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6-0652A

I

1 IN THE HOUSE BY THE FINA N C E C O MMITTEE

2 H O U S E B I L L  NO. 118

3 IN T H E  LEGISL A T U R E OF TH E  S TATE OF A L A S K A

4 S I X T E EN T H  L E G I S L A T U R E  - F I R ST  SESSION

5 A  B I L L

6 For an Act entitled: "An Act relating to the oil and gas p r o p e r t i es  pro-

7 ducti o n  tax."

8 BE IT ENACTED BY THE LEGISL A T U RE  OF TH E  STATE OF ALASKA:

9  * S e c t i on  1. AS 43.55.013(b) is r e p e a l ed  and reenacted to read:

10 (b) The economic limit factor for oil p r o d u c t i o n  of a lease or

11 property shall be computed a c c o r d in g  to the following formula:

12 ( 1 - [ P E L / T P ] ) exp ( [ 15 0 , 0 0 0 / ( T P / D a y s )] exp [(460 X WD)/PEL])

13 where: PEL = the mont h l y p r o d u c t i o n  rate at the economic limit;

1 4  TP = the total p r o d u c t i o n  d u r i n g  the m o n t h  for w h i c h  the

15 tax is to be paid;

16 WD = the total number of w ell days in the m o n t h  for which

17 the tax is to be paid;

18 Days = the number of days in the m o n t h  for w h i c h  the tax is

19 to be paid; and

20 exp = exponent.

21 * Sec. 2. AS 43.55.013(d) is r e p ealed and r ee nacted to read:

22 (d) The m o n t hl y  p r o du c t i o n  rate at the ec o nomic limit for a

23 lease or pr o p e r t y  is 300 barrels times the nu m b e r  of well days for the

24 lease or p r o p e r t y  during the m o n t h  for w h i c h  the tax is to be paid.

25 * Sec. 3. AS 43.55.013(e) and 43. 5 5 .0 1 3 ( f )  are repealed.

HB0118A -1- HB 118



DEPARTMENT OF REVENUE 

February 9, 1989

SECTIONAL ANALYSIS OF HB 118: LEGISLATION REVISING 

THE ECONOMIC LIMIT FACTOR 

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

Factor (ELF) as it relates to oil production.

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 is 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

tax paid. This also means that If 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 field 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 in 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 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.

i *. *. C  A r '~ ' *--if c*.  ̂ ysjO't-' ( A - K v  -"VlAc.*..
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STATE OF ALASKA
1989 LEGISLATIVE SESSION

Bill Version: HB 118

Publish Date:_________

FISCAL NOTE
REQUEST:

Revision Date:______

Title: Act relating to the o11 and gas

Agency Affected: Department of Revenue 

BRU: 011 & Gas Audit Division

properties production tax

Sponsor: House Finance Committee________ Components:.

Requestor: House P sources_______________ ____________

EXPENDITURES/REVENUES: (Thousands of Dollars)

OPERATING

1 FY 89 1 FY 90 1 FY 91 1 FY 92 1 FY 93 1 FY 94

1 ! _ L 1 1 1

PERSONAL SERVICES ! 0 i 0 1 0 1 0 1 0 1 0

TRAVEL 1 0 | 0 I 0 I o 1 0 1 0

CONTRACTUAL I 0 1 0 i 0 1 o ! o 1 0

SUPPLIES 1 0 I 0 ; 0 I 0 1 o 1 0

EQUIPMENT 1 o ! 0 i 0 i 0 1 0 1 0

LANDS & STRUCTURES 1 0 i 0 I 0 1 0 1 0 I 0

GRANTS, CLAIMS i 0 1 0 I 0 I o ! 0 1 0

MISCELLANEOUS 1 0 1 0 I 0 1 0 1 0 I 0

TOTAL OPERATING 1 0 1 0 1 0 I 0 1 0 I 0

1 CAPITAL 1 0 1 o 1 o 1 o 1 0 1 o

1 REVENUE 1 0 | 96,000 1144,000 1163,000 1187,000 1180,000

FUNDING: (Thousands of Dollars)

| GENERAL FUND | 0 1 o 1 o 1 o 1 o ! 0
| FEDERAL FUNDS | 0 1 o 1 o i o 1 o 1 o
| OTHER | 0 1 o 1 o 1 o 1 o 1 0
1 TOTAL 1 0 1 o 1 o 1 o 1 o 1 0

POSITIONS:

| FULL-TIME | 0 1 o 1 o 1 o 1 o 1 0
| PART-TIME | 0 1 o 1 o I 0 1 o 1 0
1 TEMPORARY 1 0 1 o ! 0 1 0 1 o i 0

ANALYSIS: See attached page for analysis.

Prepared By: Roger Harks

Division: Dept, of Revenue. 011 &.Gas Audit Dlvlyfdn
/

Approved by Commissioner: __

Agency: Department of Revenue/

Distribution (by preparer)

LnglsI a 11ve Finance 

Legislative Sponsor 

Requestor

Office of Management and Budget 

Impacted Agency(1es)

Phone: 277-5627

Date: January 31. 1989

Date: z 3-U $ l

page J _  of _2_



Fiscal Analysis of HB 118

This bill modifies the economic limit 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 in the month.

Since the bill does not carry an effective date, this analysis has assumed 

that the bill will be enacted June 1, 1989 and go into effect September 1, 

1989 and will apply to oil produced after August 31, 1989. (Because the 

severance tax on oil for a given month is due during the following month, 

a tax change which takes effect on September 1 would not affect revenues 

until October.)

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. 1/

Additional revenues for future years in 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

2020 19

1/ Had the fiscal note used the oil price and volume assumptions of the 

"Consensus Revenue Analysis" of January 24, 1989, the FY 90 fiscal impact 
would be $99 million.
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6-06521 ✓ 
Chenoweth 
2/22/89

Original sponsor: Finance Committee

IN THE HOUSE

CS FOR HOUSE BILL NO. 118 ( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SIXTEENTH LEGISLATURE - FIRST SESSION 

A BILL

For an Act entitled: "An Act relating to the oil and gas properties pro­

duction tax; and providing for an effective date."

BE.IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43.55.013(b) is repealed and reenacted to read:

(b) The economic limit factor for oil production of a lease or 

property shall be computed according to the following formula:

(1 - 1PEL/TP]) exp ([ 150,000/(TP/Days)] exp [(460 X WDJ/PEL]) 

where: PEL = the monthly production rate at the economic limit;

TP = the total production during the month for which the 

tax is to be paid;

WD = the total number of well days in the month for which

the tax is to be paid;

Days = the number of days in the month for which the tax is

to be paid; and 

exp = exponent.

* Sec. 2. AS 43.55.013(d) is repealed and reenacted to read:

(d) The monthly production rate at the economic limit for a 

lease or property is 300 barrels times the number of well days for the

lease or property during the month for which the tax is to be paid.

* Sec. 3. AS 43.55.013(e) and 43.55.013(f) are repealed.

* Sec. 4. RETROACTIVE APPLICATION. This Act is retroactive to

January 1, 1989, and applies to oil produced after December 31, 1988.

* Sec. 5. ALTERNATIVE RETROACTIVE APPLICATION DATES. (a) If a court

makes a final determination that retroactive application under sec. 4 of

-1- CSHB 118( )
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this Act is invalid, this Act is retroactive to the first day of the month 

in which it takes effect, and applies to oil produced on or after that day.

(b) If a court makes a final determination that retroactive applica­

tion under (a) of this section is invalid, this Act applies to oil produced 

on or after the effective date of this Act.

* Sec. 6. PAYMENT OF TAX DUE. The oil production tax payable as a 

result of the retroactive application of this Act is due on the 20th day of 

the calendar month following the effective date of this Act. If the tax 

due and payable is not paid by the date specified in this section, the tax 

becomes delinquent and subject to payment of interest and the provisions of 

AS 43.10 relating to enforcement and collection of delinquent taxes.

* Sec. 7. OVERPAYMENT OF TAX UNDER REVISED FORMULA. The tax liability 

of a party that is reduced by the retroactive application of this Act shall 

be credited against the taxpayer's future tax liability. The provisions of 

AS 43.05.280(a) and 43.05.280(b)(1) do not apply to, and interest is not 

allowed on, the overpayment.

* Sec. 8. This Act tr’ es effect immediately under AS 01.10.070(c).

CSHB 118( ) -2-
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Original sponsor: Finance Committee

IN THE HOUSE

CS FOR HOUSE BILL NO. 118 ( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SIXTEENTH LEGISLATURE - FIRST SESSION 

A BILL

For an Act entitled: "An Act relating to the oil and gas properties pro­

duction tax: and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43.55.013(b) is repealed and reenacted to read:

(b) The economic limit factor for oil production of a lease or

property shall be computed according to the following formula:

(1 - [PEL/TP]) exp ([ 150,000/(TP/Days)] exp* [ (460 X WD)/PEL]) 

where: PEL = the monthly production rate at the economic limit;

TP = the total production during the month for which the 

tax is to be paid;

WD = the total number of well days in the month for which

the tax is to be paid;

Days = the number of days in the month for which the tax is

to be paid; and 

exp = exponent.

* Sec. 2. AS 43.55.013(d) is repealed and reenacted to read:

(d) The monthly production rate at the economic limit for a 

lease or property is 300 barrels times the number of well days for the

lease or property during the month for which the tax is to be paid.

* Sec. 3. AS 43.55.013(e) and 43.55.013(f) are repealed.

* Sec. 4. RETROACTIVE APPLICATION. This Act is retroactive to July 1,

1987, and applies to oil produced after June 30, 1987.

* Sec. 5. ALTERNATIVE RETROACTIVE APPLICATION DATES. (a) If a court 

makes a final determination that retroactive application under sec. 4 of

-1- CSHB 118( )
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this Act is invalid, this Act is retroactive to July 1, 1988, and applies

to oil produced after June 30, 1988.

(b) If a court makes a final determination that retroactive applica­

tion under (a) of this section is invalid, this Act is retroactive to 

January 1, 1989, and applies to oil produced after December 31, 1988.

(c) If a court makes a final determination that retroactive applica­

tion under (b) of this section is invalid, this Act is retroactive to the

first day of the month in which it takes effect, and applies to oil pro­

duced on or after that day.

(d) If a court makes a final determination that retroactive applica­

tion under (c) of this section is invalid, this Act applies to oil produced

on or after the effective date of this Act.

* Sec. 6. PAYMENT OF TAX DUE. The oil production tax payable as a 

result of the retroactive application of this Act is due on the 20th day of 

the calendar month following the effective date of this Act. If the tax 

due and payable is not paid by the date specified in this section, the tax

becomes delinquent and subject to payment of interest and the provisions of

AS A3.10 relating to enforcement and collection of delinquent taxes.

* Sec. 7. OVERPAYMENT OF TAX UNDER REVISED I0RMULA. The tax liability 

of a party that is reduced by the retroactive application of this Act shall 

be credited against the taxpayer's future tax liability. The provisions of 

AS A3. 05. 280(a) and A3.05.280(b) (1) do not apply to, and interest is not 

allowed on, thr overpayment.

* Sec. 8. This Act takes effect immediately under AS 01.10.070(c).

CSHB 118( ) -2-
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Original sponsor: Finance Committee

IN THE HOUSE

CS FOR HOUSE BILL NO. 118 ( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SIXTEENTH LEGISLATURE - FIRST SESSION 

A BILL

For an Act entitled: "An Act relating to the oil and gas properties pro­

duction tax; and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1, AS 43.55.013(b) is repealed and reenacted to read:

(b) The economic limit factor for oil production of a lease or 

property shall be computed according to the following formula:

(1 - [PEL/TP]) exp ([150,000/(TP/Days)] exp [(460 X WD)/PEL]) 

where: PEL = the monthly production rate at the economic limit;

TP = the total production during the month for which the 

tax is to be paid;

WD = the total number of well days in the month for which

the tax is to be paid;

Days = the number of days in the month for which the tax is

to be paid; and 

exp = exponent.

* Sec. 2. AS 43.55.013(d) is repealed and reenacted to read:

(d) The monthly production rate at the economic limit for a 

lease or property is 300 barrels times the number of well days for the

lease or property during the month for which the tax is to be paid.

* Sec. 3. AS 43.55.013(e) and 43.55.013(f) are repealed.

* Sec. 4. APPLICABILITY. This Act applies to oil produced on or after

the effective date of this Act.

* Sec. 5. PAYMENT OF TAX DUE. The first monthly oil production tax 

payable as a result of the amendments made by this Act is cue on the 20th

-1- CSHB 118( )
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day of the calendar month following the effective date of this Act. If the 

tax due and payable is not paid by the date specified in this section, the 

tax becomes delinquent and subject to payment of interest and the provi­

sions of AS A3.10 relating to enforcement and collection of delinquent 

taxes.

* Sec. 6. This Act takes effect immediately under AS 01.10.070(c).

CfHB 118( ) -2-
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H O U S E  O F  R E P R E S E N T A T IV E S  
COMMITTEE ON RESOURCES

POUCH V 
JUNEAU . ALASKA S9S1t 

< • 0 7  ) 4 S B - S 7 1 S

TO: Resources Committee Members

?R0M Representative Cliff Davidson, Co-Chai 
Representative Curt Menard, Co-ChairC 
House Resources Committee

DATE: February 27, 1989

SUBJECT: HB 118; ELF Application Date Issues

ELF APPLICATION DATE ISSUES

Two legal memos (one by Legislative Legal and one by the 
Attorney General's Office) have been done on the 
constitutionality of retroactive dates. Both conclude that a 
reasonable retroactive date, supported by public policy 
reasons in the record, will be found constitutional.

In summary, the law requires that, to be retrospective, a 
statute must specify that it is retrospective, and there must 
be a two-thirds vote for an immediate effective date. There 
is precedent in Alaska and federal law for retroactive 
application of a statute back from the date of enactment to 
the beginning of the calendar year. Retroactivity has also 
been allowed during the year of the preceding session. In one 
federal case, a court upheld a tax passed in 1935 applicable 
to tax years 1933 and 1934. In the present case, the 
modification of the ELF would result in retroactive 
application back two years. While the present case is 
somewhat different from the 1935 case, that case supports the 
likelihood that the two-year application in this case will be 
upheld.

The federal rule of law is based on "reasonable notice" 
whether the nature or the amount of the tax could not have 
reasonably anticipated by the taxpayer at the time the 
application date would begin. Changes to tax rates are 
presumed to be foreseeable. In one case, the court flatly 
rejected a taxpayer's argument that retroactivity was barred 
by due process because the proposed rate increase had been 
under public discussion before Congress for about a year and 
concluded that this had provided ample notice of the increase. 
In the present case, the taxpayers have been on notice that



the ELF may be modified since January 1987, when HB 164 was 
introduced. In fact, the taxpayers were on notice even back 
in 1981 that the legislature might reassess the tax structure 
in 1987.

While it is unlikely that the retroactive date back to July 1, 
1987 would be found unconstitutional if challenged, to ensure 
that there won't be a problem, alternative application dates 
are also added to the bill in the Committee substitute. 
Alternative dates include July 1, 1988 (the beginning of the 
fiscal year), January 1, 1989 (the beginning of the calendar 
year), and immediately on the effective date of the Act.

The following questions and answers establish for the record 
the reasonableness of the retroactive date back to July 1, 
1987.

(1) Is the modification of the ELF and the retroactive 
application date remedial?

The answer is: Yes, the ELF modification and the retroactive
application date are remedial. The modification of the ELF is 
designed to close up a loophole that allowed profitable 
Prudhoe Bay and Kuparuk oil fields a tax cut that was designed 
for marginal fields. The modification of the ELF allows the 
ELF to function the way it was meant to function. The 
retroactive date of July 1, 1987, enables the state to receive 
from the oil companies all the revenue lost as a result of the 
loophole going into effect at the end of June 1987.

(2) What important public policy does the modification of 
the ELF and the retroactive application date further?

The answer is: The modification of the ELF and the
retroactive application date reflects important public policy 
relating both to state revenues and to use of state resources. 
The severance tax serves to raise revenue for the state, which 
allows the state to provide needed services for all the 
people. Aside from merely raising revenue, the severance tax 
serves to obtain for all the people of the state benefits from 
the oil resources of the state, in accordance with 
constitutional mandate. The Alaska Constitution requires the 
legislature to provide for the utilization, development, and 
conservation of all natural resources belonging to the state 
for the maximum benefit of the people. Thus, an appropriate 
severance tax is constitutionally necessary, regardless of the 
state's fiscal needs.

(3) Will the modification of the ELF and its retroactive 
application date accomplish the objective of the legislation?

The answer is: Yes. The modification of the ELF and its
retroactive application date does accomplish its objectives. 
They will serve to raise revenue and to fulfill the



constitutional mandate to ensure that all Alaskans benefit 
fully from Alaska's resources. If the ELF were not to be 
modified, or if the application date was not made retroactive 
to July 1987, the people of Alaska would not be fully 
benefiting from Alaska's resources and revenue would be lost 
because of this loophole.

(4) Why is tne retroactive application date reasonable in 
its nature, circumstances, and effect?

(A) Did the oil companies have reason to believe 
that the ELF might be modified and the loophole removed and 
the change applicable back to July 1, 1987?

The answer is: The r croactive date of July 1, 1987 is
reasonable because it is retroactive only two years and 
because HB 164, a similar bill modifying the ELF, was 
introduced in January 1987, prior to this retroactive date, so 
the affected oil companies were on notice prior to this date 
that the ELF could be changed. In addition, even prior to 
1987, the oil companies were on notice that the ELF could be 
modified and the loophole eliminated. In 1981, when the 
loophole was created, public officials indicated their 
expectation that the loophole would be reassessed and possibly 
changed by 1987, so the oil companies could not have 
reasonably expected che ELF not to be modified and to not have 
a change applicable to July 1987, preventing the oil companies 
from benefiting from the loophole,

(B) Will the retroactive application have an unduly 
harsh effect on the oil companies required to pay the 
retroactive tax?

The answer is: No. While the modification of the ELF and the
retroactive date serves to raise the amount paid for the
severance tax for Prudhoe Bay and Kuparuk oil fields beginning 
July 1987, it does not raise the amount paid above the 15%
statutory nominal rate for the severance tax. Neither does it
raise the amount that will be paid above the amount that had 
been paid by the affected oil companies for Prudhoe Bay oil 
fields prior to July 1987. The modification and the 
retroactive date is thus reasonable.

The Committee substitute also provides for payment of the tax 
on the 20th day of the calendar month following the effective 
date of the Act. It indicates that delinquent taxes are 
subject to payment of interest and to the provisions in AS 
43.10, which relate to enforcement and collection of 
delinquent taxes, and also indicates that tax overpayments 
will be credited against the taxpayer's future tax liability.



;• MEMORANDUM

TO: Mary Halloran 
Director
Division of-Policy
Office of Management and Budget
Office of the Governor

State of Alaska
Department of Law

oath : March 31, 1988 

RLE NO.: 663-88-0432

TEL. NO: 465-3600

su b je c t : Retroactivity of HB 164

f r o m : Richard D. Monkman
Assistant Attorney General

You requested our opinion as to whether CSHB 164(Fin) 
am ("HB 164") , which would retroactively apply changes to the 
economic limit factor in the Oil and Gas Properties Production 
Tax (AS 43.55), would be likely to be held constitutionally 
permissible. If not, you ask our advice on "the maximum degree 
of retroactive application that would likely be held 
permissible."

i
The short answer is that the sections which would make 

HB 164 retroactive to June 1, 1987, would likely be held
constitutional. If the law was retroactive to January 1, 1988, 
it would certainly be held constitutional.

1. Article II. The first step in analysis is the Alas­
ka Constitution, article II, section 18:

Laws passed by the legislature become
effective ninety days after enactment. The
legislature may, by concurrence of two-thirds of 
the membership of each house, provide for another 
effective date.

This section was designed to give the public three 
months notice of a new law before it is applied to them - unless 
the legislature, by a two-thirds vote, provides otherwise. State 
v. A.L.I.V.E. Voluntary, 606 P.2d 769 (Alaska 1980). In line 
with this provision, the general state policy is against retroac­
tive statutes, based on the philosophy that people "should be 
able to rely on existing laws S'ith reasonable certainty." Norton
v. State, ABC Board, 695 P.2d 1090, 1093 (Alaska 1985). Retroac-
tive application of new laws requires an express statement in the 
statute itself:

No statute is retrospective unless expressly 
declared therein.

AS 01.10.090.

03-002
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The" leading case on point is Atlan.wic Richfield v. 
State, 705 P.2d 418, 438 (Alaska 1985). tn this challenge to
Alaska's former "separate accounting" oil tax statute, the Su­
preme Court upheld retroactive application of the statute back 
from the date of enactment to the beginning of the calendar year.
The bill in question was signed into law on July 8, 1978. It
provided:

* Sec. 4. This Act applies to taxable income 
earned or received after December 31, 1977.

* Sec. 5. The Act takes effect immediately 
in accordance with AS 01.10.070(c).

Ch. 110 SLA 1978.

Retroactive application was challenged by the oil com­
panies. The Supreme Court held that the statute was "properly 
retroactive to January 1, 1978," because (1) the statute express­
ly stated it was to be retroactive, in accord with AS 01.10.090 
and (2) the two-thirds vote requirement on the immediate effec­
tive date clause was met. The Court rejected oil cor.pany argu­
ments that a separate two-thirds vote was required for retroac­
tivity:

AS 01.10.090 states that "[n]o statute is 
retrospective unless expressly declared therein."
A two-thirds vote requirement does not appear in 
that section, or elsewhere in Alaska law. The 
legislature, however, has recognized that where 
retroactive application of a portion or all of a 
bill is desired, an immediate effective date, 
which does require a two-thirds vote under article 
II, sec. 18 and AS 01.10.070(a), should be used in 
conjunction with the retroactivity section.

705 P.2d at 438, citing Legislative Affairs Agency, Manual of 
Legislative Drafting 11 (1977 ed.) and Uniform Rules of the Alas­
ka State Legislature, Rule 10 (May"TT 1977); accord, Legislative 
Affairs Agency, Manual of Legislative Drafting 28-29 (1987 ed.).

The. language of sections 3 and 4 of HB 164 is similar 
to the language approved by the Supreme Court in Atlantic Rich­
field^ Ch. 110 SLA 1978. if passed by the legislature with the 
requisite two-thirds vote on the effective date clause, the bill 
is certain to pass this first constitutional hurdle. Without 
passage of the effective date clause by a two-thirds vote, the 
retroactive application section will be void, and the bill will 
operate prospectively only.



Mary Halloran, Director March 31, 1988
Division of Policy Page 3
663-88-0432

2. Due Process. The next constitutional question is 
whether the bill would offend guarantees of due process of law 
Generally speaking, there is no vested right in any particular
rate of taxation. Cohan v. Commissioner, 39 F.2d 540, 545 (2d
Cir. 1930) (Learned Hand, J.). Both Congress and state legisla­
tures can change tax statutes and apply the changes retroactive­
ly:

Taxation is neither a penalty imposed on the 
taxpayer nor a liability which he assumes by con­
tract. It is but a way of apportioning the cost 
of government among those who in some measure are 
privileged to enjoy its benefits and must bear its 
burdens. Since no citizen enjoys immunity from
that burden, its retroactive imposition does not 
necessarily infringe due process, and to challenge 
the present tax it is not enough to point out that 
the taxable event, the receipt of income, antedat­
ed the statute.

Welch v. Henry 305 U.S. 134, 146-147 (1935).

The federal rule on retroactivity is that "the applica­
tion of an income tax statute to the entire calendar year in 
which enactment took place does not per se violate the Due Pro­
cess Clause of the Fifth Amendment." United States v. Darusmont, 
449 U.S. 292, 297 (1980). A tax rate "may Be retroactively
changed at the will of Congress at least for periods of less than 
twelve months; Congress has done so from the outset..." Cohan,
39 F.2d at 545, quoted in Darusmont, 449 U.S. at 298. The rule
is based in large part on Congressional history

For more than seventy-five years it has been 
the familiar legislative practice of Congress in 
the enactment of revenue laws to tax retroactively 
income or profits received during the year of the 
session in which the taxing statute is enacted, 
and in some instances during the year of the
preceding session.

Welch, 305 U.S. at 148.

Welch upheld a Wisconsin tax on dividends passed in
1935, and made retroactive to tax years 1933 and 1934. The Court 
noted that the Wisconsin legislature meets every other year, and 
thus the 1935 session was the first opportunity after the tax 
year in which the income was received" at which the tax could be 
changed. Reaching back twelve months (1933 taxes were due in
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1934) did not "exceed” the "limit of permissible retroactivity." 
Welch, 305 U.S. at 151.

The federal rule is based largely on questions of "fair 
notice", whether "the nature or amount of the tax could not have 
reasonably been anticipated by the taxpayer at the time of the 
particular voluntary act which the statute later made the taxable 
event." Welch, 305 U.S. at 147. Changes to tax rates are 
presumed to be foreseeable. In Darusmont, for example, the Court 
flatly rejected a taxpayer's argument that retroactivity of an 
income tax change was barred by due process concerns. The Court 
stated that the proposed rate increase had been under public 
discussion in the form of bills before Congress for about a year, 
and therefore, the taxpayer *'had ample advance notice of the
increase." 449 U.S. at 299. —/

State courts generally follow the federal rule, noting 
that "[t]ax provisions, as key components in a system designed to 
fairly apportion the costs of government, seldom remain static. 
Rather, we expect them to change in response to changing condi­
tions." Martin v. Board of Assessment Appeals, 707 P.2d 348, 354 
(Colo. 1985) . The Alaska Supreme Court, as noted above, approved 
retroactive application of the Oil Tax Act to the full year in 
which it was enacted. Atlantic Richfield. In another case, the 
Alaska court had "no doubt" that a license fee increase could
have been retroactive to the start of the year of enactment, if 
the legislature had followed AS 01.10.090 and "stated expressly 
that it intended the revised fee schedule to be retroacti-e." 
State, ABC Board v. Odom, 671 P.2d 375, 377 (Alaska 1983),
quoting United States v. Hudson, 299 U.S. 498, 500 (1937) ("it 
has been the practice of Congress to make [income tax statutes] 
retroactive for relatively short periods ... and repeated

The Court also rejected the taxpayer's argument, based 
on gift tax cases, that he "could have altered his behavior to 
avoid the tax if. it could have been anticipated by him at the 
time the transaction was effected." Darusmont, 449 U.S. at 299. 
Gift taxes seem to be the only tax area where the Court has been 
receptive to arguments against retroactivity. The Court has 
refused t<- consider income in the same light as the "one time 
transact!jn" of a gift. "[A] tax on the receipt of income is not 
comparab'.e to a gift tax. We cannot assume that stockholders 
would r< fuse to receive corporate dividends even if they knew 
that th :ir receipt would later be subjected to a new tax or an 
increas • of an old one." Welch v. Henry, 305 U.S. at 148-149.
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decisions of this court have recognized the practice and 
sustained it as consistent with the due process clause of the 
Constitution.").

Because HB 164, as written, goes back beyond the start 
of the calendar year in which it will be passed, we cannot abso­
lutely assure you that the retroactivity section will be held 
constitutional. By contrast, there is "no doubt" that the bill 
could be retroactive to January 1, 1988. Odom, Atlantic Rich­
field. Hov/ever, going back further is not an insurmountable 
problem by any means. The proposed effective date of May 31, 
198? is less than twelve months prior to the presumed date HB 164 
will be enacted. Twelve months is a "short period," approved by 
the United States Supreme Court in Welch and again, albeit 
implicitly, in Darusmont. The bill proposes to change tax rates, 
an area which is presumed to be subject to legislative change on 
a regular basis. In this particular case, the taxpayers have 
been on actual notice that the tax rate might be changed since HB 
164 was introduced in January, 1987. Thus, it can be argued that 
the May 31, 1987 effective date does not violate due process. We 
believe these arguments to be very strong, although, given the 
widespread adherence to the "calendar year" approach by the 
courts, not absolutely certain of success.

RDM:nb
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TO Deborah Vogt

FROM:

DATE:

Joseph K. Donohue 

April 28, 2986
L '

RE:

You have requested an opinion concerning the constitutional­
ity of enacting a bill which would retroactively either repeal, 
or amend the methodology for calculating, the economic limit fac­
tor under AS 43.55.013, Specifically, you have asked whether a 
bill enacted in February 1987 and made retroactive to January 1, 
1987 would present any due process problem under the Fifth Amend­
ment to the United States Constitution or under Article I, Sec­
tion 7 of the Alaska Constitution.

The gross production tax on oil or gas is payable monthly.
The tax is due on the 20th day of each month for oil or gas pro- . 
duction which occurred during the preceding month. The tax is 
delinquent if not paid before the end of the month following the 
month of production. AS 43.55.020(a). Thus, the tax on January 
production is due on February 20 and is delinquent if not paid on 
or before February 28.

The economic limit factor is defined in AS 43.55.013 and the 
Department of Revenue has promulgated a number of regulations 
which interpret and implement of the provision. See 15 AAC 
55.010-.040 and .090. The economic limit factor (ELF) is a con­
cept which is designed to reduce the effective rate of taxation 
on a producing field as production from the.h field becomes in­
creasingly marginal. The ELF is multiplied by the percentage- 
of-value amount set forth in AS 43.55.011(b) or the cents-per- 
barrel amount calculated under (c) to determine the tax due. AS 
43.55.013(b)(2) and (3) provide that during the first 10 years of 
commercial production from a lease or property, an economic limit 
factor which is greater than .7 is deemed to be one for purposes 
of the calculation of tax liability. For example, for the period 
since 1981 when the .7 threshold was enacted as part of Ch. 116 
SLA 1981, the ELF at Prudhoe Bay has been greater than .7 and, 
therefore, one. This, in turn, means that the ELF does not have 
any operative effect unless it is found to be less than .7 during 
the initial 10-year period. For Prudhoe Bay, the 10-year period 
expires in June 1987.
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The ELF is derived by the use > . rather complicated mathe­
matical formula which in turn is ba. )n certain simplifying
assumptions. For oil, the monthly production rate at the eco­
nomic limit is presumed to be 300 barrels times the number of 
well days for the lease or property during the month for which 
the tax is to be paid. AS 43.55.013(d).

The taxpayer may rebut this presumption at a formal hearing 
by providing clear and convincing evidence of a different monthly 
production rote. The determination of ohe monthly production 
rate at the economic limit is made by dividing the value at the l,‘ 
point of production under AS 43.55.013(f) into the average month­
ly direct operating costs calculated under subsection (e). The 
hearing must be held before February 15 of a year or within 6 
months after commencement of oil production from a lease or pro­
perty. The results of the hearing "shall be used for all oil 
production during that calendar year from the lease or property." 
AS 43.55.013(d). Therefore, the statute expressly calls for an 
annual determination with some retroactive effect on the monthly 
tax period preceding the hearing on the appropriate monthly pro­
duction rate. This procedural approach makes administrative 
sense since it is more efficient to have this potentially dif­
ficult issue decided on an annual basis rather than on a monthly 
basis.

Perhaps the leading case on the question of whether a tax 
statute can apply retroactively to previous tax periods is Welch 
v. Henry, 305 U.S. 134 (1938). There, the United States Supreme 
Court upheld a corporate income tax amendment enacted by Wiscon­
sin in March 1935 which was applicable to receipt of corporate 
dividends in 1933. The court held that, except for a narrow cat­
egory of gift taxation cases, the legislature had broad authority 
to adjust or amend tax liability retrospectively.

The exception to this rule mentioned by the court pertained 
primarily to instances where voluntary irrevocable actions of 
taxpayers (e.g., making a bequest) were impacted by the retro­
active imposition of a tax. The Supreme Court stated that the 
critical part of the constitutional test was whether "the natr ;e 
or amount of the tax could not reasonably have been anticipated 
by the taxpayer at the time of the particular voluntary act which 
the statute later made the taxable event." 305 U.S. at 147. The 
cases cited by the court, e.g. Nichols v. Coollidge, 274 U.S. 531 
(1927), and Untermeyer v. Anderson, 276 U.S. 440 (1928), were 
instances where the donor might well not have acted as he did had 
he anticipated the tax. The court said that the facts of each 
case and the nature of the tax would have to be examined to de­
termine if retroactivity gives rise to such harsh and oppressive 
results that it offends the Constitution, The court stated 
"there are other forms of taxation whose retroactive imposition 
cannot be said to be similarly offensive, because their incidence
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is not on the voluntary act of the taxpayer." 305 U.S. at 147. 
The court specifically listed property taxes, income taxes and 
benefit assessments. 305 U.S. at 147-148. The Supreme Court 
also noted that it was historically the practice of Congress and 
the Wisconsin Legislature to enact revenue or tax legislation in 
a given year and to give it effect to the entire calendar year.

The United States Supreme Court more recently upheld the 
retroactive increase in the minimum tax on preferences in United 
States v, Darusmont, 449 U.S; 292 ('1981) . There, an amendment to 
the Internal Revenue Code enacted in October 1976 was applied to 
the entire 1976 tax year. In addition to relying on Welch v. 
Henry, supra, the Supreme Court cited its earlier decision in 
Cooper v. United States, 280 U.S. 409, 411 (1930), which upheld 
the taxation of gains from "prior but recent transactions." The 
Supreme Court also relied on the analysis of Judge Learned Hand 
in Cohan v. Commissioners, 39 F.2d 540, 545 (2d Cir. 1930).
Judge Hand, in resolving a similar issue involving retroactivity 
of a tax, held that nobody had a vested right in the rate of tax­
ation. In responding to the question of whether the tax law 
change was foreseeable, Judge Hand stated that once a system of 
taxation is already in place, a taxpayer "must be prepared for 
such possibilities ... ." 39 F.2d at 545.

Other decisions which uphold tax law changes with arguably 
retroactive impacts in the face of due process challenges include 
Buttke v. Commissioner, 625 F.2d 262 (8th Cir. 1980) (involving 
the same minimum tax amendments subsequently upheld by -the U.S. 
Supreme Court in United States v. Darusmont, supra) and Neild v. 
District of Columbia, 110 F.2d 146, 153 (D.C. Cir. 1940) (involv­
ing the constitutionality of the application of a new gross re­
ceipts tax measured by the prior year's receipts).

Sometimes retroactive tax laws are challenged under state 
constitutional provisions barring retrospective laws per se or 
interference with vested rights. The analytical approach taken 
by the courts is sul -tantially similar. Under the first line of 
cases, tax bills which are applied to the entire calendar* year in 
which they are enacted are generally found not to be retrospect­
ive in operation. See, e.g., Martin v. Board of Assessment Ap- 
peals, 707 F.2d 348 (Colo. 1985). In the Martin case, a law 
changing the factors to be corsidered in appraising condominiums 
which took effect in May 1982 and which was used to assess pro­
perty values as of January 1, 1982 was upheld. The court held 
that to find an unconstitutional retrospective effect required a 
showing of an impairment of a vested right. The court concluded:
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... [Pjroperty owners have no vested right to have 
their taxable property assessed by particular 
methods employed in prior years. .... Since the
statute only alters the factors which may be con­
sidered in determining actual value, it does not 
impair the taxpayers1 vested rights, and therefore 
is not unconstitutionally retrospective in its 
operation. 707 P.2d at 352.

A "vested rights" challenge in the context of a severance 
tax increase led to an identical conclusion. In Belco Petroleum 
v. State Board of Equalization, 587 P.2d 204 (Wyo. 1978), a 1975 
amendment to the state severance tax increased the amount of tax 
due for the previous year. Urder the Wyoming severance tax, a 
taxpayer paid his 1974 tax in July 1975 computed on the value of
gross production for previous year. In upholding the application
of the 1975 increase to the July assessment, the court ruled that 
such an increase was not retrospective but merely called for a 
tax measured by or computed on the basis of antecedent facts or 
transactions. The court also found that there was no vested 
right in a specific tax rate.

On the basis of the foregoing state and federal cases, one 
can conclude that there is no vested right in a particular tax 
rate or in a particular method of determining a tax liability.
The U.S. Supreme Court cases focus on whether the transaction whs 
taxable during the period of retroactive coverage and whether 
said period is reasonable, whether the transactions were "prior 
but recent" in time with respect to the tax law change, whether 
the change was reasonably foreseeable and whether or not the tax­
payer might have voluntarily acted as he did had he but known of 
the change.

The question before us involves the proposed repeal or modi­
fication of the ELF factor in February 1987, effective January 1, 
1987. The retroactive period is at most two months. It would 
adjust a factor which is determined on an annualized calendar 
basis under present law. The affected taxpayers are thc:e whose 
decision to invest and produce oil or gas has already been made 
and whose production is already subject to taxation. In the 
State of Alaska, amendments to the oil and gas production tax 
must certainly be viewed as foreseeable. In fact, the Legisla­
ture has discussed and debated changes to the ELF factor during 
the 1986 legislative session. Under these circumstances, I con­
clude that neither state nor federal due process limitations 
would be abrogated by the repeal or amendment of the ELF factor 
under consideration here. Furthermore, under the analyses set 
forth in Martin and Belco Petroleum above, a change in the tax 
rate or ELF methodology prior to February 20, 1987 might not even 
be viewed as having "retrospective" operation.
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Retrospective application of the economic 
limit factor tax amendments, CSHB 118 ( )

Representative Cliff Davidsor 
House Resources Committee

Jack Chenoweth 
Legislative

Co-Chair

The amendments requested are enclosed. The drafts differ 
only as to the date of retrospective application of each.
The draft identified as 6-0652E applies the economic limit 
factor (ELF) retrospectively to oil produr J after June 30, 
1987; the draft identified as 6-0652H ap xes the economic 
limit factor retrospectively to oil produced after December 
31, 1988. (A subsequent memo from your office specified 
different alternative dates. Mechanically changing a date 
in any of these drafts is not a significant drafting 
problem.)

It is my understanding that these provisions limit the 
applicability of the ELF to the state's major producing 
fields and that, as a consequence, the tax liability of some 
taxpayers subject to the severance tax, AS 43.55, would be 
increased, while the liability of others may decrease. ]_/

V  Under AS 43.55.020(a):

The gross production tax on oil or gas shall be 
paid monthly. The tax is due on the 20th day of
each calendar month on oil or gas produced from
each lease or property during the preceding month.
If the tax is not paid before the end of the month
in which it becomes due, the tax becomes 
delinquent.

Thus, tax liability is incurred and remitted on a 
monthly, not an annual basis. For oil production 
during December, 1988, the tax became due and payable 
January 20, 1989, and tax liability for oil production 
during January, 1989, becomes due and payable February 
20, 1989.
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A retroactive tax adjustment will apply if there is a valid 
public purpose served by giving retrospective effect to that 
adjustment. Here, the committee's deliberations may be 
critical. As a committee substitute for HB 118 is 
considered, it would, in my judgment, be important to
develop a record on which a court, if called upon no
consider an argument, would conclude that there was a public 
purpose served by giving the adjustment a retrospective 
effect.

A reasonable retrospective application will be sustained.
The farther back the retroactive provision is given effect, 
the less likely a court would be to sustain the provision 
without a clear showing of public purpose. (To foreclose a 
claim altogether, this office has discouraged retrospective 
application of severance tax adjustments beyond the narrow 
period recognized under AS 43.55.020(a), that is, a change 
amending the economic limit factor to be made retroactive
only to the beginning of the month in which the bill is to
take effect. That approach should not create any problems 
of retrospective applications since the tax liability would 
not have become due on that date.)

I

RETROSPECTIVE APPLICATION OF THE AMENDMENTS:

Tax statutes may be made retroactive. 2/ The threshold

2/ This office has also recently considered 
proposed retrospective application of severance tax 
adjustments, specifically relying on the federal and 
state constitutional prohibitions against passage of ex 
post facto laws. There are two ex post facto law 
prohibitions of the federal constitution. Article I, 
section 9, clause 3 is a limitation on the federal 
government, while article I, section 10, clause 1 
imposes a similar limitation on the states. Alaska's 
constitution also contains a limitation in section 15 
of article I.

Our previous conclusion that federal and state 
constitutional prohibitions against enactment of ex 
post facto laws would support a challenge to the 
amendment's retrospective application was surely in 
error. Federal court decisions have limited the 
application of the limitations to criminal or penal 
consideration is that the retrospective application of 
the measure must not impair an obligation of contract.
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The impairment of contract consideration appears to be 
inapplicable in this instance. Retrospective application of 
a newly-enacted statute may, in some instances, impair 
obligations of contract, in violation of article I, section 
10 of the United States Constitution and article I, section 
15 of the State Constitution. However, the Alaska Supreme 
Court appears to have cut off an impairment of contract 
argument applicable to retrospective application of a tax 
amendment in Atlantic Richfield Co. v. State, 705 P.2d 418 
(Alaska, 1985T! To the argument that the oil and gas 
corporate income tax then in litigation impaired the 
obligation of the state's underlying lease contracts, the 
court concluded that "[the] argument [was] without merit":

. . .  No lease provision has been impaired. In 
entering into the leases the state could not, and did 
not, contract away its power as a sovereign to tax 
income earned in the state. Merrion v. Jicarilla 
Apache Tribe, 455 U.S. 130, 102 S.Ct. 894, 71 L.Ed.2d 
71 (1982) disposes of this issue:

Contractual arrangements remain subject to 
subsequent legislation by the presiding sovereign. 
Even where the contract at issue requires payment 
of a royalty for a license or franchise issued by 
the government entity, the government's power to 
tax remains unless it "has been specifically 
surrendered in terms which admit of no other 
reasonable interpretation." St, Louis v.
United R. Co., 210 U.S. 266, 780, 28 S.Ct. 630, 
'6'34, '5'2"L:"E“d— 1054 (1908).

A55 U.S. at 148, 102 S.Ct. at 907, 71 L.Ed.2d at 36 
(citations omitted); see also Exxon v. Eagerton, 462

statutes, concluding that retrospective tax legislation is 
not prohibited by the ex post facto clause. Personal 
Finance Co. v. United States, 86 F. Supp. 779 (D.Del.,
1949). See 16A Am. Jur. 2d secs. 636, 677. Decisions in 
other state courts have similarly concluded. Parlato v. 
McCarthy, 69 A.2d 648 (Ct., 1949), Walker v. Commonwealth,
130 S.w."2d 27 (Ky. , 1939). The Alaska Supreme Court has not 
extended application of the state constitutional ex post 
facto prohibition beyond penal or criminal matters. Danks 

State, 619 P.2d 720 (Alaska, 1980); Creekpaum v. State, 
139 (Alaska, 1988).
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U.S. at-187-94, 103 S.Ct. at 2304 - 2307, 76 L.Ed.2d at 
508-12.

705 P.2d 418, at 438.

*

If legislation acts retrospectively, the nature and duration 
of its retrospective application should be reasonable. The 
arguments favoring a reasonable retrospective operation 
arise out of the equal protection and due process clauses of 
the state and federal constitutions.

Federal equal protection considerations:

Stt'te legislation retroactively imposing a tax is not 
necessarily and certainly invalid under the equal protection 
clause of the Fourteenth Amendment to the federal 
constitution. The inquiry to be made is one of whether the 
retroactivity impairs substantial, vested rights, and is 
reasonable in the circumstances. As to retroactively 
imposed new taxes, the courts have been reluctant to find a 
violation because of the impairment of a vested right. Welch 
v. Henry, 305 U.S. 134, 83 L.Ed. 87, 59 S.Ct. 121 (19387; 
rehearing denied 305 U.S. 675, 83 L.Ed. 437, 59 S.Ct. 250 
(1938). 5/ Several state courts have agreed. See Garrett

3̂/ In Welch, the United States Supreme Court 
concluded that a Wisconsin state statute, enacted in 
1935 and operating retrospectively to tax corporate 
dividends earned in 1933 which, when received, were 
deductible from gross income, did not violate the equal 
protection clause. The tax rates applied to the 
dividends differed from the rates applicable to other 
types of taxable income. As to the retrospective 
application of the new tax to dividends that were, when 
earned, exempt from tax, the court noted that:

The equal protection clause does not preclude the 
legislature from changing its mind in making an 
otherwise permissible choice of subjects of 
taxation. The very fact that the dividends were 
relieved of tax [in 1933], when the need was less, 
is basis for the legislative judgment that they 
should bear some of the added burden when the need 
is greater.
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Freight Lines- v. State Tax Cojmission, 135 IP. 2d 523, at 536, 
527 (Utah, 1943); Colonial Pipeline Co. v . . Commonwealth, 145 
S.E.2d 227 (Va., 1965) , reh. den. (1966) , app. dismissed,
384 U.S. 268, 16 L.Ed.2d 523, 86 S.Ct. 1476 (1966). 4/

Numerous retroactive revisions of the federal and 
Wisconsin revenue laws . . . have imposed taxes on 
subjects previously untaxed and shifted the burden 
of old taxes by changes in rates, exemptions, and 
deductions. It has never been thought that such 
changes involve a denial of equal protection if 
the new taxes could have been included in the 
earlier act when adopted. If some retroactive 
alteration in the scheme of a tax act is 
permissible, as is conceded, it seems plain that 
validity, so far as equal protection is concerned, 
must be determined, as in the case of any other 
tax, by ascertaining whether the thing taxed falls 
within a distinct class which may rationally be 
treated differently from other classes. If such 
changes are forbidden in the name of equal 
protection, legislatures in laying new taxes would 
be left powerless to -ectify to any extent a 
previous distribution of tax burdens which 
experience had shown to be inequitable, even 
though constitutional.

83 L.Ed. 87, at 92.

A/ In Garrett Freight Lines v. State Tax 
Commission, 135 P . 2d 523 (Utah, 1943), the Utah Supreme 
Court, called upon to determine whether an excise tax 
levied on the use of diesel motor fuel that was used 
prior to the date the legislative act became law, found 
no equal protection violation:

It is well settled that a tax does not necessarily 
violate the Federal Constitution merely because it 
contains retroactive features. Milliken v. United 
States, 283 U.S. 15, 21, 51 S.Ct. 324, 75 L.Ed. 8"0'9 
T7TT7577 1931)]; Billings v. United States, 232 
U.S. 261, 34 S.Ct. 4217 58 L. Ed. 5'96' I TUTS. ,
1914)]; Welch v. Henry, 305 U.S. 134, 59 S.Ct.
121, 125, 83 L.TSa.' B7 [(U.S. , 1938)] . . . .

Neither the Federal Constitution nor the Utah
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Federal due process considerations;

Retroactive imposition of a tax is not necessarily a 
violation of the due process clause of the Fourteenth 
Amendment to the federal constitution. The leading case is 
Welch, cited earlier, in which the United States Supreme 
Court determined:

The objection chiefly urged to the taxing statute is 
that it is a denial of due process of law because in 
1935 it imposed a tax on income received in 1933. But 
a tax is not necessarily unconstitutional because 
retroactive. Milliken v. United States, 283 U.S. 15, 
21, 75 L.Ed. 809, 8 14, 51 S.Ct. 324 ( ( 1931)1, and cases 
cited. Taxation is neither a penalty imposed on the 
taxpayer nor a liability which he assumes by contract. 
It is but a way of apportioning the cost of government 
among those who in some measure are privileged to enjoy 
its benefits and must bear its burdens. Since no 
citizen enjoys immunity from that burden, its 
retroactive imposition does not necessarily infringe 
due process, and to challenge the present tax it is not 
enough to point out that the taxable event, the receipt 
of income, antedated the statute.

83 L.Ed. 87, at 93. But the assertion that due process is
not violated is not absolute and, the court has said that

In each case it is necessary to consider the nature of
the tax and the circumstances in which it is laid
before it can be said that its retroactive application 
is so harsh and oppressive as to transgress the 
constitutional limitation.

Id.

Similarly, in Garrett Freight Lines, earlier cited, the Utah 
Supreme Court determined that the due process clause is not

Constitution has any provision in terms prohibiting 
retroactive legislation -- excepting that which forbids the 
enactment of ex post facto laws. [Citations omitted.] That 
clause relates to criminal and penal matters and does not 
affect legislation such as the statute here involved.
Calder v. Bull, 3 Dali. 386, 390, 1 L.Ed. 648, 1 Kent 
Commentaries 409; 3 Story on Constitution 212; 18 C.J.S. 
Constitutional Law, sec. 435, p. 886.
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a limitation*on the state's ability to retrospectively 
impose a tax:

Although basing its case upon the due process clause, 
appellant does not show wherein the tax constitutes any 
arbitrary and oppressive discrimination except to 
assert that a tax based upon a transaction consummated 
prior to passage of the act amounts to a taking of 
property without due process. It has many times been 
questioned whether the due process clause constitutes 
any limitation upon the taxing power. In this 
connection we quote from Mr. Justice Sutherland of the 
United States Supreme Court in an opinion upholding the 
validity of a statute of the State of Washington 
levying a tax upon the sale of oleomargarine:

Except in rare and special instances, the due 
process of law clause contained in the Fifth 
Amendment is not a limitation upon the taxing 
power conferred upon Congress by the Constitution. 
* * * And no reason exists for applying a 
different rule against a state in the case of the 
Fourteenth Amendment. * * * That clause is 
applicable to a taxing statute such as the one 
here assailed only if the act be so arbitrary as 
to compel the conclusion that it does not involve 
an exertion of the taxing power, but constitutes, 
in substance and effect, the direct exertion of a 
different and forbidden power, as, for example, 
the confiscation of property. * * * Collateral 
purposes or motives of a Legislature in levying a 
tax of a kind within the reach of its lawful 
powers are matters beyond the scope of judicial 
inquiry. * * * Nor may a tax within the lawful 
power of a state be judicially stricken down under 
the due process clause simply because its 
enforcement may or will result in restricting or 
even destroying Darticular occupations or 
businesses, * * * unless, indeed, as already 
indicated, its necessary interpretation and effect 
be such as plainly to demonstrate that the form of 
taxation was adopted as a mere disguise, under 
which there was exercised, in reality, another and 
different power denied by the Federal Constitution 
to the state.

A. Magnano Co. v. Hamilton, 292 U.S. AO, 54 S.Ct. 599, 
601, 78 L.Ed. 1109.
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Garrett Freight Lines, 135 P.2d 523, at 527.

Courts have, however, considered retrospective tax 
legislation, unconstitutional as a violation of the due 
process clause when, as Welch concludes, in light of "the 
nature of the tax and the circumstances in which it is 
laid," the legislation is "so harsh and oppressive as to 
transgress [tnat] constitutional limitation." Welch v. 
Henry, 305 U.S. 134, 59 S.Ct. 121, 83 L.Ed. 87, at 93. The 
question is typically one of the degree of harshness, based 
upon consideration of factors such as (1) the effect of the 
retroactive application of legislation amending a tax on a 
taxpayer's voluntary act that was influenced by the 
taxpayer's understanding of tax incidence or consequence at 
the time of that act, especially if the tax to be imposed or 
amended is "novel," (2) the sufficient certainty of the 
taxpayer's expectation of money that is jeopardized by the 
retroactive legislation, (3) the length of the period of the 
legislation's retrospective application, and (4) the 
importance of the public purpose to be served by the action. 
The first three elements are, to some degree, based on the 
taxpayer's expectations, while the fourth involves a 
determination of a public interest that necessitated the 
actual enactment.

Computation and payment of the severance tax is not greatly 
determinative of taxpayers' taxable activities that generate 
the tax liability, nor does this proposed legislation seem 
to strike at activities of a taxpayer that reasonably relied 
on the current severance tax rates before this bill proposed 
amendment of that tax. It is the length of the period of 
the legislation's retrospective application and the 
importance of the public purpose to be served that need be 
most carefully considered.

The state's strongest case would be one that suggests that 
the purpose of the retroactive provision was remedial and 
that its impact was limited to the shortest period 
practicable. One benchmark date that might serve that 
purpose is July 1, 1988 (start of the current fiscal year, 
if, indeed, the principal purpose of the retroactive 
application is to meet revenue shortfalls in this fiscal 
year); a number of cases would sustain the argument that the 
legislation may be retrospective over the calendar or fiscal 
period of its enactment. An alternative--riskier because of 
the length of the period over which that retroactivity would 
reach back, but perhaps stronger from the point of view of 
public policy considerations--would be that date in 1987 
when the ten-year exemption from the ELF's operation expired
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and the economic limit factor became applicable to the 
state's major producing fields. But this would probably be 
justified only if the state could demonstrate that the 
conditions that suggested in 1981 that adoption of the ELF 
would benefit production are now shown to have been 
inaccurate or incorrect.

State due process and equal protection considerations:

Nothing in my quick research suggested that an analysis 
under the state's "due process" clause, article I, section 
7, would reach a conclusion at variance with the decisions 
based on the comparable federal provision discussed above.

State "equal protection" analysis differs, though the 
conclusion reached under that analysis is consistent with 
the conclusions reached under the analysis applicable to the 
federal provisions. In State v. Erickson, 574 P.2d 1 
(Alaska, 1976), the court established a "single test" 
approach for state-constitution based equal protection 
analysis, essentially requiring that the court (1) ascertain 
the purposes of the legislation to determine whether they 
are legitimate; (2) determine whether the means chosen to 
accomplish the objectives actually do so; and (3) balance 
the importance of the state's interest against the 
constitutional right involved. The state has plenary 
authority to tax. Assuming an adequate record--and the 
April, 1988, "ELF Policy Perspective" document may be 
sufficient--the ELF adjustments now proposed, adding to tax 
liability on the major producing fields that are most 
profitable but continuing or reducing rates on marginally 
producing fields, seems to bear a strong correlation to the 
state's efforts to impose a tax burden on an oil field's 
production that is consistent with the field's economics.
By that analysis, if the retrospective application of the 
change is reasonable, the court should reject any state 
constitutional equal protection-based claim.

II

IS THERE A NEED FOR A SEVERABILITY CLAUSE?

A severability clause is not needed, and one has not been 
included in either draft. In the absence of a severability 
clause, you may rely on AS 01.10.030.

III

TO THE EXTENT THAT THE BILL MAKES A RETROACTIVE TAX 
REDUCTION, MAY THE LEGISLATURE PROVIDE FOR THAT TAX
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REDUCTION BY*-A CREDIT AGAINST THE TAXPAYER'S FUTURE TAX 
LIABILITY, OR IS THE PAYMENT OF AN IMMEDIATE [CASK] REFUND 
REQUIRED?

If retrospective application of the ELF adjustment reduces 
the tax liability of any taxpayer, the revenue having been 
received and deposited into the general fund, the state 
would not be able to refund amounts that have been 
previously paid by the taxpayer to that taxpayer without an 
appropriation. However, article IX, section 6 of the state 
constitution provides that appropriations of public money 
may be made only for a public purpose. In states operating 
with a constitutional provision comparable to Alaska's in 
which there has been a proposed payment of a retroactive 
refund of a validly enacted tax, the appropriation has been 
held to violate those constitutional provisions. Japan 
Line, Ltd. v. MacCaffree, 558 P.2d 211 (Wash., 1977); City 
of Yakima v. Huza, 407 P.2d 815 (Wash., 1965); In re Estate 
of Skinner, 303 P .2d 745 (Cal., 1956); San Bernardino County 
v. Way, TT7 P.2d 354 (Cal., 1941). These considerations 
then would favor the use of a credit due the taxpayer 
against the taxpayer's future tax liability, for the use of 
this approach would necessarily avoid a "public purpose" 
challenge under article IX, section 6.

IV

TO THE EXTENT THAT THE BILL MAKES A RETROACTIVE TAX 
REDUCTION, IS INTEREST PAYABLE ON THAT REDUCTION? IF SO, 
FROM WHAT DATE WOULD INTEREST ACCRUE?

Assuming the draft makes a retroactive tax reduction, I 
would treat the reduction as the equivalent of a refund of 
taxes legally collected. In a refund situation, the 
legislature may shape the conditions and limitations of that 
refund. While interest is generally recoverable on the 
amount of the refund, the few Alaska precedents suggest that 
payment of interest is discretionary and depends principally 
on whether or not the legislature, by statute, has 
authorized its payment.

By statute, interest is allowed on an overpayment of a tax 
levied and collected under AS 43. See AS 43.05.280. That 
statute is, of course, more generally applicable to 
instances involving tax payments made in regular fashion, 
and not to adjustments made by retrospective application of 
a change of the tax law. But it would seem to have 
applicability to the changes suggested under AS 43.55.
Apart from the statute, I know of nothing that mandates
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payment of interest on a tax refund due for a tax that, at 
the time of levy, was legally collectable, and suggest that 
the state may act with respect to interest on the tax 
refunds as it sees fit.

The committee should determine what it wants to do and give 
instructions, and the draft will be prepared accordingly.

V

TO THE EXTENT THAT THE BILL INCREASES A TAXPAYER'S 
LIABILITY, IS THE TAXPAYER OBLIGATED TO PAY INTEREST ON THE 
INCREASED LIABILITY? IF SO, FROM WHAT DATE WOULD INTEREST 
ACCRUE?

Assuming the committee substitute serves to establish a 
greater liability on the part of certain taxpayers for one 
or more "past due" months, that liability arises not under 
AS 43.55.020(a), but by operation of this law. The 
legislature has authority to determine whether interest 
should be paid, and from what date it should be paid.

The bill should not leave taxpayers subject to the assertion 
that they failed to remit taxes by the deadlines established 
in AS 43.55.020(a). In each measure, I have incorporated an 
additional provision that sets a date certain for 
reporting and paying the retroactive tax liability. 
Thereafter, if the amount due has not been timely remitted, 
provisions governing delinquency should apply.

*

Your January 30 memo asks other questions concerning 
retroactive application of the proposed ELF changes. Let me 
briefly respond.

As should be clear from the decision in Atlantic Richfield 
v. State, there is sound benefit in adhering to the 
requirements outlined in the Agency's drafting manual. The 
current manual, at pp. 27, 28, instructs that

The language providing for retroactive application of a 
bill or part of a bill should be set out in a separate 
section immediately preceding the effective date 
section. The retroactive section and the sections in 
the bill that are to be retroactive should have 
immediate effective date clauses.

I am bound to follow the drafting manual, and any draft 
version of legislation prepared for the committee's



'
i ■ ■ ' ' r X l f ~ J:r

.

Representative Cliff Davidson 
Page 12
February 6, 1989

consideration that contained a retroactive provision would 
necessarily include an immediate effective date. All the 
drafts I would provide for the committee's consideration 
would contain the effective date clause. However, if, in a 
mark-up, the committee directs (on the record) deletion of 
the clause with the immediate effective date, I would 
provide the bill with that section omitted. But, before 
departing from the directive of the manual, I would want to 
have committee instruction, for I think it is important that 
the record show why there has been a departure from standard 
drafting procedure.

If one house or both houses fail to adopt an immediate 
effective date for legislation having a retroactive 
provision, the bill would still take effect. The effective 
date would be delayed 90 days, however, but the retroactive 
elements of the legislation would not be impaired by that 
delay.

JBC:kb 
wkkl/109

Enclosure
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SUBJECT:

TO:

FROM:

Dedication of ELF Proceeds to Permanent 
Fund (HB 118)

Representative Cliff Davidson 
Attn: Lourene Miovski

David R. Dierdorff 
Revisor of Statutes

This morning I discussed with Lourene Miovsici your desire to 
provide that 30 percent of the additional revenue received under 
the oil and gas properties production tax by reason of the ELF 
amendments go into the permanent fund. As I told Lourene, the 
state constitution (Art. IX, sec. 7) prohibits the 
dedication of state revenue to a specific fund or purpose. 
However, the legislature could enact a provision that 
embodies the present intent that certain revenue be 
appropriated for certain purposes. The provision would not 
be legally binding on future legislatures.

Enclosed are two amendments that provide alternative means of 
enacting the legislature's intent. I drafted them as amendments 
to the original bill rather than for one of the draft CS's 
prepared for you. Amending the draft CS's would require several 
technical amendments in the sections after sec. 3, and the exact 
nature of those amendments will vary from version to version. 
Consequently, I determined that the simplest way to provide you 
with the language in amendment form was, to amend the bill as 
introduced.

DRD:gc 
WKG7/046

Enclosures(2)
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Dierdorff

#

OFFERED IN THE HOUSE 

TO: HB 118

Page 1, following line 8:

Insert a new bill section to read:

"* Section 1. LEGISLATIVE INTENT. It is the intent of the legislature 

that 30 percent of any additional revenue received by the state under 

AS 43.55 as a result of the amendments made by this Act be appropriated 

annually to the principal of the permanent fund."

Page 1 , line 9:

Delete "Section 1.11 

Insert "Sec. 2."

Renumber remaining bill sections accordingly.

A M E N D M E N T

BY DAVIDSON

- 1 - 2/23/89
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Dierdorff

OFFERED IN THE HOUSE 

TO: HB 118

Page 1, following line 24:

Insert a new bill section to read:

"* Sec. 3. AS 43.55.013 is amended by adding a new subsection to read:

(1) The commissioner of administration shall separately account 

for 30 percent of any additional revenue received by the state under 

this chapter as a result of the 1989 amendments to this section that 

the department deposits in the general fund. The annual estimated 

balance in the account may be used by the legislature to make appro­

priations to the principal of the permanent fund."

Renumber remaining bill section accordingly.

A M E N D M E N T

BY DAVIDSON

-1- 2/23/89
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M E M O R A N D U M

TO: The Majority Caucus

FROM: Representative Cliff Davidsoi^^)
Representative Curt Menard P. >> 
Co-Chairs, House Resources ^nuni

DATE: February 3, 1989

SUBJECT: House Bill 118 - The ELF Bill

Our staff has prepared the attached paper on the ELF and the 
history and issues surrounding it, which we think will be 
helpful in understanding the bill. We would be happy to talk 
to you about this bill if you have any questions.



W H A T  IS THE S E V E R A N C E  TAX?

The Severance (production) tax is a tax that the state imposes 
on the extraction of oil, gas, and other nonrenewable 
resources. The severance tax is a mechanism designed to give 
the people a share in the nonrenewable resource wealth of a 
state. In Alaska, this tax is one of the largest sources of 
oil revenue to the state. Other oil revenue derives from the 
corporate income tax and the property tax, but these taxes are 
a small source of state revenue by comparison. These taxes 
are different from a royalty, which is the amount that a 
company contractually agrees to pay the owner (which in this 
case is the state) in the oil lease for the extraction of the 
oil from the owner's land.

The statutory nominal rate of severance tax on oil production 
in Alaska is 15%. (The "nominal rate" refers to the amount of 
the tax prior to the application of the ELF formula. The 
amount of tax after the application of the ELF formula is 
called the "effective rate".)

WHAT IS THE ELF?

"ELF" means "economic limit factor". In simple terms, the ELF 
is a tax formula that serves to reduce the severance tax by 
variable amounts, depending on per-well production at 
individual fields. The ELF was designed to lower the tax rate 
for the less profitable oil fields to encourage continued 
production as the productivity of the well declined and to 
encourage development of the less profitable oil fields. As 
an oil field's production declines, the ELF reduces the tax 
burden. As the field's oil production reaches the point at 
which it would be forced to shut down further oil development, 
the severance tax would be reduced to zero. Thus, it was 
designed to provide a substantial tax cut for less profitable 
oil fields.

The original ELF was created by the legislature in 1977.
In 1981, as a result of lawsuits by oil companies challenging 
the constitutionality of Alaska's separate accounting method 
of computing corporate income taxes (which was later found to 
be constitutional), the oil and gas taxation statutes were 
revised to provide for another accounting method. This tax 
package provided Alaska's oil producers a large reduction in 
their corporate income taxes on the assumption that most of 
the revenue lost from the income tax would be offset by the 
gains from a modification of the ELF that would raise the 
effective rate of the severance tax. ThJs was devised as a 
temporary fix.



In this legislation, for all oil fields in their first ten 
years of commercial production, the ELF was fixed at 1.0 if 
the oil field's calculated ELF exceeded 0.7. (This has been 
called the "ten-year rounding rule".) At the time the 1981 
legislation was passed, several policy makers, including then 
Governor Hammond, stated that the legislature could reassess 
Alaska's oil tax structure, after the courts determined the 
constitutionality of Alaska's method of separate accounting.

For Prudhoe Bay, the >_>st productive and most profitable oil 
field, the ten-year rounding rule resulted in the severance 
tax being temporarily raised back up to the statutory nominal 
rate of 15%. Prudhoe Bay's ten-year anniversary was on June 
20, 1987. On June 20, 1987, the rounded ELF of 1.0 expired, 
resulting in an effective tax cut from 15% t 12 5% for
Prudhoe Bay.

Because oil revenues account for more than 84% of state 
revenues, much of it from Prudhoe Bay, state revenues were 
immediately reduced by more than 5% as a result of the 
expiration of the rounded ELF for Prudhoe Bay that occurred in 
1987 —  more than $100 million per year. The state's budget 
crisis is partially attributable to this loss of revenue.

A change to make the ELF work as it was supposed to work, and 
to reverse the tax cut for Prudhoe Bay, was proposed in 1987 
and passed the House but was never considered in the Senate. 
Changes to the ELF were recently proposed in HB 118, now under 
consideration in the House. HB 118 is similar to the bill 
that passed the House in 1987, but would raise taxes on 
Prudhoe Bay and Kuparuk more, and cut taxes on all other oil 
fields more, than the 1987 proposal.

WHAT DOES THE ELF BILL DO?

The ELF bill provides a greater tax relief for all oil fields 
in Alaska except Prudhoe Bay and Kuparuk, the two most 
productive oil fields in Alaska (and the United States;, and 
are two of the most profitable. Under the revised ELF, the 
taxes for these two oil fields will increase but will still 
remain below the nominal statutory rate of 15%. The only oil 
fields besides Prudhoe Bay and Kuparuk whose severance taxes 
are not reduced by the ELF bill are those fields which have a 
zero tax rate under current law.



W H A T  DATE S H O U L D  THE ELF'S A P P L I C A T I O N  BEGIN?

There is currently no beginning application date specified in 
the ELF bill. If passed as is, the ELF rate change would 
apply to all oil produced beginning 90 days after the bill is 
signed by the Governor. Amendments have been drafted to 
provide other choices of dates for beginning application of 
the ELF rate change.

The other choices of dates for beginning application of the 
ELF rate change are June 20, 1987 (when * ten-year rounded
ELF expired for Prudhoe Bay, reducing the fective tax rate
from 15% to 12.45%), January 1, 1989 (the beginning of this 
calendar year), or immediately upon being signed by the 
Governor.

The earliest choice will recapture the entire $397 million 
revenue lost from the period from June 20, 1987 through to the 
end of the 1990 fiscal year. The later the application date, 
the more the revenues that will be lost. If a January 1, 1989 
beginning date is used, $222 million of revenue would be lost. 
If a June 1, 1989 beginning date is used, $271 million of 
revenue would be lost. If a September 1, 1989 beginning date 
is used, $301 million would be lost.
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MEMORANDUM

TO: All Resource Committee members

FROM: Representative Cliff Davidson
Representative Curt Menard 
Co-Chairman, House Resources Committee

DATE: February 21, 1989

SUBJECT: ELF hearing, Wednesday, February 22

The Resources Committee will be having an evening hearing on 
HB 118, Oil and Gas Properties Production Tax. The purpose of 
the hearing is to allow the industry and the administration to 
answer questions while side by side.

We will have Greg Erickson from OMB presenting the 
administration's position and Tom Williams from BP Exploration 
presenting the oil industry's position. It is our intention 
to keep the format fairly structured and to allow the 
participants to make their best case without interruptions. 
During their exchange, spontaneous questions will not be 
allowed. However, we have scheduled a work session on 
Thursday at which all interested parties will be available to 
answer any questions from Committee members.

Under this hearing format, each side will first be allowed 
seven minutes to summarize their position on the question of 
the ELF legislation. A question from the Committee will 
follow the opening statements. The first witness will be 
allowed three minutes to outline their organization's 
position. The second witness will then be allowed to outline 
the exposing position. Finally, the first witness will be 
allowed one additional minute for a summary. For the next 
Committee question, the witness order will be reversed. 
Responses and counter-responses will be timed so that both 
witnesses stay within their allotted time.



•
Each Committee member will be allowed to ask two questions 
during the presentation. Our staff has prepared a list of 20 
sample questions from which you may select your two questions, 
or you may draft your own questions. However, you must 
provide copies of your questions to the Committee staff by our 
Wednesday 3 p.m. Committee meeting so that any overlap in 
questions can be resolved. The witnesses will be given a 
a copy of the questions prior to the evening meeting.

If you have any questions or comments about the structure of 
the hearing, please contact the Committee staff at 3715.



POSSIBLE D EBATE QUESTIONS

1) The ELF is designed to provide incentives for wells in 
marginal oil fields. Whiv h oil fields are considered marginal 
in Alaska and why are they considered marginal.

2) How do Alaska's taxes and royalties compare with those of 
other oil-producing states?

3) Describe the function of the current ELF and give your 
assessment of how well it is functioning.

4) What effect do you think the new ELF (HB-118) will have 
on oil. production in Alaska?

5) In June of 1987 the Economic Limit Factor kicked into 
operation at the Prudhoe Bay oil field. As a result the oil 
companies have been paying less severance tax. What have the 
oil companies done with their extra revenue?

6) How much revenue is being generated from the Prudhoe Bay 
by the oil companies? Hew much revenue is being generated for 
the State of Alaska? Please compare their respective shares 
of the oil wealth.

7) What oil prices are industry using to evaluate whether or 
not to proceed with development of projects?

8) At current prices, how much per barrel is this expected 
to cost the industry (your company) and how does this cost 
compare w^th a drop in oil prices.

9) How do profits from operation r c'ne Trans Alaska
Pipeline affect oil company c? ' as to profitability?

10) How much profit does your company (or "do the companies") 
make currently on North Slope operations. Please include TAPS 
profits.

11) Compare the profitability of oil industry operations in 
Alaska with the profitability of the refining of that oil.

12) How many additional jobs have been created at Prudhoe Bay
since the ELF became effective in June of 1987?

13) What effect wi 1 the ELF in HB-118 have on employment at
the large oil fields? At the small oil fields?

14) How much will the oil industry reduce or modify 
operations in Alaska if this ELF legislation passes? How 
sensitive is this to oil price considerations?



15) Is it true that oil field size, in addition to well 
productivity, is an indicator of profitability.

16) What rate' of return does the oil industry require when 
deciding on oil development projects?

17) What is your company's (or "the oil industry's) record on 
local hire. Is local hire improving among the oil industry?

18) Please compare and contrast Alaska's oil tax policies 
with the oil tax policies used in other countries.

19) Please explain the difference between severance tax and 
royalties and how they affect the oil companies and the state.

20) In his (your) testimony earlier, Mr. Williams (you) 
stated that the ELF formula in HB-118 does not work. Please 
provide your analysis of the ELF formula in this legislation 
and why it does or does not work.

21) Compare the oil industry and oil production in Alaska 
with that of other states.

22) Explain what happened to Alaska's oil tax laws in 1981.

23) Are their mechanisms to encourage production from 
marginal oil fields that are not being used in Alaska? Give 
some examples.

Please select two questions or write two questions for the 
House Resources Committee ELF hearing. We would like a copy 
of your questions by the Resources meeting this afternoon.
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Alaska State Legislature

H O U SE  O F R E P R E S E N T A T IV E S

Official Business P.O. Box V
State Capitol

Juneau, Alaska 99811

TO: Industry

FECM:

February 21, 1989

Representative Bert Sharp

SUBJECT: ELF

1. What is the average investment cost of each production 

well drilled since 1978 in the Prudhoe 3ay field?

2. Other than the additional production wells, what is the 

approximate total cost of Prudhoe Bay investment in production 

enhancements facilities in the period 1978 through 1988 (by major 

projects if available)?

3. What is the projected industry Prudhoe Capital 

Expenditure Eudget for the next 5 years; 10 years?



TO: Representative Bert S h a m

FROM: Department of Revenue

DATE: February 21, 1989

SUBJECT: ELF

1. A. Prudhoe Bay produced 1.090 million barrels a day 1n 1978 and 1.528
mil Hon 1n 1988.

B. The average well count was 148 1n 1978 and 751 1n 1988.
C. Average production per well was 7,365 barrels per day In 1978 and 

2,035 barrels per day 1n 1988.

2. Total state revenue from oil production from 1978 through 1988 has 
been approximately $28 billion.

9

9



February 5, 1989

!TITLE! !FNAME! ILNAME!
!COMPANY!
!ADDRESS!
!CITY!, !STATE! !ZIP!

Dear !TITLE! !LNAME!:

As you were previously notified, the House Resources Committee 
will be holding public hearings on HB-118, “An Act relating to 
the oil and gas properties production tax”, from February 9 
to 13.

We have scheduled time for your testimony, 1:00-4:00 p.m. on 
Saturday, February 11. You may testify in person or from any 
site on the teleconference network.

Our staff will be preparing briefing books for the Resources 
Committee. We would like to invite you to forward to us a 
summary of your position totaling not more than three (3) 
pages of text and four (4) pages of graphics for inclusion in 
the briefing book. Please provide this material to the 
Committee staff at least 24 hours before your testimony to 
allow time for copying and assembly of the materials.

There is no limit to the amount of additional material that 
may be given the Committee prior to or during the hearing, 
although we would request that you provide at least 25 copies 
of any materials.

We look forward to hearing from you.

Sincerely,

Representative Cliff Davidson 
Co-Chairman
House Resources Committee

Representative Curt Menard 
Co-Chairman
House Resources Committee



J a n u a r y  31, 1 9 8 9

!T I T L E ! !FNAME i i L N A M E !
!COMPANY!
!ADDRESS!
!CIVY!, !STATE! !ZIP!

Dear !TITLE! !LNAME!

The House Resources Committee will be holding public hearings 
on HB-118, "An Act relating to the oil and gas properties 
production tax", between February 9 and 14.

This measure, introduced by the House Finance Committee, will 
modify the computation of the economic limit factor, commonly 
known as ELF. The House Resources Committee would like to 
invite a representative of your company to testify on this 
measure and how it would affect your operations in Alaska.

As currently envisioned, we will be having two days of 
testimony by the State of Alaska from 3:00-5:00 p.m. on 
Thursday and Friday, February 9 and 10. These hearings will 
be listen only on the Alaska teleconference network.

We have scheduled time for oil industry testimony for 
1:00-4:00 p.m. on Saturday, February 11. For your 
convenience, we have reserved the teleconference network so 
that testimony may be taken from Anchorage and other 
locations.

Finally, the Resources Committee will hear public testimony on 
Monday February 13 from 3:00-5:00 p.m. and again from 
7:00-9:00 p.m..

We would appreciate hearing from you as to your availability 
to testify during this period.

Sincerely,

Representative Cliff Davidson Representative Curt Menard
Co-Chairman Co-Chairman
House Resources Committee House Resources Committee



1 M 0. Adamson Amerada Hess C o r p o r a t i o n Box 2040 T u lsa O K

2 B e v e r ly Ward ARCO A laska  In c . 134 N F r a n k l in Ju n e au AK
3 J .B . Rigg Amoco P r o d u c t io n  Company Box 800 Denver CO
4 Tom G a l l a g h e r Chevron  USA In c . Box 107839 Anchorage AK
5 Al H a s t in g s Conoco Inc . 3201 C S t r e e t  *200 Anchorage AK
6 Dave P a r r i s h Exxon Co. USA 421 Judy  Lane Ju neau AK
7 Thomas C i r i g l i a n o Exxon Co. USA Box 196601 A nchorage AK
8 C.E. Schwobel M arathon  OiI  Company Box 3128 Houston TX
9 Waco S h e l l e y Mobil O il  C o r p o r a t i o n 310 2nd S t r e e t Ju neau AK

10 B.A. S t a l I s w o r t h P h i l l i p s  P e t r o l e u n  Company 8055 E. T u f t s  Avenue Parkway Denver CO
11 C. W addington NW A la s k a  P i p e l i n e  Company. 295 C h ip e ta  Way S a l t  Lake C i ty UT
12 Gorden Evans S h e l l  W es te rn  E & P In c . 318 4 th  S t r e e t Ju neau AK
13 Jim P alm er S ta n d a r d  A la s k a  P r o d u c t io n  Co. Box 196612 A nchorage AK
14 E.H. N e lso n Texaco I n c o r p o r a t e d 550 W 7 th  #1325 Anchorage AK
15 Norman Gorsuch UNOCAL Box 240504 Douglas AK
16 Rick Neal MAPCO 1800 S . B a l t im o r e  A. T u lsa OK
17 Debra Re inwand R es o u rc e  Development C ouncil Box 100516 Anchorage AK
18 M o rr is Thompson Doyon, L td . 201 1 s t  S t r e e t F a i r b a n k s AK
19 Roy Hundo f Cook I n l e t  R eg io n a l  Corp. 2525 C S t r e e t Anchorage AK
20 L .A . (A rd ie ) H erbs A la s k a  O i l  & Gas A s s o c i a t i o n 121 W F irew eed  Lane S u i t e  207 A nchorage AK
21 Wi l l i e H e n s ley NANA R eg ion a l  C o r p o r a t i o n Box 49 Kotzebue AK



PHILLIPS PETROLEUM COMPANY
8055 Easl Tufls Avenue Parkway, Phone: 303850-4383 

DENVER, COLORADO 80237-2898

Corporate Affairs

BRUCE A. STALLSWORTH 
Director
Government Relations and Public Affairs 
Western States

p jr

February 10, 1989

n
r- t- /> o m

The Honorable Cliff Davidson 

and Curt Menard 

Co-Chairman

House Resources Committee 

House of Representatives 

State of Alaska 

State Capitol Building 

Juneau, AK 99811

Dear Representatives Davidson and Menard:

I am in receipt of your letter dated February 5, 1989, concerning 

H.B. 118. Thank you for providing Phillips Petroleum Company the 

opportunity to provide material for the briefing books being pre­

pared for the Resources Committee. Although we are opposed to 

the legislation, we, unfortunately, were not able to have our tax 

specialists put the information together within your timeframe.

Again, we appreciate your interest and regret we were not able to 

provide material for the briefing books.

Sincerely,

Bruce A. Stallsworth

BAS/cyk

ra



Chevron
C h e v r o n  U .S .A .  Inc.
3 0 0 1  C Street, A nchorage,  A K  9 9 5 0 3  •  P h o n e  (907) 5 6 3 - 2 5 5 6

T. P  G a l la g h e r
P u b lic  A lla n s  M anage)

February 6, 1989

Representative Cliff Davidson 
Representative Curt Menard 
Alaska State Legislature 
House Resources Committee 
Pouch V
Juneau, Alaska 99811

Dear Representatives Davidson and Menard:

Thank you for your letter of January 31st inviting Chevron to testify on HB-118.

Chevron's comments on subject bill will be incorporated into testimony provided by 
the Alaska Oil <3c Gas Association - Tax Committee.

As a result of the hearings scheduled on February 9-14, Chevron may wish to 
comment further at a later date.

I appreciate your contacting Chevron and look forward to continue working with 
you and your staff.

Sincerely,

T P G : m w
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February 7, 1989
P. O . BO X  2 0 4 0  

T U L S A , O K L A H O M A  7 4 1 0 2

Representative Curt Menard 
Co-Chairman
House Resources Committee 
Pouch V
Juneau, Alaska 99811

Amerada Hess Corporation thanks you for the opportunity to provide testimony 
on the potential effect of HB118 on its present and future Alaska oil and gas 
operations. Certainly, Amerada Hess has some very serious concerns about the 
referenced proposal and its effect on our outlook for future operations in 
Alaska. We are active members of the Alaska Oil and Gas Association which 
plans to provide comments and/or testimony to the House Finance Committee; 
however, our discussions with AOGA personnel on this matter indicates that 
AOGA will encompass most of the points we would raise. For this reason, and 
in the interest of time and efficiency, Amerada Hess will not burden the 
record with individual testimony.

Thank you again for this opportunity, and be assured of our continued 
interest.

MOBrsgb

xc: L. A. (Ardie) Merbs
Alaska Oil and Gas Association 
121 W. Fireweed Lane, Suite 207 
Anchorage, Alaska 99503-2035

Re: Alaska HB118 

Public Hearings

Dear Sirs

Very truly yours

Marilyn 0. Bernhardt 
General Attorney



Alaska Jftate ^gtslaturs
H O U S E  O F  R E P R E S E N T A T IV E S  

COMMITTEE ON RESOURCES

POUCH V 
JUNEAU . ALASKA 90011 

( 9 0 7 )  4 6 0 - 3 7 1 0

TO: Whom it may concern

FROM: Representative Cliff Davidson, Co-Chail^M^
Representative Curt Menard, Co-ChairQA 
House Resources Committee

DATE: February 10, 1989

SUBJECT: Questions

The Committee appreciates the efforts you have made in 
informing the Committee of the facts and issues concerning HB 
118. In order to get a better perspective, guestions have 
been prepared on this bill. The Committee would appreciate 
answers to the attached questions by the administration and 
each participating oil company. Answers are requested to be 
received by Friday, February 17, so that they can be 
dis"; ributed to the Committee for discussion prior to a vote 
on any legislation.



ELF QUESTIONS

I AMOUNT OF OIL EXTRACTED
(1) The ELF is designed to provide production incentives 

for wells in "marginal" oil fields. Which oil fields are 
considered "marginal" in Alaska?

(2) How many barrels per day are extracted from the most 
productive oil field in Alaska that will be allowed tax cuts 
under this ELF bill?

(3) How many barrels per day are extracted from Prudhoe 
Bay? from Kuparuk?

(4) How many barrels per day are extracted from wells in
the most productive oil fields in the various lower 48 states?
What is the greatest barrels-per-day extraction considered 
marginal and provided tax cuts for production incentive in the 
various lower 48 states?

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

(6) Oil Companies: How much oil did you extract world 
wide in 1976? How much of that was from Alaska? (Prudhoe 
3ay?)

(7) Oil Companies: How much oil did you extract world 
wide in 1988? How much of that was from Alaska? (Prudhoe 
Bay?)

II TAXES PAID
(8) Which oil fields will receive tax breaks from this 

ELF Bill? Which oil fields will receive tax increases from 
this ELF bill?

(9) Can the ELF raise the amount that would 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?

(10) Will this ELF bill raise the rate that would be paid 
for severance taxes for Prudhoe Bay above the rate that was 
paid by oil companies at Prudhoe Bay prior to June 20, 1987?

(11) How much is being paid to the State of Alaska in 
severance taxes each year?

(12) How does the amount that Alaska receives in 
severance taxes compares to the amount that other 
oil-producing states and nations receive? How much would the



fields in the lower 48 pay if they were placed under the 
Alaska tax structure?

(13) Oil Companies: Do you have North Sea productions?
If so, what percent of the total economic rent do you realize 
from your Alaska production and what percent do you realize 
from your North Sea production?

Ill PROFITS
(14) Oil Companies: How much profit is being made off of

the most productive oil fields in the lower 48 states?

(15) Oil Companies: How much profit is being made off of
the most productive oil fields in other oil-producing
countries?

(16) How much profit is being made off of Prudhoe Bay and 
Kuparuk oil fields each day?

(17) Does this include TAPS? If not, what is the profit 
on TAPS?

(18) What public sources corroborate this? Would you 
provide materials proving this? Would you provide a detailed 
list of your revenues and expenses?

(19) How much profit is made from refined products from 
Alaskan oil?

(20) What did the oil companies of Prudhoe Bay do with 
the savings made as a result of the tax break occurring on 
June 20, 1987?

(21) What percent of money grossed by Alaska's oil in 
Prudhoe Bay and Kuparuk is reinvested in Alaska? How much 
money is sent outside?

IV IMPACTS ON ALASKANS
(22) How many jobs are involved in starting up a small 

oil field? How many jobs are involved in maintaining a small 
field?

(23) How many Alaskans were employed by the oil companies 
of Prudhoe Ba^ prior to June 20, 1987 when the tax cut kicked 
in? How many Alaskans are employed by the oil companies of 
Prudhoe Bay now?

(24) What is the long-term effect on Alaskan jobs in 
Prudhoe Bay and Kuparuk oil fields as a result of this ELF 
bill?

(25) How many Alaskans are employed by the oil companies 
of the marginal oil fields now? How many Alaskans are likely



1

to be employed by the oil companies of existing marginal oil 
fields and in developing other oil fields as a result of this 
ELF bill?

(26) What is the long-term effect on Alaskan jobs in the 
smaller oil fields as a result of this ELF bill?
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QUESTIONS AND ANSWERS ON 

HOUSE BILL 118

Why should the Legislature modify the ELF?

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

What tax does the Economic Limit Factor formula affect?

The Economic Limit Factor (ELF) formula affects 
the severance tax on oil. The severance tax —  also 
called 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 
unrestricted General Fund revenue in the past decade.

What is the Economic Limit Factor?

The ELF is a formula which reduces the severance 
tax actually paid on oil. The ELF formula produces a 
fraction which reduces severance taxes as tne produc­
tivity of a well declines. This reduced severance tax 
rate is the "effective" severance tax rate —  that is, 
it is the rate the producer actually p a y s . The effective 
severance tax rate is the "nominal severance tax rate 
(the one set out, or "named" in statute, which is 
normally 15 percent for mature fields) multiplied by the 
ELF. Here's an example:

15% nominal tax rate

multiplied times ELF of 0.66

equals an effective severance tax 
rate of 9.9%

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

DEPARTMENT OF REVENUE (February 9, 1989)



Why do we have the ELF?

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

How did we get to where we are today?

In 1981, the Legislature sharply reduced the 
state's corporate income tax on oil and gas producers 
by abandoning separate accounting. (The changes were 
made because the separate accounting law had been chal­
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 Legislature 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 stopgap 
measure —  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 sever­
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 be­
came even more negative for the state. When the stop­
gap provision ended in 1987, this additional tax break 
caused the effective severance tax rate at Prudhoe Bay 
to drop sharply. (Graphic #1 shows this sharp drcp for 
Prudhoe Bay.) This sharp drop immediately cut Alaska's 
total revenue by $135,000,000 in FY88.

Why do people want to change the ELF now?

