


F I S C A L  N O T E

Revision Date/Time (Note if correction): Dept. A ffected___________ Revenue
Title An Act relating to the oil and gas______________________RDU Revenue Operations

properties production (severance) tax_________________ Component Tax Division_________
Sponsor French________________________________________________________ •
Requester Senate Resources__________________________________ Component No _________

STATE OF ALASKA Fiscal Note Number _________
2005 LEGISLATIVE SESSION Bill Version: SB 50

() Publish Date: _________

Expenditures/Revenues__________________________________ (T housands o f Do lla rs)
Note: Amounts do not include inflation unless otherwise noted below.________________________
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services 20.3 20.3 20.3 203 20.3 20.3
Travel 2.0 2.0 2.0 2.0 2.0 2.0
Contractual 50.0 0.6 0.6 0.6 0.6 0.6
Supplies 0.3 0.3 0.3 0.3 0.3 0.3
Equipment 2.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 74.5 23.1 23.1 23.1 23.1 23.1

jCAP ITAL EXPENDITURES

ICHANGE IN REVENUES ( ) * • * * • * I

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 74.5 23 1 23.1 23.1 23.1 23.1
1005 GF/Program Receipts
1037 GF/Mental Health
O ther (Specify Type-Do not abbreviate)

TOTAL 74.5 23.1 23 1 23.1 23.1 23.1

Estim a te o f any cu rren t yea r (FY2005) cos t: 0.0
Check th is box (X) if fund ing fo r th is b ill is included in the Governor's FY 2006 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANA I Y3IS : (Attach a separate paoe ifnecessarv)
This bill would amend the oil and gas production tax by changing Ihe effective tax ran. on North Slope oil production other than for 
heavy oil. With the exception of the tax rate I or heavy oil, a minimum effective rate of 5% and a maximum effective rate of 25% would 
be established. To determine the effective tax rate, a pnee adjustment would be added lo the current law that would increase the 
effective rate when pnees are above $20 per barrel and lower the effective rate when oil pnees are below S16 per barrel The formula 
for the adjustment is Prevailing Value/20 for pnees above $20 or Prevailing Value/16 for prices below $16 No p ~e adjustment would 
be made for pnees equal lo $16 per barrel or equal to or less than $20 per barrel The 20 or 16 would be annually revised to reflect 
inflation. Heavy oil production, defined here as oil that has an assay of 20 degrees API or less, would not be subject to either the 5% 
mini: turn or the pnee adjustment There are adjustments for pnees below $10 per barrel Since monthly oil pnees have only averaged 
less than $10 per barrel twice hi the last 25 years we have not analyzed this provision.

Prepared hy: Dan Dickinson, Michael Williams and Phyllis Rogers
Division Tax Division

Approved by: Tom Boutin Deputy Commissioi er
Agency Department o f Revenue

Phone 269-1033 
Date/Time

Date 3/17/2005

I Revised 9/23/2004 OMB) Page 1 of 2_



FISCAL NOTE

AN A LY S IS  CONT INUAT IO N

Properties excluding those defined as heavy oil. with a current ELF above the minimum will have an increased effective tax rate when 
pnees are above $20 per barrel Properties, excluding those delined as heavy oil, whose current ELF is below the minimum will have 
an increased effective tax rate at all pneos The net effect of these changes is to raise the average effective tax rate at our forecast 
pnee,

This analysis does not tax production from West Sak or Tabasco because in 2004 both those fields had gravities below 20 degrees 
API Other fields such as Schrader Bluff, Onon and Poians have gravities close to 20 degrees API and as production increases may 
see their average gravities falling below 20 degrees API thus yielding tax free production

This bill specifically limits its scope to North Slope production. This means thal current taxpayers will pay the balance of the revenue 
change We estimate a one lime IT change will be required, which we have ball parked al $50,000, and one quarter FTE for additional 
audit work pertinent io North Slope fields that currently pay little or no tax.

The figures below result from simply changing the ELF mechanism in our production forecast model The ELF was designed to affect 
taxpayers behavior, however this analysis does not account for any change in the taxpayers production as a consequence of changes 
to the ELF

A decade from now, "ne quarter of the oil in our forecast comes from fields no! now producing To bring those fields on line will require 
billions in additional investment It appears to us that any tax increase that does not simultaneously involve the recognition of the need 
to make capital investments may well imperil thal investment Quantifying thal penl. especially against Ihe background of other aspect 
of the investment environment is difficult Thus we have indicated an uncertain revenue effect, showing the fig, res below to offer 
insight into the mechanics of the bill.

STATE OF ALASKA BILL NO. SB 50
2005 LEGISLATIVE SESSION

R evenue Sens itiv ity fo r SB 50 Changes in Oil P roduc tion Tax 
(m illions o f $)

S ta tus Quo SB50 M in im um Elf SB50 w ith Pnee Ad j R evenue Gain

M in  ELF  to Price A d j E lf P rice A d j to

-Y S ev  Tax A vg  E lf Sev Tax A vg E lf S e v  Tax Effective E lf C urrent to M in  ELF C u rre n l

2006 715 .1 0 .5 794 823 .4 0 .6 6 9 8 1 .420 .1 1 .1553 108 4 5 9 6  7 705 .0

2007 6 1 6 .2 0 .5 5 4 0 72 0 .3 0 .6 5 3 2 1 ,108  1 1 .0046 104 1 3 8 7  8 4 9 2 .0

2008 485  6 0 .5 365 573 .2 0 .6441 721 .2 0 .8 1 1 4 87 .7 147 .9 2 3 5 .6

2009 448  7 0 .5224 5 3 4 .5 0 .6341 672 .2 0 .7 9 6 6 8 5 8 137 .6 2 2 3 .5

2010 422 .1 0 .4801 5 2 1 .9 0 9 0 1 2 653 7 1 .1361 9 9 .8 131 .8 231 6

2011 42 2 .3 0 .4 998 520 .4 1 .0014 653  1 1 .2808 9 8 0 132 .7 23 0 .8

2012 3 7 5 .9 0 .4 6 5 2 47 7 .9 0 .9 6 4 4 599 8 1 .2501 102 .0 1 2 1 .9 2 2 3 .9

2013 33 4 .8 0 4 2 2 4 4 4 5 .7 0 8 703 561 .9 1 .1412 110 .9 116  2 227 .1

2014 295 .1 0 .3 9 1 8 41 0 .2 0 .7 4 4 4 518 .2 0 .9 8 3 2 115.1 108 0 223 .1

2015 2 5 9 .9 0 .3 6 0 8 37 3 .5 0 .6 9 7 9 472 .7 0 9 1 8 5 113 .6 9 9 2 21 2 .8

2016 22 8 .2 0 .3401 333 .4 0 .6 6 2 2 421 .8 0 .8 7 0 6 105 .2 8 8 .4 193 .6

2017 196 .5 0 .3 202 292 .9 0 .6 2 7 3 372 .0 0 .8 2 3 4 9 6 .3 79 .1 175.4

2018 174 .3 0 .3 018 2 6 2 .5 0 6 0 1 5 333 .9 0 .7 9 0 3 88  2 7 1 .4 159 .6

2019 152 .7 0 .2 843 2 3 3 .0 0 5 7 7 8 296 .9 0 7573 8 0 4 6 3 .8 144 .2

2020 133 7 0 .2 6 6 6 2 0 8 .5 0 .5 5 6 6 265 .4 0  7275 74 8 5 6 .8 131 .6

2021 136 .3 0 .2 9 2 0 206  5 0 .5 7 7 0 263 3 0 .7541 70 .2 5 6 .8 127 .0

2022 122.1 0 .2 8 0 6 188 .0 0 .5 6 2 4 239 .7 0 .7 3 3 3 6 5 .9 51 .7 1 1 7 6

2023 107 .0 0 2 6 2 6 158 .4 0 .5 4 1 0 214 .7 0 .7 0 3 6 61 .4 4 6 .3 107 .7

2024 9 1 .9 0 .2 4 1 6 151 .3 0 .5 2 1 5 193 .0 0 .6 7 6 5 5 9 5 4 1 .6 101 1

2025 8 2 .6 0 .2 3 2 7 137.1 0 .5 0 5 4 1 7 4 8 0 .6 5 4 3 5 4 .5 37  7 9 2 .2

2026 75 .3 0 .2 2 7 0 125 .5 0 .4 9 2 6 160 .0 0 .6 3 6 6 5 0 .2 3 4 .5 84  7

2027 67 .1 0 .2 1 5 5 113 .4 0 .4 7 4 5 144 6 0 .6 1 2 0 46 .4 3 1 .2 7 7 .5

2 0 2 8 59 .4 0 2 0 3 3 102 .2 0 .4 5 5 8 130 .3 0 5 868 4 2 .9 28 .1 71 .0

2029 52 .6 0 .1 9 1 7 92 .3 0 .4 3 7 9 117 .7 0 .5 6 2 8 39 .7 2 5 .4 65 .1

2 0 3 0 46 .4 0 .1 8 0 7 83 .0 0 .4 2 0 4 105.8 0 .5 3 9 5 36 .5 2 2 .8 5 9 .4

Forecasted Prices and Production Fall 2004 DOR Forecast 
Updated for aggregate Elf and CY2005 Taps refiling
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SB 50 The Fair Share Bill

M arch  18, 2005 

Senate Resources Com m ittee

The ‘ELF’ in Alaska’s Oil Taxes

• T here  are fou r m ain taxes that the oil 
industry  pays:

• Royalty - 12.5%
• P roperly  -  21) mils per dollar, o r 2% .

• C orporate income -  0.4% .

• Production -  15% before ELF.

The ‘ELF’ in Alaska’s Oil Taxes

• The 15% production , o r severance tax 
varies because of the ELF, o r  economic 
limit factor.

• At its sim plest, the E LF is a num ber 
between zero and  one. M ultiplying the 
production tax by a Held's ELF lowers 
tbat field’s tax burden.

I



• K u p aru k ’s E L F  is .054 for FY 2006

• .054 times 15 equals .081
• T hus, K uparuk  pays a 0.81 % production 

tax.

• P rudhoe\s ELF is .8435.

• P rudhoe pays a 12.65% production  tax.

The ‘ E L F ’ in A la ska ’ s O il Taxes

The ‘ELF’ in Alaska’s Oil Taxes

* The form ula is actually  qu ite  complex:

AS4336013 Leonora:Umttfactor

tl*i T)« r%•■**««. Iinat • t e »l i4 • • |« i%x<i Jail tv <*i4*.inl
u  4<ltli| t* >i*r Ml »oif ln*u*

11 (PEL/TPJ) cap (|150,000/(TP.'Dayk)) o*p ((460 X WD)'P£LJ»
WTMHttPf L * tna monthly prcwlucton rot** *H tha w.onnm*c n*r*t TP * in# total p*n)u, too dunng in* month to* lha t4* 4 to ft* pa«1 AD * to# tot* ojosn** of *»> days •*» month to* wtveh tha tmm >% to ha D »r* • In*. OL.rnb*** nf d4y« to in*. month to* wtveh t*» tm * to ha paal and 
c%i* • rtpnn

The ‘ELF’ in Alaska’s Oil Taxes

• E L F  was designed to encourage “ sn ia ll" 
Held developm ent.

• T here are  tw enty fields now producing 
on the N orth Slope.

• Nine pay no production  tax a t all.



P roduction Tax Revenue
• In 2003, (hi- S late took in $599 million in 

production  taxes.
• T he average price that yea r was $28 per 

barrel.

• The average ELF was .50, m eaning the 
average production  tax ra te  was 7.5% .

Kuparuk and its neighbors

Tarn, 
Meltwater, 
Tabasco, 

and 
West Sak

Kuparuk and its neighbors

• The T a rn  field m ade 696,248 bbls in 
Ja n u a ry  2005. A pprox. 22,450 per day.

• The field has produced 65,000,000 bbls to 
date. It is one of the top th irty  largest 
fields in the U.S.

• T a rn  lias a 0.013%  E LF m eaning it w ill 
pay a 0.2% production  tax in 2005.

• T a rn ’s E LF will go to zero in 2007.



• T arn  is produced viu K u p aru k 's  facilities.

K u p a ru k  and its neighbors

Kuparuk and its neighbors

• T arn  
required  
two drill 
sites and 
th ree ten 
mile
pipelines

Kuparuk and its neighbors

* The M eltw ater field, also produced through 
K u p aru k 's  facilities, requ ired  only one 
drill site.

• In 2003, M eltw ater produced 5800 bbls of 
oil per day and paid no production tax.

• This modest field will m ake the producers 
2,000,000 hbls o f oil this year.

* At $50 per b a rre l, tha t is $100 million.



• Tw o principle reform s:

• 'Die first simply establishes a m inim um  
5%  production lax. All fields m ust pay 
Ih e  m inim um  5%

• In Jan u ary  2004. the Dept, o f Revenue 
estim ated that this provision alone would 
raise $75 million a t $22 per barrel.

How the “ F a ir Sha re ”  h ill w orks

How the “Fair Share” bill works

* The second m ajo r reform  bases the ELF 
on the price of a barre l of oil.

* As the price rises, so does the ELF. As 
the price of oil falls, so does the ELF.

* The hill sets $16 to $20 oil as the norm , 
and allows this “ ran g e”  to increase with 
inflation, to recognize that prices rise 
over time.

How the “Fair Share” hill works

* Exam ple: At low er oil prices the 
production tax would he reduced. If oil 
goes to $12 p er b arre l, the form ula would 
divide 12 hy 16 to yield .75. Thus the 
production tax on an  oil field would he 
reduced by 25% .





• Finally. tin1 bill allows taxpayers 
“ production tax relief.”  If  the taxpayer 
can dem onstrate  thal the field would he 
economical hut for the production  tux, 
the D epartm ent of Revenue has the 
pow er to waive the tax for tha t field.

How the “ F a ir Sha re ”  b ill w orks

Why Make a Change?

* “ Despite its nam e of Kconom><' Limit 
Factor, it ignores the biggest single 
economic determ inan t, which is price.”

—  Dan Dickenson, Director, Tux Division quoletl in 
The Petroleum News January 11 2004.



Governor Walter J. Hickel

“ Crisis in the 
Com mons: the 
Alaska Solution”







VVIiat W ill the Industry  Say?
• W on 't discuss the fact the hill lowers 

taxes at low prices.

• W on’t discuss the fact the hill raises the 
“ norm al ran g e"  each year to account for 
inflation.

• W on’t discuss the lact the hill allows for 
p roduction  tax relief if it is justified.

ELF in 1989

“To the extent that production , net 
p roduction , stays in the ground, the 
P erm anent Fund is going to he a loser 
because the royalties that would have 
been collected w on’t he collected. The oil 
is still in the ground w here it doesn’t do 
anybody any  good.”
—  Tom Williams of British Petroleum on 2/22/89 before 
the House Resources Committee.

ELF in 1989

“ My concern is (hat any additional taxes on 
the oil industry  will have an adverse 
alfcct on the fu tu re  drilling on the North 
Slope. This action  will fundam entally 
im pact not only the petroleum  industry , 
but also the S ta te 's  ability to encourage 
new econom ic developm ent.”
- • Morris Thompson, President, lloyon Drilling on 
1/1.1/89 before the House Resources Committee.



ELF in 1989

“  |T his bill) woul I place an onerous 
additional tax b u rden  on the oil industry  
tha t would rem ove to o ther states o r 
countries funds th a t otherw ise would be 
spent on additional investm ents in 
A laska.”
—  Ken (Wont, Senior VI* of Operations, ARCO Alaska, 
on 1/13/89 In-fore the llouse Resources Committee.

Actual Development — 1977

O il Development in Americas Arctic

1977

r i  —•••*   A

Actual Development -- 1989

O il Development in America's A rctic

198V



Actual Development --1 9 9 9
O il Developmenl in America's Arctic

What Will the Industry Say?

• “ A deal is a  deal."

Article IX, Section I, Alaska Slate 
C onstitu tion: “The power of taxation 
shall never he su rrendered . This power 
shall not he suspended or contracted  
aw ay, except as provided by (Ins article ."

What Will the Industry Say?

• “ A deal is a dea l."

In conversations between lluj>h M alone 
and industry  leaders in 1981. when the 
original E LF was crafted , the idea was to 
allow industry  and the State to have 
equal portions of the oil revenue.
Testimony of Gref* Erickson before Ihe House 
Resources Committee, February 10, 1989 at pp 24-26.



0 1 MS MIAS,
" 1m, mm'l ItlO «ms Mats sM-olt iiiltfl

• sMIOtlf It It) tit -• Mst HKMM St yos U|U |l*r•I •SniI nllwi 1- mm. rmtvqa,« • llHlt lw«i iKat. it It aov. rim uil
0 ISO l-mmm IMN f*» NlMM 1 o't I f  - H. »».w ftJRI. 1 think It would bo *uth sort (sir for tho

1 mIim| ry snd tho Moto to get jbout tho s*»c thjro out
nf fruUhoo Bay oven though wo or# psylnq the sspsnsos
snd we «odo tho invostAsnt - but that's all psst history.• »»4, u" <M* 'N tiwi tra SifMr isos yotr ui.-im, r.r

O .
./**_, 1f.tr to! r.- ..... r>r II__-J * — I

What Will the Industry Say?
1 I o
* I MR. NALONEl

3a you think It should bo brought down to tho point
! whsto tno Ststo ond tho Industry 901 roughly oquol

shsrot In this. You llko thst bottorf 
Nk. TAYLOR1 

Vis. sir.

Kxcliange between Rep. Illic it Malone and Monte Ta>lor. 
Alaska <)|>eralion.H Manager for K\xon



(oni|KiriMMi Bn wet'll Oil (ompan) Profit* and Slate Revenue: 
Current Law

law l»u<
Saaki ihmW^ MatiDii* rtHnw*

What Will the Industry Say?

• "Tax increases w ill kill developm ent” 

The real issue is the “ net”  effect. 
Increasing tax rates m ay decrease new 
investm ent and production , hut it will 
also increase state revenues. The real 
analysis is to com pare the increase in 
revenues with the decrease in investment.



• By 2013, the average ELF will fall to .27, 
m eaning the average production tax will 
fall to 4.05%  (before aggregation).

• 2003: $599 million in production taxes.

• 2013: $180 million.

Production Tax Revenue

Production Tax Revenue

* U nder this hill, the State would gain: 

an  additional $90 million at $22/hhl. 
an  additional $400 million at $30/bhl. 

an additional $886 million at $38/hhl. 

an additional $1,363 billion at $5b/bbl. 

(with aggregation at Printline).



Conclusion
• l( is better to address this issue turn, 

when there is no im m ediate crisis.
• It is better to take an increm ental 

approach , ra th e r  than  a wholesale “ shelf 
the E L F" approach .

• It is better to give the oil industry  
certain ty  du ring  the planning and design 
phases of the gas pipeline.



Alaska’s Current Oil and Gas 
Fiscal System

UUroft ir »os » AOQA

Oil & Gas: Vital to Alaska
Hflf I nmlriclrd Krsenur

“Oil res rune Mill prmide at least 
75% of forecasted Lurest rifled General Purpose Revenue (Iii uni’ll FY 2014. Two elements arr critical to the uil revenue forecast price and soliinie."t || MMf»««M ... .

IB .VW J AOGA

Present System’s Four Elements
H it AttiBhifcnttetrj

Royally
To General To Fund •‘Other"

1.043.6 485.2
Pnaim lion Ta\ 651 9
Property Tat 47J 2187
Oil & (.'is Corp. Inrouie Tav 298-8 • a
TOTAL 2,041.6 70.1.9
ALL OIL A HAS PAYMENTS X  ^2,745.5
Inti • Mm >• •« Imm»M 1 —4 XI 1M>f r.U. ■

U»nh IB ] AOGA

1



K ven  i f  E L F  m akes  the  p rod u c tio n  lu x  z e ro  fo r  u 
i M ill. Iht' f ie ld  -
• pays Tull ro y a lt y  lo  the S la te
• pays Tull p ro p e r t y  tuxes on  its fa c ilit ie s
• c on trib u te s  fu l ly  to  the ow n e rs ' in com e tuxes
• increases the n e tback  v a lu e  by low eriii|>  ta r if fs
• c rea tes A la sk a  jo b s

Men* '• XM 4 AOGA

Point No. I

Production Tax

* A tux on Ilu* act o f  p ro d u iii iK  o i l , nus
• Tax = K L F  x  Base K a le  x (» ro s s  R e sou rc e  V a lu e

- Cross Resource Value = Netback x Taxable Volume

- Base Rate: gas lO 'c ; oil 1*' 5 yr, then 159r

• KLF: a fielcbspecifii number from zero to one
Oil KLF is based on firWI sire and *»ell production. larfei fields hate larger KLFs and higher tax mirs. as do fields wilh mint pitMluilMe wells. smaller Helds and (Mies with low well pntdtir* li»ll> liasc smaller Kl.h and lower lax rales. (»a\ FLF is based on wrll produrtisit) only

XUrr* l| JOt» • AOGA

N etback  M ethodo logy

-w C -

-/

West Coast S|Mil Price $25.00

Marine Traiis|Mirtatlon 11.61)

TAPS 13.051

Netback at Pump Sin. 1 $20.34

AOGA



T o  a llow  a h ig b - ra te  p ro d u c tio n  la x  e a r ly  in a 
ty p ic a l fie ld 's  li fe , w h ile  a vo id ing  the au ve rse  
consequences as Ihe fie ld  is dep le ted

Why Have an ELF?

fcWre It lent r AOGA

The Adverse Consequences of a I liŷ li Rate
" As opera ting costs rise du ring the life o f the 
lie ld , the p ro fit m arg in sh rinks . At some point 
the to ta l p roduc tion costs overtake Ihe value of 
the o il o r gas produced, and produc tion can 
then be continued only by opera ting at a loss.
As one o f the costs o f doing business, the p ro ­
duction tax con tribu tes to Ihe to ta l costs and 
lends to hasten Ihe time when th is hreak-cvc ii 
po in t lcalled the economic lim it) is reached."

I a 41 iiMahf ilo f« tnaiMo I tiwi vdA i«—mMmi b- l»e 1*̂' p V 21 n.e«k....

   » AOGA

I he Adverse Consequences of a Ili^h Kate

f
I

► •> f N-l
IUUrr*i 13 AOGA



• “ Do nothin)*" stage

• “ Drive for efficiency" stage

• “ Harvest" stage

• “ Running in the red" stage

Mat* *« ms 10 AOGA

P roducers’ Responses to  the “Squeeze”

“ |T |h e  Departm ent o f Revenue recom m ends an 

Kconom ic L im it  Factor ( E I .F ) , based on the 

ra t io  o f the rate  at the true econom ic lim it  to 

the cu rrent p ro d u c t io n , as a m echan ism  fo r 

sca lin g  dow n  the ta\ ra le  as Ihe p roduc tio n  

declines tow a rd  the econom ic lim it ."
HHH UidanU.a f̂aufaiitnnis't \ IWt moth <*■ —wKi *» > « Iff |fff j. \| 17

( PEL} PLL ■ ftiHlublinn at Econtric Liutii
I TP ) TP = Total rmduitmn m lax prmkl

User tt 7006 M AOGA

How E L F  Avoided the A dverse Consequences

□A 3i

I
AOGA



Poin t No. 2

KI.I-" was enacted in 1977 over industry's strenuous 
objections

• Why object? ELF allowed effective tax rale for I’ rudhoc 
Hay to Ik- increased to -11.7% from -7.8%

Met* 1« MX u AOGA

How the Oil ELK was C hanged in 1989

1977 formula was driven by “ well productivity”

19X9 added “ field size** (total daily production) to the 
formula

• Larger fields have larger KLFs, higher tax rates

• Smaller fields have smaller KLFs. lower tax rates

• “ Field size”  is the dominant factor in the formula

Uvtn IS »»  M AOGA

Reasons Given in 1989 for the KI.K Change

1. To get more revenue

U*t* IS. 5005 ts A O G A



Reasons G iven  in  1989 f o r  the E L F  Change
2 . T o  g ive an  incen tive  f o r  sm a ll Helds
“ Marginal fields a rt fields with either relatively low jmt 
well productivity or relatively low daily ortHluction."

Utnrx «» jam *6 AOGA

Reasons G iven  in 1 9 89  f o r  Ihe E L F  Change
3 . T o  f»ive an incen tive  f o r  W est S a k  v iscous o il
-'|T|hc new KI.F will Increase cJrilliiiK production and 
employment at the truly marginal fields ... and. let's 
lui|H' someday, West Sak .... In those fields the sever­
ance tax. under III) 118, will either he sharply reduced 
or eliminated entirely. That's a pro-development im ­
pact on those fields."r*i IPI a»|.M I 1*1*1 |o kian a > «•»» > . •••

UWM6.2006 U AOGA

Reasons G iv en  in  I ‘>89 fu r  the E L F  f lianpe 
4 . I ’ r in ll io c  Hay &  K u p a ru k  cou ld  a lT o rtl it

AOGA



I .  Reduce rates fo r a ll fie lds  except I ’rudhoe  

Hay &  K u p a ru k

••|Knr| marginal fields, ...Ihe severance la t, under III!
118. will either lie sharnlv reduced or eliminated
entirely.”

