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O f f e r e d  i n  t h e  SENATE: B y :

T o :  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ S E N A T E  B I L L  N o .  . m

H O U S E  B I L L  N o .  _ _ _ _

Pagf.:  2 Line: 27- 2Q

D e l e t e  e v e r y t h i n g  a f t e r  the w o r d  "equals'11, a n d  s u b s t i t u t e  
th e  f o l l o w i n g :

(l - [ P E L / T P ]) e x p  ([300 x WD]/PEL)

•

W h e r e :  P E L . * T h e  p r o d u c t i o n  r a t e  at the e c o n o m i c  limit;
   :•••

T P  * .Total p r o d u c t i o n  d u r i n g  the m o n t h  for w h i c h  
th e  t a x  is to be paid;

. . . /
W D  3 T h e  t o t a l  n u m b e r  of w e l l  days in the m o n t h  

f o r  w h i c h  t h e  t a x  is to be paid; a n d

W h e r e  "exp" i n d i c a t e s  that the e x p r e s s i o n  f o l l o w i n g  it is 
a n  e x p o n e n t . "

. -T-
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Of f e r e d  in the S E N A T E :

T o :  _ _ _ _ _ _ _ _ _ _ _ _ _

Pa g e : r_________

D e l e t e  the first s e n t e n c e

P a g e  3, Line 7:

D e l e t e  e v e r y t h i n g  a f t e r  the word "during", and substitute 
the f o l l o w i n g  m a t e rial:

"the m o n t h  for w h i c h  the tax is to be paid,"

B y :  _ _ _ _ _
S E N A T E  B I L L  N o .

H O U S E  B I L L  N o .  _ _ _ _ _ _ _

Line: jl=5.
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EFFECTIVE SEVERANCE TAX kATES IN PERCENT 
FOR PRESENT LAW HB 144/SB 103, HB 321, AND PROPOSED CHANGE, BY UNITS

FISCAL .EAR 1978

Field Units Present Law HB 144/SB 103 HB 321/SB 238 Proposed

Beaver Creek 8.3 5.6 10.2 5.2

Granite Point

280001 7.7 5.8 10.5 6.7
280002 7.5 5.1 9.3 4.3
280012 7.0 0 0 0
280022 8.0 6 3 10.9 5.5

McArthur River

520001 10.5 11.7 14.8 12.7
520002 9.0 7.5 13.3 7.5
520003 8.8 7.4 13.1 9.0

Middle Ground Shoal

524001 5.6 4.2 7.7 3.9
524002 6.0 5.3 8.7 5.0
524003 5.8 4.9 8.5 5.5
524013 5.6 4.4 8.2 4.8

Swanson River
• 772001 • • 10.4

772002 0

Trading Bay
800001 7.6
800002 7.2
800003 0
800004 8.5
800005 7.1

PRODUCTION WEIGHTED
COOK INLET COMPOSITE 8.9

PRUDHOE BAY 7.7

7.7 10.5 4.1
0 0

5.3 12.0 4.3
0 0 0
0 0 0

5.7 11.4 2.1
2.2 3.5 0

8.3 12.3 8.7

12.3 9.6* 10.3*

* Assuming an economic limit of 750 bbl/day

Prepared for Senator Poland by: 
Legislative Affairs Agency 
Research Division 
13 April 1977
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EF F E C T I V E  SEV E R A N C E  TAX RATE

CCK Y-10*(X-1CC')/V* v .v . •

AVERAGE DAILY PRODUCTION 
(BARRELS PER DAY)

ILV< Y»1C.*(X-10<X})/X; INTKi’JAl- r(X)-£,7BBO.60
LEGISLATIVE AFFAIRS AGENCY 

RESEARCH DIVISION 
15 February 1977



S ENATE R E S O U R C E S  COMMITTEE 

K A Y  P O L A N D  C H A IRMAN

-T UES D A Y '; A P R I L  13 R O O M  126, C A P I T O L  3:00 P.M.

D I S C U S S I O N  A N D  W O R K  S E S S I O N  ON C O M P OSITE COMMITTEE SUBST I T U T E  F O R  

SB 103 - O I L  &  GAS P R O P E R T I E S  P R O D U C T I O N  T A X

SB 238 - O I L  &  GAS P R O P E R T I E S  P R O D U C T I O N  T A X
«

l

SB 306 - C ABINS W I T H I N  STATE PARKS & GAME REFUGES 

H B  195 - D R I L L I N G  OF DEEP WELLS

H J R  15 - O F F S H O R E  AREAS, G E O L O G I C A L  &  GEOGRA P H I C A L  DATA
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THE FOLLOWING PAGES WERE TREATED AS 

A UNIT IN THE ORIGINAL FILE.



RICHARD KILGORE - Okay,  I  would  t h e n  l i k e  t o  t u r n  t o  t h e  

s e v e r a n c e  t a x .  As I  s a i d  i n  iny g e n e r a l  r e m a r k s ,  i f  y o u ' r e  

i n t e r e s t e d  i n  r a i s i n g  t h e  s e v e r a n c e  t a x ,  b o t h  o f  t h e s e  b i l l s  

t h a t  w e ' r e  go i n g  t o  c o n s i d e r  seem t o  i n  g e n e r a l  f o l l o w  ou r  

g u i d e l i n e s ,  and lias t o  do w i t h  more t h e  s p e c i f i c s  o f  how 

e ach  one o f  them works .  W e ' l l  s t a r t  w i t h  HB 144,  SB 103.

T h i s  b i l l  does  s e v e r a l  t h i n g s .  One i s  i t  moves t o  l e a s e  

a v e r a g i n g  r a t h e r  t h a n  w e l l s  i n  t h e  c a l c u l a t i o n ,  and we t h i n k  

t h a t  makes an awf u l  l o t  o f  s ense ,  f rom t h e  a d m i n i s t r a t i v e  

s t a n d p o i n t ,  and p r o b a b l y  s h o u l d  be  done oven i f  you d o n ' t  

r a i s e  t h e  s e v e r a n c e  t a x ,  p r o b a b l y  even  amending y o u r  p r e s e n t  

s e v e r a n c e  t a x  would do t h a t ,  and would make s e n s e .  Page  1, 

Line  11 o f  t he  b i l l  m ; p s  t h e  p o i n t  o f  t a x  f rom t h e  w e l l h e a d  

t o  a new p o i n t  o f  p r o d u c t i o n  which  i s  l a t e r  d e f i n e d .

SENATOR lUJBER - How i s  t h i s  d e f i n e d ?

RICHARD KILGORE - I t ' s  d e f i n e d  back  on Page 4 ,  l i n e  9,  g r o s s  

v a l u e  a t  t he  p o i n t  o f  p r o d u c t i o n  means f o r  o i l ,  t he  v a lu e  o f  

t he  o i l  at t h e  p o i n t  where  it. i s  m e t e r e d  o r  measu re d  i n  a 

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

o r  p r o p e r t y  from wh ich  i t  i s  r e c o v e r e d .  So in come c a s e s  

i.t would change t he  p o i n t  o f  t a x a t i o n  from t h e  w e l l h e a d  t o  

somewhere beyond up t o  a poi.nl where  i t  was mete r  measured '  

and made put. i n  p i p e l i n e  c o n d i t i o n s ,  so i t  c l e a r l y ,  and t h i s  

i s  p o i n t e d  o u t  by someone e l s e ,  moves t h e  p o i n t  o f  t a x a t i o n
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and i n  a s e n s e  i n  c e r t a i n  s i t u a t i o n s  i t  would  t e n d  t o  t a x  

t h e  t r a n s p o r t a t i o n  and u p g r a d i n g  o f  t h e  c r u d e  o i l .  T h a t ' s  

c l e a r l y  t h e  c a s e .

SENATOR HUBER - I t h i n k  i t  h ad  a n o t h e r  r e a s o n  f o r  b e in g  

i n  t h e r e .  I  t h i n k  i t  was on a c c o u n t  o f  t h a t  Kena i  d e a l  

t o  whe re  i f  t h e y  t r a n s f e r r e d  ou r  r o y a l t y  s h a r e  p o r t i o n  

t h a t  went  i n t o  r e s a l e  t h a t  t h e y  we re  s u b j e c t  t o  t h e  APUC, 

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

s h a r e  t h r o u g h  ou r  l i n e ,  t h e y  were  n o t  s u b j e c t  t o  ou r  APUC. 

T h e r e  was q u i t e  a p ro b l em  on t h a t  i n  K e n a i ,  i t  h appens  to  

be  i n  g a s ,  b u t  w e ' r e  t a l k i n g  j o i n t l y  h e r e  and T t h i n k  t h i s  

was done f o r  t h e  company ' s  b e n e f i t .

RICHARD KILGORE - W e l l ,  I  t h i n k  a l s o  i n  Cook I n l e t ,  as  I 

u n d e r s t a n d  i t ,  t h e r e  have  been  c o n t i n u i n g  d i s p u t e s  a b o u t  

q u e s t i o n s  o f  w e l l h e a d  and whe re  one t a x e s ,  and T. t h i n k  t h i s  

i s  a l l  i n t e n d e d  t o  s t r a i g h t e n  t h i s  m a t t e r  out: by l e g i s l a t i o n .  

T h i s  i s  where  i t  i s , and we don ' t :  have  t o  a r g u e  about: ba c k i n g  

o u t  t r a n s p o r t a t i o n  o r  w h a t e v e r ,  t h i s  i s  what  t h e y ' r e  t a l k i n g  

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

I  t h i n k  t h a t  some o f  t he  t e s t i m o n y  y e s t e r d a y  i t  was compla ined  

t h a t  t h e r e  would  be a c o s t  t o  t h e  compan ie s  i n  a s e n s e  t h a t  

t h e y  w o u l d n ' t  he t a x e d  on t r a n s p o r t i n g  and u p g r a d i n g .  I  t h i n k  

t h a t  i f  i t ' s  a d m i n i s t r a t i v e l y  e a s i e r  and t h e r e  i s  a c o s t ,  

p e r h a p s  wha t  you s h o u l d  do h e r e  i.s gel: a b e t t e r  i d e a  o f  what: 

y o u ' r e  r e a l l y  t a l k i n g  a b o u t  in t e rm s  o f  cost:  and d o l l a r s  and
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b e a r  by d o i n g  t h i s ,  o r  some i d e a .  I  t h i n k  t h a t ' s  how you

would have  t o  a s s e s s  t h a t .  Now l e t s  l ook  a t  t h e  t a x  r a t e s

i n  t h i s  b i l l .  I  t h i n k  you a r e  a l l  f a m i l i a r  w i t h  t he  f a c t

t h a t  i t  adds  h i g h e r  w e l l  b r a c k e t s  and  p u t s  i n  t h e s e  h i g h e r

b r a c k e t s  a t  h i g h e r  t a x  r a t e s  t h a n  e x i s t  i n  t h e  p r e s e n t

l e g i s l a t i o n ,  and  i t  a l s o  l o w e r s  t h e  t a x  r a t e s ,  b o t h  t he

c e n t s  p e r  b a r r e l  t a x  and t h e  p e r c e n t a g e  t a x  f o r  lower

p r o d u c t i v i t y  w e l l s .  Now, j u s t  t o  g i v e  you a r o ug h  i d e a

o f  wha t  t h i s  d o e s ,  and  I ' d  l i k e  t o  j u s t  g i v e  you some

numbers  on bow i t  would  seem to  us t o  e f f e c t ,  s a y ,  Prudhoe

Bay,  and t h e n  l o o k  a t  t h e  Cook I n l e t  s i t u a t i o n  u n d e r  t h i s

b i l l .  A l l  t h e  number s  I ' m  g o i n g  to  u se  a r e  e a s e  o f  c o m p a r a b i l i t y

f o r  27 g r a v i t y  c r u d e  o i l .  Nov/, i n  P rudhoe  Bay,  and I 'm

a s s u m i n g  f o r  p u r p o s e s  o f  t h i s  c a l c u l a t i o n  t h a t  t he  w e l l h e a d

v a l u e  on P rudhoe  Bay i s  s a y  .$7.50 p e r  b a r r e l  j u s t  a s  i l l u s t r i a t i v e .

Under  t h e  [ / r e s e n t  t a x  f o r  a 5 , 0 00  b a r r e l  a day w e l l  i n  Prudhoe

Bay, and t h e s e  f i g u r e s  a r e  c e n t s  p e r  b a r r e l  o f  g r o s s  p r o d u c t i o n

n o t  o f  t a x a b l e  p r o d u c t i o n ,  b u t  you s t i l l  g e t  an  i d e a  o f  t he

r e l a t i v e  i n c r e a s e  i n  t h e  t a x .  The p r e s e n t  t a x  f o r  5 , 000  b a r r e l

a day w e l l  a t  $ 7 .5 0  i s  f\9  and  1 / 2  c e n t s  p e r  b a r r e l  o f  g r o s s

p r o d u c t i o n .  T h i s  t a x  f o r  t h e  same w e l l ,  a 5 , 000  b a r r e l  a

day w e l l  would r a i s e  t h e  t a x  Lo 68 .9  c e n t s .  T h a t ' s  about

a ,177. i n c r e a s e  i n  t a x a t i o n  o f  a 5 , 0 0 0  b a r r e l  a day w e l l

i n  P rudhoe  Bay. I f  you went  t o  a 10 ,000  b a r r e l  a day w e l l ,

t h e  p e r c e n t a g e  i n c r e a s e  and t h e  t a x  i s  g r e a t e r .  As a g a i n s t

cents. What is really the extra costs that companies would
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a b o u t  51 c e n t s  a t  t h e  p r e s e n t  t i m e ,  t h i s  t a x  would  r a i s e  

i t  t o  a b o u t  SO c e n t s ,  so  on a v e r y  p r o d u c t i v e  10 ,000  b a r r e l  

a  day w e l l  a t  P rudhoe  Bay,  t h e  i n c r e a s e  t h e r e  would  be ab ou t  

587c, i n c r e a s e d  t h r o u g h  t h i s  t a x  o v e r  wha t  you have  t od ay .