The current ELF is not giving Alaska an attrac­
tive enough tax climate to encourage development of mar­
ginal oil fields. Instead of helping marginal fields, 
the ELF formula now mostly provides a massive and un- 
necessarv tax break to two fields which are not marginal 
at all -- Prudhoe Bay and Kuparuk. These are the larg­
est oil fields in the United States, and two of the most 
profitable as well.

DEPARTMENT OF REVENUE (February 9, 1989)



House Bill 118 would target tax breaks toward 
marginal fields and away from these two large, high- 
prolit fields. The bill would give tax breaks to cur­
rently producing marginal fields such as Endicott 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 except Prudhoe 
Bay and Kuparuk.

HB 118 would reduce the tax breaks given to 
Prudhoe Bay and Kuparuk. The current ELF gives a 20 per­
cent tax break to Prudhoe Bay, and more than a 40 percent 
tax break to Kuparuk. HB 118 would reduce —  but not 
eliminate —  the tax breaks given to these two large 
fields.

Graphic #3 shows the tax savings provided by HB 
118 for producers at all other fields except Prudhoe Bay 
and Kuparuk. Graphic #4 shows the increased revenues 
•generated from Prudhoe Bay and Kuparuk by HB 118. The 
legislation on balance raises substantial revenues.

How much revenue would HB 118 raise?

HB 118 does not provide for an effective date, 
nor does it specify when it begins to apply. Assuming 
that the bill went into effect September 1, 1989 ana 
applied to oil produced after August 31, 1989 —  and 
assuming the mid-case scenario projections of the Fall, 
1988 Department of Revenue forecast —  the bill will 
raise $96 million in Fiscal Year 1990.

The legislation would raise much more money if 
it were retroactive. If the bill applied to oil p r o­
duced after December 31, 1988, it would generate $175 
million for FY89 and FY90. If the bill applied to oil 
produced after June 30, 1987, it would generate $397 
million in FY89 and FY90.

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

DEPARTMENT OF REVENUE (Febmaiy 9, 1989)



GRAPH #1

The Tax Rate on Prudhoe Bay 
Has Dropped Sharply
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GRAPH #2

Fields Where Taxes Would 
Decrease Under HB 118
(For Representative Years)

Y—/ 0  -

•Endicott Lisburne Cook Inlet Niakuk 
1991 1991 1991 1993

Current Tax Rate

West Pt. Milne Seal
Sak Thomson poin; Island
Start up date dependent upon future economics

I77I HB 118 Tax Rate

Source: Department of Rovonue Date: Fobruary 7 ,1 9 89
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GRAPH#3

HB 118 Gives a Tax Savings for Producers 
at Oil Fields Other than

Prudhoe Bay and Kuparuk

Fiscal Year
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GRAPH #4

HB 118 Raises More Severance Tax 
Revenue from Prudhoe Bay and Kuparuk

Fiscal Year
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QUESTIONS A N D  A N S WE R S A B O U T  THE "ELF"

What is the ELF?

The Economic Limit Factor (ELF) is just a number ranging 
from zero to one (1.00) that is multiplied times the base 
tax rate to figure out the actual tax rate on oil and gas 
production. The ELF is computed according to a formula set 
out in the production tax statute.

Why have the ELF?

It allows oil and gas to be produced that would stay in the 
ground without it. This gives the State of Alaska addition­
al royalties and gives the State and municipalities a higher 
property tax base because the tangible field investment is 
depreciated over a longer economic life.

A production tax is based on the gross value of the produc­
tion, not the profit from it. Operating costs rise as time 
passes. Eventually they reach the total value of the pro­
duction, leaving nothing for profit. Since the tax does not 
change when profits are shrinking, it squeezes profits even 
further and hastens the time when there is no profit left at 
all. The field then gets shut down even though more oil and 
gas could be economically produced if there were no tax.

The ELF avoids this by lowering the actual tax rate as the 
field becomes less profitable. However, the ELF formula is 
carefully designed so that the tax rate is not reduced very 
much until the field is very close to closing down. Then 
the ELF falls rapidly to zero and so does the tax.

Last year the starv House of Representatives passed a change 
to the ELF formula rhat they say would lower tax rates for 
small fields like Endlcott. Wouldn't this change be better 
for marginal fields than the present ELF formula?

Don't confuse smallness with being marginal. A field in 
Cook Inlet about 1/20 the size of Prudhoe Bay has had a 
higher internal rate of return than Prudhoe. On the other 
hand, West Sak has as much or even more oil in place than 
Prudhoe, but it will be so difficult and expensive to pro­
duce that it is only a marginal field economically.

All small fields would get a tax break under the House bill, 
whether they need it or not.

The House bill would calculate the ELF using field-wide 
production, instead of production per wall. Under the House



bill, d r i l l i n g  new w e l l s  to i n c r e a s e  p r o d u c t i o n  w o u l d  a c t u ­
a l l y  r a i s e  the tax b u r d e n  p e r  b a r r e l  f o r  the field. T h i s  
w o u l d  be a d i s i n c e n t i v e  to f u l l  d e v e l o p m e n t .  The p r e s e n t  
ELF p r o v i d e s  a n  i n c e n t i v e .

I s n ' t  the ELF just a g i v e - a w a y  that was m a d e  in 1981?

No, the p r e s e n t  ELF f o r m u l a  w a s  e n a c t e d  in 1977. O u r  p r e s­
e n t  g o v e r n o r ,  S t e v e  C o w p e r ,  was the H o u s e  F i n a n c e  C o m m i t t e e  
c h a i r m a n  then arid e n d o r s e d  the E L F  c o n c e p t :

"G i v e n  the tax r e l i e f  that the [ELF] p r o p o s a l  w i l l  
a f f o r d  the e c o n o m i c a l l y  m a r g i n a l  o i l  a n d  gas
f i e l d s  a n d  the r e l a t i v e l y  m o d e s t  i n c r e a s e  in t a x a­
tion the p r o p o s a l  p l a c e s  on the h i g h l y  p r o d u c t i v e  
a n d  p r o f i t a b l e  o i l  a n d  gas fields, H o u s e  F i n a n c e  
C o m m i t t e e  S u b s t i t u t e  f o r  CS f o r  SB 238 r e p r e s e n t s  
a b a l a n c e d  a n d  r e a s o n a b l e  a d j u s t m e n t  to the p r e s­
en t  tax law."

S o u r c e :  1977 House' J o u r n a l ,  Supp. 60 (May 7, 1977), p. 8.

T h e  1981 l e g i s l a t i o n  r a i s e d  the a c t u a l  tax rate for P r u d h o e  
B a y  to 15% by i n c r e a s i n g  the b a s e  ra t e  f r o m  12.257. to 15% 
a n d  by " r o u n d i n g  o f f "  the E L F  to 1.00 u n t i l  J u n e  1987 the 
1 0 t h  a n n i v e r s a r y  of P r u d h o e  p r o d u c t i o n .  T h e  a c t u a l  tax r a t e  
w i t h  the ELF today is 1 2 . 1 %  —  h i g h e r  than the 11.7% it was
p r i o r  to the l e g i s l a t i o n  in 1981.

W h e n  G o v e r n o r  H a m m o n d  s i g n e d  the 1981 l e g i s l a t i o n ,  he s a i d  
h e  h a d  full c o n f i d e n c e  in the a b i l i t y  of the L e g i s l a t u r e  to 
d e a l  w i t h  the s i t u a t i o n  w h e n  the ELF w o u l d  s t a r t  up a g a i n 
f o r  P r u d h o e  Bay in m i d  1^37. D i d n ' t  he m e a n  that the E L T  
w o u l d  have to be f i x e d  of c h a n g e d  then?

No. G o v e r n o r  H a m m o n d ' s  m o s t  i m p o r t a n t  c o n c e r n  was that the 
S t a t e ' s  s h a r e  s h o u l d  r e m a i n  a t  o r  a b o v e  30%. He was told 
that the b i l l  w o u l d  k e e p  the S t a t e ' s  s hare j u s t  over this 
3 0 %  m i n i m u m  u n t i l  the E L F  s t a r t e d  w o r k i n g  a g a i n  in m i d  1987 
fo r  P r u d h o e  Bay. E v e r y o n e  a g r e e d  the E L F  w o u l d  r e d u c e  the 
S t a t e ' s  share, but n o  o n e  in 1981 w a s  p r e p a r e d  to p r e d i c t  
w h e t h e r  the r e d u c t i o n  w o u l d  d r o p  the S t a t e ' s  share b e l o w  
30%. If it did drop b e l o w  that m i n i m u m  level, G o v e r n o r  H a m­
m o n d  h a d  f u l l  c o n f i d e n c e  in the L e g i s l a t u r e ' s  a b i l i t y  to 
r e m e d y  the s i t u a t i o n .



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

Yes to both questions. The following table shows the 
State's actual share through 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%

Projected State Share 
$9 Oil at Wellhead $11 Oil at Wellhead 
($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: For FY 82-85 actuals, Alaska Department of Revenue
(Research Section), "ANALYSIS OF HB 353" (October 31, 1985), 
Mean Case Summary Tables, Table 2a ("Calculation of State 
Petroleum Revenues as a Percent of Adjusted Production In- 
"comeir)“, column 12 ("State / Net Rev %") ; for FY 86-87 actu­
als,' Petroleum_Jhrte^ for FY 88-91 projec­
tions, "Alaska Department of Revenue (Larson, Logsdon and 
Marks), "SENSITIVITY ANALYSIS OF PROJECTED REVENUE COLLEC­
TIONS" (December 1986), pp. 82 (for $11 wellhead figures)
and 93 (for $9 wellhead figures).

How much is the impact of the ELF? Last year in June the
State was saying it would be $200 million for FY 88 and 89 
together. This past February the Department of Revenue said 
it will be $300 million, and the Speaker of the House re- 
cently said $400 million.

As a percentage of the State's petroleum revenues, the ELF 
represents a reduction of slightly less than 7%. The dollar 
amount depends on the price levels you assume. The higher 
your prices are, the greater the impact in dollar terms.

Both the Speaker and the Department of Revenue tell only 
part of the story when they focus only on the extra "cost" 
of the ELF due to their higher price assumptions. Despite 
the ELF, higher prices mean higher production tax and royal­



ty collections. While Revenue bemoaned the "loss" of an­
other $100 million because of the ELF, its higher price as­
sumptions indicate an increase of $189 million in production 
tax from Prudhoe Bay alone, plus another $260 million in 
royalties.

Less than 1/6 of the Department of Revenue's latest $300 
million figure is due to an increased number of producing 
wells.

Prudhoe Bay isn't a marginal field. Why should it get a tax 
break like the ELF?

Prudhoe Bay is a lot more marginal these days than people 
think. A major indicator of field profitability is daily 
production per well. Ten years ago Prudhoe was producing
1.2 million barrels a day from only 120 wells —  an average 
of 10,000 barrels a day per well. Today it produces 1.55 
million barrels a day from 669 wells. While total produc­
tion for the field has increased, the average production per
well has declined by 76.8% to a little over 2300 barrels per
day. Yet the ELF has declined by only 15.3%, from 0.954370 
to 0.808459.

Isn't the ELF providing a tax Incentive for oil companies to 
drill extra wells at Prudhoe Bay that aren't really needed?

No unnecessary wells are being drilled just for the tax 
benefit of the ELF. Based on the Department of Revenue's 
price forecast for FY 89 ($10.43 at the wellhead), the dif­
ference in production tax in FY 89 due to having 715 wells 
in the ELF calculation (as Revenue has in its forecast this 
past February) instead of 590 (as it had in its forecast
last June)' is $26.8 million. For the extra 125 v/ells, the
average tax benefit per well is only $0.21 million —  not 
enough to justify the $2 million that each well costs.
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Division M anager

C onoco Inc.
3201 C Street 

Suite 200
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Representative Cliff Davidson 

Co-Chairman

House Resources Committee 

Pouch V

Juneau, AK 99811

Representative Curt Menard 

Co-Chairman

House Resources Committee 

Pouch V

Juneau, AK 99811

Gentlemen:

I have received your letter of January 31 inviting a representative of Conoco 

to testify on HB-118. Conoco appreciates this invitation to present our views 

on HB-118; however, the most appropriate person to testify, Conoco's Division 

Manager Tom Painter, will be out of town during the hearings. Conoco's position 

favoring a modification of the ELF to make the production tax structure a 

progressive tax based on field size as well as well productivity remains 

unchanged from our prior testimony in the hearings on CSHB-164 in 1987. We 

continue to believe such change would offer a positive first step in encouraging 

the development of Alaska's small, marginal fields.

Oil field development in remote areas of Alaska, such as the North Slope, 

offshore, or interior, requires high fixed cost components of investment and 

operation. All fields, regardless of size, must possess living quarters, roads, 

pipelines, and personnel transportation infrastructure in addition to the normal 

oroduction handling facilities. In Alaska's high cost environment, these factors 

result in significant diseconomies of scale for smaller fields. For smaller 

fields to be economically developed, we believe some adjustments must be made 

in the tax or royalty structure.

Conoco remains desirous on becoming a more active participant in the Alaskan 

economy. For Milne Point, tne North Slope's smallest field, a change in the 

production tax structure would help. The economics of resuming development and 

production at Milne Point would be more enhanced by a change in our royalty rate, 

which, at 20%, is the largest fixed royalty for any field in the state. HB-128, 

which has recently been introduced by Representative Brown, has the potential 

to provide royalty relief. For Milne Point to be a success, a sufficient 

differential between crude price and costs, including taxes and royalty, must 

exist to generate a profit. While oil price continues to be the controlling 

factor, any incremental improvement in taxes and royalty would have the same 

effect as an increase in price.

We must caution that our position on modifying the ELF to provide an incentive 

for small field development should not be misconstrued as support for increasing 

taxes on any currently producing field in Alaska. Alaska's sustainable economic 

growth has and will continue to come from private sector investment to develop 

Alaska's natural resources. From our observations, the tax reductions initiated
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at Prudhoe Bay are benefitting both the State and the Prudhoe Bay owners as 

additional production and reserves are being developed, investments are being 

made, and new jobs are being added to t'a Alaska economy.

It is possible to provide both an incentive for small field development and to 

maintain continued investment in the state's larger fields by adopting the 

modified ELF proposed in HB-118 and simultaneously reducing the production tax 

rate, resulting in a "tax neutral" position.

I hope this information will suffice to adequately define Conoco's position on 

HB-118. If you so choose, you may submit this letter as testimony at the 

hearing.

Very truly yours,

A. E. Hastings 

Sr. Staff Engineer

AEH/(jah)
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Based upon our research, the Committee to Repeal the Elf 

maintains it's stated position of being committed to the total 

repeal of this flawed and complex formula.

We support HB118 as a step in the right direction until such time 

as a repeal is effected, particularly as it is retroactive to 

July 1, 1987. But only a step because the bill deals with the 

application and not the formula itself.

Our information indicates that the built-in subsidy which 

provides the first 300 barrels, per well, per day, on the average 

in a "field" to be totally tax free was:

1. based upon 1975 - 76 Cook Inlet data, which has absolutely 

nothing to do with fields such as Prudhoe Bay and Kuparek and at 

best is unintelligible to all but geologists and engineers,

2. a massive, unwarranted and unnecessary incentive to the 

industry giants,

3. if appropriate at all, more logically done on a National, 

rather than State, level,

4. so illogical that by simply punching another hole in the 

ground, and by producing more over-all oil, the "average" 

production can be "decreased", ;hei ’-e decreasing total taxes.
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5. a blanket concession methodology not used by any other 

state, and

6. in a phrase, simply too complex, open to possible abuse, 

interpretation and litigation.

Some of the greatest service the Resources Committee could 

provide to Alaska and it's future would be to:

1. Pass through this bill, with a clear, concise definition of 

"field51, as a temporary halt to the raid.

2. Fund an independent study by a third party of impeccable 

reputation, to determine, among other things:

- how to break the monopoly enjoyed by the major producers 

and assure real competition in lease bidding

- what we could and should be doing to guarantee now and into 

the future a fair share of the proceeds for our non-renewable 

resources.

4.

7—\

/JEAN MANNING DON LOWELL
A/CAMPAIGN CHAIR COMMITTEE CHAIR

^  Committee to Repeal the Elf
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RDC Position Paper on HB 118

The Resource Development Council appreciates the 
opportunity to submit its comments for the record on HB 
118. A non-profit membership organization, RDC 
supports responsible resource development. RDC’s 
membership consists of resource developers from all 
sectors, small and big businesses, communities across the 
state, and individuals.

Our broad-based membership strongly supports a stable 
tax policy in the 49th state - a policy that fosters new 
investment and development, but provides a return to the 
state.

Gov. Steve Cowper in his combined state of the state 
and budget speech in mid-January said that Alaska owns 
the fields at Prudhoe Bay and Kuparuk. Let us not forget 
that the oil companies obtained the right to extract that 
oil by paying for it, and provide the state with a 
royalty as well.

As in any sound business arrangement, both sides have 
something to gain - the state sees its resource developed 
and profits from that production, while the oil industry 
provides infrastructure and achieves its profit through 
tho sale of the commodity it paid for.

Like most business ventures, the arrangement between the 
state and the oil industry involved some bargaining, a 
long list of ground rules and some give-and-take during 
the development process.

ELF.
one of the agreements forged during this stage was the

As most involved in the ongoing tax debate know, ELF was 
proposed in 1977 as a way to encourage the industry to 
drill additional wells in all fields. Once a mature 
field begins to decline, there is an incentive for new 
investments that will extend the life of the field. This 
incentive is accomplished through the ELF formula.

State officials, as well as elected leaders, have heard 
many times that Alaska's current tax structure compels 
the oil industry to pay higher taxes here than in any 
other state. Yet it seems that message has not 
penetrated, because the oil industry is confronted with 
yet another proposed increase through the ELF legislation 
before you. The industry in question already pumps 85 
percent of the state's revenue into the treasury.

All Alaskans understand state government is facing a 
fiscal crunch. Without perpetuating the finger-pointing 
syndrome, R D C  r e s p e c t f u l l y  suggests that while massive
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cute are not the answer, neither are increased taxes, particularly 
on the one industry which fuels so much of Alaska's budget* When 
all the smoke and mirrors fade, the reality is that Alaska needs a 
healthy, productive oil industry, and the best way to foster that 
is through a stable tax structure.

Alaska needs to stop thinking about the short-term quick- 
fixea, such aB increasing the money flow into the treasury through 
HB 118, and start thinking of the long-term ramifications of such a 
move. Those include the job losses associated with higher taxes, 
projects being stalled or shelved completely, the loss Of long-term 
state revenue from marginally economic projects as well as the loss 
of oil and gas reserves due to early abandonment, and delays in 
technological advances that could extend the lifespan and 
productivity of all Alaska fields.

The oil companies ate no different than state government when 
it comes to cash flow - when more money is taken out of an entity, 
cuts must occur somewhere else. Right now, state government has 
more expenses than the sum of its expected income. If state 
government truly wants to increase its income, the most sound way 
to do just that is by providing a good business climate and stable 
tax policy. By encouraging the industries that currently fuel the 
state's operations and continuing its current tax policy, the state 
has a better chance of achieving a long-term payoff in the end, 
when oil companies are able to explore, develop and bring new 
fields on line, thus increasing the state's future income.

in closing, RDC heaikens back to a statement made by Gov,
Cowper in his January speech. He said that in order to retain the 
benefits and services of government, people have to pay for "what 
you get."

RDC would submit that the oil industry has not only paid its 
own way, but picked up a good share of the load for the rest of the 
state through the years.
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Testimony of the 
Alaska Oil and Gas Association 
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Alaska State House of Representatives 

Resources Committee 
on

HB 118, An Act Relating to the 
Oil and Gas Properties Production Tax

February 13, 1989

My name is Gerald Serena and I am a tax lawyer with Exxon Company,
*

U.S.A. I am here today to present testimony of the Alaska Oil and 

Gas Association (AOGA). AOGA is a trade association whose member 

companies account for the majority of oil and gas exploration, 

production and transportation activities in Alaska.

AOGA believes that it is in Alaska's best interest to encourage 

responsible exploration and development of its hydrocarbon 

resources. We oppose the tax increases included in HB 118 since 

its passage would act to discourage continued development in 

Alaska's larger fields. In general, marginal developments in these 

fields that are already at risk due to soft crude price forecasts 

would be further burdened by the proposed tax increases. Increas­

ing taxes on existing fields, after significant investment 

decisions have been made under the existing tax structure, is 

counterproductive to the complete development of these vast 

resources. In general, changes in the tax structure will require 

different ris analysis techniques, which could be a hindrance to 

future exploration and development.



Alaska's current tax structure has our industry paying higher taxes 

in this state than in any other. As you are probably aware, the 

production tax rate is the highest in the country, peaking at 15 

per cent on gross production value. Taxes and royalties have
t

provided 80 to 90 per cent of the state's unrestricted revenues in 

recent years and created the $10 billion Permanent Fund. Surely 

oil and gas is paying its fair share by any measure.

*

Turning to the oil industry for more tax revenues would not be an 

effective approach to solving revenue problems brought on by crude 

price volatility, and which will be exacerbated in the near future 

with production declines from the major fields. This would only 

increase the State's enormous dependence on oil revenues while not 

addressing the long term problem of state spending levels.

In conclusion, AOGA strongly opposes the increased taxes in HB 118. 

Passage would unreasonably increase an already high tax burden, and 

would increase the state's dependence on volatile crude price 

swings.
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The purpose of this note is to briefly update the oil revenue situation to reflect events which have 
occurred since our last revenue forecast released November 1988.

Oil Prices

World oil prices have remained strong through December and January in response to the No­
vember OPEC production agreement. It appears that OPEC production has averaged 19.5 
million bbl/day through January. Although this is 1 million bbl/day over the agreed upon quota, 
strong demand and supply disruptions in the North Sea have kept Saudi Light oil prices near 
$15.00/bbl on the spot market. BP Exploration, the largest producer of Alaska North Slope 
(ANS) crude oil, recently announced a February price for ANS of $16.30/bbl for Gulf Coast 
delivery. The figure below illustrates the current Department of Revenue scenarios and actual 
ANS Gulf Coast prices.

ANS at the U. S. Gulf
(Nominal data)

( $ / b a r re l)

M on th

 Actual —t— Low Scenario

Mrd Scenario - 5 -  HighSconano

The TAPS tariff filing for calendar 1989 sets the average tariff for the pipeline at S3.01/bbl. 
This is S0.04/barrel higher than assumed in the Fall Forecast.



Oil Production
Production from Alaska’s North Slope held firm through year end at well over 2.0 million bbl/ 
day. It is still not clear if the production slide at Prudhoe Bay of 50,000 bbl/day, which ARCO 
envisions, can be avoided in calendar 1989. Based on preliminary information from Conoco, it 
looks like Milne Pt. may recommence production sometime this Spring barring another price 
drop.

Oil Revenues

Higher prices, and higher than expected production through year-end result in a slightly im­
proved outlook for the remainder of the fiscal 1989. The high scenario we developed last Fall 
outlined a revenue stream predicated on a successful OPEC production agreement. So far events 
outlined in the high scenario continue to unfold with the result being oil prices which correspond 
roughly to those characterizing this scenario. For example, under the high scenario the world 
economy was expected to increase at 3.5% in both 1989 and 1990. OECD growth appears to 
have been 4 percent for 1988. World oil consumption growth for 1988 has been revised upward 
by Energy Security Analysis, Inc. to an estimated 3.6%, or about 1.8 million barrels/day. The 
The high scenario assumes a growth in demand of 1.5 million barrels/day for 1989 and 1990. In 
the November OPEC meeting Iran and Iraq were given a quota of 2.6 million barrels/day, about 
14% higher than the 2.3 million barrels/day of production from these countries assumed by the 
high scenario. The high scenario was based on a total OPEC quota of 18.7 million barrels/day, 
with continued cheating by the member counties. The current OPEC quota is 18.5 million 
barrels/day. Over production by member countries has resulted in an estimated production in 
January of 19.5 million barrels/day.

There is, however, no guarantee that conditions within OPEC will remain the same. In particu­
lar the seasonal drop in oil consumption during the second quarter may present serious problems 
to cartel cohesiveness.

Table 1 outlines the price/revenue sensitivity for the remainder of FY 1989 and FY 1990. The 
FY 1989 outlook incorporates our most recent data on actual revenue collections through De­
cember and substitutes current spot market price data for January 1989. A summary of the 
current mid case assumptions, as well as actual collections through December production month 
and corresponding January revenue month, is shown on Table 2.

2



Table 1

PRICE/REVENUE SENS1VITY SCHEDULE 
Unrestricted State Revenue1 

(Millions $)
ANS Price
Lower 482 FY 1989 FY 1990

$ 1 0 /bbl 1724 1139
11 1769 1238
12 1827 1373
13 1885 1507
14 1943 1641
15 2001 1775
16 2060 1909
17 2117 2043
18 2176 2178
19 2240 2312
20 2292 2446

1 Based on Department of Revenue mid scenario assumpuons Fall 1988 Forecast updated for 
actual marketing and production data through December 1988, new 1989 TAPS tariff filing, and 
spot price information for January 1989.

2 The average ANS price for all lower 48 sales is approimately $0.80/bbl less than the U. S. Gulf 
price.

3
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40 TOTAL ANS OIL&NGL ROYALTIES B4 PF M 908.0318 69.3394 62.4932 58 8187 52 0812 45.3839 40 8684 44 5973 74 3773 45 2690 48 3235 42 6840 44 0979 629 2339 126 8863 1330199 146 5457 141 0317 5174937
41 ANS OIL ROY PF4 PSF  GF ADJ FACTOR 0.7450 0.7398 07398 0.7398 0.7398 0.7398 0 7398 0.7398 0.7398 0 7398 0 7398 0 7398 0 7398 0 7398 0.7395 0 7395 0 7395 0 7395 0.7395
42 ANS OIL ROYALTIES NET GF MM$ 676.4837 51.2973 46 2325 43 5141 39.1955 33 5750 30 2344 329931 55 0243 33 4900 35 7497 31 5777 32 6236 465 5072 93 8324 98 3682 10B3706 104 2930 404 8642
43
i i

TOTAL G F ANS OIL PRODUCT REVS MM $ 1476.9838 108 6273 99 5908 96 9913 86 2977 78 2546 70.1503 79 4009 119 0744 73 8658 78 8449 70 1875 72 5060 1031.7915 204 0477 2120357 233 7981 225 5049 876 3144

45 ANS OIL PRODN REV CURRENT FY  MOLY CASI FLOW ANALYSIS AND COMPARISON WITH OFFICIAL DOR FO RECAST
46 GF ANS OIL PROD REV ACT COI L 1475 0838 108 6273 99.5908 96 9913 86 2977 76.2546 70.1503 79.4009
47 LAST DOR REVENUE FORECAST (OCT88) 14759838 108 2807 9 B 2827 S'* 5195 79 8616 77.9302 75 3884 77.8927 79 7896 74 3863 79 3770 70 6931 73 0164 983 4183 205 3520 214 1704 233 7961 225 5049 878 8326
43
49

UPDATED DOR ANS REVENUE FORECAST 1475 9838 100 6273 99.5908 U  ,913 86 2977 76.2546 70.1503 79.4009 119 0744 73 8658 78 6449 70 1875 72 5060 1031.7915 204 047 / 212 9657 233 7961 225 5049 876 3144

50 UPDATED REVENUE FORECAST D IFFERENCE 00000 0.3466 1.3081 8 4717 6 4361 •1.6756 -5.2381 1.5082 39 2648 0 5205 0 5321 •0 5055 ■0 5104 48 3733 1 305? •1 2131 00000 0 0000 2 5102
51 YTD CUM UPDATEO FORECAST DIFFERENCE 00000 03466 1.6547 10.1264 15 5625 14.8869 9.648S 11.1570 50 4418 49 9213 49 3892 48 8837 46 373J 4 0 3 733 1 3052 ■25182 2 5192 2 5162 2 51132

C.UllGSt lOR-nDECSHORT WKI

Actual Data

m «
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A D M I N I S T R A T I O N  P R E S E N T A T I O N  O N  H O U S E  BILL 118- 

LEGISLATION REVISING T H E  E C O N O M I C  LIMIT F A C T O R  (ELF) 
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  9-10,1989
. . .  : o .  . . v ; V- . . i  , . . .  ! . : .

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
/V)

II. H ISTORY 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



IV. ELF'S EFFECTS ON ALASKA HELDS

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 o f Prudhoe Bay and Kuparuk -  
Increased Revenues for the State

HI. HB 118



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

Y in . 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?



A D M I N I S T R A T I O N  T E S T I M O N Y  ON HB 118

BRIEFING MATERIALS
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HB 118 
Modifying the ELF

Briefing materials provided to the:

Alaska State House o f Representatives 
Resources Committee 

Rep. Cliff Davidson, Co-Chairman

Office of the Governor 
Division of Policy 
February 10, 1989



"The session of the 15th Territorial Legislature just 
concluded brings out more clearly than ever the basic issue 
that confronts the people of Alaska. That issue is whether 
Alaska shall be built up for Alaskans..., or whether it shall 
continue to be governed for and by outside interests whose 
sole concern is to take out of Alaska as much as they can, as 
fast as they can, and leave as little as possible."

Governor Ernest Gruening 
Message to the people o f Alaska

March 28,1941



"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 o f 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....[SJmaller fields already have been 
discovered on the North Slope. But they are marginal fields...."

ARCO Alaska Inc. 
newspaper advertisement 

Alaska Journal o f Commerce and Pacific Rim Reporter
October 14,1985



Chart 1

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

This is how the $11.93 W as Divided:

Costs of Production 
and Pipeline Operations

$0.12

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

Division o f  Policy , 9/9/88



"[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 o f 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 o f discouragement o f 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



Chart 3

How Much Money Do The Oil Companies 
Reinvest in Alaska?

Reinvested in Alaska 
(Per Barrel) 

$.96

Removed from Alaska 
(Per Barrel)
$5.46

Division o f Policy, 919188



U.S. oil companies are in the process of liquidating. U.S. 
oil reserves are the leftovers of an enormous feast. Faced 
with a relentlessly declining reserves base, a good 
management is one that can intelligently liquidate its asset 
base.

Robert 0. Anderson 
former chairman and CEO 

Atlantic-Richfield Co.
January 14,1988



Chart 4

How M uch o f The $11.93 Revenue Per Barrel Gets Paid To Alaska W orkers?
($/Barrel)

Paid To Alaska Workers $.70

Division o f Policy, 9/9/SS



Alaska Oil Industry Employment 
1986-1988

Thousands
10 

9 
8 
7 
6 
5 

4 
3 
2 

1
0  .
1 4 7 10 1 4 7 10 1 4 7 10
I 86 I 87 I 88

HGE Oil Extraction Oil Field Services

Source: Alaska Dept, of Labor 
BLS 790 Survey



5 T
Millions

of 4 1  
Barrels 
Per Day

3 4-

PRODUCTION
(Calendar Year 1987)

ALASKA
2.0 Million B/D

NIGERIA
1.2 Million B/D

GOVERNMENT REVENUE

Billions 
of 4 

Dollars Per Year

NIGERIA
$6.2 Billion

Source (Nigeria): Petroleum Economist, Nov. 1988 Division o f Policy 2 '8/89



PRODUCTION
(Calendar Year 1987)

3 T
Millions

of 2 Barrels 
Per Day

ALASKA
2.0 Million B/D

VENEZUELA 
1.3 Million B/D

Billions
of

Dollars 
Per Year

10.
GO VERNM ENT REVENUE

VENEZUELA
$9.2 Billion

6

5

ALASKA
$3.1 Billion

Source (Venezuela): Petroleum IntelligenceWeekly, 4/25/88 Division o f Policy S,\S9



PRODUCTION
(Eucal Year 1987)

4 T

Millions 3 
of

Barrels 
(Oil Equivalent) 2 

Per Day

1

ALASKA
2.0 Million B/D

Billions
of

Dollars Per Year

6 

5 

4

3 ■■ 

2

GO VERNM ENT REVENUE

ALASKA
$3.7 Billion

V
«

11 • - V
•***

' . I ' ' .

**
0

UNITED KINGDOM
$8.8 Billion

Source (U.K.): U.K. Oil Taxation Office, London, and John Gault, S.A. Division o f Policy 2/S/S9

UNITED KINGDOM
3.2 Million B/D



PRODUCTION
(Calendar Year 1987)

Millions 
of 4 

Barrels 
Per Day

3 I
ALASKA

2.0 Million B/D
INDONESIA
1.3 Million B/D

GOVERNMENT REVENUE

Billions
of 4 + 

Dollars 
Per Year

INDONESIA
$4.5 Billion

Source (Indonesia): Petroleum IntelligenceWeekly, 8/31/87,12/7/87 Division ofPol':y2!8M 9



"We have also found [in Indonesia] to an almost 
unprecedented degree the very desirable and somewhat 
uncommon qualities of stability, honor, and fair dealing. In 
the turbulence of the international oil business, Indonesia has 
been an island of rationality and wisdom."

Robert E. Wycojf 
President, Atlantic-Richfield Co. 

address to the Indonesian Petroleum Association
October 1987



Chart 8

ARCO Kuparuk Example
Current Proposed

Law Law

Change in Annual Gross Revenue $981,000 $981,000

Change in Annual Severance Tax ($37,846) $58,611

Tax Rate on Incremental Production -3.9% 6.0%

Average Tax Rate Before Drilling 7.820% 10.944%

Average Tax Rate After Drilling 7.806% 10.938%

Percent Change in Average Tax Rate 
Due to Drilling

-0.180% *0.055%

Division of Policy, 9191 HiS'



How Would The New ELF Affect Profits And Shares ?

D
O

L
L
A
R
S
P
E
R

B

A
R
R
E
L

3 4-

2 +

1 +

OIL COMPANIES 
$3.46/B (46%)

ALASKA 
$2.67/B (35%)

0

CURRENT ELF PROPOSED ELF

ALASKA
OIL COMPANIES 

$3.26/B (43%)
$2.87/B (38%)

Division u jPo licy, 2U()lfi9



"The power of taxation shall never be surrendered. This 
power shall not be suspended or contracted away...."

The Alaska Constitution



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 o f 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 time as an industry, as a company, before we said that is not a 
pretty fair piece of middle ground."

Mr. Richard Donaldson 
SOHIO vice-president for government!public affairs 

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



7 , ^ — ,;.-W *gv. 1 j  -•" v j u r *

"Alaska is not unfamiliar with the activities and importance 
of lobbies. But it is important to bear in mind that lobbying 
activity on a scale never before seen will take place in the 
capital when Alaska becomes a state....

"The taking of Alaska's mineral resources without leaving 
some reasonable return for the support of Alaska 
governmental services and the use of all the people of Alaska 
will mean a betrayal in the administration of the people's 
wealth."

Congressional Delegate EL. "Bob" Bartlett 
Address to the Alaska Constitutional Convention

November 8,1955
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I  MEMORANDUM State of Alaska
DEPARTMENT OF REVENUE

1  #

T0: Cliff Groh

Special Assistant to the 

Commissioner

date: February 9, 1989 

2962A
FILE NO:

TELEPHONE NO:

THRU: SUBJECT: APPLICABILITY CATE CF | 
HB 116 j

1  f r o m : Roger Mc'rks 

S  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) nised through the end of FV 1990 would be as follows. This 

is based or. the assumptions in the Department of Revenue's Fall 1988 

Petroleum Production Revenue Forecast mid-case scenario, updated for 

actual data through November 1988:

1  9

June 30, 1.187 

December 31 1988 

May 31, 1989 

August 31, 1939

$397mm 

$17Emm 

$126mm 

$ 96mm

The August 31, 1989 figure was 

bill.
the basis of the fiscal note on the

Assuming the "Consensus Revenue Analysis" of January 24, 1989, the 

revenues w7ould be as follows:

June 30, 1987 

December 31, 1988 

May 31, 1989 

August 31, 1989

$41 Gnm 

$188mm 

$132mm 

$ 99mm

•

I On ryti| pn. r> •» •



Synopsis of A'laska Fields

Volume
Field (bbls/dav)

Current Fields

North Slope

Prudhoe 8ay 1,526,932
Kuparuk 320,685

Llsburne 38,293
Endlcott 98,099

Cook Inlet

Beaver Creek 263
Granite Pt. 7,454
McArthur River 19,053

Middle Ground Shoals 7,913
Swanson fHver 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

Daily 

Volume 

p/wel1

Effctv 

Sev Tax 

Rato 

Under 

Current 

Law

Effctv 

Sev Tax 

Rate 

Under 

HB118

691 2210 11.59% 14.91%
337 952 8.36*/. 13.18%
51 751 5.2254 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 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 

HO 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)

6. Wasson (TX)

9. Spraberry Trench (TX)

10. Slaughter (IX)

Daily

Production

165,981 ,

157,526 

128,451 

111,225 

107,244 

51,890 

81,575 

78,510 

60,585 

55,792

Average Daily 

Per T/FIl Production

26

19

17

12
98

80

40

36

8
IS

ELF

(Current or Proposed)

0
0
0
U
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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U.S. fields with reserves exceeding 100 million bbl

5UI« field
Oiie.
dill

Cum.
1968 prod,
prod, M-89
 1.CC0 bbl —

Ej>. rim.
HUftll

to.
HO.

walls

ALABAMA
Cit/onetle. 1955......  1.827 147.861 7.000 135

ALASKA
indieott. 1978.......  36.093 43.093 321.902 37
Granite Point. 1965...  2.737 1C9.535 16.213 29
Kuparux River. 1969.... 112.055 £03.397 994.945 328
Lisfiume. 1557.......  14,500 35.600 175.639 49
McArthur River. 1965... 7.040 529.040 34,950 76
Middle Ground SflMl.

1562............. 2.737 155.869 5.263 42
Prudhoe oar. 1967.... 576.335* 6,G53.018t3.533.665 691
Swanson River, 1957.... 2,154 209.490 8.846 29

•Includes accut 30.66 million obi ol condensate, tlndudes adout 138.66 
million ool ol condensate.

ARKANSAS
Smacvover, 1922.....  2.654

CALIFORNIA
San .‘daauin Valley 
Baincge Ssutn. 1911 60.583
Buena Vista. 1909 .... 1.574
Cialmga. 1590.....  10.212
Coannga Nose. 1933 . 1,285
Coles Levee North,

1938........... 442
Cuyarra south. 1949. 469
Cymne.iSC9........ 8.479
Edison 1923....... 1.470
til rills. 1911.....  39,144
Pru.tvale. 1923.....  577
Greeley. 1536......  237
Xem rront. 1912...  1.500
Kern River. 1395...  46.899
Kertieman Ne.-n

Oome. 1923.....  172
Lost Hills. 1910....  5.627
McKittncx. 1596.... 2.551
Midway-Sunset. 1594 57.497
Mount Peso. 1525... 6,620
Rio Bravd. 1937...,;.. 151
Yewiumne. 1974....... 6,570

Coastal Ares
■ Carpniena, 19oo  2.6tr0

Cat Canvon E. i W „
1908........... 2.735

Oes Cuaoras. 1969.... 4.371
Elwooo. 1523......  317
Honco. 1959.......  9.9:2
Of cult. 1901 .......  906
Point Peoernaits.
19821............  6.515

Rincon. 1927......  1.118
San Arcs. 1947....  4.641
Santa Maria Vailey,

1934 ........  1,751
South Mountain. 1915 727
Ventura. 1919...... 7,072

Los Anae.es Basin
eeta. 1976........  6.013
Beverly Hills. 1900.... 2.034
Brea Cimda. 1330..  2.143
Coyote East. 1909..  534
Ccyot* Wes:. 1909.... 808
Dcmingutt, 1923...  607
Kuntirpcn oeacn,

1920........... 5.816
Ingiewcoo. 1924 ...   2.790
Lcrg 8eacn. 1921... 2.461
Mcntesei'O. 1917...  525
Ricnhed. 1919.....  1,494
Santa F t Springs,.

1919.........  587
Sen Beach. 1924 ... 876
Torrance. 1922.....  1.693
Wilmirpon, 1932...  23.921

COLORADO
Rarjely. 1933.-...— —

556.907

677.CS3
647,274
753.345
458.635

160.432
213.191
199.303
134.391
693 .374
115.553
112.547
173.056

1.204.479

456.643 
173.293 
2E6.S22 

1.379 347 
265.230 
115.051 
81.363

9.097 2.100

435.235 
33.271 
151.128 
17.370

2.743
6.538

40.000
25.570

579.776
13.709
1.763

55.230 
743.CG0

1.298
61.503
90.919

373.363
79.230 
1.319

27,015

38.101 29.289

238.236 
212.S04 
105.7C5 
89.62! 
165.374

11.715
148.759
408.251

198.131
145.934
834,742

40.423
122.615
333.394
103.663
249.965
269.266

1.066.363 
345 453 
9C9.757 
192.2=7 
189.165

613.077
203.118
212.CP3

2.292.229

46.930
54.140
2.283

112.223
10.235

331.544
14.832

122.903

40.403
12.035
97.026

173.825
42.355
54.787
13,212
7,481
7,448

72.044
54.149
17.216
10.267
27.412

9.035
14.113
35.347

495.633

12.492 . 739.418 3S.C00

6.000
895

2,174
78

85
105

1,013
674

1.099
274
27

9:0
6,709

44
1.634
931

9,180
411
15
65

114

512
140

7
20
136

• 10 
240 
6GC

172
352
570

60
115
720
103
113
113

990
366
410
155
203

151
163
3652.010

488

Disc.
1969
prod.

Cum.
piod.

M-89
EiL rim. 
nsiwes

Est
Ho.

wells

FLORIDA
Jay. 1970........... 4.676 360.612 55.944 121

ILLINOIS
Clay City. .933....... 2.443 393.360 6.000 2,600
Lawrence. 1306...... 2.919 394.521 S.5C0 2.7C0
l:uden. 193S........ 1.345 383.237 3.555 1.340
Main. 1905.......... 2.C66 233.273 5.000 3.356
New Harmony,

1939........... 1.072 153.545 4.000 1,140

Salem. 1933........ 2.167 386.533 4.500 1.325

KANSAS
Bemis-Shutts. 1923... 1.169 244 247 4.405 973
Chase-Siiica. 1930.... 1.013 301.003 4.499 1.103
£1 Ccraoo. 1915 .... 839 296.734 2.615 822
hall-Gurney. 1931.... 1.032 145,677 4.051 1.130 .

Traps. 1929......... 1.2C0 225.358 4.643 l.CCO

LOUISIANA
Offshore
5ay Martr.ans BIX. 2. 

1949............. 5.547 596,972 53.753 120

Eugene island B'k. 33C,
1930............. 7.359 269.030 55.920 169

Grance Isis Blk. 16. 
1948............. 1.659 263,729 35.645 44

Granse isl* Blk. 43. 
1955............. 4,312 272.256 85.633 125

Mississicoi Canyon :1k. 
194. 1930......... 4.929 llc.258 76 311 44

Main Pass oik. 41, 1957 2,335 237.654 23.284 112
Mein Pass oik. 305. 
1969............. 1.776 201,869 78.335 94

South Pass Blk. 27, 
1954............. 1.659 17.5.317 73.198 113

South Pass 3lk. cl. 
1963............. 3.140 152.151 45.000 156

Soutn Pass 31k. 62. 
1965............. 3.331 1C6.354 31.594 73

South Pass Blk. 55, 
1969............. 4,032 100,375 89.252 61

Ship areal 91k. 204. 
1968.;.......... . 1.591 66,070 38.930 40

Ship Shoal 3ik. 207, 
1967............. 1,023 87,813 33.000 25

Ship Shdal Blk. 203, 
1962............. 4.117 160.169 65.274 67

South Timbalier Blk. 21. 
1939............. 1.324 216,239 47.133 45

South Timoaiier Blk.
135, 1956........ 1.390 139.337 25.663 37

WestCeita Blk. 30.1949 6.754 446.C33 47,375 153
V/est Ce.ta Blk. 73.1952 4.469 188,700 86.291 73

Onshore Ssulh
Bay ce Chene, 1941.. 390 95,382 17.952 24
Bay St. Erame. 1928..,. 321 164.SC0 25.292 18
Baycu Sole. 1941..... 769 161.369 3.417 20
Black Bay West. 1953... 1.971 144.799 10 132 94
Caiiicu isiano. 1930.. 2,308 602.231 74.020 136
Coie 3iancne Bay West, 

1940............. 741 181.594 46.374 85
Delta Pa'ms. 1944.... 293 115,351 7.019 13
Garoen Island Bay, 1934 1,406 221.261 31.954 144

Golden Meadow. 1938.. 894 135.439 4,290 176
Grand Bay. 1938..... 454 170.514 3.750 41
Hacvcerry. East. 1927 .. 777 1C9.C37 7.603 60
HackOerry. Weal.' 1928.. 1,771 141.395 6,492 107

Iowa. 1931......... . 134 99.303 697 25

Jennings. 1901....... 315 116.409 700 • 181

Ulitte. 1935........ 1,665 255.304 9.550 111
Lake Barre. 1929..... 941 204.023 , 20.CS 1 31
Lake Peno. 1929..... 477 117.CC0 ' 17.415 23
Lake Wasnmgton, 1931 2,353 242.390 16.376

• 11
leeviile. 1931 ............. • 447 141.6*6 7.221 37

Panes. 1939.......... 725 126,650 8,600 31

i , .... - . . * I , J,• • •«
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P,

i Cm.
Est rent. ... ^

— - • Cans. — Lst nra. •' ~ EsLOttt, -
— 1388 ' prod.' - • * '• 1984

prod. 1-1-89 nsttvis No. Disc. prod. 1-1-39 rtJirvis Ho.
Stall Field dad - wills

Quarantine Bay. 1937... 761 ' 172.672 1.654 71 Plymoutn. 1325...... 4C0 122,823 3.300 60
Timcaiier Eay. 1933 . . ■ - Seeligson, 1925...... ' - 155 271.483 55,544 • 42
Venice. 1937..... . 858 181.378 7.590 59 TC8. 1944.......... 456 112.700 52.353 30

Vinton. 1910........ 287 161.001 SCO 96 White Point E. 1938.. 60 104.034 6.340 21
Island. 1945... 816 225.939 21.356 33

West Sly. 1940------ 1.349 228.246 16.355 79 District 5
Alioima Ferry. 1983.... 3.6C0 ■ 14.6C0 86.400 253

Norm * Vm, 1928........... 3.0S6 521.960 15.CC0 366
Cadco-Pir-e Islarto 19C5 3.310 360.899 12.883 10.683

District 6
-

Dtihi. 1544.......... 673 211.707 34.651 58
40.597
2.424
8.244
1.416
1.680

5.C03.747
192,691
821.644
103,980
121.346

988.753
17.777
42.372
6.C36
8,440

9.363 
ICO 
442 
163 

- 208

Hiyr.tr/ilit. 1921... _
Homer. 1919........
Rodessa. 1935.......

761
434
331

168.237
98.375

1C5.027

2.373
1.903
1.506

156
193
67

East Teaas. 1930.....
Fairway. 1350........
Hawkins. 1340.......
Neches. 1553........
Quitman, 1943.......

MISSISSIPPI District 3

2.609
2,829
834

239.154
174.8C9
29.677

10.391
12.171
3,197

316
316
173

Anaecter. 1946.... . 1,500 181.888 6.500 23

Heideiserg. 1944,....
Tiruiey, 1939........

Block 31. 1945......
Cowden, N., 1930....
Ccwoen, S. Foster. 
Johnson, 1932......

3.555
13.596

9.696

220.063
488.092

500.795

12.CC0
40.000

40.CC0

325
1.210

1.593

MONTANA Dollarnice. 1945.....
Dune. 1938..........

2.568
2.923

193.780
183.000

11.448
18.7C4

202
771

Bell Creek. 1957..... 958 123.836 22.984 91 Fullerton. 1342....... 7.452 348.200 22.000 870

Cui Sank. i925...... 994 162.459 37,159 575 Goldsmith. 1934...... 7.248 755.516 33.752 2.036

Pine. 1951.......... 1.302 105,145 5.667 96 Howard Glasscscx. 1925
latan. £.. 1926.......
Joroan, 1937.........

5.844
3.372
480

404.5C8 
142.556 
128.975

26.000
12.000
2.520

2.203
1.3C4
138

NEW MEXICO Keystone. 1920.......
McEI-oy. 1926.......

1.872
7.S34

313.080
465.54?

9.374
56.800

812
1.6CC

Denton. 1949........ 652 133.693 3.000 179 Means. 1934......... 7.020 22e.5?a 20.CC0 713

Emdire-A&o. 1957.... 1.424 219.383 5C.C17 405 Midland -arms. 1944,... 4.603 241.930 18.615 415

Eunice-Manumer.;, 1929 2,500 125.414 10.834 879 Sano H.lls. 1931..... 2.760 248.207 21.500 1.312

Moeos. 1322........ 8.4S0 297.432 20.000 613 TXL. 1944 .......... 2,004 263.515 6.500 600

Mlljamar. 1526...... 1.863 14d.96i 5.070 851 Waddell. 1927....... 703 ICO. 712 3,792 163

VKuum. 1529....... 12.359 452.242 40.000 1.556 Ward Estes. N.. 1929... 3.403 364.177 76.435 1.562
Westtyoov 1923......
Yates. 1926.........

2.000
33.540

83,000
1.171.320

16,uCC 
782.63;

718
1.146

NORTH DAKOTA District 8-A
24.190Bej«r lodge. 1551... 1.704 111.574 16.684 ’'2 Ariton-lrisnV1944..... 3.554 175.910 239

Billings Ncs*. 1973... 2.550 61.659 51.744 § j Cegoeil Area, 1949.... 1.656 292.213 41.204 1C3

Little Kr.ne. 1977 .... 3.392
439

51.43/ 57,324
82.837

131
96

Durr.ono M., 1949.... 1.9G3 239,41S 16.053 474

13.165 Kelly-Snyoer. 1948.... 11.592 1.234,962 US.C33 8C5
Levenand. 1938......
Fre-itice. 1951.......

17.223
6.215

464,1*4
161.036

SO.COD
20.000

3.012
437

OKLAHOMA Salt Creek. >950......
Seminole. 1935......

10.4C4
17.004

247.340
524.765

12.5:2
35.CC0

173
624

Byrtank. 1920....... 1.135 536.746 8.377 1.105 Slaughter. 1336....... 20.364 1.029.800 50.000 3.C01

Eola-Sccoersor.. Spraoerry Trend. 1951.. 22.212 653.383 50.CC0 7.321

1920............ 746 - - 103.124 8,210 603 Wasson. 1925........ 28,656 1,711.898 60.CC0 2.152

Fins. 1934.......... 2.553 199.894 12.000 589 Welch. 1942......... 3.324 144,229 14,000 651

Gltnr. Pool. 1925..... 1.170 327.865 5.0C0 714
District 10Golden Trena. 1945... 4,333 474.ICO 28.000 1.396

7.812 1.423.236 41,240 11,643Healotcn. 1913....... 1.938 334.645 9,553 1.000 Pa.inar.cie, 1921......
Hewitt. 1919........ 3,152 268.371 13.615 922
Cklanoma City. 1928.... 3C2 816.170 5.966 174
Post.e. 1955......... 1.215 106.393 14.921 226 UTAHShc-Vel-ium. 1905.... 18.258 1.167,379 60.C00 7,616

3.047 89.493 231,216Sooner Tteno. 1945... 4.147 295.544 20,000 4,746 Ahamont. 1955....... 227
Anew. 1956.........
East Ar.schutz Rancn,

5.340 354.C04 30.C00 461

TEXAS 1979............ 12.755 80.355 727.799 23
Red Wasn, 1951..... 1.075 77,511 13.377 146

District 2
Greta. 1922 ......... 748 147.570 12,530 100
Lake Pest-art. 1953 ...
Tom O'Connor, 1534..

2.134
10.280

87.784
747.e49

12.644
55.CCC

143
646 WYOMING

West Rancn, 1923.... 2.64C 3SC.03A 8,504 307 Brady. 1950.........
Byron. 1918.........

2.438
1.119

54.537
120.633

49.251
7.656

22
67

District 3 Elk 6as’n, 1915...... 2.968 446.695 25.750 170
Anjnui:. 1935....... 1,068 284.838 15,112 1C6 Frannie. 1928........ 1.122 115.020 5.CC0 63
Con-oe, 1931........ 3.864 727.215 33.728 278 Giriar.a, 1906 ....... 2.625 154.685 6,000 225
Gidoirgs. 1571....... 8.655 278,570 148.032 2,231 Grass Creek. 1914.... 2.414 185.120 9.CC0 283
Hist rjs. 1534....... 3.094 657,237 72.764 2C6 Harrviton Ocme. 1918... 2,853 268.1C3 6.C00 ■239
Magr.et Witners, 1936... i.eai 11C.960 5.000 150 Harjcg Draw, 1976...

Hihie. 19=9.........
6,647 66.722 233,739 157

Oyster iiyou. lS4j... 864 160,204 18.036 39 541 75.416 55.885 93
Thcmrson. 1931..... 3,972 472.540 27.360 262 Lance Creek, 1918.... 163 107.805 400 24
Tamcail. 1932....... 403 121.055 9.868 85 Little Builaio Basin,
Webster. 1S37....... 5.304 573.152 20.000 243 1914 2.666 118.653 9.339 154

71Lost Eoidie'. 1916.... 2.308 192.073 6.CC0
Cirtnct 4 Oregr.n fiasm, 1912... 8.669 388.180 30.000 500
Agua Ouice-Stratton, Pamter Reservoir. 1979 1,739 31.674 80.674 31

1926............. 360 146.623 24,751 94 Salt Creek. 1906...... 5.210 629.689 25.000 1.217
Borregos, 194;....... 192 114.021 20.186 40 Weru. 1920.......... 3.5CO 99 695 15.COO 65
Kelsey. 1938......... 2C0 114.359 36.247 60 Whitney Canyon, 1980.. 1.652 10.379 105.435 29

239

.3

70 0 .1 4  C u )o u m jl,|io  30,1989





HOW REVENUE NEUTRAL WERE THE 1981 CHANGES? 

~~J fniiii]

What c o l l e c t i o n s  would . 
have been under pre 1S62 Law

Actual
C o l l e c t ion s

Pe t ro .  Corp. 
Income Tax

$ev.
Tax Total

Pe t ro .  Corp. 
Income Tax

Sev.
Tax • Total

Loss from 
change in 
Law

1582 580 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 (268 )
1566 658 805 1463 134 11C8 1242 (221 )
1587 375 464 839 120 649 769 (70 )
Total 4575 5634 10210 1593 7615 5206 ( 1 0 0 2 ) *

*Had the L eg i s l a t u r e  au tho r i zed  deduction o f  the Federal Windfa l l  P r o f i t s  Tax the t o t a l  
l o s s  ove r  the pe r iod  would have been $670 mm



S e v e r a n c e  Tax R eceipts as P er ce n t a g e of Gross W e l l h e a d  V alue -

P ru dho e Say

Sev Tax Loss

W e l l h e a d Gross Sev as */. f r o m

Price Vo l u m e Value Tax of Gross ELF
Year ( S/bbl) ( m m b b l ) ( Smm) ( $mm) Value ($mm)

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

1984 19.73 562 11088 1455 1 3 . 1 % NA

1985 18.48 564 10423 1368 13 .1% NA

1986 12.74 563 7173 941 13.1% NA

1987 11.08 567 4581 601 1 3 . 1 % NA

( S u s p e n s i o n  of ELF on Prudhoe Bay  ends)

1988 10.68 565 6034 657 1 0. 9% 135

1989 7.36 540 3974 430 1 0.8 % 92

1990 7.00 502 3514 368 1 0.5% 93

1991 7.56 466 3523 357 1 0.1 % 105



D E F I N I T I O N S
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The Economic Limit Factor or ELF is a fraction 
which reduces severance taxes as well 
productivity declines.

Dalo : February 7, 1989
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SEVERANCE TAX, also called production tax, 
is a tax on oil removed from the ground. The tax 
compensates for the depletion of the state's non­
renewable resources.
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EFFECTIVE SEVERANCE TAX RATE 
equals nominal severance tax rate times ELF.

For example, 15.00% times 0.66 equals 
an effective severance tax rate of 9.90 %

Dato: Fobruary 7, 1989



Severance Taxes are an Important 

Part of Alaska’s Revenues

$1487.1
(64%)

Unrestricted 
General Fund 
Revenues Without 
Severance Taxes

Severance
Taxes

$2305.8
Total Unrestricted General Fund 
Revenues For Fiscal Year 1988

Date: February 7,1989
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GENERAL FUND UNRESTRICTED REVENUES
(FY 1988)

SEVERANCE TAXES 
36%

PETROLEUM-CORP TAXES 
7 %

OIL & GAS ROYALTIES 
30% -

OTHER
23%

PROPERTY TAXES 
4%

( A l a s k a  D e p a r t m e n t  ot Re v e n u e - Re s e a r c h )



HB 118 Raises Net Revenue From 
Severance Taxes on Oil Production

Fiscal Year
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OFFICE OF THE GOVERNOR
DIVISION OF POLICY 

Box AD, Juneau, Alaska 99811-0164 
Phone (907) 465-3568

M ary H alloran
D i r e c to r

. 16 J a n u a r y  1988

Mr. J o h n  H a v a r d  
P l a n n i n g  a n d  E v a l u a t i o n  
A R C O  A l a s k a ,  Inc.
P . O .  B o x  1 0 0 3 6 0  
A n c h o r a g e ,  A K  9 9 5 1 0 - 0 3 6 0

D e a r  Mr. H a v a r d :

In y o u r  p r e s e n t a t i o n  t o  t h e  B a r t l e t t  D e m o c r a t i c  C l u b  y o u  
q u e s t i o n e d  t h e  a c c u r a c y  o f  t h e  c a l c u l a t i o n s  o f  p e r  b a r r e l  A l a s k a  
o i l  p r o f i t s ,  d e p r e c i a t i o n ,  etc.. p r e s e n t e d  b y  M r .  G r e g g  E r i c k s o n  
o f  m y  s t a f f .

T h e  f i g u r e s  we p r e s e n t e d  a r e  b a s e d  o n  t h e  c a l c u l a t i o n s  
p u b l i s h e d  in t h e  Petroleum Intelligence Weekly o f  F e b r u a r y  1, 
1 98 8 .  W e  e a r l i e r  s u m m a r i z e d  t h o s e  c a l c u l a t i o n s  i n  A p p e n d i x  B o f  
The ELF, A Policy Perspective, a c o p y  o f  w h i c h  y o u  w i l l  f i n d  
e n c l o s e d .

A f t e r  Perspective w a s  p u b l i s h e d  M r .  T o m  W i l l i a m s ,  an 
o f f i c i a l  o f  S t a n d a r d  A l a s k a  P r o d u c t i o n  Co., p o i n t e d  out t h a t  t h e  
c a l c u l a t i o n s  f a i l e d  to i n c l u d e  p r o p e r t y  t a x  p a y m e n t s  to l o c a l  
g o v e r n m e n t s .  W e  a l s o  n o t e d  t h a t  t h e  PIW c a l c u l a t i o n s  d i d  n o t  

r e f l e c t  t h e  a l l o c a t i o n s  o f  p i p e l i n e  t a r i f f  r e v e n u e  p r o v i d e d  f o r  
ur>H°r t h 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  a g r e e d  t o  b y  t h e  o w n e r  
r janies, t h e  state, a n d  t h e  F e d e r a l  E n e r g y  R e g u l a t o r y  

m i s s i o n .  A f t e r  d i s c u s s i n g  t h e  m a t t e r  w i t h  M r .  W i l l i a m s ,
.....mes P a l m e r ,  a n d  o t h e r  S t a n d a r d  o f f i c i a l s ,  a n d  PIW, we 
a p p r o p r i a t e l y  r e c a l c u l a t e d  t h e  n u m b e r s  w i t h  t h e  a d j u s t m e n t s  
( s h o w n  b e l o w )  f o r  p r o p e r t y  t a x  a n d  T A P S .

($ o e r  b a r r e l )

P u r p o s e  o f  A d j u s t m e n t  
C o r r e c t  p r o p e r t y  t a x  
A d d  T A P S  d e p r e c i a t i o n ,  D R & R  

A d d  r e c o v e r y  o f  T A P S  d e f e r r e d  
A d d  T A P S  o p e r a t i n g  e x p e n s e

O r i g i n a l
P I W

A llo .c .a tio n Allocation
0.46
2. 9 6
1.15
1.44

A d j u s t e d
P I W

0 . 1 5
2 . 2 5

r e t u r n  0 . 4 3

0 . 8 5



Mr. J o h n  H a v a r d ,  January 15, 1989, page 2

T h i s  a d m i n i s t r a t i o n  s t a n d s  b y  t h e  e s t i m a t e s  p r e s e n t e d  b y  
Mr. E r i c k s o n .  N a t u r a l l y ,  w e  w o u l d  b e  h a p p y  t o  w o r k  w i t h  y o u r  

c o m p a n y  —  as w e  d i d  i n  t h i s  c a s e  w i t h  S t a n d a r d  —  in o u r  • 

o n g o i n g  e f f o r t  t o  i n s u r e  t h a t  o u r  i n f o r m a t i o n  on t h e  e c o n o m i c s  
o f  A l a s k a  o i l  o p e r a t i o n s  is a s  a c c u r a t e  a s  p o s s i b l e .

P l e a s e  c o n t a c t  Mr. E r i c k s o n  d i r e c t l y  i f  y o u  h a v e  
i n f o r m a t i o n  t o  add, o r  f u r t h e r  q u e s t i o n s  c o n c e r n i n g  t h e  
d e r i v a t i o n  o f  o u r  e s t i m a t e s .

Y o u r s  truly,

M a r y  H a l l o r a n

enc: The ELF, A Policy Perspective

cc: J o h n  Levy, p r o g r a m  c h a i r
B a r t l e t t  D e m o c r a t i c  C l u b



MEMORANDUM Division of Policy
Office o f the Governor

To: G r e g g  E r i c k s o n

S e n i o r  E c o n o m i s t  
D i v i s i o n  o f  P o l i c y

Date: F e b r u a r y  10, 1989

From: R. A .  F i n e b e r g

S e n i o r  A n a l y s t ,  O i l  & G a s  
D i v i s i o n  o f  P o l i c y

Subject: D a t a  o n  S h a r e s  o f  P r o f i t  f r o m  t h e  A l a s k a  O p e r a t i o n s  
o f  N o r t h  S l o p e  P r o d u c e r s

T h i s  m e m o r a n d u m  d i s c u s s e s  t h e  u n d a t e d ,  o n e - p a g e  
f l y e r  f r o m  S e n a t o r  R i c k  H a l f o r d ,  " B a c k g r o u n d  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 ) , " x w h i c h  w a s  p r o v i d e d  t o  t h e  

H o u s e  R e s o u r c e s  C o m m i t t e e  y e s t e r d a y .  T h e  f l y e r  c o n t a i n s  
d a t a  o n  t h e  " s t a t e  s h a r e "  o f  N o r t h  S l o p e  i n c o m e  f r o m  t w o  
s e p a r a t e  s o u r c e s .  R e v i e w  o f  t h e  t w o  s o u r c e  d o c u m e n t s  
i n d i c a t e s :

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

2. D a t a  f r o m  b o t h  s o u r c e s  w e r e  r e p o r t e d  o n  t h e  

f l y e r  in a m a n n e r  t h a t  u n d e r s t a t e s  i n d u s t r y  r e v e n u e  f r o m  
A l a s k a  o p e r a t i o n s .

F o r  t h e s e  r e a s o n s ,  t h e  d a t a  in t h e  o n e - p a g e  f l y e r  

c a n n o t  b e  t a k e n  as a n  a c c u r a t e  p o r t r a y a l  o f  " s t a t e  s h a r e "  

o f  N o r t h  S l o p e  r e v e n u e .  T h e  f o l l o w i n g  s e c t i o n s  d i s c u s s  
t h e s e  c o n c l u s i o n s  a r e  d i s c u s s e d  i n  g r e a t e r  d e t a i l .

■L. T h e _ f l v e r _ . d a t a a r e  d e r i v e d  f r o m  t w o  s e p a r a t e

s o u r c e s _ u a i n . g  d i f f e r e n t  a s s u m p t i o n s .  T h e  r e p o r t e d  

results., a r e  t h e r e f o r e  i n a c c u r a t e .

T h e  f i r s t  s e t  o f  n u m b e r s ,  f r o m  1 9 8 5  t o  " 1 9 8 8  (to 
d a t e ) ," is t a k e n  f r o m  a P e t r o l e u m  I n t e l l i g e n c e  W e e k l y  of 

F e b .  2, 1 9 8 8 /  t h e  f i g u r e s  f o r  1 9 8 8  t h r o u g h  1 9 9 1  a r e  

p r o j e c t i o n s  t a k e n  f r o m  a  D e c e m b e r  19 8 6  r e p o r t  b y  t h e

1 These data were ori g i n a l l y  c i r c u l a t e d  to all legislators Mar. 23, 
1988 b y  Senator M i t c h  Abood.



Fineberg /  Erickson
2/10/89 (Page 2)

D e p a r t m e n t  o f  R e v e n u e . 2 T h e s e  c a l c u l a t i o n s  r e q u i r e  
a s s u m p t i o n s  a b o u t  c o r p o r a t e  a c t i v i t i e s  t h a t  t h e  N o r t h  

S l o p e  p r o d u c e r s  d e c l i n e  t o  m a k e  p u b l i c .  T h e  a s s u m p t i o n s  
u s e d  b y  P I W  ( b a s e d  o n  t h e  b e s t  i n d u s t r y  i n f o r m a t i o n  t h e  

P I W  a n a l y s t s  c o u l d  g e t  in 1988) a r e  v e r y  d i f f e r e n t  f r o m  

t h o s e  t h e  D e p a r t m e n t  o f  R e v e n u e  u s e d  i n  1986.

A  M a r c h  1 9 8 7  m e m o r a n d u m  b y  o n e  o f  t h e  a u t h o r s 3 o f  t h e  
1 9 8 6  s t u d y  w a r n e d  s p e c i f i c a l l y  t h a t  t o  i s o l a t e  i n d u s t r y  

s h a r e s  o f  p r o f i t  f r o m  t h e  1986 t a b l e s  m a y  b e  " s o m e w h a t  
m i s l e a d i n g "  i f  t a k e n  o u t  o f  c o n t e x t .  T h i s  is p r e c i s e l y  
w h a t  o c c u r r e d  in t h e  h a n d - o u t  y o u  w e r e  g i v e n  y e s t e r d a y .

T h e  D e p a r t m e n t  o f  R e v e n u e  r e p o r t s  t h a t  t h e  1 9 8 6  
s t u d y  o v e r - e s t i m a t e d  p r o d u c t i o n  c o s t s ,  c a p i t a l i z a t i o n  a n d  
o t h e r  f a c t o r s .  T o  g e t  a c t u a l  r e s u l t s  f o r  1 9 8 8  a n d  
r e s u l t s  c o m p a r a b l e  t o  t h e  P I W  d a t a  f o r  f u t u r e  y e a r s ,  o n e  

w o u l d  h a v e  t o  r e v i s e  t h e  19 8 6  s t u d y .  In t h a t  p r o c e s s ,  
t h e  D e p a r t m e n t  r e p o r t s ,  t h e  s t a t e  s h a r e  o f  N o r t h  S l o p e  
i n c o m e  w o u l d  b e  s i g n i f i c a n t l y  r e d u c e d .

 D a t a  f r o m  b o t h  s o u r c e s  w e r e  r e p o r t e d  on t h e

f i v e r  in a m a n n e r  t h a t  u n d e r s t a t e s  i n d u s t r y  r e v e n u e  f r o m  

Alaska operations^.

T h e  N o r t h  S l o p e  p r o d u c e r s  o w n  t h e  t r a n s - A l a s k a  
p i p e l i n e .  B o t h  s e t s  o f  i n c o m e  d a t a  e x c l u d e  t h e  e n o r m o u s  
p r o f i t s  f r o m  t h e  t r a n s - A l a s k a  p i p e l i n e  o p e r a t i o n s .  F r o m  
e x a m i n a t i o n  o f  t h e  P I W  table, i t  is e v i d e n t  t h a t  t h e  

" s t a t e  s h a r e "  f o r  e a c h  o f  t h e  s i x - p e r i o d s  l i s t e d  i n  t h e  
m e m o r a n d u m  b e t w e e n  1 9 8 5  a n d  1 9 8 8  e x c l u d e d  p i p e l i n e  

p r o f i t s .  T h e s e  p r o f i t s  i n c r e a s e  p r o f i t s  f r o m  A l a s k a  o i l  
o p e r a t i o n s  f o r  t h e  s i x  p e r i o d s  l i s t e d  f r o m  2 0 %  t o  3 0 0 %. 

A t  t h e  s a m e  t i m e ,  p i p e l i n e  t a x e s  w e r e  a l r e a d y  c o u n t e d  
w i t h  t h e  s t a t e  p r o p e r t y  a n d  i n c o m e  t a x e s  in t h e  P I W  

t o t a l s .  This omission results in a significant 
under-statement of producers' revenue from the 
North Slope and a corresponding over-statement of 
the state's share of production revenue.4

2 The P e t r o l e u m  Intelligence Weekly table is reprinted in its 

e n t i r e t y  in ELF; A  P o l i c y  Perspective (distributed in the House 

R e s o u r c e s  Committee w o r k b o o k ) . The Department of Revenue t a bles are 
t a k e n  fro m  Larson, L o g s d o n  and Mark3, "Sensitivity Analysis of 
P r o j e c t e d  R e v enue Collections," December 1986, page3 82 a n d  93.

3 M e m o r a n d u m  f r o m  J o h n  Larson, Economist, to Vince Wright, Ch i e f  of 
Research, M a r c h  23, 1987.

4 Additionally, after discussing the Petr o l e u m  Intelligence W e e k l y  

t a b l e  e x t e n s i v e l y  w i t h  its authors, the Division of P o l i c y  conc l u d e d  
t h a t  the P e t r o l e u m  Intelligence W eekly totals under- 3 t a t e d  the
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F i n a l l y ,  it s h o u l d  be n o t e d  t h a t  n o t h i n g  in t h e  1 9 8 1  
d i c t u m  t h a t  t h e  s t a t e  s h o u l d  m a i n t a i n  t a x  a n d  r o y a l t i e s  
" a b o v e  30 p e r c e n t "  i n d i c a t e s  t h a t  p o l i c y - m a k e r s  i n t e n d e d  

t o  e x c l u d e  t h e  p r o f i t s  f r o m  t h e  t r a n s - A l a s k a  p i p e l i n e  
f r o m  t h i s  c a l c u l a t i o n .  F o r  t h a t  m a t t e r ,  I a m  a w a r e  o f  

n o t h i n g  in t h e  1 9 8 1  r e c o r d  t o  i n d i c a t e  t h a t  t h e  p o l i c y ­

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

t r a n s - A l a s k a  p i p e l i n e  t o  t h e  N o r t h  S l o p e  o p e r a t o r s  w h o  
o w n  t h a t  p i p e l i n e .

p r o p e r t y  taxes paid. However, this e r r o r  wa,' more than balan c e d  by 
significant understa t e m e n t s  of other items ii. the table.
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S U B J E C T :  B a c k g r o u n d  o f  t h e  E c o n o m i c  L i m i t  F a c t o r  (ELF)

A t t a c h e d  i s  a p r e s s  r e l e a s e  i s s u e d  w h e n  G o v e r n o r  H a m m o n d  

s i g n e d  l e g i s l a t i o n  i n  1 9 8 1  w h i c h  r e l a t e d  t o  t h e  s t a t e ' s  o i l  
a n d  g a s  t a x a t i o n  s y s t e m .  O n e  e f f e c t  o f  t h e  1 9 8 1  

l e g i s l a t i o n  w a s  t o  r a i s e  t h e  t a x  r a t e  f o r  P r u d h o e  B a y  f r o m
1 1 . 7 %  t o  1 5 %  b y  r o u n d i n g  t h e  E L F  t o  1 . 0 0 .

A s  s t a t e d  i n  t h e  t h i r d  p a r a g r a p h  o f  t h e  p r e s s  r e l e a s e ,  o n e  
o f  G o v e r n o r  H a m m o n d ' s  e s s e n t i a l  c o n d i t i o n s  f o r  s i g n i n g  t h e  
b i l l  w a s  t h a t  i t  " m a i n t a i n  t h e  s t a t e ' s  c o m b i n e d  r o y a l t y  a n d  
t a x  ' s h a r e '  f r o m  i t s  o n e - t i m e  r e s o u r c e  a t  a b o v e  30 
p e r c e n t . "

A l s o  a t t a c h e d  i s  a n  a n a l y s i s  f r o m  " P e t r o l e u m  I n t e l l i g e n c e  
W e e k l y " .  A c c o r d i n g  t o  t h i s  a n a l y s i s ,  t h e  S t a t e  o f  A l a s k a ' s  
s h a r e  o f  n e t  r e v e n u e  h a s  b e e n  t h e  f o l l o w i n g :

Y e a r  s t a t e  o f  A l a s k a ' s  s h a r e

1 9 8 5  3 3 . 0 %
1 s t  h a l f  o f  1 9 8 6  4 1 . 8 %
2 n d  h a l f  o f  1 9 8 6  6 3 . 7 %
1 s t  h a l f  o f  1 9 8 7  3 9 . 0 %
2 n d  h a l f  o f  1 9 8 7  3 5 . 5 %
1 9 8 8  (to d a t e )  3 6 . 3 %

A d d i t i o n a l l y ,  h e r e  a r e  f i g u r e s  a s  f o r e c a s t  b y  t h e  
D e p a r t m e n t  o f  R e v e n u e :

F Y  S t a t e ' s  s h a r e  w i t h  
$9 w e l l h e a d  v a l u e  

  ( $ 1 3 - 1 4  m a r k e t  p r i c e )
88 7 9 %

S t a t e ' s  s h a r e  w i t h  
$ 1 1  w e l l h e a d  v a l u e  
( $ 1 5 - 1 6  m a r k e t  p r i c e )  

5 7 %

89 9 2 %  6 1 %

9 0  9 6 %  6 3 %

9 1  1 0 3 %  6 7 %

S o u r c e :  D e p a r t m e n t  o f  R e v e n u e  ( L a r s o n ,  L o g s d o n ,  a n d
M a r k s ) ,  " S e n s i t i v i t y  A n a l y s i s  o f  P r o j e c t e d  R e v e n u e  

C o l l e c t i o n s "  ( D e c e m b e r ,  1 9 8 6 ) ,  p a g e  82 ( f o r  $ 1 1  w e l l h e a d  
f i g u r e s )  a n d  p a g e  93 ( f o r  $9 w e l l h e a d  f i g u r e s ) .
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D e p a r t m en t of Revenue 
F eb r u ar y 10, 1989

Size  of Field W he re  Taxes Mill I ncrease or D ecr ea se  U nd er  HB118

H B118 m o d i f i e s  the ELF s ta tu t e  1n two ways w h ic h  af fec t the  

r e l a t i o n s hi p of field size to the tax rate for the field: (1) by 

m o d i f y i n g  the formula; and (2) by r e pe ali ng the "rou ndi ng rule." (Under 

c ur ren t law If a field has an ELF of g r e a t e r  than 0.7 for the first ten 

years of the field, the ELF 1s e le v a t e d  to 1.0. This 1s ca lle d the 

" ro unding rule.") l s<? c o m b i n e d  ef fe ct  of these two changes will inc rea se 

the se v e ra nc e  tax on fields p r o d u c i n g  an a v erag e of mo r e  than 

a p p r o x i m a t e l y  1 5 0 , 0 0 0  b ar rel s per day, and will reduce the se ve ra n c e  tax 

on fields p r o d u c i n g  an a v e r a g e  of less than a p p r o x i m a t e l y  15 0, 00 0  barr els  

per day. An a n a l y s i s  of t he s e  two changes and th e un der ly in g  ass um pt io n s  

follows.
• sj

The c ha n g e  1n the f orm ula  w ou l d  raise taxes on fields w h i c h  produ ce 
mo r e  than a p p r o x i m a t e l y  11 5 , 0 0 0  b a r rel s per day and for w h i c h  the 

ro und in g rule does not apply. (Only Prudhoe Bay and Kuparu k fit this 

de scr ipt ion . The rou ndi ng rule does not apply to t h e m  n o w  b e c a u se  

Prudhoe Bay is o l d e r  than ten years, and K uparuk's curren t ELF is less 

than 0.7.) The Bill w ou ld  cut  taxes —  or leave t h e m  at zero —  for any 

field p r o du ci n g  less than a p p r o x i m a t e l y  115,000 barrels per day. If a 

field p roduces an a v e r a g e  of less than 300 barrels per well per day, 

t he ir taxes are zero u nder c u r r e n t  law and the n e w  Bill.

The Bill a l s o  In i t i a ll y d e c r ea se s  the ELF for n e w  h ig he r  p r o d u c t i v i t y  

(where a v e r a ge  wel l p r o d u c t i v i t y  is g re a t e r  than 1500 barrels per day) 

large fields ( ove r the 1 15 , 0 0 0  barrel per day level). Und er current 

law, fields p r o d u c i n g  m o r e  th a n  an a v e r a g e  of 1500 barrels per well per 

da y will have an ELF of g r e a t e r  than 0.7, and w o ul d have an Initial 

e f f e c t i v e  ELF of 1.0 b ec au s e  of the rou ndi ng rule. Since the first ten 

y ears of the f iel d is w h e n  the g r e a t e s t  pr opo rt io n  of oil is produced 

(upwards of 75 pe rc en t ) ,  t he se large fields could have reduced we igh te d 

a v e r a g e  s e v e ra n c e  taxes over the en t i r e life of the field under the Bill 

since 1t e l i m i n a t e s  the r o u n di ng  rule, fhe exact size of field that will 

b e nef it over the e nt i r e  life of the field will de p e n d on its well 

pr od u c t i v it y,  d e c l i n e  profile, and the di sco un t rate. We e s t i ma te  that a 

field w i t h  th e same  well p r o d u c t i v i t y  and d ecl ine  c h a r a c t e r i s t i c s  as 

Endicott, for exa mple, (which pro duces 1 00 ,00 0 barrel s per day and 

pr odu ces  2800 b ar re l s  per well per day average), but wit h peak p r o d u ct io n 

of 2 8 0,0 00 b a r r el s per day, w ou ld  have the same d i s c o u n t e d  (8%) w ei gh te d  

a v e r a g e  e f f e c t i v e  ELF over t he life of the field under the Bill as 1t 

w o u l d  under c u r r e n t  law. Fields p r o d u c i n g  less than that amo u n t would 

have a lower ELF than under c ur re n t  law.

A w e i g h t e d  a v e r a g e  of all field sizes and a ve ra g e  per well 

p r o d u c t i v i t i e s  f r om  all Ala sk a fields indicates that on a v e r a g e  fields 

w h i c h  pr o d u c e less than a p p r o x i m a t e l y  150,00 0 barrel s per day  will have a 
reduced s e v e ra n c e  tax u nder HB 118.
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S T E V E  C O W P E R  
GOVERNOR

S t a t e  o f  A l a s k a

O F F I C E  OF  T H E  G O V E R N O R

J u n e a u

F e b r u a r y  8, 1989

D e a r  E d i t o r :

D u r i n g  t h e  n e x t  s e v e r a l  d a y s  t h e  p u b l i c  w i l l  h a v e  t h e  c h a n c e  to 
t a l k  t o  t h e i r  l e g i s l a t o r s  a b o u t  a n  i s s u e  that w i l l  m a k e  a b i g  
d i f f e r e n c e  in A l a s k a ' s  e c o n o m i c  s t a b i l i t y .

T h e  s o - c a l l e d  E L F  - o r  E c o n o m i c  L i m i t  F a c t o r  - w e n t  i n t o  e f f e c t  
l a s t  J u n e  on t h e  t e n t h  a n n i v e r s a r y  of t h e  p i p e l i n e .  T h e  E L F  g i v e s  
a m a j o r  t a x  b r e a k  to P r u d h o e  Bay, t h e  l a r g e s t  a n d  m o s t  p r o f i t a b l e  
o i l  f i e l d  in N o r t h  A m e r i c a .  I b e l i e v e  t a x  b r e a k s  s h o u l d  be 

r e s e r v e d  for t h o s e  f i e l d s  t h a t  r e a l l y  n e e d  it.

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

f u r t h e r  e c o n o m i c  d e v e l o p m e n t  a n d  m o r e  jobs b y  e x p a n d i n g  t h e  t a x  
b r e a k  for the t r u l y  m a r g i n a l  f i e l d s .  T h e  l e g i s l a t i o n ,  H o u s e  B i l l  
118, w o u l d  c o r r e c t  t h e  l o o p h o l e  t h a t  p e r m i t s  the m o s t  p r o f i t a b l e  
o i l  f i e l d  in t h e  c o u n t r y  t o  b e  c l a s s i f i e d  as a m a r g i n a l  field.

T h e  E L F  a d j u s t m e n t  w e ' r e  p r o p o s i n g  w i l l  be a t a x  b r e a k  for e i g h t  
o f  t h e  ten oil f i e l d s  i m m e d i a t e l y  a f f e c t e d .  E v e n  P r u d h o e  a n d  
K u p a r u k ,  N o r t h  A m e r i c a ' s  t w o  b i g g e s t  o i l  fields, w i l l  p a y  less 
t h a n  b e f o r e  t h e  l o o p h o l e  t o o k  e f f e c t  18 m o n t h s  ago. We t h i n k  that 

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

k e p t  in A l a s k a  in t h e  l o n g  run'.

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

d e v e l o p m e n t .  A d j u s t i n g  t h e  E c o n o m i c  L i m i t  F a c t o r  is an i m p o r t a n t  
a n d  n e c e s s a r y  step. C i t i z e n s  w h o  s u p p o r t  th a t  e f f o r t  c a n  

p a r t i c i p a t e  in a p u b l i c  h e a r i n g  w i t h  t h e  H o u s e  R e s o u r c e s  
C o m m i t t e e ,  M o n d a y ,  F e b r u a r y  13, f r o m  3 to 5 in t h e  a f t e r n o o n  a n d  
f r o m  7 to 9 in t h e  e v e n i n g .  J u s t  go t o  y o u r  l o c a l  L e g i s l a t i v e  

I n f o r m a t i o n  O f f i c e  if y o u ' d  l i k e  t o  h a v e  y o u r  say.

S i n c e r e l y ,

S t e v e  C o w p e r  
G o v e r n o r
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Preface

Since statehood, oil taxes have been a continuing and difficult policy 
issue for Alaskans. The current debate centers on the state severance tax 
and the economic limit factor or "ELF.” Put simply, the ELF is a tax 
reduction formula meant to encourage marginal oil field development. The 
Governor proposed F,LF legislation last year, and a bill to make a change in 
the ELF formula passed the House.1 The oil companies, with one notable 
exception, oppose the change, and the bill has now stalled in the state Senate, 
where the leaders have said they oppose allowing the bill to come to a vote.

In the Alaska legislature oil tax issues have traditionally received 
intense scrutiny. Each side has had the opportunity to challenge the 
assertions of the other, bring its experts forward, and present its case. This 
process has not been perfect, but the legislators and the public have been 
able to get the facts to make informed decisions. Nothing will substitute for 
the give and take of a public hearing, but in the face of the Senate's refusal 
to allow this major policy issue the open debate it deserves, the state 
administration has a responsibility to make its perspective known.

We believe passage of the new ELF will help stabilize the Alaska 
economy at a time when it needs the reassurance of stable state spending. 
More stable revenues from the new ELF will help guarantee that local 
governments receive the money they need for roads, public safety and other 
services, and explains why the Alaska Conference of Mayors, among 
others, supports the ELF bill. Most importantly, passage of the new ELF

 ̂ House Finance Committee Substitute for House Bill 164, amended [CSHB 164 (Fin.) am).



will provide a more reliable incentive for marginal field development — 
the ELFs original purpose — by lowering tax rates on Alaska's smaller 
fields, such as Milne Point, Endicott, and Lisbume.

This paper attempts to fully discuss the reasons behind our perspec­
tive. We have tried to include all the relevant facts. We also have tried to 
avoid unnecessary complication. If others have additional information and 
perspectives, we welcome hearing from them.

Mary Halloran 
Director, Division of Policy 
Office of the Governor
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Executive Summary

• The immediate revenue loss from the current ELF is about 8 percent of 
Alaska's oil revenues, or about $150 million this year. This percentage 
loss will increase over the next six years to about 14 percent and will 
erode Alaska's fiscal strength.

• The 1987 application of the ELF to Prudhoe Bay was adopted within 72 
hours in the closing days of the 1981 legislative session. Legislators and 
the Governor were assured the tax changes were revenue neutral — 
incorrectly as it turned out. In fact, the revenue loss has been over
$1 billion from FY82-FY87.

• Neither the Railbelt Energy Fund nor the Permanent Fund earnings 
reserve provides a long-term response to the en-going loss of 8 percent 
to 14 percent of Alaska's oil revenues and the erosion of Alaska's fiscal 
strength. The new ELF does.

• Prudhoe Bay and Kuparuk are extraordinarily profitable oil fields. 
Industry journals indicate oil companies make $6.2 million per day in 
profits from North Slope operations. Currently, the oil industry is 
taking $8 Outside for every $2 it reinvests in Alaska. Without their 
Alaska holdings, neither ARCO nor Standard would be as strongly 
positioned against their industry competitors as they are today.



The oil industry h?s one of the poorest resident hire records in the state, 
with major drilling, exploration and service companies employing about 
28 percent non-residents.

The written record of the 1981 legislative deliberations on oil taxes 
provides no evidence of any legal, moral, or political commitment by 
state officials regarding any limit on the state's appropriate share of 
future oil income. In fact, the legislature and the governor explicitly 
recognized that today’s legislature would have to grapple with the 
revenue problems caused by the reimposition of the ELF.

At Prudhoe Bay, at a profit of $3 per barrel, wells that average over 
2,000 barrels per day — more than 100 times greater than the national 
average of 14 barrels per day — are receiving the benefit of an ELF 
reduction designed for fields whose economics are marginal.

