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Representative Mike Davis

P.O. Box V Interim Office:
Juneau, Alaska 99811 PO. Box 81435
(907) m465-4930/4941 Fairbanks, Alaska 99708
MEMORANDUM
To: House Resources Committee
From: Rep. Mike Davis
Date: February 27, 1987
Re: HR 3; Relating to the export of Alaska oil

The passage of HR 3 would send a message to President
Reagan and the U.S. Congress requesting that the prohibition
on the forei"gn export of Alaska oil be lifted. This
resolution 1is ine House counterpart to SR 6, which was
passed by the Senate earlier this month.

At a time when the state is seeking to increase
revenues without adversely impacting individuals or
industry, and at a time when the petroleum industry 1is
suffering from a severe downturn 1in oil prices, allowing the
foreign export of North Slope oil would provide a
significant degree of financial relief.

Due to the lower cost of shipping Alaska North Slope
oil (ANS) to Pacific Rim markets rather than to the Gulf
Coast, oil exported overseas would have a higher wellhead
value. This would result in greater industry profits, an
increased value for the state®s royalty oil, and a larger
tax base for the Alaska and U.S. treasuries.

The Department of Revenue has estimated that shipping
100,000 barrels of ANS per day to the Far East would
generate $48 million 1in additional general fund and
permanent fund revenues if the oil were shipped in Jones Act
tankers. Shipping the oil 1in foreign tankers would generate
additional revenues of about 574 million per year.

Cook 1Inlet oil 1is presently being exported to Korea
under a contract between private parties, and state-owned
royalty oil from the west side of Cook Inlet will be
exported to Taiwan beginning this summer. A plan for the
export of Canadian oil has also come under consideration, in
which the oil would be shipped along Alaska®"s Beaufort Sea
coast.
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Canadian firm
plans export
of Slope oll

By Harry McFarland
Times Business Writer

A Canadian company plans to
complete development of an oil
reserve in Canada’s Beaufort
Sea and ship the crude to either
Pacific Rim countries or the
western United States via an arc-
tic sea route around Alaska.

Gulf Canada Resources Ltd. is
proposing that crude from a
large oil and gas reserve called
Amauiigak be shipped seasonally
on icebreakers to a point west of
Barrow, according to Jim Liv-
ingstone, the company’s man-
ager of northern affaiis.

There the oil would be trans-
ferred to ocean-going tankers,
which would take the crude to
the Asian markets or to the west-
ern United States.

“The marketing question
hasn’t been resolved yet," Liv-
ingstone said Tuesday in a tele-
phone interview from Inuvik, a
Northwest Territories commu-
nity on the Canadian Beaufort
coast.

While the Canadian company
makes plans to export arctic oil,’
Congress continues to ban the ex-

port of Alaska’s North Slope oil.

Sen. Frank Murkowski, R-A-
laska, has backed the export of
some of North Slope oil and has
maintained that the United
States could receive some S10 bil-
lion in benefits by the year 2000 if
less than one-third gf the Slope’s
daily production of 1.8 million
barrels was exported to coun-
tries such as Japan and Korea.

Gulf Canada’s shipments from
the Beaufort Sea are expected to
take place during the period
when the arctic icepack pulls
back from the North American
shore. That would be from ap-
proximately early August to late
October each year. Livingstone '
said.

Gulf shipped 318,000 barrels of
Beaufort crude to a Japanese
mining company last year.

- A $120 million two-stage pro-
gram planned to begin this sum-
mer would be the first revival of
Beaufort drilling since Gulf Can-

‘ada and other operators shelved
development plans last year
when oil prices collapsed. Since
then,.; oil prices have climbed

back into the $19-a-barrel range.

The development in the Beau-
fort Sea would produce about 2.5
million barrels annually starting
as soon as 1988.

The second phase would fol-
low in about four years with con-
struction of a crude oil pipeline
that could transport at least
100,000 barrels per day down the
Mackenzie Valley to Edmonton,
Alberta. Once the pipeline is in
place, the crude would be sold
domestically in Canada.

Further drilling will be
completed this year to confirm
reserve estimates of 700 million
to 800 million barrels of oil, Liv-
ingstone said. The formation is
believed to contain about naif the
reserves discovered in the Cana-
dian Beaufort.

Gulf’s partners include Husky
Oil Ltd. and Norcen Energy Re-
sources Ltd. The company also
has discussed possible Canadian
government participation in the
project.



THE ALASKA
OIL EXPORT BAN

SPECIAL INTEREST
LEGISLATION
THAT HURTS AMERICA

Facts on the export of Alaskan Oil.

Alaska 1is the ONLY state prohibited from exporting petroleum.

The United States currently exports 600,000 barrpls per day
of refined petroleum products, 1including 10,000 barrels oer dav
to the Soviet Union.

Due to the International Energy Agreement the United States
MUST export oil to Japan and other participating nations during
shortages such as the Arab O0Oil Embargo. If a shortage were to
occur today the. U.S. would be required to export 500.000 barrels
per oay to participating countries.

The record 20 billion dollar trade deficit with Jaoan coula
be reduced by 2 billion dollars a year by shipDina them just
200.000 barrels per day of Alaska®s 1.6 million barrel a day
producti on.

It costs S4 per barrel more to ship oil from Alaska all -he
way through the Panama Canal and up to the Gulf Coast than goinc
directlytoJapan.

