil production) that he had worked out with the oil
industry during negotiations; but the Governor would not prevent
either®, the legislature or finance committees from changing®those
amounts. e

Following general discussion, Representative_ Saylors moved-that the
committee Insert the following graph in Section 1 of Finance

CS for HB 4:

6% 8% 10%
PRODUCTION. RATE
101-1000 1001
GRAVITY 100 BPD BPD BPD
20.9° and below .182 .243 .304
21.0° - 23.9° .197 .262 .328
24.0° - 26.9° .211 .282 .352
27.0° - 29.9° .226 .301 .376
30.0° - 32.9° .240 .320 .400
33.0° - 35.9° .254 .339 .424
36.0° - 38.9° .269 .358 .448
39.0° - 41.9° .283 .378 .472
42_.0° and above .298 .397 -496
Mr. Ferguson objected for the purpose of discussion. He stated
that he preferred the second graph (refer back to Page 115 of
minutes). Mr. Ferguson also stated that he could not vote for
this bill if the exemptions section remained in the bill. He

stated that he had previously voted against thead valorem tax
bill (House Bill 1) because of the insertion of the exemptions.

The question was called for: those 1in favor of the motion were
Representatives Saylors, Haugen, Freeman, Warwick, Ose, Barber,
and Specking; against was Mr. Ferguson; and so the motion carried,
7:1.

-120- 10/30/73



ADJOURN

i [
Mr. Ferguson then moved that the committee delete Section b
on Page 2, EXEMPTIONS section. He stated that this section is
covered in HB 1; he would like to support HB 4 (Finance CS), except
for this section. Mr. Ferguson then asked if his motion would
change the intent of CSHB Mr. Hogan stated that 85 in section
b could effect the bill because it refers back to another Iltem
in the subsection. Mr. Ferguson said he could amend his motion
to have #5 kept In the bill. It was decided by the Committee to
vote on Mr. Ferguson®s original motion first.

General discussion followed regarding the deletion of the exemptions

section. Mr. Warwick explained that they are not "repealing"™ the
section, just deleting it; this would have no effect on existing
statutes. Mr. Freeman then stated that if this language Is in

HB 1, 1t should also remain in this bill.

Mr. Ferguson renewed his motion for the deletionof theexemptions
section (b) on page 2 in its entirety. The question was called for:
those in favor of the motion were Representatives Ferguson, Warwick,
Specking; opposed were Representatives Ose, Barber, Haugen, Saylors,
and Freeman; and so the motion failed, 5:3.

Mr. Warwick then moved that a severability clause be inserted at
the end of the bill, which will state, in effect, that if any
portion of this bill is found unconstitutional, it does not effect
the rest of the bill. Mr. Warwick asked unanimous consent. There
being no objection, it was so ordered.

Mr. Ferguson moved that the Finance Committee Substitute for HB 4
be reported out of Committee with individual recommendations.
The motion failed, 7:1.

Another motion was then made to report out Finance Committee
Substitute for HB L with a do pass recommendation: those in

favor of the motion were Representatives Haugen, Specking, Saylors,
Freeman, Warwick, Ose and Barber; Mr. Ferguson opposed the motion.
And so, HB 4 was reported from Committee with the Finance Committee

Substitute, 7:1*

All members signed the Majority Report '"do pass'" with the exception
of Mr. Ferguson who signed "do not pass, unless amended™.

Mr. Haugen announced that the Finance Committee would adjourn until
a call of the Chair.
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HOUSE FINANCE COMMITTEE
November 1, 1973
10:55 P.M.

All members except Mr. Hillstrand and Mr. Saylors. Mr. W ill
Condon, Assistant Attorney General— General C ivil Section,

was also present.

Vice Chairman Haugen called the meeting to order and said
that HOUSE BILL NO. 3 (Relating to leases of rights-of-way
over state land for the transportation of oil, products or
natural gas) would be under discussion. Mr. W ill Condon was

asked to testify on the b ill.

Mr. Condon went through the b ill section by section. He said
that AS 38.35.010 of the Statute remained the same. Sec. .020
is amended as Section 1 of the Governor's b ill. It does three
things, first it simply clarifies the language. On lines 22
and 23 some words are taken out because they thought it would
read more clearly and s till cover all of the people involved
In the construction and operation of the pipeline. On lines

23 through 29, they deleted the requirement that the leasee
get a certificate from the consumer anytime they want to do
something. A new section (b) was added saying the requirements
of a right of way lease don't applie to field gathering lines.
One purpose for this amendment was that they didn't want to go
through a lengthy procedural hearing just to give permits for

field gathering lines. Under existing law, there is a procedure
which w ill require hearings and take time. Another reason they
would like them excluded is that it appears that anybody that is
going to have a right-of-way lease is going to have to be a com-
mon carrier. They don't want gathering lines to necessarily be
common carriers because they don't want to have to pay the propor-
tionate cost of field gathering lines in royalty and production
tax calculations. He added they weren't sure they would have to

pay that as there |Is a law suit going on right now which w ill
probably take another nine months to resolve.

Mr. Specking asked why there was no definition of what a field
gathering line was. Mr. Condon replied they didn't define it in
the b ill because they were caught up In negotiations with the
oil companies, and they said any definition set might effect
the outcome of the Ilitigation in the Cook Inlet case. He said
that the Commissioner could define what It |Is.

Mr. Condon said Sec. .030 and .0"0 deal with abandonment of
facilitie s and services and temporary and emergency services.

He said there are some legal problems with respect to these.
By "abandonment” they basically mean the abandonment of premises.
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The abaondonment of services portion is an attempt to have veto
power over change in economic services. There are legal problems
with this and that is the reason they propose deleting .030 through
.070. They didn't think it essential to protecting their inter-
ests

Mr. Warwick noted they would be going into that when they went
over the Judiciary Committee Substitute.

Mr. Condon went on to say that Section .050 through .100 dealt
with how to apply and what the Commissioner does when he gets

the application and how he decides when to issue. The only legal
problem involved was the requirement that the Commissioner decide
that a public hearing is necessary. He stated that Sec. .100

was more in line whether the State's interests in property, health,
safety, welfare, and people were adequately protected and whether
the "guy" has the capability to build what he says he w ill.

Mr. Warwick noted they had repealed the public hearing require -
ment. Mr. Condon said what they had actually done was make it
optional.

Section 8 of the Governor's b ill, they repealed AS 38.35.110
and re-enacted it. Presently there is a 25 year term of leasfe.
They amended it to allow the Commissioner to set the term in
light of financing problems the leasee was presented with. I'n
some cases it would be shorter than 25 years. Some of the com-

panies claim they need longer than 25 years to enable them to
get the type of financing they want. They are looking at 27
to 30 years.

Section .120 contains all convenants to be included in the Ilease.
The Governor's b ill proposes deleting subsection (1) Which parallels
Section .020 in the beginning. It also proposes deleting sub-
section (2) which makes it a contractual obligation to complete

the 1line. The o il companies wanted this out because if it became
more economical to take out the oil some other way they didn"'t

want to be stuck with the obligation of completing the line.

Mr. Condon said that subsection (3) is the common carrier pro-

vision and the Governor's b ill proposes to let the Commissioner
decide when he wanted to make the petroleum pipeline Into a com-
mon carrier.