The new ELFs consideration of total field productivity, as well as per- 
well productivity, provides a better incentive for marginal field 
development than the current ELF and better reflects field profitability.

By adding total field productivity to the ELF calculation, most Alaska 
fields will receive a larger tax break under the new ELF than under the 
current ELF. Only the two giant fields, Prudhoe Bay and Kuparuk, 
will not receive increased tax breaks. Fields with Alaska corporation 
ownership, such as Endicott, will benefit more under the new ELF than 
the current ELF.



• The current ELF provides a substantial state subsidy to oil company 
drilling operations in the nation's two largest and very profitable oil 
fields by lowering the effective tax rate on an entire field every time a 
below-average producing additional well is brought on line.

0
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Introduction

The major issue in the current debate over the ELF (economic limit 
factor) is whether this tax reduction to the oil industry makes sense for 
Alaska at this time. Among the different perspectives against which 
Alaskans judge the issue are the ELFs effects on the rate of oil development 
and jobs, and its impact on state revenue, budget stability and the economy. 
The purpose of this paper is to fill in as much as possible of the factual 
background. The following issues are therefore addressed in detail:

(1) ELF AND OIL DEVELOPMENT: Does the current ELF tax subsidy 
work to increase marginal field development? Are Prudhoe Bay and 
Kuparuk marginal fields? Do ARCO, Standard and Exxon, the major 
North Slope producers, need a substantial tax break now to continue 
production from Prudhoe Bay and Kuparuk? How does Alaska's tax 
structure compare with that of other states?

(2) ELF AND ALASKA'S ECONOMY: How much does the current ELF 
contribute to industry drilling activity? What will be the effect of the new 
ELF on drilling activity? Are oil company development dollars spent in 
Alaska or Outside? How many jobs does ELF create? Who gets those jobs?



(3) ELF AND ALASKA'S REVENUES: What is the difference in rev­
enues between the current ELF and the new ELF? How does ELF affect 
revenue stability? What is the long-term impact of ELF on the state's fiscal 
strength? What roles do revenue stability and a balanced budget play in 
creating a stable Alaska economy?

(4) ELF AND THE PAST: What happened in 1981? V̂hy was the ELF 
suspended for Prudhoe Bay? What were the commitments?

B a c k g r o u n d

The roots of the current tax debate go back to the early days of North 
Slope oil production. In 1979 several major oil companies sued the state, 
arguing that the separate accounting form of corporate income tax adopted 
by Alaska in 1978 was unconstitutional. The state won that lawsuit in 1986. 
but in 1981, in an attempt to limit the fiscal effects of possibly losing the 
case, the legislature changed the method for assessing oil and gas corporate 
income tax from separate accounting to modified apportionment.2 That 
legislation also dealt with the ELF.

The 1981 tax package gave Alaska's oil producers a big reduction in 
their corporate income taxes, but legislators were assured by then-Revenue

2 To tax corporate income, separate accounting focuses on the income a corporation actually produces in 
the taxing jurisdiction. In contrast, the apportionment formula looks it all the income produced worldwide 
by the corporation and attempts to attribute a portion of that income to the taxing jurisdiction. Alaska now 
uses a modified version of the standard apportionment method in assessing corporate tax liability.
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Commissioner Tom Williams — incorrectly as it turned out — that most of 
the state revenue lost from the income tax would be offset by gains from a 
severance tax increase adopted at the same time. The bill also suspended the 
applicability of the ELF to Prudhoe Bay "for the first ten years following 
the commencement of commercial production."

The tenth anniversary came in June of 1987, triggering reinstatement 
of the ELF to Prudhoe Bay. Since the ELF is a formula that reduces 
severance tax rates, it gave the oil companies a tax cut in addition to the net 
tax reduction they won in 1981. The 1987 cut was substantial — worth 
over $15,000 per hour to the Prudhoe Bay producers or about 8%  of 
Alaska's revenues from oil operations.

The ELF Formula; Well Productivity & Field Productivity

The ELF bill, CSHB 164 (Fin) am, substitutes a new formula for 
calculating the "economic limit" —  the point at which production is no 
longer profitable. The new formula will reduce the tax reduction provided 
to Prudhoe Bay and Kuparuk, and increase the tax reduction afforded to 
smaller Fields, such as Endicott, Lisbume or Milne Point.

The ELF is a number between one and zero that is multiplied by the 
nominal tax rate, producing the effective tax rate. The nominal severance 
tax rate at Prudhoe Bay is 15 percent. With the average FY 88 Prudhoe 
Bay ELF at .82, the field's effective tax rate is 12.3 percent (.15 X ,82 = 
.123).

The current ELF is determined by per-well productivity in the field, 
measured by the number of barrels produced by an average well in an



average day. If well productivity is high, the ELF is relatively close to 1 (.9 
for example), and the field gets a small tax reduction. Fields with low per- 
well productivity have a smaller ELF (.5 for example), and get a larger tax 
break. Most fields in Cook Inlet are currently paying no -werance tax 
because their very low per-well production gives them L of zero.
(Zero times the nominal tax rate gives an effective tax rate of 0.0 percent.) 
In Cook Inlet, the current ELF works properly, encouraging production of 
marginal fields.

But the super-giant Prudhoe Bay field3 is a different story. At 
Prudhoe Bay, wells that average over 2,000 barrels per day — more than 
14 times greater than the Texas average and more than 100 times greater 
than the national average — are receiving the benefit of an ELF reduction 
designed for fields whose economics are marginal.

This inappropriate ELF break results from the fact that the current 
ELF takes account only of productivity per well and not overall field. 
productivity. By giving a profitable field a larger tax break than a 
marginal field, the current ELF distorts the purpose of this tax subsidy.

Consider, for example, the case of Milne Point, a small field near 
Prudhoe Bay. Soon after the Milne Point field opened in late 1985, 
revenue officials, state economists and the management team at Conoco, the 
oil company operating the Milne Point field, discovered that per-well 
productivity, if used by itself, can be an inadequate measure of a field's 
ability to pay severance tax.

3 Production from Prudhoe Bay, the largest field in the United States, is five times that of the nation’s 
second largest field (Kuparuk). Industry publications consistently refer to Prudhoe Bay as "super-giant."



The average well in the Milne Point field initially produced 950 
barrels per day, giving it an ELF very nearly the same as the Kuparuk field, 
where the average well produced 1,000 barrels per day. Total Kuparuk 
production was then 250,000 barrels per day, while Milne Point produced 
less than one-tenth of that amount.

But due to its smaller size, operators at Milne Point had far fewer 
barrels of production over which to spread operating costs than the 
Kuparuk field. Although the two fields had almost identical per-well 
productivity, the smaller Milne Point field was less profitable, and in 
January 1987 the owners elected to shut down production. This experience 
illustrates the deficiency of an ELF formula based solely on per-well 
productivity.4

The new formula incorporated in the ELF bill will correct this 
perverse and unintended effect by adding total field productivity to the 
ELF calculation. Fields producing less than 120,000 barrels per day, such 
as Milne Point and Endicott, will have a lower ELF (bigger tax break) than 
under current law, while fields producing more than that amount will have 
a higher ELF (smaller tax break). This change will affect estimated FY 89 
severance tax rates as follows:

4 Under provisions of the current severance tax law, Milne Point producers requested and received additional 
tax reductions after showing that the fieli. would be uneconomic to operate without the reductions. The 
administrative uncertainties of this avenue would be eliminated for smaller fields by the automatic reduction 
provided by the new ELF. Large fields facing similar problems could still apply for and receive the special 
"hardship" reductions.



EFFECnYEJFY 89 SEVERANCE RATES

Existing. Law New ELF Percent Change

Prudhoe Bay 11.9% 14.8% 2 3 %

Kuparuk River 6.9% 11.3 % 6 5 %

Endicott 12.3 % 8.9% -27%

Lisbume 6.8 % 3.6% -47%

Cook Inlet Fields 0.0% 0.0% 0 %

That this approach benefits producers in smaller fields is reflected in the 
March, 1987 testimony of Conoco supporting the new ELF: "This 
legislation is a positive first step in encouraging the development of 
marginal fields in Alaska."5

ELF Subsidy Effect

In the summer of 1987 oil producers increased the rate at which they 
were drilling additional wells at Prudhoe Bay and Kuparuk. Since total 
North Slope production is limited by pipeline capacity to just over 2 million 
barrels per day, more producing wells means that average production per 
well is being reduced. Lower per-well production, in turn, means a bigger 
tax break for producers under the current ELF.

5  Tom Painter, Conoco Anchorage Division Manager, Transcript of Joint House Finance and House 
Resources Committees Hearing on House Bill 164, March 19, 1987, pp. 49-54.
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Because the drilling increase started about the same time as ELFs 
application to Prudhoe Bay, state officials investigated the possibility of a 
cause-and-effect relationship between the two. The ELF's role could not be 
precisely determined. At the same time, because of the current ELF's 
sensitivity to per-well productivity changes, the investigation found that 
the current ELF provides a substantial — and unintended — state subsidy to 
oil company drilling operations in the nation's two largest and very 
profitable oil fields.

An example of how this subsidy works was provided by ARCO 
official James Weeks, during 1987 testimony before the House Finance 
Committee. 6 Weeks' example showed how a new Kuparuk well, so long 
as it produced below the Kuparuk per-well average, would result in a lower 
severance tax payment on the now-higher total Kuparuk production than 
the severance tax would have been on the lower total Kuparuk production 
without the well. In Weeks' example, the result was an overall tax savings 
or subsidy to the producer of $37,846 yearly from drilling that single 
additional well.

Weeks' example showed that the per-well emphasis of the current 
ELF formula will cause lu effective tax rate on an entire field to drop 
when a below-average producing well is brought on line. Despite the 
increase in total production, the state will receive less tax revenue than if 
the well and its production had never occurred. This would be a perverse 
effect even in a marginal field.

Because this subsidy takes the form of a tax reduction rather than a 
payment from the state's treasury, the subsidy is restricted to fields paying

6 A copy of the ARCO handout and the state's analysis of it are in Appendix D.



severance tax. In short, the subsidy is not available to fields like Cook 
Inlet, where no severance tax is currently paid.

While Weeks' example was restricted to one hypothetical new well at 
Kuparuk, and may or may not reflect what is currently happening at 
Kuparuk or Prudhoe Bay, recent econometric modeling studies by the 
Department of Revenue estimate the Prudhoe Bay drilling subsidy in the 
range of $19 million in FY 88, and about $40 million in FY 89. The model 
indicates that a tax break that would have totalled about $240 million during 
FY88-89 has been increased to approximately $300 million by the 
additional drilling.

Not only is this subsidy going to be costly to Alaska, it is an extraor­
dinarily inefficient way to create jobs or additional oil production.7 The 
overall effect of this subsidy may be that, by accelerating drilling that 
would have occurred later anyway, it robs jobs and economic stability from 
the future for the sake of higher production and profits in the short term.

E,L F_anflj Ql?S

Alaskans are concerned about the effects a change in the ELF may 
have on jobs. Oil industry proponents have said that the recent increase in 
drilling has created 2,400 new jobs — 800 drilling jobs and 1,600 
additional jobs. They implied that those jobs would be lost if the proposed 
new ELF is adopted.

7 A March 1988 analysis by the Dept, of Revenue implies that each barrel gained through the subsidy 
through the year 2000 costs the state S175 in foregone revenue.
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The figure of 2,400 new jobs (or even 800 ) bears no resemblance to 
the reality reflected in Department of Labor employment figures taken 
from employer records. Total oil and gas employment on the North Slope 
during the fourth quarter of 1987 was 3,994 jobs, down by 122 jobs from a 
year earlier. Drilling emf 'oyment at the end of 1987 was actually about 50 
jobs less than at the end of 1986. Some modest employment increase may 
occur this spring, but nothing on the scale of 800 new jobs is conceivable, 
given that 1987 year-end North Slope drilling employment was only 
around 500 with 12 rigs operating.8 The Department of Natural 
Resources estimates the rig count will climb to 14 on the North Slope this 
spring. The resulting rise in employment might be 80 to 100. Each rig 
employs an estimated 40 to 50 workers, depending on the type of drilling.

In total, the oil industry generates about 8,500 jobs in Alaska, about 4 
percent of Alaska's work force — and only about 6 percent of the entire 
private sector work force. Unfortunately, many of those employed by the 
oil industry are not Alaska residents.

The drilling companies now operating on the North Slope employ 
about 28 percent non-Alaskans. The hiring record of the major drilling 
firms ranges from 57 percent non-residents to 15.4 percent non-residents.
The hiring of non-residents by other oil industry segments (exploration and 
services) also runs about 28 percent, with the exception of the production/ 
management sector, which has trimmed its non-Alaskan hiring to about 11 
percent.9 These statistics make for one of the poorest resident hire

8 Statewide oil industry employment, however, was up by about 200 jobs over this period. For more 
detail on recent employment trends, sec Alaska Economic Trends. Alaska Department of Labor, October 1987.
9 The Department of Labor developed the statistics by cross-checking employment records with Permanent 
Fund dividend records.



records in the state, according to the Department of Labor.
Industry-wide, these non-Alaskans have total earnings of about $80 

million, which is the highest amount of wages paid by any industry to non­
residents. Much of this non-resident income, of course, does not circulate 
in or benefit the Alaska economy.

As oil fields mature, labor required to produce a given amount of oil 
tends to increase. Over the long run, oil and gas employment is likely to 
increase in Alaska due to these technical factors, regardless of the state's 
action on the ELF bill. A huge tax increase might discourage additional 
field development, but economic studies by the state and others indicate 
that the economic effects of the ELF change will be marginal.10 Also, 
correcting the misapplication of the current ELF to Prudhoe Bay and 
Kuparuk, while improving incentives for smaller fields, is not likely to 
adversely affect future field developments. From an Alaskan perspective, 
given the record of the oil industry to date, a real concern will continue to 
be whether the jobs generated by additional oil development will be filled 
by residents or non-residents.

10 ”[T]hc economic limit factor in Alaska's severance tax...has limited ability and high revenue cost for 
conserving oil and gas from producing fields," according to University of Alaska researchers led by Mathew 
Berman in Alaska Petroleum Revenues: The Influence of Federal Policy. Institute of Social and Economic 
Research, October 1984, pp. xxvii. See also, "Severance Tax Impact Often Misinterpreted," by John 
Lo'nrenz, in Oil and Gas JoumaL June 18, 1984, pp. 133-137; "Analysis of ELF Alternatives,” by Charles 
Logsdon, Alaska Dept, of Revenue, October 14, 1986; and "A Model to Assess Economic Feasibility and 
Optimum Production Volume for North Slope Fields," by R. Marks and J. W. Moore (both with the Alaska 
Dept, of Revenue) in Journal of Petroleum Technology. August 1987, pp. 943-54.



Ecp.fitability

Does the oil industry in Alaska need a tax break now to continue 
production at Prudhoe Bay and Kuparuk? This question is at the heart of 
the current oil tax discussions.

Companies with major oil interests in Alaska are all publicly traded 
on the stock market. Alaska industry operations have attracted the interest 
of numerous trade publications, investment advisoiy services, and 
occasionally academic and government researchers. All the studies indicate 
that Prudhoe Bay and Kuparuk are extraordinarily profitable oil fields.11

According to a recent study, published February 1,1988, in 
Petroleum Intelligence Weekly (PIW), a respected trade journal, oil 
companies are currently making after-tax profits of $6.2 million per day 
from North Slope operations. State and local revenue from North Slope 
oil, by comparison, is estimated by PIW  at $4.7 million per day. (The 
PIW  article and the state’s analysis of the PIW  figures are found in 
Appendix B.)

Under the new ELF, oil companies' profits would continue to be 
larger than state revenue, though not by as big a margin. Industry profits 
would decline to $5.6 million daily, after all expenses, taxes and royalties 
are paid. As Figure 1 shows, the ELF will have only a small impact on the 
relative shares of revenue going to the state and the producers.

11 In addition to the P I W  analysis described below, the following studies have been released in 1988: 
"Alaska's Oil Promise Remains Strong," in International Petroleum Finance. March 18, 1988, p. 8; "Alaskan 
Resource Wealth -  The Inestimable Bounty" in Atlantic Richfield Company -  Restructured and Resourceful. 
Part II. by Salomon Brothers (Bernard Picchi, author), March 31, 1988, p. 3-4; "S30 a Barrel Profits in an 
S18 World," in Forbes. March 21, 1988, pp. 110-114; and "Income and Investment Flows From Alaska Oil 
and Gas Producing Activities," by Edward Deakin, in Joint Special Committee on Tax Policy. Final Report 
Alaska State Legislature, January 1988.
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State and Industry Shares
(Dollars Per Barrel)

Dollars
Per

Barrel

$ 4 -

$3..

$2 ..

$1..

Industry
$3.03

State
$2.37

0-1

State
Industry
$2.85

$2.55

1
Current ELF Proposed ELF

Shares under current ELF are from P e t r o l e u m  I n t e l l i g e n c e  W e e k l y  Feb. 1,1988; shares under the 
proposed ELF are by the Division of Policy, April 11, 1987.

Data on the cash flowing to and from North Slope operations suggest that 
since 1978 in Alaska, only a fraction of the funds generated by North Slope 
oil have been reinvested in Alaska. According to the PIW figures, the 
companies' current cash flow (profits and depreciation) from the North 
Slope comes to $10.6 million per day.12 The Division of Policy estimates 
that the rate of oil industry reinvestment in Alaska is $1.9 million per day. 
Thus, as shown in Figure 2, the oil industry today is taking $8 Outside for 
every $2 it reinvests in Alaska.

This "takeout" from Alaska's North Slope production has made the 
major producers in Alaska uniquely successful companies. A March 21,

12 The P IW  figures do not include depreciition on the pipeline, so the cuh flow to producers from North 
Slope operations is understated.
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The Economics of North Slope Oil
(Dollars Per Barrel)

Severance $.99 

Property Tax $. 15

Royalty $1.10

5l*e Income Tax $.12 

Production Cog Is $.85""

/
U.S. Income Tax $1.40

tReinvested in Alaska: $.96

Cash Removed 
from Alaska: 

S  $4.32

Source: Division of Policy, based on 
Petroleum Intelligence Weekly 
February 1, 1988.

Office of the Governor 

Division of Policy 
4/12/88



1988 Forbes article examined ARCO's phenomenal success: "...a return 
on equity of 23 percent, just about the best in the industry and roughly twice 
the industry average." Astute corporate management, company 
restructuring, and its Alaska resources let ARCO" claim the highest per- 
barrel profit of any marketer on the West Coast." Key to ARCO’s current 
strength, said Forbes, "is its commanding position in the U.S. largest oil 
reserve, the Alaskan North Slope, from which it derived 68 percent of its 
production last year." With $3 billion in cash reserves, ARCO is actively 
investing its Alaskan profits elsewhere.

A report by Salomon Brothers, March 31,1988, similarly calls 
ARCO "the premier equity investment in the domestic oil industry." The 
report goes on to say," Arco's Alaskan resource base is without parallel in 
the industry in terms of its size alone. Arco's net share of the original oil in 
place in its Alaskan oil fields, 20 billion barrels, is equal to 75 percent 
of the proved oil reserves of the rest of the country." Top ARCO 
management also cited its Alaska holdings as key to the company's 
profitability: "ARCO Alaska's low-cost producing ability provides the base 
for ARCO's West Coast downstream infrastructure: its integrated 
transportation and refining and marketing assets." 13

Production

Oil development patterns are not easily predictable so forecasts of 
future production should be interpreted cautiously. Department of 
Revenue modeling studies nevertheless suggest that while the new ELF

13 "Alaska OF'.ulions," Harold Heinzc, President, ARCO Alaska, Inc., Oil Industry Analysts Meeting,



could initially cause lower production, any impact would be small. The 
probabilities are that the new ELF will decrease North Slope output by a 
cumulative 1 million barrels during the FY 1988-93 period — equal to 
about 12 hours of flow through the TAPS pipeline. The cumulative 
production loss through 2005 is estimated at about 21 million barrels, or 
about 10 days of North Slope production. Losses taper off in later years but 
become gains sometime after 2020, when the new ELF increases incentives 
for production in the later stages of oil field life.

The ELF is a minor factor in industry decisions to pursue Prudhoe 
Bay development. What matters most is oil prices. For example, a 
spokesperson for ARCO, commenting on that company's plans to drill five 
Prudhoe Bay development wells in September, 1987, stated," resuming 
production drilling in Prudhoe is good news and strictly the result of higher 
oil prices."14 A March 31, 1988, stock research report notes, "West Sak 
field production could start in 1992, because the field is profitable at oil 
prices of $15-20 per barrel."15

How does increased production benefit Alaska? Nearly all manu­
facturing and assembly of equipment used in the oil industry is done 
outside Alaska so economic impacts from that sector are small, according to 
Department of Labor economists. The ARCO newsletter of January 1,
1988, states, "Between 1980 and 1986, North Slope development accounted 
for approximately $10.5 billion in hard goods alone, according to ARCO 
Alaska, Inc., Standard Alaska Production Company and Conoco." The 
newsletter indicates one-eighth of that amount ($1.35 billion) was spent in

14 Alaska Report, p- l .  7/22/87.
15 Atlantic Richfield Company— Restructured and Resourceful. Part II, by Salomon Brother*, March 31, 
1988, p 1.
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Alaska, with the remainder going Outside, with Texas and California the 
largest beneficiaries.16 Employment opportunities, however limited, and 
revenues to the state, are the most readily discernible benefits to Alaska.

C o m p a r in g  Tax es

Though the existing tax at Prudhoe Bay is 12.3 percent, the nominal 
rate at Prudhoe Bay, without the ELF, is 15 percent. But no field in Alaska 
pays the full tax rate. Furthermore, the severance tax rate contrasts with 
the low corporate income tax rate.17

Each state designs its severance tax structure for its particular 
conditions in that jurisdiction. The range of profitability among fields in 
Alaska is very different from any other state. In none of the other states is 
there an oil field even close to the size of Prudhoe Bay. But because the 
fields in other states are much nearer to oil markets, the wellhead price of a 
barrel is much lower in Alaska. Unlike other states, Alaska gains little

16 On Top of ANWR. ARCO Alaska, Inc., January 1, 1988.

^  Here is how Alaska’s effective severance tax rate compares to other major oil-producing states on a
percentage basis:

State Severance Tax as a Percent of Value

A l a s k a  ( P r u d h o e  p r o p o s e d )  

Wyoming (state &  average local) 
Louisiana
A l a s k a  ( P r u d h o e  e x i s t i n g )

A l a s k a  ( K u p a r u k  p r o p o s e d )  

A l a s k a  ( K u p a r u k  e x i s t i n g )  

Oklahoma 
Texas
New Mexico

14.8 % 
13.0 % 
12.5 % 
12.3 %
11.9 9 b 

8.0 % 
7.0% 
4.6 % 
3.8 %

This chart is based on average effective severance tax rates in FY 1988. Under current law the Prudhoe 
Bay rate will decline to 11.9 percent in FY 1989.



from the manufacturing and retail sales of most of its petroleum resources 
— although the producers realize additional profits from transporting, 
refining, and selling North Slope oil. Differences like these make 
simplistic comparisons regarding which state has the "highest" or "lowest" 
severance tax of limited use.

On a dollars-per-barrel basis, for example, Alaska's tax rate is 
among the lowest of all the producing states.18 If the oil fields in these 
states were somehow transported to Alaska, all would find their severance 
taxes reduced or eliminated. The reason for this apparent paradox is that 
all are so much smaller than Prudhoe Bay or Kuparuk. Prudhoe Bay wells, 
according to Standard Alaska, are producing an average 2,300 barrels per 
day. The average oil well in Texas, in contrast, produces 145 barrels per 
day. A well producing at that rate in Alaska, like most oil wells in Cook 
Inlet, would pay no severance tax whatever under either the existing or 
proposed ELF. Similarly, virtually all the fields Outside that would pay tax 
under the current ELF would pay lsss tax under the new ELF.

18

S la ie . Approximate Severance Tax Per B am l

Wyoming (state & average local) $2.02
Louisiana S 1.94
A l a s k a  ( P r u d h o e  p r o p o s e d )  S1.26
Oklahoma $1.08

A l a s k a  ( P r u d h o e  e x i s t i n g )  $1.05
A l a s k a  ( K u p a r u k  p r o p o s e d )  $ 1.04
Texas $0.71
A l a s k a  ( K u p a r u k  e x i s t i n g )  $0.62
A l a s k a  ( C o o k  I n l e t )  $0.00

Estimates for other states are derived from the effective tax rates of other states at a well-head price of 
$15.50 (Gulf Coast).
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The "Commitment"

The ELF issue in 1988 is the legacy of a 1981 tax bill that passed in an 
extraordinary hurry. The issue of how to respond to the North Slope oil 
producers' legal challenge to separate accounting was the focus of attention 
for much of the 1981 legislative session. However, the proposal that 
modified the ELF was first unveiled to a free conference committee on June 
22 ,198L Two days later, it passed both houses and was on its way to the 
governor. There was little time to study the bill; moreover, the fiscal note 
prepared by then-Commissioner Williams included no projections beyond 
FY 1985. The confusion concerning what legislators and Governor 
Hammond meant when they adopted the 1981 legislation is not surprising.

A 1981 post-session analysis by the Legislative Finance Division 
showed that the ELF provision would cause state revenue to fall sharply in 
FY 1988. When Governor Hammond reluctantly signed the bill, he 
expressed "full confidence in the ability of the legislature to deal at that 
time" with any adverse revenue consequences.

Governor Hammond insisted that the oil tax changes adopted in 1981 
not reduce the state's share below the 30 percent that was thought to be the 
rough percentage level of the state’s share at that time. Hammond sought 
to insure that the tax changes would be "revenue neutral;" i.e., that the 
changes would leave state oil revenue largely unaffected. It is now clear 
that the changes adopted in that bill were far from neutral as to state 
revenue: between fiscal 1982-87 total tax collections were reduced by over 
$1 billion compared with what would have been collected had the changes 
not been made.



As shown in Appendix C, the 1981 record contains statements by 
Hammond, then-Rep. Rick Halford, Commissioner Williams and others 
addressing the future need to revise the 1981 scheme by 1987 or 1988. But 
the written record of the 1981 deliberations provides no evidence of any 
legal, moral, or political commitment by state officials to limit the state's 
appropriate share of future oil income. Additionally, company officials 
testified to the Legislature that the state's share should equal the industry 
share.

Revenue Effects

As originally introduced by the Governor in 1987, the ELF 
legislation would have kept the ELF from applying to Prudhoe Bay for an 
additional five years. The measure that passed the House and now awaits ®
action in the Senate takes a more comprehensive approach: the new ELF 
applies at Prudhoe Bay, but the formula for calculating the new ELF 
includes consideration of field productivity in addition to well 
productivity. The new formula gives Prudhoe Bay a much smaller tax 
break now, but a larger tax break later when the giant field finally reaches 
its marginal years of production. Tax revenue from nearby Kuparuk, the 
second largest producing field in the United States, would also increase.
All other producing fields would either pay no tax at all or receive a bigger 
tax break than they get under the current ELF.

The net effect of the new ELF, using the Department of Revenue's 
March, 1988 "mid-case" assumptions, would be $150 million in additional 
state revenue in FY 1988, and $152 million in FY 1989. To put this amount •
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in perspective, $150 million is about the amount of the combined annual 
general fund budgets of the departments of Fish and Game, Labor, 
Commerce, Natural Resources, Revenue and Environmental Conservation, 
and about one-quarter of the amount the state spends each year on 
elementary and secondary education. As the table below shows, the 
revenue gain from the new ELF depends, in part, on the level of oil 
prices.19

According to Department of Revenue projections, the dollar gain 
from the new formula would peak in FY 91 at $223 million, and then 
gradually diminish as Prudhoe Bay production declines. The yearly dollar 
gain from the new ELF will vary with oil prices and total oil production. 
Over the next six years, the percentage loss to the state's oil revenue from

19 Other factors would also affect the fiscal effect of the proposed legislation. The table is based on the 
"mid-case" assumptions in the current Department of Revenue forecast.

20 Weighted average of U.S. West Coast and Gulf Coast selling prices for Alaska North Slope crude.

Incremental FY 89 
Revenue From the ELF Bill,

Ay-e.ragg.Qil Prices20 CSHB 164 fFin̂ i am

$11.00/B 
$12.00/B 
$13.00/B 
$14.00/B 
$15.00/B 
$16.00/B

$114 million 
$125 million 
$136 million 
$146 million 
$157 million 
$167 million



the current ELF will increase from approximately 8 percent this year to 
nearly 14 percent in fiscal year 1993. (Complete long-run projections are 
contained in the ELF legislation fiscal note, in Appendix A .)

Budget Stability and the Economy

In opposing the ELF legislation, one senator argues that "the solution 
to Alaska's economic problems is not increasing taxes to fuel more 
government spending," but instead to just cut state spending.

How big a cut would be required to balance the budget? With only 
weeks to go in the legislative session, Alaska faces a revenue shortfall of 
about $150 million to $400 million, depending on the optimism of the 
forecaster. Theoretically, the budget could be balanced by cutting 
hundreds of millions of dollars from spending, but this approach is hard to 
take seriously in light of the vital impact of state spending on a recovering 
economy. In fact, the legislature has already recognized the role of state 
spending in the economy's health in its early passage of the "jobs" bill.

Budget cuts over the last three years have brought per capita real 
spending down —  dramatically. The deepest recession the state has ever 
experienced was one consequence. Now — as that recession is ending — is 
not the time for extracting hundreds of millions of dollars from Alaska's 
economy.

With state spending now well below its 1979 level and the economy 
starting its recoveiy, Governor Cowper has proposed a maintenance level 
budget. The House and Senate can reduce the budget shortfall by 
eliminating proposed expenditures. But, close to half the budget is pass­



through entitlement programs to local governments, schools, and 
individuals, politically difficult areas to cut. It appears the majority of 
Senators and Representatives do not believe this is the time for inflicting the 
stress of another multi-million dollar spending cut on the Alaska economy. 
Although reductions and reallocations will certainly occur, deep cuts are 
not a realistic possibility.

So what options are left? The use of the Railbelt Energy Fund has 
been proposed. But many Railbelt voters rebel against "their" money being 
spent to solve a statewide problem, and the construction industry opposes 
any non-construction use of the money.

Another option is to use the cash reserves (earnings reserve account) 
of the Permanent Fund. Using the reserves would reduce future dividends. 
However, the necessary appropriation could be a "loan" with a promised 
but problematical payback in the future. Combined, the Railbelt Energy 
Fund and the Permanent Fund earnings reserves are the state's cash 
reserves since last year the Budget Reserve Fund was emptied to help meet 
last year's revenue shortfall. Without these funds as backstops, Alaska is 
left with no emergency monies to meet another precipitous drop in oil 
prices.

Leaving aside the obvious difficulties inherent in the use of either the 
Railbelt Energy Fund or Permanent Fund earnings to fill the budget 
shortfall this year, there remains the issue of revenue stability. This issue 
deserves very serious consideration for two reasons. First, Alaskans desire 
and need public services. Second, there clearly exists a now-demonstrated 
tie between Alaska's revenue stability and Alaska's economic stability.21

21 For evidence of the relationship of state budget stability to economic activity in Alaska, sec "Can State 
Spending Speed Alaska's Recovery," by Professor Scott Goldsmith and Lee Gorsuch, Institute of Social and 
Economic Research, Univc.jity of Alaska, December 8, 1987.
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Both reserve sources are only stop-gap measures, providing one or two 
years of fiscal relief, at most. Neither fund provides an answer to the on­
going loss of more than 8 percent of Alaska's oil revenues and the erosion 
of Alaska's fiscal strength year after year. The new ELF does. It’s a long­
term solution to what will otherwise be a long-term loss.

Finally, the legislature simply could pretend that there is no problem. 
Led by the Senate, the legislature gambled last year that oil price increases 
would cover the shortfall in the budget with extra revenue. It worked then, 
due in part to the unexpected receipt of some monies owed the state by the 
federal government. 22 The legislature could roll the dice again. The risk 
is that the extra revenue will not materialize and that the state will be unable 
to pay its bills. If oil prices don’t rise, current cash flow projections show 
that the risk could become reality as early as February or March 1989.

Division of Policy 

April, 1988
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This bill w oul d e f f e c ti ve l y  Inc rease the seve ran ce tax rate on fields 

producing g rea ter  than a p p r o xi m a t e l y  120,00 0 barrels per day. At the same 

time, fields p r o d u ci ng  less than this a mou nt  w ou ld  be taxed at a lower rate. 

The relative Increase or dec r e a se  w o u ld  depend on the rel ative per well 

produ cti vit y of the field. The est ima tes  c on ta ine d In this fiscal note are 

based on the D epa r t m e nt  of Reve nue  M ar c h  1988 mid scenario a s s u mpti ons  about 

production, wells, and oil prices.

The attached tables I llustrate the revenue and tax rate Impact of the 

bill by North S lop e oil field. The sen si ti v i t y  of the tax revenues to ch ang e 

1n oil prices 1s also Illustrated.

FY 1989 P R I C E /R EV EN U E  S E N S I T I V I T Y  OF CSHB164(f1n) am

(Millions $)

$10.00/bbl 11.00 12.00 13.00 14.00 15.00 16.00 17.00

Prudhoe 93.16 102.47 111.79 121. 10 130.42 139.73 149.05 158.36
Kuparuk 21.54 23.69 25.84 28.00 30.15 3 2.30 34.46 36.61
Milne 0 0 0 0 0 0 0 0
Endlcott -6.49 -7 .14 -7.79 - 8. 43 -9.08 -9.73 -10.38 -11.03
H s b u r n e -3.72 -4.10 -4.47 -4.84 -5.21 -5.59 -5.96 -6.33

TOTAL 104.48 114.93 125.37 135.82 146.27 156.72 167.17 177.61



C J H A N G E  IN REVENUE CSHB164 C  

(Mill ions .$)

YEAR PRUDHOE KUPARUK MIL'S EHDI LIS3 U SAK PT TKCM SEAL IS NIAKllK TOTAL

1983 120.03 30.20 0.00 -4. 27 -5.93 0.00 o.co 0.00 0.00 150.15

1939 125.32 31.40 0.00 .a-• 46 -5.43 0.00 0.00 o.co o.co 152.23

1990 172.12 39.56 0.00 04 -5.19 0.00 0.00 0.00 0.00 202.45

1991 150.27 40.37 0.00 -2.26 -5.53 0.00 0.00 0.00 0.00 222.35

1992 16174 39.51 0.00 J 40 -7.01 0.00 0.00 0.00 0.00 212.34

1993 180.52 28.38 0.00 -5. 24 -6.27 0.00 0.00 0.00 0.00 207.49

1934 176.59 35.55 0.00
m

“3. £5 -5.74 0.00 0.00 0.00 0.00 199.74

1995 171.39 20.60 0.00 -7. 41 -7.18 0.00 o.co 0.00 o.co 187.40

1995 162.33 22.19 0.00 -7. 50 -7.83 0.C0 0.00 0.00 0.00 169.69

1957 164.10 14.09 0.00 -7. 22 -3.17 0.00 o.co 0.00 0.00 152.70

159S 157.08 6.98 o.co -6. 34 -8.44 0.00 0.00 0.00 0.00 148.78

1999 144.15 2.76 0.00 -4. 23 -8.20 0.00 0.00 0.00 0.00 134.33

2000 137.65 1.22 0.C0 .9 29 -3.44 0.00 0.00 0.00 0.00 123.25

2001 127.38 0.46 o.co "0..51 -9.23 0.00 0.00 0.00 0.00 117.94

2002 118.80 0.08 o.co 0. CO " -9.79 0.00 0.00 0.00 0.00 f 109.09

2003 122.03 0.06 0.00 0. 00 -9.43 0.00 o.co 0.00 0.00 112.71

2004 116.55 0.04 0.00 0. 00 -9.23 0.00 0.00 0.00 0.00 . 107.22

20C5 103.90 0.03 o.co 0.CO -8.50 0.00 0.00 0.00 0.00 95.03

2006 91.47 0.00 o.co 0. 00 -9.26 o.co 0.00 0.00 0.00 82.11

2007 80.19 Q.CC o.co 0. CO -7.52 0.00 o.co 0.00 0.00 72.67

2008 69.43 0.00 0.00 0. 00 -8.12 0.00 0.00 0.00 0.00 6 1 3 1

2009 61.76 0.00 o.co 0. 00 -4.73 o.co .  0.00 0.00 0.00 57.03

2010 55.85 0.00 0.00 0. CO -2.38 0.00 o.co

t

0.00 0.00 5 1 4 8

C H A N G E  I N  S E V E R A N C E T A X  R A T E  P E R C E N T  O F V A L U E  .C S H B 1 6 4

YEAR PRUDHOE KUPARUK MILNE EXDI LIS8 H SAK 13 T T H H  !S A L  IS NIAKUX

1983 0.0249 0.0291 0.0000 -0,.0253 -0.0382 O.OCCO 0.0000 a. ocoo o.cooo

1939 0.0281 0.0448 0.0000 -0,.0332 -0.0321 0.0000 0.0000 0.0000 0.0000

19S0 0.0323 0.0481 0.0000 -0,,0040 -0.0324 O.QCOO 0.0000 0.0000 0.0000

1991 0.0373 0.0513 0.0000 -0,.0023 -0,0231 0.0000 0.0000 0.0000 o.ocoo

1992 0.0394 • 0.0539 0.0000 -0.,0023 -0.0277 0.0000 0.0000 0.0000 o.ocoo

1993 0.0421 0.CS30 0.0000 -0.,0098 -0.0270 0.0000 0.0000 0.0000 0.0000

1934 0.0450 0.0545 0.0000 -0. 0134 -0.0282 0.0000 0.0000 0.0000 0.0000

1935 0.0488 0.0491 0.0000 -o.,0261 -0.0282 O.OCCO 0.0000 0.0000 0.0000

1995 0.0548 0.0405 ' 0.0000 -0. 0315 -0.0289 o.ocoo 0.0000 o.ocoo 0.0000

1957 0.0548 0.0234 0.0000 -0, 0353 -0.0314 O.OCCO o.ocoo 0.0000 0.0000

1993 0.C574 0.0171 0.0000 -0. 0375 -0.0345 0.0000 o.cooa 0.0000 0.0000

1999 0.0593 0.0083 0.0000 -0. 0320 -0.0368 0.0000 0.0000 0.0000 0.0000

2000' ."0.0597 0.0042 0.0000 -0. 0231 -0.0273 0.0000 0.0000 0.0000 0.0000

2001 0.0595 0.0017 0.0000 -0. 0102 -0.0291 0.0000 0.0000 O.OCCO 0.0000

2002 0.0585 0.0001 0.0000 0. 0000 -0.0413 0.0000 0.0000 0.0000 0.0000

2003 0.0569 0.0000 0.0000 0. 0000 -0.0425 o.ocoo 0.0000 0.0000 0.0000

2004 0.0253 0.0000 0.0000 0. COOO -0.0433 0.0000 0.0000 0.0000 o.cooo

2005 0.0509 0.0000 0.0000 0. ocoo -0.0440 0.0000 0.0000 o.cooo 0.0000

2006 0 . M S 2 0.0000 0.0000 0. 0000 -0.0473 0.0000 0.0000 0.0000 0.0000

2007 0.0409 0.0000 0.0000 0. COOO -0,0434 0.0000 0.0000 o.cooo 0.0000

2cb a 0,0244 . 0.0000 o.ocoo o. 0000 -0.0411 o.ocoo 0.0000 0.0000 0.0000

2003.’ 0.0239 o.cccc O.CCCO 0. occo -0.0257 O.OCCO 0.0000 0.0000 0.0000

2010 0.0209 0.0000 0.0000 0. 0000 -0.0214 0. COOO 0.0000 0.0000 0.0000

i



A P P E N D IX  B 

ALASKA NORTH SLOPE ECONOMICS *
Weighted Average o f West and Gulf Coast Sales as Reported in PIW

W ellhead price/barre l 
LESS:

R o y a lty /b a r re l 
S e v e ra n c e /b a rre l 

P roperty tax/barrel 
Producing cost/barrel 

D ep re c ia tio n /b a rre l 
State income tax/barrel 

US income tax/barrel 
PLUS:

P ipe line p ro fit/barre l 
EQUALS:
Industry p ro fit/ba rre l

Shares in dollars per barrel_____
Industry p ro fits/ba rre l 
State & local rev./barrel 

Federal rev./barrel
Shares in billions o f $ per year 

Industry p ro fits/year 
State & local revenue/year 

Federal revenue/year

Shares in percent o f  total_______

Industry profits 
State & local revenue 

Federal revenue

Reinvestm ent in b illions $/vear 

Cash flow (billions $/year) 
Reinvestment (b illions $/year)*

Reinvestm ent in $ lbarrcl_______

Cash flow per barrel 
Reinvestment per barrel*

Percentage reinvested in Alaska

* Revenue, costs and income data from  Petroleum Intelligence Weekly (attached); 
reinvestment performance estimated by the D ivis ion  o f  Policy.
See the fo llow ing  page fo r  additional notes.

Division o f  Policy, 4111/88

1985 1986 1987 1988
$16.72 $10.17 $7.54 $9.47
$2.01 $0.73 $0.86 $1.10
$2.21 $0.87 $1.00 $0.99
$0.21 $0.18 $0.16 $0.15
$0.90 $0.75 $0.80 $0.85
$1.53 $2.17 $2.21 $2.25
$0.29 $0.06 $0.08 $0.12
$4.54 $0.84 $0.89 $1.40
$2.18 $0.64 $0.58 $0.43
$7.22 $1.56 $2.13 $3.03

NET INCOME SHARES
$7.22 $1.56 $2.13 $3.03
$4.71 $1.84 $2.10 $2.37
$4.54 $0.84 $0.89 $1.40

$5,004 $1,102 $1,530 $2,211
$3,269 $1,294 $1,512 $1,728
$3,148 $0,592 $0,640 $1,022

43.8% 36.9% 41.6% 44.6%
28.6% 43.3% 41.1% 34.8%
27.6% 19.8% 17.4% 20.6%
ALASKA REINVESTMENT PERFORMANCE

$6,065 $2,630 $3,119 $3,853
$0,860 $1,322 $0,650 $0,700

$8.75 $3.73 $4.34 $5.28
$1.24 $1.88 $0.90 50.96

14% 50% 21% 18%



1. PIW data for the first and second half of 1986 and 1987 were 
averaged using equal weights to produce the average annual values 
shown on the preceding page.
2. PIW values stated separately for U.S. West and Gulf coasts were 
combined to provide weighted average figures; the following 
weighting factors were used (West/Gulf): 1985-50%/50%; 1986- 
52.596/47.5%; 1987-56.66%/46.67%; 1988-60%/40%.
3. Annual revenue figures assume production levels of 1.90 MMB/D,
1.93 MMB/D, 1.96 MMB/D, and 2.00 MMB/D in 1985-88 respectively.
4. Data for 1988 are extrapolated assuming costs and revenues 
continue at the per barrel levels reported in PIW  for the first two 
months of 1988.
5. Reinvestment estimates for 1985-6 are from Income and 
Investment Flows From Alaska Oil and Gas Producing Activities, by 
Edward Deakin, May, 1987. Estimates for 1987-8 are Division of 
Policy estimates based on industry statements of current and 
planned project activity.
6. Cash flow is understated by an estimated $2.00 per barrel because 
depreciation on pipeline investments are not accounted for 
separately in the PIW data. (Pipeline tariffs are deducted before 
determining the wellhead price per barrel.)

Notes to analysis of PIW  data on North Slope economics:

Division of Policy 
11 April 1988
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Short-Haul Sales 
By Saudis Key To 

Overseas Stockbuild

R E C E IV E D

T£?3 0 ! 1988

LEGISLATIVE M f-m lR  
Reference Librarv

Oil markets should be very careful in drawing grand conclusions about Saudi 
Arabia’s oil policies on the basis of its latest foray to charter ships for moving crude oil 
into its overseas stockpile. The fad is that Saudi Arabia is in the process of placing a 
large chunk of stockpile crude with several of the Aramco partners on a delivered 
basis, and it chartered the tankers almost entirely to replenish those supplies, accord­
ing to well informed PIW sources in shipping circles. The stockpile moves say more aboul 
Riyadh’s wish to retain a basic presence as a short-haul crude supplier in the Caribbean and 
Europe (p5) than about its long-term goals or role within Opec (PIW Jan.25,p I). PIW con­
firms that the Saudis have lined up five ships to move 10-million bands of oil into overseas 
storage in the coming weeks, plus at least one other vessel to supply non-Aramco clients 
like Ashland and Marathon. In the past, the Saudis have used the Western Hemisphere 
stockpile for occasional spot sales, and more routinely to supply term customers on a 
prompt basis.

By taking nearby crude from the stockpile now, the Aramco partners get the benefit 
of the oil in the heart of the winter season, rather than in late March or early April 

L>when oil loaded today in Saudi Arabia would arrive at Atlantic Basin destination^^ 
The stockpile barrels are within the overall 1.4-miliion b/d olf crude the partners 
tained from the Saudis in January, and are expected to take in February. They do not 
represent any extra supply. Overall Saudi output volume is still below Opec quota in the 
3.8- to 4-niilIion b/d range (excluding the Neutral Zone). This suggests Riyadh is willing to 
cautiously and temporarily stick with other Opec producers in sharing some of the burden of

( c o n t i n u e d  o n  p . - * )

m
With oil markets again threatening a possible sharp drop in prices, US Alaskan pro­
duction looks surprisingly well positioned to cope with a repeat of the collapse of 1986. 
Despite high transport costs that would appear to make Alaskan North Slope output 
highly vulnerable to lower prices, it is currently making good , rofits at S14.S0-S1S.50 
delivered prices, and has shown it can break even at S10 a barrel. Profits also bounce 
back quickly as prices recover, according to a PIW analysis of Alaskan North Slope 
economics (see table). Producers briefly suffered losses of a few pennies a barrel in 
mld-1986 when the delivered price at the Gulf Coast fell to $ 10. But profits rebounded to an 
average $3.50 in 1987, and even managed to average over $1 a battel in disastrous 1986. 
ANS crude —  which is one-fourth of US production —  realizes a healthy S2.60-S3.20 a 
barrel now, depending on sales destination.

Even if prices dropped below $10, very little North Slope production would be shut 
in, mainly because of the large amounts already invested in current output and its 
importance to US supply. What’s more, the oil is primarily absorbed into the refining 
and marketing systems of producing companies, and low crude prices usually provide

E D IT O R  &  P U B L IS H E R :  W a n d a  J a b lo n s k i. Ex ecutive Ed ito r s : T h o m a s  W a llin . M arshall T h o m a s , K e n n e th  M iller . Fifteen S pec ia lised  S lat l Ed itors .
H E A D  O F F IC E :  O n e  T im e s  S quare  P laza , N ew  York. N .Y .  t 0 0 3 6 . T e le p h o n e : ( 2 1 2 )  5 7 5 - 1 2 4 2 ; Te lex : 6 2 3 7 1  Petrorn; Fa c s im ile  P h o n e  N o . ( 2 1 2 )  3 9 1 -3 9 0 6 .
L 0 N 0 0 N :  1 2 1  C harterhouse Street. E C 1 M  6 A A ; P h o n e  ( 0 1 ) 6 0 8 - 1 3 2 1 ;  Telefax  ( 0 1 )  6 0 6 - 13 2 4 . S U B S C R IP T IO N S :  S I . 15 0  a n n u a lly  to all areas by  an or courier.

Alaskan Oil Profits 
Staying Buoyant 

Amid Volatile Prices
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_________________________________Page 2 . f
offsetting improvements in the profitability of downstream refining. Meanwhile, the 
long-term outlook for Alaskan North Slope crude is encouraging a continuing buildup 
of production capacity, in sharp contrast to plunging production in other US areas. ANS 
output surged over 2-million b/d in late 1987 as Alaska displaced Texas for the first time as 
the largest source of US crude. The North Slope is still regarded as holding the best potential 
for finding big new fields. But discoveries have to be large to offset growing development 
and operating costs, already apparent at the Kuparuk River and Endicott fields, and for 
enhanced recovery in super-giant Prudhoe Bay (PIW Jan.25.pl0).

Since the 1986 price collapse, the economics for Alaskan North Slope crude sold on 
the West Coast have become relatively more profitable than the longer shipments to 
the Gulf and East Coasts, which used to earn almost as much. As a result, more North 
Slope crude Is moving to the California market, with the West Coast absorbing 60% of 
last year’s higher production versus 50% in 1985. Profits on West Coast sales are now 
about 65̂  a barrel higher than those to Atlantic ports, compared to a gap of 100 in 1985. 
This mainly reflects the much larger SI 1.66 a barrel drop in ANS prices to Gulf and East 
Coast destinations in the last two years compared to a drop of just under $10 on the West 
Coast. The bigger decline in the east is hard to explain but is probably only partly due to the 
highly competitive Atlantic Basin crude oil market.

TMS COMP/WATTY* KOKOM O Of ALASKAN NOftTH U O f f  FftOOUCTON (la M i r  pee karref)

1NI —
-isfea TeUSSeNCaeet- 
- 1 M 7 ------------- ISM  - INI

- tales TtMWeMCtoM 
- 1 W 7 ------------- U N  - IMS

Oelfvertd Price Carnal 2ad H 16  H 2nd H IN M Year CanaM 2MH 1NH 2aS H 1«t H Yeee
Sort*) Price *15.50 *18.45 *17.00 *12.00 *16.80 *27.00 *14.50 *17.45 *16.00 *11.00 *15.80 *25.00
Anrtg* Prfcafs) 
le sx

15.23 11.62 19.96 12.31 11.73 26.91 14.26 11.41 11.56 16.71 14.14 24.23

Shipping CoN 3.35 3.21 3.19 3.38 3.72 4.21 0.99 0.96 0.94 0.94 1.14 1 29
V tH u  l.o.t). 
leec

11.90 13.61 13.80 8.93 12.00 22.70 13.28 14.52 14.62 9.81 13.40 22.9V

PfpeUneLote 0.05 0.10 0.09 0.05 0.03 0.10 0.09 0.10 0.05 0.09 0.03 o.iir
Pipeline Tinft 3.20 3.95 3.99 4.50 4.50 6.00 3.20 3.95 3.95 4.50 4.50 600
WfSMdS Priee(k) 1.86 f.M f .M 4.36 7.4S 1 I.M 18.61 16.47 11.13 121 111 11.84

Royaltytc) 1.00 1.11 1.14 0.47 0.85 1.99 1.17 1.23 1.24 0.58 1.02 2.02
Severance^) 0.91 1.00 1.30 0.39 0.99 2.19 1.05 1.09 1.40 0.70 1.17 2.22
Property Tax 0.15 0.15 0.15 0.16 0.18 0.21 0.15 0.15 0.15 0.18 0.18 0.21
Producing Con 0.85 0.85 0.85 0.75 0.75 0.90 0.8S 0.85 0.85 0.75 0.75 0.90
Oepme»tion(e) 2.25 2.25 2.25 2.17 2.17 1.53 2.25 2.25 2.25 2.17 2.17 1 S3
Pre-Tax Profit 
L u x

3.49 4.20 4.11 0.23 2.51 9.78 4.54 4.90 4.72 0.68 3.56 9.96

State Income Tax(f) 0.10 0.13 0.12 0.01 0.08 0.29 0.14 0.15 0.14 0.03 0.11 030
US Windfall Tax(g) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 000
US Income Tex(h) 1.19 1.43 1.40 0.11 1.18 4.50 1.54 1.67 1.61 0.41 1.64 4.S8
OUrreM 2.26 2.14 2.31 1.12 1.21 4.CJ 2.M 3 .H 2.M 1.45 1.81 5.M
Pipeline Profit 0.43 0.53 0.53 0.64 0.64 2.18 0.43 0.53 0.53 0.64 0.64 2.18
OetnN PnM 2 .U 3.17 3.12 1.78 1.13 7.17 3.26 3 .U 3.S1 1.M 2.4S 7.2*
a) Avenge of Ml producer*, b] Price at Pump Station #1 . c) Royalty 12.5% after deduction oi gathering owts (63c 1388.664
19671 1966. 65C 1965). d) Severance Tax based on wellhead pnea attar deduction of royalty (11.94% from 2nd Hall 1987 to 
preterit. 14.96% 1985 lo 1st Half 1987. «) Includis depletion. <) Average sta ll incoms tax rata ol 3% lor all 
producer*. g) Wlndfa* profits tax nol applicable at lower wellhead pnea*. h) US incoma tax rasa 34% 1987 lopmanl and 46% 
previously, attar deduction of costs, state taxes.

Another big change in the last few years is the more even split between producing 
company profits and the tax take of federal and state governments. With Alaskan 
wellhead prices well below the floor level of US “windfall” taxation, the tax burden has 
shrunk to an estimated $3.35 a barrel currently. Reduced corporate income tax rates 
from 46% to 34% starting in 1987 has also helped producers. However, Washington claims 
that the companies may owe $200-million in ‘'windfall" profits taxes for 1984 and 1985 due 
to disparities in pricing and pipeline charges among the various Alaskan oil producers (PIW 

June 13,'83,p3).
The settlement of a 7-year legal dispute over Alaskan pipeline tariff* has also put a^ 

extra squeeze oa profits since 1986, with the Trans-Alaskan Pipeline providing 15% of » 
North Slope profits now compared to 30% in 1985. Aimed at fostering greater competi­
tion for North Slope leases, the resolution with the seven owners (BP 50%, Exxon and Arco
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20% each, and the rest split between Mobil, Phillips. Union and Amerada Hess) sharply 
reduced tariffs, settled back claims of overcharges and put the pipeline on a real-rate-of- 
retum basis starting in 1986 (PIW Nov.4,'85.p8).

The existence of a semi-secret and unofficial “mini-Brent” North Sea market might 
help London’s International Petroleum Exchange win a central role in the globaliza­
tion of oil futures dealing. Mini-Brent could provide a model for the IPE as it prepares 
another relaunch for its failed Brent futures contract following the New York Mercan­
tile Exchange’s refusal to trade US crude futures in London as a joint venture (PIW 
Jan.25,p8). Shocked and disappointed by Nymex’s rejection of joint, trading of West Texas 
Intermediate futures, the IPE is considering a number of alternative options, with a restyled 
1,000-barrel Brent contract based on cash settlement rather than physical delivery at the top 
of the list (PIW Jan.25.p8). Other possibilities include a London-based West Texas Inter­
mediate contract administered independently of Nymex, and a link to another US exchange 
such as the Chicago Board of Trade, which dabbled with oil futures several years ago.

Steady but largely unpublicized trade in the unregulated mini-Brent market leaves 
little doubt that demand exists for a financial tool of this type geared to European 
crude. Also known as the Brent partial market, and only reluctantly revealed to PIW 
by major players, mini-Brent is the brainchild of US investment banks. But its future 
is now in doubt due to new UK laws which may leave room for the IPE to take over 
instead. Mini-Brent works because the investment banks are willing to buy and sell futures 
contracts »'or part-cargoes of Brent in 50,000 barrel increments under their own set terms, 
normally closing out at an agreed cash-settlement price as 600,000-barre! forward Brent 
cargoes begin to trade in the physical market. However, this trading could fall foul of the 
forthcoming UK Financial Services Act (PIW Jan. 11 ,p2). The IPE, as a recognized futures 
exchange, might win approval of a similar standard contract, using well-established proce­
dures of exchange-of-futures-for-physicals for participants wanting to take delivery. The 
(PE is now seeking industry advice on how to tailor a new contract, but there's virtually 
universal agreement that simply restyling the existing 1,000-barrel contract won't work^^

Evert with its poor track record In marketing and planning, the London future^^ 
exchange Li still eager to launch its own crude contract that will spark trade both local­
ly and from Mideast and Far East time zones, largely out of New York’s normal reach.
It plans “some form of significant trading incentive scheme to encourage initial partic­
ipation” and scope for broader membership, aimed at attracting more active floor 
traders. While Nymex boasts almost 800 members and last year traded an average 
40-million b/d, there are currently just 57 authorized IPE dealers. There’s general dismay in 
European trading circles over the Nymex’s "parochial" decision not to come to London, 
coupled with the recognition that Eastern Hemisphere traders increasingly want to use 
crude futures (PIW Dec.7,p6). The IPE has already been approached by the Singapore In­
ternational Monetary Exchange on possible broad cooperation.

•
Like the big Mideast exporters, Opec’s key African members are moving fast to cush­
ion themselves against rapid swings in output even in a weak market. But they are 
using very different means to achieve the same ends. Resisting straight market-related 
pricing, the Africans are looking to product sales, processing deals of various kinds 
and enhanced margins for foreign equity producers to sustain volumes. Tnough tech­
niques differ, almost all Opec exporters are adapting to an oil market in which some puce 
volatility is seen as inevitable, making maintenance of sales to key customers in ways that 
cause the least market disruption a top priority (PIW Jan.25,pi). The various methods re­
flect inark'.ting strengths of individual producers and preferences of traditional customers, 

among ether factors.
Among African producers, Libya appears to have significantly reduced its vulnera­

bility to short-term market swings. Though volume has fallen somewhat, Tripoli 
seems to be offsetting much of the recent loss of up to 200,000 b/d in third-party crude 
sales to traders without flooding the Mediterranean with discounted crude. "Thcv'^^



APPENDIX C -- EXPLANATION OF 1981 OIL TAX LAW CHANGES

I, Introduction
The 1981 oil tax legislation (ch. 116, SLA 1981) replaced the separate 

accounting oil and gas corporate income tax, enacted in 1978, with a modified 
apportionment- based corporate income tax. To make up the substantial loss in 
revenues caused by this shift, the legislation also raised the severance tax rate on 
Prudhoe Bay from an effective rate of just over 11% (with the ELF) to 15%. This 
increase was accomplished by raising the nominal rate from 12.25% to 15% and 
effectively suspending the ELF until the tenth anniversary of Prudhoe Bay 
production in 1987. (For fields beginning production after June 1981, the nominal 
rate was set at 12.25% for the first five years of production.) Taken together, the 
two changes were intended to be revenue neutral.

In addition to the two primary changes — eliminating separate accounting and 
increasing the severance tax -  the 1981 law also:

(a) made retroactive technical amendments (known as the "warts" 
amendments) to state tax laws in order to improve the retrospective constitutionality of separate accounting;

(b) corrected tax problems posed by the sharing of oil and gas revenues among 
Native corporations under §7(i) of the Alaska Native Claims Settlement Act;

(c) allowed for the retroactive deduction of federal windfall profit tax 
payments; and

(d) instituted a graduated, stair stepped rate, beginning at 1%, for the taxation 
of corporate income under $100,000, and raised the top rate from 9.4% to 11% for 
one year.

Tax "stability" was not the issue in 1981. The 1981 law was passed solely in 
response to litigation filed by the oil industry challenging the 1978 separate 
accounting corporate income tax. Unlike the separate accounting law, which was 
passed after nearly a decade of study, discussion, and debate, the 1981 oil tax changes 
were not designed to make the state's tax system fair and predictable, or to encourage 
future exploration and production. Instead, the 1981 law was designed to limit the 
state's potential liability as a result of the oil companies' legal challenge to the 1978 
separate accounting law. Because the oil industry benefitted from the 1981 law, it 
did not object to the changes in the state's oil tax structure.
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At the time the 1981 law passed, many assumed that the oil tax issue would be 
revisited, after a decision on the 1978 law was made, and before the June 1987 
reimposition of the ELF. The state won the separate accounting litigation in the trial 
court in May 1983 and on appeal to the Alaska Supreme Court in August 1985. The 
statute's constitutionality was affirmed by the U.S. Supreme Court in January 1986.

II. How It Happened
A. Activity Before 1981
The 1977-78 Alaska Legislature and Hammond Administration, confronted 

with the prospect of the first commercial production from Prudhoe Bay, instituted a 
comprehensive revision of the state's oil and gas tax structure. In 1977, the 
legislature, with the active support of the governor, increased the maximum 
severance tax rate from 8 % (first put in effect in 1970) to 12.25%. An economic 
limit factor [ELF] formula replaced the statutorily-reduced rates for well production 
less than one thousand barrels per day (from 1973-1977, a well's first 300 barrels 
were taxed at 5%, and the next 700 barrels at 6 %). The ELF was designed to give the 
severance tax a curved or sliding scale, instead of stair stepped, rate.

In 1978, the separate accounting oil and gas corporate income tax was enacted. 
The law was developed and passed in response to detailed analyses, prepared for the 
legislature and administration from 1970-78, showing that the state's existing 
apportionment-based corporate income tax would result in Prudhoe Bay oil 
producers paying less than a third of the statutory rate of 9.4% of net income. The 
apportionment tax also had the inequitable effect of imposing different tax levels on 
producers with the same profits in Alaska, in effect penalizing producers with a 
larger degree of investment and employment in Alaska.

In early 1979, the major Prudhoe Bay oil producers filed suits challenging the 
constitutionality of the 1978 separate accounting law. Concerned over the amount of 
revenues at risk in the litigation, in the fall of 1980 the Hammond Administration 
engaged in substantive settlement discussions with those companies. The options 
proposed would have required the sacrifice of several hundred million dollars of 
state revenue in order to settle the litigation.

B. The 1981 Session — Policy Background
At the beginning of the 1981 session, House and Senate leaders urged the 

Administration to pursue solutions to the problems posed by the oil industry suit that 
would not require revenue losses to the state. On March 18,1981, the leadership of



both chambers, including Senate President Kerttula and Finance Chairmen 
Dankworth and Bennett, House Speaker Duncan and Fmance Chairman Cotten, and 
Governor Hammond, Attorney General Condon, and Revenue Commissioner Tom 
Williams, joined in a statement declaring that "any significant decreases in state oil 
and gas revenues appear both unwarranted and unsupported by a majority of 
Alaskans. . . ,  All agree that any changes which would give large sums of money to 
the oil industry at the expense of the people of Alaska are unacceptable."

House leaders did not agree with the Administration's view that existing law 
needed to be changed. They were more optimistic that the separate accounting 
statute would be upheld, as it was in 1986. They believed that the tax structure put in 
place in 1977-78 was sound, and preferable to the alternatives of a higher severance 
tax or an apportionment- based income tax. They also believed any changes to state 
tax laws should be made after, not prior to, any unfavorable court decision, and that 
the potential problem of having to refund money to the oil industry was better left to 
the future, if and when it was more than a hypothetical possibility.

A ppendix C -3

C. The 1981 Legislation
Because the Administration felt that some action was required to limit the risk 

posed by the separate accounting lawsuit, the House developed a "backstop" bill (in 
conjunction with the Administration), which set an oil and gas reserves tax in place to 
take effect and preserve state revenues T the 1978 separate accounting law were to be 
found unconstitutional.

Governor Hammond introduced the backstop bill in May 1981 (as SSHB 200).
It passed the House (as SB 524) in early June. A free conference committee, 
consisting of Senators Ray, Bennett, and Dankworth, and Reps. Gardiner, Vaska, and 
O'Connell, first met on June 11.

During the latter half of the session, Senator Dankworth had attempted to 
develop a bill that would succeed in settling the separate accounting litigation while 
preserving, in substantial part, past and future state oil revenues. He was 
unsuccessful, and gave up the idea of ending the existing separate accounting 
litigation. He then attempted to craft a bill that would repeal the separate accounting 
law prospectively and maintain future state oil revenues at a level roughly 
comparable to those collected under the separate accounting law.

On June 17, following the reorganization of the House, Rep. Halford replaced 
Rep. Vaska on the conference committee and became the House chair. At that time, 
the oil industry circulated a settlement proposal which repealed separate accounting, 
increased severance taxes, and instituted a 10% investment tax credit. The oil



industry estimated the proposal's revenue loss to the state for FY 82-85 at $1 .37 
billion; legislative staff estimates of revenue losses ranged from $ 1 .5  to $2 .1 billion. 9

Senator Dankworth prepared a draft bill embodying the settlement proposal, 
and distributed it to the conference committee on June 22. At a later point in the June 
2 2 meeting, he also distributed a draft bill that modified the settlement proposal in 
two important ways, in order to make the bill as revenue neutral as possible. He 
abandoned the 10% investment credit and suspended the application of the ELF 
during a field's first ten years of production in order to achieve a 15% effective 
severance tax rate at Prudhoe Bay. As a result of these changes, the oil industry was 
not willing to settle the litigation, and stated in testimony that they would continue the 
separate accounting litigation even if the modified proposal were enacted.

Prior to the next meeting of the conference committee on June 23, Governor 
Hammond wrote a letter to all legislators clarifying his position on the oil tax issue.
He stated his preference was for a public vote on the backstop bill versus the oil 
industry settlement proposal. Alternatively, he urged the Senate to pass the backstop 
bill, and stated he preferred passage of any proposal to doing nothing. He noted that 
legislative action should "[r]educe the likelihood that the oil tax issue will continue to 
be a perennial political liability for those in public office."

On June 23, Senator Dankworth submitted to the conference committee the ^
legislation ultimately signed by Governor Hammond described on the first page of 9
this appendix. The June 23 bill, known as "Dankworth 3," retained the basic 
characteristics of Senator Dankworth's earlier proposal, but suspended the 
application of the ELF during the first ten years of production only if the ELF was 
greater than .7. The change did not affect Prudhoe Bay, but did provide a tax break for Kuparuk.

The June 23 legislation received only cursory examination in the free 
conference committee and on the floor of the House and Senate before its passage on 
June 24. No committee report or written analysis was provided by either the bill's 
sponsor, Senator Dankworth, or the Administration. A bare bones, fiscal note, which 
projected total revenue losses from FY 82-85 of $141 million, did accompany the 
bill during the legislature's deliberations. Specifically, the note showed revenue 
losses of $21 million in FY 82, $117 million in FY 83, $18 million in FY 84, and a 
gain of $15 million in FY 85. No figures for the effect of the reimposition of the 
ELF on Prudhoe Bay in 1987 were provided. Revenue Commissioner Williams 
personally prepared the fiscal note and provided no supporting documentation for it, 
other than stating the estimates were based on confidential figures provided by the oil 
industry.
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Speaker Hayes refused to allow a minority report opposing the legislation,



authored by Rep. Gardiner, to be published in the House Journal. At pages 2-3 of the 
minority report, after questioning the validity of the $141 million estimate, Rep. 
Gardiner stated the fiscal note "failed to point out an even more significant revenue 
loss which will occur in the latter half of this decade, due to the sharp decline in 
severance tax collections from Prudhoe Bay after the reimposition of the economic 
limit factor in 1987. This loss is on the order of two billion dollars." (The two 
billion dollar estimate was based on the optimistic oil price assumptions prevailing at 
the time.) The bill passed over the strenous objections of the former House majority.

At the time he signed the 1981 law, Governor Hammond noted that the new law 
would only reduce state income by .6 %, relying on the figures in the fiscal note.

The kev arguments made in opposition to the 1981 law were:
(a) It was not revenue neutral, because the estimates for the amounts to be 

collected by the new apportionment formula were overstated and speculative.
(b) A future legislature and administration would be saddled with a huge drop 

in revenues by the reimposition of the ELF in 1987.
Other arguments concerned the harmful effects of a shift from a net 

income-based separate accounting tax to a gross revenue severance tax.
Both Commissioner Williams and Governor Hammond explicitly recognized 

that a future legislature would have to deal with the post 1987 revenue effects from 
reimposition of the ELF. In the press statement issued on July 21,1981, at the time 
he signed the oil tax bill, Governor Hammond declared, "As for the possible revenue 
effects in 1988 and beyond, I have full confidence in the ability of the Legislature to 
deal at that time with whatever is required to retain the state's 'fair share’ of our oil 
wealth."

In responding to a question about the post-1987 ELF revenue loss at the June 23 
conference committee meeting, Commissioner Williams noted that a future 
legislature would have the option of reimposing separate accounting if it proved 
constitutional. A newspaper account of the meeting reported that "If the projected 
revenue loss proves true, Williams said the Legislature would have the option of 
hiking taxes." {Anchorage Daily News, June 25,1981, p. A4, "Lawmakers Pass 
Revision of Oil Tax Law.")

During the June 24 House floor debate on the 1981 bill, Rep. Gardiner noted 
the ELF factor would cause multi-hundred million dollar losses after 1987. Rep. 
Halford responded that "by that time [1987], if the companies continue to challenge 
the portion of funds that are in the state's hands under chapter 2 1 [separate 
accounting], we should have an answer to that lawsuit. And with that answer, we 
should be able to develop possibly a more consistent taxing policy at that time. That's
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pretty far in the future, but we’ll have more information available to us at that time."

III. Postscript
The revenue losses resulting from the shift to the modified appportionment 

method have exceeded considerably the $141 million estimate for FY 82-85 made in 
1981 by Commissioner Williams. Analyses by the Department of Revenue shows the 
FY 82-85 revenue loss of the 1981 law at over seven hundred million dollars. 
Through FY 87, the state lost over one billion dollars in revenue as a result of passage of the 1981 law.

The problems arising from the reimpostion of the ELF are the subject of the main body of this report.
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DRILLING/WORKOVER DISINCENTIVE 
COMMITTEE SUBSTITUTE HB 164 

SEVERANCE TAX CALCULATION 

£.UJBREtlT_.LA.W.
Field Rate x Wellhead Price x Severance Tax x E L F

90.168.000 BO P Y  x $9/BO x 0.15 x 0.52134

= $63,461,050/year
Addition of 1 well:

90.277.000 B O P Y  x $9/SO x 0.15 x 0.5204

=$63,423,203/year 
A decrease of $37,846 year

PROPOSED LAW

Field Rate x Wellhead Price x Severance Tax x E L F

90.168.000 B O P Y  x $9IBO  x 0.16 x 0.7296

=$88,811,873/year
Addition of 1 well:

90.277.000 B O P Y  x $9IBO  x 0.15 x 0.7292

=$8 8,870,484/year 
An increase of $58,611 year

[Copy of ARCO Handout, March 27, 1987]



TECHNICAL NOTE 
ON ARCO'S KUPARUK EXAMPLE

Tax Effects of Drilling an Additional Well Under Current Law

Mr. James Weeks, Kuparuk Unit Manger for ARCO, provided testimony to 
the House Finance Committee on March 27,1987. Examples of severance tax effects 
(see preceding page) accompanied his testimony. The examples compare the 
severance tax effects of adding one additional well in the Kuparuk field under the 
current ELF and under the proposed ELF. The exau.oles show that the addition of 
one well producing just under 300 barrels per day would increase output from 
90,168,000 barrels of oil per year (BOPY) to 90,277,000 BOPY. At the $9.00 per 
barrel price assumed in ARCO's example, annual gross revenue to the owners 
increases by $981,000.

(90,277,000 BOPY - 90,168,000 BOPY)*($9/bairel) =
( 109,000 BOPY )*($9/barrel) = $981,000

The first of ARCO's two examples shows how under current law the owners 
would collect an annual severance tax rebate of $37,846 on this additional revenue. 
The effective severance tax rate on the new production is thus -3.9 percent. The 
effect is analagous to a personal income tax where the effective tax rates become 
lower as increasing income moves the taxpayer into a higher bracket.

The second ARCO example illustrates how this will be changed under the 
proposed law. Instead of giving the owners a $37,846 windfall, the proposed law 
will collect $58,611 (6.0 percent) of the incremental $981,000 for the state in 
severance tax. The table below summarizes the effects under the current and 
proposed severance tax laws, as shown in the ARCO examples.

TAX EFFECTS OF DRILLING ONE ADDITIONAL WELL 
(ARCO Kuparuk Example)

Change
In

Change
In

Tax
Rate Average Average

Percent
Change

In
Average

Annual Annual On Tax Rate Tax Rate Tax Rate
Gross Severance Incremental Before After Due To

Revenue Tax Production Drilling Drilling Drilling
Current Law $981,000 ($37,846) -3.9% 7.820% 7.806% -0.180%
Proposed Law $981,000 $58,611 6.0% 10.944% 10.938% -0.055%

Prepared by Division of Policy, April 1987.
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The purpose of this note is to briefly update the oil revenue situation to reflect events which have 
occurred since our last revenue forecast released November 1988.

Oil Prices

World oil prices have remained strong through December and January in response to the No­
vember OPEC production agreement. It appears that OPEC production has averaged 19.5 
million bbl/day through January. Although this is 1 million bbl/day over the agreed upon quota, 
strong demand and supply disruptions in the North Sea have kept Saudi Light oil prices near 
$15.00/bbi on the spot market. BP Exploration, the largest producer o f Alaska North Slope 
(ANS) crude oil, recently announced a February price for ANS of $16.30/bbl for Gulf Coast 
delivery. The figure below illustrates the current Department of Revenue scenarios and actual 
ANS Gulf Coast prices.

ANS at the U. S. Gulf
(Nominal data)

($ / barrel)

Month

Actual
Mid Scenario

Low Scenario 

s -  Hign Scenano

The TAPS tariff filing for calendar 1989 sets the average tariff for the pipeline at $3.01/bbl. 
This is $0.04/barrel higher than assumed in the Fall Forecast.

1



Oil Production.

Production from Alaska’s North Slope held firm through year end at well over 2.0 million bbl/ 
day. It is still not clear if the production slide at Prudhoe Bay of 50,000 bbl/day, which ARCO 
envisions, can be avoided in calendar 1989. Based on preliminary information from Conoco, it 
looks like Milne Pt. may recommence production sometime this Spring barring another price 
drop.

Higher prices, and higher than expected production through year-end result in a slightly im­
proved outlook for the remainder of the fiscal 1989. The high scenario we developed last Fall 
outlined a revenue stream predicated on a successful OPEC production agreement. So far events 
outlined in the high scenario continue to unfold with the result being oil prices which correspond 
roughly to those characterizing this scenario. For example, under the high scenario the world 
economy was expected to increase at 3.5% in both 1989 and 1990. OECD growth appears to 
have been 4 percent for 1988. World oil consumption growth for 1988 has been revised upward 
by Energy Security Analysis, Inc. to an estimated 3.6%, or about 1.8 million barrels/day. The 
The high scenario assumes a growth in demand of 1.5 million barrels/day for 1989 and 1990. In 
the November OPEC meeting Iran and Iraq were given a quota of 2.6 million barrels/day, about 
14% higher than the 2.3 million barrels/day of production from these countries assumed by the 
high scenario. The high scenario was based on a total OPEC quota of 18.7 million barrels/day, 
with continued cheating by the member counties. The current OPEC quota is 18.5 million 
barrels/day. Over production by member countries has resulted in an estimated production in 
January of 19.5 million barrels/day.

There is, however, no guarantee that conditions within OPEC will remain the same. In particu­
lar the seasonal drop in oil consumption during the second quarter may present serious problems 
to cartel cohesiveness.

Table 1 outlines the price/revenue sensitivity for the remainder of FY 1989 and FY 1990. The 
FY 1989 outlook incorporates our most recent data on actual revenue collections through De­
cember and substitutes current spot market price data for January 1989. A summary of the 
current mid case assumptions, as well as actual collections through December production month 
and corresponding January revenue month, is shown on Table 2.



PRICE/REVENUE SENSIVITY SCHEDULE 
Unrestricted State Revenue1 

(Millions S)
ANS Price
Lower 482 FY 1989 FY 1990

$10 /bbl 1724 1139
11 1769 1238
12 1827 1373
13 1885 1507
14 1943 1641
15 2001 1775
16 2060 1909
17 2117 2043
18 2176 2178
19 2240 2312
20 2292 2446

1 Based on Department of Revenue mid scenario assumptions Fall 1988 Forecast updated for 
actual marketing and production data through December 1988, new 1989 TAPS tariff filing, and 
spot price information for January 1989.

2 The average ANS price for all lower 48 sales is approimately $0.80/bbl less than the U. S. Gulf 
price.
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IB AVG. AtlS OIL PRICE C? U S GULF Vbb 188289 15 3800 14 2900 14 2000 13 6300 12 6500 11.7100 127879 16 3000 129470 12 9470 12 3880 12 3860 13 4662 12 3800 ‘.2 6130 13 4076 13 1606 12 8923
17 AVG ANS OIL PRODUCTION MMbbls/day 19940 1 9399 19160 1.9654 1 9748 19674 1.9833 19510 1 9270 1 9270 1 9270 1 9270 1 9270 19414 18310 1 8290 1 8230 1 8290 1 0295
18 AVERAGE ANS WEST/GULF MARKET DIFFER 2.4796 -0.4078 •0 8 756 •0 5250 -06687 •0 5837 -0.7966 -0.7438 ■0 5230 •0 5330 -0 5430 •0 5390 •0 5490 06140 05810 OF 190 0 6640 0 6000 0 6380
19 TRANSPORATIQN TO ti S. GULF 2.7820 31640 2 7166 3 0014 3.05^7 28004 2 7399 31730 3 1830 3 1930 3 1890 3 1990 3 0163 3 2310 3 2690 33140 3 3300 3 2BUP
20 AVG. TAPS TARIFF Vbbl 3 6827 3.1860 3.1770 3.1700 3.1640 3.1610 J 1660 3.1611 3 0100 30100 3 0100 30100 30100 3 1029 3 0100 30100 3 1310 3 1440 3073U
21 AVG. NON PRUDHOE TCOST/OUAIJMKTDIF 0.1984 0.1984 0.1984 0.1984 0.1870 0.1670 01870 0. ie72 0 1872 01872 0 1871 0 1871 0.1871 0.1899 0 1866 0 1866 0 I8u6 0 1866 0 1866
22 WT. AVG. ANS OIL ROY WHV Vbbl 10.4682 9.7012 0 6262 8 6330 7.9463 68330 6 352? 7.4435 10 4528 7 0998 7 0999 6 5409 6 5409 7 7730 65414 6 7664 7 4-100 7 1800 6 9820
23 AVG. CGF NGL MM bbl/DAY 0.0457 0.0587 0 0547 0 0555 0.0604 00597 OC612 00607 0 0550 0 0550 0 0550 0 0550 0 0550 0 0572 0 0543 0 0540 0 0540 0 0593 00554
24 AVG. PROCESS COST NGL 55200 5 5200 5 6200 5 5200 55200 55200 5 5200 55200 5 5200 5 5200 5 5200 5 5200 5 5200 55200 5 5200 5 5200 5 5200 5 5200 5 5200
25 DAYS IN PRODUCTION MONTI t/YEAR 368 30 31 31 30 31 30 31 31 29 31 30 31 365 92 92 90 •J2 365
26 AVG PET REV ELF 07950 0.7963 0.7918 0.7930 0.7906 0.7876 0 7863 0.7835 0.7898 0.7096 0 7094 0.7892 0 7090 0 7899 0.7807 0 7609 0 7644 0763/ 0 76 /4
27 SEVERANCE RATE ADJ FACTOR 09939 0.9707 1.01' 0 0 9772 0 9651 0 9942 10282 10046 0 9894 0 9862 0 9050 09914 0 9912 0 9901 0 9831 1 0143 1 0261 1 0058 1 0073
28 AVG. EFFECT FLOOR ADJ ELF 07902 0.7730 0.7948 07749 07630 0 7030 0 8085 0.7871 0 7815 0 7787 0 7776 0 7025 0 7021 0 7822 0 7675 0 7718 0 7843 0 7682 0 7729
29 WT. AVG. NOMINAL SEV TAX RATE D 1496 0.1480 0.1480 0.1481 0.1481 0.1481 0.1431 0.1481 0.1479 0 1479 0 1479 0 1479 0 1479 0 1480 0 1477 0 1477 0 1477 0 1477 0 1477
30 ANS OIL SEVERANCE TAX MMJ 789 8297 564826 52.6900 52.7948 46 5105 422525 39.5738 45.8803 63.1047 39 9555 42 6497 38 2626 39 5202 559 6773 109.1890 113 4763 124 0300 119 8100 466 5353
31 ANS NGL SEVERANCE TAX MM 5 72386 0 6438 0.4604 0.4692 0 3845 0 2124 0.1339 0.3164 0.7353 0 2203 0 2355 0 1473 0 1522 4 1111 0 4462 05412 08155 0 7920 2 5919
32 ANS TOTAL Oil SNGL SEVERANCE TAX MM 7970683 57.1263 53.1504 53.2640 46 8949 424649 39.7077 46.1968 63 8401 40 1758 42 8852 38 4099 39 6724 563 7884 109 6352 114 0175 124 8)55 120 6320 469.1302
33 ANS OIL CONSERVATION TAX MM J 24319 0 2036 0.2073 0.2132 0 2073 02147 0.2082 0.2110 02100 0 2000 0 2100 0 2000 02100 2 4959 0 5800 0 5800 0 5800 0 5800 2 3200
34 AVG. ANS OIL ROYALTY RATE 01254 0.1257 0.1257 0.1257 01257 0.1257 0.1257 0.1257 0 1257 0 1257 0 1257 0 1257 C 1257 0 1257 01260 0.1260 0 1260 0 1260 0 1260
35 ROYALTY RATE ADJ. FACTOR 0 9918 1.0332 1.0383 09504 09649 09510 09536 0.0547 0 9963 0 9928 0 9918 0 9935 09938 1 0< '0111 1 0224 1 0356 1 0149 1 0210
36 EFFECTIVE ROYALTY RATE 0.1244 0.1299 0.1305 0.1195 0.1213 01195 0.1199 0.1074 01252 0.1248 0 1247 0 1249 0.1249 O' _ 11274 0 1208 0 1305 0 1279 0 1266
37 AVG. ROY FIELD COST DEDUCT Vbbl 0.5790 0.6500 D.C500 0.6500 0.6500 0.6500 06500 0.6500 0 6521 0 6543 06564 0 6586 0 6607 06527 26591 0L656 0 6722 0 6708 0 6609
38 ANS OIL ROYALTIES 134 PFAPSF CONTRIB 897.6531 68.4139 61.8312 58.1441 52.4285 450786 40 6759 44.1424 73 3201 44 9522 479849 42 4723 43 8791 623 3232 126 2430 132 2397 145 3700 139 0900 543742/
39 ANS NGL ROYALTIES B4PFCONTRIB 10.3787 0 9255 06620 0.6746 05527 0.3054 0.1924 0.4550 1 0572 03167 0 3396 02117 0 2188 59107 0 6433 07802 11757 1 1417 37410
40 TOTAL ANS OIL5NGL ROYALTIES B4 PF M 900.0318 69.3394 62.4932 58 8187 52.0812 45.3839 40 6684 445973 74 3773 45 2690 40 3235 426840 M 9079 629 2239 126 8863 1330199 146 5457 141 0317 547 4837
41 AMS OIL ROY PFAPSF GF ADJ FACTOR 0.7450 0.72 v.1 0.7398 0 7398 0.7338 0.7398 0 7398 0 7398 0 7398 0 7398 0 7398 0 7398 <! 7 ' )8 0 7398 0.7395 0 7395 0 7395 0 7395 0 7395
42 ANS OIL ROYALTIES NET GFMMJ 676.4337 51.2973 46 2325 43 5141 39.1955 33 5750 30 2344 329931 55 0243 33 4900 35 7497 31 5777 326236 465 5072 93 8324 98 3682 108 3706 104 2930 404 8642
43
44

TOTAL GF ANS OIL PRODUCT REVS MM * 14759838 108 6273 99 5908 96 9913 86.2977 76 2546 701503 79 4009 119 0744 73 8658 78 8449 70 1875 72 5060 1031.7915 204 0477 212 9657 233 7961 225 5049 876 3M4

45 ANS OIL FRODM RE'* CURRENT FY MOLY CASI FLOW ANALYSIS AND COMPARISON WITH OFFICIAL DOR FOREC 1
46 GF ANS OIL PROD REV ACT COI.L 14759838 108.6273 99 5908 B6.9913 85 2977 762546 70.1503 79.4009
47 LAST DOR REVENUE FORECAST (OCT88) 1475 9838 108 2807 98 2827 88 5195 79 8616 77.9302 75 3084 77.0927 79 7896 74 2863 79 3770 70 6931 7J0I64 983 4103 205 3528 214 1707 233 7961 225 5049 U/B 8326
48
49

UPDATED DOR ANS REVENUE FORECAST 1475 9838 108 6273 99 5908 96 6913 86 2977 76 2546 70.1503 79.4009 119 0744 73 8658 78 8449 70 1875 72 5050 1031.7915 204 0-17 /  2129657 233 7961 225 5049 876 3144

50 UPDATED REVENUE FORECAST DIFFERENCE 00000 0.3466 1.3081 64717 6 4361 -1.6756 -5.2381 1.5082 39 2848 •0 5205 •0 5321 •0 5055 0 5104 48 3733 1 3052 • 1 2131 0 0000 0 0000 25102
51 YTO CUM UPDATED FORECAST DIFFERENCE 00000 0 3466 1.6547 10.1264 15 5625 14.8869 9 6488 11.1570 504413 49 9213 49 3092 48 0837 48 3733 48 3733 1 3052 •25102 25IU2 25182 25162
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King 
Taliman 
Cote
Chenhall

Bartholomew

Votinq "No" Westfall
Absent: None
4 votes required for Dassage 
Effective Date: 1/16/89

K E T C H I K A N  G A T E W A Y  B O R O U G H

RESOLUTION NO. 821

A RESOLUTION OF THE ASSEMBLY OF THE KETCHIKAN 
GATEWAY BOROUGH, ALASKA, SUPPORTING LEGISLATION 
ADJUSTING THE ECONOMIC LIMIT FACTOR; AND 
ESTABLISHING AN EFFECTIVE DATE.

R E C I T A L S
i

A. The State of Alaska will lose approximately $200 million 
this fiscal year from the application of the Economic Limit Factor 
(ELF) to Prudhoe Bay.

B. Revenue losses to the State due to the tax break allowed 
by the ELF are projected to total more than $1 billion during the 
next five years.

C. The Alaska economy is beginning to emerge from the 
deepest recession in 30 years. Yet, without additional sources of 
revenue, public spending this year and next likely will be severely 
reduced.

