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our basic theme as to how these -various bills may affect 

the interests of the State of Alaska, gentlemen, and then 

hope that in the discussion that follows I will be able to 

do more in response to your questions, be more specific and 

irore direct in response to your questions, rather than try 

so do an exhaustive Job and take up the whole afternoon 

without coming to grips with the things that are on your 

minds. Co let me s.tart then briefly with this introductory 

material that I've been asked to discuss. Of course I'm 

sure that the two things that are most impressed upon your 

minds are, first of all, the shortage of energy that we 

In the United States are faced with at the moment, which Is 

sometimes referred to as an oH. crisis or an energy crisis 

and sometimes wo are told It. 1.s nothing of the’ sort, but 

certainly the tightness of the present supply of energy 

which Is available to us first, and second, a v e r y , very 

sharp run up in the prices that we are paying for oil 

products and for other form:: of energy. Partly in response 

to the shortages, but partly also in response to what looks 

to be a long run policy with respect to the value of energy 

In the United States. So, with these two things in- mind, 

first of all the tightness of energy supply and secondly 

the very, very substantial run UP ,n Prices of energy,



let me back up and turn to the world scone for a moment 

and suggest how w h a t’s happening in the world inter-relates 

with w h a t’s happening in the United States, and then go on 

to a look into the future because a great deal of your 

legislation bears one way or another upon the circumstances 

of the State of Alaska, not so much today, but in the future.

You know, of course, that there has been a tremendous 

Increase in the price of foreign oil, world wide, and this 

has been brought about through the actions of oil producing 

countries, most of them organized in a grouping called OPEC, 

the Organizai1 on of Petroleum Exporting Countries, this is 

old hat, but OPEC was founded In September, I960, to defend 

the interests of the producing governments against what was 

at that time a sharp decline ir the price of world oil.

For ten years, f’’om September, I960, to September, 1970,

OPEC was a collective bargaining organization, in effect 

what It was doing was bargaining with the major oil companies, 

over a share of the producing profits on foreign oil. They 

bargained successively insofar as they were ahl** to maintain 

‘ heir government oil revenues, even lncreas’ng tlcm slightly 

at a time when the profitability of foreign oil production 

under the pressure of comp*'t! tIon, because of surplus producing 

capacity, when the profit on foreign oil prnduoi Ion was going 

down. So that they bargained successfully in the st*nso that 

the government take, the taxation on oil product!on, is going 

up marginally while the profit after taxes was going down.
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Now, as from September, 1970, beginning in Tripoli, Libya, 

and then going on to Caracas, Teheran, back to Tripoli, over 

to Geneva, there were a whole series of confrontations, 

enforced negotiations, which transformed the relationship 

between the producing governments and the oil industry 

completely. There was no longer collective bargaining over 

the sharing of the profits. There was, in fact, the ability 

of the country unilaterally, and really without any negotiation 

to increase the per barrel oil revenue or the per barrel 

government take successively and progressively, at a time 

when the prof its, remaining to the company was mar finally 

Low, no that in effect the government take on each barrel 

of product ion became a floor under foreign oil prices and. 

as fast as the taxation on the production of foreign oil 

Increased, world oil prices increased.

Between September, 1970, and October, 1973 > in the 

course of two years, a Middle Hast oil. producing government 

which, at the beginning of the period had been getting a form 

of royalty and taxes less than a dollar a barrel, had Increased 

their government take by ovr-r $2. a barrel so that It became 

on the order of a barrel. That Is to say, before, getting

less than $1. a barrel, they boosted the government taxation 

on each barrel of production by over $2. This was effected 

ar of early October, 1973* hut simultaneously we had the 

outbreak of the war between the Arab countries and Israel,



This was followed by a cutback in Arab oil production, 

by an embargo against the United States, and even with 

the high prices that obtained, there was tremendous 

competition among oil importing countries and among 

companies, U.S. companies and foreign companies, to get 

hold of whatever oil was available. So this competitive 

pressure for a relatively reduced volume r production 

boosted offering prices very, very high. As I said, in 

early October, that added tremendously to the government 

take. As of January 1 of this year, they announced, 

without any suggestion of negotiation, that the government 

take, taxes and royalties on a barrel of Middle East oil, 

would be Increased by another a barrel. So that today 

a barrel of oil produced in the Middle Hast starts out with 

a cost to the companies producing It of $7 per barrel 

payment to the government, plus 10 - 15 cents per barrel 

physical, production costs. And prices, with a continuing 

shortage of supply range anywhere, until recently they 

were as high as $17 to $20 a b a r r e l , being bid for the 

small volume of oil which could still be bid for on the 

open market. They are now perhaps back around the levels 

of $8.50 to $9 a barrel. Put without regard to these 

extreme prices what we are talking about Is the floor under 

the price of foreign oil that begins with the government 

tala of some $7 a barrel.
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Nov/, jumping to the United Staten, we were faced with 

two circumstances simultaneously. For some years, U.S. 

production, the production of crude oil in the United States, 

had not anywhere near kept pace with the demand for oil in 

the United States. So that to bridge the gap between the 

amount of oil we were consuming and the amount of oil we 

v/ere producing, we had to increase very substantially our 

imports of foreign oil. And just at the time when we had 

increased our imports of foreign oil, in 1973, we were 

suddenly faced with an Arab oil embargo which, as of latter 

October, cut off the importation of almost 3 million barrels 

a day of oil — part of It in the form of crude oil which 

had come from Arab countries and been refined in U.S. 

refineries, and part of it in the form of products which 

we had Imported from foreign refineries but which had ‘been 

processed In those refineries from Arab crude oil. So wo 

were faced simultaneously with a short fall of their imports 

and with a very stringent volume of domestic crude oil.

As a result the price of domcstLc crude oil was bid up 

progressively from about $3.75 a barrel to $5.25 a barrel, 

which was the price when price controls were clamped on 

domestic crude oil. So we have then the base price for 

domestic crude oil of $5.25 per barrel and insofar as the 

government has exempted from the price ceiling, new incoming 

crude and released crude, that is to say old crude which on 

a barrel Tor barrel basis is released from price control 

as an Incentive to produce more crude, and stripper crude,
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refining companios have been bidding for access to this 

available crude, and prices for the uncontrolled crude 

out of the United States have gone to $10 a barrel and 

more. Probably at the present time affecting close to 

30JS of total U.S. production. The reason for the bidding 

up of these domestic prices was that, despite the fact that 

we have no physical restrictions cn the importation of 

foreign oil, the volume of foreign oil that is available 

is limited because of the Arab oil embargo. And so any 

refiner must compare the price that he would have to pay 

if he went into the open market to buy foreign crude 

and then move it by tanker to the United States with the 

price that he may have to pay by bidding competitively 

for domestic crude. So what happened in the United States 

was a parallel to what happened abroad. A small volume of 

crude oil, a relatively small volume of crude oil, 

available for competitive offers by refiners who were short 

of crude, which moans that you had at the margin, fantastically 

high prices bid for whatever crude was available. These then 

wore the circumstances that v;e have faced over the last six 

months. Where do wo go from here?

First of all, the world at large, that is to say, the 

majority of the countries of the world that depend upon oil 

Imports for any substnatial part of their energy requirements, 

are faced with very fantastic foreign exchange costs if they 

must import oil at anything like the current prices.
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Just a few numbers to illustrate the point: In 1972 all

of the oil importing countries of the world together paid 

about $22 billion for all of the oil they imported.

Since then, of course, their oil import needs have gone 

up because of the increase in energy consumption and oil 

consumption. But, if the oil importing countries of the 

world all together were to import in 197^ just ohe same amount 

of oil that they imported in 1973 > their oil import costs 

this year will be well over $100 billion. Five times as 

high as they were Just two years ago. For the United .States, 

our oil import costs this year, If we import no more than 

we did in 1972, will bo up by about $lt billion because of 

the increase in oil prices. That would be enough — last 

year, 1973> we ran for the first time a billion dollars 

surplus of trade. An increase of $.1*1 billion in our oil 

Import costs could swing a billion dollar trade surplus to 

a $13 billion trade defeolt. An additional $1*1 billion of 

oil import costs compares with total gold and foreign 

exchange holdings of the United States In our central banks 

of $12 billion. All of’ western Europe is faced with an 

increase In oil Import costs of about $35 111l ion, which is 

half of the gold and foreign exchange holdings, of western 

Europe. And you know that over recent years, because of
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the favorable balances of trade of Europe as against the 

United States they have been building up their gold and 

foreign exchange balances and they are faced with a rapid 

run down of it.

Now obviously there are reverse flows from the oa.1

producing countries who benefit from these high oil prices

back to the oil Importing countries, i'or example, with all 

of this oil Income they are going to be buying things from

the rest of the world. But if you look at the countries

who will benefit from this increased oil income and you 

consider how much they could possibly spend, g.ven their 

populations and given the most optimistic economic development 

plans and the most flagrant expenditures on armament r., It's 

doubtful If they could still spend enough on Imports from

the rest of the world, except that they will have surpluses

In 197*1 — surpluses of $*10 - $ fj0 billion over and above 

what t h e y  can spend out of their oil revenues.

Now the second reverse flow, of cours* , is reinvestment.

What will they do with their surpluses? Well their surpluses 

have to go hack to the Industrialized world in one form or 

another — In loans., In the purchase of industry or whatever. 

But I put It to you, that If $*10 - $fj0 Is reinvested and the 

countries that recr-tve that capital back from the producing 

governments have to pay commercial rates of Interest — H - 

After all, if the Arab world lends money or Invests money 

they do tills. In the expectation of a return. At 3 or 

rate of Interest within a few years the carrying charges on



9

the money invented back in the industrialized world would 

come to more than the $22billion the industrialized world 

paid for all of their oil imports in 1972. That is to say, 

the reverse flow of capital, instead of being something 

which provides some form of equilibrium in the flow of 

funds — you pay for the oil and pay very dearly for it 

but you get back money which is reinvested — but if the 

carrying charges on the reinvestment, because the magnitudes 

are so large, mount higher and higher and higher, then all 

we have are still higher oil import costs and pyramided on 

top of those are the carrying charges on the reinvestments 

from previous years.

What arc the alternatives? We must anticipate that 

whatever happens there will be, in the United States and in 

the rest of the world very considerable retardation, a slow 

down ’n what had been historical rates of consumption of energy. 

Instead of going up at r, l/?% a year it's got to slow down to 

maybe *1 \/?.% or a year. And that, of course, means Lower 

oil imports because everybody else will do whatever they can 

to develop coal , to develop gas, to develop nuclear power, 

no 'f energy slows down, their oil import volumes will slow 

down and oil import costs will slow down. Hut this retardation 

In energy consumption, slow down in the rate of energy consumption, 

would by itself, by almost any calculation that we have been able 

to make, still leave the world with a virtually unmanageable 

payments problem. That is to say that if oil has to bo imported



10

at anything like present prices on a current payments basis 

it remains an unmanageable problem.

There is a second alternative and that is austerity 

in oil. That is to say the rest of the world, not so much 

this year because this year we are still in a kind of a 

state of horror at what's happened — we have reserves to 

draw upon. The importing countries of the world ai*e 

competing each with the other hoping that if they have 

a favorable balance of trade they can use some of the 

foreign exchange earnings to pay for their oil imports. 

Everybody Is trying to go it alone. We're managing, but 

if this continues for any length of time. This year the 

problem is fantastic. The same problem next year would be 

what's more than fantastic — incredible.

I'o we reach a point where the world will be forced to 

austerity 1n oil c o n s u m p t i o n . That Is to say to sharply 

lower levels of oil consumption and have to suffer the 

impact of that upon their total energy supplies which moans 

also In terms of economic growth. There will be a slow down 

of economic growth too unless something Is done about oil 

p r i c e s .

Rut between these two cases, one which r called the 

slow down In energy consumption and the other which T refer 

to as austerity In oil consumption, the difference could bo 

as much an about 11 billion barrels a day In the total demand 

for oil by the late 1070s which means In the total production
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of oil in the late 1970s, which means in the production of 

oil in the Persian Gulf or the Arabian Gulf. It depends 

upon which group we are talking to at the moment. But in the 

rersian/Arabian Gulf by the late 1970s because these are the 

people with the reserves, these are the people with the 

productive capacity, and these are the countries which had 

been anticipating continued increases in the levels of their 

production at very high prices. But if there's a difference 

between the one case and the other of 11 million barrels a 

day and it a'J 1 comes out of the production in the Persian 

Gulf and it all falls on the one or two countries that, 

under normal circumstances, would be the balance wheel and 

would be prepared to tailor their production to the demands 

so that there is always relatively high prices, it could make 

a tremendous difference. And under those circumstances 

we may well face,for a period of time in the late 1970s. a 

renewal of competitive pressure In world oil where the 

productive capacity that has been Installed begins again to 

exceed the demand for oil as It had in the past and In 

contrast to the present when the demand for oil exceeds the 

Immediately available productive capacity at least under the 

political producing decisions of the major governments 

of the near east.

So what I'm saying in effect la that as we look ahead 

there may be some roll back of oil prices fairly soon
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in anticipation of the problems that I've tried to very 

briefly lay before you. That is to say, the producing 

countries themselves, visualizing these problems, may be 

prepared to roll back the prices, somewhat, and if they 

don't and if they don't roll them back enough, there may be 

a resumption of competitive pressure which forces prices 

down in the latter 1970s.

Now, what I'm trying to do is to caution against what 

is, I think, human nature always, to look at the present and 

to assume that the future will always be an extrapolation 

of the present. When oil prices were low people tended to 

anticipate that they would always be low and go a lot lower. 

Mow that oil prices are very high, to anticipate that the 

oil prices will not only remain this high bub will go higher. 

What T'm saying is that we're facing the period of time when

this may not be the case. And this oorlod of time may be a

crucial time if it's the late 1970's because it's a time 

which brings to fruition a great deal of Incoming resources 

that will be competing with Middle East oil. It's not only 

the time when you'll be bringing In North flops oil, but

It's the time when North Sea oil will bo coming In in very,

very substantial volume. I t’s the time when our own 

stepped up exploration program under the federal government 

policy of acceleration of leasing of federal lands may be 

paying dividends, you see. So during this period we may he 

facing a price, a competitive price situation and an oil
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balance in the world which looks a little bit different from 

what it looks like at the present time. This is not to say 

that the long term outlook is for anything other than 

a basic absence of surplus. In due course the world anyway 

would consume the volume of oil that could be produced.

And in the interim the producing governments will make every 

effort to see that there.isn't productive capacity on the 

market. So we're looking to an absence of surplus over the 

longer run, to basically higher foreign oil prices, and that 

means for the United States high domestic energy values 

because in the end we will have to place ourselves in the 

posture where we can produce enough domestic energy to be 

reasonably isolated or protected against undue dependence upon 

foreign oil. It may not be self-sufficiency in energy — that's 

really not necessary. But we've got to develop our domestic 

resources so that we are not unduely dependent upon foreign oil 

and that means paying the prices that are necessary to get 

exploration for oil and gas going, to get the oil shale 

program going, but in the interim also to develop the most 

prolific energy resource that we have available to us In 

the United States at hand which is. coal, to be produced, to 

lend Itself to gasification and in due course even to 

l l q u ! f !cat ion. So we're looking at relatively high energy 

values which also means that you are looking to a market 

in which your oil and gas will, over the period of production, 

not only the oil and gas already d Is,covered, the oil and 

gas already discovered will be looking at a market where 

basic energy values will be relatively high and where hopefully



iii the U.S. market it will be protected against what may 

happen to the competitive pressures of foreign oil. because 

the biggest mistake that we could make is to be lured by 

a temporary weakness of foreign oil prices into giving up 

our own energy development program. So your discovered 

energy resources look to high value in the markets to which 

it will move. More importantly, your potential, your 

undiscovered resources will be*looked at with tremendous 

Interest and with tremendous incentive for investment.

So I really want to conclude these remarks with something 

which I guess r said to almost every session of the legislature 

that I've ever been invited to address, that when you 

consider the legislation that's In front of you you will 

always, of course, look at what is Immediately ahead. You 

have current production of oil and gas tn book Inlet, you 

have the prospective production of Prudhoc which now is 

within reach when the pipeline Is completed, but look beyond 

that because what you must be thinking about is the 

tremendous opportunity for the development of the State's 

resources and that your legislation should be pitched,not 

necessarily constrained by the least profitable nor so 

exuberant that It Is directed to the most proi ltablo 

but la pitched to what is the continuing potential of the 

Utate and the Incentives that you want to maintain for 

continuing exploration and development of your oil and gas 

resources.
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So much for background. I'd be delighted to go on to 

questions on this later on or now, if you prefer.

McGill: Why don't you finish up now and then go bac'c.

Lipton: I want to turn first to the subject of taxation.

The first bill to which I direct my attention, and I won't 

refer to them by number because what I have are bills that 

have been sent to me over the last week from either 

Legislative Affairs Agency or your various committee 

chairmen — I. may have a Senate number on a bill and you 

may have a House number and so on — but it has to do with 

the proposal for the increase in the severance tax on gas 

production from to 1055. First, a general comment which 

is appropriate to all severance or production taxatlor In 

Alaska, or’ anywhere else. A production tax or a royalty 

on production has to bo Judged In terms of the relationship 

between the value of that production and the.coat of that 

production. If you have a 2% production tax or a I'd royalty 

or whatever the case may be, this Is not {something, which Is 

absolutely right or absolutely wrong. The economic consequences 

or economic Implications of a production tax or a severance 

tax or a royalty, depends upon wnat the relationship Is In 

the Jurisdiction where the tax Is. levied or on the lease 

whore the royalty Is negotiated, between the value of the 

production and the cost of the production. Ami If coots are 

very, very high and the values are relatively low so that 

there Is a narrow margin between the two then a particular 

production tax or severance tax or royalty may be very heavy
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or may be very onerous as compared to another area with the 

value high and where the costs are relatively low. 3o I 

think one always has to judge the severance tax or production 

tax in the context of the circumstances of the lease or the 

area where the tax is levied and not by abstractions. So that 

when I discuss a little later for you what alternatives are 

in other areas of g' • taxes and royalties and so on, I want you 

to bear in mind that anywhere a principle of taxation depends 

upon price cost relationships where the tax Is being levied.

On the other hand, here in Alaska, and with particular 

reference to the circumstances of energy balances and the 

demand for oil and especially the demand for gas, I would have 

to suggest to you that, within limits., the severance tax on 

gas 1s a tax that will be passed on. Now passed on to whom? 

lri Alaska, of your marketed gas about half Is consumed In 

Alaska, largely In the area around Anchorage, and about half 

.1 s exported, llnulfled natural gas. to .Japan. The proportions 

are about the same. Which means that any tax on natural gar,

In today's circumstances will at least fall as heavily upon 

the Alaska consumer as It falls unon any foreign consumer.

1 don't know whether you regard people In the lower '18 states 

• is foreign consumers or not, but In any case, In this case, 

insofar as It's Ing to a foreign country, It's a foreign 

consumer.
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I believe- that the contract for the sale of domestic 

gas here in Alaska stipulates that any increase in taxation 

paid can be passed on to the consumer. Which means in 

effect, an increase in your gas severance tax, to the 

extent that the gas is consumed in Alaska, will be carried 

by your gas consumer. So that if you increase the gas 

severance tax in the first instance you are asking the 

Alaskan consumer to pay. Mow what are we talking about?

The tax today would be, the minimum tax would be in effect,

T believe, on Cook Inlet and Konai Gas, that would be

per mof, that would be an increase, I think, of about 2 l/2<fc

over what the current rate of taxation on the gas is. If 

that's passed on to the consumer, that's how much more gas 

is going to cost. Now proportionally that may not bo very 

much. I think a residential consumer In Anchorage pays about 

$ ] .'j5 per mef for gas. Would an Increase of 2. 1/2it mean that 

much? That's for vou to decide. My own feeling Is that 

the price of $l.r>rj per mof for gas in Anchorage Is a".ready 

a fantastically high price. But you must Judge for yourselves. 

But I point out to you that under the terms of the contract 

now in effect the pr:lo<* will be passed on.

On your exported gas, 1 do not know all the term3 of the

export; contract. T don't know since it’s very old, since 

it was. the first liquified natural gas contract that was 

concluded In dipan, and given the circumstance:? T don't know 

whether the exporting companies had foresight, and if they
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had the foresight would the Japanese then have accepted an 

escalation clause. But without presuming to talk defInitivol.v. 

given the value of gas in Japan and given the prices that 

they're already paying for liquified natural gas which they 

are getting from Brunei, which they have contracted

to receive from Garowak from Indonesia and from the near 

east, T would guess that there ought to he an opportunity 

for this to be recovered abroad.

Well now, how high 1s this tax? Louisiana, which in the 

light on the increase In the value of all of Its oil and gas 

production, has just revised its severance taxs on both 

oil and gas, has now established a 7<t per mcf tax on gas.

Yotir tax will be 3<fc per mcf but their well Iv ad gas values 

are considerably higher and they export a very considerably 

larger proportion of their gas. Kxport, that Is to say to 

foreigners and other states In the United ."tales as compared 

to your proportions.

The severance tax in Texas Is 7 1/2#. I think your 10# 

severance tax, as It is proposed, would make 11 the highest 

severance tax in the United Gtates for what is also relatively 

low we I 'I head values for gas. Now, any 1ncr*au' In taxation Is, 

of course, onerous. I'm jure you've heard thi 

industry an 1 it doesn't matter what figure you corm un i^lth 

and what form of taxation, an Increase in the taxes is onerous.
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I don't believe, in the light of existing values for* natural 

gas, that a 10fJ severance tax would be an unduely onerous 

tax — in the light of the values of the natural gas — 

but if, in fact, the value is high enough to encompass 

the added taxation, I go back to what I said before. Alaskan 

consumers are going to be paying a very high proportion 

of it. I would also like to suggest that, on the basis of 

past experience, a 10% severance tax on gas is no more 

likely to be the final resting place than your present 

severance taxation in oil is going to be the present resting 

place. So the question is, do you today, in the light of 

who carries the burden of the passed on severance taxation, 

in the light of the fact that you may want to be reassessing 

the level of severance taxation on gas In the future when 

you have a much larger volume of gas to deal with and a 

much small percentage of the total gas is consumed within 

Alaska, that you consider whether or not this is the time 

When you look upon an increase in the tax on gas as an 

appropriate decision to be taken by this session of the 

legislature. I would also suggest that the only figures 

which we had from Juneau as to the economic effect in terms 

of revenue was 457 million in the next decade. That of 

course reflects, T presume, the severance taxation on 

Prudlioo Day ga._ as well as on existing gas production.

Our own guess Is, our own estimate is, that thclO* tax 

applied at the present time would yield revenues of about
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$3 million a year — but I'm cure you can cneck that figure 

with your Finance Department if you don't already have it.

l think what it comes down to is (i) it's an increase 

in taxation which is onerous but not unreasonably onerous 

in the light of gas values, but you also have to look at 

it in terms of what the present well head prices are and 

who's going to be paying the increase, who's going to be 

carrying the burder on this increase in taxation. How much 

revenue would you get out of it and whether you want now 

to make an adjustment in the severance tax us compared to 

waiting until such time as you have much larger volumes 

of gas subject to production or severance taxation and 

with a different proportion between internal and external 

consumption.

Let me turn to the resource:; tax now. The resources 

tax, t don't know whether it's referred to us a resources 

tax In your legislation, this is a tax upon the value of 

oil and gas reserves in place. It would bo an ad valorem 

tax on the v a l u e  of oil and gas reserves in place. First 

of all, tiiis I;- not a tax on current production. In effect 

that tax Is abalted because you got higher revenue from 

severance tax than you would from the tax on the r<-s<-rvon 

In th> g r o u n d . Do that It would not, presum'd l y , affect 

current production. it is not likely to be a tax from 

which you get very substantial revenue from production on 

leases which have not yet been made. That Is to say, if



you are to Introduce this kind of a tax, then, to a very 

considerat-le extent, any leasing of State land would draw 

bonus bids or royalties or whatever the negotiable or bidding 

terms may be that would reflect the expectations of the 

companies as to the level of resources tax that they may 

have to pay in the future. Because what Is staring them in 

the face is that at the moment they become successful the 

definition of success is a proved reserve. At the moment that 

they become successful, and to the extent that they orove up 

reserves, they will be subject to this ad valorem tax on the 

value of the proved reserve for so many years as transpire 

until they reach levels of production uuch that the 

severance tax payments oxtli ' their ire* tax 1 at 1 ns. 

do that you would not bo getting, In effect, enhanced p. venues 

In t!ie future from production that will con*-' frcm future 

leases which have* not yet boon made hut which wl 11 bo bid 

upon next year or the year thereafter or In future years.

Sc, In effect, what you arc talking about Is basically 

a tax on I’rudhoo Bay reserves and from this I Infer that 

It Is pure and simply a revenue raising measure. Now this 

resources tax, when I look at the language of U k - legislation, 

confronts- me with problems. First of all, v.ba* arc proved 

reserves: The companies are having a hell of a time 

deciding among themselves what the prove I reserves are 

at Trudhoe hay for purposes of unltixallon. d* 'ondly, wo 

know from all historical experience that proved reserves

21
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arc subject to annual revision on the basis of subsequent 

drilling and even on the basis of producing experience and 

that revision of proved reserves very often is upward but 

it can just as well be downward. So you have this terrifically 

diffLcult problem of defining what proved reserves are 

and especially in fields in the early stages of exploration 

where you may have a discovery well and then you begin to

delineate one or two offset wells, It will take a while

before you can have a really comprehensive knowledge of what 

the proved reserves are and this may, in the future, affect 

the timing — It's not likely now in lYudhoo, but It may in 

the future, affect the timing of delineation and lovelopmont 

drilling by the companies so as not to subject thomsolves 

unnecessarily to a period of taxation on proved r e s e r v e ;  and 

then what Is. the current discounted value If you can define 

proved reserves you ha/e to have a current discount'-"! value 

I’gr purposes of assessment and taxation. in the light of 

what I've said about the opposing pressures, on oil balances 

and on future prices I would say that anyone who has. t.o

determine the present discounted value of future lneon<‘ and

therefore has to forecast future prices, and a field can 

be produced over 1S - 20 years, but even the seven years with 

a discount factor Is relative, anybody who predicts futur • 

prices Is. either a hero or a damn fool. It's some thing which 

Is. so Illusive that. T think that tin- combination of having to
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define pioved reserves and having to project values which 

provide you with the basis for assessment against which the 

mil rate is levied becomes extremely difficult, n o w ,  I 

don't mean to appear here as a representative of the oil 

industry. Obviously they don't need me. So I must enter 

one other observation. It's not beyond the reach of the 

State nor is it beyond the rhelm of reasonability in a 

sense to assess proved reserves or estimated proved reserves 

on a nominal valtti i is 1 •. That Is to s a y , v m  though you 

may not know what all the reserves may be arid even though you 

don't know what the maximum price may be In the future and 

therefore what the true market value of the resource is, 

you may establish a nominal value for tax purposes which 

provides a certain revenue flow — arid In effect, this Is 

the practice which Is Followed in many of the tax Jurisdictions 

of the lower states, where there Is ad valorem taxation 

on oil ind gas reserves. There is ,a nominal value. Rut, 

of course, even there they have a tremendous advantage because 

there the nominal value Is on the assessment; of reserves: that 

are also I 1ng produced. And, of course, what you're pronoclng 

to do here Is. to establish the nominal value today of oil 

reserves that may not be produced for another three to four year::. 

Thin In a very difficult thing. So 1 would raise all of these 

caveats. Now, as I said, if this in a revenue measure and 

It is the intention of the legislature to touch this source of
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revenue, it can bo done by virtue of a nominal assessment 

even though you can't got at either true proven reserves 

or true value. But I think you must very carefully weigh 

this form of taxation, resource taxation, which has not 

only implications for a tax directed at the specific oil 

pool, namely Prudhoe Bay, for future leasing of State 

lands, but also T think to weigh it against all of the 

other tax alternatives which are available to the* State.

And, I don't know the circumstances of the State that 

well or how intense your revenue measures are or what your 

alternatives are but r would suggest t h a t , In view of the 

difficulties with tills form of a tax, that you look with 

a very very hard and careful eye at all the implications of 

this tax and the problems of administration of this tax 

before you decile that this 1s the form of revenue raising 

that you choose to enact in preference to any of the other 

alternatives that are open to you.

