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WHERICAS lower wellhead prices raise the economic threshold for exploring for and
producing all North Slope oil and. as a result, production from certain existing and newly
discovered oil fields is currently uneconomic; and

WHEREAS the export ban singles out Alaska to pay itiswcost;s,aplefnalizing the state and
the North Slope producers, which pay X5 percent of the taxes collected Tiy the state; and

WHEREAS the current export ban reduces the value of crude oil production in the

isjp"000'80

state by an estimated S1.(HK).(KK).(KK) per year, or about SI. 10 per barrel; and

WHEREAS Alaska North Slope crude oil required to be transported and delivered for
sale in the domestic market incurs approximately $2.70 per barrel in higher transportation
charges than if the oil could Ik*exported in international tankers to Pacific Rim countries; and

WHEREAS domestic exploration and development of newly discovered oil reserves
will enhance the nation s energy and economic security; and

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

WHEREAS new discoveries and production resulting from increased domestic
exploration will facilitate the development of infrastructure and production facilities needed
to produce currently uneconomic Alaska North Slope reserves and. thus, lower the average
development costs ot all Alaska North Slope production; and

WHEREAS exporting oil to Pacific Rim nations will decrease the substantial trade
deficit with nations that have expressed a strong interest in purchasing Alaska produced oil.
as evidenced by the sale under a United States Department of Commerce export license of
Alaska Cook Inlet oil to a Taiwanese company; and

WHEREAS Canada. Mexico, and Venezuela, among other neighboring countries in
this hemisphere, inay provide stable, secure exports of crude oil to the United States at more
competitive prices than Alaska North Slope crude oil because of the transportation savings;
and

WHEREAS the additional cost of shipping Alaska North Slope crude oil to the Gulf
Coast and eastern slates imposes an unnecessary burden on those states, reduces federal and
state tax revenue, reduces state royalties, and discourages exploration and development of

North Slope reserves; and

SJR 3 2- SJRO0JA



Senate Resources Committee
SJR 3

Testimony of Beverly Ward
Government Relations, ARCO Alaska, Inc.
February 3,1995

Mr. Chairman, members of the Senate Resources Committee. My
name is Beverly Ward. Thank you for the opportunity today to add
ARCO7% voice to the chorus of those asking that the oil export ban be
lifted. We pledge our support to work with the state to win passage
of federal legislation eliminating the ban on the export of North Slope

oil.

Prior to the 1994 election, we judged passage of legislation lifting the
export ban as very unlikely. It now appears passage is possible.

ARCO will not benefit from elimination of the export ban. But
because of the potential benefit to the state -- and at the request of the
Knowles Administration - we re-evaluated our long standing
neutral position on this issue and decided the time had come to join
the statj in working to open Pacific Rim markets to Alaska oil.

We will make clear to members of Congress our support for
legislation eliminating the export ban. We will also work closely with

the Alaska Congressional Delegation, the Legislature and the
Knowles Administration on this issue in whatever way is

appropriate.

We applaud your efforts through SJR 3 to lift the oil export ban.



BP Testimony on tho Lifting of tho
Export Ban on Alaska North Slope Crude
Presented to the Senato Resources Committee
February 3,1995

Good morning, Mr. Chairman and members of the Senate Resources Com m :*toe.
My name is Jim Palmer and on behalf of BP, lam pleased to provide the
following testimony to the Alaska State Legislature. This testimony discusses the
future of oil production on Alaska's North Slope, and how artificial federal
constraints, such as the ban on its export, effect our ability to market it efficiently.

The history of Alaska North Slope oil production is one of remarkable
achievement. In the past two decades, the oil industry has invested more than
$50 billion (in today’s money terms) in realizing the Alaska North Slope's
hydrocarbon potential.

Weve nearly doubled the volume of oil we expect to recover from the region
through a combination of technological advances and massive capital
investment. In 1977, we expected to recover less than 10 billion barrels of oil
from a single Alaska North Slope field. Today we're producing oil from a number
of fields surrounding Prudhoe Bay. The industry has just produced our 10
billionth barrel of oil. yet we have a similar amount in booked and likely reserves.
We postponed Pmdhoe’s inevitable decline by nearly four years, and today
based on the State of Alaska’s own forecasts, the North Slope is producing some
600,000 barrels more per day than were projected less than a decade ago.

These achievements are particularly remarkable given the competitive
disadvantages ot Alaska's North Slope - disadvantages stemming primarily from
harsh climatic conditions, remoteness, and federal rest.ictions on access to world
crude oil markets imposed by the ANS export ban.

But today, the future of this critical domestic resource is in double jeopardy.
Production is in decline, and margins that are the lifeblood of the ongoing
investments that sustain production are being squeezed as never before by
upward pressure on Alaska North Slope costs.

BP, along with our industry partners, have been at »he forefront of the industry in
doing everything we can to enable Alaska North Slope oil to compete effectively
for investment capital in a fiercely competitive world oil market. We've left no
stone unturned in searching for new ways to do more for less, and we've
stemmed the tide of soar.ng costs in the late '80s and early '90s.

We've completely retoolod our relationships with contractors and field partners.
We've reduced our staff levels and overhauled the way we do business within
BP. These efforts have reduced our operating costs and enabled us to actually
reduce per-barrel operating costs in an atmosphere of declining production
without sacrificino safety or our environmental performance.



Because of Alaska’s high field development costs, as woll as restricted access to
world crude oil markets, netbacks on Alaska North Slope production are
disproportion,™ ;ely low vis-a-vis those of lower-cost hydrocarbon areas of the
world that have unrestricted access to crude oil markets.

Much of the Alaska North Slope production we currenlly project for the year 2000
depends on investments yet to be made.

More than ever before, the env'ronment dictates that investments be directed to
areas offering the highest margins at the lowest risks. With tiie end of the Cold
War and so much of the world now competing for energy investment, returns on
those investments have become the prime consideration as companies allocate
increasingly scarce capital resources.