D. Cuts of this magnitude would have a devastating effect on 
the entire economy and on Alaska's local governments.

E. The ELF was originally intended to serve as a tax break
to encourage oil production in marginal fields. Prudhoe Bay and ;
Kuparek are respectively the largest and second largest oil fields i
in North America and are in no sense marginal fields.

F. While oil prices have dropped, oil company profits 
continue to climb. j

Section 1. The Assembly of the Ketchikan Gateway Borough 
urges the State of Alaska Legislature to enact legislation that
would adjust the Economic Limit Factor to make it work as
originally intended so as to encourage oil production at marginal
fields and not give an unneeded tax break to the largest fields on
the continent.

Section 2. The Borough Clerk is directed to send copies of 
this resolution to the Governor and District Legislators.

Section 3. Effective Date. This resolution is effective upon



"endorses
% j  -I— _

Tbe'Cordova City Council met revenues comprise dose to 85 will remove Pmdboe Bay and 
•in a special session Saturday percent of the government’s Kuparefc from ELF tax bieaks. 
i morning to debate the Economic revenues, according to the • „
* Limit Factor (ELF). For the past revenue commissioner’s office. . > E^Eng Johansen dr-
* two yean, tbe Cowper Ad*J.r ., .»tT1utV ^ " • ciliated copies of a letter aod

ministration has been see ting to.* For an hour, coundlmembes^ re80 û^°° ^  received
adjust ELF. Opponents to ad- debated whether to approve a " f 111 Gov' powPer’s office. The 
justing ELF say it would not pny resolution endorsed by the *dnuaistratian “ 3* the State of 
mote economic development The Cowper Administration re- '°*e approximately
Cowper Administration believes questing the legislature to enact nu^ °°  ^  year from 
differently and'is currently legiaiaHim nHjitcHng bt.p  t« ji? .pl',Cat*0n o f. ELE t0
soliciting support from dties courage oil production at r rU£̂ oe according »c the
around the state.-s,V-.'-^»:-r - marginal fields and remove the tter" ' ' ■- 

% The fiscal crisis the state finds tax break to the two largest and '£  ’ ’EsentiaHy the legislature is 
itself in new may bring the profitable oil fields on tbe conti- split," Johansen told the coundL 

•/esults. Cowper seeks,, Oil nent In enence the adjuatment ' “ Democrats are for revising it

tax
and Republicans are against
that,’’ ..... . ' . - -

Johansen informed the coundl 
be needed to know tbe dty*s_ 
stance on ELF prior to his atten-/ 
dance at the Annual Conference 
of Mayors Jan. 12 and 13 where' 
the Governor, Lieutient Governor, 
and Commiaioner of the Depart­
ment of Community and Regional 
Affairs will be in atttendasce. 
Tbe coundl unaniously passed . 
tbe resolution. Coundlmembers 
Dave Rawlins , and Doug Laps 
were absent/ - trW-i* -  • -̂ -f̂  

According to Cliff Grab; special

assistant to Revenue Commis­
sioner, Hugh Malone, an adjust- v 
ment in ELF would enhance;., 
economic development and raise : 
more revenues for the state. “ It’S y 
(been) a bitter and controversial v 
fight,” Groh said. “Tbe nominal - 
tax rate is 15 percent In some.; 
cases, ELF reduces that to zero.,5 
Prudhoe Bay sometimes peys 12 
percent By adjusting ELF, we-? 
would raise the effective rate 
closer to 15 percent Higher oil.:' 
pricvs would bring in more state - 
revenues and if prieco dkop the ? 
state’s loss is izes."p y r



CITY OF KOTZEBUE
P.O. BOX 40 • KOTZEBUE, ALASKA 99752

City Halt 
442-3401 
Police Dept. 
442-3351 
Fire Department 
442-3404 
Public Works 
Depl.
4 4 2-34'35 
Day Care Center 
442-3157 
Planning Dept. 
442-3465
Building Inspector 
442-2623 
Gwge Francis 
^B lo rla l Library 
442-3816
Recreation Center 
442-3065 
Teen Center 
442-3379 
Regional Fire 
Training Center 
442-3921
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y

GOVERNOR’S OFFICE
January 25, 1989

The Honorable Steve Cowper
Governor
State of Alaska
P.O. Box A
Juneau, Alaska 99811-0101

Dear Governor Cowper;

Enclosed please find Resolution No. 89-3; A Resolution 
supporting adjustment of the Economic Limit Factor (ELF) 
which was unanimously passed by the Kotzebue City Council at
it's January 19th, 1989 meeting.

The City Council feels the State’s municipalities 
could be generated if municipal assistance and 
sharing funding was tied to the ELF repeal.

support
revenue

MS/zkl

Enclosure

cc: City Council

i*

I "Heart of the Nana Region"



9 CITY OF KOTZEBUE 

RESOLUTION NO. 89-3

A RESOLUTION 
(ELF).

SUPPORTING ADJUSTMENT OF THE ECONOMIC LIMIT FACTOR

WHEREAS;

9

WHEREAS;

WHEREAS;

WHEREAS;

WHEREAS;

WHEREAS;

WHEREAS;

the State of Alaska will loose approximately $200 
million this fiscal year from the application of 
the Economic Limit Factor (ELF) to Prudhoe Bay, 
and;

revenue losses to the State due to the tax break 
allowed by the ELF are projected to total more than 
$1 billion during the next five years, and;

the Alaska economy is beginning to emerge from the 
deepest recession in 30 years. Yet, without 
additional sources of revenue, public spending this 
year and next likely will be severely reduced or in 
the red; and

cuts of this magnitude would have a devastating 
effect on the entire economy and on Alaska's local 
governments, and;

the ELF was originally intended to serve as a tax 
break to encourage oil production in marginal 
fields. Prudhoe Bay and Kaparek are the largest 
and second largest oil fields in North America and 
are in no sense marginal fields, and;

the application of ELF in its current form actually 
discourages oil production at some truly marginal 
fields; and

while oil prices have dropped, oil company profits 
continue to climb.

BE IT RESOLVED that the City of Kotzebue support adjustment of the 
Economic Limit Factor (ELF) to make it work as originally intended 
so as to encourage oil production at marginal fields and not give 
an unneeded tax break to the largest fields on the continent.

/



Alaska Conference of May^-s 
March 24, 1988 
Juneau, Alaska

ALASKA CONFERENCE OF MAYORS 

RESOLUTION NO. 88- 20

A RESOLUTION OF THE ALASKA CONFERENCE OF MAYORS 
SUPPORTING ADJUSTMENT OF THE ECONOMIC 

LIMIT FACTOR (ELF).

WHEREAS, the State of Alaska will lose approximately $200 million in
the next fiscal year from the application of the Economic Limit Factor
(ELF) to Prudhoe Bay; and,

WHEREAS, the revenue losses to the State are projected to total more 
than $1 billion over the next five years; and,

WHEREAS, the Alaska economy is only now beginning to emerge from the 
deepest recession it has suffered in 30 years; and,

WHEREAS, without the additional revenue the state budget for FY 89 
will be almost $400 million in the red; and,

WHEREAS, cuts of this size would have a devastating effect on the
economy and on Alaska's local governments; and,

WHEREAS, the economic limit factor (ELF) was originally intended to 
serve as a tax break to encourage oil production in marginal fields; and,

WHEREAS, the Prudhoe Bay oil field is in no sense a marginal field, 
but is instead the largest oil field in North America, and appears to be 
one of the most profitable oil fields in the world; and,

WHEREAS, the application of the Economic Limit Factor to the Prudhoe 
Bay oil field is thus wasteful and unnecessary; and,

WHEREAS, the application of the Economic Limit Factor actually 
discourages oil production at a truly marginal field such as Milne Point;

NOW, THEREFORE, BE IT RESOLVED that the Alaska Conference of Mayors 
urges the Alaska Legislature to enact legislation that would adjust the 
Economic Limit Factor to make it work as originally intended so as to 
encourage oil production at marginal fields and not give an unneeded tax 
break to the Prudhoe Bay field, the largest and most valuable field in 
North America.



By! i« f f  Weltiln 
Valerie Therrlen

Introduced: OJ/2«/»7
03/26/17
0 e /09 ' l7
08/09/17

Advanced:
Amended:
Adopted:
Reconsideration
Piled: 08/10/07
Reconsidered: 08/23/07
Substituted by Phil
Younker: 08/1.1/07
Adopted: 08/23/17

i .

RESOLUTION NO. 07-081
A RESOLUTION AOORESSINC THE STATE OF ALASKA'S 

ECONOMIC LIMIT FACTOR

WHEREAS, the Economic Limit Factor enacted by the legislature 
in 1901 was Intented to promote marginal oil Meld development; and

WHEREAS, the fields curren t ly  producing oil In Alaska d i f fe r  
from one another with rega rd  to production costs and profitab i lity ; and

WHEREAS, It Is good public policy to encourage commercial 
production ct marginal fie lds and avoid prematura shut-downs In 
production; and

WHEREAS, a fa i r  and equitable form o f  oil taxation Is beneficial 
to the residents o f  the state and the Industry ; and

WHEREAS, the existing stature dealing with the Economic Limit 
Factor Is faulty In a number o f  technical aspects and does not fu lf i l l  its 
Intended purpose. e

NOW, THEREFORE. BE IT RESOLVED that the Fairbanks North 
Star Borough Assembly u rges  the Covernor and the Legislature to examine 
each oil field Ind iv idua l ly , evaluate the economic characteristics o f  each 
f ie ld , and set taxes accord ing ly .

PASSED AND APPROVED THIS 2JRD DAY OF APR IL , 1917

ATTEST:



City and Borough of Sitka

304 LAKE STREET. SITKA, ALASKA. 99835UV ‘ S * l (V ) I l  
6 0  0 0 ^

January 9 , 1989

The Honorable Steve Cowper 
Governor of the State of Alaska 
P.O. Box A
Juneau, Alaska 99811-0101

Dear Governor Coopert

The Assembly of the City & Borough of Sitka requested 
that I write to you expressing their support of your 
position on the Economic Limit Factor (ELF). They are 
also concerned with the future funding of education and 
wish to study the matter further before expressing a 
position on that matter. The Assembly appreciates your 
giving them the opportunity to respond to these issues.

Thank your for your consideration.

Yours truly,

TherprrJ. Cole 
Municipal Attorney

, , - »' i' S 3‘JUS* M \ ) i

a a  JAM 12 1933

UOVERNOR'b OFFICE

TJC»COOPERIklw
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Mutual opportunitiesI
WE MUST listen carefully 

to precisely what Bill Wade 
said. Not to do so could 
mean a misinterpretation of 
the message delivered by 
Mr. Wade, the president of 
Arco Alaska, Inc.

His was an exciting 
speech, to be sure, as he ad­
dressed yesterday’s lunch­
eon forum of the Anchorage 
Chamber of Commerce.

He used clear and simple 
words.

Arco, he said, is prepared 
to invest more than $7 billion 
in Alaska over the next 10 
years.

That’s more than $700 mil­
lion a year.

Considering Alaska’s 
down economy, the an­
nouncement should have 
evoked cheers.

But listen carefully.
He didn't say Arco would 

spend $7 billion between now 
and 1998.

He said the company was 
prepared to spend that much 
money, i f . . .

Unfortunately, it’s a big if.
TO MAKE fho vitally im­

portant decisions that will 
justify such investments, 
Mr. Wade said, Arco “will 
require reasonable oii prices 
and a stable tax policy.”

And that’s totally under­
standable.

Reasonable oil prices, ob­
viously, are not something 
the State of Alaska can de­
liver. Whether we like it or 
not, Alaskans — and all 
Americans, for that matter 
— are at the mercy of the 
ministers of the Organiza­
tion of the Petroleum Ex­
porting Countries. When it 
comes to global oil prices, 
OPEC calls the tune.

But Alaska is in control of 
its destiny on the second as­
pect of Mr. Wade’s short list 
of requirements.

Stable tax policy is com-

r

pletely in the hands of the 
administration and the legis­
lature at Juneau.

With wisdom and reasona­
ble attention to reality, we 
won’t go after the neck of 
the goose that lays our 
golden eggs.

If the legislature and the 
administration would Iock 

long term — 10 years in this 
case, as Arco is looking — it 
will be obvious that it is in 
the state's best interest to 
keep oil taxes steady, if for 
no other reason than to per­
mit the industry to plan with 
certainty. j

ABSENT THAT, we can j 
anticipate a long and gloomy 
period of attempting to re­
cover from the deep depres­
sion that now enguifs 
Alaska.

But by adopting an atti­
tude of cooperation with the 
industry, mutual success can 
be achieved.

According to Mr. Wade, 
Arco is ready to put $3 billion 
in development of known re­
serves in the Prudhoe Bay 
and Kuparuk fields — where 
he says more than 1,000 addi­
tional wells should be drilled.

Another major commit­
ment, he said, is planned — 
assuming things can move 
forward — in the initial de­
velopment of the West Sak 
field, an area with 20 billion 
barrels of oil in place. 3ut 
it’s an area requiring the de­
velopment of difficult and 
expensive technology to
m<ake production possible.

The 10-year program, he 
emphasized, now represents 
plans on the drawing board.

But, he said, “ our goal is 
to make them a reality.”

Alaska should share that 
goal, and help make it
achievable by not doing
something stupid through 
the regulatory and/or legis­
lative process.



Walking on thin ice
WE’RE GOING to be in 

trouble again unless the la­
dies and gentlemen of the 
Alaska House quit messing 
around with a tax system 
that’s working — one that’s 
providing jobs and helping to 
sustain and expand the 
state’s oil industry in a down 
economy.

But instead, beating an old 
drum and proclaiming that 
white is black, Democratic 
House Speaker Ben Grussen- 
dorf of Sitka and some of his 
colleagues once again are 
hell-bent on changing the 
rules at the expense of the 
oil companies.

Forget the golden eggs. 
Attack the goose that lays 
them.

Raise the cry of “givea­
way.” Call out that Big Dirty 
Oil is taking our heritage and 
our money and throwing 
only scraps to us Alaskan 
peons. Lay on more taxes so 
that the government in Jun­
eau will have more money 
and the legislators will have 
more dollars to scatter 
hither and yon among their 
individual districts, thus 
helpi.;^ ensure their return 
to office at the next election.

THIS TIME — as it was a
year ago — the target is the 
Economic Limit Factor, the 
so-called ELF  tax formula 
designed and put into place 
some three years ago to en­
courage oil companies to 
keep drilling, to keep looking 
for new fields to replenish 
those in decline or soon to 
face decline.

On the basis of the com­
plex formulas of ELF, the oil 
companies operating in 
Alaska — and employing 
huge numbers of people and 
providing the state with vir­
tually its entire revenue 
source — have made their 
long-term plans, mapped 
their budgets, set up drilling 
and production schedules.

And ELF is paying off.

Alaska is the beneficiary 
of the results.

But Mr. Grussendorf, a 
Sitka teacher, knows better. 
As a populist, he raises the 
shout that the oil companies 
have received a “ tax break” 
that is costing Alaskans mil­
lions of dollars a year.

If he had his way, and if he 
and his Democratic collea­
gues prevail, Alaska will lay 
yet another tax increase on 
the oil industry.

And that’s precisely what 
a change in the ELF  statute 
would be — a tax increase.

Pure and simple that and 
nothing more.

THE EFFECT would be 
to impair the oil companies 
— the big employers of the 
state — to continue some 
drilling programs and very 
likely force them to delay, or 
even abandon, others.

The state government — 
and Mr. Grussendorf and the 
legislators — would get 
more money.

But Alaskans would lose 
jobs and opportunities.

The economy, struggling 
to recover from a depression 
that has been devastating to 
thousands of Alaskans (if not 
to some legislators), would 
take another blow to the 
midsection.

And action repealing or 
significantly amending ELF  
would send yet another neg­
ative — terribly negative — 
signal to domestic and for­
eign business and industry 
leaders whose capital invest­
ment in Alaska are so des­
perately needed. We would 
be telling them, in a loud an: 
clear voice, that they car.’, 
trust Alaska to keep its 
word, can’t trust the state to 
keep the playing field level, 
can’t trust Alaska as a place 
for the investment of ven­
ture capital and dollars.

And that’s shockingly the 
reverse of what we should be 
doing.



ARCO head: ELF 
repeal would 

deter industry

The Associated Press
FA IRBAN KS -  

The head of ARCO 
Alaska Inc, came to 
Fairbanks with a 
promise of economic 
hope and a warning.

“ Don’t call it * 
threat," ARCO Presi­
dent Bill Wade said 
Tuesday, “ It isn’t 
that."

The promise of 
hope was ARCO’s 
plan to spend more 
than $7 billion on oil- 
related work in Alas­
ka during the next 10 
years, with industry-

W llllam  Wade
wide expenditures estimated at $20 billion to 
$25 billion during that time.

The warning was that an increase in oil 
taxes might make ARCO and other oil compa­

nies think twice about making such a large 
investment in Alaska.

Wade made his comments in an address to 
about 250 people attending the Faimanks 
Chamber of Commerce luncheon Tuesday.

He said tax increases in Alaska, such as 
repeal of th.*. economic limitation factor, or 
ELF, would send the wrong signal to the oil) 
industry, particularly while it is goingi 
through such turbulent times.

Despite fluctuating oil prices on the world1 
market, ARCO believes it has a bright future i 
in the state. “ARCO is bullish on Alaska," 
Wade said.

The key to further ARCO investments in 
Alaska, Wade said, is whether Atlantic Rich 
field Co.’s board of directors feel the companj 
is working in a stable tax and regulatory 
climate. Atlantic Richfield is ARCO Alaska’s 
parent company.

Wade said ARCO's $7 billion plan was 
submitted to Atlantic Richfield directors last 
January. "Clearly, my objective as president

of ARCO is to make this plan become a 
reality. We still have so much to do in this 

- state,"- ha said.-That-includes work on existing 
oil fields, more exploration, and bringing 
other known oil reservoirs, such as West Sak, 
into production, he said.

"We see tremendous exploration opportuni­
ties waiting here," Wade said. “But tax 
stability is the key, that’s why you hear us 
talking so much about it and about the ELF."

Wade was referring to legislation put for­
ward by the state House of Representatives to 
remove the ELF from application to Prudhoe 
Bay.

A form of oil-production tax, the ELF was 
initiated in 1977 and revised in 1981. As 
written, it lowers the taxes paid by the 
industry on oil production fmxn Prudhoe Bay 
to encourage industry investment of the mon­
ey in other Alaska oil exploration, develop­
ment and production activities. Sponsors of

the law envisioned new job opportunities for 
Alaskans and new revenues for the state.

However, the ELF isn’t working the way 
its sponsors planned, according to Rep. Mark 
Boyer, a Fairbanks Democrat who has been 
pushing hard for partial repeal of the ELF 
incentive.

Boyer cited testimony from Conoco that the 
proposed ELF revision would provide the 
incentive the company needs to develop the 
Milne Point oilfield, a marginal oil field on 
state land.

"If we don’t do something, we leave oil in 
the ground in marginal fields and we continue 
to give a tax break to some of the largest 
companies in the world,” Boyer said.

He said the House proposal, if enacted, 
would bring $179 million additional dollars to 
the state in its first year, and $1.4 billion over 
the next five years.

But the oil industry says House Democrats 
want to revise the ELF to bring more money 
into state coffers so they can appropriate it 
for projects in their districts in an election 
year.

In an interview Tuesday, Wade said the

effort to repeal the ELF seems “hypocritical" 
because legislators aren’t trying to increase 
taxes on any other state industry to make up 
for the state’s revenue shortfall.

Because the Prudhoe Bay oil field, the 
largest in North America, is on state land, the 
oil industry pays a royalty in addition to state 
severance taxes on its Prudhoe operations.

ARCO Alaska, he said, paid the state $300 
million in severance taxes and $300 million in 
royalties to the state in 1987. The oil industry 
accounted for 94 percent of all the taxes paid 
to the state last year, Wade said.

State taxes in 1987, he said, made up 
ARCO’s largest expenditure. He also said the 
company spent $457 million in Fairbanks 
between 1982 and 86.

At the luncheon, Wade said the industry 
invested in state oil fields other than Prudhoe 
Bay — fields more expensive to develop — 
because the state's stable tax climate encour­
aged it do so.

"Now times get a little tough, on our 
industry particularly, and they want to 
change the rules. That doesn’t seem fair,” he 
said. "How would you feel if it were your 
company and your industry?” ' .



Arco's plans unaffecieJ by lower oil
r  7 h r  s - n :By Ray Tyson

Times Business Editor

Oil prices would have to slip fur­
ther and remain depressed for six to 
nine months before investment plans 
by Arco Alaska Inc. were seriously 
threatened, company president Bill 
Wade said.

However, Wade said Tuesday after 
a speech to the Society of Petroleum 
Engineers, he doesn’t expect oil 
prices to continue their slide.

In fact, Wade said he expects 
prices to rise and hold at about $20 a 
barrel into the 1990s and then rapidly 
increase.

Arco fashioned its $7 billion, 10- 
year capital budget for Alaska based 
on $20-a-barrel oil.

About $3 billion of Arco's budget is 
earmarked to develop known oil re­
serves, including West Sak, a field on 
the North Slope believed to contain as 
much oil as the giant Prudhoe Bay re­
serve.

Since last fall, however, the price

of North Slope crude has declined 
steadily to $12.75 a barrel on the West 
Coast and $13.75 on the Gulf Coast.

Arco based its 10-year budget on 
the West Texas Intermediate bench­
mark, which has been hovering in re­
cent weeks at about $15-to-$16 a bar­
rel.

Wade said the oil industry as a 
whole will spend $20-$25 billion on pro­
jects in Alaska over the next 10 years, 
if oil prices are steady and the tax cli­
mate is favorable.

“If we go to $10 a barrel and stay 
there, obviously we are not goipg to 
have $7 billion to spend,” Wade told 
the gathering of petroleum engineers 
at the Anchorage Hilton Hotel.

"The message is that Arco is very 
bullish on the state . . . there is a lot 
of investment opportunity. . .and we 
are hoping oil prices will be good," he 
said.

Wade said oil prices will remain 
"volatile,” but he said pr:ce-to-prr>- 
duction ratios, in the short term, will

be controlled by OPEC, depending on 
what is in the cartel’s best interest at 
the time.

OPEC has indicated a desire to 
eventually increase prices to $20 a 
ban “I, Wade said.

"We try not to get caught up in the 
day-to-day, seasonal movements of 
oil prices,” he said. "Short-term 
things ate not what we base long­
term decisions on."

Wade aLo suggested any tax in­
creases on tee oil industry may dis­
rupt investment plans for Alaska.

He said the eoughly $300 million in 
taxes the state collects from Arco 
each year is more than the company 
spends on payroll, . upplies and mate­
rials in Alaska.

“This state has a pretty unhealthy 
tax structure," Wade said.

"We (industry) are paying 95 per­
cent of the tax receipt.’* — that's a 
really unhealthy dependence on one 
industry. We have been the golden 
I'i i i Iims run the state.”

Bill Wade 
. . .  planning on $20 oil



ELFrepeal question continues to capture wflkers”
Issue bigger than one tax break

In recent communications Jan Faiks and 
others have demonstrated commendable loy­
alty to ARCO and BP. Nonetheless, it seems 
unlikely that revoking the ELF tax cut on 
our Immensely profitable Prudhoe Bay field 
will alter oil comptny expenditures in Alas­
ka. Nor should we fear the effects of leaving 
less accessible oil underground until the 
price is;right, even if that on'.y benefits our 
children.

I-certainly favor continued investments in 
Alaska by large foreign corporations like BP 
and "Outside" companies like ARCO, .Mid 
agree that we must avoid taxing them "for 
all they are worth" while they remain. But I 
also resent the way Fink, Faiks, Halford, 
Abood, Paul Fischer and many others turn 
limp whenever the discussion comes around 
to taxes on the oil industry. For if our 
politicians can be bought and sold like 
potato chips, who is there to negotiate on our 
behalf?

The real issue is far greater than a single 
unnecessary ELF tax break. Alaska’s biggest 
problem is the continuing corruption of our 
representative form of government by all 
those Big Oil dollars, while advertisements 
promise future jobs and good times galore as 
long as we don t challenge their rule. Fortu­
nately, we still have regular elections.

— Arndt Von Hippel

What did industry do to state?
Let’s look at some facts. When we pay our 

income taxes, we complain but we pay the 
taxes. No one comes up and says he since he 
doesn’t like the law he doesn’t have to pay 
taxes. Why should it be any different for any 
industry? Alaska has fair oil taxes so leave 
the law alone.

As for our legislators, I sincerely believe 
that all or almost all of the ones from 
Anchorage should be excused from any bills 
concerning the oil industry because of 
conflicts of interest. This is if any members 
of their family are working for any oil firms,

or if more than a thousand dollars’ 
contribution was made to them in any form 
from the oil industry they are under too 
much pressure to make a fair decision after 
selling their vote.

Let’s stop saying, “What did the oil 
industry do for Alaska," and put it in a ;rue 
form and say, "What did the oil industry do 
to Alaska?" It Is time to start thinking what 
is best for Alaska and do it.

— E.A. Endicott

Article mlgh? give wrong idea
Shame on Hal Sp ricer for his article on 

Alaska’s ELF  tax ,'reak for the oil 
companies and tbeir do&ation of bucks to 
Sen. Jan Falks. People may get the idea that 
Sen. Faiks is the finest that oil companies 
can buy.

— Bob Caughey

A subsidy is a subsidy
A subsidy is a subsidy regardless if it is , 

the old-timers’ $250 a month or ELF. The i 
first test of any subsidy is need; the second 
test is that need is so great that the subsidy 
funds must be raised by another segment of j 
our social economic structure. Then if in the j 
public’s mind that the subsidy is needed and | 
affordable then and only then should any I 
subsidy be enacted by the legislature or 
Congress.

In my opinion, based on public 
information, the Forbes article on March 21, 
1988, and U.S.A. report and annual corporate 
reports of the North Slope companies, it is 
apparent that the ELF subsidy is neither 
needed or affordable at this time.

— Bruce Kendall Sr. 
former Speaker of the House

Let’s pay Faiks $45,000
Rarely is such honesty so forthcoming 

from the power brokers as it is today from 
our own politicians^in Juneau. Senate 
president Jan Faiks, an "oil industry* ally

who received almost $40,000 in oil industry 
campaign donations in 1986” (Daily News, 
March 15) is blatantly up front about where 
her loyalty lies. If this is going to cost the 
state, and thereby all Alaskans, $1.4 billion 
over the next four years, perhaps we the 
people should offer her $45,000 and call the 
oil industry’s bluff. This is serious 
econon

I call all Alaskans !o either donate to 
the Faiks for Alaskans lund or call their 
senators and ask them to repeal th: latest oil 
industry "tax break."

— Paul Kroenung

fELF repeal threatens projects
Prudhoe Bay may not be considered a 

marginal field, but some major industry 
activities there are marginal. The easy oil 
has already been produced, and “marginal 
projects” aimed at squeezing out more oil 
from beneath the tundra will hold the key to 
additional production and state oil revenues.

There is much more drilling and 
development work to do in the aging 
Prudhoe Bay field, but repeal of the 
economic limit factor will only dampen the 
economics of marginal projects. These 
investments, which cost industry hundreds 
of millions of dollars and justified with ELF 
in mind, mean more jobs, more exploration, 
more development and more revenue. But all 
this could be threatened if taxes under ELF 
are increased.

Any negative effect of the ELF formula is 
currently offset by increased revenue to 
Alaska from additional drilling and 
production. Yet the state claims that because 
ELF has created an incentive for operators to 
drill more wells, tax revenue "losses” will 
be greater than anticipated. As a result, the • 
state wants to repeal ELF, in effect 
penalizing industry for increasing production 
and generating new revenues for Juneau.

With or without ELF, the tax rate at 
Prudhoe Bay will still exceed that of any 
other stat®; If government opts for even 
higher taxes on industry, a few yehrs of 
higher government revenues and larger state 
budgets might be purchased, but only at the 
cost of future prosperity and private sector 
jobs.

i. — Carl Portman, public relaticns director o 
Resource Developm ;nt Council

fancy
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Senate honors a commitment that never existed

JUNEAU — As the chief justice spoke, the 
president of the Senate and the speaker of the 
House exchanged notes one morning in early 
March. Ben Grussendorf offered a deal to Jan 
Faiks, but with another quotation bound for 
glory she declined.
".. .The ELF is an organizational matter 

and has my word of honor," the Senate 
president wrote. "It is a matter of grave 
personal commitment on my part."
Using that line like a live grenade. Grus­

sendorf accused Faiks in a "Dear Alaskans" 
letter, reprinted In the Daily News Friday, of 
selling out to the oil industry over a tax 
loophole that's "a pickpocket, purscsnatcher 
and thlei of jobs.”
Those are heady words to describe a small 

part of state law re-bom In obscurity during 
one of the most tumultuous months in Alaska 
politics. It was June, 1981, when the economic 
limit factor was repealed and re enacted by a 
legislature turned upside down in an over­
throw of the He e leadership.
Flush with money that year, the legislature 

was trying to reach a settlement with the oil 
Industry over a lawsuit filed against the 
slate's oil and gas Income tax. The ELF was 
not at Issue then, but an estimated $7.3 
billllon was at stake In the court battle, and 
the state — unsure of winning — wanted to 
hedge its bets.
The House and the governor pushed for a 

back-up tax on producing oil reserves that 
would kick In if the state lost the income tax 
case. The Senate wanted to settle with the 
Industry by taking the offending law off the 
books. A chain of events that June gave the 
Senate a victory:

• On June 9, the House passed its back-up 
tax over the objections of GOP leader Joe 
Hayes (who would become speaker In six 
days) that "the way to solve the problem is 
not with this bill, but to reach a settlement 
with the oil industry."
• On June 10, the Senate rejected the 

House bill and appointed Republicans Ed 
Dankworth and Don Bennett to a three- man 
negotiating team. The House ream was led by 
Democrats Terry Gardiner and Tony Vaska.
• On June 15, the House leadership was 

replaced by a Hayes- headed coalition.
• On June 17, Hayes replaced Gardiner and 

Vaska on the negotiating committee with 
Republicans Rick Halford and Pat O'Connell.
• On June 24, the free conference commit­

tee Issued a bill patterned after the Senate's 
approach to income taxes. It was adopted 17-2 
by the Senate and 21-17 by the House just 
before the legislature adjourned.
Gov. Hammond signed the law. but the 

litigating oil companies rejected this settle­
ment offer and chose to take the case to the

U.S. Supreme Court, where five years later 
they lost a 5-to-3 decision. While It won in 
court, then, Alaska lost several hundred mil­
lion dollars in removing from the .books a 
corporate income tax whose legal foundation 
was to be proved solid.
That's 2C-20 hindsight of course.
What’s far more topical is the fact that the 

1981 legislature stuck the state with a tax 
loophole through which the industry is now 
driving a truck loaded with even more profits 
from Prudhoe Bay.
Enacted originally In 1977, the ELF was a 

feature of law giving oil producers a break on 
state severance taxes as individual wells 
reached their "economic limit." Aimed pri­
marily at Cook Inlet, where producers were 
squeezing out mere hundreds of barrels o' dly, 
the ELF was never to apply to the most 
prolific wells on the North Slope until well 
Into the next century. If then.
But a funny thing happened on the way to 

the mlllenium. During those two weeks in 
1981, the legislature altered the ELF in such a 
way that starting In 1987, the biggest oil field 
In North America was declared to be at its 
"economic limit." That timed a tax break 
with the peak production years of Prudhoe 
Bay, hardly the Intent of state law.
Hammond could have vetoed the ELF alter­

ations seven years ago, but that would have 
meant tubing an overall tax settlement before 
the industry had a chance to reject it. Instead, 
he demured, saying that "as for the possible 
revenue effects In 1988 and beyond, I hive full 
confidence In the ability of the legislature to 
deal at that time with whatever is required to

retain the state's 'fair share' of our oil 
wealth."
Perhaps Hammond nevnr figured on Faiks 

making a "grave personal commitment." Of 
course, the Anchorage Republican wasn't in 
office then and it would be a few years yet 
before she would disclose that "Waikiki is no 
picnic" and "the rich deserve representation, 
too."
Falks was quick to cover her tracks last 

week by saying her personal commitment was 
actually a government commitment to the 
industry not to raise taxes. The public is 
getting its fair share of Prudhoe Bay. she said.
But that bit of back-tracking not only is 

wrong, it's also beside the point, as legislators 
sweating blood over the state budget shortfall 
are seeing in grim reality. Under pressure to 
raid the permanent fund, cut state services, or 
both, legislators are being bound by a "per­
sonal commitment" to preserve a tax loophole 
that was never intended to exist, or at best is 
premature, but through which an estimated 
$1.2 billion will flee the state treasury in the 
next five years.
So, to borrow Crussendorf's canine analogy 

of last week, the House speaker may be just a 
wild dog howling at the moon, but when it 
comes to the ELF issue, the Senate president 
and her colleagues are riding a hound that just 
won’t hunt.

P John Greely, ■ Juneau radio reportor, covered1 
tne legislature lor a variety ol news organizations 
from 1972-82. Ha was Gov. Bill Sheffield's deputy 
press secretary end press secretary from 19C2- 
1988.
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Oil/industry runs ads to keep tax break
TCsociation chief says campaign designed to counter moves to cut exemption
ByHALSPENCER/h^A/ H P Ite 
Daily News reporter '

In one television advertise­
ment, children are shown en­
joying the Loussac Library in 
Anchorage, a facility, the ad 
says, “made possible by oil 
and gas development in Alas­
ka."

In another* happy teens 
play with computers and bas­
ketballs in the the gleaming 
new North Polfc High School 
"built with pride by the peo­
ple of North Pole and made 
possible by oil and gas devel­
opment in Alaska."

A third ad shows colorful 
Eskimo dancers performing at 
the Arctic Museum in Kotze­
bue, a facility also "brought by 
oil and gas development, the 
ad says.

The television ads, spon­
sored by the Alaska Oil and

hadn’t been in Alaska. I guess 
we were just trying to make 
people realize how important 
the industry is to Alaska."

But Grussendorf said the 
ads seem to say quite clearly 
that if it were not for the oil 
and gas producers, libraries, 
schools and museums would 
not exist in Alaska.

Some of AOGA’s newspa- 
; per ads, prepared by Mystrom

Gas Association, never men­
tion the word taxes. But the 
ads are a direct response to 
legislative moves to suspend 
a controversial oil severance 
tax reduction for Prudhoe 
Bay producers, said the asso­
ciation’s executive director, 
Bill Hopkins on Thursday.

Prepared by Mystrom Ad­
vertising Inc. of Anchorage 
for use in television markets 
all over the state, the ads 
have drawn fire from House 
Speaker Ben Grussendorf, 
who calls them misleading.

Hopkins, on the other 
hand, said the ads, and four 
newspaper ads on the same 
subject, are a legitimate and 
reasonable response to a push 
by Grussendorf and other leg­
islative Democrats, as well as 
by Gov. Steve Cowper, to 
suspend or revise the Econom­
ic Limit Factor, or ELF, a

and by Bradley Advertising 
Inc., are more direct in 
linking state tax loads to oil 
activity. One quotes a Doyon 
Drilling official as saying 
“There’s a new sense of opti­
mism" and increased drilling 
activity since the ELF “kick­
ed in” last summer.

AOGA is the trade associa­
tion of Alaska oil and gas 
producers, and is funded by 
producers ranging from AR­
CO Alaska to Standard Alas-

severance tax formula used to 
encourage development of 
marginal fields.

The ads are intended "to 
raise awareness of the public 
of where these things (facili­
ties) have come from. What 
we are saying is the benefits 
we have in Alaska are many 
and varied, but they all come 
from the same source, oil and 
gas development,” Hopkins 
said.

Grussendorf, D-Sitka, con­
tended the television «ds are 
misleading because they sug­
gest that the oil and gas in­
dustry brought Alaskans fine 
new facilities, when, in fact, 
it was petrodollars from 
state-owned oil leases that 
paid for the facilities. In oth­
er words, Grussendorf said, 
the state allowed the industry 
to make huge profits develop­
ing the state’s oil. The indus­

try did not do Ahe state ; 
favor by doing so, as the ad: 
seem to imply, he said.

Grussendorf said he sev 
one good result of the ad.; 
“They’re an economic stimu 
lation for the media to ge 
them through until electioi 
ads start," he said.

Actually, Hopkins assert 
ed, the ads suggest a partner 
ship between the state am 
the oil industry. True, th 
state owns the oil producin 
leases, but it was the industr; 
that discovered and then de 
veloped the oil, he said.

Mystrom account executiv 
Cheryl Tatom, who helpe’ 
create the television ads, saic 
"We’re not saying the oil ir 
dustry did all this. We’re saj 
ing it couldn’t have take 
place if the • oil- industr

ka Production Co. Hopkins 
declined to divulge the cost of 
the ad campaign.

The ELF, state revenue of­
ficials contend, will cost the 
Alaska treasury more than $1 
billion in taxes over the next 
five years. Gov. Steve Cow­
per and House Democrats ar­
gue that the ELF should be 
suspended or revised so that 
it does not apply to Prudhoe 
Bay, the richest oil field in 
North America pumping 1.5

million barrels of oil a day.

Oil industry officials, in­
cluding the presidents of 
Standard Alaska Production 
Co. and ARCO Alaska, Inc., 
say Prudhoe is wearing out. 
They say it has reached its 
economic limit at current oil 
prices and tax rates, and 
needs the severance tax reduc­
tion.

The officials say further oil 
and gas development at Prud­
hoe and elsewhere on the

North Slope could be retarded 
or halted if the industry is 
forced to shoulder a heavier 
tax burden.

Grussendorf and other law­
makers worry that revenue 
lost to the ELF may be made 
up in a budget crunch with 
eamings reserves of the Alas­
ka Permanent Fund.

Hopkins and other indus­
try officials say state govern­
ment should employ another 
solution — reduce state spend­
ing to match revenue.
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ELF dealing a critical
ow to state’s
By HUGH MALONE

The Economic Limit Factor 
i tax break for oil compa­

nies that has gone awry. The 
ELF has helped throw the 
state into a fiscal crisis, and 
is also inhibiting oil develop­
ment at marginal fields.

The ELF formula reduces 
the state’s severance tax on 
oil depending on the produc­
tivity of a particular well. 
When the ELF was originally 
created in 1977, the intent was 
to keep taxes low at marginal 
oil fields — such as those in 
Cook Inlet — so as to encour­
age production. At highly 
profitable fields — such as 
Prudhoe Bay — the ELF was 
supposed to match a field’s 
tax rate with its productivity, 
and thus tax rates would fall 
as a field’s product' n began 
declining.

The ELF is not working as 
intended. The tax law does 
not operate to encourage pro­
duction at marginal fields. In 
fact, the ELF provides an

insufficient tax break to 
bring fields like Milne Point 
into production.

Meanwhile, the ELF pro­
vides a massive and unneces­
sary tax break to fields like 
Prudhoe Bay, which need no 
help at all. The ELF reduces 
the effective severance tax 
rate by 20 percent on the 
Prudhoe Bay field. Prudhoe 
Bay is the largest oil field in 
North America, and probably 
the most profitable “supergi­
ant” field in the world. Data 
in Petroleum Intelligence 
Weekly show that after pay­
ing all expenses and taxes, 
the oil companies are making 
profits of $6 million a day 
from the North Slope.

The application of the ELF 
formula to highly profitable 
fields such as Prudhoe Bay 
and Kuparuk is causing the 
state to lose substantial reve­
nues. Unless the1 legislature 
modifies the ELF as proposed 
— assuming that oil prices are 
at S15 to $16 a barrel over the

next 16 months — the Depart­
ment of Revenue estimates 
that the state will lose $150 
million to this fiscal year and 
$152 million in the next.

The loss of revenue caused 
by the current ELF is a major 
reason the state faĉ a more 
than a $400 million shortfall 
in the budget. This shortfall 
is 20 percent of the total 
budget. Simply cutting the 
budget by 20 percent in one 
year — such as some have 
suggested — would devastate 
the Alaska economy just 3s it 
begins to climb out of a deep 
recession. The University of 
Alaska’s Institute of Social 
and Economic Research has 
stated that across-the-board 
cuts of $400 million would 
ripple across the economy and 
ultimately cause more than 
9,500 Alaskans to lose their 
jobs.

A better approach is to 
alter the ELF by passing pro­
posed legislation called House 
Bill 164. The bill would modi-

The tax law does not operate to encourage production 
it  marginal fields. In fact, the ELF provides an 
insufficient tax break to bring fields like Milne Point into 
oroduction.

fy the ELF to shift tax breaks 
*o marginal fields that really 
need them. The net effect of 
these changes is also to collect 
51 oillion in additional reve­
nue over the next five years 
that would otherwise be lost.

Two additional reasons 
make it critical that we 
mange the ELF now. The 
:irst reason is that changes 
made in 1981 in the state 
income tax that oil companies 
pay have cost the state more 
than $1 billion.

According to Petroleum In­

telligence Weekly oil compa­
nies in Alaska pay an effec­
tive state income tax of only 3 
percent. This rate is only a 
third of the 9.4 percent rate 
paid by other Alaska busi­
nesses. This loss of "fiscal 
horsepower” from the state 
income tax on oil companies 
makes it even more important 
to ensure that our severance 
tax and its ELF work proper­
ly-

The second reason making 
it critical to change oil taxes 
now is that North Slope oil is

a one-time bonanza of non-re- 
newable wealth. The resource 
is leaving the state at a rapid 
rate. More than half of the oil 
ever discovered in Alaska has 
already been produced. Once 
this oil leaves Alaska, the 
revenue is lost. The state 
needs to change its oil tax 
laws now before it is too iate.

□  Hugh Malone la Commissioner 
of Revenue. Ho. served In the 
Alaska House of Representatives 
from 1973 through 1984.



Oil company reports don’t support need for tax break
On Sept. 21 ,1986 ,1  warned read ­

ers o f this page that a little-known 
provision o f sta te  law  ca lled  the 
Economic L im it F ac to r, o r E L F , 
could put a m u lt i-m illio n  d o lla r  
dent in A laska ’s oil revenue.

That column was the m idw ife to 
the birth o f the E L F  as a public 
issue, and it has certa in ly  grown 
since then.

The E L F  is supposed to be a tax 
oreak to encourage development of 
:he poorer oil fie lds in A laska. It  
A»as rew ritten in 1981, at the same 
:ime the Leg is la tu re voted to aban- 
lo n  th e  s e p e r a t e  a c c o u n t in g  
nethod o f oil industry income tax.

The sevcrence tax was ra ised  
ilightly in 1981 to make up fo r the 
ncome we would lose without a fu ll 
ax on oil industry pro fits here, but 
he E L F  was rew ritten to insert a 
oophole in those higher taxes. We 
vere told E L F  was needed to keep 
he sevcrence tax from  being a bur- 
len on sm a lle r o il fields.
At that time, then-Gov. J a y  Ham- 

nond repeated ly stvore the mea- 
ure was “ revenue n eu tra l,"  that it 
/ou ld not reduce o il income. In  
act, we now know that his measure 
as cost us hundreds o f m illions o f 
o lla rs .
As a sidelight, the man who wrote 

ie  E L F  fo rm u la  and cra fted  the 
est o f H am m ond ’s package was 
'om W illiam s, Hamm ond’s com- 
lissioner o f Revenue. W illiam s is 
ow employed by Standard A laska 
‘etro leum  Co., owner of h a lf the oil 
i Prudhoe Bay.
As my e a r lie r  column warned, 
ie E L F  was to go into effect fo r the

Fred
Pratt

P rudhoe B ay  fie ld  in June, 1987. 
The most recent D epartm ent o f R e ­
venue estimates I ’ ve received say 
the E L F  w ill cost the state $1 .2  b il­
lion  over the next five years .

R e v en u e  o f f ic ia ls  a rg u e  th a t 
P ru d h oe  B a y  is obv iou s ly  not a 
m a rg in a l o il fie ld , and they a re  
u rg ing the Leg is la tu re to exempt it 
from  the E L F  tax deduction.

This a ll comes to mind since the 
p re s id en t o f ARCO A la ska , B i l l  
W ade, was in town two weeks ago 
cry ing  and moaning about his com­
p any ’s taxes. This se lf-serv ing la ­
mentation from  the oil companies 
has become so common in A laskan 
pub lic a ffa irs  that we a ll tend to 
tune it out, a m atter that Wade ack­
nowledged even before he began.

Wade sang the usual tune o f how 
the o il companies would like to do a 
lo t o f work in A laska, but they need 
a stab le tax  c lim ate with no tax in­
creases in o rd e r to p lan their capit­
a l p ro jects .

Now most A laskans know why we 
don ’ t lose lo ts o f sleep over the poor 
oil industry ’s taxes, but fo r  Wade 
and other newcomers, it ’s probab ly 
good to expend a few paragraphs in 
explanation .

F irs t , le t ’s dispose o f this face­

tious “ s tab le  tax c lim a te " argu­
ment.

A laska has changed oil company 
taxes only once in the last decade, 
and that was 1981 when we lowered 
them. This yea r we’re due to lower 
them again i f the E L F  fo rm u la  goes 
in to  e ffe c t . How m any o f you r 
businesses face that kind o f tax 
situation? Why should the o il com­
panies be any different?

ARCO is the only public corpora­
tion le ft among the oil companies 
that have th e ir  m a jo r  dea lings 
here. The other, Standard Oil Co., is 
a subsidiary o f B ritish Petro leum  
and its resu lts are buried deep with­
in that company' . inances. Exxon 
Corp. is the th ira-largest Prudhoe 
B ay  owner, but A la ska  p la y s  a 
sm a ll part in Exxon ’s ove ra ll op­
erations.

ARCO owns about one-third of 
the Prudhoe B ay fie ld , and i t ’s the 
la rgest owner o f the Kuparuk field. 
A laska North Slope production is 70 
pe rcen t o f ARCO ’s to ta l, so its 
financial reports are the best read­
ing we have on the pro fitab ility  of 
our o il industry.

So how has ARCO been doing?
Accord ing to ARCO ’s own re ­

ports, the company has been doing 
quite well despite the 1986 plunge in 
oil prices.

In  the firs t quarter o f 1987 ARCO 
was producing 472,000 ba rre ls  per 
day o f o il from  the North Slope, up 
from  427,600 in the firs t quarte r of 
the p rev iou s  y e a r . T h is  he lped 
offset the lower oil prices it was re ­
ceiving.

In  the second q u a rte r o f 1987

ARCO reported its p ro fits had more 
than doubled from  the previous 
year. Its  net income was $330 m il­
lion, o r $1.80 per share, up from  $150 
m illion , o r 83 cents a share , on orjly 
a 15 percent increase in gross re ­
venue.

This wasn’ t due to downstream 
profits, but from  the A laskan crude 
oil end. ARCO’s p ro fit from  re fin ­
ing and  m a rk e t in g  o p e ra t io n s  
plunged 63 percent to $45 m illion 
from  $121 m illion the y ea r ea rlie r.

The d ram atic doubling in profits 
came from  crude oil earnings and 
some re la tive ly  m inor accounting 
changes and contract settlements, 
and it was posted when ARCO was 
s till getting on ly a re la tive ly  mod­
est $12.76 per b a rre l fo r its crude 
oil.

F o r the firs t h a lf of 1987, ARCO’s 
profits increased 27 percent to $569 
m illion while its revenue was S7.85 
billion, nearly  identical to the same 
period o f the previous yea r.

The trend continued. ARCO en­
ded 1987 with the highest per-share 
p ro fits  o f its h is to ry , $6 .6 8 , w ith 
$1 .22 billion earned on revenue o f 
$16.83 b illion . Its  fou rth  qu a rte r 
profits were m ore than fou r times 
what it earned the yea r before.

In  the second h a lf o f 1987 ARCO 
went shopping The company had 
amassed cash anu ̂ c u rit ie s  o f $3.5 
b illion, up from  $2.4 billion the y e a r 
be fore , and W a ll S tree t ana lysts 
estimated its flow  o f funds from  
continuing operations exceeded $3

y - / / -

billion in 1987, up from  $1.3 billion in 
1986.

ARCO set out on a p lan to trip le 
its operations outside the U .S. It en­
tered a bidding contest with B P  fo r 
B rito il PLC , a Scotish North Sea 
com pany . When B P  bought out 
ARCO ’s 24 percent share o f B rito il, 
ARCO made a tidy a fte r-tax pro fit 
o f $110 m illion  fo r the firs t quarter 
o f this yea r.

ARCO used this money to buy 
T rieen tro l PLC , a sm a lle r North 
Sea firm , fo r $331 m illion . ARCO 
estimates it got T ricen tro l’s o il re ­
serves fo r  about $4 per b a rre l.

A story in the W a ll Street Jou rna l 
e a r lie r this yea r called ARCO “ one 
o f the nation ’s most p ro fitab le o il 
com panies" and said its per-share 
pro fits in 1987 were actua lly  higher 
that what it was earning in the days 
o f $30-per-barrel oil.

On M arch 30, ARCO president 
Lodw rick Cook told a meeting o f 
New Y o rk  secu rity  ana lysts that 
ARCO w ill ea rn  m ore than $2 a 
s h a re  ju s t  in the f i r s t  q u a rte r , 
which is w e ll ahead o f 1987’s re ­
co rd -se ttin g  p e rfo rm an ce . Th is 
can .e when North Slope oil prices 
were running $3 a ba rre l low er than 
the yea r before.

Is  this an industry that needs a 
tax cut ju st to stay in business?

Free-lance journalist Fred P ratt has 
been covering Alaska business and politics 
fo r the past IS years.
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ELF: from myth to 
reality and back

Tom Williams is claims credit ^f or
writing the controversial oil tax law known as the ELF, 
or economic limit factor. The Hammond administration 
revenue com m issioner defended his creation  at 
Monday’s Anchorage Chamber of Commerce lunch. His 
theme was ELF: the myth vs. the reality.

Mr. Williams, now a tax planner for Standard Alaska 
Production Co., took his audience from myth to reality, 
but he then led them back to myth again.

He did debunk the myth that the ELF was a tax 
change bom of the billion-dollar oil tax cut passed by 
lawmakers in 1981. The ELF first took effect in 1977.

Mr. Williams also debunked the myth that ELF never 
applied to Prudhoe Bay until last year. It applied to 
Prudhoe Bay when it passed in 1977, but the 1981 tax 
law suspended the ELF on Prudhoe until k>st summer.

As Mr. Williams also pointed out, the original ELF 
was not strictly a Republican creation. Gov. Steve 
Cowper spoke in favor of the ELF when he served in the 
state House in 1977.

But then Mr. Williams proceeded to leave his 
listeners with a few myths of his own.

F irst is his claim that the ELF is doing exactly what 
it’s supposed to do: reduce taxes on fields as they 
approach their economic limit — the point at which 
production becomes so costly, the field is shut down.

No one, except an oil executive defending a lucrative 
tax break, could argue that Prudhoe Bay is near its 
economic limit. The average oil well at Prudhoe 
produces 2300 barrels a day; nationwide, the average is 
about 15 barrels! The investment firm Solomon Brothers 
estimated that ARCO made an operating profit of $7 a 
barrel at Prudhoe Bay in 1987. Yet the ELF has cut 
severance taxes at Prudhoe Bay by nearly 20 percent.

Mr. Williams also says ELF is not a tax break. 
Whenever the ELF came up, he says, it was in 
conjunction with a tax increase: first in 1977, again in 
1981.

Mr. Williams’ point is a half-truth. Oil severance tax 
rates were indeed increased in 1977, and again in 1981. 
But Mr. Williams neglects to mention that the 1981 law, 
pushed by Republicans, also repealed the oil income tax 
called separate accounting. That move has already cost 
the state $1 billion. Mr. Williams, who as revenue 
commissioner helped write those changes, said at the 
time they would cost only $130 million.

I t’s important to remember that Gov. Steve Cowpf ,* 
and the House do not want to do away with the ELF. 
They have proposed a new ELF formula that does the 
same job — encourage production from fields that really 
need tax help — at less cost to Alaskans.

Beneficiaries of today’s ELF, like Mr. Williams’ 
employer Standard Alaska, object to any change. But 
Conoco, which owns a truly m argiral field at Milne 
Point, has expressed support of the House formula. So, 
when industry officials sing the praises of today’s ELF, 
Ann’t be fooled by self-serving myths.



OIL COMPANIES by Donald 0 . Croll

Marked recovery for most in 1987
The oil industry’s story in 1987, as presented in recent annual reports, was decidedly brighter 
than in 1986. There was a widespread recovery in profits, cash flows were higher, and long-term 
debt was reduced in most cases. However, operating figures changed relatively little, with only 
three leading companies reporting a significant rise in oil product sales. Natural gas and 
chemicals were more buoyant. The changing fortunes of the seven majors put Royal Dutch/Shell 
into equal first-place with Exxon on most criteria, while BP jumped into third position.

FO LLO W IN G  what was fo r most o f them a turbulent 
and difficu lt year in 1986, the major integrated oil 
companies mad': the best o f a partial recovery in 

prices during 1987. Omitting Texaco as a special case, (see 
below), the other fou r US-based majors reported profits 

ranging from  $1.0bn fo r Chevron to S4.8bn fo r Exxon. 
W ith substantial increases fo r Amoco and Chevron 
outweighing declines by Exxon and M obil, their combined 
total was 3% better at nearly S8.5bn; while the Europe- 
based Royal Dutch/Shell and BP groups both scored very 
considerable gains. The earnings recovery, stimulated by 
the rally in crude o il prices since the lows o f 1986, I as 
already been reviewed in our March issue (see page lO l). 
Basically, it involved an upsurge in exploration/production 
profits despite generally lower volumes. Downstream 
profits were depressed until the fourth quarter, but have 
since rebounded strongly in the first quarter o f 1988 (see 
page 203). Last year, cash flow improved fo r a ll except 
Texaco and Royal Dutch/Shell, but capital investments 
were held in check below 1986 levels, while asset sales 
helped to reduce long-term debt in most cases. Operating 
data fo r the five US groups registered little change in oil 
reserves and production, refinery runs and product sales; 
but natural gas sales rose by 5% on average, and there was a 
widespread boost fo r chemicals. The emphasis in some o f 
the reports is on opportunities fo r expansion upstream 
through reserve additions at relatively modest prices, while 
the stress downstream is on upgrading and to some extent 
on joint ventures with others —  including OPEC state 
companies seeking integrated status through commitments 
inside the main consuming areas. F ina lly , the relative 
position o f the seven majors under review has changed, with 
Royal Dutch/Shell pu lling broadly level with Exxon and BP 
leaping into third place.

Amoco Although still the smallest o f the five US majors in 
terms o f asset values and product sales, Amoco last year was 
perhaps the outstanding perform er o f them all with its 41% 
increase in cash flow  and 82%  rise in net income (sec Table). 
While retaining its position as one o f the USA ’ s leading 
crude oil and natural gas producers and fifth largest refiner 
with 5% o f the domestic market, its policy in recent years 
has been to emulate the larger internationals by expanding 
overseas, where it is now active in some forty countries and 
has 35% o f its proven crude reserves. Emphasis on upstream 
activities at home and abroad led to the replacement o f 
130% o f production during the year through a combination 
o f exploration successes, improved recovery, and acquisi­
tions. That was probably the best result fo r any major 
company, and represented a significant tum reund from

1986 when reserves had declined sharply. The improvement 
featured major additions to reserves in the US onshore, 
Egypt, China, and the N orth  Sea. I t  will be followed this 
year by the addition o f 121 m illion barrels o f oil and gas 
liquids and 3 trillion  cubic feet o f natural gas from  the $4bn 
(C$5.5bn) acquisition o f Canada’s Dome Petroleum, 
agreement on which formed the highlight o f Amoco’s 1987 
report. This w if make the company the biggest natural gas 
producer and reserve holder in North America, not to 
mention Dom e’s crude oil production and undeveloped 
heavy oil properties. The continuing drive to expand 
internationally has been underlined by a recent decision to 
direct over 50%  o f exploration and production spending to 
foreign operations over the next five years, up from  around 
34% during the past twenty years. Downstream activities 
last year featured a continued rise in sales o f lead-free 
gasoline, where Amoco is the market leader, and a dynamic 
performance fo r chemicals with profits up 64% .

Chevron Despite its healthy rise in cash flow  and net 
income* and its better than average increase in product 
sales, Chevron’s report does not enthuse over what it saw as 
an “ uncertain”  year —  in some ways “ even more 
demanding than 1986” . Operating earnings failed to reach 
the levels desired, although new programmes are expected 
to result in  significant improvements during 1988. 
Obviously, there is cause fo r satisfaction in the continued 
reduction o f  long-term debt, with the burden cut by over 
half since the $13.3bn acquisition o f  G u lf O il in 1984 and 
the debt ratio down from  51%  to 31% ; but the board’s 
attention is currently directed to the need fo r continued 
stream lining. Chevron is selling smaller, inefficient fields 
and consolidating operations by trading properties with 
other companies where feasible; concentrating its marketing 
efforts on the growing Sun Belt area o f the southern states; 
looking at joint ventures such as last year’s agreement with 
N ippon O il on US drilling ; and exploiting new “ niche 
businesses”  within the scope o f its present operations. 
Upstream consolidation has meant accepting some reduc­
tion in output (Chevron’ s US production was 7%  down last 
year and the worldwide total down by 3% ), but the report 
notes that new production has begun offshore California 
while secondary and enhanced recovery are providing good 
returns onshore. Production is rising in Canada, and 
overseas operations have stayed profitable. West Africa
* Since the annual report appeared, Chevron has restated tamings for 
the past two years to meet new accounting standards. To reflect 
deferred taxes arising from the 1984 acquisition of Gulf, 1986 has been 
restated to show a S1.41bn loss, while net income for 1987 has beeu 
increased to S1.25bn
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despite the recent enforced sale o f 2G% o f its Angolan 
offshore interests; and Indonesia continue as n a io r sources 
o f  crude production, along with the North Sea; and 
Chevron is looking ahead to the start-up next year o f the 
Australian LXG  ‘megaproject’ in which it has a one-sixth 
share. Downstream, the company retains its position as the 
USA ’s largest seller o f refined products in general and 
second largest in gasoline sales, with important positions too 
in Canada, the U K  (through G u lf O il Great Britain), and the 
eastern hemisphere —  where it markets in over fifty 
countries through 50%-owned Caltex. i hemical earnings 
more than doubled to a record high last year.

Exxon In  contrast to Amoc- and Chevron, the largest o f 
the US majors might almost be said to have ‘marked time’ 
during 1987. Exxon’s production rose by only 2% , refinery 
runs were nearly 2 %  down, and the product sales were 
unchanged at 4 043 000 barrels/day —  still way ahead o f its 
US competitors but lower than the Roya l Dutch/Shell 
G roup’s 4 .9  mb/d. The recovery in the upstream business 
on the bases o f higher prices and lower operating costs 
(along with improved earnings from  chemicals) was not 
enough to offset the squeeze on margins downstream, and 
net income overall fe ll by 10% to $4.84bn —  only $100m 
ahead o f the Shell G roup ’s figure expressed in dollars. 
However, Exxon continued to expand its asset base, unlike 
most o f its competitors, as the value o f fixed assets rose by 
8 %  to $53.4bn and total identifiable assets by 6 %  to $74bn. 
Exxon’s upstream strength was enhanced by liquid reserve 
additions equal to 114% o f  its production during rhe year, 
due in pan to purchases o f 450m barrels o f  oil equivalent fo r

about Sl.Sfcn. .Much o f this came from properties in the 
USA, Canada and Australia acquired with Celeron. C il & 
Gas, SLipetro arid D e lh i Petroleum respectively. Reflecting 
the current emphasis on selectivity, the number o f 
exploration wells drilled was down, but rising production is 
expected in future on the basis o f, fo r example, last year’s 
stan-ups at Endicott in the Arctic and Clyde in the North 
Sea, the commencement last December o f  shipments from 
North Yemen, and the continuing development o f new 
fields in Australia, Malaysia and elsewhere. I f  1986 was the 
year o f restructuring (see P E  6/87 page 214 ), last year was a 
time fo r testing the new structure which grouped 
international oil and gas activities outside North America 
under Exxon Co International and similarly consolidated 
coal and minerals operations under Exxon Coal & Minerals 
Co. Altogether, Exxon claims that its new organisational 
efficiency added $375m to net income last year alone. 
Meanwhile, it sought to offset the drop in net income and 
the rate o f return by making a two-for-one stock split, 
raising the dividend, and repurchasing 58 m illion Exxon 
shares.

M ob il As with Exxon, M obil’ s upstream gains failed to 
offset its earnings decline downstream, and net income was 
1 1% down on balance. Yet it rated the year a positive one for 
its competitive position, noting in particular the continued 
upgrading o f refineries at home and abroad, impressive 
results fo r the natural gas business, and the return o f the 
Montgomery W ard unit to profitability. (Subsequently, 
however, M obil decided to wind up its previously 
diversified strategy by selling M W  fo r $1.5bn, see PE  4/88

MAJOR OIL COMPANIES: ANNUAL
Financial data in million dollars (except BP and

RESULTS
R/D Shell). Operating statistics in thousand b/d (except where otherwise indicated).

Cadi flow Capital if Value nl ^ nrjsn
Net Deptrcuoon bon Ciih oplonoon Lo tuple nn Sled on Oil Oil Refiners Prndnct .Niiuil

US-based groups
iscoo* it depiction opcnnooi dmdeods expenditures debt lueell W resents pendnttvn runs sales p i Seles

a) b) c ) d ) d) a d) 0 8 ) h) i)
Amoco
1986 747 2 418 2 842 r) 849 3 181 2 993 18 169 6 .5 2 424 810 914 1 032 2 819
1987 1 360 2 295 4 012 847 2 979 2 773 18 129 11.6 2 580 802 895 1 021 3 001
% change + 8 2 - 5 +41 _ - 6 - 7 __ + 6 - 1 - 2 - 1 + 6
Chevron
1986 715 2 787 3 920 818 3 018 7 310 22 746 4 .6 3 513 1 389r) 1 800 2 264 r) 2 329
1987 1 007 2 514 4 416 818 2 841 5 885 21 736 6 .4 3 348 1 338 1 878 2 335 2 402
5» change + 41 - 1 0 + 1 3 __ - 6 - 1 9 - 4 - 5 - 3 + 4 + 3 + 3
Exxon
1986 5 360 4  415 9 048 2 603 7 200 4 294 49 289 17.5 6 512 1 796 3 032 4 043 5 329
1987 4 840 4  239 9 826 2 686 7 100 5 021 53 434 14 .7 6 634 1 335 2 981 4 043 5 227
% change - 1 0 - 4 + 9 + 3 - 1 +  17 + 8 + 2 + 2 - 2 — - 2
M ob il
1986 1 407 2 471 r) 3 771 898 3 003 r) 7 885 24 304 9 .6 3 018r) 7271) 1 545 2 274 3 434r
1987 ' 1 258 2 546 3 974 903 2 942 7 064 24 946 " 7 . 9 2 953 709 1 563 2 362 4 052
% change - 1 1 + 3 + 5 +1 - 2 - l u + 3 - 2 - 2 +  1 + 4 + 1 8
Texaco
1936 72S 2 732 3 683 722 2 369 6 857 21 661 5 .3 3 225 1 146 1 934 2 740 2 705
1987 ( - 4  407J 2 552 2 984 181 2 234 5 917 18 722 __ 3 089 1065 1 892 2 734 2 767
%  change _ - 7 - 1 9 - 7 5 - 6 - 1 4 - 1 4 —4 - 7 - 2 __ + 2
Five US majors
1986 8 954 14 823 23 264 5 890 18 771 29 339 136 169 18 692 5 868 9 225 12 353 16 616
1987 4 058 14 146 25 212 5 435 18 096 26 660 136 967 18 604 5 749 9 209 12 495 17 449
% change - 5 5 - 5 + 8 - 8 - 4 - 9 +  1 — - 2 — +1 + 5

Europe-based groups
Financial data in £m
British Petroleum
1986
1987
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Roya l Dutch/Shell
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pace 140). Another posiuve lcaturt was the 10% reduction 
in lone-term debt, due in part to continued asset sales. The 
debt-to-caniiaiisation ratio is now down to 34% trom the 
uncomfortably nigh icvel of  49%  reached tnree years ago 
alter me j5.7u ii acquisition of Superior Oii in 1%4. Cruae 
oil production and reserves were both marginally lower than 
before, but exploration and development continued apace 
with a discovery ra:e o f 40% in wildcat drilling —  including 
major finds in the USA , North Sea and Nigeria. A resumed 
rise in production is expected before long. Downstream, 
M obil’ s product sales were up by an above-average 4%  in 
volume, the best result fo r any o f the US majors. M otor 
gasoline sales grew at twice the industry rate in the USA and 
boosted the company’s market share fo r the third successive 
year, from 5 .6%  in 1984 to 7%  in 1987. Mobil also claims a 
10% share in the lubricants business in areas where it 
operates. In  common with most o f  the majors, it reported a 
steep rise in chemicals earnings, especially in the USA and 
Saudi Arabia.

Texaco Fo r the greater pan  o f 1987 Texaco was in 
something like a state o f  siege, following its resort to the 
protection o f the bankruptcy code in A p ril, but its 
prolonged trials and tribulations fina lly ended in the closing 
days o f the year with the agreement to settle Penzoil’ s 
litigation for a payment o f  S3bn. Backed by shareholder and 
coun approval o f its restructuring plan (see P E  5/88 page 
180), it now hopes to resume its form er role in the industry 
—  albeit in a slimmer form  after asset sales like ly  to total 
S5bn. Proceeds will be used to reduce debt and fiind high 
potential capital projects. It  seems like ly that the future 
emphasis will be on the upstream , including joint ventures 
with others such as those already made with N ippon Oil and 
Petrobras fo r the Gulf o f  Mexico. Downstream commit­
ments w ill be reduced at home and abroad through the 
partial sale o f some refineries and marketing assets, in 
addition to the already announced intention to sell Deutsche 
Texaco outright. Reverting to 1987, the financial figures 
were mostly adverse and consequently depressed the overall 
totals shown fo r the five US majors in our table. Including 
a S2.8bn charge associated with the Pcnnzoil settlement, 
Texaco showed a massive net loss o f $4.4bn compared with 
1986 profits o f $725m; cash flow was down by 19% to under 
$3bn; and dividend payments were o f necessity suspended 
after the first quarter (but w ill be resumed this month). 
Although only 70% o f production was replaced by reserves 
additions, this was better than in 1986; and operating results 
were otherwise satisfactory. There were declines in crude 
production in North and South America, but gas sales rose 
and oil product sales were level at 2.7mb/d.

British P' troleum The year was especially momentous fo r 
BP , dominated as it was by the acquisition o f  the 45%  
m inority shareholding in Standard O il fo r £4.7bn, the U K  
government’s sale o f its remaining holding in B P , and the 
first moves in the take-over fo r B rito il. Merging Standard 
fu lly into BP (it was previously on ly 55%-owned) provided 
access to the fu ll potential o f the US market and established 
BP as one o f the world’s three largest oil companies'. The 
government share sale, though disappointing at the rime 
due to the stock market crash, effectively doubled the

' See Companies in the News, PE5/S7 page 160, for : detailed account 
o! :h? background !n th? bid ar.d thr 3dvar.i2css o f!-!! mcrcir.

number o f shareholders white the associated issue of 
i l .4 5 b n  in new equity helped to offset the cost o f the 
Standard acquisition. t'Tne emergence o f  the Kuwait 
investment Ofnce as a maior shareholder is seen as a 
problem lor the c K  government rather thar. EP itself,. 
F ina lly , the o ffe r fo r B rito il, which later became 
unconditional and closes this month, w ill result in a m3|or 
expansion o f B P ’s already considerable North Sea 
production base. T o strengthen the group’s key interests, 
some o f the smaller businesses were merged into larger ones 
last year {e.g. upstream gas into BP Exploration) and US 
operations were restructured under the newly-formed BP 
America, comprising Standard O il plus the former BP 
North America. BP America is the group’s largest overseas 
holding and source o f  p ro fit —  and it ranks as the twelfth 
largest US company in its own right. In  common with 
others, BP had difficu lty in recovering higher crude oil costs 
in the marketplace last year, but E  & P  profits doubled and 
minerals earnings trebled. The end result was a rise o f 70% 
in net income before extraordinary items, and as much as 
179% after allowing fo r these in the 1986 figures. Cash flow 
was up by 17% —  relatively more than fo r any other 
company apart from  Amoco —  to £5.2bn. Although 
refinery runs and product sales were both 4%  down in 
volume, B P ’s crude production was 7% up at 5 .0  mb/d and 
natural gas sales likewise increased by 7% . Capital spending 
proper fe ll by a sixth in sterling terms, reflecting in part the 
weakness o f the dollar, but the group’s business portfo lio 
was enlarged by increased spending on acquisitions, up 
from £484m to £794m.

Roya l Dutch/Shell G roup  Highlights o f 1987 fo r the 
Anglo-Dutch group, by now vying with Exxon fo r the first 
place in the oil industry league table, demonstrate the wide 
range o f  its interests in such features as its continued 
leadership in the US motor gasoline market, a return to the 
Italian market, acquisition o f  several companies in the 
chemicals and other fields, the commissioning o f new 
downstream ventures in China, and start-up o f a new gold 
mine in Australia. In  the oil sector it showed the best 
increase o f any company in product sales (up 11% to 4 .9 
mb/d), the biggest increase in o il reserves (up 9%  to over 
7.9bn barrels), and an improved rate o f refinery utilisation 
at 8 8%  o f distillation capacity. Against the trend elsewhere, 
refinery runs increased marginally. The financial data show 
that it outpaced most o f its competitors with a 14% 
improvement in' net income and an equivalent boost in 
dividend payments. The latter followed increases o f 26% in 
1986 and 20% in 1985. Meanwhile, long-term debt was 
reduced by a remarkable 25%  to £3.2bn, thus further 
demonstrating the group’s financial strength —  which has 
since been underlined by record first-quarter 1988 profits, 
putting it ahead o f Exxon (see Company In form ation). As 
regards the balance o f its activities, the group is already 
widely spread with interests including coal and metals as 
well as o il, gas and chemicals; so there are no plans for major 
new diversification, although acquisitions within the scope 
o f existing businesses w ill doubtless continue. W ith equity 
production representing only 54%  o f refinery runs last year 
(compared with 83%  in the case o f B P ), upstream expansion 
through discoveries o f new fields and enhanced recovery 
from others musi be top priorities. At the same rime, the 
report notes, "new products w ill be developed to meet the 
needs o f consumers, operations will be made even more 
efficient, and new markets w ill be developed. □



State policy in perspective
An historical look at the “ELF”

Almost from  the discovery o f Prudhoe Bay in 1969, Alaska 
lawmakers have faced a dilemma in oil-tax policy:

The problem was how to levy an “ appropriate" (whatever that 
might be) st?te severance tax on the Prudhoe Bay field without 
putting the same tax on smaller, mature oilfields in C ook Inlet 
that would soon be approaching their economic limits.

It was no particular good-will gesture toward Cook In let pro­
ducers, however, the policy goal was to save jobs and local com - 
munity tax-base in Cook Inlet, while also collecting severance 
taxes at the fu ll rate from Prudhoe Bay.

The solution, designed in 1970 by oil consultants Walter J. Levy 
and Milton Lipton (then under contract to the legislature) was 
a "progressive" severance tax that would levy higher taxes on 
high-producing wells, like those at Prudhoe Bay, but then lower 
the *' x on wells producing fewer barrels, such as the C oo l In ­
let. involved the same concept as the graduated federal in- 
co- tax — the greater the income, the greater the tax.

,ere have been structural changes in the severance tax since 
|y“ ) — including major revisions in 1977 and 1981 — but the 
poucy has been consistent. Today, state leaders not on ly want 
to keep Cook Inlet running as long as possible, but also encourge 
development o f "marginal fie lds" on the North Slope, oil 
deposits near Prudhoe that, while large, are barely economic 
in the high-cost North Slope environment.

This spring, Alaska legislators are considering more changes 
to the severance tax. In doing s ), they are looking closely not 
only at how much more revem .e a tax change might bring, but 
how it would affect development o f new. marginal fields as well 
as the ongoing development work in Prudhoe Bay.

Changes In The Tax
From 1970 to 1977, Alaska had a “ stair-step”  graduated 

severance tax svith rates that increased from five to eight per­
cent o f the wellhead value o f o il depending on how much the 
well produced. This was the formula devised by Walter Levy 
and M ilton Lipton.

In 1977, the tax was changed to a fiat 12.5% tax on wellhead 
value fo r all production, but with the "Econom ic Lim it Fac­
tor," a formula that reduced the effective rate o f tax as the well 
production fell and it approached the economic lim it. In adop­
ting such a change, legislators attempted to build more flexibility 
into the Economic Limit Factor (it could then be different for 
each field, fitting more closely to its economics, rather than lock­
ed into specific brackets), while also increasing the amount o f 
tax on Prudhoe.

In 1981, there were other changes: As part o f the legislative 
package that also repealed Alaska’s controversial separate ac­
counting income lux on o il, legislators increased the severance 
tax to 15%. In addition, a number o f other complex changes 
were made.

• New fields coming into production after mid-1981 were to 
enjoy a lower 12.5% tax fo r the first five years. A fter that, the

tax would increase to 15%. Since Prudhoe Bay was already in 
production, it bore the full 15%.

• The Economic Lim it Factor would not apply to Prudhoe. 
until 1987. A fter that, the declining Prudhoe Bay wells would 
get the same benefit o f  the “ E L F ”  as wells in other oilfields, 
such as Kuparuk, M ilne Point and Cook Inlet.

“ . . . companies think that an 
additional 1.5 billion barrels could 

be coaxed out of the reservoir 
through enhanced oil recovery 

projects or more intensive 
drilling or waterflood”

In practical terms, the effective tax on Kuparuk and Milne 
Point are in the range o f five to six percent compared to 15% 
on Prudhoe, the Department o f Revenue says. When the new 
Endicott field goes into production, the tax w ill be in the three 
percent range, the department says. I f  the West Sak heavy oil 
deposits are ever developed, the effective rate o f  tax could be 
almost zero, because o f razor-thin economics.

One o f the options being considered in Juneau this spring is 
to continue the exclusion o f the Economic Lim it Factor on 
Prudhoe, so that Prudhoe would continue to carry the whole 
tax, while other fields enjoyed lower tax rates.

But complications arise, as they usually do when governments 
attempt to design complex and intricate tax systems.

New Prudhoe Development
I f  the Economic Limit Factor is designated to encourage 

developement o f new “ marginal" fields, what about marginal 
areas o f the big Prudhoe field? Only 40  percent o f Prudhoe’s 
o il w ill be recovered through primary and secondary (mainly 
waterflood) production. The companies think that an additional 
1.5 b illion barrels o f oi' .ou ld be coaxed out o f  the reservoir 
through enhanced oil rec ''ery projects o r more intensive d rill­
ing o waterflood. But it w ill be marginal, "high cost" o il. A 
high tax could discourage development o f these added reserves, 
just as it would a brand new, "marginal”  field.

I f  major new commercial oil production in the near future 
w ill be from Prudhoe itself, the same tax policy that applies to 
smaller fields should also apply to Prudhoe, to encourage 
development o f these reserves.



Strategic Shift ̂  ft
Restructured Oil Firms 
Suffer Little Hardship 
As Crude Prices Plunge
Profits Soar, Reflecting Years 

O f Severe Cost C utting 
• • And Efforts to  Diversify

Plar ic Bags and ..Pesticides,

I i By Allanna Sullivan
i Sta ff Reporter o/ T h e  W a l l S t b e e t  J o u r n a l  |
• ' NEW YORK -  On Friday, a selling 
panic'gripped global'oil markets." OPEC I 
was in disarray. Saudi Arabia, had opened j  
the floodgates. From Brussels to New’ ! 
York, oil prices'crashed to their lowest 
level in more than two years. .

• Yet through it all, on the floor of the’ 
New York Stock Exchange, Robin Stonehill 
was leaning ho-hum against the post where 
he trades shares of Atlantic Richfield C o ., 
"The stock is stable," he nonchalantly. 
said. .,"The investment .community isn’ t 
paying’ any attention to "the price o f o i l 1 
today." . ‘ l ( i
. i Why should it? Despite plunging prices, t!

I ARCO’s profit is surging. So, in fact) are ‘
! the profits'of Exxon Corp., Mobil’ Corp. , 1 
1 and nearly every multinational oil .com-; 
pany. Despite the continuing collapse of oil 
prices, profits of the nation’s 18 biggest oil ! 
companies will leap by about one-third this | 
year, to nearly $20 b illion -fa r exceeding ;

. .  Through a radical 'restructuring span-'| 
ningless than a decade, Big Oil has abaii-; 
doned the days when profits moved in lock­
step with oil prices. Indeed, for the first 
time in its 129-year history, the oil industry 
has positioned itself to make, m oney-b ig , 
money in"some cases-even when -oil 
prices fa ll out of. bed,*(Fqr.an article bn 1 
the drop .in oil prices, see page A3.)' ’ .. 1 
..'.‘It is one. of the. most sweeping .and. 

most dramatic restructurings of any Indus-1 
tiy ,'Isays Philip Verieger,-Visiting fellow’

i — — ----------------------  r _ c ^ i u  a y  ____
cutting'on a  scale that'has hit few Indus-'' 
tries. Almost 300,000 oil-patch employees 
have lost their Jobs-20 times the number 
o f financial-industry workers idled since 
last year's stock-market crash.Exxon alone cut about $375 million In 
costs just las: year. Only two years ag j -oil 
Exxon employees occupied 13" floors of die

Oil: Profits and Prices

PROFITS OF IS 
INTEGRATED COS. 

(In Slllionj)

MIDEAST 
LIGHT 
CRUDE 

(Fer birrto

1987 F irs t Q lr. $2,936 -  • $17.25

1987 Second Qtr. • " '3 .5 0 7 17.38

'987 T h ird  Qtr. .3 .4 2 9 •-..'•17.65

; j 87 Fourth Qtr. 3.600 ’. 17.02

1988 F irs t Qtr. 4.398 . -  15.05

1988 Second Qtr. 4.257 "14.68

.rm t  Evrpt Prjcmm u  Rrine. ArtAmr Andmn & Co.

oil giant’s New York skyscraper. Today, 
after layoffs, and transfers, o n ly '300 
workers remain on seven floors. And the 
building, part of the legacy of Exxon 
founder John D. Rockefeller, has been sold 
to a Japanese group. . " "  ' ’ '

But Draconian cost cutting 'alone 
doesn’ t account for the surge in profits. By 
radically overhauling the process by which 
it refines and distributes oil, the industry, 
has managed.to keep consumer prices! 
high, even as crude-oil costs plunge. Bigi 
Oil, long adept at exploring and pumping, i 
has also finally learned the art of s e li i r j -  
by going after market niches-with new 
grades of gasoline, for instance.‘ and by 
manufacturing such high-value petrochem 
ical products as Mobil’s Hefty borage 
Bags. In recent years, all large oil compa­
nies have slashed the number of gasoline 
stations through which they move their 
products, eliminating any unprofitable or 
even marginal operations. - .

There isn't any evidence that major oil 
companies have conspired to keep retail 
oil prices high. But consumer groups com­
plain that regulators have.been.lnattentive 
to jh e  issue. Three times during the Rea 
gan Administration, the Citizen-Labor En-| 
ergy Coalition, based in Washington, D.C., 
has approached the Justice Department] 
with claims that consumer prices were too 
high relative to the falling price'of crude. 
Two years ago, in response to such a com­
plaint, the coalition received only a thank-' 
you note in return, said Edwin Rothscb.ld, 
assistant director of the group. , , 3 7: ^ f:
The-Cost of Sales 

Behind the turnaround is a fundamental 
reshaping of the internal structure of the 
major oil companies. For more than a cen- j 
tury, oil companies have consisted of two! 
halves. -There was an exploration or pro­
duction division, that drilled wildcat wells > 
,and kept the oil flowing-the'so-called up­
stream business. The oil companies 
pumped crude furiously "and "sold”  it to ' 
themselves :atjnarket.prices,..which, .in . 
nearly eyery..year..until Uie price.crash of 
1986, were sulfldent'.to ’.guarantee huge - 
' p r o f i t s / ^ ^ ^ ^ ^ i ^ . ^ . ' ^ C *  r  •* 1 
f  Then - there'.was "thex "downstream" 
s ide -a ll the refineries and filling stations 
that "bought" the oil, poor stepchildren of 
the romantic and profitable wildcattlng 
and oil-pumping business. "Service sta­
tions were just a way to move o il." says 
Thomas Manning, vice president of Pumn 
& Gertz Inc.. a refining-consuJting firm in 
Houston. .Money-losing retail operations 
were a gijoai phenomenon. Total Compag-



nle Francaise des Petroles of France one 
chose where to sell products according to i 
guidebook called "Losses - at Postea 
Prices." .• \

Such losses were practically guaranteed \ 
because there were simply too many refin­
eries and gasoline outlets. By the late 
1970s, the Industry was operating more 
than 300 refii.c.ies, many of them among 
the world’s largest factories. Service sta­
tions grew ubiquitous, often four to an in­
tersection, with price wars erupting regu- 
Iariy. ’ : 5 • .  •••, .•.•■■■ ;

Then the industry began awakening to a' 
painful truth: The crude-oil gravy train 
was screeching to a halt. The U.S., It be­
came clear, was rapidly running out of 
oil. Governments In Asia, Africa and the 
Middle East nationalized their oil fields. 
"Now that (the companies) don’ t own the 
oil, they must run the rest of their business 
to make money," Mr. Manning says.

• . The answer lay largely in marketing. 
No longer could oil companies blindly push 
products with broad national advertising, 
as Texaco once did with its "Texaco Star 

. Theater." The industry began choosing ge­
ographical markets carefully,' canntly In -' 
■traducing , new ^products and .pricing 
■shrewdly. -ui.r

" It  wasn’t until this decade that big oil 
companies focused on ensuring that the re­
fining and marketing businesses operate 
profitably," said Robert Stobaugh, a busi­
ness professor with .the Harvard Busbiess 
School. -i'Kr-.VV'v j-
! Headhunters have noticed the change. 
"Our clients want marketing people who 
'understand the concept of ‘positioning’ a 
;product, even If he comes from the fast-* 
jfood or soft-drink industry," says Joseph 
jCollard, an oil and gas specialist at Spen- 
jeer, Stuart & Associates, an executive- 
•search firm . In thepast, he said, oil com­
panies generally wanted people with tech­
nical backgrounds. , •••- .-,>

The Industry also eliminated excess re- 
;flning capacity, mothballing in this decade 
:more than a third of its refineries. The re- 
isulting tight supplies now force the oil In­
dustry to import not Just crude oil but also I 
gasoline.

, - And as supplies of gasoline tighten,'the 
:industTy is doing all It can.to get con­
sumers to buy more. High-tech gasoline 
stations decked out in eye-catching colors 
dot the landscape, replacing the mom and 
pop operatloas that had become part of 
American folklore.. In. addition, to„the old 
standby products-tires, batteries and ac- 
cessories-gasollne.' stations ^now -'sell 
bread, milk, beer and Playboy magazine..

Computerized pumps at these designer , 
.-stations have more than tripled the speed |
; i't v/hich gasoline moves to the customer. 
i-The "smart pumps" can handle the credit- 
card payment, log the sale for Inventory 
purposes and then reset themselves in a 
flash for the next patron-at huge cost sav­
ings to the oil companies.

A New Flavor ..........................
Like cereal and soap makers, the oil in­

dustry is rapidly introducing new products, 
further segmenting a market that once 
consisted solely of "regular" and "high- 
test. Most of the majors have introduced, 
at least in some regions, a medium-octane 
gasoline that most cars don’ t need but that 
consumers are buying in droves, largely 
because of advertising. .Exxon','-.for in­
stance, just Introduced its Exxon Plus me­
dium grade In. six states. Xi'T.*..- .

Although the medlum-grade gasoline" 
costs very little extra to produce, it fetches 
several cents a gallon more than regular 
unleaded gasoline. In some cases, profit 
margins are two times higher. And best of 
all, clever marketing o f the new grades 
generally causes consumers to '"buy up" 
from the less expensive gasoline, rather 
than “ buy down" from the premium 
grade.The companies have also become very 
fussy about where they sell their gasoline, 
withdrawing from the most competitive 
areas and building a presence in locations 
where they can dominate. Tenneco Inc., a 
big gasoline retailer In the South, even quit 
selling gasoline in its hometown of Houston 
because it didn't have a big enough share 
of the market to make it worth the com­
pany’s while. s.- ... • ..

Atlantic Richfield pulled out of the At­
lantic states. Amoco Corp. makes gasoline 
in Texas but recently quit selling it there, 
except at the lone outlet where refinery 
employees can fill up. Exxon and Texaco 
Inc. recently swapped dozens of gasoline 
stations, mostly in California and Nevada 
to consolidate their hold on markets that 
are closest to their respective refineries. 
All told, the Industry has closed 26,514 

-'service stations since 1982, nearly a quar­
t e r  of the total. • * . ,.v'-
Tough Times fo r  Independents 
.• As the big companies cut costs, they 
can also cut prices, sometimes driving in-' 
dependent distributors out of the business 
altogether. Steven Riggins, whose family 

• runs 16 gasoline stations in New Jersey, 
says the number of independent gasoline 
suppliers in his market has shrunk by one- 
half in only the past year. They have aban­
doned their businesses because of slim 
profits. As a result, Mr. Riggins is stuck 
buying from the majors. "There definitely 
isn’t the pick anymore." he says.

As the majors achieve market domi­
nance, they naturally can charge more. An 
ARCO station In Boulder City, Nev., which 
competes with only one Independent re­
tailer, has charged 10 cents more for a 
gallon of gasoline than ARCO stations in 
Las Vegas, only ’ 5 miles away, where at 
least four majar oil companies compete.

Gasoline is fa r from the only product 
producing huge profits these days. The pet­
rochemicals business, for years a dumping 
ground for the by-products of gasoline re­
fining. has become the diamond in Big 
Oil’s hydrocarbon crown.