Mr. Warwick asked the advantages of leaving it optional. Mr.
Condon said first of all this applied to product lines as well
as other oil lines. He fe lt there wouldn't be many situations
where they'd want to make product lines into common carriers.

He said they could make any crude o il 1line common carriers, but
the question was whether they were going to give the Commissioner
that much fle xibility and then trust him. He stated it was
purely a policy problem that would have no effect on regulations.
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Mr. Condon said they had excluded natural gas carriers from be-

coming common carriers. Since gas pipelines are subject to the
Natural Gas Act, they didn't think they could make them common
carriers, so they were avoiding the possibility of future <con-
flict.

Subsection (4) on pages 6 and 7 deals with common purchasers.
That is deleted because it is part of the litigation and it has
been put into the separate common purchaser b ill.

Subsection 5 talks about what common carriers or purchasers have
to do, and it was deleted because the common carrier obligation
was moved into subsection 3 and the purchaser was moved into the
proposed common purchaser b ill.

Subsection 6 deals with exchange and facilitie s for interchange.
They had deleted this because they thought the problem of getting
the o il into the lines ought to be handled in subsection (3) and
the off flow ought to be handled in subsection (10).

Subsection 7 deals with the option to purchase and to some ex-

tent the use of the option to purchase has been raised, but it

is more a question of policy rather than law suit. Some judg -
ment has to be made as to whether or not it effects TAPS consor-
tium and whether it creates financing problems. The Governor
doesn't think it is a good idea as far as the 20# purchase, and
that is why it was taken out. The (7) in the Governor's b ill
says the companies have to come and talk to them iif they are
going to sell some portion of the pipeline outside TAPS partici-
pants

The amendments to subsections (8) and (9) read reference into

the provisions in the Alaska Pipeline Commission Act. Mr. Condon
didn’'t think what they had done to (8) was in any way |limiting .
Mr. Condon said that (9) did Ilim it access to property.

Subsection (10) is the off flow provision changed t’' make it
possible for off flowing to take place in or out of municipalitie
Now, it only applies to all State land. They have just made it
so it could take place anywhere on the pipeline. He said they
wanted to make it <clear that the people who took oil off paid for
the cost and were responsible for the liability associated with
it. I'n other states, he said, they leave it open.

Subsection (11) deals with whether or not they should create

different standards of care and lia b ility through the contract.
Otherwise, it would be imposed through law. He said it was a
policy question clearly not involved in litigation.
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Subsection (12) deals with transfer of the line or disposal

of interest. It is the same as section .160. It isn
in both'/ysdatfeeysideleted it.

Subsection (13) remains the same except it allows you to mail
a copy if the person who Is the Ileasee can't be found.
Subsection (14) remains the same.

Subsection (15) s supposed to protect the State in <case the
State should get sued. The only situation Mr. Condon could
where it might happen is one where the Inspector associated
the State's assessment and monitoring effort would get into
trouble which would lead to the State getting sued.
Subsection (16) concerning lia b ility and property insurance
different from, but designed to protect the same thing as sec-
tion .150. It makes the Insurance optional instead of mandatory.

't needed

He said they believed It In the State's interests when they

a company with more than enough money to pay for damages not

make them have insurance. However, | f the company doesn't in
have the assets necessary or if the company does initially,
its financial situation deteriorate s, then it I's better to re-
quire insurance.

Subsection (16)(b) was Inserted to protect what they thought
were other property and policy power interests in the State
Alaska, and (l6)(c) was proposed to allow the Commissioner to
apportion liability desired for the situation where they have
people with big interests and people with small interests.

big interests don't want to be 100# Iliable for it when they

3% or 4#. If they make everybody 100# liable, it is impossible
to get financing. (16)(d) Is a catch all provision which allows
the Commissioner to insert any other conditions or provisions
necessary to protect lives, property, and welfare. They moved
the catch all provision in Section ,150 to this section, and

changed it.

Mr. Condon said Sectjon .130 was designed to get other

to transfer their rights to the State to allow the State to

the whole right-of-way. The Governor's b ill proposes to delete
this and changed it to allow the Commissioner to delegate the
power of condemnation. He could then delegate it to a pipeline
company if he wanted to, as long as when they condemned land,
they le ft the title to the land in the State.

Mr. Condon said there was legal controversy over whether we

could get them to give us more land to rent back to them.

Section .150, the insurance provision was moved to Se
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The bond provision was removed. According to the o il companies,
it would be very expensive to have to post bonds at the beginning
of a project. Mr. Condon said they had already dealt: withhthce

transfer obligation under .160. He told them <considerably more

could be done with that.

Section .170 is a combination of old .170 and old .200 which
together dealt with forfeiture. This gives the companies more
protection.

In Section .180 concerning injunctions, they reworded (a) and
dropped (b) and (c) because they didn’'t think they meant anything.

Section .190 deals with the Administrative Procedure Act. They
le ft (a) alone. They recommend dropping (b), but it is not really
necessary. It gives rise to some third party rights. Third

party intervenors contesting a right-of-way lease could force the
Commissioner to get information. The situation is not likely to
arise, but they were concerned about getting the Commissioner
tied up in procedural knots when he was trying to get things
going.

that
Mr. Condon said (c) dealt with the proposal/they have legislative
approval of right-of-way leases. The administration recommends
the Commissioner have discretion to decide whether he wants to
approve a right-of-way lease. Even if the legislature is going
to review the leases, the administration didn’'t think it ought

to be done through the mechanism of regulation review.

Subsection (d) is the Hearing O fficer provision. It requires
the Commissioner to act as a Hearing O fficer and not talk to
any of the parties involved. The administration didn't think
that was appropriate to the right-of-way leases because they
want the Commissioner to talk to these people and not act as
a Judge.

Section .200 is now combined with .170.

Section .220(d) was tacked on at the end of the 1972 session.
Mr. Condon said they propose a new Section .225 dealing with

judicial review of decisions of Commissioners on applications.
He said this was just the administration’s recommendation. It

really depended on the Ilegislature as to how much review they
wanted the courts to have over the Commissioner’'s decisions.

Section .230 contains definitions which they thought were neces-
sary to make the Act read well,

#Sec. 19. AS 09.55.240(a) (12) puts the lav; back the way it was
before the 1970 Right-of-Way Leasing Act.
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#Sec.'s 20, 21, 22, and 23 are Just general
Commissioner.

They included field gathering lines in "Sec.
permit section of the Alaska Land Act makes
should be included. Before the RIght-of-W ay
were included, and the administration would

continued.

Mr. Warwick asked Mr. Condon to summarize the

gation. Mr. Gondon replied those were: the

public convenience and necessity requirement; the
the common purchaser provision; the requirements
of extension and abandonment of services; and the

purchase.

Meeting recessed at 12:00 noon.
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PRESENT

CSsB 4
(fin)am

ADJOURN

AFTER RECESS

November 1, 1973
4:05 p.m.