The competitiveness of these investments is crucial not only to BP and the
Alaskan oil industry, but to the federal government and to the State of Alaska.

The federal government has a significant economic stake in the health of the
domestic oil industry.

Many of the individual states also ho'd large stakes in the health of the domestic
industry. Those with significant oil production, like Alaska and California, realize

substantial tax and royalty revenues. They also benefit from a significant number
of jobs both directly and indirectly linked to oil industry investment.

Much has been said and written about the hydrocarbon potential of Alaska's
North Slope. There’s a general consensus that the potential significantly exceeds
reserves already produced on the company books. This potential comes from
existing discoveries, additions and extensions that would be economic, given the
availability of investment resources. We at BP concur with this assessment.

It is important to understand that noncompetitive margins have two effects. First,
they reduce production of both existing and potential resources and remove cash
from the system, making investments more difficult even in potentially profitable

opportunities.

It's no longer enough that BP and the rest of the industry, through hard work and
innovation, are reducing our costs. In order to maintain the competitiveness of
Alaskan investments, it's critical that everyone with a stake in the future of the
Alaskan oil industry does his and her part to help ensure its long-term health.

Federal restrictions on our ability to market Alaska North Slope oil where it will
generate tho highest possible returns hurt producers and the State of Alaska by
reducing netbacks on North Slope oil. These restrictions are costly and an
unnecessary burden on our ability to compete. Lifting these restrictions will help
to restore Alaska's competitiveness for future investment by boosting the
wellhead value of ANS crude.



The world has changed dramatically from the days when export restrictions on
ANS crude wore first imposed ... days of real and perceived supply shortages
and an energy crisis mentality. Today, with open markets, improved trade flows,
access to new oil and gas provinces and significant discoveries throughout the
world, the supply-demand balance has reversed itself.

Restrictions on ANS exports that wero based on feais of supply shortages are no
longer appropriate. But failure to maintain investment because of loss of
competitiveness will not help. Removing the restrictions and providing incentives
will maximize domestic production if supply crises should occur in the future.

BP and the Alaskan oil industry will continue to do our part by doing all we can to
make Alaska North Slope investments competitive. But we can rio longer do it
alone.

By directly or indirectly relieving the burden of unnecessary restrictions on our
ability to compete, the federal government will not only demonstrate its
commitment to do ils part to enhance the competitiveness of Alaska North Slope
oil, but also to help ensure the long-term health of this critical domestic resource.

BP strongly encourages the State of Alaska to support lifting tho ANS export ban.

Thank you for this opportunity to address these important issues.



FISCAL NOTE

STATE OF ALASKA BILL NO. SJR 3
1995 LEGISLATIVE SESSION
Rovtsion Dale: 1/23/95 Dopt. Affected:
Title: Vrosoiulion urging Iho lifting of tho ANS ’BRU: _
rxpori ban .Componont:
Sponsor: llis. Duncan, Kelly, et.at.
Roquosier: Ellis COMPONENT SERIAL NO.
Expenditures/Revenues (Thousands of Dollars)
OPERATING EXPENDITURES FY 96 FY 97 FY 98 FY 99 FY 00 FY Ot
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND 4 STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) 1 80,0000 | 40.000.0 | 0.0 | 0.0 | 0.0 00

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1006 GF/MHTIA

Other
ITOTAL 0.0 0.0 0.0 0.0 0.0 I 0.0

Estimate ol any current year (FY95) cost: S

POSITIONS

| FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page if recessary)

If the export Dan were lifted, Alaska North Slope oil (ANS) in excess of U.S. West Coast needs could be
shipped to the Far East instead of making tho long and costly trip via Panama to the U.S. Gulf Coast.
Assuming current prices and transportation costs mandating use of Jones Act tankers, lifting the ban
would increase the wellhead value of ANS by over S.50/bbl and thus increase State taxes and royalties.
Tho window of opportunity to enhance State revenues by lifting tho export ban is closing. ANS
production is projected to continue to decease so that the West Coast surplus of ANS is projected to

disappear by FY 1997. When tho West Coast ANS surplus disappears so will Iho direct benefit to the
stato treasury from lifting the export ban.

Prepared by: John Pilkinion Phone:  277-S627
Division Oil ang Gas Audit Oivtsion Dato:"”
Approved by Commissioner Deborah Vogt Dato: |

Agency:
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A rco changes

stance, backs

liftin g of ban
By KIM FARARO

and RALPH THOMAS
Daily News reporters

Arco will support lifting the oil-e..port ban after

years of remaining neutral on whether North Slope
rude should be sold abroad, Gov. Tony Knowles

said Thursday.

The move will likely help Alaska’s congressional
delegation in its bid to overturn the ban, because
the state’.. oil industry will not be as divided on the

issue British Petroleum — the

state's top oil producer — has

been pushing to end the export

prohibition. Arco and Exxon —

the Nos. 2 and 3 producers —

had not joined BP’s lobbying.

But even with Arco's change

of heart, significant hurdles to

ending the ban remain. The

newest obstacle arose recently

when a Senate rule maker sent

legislation on the ban to a

committee run by New York

Sen. Alfonse D'Amato. D’Amato opposes North
Slope exports.

Lifting the ban could increase Alaska's oil reve-
nue tens of millions of dolla-s a year by allowing
producers to send tneir crude to Asian ports closer
to Alaska than Gulf of Mexico refineries. That
would decrease producers' transportation costs,
which are deducted from taxable revenue.

BP would benefit because the company owns

Ploase soo Pago B-3. OIL
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Continued Irom Pago B-1

most oil produced on the North Slope and cannot
sell all its crude on the West Coast as Arco and
Exxon have been able to.