The e f f e c t i v e  r a t e  on g r o s s  b a r r e l s  p r o d u c e d  would  go from 

a b o u t  7.870 on a 10 ,0 0 0  b a r r e l  a day w e l l  t o  about:  12.2% 

u n d e r  t h e  new t a x ,  so t h i s  i s  wha t  it:  doe s  t o  Prudhoe  Bay,  

v e r y  s i g n i f i c a n t  i n c r e a s e s .  And t h e  p e r c e n t a g e  a s  I  gave 

you we re  r e a l l y  the. e f f e c t i v e  r a t e  on t a x a b l e  b a r r e l s  go i ng  

from 7 . 8  t o  1 2 . 2 .  So you a r e  e n d i n g  up on t h e  v e r y  p r o d u c t i v e  

w e l l ,  you  end up w i t h  an a v e r a g e  e f f e c t i v e  r a t e  or  t a x a b l e  

b a r r e l s  o f  j u s t  u n d e r  12 and 1 /2  p e r c e n t  i n  Louis  t ana .  I 

t h i n k  t h a t ' s  what  was i n t e n d e d .  So t h a t ' s  t h e  impac t  i t  

h a s  on Cook I n l e t ,  I  mean on P rudhoe  Bay. Now, l e t s  

l o o k  a t  Cook I n l e t ,  and p a r t i c u l a r l y  t h e  o l d  o i l  b e cau se  

w e ' v e  a lway s  been  w o r r i e d  a b o u t  e f f e c t i v e  t a x a t i o n  o f  o ld  

o i l .  Now, t h i s  b i l l ,  doe s  r e t a i n  t h e  c e n t s  p e r  b a r r e l  f e a t u r e  

t h a t  e x i s t s  i n  t h e  . p r e s e n t  b i l l ,  arid i t  r e t a i n s  t he  c e n t s  

p e r  b a r r e l  f e a t u r e  w i t h  b a s i c a l l y  t h e  same 1'l.oor p r i c e  as 

you have  t o d ay .  I t  works  o u t  f o r  27 g r a v i t y  c ru d e  t o  abou t  

$ 6 . 1 0  t o d a y .  So Ll r e t a i n s  t h a t ,  b u t  wha t  it: doe s  a t  t he  same 

t ime  i s  t h a t  i.t does  l owe r  t h e  r a t e s  o f  t a x a t i o n  bo th  p e r c e n t a g e  

and t h e  c e n t s  p e r  b a r r e l ,  t a x e s  in t h e  l o w e r  w e l l  b r a c k e t s ,  

so  d e s p i t e  t h e  c e n t s  p e r  b a r r e l  f e a t u r e  s t i l l  b e i n g  i n  Uhet 'o, 

it. doe s  lower  t a x e s  on low p r o d u c t i v i t y  w e l l s  be low what  

t h e y  a r e  t o d a y .  I ' l l  a g a i n  g i v e  you some e xa m pl e s ,  and t h e y ' l l
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a g a i n  be on t h e  same b a s i s  a s  b e f o r e .  27 g r a v i t y  c r u d e ,

and  t h e s e  arc? f i g u r e s  on a g r o s s  b a r r e l  b a s i s .  At  t h e
*>

p r e s e n t  t ime  a 100 b a r r e l  a  day w e l l  i n  Cook I n l e t  would 

be on t h e  c e n t s  p e r  b a r r e l  t a x  and  i t  would  pay 2 6 . 6  c e n t s  

p e r  b a r r e l .  T h i s  b i l l  on a 100 b a r r e l  a day w e l l  would 

e l i m i n a t e  t h e  t a x .  I t  would go t o  z e r o ,  and a v e r y  

s u b s t a n t i a l  g a i n  f o r  a  100 b a r r e l  p e r  day  w e l l .  For  a 

300 b a r r e l  a day w e i l ,  would  a* so  pay u n d e r  t h e  p r e s e n t  

t a x ,  26 .6  c e n t s .  Under  t h i s  b i l l ,  u n d e r  ou r  c a l c u l a t i o n s ,  

i t  would  d rop  t h a t  26 .6  t o  14 .2  c e n t s  p e r  b a r r e l .  So you 

have  a b o u t  a 12 and 1 /2  c e n t  r e d u c t i o n  f o r  a 300 b a r r e l  

a  day w e l l ,  and  i f  you move up t o  a 500 b a r r e l  a day w e l l ,  

you s t i l l  g o t  a r e d u c t i o n .  Under  t h e  p r e s e n t  t a x  I t  would 

be 2 8 . 7  c e n t s .  Under  S3 103 i t  would  be 2 1 . 2 ,  So even  

f o r  a 500 b a r r e l  p e r  day w e l l ,  y o u ' r e  g o i n g  down by abo u t  

7 and L/2  c e n t s  p e r  b a r r e l ,  and i n  f a c t  t h i s  new Lax as  

compared  w i t h  t h e  p r e s e n t  l o we r s  t h e  t a x  up t o  somewhere 

w e l l s  i n  t h e  r ange  o f  L,000 t o  2 , 000  b a r r e l s  a day.  Somewhere 

i n  t h a t  r a n g e ,  t h e  new t a x  g e t s  h i g h e r  t h a n  t h e  o l d  t a x ,  

so  i.f doe s  p r o v i d e  v e ry  s i g n i f i c a n t  r e l i e f  f o r  tow p r o d u c t i v i t y  

w c 1 1 s .

SENATOR HUUI’.R - Madam Chairman - t h e  f i g u r e s  wh ich  we have 

i n  t h e  commit  t e e  t h ey  a r e  open t o  him now, 1 t h i n k ,  I  j u s t  

wonder  when he f i n i s h e s  t h e r e .  I f  you have  any d i s p u t e  

w i t h  t h o s e ,  I t h i n k  t h a t  t h ey  c o n f i r m e d  h i s  t e s t i m o n y .
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RICHARD KILGORE - Yes S e n a t o r ,  we d i d  do o u r  own homework 

on t h i s  o b v i o u s l y ,  and we have  had a  ch ance  t o  l o o k  a t  what  

l e g i s l a t i v e  a f f a i r s  h a s ,  and  t h e y  c o i n c i d e  w i t h  wha t  I 'm  

t e s t i f y i n g  h e r e .

SENATOR HUBER - I  was w o n d e r in g .  I t  would h e l p  us  a l o t  t o  

know t h a t  t h e y  do o r  d o n ' t  o r  i f  t h e r e  a r e  d i f f e r e n c e s .

RICHARD KILGORE - No t h e y  d o n ' t  t h e y  c a l c u l a t e  t h e  same way 

we d o .

Now, so  t h i s  b i l l  d o e s ,  I  t h i n k ,  meet  o u r  o b j e c t i o n s  r e a l l y  

t o  t h e  p r e s e n t  t a x a t i o n  of: o l d  o i l  a t  Cook I n l e t  wh ich  has  

t h e  h i g h  e f f e c t i v e  r a t e s  b e c a u s e  o f  t h e  c e n t s  p e r  b a r r e l  

f e a t u r e .  At l e a s t  i t s  p r e s e n t  o p e r a t i o n  would  r e d u c e  

t he  t a x  s u b s t a n t i a l l y  f o r  Low p r o d u c t i v i t y  w e l l s ,  and we 

t h i n k  t h a t ' s  a good f e a t u r e  o f  t h i s  b i l l .  I  s h o u l d  p o i n t  

o u t  t h o u g h ,  t h i s  b i l l  does  r e t a i n  c e n t s  p e r  b a r r e l  and i t  

does  r e t a i n  e s c a l a t i o n  o f  t h a t  c e n t s  p e r  b a r r e l ,  so  i t  

i s  p o s s i b l e  t h a t  unde r  t h i s  b i l l  we would a g a i n  be back 

in t h e  same p rob l em t h a t  we have  t o d a y .  I f  t h e  e s c a l a t i o n  

manages  t o  r a i s e  t h e  c e n t s  p e r  b a r r e l  t a x  h i g h  enough ,  we 

c o u l d  be back  i n  t h i s  p rob l em a g a i n  o f  t a x i n g  o l d  o i l  i n  

Cook In Let a t  h i gh  p r i c e s ,  i t ' s  p o s s i b l e .  The p o t e n t i a l ,  

i s  s t i L l  i n  t h i s  b i l l .
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SENATOR HUBER - T h i s  e vad es  i t  f rom p r e s e n t  t i m e ,  and we 

m igh t  have  t o  l ook  a t  i t  a g a i n  i n  f u t u r e  y e a r s  i f  we d o n ' t  

do s o m e th i ng  w i t h  c e n t s  p e r  b a r r e l .

RICHARD KILGORE - Yes ,  i t  may be back  a g a i n .

SENATOR HUBER - W e l l ,  I ' d  s u r e  l o ok  a t  i t  a g a i n ,  Madam 

Cha i rman,  t h a n  I  would t o  have  Tom F i n k  f c r  Gove rno r .

RICHARD KILGORE - I  t h i n k  I  was on r e c o r d  t h e  f i r s t  t ime

I t e s t i f i e d  a s  s a y i n g  t h a t  i f  you do r e t a i n  a c e n t s  pe r

b a r r e l  t h a t  p e rh a p s  what  you do i s  a t  l e a s t  c o n s i d e r  no

f u r t h e r  e s c a l a t i o n  i n  c e n t s  p e r  b a r r e l ,  and p e r h a p s  t h a t

c o u l d  be i n  t h i s  b i l l  t o o .  I  d o n ' t  know. I  want  t o  o n l y

p o i n t  ou t  t h a t  i t  c o u l d  happen  a g a i n .  So t h a t ' s  b a s i c a l l y

what  t h i s  t a x  do e s .  I t  r a i s e s  f a i r l y  s i g n i f i c a n t l y ,  t h e

t a x  i n  IVudhoe Bay, bu t  i t  does  l ower  t he  t a x  c o n s i d e r a b l y

on low p r o d u c t i v i t y  o l d  o i l  p r i c e d  w e l l s  i n  Cook I n l e t .

I t  a l s o  ha s  a s e v e r a n c e  t a x  f o r  ga s  t h a t  i s  f l a i r e d ,  and

a ve ry  s u b s t a n t i a l  one ,  f i v e  t im e s  t h e  r a t e .  I t h i n k

b e f o r e  you do t h i s  k i n d  o f  t i l i ng  and add such  a t a x ,  you

ou g h t  t o  l ook  ve ry  c a r e f u l l y  a t  where  ga s  i s  b e i n g  f l a i r e d

ami why. T h e r e  ha s  been  t e s t i m o n y  y e s t e r d a y  abo u t  s a f e t y

f l a i r s  and so on .  I  t h i n k  you ough t  t o  l oo k  v e r y  c a r e f u l l y

a t  what  i t  i s  t h a t  you would bo t a x i n g  and why t h e  f l a i r i n g

i s  g o i n g  on a t  t h e  p r e s e n t  t im e .  Now, i f  what  y o u ' r e  r e a l l y

t r y i n g  t o  do i s  t e l l  compan ie s  t o  f i n d  a u se  f o r  t h i s  H a i r e d
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gas  and f i n d  m a r k e t s  f o r  i t ,  I  t h i n k  t h a t  a t  t h e  v e r y  l e a s t  

i f  t h e r e  i s  ga s  b e i n g  f l a i r e d  now w h i ch  you t h i n k  you c o u l d  

f i n d  m a r k e t s  f o r ,  t h e r e f o r e  y o u ' r e  g o i n g  t o  t r y  t o  compel  

p e o p l e  t h r o u g h  t h i s  t a x ,  somebody u s e d  t h e  word i n c e n t i v e  

t h e  o t h e r  day ,  b u t  y o u ' r e  c o m p e l l i n g  them t h r o u g h  t h i s  

t a x  t h a t  a t  l e a s t  you o u gh t  t o  p r o v i d e  somebody w i t h  a  

g r a c e  p r i o d  b e f o r e  t h e y  would  pay t h i s  t a x .  Th a t  i s ,  

you wow i ' t  s t a r t  r i g h t  away.  You would  make i t  c l e a r  

t o  then,  t h a t  t h e y  had c e r t a i n  t im e  w i t h i n  wh ich  t o  f i n d  

m a r k e t s  f o r  t h i s .  You w o u l d n ' t  p e n a l i z e  them i n  t h e  mean­

t i m e ,  b u t  i f  you d o n ' t  f i n d  ga s  f o r  wh ic h  i t ' s  l o g i c a l  t o  

f i n d  m a r k e t s ,  t h a t  you would s a y  a t  some p o i n t  i n  t h e  f u t u r e  

y o u ' r e  g o i n g  t o  s t a r t  p a y in g  a t a x  on t h i s ,  so you had b e t t e r  

g e t  busy  and l ook  f o r  m a r k e t s .  I  d o n ' t  t h i n k  I ...............

