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This bill modifies the economic 11mlt factor (ELF) formula used In 
computing the production (severance) tax on oil.

The bill (1) Introduces the rate of field production Into the exponent of 
the current ELF formula; (2) repeals the so-called "rounding rule," the 

provision of current law which states that for any month during the first 

10 years of commercial oil production for which the computed ELF of a 

lease or property exceeds 0.7 the ELF shall be considered to be one; and

(3) fixes the production at the economic limit (PEL) at 300 barrels times 

the number of well days 1n the month.

This bill is retroactive to January 1, 1989, and applies to oil produced 
after December 31, 1988. Because the severance tax on oil for a given 

month is due during the following month, a tax change which takes effect 

on January 1 would not affect revenues until February. Depending on the 

actual passage date of the bill, the FY 89 amounts may not be actually 

collected until FY 90.

This fiscal note was calculated using the oil price and production 
assumptions of the Department of Revenue's Fall 1988 Petroleum Production 

Revenue Forecast mid-case scenario updated for actual data through 

November of 1988. That forecast was predicated on Alaska North Slope 

crude prices at the U.S. Gulf of $13.25 a barrel In FY 89 and $12.89 a 

barrel 1n FY 90. 1/

Additional revenues for future years 1n millions of dollars are as follows:

1995 174

1996 169

1997 • 163

1998 153

•1999 152

2000 144

2001 136

2002 129

2003 117

2004 110

2005 104

2006 91

2007 80

2008 60

2009 45

2010 19

1/ Had the fiscal note used the oil price and volume assumptions of the 
'•Consensus Revenue Analysis" of January 24 , 1989, the FY 89 fiscal Impact 

would be $56 million, and the FY 90 fiscal impact would be $132 million. 

That analysis was predicated on Gulf ANS prices of $14.07/bbl 1n FY 89 and 

$14.30/bbl 1n FY 90.



Pr ica/Rsvenue Sensitivity Matrix' ' H B  1 1 8  
(Millions of S)

ANS @ Fiscal Year
US Gulf

S/bbl) 1989 1990 1991 1992 1993 1994

10.35 28 89 89 97 100 96

12.70 42 113 114 123 135 129

15.00 56 149 149 159 170 160

17.35 70 185 186 196 208 196

19.70 84 216 218 230 243 216

22.00 98 251 254 278 273 239

Assumptions:

1. Production and well assumptions from Department of Revenue mid scenario Fall 1988 forecast,

2. HB 118 effective date January 1,1989.

3. The variation in revenue between years is a function of a number of factors, including:

A. The changing relative tax rates under the current ELF and HB 118.

B. The effectt>f price on production levels, (e.g. West Sak economic at $18/bbL)

C. The effect of changing production and wells on ELF under either formula.
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Original sponsor: Finance Committee
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B Y  TH E R E S O U R C E S  COMM ITTEE 

CS  F O R  HOUSE  B I L L  N O .  118 ( R e s o u r c e s )

I N  THE  L E G I S L A T U R E  OF  THE  S T A T E  OF  A LASK A  

S I X T E E N T H  L E G I S L A T U R E  -  F I R S T  S E S S I O N  

A B I L L

T P

WD

6 F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  t o  t h e  o i l  a n d  g a s  p r o p e r t i e s  p r o -

7 d u c t i o n  t a x ;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

8 B E  I T  EN A C T E D  BY  THE  L E G I S L A T U R E  OF  TH E STATE  OF  A L A S K A :

9 *  S e c t i o n  1 . A S  43 . 55 . 013 ( b )  i s  r e p e a l e d  a n d  r e e n a c t e d  t o  r e a d :

( b )  T h e  e c o n o m i c  l i m i t  f a c t o r  f o r  o i l  p r o d u c t i o n  o f  a  l e a s e  o r

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

( 1 - [ P E L / T P ] )  e x p  ( [ 150 , 000 / ( T P / D a y s ) ]  e x p  [(460 X  W D ) / P E L ] )  

w h e r e :  P E L  = t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t ;

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

t a x  i s  t o  b e  p a i d ;

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

t h e  t a x  i s  t o  b e  p a i d ;

D a y s  = t h e  n u m b e r  o f  d a y s  i n  t h e  m o n t h  f o r  w h i c h  t h e  t a x  i s  

t o  b e  p a i d ;  a n d  

e x p  = e x p o n e n t .

*  S e c .  2 .  AS 4 3 . 55 . 013 ( d )  i s  r e p e a l e d  a n d  r e e n a c t e d  t o  r e a d :

( d )  T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  a

l e a s e  o r  p r o p e r t y  i s  300 b a r r e l s  t i m e s  t h e  n u m b e r  o f  w e l l  d a y s  f o r  t h e

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

*  S e c .  3 . AS  4 3 . 55 . 013 ( e )  a n d  4 3 . 55 . 013 ( f )  a r e  r e p e a l e d .

*  S e c .  4 . R E T R O A C T I V E  A P P L I C A T I O N .  T h i s  A c t  i s  r e t r o a c t i v e  t o

27 J a n u a r y  1 ,  1989 ,  a n d  a p p l i e s  t o  o i l  p r o d u c e d  a f t e r  D e c e m b e r  31 ,  1988 .

28 *  S e c .  5 . A L T E R N A T I V E  R E T R O A C T I V E  A P P L I C A T I O N  D A T E S .  ( a )  I f  a  c o u r t

29 m a k e s  a  f i n a l  d e t e r m i n a t i o n  t h a t  r e t r o a c t i v e  a p p l i c a t i o n  u n d e r  s e c .  4 o f
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O r i g i n a l  S p o n s o r :  F i n a n c e  C o m m i t t e e

H o u s e  Bi l l  118, o r i g i n a l l y  i n t r o d u c e d  b y  t h e  H o u s e  

F i n a n c e  C o m m i t t e e ,  w o u l d  a m e n d  t h e  c u r r e n t  E L F  f o r m u l a  t o  

p r o v i d e  a d d i t i o n a l  r e v e n u e s  t o  t h e  s t a t e  g e n e r a l  fund. H B  118 

is s i m i l a r  t o  H B  164 w h i c h  w a s  i n t r o d u c e d  in 1987 a n d  

s u b s e q u e n t l y  p a s s e d  t h e  H o u s e  b u t  d i e d  i n  t h e  Senate.

T h e  H o u s e  R e s o u r c e  S u b s t i t u t e  c u r r e n t l y  b e f o r e  us, h a s  

a m e n d e d  t h e  o r i g i n a l  H B  118 b y  p r o v i d i n g  a r e t r o a c t i v e  

a p p l i c a t i o n  o f  t h e  r e v i s e d  E L F  t o  J a n u a r y  1, 1989, a n d  a l s o  

r e s t r u c t u r i n g  E L F  to  e f f e c t i v e l y  a l l o w  a n  i n c r e a s e  in 

s e v e r a n c e  t a x  on m o r e  p r o d u c t i v e  f i e l d s  l i k e  P r u d h o e  B a y  a n d  

K u p a r u k ,  b u t  p r o v i d e s  a r e d u c t i o n  in s e v e r a n c e  r a x  for t h e  

smaller, le s s  p r o d u c t i v e  fields.

F i n a n c e  C o m m i t t e e  m e m b e r s  s h o u l d  h a v e  b e e n  p r o v i d e d  w i t h  

a b l a c k  E L F  b i n d e r  w i t h  b r i e f i n g  m a t e r i a l .  H o p e f u l l y ,  t h i s  

w i l l  c o m p l i m e n t  t h e  i n f o r m a t i o n  f o u n d  in y o u r  r e g u l a r  b r i e f i n g  

pa c ket.



W H E R E A S ,  t h e  E c o n o m i c  L i m i t  F a c t o r  ( E L F )  a s  e n a c t e d  b y  t h e  A l a s k a

S t a t e  L e g i s l a t u r e  i n  1981 w a s  i n t e n d e d  t o  p r o m o t e  c o n t i n u e d  d e v e l o p m e n t  o f

m a r g i n a l  o i l  f i e l d s ;  a n d

W H E R E A S ,  u n b e k n o w n s t  t o  l e g i s l a t o r s  i n  1981 ,  b o t h  t h e  P r u d h o e  B a y  a n d

K u p a r u k  O i l  F i e l d s  a r e  i n  n o  s e n s e  o f  t h e  w o r d  m a r g i n a l  f i e l d s ;  a n d

W H E R E A S ,  t h e  a p p l i c a t i o n  o f  t h e  E c o n o m i c  L i m i t  F a c t o r  ( E L F )  a c t u a l l y

d i s c o u r a g e s  o i l  p r o d u c t i o n  a t  a t r u l y  m a r g i n a l  f i e l d  s u c h  a s  M i l n e  P o i n t ;  a n d

W H E R E A S ,  t h e  p e o p l e  o f  t h e  S t a t e  o f  A l a s k a  ow n  t h e  o i l  r e s o u r c e s  o f  t h e  

S t a t e  a n d  s h o u l d  b e  f a i r l y  & e q u i t a b l y  c o m p e n s a t e d  f o r  t h e i r  e x t r a c t i o n ;  a n d

W H E R E A S ,  t h e  e c o n o m i c  c o n d i t i o n s  i n  A l a s k a  d o  n o t  w a r r a n t  a  t a x  b r e a k

f o r  t h e  o i l  c o m p a n i e s ;  a n d

W h e r e a s ,  t h e  A l a s k a n  w o r k  f o r c e  i s  n o t  r e c e i v i n g  i t s  f a i r  s h a r e  o f

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

T H E R E F O R E ,  b e  i t  r e s o l v e d  t h a t  L o c a l  U n i o n  1243 o f  t h e  U n i t e d

B r o t h e r h o o d  o f  C a r p e n t e r s  a n d  J o i n e r s  o f  A m e r i c a  u r g e s  t h e  A l a s k a  S t a t e

L e g i s l a t u r e  t o  c o m p l e t e  i t s  r e v i e w  o f  HB  118 a n d  t o  b r i n g  t h i s  b i l l  t o  t h e  f l o o r  

a n d  f u r t h e r m o r e ,  w e  u r g e  i t s  a d o p t i o n .

U N A N IM O U S L Y  p a s s e d  t h i s  28 t h  d a y  o f  F e b r u a r y ,  1989 b y  t h e  G e n e r a l  

M e m b e r s h i p .

■ J ' d . t t L z   f c \ J c u & u a u s

M J f r a y r ^ i i d w i n  D o n  S w a r n e r
P r e s i d e n t  B u s i n e s s  R e p r e s e n t a t i v e

F i n a n c i a l  S e c r e t a r y / T r e a s u r e r

A R E S O L U T I O N  U R G I N G  TH E  A L A S K A  S T A T E  L E G I S L A T U R E  TO 
R E V I E W  AND A D OPT  HB 118 AN ACT 

R E L A T I N G  TO  T H E  O I L  AND GAS  P R O P E R T I E S  P R O D U C T I O N  TAX

D O N  K .  S W A R N E R

, Business Representative 
Financial Secretary-Trcasurer

Farthest N o rth Local in the World
1 ■' —  - ‘ ■ * - ■■■I,.

807  462-5308  
807  452-3802 3 1 5  F I F T H  A V E N U E  

P .O .  8 0 X  3 4 7  
F A I R B A N K S ,  A L A S K A  

8 8 7 0 7



TESTIMONY OF E. H, PETE NELSON 

TEXACO USA 

BEFORE THE HOUSE FINANCE COMMITTEE 

CONCERNING ELF MODIFICATIONS (HB 118)

MARCH 15, 1989

GOOD AFTERNOON. MY NAME IS ETHEL H. "PETE" NELSON. I AM THE SENIOR LAND 

REPRESENTATIVE FOR TEXACO USA.

TEXACO APPRECIATES THE OPPORTUNITY TO COMMENT TODAY ON HB 118 WHICH WOULD 

REVISE THE ECONOMIC LIMIT FACTOR WHICH WOULD IN EFFECT SUBSTANTIALLY 

INCREASE TAXES ON THE PETROLEUM INDUSTRY.

WHILE WE CAN APPRECIATE THE FACT THAT STATE GOVERNMENT HAS BEEN HIT HARD BY 

THE DECLINE IN OIL PRICES OVER THE PAST THREE YEARS, THE INDUSTRY WAS HIT 

EVEN HARDER. THE DIFFERENCE IS, INDUSTRY HAS TAKEN THE NECESSARY STEPS TO

COUNTER THE ADVERSE AFFECTS OF LOW OIL PRICES. WE HAVE RESTRUCTURED AND 

STREAMLINED OUR OPERATION TO REDUCE OPERATING COSTS.

THE OIL INDUSTRY IS NOT THE ONLY SEGMENT OF THE ECONOMY AFFECTED BY 

DECLINING OIL PRICES. ALASKAN BUSINESSES SUCH AS CONSTRUCTION COMPANIES,

GROCERY STORES, RESTAURANTS, HOTELS AND SCORES OF OTHERS HAVE HAD TO BITE 

THE BULLET AND SCALE DOWN OPERATING COSTS IN ORDER TO SURVIVE.

THIS IS NOT THE TIME TO FURTHER BURDEN INDUSTRY WITH INCREASED TAXES. THE 

PRICE OF OIL HAS INCREASED SLIGHTLY IN THE PAST FEW MONTHS, SHAKY AS IT IS. 

AS A RESULT, WE HAVE SEEN A SLIGHT INCREASE IN EXPLORATION AND DEVELOPMENT

t u t c  u T M T t r o  u u i r u  u a ?  u i r D c a c m  t u b



INCREASED THE AMOUNT OF PRIVATE SECTOR SPENDING, WHICH HAS IMPROVED THE 

GENERAL ECONOMY OF THE STATE.

THE PASSAGE OF HB 118 WOULD SIGNIFICANTLY INCREASE INDUSTRY'S OIL AND GAS 

TAX BURDEN AND CAUSE A DECLINE IN EXPLORATION AND DEVELOPMENT ACTIVITIES IN 

ALASKA.

INDUSTRY'S MANAGEMENT SIMPLY IS NOT GOING TO LOOK FAVORABLY AT REQUESTS FOR 

EXPLORATION DOLLARS FOR ALASKA WHEN THEY ARE ALSO CONSIDERING REQUESTS FOR 

EXPLORATION DOLLARS FOR STATES WHICH ARE OFFERING INCENTIVES RATHER THAN 

DETERRENTS TO OIL AND GAS EXPLORATION (WYOMING $ LOUISIANA).

IN CONCLUSION, TEXACO OPPOSES THE PROPOSED MODIFICATIONS TO THE ECONOMIC 

LIMIT FACTOR AND URGES YOU TO NOT PASS HB 118.

AGAIN, WE THANK YOU FOR THE OPPORTUNITY TO SHARE THESE VIEWS WITH YOU 

TODAY.

P7/130
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P R O D U C T I O N

(Calendar Y e a r  1987)

5
Millionsof 4 4 Barrels Per Day

3
ALASKA

2.0 Million B/D
INDONESIA
1.3 Million B/D

G O V E R N M E N T  R E V E N U E

S T

Billions of 4 Dolilare Per Year

INDONESIA$4.5 Billion

ALASKA 
$3.1 Billion

Source (IndofiCfU): Petroleum Imtliiteiue'VieUy, 1/31/87,12/7/17 Division of Policy 2.mv



$ 1 8 . 0 0  j  

$ 1 6 . 0 0  - -  

$ 1 4 . 0 0  - -  

$ 1 2 . 0 0  -- 

$ 1 0 . 0 0  -- 

$ 8 . 0 0  -- 

$ 6 . 0 0  -- 

$ 4 . 0 0  - -  

$ 2 . 0 0  -

$ 0 . 0 0

o n  a  D o l la r  p e r  B a r r e l B a s is
$ 1 7 . 5 0

I n d o n e s ia  A la s k a
Note: Refer to Administration's testimony; ($3.1 Billion+2.0 MMBPD, compared to the ADOR wellhead value)
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A D D I T I O N A L  B E N E F I T S  O F  A N S  O I L

ANS producers receive profits from Alaska oil outside of Alaska which 
provides an additional bonus beyond what it would cost if they had to purchase 
imported oil. An additional profit of approximately $0.7 billion went to the 
producers through the operation of the U.S. Department of Energy crude oil 
entitlements program. Producers are believed to earn additional profit through 
the refining of ANS crude because, among other things, they have access to a 
secure source of crude oil. If they did not have the ANS crude, it would be 
necessary for them to acquire crude from foreign sources.

Others estimate that profits on tanker operations and trans-Panama shipment 
activities added between $.25 and $1.00 profit per barrel of ANS crude produced.
These additional profits would have been received on the nearly 6 billion barrels 
of ANS proouction. These added profits are not included in the $42.6 billion of 
total oil industry profit in Alaska covered in this report.

I N V E S T M E N T S  M A D E  O N  T H E  A L A S K A  N O R T H  S L O P E

Figure 9 shows the relative amounts of money invested in projects to 
produce ANS crude. The greatest investment was $9.4 billion in TAPS. The 
total investment to date in Prudhoe Bay w a^S ^T^S iiionT^ This includes the / u  
waterflood project and the miscible gas injection project as well as infield drilling.
The investment in Kuparuk waq^$4.3 Jolilion which includes amounts for the newly 3  • J) 
installed waterflood project that had not been in operation during the period of 
this study. Milne Point cost $575 million. Endlcott and Lisbume each cost 
approximately one billion dollars. As of the end of 1987, Milne Point had been 
shut in, while Endicott and Lisbume had just begun operations too recently to 
have a significant impact on the revenue numbers reported here. The 
investments made in Cook Inlet during this period were not significant relative to 
the ANS investments during this period.



Thee# rates off ratum compare to the long run rate of return on the New York
S tock Exchange of 10% before tax. [Wall Street Journal (February 20, 1989)] 
The prime rate peaked at 21.5% before tax in 1982, but that was an exceptional 
year. During this period, a prime rate of 10% to 18% before tax was more typical. 
Using an average effective tax rate o f 38%, which approximates the tax rate 
observed In this study, the equivalent after-tax return on the New York Stock 
Exchange Is 8.4%. The equivalent peak prime rate after an effective tax rate of 
38%  te 13.78%.

Reinvestment of Alaska Cash Flows. Subsequent to the Initial investment for 
Prudhoe Bay field and TAPS, the Industry Invested $15.8 billion for ANS 
development and exploration throughout Alaska from 1978 through 1987. This 
includes $3.9 billion in exploration expenses which are not included in the 
analyses o f profits from individual fields. The reinvestment rate has been 27.8% 
o f cash flows received during this period.

Seventy-five sources of data about Alaska oil operations were researched to 
develop this report. Although details do not exist on each and every data item, 
the information available In the references is sufficient to develop a reasonably 
accurate picture o f industry profit. A study of the data suggests that the actual 
pro fit number could be as low as $41 billion or as high as $47 billion. The 
estimate reported here is at the conservative end of this range.

Representative R a t e  of R e t u r n  Da t a  

Hletorloal Aotuala for S t a n d a r d  &  Poor's 8 0 0  Portfolio

for P e r i o d s  e n d i n g  12-31-87

C u m u l a t i v e  R e t u r n

A v e n g *  

A n n u a l  R e t u r n

3  Y e a r s  

6  Y e a r s  

1 0  Y e a r s

♦ 8 4 . 3 %
♦ 1 1 3 . 7 %

♦ 3 1 2 . 7 %

♦ 1 8 . 0 %
♦ 1 3 . 4 %

♦ 1 8 . 3 %



F i g u r e s  

A N S  In v e s tm e n ts
(billions of dollars)

- ' j a r c e  = 2 v  

56 5

KuoaruK
5 4 3 Mi me =cmi

cndicctt
51.0

Table 10 show3 the timing of the investments in Prudhoe Bay and other ANS 

projects together with an estimate of the timing of the investment in TAPS. 
These investment timings are based on information from the producers and may 
not be exact.

T a b le  10  
A N S  In v e s tm e n ts
(millions of dollars)

Year Project Amount
1987 Prudhoe gas $ 720
1987 Kuparuk waterflood 900
1987 Endlcott 1,000
1986 Lisbume 1,000
1985 Prudhoe gas plant 720
1984 Milne Point 570
1983 Piudhoe waterflood 2,000
1981 Kuparuk 3,400
1981 Piudhoe drilling 1,100
1980 Piudhoo drilling 250
1979 Piudhoe drilling 250
1977 Piudhoe* 1,850
1977 TAPS* 4,700
1976 Prudhoe* 1,850
1976

T o ta l
TAPS*

(  $ 2 5 ,0 1 5

/ y i D - z ' i j S

V S - 7

T he se  amounts were spent over the period 1969 through 1977, with the majority 
of the funds spent later in the construction phase of the project.
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L E G I S L A T I O N  R E V I S I N G  T H E  E C O N O M I C  U M I T  F A C T O R  ( E L F )  
H O U S E  R E S O U R C E S  C O M M I T T E E  

F E B R U A R Y  9 - 1 0 , 1 9 8 9

Thursday, February 9,1989

I. INTRODUCTION TO ALASKA'S OIL REVENUES 
AND TAXATION

A. Overview

B. Alaska's Oil Revenues

1. Severance Tax
2. Income Tax
3. Property Tax
4. Royalties

C. The Severance Tax and the ELF

1. Importance of Severance 
Tax to Alaska's Revenues

2. Definition of ELF
3. Application of ELF to Produce 

Effective Tax Rate

n. HISTORY OF ELF

A. 1977 Creation

B. 1981 Oil Tax Changes

1. Income Tax
2. Severance Tax
3. Comments of Policymakers

C. 1987 -End of suspension on Prudhoe Bay



m . HB 118

IV. ELFS EFFECTS ON ALASKA FIELDS

A. Fields Where ELF Will Increase Under HB 118

1. Prudhoe Bay
2. Kuparuk

B. Marginal Fields -- Fields Where ELF Will Decrease 
Or Remain at Zero Under HB 118

1. Endicott
2. Lisbume
3. Cook Inlet
4. West Sak
5. Niakuk
6. Milne Point
7. Point Thomson
8. Seal Island

V. THE ELF AND ALASKA'S REVENUES

A. Marginal Fields -- Tax Savings for Oil Producers

B. Large, High-Profit Fields of Prudhoe Bay and Kuparuk -  
Increased Revenues for the State



Friday, February 10,1989

VI. PROFITS AND RE-INVESTMENT OF 
THE OIL INDUSTRY IN ALASKA

VII. COMPARISON OF GOVERNMENT REVENUE
FROM OIL PRODUCTION BETWEEN ALASKA 
AND OTHER OIL-PRODUCING AREAS

VIII EFFECTS OF CHANGING ELF ON JOBS FOR
ALASKANS

IX. EFFECTS ON CHANGING ELF ON PRODUCTION

X. WAS THERE A DEAL IN 1981?

XI. WAS THERE A DEAL IN 1987?
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M o d i f y i n g  t h e  E L F

Briefing materials provided to the:

Alaska State House of Representatives 
Resources Committee 

Rep. Cliff Davidson, Co-Chairman

Office of the G o v e r n o r  

Division of Policy 

F e b r u a r y  10, 1 9 8 9



" T h e  s e s s i o n  o f  t h e  1 5 t h  T e r r i t o r i a l  L e g i s l a t u r e  j u s t  

c o n c l u d e d  b r i n g s  o u t  m o r e  c l e a r l y  t h a n  e v e r  t h e  b a s i c  i s s u e  

t h a t  c o n f r o n t s  t h e  p e o p l e  o f  A l a s k a .  T h a t  i s s u e  i s  w h e t h e r  

A l a s k a  s h a l l  b e  b u i l t  u p  f o r  A l a s k a n s . . . ,  o r  w h e t h e r  it s h a l l  

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

s o l e  c o n c e r n  i s  t o  t a k e  o u t  o f  A l a s k a  a s  m u c h  a s  t h e y  c a n ,  a s  

f a s t  a s  t h e y  c a n ,  a n d  l e a v e  a s  l i t t l e  a s  p o s s i b l e . "

G o v e r n o r  E r n e s t  G r u e n in g  
M e s s a g e  t o  t h e  p e o p le  o f  A la s k a

M a r c h  2 8 , 1 9 4 1



"We must have stable tax policies in order to make the risks associated with 
marginal fields worth taking."

Mr. George Nelson 
Sohio Alaska Petroleum Company 

as quoted in the Alaska Journal of Commerce and Pacific Rim Reporter
March 11,1985

"The state must provide an investment climate that will encourage oil companies 
and other businesses to develop new ventures....[S]maller fields already have been 
discovered on the North Slope. But they are marginal fields...."

ARCO Alaska Inc. 
newspaper advertisement 

Alaska Journal of Commerce and Pacific Rim Reporter
October 14,1985



Costs of Operations I I To the Feds I I To the State To the Oil Companies

Division of Policy, 9/9/ti*S’

I n  F e b r u a r y  1 9 8 8 ,  A  B a r r e l  o f  O i l  a t  
V a l d e z  W a s  W o r t h  $ 1 1 .9 3 .

This is how the $11.93 Was Divided:

Costs of Production 
and Pipeline Operations 

$1.44
$3.46 Profit

U.S. Income Tax 
$1.40

Severance $0.99

Property Tax $0.46

Royalty $1.10
State Income Tax 

$0.12

Depreciation & Other Cash 
$2.96

•J



"[A]s my profit decreases I have less money to invest....But what is a reality and 
what you need to understand is that the amount of money I have to spend affects 
the pace at which things happen. And the pace at which things happen, in terms of 
employment, means the Alaskan economy. If we slow down our investment 
pattern because of a lack of funds, because of discouragement of investment in 
Alaska...that has an effect on the economy of Alaska."

Mr. Harold Heinze 
ARCO Alaska Inc.

Testimony to the House finance Committee
April 12,1985

"If the state government increases our taxes we will have less cash to develop 
new fields."

ARCO Alaska Inc. 
newspaper advertisement 

Alaska Journal of Commerce and Pacific Rim Reporter
October 7,1985
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Chart 3

H o w  M u c h  M o n e y  D o  T h e  O i l  C o m p a n i e s  
R e i n v e s t  i n  A l a s k a ?

R e i n v e s t e d  i n  A l a s k a  

( P e r  B a r r e l )  

$ . 9 6

R e m o v e d  f r o m  A l a s k a  

( P e r  B a r r e l )

$ 5 . 4 6

Division o f Policy, 919/88



U . S .  o i l  c o m p a n i e s  a r e  i n  t h e  p r o c e s s  o f  l i q u i d a t i n g .  U . S .  

o i l  r e s e r v e s  a r e  t h e  l e f t o v e r s  o f  a n  e n o r m o u s  f e a s t .  F a c e d  

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

m a n a g e m e n t  i s  o n e  t h a t  c a n  i n t e l l i g e n t l y  l i q u i d a t e  i t s  a s s e t  

b a s e .

R o b e r t  O .  A n d e r s o n  
f o r m e r  c h a i r m a n  a n d  C E O  

A t l a n t i c - R i c h f i e l d  C o .
J a n u a r y  1 4 , 1 9 8 8



How Much of The $11.93 Revenue Per Barrel Gets Paid To Alaska Workers?
($/Barrel)

Paid To Alaska Workers $.70

Division oj i’olicy, V/D/Sti



Alaska Oil Industry Employment 
1986-1988

T h o u s a n d s

O il E x t r a c t io n  E 2 3  O il F ie ld  S e r v ic e s

Source : A laska Dept, o f Labo r 
BLS 790 Survey
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P R O D U C T I O N

(Calendar Year 1987)

G O V E R N M E N T  R E V E N U E

B i l l i o n s  
o f  4  

D o l l a r s  
P e r  Y e a r

ALASKA 
$3.1 Billion

Source (Nigeria): Petroleum Economist, Nov. 1988

NIGERIA
$6.2 Billion

Division o f  Policy 2 H •'J

5 T

M i l l i o n s  
o f  4  

B a r r e l s  
P e r  D a y

3 4 ALASKA
2.0 Million B/D

NIGERIA
1.2 Million B/D
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PRODUCTION
(Calendar Year 1987)

M i l l i o n s
o f  2  

B a r r e l s  
P e r  D a y

ALASKA
2.0 Million B/D

VENEZUELA
1.3 Million B/D

B i l l i o n s
o f  g  

D o l l a r s  
P e r  Y e a r

GOVERNMENT REVENUE
VENEZUELA

$9.2 Billion

ALASKA
$3.1 Billion

Source (Venezuela): Petroleum IntelligenceWeekly, 4/25/88 Division o f  Policy 2 '  $9



B i l l i o n s
o f

D o l l a r s  
P e r  Y e a r

4 T

M i l l i o n s  3  
o f

B a r r e l s  
( O i l  E q u i v a l e n t )  2  

P e r  D a y

PRODUCTION
(Fiscal Year 1987)

UNITED KINGDOM 
3.2 Million B/D

ALASKA
2.0 Million B/D

GOVERNMENT REVENUE
UNITED KINGDOM

$8.8 Billion

Source (U.K.): U.K. Oil Taxation Office, London, and John Gault, S.A. Division o f  Policy 2 6 69
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M i l l i o n s
o f  4  •• 

B a r r e l s  
P e r  D a y

3

P R O D U C T I O N

(Calendar Year 1987)

ALASKA
2.0 Million B/D

INDONESIA
1.3 Million B/D

Source (Indonesia): Petroleum IntelligenceWeekly, 8/31/87,12/7/87

G O V E R N M E N T  R E V E N U E

Division o f  Policy 2. S. S9

B i l l i o n s
o f

D o l l a r s  
P e r  Y e a r

ALASKA
S 3 . 1  B i l l i o n



" W e  h a v e  a l s o  f o u n d  [ i n  I n d o n e s i a ]  t o  a n  a l m o s t  

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

u n c o m m o n  q u a l i t i e s  o f  s t a b i l i t y ,  h o n o r ,  a n d  f a i r  d e a l i n g .  I n  

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

b e e n  a n  i s l a n d  o f  r a t i o n a l i t y  a n d  w i s d o m . "

R o b e r t  E .  W y c o j f  
P r e s id e n t ,  A t l a n t i c - R i c h f i e l d  C o .  

a d d r e s s  to  th e  I n d o n e s ia n  P e t r o le u m  A s s o c ia t i o n
O c t o b e r  2 0 ,  1 9 8 7



A R C O  K u p a r u k  E x a m p l e

C u r r e n t  P r o p o s e d

L a w  L a w

C h a n g e  in  A n n u a l  G r o s s  R e v e n u e $ 9 8 1 , 0 0 0 $ 9 8 1 , 0 0 0

C h a n g e  i n  A n n u a l  S e v e r a n c e  T a x ( $ 3 7 , 8 4 6 ) $ 5 8 , 6 1 1

T a x  R a t e  o n  I n c r e m e n t a l  P r o d u c t i o n - 3 . 9 % 6 . 0 %

A v e r a g e  T a x  R a t e  B e f o r e  D r i l l i n g 7 . 8 2 0 % 1 0 . 9 4 4 %

A v e r a g e  T a x  R a t e  A f t e r  D r i l l i n g 7 . 8 0 6 % 1 0 . 9 3 8 %

P e r c e n t  C h a n g e  in A v e r a g e  T a x  R a t e  

D u e  t o  D r i l l i n g

- 0 . 1 8 0 % - 0 . 0 5 5 %

Division of Policy. 919188
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H o w  W o u l d  T h e  N e w  E L F  A f f e c t  P r o f i t s  A n d  S h a r e s  ?

OIL CO M PA NI ES  

$3.46/11 (46%)

A L A S K A  

$2.67/0 (35%)

A L A S K A  

$2.87/B (38%)

OIL C O M P A N I E S  

$3.26/0 (43%)

CURRENT ELF PROPOSED ELF

Division o f  Policy, 2/10/89



" T h e  p o w e r  o f  t a x a t i o n  s h a l l  n e v e r  b e  s u r r e n d e r e d .  T h i s  

p o w e r  s h a l l  n o t  b e  s u s p e n d e d  o r  c o n t r a c t e d  a w a y . . . . "

T h e  A la s k a  C o n s t i t u t i o n



Legislator. "...[W]hat percent do you think they [the state] should collect?
Mr. Taylor: "Something a little lower than it is now. About half the income 

tax for instance.... I think it would be much more fair for the industry and the state 
to get about the same share out of Prudhoe Bay even though we are paying the 
expenses and we made the investment...."

Legislator: "So you think it should be brought down to the point where the state 
and the industry get roughly equal shares in this. You like that better?"

Mr Taylor: "Yes, sir."

Mr. Monte Taylor 
Exxon USA Alaska Operations Manager 

Joint Gas Pipeline Committee, May 21,1981

Legislator: "Did I hear you say you would concur on that?"
Mr. Donaldson: "I think that if you get rough parity with the state...we would 

have to think a long lime as an industry, as a company, before we said that is not a 
pretty fair piece of middle ground."

Mr. Richard Donaldson 
SO 1110 vice-president for government/public affairs 

expressing agreement with Mr. Taylor, 
Joint Gas Pipeline Committee, May 21,1981



" A l a s k a  i s  n o t  u n f a m i l i a r  w i t h  t h e  a c t i v i t i e s  a n d  i m p o r t a n c e  

o f  l o b b i e s .  B u t  it i s  i m p o r t a n t  t o  b e a r  i n  m i n d  t h a t  l o b b y i n g  

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

c a p i t a l  w h e n  A l a s k a  b e c o m e s  a  s t a t e . . . .

" T h e  t a k i n g  o f  A l a s k a ' s  m i n e r a l  r e s o u r c e s  w i t h o u t  l e a v i n g  

s o m e  r e a s o n a b l e  r e t u r n  f o r  t h e  s u p p o r t  o f  A l a s k a  

g o v e r n m e n t a l  s e r v i c e s  a n d  t h e  u s e  o f  a l l  t h e  p e o p l e  o f  A l a s k a  

w i l l  m e a n  a  b e t r a y a l  i n  t h e  a d m i n i s t r a t i o n  o f  t h e  p e o p l e ' s  

w e a l t h . "

C o n g r e s s io n a l  D e le g a t e  E L .  " B o b "  B a r t l e t t  
A d d r e s s  t o  t h e  A la s k a  C o n s t i t u t i o n a l  C o n v e n t io n

N o v e m b e r  8 , 1 9 5 5



M E M O R A N D U M

D E P A R T M E N T  O F  R E V E N U E  A N A L Y S I S



M E M O R A N D U M

TO:

THRU:

FROM:

Cliff Groh

Special Assistant to the 
Commissioner

S t a t e  o f  A la s k a
DEPARTMENT OF REVENUE

d a t e : February 9, 1589

2962A
FILE NO:

C y  r-r 

• • •

A l „ n u

TELEPHONE NO:

SUBJECT APPLICABILITY DATE CF 

HB 118

0 t s lRoger Marks 

Petroleum Economist

If the ELF formula contained in HB 118 applied to oil produced after 

the following dates, the amount of additional revenue (relative to 

current law) raised through the encfot Fy 1990 would be as follows. This 

1s based on the assumptions in the department of Revenue's Fall 1988 

Petroleum Production Revenue Forecast mid-case scenario, updated for 

actual data through November 1988:

June 30, 1987 

December 31, 1588 

May 31, 1589 

August 31, 1989

$397mm 

$17Emm 

$126mm 

$ 9Gmm

The August 31, 1985 figure was the basis of the fiscal note on the 
bill.

Assuming the "Consensus Revenue Analysis" of January 24, 1989, the 
revenues Would be as follows:

June 30, 1987 

December 31, 1988 

May 31, 1589 

August 31, 1989

$410mm 

$188mm 

$132mm 

$ 99mm



Synopsis of Alaska Fields

Volume
Field (bbls/dav)

Current Fields 
North Slope

Prudhoe Bay 1,526,932

Kuparuk 320,685

Hsburne 38,293
Endlcott 98,099

Cook Inlet

Beaver Creek 263
Granite Pt. 7,454
HcArthur River 19,053
Middle Ground Shoals 7,913
Swanson River 5,684
Trading Bay 2,310

Prospective Fields

Milne Pt. 30,000
West Sak 260,000
Pt. Thomson 50,000
Seal Island 100,000
Nlakuk 20,000

Wells

Dally 

Volume 
p/wel1

Effctv 

Sev Tax 

Rate 

Under 

Current 
Law

Effctv 

Sev Tax 

Rate 

Under 

HB118

691 2210 11.59% 14.91%
337 952 8.36*4 13.18%
51 751 5.22% 0.36%
35 2803 12.25% 3.68%

2 132 0.00% 0.00%
29 257 0.00% 0.00%
76 251 0.00% 0.00%
44 180 0.00% 0.00%
27 211 0.00% 0.00%
34 68 0.00% 0.00%

40 750 4.67% 0.00%
4000 65 0.00% 0.00%

45 1111 7.62% 2.43%
112 893 6.57% 5.75%
12 1667 12.25% 0.01%

For current fields actual November 1988 data. For prospective fields the 
expected values at peak production.



IF LOWER 46 FIELDS WERE IN ALASKA THEY WOULD PAY 

NO SEVERANCE TAX UNDER EITHER CURRENT LAW OR HB 118

Top 10 Lower 

48 FTeTds

1. Bel ridge South (CA)

2. Midway-Sunset (CA)

3. Kern River (CA)

4. East Texas (TX)

5. Elk Hills (CA)

6. Yates (TX)

7. Wilmington (CA)

8. Wasson (TX)

9. Spraberry Trench (TX)

10. Slaughter (IX)

Daily

Production

165,981 i 

157,526 

128,451 

111,225 

107,244 

91,890 

81,975 

78,610 

60,585 

55,792

Average Daily 

Per ReTT Production
 j-----------

26 i

19

17

12
98

80

40

36

8

15

ELF ' 

(Current or Proposed)

0

0

0
0

0
0

0
0

0
0

Severance Tax 

Under Alaska Law

0

0
0
0
0
0

0
0

C

0

Source: Oil and Gas Journal
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y I U.S. fields with reserves exceeding 100 million bbl

suit field
Olie.

dan

1966
prod.

Cum. 
prod. 

1*1-89 
■ 1.CC0 bbl —

Cat rim. 
teurvet

ra
NO.

Wllll

A L A B A M A
Citroneiie. 1955......

A L A S K A
Sndicott. 1978..............  36.093
Cfimte Point. 1965......
Kuparuic River. 1969 ....
Lisburn*. 1557..............
McArthur River. 1965...
Middle Ground Snoal.

.962 .....................

Swanson River. 1957.

1.827 147.861 7.000 435

36.098 43.098 324.902 37
2.737 1C9.535 16.213 29

112.055 503.397 994.945 323
14,500 35.6CO 175.689 49

7,040 529.040 34,960 76

2.737 155.889 5.263 42
576.335* 6,053.018t3,,533.665 691

2,154 209,490 S.846 29

'Includes scout 5C.66 million Dbl of condensate, f Includes about 138.66 
million ooi of condensate.

A R K A N S A S
Smacover, 1922........... 2.654 556.907 9.097 2.100

C A L I F O R N I A
San .■oaauin Valley 

Balncge Sauin. 1911 60.583
Buen* Vista. 1909 .... 1.574
Caalmga. 1690..........  10.212
Coaunga Note. 1923 . 1.285
Coles uvee North.