Representative Haugen called the meeting to order. All members
were present with the exception of Mr. Hillstrand. Staff
members in attendance were Mr. J. H. Hogan, and Mr. Robert
Grogan. Also present was Representative Hugh Malone.
The purpose of the meeting was consideration of Committee
Substitute for Senate B ill 4 (Finance) Amended (relating to
the o il and gas properties production tax).
Mr. Warwick moved that the Committee report out CSSB 4 (Fin)
Amended with the House Committee S ubstitute as a replacement,
and that the House Committee S ubstitute do pass. The motion
carried, 7 to 1, Mr. Ferguson with the dissenting vote.
Mr. Hogan then informed the Committee that two changes had been
made in the House Committee S ubstitute since the Committee had
reviewed it last. He stated that the two changes consisted of
the following: 1) On page 2, paragraph 2, the cost-of-living
escalation clause was rewritten to correct a deficiency in the

language. The House b ill contained

imprecise

language relating

to certain gravities of oil. The wording in this committee
substitute attempts to make it clear that should the price in-
crease occur in a gravity of oil produced for and sold by the-
State of Alaska, the price for all production ranges w ill
escalate; 2) On page 3, line 25; The House b ill contained

a reference to "24 hour days each well produced..." It has
since some to the committee's attention that records are not
kept showing the number of hours any given well produces. It
was suggested that (24 hour) be struck, leaving only the word
"days" which could then be defined by administrative regulation.
Mr. Warwick then amended his motion to include the above two
changes in the House Committee S ubstitute, and asked unanimous
consent. There being no objection, it was so ordered, and
House Committee S ubstitute for CSSB 4 (Fin) Amended was reported
from committee.

Mr. Haugen informed the Committee of an 8:30 a.m. meeting the
following day to consider CSHB 3 (lease of rights-of-way over
state land for transportation of oil, products or natural gas).
Mr. Haugen requested that the staff notify Mr. W ill Condon,

O ffice of the Attorney General, and Mr. Larry Eppenbach, Department
of Revenue, and have them attend the meeting. Mr. Hugh Malone,
who had expressed interest in CSHB 3, was also notified of the

meeting.

The meeting adjourned at 4:25 p.m.
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8:30 A.M.

PRESENT All members except Mr. Saylors, Mr. Hillstrand, and Mr.
Ferguson. Representative Malone was present representing
the House Judiciary Committee. Mr. W ill Oj'idon, Assistant
Attorney General, and Mr. Larry Eppenbach, Deputy Commissioner

of Treasury, were also present.

HCS CSSB 4 Vice Chairman Haugen called the meeting co order and called
the Committee’'s attention to the completed draft of the Finance
Committee Substitute for Committee Substitute for SENATE BILL

NO. 4 (Relating to the oil and gas properties production tax)
which they had worked on the day before. The Committee found
the b ill to include everything which they had recommended, and

the Committee Report was sent to the floor of the House.

Mr. Haugen stated that the next item on the agenda was the
Judiciary Committee Substitute for HOUSE BILL NO. 3 (Relating

to the leases of rights-of-way over state land for the trans-
portation of oil, products or natural gas). Mr. Haugen noted
that HB 3 was the key to the arrangement where they could <clean
up the differences between the oil companies and the administra -
tion . It was his feeling that anything different from what

the Governor's O ffice and the O il Companies had agreed to would

be a substantive change.

Mr. Warwick asked Mr. Condon to relate the differences in the
CS to the Governor’'s b ill. He wanted to know how It was going
to relate to getting the pipeline going.

Mr. Condon stated in "Sec. 2, section .030 the Judiciary Com-
mittee had just put back in all that the Governor’'s b ill had
deleted. He said there were no legal problems at all. It
wouldn't create any problems with respect to the present Iliti-
gation. It regards the abandonment, reduction or impairment

of services by the lessee. The Commissioner’'s veto power is
based on an economic situation and might create legal problems
just to the extent that a notice is required to the Commissioner.

Then he can go ahead and enforce other covenents in the lease.
The Judiciary Committee wanted something relating to this.
Mr. Condon said there was no problem with the way it was handled.

In Mr. Condon's judgement, section .040 creates a remote prob-
lem . That is that if they do require temporary or emergency
services there is a chance it wouldn't necessarily be in <con-
flict with federal regulatory agencies, but there are s till
legal problems because its in conflict with some kind of consti-
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tutional statute. But, it is so remote that Mr. Condon didn 't

see major problems with it.

Mr. Condon said all of the sections dealing with application
notices, decisions and so on had changes which represent a
different way of arrangment in terms which the Judiciary Com-
mittee thought were an improvement. They are the kind of
changes which would not get them involved in a law suit of any
kind.

Mr. Condon said he had no objection to changes made on page

7, paragraph 3. The effect is to leave open to the Commissioner's
discretion what he is going to require in enforcing the common
carriers covenents. It also leaves it unclear as to who is go-
ing to bear the <cost. Part of the reason is that the provision
of "flanging wup" is le ft open in other states.

Section 7 on pages 8 and 9 is <changed a good deal and does

two things. There is a 5% option to purchase which is different
than the 20% in the b ill as it now exists. The extent this would
interfere with TAPS financing, he didn't know. He said Lipton
and Levy had recommended some kind of option be mentioned. I'n
addition, there is the right of first refusal which is in the
second half of the new language. He didn't know whether this
particular language created any kind of financing problems for
owner companies, however whatever kind of option to purchase,

the administration would like to see the State retain the fle xi-
bility to retain any part of the line it wanted to.

Mr. Condon said that if they had a situation where the TAPS <con
sortium came apart and the State wanted to see the project move

ahead this would require coming back and changing the 5%e The
administration doesn't see any reason to tie themselves down to
5% rights of first refusal at this time.

On Section 8, page 8, there were no legal problems. He said
that the administration, however, had thought it desirable to
reference It into the Pipeline Commission Act so that there

would be one set of records required.

Section 9 also references to the Pipeline Commission Act. He
didn't think the coordination was so necessary there because it
referred to access to records Instead of maintenance of.

Section 10 was changed in much the same way as paragraph 3 as
fa' as allocation of costs go. It is le ft open. It doesn't
cr ite legal problems and Is a result of a recommendation by
Lipton and Levy.

Section 11 s changed in a way he thought wouldn't create legal

problems. It was a different policy emphasis. The administra -
tion's proposed draft was simply to require the degree of care
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and kinds c¢cf certification required in other state law. It

was a contract remedy to the State to force compensation for
damage for which the:company might be liable. The Judiciary
Committee makes the company liable without fault for any dam-
age except acts of war.

[Mr. Saylors arrived."']

Mr. Condon went on to Section .160, page 14, line 23-26 where

it talks about not being able to transfer until the Commissioner
approves it. This could create legal problems. The adminis-

tration recommends substitution of words for those to avoid pos-

sible legal problems. He said he would make this language
available. It was to the effect that the Commissioner would
be able to perform acts that w ill reasonably protect lives,

property and general welfare of the people of Alaska.

Mr. Condon said they wondered whether the proposed transferee

would be able to perform acts that w ill reasonably protect lives
property and general welfare of the people of Alaska. There
had to be economic Justification in the Commissioner's view for
a person to go into business. They are either Interested in

whether he is going to perform responsibly and protect those
Interests that are clearly supposed to be protected or they are

Interested In whether or not there is justification for him go-
ing into interstate business. The justification of the law suit
is in regard to whether or not the Commissioner can have veto

power over a person's decision to go Into state business and
then have veto power over his economic decisions.

