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Introduction 

• Nominal (legislated) severance tax rates 

 

• Effective tax rates 

– (dollars collected)/(value of production) 
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What is the effect of a change in 
the severance tax rate or a change 
in incentives to find new reserves? 

• Oil Production 

• Drilling Activity 

• Severance Tax Collections 
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Simulation Model 

• Based on Hotelling (1931) and Pindyck (1978) 

• Profit maximization over time 

– Revenues earned by 

• Production from existing reserves 

• Exploration for new reserves 

– Costs 

• Drilling costs 

• Operating costs 
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Simulation Model (cont.) 

• Key features 
– Compares costs to the amount produced 

– Accounts for interaction between state and federal 
tax collections 

 

• Uses U.S. data on production, costs, proven 
reserves, federal and state corporate tax rates, 
etc. and discount rate of 4% 
– Not a model of a particular state 

– Not a model of Alaska 
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Four Scenarios 

• Severance Tax Rate = 0% (Model A) 
 

• Severance Tax Rate = 12% (Model B) 
 

• Severance Tax Rate = 25% (Model C) 
 

• Severance Tax Rate = 25% with credit of 22% 
of drilling costs against severance tax 
liabilities (Model D) 
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TABLE 9.3.

TOTAL DRILLING, PRODUCTION,
TAX COLLECTIONS, PROFITS,
AND RESERVES FOR FOUR MODELS 
OVER THE 110-YEAR PROGRAM
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