1938...................... 44?
Cuyarra South. 1949. 469
Cymric, 1909...............  8.475
Edison 1523..............  1.470
i lk  r i lls . 1911........... 39.144
Fru.frale. 1923........... 577
Greeley. 1335.............  237
Rem rront. 1512....... 1.500
Kern River. 1395....... 46.890
Kenieman Nerei

Cc.me. 1923........... 17.1
lost hills. 1910.........  5.627
MeKitt.ieit. 1595........  2.551
MiawaySunset. IS94 57.497
Mcunt Peso. 1525...... 6.620
Rio 6rava. 1937....-.; 151
Yowiumne, 1974 ••••Mi 6 .5 /0

Coasul Ares ____
' Csrpntena. 19os  2.6:rO

Cat Canvan E. 4  W.,
1908 ...................... 2.736

Ocs Cuaores. 1969.... 4,371
Elwooo. 1523.............  317
Hondo. 19S9..............  9.952
Orcult. 1901..............  906
Point Peoeenites.
19827.......... — 6, 515

Rincon* 192. • • 1 . 1 1 8
ian  Arcs, 1947 .........  4,641
Santa Mam Vailsy,

1934 .......... ............... 1.75'
South Maunuin. 1916 72;
Ventura. 1919 •••• paeae 7.072

Los Angeles Basm
Sera. 1976................. 6,013
Baverry Hills. 1900.... 2.034
B ru Ciindi. I8 6 0 .....  2.143
Coyote East. 1909.....  534
Coyote wee. 1S09 .... 808
Dommguet, 1923...... 607
Huntirpcn Seacn.

1920 5.816
Inglewood. 1924........  2,790
Long Beaen, 1921...... 2,466
Memeoei'o. 1917....... 525
Ricntieid. 1919........... 1,494
Sanu Fe Springs,.

. 1919..................   907
Sen eeacn. 1924.....  876
Torrance. 1922 1.693
Wilmington, 1932....- 29.921

677.C63
647.274
753.345
458.665

435.235 
39.271 

161.198 
17.370

6 . 0 0 0

895
2.174

78

160.432
213.191
199,303
134.391
893.374
113.553
112.547
173.056

1.204,479

2.743
6,938

40.000
25.670

579.776
13.709

1,763
55.230

743.000

6 5

105
1.013

674
1.099

274
27

950
6.703

456.643 
173.293 
266.622 

1.579 347 
263.2:0 
115.031 
81.263

1.298
61.503
90.919

373.353
79.220

1.319
27.015

44
1.634

931
9,130

411
IS
65

88.101 29.289 114

288.236 
212.304 
105.7C5 
89,62! 

165.674

46.930
54.140

2.2S3
112.223

10.236

512
140

7
2 0

136

11.715
148.759
408.351

331.544
14.832

122.903

' 1 0  

240 
600

198.131
U5.934
834,742

40.408
12.C35
97.026

172
352
570

40.423
122.615
333.394
103.663
249.359
269.266

173,825
42.356
54.787
13,212
7.481
7.448

60
116
720
103
113
113

1.066.263
345.453
909.757
192.357
189.165

72.044
54.149
17.216
10.267
27.412

990
366
410
155
203

613.077
203.118
212.083

2.292.229

9.036
14.113
35,a47

495,633

151
16a
366

2,050

C O L O R A D O
Rangeiy. 1933.—..— 12.492 . 739.418 35.000 488

Site.
Slate Field dale

1988
prod.

Cum. 
prod. 

1-1-89 
- I.COO bbl —

EsL rim. 
reserves

K A N S A S

Bemis-Shutts, 1928.. 
Chase-Siiica. 1930...
El Co/ado. 1915......
Hall-Gurnsy. 1931 — 
Trapp, 1929.............

L O U I S I A N A

Offshore
Say Marchand Bik. 2.

1949.............  5.547
Eugene island B'R. 33C.

1920.............  7.359
Grance isle 61k. 16.

1948.............  1.659
Granae '.sis 31k. 43.

1955 ••••••••■•■•••••••••••a 4.312
Mississ.poi Canyon Slk.

194. I96 0 .... 4.929
Mam Pass oik. 41. 1957 2,985
Mam Pass 3ik. 306.

1969.............  1,776
South Pass 8lk. 27,

1954.............  1.659
South Piss 31k. 61.

196 8.............  3,140
Soutn Pass 81k. 62.

1965 •••••a*•••••••••••■•■•• 3.331
South Pass 31k. 65,

196 9 .............  4.032
Ship Snoal Slk. 204.

1968 • ••■.•■»•••••••••«••••« 1.591
Ship Shoal 8',k. 207,

1967.............  1,023
Ship Shoal 31k. 203,

1962.............  4.117
South Timbalicr Slk. 21.

1939............. 1.324
South Timbalier 8lk.

135. 1956... 1.390
West Delta 3!k. 30.1949 6.754
West Celta 81k. 73.1952 4.469

Onshore South
Bay ce Chene. 1941.....
Say St. Eiame. 1928 —
Bayou Sole. 1941..........
Black Say West. 1953...
Caiilou Isiano, 1930.....
Cote Slancne Say West,

1940...........................
Dei;; Farms. 1944 •••••*• 
Garoin Island Say, 1934 
Golaan Meadow. 1938..
Grand Bay. 1938...........
Hacncerry. East. 1927 .. 
Hacxoerry, West 1928..
Iowa. 1531........... ........
Jennings. 1901..............
Latina. 1935 •••••••••••■••a
Lake Barre. 1929 M M M i M

Lake Peito. 1929..........
Like wasnmgton, 1931 
Leiviile. 1931 •••e*****a««a 
ParaO'S, 1939 ..............

390
321
769

1.971
2.308

596.972

?30

2(53.729

272.255

53.753

65.920

35.64585.663
116.868
237.554

76.311
23,284

201.869

125.317

152.151

106.364

100.875

66.070

87.818

160.169

216.239

78.335

73,198

45.C00

31.594

89.252

38.930

38.000

65.274

47.133

139.337
446.C83
188.7C0

25,663
47.375
86.291

95.382
164.S03
161.269
144.799
602.231

741
293

1.406
894
464
777

1.771
134
315

1.665
941
477

2.353
447
725

181.594
115.351
221.261
135.439
170.514
1C9.087
141.395
99.303

116.409
255.304
204.023
117.000
242.390
141.646
126,650

e h

He.

wails

F L O R I D A

Jay. 1970................ 360.612 55.944 121

ILLINOIS

Clay City. 1938....... ......  2.448 393.860 6.000 2.600
Lawrence. 1906..... .......  2.919 394.521 5.5C0 2.7C0
Lcuden. i? 3 5 ................  1.345 388.237 ■ 3.555 1.340
Main. 1906............. 232.273 5.000 3.356
New Harmony,

1939......................  1.072 153.545 4.000 1,140
Salem. 1938.................  2.167 386.983 4.500 1.325

1.169 244 247 4.405 973
1.013 3C 1.003 4.499 1.103

839 296.734 2.616 822
1.032 145,677 4.051 1,130
1.2C0 225.3SS 4.643 1.CC0

1 2 0

169

44

126

44
1 1 2

94

U S

1 S 6

73

61

40

25

67

45

37
153

73

17.952
25.292

3.417
10,432
74,020

24
13
2 0

94
136

46.374
7.019

31.954
4,290
3.760
7.603
6.492

697
700

9.550
20.051
17.415
16.376

7.221
8,600

8 6

13
144
176
41
60

107
25

1 8 1

.HI
31
23

37
31



S  . • ■; • . i

f

Oiet, • -
— 1988 

prod.

Cun. 
prod. * 

1*1*69
EtL ram. 
nse iv ii

ta t
Ha.

Quarantine 8ay. 1937... 
Timealur Bay. 1938

Venice. 1937.............
Vinton, a.910..................
Weeka Isijnd, 1945......
West Bay. 1940______

761

858
287
816

1.349

• 172.672

181.378
161.C01
225.939
228.246

1,654

7,590
800

21.356
16,355.

71

59
96
33
79

North
Caddd-Pire island 1905
Delhi. 1544....................
Hayr.esviiie. 1921..........
Homer. 1919.................
Rooessa. 1935...............

3.310
673
761
434
331

360.899
211.707
168.237
98.375

106.027

12.883
34.651

2.373
1,908
1.506

10.663
53

166
193
67

MISSISSIPPI
Bartervilie. 1944...... .
Heiccioer;. 1944..........
Tinucy, 1959................

2.609
2.823

834

239.154
174.8C9

29.677

10.391
12.171
3,197

316
316
173

M O N T A N A
• i

Bell Creek, 1957............
Cut Sank. 1925.............
Pint, 1951.....................

958
994

1.302

123.836
162.459
105,145

22.984
37.169

5.687

91
575

96

N E W  M E X I C O
Demon. 1949................
Emoire-Aio, 1557.........
Eunict-Monumer.;. ’ 929
Hocos. 1928.................
Maiiamar. 1525.........
Vacuum, 1529...............

652
1.424
2.500
8.45C
1.855

12.359

138.693
219.933
125.414
297.432
144.961
432.242

3,000
5C.C17
10.854
20.000

5.070
40.000

179
405
879
613
851

1.556

N O R T H  D A K O T A
Beaver lodge. 1951.......
Billings Ness. 1573.......
Little Kr.ne. 1977 .........
Mondin. 1976...............

1,704
2.550
3.392

439

111.574
61,659
£1.437
13.165

16,684
51.744
57.924
82,837

132
153
131
95

O K L A H O M A
Burbank. 1920..............
Eeia-Rceoe'son.

1920.
Fitts. 1934.....................
Glenr. Pool. 19-25..........
Golden Trend. 1345......
Heaiotcn. 1913..............
Hemtt. 1919.................
Oklahoma C.ry. 1928....
Pout. 1955..................
She-vtl"Tum. 1505.......
Sooner Treno. 1945......

1.135

746 • 
2.563 
1.170 
4.333 
1,938 
3.1=2 

8C2 
1,216 

18.398 
4.147

536.746

-  133.124 
199.894 
327.ES5 
474.1C0 
334.645 
266.371 
816.170 
106,393

1.167.379
255.544

8,377

8.210 
12.CC0 
5.0C0 

28.000 
9,563 

13,615 
5.966 

14.921 
60.C00 
20,COO

1.105

603
689
714

1,396
1.000

923
174
226

7,616
4,746

T E X A S
District 2
Greta. 1932 ............... -
Lake Pasture. 1953.......
Tom O'Connor. 1934.....
West Rancn. 1923.........

748
2.134

10.330
2.640

147.570 
87.784 

747, e4S 
350.034

12.530
12.644
55.CCC

8,504

100
143
646
307

Oistrict 3
Ananuac, 1935..............
Comoe. 1931.................
Gidoirgs. 1971..............
Har.rgs. 1534..............
Magnet Withers. 1936... 
Oyster Bayou. 1541......
Themoscn. 1931............
Tsmeail. 1933...............
Weer.er. 1537...............

1.068
3.864
3.665
3.084
1.834

864
3.972

400
6.304

264.838
727.215
278.570
657.237
11C.960
160.204
472.540
121.055
573.152

15,112
33.728

148.022
72.764

5.000
18.096
27,360

9.868
20.000

106
278

2.281
2C6
150
39

262
85

243

CiJtnct 4
Agua Du'ce-Stratton.

1928............................
Bsnegot. ]9 « s ..............
Keliry, 1938..................

360
192
2C0

146.623
114.021
114.359

24.751
20.186
36.247

94
40
60

stilt Field Olie.
data

'■ ’ Cura.
...  .

prod. 1*1*89
—  ------- 1.000 bbl —

t i t  n n . ' 
names

Plymouth. 1925........
Secli{Mn. 1925.........
TCB. 1944.................
Wtiit» Point E. 1938.,

District 5
Alaoama Ferry. 1933. 
Yin. 1928...................

District 6
East Teias. 1930....
Fairway. I96 0 ..........
Hawkmj. 1940.......
Neenes. 1953..........
Quitman, 1348.......

District 8
Anaectcr. 1946..........
Block 31. 1945............
Cowden. N „ 1930.........
Cowden. S. Foster.

Johnson, 1932...........
Doliarmoe. 1945...........
Dune. 1938....................
Fullerton, 1942..............
Goldsmnn. 1334...........
Howard Glasscock. 1925
latan. E.. 1325..............
Jordan, 1937.................
Keystone. 1930..............
MeEl'oy. 1926...............
Means. 1534.................
Midland Ferns. 1944,...
Sano M.ils, 1931..........
U L  1944 .....................
Wadcell. 1927...............
Ward Estes. N.. 1929...
Western*. 1923...........
Yates. 1925...................

District 8-A_
Antan-insnV1944.........
Cogaeil Area. 1949......
Diirr.ono 14., 1949......
Keliy-Snyoer. 1948......
Leveiiana. 1938...........
Prentice, 1951..............
Sait Creek. 1950..........
Seminole, 1935...........
Slaughter. 1935...........
Soraoerry Trend, 1951.
Wasson. 1935...............
Welcft. 1942.................

District 10 
Pannancie, 1921.,

U T A H
Attamont. 1955...........
Aneth. 1956................
East Anschuu Rancn,

1979......................
Red Wasn, 1951........

W Y O M I N G

H H I M M i t e

Srady. 1960...........
6yron. 1918...........
Elk Sas-n. 1915.....
frannie. 1928
Garlar.o. 1906.....
Grass Creek, 1914. 
Hanvnon Ocme. 1918...
Harttcg O-ew. 1976.......
Hiliie. 1969...................
Lance Creek. 1918........
Little Sutlaio Basm,

1914.........................
Lost Soldier. 1916 ........
Oregon 6asm. 1912.......
Painter Reservoir. 1979
Salt Creek. 1906...........
Went. 1520...................
Whitney Canyon. 1980..

"  1st 
NO.

W ill i

400 122.823 3.300 60
-  155 • -  271.483 55.544 42

456 112.700 52.353 30
60 104.034 6,340 21

3.600 ■ 14.600 86.400 253
3.096 521.960 15.CC0 366

40.597 5.003,747 988.758 9,363
2.424 192.591 17.777 ICO
8.244 821.644 *2.372 442
1.416 1C3.980 6.036 153
1.680 121.346 8.440 ■ 208

1.600 181.588 6.500 28
3.556 220.063 12.CCO 325

13.596 488.092 40.000 1.210

9.696 £00.796 40.CCO 1,593
2.568 153.750 11.448 202
2,923 183.000 18.7C4 771
7.452 348.203 22.000 870
7,248 755.516 33.752 2.025
5.844 404.5C8 25.000 2.203
3.372 142.955 12.000 1.3C4

480 123.975 2.520 136
1.872 313.G53 9.374 812
7.894 465.549 £6.800 1.6CC
7,020 228.593 20.C-00 713
4.603 241.930 18.515 415
2,760 248.207 21.500 1.312
2,004 262.515 6.500 600

703 ICO.712 3,792 163
3.408 364.177 76.425 1.562
2.000 83.000 16.C0C 718

33.540 1.171,320 782.695 1,146

3,564 175,910 24.150 239
1.556 252.213 41.204 1C3
1.9G3 239.416 16.053 474

11.592 1.234.562 11S.C33 8C5
17.323 454.144 £0.000 3.012
6.216 161.036 20.000 437

10.404 247.340 12.552 173
17.004 524.766 35.000 624
20,364 1,023.800 50.000 3.C01
22.212 653.383 50.CC0 7,321
28.656 1,711.898 60.CC0 2.152

3.324 144.223 14,000 651

7.812 1,423.236 41.240 11.543

3,0*7 89.493 231.216 227
5,340 354.004 30.000 461

12,755 80.365 727.799 28
1.075 77,511 13.377 146

2.438 £4,537 49.251 22
1.119 120.653 7.c56 67
2.968 446.’ 95 25,750 170
1.122 116.020 5.000 63
2.625 154.835 6.C00 4.25
2.414 ie=.i:o 9.CC0 288
2.853 268.109 6.000 239
6,647 66.722 283.729 157

541 75.416 55.835 93
163 107.805 400 24

2.666 118.653 9.389 154
2.30a 192.073 6.0C0 71
8.669 388.130 30.000 500
1,739 31.674 80.674 31
5.210 629.689 25.000 1.217
3.500 99.695 15.000 65
1,652 10,379 105,435 29

70 O il A  C x i k sum iLlin  30 1919
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HOW REVENUE NEUTRAL WERE THE 1961 CHANGES?

T fmnT]

What collections would . Actual

have been under pre 1562 Law Collections

Loss from
Petro. Corp. 

Income Tax

Sev.

Tax Total

Petro. Corp. 

Income Tax

Sev.

Tax • Total

change in 

Law

1582 960 1215 2199 665' . 1582 2251 52

1983 915 1099 2014 236 1454 1730 (284)

1584 836 1033 1869 265 1393 1658 (211)

1585 812 1014 1826 169 1389 1558 (266)

1586 658 805 1463 134 11C8 1242 (221)

1587 375 464 839 120 649 (70)

Total 4576 5634 102! 0 1593 7615 9208 (1002)*

*Had the Legislature authorized deduction of the Federal Windfall Profits Tax the total 

loss over the period would have been $670 mm



mm

-■ m m

m-'
m

Severance Tax Receipts as Percentage of Gross Wellhead Value
Prudhoe Bay

.

Sev Tax Loss
Wellhead Gross Sev as •/. from
Price Volume Value Tax of Gross ELF

Year (S/bbl1 (mmbbl) (Jmm) ($mm) Value (Smm)

1982 24.45 557 13619 1787 13.1% NA
1983 20.27 560 11351 1499 13.1% NA

1984 19.73 562 11088 1455 13.1% NA

1985 18.48 564 10423 1368 13.1% NA

1986 12.74 563 7173 941 13.1% NA

1987 8.08 567 4581 601 13.1% NA

(Suspension of ELF on Prudhoe Bay ends)

1988 10.68 565 6034 657 10.9% 135

1989 7.36 540 3974 430 10.8% 92

1990 7.00 502 3514 368 10.5% 93
1991 7.56 466 3523 357 10.1% 105



T H E  F O L L O W I N G  D O C U M E N T  H A S  

N O T  B E E N  F I L M E D  B U T  I S  

A V A I L A B L E  I N  T H E  O R I G I N A L '  

F I L E
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F o r  M o r e  I n f o r m a t i o n  C o n t a c t :  C l i f f  G r o h ,  S p e c i a l  A s s i s t a n t
C o m m i s s i o n e r ' s  O f f i c e
J u n e a u ,  A l a s k a  ( 907 / 4 6 5 - 2 3 0 0 )

March 15, 1989

A  p etroleum accounting expert says the oil industry has earn e d  
more than $42 billion in Alaska in after-tax p r ofits fr o m  1969 
through 1987 —  including more than $460,000 per hour since the 
super-giant Prudhoe Bay field began producing in 1977.

According to the study by University of Texas Professor Edwa r d
B. Deakin, the industry's share of profits from A l aska operations 
since 1969 is 45 percent greater than the %29.3 b i llion r eceived by 
the state. The state collects oil revenues through royalty, tax 
and lease payments.

Most of the oil company profits leave the state. The study 
found that the oil industry's cash flew, which includes profit and 
repayment of original investment, has exceeded $61 billion. The 
study calculates that the industry has re-invested approximately 28 
percent of its cash flow in Alaska since Prudhoe Bay began 
p r oducing in 1977.

Industry after-tax profits in Alaska in 1986 a n d  1987 a v e r a g e d  
more than $8 million per day. In 1986 —  the year following a 
sharp decline in the wor l d  price of oil —  Deakin fou n d  that A l a s k a  
North Slope production and pipeline profits were $5.23 per barrel.
In 1987 that figure rose to $5.47 per barrel. The industry's $42.6 
bi l l i o n  in profits since 1969 represents a profit of $6.59 per 
ba rrel for all Alaska activities.

Deakin's study focuses primarily on North Slope p roduction and 
the trans-Alaska pipeline, which account for $41.5 b i llion of the 
industry's Alaska profits since 1969. His analysis does not 
consider additional profits earned by the North Slope operators on 
transportation, m a r k e t i n g  and refining of Alaska crude oil after it 
leaves the state.

The 110-page accounting analysis, prepared under contract to 
the Department of Revenue, is based on public documents, i ncluding 
annual reports and corporate filings with the Securities and 
Exchange Commission, the Federal Energy Regulatory Commission, 
state publications and reports b y  financial analysts.

In addition to his position as Price Waterhouse Centennial 
Professor of Accounting at the University of Texas at Austin,
Deakin is also Distinguished Enterprise Professor and Director of 
the Institute of Petr o l e u m  Accounting at the University of North 
Texas. He is a certified public accountant, holds a Ph. D. and has 
served on two task forces of the Financial Accounting Standards 
Boa r d  (F.A.S.B.) which dealt with oil industry a ccounting matters.
Ho has a d vised the federal government, as well as various states 
a n d  companies on issues related to oil industry accounting.

D e p a r t m e n t  o f  R e v e n u e  P r e s s  R e l e a s e



T H E  FOLLOW ING PAGES WERE TREATED AS 
A U N IT  IN  T H E  O R IG IN A L  F I L E .



3 / 3/89 
R e f e r r e d :  F i n a n c e

O r i g i n a l  s p o n s o r :  F i n a n c e  C o m m i t t e e

B Y  T H E  R E S O U R C E S  COMM ITTEE 

C S  F O R  H OU SE  B I L L  N O .  118 ( R e s o u r c e s )

I N  THE L E G I S L A T U R E  O F  THE  S T A T E  OF  A L A S K A  

S I X T E E N T H  L E G I S L A T U R E  -  F I R S T  S E S S I O N  

A  B I L L

6 F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  t o  t h e  o i l  a n d  g a s  p r o p e r t i e s  p r o -

7 d u c t i o n  t a x ;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

8 B E  I T  E N A C T E D  B Y  THE  L E G I S L A T U R E  OF  T H E  S T A T E  O F  A L A S K A :

9 *  S e c t i o n  1 . A S  4 3 . 5 5 . 013 ( b )  i s  r e p e a l e d  a n d  r e e n a c t e d  t o  r e a d :

( b )  T h e  e c o n o m i c  l i m i t  f a c t o r  f o r  o i l  p r o d u c t i o n  o f  a  l e a s e  o r

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

( 1 - [ P E L / T P ] )  e x p  ( [ 150 , 000 / ( T P / D a y s ) ]  e x p  [(460 X  W D ) / P E L ] )  

w h e r e :  P E L  = t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t ;

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

t a x  i s  t o  b e  p a i d ;

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

t h e  t a x  i s  t o  b e  p a i d ;

= t h e  n u m b e r  o f  d a y s  i n  t h e  m o n t h  f o r  w h i c h  t h e  t a x  i s  

t o  b e  p a i d ;  a n d  

= e x p o n e n t .

*  S e c .  2 . A S  4 3 . 55 . 013 ( d )  i s  r e p e a l e d  a n d  r e e n a c t e d  t o  r e a d :

( d )  T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  a

l e a s e  o r  p r o p e r t y  i s  300 b a r r e l s  t i m e s  t h e  n u m b e r  o f  w e l l  d a y s  f o r  t h e

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

*  S e c .  3 .  A S  4 3 . 55 . 013 ( e )  a n d  4 3 . 55 . 013 ( f )  a r e  r e p e a l e d .

*  S e c .  4 .  R E T R O A C T I V E  A P P L I C A T I O N .  T h i s  A c t  i s  r e t r o a c t i v e  t o

27 J a n u a r y  1 , 1989 ,  a n d  a p p l i e s  t o  o i l  p r o d u c e d  a f t e r  D e c e m b e r  31 ,  1988 .

28 *  S e c .  5 . A L T E R N A T I V E  R E T R O A C T I V E  A P P L I C A T I O N  D A T E S ,  ( a )  I f  a  c o u r t

29 m a k e s  a  f i n a l  d e t e r m i n a t i o n  t h a t  r e t r o a c t i v e  a p p l i c a t i o n  u n d e r  s e c .  4 o f

HB0118B -1 - CSKB 118(Res)



1 t h i s  A c t  i s  i n v a l i d ,  t h i s  A c t  i s  r e t r o a c t i v e  t o  t h e  f i r s t  d a y  o f  t h e  m o n t h

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

3 ( b )  I f  a  c o u r t  m a k e s  a  f i n a l  d e t e r m i n a t i o n  t h a t  r e t r o a c t i v e  a p p l i c a *

4 t i o n  u n d e r  ( a )  o f  t h i s  s e c t i o n  i s  i n v a l i d ,  t h i s  A c t  a p p l i e s  t o  o i l  p r o d u c e d

5 o n  o r  a f t e r  t h e  e f f e c t i v e  d a t e  o f  t h i s  A c t .

6 *  S e c .  6 . PAYMENT OF  TAX D U E .  T h e  o i l  p r o d u c t i o n  t a x  p a y a b l e  a s  a

7 r e s u l t  o f  t h e  r e t r o a c t i v e  a p p l i c a t i o n  o f  t h i s  A c t  i s  d u e  o n  t h e  20 t h  d a y  o f

8 t h e  c a l e n d a r  m o n t h  f o l l o w i n g  t h e  e f f e c t i v e  d a t e  o f  t h i s  A c t .  I f  t h e  t a x

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

10 b e c o m e s  d e l i n q u e n t  a n d  s u b j e c t  t o  p a y m e n t  o f  i n t e r e s t  a n d  t h e  p r o v i s i o n s  o f

11 A S  43.10 r e l a t i n g  t o  e n f o r c e m e n t  a n d  c o l l e c t i o n  o f  d e l i n q u e n t  t a x e s .

12 *  S e c .  7 . OVERPAYMENT OF  TA X  U N D E R  R E V I S E D  F O R M U LA .  T h e  t a x  l i a b i l i t y

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

14 b e  c r e d i t e d  a g a i n s t  t h e  t a x p a y e r ' s  f u t u r e  t a x  l i a b i l i t y .  T h e  p r o v i s i o n s  o f

15 A S  4 3 . 0 5 . 280 ( a )  a n d  4 3 . 0 5 . 280 ( b ) ( 1 )  d o  n o t  a p p l y  t o ,  a n d  i n t e r e s t  i s  n o t

16 a l l o w e d  o n ,  t h e  o v e r p a y m e n t .

17 *  S e c .  8 . T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  u n d e r  AS  0 1 . 10 . 070 ( c ) .

CSHB 118(Res) -2- HB0118B
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March 13, 1989 

WP Doc. 2959A

SECTIONAL ANALYSIS OF CSHB 118 (RESOURCES): LEGISLATION REVISING

THE ECONOMIC LIMIT FACTOR 

Section 1. This section modifies the severance tax's Economic Limit 

Factor (ELF) as 1t relates to oil productlo".

• vA'r‘1

Under current law and under this section, the ELF statute reduces the

effective severance tax rate on oil production by applying a formula

which considers productivity. The ELF formula always produces a fraction 

between zero and one. That fraction 1s multiplied with the nominal tax 

rate to get the effective tax rate. This means that the higher the ELF, 

the higher the actual tax paid; the lower the ELF, the lower the actual

lax paid. This also means that 1f the ELF Is zero, the severance tax

rate Is zero.

This section changes the ELF statute In two ways.

First, this section modifies the formula for calculating the 

"economic limit" of oil production. The current law considers only 

average per-well productivity of the field. The formula here adds 

consideration of total Meld productivity to the current ELF formula. 

Second, this section repeals the provision of current law which states



that for any month during the first 10 years of commercial oil production 

for which a lease or property's computed ELF exceeds 0.7, the ELF shall 

be considered to be one. This section's repeal of this "rounding" rule 

of current law would result 1n Initial lower taxes for any field 1n this 

situation.

Compared to current law, these two changes raise taxes on fields 

producing on average more than 150,000 barrels a day and reduce taxes on 

fields producing on average less than 150,000 barrels a day.

Section 2. This section fixes the monthly production at the economic 

limit (PEL) at 300 barrels per well per day. The PEL 1s a rough 

approximation of the number of barrels a well mu;t produce to cover 

costs.

Under current law, the PEL is presumed to be 300 barrels a day, and 

the taxpayer may rebut this presumption at a hearing. This section 

repeals the provisions for rebutting the 300 barrel per day presumption.

Section 3. This section repeals two provisions of current law which 

are only necessary for setting a PEL 1n a hearing.

Section 4. This section applies the legislation to oil produced 

after December 31, 1988.



Section 5. This section sets alternative dates of application 1n the 

event of a successful legal challenge to the legislation. If a court 

makes a final determination that the legislation cannot legally apply to 

oil produced after December 31, 1988, then the legislation applies to oil 

produced on or after the first day of the month that the legislation 1s 

effective. If a court makes a final determination that the legislation 

cannot legally apply to oil produced on or after the first day of the 

month In which the legislation took effect, then the legislation applies 

to oil produced on or after the effective date of the legislation.

Section 6. This section applies to payments from tax on oil produced 

between the first date t> which the legislation applies and the calendar 

month preceding the effective date of this legislation. This section 

makes those payments due on the 20th day of the month following the 

effective date of the legislation. The .tax becomes delinquent and 

subject to payment of Interest 1f 1t 1s not paid by that date.

Section 7. This section provides that taxpayers who owe less taxes 

for the period between the date this legislation first applies and the 

effective date of this legislation will receive a credit against their 

future tax liability. These taxpayers will not receive any Interest on 

their overpayment of taxes.

Section 8. This section sets an Immediate effective date.
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FISCAL NOTE
REQUEST:
Revision Oate: March 7. 1989__________
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tax -  ELF:  providing an effective date
Sponsor: House Finance Committee______
Requestor: House Resources____________
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BRU: 011 & Gas Audit Division
Components:.

EXPENDITURES/REVENUES: (Thousands of Dollars)
1 1 FY 89 1 FY 90 1 FY 91 1 FY 92 1 FY 93 1 FY 94
1 OPERATING 1 I 1 1 1 1| PERSONAL SERVICES i o I 0 ! 0 I o I 0 I o| TRAVEL 1 o I 0 ! 0 I 0 i 0 ! 0j CONTRACTUAL 1 0 1 0 1 o 1 0 i 0 ! 0| SUPPLIES 1 0 1 0 1 0 1 0 ! 0 ! 0f EQUIPMENT 1 0 1 0 I 0 I 0 ! 0 1 o| LANDS & STRUCTURES 0 t 0 i 0 1 0 1 o 1 0| GRANTS, CLAIMS 0 0 1 0 f 0 I 0 I 01 MISCELLANEOUS 0 0 ! 0 I 0 I 0 I 01 TOTAL OPERATING 0 0 1 0 1 0 1 0 1 0
1 CAPITAL 0 0 1 0 1 0 1 0 1 0
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| FULL-TIME 0 0 1 0 1 0 1 0 1 0| PART-TIME 0 0 1 0 I 0 ! o 1 o! TEMPORARY 0 0 I 0 ! o I 0 I 0
ANALYSIS: See attached page for analysis,
Prepared By: Roger Harks
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Approved by Commissioner: Ma/a/st
Agency: Department of Revenue______________ Date:  J r£

Distribut ion (by preparer):
Legislat ive Finance 
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Requestor
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This b i l l  modifies the economic l imit  factor (ELF) formula used in 
computing the production (severance) tax on o i l .
The b i l l  ( 1 )  Introduces the rate of f ie ld  production Into the exponent of 
the current ELF formula; (2) repeals the so-cal led "rounding rule," the 
provision of current law which states that for any month during the first 
10 years of commercial o i l  production for which the computed ELF of a 
lease or property exceeds 0.7 the ELF shal l  be considered to be one; and 
(3) fl-ies the production at the economic l imit  (PEL) at 300 barrels times 
the number of well days in the month.
This b i l l  1s retroactive to January 1 ,  1989, and appl ies to o i l  produced 
after Oecember 31 ,  1988. Because the severance tax on o i l  for a given 
month 1s due during the fol lowing month, a tax change which takes effect 
on January 1 would not affect revenues unt i l  February. Depending on the 
actual passage date of the b i l l ,  the FY 89 amounts may not be actual ly 
col lected unt i l  FY 90.
This f iscal  note was calculated using the o i l  price and production 
assumptions of the Department of Revenue's Fa l l  1988 Petroleum Production 
Revenue Forecast mid-case scenario updated for actual data through 
November of 1988. That forecast was predicated on Alaska North Slope 
crude prices at the U.S.  Gulf  of $13.25 a barrel 1n FY 89 and $12.89 a 
barrel 1n FY 90. 1/
Additional  revenues for future years 1n mi l l i ons  of dol lars are as follows:

1995 174
1996 169
1997 163
1998 153
.1999 152
2000 144
2001 136
2002 129
2003 117
2004 110
2005 104
2006 91
2007 80
2008 60
2009 45
2010 19

1/ Had the f iscal  note used the o i l  price and volume assumptions of the 
“Consensus Revenue Analysis" of January 24, 1989, the FY 89 f iscal  Impact 
would be $56 m i l l i o n ,  and the FY 90 f iscal  impact would be $132 m i l l i o n .  
That analysis was predicated on Gulf ANS prices of $14.07/bbl 1n FY 89 and 
$14.30/bbl 1n FY 90.



D u e: Much 1, 1989

Pr ica/Rav enue  S 0n s :*ivity Matrix for H B  1 1 8  
(Millions of $)

ANS @ Fiscal Year
US Gulf
:$/bbl) 1989 1990 1991 1992 1993 1994

10.35 28 89 89 97 100 96

12.70 42 113 114 123 135 129

15.00 56 149 149 159 170 160

17.35 70 185 186 196 208 196

19.70 84 216 218 230 243 216

22.00 98 251 254 278 273 239

Assumptions:

1. Production and well assumptions from Department of Revenue mid scenario Fall 1988 forecast.

2. HB 118 effective date January 1,1989.

3. The variation in revenue between years is a function of a number of factors, including:

A. The changing relative tax rates under the current ELF and HB 118.

B. The effect of price on production levels, (e.g. West Sak economic at $18/bbL)

C. The effect of changing production and wells on ELF under either formula.
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6 F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  t o  wh e  o i l  a n d  g a s  p r o p e r t i e s  p r o -

7 d u c t i o n  t a x . "

8 B E  I T  ENACTED  BY  THE  L E G I S L A T U R E  O F  THE  ST A T E  O F  A L A S K A :

9 ~ *  S e c t i o n  1 . AS  4 3 . 5 5 . 013 ( b )  i s  r e p e a l e d  a n d  r e e n a c t e d  t o  r e a d :

( b )  T h e  e c o n o m i c  l i m i t  f a c t o r  f o r  o i l  p r o d u c t i o n  o f  a  l e a s e  o r

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

( 1 - [ P E L / T P ] )  e x p  ( [ 150 , 000 / ( T P / D a y s ) ]  e x p  [(460 X  W D ) / P E L ] )  

w h e r e :  P E L  = t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t ;

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

t a x  i s  t o  b e  p a i d ;

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

t h e  t a x  i s  t o  b e  p a i d ;

D a y s  = t h e  n u m b e r  o f  d a y s  i n  t h e  m o n t h  f o r  w h i c h  t h e  t a x  i s

t o  b e  p a i d ;  a n d  

e x p  = e x p o n e n t .

*  S e c .  2 . AS 4 3 . 55 . 013 ( d )  i s  r e p e a l e d  a n d  r e e n a c t e d  t o  r e a d :

( d )  T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  a

l e a s e  o r  p r o p e r t y  i s  300 b a r r e l s  t i m e s  t h e  n u m b e r  o f  w e l l  d a y s  f o r  t h e

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

*  S e c .  3 . AS  4 3 . 5 5 . 013 ( e )  a n d  4 3 . 5 5 . 013 ( f )  a r e  r e p e a l e d .

WD
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DEPARTMENT OF REVENUE 
February 9, 1989

SECTIONAL ANALYSIS OF HB 1 18:  LEGISLATION REVISING 
THE ECONOMIC LIMIT FACTOR

Section 1 .  This section modifies the severance tax's Economic Limit 
Factor (ELF) as 1t relates to o i l  production.

Under current law and under this section,  the ELF statute reduces the
effective severance tax rate on o i l  production by applying a formula
which considers productivity.  The ELF formula always produces a fraction 
between zero and one. That fraction 1s mult ip l ied with the nominal tax 
rate to get the effective tax rate. This means that the higher the ELF,  
the higher the actual tax paid;  the lower the ELF,  the lower the actual
tax paid.  This also means that If the ELF 1s zero, the severance tax
rate is zero.

This section changes the ELF statute in two ways.

F irst ,  this section modifies the formula for calculating the
"economic l imit" of o i l  production.  The current law considers only
average per-well productivity of the f i e l d .  The formula here adds
consideration of total f i e ld  productivity to the current ELF formula.



Second, this section repeals the provision of current law which 
states that for any month during the first 10 years of commercial o i l  
production for which a lease or property's computed ELF exceeds 0.7,  the 
ELF shal l  be considered to be one. This section's repeal of this 
"rounding" rule of current law would result 1n I n i t i a l  lower taxes for 
any f i e l d  in this situation.

Compared to current law, these two changes raise taxes on f ields 
producing on average more than 150.000 barrels a day and reduce taxes on 
fields producing on average less than 150,000 barrels a day.

Section 2. This section fixes the monthly production at the economic 
l imit  (PEL) at 300 barrels per well per day. The PEL 1s a rough 
approximation of the number of barrels a well must produce to cover 
costs.

Under current law, the PEL Is presumed to be 300 barrels a day, and 
the taxpayer may rebut this presumption at a hearing.  This section 
repeals the provisions for rebutting the 300 barrel per day presumption.

Section 3. This section repeals two provisions of current law which 
are only necessary for setting a PEL 1n a hearing.

WP Ooc. 2959A



TOTAL OPERATING

POSITIONS
| FULL-TIME 
| PART-TIME 
I TEMPORARY
ANALYSIS: S*.e attached page for analysis.
Prepared By: Roger Marks_______________  S
Divis ion:  Oept. of Revenue. O i l  &^a s Au d it  Oivlyfdn"
Approved by Commissi oner:
Agency: Department of Revenue/ /

Phone: 277-5627_______
Date: January 31 .  1989

Distribution (by preparer):/ ' 
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 
Impacted Agency(les)

l e g i s l a t i v e  F I NANC E

I STATE OF ALASKA 198S LEGISLATIVE SESSION

REQUEST

B i l l  Version: HB 118
Publ ish Date:_________

FISCAL NOTE
Revision D a t e : _________________T i t l e :  Act relating .to the o i l  and gas
properties production tax______________
Sponsor: House Finance Committee_______
Requestor: House Resources_____________

Agency Affected:  Department of Revenue 
BRU: O i l  & Gas Audit Division_________
Components: ___________________________

EXPENDITURES/REVENUES: (Thous
OPERATING

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LANDS & STRUCTURES 
GRANTS, CLAIMS 
MISCELLANEOUS

1 CAPITAL . 1 0 1 o 1 0 | 0
1 °. . 1 0

1 REVENUE I 
FUNDING: (Thousands of Dol lars)

0 | 96,000 1 144 ,000 | 163,000 1 187,000 1 180,000

| GENERAL FUND | 0 1 o 1 o | 0 1 o 1 o| FEOERAL FUNDS | 0 1 o I 0 1 0 i o ! 0
| OTHER | 0 1 o 1 0 1 0 1 o 1 0
1 TOTAL 1 0 t o 1 0 \ 0 1 0 1 0



This b i l l  modifies the economic l imit  factor (ELF) formula used 1n 
computing the production (severance) tax on o i l .
The b i l l  ( 1 )  introduces ihe rate of f i e ld  production Into the exponent of 
the current ELF formula; (2) repeals the so-cal led "rounding rule," the 
provision of current law whiich states that for any month during the f irst 
10 years of commercial o i l  production for which the computed ELF of a 
lease or property exceeds 0.7 the ELF shal l  be considered to be one; and 
(3) fixes the production at the economic l imit  (PEL) at 300 barrels times
the number of well days 1n the month.
Since the b i l l  does not carry an effective date,  this analysis has assumed 
that the b i l l  wi l l  be enacted June 1 ,  1989 and go Into effect September 1 ,  
1989 and wi l l  apply to o i l  produced after August 31 ,  1989. (8ecause the
severance tax on o i l  for a given month 1s due during the fol lowing month,
a tax change which takes effect on September 1 would not affect revenues 
unti l  October.)
This fiscal  note was calculated using the o i l  price and production 
assumptions of the Department of Revenue's Fa l l  1938 Petroleum Production 
Revenue Forecast mid-case scenario updated for actual data through 
November of 1988. 1/
Additional  revenues for future years 1n mi l l i ons of dol lars are as follows:

1995 174
1996 169
1997 163
1998 153
1999 152
2000 144
2001 136
2002 129
2003 117
2004 110
2005 104
2006 91
2007 80
2008 60
2009 45
2020 19

1/ Had the f iscal  note used the o i l  price and volume assumptions of the 
"Consensus Revenue Analysis" of January 24, 1989, the FY 90 f iscal  impact 
would be $99 m i l l i o n .