Third, let me turn to the State Ineom<- tax and the 

proposal to eliminate the percentage dcolotlon allowance 

Jn the computation of taxable income subject to your State 

corporate Income tax. Those of you who recall my testimony 

before the special session when this was not an issue will 

also recally that T gratuitously suggested to the legislature 

In as strong language as L could, although it w a s n’t 

relevant to tin- special session, that you should at an 

early date review your State corporate Income tax from many 

different angler. it is our feeling that the way your State
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tax operate:;, namely that as a taxable income being the 

determinant on a formula basis from what Is taxable income 

under federal statute, that is the allocation of income to 

the state, and then assessing the state rate 18$ of the 

federal rate that was then in effect when you enacted your 

state rate, that this really d o e s n’t come to grips with 

what will in the future be the pressing problems that you 

will be confronting especially when it comes to the taxation 

of corporate income from oil and gas operations. That you 

have to identify, you must be able to Identify the income 

that is generated in this state and identify it directly, not 

by aopcrtlonmcnt. Secondly, that income has to bo within 

reach of your tax authorities. Third, y o u’ve got to have 

your own state policy with respect to what costs and expenses 

are allowable under state law for the determination of taxable 

Income that Is earned !n the state and which is subject to 

the state corporate Income tax. You may want to Look at your 

corporate Income tax rate structure to see what seems to be 

appropriate in the light; of the profitability of corporate 

enterprise here in the State of Alaska. You have really 

a broad, T think, a broad range of questions to which you 

should direct your attention since you have on the books an 

Income tax, corporate income tax law that was enacted some 

time ago under very, very different circumstances and w l’nout 

any thought that it would have special applicability, particular
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applicability to new industries coming to the state that are 

most likely to have a level of profitability, a level of 

profit which far exceeds that of any other corporate 

enterprise in the State of Alaska. I think you would 

want to look at your corporate income tax from that stand­

point. Now, when it comes to the elimination of percentage 

depletion as one item I wonder why this: why this one

aspect of what really should be a broader range of questions 

to which you could direct yourselves: Again, i.f you

eliminate percentage depletion I think you would have to 

make some estimate as to what effect this would have — this 

is a very difficult thing because you are still operating 

imd'*r an a p portionment. What you look at really is not 

how much federal taxes a company operating in Alaska paid. 

What you look at is that line on the corporate income tax 

statement which defines taxable income under federal law.

Mow the corporation may pay — we have a Federal Income 

tax rate for corporations — but oil companies may pay a 

much lower rate on that taxable income by virtue of offsets 

to the federal tax such as foreign tax credits, or investment 

credits, but there arc a whole host of regulations under our 

federal income tax law which affect this critical line of' 

the corporate income tax statement, namely, corporal'1 Income 

subject to federal income tax. And It's that line which 

then gets your formula put against It which has to do with 

the proportion of assets In the state, the proportion of 

salaries, and the proportion of expenses In the state 

translated Into taxable income in Alaska. But there are so
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really have to look at a —  take a fresh look at your state 

income tax law and look at a direct determination of taxable 

income earned in Alaska rather than the apportionment of 

the federal taxable income even with this adjustment. T 

don't see the particular applicability of this adjustment 

again, unless it happens to be a revenue raising measure.

A change in a depletion allowance in the State of Alaska 

where it doesn't exist elsewhere in the United States would, 

like any change in taxation, have an effect upon the value 

— the future value of your resource for which there will 

be competitive bidding when you open uo the resources, 

there's no question about that. 1 wouldn't have the foggiest 

notion to what extent one can transfer this in numerical 

term.-. T don't like to go on record before this legislature 

in always coming back to the Idea that any change In taxation 

here In Alaska Is going to cause a slow down In exploration or1 

.a reduction In future value of your lease sales although they 

always have that effect, but I don't think that this 

depletion allowance per se for* the amount of money that may 

be Involved would be enough to dlstroy exploration Incentives, 

r Just would suggest to you that you look very carefully as 

to the reasonability at this time of this particular measure 

as compared to a broad side review by your I'M nance Department 

or on the determination of the legislature1 of your* whole 

state corporate income tax.



Let me move or. from taxation to the policy with respect 

to royalty oil and gas and the regulations affecting pipelines 

which may affect the way in which you use or dispose of 

royalty oil and gas. First of all, and I don't want to 

dwell upon this, I've spent so much time on this in the 

special session that I hope that when my name is heard 

this statement is associated with it: The right and the

determination of the state to bo able to take royalty oil 

and gas is absolutely basic to your regulatory process.

That you have established regulation over oil pipelines, 

you have established the Alaska Pipeline Commission and 

that, insofar as there is dispute over the relative 

respective Jurisdictions of your Pipeline Commission and 

of the TCC. the state Is in a position to move royalty oil 

through that pipeline In intra-state commerce which makes 

that movement of the oil. subject the jurisdiction of your 

Pipeline Commission which moans that It has Jurisdiction 

over all aspects of the pipeline operation for the movement 

of Intra-state oil including the determination of tariffs. 

W e ' v e  gone Into that. You've got your regulatory M i l ,  

perhaps it Is not as strong as you might have want, d It, 

but you've got It on the books and 1 think that the access, 

to royalty oil and gas and the s t a t e’s ability to Lake 11: 

in kind and use It Intra-state Is what gives, the firm 

Jurisdiction to your regulatory bodies. Now, beyond that

v >
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I think the availability of royalty oil and'duo course of 

royalty gas can be a very important factor bearing upon 

Industrialization in the state of Alaska. If, over the 

long run, and without regard to the ups and downs of supply 

balances and prices — energy prioes — if we are going 

to be faced w i t h , as It .now looks, with an absence of 

surplus, it is not an actual shortage but at least an 

absence of surplus, then companies that depend on oil or 

gas for their operation, whether they are oil refiners or 

petro chemical companies or other Industries which are 

intensive users of energy, and must be Insured a continuing 

n o w  of energy before they nuke a very great Investment 

are now looking more and more to those areas where the 

availability of oil and gas Itself becomes critical to the 

investment decision. You know, in the lower J|H states 

today we are desperately short of refining capacity, Desperately 

short. KIght months ago the Koderal Knergy Office put out an 

estimate of the volume of refining capacity that would be 

added by 1976. They did this on the basis of announced plan-' 

by various, refining companies, and they came up with a figure 

of about 2.6 million barrels a day added refining capacity 

in the United Mtatea by 1976. t doubt very much If there 

will be a million barrels a day of added refining capacity 

in the United States by 1979-6 because how does any company
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expansion let alone a grass roots refinery where you 

start from scratch, with all of the environmental problems 

how do you do that unless you know that you have a guaranteed 

source of crude oil to process In that refinery? And where 

today can you get a guaranteed source of crude oil for that 

refinery? Which is why there is a parade of American oil 

company executives across the sands of Arabia going to the 

government of"Saudi Arabia and to Teheran going to the 

government of Tran, looking to these governments to ask 

them to commit, to guarantee government crude oil to U.S. 

refineries or to U.S. potro chemical plants so that they 

can make that Investment In the expansion of capacity.

And price >s always a problem because It bears on competition 

but today the guaranteed source is a tremendously Important 

fa ftor. T put It to you that Alberta already Is beginning 

to develop a potro chemical Industry in Alberta on the basis 

of the availability of gas which the province can guarantee 

because, unlike Iho United State:;, In Canada inter-state 

lntoi’-provine ta] commerce Is not under the Jurisdiction of 

the federal government, Alberta has the right to determine 

how much shall be exported from that province elsewhere, 

which no state In the United fltatea can do. but on tl at 

basis, by being able to commit gas and oil In Alberta for 

domestic processing, Is being able to build a potro chemical, 

industry in Alberta w h c e l n  Onterlo and Qu b e e , much closer 

to markets, the potro dioinical Industry has always suffered 

Iri the past because they couldn't compete with low cost

30
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feed stock:; on the U.S. Gulf Coast. But this is not low 

cost oil and gas which Alberta is committing. What they

are using as the basis for industrialisation is the commmitted

availability of gas feed stocks.

Louisiana has been offered, as the basis for the 

establishment of a large new refinery, a price above the 

going price for crude oil if Louisiana would commit 100,000 

barrels a day of royalty crude to a refinery.

So I submit to you that your royalty oil and gas can be

a tremendously valuable asset for a reasonable program of 

industrialisation where that kind of Investment in industrial 

capacity depends upon oil or gas feed stocks or upon the 

availability — assured availability of energy.

T'm not trying to suggest that Alaska is suddenly going 

to become, over night, a second Pittsburg or a second U.S.

Gulf Coast. What T am saying is that price apart that the 

availability of your royalty oil and gas and the willingness 

of the state to commit it in return for Investment in 

the state is tremendously important.

With respect to the way In which the pipelines transport 

royalty oil and gas so that you are able to Insure transportation 

services and to Insure offtake at whatever points serve the 

major interests of the state, it would seem to me that the 

interests of the state .are reasonably well Insured by the 

combination of provisions. In your Right of Way Leasing Act:
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and 4n your Alaska Pipeline Commission, your regulatory act.

But then, T'm not a lawyer and I would not look askance 

at any attempt by the legislature to try to strengthen those 

aspects of your two bills. I would say that insofar as 

the industry submits to you that It is already required by 

statute or by terms of the lease to do this, then they should 

not really object to your going a step further to insure 

what you already have the right to do is doubly insured.

But then, again, T'm never he^e as a spokesman for the industry. 

I could never quite understand why the industry opposed your 

regulatory bill, for example. Tt seemed to me, when I saw 

the action of this, legislature to the Industry, T would think 

that they would look upon your Alaska Pipeline Commission as 

their greatest safeguard against the action of the legislature 

because your Alaska Pipeline Commission Is constrained to 

administrative proceedings, their hearings, every decision 

In subject to judicial review — T would think that the 

Alaska Pipeline Commission Is a; much a protection for the oil 

industry as it is, for the Btate of Alaska but somehow they 

didn't see It that way. Similarly, T would think that in­

sofar ns they submit t;o you that they are already bound to 

do all these things which you may ask them to u j  that they 

should not object if you are slightly skeptical about the 

extent to which vou are bound and you want to strengthen 

the legislation, how the only reservation I have In this 

Is that y o u’don't go In for an over kill. That la to say
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the only reservation I would have Is where the legislation 

may require in advance a level of expenditure in the course 

of construction which exceeds by far, by far, the costs 

that might have to be incurred if, after construe >n for 

example, they wore required by law to make whatever connections 

are necessary. Now I'm not suggesting that this is the case. 

But what I am saying is that the only kind of over kill 

I could visualize Is, if out of thu process of strengthening 

your legislation and providing certain additional authority 

— manditatlng your government to do certain tilings — and 

providing authority to your Alaska Pipeline Commission to 

submit to Alyeska for example, certain stipulations that 

have to be met in the course of construction, T think y o u’d 

want to have some H c a  of what the additional costs of this 

may be as compared to making those connections in the future 

from time to tim:* and from place to place as they may bo 

required Instead of providing In advance for the prospective 

connections in so many instances that perhaps may or may not 

be used. T think that I would want to be cautious about that 

a s p e c t .

Now, on one other aspect of the disposition of royalty 

oil and gas, I think that certainly It Is incumbent upon 

this legislature in developing a policy with respect to 

the taking of royalty oil and gas In kind to protect in 

every conceivable way what will be the long run interests of
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the state. Certainly you want to make sure that all oil and 

gas which can be constructively used within the state will be 

used within the state rather than exported, which means that 

this is one of the criteria that you want to set down as the 

basis for any sale or disposition of royalty oil or gas.

But one caveat here, and again it goes to the language 

of your legislation, what are the criteria of Alaska state 

interests in royalty oil and gas? I suggested several of 

them as we went down the line: to make sure that vou have

oil and gas available for energy; to make sure that you 

have prices for oil and gas in the state which are 

commensurate with the well head values of oil and gas and 

don't far exceed these things, so that your prices here are 

commensurate with .your own resource cost; that you have 

oil and gas available for industrial development — what kind 

of industrial development -- there may be a string of 

alternatives. With a wide range of criteria there has to 

be, it seems to mo, some administrative latitude in Judging 

what disposlton of oil and gas is in the best interest of the 

state. it's not quite the same thing as an oil lease where 

you say, well, this is the block, these are the coordinates, 

this is the acreage and everybody come in and bid the highest 

bonus. I don't think it always follows that the disposition 

of 100,000 barrels a day of state royalty oil to the highest 

bidder, with no other terms considered, is necessarily in 

the best interests of the state. I don't think It necessarily 

follows that the 100,000 barrels of oil a day should go to 

the highest bidder who commits to refining it In the state is
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in the best interests of the state. I think you may want to 

look at what he does with the products that are refined from 

it. And you may not always be able, in terms of the economics 

of projects, to say that everything which comes out of the 

refinery, whether i t’s a finished product or whether it's 

potential petro chemical feed stocks or whether i t’s a heavy 

fuel oil, must all be consumed in the state of Alaska. I 

think that you must look at all of this. So i t’s difficult 

to put it on a purely competitive hid basis. I think you 

must provide a certain administrative discretion in 

determining what is in the state's interests. Now this 

is a hell of a burden to put on the administrator because 

it means that lie's always going to be second guessed by the 

legislature but this is true of vli:ually all administrative 

•retion. It Jus ; may be that :ln ' .is particular interest 

more dollars and cents will hinge on the decision than Is 

normally the case. But I do suggest to you that administrative 

discretion ]̂ , tremendously Important in affecting what.

In the decision of the legislature itself, are the essential 

criteria for what is in the best interests of the state of 

A l a s k a .

Mow let me finally turn to the very Interesting discussion 

that I've been reading at a distance as to the alternative 

routing of the gas pipeline for the disposition of Phudhoe Bay 

gas. And here T must give you a specially tentative thought
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at this stage in the game, because, in fact, I haven't 

really been exposed even to all of the information which 

is available to your legislature, and, In anticipating 

what my conclusion is going to be, I think that you have 

very,very scant information available to you.

1. From various ooints of view, there is very little 

question that a trans Alaska gas pipeline is very much in 

the Interests, of the State of Alaska. I don't know whether 

you still accept me as an honorary citizen of the state 

of Alaska but I have the habit of thinking as an Alaskan 

and it's not difficult for me to nut them down. First of 

all there's the investment during the construction period 

and the employment which takes place — this is not Just 

the direct employment and the wages but everything else 

which comes with it -- and the very ol/ious concerns of the 

state about what happens after Alyeska is completed and 

you have this very peaking of economic activity — well 

your gas pipeline gives you a certain ability to continue 

this level of related economic activity.

Secondly, hopefully you would get the advantage of 

relatively low cost gas for Alaskan consumption. But here 

T 've got to enter a caveat — a warning — You can't really 

be sure that North Slope gas which reaches Fairbanks 

or which reaches other parts of Alaska, more populous 

centers, via the terminal at Cordova or via taps somewhere 

else along the lino will, at that time, represent low cost
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energy. Because, for Alaska, what you must compare is what 

will then be the delivered cost of North Slope gas, against 

1. what will be the energy cost of oil which can be used 

as an alternative to gas. For example, on a btu basis 

15$ gas is equal to 9 0 $ (IS* per mcf of gas) per barrel

of fuel oil. So if you have 15$ gas that certainly is a

bargain comoared to any present or anticipated future prices 

of fuel oil. But if you st a r t .talking about $1 gas, and you 

don't have any consumers in Alaska today that pay 15$ for gas, 

when you start talking about a $1 gas you're talking about 

a $6 oil. And when you start talking about $1.50 gas you're 

talking about $9 oil. So you must not automatically assume 

that North Slope gas delivered into consuming centers of 

Alaska will automatically be a good energy buy as compared 

to the products derived from crude oil.

Secondly, you don't know by 1977-8-80 at which time 

there would be via trans Alaska route a major flow of North 

Slone gas, what the gas availability may already be in the

south. Because between now and then there will presumably

bo extensive exploration elsewhere in Alaska. r go back to 

my old theme that with the resolution of the land claims and 

with the opening up of land — resolution of the pipeline 

project — we can expect over the years ahead a very 

substantial amount of exploration in Alaska, Including the 

first federal lease probably next year in the (Julf of Alaska. 

Now here you may have proximate source:’, either of oil or of 

gas so you must think of what the cost to an Alaskan consumer 

may be, particularly in south Alaska, of North Slope gas
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brought down compared to gas that may bo available from 

closer :Ln locations in the south.

Then, still on the subject of Alaska state interests 

I refer to the availability of gas as the basis for 

industrialization. If you were to take your royalty gas 

12 1/2$ of 1.6 billion cubic feet per day, which is the 

presumed volume of gas flow if you were taking the maximum 

amount of associated gas at 2 million barrels a day 

Prudhoe Bay production, and I'll have so many questions 

about what's been put before this legislature as the so 

called facts, will there be 2 million barrels a day out of 

Prudhoe Bay to which you put an 800 gas to oil ratio, 

because you may only have about 1.2 million barrels a day 

of o:ll production out of that Prudhoe Bay field with 

that kind of an associated gas ratio so that you would 

have less royalty gas. These are questions which are very 

much up in the air and I think that you must be very careful 

not to take at face value numerical representations 

that are made in one instance or the other —  but if there 

were 1.6 billion cubic feet a day at 12 1/2$ that's 

200 million cubic feet a day, that's well above the total 

gas consumption in Alaska today. Now, of course, your 

gas consumption will be going up over the interim period 

but so will, hopefully, gas production from other sources.
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200 m i l l i o n  cubic foot a day of gas for residentia l/commercia l 

purposes, and p a r t i a l l y  committed for industrialization,  

could be a hell of an attractive chunk of energy to put on 

the market. This goes back to how your oil —  r o yalty oil 

and gas can be used for industrialization. So, yes the 

c o n s t r u c t i o n  and employment factors, certainly the h y p o t h i c a t i o n  

of r o y a l t y  gas as a basis for industrialization, potentially 

low cost gas to consumers with a warni ng sign against that 

b e c a u s e  that you w o u l d  have to judge in the future —  one 

just d o e s n’t know.

The next point: Now we start m ov ing away from the things

that are more o b v i ously in the interest of A l a ska and m ovi ng  

on to some of the more questionable areas. Ther e's been a 

c o n s i d e r a b l e  d i s c u s s i o n  before you in previous hearings that 

I've had the o p portunity to read about the s i g nificanc e of 

t r a n s p o r t a t i o n  cost3 to markets, debate over r e s p e c t i v e  

tr a n s p o r t a t i o n  costs, and d iscussio n over what the value 

of gas woul d be in different markets and w h e t h e r  the value 

of gas in different marke ts would matter anyway, or w h e t h e r  

your gas will be so valuable no m a t t e r  where It goes that 

any tax you may put on the gas will be passed on to consumers 

in any event and there fore you don't have to worry about 

what route it takes or what the t r a n sportat ion costs are - - 

you put your sev erance tax on the gas and that will be passed 

on. That's not n ecessa rily true for the r o yalty value
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At the present time —  well, his torically the Federal 

Power C o m m i s s i o n  had based the well head price of gas on 

an area p r icing f o r mula that was related to averag e finding 

and d e v e l o p m e n t  costs of gas throughout the area plus an 

incentive factor. This was the price regula t i o n  of the 

F e d e r a l  Power Commission. In effect they were p l a ci ng a 

c e i l i n g  on that gas and the reason that they placed the 

c e i ling on the gas was their concern that at a time when 

there was a lot of gas available compared to the demand for 

gas, these w e r e  in the early days of the e x p a n s i o n  of gas 

t r a n s m i s s i o n  lines and gas consumption, their concern that 

there w o u l d  be a lot of gas available and it should go at 

a low price, but that the fact that there were few dominant 

p r o d u c e r s  of gas might lead to a higher than necessary 

price at the wel.. head —  that was their concern. Mow the 

effect of d e p r e s s i n g  the value of gas at the well head was 

to so stimulate c o n s u m p t i o n  of gas because it became  a 

b a r g a i n  among all energy prices —  to such a low price 

that we expanded our consumption of gas at a f aster rate 

than any other energy source and we are now left with this 

huge gap b e t w e e n  the amount of gas we would like to use and 

the amount of gas we have and we're faced with this nonsensical 

a lter native of finding enough gas to b r i n g  the supply up to 

the demand no m a t t e r  how much we have to pay. Mo the demand 

is there b e c a u s e  it was cheap at first and now, no m atter  

how much we have to pay to meet that demand —  well obviously 

the a n s w e r  Is that the demand has got to come down.

*10
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Also the price of gas has cot to come up. And the way 

that's b e g i n n i n g  to happen is by r a i s i n g  the value and

the price of gas which the Federal  Power C o m m i s s i o n  already 

has b y  a l l o w i n g  for new gas, h i g h e r  than area prices, that 

is to say, companies can now n e g o t i a t e  w i t h  sellers over 

the price of new gas, and unless these are outrageous 

prices they will be approved by the Federal  Power Commission.

So we have already had the first u n h i n g i n g  of lower 48 

gas prices from what has been are a cost —  an area cost 

basis. We already have prices w h i c h  are b e g i n n i n g  to 

reflect b e t t e r  the Vvlue of gas r ather  than the cost of 

finding and p r o d u c i n g  the gas. O b v i o u s l y  p r o v i d i n g  incentives 

for m o r e  and m o r e  exploration. Now are gas prices, therefore, 

going to be d e c o ntrolled? Well, I think at the present time 

there would be groat c o ncern in the U nited States among 

consumers and among the r r e p r e s e n t a t i v e s  in Congress that 

if there w e r e  no control over the price of gas that the 

price may go up fantastica lly b e c a u s e  of the p o s i t i o n  of 

the d o m inant buyers in the market place. That is to say 

bidding, compet i t i v e  b i d d i n g  up of the p rice of gas well 

above what may be, over the longer run, the cost of finding 

and p r o d u c i n g  it. So that I think that there's a very real 

q u e s tion as to w h e t h e r  there will be compl e t e  decont rol of gas, 

there may be a change in the a d m i n i s t r a t i v e  criteria so that 

we get more away from the coot basis and get mor e on to the 

value of gas and incentives for explo ration. But, for example,



would It r e a l l y  —  as I say I t hink  that there is a good 

chance that there will be a c h a n g e  in the nature of FPC 

gas p r i c i n g  po licy but I would say a very sharp political 

debate o v e r  d e c o n t r o l  as a whole.

Now if it comes to North S l o p e  gas, would it really 

be accept a b l e  to the Federal P o w e r  Com mission if two 

c o m p e t i t i v e  p i p e l i n e  groups, El Paso that wants to build 

a trans A l a s k a  line, liquify and export elsewhere by tanker, 

Arctic Gas which wants to m o v e  b y  pipeline through Alaska, 

th rough C a n a d a  and into the Great Lakes area —  would it 

really be a c c e p t a b l e  that these two groups simply go out 

and c o m p e t e  with each other to contract for that gas supply 

of Prudhoe Bay? In terms of what is U.S. policy as to how 

our limited supplies of gas shall be used in the future and 

at what price it shall reach consumers. I submit that the 

F e d eral Power C o m m i s s i o n  is g o i n g  to be very, very deeply 

involved in an e v a l u a t i o n  of the a l t ernative routes in two 

separate contracts. One, since the a l t e r’ .tlvo routes would 

move the ga3 to a l t e r n a t i v e  regions of the country what 

effect will that have on the over all d i s p o s i t i o n  of gas 

w i t h i n  the Unit ed States, given the total supply that Is 

a v a i l a b l e  and what effect will It have on regional gas costs?

El Paso made a very good p oint that if their  gas moves 

to C a l i f o r n i a  that West Texas gas which normally would otherw 

have to go to C a l i f o r n i a  could be backed out and go to the 

Great Lakes area. But by the same token if North Slope gas



goon to the Great Lakes area, West Texas gas which flows through 

a v a r i e t y  of p ipelines into the Great Lakes area, could also be 

diverte d through the same or through alternative systems to 

different parts of the country. The Federal Power C ommission  

is g o i n g  to look at the effect of alternative pipeline routes 

upon the total dispos i t i o n  of gas and upon the effect upon 

regional costs and prices. And I think that you will find 

as a m a t t e r  of n ecessity a far more Intensive pres entation of 

data before the Feder al Power Commis s i o n  by anyoody who 

wants to build a pip eline to transport North Slope gas than 

has been  thus far m a d e  available to this legislature. I 

think that the Federal Power Commission, as T. said, is going 

to exerc i s e  an intensive degree of j u risdiction in this m a t t e r . 

r think you will learn from the hearings but I think also 

that the S ta te of Alaska is not without r eason to lay before 

the F e de ral Power Commis s i o n  those things which are of 

intensive matters of interest. That these shall be relevant 

a l o n g  with all other considerations in a Federal Power 

C o m m i s s i o n  decision. Go that there is an area of concern  

for your here and I think that you must put yourselves in 

a posture w hore you both learn from the proceedings and 

you become a party of interest to the proceedings so that 

what is of concern to this state is made available to the 

F e der al Power Commission.
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Nov;, on that basis it seems to me, and just since I'm 

g oing to be asked this question I might as well anticipa te  

it, I think, in my judgment, on the basis of the informati on 

that is available to you, I would not feel that an act or 

a joint res olu t i o n  of this l e gi slature in favor of one 

parti c u l a r  pipeline is highly m e r i t e d  just on the basis of 

what's been laid b e f o r e  you. That for y ou to resolve what 

the interests of the state are ’is one thing but to make 

the blanket d e c i s i o n  like that goes a bit too far and I 

think that you w o u l d  be well advis ed to wait a bit and both 

take advantage of the p r ogre ssive d i s c l o s u r e  of infor mation  

as well as the opportun ities to make the state interests 

h e a r d .

But I've taken more time than I had a n t icipated and 

T think, have said the things that o c c u r r e d  to me as 

m eani ngful I r e a lly ought to give you a chance to decid e 

what you'ro interested in and put y o u r  que stions to mo.

Thank you for your patience.

Rep. McGill called a recess.
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McGill: If anyone has any questions for Mr. Lipton will

they please just let me know and be recognized.

Sen. Rader: Mr. Lipton, the interests of A l a s k a  and the 

alternate gas p i p elin e routes — • from the testimon y we've 

h eard it seems to us that both the contenders will be 

p r e s e n t i n g  their arguments to the Federal P ower Commission 

s t a r t i n g  this summer. They expect the F e d e r a l  Power 

Commis s i o n  to m a k e  a decision w i t h i n  nine m o n t h s  to 

e i g hteen months p e r h a p s , after they present those 

arguments. By the timing of that, if they present their 

arguments star ting in July or June or August, and the state 

has no position, perhaps the Federal Power Commi s s i o n  will 

have completed its substantial d e l iber ations before the 

l egisl a t u r e  should get back in session. Whic h would m e a n  that, 

if we took no p o s i t i o n  at this time that we might be too late 

to take a positio n at a later time, r e c o g n i z i n g  that w e  can 

be a party and then leave it up to the e x e c u t i v e  bran ch of 

the government to state a p o s ition for the state as we go 

along. Is there any alternative to that in your mind? As 

I take it from what you say based on the infor m a t i o n  that 

we have it would not be fair to go forward. If we wait, we 

may have wa ited too long as a legislature.

Mr. Lipton: S e n a t o r  Rader, T see no d i f f i c u l t y  with  the

l e g i s l a t u r e  taking a position on those aspects of the gas 

pipel i n e  which are directly and visibly relevant to the state 

of Alaska. That is, why, with respect to these various points



that thin would be of importance to the state of Alaska.

But this is a d i f f erent t h i n g  f r o m  an enactment by the 

legislature which says that the S t a t e  of Alaska w h o l e  heartedly 

supports one p a r t i c u l a r  pipel ine application. T h e r e’s a 

differ ence b e t w e e n  expre ssing the interests of the state 

—  now this can be done through joint resolution. I presume 

that in the absence of the le gisl a t u r e  in session you have 

an executive depa rtment which is not exactly b l i n d  to the 

interests of the state and so on. But T just think that 

it is a bit previous to go on r e c o r d  without r eservation,  

s aying that, w e i g h i n g  all consi d e r a t i o n s  —  and a lot of them 

may not be visible to you today —  the State of A l a s k a  supports 

one particular pipeline application.

Now I appre ciate the need o n  the part of one p articular  

group to want very much the most u n e q u i v o c a l  act from this 

legislature as a means of p e r s u i n g  its interests. I guess 

I read in the testim ony that this is necessary to get the 

concurrence of the Board of D ’rectors of the corporation.

Most boards of director s find that the acts of the legislature 

of Alaska are a n a t h e m a  to them. It's nice to know that 

one board of d irectors wants a p o s i t i v e  act out of the 

l e gis lature of Alaska. But in the light of all of the 

uncertain ties that arc involved, it is very, very difficult 

for me to understand that the El Paso group, for example, 

is not prepared to pursue their a p p l i c a t i o n  without —  and 

I ’m not speaking for them —  plea se don't Interpret —  without 

this act from the legislature which, even if they have it 

the whole thing still falls w i t h i n  the purvie w of the Federal
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Power C o m m i s s i o n  and, w h e n  it comes down to it, knowing 

what the hearings b e fore the Federal Power C o m m i s s i o n  are,

that this one act of the legislature will w e i g h  so heavil y

in the b a l a n c e  that it motiv a t e s  the board of directors 

in advance. I can't speak for them. And if you're told

that you must accept it. But I feel that for you to go —

I'm s p e ak ing at too great length —  for you to go on record 

as to what the interests of the state are, what the interests 

of the state are is one thing. For you to go on record 

un e q uivoca lly, w i t h o u t  exposure to all the other pros and 

cons as e n d o rsing without r e s e r v a t i o n  one application, I 

think would be m o v i n g  precipitously.

Sen Rader: You're not speak ing too lengthly as far as I'm

concerned. It seems as though it is diffic ult for us to 

state our interests unless we have some idea of the re lative  

costs, for example. If you did read the test imony it's 

highly disputed as to what the cost would be g oing one way 

or the other. Only thing I guess we can say is that Alaska 

would like to see It come through A laska p r o v i d i n g  the cost 

of that method of t r a n s p o r t a t i o n  is not exorbi tant as compared 

to a l t e rnate methods. Can we say any more?