SENATOR. HUBER - I  t h i n k ,  Madam Chai rman ,  t h a t  we s h o u l d  make

s u r e  in t h e r e .  T. t h i n k  we sh o u l d  f i n d  o u t  t h e  r e q u i r e d

s a f e t y  f l a i r  o f  no. more t h an  a c e r t a i n  amount  e x c e p t  d u r i n g

an emergency b lowou t  o r  s o m e th i n g  l i k e  t h a t .  The i d e a  w a s ,

a s  l o n g  as  i t ' s  e c o n o m i c a l l y  u n f e a s i b l e  t o  t a k e  s m a l l  amounts

o f  ga s  and r e i n j e c t  them,  t h e  S t a t e  l o s e s  i t s  r o y a l t y  s h a r e

on i . l ,  and t h e  n a t i o n  l o s e s  t h e  e n e r g y  s t r i c t l y  b e c a u s e  a t

a g i v e n  sp a c e  i n  t i m e ,  u s i n g  i f  you w i l l  e x c u s e  me, a c a sh

d i s c o u n t i n g  f low and e v e r y t h i n g  e l s e ,  t h a t  we d e t e r m i n e

i t s  v a l u e  and we say i t ' s  n o t h i n g ,  and w h a t ' s  n o t h i n g  i s

moving down th e  p i k e  a n o t h e r  tw e n ty  o r  t h i r t y  y e a r s  may be

a l l  we ha v e ,  and Prudhoe  Bay. in s p i t e  o f  an a b s o l u t e  no
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C l a i r  r e s t r i c t i o n  ha s  been  a l l o w e d  t o  f l a i r  and  eve rybody  

knows i t .  Somehow o r  o t h e r ,  i t  does  have  t o  be  s t o p p e d ,  

and  i f  you make i t  so i t  i s n ' t  e c o n o m i c a l l y  f e a s i b l e  t o  

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

s m a l l  c o m p r e s s o r  s y s t e m  f o r  s r v i n g .

GEORGE SILIDES - Madam Cha i rman,  I  know t h a t  t h e  f l a i r i n g

______________ as  Huber  p o i n t e d  o u t , __________ t h a t  t h e  f l a i r i n g

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

p e r m i s s i o n  f rom t h e  S t a t e ,  and we have  t o  do so m e th in g  ab o u t  

t h e  b i l l ,  t h a t  we d o n ' t  have  c o m p e t i t i o n  be tween  t h e  t a x i ' g  

d e p a r t m e n t  and t he  Dep a r tm en t  o f  O i l  and Gas C o n s e r v a t i o n .

They a r e  t h e  ones  t h a t  g i v e  t h e  p e r m i s s i o n ,  and you have  t o  

a p p l y  and you have  t o  p o i n t  ou t  t h a t  i t ' s  b e i n g  done w i t h  

s a f e t y  and so  on.  I  d o n ' t  t h i n k  t h a t  t h e  b i l l  i n t e n d e d  

t o  p e n a l i z e  somebody f o r  e n t e r i n g  i n t o  a s a f e t y  f e a t u r e ,  

and so  am 1 c o r r e c t  Mr. K i l g o r e ?

RICHARD KILGORE - T. would assume t h a t  t h a t ' s  t h e  i n t e n t .

Y o u ' r  n o t  r e a l l y  i n t e r e s t e d  i n  t a x i n g  g a s .................

SENATOR HUBER - But t h a t  b o a r d  s t i l l  h a s  t h e  power  and makes 

t h e  e x e m p t i o n s  and has  been  c o n s t a n t l y  making t h e  e x e m p t i o n s ,  

and i t ' s  a m a t t e r  o f  r e c o r d ,  b o t h  a t  Prudhoe  Bay and e l s e w h e r e ,  

t h ey  make t h e  e x e m p t i o n s ,  t h e y ' r e  l e g a l l y  made,  b u t  t h e  

p r o d u c t  i s  pone ,  t h e  r e s o u r c e  i s  gone ,  i t  i s  f l a i r e d ,  and so 

a t  l e a s t  p u t t i n g  i n  a f a i r l y  s t i f f  r e c o v e r y  t h e r e ,  does  a t
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l e a s t  g i v e  us s o m e t h i n g  o f f  o f  o u r  s e v e r a n c e  t a x  t h a t  went  

up i n  f l a i r  t o o .

GEORGE SILIDES - Madam Cha i rman ,  I  m igh t  make a n o t h e r  comment.  

I  t h i n k  t h a t  i n  v i ew  o f  t h e  comments b e i n g  made,  w e ' r e  go ing  

t o  have  t o  l o o k  i n t o  t h e  l e g a l i t y  o f  b e i n g  a b l e  t o  t a x  a 

s a f e t y  f e a t u r e .

SENATOR HUBER - No, we d o n ' t  t a x  t h e  s a f e t y  f e a t u r e .  L e t ' s  

n o t  g e t  c ro s sw ay s  on t h a t .  We s h o u l d  p u t  an ex em p t i o n  i n  

h e r e  f o r  t h e  s a f e t y  f l a i r  o n l y ,  and somewhere we need  t o  come 

up w i t h  a f i g u r e  o f  wha t  i s  t h e  amount  t h a t  may be f l a i r e d  

t o  d a t e  p e r  w e l l  o r  p e r  s a f e t y  f l a i r .  We d e f i n i t e l y  s h o u l d n ' t  

t a x  them on what  i s  a s a f e t y  r e q u i r e m e n t .  But t h e r e  i s n ' t  

a p r o v i s i o n .  The ga s  t h a t ' s  b e i n g  b u r n e d  i n  s i g n i f i c a n t ,  

i s  n o t  b e i n g  b u r n e d  i n  so  c a l l e d  l e g a l  a c t u a l  s a f e t y  f l a i r s .  

I t ' s  b e i n g  f l a i r e d  o t h e r w i s e  by l e g a l  p e r m i t s  by t h e  b o a r d .

CHAIRMAN POLAND - I t h i n k  we have  t o  c he c k  w i t h  t h e  Board 

as  t o  why t hey  a r e  g i v i n g  t h e  t a x .

SENATOR HUBER - T h a t ' s  why t h e  G o v e r n o r ' s  b i l l s  ha s  i t  i n  

i t .  T h a t ' s  why c o m m i t t e e ' s  b i l l s  ha s  had  t h i s  f o r  two y e a r s ,  

and we s h o u l d  c e r t a i n l y ,  l i k e  Dick s a y s ,  make s u r e  t h a t  we 

d o n ' t  t a x  t he  n e c e s s a r y  s a f e t y  f l a i r s .  T. a sk e d  y e s t e r d a y  what
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was,  and  t hey  s a i d  a  m i l l i o n  c u b i c  f e e t .  T h a t ' s  a  t h o u sa n d  

MCF's a day .  I ' m  n o t  s u r e  t h a t  t h a t  i s n ' t  c o n s i d e r a b l y  o v e r  

w h a t ' s  needed  t o  bu rn  t h e r e  i n  c a s e ,  I  need  a good d e f i n i t i o n  

o f  a s a f e t y  f l a i r .

RICHARD KILGORE - I  t h i n k  a l s o  you mig h t  c o n s i d e r  i f  you 

r e a l l y  f e e l  t h e  ga s  i s  b e i n g  f l a i r e d  t h a t  you d o n ' t  want  

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

t h a t ' s  s o m e th i ng  you m ig h t  c o n s i d e r  as  an a l t e r n a t i v e  j u s t  

t i g h t e n i n g  up yo u r  r e g u l a t o r y  b i l l  and you r  r e g u l a t i o n s  

r a t h e r  t h a n  do i t  t h r o u g h  a t a x i n g  a p p r o a c h .

SENATOR HUBER - We've done e v e r y t h i n g  b u t  t a r  and f e a t h e r  

t h e  b o a r d .

REPRESENTATIVE OSTERBACK - Madam Cha i rman,  c o u l d  anybody 

t e l l  us  how much ga s  t h e y  w i l l  be f l a i r i n g  a t  P rudhoe  Bay? 

A n y t h i n g  t h a t  b u r n s  i s  e n e r g y .  W e ' r e  t a l k i n g  a b o u t  w e ' r e  

r u n n i n g  s h o r t  o f  e n e r g y .  Somebody t a l k e d  a b o u t  t h e  r a i l r o a d .  

I f  t hey  t ook  i t  i n  t h e r e ,  t h e y  c o u l d  t a k e  o u t  a b o u t  a hund red  

t a n k s  o f  ga s  a day ,  and t h e y  d i d n ' t  t h i n k  i t  would be enough 

t o  pack  t h a t  o u t  w i t h  f l a i r i n g ,  and t h a t  would be an awfu l  

Lot o f  e n e r g y ,  b u t  mos t  o f  us  d o n ' t  r e a l l y  know what  t h i s  

ga s  i s  w i t h  t h e  f l a i r i n g ,  b u t  I  know a n y t h i n g  t h a t  bu rn s  

i s  e n e r g y ,  and w e ' r e  t a l k i n g  w e ' r e  r u n n i n g  o u t  o f  e n e r g y .

So I t h i n k  t h e r e  s h o u l d  be s o m e th i n g  done ab o u t  i t .  Any th ing
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t h a t  you can  s a ve  as  e n e r g y ,  you can  s e l l .  T h e r e ' s  no 

p r ob l e m  i n  t h a t .

RICHARJ KILGORE - W e l l ,  I  a g r e e  w i t h  you ,  i f  what  w e ' r e  

r e a l l y  t a l k i n g  a b o u t  i s  w a s t e ,  t h e n  I  t h i n k  we s h o u l d  

e l i m i n a t e  t h a t .  I t  i s  e n e r g y ,  and y o u ' r e  a b s o l u t e l y  

r i g h t ,  and I  t h i n k  you s h o u l d  l o ok  v e r y  c a r e f u l l y  a t  

w h a t ' s  g o i n g  t o  happen  a t  P rudhoe  Bay, and how your  

r e g u l a t o r y  p e o p l e  w i l l  h a n d l e  i t .

SENATOR HUBER - Migh t  we,  Madam Chai rman ,  A1 b r o u g h t  i t  

up and i t ' s  v e ry  i m p o r t a n t .  I  t h i n k  t h a t  i t ' s  u n d e r s t o o d  

t h a t  t h e y  have  s t o p p e d  f l a i r i n g  o r  a r c  t o  s t o p  f l a i r i n g .

I t  was o n l y  f o r  t h a t  r e f i n e r y  t h a t  t h e y  f l a i r e d  a t  Prudhoe  

Bay,  and t h e y  d i d n ' t  pump i t  back  down t h e  ga s  w e l l  even 

t hough  t h e y  were  d r a w in g  ga s  o u t  t o  r un  t h e  r e f i n e r y  b e c a u se  

i t  would  have  c o s t  more money t h a n  t h e  ga s  was w o r t h ,  so 

n a t u r a l l y  t h e  ga s  was w o r th  n o t h i n g ,  so  i t  w o u l d n ' t  c o s t  

money t o  pump it: b ack  down i n t o  t h e  g r ou n d .  I f  i t  had a 

v a l u e  o f  20 c e n t s  an  MCF, i t  would have  been  a l o t  c h e a p e r  

t o  pump i t  back  down i n t o  t h e  g r o u n d ,  b u t  j u s t  so  t h a t  

t h e  r e c o r d  i s  s t r a i g h t ,  we a r e n ' t  r e a l l y  l o o k i n g  f o r  f l a i r i n g  

a t  P rudhoe  Bay, b u t  i f  you w i l l  t a k e  a l ook a t  t h e  Va ldez  

t e r m i n a l ,  you w i l l  f i n d  t h a t  wo d o n ' t  f l a i r  no more ,  b u t  

w e ' v e  g o t  t h r o e  huge o x i d i z e r s  t h e r e ,  and t h e r e ' s  g o i n g  t o  

be a t r emendous  amount  o f  e n e r g y  u n l e s s  t h e  LPG's  that ,  a r e  

i n  t h a t  ga s  and t h e  v a p o r s  t h a t  a r e  in  t h e  ga s  a t  V a l d ez ,
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u n l e s s  t h e r e ' s  a p l a n t  b u i l t  t o  r e c o v e r  t h o s e  and u s e  them 

wh ich  i s  n o t  i n  t h e  p l a n ,  i t  i s  g o i n g  t o  e f f e c t i v e l y  f l a i r  

t r i l l i o n s  o f  BTU's b e f o r e  Va ldez  i s  o v e r  w i t h .  T h a t ' s  

b e c a u s e  t h e  p l a n t  and t h e  t a n k s  w i l l  n o t  s t a n d  t h e  p r e s s u r e  

i n  t h e  s t o r a g e .

GEORGE ST.LIDES - Madam Chai rman ,  I  t h i n k  t h e  p o i n t  i s  w e l l  

made t h a t  s o m e t h i n g ' s  g o t  t o  be done a b o u t  d e f i n i n g  what  

i s  meant  by s a f e t y  g a s ,  what  i s  b e i n g  w a s t e d ,  and I  t h i n k  

a l s o  t h a t  t he  b i l l  had i n t e n d e d  t o  a d d r e s s  t h e  bo t t o m  o f  

t h e  p o s s i b l e  w a s t i n g  o f  c a r b o n  d i o x i d e .  The re  was a c o n s i d e r a b l e  

amount  i n  t h i s  p a r t i c u l a r  n a t u r a l  g a s .  and I suppo se  what  

w e ' r e  g e t t i n g  t o  i s  t h a t  we have  t o  do so m e th in g  a b o u t  t h o s e  

t h i n g s ,  e i t h e r  by d e f i n i t i o n  o r  by amending t h e  b i l l .  I 

t h i n k  t h i s  i s  a p o i n t  t h a t  w e ' r e  g o i n g  t o  have  t o  l ook i n t o .