For every dollar saved on transportation S.60 goes to the
Federal Government, 1i.e. the American taxpayer. Exporting only
200.000 barrels per day would net the Federal Treasury another
$175 million per year..

Japan, Korea, and Taiwan have all expressed interest 1in
obtaining Alaskan crude to diversify their oil sources 3nd
moderate the panic buying in the spot market which results in
exorbitant price increases for everyone.

The American consumer. the Federal government, and the state
of Alaska are all Zasinn because the maritime industry #®s n< o
subsidized for “herficient service.

National security r.f the U::,h”0o States aid our al %s wo j
be INCPEASED by expo”ti ™t ¢1>sk?2e oil.
"he Alasxa oil « pcrt ran i: .pocial :nter*st 'eumiat""m

that hurts Arneric!
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CURRENT

COST OF
TRANSPORTATION
TO GULF COAST
OF ALASKA NORTH
SLOPE CRUDE OIL

54,00 /bl

through Tran* Panama Pfpalln* T

S4.50*35.0Q/bl

through Panama Canal

COST OF
TRANSPORTATION

TO PACIFIC RIM NATIONS
IF EXPORT BAN

IS LIFTED

S.90/bl
Sl S.60 /bl

NOTE: lor every S1 saved on
Transportation. S.60 goes
to the lederal government,
i.e. the American taxpayer.

Source: U.S. Department of Energy
Note: .n some cases, figures have been averaged, as variapies include ship size and length of ccntracts.



Figure 1

1982 SHIPPING RATES
($/Barrel)

SOURCE 0» industry estimates.



EJEYIEW & OUTLOOK

THE WALL STREET JOURNAL,

Wodnescijv,

Crude Question

When Japan's Prime Minister Ya-
suhiro Nakascne visits Washington
next week, we rope he asks President
Reagan when the U.S. Is going to get
serious about opening the Japanese
market to American products. That's
nghL When is the U.S. going to aiiow
American goods into Japan? '

Under the Zxpor. Admimsmnon
Act of 1573. erode oil from the North
Slope of .Alaska must he sold withm
the United States. Removing this ex-
port ¢ prohibition would simplify a
Rube Qoidterg system cf oil transport
and reduce the U.S.-Japan made aeii-
cit. perhaps by several billion dol-
lars.

Ever/ day, 15 million barrels of
crude Sow through the .Alaska pipe-
line mto tankers a: the per. of Valdez.
From there. £00.000 to one million bar-
rels are transported to West Coast re-
fineries, at a cost of about S1.25 per
barrel Most-of the remainder makes
an unnecsssanly long and expensive
tnp-oy tanker to the West Coast of
Panama, through a pipeline or the
Panama Canal to Caribbean cankers,

and fhence to the U.S. Gulf Coast, at a
cost of S450-S5.50 a barrel.

Without the export prohibition, one
would expect much of the Gulf Coast
oil to be sold to Asian countr.es. espe-
cially Japan. For one thing, transport
costs ‘across the Pacific are about 50
cents a'JbarreL For another, Japan
wants to diversify its oil sources, to
reduce Its heavy dependency cn the
Persian Gulf. Meanwhile, it would be
advantageous for Gulf Coast refiners
to purchase more cmce frcm Mexico
and Venezuela itransport costs about
51 oer barrei), whicn incidentally.
ccuid ~roio

Asia, importing mere from the Carib-
bean. the balance of payments would
be a wash. 3ut made tensions with Ja*
pan could be reduced. The U.S. would
have more leverage m askmg the Ja?-
mese not to underwrite Soviet devel-

opment of energy resources in Sakha- 1

lin. .And assuming S3QQ0 barreis a
daj of sales to Japan, at a wellhead
pr.ee of no, the U.S.-Japan deficit
could fall by 5355 billion.

It isn't clear that Japanese refiners
would buy that much, cf course. They
have long-term contracts with existing
suppliers, and their total demand for
crude has been declining. Meanwhile.
U.S. oil companies will want to recoup
ihs In.vosLT::gn.is d»<v unve ~nds—
tanker fleets. the 5500 million Panama
pipeline-under the assumption that
the expor. ban would continue. But
over tune,-it ‘will make more Icgismc
and economic sense to send Alaskan
oilrib the Far .East than to die Gulf.

The expor. ban 'was originally en-
acted as a result of heavy lobbying by
environmentalists who opposed the
Alaska pipeline, and wanted to make
sure it was built only for reasons cf
national energy independence. 3ut to-
day. the ban is primarily supported by
mantime unions. Oil slapped across
the Pacific would go in foreign bot-
toms; in the U.S. made, under the
Jones Act, cargoes must be earned in

mvermanned U.S.-flagsiups with over-

paid U.S. seamen.

So pernaps Mr. Nakasone should
eask Mr. Reagan whether his made ne-
gotiators will jawbone the U.S. Con-
gress and domestic maritime umcr.s
as much as they press against the
Jananese government Li keening the
Japanese market cioseo. iota sines

1

January 11.
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OIL & GAS JOURNAL EDITORIAL

U.S. oll exoort

ban involves costs
that hurt economy,
rein energy search

The U.S. makes too many economic tradeoffs in
its ban on crude oil exports our :de North
America.

The ban, a product of the Trans-Alaska
Pipeline Ac: and adjustments to the Export
Administration Act, is grounced in assumptions
that no longer are valid. And it creates
unnecessary costs tnat thwart ceveicoment of
new energy suppiv ana clog the economy.