Mr. Specking was concerned about the words "convenience and
necessity". Mr. Condon understood what he meant and added that
he didn't think using the words "public Interest" should alarm
the oil companies. He didn't know what kind of effect leaving
it as it was would involve the |litigation

Mr. Barber asked whether a change of verbage would tend to

facilitate the decision of the court with respect to what is in
litigation now . Mr. Condon said yes, if they <changed it to
what he had suggested, it was clear to him they would have to

dismiss the suit.

Mr. Freeman asked whether the Judiciary Committee S ubstitute
was an improvement over the original b ill. Mr. Condon thought
it was, and the only area of change they recommended was to

substitute the administration's language in .160.

One other area he was somewhat concerned about was the defini-

tion of (8) "subject to the lease™". He didn't know the legal
effect inclusion of this "subject to the Ilease" had. He had
no objection to leaving it in, but had no legal opinion.
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Mr. Malone was asked to testify on the Judiciary Committee

Substitute. He said that on page 2, section 2, .030, the
Committee felt it was to the State’'s interests to obtain notice
of the abandonment. He didn’'t see why the State couldn’'t re-
quire certification of abandonment at least so far as it effected
interstate transportation on that line. He said it had been
brought out by the EXON attorney there wouldn't be legal prob-
lems with that. He didn't know what problem there would be if
certification applied only to interstate service.

Mr. Condon said from the administration's point of view, they
were going to have a certificate of public convenience and neces-
sity power. Rather than get tied wup in certificates to the ex-
tent that it would create some problems, they didn't see the
need for it. He was sure they could write some kind of provision

that said a person had to comply with regulations of the Pipeline

Commission, if they wanted to.

Mr. Malone said the Juciciary Committee wanted to require noti-
fication to the Commissioner in the event of emergency, ababdon-

ment or reduction of services, (section .070)

Mr. Condon said it created a remote legal problem in that they
can't require temporary emergency service that is inconsistent
with federal law. He said it didn't effect their law suit now

and that it might not be anything worth worrying about in the

future.

Mr. Malone said that in Section .070 regarding notice of appli-
cation there had been one significant change. The feeling was
that public hearings are of some benefit and probably should
be held.

Mr. Malone said the Judiciary Committee had tried to extend the

authority of the administration in certain areas. He referred
them to page 7, section .120, subsection (3). First of all, they
had made the common carrier regulation mandatory. They felt

that particularly in the case of TAPS it should be a common car-
rier by law. He said there was one question he wanted to raise
and that was in the Jlanguage on |line 11 where it says the common

carrier covenent doesn't apply to pipelines subject to regulations
of the Natural Gas Act.

Mr. Condon said that was certainly not involved with the present
law suit. He said they didn't think they could require a carrier

subject to the National Gas Act to become a common carrier.

Mr. Malone went on to pages 8 and 9, subsection (7). The Com-
m ittee had inserted language for purchase that the members of
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the consortium had agreed to between themselves. They inserted
a formula to *ome up with definite cost figures. This would
protect the State by saying this amount and no more.

Mr. Malone said the Judiciary Committee fe lt that 5% was probably

sufficient to provide the type of interest they wanted. By exer-
cise of this option, they could provide undivided interest in

the pipeline and operate it to the benefit of the State. There
is no real reason to lim it to 3% on the right of refusal. The
option to buy s important.

Mr. Malone stated that in the original b ill, they had set the
terms of purchase at the discretion of the lessee. This meant
they could set any price they wanted and the only thing the State
could do if it was too high was turn down the deal. The language
the Judiciary Committee put in was provided by Mr. Kilgore of
Levy and Lipton Associates. The language was not his "best"

recommendation.

Mr. Condon noted that the language came right out of the TAPS
Agreement.

Mr. Warwick noted it said there didn't have to be a willing seller
the State would buy it if it wanted to.

Mr. Malone said they had no authority to condemn. There is a
question as to whether the State has the right to condemn an
interest in the pipeline. If they condemn it, they have to

pay market value, but it is not clear under existing law whether
they have the right. The Judiciary Committee fe lt it better

to make it a specific part of the lease itself rather than statu-
tory .

Mr. Malone commented that first refusal applied only to sales to
other owners of the pipeline. It was the feeling of the Judiciary
Committee that transfers between the owners themselves didn"'t
necessarily give the State the right to buy in. However, they
put In a provision for notification in case of transfer of Inter-
ests

He went on to page 10, Ilines 12-13. The Judiciary Committee
wanted to make sure a person could flange wup. He noted that
"persons" on line 12 didn't include municipal corporations. He

thought they should include them.

Mr. Malone said that subsection (11) on page 10 imposed strict

lia b ility on the pipeline operator except for acts of war.
They felt there should be strict liability as far as compensa-
tion goes for every pipeline in the State.
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Mr. Malone pointed out that subsection (17) on page 11 provided

for additional lines within the right-of-way.

Mr. Malone referred them to lines 2 through 6 on page 14 where
it says "The appraised fair market value of the land leased

for right-of-way shall be determined without regard to any en-
hancement in value attributable solely to the construction of
pipeline facilitie s on the land or the wuse of the land for pipe-
line purposes.” He said the House Resources Committee had
striken them from the b ill. He thought they were right. iHe
felt they should determine the highest and best use as with any
property. He felt the language made it impossible to assess

at fair market value.

Mr. Condon said he didn’'t know what appraised fair market value
the land was. He said if the pipeline went through it would

raise the value of the Jland around it. He pointed out the admin-

istration was ncfcadvocating a position of whatever the market

would bear.

Mr. Malone said that on lines 22-23 on the same page he didn’'t
think the parenthesis around "including subsidiaries, parents
and a ffiliates of the owners" should remain in the b ill. He

thought it might effect the State’'s interests.

He said that on lines 24 and 25 the Judiciary Committee has

language "after consideration of the public interest, conven-
ience, and necessity" which implies some type of regulation.
Presently the Jlaw 1limits what the Commissioner can consider.

Mr. Malone went on to page 16, lines 1-5. This was Judiciary
language and they wanted it in the b ill.

Regarding Section .230, definitions, Mr. Malone said the main
difference between the Committee's approach to definitions
and the administration's approach was the administration felt

all definitions weren't necessary. The major difference s
in (5) "pipeline"™ or "pipeline facility ". The Committee fe lt
it better to define it as a matter of law.

Mr. Malone said that Section 20 in the Committee Substitute
was the same as Section 19 in the Governor's b ill. They ref-
erenced this into Section 21 because they have to give the

Commissioner the right to purchase.

Meeting recessed at 10:35 A.M.
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AFTER RECESS
11:00 A.M.

Vice Chairman Haugen called the meeting back to order.

Mr. Warwick was interested in hearing Mr. Eppenbach*s comments
as to the financial aspects of HB 3 and also his comments on
the sheets which Legislative Finance had prepared regarding

right-of-way leasing. (See page 136 of the Minutes.)