Knowles said he learned of Arco’s new position
Thursday, when Arco Alaska president Ken Thomp-
son called him. The announcement follows Knowles'
recent trip to Arco’s Los Angeles headquarters,
where he asked high-level officials to support
Alaska’s efforts to repeal the ban.

Knowles said Thursday that Thompson told him
the trip had helped sway Arco’s executives. The
governor said he was pleased by Arco’s turnaround
and thinks it will have a "significant” impact on
deliberations in Congress.

Arco Alaska spokesman Ronnie Chappell con-
firmed the policy change but said the company will
not discuss the change until officials brief Alaska's
senators and Rep. Don Young. He said the briefings
would be held Thursday and today.

In the past, Arco officials have said they didn’t
have strong feelings about the ban because it has
little effect on the company. Arco refines its North
Slope crude in its West Coast refineries.

BP has no West Coast refineries and, although it
sells some of its crude there to other companies, It
must send the rest to the Gulf Coast.

The ban began in 1973 after the Organization of
Petroleum Exporting Countries launched an oil
embargo that made Americans fearful for their
energy security. Efforts to abolish the ban since
then have met with strong opposition from mari-
time unions and their supporters in Congress. Last
year, BP tried breaking the impasse by negotiating
with the unions, and Alaska's senators proposed
legislation that said any exports would travel on
U.S. ships with U.S. crews. But the plans didn’t
succeed.

Alaska's all-Republican delegation was heartened
when their party won control of both houses of
Congress in November and hoped to abolish the ban
quickly. But the news that D'Amato would get a
shot at a bill to lift the ban was a setback.

D’Amato’'s constituents include the owners of
Northville Industries, which operates a pipeline
across Panama. The line carries North Slope crude
unloaded by Pacific Ocean tankers and picked up by
tankers on the Atlantic side. Those tankers then
ship the crude to Gulf Coast refineries.
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Alaska State Legisiature
SENATE

Sponsor Statement for
SJR3
Requesting Congress to Lift the Ban on the export of
Alaska Crude Oil

SJR 3 endorses federal legislation removing restraints on the exportation
of Alaska North Slope crude oil, and requests that the President of the
United States present a recommendation to lift the oil export ban.

Lifting the export ban will enhance the economic vitality and security of
Alaska. Exporting Alaska North Slope crude oil will encourage and facilitate
further oil exploration in Alaska and other states, creating a greater degree
of national energy self-sufficiency.

Due to the high transportation costs associated with shipping Alaska North
Slope crude oil to Gulf Coast states through the Panama Canal, the wellhead
price of oil is reduced. Since Alaska oil cannot be exported, it is sold at a
discount price on the West Coast to be price competitive with California
crude. This surplus of oil depresses the value of Alaska and California oil,
and subsequently has a negative impact on the economies in both states.
Lifting the ban would alleviate this surplus, raise the barrel prices of all oil.
and increase State revenues.

At a conservative estimate. Alaska would gain from billions of dollars in
added revenue and economic benefits. Exporting oil would foster more oil
exploration and development by making ventures deemed economical risky
under current production values more lucrative. Oil export would also help
to offset the United States’ trade deficit.

The potential vulnerability of the United States to embargoes - which led to
the imposition of the ban - has been greatly mitigated. President Bush
partially lifted the ban on California oil exporting, proving that national
security and scarcity of domestic oil no longer outweigh potential economic
gains. The North American Free Trade Agreement has further reinforced
the need to repeal the Alaska oil export ban and President Clinton
announced last summer that he would support a repeal of the ban. Clearly,
the time to lift the ban is now.

lurge you to support SJR 3. Lifting the ban on exporting oil is critical to the
future economic security of our state.

Sponsor Statement
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SENATE JOINT RESOLUTION NO. 3

The Department of Commerce and Economic Development supports
passage of Senate Joint Resolution No. 3.

The Alaska North Slope export ban is a significant barrier to investment
in the region.

In a recent study commissioned by the department to undertake an
analysis of the Alaskan oil and gas industry with regard to the State’s
attractiveness to the industry in the current climate, tho consultants
found:

The federally-imposed. Alaska North Slope Export ban,

w hich has been in effect since the first production from the
area, is a major disincentive. The ban effectively precludes
the North Slope oil from being sold into the highest value

markets, in particular Japan and Korea. This ban, which
has been the subject ofongoing debate, assumes critical

importance in a period ofsoft oil prices.
This resolution supports all efforts to obtain passage of federal

legislation permitting the export of Alaska North Slope crude oil,
regardless of the point of production within the state.

William L. Hensley, Commispfoner

Date: | " /%, /AN
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011895a



Legislative Research Agency

130 Seward Street, Suite 218
. J , Alaska 99801-2196
Alaska State Legislature uneat,, Alaska
Phone: (907) 465-3991
Pax: (907) 463-3351

January 20, 1995

MEMORANDUM
TO Senator Johnny Ellis

FROM Linda J. Snow
Legislative

RE Current Developments Regarding the Federal Ban of the Export of North Slope

Crude Qil
Research Request 95 070

You asked us to provide an update on current developments regarding the federal ban on exporting
North Slope crude oil The following is a summary of recent developments in the courts and in the
U.S. Congress

Litigation

rite state has two lawsuits in progress challenging the ban In a suit tiled in federal district courtl,
the state alleges that the ban violates the tenth amendment, the guarantee clause, and the port
preference clau jf the U S Constitution On March |, 1994, the district court granted the
United States' motion for summary' judgement, finding the ban constitutional The state has
appealed the ease to the ninth circuit court, both parties have submitted briefs, and oral argument

is pending”

'Slate v Brown. United States District Court, A92-364-CV (INVS), Ninth Circuit Court
of Appeals No 94-35686

*See Attachment A, a summary' o f the ease prepared by Joanne Grace, Alaska assistant
attorney general. Anchorage

Research



Senator Ellis
January 20, 1995
Page 2

In a suit filed in the federal claims court’, the state is seeking S2.5 billion for a fifth amendment
taking4 The claims court recently lificd a two year stay of the case, and the United States filed a
motion to dismiss Both parties arc currently briefing that motion”’.