Tree It • i m re 14*in i'i ! •  »*«wi a '«o 'm - *««i 
!■■■■re !>••■«• re is* • era. re re. • »-w». *•••»« r i*« ■»>*« ■ »rea

“ In Alaska the marginal Helds are Ihe six Cook Inlet 
folds ... (and) Milne Point, Lisburnc, Kndicolt, Nia- 
kuk, West Sak» Point Thomson. Seal Island, and proh- 
il)l\ anv other Held that will Ik* discovered in Alaska "

trerwre- ire* . I ireu.u.J
Ut>th tf rtJCS •» AOGA

WTiul legislators were (old the change would do



4. State revenue gains from  changing the ELK

• Pinjected cumulative ctrccl lliniugli KY2010

I'l utlhoe Hay $2,500 hilliun
Ku|iaruk 0.391 billion
All others (0.200 billion)

Net $2,691 billion

What legislators were told the change would do

AOGA

I’nint No. 3

The 1989 ELK change has worked exactly Ihe way 
legislators were told it would w ork

• I’rutllioe & Kup;mik slid have higher production t.iv

• Son* Holds don't |>aj prodnclion la \

• Small Helds |m> less even " iili same " i  ll productivity

• Slate already Is over $2.7 billion ahead (net)

M*r + *9 W* .*3 AOGA

Point No. 4

1989 KI.K change was enacted over industry 's  
strenuous objections

• Why? Major lax increase for Pmdhoe Hay & koparnk

19 too* :* AOGA



Historical E ffacta on AN8 Production from Different 
Kinds of Investment
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Contributions of Different Kinds of Investments In 
Additions! Ol Production
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Point No. 5

Mure investment is ( ’HI ( ’ I.M,

Different kinds of oil investment have different economic 
profiles

A given lax change promises to impact different classes of 
oil investment differently

Any change musl I** caref ully examined for ‘Unintended 
consequences*'

Man* IS ?W5 AOGA



Lum|x<) 6 smaller fields within Ihe Prudhoe Bay I ’nil with 
the main Prudhoe Bay Field (aggregation)

Because of Ihe “ field size” component of the ELF formula, 
aggregating the fields increased the ELF and tax rate for all 
of them

Two of the 6 fields aggregated with the main Prudhoe Bay 
field are West Sak viscous oil

W h a t the G o v e rn o r 's  E L F  D ecision Did

II 2006 n AOGA

Recent Legislative P roposals -  HB63/SB50
AOGA Opposes Passage ot HB63/SDS0
• Industry views these (yaposats as a structural lax increase at ail prco levels except extremely low ones
• Imposes a 27 5% structural tax increase at DOR s expected $25 50 prce
• Raises the maximum tax rate hy 67% (Irom 15% to 25°
• 5% mmxnum imposes a hoavy Durden on satellite development
• Fails to protect signifeanl amounts oI viscous o»l (West Sak;
• Proposed without analysis o» the consequences tor investments
• Makes Alaska less competitive

w •• 2COS A AOGA
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SB 50 M ate ria ls  List

• Sponsor Statement -  2 pages

• Sectional Analysis -  2 pages

• SB 50 -  8 pages

• Power P o in t P resenta tion  -  SO pages (n o t in c lu ded in  comm ittee members 
m a te ria ls packe t - co lo r version w ill be supp lied Thursday afte rnoon ).

• Materials used with PPP -  32 pages
NOTE: There is a hand-written number on these materials -  it is the
order in which the sponsor will refer to them during the PPP.

• Excerpts from Transcripts:
o 1981: Oil & Gas Pipeline Committee: 32 pages 
o 2-10-89: House Resources Committee: 29 pages 
o 2-11-89: House Resources Committee: 30 pages
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S en a t o r  H ollis  F r en c h

Sponsor St a t e m e n t  

S B  50- Alaska Fair Share Bill

Under the Alaska Constitution, the State is charged with ensuring that our natural 

resources are used “for the in x i mu m benefit of the people.” In terms of dollar 

value, oil is indisputably our most valuable natural resource. It is imperative, 

therefore, that state government ensure that Alaskans receive a fair share of the 

revenue from this public resource. It is also important that a fair share of the 

resource be provided to the companies that have contracted with the State to 

produce and sell Alaska’s oil.

The jduction tax, sometimes called a severance tax, is a major part of the State’s 

oil ai J gas tax structure. The production tax, like most taxes, is calculated by 

using a complicated formula. In general, the tax rate is set at 15 percent of the net 

production value. Unfortunately, however, few producers are required to pay the 

full 15 percent, and revenue from the production tax is decreasing every year.

Producers are required to only pay a portion of the production tax because of the 

E L F  (Economic Limit Factor). Under the E L F  formula, smaller fields are partially 

or wholly exempt from the production tax, and larger fields see their production 

tax rate drop every year. O f  the twenty producing fields on the North Slope, 

twelve pay no production tax at all. Several of the larger fields - including 

Kuparuk, which is producing over 100.000 barrels of oil per day -- pay less than 3 

percent in production tax. Eleven of the last fourteen North Slope oilfields that 

have come into production since 1989 pay no production tax, or almost none (less 

than 1%).

That exemption applies whether oil is at $ 10/barrel, and profit margins are low, or 

at S30, $40, or $50/barrel, when corporate profit margins balloon. At $20/barrel, 

profit margins are high enough that B P  announced last year it would use excess

January-Muv: Siaie C'apiiol • Juneau. Alaska 99801 • (907) 465-3892 ♦ I (866) 465-3892 • Fax; (907) 465-6595 
June-December: 716 West 4ih Avenue • Anchorage, Alaska 99501 • (907) 269 0234 • Fax: (907) 269-0238
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S p o n s o r  S t a t e m e n t
SS SB 321 Alaska Fair Share Bill

page 2

profits at that price, and above, to send increased dividends to shareholders and to 

engage in a corporate stock buy-back program.

The Alaska Fair Share bill will make two adjustments to the slate’s production tax 

on oil. The first adjustment is simple: it would require all producing fields to pay 

a minimum 5 pero nt production tax. This provision alone would raise $75 million 

in state revenue at an oil price of S22 per barrel.
The second adjustment is more substantive. It would tie the production tax rate to 

the price of oil. The bill sets a ‘normal’ price range of $16 to $20 per barrel.

Within that range, no adjustment would be made to the production tax rate. 

However, outside that range, the bill would allow the production tax rate to go up 

as prices go up and. to be fair, to go down as oil prices go down.

If no adjustments to the production tax structure are made, the State’s return from 

this tax will diminish rapidly over time. For example, in 2003, the State earned 

$599 million in production taxes. Looking ahead, the Department of Revenue 

estimates that the State’s production tax receipts will drop to $180 million in 2013.

The current severance tax law also gives the producers an unfair share of the 

state’s oil wealth at average and high oil prices. As prices increase, the state’s 

relative profit share falls. Conversely, state taxes are arguably too high at very 

low prices. The imbalance in favor of industry at high prices is much greater than 

the imbalance in favor of the state at low prices.

The Fair Share Bill is not a so-cnllcd “Shelf the H L F’’ proposal, which seeks to 

impose a flat 15 percent tax on all fields, at all prices. This bill recognizes that 

smaller and older fields should receive some tax relief under the E L F  . However, it 

provides for a modestly higher production tax at higher oil prices, and a lower 

production tax at lower prices.

Please join m e  in making a revision to our production tax structure. Let’s be sure 

that Alaska gets its fair share of our most valuable natural resource.

F ebruary 16, 2005
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S e c tio n a l A nalysis 

S B  50 -  Alaska Fair Share Bill

Section 1 Amends definition sections regarding tax relief appeals filed 

with the Department of Revenue.

Sections 2-4 3 %  minimum production tax in most cases. This provision

seeks to remove a current exemption that lets most new oil fields 

pay less than 1% in production taxes. While not all fields can 

pay Alaska’s full 15% production tax, the state should at least 

set the minimum lax at 5%  (to be reduced at low prices see 

below). Under provisions of Section 5, companies can apply for 

an exemption from this minimum tax if they can show it is 

necessary.

Taken together, these sections establish a minimum production 

tax rate. Currently the production tax is 15%, reduced by the 

ELF. In most recent cases, the E LF has reduced the production 

tax rate to 1 %  or less. Sections 2 - 4 set a field’s production tax 

rate at the current rate, as determined by the ELF, but prevent 

the ELF-adjusted production tax from falling below 5%, except 

in certain circumstances when prices fall below $16/barrcl.

Section 5 Increases to production tax when oil is above $20/barrel.

Decreases to production tax when oil is between $16 and 

$ 10/barrel. Deferral and waiver of taxes when oil is below 

SI0/barrel. This provision aims to make the current tux code 

more progressive, so that at low prices oil companies are 

protected from high taxes and at high prices the State of Alaska 

m ay share fa ir ly  in h igh  o il company profits .

Junuttiy-Max: Stale Capitol ♦ Juneau. Alaska WHO I • (907) 465-3892 • I (866) 465-3892 • Fax. (907) 465-6595 
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Section 6 :

Enhanced tax factor above $20/barrel. Above $20/barrcl, the 

severance tax rate is multiplied by the average monthly price of 

oil (West Coast price) divided by 20. Thus, at $20/barrel, the 

severance tax is multiplied by 20/20 -  “1" —  and is left 

unchanged. At $30/banel, the severance tax is multiplied by 

30/20 —  “1.5.” In that case, a field with a 5 %  base production 

tax will pay 5 %  times 1.5, or 7.5%. The production tax will 

never exceed 25%.

Reduced tax factor below $ 16/barrel. Below $ 16/barrel, the 

production tax rate is reduced by the price divided by 16. Thus, 

at S 12/barrel, the rate on a field with a 5 %  base production tax 

would be 12/16 -- “.75” -- limes 5%, or 3.75 %.

Reduced taxes below $ 10/barrel. Below $ 10/barrel, one half of 

a field’s production tax will be waived, and one half will be 

deferred until a month when prices average above $16/barrcl.

Heavy oil exempted. “Heavy oil” is more expensive to produce 

than normal crude oil. Many believe the future of oil production 

will rely largely upon the production of heavy oil. The hill 

exempts heavy oil from the new enhanced tax provisions. It 

may be determined during hearings that a minimum tax should 

also be set for heavy oil, but that would have to be shown by 

testimony.

Reduction in tax. Provides a process for companies to seek a 

reduction in the production tax through an application to the 

Department of Revenue. The Alaska Fair Share Bill provides 

that any enhanced taxes under the bil' may be waived if a 

company shows that tax relief is needed to make new or 

continued production at a field “economically feasible.” This is 

modeled on Alaska’s existing “royalty relief’ law, and uses the 

same standards and process.

This section provides a conforming amendment to existing law 

to include new provisions in this bill.

February 10. 2005
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Oil producers profit more In Alaska
CONFIDENTIAL STUDY: Operating costs are high, but small tax bite makes up for It.
By LARRY PERSILY 
Anchorage Daily News

(Published: February 2, 2005)
JUNEAU — An international consulting firm says Alaska is a more profitable place to do business than the average 
of almost 60 oil and gas producing regions It surveyed worldwide.

The analysis, however, looks only at oil and gas fields where development started between 1994 and 2003, 
producing a limited view of overall North Slope costs and government tax bites compared with other projects 
started during that same period.

Legislators on Tuesday released two pages of data excerpted from the competitiveness study by Wood Mackenzie 
Ltd. The firm, based in Edinburgh, Scotland, late last year completed its report, "Global Oil and Gas: Risks and 
Rewards 2004."

The state paid $50,000 to subscribe to the report, but Wood Mackenzie's confidentiality requirements prevent tne 
Legislature from releasing the entire 2-inch-thick document.

numbers show Alaska oil and gas projects started during the 10-year period were among the costliest 
worldwide for development capital and operating expenses.

The oil and gas Industry often makes the case that Alaska Is an expensive place to do business because of its 
remoteness and Arctic conditions, and the Wood Mackenzie report appears to verify that claim. It shows Alaska 
ranked as the 52nd most expensive region out of 58 in the survey for development and operating costs.

Alaska averaged almost $10 per barrel In those costs, compared to the worldwide average of close to $6.

Out Alaska producers fare much better when It comes to paying taxes and royalties, the report said. The total 
government tax bite In Alaska -- federal, state and municipal taxes and royalties -- is lower than two-thirds of the 
comparison regions.

Wood Mackenzie's analysis also shows the tax and royalty take in Alaska falls as a percentage of total net 
revenue when oil prices rise, verifying what proponents of higher oil taxes have long argued — that the state is 
taking a smaller share of oil revenue at high prices.

The total government take after oil company expenses over the life of the field is about 71 percent on a 
worldwide average, the report said, regardless whether the price of a barrel of oil is $16, $22 or $35. In Alaska, 
however, the government share of the net Is about 71 percent at $16 oil, 64 percent at $22 and 58 percent at 
$35, according to the survey.

Producer return on their Investment in projects between 1994 and 2003 were three percentage points higher in 
Alaska than worldwide at $16 oil and six percentage points higher at $35 oil, Wood Mackenzie reported.

'This does not surprise me," said Dan Dickinson, director of the state Tax Division. "By definition, we are a 
egressive system,” taking a smaller percentage of total revenue when prices are hfgh.

ttp://www.adn.com/money/v-printer/storv/6111782p-5995045c.html 2/2/200 S
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G o v T ^ n k  hurkowskl has asked lawmakers to review the state's oil tax structure, particularly to look at the 
state's share when prices are high, but he has not committed himself to backing any specific change In tax law . 
The state did, however, raise the tax rate administratively on almost half of North Slope production as of 

• ;day.

The information released Tuesday is limited and does not Include all of the data that went into ranking the 
regions. Alaska Is the only state surveyed for the report, which included federal leases in the Gulf of Mexico, two 
areas of Canada, and more than 50 foreign nations.

Although the company bars subscribers from publicly releasing the full report, the Legislative Budget and Audit 
Committee negotiated for release of some of the Alaska-specific numbers, said Committee Chairman Sen. Gene 
Therriault, R-North Pole.

Legislators are required to sign confidentiality agreements to read the entire report. As of Tuesday, six had 
signed agreements.

The committee, meanwhile, has contracted with Chuck Logsdon, who ret,red last fall after more than two decades 
as the state's chief petroleum economist, to review and verify the report and summarize Its relevance for Alaska.

Logsdon's work likely will not be released to the public, Therriault said, under the 5 ,ne rules that govern the 
report itself.

"This could be the one glimpse under the covers the public gets," Therriault said of the two pages released 
Tuesday.

' I t ’s tough to start changing policies based on these six graphs," Rep. Ralph Samuels, R-Anchorage, said of the 
cu •'rt summary. Samuels, vice chairman of the Legislative Budget and Audit Committee, said he wants to wait for 
i sdon’s analysis before judg ing the state's oil and gas tax structure.

ruiuivj**6 vtuiy news | un producers prom more m Alaska Page 2 of I

"Your best test for competitiveness Is looking out the window," said Judy Brady, executive director of the Alaska 
Oil and Gas Association. The list of companies willing to Invest big money In North Slope projects or the 

I companies that have left the state Is a good indication of Alaska's competitive position, she said.

The association, which also subscribed to the Wood Mackenzie report, will undertake its own analysis of the 
study, Brady said.

Reporter Larry Persily can be contacted at lDersllv@adn.com or at 1-907-523-9306.
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Sen. Hollis French
From: Sen. Ben Stevens

Sent: Monday, March 07,2005 3:26 PM

To: Sen. Hollis French
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The article I referenced today.

Oil's Run Is Likely to Keep Fast Clip
Price Muy Top JfWI or More 
tf Supplies Arc Disrupted 
And Demand Fails iu Cool

mrusiMN bahree
Sun R.fwrur •fTllk WALL ST ASET JOL'ft* At
Marth 1,1001, AS

The big oil-price spike of 2004 looks increasingly likely to net a sequel.

As oil prices approached a new high yesterday, industry analysts said they are anticipating price increases to 
more than S60 a barrel this year. Some analysts are even beginning to talk of the possibility of greater 
increases -  to $75 or $80 a barrel - -  in the event of a major supply disruption, unless red-hot demand for 
crude cools in Asia and the U.S.

Unlike iast year, when rising prices sparked protests in the U.S. and elsewhere, opposition to the increase ha 
become quieter as businesses and consumers have become accustomed to more expensive oil.

Yesterday, ihe acting secretary general of the Organization of Petroleum Exporting Countries, Adnan Shihab 
Eldin, acknowledged in remarks to journalists the possibility of prices rising to greater levels if supplies are 
disrupted, suggesting the cartel believes it has a limited ability to curb world oil prices. Talk of a renewal of la 
year's run-up in prices comes as O P EC 's  energy ministers prepare to meet in Iran on March 16. While they 
could raise production quotas, O P EC  already is pumping close to capacity.

U.S. benchmark oil shot above the previous settlement high of $55.17 
a barrel in intraday trading on the New  York Mercantile Exchange 
yesterday before retreating. Futures for April delivery settled at $53.57 
a barrel, up 52 cents, after hitting as high as $55.20. On an inflation- 
adjusted basis, oil is still well below highs of about $90 reached in the 
early 1980s.

Like last year, growing world demand -- particularly from the U.S. and 
China -  underlies much of the price increase. The continued weaknes 
of the dollar also has set the stage for increases, because oil is priced 
in dollars around the globe, and a weaker dollar means less revenue 
per barrel for oil producers.

The current surge in prices also comes amid realizations Ky OPEC  
nations and oil traders that higher prices have had a limited impact on 
world economic growth. While costlier energy has been a significant 
drag on relatively weak economies such as Japan and Germany, 
higher prices haven't been enough to derail recoveries in the U.S.,

Heading Up Again
Crude oil's setdemeni price on me continuous 
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Most major oil companies have been struggling with sluggish or declining production, faced with maturing oilfields in 
regions like the U.S. Gulf of Mexico and lack of access to regions that house some of the world's largest reserves.

An Exxon executive said on a conference call the company was not among the winners when Libya on Saturday 
awarded its first exploration contracts to U.S. companies in 18 years. U.S. oil majors are eager to reenter Libya after 
U S. sanctions were eased last year.

ChevronTexaco Corp. (CVX.N), the No. 2 U.S. oil company, bid successfully on one onshore block in Libya. 
ChevronTexaco on Friday reported that quarterly profit nearly doubled, also on the back of record oil and gas prices.

Exxon shares were up 38 cents, or less than 1 percent, to $51.65 in afternoon trading on the New York Stock Exchange.
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Alaska’s tax formula an ongoing 
debate

S t a t e ’s  a v e r a g e  c r u d e  o i l  p r o d u c t i o n  t a x  r a t e  

c o n t i n u e s  t o  d e c l i n e  d u e  t o  t h e  E c o n o m i c  

L i m i t  F a c t o r  f o r m u l a  a d o p t e d  i n  1 9 8 9

Larry Persily 

P e tr o l e u m  N e w s  J u n e a u  C o r r e s p o n d e n t

The holiday season is over, but at least one ELF is still working in 
Alaska.

The ELF, or Economic Limit Factor, is a formula in state statute that 
reduces a field’s oil and gas production tax rates based on the average 
daily total production and average per-well production from a reservoir.

The current formula, adopted by the Legislature in 1989, was intended 
as an incentive for producers to keep pumping — and investing — in 
older, declining fields. The 1989 amendment looked ahead to declining 
production at the giant Prudhoe Bay field and boosted short-term tax 
revenues to the state in exchange for cutting the rate in later years of 
the field's productive life.

Meanwhile, smaller and newer fields, even with their higher per-well 
productivity, benefit from the ELF formula, too, because their total daily 
production from all wells gives them a low tax rate — or no taxes at all 
in many cases.
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No field in Alaska pays the full rate

Alaska’s full production tax rate is 15 percent of the wellhead value or 
the oil, but there isn’t a single field in Alaska paying the full rate. The 
ELF formula assigns each field a value between 0.0 and 1.0, which is 
then multiplied against the 15 percent rate to determine the field’s 
actual tax rate. There is a separate ELF formula for natural gas 

l production.

Prudhoe Bay’s oil ELF in August 2003 was 0.857, for an effective tax 
rate of 12.86 percent.

The tax break for declining older fields and new, smaller fields — 
especially the satellite fields around Prudhoe Bay and Kuparuk — has 
besn bringing down the North Slope’s overall tax yield to the state for 
the past 10 years.

The average tax rate for all North Slope production in fiscal 1994 was 
13.5 percent. The Department of Revenue estimates the average tax 
rate will be 7.6 percent in fiscal 2004, falling to about 6 percent in 2003 
and under 5 percent by 2013.

Tax revenues falling faster than production
A department review in 2001 noted that North Slope production fell 34 
percent between 1990 and 2000 yet, because of the ELF formula, 
production tax revenues dropped 53 percent when calculated at the 
same price for each year.

Production taxes will supply about one-third of the state’s total take from 
oil and gas fields in fiscal 2004, with royalties, property and corporate 
income taxes providing the other two-tnirds of the estimated $1,7 billion 
general fund revenue.

Supporters of the ELF formula say it’s not the average tax rate or even 
the total dollars but the total production that counts, arguing that without 
the lowc taxes there would be less oil coming off the slope. The ELF 
formula does not diminish the state's royalty share.

“ELF is working exactly as was planned, extending the life of older, 
mature fields like Kuparuk," said Dawn Patience, spokeswoman for 
ConocoPhillips in Anchorage. “ELF has also encouraged the 
development of several satellite fields surrounding Kuparuk over the 
past five years (Tarn, Tabasco and Meltwater), which account for more 
than a third of Kuparuk area production today.”

BP is equal in its praise. “It is not a perfect system but has done what it 
was intended to do — support development that is burdened by low 
production rates at a high relative cost,” said company spokesman 
Daren Beaudo of Anchorage.
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“The North Slope is a high-cost, low-margin oil and gas basin 
characterized by a resource base of declining quality," Beaudo said. 
“High-cost, low-margin developments are beneficiaries of the current 
ELF formula.”

He cited heavy oil as an example of North Slope production benefiting 
from ELF. Flow from the slope’s heavy oil operations at West Sak and 
Schrader Bluff is estimated at a combined 31,000 barrels per day in 
fiscal 2004, up from 18,000 barrels a day in 2002. There is no 
production tax on either field.

ExxonMobil declined to comment on ELF.

No legislative action to change ELF
Proponents of changing ELF have debated for the past few years 
whether the stave is seeing more production because of the lower tax 
rates but have neve; introduced legislation to amend the formula, other 
than a single bill that quickly disappeared during the past legislative 
session.

Rep. Beverly Masek, a five-term Republican, introduced a bill on May 6 
to eliminate ELF, meaning all mature production in Alaska would have 
been charged the full 15 percent tax rate Then, just 24 hours later, she 
withdrew the measure.

Not only did Masek fail to attract a single co-sponsor for her bill, but she 
managed to draw four committee assignments from the House speaker 
— a sure political sign that the measure likely would have died of old 
age before ever getting to the House floor for a vote.

Masek, from Willow, north of Anchorage, will serve as co-chair of the 
House Resources Committee this session, one did not return calls for 
this story.

Meanwhile, a freshman Democrat, Anchorage Rep. Les Gara, is 
working on his own bill to change the formula.

"It has been said within the Department of Revenue for a long time that 
many of the satellite fields are profitable enounh to pay a production 
tax," Gara said, explaining he is looking at whether a price factor could 
be added to the ELF formula. The state could share the risk at low 
prices and, in return, earn a larger take at high prices.

Freshman legislator considers minimum tax rate
"I am considering whether it is responsible to set a minimum tax rate," 
he said.

Arid though Gara is working on his bill, he doesn't know when it might

3/15/2004 6:1 /  PM
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be ready for introduction. “I want it to be responsible enough so that it 
doesn’t slow down oil development."

Development of new fields has helped slow down the rate of decline on 
the North Slope, keepng total production around 1 million barrels a day 
since 2000. But the price to the state has been falling production tax 
revenues.

The state collects no oil production taxes or a very small fraction of a 
percent from several North Slope fields that averaged a total of 136,000 
barrels a day in fiscal 2003, according to Department of Revenue 
numbers: Milne Poirt, 34,000 barrels; Endicott, 26,000; Schrader Bluff, 
17,000; Niakuk, 14,000; Lisburne, 9,000; Aurora, 8,000; Meltwater, 
8,000; Midnight Sun, 7,000; West Sak, 6,800; Tabasco, 3,600, and 
Polaris, 2,600.