Mr. Eppenbach said the administration's b ill and the Committee
Substitute provided for compensation on the basis of fair market
value. It was difficult to see what revenue the formula would
have provided. He said they were forcasting $2 m illion the first
year of operation and $40-$50 m illion in operation years. They
took the assumption that the pipeline was going to run at 7%
return and they are using the <current regulations in terms of the
rental formula. They are arbitrary forecasts. He added that in
his personal experience with the Right-of-Way b ill, it was not
the intention that it be a revenue raising measure.

Mr. Condon said it was their judgment that the pipeline companies
have economic incentive into the situation to go pretty <close to
the rate of return |[.C.C. allows, unless they can convince 1.C.C.
that it is too high. They are thinking on the average the return
value w ill be around $40 m illion a year. This is keyed into

profits before taxes rather than profits after taxes.

Mr. Warwick said 1.C.C. lets them earn 7% on assets. He asked

if they restricted their deductions— whether they deducted all
State taxes. Mr. Condon replied Just on pipeline operation.

Mr. Condon pointed out that the parent corporation pays taxes

on a consolidated basis. He said the severance tax |Is deductible

as far as the consolidated tax return the company file s.

Mr. Warwick asked if there were any figures in regard to Income
ta x . Mr. Eppenbach said that for the first year the pipeline

w ill not generate taxable income given all credits allowed. I'n
the second year they predict in the area of $25 m illion. The
following years they expect a trending wup to over $30 million.
The State has the right to tax Income generated by the corporation
on the basis of a three variable formula: number of persons em-
ployed, assets employed and annual sales.

Mr. Eppenbach said they were working to develop the State's
rights for taxation. He said they couldn't control regulations
underway in the federal courts and they don't know what Congress

might enact.

"RECESS Meeting recessed at 11:55 A.M.
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higher o0il f.)o formulas— one relating to pipeline assets, and the
to not warnings of the pipeline. According to the joint stipulatio
in the- o il companiesl suit against the State, the asset formula,
"AS 38,35.140(a), would require a minimum aggregate
oayment by the TAPS owners b- the State of approximately

*$7*2,739,800 (or $2,078,280 per year), if TAPS were con -

structed for a throughput capacity c¢-f 2,000,000 barrels

per day. The minimum aggregate rental payment would be
approximately $67,900,000 (or $1,940,000 per year) if

TAPS were constructed for.a throughput capacity of

1,200,000 barrels per day."

Expected revenues under the net earnings formula depend c¢cn the
manner in which net earnings are calculated. The joint stipulations
anticipated three possible variations:

"(1) "Proposed regulations5 multiplies both ‘net
earnings' and ‘'total assets' (as these terms are used

in AS 38.35.140(a)(2) by a term referred to as the

Alaska Land Factor (ALP). The Alaska Land Factor s

defined as the Ilength c¢f right-~f-.-:ay over land in

which the state has an ownership Interest divided by

the total length of the pipeline in the state. Such

/'victor is O oloj. This formula also provides that: 1In <

detenr.jnLng 'net earnings’, both the minimum rental '

under AS J.'i.35.140(a) (1) and the percentage rental

under AS 38.35.140(a)(2) shall be deducted from gross

revenues.

(2) '"Formula A"’ is identical to the formula

described above except that the Alaska Land Factor s

not used.

(3) "Formula B' is iuent.ical to Formual A except
that the percentage rental under AS 38.35.140¢(a)(2) is

not deducted in calculating 'net earnings'."

r
Following these various approaches,
%

"the average annual aggregate amount of the rent payable

to the state over the life of the pipeline by all TAPS

owners w ill be approximately as foilcv.c. assuming; d if-

ferent rates of return c¢cn Interstate Commerce Commission

valuation cf the pipeline property:
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ICv. P.ate Using Proposed
of* Return Regulations Usinm Tormula A Ucir.fr Tcrr.ula H

If Pipeline is Constructed fcr
1,200,000 bbl/day Throughput Capacity

0 per cent $ 6,700,000 $20,300,000 $ 39,300,000
4 per cent 16,300,000 52,400.000 103,500,000
5 per cent 23,500,000 75,900,000 150,800,000
7 per cent 40,500,000 129,300,000 258,600,000
I f Pipeline is Constructed fcr
2,000,000 bb/day Throughput Capacity

2 per cent $ 7,100,000 $21,500,000 $ 41,700,000
4 per cent 17,200,000 55,400,000 109,500,000
5 per cent 24,900,000 80,300,000 1595 600,000
7 per cent 42,900,000 127,000,000 277,100.000

Thus, in a ll the oases considered, under existing lav/, the net
earnjngs formula would yield greater revenue and thus be in effect.
There i.s some feei.ing that the 4£ ICC rate of return is the one that
o il companies >:ould choose.

r

Governor Er:an's proposal for right-of-way leas jnr: would sub-
stitute a rental based on fair market value. According to the
plaintiff's propped stipulations of fact, the market value of
State right-of-way (?2*J9 of the 789 miles) is between $384,2*6 d
$467,612 ascumins; a value of £37 - $106 per acre. Thus, the revenue

to be received under this approach <can be expected to be rather smal

A common practice in leasing by the Department of natural Resources
has been to charge an annual rental equivalent to 0% of the fai>* ir&v
value.
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HOUSE FINANCE COMMITTEE
November 3, 1973

8:40 a.m.
All members of the Committee with the exception of Mr.
Hillstrand. Mr. W ill Condon, Assistant Attorney General,
General Civil Section. Representatives Fritz, Gardiner,
Malone. Mr. Robert Walker, Exxon Corporation, and Mr.
Tim Bradner, British Petroleum lobbyist.

Vice Chairman Haugen called the meeting to order.

Representative Warwick moved that the Committee consider

the Judiciary Committee S ubstitute for House B ill
lating to leases of rights-of-way over state land
transportation of oil, products or natural gas).
Freeman objected.

(re -

the

Mr. Freeman asked Mr. Warwick for the reasoning behind

consideration of CSHB 3 rather than the original

Mr. Warwick stated that Mr. Condon had informed the

Committee the preceding day that the Committee S ubstitute

is the "better bill" except for two or three provisions.

Mr, Warwick said that CSHB 3 is more profitable from

state
need study are the purchase option and the public

convenience and necessity provisions.

Mr. Freeman removed his objection. There being no
to Mr. Warwick’s motion to consider CSHB 3 at this

it was so ordered.

Mr. Warwick then referred to Page 3> Line 24 of CSHB

(see b ill file). Mr. Warwick stated that he felt

s point of view. The two particular provisions

the
that

interest

objection
tim e,

3

was

not necessary to have public hearings on every application

for right-of-way leases. Mr. Barber recommended
word "shall" be replaced with the word "may" in Line
which would produce the following language: "...the
missioner may cause notice of it to appear..., the
to include... the time and place of public hearing
held on the application;" Mr. Condon pointed out
everything is put together in the b ill as if there
going to be a hearing and therefore, iif the above

is made, all of Sections 38.35.070 and .080 must

structured (Sec. 4 of CSHB 3).