I  d o n ' t  t h i n k  w e ' r e  g o i n g  t o  g e t  i t  s o l v e d  r i g h t  h e r e .

SENATOR HUBER - T. t h i n k  t h e y ' r e  w i l l i n g ,  George ,  n o t  Lo f L a i r  

t h e  c a r b o n  d i o x i d e ,  b u t  r 'm n o t  s u r e  i f  t hey  w i l l  g e t  r i d  o f  

i t .

GEORGE S1LXDES - I t  d o e s n ' t  bu rn  anyway,  S e n a t o r .

CHAIRMAN POLAND W e ' l l  be c h e c k i n g  on t h i s  f l a i r i n g  p a r t ,

SENATOR HUBER - W e l l ,  i t ' s  i m p o r t a n t  on bo t h  en ds .  1. t h i n k  

t h a t  t h e  b i l l  n eeds  t o  not. p e n a l i z e  them,  bu t  by a l l  means
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s h o u l d  be r e t a i n e d  i n  t h e  b i l l ,  and  we may o f  c o u r s e  have  

t o  p u t  i t  i n  i n  ronie o t h e r  p l a c e s .  I  d o n ' t  t h i n k  t h i s  i s  

g o i n g  t o  e f f e c t  i t  when i t  comes t o  t h e  f l a i r s  i n  V a l d e z .
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RICIIARD KILGORE - I ' d  l i k e  t o  move on t h e  t h e  s e c o n d  s e v e r a n c e

t a x  b i l l ,  and  t h a t ' s  HB 321 ,  SB 233.  Now, b a s i c a l l y  t h i s  

t a x  c ha n g e s  t h e  t a x  r a t e  t o  10%, b u t  i t  a l s o  h a s  a c e n t s  

p e r  b a r r e l  f e a t u r e  o f  75 c e n t s  p e r  b a r r e l ,  so  i t  h a s  an 

e f f e c t i v e  f l o o r  p r i c e  o f  $ 7 . 5 0 ,  and  i t  a l s o  h a s  wha t

f o r  an  economic  l i m i t  f a c t o r  b u i l t  i n t o  i t ,  and  I  t h i n k  

Mr. W i l s o n  y e s t e r d a y  d i d  q u i t e  a good j o b  e x p l a i n i n g  how 

t h e  m e c h a n i c s  o f  t h i s  w or k e d ,  and he a l s o  p r o v i d e d  an example  

f o r  you t h a t  I  t h i n k  was p r o b a b l y  q u i t e  u s e f u l .  B a s i c a l l y  

wha t  t h e  b i l l  does  i s  g i v e  you  t h e  f i r s t  h u n d r e d  b a r r e l s  

a day  a s  an a l l o w a n c e  f o r  o p e r a t i n g  c o s t s  i s  wha t  i t  amounts  

t o ,  and  w e l l s  p r o d u c i n g  more  t h a n  100 b a r r e l s  a day ,  t h e y  

pay  t h e n  an i n c r e a s i n g  f r a c t i o n  o f  t h e  107, f o r  t h e  75 c e n t  

t a x  i s  t h e  way i t  w o r ks ,  and  i t ' s  a  c o n t i n u a l l y  i n c r e a s i n g  

t h i n g  a s  w e l l  p r o d u c t i v i t y  moves above  a v e r a g e  w e l l  p r o d u c t i v i t y  

moves above  l oo  b a r r e l s  a  day .  Very r o u g h l y ,  a  100 b a r r e l  

a day w e l l  would  pay no t a x  u n d e r  t h i s  b i l l .  A 2.00 b a r r e l  

a day  w e l l  would pay ab o u t  A3% o f  t h e  t a x .  I t  i s n ' t  507« 

b e c a u s e  as  you migh t  t h i n k  by t a k i n g  100 t o  200 b e c a u s e  

i t ' s  t a x a b l e  b a r r e l s  o n l y  t h a t  c o u n t .  T h a t  i s  t h e  200 

b a r r e l  a day d o e s n ' t  p r o d uc e  200 b a r r e l s  t h a t  a r e  e n t i r e l y  

income to  t h e  company.  Twelve  and  a h a l f  p e r c e n t  o f  t h o s e  

go t o  t h e  S t a t e .
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GEORGE SILIDES - Mr. K i l g o r e ,  i t ' s  A3%.

RICHARD KILGORE - I t ’ s 43%, 200 i s  A3% o f  e i t h e r  10% o f  

v a l u e  o r  75 c e n t s  a b a r r e l  d e p e n d i n g  on wh ich  i t  i s .

GEORGE SILIDES - T h a t ' s  wha t  I  wan t ed  you t o  s a y .

RICHARD KILGORE - For  a  300 b a r r e l  a day w e l l  i t  would  be 

627o o f  t h e s e  b a s i c  r a t e s  and  on a  A ,000 b a r r e l  a day w e l l ,  

i t  would  be up t o  89% o f  t h i s .  T h i s  i s  t he  way i t  w o r ks ,  

and i t  amounts  t o  a c o n t i n u o u s  f u n c t i o n  as  a g a i n s t  t h e  

s t e p  s c h e d u l e  t h a t  you have  i n  y o u r  p r e s e n t  l e g i s l a t i o n .

As I  s a i d ,  i t  amounts  t o  a  c o n t i n u o u s  f u n c t i o n  and i n  

p r i n c i p a l ,  we f i n d  i t  a s  k i n d  o f  an a p p e a l i n g  c o n c e p t  

a s  a g a i n s t  t h e  s t e p  s c h e d u l e .  Now t h e  o t h e r  f e a t u r e  o f  

i t  i s  t h a t  one c a n ' t  a p p l y  f o r  an economic  l i m i t  f a c t o r  

g r e a t e r  t han  1.00 b a r r e l s  p e r  day  w e l l  a v e r a g e  i f  you can 

p r ov e  i t ,  and what  you b a s i c a l l y  have t o  p rov e  i s  t h a t  your  

o p e r a t i n g  c o s t s  t h a t  you r e q u i r e ,  o u t  o f  p o c k e t  o p e r a t i n g  

c o s t s  a r e  g r e a t e r  t han  wha t  you would g e t  w i t h  100 b a r r e l s  

o f  p r o d u c t i o n  p e r  w e l l .  You would need  more t h a n  t h i s  to 

r e c o v e r  you r  o p e r a t i n g  c o s t s .  Mow, t h e r e  a p p e a r  to  u s  t o  be 

a c o u p l e  p rob l ems  w i t h  how t h i s  a c t u a l l y  works .  F i r s t  o f  

a l l  on I’ago 3 L i n e ....................

SENATOR HIJHER - Madam Cha i rman ,  T. would  n o t e  t h a t  w e ' v e  g o t

Joh n  Messenge r  h e r e ,  t o o .  T h i s  i s  t h e  same p rob l em t h a t  came
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up y e s t e r d a y  i n  t a l k i n g  w i t h  t h e  i n d u s t r i e s .  We m igh t  want  

Jo h n  t o  an swe r  some o f  t h e s e .

RICHARD KILGORE - I t  h a s  t o  do f i r s t  o f  a l l  w i t h  how c o s t s  

a r e  d e f i n e d ,  and t h a t  s t a r t s  on Page 3,  L in e  16,  s u b s e c t i o n  

C h e r e ,  and  as  was p o i n t e d  o u t  i n  t e s t i m o n y  y e s t e r d a y ,  i t  

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

h e r e  r e a l l y  p r o v i d e  f o r  a l l  t h e  k i n d  o f  o u t  o f  p o c k e t  

e x p e n s e s  t h a t  a  p r o d u c e r  m ig h t  h a v e ,  and b a s i c a l l y  t h a t ' s  

t h e  c o n c e p t  t h a t  y o u ' r e  t r y i n g  t o  g e t  a t ,  w h a t e v e r  i s  o u t  

o f  p o c k e t  e x p e n s e s ,  and i t ' s  n o t  c l e a r  t o  us t h a t  t h a t  

i s  t h e  c a s e  and some q u e s t i o n s  were  r a i s e d  y e s t e r d a y  and 

I  t h i n k  you ou g h t  t o  c o n s i d e r  t h o s e  t o o ,  b u t  wha t  I  t h i n k  

i s  more i m p o r t a n t  i s  t h a t  a f t e r  c a l c u l a t i n g  t h e  c o s t s  h e r e ,  

you t h e n  have  t o  d e t e r m i n e  how many b a r r e l s  a r e  n e c e s s a r y  

t o  r e c o v e r ,  t h a t  i s  i f  more t h a n  t h e  hund r ed  t h a t  you a r e  

a l l o w e d  anyway.  flow the  p rob l em w i t h  i t  i s  t h a t  t h e  way 

t h a t  t h e  b i l l  was w r i t t e n ,  you d o n ' t  t a k e  your  c o s t s  and 

d i v i d e  t h r o u g h  by t h e  p r i c e  o f  o i l  t h a t  you a s  a p r o d u c e r  

r e c e i v e .  Tha t  i s  you r  a c t u a l  p r i c e ,  i f  y o u ' r e  an o l d  

o i l  p r o d u c e r  and g e t t i n g  $3 .0 0  p e r  b a r r e l ,  you d o n ' t  d i v i d e  

t h r o u g h  by $ 5 .0 0  t o  s e e  how many b a r r e l s  you need  t o  r e c o v e r  

y o u r  c o s t s ,  b u t  you use  a n o t h e r  deemed p r i c e  t o  do t h i s ,  

and t h e  deemed p r i c e  i s  a c q u i s i t i o n ,  t h i s  i s  Page  3,  L in e  -29, 

i t s  a c q u i s i t i o n  c o s t s  CIF a t  w e s t c o a s t  r e f i n e r i e s  f o r  

i m p o r t e d  o i l  o f  l i k e  q u a l i t y  and t h e n  you n e t  t h i s  back  t o  

A l a s k a ,  so  y o u ' r e  n o t  d o i n g  i t  on t h e  p r i c e  you a c t u a l l y
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r e c e i v e ,  y o u ' r e  d o i n g  i t  on a deemed p r i c e  t h a t  you may n o t  

be r e c e i v i n g ,  and  i t  seems t o  us  t h i s  c a u s e s  p r o b l e m s .

SENATOR HUBER - Could  we a t  t h i s  p o i n t  i f  i t ' s  c o n v e n i e n t ,

I  wonde r ,  S t e r l i n g  i s n ' t  h e r e ,  b u t  John  i s  and t h i s  was 

t h e  q u e s t i o n  y e s t e r d a y ,  I  u n d e r s t o o d  f rom t h e  t e s t i m o n y  

by t h e  S t a t e  t h a t  a s  o f  s t a r t i n g  i n  December o r  somet ime 

l i k e  t h a t  t h a t  t h e s e  w e l l s  t h a t  we re  i n  economic  t r o u b l e  

s h a l l  we s a y ,  t h a t  t h e s e  f i g u r e s  t h a t  you have  p u t  i n

h e r e  t a l k i n g  a b o u t  _______  p r i c e  a r e  a c t u a l l y  w h a t ' s  happened .

They a r e  now b e i n g  a l l o w e d ,  t h e s e  h i g h e r  p r i c e s  on t h e  

p r o d u c e r ' s  s h a r e ,  b u t  n o t  upon t h e  S t a t e ' s  r o y a l t y  s h a r e .

The a rgumen t  y e s t e r d a y ,  and I  t h i n k  w e ' r e  r i g h t  i n t o  i t  

a g a i n  t o d a y ,  i s  w h e t h e r  w e ' r e  j u s t  t a l k i n g  a b o u t  a  p o s s i b l e  

deemed p r i c e  wor k i ng  i t  b ack  from San F r a n c i s c o  o r  w h e t h e r  

w e ' r e  t r u l y  t a l k i n g  a b o u t  what  t h e y ' r e  g o i n g  t o  g e t ,  and 

t h e  i n d u s t r y  s a i d  no t h i s  was u n f a i r  t h a t  w a s n ' t  what  t hey  

were  g o i n g  t o  g e t , . s o  w e ' r e  r i g h t  a t  t h e  n i t t y  g r i t t y ,  and 

t t h i n k  you can h e l p  us  John .

RICHARD KILGORE - P e r h a p s ,  S e n a t o r ,  I 'm  g o i n g  t o  g i v e  an 

example ,  maybe T. oug h t  t o  do t h i s  and t h en  we can  t a l k  about  

i t .

SENATOR HUBER - Okay,  j u s t  so t h a t  J o h n ,  he w a s n ' t  h e r e  

y e s t e r d a y ,  so h e ' s  a l e r t e d .  My s t a n d  was o r  what  I saw 

was t h a t  you f e l l o w s  pu t  t h i s  i n  ho rn  b e c a u s e  t h a t ' s  a c t u a l l y
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what  t h e  o i l  compani es  a ce  g e t t i n g ,  and so you we re  g e t t i n g  

r i g h t  t o  t h e  n i t t y  g r i t t y ,  and t h e y  s a i d  no t h i s  i s  wha t  t h ey  

mig h t  g i v e  them,  b u t  I  u n d e r s t o o d  S t e r l i n g  t o  s a y  t h a t  t h i s  

had a c t u a l l y  s t a r t e d  i n  December ,  and  I  d o n ' t  t h i n k  t h i s  

was i n  t e s t i m o n y ,  I  b e l i e v e  t h i s  was t a l k i n g  i n  t h e  a f t e r w a r d s  

t h a t  i t  a c t u a l l y  had s t a r t e d  i n  December and t h e  S t a t e  had 

been  d e n i e d  t h a t  i n c r e a s e ,  b u t  t he  p r o d u c e r ' s  s h a r e  had  

been  a l l o w e d ,  so i f  t h a t  p r e d i c a t e s  i t  and a s  he goes  on 

i f  you can  s t r a i g h t e n  t h i s  o u t ,  i t  w i l l  h e l p  me a  l o t .