Federal Legislation

Senate Bill 70, and corresponding I lolt.c Bill 70 have been submitted to Congress this session and
arc currently in committee These bills call for an end to the ban on the export of North Slope oil,
and providing that the oil be transported to market by U S flagged vessels. Attachment B is a
copy of SB 70 According to Mark Dinnccn of the Governor's Washington. D C office, the
prospects of the ban being lificd have increased due to the Alaska congressional delegation's
position in the majority, and as chairs to several influential committees this session Mr Dinnccn
also stated that British Petroleum and the U S maritime unions were supporting the bill this
session  As opposition to the bill, Mr Dinnccn named the west coast refineries, the state of
California, and U S automobile manufacturers4 A U S Department of Energy study of the costs
and benefits of the ban was released in June of 1994, and was supportive of tilling the ban’

I hope this information is helpful to you Ifyou would like further assistance, please don't hesitate
to call us Also, you could contact directly Mr Dinnccn at (202) 624-5858 or Ms. Grace at (907)
269-5100

'‘State v Unitedl Slates. United States Court of Federal Claims, 92-3141 (Oil Export
Ban]

"The fifth amendment docs not allow the government to take property without
compensation The state is claiming that the federal government is restricting the markets where
Alaska can sell its royalty oil, thereby rendering that oil of lesser value than it would have in a
world market The state is requesting compensation for its loss of revenue due to the export ban

Sec Attachment A, a summary of the case prepared by Joanne Grace, Alaska assistant
attorney' general. Anchorage

"According to Mr Dinnccn. west coast refineries will have to pay world market price
of North Slope oil if the ban is lificd, impacting the economy of California Also, US automobile
manufacturers would like to see the balance of trade improve because of more automobile exports,
not oil exports

IExporting Alaska North Slope Crude Oil: Benefits and Costs, U S Department of
Energy, June 1994. DOE-P0O-0025



ATTACHMENT A

Summary of Oil Export Ban Eitignlion,
prepared by Joanne Grace, Alaska Assistant Attorney General
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ntato v. Brown. United Staten District Court, A92-364-CV (@JW8),
Ninth "circuit Court of Appenlo No. 94-35686; Btato v. United
Btatoo, United States Court of Federal Claims, 92-3141 [Oil Export

Ban].
SUMMARY OF CAg€fi

In 1992, the State filed two lawG«*itn against the United
States to challenge tho ban on tho export of North Slope crude oil.
Tho State filed one case in the federal district court in
Anchorage, alleging that the ban violate* the tenth amendment, tho
guarantee clause, and the port profe. ance clause of the U.S.
Constitution, and one case in the Court of Federal Claims, seeking
$2.5 billion compensation for a fifth amendment taking. The State
is represented by Hirch, Horton, Bittner 6 Chorot.

The claims court stayed the takings case for two yearn for
procedural reasons, but recently lifted the stay. The United
Staton filed a notion to dismiss, which the parties are briefing.

Tn tho district court case, the court granted the United
States®™ motion for nummary 1iudamorit on March 1, 1994, finding the
ban constitutional. The state has appealed to the ninth circuit,
and the parties have briefed the appeal and arc awaiting oral
argument.

TOTAL P .02



ATTACHMENT B

Senate Bill 70
Exports of Alaskan North Slope Oil
104th Congress, First Session
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104th COHQFESS
Ibt Seraion S 70

To parmit export* of certain domoatieally produced crude oil, and for other
purport.

IN THE SENATE OF THE UNITED STATES

JA_WAirr 4,1B9B

Mr. Dout (for .M[.*Muiutowsta) (for hirnaalf. Mr. Brraux, Mr. fITrvrNB,
ami Mr. | anj Introduced the following b|”, which was read twice and
referrad to the Committee on Ranking, Houaing and Urban Aflkira

A B IL L

To permit exporta of certain domestically produced crude
oil, and for other purposes.

1 lie it enacted by the Senate and House of Heprtsenta-
2 lives ofthe United States ofAmerica in Congres%assembled
3 SUCTION 1 EXPORTS OF ALASKAN NORTH SLOPE Qil*

4 Section 28 of the Act entiUed "An Act to promote

5 the mining of coal, phosphate, oil, oil shale, gas, and so*
6 diuru on the public domain”, approved February 25, 1920
7 (commonly known as the "Mineral Leasing Act") (30
8 U.S.C. 185), is amended—

9 (1) by striking subsection (») and inserting the

10 following:
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2
1 "EXPORTS OF ALASKAN NORTH SLOPE oIL
2 "(b)(1) Subject to ptaragraphs (2) and (3), notwith-

3 standing any other provision oP law (including any rcgula-
4 tion), any oil transported by pipeline over a right-of-way
5 granted pursuant to section 203 of the Trans-Alaska Pipe-
*6 line Authorization Act (43 U.8.C. 1652) may be exported.
7 "(2) Except in the case of oil exported to a country
8 pursuant to a bilateral international oil supply agreement
9 entered into by the United States with tho country before
10 June 25, 1979, or to a country pursuant to the Inter-
11 national Emergency Oil Sharing Plan of the International
12 Energy Agency, the oil shall be transported by a vessel
13 documented under the laws of the United States and
14 owned by a citizen of the United States (oa determined
15 in accordance with section 2 of the Shipping Act, 1916
16 (46 U.S.C. App. 802)).

17 "(3) Nothing in this subsection shall restrict the au-
18 thority of the President under the Constitution, the Intcr-
19 national Emergency Economic Powers Act (50 U.S.C.
20 1701 et seq.), or the National Emergencies Act (50 U.S.C.
21 1601 et seq.) to prohibit exportation of the oil.”; and

22 (2) by striking subsection (u).
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1 SEC. 2. EFFECTIVE DATE.