Mr. Condon then referred to Sec. 3 of the b ill, AS

the
18
com -

notice

be

were
change
re -

38.35-040

(Temporary oremergency service or abandonment, reduction or

impairment of service by lessee). He stated that
like to correct his comments made yesterday with

the disclaimer portion of this section. Mr. Condon

had not read the end of the section as closely as

have, and now fe lt that the disclaimer did not take

would

regard to

aid he
should
are of
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Mr. Condon replied that "things must be tied down" in terms of

first refusal, but terms <concerning calculation of the purchase
price are not necessary to tie down. Mr. Warwick pointed out
that the terms In CSHB 3 take in accumulated interestde -
preciation, etc. He then saidthat these terms seem very
attractive. Mr. Barber statedthat It is to the interest of the
state to have the terms attractive, but the objection of the

oil companies is predicated on the fact that it is an economical
issue rather than a legal issue. Mr. Barber said that the ol

companies are concerned that this might have an effect on their
floating the necessary finances. Mr. Condon st-id that was
correct.

Mr. Saylors renewed his motion (see Page 139 of minutes).

Mr. Warwick saidhe wished to amend the motion and have all
of subsection 7 in CSHB 3 deleted and replaced by the

Governor's language as found in HB 3 (Sec. 9 subsection 7>
Page 7). Mr. Barber objected.

Mr. Barber then asked Mr. Condon if the new verbage proposed
by Mr. Warwick's motion would be more beneficial to the state
than the verbage written xn CSHB 3. Mr. Condon stated that
because this is a decision based on economics, he fe lt he
could not make a judgement. Mr. Barber then stated that the
Committee should leave the Jlanguage as it is.

Discussion followed regarding a change from the 5# purchase
option to the 20% as seen in the original b ill. Mr. Condon
stated that the Governor does not want an option to purchase.

The question was called for on Mr. Warwick's motion to amend

Mr. Saylors' motion— see above: Those in favor of the amended
motion were Representatives Saylors, Haugen, Freeman, Ose
Warwick and Barber; opposed were Representatives Ferguson and
Specking; and the motion carred 6 to 2.

The question was <called for on Mr. Saylors' motion (see Page 139
of minutes). Those in favor of the motion were Representatives
Haugen, Saylors, Warwick, Freeman, Ose; opposed were Repre-
sentatives Specking, Ferguson, and Barber. And the motion
failed, 5 to 3.

Mr. Warwick moved for the insertion of the words "or municipal
corporations': on Page 10, Line 12 after the word "persons".
There being no objection, it was so ordered.

Mr. Warwick then moved and asked wunanimous consent that the
Committee delete the words "subject to the Ilease"” from Page 10,
Line 9, Page 14, Line 18, and its definition on Page 17> Line 22.
Mr. Condon stated that it is possible to delete "subject to the

lease on Page 10; on Page 14 to be correct, you must say a

~140-
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pipeline crossing lands subject to a lease” or a "pipeline
which is subject to an Alaska right-of-way lease”. Mr. Condon

said you could delete "subject to the lease" on Page 17,
where its definition is given.

RECESS The Committee then recessed due to a call of the House at
9:30 a.m.

AFTER RECESS

November 3, 1973
2:10 p.m.
PRESENT The meeting was called to order. All members were present Wiith
the exception of Mr. Hillstrand. Also present were Josh Wright,
J. H. Hogan, M. Barker. Representatives M. Miller, Malone,
and Gardiner were also in attendance as were Mr. Homer Burreil,
Director, Division of O il and Gas, Department of Natural
Resources, and Mr. Tim Bradner, Lobbyist for British Petroleum.
CSHB 3 Mr. Saylors referred to Page 15 of CSHB 3, Line 29, and stated
that Mr. Condon suggested that the words "under Sec. 100 of this
chapter" be inserted between the word "commissioner" and the
period at the end of the sentence. Mr. Saylors then said that
"under Sec. 100 of this <chapter”" should also be inserted on Page
16, Line 2, after the word "commissioner".
Mr. Saylors moved and asked unanimous consent that "under
Sec. 100 of this <chapter" be inserted in CSHB 3 as mentioned
above. Mr. Condon explained to the Committee that the only
concern in the provision (Judicial Review of Decisions of
Commissioner on Application) 1is the initial granting of the lease,

and not other decisions the commissioner might make.

Mr. Saylors renewed his motion, asking unanimous consent, There
being no objection, it was so ordered.

Mr. Condon then referred to Page 2, Sec. 3 of CSHB 3, Temporary
or Emergency Service or Abandonment, Reduction or Impairment

of Service by Lessee: Mr. Condon stated that the following
language should be Inserted on Line 28 after the word "possible.",
and w ill replace the end of Line 28 and all of Line 29:

"This section does not Impose any obligation wupon the
lessee v/hich could not constitutionally be imposed by
a direct exercise of state regulation or any obligation’!

The above language would precede the remainderof the sentence
"inconsistent with federal or other state law or with regulations

or rulings of a federal regulatory agency or the Alaska Pipeline
Commission", and the three remaining words of that sentence
("it is inapplicable") will be deleted.
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Mr. Condon stated that the effect of this change Is that
th:e lessee Is not bound to do something which goes beyond

what the state can do anyway. Mr. Condon said this gives
the Commissioner possibility to order it to the extend that
the federal constitution w ill so permit.

Mr. Condon then said that he did not know if there would be
any effect on people in agreement going into a joint venture

with reallocation of ownership.

Mr. Warwick asked If this would cause less problems than man-
datory option. Mr. Condon said it would, yes. Mr. Warwick
pointed out that the state has last refusal according to the
Governor's b ill, rather than first refusal. Mr. Condon said

that the main consideration with that language was the <concern
expressed by the TAPS owners, by their finance people and bond
holders when they go to finance a project, at which time they

w ill enter Into some kind of agreement with their bankers. Mr.
Condon said that the state with first refusal option would Inter-
fere with those rights, and the administration felt that they
wanted to prevent interference with those arraggements if they
could. Mr. Condon then said that he did not know enough about
what effects that language would have on the arrangements between
the owner companies, and therefore he would not be particularly
concerned about the language suggested here if it excluded

transfers of interest.

Mr. Warwick then asked Mr. Tim Bradner, Lobbyist for British
Petroleum, if he had any comments to make regarding this issue.
Mr. Bradner told the Committee that he did not know enough about
the TAPS agreement to comment, but that an attempt was made

to cause as 'little interference as possible in organizing and
financing. Mr. Warwick informed Mr. Bradner that this b ill
would be in Committee a while longer, and if he cared to provide
any input to the Committee, he could do so at any time.

Mr. Specking then moved and asked unanimous consent that the
language as written by Mr. Condon be inserted on Page 2,

Lines 28 and 29 (see bottom of page 1*11fcr exact wording).

There being no objection, it was so ordered.
Mr. Condon then told the Committee that he recommended a change
on Page 14, Between the word "consideration" on Line--'24 and
the word "by" on Line 25, delete the <current language and insert
the following language:

"whether the proposed transferee is fit, willing

and able to perform the transportation or other

acts proposed in a manner that will reasonably

protect the Ilives, property and general welfare

of the people of Alaska,"



Mr. Saylors moved and asked unanimous consent that the Jlanguage
suggested by Mr. Condon be adopted by the Committee and inserted
on Page 14, Lines 24 and 25. Mr. Warwick objected.

Mr. Warwick then asked Mr. Condon if the wording of the proposed

insertion was standardized. Mr. Condon stated that it is

impossible to make this provision absolute. In an operation of
this size, you must make required all steps the state feels are
reasonable, because you cannot totally prevent lives being lost.