R E P O R T  O F  T H E  R E S O U R C E S  C O M M I T T E E  
O N  H E A R I N G S  O N  K B  118

W H A T  D O E S  H B  118 DO?

A  c h a n g e  t o  m a k e  t h e  E L F  w o r k  a s  it w a s  s u p p o s e d  t o  w o rk, a n d  
t o  r e v e r s e  t h e  t a x  c u t  for P r u d h o e  Bay, w a s  p r o p o s e d  i n  1987 
as H B  164 a n d  p a s s e d  t h e  H o u s e  b u t  w a s  n e v e r  c o n s i d e r e d  i n  t h e  
Sena t e .  C h a n g e s  t o  t h e  E L F  w e r e  r e c e n t l y  p r o p o s e d  in H B  118, 
n o w  u n d e r  c o n s i d e r a t i o n  in t h e  Ho u s e .  H B  118 is s i m i l a r  t o  
t h e  b i l l  t h a t  p a s s e d  t h e  H o u s e  in  1987, b u t  w o u l d  r a i s e  t a x e s  
on  P r u d h o e  B a y  a n d  K u p a r u k  more, a n d  c u t  t a x e s  o n  a l l  o t h e r  
o il f i e l d s  m o re, t h a n  t h e  1987 p r o p o s a l .

H B  118 p r o v i d e s  a g r e a t e r  t a x  r e l i e f  f o r  all o i l  f i e l d s  in 
A l a s k a  e x c e p t  P r u d h o e  B a y  a n d  K u p a r u k ,  t h e  t w o  m o s t  p r o d u c t i v e  
oil f i e l d s  in  A l a s k a  (and t h e  U n i t e d  S t a t e s ) , a n d  t w o  of  t h e  
m o s t  p r o f i t a b l e .  U n d e r  t h e  r e v i s e d  ELF, t a x e s  f o r  t h e s e  t w o  
o i l  f i e l d s  w i l l  i n c r e a s e  b u t  w i l l  s t i l l  r e m a i n  b e l o w  t h e  
s t a t u t o r y  r a t e  o f  15%. T h e  o n l y  o i l  f i e l d s  b e s i d e s  P r u d h o e  
B a y  a n d  K u p a r u k  w h o s e  s e v e r a n c e  t a x e s  a r e  n o t  r e d u c e d  b y  H B  
118 a r e  t h o s e  f i e l d s  w h i c h  h a v e  a z e r o  t a x  r a t e  u n d e r  c u r r e n t  
law.

W H A T  D A T E  S H O U L D  T H E  E L F ' S  A P P L I C A T I O N  B E G I N ?

T h e  R e s o u r c e s  C o m m i t t e e  a d o p t e d  a n  i m m e d i a t e  e f f e c t i v e  d a t e  
a n d  a J a n u a r y  1, 1989 b e g i n n i n g  a p p l i c a t i o n  d a t e .  T h e  
C o m m i t t e e  a l s o  c o n s i d e r e d  t h e  d a t e  of J u l y  1, 1 9 8 7  (the m o n t h  
f o l l o w i n g  t h e  d a t e  t h a t  t h e  t e n - y e a r  f o u n d e d  E L F  e x p i r e d  f o r  
P r u d h o e  Bay, r e d u c i n g  t h e  e f f e c t i v e  t a x  r a t e  f r o m  15% t o  
12.45%) f o r  t h e  b e g i n n i n g  a p p l i c a t i o n  date.

T h e  J a n u a r y  1, 1 9 8 9  b e g i n n i n g  a p p l i c a t i o n  d a t e  w i l l  r e s u l t  in 
$ 1 7 5  m i l l i o n  m o r e  o f  r e v e n u e  b e i n g  r a i s e d  t h a n  w o u l d  b e  r a i s e d  
u n d e r  t h e  c u r r e n t  E L F  t h r o u g h  f i s c a l  y e a r  1990. H a d  t h e  J u l y  
1, 1987 a p p l i c a t i o n  d a t e  b e e n  a d o p t e d ,  H B  118 w o u l d  h a v e  
r e s u l t e d  in t h e  r e c a p t u r e  o f  t h e  e n t i r e  $397 m i l l i o n  r e v e n u e  
l o s t  u n d e r  t h e  c u r r e n t  E L F  as a r e s u l t  o f  t h e  l o o p h o l e  f r o m  
t h e  p e r i o d  f r o m  J u l y  1, 19 8 7  t h r o u g h  t o  t h e  e n d  o f  t h e  1 9 9 0  
f i s c a l  year.

T h e  R e s o u r c e s  C o m m i t t e e  s u b s t i t u t e  a l s o  p r o v i d e s  f o r  p a y m e n t  
o f  t h e  t a x  o n  t h e  2 0 t h  d a y  o f  t h e  c a l e n d a r  m o n t h  f o l l o w i n g  t h e  
e f f e c t i v e  d a t e  o f  t h e  Act. I t  i n d i c a t e s  t h a t  d e l i n q u e n t  t a x e s  
a r e  s u b j e c t  t o  p a y m e n t  o f  i n t e r e s t  a n d  t o  t h e  p r o v i s i o n s  in A S  
43.10, w h i c h  r e l a t e  t o  e n f o r c e m e n t  a n d  c o l l e c t i o n  o f  
d e l i n q u e n t  t a x e s ,  a n d  a l s o  i n d i c a t e s  t h a t  t a x  o v e r p a y m e n t s  
w i l l  b e  c r e d i t e d  a g a i n s t  t h e  t a x p a y e r ' s  f u t u r e  t a x  l i a b i l i t y .



IS THE R E T R O A C T I V E  A P P L I C A T I O N  DATE LEGAL?

T w o  legal m e m o s  (one b y  Legisl a ti ve  Legal a n d  one by the 
A t t o r n e y  Ge ne ra l 's  Office) h a v e  b e e n  d on e  o n  the 
c o ns ti t u t i o n a l i t y  of r etroactive dates. Bo th  c o n cl ud e t h a t  a 
r easona bl e r e t r o a c t i v e  date, supported b y  p u b li c  p o l i c y  
reasons in t h e  record, wi ll  b e  found constitutional.

In summary, the law re quires that, to b e  retroactive, a 
statute m u s t  specify t h a t  it is retroactive, and t h e r e  m u s t  be 
a t wo -t h i r d s  v o t e  for an immediate e ff ective date, t h o u g h  it 
a ppears th at  a t w o- th ir ds  v o t e  is not  n e c e s s a r y  for a 
r e tr oa ct i ve  a pp l ic a t i o n  date. There is p r e c e d e n t  in A l a s k a  
an d federal law for r e tr o ac ti ve  appl ic a ti on  of a statute bac k 
from t h e  d a t e  of e n a c tm e nt  to the b e g i n n i n g  of the cal en d ar 
year. R e t r o a c t i v i t y  has also b e e n  allo we d d u r i n g  the y e a r  of 
t he p r e c e d i n g  session. In one U.S. Supr e me  C ou r t case, the 
Court u p h e l d  a t a x  p a s s e d  in 1*35 a p p l i c a b l e  to t a x  ye ar s 1933 
and 1934. It w o u l d  b e  v e r y  u n l i k e l y  t h a t  this bill, w i t h  
r et ro ac ti v e a p p l i c a t i o n  b a c k  to J a n u a r y  1, 1989, w o u l d  be 
found to be unconstitutional. E v e n  w e r e  t h e  a pp li c a t i o n  date 
to b e  c h a n g e d  to J u l y  1, 1987, the U.S. Supr em e Co ur t case 
s upports t h e  l ik e li h o o d  that th e t w o - y e a r  a p p l i c a t i o n  wo ul d 
also be upheld.

T h e  federal rule of l a w  is b a s e d  on " reasonable notion" 
w h e t h e r  t he n a t u r e  o r  th e amount of t he t a x  c o ul d n ot ha ve  
r e a s o n a b l y  a n t i c i p a t e d  b y  the t a x p a y e r  a t  t h e  t i m e  t he 
a p p l i c a t i o n  dat e w o u l d  begin. Changes t o  t a x  rates are 
p r e s u m e d  to be foreseeable. In t he U.S. Supr e me  C ourt case, 
t he court flatl y r e j e c t e d  a taxpa ye r' s a r g um e nt  th a t 
r e t r o a c t i v i t y  w a s  b a r r e d  b y  d u e  p r o c es s b e ca u se  t h e  p r o p o s e d  
rate increase h a d  b e e n  u n d e r  p u b l i c  d i s c u s s i o n  b e f o r e  Congress 
for about a year, a nd the Court c o n c l u d e d  t h a t  th is  h a d  
p r o v i d e d  am pl e n o t i c e  of t h e  increase. In t he p r e s e n t  case, 
t he t a x p a y e r s  h a v e  b e e n  on no tice that the ELF  m a y  b e  m o d i f i e d  
since J a n u a r y  1987, w h e n  H B  164 was introduced. In fact, the 
t a x p a y e r s  w e r e  o n  n ot ic e even b a c k  in 1981 t h a t  the  
l e g i s l a t u r e  m i g h t  r e a s se ss  t he t a x  st r uc t u r e  in 1987.

W h i l e  it is u n l i k e l y  that the r e t r o a c t i v e  d a t e  b a c k  t o  J a n u a r y  
1, 1989 w o u l d  b e  fo u nd  un co ns t i t u t i o n a l  if challenged, to 
e n su re  t h a t  t h e r e  w o n ' t  b e  a problem, a l t e r n a t i v e  a p pl ic at io n 
d a te s w e r e  als o a d d e d  t o  t he bi ll  in t h e  C o m m i t t e e  substitute. 
If t h e  F i n a n c e  C o m m i t t e e  w e r e  to w a n t  t o  adopt t h e  e a r l i e r  
r e t r o a c t i v e  date, it s ho ul d  adopt a c o m m i t t e e  s u b s t i t u t e  wi th 
a l t e r n a t i v e  d a t e s  as well. The v e r s i o n  c o n s i d e r e d  b y  the 
R e s o u r c e s  C o m m i t t e e  i n c l ud ed  J u l y  1, 1988 (the b e g i n n i n g  of 
the fiscal y e a r ) , J a n u a r y  1, 1989 (the b e g i n n i n g  of the 
c a l e n d a r  y e a r ) , a n d  im me d i a t e l y  on t he e f f e c t i v e  dat e of the 
Act.



WHO IS FOR HB 118?

T he ad mi ni st r at io n has b e e n  a strong b a c k e r  of H B  118. Th e 
D epartm en t of Reven ue  and the Of fice of De ve l o p m e n t a l  Po licy 
spoke befor e the Res o ur ce s Com mi tt ee  on H B  118. (Contacts 
include H u g h  Malone, Cliff Groh, and R o g e r  M a r k s  from the 
Depart m en t of Revenue, an d G r e g g  E r i c k s o n  a n d  R i c h a r d  Fin eb e rg  
from the Office of t h e  Governor, D i v is i on  of Policy.) One oil 
company, Conoco I n c . , has al so  in di ca t ed  its support b y  
letter. Reso lu t io ns  o r  letters in s u p po r t of H B  118 w e r e  
received from F ai rbanks N o r t h  Sta r Borough, Ketchikc.n Gateway 
Borough, the City and B o r ou gh  of Sitka, the Ci t y of Cordova, 
the Ci ty  of Kotzebue, and t h e  A l a s k a  C o n f e r e n c e  o f  Mayors.
The Co mm ittee to R e pe al  the  ELF, a p r i v a t e  organization, also 
supports H B  118. Th e Re so u r c e s  C o m m i t te e h a s  a ls o r e c e i ve d 
testimony, letters, a n d  p u b l i c  o p i ni on  m e s s a g e s  from m e m b e r s  
of the  p u b l i c  in support of H B  118.

WHO IS A G A I N S T  H B  118?

M a n y  oil co mp anies th a t t e s t i f ie d a n d / o r  sent letters a n d /o r 
p l a c e d  ad ve r ti se me nt s i nd i ca ti ng  t h e i r  o p p o s i t i o n  to H B  118. 
T he y include BP E x p l o r a t i o n  (Alaska), Inc. (formerly S o h i o ) ; 
A R C O  Alaska, Inc.? E x x o n  Co., U.S.A.? Texaco, U.S.A.? Phillips 
P et ro l e u m  Co.? C h e vr on  U.S.A., Inc.? a n d  A m e r a d a  Hess Corp. 
Th re e p r i v a t e  organizations, A l a s k a  Oil a n d  Gas Association, 
the R e s o ur ce  D e ve lo pm en t Council, a n d  C om m on  S en se  F or A l as ka  
also o ppose H B  118. E N S R  C o n s u l t i n g  and Engineering, a 
p riva te  firm, has also ind ic at e d its o p p o s i t i o n  t o  H B  118. The 
R e sources Co mm it te e  has also r e c e i v e d  testimony, letters, and 
p u b l i c  o p in io n  m e s s a g e s  from m e mb er s of t he p u b l i c  in 
opposi ti on  to H B  118.

W HA T H A P P E N E D  IN THE R E S O U R C E S  COMMIT T EE ?

The R e s o ur ce s C o m m it te e  a l l o w e d  ove r 6 h o u r s  of t e s t i m o n y  from 
the Administration, o v e r  6 h o u r s  of t e s t i m o n y  from t he oil 
industry, and ove r 6 h o u r s  of t e s t i m o n y  fr o m the 
r e pr es en ta t iv es  of cities a n d  boroughs, p r i v a t e  organizations, 
and ot he r  m e m b e r s  of t h e  g e n er a l public. In addition, the 
R e s o u r c e s  C o m m it t ee  h e l d  a d e b a t e  b e t w e e n  t h e  A d m i n i s t r a t i o n  
(represented b y  G r e g g  Erickson) and t h e  oil ind us tr y  
(represented b y  T o m  W i l l i a m s  of BP E x p l o r a t i o n  (Alaska), Inc.) 
in w h i c h  m e m b er s  of t h e  co mm i t t e e  a n d  o t h e r  H o u s e  m e mb er s  
a s ke d qu estions of t h o s e  t w o  s p o k e s m e n  a n d  in w h i c h  ea ch  
s p o k e s m a n  h a d  an o p p o r t u n i t y  t o  r e s p o n d  t o  e a c h  others' 
statements. T h e  R e s o u r c e s  C o m m i t t e e  al so  s u b m i t t e d  w r i t t e n  
q u es ti on s to the A d m i n i s t r a t i o n  and t h e  oil i nd us t r y  and 
o b t ai ne d  t h e i r  re sp on se s a n d  spent a n u m b e r  of h o ur s a s k in g 
q ue stions of t he A d m i n i s t r a t i o n  and the oil industry. The 
R e s o u r c e s  C o m m i t t e e  h a s  a l s o  c o n s i d e r e d  n e w s  a r t i c l e s  w r i t t e n  
on t h e  ELF. H B  118 p a s c e d  o u t  o f  R e s o u r c e s  C o m m i t t e e  w i t h  4 
do pa ss  r ec ommendations, 4 no reco mm en da ti on s , a n d  1 d o  not
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pass recommendation. R e p r e s e n t a t i v e  W a l t  Furnace, w h o  v o t e d  
d o  n o t  pass, su bm it t ed  a "minority report" to the Com m it te e on 
H B  118.

W H A T  AR E T HE M A J O R  A R G U M E N T S  IN SUPP O RT  O F  H B  118?

T h o s e  in s u p po r t of the H B  118 b e l i e v e  that A l a s k a  is n ot 
r e c e i v i n g  an a p p r o p r i a t e  share o f  t h e  p r o fi ts  from the m o s t 
p r o f i t a b l e  oil fields. T he A la s ka  C o n s t i t u t i o n  re qu i r e s  t h a t  
the l e g i s l a t u r e  e n su re  th at  A l a s ka ' s re so urces be u s e d  for the  
m a x i m u m  b e n e f i t  of its people. (Alaska Const., Art. VIII,
S e c . 2) T h e  oil i nd u s t r y  is m a k i n g  su bstantial pro fi ts  and 
p a y i n g  a r e l a t i v e l y  small am ount in taxes. O il c om panies p a y  
less in oil t a xe s in A l a s k a  (both federal and state combined) 
t h a n  t h e y  p a y  in oil taxes in o t h e r  o i l - p r o d u c i n g  states a nd 
c o u n t r i e s .

S in ce  1987, the  oil com pa ni es  h a v e  b e e n  able t o  av oi d  p a y i n g  
t h e  full a m o u n t  of t he s ta tu t or y nominal rate for t h e  reso ur ce  
b e c a u s e  o f  a l o o p h ol e in the tax law. T h e  l e gi sl a t u r e  was 
i n t en de d to r e va mp  the oil t ax laws a ft er  the 
c o n s t i t u t i o n a l i t y  of t h e  s e p ar at e a c co u nt in g m e t h o d  was  
determined, b u t  thi s w a s  n ot done.

T h o s e  in s u pp or t o f  H B  118 also supp or t a g r e a t e r  tax b r e a k  
for m a r g i n a l  fields, w h i c h  H B  118 provides. T h e s e  t ax cuts 
are d e s i g n e d  t o  e n c o u r a g e  c o n t i n u e d  or a dd it io na l production, 
w h i c h  p r o m o t e s  e c o n o m i c  d e v e l o p m e n t  and creat es  jobs.

W H A T  A R E  THE M A J O R  A R G U M E N T S  IN O P P O S I T I O N  T O  H B  118?

T h o s e  in o p p o s i t i o n  b e l i e v e  that t h e  ch ange is u n n e c e s s a r y  
b e c a u s e  t h e  p r e s e n t  E L F  is w o r k i n g  wel l a n d  as intended. T h e  
p r e s e n t  E L F  ta k es  into a c co u nt  t h e  fact th at  oil fields b e c om e 
less p r o f i t a b l e  o v e r  t i m e  un t il  t h e y  are no l o n g e r  p r o f i t a b l e  
at all.

T h o s e  o p p o s e d  t o  H B  118 also b e l i e v e  the bill is i ll -a dv is e d 
b e c a u s e  t h e  E L F  w o u l d  n o  long er  d e p e n d  o n  a fie ld 's  r e l at i ve  
p r o f i t a b i l i t y  in s e t t i n g  t h e  actual rate of tax. T he p r o p o s e d  
E L F  l o w e rs  t a x  r a t e s  for fields w i t h  less t h a n  150,000 b a r r e ls  
a d a y  of produ ct io n , w h i l e  i nc re a s i n g  t h e m  for more. This 
e m p h a s i z e s  f ie ld  si ze  r a t h e r  t h a n  p r o f i t a b i l i t y  a n d  a b i l i t y  to 
p a y  taxes. T h o s e  in o p p o s i t i o n  t o  H B  118 al s o b e l i e v e  that 
t h e  b i l l  is i l l - a d v i s e d  b e c a u s e  t h e  state stan ds  t o  g a i n  m o r e  
fr om  ad di t i o n a l  i nv es t m e n t  and d e v e l o p m e n t  of Pru dh o e Bay and 
K u p a r u k  t h a n  it w i l l  fro m a n y  of t h e  m a r g i n a l  fields.

T h o s e  in o p p o s i t i o n  a l s o  b e l i e v e  t h a t  H B  118 is u n f a i r  b e ca us e 
t h e y  b e l i e v e  t h a t  fields of s i m i l a r  e c o n om ic  s it ua t i o n s  w o u l d  
b e  t a x e d  at d i s s i m i l a r  rates, w i t h  m o r e - p r o d u c t i v e  fields 
b e i n g  c h a r g e d  a h i g h e r  rate t h a n  l e s s - p r o d u c t i v e  fields, 
b e c a u s e  t he oil i n d u s t r y  is a l r e a d y  b e i n g  d i s p r o p o r t i o n a t e l y



t a x e d  r e l a t i v e  t o  o t he r industries of t he state, and b e c a u s e 
t he state is a l r e a d y  re ce iv in g its fair share from oil 
production. T h o s e  in o p po si ti on  cl ai m that the ELF will 
r e s u l t  in oil b e i n g  left in the ground and jobs b e i n g  lost.

W H A T  N E W  IN F OR M A T I O N  WAS G A I N E D  F R O M  THE RESOURCES COMMITTEE 
I N V E S T I G A T I O N  A N D  W H A T  QUESTIONS R E M A I N  TO BE ANSWERED?

(1) W h a t  s ho ul d  be inc lu de d in d et er mi ni ng  w h a t  constitutes a 
f ai r p r o f i t  from N o r t h  Slope oil development?

Th e A d m i n i s t r a t i o n  h a s  included profits from the t ra ns -Alaska 
p i p e l i n e  and f ee de r  pipelines. Th e se  charges are removed to 
d e t e r m i n e  the w e l l h e a d  (base) t a x i n g  price. Because t h e  N o r t h  
S l o p e  oil c o m p a ni es  o w n  t he pipelines, those oil companies 
h a v e  b e e n  ab le  t o  h i d e  profits in the fees p a i d  to themselves 
for u s e  of t h e  p i p e l i n e  to m a k e  it a p p e a r  th at  th ei r  p r of it s 
are ? o w e r  t h a n  t h e y  a c t u a l l y  are.

Oil c o m p a n y  r e p r e s e n t a t i v e s  focus on ly  on p r o d u c t i o n  prof it s  
and taxes, e x c l u d i n g  t h e  pipeline. Oil companies do include 
r o y a l t i e s  in d e t e r m i n i n g  r e l a t i v e  shares of N o r t h  Slope 
p r o d u c t i o n  revenue, however. T h e  oil co mp a ni es  t r ea t roy al ty  
p a y m e n t s  like taxes, t h o u g h  t h e y  are not taxes. R oy alties 
m u s t  b e  p a i d  t o  t h e  o wn er  of th e land fr om  w h i c h  the oil is 
extracted, r e g a r d l e s s  of w h o  t h e  o wn e r is. A  royalty m u s t  be 
p a i d  to p r i v a t e  o w n e r s  as w e l l  as w h e n  t h e  o w n e r  is the state. 
Thus, r o y a l t i e s  a r e  a p p r o p r i a t e l y  co n si de re d onl y  if all costs 
and p r o f i t s  a r e  considered.

In t h e i r  first c o m m i t t e e  a pp ea r a n c e  F ebruary 11, A R C O  and BP 
p r e s e n t e d  p e r - b a r r e l  a n a ly se s o f  N o r t h  Slope p r o d u c t i o n  
profits. BP b e g a n  fr o m an a v e ra g e l ow e r 48 w e l l - h e a d  price, 
t h e r e b y  e x c l u d i n g  an e s t i m a t e d  $1.14 in p i p e l i n e  p r o f i t s  from 
its co n si de ra ti on ,  as we ll  as l ar ge r sums of cas h flow to the 
company. A R C O  u s e d  a K u p a r u k  b a rr el  of oil, u s i n g  Gu lf  Coast 
p r i c e s  a n d  t r a n s p o r t a t i o n  c osts and o m i tt in g t he p i p e li ne  
p r o f i t s  f r om  its K u p a r u k  a n d  T A P S  pipelines. The Re sources  
C o m m i t t e e  q u e s t i o n e d  w h e t h e r  the A R C O  examp le  was appropriate, 
s in ce  K u p a r u k  oil is m a r k e t e d  a lm os t e x c lu si ve ly  on t h e  we st  
coast, w h i c h  is m o r e  p r o f i t a b l e  to the c om panies b e c a u s e  W e s t  
C o a s t  t a n k e r  c o s t s  are c o n s i d e r a b l y  lower t h a n  t h o s e  incu r re d 
in t r a n s p o r t a t i o n  t o  t h e  G u l f  Coast. M e mb er s of t he Re so u rc es  
C o m m i t t e e  a l s o  q u e s t i o n e d  w h e t h e r  the p i p e l i n e  profi ts  should 
b e  e x c l u d e d  f r o m  t h e  evaluation.

R e v i e w  o f  t h e  1981 r e c o r d  i nd icates tha t the L e g i s l a t u r e  spent 
l i t t l e  t i m e  d i s c u s s i n g  the p r o f i t a b i l i t y  of t h e  p i p e l i n e  
d u r i n g  its delibe ra ti o ns . B y  a s k i n g  a n u m b e r  of q ue stions —  
and a s k i n g  t h e m  a n u m b e r  of t i m e s  —  the R e s o u r c e s  Co mm ittee 
has p r o v i d e d  a b a s i s  f or o th er s  to d e t e rm i ne  tha t the p i p el in e  
o p e r a t i o n s  c o n s t i t u t e  a s i g n i f i c a n t  p o r t i o n  of N o r t h  S lope 
p r o f i t s  a n d  s h o u l d  b e  c o n s i d e r e d  in d e t e r m i n i n g  w h a t  is a fair 
p r o f i t  f o r  N o r t h  S l o p e  oil d e v e l o p m e n t  and thus w h a t  is a fair 
tax.



(2) Was there a "deal" in 1981 to p u t  t h e  E LF into e ff ec t at 
Prud ho e Bay in 1987?

The oil i ndustry claims t h a t  there w a s  such a deal. T he 
A d m i n i s t r a t i o n  c l aims otherwise. T h e  re cord shows that, in 
1981, t h e  oil a nd gas taxa ti on  statutes w e r e  revis ed  to 
p r o v i d e  for a n ot he r  a cc o un t i n g  m e t h o d  for c o m p u t in g c o r p o ra t e  
income taxes. This w a s  d eemed n e c e s sa r y becau s e of la wsuits 
by oil co mp an i es  c ha l le ng in g t he c o n s t i t u t i o n a l i t y  of A l a s k a' s  
s e p a r a t e  a cc ou n t i n g  method. This t a x  p a c k a g e  d r a s t i c a l l y  cut 
oil companies' c o r p o ra te  income taxes and  m o d i f i e d  the E LF to 
r a i s e  t h e  e f f e ct iv e rate of the se v er an ce  tax. T h i s  w as 
d e s i g n e d  as a t e m p o r a r y  fix. T h e  oil a n d  gas t a x a t i o n  
st at ut es  w e r e  in te nd ed  to b e  m o d i f i e d  once the  
c o n s t i t u t i o n a l i t y  of t he sep ar at e a cc o u n t i n g  m e t h o d  wa s 
determined. This w as r ef le c t e d  in t h e  s ta tement of 
t h e n - G o v e r n o r  J a y  H a m m o n d  w h e n  h e  s ig ne d the 1981 t a x  p a c k a g e  
into law. G o v e r n o r  H a m m o n d  has r e c e n tl y r e i t e r a t e d  in recent 
c o m me nt s tha t he d i d  n ot b e l i e v e  t h a t  t h e  1981 c h a n g e s  w e r e  
i n t e n d e d  to b e  permanent. N o t h i n g  i nt ro d u c e d  in t he r e c o r d  
s u p po rt s the c o n t e n t i o n  t h a t  t h e r e  ev er  was such a deal t o  not  
c ha ng e t h e  ELF.

(3) H o w  do the t ax es  from A l a s k a  oil d e v e l o p m e n t  c o mp ar e  to 
oil t a x es  th at  are p a i d  elsewhere?

Th e A d m i n i s t r a t i o n  sh owed the C o m m i tt ee  th at  v i r t u a l l y  e very 
fi el d in the l o w e r  48 (except one) w o u l d  p a y  no s e v e r a n c e  tax  
if t h e y  w e r e  to b e  p l a c e d  u n d e r  eith e r A l a s k a ' s  p r e s e n t  or 
p r o p o s e d  s e v e r a nc e t a x  structure. W e l l s  in the t w o  m o s t  
p r o d u c t i v e  fields in t h e  lower 48 p r o d u c e  less t h a n  30 barr el s  
p e r  d a y  (compared to P r u d h o e  Bay's 2,200 barr el s  p e r  d a y  and 
K u p a r u k ' s  950 b a rr el s p er day). Of the t op 10 o i l - p r o d u c i n g  
states, A l a s k a ' s  se ve ra n ce  t ax payments, 7 o t h e r  s tates h a v e  
h i g h e r  t a x e s  th an  Alaska.

The A d m i n i s t r a t i o n  a l s o  p r e s e n t e d  c ha rt s c o m p a r i n g  oil t a x  and 
r o y a l t y  p a y m e n t s  t o  t h e  state a nd federal g o v e r n m e n t s  on 
A l a s k a  p r o d u c t i o n  to g o v e r n m e n t  p a y me nt s for p r o d u c t i o n  in 
G r e a t  Britain, Indonesia, Venezuela, and Nigeria. In all 
instances, t h e  producers' p e r - b a r r e l  p a y m e n t s  to g o v e r n m e n t  
w e r e  s i g n i f i c a n t l y  h i g h e r  in o t h e r  jurisdictions.

T h e  i n d u s t r y  c o u n t e r e d  th at  d i f f e r e n t  t a x i n g  p o l i c i e s  and 
d i f f e r e n t  formal w o r k i n g  arrangements, as w e l l  as h i g h e r  
p r o d u c t i o n  a n d  t r a n s p o r t a t i o n  c osts in A l a s k a  r en de r suc h 
c o m p a r i s o n s  invalid. T o  a s c e r t a i n  t h e  t r u e  answer, it 
r e q u i r e s  k n o w l e d g e  of t h e  inv e st in g c o m p an y 's  internal ra te  of 
r e t u r n  o n  A l a s k a  i n ve st m en ts  a n d  its h u r d l e  rate of r e t u r n  on 
p r o s p e c t i v e  investments. T h e  i n d u s t r y  c o n s i d e r s  this 
i n f o r m a t i o n  c o n f i d e n t i a l  a n d  d e c l i n e s  to m a k e  it public.



S ub se qu en t t o  the hearings, t h e  A d m i n i s t r a t i o n  p r o v i d e d  an 
inves tm en t h ou se  r e v i e w  of ARCO' s N o r t h  Slope a n d  Lo w er  48 
costs. T h a t  r eport (by S a l o m o n  Brothers in S e p t e m b e r  1987) 
i nd icated t h a t  lo we r 48 and So ut h A l a s k a  p r o d u c t i o n  c osts wer e 
m o r e  t h a n  t wi c e t h o s e  of P r ud ho e B a y  a nd n e a r l y  1.5 times 
t hose of Kuparuk. T h i s  is significant, in t h a t 
r e pr es e n t a t i v e s  of b o t h  A R C O  and BP u s e d  d a t a  f r o m  investment 
h o u s e  a n a ly se s  a n d  su gg es te d th at  t h e  c o m m it t ee  s h o u l d  p a y  
careful a t t e n t i o n  to t h a t  data.

(5) W h a t  are t h e  effects of t h e  c u r r e n t  E L F  on c u r r e n t  N o r t h  
S l op e A c t i v i t i e s ?

The in du st r y a r g u e d  t h a t  the r ec en t  increase in in-fill 
d r i l l i n g  and we l l r e - w o r k  a c t iv it y at P r u d h o e  B a y  and K u p a r u k 
c ou ld  b e  a t t r i b u t e d  t o  t he E L F - c a u s e d  r e du ct i on s in s ev erance 
t ax at b o t h  fields. A  c hange in t h e  ELF, t h e  i n d u s t r y  argued, 
w o u l d  ca us e a r e d u c t i o n  in f ield a c t i v i t y  a n d  a co rr es p o n d i n g  
r e d u c t i o n  in production. In r e s p o n s e  t o  th is  contention, C.V. 
Chatterton, Ch a ir ma n of t h e  A l a s k a  Oil a nd Gas  C o n s e r v a t i o n  
Commission, s ta te d t h a t  h e  d i d  not t h i n k  t h a t  th is  l e g is l at io n 
w o u l d  h a v e  a s ig ni f ic an t e f f e c t  on e i t h e r  P r u d h o e  Bay  or 
K u p a r u k  f ie l d operations, w h i c h  he sait' w e r e  ai me d at 
m a x i m i z i n g  p r o d u c t i o n  in the t w o  l a r g e s t  p r o d u c i n g  fields in 
the U n i t e d  States. Mr. C h a t t e r t o n ' s  v i e w s  w e r e  h is p e r so na l 
v i e w s  a n d  d i d  n o t  r e p r e s e n t  th os e o f  t he Commission. Because 
of h i s  e x t e n s i v e  i n d us tr y experience, h i s  s t at em en ts  w e r e  
p a r t i c u l a r l y  impressive.

(6) W h a t  is t he l i k e l i h o o d  t h a t  s i g n i f i c a n t  amou nt s of oil 
m i g h t  b e  l e f t  in t he g r o u n d  d u e  to t he p a s s a g e  o f  H B  118?

I n d u s t r y  o p p o n e n t s  of H B  118 s t at ed  th at  if H B  118 is passed, 
the i n c r ea se  in t a x  c o l l e c t i o n s  wi ll  r educe the m o n e y  that 
w o u l d  o t h e r w i s e  b e  a v a i l a b l e  t o  the field o p e r a t o r s  for 
r e i n v e s t m e n t  in Alaska. A d m i n i s t r a t i o n  e c o n o m i s t s  c o u n t e r e d  
t h a t  the p r i c e  of oil p l a y s  a m u c h  l a rg e r r o l e  t h a n  t h e  E L F  in 
d e t e r m i n i n g  ca sh  a v a i l a b l e  for re in v e s t m e n t  a nd t h a t  if a ny 
oil w e r e  left in t h e  g r o u n d  at Pru dh o e B a y  o r  K u p a r u k  d ue to 
the c l o s i n g  of t h e  E L F  l o o p h o l e  at t h e s e  t wo fields, the  
amou nt s w o u l d  be r e l a t i v e l y  insignificant. T h e y  also argued 
th a t u n y  n et loss in p r o d u c t i o n  or jobs due t o  t h e  p a s s a g e  of

A l t h o u g h  t he R e s o u r ce s Co m mi tt ee  focused on this q u e s ti on  in 
q u e s t i o n i n g  the industry, the responses did not shed light on 
the question. I n  essence, t he th re e largest p r o d uc er s 
r e s p o n d e d  as follows: BP E xp lo r a t i o n  (Alaska) Inc. said it
h a d  no lower 48 p r o d u c t i o n  and t h e r e fo r e co ul d n o t  a n s w e r  the 
question; A R C O  said t he data was conf id en t ia l information; 
E x xo n sai d its i nf or m a t i o n  w as not r e a di ly  available.



H B  118 w o u l d  be far less than the gains in reven ue  and 
r e s u l t i n g  f r o m  t h e  c a p tu r e of additional r e v en u e on ea< 
b a rr el  of p r o j e c t e d  production. Th is  is b e c a u s e  m u c h  i 
t a x  r e v en ue  g e n e r a t e d  b y  H B  118 w o u l d  r em ai n in A l a s k a

 .. Th is  is b e c a u s e  m u c h  of the
  b y  H B  118 w o u l d  r e ma in  in Alaska,

f u rt he r c o n t r i b u t i n g  to a h e a lt h y economy, w h i l e  a large 
p o r t i o n  of in dustry p r o f i t  w o u l d  leave Alaska, w i t h  the 
o pp os i t e  effect. T h e  Res o ur ce s Com mi tt ee  is a w a it in g a 
d e t a i l e d  m e m o r a n d u m  on this issue from the Administration, 
■̂ 1?:ich wil l b e  f o r w ar de d t o  the Finance Committee.

J'7) W h a t  a r e  the  effects of N o r t h  Slope a ctivities on state 
e mploy me nt ?

T h e  A d m i n i s t r a t i o n  c o u n t e r e d  the  oil industry's c l a i m  that 
jobs w o u l d  b e  lost as a r es u lt  of H B  118 w i t h  t h e  co nt en ti o n  
t h a t  some jobs w o u l d  be g a i n e d  from H B  118 as a r es ul t of the 
d e v e l o p m e n t  of m a r g i n a l  fields, w h i c h  are m o r e  
labor-intensive. The C o m m i t te e r e c e i v e d  l ittle substan ti a ti on 
a b ou t c l a i m s  from t h e  oil .industry tha t H B  118 w o u l d  result in 
loss of jobs. Dat a p r e s e n t e d  last y e a r  in supp or t o f  t he ELF 
r e v i s i o n  i n d i c a t e d  tha t i ndustry c la i ms  of effe ct s o n  jobs m a y 
be som ew ha t exaggerated.

C O N C L U S I O N

T h e  v o l u m i n o u s  d a t a  p r e s e n t e d  in t h e  E L F  su pp o rt s t h e  case for 
m o d i f y i n g  t h e  E L F  so t h a t  b o t h  Prudh oe  Bay and K u p a r u k  —  the 
t w o  larg es t fields in t he U n i t e d  States, w h o s e  w e l l s  pro du ce  
far m o r e  oil p e r  da y  t h a n  h i g h - p r o d u c i n g  w e l l s  in t h e  lower 48 
—  p a y  h i g h e r  ef fe c t i v e  t ax es  th a n u n d e r  t h e  c u rr en t ELF and 
so t ha t o t h e r  o p e r a t i n g  and p r o s p e c t i v e  fields, w h i c h  m?.y nee d 
a t a x  break, g et a b e t t e r  b r e a k  a n d  p a y  lo we r t ax es  th an  un de r 
t h e  c u r r e n t  ELF. T he re  is als o j u s t i f i c a t i o n  in t he re cord 
for r e t r o a c t i v e l y  t i g h t e n i n g  o r  c l o s i n g  the  loo ph ol e th at  
o p e n e d  at t h e  e n d  of J u n e  1987 at P r u d h o e  Bay, w h e n  the
1 0 -y ea r E L F  e x e m p t i o n  u n d e r  A S  4 3 . 5 5 . 0 1 3 [ b ] [2] e n d e d  at 
P r u d h o e  Bay and the E L F  k i c k e d  in.
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H ou se  Bill 118 - The  ELF Bill

Our s ta ff  has p r e pa re d the attached p a p e r  on the ELF and the 
his to ry  and issues s u r ro un di ng  it, w h i c h  we t hink will be 
helpful in u n d e r s t a n d i n g  the bill. W e  would be happy to talk 
to you a bo ut  this bill if y o u  have any questions.