“The ELf- reduces the tax rate on smaller oil fields such that most fields 
producing less than 20,000 barrels per day will pay little or no 
production tax," the Department of Revenue said in its December 2003 
state revenue forecast book.

Only seven fields pay more than a 1% tax rate
Unless it’s a very large field or a very productive field, the tax rate will 
be zero or close to it, state Tax Division Director Dan Dickinson told a 
gathering of oil companies invited to Juneau to meet with the governor 
and other state officia last month.

And while some of the slope’s smaller fields probably would not have 
i been developed if they had to pay the full 15 percent tax rate, Dickinson 

said, it’s also likely that some would have gone ahead at a rate higher 
than the zero they are charged.

“Did they need the magnitude of the incentive they got, that's a much 
tougher qu6otion," he said.

I

! "Despite its name of Economic Limit Factor, it ignores the biggest single 
economic determinant, which is price," Dickinson said.

Other than Prudhoe Bay's almost 13 percent tax rate in August 2003, 
the only other North Slope fields with a double-digit tax rate are 
Northstar, at almost 12.5 perce ,t that month and an estimated average 
daily production this year of 66,000 barrels, and Alpine, at about the 
same tax rate for its estimated 2004 production of 99,000 barrels per 
day.

Kuparuk, Borealis, Point McIntyre and Tarn pay between 1 percent and 
close to 3.5 percent, with everything else below 1 percent.

Kuparuk benefits from ELF formula

3/lb/2004 6:17 PM
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Perhaps just as controversial as the zero tax rate for new and satellite 
fields is the rapidly declining tax rate for Kuparuk, the second biggest oil 
field in the nation — Prudhoe is No. 1. The Department of Revenue 
expects Kuparuk will average 155,000 barrels a day this fiscal year, half 
its peak in 1993.

Kuparuk, which went online in 1981, is populated with less efficient 
wells, which, because of their lower per-well productivity, means a 
dropping tax rate for the entire field under the ELF formula. Kuparuk 
producers paid a 3.3 percent tax rate in September 2003, according to 
the Department of Revenue. ConocoPhillips, at 55 percent, and BP, at 
39 percent, are the majority owners.

Department of Revenue projections in 2001 estimated that Kuparuk’s 
I oil ilow will still be above 100,000 barrels a day in 2010, but its tax rate 

will be zero. “The field is forecast to keep producing 10 years beyond 
that. Is the ELF going to zero sooner than it needs to ensure maximum 
production?" the department asked in its December 2001 state revenue 
forecast book.

ELF is as old as the trans-Alaska oil pipeline itself, dating back to 1977 
when the Legislature raised the top oil production tax rate from 8 
percent to 12.25 percent while also adopting a formula to reduce the 
rate on less productive fields. Then, in 1981, while eliminating the 
personal income tax Alaskans had paid since 1949, lawmakers raised 
the top oil production tax rate to 15 percent.

The big battle came in 1989, when legislators voted to amend the ELF 
formula after realizing the state's take from Prudhoe Bay was slipping 
faster than many had envisioned. The intent was to boost the state's 
immediate share of Prudhoe Bay revenues, a politically popular move 
after the oil price crash of 1986-1987 and the Exxon Valdez oil spill in 
March 1989.
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Balance Sheet Data Sourc« MGfS

$ in Million/ flK tl Yttr Ind: O tcl 1

Current Assets 
NcrvCurrem Assets

2003
54,465

123,107

2002
45,066

114,059
T otal A sse t* 1 7 7 ,8 7 2 1 6 9 ,1 2 6

Current Liabilities 
Non-Current Liabilities

50,584
51,050

46,301
43,415

T otal L iab llltlea 101 .6 3 4 8 9 ,7 1 6

Shareholder's Equity 75,938 69,409
T ota l U a b . ft E quity 1 7 7 ,6 7 2 1 6 9 ,1 2 6

Debt / Equity 29% 32%

Curr. Liabilities / Curr. Assets 0.9 1.0

Quarterly Income Data Sevres. MCfS
S In UHIioni

Revenue
Net
Inc.

ProRt
Margin

SftrSh,,.

EPS Oiv,
Payout

(Div/EPS)

2004 Q3 70,885 4.483 6% 1.22 0 43 35%
2004 Q2 69,091 3,896 6% 1.05 0.43 41%
2004 01 67,602 4,818 7% 1.28 0.45 35%
2003 Q4 52,334 1,972 4% 0.52 0.43 83%

La at Three Monthe Price History Sovat WSOD, J'0700}

S66

These charts show  the stock 's open, high, low, and dosin g  price. They are 
called 'candlestick1 charts because the  area betw een the  open and the close 
looks like a candlestick, and the trading range outside, the high and the 
low, look like the candle 's wicks. It tho candlestick is filled in black, the 
stock closed below its open. If the candlestick Is white, the  stock closed 
above its open.
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Balance Sheet Data Sovnt. UGfS

I in Militant Vttr End: One 11

Current Assets 
Non-Current Assets

2004
15,021
77,840

2003
11,192
71,263

T o ta l A s s e ts 9 2 ,8 9 1 8 2 ,4 6 5

Current Liabilities 
Non-Current Liabilities

1-i,586
34,552

14,011
34,078

T o ta l L ia b ilitie s 5 0 ,1 3 8 4 8 ,0 8 9

Shareholder's Equity 42,723 34,366
T o ta l L iab . & E q u ity 9 2 .8 9 1 8 2 ,4 5 6

Debt / Equity 35% 52%

Curr. L iabilities / Curr. Assets 1.0 1.3

Quarterly Income Data Souse#' MGfS
t In MilUont

Revenue
Net
Inc.

Profit
Margin

f Pit Shg/9

EPS Div.
Payout

lOiv/EPS)

2004 Q4 35 140 2,432 7% 3.44 0.50 15%
2004 Q3 30,258 2,006 7% 2 86 0.43 15%
2004 Q2 27,343 2,075 8% 2.97 0.43 14%
2004 Q1 25,978 1,616 6% 2.33 0.43 18%

La»t Three Months Price History S w  WOO. VHVtOOi
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Five Year Price History Sourxt WOO, V)(V700i 
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These chart* show the stock’s open, high, low, and closing price. They ere 
called 'candlestick' charts because the area between the open and the close 
looks like a candlestick, and the trading range outside, the high and the 
low, look like the candle's wicks. If the candlestick is filled in black, the 
stock closed below its open. If the candlestick is white, the stock closed 
above its open.

G 2005 Charles Schwab & Co., Inc. Research On Request
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Balance Sheet Data Sown UCfS Source- MGfS

t In Mtlllong FI. »l Y$»r in<3. D#c 31

Current Assets 
Non-Current Assets

2 0 0 ;
6 0 ,3 7 ?

13 4 ,8 7 9

2003
4 5 ,9 6 0

12 8 ,3 1 8
T o t a l A s s e t * 1 9 6 ,2 6  > 1 7 4 ,2 7 6

Current Liabilities 
Non-Current Liabilities

42,1 31 
50  19

3 8 ,3 8 6
4 5 ,9 7 7

T o t a l L ia b i l i t i e s 9 3  a JO 8 4 ,3 6 3

Shareholder's Equity 10 756 8 9 ,9 1 5
T o ta l L i s b .  f t  E q u i t y 196 2 5 6 1 7 4 ,2 7 8

Debt / Equity 8% 11%

Curr. Liabilities / Curr. Assots 0 .7 0.8

s In MHkcnt
Revenue

Net
Inc.

Profit
Margin

t P" Shut

EPS Div.
Payout

(Div/EPS)

2 0 0 4  0 4 7 3 ,8 3 0 8 ,4 2 0 11% 1 .30 0 .27 2 1%
200 4  0 3 6 7 ,8 0 9 5 ,6 8 0 8% 0 .8 8 0 2 7 3 1%
2 0 0 4  0 2 6 2 ,7 0 6 5 ,7 9 0 9% 0 .8 8 0 .2 7 3 1%
200 4  0 1 5 9 ,6 4 4 5 .4 4 0 9% 0 8 3 0 .2 5 30%

Last Threo Month* Price History Source WSOO. JW/7CWS
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These chans show the stock's open, high, low, and closing price. They are 
called candlestick' chans because the area between the open and the close 
looks like a candlestick, and the trading range outside, the high ana the 
low, look like the candle's wicks. It the candlestick is tilled in black, the 
stock closed below its open. If the candlestick is white, the stock closed 
above its open.

© 2005 Charles Schwab & Co., Inc. Research Cn Request



S u m m a r y  b y  P o o l :  O i l  P r o d u c t i o n  J a n u a r y ,  2 0 0 5

O il F<«»> C ru d e  O i l W a t e r G a s P r o d u c in g C u m . C r u d e  O i l C u m . W a t e r C u m . G a s

P o o l N a m e (BUI) (BBL) (M C F ) C o m p le t io n s (BBL) (BBL) (M C F )

8A D A M I

QADAM I OIL 4 ,3 47 ,0 65 0 22 .891 ,313

F ie ld  Total 4 .3 47 .0 65 0 22 .891 .313

BEAVER  C R E EK

BEAV ER  C R E E K  O IL 4 .130 1.090 1,923 2 5 .730 .067 66 ,292 2 04 3 .792

F ie ld  Total 4 .130 1,090 1.923 2 5 ,730 .067 66 ,292 2 ,043 ,792

CO LV ILLE  R IVER

ALP INE O IL 3 ,700 977 153.702 4 ,248 ,724 43 141 .339 .541 1 ,372 .330 166 ,607 ,645

NANUQ  UNDF OIL 19 ,582 0 299 ,646

F ie ld  Total 3 ,700 ,977 153.702 4 .248 .724 43 141 ,359 .123 1 ,372 ,330 166,907.491

ENDICOTT

E IDER  OIL 896 43.901 31 .940 1 2 .687 .868 3 ,227 ,277 23 .354 ,968

ENCICOTT O IL 640 ,669 7 ,313,131 12 .402 .009 56 427 .877 .328 741 ,075 ,473 1 ,837 ,003 ,923

IV ISHAK  O IL 436 14,122 274 1 7 ,948 ,341 31 ,258 ,795 6 ,507 .645

F ie ld  Tota l 642,021 7 ,371 ,154 12 ,434 ,223 58 438 .513 .537 775 .561 ,545 1 .866 .666 ,736

GRAN ITE PT

HEM LO C K  U N D EF  O IL 4 .469 2 ,126 3,964 2 1 ,968 ,697 128,303 2 .004 .469

M IDDLE  KENAJ O IL 105,128 20 .862 99 ,422 26 139 ,885 ,726 16,678,041 124 ,485 .390

F ie ld  Total 109,597 22 ,988 103 ,306 28 141 ,854 ,423 16 ,806,944 126 .489 ,859

KATALLA

KATALLA  O IL

IV
154 ,000 0

F ie ld  Total 154 ,000 0 0

K UP AR U K  R IVER

CRETA C EO US  UNDEF W 0 56 ,455 ,530 0

KU P A R U K  R fVER  OIL 4 ,296 ,579 17 .974 .272 0 .468 .582 458 1 ,975 ,490 ,229 ? ,486 .883 .670 2 394 ,395 ,245

M ELTW A TER  O IL 239 ,755 24 .263 597 ,371 13 7 ,897 ,524 274 .696 17 .737 .735

TABASCO OIL 157.055 673 ,175 43 ,756 8 9 ,892 ,529 26 ,862.881 1 ,372 ,736

• TARN O IL 696 ,248 437 .404 909 ,298 25 65 ,299 ,499 7 ,868 ,016 92 .316 .297

W EST  SAK O IL 464 ,373 130 ,353 394 ,362 30 16 .095 ,124 5 ,312 .712 5 .650 ,336

F ie ld  Tota l 5 .854 ,010 19 .239.467 10 .413 .369 534 2 .0 7 4 .6 7 4 .'* 5 2 ,583 ,657 .505 2 ,511 ,472 .349

M CARTHUR R IVER

H EM LO C K  O IL 156,83-1 2 .336 ,783 75 ,192 40 533 ,304 ,496 797 ,030 ,967 213 ,265 ,465

M IDDLE KENAJ G  OIL 79 .153 4J6 .058 31 .565 31 61 .6 47 ,0 23 64 ,546 .154 33 .788 .443

U ND EF IN ED  O IL 332 .951 188,772 175.472

W ES T  FO R ELA N D  O IL 6 ,539 98 .068 2 ,019 4 24 .277 .810 26 ,187 .927 8 .431 .518

F ie ld  Tota l 242 ,526 2 ,920 ,909 108 ,776 75 6 19 ,562 ,280 087 ,953 ,840 255 660 ,898



S u m m a r y  b y  P o o l :  O i l  P r o d u c t i o n  J a n u a r y ,  2 0 0 5

O il F ie ld s C r u d e  O i l W a t e r G a s P r o d u c in g C u m . C r u d e  O i l C u m . W a t e r C u m . G a s

P o o l N a m e (BBL) (B B L ) (M C F ) C o m p le t io n s (B B L ) (BBL) (M C F )

M ID D LE  G R O UND  SHOAL

A  O IL 2 ,838 ,227 3 .146 ,841 5 ,322 ,225

B C AND 0  O IL 12 ,010 ,325 5 ,509 ,414 8 ,797 .239

E F AND  G OIL 123,572 55 .7e J 40 .856 27 177,020.864 99 ,320 ,781 78 .028 ,416

F ie ld  Total 123.572 55 ,740 40 ,856 27 191.869 .416 107 ,977 ,036 92 .147 .880

M ILN E  POINT

KUP AR UK  R IV ER  OIL 903 ,213 1 ,370 ,315 531 ,923 82 181 ,18 . 610 138 .662 ,224 92 ,023 ,892

SAG R IVER  O IL 21 ,300 73 .275 15,302 1 1 .610 ,310 1 ,487 ,366 1 .611 ,150

SCHRADER  BLUFF OIL 607 ,517 570 .794 440.444 46 38 ,733 ,774 15 .468.341 24 .354 .739

TERT IARY U ND EF  W TRS 0 1 .094 .106 0 4 0 186.961 .697 0

UGNU UNDEF VVTRSP 0 180,712 0 1 0 11 ,791 .474 0

UGNU U N D EF IN ED  OIL 16 ,746 0 3 ,370

F ie ld  Total 1 ,532.030 3 ,289 ,202 987 .669 134 221 ,550 .440 354 ,371 .102 117,993 ,151

NORTHSTAR

NORTHSTAR OIL 2 ,109,271 354 ,312 11,672,464 15 69 ,323 ,975 4 ,225 ,147 237 .218 ,619

F ie ld  Total 2 ,109.271 354 .312 11,672,464 15 69 ,323 .975 4 .225 .147 237 ,218 ,619

O O O G U RU K

UND EF INED  O IL 3 .828 0 0

F ie ld  Total 3 .828 0 0

PR UDHO E BAY

A UR O RA  O IL 268 .885 212,894 806 .870 6 11 ,666 .280 5 ,364 .334 48 .391 ,798

B O R EA U S  O IL 602 ,248 492 .087 715,058 19 31 ,451 ,008 10,635,261 27 ,794 ,922

L ISB U RN E OIL 283 ,962 '7 .5 6 3 5 .158 844 30 139.995.06 37 .071 ,623 1 .450 ,343 .342

M IDN IGHT SUN  O IL 176,702 75 ,143 948,241 2 11 ,518 .936 1 .705 .250 41 ,040 .900

N PR UDHO E BAY O IL 1.984 791 2 .989 ,263 6 .616 .438

N IAK IVSH-SR UNDEF O IL 65 ,388 85 ,330 504 ,427

N IA KU K  O IL 239 .066 1 .142 .865 175,098 14 60 ,506 ,696 58 ,362 ,144 67 ,615 ,813

OR ION  SC H RAD ER  BLUE 314 .979 781 446,881 4 2 ,624 .613 82 ,493 2 ,440 .641

PM U ND EF IN ED  O IL 33 ,480 13,127 30 .008

POLAR IS  OIL 78,002 5 ,100 74,242 6 3 ,616 ,569 532,eoi 4 ,160 ,993

PRUDHO E O IL 10 .968,778 37 ,458 .455 759,726,871 6 9? 10 ,709 .487 ,609 7 ,351 ,952 .168 48 ,447 .026 ,751

PRUDHO E U ND EF IN ED  W 0 1 ,112 .346 0

PT MCINT YRE O IL 1,080,338 *',154,4 57 5 .642 .237 47 377 ,152 ,322 331 .J31 .073 644 ,406 .875

UGNU U ND EF IN ED  W TR S 0 579 ,448 0 1 0 1 ,626 ,294 0

W  BEACH O IL 3 .360 ,694 137,174 20 .011 ,808

W  BEACH TERT IARY  UNO 0 5 ,432 ,157 0



S u m m a r y  b y  P o o l :  O i l  P r o d u c t i o n  J a n u a r y ,  2 0 0 5

CHI F ie ld s C r u d e  O i l W a te r G a s P r o d u c in g C u m . C ru d e  O i l C u m . W a t e r C u m . G a s

P o o l N a m e (B B L ) (B B L ) (M C F ) C o m p le t io n s (B B L ) (B B L ) (M C F )

F ie ld  Total 14 .012 .960 45 ,278 ,788 273 ,696 ,350 823 11 .373 .463 .446 7 .816 ,432 ,838 50 ,760 ,384 ,716

R ED O UB T  SHOAL

U N D EF IN ED  OIL 23 ,784 27 ,623 5,827 4 1 ,543 ,066 1 ,426 .867 377 ,815

F ie ld  Total 23 ,784 27 ,623 5,827 4 1 ,543 ,066 1 ,426 ,867 377 ,815

S W A N S O N  R IVER

HEM LO C K  O IL 17 .412 176,065 115 .147 20 226 ,637 ,369 117 .735 .483 2 .858 .679 .556

U ND EF IN ED  O IL 61 ,239 4 .170 323 .888

F la  Id Total 17 .412 176.065 115.147 20 228 ,688 .608 117 .739 .65? 2 ,859 ,003 .444

T R A D IN G  BAY

G-NE/HEMLOCK-NE OIL 23 ,630 ,100 30 ,468 .431 6 .484 .662

H EM LO C K  O IL 9,361 41 .927 8 .937 5 14 ,110 ,459 8 ,826 ,199 14.023,656

M .K EN A I UNALI.O CAT  ZO 0 0 1,193,899

M IDDLE  K EN A I B O IL 7,532 3 .012 1,185 4 4 .010 ,431 821 ,270 3 .384 .887

M ID D LE  KENAJ C O IL 6 .228 39 .295 1,979 3 20 ,660 ,073 29 ,957 ,340 14 .355.525

M ID D LE  KENAJ D O IL 11,287 48 ,123 3 .975 6 29 ,269 ,147 24 ,250 ,381 24 ,021,231

M ID D LE  KENAJ E O IL 4 ,506 4 .694 2 .050 2 8 ,283 ,655 3 ,898 ,952 6 ,706,771

U N D EF IN ED  O IL 1,953 3 ,538 1,673 1 1,391,661 933 ,776 649,941

W  FO RELAND  O IL 61 ,120 9,611 28 .517

F ie ld  Tota l 40 .8T7 140.789 19.799 21 101 ,416 ,646 99 .165 .960 71 ,449 ,089

W  M C AR THU R  R IV

W  M CARTHUR R IV  OIL 47 ,995 82 .524 13.610 3 10 ,535 .718 10 ,776 .257 2 .502 .027

F ie ld  Total 47 ,995 82 ,524 13 ,610 3 10 .535 .710 10 ,776 ,257 2 ,502 ,027

T o ta l F ie ld s 28 .461 ,152 79 ,114 ,353 313 ,862 ,123 1,787 15 ,624 ,590 ,543 12 ,777 .533 .316 59 ,093 ,439 ,179

D a l ly  A v e r a g e 918 ,102 2 ,552  076 10 ,124 ,585

Condensate Total 
Condensate YTD Total

3,321,094
958 ,974 ,595

‘Condensate Totals apply to Crude Oil and Cum. Crude Oil totals 
(or Prudhoe OH Pool, Prudhoe Bay Oil Field only.



S u m m a r y  b y  P o o l :  G a s  P r o d u c t i o n  J a n u a r y ,  2 0 0 5
G a s  F ie ld s C o n d e n s a te W a te r G a s P ro d u c in g C u m . C o n d e n s a te C u m . W a te r C u m . G as

P o o l N a m e (B B L ) (BBL/ (M C F ) C o m p le t io n s (B B L ) (B B L ) (M C F )

ALBERT KALOA

UNDEF INED  GAS 0 43 133,776 1 0 112 691.630

F ie ld  Total 0 133,776 1 0 112 691,630
BARR O W

EAST B A RR O W  GAS 0 0 7.445 1 0 1.694 6,uo9,262
SOUTH B A RR O W  GAS 0 0 3.146 1 0 1.040 22.485.647

F ie ld T ou t 0 0 10.591 2 0 2.734 30.574,909
B E A V E R C R E E K

BELUGA GAS 0 1,425 330.786 3 0 261,770 47,652.012
STER UNO  GAS 0 527,883 125,934,574
TYONEK UNDEF GAS 0 29 17,016 1 0 5,980 5.226,464

F ie ld  Total 0 1.454 347,802 4 0 795,433 178.813,050
BELUGA RIVER

UNDEF INED  GAS 0 621 5,152.9/4 14 0 32,223 909,933.184

F ie ld  Total 0 621 5,152,974 14 0 32.223 909.933,184

BIRCH HILL

UNDEFINED  GAS 0 0 65.331

F ie ld  Total 0 0 65.331

OEEP C REEK

TYO NEK  UNDEF GAS 0 1,599 418,669 5 0 2894 717,627

F ie ld  Total 0 1,599 418.689 5 0 2.694 717,627

GRANITE PT

UNDEF INED  GAS 0 0 844,378

F ie ld  Total 0 0 844.378

IVAN R IVER

UNDEF INED  GAS 0 15 157.203 3 0 12,500 75,876.032

Fla Id Total 0 15 157.203 3 0 12 500 75.876.032

KENA I

BELUGA UNDEFINED  GA 0 0 120

STERLING  3 GAS 0 16 16 658 1 0 134,866 330,239.564

STERLING  4 GAS 0 312 304.487 6 0 150,725 447.381.881

STERLING  5.1 GAS 0 154,689 484.679.341

STERLING 5.2 GAS 0 12,700 44,031.635

STERLING 6 GAS 0 1,365 781,214 11 0 109,238 518.441,251

TYONEK GAS 0 21 92.267 1 8.994 72,508 184,644,174

UPPER TYONEK BELUGA 0 7,600 1.311.467 17 2,879 455,576 262.825,758

F ie ld  Total 0 9,314 2.506.093 36 11.073 1.090.302 2.272.243.724



S u m m a r y  b y  P o o l :  G a s  P r o d u c t i o n  J a n u a r y ,  2 0 0 5

G m  F ie ld s C o n d e n s a t e W a te r G a s P r o d u c in g C u m . C o n d e n s a t e C u m . W a t e r C u m . G a s

P o o l N a m e (B B L ) (B B L ) (M C F ) C o m p le t io n s (B B L ) (B B L ) (M C F )_____

KENAJ C .L .U .