Mr. Lipton: I don't even think you have to say that. I don't

think that the q u e s t i o n  of respe c t i v e  t r a n sportati on costs 

. . . (break in tape) does not n e c e s s a r i l y  m e a n  that you 

are saying that you are p r e j u d g i n g  e v e r y t h i n g  else in cluding 

t r a n s p o r t a t i o n  cost, the effect upon supply balances in 

the lower 1̂8 states and e v e r y t h i n g  else. S o m e b o d y  else



will decide that. This is your r e p r e se ntation to the FPC 

or to anybody else who's concerned with what the interests 

of the state of A l a s k a  are.

Sen. Salides: My concern is the b i nding effects clause,

Mr. Lipton. One of the pieces of legislation in the Senate 

now calls for a possible lapsing of the bindin g effects 

clause. I w ould be interested in knowing w h e t h e r  we should, 

for perhaps three years is too short, if it should be a 

longer p e r i o d -of time permitted, or perhaps we should

forget about the b i n d i n g  effects clause all together. That it

is maybe b e t t e r  in than out. Would you give us your comments? 

Mr. Lipton: I beg your indulgence. I would like to pass on

that question  now for two reasons. One, not being a lawyer 

1 may even be Inclined to pass in the future, but I haven't 

had a chance to look at that aspect of it. T. only got the 

m a t e r i a l  very r e c ently and I w ould at least Tike to think 

about It. But at this point I Just don't feel that, lawyer 

or not a l a w y e r , I could make an intelligent comment.

Sen. Salides: Thank you very much, sir. T know that, and

I must apologise for having asked, because I know that the 

m a t e r i a l  did got to you only this m o r n i n g  as a m a t t e r  of fact.

Mr. Lipton: I'd really like to read it carefully.

Rep. Parker: T have a question Mr. Lipton on the oil depletion

a l l o wance —  the d e d u c t i o n  from our state Income tax. And 

I can't quite get it through my head why it strikes you as 

a strange place to start in r e f o r m i n g  our corporate income 

tax laws in Alaska. As you pointed out, e level of profit 

and p r o f i t a b i l i t y  of that industry is pretty unique among
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the c o r poratio ns at w o r k  in A l a s k a  and with the b a c k g r o u n d  

of what's h a p p e n i n g  on the national level as regards the 

oil d e p l e t i o n  a l l o w a n c e  it seems to me that t h a t’s a good 

place to start here. Why do you find that narrow?

Mr. Lipton: First of all, let me .just say that I'm not

sure that the oil and gas industries p r o f itabi lity in 

Alaska o ver all at this stage in the game is in any case 

unique unless it is for the fact that they are spending 

a hell of a lot m o r e  money than they are taking in at the 

present time. So that I don't think that —  the uniqueness 

will come about w h e n  you really start getting m a j o r  

e x plo itation of Alaska's reserves and therefore you basically 

have time to look at it. But the reason that I said that I 

thought that it was —  that I w o n d e r e d  why this was the place 

to start is that there are so many aspects of the transition 

from taxable Income at the federal level and taxable Income 

at the state level. There are 30 many things —  how you 

move from a to b that ought to be looked into —  that why 

seize upon the d e p l e t i o n  allowance as just one aspect of it 

aP'1 if you do how mu ch doo3 it really mean in terms of current 

p roduction? Will it not then be a temptatio n to forget about 

the very basic p r o b l e m  which is to r e view the whole state 

corpo r a t e  income tax legislation. Why the rush co get to it 

now in a n t icipa tion? So that what T'm saying Is that it is 

difficult for mo to react posi tively to it at this stage in 

the game when you put all of these tilings together. Now I 

don't know if T'm r e s p o n d i n g  d i r e c t l y  to your question. I'm 

not trying to avoid anything. But the basic tiring is that

H9
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aside from the fact that you may be able to calculate and 

even then I think It's very, very difficult —  I don't know 

if the c a lcula tion has been laid before you —  what the effect 

would be upon co rporate income tax payments here in Alaska 

if you elimina ted p e rcentage depletion. Has that been 

submit ted to you by the F i n a n c e  Department? Has anybody 

made an estimate of that?

Rep. Parker: We have several estimates.

Mr. Lipton: That's interesting. It's very, very difficult.

It's incredibly difficult. How do you Isolate the companies 

o p e r a t i n g  in Al aska and d e t e r m i n e  really what —  you see you 

must know two things —  you must know what the effective rate 

of perce ntage d e p l e t i o n  is that these companies claim on the 

federal income tax. That's very diffi cult to find company 

by company -- if not impossible. And secondly what happens 

under the a l l o c a t i o n  process to t h e i r  taxable income at the 

federal level by the time It gets translated into taxable 

Income at the state level, in view of the allocat ion process. 

That's  why I say that this is one m i n o r  aspect In what ought 

to bo the ma jor preoccu pation of your l e gislat ure over a 

r e a s o n a b l e  length of time if it's carefully studied.

Rep. Parker: Mr. Lipton, how do you account for the fact that

—  of the federal thrust to change this law now?

Mi*. Lipton: Oh 1 think . .

Rep. Parker: The point T'm m a k i n g  Mr. Lipton, and my u n d e r­

stan d i n g  of this Is that —  not that deep as you've pr obably  

caught on. But it seems to mo that if we have a de duction
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w hich is que sti o n a b l e  even on the national level and if the '•

state is as as we are in looking for ways to come

up with new money just to m a i n t a i n  our budget, that this is 

the natural place for us to start. There is a chance that 

this is needed to start with on the national level and, it 

seems to me, that if we wait for the federal program to move 

we put ourselves in the p o s i t i o n  o f  s u b s i d i z i n g  the companies 

here w h e n  we simply can't even pay our own bills.

Mr. Lipton: First let me say that there's n o t h i n g  in the nature

of your question to suggest that y o u  haven't exposed yours elf 

pretty thorough ly to this subject. T h e r e  are m a n y  moves afoot 

to c hange federal legislation. One has to do with foreign 

d e p l e t i o n  —  there's an obvious r e a s o n  for that. Why provide 

ce rtain tax advantages for people to explor e abroad as 

c o m pared to in the United States. T h ere's a move to el iminate 

de p l e t i o n  on domestic e x p l o r a t i o n  on the grounds that it 

has not done the job that It was set up to do. In other 

words it hasn't p r o v i d e d  the i n c e n t i v e  to dome stic exploration. 

And instead of h aving special tax advant a g e s  through domestic 

depletion, let's get rid of it and if necess ary let the prices 

go up to a level to compensate for what w o u l d  have been the 

savings through percen t a g e  depletion . Wo ourselves have very 

strongly urged that at the federal level and you might want to 

consider this at the state level, that in effect you take 

pe r c e n t a g e  d e p l e t i o n  which has not b e e n  a powerful tool for 

sp u r r i n g  d o m estic e x p l o r a t i o n  and convert it into earned 

depletion. That is to say that up to w h a t e v e r  level of

pe r c e n t a g e  d e p l e t i o n  is a st atutory level, 22% now or the



industry wants it to go up to a h i g h e r  p ercentage , some 

legislators in W a s h i n g t o n  want to r e d u c e  it —  but w h a t e v e r  

the s t a t u t o r y  rate of d e p l e t i o n  is, that that amount of 

d e p l e t i o n  can be taken only to the extent that the 

companies in the taxable y e a r  have i n v e s t e d  m o n e y  in 

q u a l ified exploration. In other word s t h e y ' v e  earned the 

depletion. In cidently C anada has that law. C anada has 

a 33% d e p l e t i o n  rate —  p e r c e n t a g e  d e p l e t i o n  allo wance —  

but you get it only if you reinves t in exp loration. Now 

you may want to co nsider that here in A l a s k a  to the extent 

that both taxable Income is a l l o c a b l e  by formula and 

therefore d e p l e t i o n  is a l l o c a b l e  by f o r m u l a  and that that 

d e p l e t i o n  will apply only to the extent that it is invested. 

I don't know. But if y o u ' r e  a r g u i n g  about the pros and cons 

of the d e p l e t i o n  a l l o wance  we w o u l d  h ave said that d e p l e t i o n  

makes m o r e  sense if you ear n it t h a n  if it just goes by the 

boards. Now there's a third p r o p o s a l  b e f o r e  the House 

c o m m ittee in W a s h i n g t o n  to e s c alate the p e r c e n t a g e  d e p l e t i o n  

d o w n w a r d  as the price of oil goes upward. So there are many 

many things and I th ink that the m a i n  thrust, of course, has 

been against the fact that the d e p l e t i o n  a l l o w a n c e  has 

r e p r e s e n t e d  major savings in t a x a t i o n  for the oil Industry 

w h i c h  might not have b e e n  so bad if a d o m e s t i c  e x p l o r a t i o n  

had taken place. O b v i o u s l y  it had not. So there's a 

qu e s t i o n  as to how effe ctive it is. But I c e r t ai nly don't 

want to make a case for your s u b s i d i z i n g  oil companies by
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v irtue of foregoing t a x a t i o n  up here. Quito the c o n t r a r y .

What I'm s ay ing is that you have the time, in view of the 

m i n i m a l  impact that the e l i m i n a t i o n  of per ce n t a g e  d e p l eti on 

is likely to have for the next few years, to look very 

carefully into y o u r  w h o l e  state income tax law.

S e n  T. Miller: Mr. Lipton, I thought your comments r e g a r ding

the p o s i t i o n  of the Province of A l ber ta w e r e  interestin g 

w i t h  r e f e r e n c e  to its own gas and oil reserves. I think 

just a general concept ual q u e s t i o n  if I may; sir. Do you, 

on the national level, given the energy p i ct ure in the 

U n ite d States today, see any pitfall s or d a n g e r  signs for 

A lask a to watch for as an oil p r o d u c i n g  state as opposed 

to those in Congress who r e p r esen t the oil consuming states, 

in terms of, for example, the p o s s ible c o n f i g u r a t i o n  of 

w h a t e v e r  develo pment w e  might try to do with our royalty oil 

and royalty gas. Is there a p o s s i b i l i t y ,  through possible 

m a n d a t o r y  allocations or lids on the amount of money the 

state can take from its resource. Are there dangers of 

these b e i n g  imposed by uhe f e de ral C o n g r e s s  in any way or 

do you see any p r o b l e m  in that a r e a  at all?

Mr. Linton: S e n a t o r  Miller, I don't want to forecast what

p u b l i c  policy Is going to be with respect to allocations for 

example. But I don't think that it's In the nature of our 

energy and oil balances over the years ahe ad that we are going 

to have for a long period of time, by which l m e a n  into 1977-8 

c ontinued allocations. Wo may h a v e  but 1 would doubt it very 

much. I think that what's h a p p e n i n g  today is in response to
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• the acute supply p r o b l e m  that arose not only over the .Lag

« •
in the domestic a v a i l a b i l i t y  but also the Arab oil embargo 

• and a c o m b i n a t i o n  of c i r c u m s t a n c e s  plus the fact that we

had fantastic increases in energy and oil c o n s u m p t i o n  very 

r a p i d l y  w hi ch are b o u n d  to be l e v e l i n g  off over the years 

ahead. So I don't think- that, aside from your p r o b l e m  

today about how you fit into the allocations game, I don't 

v isualize that you'll bo faced in 1977-8, when oil and gas 

becomes available out of Prudhoe, witn the pos si b i l i t y  tnat 

the federal government is going to be w o r r y i n g  about your 

| p r e e m p t i n g  additional supplies over and beyond what a

nation al a llo cation scheme is g o i n g  to be. But l could be 

wrong.

Now the other thing, c o n s t i t u t i o n a l l y  there are l i mitation s
I V

on what the state of Alaska can do. F o r  example, you can't 

have d i f f e r e n t i a l  t a x a t i o n  on gas produced  for internal 

consu m p t i o n  vs. gas exported. You can't interfere with 

inter-state commerce. By the same token I don't b e l i e v e 

that the federal government c o n s t i t u t i o n a l l y  can qualify 

or circumscr ibe what the state does with  its own resources 

so long as its not d i s c r i m i n a t o r y .

Rep. Randolph: Mr. Lipton, in light of the ene rgetic

activit y of the special s e s s i o n  in the area of taxation  

ana in light of the very rapi dly c h a n g i n g  s i t u ation and the
*

fact that we don't see any great Increase in our p r o d u c t i o n  

in the next three years, w o u l d  you give your opin ion as to

....... . ...I II 1 I I Ml- I' IIIMIHIIII I — ■ ..... ... I— ■■■



w h e t h e r  this is the right time to be c o nside ring any 

significant new tax measu res or ma ybe we b ette r let 

things cool off for a year or two and take a long hard 

look at it and then w h e n  we do get produc tion on the 

line, w h e n  it does m e a n  s o m e thing to U3 in dollars and 

cents, be ready to do w h a t e v e r  is appropriate then.

Mr. Lipton: Well, from the standpoint of industry

o b v i ously no time is a good time to raise taxes. From 

the standpoint of the state's revenue needs, almost 

any time is a time when you have to consider what you 

can get in the form of taxes. But if you're looking at 

tax policy I think that I would repeat what I've had 

occasion to say very often, T think that continuous 

amendment of your t a x ation Is really not to be recommended. 

Now the temptation is always to do it because of your 

revenue needs and I can ag ain say that that Is a pressing 

p r obl em that confronts every legislature —  even that in 

my own state —  but the a s s u m p t i o n  always that the last 

amendment to the tax w h e t h e r  it's an ad valorem property 

tax as you enacted, a special act v a l o r e m  property uax 

as you enacted in the special session to provide for your 

revenue needs w hich now seems to be insufficient, or the 

amendments to the oil severance tax w hich set up a new 

schedule different from the previous schedule or a change 

in the taxation on the gas with the idea that somehow you 

were c o ming to a now correct level of taxation —  T think 

Is a mistake. There are times when the future is more
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visible and there are times w h e n  it is less visible. And 

really w h a t  y ou'r e d o i n g  with your  taxation, e s p e c i a l l y  the 

severa nce taxation now, is w o r k i n g  w i t h  a r e l a t i v e l y  small 

v o lum e of state oil and gas p r o d u c t i o n  and, as I said in 

the case of gas production, half of it is c o n sumed w i t h i n  

the state. I w o u l d  always urge against tax changes unless 

they are Impelled by revenue needs w h e r e  you've caref ully  

judged all of the a l t ernatives or where they are in a sense 

induced by m a j o r  changes in the oil e nviro nment which make 

it very a p p r o p r i a t e . Now, whereas I said in the past 

in talking about the oil severance taxes and royalties  

that anywhere the r e l a t i o n  b e t w e e n  prices ant. cost is an 

Important factor as to the a p n r o p r i a t e  .Level of taxation 

or royalties. It also follows, that In the last two or 

three years we have had a c o m p lete change in th< histo rical  

r- latlonshlp between oil and gas values and costs of 

production. A c o m p l e t e  change. And the old, the magic 

royalty number 12 l/2!il or the old levels of severance taxation 

w h i c h  had obtained In the past arc obvi ously looked upon by 

legislators e v e r y w h e r e  as well as. by sheiks and shaws as 

no longer appropriate to the c h a n g i n g  c i r c umstances because 

o f  the tremendous Increase in the value of energy <hat lias 

taken place. But you In Alaska, I still think, have time 

b e f o r e  you must make the next step of decisio ns excep t i n g  

in so far as you must submit y o u r s e l f  to the p r e s s u r e  of 

revenues and then you b a lance  very, very ca refully all of 

the alternatives that are open to you.



Rep. Huber: Mr. Lipton, when you w e r e  t a lking  to us about

our income tax s t r u c t u r e  were you t a l k i n g  strictly from the 

present lav/ on the books or were you also r e f e r r i n g  to 

HB 177 w h i c h  I thought m ay have been called to your 

attention.

Mr. Lipton: I was t a lk ing entirely about the law that's

now on the books. HB 177?

Mr. Huber: T h e r e ' s  b e e n  a great deal of d i s c u s s i o n  on this

floor in the past w e e k  and I'd just like to request that 

you look it over b e f o r e  you leave town.

Mr. Lipton: I'm sorry, I have not had a copy of 177 before.

It's just been given to me and I will of course look through 

it and a n s w e r  y o u r  q u e s t i o n  at a later time.

Rep. Meekins: Mr. Lipton, on 171 that doesn't have a n y t h i n g

to do with oil and gas. It's the amendment proposed to put 

the d e p l e t i o n  —  to take off tne d e p l e t i o n  allowance

state income taxes. You w e r e  t a lking about

Incentives —  if y o u  tax oil in the ground then you would 

change the time table for some things and I was w o n d ering —  

part of the tax s c h e d u l e  on the d e p l e t i o n  allowance and 

things seems to be g i v i n g  incentives for d i f f erent things. 

Isn't the current s i t u a t i o n  likely to give great incentive 

d i s r e g a r d i n g  what the state of A laska might do —  overrid ing 

incentive s to explor e or not to explore that will maintain 

on their own?
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Mr. Lipton: I c e r t a i n l y  would feel, and this is evidenced

by the attitud e of v i r t u a l l y  all the important oil explo ring 

a nd gas e x p l o r i n g  companies that there is tremendous 

interes t in the p o t e n tial of Alaska. Now look, we've had 

three unfort u n a t e  years d uring w hich their interest in a 

sense flagged b e c a u s e  the land freeze didn't really permit 

the o p e n i n g  up of land and so on. I don't think you need 

incentives for people to come in and explore here. I 

think the only t h i n g  that you have to be concerned about 

is that there isn't a c o n c a t e n a t i o n  of l e gislation which 

kind of subtracts too m u c h  from the incentives and even 

there you know that's . . .

Hep. Meekins: This is what my q u e stion is. O b v i ously there

is some reason to put a tax on reserves in the ground w h i c h  

may b r i n g  you $50 to $100 millio n dollars a y e a r  or som ething 

—  it seems like a lot of money —  It seems like it would 

make a company think about w h e t h e r  they go out and d i s c o v e r  

a n o t h e r  barrels or s o m e t hing b e c a u s e  they wouldn't

want to have to pay tax on the proven reserves before they 

get it out. But then again just like someone el3e said, 

y o u  said I guess before that tlie reserves are i ncreasing  in 

value and it seems that there are so many other incentives 

that t h ey're w i l l i n g  to spend $5 -$6 b i l l i o n  on the pipeline  

that might not be that b i g  of a "disincentive".



Mr. Lipton: T h e y ' r e  w i l l i n g  to spend -t>!5 - -f>6 b i l l i o n  on a

pi p e l i n e  b e c a u s e  they found a Prudhoe Bay. If Prudhoe Bay 

had not b e e n  d i s c o v e r e d  You'd  find very little interest in 

e x p l o r a t i o n  on the North Slope even where the structures 

look p r o m i s i n g  enoug h for . . .

Rep. Meekins: But they wouldn't have to pay a tax on oil

and gas reserves unless they were successful.

Mr. Lipton: Yes, but let me make this point. Well that's

why I said that w h e n  it comes to future l e a s i n g  you can't 

expect to make any a p p r e c i a b l e  m oney out of a resources 

tax w h i c h  is on the books b e c ause pe ople w h o  will be 

l e a n i n g  any kind of land In A laska will be th inking and 

t h e r efore d i s c o u n t i n g  what they w ould have to pay in the 

form of resources tax if they were successful. In other 

w o r d s , what you might make in the future on future resources 

taxes y ou'll  not be m a k i n g  in terms of ei ther a royalty 

rate or a bonus or w h a t e v e r  the case may be. Now I don't 

want to exaggerate  this. This is s o m e thin g you can't 

calculate. Fur thermore, when we say that any kind of 

a d d i t i o n a l  tax l e g i s l a t i o n  tends to effect incentives, what 

it moans is that it tends to effect incentives at the margin. 

Now w h a t  is the margi n? It means that s o m e t h i n g  which a 

c o mpa ny m ight c o n s i d e r  but is dubious about they might no 

l onger c o n sider if the Alaskan environment changes. How 

b i g  is the m a rgin? How much e x p l o r a t i o n  w o u l d  you lose? 

That's very diffi c u l t  to say and all I can recall is that 

wh°n the first p r o po sal for the amendment of your old



6a

st a n d i n g  s e v e r a n c e  tax came up w h i c h  at that time was >\% 

including the special p o s t - e a r t h q u a k e  tax and the conservation 

tax and e v e r y t h i n g  else —  all that lumped t o g e ther came to 

h% and we were opposed to r e c o m mend the substantial increase 

in the schedule of s e v e ranc e t a x a t i o n  and the industry 

a ttitude was that this wpuld d e s t r o y  or affect incentives 

and so on. I felt at that time that in theory yes but 

as a practical m a t t e r  it w o u l d n’t w e i g h  heavily in the balance. 

I don't think that a resources tax per se may go so far as 

to affect it at the m a r g i n  but the point I mad e was that it 

doesn't affect c u r r e n 4- p r o d u c t i o n  b e c a u s e  it is already  

subject to the s e v e rance tax. It won't affect your revenues 

from the future even if it has no effect on e xplo ration  

because it will have been discounted. So it's a revenue 

measure d i r e c t e d  at Prudhoe Bay. Is this really what you 

want to do u n d e r  the present c i r c u m s t a n c e s  in the light of 

all of the other alter n a t i v e s ?

Hep. M e e k l n s : A n o t h e r  q u e stion  about the incentives. I

know that it may seem a r b i t r a r y  to choose the d e p l etio n  

allowance of all the things that we could have chosen to 

start with but the d e p l e t i o n  allow a n c e  is one of the most 

widely publicized  and is s o m e t h i n g  that we can figure out 

rather rapidly. And when it was found that the oil companies 

only paid :f>l>l0,000 all 3d companies or w h a t e v e r  they were 

this year, that was a kind of s e l l i n g  point or an incentive 

to do something. W h e t h e r  It m a d e  any real logical sense 

or not, that was not one of the mot ivations. But you know
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w h e n  you consider all of these d ifferent things, and I know 

some of them but I can't consider all the things that we 

could start with, it makes sense to look at the whole 

package and I agree that we should do that and I hope we 

will but, lacking that, w e  do have a chance, because of 

amendments or some possibility of t a k i n g  out the depletion 

allowance and just on the logic based on that question 

alone, not whether it is the most efficient or the most 

effecti ve way.to go about it, w h e t h e r  or not —  what is 

your advice as regards the d e p l e t i o n  allowance. And take 

into consi d e r a t i o n  that what other arguments you maintain  

on the federal level really don't have much to do with 

A laska because those incentives some or something would 

still he in effect. W h a t e v e r  reason for the depletion 

allowan ce I don't think lias much to do with Alaska. If 

you were Just limited to that narrow scope and that 

arbitrary decision, then what w o u l d  you say?

Mr. r.iptori: Look, for Alaska to elimin ate the depletion

a l l o wance and the c a l c u l a t i o n  of Income subject to state 

corporate income tax is a way of increa s i n g  your corporate 

income tax take from oil companies. T have no idea —  I 

wouldn't even know —  how to go about e s t i m a t i n g  what 

the effect, if any would be on your revenues. T would 

absolutel y be at a loss because you first have to ask of 

all the oil companies o p e r ating  here in Alaska which of 

them are going to be subject in any event to state 

corporate Income tax. Your a llocation formula in what 

mako3 the whole transition. And y o u've got to look at it



company by company and none of us have access to the federal 

corporate Income tax returns of Individua l companies. The 

worst thing I could do is to give you an answer now which  

I hope is a responsi ve answer. I'm m a k i n g  m y s e l f  sound like 

I'm pleading for the oil industry. That's not my purpose. 

But you cannot look at individual figures on federal income 

tax paid by a company but you may —  used to be you couldn't 

get It because all they show is total income taxes which 

included foreign. Now more and more of the financial 

statement:, the annual reports, are b r e a k i n g  down to show 

federal Income tax paid. When you look at that figure 

and you compare that with what they toll their stockholders 

their total income :Ls and say My God, what a low federal 

income tax they paid, you have no way of t e lling how much 

of that had to do with depletion, how much of that is the 

foreign tax credit and so on and so forth. There is no 

way of doing it. To translate it into the Impact on the 

state would be very, very difficult. I don't know what 

effect this whole thing is going to have and the other 

argument, namely that for b e t t e r  or for worse the depletio n 

allowance had a c e rtain effect u p o n  the income of the oil 

industry and •, f you el iminate the d e p l e t i o n  allowance 

o ther things b e i n g  equal prices are going to have to go 

up at least as a partial offset. Now you may say that the 

prices have gone up so much alread y why do they need an 

offset but this becomes a complicated a r g u m e n t . But there's 

no way of o f f s e t t i n g  the effect upon corporate Income of
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an increase of the Alaska state income tax. The prices of 

their crude oil are not d e t e r m i n e d  nere in Alaska. It is 

d e t e r m i n e d  elsewhere. So, to eliminat e the d e p l e t i o n  

allowance is, to put it ver y simply, an increase in the 

A l a s k a  state income tax from oil comoanies o p e r a t i n g  here 

but to an extent that I think Is p r o bably almost Indeterminant. 

I d o n ’t know.

Rep. Meekins: We do have some 'figures. I d o n ' t  know if 

they're acc urate or not.

Mr. Lipton: I would like somewhere in the c o u r s e  of the next

few days to look at your figures and to be a b l e  to discuss 

It w i t h  y o u r  various committees.

Rep. Meekins: Just one more question. Mr. Lipton, when you 

talk about al loc a t i o n  formula m a k i n g  a d i f f e r e n c e  betwee n  

the t r a n s l a t i o n  b e t w e e n  the federal tax l i a b i l i t y  or federal 

taxes and state, do you m e a n  a l loca tions b e t w e e n  the states 

of profits, is that what you're t a l k i n g  a bout?

Mr. Lipton: Mo. What you do here in A l a s k a  I would suspect

for virt ually all the companies y o u ' r e  d e a l i n g  with now 

is to take the federal income, their income s u b j e c t  to 

federal t a x ation and then you say well how m u c h  of that 

should be allocated to A l a s k a  by virtue of t h e i r  operations 

in A l a s k a  and you have a formula whi ch is b a s e d  upon the 

propor tion of the.1 r value of assets in Alaska, their total 

assets, the p r o p o r t i o n  of sales and expenses. And from that 

formula you Impute the Income w h i c h  is p r e s u m e d  to have 

o riginated in A lask a and w hich is, therefore, subject to

Alaskan taxation. J. think tills is a n  I m p r e c i s e  and a poor



tool on w hich  to b a s e  your state c o r p or ate income tax when 

y o u'r e talking about the oil and gas ooeration s in Alaska 

over future years.

Sen. Hensley: Mr. Lipton, I h a v e  a q u e stion on petrole um

r e ser ve No. 4. O u r  two senators have split on the issue 

of Pet 4, w h e t h e r  or not to support the d e v e l o p m e n t  of the 

transf er of the contro l of Pet 4 from the N a v y  to the 

Interi or Department and w h e t h e r  to d e v e l o p  the r e s e r v e s .

I'm not sure if you're a d v i s i n g  either  or b o t h  of our 

senators but they did —  S e n a t o r  Stevens was concerned about 

the effect of the d e velopmen t of Pet 4 on Alaska state lands 

near Pet 4 but S e n a t o r  Gravel w a n t e d  to see the transfer 

to the Lnterior Department und er the terms of the mineral 

l e asing act and I'm not sure what y o u r  t h i n k i n g  is or if 

you have an o p inion on that subject but it seems to mo that 

It is a subject that could have some effect on Alaska.

Mr. Lipton: S e n a t o r  Hensley, I've always had certain

diffi c u l t y  in u n d e r s t a n d i n g  the national security that 

Is se rved by the estab l i s h m e n t  of Pet 4 as a Naval Petroleu m 

reserve. In principle, if tho U n ited States runs out of 

oil els ewhere we w ill some day in the future d e v e l o p  Pet 4 

which moan3 drill the wells and put In the pipel i n e  or 

maybe if we wait long enough A l y e s k a  will be available 

because  Prudhoe Bay will have b e e n  exhausted. But as a 

strategic reserve against e m e r gency it really Isn't worth 

a hoot in hell b e c ause w h e n  the Navy runs short of oil 

they can't got a barrel of oil out o f  Pot 4. It's a kind



of a stagnant concent. - So I have a p e r sonal feeling that 

the national security has to be s erv ed through a whole 

wide range of m e a s u r e s  over and above m a i n t a i n i n g  that 

reserve in its p r i stine  u n v i o l a t e d  state. Now, obviously 

if there were to be d e v e l o p m e n t  and e x p l o i t a t i o n  at 

Pet 4 this would have an effect u p o n  the l e a sing of state 

lands around it but I ' m  not so sure that it w o u l d  be a 

negative effect. It m a y  very w e l l , by the s t i m u l a t i o n  

of a c t ivity prov ide a spur to the l e a s i n g  of p roximate 

state lands b e c a u s e  o b v i ou sly if you are going to develop 

m a j o r  reserves there there's going to be a second pipeline 

out of the Nor th Slope.