Mr. Saylors pointed out that this language also appeared on

Page 4, Line 25, wunder Sec. 38.35*100 ""Decision on implication".
Mr. Warwick then asked Representative Gardiner why, in this
Committee S ubstitute, this Jlanguage appeared under "Decision

on Application"” but notunder "Transfer of Right-of-way Lease

or Pipeline™". Mr. Gardiner stated that it originally applied

to both sections, but the amendment failed.

Mr. Warwick then removed his objection to Mr. Saylors’ motion.

There being no objection, It was so ordered, and the insertion made.

A brief recess was called in order that the staff might prepare
a mark-up copy of CSHB 3 encompassing all amendments made during
this meeting.

AFTER RECESS
November 3, 1973

3:30 p.m.
The meeting was called back to order. Copes of the mark-up
CSHB 3 were distributed (see b ill file) to the Committee members.
Mr. Hogan briefly ran through all changes made by the Committee.
Mr. Warwick then moved for the adoption of the following Jlanguage
which w ill be inserted on Page 8, Line 23; "on the same terms
offered any other potential purchaser". Mr. Warwick stated that
the insertion of this Jlanguage wunder subsection 7 (Sec. 38.35.120
Covenants to be Included in Lease), will provide for a first
refusal option. Mr. Freeman objected.
Mr. Specking pointed out that the insertion of this language w ill

merely put the state on an equal basis with the others9 and not
necessarily provide a first refusal.

Mr. Warwick then amended his motion to include the words "a
first" on Page 8, Line 21 after the word "state" (requires deletion
of the word "an").

Mr. Warwick then asked Mr. Condon his opinion of the insertion

of the above. Mr. Ccndon stated that he could not comment on
this. Mr. Saylors said the Governor gave the O ffice of the
Attorney General direction in the drafting of this legislation.

He then asked Mr. Condon to tell the Committee what those



directions were. Mr. Condon replied that the Administration
had wanted the opportunity for the oil companies to negotiate
with the state for any Interest they had to sell if it did not

interfere with their agreement to reallocate ownership
of the TAPS agreement of in terms of contract obligati

company owners or their financing people. Mr. Saylors

that Mr. Warwick’ motion to insert this language would thus
infringe on those transfer rights. Mr. Condon said it might,
bub that he does not "know that"”.

Mr. Saylors stated that if Mr. Warwick’'s motion is adopted,

then, for example, an oil company which wanted to tran

shares of stock in the pipeline to one of its subsidiary
Mr. Warwick

could not, unless they offered it to the state first.

said that would not be undesirable.

Mr. Burrell, Directorof the Division of O il and Gas, th
that the TAPS agreement has a contract provision which

in terms
on among
remarked

sfer 1,000
companies

en stated

says

Mr. Burrell

oil companies must offer any interest to each other.
added that he did not know what the effect of this language
would be on that contract provision. Mr. Saylors then asked

the TAPS agreement says anything about mergers outside
companies. Mr. Burrell replied that to his knowledge,

Mr. Warwick then said that his motion would not have an
disagreed

effect on the oil companies' financing. Mr. Specking
and stated that the state does not have that much cre

in the bond market.

Mr. Warwick renewed his motion which consisted of the

(Page 8 of the markup copy): on Line 21i* delete the word,"an"
and in its place, insert the words "a first"; on Line 22, after
the word "it", delete the rest of subsection 7 and insert in
place the following words: "af; the same terms offered any other
potential purchaser". Mr. Barber objected; he then asked Mr.
Condon if Mr. Warwick's motion is <clear or litigation Mr.

stated that he did not know.

Mr. Barber removed his objection. The question was called
lors, Ose,

those in favor of the motion were Representatives Say

and Haugen; opposed were Representatives Freeman, Barber,

the seven

it did

dibility

following

Ferguson, and Specking; and so, the motion failed 5 to 3*

Mr. Warwick then pointed out that on page 10, Line 9,

"subject to the lease"” had not been removed as the Committee
previously requested. Mr. Hogan replied that the words would
deleted.
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Following discussion with regard to Page 14, Line 2t Mr.
Warwick stated that the Committee had previously discussed

removing this language. Mr. Specking said he agreed that the
present language "takes out the ingredients of the art of
assessment” as Mr.- Malone had previously stated.

Mr. Specking then moved for the deletion of the language. Mr.
Barber objected and asked Mr. Condon if this <comes wunder
litigation . Mr. Condon stated that the deletion won't make
any difference; he said the right-of-way price is in litigation
but the appraisor w ill not say this will hold things up. Mr.
Malone then stated that the fair market value is what the
appraisal w ill be, and w ill not hold wup value of the land.

Mr. Specking renewed his motion and asked unanimous consent.
Mr. Freeman objected. The question was called for: opposed
were Freeman, Barber, Ose and Haugen; I'n favor were Warwick,
Specking, Saylors and Ferguson; and the motion failed 4 to 4.

Mr. Warwick then asked Mr. Condon what the attitude of the

administration would be towards putting in an expiration
clause in Senate B ill 8 (relating to the lease or sale of state
lands for pipeline purposes). Mr. Condon said he would provide

the Committee with the information after thinking over this

proposal.
Mr. Haugen informed the Committee that the meeting would re-
convene on Monday, November 5, at 9:00 a.m. Mr. Condon was

asked to attend.

There being no further discussion, the meeting adjourned at
4:10 p.m.
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PRESENT

HOUSE FINANCE COMMITTEE
November 5, 1973

9:00 A.M.
All members except Mr. Hillstrand and Mr. Ferguson. Mr. W ill
Condon, Assistant Attorney General and Mr. Tim Bradner, Lobbyist
for British Petroleum, were also present.

Vice Chairman Haugen called the memeeting to order and stated
they would continue discussion on the Committee S ubstitute for
HOUSE BILL NO. 3 (Relating to leases of rights-of-way over state

land for the transportation of oil, products or natural gas).
They began with paragraph 7, page 8. Mr. Condon said that by
insisting in our Right-of-Way lease that we have right of first
refusal, he thinks they w ill have to renegotiate our agreement,
so It creates a tiny problem.

Mr. Bradner suggested they put in a grandfather clause to prevent
them from having to renegotiate. That way they would have the
right of first refusal beyond the time of the temporary agreement.
Mr. Warwick asked whether all of the agreements among the owners
and the people who finance were matters of public record. Mr.

Condon said they'd been made public because of the law suit.

Mr. Condon said this ©particular pipeline w ill be an wundivided in -
terest ownership pipeline. Seven companies w ill be doing business
in the same pipeline. They are going to set their own tariffs,
but because all are going to become <carriers, they are going to be
pretty much the same. If the State utilizes its option, it w ill
become the 8th owner. The State wouldn't know any more about the
other seven than they knew before. However the State would have
access to all of the things that ALYESKA is doing and they are
going to account for about 10$%$ of the cost that goes into anybody's
ta riff. They are more of a "janitorial" service. He said that if
the Pipeline Commission does its job they w ill be more likely to
get the information they want than |If they buy into the pipeline.
Mr. Condon said there were two other reasons they might buy. The

first would be to get In and have some kind of a competitive effect

by charging lower tariffs, but he said they couldn't go too low
or they would be carrying everybody elses oil and not have room
for much of their own. The second reason they might want to own

part of it would be as a good investment.
Mr. Warwick noted that another reason might be that in the future

they might find it beneficial for some reason they are not now

aware of.
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Mr. Warwick moved and asked unanimous consent that on page 8,
line 21, subsection (7) they adopt the following language:

"(7) it will afford the state a first opportunity to negotiate
for the purchase of any interest in the pipeline offered for sale
by it on the same terms offered any other potential purchaser,
provided that this obligation w ill not interfere or supersede
contract rights or obligations existing among the proposed owners
of the pipeline at the time the right-of-way Ilease is granted.”
There was no objection, it was so ordered.