B ELU G A  GAS 0 18.519 836 ,905 3 104 321 ,574 44 .999 ,503

STER L ING  U ND EF IN ED  G 0 102 273 ,624 1 0 664 13 ,128 ,160

T YO N EK  D GAS 0 9 .410 1,399 ,385

UPPER T YO N EK  GAS 0 1.356 294 .905 2 394 44 .167 66 .288 .405

F ie ld  Total 0 19.977 1,405 ,434 6 498 375 .815 125.615 ,453

LE W IS  R IV ER

U N D EF IN ED  G A S 0 0 43 ,311 1 0 1,895 11 ,294 ,940

F ie ld  Total 0 0 43 .311 1 0 1,895 11 .294.940

LONE C R E EK

U ND EF IN ED  GAS 0 0 139,197 1 0 22 2 ,933 ,720

F ie ld  Tota l 0 0 139,197 1 0 22 2 .933 ,720

M CARTHUR R IV ER

M IDDLE KENA1 GAS 0 1.370 3 047 .853 15 0 364 ,360 1 .002 .345 ,354

F ie ld  T o U l 0 1,370 3 ,047 ,853 15 0 364 .360 1 ,002 ,345 ,354

MIDDi. E G R O UN D  SHO AL

UNO EFINEO  GAS 0 131 16,383,183

F ie ld  T o U l 0 131 16 ,383,183

M O Q U A W K IE

U NO EFINEO  GAS 0 179 142 ,585 1 0 526 1.895 ,536

F ie ld  Total 0 179 142 .585 1 0 526 1 ,895.536

N ICOLA I C R E EK

U N D EF IN ED  GAS 0 0 508 1 0 32,201 3 .189 .859

F ie ld  T oU l 0 0 508 1 0 32.201 3 ,189 ,859

N IN ILC H IK

FC T YO N EK  U N D E F M E D 0 401 386 .289 3 0 7.276 6 .365 ,354

GO  T YO N EK  U N D EF IN ED 0 46 197 ,485 2 0 2 ,127 5 ,659 .489

PAX TYO N EK  UN DEF INE 0 0 7 ,428 1 0 0 7.428

SD T YO N EK  UNO EFINEO 0 260 300 ,320 1 0 12,381 4 .296 ,789

F ie ld  T o u l 0 707 899 .522 7 0 21 ,784 16 .329 ,060

NO RTH  COOK INLET

TERT IARY GAS 0 4 .063 4 ,055 ,470 12 0 596 ,309 1 .666 .420 .955

F ie ld  Total 0 4 ,063 4 .055 .470 12 0 596 .309 1 666 ,420 ,955

NO RTH  FORK

U ND EF IN ED  GAS 0 0 104.695

F ie ld  Total 0 0 104.595

P irN E ER
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R e c o r d  O i l  P r ic e s  S p u r  E x x o n  M o b i l P r o f i t

By REUTERS 

Filed at 2:11 p.m. ET

NEW YORK (Reuters) - Exxon Mobil Corp. (XOM.N), the world s largest publicly traded oil company, on Monday- 
posted the biggest quarterly profit ever for a U.S. company -  $8.42 billion — driven by high crude oil and natural gas 

prices.

The blockbuster results easily topped Wall Street forecasts, capping an exceptional year for the Irving, Texas, behemoth. 
Exxon's revenue in 2004 was more than $298 billion, surpassing the gross domestic product of countries such as Austria 
and Indonesia.

Surging demand from fast-growing Asian giants India and China, cojpled with fears of a disruption in supplies from 
countries such as Russia, Iraq and Nigeria, kept oil prices surging for much of last year. Crude prices topped $55 a barrel 
in late October.

Exxon's fourth-quarter profit was equal to $1.30 a share, up from $1.01 a share, or $6.65 billion, a year earlier. Analysts' 
average forecast was $1.05, according to Reuters Estimates.

"They're managing their business tike a Swiss watch," said Oppenhcimcr &  Co. analyst f adcl Gheit.

Revenue jumped to $83.36 billion from $65.95 billion a year earlier.

The results did not produce a surge in Exxon shares One analyst said Wall Street has come to expect extraordinary 
results from the oil giant. Also the shares have been climbing for much of the past year and were already near a 52-wcck 
high.

STRENGTH ACROSS THE BOARD

All three major business lines at Exxon pu'ted a sharp nse in eamings.

The nse in prices drove eamings at its exploration and production unit to $4.89 billion, up from $3.27 billion a year 
earlier. Profit from refining and marketing operations tnpled, to $2.34 billion from $736 million a year earlier, on strong 
refining margins.

Healthy worldwide demand pushed up eamings at its chemicals business to $1.25 billion from $476 million.

"This is a particularly impressive set of results given that every segment outperformed expectations." Credit Suisse First 
Boston analysts said in a research note.

Capital spending fell slightly, to $4.23 billion from $4.36 billion a year earlier.

Oil and gas production fell 2 percent in the quarter, hurt by divestments and the impact of higher prices on production- 
sharing agreements. Excluding the those items, production rose by 1 percent.

Htp://www.nytimes.com/reuters/business/busincss-energv-exxon-eams htmPnrrf=lr>om,&nqfT(M.-i,,t„H-r>-- i n i
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Most major oil companies have been struggling with sluggish or declining production, faced with maturing oilfields in 
regions like the U.S. Gulf of Mexico and lack of access to regions that house some of the world's largest reserves.

An Exxon executive said on a conference call the company was not among the winners when Libya on Saturday 
awarded its first exploration contracts to U.S. companies in 18 years. U.S. oil majors are eager to reenter Libya after 
U.S. sanctions were eased last year.

ChevronTexaco Corp. (CVX.N), the No. 2 U.S. oil company, bid successfully on one onshore block in Libya. 
ChevronTexaco on Friday reported that quarterly profit nearly doubled, also on the back of record oil and gas prices.

Exxon shares were up 38 cents, or less than 1 percent, to $51.65 in afternoon trading on the New York Stock Exchange.
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Announcement Qf Rgfcix
The Legislative Budget and Audit Committee sought and received permission to release 
information on Alaska’s relative global ranking in three general areas:

1. Costs—both capital and operating
2. Government Take
3. Profitability

Study
Wood Mackenzie is a consulting firm headquartered in Edinburgh, Scotland that has been 
providing commercial analysis and strategic advice to the world’s leading energy 
companies for 30 years. They have covered upstream oil and gas, oil refining and 
marketing, gas and power.

Global Oil and Gas—Risks and Rewards (GOGRR) was first published in 2002 and 
considered data from 1991 to 2000. It had two main objectives:

o To measure and rank the relative attractiveness of 60 areas (in 50 countries) for 
exploration

o To measure the relative attractiveness of the same areas for acquisitions of interest 
in existing commercial upstream oil and gas developments.

The 2004 study focuses on the period 1994 to 2003, adding more depth to some of the 
key areas.

Methodology Concerns
The Legislative Budget and Audit Committee has retained the services of Chuck 
Logsdon, former chief petroleum economist for the State of Alaska, to perform a review 
and evaluation of the study. The review will:

o Evaluate the cost assumptions for their appropriateness for Alaska; 
o Evaluate the cost assumptions for any systematic bias for or against exploration 

and development economics in Alaska; 
o Verify the accuracy of the modeling of the Alaska fiscal system;
o Establish whether the assumed field sizes, transportation, and location logistics

are appropriate;
o Identify the effect that varying the cost assumptions would have on Alaska’s 

competitive ranking; 
o Review the appropriateness of the low, mid and high price projections; 
o Identify other regions that might be appropriate to be included in a comparative 

analysis;
o Review the study for discussions of other intangible risk factors that might be 

more favorable in Alaska, including, but not limited to, physical security and 
political stability;



W OOD M ACKENZIE
G L O B A L  O I L  A N D  G A S  —  R IS K S  A N D  R E W A R D S  2004

Alaska’s l o t t o  - Before Government Take

Capital Costs Operating Costs Total Costs
Alaska’s Ranking 45/58 56/58 52/58
Alaska’s Cost $3.75 $6.20 $9.94
Global Average Cost $2.55 $3.34 $5.89

Fuli C vcle Government Take

Full Cycle Gov’t Take (% Of Pre-Take Net Cash Flow, Undiscounted)

Low Price ($16) Base Price ($22) High Price ($35)
Alaska’s Ranking 33/54 24/54 .9/55
Take on AK Production 71.70% 63.63% 58.40%
Global Ave. Take 70.86% 70.26% 73.34%

Full Cycle Gov’t Take (% Of Pre-1 ake NPV @10%)

Low Price ($ 16) Base Price ($22) High Price ($35)
Alaska’s Ranking 22/47 16/49 17/53
Take on AK Production 82.17% 72.09% 64.56%
Global Ave. Take 81.05% 74.16% 71.91%

Wood Mackenzie has authorized the pub lic  disc losure 
o f the information contained on th is  page.



W O O D  M A C K E N Z IE
G L O B A L  O I L  A N D  G A S  —  R IS K S  A N D  R E W A R D S  2 0 0 4

Alaska’s Profitability -  FuU Cycle, Post GovtrBmgqt Take

Rate of Return (IRR -  Nominal)

Low Price ($16) Base Price ($22) High Price ($35)
Alaska's Ranking 15/49 14/52 14/53
Alaska’s IRR 18.09% 23.57% 29.11%
Global Average IRR 15.20% 18.94% 23.07%

Net Present Value (NPV @10% in S/Bbl of Oil Equivalent)

Low Price ($16) Base Price ($22) High Price ($35)
Alaska’s Ranking 17/58 11/58 8/58
Alaska’s NPV $0.90 $2.14 $4.43
Global Average NPV $0.65 $1.33 >2.35

Value Creation Ratio

Low Price ($16) Base Price ($22) High Price ($35)
Alaska’s Ranking 22/66 22166 19/66
Alaska’s VCR 1.98 3.33 5.82
Global Ave. VCR 1.90 2.84 4.26

Wood Mackenzie haa authorized the p u b lic  d isc losu re  
o f the in fo rm ation  contained on th ie  page.



Address by the H onorable W alter J. Hickel 

The W oodrow W ilson Center, W ashington. DC

Beyond U nbrid led  C ap ita lism  and  F ailed  C om m unism

It’s a real pleasure to be back at the W oodrow W ilson Center and at this podium 

Thank you D irector Hamilton and Secretary Babbitt.

I t 's  a special jo y  for me to have my long-tim e friend Senator Patrick M oynihan, a scholar in this 
Center, in attendance.

I respect the work that this C enter does, and look forward t„ working with you on A rctic issues ... 

.. especially in connection with your involvement in the new Russie 

W oodrow W ilson was one o f  our most progressive and visionary presiden ts....

..w hose passion to bring fairness and balance into our econom ic system ...

...w as second only to Teddy Roosevelt.

What prom pts me to be here today relates to that passion.

I have written a book that I consider to be a guidebook for leadership ...

...and  a roadm ap for those parts o f  the w orld ...

... that are struggling with how to m ove towards democracy.

M ostly, my concern is for A laska 's neighbors to the W est...the R ussians...and  the billion and a 
half Chinese.

Both o f  those great nations tried unbridled Capitalism. And it failed.

Neither had a Teddy Roosevelt or a W oodrow W ilson to balance the pow er o f  those who would 
monopolize the system .

Both had revolutions....R ussia in 1917...and China in 1949.

Both adopted Com m unism  A nd it failed, too.

Now they are looking for som ething new ...som ething that will not fail.

They are looking towards dem ocracy, but they w on’t return to unbridled Capitalism , any more 
than they will return to failed Com munism.

I believe there is as third way.

May 22, 2002



I also wrote this book for those countries elsewhere in the world that have been unable to win the 
war against poverty, the breeding ground of tcnorism.

These are delicate and dangerous days in the world. And I hope this book can help.

Last i.»onth one of Alaska’s newspapers called this book "A textbook for every Alaskan, every 
American, every world citizen. It lifts the spirit and gives hope to all ages."

I began this project in September of 1990 when I had breakfast in Anchorage with the late 
Terrence Armstrong of the Scott Polar Research Institute of Cambridge University.

He invited me to deliver a scries of lectures at Cambridge that would be the core of a book.

Instead, I soon found myself re-elected governor of Alaska and back in Juneau, our state capital.

Then, in 1997, after leaving the governorship, I accepted that invitation to Cambridge University.

“We will help you.”

Those discussions ct vineed me that the world could use a book that was about Alaska. ...but was 
bigger than Alaska.

A book that explained...not just in theory, but in practice....how to manage commonly owned 
lands and resources....for the benefit of the people.

This is an everyday challenge in the Arctic....but somewhat foreign to those here in the South 49 
and Western Europe.

So we went to work.

I call it "Crisis in the Commons: die Alaska Solution" —so let me begin by defining "the 
commons."

We, the people of the w orld, own most of this planet in common.

The oceans are ALL commons. They arc not privately owned. No one will ever homestead in the 
ocean.

Alaska is 90 per cent commons.

It's commonly owned....one third by the people of Alaska and two thirds by all Americans.

Russia and China are nearly 100 per cent commons.

Canada is roughly 80 per cent. Australia is 85. And so on.

Including the oceans, nearly 90 percent of the earth’s surface is owned in common or not owned 
at all.

It fascinates me that the human race lives in a World Commons and is not aware of it



Few world leaders are thinking about how we should carc for and use the commons...

...for the benefit of the total.

Especially fcr the benefit of the l.cal population...rather than for a political leader, a ruling 
family, an orgarch, or a group of multi-national corporations.

And that’s what this book is about.

It is a' ou: a growing crisis...and a solution to that crisis.

It’s 1 1 isis because the commons is easily exploited.

Wc in Alaska know all about exploitation.

Alaska was terribly exploited in territorial days.

And Jiere are two kinds of exploiters.

Th sc who come, take and leave nothing.

And i^osc who lock up and do nothing.

The canned salmon interests and the Alaska Steamship Company, both based in Seattle, and the 
Alaska Mining Syndicate were examples of those who monopolized and exploited us.

They used their political influence to control key committees in Congress to pass laws to protect 
their i tie rests.

And for years they successfully opposed our efforts to become a state.

Finally, jr 1959, wc won statehood, winning control of nearly a third of our land and a third of 
our assets.

In our Statehood Compact with the federal government...which included an innovative State 
Constitution...

...we kept the csource wealth in public hands...

...but wc namessed the free enterprise system to develop our wealth...

..all in the framework of a cons‘;tutiona! democracy.

That's a unique combination...

...public ownership, private development, a democratic government.

We started as poor people on rich land...

.... and, using this formula, we've become a success...



But we had to face the so-called "Tragedy of the Commons."

Commercial fishing is a classic example.

The tragedy comes when each fisherman races all others to catch the Iasi fish.

The result of this Wild West approach...that we used to call "enlightened self interest"....is that 
our God-givc resources will eventually be c itcrmina

A 1| in the name of freedom!

Alaska saw this problem before the rest of the nation.

I helped fight for the 200-mile limit - the Magnuson-Stcvem Act of 1976 -  a great achievement 
of the late senator Wamen Magnuson and Alaska’s senior senator Ted Stevens.

This law helps protect the offshore commons.

And in the early 1990s, we established Community Development Quotas and Individual Fishing 
Quotas in the North Pacific.

Last September, national environmentalists and fisheries experts praised these programs as 
models for the nation...

...using the wealth of the commons....in ways that respect the environment...and protect the 
resource.

That is "the Alaska Solution."

Our generation didn’t invent these ideas.

They are much older than we are. (Even older .’’an I am!!)

It was Alaska’s Native peoples.

The philosophy for successful living in the North was bom when the first councils of elders sat 
down to solve problems of using and caring for the living resources upon which they depended,

They put the community first. They cared about the total.

When they caught a whale...it wasn’t MY whale." It was OUR whale.

That was ihe natural way to survive on this harsh land.

Teddy Roosevelt took the next step in governing the commons.

Not only did this man, a blue blood of conservative heritage, save the free enterprise system by 
confronting and busting the great monopolies of his time....

 while protecting the beauty and the glory or our lands and sea:.



He added enormously to the national forests, fostered great irrigation projects, and reserved lands 
for public use.

And he did something that would eventually affect Alaska more profoundly than any other state

He separated the federal lands of America from the energy resources beneath them

After his death and the Teapot Dome Scandal, his approach became law with the passage of the 
Mineral Leasing Act of 1920.

Signed by, who else but, President Wilson.

This law required that the revenues from energy resources on the federal commons shall forever 
remain with the government.

That’s why I made it my personal crusade -  as a 30-ycar old carpenter and builder -  to fight for 
Alaska to have a sufficient land entitlement.

When the Alaska Statehood Act was written, it included 103 million acres for Alaska, and the 
identical terms of the Mineral Leasing Act.

The revenues from Alaska’s subsurface energy resources were specifically designated to the new 
state.

Senator Taft and other leading senators understood that our population was too small. We 
couldn’t build a state on taxes alone.

These resources were to be the engine to build our roads and public buildings, our state university 
and school systems...to fund our judiciary, our law enforcement,

...and to establish an economy that would free us from dependence on Outside interests.

Wc became the first Owner State.

As I describe in some detail in this boo*, Jwner State is an unusual combination of public and 
private, and it requires true leadership.

Public lands are easily exploited if politicians are afraid to stand up to special interests.

And their resources are left untouched and untapped, if politicians are afraid of controversy 

Our Owner State has prospered because of the oil found at the North Slope.

Instead of running out, Alaska’s energy resources have only just begun to help our nation.

And energy is the key to our freedom as a nation.

....he also had a vision for the West.



I see Alaska today as a diamond, a brilliant star, a state with an outstanding quality of life, a 
glorious natural environment, and an economy with enormous potential.

What if the same could be said of Russia am ;ic other great commons areas of the world?

What if the same could be said of Africa?

I have visited Africa many times where my son, Jack, served as a doctor and medical missionary.

Wherever I ha.e visited on that continent. I have seen poor people living on rich land.

And I have come to believe that there is no legitimate reason for poverty.

The Alaskan solution could dramatically assist those parts of Africa that are ready to try a new 
approach...

...neither classical capitalism, nor socialism.

But something new coming out of the North.

A few days ago 1 received a letter from Maurice Strong, the Canadian who served as the
Secretary General of the Earth Summit in 1992 the largest gathering of Heads of State in the
history of the world.

I hat' uie honor of speaking at that event at Strong’s invitation.

In his letter, he wrote that the world commons "is shaping up to be one of the world's major 
challenges in this new century...

... one which is fraught with a great potential for conflict as well as an imperative for 
cooperation..."

So, the message of this book...and the challenge I want to urge you to think about ...is the great 
opportunity before us.

In the Arctic, wc have vast untapped resources.

ANWR is a perfect example.

■Vhen I look at America today, I ask myself where are today's pioneers? Where are the 
Roosevelts and the Wilsons?

Where is the courage and the guts and the vision?

I dream of a tunnel under the Bering Sea connecting Alasxa to Russia.

I’ve talked for years about a railroad around the world, and this is the missing link.

We have vast supplies of fresh water in the North. It’s time to build a transportation system to 
move that commodity...soon to be more valuable than oil...to help the parched and thirsty parts 
of the world.



To mpke such projects happen in the commons, government must take the lead.

Let’s junk the idea that all government is the enemy.

Government in the commons has got to spend money to build a culture!

Our approach can be a model for the nations of the commons where poverty has become un 
endless cycle.

And make no mistake, "The War on Terrorism'' will be a nevcr-cn '̂ng conflict unless we strike at 
its roots.

Those roots are complex, but they arc fundamentally economic.

Learning to care for and use the commons responsibly for the benefit of the total -  people, 
people’s needs, and nature...that is "The Alaska Solution."

In a time of darkness worldwide, there is a light in the North.

And, in case you arc wondering, I plan to be around for another 30 years to help make it happen! 

Let’s do it together.

Thank you.
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Constitution
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Article IX

Another important but familiar constitutional provision o f Article IX is Section 12, which directs the 
governor to prepare an executive budget This is a major executive responsibility that is not contained 
in Article HI

Two amendments to Article IX seek to curtail annual spending In the summer o f 1981, Governor 
Hammond called a special session o f the legislature to consider a constitutional amendment to limit 
annual appropriations. A proposal was adopted, and it was ratified by the voters at the general 
election in the tall o f 1982 as Section 16 o f this article The measure called for the voters to 
reconsider the section four years later, and it was upheld by a large margin at the general election o f 
1986. Section 16 has never effectively limited appropriations b cause the fiscal base was set 
comparatively high, there arc numerous exceptions to the limit, and revenues available for 
appropriation have fallen short o f what was forecast at the time the amendment was adopted

Despite the failure o f the appropriation limit, or perhaps because o f it, interest continued in a 
mandatory device to curtail spending in the short term m order to set aside money to mitigate future 
fiscal crises foreseen from erratic oil prices and from declining production on the North Slope. In 
1986, the legislature created in stature a budget reserve fund (AS 37 05.540) In 1990, the legislature 
adopted a constitutional budget reserve fund that was ratified by the voters at the general election the 
same year. The measure, Section 17 o f this article, requires all income denved from the termination 
(by settlement or litigation) o f disputes with oil companies over back taxes and royalties to be 
deposited to the fund

Conv ention delegates surely gave little thought to the notion o f a spending limit in the winter o f 1956, 
in view o f the lugubnous fiscal prospects .'or the new state, the delegates' determination to draft a 
concise constitution, and their confidence that a citizen legislature would act responsibly.

Section 1. Taxing Power

The power of taxation shall never be surrendered. This power shall not be 
suspended or contracted away, except as provided in this article.

Legislatures frequently grant tax exemptions and other tax-related inducements to corporations to 
locate within the state. Courts have found that in some circumstances this special tax treatment 
amounts to a contractual relationship with the corporation that future legislatures may not abrogate. 
Consequently, the constitutions o f many states provide that “ the power to tax shall not be surrendered, 
suspended, or contracted away,”  to clarify that tax exemptions granted by the general laws o f the 
legislature do not create contractual obligations. The Model State Constitution recommended such a 
provision (it was dropped in later editions) Presumably, the delegates adopted this version o f the 
prohibition to emphasize that the state could legally grant tax exemptions under general law for public 
purposes, such as inducement for industrial development (see Section 4). The committee commentary



Finance and Taxation

that accompanied the draft o f this section said the following: "The power to tax is never to be 
surrendered, but under terms that may be established by the legislature, it may be suspended or 
temporarily contracted away. This could include industnal incentives, for example ”

According to Article X, Section 2, the state can delegate its power to tax only to local government

Section 2. Nondiscrimination

The lands and other property belonging to citizens of the United States residing 
without the State shall never be taxed at a higher rate than the lands and other 
property belonging to the residents of the State.

The "equal protection" clauses o f the Alaska Constitution (Article I, Section 1) and the U.S 
Constitution (Fourteentn Amendment) both stand in the way o f the state or a local government taxing 
property at different rates strictly on the basis o f where the owner lives Technically, therefore, this 
section is unnecessary. Symbolically, however, its inclusion was important to reassure nonresident 
commercial interests (who tended to oppose statehood) that their property would not be singled out 
for tax purposes A similar provision was included for the same reason in the Territorial Organic Act 
o f 1912: . .  nor shall the lands or other property of nonresidents be taxed higher than the lands or
other property o f residents." Provisions o f this kind are found in other constitutions o f western states 
(see, for example, Article XXII o f the South Dakota Constitution, a similar provision was deleted 
from the Hawaii Constitution by the convention in 1968).

Section 3. Assessment Standards

Standards for appraisal of all property assessed by the State or its political 
suodivisions shall be prescribed by law.

Many state constitutions require taxes to be “ur ftjrm and equal.”  Section 9 o f the Territorial Organic 
Act o f 1912 contained a uniformity clause “ . . all taxes shall be uniform upon the same class o f 
subjects and shall be levied and collected under general laws, and the assessments shall be according 
to the actual value thereof" However, these provisions at times complicated the fiscal life o f states 
when courts interpreted them h prohibit graduated income taxes, tax exemptions and other 
reasonable differences in the treatment o f various tax resources. Because o f the potential for these 
problems, Alaska's constitutional convention delegates decided against a uniform and equal clause. 
However, they included this language to accomplish a measure o f statewide uniformity in local 
property’ taxation by requiring the legislature to establish a common set o f standards for appraising 
property’.
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S e n a t o r  H o l l i s  F r e n  h

Capitol Room 504 
465-3892 
465-6595 fax

M E M O R A N D U M

Date: February 16, 2005

To : Senator Tom Wagoner, Chair
Senate Resources Cor

F rom : Senator Hollis French

RE: Request for Hearing on SB 50 -  “ Alaska Fair Share B ill"

Per our discussion earlier today, this is an official request that you schedule a Resources 
Committee hearing on SB 50 -  “ Alaska Fair Share B ill"  at the earliest possible time.

I have attached a copy o f the bill, a sponsor statement, and a sectional analysis for your 
information. Additional materials will be made available to the committee aide prior to the 
hearing.

A ttach m en ts



A l a s k a  S t a t e  L e g i s l a t u r e

S e n a t o r  H o l l i s  F r e n c h

Spon so r S ta tem kn t 

SB 50- Alaska Fair Share I II

U nde r the A la sk a  C on s titu tion , the State is cha rged  w ith  en su ring  that o u r natura l 
resou rces are used “ f o r  the m ax im um  bene fit o f  the peop le .* ’ In te rm s o f  d o lla r  
v a lu e , o i l is ind ispu tab ly  o u r m ost va lu ab le  natu ra l re sou rce . It is im pe ra tive , 
th e re fo re , that state g ove rnm en t ensure that A la sk an s  rece ive  a fa ir  share o f  the 
revenue fro m  th is p ub lic  resou rce . It is a lso  im po rtan t that a fa ir  share o f  the 
resou rce  be p ro ' tied to  the com pan ie s that have con trac ted  w ith  the State to 
p roduce and se ll A la s k a 's  o i l.