In fact, the oil Industry has nudged the 
petrochemical Industry out as the top 
player in its own business. Oil firms now 
produce three of every five pounds of 
building-block petrochemicals-e'hylene, 
propylene, butadyne, benzene and parazy- 
iene-from  which up to 85% of petrochemi­
cals in the U.S. are made.

Petrochemicals also are going into an 
increasing proportion of high-value con- 

-r sumer packaging and products-no longer 
’ just the bowling ball, for instance, but also-  ** t ►.•j s .  •



OGJ group profits jump 74.4% in first 9 months
i i ,  .* •  ■ - ̂  • . • • . .  . . . r ,
' Breakout of the OGJ group's profits' 

. „ and. revenues'UCi^nuv • .W *** i,* -„
*• r .* i «• . •

c —  Net profits* - —  Revenues — —  Net profits* - —  Revenues —  ■<■.. ,.t . % . % , % • *. 94
. - .  »■

1988
change • change change changoI . ;  ■ Irom 1938 Irom 1988 Irom 1988 from

Million $ 1987 Million S 1987 Millions 1987 Million $ 1987 -
V -  18.1 •: 65.522 6.5 • 1,225 r ;  15.0 21.888 : • -0 .2  '

Shell.............. , 1.8S1 
1 1,688

. .  134.1 15,923 3.8 352 . -1 6 .2 5.445 . -3 .7
Amoco...:..... t: • ' 71.7 • 17.878 7.3 552 ' 34.0 5,948 1 3.4
Mobil.............. 1,625 .. 85.9 40.987 10.4 557 68.8 13.116 -0 .2
Chevron.......... 1.593 56.8 21,998 1.1 420 41.4 7.156 -6 .9
Pennzoil.......... 11.439 5,357.5 1.649 23.3 39 745.1 617 37.2
ARCO............. 1.192 34.8 13.776 11.5 391 24.1 4,592 3.4
Texaco............ 1,008 183.9 26,799 3.3 • 239 ;.• 121.3 8,689 • -3 .0
Phillips........... 515 25.650.0 8.530 8.1 215 593.5 2,850 1.7
USX5.............. '363 -2 1 .8 7,594 3.7 T168 40.0 2.504 0.6
Unocal............ 339 123.0 . 7,432 5.3 97 234.5 2.581 0.2
Conoco ........... •320 64.1 8.502 5.3 •71 -6 .6 2.790 ■z2.0
Occidental...... . ' 295 46.0 14.133 11.2 103 . 139.5 4.913 16.4
Ashland/ ....... ■ 224 63.4 8.200 17.1 66 0.0 2,200 • -  4.8
Tenneco.......... 224 — 9,634 10.7 . . 7 — • 3,025 9.0 ■
Coastal........... 86 10.5 6,169 13.4 9 - 2 1 . - 1 1,921 8.3
Kerr-McGee.... • t  77 t r  15.7 2.054 4.4 30 62.4 660 -4 .9  '
Amerada Hess. . 58 ■ -8 1 .3 3,070 -1 2 .5 16 -5 9 .1 925 -1 7 .6
Murphy........... 13 ' -2 7 .2 1.110 -1 .7 10 29.5 382 -1 0 .6
Quaker State... 9 — 613 -6 .1 4 -35 .1 192 -5 .5
Louisiana Land

& Exploration .... (34). -292 .7 574 -4 .9 : (55) -1.048.3 •- 182 -14 .1
Maxus............. ' (59) — 446 -1 1 .3 (36) — 131 -2 2 .5
Sun................ •/ (69) • -126 .0 7.280 1.0 72 -4 7 .4 2,460 -2 .4

Total............ . 16,647 ”  74.4 289.973 6.6 4.552 34.1 '  95,167 ’ 0.2
•As reponsd. May include nonrecurring gains and losses. tReflects 1.7 billion exraodrinary gain due 
to settlement with Texaco. §0il and gas segment only. 'Operating income before interest and taxes. 
■After-tax operating income. Fiscal year and fourth quarter.

How profits and spending compare
. • /  • .  Capital & exploration expenditures----------

—  Net profits —  % % of. ! . - m i  1988 1997 1988 19B7 chan|!e net income
______________ Million S Million S  Million S Million $ from 1987 1988 1987
Exxon................ .. . 3,880 3.285 5.091 4,205 21.1 131.2 128.0
Shell................ . . . .  1,861 - 795 2,714 1,841 47.4 145.8 231.6
Amoco. . / ....... . '  1.688 ' 983 "  341 1,788 30.9 138.7 181.9
Mobil...::..:.:.... . ' 1.625 •: 874 c.^28 2.010 10.8 137.1 230.0
Chevron............ . . i  1,593;* 1,016 2,245 ■. 1,808 • , 24.2 140.9 . 178.0
Texaco.../....... .•* ■ 1.003 355 1,722 1,240 38.9 170.8 ' 349.3
Phillips...... ; 515 2 ' 550 486 13.2 106.8 24,300.0
USX'................ : , . . 363- . 464 . 651 525 24.0 . 179.3 113.1
Unocal............. 339 152 779 529 47.3 229.8 348.0
Occidental....... 295 202 599 ■• 337 77.7 • 203.1 166.8
Kerr-McGee...... 77 66 215 152 41.7 280.4 228.9
Amerada Hess.. 58 309 594 230 158.0 1,025.5 74.4
Maxus............... (59) , (485) • • • 9 5 136 -30 .1 — —

13.243 8.018 19,824 15,287 29.7 149.7 190.6
'Oil and gas segment only.

Downstream operations are lifting 
profits for most of the 23 U.S. oil firms 
in the Oil & Gas Journal fc'OUp.fm'ja 

’ ' V During the first 3 quarters of 1988," 
the group's net income - jumped 
74.4% from a year ago to 516.647 
billion. Group third quarter net profits 
climbed 34.1% from last year to 
$4,552 billion. Profits totaled 56.039 
billion in the second quarter-and 
$6,027 billion in the first quarter. , - t 
: Falling crude oil prices helped 
boost refining and petrochemical 
earnings but cut upstream income.
* Thirteen of the companies in the 
group reported capital and explora­
tion expenditures of 519.824 billion 
for the first 9 months of 1988, up 
29.7% from the same 1987 period.
Downstream gains. Companies 

scored downstream earnings gains in 
the U.S. and worldwide.
Refining margins widened as crude 

prices fell and product prices held 
steady on the strength of rising de­
mand, which also Ufted volumes./: .
• ..According to the Energy Informa­
tion Administration (EIA), demand for 
petroleum products for the first 3 
quarters of 1988 averaged 16.884 
million b/d, up 303,000 b/d from the 
same period of 1987. .,...
International Energy Agency estk 

mated non-Communist product de­
mand at 49.23 million b/d, up 2% 
from the first 3 quarters of 1987. • "
U.S. refiner crude acquisition costs 

fe ll 15.3% to an average of 
515.13/bbl during the period. Mean­
while, the U.S. average pump price 
for all types of motor gasoline climbed., 
to 96.24c/ga! from 94.83tf/gal a year 
ago. The average price of residential 
heating oil moved up to 80.27c/gal 
from 78.37c/gal in 1987.
An increase in the average refinery 

utilization rate to 84.8% from 83.2% 
helped reduce operating costs and 
further improved margins.
Here's a sample of company refin­

ing and marketing results for the first 9 
months of the year:
•  Exxon Corp. reported profits of 

5414 million in the U.S., compared to 
a 550 million loss a year earlier, and 
5835 million outside the U.S., up 
from $185 million in 1987.
•  Mobil Oil Corp. had income of 

5333 million in the U.S., up S263 
million, iii'd 5368 million outside the 
U.S., up S I97 million.
•  Chevron Corp. earned 5411 mil­

lion in the U.S. vs. S2 million a year 
earlier, S154 million outside the U.S. 
vs. S26 million in 1987.
•  Texaco Inc. earnings totaled 5402 

million in the U.S., compared to a

tf l Oil & Gas iDurrui. Nov 2B. 1988

loss of $63 million in 1987. Outside 
the U.S. earnings were $291 million, 
up from 5118 million.
•  Shell O il Co.'s oil products seg­

ment earned 5480 million, up from 
5272 million.
•  Amoco Corp.'s earnings from 

worldwide refining, marketing, and 
transport operations climbed to 5631 
million from 5147 million in 1987.
Chemical, upstream results. Lower 

crude costs also boosted earnings 
from chemical operations.
Examples of 9 month company 

chemical performances: Phillips Pe­

troleum Co. 5690 million vs. 5333 
million for the same period of 1987; 
Mobil $482 million, more than twice 
the year-earlier net; ARCO S670 mil­
lion vs. 5280 million; Amoco 5539 
million, up 77%; Shell $480_million 
vs. 5272 million; Texaco 5135 mil­
lion vs. 550 million; Chevron 5283 
million, up 56.4%; and Exxon 5966 
million, up 5403 million.
Almost all OC.I group companies 

had lower exploration/production 
earnings. An exception was Phillips, 
which posted a gain to 5443 million 
from 5234 million a year earlier.
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Arco’s Earnings 
Set a Record; 
AmocoNetFalls

By F rederick Rose
S t a f f  R e p o r t e r  o f  T h e  W a l l  S t r e e t  J o u r n a l

Atlantic Richfield Co., boosting its quar­
terly dividend, reported record fourth- 
quarier profit and announced an indefinite 
ext jn of a stock-purchase program.

separately, Amoco Corp. said its fourth- 
quarter net income declined less than 1%, 
to S375 million, or $1.45 a share, as in­
creased profit from refining and marketing 
operations was offset by declining results 
from ..rude oil and natural gas produc­
tion.

Los Angeles-based Arco's quarterly div­
idend increase, to SI.125 a share from SI. is

the company's first boost since 1985, when 
it undertook a massive recapitalization and 
cost-cutting program that trimmed its 
common stock by more than 25%. slashed 
costs and boosted the dividend at that time 
to SI from 75 cents.

The latest increase had been expected 
but came earlier and at the high end of an­
alysts’ forecasts. Analysts said yesterday's 
announcements underscore the effective­
ness of Arco’s 1985 recapitalization, which 
was widely questioned when it was an­
nounced. "They have been vindicated," 
said Eugene Nowak, an analyst at Dean 
Witter Reynolds Inc.

The increased dividend will be paid 
March 30 to stock of record Feb. 17. Arco 
and Amoco shares both fell yesterday 
amid a broad slide of oil stocks on news ot 
declining oil prices. Arco was off 12.5 
cents, at $85 a share. Amoco dropped $3, to 
$75,625 a share. The shares of both compa­
nies are quoted on the New York Stock Ex­
change.

Arco’s fourth-quarter net income rose

157c, to $391 million, or S2.22 a share, from 
$340 million, or $1.86 a share, a year ear­
lier. The latest quarter was Arco's highest 
ever. Revenue declined 1.67c, to $4.54 bil­
lion from $4.62 billion. The average shares 
outstanding declined 3 "%, to 176.9 million 
from 183.5 million a year earlier.

Contributing to the earnings inert se, 
after-tax profit from Arco’s refining and 
marketing operations jumped 767c, to 588 
million from 550 million. Profit at the com­
pany's Lyondell Petrochemical Co. unit, 
currently the subject of an initial public of­
fering that will reduce Arco's stake to just 
under 50%. was nearly trebled at $151 mil­
lion compared with $56 million a year ear­
lier. These increases and others were coun­
tered in part by a 3S7o drop in the com­
pany's after-tax profit from crude oil and 
natural gas production, to $95 million from 
$154 million in the year-earlier quarter.

Arco's indefinite extension of its stock 
buy-back continues a program started in 
1985. under which the compac purchased 
«2.6 million shares-o r abt '8% of the

amount previously outstanding-at an av­
erage price of $63.47 a share. Analysts said 
they expect the company to continue the 
purchases at about the recent rate of its 
buy-back, which, since November 1987, has 
brought in 7.6 million shares at an average 
of $77.01 a share.

Arco's net income for the year rose 
297c, to 51.58 billion, or 58.7S a share, from 
S1.22 billion, or 56.68 a share, a year ear­
lier. Revenue increased 7 .97f , to S18.32 bil­
lion from 516.98 billion. The average num­
ber of shares outstanding declined 1.67c, to 
180.4 million from 183.3 million.

Separately, Chicago-based Amoco re­
ported fourth-quarter net income of S375 
million, or S1.45 a share, compared with 
5377 million, or 51.47 a share, a year ear­
lier. Revenue climbed 4.37c to $6.19 billion 
from $5.94 billion.

Amoco's net income for 1988 totaled 
$2.06 billion, or $8.01 a share, a 527c in­
crease from 51.36 billion, or $5.31 a share, 
a year earlier. Revenue increased 6.67c, 
to 523.93 billion from 522.46 billion.



D lm a -o  C .j-

BP chief 
threatens
cutbacks
Attacks tampering with ELF
By RAY  TYSON 
Times Business Editor

A top executive for BP Amer­
ica said Tuesday the company 
will be forced to cut back on pro­
jects in Alaska if the state tamp­
ers with the Economic Limit 
Factor, a tax incentive designed 
to encourage drilling in marginal 
oil fields.

E. John P. Browne, executive 
vice president of BP America, 
also told members of Common­
wealth North the state must 
leam to live with lower oil prices, 
just as oil companies have done. 
^  “If Alaska goes ahead and 
changes the ELF for Prudhoe 
Bay, we will have no choice but 
to cut back our planned develop­
ments there and elsewhere in the 
state,” Browne said. “Our own 
budgets were built on real costs 

I and our estimated price of oil."
Gov. Steve Cowper and House 

Democrat;: want to change the 
ELF to help raise more tax reve­
nue to boost an ailing state trea­
sury.

Browne said BP Exploration, 
formerly Standard Alaska Pro­
duction Co., had planned to have 
four rigs working at Prudhoe 
Bay this year.

“Without ELF, we will have to 
consider fewer rigs," he said. 
"That’s at least 125 fewer jobs 
for every rig not working, lower 
production, and the loss of reve­
nues which will no longer be eco­
nomic. A change in ELF will be a

short-term solution with longer- 
term damage."

While oil executives have cri­
ticized Cowper’s plan to change 
the ELF, Browne’s message was 
particularly hard-hitting.

“Not even Keynesian 
economists deny, anymore, that 
the best way to gain more state 
income from taxes and royalties 
is to encourage more develop­
ment to tax,” Browne said. "You 
plant the seeds, you don’t eat 
your seed com. But knowing and 
doing aren’t the same, alas.”

Like BP did, Browne said, the 
state must put its "house in order 
. . .  to compete on an interna­
tional footing."

“In a world with ample sup­
plies of oil, costs must be re­
duced and taxes stabilized here 
to allow new sources of oil to be 
produced," he said. "Otherwise 
the investment will simply go to 
the countries or states where 
better opportunities exist."

Browne said the “glory days” 
of abundant oil money in Alaska 
are over.

“No matter how many ex­
cuses we give ourselves, the fact 
remains that Alaska has chosen 
high-cost government which can 
no longer be financed from high- 
cost oil," he said.

"Calling the situation a money 
problem is like saying the Hin- 
denberg has gas troublr, the Ti­
tanic liad an ice problem or that 
Noah had water woes. This is 
reality, Alaska is in danger of los­
ing its way.”
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Changes in oil company tax break
AC)(\I oty'/Of 8̂By LARRY PERSILY

The Associated Press
JUNEAU — Changes in state oil taxes 

proposed by the Cowper administration 
would generate an estimated S3 billion in 
extra revenue by 2010, more than $5,500 
for every person in the state.

Despite the large amount of money at 
stake, the issue is not the cash, said Rep. 
Cliff Davidson, D-Kodiak. The question

facing legislators is establishment of a fair 
oil tax policy, said Davidson, co-chairman 
of the House Resources Committee.

The committee Thursday started four I 
days of hearings on the state’s Economic i 
Limit Factor, also known as ELF, a tax 
break for marginally profitable oil fields.;

The oil industry opposes a change in the; 
ELF formula, but Gov. Steve Cowper ii 
trying again this session to win legislative

could generate $3 billion by 2010
approval for his proposal.

Not only does the administration want 
the ELF formula changed, but it would 
prefer that lawmakers make the changes 
retroactive to July 1987, when the tax 
break took effect for Prudhoe Bay.

“It can go backwards in time,” said 
Revenue Commissioner Hugh Ma»one.

If the changes were retroactive to 1987, 
as proposed by Malone, the measure

would add almost $400 million to the state 
treasury in fiscal year 1990 for three years 
of taxes.

Changes in ELF passed the Democratic- 
controlled House in 1987, but died in the 
Republican-led Senate last year. The 
House Finance Committee introduced leg­
islation again this session.

House Resource hearings will continue 
today, Saturday ai.d Monday.
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. panel starts oil tax
'"UBy LARRY PERSILY

THE ASSOCIATED PRESS
Changes in state oil taxes pro--  

posed by the Cowper administration 
would generate an estimated $3 bil­
lion in extra revenue by 2010 , more 
than $5,500 fo r every person in the 
stale.

Despite the large amount o f mon­
ey at stake, the issue is not the cash, 
said Rep. C liff Davidson, D-Kodiak. 
The question facing legislators is es­
tablishment o f a fa ir oil tax policy, 
said Davidson, co-chairman o f the 
House Resources Committee.

The committee Thursday started 
four days o f hearings on the state’s 
Economic L im it Factor, also known 
as E L F , a tax break fo r marginal oil 
fields.

“ What’s fa ir to the industry, 
what’s reasonable, what’s appropri­
a te?”  Davidson asked.

“ A re we getting maximum bene­
fits from  it (o il) fo r the people o f the 
state,”  without discouraging oil com­
panies from  working in Alaska?

The oil industry opposes a change 
in the E L F  formula, but Gov. Steve 
Cowper is trying again this session to 
win legislative approval fo r his pro­
posal.

Not only does the administration 
want the E LF  formula changed, but

' 8 9

it would prefer that lawmakers make 
the changes retroactive to Ju ly 1987, 
when the tax break took effect for 
Prudhoe Bay.

“ It  can go backwards in time,”  
said Revenue Commissioner Hugh 
Malone.

I f  the changes were retroactive to 
1987, as proposed by Malone, the 
measure would add almost $400 m il­
lion to the state treasury in fiscal 
1990 fo r three years o f taxes.

Changes in E L F  passed the Dem- 
ocratic-controlled House in 1987, but 
died in the Republican-led Senate 
last year. The House Finance Com­
mittee introduced legislation again 
this session, with House B ill 113 be­
fore the resources committee fo r its 
firs t hearings.

Changes are needed in E L F  to 
correct problems that go back more 
than 10 years, Malone said.

The tax-break formula was adopt­
ed in 1977 to encourage oil companies 
to develop marginal fields, he said.

In  1981 lawmakers suspended the tax 
advantages o f E L F  at Prudhoe Bay 
until 1987.

E L F  affects the severance o r pro­
duction tax paid by companies on the 
oil they pump out o f the ground. The 
severance tax, which is separate 
from  corporate income taxes, pro­
duced about one-third o f the state’s 
general fund revenues in the past 10 
yea rt, Malone said.

In 1987 the suspension o f the E LF  
tax savings was lifted and the oil 
companies cut more than $100 m il­
lion a year from  their severance tax 
bills at Prudhoe Bay, Malone said.

'Instead o f helping marginal 
fields, the E L F  formula now mostly 
provides a massive and unnecessary 
tax break to two fields which are not 
marginal at a ll, Prudhoe Bay and 
Kuparuk,”  the revenue commission­
e r said.

The administration wants E LF  
changed to reduce the tax break fo r 
the state’s largest oil fields at Prud­
hoe and Kuparuk. The legislation 
also would increase the tax break fo r 
marginal fields.

F o r eve iy do lla r in new tax sav­
ings on sm alle r fields, oil companies 
would pay about $10 more in higher 
severance taxes at Prudhoe and ! 
Kuprauk, Malone explained at a
press conference Thursday.

“ We should have done it in 1987, it 
would have been better to do it in 
1988,”  and the legislature should not 
miss its chance to change E LF  in 
198f, Malone said.

The House Finance Committee 
bill would generate about $96 million 
in additional revenue in fiscal 1990, 
unless the changes are retroactive, 
according to Revenue Department 
estimates.

Annual revenues would climb to 
$187 m illion in fiscal 1993 and then 
gradually fa ll until they run out in 2010.

By 2010, the proposed changes in 
E LF  would have earned the state a l­
most $3 billion in additional sever­
ance taxes, the department said.

House Resource hearings were to 
continue today, Saturday and Mon­
day, with administration officials, oil 
company representatives, elected of­
ficials and public testimony sched^ 
uled fo r the hearings.



W h a t is  E L F ?
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The ELF is one factor in 
calculating severance tax 
rates, but does not affect oil 
royalties.
The ELF encourages 
additional development as 
oil fields mature.
The ELF prevents oil fields 
from being shut in 
prematurely.

ANSWER: All three are correct. The ELFJ which stands for . / . / 
Economic Limit Factor, was created by the Legislature,y 
recognizing that oil would become more expensive to fy , 1 o
develop jus fields mature. It encourages additional , /  / 
development in existing fields by a formula which ^  j 
charges higher taxes to more productive wells and f

lower taxes to less productive wells. J  t v .

ARCO Alaska, Inc.
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CAPITAL HOUDAY: Mnrit Nelson and Tina Janso on vecation tost month In Washington, D.C..
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Irrterast ' 7 . . . . . .  .* .. I" 5.650
■ Alaska state resident tSvldond . . . . . .  800 ' •

Nelson’s finances
Assets

Net rental Inoomo (600)
*72*50

Checking accounts .....................  $1,350
Money market fund...................... 92.000. ..Total_______________________  .
‘ Municipal bond.i...................   6,900,.:b_ _ _ _ _ _ _ - _ ^ ^ ^ ^ ^ ^ ^ _
I fleel estate   >146,000 :. , y Q 2 i B B 2 l B E E I I ^ m H I

^retawwrtKCOont.... 21.700 „ ctothes•.;ii..Vtt;Kv.'.Tj;'.; . 600*$
............................ Te lep h o n e ....r.'.'.T ...’ . " . . . .  1*00Furnishings....................................  2,000 '  3,.« ■ . 120?

toots)u^oo 80 .5-
Pickup truck and car.....................  7*00 ■, ^  * ^ 8̂  . .  r.T . I . .  240

'To tal..................... ■ $328*50. -.Entertainment .n?.T .!)J> gr.V.m i^OOsi
^Vacabona" .; .  V .. .r jr i'.'r i.V ’A ^  2̂ 400 f

 >’ Donations to church and chertY-i^ f 3001
• -  . .  fro oooMedical expenses . ’. .■; ;7 fn ‘7»7vJr240 'P   *......... "  •■;ŵ ,«-.onn .2■ ■ ■ UlUS • » ■• • • • •  • • •  t • • «  r e  e • • • •  e • • BW r

Net worth ________; . . . ____  8246̂ 450 Misc. personal expenses : \ i . . . .  tv .•240*'
' Federal Income taxes ...... 13,800 -v

Social Security . .  .".V.’.”.7 . i '. : . -.-3.605 ** 
Available for savings 45305 ■"

Liabilities
. Real estate loan i

Annual income
Salary.........................................  $64,000
Plumbing work ..............................  3,000
tarm: USA TOOAY

To u t............................................ $72*50

By Jim Henderson l-?P“W
USA TODAY f- *frfc
Mark Net a Is ready to begin Stage 2 of his life’s dream or 

owning and running his own business.
Stage I was to make as much money as quickly as possible so 

he could buy a business. Stage 2 Is finding and buying one.
At 28, Nelson has a net worth of nearly a quarter of a million 

dollars, and It’s getting fatter by the day.
After graduating In 1983 from the University of Idaho with a 

degree In accounting and finance, he headed to Alaska from his 
hometown of Lewiston. Idaho, to make big bucks In the oil boom.
He spent a year In the offices of an oil firm In Anchorage and 

then transferred In Prudhoe Bay. north of the Arctic Circle.
He’s an administration manager for Alaska Petroleum Contrac­

tors Inc His work schedule: three weeks on — 12 hours a day, 
seven days a week — then 
three weeks off. His salary.
$64,000 a year.
“The beauty of my Job b that 

I’m not only paid a good salary, 
but for the six months a year 
I’m up there, all my living ex­
penses are paid for." Back In 
Lewiston, he lives with his 
mother snd stepfather and 
works as a plumber. His stepfa­
ther owns a plumbing business.
He has Invested In three 

rental properties In the Lewis­
ton area: a duplex, a commer­
cial building that houses a real 
estate office and a sign-making 
company, and a condominium 
that he owns In partnership 
with his mother, n Realtor.

By Joftn Stortx*. ’JSATOOAY
“Real estate values haven’t gone through the roof In Lewiston 

like they have In California and the East Coast, but they’re pretty 
stable r.nd have gone up a little each year,” he says.
The properties ore worth about $146,000. He paid a total of 

$127,000 for them and owes $79,000 on mortgages.
During the past two years, Mark has been spending more of his 

time off traveling He also has fallen In love. He met Tina Janso, 
26. of Copenhagen, Denmark. In 1981 when he spent a summer 
backpacking In Europe. They plan to get married next spring 
Tina will move to the USA. They plan to work together in Alaska 
while they research a business to buy, then work In It together.
Mark hits been to the Soviet Union, China, Hong Kong Japan, 

and Africa. "But I try to do It as cheaply as possible," he says. 
"Backpacks nnd youth hostels." His company-paid plane flights to 
Pnidhoe Bay qualify him for frequent-fiicr mileage.
Besides real estate, most of his money Is Invested In a money 

market mutual fund and tax-free municipal bonds, bought 
through his father, a broker for D.A. Davidson & Co., a regional 
brokerage based In Great Falls, Monl
Mark !s "wide open" about what kind of business he wants. "I 

want lo go about It the right way nnd take my lime searching for 
the right buslncsi I don’t mind working hard, nnd I figure If things 
don’t work nut I’ll still bo young chough for o comeback.” His only 
criteria at this point: ’’Some place warmer than Alaska, and no 
rat-raco cities like LA. or New York.”



Hearing on ELF 
set to consider
cut in tax break

JUNEAU (Apj*— l(lor4 than $115 miUion in 
fiscal 1990 taxes will be at stake when the 
House Resources Committee next week opens 
this session’s hearings on legislation to amend 
the state’s oil tax structure.

The committee has scheduled four days of 
hearings on House Bill 118 to amend Alaska’s 
Economic Limit Factor, known as ELF, a tax 
break intended to provide incentives for the de­
velopment of marginal oil fields.

The House Finance Committee proposal 
would cut the tax break on the state’s larger oil 
fields such as Prudhoe Bay and in return offer 
a bigger tax break on smaller fields.

The Revenue Department estimates the 
House bill would generate $115 million in extra 
revenue next year and more than $2 billion 
over the next 16 years.

“We intend to give this legislation a fair and 
complete hearing,” said Rep. Cliff Davidson, 
D-Kodiak, co-chairman of House Resources.

A similar bill passed the Democrat-led 
House last session, but died in the Republican- 
controlled Senate without a single committee 
hearing.

Opposition to the bill comes primarily from 
the oil industry, Davidson said.

House Resources will meet the afternoon of 
Feb. 9 and 10 to hear from Cowper administra­
tion officials.

Oil industry testimony is scheduled for the 
afternoon of Feb. 11, and a statewide telecon­
ference is set for the afternoon and evening of 
Feb. 13 to hear from the public, Davidson said.
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Public tells House about ELF
By LARRY PERSILY
The Associated Press

JUNEAU — House Resource Committee 
members listened to public testimony on 
state oil tax policies Monday and heard the 
same arguments as were presented by. oil 
industry and administration officials last 
week.

Some members of the public said oil taxes 
are too low and should be raised to earn a 
fair share of the state’s one-time resource at 
Prudhoe Bay.

Others said state government should be 
cut instead of going to the oil companies for 
higher taxes to pay the bills.

The committee is considering House Bill 
118, which would change the state’s oil 
production tax schedule and could boost 
state revenues by more than $2 billion over 
the next two decades.

“The state of Alaska has a non-renewable 
resource that is leaving the state, and I 
believe we have to take full advantage of 
it,” said James Barton, a Fairbanks truck 
driver and former North Slope construction 
worker who testified Monday in favor of 
raising oil taxes.

“The state is sending the wrong message 
to potential investors,” said Bill Bivin, of 
the Bethel Chamber of Commerce and Na­
tive corporation.

Gov. Steve Cowper and many lawmakers 
want to change the Economic Limit Factor, 
known as ELF, a 12-year-old tax savings 
intended to encourage development of mar­
ginal oil fjplds.

The bill before the Resources Committee 
would raise taxes on the state’s largest 
fields at Prudhoe Bay and Kuparuk, nnd 
would offer a larger tax break for smaller 
fields.

The result would be millions of dollars 
more each year for the state treasury.

ELF never was intended to provide such a 
huge tax savings for Prudhoe Bay during its 
profitable years, Cowper said. Oil compa­
nies deny that ELF gives them unfair tax 
savings at Prudhoe Bay.

The committee spent two days last week 
listening to Cowper administration officials 
testify in support of changing ELF,, and then 
the oil industry had its turn at the table 
Saturday and spoke against the bill.

Monday’s hearing was devoted to public 
testimony, and another public hearing is 
planned for Wednesday, said Rep. Cliff 
Davidson, D-Kodiak and co-chairman of the 
committee.

Juneau fisherman and teacher Alan Stein 
said the social ills caused by oil develop­
ment are high, but taxes are too low.

“The oil industry should pay, its fair 
share of those inflictions and wounds,” he 
said in favor of changing ELF.

The problem is not oil taxes, but "the 
bloated level of government services and 
bureaucracy," said Ken Flynn, the owner of 
an Anchorage advertising agency.

Alaska needs a stable tax policy that does 
not change with political and fiscal tides, 
said Martin King of Fairbanks, who owns a 
trucking company that serves oil fields.
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Shabby government
A LOT OF monkey busi­

ness is going on as the Dem- 
, ocrats in the legislature and 

Gov. Steve Cowper and his 
troops try to drum up sup­
port for raising taxes on the 
oil industry. They are trying 
to do so by jiggering with the 
Economic Limit Factor, the 
formula by which the state 
assesses levies on petroleum 
production.

The effort is turning into a 
big flop, and that’s just as 
well. But meanwhile the 
public is being subjected to a 
lot of governmental hooey, 
and a lot of legislative and 
administrative time is being 
wasted that should be de­
voted to doing something 
positive for the people of the 
state.

The facts are simple. The 
state, in a rare show of wis­
dom a dozen years ago, 
created a graduated sever­
ance tax on oil production. 
Wells producing the most oil 
paid the higher taxes. Wells 
in declining stages of pro­
duction paid less. The idea 
was to encourage oil compa­
nies to utilize revenue that 
otherwise would have been 
paid in taxes on declining 
wells in the search for new 
production, that would keep 
dollars flowing into the state 
treasury.

And the plan has worked 
marvelously well.

THE INDUSTRY has
reinvested millions of dollars 
in the task of enhanced re­
covery from marginal fields, 
creating thousands of jobs 
over the years, keeping sup­
port industries viable and en­
larging the state’s share of 
oil revenues.

As a result of ELF, as the 
formula is called, new explo­
ration has moved ahead and 
hundreds of millions of dol­
lars in new drilling has been 
accomplished or scheduled.

Gov. Cowper, however, in 
seeking more dollars to keep 
the government bureauc­
racy fat and growing, wants 
to extract more money in­
stantly from the oil compa­
nies. With the help of House

Democrats, he’s trying to do 
it by labeling the £L f as a 
“ tax break”  for the industry.

What his effort obviously 
is, however, is a proposed 
enormous tax increase on an 
industry employing thou­
sands of Alaskans who need 
tax stability to solidify their 
employment. According to 
industry figures, the gover­
nor’s proposed changes in 
the ELF  formula would re­
sult in an increase of more 
than 100 percent in taxes 
against Kuparuk and an in­
crease of more than 40 per­
cent against Prudhoe Bay 
over the next 10 years.

Those proposals are un­
conscionable.

BUT CONSIDER the she­
nanigans that have been 
used to try to put 
scheme across.

Democratic Rep. Cliff Da­
vidson of Kodiak, chairman 
of the House committee 
holding the E LF  hearings, 
scheduled testimony by the 
administration and the anti­
oil environmentalists on 
Thursday and Friday, a 
week ago, in Juneau, when 
the ELF-change advocates 
would get prime time media 
coverage. He scheduled the 
oil industry’s chance to re­
spond last Saturday after­
noon, when nobody was 
around.

In teleconference
followups, those on hand 
here were polled to see 
whether they were for or 
against ELF changes before 
they were crlled upon to ex­
press their views — and 
guess which group got the 
most committee attention.

Then the governor wrote 
letters urging people favor­
ing changes in the ELF to 
appear at two other hear­
ings, which were called with­
out notice for Monday — and 
sponsors let it be known that 
a body count of numbers 
would carry the most weight 
with the committee, rather 
than the substance of 
anyone's views.

The whole business is a 
sorry charade.
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February 27, 1989

William J. Tobin, Editor 
The Anchorage Times 
P.O. Box 40
Anchorage, Alaska 99510 

Dear Mr. Tobin,

Enclosed is a letter to the editor in response to your editorial entitled 'Shabby 
government,' which appeared on Saturday, February 18, 1989.

I trust that you will print this response in fairness to me and the other members 
of the House Resources Committee. The Committee has worked very hard on 
the ELF legislation to ensure a fair hearing.

Thank you for allowing me the opportunity to tell my side.

Sincerely,
t

Representative Cliff Davidson 
Co-Chair, House Resources Committee

CD/jn
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Dear Editor,

Recently (February 18), The Anchorage Times editorialized on the ELF 
legislation currently before the House Resources Committee. In ycur comments 
on HB 118, you attacked both the legislation and the process by which the 
Committee is reviewing the issue.

The debate on ELF should lead to the determination of an appropriate, 
reasonable, justifiable and equitable state tax policy for gas and oil produced 
on state owned property. What taxes should the oil industry be paying? And, at 
what rate? What tax incentives should be offered? Which numbers -- on costs, 
profitability, recoverable reserves, etc. should be used?

Oil has made Alaska a wealthy state. But that should not obscure the fact that 
Prudhoe Bay, the only supergiant oil field in North America, has also provided 
phenomenal profits for the North Slope oil producers, as well as a reliable and 
plentiful supply of 'cheap Alaska reserves' for additional transportation and 
refinery profits. How much, then, the oil companies are taxed is not the only 
question.

Equally important is what share of Alaska’s oil wealth should go to maximize 
benefits to the people of the state. This is the resource policy imbedded in our 
State Constitution which all elected officials are sworn to uphold: 'The 
legislature shall provide for the utilization, development and conservation of all 
natural resources belonging to the state for the maximum benefit of its people.' 
(Article 8, Section 2).

These are the questions with which the House Resources Committee has been 
grappling during its extensive hearings on ELF. The Committee is working hard 
toward developing a tax policy that encourages investment by the oil industry. 
And everyone wants a tax policy that captures for Alaskans a fair and equitable 
share of the non-renewable, irreplaceable oil wealth that belongs to us all.

I believe that the intent and effect of HB 118 is laudable and would help future 
oil production in Alaska. It would reduce oil taxes on small oil fields and 
encourage additional exploration.

ELF: A QUESTION OF FAIRNESS

1



Your attack on my handling of the ELF hearings was wildly inaccurate. I have 
conducted extensive hearings to bring out the facts concerning ELF and what 
constitutes a fair share of the oil wealth for all Alaskans. We have had over 20 
hours of testimony, including six from the Administration, six and a half from the 
oil industry and six from the public.

Contrary to your assertion that we held public hearings without notice, the ELF 
public hearings were scheduled and announced more than a week in advance. 
In fact, your paper printed our hearing schedule on February 3, and specifically 
mentioned the hearing that your editorial accused us of holding 'without notice.' 
Your suggestion that we would hold public hearings and then attempt to 
exclude the public is sloppy journalism and ludicrous.

My main concern is the development of a reasonable and responsible tax policy 
for Alaska. It needs to be fait to the oil companies, and it needs to be fair to the 
people of Alaska. The issue of ELF is only a part of that policy, but it deserves 
close examination.

Representative Cliff Davidson 
Co-Chairman, House Resources Committee
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Hearing on ELF 
set to consider 
cut in tax break

JUNEAU (AP?*— l(lorL thari $115 million in 
fiscal 1990 taxes will be at stake when the 
House Resources Committee next week opens 
this session’s hearings on legislation to amend 
the state’s oil tax structure.

The committee has scheduled four days of 
hearings on House Bill 118 to amend Alaska's 
Economic Limit Factor, known as ELF, a tax 
break intended to provide incentives for the de­
velopment of marginal oil fields.

The House Finance Committee proposal 
would cut the tax break on the state’s larger oil 
fields such as Prudhoe Bay and in return offer 
a bigger tax break on smaller fields.

The Revenue Department estimates the 
House bill vould generate $115 million in extra 
revenue next year and more than $2 billion 
over the next 16 years.

“We intend to give this legislation a fair and 
complete hearing,” said Rep. Cliff Davidson, 
D-Kodiak, co-chairman of House Resources.

A similar bill passed the Democrat-led I
House last session, but died in the Republican- !
controlled Senate without a single committee j
hearing.

Opposition to the bill comes primarily from 
the oil industry, Davidson said.

ifttuse-Resources will meet the afternoon of 
Feb. 9 and. lO.to hearJromJTowperjidministra- 
tion officials.

QlLindustryjtestimonyJs_scheduled. for. the 
afternoon.of-Fcb Îl^ancLa.statewidejelecon- 
ference is set. for ihe afternoon and evening of 
Feb._13 to hear from the publicfDavidson said.



It’s getting to be a zoo
I t 's  getting to be a zoo around 

here.
T his is great, bu t keeping up with 

i t  all is driving us crazy.
Take.this week, for example.
The President’s coming to town. 

So are more th an  90 Soviets from 
Moscow to Siberia, tagg ing along 
on Dixie Belcher’s Ju neau  music 
am bassadorship of m any years. A 
big annual resources conference 
opens, following on the heels of a 
big oil forecast conference. The 
construction industry  h a s  ano ther 
large meeting, rural A laskans arc 
gathering  in Southeastern , sem in­
ars and business functions are  pro­
liferating, noise levels have in ­
creased in Congress on arctic  oil 
development and  Southeastern tim ­
ber's future, th e  s ta te  House and 
A dm inistration are tu rn ing  up the 
hea t on new oil taxes, and  th a t’s 
ju s t for starters.

There are so m any  opportunities 
jum ping around this state th a t we’re 
falling  all over ourselves try ing  to 
keep up. (All the  whilg guarding 
our pockets from the gummint).

Guess how we know th a t the 
level of activity and opportunity 
h as increased significantly , so as 
to justify commentary.

I t's  the mail and  th eca len d ar.In  
recent weeks, with the volume of 
great mail we receive, we could fill

a  60-page newspaper with interest­
ing information. And pretty pho­
tos. And clear charts and  graphs. 
With the news scoops we stum ble 
on everywhere, we could fill another 
20 pages. With all the events we 
can 't all attend a t once, we could 
fill still more pages.

Alas, we are shackled by the old 
lim itations of ink  on paper, we can 
only print all the news th a t fits.

Judg ing by active weeks such as 
those in recent months, we can say 
with some confidence th a t the rec­
overy certainly has begun. Until 
all of this economic chum m ing 
yields the fish, we're repackaging 
parts of the Journal to cram  in 
more information.

Have fun reading it all. And keep 
up the good m ail and phone calls.

Short E L F  editorial
To cram more inform ation  we 

need shorter editorials around here. 
Here’s a short one on the ELF:

T inkering with oil taxes is not 
only greedy and goofball, it  is dirty 
pool.

We b I b o  th ink the House Resour­
ces Committee last week engaged 
in some dirty pool of its own m ak­
ing. Over hearings extending more 
than four days, guess where the 
industry  most impacted by th is tax 
increase was scheduled for giving

testim ony? On a  Saturday morn- 
in g a t8 a .m .

For those of us who a ren 't in oil 
or d o n 't pour over legislative pro­
duction as our daily  bread, guess 
how the House labelled the hear­
ings? "H earings on the ELF,” per­
haps, som ething w em ight all read­
ily understand? Nope. “HB 118, Oil 
& G as Properties Production T ax” 
is w hat the hearings were called.

We checked out the hearings a 
few times, and, a s  our Gene Rut­
ledge puts it, “T he ELF bill will 
never see day light in the Senate.”

T h a t is good. But it would have 
been better if  people all over the 
sta te  d idn 't have to invest the hours 
to say  No one m ore time. ELF mod­
ifications are  bad business. Let’s 
stop beating the dead horse.

Underdog winners
L ast week T hursday as these 

words went in to  type, the dober- 
m an had ju s t won best of show a t 
the W estm inster Kennel Club in 
M adison Squure Garden (judging 
by the description of the new cham ­
pion, we’ll likely see i t  in Sports 
Illustrated  soon).

One of these years, Roxy's going 
to win the Rondy. And the North 
A m erican and the Race of Cham ­
pions. ______
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STATE OF ALASKA
HOUSE OF REPRESENTATIVES 
Box V, Juneau, Alaska 99811 
(907) 465-2487 • 465-2498

REPRESENTATIVE CLIFF DAVIDSON • DISTRICT 27 • Box 746, Kodiak, Alaska 99615 • (907) 486-8250

February 27, 1989

Sally J. Suddock, Editor 
Alaska Journal of Commerce 
900 West 5th Avenue, Suite 410 
Anchorage, Alaska 99501

Dear Ms. Suddock,

This letter is in response to your 'short ELF editorial' of February 20th. Any tax 
policy is an on-going process of review and re-examination. Alaska’s tax policy 
on oil and gas produced on state property should be no exception.

Who’s to know which changes are in order to ensure public policies, over time, 
are doing their job? Certainly public policy that 'never sees the light of day' is 
policy doomed to darkness. I think more highly of and expect mo-e from those 
fine Alaskans serving as our Senators, those dedicated men and women who 
are constantly working for the public’s interest and our state’s welfare.

To set the record straight, by my recollection, during my three years of serving 
on the House Resources Committee, there has never been an 8:00 a.m. 
Saturday hearing -  and there certainly wasn’t one on Saturday, February 11, 
as you erroneously report.

t
I trust that you will print this response in fairness to me and the other members 
of the House Resources Committee. The Committee has worked very hard on 
the ELF legislation and on giving HB 118 a fair hearing.

Thank you for allowing me the opportunity for telling my side.

Sincerely,

Representative Cliff Davidson 
Co-Chair, House Resources Committee

CD/eed

cc: All Alaska State Senators
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Davidson ran hearing poorly
This is to voice my outrage at the way the 

statewide teleconference on House Bill 118 
(on modifying the Economic Limit Factor, or 
ELF) was handled from Juneau Feb. 13 by 
Rep. Cliff Davidson (D-Kodiak) co-chairman 
of the House Resources Committee.

I, along with 60 others in Anchorage, 
were “polled” on whether we were “for” or 
“against” the legislation. Instead of allow­
ing us to testify in the order in which we 
registered, Davidson “bumped” us to hear 
others in favor of the bill; in other words, 
those with views coinciding with his. This 
resulted in considerable delay for those 
wishing to testify against the bill.

Davidson’s snappy, often rude behavior 
toward people testifying against HB 118 was 
unprofessional and completely out of line. A 
public hearing is for the public, and if Mr. 
Davidson doesn’t like the views of the 
majority of Alaskans — who believe in 
private enterprise rather than a govern- ' 
ment-run economy — then perhaps he should 
reassess why he became an elected official.

To end on a positive note, I would like to 
commend the folks at the State Legislative 
Affairs office in Anchorage for doing a great 
job on the teleconference despite the lack of 
protocol on the part of Rep. Davidson. j

— Frank Baker !
Chugiak
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Box V, Juneau, Alaska 99811 
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REPRESENTATIVE CLIFF DAVIDSON • DISTRICT 27 • Box 746, Kodiak, Alaska 99615 • (907] 486-8250
February 27,1989

'Letters from the people'
Anchorage Daily News 
P.O. Box 14-9001 
Anchorage, Alaska 99514-9001

Dear Editor,

This letter is in response to Frank Baker’s letter appearing in your February 25 'Letters 
from the people.' In his letter Mr. Baker criticizes my handling of a statewide 
teleconference on HB 118, the ELF, which is being heard before the House Resources 
Committee.

It is always good to receive criticism, whether constructive or otherwise, after conducting 
a statewide teleconference. Any tax policy is a complex issue. Alaskan oil and gas 
production tax policy on state properties is especially complex, because it is historically 
difficult to 'puzzle ' together. That is why we are having extensive hearings on HB 118 
—  to fully cover the many and varied perspectives and components of this complex 
issue.

In my first statewide teleconference, I did take testimony from four people out of the 
order in which they had signed in (two in Anchorage and two in Fairbanks). Due to the 
large number of persons who had signed in to testify, thus knowing beforehand that not 
everyone who signed up would get the opportunity to testify, it was my judgement call 
that a balance of views, for and against and from different geographic areas, all be 
heard. Additional public testimony was taken after the dinner hour on Monday, as well 
as on the following Wednesday. All individuals who 'stuck it out' were able to be heard.

I truly appreciate and respect all publicly offered testimony. I have tried hard to be fair in 
all hearings on HB 118, whether testimony came from the public, oil company 
representatives or the Administration. You will find in the public record that members of 
the committee stated that they believed the hearings had been fair. Further, I have been 
complimented for my fairness in the hearings by oil industry lobbyists, most of whom I 
hold in high regard, as well as oil executives from within Alaska and several who came 
to the hearings from 'Outside.'

Thank you for allowing me the opportunity to tell my side of the issue.

Sincerely,

Representative Cliff Davidson 
District 27
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ELF hearing process was unfair
The public testimony before the House 

Resources Committee regarding HB118 (ELF 
revisions) was grossly mismanaged. In his 
letter to the editor printed in the Daily 
Hews Feb. 13, Gov. Cowper indicated that 
“citizens who support that effort (passage of 
HB118) can participate in a public hearing 
with the House Resources Committee Mon­
day, Feb. 13.”

Apparently, the House Resources Com­
mittee took the governor’s words literally!

Although normal procedure is that those 
wishing to testify sign in on. arrival and 
speak in order of arrival, the committee 
decided to bypass this procedure and allow 
those testifying in favor of HB118 priority 
over those opposed. Rep. Davidson ignored 
the signed and posted speaking order. He 
insisted that speakers opposed to HB118 be 
alternated with those in support of HB118, 
regardless of arrival time or place on'the 
roster. Rep. Davidson claimed this would 
give equal time to both sides.

What he actually did was rob citizens 
opposed to the bill their chance to testify. In 
addition, priority was given to elected and 
former officials, further reducing time avail­
able to those wishing to testify. Further­
more, in an attempt to discredit the testimo­
ny of those opposed to HB118, the 
committee requested that persons testifying 
indicate whether or not they derived their 
livelihood from the oil industry.

This was patently unfair and extremely 
frustrating for those of us who took time off 
from our jobs to testify on an issue that 
affects all Alaskans. Public testimony 
should be a time for all concerned citizens to 
voice their opinions on an issue, regardless 
of their stance on that issue or their place of 
employment.

— Jennifer Reed

Debate on ELF clouded
The Anchorage Daily News devotes tre­

mendous editorial space to its version of 
open and honest government, while brutaliz­
ing politicians who don’t meet the ADN’s 
standards.

Yet, when Rep. Cliff. Davidson, D-Kodi- 
ak, limited testimony at a recent ELF 
hearing primarily to those who support 
changing the ELF  (raising oil severance 
taxes), not a peep was uttered by the 
self-righteous ADN.

The Associated Press story the ADN ran 
on the ELF  hearings gave no indication of 
how the public testimony ran. Moreover, the 
opposition would have been higher if all
those who attended had beeen allowed to 
testify. Someone in Anchorage finally pro­
tested the hearing, claiming that of the 60 
people wanting to testify, all but two were 
opposed to ELF changes.

The ADN published a letter by Gov. 
Steve Cowper the day of the ELF hearings 
in which he said, “Kuparuk .. .  will pay 
less than before the loophole took effect 18 
months ago." This is a lie! Cowper’s ELF 
changes will increase Kuparuk’s severance 
tax from 8.3 percent to 13.2 percent — higher 
than in any other state. in

Lies and denial of the public process are 
being used to cloud the ELF  debate.

— Jerry Foster
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bel̂ ŝuch nonsense need only 
keep trsck of the number of Afghan 
refugees who, after the fall of 
Kabul, head across the Hindu Kush 
for aancluary In the Soviet Union 
and compare them with the mil­
lions of Indochinese boat
who continue to risk their lives In 
hopes of building a new life In the 
United States.
Then there la the matter of the 

troop withdrawals. You wouldn't 
know from most cunenl accounts 
that the U.S. withdrew from Viet­
nam of its own accord on a timet­
able of Its own making. In the sum­
mer and fall of 1969 (almost six 
yeara betore the fall of Saigon) the 
U.S. 9th Infantry Division and 3rd 
Marine Division left Vietnam. In 
1970, the 1st Infantry Division was

irf>rn*o< it*»r If* h*Hy Nr** Mlnrr
withdrawn, as were the t th and 33th 
Infantry Divisions. The 1st Cavalry 
Division and the 1st Marino Divi­
sion departed In early 1971, and In 
the winter of 1971 (still over three 
years before the end of the war) the 
last U.S. dlvlslonal-slzcd units—the 
America! Division and ihe 101st 
Airborne Division—were with­
drawn.
When the United States signed 

the Paris "Peace" Accords In 
January 1973, Its ground combat 
forcea had long since left Vietnam. 
By comparison, when the Soviet 
Union signed the "AfghanlstanSet- 
tlcmcnt" In Geneva on May 15, 
1988, Its forces were still actively 
engaged in combat with the Afghan 
guerrillas. Where all U.S. military 
forces were withdrawn from Viet­
nam within 60 days of the signing of 
the Paris Accords, It has taken the

ircc. The 
Itcmsfilvi
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had literally destroyed the 
with their III-conceived T| 
slve In loea. Vietnam tods., 
no bones about the fact thaV 
following seven ycors (I.e.. for a 
period longer than World War II) 
the war became primarily a matter 
for the regular forces of the North 
Vietnamese Army rather than for 
the Viet Cong.
In 1972, the N VA also made a dis­

astrous miscalculation. With 
almost all U.S. ground combat 
forces withdrawn, they thought the 
South Vietnamese Army would be 
easy pickings, so they launched 
their multi-division cross-border 
Eastertide Invasion. But, to their 
surprise this attack was turned 
back with terrible losses by a dcler- 
mlncd South Vietnamese Army 
bocked up by the massive applica­
tion of U.S. air power.
Thus, In 1973, when the U.S. de-

ulmuM nil the rund* were open to 
travel, the markets were over­
loaded with food, and refugees con­
tinued to voto with their feet and 
flock Into the government- 
controlled areas.
The Soviets must wish they had It 

so good. Kabul, In 1989, finds Itself 
In almost exactly the opposite 
situation as Saigon In 1973. In 
Afghanistan, It Is the guerrillas 
that dominate the battlefield. The 
mujahedoen rebels control the 
countryside and Interdict the roads 
whenever they choose to do so. 
Kabul Is a city under sclgc. and re­
ports are that foodstuffs are be­
coming scarce. Abandoned by the 
majority of the Afghan people, 
there are serious doubts that the 
Najlbullah regime can survive.
Having said all this, there may 

yet be a valid comparison between 
Vietnam and Afghanistan, a com­
parison that grows out of the fact

thing, nut only refusing lo honor It* 
guarantees under the Vletnsmcie 
government that It would relnter- 
vcno If the accords were violated. 
Improving relations with the Soviet 
Union was deemed more Important 
than the survival of an erstwhile 
ally.

Now, even as the last Soviet sol­
dier leaves Afghanistan, objections 
are beginning to be raised to the 
propriety of sending arms and 
equipment through Pakistan. Once 
again, there are those who argue 
that improving relations with the 
Soviet Union is far more Important 
than honoring guarantees to a rag­
tag ally. And, If It persists in such
fiusillanlmlty, once again the Un- ted States may find Itself snatch­
ing defeat from the Jaws of victory.

Harry C. Summers Jr. it a former col- 
one/ In Ihe U S Army. His column Is distri­
buted by the Uos Angeles Times Syndics te.

L e t t e r s

to the Editor

The Dally News Mtnsr wekomea letters te the editor, P.O. Boa 710, 
Fairbanks, AK 99707. Each letter must carry the name and addrtss ot 
the enter, which will be published. Letters Ibat are libelous or In poor 
taste will be rejected, ra in l-vou  letters will be published In the 
"Applause" column. Because ot space limitations, the following rules 
generally apply: A letter may not be longer than 33d mwrit. Copies o f 
letters from one person to another will not be published. No one may 
publish more than one letter per month. Political endorsement letters 
from outside a i r  readership a rts will not be published. The Dally 
News Miner reserves Ihe right to edit or reject any letter submitted.

B utt  out
March 1,198S 

(7« Da Niece St.
North Pole, AK 99705 

To the editor:
In Sunday's Newa-Miner I read 

another letter by pro-lifer Donna 
Holbrook condemning an abortion 
which quite likely gave the mother 
a better chance of surviving the 
coma she Is in.
Her letter was an example of the 

bigoted, radical beliefs of pro­
lifers, and others who ore against 
abortion for any reason. I have no 
time or patiencejivith anyone who

would presume to know what's best 
for a pregnant woman. That is such 
a serious, personal condition that it 
should be discussed and decided 
upon only by the lady and the father 
and/or close relatives, and aJ/other 
big-nosed, busybodle3 should butt 
out.

Michael Allen

Close a loophole
March 1,1989 
P.O. Box 82079 

Fairbanks, AK 99708
To the editor:
I found It Interesting that Mr.

Corbet was kind enough to advise 
the public who were unable to 
attend hearings on HB 118 with the 
"real facts." Particularly since he 
was only present on Monday eve­
ning; not during the "more than 
four hour” afternoon session he 
alludes to.
His statement regarding the way 

House Resources Chair Cliff David­
son conducted the hearings Is not 
factual. After some early attempt 
to allow a balance of views, the for/ 
against was abandoned and testi­
mony was taken In order of sign-in. 
At least In Fairbanks. Reports
f

i/jri 3/i

from Anchorage, the source of 
most opposition, Indicated that the 
oil Industry had stacked the hear­
ing wllh employees and that a num­
ber of citizens left without tes­
tifying.
It really shouldn't surprise any­

one that those testifying in favor of 
eliminating an oil company tax 
loophole would be working (or non­
working) people, citizens who care 
about Alaska, public officials who 
have a responsibility to protect the 
resources and public Interest 
groups. Or that those opposing any 
changes in oil taxation arc industry 
employees and contractors. The 
chambers are run by oil execu­
tives, no surprise there cither.
Clearly there Is a great "silent 
majority" who didn't take part In 
these public hearings. When any 
one industry dominates an eco­
nomy or state, the tentacles be­
come long and deep. The brutal 
truth Is that Alaskans arc as en­

slaved to Big Oil as any drug Junkie 
Is to the source of the next fix. 1 fear 
it may lake more courage than we 
have to break the addiction.
A starting point would be to ex­

press Justifiable outrage at the 
farce hearings on SB 97 promises to 
be. The Senate Special Committee 
on OU and Gas, chaired by Drue 
Pearce, will "hear" public testi­
mony on this bill March 18. Other 
committee membcrsare: Paul Fis­
cher, Rick Halford and Tim Kelly. 
Can we really expect an impartial 
hearing from senators who are 
cither openly employed by the In­
dustry or receiving most campaign 
funds from It? Or that the bill won’t 
die In committee?
This group needs to be pressed 
hard to put Ihe bill out on the floor 
for a vote. Alaskans deserve to 
know exactly who their elected rep­
resentatives really serve.

Tom Favero

Usdd also said that ha MlVsl 
oÎ Mtfd'a companlM, Lake 

,000 tor cerulnKli 
ainMlrlp In Coat* Rica that 
designed lo help supply the Con 
on tne Southern Froat In Ni- 
agua.
Gadd said North colts ted hit 

help build the airstrip far ir> 
military supply missions lo 
Nlcarsgusn Contru while <

Soldier plead> 
guilty to spy 'u
WASHINGTON (AP)-An Ai 

warrant officer admitted at 
opening of his court-martial It 
that he wu Involved In a five; 
conspiracy to provide classt 
military Information lo War 
Pact nations.
Warrant Officer James W. 
Ill, 30, of New York City, pie; 
guilty to *1110 counts of eapion 
attempted espionage and failit 
obey Army regulations that < 
lodged against him after his bi 
lost December In Georgia.
Col. Howard C. Eggen. Use n try Judge presiding at the < 
martial at Fort McNulr here 
not Immediately accept Hall's 
ty plea. Under Army regulali 
be will bear the prosecution's • 
against Hall and defense witne 
before deciding Hall's guilt 
punishment.
Court official̂yd Eggers' 

verdict and senftD̂  probably 
not come before Friday.
Under ■ defense-initiated 

trial agreement disclosed du 
the court martial today, 
pleaded guilty to all chai 
against him In exchange foi 
government agreeing not to 
tbe death penalty.
The rest of the governmi 
agreement on a sentence for 
was not disclosed,»

/



TESTIMONY 
OF

BP EXPLORATION 
ON

HOUSE BILL NO. 118 

(February 11, 1989)

Mr. Chairman, Members of the Committee: Good after­

noon. My name is Thomas K. Williams, and I am here to testify on 

behalf of BP Exploration (formerly known as Standard Alaska 

Production Company) and its parent, BP America, regarding the 

changes to the Economic Limit Factor (ELF) proposed in House Bill 

No. 118. We believe the proposed changes are unnecessary, ill- 

advised, unfair and ill-conceived, and should not be adopted.

Unnecessary Changes. The changes are unnecessary 

because the present ELF formula is working perfectly well and as 

intended. Without an ELF, the production tax is a regressive 

tax. That is, the tax is the same regardless of how easily a 

field can afford to pay it. The ELF makes the tax progressive by 

assessing more profitable fields at a higher rate of tax, while 

allowing a lower tax rate for less profitable ones. Every field
* * i i

during its life makes a transition from a profitable phase to an 

increasingly less profitable one, until there eventually is no 

profit left at all and production ceases.

The present ELF formula reflects this transition as and 

when it occurs. It does so by asking what fraction of a field's ' 

current production is needed to cover the direct costs of getting 

that production out of the ground. When the fraction is small,

BP EXPLORATION 8P  Exploration (Alaska) Inc. 
900 East Ban son Boulevard 
PO. Box 196812 
Anchorage, Alaska 99519-6612 
(907) 581-5111



it means the field has a large operating margin that can be

tapped for higher taxes. When the fraction is close to one, it

means almost all the production is needed to cover costs, and the 

field cannot afford to pay a lot of tax. The ELF has been the 

key that has allowed Alaska to impose a tax with the highest rate 

in the nation (15%), without suffering any loss of production or 

development as the result of doing so.

The present ELF works perfectly fine for marginal 

fields. Milne Point is often cited as an example where the pres­

ent ELF failed to work. The fact is, the ELF had reduced the tax 

rate to zero for Milne Point during the last half of the time it 

was in production. That is the ultimate in tax relief, and the 

proposed ELF formula in HB 118 cannot and will not provide any

further relief for Milne Point than that.

Ill-advised Changes. The proposed changes to the ELF 

formula in HB 118 are ill-advised because the ELF would no longer 

depend on a field's relative profitability in setting the actual 

rate of tax. The changes being proposed appear to be intended to 

lower tax rates for fields with less than 150,000 barrels a day 

of production, while increasing them for fields with more.

This would place emphasis on a wholly inappropriate 

factor, field size. A field's size has, at best, only a loose 

relationship with how profitable it is and how much tax it can 

reasonably afford to pay. For example, in terms of dollars 

returned for each dollar invested, the most profitable field in 

Alaska's history is the McArthur River field, which never reached



the 150,000 barrel-a-day level. Yet this field would have been given tax 
relief as a "marginal" field under HB 116, even at its heyday.

The proposed changes are also ill-advised because the State
stands to gain more from additional investment and development of Prudhoe 
Bay and Kuparuk than it will from any of the "marginal" fields on the North
slope. The Eileen (West End) Project at Prudhoe Bay, for instance, will add
over 100,000,000 barrels of new reserves. This single project is larger than
either Milne Point or Niakuk. Yet the proposed new ELF formula would
make it even more difficult to justify economically the investment in these
large but increasingly marginal projects at Prudhoe Bay.

Testimony yesterday by the Cowper Administration endorsing 
changes to the ELF formula suggested that there are marginal fields just 
waiting for the ELF to be changed and then they will start producing. You 
were told, for example, that HB 116 could let Niakuk start up four years 
earlier. Well, you have been told wrong. What is holding Niakuk up is a 
permit for the causeway that it needs. And Milne Point already had a tax 
rate of zero under the present ELF, so I don't see how HB 116 could make a 
real difference there. The fact is, there are no commitments to develop any 
other new fields, no announced plans, not even any serious discussions. No 
one is saying that they will start up a new marginal field if you change the 
ELF formula for them. So don’t let yourselves be misled into thinking there 
is a lot of marginal production to be gained by changing the ELF.

What you are hearing, and what you undoubtedly will 
continue to hear, are warnings about what changing the ELF will mean 
for marginal projects in the large fields. Such warnings, cautions,
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caveats, or whatever you want to call them, are NOT intended to be 
threats. The industry is not going to pick up its marbles and go home 
if you change the ELF. But changing it will make some projects too 
expensive for us to afford. HB 116 will adversely affect the 
economics for developing the periphery of the two large fields and for 
continued in-fill drilling on closer well spacing to maximize 
recoverable reserves and keeps pnxiuction as high as possible.

UNFAIR CHANGES. The proposed changes are unfair in at 
least three fundamental respects. First, fields in similar economic 
situations would be taxed at very dissimilar rates. For example, when 
Prudhoe Bay is averaging 500 barrels a day per well, its tax rate 
under this formula would still be approximately 11.95 percent, while 
Lisburne's rate at 500 barrels a day per well would be nearly a 
thousand times smaller — only 0.016 of one percent. I have attached 
a worksheet to my written testimony, which shows how these 
numbers have been calculated.

Second, HB 116 is unfair because the oil industry is 
already being disproportionately taxed relative to other industries in 
Alaska. In the January 1969 edition of Alaska Business Monthly, 
economist Andrew Safir writes that oil and gas contributed 3 3 . 3  
percent of Alaska's “gross state product" in 1966, the latest year for 
which figures are available. But although petroleum represents only 
one third of the economy, it accounts for 90 percent of



the money the State of Alaska collects each year. It is unfair 

to demand more taxes from the oil industry when all other indus­

tries enjoy such smaller burdens.

Third, the proposed changes to the ELF are unfair be­

cause the State is already receiving a fair share (or more) from 

North Slope oil production. In 1981 there was a political con­

sensus that the wealth of the petroleum resource should be shared 

roughly equally among the three interests sharing in it —  the 

State of Alaska, the oil industry and the IRS. As far as Alaska 

was concerned, it would be content that it was receiving its fair 

share as long as that share did not go below 30 percent. Figures 

published by the Department of Revenue in 1985 and 1986 show that 

the State has stayed above this 30 percent minimum for each fis­

cal year since 1981. In fact, the 1986 analysis, which was pub­

lished by the Cowper Administration before the ELF debate flared 

up, shows that the State's share of net production and pipeline 

re\*enues this fiscal year would be 69.4 percent at $7.00 wellhead 

prices, and 55.4 percent at $9.00 wellhead prices. The latest 

revenue forecast, from last October, predicts an average wellhead 

price this fiscal year of $7.36 (mid case), which means the State 

is likely to be closer to the 69% figure instead of the 55% one. 

In the future, as operating costs continue to go up and produc­

tion starts to go down, the trend will be for the State's share 

of the net revenue to increase rather than decrease.

Ill-conceived Changes. If the intent of HB 118 is to 

have the same tax rate for a 150,000 barrel-a-day field as under
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the present tax, with lowered rates for smaller fields and in­

creased rates for larger ones, then the formula in the bill is 

wrong. The math simply does not k. This is because the bill 

takes the exponents in the wrong or^er.

The sequence in which exponents are taken makes a big 

difference. For example, take

This may be easier to think about (and certainly easier to type!) 

if we use a caret ("A") to indicate that an expression is an ex­

ponent. The expression above would then look like this: 4A3A2.

Without any parentheses to indicate a different order, 

the correct sequence in a compound exponent is to start at the 

top and work down or, when using carets to indicate exponents, to 

start at the right and work left. Thus, we first raise three to 

the second power: three squared is nine.

4A(3A2) = 4A (3 x 3)

= 4A (9)

Then we raise four to the ninth power. Four times itself nine 

times is 262,144.
1 i * i

4A9 = 4 x 4 x 4 x 4 x 4 x 4 x 4 x 4 x 4

= 262,144

If we went the other way, starting with four and working our way 

to two, then four cubed is 64, and 64 squared is 4,096.



= (64)A2

= 64 x 64

= 4,096

As you can see, this produces a very different result from the 

first. The order in which compound exponents are applied is

crucial in determining the outcome.

The formula in HB 118 takes the exponents in the wrong 

sequence from what seems to be intended. In the present ELF 

formula there are two components: a "base" and an exponent. If

we use "A" to represent the base and "B" to represent the expo­

nent, the present formula is AAB. HB 118 introduces a new 

component, a second exponent, into the formula between "A" and 

"B;" "A" and ''B" are the same in the proposed formula as they are 

in the present one, so the difference between the two formulas is 

this new, second exponent. If we call this new exponent "C," 

then the new formula is AACAB. But is this (AAC)AB or AA (CAB) ?

As HB 118 is written, the formula is AA (CAB).

"C" is defined in the bill to be [150,000/(TP/WD)]. in

other words, "C" equals 150,000 divided by tYie average daily

production from the field during the tax period. It is plain 

that "C" is intended to equal 1.0 for a 150,000 barrel-a-day 

field, because then "C" equals 150,000 divided by 150,000. But 

if the number one is raised to any power, the result is still 

one. For a 150,000 barrel-a-day field, AA (CAB) will be AA(1AB), 

or AA(1). Any number raised to the first power is the same

= (4 x 4 x 4)A2(4A3)A2
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number, so AA (1) is the same as "A." Hence the ELF for a 150,000 

barrel-a-day field will be "A" under HB 118, instead of AAB. The 

ELF will not be the same, and in fact the tax will be higher for 

a 150,000 barrel-a-day field under HB 118 than it is under the 

present law (assuming in the present law the 300 B/D/well pre­

sumption for the field has not been rebutted and shown to be 460 

B/D/well or more).

In conclusion, then, the proposed changes to the ELF 

formula are unnecessary because the present formula is not broken 

and does not need to be fixed. The proposed changes are ill- 

advised because field size is not a reliable indicator of a 

fields economic health and ability to withstand a high rate of 

tax. Tiiey are also ill-advised because they over-emphasize the 

importance of so-called "marginal" fields at the expense of mar­

ginal projects in the large fields: marginal projects in large

fields can have greater overall benefits for Alaska and Alaskans 

than the development of small fields. The proposed changes to 

the ELF are unfair, first, because of the wildly different treat­

ment that will occur between comparably profitable fields; sec­

ond, because of the disparity between the present level of taxa­

tion on the oil industry and the burden on any other resource 

industry; and third, because the State is already receiving more 

than a fair share of the value of the resource. The proposed 

changes to the ELF are ill-conceived because the formula in the 

bill is mathematically deficient and fails to achieve the



apparent objective of keeping the tax rate the same for fields 

producing 150,000 barrels a day.

Thank you for this opportunity to testify to you today. 

I would be pleased to answer any questions the Committee may 

have.

• 1 i
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^  Prudhoe Bay

Average Production Rate per Well = 500 B/D 
Number of Wells (projected) = 745 
Fieldwide Production = 372,500 B/D

"A" = (1 - [PEL/TP])
= (1 - [(300*745)/372,500]
= 0.400000

MB" = [150,000/(TP/Days)] 
= [150,000/372,500]
= 0.402685

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

Tax Rate = ELF * 15%
[AA (BAC)] * 15%
[0.400000A (0.402685A1.533333) ] * 15% 
[0.400000A0.247902] * 15%
[0.796801] * 15%
11.95202%

Lisburne

Average Production Rate per Well = 500 B/D 
Number of Wells (projected) = 81 
Fieldwide Production = 40,500 B/D

"A" = (1 - [PEL/TP])
= (1 - [ (300*81)/40,500]
= 0.400000

"B" =

iir»u —

[150,000/(TP/Days)]
[150,000/40,500]
3.703704

[(460*WD)/PEL]
[(460*WD)/(300*WD)] 
[460/300]
1.533333

Tax Rate = ELF * 15%
[AA (BAC)] * 15%-
[0.400000A (3.703704A1.533333)] * 15% 
[0.400000A7.445755] * 15%
[0.001089] * 15%
0.01634%
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WHERE THE PRODUCTION REVENUE GOES 

FY 89

$ MILLIONS $/BBL

TOTAL REVENUE 5,300 7.36

PRODUCTION COSTS 2,440 (3.39)

NET REVENUE (THE "PIE") 2,860 3.97 100%

TO ALASKA GOVERNMENT

ROYALTY 627 0.87
PRODUCTION TAX 547 0.76
PROPERTY TAX 214 0.30
INCOME TAX 130 0.18

TOTAL 1,518 2.11 53%

TO FEDERAL GOVERNMENT 455 0.63 16%

TO INDUSTRY 887 1.23 31%

\



TAPS Tariff (S/bbl)
Low Mid High

FY 89 3.22 3.09 3.09
FY 90 3.36 3.05 3.07
FY 91 2.90 3.08 3.05

Wellhead Value (SQM
Low Mid High

FY 89 6.49 7.36 8.82
FY 90 3.63 7.00 10.94
FY 91 5.79 11.02 18.28

Total Alaska Production Volume fmmbbs/davl
L<?w Mid High

FY 89 1.92 1.97 1.97
FY 90 1.82 1.86 1.88
FY 91 1.71 1.76 1.81

Inflation I%1
Low Mid High

FY 89 3.36 4.19 5.19FY 90 3.15 4.15 5.55
FY 91 3.00 4.15 5.80

(Utilized to generate nominal dollar value of tbe revenue projections.)
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GENERAL FUND UNRESTRICTED REVENUES
(Millions of Dollars)

FY 1988 FY 1989 ESTIMATES FY 1990 ESTIMATES FY 1991 ESTIMATESTAXES
Income

Actuals M L -Hish Low M i . Hish JLfljr.. Mid High

Corporate General 23.4 14.0 14.0 14.0 14.0 14.0 14.0 14.0 14.0 14.0Corporate - Petroleum (1) 158.0 1224 m o 138.0 115.0 125.0 138.0 109.0 1.20.0 144.0Total 191.4 136.0 144,0 1524 129.0 139.0 152.0 1234 134.0 158.0
Gross Rereipts
Alaska Business license 1.4 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5Fish - Canned/Shorebased (2) 13.8 13.2 13.2 13.2 12.0 12.0 12.0 14.0 14.0 14.0Fish - Floating 8.7 11.3 11.3 11.3 9.0 9.0 9.0 9.0 9.0 9.0Salmon Enhancement (3) 5.8 8.9 8.9 8.9 7.0 7.0 7.0 7.0 7.0 7.0Seafood Marketing (4) 2.7 3.3 3.3 3.3 2.5 2.5 2.5 2.5 2.5 2.5Insurance Companies 23.7 22.0 22.0 22.0 22.0 22.0 22.0 22.0 22.0 22.0Electric & Telephone Coops 2.0 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9Mining license Tax _44 _44 _44 JL4 _44 _44 _44 JL4 _44 .44Total 524 62.5 62.5 524 554 56.3 56.3 58.3 524 524

Severance
Oil & Gas Production 816.4 489.0 544.9 641.7 357.5 482.2 730.5 330.7 483.3 726.6Oil & Gas Conservation _24 _24 .24 _24 -24 _24 _24 _21 _24 -24Total 2142 491.5 547.4 m i 359.8 4244 732.8 332.8 485.5 728.8
EroocriY
Oil & Gas 96.2 90.1 90.1 m 254 254 86.0 224 82.3 82.3
Sale/Use
Alcoholic Beverages 12.1 11.6 11.6 11.6 11.5 11.5 11.5 11.5 11.5 11.5
Fuel Taxes - Aviation 9.0 9.0 9.0 9.0 9.1 9.1 9.1 9.1 9.1 9.1
Fuel Taxes * Highway 19.3 19.5 19.5 19.5 19.6 19.6 19.6 19.6 19.6 19.6
Fuel Taxes - Marine 5.3 5.4 5.4 5.4 5.4 5.4 5.4 5.4 5.4 5.4
Tobacco Products £ 1 £ 2 £ 2 £2 41 41 41 44 44 44Total 51.8 5LZ 5LZ 51.7 51.7 51.7 5L2 51.5 51.5 514

Other
Estate _JU JL 1 _4Z _4Z _42 _£L2 _4Z _42 _42 _42

TOTAL TAXES 1206.9 832.5 2244 1001.2 683.5 818.2 1079.5 648.6 812 J  1079.6



_______________________________________________________________________f t _________________________________________________________________________ f t

LICENSES & PERMITS
Actuals Low Mid Jdizh Low m ilish Low Mid High

Business (5) 8.6 7.5 7.5 7.5 7.5 7.5 7.5 7.5 7.5 7.5
Noa-Bus-oess 1 2 * 2 19.5 19.5 1 2 * 5 19.5 19.5 19.5 12*5 19.5 12x5
Total 22*3. 2 10 27.0 27.0 27.0 2 10 27.0 2L2 27.0 2 10

INTERGOVERNMENTAL RECEIPTS
Federal Shared Revenues (6) 2x2 2*5 2x5 2x5 2x2 2x2 2x2 2x5 2x5. 2*5

STATE RESOURCE REVENUE 
SakAiss
Bonus Sales (6X7X8) 5.6 10.1 10.1 10.1 0.0 0.0 0.0 0.0 0.0 0.0
Investment Earnings (9) 132.6 105.8 109.0 113.4 19.6 29.1 67.2 15.4 15.4 29.9
Rents (6X7X8) 6.0 6.3 6.3 6.3 6.5 6.5 6.5 6.5 6.5 6.5
Royalties (6) 694.8 393.8 469.8 563.4 194.1 4.',0.8 680.3 223.4 450.5 711.1
Sale of State Property (5) 3.8 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5
Gravel, Timber, etc. _L1 _L5 -1x5 -1x5 _l-5 _L5 _L5 .1x5 _L5 _L5Total 843.9 521.0 600.2 698.2 225.2 471.4 759.0 250.3 477.4 252x5

Facilities Related Charges
Airports 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8
Ferry System—SE 26.0 30.5 30.5 30.5 31.9 31.9 31.9 33.5 33.5 33.5
Ferry System—SW 3.8 4.3 4.3 4.3 4.5 4.5 4.5 4.6 4.6 4.6
Oilier (5) -L2 1 0 1 0 Jx2 .1x2 1 0 1 0 1 0 1 0Total 32.3 37.6 37.6 22*5 39.2 22x2 39.2 40.9 40.9 42*2

Services Related Charges
Court System 5.5 5.5 5.5 5.5 5.6 5.6 5.6 5.7 5.7 5.7
Other (5) 2.0 .2x5 2.6 1 1 1 0 .212 1 0 2x2 2x2 2*2Total 1 1 LI 2x1 2x1 11 2x5 M 2x2 2x2 2*2

TOTAL RESOURCE REVENUE 883.7 566.7 645.9 743,9 273.0 512x2 806.8 300.1 527.2. 222*2

MISCELLANEOUS REVENUE m 15.0 n o 110 15.0 15.0 15x2 15x2 15*2 15.0
SPECIAL SETTLEMENTS flOVl 11 161.9 22L2 22L2 22L2 2x2 2x2 2x2 2x2 2*2 2*2

TOTAL UNRESTRICTED
REVENUE fl2 ) m s s 1670.9 1814.0 2016.8 1006.5 1387.4 1936J 998.2 1389.0 193L41

MENTAL HEALTH TRUST 
INCOME ACCOUNT (13) 1 0 22*5 90.7 100.8 50.3 694 96.8 49.9 69.5 96.6

* Footnotes on the following page.
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Testimony, ELF
Resources committee, House of Representatives 
Juneau, Alaska 
February 1 1, 1989
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On February 11, 1989, Mr. Ben L. Odom, Senior Vice President 
of operations of ARCO Alaska, Inc. will offer testimony 
concerning House Bill 118 to the Resources Committee of the 
Alaska State House of Representatives, Mr. Odom will express 
ARCO Alaska's opposition to any changes to the Economic Limit 
Factor (ELF) and specifically the modifications dictated by 
H.B, 118. The effects on the oil industry of H.B. lie will 
be discussed and specific examples will be provided showing 
the Kuparuk River Unit of which Arco Alaska is both the 
operator and a Major investor. Discussion will revolve 
around how operations and future plans related to Kuparuk can 
and will be negatively impacted by H.B. 118. Economic 
evaluations and various exhibits will be used to illustrate 
how the Bill would function to deter oil industry exploration 
and production in Alaska.

The near and long term economic welfare of the State cf 
Alaska and the oil industry are extraordinarily intertwined. 
House Bill 118 is a change in fundamental tax policy that is 
detrimental to the oil industry. Any change in the ELF Oil 
and Gas Properties Production Tax laws that adversely effects 
the ability of the industry to develop the state's oil and

?as resources, is detrimental both to the state and to the ndustry.



PROJECT PORTFOLIO 
KUPARUK

Project
Prilling

• Peripheral Driilslte 2K
• Peripheral Driilslte 3R
• Peripheral Driilslte 2U 
« Peripheral Driilslte 2L
• Peripheral Driilslte 3G
• Rem. Peripheral Dev.

Waterflood/EOR
• UP-3 Expansion
• Infill Drill @ DS 1Y/2Z
• Infill Drill @  DS 1A
• Phase I Infill Drilling
•  F u l l f i e l d  E O R

Description
Selective peripherat DS development 
on 160 acre spacing. Total of 98 
additional wells

14 driilslte expansions, 6 new drillsites, 
180 additional wells 
1 rig 1989, 2 rigs thereafter

Additional water handling capacity @ CPF-3 
22 now wells. Improve EOR efficiency 
16 wells. Seed fcwr Phase I infill 
160 + 80 acre accelerate reserves 
19 drillsites staged over 4 years

l i m ing

1989 SU
1989 SU
1990 SU 
1990 SU 
1990 SU 
1990===>

1990 SL 
1989===> 

1989 SU
1991 SU 
1991 SU
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Testimony, ELF
Resources Committee, House of Representatives 
Juneau, AK 
February 11, 1989

Good afternoon. My name is Ben Odom. I am Senior Vice President of 
Operations of ARCO Alaska, Inc. I appreciate the opportunity to offer testimony 
today concerning yet another proposed modification to the Economic Limit 
Factor of the Alaska Oil and Gas Properties Production Tax.

I feel certain that it will come as no surprise to you that ARCO Alaska opposes 
any changes to the Economic Limit Factor (ELF) which would have the effect of 
increasing the oil and gas industry's tax burden. We certainly identify with your 
problems concerning the potential budget deficit generated by the drop in crude 
oil prices. We have had to make a number of difficult decisions because of 
lower crude prices, including organizational restructuring and substantial 
reductions in costs, because our revenues, like yours, were and are, tied to the 
price of crude oil.

9  Our economics for making investment decisions contain two principal
components. Estimated prices and estimated costs. We know we can't control 
prices, and we have learned we don't have the ability to predict them very well 
either. That leaves only cost. Other than the actual costs of transporting the 
crude oil, the largest single cost we have in Alaska is not the result of the 
remoteness of the fields or even the cold. The largest single item of cost we 
face in Alaska is taxes. Higher costs or lower prices result in exactly the same 
thing -- more oil left in the ground -- more oil that could be recovered becomes 
uneconomic to recover. That oil which is left in the ground because it is 
uneconomic will not return any royalties to the State, and it's from these 
royalties that the contributions are made to the Permanent Fund. It will not 
result in the payment of any production tax nor generate any income tax. Oil left 
in the ground will not create jobs. It will not utilize the facilities already available 
for its production, therefore, those facilities will generate less ad valorem tax 
revenues. The ELF helps to reduce the regressive effect of a gross production 
tax and prevent the premature cessation of oil production. Short-term fixes 
resulting in higher costs today have the result of removing jobs today and 
revenue from the future.
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High crude prices have meant more tax and more royalty for the state. Those 
high prices have also equated to more crude oil reserves and more jobs to 
produce those reserves. However, reserves are not the equivalent of the total 
amount of crude oil in a reservoir. There is also an economic consideration. 
Reserves are instead only equal to the amount of crude oil that can be 
economically produced. Added crude reserves come when prices have been 
high enough to provide the economic incentive to pay for the technology 
specific to each reservoir and to pay for workers and equipment to implement 
that technology in each reservoir. Low prices mean reduced crude reserves; 
high costs likewise mean reduced crude reserves.

I want to show you this afternoon some information about the Kuparuk River 
Unit which should give you cause to move carefully in considering changes to 
the ELF. It is my understanding that the administration has prepared the 1990 
budget based on a $14 Gulf Coast North Slope crude pn'ce. I would like to call 
your attention to Exhibit I, which indicates the impact on the Kuparuk River Unit 
of a $14.01 crude oil price. Kuparuk is the second largest oil field in North 
America with a current daily production rate of around 300,000 barrels. Our 
studies indicate nearly a billion barrels of oil can be produced with the existing 
wells and facilities. Half as much again is recoverable with additional capital 
spending. One might suppose that this field is an extremely profitable 
investment. But contrary to what you read in the papers or see on television, at 
$14 a barrel, Kuparuk is anything but profitable. As the exhibit so clearly shows, 
the State already, with the current ELF, receives more than 100% of the 
available net revenue on each incremental barrel of crude.

Even at its current peak production rate, only the State of Alaska, not the 
Kuparuk investors, receives a profit. These numbers paint a rather bleak picture 
at $14 a barrel. How can increasing the production tax burden by 160% over 
the next ten years, as HB-118 would do, be justified when you look at the 
economics? The State would certainly appear to be receiving a great deal 
more than a fair share of the available revenue.

The producer’s return on each incremental barrel of oil will determine whether 
additional investments are made to produce more oil. Kuparuk has no natural
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gas cap to force the oil from the ground. From the day the first barrel was lifted, 
pressure has been decreasing, and production on a per-well basis would 
decline without extensive additional investment in enhanced recovery projects. 
These new investments are very costly and can only provide for a slower 
decline in production than would otherwise occur. The loss per barrel that you 
see is the amount that must support the economic decision of whether we 
continue to create additional crude oil reserves in the Kuparuk River Unit. Do 
we operate a drilling rig to do well workovers to produce more barrels when we 
lose $.14 on each barrel? Does it look better to double the production tax and 
increase the loss to $.32? There is not a multiplier or an exponent which will 
convert this loss to an economic incentive to spend more money, to generate 
more barrels at a loss. What is at issue is the one half billion barrels in the 
ground that require additional wells and investment to produce.

We are currently looking at a long-range plan for Kuparuk involving what we 
hope to be a continuing development package. As attached Exhibit II shows, 
there are many development projects left to be done at Kuparuk, and they 
would require additional capital of almost $1.6 billion and would create 
additional Alaskan jobs amounting to nearly 4000 man years of construction. 
Many of those projects will stay on the drawing board unless we have higher 
crude oil prices or lower costs -  or both. We can't do it without your help. The 
industry can't live with low prices and higher taxes. Among these projects, for 
example, is a drill site on the periphery of the Kuparuk field. Our plans call for a 
project consisting of 12 wells to be drilled on the site, providing an additional 12 
million barrels of new oil reserves. Under the State's price forecasts and the 
present tax laws, this project is only marginally economic. If HB-118 is enacted, 
this project won’t happen. Twelve million barrels of oil and effectively $35 
million in State revenue will be left in the ground. Of the $35 million, $14 million 
would go into the Permanent Fund.

The importance of tax burden in a project evaluation cannot be overstated. The 
ELF plays a pivotal role in mitigating the regressive nature of the Alaska 
production tax by taking into account the economic realities of oil field 
operations. Those realities are that it doesn’t matter how large or small the field 
is, what does matter is that each new project must stand on its own by showing 
a positive net present worth. Although prices are still very low, the current ELF



provides a small but measurable incentive to help reduce some of the costs 
associated with producing more oil.

When I initially came to Alaska in 1968, the severance tax rate was 1%. A step 
production tax was introduced in 1974 to help mitigate the production tax 
burden on wells whose production was at certain low levels. This step 
methodology was modified in 1977 with the introduction of the ELF, and the 
maximum statutory rate was increased to 12.25%. Again in 1981 the statutory 
rate was increased to 15%, the highest production or severance tax rate in the 
nation. In addition, the application of the ELF was limited during the first ten 
years of production. As the curves in Exhibit III indicate for the Kuparuk Field, 
the burden on the production tax has not only changed by calculation method, 
but it has continually increased. Kuparuk would clearly be paying less 
production tax under prior laws than it would be paying under HB-118. As the 
top line of the graph plainly shows, HB-118 does not provide a slowly declining 
tax rate, or even a step decline, as production drops off. HB-118 is more on the 
nature of a cliff, where the production of the wells in the field must be so low 
before any reduction in tax is realized that under North Slope economic 
realities, the wells could not be operated at these production levels. This can 
be restated by saying that the Kuparuk Field will shut down before the ELF in 
HB-118 mitigates anything but an insignificant amount of the production tax.