W H A T  IS TH E SEVERANCE TAX?

The Se ve ra nc e (production) t a x  is a t a x  th at  the state imposes 
on the extra ct i on  of oil, gas, a nd ot he r nonrenewable 
resources. The severance t ax is a m e c h a n i s m  de signed to give 
t he p e o p l e  a share in t he n o nr en ew ab le  resource wealth of a 
state. In Alaska, this tax is o ne of the largest sources of 
oil r e ve nu e to the state. O t h e r  oil reven ue  derives from the 
co rp or at e income t a x  and the p r o p er t y tax, but these taxes are 
a small source of state revenue b y  comparison. T hese taxes 
are d if fe r e n t  from a royalty, w h i c h  is the amount that a 
c o m pa ny  co nt ra c t u a l l y  agrees to p a y  t h e  ow ne r (which in this 
case is t h e  state) in the oil lease for the extraction of the 
oil from t he owner's land.

The st at ut or y nominal rate of s ev e ra nc e t a x  on oil p roduction 
in A l a s k a  is 15%. (The "nominal rate" refers to the amount of 
the tax p r i o r  to the ap plication of t he E LF formula. The 
a mo un t of tax after the ap p li c a t i o n  of the ELF formula is 
c al le d the "effective rate".)

W H A T  IS T H E  ELF?

"ELF" m e a n s  "economic limit factor". In s imple terms, the ELF 
is a ta x formula that serves to r e d uc e the severance tax by 
v a r i a b l e  amounts, d e p e nd in g on p e r - we l l p r o d u c t i o n  at 
individual fields. The ELF w a s  d e s i g n e d  to lower the t ax rate 
for t h e  less p ro fi ta b le  oil fields to enc ou ra ge  co n tinued 
p r o d u c t i o n  as the p r o d u c t i v i t y  of the well d e c li ne d  and to 
en co ur ag e d e v e l o p m e n t  of the less p r o f i t a b l e  oil fields. As 
an oil field's p r o d u c t i o n  declines, t h e  ELF reduces the tax 
burden. A s  the field's oil p r o d u c t i o n  reaches the point at 
w h i c h  it w o u l d  be forced to shut d o w n  further oil development, 
the s e v e r an c e tax w o u l d  b e  r e d uc e d to zero. Thus, it Weis 
d e s i g n e d  to prov i de  a s ubstantial ta x cut for less profita bl e  
oil fields.

The o r i g i n a l  ELF  was created by the l e g i s l a t u r e  in 1977.
In 1981, as a resu lt  of lawsuits b y  oil c o m p a ni e s chall en gi ng  
t h e  c o n s t i t u t i o n a l i t y  of A la sk a ' s  s e p ar a te  a c c o u n t i n g  m e t h o d  
of c o m p u t i n g  co rp or at e  income taxes (which was la te r found to 
be c o n s t i t u t i o n a l ) , the oil and g as t a x a t i o n  s tatutes we re  
r e v i s e d  t o  p r o vi de  for a n o t h e r  a c c o u n t i n g  method. This tax 
p a c k a g e  p r o v i d e d  A l a s k a ' s  oil p r o d u c e r s  a large r e d u c ti on  in 
t h e i r  co rp o r a t e  income taxes on the a s s u m p t i o n  th a t m os t of 
t he r e v e n u e  lost from t he income t a x  w o u l d  be o f f s e t  by the 
g a in s from a m o d i f i c a t i o n  of the ELF t h a t  w o u l d  raise the 
e f f e c t i v e  rate of t he se ve r a n c e  tax. This was d e v i s e d  as a 
t e m p o r a r y  fix.



Th e ELF bill p r o v id es  a g r e a t e r  t ax relief for all oil fields 
in A l a s k a  e x ce pt  Prudhoe Bay and Kuparuk, t he two m o s t  
p r o d u c t i v e  oil fields in A l as k a (and the U n i t e d  S t a t e s ) , and 
are two of the m o s t  profitable. U n d e r  the r e v is ed  ELF, the 
taxes for t he se  two oil fields will increase but will still 
rema in  b e l o w  the nominal st atutory rate of 15%. Th e only oil 
fields b e s i d e s  Pru dh oe  Bay and K u p ar uk  w h o s e  s e v e ra n ce  taxes 
are not r e d uc ed  b y  the ELF bill are those fields w h i c h  hav e a 
zero t a x  r a t e  u n d e r  c u rr en t  law.

In this legislation, for all oil fields in their first ten 
y ears of commercial production, the ELF was fixed at 1.0 if 
t he oil field's calculated ELF exceeded 0.7. (This has been 
c a l l e d  the "ten-year rounding rule".) At the time the 1981 
l e g i s l a t i o n  was passed, several p ol i cy  makers, including then 
G o v e r n o r  Hammond, stated that the legislature could reassess 
A l a s k a ' s  oil t ax structure, a fter the courts de te r mi ne d the 
c o n s t i t u t i o n a l i t y  of Alaska's m e t h o d  of separate accounting.

Fo r P r u dh oe  Bay, the most p roductive and m o s t  p ro fi t a b l e  oil 
field, th e ten-year rounding rule resulted in the severance 
t ax b e i n g  t e m p o r a r i l y  raised b a c k  up to the st a tu to ry  nominal 
ra te  of 15%. Prud ho e  Bay's te n- ye ar  a n n iv er sa r y was on June 
20, 1987. On Ju ne  20, 1987, the rou nd ed  ELF of 1.0 expired, 
r e s u l ti n g in an effective tax cut from 15% to 12.45% for 
P r u dh oe  Bay.

Because oil revenues account for m o r e  than 84% of state 
revenues, mu ch  of it from Prudhoe Bay, state r evenues we re  
i m m e d i a t e l y  reduced b y  mor e  th an  5% as a result of the 
e x p i r a t i o n  of t he roun d ed  ELF for Prudhoe Bay th at  o c c ur re d in 
1987 —  m o r e  th an  $100 m i l l i o n  pe r year. T h e  state's budget 
crisis is p a r t i a l l y  attributable to this loss of revenue.

A  c h an ge  to ma k e the ELF w o r k  as it was s upposed to work, and 
to rever se  the t a x  cut  for Prudhoe Bay, was pro po s ed  in 1987 
and p a s s e d  the House but was ne ve r c o ns id er ed  in the Senate. 
Cha ng es  to the ELF wer e  recently p r o p o s e d  in HB 118, n ow under 
c o n s i d e r a t i o n  in the House. HB 118 is similar to the bill 
th at  p a s s e d  the H o u s e  in 1987, but w ou ld  raise taxes on 
Prudhoe Bay and K u pa ru k more, and cut taxes on all o th er  oil 
fields more, than the 1987 proposal.

W H A T  DOES THE  ELF B I L L  DO?
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W H A T  DATE S HO U LD  THE ELF'S AP PL I C A T I O N  BEGIN?

Th er e is c u r r e nt ly  no b e g i n n i n g  a p p li ca ti o n date specified in 
t he ELF bill. If pass ed  as is, the ELF rate change would 
a pply t o  all oil p r o d u c e d  b e g i n n i n g  90 days after the bill is 
s igned by the Governor. A m e n d m e n t s  have been d r a ft ed  to 
p r o v i d e  o t h er  choices of dates for b e g i n n i n g  application of 
the ELF rat e  change.

The other choic es  of dates for b e g i n n i n g  application of the 
ELF rate change are Ju ne  20, 1987 (when the te n-year rounded 
E LF expi re d  for Prudhoe Bay, re du c i n g  the effective tax rate 
from 15% to 12.45%), J a n u a r y  1, 1989 (the b eg in ni ng  of this 
c a l e n d a r  y e a r ) , or imme di at e ly  u p o n  b e in g signed by the 
Governor.

The e a r li es t choice will rec ap tu re  the entire $397 m i l li on  
r e v en ue  lost from the pe riod from J u n e  20, 1987 through to the 
end of the 1990 fiscal year. The later the a pp lication date, 
t he m o r e  t h e  revenues th at  wil l be lost. If a J a n u a r y  1, 1989 
b e g i n n i n g  d a t e  is used, $222 m i l l i o n  of revenue w ould be lost. 
If a J u n e  1, 1989 b e g i n n i n g  da te  is used, $271 m i l l i o n  of 
reve nu e w o u l d  be lost. If a S e p t e m b e r  1, 1989 be gi nn i ng  date 
is used, $301 m i l l i o n  w o u l d  b e  lost.
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Chart 1

In February 1988, A Barrel of Oil at 
Valdez Was Worth $11.93.

T h i s  i s  h o w  t h e  $ 1 1 . 9 3  W a s  D i v i d e d :

Costs of Production 
and Pipeline Operations 

$1.44

U.S. Income Tax 
$1.40

$3.46 Profit

Severance $0.99

Costs o f Operations I I To the Feds 1 I To the State To the Oil Companies

Property Tax $0.46

Royalty $1.10
State Income Tax 

$0.12

Depreciation & Other Cash 
$2.96

Division of Policy, 9/9/SS



Reinvest in Alaska?

Reinvested in Alaska 
(Per Barrel) 

$.96

Removed from Alaska 
(Per Barrel)
$5.46

D i v i s i o n  o f  P o l i c y ,  9 / 9 / 8 8



H o w  M u c h  o f  T h e  $ 1 1 . 9 3  R e v e n u e  P e r  B a r r e l  G e t s  P a i d  T o

( $ / B a r r c l )

P a i d  T o  A l a s k a  W o r k e r s  $ . 7 0

A l a s k a  W o r k e r s ?

Division of Policy, 9/9/M
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Alaska Oil Industry Employment
1986-1988

T h o u s T ' i d s

it

H

O i l  E x t r a c t i o n  IW A O i l  F i e l d  S e r v i c e s

Source : A laska Dept, o f Labo r 
BLS 790  Survey



P R O D U C T I O N
(Calendar Year 1987)

G O V E R N M E N T  R E V E N U E

Billions
o f  4  +  

D o l l a r s  
P e r  Y e a r

NIGERIA
S6.2 B il l io n

ALASKA
$3.1 Billion

Source (Nigeria): P etro leum  Econom ist, Nov. 1988 D iv is ion  o f  P o licy  2 !8 i89

ALASKA
2.0 Million B/D

NIGERIA
1.2 Million B/D

M i l l i o n s  
o f  4  

B a r r e l s  
P e r  D a y



9

9

*

3

M i l l i o n s  
o f  2  

B a r r e l s  
P e r  D a y

B i l l i o n s
o f

D o l l a r s  
P e r  Y e a r

10

9

8

.

P R O D U C T I O N
(.Calendar Y e a r  1987)

ALASKA 
2.0 Million B/D

VENEZUELA
1.3 Million B/D

G O V E R N M E N T  R E V E N U E

VENEZUELA
S9.2 Billion

ALASKA
$3.1 Billion

§111111 
mm® ®

Source (Venezuela): P etro leum  fn te lligenccW eekly, 4/25/88 D iv is ion  o f P :\tc v  2 ' .'9



P R O D U C T I O N
(Fiscal Ye.'ir 1987)

ALASKA
2.0 Million B/D

G O V E R N M E N T  R E V E N U E

UNITED KINGDOM
3.2 Million B/D

UNITED KINGDOM
S8.8 Billion

*•>*»>> v.Ny> uv/..wtv

ALASKA
$3.7 Billion

m m m
 .......... '—  mm

D iv is ion  o f  P o lic y  2 $  89
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P R O D U C T I O N
(Calendar Year 1987)

5  T

M i l l i o n s  
o f  4  

B a r r e l s  
P e r  D a y

3
ALASKA

2.0 Million B/D
INDONESIA
1.3 Million B/D

G O V E R N M E N T  R E V E N U E

B i l l i o n s  
o f  4  

D o l l a r s  Per Year
3 ■■

2 ■■

1 ■■

INDONESIA
$4.5 Billion

ALASKA
$3.1 Billion

a :i

Source ([ndonesia): Petro leum  In te lli^enceW eekly, 8/31/87,12/7/87 D iv is ion  o f  P o licy  2.S 89



How Would The New ELF Affect Profits And Shares ?

O IL  C O M P A N IE S  
$3.46/B (46%)

ALASKA 
$2.67/B (35% )

C U R R E N T  E L F P R O P O S E D  E L F

ALASKA 
$2.87/B (38% )

O IL  C O M P A N IE S 
$3.26/B (43% )

Division of Policy, 2/10189
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T0: C l i f f  Groh
Special Assistant to the 

Corranissioner FILE NO: 
TELEPHONE NO:

February 9, 1589
2962A

THRU: SUBJECT: APPLICABILITY CATE CF 
HB 118

from: Roger Marks
Petroleum Economist

I f  the ELF formula contained in HB 118 applied to o i l  produced a fte r  
the fo llow ing dates, the amount o f additional revenue ( re la t ive  to 
current law) raised through the end of FY 1950 would be as follows. This 
is  based on the assumptions in the Department of Revenue's Fall 1988 
Petroleum Production Revenue Forecast mid-case scenario, updated fo r  
actual data through November 1988:

June 30, 1987 
December 31, 1588 
May 31, 1989 
August 31, 1989

$3S7mm 
$17 Emm 
$126mm 
$ 96mm

The August 31, 1985 figure was the basis o f the f is ca l note on the 
b i l l .

Assuming the "Consensus Revenue Analysis" o f January 24, 1989, the 
revenues Would be as fo llows:

June 30, 1987 
December 31, 1988 
May 31, 1989 
August 31, 1989

$41Omm 
$188mm 
$132mm 
$ 99mm



Synopsis of Alaska Fields

Volume
Field (bbls/davl

Current Fields
North Slope
Prudhoe 8ay 1,526,932
Kuparuk 320,685
Hsburne 38,293
Endlcott 98,099

Cook In le t
Beaver Creek 263
Granite Pt. 7,454
McArthur River 19,053

• Middle Ground Shoals 7,913
Swanson River 5,684
Trading Bay 2,310

Prospective Fields
Milne Pt. 30,000
West Sak 260,000
Pt. Thomson 50,000
Seal Island 100,000
Nlakuk 20,000

Effc tv
Sev Tax E ffc tv
Rate Sev TaxDally Under RateVolume Current UnderWells p/well Law HB118

.691 2210 11.59% 14.91%337 952 8.36% 13.18%51 751 5.22% 0.36%35 2803 12.25% 8.68%
2 132 0.00% 0.00%29 257 0.00% 0.00%76 251 0.00% 0.00%44 180 C.00% 0.00%27 211 0.00% 0.00%34 68 0.00% 0.00%

40 750 4.67% 0.00%4000 65 0.00% 0.00%
45 1111 7.62% 2.43%

112 893 6.57% 5.75%
12 1667 12.25% 0.01%

For current f ie ld s  actual November 1988 data. For prospective f ie ld s  the 
expected values at peak production.
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Top 10 Lower 
~^8~Fl~elds

1. Bel ridge South (CA)
2. Midway-Sunset (CA)
3. Kern River (CA)
4. East Texas (IX)
5. Elk H i l ls  (CA)
6. Yates (IX)
7. Wilmington (CA)
(J. Wasson (TX)
9. Spraberry Trench (TX)
10. Slaughter (IX)

I

IF LOWER 46 FIELDS WERE IN ALASKA THEY WOULD PAY 
HO SEVERAHCE TAX UNDER EITHER CURRENT LAW OR HB 118

Daily
Production
165,981 ,
157,526 '
128,451 
111,225 
107,244 
91,890 
81,575 
78,510 
60,585 
55,792

Average Daily 
Per PJeTT Production ELF

(Current or Proposed) Severance Tax 
Under Alaska Law

Source: Oil and Gas Journal



Department of Revenue 
February 10, 1989

Size of Field Where Taxes W ill Increase or Decrease Under HB118
HB118 modifies the ELF statute In two ways which a ffec t the 

re la t ionsh ip  of f ie ld  size to the tax rate fo r the f ie ld :  (1) by 
modifying the formula; and (2) by repealing the "rounding ru le ."  (Under 
current law 1f a f ie ld  has an ELF of greater than 0.7 fo r the f i r s t  ten 
years of the f ie ld ,  the ELF 1s elevated to 1.0. This 1s called the 
■rounding ru le . " )  The combined e ffec t of these two changes w i l l  Increase 
the severance tax on f ie ld s  producing an average of more than 
approximately 150,000 barrels per day, and w i l l  reduce the severance tax 
on f ie ld s  producing an average of less than approximately 150,000 barrels 
per day. An analysis of these two changes and the underlying assumptions 
fo l low s .

•%t
The change In the formula would raise taxes on f ie ld s  which produce 

more than approximately 115,000 barrels per day and fo r which the 
rounding rule does not apply. (Only Prudhoe Bay and Kuparuk f i t  th is  
descrip tion. The rounding ru le does not apply to them now because 
Prudhoe Bay 1s older than ten years, and Kuparuk's current ELF 1s less 
than 0 .7 .) The B i l l  would cut taxes — or leave them at zero — fo r any 
f ie ld  producing less than approximately 115,000 barrels per day. I f  a 
f ie ld  produces an average of less than 300 barrels per well per day,
th e ir  taxes are zero under current law and the new B i l l .

The B i l l  also I n i t i a l l y  decreases the ELF for new higher p roduc tiv ity  
(where average well p roduc tiv ity  1s greater than 1500 barrels per day) 
large f ie ld s  (over the 115,000 barrel per day le ve l) .  Under current 
law, f ie ld s  producing more than an average of 1500 barrels per well per 
day w i l l  have an ELF of greater than 0.7, and would have an I n i t i a l  
e f fe c t ive  ELF of 1.0 because of the rounding ru le . Since the f i r s t  ten 
years of the f ie ld  1s when the greatest proportion of o i l  1s produced 
(upwards of 75 percent), these large f ie ld s  could have reduced weighted 
average severance taxes over the en t ire  l i f e  of the f ie ld  under the B i l l
since 1t eliminates the rounding ru le . The exact size of f ie ld  that w i l l
benefit over the en tire  l i f e  of the f ie ld  w i l l  depend on I ts  well 
p ro du c t iv ity ,  decline p ro f i le ,  and the discount rate . We estimate that a 
f ie ld  with the same well p roduc tiv ity  and decline cha rac te r is t ics  as 
Endlcott, fo r  example, (which produces 100,000 barrels per day and 
produces 2800 barrels per well per day average), but w ith peak production 
o f 280,000 barrels per day, would have the same discounted (8*/.) weighted 
average e ffec t ive  ELF over the l i f e  of the f ie ld  under the 8111 as 1t 
would under current law. Fields producing less than tha t amount would 
have a lower ELF than under current law.

A weighted average of a l l  f ie ld  sizes and average per well 
p roduc t iv i t ie s  from a l l  Alaska f ie ld s  Indicates that on average f ie ld s  
which produce less than approximately 150,000 barrels per day w i l l  have a 
reduced severance tax under HB 118.
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Q U E S T I O N S  A N D  A N S W E R S  O N  

H O U S E  B I L L  118

W h y  s h o u l d  t h e  L e g i s l a t u r e . m o d i f y . t h e  E L F ?

This legislation promo'tes economic development, 
creates jobs, raises revenue, and protects the interests 
of the people of Alaska in their resources.

W h a t  t a x  d o e s  t h e  E c o n o m i c  L i m i t  F a c t o r  f o r m u l a  a f f e c t ?

The Economic Limit Factor (ELF) formula affects 
the severance tax on oil. The severance tax —  also 
c al le d the production tax —  is a tax on oil removed from 
the ground. The tax compensates for the depletion of 
the state's non-renewable resources. The severance tax 
has provided more than a third of the state's 
u nres tr ic te d General Fund revenue in the past decade.

W h a t  is t h e  E c o n o m i c  L i m i t  F a c t o r ?

The ELF is a formula w hi ch  reduces the severance 
tax actually paid on oil. The ELF formula produces a 
fraction whicn reduces severance taxes as tne p r o d u c­
tivity of a well declines. This reduced severance tax 
rate is the "effective" severance tax rate —  that is, 
it is the rate the p r o d u c e r  a ctually pays. The effective 
severance tax rate is the "nominal se ve rance tax rate 
(the one set out, or "named" in statute, which is 
normally 15 percent for m at ur e  fields) m u l t i p l i e d  by the 
ELF. Here's an example:

15% nominal tax rate

m ul ti p l i e d  times ELF of 0.66

equals an e ff ective severance tax 
rate of 9.9%

The higher the ELF, the hi gher the actual tax 
paid. The lower the ELF, the lower the actual tax paid. 
A  low ELF provides a large tax break.

D EPARTMENT OF REVENUE (February 9. 1989)



W h y  d o  we h a v e  t h e  E L F ?

The ELF was originally created in 1977 to e nc ou r­
age oil companies to develop marginal oil fields, and 
to extend the life of producing fields when production 
at those fields became marginal.

H o w  d i d  w e  g e t  to w h e r e  we  are t o d a y ?

In 1981, the Legislature sharply reduced the 
state's corporate income tax on oil and gas producers 
by abandon in g separate accounting. (The chanqes were 
made because the separate accounting law had been c h a l­
lenged in court, but the state later won the lawsuit.) 
In an attempt to compensate for the expected loss of 
revenues from the changes made in the corporate income 
tax, the Leaislature raised the severence tax rate from 
12.25% to 15%. Because the ELF formula would have cut 
into this needed revenue, the Legislature as a stopaap 
m e a su re  —  suspended the ELF at Prudhoe Bay until 1987.

Even at the outset, this attempt to compensate 
failed. The 1981 changes in the income tax and s ev e r­
ance tax had the net effect of costing the state more 
than $1 billion in lost revenues between fiscal years 
1982 and 1987.

In 1987, the impact of the 1981 tax changes b e­
came even mo re  negative for the state. When the s t o p­
gap p r o v is io n ended in 1987, this additional tax break 
c a us ed  the effective severance tax rate at Prudhoe Bay 
to d r o p  sharply. (Graphic #1 shows this sharp drop for 
P rudhoe Bay.) This sharp drop immediately cut Ala sk a' s 
total revenue by $135,000,000 in FY88.

W h y  d o  p e o p l e  w a n t  t o  c h a n g e  t h e  E L F  n o w ?

The current ELF is not giving A l as ka  an a t t r a c­
tive en ough tax climate to encourage development of m a r­
ginal oil fields. Instead of helping marginal fields, 
the ELF formula now m ostly provides a massive and u n­
necessary tax break to two fields which are not marqinal 
at all -- Prudhoe Bay and Kuparuk. These are the larq- 
est oil fields in the United States, and two of the most 
p r o f i t a b l e  as well.

DEPARTMENT OF REVENUE (February 9. 1989)



House Bill 118 would target tax breaks toward 
m a r q i n a l t fields and away from these two large, high- 
prorit fields. The bill would aive tax breaks to c u r­
rently producing marginal fields such as Enaicott and 
Lisburne and to prospective marginal fields at Niakuk, 
Point Thomson, Milne* Point, and Seal Island. It would 
leave taxes at zero at West Sak and all the Cook Inlet 
fields. (See Graphic #2.)

In fact, HB 118 would cut —  or leave at zero - 
the taxes on every oil field in Alaska exceDt Prudhoe 
Bay and Kuparuk.

HB 118 would reduce the tax breaks given to 
Prudhoe Bay and Kuparuk. The current ELF cjives a 20 p e r­
cent tax break to Prudhoe Bay, and more than a 40 percent 

- tax b reak to Kuparuk. HB 118 w ou l d reduce —  out not 
eliminate —  the tax breaks given to these two large 
fields.

Graphic #3 shows the tax savings p rovided bv HB 
118 for producers at all other fields except Prudhoe*3ay 
and Kuparuk. Graphic #4 shows the increased revenues 
g e n e r a t e d  from Prudhoe Bay and Kuparuk by HB 118. The 
legislation on balance raises substantial revenues.

H o w  m u c h  r e v e n u e  w o u l d  H B  118 r a i s e ?

HB 118 does not provide for an effective date, 
nor does it specify when it begins to apply. Assu mi ng  
that the bill went into effect September 1, 1989 ana 
a p p li ed  to oil p r o d u c e d  after A ug us t 31, 1989 —  and 
a s s um in g  the mi d- c a s e  scenario pr ojections of the Fall, 
1988 Depart me nt  of Revenue forecast —  the bill will 
raise $96 million in Fiscal Year 1990.

The le g islation would raise much more m on ey  if 
it were retroactive. If the bill applied to oil p r o­
duce d  after D ecember 31, 1988, it w ould generate $175 
mill io n for FY89 and FY90. If the bill a p p li ed  to oil 
p r o d u c e d  after June 30, 1987, it would generate $397 
mil l io n in FY89 and FY90.

The long-term fiscal impact is substantial as 
well. For the FY91-FY95 period, the legislation would  
raise $848 million.

DE P ART M E N T  OF REVENUE (February 9. 1989)
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Decrease Under HB 118
(For Representative Years)

1 6 %

s 1 4 %  -
eV

E o 1 2 % -
1 r
f n 1 0 %  -

Endicott Lisburne Cook Inlet Niakuk 
1991 1991 1991 1993

B i l B  C u r r e n t  T a x  R a t e

West Pt. Milne Sea!
Sak Thomson Point Island

Start up date dopondonl upon luturo economics

I 7 7 l  H B  1 1 8  T a x  R a t e

Dato: February'/, 1909
Sourco: Department ol Rovenuo
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H B  1 1 8  G i v e s  a  T a x  S a v i n g s  f o r  P r o d u c e r s  

a t  O i l  F i e l d s  O t h e r  t h a n  

P r u d h o e  B a y  a n d  K u p a r u k
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T a x  S a v i n g s  for 
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HL3 118 Raises More Severance lax 
Revenue from Pi udhoe Bay and Kuparuk

C u r r e n t  E L F

I I D  1 1 0  E L F

92 94 96 90 0

Fiscal Year





ABOUT THE  "ELF"

Q,_ W h a t  Is the ELF?

A. T h e  E c o no mi c Limit Factor (ELF) is just a nu mber ranging
from zero to one (1.00) that is mu lt ip l i e d  times the base
t a x  rat e to figure out the actual tax rate on oil and gas 
production. The ELF is com pu te d  ac co rding to a formula set 
out in the p r o d u c t i o n  tax statute.

Q. W h y  h a v e  the ELF?

A. It allows oil and gas to be p r o d u c e d  that w o u l d  stay in the
g r o u n d  w i t ho ut  it. This gives the S tate of Alaska a d d i t i o n­
al royalties and gives the State and mun ic i pa li ti es  a higher 
p r o p e r t y  tax base because the tan gi bl e field investment is 
d e p r e c i a t e d  over a longer economic life.

A  p r o d u c t i o n  tax is b a s e d  on the  gross v a l u e  of the p r o d u c­
tion, n o t  the pr ofit from it. O p e r at i ng  costs rise as time 
passes. E ve n tu a l l y  they reach the total v al ue  of the p r o­
duction, leaving noth in g  for profit. Si nc e the tax does not 
chan ge  w h e n  profits are shrinking, it squeezes profi ts  even 
f u r th er  and haste ns  the time w h e n  there i3 no p rofit left at 
all. T h e  field then gets shut dow n even though more oil and 
gas could be e c o no m ic al ly  p r o d u c e d  if there wer e  no tax.

The ELF avoids this b y  lowe ri ng  the actual tax rate as the 
field b e c o m e s  less profitable. However, the ELF formula is 
c a r e f u l l y  d e s i g n e d  so that the tax rate is not r e d u c e d  very 
m u c h  u n ti l t h e  field is v e r y  c lose to c l o s i n g  down. Then 
the ELF falls r a p i dl y to zero and so does t h e  tax.

Q. La st  y e a r  the state H ou se  of R e p r e s e n t a t i v e s  passe d  a change
to the ELF formu la  that t h e y  say wo ul d l ower tax rates for
small fields like Endicott. W o u l d n’t this c h a ng e be b e tt e r
for m a r g i n a l  fields th an  the p r e s e n t  ELF formula? '

A. D o n’t co n f u s e  smallness w i t h  b e i n g  marginal. A  field in
C o o k  I nl e t a bout 1/20 the size of Prud h oe  Bay has h a d  a
h i g h e r  internal ra te  of r e tu rn  th an  Prudhoe. On the other 
hand, W e s t  S a k  h as as m u c h  or even mor e oil in place than 
Prudhoe, but it w i l l  be so d i f f i c u l t  and ex pe ns iv e to p r o­
duce  t h a t  it is o n l y  a m a r g i n a l  field economically.

All sm al l fields w o u l d  get a t a x  b r e a k  u n d e r  the H o u s e  bill, 
w h e t h e r  t h e y  ne ed  it o r  not.

The H o u s e  bill w o u l d  c a l c u l a t e  the ELF u s i n g  f ield-wide 
production, inst e ad  of p r o d u c t i o n  p e r  well. U n d e r  t h e  House



bill, drilling new wells to increase production would a c t u­
ally raise the tax burden per barrel for the field. This 
would be a disincentive to full development. The present 
ELF provides an incentive.

Isn’t the ELF just a give-away that was made in 1981?

No, the present ELF formula was enacted in 1977. Our pres­
ent governor, Steve Cowper, was the House Finance Committee 
chairman then and endorsed the ELF concept:

"Given the tax relief that the [ELF] proposal will 
afford the economically marginal oil and gas
fields and the relatively modest increase in taxa­
tion the proposal places on the highly productive 
and profitable oil and gas fields, House Finance 
Committee Substitute for CS for SB 238 represents 
a balanced and reasonable adjustment to the pres­
ent tax law."

Source: 1977 House'Journal, Supp. 60 (May 7, 1977), p. 8.

The 1981 legislation raised the actual tax rate for Prudhoe 
Bay to 15% by increasing the base rate from 12.25% to 15% 
and by "rounding off" the ELF to 1.00 until June 1987, the 
10th anniversary of Prudhoe production. The actual tax rate 
with the ELF today is 12.1% -- higher than the 11.7% it was
prior to the legislation in 1981.

When Governor Hammond signed the 1981 legislation, he said
he had full confidence in the ability of the Legislature to
deal with the situation when the ELF would start u d  again
for Prudhoe Bay in mid 1987. O i d n ' t he mean that the ELF

No. Governor Hammond's most important concern was that the 
State's share should remain at or above 30%. He was told 
that the bill would keep the State's share just over this 
30% minimum until the ELF started working again in mid 1987 
for Prudhoe Bay. Everyone agreed the ELF would reduce the 
State's share, but no one in 1981 was prepared to predict 
whether the reduction would drop the State's share below 
30%; If it did drop below that minimum level, Governor H a m­
mond had full confidence in the Legislature's ability to 
remedy the situation.



Has the State been getting its 30% share? If so, is It 
gtlll getting it now that the ELF has kicked m  again for 
Prudhoe Bay?

Yes to bot h questions. The following table shows the 
S tate's actual share t h r o u g h  FY 87 and its projected share 
for FY 88 through FY 91.

Actual 
State Share

FY 82 35.02%
FY 83 33.80%
FY 84 36.53%
FY 85 36.89%
FY 86 37.40%
FY 87 52.35%

P r oj ected State Share 
$9 Oil at W e l l h e a d  $11 Oil at W ellhead 
($13-14 at market) ($15-16 at market)

FY 88 79% 57%
FY 89 92% 61%
FY 90 96% 63%
FY 91 103% 67%

Sources: F or FY 82-85 actuals, A l a s k a  Department of Revenue
(Research Section), "ANALYSIS OF H B  353" (October 31, 1985), 
M e a n  Case S u m m a r y  Tables, T a b l e  2a ("Calculation o 11 State 
P e t r o l e u m  Rev en u es  as a P e r c e n t  of A d j u st ed  Production I n­
come") , column 12 ("State / N e t  R e v  %"); for FY 86-87 a c t u­
als, P e t r o l e u m  I n te l l i g e n c e  W e a k l y ; for FY 88-91 p r o j e c­
tions, A l a s k a  D ep ar t me nt  of R e v e n u e  (Larson, Logsdon and 
M a r k s ) , "SENSITIVITY A N A LY SI S OF PRO JE CT ED  REVENUE C O L L E C­
TIONS" (December 1986), pp. 82 (for $11 well he ad  figures) 
a n d  93 (for $9 w e l l h e a d  f i g u r e s ) .

H o w  m u c h  is the impact: of the ELF? La3t y e a r  in Ju ne  the 
S t a t e  w a s  saving it w o u l d  be $200 m i l l i o n  for FY 88 a n d " 89 
together. This pa st  Feb ru ar y the Depart me n t of Revenue said 
it w i l l  be $300 m i l l i o n , a nd the S p e a k e r  of the House re­
ce n t l y  said $400 million.

As a p e r c e n t a g e  of the  S t a t e ' s  p e t r o l e u m  revenues, t he ELF 
r e p r e s e n t s  a r e d u c t i o n  of s l i g h t l y  less t h a n  7%. The dollar 
a m o u n t  d e p e n d s  o n  th e p r i c e  levels y ou assume. The highe r 
y o u r  p r i c e s  are, the g r e a t e r  t h e  i mpact in d o ll a r terms.

B o t h  t he S p e a k e r  and the D e p a r t m e n t  of Reven ue  tell only 
p a r t  of the s t o r y  when t h e y  focus on ly  on t he extra "cost" 
of t h e  ELF  d u e  to t h e i r  h i g h e r  p r i c e  assumptions. Despite 
th e ELF, h i g h e r  p r i c e s  m e a n  h i g h e r  p r o d u c t i o n  tax and royal-



.   .
ty collections. While Rev en ue  b emoaned the "loss" of a n­
oth e r  $100 mill io n because of the ELF, its higher price as­
sumptions indicate an increase of $189 million in production 
t a x  from Prudhoe B a y  alone, plus another $260 million in 
royalties.

Less tha n  1/6 of t he Depar tm en t  of Revenue's latest $300 
m i l l i o n  figure is due to an i nc reased number of producing 
wells.

P r u d h o e  Bay isn't a marginal field. Why should it get a tax 
b r e a k  like the ELF?

P r u d h o e  B a y  is a lot m o r e  m a r g i n a l  these days than people 
think. A  m a j o r  in d ic at or  of field p ro fi tability is daily 
p r o d u c t i o n  per well. T e n  ye ar s ago Prudhoe was producing
1.2 m i l l i o n  bar re ls  a d a y  from o n l y  120 wells —  an average 
of 10,000 barrels a day p er well. T od a y it produces 1.55 
m i l l i o n  b a r r e l s  a d a y  from 669 wells. W h i l e  total p r o d u c­
tio n  for t h e  field has increased, t h e  average production per 
we ll  has d e c l i n e d  b y  76.8% to a little o v e r  2300 barrels per 
day. Y et the ELF has d e c l i n e d  b y  o nl y  15.3%, from 0.954370 
t o  0.808459.

I s n ' t  the ELF p r o v i d i n g  a t ax incentive for oil companies to 
d r i l l  extra wells at Prudhoe Bay t ha t aren't really needed?

N o  u n n e c e s s a r y  w e l l s  are b e i n g  d r i l l e d  just for the tax
b e n e f i t  of the ELF. Based on the D e p ar tm en t of Revenue's
p r i c e  forecast for FY 89 ($10.43 at the  wellhead), the d i f­
fere n c e  in p r o d u c t i o n  t a x  in FY 89 due  to having 715 wells 
in the ELF c a l c u l a t i o n  (as R e v e n u e  has in it3 forecast this 
p a s t  February) inst ea d of 590 (as it h ad in its forecast
l a s t  June) is $26.8 million. F o r  the extra 125 wells, the
a v e r a g e  t a x  b e n e f i t  p e r  w el l is onl y $0.21 mill i on  —  not 
e n o u g h  to j u s t i f y  t h e  $2 m i l l i o n  t h a t  each well costs.
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E LF Qu es tions

A t t a c h e d  are ans we rs  to 26 qu es ti on s c on c er n i n g  H B  118 (ELF) 
t ha t hav e b e e n  p r o v id ed  to the Co mm it te e  b y  t h e  following:

D e p a r t m e n t  of Revenue 

BP E x p l o r a t i o n  (A la sk a) , Inc.

3) E x x o n  C o m p a n y  USA

4) A R C O  Alaska, Inc.



ELF QUESTIONS

I A M O U N T  OF O IL E X T R A C T E D
(1) T h e  ELF is designed to p r o v i d e  p r o d u c t i o n  incentives 

for we ll s in "marginal" oil fields. W h i c h  oil fields are 
c o n s i d e r e d  "marginal" in Alaska?

(2) H o w  m a n y  b a rr el s p er day are e x t r a ct ed  from the most 
p r o d u c t i v e  oil field in Alas ka  th a t will b e  a l l o w e d  tax cuts 
u n d e r  th is  ELF bill?

(3) H o w  m a n y  b a r re l s p e r  day are e x t r a ct ed  fr o m Prudhoe 
Bay? fro m  Kuparuk?

(4) H o w  m a n y  b a r re ls  p er day are e xt ra c t e d  from w el ls  in
t he m o s t  p r o d u c t i v e  oil fields in the v a r i o u s  lower 48 states?
W h a t  is t h e  g r e a t e s t  b a rr el s - p e r - d a y  e x t r a c t i o n  c o n s i d e r e d  
m a r g i n a l  and  p r o v i d e d  t a x  cuts for p r o d u c t i o n  i n c e n t iv e in the 
v a r i o u s  l o w e r  48 states?

(5) W h i c h  oil c o mp anies have the g r e a t es t l ease interests
in P r ud ho e Bay an d K u p a r u k  oil fields and w h a t  is the
p e r c e n t a g e  of t h e i r  lease interests?

(6) Oil Companies: H o w  m u c h  oil d i d  y o u  e x t r a c t  w o r l d  
w i d e  in 1976? H o w  m u c h  of th a t w a s  fro m A l a sk a?  (Prudhoe 
Bay?)

(7) Oil Companies: H o w  mu ch  oil d i d  y o u  e x t r a c t  w o r l d  
w i d e  in 1988? H o w  m u c h  of that w a s  fro m A l a s k a ?  (Prudhoe 
Bay?)

II TAXES PA ID
(8) W h i c h  oil fields will r e c e iv e  tax b r e ak s from this 

E L F  Bill? W h i c h  oil fields will r e c e i v e  t a x  i nc reases from 
this E LF bill?

(9) C a n  the ELF r ai se  the amoun t t h a t  w o u l d  b e  pa id  for 
s e v e r a n c e  ta xe s  above t h e  s t at utory n o mi na l rate of 15% for 
a ny oil f ie l d or any oil company? So this E LF bil l can't do 
t h i s  either, right?

(10) W i l l  thi s E L F  bill raise the rate t h a t  w o u l d  b e  pa i d 
f or s e v e r a n c e  t ax e s for Prudhoe B a y  a bove t he r a t e  th at  w a s  
p a i d  b y  oil com pa n ie s at Prudhoe B a y  p r i o r  to J u n e  20, 1987?

(11) H o w  m u c h  is b e i n g  p a i d  to the S t a t e  of A l a s k a  in 
s e v e r a n c e  taxes ea c h year?