2 This Act and the amendmlents made by it shall take
3 effect on the dato of enactment.

0]
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Background

The Anchorage Times
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S TIHE CLINTON administration seta out todo yet another
Auav of the erfcets of the ban against exporting Alaska®s North

ope oil.we ormg toyour attention two other recent economic stud—

ies ot the subiect: one waa prepared last year by the Alaska Depart—
ment ot Revenue. The other, soil indroit form, isthe work ofEco—
nomic Insight, Inc..a Portland. Ore.. economic consulting timm.

Both anaivses come to the same conclusion: the prohibitionon the
e=xport of Alaska oil isdetrimental to both Alaska and California oil
pronucuon ana economies, and more important, tothe nauons long-
eerm enenry ~"cuntv.

The Pan ties in the face of market eifiriencvand isa classic ex-
unpie ot ooliucal rather than economic reasoning. Ishow the Alas—
ka report sums Fftup.

The arufiaai uihibiuon of U.S. oil production has severe conse—
quences for jobs and economic growth." says the Portland study.

"The costcould be as high as $200 billionand amount tohundreds of
thousands ofwell-paid jobs m petroleum development, oil field ser—
vices. manufacturing and transportauon.”

Stated simply, both studies conclude thrt the ban results inan on-
Aurng oversupply of heavy crude available for reonenes on the West
Coast. That oversupplv reduces the market vaJue ofAlaskas and
\ilifomias production.

IfAlaskas oil were tree tocompete on the world market and. say.
<*?sold inJapan, the wellhead value foreach barrel ofoil produced
n Alaska would increase by an estimated $1-to-$5 per oanei.

The total impact of this additional value per barrel, according to
the state stuav. would be in the neighborhood ofjust unaer $200 mil —
lion in aadiuonai state revenues, almost $300 million for the federal
K"ovemment and more than $500 million for the producers.

Both studies project that the incentive ofa better return for the
producers would mean additional investments toexplore fornew oil
in remote areas ofAlaska and would provide more impetus for the
industry to undertake the more costly development of resenvoirs
-tuch as the West Sak field.

Tie ail industry has aircadv invested some $67 billiondeveloping
Niiskaou fieldsand transpori-iUon fecilities, the Portland study
notes Continuation ot the export ban — and thus the disincentive to
produce .Alaska oil — diminishes the prospect that additional signifi—
cant investments will be made.

Tie export ban otoil threatens to inhibit the development ofas
much as 10 billion barrels in /Alaska and California over the next
vrverai decades. *says tho report. Inan eraofbudget deficitsand
constrained public spending “ft isnothing leas than thickheaded tm-

erviousneas" to continue the ban. ftoondudea.

Let's trust President Clinton s team can come tn the some condu-
A



Oil ex port b an

The end is near?

It was a bad

Idea then, and

it’'s a bad idea

now. Alaskans

knew that the

export ban on

North Slope

crude was the

price they had

to pay for

congressional

approval of the

trans-Alaska

pipeline. A coalition of unions, businesses, and some
environmentalists demanded the ban

While the ban was alternately displayed as d
matter of national security in response to the 770s oil
shortage ("Let's keep that oil home") and
environmentalism ("Let's keep foreign tankers out of
Aluska's pristine waters"), the real issue was jobs and
dollars. U.S. maritime unions and their allies knew
they would benefit mightily.

Two decades later Alaskans and the oil companies
still are underwriting the cost of the ban. Yet it now
appears the Clinton administration has decided the
price tag is too high for the country.

A preview of the administration's long-awaited
export ban study highlights the benefits of a policy
change. What benefits? How about 7.000 new oil
industry jobs in California and Alaska. How about, if
American ships transport the oil abroad. $86 million
to the state treasury and $153 million for the oil
companies every year' How about an additional $284
million to the federal Treasury, mostly from higher
ril taxes?

if that's not enough, how about reducing our trade
deficit with Japan? Or how about reducing the glut of
cheap oil on the American West Coast, which hurts
Alaska?

Trade Representative Mickey Knntor has been
attempting to reduce Japanese barriers to American
trade for 16 months. Yet here's an irrational naval
blockade that Americans created themselves, a
oarrier that hurts both the United States and Japan

The export ban was a shaky proposition in the '70s
It's indefensible now. even if the Senate Banking
Committee recently succumbed to special interest
pleading and voted to extend it another four years

President Bill Clinton and Congress should act
boldly. They should ban the ban when it comes to the
floor of Congress for a renewal vote. And they should
let Alaska oil travel to where it will do the most good
and get the best price.
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abroad

Feds see more
jobs, revenue

By DAVID WHITNEY
ja w News feooner

WASHINGTON - Lifting
the ban on the export of
North Slope oil would lend
0 higher revenues for Ala'
l.u. California and the feaor
a. government while at tr*
same time adding more than
11.000 jobs to the cconomy
the Energy Department said
sn a long-awaited report
Thursday

"The study concludes that
the export of Alaskan oil
would yield clear economtc
and energy benefits to the
country." Energy Secretarv
Hard O'Leary said in a pre-
pared statement

But the report, held up
for revisions for weens cy
the White House, made no
recommendations. It came .
wee* after President Ciinto:
met with lawmakers trorr
oil* and gas-producing states
and voiced willingness to
consider [lifting the oar.
Clinton needs more time to
fully evaluate the issue oe-
fore he makes a recommen-
dation to Congress, the Ener-
gy Department said m a
written statement

Congress has banned the
export of North Slope on
since passage of the 1973 law
authorizing construction of
the 800-mile trans-Aiaska
oipeiine The pipeline now
carries about 16 million oar
reis of oil from Prudhoe Bnv
to tanker loading docxs m
Vaiac;

Most of that oil is sold 1c

Please see Bacx Paqc OIL

OlL

Continued from Page A-l

West Coast refineries, some
of which are owned by
North Slope producers

But aDout 250.000 Barrels
i dav are transported at
high cost to Gulf Coast refin
ertcs The theory' is that if
that oil can be sold to Japan,
transportation costs will
drop, federal and state reve-
nues will grow, and there
will be more money to in-
vest in oil production that
will put more people to
wo TK

Tr.e chie* opponent to lift
me tne Dan in tne past nas
oeen the US maritime
unions, but they agreed this
spring to support expons a.
long as the oil is moved on
US tankers manned by
American crews

The biggest obstacle to
lifting the ban. however
may oe international traae
concerns. The White House is
concerned that authorizing
expons only on U S tanners
wouid be viewed as protec-
tionist just as a new rounc
ot trade talks to eliminate
foreicr. snip-cutlding suosi-

ire aoout to ocgir.