An increase in taxes also has the direct effect of reducing the amount of capital 
available for exploration and production in the state. The modification of the 
ELF embodied in HB-118 is an increase in taxes. This bill provides only a short 
term revenue boost to cover excessive current government spending. It will not 
solve the fiscal difficulties the state now faces, and if it is enacted, it will be at the 
expense of long-term stability and growth. Too much of the oil industry's 
resources are being drained out of resource development and into government. 
It is time for the Legislature to set the pace for Alaska by putting into place 
policies that attract new investment and provide incentives to increase current 
investments. The current ELF formula does help to provide incentives to 
increase production, while HB-118 severely limits those incentives and 
effectively reinstates the regressive inequities of the gross production tax.



In closing, I would like to state that ARCO Alaska believes that HB-118 will not 
be advantageous to the economy or the citizens of Alaska. Its enactment would 
place an onerous additional tax burden on the oil industry that would remove to 
other states or countries funds that could otherwise be spent on additional 
investment in Alaska. HB-118 would create a disincentive to future Alaska 
exploration and development and will not maximize the recovery of Alaska's oil 
resources. ARCO Alaska strongly opposes House Bill 118.
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$/bbl S/bbl

1 A s s u m e d  C r u d e  P r i c e 14 .0 1 14 .011 Tanker Freight 2.70 2.701 Quality Differential 0.40 0.40
|  TAPS Tariff 3.11 3.11ij Kuparuk Pipeline 0.70 0.70BB Pipeline Loss 0.10 0.10Dj Wellhead Price 7.00 7.00

m Production CostW and Capital Recovery 5.43 5.43 |
K Total Net Revenue 1.58 1.58

n  State Royalty 0.82 0.82I Severance Tax 0.54 0.821 Property Tax 0.44 0.44
State Income Tax -0.01 -0.021 Total State 1.79 2.06

1  Federal Income Tax -0 .07 -0 .17 i

|  Producer Profit -0 .14 -0 .32

n  Source: .
 ̂ Barclays de Zoete Wedd, September 1988j Alaska Department of Revenue October 1988

State of Alaska Royalty and Severance Methodology
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PROJECT PORTFOLIO

KUPARUK

Project Description Timino
drilling

• P e r i p h e r a l  D r i i l s l t e  2 K S e l e c t i v e  p e r i p h e r a l  D S  d e v e l o p m e n t 1 9 8 9  S U
• P e r i p h e r a l  D r i i l s l t e  3 R o n  1 6 0  a c r e  s p a c i n g .  T o t a l  o f  9 8 1 9 8 9  S U
• P e r i p h e r a l  D r i i l s l t e  2 M a d d i t i o n a l  w e l l s 1 9 9 0  S U
• P e r i p h e r a l  D r i i l s l t e  2 L 1 9 9 0  S U
• P e r i p h e r a l  D r i i l s l t e  3 G

p 1 9 9 0  S U
• R e m .  P e r i p h e r a l  D e v . 1 4  d r i i l s l t e  e x p a n s i o n s ,  6  n e w  d r i l l e i t e s ,  

1 8 0  a d d i t i o n a l  w e l l s  
1 r i g  1 9 8 9 ,  2  r i g s  t h e r e a f t e r

' 1 9 9 Q = = = >

Waterflood/EOR
• L I P - 3  E x p a n s i o n A d d i t i o n a l  w a t e r  h a n d l i n g  c a p a c i t y  <g> C P F - 3 1 S 9 0  S L
• I n f i l l  D r i l l  @ D S  1 Y / 2 Z 2 2  n e w  w e l l s .  I m p r o v e  E O R  e f f i c i e n c y 1 9 8 S * = = >

* I n f i l l  D r i l l  @  D S  1 A 1 6  w e l l s .  S e e d  f o r  P h a s e  I i n f i l l 1 9 8 9  S U
• P h a s e  I I n f i l l  D r i l l i n g 1 6 0  + 8 0  a c r e  a c c e l e r a t e  r e s e r v e s 1 9 9 1  S U
• F u l l f i e l d  E O R 1 9  d r i l l s i t e s  s t a g e d  o v e r  4  y e a r s 1 9 9 1  S U
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My  name is Gerald Serena and I am a tax lawyer for Exxon Company, U.S.A. 

Exxon is a working interest owner in the Prudhoe Bay, Kuparuk, Lisburne,

AND EnDICOTT FIELDS. We APPRECIATE THE OPPORTUNITY TO PRESENT OUR VIEWS 

ON HB 118 THIS AFTERNOON.

HB 118 IS ONLY 25 LINES LONG, BUT NONETHELESS IT WOULD RESULT IN A MAJOR 

CHANGE IN LONG-STANDING OIL PRODUCTION TAX POLICY IN ALASKA THAT COULD 

SERIOUSLY IMPACT CONTINUED DEVELOPMENT OF THE TWO LARGEST OIL FIELDS IN

the United St a t e s, without adding any meaningful offsetting benefit to

DEVELOPMENT OF OTHER SMALLER FIELDS IN ALASKA. I t  WOULD DO THIS BY 

REVISING THE ECONOMIC LlMIT FACTOR ("ELF"), USED IN CALCULATING THE 

EFFECTIVE PRODUCTION TAX RATE FOR PRUDHOE BAY AND KUPARUK, RESULTING IN 

IMMEDIATE INCREASES IN TAX RATE OF MORE THAN 20% AT PRUDHOE BAY AND ABOUT

60% at Kuparuk. Make no mistake about it. HB 118 does not close a "tax 

loophole"; it does not correct a "tax giveaway". After we sift through

ALL THE POLITICAL RHETORIC, AFTER WE REDUCE THE COMPLEXITY OF THE NEW 

DOUBLE EXPONENTIAL FORMULA TO UNDERSTANDABLE TERMS, HB 118 IS NOTHING MORE 

THAN AN INCREASE IN THE PRODUCTION TAX RATE FOR MORE THAN 90% OF ALASKA'S 

OIL PRODUCTION. It  EFFECTIVELY ELIMINATES THE BENEFIT OF ELF, A PROVISION 

OF THE PRODUCTION TAX LAW THAT WAS DESIGNED TO REDUCE THE PRODUCTION TAX 

BURDEN ON A FIELD AS IT MATURES AND THE AVERAGE WELL RATE DROPS, A
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PROVISION THAT HAS BLEN AN ESSENTIAL PART OF ALASKA'S PRODUCTION TAX 

POLICY SINCE 1977.

Why is this tax rate increase being proposed now? Some would tell you 

i t 's necessary to stabilize declining state revenues. They ignore the

CAUSE AND EFFECT RELATIONSHIP BETWEEN HB 118 AND FURTHER NORTH SLOPE

deve lo pme nt. Some would have you believe that the oil companies can ante

UP A LITTLE MORE TO HELP BALANCE THE BUDGET OVER THE NEXT TWO YEARS, THAT 

THEIR PROFITS ARE MORE THAN ENOUGH TO ALLOW THIS. THEY IGNORE THE 

ECONOMIC REALITY THAT PROJECTS IN ALASKA COMPETE WITH OTHER PROJECTS 

THROUGHOUT THE WORLD FOR LIMITED INVESTMENT DOLLARS. I WON'T TAKE UP YOUR 

TIME TODAY WITH A DISCUSSION OF THE PHILOSOPHY OF STATE SPENDING PROGRAMS 

OR THE ABILITY OF CERTAIN TAXPAYERS TO SUPPLEMENT REVENUE SOURCES TO MEET

t h e m. Ins t e a d, my remarks will focus on how the tax increase which would

BE BROUGHT ABOUT BY HB 118 WOULD JEOPARDIZE THE RECOVERY OF ADDITIONAL OIL

at Prudhoe Ba y .

Fi r s t, as background, l e t's take a brief look at the history of ELF. ELF

WAS FIRST ADOPTED IN A MAJOR REVISION OF ALASKA'S PRODUCTION TAX LAWS IN 

1977, AT THE TIME WHEN PRUDHOE BAY PRODUCTION BEGAN. PRIOR TO THAT TIME, 

THE MAXIMUM OIL TAX RATE WAS 8%. THE 1977 CHANGE IN THE LAW SIGNIFICANTLY



INCREASED THE BASIC RATE TO 12.25%, BUT ALSO INCORPORATED THE ELF IN 

RECOGNITION THAT THE BASIC RATE SHOULD BE SCALED DOWN IN APPROPRIATE 

CASES. ELF RESULTED IN AN EFFECTIVE OIL TAX RATE FOR THE PRUDHOE Bay

Field of approximately 11.3% as of June 1981.

I n July 1981, the basic rate was again increased, from 12.25% to 15%, and

THE ELF FACTOR WAS FIXED AT 1.0 FOR THE FIRST TEN YEARS OF PRODUCTION FROM

the Prudhoe Bay Field. This suspended the application of the ELF factor 

at Prudhoe Bay for six years until the summer of 1987, ten years after 

Prudhoe Bay production began. During that whole time we paid production

TAX AT A 15% RATE —  THE HIGHEST IN THE NATION. IN THE CASE OF THE

Prudhoe Bay Field t o d a y, the ELF factor reduces the basic tax rate of 15%

TO APPROXIMATELY 12.3%.

In 1988, AVERAGE DAILY OIL PRODUCTION AT PRUDHOE BAY DECLINED TO 1.45MB 

FROM THE 1.50MB AVERAGE ACHIEVED IN PRIOR YEARS, AND WE ANTICIPATE THAT 

THIS DECLINE WILL CONTINUE. THIS IS A NORMAL PHYSICAL OCCURRENCE FOR AN 

OIL FIELD, WHICH IS A DEPLETING NON-RENEWABLE DEPOSIT OF PETROLEUM. THE 

FACT OF DECLINE WAS INEVITABLE; THE OCCURRENCE, HOWEVER, WAS DELAYED UNTIL 

NOW BY AN EFFICIENT AND OPTIMAL DEVELOPMENT PLAN IMPLEMENTED BY THE

ow n e r s. That development plan continues to be implemented a t Prudhoe Bay

- 3 -



•  •  •
TODAY, WITH FURTHER DEVELOPMENT DRILLING, GAS HANDLING FACILITIES, AND 

EXPANSION OF ENHANCED OIL RECOVERY ON THE DRAWING BOARD. THESE 

INVESTMENTS WILL INCREASE RECOVERABLE RESERVES AT PRUDHOE BAY AND WILL 

MAINTAIN HIGHER LEVELS OF PRODUCTION. THE TYPES OF PROJECTS THAT 

CONTRIBUTE TO THIS EFFORT ARE BOUNDED ONLY BY TECHNOLOGICAL INNOVATION AND 

ECONOMIC FEASIBILITY.

Many future projects to maintain production and increase recoverable

RESERVES AT PRUDHOE BAY ARE MARGINAL INVESTMENTS, SIMILAR TO THE PROJECTS 

TO DEVELOP SMALLER FIELDS ON THE NORTH SLOPE. WHILE HB 118 MIGHT LOWER 

THE PRODUCTION TAX FOR SOME SMALLER FIELDS, IT WOULD DISCOURAGE MARGINAL

projects a t Prudhoe Ba y . Such a tax policy is hard to unde rs tan d, since

IT IS CONCEIVABLE THAT THE UNDEVELOPED MARGINAL RESERVES AT PRUDHOE BAY 

MIGHT EXCEED THE POTENTIAL RESERVES OF ALL THE SMALLER FIELD PROSPECTS 

IDENTIFIED TO DATE. THE RESULT WOULD BE LESS TOTAL OIL RECOVERY FROM

Prudhoe Bay and consequently less royalty and taxes for the State of 

Alaska and fewer jobs for Alaskans.

Since the initial development, Exxon has evaluated and supported several

PROJECTS TO INCREASE RECOVERY AT PRUDHOE BAY. THESE PROJECTS HAVE 

INCLUDED WELLS ON CLOSER SPACING, ENLARGEMENT OF FLUID HANDLING

- 4 -



F A C I L I T I E S ,  A R T I F I C I A L  L I F T ,  A N D  W A T E R  I N J E C T I O N .  T H E  C O S T  P E R  B A R R E L  F O R  

T H E S E  P R O J E C T S  T O  I N C R E A S E  R E C O V E R Y  W A S  T W I C E  T H E  C O S T  O F  T H E  I N I T I A L  

D E V E L O P M E N T .

T h i s  t r e n d  t o w a r d  l e s s  p r o f i t a b l e  p r o j e c t s  w i l l  c o n t i n u e .  F u t u r e  p r o j e c t s

W H I C H  A R E  B E I N G  P L A N N E D  I N C L U D E  W E L L S  O N  E V E N  C L O S E R  S P A C I N G  A N D  I N  

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

S M A L L E R  R E S E R V O I R S ,  A N D  N EW  I D E A S  S U C H  A S  H O R I Z O N T A L  D R I L L I N G .  T H E  C O S T  

P E R  B A R R E L  F O R  T H E S E  P R O J E C T S  W I L L  B E  M O R E  T H A N  F I V E  T I M E S  A S  M U C H  A S  T H E  

I N I T I A L  D E V E L O P M E N T .  I n  T H E  F U T U R E ,  O T H E R  M A R G I N A L  P R O J E C T S  W I L L  B E  

D E F I N E D  A S  R E S E A R C H  C O N T I N U E S .

J u s t  h o w  m a n y  o f  t h e s e  m a r g i n a l  p r o j e c t s  w i l l  b e  j u s t i f i e d  a t  P r u d h o e  B a y ?

How M A N Y  O F  T H E  M O R E  T H A N  10 B I L L I O N  B A R R E L S  T O  B E  L E F T  A F T E R  C U R R E N T  

D E V E L O P M E N T  I S  C O M P L E T E D  C A N  B E  R E C O V E R E D ?  No O N E  K N O W S  F O R  C E R T A I N  

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

I M P A C T  O N  T H E  L I M I T  T O  W H I C H  S U C H  P R O J E C T S  C A N  B E  J U S T I F I E D .

B u t  o n e  t h i n g  i s  c e r t a i n ,  H B  118 w o u l d  p l a c e  f u t u r e  m a r g i n a l  p r o j e c t s  a t  

P r u d h o e  B a y  i n  j e o p a r d y .  T h e  p r o d u c t i o n  t a x  i n c r e a s e  p r o p o s e d  b y  HB 118

S I G N I F I C A N T L Y  R E D U C E S  T H E  I N C E N T I V E  T O  P R O D U C E  T H E S E  M A R G I N A L  B A R R E L S .
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Loss OF MARGINAL PROJECTS AT PRUDHOE BAY WILL REDUCE THE RATE OF 

PRODUCTION AND ULTIMATE OIL RECOVERY, THEREBY REDUCING JOBS, STATE ROYALTY 

AND TAX COLLECTIONS.

I t  is an economic fact of life that companies like Exxon endeavor to

COMMIT THEIR CAPITAL AND RESOURCES ONLY TO PRUDENT INVESTMENTS THAT 

PROVIDE THEIR SHAREHOLDERS WITH A REASONABLE RETURN. THEY ARE MOST 

SELECTIVE IN THIS PROCESS. TWO DECADES AGO THE QUALITY OF NORTH SLOPE 

INVESTMENT OPPORTUNITIES CAUSED EXXON TO COMMIT BILLIONS OF DOLLARS IN THE 

INITIAL DEVELOPMENT OF PRUDHOE BAY AND CONSTRUCTION OF TAPS. As A RESULT, 

PETROLEUM DEVELOPMENT IN ALASKA HAS ACCOUNTED FOR ABOUT 85% OF STATE 

REVENUES DURING THE PAST 12 YEARS AND IN ADDITION HAS ESTABLISHED THE 

NEARLY $10 BILLION ALASKA PERMANENT FUND. HOWEVER, EACH SUCCEEDING 

DEVELOPMENT PROJECT MUST STAND ON ITS OWN FEET AND THE METHODOLOGY FOR 

EVALUATING THE QUALITY OF THESE PROJECTS TODAY IS THE SAME AS THAT APPLIED 

AT THE TIME THE INITIAL INVESTMENT WAS MADE.

Major development projects a t Prudhoe Bay require the approval of all

THREE OF THE MAJOR OWNERS. EACH OF THE PRUDHOE Bay OWNERS EVALUATES THE 

ECONOMICS OF A NEW PROPOSED INVESTMENT BASED ON THE NEEDS OF ITS COMPANY, 

UNDER CRITERIA ESTABLISHED BY ITS MANAGEMENT. EXXON IS NOT PRIVY TO THE

- 6 -



D E C I S I O N - M A K I N G  P R O C E S S  A T  ARCO O R  BP, S I N C E  O U R  C O M P A N I E S  A R E  I N  K E E N  

C O M P E T I T I O N ,  A N D  I  C A N N O T  C O M M E N T  O N  T H E I R  P R O C E D U R E S .  I  C AN  H O W E V E R  T E L L  

Y O U  S O M E T H I N G  A B O U T  HOW  E X X O N  E V A L U A T E S  F U T U R E  D E V E L O P M E N T  P R O J E C T S  A T

P r u d h o e  B a y .  T h i s  p r o c e s s  i n c l u d e s  t h e  e v a l u a t i o n  o f  v a r i o u s  t y p e s  o f

RISK - GEOLOGIC RISK, RESERVOIR RISK, DRILLING RISK, AND POLITICAL/ 

ECONOMIC RISK INCLUDING CRUDE OIL PRICES AND TAXES. THE INTRODUCTION O F  

HB 118 ADDS TO THE OVERALL RISK B Y  AFFECTING OUR PERCEPTION OF FUTURE TAX 

STABILITY IN ALASKA. UNDER HB 118, THE PRODUCTION TAX RATE A T  PRUDHOE BAY 

DURING THE MID-1990'S IS PROJECTED TO BE ALMOST THREE TIMES HIGHER THAN 

UNDER CURRENT LAW.

E x x o n  o b v i o u s l y  h a s  g r e a t  i n t e r e s t  i n  o p t i m i z i n g  r e c o v e r y  o f  o i l  a t  

P r u d h o e  B a y  i n  v i e w  o f  t h e  e n o r m o u s  i n v e s t m e n t s  i t  h a s  m a d e  t o  d a t e . 

H o w e v e r ,  f u t u r e  d e v e l o p m e n t  p r o j e c t s  m u s t  s t a n d  o n  t h e i r  o w n  f e e t  a n d  a r e

E V A L U A T E D  P R I M A R I L Y  ON  T H E  B A S I S  O F  R E T U R N  ON  T H E  F U N D S  I N V E S T E D .  W e  D O  A  

D I S C O U N T E D  C A S H  F L O W  A N A L Y S I S  W H I C H  O F r S E T S  A L L  P R O J E C T  E X P E N D I T U R E S  

R E Q U I R E D  A G A I N S T  A D D I T I O N A L  R E V E N U E S  P R O J E C T E D ,  B A S E D  O N  T H E  A D D I T I O N A L  

O I L  R E C O V E R Y  O U R  E N G I N E E R S  P R E D I C T  A N D  T H E  P R I C E  W E  A N T I C I P A T E  T H A T  O I L  

W I L L  B R I N G  I N  T H E  M A R K E T  W H E N  P R O D U C E D .  If T H E  E C O N O M I C S  A R E  A T T R A C T I V E ,  

T H E  P R O J E C T  W I L L  B E  A P P R O V E D ;  I F  N O T ,  T H E  P R O J E C T  W I L L  L I K E L Y  N O T  P R O C E E D .
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T h e r e  a r e  t w o  e l e m e n t s  o f  t h i s  f o r m u l a  o v e r  w h i c h  E x x o n  h a s  l i t t l e  c o n t r o l

-  C R U D E  O I L  P R I C E  F O R E C A S T  A N D  A L A S K A  T A X A T I O N .  W l T H  R E S P E C T  T O  C R U D E  O I L  

P R I C E S ,  W E  T R Y  T O  F O R E C A S T  A S  A C C U R A T E L Y  A S  P O S S I B L E  B A S E D  O N  E C O N O M I C ,  

P O L I T I C A L ,  A N D  G E O L O G I C A L  I N T E L L I G E N C E  F R O M  A R O U N D  T H E  W O R L D .  I  D O N ' T  

H A V E  T O  T E L L  Y O U  T H A T  T H I S  H A S  B E E N  A  L E S S  T H A N  P R E C I S E  S C I E N C E  I N  R E C E N T  

Y E A R S .  T h e  V A G A R I E S  O F  T H E  W O R L D  P E T R O L E U M  M A R K E T S  A R E  S U R E L Y  O N E  O F  T H E  

R E A S O N S  W E  A R E  H E R E  T O D A Y  T A L K I N G  A B O U T  T H I S  P R O D U C T I O N  T A X  I N C R E A S E .

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

F A I R N E S S  A N D  U N I F O R M  A D M I N I S T R A T I O N .

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

E V A L U A T I O N  F O R M U L A  I  H A V E  D E S C R I B E D .  P R O D U C T I O N  T A X E S  A R E  E S P E C I A L L Y  

S I G N I F I C A N T  S I N C E  T H E Y  A R E  B A S E D  ON  G R O S S  V A L U E  O F  O I L  P R O D U C E D  

I R R E S P E C T I V E  O F  T H E  P R O F I T A B I L I T Y  O F  T H E  P R O D U C E R .  H B  118 S E E M S  T O  B E  

B A S E D  ON  T H E  P R E M I S E  T H A T  P R O D U C T I O N  T A X E S  A R E ,  I N  E F F E C T ,  T A X E S  O N  T H E  

O I L  F I E L D ,  N O T  O N  T H E  O I L  C O M P A N Y ,  A N D  T H A T  L A R G E R  O I L  F I E L D S  S H O U L D  

C O N T R I B U T E  A T  A  H I G H E R  R A T E  T H A N  S M A L L E R  F I E L D S .  L E T  M E  M A K E  I T  C L E A R  -  

O I L  F I E L D S  D O N ' T  P A Y  T A X E S ;  O I L  C O M P A N I E S  P A Y  T A X E S .  O l L  C O M P A N I E S ,  L I K E  

A L L  O T H E R  C O M M E R C I A L  E N T E R P R I S E S ,  A R E  I N  B U S I N E S S  T O  M A K E  A  P R O F I T .  W H E N  

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

A C T I V I T Y  W I L L  I N E V I T A B L Y  B E  T R I M M E D  B A C K .



Tax policy makers should not confuse the production rate of a field with

ITS PROFITABILITY. HB 118 IMPOSES A HIGHER PRODUCTION TAX RATE ON LARGER 
FIELDS. THE AVERAGE PRODUCTION RATE PER WELL AT PRUDHOE BAY DURING THE

m i d-1990's is projected to be the same as at Lisburne t o d a y. However,

HB 118 WOULD IMPOSE A PRODUCTION TAX RATE ON PRUDHOE BAY AT THAT POINT IN 

TIME WHICH WOULD BE SIX TIMES HIGHER THAN ON LlSBURNE TODAY. THIS DOESN'T 

MAKE SENSE.

Projects under consideration today to increase recoverable reserves at 

Prudhoe Bay represent st at e-of-the art technology, with cost per barrel

SEVERAL TIMES HIGHER THAN THE INITIAL DEVELOPMENT PROJECTS AT PRUDHOE BAY, 

The REDUCTION IN CRUDE OIL PRICES OVER THE LAST FEW YEARS HAS ALREADY CUT 

THE GO-AHE*PD MARGIN SHORT. An INCREASE IN PRODUCTION TAX AT THIS TIME 

WOULD ONLY FURTHER COMPOUND THE PROBLEM.

It  is estimated that OVER 10 BILLION barrels of oil will be left in the 

Prudhoe Bay reservoir after currently planned development has been

COMPLETED. To OBTAIN THE MAXIMUM RECOVERY, MORE AND MORE MARGINALLY 

PROFITABLE PROJECTS MUST BE IMPLEMENTED. FUTURE PROJECTS MAY INCLUDE:

Drilling on closer sp ac in g,



Drilling in thinner oil columns,

Expanding enhanced oil recovery projf.c t s,

Developing smaller reservoips, and 

Expanding workover p r o g r a m s.

Implementing such marginal projects will allow for partial recovery of

THIS 10 BILLION BARRELS. HOW MUCH ADDITIONAL RECOVER'* WE MAY EXPECT IS 

UNCERTAIN. HOWEVER, THESE PROJECTS HAVE TO BE JUSTIFIED BASED ON A 

SIMILAR RISK ASSESSMENT APPLIED TO EARLIER PRUDHOE BAY PROJECTS. THIS 

INCLUDES THE RISK CF A CHANGE IN THE TAX STRUCTURE.

While the current production tax rate is high compared with other s t a t e s,

IT HAS REPRESENTED A STABLE PRODUCTION TAX POLICY, WHICH HAS ENCOURAGED 

ENORMOUS INVESTMENT. To ELIMINATE ELF NOW, AT THE HISTORICAL TIME WHEN IT 

WAS INTENDED TO HAVE ITS IMPACT AND BENEFIT, WOULD BE A DEPARTURE FROM 

THIS STABLE TAX POLICY SO RADICAL AS TO SEND A CLEAR MESSAGE TO OIL 

COMPANIES, AND OTHER INVESTORS, THAT STABILITY AND FAIRNESS ARE NOT 

NECESSARILY CHARACTERISTICS OF ALASKA'S TAX POLICY. YOU MUST CONSIDER THE 

REPERCUSSIONS CAREFULLY BEFORE YOU SEND THAT MESSAGE. ELIMINATION OF ELF 

WILL MEAN THAT INVESTMENT DOLLARS AND JOBS SLATED FOR MARGINAL NORTH SLOPE 

PROJECTS ARE MORE LIKELY TO GO TO LOWER RISK PROJECTS ELSEWHERE.

- 10 -



W e  have one final comment. HB 118 would repeal the proceeding under

C U R R E N T  L A W  W H E R E B Y  A  T A X P A Y E R  C A N  R E B U T  T H E  S T A T U T O R Y  P R E S U M P T I O N  O F  300 

B A R R E L S  P E R  D A Y  A S  P R O D U C T I O N  A T  T H E  E C O N O M I C  L I M I T .  T H E  T A X P A Y E R  C A N  D O  

T H I S  U N D E R  C U R R E N T  LA W  B Y  I N T R O D U C I N G  E V I D E N C E  O N  T H E  E C O N O M I C S  O F  T H E  

P A R T I C U L A R  F I E L D .  HB 118 W O U L D  A R B I T R A R I L Y  F I X  T H I S  R A T E  A T  300 B A R R E L S  

P E R  D A Y  F O R  A L L  F I E L D S .  T H E  P R O V I S I O N  I N  C U R R E N T  LA W  W A S  D E S I G N E D  T O  

P R O V I D E  T A X  R E L I E F  F O R  M A R G I N A L  F I E L D S  S O  T H A T  T H E  P R O D U C T I O N  T A X  B U R D E N  

W O U L D  N O T  B E  A  F A C T O R  I N  S H U T T I N G  D O W N  T H E  F I E L D . ' '  I t  W O R K S !  T H E  O W N E R S

of the Milne Point Field applied for relief before the Department of

Revenue under this provision successfully in 1986. I n  view of the

Administration's desire to encourage development of marginal fields, it 
•

M A K E S  NO  S E N S E  T O  R E P E A L  T H I S  P R O V I S I O N .

T O  S U M M A R I Z E ,  E X X O N  U R G E S  Y O U  N O T  T O  S U P P O R T  HB 118. It C O U L D  H A V E  A  

P R O F O U N D  E F F E C T  ON  F U T U R E  D E V E L O P M E N T  I N V E S T M E N T  A T  P R U D H O E  B A Y ,  

C O M P O U N D I N G  T H E  A L R E A D Y  S E R I O U S  S I T U A T I O N  B R O U G H T  A B O U T  B Y  L O W E R  C R U D E

p r i c e s. Any benefits to Alaska from marginal field development provided

B Y  HB 118 W O U L D  B E  M O R E  T H A N  O F F S E T  B Y  T H E  I M P A C T  O N  R O Y A L T Y  A N D  T A X  

C O L L E C T I O N S  A T  P R U D H O E  B A Y  A N D  K U P A R U K .  To P A S S  HB 118 I N T O  LA W  W O U L D  B E  

I L L - A D V I S E D  A N D  S H O R T - S I G H T E D .  C O N T I N U E D  S T A B I L I T Y  I N  P R O D U C T I O N  T A X  

P O L I C Y  W I L L  S T R I K E  T H E  B E S T  B A L A N C E  B E T W E E N  F U T U R E  D E V E L O P M E N T  A N D  S T A T E
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R E V E N U E  C O L L E C T I O N .  A B O V E  A L L ,  A L A S K A  M U S T  R E M A I N  C O M P E T I T I V E  I N  T H E  
Q U E S T  F O R  F U T U R E  I N V E S T M E N T  D O L L A R S .

T h i s  c o n c l u d e s  m y  t e s t i m o n y .  M e  a p p r e c i a t e  t h e  o p p o r t u n i t y  t o  p r e s e n t  o u r

V I E W S  T H I S  A F T E R N O O N  ON  T H I S  C R I T I C A L  I S S U E .

GHS/c j s /117 

02/10/89
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TESTIMONY OF E. H. PETE NELSON 
TEXACO USA 

BEFORE THE HOUSE RESOURCES COMMITTEE 
CONCERNING ELF MODIFICATIONS (HB 118)

FEBRUARY 11* 1989

GOOO 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 WHTCH 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. T 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 

THIS WINTER, WHICH HAS INCREASED THE NUMBER OF JOBS AVAILABLE, WHICH HAS



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 FAVORA8LY 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 OTL AND GAS EXPLORATION (WYOMING & LOUISIANA).

IN CfNCLUSION, TEXACO OPPOSES THE PROPOSED MODIFICATIONS TO THE ECONOMIC 

LIMIT FACTOR AND URGES YOU TO NOT PASS HS 118,

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

TODAY.

P7/U8
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TESTIMONY BEFORE HOUSE RESOURCES COMMITTEE 
ON OIL AND GAS TAXATION -  HB-118 

FEBRUARY 15, 1989 
KENNETH W. GRIFFIN

I am here today to speak out in opposition to the proposed changes in oil 
and gas taxation, and to encourage limiting the size and extent of state 
government and restraint in state spending. Lately much has been made 
by administration officials that the state owns AiasKan oil reserves and 
the oil industry is simply a contractor to the state. This distinction is an 
oversimplified half-truth which distracts attention from the true issues 
of today. The fact is, the industry has made and is making enormous 
investments in Alaska based on the existing tax environment. The 
industry has shouldered the entire financial risk -- and the cost -- of 
finding and developing extremely remote resources. And yes, the 
proceeds from those investments and risks are large. But the state's 
share of the proceeds is also already high, and it is essentially "off the 
top". However, out of their share of the proceeds, the industry pays back

•
their capital, they pay all the operating costs on the oil fields, they pay 
salaries and wages to Alaskans, they pay a return to those outsiders 
whose money has been invested in Alaska, and they make the investments 
for future expansions of existing fields and for the chance of finding more. 
Prudhoe Bay presently operates under one of the highest tax burdens of 
any oil field in the country. And Alaska's nominal severance tax rate is 
the highest in the nation. Personally, I find further increases in such high 
tax rates unconscionable; particularly during a depressed economy when 
the economics of future projects are already marginal. Industry 
spokesman, I'm sure, have already described those figures. As a private 
citizen whose livelihood is wrapped up in the success of Alaskan business,
I am extremely concerned with several impacts which I see the proposed 
tax changes causing:

1) further depressing the existing Alaskan oil mdustry and
support industries -- the source of 85% of state re /enues,

2) lowering the level of future investments which would 
maintain and increase recoveries from existing oil fields,



3) cutting industry resources and incentives with which to make 
large capital investments in undeveloped marginal oil fields,

4) reducing the willingness of other businesses to invest in an
Alaska with a continually changing tax policy,

5) and causing a long term ripple-down effect, further 
depressing the entire Alaskan economy -- both in the cities and 
in the Bush.

I believe these tax changes will exacerbate and prolong for the
foreseeable future the slowdown in the Alaskan economy.

I am extremely frustrated with the pro-business/anti-business rhetoric 
emanating from Juneau and other parts of the state. A responsible pro­
business tax and governmental policy [§. pro-Alaskan, pro-jobs, pro- 
family. Stable, reasonable taxes are a critical part of such a
governmental policy.

• f n

All businesses have a limited pool of money for investment. This money 
is invested carefully based on the expectea return from that money.

laska competes with many parts of our nation and of the world for those 
investment dollars ~ both from the oil industry and from other existing 
and potential industries. High tax burdens reduce Alaska's ability to 
compete for these investment funds. Changing tax policies increase the 
risk that industries may not get the return on their money that they 
expect -  again encouraging business to go elsewhere with their 
investments. In both cases, the loss of investment dollars in Alaska 
translates to losses in jobs and income for Alaskan workers and their 
families.

The profits from these businesses represent investments, spending, 
salaries, and wages iri Alaska. Even the money going to out-of-state 
corporations is a return to the outside investors who have committed 
their money to the development and growth of the Alaskan economy. This 
growth in the Alaskan economy represents jobs and highei vandards of 
living for us and our families -  and future jobs which will provide 
opportunities for our children in this great state.



I urge each of you to meet the challenge of preparing for the future by 
endorsing stable tax policies, by encouraging business to invest in 

® A laska , and by paring down the existing state government to a 
responsible level which is sustainable by the private sector. Entitlements 
across the state which, in the past, were funded by ample proceeds from 
Alaskan resources can no longer be sustained at current levels without 
industry tax increases and personal taxes transferred from those of us 
who work and pay the bills to subsidize both an overgrown state 
government and the chosen subsistence lifestyles of some.

The major problem, as I see it, concerning severance taxes and the 
economic limit factor is that there is a very limited constituency in this 
state which actually understands these issues, their impact upon the 
major industry in the state, their eventual impact upon the state itself, 
and their ultimate impact on our families and our futures. I urge you to 
look past the shortsighted goals, biased perspectives, and limited 
understanding presented by a few vocal voices and defend the economic 
future and wellbeing of our state and of all Alaskans.

r
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Testimony of the 
Alaska oil and Gas Association 

before the 
Alaska State House of Representatives 

Resources Committee 
on

HB 118, An Act Relating to the 
oil and Gas Properties Production Tax

February 13, 1983

My name is Gerald Serena and I am a tax lawyer with Exxon Company,

U.S.A. I am here today to present-testimony of ~the_Aiaska OiT and" 

Gas Association (AOGA). AOGA is a trade association whose member

c o m p a n ie s  a « « o u n b  JCujl L ite  u i a j u i l L y  u £  u i l  axiU y a a  « K p l o r a t l a n ,

production and transportation activities in Alaska.

responsible exploration and development of its hydrocarbon 

resources. We oppose the tax increases included in HB 118 since 

its passage would act to discourage continued development in 

Alaska's larger fields, in general, marginal developments in these 

fields that are already at risk due to soft crude price forecasts 

would be further burdened by the proposed tax increases. Increas­

ing taxes on existing fields, after significant investment

d a o i c i o n o  h a v o  b e e n  m ade  u n d e c  t h e  e x i s t i n g  t a x  s t v u g t u r e , i e

counterproductive to the complete development of these vast 

resources, in general, changes in the tax structure will require 

different risk analysis techniques, which could be a hindrance to 

future exploration and development.

AOGA believes that it ie in Alaska's best interest to encourage
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Alaska's current tax structure has our industry paying higher taxes 

in this state than in any other. As you are probably aware, the 

production tax rate is the highest in the country, peaking at 15 

per cent on gross production value. Taxes and royalties have 

provided 80 to 90 per cent of the state's unrestricted revenues in 

recent years and created the $10 billion Permanent Fund. Surely 

oil and gas is paying its fair share by any measure.

*

Turning to the oil industry for more tax revenues would not be an 

effective approach to solving revenue problems brought on by crude 

price volatility, and which will be exacerbated in the near future 

with production declines from the major fields. This would only 

increase the State's enormous dependence on oil revenues while not 

addressing the long term problam of state spending levels.

In conclusion, AOGA strongly opposes the increased taxes in HB 1 1 8. 

Passage would unreasonably increase an already high tax burden, and 

would increase the state's dependence on volatile crude price 

swings.

de: 26



THANK YOU MR. CHAIRMAN AND COMMITTEE MEMBERS:

MY NAME IS NORMA JOHNSON. I'M THE EXECUTIVE 

DIRECTOR OF COMMON SENSE FOR ALASKA. I AM A LIFELONG 

RESIDENT OF ALASKA, BORN AND RAISED IN CORDOVA.

COMMON SENSE FOR ALASKA RECOMMENDS THAT NO NEW OR 

INCREASED TAX MEASURES BE ENACTED UNTIL STATE GOVERNMENT SIZE 

AND SPENDING ARE REDUCED TO A REASONABLE AND SUSTAINABLE 

LEVEL. OPERATIONAL STATE SPENDING HAS INCREASED AT A NECK- 

BREAKING SPEED SINCE COMMON SENSE ISSUED ITS 1986 STUDY,

WHICH THEN SHOWED TOTAL CAPITAL AND OPERATING PER-CAPITA 

STATE SPENDING AT 5 TIMES THAT OF THE NATIONAL AVERAGE.

INDIVIDUAL ALASKANS AND ALASKA'S BUSINESSES DESIRE AND 

NEED A STABLE TAX SYSTEM. INCREASING THE STATE REVENUES 

THROUGH REIMPOSING THE STATE PERSONAL INCOME TAX, ENACTING A 

STATE SALES TAX, USE OF THE PERMANENT FUND, INCREASING THE 

STATE'S GASOLINE TAX, OR INCREASING THE TAX BURDEN ON THE OIL 

INDUSTRY SHOULD NOT RECEIVE THE ATTENTION, NOR DISCUSSION, IT 

IS CURRENTLY GETTING. THE STATE DOES NOT HAVE A REVENUE 

PROBLEM AT ALL, IT HAS A SPENDING PROBLEM.



USING 500 THOUSAND RESIDENTS, CURRENT ALASKA PER-CAPITA 

STATE SPENDING IS OVER $4,600.00 IN JUST OPERATING GENERAL 

FUND EXPENDITURES ALONE. WHEN FEDERAL FUNDS AND CAPITAL 

DOLLARS ARE ADDED, TOTAL STATE SPENDING IN ALASKA COMES TO 

$6,480.00 PER-CAPITA. THE STATE OF WASHINGTON, WITH A TOTAL 

ANNUAL BUDGET OF $5.1 BILLION AND A POPULATION OF 4.3 

MILLION, REPRESENTS $1,173.00 IN TOTAL PER-CAPITA STATE 

SPENDING. IF WASHINGTON STATE GOVERNMENT WERE TO SPEND WHAT 

ALASKA DOES ON A PER-CAPITA BASIS, WASHINGTON WOULD HAVE TO 

SPEND $28 BILLION ANNUALLY. CALIFORNIA SPENDS $2,246.00

ANNUALLY, PER-CAPITA WERE THEY TO TAX AND SPEND WHAT OUR

STATE DOES, CALIFORNIA'S BUDGET WOULD HAVE TO BE $181 BILLION 

ANNUALLY, WHICH WOULD MEAN A REVENUE INCREASE OF $118 

BILLION.

ACCORDING TO THE STATE DEPT. OF LABOR, ALASKA'S PER- 

CAPITA INCOME WAS $18,489.00 IN 1985, AND $17,969.00 IN 1986, 

A SHARP DROP OF $520.00 IN JUST THAT ONE YEAR ALONE. THE 

DEPARTMENT DOES NOT HAVE MORE CURRENT PER-CAPITA INCOME THAN 

WHAT IS RECORDED FOR 1986; HOWEVER, IN DISCUSSION WITH ONE OF 

THE DEPARTMENT'S ANALYSTS, THE 1986 FIGURE OF $17,969.00 IS 

EXPECTED TO SHOW FURTHER DECLINES. COMPARATIVELY, THE STATE 

OF WASHINGTON'S PER-CAPITA INCOME FOR 1986 IS $14,979.00. 

WHILE ALASKA STATE GOVERNMENT SPENDS UPWARDS OF 5 AND A HALF 

TIMES THAT OF WASHINGTON STATE GOVERNMENT, PERSONAL INCOME IN 

ALASKA IS ONLY 1 AND A FIFTH TIMES THAT OF THE WASHINGTON PER 

CAPITA WAGE EARNER.



COMPOUNDING THIS SPENDING PROBLEM IS THE INCREASED RATE 

OF INDEBTEDNESS THAT STATE GOVERNMENT HAS INCURRED OVER THE 

PAST FEW YEARS. THE STATE'S PER-CAPITA DEBT IS NOW SOMEWHERE 

IN THE AREA OF 12 AND A QUARTER TIMES THE NATIONAL AVERAGE. 

ALASKA STATE GOVERNMENT IS THE NATION'S HIGHEST PER-CAPITA 

STATE SPENDER AND, EXCLUDING LOCAL GOV'T DEBT, ALASKA TAKES 

FIRST PLACE IN THE NATION IN STATE PER-CAPITA INDEBTEDNESS.

ACCORDING TO A RECENT ANALYSIS BY A LOCAL ECONOMIST, IN 

FY'86, COLUMN ONE IS THE PERCENT OF TOTAL STATE EXPEDITURES 

IN CAPITAL OUTLAY. COLUMN TWO IS THE PERCENT OF TOTAL STATE 

.PENDITURES IN COMBINED CAPITAL OUTLAY AND DEBT PAYMENTS.

1 . 2 .
AK 11% 28%

OK 10% 15%

TX 12% 14%

WY 15% 20%

US. AVG. 8% 12 TO 13%

ALASKA HAS FOUR TIMES THE NATIONAL AVERAGE IN STATE 

EMPLOYMENT. THE U.S. AVERAGE IS 120 STATE GOVERNMENT JOBS 

PER A POPULATION OF 10,000. IN ALASKA, STATE GOVERNMENT JOBS 

RUN 400 PER A POPULATION OF 10,000. WHEN STATE AND LOCAL 

EMPLOYMENT ARE COMBINED, THE U.S. AVERAGE IS 435 GOVERNMENT 

POSITIONS PER POPULATION OF 10,000. ALASKA'S COMBINED STATE 

AND LOCAL GOVERNMENT POSITIONS ARE OVER 900 PER POPULATION OF



10,000. BEAR IN MIND THAT REVENUE SHARING AND MUNICIPAL 

ASSISTANCE AND GRANTS PAY FOR MUCH OF ALASKA'S LOCAL 

GOVERNMENT WORK FORCE.

IN PAYING FOR THIS WORK FORCE, NOT ONLY ARE STATE 

SALARIES MUCH HIGHER THAN WILL BE FOUND IN COMPARABLE PRIVATE 

SECTOR POSITIONS BUT, IN ADDITION, THE HOURS WORKED WEEKLY 

ARE LESS, AND THE TOTAL PAID TIME OFF, SICK DAYS, AND 

BENEFITS ARE MUCH HIGHER THAN WILL BE FOUND IN THE PRIVATE 

SECTOR.

AS AN EXAMPLE, MEDICAL COVERAGE AT 100% AVERAGES $435.00 

PER EMPLOYEE, PER MONTH, OR APPROXIMATELY $105 MILLION FOR 

THIS FISCAL YEAR ALONE. THIS SMALL PORTION OF THE OVERALL 

BENEFITS PACKAGE IS RESPONSIBLE FOR BETWEEN 17 AND 22 MILLION 

DOLLARS OF THE TOTAL BUDGET SHORTFALL FOR THIS CURRENT FISCAL 

YEAR. THIS BUDGET SHORTFALL REPRESENTS APPROXIMATELY HALF OF 

WHAT WILL BE NEEDED TO SUPPLEMENTALLY FUND OUR CURRENT FISCAL 

YEAR. THE SHEER NUMBER OF POSITIONS, EXORBITANT SALARIES,

AND LUCRATIVE BENEFITS FOR ALASKA'S GOVERNMENT WORKFORCE ONLY 

SERVES TO INFLATE THE COST OF LIVING IN THE 49TH STATE.

NEW AND INCREASED LEVELS OF TAXATION ONLY SERVE TO 

RETARD ECONOMIC GROWTH, AND SERVE TO DISCOURAGE CURRENT AND 

FUTURE INVESTMENT. HOUSE BILL 118 IS NO EXCEPTION.



R E C E I V E D  F E B  2 Q  1338 Formerly ERT

February 17, 1989

Representative C1.J cf Davidson 
Chairman, Resources Committee 
House of Representatives 
P.O. Box V
Juneau, Alaska 99811 

Re: HB-118

Dear Representative Davidson:

I appeared before your committee on February 13, 1989 <.\nd presented 

a brief statement concerning my opposition to HB-118. J was unable 

to present my full prepared statement due to the time constraints 

which you imposed. I have attached a copy of the testimony I had 

intended to present and formally request that it be include 1 in the 

hearing record.

I also want to go on record as protesting the manner in which the 

hearing was conducted. By your conduct you were clearly biased 

toward those who favor HB-118. The time constraints you imposedf
i

on testimony were more stringent on those who opposed the bill./ 

You really watched the clock in our case but became quite lax on 

time when a proponent was testifying. In addition, your blatant 

attempt to equalize testimony during the early stages of the -1 

hearing was a total disregard of the purpose of a public hearing.

You personally paid little or no attention to the testimony being : 

presented and in several instances distracted the proceedings by 

conversing audibly with your staff. Fortunately, several members 

of the committee did pay close attention to the testimony, and I 

thank them for their interest and consideration.

ENSR C o n su l t in g  
a n d  E n g in e e r in g

750 West Second Avenue 
Suite 100
Anchorage, AK 99501 
(907) 276-1302



ENSR
#

Representative Cliff Davidson
Febrvary 17, 1989
Page 2

I came to Juneau rather than teleconference my testimony from 

Anchorage because I thought an appearance before the Resources 

Committee was justified by the magnitude of the issue. While it 

is certainly your right not to agree with my position, I do believe 

that I have the right as a private citizen to present my testimony

to committee members who 1) are in attendance and 2) have the
«
common courtesy to listen.

•
RCG/.rm

Attachment

cc: Governor Steve Cowper
Representative Sam Cotton 
Representative Curt Menard 
Representative George Jacko 
Representative Mike Davis 
Representative Richard Foster 
Representative Mike Navarre 
Representative Walt Furnace 
Representative Bill Hudson 
Representative Bert Shar^

R. C. Gardner
I. nager, Alaska Operations



Feb. 13, 1989

House Resources Committee

Testimony of Robert C. Gardner in opposition to House Bill 118. "An 

Act Relating to the Oil and Gas Properties Production Tax.11

Members of the Committee, Ladies and Gentlemen:t '

My name is Robert C. Gardner. I am employed by ENSR Consulting and 

Engineering in Anchorage in the capacity of Alaska Operations 

Manager. ENSR may be an unfamiliar name to some of you and perhaps 

you are better acquainted with our previous name, NORTEC/ERT. The 

ENSR name change reflects both an internal reorganization as well 

as the acquisition of NORTEC by a national company. As an 

operating group, the key staff here in Alaska have worked together 

as engineering and environmental consultants to the natural 

resources industries since 1977. Our Alaska office presently 

employs 30 people, which is an increase of 5 over 1986 when our 

firm felt the maximum impact from the collapse of oil prices. In 

1988, U5% of our gross revenue was derived from work for oil and 

gas companies.



I am appearing before you today to voice my strong opposition to 

House Bill 118 which, if enacted, would alter they way in which che 

Economic Limit Factor (ELF) is calculated. This proposed 

modification of the ELF would have two almost immediate effects:

1) An additional approximately 130 million collars would 

flow into the State Treasury during the next fiscal year 

alone from the collection of increased production taxes, 

principally from Prudhoe Bay and Kuparuk fields. This 

figure could be much greater if the change in the ELF is 

made retroactive as proposed by the Governor's office. 

While the prospect of this increase in revenue brings 

smiles to the faces of many state bureaucrats, a much 

more important and negative effect needs to be 

considered?

2) There will be a major change in the way that oil 

companies do business in this state, particularly by BP, 

ARCO and Exxon, who hold majority working interests in 

Prudhoe Bay and Kuparuk. These operators will definitely 

reduce future investments in Alaska, as well as reduce 

their present commitments to current projects. This will 

obviously further erode job opportunities for those of 

us in the private sector who have chosen to live and work 

in this marvelous state.



$ In addition to these two ijunediate effects, the long term or 

downstream effects are perhaps even more thought provoking:

1) HB-118 will remove the main incentive to extend 

production further into the decline curve. Wells will 

reach their economic limit sooner under the proposed 

legislation, and therefore we can expect to see earlier 

plugging and abandonments of declining wells. This 

translates into more oil left in the ground and the 

commensurate long term loss of royalty and production tax 

revenue to the state.

2) Also, the additional tax burden imposed by House Bill 118 

will severely diminish future secondary and enhanced oil 

recovery projects in Prudhoe Bay and Kuparuk fields. 

These kinds of projects are expensive and require a 

stable tax climate in order to be economically 

justifiable. Obviously, secondary and enhanced oil 

recovery projects mean more long term royalty and tax 

income to the state, and more jobs for Alaska citizens. 

In other words, a better return to both the public and 

private sectors from the extraction of our oil and gas 

resources.

3



The method that HB-118 uses to calculate the ELF appears flawed to 

me. It looks like the authors of this bill, no doubt coached by 

the Department of Revenue, decided how much of an impact they 

wanted to have on Prudhoe Bay and Kuparuk and then "backed into" 

the exponent used to calculate the ELF. In addition, HB 118 

changes the application of the ELF from lease or property specific 

to field specific? all the more damaging to Prudhoe Bay and 

Kuparuk. All wells decline no matter what field they are located 

in, and this attempt to penalize two large fields by assuming they 

are each one large reservoir is without economic or engineering 

justification.

There seems to be a prevailing opinion among certain legislators, 

the Department of Revenue, and the Governor's office that the oil 

industry in Alaska can absorb whatever tax burden the State wants 

to impose with little or no trickle-down effect felt by the 

remainder of the private sector. This philosophy says get 

everything we can now, maintain state spending at the current 

unreasonable levels and build an ever larger state bureaucracy. 

This may look like long term job security to a state bureaucrat, 

but to me in a private sector oil industry support role it looks 

like disaster. Our employees also need job security, professional 

challenge and a good quality of life. We have endured salary cuts, 

loss of jobs and a less than exciting business climate as a direct 

result of the collapse in oil prices a few years ago. Our firm, 

and many others like us, have made the necessary adjustments to

4



continue our operations in a down economy. In other words we have 

learned how to live within our means. We welcome the return of 

soma stability, albeit at lower oil prices, within the petroleum 

industry.

House Bill 118 will only serve to undermine what progress the oil 

companies as well as the support industries have made since the 

catastrophic drop in oil prices. More specifically, it will result 

in fewer work opportunities for firms such as ours. I can assure 

you of at least 30 angry voters if the legislature makes the wrong 

choice between supporting and improving the business climate in the 

private sector or maintaining the present bloated State operating 

budget.

I suggest that this committee focus its attention on another 

perspective. Like it or not this is pretty much a one-industry 

state. The only reason we have been able to sustain State 

government at the existing level has been because of revenues 

derived from the oil industry. Instead of continually harassing 

our main source of State revenue through unstable tax policies I 

think it would be in all of our best interests to explore ways to 

encourage them to make even greater commitments in Alaska. Further 

investment in exploration and development projects within the 

present tax framework will ultimately produce more revenue to the 

State through royalties, production taxes, lease bonuses, etc. than 

can ever be realized by modifying the ELF. For example, I suggest



we consider the long term beneficial effects to both the public and 

private sectors by re-enacting the discovery royalty. Our state 

lands contain some excellent exploration targets, and of course 

there is ANWR somewhere in the future. Much oil remains to be 

recovered in Prudhoe Bay and Kuparuk through secondary and enhanced 

oil recovery projects if the tax climate will support these 

investments. Let us therefore send a positive statement to the oil 

industry; We want you here, we encourage your investment through 

stable tax policies and we want others like you.

t

The oil and gas operators, and those businesses which support them, 

have been consistently among Alaska's best corporate citizens. In 

addition to funding 85% of State government, this industry supports 

numerous community programs including the United Way, Boys and 

Girls Clubs and many more. Oil industry individual employee as 

well as corporate commitments to the arts are unexcelled. I 

challenge State employees to demonstrate a similar level of civic 

committment. Do you, as elected officials, want to jeopardize this 

community commitment for the short term gain HB-118 provides? In 

short, if I don't have a job I can hardly contribute to community 

programs.

6



This State does not have a revenue problem, it has a government 

spending problem. Modification of the ELF through HB-118 solves 

nothing. It only provides a temporary revenue band aid over a 

wound that requires major sutures. In the interests of the greater 

good for the State of Alaska, and specifically the health of our 

private sector economy I urge you to give HB-118 a deep burial.

Thank You.

7
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G l  W j&  ĉ oiyfcui, cl f e l  ia 4rVû  <5W l  -
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February 13, 1985)

I have been an Alaska resident since 1980. Upon moving to Alaska, 1 found a 
job in the oil industry. I have been through four company re-organizations 
and reductions in force. In addition, I know 0 number of people in the 
service companies, and a number of people who have lost their jobs in 
reorganizations due to the drop in the price per barrel of oil.

As a research analyst, I have road a great deal, pro and con about the 
Economic Limit Factor. I lo not believe that changing the ELF should even be 
an issue before our State. A well-considered contract was made between the 
State and the PBU and that contract should be honored. I believe the State 
Government's credibility will suffer a great deal if a decision is made to 
change the ELF. The oil industry had to make major cuts and reorganizations 
in order to live within their reduced budgets - the State of Alaska is going 
to have to do the same.

The State of Alaska already collects more than half of all the revenues 
generated from oil. Some people have the perception that there is no bottom 
to the pocket of the oil industry. That is unrealistic, perhaps wishful 
thinking, If Alaska changes the ELF, industry will have t j cut back its 
development. That will cost current jobs, future projects, and in the long 
run, it will cost the State of Alaska.

There are some logical solutions to the State Government's money problems. 
They include more creative things such as working with Congress to lift the 
ban on the sale of North Slope oil in foreign commerce, which would in turn 
increase the State's income. Alaskans need to be realistic about personal 
taxation and the Permanent Fund - in turn, the public would probably be more 
open to those options if they believed that the State Government spending 
level was justified.

The issue around changing the ELF should not be taking the State's time and 
money. The State should be working on more logical and long term efforts to 
strengthen Alaska.

. 2l
Testimony byt 
Janet L. Mangan 
[1512 Kepner Drive 
Anchorage AK 99504 
(907) 337-3655



Greater Fairbanks Chamber of Commerce

P O  Box 74446

7C9 S econd A venue (907) -152-1105 F airbanks, A laska 99707

February 13> 1989
■ R E C E I V E D  F E B  |  6  MS B

The Honorable Cliff Davidson 
House of Representatives 
Co-Chairman, Resources Committee 
P.O. Box V 
Juneau, AK 99811

Dear Representative Davidson:

The Greater Fairbanks Chamber of Commerce has consistently opposed 
any. legislative initiative to unduly increase taxes on individuals or 
businesses. Specifically, we have opposed modification of the 
Economic Limit Factor to increase the severance tax oil producers pay 
since that strategy has emerged.

►
With increasing frequency, we see demonstrations that ELF is 
fulfilling it's intended purpose. Oil company investment is 
stimulated. Jobs are on the increase. Enhanced recovery methods are 
employed to maximize production. Planned capital programs are moving 
forward. All this because ELF is working.

When oil prices decline: when significant growth in administration
staffing occurs; when new social programs are proffered or existing 
programs expanded; when the basis of revenues to support the budget 
is not sufficiently diversified; mature government must prevail. 
Tough decisions are required. Demand efficient cost effective 
operation. Vigorously negotiate expiring labor contracts. Implement 
a reduction in force. Courses of action to reduce cost of government 
are many, with services still provided.

Responsible and mature government recognizes that to retain or 
attract industry a stable tax philosophy must prevail. Industry 
should be able to expect that. We oppose House Bill Ho. 118 and any 
other legislation which would modify the current structure of the 
economic limit factor.



Gary E. Light 
8L11 Summerset Dr. 

Anchorage, AK 99518

February 14, 1989  _
RECEJ'vf ... 2 0 1383

House o f  Representatives 
Resources Com m ittee  
P. O . B ox  V  
Juneau, A K  99811

RE : H B  118 - The E L F  B ill

Dear Chairmen Davidson and Menard:

I w ou ld  lik e  to firs t thank y ou r com m ittee  fo r  ho ld in g  pub lic
hearings on the subject proposed bill. I believe that it is important to hear 
from  as many kn ow ledgeab le  p e o p le  on th is to p ic  as p o s s ib le . 
Unfortunately , it can be a challenge to determ ine who the know ledgeable 
peop le  are versus the m erely em otional p eop le . Any tim e m oney is
involved , especially when it's tight, em otions can run high. W hether it's 
personal, municipal, state, or federal m oney we are talking about, money, 
by itself, seems to raise the level o f emotions. Thus, I w ill attempt to be as
factual as possible with the balance o f my discussion .

W h ile  I applaud your efforts to hear all o f the facts su rounding this 
issue, I am concerned abou t statements made by the chairm en o f  this 
com m ittee regarding H B  118 in a memorandum  dated February 3 , before 
any testimony had even begun, addressing the question , "W hy should the 
leg is la tu re  pass the E L F  b ill?"  W ith o u t attack ing  in d iv id u a ls  or 
personalities, I would like to present ob jective  facts regarding each o f the 
statements made in the m em orandum  that I trust w ill be considered  
ob jective ly  before decisions are made regarding this bill.

S T A T E M E N T  (1 ) : The u l  industry is making substantial profits on
Alaska's oil — as o f  February, 1988 , o il companies were making more than 
$6 m illion each day in profits on North S lope oil.

F A C T : W e all know that the m ajor o il fields on the North Slone are
the two largest in the nation and, as a result, generate large revenues and 
profits , but thes^ revenues are shared with the state and, to a lesser 
extent, the federal governments. As o il companies' profits increase, so do 
the state's. O il companies' profits stimulate our overall state economy by 
providing additional capital fo r new investments, jo b s , and taxes.

A dd ition a lly , the am ount o f p ro fit is not as good  a measure o f



prosperity as is the return on investment. I f  I put $ 5  in my bank account 
and my bank pays me $100  per day, I am doing quite well. If, however, I 
have to pu t $5 b illion  in the bank to get $ 1 0 0  per day , that return is 
noncom petitive . I f  com panies doing business in A laska cannot get a 
com petitive return on their investment here, they w ill invest elsewhere. 
B y  reducing return on investment, you reduce investment in the state and, 
thus, the state's economy.

S T A T E M E N T  (2 ) : The o il resource is Alaska's resource, not the oil
companies....................... The only way for Alaskans to benefit from the resource is
to make the o il co i uanies pay for the resource.

FA C T : From  19° through 1'986 alone, the oil companies had already 
paid the state in excess o f $26 billion and annually fund 80%  - 90%  o f the 
state's general budget. When the current E L F  provisions were written in 
1981 , then Governor Hammond stated as a state po licy  ob jective to co llect 
3 0%  o f tbe net value o f ihe o il as state revenue. A ccord ing to A laska  
Department o f  Revenue reports, for F isca l Years 82  - 8 7 , the state has 
collected from  33 .8%  up to 5 2 .3 5%  o f the profits. And for FY  88 - 91 , the 
D O R  projects to collect 57%  to 67%  at $15 to $16 oil prices and 79%  to 103%  
at $13 to $ 1 4  o il prices with the current version o f E LF . Those projections 
average m ore than tw ice the state's stated "fair share" o f  3 0%  and the 
103%  pro jection  means that the state w ould make money while the o il 
companies lost money.

S T A T E M E N T  (3 ) : Since 1987 , the o il companies have been able to
avoid  paying the fu ll amount o f  the statutory nom inal tax rate for the 
resource becav o f loopholes in the tax laws . . . .

FA C T : Actually , the oil companies have not paid the full statutory tax
rate (curren tly  highest in the nation ) s in c j the E L F  was instituted and 
applied in 1977 . However, the E L F  provision is not a loopho le , it is a 
prov is ion  o f  tax code  that offsets the regressive nature o f  a gross 
production tax to prevent the premature cessation o f o il production as oil 
company margins decline. W hen tbe maximum IRS personal incom e tax 
rates were 5 0% , did any o f  you on this comm ittee pay this rate o f your 
total taxable income? N o , neither did anyone else. This is because o f the 
progressive structure o f  the tax rates. The E LF  provides for the same thing 
in severance tax rates.

S T A T E M E N T  (4 ) :  A laska receive less in o il tax revenue than
virtually every other o il-producing nation the world.

FA C T : A laska is not a nation. Rat. we are one o f fifty states, and
we are the state with the highest statutory nominal severance tax rate o f 
15% . According to the U . S. Department o f  Energy Technical Report titled 
"Energy Severance Taxes 1972 - 1987", the total o f all states' severance 
collections averaged less than 5%  o f value. Actual severance tax collections



per barrel produced in 1987 were $ 0 .8 8  in A laska (second highest) versus 
a U S  average o f $ 0 .5 3  and for the five years 1983 - 1987 they were $1 .81  
in A laska (the highest) versus a U S  average o f  $ 0 .8 7 .

S T A T E M E N T  (5 ) : In order to balance the budget and provide vital
services to all A laskans, A laska must raise m illions o f dollars in revenue. 
Alaska must choose between either taxing the most profitable o il fields or 
taxing struggling Alaskans to balance the budget . . . .

F A C T : 'tere is another side o f a balanced budget equation; it's called
reducing the spending. W hen the "struggling Alaskans" run out o f money, 
they quit spending. When the oil companies run out o f  money, they quit 
spending. Alaska's per capita spending currently exceeds more than twice 
the number two state in per capita spending and it is more than four times 
the national average. W e do have a cost o f  living differential here, but it is 
not 100%  or more. State government needs to learn to do as the private 
sector has already done, tighten your belts and do more with less.

S T A T E M E N T  (6 ) : . . .  If the m odified E L F  were to be first applied
back on June 2 0 , 1 9 87 , when the 10 -y ea r rounding rule expired fo r  
Prudhoe B ay , this b ill w ould raise, through fisca l year 1990 , over $ 397  
m illion  more than w ould be raised under the current E L F . In the long 
term, this bill would raise more than $2  billion . . . .

F A C T : The more money government extracts from the private sector,
the less the private sector can, or is w illing to, spend in that econom y. 
G iven  that the private sector spends do llars m ore effic ien tly  than the 
pub lic  sector, the transfer o f additional money from  the private to the 
pub lic  sector is a negative fo r the econom y . In reference to even the 
consideration o f a retroactive date for a tax increase, how  w ould any o f  
you on the committee feel if  the IRS decided this year to raise personal tax 
brackets effective tw o years ago? Th is is the same situation and it's 
definitely not good business practice.

ST A T E M E N T  (7 ) : There will be no job s  lost to Alaskans as a result o f 
this E LF  bill being adopted. . . . Because the savings from the E L F  tax cut 
was not spent to create job s , elimination o f  the tax cuts w ill have no impact 
on Alaskans' job s .

F A C T : Follow ing the June, 1987 , application o f the E L F  at Prudhoe
Bay , several additional drilling rigs were added there, resulting in several
hundred positions being employed. Jobs are funded by money. The more
money the government takes from  the private sector, the less is available 
to be spent on job s .

S T A T E M E N T  (8 ) :  The o il companies that w ill have an increase in
taxes from the E LF  bill have poor records in local hire and for purchase o f
A laska materials, contributing to the outflow  o f money from the state. . . .



FA C T : A R C O  is the largest private employer in the state. Virtually
100%  o f A RCO 's  employees that work in the state o f  A laska are Alaskan 
residents. T he  o il companies' business does not result in an outflow  o f 
money from  the state, ju s t the opposite. The oil is exported from the state 
and sold to consumers outside for dollars that are imported to the state
and used to pay wages, operating costs, taxes, and capital investment; thus,
stimulating the economy. This is called a positive balance o f trade. For the 
state's econom y to have a negative cas-i flow , we would have to be a net
im porter o f products . This is not the case , we are a net exporter o f
products and a net importer o f cash.

S T A T E M E N T  (9 ) : The E LF  bill only raises taxes on the two most
p rodu ctiv e  o il fie ld s , P rudhoe B ay  and K uparuk , w hich are making 
substantial profits. A ll the smaller oil fields are actually given tax cuts by 
this bill. . . . These tax cuts are designed to encourage continued or 
add ition a l p rodu ction , which w ill p rom ote  econ om ic developm ent and 
create jo b s .

FA C T : See the first F A C T  regarding profits versus rate o f  return.
A lso , it should be pointed out that field size and production levels are not 
ind icators o f fie ld  profitab ility . The Kuparuk R iver fie ld  (not only the 
second largest in A laska , but also the second largest in the U S ) has a 
negative profit, or loss, at $ 1 4  market prices with the current E L F  and 
severance tax structure. H igher taxes on this fie ld  w ill mean greater 
losses. How can this be an econom ic stimulus?

In addition , this E L F  bill w ill not accom plish the stated ob jective to 
"encourage continued or additional production" for two reasons. First, by 
taking more money away from the investors in the two largest fields, these 
investors have less money available to develop other fie lds, even, with tax 
reductions at the other fields because, as is stated in S T A T E M E N T  (6 ) , this 
bill w ill cost the o il industry more than $2  billion over the next 2 0  years, 
net o f any savings in smaller fields. Secondly , there are projects within the 
Prudhoe Bay and Kuparuk fields that are marginal, but that cou ld  actually 
contain more o il for sales, royalties, taxes, and job s  than all o f  the smaller 
fields com bined. Raising the "econom ic lim it" for our state's two largest 
fie ld s  w ill leave m arginal p ro je c ts  in these fie ld s undone and oil 
unproduced; the opposite effect o f econom ic development and creation o f 
jo b s .

S T A T E M E N T  (1 0 ): The E LF  tax cut was only intended to be applied to 
the smaller, less profitab le o il fields. T hus , Prudhoe Bay and Kuparuk  
should never have been allowed these tax cuts in the first place.

FA C T : When the stair-step severance tax rates were replaced with
the flat nominal rate o f 12 .25%  in 1977 , the original E LF  was implemented 
and Prudhoe Bay was producing o il. P rudhoe Bay  was not only not 
specifically excluded from the E LF  provisions, but it was not intended to be



excluded either. In 1981 , when the nom inal severance tax rate was raised 
to 15% , the E L F  provisions were m od ified and the 10-year rounding rule 
was implemented fo r ELF 's  greater than .7 . Th is rule was intended to 
cover P rudhoe B ay  specifica lly . O ther changes were intended to cover 
Kuparuk specifically . Given that the current E LF  provisions include specific 
coverage for both Prudhoe B ay  and Kuparuk , the statement that the E LF  
was never intended for Prudhoe B ay  and Kuparuk is false.

S T A T E M E N T  (1 1 ) : The 1981 E L F  was not intended to last forever. It 
was designed to expire because it was assumed that the legislature would
step in prior to its expiration to reassess the E L F  and make appropriate
changes. G overnor Ham m ond clearly indicated that when he signed the 
bill into law :in 1981 .

FA C T : The current E L F  law has no expiration provisions. If it had
been intended to expire, it would have so stated. The above statement is
fa lse , including the reference to Governor Hammond's intent. The former 
govern or has recen tly  stated that he is being m isquoted with this 
statement (pub lic  rad io program  February 13 and other forum s) and that 
the current level o f  taxation on the o il industry in A laska is at least what 
was intended in 1981 .

I do  hope that these facts w ill be ob jective ly  considered and that 
they w ill a llev ia te  the b ias , in tended or not, o f  you r com m ittee 's  
statements presented to other A laskan representatives and the A laskan  
public . W h ile  I have attempted to be factual, I have also been as brief as 
possible. I would be happy to expound upon any or all o f these facts and 
the answers to you r questions. I w ou ld  w elcom e the opportunity to 
discuss these with you individually or as a committee. My office telephone 
number is 2 6 5 -6 0 4 4 . Please call to discuss or to schedule meeting time.

Again , I appreciate your attempts to gather all o f the facts and I 
trust that they w ill all be considered before this bill is voted on.

Gary E . Light

xc: Representative Larson , Cochair, H ouse Finance Committee
Representative Hoffm an , Cochair, H ouse Finance Committee 
Senator B inkley , Cochair, Senate Finance Committee 
Senator Uehling , Cochair, Senate Finance Committee 
Senator Pearce, Chair, Senate O il &  Gas Committee 
Governor Cowper



To: Rep. Sam Cotten
Rep. Cliff Davidson 
Rep. Curt Menard 
Rep. George Jacko 
Rep. Mike Davis 
Rep. Richard Foster 
Rep. Mike Navarre 
Rep. W alt Furnace 
Rep. Bill Hudson 
Rep. Bert Sharp 
Rep. Alyce Hanley 
Rep. Loren Leman 
Sen. Drue Pearce 
Sen. Pat Rodey

From: Kenneth W . Griffin
8231 Sum m erset Dr.
Anchorage, AK 99518 
(9 0 7 ) 3 4 9 -7 2 5 9

Date: February 15, 1989

Re: The Conduct by Rep. Cliff Davidson
of the February 13 Public Hearings on HB-118.

I am protesting the manner in which the above hearing was conducted by Rep. Davidson.
I was in attendance at the afternoon meeting until 5 PM, at which time family obligations 
required that I leave. Several actions by Rep. Davidson while conducting those hearings 
were designed to deny a large portion of the public the opportunity to speak to an issue 
which will eventually affect us all. First, Rep. Davidson refused to take speakers from 
the Anchorage U O  in the order in which they were signed up. All of those signed up were 
opposed to oil and gas tax law changes. After two speakers, Rep. Davidson stated that he 
would not allow subsequent speakers from Anchorage unless they were speaking on the 
side he personally supports -- ie. favoring the tax law changes. In doing so he skipped 
over at :t 30 signed up speakers and took a speaker that was not even signed up at all.
" ‘^r g for someone from Anchorage to please testify on his side, Rep. Davidson

•>tal of two speakers -  while ignoring a total of 60 persons now in the room 
isiuny to speak against the tax law change. Regardless of perspectives on this issue, 

Rep. Davidson's actions were blatant efforts to deny Anchorage Residents the right to 
speak to issues of critical importance to our futures. These are reprehensible actions 
coming from an elected representative sworn to uphold the constitutional rights $hich 
protect us all. Rep. Davidson has demonstrated a total disregard for these rights.

Further concerns about the conduct of this meeting:

The afternoon public testimony period was advertised as running from 3-5 PM. Rep. 
Davidson cut this period in half, dedicating the second hour to elected officials. I checked 
with the LIO both before and after the hearing. They were not aware this change would 
occur. Obviously, in his letter on the hearing, neither was the governor. I submit that 
this appears as yet another attempt to reduce the opportunity for the public to provide 
testimony which heavily opposed Rep. Davidson's preference. That became more 
apparent when he allowed the elected officials to ramble on at length with unprepared, 
non-substantial statements, while large public crowds sat around the state expecting to 
be allowed to speak to both sides of the issue.

- Speaker of the House
- Cochairman House Resources Committee
- Cochairman House Resources Committee
- House Resources Committee
- House Resources Committee
- House Resources Committee
- h js e  Resources Committee
- House Resources Committee
- House Resources Committee
- House Resources Committee

RECEIVED fr, 2 0 m

- Chairman Senate Oil and Gas Subcommittee



I further resent Rep. Davidson's accusations (hat testimony from Anchorage was due to an 
organized campaign by big oil. The people who finally were able to speak against the tax 
changes identified themselves variously as a private accountant, an advertiser, small 
business owners, personnel/ placement worker, trucker, construction company 
manager, support industry employees, oil industry employees, and others. All of these 
people realize that the proposed tax law changes will indeed affect their opportunities 
and economic future in Alaska. Again, I resent my perspective being discounted so " 
readily.

A final concern is the propriety of holding such hearings, obstensibly for the purpose of 
gauging public opinion and gathering input prior to making a decision, when, in fact, the. 
Chairman and the committee have already clearly stated that they have a position and do 
not intend to change. It is obvious that Rep. Davidson does not clearly understand the 
impact of oil and gas taxation changes on not only the industry but on the future of the 
state as a whole. Nevertheless he clearly communicates the message that he does not care 
to understand nor is he willing to listen to the arguments from those of us who are going 
to have to carry the burdens he lays upon this state.

The issue aside, Rep. Davidson has demonstrated extreme disregard for the public he has 
sworn to serve. I call on Speaker Cotten and the entire House of Representatives to 
communicate clearly to Rep. Davidson, and others if need be, that such high-handed 
actions as those taken this week are unacceptable and will not be tolerated within this 
body.

Thank you for your attention to this and your willingness to serve the interests of 
Alaskans.

S incerely,

Kenneth W. Griffin



HOUSE OF REPRESENTATIVES 
Box V, Juneau, Alaska 99811 
(907] 465-2487 • 465-2498

STATE OF ALASKA

REPRESENTATIVE CLIFF DAVIDSON • DISTRICT 27 • Box 746, Kodiak, Alaska 99615 • (907] 486-8250

February 24, 1989

Ken W. Griffin
8231 Summerset Drive
Anchorage, Alaska 99518

Dear Mr. Griffin,

. Thank you for your memo of February 15, 1989. It is always good to receive criticism, 
whether constructive or otherwise, after conducting a statewide teleconference. Any 
tax policy is a complex issue. Alaskan oil and gas production tax policy on state 
properties is especially complex, because it is historically difficult to 'puzzle ' 
together.

The key phrase is 'tax policy.' Policy, to my mind, implies a process and this in turn 
means 'ongoing.' So, while you may profess to know my innermost thoughts and 
understanding of this difficult state policy process, I myself would not presume to 
decide the issue until after it is examined and re-examined in the light of new 
numbers (world oil prices, costs of production, profitability, ownership share, etc.); 
determination as to whether the public policy objectives were met as intended or 
anticipated; and other considerations too numerous to list in this letter. That is why 
we are having extensive hearings ~  to fuliy cover the many and varied perspectives 
on this complex issue.

Your memo is accurate on one point, and for that I extend my apologies: in my first 
statewide teleconference, I did take testimony from four people out of the order in 
which they had signed in (two in Anchorage and two in Fairbanks). Due to the large 
number of persons who had signed in to testify, thus knowing beforehand that not 
everyone who signed up would get the opportunity to testify, it was my judgement call 
that a balance of views, for and against and from different geographic areas, all be 
heard. Additional public testimony was taken after the dinner hour on Monday, as 
well as on the following Wednesday. All individuals who "stuck it out" were able to be 
heard.

As in many such events, the first hour was the most hectic, and that is, unfortunately, 
where most of your criticism is directed and I accept that. However, on all your other 
negative points, I must respectfully disagree.

As regards the 'lengthy testimony' I allowed elected officials and past-elected officials 
who were speaking on behalf of large constituencies, only seven such individuals (six



for and one against) chose to testify on HB118. None spoke for the measure for over 
five minutes and the individual who spoke against chose to use less than two 
minutes. A maximum of 32 minutes was reserved for elected officials out of a total of 
440 minutes of public testimony. By over two to one, the number of persons testifying 
against the bill out-numbered those who favored the bill.

I truly appreciate and respect all publicly offered testimony, including that offered by 
elected officials. Additionally, I have a high regard for any individual who offers to 
serve the public as an elected official in any office, regardless of partisan or 
philosophical stripe.

You will find in the public record that members of the committee stated that they felt I 
had tried to hold the hearings fairly. Further, I have been complimented for my 
fairness in the hearings by oil industry lobbyists, most of whom I hold in high regard, 
as well as oil executives from within Alaska and several who came to the hearinqs 
from 'Outside.'

Again, thanks for your memo. Your comments are always welcome.

Sincerely,

j—
Representative Cliff Davidson 

CD/eed

cc: House Resources Committee members 
Representative Sam Cotten 
Representative Alyce Hanley 
Representative Loren Leman 
Senator Drue Pearce 
Senator Pat Rodey
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W :
d i i b i t c  n P T M T n M  V**/ PUBLIC OPINION MESSAGEPUBLIC OPINION HESSAGE

DEAR: REPRESENTATIVE DAVIDSON DEAR: REPRESENTATIVE DAVIDSON

NAHE:
TITLE:

ADDRESS:
c i t y :

p h o n e :
BILL NO:
s u b j e c t :
MESSAGE:

EMILY MCALISTER

3504 WILLOW ST.
ANCHORAGE ZIP: 99517
248-5494 
HB 118
OIL ft GAS PROPERTIES PRODUCTION TAX -ELF
I STRONGLY SUPPORT REPEALING ELF. LOCAL OIL COMPANIES ARE AGAIN 

MAKING RECORD PROFITS WHICH ARE PASSED ON TO OUT OF STATE STOCKHOLDERS. OIL 
COMPANIES FOOLED STATE IN 70'S: INSTEAD OF WHINING AND THREATENING JOBS, THEY 
SHOULD CUT SPENDING, IMPROVE MANAGEMENT JUST LIKE THEY URGE STATE TO DO.

NAME:
TITLE:

a d d r e s s : 
c i t y : 

PHONE: 
BILL NO: 
SUBJECT: 
MESSAGE:

GARY E. LIGHT

8211 SUMHERSET DRIVE
ANCHORAGE ZIP: 99518
344-2218 
HB 118
OIL ft GAS PROPERTIES PRODUCTION TAX -ELF
AS WAS POINTED OUT IN THE PUBLIC TESTIMONY REGARDING HB 118, THE ANCH­

ORAGE TURNOUT FOR THIS HEARING WAS 60+ AGAINST HB 118 AND 2 FOR. DID YOU 
CONSIDER "BALANCED" TESTIMONY WHEN YOU HEARD FROM THE ADMINISTRATION ON 

THURSDAY AND FRIDAY? DID YOU CONSIDER THAT TESTIMONY BALANCED WHEN YOU HEARD 
FROM THE OIL INDUSTRY ON SATURDAY?

PCMID: 03143856 
DATE: 02/14/89 
TIME: 14:38:56 

LIONAME: ANCHORAGE LIO

POMID: 03155222 
DATE: 02/13/89 
TIME: 15:52:22 

LIONAME: ANCHORAGE LIO

REPRESENTATIVES REPRESENTATIVES SENATORS COPIES: REPRESENTATIVES

BARNES BOUCHER ADAMS MENARD

BOYER BROWN BINKLEY JACKO

CATO COLLINS COGHILL FOSTER

COTTEN DAVIS, C. DUNCAN NAVARRE

DAVIS, M. DONLEY ELIASON FURNACE

ELLIS FOSTER FAHRENKAMP SHARP

FURNACE GOLL FAIKS HUDSON

GRUENBERG GRUSSENDORF FISCHER DAVIS, M.

HANLEY HOFFMAN FRANK i
HUDSON JACKO HALFORD
KOPONEN LARSON JONES

.
1

LEMAN MACLEAN KELLY
MARTIN MENARD KERTTULA
MILLER NAVARRE PEARCE
PETTYJOHN PHILLIPS POURCHOT
RIEGER SHARP RODEY
SHULTZ SPOHNHOLZ STURGULEWSKI
SWACKHAMMER TAYLOR SZYMANSKI

ULMER 1 WALLIS UEHLING
ZAWACKX ZHAROFF



PUBLIC OPINION MESSAGE PUBLIC OPINION MESSAGE

DEAR: REPRESENTATIVE DAVIDSON

NAME: ROB AUSTIN 
TITLE:

ODRESS: P.O. BOX 425
CITY: JUNEAU ZIP: ’9802

PHONE: 700-6058 
•ILL NO: HB 118
UBJECT: UIL & GAS PROPERTIES PRODUCTION TAX -ELF
IESSAGE: I SUPPORT THE ELF LEGISLATION BECAUSE THE GOVERNOR SAYS "IT MILL BE GO 
i FOR THE ECONOMY AND IT HILL CREATE JOBS."

POMID: 00145949 
DATE: 02/14/89 
TIME: 14:59:49 

.IONAME: JUNEAU LIO

COPIES: REPRESENTATIVES

MENARD
JACKO
FOSTER
NAVARRE
FURNACE
SHARP
HUDSON
DAVIS, M.

DEAR: REPRESENTATIVE DAVIDSON

NAME: TOM KANE 
TITLE:

ADDRESS: BOX 520989
CITY: BIG LAKE ZIP: 99652

PHGNE: 892-7289 
BILL HO: HB 118
SUBJECT: OIL & GAS PROPERTIES PRODUCTION TAX -ELF
MESSAGE: I'M AGAINST HB 118. LEAVE ELF ALONE, CUT GOVERNMENT SERVICES AND 

BUREAUCRACY.

POMID: 03082106 
DATE: 02/14/89 
TIME: 08:21:06 

LIONAME: ANCHORAGE LIO

COPIES: REPRESENTATIVES

MENARD
JACKO
FOSTER
NAVARRE
FURNACE
SHARP
HUDSON
DAVIS, M.

J ®



DEAR: REPRESENTATIVE DAVIDSON DEAR: REPRESENTATIVE DAVIDSON

NAME: KEN HIGGINS 
TITLE:

ODRESS: 1730 RIERIE
CITT: ANCHORAGE ZIP: 99507

PHONE: 562-0760 
ILL HO: HB 118
OBJECT! OIL & GAS PROPERTIES PRODUCTION TAX -ELF
ESSAGE: I WORKED IN PRUDHOE FROM 1975 TO 1905, I FIND A LARGE PROPORTION 60 
70 PERCENT NON RESIDENT HIRE BY ARCO AND SOHIO SUBCONTRACTORS. I SUPPORT 

EMOVING THE ELF, THEY DON’T HIRE ALASKAN RESIDENTS. I WOULD EVEN SUPPORT A 
GHER TAX ON THE OIL COMPANIES. PLEASE DON'T SELL OUT YOUR VOTE LIKE JAN 
IKS.

NAME: THOMAS WOOD 
TITLE:

ADDRESS: BOX 0014
C IT Y :  EAGLE RIVEn ZIP: 99577

PHONE: 694-9430 
BILL NO:
SUBJECT: ELF
m e s s a g e : INTELLEGENCE NOT PANDERING IDIOCY. DO NOT TINKER WITH ELF, CUT THE 

INCOMPETENCE AND DROANS FROM THE BLOATED STATE BUREAUCRACY.

03091321 POMID: 03150612
02/14/89 DATE: 02/14/89
09:13:21 TIME: 15:06:12
ANCHORAGE LIO LIONAME: ANCHORAGE LIO

REPRESENTATIVES REPRESENTATIVES SENATORS COPIES: REPRESENTATIVES REPRESENTATIVES SENATORS

BARNES BOUCHER ADAMS BARNES BOUCHER ADAMS

BOYER BROWN BINKLEY BOYER BROWN BINKLEY
CATO COLLINS COGHILL CATO COLLINS COGHILL

COTTEN DAVIS, C. DUNCAN COTTEN DAVIS, C. DUNCAN

DAVIS, M. DONLEY ELIASON DAVIS, M. DONLEY ELIASON
ELLIS FOSTER FAHRENKAMP ELLIS FOSTER FAHRENKAMP

FURNACE GOLL FAIKS FURNACE GOLL FAIKS

GRUENBERG GRUSSENDORF FISCHER GRUENBERG GRUSSENDORF FISCHER

HANLEY HOFFMAN FRANK HANLEY HOFFMAN FRANK
HUDSON JACKO HALFORD HUDSON JACKO HALFORD
KOPONEN LARSON JONES KOPONEN LARSON JONES
LEMAN MACLEAN KELLY LEMAN MACLEAN KELLY

MARTIN MENARD KERTTULA MARTIN MENARD KERTTULA

MILLER NAVARRE PEARCE MILLER NAVARRE PEARCE

PETTYJOHN PHILLIPS POURCHOT PETTYJOHN PHILLIPS POURCHOT
RIEGER SHARP RODEY RIEGER SHARP RODEY

SHULTZ SPOHNHOLZ STURGULEWSKI SHULTZ SPOHNHOLZ STURGULEWSKI

SWACKHAMMER TAYLOR SZYMANSKI SWACKHAMMER TAYLOR SZYMANSKI

ULMER WALLIS UEHLING ULMER WALLIS UEHLING
ZAWACKI ZHAROFF ZAWACKI ZHAROFF

v . # $
i



PUBLIC O P I N I O N  MESSAGE

DEAR: REPRESENTATIVE DAVIDSON

NAME: BOB MITCHELL 
TITLE:

ADDRESS: 212 W 9TH STREET
CITY: JUNEAU ZIP: 99001

PHONE: 465-4803 
BILL NO:
SUBJECT: ELF REPEAL
MESSAGE: REPEAL ELF? OF COURSE!

POMID: 00080310 
DATE: 02/14/89 
TIME: 08:03:10 

LIONAME: JUNEAU LIO

COPIES: REPRESENTATIVES REPRESENTATIVES SENATORS

BARNES BOUCHER ADAMS

BOYER BROWN BINKLEY

CATO COLLINS COGHILL

COTTEN DAVIS, C. DUNCAN

DAVIS, M. DONLEY ELIASON

ELLIS FOSTER FAHRENKAMP

FURNACE GOLL FAIKS

GRUENBERG GRUSSENDORF FISCHER

HANLEY HOFFMAN FRANK

HUDSON JACKO HALFORD

KOPONEN LARSON JONES

LEMAN MACLEAN KELLY

MARTIN MENARD KERTTULA

MILLER NAVARRE PEARCE

PETTYJOHN PHILLIPS POURCHOT

RIEGER SHARP RODEY

SHULTZ SPOHNHOLZ STURGULEWSKI

SWACKHAMMER TAYLOR SZYMANSKI

ULMER WALLIS UEHLING

ZAWACKI ZHAROFF

PUBLIC OPINION MESSAGE

DEAR: REPRESENTATIVE DAVIDSON

NAME: 
TITLE: 

ADDRESS: 
CITY: 

PHONE: 
BILL NO: 
SUBJECT: 
MESSAGE:

DALLAM MASTERSON

13001 GALVESTON CIRCLE
ANCHORAJE
345-4699

ZIP: 99516

ELF Afro OTHER TAXES 
IT'S OUTRAGEOUS THAT GOVERNOR 

WITHOUT FIRST CUTTING STATE SPENDING. 
TELLS ME THAT A NEW HIRE IN HIS GROUP 

HOUSE CLEANING,
TURNIP!