'uring the hectic environment created bv the
1973-74 Arab oii embargo. Congress scooted the
view that the U.S. should iet none of its own
production be sold overseas. At a time svhen the
industrialized world felt doomed to perpetual
petroleum shortage, wnen the strategic
importance of crude oil became gianngiy
aooarent, that seemed sensible. 3ut events since
then— mainly a dramatic decrease in
ccnsumotion leading to wnat socears to be an
extended oil surclus that wiil be magnified bv
new discoveries off California— have overturned
the encuring-snorrage scenario.

Strategic ccnsicerations of domestic
production remain imoortant, but they involve
more than concern over where U.S. oil is sold.
The export ban has produced economic
inefficiencies far more threatening than near term
chances for a suocly interruotion. By allowing
exports, tne U.S. could correct those
inefficiencies and thus promote vital economic
growth. It also could spur domestic energy
develooment. And the ban could alwavs be
reimposed if these shipments ever posed a threat
to energy security.

The export ban mainlv affects production
from Alaska, natural markets of wnich are the U.S.
West Co~v, and Asia. The West Coast neeos oniv
about one-naif the oil shipped from Valdez, so the
remainder crosses Panama or circuits South
America to reach refiners on the Gulf and East
Coasts and in the Caribbean.

Shipment to Asia— orcbablv jaoan— in
exchange :cr cruae from foreign sources closer to
those markets would be cneacer. That's oarriv
because ire routes are snorter. Aiso, the lo.nes Ac:
reouires mac cargoes moving cetween U.S.
coasts be smcoec m U.S. vessels witn U.S. crews,
coin or wnicn are expensive cv international
s’ancards. Thus, bv crcscribine international

markets within easv reach of production, the
U.S. creates a cost ecual to the suostantial
difference between current snipping charges and
wnat they would be if the less expensive
alternative were legal. Ultimately, the cos: is
borne at the wellhead in the form of lower
netbacks for North Sloce production.

Oeoressed wellheao netbacks don't hurt jus;
producers and Alaska. They limit exploration ana
development and mus reduce additions to U.S.
oil reserves, which have much more to do with
U.S. energy security than foreign saie of
aomestic production. Consumers, wno have a
great stake in energy supply security, thereicre
snare the cost or wellhead netbacks ceoresseo by
nonmarket forces.

In fact, the main beneficiaries of the export
ban are the snip owners. Thev enjoy Jones-Act
protection from foreign competition as well as a
guaranteed market, so long as the U.S. closes
foreign marxets to Aiaskan oil. The Heritage
Foundation estimates that the Alaskan oil shioping
ousiness accounts for one-naif of Jones Act
traffic. It's not surprising, therefore, that U.S. ship
owners and their friends in Congress lead the
opposition to changes in laws blocking Alaskan
crude exports or in the Jones Act itself.

O nNher grouos could be hurt bv an end to the
exoort ban. Export of Alaskan crude might prove
more profitable than movement of the oil iniand
from the West Coast via the proposed Northern
Tier pioeiine or alternative projects. Likewise,
lifting of the exoort ban might encourage
development of a North Slope LNG industry
baseo on trade with Japan. That could doom the
prooosed gs' pipeline from Alaska to the Lower
48. The Norr. :rn Tier oil oipeline and Alaskan gas
line 3re major projects that would do mucn to
facilitate U.S. energy transportation. But, if and
when thev are built, their economics snouicn't
hinge on government market restrictions.

An end to the exoort ban might not trigger
immeciate exports to Japan because most Norm
Sioce proaucers aire3av are committed to
transportation arrangements linking U.S. markets.
But it wouia encourage ceve'ooment of new
petroleum suooiies bv opening market
opportunities now closea ov :egaiities that no
loncer te've U.S. economic or security coiectives.

AC:111°8). A4Ctie,r,. 77
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ENERGY REPORT

Maritime Industry Winning the Debate
Over Exporting Alaska Oil to Japan

Critics of an exporting ban say its removal would help taxpayers and consumers. But
Congress appears more responsive to U.S. tankers dependent on captive Alaska oil.

BY LAWRENCE MOSHER

Her almost a year of discussion and
Adebate. Congress appears ready to
continue the 10-vear-old ban on exports
of Alaska oil to Japan that -vas adopted
height of the past decade's
energy crisis.

To supporters of the ban. that outcome
bodes well for defense, for en-
ergy security and for the domestic con-

during the

national

sumer.

To its critics, it is a continuing blow to
the Treasury and a deep bow to a mari-
time industry (hat depends on the captive
Alaska oil trade, which by law isreserved
to U.S.-flag tankers.

Even this country's trade disputes with
Japan have been cited to press the point
that Alaska's oil should stay at home.

The Japanese "oofuscate everything
we try to do with every kind of phony
barrier,” Rep. Stewart B. McKinney. R-
Conn.. complained at an April
“Maybe someone will now wake up down-
town and realize we are not playing by
the Marquess of Queensbury’s rules."”

On the other side of the argument.
Marshall Hoylcr. a research fellow at the
Management Institute, called
In a new study for

hearing.

Logistics
the'ban
the Georgetown
Strategic and
Hoyler*calculated
jump SIO billion over the
if the Alaska oil export

"a scandal."”
University Center for
Studies.
revenues

International
that federal
wouid next
quarier-century
ban were lifted.