T he  p roduction  tax, som etim es c a lle d  a severance tax . is a m a jo r  part o f  the S ta te ’ s 
o i l and gas tax structu re . T he  p roduc tion  tax. lik e  m ost taxes , is ca lcu la ted  by 
using a com p lica ted  fo rm u la . In  g ene ra l, the tax rate is set at 15 percent o f  the net 
p roduction  va lu e . U n fo rtu n a te ly , h ow eve r, few  p rodu ce rs  a re requ ired  to pay the 
fu ll 15 percent, and revenue from  the p roduction  tax  is dec reasing  eve ry  year.

P roduce rs  a re requ ired  to o n ly  pay a po rtion  o f  the p rodu c tion  tax because o f  the 
E L F  (E c o n om ic  L im it F a c to r). U n d e r the E L F  fo rm u la , sm a lle r  fie ld s  are p a rtia lly  
o r  w h o lly  exem pt from  the p roduction  tax, and la rg e r  fie ld s  see th e ir p roduction  
tax rate d rop  ev e ry  yea r. O f  the tw enty p roduc ing  fie ld s  on the N orth  S lo p e , 
tw e lv e  pay no p roduc tion  tax at a ll. S eve ra l o f  the la rg e r fie ld s  -  inc lud ing  
K u pa ru k , w h ich  is p roduc in g  o v e r  I ()(),()()() b a rre ls  o f  o i l p e r d ay  — pay less than 3 
percent in p roduc tion  tax. E leven  o f  the last fou rte en  N orth  S lo p e  o i lf ie ld s  that 
have com e in to p roduction  since 1989 pay no p rodu c tion  tax. o r  a lm ost none (le ss 
than 1 r/c ).

T ha t exem p tion  app lie s  w hether o i l is at $ 10 /b a rre l, and p ro fit  m arg in s are low , o r  
at $ 3 0 , $ 4 0 , o r  $ 5 0 /b a r re l, when co rp o ra te  p ro fit  m a rg in s  b a llo o n . At $ 2 0 /b a rre l, 
p ro fit  m arg in s are high enough  that B P  announced  la st y e a r it w ou ld  use excess
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p ro fits  at that p rice , and ab ove , to send increased  d iv id end s  to  sh a reh o ld e rs  and to  
engage in a  c o rp o ra te  s tock buy -b ack  p rog ram .

T he  A la sk a  F a ir  S ha re  b i l l w ill m ake tw o  ad ju stm en ts  to the state 's p roduc tion  tax 
on  o i l.  I he firs t ad ju stm en t is s im p le : it w ou ld  req u ire  a ll p roduc ing  fie ld s  it) pay 
a m in im um  5 percen t p roduc tion  tax. T h is  p ro v is io n  a lo n e  w ou ld  ra ise $ 7 5  m illio n  
in state revenue at an o i l p rice  o f  $ 2 2  per b a rre l.

T h e  second ad ju stm en t is m ore  substan tive . It w ou ld  tie the p roduc tion  tax rate to 
the p rice o f  o i l .  T h e  b ill sets a n o rm a l’ p rice range o f  $ 1 6  to $ 2 0  pe r b a rre l.
W ith in  that range , n o  ad justm en t w ou ld  be m ade to  the p roduc tion  tax rate. 
H ow eve r, o u ts id e  that range , the b ill w ou ld  a l lo w  the p rodu c tion  tax rate to go up 
as p rices g o  up and , to be fa ir , to g o  dow n as o i l p ric e s  g o  d ow n .

I f  n o  ad ju stm en ts to the p roduction  tax structu re a re  m ade, the S ta te ’ s return from  
this tax w ill d im in ish  rap id ly  o v e r  tim e. F o r  e x am p le , in 2 0 0 3 ,  the S ta te earned 
$ 5 9 9  m illio n  in p roduc tion  taxes. L o o k in g  ahead , the D epartm en t o f  R evenue  
estim ates that the S ta te ’ s p roduc tion  tax rece ip ts w i l l d ro p  to $ 1 8 0  m illio n  in 2 0 1 3 .

The cu rren t severance tax law  a lso  g ives the p rodu ce rs  an u n fa ir  share o f  the 
sta te ’ s o i l w ea lth  at average and h igh o i l p rices . A s  p rices inc rease , the state's 
re la tiv e  p ro fit share fa lls . C on v e rs e ly , state taxes a re  a rg u ab ly  too  high ai very 
low  p rices. I he im ba lan ce  in fa v o r  o f  industry  at h igh p rices  is much g rea te r than 
the im ba lan ce  in fa v o r  o f  the state at low  p rices.

T he  F a ir  Sha re  B i l l is not a s o -c a lle d  “ S h e lf  the E L F ”  p ro p o sa l, w hich  seeks to 
im pose a Hat 15 percent tax on a ll fie ld s , at a ll p rices . T h is  b i l l recogn ize s  that 
sm a lle r  and o ld e r  f ie ld s  shou ld  rece ive  som e tax r e lie f  under the E L F  . H ow eve r, it 
p ro v id e s  fo r  a m od e s tly  h ighe r p roduction  tax at h ig h e r o i l p rices , and a low e r 
p roduction  tax at low e r p rices.

P lease  jo in  me in m ak ing  a rev is ion  to o u r  p ro du c tio n  tax struc tu re . L e t ’ s be sure 
that A la s k a  gets its fa ir  share o f  o u r  m ost va lu ab le  n a tu ra l resou rce .
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SB 50 -  Alaska Fair Share Bill

A m ends d e fin it ion  sections reg a rd ing  tax r e lie f  appea ls  fi le d  
w ith the D epartm en t o f  R evenue .

5 %  m in im um  p roduction  tax in m ost cases. T h is  p ro v is io n  
seeks to  rem ove  a cu rren t e xem p tion  that lets m ost new  o il fie ld s  
pay less than 1 r/( in p roduction  taxes. W h ile  not a ll fie ld s  can 
pay A la s k a ’ s fu ll 15%  p roduc tion  tax . the state sh ou ld  at least 
set the m in im um  tax at 5%  (to  be reduced at low  p rices , see 
b e low ). U n d e r p ro v is io n s  o f  S ec tion  5 , com pan ie s can app ly  fo r  
an exem ption  from  this m in im um  tax if they can show  it is 
necessary .

T aken  together, these sections es tab lish  a m in im um  p roduc tion  
tax rate. C u rre n tly  the p roduc tion  tax is 15% . reduced by the 
E L F . In most recent cases, the E L F  has reduced  the p roduction  
tax rate to 1%  o r  less. S ec tion s 2 - 4  set a f ie ld 's  p roduction  tax 
rate at the cu rren t rate , as de te rm ined  by the E L F , but p reven t 
the E L F -ad ju s ted  p roduction  tax fro m  fa llin g  b e low  5 % , except 
in certa in c ircum stances when p rice s  fa ll b e low  $  16 /b a rre l.

Increases to p roduction  tax when o i l is above  $ 2 ()/b a rre l. 
D ecreases to p roduction  tax when o i l is between S I 6  and 
$ 10 /barre l. D e fe rra l and w a ive r o f  taxes when o i l is b e low  
S 10/ba rre l. T h is  p ro v is io n  aim s to  m ake the cu rren t tax code 
m o re  p rog re ss iv e , so  that at low  p rice s  o i l com pan ie s  are 
p ro tec ted  from  high taxes and at h igh p rices the S ta te o f  A la ska  
m ay share fa ir ly  in h igh o i l com pan y  p ro fits .
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S e c t i o n  6 :

Enhanced  tax fac to r above $ 2 0 /h a r re l. A b o v e  $ 2 ()/b a rre l, the 
severance lax rate is m u lt ip lie d  by the ave rage m on th ly  p rice o f  
o i l (W e s t C oast p ric e ) d iv id ed  by 2 0 . T hu s , at $ 2 0 /b a r re l. the 
seve rance tax is m u ltip lied  by 2 0 /2 0  -- “ I ”  — and is le ft 
unchanged . A t $ 3 0 /b a rre l, the seve rance tax is m u ltip lie d  by 
3 0 /2 0  -- “ 1 .5 ."  In that case , a fie ld  w ith  a 5 %  base p roduction  
tax  w ill pay 5% tim es 1 .5 . o r  7 .5%  . T h e  p rodu c tion  tax w ill 
n eve r exceed 2 5 % .

Reduced  tax fac to r b e low  $ 1 6 /b a rre l. B e lo w  $ 16 /b a rre l, the 
p roduc tion  tax rate is reduced  by the p rice d iv id ed  by 16. T hus , 
at $  12/barre l, the rate on a fie ld  w ith a 5%  base p roduction  tax 
w ou ld  be 12 /16  -- “ .7 5 "  -- tim es 5%  , o r  3 .7 5  % .

Reduced  taxes b e low  $1 P /b a rre l. B e low  $  10 /b a rre l, one  h a lf  o f  
a f ie ld ’ s p roduction  tax w ill be w a ived , and on e  h a lf  w ill be 
d e fe rred  until a m onth when p rices average ab ove  $  16 /barre l.

H eavy  o i l exem pted . “ H eavy  o i l " is m ore exp en s ive  to p roduce 
than n o rm a l c rude o i l. M any b e lie ve  the fu tu re  o f  o i l p roduction  
w ill re ly  la rg e ly  upon the p roduc tion  o f  h eavy  o i l.  The b ill 
exem pts heavy o i l f rom  the new enhanced tax p ro v is io n s . It 
m ay be dete rm ined  during  hearings that a m in im um  tax shou ld  
a lso  be set fo r  heavy  o i l. but that w ou ld  have to be show n by 
testim ony .

R educ tion  in ta x . P ro v id es  a p rocess fo r  com pan ie s to seek a 
reduction  in the p roduction  tax th rough  an app lic a tion  to the 
D epartm en t o f  R evenue . T h e  A la sk a  F a ir  S ha re  B i l l p rov ides 
that any enhanced taxes under the b ill m ay be w aived  i f  a 
com pany  show s that tax r e l ie f  is needed to m ake  new  o r  
con tinued  p roduction  at a fie ld  “ e c o n om ic a lly  fe a s ib le .”  T h is is 
m ode led  on  A la s k a ’ s ex isting  “ ro y a lty  r e l ie f "  law , and uses the 
same standards and p rocess.

T h is  section  p rov id es a c o n fo rm in g  am endm en t to ex is ting  law  
to inc lude new p ro v is io n s  in this b i l l.

February l(>. 2005
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Oil producers pro fit m ore  in A laska
CONFIDENTIAL STUDY: Operating costs are high, but small tax bite makes up for It.
By LARRY PERSILY 
Anchorage Daily News

(Published: February 2, 2005)

JUNEAU —  An international consulting firm says Alaska Is a more profitable place to do business than the average 
of almost 60 oil and gas producing regions it surveyed worldwide.

The analysis, however, looks only at oil and gas fields where development started between 1994 and 2003, 
producing a lim ited view of overall North Slope costs and government tax bites compared w ith other proiects 
started during tha t same period.

Legislators on Tuesday released two pages of data excerpted from the competitiveness study by Wood Mackenzie 
Ltd. The firm , based in Edinburgh, Scotland, late last year completed Its report, "Global Oil and Gas: Risks and 
Rewards 2004."

The state paid $50,000 to subscribe to the report, but Wood Mackenzie's confidentiality requirements prevent the 
Legislature from releasing the entire 2-inch-th ick document.

numbers show Alaska oil and gas projects started dun. j the 10-year period were among the costliest 
worldwide for development capital and operating expenses.

The oil and gas industry often makes the case that Alaska is an expensive place to do business because o f its 
remoteness and Arctic conditions, and the Wood Mackenzie report appears to verify that claim. I t shows Alaska 
ranked as the 52nd most expensive region out of 58 in the survey for development and operating costs.

Alaska averaged almost "(10 per barrel in those costs, compared to the worldwide average of close to $6.

But Alaska producers fare much better when it comes to paying taxes and royalties, the report said. The tota l 
government tax bite In Alaska -- federal, state and municipal taxes and royalties —  is lower than two-th irds of the 
comparison regions.

Wood Mackenzie's analysis also shows the tax and royalty take in Alaska falls as a percentage of total ntc 
revenue when oil prices rise, verifying what proponents of higher oil taxes have long argued -- that the state is 
taking a smaller share of oil revenue at high prices.

The total government take after oil company expenses over the life of the field is about 71 percent on a 
worldwide average, the report said, regardless whether the price of a barrel of oil is $16, $22 or $35. In Alaska, 
however, the government share of the net Is about 71 percent at $16 oil, 64 percent at $22 and 58 percent at 
$35, according to the survey.

3roducer return on their investment In projects between 1994 and 2003 were three percentage points higher in 
M*ska than worldwide at $16 oil and six percentage points higher at $35 oil, Wood Mackenzie reported.

'This does not surprise me," said Dan Dickinson, director of the state Tax Division. "By definition, we are a 
egressive system ," taking a smaller percentage of total revenue when prices are high.
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Gov^?%nk Murkows'd has asked lawmakers to review the state's oil tax structure, particularly to look at the 
s‘ ite 's share wher. prices are high, but he has not comm itted himself to backing any specific change in tax law. 
The state did, however, raise the tax rate adm inistrative ly on almost half of North Slope production as of 

iday.

The information released Tuesday Is lim ited and does not include all of the date- that went into ranking the 
regions. Alaska is the only state surveyed for the report, which included federal leases in the 6 If of Mexico, two 
areas of Canada, and more than 50 foreign nations.

Although the company bars subscribers from publicly releasing the full report, the Legislative Budget and Audit 
Committee negotiated for release of some of the Alaska-specific numbers, said Committee Chairman Sen. Gene 
Therriault, R-North Pole.

Legislators are required to sign confidentiality agreements to read the entire report. As of Tuesday, six had 
signed agreements.

The committee, meanwhile, has contracted with Chuck Logsdon, who retired last fall a fte r more than two decades 
as the state's chief petroleum economist, to review and verify the report and summarize its relevance for Alaska.

Logsdon's work likely will not be released to the public, Therriault said, under the same rules that govern the 
report itself.

"This could be the one glimpse under the covers the public gets," Therriau lt said o f the two pages released 
Tuesday.

“ I t 's tough to start changing policies based on these six graphs," Rep. Ralph Samuels, R-Anchorage, said o f the 
s'L •'rt summary. Samuels, vice chairman of the Legislative Budget and Audit Committee, said he wants to wait for 
i sdon's analysis before judging the state's oil and gas tax structure.

"Your best test for competitiveness Is looking out the window," said Judy Brady, executive director o f the Alaska 
Oil and Gas Association. The list o f companies willing to invest big money In North Slope projects or the 
[companies that have left the state Is . good indication of Alaska's competitive position, she said.

The association, which also subscribed to the Wood Mackenzie report, will undertake its own analysis of the 
study, Brady said.

Reporter Larry Persily can be contacted at lpersilv@adn.com or at 1-907-523-9306.

Print Page | Close Window |

C o p y r ig h t <£> 2005 The A ncho rage  Oally N ew s (w w w .a d n .c om )

ittn ://w w w .adn.com /m onev/v-orinter/storv/61 11782o-5995045c.htm l 2/9/onns

mailto:lpersilv@adn.com
http://www.adn.com
http://www.adn.com/monev/v-orinter/storv/61


Sent: MonC y, March 07,2005 3:26 PM
To: Sen Hollis French
Subject: FW: "•‘SPAM......

The article I referenced today.

O il's  R u n  Is L ik e ly  to  K e e p  F a s t  C lip
Price M ay Top $60 o r M ore 
If Supplies A rc D isrupted 
A nd Dcnnind Fails to Cool

ll> BHUSHAK BAHKKE
Sun R»i>.rttr • '  n iE  WALL StREtT JOURNAL
March 4, 20(15, Pap A3

The big oil-price spike of 2004 looks increasingly likely to get a sequel.

As oil prices approached a new high yesterday, industry analysts said they are anticipating price increases to 
more than $60 a barrel this year. Some analysts are even beginning to talk of the possibility of greater 
increases -- to $75 or $80 a barrel -- in the event of a major supply disruption, unless red-hot demand fc. 
crude cools in Asia and the U.S.

Unlike last year, when rising prices sparked protests in the U.S. and elsewhere, opposition to the increase has 
become quieter as businesses and consumers have become accustomed to more expensive oil.

Yesterday, the acting secretary general of the Organization of Petroleum Exporting Countries, Adnan Shihab- 
Eldin, acknowledged in remarks to journalists ♦‘.e possibility of prices rising to greater levels if supplies are 
disrupted, suggesting the cartel believes it has a limited ability to curb world oil prices. Talk of a renewal of last 
year's run-up in prices comes as OPEC's energy ministers prepare to meet in Iran on March 16. While they 
could raise production quotas, OPEC already is pumping close to capacity.

U.S. benchmark oil shot above the previous settlement high of $55.17 
a barrel in intraday trading on the New York Mercantile Exchange 
yesterday before retreating. Futures for April delivery settled at $53.57 
a barrel, up 52 cents, after hitting as high as $55.20. On an inflation- 
adjusted basis, oil is still well below highs of about $90 reached in the 
eady 1980s.

Like last year, growing world demand -- particularly from the U.S. and 
China - underlies much of the price increase. The continued weakness 
of the dollar also has set the stage for increases, because oil is priced 
in dollars around the globe, and a weaker dollar means less revenue 
per barrel for oil producers.

The current surge in prices also comes amid realizations by OPEC 
nations and oil traders that higher prices have had a limited impact on 
world economic growth. While costlier energy has been a significant 
drag on relatively weak economies such as Japan and Germany, 
higher prices haven't been enough to derail recoveries in the U.S.,

H ead ing  Up Aga in
Crude oil's settlement price on the continuous 
front month contract
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China and other more-vigorous areas. With the world showing signs that it can withstand higher energy 
prices, there has been little evidence lately to suggest that either oil producers or big consumers are trying to 
cap the latest run-up.

"There is no fear of high oil prices," said Phil Flynn, an analyst at Alaron Trading Corp. in Chicago. "That’s 
what scares me the most." He noted that Federal Reserve Chairman Alan Greenspan hadn't even brought up 
the issue of oil prices in Senate Budget Committee testimony on Wednesday.

Energy Secretary Samuel Bodman told a Senate panel yesterday that "the capability of any member of this 
government to influence the members of OPEC is limited." Mr. Bodman also suggested he had other 
priorities. "I have a lot on my plate," he told the Senate panel.

The current run-up still could further hurt those economically weak nations, as well as energy-sensitive 
industries such as airlines and auto makers. European Central Bank President Jean-Claude Trichet yesterday 
cited oil prices as one threat to economic growth.

The latest surge in prices was triggered by refinery shutdowns in the U.S. on Wednesday and a growing belie 
among many investors that OPEC isn’t about to increase its produciion. Stockpiles of crude oil in the U.S. 
posted another increase this week, suggesting that OPEC wouldn't see a need to boost supplies when it 
meets this month. OPEC, led by Saudi Arabia, has made clear that its supply decisions are based in large 
part on making sure that inventories levels in major consuming countries don't rise.

As industry analysts pore over demand and supply numbers, they also realize that OPEC has very limited 
ability to intervene. This vulnerability in the global supply chain became evident last year, when OPEC was 
producing at nearly maximum capacity to meet demand. With demand continuing to rise this year, analysts 
reckon OPEC once again will be tested in the spring, as the U.S. driving season begins to use up large 
volumes of gasoline and as refiners struggle to keep up with demand for gasoline, diesel, jet fuel and other 
products elsewhere.

''I would not be surprised at all if prices sp'ke past $60 [a barrel] in the third quarter, or in the next few weeks 
before the OPEC meeting," said Deborah White, an oil analyst at Societd Generate in Paris.

Ms. White said the blow to consumers could be much heavier if there is a major crude-supply outage -- which 
she defined as two million barrels a day, about what Iraq produces on a good day -- or if 500,000 barrels a 
day of refinery capacity is lost. In such scenarios, "the sky is the limit," Ms. White said. "That means spikes to 
$75, $80 a barrel."

The world currently consumes more than 84 million barrels a day of oil. Rising overall demand and seasonal 
surges are expected to lead to global consumption of nearly 88 million barrels a day in the fourth quarter this 
year, a level of demand that refineries, making a whole slate of oil products, may be hard-pressed to meet. 
OPEC currently is producing 29 million barrels of oil every day, roughly a third of world supply.

Ms. White and other analysts figure OPEC has extra pumping capacity to replace only as much as one million 
o 1.5 million barrels a day of crude supply lost elsewhere because of accidents, strikes, wars or other 
easons.

-M*y» Jackson Randall and Ana Campo) of Dow Jones Newiwires contributed to this article
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R e c o r d  O i l  P r ic e s  S p u r  E x x o n  M o b i l P r o f i t

By R E U T E R S  

Filed ut 2:11 p.m. ET

NEW YORK (Reuters) - Exxon Mobil Corp. (XOM.N), the world’s largest publicly traded oil company, on Monday 
posted the biggest quarterly profit ever for a U.S. company -- $8 42 billion -  driven by high crude oil and natural gas 
prices.

The blockbuster results easily topped Wall Street forecasts, capping an exceptional year for the Irving, Texas, behemoth. 
Exxon's revenue in 2004 was more than $298 billion, surpassing the gross domestic product o f countries such as Austria 
and Indonesia.

Surging demand from fast-growing Asian giants India and China, coupled with fears o f a disruption in supplies from 
countries such as Russia, Iraq and Nigeria, kept oil prices surging for much o f last year. Crude prices topped $55 a barrel 
in late October.

Exxon's fourth-quarter profit was equal to $1.30 a share, up from $1.01 a share, or 56.65 billion, a year earlier. Analysts' 
average forecast was $1.05, according to Reuters Estimates.

"They’re managing their business like a Swiss watch." said Oppenhcimer & Co. analyst Fadel Gheil 

Revenue jumped to $83.36 billion from $65.95 billion a year earlier.

The results did not produce a surge in Exxon shares. One analyst said Wall Street has come to expect extraordinary 
results from the oil giant. Also, the shares have been climbing for much o f the past year and were already near a 52-week 
high.

STRENGTH ACROSS THE BOARD

All three m ajor' usiness lines at Exxon posted a sharp rise in eamings.

The rise in prices drove eamings at its exploration and production unit to $4.89 billion, up from $3.27 billion a year 
earlier. Profit from refining and marketing operations tripled, to $2.34 billion from $736 million a year earlier, on strong 
refining margins,

Healthy worldwide demand pushed up eamings at its chemicals business to $1.25 billion from $476 million.

"This is a particularly impressive set o f results given that every segment outperformed expectations," Credit Suisse First 
Boston analysts said in a research note.

Capital spending fell slightly, to $4.23 billion from $4.36 billion a year earlier.

Oil and gas production fell 2 percent in the quarter, hurt by divestments and the impact of higher prices on production- 
sharing agreements. Excluding the those items, production rose by I percent.
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Most major oil companies have been struggling with sluggish or declining production, faced with maturing oilfields in 
regions like the U.S. G u lf of Mexico and lack o f access to regions that house some of the world's la gest reserves.

An Exxon executive said on a conference call the company was not among the winners when Libya on Saturday 
awarded its first exploration contracts to U.S. companies in 18 years. U.S. oil majors are eager to reenter Libya after 
U.S. sanctions were eased last year.

C hev io jllCAaeo Corp. (CVX.N ). the No. 2 U.S. oil company, bid successfully on one onshore block in Libya. 
ChevronTexaco on Friday reported that quarterly profit nearly doubled, also on the back o f record oil and gas prices.

Exxon shares were up 38 cents, or less than 1 percent, to $51.65 in afternoon trading on the Nev York Stock Exchange.
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h a v e  a n o t h e r  h a n d o u t  t h a t  I h a v e  n o t  q u i t e  c o m p l e t e d  y e t ,  

b u t  I w i l l  g e t  t o  y o u .  T h e s e  a r e  t h e  q ' e s t i o n s  t h a t  I w o u ld  

l i k e  you  t o  a n s w e r  f o r  t h e  c o m m i t t e e  a n d  w i t h  t h a t ,  I t h a n k  

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

y o u r  i n d u l g e n c e ,  o r  my i n d u l g e n c e ,  o r  a n y w a y ,  t h a n k  you  v e r y  

much f o r  y o u r  p o s i t i o n s .  I w o u l d  l i k e  t o  h a v e ,  p l e a s e ,  Mr.  

J e r r y  S e r e n a  c ome  t o  t h e  t a b l e ,  a n d  p l e a s e  s t a t e  y o u r  name 

f o r  t h e  r e c o r d ,  a n d  who y ou  r e p r e s e n t ,  a n d  c o u l d  yo u  g i v e  me 

p l e a s e  some  i d e a  a b o u t  how much t i m e  y o u  a r e  g o i n g  t o  n e e d ?