Sen. Hensley: You feel then that, from the standp oint of

energy demand, that there w o u l d  have to be a subst antially  

g r eater demand for additional crude w i t h i n  the country before 

we could get some action on the r e t e n t i o n  of this reserve  

by the Navy. It seems to me that w e ' r e  In an era of 

aircraft rather than s e a g o i n g  ships.

Mr. Lipton: There' s a —  the issue of our p e t r o l e u m  reserves

is not only a m a t t e r  of national security, it also involves 

a very,very sharp conflict in our national legisl a t u r e  over 

who would develop It and the p o s s i b l e  windfall gains to the 

oil industry w hich has just e x p e r i e n c e d  the most fantastic 

increases in p r o f i t a b i l i t y  if this w e r e  to be opened up so 

it's a very, vei\y hot p o l i tical p o t a t o  for a lot of different 

reasons. I have no idea how the d e b a t e  w o u l d  go and w h e n  

you get such a d i v i s i o n  of o p i n i o n  for so m a n y  different
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reasons my Instinct; tells me that there won't bo any action 

on it b e c a u s e  it takes a p o s it ive effort to change what has 

b e e n  public policy.

Rep. link: j have a couple questions, Mr. Lipton. Are you

fairly well a c q u a i n t e d  w i t h  this multi state compact for 

t a x i n g  —  the m ulti state compact on t axing b e t w e e n  the 

states. Well it just has to do w i t h  apportionment of 

income and expenses and the current litigati on and w h e t h e r  

or not it is a valid la:;. It seems to mo that in many 

cases the S tate of Alaska income tax law might be changed 

d e p e n d i n g  on the outco me of this l i t i g a t i o n  —  w h e t h e r  or 

not it will hold up —  and w h e t h e r  or not we should go our 

ov/n rou te or should accept

It seems to me that we're a couple years away from that b e i n g  

r e s o l v e d .

Mr. Lipton: Mr. Fink, Just give mo a moment will you please.

The practice by the State of a l l o c a t i o n  is not a universal 

practice. The last count which o u r  st aff made suggests 

that there are ill states that have some form of corporate 

net income tax and d e s p i t e  all my vehe ment protestations 

m y  own state is not one a m o n g  them. But there are JI1 states 

that have c o r p orate state income taxes and there are 2*1 

that use not Income as d e f i n e d  from the federal Income lax 

as a base. There are states w h i c h  in effect have corporate 

income tax laws w h e r e  there is w i t h i n  those states a 

s e p a r a t e  i d e n t i f i c a t i o n  of Income w i t h i n  the state which 

puts it w i t h i n  the r e a c h  o f  the state taxing  powers so it 

does not have to be m a d e  by the a l l o c a t i o n  method.
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Keo. Fink: Well a year or two ago we passed a law b e c o m i n g

part of this m u lti state compact and I know that that law 

is going to be con tested and it seem3 to me that w h e t h e r  

or not we wish to continue the multi state compact route 

or go the other route —  if the law is thrown out 

obviously we don't want to go that way. The other one -- 

T wanted to see to what extent you can give us the advice 

of your firm as to what might h appen  in the next couple 

years and if you could touch on the things that would 

effect Alaska direc tly and the United States in general. 

That last piece that you put out with regard to what would 

h a p p e n  to the economics of the world based upon the cost 

oi oil seemed to paint a very, very dire picture as to 

what was g o i n g  to happen which obvi ously tells us that it 

is based upon if there is no change. One of the things 

I'd like for you to comment on if you would is do you 

anticipate that, for example, the oil embargo will be 

lifted. Do you anticipate that there will be a roll back 

in world prices or do you antici pate that there probably 

will not bo. You mentioned that coal would be a very 

Important factor In the United States and yet It appears 

that we have several problems today and that would be 

the various laws, against strip m ining and the difficulties 

of the clean air act. Just y e s t erday in the paper there 

was an article where S e c r etary M o rton appeared before the 

S e n a t e  com mittee and I know S e n a t o r  Stevens asked him the 

q u e stion in regard to some of the problems we have in
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Alaska, for example, Corps of E ngineers impact statements 

on d r i l l i n g  off shore, and Morton seems to indicate that 

the a d m i n is tration is trying to re-evalua te this whole 

p i ctu re and we've also heard the same from the President 

that he is going to do some re-eva l u a t i o n  of some of the 

federal policies and I presume it has to regard the two 

items of energy and environment. I know there aren't 

any a b s olut e answers but your firm is quoted in the national 

papers all the time and I assume that you're a lot more up 

on this than we are. Can you Just give us some kind of a 

pictur e? some alternatives or something?

Mr. Lipton: Mr. Fink, the m e m o r a n d u m  that you refer to

w h i c h  was called "Implications of E x p l o i d i n g  Oil Costs," 

has g o t ten a tremendous amount of publicity because, not; 

t h rou gh our efforts, but through some recipient, it got 

into the public d omain and its now become an official 

d o c u ment of the congressional committee so it will be 

p u b l i s h e d  and is in the public d o main -- this has been 

followed, and you will get it shortly, try a m e m o r a n d u m  

which we call "The Implications of Austerity in World Oil." 

Mow bas ically what T was saying about the two possibilities 

of 31ow down in energy c o nsu mption vs. enforced austerity 

in world oil and what the effects would be are based upon 

the t h i n k i n g  that ou r firm had developed since January in 

response to this terrific turn around In the circumstances 

o f  world oil. Now you ask, what are the chances of a 

roll back? First o f  all let mo say that the fantastically



high prices which resulted fron c o m p e t i t i v e  b i d d i n g  on a 

r e l a t i v e l y  small volume of g o v e r n m e n t  oil that went as high  

as $17 a barrel for some Iran ian oil and $20 a barrel for 

Ni g e r i a n  oil have already b e g u n  to recede. This is the 

result of two things —  well, it's r e a l l y  the result of  

th-'ce tilings: First of all, there has b e e n  a slow down 

in react ion to the shortage of oil and f a n t as tically high 

prices in oil consumption all over the world. T h e r e’s 

been tremendous economies In the c o n s u m p t i o n  of oil i n c l u d i n g  

in the United States. Secondly, p r o d u c t i o n  has been 

i ncreasing over these last six months. That Is to say, 

produc t i o n  from areas outside of the Arab countries, through  

the natural expansio n and the Arab coun tries themselves 

with oho exception of the embargo have restor ed a m ajor 

part of their cutbacks so that w h e n  c o n s u m p t i o n  3lows down  

and p roduction begins to increase the shortfall is loss 

and therefore the c o mp etitive p r e s s u r e  to buy oil at any 

price is even less. On top of that A m e r i c a n  companies had 

un d e r  our own pricing policv b o o n  inspired to go out and buy 

on foreign markets as much oil as they could get to fill 

their refinery needs because  they we re pe rmitted to pass on 

In the U nited States in their produ ct prices, the full cost 

of their p urchased foreign crude so In a sense we inspired 

A m e r i c a n  companies, not so much the major Interna tionals but 

other refiners, to go out and bid c o m p e t i t i v e l y  for that oil 

and bid against the Japanese and the Germans. Now recen t l y
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we have a n e w  crude oil a l l o c a t i o n  p olicy  and the crude 

oil a l l o c a t i o n  policy says that any r e f i n e r  who has a 

surplus of crude compared to the national average must 

sell some of that crude to those refin e r s  who have a 

s hortfall of crude compared to the national average and 

must sell it at a price equal to the average price of 

the crude invoiced in. C o m p l ications aside, what it means 

is that if you buy a hell of a lot of foreign crude at 

a f antas t i c a l l y  high price and then b r i n g  it into the 

U nited .States and have to r e -sell it to somebody else at 

a lower price then you c e r t a i n l y  don't want to go out and 

bid for that foreign crude. It goes even beyo nd that.

A lot of the m ajor oil compa nies are finding that they 

arc b e t t e r  off using foreign crude in foreign refineries 

ra t h e r  than impor t i n g  them into the U n i t e d  States if 

they b e c o m e  so called surplus refiners. So p u t t i n g  it 

all togethe r we've had a very c o n s i d e r a b l e  d e f l a t i o n  of 

foreign oil prices but only around the edges. The main  

s t r e a m  of foreign crude still runs that's out. of the M iddl e 

East and very much h i g h e r  out of A frica and now 

Venezuela. So the real q u e stion is not w h eth er around 

the margins, around the edges, the prices come down 

but w h e t h e r  the prices for the m a i n s t r e a m  will be rolled 

back from the present level. Now, the hopeful sign there 

is that Yamani (sp?) who's the M i n i s t e r  o f  Mines p0 r 

Saudi Arabia has indicated that he feels that the price 

is too high and that he's pr?pared in a sense to roll it



ba c k  and if ne's prepare d bo in a sense increase Saudi 

A r a b i a  produc t i o n  he can really force the roll back 

on e v e r yb ody else too even though Iran and Libya and 

A l g e r i a  say hell no, t o d a y’s prices are too low, not too 

high. B e cau se the c apacity of Saudi Arabia to expand 

is very great. But I think that there will be some 

roll back. How apprec i a b l e  it is, I don't know. The 

real q u e s t i o n  is if it's roll b a c k  far enough or at 

least a c compan ied by d e f e r r e d  payments to this austerity 

in w o r l d  oil doesn't have to come about and w e  don't have 

this kind of a crunch.

Mow as to the questions you raise d about coal. It's 

c e r t a i n l y  true that there are near term limitations on our 

ability  to exploit our vast coal reserves. First of all 

b e c a u s e  of the sulfur restri c t i o n s  on the b u r n i n g  of 

high s u l f u r  coal and strip m i n i n g  rest rictions on our access 

to the low sulfur coal —  most of w h i c h  is 1 1 the west 

and it's close to the surface and could be strip mined.

The federal government in its O p e r a t i o n  Independence 

t a l k i n g  about really very very subst antial increases in 

coal p r o d u c t i o n  over the next five to six years. We 

o u r s e l v e s  in our own projections are rather more conservative. 

We think that the pace at whi ch there will be either 

Investment to meet reasona ble sulfur restrictions or 

the pace at which the federal governm ent will, agree to the 

strip m i n i n g  of federal coal lands in the light of all of



the environmental problems —  that It will be a mode rate 

rate at which it takes place. It w i l l  not be a crash 

program. But we still see very s u b s t a n t i a l  increases in 

coal either to be directly b u rned or by 1980 at least the 

beginn i n g s  of gasifi c a t i o n  of coal. But certainly we are 

not going to meet all our energy p r o blems  w i t h i n  five 

years by the e x p loitation  of coal reserves that are so 

great that if we had time we could do so. The big increases 

in coal produc t i o n  will come in the 1 9 8 0 's not in the 1970 's 
b e c a u s e  of these very e n v i ronmen tal probl e m s  that you raise 

w hich is w hy I think that we will not achieve self s ufficienc y 

in energy in the 1 9 7 0 's. H o p e f u l l y  we will miti gate our 

d e p e n d e n c e  upon Middle East oil but we w i 11 need a r elatively  

high price level for energy in the U n ited States in order to 

a c h i e v e  that. And appropros of your g a 3 problems it also 

means that if w e' re going to ha.e a relativel y high price 

level for all energy that gas w hich had been sold at a 

di s co unt from oi] for example will have to be sold at a 

p r e m i u m  above oil. The shortage of gas means that it 

will be used in those end uses w h e r e  it is most valuable 

not whore It is least valuable, w h i c h  me ans residential 

and commercial uses rather than b e i n g  burned on the boiler.

If you think about it thex’e —  we are talking about the 

p o s s i b l e  movement of 1 . 6  b i l l i o n  cubic feet a day of*

North S lope gas to the United States. By 1980 if Ma ckenzie  

D e l t a  comes to fruition and if the arctic islands really 

turn up sufficient gas reserves w e  might be importing



maybe ;l b i l l i o n  cubic feet a day of additional gas from 

C a nad a b e cause un der those conditions they w o u l d  be 

surplus. So we're talking about 1.6 or 1.1| b i l l i o n  cubic 

feet a day out of the North Slope and out of the Canadian 

arctic maybe . . . we're b u r n i n g  more than 10 billion  
cubic feet a day of gas a day under the boilers on the 

U.S. Gulf Coast. How much reserves would we have to find 

in order  to be able to create a capacity to produce 10 
b i l l i o n  cubic feet a day of gas. Mow ob viously if you 

look five, six, seven years ahead we are not goi ng to be 

us i n g  gas in the same pattern as w e  are today which is one 

of the things the Federal Power C o m m i s s i o n  is going to be 

most concerned about when they look at the d i s p o s i t o n  of 

North Slope gas among regions and the patterns of oil 

and gas consumption by end uses in these various regions.

But gas is going to sell at a p r e m i u m  -- if y o u ' r e  talking 

about oil, say $7 U.S. oil b e i n g  the numerar e for energy 

in the U nited  States then gas is going to sell at a 

p r e m i u m  not at a discount below.

Hep. Fink: Can I assume that you do not antici pate any

kind of severe economic situation to cause any of these 

lav/s to be changed so that coal could be used . . .

Mr. Lipton: No. I do think that just a; liie p endulum has

In past years swung very sharply in the d i r e c t i o n  of m a ximum  

environ mental protection —  w h a t e v e r  the cost —  the tightness 

of energy and its effect upon our environment is going to 

cause a rethin k i n g  of how we make our trade offs. I think

there'll be some r e l a x a t i o n  in our general approach to
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e n v ironmen tal —  but I hope not too much. I'm a strong 

environmentalist. But I think it's in the cards.

Rep. W a r w i c k : Mr. Lipton, we've set up a c o m puter  model

on which we've put our revenue p rojectio ns and budg etary 

p r ojection s on and we've pumped into that various 

assumptions. How the most likely assump t i o n s  have projected 

about a $200 m i l lion deficit shortly before the Alyeska  line 

comes on stream so w e ' r e  in a p o s i t i o n  now of trying to 

d e t e rmine what to do about that deficit. E i t h e r  we 

s u b s t a n t i a l l y  cut back spending  which w o u l d  be rather 

diffic ult realis t i c a l l y  or we initiate some plan to 

raise a substantial sum of money, $200 million, and it seems 

to me that there's probably only two ways to do that.

One wou ld be to have another lease sale, a sizeable one, 

or m a y b e  we could sell some of our future royalties —  

interests In the North Slope. Do you have any comments 

on the d e sira bility of either of these? I should say, the 

p r e f e r a b i l i t y  of one over the other.

Mr. Lipton: Mr. Warwick, this is a very difficult question

for me to answer b e ca use every time I have b e e n  up here 

the same set of circumstances really confronts the legislature 

and the m a t t e r  o f  m e e t i n g  pro jected b u d g e t a r y  deficit was 

a factor In the amendment of your severan ce tax —  which then 

when you put in your cents per b arrel  floor under it -- and 

this was ce rtainly a factor in your ad v a l o r e m  pipeline tax 

and so on —  so it's very difficult  for me to know how
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the State of Alaska goes about from year to year m e e t i n g  

through current l e g i s l a t i o n  wha t are a n ticipated b u d g etar y 

deficits in the future. W h e n  it comes to leasing, that 

means l e a s i n g  in 76 or 77 or so how do you forecast what 

kind of income will come from the leases? I think I 

saw s o m e where a p r o j e c t i o n  that m a y b e  $800 m i l l i o n  
could be raised through p r o g r e s s i v e  leasing of state lines -- 

state lands. Now I don't know w h e t h e r  that p r o j e c t i o n  is 

on the basis of the S e p t e m b e r  69 lease sale on the North 

Slope or w h e t h e r  it was on a p r o j e c t i o n  of the first, second 

or third lease sales on the Nort h Slope which turned up 

nothing on that o r d e r  of magnitude. Tt's difficult to 

project what y o u ' r e  g o i n g  to get out of lease sales.

You stop and think about It. In S e p t e m b e r  1969 w h e n  you 

raised this fantastic money for the state out of lease 

sales I'll w a g e r  that there's not a company that provided 

you wit h that bonus money but that regrets it tremendously 

today in terms of what they proved up on the acreage they 

bought for those bonuses. The b i g  oil finds have been on 

leases that were from the early North Slope lease sales 

where you got $ 160 an acre for y o u r  land. Now, are you 

going to get a lot of money out of lease sales proximate  

to Prudhoe B a y  or other s tuff on the North Slope which is 

available to you —  it's very d i f f i c u l t  to project.

The b i g  r e venue for the state coines from success not from 

the leasing, of wild cat lands. It's the success that



one inspires o t h e r  people to come in near by and pay big 

bonur.es and two that gives you royalty and severance tax 

income in the future. So I would just caution you as to 

how much money you could expect realisticall y to raise on 

future lease sales but then T ’m sure you're asking the 

same q u e s t i o n  of Mr. Herbert and M r . B e r r i l l  and I don't 

want to say a n y t h i n g  which contradicts their estimates. 

T h e y ' r e  much c l o s e r  to it than I am. All I can say is that 

if y o u ' r e  looking at a projected  deficit, then from my 

standpoi nt —  1 r eally have no a nswe r except to say that 

insofar as It Involves any form of ta xation involving the 

oil Industry w h i c h  is what you b r i n g  me up here to talk about 

what T u r g e  Is that you look very carefully on all the 

alterna tives and m e a s u r e  the necessity as against all of 

the altern a t i v e s  and b e yo nd that T really can't be more 

respons 5 v e .

Rep. Warwick: What about timing. Do you think the timing--

say this current .year would be right for a lease sale —  

one which w „• could expect to raise a substantial sum of money 

from.

Mr. Lipton: Well It depends upon what land you put up. If

you look around the state —  the state has not really made 

its s e l e c t i o n  of the bulk of the federal land to which it 

is e n t itle d under, the Statehood Act. That has to wait upon 

the n a t i v e  claims selection. What is r e m a i n i n g  In state hand: 

for leasing? Around Cook Inlet there is disputed area with 

the federal government. On the North Slope you still, have 

some local federal lands. They may be very attractive

76
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espec i a l l y  if they are gas prone areas. I ’m not a geologist. 

I really can't answer that.

But the timing. There's n o t h i n g  w r o n g  with the timing.

The q u e s t i o n  is what's available for leasing. I w ou ld say

that if it's —  the further north it is the more it depends

u p o n  A l y e s k a  or a gas pip el i n e  decision, the later you

lease the mo re bonuses you w ou ld get out of .it. Because 

other w i s e  companies are faced w i t h  p a ying dead rents and 

m a y b e  even a resou r c e  tax for a conside rable p eriod of time 

so they m a y  not be too inclined. But if it's elsewhere 

w h e r e  it doesn'^' depend upon the pipeli ne from the North 

S l o p e  I would say that there p r o babl y is no b e t t e r  time. 

T h ere's n o t h i n g  w r o n g  with the timing.

Rep. Warwick: In d i r e c t i n g  y o u r  a t t e ntion to the d e p l e tion

a l l o wance and y o u r  resour ce tax which w o u l d  be an oil and 

gas tax in place, I was under1 the i mpress ion that you 

felt that 1 f we enacted e i t h e r  of these mea sures it could 

have a serious impact on any future lease sales —  maybe

even as much to offset the additi onal revenues that we

would gain by ini ti a t i n g  these taxes. Did I read you right? 

Mr. Lipton: No. I don't think I said it and if I said it

that's not what I meant. F o r  example the resources tax.

I'in not really Implying that you wi ll lose in the future 

sources of state Income that will more than offset what 

you can gain in the interim as a r e s o u r c e  tax. That's not 

what T'm saying. What I said was that the only practic able

effect of the r e s o u r c e  tax is the revenues that you will

get fr^m the Prudhoe Bay reserves In tills i n t e r i m  period.



That is to say, it's s p ecifi cally pointed at them because  

if a tax stays on the books beyond 77-78 and therefore 

becomes applicable  to the reserves of diff erent oil fields 

that are found s u b seq uently —  that so long as it is on 

the books any company w h i c h  is b i d d i n g  on future lease 

sales will take that into account. I did not say that 

you w o u l d  lose more in the future than you're t aking in 

in the present. Nor did I m e a n  to imply that if you 

elimina te the d e p l e t i o n  ailowance as —  the percentage

d e p l e t i o n  allowance —  as an item in your state corporate

income tax —  that this would so inhibit e x p l o r a t i o n  that 

in effect it would cost you more than you woul d take in.

My real s p e c u l a t i o n  is how much you'll ever take in on it, 

and w h e t h e r  this b e c omes the last step in the amendment to 

the state Income tax law which T think ought to be looked 

at as a who le r a t h e r  than as a part.

Mr. W a r w i c k : What about selling an Interest in our future

r oyalties? Do you see any disadvantages to the state 

in usin g that as a m e t h o d  of raising a substantial sum of 

money for a short period of time.

Mr. Lipton: Mr. Warwick, 1 don't quite know what that means.

If you're talking about selling future royalties what you're 

really s aying is that the state is going to b orrow money 

from secu rity future royalties. The state can borrow money 

a thousand different ways and if it wants to borrow money
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see I ’m not even famil iar wi th y o u r  cons itutional pro s--- ;- 

here so you're a s k i n g  me to talk in d i f f e r e n t  areas. I 

want to address m y s e l f  to the one part where I think I may 

have a c e r t a i n  e x p o s u r e  and competence, not to all parts.

The state borro ws m o n e y  and o b v i ously wants to b o r r o w  at 

the lowest rate of interest. There are a lot of ways of 

d o i n g  this. Mow I don't know what effect the h y p o t h i c a t i o n  

of future roya l t i e s  w oul d have on the interest rate that 

you have to pay. I don't think at the present time that 

Alaska's state c redit is that bad that in a sense if you 

go into the m o n e y  market, the capital  m a rkets to b orrow  

mo n e y  to the extent that y o u r  c o n s t i t u t i o n  permits you to do 

it. In a sense, s e l l i n g  future r o y a lties is almost like 

a tax a n t i c i p a t i o n  certificate. Instead of b e i n g  in 

a n t i c i p a t i o n  of the tax*, s it is in a n t i c i p a t i o n  of royalties. 

M a y b e  you can do as well by a tax a n t i c i p a t i o n  certificate 

if you are allowed to do that over m o r e  than one budg etary 

year, I don't know w h e t h e r  or not y o u're allo wed to do it.

But I don't know really that there is any such thing as selling  

the r o y a l t y  unless you want to sell not specific royalties 

but it' you want to h y p o t h l c a t e  to a s p e c u l a t o r  an undivided 

interest in some pc 'on of the state royalty I'm sure you 

can do that but T'm also sure that if that's wh at you're 

p r o p o s i n g  as. c o n s u l t a n t  to the state legi s l a t u r e  I am dead 

set against It. f w ould not want you to h y p o t h l c a t e  -- if 

you have a 12 1/ 2# royalty, say to somebody that for a given 

sum of money I'll give you 2% of it. You don't know what
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that's G o i n g  to coot. You know how much y ou'r e go' 

receive in pay ment but you have no idea of what it will 

cost you in r e ven ue in the future in view of the uncertainty 

of future oil prices. You may be g iving away the birth 

right of the state by d o i n g  that.

Rep. Warwick: One other question r e l ating to the legisla

a d v o c a t i n g  say a trans A l a s k a  gas line as opposed to a tra 

Canada line. El Paso has ind icated that it wants Alaska's 

unequivocal support of this line b e f o r e  they invest another 

I think around $20 m i l l i o n  into e n g i n e e r i n g  d e s i g n  and 

other r e l a t e d  items. W hy do you think that they would want 

Alaska's u n e q u i v o c a l  support?

Mr. Lipton: W e l l  if I were c o n t e m p l a t i n g  that kind of an

expend i t u r e  T sure as hell would want it too. And I think 

Arctic G a s , if they sensed the tone of this legislature  and 

they thought they had any chance of g e t t i n g  i.t they would 

ask you for it too.

Rep. Warwick: How does it benefit them?

Mr. Lipton: W e l l  r think it's one mo re item that they can

throw on the table w h e n  they make t heir sub missions to the

Federal Power Commission. Incidentally, 1 might m e n t i o n  that 

the first s u b m i s s i o n  on a gas p i p eline will be made not 

to the Federal Power Commission, it will bo mad e to the 

C a n a d i a n  N a t i o n a l - E n e r g y  Hoard by the Arctic Gas group 

probably this month. This is in c o n n e c t i o n  w i t h  the 

gas pipeline dov/n from Mackenzie. Now they of course

are going to have to say an awful lot of things about

A l askan gas and If they had the r e s o l u t i o n  of the Alaska



State Legislature that it was in the interests of Alaska 

to have the gas line go through Canada and tie in with 

Mackenzie Delta, boy they would be down here urging 

you to pass that resolution so that they could lay it 

before the National Energy Board. But I think that they 

are intelligent enough to know that they couldn't get 

tint kind of a resolution from you. El Paso hopes that 

they can get that kind of a resolution from you in their 

behalf. It's a value to them in their representations 

and submission to the 1’ederal Power Commission.

Rep. Warwick: I think most of here have coine to a preliminary

c o n c l u s i o n  at least that —  or I should say on face value 

that the traris Al aska line appears to be much more attractive 

than a trans C a nada line. What w ould you suggest that wo do?

A gas r e s o l u t i o n  q u a l i f y i n g  . . .

Mr. Lipton: 1.' hope that there';: n o t h i n g  I've said which

Implies that we think that the El Paso trans Alaska gas 

line ought not to be supported. V/hat T'm s a y i n g  is that 

L don't think that there's enough evide n c e  a vailable to 

you on b a la nce as to all of the Implications of it, 

i n c l uding  incidentally the relations b e t w e e n  the United 

States and C anad a and so on. Maybe later on b e f o r e  the 

committe es we can talk about all of the C a n a d i a n  Implications 

and w h e t h e r  or not C anad a is a sec irlty risk compared to 

o ther sources o f  gas. All i said was that 1 d o n ’t think at 

this stage of the pipeline d e v e l o p m e n t  a c t i v i t y  that the 

legislature of Alaska should commit Itself without equivocation
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to c o m plete  support to one project or the other. I t’s 

• p e r f e c t l y  p e r m i s s i b l e  for you and I think it m a y  be of 

value in s a y i n g  that from the standpoint of the interests 

of A l a s k a  this is what a trans A l a s k a  pipeline would mean 

to us. That part of it is all right. You're talking to 

the s pecifics of Alaska's interest in that kind of a 

p i p eline but you're not-saying, and I think it would be 

very prcsumptious, and you may want to recant it later on 

T don't know, I'm not s a y i n g  that you will, but I think 

there is not enough e vidence laid before this legislature 

by e ither of the pipeline groups to b e  able to make a 

J u d gment that, aside from the obvious interests of Alaska, 

that the total balance of c o n s i d e r a t i o n  says that Alaska 

s hould support one p i p e line as compared to the other 

w holeh e a r t e d l y .  Let's wait and see how much more is 

t h r o w n  on the table before you make that final commitment. 

But t h e r e 's n o t h i n g  w r o n g  w i t h  saying that as of today 

In terms of c o n s t r u c t i o n  and employment, in terms of the 

possi b l e  use w i t h i n  the State of Alaska of royalty gas, 

p ossibly, but I have qualif ications on that, the low 

cost gas that would bo available- iri the state for all of 

these reasons Alaska feels that there Is a case to he made 

for a trans Alask a is pipeline. Rut t h a t’s not the same 

tiring as s a y i n g  that w.j have weighed everyt h i n g  -- because 

what you have laid b efore you T submit Is less than the 

w hole that will come out in due course. (live y o u r s e l f  every 

o p p o r t u n i t y  to listen to it. I think you lose nothing by it.
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Hop. Warwick: As far as the FPC is c o n c e r n e d  t h e r e’s

. sense of urgency on the part of the state to pass a

r e s o l u t i o n  unequivocal ly endorsi ng a trans Alaska line?

'" Mr. Lipton: I don't think so. The q u e s t i o n  Is w h e ther

it is absolutely necessary to El Paco and I can't speak 

for that. But I would hate to think that a $3 1/2 billioi 

investment In a gas pipeline, in l i q u i f a c t i o n  facilities, 

in l i q u i f i e d  natural gas tankers, and in g a s i f i c a t i o n  

plants in C a l i f o r n i a  —  all of this hinges on w h e t h e r  or 

not this legislature passes a r e s o l u t i o n  of unequ i v o c a l  

support. If that's the case r w o n d e r  r e ally about the

project. T Just can't believe that a n y t h i n g  of that

e normity depends upon whether or not y o u  give unequivocal 

support. And again lot mo h a s t e n  to say that I'm not being  

% negative. What I ’m sa y i n g  is, give y o u r s e l v e s  time to

see all of the evidence.

Rep. Warwick: I seem to recall, p r o b a b l y  three years ago,

when, well four years ago now, w h e n  I first came to the 

legislature, that you and Mr. Levy indicated that -- we 

w o r e  talking about a trans Alaska  gas. p i p e line at the time.*’ 

you seemed to indicate that at the time you thought the 

economics o f  It precluded it. Do you still feel that way 

or d o  you have any comments. . .