“People have to get beyond the energy
.ecurity non-issue.” he said in an inter-
.siew “They think it's a had idtta to ship
jii to the Japanese, who have been beat-
ing js economically. What they don't
reanze is that the Jaoancse won't benefit
financially, they"! still have to pay world
prices. It's the maritime industry that will
not be getting a break

surfer Jaca.n *iii

it cur excer.se."

Both of -the debate appear to
share the assumption that U.S. tankers
cannot compete with ships flying under
other flags in the world shipping trade.

Critics of the ban thir.k that allowing
Alaska oil to be shipped to Japan at
competitive transportation prices would
ultimately reduce the worldwide price of
oil, to the benefit of U.S. as well as other
consumers. They say it would cost only 60
cents a banrcl from Valdez,
Alaska, to Japan and other Far Eastern
markets, compared with 54.50 a barrel to
transport the same oil to the U.S. Gulf
Coast in American ships.

But McKinney, along with Rep. How-
ard Wolpe, D-Micn., and other support-
ers of the export ban say that allowing
Alaska's oil to be sold in Asia would drive
up the price of oil products in this country
by an estimated S1.5 billion a year. This
is based on a questionable assumption
that the replacement oil for the exported
Alaska oil would cost more: a delivered
price of about S29 a barrel for the im-

sides

to ship oil

ported oil and about S26 for oil from
Alaska.
TO BAN OR NOT TO BAN

Sen. Frank J. Murkowski, R-Alaska,

held hearings on the ban on July 19-20
before the Foreign Relations Subcommit-
tee on East Asian and Pacific Affairs,
which he heads. Murkowski
for a partial relaxation of the prohibition
that wouid allow some of his state's oil to
be exported but require that it be earned
on U.S.-flag tankers.

“"The question is whether or not NOW is
ihe time to allow prevailing market forces
;0 dictate the distnbution of Alaska oil."”
he said. “Is it fair ‘hat Alaska is the only
:n the nation that has such severe

is pressing

state
restrictions on exporting oii?"

Alaska produces about 1.7 million bar-
11 per cent of the nation's
Haif is shipped

-eis a day. or
innuai oii consumption.

to the West Coast and half ends up at
refineries on the Gulf Coast. Puerto Rico,
the Virgin Islands and the East Coast.
Murkowski's amendment wouid ailow uo
to 200,000 barrels a day to be exported.

During Murkowski's hearings and
those heid by the Senate Banking. Hous-
ing and Urban Affairs Committee and
the House Foreign Affairs Subcommittee
on International Economic Policy ana
Trade, lobbyists favoring the ban over-
whelmed its critics. The imbalance in the
testimony was so apparent that Don Ban-

ker, D-Wash., chairman of the House
Foreign Affairs panel, felt obliged to
apologize for the “lopsided" hearing he

held on April 12.

"The effort to
nowhere,” said Paul Freedenberg, a staff
economist for the Senate Banking panel.
“Nobody was particularly interested in
making a change. Too many people are
making money because of the way it is
now."

remove the ban went

Energy analyst Adam E. Sieminskj,
vice president of Washington Analysis
Corp., described the "non-debate" on the

ban as a good example of where t-e
political process has "not operated very
efficiently.”

"In general, almost everyone wouid be
better olf if the oil could be >o0:d to
Jaoan." Sieminski said in an interview.
"But those who would benefit— tie tax-
payers— are not easily idcntitiabie. -.-tie

those who would be hurt— the maritime

industry— arc. So who wants to ta.-z.e

wun that.’™

The answer, it teems, is harclv a-.vc-e.
The Reagan Administration ras cee.n *>e
ticeablv ambivalent over the .ssue be-
hind the scenes, the Defense, i-ter- ,F a.-a
Transportation Departments rave a:z.:i
to retain the ban. while tne E.-e-zy :-C
State Departments ar.a L.S Tcce
Brock arzt.ee a

resentative Bill .cave

remove it



For the record. William T,
Archery, deputy assistant
Commerce secretary Tor trade
administration, told Bonker's
panel that while ihe Adminis-
tration wanted to remove the
ban. it had not “made a deci-
sion to export Alaskan oil to
Japan or any other country.”

Snorted Wolpe. “That is
disingenuous.” Wolpe has co-
sponsored a bill (HR 1197)

with McKinney to make the
ban permanent.

The Administration’s
that the ban might be made
permanent, in f3Ct. is a major
rrnc-vn that those who oppose
the oan have trodden so softly
on Capitol Hill. “The ban
benefits a small group with a
lot of political clout,” said an
Administration official. "On
the other hand, it is causing a
of economic distor-
hurting every-

fear

number
tions that arc
one.”

The ban’s legislative origins
the 1969 Export
ministration Act. which
the President the authority
deny exports of scarce domes-
tic natural But it
was the 1973 statute authoriz-
ing the Trans-Alaska Pipeline
from Prudhoc Bay to Valdez
Gulf of. Alaska that
actuaily forbade the export of

are in

resources.

on the
Alaska.

Alaska oil. .

That law, as well as subsequent amend-
ments to the Export Administration Act
in 1977 and 1979. restricted Alaska oil to
domestic consumption unless the Presi-
dent could show that the exports were in
the national interest and Congress con-
curred in ajoint resolution. The 1977 and
1979 required a showing that

such exports should benefit the consumer

laws also

wuhin three months.