St.., tne near with tr.t
maritime unions and nov.
tne Energy Dcpanmcnt re-
pon gives Alaska the oest
cnance it's ever had in Con-
gress to lift the Dan. said
John Katz. Gov Wally Hick-
el s top aide in Washington

Ana Hickel said ina writ-
ten statement Thursdav that
while ne was pleased with
the Energy Department e
findings. Alaska would still
pursue its £2 5 billion law -
suit against the federal gov-
ernment over the export
oar.

"We iook forward to the
dav that *ne ban is lifted
and Atasna is treated the
same as even' other state ov
being allowed to expon its
resources to our most appro

Exporting A

laska crude may pay
priate markets." Hickel The Energy Depanmer.
said ' ) has used outdated and unr<
The issue will probably alistic assumptions tha

come up on the Senate floor
later this month when the
ennmoer takes up the Export
Administration Act In 1984,
the Senate killed a measure
to lift the ban on a 70-20
vote

Alaska's congressional
delegation said it was de-
lighted with the strength of
the Energy Department s
study

The oniv sour note, said
Sen Ted Stevens, was tne
department s reaffirmation
of the administration s oppp
sition to opening the Arctic
National Wildlife Refuge to
drilling

Deputy Energy Secretarv
Bill White repeated the Clin-
ton administration's com-
mitment not to develop tne
refuge, or other environmen-
tally sensitive areas of the
Outer Continental Shelf

"This administration nas
Oeen verv consistent in its
opposition to opening up the
onshore wilderness area
to new drilling." he said

Rec Don Young, who nas
scr. Clinton * letter sicnec
o- *>* oilier lavvmaxcrs
urcmg ms support :or lifting
tne oan. called the repnr
tremendous step forwara in
our long battle.”

In the face of this report,
it seems clear that tncre i
no reason for the ban to last

.inotner day.” Sen Frank
Murxcwski said

But suostantial opposi-
tion remains Lending it it
tne Coalition to Keep Alas-
ka O;. made up of labor

unions, consumer groups and
independent refiners Las:
montn the group released if
own stuav rcouting most of
tne oenefits claimed by the
Lncrg* Department report
Coa.ttion director Howard
Manoue called the repor

nrrDosterous "

don't come close to suppor
ing its conclusions.” he saic
“This may play well for 2
hours After that, the stuo
will run up against the real,
ties that lifting the ban wi.
create economic harm on tn
West Coast "

Among the key finding
of the study, prepared afte
a series of public hearings i.
California and Alaska, ar
that lifting the ban would

+ Not raise gasoiine price
suDstantiaily on the We
Coast anc presents r.o en\
ronmenta. concerns

+ Bring Alaska at lea;
S700 million and perhaps i
much as £1 6 billion in adti
tional revenues over th
next six years The increas
would accrue because lowr
transportation costs woul
increase the wellhead prit
of tne olil

+ Mean iess Alaska o;
flooding tne West Coast mn
ke: That would be an ince:
tive to o:i production fror
oil fields in California, ar
ding as rr.ucn as £23u milut
to California s state treasu*
over tne next sin years

e Increase oil compan
profits ov more than £1 o.
lion by the year 200<J

+ Add as much as S5f-
million to the nation s Gro;
Domestic Product by tne er.
of the decade Using Lao:
Dcpanmcnt figures that e
timate one new job for ever
$50,000 increase in the GD!
the Energy Dcpanmcnt sai
total employment wou.
climb bv as many as [2.2<
toos Joo gains could t
much higher :f the won
price ot ow ciimbs

The Associated Press cor
trtbufed to this story.
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E xport ban is C ongress’'s to lift, DOE says
Lifting restriction would create between 16,000 and 25,000 jobs in United States
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THE ALASKA NORTH SLOPE CRUDE OIL EXPORT HAN REVISITED 1992

INTRODUCTION

Numerous articles ana analyses have oeen prepared examining
one Alasxa Moron Slope (ANS) Cruae Oil Export: Ban (Higgins and
Jenkir.s-Smith, Cussing et. ai., ana one U.S. Department of Energy)
Policy analysis of one 1issue has attracted economists of many
different stripes because the ban flies m the face of market

efficiency ana 1is a classic example of political rather than
economic reasoning.

In this short paper it is not my intent to review in depth the
reasons why lifting the export makes economic sense, rather 1 will
attempt to illustrate by use of a simple global oil price
equilibrium model, what 1 be “ieve the impact of the ban has been on
U.S. West Coast oil prices and consequently on oil production in
both California ana Alaska, and on public revenue.

THE ANS EXPORT BAN

Che export of ANS was restricted as part of the legislation
authorizing the construction of the Crans-Alaska Pipeline Systenm
(TAPS). The 900 mile 1long CAPS stretching from Arctic Alaska“"s
North Slope to the ice free tidewater port of Valdez provided
market access to the super giant Prudhoe Bay oil field. Over the
years the restrictions have been extended or tightened nearly each
time the Congress has passed trade legislation.