COWPER PROPOSES TO INCREASE TAXES 
HERE IN ANCHORAGE, A STATE EMPLOYEE 
DOESN'T HAVE ENOUGH TO DO! DO SOME 

AND STOP TRYING TO SQUEEZE MORE BLOOD OUT OF THE TAXPAYERS

POMID: 03162003 
DATE: 02/13/09 
TIME: 16:20:03 

LIONAME: ANCHORAGE LIO

COPIES: REPRESENTATIVES REPRESENTATIVES SENATORS

BARNES
BROWN
COTTEN
ELLIS
GRUENBERG
LEMAN
PETTYJOHN
ZAWACKI
JACKO
NAVARRE
HUDSON

BOUCHER
COLLINS
DONLEY
FURNACE
HANLEY
MARTIN
PHILLIPS
MENARD
FOSTER
SHARP
DAVIS, M.

HALFORD
PEARCc
POURCHOT
KELLY
KERTTULA
RODEY
STURGULEWSKI
SZYMANSKI
UEHLING
FAIKS

$



C U R T IS  W. FO S T E R  
9 6 2 1  S P R IN G  H I L L  D R IY F  

AN CHORA GE , AK. 9 9 5 0 7 - 4 3 7 4

RECEIVED FEB 1 3 1388
February 10,1989

Representative C lif f  Davidson 
C o -C h a ir m a n : House Resources Committee 
Pouch  V
J u n e a u .A K . 9 9 8 1 1

-Representative Curt Menard
Co- C h a ir m an : House Resources Committee
Pouch Y
J u n e a u , A K . 9 9 8 1 1

Dear Representatives Davidson and Menard:

In  regard to the current hearings In  your House Resources Com m ittee regarding m odifications to the Eco­
n om ic  L im it  F a c t o r (E L F ) , I am opposed to 8ny m odification to the E L F . The proposed changes, as put forth 
by  the adm in istration , are a tax Increase in  s im p le  terms and are totally  u n -ju s t if ie d .

To  further tax the one Industry that fuels the state's economy as a trade-off for short-term  infus ions  for 
Increased state spending Is  a course for fiscal disaster. W here w ould the money have come from for estab­
lishm ent of a sound econom ic base w hich has lasted for decades, If States such as Texas, Oklahom a and 
Lo u is ia n a  had practiced the current adm inistration’s ph ilo sop h ies . In  thoss State's, after f ind in g  the large 
f ie ld s  that became the catalyst for Infra-structure and cap ita l, a momentum developed whereby new fields 
were developed with the support of tax po licy  and agency assistance-not an adversarial re lationsh ip !

In  fact, In  several of the Lower 48 producing states, production taxes are be ing lowered, not raised, to 
m ore appropriate ly  reflect the current econom ic clim ate of the o i l  markets. Perhaps Alaska should be 
cons ider ing  this versus ra is ing  taxes. As stated by several o il  Industry executives, Prudhoe Bay is  In  de­
c lin e  and future development Is  dependent on m arginal econom ics; no different than N iakuk or other 
m argina l projects.

K E E P  TAXES S T A B L E , the in -e fflc ie n t  state spending and bloated budget must be addressed before any taxes5P a gdded,
I look forward to hear ing from you on this subject.

S in c e r e ly ,

C u r t is  W . Foster

cc: Governor Steve Cowper
House Resource Com m ittee Mem bars 
Representative Steve Rleger 
Representative Fr itz  Pettyjohn



Alaska State Legislature

Please enter into the record my testimony to the /1^/r.<;/oe/&C£S '
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bill/subject
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^ 7 -  7 / /  - / W S -

9/88 Legijl«U*» Infor-rvibofl Ctfie*



PM3LIC OPINION MESSAGE

DEAR: REPRESENTATIVE DAVIDSON

NAME: JOY PRICE 
TITLE:

ADDRESS: PO BOX 1948
CITY: FAIRBANKS ZIP: 99707

PHONE: 451-0484 
BILL NO: HB 118
SUBJECT: OIL & GAS PROPERTIES PRODUCTION TAX -ELF
HESSAGE: THIS IS IN ADDITION TO MY LETTER OF 2/6/89 IN SUPPORT OF HB 118. 
UE FEEL HB 110 IS A BEGINNING TO A WAY TO PROVIDE MORE OPTIONS FOR OUR 
CHILDREN AND ALL OTHER INDIVIDUALS IN ALASKA. AGAIN, I BELIEVE WE SHOULD 
NOT WASTE OUR VERY VALUABLE RESOURCES. AFTER ALL OUR CHILDREN AND OUR 
PEOPLE ARE OUR VERY VALUABLE RESOURCE. EOM/MJO

DEAR: REPRESENTATIVE DAVIDSON

NAME: DENNIS REIMERS 
TITLE:

ADDRESS: PO BOX 875571
CITY: WASILLA ZIP: 99687

PHONE: 376-0184 
BILL NO: HB 118
SUBJECT: OIL * GAS PROPERTIES PRODUCTION TAX -ELF
MESSAGE: I SUPPORT THE CURRENT ELF FACTOR. THE PUBLIC OPINION POLLS HAVE 
REPEATEDLY SHOWN THAT MOST ALASKANS ARE IN FAVOR OF REDUCING STATE SPENDING. 
BEFORE ADDITIONAL TAX REVENUES ARE GENERATED THE STATE SHOULD CONTROL THEIR 

SPENDING. THE ELF WOULD DEFINITELY RECOVER HORE MARGINAL OIL FROM ANY OF THE 
LARGER ALASKA FIELDS.

POMID: 07082259 
DATE: 02/23/89 
TIME: 08:22:59 

LIONAME: FAIRBANKS LIO

COPIES: REPRESENTATIVES SENATORS

BOYER
DAVIS, M.
KOPONEN
MILLER
SHARP
MENARD
JACKO
FOSTER
NAVARRE
FURNACE
HUDSON

FAHRENKAMP
FRANK
COGHILL

POMID: 03111330 
DATE: 02/23/89 
TIME: li:i3:30 

LIONAME: ANCHORAGE LIO

COPIES: REPRESENTATIVES

MENARD
JACKO
FOSTER
NAVARRE
FURNACE
SHARP
HUDSON
DAVIS, M.

9



PUBLIC OPINION MESSAGE

DEAR: REPRESENTATIVE DAVIDSON
DEAR: REPRESENTATIVE DAVIDSON

NAME: 
TITLE:

a d d r e s s :
CITY:

p h o n e :
BILL NO: 
SU3JEC7: 
MESSAGE:

KEN HIGGINS

1730 RIERIE DRIVE
ANCHORAGE
562-0760

ELF

ZIP: 99507

I SUPFORT REPEAL OF THE ELF. MY REASON IS ARCO'S FAILURE TO 
ENCOURAGE LOCAL HIRE ON THEIR SUBCONTRACTING. I WOULD SUPPORT THE STATE OF 

ALASKA IN PUTTING ON TV COMMERCIALS IN OPPOSITION OF ARCO'S ADS.

NAME: LUCILLE JOHNSTON 
TITLE:

ADDRESS: 7815 JEWEL LAKE ROAD 
CITY: ANCHORAGE 

PHONE: 293-3621 
BILL NO: HB 118
SUBJECT: OIL t GAS PROPERTIES PRODUCTION TAX 
MESSAGE: I AM OPPOSED TO THIS BILL.

ZIP: 99502

-ELF

POMID: 03095236 
DATE: 02/17/89 
TIME: 09:52:36 

LIONAME: ANCHORAGE LIO

COPIES: REPRESENTATIVES REPRESENTATIVES SENATORS

BARNES BOUCHER ADAMS
BOYER BROWN BINKLEY
CATO COLLINS COGHILL
COTTEN DAVIS, C. DUNCAN
DAVIS, M. DCNLEY ELIASON
ELLIS FOSTER FAHRENKAMP
FURNACE GOLL FAIKS
GRUENBERG GRUSSENDORF FISCHER
HANLEY HOFFMAN FRANK
HUDSON JACKO HALFORD
KOPONEN LARSON JONES
LEMAN MACLEAN KELLY
MARTIN MENARD KERTTULA
MILLER NAVARRE PEARCE
PETTYJOHN PHILLIPS POURCHOT
RIEGER SHARP RODEY
SHULTZ SFOHNHOLZ STURGULEWSKI
SHACKHAMMER TAYLOR SZYMANSKI
ULMER WALLIS UEHLING
ZAWACKI ZHAROFF

POMID: 03093150 
DATE: 02/23/89 
TIME: 09:31:50 

LIONAME: ANCHORAGE LIO

COPIES: REPRESENTATIVES

HENARD
JACKO
FOSTER
NAVARRE
FURNACE
SHARP
HUDSON
DAVIS, M.



.  . ..

%
PUBLIC OPINION MESSAGE PUBLIC OPINION MESSAGE

DEAR: REPRESENTATIVE DAVIDSON DEAR: REPRESENTATIVE DAVIDSON

NAME: WILLIE LEWIS, PRESIDENT 
TITLE: LABORERS' LOCAL 942 

ADDRESS: 315 BARNETTE STREET
CITY: FAIRBANKS ZIP: 99701

PHONE: 456-4584 
BILL NO: HB 118
SUBJECT: OIL 4 GAS PROPERTIES PRODUCTION TAX -ELF
MESSAGE: THANK YOU FOR HOLDING THE PUBLIC HEARING. HOWEVER, IT APPEARS 

ONLY THOSE COACHED BY THE OIL COMPANIES UNDERSTOOD THE BILL. THE COMMITTEE 
NEEOS TO MAIL OUT INFORMATION EXPLAINING THE FORMULA, THE 3C0 BARRELS AMD THE 
COST TO ALASKANS BEFORE ANOTHER HEARING IS HELD. LOCAL 942 IS BEHIND YOU ALL 
THE WAY.

NAME: CAROLYN & RICHARD REJCHMANN 
TITLE:

ADDRESS: P.O.BOX 2633 
CITY: FAIRBANKS ZIP: 99707

PHONE: 451-7467 
BILL NO: HB 118
SUBJECT: OIL 4 GAS PROPERTIES PRODUCTION TAX -ELF 
MESSAGE: WE STRONGLY URGE YOU REPEAL THE ELF.

POMID: 07094920 
OATE: 02/15/89 
TIME: 09:49:20 

LIONAME: FAIRBANKS LIO

COPIES: REPRESENTATIVES SENATORS

DAVIS, M.
BOYER
SHARP
MILLER
KOPONEN

COGHILL
FAHRENKAMP
FRANK

POMID: 07100618 
DATE: 02/15/89 
TIME: 10:06:18 

LIONAME: FAIRBANKS LIO

COPIES: REPRESENTATIVES

MENARD
JACKO
FOSTER
NAVARRE
FURNACE
SHARP
HUDSON
DAVIS, M.

J



% PUBLIC O PINION  MESSAGE

DEAR: REPRESENTATIVE DAVIDSON

NAME: 
T IT L E :  

ADDRESS: 
C IT Y :  

PHONE: 
B ILL NO:

RICHARD CLAUSEN

5 5 2 0  OLD STEESE 
FAIRBANKS 
4 7 4 - 5 5 8 0  
IIB 2 1 8

Z I P :  9 9 7 1 2

SUBJECT: O IL  & GAS PROPERTIES PRODUCTION TAX -EL F
MESSAGE: I  SUPPORT REVISION OF ELF THAT WILL BRING I T  MORE IN  LINE WITH 

ORIGINAL IN T E N T . I  RELY ON YOUR EXPERTISE TO DETERMINE I F  HB118 OR! SD 97  
THE BETTER APPROACH TO A FAIR TAXATION THAT ELF WAS ORIGINALLY MEANT TO 
PROVIDE. ELF SHOULD ONLY APPLY TO MARGINAL F IE L D S .

POMID: 0 7 0 9 5 8 5 5  
DATE: 0 2 / 1 5 / 8 9  
TIM E: 0 9 : 5 8 : 5 5  

LIONAME: FAIRBANKS LIO

COPIES: PFPRESENTATIVES SENATORS

MENARD PEARCE
JACKO ADAMS
FOSTER FISCHER
NAVARRE HALFORD
FURNACE KELLY
SHARP 
HUDSON 
D A V IS ,  M.

*5

I T S
I S

NAME: MRS. WALTER STEPHEN 
T I T L E :

ADDRESS: P .O B .O X  1 1 2 1 1 4
C IT Y :  ANCHORAGE Z I P :  9 9 5 1 1

PHONE: N /R -  
B IL L  NO:
SUBJECT:
MESSAGE: 1 .  PLEASE, PLEASE, PLEASE KEEP ELF THE WAY I T  I S .  GOVERNOR I S  OUT OF 
TOUCH WITH MAINLINE ALASKANS. THE O IL  COMPANIES MADE U S ,  KELP THEM HEALTHY. | 

2 .  DON’ T RAISE ANY TAXES OR MAKE ANY NEW ONES, INSTEAD CUT STATE GOVERNMENT.
3 .  DON’ T USE THE PERMANENT FUND FOR EDUCATION. 4 .  DON’ T FUND WOMENS 

COMMISSION. 5 .  DON'T PASS THE SEAT BELT LAW.

POMID: 0 3 1 0 4 5 1 4  
DATE: 0 2 / 1 5 / 8 9  
TIM E: 1 0 : 4 5 : 1 4  

LIONAME: ANCHORAGE LIO

REPRESENTATIVES REPRESENTATIVES SENATORS

BARNES BOUCHER ADAMS
BOYER BROWN BINKLEY
CATO COLLINS COGHILL
COTTEN D A V IS, C . DUNCAN
D A V IS, M. DONLEY ELIASON
E L L IS FOSTER FAHRENKAMP
FURNACE GOLL FAIKS
GRUENBERG GRUSSENDORF FISCHER
HANLEY HOFFMAN FRANK
HUDSON JACKO HALFORD
KOPONEN LARSON JONES
LEMAN MACLEAN KELLY
MARTIN MENARD KERTTULA
MILLER NAVARRE PEARCE
PETTYJOHN P H I L L IP S POURCHOT
RIEGER SHARP RODEY
SHULTZ SPOHNHOLt STURGULEWSKI
SWACKHAMMER TAYLOR SZYMANSKI
ULMER WALLIS UEHLING
ZAWACKI ZHAROFF

I



PUBLIC OPINION MESSAGE PUBLIC OPINION HESSAGE

DEAR: REPRESENTATIVE DAVIDSON DEAR: REPRESENTATIVE DAVIDSON

NAME:
TITLE:

a d d r e s s :
CITY: 

PHONE: 
BILL NO: 
SUBJECT: 
MESSAGE:

DON BURLEY

PO BOX 876151 
WASILLA 
N/R- 
HB 124
INCREASE SPORT FISHING/HUNTING

_______  I STRONGLY DISAGREE WITH HB124
3ING LICENSE FEES. WE NEED TO INSTITUTE OTHER MEANS OF INCOME, SUCH AS ZAPPING 
IT TO COMMERCIAL LICENSES. ALASKA STATUTES FISH AND GAME SEC. 16.43.160 SECTION 
3 IS A GOOD PLACE TO START.REPLY REQUESTED.

ZIP: 99687

LIC. FEES
THAT RAISES THE SPORT, HUNTING AND TRAP

NAME: JOHN D. RILEY 
TITLE:

ADDRESS: P.O.BOX 110512
CITY: ANCHORAGE ZIP: 99511

PHONE: 345-1719 
BILL NO:
SUBJECT: BUDGET REVENUES AND COSTS
MESSAGE: OPPOSED TO ANY CHANGE IN ELF, ANY TAMPERING WITH RAILBELT ENERGY 
FUND, OR PERMANENT FUND EARNS DISTRIBUTION. SUGGEST, INSTEAD, DRASTIC 

CUTS IN STATE BUREAUCRACY.

14112827 POMID: 03104753
02/21/89 DATE: 02/21/89
11:28:27 TIME: 10:47:53
MAT-S'J LIO LIONAME: ANCHORAGE LIO

REPRESENTATIVES REPRESENTATIVES SENATORS COPIES: REPRESENTATIVES REPRESENTATIVES SENATORS

LARSON MENARD KERTTULA BARNES BOUCHER ADAMS
HOFFMAN SWACKHAMMER SZYMANSKI BOYER BROWN BINKLEY
WALLIS KOPONEN CATO COLLINS COGHILL
ULHER BROWN COTTEN DAVIS, C. DUNCAN
SHULTZ RIEGER DAVIS, M. DONLEY ELIASON
PHILLIPS BARNES ELLIS FOSTER FAHRENKAMP
JACKO FOSTER FURNACE GOLL FAIKS
NAVARRE FURNACE GRUENBERG GRUSSENDORF FISCHER
SHARP HUDSON HANLEY HOFFMAN FRANK
DAVIS, M. GRUSSENDORF HUDSON JACKO HALFORD
CATO COTTEN KOPONEN LARSON JONES
DONLEY MARTIN LEMAN MACLEAN KELLY
TAYLOR MARTIN MENARD KERTTULA

MILLER NAVARRE PEARCE
PETTYJOHN PHILLIPS POURCHOT
RIEGER SHARP RODEY
SHULTZ SPOHNHOLZ STURGULEWSKI
SWACKHAMMER TAYLOR SZYMANSKI
ULMER WALLIS UEHLING
ZAWACKI ZHAROFF

NO RESPONSE REQUIRED

I



PUBLIC OPINION MESSAGE

'rtv-' . '■̂5?’ ?■ 
PUBLIC OPINION MESSAGE

DEAR! REPRESENTATIVE DAVIDSON DEAR: REPRESENTATIVE DAVIDSON

NAME: KEN GRIFFIN 
TITLE:

ADDRESS: 8231 SUMMERSET
CITY: ANCHORAGE ZIP: 99518

PHONE: 399-7259 
BILL NO:
SUBJECT: TAXATION
MESSAGE: I HEARTILY SUPPORT GOVERNOR COWPER'S RECOMMENDATION TO THE GOVERNORS 
OF FEDERAL TAX CREDITS FOR OIL EXPLORATION AS A MECHANISM TO HELP REDUCE CUR 
INCREASING DEPENDENCE ON FOREIGN OIL. OF COURSE, THE SAME LOGIC MOULD SUGGEST 
OT CHANGING THE ELF FORMULA - WHICH ITSELF IS NOTHING MORE THAN ANOTHER TAX 
INCREASE.

NAME: PHILLIP GUY 
TITLE:

ADDRESS: BOX 00
CITY: KWETHLUK, ALASKA ZIP: 99621

PHONE: 757-6613 
BILL NO: HB 99
SUBJECT: MINING CLAIMS, LEASES, RENTS & ROYALTIES
MESSAGE: THE LANGUAGE IN THIS BILL IS VERY DRIEF AND THE RECLAMATION 

LANGUAGE NEEDS TO BE INCLUDED. WE DO NOT WANT TO SEE ANOTHER 
SITUATION, LIKE THE ONE TULUKSAK EXPERIENCED, HAPPEN AGAIN. 

RECLAMATION LANGUAGE WILL MAKE IT VERY CLEAR TO ALL MINERS. 
T H A W  YOU.

03195026 POMID: 05091020
03/03/89 DATE: 02/21/89
19:50:26 TIME: 09:10:20
ANCHORAGE LIO LIONAME: BETHEL LIO

REPRESENTATIVES REPRESENTATIVES SENATORS COPIES: REPRESENTATIVES

BARNES BOUCHER ADAMS HOFFMAN
BOYER BROWN BINKLEY MENARD
CATO COLLINS COGHILL JACKO
COTTEN DAVIS, C. DUNCAN FOSTER
DAVIS, M. DONLEY ELIASON NAVARRE
ELLIS FOSTER FAHRENKAMP FURNACE
FURNACE GOLL FAIKS SHARP
GRUENBERG GRUSSENDORF FISCHER HUDSON
HANLEY HOFFMAN FRANK DAVIS, H.
HUDSON JACKO HALFORD
KOPONEN LARSON JONES
LEMAN MACLEAN KELLY
MARTIN MENARD KERTTULA
MILLER NAVARRE PEARCE
PETTYJOHN PHILLIPS POURCHOT
RIEGER SHARP RODEY
SHULTZ SPOHNHOLZ STURGULEWSKI
SWACKHAMMER TAYLOR SZYMANSKI
ULMER WALLIS UEHLING
ZAWACKI ZHAROFF

BINKLEY

V*/



PUBLIC O P I N I O N  HESSAGE PUBLIC O P I NION MESSAGE

DEAR: R E P R E S ENTATIVE DAVIDSON

NAME? DON CHANCEY 
TITLE:

ADDRESS: 12840 SUMMER DRIVE
CITY: ANCHORAGE ZIP: 99516

PHONE: 345-3659 
BILL NO: HB 118
SUBJECT: OIL t GAS PROPERTIES PRODUCTION TAX -ELF
MESSAGE: I OPPOSE PASSAGE OF HB 118. THIS BILL WOULD INCREASE THE SEVERANCE 
TAX WHICH IS ALREADY THE HIGHEST TAX IN THE COUNTRY. TAXES ARE ALSO THE 
HIGHEST EXPENSE OF OPERATING AN OILFIELD IN ALASKA. IT IS TIME TO CUT STATE 

EXPENSE BUDGET.

DEAR: REPRESENTATIVE DAVIDSON

NAME: JOHN STALLONE 
TITLE:

ADDRESS: PO BOX 201172
CITY: ANCHORAGE ZIP: 99520

PHONE: 243-2192 
BILL NO: HB 118
SUBJECT: OIL & GAS PROPERTIES PRODUCTION TAX -ELF
MESSAGE: THE ELF TAX SHOULD BE LEFT ALONE. IT WAS A GOOD PLAN WHEN ENACTED AND 
STILL IS. ECONOMICALLY, I SEE THE BENEFITS DAILY. TAXATION SHOULD BE FAIR AND 
STABLE. WHY NOT LOOK AT OTHER REVENUE SOURCES BESIOES TAXES LIKE LEGALIZING 

GAMBLING OR ENHANCING OUR FISHERIES FOR THE SPORTSMAN.

POMID: 03160656 
DATE: 02/24/89 
TIME: 16:06:56 

LIONAME: ANCHORAGE LIO

COPIES: REPRESENTATIVES

PETTYJOHN
MENARD

POMID: 03100219 
DATE: 02/28/89 
TIME: 10:02:19 

LIONAME: ANCHORAGE LIO

COPIES: REPRESENTATIVES REPRESENTATIVES SENATORS

BARNES
BOYER
CATO
COTTEN
DAVIS, M.
ELLIS
FURNACE
GRUENBERG
HANLEY
HUDSON
KOPONEN
LEMAN
MARTIN
MILLER
PETTYJOHN
RIEGER
SHULTZ
SWACKHAMMER
ULMER
ZAWACKI

BOUCHER
BROWN
COLLINS
DAVIS, C.
DONLEY
FOSTER
GOLL
GRUSSENDORF
HOFFMAN
JACKO
LARSON
MACLEAN
MENARD
NAVARRE
PHILLIPS
SHARP
SPOHNHOLZ
TAYLOR
WALLIS

ADAMS
BINKLEY
COGHILL
DUNCAN
ELIASON
FAHRENKAMP
FAIKS
FISCHER
FRANK
HALFORD
JONES
KELLY
KERTTULA
PEARCE
POURCHOT
RODEY
STURGULEWSKI
SZYMANSKI
UEHLING
ZHAROFF



PUBLIC O P I N I O N  HESSAGE

DEAR: REPRESENTATIVE DAVIDSON

NAME: DANA LINDQUIST 
TITLE:

ADDRESS: 9140 CATHEDRAL PLACE
CITY: ANCHORAGE ZIP: 99507

PHONE: 349-2590 
BILL NO: HB 116
SUBJECT: OIL A GAS PROPERTIES PRODUCTION TAX -ELF
HESSAGE: I'M OPPOSED TO HB 118 BECAUSE IT PROVIDES ONLY A SHORT-TERM REVENUE 
BOOST TO COVER OUT OF CONTROL GOVERNMENT SPENDING AT THE EXPENSE OF LONGTERH 
OIL INDUSTRY GROWTH AND DVELOPMENT. I SUGGEST WE WORK AT REDUCING SPENDING 

BEFORE WE INCREASE TAXES OH AN INDUSTRY WHICH GENERATES 80X OF STATE REVENUES.

POMID: 03092139 
DATE: 02/24/89 
TIME: 09:21:39 

LIONAME: ANCHORAGE LIO

COPIES: REPRESENTATIVE

MENARD

PUBLIC OPINION MESSAGE

DEAR: REPRESENTATIVE D A VIDSON

NAME: SCOTT WILSON 
TITLE:

ADDRESS: 11240 STROGONOF DR
CITY: ANCHORAGE ZIP: 99516

PHONE: 346-2679 
BILL NO: HB 110
SUBJECT: OIL & GAS PROPERTIES PRODUCTION TAX -ELF
MESSAGE: HB188 IS UNFAIR TO ALASKANS. IT TELLS INDUSTRY THAT THE STATE OF 
ALASKA WILL TAKE WHATEVER IT WANTS WITHOUT HELPING SHOULDER THE BURDEN 
ITSELF. WHY HAS STATE FUNDING INCREASED WHILE THE PRIVATE SECTOR HAS BEEN 

CUT TO THE BONE. HB118 IS SETTING UP ALASKANS FOR A BIG FALL.

POMID: 03135809 
DATE: 02/24/89 
TIME: 13:58:09 

LIONAME: ANCHORAGE LIO

COPIES: REPRESENTATIVES REPRESENTATIVES

BARNES
BOYER
CATO
COTTEN
DAVIS, M.
ELLIS
FURNACE
GRUENBERG
HANLEY
HUDSON
KOPONEN
LEMAN
MARTIN
MILLER
PETTYJOHN
RIEGER
SHULTZ
SWACKHAMMER
ULMER
ZAWACKI

BOUCHER
BROWN
COLLINS
DAVIS, C.
DONLEY
FOSTER
GOLL
GRUSSENDORF
HOFFMAN
JACKO
LARSON
MACLEAN
MENARD
NAVARRE
PHILLIPS
SHARP
SPOHNHOLZ
TAYLOR
WALLIS
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Full story on ELF
Feb. 17,1989 1358 Carat Loop I 

North Pole, AK 99705
To the editor:It was a mere 10 months ago that the liberal press, liberal politics, state and local government work­
ers and the government worker s union leaders from the Laborers, Teamsters, Operators, and the IBEW were literally screaming for a public hearing on the ELF.Well, finally a statewide hearing on the ELF took place on Monday, February 13, for more than four 
hours. Given the fevered “ Public Hearing! Public Hearing I" chant of last spring and the importance of 
the ELF issue to the future of Alas­ka I believe the public unable to attend the hearing’s deserved more than the very short Page 2 story “ Old ELF arguments recited run 
in the Feb. 14 News-Miner.For their benefit, then:1. The count was two to one •against ELF modification, 50 per­sons spoke against HB118,25 spoke
In favor. t2. Those speaking again9t HB118
were predominantly private sec­to r—oil industry employees, Chamber of Commerce,members and sta ff, businessmen, and businesswomen. Those speaking in favor of HB118 were predominantly public sector—state and local gov­ernment employees and their spouses, government employee un­ion leaders, union members, local government elected officials, and AKPIRG. It became quite clear the ELF is a public sector vs. private sector Issue.3. House Resources Chair, Cliff Davidson (D-Kodlak), In an unpre­cedented maneuver, required peo­ple to declare whether they were 
either for or against HB118, before they were called to testify. David- son’s stated intention was to hold a “ balanced hearing”  by calling to testify an fional nnmb-M- “ for”  ot* “ against.”  As noted above, even with the chair’s maneuver, the count was two to one against ELF modification.Kenneth D. Corbet



FEB 13 '8 9  17:23 P. 7/8

F e b r u a r y  13, 19 8 9

To; M e m b e r s  of t h e  H o u s e  R e s o u r c e s  C o m m i t t e e

From: K r i s t i n e  F u n k
p o  B o x  940 
S i t k a ,  A K  9 9 8 3 5

M y  n a m e  is K r i s t i n e  F u n k  a n d  X h a v e  b e e n  a r e s i d e n t  of 
S i t k a  a n d  A l a s k a  f o r  10 y e a r s .

I b e l i e v e  t h a t  i n c r e a s e d  t a x a t i o n  o f  t h e  oil i n d u s t r y  
s h o u l d  b e  c o n s i d e r e d  o n l y  if y o u  b e l i e v e  t h a t  t h e r e  s h o u l d  
b e  n o  l i m i t s  o n  s t a t e  s p e n d i n g  a n d  if  y o u  b e l i e v e  t h a t  cur 
s t a t e  g o v e r n m e n t  h a s  t h e  r i g h t  t o  s p e n d  e v e r y  d i m e  of 
r e v e n u e  a n d  d e m a n d  m o r e  w h e n  t h a t  r u n s  out.

It is m y  o p i n i o n  t h a t  t h e  o i l  i n d u s t r y  i s  p a y i n g  its fair 
s h a r e  o f  t a x e s  a n d  I d o  n o t  s u p p o r t  c h a n g e s  t o  t h e  
E L F  e q u a t i o n . O u r  s t a t e  g o v e r n m e n t  m a d e  a c o m m i t m e n t  to 
the o i l  i n d u s t r y  w h e n  an  a g r e e m e n t  o n  t h e  E c o n o m i c  L i m i t  
F a c t o r  w a s  e n a c t e d .  I t  is  m y  p o s i t i o n  t h a t  a d e a l  is a 
d e a l  a n d  s t a t e  g o v e r n m e n t  h a s  n o  b u s i n e s s  t r y i n g  t o  r e n e g e  on  
t h e  a g r e e m e n t  n o w  w h i c h  w o u l d  s e n d  a s i g n a l  to o t h e r  
i n d u s t r i e s  a n d  f o r e i g n  c o r p o r a t i o n s  to b e w a r e  of A l a s k a  
b e c a u s e  t h e y  m a k e  d e a l s  a n d  d o n 11 h o n o r  t h e m .

W e  s e e  t h e  s a m e  t h i n g  h a p p e n i n g  to t h e  t i m b e r  i n d u s t r y  
in S o u t h e a s t  A l a s k a .  D e a l s  m a d e  b e t w e e n  the f e d e r a l  
g o v e r n m e n t  a n d  t h e  i n d u s t r y  w i t h  g o v e r n m e n t  n o t  h o n o r i n g  
the d e a l .  D e a l s  b r o k e n  w i l l  c o s t  A l a s k a n s  jobs.

I o p p o s e  c h a n g e s  t o  t h e  ELF.

T h a n k s  f o r  y o u r  c o n s i d e r a t i o n  o n  t h i s  m a t t e r  of  g r a v e  
i m p o r t a n c e  t o  a l l  o f  u s  in A l a ska.

cc: S e n a t o r  D i c k  E l i a s o n
R e p r e s e n t a t i v e  B e n  G r u s s e n d o r f

6
1
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RECEIVED r l o  1 7 J9SS

O p p o s i t i o n  t e s t i m o n y  to H o u s e  B i l l  118 

F e b r u a r y  13, 19 8 9

M y  N a m e  is M e g a n  W o o d s .  I r e p r e s e n t  N o r g a s c o ,  Inc. of 

87 4 0  H a r t z e l l  R o ad, A n c h o r a g e ,  A K  99507. W e  a r e  a n a t u r a l  

g as u t i l i t y  s e r v i n g  t h e  D e a d h o r s e  area.

P a s s a g e  of H o u s e  B i l l  118 w i l l  g u a r a n t e e  p r i c e  i n c r e a s e s  

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

l i k e w i s e  rise. I e s t i m a t e  e a c h  c u s t o m e r  w i l l  p a y  an 

a d d i t i o n a l  $ 1 6 , 0 0 0  a y e a r  (on a v e r a g e )  a s  r e s u l t  of i n c r e a s e d  

s e v e r a n c e  t a x  alone.

$1 6 , 0 0 0  s e e m s  r a t h e r  a s m a l l  p o t  of c o f f e e  i n  l i g h t  of 

t h e  c u r r e n t  d e f i c i t  s i t u a t i o n .  M u l t i p l i e d  b y  30 c u s t o m e r s  

o v e r  10 y e a r s  it b o i l s  u p  t o  o v e r  5 m i l l i o n  d o l l a r s  t h a t  t h e  

b i l l  w i l l  s u c k  o u t  of o u r  c u s t o m e r s . S u c h  i n c r e a s e s  a r e  

t r a n s l a t e d  i n t o  h i g h e r  o p e r a t i n g  costs.

T h e s e  i n c r e a s e  c a n  o n l y  c r i p p l e  i n d u s t r y ' s  e f f o r t s  at 

r ecov e r y ,  ^ o r g a s c o ,  t o o  w i l l  s u f f e r  m o r e  d i r e c t l y  f r o m  t h e s e  

h i g h  r a t e s  as o u r  c u s t o m e r s  m a y  d e c r e a s e  t h e i r  u s e  of g a s .

This is n o t  t h e  b a s i s  f o r  e c o n o m i c  r e c o v e r y .  N o r g a s c o  

d o e s  n o t  c o n s i d e r  i n c r e a s e d  t a x e s  a n  a l t e r n a t i v e  t o  t h e  

S t a t e ' s  r e v e n u e  d e f i c i e n c i e s  u n t i l  its o p e r a t i n g  b u d g e t  is 

r e d u c e d  to  r e a l i s t i c  a n d  s u s t a i n a b l e  levels.

F I L E = E L F . D O C
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ELF QUESTIONS

I A M O U N T  O F  O I L  E X T R A C T E D
(1) T h e  E L F  is d e s i g n e d  to 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  

for w e l l s  in " m a r g i n a l "  oil fields. W h i c h  oil f i e l d s  are 
c o n s i d e r e d  " m a r g i n a l "  in A l a s k a ?

(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  f r 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  in A l a s k a  t h a t  w i l l  b e  a l l o w e d  t a x  c u t s  
u n d e r  t h i s  E L F  b i l l ?

(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 ?  f r o m  K u p a r u k ?

(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  in
t h e  m o s t  p r o d u c t i v e  oil f i e l d s  i n  t h e  v a r i o u s  l o w e r  48 s t a t e s ?
W h a t  is 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  and p r o v i d e d  t a x  c u t s  f c r  p r o d u c t i o n  i n c e n t i v e  in t h e  
v a r i o u s  l o w e r  48 s t a t e s ?

(5) W h i c h  oil 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
in 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 n d  w h a t  is t h e
p e r c e n t a g e  of  t h e i r  l e a s e  i n t e r e s t s ?

(6) Oil C o m p a n i e s :  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 1 9 76? 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  
Bay?)

(7) Oil C o m p a n i e s :  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 1 9 88? H o w  m u c h  of t h a t  w a s  f r o m  A l a s k a ?  ( P r u d h o e  
Bay?)

II T A X E S  P A I D
(8) W h i c h  oil 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 l  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 ?

(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  r a t e  o f  15% for 
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  either, r i g h t ?

(10) W i l l  t h i s  E L F  b i l l  r a i s e  t h e  r a t e  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  P r u d h o e  B a y  a b o v e  t h e  r a t e  t h a t  w a s  
p a i d  b y  oil c o m p a n i e s  a t  P r u d h o e  B a y  p r i o r  to J u n e  20, 1 9 87?

(11) H o w  m u c h  is 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  in 
s e v e r a n c e  t a x e s  e a c h  y e a r ?

(12) 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  in 
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 ?

(13) 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 s ?
I f  so, 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 ?

I l l  P R O F I T S
(14) 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  is b e i n g  m a d e  o f f  of

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  in t h e  l o w e r  48 s t a t e s ?

(15) 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  is b e i n g  m a d e  o f f  of
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  in 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 ?

(16) H o w  m u c h  p r o f i t  is 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  oil f i e l d s  e a c h  d a y ?

(17) D o e s  t h i s  i n c l u d e  T A P S ?  I f  not, w h a t  is t h e  p r o f i t  
o n  T A P S ?

(18) 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 ?

(19) H o w  m u c h  p r o f i t  is 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  oil?

(20) W h a t  d i d  t h e  oil 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  20, 1987?

(21) W h a t  p e r c e n t  of m o n e y  g r o s s e d  b y  A l a s k a ' s  o i l  in 
P r u d h o e  B a y  a n d  K u p a r u k  is 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  is s e n t  o u t s i d e ?

I V  I M P A C T S  O N  A L A S K A N S
(22) H o w  m a n y  j o b s  a r e  i n v o l v e d  in s t a r t i n g  u p  a s m a l l  

oil 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 ?

(23) H o w  m a n y  A l a s k a n s  wer-a 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  20, 1 9 8 7  w h e n  t h e  t a x  c u t  k i c k e d  
in? H o w  m a n y  A l a s k a n s  are 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  of  
P r u d h o e  B a y  now?

(24) W h a t  is 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  in 
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 ?

(25) 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  oil 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  oil 
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  oil f i e l d s  a s  a r e s u l t  of t h i s  
E L F  b i l l ?

(26) W h a t  is 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  in t h e  
s m a l l e r  oil f i e l d s  as a r e s u l t  of t h i s  E L F  b i l l ?



.

A N S W E R S  T O  Q U E S T I O N S

D E P A R T M E N T  O F  R E V E N U E



F e b r u a r y  21, 1 9 8 9  

R e s p o n s e  t o  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  o f  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  a r e  
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  f i e l d .  P r o d u c t i o n  
i s  s i g n i f i c a n t  b e c a u s e  o f  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  f i e l d 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  b e  a p p r o x i m a t e l y  60% o f  t h a t  o f  a  100, 000 
b a r r e l  a d a y  f i e l d .  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 o r  
p r o d u c t i o n  p l a t f o r m  c o s t s .  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  s i z e .  F o r  e x a m p l e ,  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  f o r  l a r g e r  f i e l d s  i n  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  I n l e t  f i e l d s  ( B e a v e r  
C r e e k ,  M i d d l e  G r o u n d  S h o a l s ,  G r a n i t e  P o i n t ,  M c A r t h u r  R i v e r ,  
S w a n s o n  R i v e r ,  a n d  T r a d i n g  B a y ) , M i l n e  P o i n t ,  L i s b u r n e ,  
E n d i c o t t ,  N i a k u k ,  W e s t  Sa k ,  P o i n t  T h o m s o n ,  S e a l  I s l a n d ,  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 i r s t  f a c t o r  i s  t h e  
c h a n g e  i n  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 e  t h e  E L F  u p  t o  1.0 f o r  
t h e  f i r s t  t e n  y e a r s  o f  t h e  f i e l d ,  m a k i n g  t h e  s e v e r a n c e  t a x  r a t e  
e q u a l  t o  t h a t  s e t  i n  t h e  l a w  ( 1 2 . 2 5 %  f o r  t h e  f i r s t  5 y e a r s ,  t h e n  
g o i n g  t o  1 5 % ) .  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, 0 0 0  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  i n  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  d a y .

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  d a y .

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  4 8 p r o d u c e  l e s s  t h a n

Department of Revenue



100 b a r r e l s  p e r  w e l l  p e r  d a y .  ( 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  m u c h . )  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  f o r  
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  d a y .

5. B P  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 h e  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  E X X O N .  T h e r e  a r e  
e i g h t  o t h e r  m i n o r  o w n e r s .  A R C O / B P  h a v e  a n  a p p r o x i m a t e  6 0 / 4 0  
s p l i t  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  o w n e r s .

II. T a x e s  P a i d

8. M i l n e  P o i n t ,  L i s b u r n e ,  E n d i c o t t ,  N i a k u k ,  P o i n t  T h o m s o 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 h e  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  r a t e .

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  i n  e f f e c t  o n  J u n e  20, 1 9 8 7 .

11. T h e  S t a t e  r e c e i v e d  $ 8 1 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  i s  a t a b l e  f o r  o t h e r  p r i o r  y e a r s .

12. F o r  1 9 8 7 ,  t h e  l a s t  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  i n  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  ( w h e r e  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  $ 5 2 9  m i l l i o n  m o r e  i n  
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  i t s  p r o d u c t i o n  w a s  

o n l y  s i x  p e r c e n t  h i g h e r . ( T e x a s  g o t  $ 1 . 5 5  p e r  b a r r e l ,  A l a s k a  g o t  
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  i n  t h e  l o w e r  48 
( e x c e p t  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 u t  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  1 9 8 8 .  T h i s  i s  $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  t h i s .  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  t o  p r o d u c t i o n .  A l s o  a c c o r d i n g  t o  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  i s  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  a b o v e .

18. S e e  # 1 6  a b o v e .  A l s o  t h e  S t a t e  i s  c u r r e n t l y  d e v e l o p i n g  a n



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  t h e  
p r o d u c i n g  s e g m e n t ,  a n d  t h u s  l e s 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  
( u pon w h i c h  S t a t e  r e v e n u e s  a r e  b a s e d )  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  t o  b e  p a s s e d  o n  
d i r e c t l y  t o  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 .  In  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  1 9 8 8 ,  f o r  e x a m p l e ,  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  t h i s .  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  1 9 8 8  e a r n i n g s  s e t  a r e c o r d  o f  a 15 p e r c e n t  
i n c r e a s 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  a t  P r u d h o e  B a y  i n c r e a s e d  b y  60 i n  1 9 8 6  a n d  b y  67 i n  1 9 8 7 .  

S e e  #21 b e l o w .

21. B a s e d  o n  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 i s  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  1 5 %  o f  c a s h  f l o w s  ( p r o f i t  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  i n c o m e )  a r e  r e i n v e s t e d  i n  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  8 5 %  l e a v e s  t h e  S t a t e .  N o t e ,  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  i n  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  
i n  a g a s  p l a n t  i s  i n v e s t e d  w h e r e  t h e  p l a n t  i s  m a n u f a c t u r e d ,  
e . g . ,  T e x a s ) ,  n o t  w h e r e  i t  i s  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  f i e l d s ,  t h a t  m i g h t  
o t h e r w i s e  n o t  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  i n  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 o p 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. #23 a b o v e  s u g g e s t s  t h a t  H B  118 w o u l d  n o t  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  o n  t h o s e  

f i e l d s  i n  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  t o  g e t  a f i e l d  b y  f i e l d  
b r e a k o u t  o f  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  on 
l i n e  t h a t  o t h e r w i s e  m i g h t  n o t .  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  o n  t h e  m a r g i n a l  f i e l d s ,  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  t h a t  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  o n  t h e  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  a b o v e ,  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  o f  1 , 0 0 0  jobs,

extensive analysis of the profitability of North Slope fields.



26. See #25 above.

H 2
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TABLE 4 . 2 - 5

PRODUCTION PLATFORM TOPSIDES CAPITAL COST -  ARTIFICIAL ISLAND

C o s t .  MMS

100 . 0 0 0  BPO 2 0 0 . 0 0 0  BPO 3 0 0 . 0 0 0  BPD

Management and Eng in ee r ing  34 .. 40 41

D r i l l i n g  Equipment 17 34 34

P ro du c t i o n  and O the r
Equipment 99 156 210

Module F a b r i c a t i o n  95 165 IBO
T r a n s p o r t  and I n s t a l l a t i o n  130 200 260

C e r t i f i c a t i o n  and In su ran ce   5  5  5

T o t a l  Cost 400 600 730

TABLE 4 . 2 - 6

PRODUCTION PLATFORM TOPSIDES CAPITAL COST -  BOTTOM FOUNOED

C o s t .  MMS
10 0 . 0 0 0  BPD 2 0 0 , 0 0 0  BPD 3 0 0 , 0 0 0  BPD

t  t  f

Management and Eng in ee r ing  34 40 41

D r i l l i n g  Equipment 17 34 34

P ro du c t i o n  and Other
Equipment - r  .••••> 99 . . - . . i s  156 . . 210

Be low Deck Equipment ... ’’ . 10 .. _ , - . . - lO  . . . .  10

Module F a b r i c a t i o n  . TT*I :C . . 1 1 5 ,  L.% c165 180 1• * • I
T r a n s p o r t  and I n s t a l l a t i o n  v;-.-, . b n ; - : 2 0 .  35 **:s ; '  ̂?.-3 r . ~
C e r t i f i c a t i o n  and In su r an ce  -• 5 ---------- •• •  5 - - ~ - A »- - - f 5 •- '

T o t a l  C o s t .......................... .. •* * •". ;300 445 *• • ? 520 _

Sou rce :  Han-Padron A s s o c . ,  B e a u f o r t  Sea P e t r o l e um  T e c h n o l o g > -^ s> ? r
Techn ica l  R epo r t  No. 1 1 2 ,  p repa red  f o r  M in e r a l s  M a n a g e i ^ t \ S e ^ L « ^ ^ , --------
Oute r  C on t in e n ta l  S h e l f  Reg ion ,  r e i r e ing  and E n y i r o n m e j T t r ^ ^ e ^ . - ^ c i a l  and 

Economic S tu d i e s  U n i t ,  March 19B5
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S O C '.V O  T H E  WORLD

an oil purchaser and trader to the 
until 1935, when the corporation 
:s Agency was set up to maintain 
)il bu t these rights are not being 
;y no government participation is

tionary fiscal power which it can 
narginal fields. The Department 
here it  is conv inced th a t  the  
couraging the develooment o f a*  •* i  . . . .onment to be cons icerea . The  
‘ PRT  and corporation tax (i.e., no 
s payable, even though royalties 
aese two taxes). T o  date several 
es have been made, but none has

‘ offshore petroleum in Norway is 
^ | t  o f  1963, the Royal Decree o f  

Activities Law  of 19S5. In 
i the Crown. Licensing is done by 
including technical and financial 
•vegian economy (in particular the 
ial g r ow th  and deve lopm en t) ,  
ovemme.nt participation o^ered . 
i petroleum exploitation, namely,
royalty is part of the licence. The  
:s at the production-area point of 
:re December 1972, the rate is 10 
e December 1972, a progressive 
s shown in Table 3.4. Th e  rates 
field. The tax is thus applied on a 

The rules also state that when 
:e royalty rate will fall as well, 
t it m ay not fall below 12 per cent.
J-per cent. Section 26 of the Royal 
'overnment the power to fix lower 
ity per well, or other conditions so^ 
no reductions in royalty rates. . .  
yable by all companies operating — , 
at the rate o f  27 .S per cent; ana J g T C g  
cent. W ith  regard to petroleum,
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the M un ic ip a l  T a x  is co l le c ted  ar.d u til ized not bv the  lo c a l  
governments but cen tra lly . In 1975 the Norweg ian  "government 
introduced a tax package on North  Sea operations which maintained 
the royalty provisions described above but substan tia lly  changed  
income taxation.

T a b le  3.4
R oy a l ty  R a te s  on O il P r o d u c t io n  in N o rw ay

Average Field Production 
(barrels per day)

Rate of Rovaltv 
(% ) *

Under 40 ,000 8
40 ,000  and under 100,000 10
100 ,000 and under 225 ,000 12
225 ,000  ar.d under 350 ,000 14

350 ,000  and above 16

The 1975 act introduced allowances which apply equally to both 
income taxes. Deficits accumulated over the previous 25 years are  
deductible as losses, although there is a  restriction on the rate a t 
which such losses can be deducted. The deduction in any one year is 
limited to one third o f  the total deficit in the previous 15 years, so that 
the total deductions have to be distributed over a m inimum of 3 years. 
Eligible costs include exploration costs , various licence fees, and 
royalties. Only 50  per cent o f  losses incurred f rom  o the r  (non- 
Continental Shelf) activities in Norway may be deducted from She lf  
inzome. H ad  the 1975 act not stipulated this restriction, companies 
would have an incentive to invest in non-Shelf act iv it ies , and tax  
revenues from Nor th  Sea oil exploitation would be postponed. The  
provision means, in effect, that 50 per cent o f  non-Shelf op e ra t in g  
losses may be set against She lf income, as can 50 per cent of the costs 
of investing in, say, a refinery or marketing facilities. On the other 
hand there is no restriction on the ability to set losses incurred in 
Shelf operations against income from other ac t iv it ies  in N o iw ay .  
Thus, there are s ti l l  advan tages to be obtained from  in teg ra ted  

£ i  . operations in Norway. However, losses or deficits incurred abroad are 
not allowed as deductions against North Sea income in Norway .
'  ' The 1975 act also introduced special depreciation provisions for r  

North  Sea operations. "T h e  normal deprec ia t ion  a llowances w e r e ’ "  
“ g-*considered too restrict!/e for the size o f the investments and r isk3

■ -  -  - --------- - r 7 " . v c  -  . . . . . .

S o u r c e : K e m p i ' " A l e x a n d e r Pe t ro leum ' Rent C o l l e c t i o n  
S t -  _• Around the  W o r ld ,  The I n s t i t u t e  f o r  Research

and P u b l i c  P o l i c y ,  H a l i f a x ,  1987



Table 3
H ISTOR ICAL  PETRO LEUM  REVENUES  

(Miilioas of Dollars)

Oil/Gas Fed. Min. Oil/Gas Total Total G.F. % of Total

E51

59

Corporate 
Nnn.PftrnUum Petroleum

Severance
Tax

Property
Tax

Reserve
Tnx

Rents & Donus 
Royalties (D Sales

Rents
(1)

Royalties Special Petroleum 
Settlements Revenues

Unrestricted
.R t venues

Unrestricted
RevCP.U£L

1.4 3.1 3.1 25.4 12
60 1.7 5.8 4.0 .1 9.9 48.0 21
61 1.4 2.4 1.6 .2 4.2 40.5 10
62 1.8 .2 4.5 20.3 1.0 26.0 68.9 38
63 2.2 .3 8.6 17.9 1.0 27.8 71.6 39
64 1.8 .3 8.7 4.7 1.2 14.9 67.0 22
65 1.9 .3 8.3 5.9 1.9 .1 16.5 83.0 20
66 4.1 .3 7.7 10.8 2.5 .3 21.6 86.5 25
67 3.5 .5 7.7 8.6 2.8 1.9 21.5 86.6 25
68 3.8 .1 1.2 7.5 21.8 2.9 9.5 43.0 112.7 38
69 4.2 .1 5.6 7.8 .8 3.3 16.9 34.5 •112.4 31
70 4.9 .4 7.9 8.2 900.0 3.1 19.3 938.9 1067.3 88
71 5.2 .9 10.5 8.6 .2 2.9 23.9 47.0 220.4 21
72 5.3 1.2 11.4 7.9 .3 3.0 24.6 48.4 219.2 22
73 5.9 .9 12.0 6.7 3.8 3.4 23.5 50.3 208.2 24
74 7.0 1.2 14.8 7.1 24.8 3.6 28.7 80.2 254.9 31
75 14.8 2.5 26.6 6.6 9.(1 1.0 3.9 40.0 90.4 333.4 27
76 26.2 4.9 28.0 83.4 223.1 5.1 3.7 43.3 391.5 709.8 55
77 30.8 5.0 23.8 139.1 270.6 2.0* 2.8* 34.3* 477.6* 874.3 55
78 25.1 8.4 107.7 173.0 1.0* 1.8* 149.6* 441.5* 764.9 58
79 24.8 232.6 173.3 163.4 1.0* 1.6* 249.2* 821.6* 1133.0 73
80 17.9 547.5 506.5 168.9 1.2* 342.4* 1.8* 688.2* 2256.5* 2501.2 90
81 34.8 860.1 1170.2 143.0 1.2* 7.6* 3.7* 1118.5* 3304.3* 3718.2 89
82 34.8 668.9 1581.7 142.7 17.1* 5.0* 2.1* 1157.3* 3574.8* 4108.4 87
83 30.1 236.0 1493.7 152.6 27.2* 36.2* 2.5* 1078.4* 3026.6* 3631.0 83
84 39.5 265.1 1393.1 131.0 11.0* 10.1* 3.8* 1047.5* 2861.6* 3390.1 84
85 36.0 .• 168.6 1389.4 128.4 8.2* 11.5* 3.4* 1034.0* 2743.5* 3260.0 84
86 11.2 133.9 1108.4 113.5 14.3* 34.7* 4.2* 856.1* 392.8* 2657.9* 3075.5 86
87 20.5 120.4 648.5 102.5 U.O* .5* 3.8* 439.3* 68.5* 1394.5* 1799.4 77
88 23.4 158.0 818.7 96.2 8.7* 5.6* 5.7* 694.8* 161.9* 1949.6* 2305.8 85

* Net of Permanent Fund contribution.
(1) These categories are primarily composed of oil/gas revenues; however, includes some additional revenues from other minerals (mostly coal).

October 1988 Revenue Sources Pa9® 331
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Comparative Severance Tax Payments 
1987 Production and Collections 

10 Top Oil Producing States

Production1 Severance Tax4 Severance Tax
(1000's of bbls) (1000'sofS) 5/Bbl Rank

Texas 760,145 1,178,052 1.55 6
ALASKA 715,855 648,500 0,91 8
California 364,572 14,600 0.04 10
Louisiana 173,409 439,237 2.53 4
Oklahoma 132,970 372,883 2.80 2
Wyoming 112,597 138,915 1,23 7
New Mexico 71,533 262,290 3.67 1
Kansas 59,120 159,952 2.71 3
North Dakota 41,351 90,665 2.19 5
Utah 35,477 22,781 0.64 9

1 Source: Department of Energy 

1 Source: Petroleum Independent, September 1988
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P h c t c c c c i e d  fcv r e m i s s i o n  of  Pf
Er.ercv Intellicer.ee W e e k l v .

ar.c

P=cs 9 P I W 5 J s n u s r /  2 0 . 19S 9

' WHAT’S MEW AROUND THE WORLD
GENERAL

O P E C  —  The first meeting o f  the m in i­
s te ria l- le ve l m on ito ring  com m ittee is 
scheduled fo r  M arch  29 -3 0  in V ienna. 
Ministers from  Saudi Arabia. Kuwait, N i­
geria. A lgeria. Indonesia. Venezuela. In n  
and Iraq w ill gather as agreed at the fu ll m in­
isterial meeting last November. The panel’ s 
o ffic ia l b rie f includes review o f  progress to­
ward the group's S IS  price target, quota 
compliance, and longer-term issues, such as 
permanent output quotas fo r members.

•

T A N K E R S  —  A shortage o f  availab le  
tonnage sent spot fre ight costs soaring  in 
December despite a d ro p  in sing le-voyage 
charte ring . Follow ing extremely high lev- 
els o f  liftings in October and November, av­
enge spot n tes in December fo r  a ll vessel 
sizes rose by over 40%  from  the previous 
month, according to London tanker b roken 
Howard Houlder. O vera ll, spot chartering 
in December fe ll over 10-m iilion tons to 
44 .3 -m iilion  tons.

Reflecting higher volumes o f  o il afloat, 
tonnage employed as floating stonge rose 
almost 2-m iilion  tons in Decem ber to 

_  13 .5-m illion  tons, mostly in the US G u lf.
"Tankers in lay-up in December fe ll to a 
rock-bottom level o f  2 .5 -m illion  tons, with

1,000 dwt Dec. Nov.
250 S i .31. SI .40
220 0.77 0.53
125 1.22 o.so
00 1.25 0.30
50 1 . 17 0.69
80 0.64 0.35
80 0.23 0.19
«

most o f  the remaining vessels probably only 
suitable fo r  scrap. Follow ing arc per-bbl 
freight costs fo r specific voyages.
Sect fre.'jnt Casa tor key C/uces (S.SCI):
Voyage
Araa it.-ft. Ettroce 
Ana Lt.-Singacore 
Nigsra-US Galt 
UK Brent-US Guil 
Ver.erceia-US Gull 
Libya-itaiy 
Inecnesia-Singscoie

IN D U S T R Y  R E S T R U C T U R IN G  —  In 
what may be the last step o f  a m a jo r re ­
s truc tu ring  p lan . Texaco has agreed to 
se ll its 7 3%  interest in Texaco Canada to 
Im p e ria l O i l. E xxon 's C anad ian  subsidi­
a ry , in a dea l va lued a t S 4 .15-b i'lion . The 
acquisition solid ifies Imperial's position as 
Canada’ s biggest o il company, though the 
deal is subject to regulatory approval. Impe­
ria l rrav be forced to sell some marketing 
assets, as the combined companies would 
have 26%  o f  total o i l sales in Canada.

Gas pipeline firm  Texas Eastern  is fight­
ing C oasta l’ s S2 .5-b iIIion  tender and may 
seek another su ito r, make a leveraged 
buyout o r undertake a m ajor asset sale. Se­
curing a toehold in the expanding Spanish 
market, B ritish  Pe tro leum  has an option to

buy S% -15%  o f  refiner Petrom ed . which 
operates a 120.CC0 b/d re fine r, at Castel'.cn 
de Plana. BP  also plans to sell another 
S l-b iilion  in non-US assets as pan o f  its 
plans to reduce debt. Conoco has purchased 
a 3 1 .2 5%  interest in the undeveloped U K  
Anglia gas field from  Lasm o for an undis­
closed amount. A rco  realized S I.2 2 -b illion  
from  the stock sale o f roughly ha lf its inter­
est in L yonde ll.
C O U N T R I E S

A U S T R A L IA  —  Lukew arm  oil com pany 
reaction to C anb e rra ’ s latest excise tax 
p roposa l m inim izes chances fo r  a s ign if­
icant p roduction  increase in A u stra lia 's  
largest o il fie ld . The :ountry ’ s two largest 
o il producers. BHP and Exxon , reacted un­
enthusiastically to a newly drafted s lid ing , 
scale excise tax. The companies contend 
that the latest government proposal still 
does not provide adequate tax re lie f fo r op­
erating o lder, marginal fie lds discovered in 
the Bass Strait before 1979.

Shut-ins by the two companies have 
trimmed production bv more than 6 5 .COO 
b/d (PrVV N ov .21 ,p 7 ).

•

B R U N E I —  Reflecting the sharp  u p tu rn  
in the spot m a rke t, Ihe su ltanate re tro a c ­
tive ly boosted crude o il expo rt prices

Record Refining And Chemical Earnings Eoost Company Profits In 1988

Record refining and chem ical earn­
ings for many oil companies more than 
o ffset steep declines in upstream profits 
and pushed total I98S  profits fo r seven 
m ajor US companies up sharp ly . Total 
profits fo r the seven companies o f  
S 15 .3 -b illion  during 1988 were_almost 
30%  above earnings in 1987 , a lter ex "" 
eluding extraordinary charges o f  nearly

i
.Frolill :  Oil I Gat 
.Production 

Un.tea Scores 
. .F o r e g o  ".
Reilmng A Mkig..

United States

S5-billion by Texaco in 1987 to settle lit­
igation and fo r restructuring. .

• _ Total profits fo r  the group in the
• fourth quarter o f  S 3 .3-b illion  declined 

by 8%  irom  a year earlier, despite huge
•• downstream earnings fo r many compa- 
•: nies. Combined refining and marketing 
j "  earnings o f  "S I.'8-b illion were “almost 
, ” .120%  above like 1987 results, while

chem ica l earnings o f  S I .2 - b i l l io n  
•showed an increase o f  35%  and exceed-
• ed upstream profits. Exploration and 
production profits fe ll 68%  to just under . 
S780-m illion  in the fourth quarter.

.— Annual 1988 profits are shown in m i l- 'T
• lion do lla rs , with percent changes from  

1''.1987. O il volumes are in 1 .000  b /d . and _
-gas is in m illion cu ft/d. -  . ; v ;  \

Foreigntu
; Total Petroleum 
Cremicus 
Other
Total ProiiU -
Oil Prccucton 
Relmery Runi 
Product Sales 
ft*w ;l Gas Pro. 
ft**# Per Barrel^
* tee meaningful.

Chevron— •C------ Teiaca— -  Amoco—  v '—  US Shell—  Aroi
.> .198 !  Chg. s  1988 , L- r .  Chg. . , ;19BS Chg. j . 19 8 !  u x %  Chg. ^ 19ea  ,u

,6 3 1  
•383 2243 

’.897

- , ;-3 8 .3  -  814 
" 1 - 9 S  3 151
' - - . - 7 . 3  ^ 4 5 3  
- + 2 2 5 . 7  v 1 , 1 ia  
,.-.+308.0 :''651 

'465

: : — 32.S ‘J-.-i-at • 
+  758.5

‘/ . C h g . - :
. - ^ 2 1 . 1  3^6 ^ 1 x 5 5 . 5  ^ 542_ . - 3 5 . 1 1 .^

+0.3 . . .  . . .  . . .  . . . •
• - - - 4 1 . 0  ' “  r - -  -

■̂231.r-f-
3  • ' •+ 1 .3  Jl.730 + 62.9

V . _ 
^;+ieo.V
'■3  y+4i.2 

+  214.1245
;  -  •  - 6 7 1
+  41,3 1.3041 - -  t

 OPERATING STATISTICS
1.919
3,041
4.2C6
5.192
33.42

+ 4 5 
+ 2.0 
+  4 0 
- 0 . 7  
+  4.3

, « 5
1.653
2,331
4.747
32.81

+4.0 
+  58  
+4 9 
+  3.5 

+47.1

1.309
1,907
2.422
2.732

s u s

- 2.2 
+  1.5 
+  3.7 
-+2.4 

.4
4  lndudes^225-miilioei*«eiromi

990
1.577
2.787
2435n a

-6 .3  
' -0 .3  

+  1.9 •+10.2

l r *

1.528
684

-14 9
2.083

809
944

1.133
3.151
34.97

; , +  315.3 / . 519 ’ ,> 1 3 1 .7  *j3Sa F + 145.3»• • . . / !  .• *.»•.* . . .  w r .v  •••
i t w .  i  • —• •  •  • »

. ’ +50.4 .a+60.2 
. . •* » •
*+51.7

845
553

- 1 9 4
1,239

*.vv,tr ••,

- 1 1 . 7
.—+32.9it

+0 .7

910
-923.1
- 2 5 5
1,533

. - 7 . 5  
_  +73 .3
. u.r * 

./  +29 .3

+ 0.9 ■+5.5 
+ 1 1 . 0  
+ 5.0 

+38.2

595
999

1.314
1.613
32.58

.. , -2 .3  
'  - 2.0 

’  - 2 .3  
— 11.4 

•"+3.8

’  704 
*■ 669 
1.543 
35.47

!+'■< , + 5.1 
*’ - 1 . 5  

"  + 7 .5  
’ + 3 1 .2

2.796-btllion tor (hi Pennaoil settlement and S2.036-billlon
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Arco’s Earninssv—/

Set a Record; 
Amoco Net Falls

By F rederick  R ose
Staff Reporter oj T h e  W a l l S t r e e .  ' o u i u - a l

Atlantic Richfield Co.. boosting its quai- 
v terly dividend, reported record fourth- 

quarter profit ar.d announced an indefinite 
! extension of a stcck-purchase program.

Separately, .Amoco Corp. said its fourth- 
• quarter net income declined less than 1%. 
1 to 5275 m illion, o r 51.45 a share, as in- 
; 'creased profit from  refining and marketing 
operations was offset by declining results 
‘ from  crude oil and natural gas produc­

t io n .
Los Angeles-based Arco's quarterly div­

idend increase, to 51.125 a share from  51. is

the company's firs : bees; sir.ee i'!S5. when 
it undertook a massive recapitalisation ar.d 
cost-cutting program that trimmed its 
common stock by mere than 25%, slushed 
costs and boosted the dividend at that time 
to 51 from  75 cents.

The latest increase had been expected 
but came earlie r and at the high end of an­
a lysts ’ forecasts. Analysts said yesterday's 
announcements mderscore the effective­
ness o f Arco's 19S5 recapitalization, which 
was widely questioned when it was an­
nounced. "They have been vindicated." 
said Eugene .Vowak. an analyst at Dean 
W itter Reynolds Inc.

The increased dividend will be paid 
March 30 to stock of record Feb. 17. Arco 
and .Amoco shares both fe ll yesterday 
amid a broad slide of oil stocks on news of 
declining oil prices. Arcu was o ff 12.*. 
cents, at SS5 a share. Amoco dropped S3, to 
575.625 a share. The shares of both compa­
nies are quoted on the New York Stock Ex- , 
change.

Arco's fourth-quarter net income rose ■

15%. to 5391 m illion , o r S2.22 a share, from 
5340 m illion, o r 51.S6 a share, a year ear­
lier. The latest quarter was Arco’s highest 
ever.'Revenue declined 1.6%, to 54.54 bil­
lion from 54.62 billion. The average shares 
outstanding declined 3.6%, to 176.9 million 
from 183.5 m illion a year earlier. 
''Contributing to’ the'earnings Increase, 

after-tax profit from  A rco ’s refining and 
marketing operations jumped -76%. to 5SS 
m illion from  550 m illion . P ro fit at the com­
pany's Lyondell Petrochemical Co. unit, 
currently the subject o f an initial public of­
fering that w ill reduce Arco's stake to just 
under 50% ,  was nearly trebled at 5151 mil-, 
lion compared with 556 million a yea r ear-' 
'lle r/These lncreases and others were coun­
tered In pan<by.a 33%.drop_m^tte co_m- 

ppany ]s a fter-tax -profit from  .crude, oil .and. 
ja jp p a lg i s  production^ t"oJ95 m ijiion from  
"5154 'mfilion j n ’fh e  y’e a re a r lie rQ u a rte r?  3 
’***  Arco's'lndefinite ’ wtensiorTdf .Its stock 
Tb'uy-back 'continues a jp rog ram  started In 
71935, Under which the company purchased _ 
62.6 m illion s h a re s -o r  about 26Te of the"

amount previously outstanding-at an av­
erage price of 563.47 a share. Analysis said 
they expect the company to continue the 
purchases at about the recent rate o f its 
buy-back, which, since November 1937. has 
brought in 7.6 m illion shares at an average 
o f 577.01 a share.

Arco's net income fo r the year rose 
29%, to 51.53 billion, or 53.73 a share, from  
51.22 billion, r  - j .6S a share, a year e a r­
lie r. Revenue increased 7.9%. to 513.32 bil­
lion from  516.93 billion. The average num­
ber o f shares outstanding declined 1.6%. to 
1S0.4 m illion from  133.3 m illion.
■^Separately,’' Chicago-based Amoco re ­

ported fourth-quarter net income of S375 
m illion , o r 51.45 a  share, compared with 
S377 m illion , o r 51.47 a share, a year ear- 
.lie r . Revenue climbed,-*'3% to 56.19 billion ’ 
from--S5.94_'billion. • * i  
^ A rn ^ 's^ eT 7 in c om e3 fo r7 1S S 3  tota led . . 
$2.06'..bill!on.\or.5S.01 a^ share /a  52% fiv- 
c rease ;from  51.36 b’ilUonVor 55J l  a sh*arev.

. a'*year earlie r."R evenue ‘ Increased ’6 .6% . ' 
to 523.93 billion 'from '522.46 b lllion .'^ '*= t?

----------------- ------------------------ . . . ” 1
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Reinvest in Alaska?

Reinvested in Alaska 
; | ( P e r  Barrel) 
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Attachment 8

OIL DEVELOPMENT IN ALASKA 
BENEFITS EVERY STATE IN U.S.

ALASKAN OIL 
IS VITAL
TO A lORTHW

O il fr c r . A laska is vital to 
the Faci/ic Northwest's 
econom y.

Eatw een tScOsnO 1=25, 
e ve r S'.O billion was scant 
nationw ide cn e ll activities 
fo r A laska's North S lo e s . C f 
that, m o rs  than one billion 
d o lla rs  w as scen t In the 
S ea tt le , Tacoma and 
Fc rtland  s r s - s .

From  TSTDto 1S7=, the 
vo lum e  cf cargo passing 
th rough  the ports in W ash­
ington Pound fo r A laska 
trip led .

V irtua lly  ell m em bers cf 
W ash ing ton ’s cong ressiona l 
d e leg a tion  are undeciosc 
ab ou t their position on oil ex­
p lo ra tion  cf the Coasta l Plain 
Ot A laska'3 Arctic National 
W ild life  R e fuge  (ANW F).

C ong re ss  is sxpectac to 
d a c ic s  this yea r wnsthar to 
open  ANWH to oil ix o io - 
raticn and development 
o rd s s ig n a ta  it a  w i t ­
n e s s  a rea .

G il deve lopm ent cn the  
C oasta l F ia ln  o f A laska's 
Arctic National W ildlife 
Refuge (ANWF.) could 
provide econom ic bene fit; 
to a ll £ 0 states.

S in es  1974, com panies 
operating in A laska's North 
S lop e  oil fie lds have 
pumped m cr9 than $ 28  
billion into oil development 
which has impacted every 
state.

Between 1980 and 1988, 
North S lop e  development 
accounted fo r approxim ately 
$ 1 0 5  Pillion In hare goods 
a lcna . according to North 
S lc ce  producers AP.CC 
A laska . Inc., Standard 
A laska Production Com pany 
and Conoco . An acdltional 
$7 fciiiion was spent cn labor 
and engineering and dasign 
serv ices.

ANW R deve lopm ent is 
expected to gene ra ts tgns of 
thousands o f new job s

a c ro s s  the nation , acccrc lng 
to F e s c u rp a  Csvaicpment 
C ounc il p res iden t Joseph 
H en ri. As m any  as 2£C£CO 
Jobs cou ld  b e  created by 
the y e a r 20C 5 , prcduclng 
o ve r $ 6  b illion  In annual 
sa la r ie s . D eve lopm en t of 
the C oas ta l P la in  has the 
potentia l to enab le  the 
North S lo p e  to continue 
provid ing an  alternative to 
im ported  o il.

O n th e a v o  c f the 1973 
A rab oil em bargo , the U.S. 
w as Im porting  25  percent 
o f Its oil. Today, Imports 
rep re sen t 4 5 .6  percent 
o f ih.9 na tion ’s  total 
consum ption .

However, Im ports are 
expected to reach  5 2  to 63 
p e rcen t c f th e  country's total 
oil supp ly  by the year 2W 0 , 
accc rc lng  to  the American 
le g is la t iv e  Exchange 
C ounc il.

Even exp lo ration of

ANWP.'s C oasta l P la in  wera 
to begin immsdlata ly , actual 
o il production on the Coasta l 
P la in  cou ld  net take p lace 
until d o s e  to the yea r 2CC0. 
Such  long lead  times are 
dictated by the rsm ctoness 
o f the a rea , arctic weather 
conditions, regu latory 
requirements and insuring 
that deve lopm ent Is com ­
patib le with the natural 
environment,

Even while oil exp loration 
and deve lopm ent declined 
In the U.S . in 1SSB, consum er 
demand fo r oil has Increased. 
This situation has resu lted in 
a  rise In Im ported o il c f one 
m illion ba rre ls  a  day.

U .S . dom estic  production 
fe ll by m ere than nine 
p e rc a n t in lS 8 6 , while 
c on sum srd em and  
Increased by three percent, 
says the American 
Legislative Exchange 
Council.

S105 EILLION WAS SFENT IN ALL 50 STATES FOR 
ALASKA’S NORTH SLOPE OIL DEVELOPMENT 1380-1526*

* Journal A laska Oil Producer*
• (tnenvn iii Suit Ar» In U iaan * )

*  a  h m m m  m«i > B i l l  of W  6 ■‘ “O'* NwiiMAt an T *  Nanh 3<oo*
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J o b s  f r o m  a S m a l l  O f f s h o r e  O i l f i e l d

I .E x p l o r a t i o n

285 

480 

150 

150 

1065

300

480

75

240

1095

450 

330 

75 

240
 75

1170

A s s u m e s  two t w e l v e  h o u r  s h i f t s  w i t h  a t w o  w e e k  on  / one w e e k  o f f  

r o t a t i o n .

S ource: A b s t r a c t e d  f r o m  H a n - P a d r o n  A s s o c i a t e s ,  B e a u f o r t  Sea

P e t r o l e u m  T e c h n o l o g y  A s s e s s m e n t , T e c h n i c a l  R e p o r t  No. 112, p r e p a r e d  

f o r  M i n e r a l s  M a n a g e m e n t  S e rvice, A l a s k a  O u t e r  C o n t i n e n t a l  S h e l f  

R e g ion, L e a s i n g  a n d  E n v i r o n m e n t  Office, S o c i a l  a n d  E c o n o m i c  S t u d i e s  

Unit, M a r c h  1985.

D r i l l i n g

I s l a n d  C o n s t r u c t i o n  

T r a n s p o r t a t i o n  S u p p o r t  

B a s e  C a m p  

T o t a l

I I .D e v e l o p m e n t  

D r i l l i n g

I s l a n d  C o n s t r u c t i o n  

T r a n s p o r t a t i o n  S u p p o r t  

B a s e  C a m p  
T o t a l

III. P r o d u c t i o n

P r o d u c t i o n  

I s l a n d  M a i n t e n a n c e  

T r a n s p o r t a t i o n  S u p p o r t  

B a s e  C a m p
P i p e l i n e  M a i n t e n a n c e  

T o t a l
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BP EXPLORATION BP Exploration (Alaskai Inc 
900 East Benson Boulevard 
PO Box 196612 
Anchorage. Alaska 99519-6612 
(907) 561-5111

F e b r u a r y  22, 1989

R e p r e s e n t a t i v e  C l i f f  D a v i d s o n ,  C o - C h a i r  
R e p r e s e n t a t i v e  C u r t  M e n a r d ,  C o - C h a i r  
H o u s e  R e s o u r c e s  C o m m i t t e e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V
Juneau, A K  9 9 811

Re: Y o u r  "ELF Q u e s t i o n s "

D e a r  R e p r e s e n t a t i v e s  D a v i d s o n  a n d  Menard:

Set out b e l o w  are the 26 q u e s t i o n s  r e g a r d i n g  the E L F
that y o u  d i s t r i b u t e d  at y o u r  C o m m i t t e e ' s  h e a r i n g  »,n H o u s e  B i l l  
No. 118 o n  F e b r u a r y  10, 1989. F o l l o w i n g  e a c h  q u e s t i o n  is BP 
E x p l o r a t i o n ' s  a n s wer.

(1) The E L F  is d e s i g n e d  to 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  
for w e l l s  in "margina.." oil fields. W h i c h  oil f i e l d s  are c o n s i d­
er e d  " m a r g i n a l "  in A l a s k a ?

A n s w e r : The q u e s t i o n  m i s s t a t e s  t h e  p u r p o s e  a n d  f u n c t i o n  of t h e
ELF. T h e  E L F  w a s  d e s i g n e d  t o  p r o v i d e  i n c e n t i v e s  for t h e  full 
d e v e l o p m e n t  o f  a l l  fields. It d o e s  t h i s  b y  a d j u s t i n g  t h e  t a x  
ra t e  for e a c h  f i e l d  so t h a t  it is b a s e d  on th a t  f i e l d ' s  own 
d e g r e e  o f  p r o f i t a b i l i t y .  A s  a p r o f i t a b l e  f i e l d  s t a r t s  b e c o m i n g  
m a r g i n a l ,  the E L F  a u t o m a t i c a l l y  r e s p o n d s  b y  l o w e r i n g  t h e  tax 
rate; b u t  w h i l e  t h e  f i e l d  is v e r y  p r o f i t a b l e ,  the E L F  k e e p s  the 
t a x  ra t e  high.

The i d e a  b e h i n d  the E L F  is s i m p l e  —  the m o r e  p r o f i t a b l e  a f i e l d  
is, t h e  m o r e  t a x  it can a f f o r d  t o  pay. A l t h o u g h  it l o o k s  c o m p l i­
cated, t h e  E L F  f o r m u l a  s i m p l y  a s k s  w h a t  p e r c e n t a g e  o f  t h e  c u r r e n t  
p r o d u c t i o n  f r o m  a f i e l d  is n e e d e d  to c o v e r  t h e  b a s i c  c o s t s  of 
g e t t i n g  t h a t  p r o d u c t i o n  out of t h e  g r o und. The re s t  of the p r o­
d u c t i o n  is t r e a t e d  as r e p r e s e n t i n g  p r o f i t .  T h e  l a r g e r  t h e  p e r­
ce n t a g e  o f  p r o f i t ,  t h e  m o r e  tax t h e  f i e l d  can a f f o r d  t o  pay.
Thus, t h e  l a r g e r  the p e r c e n t a g e  o f  p r o d u c t i o n  t h a t  is d e e m e d  to 
r e p r e s e n t  p r o f i t ,  t h e  h i g h e r  t h e  E L F  is. In fact, for gas the 
E L F  is p r e c i s e l y  e q u a l  to  t h i s  p e r c e n t a g e  o f  d e e m e d  p r o f i t .  The
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oil E L F  f o r m u l a  i-s si m i l a r ,  e x c e p t  t h a t  the p e r c e n t a g e  is m o d i­
f i e d  s o m e w h a t  b y  t h e  p r e s e n t  e x p o n e n t .

E v e r y  f i e l d  e v e n t u a l l y  b e c o m e s  m a r g i n a l .  U s u a l l y  t h i s  is a very 
g r a d u a l  pro c e s s ,  i n s t e a d  o f  one t h a t  h a p p e n s  o v e r  night. T h e r e  
is no i d e n t i f i a b l e  p o i n t  at w h i c h  a f i e l d  s u d d e n l y  b e c o m e s  " m a r­
g i n a l . "  Thus, to t h e  e x t e n t  o n e  s e e s  t h e  E L F  to b e  " d e s i g n e d  to 
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  for w e l l s  in ' m a r ginal' f i e l d s , "  
t h e  E L F  p r o v i d e s  s u c h  i n c e n t i v e s  for e v e r y  f i e l d  in A l a s k a .

(2) H o w  m a n y  b a r r e l s  p e r  d a y  are e x t r a c t e d  f r o m  the m o s t  
p r o d u c t i v e  oil f i e l d  in A l a s k a  t h a t  w i l l  be a l l o w e d  t 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 : By " t his E L F  b i l l "  in t h i s  a n d  o t h e r  q u e s t i o n s  y o u  h a v e
p osed, w e  a s s u m e  y o u  m e a n  H o u s e  B i l l  No. 118. A s  y o u  h a v e  b e e n  
told, t h e  p r e s e n t  f o r m u l a  in H B  118 is f l a w e d  a n d  d o e s  not w o r k  
t h e  w a y  it h a s  b e e n  d e s c r i b e d  as w o r k i n g .  H o wever, it a p p e a r s  
t h a t  t h e  f o r m u l a  in H B  118 —  w h e t h e r  it s t a y s  as w r i t t e n  or 
w h e t h e r  it is c o r r e c t e d  to w o r k  as i n t e n d e d  —  w o u l d  r e d u c e  the 
r a t e  o f  p r o d u c t i o n  t a x  for the E n d i c o t t  f i e l d  b e c a u s e  t h e  E L F  for 
E n d i c o t t  is c u r r e n t l y  b e i n g  " r o u n d e d "  t o  one. A c c o r d i n g  t o  d a t a  
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  t o  y o u r  C o m m i t t e e ,  E n d i c o t t  p r o­
d u c e d  an a v e r a g e  o f  9 8 , 0 9 9  b a r r e l s  a d a y  d u r i n g  N o v e m b e r  1988.

(3) H o w  m a n y  b a r r e l s  p e r  d a y  are e x t r a c t e d  f r o m  P r u d h o e  
B a y ?  fr o m  K u p a r u k ?

A n s w e r : A c c o r d i n g  t o  t h e  s a m e  d a t a  p r o v i d e d  by  t h e  A d m i n i s t r a­
t i o n  for N o v e m b e r  1988, P r u d h o e  B a y  p r o d u c e d  1 , 5 2 6 , 9 3 2  b a r r e l s  a 
d a y  t h a t  m o n t h  a n d  K u p a r u k  R i v e r  p r o d u c e d  3 2 0 , 6 8 5  b a r r e l s  a day.

(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  in 
t h e  m o s t  p r o d u c t i v e  oil f i e l d s  in t h e  v a r i o u s  l o w e r  48 s t a t e s ?  
W h a t  is the 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  cu t s  for p r o d u c t i o n  i n c e n t i v e  in the 
v a r i o u s  l o w e r  48 s t a t e s ?

A n s w e r : BP d o e s  n o t  h a v e  e x t e n s i v e  h o l d i n g s  in t h e  L o w e r  48
s t a t e s  a n d  t h e r e f o r e  d o e s  not h a v e  d i r e c t ,  f i rst h a n d  i n f o r m a t i o n  
a v a i l a b l e  to a n s w e r  t h e s e  q u e s t i o n s .

(5. W h i c h  oil 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  
in 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 n d  w h a t  is t h e  p e r c e n t a g e  
of 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 : B o t h  P r u d h o e  B a y  a n d  K u p a r u k  R i v e r  h a v e  b e e n  u n i t ized,
a n d  h e n c e  e a c h  c o m p a n y ' s  w o r k i n g  i n t e r e s t  in e i t h e r  f i e l d  is
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d e t e r m i n e d  u n d e r  -the u n i t  a g r e e m e n t  for th a t  field. The f o l l o w­
in g  s h o w s  e a c h  c o m p a n y ' s  p r e s e n t  w o r k i n g  i n t e r e s t  in e a c h  field.

P r u d h o e  B a y   K u p a r u k
O i l  R i m Gas C a p R i v e r

B P  E x p l o r a t i o n 5 0 . 6 8 4 8 3 3 9 % 1 3 . 8 3 9 8 9 5 0 % 3 8 . 7 5 6 %

A R C O 2 1 . 7 7 9 9 6 3 5 4 2 . 5 6 4 9 4 1 3 5 6 . 3 0 1

E x x o n 2 1 . 7 7 7 6 4 9 0 4 2 . 5 6 4 7 9 0 1 0.218

M o b i l 1 . 8 9 1 5 7 7 1 0 . 2 8 4 3 6 6 6 0 . 3 6 6

P h i l l i p s 1 . 8 8 0 5 2 3 5 0 . 2 6 2 9 3 7 0 —

C h e v r o n 0 . 6 7 1 7 7 4 5 0 . 4 8 3 0 7 0 0 0 .109

T e x a c o 0 . 5 4 8 4 2 1 5 -- —

A m e r a d a  H e s s 0 . 5 3 7 9 1 9 1 — —

S h e l l 0 . 1 3 7 5 7 4 4 — —

M a r a t h o n 0 . 0 4 9 9 0 4 4 — —

L o u i s i a n a  L a n d 0 . 0 3 9 7 5 9 1 — —

U n o c a l — — 4.250

(6) O i l  C o m p a n i e s :  H o w  m u c h  oil d i d  you e x t r a c t  w o r l d  w i d e  
in 1 976? H o w  m u c h  of  t h a t  w a s  f r o m  A l a s k a ?  (Prudhoe Bay?)

A n s w e r : BP h a d  w o r l d w i d e  oil p r o d u c t i o n  o f  3.5 m i l l i o n  b a r r e l s  a
d a y  in 1976. T h e  S t a n d a r d  O i l  C o m p a n y  (SOHIO) p r o d u c e d  41, 9 2 7  
b a r r e l s  a d a y  w o r l d w i d e  in 1976. BP a n d  S O H I O  h a d  n o  c o m m e r c i a l  
p r o d u c t i o n  in A l a s k a  in 1976. T h e  P r u d h o e  B a y  f i e l d  ca m e  into 
p r o d u c t i o n  in J u n e  1977.

(7) O i l  C o m p a n i e s :  H o w  m u c h  oil d i d  you 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  o f  t h a t  w a s  f r o m  A l a s k a ?  (Prudhoe Bay?)

A n s w e r : BP h a d  w o r l d w i d e  oil p r o d u c t i o n  of  1.45 m i l l i o n  b a r r e l s
a d a y  in 1988, o f  w h i c h  0. 8 6  m i l l i o n  b a r r e l s  a d a y  w a s  f r o m  
A l a s k a .

(8) W h i c h  oil fields 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  oil fields w i l l  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 : It a p p e a r s  t h a t  HB 118 is i n t e n d e d  to r e d u c e  t a x e s  for
t h e  E n d i c o t t  a n d  L i s b u r n e  fields. It a l s o  a p p e a r s  t h a t  t h e  b i l l  
is i n t e n d e d  to i n c r e a s e  s u b s t a n t i a l l y  t h e  p r o d u c t i o n  t a x  for the 
P r u d h o e  B a y  a n d  K u p a r u k  R i v e r  fields. I n t e n d e d  o r  not, H B  118 
w o u l d  i n c r e a s e  t h e  t a x  for M i l n e  Point, w h i c h  w a s  ze r o  w h e n  t h e  
f i e l d  w a s  sh u t  in. The r a t e  for M i l n e  P o i n t  w o u l d  b e  low u n d e r  
H B  118, b u t  it w o u l d  n o t  be zero. No o t h e r  p r o d u c i n g  oil fields
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w o u l d  b e  a f f e c t e d  b e c a u s e  t h e  p r e s e n t  E L F  a l r e a d y  r e d u c e s  t h e i r  
e f f e c t i v e  t a x  r a t e  t o  zero.

(9) Can 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  for 
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  ra t e  o f  15% for any 
oil f i e l d  or a n y  o i l  c o m p a n y ?  So t h i s  E L F  b i l l  c a n ' t  do t h i s  
e i t h e r ,  r i g h t ?

A n s w e r :  Wr o n g .  H B  118 w o u l d  i n c r e a s e  t h e  t a x  ra t e  for f i e l d s  as 
t h e y  get larger. So i f  a 1 , 000 b a r r e l - a - d a y  w e l l  w e r e  d r i l l e d  in 
a 1 0 0 , 0 0 0  b a r r e l - a - d a y  field, t h a t  w e l l  w o u l d  i n c r e a s e  t h e  ra t e  
of  t a x  on t h e  f i r s t  1 0 0 , 0 0 0  b a r r e l s  a d a y  as w e l l  as i n c r e a s e  it 
for its o w n  a d d i t i o n a l  p r o d u c t i o n .  T h e  e f f e c t i v e  r a t e  of  t a x  on 
t h e  n e w  p r o d u c t i o n  f r o m  th i s  w e l l  c o u l d  e a s i l y  e x c e e d  t h e  n o m i n a l  
s t a t u t o r y  r a t e  o f  15 p e r c e n t .