JERRY SERENA: Good  a f t e r n o o n ,  C h a i r m a n  D a v i d s o n ,  h a i r m a n  Me­

n a r d ,  m e m b e r s  o f  t h e  C o m m i t t e e  a n d  o t h e r  L e g i s l a t o r s  i n  

a t t e n d a n c e .  My n a m e ,  f o r  t h e  r e c o r d  i s  G e r a l d  S e r e n a ,  a n d  

I ' m  a t a x  l a w y e r  f o r  EXXON Company ,  U . S . A . ,  a n d  I ' m  b a s e d  i n  

A n c h o r a g e .  EXXON i s  a w o r k i n g  i n t e r e s t  o w n e r  i n  t h e  P r u d h o e  

B a y ,  K u p a r u k ,  L i s b u r n e  and  E n d i c o * - t  f i e l d s ,  a n d  we 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  o n  HB 1 18  t h i s  

a f t e r n o o n .  T o  d i g r e s s  f r o m  my p r e p a r e d  s t a t e m e n t  f o r  a 

m o m e n t ,  i t  w i l l  t a k e  me l e s s  t h a n  f i f t e e n  m i n u t e s  t o  r e a d  

t h i s  i n t o  t h e  r e c o r d .  I ' d  be p l e a s e d  t o  t r y  t o  a n s w e r  some  

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

r e c o r d ,  a n d  I w o u l d  a l s o  b e  h a p p y  t o  s h a r e  w i t h  yo u  some o f  

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

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

CHAIR:  And c o u l d  y o u  i n c l u d e  i n  t h a t  p l e a s e ,  some  o f  t h e  o t h e r

s t a t e s  a s  w e l l ?

SERENA: I ' m  n o t  s u r e  I c a n  d o  t h a t  t o d a y .  W e ' l l  s e e  how f a r  we 

g e t .

CHAIR:  T h a n k  y o u  v e r y  m u c h ,  Mr.  S e r e n a .  Woul d  yo u  p l e a s e  c o n -
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t i n u e .

SERENA: HB 118 i s  o n l y  25 l i n e s  l o n g ,  b u t  n o n e t h e l e s s  i t  wo u l d

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

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

d e v e l o p m e n t  o f  t h e  t w o  l a r g e s t  o i l  f i e l d s  i n  t h e  U n i t e d  

S t a t e s ,  w i t h o u t  a d d i n g  a n y  m e a n i n g f u l  o f f s e t t i n g  b e n e f i t  t o  

d e v e l o p m e n t  o f  o t h e r  s m a l l e r  f i e l d s  i n  A l a s k a .  I t  w o u l d  do 

t h i s  b y  r e v i s 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 ,  ELF,  u s e d  i n  

c a l c u l a t i n g  e f f e c t i v e  p r o d u c t i o n  t a x  r a t e  f o r  P r u d h o e  Bay 

a n d  K u p a r u k ,  r e s u l t i n g  i n  i m m e d i a t e  i n c r e a s e s  i n  t a x  r a t e  i n  

m o r e  t h a n  20% o f  P r u d h o e  B a y ,  a n d  a b o u t  60% i n  K u p a r u k .  

Ma ke  n o  m i s t a k e  a b o u t  i t ,  a f t e r  we s i t  t h r o u g h  a l l  t h e  

p o l i t i c a l  r h e t o r i c ,  a f t e r  we r e d u c e  t h e  c o m p l e x i t y  o f  t h e  

new d o u b l e  e x p o n e n t i a l  f o r m u l a  t o  u n d e r s t a n d a b l e  t e r m s ,  HB 

118 i s  n o t h i n g  m o r e  t h a n  a n  i n c r e a s e  t o  t h e  p r o d u c t i o n  t a x  

r a t e  f o r  m o r e  t h a n  90% o f  A l a s k a ' s  o i l  p r o d u c t i o n . - •

I t  d o e s  n o t  c l o s e  a t a x  l o o p h o l e ,  a n d  i t  d o e s  n o t  c o r r e c c  a 

t a x  g i v e a w a y .  I t  e f f e c t i v e l y  e l i m i n a t e s  t h e  b e n e f i t  o f  ELF,  

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

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

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

an  e s s e n t i a l  p a r t  o f  A l a s k a ' s  p r o d u c t i o n  t a x  p o l i c y  s i n c e  

1 9 7 7 .  Why i s  t h i s  t a x  r a t e  b e i n g  p r o p o s e d  now? Some w o u l d  

t e l l  y o u  t h a t  i t ' s  n e c e s s a r y  t o  s t a b i l i z e  t h e  d e c l i n i n g  

S t a t e  r e v e n u e s .  T h e y  i g n o r e  t h e  c a u s e  a nd  e f f e c t  r e l a t i o n ­

s h i p  b e t w e e n  HB 118 a nd  f u r t h e r  N o r t h  S l o p e  d e v e l o p m e n t .  

Some w o u l d  h a v e  yo u  b e l i e v e  t h a t  t h e  o i l  c o m p a n i e s  c a n  a n t e  

up a l i t t l e  m o r e  t o  h e l p  b a l a n c e  t h e  b u d g e t  o v e r  t h e  n e x t  

cwo y e a r s .  T h a t  t h e i r  p r o f i t s  a r e  m o r e  t h a n  e n o u g h  t o  a l l o w  

t h i s .  T h e y  i g n o r e  t h e  e c o n o m i c  r e a l i t y  t h a t  p r o j e c t s  i n



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

l i m i t e d  i n v e s t m e n t  d o l l a r s .

I w o n ' t  t a k e  up  y o u r  t i m e  t o d a y  w i t h  t h e  d i s c u s s i o n  o f  t h e  

p h i l o s o p h y  o f  s t a t e  s p e n d i n g  p r o g r a m s ,  o r  t h e  a b i l i t i e s  o f  

c e r t a i n  t a x p a y e r s  t o  s u p p l e m e n t  r e v e n u e  s o u r c e s  t o  m e e t  

t h e m .  I n s t e a d ,  my r e m a r k s  w i l l  f o c u s  on  how t h e  t a x  i n ­

c r e a s e ,  w h i c h  w o u l d  be  b r o u g h t  a b o u t  by HB 1 1 8 ,  w o u l d  j e o p ­

a r d i z e  t h e  r e c o v e r y  o f  a d d i t i o n a l  o i l  a t  P r u d h o e  B a y .  

F i r s t ,  a s  b a c k g r o u n d ,  l e t ’ s  t a k n  a b r i e f  l o o k  a t  t h e  h i s t o r y  

o f  ELF.  ELF was  f i r s t  a d o p t e d  i n  a m a j o r  r e v i s i o n  o f  A l a s ­

k a ' s  p r o d u c t i o n  t a x  l a w s  i n  1 9 7 7 .  A t  t h e  t i m e  when  P r u d h o e  

Bay p r o d u c t i o n  b e g a n .  P r i o r  t o  t h a t  t i m e ,  t h e  maximum o i l  

t a x  r a t e  w a s  8%. T h e  1 9 77  c h a n g e  i n  t h e  l aw  s i g n i f i c a n t l y  

i n c r e a s e d  t h e  b a s i c  r a t e  t o  12 a n d  a q u a r t e r  p e r c e n t .  But  

yo u  a l s o  i n c o r p o r a t e d  t h e  ELF i n  r e c o g n i t i o n  t h a t  t h e  b a s i c  

r a t e  s h o u l d  be  s c a l e d  down i n  a p p r o p r i a t e  c a s e s . "  ELF r e ­

s u l t e d  i n  a n  e f f e c t i v e  o i l  t a x  r a t e  f o r  t h e  P r u d h o e  Bay

f i e l d  o f  a p p r o x i m a t e l y  1 1 . 3 %  a s  o f  J u n e  o f  1 9 8 1 .  I n  J u l y ,  

1 9 8 1 ,  t h e  b a s i c  r a t e  w a s  a g a i n  i n c r e a s e d  f r o m  12  a n d  a 

q u a r t e r  p e r c e n t  t o  15%. And t h e  ELF f a c t o r  was  f i x e d  a t  o ne

f o r  t h e  f i r s t  t e n  y e a r s  o f  p r o d u c t i o n  f r o m  t h -3 P r u d h o e  Bay

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

P r u d h o e  Bay  f o r  s i x  y e a r s ,  u n t i l  t h e  summer  o f  1 9 8 7 ,  t e n  

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

t i m e  we p a i d  p r o d u c t i o n  t a x  o n  a 15% r a t e .  T h e  h i g h e s t  i n  

t h e  n a t i o n .  I n  t h e  c a s e  o f  t h e  P r u d h o e  Bay f i e l d  t o d a y ,  t h e  

ELF f a c t o r  r e d u c e s  t h e  b a s i c  t a x  r a t e  o f  15% t o  a p p r o x i m a t e ­

l y  1 2 . 3 % .  I n  1 9 8 8 ,  a v e r a g e  d a i l y  o i l  p r o d u c t i o n  a t  P r u d h o e  

Bay d e c l i n e d  t o  1 m i l l i o n ,  4 5 0  t h o u s a n d  b a r r e l s  f r o m  t h e  1 

m i l l i o n ,  5 0 0  t h o u s a n d  a v e r a g e  a c h i e v e d  i n  p r i o r  y e a r s ,  a nd  

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

d e p l e t i n g ,  n o n - r e n e w a b l e  d e p o s i t  o f  p e t r o l e u m .  The  f a c t  o f  

t h e  d e c l i n e  was  i n e v i t a b l e .  The  r e c u r r e n c e ,  h o w e v e r ,  was 

d e l a y e d  u n t i l  now b y  a n  e f f i c i e n t  a nd  ( i n d i s c e r n i b l e )  d e v e l ­

o p m e n t  p l a n  i m p l e m e n t e d  b y  t h e  o w n e r s .  T h a t  d e v e l o p m e n t  

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

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

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

b o a r d .  T h e s e  i n v e s t m e n t s  w i l l  i n c r e a s e  r e c o v e r a b l e  r e s e r v e s  

a t  P r u d h o e  Bay a n d  m a i n t a i n  h i g h e r  l e v e l s  o f  p r o d u c t i o n .  

T h e  t y p e s  o f  p r o j e c t s  t h a t  c o n t r i b u t e  t o  t h i s  e f f o r t  a r e  

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

b i l i t y .  Many f u t u r e  p r o j e c t s  t o  m a i n t a i n  p r o d u c t i o n  a nd  

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

i n v e s t m e n t s .  T h e y  a r e  s i m i l a r  t o  t h e  p r o j e c t s  t o  d e v e l o p  

s m a l l e r  f i e l d s  on  t h e  N o r t h  S l o p e  i n  t h i s  r e g a r d .  W h i l e  HB 

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

w o u l d  d i s c o u r a g 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 .  Such  a 

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

t h a t  t h e  u n d e v e l o p e d  m a r g i n a l  r e s e r v e s  a t  P r u d h o e  Bay m i g h t  

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

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

o i l  r e c o v e r y  f r o m  P r u d h o e  B a y ,  a n d  c o n s e q u e n t l y ,  l e s s  r o y a l ­

t y  a n d  t a x e s  f o r  t h e  S t a t e  o f  A l a s k a ,  a n d  f e w e r  j o b s  f o r  

A l a s k a n s .

S i n c e  t h e  i n i t i a J  d e v e l o p m e n t  EXXON h a s  e v a l u a t e d  a n d  s u p ­

p o r t e d  s e v e r a l  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  a t  P r u d h o e  Bay .  

T h e s e  p r o j e c t s  h a v e  i n c l u d e d  w e l l s  on  c l o s e r  s p a c i n g ,  e n ­

l a r g e m e n t  o f  f l u i d  h a n d l i n g  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 -
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me r i t .  T h i s  t r e n d  o f  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 ,  I 

mean  c l o s e r  s p a c i n g  a n d  ( i n d i s c e r n i b l e )  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  r e s e r ­

v o i r s  a n d  new i a 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 .  The  c o s t  

p e r  b a r r e l  o f  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  

much 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  how 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  Ba y?  How many 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  m u s t  b e  l e f t  i f  t h e  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  be  r e c o v e r e d  e v e n t u a l l y ?  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  and 

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  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 ,  

HB 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 F u d h o e  Bay 

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 .

L o s s  o f  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  Bay  w i l l  r e d u c e  t h e  

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

r e d u c i n g  j o b s ,  S t a t e  r o y a l t y  and  t a x  c o l l e c t i o n s .  I t  i s  an  

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

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

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

r e t u r n .  T h e y  a r e  m o s t  s e l e c t i v e  i n  t h i s  p r o c e s s .

Two d e c a d e s  a g o ,  t h e  q u a l i t y  o f  N o r t h  S l o p e  i n v e s t m e n t  

o p p o r t u n i t i e s  c a u s e d  EXXON t o  c o m m i t  b i l l i o n s  o f  d o l l a r s  in  

t h e  i n i t i a l  d e v e l o p m e n t  o f  P r u d h o e  Bay a n d  c o n s t r u c t i o n  o f
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t a x .  As a r e s u l t ,  p e t r o l e u m  d e v e l o p m e n t  i n  A l a s k a  h a s  

a c c o u n t e d  f o r  a b o u t  85% o f  S t a t e  r e v e n u e s  d u r i n g  t h e  p a s t  12 

y e a r s .  A n d ,  i n  a d d i t i o n ,  h a s  e s t a b l i s h e d  a n e a r l y  S10  

b i l l i o n  A l a s k a  P e r m a n e n t  F u n d .  H o w e v e r ,  e a c h  s u c c e e d i n g  

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

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

t o d a y  i s  t h e  s a m e  a s  t h a t  a p p l i e d  a t  t h e  t i m e  t h e  i n i t i a l  

i n v e s t m e n t  was  m a d e .  M a j o r  d e v e l o p m e n t  p r o j e c t s  o f  P r u d h o e  

Bay r e q u i r e  t h e  a p p r o v a l  o f  a l l  t h r e e  o f  t h e  m a j o r  o w n e r s .  

E a c h  o f  t h e  P r u d h o e  Bay o w n e r s  e v a l u a t e  t h e  e c o n o m i c s  o f  t h e  

new p r o p o s e d  i n v e s t m e n t  b a s e d  on  t h e  n e e d s  o f  i t s  c o mp an y  

a n d  t h e  c r i t e r i a  e s t a b l i s h e d  by  i t s  m a n a g e m e n t .  EXXON i s  

n o t  p r i v y  t o  t h e  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 ommen t  

on  t h e i r  p r o c e d u r e s .  I c a n ,  h o w e v e r ,  t e l l  you  s o m e t h i n g  

a b o u t  how EXXON 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 j e c t ,  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  r i s k :  g e o l o g i c  r i s k  - -  r e s e r v o i r  

r i s k ,  d r i l l i n g  r i s k ,  a n d  p o l i t i c a l  a n d  e c o n o m i c  r i s k ,  i n ­

c l u d i n g  P r u d h o e  o i l  p r i c e s  a nd  t a x e s .

T h e  i n t r o d u c t i o n  o f  HB 11 8  a d d s  t o  t h e  o v e r a l l  r i s k  by 

a f f e c t i n g  o u r  p e r c e p t i o n  o f  f u t u r e  t a x  s t a b i l i t y  i n  A l a s k a .  

U n d e r  HB 118 t h e  p r o d u c t i o n  t a x  r a t e  a t  P r u d h o e  B a y ,  d u r i n g  

t h e  m i d - 1 9 9 0 ' s  i s  p r o j e c t e d  t o  b e  a l m o s t  t h r e e  t i m e s  h i g h e r  

t h a n  i t  w o u l d  b e  u n d e r  c u r r e n t  l a w .  EXXON, 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  t h e  r e c o v e r y  o f  o i l  a t  P r u d h o e  

Bay 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  i t  h a s  made  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  on t h e i r  own 

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  o n  t h e  b a s i s  on t h e  r e t u r n  

on  t h e  f u n d s  i n v e s t e d .  We 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 f 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
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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  we a n t i c i p a t e  

t h a t  o i l  w i l l  o r i n g  on  t h e  m a r k e t  when  p r o d u c e d .  I f  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 .

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  w h e r e  EXXON 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 s  a n d  A l a s k a  

t a x a t i o n .  W i 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 ,  we 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  on  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  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  yo 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  m o r e  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  t h a t  

we 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 ,  we make a n  a s s u m p ­

t i o n .  We 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  u p o n  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 ,  z 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 .  HB 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  on  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  me make  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 i 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 .  When t a x e s  a r e  i n c r e a s e 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 d u c t ,  i n v e s t m e n t  a c t i v i t i e s  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 .

T a x  p o l i c y m a k e r s  s h o u l d  n o t  c o n f u s e  t h e  p r o d u c t i o n  r a t e  o f  a
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f i e l d  w i t h  i t s  p r o f i t a b i l i t y .  HB L18 i m p o s e s  a h i g h e r  

p r o d u c t i o n  t a x  r a t e  on l a r g e r  f i e l d s .  The a v e r a g e  p r o d u c ­

t i o n  r u t e  p e r  w e l l  a t  P r u d h o e  Bay d u r i n g  t h e  m i d - 1 9 9 0 ' s ,  i s  

p r o j e c t e d  t o  be  t h e  s ame  a s  a t  L i s b u r n e  t o d a y .  H o w e v e r ,  HB 

118 w o u l d  i m p o s e  a p r o d u c t i o n  t a x  r a t e  on P r u d h o e  Bay a t  

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

L i s b u r n e  t o d a y .  T h i s  d o e s n ' t  make s e n s e .  P r o j e c t s  u n d e r  

c o n s i d e r a t i o n  t o d a y  t o  i n c r e a s e  r e c o v e r a b l e  r e s e r v e s  a t  

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

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

o p m e n t s  a t  P r u d h o e  Bay .  T h e  r e d u c t i o n  o f  c r u d e  o i l  p r i c e s  

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

s h o r t .  An i n c r e a s e  i n  p r o d u c t i o n  t a x  a t  t h i s  t i m e  w o u ld  

o n l y  f u r t h e r  c ompound  t h e  p r o b l e m .  I t  i s  e s t i m a t e d  t h a t  

o v e r  10 b i l l i o n  b a r r e l s  o f  o i l  w i l l  be  l e f t  i n  t h e  P r u d h o e  

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

c o m p l e t e d .

To o b t a i n  t h e  maximum r e c o v e r y ,  m o r e  a n d  m o r e  m a r g i n a l l y  

i m p o s s i b l e  p r o j e c t s  m u s t  b e  i m p l e m e n t e d .  F u t u r e  p r o j e c t s  

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

o i l  c o l u m n s ,  e x p a n d i n g  e n h a n c e d  o i l  r e c o v e r y  p r o j e c t s ,  

d e v e l o p i n g  s m a l l e r  r e s e r v o i r s ,  a n d  e x p a n d i n g  w o r k - o v e r  

p r o g r a m s  o n  e x i s t i n g  w e l l s .  I m p l e m e n t i n g  s u c h  m a r g i n a l  

p r o j e c t s  w i l l  a l l o w  f o r  p a r t i a l  r e c o v e r y  o f  t h i s  10 b i l l i o n  

b a r r e l s .  How much  a d d i t i o n a l  r e c o v e r y  we m a y  e x p e c t  i s  

u n c e r t a i n .  H o w e v e r ,  t h e s e  p r o j e c t s  h a v e  t o  b e  j u s t i f i e d ,  

a s e d  o n  a s i m i l a r  r i s k  a s s e s s m e n t  a p p l i e d  t o  e a : l i e r  P r u d ­

hoe  Bay p r o j e c t s .  T h i s  i n c l u d e s  t h e  r i s k  o f  a c h a n g e  i n  t h e  

t a x  s t r u c t u r e .

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

e n c o u r a g e d  e n o r m o u s  i n v e s t m e n t .  To e l i m i n a t e  ELF now,  a t  

t h i s  h i s t o r i c a l  t i m e  when i t  was  i n t e n d e d  t o  h a v e  i t s  i m p a c t  

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

s o  r a d i c a l  a s  t o  s e n d  a c l e a r  m e s s a g e  t o  o i l  c o m p a n i e s  and  

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

s a r i l y  c h a r a c t e r i s t i c s  o f  A l a s k a ' s  t a x  p o l i c y .  You m u s t  

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

E l i m i n a t i o n  o f  ELF w i l l  mean  t h a t  i n v e s t m e n t  d o l l a r s  and  

j o b s  s l a t e d  f o r  m a r g i n a l  N o r t h  S l o p e  p r o j e c t s  a r e  m o r e  

l i k e l y  t o  g o  w i t h  t h e  l o w e r  r i s k  p r o j e c t s  e l s e w h e r e .

We h a v e  o n e  f i n a l  c o m m e n t .  HB 118 w o u l d  r e p e a l  t h e  p r o c e e d ­

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

t o r y  a s 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 .  The  t a x p a y e r  c a n  do  t h i s  u n d e r  c u r r e n t  l aw 

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  a p a r t i c u l a r  

f i e l d .  HB l i b  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  l aw 

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  down t h e  f i e l d .  I t  w o r k s .  T h e  o w n e r s  o f  t h e  M i l n e  

P o i n t  f i e l d  a p p l i e d  f o r  r e l i e f  b e f o r e  t h e  D e p a r t m e n t  o f  

R e v e n u e  u n d e r  t h i s  p r o v i s i o n  s u c c e s s f u l l y  i n  1 9 8 6 .  I n  v i e w  

o f  t h e  A d m i n i s t r a t i o n ' s  d e s i r e  t o  e n c o u r a g e  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  i t  m a k e s  n o  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 .

To s u m m a r i z e ,  EXXON u r g e s  y o u  n o t  t o  s u p p o r t  HB 1 1 8 .  I t  

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 ay ,  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  by  l o w e r  c r u d e  p r i c e s .  Any b e n e f i t s  t o  

A l a s k a  f r o m  m a r g i n a l  f i e l d  d e v e l o p m e n t  p r o v i d e d  b y  HB 118



w o u l d  b e  mo re  t h a n  o f f s e t  by t h e  i m p a c t  on  r o y a l t y  and  t a x  

c o l l e c t i o n s  a t  P r u d h o e  Bay a n d  K u p a r u k .  To p a s s  HB 118 i n t o  

l a 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  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  my 

t e s t i m o n y .  EXXON a p p r e c i a t e s  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  o n  t h i s  c r i t i c a l  i s s u e .

CHAIR: T h a n k  y o u ,  Mr .  S e r e n a .  We a p p r e c i a t e  y o u r  r e m a r k s .  I s

y o u r  r e s i d e n c e  A l a s k a ?

SERENA: Yen .

CHAIR:  T h a n k  y o u .

SERENA: I r e s i d e  i n  A n c h o r a g e .

CHAIR:  T h a n k  y o u .  A r e  t h e r e  q u e s t i o n s  by  m e m b e r s  o f  t h e  c o m m i t ­

t e e ?  R e p r e s e n t a t i v e  N a v a r r e .

NAVARRE: Y e a h ,  I  h a v e  a q u e s t i o n .  On p a g e  7 ,  8 a n d  I g u e s s  10,

y o u  r e f e r  t o  p o l i t i c a l  r i s k ,  you  i n v e s t m e n t  s c h e m e  b a s e d  on 

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

i s  i f  t h i s  l e g i s l a t u r e  d o e s n ' t  c h a n g e  t h e  ELF t h a t  w i l l  g i v e  

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

i t ?  I mean t h a t  s u g g e s t i o n  y o u ' r e  m a k i n g ,  t h a t  d o e s n ' t  seem 

l i k e  t h a t ' s  a g o o d  l i k e l i h o o d .  I m e a n ,  I  t h i n k  e a c h  l e g i s ­

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

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

a r e n a  how c o u l d  i t  g i v e  y o u  a n y  r e a l  c o n f i d e n c e ?
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S E R E N A :  W h e r e  a r e  y o u  r e f e r r i n g  t o ?

NAVARRE: On p a g e  7 ,  y o u ,  a b o u t  t h e  f i f t h  l i n e  down you  we re

t a l k i n g  a b o u t  t h e  p o l i t i c a l  a n d  e c o n o m i c  r i s k s .  On p a g e  8,  

yo u  a s s u m e  a s t a b l e  t a x  p o l i c y ,  a n d  t h e  b a c k u p  p a g e  1 0 ,  you 

t a l k e d  a b o u t  t h e  m e s s a g e  t h a t  w e ' r e  g o i n g  t o  b e  s e n d i n g  t o  

t h e  i n d u s t r y  a n d ,  I  c a n ' t  f i n d  i t  r i g h t  now,  b u t  s o m e w h e r e  

i n  y o u r  t e s t i m o n y . . .

SERENA: S i x  u p .

NAVARRE: P a g e  s i x ?

SERENA: No,  p a g e  10 ,  6 up  f r o m  t h e  b o t t o m .

NAVARRE: P a g e  1 0 ,  6 l i n e s  u p  f r o m  t h e  b o t t o m .  No-,, t h a t ' s ,

t h a t ' s . . .

