Tax policy unfairly benefits oil industry
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JUNEAU — The stute of Alnskn has
aasessed oil ¢ nies more than $3
billion 0 disputed taxes, penaltics and
interest. The interest rate the stute
churges i so low, however, that the

OPINION

il companies have hittle inceative 1o
resolve these disputes,

In fact, the longer an oil company
can stall paying s tax ull, the betier
the break it gets on the inlerest rate
I i tus bidl is paid prompily, the o
terest would be 12 percent. However,
wlter five wyears, the nterest rate
Vharged o the wapayer drops w 7.5
lrlll.'J'm'q.!l'Il

Incredibly, if o xpayer is able
stall tor more than 10 years (some
hwed, the rte that of pays o the stue
o W delimguent s Wl deogs o 5.45
purcent

I effect, wno ol company thar hos not

patied its tax bidl for more than 10 yean

gets 1o borrow money from the suite
al n § percent interest rate. I you had
 loan of more than a billion dollars
at § percent interest, how fast would
you pay it off?

Right now, you are giving the oil
companies this corporaie welfare.

This outrage occurs because Alaskn
law provides for simple interest, mther
than compound interest, on tax debis,
Simple interest means that the debtor
pays interest only on the amount of the
original debt. No interest is churged
against the interest amount.

Charging simple imterest 15 a bad
business practice. The longer the per-
sin owing & debt with simple interest
wiits 1o pay, the lower the effective
interest rute.

The modern — ung sensible — alter-
nitive 10 ample interest 1s compound
interest. Under compound interest, in-
terest is charged on the total amount
wae — incleding the interest already
pecumubited — ruther than on just the
origingl debi

Compound terest is the methiod
used by the IRS, bunks — umd ol

companies.

Changing o compound inferest does
ot make very much dilference il a
xpayer pays promptly. It is only afier
severl years thal compound interest
really begins to work. Taxpayers who
resolve their disputed taxes relaively
quickly have nothing to fear from the
state switching to compound interest.

The stute of Alasks should drop s
outdted simple interest provision and
sturt charging compound (nterest on is
disputed wxes, The law should be
come clfective a shont time after s
passage. :

When it becomes effective, the com:
pound interest rate should apply 1o the
entire outstanding armount due on thess
taNes,

This would give the oil companies
a choice. They could pay their taxes
befivre the new law tiukes elfect and get
the benelit of the low interest rate cur-
rently churged. Or they could choose
nok to J::}- — consistent with their
claims that they do not owe these Lixes
— and take the chance that they might
have (o pay the higher interest rate.

It they do nof owe the money,
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changing 1o compoand interest will not
uffect them. But whatever their choice,
the oil companies should not be al-
lowed to make the state of Alaskn con-
timse to carry these debus at this ab-
surdly low interest rate.

The vil companies would never give
this deal to the people of Alaska. The
people of AIME should stop giving
it to the oil companies, Our law needs
o be changed now
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