(12) H o w  do es  t he am ount that A l a s k a  r e c e i v e s  in 
s e v e ra n ce  t axes c o m p ar es  to the a m o u n t  t h a t  o t h e r
o i l - p r o d u c i n g  states and nations r e c e iv e?  H o w  m u c h  w o u l d  the



fields in the lower 48 pa y if they wer e plac ed  u n d e r  the 
A l a sk a t a x  structure?

(13) Oil Companies: Do you ha ve  N o r t h  Sea productions?
If so, w h a t  p e r c e n t  of the total economic rent do y o u  realize 
from y o u r  A l as k a p ro du ct i on  and w h a t  perc en t do y o u  realize 
from y o u r  N o r t h  Sea production?

Ill PROFITS
(14) Oil Companies: H o w  muc h p r of it  is b e i n g  m a d e  off of

the m o s t  p r o d u c t i v e  oil fields in the l ower 48 states?

(15) Oil Companies: H o w  m u c h  p ro f it  is b e i n g  mad e  off of
the m o s t  p r o d u c t i v e  oil fields in other o i l - p ro du ci ng
countries?

(16) H o w  m u c h  p r o f i t  is be in g m a d e  off of Prudhoe Bay and 
K u p a r u k  o il fields each day?

(17) Does this include TAPS? If not, w h a t  is the p r o f i t  
on TAPS?

(18) W h a t  p u b l i c  sources c o r r o b o r a t e  this? W o u l d  y ou 
p r o v i d e  m a t e r i a l s  proving; this? W o u l d  y o u  p r o v i d e  a d e t a i l e d  
list of y o u r  r e v en ue s and  expenses?

(19) H ow m u c h  p r o f i t  is ma de  from r e f i n e d  p r o du c ts  from 
A l a s k a n  oil?

(20) Wha t did the oil companies of P r u dh oe  B a y  do w i t h  
the s a vi ng s  m a d e  as a r e s u l t  of the t a x  b r e a k  o c c u r r i n g  on 
J u n e  20, 1987?

(21) W h a t  p e rc e nt  of m o ne y g r o s s e d  b y  A l a s k a ' s  oil in 
P r u dh oe  B a y  a n d  K u p a r u k  is r ei nv es te d in A l a s ka ? H o w  m u c h  
m o n e y  is sent outside?

IV IMPACTS ON A L A S K A N S
(22) H o w  m a n y  jobs are involved in s t a r t i n g  u p  a small 

oil field? H o w  m a n y  jobs a re in vo l ve d in m a i n t a i n i n g  a small 
field?

(23) H o w  m a n y  A l a sk an s w er e e m p lo ye d  by the oil co m pa ni es  
of P r u d h o e  Bay p r i o r  to J u n e  20, 1987 w h e n  the  t a x  cut k i c k e d  
in? H o w  m a n y  A l a s k a n s  are empl o ye d b y  t he oil c o m p a n i e s  of 
P r u d h o e  B a y  now?

(24) W h a t  is t h e  l on g -t er m e f f e c t  on A l a s k a n  jobs in 
P r u d ho e B a y  an d K u p a r u k  oil fields as a r e s u l t  of thi s ELF 
bill?

(25) H o w  m a n y  A l a s ka n s are e m p l o y e d  b y  the  oil c o m p a n i e s  
of t h e  m a r g i n a l  oil fields now? H o w  m a n y  A l a s k a n s  are l i kely



to b e  e mp lo y e d  b y  the oil companies of e x i st in g m arginal oil 
fields a n d  in d e v e l o p i n g  o t he r oil fields as a  result o f  this 
E L F  b il l?

(26) W h a t  is t h e  l on g-term e ffect on A l a s ka n  jobs in the 
s m a l l e r  oil fields as a result o f  this E L F  bill?



F e b r u a r y  21, 1989 

R e s p o n s e  to Q u e s t i o n s  f r o m  H o u s e  R e s o u r c e s  C o m m i t t e e  - H B  118

I. A m o u n t  of O i l  E x t r a c t e d

1. M a r g i n a l  f i e l d s  a r e  f i e l d s  w i t h  e i t h e r  r e l a t i v e l y  l o w  p e r  
w e l l  p r o d u c t i v i t y  o r  r e l a t i v e l y  l o w  d a i l y  p r o d u c t i o n .  T h e s e  are  
i n d i c a t i v e  o f  t h e  e c o n o m i c  w e l l  b e i n g  o f  t h e  field. P r o d u c t i o n  
is s i g n i f i c a n t  b e c a u s e  of t h e  c o n s i d e r a b l e  e c o n o m i e s  o f  s c a l e  
t h a t  a c c o m p a n y  l a r g e  fie ld s.  F o r  e x a m p l e ,  t h e  c o n s u l t a n t s  r e p o r t  
f o r  t h e  U.S. M i n e r a l s  M a n a g e m e n t  S e r v i c e  e s t i m a t e d  t h e  
p r o d u c t i o n  p l a t f o r m  c a p i t a l  c o s t  p e r  b a r r e l  f o r  a 3 0 0 , 0 0 0  b a r r e l  
p e r  d a y  f i e l d  t o  be a p p r o x i m a t e l y  60% o f  t h a t  o f  a 1 0 0 , 0 0 0  
b a r r e l  a d a y  field. A t t a c h m e n t  1 d i s p l a y s  e c o n o m i e s  o f  s c a l e  f or 
p r o d u c t i o n  p l a t f o r m  c osts. T h e r e  a r e  n u m e r o u s  p r e c e d e n t s  f o r  
t a x i n g  o n  t h e  b a s i s  o f  f i e l d  size. F o r  exa mp le , s e e  A t t a c h m e n t
2, w h i c h  s h o w s  h i g h e r  r o y a l t i e s  for l a r g e r  f i e l d s  in N o r w a y .  In 
A l a s k a  t h e  m a r g i n a l  f i e l d s  a r e  t h e  s i x  C o o k  In le t f i e l d s  (Beaver 
Creek, M i d d l e  G r o u n d  S h oa ls , G r a n i t e  Point, M c A r t h u r  River, 
S w a n s o n  R iver, a n d  T r a d i n g  B a y ) , M i l n e  Point, L i s b u r n e ,  
E n d i c o t t ,  N i a ku k,  W e s t  Sak, P o i n t  T h o m s on , S e a l  Island, a n d  
p r o b a b l y  a n y  o t h e r  f i e l d  t h a t  w i l l  b e  d i s c o v e r e d  in A l a s k a .

2. T h e r e  a r e  t w o  f a c t o r s  t h a t  w i l l  a f f e c t  t h e  s i z e  o f  f i e l d  t h a t  
w i l l  h a v e  r e d u c e d  t a x e s  u n d e r  t h e  b i l l .  T h e  f irst f a c t o r  is t h e  
c h a n g e  in t h e  f o r m u l a  i t s e l f .  B e c a u s e  o f  t h i s  f i e l d s  t h a t  
p r o d u c e  l e s s  t h a n  a p p r o x i m a t e l y  1 1 5 , 0 0 0  b a r r e l s  p e r  d a y  w i l l  
h a v e  r e d u c e d  t a x e s  u n d e r  t h e  b i l l .  T h e  s e c o n d  f a c t o r  is t h e  
e l i m i n a t i o n  o f  t h e  " r o u n d i n g  r u l e . "  U n d e r  c u r r e n t  l a w  f i e l d s  
w h o s e  E L F  is g r e a t e r  t h a n  0.7 m u s t  r a i s a  t h e  E L F  u p  t o  1.0 f or 
t h e  f i r s t  t e n  y e a r s  o f  t h e  field, m a k i n g  t h e  s e v e r a n c e  tax  ra te 
e q u a l  to t h a t  set i n  t h e  l a w  (12.25% f o r  t h e  f i r s t  5 years, t h e n  
g o i n g  t o  15%) . T h i s  p r o v i s i o n  is e l i m i n a t e d  u n d e r  t h e  b i l l .  T h u s  
f i e l d s  t h a t  p r o d u c e  m o r e  t h a n  115, 000 b a r r e l s  p e r  d a y  c o u l d  
b e n e f i t  f r o m  t h e  b i l l  b y  e l i m i n a t i n g  t h e  r o u n d i n g  p r o v i s i o n .  T h e  
m o s t  p r o d u c t i v e  o i l  f i e l d  in A l a s k a  t h a t  w i l l  h a v e  r e d u c e d  t a x e s  
u n d e r  t h e  b i l l  is c u r r e n t l y  E n d i c o t t ,  w h i c h  p r o d u c e s  
a p p r o x i m a t e l y  1 0 0 , 0 0 0  b a r r e l s  p e r  day.

3. P r u d h o e  B a y  p r o d u c e s  a p p r o x i m a t e l y  1 , 5 0 0 , 0 0 0  b a r r e l s  p e r  day. 
K u p a r u k  p r o d u c e s  a b o u t  3 2 0 , 0 0 0  b a r r e l s  p e r  day.

4. T h e  m o s t  p r o d u c t i v e  f i e l d s  i n  t h e  l o w e r  48 p r o d u c e  l e s s  t h a n

De pa rt me nt of  Revenue



100 b a r r e l s  p e r  w e l l  p e r  day. ( P r u d h o e  B a y  p r o d u c e s  o v e r  20 
t i m e s  t h a t  much.) A l a b a m a ,  f o r  e x a m p l e ,  g i v e s  t a x  r e l i e f  for 
w e l l s  p r o d u c i n g  l e s s  t h a n  25 b a r r e l s  p e r  day.

5. BP o w n s  a p p r o x i m a t e l y  h a l f  o f  P r u d h o e  B a y  w i t h  t he r e m a i n d e r  
s p l i t  a p p r o x i m a t e l y  i n  h a l f  b e t w e e n  A R C O  a n d  EXXON. T h e r e  a r e  
e i g h t  o t h e r  m i n o r  own er s.  A R C O / B P  h a v e  an a p p r o x i m a t e  60/40 
s pl it  o f  K u p a r u k .  T h e r e  a r e  f o u r  o t h e r  m i n o r  owners.

II. T a x e s  P a i d

8. M i l n e  Point, L i s b u r n e ,  E n d i c o t t ,  Niak uk ,  P o i n t  Tho m so n,  a n d  
S e a l  I s l a n d  w o u l d  r e c e i v e  t a x  b r e a k s  u n d e r  t he p r o p o s a l .  C o o k  
I n l e t  a n d  W e s t  S a k  p a y  n o  s e v e r a n c e  t a x  u n d e r  c u r r e n t  l a w  a n d  
w o u l d  n o t  p a y  a n y  u n d e r  t h e  p r o p o s a l .  P r u d h o e  B a y  a n d  K u p a r u k  
w o u l d  h a v e  i n c r e a s e d  t a x e s  u n d e r  t h e  p r o p o s a l .

9. N e i t h e r  t h e  c u r r e n t  n o r  t h e  p r o p o s e d  E L F  c o u l d  r a i s e  t h e  
e f f e c t i v e  s e v e r a n c e  t a x  r a t e  o v e r  t h e  s t a t u t o r y  n o m i n a l  rate.

10. T h i s  E L F  b i l l  w o u l d  r e s u l t  i n  a l o w e r  e f f e c t i v e  s e v e r a n c e  
t a x  r a t e  f o r  P r u d h o e  B a y  t h a n  w a s  in e f f e c t  o n  J u n e  20, 1987.

11. T h e  S t a t e  r e c e i v e d  $81 9 m i l l i o n  f r o m  s e v e r a n c e  t a x e s  in F Y  
88. A t t a c h e d  is a t a b l e  f o r  o t h e r  p r i o r  years.

12. F o r  1987, t h e  la st  y e a r  w h e r e  w e  h a v e  c o m p a r a b l e  data, 
A l a s k a  r a n k e d  8 o u t  o f  t h e  t o p  10 p r o d u c i n g  s t a t e s  in s e v e r a n c e  
t a x  p a y m e n t s  p e r  b a r r e l  (where 1 w o u l d  b e  t h e  h i g h e s t  p a y m e n t ) . 
(See A t t a c h m e n t  3.) T e x a s  r e c e i v e d  $529 m i l l i o n  m o r e  in 
s e v e r a n c e  t a x e s  (55%) t h a n  A l a s k a ,  w h e r e a s  its p r o d u c t i o n  w a s  
o n l y  six p e r c e n t  h i g h e r . ( T e x a s  g ot $ 1 . 5 5  p e r  barr el , A l a s k a  got 
91 c e n t s  p e r  b a r r e l  ) . V i r t u a l l y  e v e r y  f i e l d  in the  l o w e r  48 
(except one) w o u l d  p a y  n o  s e v e r a n c e  t a x  i f  p ut u n d e r  e i t h e r  
A l a s k a ' s  p r e s e n t  o r  t h e  p r o p o s e d  s e v e r a n c e  t a x  s t r u c t u r e  u n d e r  
H B 1 1 8 .

III. P r o f i t s

16. T h e  A d m i n i s t r a t i o n  t e s t i m o n y  o f  F e b r u a r y  10, 1 9 8 9  s h o w e d  
t h a t  p r o d u c e r s  m a d e  $3.4 6 p e r  b a r r e l  in p r o f i t  f r o m  A l a s k a  N o r t h  
S l o p e  o p e r a t i o n s  i n  F e b r u a r y  1988. T h i s  is $7 m i l l i o n  a day. 
T A P S  a c c o u n t e d  f o r  $ 1 . 1 5  o f  this. T h e  r e m a i n d e r  ($2.31) is 
a t t r i b u t a b l e  to p r o d u c t i o n .  A l s o  a c c o r d i n g  to P I W  (see 
A t t a c h m e n t  4), a v e r a g e  p r o d u c t i o n  p r o f i t s  w o r l d w i d e  w e r e  $ 0 .8 7 
p e r  b a r r e l .  T h i s  is d e r i v e d  b y  d i v i d i n g  t o t a l  p r o d u c t i o n  p r o f i t s  
b y  o i l  p r o d u c t i o n .

17. S e e  # 1 6  ab ove.

18. S e e  #16 a bo v e.  A l s o  t h e  S t a t e  is c u r r e n t l y  d e v e l o p i n g  an



e x t e n s i v e  a n a l y s i s  o f  the p r o f i t a b i l i t y  o f  N o r t h  S l o p e  fields.

19. B e c a u s e  t h e  r e f i n i n g  s e g m e n t  is m o r e  c o n c e n t r a t e d  t h a n  the 
p r o d u c i n g  segment, a n d  t h u s  les s c o m p e t i t i v e ,  w h e n  c r u d e  p r i c e s  
(upon w h i c h  S t a t e  r e v e n u e s  are based) a r e  low, r e f i n i n g  p r o f i t s  
a r e  h i g h  s i n c e  t h e  l o w e r  p r i c e  d o e s  n o t  h a v e  to b e  p a s s e d  on 
d i r e c t l y  to c o n s u m e r s ,  a n d  b e c a u s e  d e m a n d  i n c r e a s e s .  I n  t h e  
t h i r d  a n d  f o u r t h  q u a r t e r s  o f  1988, f o r  exa mp le , p e t r o l e u m  
e a r n i n g s  w e r e  v e r y  h i g h  b e c a u s e  o f  this. F o r  e x a m p l e ,  A R C O ' s  
f o u r t h  q u a r t e r  198 8  e a r n i n g s  set a r e c o r d  of a 15 p e r c e n t  
i n c r e as e . T h e i r  r e f i n i n g  a n d  m a r k e t i n g  s e g m e n t s  w e r e  u p  76 
p e r c e n t .  (See A t t a c h m e n t  5.)

20. W e l l  d r i l l i n g  w a s  o n l y  i n c r e a s e d  s l i g h t l y .  T h e  a v e r a g e  w e l l  
c o u n t  at P r u d h o e  B a y  i n c r e a s e d  b y  60 in 1 9 8 6  a n d  b y  67 in 1987. 
S e e  #21 below.

21. B a s e d  on t h e  P I W  d a t a  a n d  t h e  a n n o u n c e d  s p e n d i n g  f i g u r e s  
o f  t h e  p r o d u c e r s  ($750 m i l l i o n ) , it is e s t i m a t e d  t h a t  
a p p r o x i m a t e l y  15% o f  c a s h  f l o w s  (profit p l u s  d e p r e c i a t i o n  - t h i s  
is d i s c r e t i o n a r y  income) a r e  r e i n v e s t e d  in A l a s k a .  (See 
A t t a c h m e n t  6.) T h e  o t h e r  85% l e a v e s  t h e  State. Note, h o w e v e r ,  
t h a t  e v e n  t h e  i n v e s t m e n t  t h a t  s t a y s  in A l a s k a  d o e s  n o t  c r e a t e  
i n c o m e  i n d i g e n o u s  t o  A l a s k a .  F o r  i n s t a n c e ,  t h e  a m o u n t  i n v e s t e d  
in a gas p l a n t  is i n v e s t e d  w h e r e  t h e  p l a n t  is m a n u f a c t u r e d ,  
e.g., Texas), n o t  w h e r e  it is e r e c t e d .  (See A t t a c h m e n t  7.)

IV. I m p a c t s  o n  A l a s k a n s

22. T h e  s t a r t - u p  a n d  m a i n t e n a n c e  o f  s m a l l  fields, t h a t  m i g h t  
o t h e r w i s e  not o c c u r  w i t h o u t  H B  118, c o u l d  c r e a t e  in e x c e s s  o f
1 , 0 0 0  jobs. (See A t t a c h m e n t  8.)

23. D e p a r t m e n t  o f  L a b o r  d a t a  s u g g e s t s  t h a t  e m p l o y m e n t  o n  t h e  
N o r t h  S l c o e  h a s  n o t  i n c r e a s e d  o v e r  t h e  p e r i o d .  (See A t t a c h m e n t
9.)

24. #2 3 a b o v e  s u g g e s t s  t h a t  HB 118 w o u l d  not a f f e c t  e m p l o y m e n t  
a t  P r u d h o e  B a y  a n d  K u p a r u k .  A l s o  n o t e  t h a t  t h e  b i l l  w i l l  r e s u l t  
i n  l o w e r  s e v e r a n c e  t a x  r a t e s  t h a n  c u r r e n t  l a w  e v e n  on t h o s e  
f i e l d s  in t h e  l o n g  run.

25. It is d i f f i c u l t  f o r  t h e  S t a t e  to g e t  a f i e l d  b y  f i e l d  
b r e a k o u t  of e m p l o y m e n t .  T h i s  b i l l  c o u l d  c a u s e  f i e l d s  t o  c o m e  o n  
l i n e  tha t o t h e r w i s e  m i g h t  not. S i n c e  t h e  b i l l  r e d u c e s  s e v e r a n c e  
t a x e s  on t h e  m a r g i n a l  fields, t h e  D e p a r t m e n t  o f  R e v e n u e  
e s t i m a t e s  that t h e  b i l l  w o u l d  r e d u c e  t h e  t h r e s h o l d  s t a r t - u p  
p r i c e  on the m a r g i n a l  f i e l d s  b y  a p p r o x i m a t e l y  $2 a b a r r e l .  A s  
s t a t e d  above, e a c h  n e w  f i e l d  t h a t  c o m e s  o n  l i n e  c o u l d  c r e a t e  in 
e x c e s s  of 1 , 0 0 0  jobs.





BP EXPLORATION BP Exploration (Alaska) Inc.900 East Benson Bnulovard P.O. Box 1H612 Anchorage. Alaska 99519-6612 (907) 561-5111

February 22, 1989

R e p r e se n ta ti ve  C li ff  Davidson, C o-Chair 
R e pr es e n t a t i v e  Curt Menard, Co-Chair 
H ouse Resources Committee 
A l a s k a  State Legislature 
P ou ch  V
Juneau, A K  99811

Re: Your "ELF Questions"

Dear R e p re se nt at iv e s Dav id s on  and Menard:

Set out b e l o w  are the 26 questions regarding the ELF 
that you d i s t r i b u t e d  at your Committee's h e a r i n g  on House Bill 
No. 118 on F ebruary 10, 1989. Fol lo wi n g each question is BP 
E x p l or at i on 's  answer.

(1) The ELF is d e si g n e d  to provide produc ti on  incentives 
for w e .lls in "marginal" oil fields. Which oil fields are c o n s i d­
ered  "marginal" in Alaska?

A n s w e r : The que st io n mi sstates the purpo se  and function of the
ELF. The ELF was d e s i g ne d to provi de  incentives for the full 
d e v e l o p m e n t  of all fields. It does this b y  ad ju sting the tax 
rate for each field so that it is b a s e d  on that field's own 
d e g r e e  of profitability. As a pr o fi ta bl e field starts be co m in g 
marginal, the ELF aut om at ic a ll y responds b y  lowering the tax 
rate; but w h i l e  the field is ve ry  profitable, the ELF keeps the 
t a x  rate high.

The idea b e h i n d  the ELF is simple —  the more profit ab le  a field 
is, the m o r e  t a x  it can a f fo rd  to pay. A l t h o u g h  it looks c o m p l i­
cated, the ELF formula simply asks what percen ta ge  of the current 
p r o d u c t i o n  from a field is n e e d e d  to cover the b a s i c  costs of 
g e t t i n g  that p r o d u c t i o n  out of t he ground. The rest of the p r o­
duct i o n  is t r ea te d  as r ep re s e n t i n g  profit. The larger the p e r­
centage of profit, the more tax the field can a f fo rd  to pay.
Thus, the larger the p er ce n ta ge  of pr od uc t i o n  that is deem e d to 
r ep resent profit, the h igher the ELF is. In fact, for gas the 
E L F  is p r e c i s e l y  equal to this percent ag e  of d e e m e d  profit. The
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oil ELF formula is similar, except that the percentage is m o d i­
fied somewhat by the present exponent.

Every field eventually becomes marginal. U s u al l y this is a very 
gradual process, instead of one that happens over night. There 
is no identifiable point at w hi ch  a field suddenly becomes "mar­
ginal." Thus, to the extent one sees the ELF  to be "designed to 
provide production incentives for wells in 'marginal' fields," 
th e ELF provides such incentives for every field in Alaska.

(2) H o w  many barrels per day are ex tr acted from the most 
productive oil field in Alas ka  that will be allowed tax cuts 
under this ELF bill?

A n s w e r : By "this ELF bill" in this a nd other questions you have
posed, we assume you mean House Bill No. 118. As you have be e n 
told, the present formula in HB 118 is flawed a nd does not work 
the way it has been described as working. However, it appears 
that the formula in HB 118 —  wheth er  it stays as written or 
whe th er  it is corrected to w o r k  as inte nd ed  —  w o u l d  reduce the 
rate of production tax for the Endicott field becau s e the ELF for 
E ndicott is currently being "rounded" to one. Ac co rd in g  to data 
p r o v i d e d  by the Admini s tr at io n to your Committee, Endicott p r o­
duced an average of 98,099 barrels a d ay during November 1988.

(3) How many barrels p e r  day are e x tr ac te d from Prudhoe 
Bay? from Kuparuk?

A n s w e r : A cc or d in g to the same data p r o v i d e d  by the A d m i n i s t r a­
tion for N ovember 1988, Prudhoe Bay p r o d u c e d  1,526,932 barrels a 
day that m onth and Kuparuk River p r o d u c e d  320,685 barrels a day.

(4) Ho w many barrels p e r  day are e x t r a ct ed  from wells in 
the most productive oil fields in the v a r i ou s lower 48 states? 
What is the greatest b a rr el s - p e r - d a y  extrac ti on  considered 
mar gi na l a nd p rovided tax cuts for p r o d u c t i o n  incentive in the 
v a ri ou s lower 48 states?

A n s w e r : BP does not have ex te n si ve  h o l d in gs  in the Lower 48
states and therefore does not have direct, first h a n d  information 
available to answer these questions.

(5) Wh ic h oil companies have the greatest lease interests 
in Prudhoe Bay and Kuparuk oil fields and what is the percentage 
of their lease interests?

A n s w e r : Both Prudhoe Bay and K u p a r u k  Ri ve r have been unitized,
a n d  hence each company's w o r ki ng  interest in either field is
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d et er m i n e d  under the unit agreement for that field. The follow-
m g  shows each company's present w o r k i n g  interest in each field.

P rudhoe Bay Kuparuk
Oil Rim Gas Cap River

BP Exploration 50.6848339% 13.8398950% 38.756%
AP.CO 21.7799635 42.5649413 56.301
Exxon 21.7776490 42.5647901 0.218
Mobil 1.8915771 0.2843666 0.366
Phillips 1.8805235 0.2629370 —
C hevr on 0.6717745 0.4830700 0.109
Texaco 0.5484215 — --

A m e r a d a  Hess 0.5379191 — --

Shell 0.1375744 — --

M a r a th on 0.0499044 — --

L ou is ia na  Land 0.0397591 — --

Unocal — — 4.250

(6) Oil Companies: How mu ch  oil did you extract w or ld  wide 
in 1976? H o w  m u c h  of that was from Alaska? (Prudhoe Bay?)

A n s w e r ; BP had wo rl dwide oil p ro du ct io n of 3.5 million barrels a 
day in 1976. The Standard Oil Company (SOHIO) p r o du c ed  41,927 
barrels a day w or ldwide in 1976. BP a n d  SOHIO h a d  no commercial 
p ro du c t i o n  in A l a s k a  in 1976. The Prudhoe Bay field came into 
p ro du c t i o n  in June 1977.

(7) Oil Companies: How mu c h oil did you extract w o r l d  wide 
in 1988? H o w  mu ch  of that was from Alaska? (Prudhoe Bay?)

A n s w e r : BP ha d  w or ldwide oil p ro du c t i o n  of 1.45 milli o n barrels
a day in 1988, o f  w h i c h  0.86 m i l li o n b a r re l s a day was from 
Alaska.

(8) W h i c h  oil fields will receive tax breaks from this ELF 
bill? W h i c h  oil fields will receive t a x  increases from this ELF 
bill?

A n s w e r : It appears that HB 118 is intended to reduce taxes for
the E ndicott and Lisburne fields. It also appears that the bill 
is int en de d  to increase substantially the p r o d u c t i o n  tax for the 
P rud ho e Bay and Kuparuk River fields. Intended or not/ HB 118 
w o ul d increase the tax for Milne Point, w h i c h  was zero when the 
field was shut in. The rate for Milne Point w ou ld  be low under 
HB 118, but it w o u l d  not be zero. No other p r o d u c i n g  oil fields



w o u l d  b e  affected.b ec au s e the present ELF already reduces their 
effective tax rate to zero.

(5) Can the ELF raise the amount that w o u l d  be paid for 
severance taxes above the statutory nominal rate of 15% for any 
oil field or any oil company? So this ELF bill can't do this 
either, right?

A n s w e r : Wrong. HB 118 w ou ld  increase the tax rate for fields as
th ey  get larger. So if a 1,000 b a r r e l- a- da y well were dril le d  in 
a 100,000 b a r r e l - a - d a y  field, that well w o u l d  increase the rate 
of tax on t he first 100,000 barrels a day as well as increase it 
for its own additional production. The effective rate of tax on 
the new p ro du c t i o n  from this well c o u l d  easily ex ceed the nominal 
statutory rate of 15 percent.

The f ol lowing example illustrates this n egative effect of HB 118. 
Suppose a field pr od u ce s 100,000 barr e ls  a d a y  from 100 wells, 
and the w e l l h e a d  p ri ce  of the oil is $7.00 a barrel. The State 
has a on e- ei g h t h  royalty in the production. Suppose a new well 
can be drilled, a nd it will pro du c e 1,000 barrels a day. Under 
the ELF formula in HB 118, the tax on the pre se n t production of
100,000 bar re ls  a day would be $1,418,644 a mo n th  (30 days). If 
the 101st well were d r i l l e d  and p r o d u c e d  1,000 barrels a day, the 
v alue of the additional taxable p ro d uc t i o n  w o u l d  be $183,750 a 
month. The t ax on 101,000 barrels a day w o u l d  be $1,447,312 for 
the month. This is an increase of $28,668 in tax for an extra 
$183,750 w o r t h  of taxable production, g iving an effective tax 
rate of 15.60 percent. Here are the details of these c a l c u l a­
tions.

TAX ON E X I S T I N G  P RO DU CT I ON  (100 wells)

"A" = (1-[PEL/TP])
=  ( l - [ (300*100)/ 1 0 0 , 000]) 
= 0.700000

"C" =  [ (460*WD)/PEL]
= [ (460*WD)/ (300*WD)]
= [460/300]
= 1.533333

"B" = [ 1 5 0 , 0 0 0 / (TP/Days)] 
= [150,000/(100,000)] 
= 1.500000

ELF = A A (BAC)
= 0 . 7 0 0 0 0 0 A (1.500000A 1.533333) 
= 0 . 7 0 0 0 0 0 A (1.862115)
= 0.514701
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Tax =  (7/8)* (100,000 B / D ) *(30 d a y s ) * ( $ 7 . 0 0 ) * (ELF)*(15%) 
= $1,418,644

TAX W I T H  101 WELLS PRODUCING

"Ac' = (1-[PEL/TP])
= (l-[ (300*101)/101,000]) 
= 0.700000

"B" = [ 1 5 0 , 0 0 0 / (TP/Days)] 
= [150,000/(101,000)] 
= 1.485149

"C" = [ (460*WD)/PEL]
= [ (460*WD)/(300*WD) ]
= [460/300]
= 1.533333

ELF = A A (BAC)
= 0 . 7 0 0 0 0 0 A (1.485149A1.533333)
= 0 . 7 00 00 0 A (1.833920)
= 0.519903

Tax = (7/8)*(101,000 B/D)*(30 d a y s ) * ( $ 7 . 0 0 ) * (ELF)* (15%)
= $1,447,312

EFFECTIVE TAX RATE ON THE A DD IT I O N A L  1,000 B/D PRODUCT IO N

Rate = (Change in T a x ) / (Value of A dd i t i o n a l  Taxable Production) 
= ($1,447,312-$1,418, 644)/[ (7/8) * ($7.00) * (1, 000) * (30) ]
= ($28, 668)/($183,750)
= 15.60%

(10) Will this ELF bill raise the rate that wo ul d be pai d 
for severance taxes for Prudhoe Bay above the rate that was pa id  
b y  oil companies at Prudhoe Bay p r io r to June 27, 1987?

A n s w e r : Yes, for n e w  pr od uc t i o n  that is a dd ed  by further d e v e l­
opment of the field, the effective rate of tax under HB 118 could 
e x c ee d t he 15% rate that was in effect p r i o r  to June 20, 1987.
The a n s w e r  to the p r e c e di ng  question applies here. The following 
h y po th et i ca l case illustrates how, for example, the effective tax 
rate c o u l d  be 15.04% on additional p r o d u c t i o n  from Prudhoe Bay.

Suppose it is some time in the future and Prudhoe Bay is in its 
decline, p r o d u c i n g  1,400,000 barrels a day from 700 wells. To 
offset the decline partially, another well c ou ld  be d r il le d that 
w o u l d  prod uc e 2,000 barrels a day. The w e l l h e a d  price is $7.00 a 
barrel, a n d  the State has a 1/8 royalty.
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TAX ON P R OD UC TION.WITHOUT THE 701st WEL L (1.4 MMB/D)

"A" = (1-[PEL/TP])
= (1-[300*700/1/400,000]) 
= 0.850000

"B" = [ 1 5 0 , 0 0 0 / (TP/Days)] 
= [150,000/1,400,000] 
= 0.107142

"C" = [ (460*WD)/PEL]
= [ (460*WD)/ (300*WD) ]
= [460/300]
= 1.533333

ELF = A A (BAC)
= 0 . 8 5 0 0 0 0 A (0.107142A1.533333)
= 0 . 8 5 0 0 0 0 A (0.032554)
= 0.994723

Tax = (7/8)*($7.00)*(1,400,000 B / D ) *(30 d a y s ) * (ELF)*(15%)
= $38,383,884 per month

TAX W I T H  701 W E L L 5 P RO DU CI NG  (1.402 MMB/D)

"A" = (1-[PEL/TP]) "B" = [ 1 5 0 , 0 0 0 / (TP/Days)]
= (1-[300*701/1,402,000]) = [150,000/1,402,000]
= 0.850000 = 0.106990

"C" = [ (460*WD)/PEL]
= [ (460*WD)/ (300*WD) ]
= [460/300]
= 1.533333

ELF = A A (BAC)
= 0 . 8 5 0 0 0 0 A (0.106990A 1.533333)
= 0 . 8 5 0 0 0 0 A (0.032483)
= 0.994735

Tax = (7/8)* ($7.00)*(1,420, 000 B / D ) *(30 d a y s ) * (ELF)*(15%)
= $38,439,163 p e r  mo n th

E F F E C TI V E T A X  RATE ON P R O D U C T I O N  F R O M  THE 701st WELL

Rate = (Change in T a x ) / (Value of A d d i t i o n a l  Taxable Production) 
= ( $3 8 ,4 39 ,1 63 -$ 3 8, 38 3, 88 4) /((7/8)*$7.00*2,000*30)
= ($55,279)/($367,500)
= 15.04%

(11) H o w  m u c h  is b ei ng  p a i d  to the State of A l as ka  in
severance taxes each year?
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A n s w e r : A c c o rd in g  to the Alaska Department of Revenue's latest
revenue forecast, the following severance taxes have been p a i d  to 
t h e  State o f  Alaska since FY 82 (in millions of d o l l a r s ) :

U nd er  the "Mid Case Scenario" in that forecast, severance taxes 
this fiscal year (FY 89) will be $547.35 million, and next year 
wi l l b e  $484.47 million.

(12) How does the amount that Al aska receives in severance 
taxes compare to the amount that other oil-producing states and 
nat i on s receive? H o w  much w o u l d  the fields in the lower 48 p a y  
if they were p l ac ed  under the A l as ka  tax structure?

A n s w e r : A m o n g  oil-producing states, only Louisiana has a s e v e r­
ance ta x rate a p proaching Ala s ka 's  base rates of 12.25 and 15 
p e r c e n t .

C ompar is on s between A laska and  oi l- pr od uc in g  nations are i n ap pr o­
priate for several reasons. First, foreign nations have greater 
s ov ereign p owers than A laska has, and th ei r institutions r e g a r d­
ing the o w ne rship of property and natural resources often vary 
c o ns id e r a b l y  from those in the U nited States and Alaska.

Second, foreign nations often grant concessions to large areas of 
land, ins te ad  of m aking it available in m u c h  smaller, leased 
p a r c e l s  as A l a s k a  does.

Third, the regime in many foreign nations allows the oil company 
to recover its exploration costs a nd some or all of its d e v e l o p­
ment costs b e f or e the host government starts taking its share. 
This is v e r y  different from leasing on a b o n u s - b i d  basis, which 
h as b e e n  th e  m e t h o d  p ri marily use d by Alaska.

Fourth, the lifting costs for A l a s k a n  oil, pa rt icularly on the 
N o r t h  Slope, are s ignificantly h igher than for large fields in 
m a n y  other countries. In addition, in none of the foreign c o u n­
tries does the oil have to be tr an sp o r t e d  over 800 miles by p i p e­
line to an ocean port. Moreover, u n like foreign oil, Alaskan 
N o r t h  Slope p ro du c ti on  must go only to U.S. ports, which means 
m or e e xp ensive Jones Act tankers have to be u se d instead of low-

FY82
FY83
FY84
FY85
FY86
FY87
FY88

$1,581.7
1,493.7
1,393.1
1.389.4
1.108.4

648.5
818.7
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cost f o r e i g n - f l a g . s h i p s . This combination of greater costs of 
p r o d uc in g  and. transporting the oil to market makes it extremely 
difficult to draw any meaningful comparisons between Alaskan oil 
and that of the foreign nations you seem to be referring to.

(13) Oil Companies; Do you have No rt h Sea production? If 
so, what percent of the total economic rent to you realize from 
your Alas ka  p roduction and what percent do you realize from your 
North Sea production?

A n s w e r : To compare Alaska with the N or th  Sea at any given moment
is like t a k i n g  a single frame from Gone with the Wind and a frame 
from Star Wars and asking which is the be tter movie. You have to 
know the' whole story before any meaningful comparison can be 
made.

In the N o r t h  Sea, the oil company gets to recover its costs of 
ex pl or in g and d eveloping the resource, before the high tax rate 
begins. Dep en di n g on whether these costs have been recovered or 
not, the government's share of the "economic rent" is either ver y 
small or very large.

The most n ea r ly  comparable situation in A l a s k a  is its net profits 
share leases. Under those leases, the State's net profits share 
does not start to be pa id  until the lessee has recovered its 
d evelopments costs, plus a reasonable rate of return on its
investment. The rate of return was specified by the State when
it put the lease u p  for bid. For one lease at Endicott, SOHIO 
and three A laska Na tive Regional Corporations b i d  a net profits 
share of over 79% for the State. Once the development costs and 
return are recovered, the State's share of the "economic rent" 
from this lease will be very comparable to that of the Unit ed  . 
K i ng do m for propert ie s in the N or th  Sea that have similarly p a i d  
off th ei r investments.

(14) Oil Companies: How mu ch  profit is be in g made off of
the most p r o d u c t i v e  oil fields in the lower 48 states?

A n s w e r : Because BP's interests in the Lower 48 are somewhat
limited, we are unable to answer this question.

(15) Oil Companies: H o w  m u c h  profit is be in g  made off of
the most pr od u c t i v e  oil fields in other oil -p ro du ci n g countries?

A n s w e r : E i t h e r  BP does not have access to this information, or
if it does, the information is proprietary.



w m m m
w m m - -

What publi c sources corroborate this? W o u l d  you provide 
materials p r o v i n g  this? Would you provide a detailed list of 
your revenues and expenses?

A n s w e r s : The State of A l aska's most recent revenue forecast is
the Department of Revenue's Revenue Sources - Fall 1988 dated 
D ecember 16, 1988 (hereinafter cited as Revenue S o u r c e s ) . The 
"Mid Case Scenario" in that forecast assumes an average wellhead  
value of $7.36 a barrel on the N o rt h Slope d u r in g FY 89 (Revenue 
S o u r c e s , p. 21). It also assumes produc ti on  will average 1.97 
mill io n barrels a day (id.), or 719.05 m i l li on  barrels during the 
year. The following table shows the potential production profits 
from the North Slope based on an average w e l l h e a d  price of $7.36 
a barrel.

Total Revenue

Production Costs

Net Revenue

To A l as ka n Government

Roya lt y - Un r es t r i c t e d  
Royalty - Perm. Fund 
Produc ti on  Tax 
Pro pe rt y Tax 
Income Tax

TOTAL

To Federal G overnment 

To Industry

$ millions 

5,292.2 

(2,1 5 8 . 0 ) 

3^134^.2

469.8
178.7 
547.4 
214.0
111.8

1,521.7

548.2

1,064.2

$/barrel

7.36 

(3 . 0 0 ) *

4.36

0.65
0.25
0.76
0.30
0.16

2.12

0.76

1.48

100%

* See the discus si on  in the first two full paragraphs  
on the next page.

This is h o w  the numbers in the table have be en  calculated. In 
the first line, the $7.36 figure is taken from Revenue S o u r c e s , 
page 21 ("Wellhead Value" - "Mid" c a s e ) . The yearly figure of

House Resources Committee 
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(16) - (18) .How much profit is being made off of Prudhoe 
Bay and Kuparuk oil fields each day?

Does this include TAPS? If not, what is the profit on TAPS?
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$5,292.2 m i ll io n equals $7.36 a barrel times the annual p r o d u c­
tion of 719.05 m i l l io n barrels.