The prevailing national
was enemy security, growing out of the
oil crisis of 1973-74, which triggered the
first world oil price shock when the price
for oil sold by '.he Organization of Petro-
leum Exporting Countries (OPEC)
jumped from S3.39 a barrel to SI 1.28.

Alone with other supporters of the ban,
McKinney and Wolpe also contend that

concern then

removing it would, m McKinney’s words,
“dry-oock nearly half the U.S. tanker
leet die 20,000 workers ' in ‘'.he
mapping industry and jobs. In
addition, they sav the Treasury would
lose at S300 million through
tefauiis cy shipowners.

The nans -T.iics counter that only
*,:"20 full-time maritime .cos wouid be
"ost ano mmtat me feceral covcrnment

and
related

least loan

Congress initially forbade the export of Alaska oil in the
1973 statute that authorized the construction of the Trans-
Alaska pipelinefrom Prudhoe Bay to Valdez on the Gulf of

could buy all 26 laid-up tankers for 5200
million.

The maritime unions obviously would
suffer job losses if Alaska oil could be
freely shipped to Japan. U.S.-flag tankers
currently monopolize the transportation
of Alaska crude oil to West Coast and
Gulf ports under the 1920 Merchant Ma-

rine Act (also called the Jones Act),
which limits coastal shipping to U.S.-
built, U.S.-manned vessels. (See 4/16/83,
p. 793.)

The transportation costs saved by al-
lowing the more efficient marketing of
Alaska oil, on the other hand, isone of the
reasons why critics of the export ban say
it should now be removed.

The cost differential has allowed the
ban 10“enrich a small numoer of inaivid-

uais and corporations, who have formed a

vocal interest group in its behalf." ac-
rording to Hoyler. In his study. "The
Politics and Economics of Alaskan Ex-
ports,” Hoyler uses Transportation De-
partment data ;o show that American
seamen's wages are three times higher
than tnosc paio in other industrialized

aountries anc six limes higher than those
paid by less developed countr.es.

An American second mate,
example, 560,550
for six months of work, com-
pared with S17,500 in wages
and benefits paid to Western
European second mates. Most
sailors

for earns

American work only
half a year, which makes the
maritime
primarily that of rationing
highly sought-after jobs.
Hoyler that the ex-
port ban helped “
shrinking LS.
try" that had been losing busi-

role of the unions

noted
to revive
indus-

a
unker

ness following the Vietnam
war. And. as the pro-ban
lobby grew richer and mere

powerful, it prevailed on Con-
gress to add more restrictions
such as a

on Alaska oil, re-

quirement that the President

show that exporting the oil
would lower oil prices in the
United States within three
months.

American consumers would
benefit from lifting the export
ban, its critics argue, but this
long-term effect would take
longer than three months to
This is the
price ctficiency gains from al-
lowing the export of Alaska oil
would take five to eight years
to generate new Arctic oil pro-
duction. which
act to lower world oil prices.

Hoyler. Sieminsld and En-
ergy Department omciais contend that
the ban’s supporters either do not under-
stand are set or
prefer to obfuscate the To them,
the contention that American consumers
would pay more for gasoline if Alaska
sent its oil to Japan is more rhetoric than
fact.

realize. because

in tum would

how worid oil prices

issue.

The "marker price” for all oil is set by
the price of Saudi Arabian oil plus '.he
transportation costs to a particular pv.rt.
This price, in tum. is influenced by the
supply oi oil non-OPEC
such as Britain and Mexico. Differences
in quality (weight and sulfur content) are
also noted.

from sources

In his study, Hovler compares the spot
price of Alaska oil to Mexican oil on the
Guif Coast from Fecruary !°S1| to Se>
19S2. During this ‘he
Mexican pnee cropped from S3'.23 a
barrel to S2S.56. while the price of
Alaska oil cropped from S37 to S32.S6.

.After adjusting for 'heir quaiitv cufer-

lember period,

encc ion wmch basis Alaska oii is worm
about SI a barrel more because it is easier
"0 refinei, this meant that curing tfiat 21-
me once of k.asiwa ail

23 cheaoer 0o S3 3C more

montn pence,

Tufted from Si



expensive than Mexican oil.
Thus Gulf Coast refiners
could have saved money by
buying the closer Mexican oil.

AT THE WELLHEAD

The one area-whcre some
consumers might not benefit
from lifting the ban is the

West Coast, where the Atlan-
tic Richfield Co. is out-selling
ils rivals by "discounting" the
price of its Alaska oil to its
own Much of Ar-
co's ability to do this, its crit-

refineries.
ics contend, stems from the
tax accounting

under

company's
process, which
investigation by the
<\c>enuc service.

The Arco case,
of who is right, offers a good
example of the way oil price
arguments can become slip-
pery. Computing the price of
oil, it seems, often depends on
who is doing the calculating.

OPEC has acted as a cartel
to set the world price politi-
But increased oil
by non-OPEC
practices

is now
Internal

regardless

cally. pro-

duction coun-
tries. conservation
and a recession nave forced
OPEC to drop-rts pnee to be-

low S30 a barrel.

Sen. Frank J. Murkowski. R-Alaska, is pushing la allow
some of his state's ail to be exported to Japan ifit is
transported by US.-flag tankers.

calling it "farfetched." Vet
Arco continues to support the
export unlike Standard
Qil Co. (Ohio), another major

ban.

Alaska producer, which now
has called for its lifting.
“There is no perfect an-

swer." Sieminski said. "But in
would be
could be

general, everyone
better off if the oil
sold they
would pay more for it. Only
the maritime unions would be
hurt."