Mr. Condon said the Attorney General's office would just as soon
see the sentence on page 14 regarding appraised fair ma: ket

value taken out.

Mr. Warwick moved that on page 14, line 2, they delete the sentence
beginning "The appraised fair market value” and ending "for pipeline
purposes" on line 6. There was no objection, it was so ordered.
Mr. Condon said that as the b ill existed right then, he thought
it did the job it was supposed to do. It just needed a repealer

and reporting provision.

Meeting recessed at 9:50 A.M.
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HOUSE FINANCE COMMITTTEE
November 9, 1973
10:25 a.m.

PRESENT All members of the Committee with the exception of Mr.
Ferguson. Staff members J. H. Hogan, M ilt Barker. Also
present were Mr. Harold Strandberg, Mr. Mike Whitehead,
and Mr. Joe LaRocca of the press.

CSHB 3 Chairman Hillstrand called the meeting to order and stated
that although Committee Substitute for House B ill 3 (An
Act relating to leases of rights of way over state land for
the transportation of oil, products or natural gas; and
providing for an effective date) was not before the Committee
for formal consideration at this tim e, consideration is
being given simply to determine the advisability of making
changes which w ill accompany CSHB 3 when presented to the
floor. Mr. Hillstrand stated that these w ill be termed

Finance Committee amendments to CSHB 3.

Mr. Warwick then stated that several legislators would Ilike
to see the House Finance Committee incorporate into the b ill
Sectional; of CSSB 3 (Finance) am. The section would be in -
serted into the b ill as a new Section 1, and would read as

follow s:

"ANSection 1. AS 38.35.010 is amended by adding a
new subsection to read: (b) The State of Alaska
reserves unto itself all rights, powers, privileges,
and immunities not preempted by federal interstate
commerce laws and regulations in the right-of-way
leasing of any state lands for pipeline construction,
transmission, or operation within its boundaries."

Mr. Warwick then moved and asked unanimous consent for the
adoption of the above amendment as part of the House Finance
Committee amended .version. There being no objection, it was
so ordered.

Mr. Warwick then referred to Page 15, Line 27 of the b ill (the
Judiciary CSHB 3) and stated that he wished to insert the
words "or notice" after the word "hearing?". Mr. Warwick ex-
plained that because the House Finance Committee had previously
changed the b ill so that a hearing would not have to be held
on every application for a right-of-way lease, this section must
also conform. He then moved and asked unanimous consent for
the insertion of "or notice" on Page 15, Line 27 of CSHB 3.
Mr. Hillstrand objected and stated that he needed an Illustra -
tion of what a notice would be. He said it might be possible
-148-
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for anyone to raise an objection if this language were to
be inserted. Mr. Hillstrand then read from AS 38.35.225:

"An applicant or competing applicant or a person who

raises

objections within 30 days after decision following the hearing

.are the only persons with standing to seek judicial review

of a decision of the commissioner." Mr. Hillstrand stated

that his concern was over the possibility of a person

ob -

jecting who was not involved except as an observer; he might

voice an objection over anything, as opposed to a leg
objection posed by an actual participant.

itim ate

Mr. Warwick pointed out that it was necessary for those appli-
cants who did not have to have a public hearing to be able
to have judicial review of a decision of the commissioner.

Mr. Barber stated that you could include sec.030 in the

language. Reference to sec. 080 is not sufficient. Mr.

Barber said that you not only have an application for

right-of-way but also for abandonment which are seemingly

identical and should be subject for judicial review. He
said that Mr. Warwick's amendment qualified the application
for a pipeline, but that it ignored the identical treatment
of abandonment. Mr. Warwick countered that abandonment is
covered in sec. 080. Further Committee discussion followed.

Mr. Warwick then renewed his motion for theinsertion of the

words "or notice" on Page 15, Line 27, and asked unanimous
consent. There being no objection, it was so ordered.
Mr. Warwick then referred to Page 8, subsection (7)- He said
he had been contacted regarding this language and it was
suggested that a time |lim it be incorporated into this section.
Mr. Warv/ick explained that when you buy an option, you buy it
for a certain amount of time. Mr. Warwick said he did hot
know what that amount of time should be. The state, once
it is afforded the opportunity to negotiate for purchase,
should have to exercise the option within a certain number of
days. Mr. Saylors stated that he did not know what kind of
time Iim it could be set. Mr. Warwick reiterated that he was
not sure what the time lim it should be either, but that if
the state is allowed to "string this on and on',' it would impose
a restriction on anyone wishing to sell. Mr. Warwick then
said he did not have strong feelings on this issue.
Mr. Hillstrand said that as he read this subsection, it is
an open option that can be exercised by the state any time.
Mr. Hillstrand said he would automatically react unfavorably
to an amendment to this which might decrease the flexibility
to the state.
Mr. Hillstrand adjourned the meeting at 10:55 a.m.
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All members of the Committee were present.

Chairman Hillstrand called the meeting back to order and stated
that their Finance Committee S ubstitute for CS SB 3 am plus the
two amendments which they had approved unanimously that morning
was before them for consideration.

Mr. Ferguson moved that they send out House Committee Substitute
for Senate B ill 3 with Individual recommendations Including the
support for the two amendments as Finance Committee amendments.

Mr. Warwick objected for the purposes of discussion. He questioned
the title of the b ill. He didn't think It was any better than it
had been. There was some discussion of this.
Mr. Warwick moved to amend Mr. Ferguson's motion to include an
amendment to the Title of the b ill so that it would read "An Act
relating to the use of state lands fcr pipeline purposes; and pro-
viding for an effective date." and asked unanimous consent. There
was no objection, it was so ordered.
The question was called on the main motion. There was no objection,
it was soordered. The b ill went out of Committee with 6 "Do Pass"
recommendations, 2 "No recommendations” and 1 "Do Not Pass".
Chairman Hillstrand stated that one of the things <concerning him
was work sessions for next year. He had decided that the subcommit-
tees do not work to the advantage of the legislation considered, so
he was going to change assignments for the up-coming session. He
said one of the things they were going to be confronted with during
the next session was the pay increase for the State Employees. He
wanted to treat that b ill as Number One Priority. He appointed
Subcommittees which were charged with, the responsibility of conduct-
ing workshops throughout the State. They were as follows:

Mr. Warwick - Fairbanks

Mr. Saylors - Anchorage

Mr. Ferguson - Bush

To Be Announced - Southeast

He instructed that these workshops be conducted between now and the
next session.

Meeting recessed at 4:00 P.M.
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