Mr. Lipton: I don't recall to wha t extent we spoke to that

point but if we did we did it on the basis  of what are 

normall y the t r a n s p o r t a t i o n  costs i n v o l v i n g  m o v i n g  gas 

over w a t e r  and so on but I don't t h i n k  that we want ed to

be d e f i n i t i v e  about the whole thing. Look, if two or

three years ago we we re unable to e s t i m a t e  —  we, the 

world, including the membe rs o f  .yeska, w e r e  unable to 

estimat e w i t h i n  150$ what the cost of an oil pipeline was 

going to be, how closely do you think that at this stage 

in the game anybody can estim ate w h a t  the cost of an

121 Paso or a gas Arctic project are. Do you r e m ember what

the first figures were on the cost o f  the A l y c s k a  gas 

pipeline? m o v i n g  200 million b a r r e l s  a day? and what 

they are today? Now if —  and i n c i d e n t a l l y ^ ^  didn't 

Involve the added complications o f  the tanker:- which 

i n c i d e n t a l l y are p r e sum ed to be later to what we have and 

which involve c o ntrac ting for t h e i r  c o n s t r u c t i o n  -- 

HI Paso has some e xpe rience in the r u n  up, u nexpe c t e d  run up 

of costs inv olving the t r a n s p o r t a t i o n  of li quified natural 

gas from a n o ther source of supply. Tn view of all of these 

to talk today on the basis of r e p r e s e n t a t i o n s  that are made 

to the l eg islature that this t r a n s p o r t a t i o n  cost is better 

r » than the o t h e r  t ransportati on cost w i t h i n  5 and 1 0 per

mcf, I would rather wait and see on that as to what kind
»

of evidence  is laid down b e f o r e  the Fed eral Pow er Commission, 

where incidentally there will be i n t e r v e n e r s  in the

8n
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right of a very caref ul look at e v e r y t h i n g  which is submitted. 

* McGill: If there are no more questions, thank you Mr.

Lipton. M e e t i n g  is adjourned.

I
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• ''M r -  L i p t o n  * -

I'll try to get m y  I n t r o d u c t o r y  remarks to the p o i n t  

of the issues w h i c h  y o u  are c o n s i d e r i n g  h e r e  w i t h  r e s p e c t  

to the l e g i s l a t i o n  s u b m i t t e d  b y  t h e  Governor. First o f  

all it is very o b v i o u s  tha t t h e r e  is c o n s i d e r a b l e  u r g e n c y  

in g e t t i n g  on w i t h  t h e  c o n s t r u c t i o n  of the pipeline. T h i s  

is c l e arly eviden ced b y  C o n g r e s s i o n a l  a c t i o n  to a u t h o r i z e  

co n st ruction. And I t h i n k  the a c t i o n  b y  C o n g r e s s  i m p l i e s  

not only an a p p r e c i a t i o n  o f  the h i g h t e n e d  c o n c e r n  b y  the 

n a t i o n  as a w hole for the p o t e n t i a l  c o n t r i b u t i o n  of N o r t h  

Sl o p e  oil to the n a t i o n ' s  p r e c a r i o u s  b a l a n c e  in e s s e n t i a l  

e n e r g y  supplies, but a l s o  a f e e l i n g  that it is i m p e r a t i v e  

at this stage to avoid f u r t h e r  u n e c e s s a r y  d e l a y s  on a c c o u n t  

of l i t i g a t i o n  in the courts. And I think that the same 

spirit, the desire to a v o i d  u n e c e s s a r y  delays, is r e f l e c t e d  

in the negotiati ons b e t w e e n  the G o v e r n o r  and the companies . 

Th e r e  is no doubt bu t that the S t a t e  and the c o m p a n i e s  h a v e  

a very c o mmon i n t erest at least in g e t t i n g  on with the Job.
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Y o u  must i n d e p e n d e n t l y  review the p r o p o s e d  l e g i s l a t i o n  

in the iight of t h e  m a n y  issues involved so in my i n tro=

d u cto ry remarks I w o u l d  like to address m y s e l f  to the

q u e s t i o n  - what h a v e  b e e n  the m a j o r  concerns w h i c h  have 

i m p e l l e d  past l e g i s l a t i o n ,  to what extent are these concerns 

still r e l e v a n t  to the S t a t e  of Alaska, and to what extent 

do the p r o p o s e d  c h a n g e s  in the l egislation a d e q u a t e l y  take 

care of the concerns o f  the State and t o  what extent may 

you want to c o n s i d e r  v a r i a t i o n s ,  deviations, or at least 

review w h a t  is b e i n g  proposed;

The first t h i n g  that I would like to stress is the 

public interest th at is inevitably and i r r e v o c a b l y  i n v ol ved 

in the pipeline; This is a circumstance which is uniq ue to 

Alaska, it is of t r e m e n d o u s  importance to Alaska and it 

Just does not o b t a i n  elsewhere. This is one of the reasons 

why in y o u r  l e g i s l a t i o n  y o u  must be circumspect t o  a d egree 

that p e r h a p s  o t h e r  states need not be; The c o n trast b e t w e e n  

the p i p e l i n e  that is p r o p o s e d  to be b uiit along a c o r r i d o r  

from the North s i o p e  to V a i d e z  contrasts with any o ther

•  *  mm

t r a n s p o r t a t i o n  c i r c u m s t a n c e s  in the lower ^8 states; There

was n e v e r  a time w h e n  it was not possibie, q u ickly and 

e x p e d i t i o u s l y j  f o r  any crude oil p r o d u c e r  h a v i n g  a s i g n i f i­

cant fiow of crude oil w i t h o u t  access to pipeline c apacity 

to u n d e r t a k e  to b u i l d  a hew pipeline; O r  for any refinery  

w i t h o u t  access to p i p e l i n e  that would b r i n g  crude oil to



his r e f i n e r y  not to u n d e r t a k e  t h e  c o n s t r u c t i o n  o f  a pipel i n e .  

T h e r e  is t o d a y  for e x a m p l e  a v e r y  B e r i o u s  s h o r t a g e  of 

p i p e l i n e  c a p a c i t y  i n t o  the M i d w e s t  area. CAP line, w h i c h  

u n t i l  A l y e s k a  was the l a r g e s t  u n d i v i d e d  i n t e r e s t  c r u d e  oil 

p i p e l i n e  in t h e  U n i t e d  S t a t e s  is e x p a n d i n g  its c a p a c i t y  

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

p a r t i c i p a t i n g .  Its not a p r o p o r t i o n a l  e x p a n s i o n  of 

c a p a c i t y  but t o  r e f l e c t  t h e i r  s e v e r a l  needs. T h e r e  are 

r e f i n e r i e s  located in the m i d - c o n t i n e n t  a r e a  of the U n i t e d  

S tates that h a v e  h i s t o r i c a l l y  d r a w n  t h e i r  crude s u p p l i e s  

from O k l a h o m a  and K a n s a s  w h e r e  c r u d e  p r o d u c t i o n  is g o i n g  

d o w n  that are p r e p a r e d  to b u i l d  t h e i r  own p i p e l i n e  f r o m  

the U.S. Q u l f  area into the m i d - c o n t i n e n t  area. T h e r e  was 

a n e w  f airly large c a p a c i t y  p i p e l i n e  Just c o m p l e t e d  t o  

carry p r o d u c t s  from the g u l f  coast a r e a  to n e w  c o n s u m e r  

m a r k e t s  i n  the m i d - west. S o  t h a t  a l t h o u g h  I n d i v i d u a l  

pi p e l i n e s  have, in a sense, a m o n o p o l y  over t h e i r  own 

r i g h t s - o f - w a y  and are r e g u l a t e d ,  the c i r c u m s t a n c e s  of  

i n v e s t m e n t  c o n s t r u c t i o n  in the l o w e r  48 m a k e  it p o s s i b l e  

for c o m p e t i n g  or a l t e r n a t i v e  forms o f  t r a n s p o r t a t i o n  t o  be 

provided. This is s imply not t h e  case w i t h  r e s p e c t  t o  the 

crude oil res ources o f  the N o r t h  S l o p e  and the a ccess to 

export m a r k e t s  in s o u t h e r n  Alaska. That p i p e l i n e  c o r r i d o r  

w i l l  c o nvey t o  w h a t e v e r  c o m p a n y  b u i l d s  that p i p e l i n e  an
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a n  i r r e v o c a b l e  right f o r  the t r a n s p o r t a t i o n  of crude oil.

T he s t a t e  has t r e m e n d o u s  i n t e r e s t  in this pipeline. It 

h a s  i n t e r e s t  in s e e i n g  that the fa cilities are o p e rat ed 

in the m o s t  economic al, e f f i c i e n t  fashion. That the 

f a c i l i t i e s ,  w h a t e v e r  t h e i r  capacity, m a y  in due course 

be e x p a n d e d  to meet the needs e i t n e r  of i n c o m i n g  p r o d u c t i o n  

or f a c i l i t i e s  provided to e xpand the d e l i v e r y  of crude oil, 

for e x a mple , to i n t e r m e d i a t e  points w i t h i n  the State, sucn 

as F a i r b a n k s .  My point s imply  is.that company in terests  

m a y  not alway s c o r r e s p o n d  in toto, or at a m oment in time 

to the c o n c e r n s  that are of p r i m a r y  inte rest to the State.

I had the p r i v e l e g e  of l i s t e n i n g  t o  Mr. Spahr's  

t e s t i m o n y  b e f o r e  this C o m m i t t e e  y e s t e r d a y  a f t e r n o o n  and I 

w as q u i t e  im pressed w i t h  his v e r y  careful and precise 

s t a t e m e n t  of h ow a company b a l a n c e s  all of its investment 

d e c i s i o n s  against thei r m a n y  a l t e r n a t i v e s ,  w h i c h  means in 

e ffect that the econ omic interests of the State, from time 

to t i m e  and in various respe c t s  m a y  not coincide with the 

i n c l i n a t i o n s  of the i n d i v i d u a l  compan ies w ho are parti c i p a n t s  

in the pipeline.

T h e r e  is no way in w h i c h  the State, t h r ough its r e g u l a­

tory m a c h i n e r y ,  can impose arbitrary  or capricious demands

u p o n  the pipeline, e i t h e r  to d e n y  t h e m  the right to do things 

or t o  c o m p e l  them to d o  things, b e c a u s e  the pipleline always

has r e c o u r s e  to the state courts, u n d e r  the due process of

law, a g a i n s t  c apricious,  a r b i t r a r y  or c o n f i s c a t o r y  demands
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m a d e  b y  a r e g u l a t o r y  authority. T h e r e  Is likely to be a 

w i d e  r a n g e  of b u s i n e s s  transacted by that p i p e l i n e  which 

i n v o l v e s  i n t r a - s t a t e  c o m m e r c e  and w h i c h  invol v e s  State 

i n t e r e s t  i n  the t o t a l i t y  of its commerce. And, to the 

e x t e n t  that the S t a t e  h a s  an interest and can exercise 

J u r i s d i c t i o n ,  it w o u l d  seem t o  us that the l e g i s l a t i o n 

e n a c t e d  by this l e g i s l a t u r e  should c l a i m  f o r  the State 

such J u r i s d i c t i o n ,  s u bject b o t h  to the p r i o r  J u r i s d i c t i o n  

that the ICC m a y  h a v e ,  and subject also to court review ■ 

of h o w  the S t a t e  e x e r c i s e s  such J u r i s d i c t i o n  as is 

a v a i l a b l e  t o  it. But, I w o u l d  not t h i n k  that the claim 

by the State, i n  its legislation, to e x e r c i s e  regulatory 

J u r i s d i c t i o n ,  s h o u l d  be such a d i s a b l i n g  f a c t o r  that in 

ad v a n c e  t h e y  w o u l d  say that w e  will not submit to the 

l e g i s l a t i v e  e x e r c i s e  of this power and go ahead with the 

c o n s t r u c t i o n  of o u r  p i p e l i n e  unless it has b e e n  previously 

r e v i e w e d  in the courts. The exercise of the State r e g u l a­

tory a u t h o r i t y  is a l w a y s  available to t h e m  subject to 

J u d i c i a l  review. I w o u l d  not think that this one, among 

the m a n y  issues w o u l d  be the one that w o u l d  be such a 

s t i c k l e r  that  it w o u l d  i n v o l v e  prio r l i t i g a t i o n  and unecessary 

d e l a y s  on the s u b j e c t  o f  the c o n s t r u c t i o n  o f  the pipeline.

This bears  u p o n  aspects both In the p r o p o s e d  amendments to 

the P i p e l i n e  C o m m i s s i o n  Act and c e r t a i n  p r o p o s e d  amendments 

i n  the R i g h t - O f - W a y  Act.
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T h e  s econ d o v e r w h e l m i n g  i n t e r e s t  o f  the S t a t e  I t h i n k  

is i n  the t a r i f f  w h i c h  t h e  p i p e l i n e  w i l l  e v e n t u a l l y  

e s t a b l i s h .

T h e  e s t i m a t e d  c osts o f  t h e  p i p e l i n e  goes u p  by leaps 

a n d  b o u n d s .  The f i gure t h a t  is n o w  b e i n g  us ed i n  the rang e 

o f  4 - 4 1/2 b i l l i o n  d o l l a r s  w h i c h  m a k e s  it b o t h  an 

i n c r e d i b l e  i n d u s t r i a l  u n d e r t a k i n g  and p r i v a t e  i nve stment.

B ut it ought to be s e e n  i n  c o n text. T h e r e  has b e e n  o v e r  

t h e  p a s t  three years, a c c o r d i n g  t o  estimates, a n  i n c r e a s e  ' 

of 3 b i l l i o n  d o l lar s in the c o n s t r u c t i o n  costs of the 

p i p e l i n e .  On the o ther h a n d ,  the i n c r e a s e  in w e l l h e a d  

v a l u e s  in Alaska, as m e a s u r e d  only by t h e  I n c rease in 

p o s t i n g s  a l ready put i n t o  e f f e c t  in C a l i f o r n i a ,  are on the 

o r d e r  cf 60<t a b a r r e l ,  a n d  60<fc a b a r r e l  on 10 b i l l i o n  

b a r r e l s  o f  r e c o v e r a b l e  oil, m e a n s  at l e a s t  that the c a pital  

a s s e t s  w h i c h  u n d e r l i e  all of the i n c e n t i v e s  to c o n s t ruct 

this p i p e l i n e  have gon e u p  b y  a b o u t  6 b i l l i o n  d o l l a r s  in 

the s a m e  p eri od of time. I n s o f a r  as t h e  e c o n o m i c s  o f  the 

p i p e l i n e  are i r r e v o c a b l y  tied in w i t h  t h e  e c o n o m i c s  of crude 

oil p r o d u c t i o n ,  the i n c r e a s e  in the c o n s t r u c t i o n  costs o f 

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

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

to the t r e m e n d o u s  i n c r e a s e s  i n  the v a l u e  of A l a s k a n  oil, 

w h i c h  h a v e  already o b t a i n e d  b y  v i r t u e  o f  the r u n  up in 

e n e r g y  p r i c e s  and c rude oil v a l u e s  in C a l i f o r n i a ,  and al so 

w i t h  r e s p e c t  to f o r e i g n  oil at the p r i c e  w hich it c a n  be
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b r o u g h t  into the U n i t e d  States.

T h e s e  h i g h e r  w e l l h e a d  v a lues, r e f l e c t i n g  w o r l d  oil prices, 

a re n o  r e a s o n  for t h e  l e g i s l a t u r e  t o  h a v e  less c o n c e r n  than  

b e f o r e  a bout the r e l a t i o n s h i p  b e t w e e n  a  p i p e l i n e  t a r i f f  and a 

w e l l h e a d  p r i c e  at w h i c h  t h e i r  s e v e r a n c e  tax and r o y a lties  

are assessed. The m e r e  fact that t he o i l  is w o r t h  m o r e  is no 

r e a s o n  f o r  y o u  not t o  insist t h a t  the m a x i m u m  w o r t h  accrues 

to the S t a t e ,  and that it not b e  u n e c e s s a r i l y  d e p r e s s e d ,  

e v e n  if its d e p r e s s e d  f r o m  an u n e x p e c t e d l y  h i g h  level by 

v i r t u e  of the t a r i f f  w h i c h  is e s t a b l i s h e d  on the pipeline.

It is not the issue that one q u e s t i o n s  the good will or 

the e c o n o m i c s  of the company. The r e a l  q u e s t i o n  has to d o  

w i t h  h o w  the State, g i v e n  its e c o n o m i c  i n t e r e s t ,  exer cises 

its r e s p o n s i b l e  l e g i s l a t i v e  a u t h o r i t y  t o  p r o t e c t  the interests 

of the S t a t e  in the event that c o m p a n y  i n t e r e s t s ,  for one 

r e a s o n  or another, are found i n  such a  w a y  that the State 

feels its own i n t e r e s t s  are b e i n g  b y p a s s e d .  It is f o r  that 

r e a s o n  that we h a v e  felt very s t r o n g l y  that the S t a t e  should 

be l o o k i n g  at a p a c k a g e  of l e g i s l a t i v e  m e a n s  that not 

n e c e s s a r i l y  b y  t h e m s e l v e s  but t o g e t h e r ,  w o u l d  always conduce 

to the mos t f avor a b l e  tariff, in l i g h t  of t h e  S t a t e s  economic 

interest.

One of the specific  issues i n v o l v e d  is one that came to 

the fore in the R i g h t - O f - W a y  L e a s i n g  A c t  o f  1972 was the 

p e r c e n t a g e  lease r e n t a l  and the m a n y  p r o v i s i o n s  a s s o c i a t e d  

w i t h  it. If you r e c a l l  our t e s t i m o n y  last year, this was

•• •



o n e  a r e a  in w h i c h  we h a d  certain re servations. It c e r t a i n l y  

w a s ,  to o u r  mind, an i maginative a p p roach on the p a r t  of the 

State, since the m a i n  intent and purp ose of the p e r c e n t a g e  

lease r e n t a l  f o r m u l a  was not to raise reve nue for the State. 

Q u i t e  the contrary, the intent and purpose was to h o l d  out 

an a l t e r n a t i v e  o f  p a i n s  or rewards to the p i p e l i n e  p a r t i c i­

pa t i n g  c ompanies. P ains in the form of a very h i g h  lease 

r e n t a l  if they set t o o  h i g h  a tariff, and r e w a r d s  in the 

f o r m  of an a p p r e c i a b l y  lower lease rental if they set the 

l o w e r  tariff. W e  h a d  however, considerable u n c e r t a i n t y  as 

to what  the c o m p a n y  r e s p o n s e  w o u l d  be to it. It was then  

very, very d i f f i c u l t  and it remains very, very d i f f i c u l t  to 

comput e, company  by company, the way in w hic h the impact of 

the p e r c e n t a g e  lease rental would fall upon the compan y, 

not k n o w i n g  in a d v a n c e  what the ultimate p r o p o r t i o n s  w o u l d  

be b e t w e e n  a c o m p a n y’s-equity in the pipeline and a c o m p a n y’s 

e quity i n  the crude oil, that is w h e t h e r  they w e r e  a net 

b u y e r  or a net seller. And not k n o w i n g  what the tax expo s u r e  

was o f  i n d i v i d u a l  c o m p a n i e s  with respect to income e a r n e d  on 

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

and the d i s a d v a n t a g e  of severance tax royalty, or w h a t  their 

i ncome tax e x p o s u r e  m ight be on pipeline o p e r a t i o n s  given 

a c c e l e r a t e d  a m o rtization, investment tax credits, etc. This 

is .a very diffic ult corporate computation. So there was 

c o n s i d e r a b l e  u n c e r t a i n t y  as to w h e t h e r  the i n c e n t i v e  that 

was i n t e n d e d  in the per centage lease rental w o u l d  a c t u ally



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

of l e a s e  r e n t a l s .  Any r e n t a l  payment that a p i p e l i n e  company 

m a k e s ,  i n s o f a r  as it is subject to ICC J u r i s d i c t i o n  and 

I n s o f a r  as It sets its t a riffs subject t o  t h e  Icc rate m aking  

rule, if it pays a r e n t a l  it is in e f f e c t  able t o  recover  

that r en tal p a y m e n t  t h r o u g h  the t a r i f f . So that the h igher  

the r e ntals are the h i g h e r  the t ariff w o u l d  h a v e  to be.

T h i r d  there was the legal Issue, a n d  I t h i n k  that, 

u n d e r  the c i r c u m s t a n c e s ,  where this has b e e n  made by the 

industry, one of the p i v o t a l  issues in t h e i r  litig a t i o n  

I s u s p e c t  that the l e g i s l a t u r e  w ould w a n t  t o  c o n s i d e r  very, 

very c a r e f u l l y  the e x t e n t  to w h i c h  the p e r c e n t a g e  lease 

rental f o r m u l a  and all the provi s i o n s  a s s o c i a t e d  w i t h  it 

are e s s e n t i a l  to the in terests of the S t a t e  or w h e t h e r  there 

are o ther alter n a t i v e s .

The s e c o n d  i n n o v a t i o n  that was I n t r o d u c e d  in the l e g i s­

lature last y e a r  and is now subject for y o u r  review, is the 

option  of the S t a t e  to b u y  up to 2 0 % e q u i t y  in the pipeline. 

Last y e a r  we w e r e  r a t h e r  n egative on t h e  subject of 100$ 

state o w n e r s h i p  for r e a s o n  which we w o u l d  still enunciate.

But we did feel that there was a very c o g e n t  r e ason for the 

St a t e  to h a v e  an o p tion  to buy a p a r t i c i p a t i o n  in the pipeline, 

in due course. What we had r e c o m m e n d e d ,  and what was enacted 

into y o u r  l e g i s l a t i o n  last year, w as a n  o p t i o n  to acquire up

work.
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to a 20% u n d i v i d e d  i n t e r e s t  i n  the pipeline. The reasons

for that were, if the S t a t e  e x e r c i s e d  its option, it cou ld

use its o w n e r s h i p  of some pe rcen t a g e ,  and it does not h a v e

to be a very large p e r c e n t a g e ,  it could be less than 20$,

to u t i lize its o w n e r s h i p  of t r a n s p o r t a t i o n  facilities to

leverage all t a r i f f s  d o w n w a r d .  The State could set a

t a r i f f  and say that this is a n  appropria te yard stick that

others can follow. Or t h e  S t a t e  could set a t ari ff and if

the t ariff were l o w e r  t h a n  the c o m p a n y’s tariff p r e s u m a b l y

all shippers w o u l d  elect first to m o v e  their oil where the

tr a n s p o r t a t i o n  c h a r g e  is least, and on that basis the S tat e

w ould be in a p o s i t i o n ,  w i t h  its r elativel y lower tariffs,

to say that this is w h a t  d e t e r m i n e s  the value of oil on the

North Slope, and use that as the basis for its s everance

tax and royalty c a l c u l a t i o n s ,  w i t h  the onus b e i n g  on the

company to prove that a h i g h e r  t a r i f f  is necessary. Or if all else fail

altern a t i v e l y  for the S t a t e  to say we too will charge a

high t ariff and in e f f e c t  we will r e c o v e r  in the profit

on the oil that we m o v e  t h r o u g h  o u r  share of the pipeline

what we may have lost t h r o u g h  sev er a n c e  tax and royalty

revenues b e c a u s e  a h i g h  t a r i f f  depresses  the value of the

oil on the North Slope.

The a t t r a c t i v e n e s s  o f  the o p t i o n  p r o v ision was that 

h a y i n g  the o p t i o n  it w o u l d  not have to be exercised.

ri (
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That wh at the S t a t e  c o u l d  do by Its option, plus w h a t  It 

m ight do t h r ough  Its t a x i n g  authority, that all of the se 

w o u l d  be c o n d u c i v e  to a r e a s o n a b l e  agreement b e t w e e n  the 

c o m p anies  and the S t a t e  as to what a reasonabl e t a r i f f  

w o u l d  be, w h i c h  m i g h t  v e r y  well be at an ICC rate, d e p e n d­

ing on what ICC r a t e  m a k i n g  policy is in 1977 and 1978.

Or it might be s o m e w h a t  lower, but at least it p r o v i d e s  

the State w i t h  a n e g o t i a t i n g  leverage and it w o u l d  be one 

of those tools w h i c h  h o p e f u l l y  the State would n e v e r  have 

to exercise. The n e g o t i a t i o n s  b e t w e e n  the G o v e r n o r  and 

the industry have c h a n g e s  quite substantiall y the w h o l e  

c o nce pt of the S t a t e ' s  r i g h t  to acquire an interest in the 

pipeline. Last y e a r  the c o m p a n y  representati ves were 

a b s o l u t e l y  adamant that S t a t e  ownership or State p a r t i c i­

p a t i o n  or Stat e o p t i o n  w e r e  absolutely unacce p t a b l e  and 

this was very l a r g e l y  c o u c h e d  in terms of the f i n a n c i n g  

p r o b l e m s  that w o u l d  be posed.

I would like to c a l l  a t t e n t i o n  to arrangements that 

have b e e n  made e l s e w h e r e  w h i c h  involve government p a r t i c i p a­

tion in a pipeline and a g o v e r n m e n t  option to buy. I'm 

r e f e r r i n g  now to an a r r a n g e m e n t  which has been made b e t w e e n  

a c o n s o r t i u m  of oil. c o m p a n i e s  called SINCRUD E and the 

Provinc e of A l b e r t a  in C a n a d a  h a v i n g  to do with the r ight 

to p r o duc e and t r a n s p o r t  a synthetic oij. processed from the 

t ar sands of the A t h a b a s c a n  tar belt. Will have to be a 

p i p e l i n e  which connects the Athaba s c a n  T a r  Sands D e v e l o p m e n t



P r o j e c t  w i t h  the City o f  E d m o n t o n  w h e r e  the oil w i l l  then 

move i n c o  o t h e r  p ipelines. The P r o v i n c e  o f  A l b e r t a  is 

given, d e  n o v a , from start, an 80* e q u i t y  i n  the pipeline.

The c o m p a n i e s  w h i c h  are p a r t i c i p a n t s  in S I N C R U D E  commit 

t h e i r  s hares o f  the oil to that p i p e l i n e ,  w i t h o u t  r e s e r v a­

tion. S e c o n d l y ,  and this does not h a v e  t o  d o  w i t h  p i p e l i n e  

but it h as to d o  w i t h  a n  option, the P r o v i n c e  o f  A l b e r t a  

has an o p t i o n  to acquire, a f t e r  the start of p r o d u c t i o n ,  an 

u n d i v i d e d  interest in the p r o d u c t i o n  i t s elf, o f  not less 

than 5% and not mor e t h a n  20%, w i t h  a f o r m u l a  that d eter mines 

in a d v a n c e  what price w i l l  be paid b y  the P r o v i n c e  of 

A l b e r t a  for the a c q u i r i n g  of that option.

I m u s t  be very c a r e f u l  to d i s t i n g u i s h  b e t w e e n  the 

m a g n i t u d e  of what is i n v o l v e d  here. The A l y e s k a  P i p e line 

w i t h  an i n v e s t m e n t  of some 4 4 1 / 2  b i l l i o n  d o l l a r s  is a

m u c h  l a r g e r  p i p e l i n e  faci l i t y  than e i t h e r  the A t h a b a s c a n  

p i p e l i n e  or even the p r o d u c i n g  o p e r a t i o n s .  T h e r e  are 

d i f f e r e n c e s  in the m a g n i t u d e s  and d e g r e e s ,  b u t  s u r e l y  the 

p r i n c i p l e  of a d e f i n i t e  p a r t i c i p a t i o n  in the p i p e l i n e ,  or 

the o p t i o n  to acqu ire a p a r t i c i p a t i o n  is not w i t h o u t  precedent. 

If t h e r e  are p r o b l e m s  i n v olved in t h e  f i n a n c i n g  o f  the 

p i p e l i n e  b e c a u s e  there is an o u t s t a n d i n g  o p t i o n  for the State 

to a c q u i r e  it, I would b e l i e v e  that t h o s e  f i n a n c i n g  problems 

c ould b e  r e s o l v e d  if the terms and c o n d i t i o n s  o f  a c q u i s i t i o n
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u n d e r  the o p t i o n  w e r e  spelled out. T h a t  is t o  say their 

i n v e s t m e n t ,  t h e i r  costs, plus interest on t h e i r  i nvest m e n t  

up to the t i m e  of the States taking o v e r  the p i p e l i n e ,  will 

be p a i d  to them, and that the State t h e r e a f t e r  u n d e r t a k e s  

c o m m e n s u r a t e  o b l i g a t i o n s  for w h a tever the o u t s t a n d i n g  debt 

m a y  be.

The p r i n c i p l e  o f  an option to buy is not w i t h o u t  precedent. 

This c o n s o r t i u m  of oil companies, who t o g e t h e r  c o n s t i t u t e  the 

S I N C R U D E  g r o u p ,  c o n t a i n s  w i t h i n  their m e m b e r s h i p  o f  four, 

two; the E x x o n  C o r p o r a t i o n ,  through I m p e r i a l  Oil in Canada, 

and A t l a n t i c  R i c h f i e l d ,  who are major p a r t i c i p a n t s  in the 

A l y e s k a  Pipeli ne. So that insofar as the p u r p o s e  of an option 

s till c o m m e n d s  i t s e l f  to the Legi sl a t u r e  as a s i g n i f i c a n t  

f a c t o r  in the p r o t e c t i o n  of the State i n t e r e s t ,  w h i c h  probably 

m a y  n e v e r  b e  e x e r c i s e d  but which  n o n e t h e l e s s  r e p r e s e n t s  a 

p r u d e n t  a p p r o a c h  b y  the Legislature. I think it m a y  also be 

c o n s i d e r e d  that the prece d e n t s  which h a v e  b e e n  trans pired, 

and if n e c e s s a r y ,  a g r e e m e n t  by the S tate in a d v a n c e  on what 

tne f o r m u l a  f o r  p a y m e n t  will be, so that it is c a r e f u l l y  

s p e l l e d  out, I w o u l d  t h i n k  that at that sta ge of the game it 

s h o u l d  not b e  a c o m p l e t e l y  inhibiting f a c t o r  w i t h  r e spec t to 

the f i n a n c i n g  of the pipeline.