Critics of the ban, however,
have a harder lime dismissing
issue, if

to Japan because

the energy security
foreign oil supplies were again
disrupted, the idea of expon-
U.S. oil makes little sense
he ban's supporters, which
such

ude groups as the

National Farmers Organiza-
tion and the American Public
Power .Association.

Charles L. Frazier, director
of the
ofifice, said his organization :s
still "bitter” over the past oil

Thus nis

farmers' Washington

increases.
“retaining

price
group favors
trol" of Alaska oil.

To experts such as Hoylsr.
however, the United States
will remain just as vulnerable

con-

Alaska oil: on- the other to another oil crisis even if the
hand, is costlier to produce Alaska oil export ban is kept.
than Persian Gulf crude, and Hoyler argues that regardless
its quality is poorer. But its Rep. Howard Wolpe, D-Mich. (left), says exports of Alaska of this count' s desire to be
wellhead price is about S20 a oifwouid cost U.S. consumers about SI.5 billion a year. energy independent, it is stiii
barrel, a price that bears no part of the world oil market
real relation to cost. The consequences of this pricing sys- and will remain so. When oil supplies are

Arco, for example, computes its tem are twofold. One is that it allows disrupted, Hoyler maintained, "the pnee
Alaska North Slope'wellhead price by Arco to "discount” the cost of its oil to its of oil goes up everywhere."
starting with the price of equivalent own refiners and thus undercut its com- In the long run, he contends, permit-
“West Texas Sour" crude oil and then petitors on the West Coast. The other is ting the export of Alaska oil would actu-

deducting tar.ker and pipeline transporta-
If West Texas Sour sells for
S30 a barrel (its 1982
S30.74), then Arco's wellhead price is
that less S4.50-a-barrel shipping
from Valdez to Houston and Sé6-a-barrel
pipeline costs Prudhoe
Valdez, or S19.50 a banrel.

W hat bothers the IRS is that Arco uses
this artificially low wellhead price to cal-
culate all its its Alaska oil,
although SO per cent of that oil goes to
the West Coast, where its transportation
tests are only S1.50 a barrel. Thus Arco
writes off an additional S3 of shipping

tion costs.
average was
costs

from Bay to

taxes for

costs for most of its Alaska oil.

This accounting procedure allows Arco
=0 pay federal "windfall profits"
taxes,
-ccrne and severance taxes and royalties.
\11 tt these taxes are calculated on the

basis of wedheaC pr.ces in Alaska.

,'ower

federal income taxes and Alaska

that it motivates Arco to prefer paying
the higher shipping costs to the West
Coast and the Persian Gulf rather than

selling its North Slope oil to such East
mAsian markets as Japan at 3 higher well-

head price.
“"Because a sale to the Japanese at
Valdez would create a real transter

pnee,” argued Jack A. 3lum, a Washing-
ton iobbvist for the Independent Gasoiine

M arketers Council, “it would signifi-
cantly raise Arco's windfall profits lax
payments. The irony of this situation is

that even though the Jacanese wouid pay
more for the crude at Valdez than the
companies now make on product, be-
cause of the way they do their tax calcula-
iions their net profit would be lower."
Arco's president. James S. Morrison,
eienied this assessment to the House E.v
ertty and Commerce Subcommittee on

Oversight and Investigations last Feb. 23.

ally improve this country’s energy secu-
rity by increasing the world oil supply
from a politically stable area. Thus when
another supply disruption occurred, there
would be less need by such consumers as
and bid up the pnee.
in 1973-74 and

to panic
which is wh3l happened
again in 1979.

The Administration
spokesmen are still mutfiing their views,
Sil>

Energy Department's associate

Japan

agrees, but .s

in an interview, however, William J.
vey. the
director for planning and analysis, went
this far:

"The congressional perception dees .-.at
yet appreciate the fact that :here is cr:
world petroleum market and that we art
3y keeping '.he
export ban. we are just charging ourselves
more than we need to. Only the wmcfa.l

part af it Masxa

this time is going to the smopir.e ;nous'.r-
mstead of the oil companies.” |
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Selline Alaskan oil to Japan

I never made any economic
sense for Amencans :0 sr.;p

, 600,000 barrels a day of Aias-

—-kan surplus oil through me
Panama Canal to our Gulf ports a:
a transportation cost of IS a bar-
rel. when the short 'haul from
Alaska to Japan casts less than
half as much. The Japanese are
orJy slightly less anxious to buy
our oil than the Mexicans are
eager to sell to our Gulf Ccas:
refineries, with large savings on
transportation at botn encs of tne
swap.

It makes even less strategic
sense to push the Japanese into
greater dependence cn Russian oil
and gas as they seek to escape
reliance on the Persian Gulf for 70
percent of thesr oil. Geopotiacs
and economics now comcine to
give the Reagan administration a
powerful incentive to remove the
legislative ban that since 1974 has
prohibited the sale abroad of Alas-
kan oiL

Encouraged by National Secu-
riry Adviser Wiliiam Cark and his
able staff, President Reagan now
has clearly signaled his willing-
ness to see changes in the current
law. One of the least-noticed hut
important results of Reagan’
meeting with Japanese Prime Min-
isier Yasuhiro Nakasone was the
agreement to set up a joint work-
ing group on energy to explore
opportunities for cooperation.