SERENA: I t h i n k  I u n d e r s t a n d  a n d  I t h i n k  I w i l l  move  c i t a t i o n s .

T h e r e ' s  two e l e m e n t s  t o  t h i s ,  t h i s  ELF b u s i n e s s  t h a t  w e ' r e  

c o n c e r n e d  a b o u t .  W e ' r e  c o n c e r n e d  when we r e v i e w  t h e  e c o n o m ­

i c s  o f  a p a r t i c u l a r  p r o j e c t .  We h a v e  t o  a d d r e s s  w h a t  t h e  

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

a n d  we a l s o  h a v e  t o  do  some  s e n s i t i v i t i e s  t o  a d d r e s s  c a s e s  

o f  m o r e ,  h e a v i e r  t a x  b u r d e n s .  The  s e c o n d  e l e m e n t ,  a n d  t h a t  

f i t s  i n t o  t h o s e  s e n s i t i v i t i e s ,  i s  ho w p r a c t i c a l  a n d  how 

l i k e l y  d o  we t h i n k  t h e y  m i g h t  b e .  And I h a v e  t o  t e l l  you 

t h a t  h e . e  i n  A l a s k a ,  t h e r e ' s  a g r e a t  c o n c e r n  b e c a u s e  ELF 

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

t h a t  t h e r e  i s  a c e r t a i n  i n s t a b i l i t y  t o  t h e  t a x  c l i m a t e  h e r e .

T d o n ' t  know t h a t  we w o u l d  c o m e  t o  y o u  a n d  t e l l  y o u  y o u
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s h o u l d n ' t  t a k e  t h e s e  t h i n g s  u n d e r  c o n s i d e r a t i o n  t o  h e l p  

t h a t .  W e ' v e  f o u n d  s o m e  l e g i s l a t o r s  who d o  s u p p o r t  o u r  

p o s i t i o n ,  o t h e r s  who  c l e a r l y  a r e  o p p o s e d  t o  i t ,  a n d  i n  

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

t o  i n v e s t m e n t s  i n  t h i s  S t a t e ,  t h a t  p l a y s  a r o l e .  Now i t s  i n  

t h e  b e s t  i n t e r e s t ,  I b e l i e v e ,  o f  A l a s k a n s  a nd  o f  t h e  S t a t e  

o f  A l a s k a ,  a n d  o f  t h e  S t a t e  g o v e r n m e n t  h e r e ,  t o  t r y  t o  

e n c o u r a g e  c o n t i n u e d  i n v e s t m e n t  a n d  n o t  t o ,  t o  r e m o v e  t h o s e  

q u e s t i o n  m a r k s .  You know,  i n  a s i m i l a r  s i t u a t i o n  w i t h  t h e  

G o v e r n o r ' s  b i l l  w i t h  u n i t a r y  t a x a t i o n ,  t h e r e  a r e  q u e s t i o n  

m a r k s  i n  t h e  m i n d s  o f  f o r e i g n  i n v e s t o r s .  H e ' s  t r y i n g  t o

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

a r e a  w i t h  t h e  f o r e i g n  i n v e s t o r s .  W e l l ,  t h a t  i m p a c t s  u s .  

The  d o l l a r s  a r e  s i g n i f i c a n t l y  m o r e  t h a n  i n  t h e  i n c o m e  t a x  

a r e a ,  a n d  t h a t ' s  a c o n c e r n  a n d  i t s  a s e n s i t i v i t y  we w i l l  

a l w a y s  h a v e  t o  e v a l u a t e  w h e n  we p u t  a p r o j e c t  t o g e t h e r .  

Does  t h a t  a n s w e r  y o u r  q u e s t i o n ?  I d o n ' t  know i f  t h e r e ' s  a 

l e m e d y  t o  i t ,  a n d  I ' m  n o t  h e r e  t o d a y  t o  t e l l  you  y o u  c a n ' t  

do  t h i s  a n y m o r e .  I ' m  j u s t  t e l l i n g  y ou  w h a t  t h e  p r a c t i c a l  

c o n s e q u e n c e s  a r e  o f  a c o m p a n y  l i k e  m i n e  when we p e r c e i v e  

l e g i s l a t i v e  c l i m a t e  o r  a p o l i t i c a l  c l i m a t e  t h a t  l a c k s  t h i s  

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

NAVARRE: Y e a h ,  I g u e s s  my own c o m m e n t  w o u l d  b e  t h a t  t h e ,  I m e an ,

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

u n s t a b l e ?  I m e a n  d o  y o u  t h i n k  t h e  n e x t  l e g i s l a t u r e  w o u l d  be  

l e s s  i n c l i n e d ?

SERENA: I t h i n k  d i r e c t i o n a l l y  t h a t  i f  we c o u l d  l o o k  a t  t h r e e

l e g i s l a t i v e  s e s s i o n s  w h e r e  ELF l e g i s l a t i o n  d i d  n o t  s u c c e e d  

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

s t a b i l i t y  t h a n  l e s s  s t a b i l i t y .  And w h a t  t h e  m e a s u r e  o f  t h a t
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i s  I c a n ' t  s a y .  A g a i n ,  w e ' r e  j u s t  t a l k i n g  a b o u t  w h a t  o u r  

p e r c e p t i o n  o f  t h e  o v e r a l l  e c o n o m i c ,  o r  i f  you  w a n t  t o  c a l l  

t h a t  p o l i t i c a l  b e c a u s e  t h a t ' s  e c o n o m i c s  t h a t  a r e  i m p o s e d  

u p o n  y o u  a s  t a x i n g  a u t h o r i t y ,  i t s  o u r  p e r c e p t i o n  o f  wha t  

t h a t  e n v i r o n m e n t  i s .

NAVARRE: A n o t h e r  q u e s t i o n .

CHAIR: Go a h e a d ,  R e p r e s e n t a t i v e  N a v a r r e .

NAVARRE: C o u l d  y o u  p r o v i d e  u s  w i t h  w h e r e  EXXON's o t h e r  m a j o r

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

t a x i n g ,  w h a t e v e r  t h e  c l i m a t e  i s  i n  t h o s e  i n v e s t m e n t  a r e a s ,  

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

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

m e n t s  a n d  i n  A l a s k a ,  a nd  how i t  c o m p a r e s  a n d  I ' d  b e  r e a l  

i n t e r e s t e d  i n  t h a t .

SERENA: On t h e  f i r s t  p a r t  o f  y o u r  q u e s t i o n ,  you  d o n ' t  e x p e c t

t h a t  r i g h t  n ow,  d o  y o u ?

NAVARRE: No.

SERENA: M a i n l y  t o  t a l k  a b o u t  t h a t  a l i t t l e  f u r t h e r ,  s o  I ' m  s u r e

I u n d e r s t a n d  w h a t  i t  i s  y o u ' r e  a f t e r  t h e r e .  As  f a r  a s  

c o m m e n t i n g  o n  i n t e r n a t i o n a l  o p e r a t i o n s ,  I g u e s s ,  Hugh M o t l e y  

p a s s e d  t h i s  t o  me a few m o m e n t s  a g o .  T h a t ' s  w h a t  h a p p e n s

when yo u  h a d  c l e a n  up  i n  a s i t u a t i o n  l i k e  t h i s .  EXXON d o e s  

h a v e  e x t e n s i v e  o v e r s e a s  o p e r a t i o n s  a n d  I h a v e  b e e n  i n v o l v e d  

i n  t h e m  f r o m  t i m e  t o  t i m e .  B u t  we o p e r a t e  i n  some  o f  t h e  

c o u n t r i e s  t h a t  a r e  l i s t e d  h e r e .  I b e l i e v e  t h e  U n i t e d  K i n g ­

dom a n d  I n d o n e s i a  - -  n o t  i n  s o m e  o f  t h e  o t h e r  c o u n t r i e s
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t h e r e  l i s t e d .  I j u s t  g o t  t h i s  t h i s  m o r n i n g  a n d  I ' m  r e f e r ­

r i n g  t o  t h i s .  I t h i n k  i t  was  p r e s e n t e d  t o  y o u  y e s t e r d a y ,  so

I c a n ' t  c o n c l u s i v e l y  g i v e  yo u  o u r  v i e w s ,  o r  c r i t i q u e  i t ,  b u t  

t h e r e ’ s  a f e w t h o u g h t s  t h a t  I  h a d  t h a t  I ' v e  j o t t e d  down t h a t  

I ' d  l i k e  t o  s h a r e  w i t h  y o u .

END HRC 8 9 - 1 2 5 ,  S i d e  1

BEGIN HRC 8 9 - 1 2 5 ,  S i d e  2

SERENA: . . . a r e  b e i n g  made  b e t w e e n  t h e  S t a t e  o f  A l a s k a ,  s t a t e  o f

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

t h e  o i l  f i e l d s  m i g h t  h a v e  s ome  r e s e m b l a n c e ,  s o  ma yb e  t h a t  

j u s t i f i e d  i t ,  b u t  whe n  we t a l k  a b o u t  t a x a t i o n  i n  s o v e r e i g n  

n a t i o n s  i t  r e p r e s e n t s  t h e  w h o l e  p a c k a g e  o f  t a x a t i o n  t h a t  

a p p l i e s  t h e r e .  Now, w he n  we t a l k  a b o u t  t a x a t i o n  i n  A l a s k a  

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

a l s o  a l i t t l e  u n c l e a r  t o  me w h e t h e r  t h e s e  c h a r t s  i n c l u d e  t h e  

f e d e r a l  t a x  b u r d e n  o r  n o t .  I ,  some  p e o p l e  t o l d  me t h e y  d o .  

S o m e  p e o p l e  t o l d  me t h e y  d o n ' t .  I n  a n y  e v e n t ,  we w o u l d  

c e r t a i n l y  l i k e  t o  r u n  t h r o u g h  t h e s e  a nd  v e r i f y  t h e  n u m b e r s .

I s e e  t h e r e ' s  o n e ,  t h e r e  i s  o n e  c l e a r  e r r o r ,  I t h i n k ,  w i t h  

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

j u m p s  t o  3 . 7  b i l l i o n  a n d  i t s  3 . 1  on  t h e  o t h e r  c h a r t s .  The 

b a r  c h a r t s  g o e s  t h a t  h i g h  t o o .  I a s s u m e  t h a t ' s  a m i s p r i n t ,  

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

a  l i t t l e  m o r e  c a r e f u l l y .

Now,  h a v i n g  s a i d  t h a t ,  t h a t ' d  b e  t h e  e a s y  way t o  g e t  o u t  o f  

i t ,  b u t  y o u  c a n ' t  c o m p a r e  s t a t e s  t o  c o u n t r i e s ,  b u t  t h e r e  a r e  

a  f e w  r e m a r k s  t h a t  c a n  b e  m a d e .  F i r s t  o f f ,  a n d  I g u e s s  I 

s h o u l d  t e l l  you  I ' v e  h a d  some  e x p e r i e n c e  i n  EXXON's  o v e r -
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s e a s  o p e r a t i o n s .  I s p e n t  f i v e  y e a r s  i n  o u r  a f f i l i a t e  t h a t  

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

g o v e r n m e n t s  a r o u n d  t h e  w o r l d .  I n  m o s t  c a s e s ,  a l m o s t  w i t h o u t  

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

b e l o n g s  t o  t h e  s t a t e .  T h a t ' s  a l i t t l e  d i f f e r e n t  t h a n  h e r e  

i n  A l a s k a .  H e r e  i n  A l a s k a  i t  b e l o n g s  t o  t h e  S t a t e  b e c a u s e  

t h e  S t a t e  h a p p e n s  t o  own t l . 3  l a n d  t h a t ' s  o v e r  i t .  T h e r e  i t  

d o e s n ' t  m a t t e r  who o wn s  t h e  l a n d ,  t h e  m i n e r a l s  b e l o n g  t o  t h e  

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

o w n e r s h i p  o f  m i n e r a l s .  S o  w h e n  y o u  w a n t  t o  e x p l o r e  and  

d e v e l o p  a n d  e x p l o i t  t h o s e  m i n e r a l s  yo u  d e a l  w i t h  t h e  s t a t e ,  

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

CHAIR:  W e l l ,  on  t h a t  p o i n t  t h e n ,  Mr .  S e r e n a ,  t h e n  d o e s n ' t  i t

make  s e n s e  t o  make  c o m p a r i s o n s  ma y be  b e t w e e n  n a t i o n s  a nd  t h e  

S t a t e  o f  A l a s k a  s i n c e  t h e  S t a t e  o f  A l a s k a  i s  t h e  o w n e r  o f  

t h e  o i l ?

SERENA: L e t  me c o n t i n u e  h e r e .  I ’ d l i k e  t o  a d d r e s s  t h a t  o w n e r ­

s h i p  q u e s t i o n  j u s t  a l i t t l e  b i t  f u r t h e r ,  b u t . . .

CHAIR:  P l e a s e  c o n t i n u e .

SERENA: T h e  p o l i t i c a l  s y s t e m s ,  t h e  l e g a l  s y s t e m s  t h a t  a r e  in

t h o s e  c o u n t r i e s  i n  s o m e  c a s e s  r e s e m b l e  s o me  p r i n c i p l e s  o f  

A i . g l o - A m e r  i c a n  l a w ,  i n  o t h e r  c a s e s  t h e y  d o n ' t .  T h e y  d o n ' t  

r e s e m b l e  o u r  l a w s  a t  a l l .  T h e  S t a t e  owns  a l l  t h e  o i l .  I t  

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

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

I n  g e n e r a l ,  a n d  Mr .  O t t o m  r e f e r r e d  t o  t h i s ,  t h e  c o n t r a c t  

t h a t  we s e e  m o r e  o f t e n  t h a n  n o t ,  a n d  t h i s  i s  i n  t h e  c a s e  i n  

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

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

e x p l o r e  a n d  a l l  t h e  c a p i t a l ,  u s u a l l y ,  t o  d e v e l j p  a r e s o u r c e ,  

b u t  when t h e  f i e l d  c o m e s  on s t r e a m  t h e r e ’ s  an  a c c e l e r a t e d  

r e c o v e r y  i n  t h a t  i n v e s t m e n t .  I t ' s  c a l l e d  c o s t  o i l .  G e n e r ­

a l l y  s p e a k i n g ,  a l l  t h e  e x p l o r a t i o n  c o s t s  come r i g h t  o f f  t h e  

t o p .  I n  some  c a s e s ,  a l l  o f  t h e  d e v e l o p m e n t  c o s t s  come r i g h t  

o f f  t h e  t o p  a s  w e l l .  I  t h i n k  M r .  O t t o m  a n d  M r .  M o t l e y  

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

w o u l d  b e  $2 5  m i l l i o n  t h a t  w o u l d  come  o f f  t h e  t o p .  An'4 I 

d o n ' t  t h i n k  a n v  o f  y o u  w o u l d  b e  i n  f a v o r  o f  t h a t  k i n d  o f  a 

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

a l s o ,  you  h a v e  t o  l o o k  a t  e a c h  o n e  o f  t h o s e  c o u n t r i e s  b e ­

c a u s e  t h e i r  p h y s i c a l  e n v i r o n m e n t  i s  d i f f e r e n t .  And i n  many 

o f  t h o s e  c a s e s  t h e y  a r e  much c l o s e r  t o  m a r k e t .  T h e y  d o n ' t  

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

S o ,  t h a t ’ s  d i f f e r e n t  t o o .  Now,  I  c a n  t e l l  y o u  a l i t t l e  

a b o u t  I n d o n e s i a ,  a n d  I  d o n ' t  w a n t  t o  g e t  i n t o  i t  i n  g r e a t  

d e t a i l ,  b u t  I know t h e r e  was  a q u o t e  i n  h e r e ,  1 t h i n k  i t  was  

by  a n  ARCO o f f i c i a l  a b o u t  I n d o n e s i a  a n d  how t h e y  s e e  I n d o n e ­

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

f r o m  EXXON's o e r s p e c t i v e  t h a t  when  we d e a l  w i t h  a f o r e i g n  

n a t i o n  i n  t r y i n g  t o  e x p l o r e  a n d  d e v e l o p  i t s  n a t i o n a l  r e ­

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

p a r a m o u n t  i m p o r t a n t  t o  u s .  A b o u t  t h r e e  y e a r s  a g o  i n  I n d o n e ­

s i a ,  t h e y  c h a n g e d  t h e  f o r m  o f  t h e  i n c o m e  t a x  l aw t h e r e  a n d  

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

o f  t a x p a y e r s ,  a n d  a t  t h a t  t i m e  t h e  f o r m  o f  t h a t  p r o d u c t i o n  

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

r o l e  w i t h  EXXON i n  n e g o t i a t i n g  s o me  o f  t h e  p r o v i s i o n s  o f  

t h a t  new p r o d u c t i o n  s h a r i n g  c o n t r a c t .  I t  w a s  t h e  f i r s t  o n e  

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



t o  u s ,  a nd  s t a b i l i t y  was  w h a t  t h e  g o v e r n m e n t  was  a b l e  t o

d e l i v e r  i n  t h a t  c a s e .  S o ,  t h e  l e s s e n  I t h i n k  t h a t  t e a c h e s

u s  i s  t h a t  s t a b i l i t y  i s  s o m e t h i n g  t h a t  we l o o k  f o r  i n  t h e s e  

f o r e i g n  c o u n t r i e s  w h e r e  we l o o k  f o r  o i l .  I t  g e t s  b a c k  t o  

o u r  d i s c u s s i o n  e a r l i e r ,  s t a b i l i t y  i n  A l a s k a .  So, i t s  t h e  

s am e  i n  t h a t  r e g a r d ,  b u t  o t h e r  t h a n  t h a t  I ’ d l i k e  t o  r e s e r v e  

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

t i o n s  b e c a u s e  I  t h i n k  i t s  p r e t t y  d a n g e r o u s  t o  t r y  t o  c o m p a r e  

s t a t e s  w i t h  f o r e i g n  g o v e r n m e n t s .

CHAIR: You h a v e  a n  a d d i t i o n a l  q u e s t i o r ,  R e p r e s e n t a t i v e  N a v a r r e .

NAVARRE: I h a d  a n  a d d i t i o n a l  co mme nt  w i t h  t h e  $25  b i l l i o n  c o m i n g

o f f  t h e  t o p .  I  t h i n k  t h e  a s s u m p t i o n s  a r e  a l i t t l e  b i t  

i n c o r r e c t .  We w o u l d n ' t  owe $ 2 5  b i l l i o n  now.  W e ' d  go  o u t  

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

made  a n d  t h e n  s p l i t  t h e  s h a r e s  o f  t h e  p r o f i t  a f t e r  t h e  $2 5

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

d o n ' t  t h i n k  i t  w o u ^ d  come o u t  t o  $ 2 5  b i l l i o n .  I c o u l d  b e  

w r o n g .

SERENA: No,  y o u ' r e  c o r r e c t .  I f  t h e  p o i n t  o f  f o c u s  was  t o d a y  t o

t r y  t o  c h a n g e  t h i n g s  a r o u n d ,  t h a t ' s  c o r r e c t .  B u t  h ad  we 

g o t t e n  i n t o  t h i s  t y p e  o f  f o r e i g n - t y p e  a g r e e m e n t  b a c k  i n  t h e  

1 9 6 0 ' s  o r  t h e  1 9 5 0 ' s  when  t h e s e  l e a s e s  w e r e  f i r s t  l e t  on  t h e  

N o r t h  S l o p e ,  t h a t  w o u l d n ' t  h a v e  b e e n  t h e  c a s e  n e c e s s a r i l y  

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

NAVARRE: R i g h t .  I f  we t o o k  i t  f r o m  r i g h t  now b a s e d  o n  t h e  

i n f r a s t r u c t u r e  we w o u l d n ' t  owe $ 2 5  b i l l i o n  o f f  t h e  t o p .

S E R E N A :  C o r r e c t .
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NAVARRE: I f  we w e n t  b a c k  a n d  r e c a l c u l a t e d  t h e  $25 b i l l i o n  w ou ld

come o u t  o f  f o r m u l a ,  I me an  c ome  r i g h t  o f f  t h e  t o p  o f  t h a t  

p r o f i t  t h a t  we s p l i t .

SERENA: T h e  p o i n t  h e r e  i s  t h a t  t h i s  i s  a s n a p  s h o t .  When we

g r a b  f o r  a s n a p  s h o t ,  a n d  u n l e s s  y o u  know w h a t  h a p p e n e d  

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

f o r  o i l  i n  t h a t  c o u n t r y  wa s  s i g n e d ,  you  d o n ' t  h a v e  t h e  f u l l  

p i c t u r e  a n d  t h e y ' d  b e a r  f u r t h e r  l o o k i n g  i n t o .

NAVARRE: So y o u ’ r e  s a y i n g  t h a t  t h e r e  a r e  l o t s  o f  v a r i a b l e s  t h a t

y o u  c a n n o t  g r a b .

SERENA: T h e r e  c e r t a i n l y  a r e .

CHAIR: S o ,  a n y w a y  t h a t  s t i l l  l e a v e s  u s  w i t h  w h a t  i,s a f a i r ,

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

o i l  t a x a t i o n .  One  o t h e r  q u e s t i o n  f r o m  y o u ,  R e p r e s e n t a t i v e  

N a v a r r e .

NAVARRE: I s  t h e r e  a n y  p a r a l l e l ?  I m e a n ,  c a n  we g e t  t h e  i n f o r m a ­

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

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

a n d  f i g u r e  i t  o u t ?

SERENA: W e l l ,  I  h a v e  some c o n c e r n  a s  t o  w h a t  r e l a t i v e n e s s  t h i s

a d d s  t o  t h e  p r e s e n t  i n q u i r y  h e r e .  F i r s t  o f f ,  t h e r e ' s  g o t  t o  

b e  a n a t u r a l  r e l u c t a n c e  o n  t h e  p a r t  o f  a c o mp a n y  l i k e  my,  o r  

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

g i v e s  y o u  a c c e s s  t o .  I f  t h e r e ' s  a l e g i t i m a t e  i n q u i r y  i n  t h e  

1 g i s l a t i v e  c o m m i t t e e ,  we c e r t a i n l y  w o u l d  t r y  t o  c o o p e r a t e
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w i t h  i t .  I  t h i n k ,  I c a n ' t  a n s w e r  t h e  q u e s t i o n  a c r o s s  t h e  

t a b l e .  I  know t h a t  y o u ' v e  p u t  some q u e s t i o n s  t o g e t h e r  and  I 

s aw t h o s e  t h i s  m o r n i n g ,  a n d  w e ' r e  c e r t a i n l y  g o i n g  t o  l o o k  

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

g e t h e r  f o r  t h e m .

CHAIR: I j u s t  w a n t  t o  make t h i s  p o i n t .  I t h i n k  yo u  r e f e r r e d  t o

l aw a n d  i n f o r m a t i o n .  I t  m i g h t  b e  w o r t h  m e n t i o n i n g  h e r e  t h a t  

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

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

m o r e  l a w .  A t  l e a s t  i t s  o n e  way o f  l o o k i n g  a t  i t .  R e p r e s e n ­

t a t i v e  N a v a r r e .

NAVARRE: Y e a h ,  I ,  I  j u s t  w a n t e d  t o  c o m m e n t ,  I a g r e e  we c a n ' t

t a k e  t h e s e  c h a r t s  a nd  l o o k  a t  t h e m  a n d  3 a y ,  A l a s k a ' s  g e t t i n g  

s c r e w e d  i n  t h i s  d e a l  b a s e d  o n  t h i s  c h a r t .  We d o n ' t  h a v e  

e n o u g h  i n f o r m a t i o n ,  c l e a r l y .  I f  w e ' r e  g o i n g  t o  u s e  t h e s e  

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

t h e m ,  we n e e d  m o r e  i n f o r m a t i o n .  We n e e d  t o  know a l l  t h e  

p r o d u c t i o n  c o s t s ,  who p a i d  f o r  t h e m ,  a n d  how much t h e  p r o f ­

i t s  w e r e ,  who g o t  w h a t  s h a r e  o f  t h e m  i f  w e ' r e  g o i n g  t o  t r y  

t o  c o m p a r e  w i t h  I n d o n e s i a ,  f o r  e x a m p l e ,  we c o u l d  g o  b a c k  

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

t h e n  we c o u l d  d o  a c o m p a r i s o n .  Y o u ' r e  a r g u i n g  t h a t  t h a t  may 

n o t  b e  r e l e v a n t  t o  HB 1 1 8 ,  b u t  i f  we w a n t e d  t o  d o  a c o m p a r i ­

s o n ,  c o u l d  we g e t  t h a t  i n f o r m a t i o n .

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

t i o n  w a s  a n d  we h a d  a s t a r t i n g  p o i n t  w i t h  y o u r  l i s t  o f  

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

do t h a t .