The national benefits to the United States of lifting the ban
are well known ana can be summarized as TfTollows:

1. Higher weiiheaa values for cruae oil production in Alaska
and California create the 1incentive to 1increase U.S. oil
production ana energy security.

2. Public revenue will increase due to the higher wellhead
value easing the Federal deficit.

3. U.S. balance trade with the Pacific Rim countries would be
improved.

The reason why the can continues even 1in the face of overwhelming
economic logic is quite simply national politics.



1. ANS producers wr.o curls the raquirea U.S. constructed ana
flagged tankers ts comply with me Jcr.es Act requirement that
oniy suer, tankers can re usea ir. JS coastwise snipping impilea
ray the export ban.

2. Individual Jones Act tanker owners.
2. The canks who finance tanker construction.

4. The maritime unions which crew the tankers.

Other groups favoring the ban 1induce:

1. The "J.S. Tepartment of Terense since the can provides an
off budget means of securing a domestic tanker capaoiiisy.

2. Environmental groups who oppose policies whicr. increase
domestic production of oil.

3. Representatives of states which rely on imported oil.

4. Those politicians who are antagonistic toward free trade
with the Pacific Rim, particularly Japan.

CALIFORNIA CRUDE OIL PRICES

The California crude oil market has developed in 1isolation
from the rest of the JS. The development of significant reserves
in the area and the natural carrier represented by the mountain
ranges of the western U.S. limited the development of a West to
East or vice versa crude oil transportation system. Further, most
crude oil 1s moved to either the San Francisco Bay area or Los

Angeles/Long Beach refineries by private pipeline rather than
regulated common carriers.

California crude oil also tends to be very heavy and of low
quality. The result of all of these factors has been a level of
oil prices below worid market levels. The result of the reliance
on private pipelines for the marketing of regional production, has
been a two-tiered price structure with imported crude at the high
end and domestic postings at the low end. This occurs because of
the leverage the producer/pipeline owners have over 1independents
with only a trucking alternative. (Purvm & Gertc).

This institutional environment depressing California crude oil
prices was further impacted by the opening of the TAPS. The West
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Coast marxet was flcccec cy the surge m p:cs":c:::r. from Alaska.

As ANS began t3 cacx ::reigr. sour truces cur :: me West Coast, a

West Pease ANS oisccur.t :if of 3uli Pease ANS became evident.
(Figure Pne) .

Figure 1. U.S. Weot Coast Crude Oil Prices (1973-1990)
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ternate price theory followe of a price
e al h || d b
V@ olist. H ntré) ed the in re] rels of oil
? Coast ol deman y used %3|t|on to
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barrels to their Gulf Coast antd mid Co t|ne
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es. The rﬁsultmg oil -'rice was less the mono oly
t creater than the peri utiy competitive pr|ce Logsdon;
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AMS EXPORT HAM AND WEST COAST OIL PRICE EQUILIBRIUM

At :r.e near- :z 1r.a nrapure ever zra “ccrrect” value for rruae
i1 ir. California curing me *980'2 meme part ANS piayea 1in
aeterminir.g value was me influence :f two r.amr institutional
f.ancicaps placea cn one cruae oil marxet- the ANS export can, and
me Jones Act. These two carriers have penalioea cil producers on
the U.S. West Coast airectly by forcing the West Coast marxet to a
Culf Coast pricing basis rather than the much closer Pacific Rim
narxet with the resulting Ilower oil price ana at the same time

reducing resource value in Alasxa by requiring the use of expensive
Jones Act tankers.

This double whammy cn production profitability has supply side
impacts which have additional negative impacts on the regional and
national economy. Clearly the export ban combined with the Jones

Act continues to hobble the economic potential of not only Alaska
out of the entire U.S. West Coast.

In the remainder of this paper I will attempt to quantify the
impact m foregone revenue ana barrels of oil that the ANS export
can ana the Jones Act have resuitea in. The moaeil usea to estimate
the equilibrium oil price on the US West Coast leaves in place the
Jones Act but allows the export of ANS 1in foreign tankers.

A SIMPLE WORLD PRICE EQUILIBRIUM MODEL APPLIED TO ANS

The value ana production effect of the export ban is a.
function both of the deadweight loss due to 1imposition of
additional transportation costs on ANS marketing and the pecuniary
effect the ban has cn ANS West Coast price.

Other stucies have simply assumea that if the export ban were
liftea “West Coast oil prices would reach world levels. In this
section several alternative theoretical links to the World market
are explored and tested with empirical data.

The model assumes that world oil prices (specifically sour
crude oil) are established by the supply of and demand for Middle
Eastern crude oil. All other world oil producers are assumed to be
price takers -and prices will be determined primarily by relative
transportation costs to alternative world markets. Oil will flow
to those markets which maximize the wellhead value of production
subject to market competition which insures that in equilibrium the
wellhead value from all sales 1is the same.

This model as applied to ANS uses the Pacific Rim as the
basing point for West Coast oil prices in the event that exports
were allowed. Another alternative would be to use the landed cosc
of Middle Eastern crude oil as the basis for determining West Coast
oil prices. This alternative is untidy given the fact that there
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?ntmues to ce excess suE[pI% th tne West Toast. The fina |

ernat| ve ¢ one Ic-i Toa etnacx apprcacn firct suggested |

1362 hy ARCOT

he relevant :i- ;tmce ana tansportat|on Earameters to
cal ate thee aIterna|ve theie ‘cal West ToaSt prices are
con ned Table ana are nfrom Places Ollgram Price
Repo , 1992 World Scale for |E ernational tanxers and the
Arng. - an an er Rae|ScheduIe Ta er rates are ga ch use 0
VLCC's a duste eX USFF}A or the US fleet ar Tanker
"barter Recor % \ or he |nteJnatona| leet tds
furlther assumed that lucal ana AS are directly ccmparaD|e crude
0ils.

|, oil Pricoa and Tran5£ortat|on Coats Spring 1992

Til Price (Dubai) £15.20/bbi £15 TO/me £17 . 50/bb|
Transportation Costs

V l If Jones) 32,97/bbl  £2.99/bbi  £3.12/bhl
vl 1o U e fones} 077 058 378
Valdez to us 64218 . 1.25
Valdez to U.S. West 0.19 0.22
Valdez to Far East 042 0.31 0.26
TS ORI
Middle East to U.S. West 1.10 0.82 0.94

Source: USFRA, Worldscale, Tanker Charter Record

The follow |ng taole compares, alternat
Coast t|| prices case? on the information
actuali ANS spot price for the sample months.