Although the membership and
terms of reference still are being
negotiated, high on the agenda will
be Alaskan oil. Tb avoid the error
of the Carter administration in
waiting loo long before cooperat-

ing w,th Europeans to prevent
their growing aepencer.ce on
Soviet r.arurai gas. thus worxmg
group is seer, as a framework to

perm:: effective join: action
before the Japanese become
hoiked on Russian enerry

sources. A Japanese consortium,
for example, is on tne tr.resr.old cf
a £3 billion to £4 billion commit-
ment to the development w;;r. tne
Soviets of the Sakhalin reserves.

In the paimy cays of Alexander
Haig, the fact that this initiative
originated in t-he NSC staff would
have beer, enough to ensure Slate
Department opposition. But Sec-
retary of State Gecrge Shuitr has
proved recepnve.

Durmg his Tbkyo trip, Shulm
made the point mat a very large
reduction in the U.S. trade deficot
with Japan wouid be achieved by
exporting Alaskan oil. But he real-
istically warned that negotiating
with Congress for changes in me
law would be complicated.

In fact. Jimmy Carter, as presi-
dent, made an abortive anemp: :o
lift the oan or. the export of Alas-
kan oii, only to be discouraged by
the organised opposition of the
maritime unions. Whether these
powerful forces can be won over or
overr.cden in this more urgent sit-
uation depends cn the administra-
tion's ability to take its strong case
;0 the public.

The opposition of the maritime
unions derives from the fact that
Lbe law now recuires that all US.
coastal trade be carried in Ameri-
can ships with highly paid Ameri-
can crews. Since the Alaskan oil
cannot be exported, us smpmer.t
along the West Coast and through

the Panama Canal guarar.ites ;oc:
to me unions. More mar. 1.1i-
union jobs have come :o0 ceper.d or.

cf me unions. American moasoc-
cer :c Jaoan Mike Mansfieid mooe
a significant speech Toxys m
Decemoer. He reveajec mat he r.ao
indications from me Janar.es* or.
vate sector that imocr.ers wcu.o
agree :c having a sucstar.tiai par.
of the .Alaskan oil tranooor.ee m
Amer.czn snips ever, though this
wouio acd :0 the cost.

Another development that
makes it easier mar. before to
argue for allowing some erocr of
Alaskan oil is the discover.' of vast
new oil fields off the Caiiforraa
coast and the prediction cf huge
new reserves still to be four.c m
Alaska.

Under these circumstances,
seme c; Die big oil companies mat
had invested heavily tr. a pipeline
across Panama are no longer sup-
porting me ban on oil exhortation
to protect this investment. They
are shifting their position as Japan
becomes mors important as a
potential buyer of the growing sur-
plus.

Similarly, the world oii glut has
reduced the relevance of me argu-
ment that we must keep every drop
of oil at home. The Japanese may
be prepared to spend substantial
investment capital on discovery
and development of new reserves
in Alaska. It may well be mat ‘with
this kind of join: cooperation mere
oil will be discovered ar.c brocgr.t
on line than is actually sold :0 me

Jaoanese.
t



STATE OF ALASKA

Department ot Revenue

ja. r<*mi>uui ithsv:ii'iih :iction
.jnnuurv _7. it"d
irc:-Mr qi. *"ri h'« *lliiwi W Re earch
rn ra: efist* L»*s Logsdon, Petroleum Economist

Subject: ?0v ;timimi>: of rhe Revenue Linnacc of Humuvlui* T1iie bun
ft .i.%s Exports -

Per wrt'ir r*v;uesc L have revyiuuted rhe revenue uot”~c.cial of
ai ftuwiin® cue exoort of ANS crude oil bv looking ot the impact Yy
r;-y.mji"-e rax rtnd royalty income. This represent.** a Jodesc

of tiie analysis done .inly 13, 1335 to reflect more
niff" A :aformat Lon on transportation costs um market
del'i 1 es. The key assumer.imis . rueclioo. and estimates are as
roilows .

set:mo rjons :

I. Alaska woulb sell 100,000 bbidav o its roya.lly uli
to Fat- East purciiasers. Current Production of AVS i
L.300,000 bhi/day ot" which Alaska®s rnvaitv share 1is
roughly 223.000 bbl/dnv. Alaska 1is currently
commit tea to sales of roughly 107.u00 bbl/dnv rovsir
i-rune oil on lenjy term contract. i"iiis leaves
eipi:rovma telv 113,000 bbl/"av va:lable for other

f[;_P*;rioo y e

tai v r-ro<ii!z;*rs would Si-I1 an rum ilion.i
20lj.«iflo pbi da"- ed For East nmwiiaso.-s. This \n an
rmrv ussirnpt \which :on high or 1! >p

«- 1lh* ~ “'ist pur”Ua woiild nol e
eeup*-1 Zt:iei;® pr "IIr -hnu ee-hat wmiin have emesen
S RO I I o B G (B -1lit- 1.E. ‘'iu:l.