The in formation in the secon d line is ba se d on BP Exploration's 
a u d it ed  financial statements for 1988. The composite production 
cost is for depreciation and Jifting expenses; it was $3.43 a 
ba rrel for our wo rking-interest oil on the N orth Slope. (The 
figure of $3.39 that was previously given to your Committee 
r e pr es en te d  our actual cost experience through only the first 11 
m onths of 1988.) We are enclosing a copy of a letter from our 
independent auditors, Ernst & Whinney, confirming the $3.43 
figure in our financial statements for these costs during 1988.

These p r o d u c t i o n  costs are not borne by the State's royalty 
interest; hence, in gr ossing up to the annual p roduction cost 
figure in the table above, we have m u l t i p l i e d  $3.43 a barrel 
times 7/8 of 719.05 million barrels. When these costs are a v e r­
aged over 8/8 of production, the average cost is $3.00 per barrel 
($2,158.0 m i ll io n d i v i d e d  by 719.05 m i l li on  barrels). The table 
previ ou sl y pr ov i d e d  to your Committee erroneously ded uc t ed  a per- 
b a rr el  cost of $3.39 for the working-i nt er es t barrels, as if it 
h a d  b e e n  the cost p e r  barrel for 100% of the production.

The data in the t hi r d line (Net Revenue) are obtained by c o mb in­
ing lines one and two.

The figure of $469.8 million for u nr es t r i c t e d  royalty revenue is 
t aken from Revenue S o u r c e s , p. 24 ("Mid" c a s e ) . The per-barrel 
amount is found by d ividing by the annual produc ti o n of 719.05 
m i l l i o n  barrels.

The figure of $178.7 mill io n for royalties contributed to the 
P er manent F u n d  is taken from Revenue S o u r c e s , p. 39, column 18 
("Perm Fun d C o n t r i " ) . Again, the per-bar re l  amount is found by
d i v i d i n g  b y  the annual pr od uc t i o n  figure.

The figure of $547.4 m i l li on  for pr od uc t i o n  tax is taken from 
R e v e n u e  S o u r c e s , p. 24 ("Mid" case for "Severance T a x " ) . Divid- 
ing b y  719.65 m i l l i o n  barrels yields the per-barrel amount in our 
table.

The figure of $214.0 million for pro pe rt y tax equals 20 mills 
times our est im at e for the 1989 a s s es se d value of pr operty taxed 
u n de r AS 43.56 w i th in  the N o rt h Slope Borough, excluding the 
Trans A l a s k a  P i p el in e  Sy stem (TAPS). The actual assessment roll 
will not be issued b y  the as sessor until M a r c h  1, 1989. Dividing 
by 719.05 m i l l i o n  b a r r el s equals the per-barrel amount.
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Next is the corporate income tax on the industry. Taxable A l a s­
kan income is de t er mi ne d by a m o d i f i e d  three -f a ct or  formula under 
AS 43.02.072, b a s e d  on the ratios of Alas ka n property, sales and 
production to worldwide property, sales and production. We have 
compared our a pp ortioned A l a s k a n  income under the mod i fi ed  formu­
la, usi ng  first the factors including our interest in TAPS, and 
then without TAPS. B as ed  on this analysis and on public info rm a­
tion about Arco and  Exxon, we estimate that about 14%, or nearly 
one seventh, of the taxable Alaskan income is attributable to the 
inclusion of TAPS in the companies' apportionment factors. This 
reflects the heavy emphasis on p ro du ct io n  under the modi fi ed  ap­
portionment formula in AS 43.20.072.

The Department of Revenue predicts a total of $130.0 milli on  in 
p e t r o le u m income tax for this fiscal year; Revenue S o u r c e s , p. 24 
("Mid" case for "Corporate Petroleum" t a x ) . Deducting 14% of 
this, or $18.2 million, as income ta x due to TAPS leaves us wit h  
$111.8 m i l l io n  as the por t io n of the p e t r o l e u m  income tax a t t r i b­
utable uo production. This $111.8 m i l l i o n  figure is the one in 
our table above. Dividing it b y  719.05 m i l l i o n  barrels equals 
the per-ba r re l amount.

The data for the total p a i d  to A l a s k a n  government are the totals 
for the data for u n r e s t r i c t e d  royalty, royalty contributed to the 
Permanent Fund, p ro du c ti on  tax, pro p er ty  tax and income tax.

The federal income tax of $542.0 milli on  is com pu te d by applying 
the tax rate of 34 percent to the differ en ce  between the net p r o­
duction revenue of $3,134.2 million and the total payments to the 
State of Al aska of $1,539.9 million. The per-bar re l  amount is 
found by dividing by the amount of annual production.

The difference betwe e n net revenue an d the total p a i d  V o  the 
State of A la sk a a nd the federal government equals the amount that 
goes to the industry a n d  its shareholders.

The figures in the table above do not include TAPS. HB 118 is a 
p r o d u c t i o n  t ax proposal. The figures above represent p roduction 
revenues and costs.

Income att ri bu ta bl e to Alas k an  pipe l in e activity is already b eing 
t a x e d  under the corporate income tax, u sing a specially m o d i f i e d  
t wo -f ac to r or t h r ee - fa ct or  a pportionment formula u nd er  AS 43.20.- 
072. The number of factors in the formula depends on whe th er  the 
p ipeline company or any of its affil ia te s pr od uc es  oil or gas in 
Alaska. We might add that TAPS profits are l i mi te d by the TAPS 
tariff settlement.



#

(19) K o w  mugh profit is made from refined products from 
A l a s k a n  oil?

A n s w e r : BP refines a relatively small p e rc en t ag e of its Alaska
North Slope (ANS) oil because most of its refi n in g capacity in 
the United States cannot accommodate large amounts of ANS. The 
rest is either sold outright to third p a rt i es  or is exchanged for 
other crude, which may then be refined or further ex ch anged for 
crude that can be run in the refineries.

BP has no refineries in Alaska, yet part of its refining profit 
is ap portioned to Alas ka  and t a xe d  under the m o d if ie d  ap po r t i o n­
ment formula in AS 43.20.072.

(20) What did the oil companies of Prud ho e Bay do wi th  the 
savings made as a result of the tax break occ u rr in g on June 20, 
1987?

A n s w e r : We do not agree that the ex pi ra ti on  of the 10-year
ro un di ng  rule for Prudhoe Bay was a "tax break."

Substantial amounts of n e w  capital were i nvested in A l a sk a both 
before the rounding rule expired for Prudhoe Bay and afterwards. 
Within the space of 12 months in 1986 a nd 1987, approximately $3 
bil l io n w o r t h  of new facilities were in st al le d at Endicott, Lis- 
burne and t he central gas facility at P r u d h o e  Bay. Those inves t­
ments were justified in part beca us e of the anticipation that the 
State w o u l d  not change the rules of the game and the "rounding" 
rule w o u l d  expire as scheduled.

Since 1987 the industry has co nt inued to make m a jo r expenditures 
for the co nt in u ed  dr i ll in g and development of the N or th  Slope. 
Without the d rilling of n e w  wells and the wo r kovers of existing 
ones, p r o d u c t i o n  from Prudhoe Bay w o u l d  already be in serious
decline. If these activities were to be d i s c o n t i n u e d  today, the
r e p e rc us s io ns  c ould start b e i n g  felt in as little as 60 to 90 
days. The decli n e wo ul d not only set in sooner than it needs to, 
but it w o u l d  also be faster than it w o u l d  be if d rilling and 
w o r k o v e r  w o r k  can continue unabated.

(21) What percent of m o n e y  g r o s s e d  by Ala s ka 's  oil in 
Prudhoe Bay and K u p ar uk  is reinve s te d in A l a sk a?  How mu ch  is 
sent outside?

A n s w e r : As stat ed  in the answer to the p r e c e d i n g  question, major
n ew investments in the de velopment of the N o r t h  Slope have c o n­
tinued to be made. Some $3 b i l l i o n  dollars of investment came on 
line w i t hi n a single 12 month p e r i o d  ended in late 1987. This



was despite the fact that SOHIO's entire "upstream" net operating 
income (before interest, income tax and extraor di na ry  item) r e­
por t e d  to its shareholders for 1986 was only $13 million —  a 
figure that included bot h the N orth Slope and Lower 48 o p e r a­
tions. These continued investments have a dd e d a billion barrels 
to the reserves that can be recovered, and have increased p r o d u c­
tion by some 200,000 barrels a day, all ow in g  A l a s k a  to overtake 
Texas for first place as the nation's largest oil-producing 
state. All other major oil-producing states wer e reporting s i g­
nificant declines in production duri ng  the same time as Alaska's 
was increasing.

Your question seems to suggest that there is something wrong if 
profits from A l as k an  operations are not all r e in ve st e d back into 
Alaska. It is wo rt h remembering that the industry's investment 
in A la sk a  —  wh ic h  exceeds $25 b i ll io n to date —  came primarily 
from "outside" funds.

(22) How many jobs are involved in st ar ti ng  up a small oil 
field? H o w  many jobs are involved in m a i n t a i n i n g  a small field?

A n s w e r : That depends partly on what you mean by "small." For
the E ndicott field, employment on the N o r t h  Slope d uring c o n­
struction p e a k e d  at approximately 725 jobs, not including i n­
direct support positions in An c horage or Fairbanks. Of these 
con st ru ct io n jobs, 95% went to Alaskans.

The n umber of p e o pl e operating the En dicott field varies s e a s o n­
ally from a low of about 205 in w i n t e r  to a h i g h  of about 235 in 
summer. The w i n t e r  figure includes 103 em p lo ye es  of BP E x p l o r a­
tion, 39 employees of contractors, and 63 in the dr illing rig 
crew. All of these positions are on the N o r t h  Slope, and do not 
include any support personnel in Anchorage.

(23) How ma n y Alaskans were e m p l oy ed  by the oil companies 
of Prudhoe Bay prior to June 20, 1987 when the tax cut k i c ke d in? 
H o w  m a n y  Al as k a n s  are employed by the oil co mpanies of Prudhoe 
Ba y now?

A n s w e r : As of June 15, 1987 (the last payr ol l date before June
20, 1987) Stan da rd  A l as ka  Produc ti on  C o m p a n y  h a d  1,333 full-time 
p eople and 16 p a r t -t im e people on its payroll. Contract e m p l o y­
ees at that time t o t a l e d  259.

As of January 31, 1989 BP Explor a ti on  had 1,380 full-time and two 
p a r t -t im e  employees, plus 350 contract employees.
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(24) What is the long-term effect on A l as ka n jobs in 
Prudhoe Bay and Kuparuk oil fields as a result of this ELF bill?

A n s w e r : The long-term effect will probably be a reduction in the
number of Alaskan jobs, as the ELF bill will make various d e v e l­
opment projects at Prudhoe Bay and Kuparuk River too expensive 
for the companies to afford. The number of m i s s e d  opportunities 
at Prudhoe and Kuparuk because of HB 118 is likely to be greater 
than any opportunities in "marginal" fields elsewhere that HB 118 
might stimulate. Frankly, we doubt that HB 118 will stimulate 
any new development of "marginal" fields —  the A d mi ni st r at io n' s 
statement that HB 118 will lower the t h re s h o l d  oil price for a 
new "marginal" field by $2 a barrel is e x ce ed i ng ly  doubtful. On 
the one hand the A dm inistration says that HB 118 will not affect 
development of the large fields, but on the other hand it says HB 
118 will significantly encourage the development of small ones. 
They can't have it both ways —  either HB 118 will affect d e v e l­
opment, or it will not. If it does affect development, it will 
adversely affect those fields where the tax w o u l d  increase. The 
Committee should request the Ad mi ni st ra ti o n to provide the b a c k­
up for its figure, because of the inconsistency in the A d m i n i s­
tration's p osition on the face of it.

(25) H o w  many Alaskans are e mployed by the oil companies of 
the marginal oil fields now? Ho w many A l a sk an s  are likely to be 
e mployed by the oil companies of existing marginal oil fields and 
in develo p in g other oil fields as a result of this ELF bill?

A n s w e r : As stated in response to Ques t io n 22, BP E xp lo ra ti o n e m­
ploys about 205 to 235 people at Endicott.

The Eileen (West End) Project in Prudhoe Bay is nom in al ly  s l at ed  
to have 72 oil p ro du c ti on  wells and four gas injection wells.
Two rigs (Alaska U ni te d Drilling's rig #2 and rig #3) began
drilling 36 of these wells in 1988. This project was a pioneer
in the "mini-module" approach to North Slope p r o d u c t i o n  f a ci li­
ties. While E ileen's mini-modules were f ab ri ca te d  Outside and 
truc ke d to Alaska, the success of this d esign has led to the 
in-state fabrication of mini-modules for the Hurl State Project, 
also at Prudhoe. Contracts were let to A l a s k a n  c on tractors in 
A n c h or a ge  and Fairbanks for over 180,000 ma n- ho u rs  of work, 
c r eating more than 350 temporary construction jobs. Some 16 oil 
p ro du c t i o n  wells a nd four water injection wells are p l a n n e d  for 
Hurl State, w i t h  dr il l i n g  currently p l a n n e d  to b egin in the t h i r d 
quarter of 1989 and be co mp leted late next year.
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Plans for N i a k u k  have not been finalized/ a nd we do not at this 
time have estimates of the likely workforce that w o u l d  be in­
volved.

With respect to the effects of this ELF bill on pla n ne d projects 
that BP is involved in, we foresee no additional Alaskan jobs 
b eing created as the result of HB 118. Instead, we believe it is 
likely that jobs that w ou ld  have been crea te d for Al askans will 
not come into existence because of HB 118.

(26) What is the long-term effect on Alaskan jobs in the 
s maller oil fields as a result of this ELF bill?

A n s w e r : HB 118 is u nlikely to cause any measurable long-term in­
crease in the n u m be r of A l as ka n  jobs in smaller oil fields. As 
n oted above, we do not beli ev e the Administration's statement 
that HB 118 w o u l d  lower the th reshold price for developing a
small field by $2 a barrel. By relying on fieldwide production
as its dominant parameter, HB 118 provides an incentive to keep 
small fields small. When drilling another well is going to i n­
crease the tax rate for all the oil already in production, why 
should the pro du ce r of even a small field want to increase p r o­
duction  any more than necessary?

HB 118 provides a d is i ncentive to the full development of even 
the small fields it purports to help, as was illustrated by the 
example in our a nswer to Question 9. This disincentive will tend 
to offset any incentive that HB 118 would provide throu gh  lower­
ing the e ff ec ti ve  tax rate for small fields.

T ha nk  you very much for this opportunity to respond to 
your questions. The ELF is still working the way it was intended 
to work. There is no n e e d  to fix it. We bel ie ve  HB 118 is not 
ne ce ss ar y a n d  is likely to prove co un te rproductive in terms of 
the p u b li c interests it seeks to advance.

Very truly yours,

(ALASKA) INC.

of Government Affairs 

Enclosure



Exxon Company U.S.A 
Re5p0 n.se to Request fo r  H3 113 Information

The fo llow ing are provided in pons 5 to the questions posed by the House 
Resources Committee on February 10, .389:
Question 1
The1 ELF was designed to encourage -nvestirent In "naruina1" o i l  p ro jects. The
d e f in i t io n  o f "marginal*- should re la te  to the p r o f i t a b i l i t y  of a f ie ld ,  or projects 
w ith in  1  Meld, and rot to the to ta l production from a f ie ld .  Recently, some
people nave erroneously censuses p ro f i t a b i l i t y  with p roduct-v ity . P ro f i t a b i l i t y  1s 
not d i r e c t ly  re lated to p roauc t;v ity . Crude prices, operating expenses including 
taxes and investments are var‘ abl«. that a ffec t f ie ld  p r o f i t a b i l i t y .  As an 
example, although Prudhoe Say is a p ro f i tab le  c i l  f ie ld  ove ra l l,  there are marginal
projects w ith in  the f ie ld  that earner be pursued i f  H3 118 becomes law.

Qnqitjgn IHB 118 w i l l  reduce taxes fn r  only two { rodjctng o i l  f ie ld s  m the entire  state of 
Alaska. The two f ie ld s  that w; ! l  -.ricur a tax reduction are Endicott and Lisburr.e, 
with Endicott be’ ng the la rges t, averaging approximately 100 thousand barrels of 
o i l  pe>- gay in 1988. HB 119 ’ mpos-i? a higher production tax rate on larger f ie ld s . 
The average production rate per *$1! at Prudhoe Bay during the mid-1990’ s 1s 
projected to be the *ame as at cisburne today However, HB 118 would impose a 
production tax rate on Prudhoe Bay at that p . • nt in time, which would be s ix  times 
higher than on Llsburne today.

TheM988 annual . iv s * * ^  ..:1 .on ?cr Prudhoe Bay was 1.48 m il l io n  barrels of
o i l  per day. The vlanua-/ 1989 avstssu a11 production fo r Kuoarux, was 318 thousand 
camels per day.
Question 4 
We do not ha 
to be high .
states o f fe r   ....... .. _. .._
As an example, Alabama provid 
rata.

QusftI i?n . -5The three major working in te res t owners at prudhoe Say are BP Exploration with 
50.7% of the o i l  production, and ARCQ and Exxon wno both have 21.8%. Tho major 
Kuparuk owners are ARCC and BP Explication with 56.3% and 38.8%, respective ly.
Quest ion 6 1_7
Exxon’ s 1976 worldwide net product-on of crude o i l  and natural gas l iq u id s  was 
2??5 m il l io n  barrels per day with v i r t u a l ly  none of i t  being produced from Alaska. 
Exxon’ s 1988 worldwide net production of crude o i l  and natural gas l iqu ids  was 
1.91*9 m i l l io n  barrels of o i l  per day with 356 thousand barrels extracted from our 
Alaska properties. Exxon’ s 1988 Prudhoe 8ay net l iqu id s  production averaged 322 
thousand barrels per day.

HB 118 w i l l  only a ffe c t ro i r  c i l  f lu id s  ; r. ‘.he en t ire  state o f  Alaska tha t are 
cu rren t ly  producing. None of the Coox in ’ et f ie ld s  w i l l  be affected since



they currently pay no severance uses. The taxes at Usburne and End.cott will be 

reduced, while the taxes at °t}<; a.-:d r.uparuk will increase by more than 20% and 60%, 
respectively, during the first yea., Under h& 118, the production tax rate at 

Prudhoe Bay during the mjd-i990’s ij projected to be almost three times higher than 
unde** current law. Overall, H3 U S  will result 1n a tax increase on over 90% of 
Alaska’s oil production.

QUtttlQfl..?
Under current state law, trs maximum tax rats that can be applied is 1S% whan ELF 

1s one.

Quasi;ion IQ
Since m1d-!98l until the end of the f*rst tan years of production, the top rate at 

P3U was 15%. Under the proposed HP, 113, ths severance tax rate will be increased 
from the current 12.3% to 14.9%.

Question 11
Exxon’s severance tax records a**a cot public information and, therefore, cannot be 

released. However, according to the -etroleum Revenue Forecast published by the 

Alaska State Department of Revenue, .everance tax revenue of $818.7 million was 

collected in FV 1988 from petroleum operations.

Quest Ion.12 1 13
A.-'oHIng to the Division of Policy's April J988 Report entitled "The ELF- A Policy 

'active", only Louisiana with a tax rate of 12,5% has a higher severance tax 

than the effective tax rate at P&'J under current law. If HB 118 becomes law. 

i taxes will increase from 12.3% to 14.9%, which will be the highest severance 

rate in the United States.

‘.?e note, howavar, that a direct comparison of Alaska’s severance taxes to 

dual states may not be valid since each state’s total tax structure can vary 

C-* niy, attempting to compare different countries’ tax structure to Alaska 

not valici since you must consider the timing of the recoupment of investment ai 

expenses, and the leasing schemes.

S&Etisn LI.lj;.,PrttjElta
Certain profit information is considered confidential and, therefore, is not 

released. Additionally, we would '•efraln from releasing this information due to 

ongoing litigation with the state over royalty and tax dispute resolution.

The oil companies’ basic purpose for being in Alaska is to earn a profit on

invested funds. The profits from Alaska o1l are partially reinvested in Alaska,

but are also Invested 1n otner projects throughout the world. Due to this

diversity of sources and uses of f:,nas, it is not possible to say exactly where

profits from one area are eventually employed. However, bear in mind that if the 

oil companies had not used the profits from "Outside" investments, PBU would not 

have been discovered or developed, rAPS would not have been bu1K, and Alaska would 

not have enjoyed the benefits it has derived from North Slope oil Interests over 
the past 20 years.

S a U l a n  l l ^ M K L S L M & s k m .
Since Exxon has no oil production operations in the state of Alaska, we have 

limited information to answer these questions. However, if the current tax

structure remains, It will encourage development of future marginal projects, which 

wMl maintain Jobs on the North Slope. v
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R e s p o n s e s  to H o u s e  R e s o u r c e s  C o m m i t t e e  
E L F  Q u e s t i o n s  -  H B - 1 1 8

Q u e s t i o n  1 :  T h e  E l f  i s  d e s i g n e d  t o  p r o v i d e  p r o d u c t i o n
i n c e n t i v e s  f o r .  w e l l s  i n  " m a r g i n a l "  o i l  f i e l d s .  W h i c h  o i l  
f i e l d s  a r e  c o n s i d e r e d  " m a r g i n a l "  i n  A l a s k a ?

A n s w e r :  T h e  E L F  w as  or ig in a l ly  d e s i g n e d  to p r o v id e  in c e n t iv e s  to
o b t a i n  th e  m a x i m u m  u l t im a te  r e co ve r y  from al l  f ie ld s  in  th e  state.  
It is n o t  a n d  w a s  n e v e r  i n t e n d e d  to a ss is t  o n ly  pro jects in  "marginal"  
f i e l d s .  It works to lo w e r  t h e  p r o d u c t i o n  tax rate a s  t h e  d a i l y  
p r o d u c t i o n  per  well  in a  f ie ld  d e c l i n e s .  T h e  l e s s  p rof it ab le  t h e  f ie ld 
( m e a s u r e d  by  the  a v e r a g e  p r o d u c t i o n  p e r  wel l ) ,  th e  m o r e  i n c e n t iv e  
t h e  p r o d u c e r  r e c e i v e s ,  a n d  th e r e f o r e  p r e s u m a b l y ,  t h e  m o r e  l ikely 
th a t  n e w  i n v e s t m e n t s  w o u l d  b e  m a d e  to  i n c r e a s e  u l t i m a t e  
p r o d u c t i o n .

In  m o s t  i n s t a n c e s ,  a  f ie ld  d e c l i n e s  t h r o u g h o u t  its p r o d u c i n g  life a n d  
b e c o m e s  " m a r g in a l"  o n l y  w h e n  its prof itabi l ity is very  lo w .  T h e  
reservo ir  m u s t  b e  ca refu l ly  m a n a g e d  l o n g  b e f o r e  th is  t i m e  or parts 
o f  t h e  reservo ir  will d e te r io r a t e  to th e  p o i n t  w h e r e  n o  a d d i t i o n a l  
r e c o v e r y  wi ll  e v e r  b e  e c o n o m i c a l l y  v i a b l e .  O n g o i n g  d e v e l o p m e n t  
p r o v i d e s  t h e  f ie ld  with a  l o n g e r  life a n d  p r o d u c e s  far m o r e  c r u d e .  
B u t  i n c r e m e n t a l  r e c o v e r y  p r o j e c t s  d e c r e a s e  in  e c o n o m i c  
a t t r a c t i v e n e s s  a s  a n  o i l  f i e l d  a g e s .  T h e  a t t r a c t i v e n e s s  (or 
m a r g i n a l i t y )  o f  a n  i n c r e m e n t a l  i n v e s t m e n t  is  t h e  p r i m a r y  
c o n s i d e r a t i o n  in th e  d e c i s i o n s  affe ct in g  a d d i t i o n a l  d e v e l o p m e n t  a n d  
th e  r e covery  of  a s s o c i a t e d  oi l  r e serves  in a n y  o i l  f ie ld .  If i n c e n t iv e s  
w ere  p r o v i d e d  o n l y  n e a r  t h e  e n d  of a  f ie ld 's l i fe,  ( w h e n  it is a lr e a d y  
" m a r g i n a l " ) ,  it is  e n t ir e ly  l i ke ly  that  e n h a n c e d  r e c o v e r y  p r o j e c t s  
c o u l d  n e v e r  b e  u n d e r t a k e n .

Q u e s t i o n  2 :  H o w  m a n y  b a r r e l s  p e r  d a y  a r e  e x t r a c t e d
t / o m  t h e  m o s t  p r o d u c t i v e  o i l  f i e l d  i n  A l a s k a  t h a t  w i l l  b e  
a l l o w e d  f a x  c u t s  u n d e r  t h i s  E L F  b i l l ?

A n s w e r :  T h e  m o s t  p r o d u c t iv e  f ie ld  in A l a s k a  a s  of  t h e  e n d  of  1 9 8 8
w a s  t h e  E n d i c o t t  f ie ld  with a  p e r  w e l l  p e r  d a y  p r o d u c t i o n  o f  3 0 0 0  
b arr e ls .  T h i s  w o u l d  b e  o n e  of  the  s m a l l  f ie ld s  (9 7  t h o u s a n d  barrels 
p e r  d a y  p r o d u c t io n )  w h o s e  p r o d u c t i o n  tax b u r d e n  w o u l d  b e  d e c r e a s e d  
u p o n  th e  e n a c t m e n t  of  H B - 1 1 8 .  B u t  a  f ie ld  l ike K u p a r u k  c a n  a l s o  b e  
o n l y  m a r g i n a l l y  p r o f i t a b l e  or a s  A t t a c h m e n t  I s h o w s  m i g h t  e v e n  
o p e r a t e  at a  l o s s .  T h e  K u p a r u k  f ie ld  p r o d u c e s  o n l y  1 0 0 0  barrels p e r



w e l l  p e r  d a y ,  o n e  third that o f  E n d i c o t t ,  a n d  yet,  u n d e r  H B - 1 1 8 ,  
E n d i c o t t  will  g e t  a  r e d u c t io n  in its p r o d u c t i o n  tax a n d  K u p a r u k  will 
g e t  a n  i m m e d i a t e  6 0 %  in c r e a s e .

Q u e s t i o n  3 :  H o w  m a n y  b a r r e l s  p e r  d a y  a r e  e x t r a c t e d
f r o m  P r u d h o e  B a y  a n d  K u p a r u k ?

A n s w e r :  D u r i n g  D e c e m b e r ,  1 9 8 8  P r u d h o e  B a y  p r o d u c t i o n  w a s
1 5 0 8 . 3  t h o u s a n d  barrels pe r  d a y .  K u p a r u k  a v e r a g e d  3 0 7 . 2  t h o u s a n d  
b a r r e ls  p e r  d a y  d u r i n g  th at  s a m e  t i m e  p e r i o d .  T h i s  l e v e l  of  
p r o d u c t i o n ,  h o w e v e r ,  is o n l y  t h e  resu lt  o f  s i g n i f i c a n t  i n c r e m e n t a l  
i n v e s t m e n t  w h i c h  i n c l u d e d  in  its e c o n o m i c  j u s t i f i c a t i o n  th e  
a p p l i c a t i o n  of  th e  E L F .  T h e  i n c e n t iv e s  p r o v i d e d  b y  th e  current E L F  
wi l l  a l l o w  t h e  i n d u s t r y  to m a i n t a i n  p r o d u c t i o n  at t h e  h i g h e s t  
p o s s i b l e  rates  t h r o u g h  a d d i t i o n a l  i n c r e m e n t a l  i n v e s t m e n t  in  the  
f u t u r e .

February 22, 1989

< •

Q u e s t i o n  4 :  H o w  m a n y  b a r r e l s  p e r  d a y  a r e  e x t r a c t e d
f r o m  w e l l s  i n  t h e  m o s t  p r o d u c t i v e  o i l  f i e l d s  i n  t h e  v a r i o u s  
l o w e r  4 8  s t a t e s ?  W h a t  i s  t h e  g r e a t e s t  b a r r e l s  p e r  d a y  
e x t r a c t i o n  c o n s i d e r e d  m a r g i n a l  a n d  p r o v i d e d  t a x  c u t s  f o r  
p r o d u c t i o n  i n c e n t i v e  i n  t h e  v a r i o u s  l o w e r  4 8  s t a t e s ?

A n s w e r :  T h e  a v e r a g e  p r o d u c t i o n  from  a n y  we l l  in t h e  lo w e r -4 8
f i e l d s  is s i g n i f i c a n t l y  lo w e r  t h a n  is t h e  a v e r a g e  in A l a s k a  a s  
i n d i c a t e d  b y  t h e  f i g u r e s  p r o v i d e d  b y  t h e  A d m i n i s t r a t i o n .  At  
p r o d u c t i o n  l e v e l s  p r e s e n t e d ,  with or w i t h o u t  a  p r o d u c t i o n  tax 
b u r d e n ,  n o t  o n e  of  t h e s e  f ie ld s  c o u l d  b e  e c o n o m i c a l l y  p r o d u c e d  in 
A l a s k a .  W h e t h e r  a n y  of  t h e s e  f ie ld s  are m a r g i n a l  or n ot  is d ic ta t e d  
b y  m a n y  v a r i a b l e s  i n c l u d i n g  o p e r a t i n g  c o s t s ,  tr an s p o r ta t io n  c o s t s ,  
a n d  e v e n t u a l l y  w e l l h e a d  v a l u e .  H o w e v e r ,  a n y  w e l l  b e c o m e s  m o r e  
m a r g i n a l  a s  its p r o d u c t i o n  a n d  t h e r e f o r e  its re lat ive  prof itab i l ity  
d e c l i n e s .  N o n e  of  t h e s e  f i e l d s  w o u l d  s u r v iv e  a  $ 7 . 0 0  p e r  barrel  
t r a n s p o r t a t i o n  c o s t .

Q u e s t i o n  5 :  W h i c h  o i l  c o m p a n i e s  h a v e  t h e  g r e a t e s t  l e a s e
i n t e r e s t s  i n  P r u d h o e  B a y  a n d  K u p a r u k  o i l  f i e l d s  a n d  w h a t  i s  
t h e  p e r c e n t a g e  o f  t h e i r  l e a s e  i n t e r e s t s ?

A n s w e r :  A t t a c h m e n t  II d e t a i l s  o w n e r s h i p  of P r u d h o e  B a y ,  K u p a r u k
a n d  s e v e r a l  othe r  f ie ld s  in the state. P l e a s e  n o t e  that t h e  c o m p a n i e s  
w h i c h  o w n  s i g n i f i c a n t  p i e c e s  of  P r u d h o e  a n d  K u p a r u k  a re  th e  s a m e  
c o m p a n i e s  w h i c h  o w n  s u b s t a n t i a l  in terests in o th e r  s m a l l e r  f ie ld s .
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Q u e s t i o n  6 :  O i l  c o m p a n i e s :  h o w  m u c h  d i d  y o u  e x t r a c t
w o r l d  w i d e  i n  1 9 7 6 ?  H o w  m u c h  o f  th£* w a s  f r o m  A l a s k a ?  
( P r u d h o e  B a y ? )

A n s w e r :  A R C O  p r o d u c t i o n  in 1 9 7 6 ,  world w i d e  w a s  5 1 1 . 2  M B P D .
A R C O ' s  A l a s k a  p r o d u c t io n  in 1 9 7 6  w a s  2 7 . 7  M B P D ,  all  of  w h ic h  c a m e  
from  f ie ld s  in the  C o o k  Inlet.

&

Q u e s t i o n  7 :  O i l  C o m p a n i e s :  H o w  m u c h  o i l  d i d  y o u  e x t r a c t
w o r l d  w i d e  i n  1 9 8 8 ?  H o w  m u c h  o f  t h a t  w a s  f r o m  A l a s k a ?  
( P r u d h o e  B a y ? )

A n s w e r :  In 1 9 8 8 ,  after A R C O  A l a s k a  I n c . ’s  i n v e s t m e n t  tota led  $ 7 . 6
B i l l i o n  in  the  State  of  A l a s k a ,  A R C O ' s  p r o d u c t i o n  from th e  state w a s  
4 7 0  M B P D  with 3 0 5  M B P D  of  that p r o d u c t i o n  c o m i n g  from P r u d h o e  
B a y .  A R C O ' s  total world w id e  p r o d u c t io n  in 1 9 8 8  w a s  6 7 9 . 7  M B P D .

Q u e s t i o n  8 :  W h i c h  o i l  f i e l d s  w i l l  r e c e i v e  t a x  b r e a k s
f r o m  t h i s  E L F  B i l l ?  W h i c h  o i l  f i e l d s  w i l t  r e c e i v e  t a x  
i n c r e a s e s  f r o m  t h i s  E L F  b i l l ?

A n s w e r :  T h e  o n l y  f i e l d s  current ly  in  o p e r a t i o n  w h i c h  will  h a v e
their t a x e s  r e d u c e d  are E n d i c o t t  a n d  L i s b u r n e  w h o s e  c o m b i n e d  total 
p r o d u c t i o n  is o n l y  1 3 5  M B P D .  P r u d h o e  B a y  a n d  K u p a r u k  f ie ld s  w h ic h  
p r o d u c e  1 , 8 1 5  M B P D ,  will h a v e  their t a x e s  i n c r e a s e d  b y  4 0 %  a n d  
1 6 0 %  r e spe c t ive ly  o v e r  th e  n e x t  ten  y e a r s .  O v e r  9 0 %  of  the  state's 
p r o d u c t i o n  a n d  n e a r ly  al l  of th e  state's r e s e r v e s  will b e  b u r d e n e d  
with a d d i t i o n a l  p r o d u c t i o n  tax u n d e r  H B - 1 1 8 .  W h e n  t h e  two f ie ld s  
that  h o l d  t h e  v a s t  m a jo r i t y  of  t h e  s t a t e s  k n o w n  r e s e r v e s  a re  
b u r d e n e d  b y  m o r e  p r o d u c t io n  tax,  there  c a n  o n l y  b e  a  n e g a t iv e  i m p a c t  
o n  t h e  u l t i m a t e  r e c o v e r y  of  t h e  state 's  o i l  a n d  g a s  r e s o u r c e s .  
A l m o s t  o n e - h a l f  b i l l i o n  b a rre ls  of  a d d i t i o n a l  K u p a r u k  o i l  c a n  b e  
r e c o v e r e d  if e c o n o m i c s  a l lo w .

Q u e s t i o n  9 :  C a n  t h e  E L F  r a i s e  t h e  a m o u n t  t h a t  w o u l d  b e
p a i d  f o r  s e v e r a n c e  t a x e s  a b o v e  t h e  s t a t u t o r y  n o m i n a l  rate  
o f  1 5 %  f o r  a n y  o i l  f i e l d  o r  a n y  o i l  c o m p a n y ?  S o  t h i s  E L F  
b i l l  c a n ' t  d o  t h i s  e i t h e r ,  r i g h t ?

A n s w e r :  H o u s e  B i l l  1 1 8  w o u l d  n o t  s u b j e c t  th e  total p r o d u c t i o n  of
a  f ie l d  to m o r e  t h a n  th e  n o m i n a l  statutory rate o f  1 5 % .  It c o u l d ,  
h o w e v e r ,  s u b j e c t  a n  i n c r e m e n t a l  b arr e l  o f  o i l  p r o d u c e d  to a



F e b r u a r y  2 2 ,  1 9 8 9

# p r o d u c t i o n  tax rate in e x c e s s  of  1 5 % .  T h i s  result w o u l d  p l a c e  a n  
o n e r o u s  b u r d e n  o n  a n y  i n v e s t m e n t  th at  w o u l d  act  to p r o d u c e  
a d d i t i o n a l  barrels o f  oi l  a n d  c a n  o n l y  b e  p e r c e iv e d  a s  a n  in c e n t iv e  to 
k e e p  s m a l l  f ie ld s  s m a l l  a n d  m a k e  b ig  f ie ld s  s m a l le r .

Q u e s t i o n  1 0 :  W i l l  t h i s  E L F  b i l l  r a i s e  t h e  rate  t h a t  w o u l d
b e  p a i d  for  s e v e r a n c e  t a x e s  f o r  i P r u d h o e  B a y  a b o v e  t h e  rate 
t h a t  w a s  p a i d  b y  o i l  c o m p a n i e s  at P r u d h o e  B a y  p r i o r  t o  J u n e  
2 0 ,  1 9 8 7 ?

A n s w e r :  A g a i n ,  it is p o s s i b l e  for the  rate o n  a n  a d d i t i o n a l  barrel
p r o d u c e d  at P r u d h o e  B a y  to b e  b u r d e n e d  with a  p r o d u c t i o n  tax in 
e x c e s s  o f  t h e  1 5 %  rate. F r o m  1 9 8 1  t h r o u g h  J u n e  2 0 ,  1 9 8 7 ,  th e  
" r o u n d in g  rule" w a s  a p p l i e d  to p r o d u c t i o n  at P r u d h o e  B a y  that set  its 
E L F  at 1 . 0  a n d  its p r o d u c t io n  tax rate therefore at 1 5 % .  H o u s e  Bi l l  
1 1 8  w o u l d  ra ise  t h e  rate to 1 4 . 9 % .  K u p a r u k ' s  rate w o u l d  g o  from 
8 . 4 %  to 1 3 . 2 % .

Q u e s t i o n  1 1 :  H o w  m u c h  i s  b e i n g  p a i d  t o  t h e  S t a t e  o f
A l a s k a  i n  s e v e r a n c e  t a x e s  e a c h  y e a r ?

A n s w e r :  T h e  f iscal  y e a r  1 9 8 8  s e v e r a n c e  tax c o l l e c t io n s ,  b a s e d  o n
th e  A l a s k a  D e p a r t m e n t  of  R e v e n u e ' s  O c t o b e r ,  1 9 8 8  R e v e n u e  f igures ,  
w ere  $ 8 1 6 . 4 M M .

Q u e s t i o n  1 2 :  H o w  d o e s  t h e  a m o u n t  t h a t  A l a s k a  r e c e i v e s  i n
s e v e r a n c e  t a x e s  c o m p a r e s  t o  t h e  a m o u n t  t h a t  o t h e r  o i l -  
p r o d u c i n g  s t a t e s  a n d  n a t i o n s  r e c e i v e ?  H o w  m u c h  w o u l d  t h e  
f i e l d s  i n  t h e  l o w e r  48  p a y  if  t h e y  w e r e  p l a c e d  u n d e r  t h e  
A l a s k a  t a x  s t r u c t u r e ?

A n s w e r :  A  d e f in i t iv e  s t u d y  of  s e v e r a n c e  tax rates t h r o u g h o u t  the
n a t i o n  w o u l d  b e  a  c o m p l e x  task,  h o w e v e r ,  b a s e d  strictly o n  statutory 
rates  A l a s k a  still m a i n t a i n s  th e  h i g h e s t  rate in t h e  n a t i o n  at 1 5 % .  
A R C O ' s  l o w e r - 4 8  p r o d u c t i o n  c o m p a n y ,  w h i c h  o w n s  a n d  o p e r a t e s  
f i e l d s  in  m a n y  of  t h e  s i g n i f i c a n t  p e t r o l e u m  p r o d u c i n g  a r e a s  ut i l izes  
a n  a v e r a g e  s e v e r a n c e  tax rate of 5 %  in its f in a n c ia l  p l a n n i n g .  At the 
p r o d u c t i o n  p e r  w e l l  rates q u o t e d  b y  t h e  a d m in is t r a t io n  in  its earl ier 
t e s t i m o n y  n o n e  of  t h e  f ie ld s  p r o d u c i n g  in o the r  states  w o u l d  b e  
e c o n o m i c a l l y  v i a b l e  in A l a s k a  s o  n o  ta xes  w o u l d  b e  p a i d  in a n y  c a s e .