Table 2. Altornativo Weat Coast AMS Pricoa
an Mar Mav
U.S. Gulf Base (Jones) 514.04/bbl  S14.18/bbl S16.07/bbl

|\|/ the re tical West

U.S. Gulf Base (Int'l) 15.10 15.43 17.30
Pacific Rim Base (Jones) 16:20 16.57 18.50
Pacific Rim Base (Int'l) 1S.74 16.10 17.96
Landed Cost West 16.30 16.52 153,
ANS West Spot 14.92 15.50 18.03

Note: (Jones) assumes Jones Act Tankers on the Valdez to Lower 43
route. ~ (Int"l) assumes International Tankers on all ANS routes
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1. The cure Gulf casea Jorrce -3 ¢f interest wnen cr.e exg
can B hn place srnce ePlus cc "West Tease r.eeas ‘r 'Sff
of Ir. this. marxet. aver ce difference in Err,ce C bb
cecween using |nternat| ah a comescrf éanxer . sne A rade
1S a direct es imate cf she theoretical depressing efrect cn ANS
West Coast price of the Jones Act.

Z. The West Coast Iancea cost of Middle Eastern cruae oil will
exceea a P acific Jn cased ANS West Toast cnee It the _net
transﬁorta on c? fference etween Valdez t W or Far Eaft
destinations \s han the |ncrﬁmen al cost o IJ)pInﬁ Middle
East Crude oil to West Coast rather than Far East gstifation.

Clearly this is the case | f |nternat|ona| tankers are used on
| zt\)utes Howev r use ones act tanners resu

| r ts m a Pacrfac
Im case a}prrce higher \anae cost of Mrdd e Eastern crude
In two of ‘th mont s tamp (aal houcn r.ot ¢y much) .

hre
bvrous|¥atl this caﬁe no ANS wauld he

sold do tr%all?q Enc
tt}e Valdez netb frcm the Pacific Rim Is hgvner tha ethac
of a West F n Mradle East cruae, however srnce é rﬁa
grrce B sqo 05e h est Coast, [t could be .assumed_In this
xa\m le that com t ition  hetwe e and Tubah for Far Eﬁft
delive rg would eve t Ig estah s(n . price at the US..roug Y
equtahl tWant che AN Far East netback price plus transportation Cost
0 es L . . .
eGeneral@ s]p aking gn usrnq g Pacific Rim casing point
0ric | ﬁ eferre way of |nk|ngS ANS West Ceaseﬁarrcrn
to che world a]r % as there 1S u[]p us ANS oq the We
Coast.. Logical }( .0 ANS would be sold at the U.S. Gult Coast if
exportrng were allowea.

Comfoarrnrfr che Pacific, Rim based ANS West Coast prices
actl aI s ot ANS | Iust ates two thrngs Frrst that the market for
ANS the Coast contrgues port —some form of
8I| PO listic behavror and second that the e(Port ban continuer to
epress West Coast prices by an average of roughly SI.OO/bbl.

revenue impacts Ol the ans export ban

As stated previously,

y the export, ban directly impacts, the
value of ro uctron rn as reducrn e market value of the
cru e] S, oas |nc easr g cne costs
S |pp|n%1 ce or to marke errva |v ce ANS IS the
?remena b rre of crude orl coming rnto tg West Coast, the
value of California production is also depresse

s with



his zir rcct revenue impact 12 -Is~ir.ar.ee: usrnp i Pacific
rnge Ipornt price me assyrr.es tr.at ‘"cr.es Act rar.xers are use
UBIT.ESCIC s%res -f ANS «nlie International ranxers are usee cc
ANS. . The estrmates are casea cr. relevant prrces ana cose\%
lveraaea :ver Jan ?rcn an Ma

e

e
C Cpr IIS grsssslhrrrrrrea cCcC Cce l\rrl)cnr co/ %a aTa rsa]a];(s)urrr]rla
0.2 8 mr?(laron cb??dav c? ANS crocuctrrn IS uYrentIy cemc so?dj

Table 3. ?rl Producgr n. Revenue Impact of the ANS Export San

Millions S/Yr)
State Producers Federal Total
Alaska Impact
Transport
Sav?n S 471 20.5 0. £ 124"
Bes o 260 6 242 5313
Total 1845 3511 180.9 716.5
California Impact 124 188.1 96.9 298 4
Total Impact 137.3 539.2 277.3 1014.9
The export Pan lowers the vayue c a n uccrcn m Alaska
and C Lr?o?nrra y ap roxhrmate li) ear %out
31.&0/ | [T thig esti ate Wer pg to and %Irornra
production since 1377 rtificl a reduced t e valye
0f tProductron in “both sates over 5 r%r . This 18
Bro ably a very conservatve estr gte ha se on_t |s orrc srfreag
etween” world ‘crude ol prices and ANS West Coast price outline
previously in Figure 1,
Althoup basrc geological good fortune and increased
envrronmen al costs ave propably apigger impact on the long term
Ed) unctron Iarly thrs kind .0 a depressrnﬁ effeft on
rce value een a contributing Ttactor in tede rnrn
rn ?L{rcrenc roductron from thes e two " regions.

ertain
0f orcrngn ANS to be moved to a more distant K]arLet
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