RICHARD KILGORE - I ' d  l i k e  t o  j u s t  g i v e  a l i t t l e  example  

o f  wha t  w e ' r e  t a l k i n g  ab o u t  h e r e .  I f  we had  an o p e r a t i n g  

c o s t  f o r  a w e l l  o r  w e l l s  w h a t e v e r  t h e  u n i t  o r  . some th ing , 

and s ay  $2 ,800 a day ,  and t h e s e  were  d i r e c t  o p e r a t i n g  

e x p e n s e s  d e f i n e d  p r o p e r l y  however ,  and i f  you d i d n ' t  g e t  

t h e s e  r e v e n u e  enough t o  do t h i s ,  you would s h u t  down.

Now, i f  one l ook ed  a t  t h e  f o r e i g n  p r i c e  and t h en  n e t t e d  

back  to  A l a s k a ,  l o t ' s  say  you came up w i t h  $14 j u s t  t o  

make t h e  a r i t h m e t i c  e a s y ,  you came up w i t h  $14.  Now in 

c a l c u l a t i n g  you r  economic  l i m i t  f a c t o r  h e r e ,  you would 

d i v i d e  t h r o u g h  by t h a t ,  and t h a t  would g i v e  you $2 ,800  

d i v i d e d  by $14 i s  200 b a r r e l s  a day .  Y o u ' r e  economic  l i m i t  

you c o u l d  t h en  j u s t i f y  i s  200,  r a t h e r  t h an  t h e  100 which  

you had presumed .  T h a t  means y o u ' r e  g e t t i n g  more ,  b u t  l e t ' s  

s ay  t h a t  t he  p r o d u c e r  o n l y  g e t s  $5 a b a r r e l ,  f o r  o i l  b e c a u s e  

h e ' s  r e c e i v i n g  t h e  o l d  o i l  p r i c e  i n  Cook I n l e t .  He d o e s n ' t  

b e t  $14,  he g e t s  $5.  Wel l  f o r  him t o  a c t u a l l y  r e c o v e r  t he
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$2 ,8 0 0  h i s  t o t a l  e x p e n s e s  a t  $5 h e ' s  a c t u a l l y  r e c e i v i n g  

Cor h i s  o i l ,  h i s  r e a l  economic  l i m i t  f a c t o r  i s  $2 ,800  d i v i d e d  

by $5 o r  560 b a r r e l s ,  so  t h a t  i n  f a c t ,  h i s  l i m i t  f a c t o r ,  t h a t  

i s  t h e  number  o f  b a r r e l s  he needs  b e f o r e  h e ' s  g o t  t o  s h u t  

down, b e c a u s e  he d o e s n ’ t  make i t  ou t  o f  p o c k e t  c o s t  o f  560 

u n d e r  t h i s  b i l l  i t  a p p e a r s  t o  me, he would o n l y  g e t  200.

I  d o n ' t  t h i n k  i t  r e a l l y  g i v e s  you t h e  r e s u l t s  that ,  you 

i n t e n d .  The r e s u l t  t h a t  you i n t e n d  i s  t o  p r o v i d e  r e l i e f  

Cor m a r g i n a l  w e l l s .  I t  d o e s n ' t  a p p e a r  t o  r e a l l y  ser.ve 

t h e  i n t e n d e d  p u r p o s e .

SENATOR HUBER - T h a t ' s  a t  $5.61?

RICHARD KILGORE - T h a t ' s  a t  $5 .00  even .

SENATOR HUBER - But  d o e s n ' t  t h i s  o t h e r  d e a l  work t o  r a i s e

t h a t ?

RICHARD KILGORE - We l l ,  t h e  o t h e r  t i l i n g  w e ' r e  t a l k i n g  ab o u t  i s  p r i c e  

r e l i e f  u n de r  EEA r e g u l a t i o n s .  I  t h i n k  t h a t ' s  r e a l l y  some th ing  

dlf: Ce ren t  h e r e .  • I 'm  a d d r e s s i n g ...................

SENATOR HUBER - T h a t ' s  not: f i v e  d o l l a r  o i l .  You know, i f

w e ' r e  t a l k i n g  abou t  h i s  e con om ica l  l i m i t  on (die w e l l  t h en

we assume i t  t o  be $5 00 o i l ,  b u t  he i s  a c t u a l l y  r e c e i v i n g  

$1 0 .9 5  f o r  i t  b e c a u s e  i t : ' ; ;  be low a c e r t a i n  economic  l i m i t
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a l r e a d y  e s t a b l i s h e d ,  Chen w e ' r e  d e a l i n g  w i t h  s o n e t h i n g  t h a t  

d o e s n ' t  e x i s t ,  and t h a t ' s  what  I 'm  t r y i n g  t o  g e t  i n t o  t h i s ,  

and I  t h o u g h t  t h a t  t h a t  was why t h e  S t a t e  had d r a f t e d  i t .

RICHARD KILGORE - Because  i t  a ssumes  t h a t  t h e  F e d e r a l  

g ov e rn m en t  w i l l  a lw ays  b a i l  o u t  p e o p l e ,  i s  what  y o u ' r e  

s a y i n g ,  o t h e r  t h a n  r o y a l t y  owne r s .

SENATOR HUBER -  My i n f o r m a t i o n  was ,  i t  d i d n ' t  o n l y  a ssume,  

i t  was b a s e d  on wha t  was h a p p e n i n g .  Can you c l a r i f y  t h a t  

John?

JOHN MESSENGER - Le t  me j u s t  make a c o u p l e  comments.  I 

g u e s s  i t ' s  t r u e  t h a t  one  p o s i t i o n  t h a t  w e ' v e  t ak e n  on t h i s  

b i l l  t h a t  ou r  t a x e s  s h o u l d  n o t  be b a se d  on t h e  a r t i f i c i a l  

p r i c e  sou by t h e  F e d e r a l  gov e rnme n t ,  and t h e  F e d e r a l  

gov e rnmen t  s e t  a p r i c e  o f  $ 5 . 0 0 .  Our p o s i t i o n  i s  t h a t  we 

s h o u l d n ' t  be c o n t e n t  w i t h  t h e  t a x  ba sed  on t h a t  a r t i f i c i a l  

p r i c e ,  and t h a t ' s  wh y , one ,  w e ' v e  set  tiie c e n t s  p e r  ba r r e l ,  

f l o o r ,  l i k e w i s e  when y o u ' r e  f i g u r i n g  t he  economic  l i m i t  

f a c t o r ,  a g a i n ,  we s a y  t h e  t r u e  economic  Limi t  i s  n o t  how 

many b a r r e l  a r e  p r o d u c e d  a t  t he  a r t i f i c i a l  p r i c e ,  b u t  t he  

amount: o f  b a r r e l s  t h e y  would p roduce  u s i n g  t h e  t r u e  v a l u e  

o f  t h a t  o i l ,  p r e - m a r k e t  o i l .  We sh o u l d  i n s u r e  o u r s e l v e s  

t h a t  so many c e n t s  t o  so  many p e r c e n t  o f  t h a t  p r e - m a r k e t  

o i l  b e c a u s e  that ,  .is ou r  r e s o u r c e  and we s h o u l d  g e t  a t  l e a s t  

t h a t  p e r c e n t  out o f  it:. S e c o nd ly ,  i s  t h a t  p r o d u c e r s  a r e
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r e a c h i n g  t h e i r  b r e a k  even  p o i n t  wh ic h  t h e y  w i l l  s t o p  

p r o d u c i n g .  -There i s  a p r o c e d u r e  by wh ich  t h e y  can  make 

a p p l i c a t i o n  t o  t h e  FEA and g e t  p r i c e  r e l i e f  and w i t h  t h a t  

h i g h e r  p r i c e  t h ey  can  p r o d u c e  l o n g e r ,  b u t  t h e  FEA has  s a i d  

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

and  n o t  t o  r o y a l t y  o w n e r s ,  so  i f  a company i s  r e a c h i n g  

i t s  e conomic  l i m i t  i n  Cook I n l e t ,  and  t h e y  go i n  f o r  p r i c e  

r e l i e f ,  t h e y  a r e  g i v e n  t h a t  p r i c e  r e l i e f .  They w i l l  r a i s e  

t h e i r  p r i c e ,  b u t  t h e y  w i l l  n o t  r a i s e  t h a t  p r i c e  i n  t h e

t e rms  o f  t h e  amount  o f  r o y a l t i e s  w h i c h ____________  ___________

So,  i t ' s  two t h i n g s ,  one i s  t h e  t a x  r a t e  and  t h e  economic  l i m i t  

f a c t o r  s h o u l d  be ba se d  upon (lie t r u e  v a l u e  o f  t h e  o i l ,  and 

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

b u t  t h e  S t a t e  i s  n o t .

SENATOR IHiSER - Then T g u e s s  wha t  h e ' s  s a y i n g  i s  t h a t  Lf

s o m e o n e ' s  g o i n g  t o  s h u t  down the  p r o d u c t i o n  t h e r e ,  by i.t

b e i n g  be low economic l i m i t  on $5 .00  o i l ,  t h e  S t a t e  i s

a d v o c a t i n g  t h a t  we p u t  t h e  monkey on t h e  f e d ' s  back  and

say  you d i d  I t ,  you s e t  an  a r t i f i c i a l  p r i c e ,  w e ' r e  g o i n g

to  s e t  ou r  t ax  b a s e d  on f r e e  m a r k e t  p r i c e ,  and i f  you want

t o  s a v e  t h a t  r e s o u r c e ,  s a v e  t h a t  company,  you can t u r n

a ro u nd  and do l i k e w i s e  w h a t ' s  r e a s o n a b l e .  I ' d  s ay  i t ' s

what  I c a l l  p u t t i n g  t h e  monkey on t h e  F e d ' s  back .  They

c a u s e d  t he  p ro b l em.  I happen  t o  be s t r o n g l y  i n  ag r ee me n t

w i t h  t h e  S t a t e ' s  s t a n d  on t h a t ,  and  compl imen t  them f o r  i t

b e c a u s e  why s h o u l d  we t h row  away o u r  r o y a l t y  s h a r e  and ou r
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t a x i n g  a b i l i t y  b e c a u s e  somebody f o r c e d  an a r t i f i c i a l  p r i c e  

down o u r  t h r o u t , and i s  f o r c i n g  t h a t  same a r t i f i c i a l  p r i c e  

down t h e  t h r o a t  o f  t h e  o i l  co mp an i e s .

RICHARD KILGORE - Look,  I ' m  g o i n g  t o  a d d r e s s  m y s e l f  t o  t h e

q u e s t i o n  o f  t h e  a r t i f i c i a l  p r i c e ,  t h a t ' s  p a r t  o f  wha t  I 'm

do in g  h e r e ,  and I  t h i n k  t h e  Commis s ione r  t o o k  i s s u e  w i t h

e a r l i e r  t e s t i m o n y  I  made when I  s a i d  I  t h o u g h t  t h i s  was a

f l a w  i n  t h e  t h i n g ,  and  i t  c e r t a i n l y  was ,  I  t h o u g h t ,  a

f l a w  i n  t e rm s  o f  i t s  p u r p o s e  o f  p r o v i d i n g  r e l i e f ,  and  now

T. do u n d e r s t a n d  why t h ey  do t h i s  wh ich  i s  a n o t h e r  o b j e c t i v e ,

t h a n  wha t  a p p e a r e d  t o  be  t h e  i n t e n t  o f  t h e  b i l l  and I 'm

g o i n g  t o  come back  t o  t h e  whole  q u e s t i o n  o f  t he  a-.;u . f i c i a l

p r i c e .  I t ' s  v e r y  c l e a r  t h e y  d i d  t h i s  by d e s i g n .  I ' d  l i k e

to  a g a i n ,  a s  you a s k e d ,  t a l k  a b o u t  j u s t  v e r y  r o u g h l y  what

i t  does  t o  Prudhoe  Bay and t h e n  t o  Cook I n l e t ,  and t h en

d i s c u s s  t h e  c o n s e q u e n c e s  o f  t h a t .  Aga in ,  f o r  P rudhoe  Bay,

l o o k i n g  a t  5 , 00 0  and 10 ,000  b a r r e l  day w e l l s  a t  P rudhoe

Bay,  t h i s  b i l l  a l s o  r a i s e s  t a x e s  s i g n i f i c a n t l y  on t h o s e

w e l l s  a s  does  t h e  o t h e r  b i l l . ,  as  does  I1B 32] t h a t  we l ooked

a t  b e f o r e ,  e xc us e  me 1IB 144,  t h a t  we l oo k ed  a t  b e f o r e ,  b u t

i t  does  n o t  r a i s e  them as  s h a r p l y  a s  t h e  o t h e r  t a x .  I f

we t a k e  a 5 , 000  b a r r e l  a day w e l l ,  I  s a i d  t h a t ,  and I ' m  no t

g o i n g  t o  run  t h r o u g h  a l l  t he  numbers  h e r e ,  I t h i n k  b u t  t h a t

t he  o t h e r  t a x  f o r  a 5 , 0 0 0  b a r r e l  a day w e l l  r a i s e d  t h e  t a x

ab o u t  39% on a 5 , 000  b a r r e l  a day w e l l .  T h i s  t a x  would r a i s e

i t  ab o u t  297» i t  a p p e a r s  t o  us u s i n g  t h e  pr esumed hu nd red
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b a r r e l  f i g u r e .  The d i s c r e p a n c y  be tween  t h e  two g e t s  l a r g e r  

a t  v e r y  p r o d u c t i v e  w e l l s  b e c a u s e  o f  t h e  s t e e p  r a t e s  n e a r  

t h e  end o f  t h e  s c h e d u l e  i n  t h e  o t h e r  b i l l ,  and  f o r  a  10 ,000  

b a r r e l  a  day w e l l ,  HB 144 r a i s e d  i t  58%, t h i s  would  r a i s e

i t  a b o u t  27% on t h e  v e r y  p r o d u c t i v e  w e l l s ,  so  i f  i t  b o t h

i n c r e a s e d  t a x e s  on P ru dhoe  Bay,  c l e a r l y  t h e  one ,  HB 144 would 

i n c r e a s e  them s i g n i f i c a n t l y .