A s  t h e  c h a r t s  u s e d  b y  t h e  A d m i n i s t r a t i o n  in their  t e s t i m o n y  s o  
c le a r ly  p o i n t  o u t ,  s n a p  s h o t  c o m p a r i s o n s  b e t w e e n  A l a s k a  a n d  other
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s t a t e s  or o i l  p r o d u c i n g  n a t i o n s  a r e  of  q u e s t i o n a b l e  u s e .  T h e  
c o m p a r i s o n s  c a n  e a s i l y  m i s l e a d  a n d  a r e  d e p e n d e n t  o n  s o  m a n y  
v a r i a b l e s  that  t h e y  a r e  d i f f ic u lt  to a c c u r a t e l y  q u a n t i f y .  F o r  
e x a m p l e :  W h e n  the a d m in is trat io n 's  bar  chart c o m p a r i n g  A l a s k a  a n d  
I n d o n e s i a  is reforma tted  to s h o w  p e r c e n t  o f  r e v e n u e  a s  w e l l  a s  
g r o s s  r e v e n u e  ( A t t a c h m e n t  I I I ) ,  it b e c o m e s  q u i c k ly  e v i d e n t  that the  
S t a t e  of  A l a s k a  r e c e i v e s  a  la r g e r  p e r c e n t a g e  o f  t h e  a v a i l a b l e  
r e v e n u e  from  c r u d e  o i l  p r o d u c t io n  t h a n  I n d o n e s i a  r e c e i v e s .  B u t  this 
b a r  c h a r t  t o o  i g n o r e s  t h e  d i f f e r e n c e s  in  c a p i t a l  c o m m i t m e n t s ,  
c o n c e s s i o n s  b y  s o v e r e i g n s ,  l i fting c o s t s ,  t r a d e  r e s tr ic t io ns ,  a n d  
m a n y  o ther  factors.

#

It a p p e a r s  t h a t  t h e  A d m i n i s t r a t i o n ' s  D i v i s i o n  o f  P o l i c y  b e s t  
d e s c r i b e d  th e  u s e f u l n e s s  of  the  n a t i o n  a n d  state tax c o m p a r i s o n s  in 
1 9 8 8  in  their  E L F  P o l i c y  P e r s p e c t iv e  w h e n  t h e y  st ated  " D i f f e r e n c e s  
l ike  t h e s e  m a k e  s im p l i s t ic  c o m p a r i s o n s  r e g a r d i n g  w h i c h  state  h a s  
t h e  h i g h e s t  or lo west s e v e r a n c e  tax of  l im ite d  use".

Q u e s t i o n  1 3 :  O i l  C o m p a n i e s :  D o  y o u  h a v e  N o r t h  S e a
p r o d u c t i o n ?  If s o ,  w h a t  p e r c e n t  o f  t h e  t o t a l  e c o n o m i c  r e n t
d o  y o u  r e a l i z e  f r o m  y o u r  A l a s k a  p r o d u c t i o n  a n d  w h a t  
p e r c e n t  d o  y o u  r e a l i z e  f r o m  y o u r  N o r t h  S e a  p r o d u c t i o n ?

A n s w e r :  A R C O  h a s  n o  s ig n i f ic a n t  North S e a  o i l  p r o d u c t i o n  a n d  is
therefore  u n a b l e  to a d e q u a t e l y  r e s p o n d  to this q u e s t i o n .

Q u e s t i o n  1 4 :  O i l  C o m p a n i e s :  H o w  m u c h  p r o f i t  i s  b e i n g
m a d e  o f f  o f  t h e  m o s t  p r o d u c t i v e  o i l  f i e l d s  i n  t h e  l o w e r  4 8  
s t a t e s ?

A n s w e r :  T h e  p r o f it a b i l i t y  o f  m a n y  f i e l d s  in  t h e  l o w e r - 4 8  is
u n k n o w n  to A R C O  s i n c e  w e  d o  n ot  h a v e  interest in e v e r y  low er-48  
f ie l d .  S p e c i f i c  prof itabi l ity d a t a  of  a n y  p art ic u la r  f ie ld  in w h i c h  w e  
h a v e  a n  in te re s t  is c o n s i d e r e d  c o m p a n y  c o n f i d e n t i a l  d a t a  a n d  we 
regret that w e  c a n n o t  s h a r e  this with y o u .  H o w e v e r ,  n o  L o w e r - 4 8  
o i l  f ie ld  m u s t  c o p e  with a  $ 7 . 0 0  pe r  barrel  transportat ion  b u r d e n .

Q u e s t i o n  1 5 :  O i l  C o m p a n i e s :  H o w  m u c h  p r o f i t  i s  b e i n g
m a d e  o f f  o f  t h e  m o s t  p r o d u c t i v e  o i l  f i e l d s  i n  o t h e r  o i l -  
p r o d u c i n g  c o u n t r i e s ?

A n s w e r :  A R C O  A l a s k a  I n c .  d o e s  n o t  h a v e  a d e q u a t e  d a t a  for
i n t e r n a t i o n a l  o p e r a t i o n s  to p r o v i d e  a n y  m e a n i n g f u l  i n s i g h t s  into  this



i s s u e .  W e  c a n  s a y  h o w e v e r ,  that t h e  s t a t e s  d o c u m e n t a t i o n  
c o n c e r n i n g  I n d o n e s i a  is v e r y  m i s l e a d i n g  b e c a u s e  o f  m a j o r  
d i f f e r e n c e s  in  w e l l h e a d  p r ic e  d u e  to tr a n s p o r t a t io n  a n d  e x p o r t  
r e s t r i c t i o n s .

Q u e s t i o n  1 6 :  H o w  m u c h  p r o f i t  i s  b e i n g  m a d e  o f f  o f
P r u d h o e  B a y  a n d  K u p a r u k  o i l  f i e l d s  e a c h  d a y ?

A n s w e r :  C u r r e n t  p u b l i c  d a t a  a v a i l a b l e  o n  the  prof itabi l ity of b o t h
th e  P r u d h o e  B a y  a n d  K u p a r u k  f ie lds is from B a r c la y s  d e  Z o e t e  W e d d ,  
a n  i n d e p e n d e n t  L o n d o n  In v e s t m e n t  H o u s e .  T h e s e  f igures are p r o v id e d  
o n  A t t a c h m e n t  I.

Q u e s t i o n  1 7 :  D o e s  t h i s  i n c l u d e  T A P S ?  If n o t ,  w h a t  is  t h e
p r o f i t  o n  T A P S ?

A n s w e r :  F o r  a  l o o k  at T A P S  profits w e  w o u l d  refer y o u  to th e
T A P S  s e t t l e m e n t  m e t h o d o l o g y  to w h i c h  t h e  S t a t e  o f  A l a s k a  is 
s i g n a t o r y .  T h e  q u e s t i o n  of T A P S  profits is,  w e  s u b m i t ,  irrelevant to 
th e  i s s u e  of  H B - 1 1 8 .  T h e  i s s u e  of  taxes  o n  transportat ion ,  w h ic h  is 
b e i n g  d i s c u s s e d  h e r e ,  is a n  i s s u e  that  w a s  s e t t l e d  in  t h e  
d e v e l o p m e n t  of  t h e  T A P S  s e t t le m e n t .  In a n y  e v e n t ,  s i n c e  A R C O  
A l a s k a ' s  current  N o r t h  S l o p e  p r o d u c t i o n  e x c e e d s  A R C O  P i p e l i n e  
C o m p a n y ' s  T A P S  c a p a c i t y ,  a n y  i n c r e m e n t a l  pro je ct  o i l  is s h i p p e d  
t h r o u g h  a n o t h e r  o w n e r s  p i p e l i n e  c a p a c i t y .

Q u e s t i o n  1 8 :  W h a t  p u b l i c  s o u r c e s  c o r r o b o r a t e  t h i s ?
W o u l d  y o u  p r o v i d e  m a t e r i a l s  p r o v i n g  t h i s ?  W o u l d  y o u  
p r o v i d e  a  d e t a i l e d  l i s t  o f  y o u r  r e v e n u e s  a n d  e x p e n s e s ?

A n s w e r :  T h e s e  f ig u r e s  in B a r c l a y s  d e  Z o e t e  W e d d  a r e  p u b l i c
i n f o r m a t i o n  a n d  a r e  u t i l i z e d  b e c a u s e  th e y  are  p u b l i c  i n f o r m a t i o n .  
T h e  p u b l i c  i n v e s t m e n t  c o m m u n i t y  are u l t im a te ly  t h e  o w n e r s  of th e  
c o m p a n i e s  in  o u r  in d us tr y  a n d  their p e r c e p t i o n  a s  to prof itabi l ity 
a n d / o r  t h e  v a l u e  o f  i n v e s t m e n t s  is of  p a r a m o u n t  c o n c e r n  to o u r  
c o m p a n i e s .  A d d i t i o n a l  d e t a i l e d  b r e a k d o w n s  of  c o s t s  a n d  r e v e n u e s  
c a n n o t  b e  p r o v i d e d  in this p u b l i c  f o r u m  b e c a u s e  they  ar e  c o n s i d e r e d  
c o m p a n y  c o n f i d e n t i a l  for c o m p e t i t i v e  r e a s o n s  a s  wel l  a s  for S E C  
d i s c l o s u r e  p u r p o s e s .

Q u e s t i o n  1 9 :  H o w  m u c h  p r o f i t  i s  m a d e  f r o m  r e f i n e d
p r o d u c t s  f r o m  A l a s k a n  o i l ?



A n s w e r :  Prof its  g e n e r a t e d  o n  t h e  r e f i n i n g  a n d  m a r k e t i n g  o f
A l a s k a n  s o u r c e  o i l  are n o  m o r e  or le s s  t h a n  t h o s e  g e n e r a t e d  o n  
s im i la r  q u a l i t y  c r u d e  from other  s o u r c e s .  C r u d e  o i l ,  w h e t h e r  from 
a n  A l a s k a n  or o th e r  s o u r c e ,  is a  c o m m o d i t y  w h i c h  is v a l u e d  a n d  
tr ad e d  b a s e d  o n  .q ua l it y ,  l o c a t io n  a n d  market c o n d i t i o n s .  At the s a m e  
l o c a l e ,  a n y  s o u r c e  c r u d e  oi l  h a s  the s a m e  v a l u e  or cost a s  a n y  other 
s o u r c e  s im i l a r  q u a l i t y  c r u d e  o i l .  N o  m o r e  r e f in in g  or m a r k e t in g  
profit is m a d e  o n  p r o d u c t s  r e f in e d  from A l a s k a n  s o u r c e  c r u d e  o i l  
t h a n  is m a d e  o n  p r o d u c t s  r e f in e d  from a n y  othe r  s o u r c e  s im i la r  
q u a l i t y  c r u d e  o i l .

Q u e s t i o n  2 0 :  W h a t  d i d  t h e  o i l  c o m p a n i e s  o f  P r u d h o e  B a y
d o  w i t h  t h e  s a v i n g s  m a d e  a s  a  r e s u l t  o f  t h e  t a x  b r e a k  
o c c u r r i n g  o n  J u n e  2 0 ,  1 9 8 7 ?

A n s w e r :  First a s  w e  h a v e  p r e v i o u s ly  d i s c u s s e d ,  t h e  E L F  is n ot  a
tax b r e a k ,  it is a n  i n c e n t i v e  p r o v i d e d  to i n c r e a s e  t h e  u l t i m a t e
a m o u n t  o f  c r u d e  oi l  p r o d u c e d  in  the  state.  T h e  c u m u l a t i v e  r e d u c t io n  
in p r o d u c t i o n  t a x e s ,  relat ive to a  flat 1 5 %  rate that  a c c r u e d  from
J u n e ,  1 9 8 7  to D e c e m b e r ,  1 9 8 8  w a s  $ 4 3 M M  strictly to A R C O  D u r i n g
that s a m e  t i m e  f r a m e  A R C O  h a s  i n v e s t e d  $ 7 7 M M  in c a p i t a l  at
P r u d h o e .  T h i s  q u e s t i o n  d o e s  n o t  a d d r e s s  the $ 3  B i l l i o n  of  i n v e s t m e n t  
that w a s  m a d e  b y  th e  o i l  industry in the state d u r in g  1 9 8 6  a n d  early 
1 9 8 7  w h i c h  w a s  in part j ust i f ied  a n d  f u n d e d  in  c o n t e m p l a t i o n  of  th e  
exp irat ion  of  the  " r o u n d in g  rule" o n  P r u d h o e  B a y  in J u n e  of  1 9 8 7 .

Q u e s t i o n  2 1 :  W h a t  p e r c e n t  o f  m o n e y  g r o s s e d  b y  A l a s k a ' s
o i l  i n  P r u d h o e  B a y  a n d  K u p a r u k  i s  r e i n v e s t e d  i n  A l a s k a ?  
H o w  m u c h  m o n e y  i s  s e n t  o u t s i d e ?

A n s w e r :  M o r e  t h a n  1 0 0 %  of  th e  last three  y e a r s  n e t  profits of
A R C O  A l a s k a  I n c .  h a v e  b e e n  r e in v e s t e d  in n e w  f ix ed  a s s e t s  a n d  
e xp lo r a t io n  in A l a s k a  ( i .e .  n o n e  h a s  g o n e  s o u t h ) .

Q u e s t i o n  2 2 :  H o w  m a n y  j o b s  a r e  i n v o l v e d  i n  s t a r t i n g  u p  a
s m a l l  o i l  f i e l d ?  H o w  m a n y  j o b s  a r e  i n v o l v e d  i n  m a i n t a i n i n g  
a  s m a l l  f i e l d ?

A n s w e r :  T h e  m a r g i n a l  pro jects n o w  b e i n g  p l a n n e d  for th e  K u p a r u k
f ie ld  o v e r  the  n e x t  f ive y e a r s  will requ ire  $ 1 . 6  b i l l i o n  a n d  4 0 0 0  m a n  
y e a r s  o f  c o n s t r u c t i o n  l a b o r  to c o m p l e t e .  T h e s e  n e w  w e l l s  a n d  
fac i l i t ies  wi ll  r e q u ir e  at le a s t  40  a d d i t i o n a l  o p e r a t i n g  s t a f\  n e a r ly  
a s  m a n y  a s  it ta k e s  to o p e r a t e  the  entire L i s b u r n e  o i l  f ie ld .
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Q u e s t i o n  2 3 :  H o w  m a n y  A l a s k a n s  w e r e  e m p l o y e d  b y  t h e  o i l
c o m p a n i e s  o f  P r u d h o e  B a y  p r i o r  t o  J u n e  2 0 ,  1 9 8 7  w h e n  t h e  
t a x  c u t  k i c k e d  i n ?  H o w  m a n y  A l a s k a n s  a r e  e m p l o y e d  b y  t h e  
o i f  c o m p a n i e s  o f  P r u d h o e  B a y  n o w ?

A n s w e r :  A s  of  J u n e  2 0 ,  1 9 8 7  A R C O  A l a s k a  h a d  2 , 5 7 8  e m p l o y e e s .
At the e n d  of  1 9 8 8  A R C O  A l a s k a  e m p l o y e d  ove r  2 , 8 0 0 .  T h e s e  f igures  
h o w e v e r  o n l y  s h o w  ha l f  of  t h e  p icture.  T h e  n u m b e r  of e m p l o y e e s  
h a s  i n c r e a s e d  s i n c e  the  J u n e  2 0 ,  1 9 8 7  d a t e ,  b u t  of  m o r e  s i g n i f i c a n c e  
is the  fact that 1 4 2  of  t h e s e  p e r m a n e n t  o p e r a t i n g  j o b s  h a v e  b e e n  
c r e a t e d  s o l e l y  d u e  to p ro jects  s u c h  a s  th e  C e n t r a l  G a s  Fac i l i ty  a n d  
th e  K u p a r u k  C P F - 3 .  ( T h i s  f ig ure  d o e s  n o t  c o n s i d e r  th e  m i l l i o n s  of 
m a n  h o u r s  of  c o n st ru c t ion  l a b o r  that w a s  c r e a t e d  in e s t a b l i s h i n g  the 
f a c i l i t ies ) .  T h e s e  pro je cts  w ere  i n t e n d e d  to i n c r e a s e  t h e  u l t im ate  
p r o d u c t i o n  o f  A l a s k a n  oi l  a n d  g a s  a n d  a r e  e x a c t ly  t h e  t y p e  of 
pro jects the  E L F  w a s  i n t e n d e d  to s t im u la te .  T h e  majority of  A l a s k a n  
j o b s  c re a t e d  t h r o u g h  the  o p e r a t i o n  of e n h a n c e d  recovery  pro jects  are 
attr ibutab le  to activ it ies at K u p a r u k  a n d  P r u d h o e  B a y ,  the  two f ie ld s  
that w o u l d  b e  m o s t  a d v e r s e l y  im p a c t e d  by  th e  p a s s a g e  of H B - 1 1 8 .

Q u e s t i o n  2 4 :  W h a t  i s  t h e  l o n g - t e r m  e f f e c t  o n  A l a s k a n
j o b s  i n  P r u d h o e  B a y  a n d  K u p a r u k  o i l  f i e l d s  a s  a  r e s u l t  o f  
t h i s  E L F  b i l l ?

A n s w e r :  T h e  l o n g  t e r m  i m p a c t  o f  p a s s a g e  o f  H B - 1 1 8  w i l l
b e  t h a t  t h e r e  w i l l  b e  f e w e r  j o b s  i n  A l a s k a .  A s  q u e s t i o n  2 3  s o  
v iv id ly  p o i n t s  out ,  i n v e s t m e n t  d o l la r s  ar e  s p e n t  a n d  j o b s  a r e  c re a t e d  
in the  f ie ld s  w h e r e  t h e  g re a t e st  l i k e l i h o o d  of a d d i t i o n a l  r e c o v e r y  is 
f o u n d .  T h o s e  s a m e  i n v e s t m e n t  do l la rs  are s p e n t  a n d  j o b s  c re a t e d  not 
o n  the b a s i s  of  a  f ie ld s  profitabi l ity,  but  o n  the  b a s i s  of  t h e  v a l u e  of 
p r o d u c i n g  the  next  barrel  of  o i l .  At  P r u d h o e  a n d  K u p a r u k ,  H B - 1 1 8  
will  o n ly  m a k e  the  next  barrel  of  o i l  m o r e  e x p e n s i v e  to p r o d u c e  a n d  
th e r e f o r e  it will  b e  l e s s  l ike ly  to e v e r  b e  p r o d u c e d .  T h a t  m e a n s  
there  will  b e  m o r e  oi l  left in the g r o u n d ,  fewer oi l  industry j o b s  a n d  
fewer s u p p o r t  in dus tr y  j o b s  b e c a u s e  t h e r e  will  b e  fewer fac i l i t ies  
to o p e r a t e .

Q u e s t i o n  2 5 :  H o w  m a n y  A l a s k a n s  a r e  e m p l o y e d  b y  t h e  o i l
c o m p a n i e s  o f  t h e  m a r g i n a l  o i l  f i e l d s  n o w ?  H o w  m a n y  
A l a s k a n s  a r e  l i k e l y  t o  b e  e m p l o y e d  b y  t h e  o i l  c o m p a n i e s  o f  
e x i s t i n g  m a r g i n a l  o i l  f i e l d s  a n d  i n  d e v e l o p i n g  o t h e r  o i l  
f i e l d s  a s  a  r e s u l t  o f  t h i s  E L F  b i l l ?

B B
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F e b r u a r y  2 2 ,  1 9 8 9

A n s w e r :  E v e r y  A l a s k a n  w h o  works in the  o i l  industry works for a n
o i l  c o m p a n y  that o w n s  a n  interest in  a  f ie ld  w h e r e  th e re  a r e  
m a r g i n a l  p r o je c t s  that w o u l d  b e  d e t r im e n t a l ly  e f fec t e d  b y  H B - 1 1 8 .  
T h e  q u e s t i o n  that n e e d s  to b e  a s k e d  is h o w  m a n y  j o b s  will b e  
c r e a t e d  u n d e r  the current E L F  that will  not  b e  c r e a t e d  u n d e r  H B -  
1 1 8 ?  E n h a n c e d  r e covery  p r o je ct s  at P r u d h o e  a n d  K u p a r u k  c a n  
p r o v i d e  a c c e s s  to a d d i t i o n a l  r e c o v e r a b l e  r e se r v e s  o f  a b o u t  t w i c e  
t h e  r e c o v e r a b l e  r e s e r v e s  of  a l l  t h e  o t h e r  o i l  f i e l d s  in A l a s k a  
c o m b i n e d .  T h e s e  a d d i t i o n a l  pro je cts  c o u l d  c o n t r ib u t e  ove r  4 0 0 M M  
barre ls  o f  o i l  to A la s k a ' s  royalty s h a r e  a n d  w o u l d  h e l p  m a i n t a i n  or 
cre ate  m a n y  A l a s k a n  j o b s .  H B - 1 1 8  creates  a n  a d d i t i o n a l  r o a d b l o c k  
to j u s t i f y in g  a n y  of  t h e s e  pro jects .

Q u e s t i o n  2 6 :  W h a t  i s  t h e  l o n g - t e r m  e f f e c t  o n  A l a s k a n
j o b s  i n  t h e  s m a l l e r  o i l  f i e l d s  a s  a  r e s u l t  o f  t h i s  E L F  b i l l ?

A n s w e r :  H B - 1 1 8  w o u l d  p r o v id e  few or n o  n e w  j o b s  a n y w h e r e  in
the  A l a s k a n  o i l  industry .  M o r e  j o b s  ex ist at P r u d h o e  a n d  K u p a r u k  
t h a n  at a l l  the  other  f ie ld s  in A l a s k a  c o m b i n e d .  T h e  n e g a t iv e  i m p a c t  
of  H B - 1 1 8  w o u l d  a c t  to d e c r e a s e  activit ies at t h e s e  f ie ld s .  T h e  l o n g  
term effect w o u l d  a l s o  b e  to d e c r e a s e  the  n u m b e r  of A l a s k a n  j o b s .  
A R C O  A l a s k a  is a  m a j o r  interest o w n e r  in b o t h  la rge  a n d  s m a l l  f ie ld s  
in A l a s k a  (as  d e f i n e d  by  the A d m in is t r a t io n ) .  T h e s e  interests p l a c e s  
u s  in  a n  e x c e l l e n t  p o s i t i o n  to a s s e s s  th e  effects of  H B - 1 1 8  o n  j o b s .  
A R C O  A l a s k a  b e l i e v e s  t h i s  b i l l  w i l l  a c t  t o  d e c r e a s e  t h e  
u l t i m a t e  r e c o v e r y  o f  A l a s k a n  o i l  a n d  r e d u c e  t h e  n u m b e r  o f  
j o b s  i n  A l a s k a .
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A N S  N e t  R e v e n u e

A s s u m e d  C r u d e  Pr ice
Tanker Freight 
Qua l i ty  Differential 
T A P S  Tariff 
Kuparuk  Pipe l i ne  
Pipel ine Loss  
W e l lh ea d  Price

Production Cost 
and  Capital Recovery 
Total Net Revenue

State Royalty 
Severance Tax 
Property T a x  
State Income Tax 
Total State

Federal Income Tax

Producer Profit

P r u d h o e

• 4 ?,;

K u p a r u k
$ / b b l

1 4 . 0 1
2 . 7 0
0 . 0 0
3 . 1 1
0 . 0 0
0 . 1 0

1 4 . 0 1
2 . 7 0
0 . 4 0
3 . 1 1
0 . 7 0
0 . 1 0

8 . 1 0 7 . 0 0

2 . 8 0 5 . 4 3
5 . 3 0 1 . 5 8

0 . 9 3 0 . 8 2
0 . 8 9 0 . 5 4
0 . 2 6 0 . 4 4
0 . 1 0 - 0 . 0 1
2 . 1 7 1 . 7 9

1 . 0 6 - 0 . 0 7

2 . 0 6 - 0 . 1 4

Source:
Barclays d e  Zoete  W e d d ,  September 198 8  
Alaska Department of R e v e n u e  October 19 8 8  
State of Alaska Royalty a n d  Severance Methodology

< •



Field

State
Royalty ARCO Exxon BP Union Mobil Phillips Chevron

Cities
Service Conoco Other

Prudhoe (Oil) .125000 .217800 .217776 .506848 .018916 .018805 • .006718 .013137

Prudhoe (Gas) .125000 .425649 .425648 .138399

Kuparuk 

U sbu rn e  

Endicott 

Ntafcuk 

M ine  Point

.125000 .563010 .002180 .387560

.125000 .400000 .400000 .200000

.140000 .000234 .210206 . 567625

.125000

.178250

1.000000

.002844 

.042500 .003660

.105174

.002629

PL Thompson .125000 .033400 .393400 .194000 .117000

Swanson R iver .161913 .484864 .015136

.004831

.001090

.180000

.103500 .089000

.484864

.104840

.110000 .710000

.069700 

.015136



• , • ...

,v,T m I
A d m i n i s t r a t i o n ' s  I n d o n e s i a  C o m p a r i s o n  

O n  a  D o l l a r  p e r  B a r r e l  B a s i s

$ 1 7 . 5 0

I n d o n e s i a  A l a s k a

Note: Refer to Administration's testimony; ($3. 1  B i l l ion+2 .0  M M B P D ,  compared  to the A D O R  w el lhead  value)
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S U B J E C T :  H B  118; E L F  A p p l i c a t i o n  D a t e  I s s u e s

E L F  A P P L I C A T I O N  D A T E  I S S U E S

T w o  l e g a l  m e m o s  (one b y  L e g i s l a t i v e  L e g a i  a n d  o n e  b y  t h e  
A t t o r n e y  G e n e r a l ' s  Office) h a v e  b e e n  d o n e  o n  t h e  
c o n s t i t u t i o n a l i t y  o f  r e t r o a c t i v e  d a t e s .  B o t h  c o n c l u d e  t h a t  a 
r e a s o n a b l e  r e t r o a c t i v e  date, s u p p o r t e d  b y  p u b l i c  p o l i c y  
r e a s o n s  in  t h e  reco r d ,  w i l l  b e  f o u n d  c o n s t i t u t i o n a l .

In  s u m m a r y ,  t h e  l a w  r e q u i r e s  that, t o  b e  r e t r o s p e c t i v e ,  a 
s t a t u t e  m u s t  s p e c i f y  chat it is r e t r o s p e c t i v e ,  a n d  t h e r e  m u s t  
b e  a t w o - t h i r d s  v o t e  f o r  an i m m e d i a t e  e f f e c t i v e  d a te. T h e r e  
is p r e c e d e n t  in  A l a s k a  a n d  f e d e r a l  l a w  f o r  r e t r o a c t i v e  
a p p l i c a t i o n  o f  a s t a t u t e  b a c k  f r o m  t h e  d a t e  o f  e n a c t m e n t  to  
t h e  b e g i n n i n g  o f  t h e  c a l e n d a r  year. R e t r o a c t i v i t y  h a s  a l s o  
b e e n  a l l o w e d  d u r i n g  t h e  y e a r  of t h e  p r e c e d i n g  s e s s i o n .  I n  one 
f e d e r a l  case, a c o u r t  u p h e l d  a t a x  p a s s e d  in 1 9 3 5  a p p l i c a b l e  
t o  t a x  y e a r s  1933 a n d  1934. In t h e  p r e s e n t  c ase, t h e  
m o d i f i c a t i o n  o f  t h e  E L F  w o u l d  r e s u l t  in r e t r o a c t i v e  
a p p l i c a t i o n  b a c k  t w o  ye a r s .  W h i l e  t h e  p r e s e n t  c a s e  is 
s o m e w h a t  d i f f e r e n t  f r o m  t h e  1935 case, t h a t  c a s e  s u p p o r t s  t h e  
l i k e l i h o o d  t h a t  t h e  t w o - y e a r  a p p l i c a t i o n  in  t h i s  c a s e  w i l l  be  
u p h e l d .

T h e  f e d e r a l  r u l e  o f  l a w  is b a s e d  o n  " r e a s o n a b l e  n o t i c e "  
w h e t h e r  t h e  n a t u r e  o r  t h e  a m o u n t  o f  t h e  t a x  c o u l d  n o t  h a v e  
r e a s o n a b l y  a n t i c i p a t e d  b y  t h e  t a x p a y e r  a t  t h e  t i m e  t h e  
a p p l i c a t i o n  d a t e  w o u l d  b e g i n .  C h a n g e s  t o  t a x  r a t e s  a r e  
p r e s u m e d  t o  b e  f o r e s e e a b l e .  In o n e  c ase, t h e  c o u r t  f l a t l y  
r e j e c t e d  a t a x p a y e r ' s  a r g u m e n t  t h a t  r e t r o a c t i v i t y  w a s  b a r r e d  
b y  d u e  p r o c e s s  b e c a u s e  t h e  p r o p o s e d  r a t e  i n c r e a s e  h a d  b e e n  
u n d e r  p u b l i c  d i s c u s s i o n  b e f o r e  C o n g r e s s  f o r  a b o u t  a y e a r  a n d  
c o n c l u d e d  t h a t  t h i s  h a d  p r o v i d e d  a m p l e  n o t i c e  o f  t h e  i n c r e a s e .  
In t h e  p r e s e n t  case, t h e  t a x p a y e r s  h a v e  b e e n  o n  n o t i c e  t h a t



t h e  E L F  m a y  b e  m o d i f i e d  s i n c e  J a n u a r y  1987, w h e n  H B  164 was 
i n t r o d u c e d .  In  fact, t h e  t a x p a y e r s  w e r e  o n  n o t i c e  e v e n  b a c k  
in  1981 t h a t  t h e  l e g i s l a t u r e  m i g h t  r e a s s e s s  t h e  t a x  s t r u c t u r e  
i n  1987.

iThile it is u n l i k e l y  t h a t  t h e  r e t r o a c t i v e  d a t e  b a c k  to J u l y  1, 
1987 w o u l d  b e  f o u n d  u n c o n s t i t u t i o n a l  if c h a l l e n g e d ,  to e n s u r e  
t h a t  t h e r e  w o n ’t b e  a p r o b l e m ,  a l t e r n a t i v e  a p p l i c a t i o n  d a t e s  
a r e  a l s o  a d d e d  t o  t h e  b i l l  in t h e  C o m m i t t e e  s u b s t i t u t e .  
A l t e r n a t i v e  d a t e s  i n c l u d e  J u l y  1, 1988 (the b e g i n n i n g  of t h e  
f i s c a l  ye a r ) ,  J a n u a r y  1, 1989 (the b e g i n n i n g  of  t h e  c a l e n d a r  
y e a r ) , a n d  i m m e d i a t e l y  o n  t h e  e f f e c t i v e  d a t e  o f  t h e  Act.

T h e  f o l l o w i n g  q u e s t i o n s  a n d  a n s w e r s  e s t a b l i s h  f o r  -che r e c o r d  
t h e  r e a s o n a b l e n e s s  o f  t h e  r e t r o a c t i v e  d a t e  b a c k  to J u l y  1, 
1987.

(1) Is t h e  m o d i f i c a t i o n  o f  t h e  E L F  a n d  t h e  r e t r o a c t i v e  
a p p l i c a t i o n  d a t e  r e m e d i a l ?

T h e  a n s w e r  is: Yes, t h e  E L F  m o d i f i c a t i o n  a n d  t h e  r e t r o a c t i v e
a p p l i c a t i o n  d a t e  a r e  r e m e d i a l .  T h e  m o d i f i c a t i o n  of  the E L F  is 
d e s i g n e d  t o  c l o s e  u p  a l o o p h o l e  t h a t  a l l o w e d  p r o f i t a b l e  
P r u d h o e  B a y  a n d  K u p a r u k  oil f i e l d s  a t a x  c u t  t h a t  w a s  d e s i g n e d  
f o r  m a r g i n a l  f i e lds. T h e  m o d i f i c a t i o n  of  t h e  E L F  a l l o w s  t h e  
E L F  t o  f u n c t i o n  t h e  w a y  it w a s  m e a n t  t o  f u n c t i o n .  T h e  
r e t r o a c t i v e  d a t e  of J u l y  1, 1987, e n a b l e s  t h e  s t a t e  to  r e c e i v e  
f r o m  t h e  o i l  c o m p a n i e s  a l l  t h e  r e v e n u e  l o s t  as a r e s u l t  of t h e  
l o o p h o l e  g o i n g  i n t o  e f f e c t  at  t h e  e n d  of  J u n e  1987.

(2) W h a t  i m p o r t a n t  p u b l i c  p o l i c y  d o e s  t h e  m o d i f i c a t i o n  of 
t h e  E L F  a n d  t h e  r e t r o a c t i v e  a p p l i c a t i o n  d a t e  f u r t h e r ?

T h e  a n s w e r  is: T h e  m o d i f i c a t i o n  o f  t h e  E L F  a n d  t h e
r e t r o a c t i v e  a p p l i c a t i o n  d a t e  r e f l e c t s  i m p o r t a n t  p u b l i c  p o l i c y  
r e l a t i n g  b o t h  t o  s t a t e  r e v e n u e s  a n d  t o  u s e  of  s t a t e  r e s o u r c e s .  
T h e  s e v e r a n c e  t a x  s e r v e s  to r a i s e  r e v e n u e  f o r  t h e  state, w h i c h  
a l l o w s  t h e  s t a t e  t o  p r o v i d e  n e e d e d  s e r v i c e s  f o r  all t h e  
p e o p l e .  A s i d e  f r o m  m e r e l y  r a i s i n g  r e v e n u e ,  t h e  s e v e r a n c e  t a x  
s e r v e s  to  o b t a i n  f o r  all t h e  p e o p l e  o f  t h e  s t a t e  b e n e f i t s  f r o m  
t h e  o i l  r e s o u r c e s  o f  t h e  state, i n  a c c o r d a n c e  w i t h  
c o n s t i t u t i o n a l  m a n d a t e .  T h e  A l a s k a  C o n s t i t u t i o n  r e q u i r e s  t h e  
l e g i s l a t u r e  t o  p r o v i d e  f o r  t h e  u t i l i z a t i o n ,  d e v e l o p m e n t ,  a n d  
c o n s e r v a t i o n  of  all n a t u r a l  r e s o u r c e s  b e l o n g i n g  to t h e  s t a t e  
f o r  t h e  m a x i m u m  b e n e f i t  o f  t h e  p e o p l e .  T h us, a n  a p p r o p r i a t e  
s e v e r a n c e  t a x  is c o n s t i t u t i o n a l l y  n e c e s s a r y ,  r e g a r d l e s s  of  t h e  
s t a t e ' s  f i s c a l  n e e d s .

(3) W i l l  t h e  m o d i f i c a t i o n  o f  t h e  E L F  a n d  i t s  r e t r o a c t i v e  
a p p l i c a t i o n  d a t e  a c c o m p l i s h  t h e  o b j e c t i v e  o f  t h e  l e g i s l a t i o n ?

T h e  a n s w e r  is: Yes. T h e  m o d i f i c a t i o n  o f  t h e  E L F  a n d  its
r e t r o a c t i v e  a p p l i c a t i o n  d a t e  d o e s  a c c o m p l i s h  i t s  objective?.. 
T h e y  w i l l  s e r v e  t o  r a i s e  r e v e n u e  a n d  to  f u l f i l l  t h e



c o n s t i t u t i o n a l  m a n d a t e  to  e n s u r e  t h a t  all A l a s k a n s  b e n e f i t  
f u l l y  f r o m  A l a s k a ' s  r e s o u r c e s .  If the E L F  w e r e  n o t  to  be  
m o d i f i e d ,  o r  if t h e  a p p l i c a t i o n  d a t e  w a s  n o t  m a d e  r e t r o a c t i v e  
to  J u l y  1987, t h e  p e o p l e  o f  A l a s k a  w o u l d  n o t  be  f u l l y  
b e n e f i t i n g  f r o m  A l a s k a ' s  r e s o u r c e s  a n d  r e v e n u e  w o u l d  be  lo s t  
b e c a u s e  of t h i s  l o o p h o l e .

(4) W h y  is t h e  r e t r o a c t i v e  a p p l i c a t i o n  d a t e  r e a s o n a b l e  in 
its nature, c i r c u m s t a n c e s ,  a n d  e f f e c t ?

(A) D i d  t h e  o i l  c o m p a n i e s  h a v e  r e a s o n  to b e l i e v e  
t h a t  t h e  E L F  m i g h t  b e  m o d i f i e d  a n d  t h e  l o o p h o l e  r e m o v e d  a n d  
t h e  c h a n g e  a p p l i c a b l e  b a c k  to J u l y  1, 1 9 87?

T h e  a n s w e r  is: T h e  r e t r o a c t i v e  d a t e  o f  J u l y  1, 1987 is
r e a s o n a b l e  b e c a u s e  i t  is r e t r o a c t i v e  o n l y  t w o  y e a r s  a n d  
b e c a u s e  H B  164, a s i m i l a r  b i l l  m o d i f y i n g  t h e  ELF, w a s  
i n t r o d u c e d  i n  J a n u a r y  1987, p r i o r  t o  t h i s  r e t r o a c t i v e  date, so 
t h e  a f f e c t e d  o i l  c o m p a n i e s  w e r e  o n  n o t i c e  p r i o r  t o  t h i s  d a t e  
t h a t  t h e  E L F  c o u l d  b e  c h a n g e d .  In a d d i t i o n ,  e v e n  p r i o r  t o  
1987, t h e  o i l  c o m p a n i e s  w e r e  o n  n o t i c e  t h a t  t h e  E L F  c o u l d  b e  
m o d i f i e d  a n d  t h e  l o o p h o l e  e l i m i n a t e d .  I n  1981, w h e n  t h e  
l o o p h o l e  w a s  c r e a t e d ,  p u b l i c  o f f i c i a l s  i n d i c a t e d  t h e i r  
e x p e c t a t i o n  t h a t  t h e  l o o p h o l e  w o u l d  b e  r e a s s e s s e d  a n d  p o s s i b l y  
c h a n g e d  b y  1987, so t h e  o i l  c o m p a n i e s  c o u l d  n o t  h a v e  
r e a s o n a b l y  e x p e c t e d  t h e  E L F  n o t  t o  b e  m o d i f i e d  a n d  t o  n o t  h a v e  
a c h a n g e  a p p l i c a b l e  t o  J u l y  1987, p r e v e n t i n g  t h e  oil c o m p a n i e s  
f r o m  b e n e f i t i n g  f r o m  t h e  l o o p h o l e .

(B) W i l l  t h e  r e t r o a c t i v e  a p p l i c a t i o n  h a v e  a n  u n d u l y  
h a r s h  e f f e c t  o n  t h e  o i l  c o m p a n i e s  r e q u i r e d  t o  p a y  t h e  
r e t r o a c t i v e  t a x ?