T h e  f o l l o w i n g  e x a m p l e  i l l u s t r a t e s  t h i s  n e g a t i v e  e f f e c t  o f  H B  118. 
S u p p o s e  a f i e l d  p r o d u c e s  1 0 0 , 0 0 0  b a r r e l s  a d a y  f r o m  100 wells, 
a n d  t h e  w e l l h e a d  p r i c e  o f  t h e  oil is $ 7 . 0 0  a b a r r e l .  T b e  S t a t e  
h a s  a o n e - e i g h t h  r o y a l t y  in the p r o d u c t i o n .  S u p p o s e  a n e w  w e l l  
c a n  b e  dri l l e d ,  a n d  it w i l l  p r o d u c e  1 , 0 0 0  b a r r e l s  a day. U n d e r  
t h e  E L F  f o r m u l a  in H B  118, t h e  t a x  on t h e  p r e s e n t  p r o d u c t i o n  of
1 0 0 , 0 0 0  b a r r e l s  a d a y  w o u l d  be $ 1 , 4 1 8 , 6 4 4  a m o n t h  (30 day s ) .  If 
t h e  1 0 1 s t  w e l l  w e r e  d r i l l e d  a n d  p r o d u c e d  1,000 b a r r e l s  a day, the 
v a l u e  of  t h e  a d d i t i o n a l  t a x a b l e  p r o d u c t i o n  w o u l d  b e  $ 1 8 3 , 7 5 0  a 
m o n t h .  T h e  t a x  on 1 0 1 , 0 0 0  b a r r e l s  a d a y  w o u l d  be  $ 1 , 4 4 7 , 3 1 2  for 
t h e  m o n t h .  T h i s  is an i n c r e a s e  o f  $ 2 8 , 6 6 8  in t a x  for an  e x t r a  
$ 1 8 3 , 7 5 0  w o r t h  o f  t a x a b l e  p r o d u c t i o n ,  g i v i n g  an e f f e c t i v e  t a x  
r a t e  o f  15.60 p e r c e n t .  H e r e  are t h e  d e t a i l s  o f  t h e s e  c a l c u l a­
t i o n s  .

T A X  O N  E X I S T I N G  P R O D U C T I O N  (100 wells)

"A" =  ( 1 - [PEL/TP]) "B" = [ 1 5 0 , 0 0 0 / ( T P / D a y s ) ]
=  ( l - [ ( 3 0 0 * 1 0 0 ) / 1 0 0 , 000]) = [ 1 5 0 , 0 0 0 / ( 1 0 0 , 0 0 0 ) ]
=  0 . 7 0 0 0 0 0  = 1 . 5 0 0 0 0 0

"C" =  [ (4 6 0 * W D ) / P E L ]
= [ ( 4 6 0 * W D ) / ( 3 0 0 * W D ) ]
=  [460/300]
=  1 . 5 3 3 3 3 3

E L F  = A * ( B AC)
= 0 . 7 0 0 0 0 0 A ( 1 . 5 0 0 0 0 0 A 1 . 533333)
= 0 . 7 0 0 0 0 0 A (1.862115)
= 0 . 5 1 4 7 0 1
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T a x  = (7/8)* (100, 000 B / D ) *(30 d a y s ) * ( $ 7 . 0 0 ) * ( E L F ) *(15%) 
=  $ 1 , 4 1 8 , 6 4 4

T A X  W I T H  101 W E L L S  P R O D U C I N G

"A" = ( 1 - [PEL/TP])
= ( l - [ ( 3 0 0 * 1 0 1 ) / 1 0 1 , 000]) 
= 0 . 7 0 0 0 0 0

"B" = [ 1 5 0 , 0 0 0 / ( T P / D a y s ) ] 
= [ 1 5 0 , 0 0 0 / ( 1 0 1 , 0 0 0 ) ]  
= 1 . 4 8 5 1 4 9

"C" = [ (460*WD)/PEL]
= [ (46 0 * W D ) / ( 3 0 0 * W D ) ]
= [460/300]
= 1 . 5 3 3 3 3 3

E L F  = A A (BAC)
= 0 . 7 0 0 0 0 0 A ( 1 . 4 8 5 1 4 9 A 1 . 533333)
= 0 . 7 0 0 0 0 0 A (1.833920)
= 0 . 5 1 9 9 0 3

T a x  = ( 7 / 8 ) * ( 1 0 1 , 0 0 0  B / D ) *(30 d a y s ) * ( $ 7 . 0 0 ) * ( ELF)*(15%)
= $ 1 , 4 4 7 , 3 1 2

E F F E C T I V E  T A X  R A T E  O N  T H E  A D D I T I O N A L  1 ,000 B / D  P R O D U C T I O N

R a t e  = (Change in T a x ) / (Value o f  A d d i t i o n a l  T a x a b l e  P r o d u c t i o n )  
= ( $ 1 , 4 4 7 , 3 1 2 - $ 1 , 4 1 8 , 6 4 4 ) / [ ( 7 / 8 ) * ( $ 7 . 0 0 ) * ( 1 , 0 0 0 ) * ( 3 0 ) ]
= ( $ 2 8 , 6 6 8 ) / ( $ 1 8 3 , 7 5 0 )
= 15 . 6 0 %

(10) W i l l  t h i s  E L F  b i l l  r a i s e  t-he r a t e  t h a t  w o u l d  be p a i d  
for s e v e r a n c e  t a x e s  for P r u d h o e  Bay a b o v e  t h e  ra t e  t h a t  was p a i d  
by  oil 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  20, 1 9 8 7 ?

A n s w e r : Yes, for n e w  p r o d u c t i o n  t h a t  is a d d e d  b y  f u r t h e r  d e v e l­
o p m e n t  of t h e  field, t h e  e f f e c t i v e  r a t e  o f  t a x  u n d e r  H B  118 c o u l d  
e x c e e d  the 15% r a t e  t h a t  w a s  in e f f e c t  p r i o r  to J u n e  20, 1987.
The a n s w e r  to  t h e  p r e c e d i n g  q u e s t i o n  a p p l i e s  here. The f o l l o w i n g  
h y p o t h e t i c a l  c a s e  i l l u s t r a t e s  how, for e x ample, t h e  e f f e c t i v e  t a x  
r a t e  c o u l d  b e  1 5 . 0 4 %  on a d d i t i o n a l  p r o d u c t i o n  f r o m  P r u d h o e  Bay.

S u p p o s e  it is s o m e  t i m e  in the f u t u r e  a n d  P r u d h o e  B a y  is in its 
d ecline, p r o d u c i n g  1 , 4 0 0 , 0 0 0  b a r r e l s  a d a y  f r o m  700 we l l s .  To 
o f f s e t  t h e  d e c l i n e  p a r t i a l l y ,  a n o t h e r  w e l l  c o u l d  b e  d r i l l e d  t h a t  
w o u l d  p r o d u c e  2 , 0 0 0  b a r r e l s  a day. T h e  w e l l h e a d  p r i c e  is $ 7.00 a 
b a r rel, a n d  t h e  S t a t e  has a 1/8 r o y a l t y .
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TAX ON PR O D U C T IO N . W ITH OUT  THE 7 0 1 s t  W ELL  (1.4 MMB/D)

"A" = ( 1 - [ P E L / T P j )
= ( 1 - 0 0 0 * 7 0 0 / 1 , 4 0 0 , 0 0 0 ] )  
= 0 . 8 5 0 0 0 0

"B" = [ 1 5 0 , 0 0 0 / ( T P / D a y s ) ] 
= [ 1 5 0 , 0 0 0 / 1 , 4 0 0 , 0 0 0 ]  
= 0 . 1 0 7 1 4 2

"C" = [ (460*WD)/PEL]
= [ ( 4 6 0 * W D ) / ( 3 0 0 * W D ) ]
= [460/300]
= 1 . 5 3 3 3 3 3

E L F  = A * ( B AC)
= 0 . 8 5 0 0 0 0 A ( 0 . 1 0 7 1 4 2 A 1 . 533333)
= 0 . 8 5 0 0 0 0 A (0.032554)
= 0 . 9 9 4 7 2 3

T a x  = (7/8)* ($7.00) -(1/ 400, 000 B / D ) *(30 d a y s ) * ( ELF)*(15%)
= $ 3 8 , 3 8 3 , 8 8 4  p e r  m o n t h

T A X  W I T H  701 W E L L S  P R O D U C I N G  (1.402 MMB/D)

"A" = ( 1 - [ P E L / T P ] ) "B" = [ 1 5 0 , 0 0 0 / ( T P / D a y s ) ]
= ( 1 - [ 3 0 0 * 7 0 1 / 1 , 402,000]) = [ 1 5 0 , 0 0 0 / 1 , 4 0 2 , 0 0 0 ]
= 0 . 8 5 0 0 0 0  = 0 . 1 0 6 9 9 0

" C "  = [ (460*WD)/PEL]
= [ ( 4 6 0 * W D ) / ( 3 0 0 * W D ) ]
= [460/300]
= 1 . 5 3 3 3 3 3

E L F  = A A (BAC)
= 0 . 8 5 0 0 0 0 A ( 0 . 1 0 6 9 9 0 A 1 . 533333)
= 0 . 8 5 0 0 0 0 A (0.032483)
= 0 . 9 9 4 7 3 5

T a x  = (7/8)* ($7.00)* (1, 420, 000 B / D ) * (30 d a y s ) * ( E L F ) *(15%)
= $ 3 8 , 4 3 9 , 1 6 3  p e r  m o n t h

E F F E C T I V E  T A X  R A T E  O N  P R O D U C T I O N  F R O M  T H E  7 0 1 s t  W E L L

R a t e  = (Change in T a x ) / (Value o f  A d d i t i o n a l  T a x a b l e  P r o d u c t i o n )  
= ( $ 3 8 , 4 3 9 , 1 6 3 — $ 3 8 , 3 8 3 , 8 8 4 ) / ( ( 7 / 8 ) * $ 7 . 0 0 * 2 , 0 0 0 * 3 0 )
= ($55,279) / ($367, 500)
= 1 5 . 0 4 %

(11) H o w  m u c h  is b e i n g  p a i d  to t h e  S t a t e  o f  A l a s k a  in
s e v e r a n c e  t a x e s  e a c h  y e a r ?
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A n s w e r : A c c o r d i n g  to t h e  A l a s k a  D e p a r t m e n t  o f  R e v e n u e ' s  l a t e s t
r e v e n u e  forecast, the f o l l o w i n g  s e v e r a n c e  t a x e s  h a v e  b e e n  p a i d  to 
t h e  S t a t e  of A l a s k a  s i n c e  FY 82 (in m i l l i o n s  o f  d o l l a r s ) :

U n d e r  the "M i d  C a s e  S c e n a r i o "  in t h a t  forec a s t ,  s e v e r a n c e  t a x e s  
t h i s  fi s c a l  y e a r  (FY 89) w i l l  b e  $ 5 4 7 . 3 5  m i l l i o n ,  a n d  n e x t  y e a r  
w i l l  b e  $ 4 8 4 . 4 7  m i l l i o n .

(12) H o w  d o e s  the a m o u n t  t h a t  A l a s k a  r e c e i v e s  in s e v e r a n c e  
t a x e s  c o m p a r e  to  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  in 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 m o n g  o i l - p r o d u c i n g  states, o n l y  L o u i s i a n a  h a s  a s e v e r­
ance t a x  ra t e  a p p r o a c h i n g  A l a s k a ' s  b a s e  r a t e s  o f  1 2 . 2 5  a n d  15 
p e r c e n 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  o i l - p r o d u c i n g  n a t i o n s  are i n a p p r o­
p r i a t e  for s e v e r a l  rea s o n s .  First, f o r e i g n  n a t i o n s  h a v e  g r e a t e r  
s o v e r e i g n  p o w e r s  t h a n  A l a s k a  has, a n d  t h e i r  i n s t i t u t i o n s  r e g a r d­
ing  t h e  o w n e r s h i p  o f  p r o p e r t y  a n d  n a t u r a l  r e s o u r c e s  o f t e n  v a r y  
c o n s i d e r a b l y  f r o m  t h o s e  in t h e  U n i t e d  S t a t e s  a n d  A l a s k a .

Second, f o r e i g n  n a t i o n s  o f t e n  g r a n t  c o n c e s s i o n s  to l a r g e  a r e a s  o f  
land, i n s t e a d  o f  m a k i n g  it a v a i l a b l e  in m u c h  sma l l e r ,  l e a s e d  
p a r c e l s  as A l a s k a  does.

Third, the r e g i m e  in m a n y  f o r e i g n  n a t i o n s  a l l o w s  t h e  oil c o m p a n y  
t o  r e c o v e r  its e x p l o r a t i o n  c o s t s  a n d  s o m e  or all of  its d e v e l o p­
m e n t  c o s t s  b e f o r e  t h e  h o s t  g o v e r n m e n t  s t a r t s  t a k i n g  its share. 
T h i s  is v e r y  d i f f e r e n t  f r o m  l e a s i n g  on a b o n u s - b i d  basis, w h i c h  
h a s  b e e n  t h e  m e t h o d  p r i m a r i l y  u s e d  b y  A l a s k a .

Fourth, t h e  l i f t i n g  c o s t s  for A l a s k a n  oil, p a r t i c u l a r l y  on the 
N o r t h  Slope, are s i g n i f i c a n t l y  h i g h e r  t h a n  for l a r g e  f i e l d s  in 
m a n y  o t h e r  c o u n t r i e s ,  in a d d i t i o n ,  in n o n e  o f  t h e  f o r e i g n  c o u n­
tr i e s  d o e s  t h e  oil h a v e  to b e  t r a n s p o r t e d  o v e r  800 m i l e s  b y  p i p e­
line to  an o c e a n  port. M o r e o v e r ,  u n l i k e  f o r e i g n  oil, A l a s k a n  
N o r t h  S l o p e  p r o d u c t i o n  m u s t  g o  o n l y  t o  U.S. po r t s ,  w h i c h  m e a n s  
m o r e  e x p e n s i v e  J o n e s  A c t  -.ankers h a v e  to b e  u s e d  i n s t e a d  of  low-

F Y 8 2
F Y 8 3
FY 8 4
F Y 8 5
F Y 8 6
FY87
F Y 8 8

$ 1 , 5 8 1 . 7  
1 , 4 9 3 . 7  
1, 3 9 3 . 1
1. 3 8 9 . 4
1 . 1 0 8 . 4

6 48.5
8 1 8.7
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c o s t  foreign-flag-. s h i p s . T h i s  c o m b i n a t i o n  of  g r e a t e r  c o s t s  of 
p r o d u c i n g  a n d  t r a n s p o r t i n g  t h e  oil t o  m a r k e t  m a k e s  it e x t r e m e l y  
d i f f i c u l t  to d r a w  any m e a n i n g f u l  c o m p a r i s o n s  b e t w e e n  A l a s k a n  oil 
a n d  t h a t  of t h e  f o r e i g n  n a t i o n s  y o u  s e e m  to be r e f e r r i n g  to.

(13) Oil C o m p a n i e s :  Do y o u  h a v e  N o r t h  Sea p r o d u c t i o n ?  If 
so, 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  re n t  t o  you r e a l i z e  fr 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  Sea p r o d u c t i o n ?

A n s w e r :  To c o m p a r e  A l a s k a  w i t n  t h e  N o r t h  Sea at any g i v e n  m o m e n t
is li k e  t a k i n g  a s i n g l e  f r ame f r o m  G o n e  w i t h  the W i n d  a n d  a frame 
f r o m  S t a r  W a r s  a n d  a s k i n g  w h i c h  is t h e  b e t t e r  movie. Y o u  h a v e  to 
k n o w  t h e  w h o l e  s t o r y  b e f o r e  any m e a n i n g f u l  c o m p a r i s o n  c a n  be 
m a d e .

In t h » N o r t h  Sea, t h e  oil c o m p a n y  g e t s  to r e c o v e r  its c o s t s  of 
e x p l o r i n g  a n d  d e v e l o p i n g  t h e  resou r c e ,  b e f o r e  the h i g h  t a x  ra t e  
b e g i n s .  D e p e n d i n g  on w h e t h e r  t h e s e  c o s t s  h a v e  b e e n  r e c o v e r e d  or  
not, the g o v e r n m e n t ' s  s h a r e  o f  t h e  " e c o n o m i c  rent" is e i t h e r  v e r y  
s m a l l  o r  v e r y  large.

The m o s t  n e a r l y  c o m p a r a b l e  s i t u a t i o n  in A l a s k a  is its n e t  p r o f i t s  
s h a r e  leases. U n d e r  t h o s e  leases, t h e  S t a t e ' s  net p r o f i t s  s h a r e  
d o e s  n o t  s t a r t  t o  b e  p a i d  u n t i l  t h e  l e s s e e  h a s  r e c o v e r e d  its 
d e v e l o p m e n t s  costs, p l u s  a. r e a s o n a b l e  r a t e  of r e t u r n  o n  its
i n v e s t m e n t .  The r a t e  of  r e t u r n  w a s  s p e c i f i e d  by  t h e  S t a t e  w h e n
it p u t  t h e  l e a s e  u p  for bid. F o r  o n e  l e a s e  at E n d i c o t t ,  S O H I O  
a n d  t h r e e  A l a s k a  N a t i v e  R e g i o n a l  C o r p o r a t i o n s  b i d  a n e t  p r o f i t s  
s h a r e  o f  o v e r  79% for t h e  State. O n c e  t h e  d e v e l o p m e n t  c o s t s  a n d  
r e t u r n  are r e c o v e r e d ,  t h e  S t a t e ' s  s h a r e  of  t h e  " e c o n o m i c  rent" 
f r o m  t h i s  l e a s e  w i l l  b e  v e r y  c o m p a r a b l e  t o  t h a t  of  t h e  U n i t e d  
K i n g d o m  for p r o p e r t i e s  in t h e  N o r t h  Sea t h a t  h a v e  s i m i l a r l y  p a i d  
o f f  t h e i r  i n v e s t m e n t s .

(14) Oil C o m p a n i e s :  H o w  m u c h  p r o f i t  is b e i n g  m a d e  o f f  of
t h e  m o s t  p r o d u c t i v e  oil fie l d s  in t h e  l o w e r  48 s t a t e s ?

A n s w e r : B e c a u s e  B P ' s  i n t e r e s t s  in t h e  L o w e r  48 are s o m e w h a t
limited, we a r e  u n a b l e  to a n s w e r  t h i s  q u e s t i o n .

(15) Oil C o m p a n i e s :  H o w  m u c h  p r o f i t  is b e i n g  m a d e  o f f  of
t h e  m o s t  p r o d u c t i v e  oil fie l d s  in 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 : E i t h e r  BP d o e s  n o t  h a v e  a c c e s s  t o  t h i s  i n f o r m a t i o n ,  or
if it does, t h e  i n f o r m a t i o n  is p r o p r i e t a r y .



ED

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  22, 19 8 9  
P a g e  9

(16) - (18) -.How m u c h  p r o f i t  is 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  fields e a c h  day?

C o e s  t h i s  i n c l u d e  T A P S ?  If not, w h a t  is t h e  p r o f i t  on T A PS?

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  you 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  li s t  of 
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 s :  T h e  S t a t e  of A l a s k a ' s  m o s t  r e c e n t  r e v e n u e  f o r e c a s t  is
t h e  D e p a r t m e n t  o f  R e v e n u e ' s  R e v e n u e  S o u r c e s  - F a l l  1988 d a t e d  
D e c e m b e r  16, 1988 ( h e r e i n a f t e r  c i t e d  as R e v e n u e  S o u r c e s ) . The 
" M i d  C a s e  S c e n a r i o "  in t h a t  f o r e c a s t  a s s u m e s  an a v e r a g e  w e l l h e a d  
v a l u e  of  $ 7 . 3 6  a b a r r e l  on t h e  N o r t h  S l o p e  d u r i n g  FY 89 (R e v e n u e  
S o u r c e s , p. 21). It al s o  a s s u m e s  p r o d u c t i o n  w i l l  a v e r a g e  1.97 
m i l l i o n  b a r r e l s  a d a y  (id.), o r  719 05 m i l l i o n  b a r r e l s  d u r i n g  t h e  
year. The f o l l o w i n g  t a b l e  s h o w s  t h e  p o t e n t i a l  p r o d u c t i o n  p r o f i t s  
f r o m  t h e  N o r t h  S l o p e  b a s e d  on an a v e r a g e  w e l l h e a d  p r i c e  of $ 7 . 3 6  
a b a r rel.

T o t a l  R e v e n u e

P r o d u c t i o n  C o s t s

N e t  R e v e n u e

To A l a s k a n  G o v e r n m e n t

R o y a l t y  U n r e s t r i c t e d  
R o y a l t y  - P e r m .  F u n d  
P r o d u c t i o n  T a x  
P r o p e r t y  T a x  
I n c o m e  T a x

T O T A L

To F e d e i a l  G o v e r n m e n t  

To I n d u s t r y

$ m i l l i o n s  

5 , 2 9 2 . 2  

(2 , 1 5 8 . 0 ) 

3^134^2

469.8
178.7 
5 4 7 . 4  
2 1 4 . 0
1 1 1 . 8

1, 5 2 1 . 7

5 4 8.2

1 , 0 6 4 . 2

$ / b a r r e l

7 . 3 6  

(3 . 0 0 )*

4.36

0.65
0.25
0.76
0.30
0.16

2 . 12

0. 7 6

1.48

1 0 0%

49%

17%

34%

* See t h e  d i s c u s s i o n  in t h e  f i r s t  two full p a r a g r a p h s  
on t h e  n e x t  page.

T h i s  is h o w  t h e  n u m b e i s  in t h e  t a b l e  h a v e  b e e n  c a l c u l a t e d .  In 
t h e  f i rst line, t h e  $ 7.36 f i g u r e  is t a k e n  f r o m  R e v e n u e  S o u r c e s , 
p a g e  21 ( " W e l l h e a d  V a l u e "  - "Mid" c a s e ) . T h e  y e a r l y  f i g u r e  of
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$ 5 , 2 9 2 . 2  m i l l i o n  -equals $ 7 . 3 6  a b a r r e l  t i m e s  t h e  a n n u a l  p r o d u c­
ti o n  o f  7 1 9 . 0 5  m i l l i o n  b a r r e l s .

T h e  i n f o r m a t i o n  in t h e  s e c o n d  l i n e  is b a s e d  on BP E x p l o r a t i o n ' s  
a u d i t e d  f i n a n c i a l  s t a t e m e n t s  for 1988, The c o m p o s i t e  p r o d u c t i o n  
c o s t  is for d e p r e c i a t i o n  a n d  l i f t i n g  e x p e n s e s ;  it w a s  $ 3.43 a 
b a r r e l  for o u r  w o r k i n g - i n t e r e s t  oil on t h e  N o r t h  Slope. (The 
f i g u r e  of $ 3 . 3 9  t h a t  was p r e v i o u s l y  g i v e n  to y o u r  C o m m i t t e e  
r e p r e s e n t e d  o u r  a c t u a l  c o s t  e x p e r i e n c e  t h r o u g h  o n l y  t h e  first 11 
m o n t h s  of 1988.) W e  are e n c l o s i n g  a c o p y  o f  a l e t t e r  f r o m  our 
i n d e p e n d e n t  a u d i t o r s ,  E r n s t  & W hinney, c o n f i r m i n g  t h e  $3.43 
f i g u r e  in o u r  f i n a n c i a l  s t a t e m e n t s  for t h e s e  c o s t s  d u r i n g  1988.

T h e s e  p r o d u c t i o n  c o s t s  are n o t  b o r n e  b y  t h e  S t a t e ' s  r o y a l t y  
inter e s t ;  hence, in g r o s s i n g  u p  t o  the a n n u a l  p r o d u c t i o n  cost 
f i g u r e  in t h e  t a b l e  above, w e  h a v e  m u l t i p l i e d  $ 3 .43 a b a r r e l  
t i m e s  7/8 of  7 1 9 . 0 5  m i l l i o n  b a r r e l s .  W h e n  t h e s e  c o s t s  are a v e r­
a g e d  o v e r  8/8 o f  p r o d u c t i o n ,  t h e  a v e r a g e  co s t  is $ 3 .00 p e r  b a r r e l  
($2,158.0 m i l l i o n  d i v i d e d  b y  7 1 9 . 0 5  m i l l i o n  b a r r e l s ) .  The t a b l e  
p r e v i o u s l y  p r o v i d e d  to y o u r  C o m m i t t e e  e r r o n e o u s l y  d e d u c t e d  a p e r -  
b a r r e l  co s t  of $ 3 . 3 9  for t h e  w o r k i n g - i n t e r e s t  b a r r e l s ,  as if it 
h a d  b e e n  t h e  c o s t  p e r  b a r r e l  for 100% of t h e  p r o d u c t i o n .

T h e  d a t a  in the t h i r d  li n e  (Net Revenue) are o b t a i n e d  b y  c o m b i n­
ing  lines o n e  a n d  two.

T he f i g u r e  o f  $ 4 6 9 . 8  m i l l i o n  for u n r e s t r i c t e d  r o y a l t y  r e v e n u e  is 
t a k e n  f r o m  R e v e n u e  S o u r c e s , p. 24 ("Mid" c a s e ) . The p e r - b a r r e l  
a m o u n t  is f o u n d  b y  d i v i d i n g  b y  t h e  a n n u a l  p r o d u c t i o n  o f  71 9 . 0 5  
m i l l i o n  b a r r e l s .

T h e  f i g u r e  of  $ 1 7 8 . 7  m i l l i o n  for r o y a l t i e s  c o n t r i b u t e d  to the 
P e r m a n e n t  F u n d  is t a k e n  f r o m  R e v e n u e  S o u r c e s , p. 39, c o l u m n  18 
("Perm F u n d  C o n t r i " ) . Again, t h e  p e r - b a r r e l  a m o u n t  is f o u n d  by
d i v i d i n g  b y  t h e  a n n u a l  p r o d u c t i o n  figure.

T h e  f i g u r e  o f  $5 4 7 . 4  m i l l i o n  for p r o d u c t i o n  t a x  is t a k e n  fr o m  
R e v e n u e  S o u r c e s , p. 24 ("Mid" c a s e  for " S e v e r a n c e  T a x " ) . D i v i d­
ing  b y  7 1 9 . 0 5  m i l l i o n  b a r r e l s  y i e l d s  t h e  p e r - b a r r e l  a m o u n t  in our 
table.

T h e  f i g u r e  o f  $ 2 1 4 . 0  m i l l i o n  for p r o p e r t y  t a x  e q u a l s  20 m i l l s  
t i m e s  our e s t i m a t e  for t h e  19 3 9  a s s e s s e d  v a l u e  o f  p r o p e r t y  t a x e d  
u n d e r  A S  4 3 . 5 6  w i t h i n  t h e  N o r t h  S l o p e  Bor o u g h ,  e x c l u d i n g  the 
T r a n s  A l a s k a  P i p e l i n e  S y s t e m  ( T A P S ) . T h e  a c t u a l  a s s e s s m e n t  roll 
w i l l  not b e  i s s u e d  b y  the a s s e s s o r  u n t i l  M a r c h  1, 1989. D i v i d i n g  
b y  7 1 9 . 0 5  m i l l i o n  b a r r e l s  e q u a l s  t h e  p e r - b a r r e l  amount:.
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N e x t  is the corpo-rate i n c o m e  t a x  on t h e  i n d u s t r y .  T a x a b l e  A l a s­
ka n  i n c o m e  is d e t e r m i n e d  b y  a m o d i f i e d  t h r e e - f a c t o r  f o r m u l a  u n d e r  
A S  43. 0 2 . 0 7 2 ,  b a s e d  on t h e  r a t i o s  of A l a s k a n  p r o p e r t y ,  s ales a n d  
p r o d u c t i o n  to w o r l d w i d e  p r o p e r t y ,  s a l e s  a n d  p r o d u c t i o n .  We h a v e  
c o m p a r e d  our a p p o r t i o n e d  A l a s k a n  i n c o m e  u n d e r  t h e  m o d i f i e d  f o r m u­
la, u s i n g  f irst t h e  f a c t o r s  i n c l u d i n g  o u r  i n t e r e s t  in TAPS, a n d  
t h e n  w i t h o u t  TAPS. B a s e d  on t h i s  a n a l y s i s  a n d  on p u b l i c  i n f o r m a­
ti o n  a b o u t  A r c o  a n d  Exxon, we  e s t i m a t e  t h a t  a b o u t  14%, or n e a r l y  
one seventh, o f  t h e  t a x a b l e  A l a s k a n  i n c o m e  is a t t r i b u t a b l e  t o  the 
i n c l u s i o n  of T A P S  in t h e  c o m p a n i e s '  a p p o r t i o n m e n t  f a ctors. T h i s  
r e f l e c t s  t h e  h e a v y  e m p h a s i s  on p r o d u c t i o n  u n d e r  t h e  m o d i f i e d  a p­
p o r t i o n m e n t  f o r m u l a  in A S  4 3 . 2 0 . 0 7 2 .

The D e p a r t m e n t  o f  R e v e n u e  p r e d i c t s  a t o t a l  of  $ 1 3 0 . 0  m i l l i o n  in 
p e t r o l e u m  i n c o m e  t a x  for th i s  f i s c a l  year; R e v e n u e  S o u r c e s , p. 24 
("Mid" c a s e  for " C o r p o r a t e  P e t r o l e u m "  t a x ) . D e d u c t i n g  14% o f  
this, o r  $18.2 m i l l i o n ,  as i n c o m e  t a x  d u e  to T A P S  l e a v e s  us w i t h  
$ 1 1 1 . 8  m i l l i o n  as t h e  p o r t i o n  o f  t h e  p e t r o l e u m  i n c o m e  t a x  a t t r i b­
u t a b l e  to p r o d u c t i o n .  T h i s  $ 1 1 1 . 8  m i l l i o n  f i g u r e  is t h e  one in 
o u r  t a b l e  above. D i v i d i n g  it b y  7 1 9 . 0 5  m i l l i o n  b a r r e l s  e q u a l s  
t h e  p e r - b a r r e l  amount.

T h e  d a t a  for t h e  t o t a l  p a i d  to A l a s k a n  g o v e r n m e n t  a r e  t h e  t o t a l s  
for t h e  d a t a  f o r  u n r e s t r i c t e d  r o yalty, r o y a l t y  c o n t r i b u t e d  to the 
P e r m a n e n t  Fund, p r o d u c t i o n  tax, p r o p e r t y  t a x  a n d  i n c o m e  tax.

T h e  f e d e r a l  i n c o m e  t a x  o f  $ 5 4 2 . 0  m i l l i o n  is c o m p u t e d  b y  a p p l y i n g  
t h e  t a x  rate o f  34 p e r c e n t  t o  t h e  d i f f e r e n c e  b e t w e e n  t h e  net p r o­
d u c t i o n  r e v e n u e  o f  $ 3 , 1 3 4 . 2  m i l l i o n  a n d  t h e  t o t a l  p a y m e n t s  t o  the 
S t a t e  of  A l a s k a  of $ 1 , 5 3 9 . 9  m i l l i o n .  The p e r - b a r r e l  a m o u n t  is 
f o u n d  b y  d i v i d i n g  b y  t h e  a m o u n t  o f  a n n u a l  p r o d u c t i o n .

T h e  d i f f e r e n c e  b e t w e e n  n e t  r e v e n u e  a n d  t h e  t o t a l  p a i d  t o  the 
S t a t e  o f  A l a s k a  a n d  the f e d e r a l  g o v e r n m e n t  e q u a l s  t h e  a m o u n t  t h a t  
g o e s  t o  t h e  i n d u s t r y  a n d  its s h a r e h o l d e r s .

T h e  f i g u r e s  in t h e  t a b l e  a b o v e  d o  n o t  i n c l u d e  TAPS. HB 118 is a 
p r o d u c t i o n  t a x  p r o p o s a l .  T h e  f i g u r e s  a b o v e  r e p r e s e n t  p r o d u c t i o n  
r e v e n u e s  a n d  costs.

I n c o m e  a t t r i b u t a b l e  to A l a s k a n  p i p e l i n e  a c t i v i t y  is a l r e a d y  b e i n g  
t a x e d  u n d e r  t h e  c o r p o r a t e  i n c o m e  tax, u s i n g  a s p e c i a l l y  m o d i f i e d  
t w o - f a c t o r  or t h r e e - f a c t o r  a p p o r t i o n m e n t  f o r m u l a  u n d e r  A S  4 3 . 2 0 . -  
072. T h e  n u m b e r  o f  f a c t o r s  in t h e  f o r m u l a  d e p e n d s  on  w h e t h e r  the 
p i p e l i n e  c o m p a n y  o r  a n y  o f  its a f f i l i a t e s  p r o d u c e s  oil o r  g a s  in 
A l a s k a .  We m i g h t  a d d  t h a t  T A P S  p r o f i t s  a r e  l i m i t e d  b y  t h e  T A P S  
t a r i f f  s e t t l e m e n t .



(19) H o w  m u c h  p r o f i t  is m a d e  f r o m  r e f i n e d  p r o d u c t s  fr o m  
A l a s k a n  oil?

A n s w e r : BP r e f i n e s  a r e l a t i v e l y  s m a l l  p e r c e n t a g e  of its A l a s k a
N o r t h  S l o p e  (ANS) oil b e c a u s e  m o s t  o f  its r e f i n i n g  c a p a c i t y  in 
t h e  U n i t e d  S t a t e s  c a n n o t  a c c o m m o d a t e  l a r g e  a m o u n t s  o f  ANS. The 
re s t  is e i t h e r  s o l d  o u t r i g h t  t o  t h i r d  p a r t i e s  or is e x c h a n g e d  for 
o t h e r  crude, w h i c h  m a y  t h e n  b e  r e f i n e d  or f u r t h e r  e x c h a n g e d  for 
c r u d e  t h a t  c a n  be  run in t h e  r e f i n e r i e s .

BP has n o  r e f i n e r i e s  in A l a s k a ,  yet p a r t  of its r e f i n i n g  p r o f i t  
is a p p o r t i o n e d  to A l a s k a  a n d  t a x e d  u n d e r  t h e  m o d i f i e d  a p p o r t i o n­
me n t  f o r m u l a  in A S  4 3 . 2 0 . 0 7 2 .

(20) W h a t  d i d  t h e  oil c o m p a n i e s  o f  P r u d h o e  Bay d o  w i t h  t h e  
s a v i n g s  m a d e  as 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  on J u n e  20, 
1987?

A n s w e r : We do n o t  a g r e e  t h a t  t h e  e x p i r a t i o n  o f  t h e  1 0 - y e a r
r o u n d i n g  ru l e  for P r u d h o e  B a y  w a s  a "tax b r e a k . "

S u b s t a n t i a l  a m o u n t s  of n e w  c a p i t a l  w e r e  i n v e s t e d  in A l a s k a  b o t h  
b e f o r e  t h e  r o u n d i n g  ru l e  e x p i r e d  for P r u d h o e  B a y  a n d  a f t e r w a r d s .  
W i t h i n  t h e  s p a c e  o f  12 m o n t h s  in 1 9 8 6  a n d  1987, a p p r o x i m a t e l y  $3 
b i l l i o n  w o r t h  o f  n e w  f a c i l i t i e s  w e r e  i n s t a l l e d  at E n d i c o t t ,  L i s -  
b u r n e  a n d  the c e n t r a l  gas f a c i l i t y  at P r u d h o e  Bay. T h o s e  i n v e s t­
m e n t s  w e r e  j u s t i f i e d  in p a r t  b e c a u s e  of  the a n t i c i p a t i o n  t h a t  t h e  
S t a t e  w o u l d  not c h a n g e  the r u l e s  o f  the g a m e  a n d  the " r o u n d i n g "  
r u l e  w o u l d  e x p i r e  as s c h e d u l e d .

S i n c e  1987 t h e  i n d u s t r y  h a s  c o n t i n u e d  to m a k e  m a j o r  e x p e n d i t u r e s  
for the c o n t i n u e d  d r i l l i n g  a n d  d e v e l o p m e n t  o f  t h e  N o r t h  Slope. 
W i t h o u t  t h e  d r i l l i n g  of  n e w  w e l l s  a n d  t h e  w o r k o v e r s  of  e x i s t i n g  
ones, p r o d u c t i o n  f r o m  P r u d h o e  B a y  w o u l d  a l r e a d y  b e  in s e r i o u s
d e c l i n e .  If t h e s e  a c t i v i t i e s  w e r e  to be  d i s c o n t i n u e d  today, t h e
r e p e r c u s s i o n s  c o u l d  s t a r t  b e i n g  felt in as l i t t l e  as 60 to 90 
days. The d e c l i n e  w o u l d  n o t  o n l y  set in s o o n e r  t h a n  it n e e d s  to, 
b u t  it w o u l d  a l s o  b e  f a s t e r  t h a n  it w o u l d  be  if d r i l l i n g  a n d  
w o r k o v e r  w o r k  c a n  c o n t i n u e  u n a b a t e d .

(21) W h a t  p e r c e n t  of  m o n e y  g r o s s e d  by  A l a s k a ' s  oil in 
P r u d h o e  Bay a n d  K u p a r u k  is r e i n v e s t e d  in A l a s k a ?  H o w  m u c h  is 
sent o u t s i d e ?

A n s w e r : As s t a t e d  in t h e  a n s w e r  to the p r e c e d i n g  q u e s t i o n ,  m a j o r
n e w  i n v e s t m e n t s  in the d e v e l o p m e n t  o f  t h e  N o r t h  S l o p e  h a v e  c o n­
ti n u e d  to be  made. Some $3 b i l l i o n  d o l l a r s  o f  i n v e s t m e n t  c a m e  on 
li n e  w i t h i n  a s i n g l e  12 m o n t h  p e r i o d  e n d e d  in late 1987. T h i s
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w a s  d e s p i t e  t h e  f-act th a t  S O H I O ' s  e n t i r e  " u p s t r e a m "  net o p e r a t i n g  
i n c o m e  (before interest, i n c o m e  t a x  a n d  e x t r a o r d i n a r y  item) r e­
p o r t e d  t o  its s h a r e h o l d e r s  for 19 8 6  was o n l y  $13 m i l l i o n  —  a 
f i g u r e  t h a t  i n c l u d e d  b o t h  t h e  N o r t h  S l o p e  a n a  L o w e r  48 o p e r a­
tions. T h e s e  c o n t i n u e d  i n v e s t m e n t s  h a v e  a d d e d  a b i l l i o n  b a r r e l s  
to the r e s e r v e s  t h a t  can be  r e c o v e r e d ,  a n d  h a v e  i n c r e a s e d  p r o d u c­
ti o n  b y  so m e  2 0 0 , 0 0 0  b a r r e l s  a day, a l l o w i n g  A l a s k a  to o v e r t a k e  
T e x a s  for f i rst p l a c e  as t h e  n a t i o n ' s  l a r g e s t  o i l - p r o d u c i n g  
state. A l l  o t h e r  m a j o r  o i l - p r o d u c i n g  s t a t e s  w e r e  r e p o r t i n g  s i g­
n i f i c a n t  d e c l i n e s  in p r o d u c t i o n  d u r i n g  t h e  s a m e  t i m e  as A l a s k a ' s  
w a s  i n c r e a s i n g .

Y o u r  q u e s t i o n  s e e m s  to s u g g e s t  t h a t  t h e r e  is s o m e t h i n g  w r o n g  if 
p r o f i t s  f r o m  A l a s k a n  o p e r a t i o n s  are not a l l  r e i n v e s t e d  b a c k  in t o  
A l a s k a .  It is w o r t h  r e m e m b e r i n g  t h a t  t h e  i n d u s t r y ' s  i n v e s t m e n t  
in A l a s k a  -- w h i c h  e x c e e d s  $25 b i l l i o n  to  d a t e  —  ca m e  p r i m a r i l y  
f r o m  " o u t s i d e "  funds.

(22) H o w  m a n y  jobs a r e  i n v o l v e d  in s t a r t i n g  u p  a s m all oil 
f i e l d ?  H o w  m a n y  jobs are i n v o l v e d  in m a i n t a i n i n g  a small f i e l d ?’

A n s w e r : That d e p e n d s  p a r t l y  on w h a t  y o u  m e a n  b y  " s mall." F o r
t h e  E n d i c o t t  field, e m p l o y m e n t  on t h e  N o r t h  S l o p e  d u r i n g  c o n­
s t r u c t i o n  p e a k e d  at a p p r o x i m a t e l y  725 jobs, n o t  i n c l u d i n g  i n­
d i r e c t  s u p p o r t  p o s i t i o n s  in A n c h o r a g e  or F a i r b a n k s .  Of  t h e s e  
c o n s t r u c t i o n  jobs, 95% w e n t  to A l a s k a n s .

T h e  n u m b e r  of  p e o p l e  o p e r a t i n g  t h e  E n d i c o t t  f i e l d  v a r i e s  s e a s o n­
a l l y  f r o m  a l o w  o f  a b o u t  205 in w i n t e r  to a h i g h  of about 235 in 
s u m mer. The w i n t e r  fi g u r e  i n c l u d e s  103 e m p l o y e e s  of  BP E x p l o r a­
tion, 39 e m p l o y e e s  o f  c o n t r a c t o r s ,  a n d  63 in the d r i l l i n g  r i g  
crew. A l l  o f  t h e s e  p o s i t i o n s  are on t h e  N o r t h  Slope, a n d  do not 
i n c l u d e  any s u p p o r t  p e r s o n n e l  in A n c h o r a g e .

(23) 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  oil 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  to J u n e  20, 1987 w h e n  t h e  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 e m p l o y e d  b y  t h e  oil c o m p a n i e s  of P r u d h o e  
B a y  no w ?

A n s w e r : A s  o f  J u n e  15, 1987 (the last p a y r o l l  d a t e  b e f o r e  J u n e
20, 1987) S t a n d a r d  A l a s k a  P r o d u c t i o n  C o m p a n y  h a d  1 , 333 f u l l - t i m e  
p e o p l e  a n d  16 p a r t - t i m e  p e o p l e  on its p a y r o l l .  C o n t r a c t  e m p l o y­
ees at t h a t  t i m e  t o t a l e d  259.

A s  of  J a n u a r y  31, 1989 BP E x p l o r a t i o n  h a d  1 , 380 f u l l - t i m e  a n d  two 
p a r t - t i m e  e m p l o y e e s ,  p l u s  350 c o n t r a c t  e m p l o y e e s .
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(24) W h a t  is t h e  l o n g - t e r m  e f f e c t  on A l a s k a n  jobs in 
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  as a r e s u l t  of  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  e f f e c t  w i l l  p r o b a b l y  b e  a r e d u c t i o n  in the
n u m b e r  of A l a s k a n  jobs, as t h e  E L F  b i l l  w i l l  m a k e  v a r i o u s  d e v e l­
op m e n t  p r o j e c t s  at P r u d h o e  B a y  a n d  K u p a r u k  R i v e r  t o o  e x p e n s i v e  
for t h e  c o m p a n i e s  to  afford. T h e  n u m b e r  o f  m i s s e d  o p p o r t u n i t i e s  
at P r u d h o e  a n d  K u p a r u k  b e c a u s e  o f  H B  118 is l i k e l y  to b e  g r e a t e r  
t h a n  a n y  o p p o r t u n i t i e s  in " m a r g i n a l "  f x e l d s  e l s e w h e r e  th a t  H B  118 
m i g h t  s t i m u l a t e .  F r a n k l y ,  we d o u b t  t h a t  HB  118 w i l l  s t i m u l a t e  
a n y  n e w  d e v e l o p m e n t  o f  " m a r g i n a l "  f i e l d s  —  t h e  A d m i n i s t r a t i o n ' s  
s t a t e m e n t  t h a t  H B  118 w i l l  l o w e r  t h e  t h r e s h o l d  oil p r i c e  for a 
n e w  " m a r g i n a l "  f i e l d  b y  Z2 a b a r r e l  is e x c e e d i n g l y  d o u b t f u l .  On 
t h e  one h a n d  t h e  A d m i n i s t r a t i o n  s a y s  t h a t  HB 118 w i l l  not a f f e c t  
d e v e l o p m e n t  o f  t h e  l a r g e  fields, b u t  on the o t h e r  h a n d  it says HB 
11? w i l l  s i g n i f i c a n t l y  e n c o u r a g e  t h e  d e v e l o p m e n t  o f  s m a l l  ones. 
T h e y  c a n ' t  h a v e  it b o t h  w a y s  —  e i t h e r  H B  118 w i l l  a f f e c t  d e v e l­
opment, or it w i l l  not. If it d o e s  a f f e c t  d e v e l o p m e n t ,  it w i l l  
a d v e r s e l y  a f f e c t  t h o s e  fields w h e r e  t h e  t a x  w o u l d  incre a s e .  T h e  
C o m m i t t e e  s h o u l d  r e q u e s t  t h e  A d m i n i s t r a t i o n  t o  p r o v i d e  t h e  b a c k­
u p  for its figure, b e c a u s e  of  t h e  i n c o n s i s t e n c y  in t h e  A d m i n i s­
t r a t i o n ' s  p o s i t i o n  on t h e  face o f  it.

(25) 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  by  t h e  oil c o m p a n i e s  of 
t h e  m a r g i n a l  o i l  f i e l d s  no w ?  H o w  m a n y  l a s k a n s  a r e  l i k e l y  to b e  
e m p l o y e d  b y  t h e  oil c o m p a n i e s  o f  e x i s t i  lg m a r g i n a l  oil f i e l d s  and
in d e v e l o p i n g  o t h e r  oil f i e l d s  as a r e s u l t  of t h i s  E L F  b i l l ?

A n s w e r : A s  s t a t e d  in r e s p o n s e  to  Q u e s t i o n  22, BP  E x p l o r a t i o n  e m­
p l o y s  a b o u t  205 t o  2 3 5  p e o p l e  at E n d i c o t t .

T h e  E i l e e n  (West End) P r o j e c t  in P r u d h o e  B a y  is n o m i n a l l y  s l a t e d  
to h a v e  72 oil p r o d u c t i o n  w e l l s  a n d  f o u r  gas i n j e c t i o n  wells.
T w o  ri g s  (Ala s k a  U n i t e d  D r i l l i n g ' s  r i g  #2 a n d  r i g  #3) b e g a n
d r i l l i n g  36 o f  t h e s e  w e l l s  in 1988. T h i s  p r o j e c t  was a p i o n e e r
in t h e  " m i n i - m o d u l e "  a p p r o a c h  t o  N o r t h  S l o p e  p r o d u c t i o n  f a c i l i­
ties. W h i l e  E i l e e n ' s  m i n i - m o d u l e s  w e r e  f a b r i c a t e d  O u t s i d e  a n d  
t r u c k e d  to  A l a s k a ,  t h e  s u c c e s s  o f  t h i s  d e s i g n  h a s  l e d  to t h e  
in-stat-3 f a b r i c a t i o n  o f  m i n i - m o d u l e s  f o r  t h e  H u r l  S t a t e  Project, 
a l s o  at P r u d h o e .  C o n t r a c t s  w e r e  let to  A l a s k a n  c o n t r a c t o r s  in 
A n c h o r a g e  a n d  F a i r b a n k s  for o v e r  1 8 0 , 0 0 0  m a n - h o u r s  of work, 
c r e a t i n g  m o r e  t h a n  350 t e m p o r a r y  c o n s t r u c t i o n  jobs. So m e  16 oil 
p r o d u c t i o n  w e l l s  a n d  f o u r  w a t e r  i n j e c t i o n  w e l l s  a ^ e  p l a n n e d  for 
H u r l  State, w i t h  d r i l l i n g  c u r r e n t l y  p l a n n e d  t o  b e g i n  in t h e  t h i r d  
q u a r t e r  o f  1 9 8 9  a n d  b e  c o m p l e t e d  l a t e  n e x t  year.



House Resources Committee
February 22, 1989
Page 15

P l a n s  for N i a k u k  h a v e  not b e e n  f i n a l i z e d ,  a n d  w e  do n o t  at this 
t i m e  h a v e  e s t i m a t e s  o f  t h e  l i k e l y  w o r k f o r c e  t h a t  w o u l d  b e  i n­
volve d .

W i t h  r e s p e c t  to t h e  e f f e c t s  o f  t h i s  E L F  b i l l  on p l a n n e d  p r o j e c t s  
t h a t  BP is i n v o l v e d  in, w e  f o r e s e e  no  a d d i t i o n a l  A l a s k a n  jobs 
b e i n g  c r e a t e d  as t h e  r e s u l t  o f  H B  118. Instead, we b e l i e v e  it is 
l i k e l y  t h a t  jobs t h a t  w o u l d  h a v e  b e e n  c r e a t e d  for A l a s k a n s  w i l l  
n o t  c m e  i n t o  e x i s t e n c e  b e c a u s e  o f  H B  118.

(26) W h a t  is t h e  l o n g - t e r m  e f f e c t  on A l a s k a n  jobs in the 
s m a l l e r  oil f i e l d s  as a r e s u l t  of t h i s  E L F  b i l l ?

A n s w e r :  H B  118 is u n l i k e l y  t o  c a u s e  a n y  m e a s u r a b l e  l o n g - t e r m  i n­
c r e a s e  in t h e  n u m b e r  of A l a s k a n  jobs in s m a l l e r  oil fields. As 
n o t e d  above, w e  do  not b e l i e v e  t h e  A d m i n i s t r a t i o n ' s  s t a t e m e n t  
t h a t  H B  118 w o u l d  l o w e r  t h e  t h r e s h o l d  p r i c e  f o r  d e v e l o p i n g  a 
s m a l l  f i e l d  b y  $2 a b a r r e l .  By  r e l y i n g  on f i e l d w i d e  p r o d u c t i o n  
as its d o m i n a n t  p a r a m e t e r ,  H B  118 p r o v i d e s  an i n c e n t i v e  to k e e p  
s m a l l  f i e l d s  small. W h e n  ^ r i l l i n g  a n o t h e r  w e l l  ^s g o i n g  to i n­
cr e a s e  t h e  t a x  r a t e  for all ;he oil a l r e a d y  in p r o d u c t i o n ,  w h y  
s h o u l d  t h e  p r o d u c e r  of  e v e n  a s m a l l  f i e l d  w a n t  t o  i n c r e a s e  p r o­
d u c t i o n  a n y  m o r e  t h a n  n e c e s s a r y ?

H B  118 p r o v i d e s  a d i s i n c e n t i v e  to t h e  full d e v e l o p m e n t  o f  e v e n  
t h e  s m a l l  f i e l d s  it p u r p o r t s  to help, as w a s  i l l u s t r a t e d  b y  the 
e x a m p l e  in our a n s w e r  to Q u e s t i o n  9. T h i s  d i s i n c e n t i v e  w i l l  t e n d  
to o f f s e t  any i n c e n t i v e  t h a t  H B  118 w o u l d  p r o v i d e  t h r o u g h  l o w e r­
in g  t h e  e f f e c t i v e  t a x  rate for s m a l l  fields.

T h a n k  y o u  v e r y  m u c h  for t h i s  o p p o r t u n i t y  t o  r e s p o n d  to 
y o u r  q u e s t i o n s .  T h e  E L F  is s t i l l  w o r k i n g  t h e  w a y  it w a s  i n t e n d e d  
to  work. T h e r e  is n o  n e e d  t o  fix it. W e  b e l i e v e  H B  118 is not 
n e c e s s a r y  a n d  is l i k e l y  to  p r o v e  c o u n t e r p r o d u c t i v e  in t e r m s  of 
t h e  p u b l i c  i n t e r e s t s  it s e e k s  to a d v a n c e .

V e r y  t r u l y  yours,

(ALASKA) INC.

c f  G o v e r n m e n t  A f f a i r s

E n c l o s u r e



E D I Ernst &Whinney Suite 601
301 W. Northern Lights Boulevard 
A nchorage.  Alaska 99503

907/279-1411

February 17 , 1989

R ep re sen ta tiv e  C l i f f  Davidson 
Co-Chairman, House Resources Committee 
R ep re sen ta tiv e  Curt Menard 
Co-Chairman, House Resources Committee 
Pouch V
In te rd ep a rtm en ta l M ail Stop 3100 
Juneau, A laska  99811
Dear S i r s :

HB 118 -  ELF CHANGE LEGISLATION 
We have a u d ite d , in  accordance w ith  g e n e ra lly  accented a u d it in g  s tan d a rd s , 
the c on so lid a te d  f in a n c ia l statem ents o f the BP America In c . and 
s u b s id ia r ie s  f o r  the yea r ended December 3 1 , 1988 and w i l l  issu e  ou r 
re p o rt  dated Feb ruary  1 0 , 1989 .

The afo rem en tioned  f in a n c ia l statem ents inc luded  on a c on so lid a te d  b a s is , 
the accounts o f  BP E x p lo ra t io n  (A la sk a ) I n c . ,  a su b s id ia ry  o f  BP America. 
Time spent by ou r Anchorage o f f i c e  on the 1988 au d it o f  BP E x p lo ra t io n  
(A la sk a ) In c . t o ta le d  some 3 ,0 0 0  h ou rs .

The f in a n c ia l statem ents o f  BP E xp lo ra t io n  (A la sk a ) In c . inc luded  A laskan 
l i f t i n g  c o s ts  and f i e ld  d e p re c ia t io n  which to ta le d  $ 10 42 .8  m i l l i o n .  This 
amount d iv id ed  by BP Am erica's share o f p roduction  (d e liv e re d  to  Pump
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S ta tio n  t i l )  o f  3 0 3 .5  MMBOE r e s u lt s  in  a cost per b a r r e l o f  $3 .A 3 . These 
costs in c lud e  BP America's share o f  both BP America opera ted  f i e ld s  and 
f i e ld s  opera ted  by o th e rs . Costs w ith in  these c a teg o rie s  a s so c ia te d  w ith 
the S ta te  o f  A la s k a 's  r o y a lt y  sha re  a re borne by the working in t e r e s t  
p a r t ie s  and BP Am erica 's share i s  included in  the $3.A3 ner b a r r e l  r a t e .

Not inc luded  in  the above cos ts  a re :
( i )  p ro p e rty  taxes
( i i )  insurance
( i i i )  severance taxes
( i v )  c o rp o ra te  overhead
(v )  d e p re c ia t io n  on n on -u n it a sse ts
( v i )  env ironm en ta l s tu d ie s

Very t r u ly  y o u rs ,

D e liv e red  To: R. W. VanHook
D ire c to r  o f  Taxes 
BP E x p lo ra t io n  (A la s k a ) In c .
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Exxon Company U.S.A
Response to Request fcr H3 118 Information

The following are pro/lead * "> to 'he u-est^ons posed by the House
Resource* Coimtttes on Eebrudry 10, .S39:

Question 1
The' EIF was designed to *nccura>: ’nvestirent ir "naryina1" oil projects. The 
definition of "marginal5’ should relate to the profitability of a field, or projects 
within a field, and not to the vita! production -‘com a field. Recently, some 
people nave erroneously confused - r o M u c r  Uy with product-vity. Prof'Uabi'l 1 ty is
^  A M  i  m  •  1 . .  . 4 ^ 4  >  ^  I  .  • l<* . . . .  — .  -  i  k  I  -      ^  ^  a  J ________ 1 I  •

Qu8tUj?n Z
HB 118 will reduce taxes (r- rjl. two producing oil fields in the entire state of 
Alaska. Ihe two f4elos that *•!! -.ncur a tax reduction are Endicott and Lisburr.e, 

with Endicott be-ng the largest. aerating approximately 100 thousand barrels of 
oi • per cay In 198-8 HB 119 ’mpoce- higher production tax rate on larger fields.
The average product:of' rue per at Prudhoe Bay during the mici-1990’s Is
projected lo be the tame as «* usburne today However, HB" 118 would impose a
production tax rate on Pryors U» u  that p..nt ir. time, which would be six times 
higher than on Llsburne today.

fliaitlJJLl
The ’ 1983 annua' -jvŝ iige p r r r- ‘ :. C; r, "cr Prudhoe Bay was 1.45 million barrels of

oi' per day. The Janus-/ ;56V :iv~; *.g*.: production for KuparuK was 318 t.nousand
carrels per day.

Question 4

We do not have a readily available list of average well productions, but expect, it 
to be highly variable, especial);, if offshore properties are included. Several
states offer incentives fcr new development., tertiary projects and stripper wells.
As an example, Alabama provides tax. incentives fcr all "new wails regardless of
rate,

Question 5

The three major working interest owners at Prudhoe Say are 8P Exploration wit.n 
50.7% of the oil production, and ARCO and Exxon who both have 21.8%. The major 
Kuparux owners are ARCC ar.d BP Explication with 56.3% and 28.8%, respectively.

Question 6 & 7
Exxon s 1976 worldwide net product*on of crude oil and natural gas liquids was
2.2*5 million barrels per day w.th virtually none of it being produced from Alaska. 
Exxon’s 1938 worldwide net product.or of crude oil and natural gas liquids was
1 - 9 million parrels of oil per day with 356 thousand barrels extracted from cur 
Alaska properties Exxon's 1983 Prudr.ce Say net liquids production averaged 322 
thousand barrels per day.

.8
HB 118 will only affect f'.nr oil fic.ds ;f. the entire state of Alaska that are 

currently b:‘Oduclng. None of tne loo* !;v*i fields will be affected since



I

2 -

t c u r r e n t l y  pay no severanc* ti.-*:. Ihe taxes at i.‘sburne and End 1 r.ott will be 
reduced. w M ’e tbe ta<?s it JSu aue - upa**,A will Increase by .tore than 20% and 60%, 
respectWe^. during trie >'St /si., Unca- f-'S IIS, the production tax rate at 
-̂•.'dnoe 8a/ during the ",'c :39C‘- projacted '0? almost three times higher tnar, 
uid*K current 1~-* pvera-’. H3 '.'.Z will resjlt in 5 tax increase on over 905; of 
Alaska's oil p 1 . ,1on.

Quest Ufl.,9
I'nder current state law. v:z Tax.^w* :.*> rate that can be applied is 15% wnan ELr 
is one.

S*rce m1d-!98l until the end d" vfce f'rjt ’.an years of production, the top »*ate at
P3U w?s 15%. Under the proposed rP. 119, the severance tax rate will be increased
from the current 12.3% to 14.9%.

Qiiflittaa ,11
Exxon's severance t*x records a>-3 ,.v? publ tc information ana, therefore, cannot be 

released, however, according to the "etroleum Revenue Forecast published by tho 
Alaska State Department of Rev-rue, .e-erarce U a revenue of $818.7 million was 
collected in CY 1988 free, petroleum vpfiratlons.

Quest lea .12 L ,* l
A. *.• •-'Hog to the Division uf Po'ic/s April J988 Report, entitled "The ELF- A Policy 

ective", only Louisiar-a with * tax rate of 12,5% has 3 higher severance tax 
, than the effective- ’.a>* .-ate a". P&ij under current law. If HB 118 becomes law.
s taxes will Increase from 12.3% to 1«.9%, which wil'- oe the highest severance
rate in the united States.

f.'e note, howava". that a direct comparison of Alaska s severance taxes tc 
hyal states may not be v-a'id -tines each state’s total ta/. structure can vary

I.-- Viy, attempting to compare different countries’ tax structure to Alaska 
not valid since you must consider tne timing of the recoupment of investment 41 
expenses, and the leasing schemes.

Section 111 - Profits

Certain profit Information is considered confidential and, therefore, is not 
released. Additionally, we would •*->fra 1n from releasing this information due to 
ongoing litigation with the state over royalty and fa* aispute resolution.

The oil companies’ basic purpose for being in Alaska is to earn a profit on 

invested funds. The profits from Alaska o<l are partially reinvested in Alaska, 
but. are also invested in other projects throughout the world. Due tc this 
diversity of sources ana uses of f;,nas. it is not possible to say exactly where 
oroflts from one area are eventually employed. However, bear in mind that if the 
oil companies had not used the orcf-.ts from "Outside" investments. PBU would not 
have beer, discovered or developed. would not have been bu1U, and Alaska would 

not i'ave enjoyed the benefits It has derived from North Slope oil interests over 
the past 20 years.

Sec.t.lbf, IY - Impact on Alas Hass
Since Exxon has no o<l production operat'ons in the state of Alaska, we nave 
limited information to answer :he:»? questiuns. However, if the current tax 
structure remains, ’t will encourage development of future marginal projects, which 
w'i‘ maintain Jobs on the North Slope.
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ARCO Alaska. Inc.
Tax Department 
Post OHice Box 100360 
Anchorage, Alaska 99510 
Telephone 907 265 6556

Hugh R. Motley 
Vice President 
General Tax Officer

Fe b ru ary 22, 1989

Re p r e s e n t a t i v e  Curt Menard, Co-Chair 
R e p r e s e n t a t i v e  Cliff Davidson, C o - Cha ir  
House R e s o u r c e s  Comm ittee

Gentlemen:

In r e s ponse to y o u r  r e q uest  of F e b r u a r y  10, 1989 please find
a t t a c h e d  answers to the 26 questions r e q u e s t e d  of m e m b e r s  of the 
oil i n d u s t r y _c o n c e r n i n g  H o u s e  Bill 118. ARC O Alaska appreciates 
the o p p o r t u n i t y  to p r o v i d e  infor mation to the committee and would 
be mo re than h a p p y  to a s s i s t  in any w a y  p o s sibl e in the future.

Sincere

I
P  H u g h  R. M o t l e y  

Vi c e  President  
General T a x  Offic er

A t t a c h m e n t

i i
y r

A R C O  A la a k a .  In c .  u  a S u b a i d i a r y  o l  A t l a n t l c R l c h l i a l d C o m p a n y ARja-6284-A
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Responses to House Resources Committee 
ELF Questions - HB-118

Question 1: The Elf is designed to provide production
incentives for-, wells in "marginal”' oil fields. Which oil 
fields are coinsidered "marginal" in Alaska?

Answer: The ELF was originally designed to provide incentives to
obtain the maxi'mum ultimate recovery from all fields in the state. 
It is not arid was never intended to assist only projects in "marginar 
fields. It works to lower the production tax rate as the daily 
production per well in a field declines. The less profitable the field 
(measured by the average production per well), the more incentive 
the producer receives, and therefore presumably, the more likely 
that new investm ents would be made to increase ultim ate 
production.

In most instances, a field declines throughout its producing life and 
becomes "marginal" only when its profitability is very low. The 
reservoir must be carefully managed long before this time or parts 
of the reservoir will deteriorate to the point where no additional 
recovery will ever be conomically viable. Ongoing development
provides the field w , a longer life and produces far more crude.
But increm enta l recovery p ro jects  decrease in econom ic 
attractiveness as an oil field ages. The attractiveness (or 
m arg ina lity) of an increm enta l investm ent is the prim ary
consideration in the decisions affecting additional development and 
the recovery of associated oil reserves in any oil field. If incentives 
were provided only near the end of a field‘s life, (when it is already 
"marginal"), it is entirely likely that enhanced recovery projects 
could never be undertaken.

Question 2: How many barrels per day are extracted
from the most productive oil field in Alaska that will be 
allowed tax cuts under this ELF bill?

Answer: The most productive field in Alaska as of the end of 1988
was the Endicott field with a per well per day production of 3000 
barrels. This would be one of the small fields (97 thousand barrels 
per day production) whose production tax burden would be decreased 
upon the enactment of HB-118. But a field like Kuparuk can also be 
only marginally profitable or as Attachment I shows might even 
operate at a loss. The Kuparuk field produces only 1000 barrels per
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well per day, one third that of Endicott, and yet, under HB-118, 
Endicott will get a reduction in its production tax and Kuparuk will 
get an immediate 60% increase.

Question 3: How many barrel's per day are extracted
from Prudhoe Bay and Kuparuk?

Answer: During December, 1988 Prudhoe Bay production was
1508.3 thousand barrels per day. Kuparuk averaged 307.2 thousand 
barrels per day during that same time period. This level of 
production, however, is only the result of significant incremental 
investm ent which included in its econom ic ju s tifica tio n  the 
application of the ELF. The incentives provided by the current ELF 
will allow the industry to maintain production at the highest 
possible rates through additional incremental investment in the
fu ture .

Question 4: How many barrels per day are extracted
from wells in the most productive oil fields in the various
lower 48 states? What U. the greatest barrels per day 
extraction considered marginal and provided tax cuts for 
production incentive in the various lower 48 states?

Answer: The average production from any well in tho lower-48
fields is significantly lower than is the average in A laska as 
indicated by the figures provided by the Adm inistration. At 
production levels presented, with or w ithout a production tax 
burden, not one of these fields could be economically produced in 
Alaska. Whether any of these fields are marginal or not is dictated 
by many variables including operating costs, transportation costs, 
and eventually wellhead value. However, any we! becomes more 
marginal as its production and therefore its relative profitability 
declines. None of these fields would survive a $7.00 per barrel 
transportation cost.

Question 5: Which oil companies have the greatest lease
interests in Prudhoe Bay and Kuparuk oil fields and what is 
the percentage of their lease interests?

Answer: Attachment II details ownership of Prudhoe Bay, Kuparuk
and several other fields in tho state. Please note that the companies 
which own significant pieces of Prudhoe and Kuparuk are the same 
companies which own substantial interests in other smaller fields.
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Question 6: Oil companies: how much did you extract
world wide in 1976? How much of that was from Alaska?
(Prudhoe Bay?)

Answer: ARCO production in 1976, world wide was 511.2 MBPD.
ARCO's Alaska production in 1976 was 27.7 MBPD, all of which came 
from fields in the Cook Inlet.

Question 7: Oil Companies: How much oil did you extract
world wide in 1988? How much of that was from Alaska?
(Prudhoe Bay?)

Answer: In 1988, after ARCO Alaska Inc.'s investment totaled $7.6
Billion in the State of Alaska, ARCO’s production from the state was 
470 MBPD with 305 MBPD of that production coming from Prudhoe 
Bay. ARCO's total world wide production in 1988 was 679.7 MBPD.

Question 8: Which oil fie lds will receive tax breaks
from this ELF Bill? Which oil fields will receive tax 
increases from this ELF bill?

Answer: The only fields currently in operation which will have
their taxes reduced are Endicott and Lisburne whose combined total 
production is only 135 MBPD. Prudhoe Bay and Kuparuk fields which 
produce 1,815 MBPD, will have their taxes increased by 40% and 
160% respectively over the next ten years. Over 90% of the state's 
production and nearly all of the state's reserves will be burdened 
with additional production tax under HB-118. When the two fields 
that hold the vast majority of the states known reserves are 
burdened by more production tax, there can only be a negative impact 
on the ultimate recovery of the state's oil and gas resources. 
Almost one-half billion barrels of additional Kuparuk oil can be 
recovered if economics allow.

Question 9: Can the ELF raise the amount that would 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?

Answer: House Bill 118 would not subject the total production of
a field to more than the nominal statutory rate of 15%. It could,
however, subject an incremental barrel of oil produced to a
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production tax rate in excess of 15%. This result would place an 
onerous burden on any investment that would act to produce 
additional barrels of oil and can only be perceived as an incentive to 
keep small fields small and make big fields smaller.

Question 10: Will this ELF biii raise the rate that would 
be paid for severance taxos for Prudhoe Bay above the rate 
that was paid by oil companies at Prudhoe Bay prior to June 
20, 1987?

Answer: Again, it is possible for the rate on an additional barrel
produced at Prudhoe Bay to be burdened with a production tax in 
excess of the 15% rate. From 1981 through June 20, 1987, the 
"rounding rule" was applied to production at Prudhoe Bay that set its 
ELF at 1.0 and its production tax rate therefore at 15%. House Bill 
118 would raise the rate to 14.9%. Kuparuk's rate would go from 
8.4% to 13.2%.

Question 11: How much is being paid to the State of
Alaska in severance taxes each year?

Answer: The fiscal year 1988 severance tax collections, based on
the Alaska Department of Revenue's October, 1988 Revenue figures, 
were $816.4MM.

Question 12: How does the amount that Alaska receives in
severance taxes compares to the amount that other oil- 
producing states and nations receive? How much would the 
fields in the lower 48 pay if they were placed under the 
Alaska tax structure?

Answer: A definitive study of severance tax rates throughout the
nation would be a complex task, however, based strictly on statutory
rates Alaska still maintains the highest rate in the nation at 15%.
ARCO's lower-48 production company, which owns and operates 
fields in many of the significant petroleum producing areas utilizes 
an average severance tax rate of 5% in its financial planning. At the 
production per well rates quoted by the administration in its earlier 
testimony none of the fields producing in other states would be 
economically viable in Alaska so no taxes would be paid in any case.

As the charts used by the Administration in their testimony so 
clearly point out, snap shot comparisons between Alaska and other
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states or oil producing nations are of questionable use. The 
comparisons can easily mislead and are dependent on so many 
variables that they are d ifficu lt to accurately quantify. For 
example: When the administration's bar chart comparing Alaska and 
Indonesia is reformatted to show percent of revenue as well as 
gross revenue (Attachment III), it becomes quickly evident that the 
State ... Alaska receives a larger percentage of the available 
revenue from crude oil production than Indonesia receives. But this 
bar chart ioo ignores the differences in capital commitments, 
concessions by sovereigns, lifting costs, trade restrictions, and 
many other factors.

It appears tha t the Adm in istra tion ’s Division of Policy best 
described the usefulness of the nation and state tax comparisons in 
1988 in their ELF Policy Perspective when they stated "Differences 
like these make simplistic comparisons regarding which state has 
the highest or lowest severance tax of limited use".

Question 13: Oil Companies: Do you have North Sea
production? If so, what percent of the total economic rent 
do you realize from your Alaska production and what 
percent do you realize from your North Sea production?

Answer: ARCO has no significant North Sea oil production and is
therefore unable to adequately respond to this question.

Question 14: Oil Companies: How much profit is being
made off of the most productive oil fields in the lower 48 
s ta te s ?

Answer: The pro fitab ility  of many fields in the lower-48 is
unknown to ARCO since we do not have interest in every lower-48
field. Specific profitability data of any particular field in which we 
have an interest is considered company confidential data and we 
regret that we cannot share this with you. However, no Lower-48 
oil field must cope with a $7.00 per barrel transportation burden.

Question 15: Oil Companies: How much profit is being
made off of the most productive oil fields in other oil- 
producing countries?

Answer: ARCO Alaska Inc. does not have adequate data for
international operations to provide any meaningful insights into this
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issue. We can say however, that the states documentation 
concerning Indonesia is very m isleading because of major 
differences in wellhead price due to transportation and export 
re s tr ic tio n s .

Question 16: How much profit is being made off of
Prudhoe Bay and Kuparuk oil fields each day?

Answer: Current public data available on the profitability of both
the Prudhoe Bay and Kuparuk fields is from Barclays de Zoete Wedd, 
an independent London Investment House. These figures are provided 
on Attachment I.

Question 17: Does this include TAPS? If not, what is the
profit on TAPS?

Answer: For a look at TAPS profits we would refer you to the
TAPS settlement methodology to which the State of Alaska is 
signatory. The question of TAPS profits is, we submit, irrelevant to 
the issue of HB-118. The issue of taxes on transportation, which is 
being discussed here, is an issue that was settled in the
development of the TAPS settlement. In any event, since ARCO 
Alaska's current North Slope production exceeds ARCO Pipeline 
Company's TAPS capacity, any incremental project oil is shipped 
through another owners pipeline capacity.

Question 18: What public sources corroborate  th is?
Would you provide materials proving this? Would you 
provide a detailed list of your revenues and expenses?

Answer: These figures in Barclays de Zoete Wedd are public
information and are utilized because they are public information. 
The public investment community are ultimately the owners of the 
companies in our industry and their perception as to profitability 
and/or the value of investments is of paramount concern to our 
companies. Additional detailed breakdowns of costs and revenues 
cannot be provided in this public forum because they are considered 
company confidential for competitive reasons as well as for SEC 
disclosure purposes.

Question 19: How much profit is made from refined
products from Alaskan oil?
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Answer: Profits generated on the refining and marketing of
Alaskan source oil are no more or less than those generated on 
similar quality crude from other sources. Crude oil, whether from 
an Alaskan or other source, is a commodity which is valued and 
traded based on-.quality, location and market conditions. At the same 
locale, any source crude oil has the same value or cost as any other 
source sim ilar quality crude oil. No more refining or marketing 
profit is made on products refined from Alaskan source crude oil 
than is made on products refined from any other source similar 
quality crude oil.

Question 20: What did the oil companies of Prudhoe Bay
do with the savings made as a result of the tax break 
occurring on June 20, 1987?

Answer: First as we have previously discussed, the ELF is not a
tax break, it is an incentive provided to increase the ultimate 
amount of crude oil produced in the state. The cumulative reduction 
in production taxes, relative to a flat 15% rate that accrued from 
June, 1987 to December, 1988 was $43MM strictly to ARCO During 
that same time frame ARCO has invested $77MM in capital at 
Prudhoe. This question does not address the $3 Billion of investment 
that was made by the oi! industry in the state during 1986 and early 
1987 which was in part justified and funded in contemplation of the 
expiration of the "rounding rule" on Prudhoe Bay in June of 1987.

Question 21: What percent of money grossed by Alaska's
oil in Prudhoe Bay and Kuparuk is reinvested in Alaska? 
How much money is sent outside?

Answer: More than 100% of the last three years net profits of
ARCO Alaska Inc. have been reinvested in new fixed assets and 
exploration in Alaska (i.e. none has gone south).

Question 22: How many jobs are involved in starting up a
small oil field? How many jobs are involved in maintaining 
a small field?

Answer: The marginal projects now being planned for the Kuparuk
field over the next five years will require $1.6 billion and 4000 man 
years of construction labor to complete. These new wells and 
facilities will require at least 40 additional operating staff, nearly 
as many as it takes to operate the entire Lisburne oil field.
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Question 23: How many Alaskans were employed by the oil
companies of Prudhoe Bay prior to June 20, 1987 when the 
tax cut kicked in? How many Alaskans are employed by the 
oil companies *)f Prudhoe Bay now?

Answer: As of June 20, 1987 ARCO Alaska had 2,578 employees.
At the end of 1988 ARCO Alaska employed over 2,800. These figures 
however only show half of the picture. The number of employees 
has increased since the June 20, 1987 date, but of more significance 
is the fact that 142 of these permanent operating jobs have been 
created solely due to projects such as the Central Gas Facility and 
the Kuparuk CPF-3. (This figure does not consider the millions of 
man hours of construction labor that was created in establishing the 
facilities). These projects were intended to increase the ultimate 
production of Alaskan oil and gas and are exactly the type of 
projects the ELF was intended to stimulate. The majority of Alaskan 
jobs created through the operation of enhanced recovery projects are 
attributable to activities at Kuparuk and Prudhoe Bay, the two fields 
that would be most adversely impacted by the passage of HB-118.

Question 24: What is the long-term effect on Alaskan
jobs in Prudhoe Bay and Kuparuk oil fields as a result of 
this ELF bill?

Answer: The long term impact of passage of HB-118 will
be that there will be fewer jobs in Alaska. As question 23 so 
vividly points out, investment dollars are spent and jobs are created 
in the fields where the greatest likelihood of additional recovery is 
found. Those same investment dollars are spent and jobs created not 
on the basis of a fields profitability, but on the basis of the value of 
producing the next barrel of oil. At Prudhoe and Kuparuk, HB-118 
will only make the next barrel of oil more expensive to produce and 
therefore it will be less likely to ever be produced. That means 
there will be more oil left in the ground, fewer oil industry jobs and 
fewer support industry jobs because there will be fewer facilities 
to operate.

Question 25: How many Alaskans are employed by the oil
companies of the marginal oil fields now? How many 
Alaskans are likely to be employed by the oil companies of 
existing marginal oil fields and in developing other oil 
fields as a result of this ELF bill?
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Answer: Every Alaskan who works in the oil industry works for an
oil company that owns an interest in a field where there are
marginal projects that would be detrimentally effected by HB-118. 
The question that needs to be asked is how many jobs will be
created under the current ELF that will not be created under HB-
118? Enhanced recovery projects at Prudhoe and Kuparuk can 
provide access to additional recoverable reserves of about twice 
the recoverable reserves of all the other oil fields in Alaska
combined. These additional projects could cont./oute over 400MM 
barrels of oil to Alaska's royalty share and would help maintain or 
create many Alaskan jobs. HB-118 creates an additional roadblock 
to justifying any of these projects.

Question 26: What is the long-term effect on Alaskan
jobs in the smaller oil fields as a result of this ELF bill?

Answer: HB-118 would provide few or no new jobs anywhere in
the Alaskan oil industry. More jobs exist at Prudhoe and Kuparuk 
than at all the other fields in Alaska combined. The negative impact 
of HB-118 would act to decrease activities at these fields. The long 
term effect would also be to decrease the number of Alaskan jobs. 
ARCO Alaska is a major interest owner in both large and small fields 
in Alaska (as defined by the Administration). These interests places 
us in an excellent position to assess the effects of HB-118 on jobs. 
ARCO Alaska believes this bill will act to decrease the 
ultimate recovery of Alaskan oil and reduce the number of 
jobs in Alaska.



ANS Net Revenue

#

Prudhoe Kuparuk
$/bb l $/bbl

Assumed Crude Price 14. 01 14. 01
Tanker Freight 2.70 2.70
Quality Differential 0.00 0.40
TAPS Tariff 3.11 3.11
Kuparuk Pipeline 0.00 0.70
Pipeline Loss 0.10 0.10
Wellhead Price 8.10 7.00

Production Cost
and Capital Recovery 2.80 5.43
Total Net Revenue 5.30 1.58

State Royalty 0.93 0.82
Severance Tax 0.89 0.54
Property Tax 0.26 0.44
State Income Tax 0.10 -0.01
Total State 2.17 1.79

Federal Income Tax 1.06 -0 .07

Producer Profit 2.06 -0.14

Source:
Barclays de Zoete Wedd, September 1988 
Alaska Department of Revenue October 1988 
State of Aiaska Royalty and Severance Methodology



APPROXIMATE WORKING INTEREST SUMMARY

F ie ld

Prudhoe (Oil) 

Prudtioe (Gas) 

Kuparuk 

Llsburne 

Endicolt 

Niakuk 

Mine Poinl 

PI. Thompson 

Swanson River

S ta t t
Roya l t y  ARCO

.125000 .217800

.125000 .425649

.125000 .563010

.125000 .400000

.140000 .000234

.125000 

.178250

.125000 .033400

.161913 .484864

Exx on  B P

.217776 . 506848

.425648 .138399

.002180 .387560

.400000 . 200000

.210206 .567825

1.000000

.393400 .194000

Un ion Mobi l

.018916 

.002844 

.042500 .003660

.105174

.117000

.015136

Phi l l i p* Chev ron

.018805 .006718

.002629 .004831

.001090

.180000 

.103500 .089000

.484864

Cl t laa
S a r v l ca  C o n o c o

.104840

.110000 .710000

.069700 

.015136



Administration’s Indonesia Comparison 
On a Dollar per Barrel Basis

$17.50

Indonesia Alaska

Note: Refer to Adminir^ation's testimony; ($3.1 Billion-f-2.0 MMBPD, compared to the ADOR wellhead value)
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S t a t e  o f  A l a s k a

P.O. BOX 1542 
ANCHORAGE, ALASKA 99510- 

(907) 337-5811

R e p r e s e n t a t i v e  Wa l t  F u r n a c e

M E M O R A N D U M  

TO: Representative Cliff Davidson, Co-Chairman 
Representative Curt Menard. Co-Chairman 
House Resources Committee

FR: Representative Walt Furn;

DATE: Feb. 28, 1989

RE: Minority Report on HB 118

RO. BOX V 
JUNEAU, ALASKA 99811 

(907) 465-3875

Please include with the Resource Committee's report on HB 118 the following 
minority report, which more fu lly  and completely reflects my concerns about 
the changes to the Economic Limit Factor (ELF) under this bill.

MINORITY REPORT ON HOUSE BILL NO. 118

This bill proposes to change the statutory formula for the Economic 
Limit Factor (ELF) in the oil and gas properties production tax. The present 
ELF formula is based on a field's profitability as measured by its average 
production per well. The higher the profitability is, the higher the tax 
becomes under the present ELF. In the proposed formula, the dominant 
factor will be field size instead of profitability. Despite the many hours of 
testimony that the Committee heard on this bill, I am still concerned that a



number of basic questions have not been answered regarding the proposed 
change.

Should Alaska Relv on Field Size in Computing the Tax Rate?

I am concerned that the proposed bill would create a tax incentive to 
keep small fields small and to make large fields smaller than they should be. 
The new ELF formula would make field size a factor in the exponent, where 
it becomes the most important facior in the formula. With this formula, if 
new production is added to an existing field, there will be an increase in the 
tax rate not only on the additional new production, but on all of the existing 
production as well.

In BP Exploration's letter of February 22, 1989, we were given an 
example of how this would occur. For a 100,000 barre l-a-day field with 100 
wells, the ELF would be 0.514701 and the tax rate would be 7.72%. I f  
another well were added with the same average daily production (1,000 
barrels a day), the new ELF would be 0 .519903 , making the tax rate 7.80%. 
This does not sound like a big increase, but because the higher rate applies 
to ail 100,000 barrels a day of the existing production as well as the 
additional 1,000 from the new well, the increase in tax represents 15.60% of 
the value of the new production. Thus, the effective tax rate on the extra 
production would be twice the rate prevailing before the well is drilled. A 
person does not have to understand all the intricacies of the ELF in order to 
understand that such a tax scheme will frustrate people's development plans 
and leave valuable oil in the ground that could otherwise be produced.

Will HB 11 8 Help Trulv Marginal Fields?

The Committee received uncontradicted testimony that, in terms of 
the dollars paid out p : r  dollar inven ted, the most profitable field in Alaska's 
history has been a field in Cook In k t  that never reached 120,000 barrels a 
day at its peak. Yet fo r all of this field's life, HB 118 would have reduced its 
tax rates from  what they would be with the present ELF. This seems to be 
leaving something on the table that the State should not be leaving for fields 
that are highly profitable but which happen to be small.

The Committee was also told that the new ELF in HB 118 would help 
Milne Point. Again, wre received uncontradicted testimony that for the last 
half of the time Milne Point was in production, the present ELF laws had 
allowed the tax rate to be reduced to zero. HB 118 would repeal the 
rebuttable presumption that allowed this to happen. Instead, with HB 118.

Minority Report on HB 118
February 28, 1989



Milne Point w ill always have some tax to pay until its average production 
falls below 300 barrels a day per well. Based on the $7.36 wellhead price in 
the Administration’s Revenue Forecast. Milne Point will pay almost $20,000 
a year in production tax under HB 118.

Are the Administration s Numbers Reliable?

I am highly disturbed by the apparent misinformation that the 
Administration has advanced in support of HB 118. The following examples 
illustrate the type of thing I mean:

1. On the first day of testimony, the Commissioner of Revenue handed 
out several packets of materials. One of these had as its first page a graph 
with the title, "The Tax Rate on Prudhoe Bay Has Dropped Sharply." The 
third page of that packet gives the production u x  as 13.1% during the 1982- 
1987 period, despit 3 the fact that it was actually 15%. You can get to a 13.1% 
rate only by including the State's own one-eighth royalty share of the 
production, but State royalty is exempt from the tax.

2. During the "debate" last Wednesday evening, Mr. Erickson said HB 118 
would only cost 15 cents out of a $15 value of the oil in Valdez. First, the tax 
will be more like 30 cents than 15. More serious, however, was the sudden 
increase in oil prices that Mr. Erickson made up for the occasion. The 
weighted average North Slope oil price in the Administration's Revenue 
Forecast (at page 20) is only $12.45, and that’s fcr Alaskan oil delivered to 
the West and Gulf Coasts. Netted back to Valdez this is about $11. If oil 
prices went up $4 a barrel over the forecast and stayed there, the State 
would have the revenue it needs to balance the budget and we probably 
wouldn't be talking about the ELF at this time.

3. The Administration testified that HB 118 would lower the threshold 
oil price by $2 a barrel fo r bringing marginal fields into production. In other 
words, they said a marginal field would be profitable under HB 118 at a 
price $2 lower than they would need with the present ELF. This was 
contradicted by industry testimony. In light of the fact that there will be a 
substantial delay between the time a commitment must be made to develop 
a marginal field and the time that field comes into production, plain 
common sense suggests that it would be unlikely fo r the tax change to have 
such a large impact on the price needed for the project to go forward. The 
Administration has not shared any details of its calculation. It has also failed 
to present any information about how large a field would have to be in 
ANWR, for example, before it would be economic to build the iransporlation

Minority Report on HB 118
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infrastructure necessary to tie that field into TAPS so the oil can get to 
market.

4. The Administration said that the cumulative impact of the 1981 
legislation has been a reduction of one billion dollars. It has failed to make 
clear that a third of this figure is based on the assumption that the federal 
windfall profits tax did not have to be allowed as a deduction under the old 
separate accounting income tax. The legal opinion at the time in 1981 was 
that such a deduction was necessary in order to preserve separate 
accounting against the constitutional challenge that had been brought against 
it.

5. The Administration said that the new ELF formula in the bill is the 
formula they meant. However, they said that the effect of the bill would be • 
a benefit fo r fields under 150,000 barrels a day in size. There has been no 
explanation to reconcile this 150,000 figure with the effects of HB 118. The 
repeal of the "rounding" rule would benefit fields of any size -  even as big 
as Prudhoe Bay. The new formula will lower taxes for small fields producing 
less than 113.507 barrels a day. How does either effect tie in to the 
150,000 figure? The explanation offered by industry — that the parentheses 
are in the wrong place in the formula -- is more plausible at this point than 
the Administration’s explanation. Can it be we are being asked to adopt the 
wrong formula simply because the Administration is embarrassed to admit 
there was a mistake in it?

Minority Report on HB 118
February 28, 1989

Conclusion.

Because of these and other questions which still have not been 
answered to my satisfaction, I have serious misgivings about House Bill No.
118 and the formula it contains. Therefore, 1 recommend "DO NOT PASS" to 
you and my other colleagues in the Legislature regarding the original version 
of this bill and the draft Committee Substitute fo r it that is being considered 
by the Resources Committee.