SENATOR HUBER - T h a t  would  be e f f e c t i v e  o f  wha t  o f  5 and 10.

RICHARD KILGORE - Okay,  t h e  e f f e c t i v e  r a t e  would be ve ry  

c l o s e  t o ,  on t a x a b l e  b a r r e l s  i.t would be v e r y  c l o s e  t o  107,.

On 5 , 0 0 0 ,  i t  would be 9.8% and 9.97, on t h e  10 , 000 .  I t  a p p r o a c h e s  10%.
SENATOR HUBER - J u s t  s l i g h t l y  u n d e r  t en  p e r c e n t  f o r  a t o t a l

m 'ximum. Or f u l l y  2 and 1 /2  p e r c e n t ,  a l i t t l e  o v e r  2 and 1/2

p e r c e n t  be low L o u i s i a n a .  Us ing  t he  A d m i n i s t r a t i o n ' s  b i l l .

RICHARD KILGORE - T h a t ' s  c o r r e c t .

SENATOR HUBER - And i t  would be r i g h t  a t  L o u i s i a n a  w i t h  

t h e  o t h e r  b i l l ,

RICHARD KILGORE - C l o s e  t o  i t .  T h a t ' s  c o r r e c t .
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Now, l e t ' s  Look a t  wha t  happens  t o  t h e  Cook I n l e t  o l d  o i l  

p r i c e  h e r e .  T h i s  b i l l  a s  t h e  o t h e r  one l o r  a 100 b a r r e l  

a day w e l l  e l i m i n a t e s  t h e  t a x  a l t o g e t h e r .  I t  does  e x a c t l y  

t h e  same t h i n g ,  b u t  what  wc f i n d  t r o u b l e s o m e  i s  t h a t  i s  

you go t o  300 b a r r e l  a  day w e l l s ,  t h e s e  a r c  t h e  w e l l s  t h a t  

w e ' r e  c o n c e rn e d  w i t h  b e c a u s e  o f  t h e i r  p r o d u c t i v i t y  and t he  

o l d  o i l  p r i c e  t h e y  have  t o  b a r e ,  t h e y  g e t  t h e  t a x  t h e r e  

d o e s n ' t  go down, b u t  i t  i n c r e a s e s .  I t  goe s  up f rom 2 6 . 6  c e n t s  

on g r o s s  b a r r e l s  t o  4 0 . 6  c e n t s .  I t  goes  up by 14 c e n t s  a 

b a r r e l .  Th is  t a x  r a i s e s  i t  t h a t  much.  On a 500 b a r r e l  

a  day weLl ,  i t  r a i s e s  i t  by ab o u t  13 and 1/2  c e n t s ,  and on

a 1. ,000 b a r r e l  a day w e l l .  I 'm  s o r r y  14 c e n t s  i n c r e a s e  on

a 300 b a r r e l  a day we] L, 22 c e n t s  on a f i v e  hu nd re d  b a r r e l

a day w e l l ,  and 28 c e n t s  on a 1 , 000  b a r r e l  a day w e l l .

What L t h i n k  a r e  p a r t i c u l a r l y  d i s t u r b i n g  a r e  t h e  i n c r e a s e s  

on t h e  lower  p r o d u c t i v i t y  we Lis .  A w e l l  as  low a s  300 b a r r e l s  

a day which  we a l r e a d y  have  some c o n c e r n  f o r  b e c a u s e  o f  t h e  

e f f e c t i v e  r a t e  on (.lie o l d  o i l  t h i n g  ha s  a c t u a l l y  a f a i r l y  

s u b s t a n t i a l  i n c r e a s e  i.n I t s  t a x  b u r de n .  As Commiss ioner  

G a l l a g h e r  s l a t e d  c o r r e c t l y ,  you g e t  t h i s  r e s u l t  b e c a u s e  

o f  r a i s i n g  t he  f l o o r  p r i c e  e s s e n t i a l l y .  You a r e  r a i s i n g  

t he  f l o o r  p r i c e  f rom $ 6 .1 0  t o  $ 7 ,5 0  and you have  h i g h e r  

t a x  r a t e s  a t  t h e  same t i m e ,  and i t ' s  d e l i b e r a t e l y  d e s i g n e d  

t o  do t h i s .  Nov/, we r e a l l y  feel,  t h a t  t h i s  k i n d  o f  goes  

a g a i n s t  what  we feeL a r e  good p r i n c i p a l s  o f  s e v e r a n c e  

t a x a t i o n .  What y o u ' r e  s a y i n g  i s  t h e  p r o d u c e r  i n  Cook I n l e t  

lie r e c e i v e d  a r e l a t i v e l y  low o l d  o i l  p r i c e  e s t a b l i s h e d  by
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t h e  F e d e r a l  gov e rn me n t .  T h i s  i n  t u r n  r e s t r i c t s  h i s  own 

p r o f i t a b i l i t y ,  b u t  t h e n  t h e  S t a t e  adds  t o  h i s  b u r d e n  by 

t a x i n g  him as  i f  he r e c e i v e d  $ 7 . 3 0 ,  and i t  seems t o  us 

t h a t  r a t h e r  t h an  h e l p  h i s  p r o d u c i n g  s i t u a t i o n ,  t h i s  on l y  

makes t h e  s i t u a t i o n  w o r s e .  One o f  t h e  r e a s o n s  g i v e n  

f o r  d o i n g  t h i s  i s  t h a t  t h e  F e d e r a l  gove rnment  i s  f o l l o w i n g  

an  u n w i se ,  o r  I  t h i n k  i t  was d e s c r i b e d  as  a  f o o l i s h  p r i c e  

p o l i c y .  Now, t h i s  may o r  may n o t  be t h e  c a s e .  I 'm  n o t  

w i l l i n g  t o  p a s s  a judgement:  on t h a t ,  b u t  t h e y ' r e ,  you 

s h o u l d  know t h a t  t h e  F e d e r a l  governmen t  does  have  r e a s o n s  

f o r  d o i n g  t h i s .  T . t ' s  not  c a p r i c i o u s ,  t h e y  do have  r e a s o n s .  

They have  c o nc e rn  o v e r  t h e  e f f e c t .  What t h e y ' r e  co n ce rn e d  

w i t h  i s  t h i s ,  w e ' v e  had a f a n t a s t i c  i n c r e a s e  i n  t h e  o i l  

p r i c e s  o u t s i d e  t he  U n i t e d  S t a t e s  by t h e  OPF.C n a t i o n s  and 

i f  one f r e e s  t h e  o i l ,  t h e  o l d  o i l  p r i c e ,  i t  w i l l  go up 

v e r y ,  v e r y  s h a r p l y .  I t  w i l l ,  p e r h a p s  i n  some c a s e s ,  c l o s e  

t o  t r i p l e  in p r i c e ,  and t h e  p e o p l e  a r e  c o n c e r n e d  ab o u t  (die 

c o n s e q u e n c e s  o f  t h i s .  R i g h t l y  o r  w r o n g l y , t h ey  a r e  c o n c e rn e d  

ab o u t  t h e  I n f l a t i o n a r y  im pa c t  on co nsumer s .  T h e y ' r e  c o n c e r n e d

ab ou t  when   p r o d u c e r s ,  b e c a u s e  t h e s e  a r e  on o l d

o i l  w e l l s , w e l l s  p r o d u c t i o n  which  i s  e s t a b l i s h e d  a t  o l d  cosLa 

and so  on and t h e r e f o r e  you have  do q u e s t i o n  w h e t h e r  you 

want  t o  g i v e  them huge i n c r e a s e s  in t h e  p r i c e  and w i n d f a l l s .  

There  i s  c o n c e rn  o v e r  t h a t .  So t h e r e  a r e  r e a s o n s ,  anil you 

can  a r g u e  one way o r  a n o t h e r ,  but: t h e r e  a r e  r e a s o n s  f o r  t h i s .
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SENATOR HUBER - Would i t  be f a i r  t o  s ay  that :  t h o s e  r e a s o n s  

a r e  e x a c t l y  on a p a r  w i t h  t h e  same r e a s o n s  f o r  h a v i n g  c o n t r o l l e d  

ga s  p r i c e s  a s  would  be  i n  i n t e r - s t a t e  commerce a s  w e l l  a s  

s e t t i n g  a f r e e - m a r k e t  p r i c e .  I t ' s  t h e  same p r i n c i p a l  i n  

b o t h  c a s e s .

RICHARD KILGORE -  As d e r e g u l a t i o n  o f  n a t u r a l  ga s  p r i c e s .  Yes.

SENATOR HUBER - D e r e g u l a t i o n  o f  n a t u r a l  g a s .  D e r e g u l a t i o n  o f  

p e t r o l e u m  would do t h e  same t h i n g ,  i t  wou ld  i n c r e a s e  t he  

p r i c e  a t  t h e  b u r n e r  o r  t h e  p r i c e  a t  t h e  ga s  t a n k  as  i t  comes 

in o u t  o f  t h e  no / . c l ,  bu t  a l l  o f  t h e  o t h e r  f a c t o r s  o f  

p ro  and con a r e  t h e  same.

RICHARD KILGORE - Yes ,  t h a t ' s  r i g h t ,  and t h e  c o n c e r n  i s  

t h a t  i f  you l e t  i t  go up Lo, and I r e a l l y  o b j e c t  t o  t h e  

word f r e e - m a r k e t  p r i c e  b e c a u s e  w e ' r e  n o t  t a l k i n g  ab o u t  

f r e e - m a r k e t  p r i c e ,  -what  w e ' r e  t a l k i n g  a b o u t  i s  i t  goe s  

t o  a p r i c e  a d m i n i s t e r e d  by OPEC. T h a t ' s  what  w e ' r e  t a l k i n g  

a b o u t  g o i n g  from p r i c e  a d m i n i s t e r e d  by t h e  F e d e r a l  g o v e r n ­

ment  Lo a p r i c e  a d m i n i s t e r e d  by Ol'EC. T h i s  i s  by no means 

a f r e e - m a r k e t  p r i c e .  I t ' s  a m a r k e t  p r i c e ,  bu t  one s e t  by 

OPEC, and s e t  by p o l i t i c a l  r e a s o n s  as  much as  f o r  economic  

r e a s o n s .

SENATOR HUBER -• Some o p us a r e  r e f e r r i n g  t o  f r e e - m a r k e t  p r i c e  

t hough  as  t o  t h i s  f r e e - m a r k o l  p r i c e  t h a t  e x i s t s  t h a t  we t a l k
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ab o u t  what: t h e  p r i c e  would  be i f  OPEC were  n o t  eon L*ro l i n g  

i t .  Some of.  us a r e  t a l k i n g  ab o u t  a t r u e  f r e e - m a r k e t  p r i c e

RICHARD KILGORE - S e n a t o r ,  I  d o n ' t  know wha t  t h e  p r i c e  would  

be i f  OPEC were  n o t  c o n t r o l i n g  i t .

SENATOR HUBER - We d o n ' t  know. We have  p r o j e c t i o n s  j u s t  

l i k e  we do on what  Prudhoe  Bay i s  g o i n g  t o  c o s t .

RICHARD KILGORE - One t he  one hand ,  i f  OPEC d i d  n o t  e x i s t

one would  c e r t a i n l y  e x p e c t  o v e r  t ime  t h a t  t h e  p r i c e  would

r i s e  a t  some p o i n t  i n  t ime  t o  t h e  l e v e l  o f  a l t e r n a t i v e

e n e r g y  s o u r c e s  wh ich  a r e  q u i t e  h i g h  i n  t h e  $2.0 - $25 r a n g e .