T h e  third b r o a d  area at issues has to d o  w i t h  taxation. 

O b v i o u s l y  the t a x i n g  p o w e r  of the State is the u l t i m a t e  power, 

that the L e g i s l a t u r e  exercises w i t h  r e s p e c t  to any of the

i
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Issues w h i c h  m a y  be I n v olved w i t h  r e s p e c t  t o  A l a s k a n  oil.

T h e r e  Is new t a b l e d  b e f o r e  you two m a j o r  tax m e a s u r e s ,  

an ad v a l o r e m  p r o p e r t y  tax and an a m e n d m e n t  to the 

s e v e r a n c e  tax. N o  l e g i s l a t u r e  can b i n d  I t s e l f  t h r o u g h  ics

t e r m  of office, let alone bind future l e g i s l a t u r e s ,  so

w h a t e v e r  is e n a c t e d  in terms of tax l e g i s l a t i o n  is s u s c e p t i b l e  

to a m e n d m e n t  at any time. C e r t a i n l y  an oil c o m p a n y ,  more 

than any c o m p a n y  in the world, is a w a r e  o f  the t a x i n g  p ower

of s o v e r e i g n  states or States. In the c o n t e x t  o f  the

package of l e g i s l a t i o n  that is s u b m i t t e d  t o  you, it would  

a ppear that any tax l e g i s l a t i o n  that y o u  e n a c t  in this 

S p ecial S e s s i o n  of the Legisl a t u r e ,  i m p l i e s  s o m e  k i n d  of a 

commitment. Here t here have b e e n  n e g o t i a t i o n s ,  tax propos als 

have b e e n  made, in a special s e s s i o n  of t h e  L e g i s l a t u r e  you 

are b e i n g  asked to amend or pass l e g i s l a t i o n  w h i c h  seems to 

be part and p a r c e l  of a whole p a c k a g e  o f  l e g i s l a t i v e  items, 

and c e r t a i n l y  the industry, no m a t t e r  h o w  m u c h  it feels is 

subject to a m e n d m e n t  in the future, w i l l  n o t  be r e m i s s  is 

r e c a l l i n g  to this o r  subseq u e n t  l e g i s l a t u r e s ,  that w h a t  you 

enact t oday was part of a package.

%
T h e r e f o r e  it seems to me that this p a r t i c u l a r  l e g i s l a t u r e  

ought to be e s p e c i a l l y  careful in what it d o e s  in terras of 

their tax decis i o n s ,  and c e r t ainly the l e g i s l a t i v e  r e c o r d  

ought to show that a p r esent e n a c t m e n t  r e p r e s e n t s  the sense 

of the L e g i s l a t u r e  t o  the extent that it is able  to look  

ahead and see the c i r c u m s t a n c e s  u n d e r  w h i c h  t h e  tax w i l l  be



-1 5 -

o pe ra t iv e . P r o m  the v i s i b i l i t y  of today, I s u b m i t  that 

1977 and 1978 m i g h t  not loo k at all the way you or I th in k 

its g o i r g  to look w i t h  r e sp e ct  to the ec onomics o f  North 

S l o p e  p r o d u c t i o n  or the eco no m ic s  of e x p l o r a t i o n  and 

d e v e l o p m e n t  e l s e w h e r e  in  the State. So in a sense, if you  

are e n a c t i n g  tax l e g i s l a t i o n  today, you must also be alert 

to the fact that the i n te re s ts  that the State  w i l l  be 

l o ok i ng  at 3 - - 5 y e a r s  he n ce  may a p pe a r ver y d i f f e r e n t l y

t ha n  the bes t p e r s p e c t i v e  any o f  us c an  hope to h a v e  on the 

future fr om  today. So  that the tax l eg i sl a t i o n  w i l l  be 

subject to re v ie w , no only as a m a t t e r  of l e g i s l a t i v e  

p er o ga t i v e ,  but also as a m a t t e r  of ve ry  basic e q ui t y as 

c ir c um s t a n c e s  may be changing.

T h e r e  are t hr ee  c a te go r i e s  of  taxa ti on w h i c h  are rel evant 

to your L eg i sl at ur e.

(1) T he  first is a s e v e r a n c e  tax with a m e n d m e n t s  set 

b e f o r e  you. We have  al wa ys  looked on the s e v e r a n c e  tax as a 

tax w h i c h  c a p t ur e s for the S ta te  a po rt io n  of the econ om ic 

interest in its n a t u r a l  r es ource, and which was s u f f i c i e n t l y  

b r o a d  g u ag e d so that it r eally wasn 't  d irected  to  the p r o d u c­

tion of one sp ec ific c o m p a n y  o r  the p r o d u c t i o n  of  any specific

_____________ . T w o  to t h r e e  years ago we felt that what the

l e g i s l a t u r e  did ought not to  be constrained by the p a r t i c u l a r  

c i r c u m s t a n c e s  of Co o k Inlet  at that time, nor ought to be so 

f la m bo y a n t  that it was d i r e c t e d  entirely to the hectic

(
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e x p e c t a t i o n s  o f  N o r t h  S l o p e  d e v e l o p m e n t ,  b ut th a t in a sense 

it r e p r e s e n t e d  a f a i r  and e q u i t i b l e  tax g i v e n  the c i r c u ms t an ce s  

of cu r re nt ,  p r o s p e c t i v e  and futu re  p r o d u c t i o n  out  of Alaska.

Out of that cam e y o u r  tax w h i c h  was the p e r c e n t a g e  of w e l l h e a d  

v al ue  and w h i c h  c o n t a i n e d  f o u r  d i f f e r e n t  b r a c k e t s  w h i c h  

r e l a t e d  to a v e r a g e  w e l l h e a d  ac ti vi ty.

Last y e a r  y o u r  s e v e r a n c e  tax u n d e r w e n t  s u b s t a n t i a l  change 

w i t h  the i n t r o d u c t i o n  o f  cen ts  p e r  b a r r e l  w h i c h  w a s  d e s i g n e d  

as a f l oo r b e l o w  w h i c h  the S t a t e ' s  r e v e n u e  w o u l d  not fall 

w h a t e v e r  t r a n s p i r e d  w i t h  r e s p e c t  to w e l l h e a d  v a l u e  of the 

oil.

T h e r e  are two d i f f e r e n t  ways of  l o o k i n g  at t he cents per 

b a r r e l  aspect o f  the s e v e r a n c e  ter One is as a m e an s  of 

o f f s e t t i n g  d e p r e s s e d  w e l l h e a d  values. Th a t is t o  say, if the 

p i p e l i n e  t ar i ff  is h i g h  and the w e l l h e a d  v a l u e  is d e pr e s s e d ,  

then if yo u c an ' t get it as a p e r c e n t a g e  of  w e l l h e a d  value 

then you get it as ce nt s p e r  barrel. It is a r e s p o n s e  to 

what you m ig ht  h a v e  c o n s i d e r e d  an u n j u s t i f i a b l y  h i g h  t a r i f f  

w h i c h  d e p r e s s e d  w e l l h e a d  v a l u e  and h e n c e  y o u r  s e v e r a n c e  tax.

Of c o u rs e  you c a n  get that a l s o  by c h a n g i n g  y o u r  s c h e d u l e  in 

p e r c e n t a g e  of w e l l h e a d  values. But as an  o f f s e t  to cents per 

barr e l,  or the s e v e r a n c e  t ax h o w e v e r  its e n a c t e d ,  as an  offset 

to the l o w er i ng  o f  w e l l h e a d  v alues t h ro u gh  the h i g h  ta ri ff, it 

is a bl unt i n s t r u m e n t  b e c a u s e  it af f ec t3  ev ery p r o d u c e r  in the 

S ta t e w i t h  h i g h e r  s e v e r a n c e  tax o b l i g a t i o n s  i r r e s p e c t i v e  of 

w h e t h e r  o r  not that p r o d u c e r  is a m e m b e r  of the p i p e l i n e  or 

not.
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As a r e v e n u e  mea s ur e , every s ev e ra nc e  t ax  b e a r s  on 

p r o d u c i n g  p ro fits. But it bear s on it I nd i r e c t l y ,  that is 

to say it is a p e r c e n t a g e  of gross value. And as a reve n ue  

m e a s u r e  it comes out of p r o d u c i n g  profits, b ut  it can be 

a d i f f e r e n t  p r o p o r t i o n  of p r o d u c i n g  pr ofits d e p e n d i n g  u p o n  

the r e l a t i o n s h i p  'or i n d i v i d u a l  fields and i n d i v i d u a l  

c om p an ie s and indiv i du a l c ir cu m s t a n c e s ,  of the r e l a t i o n s h i p  

b e t w e e n  g r os s v al ue  and net value of the oil. T h e r e f o r e  it 

is not an i n c o m e  tax t h o u g h  it does fall up o n it. It is a 

re ve n ue  r a i s i n g  m e a s u r e  that is always a v a i l a b l e  to the State  

and is s u s c e p t i b l e  to w h a t e v e r  rates the S t a t e  m ay  w a nt  to 

impose, w h i c h  the S t a te  ca n  adjust w h e n e v e r  it ch oo s e s if 

it is d i s s a t i s f i e d  w i t h  w e l l h e a d  values. But this is an 

ec o no m ic  Ju d ge m en t.

The r o y a l t y  offset fe ature in the last a m e n d m e n t  of the 

se ve r an c e t ax  was o b v i ou sl y  a legal issue of  c o n s i d e r a b l e  

ge ne ra l c o n c e r n  to the industry. B e c a u s e  wh a t it i m p li e d to 

the i n d u s t r y  was that he r e  in Alaska, and p o t e n t i a l l y  elsewhere, 

r o y a lt y  p a y m e n t s  w hi c h they en tered u p o n  by v i r t u e  of  c o n t r a c­

tual le ase a r r a n g e m e n t s ,  m ight in effe c t be c h a n g e d  by the 

Sta te e n a c t m e n t  of s ev er a n c e  tax legislation.

You c a n  of c ourse  a c h ie v e w h a t e v e r  level o f  tax i. -ome 

from the S t a t e  d i r e c t l y  for s e ve ra nce tax or e v e n  h i g h e r  

se ve r an c e t ax  to offset what you c o n s i d e r  to be  a loss of 

r oyalty inc o me , not by a roya l ty  offs et but s i mp l y by a hig h

*



The legal a t t a c k  u p o n  y o u r  l a s t  s e v e r a n c e  tax  e n a c t m e n t  

could b e  v o id ed  b y  a v e r y  s i m p l e  a m e n d m e n t ,  th at  Is t o  simp l y  

e l i m in a te  the r o y a l t y  o f f s e t  and l e a v e  all the old s c h e d u l e ,

In w h i c h  case th e I n d u s t r y  w o u l d  b e  p a y i n g  a v e r y  c o n s i d e r a b l y  

h i g h e r  s e v e ra nc e  tax t h a n  t h e y  p a i d  u n d e r  t h e i r  old t ax  or 

they are p a y i n g  u n d e r  t h e  g o v e r n m e n t s  p r o po se d  l e g i s l a t i o n .

To a v oi d the legal is s ue  of  the r o y a l t y  offset is s o m e t h i n g  

I t hink wel l w o r t h  c o n s i d e r i n g ,  b e c a u s e  you c an  e x e r c i s e  y o u r  

s e v e r a n c e  t a x i n g  p o w e r  at any time.

(2) The ad v a l o r e m  t ax  is v e r y  c l e a r l y  to r a i s e  r e v e n u e  

for the S t a t e  and p a r t i c u l a r l y  as a n  i n t e r i m  s ou r ce  o f  r e v e n u e  

and is one a m o n g  v a r i o u s  ones  th a t you might c o n s i d e r .  Th e 

only t h i n g  that I w o u l d  l i k e  to m e n t i o n  about it is t h e  

o b s e r v a t i o n  that an ad v a l o r e m  tax i m p o s e d  up o n a p i p e l i n e  

is r e c o v e r a b l e  b y  its t a ri f f.  It is a cost of d o i n g  b u s i n e s s  

by the p ip el in e and u n d e r  ICC r e g u l a t i o n s ,  and I s u s p e c t  u n d e r  

y o u r  o w n  State of  A l a s k a  Publ i c U t i l i t y  r e g u l a t i o n s ,  a n  ad 

v a l o r e m  tax b e c o m e s  a cos t of d o i n g  b u s i n e s s  and t h e r e f o r e  can 

be add ed  onto the tar i ff .

By w a y  of r o u g h  c a l c u l a t i o n ,  o n  a 4 1/2 b i l l i o n  b a r r e l  

p i p e l i n e  a 20 m i l l  rat e w o u l d  y i e l d  about 90 m i l l i o n  d o l l a r s  

per y e a r  in tax r e v e n u e  ad v a l o r e m  tax on the p i p e l i n e  it self, 

w h i c h  in effect w o u l d  m e a n  ab out 20 $ p e r  b a r r e l  a d d i t i o n  to 

the tariff. The ad v a l o r e m  tax w o u l d  b e  p a s s ed  on t o  s o m e o n e  

else i n  the t a r i f f  o f  t h e  p i p e l i n e .  I n s o f a r  as the p i p e l i n e

severance tax.



t a r i f f  is h i g h e r  and the w e l l h e a d  v a l u e s  are lower, the State 

i t s e l f  w o u l d  b e a r  21% of the b u r d e n  of the tax b e c a u s e  it 

w ou l d r e d u c e  the r o y a lt y  se v er a nc e tax income. The tax 

wo ul d  b e c o m e  a b u r d e n  on t ho se p r o d u c e r s  on the N o rt h  S lo pe  

who are not p a r t i c i p a n t s  in the p i p e l i n e  but  w h o  hav e to 

t ra n s p o r t  o il  b e c a u s e  the ta riffs to  t h e m  w i l l  be  higher.

Th e y w o u l d  b e a r  a p o r t i o n  of the b u r d e n  in p r o p o r t i o n  to 

the aftiount o f  oil that th ey  p r o d u c e  and ship r e l a t i v e  to 

the amount of  oil that is p r o du c ed  and s h i p pe d by c om p an ie s 

who are a l s o  p a r t i c i p a n t s  in the pipeli ne . The rest of it 

w ou l d be b o r n e  by the p i p e l i n e  c o mp an i es  t h e m s e l v e s  as its 

passed b a c k  to the cost of  t r a n s p o r t a t i o n  of t h ei r  own crude 

oil.

The sa m e h ol d s tr ue not only for the ad v a l o r e m  taxes 

that the p i p e l i n e  w i ll  pay in 1978 w h e n  the p i p e l i n e  is in  

operatio n,  b u t  I su spect that the same t h i n g  ho lds true for 

all the c u m u l a t i v e  ad v a l o r e m  taxes that the p i p el i ne  w i l l  

be p a y i n g  b e t w e e n  197^ and the start up of  op e ra t i o n s ,  be ca us e 

those taxes are also r e c o v e r a b l e  costs o f  d o i n g  b u s i n e s s  and 

in due c o u r s e  wil l h a v e  to the companies as p i p el i ne  operators 

in th ei r  ta ri ff . '

All of w h i c h  is not a r e a s o n  in and o f  i t s e l f  for y ou  to 

say no m o r e  ad v a l o r e m  tax. This all d e p e n d s  on w h e n  you want 

yo u r r e v e n u e s  and how you best d ecid e the S t at e can r a i s e  its 

r e v e n u e s .



(3) F i n a l l y ,  a few w o r d s  a b ou t  w h a t  I t h i n k  is the most 

i m p o r t a n t  as pe ct of t a x a t i o n  w h i c h  is a v a i l a b l e  to the State, 

that is y o u r  S t a t e  i n c o m e  tax.

I t h i n k  the L e g i s l a t u r e ,  i n  due c o u rs e,  its c e r t a i n l y  

not r e q u i r e d  at this S p e c i a l  S e s s i o n  o f  the L e g i s l a t u r e ,  

must r e v i e w  its l e g i s l a t i o n  to ins ur e  that i n c o m e s  e a r ne d  

in the S t a t e  are w i t h i n  r e a c h  o f  the S t a t e ' s  i n c o m e  t a x i n g  

power. Th i s  do e s not i m p l y  a n y t h i n g  a b o u t  t h e  w a y  y o u  levy 

i n c o m e  tax, or w h e t h e r  t h e r e  a re any c h a n g e s ,  b u t  it does 

imply th at  yo u w i l l  s c r u t i n i z e  y o u r  i n c o m e  ta x  l e g i s l a t i o n  

very c a re f ul l y.

In th e  end t he  i n c o m e  t a x i n g  p o w e r  of  the S t a t e  is the 

m e a n s  by w h i c h  the S t a t e  c a n  i n s u r e  t h a t  t h e r e  is in the 

f uture a r e a s o n a b l e  p a r t i t i o n ,  or s h a r i n g ,  o f  w h a t  are the 

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

State. I ' m  not only t a l k i n g  a b ou t  c r ud e oil b u t  I'm  t a l k i n g  

about w h a t  h o p e f u l l y  w i l l  be  a m a j o r  e x p l o r a t o r y  and d e v e l o p­

ment p r o g r a m  n o w  that l an d s are b e g i n n i n g  to  b e  a v a i l a b l e  for 

the r e o p e n i n g  o f  l e a s i n g  o p er a t i o n s .  T h r o u g h  y o u r  income 

t a x i n g  p o w e r  y o u  h a v e  the final m e a n s  b y  w h i c h  the  S t a t e  c an  

de ci d e,  b u t  not a r b i t r a r i l y ,  n e v e r  b y  i t s e l f ,  b e c a u s e  its all 

subject t o  the e s s e n t i a l  i n c e n t i v e s  o f  i n v e s t m e n t  by p r i v a t e  

c o m p an i es  in e x p l o r a t i o n  and d e v e l o p m e n t .  B u t  w i t h i n  these 

limits the S t a t e  has a m e a n s  t o  p a r t i c i p a t e  in a r e a s o n a b l e  

and e q u i t a b l e  w ay  in the b e n e f i t s  th at  w i l l  c o m e  f r o m  A l a s k a n  

r e s o ur c e d e v e l o p m e n t .



SENATE RESO URCES COMMITTEE
J

Oc to b er  22, 1973 Hea ri ng  

T ES T I M O N Y  OF MR. M I L T O N  LIPTON 

The l e g i sl a ti o n that's di re ctly before you is the Right 

of Way Leasi ng  Act but be fo re  I addre ss  m y s e l f  to that 

sp ecifically, I would like to say so me th ing about the entire 

pa ckage of legislation. It has b e en  stated by industry, of 

course, that it Is a package  and they will revi ew w h a t e v e r  

de cisions come out of the Le gi sl a tu r e as a whole. I think 

it's true even more so for the state than for industry that 

the whole complex of oil le gi sl a ti on  that's before you 

de term i ne s  the extent to which  the interests of the state 

are pr o tected or the extent to which the interests of the 

state are yielded.

I don't want to take too mu ch  time on other aspects of 

it and get to the Right of Way Le as i ng  Act as quickly as 

possible.  So let me start out by saying that, in our 

opinion, h a vi ng  looked at all the legisla ti on  carefully, 

h av i ng  listened to a great deal of the testimony that was 

made be fore the various committees, we now feel that the pivotal 

piece of legisl at i on  which deter m in e s the extent to which 

any comp ro m is e  is sa ti sf a ct o ry  to the interest of the state, 

is the A laska  Pipel in e Co mmi s si o n Act. This i3 yo u r r e g u l a­

tory bill, a strong bill that was enacted in the 1972 session 

of the legislature, a bill for which the go ve r nm e nt  and in­

dustry have su b mi t te d propose d amendments which largely convert 

what had been inte nded by the legislature in the first instance 

as a regu la t o ry  bill Into an entirel y different instrument for
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the state, nam el y a d evice w h e re by  a c om m is s io n  of the state 

simply repres e n ts  the st ate in he a r in g s befo re  the Inters ta t e 

C om m e r c e  Commission. The a m e n d m en t  to the bill as pr o po s ed  

and as pointed  out by P r o f e s s o r  W i t h e r s p o o n  y e s t e rd a y a f t e r­

noon, in effect, s p e c i f i c a l l y  deni es (if the a me n dm en t is 

passed) by act of the A l a s k a  l e gi s la tu r e any and all j u r i s d i c t i o n  

whi ch the state of A l a sk a  m ig ht  in the no rmal course of events, 

e xe r c i s e  over p i p e li n e a c t i v i t i e s  in this state, if only a 

pi pe l in e  such as t r a n s A l a s k a  subjects itself  to or is s ub j ec te d 

to the j u r i s d i c t i o n  of the ICC.

No w let me e x p la in  the reasons for our th in k in g  that 

this p a r t i c u l a r  act, as it now stands, the Al as ka  P ip el ine 

Commission, is one of the mo st  impor tant tools a v a i l a b l e  to 

the st ate of Alaska in p r o t e c t i n g  its interest. First of all, 

the act t h a t’s on the boo ks  claims very e xt en sive j u r i s d i c t i o n  

for the pipel in e c o m m i s s i o n  w h i c h  is b ei n g established. The 

j u r i s d i c t i o n  extends to v a r io u s aspects of r e g u l a t i o n  e x t e n­

sions of services, c o n ne ct i on s , ex p an si o n of capacity, p o t e n­

tial a b a n do n me nt s  ----  so that with re spect to these various

as pe ct s of p ip el ine o p e r a t i o n s  the state of Alaska  claims 

j u r i s d i c t i o n  for its p i p e l i n e  commission. Secondly, it vests 

in this pipeline c o m m i s s i o n  wid e a u th or ity to pass upon the 

va li d it y  of tariffs w h ic h are set by the pipeline. T h e r e  is 

no claim mad e in the e x i s t i n g  act, w hich is on your books, 

that the state of Al as ka  can r e g ul a te  tariffs for the move me nt 

of oil in inters ta te  commerce. This falls w ithin  the j u r i s d i c­

tion of the ICC. But there w il l  u n d o u b t e d l y  be m o v e m e n t  of 

oil in intrastate commerce, as for exam pl e from the norths l op e
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to  Fairban ks. Th er e wi ll  p robably be m ovem en t of oil in intra-
i

state c ommerc e from the n or th  slope to Va ld ez  w h i c h  wil l remain 

w i t h i n  the state, for example, if the state should c ontr ac t 

to take royalty oil and sell it for a year or two years or 

five years to the T es or o  Refinery or any other r e f i n e r y  wh ich 

m a y  be th en  or in the future be constructed w i t h i n  the state.

So the state need only claim j u r i s d i c t i o n  over the op er at io n s 

of  the p ip eline w hi ch  affec t i n tr as t at e  commer ce  and j u r i s d i c­

tio n  ov e r  ta ri ff s w h i c h  in volve the m o v em e nt  of oil in intra-
%

sta te commerce.

Now what's the value  of this? Insofar as there m a y  be in 

the future an issue ov er  the tar if f set by the p i p e l i n e  

a n d  this has been piv ot a l to you r d e l i b er a ti o ns  for two years 

now, i n s o f a r  as there should be an issue over the tariff, there 

has really to be two things —  one, a d e t e r m i n a t i o n  as to 

wha t the a pp r op r i a t e  t ar i ff  is, and secondly, a d e c i s i o n  by 

t he state as to what it will do to try to en fo rce wh at  it 

b e l i e v e s  is an a p p r o p r i a t e  tariff. How does one go about d e­

ter m i n i n g  what is an a pp r op r i a t e  t a r i f f  for the p i pe li n e?

I don't believe that the l eg is l at u re  in its d e l i b e r a t i o n  is 

g o i n g  to want to tackle  the job —  that f a n t a s ti c al ly  difficult 

a nd comp li c at e d job —  of d e t e r m i n i n g  what is fair v al u e on a 

p i p e l i n e  —  what goes into the capital base and what is not 

a l l o w e d  in the capital base, and of what rate of d e p r e c i a t i o n  

is ap propriate, and e v e r y t h i n g  else — . Or what is a fair 

r et u rn  —  this is an incr ed ib ly invol ve d p r o bl e m w h i c h  the 

ICC st ru gg le s with or avoi ds by not do i ng  a n y t h i n g  about it,

-  3 -
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as the case may be. In any case this is real ly not a
;

pr ob l em  of the legislature.

But you  have e s ta b li s he d in the e x i s t i n g  leg is l at i on  a

p ip el ine c om m is s i o n  w h i c h  has j u r i s d i c t i o n  to d e t e r m in e  the

fairness and adequacy of  tariffs in so fa r as it involves

i nt ra state commerce. It wou ld  do so by h o l d i n g  hearings. If

a rate is filed for the in tr a st a te  m o v em e nt  of oil, yo ur

pip eline commi s s io n may accept that rate as it's filed, or

it may protest that ra te  in wh i ch  case it has ad mi n i s t r a t i v e
%

pro cesses  by which it holds  hearin gs , by whic h if it renders 

a de ci sion it must su ppo rt and ju st ify why that p a r t i c u l a r  d e­

cision was issued. And it p ro vides o pp o rt u n i t y  for the p i pe li ne 

companies to protest any ta ri ff de ci si on, or any other de c is i on  

of the p ip eline commis si on , in s of ar  as the pip e li n e companies 

b elieve that it runs c o u n te r to due process of law, which 

means that the a d m i n i s t r a t i v e  d e c i s i o n  of yo u r pi p el i ne  c o m­

mission  will be tested in yo ur  state courts, or if ne ce ss ar y 

in a fe deral court.

But if in fact, y o u r  own a d m i n i t r a t i v e  and j udicial  pr oce ss 

has come up with a t ar i ff  w h ic h  is lower than the tarif f set 

by the pip el in e compan ie s it can be then e nforc ed  upon the 

intrastate  movements, and the l e g i s l a t u r e  and the state of 

Alaska is in a p o s i ti o n to expect that the compan ie s will 

apply an equiv al en t t a r i f f  to i nt e rs t at e mo v e me n ts  also. Now 

that may not be e n f o rc e d but I put it to you that on the day 

that it is d e te r mi n ed  by the state of A l a s k a ,t h ro u gh  its 

ad mi n i s t r a t i v e  and jud i ci a l processes, that a tariff is a pp r op r i a t e



for the i nt ra state m o v e m e n t  of oil f r om  the n o rt h  slope to
)

V a ld ez —  if on that day the c o m p a n i e s  refuse to redu ce  the 

tariff, w hi ch  means to in crease the wel l head v al ue on all 

the oil that moves in i nt e r s t a t e  co m me r ce ,  then the p r o bl e m 

of the legis la tu re in r e c a p t u r i n g  t he  interest of the state is 

a simple one, at that point yo u  h a v e  the t a xi ng  p o w e r  and 

know exactly at what level and w h a t  rate to e x er c i s e  it, b e­

cause you have thro ug h the i n s t r u m e n t a l i t i e s  of y o u r  own

le gi s la ti o n already c r e at e d the m e h n s  and device by which
%

an a p pr o pr ia t e tariff can be d e t e r m i n e d ;  by w h i c h  you r own 

courts will reject the findings of the p i p e l i n e  c om m is s i o n  if 

they are arbitrary, c o n f i s c a t o r y  or c a pr ic i ou s , but if a d m i n­

istrat iv el y and j u d i c i o u s l y  that t a r i f f  is upheld, then the 

l eg is l at u re  has the gu id e l i n e s  p r e c i s e l y  hov, to go about r e­

captu r i n g  the interest in the state th rough its in c on t r o v e r t i b l e  

s ov e re ig n  powers - that is to say the p o w er  of taxation.

It's for this r e a s o n  that we feel the re g ul a t o r y  bill is 

ab solu t el y  the heart of the enti r e package. Fu rt h er m or e,  it 

is our feeling, and here of co ur s e  It's d if f ic ul t to speak for 

co mpanies because, as they said, they wo u ld  go back and review 

the wh ol e package, but insofar as the c o mp an ies feel that there 

is a c l ai m  of j u r i s d i c t i o n  by the s t a te  which is u nc o n s t i t u t i o n a l  

be ca us e it involves in t er s t a t e  c o m m e r c e  or i n so f ar  as they 

feel that there's a d e c i s i o n  by y o u r  p i p e l in e c o m m i s s i o n  in an 

area w he re  it has J u r i s d i c t i o n  but w h i c h  d e c i s i o n  goes against 

the law becaus e it viol at e s due pro c e ss , they always have re­

cours e to the courts. They need not li ti gate this issue in
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a dvance beca u se  the m er e  fact that this law is on your 

statu te books and I'm r e f e r r i n g  to the 1972 pipeline commission 

act, the mer e fact that this law is on the statute books 

does not impose in ad va nc e  the kind of dis abi li ti es upon their 

intenti ons to co nstruct  the pi pe l in e  that will require e x­

tensive l it ig a t i o n  at this state of  the game. Furthermore, as 

we have pointed  out at the pr e vi o us  sessions of the le gi sla­

ture where reg ul at ory bills were before you, there is legislation 

to this effect on the books of o th er  major p r o d u ci n g states 

and these have never invo lv e d ex tensive co ns tit utional issues 

so far as we know. Well then, this pipeline com mission act 

we feel is the guts of any comprom is e which the legislature may 

wish to su b st i t u t e  in lieu of the compromise package which 

has been put before y ou  by the ex e cu ti ve department.