T h e  a n s w e r  is: No. W h i l e  t h e  m o d i f i c a t i o n  o f  t h e  E L F  a n d  t h e
r e t r o a c t i v e  d a t e  s e r v e s  t o  r a i s e  t h e  a m o u n t  p a i d  f o r  t h e  
s e v e r a n c e  t a x  f o r  P r u d h o e  B a y  a n d  K u p a r u k  o i l  f i e l d s  b e g i n n i n g  
J u l y  1987, it d o e s  n o t  r a i s e  t h e  a m o u n t  p a i d  a b o v e  t h e  15% 
s t a t u t o r y  n o m i n a l  r a t e  f o r  t h e  s e v e r a n c e  tax. N e i t h e r  d o e s  it 
r a i s e  t h e  a m o u n t  t h a t  w i l l  b e  p a i d  a b o v e  t h e  a m o u n t  t h a t  h a d  
b e e n  p a i d  b y  t h e  a f f e c t e d  oil c o m p a n i e s  f o r  P r u d h o e  B a y  o i l  
f i e l d s  p r i o r  t o  J u l y  1987. T h e  m o d i f i c a t i o n  a n d  t h e  
r e t r o a c t i v e  d a t e  is t h u s  r e a s o n a b l e .

T h e  C o m m i t t e e  s u b s t i t u t e  a l s o  p r o v i d e s  f o r  p a y m e n t  o f  t h e  t a x  
on  t h e  2 0 t h  d a y  o f  t h e  c a l e n d a r  m o n t h  f o l l o w i n g  t h e  e f f e c t i v e  
d a t e  o f  t h e  A c t .  It i n d i c a t e s  t h a t  d e l i n q u e n t  t a x e s  a r e  
s u b j e c t  t o  p a y m e n t  o f  i n t e r e s t  a n d  t o  t h e  p r o v i s i o n s  in AS  
43.10, w h i c h  r e l a t e  t o  e n f o r c e m e n t  a n d  c o l l e c t i o n  of 
d e l i n q u e n t  t a x e s ,  a n d  a l s o  i n d i c a t e s  t h a t  t a x  o v e r p a y m e n t s  
w i l l  be  c r e d i t e d  a g a i n s t  t h e  t a x p a y e r ' s  f u t u r e  t a x  l i a b i l i t y .
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R e tro sp e c tiv e  a p p lic a t io n  o f the economic 
l im it  fa c to r  tax amendments, CSHB 118 ( )

R e p re se n ta tive  C l i f f  D avidson^ C o-C hair 
House Resources Committee

Ja ck  Chenoweth 
L e g is la t iv e  C

The amendments requested are  en clo sed . The d ra fts  d i f f e r  
o n ly as to the date o f re tro s p e c t iv e  a p p lic a t io n  o f each.
The d ra ft  id e n t if ie d  as 6-0652E a p p lie s  the economic l im it  
fa c to r  (E LF ) r e t r o s p e c t iv e ly  to o i l  produced a f t e r  June 30, 
1987; the d ra ft  id e n t if ie d  as 6-0652H a p p lie s  the economic 
l im it  fa c to r  r e t r o s p e c t iv e ly  to o i l  produced a f t e r  December 
31, 1988. (A subsequent memo from your o f f ic e  s p e c if ie d  
d if f e r e n t  a lt e r n a t iv e  d a te s. M ech an ica lly  changing a date 
in  any o f these d ra fts  i s  not a s ig n if ic a n t  d ra ft in g  
problem .)

I t  i s  my understanding th at these p ro v is io n s  l im it  the 
a p p l ic a b i l i t y  o f the ELF to the s t a t e 's  major producing 
f ie ld s  and th a t , as a consequence, the ta x  l i a b i l i t y  o f some 
taxp ayers su b je c t to the severance ta x , AS 4 3 .5 5 , would be 
in c re a se d , w h ile  the l i a b i l i t y  o f o th ers may d ecrease . ]_/

SUBJECT:

TO:

FROM:

y  Under AS 4 3 .5 5 .0 2 0 (a ) :

The gross production ta x  on o i l  or gas s h a l l  be 
paid  m onthly. The ta x  i s  due on the 20th day of
each ca le n d a r month on o i l  or gas produced from
each le a se  or p ro p erty during the preceding month.
I f  the ta x  i s  not paid before the end o f the month
in  which i t  becomes due, the ta x  becomes 
d e lin q u e n t.

Thus, ta x  l i a b i l i t y  i s  in cu rre d  and rem itted  on a 
m onthly, not an annual b a s is .  For o i l  production 
during December, 1988, the tax became due and payable 
January 20, 1989, and tax  l i a b i l i t y  fo r  o i l  production 
during Ja n u a ry , 1989, becomes due and payable February 
20, 1989.
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A r e t ro a c t iv e  ta x  adjustm ent w i l l  apply i f  there i s  a v a lid  
p u b lic  purpose served by g iv in g  re tro s p e c tiv e  e f fe c t  to th at 
adjustm ent. Here, the com m ittee's d e lib e ra tio n s  may be 
c r i t i c a l .  As a committee s u b s t itu te  fo r  HB 118 is  
co n sid ered , i t  would, in  my judgment, be im portant to
develop a reco rd  on which a c o u rt , i f  c a lle d  upon to
co n sid e r an argument, would conclude th at there was a p u b lic  
purpose served by g iv in g  the adjustm ent a re tro s p e c tiv e  
e f f e c t .

A reasonable re tro s p e c t iv e  a p p lic a t io n  w i l l  be su sta in e d .
The fa r t h e r  back the r e t ro a c t iv e  p ro v is io n  i s  g iven e f f e c t ,  
the le s s  l i k e l y  a co u rt would be to su s ta in  the p ro v is io n  
w ith o u t a c le a r  showing o f p u b lic  purpose. (To fo re c lo se  a 
c la im  a lto g e th e r , t h is  o f f ic e  has discouraged re tro s p e c t iv e  
a p p lic a t io n  o f severance tax  adjustm ents beyond the narrow 
period  recognized under AS 4 3 .5 5 .0 2 0 (a ) , th at i s ,  a change 
amending the economic l im it  fa c to r  to be made r e t ro a c t iv e
o n ly to the beginning o f the month in  which the b i l l  i s  to
take e f f e c t .  That approach should not create  any problems 
o f re tro s p e c t iv e  a p p lic a t io n s  s in ce  the tax l i a b i l i t y  would 
not have become due on th a t d a te .)

RETROSPECTIVE APPLICATION OF THE AMENDMENTS:

Tax s ta tu te s  may be made r e t r o a c t iv e . 2/ The threshold

l_l T h is  o f f ic e  has a lso  re c e n t ly  considered 
proposed re t ro s p e c t iv e  a p p lic a t io n  of severance tax 
ad ju stm e n ts, s p e c i f ic a l ly  r e ly in g  on the fe d e ra l and 
s ta te  c o n s t it u t io n a l p ro h ib it io n s  a g a in st passage o f ex 
p o st fa c to  la w s . There are two ex post fa cto  law 
p ro h ib it io n s  o f the fe d e ra l c o n s t itu t io n . A r t ic le  I ,  
s e c tio n  9, c la u se  3 i s  a l im it a t io n  on the fe d e ra l 
government, w h ile  a r t i c l e  I ,  se c tio n  10, c la u se  1 
imposes a s im ila r  l im it a t io n  on the s t a t e s . A la s k a 's  
c o n s t itu t io n  a ls o  co n ta in s a l im it a t io n  in  se c tio n  15 
o f  a r t i c l e  I .

Our p re v io u s co n clu sio n  th a t fe d e ra l and s ta te  
c o n s t it u t io n a l p ro h ib it io n s  a g a in st enactment o f ex 
post fa c to  laws would support a ch allen g e to the 
amendment's re t ro s p e c t iv e  a p p lic a t io n  was s u re ly  in  
e r r o r .  F e d e ra l co u rt d e c is io n s  have lim ite d  the 
a p p lic a t io n  o f the l im it a t io n s  to c r im in a l or penal 
c o n s id e ra tio n  i s  th a t the re tro s p e c t iv e  a p p lic a t io n  of 
the measure must not im p air an o b lig a tio n  o f c o n tra c t .



The impairment: o f co n tra c t co n sid e ra tio n  appears to be 
in a p p lic a b le  in  th is  in s ta n c e . R e tro sp e ctive  a p p lic a t io n  o f 
a newly-enacted s ta tu te  may, in  some in s ta n c e s , im pair 
o b lig a tio n s  o f c o n tra c t , in  v io la t io n  o f a r t ic le  I ,  se c tio n  
10 o f the United S ta te s  C o n s titu tio n  and a r t ic le  I ,  se c tio n  
15 o f the S ta te  C o n s t itu t io n . However, the A laska  Supreme 
Court appears to have cut o f f  an impairment o f co n tra c t 
argument a p p lic a b le  to re tro s p e c t iv e  a p p lic a t io n  o f a tax 
amendment in  A t la n t ic  R ic h f ie ld  Co. v .  S ta te , 705 P .2d 418 
(A la sk a , 19857"! To the argument th at the o i l  and gas 
corporate income ta x  then in  l i t ig a t io n  im paired the 
o b lig a tio n  o f the s t a t e 's  u n d erly in g  le a se  c o n tra c ts , the 
co u rt concluded th a t " [ t h e ]  argument [was] w ith o u t m e r it" :

. . .  No le a se  p ro v is io n  has been im paired . In  
e n te rin g  in to  the le a se s  the s ta te  could n o t, and did 
n o t, co n tra ct away i t s  power as a sovere ig n  to tax  
income earned in  the s t a t e . M errion v . J i c a r i l l a  
Apache T r ib e , 455 U .S . 130, 10'2 'S .C t. 894, 71 L .E d .2 d  
2] (1982) d isposes o f th is  is s u e :

C o n tra ctu a l arrangements remain su b je ct to 
subsequent le g is la t io n  by the p re s id in g  so ve re ig n . 
Even where the c o n tra c t a t is su e  re q u ire s  payment 
of a r o y a lt y  fo r  a lic e n s e  or fra n c h is e  issu ed  by 
the government e n t i t y ,  the government's power to 
tax rem ains u n le ss  i t  "has been s p e c i f ic a l ly  
surrendered in  terms which admit o f no other 
reasonable in t e r p r e t a t io n ."  S t .  Lo u is v .
United R. C o ., 210 U .S . 266, 2'8"0"," 28 S .C t .  630, 
'6'34, '52 L .E d ."1054 (1 9 0 8 ).

455 U .S . a t 148, 102 S .C t . a t 907, 71 L .E d .2 d  a t 36 
( c it a t io n s  o m itte d ); see a ls o  Exxon v . Eag erto n , 462

s t a t u t e s , concluding th a t re t ro s p e c t iv e  tax  le g is la t io n  is  
not p ro h ib ite d  by the ex post fa c to  c la u s e . P erso n al 
fin a n ce  Co. v .  United S ta te s , 86 F. Supp. 779 ( D .D e l . ,
1949). See 16A Am. J u r .  2d s e c s . 636, 677. D e cis io n s in  
o ther s ta te  co u rts  have s im i la r ly  concluded. P a r la to  v . 
M cCarthy, 69 A .2d 648 ( C t . , 1549), W alker v . Commonwealth, 
l 30 S .W .2d 27 ( K y . , 1939). The A laska  Supreme Court has not 

extended a p p lic a t io n  o f the s ta te  c o n s t itu t io n a l ex post 
fa c to  p ro h ib it io n  beyond penal o r c r im in a l m a tte rs . Danks 
v .  S ta te , 619 P .2d 720 (A la s k a , 1980); Creekpaum v .  S ta te , 
757 P .2d 1139 (A la s k a , 1988).



P a g e  4

F e b r u a r y  6 ,  1 9 8 9
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U .S . a t - 187-94, 103 S .C t . a t 2304 - 2307, 76 L .E d .2 d  at 
508-12.

705 P .2d 418, a t 438.

I f  le g is la t io n  a cts  r e t r o s p e c t iv e ly , the nature and d u ratio n  
o f i t s  re tro s p e c tiv e  a p p lic a t io n  should be reaso n ab le . The 
arguments fa vo rin g  a reasonable re tro s p e c t iv e  o p eratio n  
a r is e  out o f the equal p ro te c tio n  and due process c la u se s  of 
the s ta te  and fe d e ra l c o n s t itu t io n s .

F ed e ra l equal p ro te c tio n  c o n s id e ra tio n s ;

State  le g is la t io n  r e t r o a c t iv e ly  imposing a ta x  i s  not 
n e c e s s a r ily  and c e r t a in ly  in v a l id  under the equal p ro te c tio n  
c la u se  o f the Fourteenth Amendment to the fe d e ra l 
c o n s t itu t io n . The in q u iry  to be made i s  one o f whether the 
r e t r o a c t iv it y  im p airs s u b s t a n t ia l ,  vested  r ig h t s ,  and i s  
reasonable in  the c ircu m sta n ce s. As to r e t r o a c t iv e ly  
imposed new ta x e s , the co u rts  have been re lu c ta n t  to f in d  a 
v io la t io n  because o f the impairment o f a vested  r ig h t .  Welch 
v . Henry, 305 U .S . 134, 83 L .E d . 87, 59 S .C t . 121 (1938T; 
reh e arin g  denied 305 U .S . 675, 83 L .E d . 437, 59 S .C t . 250 
(1 9 3 8 ). 5/ S e ve ra l s ta te  co u rts  have agreed. See G a rre tt

3/  In  Welch, the U nited S ta te s  Supreme Court 
concluded th at a W isconsin s ta te  s t a t u t e , enacted in  
1935 and o p eratin g  r e t r o s p e c t iv e ly  to tax  corporate 
d ividends earned in  1933 w h ich , when re c e iv e d , were 
d ed u ctib le  from gross income, d id  not v io la t e  the equal 
p ro te c tio n  c la u s e . The ta x  ra te s  ap p lied  to the 
d ividends d if fe r e d  from the ra te s  a p p lic a b le  to o ther 
types o f ta xa b le  income. As to the re tro s p e c t iv e  
a p p lic a t io n  of the new ta x  to d ivid en d s th a t w ere , when 
earned, exempt from t a x , the co u rt noted th a t :

The equal p ro te c tio n  c la u se  does not p reclude the 
le g is la t u r e  from changing i t s  mind in  making an 
o therw ise p e rm is s ib le  cho ice  o f su b je c ts  o f 
ta x a t io n . The v e ry  fa c t  th a t the d iv id en d s were 
re lie v e d  o f ta x  [ in  1933], when the need was le s s ,  
i s  b a s is  fo r  the le g is la t iv e  judgment th a t they 
should bear some o f the added burden when the need 
i s  g re a te r .



F re ig h t L in e s  v . S ta te  Tax Commission, 135 P .2d 523, a t 526, 
527 (U tah, 1943); C o lo n ia l P ip e lin e  Co. v .  Commonwealth, 145 
S .E .2 d  227 ( V a . , 1965) , re h . den. ()9 6 6 ), app. d ism issed ,
384 U .S . 268, 16 L .E d .2 d  523, 86 S .C t . 1476 (1 9 6 6 ). 4/

Numerous r e t ro a c t iv e  r e v is io n s  o f the fe d e ra l and 
W isconsin revenue laws . . . have imposed taxes on 
su b je cts  p re v io u s ly  untaxed and s h ifte d  the burden 
of old  raxes by changes in  r a t e s , exem ptions, and 
d eductions. I t  has never been thought th a t such 
changes in v o lv e  a d e n ia l o f equal p ro te ctio n  i f  
the new ta xes could have been included  in  the 
e a r l ie r  a ct when adopted. I f  some re t ro a c t iv e  
a lt e r a t io n  in  the scheme o f a ta x  a c t i s  
p e rm is s ib le , as i s  conceded, i t  seems p la in  th a t 
v a l i d i t y ,  so f a r  as equal p ro te c tio n  i s  concerned, 
must be determ ined, as in  the case o f any other 
t a x , by a s c e rta in in g  whether the th ing  taxed f a l l s  
w ith in  a d is t in c t  c la s s  which may r a t io n a l ly  be 
tre a te d  d if f e r e n t ly  from other c la s s e s . I f  such 
changes are  fo rb id d en in  the name o f equal 
p ro te c tio n , le g is la t u r e s  in  la y in g  new taxes would 
be l e f t  pow erless to r e c t i f y  to any e xte n t a 
previo u s d is t r ib u t io n  o f ta x  burdens which 
exp erience had shown to be in e q u ita b le , even 
though c o n s t it u t io n a l.

83 L .E d . 87, a t  92.

b/  In  G a rre tt  F re ig h t  L in e s  v .  S ta te  Tax 
Commission, 135 P . 2d 523 (U tah , 1§43 ), the Utah Supreme 
C o u rt, c a lle d  upon to determ ine whether an e x c ise  tax 
l e v i e d  on the use o f d ie s e l motor fu e l th a t was used 
p r i o r  to the date the le g is la t iv e  a c t became law , found 
n o  e q u a l  p ro te c tio n  v io la t io n ;

I t  i s  w e ll  s e t t le d  th a t a ta x  does not n e c e s s a r ily  
v io la t e  the F e d e ra l C o n s titu tio n  m erely because i t  
co n ta in s r e t r o a c t iv e  fe a tu r e s . M ill ik e n  v . United 
S ta te s , 283 U .S . 15, 21, 51 S .C t . 324, 75' L.EHT"8'0'9 
[ ( U .S . ,  1 9 3 1 )] ; B i l l i n g s  v .  United S ta te s , 232 
U .S . 261 , 34 S .C t” 471 T T S T T E c T T  596 I (U.S. ,
1 9 1 4 )]; Welch v .  H enry, 305 U .S . 134, 59 S .C t .
121, 125, 83 L.Ed.'"8'7 l ( U . S . , 1938)] . . . .

N e ith e r the F e d e ra l C o n s titu tio n  nor the Utah
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F ed e ra l due process c o n s id e ra tio n s :

R e tro a c tiv e  im p o sitio n  o f a ta x  i s  not n e c e s s a r ily  a 
v io la t io n  o f the due process c la u se  o f Lhe Fourteenth 
Amendment to the fe d e ra l c o n s t itu t io n . The leading case is  
W elch, c ite d  e a r l i e r ,  in  which the United S ta te s  Supreme 
Court determ ined:

The o b je ctio n  c h ie f ly  urged to the ta x in g  s ta tu te  i s  
th a t i t  i s  a d e n ia l o f due process o f law because in  
1935 i t  imposed a ta x  on income re ce iv e d  in  1933. But 
a ta x  i s  not n e c e s s a r ily  u n c o n s t itu tio n a l because 
r e t r o a c t iv e . M ill ik e n  v .  U nited S ta te s , 283 U .S . 15, 
21, 75 L .E d . 809, 8 )4 , 51- S'."C't. '3'24 [(1 9 3 1 )1 , and cases 
c it e d . T a xa tio n  i s  n e ith e r  a p e n a lty  imposed on the 
taxpayer nor a l i a b i l i t y  which he assumes by c o n tra c t . 
I t  i s  but a way o f ap p o rtio n in g  the co st o f government 
among those who in  some measure are  p r iv ile g e d  to enjoy 
i t s  b e n e fits  and must bear i t s  burdens. S ince no 
c it iz e n  enjoys immunity from th a t burden, i t s  
r e t ro a c t iv e  im p o sitio n  does not n e c e s s a r ily  in fr in g e  
due p ro ce ss , and to ch a llen g e  the p resen t ta x  i t  i s  not 
enough to p o in t out th a t the ta xa b le  e ven t, the re c e ip t  
o f income, antedated the s t a t u t e .

83 L .E d . 87, a t 93. But the a s s e rt io n  th a t due process is
not v io la te d  i s  not a b so lu te  and, the co urt has sa id  th at

In  each case i t  i s  n e ce ssa ry  to co n sid er the n atu re  o f
the tax  and the c ircu m stan ces in  which i t  i s  la id
b efo re  i t  can be s a id  th a t i t s  r e t ro a c t iv e  a p p lic a t io n  
i s  so harsh and o p p ressive  as to tra n sg re ss  the 
c o n s t it u t io n a l l im it a t io n .

Id .

S im i la r ly ,  in  G a rre tt  F re ig h t  L in e s , e a r l ie r  c it e d , the Utah 
Supreme Court determined tn a t the due process c la u se  i s  not

C o n s titu tio n  has any p ro v is io n  in  terms p ro h ib it in g  
r e t r o a c t iv e  le g is la t io n  --  e xcep tin g  th a t which fo rb id s  the 
enactment o f ex post fa c to  la w s . [C ita t io n s  o m itte d .) That 
c la u se  r e la te s  to c r im in a l and penal m atters and does not 
a f f e c t  le g is la t io n  such as the s ta tu te  here in v o lv e d .
C ald er v .  B u l l ,  3 D a l i .  386, 390, 1 L .E d . 648, 1 Kent 
Commentaries 409; 3 S to ry  on C o n s titu tio n  212; 18 C . J .S .  
C o n s t itu t io n a l Law, s e c . 435, p. 886.



a lim ita tio n '-o n  the s t a t e 's  a b i l i t y  to re t ro s p e c t iv e ly  
impose a ta x :

Although basing i t s  case upon the due process c la u s e , 
a p p e lla n t does not show wherein the ta x  c o n s t itu te s  any 
a r b it r a r y  and o p p ressive  d is c r im in a t io n  except to 
a s s e rt  th a t a tax based upon a tra n s a c tio n  consummated 
p r io r  to passage o f the a c t amounts to a tak in g  of 
prop erty w ithout due p ro c e ss . I t  has many times been 
questioned whether the due process c lau se  c o n s titu te s  
any l im it a t io n  upon the ta x in g  power. In  th is  
connection we quote from Mr. J u s t ic e  Sutherland o f the 
United S ta te s  Supreme Court in  an opinion upholding the 
v a l id i t y  o f a s ta tu te  o f the S ta te  o f Washington 
le v y in g  a tax upon the s a le  of o leom argarine:

Except in  ra re  and s p e c ia l in s ta n c e s , the due 
process o f law c la u se  contained in  the F if t h  
Amendment i s  not a l im it a t io n  upon the ta x in g  
power co nferred  upon Congress by the C o n s titu tio n . 
* *  * And no reason e x is t s  fo r  applying a 
d if fe r e n t  ru le  a g a in st a s ta te  in  the case o f the 
Fourteenth Amendment. * * *  That c lau se  is  
a p p lic a b le  to a ta x in g  s ta tu te  such as the one 
here a s s a ile d  only i f  the a c t be so a r b it r a r y  as 
to compel the co n clu sio n  th a t i t  does not in v o lv e  
an e x e rt io n  o f the ta x in g  power, but c o n s t itu te s , 
in  substance and e f f e c t ,  the d ir e c t  e x e rtio n  o f a 
d if fe r e n t  and forb idden power, a s , fo r  example, 
the c o n fis c a t io n  of p ro p e rty . *  * * C o lla t e r a l  
purposes or m otives o f a L e g is la tu re  in  le v y in g  a 
tax o f a k in d  w ith in  the reach o f i t s  la w fu l 
powers are  m atters beyond the scope o f j u d i c i a l  
in q u iry . * *  * Nor may a tax w ith in  the la w fu l 
power o f a s ta te  be j u d i c i a l l y  s tr ic k e n  down under 
the due process c la u se  sim ply because i t s  
enforcement may or w i l l  r e s u lt  in  r e s t r ic t in g  or 
even d estro yin g  p a r t ic u la r  occupations or 
b u s in e sse s , *  * * u n le s s , indeed, as a lre a d y  
in d ic a te d , i t s  n e ce ssa ry  in te rp re ta t io n  and e f f e c t  
be such as p la in ly  to demonstrate th a t the form o f 
ta x a tio n  was adopted as a mere d is g u is e , under 
which there  was e x e rc is e d , in  r e a l i t y ,  another and 
d if f e r e n t  power denied by the Fe d e ra l C o n s titu tio n  
to the s t a t e .

A. Magnano Co. v .  H am ilton , 292 U .S . 40, 54 S .C t . 599, 
601, 78 L.Ed'. m
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G a rre tt  F re ig h t L in e s , 135 P . 2d 523, a t 527.

Courts have, however, considered re tro s p e c t iv e  tax 
le g is la t io n  u n c o n s t itu tio n a l as a v io la t io n  o f the due 
process c lau se  when, as Welch co nclud es, in  l ig h t  o f "the 
n atu re  o f the ta x  and the circum stances in  which i t  i s  
l a i d , "  the le g is la t io n  i s  "so harsh  and op pressive as to 
tra n sg re ss  [th a t ]  c o n s t itu t io n a l l im it a t io n ."  Welch v .
H enry, 305 U .S . 134, 59 S .C t .  121, 83 L .E d . 8 7 ,“ at' 93.' The 
q uestio n  i s  t y p ic a l ly  one o f the degree o f h arsh n e ss, based 
upon co n sid e ra tio n  o f fa c to rs  such as (1 ) the e f fe c t  of the 
r e t ro a c t iv e  a p p lic a t io n  o f le g is la t io n  amending a tax  on a 
ta x p a y e r 's  v o lu n ta ry  a ct th a t was in flu e n ce d  by the 
ta x p a y e r 's  understanding o f ta x  in cid en ce  o r consequence a t 
the time o f th a t a c t ,  e s p e c ia lly  i f  the tax to be imposed or 
amended i s  " n o v e l,"  (2 ) the s u f f ic ie n t  c e r ta in ty  of the 
ta x p a y e r 's  exp ectatio n  o f money th a t i s  jeo p ard ized  by the 
r e t r o a c t iv e  le g is la t io n ,  (3 ) the length of the period o f the 
le g is la t io n 's  re tro s p e c t iv e  a p p lic a t io n , and (4 ) the 
importance o f the p u b lic  purpose to be served by the a c t io n . 
The f i r s t  three elements a re , to some degree, based on the 
ta x p a y e r 's  e x p e c ta tio n s , w h ile  the fo u rth  in v o lv e s  a 
d eterm in atio n  o f a p u b lic  in t e r e s t  th a t n e c e ss ita te d  the 
a c tu a l enactment.

Computation and payment o f the severance tax  i s  not g re a t ly  
c .e term in ative  o f ta xp a y e rs ' ta xa b le  a c t iv i t i e s  th at generate 
the ta x  l i a b i l i t y ,  nor does t h is  proposed le g is la t io n  seen 
to s t r ik e  a t  a c t iv i t i e s  o f a taxp ayer th a t reasonably r e l ie d  
on the cu rre n t severance ta x  ra te s  before th is  b i l l  proposed 
amendment o f th a t ta x . I t  i s  the leng th o f the period o f 
the le g is la t io n 's  re tro s p e c t iv e  a p p lic a t io n  and the 
im portance o f the p u b lic  purpose to be served th a t need be 
most c a r e f u l ly  co nsid ered .

The s t a t e 's  s tro n g e st case would be one th a t suggests th a t 
the purpose of the r e t r o a c t iv e  p ro v is io n  was rem edial and 
th a t i t s  impact was lim ite d  to the sh o rte s t period 
p r a c t ic a b le . One benchmark date th at might serve  th at 
purpose i s  J u ly  1, 1988 ( s t a r t  o f the cu rre n t f i s c a l  y e a r , 
i f ,  indeed, the p r in c ip a l  purpose o f the re t ro a c t iv e  
a p p lic a t io n  i s  to meet revenue s h o r t f a l l s  in  t h is  f i s c a l  
y e a r ) ;  a number of cases would s u s ta in  the argument th a t the 
le g is la t io n  may be re t ro s p e c t iv e  over the ca len d ar or f i s c a l  
p erio d  o f i t s  enactm ent. An a l t e r n a t iv e - - r is k ie r  because of 
the leng th o f the p erio d  over which th a t r e t r o a c t iv i t y  would 
reach b ack, but perhaps stro n g e r from the p o in t o f view  o f 
p u b lic  p o lic y  co n sid e ra tio n s--w o u ld  be th a t date in  1987 
when the te n -y e a r exemption from the E L F 's  o p eratio n  exp ired



and the economic l im it  fa c to r  became a p p lic a b le  to the 
s t a t e 's  major producing f ie ld s .  But th is  would probably be 
j u s t i f i e d  only i f  the s ta te  could demonstrate that the 
co n d itio n s th a t suggested in  1981 th a t adoption o f the ELF 
would b e n e fit  production are  now shown to have been 
in a c cu ra te  or in c o r r e c t .

S ta te  due process and equal p ro te c tio n  c o n s id e ra tio n s :

Nothing in  my q u ick re se a rch  suggested th a t an a n a ly s is  
under the s t a t e 's  "due pro cess" c la u s e , a r t i c l e  I ,  sectio n  
7, would reach a co n clu sio n  at v a ria n c e  w ith  the d ecis io n s 
based on the comparable fe d e ra l p ro v is io n  d iscussed  above.

S ta te  "equal p ro te c tio n "  a n a ly s is  d i f f e r s ,  though the 
co n clu sio n  reached under th a t a n a ly s is  i s  co n s is te n t w ith  
the co n clu sio n s reached under the a n a ly s is  a p p lica b le  to the 
fe d e ra l p ro v is io n s . In  S ta te  v .  E r ic k s o n , 574 P .2d 1 
(A la s k a , 1976), the co urt e sta b lish e d  a " s in g le  te s t"  
approach fo r  s ta te - c o n s t itu t io n  based equal p ro te ctio n  
a n a ly s is ,  e s s e n t ia l ly  re q u ir in g  th a t the co urt (1) a s c e rta in  
the purposes o f the le g is la t io n  to determine whether they 
are le g it im a te ; (2 ) determ ine whether the means chosen to 
accom plish the o b je c t iv e s  a c t u a lly  do so ; ar:d (3) balance 
the importance of the s t a t e 's  in t e r e s t  a g a in st the 
c o n s t itu t io n a l r ig h t  in v o lv e d . The s ta te  has p len ary 
a u th o r ity  to ta x . Assuming an adequate record--and the 
A p r i l ,  1988, "ELF  P o lic y  P e rs p e c tiv e "  document may be 
s u f f ic ie n t - - t h e  ELF adjustm ents now proposed, adding to tax 
l i a b i l i t y  on the m ajor producing f ie ld s  th at are most 
p r o f it a b le  but co n tin u in g  o r reducing ra te s  on m a rg in a lly  
producing f ie ld s ,  seems to bear a strong c o rre la t io n  to the 
s t a t e 's  e f f o r t s  to impose a tax burden on an o i l  f i e l d ' s  
production th a t i s  c o n s is te n t w ith  the f i e l d ' s  economics.
By th a t a n a ly s is ,  i f  the re tro s p e c t iv e  a p p lic a t io n  of the 
change i s  reaso n ab le , the co u rt should r e je c t  any s ta te  
c o n s t itu t io n a l equal p ro tectio n -b a se d  c la im .

I I

IS  THERE A NEED FOR A SEVERABILITY CLAUSE?

A s e v e r a b i l i t y  c la u se  i s  not needed, and one has not been 
included  in  e it h e r  d r a f t .  In  the absence o f a s e v e r a b i l i t y  
c la u s e , you may r e ly  on AS 0 1 .1 0 .0 3 0 .

I I I

TO THE EXTENT THAT THE B IL L  MAKES A RETROACTIVE TAX 
REDUCTION, MAY THE LEGISLATURE PROVIDE FOR THAT TAX



R E D U C T I O N  BY--A C R E D I T  A G A I N S T  T H E  T A X P A Y E R ' S  F U T U R E  TAX 
LIA B I L I T Y ,  OR IS T H E  P A Y M E N T  O F  A N  I M M E D I A T E  [CASH] R E F U N D  
R E Q U I R E D ?

I f  re tro s p e c tiv e  a p p lic a t io n  o f the ELF adjustm ent reduces 
the ta x  l i a b i l i t y  o f any ta xp a ye r, the revenue having been 
re ce iv e d  and deposited in to  the g en era l fund, the s ta te  
would not be able to refund amounts th a t have been 
p re v io u s ly  paid by the taxp ayer to th a t taxpayer w ithout an 
a p p ro p ria tio n . However, a r t i c l e  IX , se c tio n  6 o f the s ta te  
c o n s t itu t io n  provides th a t a p p ro p ria tio n s  o f p u b lic  money 
may be made only fo r  a p u b lic  purpose. In  s ta te s  operating  
w ith  a c o n s t itu t io n a l p ro v is io n  comparable to A la s k a 's  in  
which there has been a proposed payment o f a re t ro a c t iv e  
refund of a v a l id ly  enacted t a x , the a p p ro p ria tio n  has been 
h eld  to v io la t e  those c o n s t itu t io n a l p ro v is io n s . Japan 
L in e , L td . v .  M acCaffree, 558 P . 2d 211 (W ash., 1977); C ity  
o f Yakima v .  Huza, 407 P . 2d 815 (W ash., 1965); In  re E s ta te  
o f S k in n e r, 303 P.2d 745 ( C a l . ,  1956); San Bernardino County 
v . Way, 117 P .2d 354 ( C a l . ,  1941). These co n sid e ra tio n s 
then would fa v o r the use o f a c r e d it  due the taxpayer 
a g a in st the ta x p a y e r's  fu tu re  ta x  l i a b i l i t y ,  fo r  the use o f 
t h is  approach would n e c e s s a r ily  avoid  a "p u b lic  purpose" 
ch allen g e under a r t ic le  IX , s e c tio n  6.

IV

TO THE EXTENT THAT THE B IL L  MAKES A RETROACTIVE TAX 
REDUCTION, IS  INTEREST PAYABLE ON THAT REDUCTION? IF  SO, 
FROM WHAT DATE WOULD INTEREST ACCRUE?

Assuming the d ra ft  makes a r e t r o a c t iv e  tax re d u ctio n , I  
would t r e a t  the re d u ctio n  as the e q u iv a le n t of a refund o f 
taxes le g a l ly  c o lle c te d . In  a refund s it u a t io n , the 
le g is la t u r e  may shape the co n d itio n s and lim ita t io n s  o f th at 
re fu n d . W hile in t e r e s t  i s  g e n e ra lly  reco verab le  on the 
amount o f the re fu n d , the few A laska  precedents suggest th a t 
payment o f in t e r e s t  i s  d is c re t io n a ry  and depends p r in c ip a l ly  
on whether o r not the le g is la t u r e ,  by s t a t u t e , has 
au th o rize d  i t s  payment.

By s ta tu te  
le v ie d  and 
s ta tu te  i s  
in sta n ce s  
and not to 
a change o 
a p p lic a b il  
Apart from

in te r e s t  i s  allow ed on an overpayment o f a tax  
c o lle c te d  under AS 43. See AS 4 3 .0 5 .2 8 0 . That 

, o f co u rse , more g e n e ra lly  a p p lic a b le  to 
in v o lv in g  ta x  payments made in  re g u la r  fa s h io n , 

adjustm ents made by re t ro s p e c t iv e  a p p lic a t io n  of 
f  the tax  law . But i t  would seem to have 
i t y  to the changes suggested under AS 4 3 ,5 5 . 

the s t a t u t e , I  know o f nothing th a t mandates
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payment o f in t e r e s t  on a ta x  refund due fo r  a tax  th a t , a t 
the time of le v y , was le g a l ly  c o lle c t a b le , and suggest that 
the s ta te  may a ct w ith  resp ect to in t e r e s t  on the tax 
refunds as i t  sees f i t .

The committee should determ ine what i t  wants to do and g ive 
in s t r u c t io n s , and the d ra ft  w i l l  be prepared a cc o rd in g ly .

V

TO THE EXTENT THAT THE B IL L  INCREASES A TAXPAYER'S 
L IA B IL IT Y , IS  THE TAXPAYER OBLIGATED TO PAY INTEREST ON THE 
INCREASED L IA B IL IT Y ?  IF  SO, FROM WHAT DATE WOULD INTEREST 
ACCRUE?

Assuming the committee s u b s t itu te  serve s to e s ta b lis h  a 
g re a te r l i a b i l i t y  on the p a rt o f c e r ta in  taxpayers fo r  one 
or more "p a st due" months, th a t l i a b i l i t y  a r is e s  not under 
AS 4 3 .5 5 .0 2 0 (a ) , but by o p eratio n  o f th is  law . The 
le g is la t u r e  has a u th o r ity  to determ ine whether in te r e s t  
should be p a id , and from what date i t  should be p a id .

The b i l l  should not lea ve  taxp ayers su b je ct to the a s s e rt io n  
th at they f a i le d  to rem it taxes by the d ead lin es e sta b lish e d  
in  AS 4 3 .5 5 .0 2 0 (a ) . In  each measure, I  have in corporated  an 
a d d it io n a l p ro v is io n  th a t se ts  a date c e r ta in  fo r  
re p o rtin g  and paying the r e t r o a c t iv e  tax l i a b i l i t y .  
T h e re a fte r , i f  the amount due has not been tim e ly  re m itte d , 
p ro v is io n s  governing delinquency should ap p ly .

Your Jan u ary 30 memo asks o ther questio ns concerning 
r e t r o a c t iv e  a p p lic a t io n  o f the proposed ELF changes, 
b r i e f ly  respond.

Le t me

As should be c le a r  from the d e c is io n  in  A t la n t ic  R ic h f ie ld  
v . State, th ere  i s  sound b e n e fit  in  adhering to the
requirem ents o u tlin e d  in  the Agency's d ra ft in g  manual, 
c u rre n t m anual, a t  pp. 27, 28, in s t r u c t s  th at

The

The language p ro v id in g  fo r  r e t ro a c t iv e  a p p lic a t io n  o f a 
b i l l  or p a rt o f a b i l l  should be set out in  a sep arate  
s e c tio n  im m ediately preceding the e f f e c t iv e  date 
s e c t io n . The r e t r o a c t iv e  se c tio n  and the se c tio n s  in  
the b i l l  th a t are to be r e t ro a c t iv e  should have 
immediate e f f e c t iv e  date c la u s e s .

I  am bound to fo llo w  the d ra ft in g  m anual, and any, dr . f t  
v e rs io n  o f le g is la t io n  prepared fo r  the com m ittee's
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co n sid e ra tio n  th a t contained a r e t ro a c t iv e  p ro v is io n  would 
n e c e s s a r ily  in clu d e  an immediate e f f e c t iv e  d ate . A l l  the 
d ra fts  I  would pro vide fo r  the com m ittee's co n sid e ra tio n  
would co n ta in  the e f f e c t iv e  date c la u s e . However, i f ,  in  a 
mark-up, the committee d ir e c ts  (on the reco rd ) d e le tio n  of 
the c la u se  w ith  the immediate e f f e c t iv e  d a te , I  would 
provide the b i l l  w ith  th a t s e c tio n  om itted . B u t, before 
departing  from the d ir e c t iv e  o f the manual, I  would want to 
have committee in s t r u c t io n , fo r  I  th in k  i t  i s  im portant that 
the record  show why there  has been a departure from standard 
d ra ft in g  procedure.

I f  one house or both houses f a i l  to adopt an immediate 
e f f e c t iv e  date fo r  le g is la t io n  having a r e t ro a c t iv e  
p ro v is io n , the b i l l  would s t i l l  take e f f e c t .  The e f fe c t iv e  
date would be delayed 90 d ays, however, but the re t ro a c t iv e  
elem ents o f the le g is la t io n  would not be im paired by th a t 
d e la y .

& JBC :kb  
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