On t h e  o t h e r  hand ,  i n  t h e  s h o r t  r u n ,  you do have  an ov e rh a ng

o f  s u r p l u s  p r o d u c t i v e  c a p a c i t y  i n  t h e  w o r l d ,  and if; t h e r e

were  no OPEC, and i t  were  p e r f e c t l y  f r e e  m a r k e t ,  t h e r e ' s

no r e a s o n  why t he  p r i c e  c o u l d n ' t  d rop  t o  l e s s  t h a n  $1 .00

pe r  b a r r e l ,  b e c a u s e  t h a t ' s  what  c o s t s  a r e  i n  t h e i r  s u r p l u s

c a p a c i t y .  I f  t h e r e  were  t r u l y  c o m p e t i t i v e  f r e e  m a r k e t ,  one

would  have $1 .00  a b a r r e l  o i l  o r  l e s s  b e c a u s e  t h a t ' s  what

i he c o s t s  a r e  in t h e  m id d l e  e a s t ,  l e s s  t h an  that ,  so b u t

as  t ime wont  on ,  and i b i s  s u r p l u s  wh ich  o v e r h a n g s  t he  marke t

now, and wh ich  would push i.t down, g e t s  e a t e n  up and i t

w i l l , one would t h e n  have  p r i c e s  moving o f f  in  t h e  o t h e r

d i r e c t i o n .  T d o n ' t  know what  t h e  p r i c e  would  be.  But

anyway,  w e ' r e  t a l k i n g  a b o u t  n o t  l e t t i n g  t he  p r i c e ,  t h e  U.S.
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gove rnmen t  as a  m a t t e r  o f  p o l i c y ,  n o t  l e t t i n g  i t  go t o  a p r i c e  

s e t  o u t s i d e  i t s  own b o r d e r s  by an o r g a n i s a t i o n  o f  p e t r o l e u m  

e x p o r t i n g  compa n i e s ,  and  t h a t ' s  what  w e ' r e  t a l k i n g  a b o u t .

I t ' s  t h e  i n t e n t  a p p a r e n t l y  o f  t h e  Cong r e s s  n o t  t o  do t h i s  

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

c o n c e r n e d  w i t h  w i n d f a l l s ,  and  a l s o  t h a t  t h e r e ' s  no way o f  

a s s u r i n g  t h a t  t h e  p r i c e  t h a t  would  be  s e t  by OPEC i s  an 

a p p r o p r i a t e  p r i c e  f o r  o u r  i n t e r n a l  m a r k e t s  f o r  ou r  own 

c o s t s  and so f o r t h .  T h e r e ' s  no way o f  knowing w h e t h e r  t h e y  

w i l l  s e t  a  p r i c e  a p p r o p r i a t e  t o  o u r  c o s t  c i r c u m s t a n c e s  i n  

t h e  U n i t e d  S t a t e s  o r  a p r i c e  t h a t  may be v e r y  much h i g h e r  

t h a n  p e o p l e  t h i n k  i t  i s  now o r  maybe even a p r i c e  l ower .

Not good enough f o r  d e v e l op m e n t  o f  o u r  d o m e s t i c  r e s o u r c e s .

So t h i s  i.s a m a t t e r  o f  n a t i o n a l  p o l i c y  and p e o p l e  can q u a r r e l .

SENATOR HUBER - F e a b l e  minded  o r  o t h e r w i s e .................

RICHARD KILGORE - W e l l ,  I  d o n ' t  want  t o  c h a r a c t e r i z e  i t .

I 'm t r y i n g  t o  g i v e  you a few o f  t he  r e a s o n s  f o r  do in g  t h i s ,  

and t i l l s  i.s a m a t t e r  o f  f e d e r a l  p o l i c y .  Now, b u t  even i f  

i t  i s  a f o o l i s h  p o l i c y ,  o r  at: Least: i f  A l a sk a  v i ews  i t  as  

one ,  o r  t h e  p e o p l e  who d i d  t h i s  l e g i s l a t i o n  t h i n k  i t  i s ,

1. t h i n k  t h a t  you have  t o  a s k ,  i f  t h a t  i s  t h e  c a s e ,  s t i l l . ,  

why do you want  t o  t hen  p u n i s h  p r o d u c e r s  f o r  t h i s  p r i c e  

p o l i c y  b a s i c a l l y .  They a l r e a d y  s u f f e r  enough from I t  i n  

t e rms  o f  t he  r e v e n u e s  t h e y  r e c e i v e ,  why do you want  to  go an
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added  s t e p  and r a i s e  t h e i r  t a x e s  b e c a u se  o f  t h i s .  I  d o n ' t  

t h i n k  i t ' s  r e a s o n a b l e  t o  assume t h a t  i f  you do t h i s  you 

w i l l  f o r c e  n a t i o n a l  p o l i c y  t o  change  by what  you do i n  t h e  

way o f  t a x a t i o n  h e r e  i n  A l a s k a .  Tha t  seems t o  be r e a s o n a b l e .

GEORGE SILIDES - Madam Cha i rman ,  may I  a sk  a q u e s t i o n ?

I n  a d d i t i o n  t o  you r  comment o f  b e i n g  u n a b l e  t o  f o r c e  n a t i o n a l  

p o l i c y ,  would  you t h i n k  t h a t  t h i s  k i n d  o f  t a x  i s  c o u n t e r ­

p r o d u c t i v e ?

RICHARD KILGORE - I su p p os e  i t ' s  p o s s i b l e ,  I  don ' t ,  r e a l l y  

know t h e  answer  t o  t h a t ,  b u t  I  suppose  t h e r e  a r e  r e a s o n s  

t h a t  m ig h t  want  t o  l e a d  one t o  t h a t  r e s u L t ,  and i f  t h e  FEA 

h a s  p r o c e d u r e s  f o r  r e l i e f  o f  t h e s e  k i n d s  o f  s i t u a t i o n s  , 

t h e n  i t  s e e s  t h e  S t a t e  o f  A l a s ka  i n  f a c t  impos ing  h i g h e r  and 

h i g h e r  t a x e s  on su c h  low p r o d u c t i v i t y  w e l l s .  I  d o n ' t  know. 

I t ' s  n o t  i n c o n c e i v a b l e  t h a t  i t  would e n t e r  i n t o  t h e i r  

t h i n k i n g  in  t h i s  m a t t e r  R a t h e r  t han  p r o v i d i n g  r e l i e f ,  i t  

seems t h a t  t h e  S t a t e  o f  A l a s k a  goes  i n  t h e  o t h e r  d i r e c t i o n  

in t h i s  s i t u a t i o n .

SENATOR HUBER - George b r o u g h t  so m e th in g  up h e r e .  I s n ' t

t h i s  t h e  f a c t  t h a t  i t  e f f e c t s  t h e s e  300 b a r r e l  w e l l s  j u s t

b e c a u s e  o f  t he  t o t a l  t a x  maximum t h a t  we pay and t h e n  how

we a p p l y  t h e  m ec ha n i c s  o f  t h e  f o rm u l a .  They c o u l d  f o r

i n s t a n c e ,  m od i fy ,  and t h e  m a t h e m a t i c s  o f  i t  I  would have
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Lo f i n J  one from somebody e l s e  how, so t h a t  t h a t  p o i n t  would 

h i t ,  maybe,  more on a  f i v e  o r  s i x  h und red  b a r r e l  a day w e l l  

and  maybe g i v e  a s  much a s  10.3% o r  10.4% o u t  o f  Prudhoe  Bay 

i n s t e a d  o f  an even  10%, and  t h e  f o r m u l a  d i d d l e d  w i t h  

enough t o  change  t h a t  p o i n t  t o  whe re  i t  would be c o r r e c t .  

C o u l d n ' t  t h a t  be done?

RICHARD KII.GORE - Yes i t  c o u l d  be .  I f  you l i k e  t he  b a s i c  

a p p r o a c h  o f  t he  c o n t i n u o u s  f o r m u l a  ....................

SEPATOR HUBER - A p p a r e n t l y  you J o ,  and T. do t o o ,  and we 

m i g h t  c o n s i d e r , and G e o r g e ' s  q u e s t i o n  p o i n t e d  up t h a t  we 

m ig h t  c o n s i d e r  s o m e th i n g  from b e i n g  John  Mesaemler  i s  h e r e ,  

t h a t  t h ey  m igh t  g i v e  us  an a l t e r n a t i v e  i s  t h a t  r e a s o n a b l e  

Madam Chairman?

CHAIRMAN POLAND - Weil  y e s ,  e x c e p t  t oday  wo have  Mr. K i l g o r e  

w i t h  u s .  He ' s  l e a v i n g  on a p l a n e  and we want  t o  t ak e  

a d v a n t a g e  o f  t h i s .  We can  b r i n g  t h i s  up.

SENATOR HUB HU - I  have  c o n s i d e r e d  t h i s ,  Madam Chai rman,  to  

be a work s e s s i o n  w i t h  him,  and i t ' s  more v a l u a b l e  t o  me, 

t h e  way w e 'v e  been  c o n d u c t i n g  i.L h e r e  t o d a y ,  t han  a n y t h i n g  

t h a t  w e ' v e  had.

CHAIRMAN POLAND - Well f i n e .  Let ; ' s g i v e  him a chance  t o

ge t  wi t h  i  t:. „ „ __ __
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RICHARD KILGORE - Okay,  we r e a l l y  a r e  c o n c e r n e d  w i t h  how 

t h i s  a s p e c t  w ork s .  T he r e  a r e  two p a r t s  where  A l a s k a  i s  

a t t e m p t i n g  t o  impose  i t s  own v i ew o f  wha t  t h e  p r o p e r  p r i c e  

p o l i c y  s h o u l d  be ,  t h a t  i s  i f  t h e y  want  t h e  OFEC p r i c e .  I t  

comes on t h e  f l o o r ,  and i t  a l s o  comes as  I  s a i d  b e f o r e  i n  

t h i s  c a l c u l a t i o n  o f  t h e  economic  l i m i t  f a c t o r  a g a i n .  I t  

e n t e r s  i n  two p l a c e s ,  and we have  s e r i o u s  q u e s t i o n s  ab o u t  

t h i s  and what  you r e a l l y  want  t o  do .  I f  t h e  b a s i c  i n t e n t  

o f  t h e  l e g i s l a t i o n  i s  t o  p r o v i d e  r e l i e f  t h a t  you d o n ' t  go 

o f f  i n  t h e  o t h e r  d i r e c t i o n  s i m p ly  b e c a u s e  y o u ' r e  unhappy 

w i t h  t h e  p r i c e s  b e c a u s e  t h i s  t h ro ws  a l l  t h e  bu rd en  on t he  

p r o d u c e r ,  and t h e n  y o u ' r e  g o i n g  e x a c t l y  a g a i n s t  what  you 

r e a l l y  want  to  do,  and you c o u l d  have  economic  c o n se q u e n ce s  

t o  t h i s .

I u n d e r s t a n d  your  c o n c e r n  w i t h  t h e  p r i c e s  t h a t  you get: f o r

yo u r  o i l . ,  and y o u ' d  r a t h e r  get.  h i g h e r  p r i c e s  t h an  lower

p r i c e s ,  and t h a t ' s ’ f i n e ,  ’nut: t h e  q u e s t i o n  i s  Ll: t he  p r i c e

i s  no t  set: at: a l evel ,  t h a t  you t h i n k  i s  a p p r o p r i a t e  t h en

what  do you do a b o u t  i t ,  and I g u e s s ,  i t ' s  j us t :  bo the r so me

to  us t h a t  what you do a b o u t  i t  i s  t hrow a bu rden  back on

a p r o d u c e r  h e r e .  T h a t ' s  what: y o u ' r e  do in g  about: i t ,  and

that :  t h en  goes  a g a i n s t  what  we f e e l  i.s an a p p r o p r i a t e  k i n d

o f  s e v e r a n c e  t a x  b e c a u s e  t h en  you run  i n t o  a l l  t h e  k i n d  o f

economic  p rob l ems  w i t h  t h i s  g r o s s  t a x  and t h a t ' s  our  c o n c e r n ,

and we a p p r e c i a t e  why you t h i n k  in t e rms  o f  f l o o r s  and why

you want, t o  gel. an a d e q u a t e  v a l u e  f o r  y ou r  o i l . ,  and so f o r t h ,
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and we u n d e r s t a n d  why you do i t ,  i t ' s  t h e  c o n s e q u e n c e s .