Now let me pass on then to the Right of Way, but before 

I do, let me say a few words about the other bills and then come 

to the guts of the legis la t io n  w hi c h is before you which is the 

Right of Way Le as in g Act. The^ e are three di fferent tax 

me asures befo re you and I don't be li ev e that any of them are in 

any re spe ct crucial to the w i llingn es s of the com panies to 

a ba n do ni n g litig ation or to go in g  ahead with the const ru ction 

of the pipeline. The s ev e ra nc e tax, of course is in the course 

of li ti g at i on  and it's in cou rs e o f  litigation be ca u se  the 1972 
amen dment to yo ur  se ve rance tax law contains a royalty credit 

feature wh ich the companies feel would establish a very u n­

acceptab l e pr ecedent if it were, first of all ap pli ed here, 

and s e co nd ly if it were e mulated in other states. I think 

they' re m i s g u i d e d  in their co ncerns; I think the state of 

Al as k a has very little Interest, really, in m a i n t a i n i n g  the
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royalty offset provision. It's ap plied act ually by the 

state of Alaska in a very generous way so that the r el a ti v e l y  

hi g h cents per barrel tax, which was imposed in your 72 
l eg i sl a t i o n  is evaded and re du ced by virtue of the royalty 

credit. You could settle the legal issue in five mi n ut e s by 

r e p e a l i n g  the ro yalty credit and leaving every t hi n g else 

stand, in which case the companies w o u ld  be subjecte d to c o n­

sidera bl y higher tax a ti o n than they we re  p r ev i o u s l y  and that 

they are in the gover n o r' s proposal. So that the re mo val of 

the royalty credit feature in your se verance tax w h i ch  the 

co mp an ies are so e ager to obtain, we wo uld surely recommend 

that uhe leg islature give to them. Perhaps the ea siest way of 

d o i n g  it is to give it to them by a c c e pt in g  the se v er a nc e tax 

am en d me n t whi ch is befo re  you. But I caution one thing: I

don't be li eve that this is the time for the Ala sk an  legis l at u re  

to enact a severance tax schedule, w h e t h e r  it's a percent of 

va lue at the wellhead  or cents per  barrel or a c o mb i n a t i o n  of 

both with the idea that what is e n a ct e d today is g oi ng  to be 

a p p r o p r i a t e  to wh a te v e r  the volumes and values of oil may be 

that are going to be p roduc ed  in 1977 and 1978. So if you 

pr ep a re  to accept the pr oposed se v erance  tax a m endme nt  as part 

of a compr om i se  package, I would strongly suggest that it is 

part of the leg islative record in yo ur  committee h earings  and 

in your debate that iri no sense does this represent a c o m m i t­

ment on the part of the legi s la t ur e  that these p ar t ic u l a r  

tax rates are the rates wh ic h will obta i n five and six and 

s ev e n and eight years from  today. We will have time to rev ie w 

that. So that in a sense what you  are givi ng by a c c e p t i n g  the

p r o po se d  amen dment to the se v er a nc e  tax is a w i ll i ng n es s
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on the part of ttye l e gi s l a t u r e  to avoi d ex t en s i v e  liti ga ti on 

on the roya lt y  offset fe ature w h i c h  we think is of very little 

interest to the state of Alaska, in any case.

Now, the se v e ra n ce  tax of c o ur se  is one of y o u r  important 

weapons. I m e n t i o n e d  in p r e v i o u s  h e a r in g s b e fo r e this co mmittee 

and elsewhere, that ev en t u a l l y  y o u r  inc om e tax is an important 

thing but that's not up for d i s cu s si on .  I t ’s not an a pp ropriat e 

time for the l eg i sl a t u r e  to r e v i e w  y o u r  state inco me tax le gi s­

lation alt h ou g h I stro ng l y urge that at one of  you r ses sions 

you r eview  with yo ur  c o m m i s s i o n e r  of r e v en u e your en ti r e  c o n­

cept of c or po ra te inco me ta x at i on  her e in the state. The 

c o n s er v at io n  tax bill wh ic h is b e f o r e  you, I think is unncessary. 

We had reco mm e nd e d that the c o n s e r v a t i o n  tax w h ic h  had been on 

y ou r  statute books in the past be e li m i n a t e d  and simp ly s u b­

sumed wi th in  your s e v e r a nc e tax. It's an added piece of l eg is­

lation that we don't feel s t r o n g l y  about  one way or the other, 

but it com pl icates the wh o le  p r o ce s s of p a y i n g  and co ll e ct i ng  

moni es as hetween  the state and the industry. On the ad 

v a l o re m  tax, as we see it, this is a r e v en u e m e a s u r e  designed  

largely to yield inco me to the st a te  over interim years 

before Prudhoe Bay p r o d u c t i o n  be gi ns, b ef o re  the pip e li n e is 

completed. It falls w i th i n the p r o v i n c e  of the l e gi s la t ur e to 

de ci d e  how, when and u nder what c o n d i t i o n s  It wants to raise 

that amount of money.

I t '3 the c o m b i n a t i o n  then o f  a s t ro n g r e g u l a t o r y  bill 

and the fact that you ha v e  c o n t i n u i n g  f l ex i b i l i t y  and authority
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to tax via your se v e ra n ce  tax or eventually th rough your income 

tax that we be li ev e  yi elds the greatest co ntrol by the state 

over the opera ti on s a nd  the t a ri ff  dete rminations of the pi p e­

line so as to protect the interest of the state.

Now let me get on the R ig h t-of-Wa y Le as in g  Bill. We 

have gone through this bill chapter, book and verse, section, 

s u b - s e c t i o n  and p a r a g r a p h  and I th in k we are pr ep a r e d  to sit

dow n with this commit te e and ot her committees of the legisla-
\

ture to discuss it in detail. 1 d o n ’t believe we have time to 

go th rough each and every aspect of this here, but I will report 

on those which we feel are most cri tical to w h a t e v e r  compromise 

pa ckage comes out. Th e first issue, as we see it, involving 

any ame nd m e nt s  to the Ri gh t -o f- W ay  Leasing Act is how much of 

the r e gu la t or y  power that the state wants to exerci se  shall be 

done by ind irecti on  in the form of stipulations and agreements 

as condi ti ons of leasing. The industry is c h a ll en g in g  the 1972 

Ri gh t -o f- W ay  Le asing Act in the courts on co nstitut io na l grounds, 

c l a i m i n g  that in effect re g ul a ti o n achieved by indir ec ti on 

w h ic h  cannot be ex er ci se d by the state directly is an i ’legal 

exerr .e of the leasi ng  pow ers of the state of Alaska. This is 

one of the major  issues under litigation. We obviously are not 

in a p o s i t io n  to pass any judgment wh ats oever on the merits of 

the case in litigation. I think there is a spirit of compromise 

abroad, I see it very mu c h  in the proposals of the G o v e r n o r’s 

Office, I'm not quite sure I see that much spirit of compromise
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in what the c o m p a n i e s  are p r o p o s i n g  in their pac kage, but 

nev er th eless, there is a spirit of c om pr o mi s e a b ro a d and 

ce rt ai nly we w o u l d  feel s t ro ng l y,  and I hope the legi s l at ur e  

does also, that it is d e s i r a b l e  to avoid u n n e ce ss a ry  

p r o l o n g a t i o n  of liti g at i on , and the po ssi bi l it y  that such 

c on t in ui n g l i t i g a t i o n  ma y  delay the start of construction.

So if it is po ss i bl e  to a v o i d  l i t i g a t i o n  without unduly sapp i n g 

the le g is la ti ve e n a c t m e n t s  that are vital to the state interest, 

we w o ul d  feel that the re is some m e ri t  in the l e g i sl a tu re  

going ahea d w i t h  the e x e c u t i v e  d e p a r t m e n t s  de c is i on  that a 

co mpro m is e  is n ow  in order. So on then to the q u e s t i o n  of 

the r eg u la to r y items w h i c h  are i n t r o d u c e d  into the R i g h t- o f- W ay  

Le asing Act by v ir t ue  o f  s t i p u l a t i o n s  as a co nd it io n s of lease. 

One, the most im p or t an t  one in our opinion, which is largely 

e li m in a t e d  is in s e c t i on  120 (a) (3 ) that's the c om m on  carrier 

section. For many r e a s o n s  it is of impor ta nc e to this state 

that it is u nd e r s t o o d  b e y o n d  any doubt that the t r a n s A l a s k a  

pi pe l in e  is a c o m m o n  c arrier ; a c o mm o n carrier not only for 

pu rp o se s  of r e g u l a t i o n  of i n t e r s t a t e  oil m ov emen ts  by ICC but 

a c o m m o n  ca r ri er  al so  for p u r p o s e s  of regula t i on  by your p i p e­

line commission. T h e r e  is merit, that as a c on d i t i o n  of the 

lease the p ip eline s t i p u l a t e s  that it is a co mm on  c a r ri er  

pe ri o d — wi th ou t r e s e r v a t i o n s ,  w i t h o u t  qu a li f ic at io ns, or 

a n y t hi n g else. Now this is so common , this is so common in 

state and federal r e g u l a t i o n ,  that it is really s u r p r i s i n g  to 

me that any am e ndment to the e x i s t i n g  Ri gh t - of - Wa y  L e a s i n g  Act 

should in effect q u a l i f y  the c o mm o n ca rrier status here. It 

says first of all, that the re w i ll  be comm on car r ie r  if the
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I d o n ’t think this should r e qu i re  a d e t e r m i n a t i o n  by the 

commissioner. Under these c i r c u m s t a n c e s  the pip eline is_ 

a comm o n ca rr i e r —  w i t ho u t h e a r i n g ,  wit h o ut  determ in ation, 

or a n y t hi ng  else. Se c ondly, I d o n ’t think it is n e ce ssary in 

the Rig h t- o f- Wa y  L e a s i n g  Act to s t i p u l a t e  what ob li ga t io ns  

fall upon a c ommon c a r r i e r  and c e r t a i n l y  not to qualify the 

ob li ga t io n s incumbent u p o n  a c o mm o n carrier. 120 (a) (3 ) 

says -that it will accept, co nve y, t r a n s p or t  wi thout d i s c r i m i n a­

tion, crude oil. This is s o m e t h i n g  w h i c h  will be cove re d by 

your  pip el in e c o m m i s s i o n  in the c o u r s e  of r eg u la t io n  if it is 

a common carrier. C e r t a i n l y  not in ad va nc e to limit the 

j u r i s d i c t i o n  ov er  a c o m m o n  c a r r i e r  by your own pipeline 

c om m is si o n by sayi ng that the i m p o s i t i o n  of co mm on  car ri e r 

status does not r e q u i r e  the less ee to accept tenders of crude 

oil, except at points w h e r e  there e x i s t s  public, etc. etc.

Do not qualify the o b l i g a t i o n s  of a c o m m on  carrier. This is 

a fu nc ti on of your  r e g u l a t o r y  a g e n c y  and insofar as your 

re gulato ry  age ncy in its indi vi d ua l  d e c i s i o n  from m on t h to 

m o nt h  or year to year may  e i t h e r  deny r ights to a common 

ca rrier or impose o b li g a t i o n s  u p o n  a c o mm o n oarrier w hi ch  the 

pip eline ow ni n g  co mp a ni e s feel are  u nd u ly  onerous, they have 

rec ourse to the c o u r t 3 . So I d o n ' t  think that one should 

qu alify the o b l i g a t i o n s  of a c o m m o n  carrier. I think that 

yo ur  120 (a) (3 ) s hould  simply s t i p u l a t e  that as a condition 

of o b t a i n in g a r ig h t- o f - w a y  ov e r s t a t e  lands, the lease for the 

ri gh t -o f- w ay  over state lands, the p i p e l i n e  ca rri er itself# 

submi ts itself as a commo n c ar ri er . Not only for the ICC

the com m ission so de te rm ines a t  the  tim e the le a s e  i s  is su e d .



j ur i s d i c t i o n a l  p ur po se s but for the purposes of the exercise 

of ju ri s d i c t i o n  by your pi p el in e  commission.

120 (a) (4) in the re co m m en d ed  leg islation removes the 

common p u rc ha ser p r ov i s i o n  fr om  your 1972 legislation. At 

that time it was a p e r m i s s i b l e  feature of your law. In place 

of the removal of the common pu rc h as e r status as a condition 

of leasing, the Go vernor has sent down a special bill that 

wo ul d  make it poss ib le to e s t a b l is h  under certain conditions 

and subject to certa in  pro visos, common purchaser status for 

companies  owning the t r a n s A l a s k a  pipeline. We do not feel now 

and we felt for a long time that there is real doubt as to how 

important comm on p u r c h a s e r  pro vi s io n  is in the state of 

Alaska, under the con di t io ns  wh er e your oil is being produced 

and transported. C o mm on  carrier, yes, because it provides 

acces s to transpo rt a ti o n and an equitable basis for everybody who 

is abl e to achieve p r o d u c t i o n  in the new state. Common 

pu rc h as e r for many reas on s  we have reservations about whether 

to leave it or not. The bill which is proposed to you we 

think is a weak and ra th e r  attenuated version of a common 

p u r c h a s e r  act, as it is ap plied in other states in the United 

States. Our r e c o m m e nd a ti o n at this stage of the game would be 

that you can afford and shou ld yield the common purchaser 

p ro v is io n  as a c o n d i t io n  of righ t- of -way leasing and probably 

simply pass over this special piece of legislation which 

estab l is h es  a comm on p u r c h a s e r  pr ov is ion and hold that over 

to future sessions of the legislature as not being Important 

at this time. When and as com mon purchaser provisions become 

m ea n in gf u l in the c o nd i ti on s  of the state of Alaska, at that
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time to enact not the legi s la t io n that's propos ed  by the 

Governor, but a strong common p u r c h a s e r  act which is 

a pp ro priate to the c i rc um stances at such t i m e . You will 

have ab ility and time to do that in the future. I don't 

think it's an e s se nt ia l point of the compromise, either from 

the companies' standpoint or from the State's standpoint.

I'm bringing before you here only major things or 

i ll u st ra ti ve aspects of it. 030 - 0^0 —  these are repeale d 

in the proposed amendment. In the proposed amendment to the 

Right of Way Leasi ng  Act 1972, se ct ion 2 repeals 030-CdlO. Now, 

030-0^0 in the act that is now on the books governs the 

a ba nd onment of or r e d u c t i o n  or impairment of service and 

temporary emergencies services, and so on. It has to do with 

the au th or ity that the state claims for itself and but tresses 

that a ut h or it y by vir tue of this b eing a condi ti on  of the lease. 

I would think that it m ig ht be appropriate; again in the spirit 

of compromise, that 030 arid 0^0 be retained but that the 

language be re wr itten to say that insofar as these are Imposed 

upon the carrier, that they are in accordance with the 

j u ri s d i c t i o n  and orders of the Interstate Commerce Co mm is sion 

or the Alaska Pipeline Commission, a3 is appropriate to the 

case. Which means in effect that the companies, alth ou gh they 

are gov e r ne d by these two clauses, nonetheless know that these
t

two clauses are in a cc o rd an c e —  what is obligatory upon them 

13 in accordance with the regulati ons that may be promulgated, 

either by the ICC if it involves interstate commerce or by 

the Alaska Pipeline Co mmi ss i on  if it involves intrastate 

commerce. I put these out only as illustrative of the
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as pects of r e g u l a t i o n  w i t h i n  the Right of Way L e a s in g  Act 

w hich is at issue in the courts —  where we think eith er the 

state should stand firm, su ch  as in the matt er of common 

carrier, or where we t hi nk the state may very well yield.

In ge ne ra l I w o ul d think that insof ar  as the state can 

ac hieve a right of way le a si n g act which avoids litigati on  

but does not give up es se nt ial rights which the state still 

re tains through, and I repeat, the combi na ti on of a strong

r egulat or y bill and the ultimate enforceme nt  of state r e g u l a­

tion through its taxing power, that the legislature can yield 

on certai n of these items in the Right of Way L e a s i n g  Act.

This by no means exhausts the regulatory aspects, but in 

the interest o f  time I wa nt  to move on to other things and as 

I sa. i we're  p r e p a re d to go through section by s e c ti o n with 

our sp ec ific r ec o mm e n d a t i o n s  to you.

The seco nd  m a j o r  issue in the Right of  Way L e a si n g Act 

is the p er ce nt age lease rental formula. There are two different 

impressions a b ro a d as to the pu rp ose of the pe rcen t ag e  lease 

rental formula. Prof. W it h e r s p o o n  yesterday af t er n oo n  suggested 

that he look ed  upon it as a revenue m ea s ur e ib r the state.

That if, in fact, the value o f s t a t e  lands were to be appreciated 

by the c o n s t ru c ti on  of the pipeline then the state like any 

other ow ner of land should be in a po si tion to b a r g a i n  for a 

fair share of the value of the land wh e n it is b e i n g  put to a 

s u p e ri o r use. I have no qu ar re l  wi th  this in princ iple; however, 

our p o s i t i o n  always has b e e n  that the leasing of  state lands for 

p ipelin e right of  way s h ou ld  not be r egar de d as a revenue device 

by the state of Alaska. We have always r ec om mended that the interest 

of the state of A l a s ka  is in the lowest p o ss ib le cost transporta-
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tion a nd  the state o f  A l a s k a  s h o ul d not in and  of its el f under­

take mea s u re s w h i c h  in he rently  ten d to inc rease costs of trans­

portati o n,  i n s o f a r  as p r o d u c i n g  op er a ti o n in the development of 

Alas ka's r e s o u r c e s  p r o v id e  the base for state taxation. It 

s h o u ld  be o t h e r  than through  the re nt als of the right of way

l e a s i n g  of  state land. So we have always urged the lowest 

r ea so na bl e  re nt al  for the co mmitment of state land to right of 

way. I w o u l d  point out, for example, that even private property 

i n s of ar  as it's c o n d e m n e d  by eminent domain for public utility 

or p i p e l i n e  p u rp os es  does not convey even to a private o wn er  any 

right or any e n t i t l e m e n t  to the e n h a nc ed  value of land if it's 

put to ot he r use. So we w o u l d  r e c o m m e n d  that howe v e r one looks 

at the re nt al for right of  way lease that this noc be rega rd ed 

by the l e gi s la tu r e as an aspect of Its taxing po w er  or as a means 

of g a i n i n g  state re ve nues. That comes from o t he r taxing devices 

in the state.

The o t h e r  asp ec t of the pe r ce n ta ge  lease rent al provision 

in the right o f  way l e a s i n g  bill was that It was to be looked 

upon as an a lt e r n a t i v e  —  e i t h e r  pain  o f  p a yi n g or inducement 

to the companies to b r i n g  their tariffs down to a level w h ic h  is 

co mpat i bl e  w it h  the in terests of  the state; that is to say, a 

t a r i f f  that 3s lower than the m a x i m u m  it might obt ain under the 

ICC r a t e - m a k i n g  rule, ce rt ai nl y high enough to be re ward in g for 

their in ve s tm en t  an d  their risks but a level which  is a p p r o p r i­

ate to the cir cu ms ta n ce s o f  pipe line op e ra ti o n in the state.

A n d - i n s o f a r  as they I n c r e a s e d  their tariffs above a certain 

level, they we r e in effect s u b j e c t i n g  themselves to the pains 

o f  p r o g r e s s i v e l y  h i g h e r  lease rental.
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This was the pe r ce n t a g e  lease r e n t a l  formula. This is one 

of the m a j o r  items under lit ig ation. Fo r very ob v io u s reasons 

the companies re ga r d  this as not on l y as s o m e t h i n g  w h i c h  is 

onerou s to th ei r  ci rcumst an c es  in the state of  A l a s k a  but a 

p r e c e d e n t  that if it w e r e  f o l l o we d c o ul d  le a d  to all kinds of 

things in t he ir  o p e r a t i o n  elsewh er e.  We have r e s er v at i on s

about the e f f e c ti v en e ss  wit h w h i c h  the p e r c e n t a g e  lease rental 

fo rmula w o u l d  op erate for its m a j o r  pu r po s e,  that is to say, 

in and o f  i t s e lf  to induce  the co m pa n ie s  to b r i n g  the tariff 

down. It might for some compa ni es, it might not for others.

The ex te nt to w hi c h it does for any o f  the m w o u l d  be largely 

c on t in ge n t upon their r e sp e ct i ve  e q u it i es  in the p i p el i ne  as 

sailer s of tr .nsportation services and in p r o d u c t i o n  as buyers 

of p i p e l in e  t ra n s p o r t a t i o n  services. There is an e l em e nt  o f  

u n p r e d i c t a b i l i t y  in the o p e r a t i o n  o f  it. And  w h il e  it was from 

the begin ni ng , in our opi nion, an i m a g i n a t i v e  and constructive 

a pp r oa ch  and w e ' r e  not s a y i n g  ev en  today that if p ro pe rly 

e ff e c t i v e  it might not be a useful tool in right of wa y le asing 

l e gi s la ti on; but in the context o f  the violent l i t i g a t i o n  a s s o­

ciated with this aspect of  the r i gh t o f  way l e a s i n g  bill, with 

the chances that c o n t i nu e d l i t i g a t i o n  ove r this a s p e c t  of the 

bill may delay c o n s t r u c t i o n  of  the line, and on the p re su m p t i o n  

that what y ou  have is not an e m a s c u l a t i v e  r e gu l a t o r y  bill but 

a str*ong r eg u la t or y bill, then we  w o u l d  feel that the legislature 

could give on the pe r ce n t a g e  lease r e n t a l  and a do pt  the a l t e r­

nativ e to it as is p r o p o s e d  in the a m e n dm e nt  to the Right of  Way 

L e a s i n g  Act of 1972 by the Govern or 's  amendments. Again, I say
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that there are q u e s t io n s about how e f fe c ti v el y  it w o u l d  operate 

in practice. N o t w i t h s t a n d i n g ,  there m ig ht  be reasons for the 

state to ho ld  to its case, to fight through the issue of  l i ti ga­

tion, if there w e r e n ' t  suc h a sense of urgency about g e tt i ng  the 

p i p el in e  buil t, if there mi ght not be such a large cost to the 

state in litigating. And w h a t e v e r  is done by way of  a m e n d in g  

the Right of Way L e a s i n g  Act in o r d e r  to assuage the fears and

concerns of the p i p el i ne  companies, e i t h er  because of  w h a t  it
%

does or the p r e c e d e n t  that it sets, I w o u l d  say that wh at  the 

l e gi s la t ur e  may do in terms o f  a m e n d i n g  the Right of Way L e a s i n g  

Act, in our op in io n  s h o u l d  be co n ti n ge n t first upon the r e­

tention of a s t r o n g  and e f f e c ti v e r eg ul a t o r y  bill, that is to 

say A l a s k a  P ip eline C o m m i s s i o n  Act. A s t r o n g  r eg ul at ory bill 

which is b a c k e d  then also by the s t a te ' s taxing power and so 

that although  y o u  y i e l d  a n o t h e r  tool in the entire pa ck age of 

le gi s l a t i o n  wh i ch  was d e s i g n e d  in 1972 to effect and enforce 

the state interest, r eally y i e l d i n g  to industry concerns, 

y o u  do so here in the inte rest of a v o i d i n g  undue l i ti ga t io n  and 

the d a n g e r  of delay on the pipeline.

The third aspect of the Right of  Way L e a s i n g  Act to which 

I'd like to r e f e r  is the o p t i o n  to buy a pe r ce n ta g e interest 

in the pipeline. The o p t i o n  to buy a pe r ce n t a g e  interest in 

the pipeline. I wil l not take time now to review the reasons 

why we have s u p p o rt e d the i n se r t i o n  of the o ption to buy in 

the 1972 legislation. I think they ' re  fairly fam iliar and
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they've bee n r e v i e w e d  1' b e li e ve  in pre v io u s s e s s i o n s  of  this 

committee. We still feel that the o p t i c s  to buy a p er c en t a g e  

i nt e re st  is an im po rtant feature of  right of  way leasing. I 

think that in sofar as the companies have a l l o w e d  the purchase  

by the state of an interest  in the p i p e l i n e  to a p p e a r  as a 

c o n d it i on  of the lease, even in the p r o p o s e d  a m e n d m e n t  by the 

Gov ernor, suggests that it is not a d i s a b l i n g  a sp e ct  of the 

l e g is la t io n  from the sta nd p o in t  of- c o n s t i t u t i o n a l i t y  of the 

l e gi s la t io n  —  I don't know. 3ut ce rt ai n ly  the a l t e r n a t i v e  

w h ic h  appears in the le gi s l a t i o n  w h i c h  is s e c t i o n  120 (a) (7), 

the al te r n at i ve  whi ch  is s u b s t i t u t e d  in the p r o p o s e d  leg is la tion 

in our o p i n io n  represents n o t h i n g  w h a t s o e v e r  for the state.

I think to amend the Right o f  Way L e a s i n g  Act to include the 

a me nd ed  120 (a) (7) w o u l d  be to r e t a i n  n o t h i n g I b r  the state in 

this respect. I certainly w o u l d  not r e c o m m e n d  that par t of 

the amendment. An oppo rt un ity to n e g o ti a te  for an equity in 

the p i pe li ne  u nd e r highly q u a l i f i e d  conditions, means that the 

state has an opp or tunity to ne g o ti at e  w h e n  it serves the i n te r­

ests and purpose o f  the companies, w h i c h  is r e a l l y  not what Is 

int en de d in the o p ti on  to buy as co n t ai n ed  in the existing law.

We do feel, however, that the l e gisla tu re  s h ou l d give very 

serious co n s id er a ti o n to the advice laid b e fo r e it by Mr. Sp ahr 

of S t a n d a r d  of Ohio, that the o p t i o n  as it stands in the



l egisla ti on  today may po se  d i f f i c u l t y  to the fin ancing, or at 

least the f i n a n c i n g  at a tt r ac t i v e  terms, o f  the pipeline.

Becaus e of  the u n c e rt a in ty  in the minds of p r o s p e c t i v e  lenders 

as to what the capacity o f  the state as a p o s s i b l e  future owner 

of a share of  the p i p e l in e  may be to carry out oblig a t io ns  

for the debt that is i nc ur r e d  at the time o f  c o n s t r u c t i o n  which 

carries o v e r  and then may have t(. -be s h o u l d e r e d  by the state if 

the state buys the pipeline. I can a p p r e c i a t e  that concern.

But I w o u l d  like to p oi nt out first o f  all —  and I have said 

this in general and I like to be very s p e c i f i c  —  that there are 

pr ecedents for this. The i l l u s t r a t i o n s  that I have made before 

various committ ees o f  this l e gi s la tu r e the last two days, I 

w o ul d  like to refer to very s p e c i f i c a l l y  here. Th ere is the 

ag reement b e t w e e n  a c o n s o r t i u m  of  oil c om pa nies c a ll ed  Syncrude 

and the p r o v in ce  of Alberta in Ca na da  w hi ch  d et ermines  the basis 

upon which they get the lease to p r o du c e oil f r om  the Athabasca 

tar sands and transp or t that oil via p i p e l i n e  fr o m A t ha ba sca 

to E d m o n to n where the oil w o u l d  e n t e r  into the m a j o r  pip eline

systems that traverse C a na d a a n d  e n t e r  the U n i t e d  States.

First of all, this h a 3 to do with o w n e r s h i p  of the pipeline.

This sy nthe ti c crude p i p el i ne  shall be c o n s t r u c t e d  and 

owned as to an u n d i v i de d 80 perce nt  t h e r e o f  by H e r  Majesty 

and/or an entity or en ti ties h e r e a f t e r  f o r m e d  by H er  Majesty.
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So that from the start, the p r o v i nc e of Alberta is being given 

80 perce nt  p a r t i c i p a t i o n  in the pipeline. Now, an eighty p e r­

cent p a r t i c i p a t i o n  in the p i p e l i n e — where is the oil going to 

come from? The pr o vi n ce  of Alb er t a is going to .inance its 

80 pe rc en t share of the pip e li n e just as a private company would. 

But h o w  do you finance c o n s t r u c t i o n  of a pipeline if you are not 

sure you are g oi n g to have the oil to put through? The lessees, 

and her Majesty, and the r e sp e ct i ve  assignees of any interests 

in the Syncrude p rojects  will d edicat e their respective shares 

of the Syn crude oil r e co v er ed  from the project to the Syncrude 

pi pelines. That is to say, where the oil being pro duced by that 

proje ct is co mm it ted to the pi p el i ne  irrespective of the fact 

that Her Ma je st y' s governm en t,  that is to say in the province 

of Alberta, has 80 pe rc ent interest in the pipeline. So the 

percen t of interest in the pipeline is there, the difference, 

of course, being that the state of Alaska in its Right-of-Way 

Le as i ng  Act had wanted  an option.