- .
Py, yfer-yi-

no til:is:ioi,l:tr thb soviuits due to avo en r..f
.S. e Hi:" »»* would he efn NLv 51.1'O/hb Il ;r lhomo
Sft *tr THHKr'I™S o' .. 0o/ vbvt ic ciiipoco
rnnifors .
\'Le “."I'I't'ts are assumed to ijp barrels Mivnr>"i tet:its
the ; uuii and nil the cost savinrts are ass uii ]
translate dirootiv into higher wellhead wvrtLuus,
arrrci: v dUA nr rousthly 650.UUO abl.tia'- at tin- .iXs
mar!"*r-d .a the Lower |Ift goes ro the (J. . da;:. ol

rovairv revenue imoants are prorated on this oasLv..

i"::>u:ih exports ho the Ear Hast coo!=: Imvi* dtrfor.
repfs on the ANS price on rhe '-.S. .M-st tlo.as* , i<
uite:nnc is made "o ''snaate this bi‘catisi; o:
uncertainty over t::- wiliuujnoss or mu.tor

producers to -report. Market rheorv sud.'jes i<« nat

ccapetihton would drive the West dons . price

rfjAr analysis would he tieodea ro atteirt ro

estimate this- effect.

L:xerinsed Uliovai :n:s ? Srar® r<oviilty >a
ifoyairs.es - Sales f& i srat®ftet Istories ai

LnvuLu* :Tices.

Sente ifoyalty Direct

5dies
Joites Attt Tankeres 100 .0dd JLd;T=1 . D ¥. i
durz. 7! iision/vr.
Mun; ten Tan ifers V(3. iA~ eLl.;>E, j
w I 7 lili-di vr
@ee’s ;'3 Plees Truyjiprr**n e: * "as : ti'w-
. rmm ta.- iuiil t.Miusr orraea ;I I*r

e ?hi"-tr ;-niu»



b . 1ll-value RfT-:i:t icsand
D lrawt Sales e« fliva illcill*i»os
Julius Ac*laiikers -3U0.0004*365»1 .90 % 1354.,333

x> {5 nullinn. vi*

i"or—iv.a VaiiKcrs % 300 .000*36543 .:.n».135 >.322
5. U8 :.vili.ion/yr

Whe"*r< 135 1s tin* mvrnrv "yn®"sn tage o0l gross .p\S
praisuccioii Mitu .333 1is the percentage of ANS royalties
taken 1in-vaiim or vr.aken inkimi and sold at in-value

prices after ioo.duo hhlu. are sold ro .Jaiasn
adjusted icy ™. umounr displaced from the MNu;!" doas; L.,
i.e. 1- iij0 335 *. j

4. increased
Severance lax
Jones Act Tankers 1 rnxab i obi * Value ? Ta-: Rate
300.(100«3r»5 fc1.90 4f13**< 1-: . 135 4.333 *

““ In.iM mitt Lon/yr

Foreign Tankers A .00 .Q00~ .95 *. 12* |1-".135*_ 3337; ;
i 513 r' Il a>li/yr

Where .13 is the ras- rate aft ?r 3LF kicks in for
Prudhoe iIn Julv iixr.

eMinimar v :

State of Alaska Less state of State of Alaska
dross Product inn Alaska Permanent Net Revenue Effect
Revenue Ft fee* Fund ffeef ro tkneral Funa
Jonos Wi
rrikers XAT7T.77 mii linil-vr :mt :on/vr d mills. r»n ee*
Iy syl

11l 71.17 Miillnn ek e lE oML S| Cee o
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IN THE HOUSE BY DAVIS AND KOPONEN
HOUSE rESOLUTION NO. 3
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - FIRST SESSION
Relating to the export of Alaska oil.
BE IT RESOLVED BY THE HOUSE OF REPRESENTATIVES:

WHEREAS the foreign export of Alaska North Slope «crude oil would
provide an incentive for further domestic oil exploration and development;
and

WHEREAS further oil exploration and development would enhance the
nation®s energy and economic security; and

WHEREAS the petroleum industry is presently experiencing severe
economic difficulties; and

WHEREAS Japan, Korea, and Taiwan have expressed an interest in
purchasing Alaska North Slope crude oil to diversify their energy sources;
and

WHEREAS the export of Alaska North Slope crude oil would decrease the
federal trade deficit with these nations; and

WHEREAS a Taiwanese company will take first delivery of Alaska Cook
Inlet royalty oil in 1987 under an oil export [license issued by the U.S.
Department of Commerce; and

WHEREAS a Korean company has already begun taking delivery of Alaska
Cook Inlet oil; and

WHEREAS it 1; far more costly to ship Alaska North Slope crude oil
through the Panama Canal and to the Gulf Coast than to ship the oil
directly to the Pacific Rim; and

WHEREAS under the International Energy Agreement, the United States Iis
required to export crude oil to participating nations in the event of a

worldwide disruption of oil supplies;

HROOO3A -1- HR 3
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DE IT RESOLVED that the House of Representatives respectfully requests
the United States Congress to enact laws providing for the export of Alaska
crude oil, regardless of the oil"s point of production within the state;
and be it

FURTHER RESOLVED that the Alaska congressional delegation is urged to
continue using its best efforts to obtain passage of legislation permitting
the foreign export of Alaska crude oil, regardless of the oil"s point of
production within the state.

COPIES of this resolution shall be sent +to the Honorable Ronald
Reagan, President of the United States; the Honorable George Bush,
Vice-President of the United States and President of the U.S. Senate; the
Honorable Jim Wright, Speaker of the U.S. House of Representatives; the
Honorable Robert Byrd, Majority Leader of the U.S. Senate; and to the
Honorable Ted Stevens and the Honorable Frank Murkowski, U.S. Senators, and
the Honorable Don Young, U.S. Representative members of the Alaska delega-
tion in Congre
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