T h i s  t a x  a l s o  r a i s e s  t h e  t a x  on n a t u r a l  g a s .  I f  y o u ' l l  

r e c a l l  o u r  t e s t i m o n y  b e f o r e ,  we were  a lways  p o i n t i n g  ou t  

to  you t h a t  i f  you d i d  t h i s  you would have  an impac t  on 

A l a sk an  cons um er s ,  t h a t  would  f l ow  t h r o u g h  t o  A l a sk an  

co n su m er s .  I  n o t i c e d  t h a t  t h e r e  i s  a n o t h e r  b i l l  whi ch  

i s  HB 329,  SB 239 wh ich  i s  a r e s i d e n t i a l  f u e l  c r e d i t ,  and 

T. p r esume  t h a t  t h e  i n t e n t  o f  t h i s  i s  t o  m i t i g a t e  t o  some 

e x t e n t  t h e  impac t  t h a t  r a i s i n g  t h e  ga s  t a x  would have  on 

A l a s k a .  Consumers - w e ' r e  n o t  r e a l l y  i n  a p o s i t i o n  t o  know 

how a d e q u a t e l y  i t  does  t h i s  b e c a u s e  t h i s  has  t o  do w i t h  

what  f u e l  b i l l s  r e a l l y  a r e  i n  Ancho rage  and so  on.  We 

r e a l l y  d o n ' t  have t he  i n f o r m a t i o n  t o  c a l c u l a t e  how a d e q u a t e l y  

t h a t  does  t h a t ,  b u t  o b v i o u s l y ,  you a r e  c o n c e r n e d  w i t h  that:  

a s p e c t  t o  i t ,  anu t h e  b a l a n c e  o f  t h e  I n c r e a s e  o f  c o u r s e  

would  be a s s e s s e d  a g a i n s t  e x p o r t s .  I t h i n k  t h a t  t h e  o t h e r  

t h i n g  I s h o u l d  p o i n t  o u t  i s  t h a t  h e r e  you have in t h i s  n o t  

o n l y  an i n c r e a s e  in t he  t a x  r a t e  f rom 470 t o  10%, b u t  a l s o  

i n t r o d u c e  a f l o o r  p r i c e  h e r e ,  t h a t  i s  a minimum 6.4% , e r  

MCI’ , which i s  an e f f e c t i v e  f l o o r  p r i c e  o f  64 c e n t s  p e r  MCF, 

and I t h i n k  we have t he  same r e s e r v a t i o n s  h e r e  ab o u t  t h i s  

as  you do on t he  oi  l. s i d e .  I f  you have  oi l .  f l o w i n g ,  p r o d u c e r s  

g e t t i n g  J e s s  t han  64 c e n t s ,  someone m en t i o n ed  42 c e n t s  t he  

o t h e r  day ,  bu t  l e s s  t h an  64 c e n t s ,  t h e n  you s t a r t  t o  r a i s e  

t h e  e f f e c t i v e  r a t e  o f  i t ,  and 1 t h i n k  we have t he  same 

p rob l ems  wii.h il h e r e  as  wo. would anywhere  e l s e ,  and t h i s
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a l s o  ha s  a ga s  f l a i r e d  f e a t u r e  t a x a t i o n ,  b u t  i t ' s  on ly  

d o u b l e ,  n o t  f i v e  t i m e s ,  and a l l  my comments on t h a t  

go f o r  t h i s  t oo .

SENATOR HUBER - Tha t  i s  i n  t h e  e q u a l i z a t i o n  d e a l ?

RICHARD KILGORE - No, i t ' s  i n  t h e  s e v e r a n c e  t a x ,  i t s e l f .  

T h e r e ' s  a p r o v i s i o n .

I n  t h e  end ,  I ' d  l i k e  t o  t a l k  a l i t t l e  b i t  ab o u t  t h i s  whole

q u e s t i o n  o f  t h e  o v e r a l l  t a x  b u r d e n  anti how you a s s e s s  i t ,

Lh.e k in d  o f  q u e s t i o n s  t h a t  S e n a t o r  Racier has  been t a l k i n g  

a b o u t ,  b u t  L would f i r s t  j u s t  l i k e  t o  make a few comments 

on t h e  p r o p e r t y  t a x  b i l l ,  u n l e s s  t h e r e  a r e  some o t h e r  

q u e s t i o n s  h e r e  on t h e  s e v e r a n c e  t a x .

CHAIRMAN POLAND - No. I was g o i n g  t o  s u g g e s t  t h a t  when you 

a r e  f i n i s h e d  on t he  b i l l ,  and b e f o r e  you k i n d  o f  wrap up,  

t h a t  we t a k e  a f i v e  m inu t e  b r e a k .

RICHARD KILGORE - Okay,  s h a l l  I  j u s t  s ay  a few t h i n g s  ab ou t  

t h e  p r o p e r t y  t a x .  I. have  r e l a t i v e l y  l i m i t e d  comments h e r e .

HR 323,  SB 237,  now, t h i s  e x t e n d s  t he  p r o p e r t y  t a x  t o  some 

o t h e r  a r e a s  as  you know t o  r e f i n e r i e s ,  ga s  p l a n t s ,  and a l s o  

t o  m a r in e  t r a n s p o r t a t i o n ,  and I. 0 I i .quil  a c t i o n  f a c i l i t i e s ,  

and .so f o r t h .  So i t  e x t e n d s  t h e  k i n d s  o f  t h i n g s  t h a t  you 

would t a x  w i t h  you r  p r o p e r t y  t a x  Mow, t h e  o n l y  r e a l  comment
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t h a t  we have  h e r e  a r e  t h a t  Cor e a c h  o f  t h e s e  a r e a s  t h a t  y o u ' r e  

t h i n k i n g  oi: p r o p o s i n g  a p r o p e r t y  t a x  on ,  you t h i n k  c a r e f u l l y  

a b o u t  whe re  t h a t  t a x  w i l l  a c t u a l l y  be b o r n e .  Y o u ' r e  t a l k i n g  

a b o u t  t a x i n g  p r o p e r t i e s  f o r  c r u d e  o i l  p r o d u c t i o n  t h a t  l a r g e l y  

o b v i o u s l y  i s  b o r n e  by p r o d u c e r s .  They r e a l i z e  p r i c e s  i n  t h e  

l o w e r  ' 43  t h a t  a r e  s e t  f o r  them,  and t h e  t a x  you impose  i s  

a t a x  w h i ch  t h e y  have  t o  b a r e  i n  t e rm s  o f  t h e i r  own p r o f i t a b i l i t y ,  

b u t  t h a t ' s  n o t  n e c e s s a r i l y  t h e  c a s e  w i t h  e a c h  o f  t h e s e  o t h e r  

a r e a s  t h a t  you a r e  e x t e n d i n g ,  and what  I t h i n k  you ough t  t o  

t h i n k  a b o u t  what  you a r e  d o i n g ,  be.cause i f  y o u ' r e  l o o k i n g  

a t  p r o p e r t y  t a x e s  on r e f i n i n g  i n  A l a s k a ,  we would e x p e c t  

t h a t  mos t  o f  t h e  r e f i n i n g  c a p a c i t y  i n  A l a s k a  f o r  some t ime  

t o  come would be  b a s i c a l l y  c a p a c i t y  o r i e n t e d  t o  s u p p l y i n g  

low m a r k e t s  so t h a t  t he  t a x  Lhat  you impose  on t h o s e  

r e f i n e r i e s  p r e s u m a b l y  would o v e r  t h e  l ong  r u n  be bo rne  

by A l a s k a n  consumer s .  Y o u ' r e  a s s e s s i n g  a t a x  which  goes  

t o  t h e  t r e a s u r y ,  b u t  e v e n t u a l l y  t h a t  t u x  would have t o  be 

bo r n e  by consumer s  i f  t he  r e f i n e r i e s  a r e  t o  o p e r a t e  p r o p e r l y .

So you have  t o  wor ry  ab o u t  t h e  i n c i d e n c e  o f  t h e  t a x .  I f  

y o u ' r e  l o o k i n g  a t  I. & G f ac . iL i t . l e s  you have  t o  wor ry  a ga i n  

a b o u t  t h e  c o n se q u e n ce s  o f  t h i s  and what  w i l l  happen ,  and who 

w i l l  a c t u a l l y  b a r e  t h i s .  Wi l l  i t  be a c o s t  t h a t  w i l l  s i m p ly  

be p a s s e d  a l o n g  b e ca u se  t he  f a c i l i t i e s  un d e r  an PPG j u r i . s -  

d i c l  ion wi i 1 be p a s s e d  a l o n g  as  p r o b a b l y  may be t he  c a s e .

I t ' s  n o t  c l e a r  Lhat: i f  i t ' s  I. & G o r  e x p o r t  t o  f o r e i g n  

c o u n t r i e s  w h e t h e r  t h i s  would be t h e  c a s e .  Who would  b a r e  

i t ,  i t ' s  no t  e n t i r e l y  c l e a r .
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GEORGE SILIDES - Would I t  n o t  a l s o  have  an e f f e c t  on a 

d e c i s i o n  a s  t o  w h e t h e r  t o  l o c a t e  i n  A l a s k a .

RICHARD KILGORE - Yes ,  i t  c o u l d  un de r  c e r t a i n  c i r c u m s t a n c e s .

I f  i t ' s  a  c o s t  wh ich  b a s i c a l l y  t h e  p e r s o n  t h i n k i n g  o f  p u t t i n g  

i n  t h e  f a c i l i t y  has  t o  b a r e  h i m s e l f  b e c a u s e  he h a s n ' t  g o t  

an  a u t o m a t i c  p a s s  a l o n g  o r  he c a n ' t  p a s s  a l o n g  t o  A l a s kan  

c o n s u m e r s ,  o r  he  c a n ' t  t h r o u g h  h i s  r e g u l a t o r y  p r o c e s s ,  

p a s s  i t  a l o n g ,  t h e n  s u r e l y ,  i t  would  be one o f  t h o s e  t a x  

e n t e r i n g  i n t o  h i s  d e c i s i o n  as  t o  w h e t h e r  t o  l o c a t e  i n  A la ska .  

Noone can  s ay  w h e t h e r  t h i s  i s  t h e  t h i n g  t h a t  would swing 

i t  i n  t h e  b a l a n c e ,  b u t  o b v i o u s l y ,  i t ' s  p a r t  o f  t he  package  

o f  d o i n g  b u s i n e s s ,  i f  i t ' s  a  h i g h e r  c o s t ,  it:  c o u l d  have 

some e f f e c t ,  y e s .

The l a s t  one i s  m a r in e  t r a n s p o r t a t i o n ,  and t h e r e ,  w e l l  t h e r e ' s  

a  q u e s t i o n  o f  l e g a l i t y ,  I  g u e s s ,  bu t  we c a n ' t  a d d r e s s  o u r s e l v e s  

t:o t h o s e ,  b u t  i t  seems t o  me you migh t  have  some c o n c e rn  

a b o u t  t h i s  one t o o ,  b e c a u s e  you a l r e a d y  f a c e  a p rob l em 

where  you a r e  c o n c e r n e d  w i t h  t he  f a c t  t h a t  your  o i l  may 

have  t o  move t o  q u i t e  d i s t a n t  m a r k e t s ,  f o r  example  t h e  U. S. 

g u l f  and  t h e  e a s t e o a s t ,  and y o u ' r e  ve ry  much r i g h t l y  conce rne d  

about,  t h a t  l ong  haul  and t h o s e  h i gh  t r a n s p o r t a t i o n  c o s t s  

and what  i.t may do t o  yo u r  w e l l h e a d  v a l u e ,  and i f  you go t h i s  

r o u t e  o f  t a x i n g  m a r i n e  t r a n s p o r t a t i o n ,  you o b v i o u s l y  add 

t o  t h e  c o s t  o f  t r a n s p o r t a t i o n ,  I d o n ' t  know how much would 

be thrown up by t h i s  t a x ,  bu t  you a r e  in p r i n c i p a l  anyway
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a d d i n g  t o  t h e  c o s t  o f  t r a n s p o r t i n g  y o u r  o i l  wh ich  c e r t a i n l y  

works  i n  t h e  d i r e c t i o n  o f  l o w e r i n g  cne v a l u e  o f  you r  o i l ,  

so  I t h i n k  t h a t  you o ug h t  t o  c o n s i d e r  t h i s  a s  w e l l ,  a s  I 

s a y ,  i n  e a c h  c a s e  c o n s i d e r  t h e  c o n s e q u e n c e s ,  b u t  h e r e  y o u ’ r e  

p u t t i n g  an added  c o s t  on t r a n s p o r t a t i o n  and i t  may be s m a l l ,  

b u t  i t  c e r t a i n l y  works  .in t h e  d i r e c t i o n  o f  l o w e r i n g  your  

w e l l h e a d  v a l u e .  B a s i c a l l y  t h a t  c o n c l u d e s  my r ema rk s  on 

t h e  s p e c i f i c s  o f  t he  b i l l .

I  would  l i k e  t:o c o n c l u d e  w i t h  a few r em a r ks  a b o u t  t h i s  o l d  

q u e s t i o n  o f  the. t o t a l ,  t a x  b u r d e n  i n  A l a s k a .  What f a i r  

s h a r e  i s ,  and  a t  what  p o i n t  do you d e s t r o y  i n c e n t i v e s ,  

un de rm in e  p r o f i t a b i l i t y  and  t h e  l i k e ,  and o f  c o u r s e  

S e n a t o r  Rader  ha s  been  p r e s s i n g  a number o f  p e o p l e  f o r  

a n sw e r s  t o  t h i s ,  b u t  as  he h i m s e l f  in a s k i n g  t he  q u e s t i o n  

a d m i t s ,  t h e r e  o b v i o u s l y  i s  no e a s y  answer  t o  t h i s  q u e s t i o n ,  

i f  t h e r e  we re ,  somebody would  have  g i v e n  i t ,  and I  c a n ’ t  

g i v e  you an e a s y  ans we r .  A number  o f  t h i n g s  have  been 

s u g g e s t e d ,  aL l  o f  wh ich  make a  c e r t a i n  amount  o f  s e n s e .

What k i n d  o f  a c t i v i t y  i s  t h e r e  i n  t h e  S t a t e  has  been 

s u g g e s t e d .  A number o f  p e o p l e  have  s u g g e s t e d  Looking a t  

t h e  t o t a l  t a x  bu rde n  i n  A l a s k a ,  r e l a t i v e  t o  o t h e r  s t a t e s .

I have  a few comments on t h a t  a s p e c t  t o o .  I t  c l e a r l y  

i s  i m p o r t a n t  what, t he  t o t a l  t a x  burden  i s  on t h e  o i l  and 

ga s  i n d u s t r y ,  t h e r e ’ s j u s t  no dou b t  a b o u t  t h a t  and how 

i t  compa res  w i t h  o t h e r  s t a t e s .  I t  c e r t a i n l y  i s  n o t  j u s t  

t h e  a b s o l u t e  amount o f  d o l l a r s  b e i n g  p a i d  o r  d o l l  i r s  pe r
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