Now the issue of an opt io n comes up. In this same ag re e­

ment b e tw e en  the Syncrud e c o n s o r t i u m  and the province of Al­

berta, the lessees, the Syncrude group including Exxon through 

Im perial Oil Canada, Atlantic Richf ie ld  (these are familiar : 

names to you), Cities Service, and Gulf O i l — these lessees 

hereby grant Her Ma je st y an irrev oc ab le option to acquire an 

interest in the S yncrud e project. This is in the producing o p er a­

tion in c l ud i ng  the project sites, the leases and rights granted 

thereby, and all facilities acquired or constructed as part 

of the Sy nc rude project, which  interest may equal undivided 

p e rc e n t a g e  interest of not less than 5 percent and up to and

-  2 0  -
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i n c l u di n g 20 percent. The opti on  may be ex e rcised at any time
i

d u r i ng  the p eriod from the date h e re o f and up to and in c l ud in g  

that date w h ic h  is 6 m o n t h s  a ft e r the date of start of  p r o d u c­

tion or the 31st day of D e c e m b e r  1982, w h i c h ev e r is the earliest.

Now as to how this is paid for, the payment by the g o v e r n­

ment of A l b er ta  to the member s,  the pri va t e companies, that 

make up Syncrude: Such costs shall be comp ut ed  (in a c co rd a nc e  

with the ac c ou n t i n g  manual ) on the basis of all of the costs 

which they, the companies, have i ncur re d up to the date of the 

exe rc i se  of the option and shall include interest com po u n de d  

a nnuall y at 8 percent. No p o r ti o n of  such costs shall be a t­

trib ut ed to the reserves of leased substances. The  pr o vi n ce  of 

Al be r ta  could thus be b u y i n g  in at what is the in ve st ment 

costs of the company olus the paym e nt  of 8 percent interes t for 

all time that is elapsed. An interest in the p r o d u c i n g  o p e r a­

tion of be tween 5 and 20 percent.

Why do I introduce this? Sim ply b e ca u se  I'm t ryin g to 

suggest that there is p r e c e d e n c e  where the compani es  are p r e­

pared to un de rt ak e both to accept go v er n me n t p a r t i c i p a t i o n  in 

the p i p el in e  and whereb y c o m p a n ie s  are prep ar ed  to accept an 

opt io n for gov er nm ents to p a r t i c i p a t e  in what is e s se n ti a ll y 

pri va t e operation. That the f i n a n c i n g  of this pr o je c t does 

not see m to be inh ib ited w h e t h e r  by the g o v er n me nt ' s p a r t i c i p a t i o n  

in the p ip eline or by the g o v e r n m e n t ' s  o p t i o n  to a c q ui re  an in­

terest even  in p r o d u c i n g  op er ations. Now  I grant you that 

there is a very signif ic a nt  d i f f e r e n c e  in the capita l costs 

of the two projects. The T r a n s A l a s k a  pip el i ne  will pr o ba b l y  in­

volve an a g gr eg ate initial in ves t me nt  on the order of ten times 

as much as the Syncrude operation. But that doesn't m ea n  that
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in div i du a l bond holders are lendin g ten times as much money.I

The p r o b l e m  of the bondholder, w h a t e v e r  the number of dollars, 

always is what security lies behind; what security is there 

w h ic h  insure s that the v i a b il i ty  of the operation will provide 

for interest and s i n ki n g fund contributions. To get back to the 

crucial point, if the op ti on  is r etaine d in the Righ t-of Way 

L e a s in g  Act, the e x i s t i n g  l e g i sl a ti o n may be amended so as to 

stip ulate in advance, first of all, what the basis of c om pe ns a­

tion will be so that there is clear p ro t ec ti o n that no memb er
*

of the Trans A laska  group will in effect suffer det er io ra tion 

of its capital po s i ti o n by virtue of the exercise of the option 

by the state. And that in ne go t ia t in g  that option, the co m­

mis s i o n e r  shall be p r e pa r ed  to enter into such stipulations by 

the state as provid es  the as su rance necessary for the ind bted- 

ness that bondhol de rs  will be e n t e r i n g  into prior to any p o s­

sible exercise of the state's option. We feel that the right of 

the option to obtain an equity is a useful aspect of the entire 

pa ck a ge  of legislation w h i c h  you en act ed in 1972. We think 

there may be a qu e st i on  about the way it is now written, whether 

or not the companies have as much, what shall I say, protection 

for their bo rr o wi n g capaci ty  as they would like to have. This 

p ro t ec t i o n  can p ro ba bly be p r o v id e d both in the legislation where 

it refers to the terms at which the price will be paid and in 

the lease ne go ti a ti on  i t s el f where the co mmissi on er  is a u t h o r­

ized to give cert ai n  co mm itment s on the part of the state of Alaska. 

E x i s t i n g  legis la t io n  also require s co ns i de ra ble other steps be­

fore an opti on  can eve r be ex ercised, including the positive 

act by the leg is lature  and a r e f e r e n d u m  by the people of the
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state of Al as k a  if there is to be debt financing. So I think 

there can be fair p r o t e c t i o n  all around.

This again, r ep r es e n t s  in our judgment  an a p p r o a c h  to the 

issues w h i c h  confront the state of Alaska. The issues being, 

must you continue l i ti g a t i o n  and ri sk  the fact that p r o l o n g e d  

l it i ga t i o n  may result in delay in the pi pe line? Or m u s t  you a c­

cept a n e g o t i a t e d  packa ge  of l e g i s l a t i o n  such as s ub mi tted to 

the l e gi s la t ur e by the G o ve rn or? Or is there an a l te rn a ti v e p a c k­

age of l eg i sl a ti o n w h ic h in yo ur  judgment re pres e nt s  the p r o­

tec tion  of the vital in te rests of the state of Al as k a  insofa r 

as r e s ou r ce  de velo pm en t and p i p e l i n e  d e v e lo pm e nt  is concerned, 

and p r o b a b l y  repres en ts  a pack a ge  w h i c h  the industry can ac cept?

It may pose u n c er ta i nt i es  for in d us tr y  but in s of a r as they may 

be o b l i g e d  or feel they want to litigate, they need not do it 

in ad va n ce  but can start c o n s t r u c t i o n  of the pip e li ne  and be 

p r e p a r e d  to litigate spe ci fi c as pe cts of it as they become r e l e v a n t . 

For example, if your p i p e l i n e  commission, someti me  in the future, 

issues an or der which is d e em ed  to be an u n r e a s o n a b i e , in v i o l a­

tion of duo process, the c o mpani es  can protest such o r d e r  in 

the courts, and upset it if their pr otest is upheld. I think 

that what we are s u g g e s t i n g  here is in the spirit of the n e g o t i a­

tions b e t w e en  the G o v e r n o r  and the companies. It certainly r e p r e­

sents a y i e l d i n g  on the part of the le gislature, if our rec- 

commen'iations are followed, wh i ch  go a co ns id e ra b le  way to 

meet the issues posed in l i ti g at i on  by the companies. But I 

do be lieve it retains for the state of A laska  in two critical 

a r e a s — n am e ly  the re g ul a t o r y  bill and the u l t i m at e  ab ili ty to 

e n f o r c e  the intentions of r e g u l a t i o n  by the s t a t e’s taxing



powers. Plus the r e t e n t i o n  in the R i g h t - o f - W a y  L e a s i n g  Act of 

ce rt a in  condi ti on s in c l ud i ng  the c o m m o n  carrier provi si on. It 

m ea ns  y i e l d i n g  on what had been one of the most p r o v o c a t i v e  and 

i ma gi native aspects of the l e g i s l a t i o n  which is p e r c e n t a g e  lease 

rental. It means comp ro m is e  on the o p t i o n  to buy so as to p r o­

vide certain added p r o t e c t i o n  for the companies. In our j u d g­

ment, I think that ohis c o m b i n a t i o n  of a ction by the l e g i s l a­

ture would secure the i n terests  of the state, and in our j u d g­

ment (of course we are not in a p o s i t i o n  to speak for the c o m­

panies) might not be w h ol l y a t t r a c t i v e  to the companies, but we 

would think that they w o u ld  not litigate to the extent that 

it would involve delay in the c o n s t r u c t i o n  of the pipeline.



MEMORANDUM

O ct ob er  29, 1973.

To: Me mb er s  of  the S e na te  Re so ur ces Co m m it t ee

From: A r l o n  R. T u s s i n g

PR OPOSED A M E N D M E N T S  TO  AS 38.35

As r e q u e s t e d  y e s t e rd a y I h av e dr a ft e d some a m e n d m e n t s  

w hi c h r e ta in  the spirit and intent of the 1972 r i g h t - o f - w a y  

leasin g act, but w h i c h  I b e l i e v e  remove its t r o u b l e s o m e  

comple xities. T h e s e  am endm e nt s  are based up o n  two e l e­

mentary  and u n c o n t r o v e r s i a l  p roposi ti on s: (1) a r i g h t - o f -  

way lease is a co n tr a ct  w h o s e  terms are b i n d i n g  up on  the 

parties, and (2) ev er y bo d y is expected to c o n f o r m  to the 

l a w .

The m a i n  p r o b l e m  with the 1 9 7 2  act is that I t  asked 

the applican ts  to s t i p u l at e  as a c o n d i t i o n  of  g e t t i n g  a 

lease, to things they b e l ie ve d  it w a 3  b e yo nd the state' s 

police power  to require. B y  s i g ni ng  the lease co n tr a ct ,  

however, they m ig h t p r e j u d i c e  their right to c h a l l e n g e  

eit her a s t i p u l a t i o n  or a la ter order they d ee m ed  illegal.

Phis is the r e a s o n  they went to court i m m ed i at el y  and

spoke of not b u i l d i n g  a p i p e l i n e  until the c o n t r o v e r s y  was 

settled. The se  nr o vi s i o n s  attempt to meet the companies' 

leg itimate  c o n c e b n ' i n  this regard, wi thout h o w e v e r  p r e j u­

dicing the stat e' 3  right to c h a l l e n g e  what it b e l i e v e s  is 

an imp ro pe r federal I n va s i o n  of stat e Juri sd i ct io n .

U n f o r t u n a t e l y  I did not have time to go th rough the 

ent ire act u s i n g  this approach.
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[A.T. A ME N DM EN T NO. 1 —  D RA FT  OF 29 OCT., 1973]

i

10

Sec. 38.35.020 GRAN T OF RIGHT OF W AY  LEASE. (a)_ R i gh t s - o f - w a y  on

2 state [] land in c ulding rights_-of-way on, over, under, along, across,

3 or uo on  the r i g h t- of - wa y  of a public road or h i g h wa y or the r i g h t - o f

4 way of a railroad or ot her public utility, or on, aorross, upon,

5 over or under a river or other body of water or land b e l o n g i n g  to or

6 ad m in i st e re d by the state may bo  granted by n o n c o m p e t i t i v e  lease by

7 the c o m m i s s i o n e r  for pi pe line pu rposes for the t r a n s p o r t a t i o n  of oil,

8 p roducts  or natura l gas under those conditions o re s cr l b e d  by law and

9 by ad m in i s t r a t i v e  regulation. Except to the extent au thorised by an

oil and gas lease or unit agreement a pprove d by the s t a t e , no p e r s o n

11 may engag e In any c o n st r uc t io n or o p e r a t i o n  of any [] part of an  oil,

12 products or natural gas pipeline, w h i c h  in w h ol e  or in part is or is

13 p roposed  to^be on s.tate. 1 a n d , except In c on f or m i t y  with the t^rins

of a right-of-way  lease of that land. Issued by the c o m m i s s i o n e r

15 u n d e r  this chapter [].

16

17 C O M M E N T : This language provides, as do both the 1972 act and
the governor's bill, that the b u i l d e r  or o p e r a t o r  of a pipe-

18 line in whole or in part on st ate land must have a right -o f-
way lease from the state. It al so  specifies, however, that

19 all co n st r uc ti o n or op e ra ti o n of  such a pi peline, by w h o m s o­
ever, must be In co nfo r mi ty  with the terms of the l e a s e .

20

This provision clearly imposes the co nd i ti o ns  of the lease
21 (which Include the Information and nlans in the lease ? n n l i -

catlon) on any s uc c es s or  to the original ap pl ic ant
22 -------

23

24

25

14
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[A.T. A M E N D M E N T  NO. 2 ---  D R A F T    29 OCT OBER, 1973]

Sec. 38.35*020 Add a new su bs e ct i on ,  v i z , (b) The c o m m i s s i o n e r  may

by re gul at i on  exempt the c o n s t r u c t i o n  or o pe r at io n of field g a t h e r i n g  

lines or any re a so n ab le  c l a s s i f i c a t i o n  thereof from the r e qu i re m en t 

for a rig h t- o f- w ay  lease un de r this chapter.

C O M M E N T : T he  pr op o se d  s u b s e c t i o n  recognizes that some s o- c a l l e d
ga th e ri n g lines may al ready be  nrov ided for in the terms of oil 
and gas leases, that others might best be exempt ftom the terms 
required for p ip e li ne s u nd er  this ch ap te r (e.g., to be c o mm o n 
carriers) In o rd er  to m a x i m i z e  wel l h ea d nr Ices, w hile others 
might best be br ou gh t un d er  Its terms. Under this reading, sec. 
3 8 .05.330 might b e ' a m e n d e d  to allow the issuance of permits, 
etc. for " field g a t h e ri n g lines [] not subject to AS 38.35*"
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LA.T. A ME ND M EN T  NO. 3 ---  D R A F T    29 OCTOBER, 1973]

Sec. 38 .35.030 AB AN DO NM E NT ,  [] R E D U C T I O N  OR I M PA I R M E N T  OF S E R V I C E  OF 

P IP E LI NE  []. No lessee [] may a b a n d o n  any p o r t i o n  of a p i p e li n e that 

is [] subject to a [] lease  gra n te d  u n de r this chapter, or o p e r a t i o n  

or t r a n s p o r t a t i o n  ser vi c e or sale by  it, or reduce  or imp air servi ce , 

except in a c co r da n ce  w i t h  the terms of the lease [].

C O M M E N T : This l a n g ua g e app li es  to abandonment, r e d u c t i o n  or
impairment  of s e r v i c e  the same standard applied in s e c t i o n
020 ---  that any such action  be carried out only in c o n f o r m i t y
wi t h the terms of  the r i g h t - o f - w a y  l e a s e . S e c t i o n  3 8 .35 .080 is 

not necessa ry  if the ne.v lan gu a ge  is adopted. .
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LA.T. AMENDMENT NO. ^ —  DR AF T  — - 29 OCTOBER, 1973]

AS 38.35.050 is r e p e a l e d  and r e- e na c t e d  to read:

Sec. 38.35.050. A P P L I C A T I O N S  FOR R I G H T  O F  WAY LEASES, (a) A p e r s o n

or persons des ir i ng  to engage in co n s tr u ct io n , a c q u i s i t i o n  or 

o p e r a t i o n  of a p i p el i ne  wh ich is p r o p o s e d  to be l o c at ed  in w h o l e  

or in part on state land, shall apply for a noncompetitive r i g h t- o f-  

way lease of the state land under this chapter.

(b) Applications u n d e r  (a) of this sec ti o n shall be m ad e in a

form and ma nn er pr e sc r i b e d  by r e g ul a ti on ,  and shall in c lu d e any and 

all data, information, plans and exhibi ts  which the c o m m i s s i o n e r  

d et e rm i n e s  are ne c es s ar y to pr epare the analysis re q ui r ed  by s e c t i o n  

080 of this chapter and to mak e a d e c i s i o n  un de r s e c t i o n  lOO of 

this chapter.

(c) The a p p l i c a t i o n  filed un der this se ct i o n shall be i n c o r p o­

rated into any r i g h t -o f -w ay  lease Issu ed thereupon, and shall b e c o m e  

a part of the terms and condit io ns  o f  the lease. Any am e n dm en t  to 

an ap pl i c a t i o n  filed u nd e r this s e c ti o n which co n st it utes a s u b s­

tantial change in the a p p l i c a t i o n  is subject to all pr ov is io n s o f  

this chap t er  a pp ly ing to an origin al  application.

C O M M E N T : S u b s e c t i o n  (a) is s ub s ta n t i a l l y  the same as the g o v e r­
nor's pronosal. S u b s e c t i o n  (b) requires the fil in g of  relevant 
i nf or mation d e m a n d e d  by the comm issioner. S u b s e c t i o n  (c) i n­
corporates into the lease i ts e lf  the lease a p p l i c a t i o n  and any 
st atement of i n t e n t io n  th er ein (even where they c o n c e r n  actions 
to be taken off the s t a t e - i s s u e d  right-of-way). T h e s e  s t a t e­
ments of in tention  then be co me co nt r ac t ua l  o b l i g a t i o n s  of the 
lease and of c o n t i n u i n g  to hold it. Any s u b s t a n t i a l  m o d i f i c a t i o n  
of conditions b a se d  u p o n  the a p p l i c a t i o n  must be pr oc e ss e d like 
a new application.
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LA.T. AM EN DM ENT NO. 5 —  D R A F T  —  ?9 OCTOBER , 1973]

)

AS 38.35- 06 0 is repealed.

C O M M E N T : The i n t e nt i on  of s e c t i o n  060 is carri ed  out by
the p r o p o s e d  l an guage of  s e c t io n 030, wh ic h  p ro h ib it s  a b a n­
donment, etc., "except in a c c o r d a n c e  with the terms of the 
l e a s e ."



W O R K  D R A F T  c o p y  w o r k  d r a f t  c o p y  w o r k  d r a f t  c o p y

4r

[A.T. A ME N DM EN T NO. 6 ---  DRAFT  —  29 O C TO BE R, 1973]
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Ala ska Pipeline Commission. Provided, however: that the terms of

a right -o f -w a y lease issued un de r  this c h a pt er shall not be deeme d

1 S e c . 38.35*120 . CO V EN AN TS  R E Q U I R E D’TO BE I N C L U D E D  IN LEASE, (a)

2 A n o nc o m p e t i t i v e  lease o f  state [] land for a r i g h t - o f - w a y  for an

3 oil or natural gas p i p e li n e v a l u e d  at $ 1, 0 00 , 00 0  or mo re  may be

4 g r a nt e d only u p o n  the c o n d i t i o n  that the lessee [] exp ressly cove-

5 nants in the lease, in c o n s i d e r a t i o n  of the rights ac qu i re d  by it

6 unde r the lease, that

7 (1) it wil l con st ru ct an d/or oper a te  the p i p e li n e in accor d an c e

8 with a p pl i c a b l e  state laws and lawful r e g u l a t i o n s a nd orders of the

9

10

11 to permit or r e q u i r e a l e s s e e , the c o m m i s s i o n e r  or the A l a s k a

12 Pi pe li n e C o mm i s s i o n  to take any ac ti on  that is in co nf l ic t  with

13 federal law or with lav/ful re gu l at i on s or orders of the I n t er st a te

14 C om me r c e  C o mm i s s i o n  or the F e de r al  Po we r Com mission.

15 m
C O M M E N T : This p r o p o s e d  c ov en ant inc o rp o ra te s  as a c o n d i t i o n  of

16 the lease itself s u b m i s s i o n  to the s t a t e’s regul a to r y j u r i s­
dic t i o n  ("police power" a n d / o r  "e conomi c" ),  w h a t e v e r  the limits

17 o f  that j u r i s d i c t i o n  may b e . Tne co mp anies are not required
as a c o ndition  of a lease to s t i p u l at e to some c o n d i ti o n that

18 m ay  be pr o hi b it e d by federal law, and thereby to waive the
ri ght to ch a l le n ge  that co ndition. At the same time, in c o n­
trast to the govern or 's  b ills,  the state re serves the right to 
c ha ll enge federal actions that might invade the state's law-

20 ful reg ulatory  j u ri sd iction.

21 T he  r e m a i n i n g  co ve nants w o u l d  be r e n u m b e r e d  and amended to
r emove d u p l ic at i on s  or co nf l ic t s with this clause and proviso.

222324



S a l e  by thi’ State of Alaska of R i g h t s  to 

R e c e i v e  Future P roj e c tion of Royalty Oil and Gas

State of A laska legisl a t i o n  in 1974 provides a p r ocedure w i t h

re s pect to the sale of the S t a t e’s royalty oil and gas. T he C o m m i s s i o n e r  

of N a t u r a l  Res o u r c e s  of the State can sell royalty oil and gas received 

in kind at the time of its production. He can a l s o  sell the S t a t e’s 

rights to receive future r o y a l t y  oil and gas p r o d uction and receive

payment for all or part of it n o w  in the form of an advance sale.

Suc h  sales must be m a d e  w i t h  the prior w r i t t e n  a p p r o v a l  of the 

A l a s k a n  Royalty O i l  and Cas De v e l o p m e n t  Advisory Board and wit h  the 

pr i o r  a p p r o v a l  of the Legislature. These sales are not sales of oil

✓

or gas in place. T he C o n s t i t u t i o n  of A l a s k a  prohibits sales in place.

i i Lue StiiLt; uiriuc a sale of itn rights to receive fut»ic 

p r o d u c t i o n  of royalty oil or gas, the following q u e s t i o n s  come up:

1. How would such a deal be structured?

2. Would the State Lose a n y  of the increased market value of

oil sold in this w a y  between the time of sale and the time of production?

3. What portion of the S t a t e’s royalty from Prudhoe Bay wo u l d

hav e  to be com m i t t e d  to the repayment of, say, $100 million, over a

3’j year period, c o m m e n c i n g  w i t h  the startup of production?

S t r u c t u re of the T r a n s action

A t r a n s action of this type would involve at least three 

p a r t i e s — seller, buyer and a financial institution. T h e  State of Alaska, 

a s  the Seller, would contract to sell oil to a Buyer and d e l i v e r  it as it. 

is produced. The Buyer would contract to buy the oil and would pay for



it in a d v a n c e .  Since it is qu i t e  u n l i k e l y  the Buyer would have money 

a v a i l a b l e  for such an a d v ance payment, he would v e r y  likely b o r r o w  it 

f r o m  a g r o u p  of banks. The S e l l e r  and the banks can b e  r e a dily identified. 

H o w e v e r ,  a Bu y e r  c annot be so readily identified.

T h e  Bu y e r  could be an oil c o m pany who h a s  use for the oil, h o w e v e r ,  

it is d o u b t f u l  that there a re c o m p a n i e s  with the m o n e y  a v a ilable, cr 

the w i l l i n g n e s s  to incur the debt nec e s s a r y  for s u c h  an a d v a n c e  payment. 

T h e r e f o r e ,  the B u y e r  would l ikely be a financial v e h i c l e  c r e ated for 

t h i s  purp o s e ,  p e r haps a c o m pany owned by a c h a r i t a b l e  organization.

If the B u y e r  is ow n e d  by a c h a r i t a b l e  o r g a n i z a t i o n ,  the 

q u e s t i o n s  a r i s e  as to w hy it w o u l d  be in such a transaction, and how it 

w o u l d  u s e  this oil. It would be in the t r a n s a c t i o n  for the financial

g a i n  it w o u l d  realize. It would probably enter into an agr e e m e n t  with

a n o t h e r  party, a fourth party in this transaction, to sell the oil as

its agent. Such fourth party might well be the w o r k i n g  interest owner

of the p r o p e r t i e s  from w h i c h  the oil will ho produced. This overall 

a r r a n g e m e n t  is o u t l i n e d  on the a t t a c h e d  exhibit.

M a rket V a l u e  of Oil

T h e  S t a t e  should lose n o t h i n g  in terms of m a r k e t  v a l u e  by 

m a k i n g  s u c h  a sale. T h e  terms of the agreement w o u l d  be somewhat as 

follows: " S e l l e r  a g r e e s  to sell to the Buyer that quantity of cr u d e  oil

r e p r e s e n t i n g  percent of its royalty interest in leases   , ______

a n d  _______ , until the m a rket v a l u e  of that oil at the time it is

p r o d u c e d  is equal to $________ ." T h e  q u a n t i t y  of oil to be d e l i v e r e d  w o u l d

i n c l u d e  oil to c o v e r  interest for the u s e  of tlie mo n e y  which the S e l l e r  

r e c e i v e s  in a d v a n c e  and for any p r o fits w h i c h  the Buyer would m a k e  on the 

t iv 'on. Such .uni it;; ••mild lie snail in I erm s  of the w h o l e  t r.ins.ict ion.



Port i_on_of Rovally _ J 5 c * d _ i t _ o _  the S ale

If a sale of $100 m i l l i o n  of P r u d h o e  Bay royalty oil we r e  

m a d e  on J u l y  1, 1976, and if pr o d u c t i o n  c o m m e n c e d  at P r u d h o e  Bay on 

J u l y  1, 1977, the a d v a n c e  could he paid out o f - a b o u t  percent of the 

S t a t e ' s  r o y a l t i e s  d u r i n g  the period July 1, 1977 to D e c e m b e r  31, 1 9 8 0 —

to the S t n t p ' s  royalty after payment of 2 percent into the N ative 

C l a i m s  Fund. A  w e l l h e a d  v a l u e  of the oil of $5 per b a r r e l  and a p r o d u c­

tion rate of 6 0 0 , 0 0 0  barrels per day for the first six m o n t h s  and 1.2 

m i l l i o n  * a r r e l s  per d ay thereafter have b e e n  assumed. W i t h  an assumed 

interest rate of 8 percent, the State w o u l d  d e l i v e r  25.1 m i l l i o n  b a r r e l s  

20 m i l l i o n  to repay p r i n c i p a l  and 5.1 to pay interest. Thus, about 20 

percent of the f a p e r cent d e d i c a t i o n  (or 3 percent) would go to interest

IT
that i s 9 a period of three and one- h a l f  years. a p p l i e s

2/20/75



1. Agreements

St a t e  of A l a s k a  

(Seller)

X C o m pany 

(Buyer)

A  G r o u p  of 

Banks

A

(c)

A g e n t  (To sell 

oil)

(a) S t a t e  a g r e e s  to s e l l  oil to Buyer.

(b) Bu y e r  m a k e s  c r e d i t  a g r e e m e n t  w i t h  Banks.

(c) Bu y e r  a p p o i n t s  a g e n t  to r e s e l l  oil to u l t i m a t e  user.

2. F l o w  of H o n e y  on 7 / 1 / 7 6  (e.g.)

S t a t e
(c)

B u y e r <-
W )

B anks

(d) Banks lend m o n e y  to Buyer.

(e) Buyer m a k e s  a d v a n c e  payment to State.

3. D e l ivery of Oil ( ) and Fl o w  of M o n e y  ( ■ ■ ■— > )— 7/1/77 to 1 2 / 3 1 / 8 0

S t a t e Buyer 

~ s ...... .. ‘ V x  ”

| _ M , Banks

<f); (8)

Agent

. A (8)

U l t i m a t e  User

(f) S t a t e  d e l i v e r s  o i l  to Buyer w ho resells and d e l i v e r s  it to the u l t i m a t e  

user, by u s i n g  a n  agent to m a k e  the sale.

(g) User pays for t h e  oil and Buyer rep .ys the bank.

2 / 2 0 / 7 5
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PKFDIluf: BAY ROYALTY A N D  S E V E R A N C E  

P R O D U C T I O N  C.iiMMENC 1 NO 7/1/77; 600 M 

A V E R A G E  FIRST SIN M O N T H S , THEN 1.2 M  

(Mill ions)

B/D

B/I)

1976 1977 1978 1979 1980 1981

1. P r o d u c t i o n  (3/D) 0 0.6 1.2 1.2 1.2 1.2

2. W e l l h e a d  V a l u e  

P e r  B a r r e l  (a)

$5 $5 $5 $5 $5

3. S t a t e  I n c o m e —  

N o  A d v a n c e  Sale .

R o y a l t y  (b) 

S e v e r a n c e  (8%)

0 69 

0 38

274

153

274

153

274

153

274

153

T o t a l 0 107 427 427 427 427

4. E f f e c t  o f  A d v a n c e

S a l e  on S t a t e ' s  

R o y a l t y  I n c o m e

+ 1 0 0  - 1 0 -39 -39 - 38 0

5. S t a t e  I n c o m e —  

W i t h  A d v a n c e  Sale

R o y a l t y  (b) 100 59 

0 38

235 

15?
235

?53

236
1 SA

274

153

T o t a l 100 97 388 388 389 427

(a) P r o j e c t  I n d e p e n d e n c e  B l u e p r i n t  of the F e d e r a l  E n e r g y  A d m i n i s t r a t i o n  

m a k e s  r e f e r e n c e  to " M i n i m u m  A c c e p t a b l e  P r i c e s "  of $5 . 1 6  to $ 6 . 1 5  per 

b a r r e l  a t  the w e l l h e a d  to s t i m u l a t e  d e v e l o p m e n t  in "special 

r e g i o n s , "  ( i n c l u d i n g  the No r t h  Sl o p e  of Alaska). See T a b l e  R-l in 

P a r t  2 of F E A  p u b l i c a t i o n  dated N o v e m b e r  1974 e n t i t l e d  " T a s k  Force 

R e p o r t  - Fin a n c e . "

(b) I n c l u d e s  p o r t i o n  g o i n g  to N a t i v e  Claims.

2 / 2 0 / 7 5
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