C H A I R :  We a p p r e c i a t e  y o u r  c o o p e r a t i o n .  My q u e s t i o n  i s  a m u c h
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s i m p l e r  o n e .  I t ' s  o n  p a g e  4 .  You m e n t i o n e d  t h a t  w h i l e  HB 

118  m i g h t  l o w e r  t h e  p r o d u c t i o n  t a x  f o r  s o me  s r r . j l l e r  f i e l d ,  

i t  w o u l d  d i s c o u r a g 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 ay .  Are  

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

y o u  s a y i n g  t h a t  P r u d h o e  Bay  p r o j e c t s  h a s  m a r g i n a l ,  t h a t  

P r u d h o e  Bay h a s  m a r g i n a l  p r o j e c t s  w i t h i n  i t ,  o r  t h a t  P r u d h o e  

Bay  i s  a m a r g i n a l  f i e l d ?  What  a r e  you  s a y i n g  t h e r e  e x a c t l y ?

SERENA: T h e  c o m p a r i s o n  I ' m  t r y i n g  t o  make  h e r e  i s  b e t w e e n  s m a l l ­

e r  f i e l d s  t h a t  t h e  S t a t e  i s  ( i n d i s c e r n i b l e ) . . .

CHAIR:  M i l n e  P o i n t ,  y o u  m e a n ?

SERENA: Y e s .  A l o n g  w i t h  s e v e r a l  o t h e r s .  F i e l d s  t h a t  a r e  s m a l l ­

e r  i n  c o m p a r i s o n  w i t h  K u p a r u k  a n d  P r u d h o e  B a y ,  a n d  t h e  w h o l e  

i n v e s t m e n t  d e c i s i o n  t o  move  a h e a d  t o  d e v e l o p m e n t  o f  t h a t  

e n t i r e  f i e l d ,  a t  M i l n e  P o i n t  t h a t ' s  a l r e a d y  b e e n  u n d e r t a k e n ,  

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

h a s  l i s t e d  h e r e  i n  t h e  l a s t  f e w  d a y s  b e f o r e  y o u .  T h e  w h o l e  

d e c i s i o n  t o  m o v e  a h e a d  w i t h  i n v e s t m e n t s  w i t h  r e s p e c t  t o  

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

i s n ' t  a w h o l e  l o t  d i f f e r e n t  t h a n  t h e  d e c i s i o n  t o  move  a h e a d  

w i t h  f u r t h e r  d e v e l o p m e n t  i n  P r u d h o e  B a y .  We c a n  c u t  t h a t  

k i n d  o f  a p r o j e c t  o u t ,  d e p e n d i n g  on  w h a t  k i n d  o f  a p r o j e c t  

i t  i s ,  a n d  maybe  r o t h i n g  m o r e  t h a n  a d e v e l o p m e n t  d r i l l i n g  

p r o g r a m .

CHAIR:  W h a t ' s  a ,  w h a t ' s  a n  e x a m p l e  o f  a m a r g i n a l  p r o j e c t  a t

P r u d h o e  Bay?

S E R E N A :  D e v e l o p m e n t  d r i l l i n g .

1 2 7



C H A I R :  D e v e l o p m e n t  d r i l l i n g .

SERENA: As we c o n t i n u e ,  a s  o u r  o i l  f i e l d  c o n t i n u e s  t o  m a t u r e  we

h a v e  t o  p u t  mo r e  d e v e l o p m e n t  w e l l s  i n t o  i t  t o  m a i n t a i n  t h e  

p r o d u c t i o n  l e v e l .  And u s u a l l y ,  we l o o k  a t  t h o s e  w e l l s  i n  

g r o u p i n g s  i n  t e r m s  t h a t  I ,  I t h i n k  Mr.  O t t o m  d e s c r i b e d  some 

o f  t h e m  t o  y o u  e a r l i e r  w i t h  r e s p e c t  t o  K u p a r u k .  When we 

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

on  i t ,  t h e  g r o u p  o f  w e l l s  h a s  a c o s t  a s  w e l l .  And we go 

t h r o u g h  t h e  p r o c e s s  h e r e  t h a t  I ' v e  d e s c r i b e d  h e r e  t o  d e t e r ­

m i n e  w h e t h e r  t h e  i n v e s t m e n t  o v e r  a p e r i o d  o f  y e a r s  i n  t h o s e  

w e l l s  i s  g o i n g  t o  g i v e  u s  a r e t u r n  s u f f i c i e n t  t o  j u s t i f y  i t .

CHAIR:  You i n d i c a t e d  y o u r  c l e a n  u p .  I d i d n ' t  g e t  t o  a s k  t h i s

q u e s t i o n  t o  BP o r  ARCO. I ' l l  j u s t  a s k  y o u  a n d  h o p e f u l l y  t h e  

o t h e r s  w i l l  r e s p o n d .  How f a s t  w o u l d  yo u  l i k e  t o  e x t r a c t  t h e  

o i l  f r o m  A l a s k a ?

SERENA: T h a t ' s  a d e c i s i o n  t h a t  I  t h i n k  i s  d r i v e n  by t h e  p h y s i c a l

c h a r a c t e r i s t i c s  o f  t h e  r e s e r v o i r .  We, we w a n t  t o  f o l l o w  an  

o p t i m a l  a n d  e f f i c i e n t  p r o g r a m  o f  d e v e l o p i n g  t h a t  o i l  f i e l d .  

We d o n ' t  w a n t  t o  s l o w  i t  down and  l o s e  a n y  o i l .  We d o n ' t  

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

c h a r a c t e r i s t i c s  d i c t a t e  t h a t .  And I  c a n ' t  s p e a k  o n  i t  a ny  

m o r e  t h a n  t h a t .  I ' d  h a v e  t o  d e f e r  t o  o n e  o f  o u r  e n g i n e e r s  

o r  o n e  o f  t h e  o t h e r  t e c h n i c a l  e x p e r t s  t h a t ' s  h e r e  t o d a y .

C H A I R :  I n  y o u r  p r o f e s s i o n a l  j u d g m e n t ,  d o  y o u  f e e l  t h a t  t h e

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

s p e e d  i t  up  a s  a r e s u l t  o f  t h e  ELF 2 0 t h  o f  J u n e  1 9 8 7  d a t e  

c o m p a r e d  t o  w h e t h e r  i t  h a d  n o t .
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SERENA: J u n e  t h e  2 0 t h  o f  1 9 8 7 .  O k a y ,  t h i s  i s  when ELF b e c a m e

e f f e c t i v e ,  r i g h t ?  At  P r u d h o e  B a y .

CHAIR: Was t h e r e  a n  e f f o r t  by y o u r  c o m p a n y  t o  s p e e d  up  p r o d u c ­

t i o n  a f t e r  t h a t ?

SERENA: I t h i n k  o n e  o f  t h e  e a r l i e r  s p e a k e r s  t o d a y  s a i d  t h a t  t h e

d e c i s i o n s  a r e n ' t  n e c e s s a r i l y  t h e  d e c i s i o n s  t h a t  w e r e  made 

i m m e d i a t e l y  a f t e r  t h a t  d a t e .  T h e y  w e r e  d e c i s i o n s  t h a t  w e r e  

made  a f t e r  t h a t  d a t e ,  a nd  a y e a r  o r  t w o ,  t h r e e ,  f o u r ,  b e f o r e  

t h a t  d a t e .  We knew t h d  t a x  r a t e  w as  g o i n g  t o  come down.  

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

t h a t  i n c u r r e d  m o r e  i n v e s t m e n t ,  m o r e  a c t i v e  i n v e s t m e n t  t h e n ,  

t h a n  w o u l d  h a v e  o t h e r w i s e  h a v e  b e e n  t h e  c a s e .  W h a t  t h e  

m e a s u r e  o f  t h a t  i s  I  c a n ' t  t e l l  y o u  r i g h t  now.  I ,  I  d o n ' t  

know how s u c c i n c t l y  we c o u l d  i d e n t i f y  t h a t ,  b u t  t h e r e  i s  no 

q u e s t i o n  t h a t  i n c u r r e n c e ,  t h a t  i n v e s t m e n t  a nd  moved i t  a h e a d  

r a t h e r  t h a n  b a c k w a r d s .

CHAIR:  T h a n k  y o u  v e r y  muc h ,  Mr.  S e r e n a .  Do we h a v e  q u e s t i o n s

f r o m  o t h e r  m e m b e r s  o f  t h e  c o m m i t t e e ?  R e p r e s e n t a t i v e  F u r ­

n a c e ,  a n d  t h e n  R e p r e s e n t a t i v e  H u d s o n ,  a n d  t h e n  B o u c h e r .

FURNACE: T h a n k  y o u ,  Mr .  C h a i r m a n .  I w i l l  b e  b r i e f .  Mr .  C h a i r ­

man ,  I  a p p r e c i a t e  y o u r  c o m m e n t s  o n  t h e  b a r ( ? ) .  Would  you  

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

t h e  p e r c e n t a g e  b a s i s ,  how much o f  EXXON's i n v e s t m e n t  a n d  

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

S t a t e s ?

SERENA: W e l l ,  I ,  I ,  i t ' s  h a r d  t o  s a^  . I t  d e p e n d s  on  w h a t  y o u r



y a r d s t i c k  i s .  I  g u e s s  f r o m  a s t a n d p o i n t  o f  p r o d u c t i o n ,  a 

v e r y  s i g n i f i c a n t  o f  o u r  p r o d u c t i o n  i s  i n  A l a s k a .  I ' m  n o t  

c e r t a i n  b u t  I t h i n k  i t  a p p r o a c h e s  50% o f  o u r  p r o d u c t i o n  i n  

t h e  U n i t e d  S t a t e s .  F r o m  t h e  s t a n d p o i n t  o f  p r o p e r t y ,  a 

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

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

p r o p e r t y ,  I  j u s t  d o n ' t  know.  W i t h  r e s p e c t  t o  i n d i v i d u a l  

e m p l o y e e s ,  a s  y o u  a l l  know,  EXXON d o e s  n o t  o p e r a t e  t h e  o i l

f i e l d s  o n  t h e  N o r t h  S l o p e .  Our  i n t e r e s t s  a r e ,  o u r  o w n e r s h i p

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

b u t  ARCO a n d  BP a r e  t h e  o p e r a t o r s  s o  we d o n ' c  h a v e  t h e  s ame  

e m p l o y e e  p r e s e n c e  h e r e  i n  A l a s k a  t h a t  t h o s e  two c o m p a n i e s  

d o .

FURNACE: T h a n k  y o u . . . .

SERENA: I t h i n k  t h a t  o n e  y a r d s t i c k  o f  p r o d u c t i o n  i s  a v e r y

t e l l i n g  o n e .  I t ' s  v e r y  i m p o r t a n t  t o  u s .

FURNACE: Can  y o u  j u s t ,  i n  a t h u m b n a i l  s h a p e  h e r e ,  c o m p a r e  t h e

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

v e r s u s  o t h e r  s t a t e s  w i t h i n  t h e  U n i t e d  S t a t e s  t h a t  y o u ' r e  

c u r r e n t l y  o p e r a t i n g .

SERENA: W e l l ,  I w a n t  t o  p r o c e e d  v e r y  c a r e f u l l y  a s  I a n s w e r  t h a t

q u e s t i o n .  A l a s k a  i s  a v e r y  c h a l l e n g i n g  p o l i t i c a l  a n d  t a x i n g  

l e g i s l a t i v e  e n v i r o n m e n t .  T h e r e  a r e  a p p r o x i m a t e l y  2 0 0  em­

p l o y e e s  i n  t h e  t a x  f u n c t i o n  o f  EXXON U . S . A . ,  199 o f  t h e m

l i v e  i n  H o u s t o n .  O n l y  o n e  l i v e s  o u t s i d e  o f  H o u s t o n  a n d  

t h a t ' s  me .  S o ,  t h a t ' s  w h a t  we  t h i n k  a b o u t  A l a s k a ' s  t a x  

p r o b l e m s  w i t h  r e s p e c t  t o  o u r  m a n p o w e r  r e s o u r c e s .  We, we 

h a v e  c h a l l e n g e s  i n  o u r  t a x  c o m p l i a n c e  a r e a .  We h a v e  c h a l ­
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l e n g e s  i n  th® l e g i s l a t i v e  a r e a .  We m e e t  w i t h  yo u  a l l  t h e  

t i m e .  Y e a r  a f t e r  y e a r  we t a l k  a b o u t  ELF a n d  we t a l k  a b o u t  a 

l o t  o f  o t h e r  t h i n g s .  We, y o u ,  a n d  t h i s  l e g i s l a t u r e  i s  v e r y  

p r o - a c t i v e  i n  t h e  t a x  a r e a  a n d  we a r e  p l e a s e d  w i t h  t h a t  i n  

many  c a s e s .  W e ' r e  d i s a p p o i n t e d  s ome  t i m e ,  p a r t i c u l a r l y  w i t h  

r e s p e c t  t o  ELF,  b u t  i t ' s  a e r y  c h a l l e n g i n g  e n v i r o n m e n t .  We 

l i k e  t h i n g s  j u s t  t h e  way t h e y  a r e .  W e ' v e  n e v e r  c ome  t o  you 

a n d  a s k e d  yo u  t o  r e d u c e  o u r  t a x e s .  We d o n ' t  w a n t  you  t o  

i n c r e a s e  t h e m e i t h e r .

FURNACE; T h a n k  y o u ,  Mr.  C h a i r m a n .

CHAIR: I  c a n ' t  h e l p  b u t  c o m m e n t  h e r e  why y o u ' v e  b e e n  d e p r e s s e d ,

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

know w h e t h e r  t o  c a l l  y o u  a c i t i z e n  o f  A l a s k a  o r  a c i t i z e n  o f  

EXXON. I t h i n k  y o u  g u y s  h a v e  a v e r y ,  v e r y  s p e c i a l i z e d  

l i f e s t y l e  a n d  I j u s t  h a d  t o  s<iy t h a t .  I  p r o b a b l y  w o n ’ t  g e t  

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

FURNACE: E x c u s e  me,  may I ma k e  a s t a t e m e n t  f o r  t h e  r e c o r d .  You

h a v e  a s k e d  on  many o c c a s i o n s ,  i n  f a c t ,  you  made  a c om m e n t  a 

mome nt  a g o  a b o u t  t h e  a b s e n c e  o f  i n f o r m a t i o n  a n d  t h e  s t a t e ­

m e n t  w a s ,  l e s s  i n f o r m a t i o n  c r e a t e s  mo r e  l o s s .  I  t h i n k  we 

n e e d  t o  b e  v e r y  s e n s i t i v e  h e r e  t h a t  t h e  s h a r i n g  o f  i n f o r m a ­

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

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

v e r y  c a r e f u l l y .  As y o u  w e l l  k n o w  t h e r e  i s  a v e r y  q u i c k  

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

d i s c l o s e  t o o  much i n f o r m a t i o n .  And i t  i s  a l s o  t h e  p r o b l e m  

o f  b e i n g  a b l e  t o  p r o t e c t  p r o p r i e t a r y  i n f o r m a t i o n .  S o ,  you 

k n o w,  we c h a s t i s e  t he m f o r  i n f o r m a t i o n  b u t  we n e e d  t o  be  

s e n s i t i v e  o f  t h o s e  two p o i n t s .
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CHAIR:  T h a n k  y o u ,  R e p r e s e n t a t i v e  F u r n a c e .  I t h i n k  t h a t ' s  a

p o i n t  w e l l  t a k e n ,  a nd  p e r h a p s  now t h a t  y o u ' v e  m e n t i o n e d  t h e  

f a c t  t h a t  p e r h a p s  t h e  S t a t e  o f  A l a s k a  n e e d s  t o  d e v e l o p  a 

c o u p l e  o f  t o o l s  t h a t  we d o  n o t  h a v e  s o  we d o  n o t  h a v e  t o  

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

b e  a m a r k e t i n g  a r m  b y  t h e  S t a t e  g o v e r n m e n t  t o  d e t e r m i n e  

e x a c t l y  w h a t  t h e  v a l u e  o f  t h e  o i l  w o u ld  b e  a s  w e l l  a s  some 

m e t h o d  o r  t o o l  t h a t  we c o u l d  u s e  t o  d e v e l o p  w h a t  t h o s e  

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

t i o n  we g e t  f r o m  t h e  i n d u s t r y .  T h e r e b y  p r o t e c t i n g  b o t h  o f  

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

e a s y  t o  d e v e l o p  s i n f u l  f a c t  p o l i c y  f r o m .  W i t h  t h a t  I  w o u ld  

l i k e  t o  g o  on  t o  R e p r e s e n t a t i v e  B o u c h e r .

BOUCHER: I  t h i n k  i t  was  R e p r e s e n t a t i v e  H u d s o n .

CHAIR:  Oh ,  I ' m  s o r r y .

HUDSON: T h a t ' s  a l l  r i g h t .  L e t  R e p r e s e n t a t i v e  B o u c h e r  g o .

BOUCHER: I  w a n t  t o  go b a c k  t o  w h a t  r e a l l y  t h i s  i s  a l l  a b o u t ;

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

T h e r e  w a s ,  I  d a t e  b a c k  t o  t h e  b e g i n n i n g  o n  t h i s  t h i n g  a n d  i t  

w a s  o u r  c o n c e r n  t h a t  i n d e e d ,  t h e y ' d  j u s t  d r i v e  ( i n d i s c e r n i ­

b l e )  a n d  move  o n .  W e l l ,  f o r  w h a t e v e r  r e a s o n  t h a t  h a s n ’ t  

b e e n  t h e  c a s e .  I w o u l d  l i k e  t o  f o r m  a q u e s t i o n .  I n  1 9 88 ,  

t h i s  i s  o n  t h e  b o t t o m  o f  p a g e  3 ,  s i r ,  t h e  p r o d u c t i o n  d r o p p e d  

f r o m  t h e  h u n d r e d ,  1 . 5 0  t o  1 . 4 5 ,  a n d  o f  c o u r s e ,  d e p e n d i n g  

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

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

p e r i o d  o f  t i m e  b y  t h e  i n v e s t m e n t .  I s  t h a t  n o t  t r u e ?
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S E R E N A :  I  t h i n k  t h a t ' s  c l e a r l y  t h e  c a s e .

BOUCHER: I t h i n k ,  I  t h i n k  I ' d  l i k e  t o  know how much h a s  b e e n

i n v e s t e d .  T h i s  q u e s t i o n  p r o b a b l y  w as  a s k e d ,  a n d  by t h a t  

i n v e s t m e n t ,  how much m o r e  o i l  was  p r o d u c e d ?  And o b v i o u s l y ,  

t h e  S t a t e  o f  A l a s k a  d i d n ' t  h a v e  t o  i n v e s t  i n  t h a t .  And how 

much r e v e n u e  t h a t  r e s u l t e d  t o  t h e  S t a t e  i n  t e r m s  o f  s e v e r ­

a n c e  t a x  by  t h e  a d d i t i o n a l  i n v e s t m e n t .  Does  t h a t  q u e s t i o n  

make  s e n s e  t o  y o u ?

SERENA: B e g i n n i n g  a t  w h a t  p e r i o d .  What  t i m e  f r a m e  w e r e  y o u . . .

BOUCHER: You p r e t t y  w e l l  k now.  You know when  you  had  t o  s t a r t

d o i n g ,  when you  h a d  t o  s t a r t  a d d i n g  t o  t h e  n a t u r a l  f u r c t i o n  

o f  t h e  r e s e r v o i r .  I ' d  s a y  f r o m  t h a t  t i m e ,  i n  o t h e r  w o r d s ,  

t h e r e ' s  two o p t i o n s  yo u  c o u l d  t a k e  a n d  t h e y  w o u l d ' h a v e  b e e n  

no  a d d i t i o n a l  w o r k ,  n o  w a t e r  i n j e c t i o n ,  e t c .  J u s t  d r a i n  t h e  

f i e l d  o f f .  I f  t h a t  h a d  h a p p e n e d  w h a t  w o u l d  b e  f l o w i n g  

t h r o u g h  t h a t  p i p e l i n e  t o d a y ?  I t h i n k  c o n s i d e r a b l y  l e s s  t h a n  

t h a t .  And I t h i n k  t h a t ' s  o n e  p l a c e  t h a t  I w o u l d  be  v e r y  

i n t e r e s t e d  i n ,  a n d  I h a v e n ' t  u n l e s s  I h a v e n ' t  r e t a i n e d  t h a t  

i n f o r m a t i o n ,  h e a r d  t h a t  s t o r y  t o l d .  N e v e r  m i n d  t h e  a m o u n t ,  

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

i n g  t e c h n o l o g y  t o  t h e  f i e l d  how much  m o n ey  do  yo u  s p e n d ?  

How much a d d i t i o n a l  p r o d u c t i o n ?  Wha t  w a s  t h e  r e t u r n  t o  t h e  

S t a t e ?  And I  t h i n k  y o u  w i l l  f i n d  t h a t  t o  b e  a s i g n i f i c a n t  

a m o u n t ,  b u t  e v e n  m o r e  i m p o r t a n t  I w o u l d  l i k e  t o  f i n d  o u t ,  

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

w o u l d  we b e  t o d a y ?  And w o u l d  t h e  w o r l d  o i l  p r i c e  b e  j u s t  

t h e  s a m e  i s  t h e y  w e r e ?
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CHm I R :  Would you l i k e  EXXON t o  g e t  t h o s e  a n s w e r s  t o  y o u ,  o r  a r e

y o u  ( i n d i s c e r n i b l e )

BOUCHER: No,  I t h i n k ,  i f  t h a t  q u e s t i o n  h a s  b e e n  a s k e d  i n  t h e

b o d y  o f  i n f o r m a t i o n  t h a t  h a s  _ome t o  y o u ,  Mr .  C h a i r m a n ,  t h e n  

i t  d o e s n ' t  n e e d  t o  b e  r e p e a t e d .  B u t ,  I ' m  a s k i n g  t h a t  q u e s ­

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

CHAIR:  Th a nk  y o u ,  R e p r e s e n t a t i v e  B o u c h e r .  On t h e  t h e  q u e s t i o n

o f  q u e s t i o n s ,  I w o u l d  j u s t  l i k e  t o  a n n o u n c e  t h a t  t h e  c o m m i t ­

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

a d d i t i o n s  t o  t h e  o n e s  h a n d e d  o u t  t o  y o u  r e g a r d s  c o s t  a nd  

o t h e r  t h i n g s ,  a n d  a s p e c i a l  q u e s t i o n  f o r  Mr .  W i l l i a m s .  On 

y o u r  h a n d o u t  y o u  s h o w e d  p r o d u c t i o n  c o s t s  o f  $ 3 . 3 9 ,  and  I 

w o u l d  l i k e  f o r  y o u  t o  s h o w ,  i f  y o u  c o u l d ,  how y o u  b r e a k  

t h o s e  c o s t s  d ow n .  Now I w o u l d  l i k e  a s p e c i f i c  i d e a  a n d  i f  

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

f o r w a r d i n g  t o  t h e  o t h a r  c o m p a n i e s  who h a d  e x p r e s s e d  t h e i r  

p o s i t i o n s  on  p r o d u c t i o n  c p s t s ,  we w i l l  b e  f o r w a r d i n g  o t h e r  

q u e s t i o n s  o f  t h a t  g e n e r a l  n a t u r e  t o  y o u .  I am g o i n g  t o  t a k e  

o n e  m c - e  R e p r e s e n t a t i v e ' s  q u e s t i o n s  a n d  t h e n ,  h o p e f u l l y ,  we 

c a n  b r i n g  t h i s  m e e t i n g  t o  a c l o s e .  R e p r e s e n t a t i v e  C o l l i n s ,  

y o u  h a v e  t h e  l a s t  w o r d .

REPRESENTATIVE VIRGINIA COLLINS (COLLINS) :  Women j u s t  l o v e  t h a t .

T h a n k  y o u ,  Mr .  C h a i r m a n .  I h a v e  I g u e s s  a c o u p l e  o f  com­

m e n t s  a n d  o n e  q u e s t i o n .  I t  w o u l d  s e e m  t h a t  t h e  i n f o r m a t i o n  

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

w a s  g e n e r a t e d  b y  t h e  A d m i n i s t r a t i o n .  I t  w o u l d  s e e m  a p p r o ­

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

k i n d  o f  i n f o r m a t i o n  t h e y  w e r e  u s i n g  a t  t h e  Lime t h e y  come up  

w i t h  t h e s e  c o m p a r i s o n s  a n d  we c o u l d  c o m p a r e  t h a t  w i t h  w h a t ­
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e v e r  we g e t  f r o m  y o u ,  a n d  t h a t  w o u l d  b e  more  h e l p f u l  t o  me.  

I ,  t h e  q u e s t i o n  I h ad  i s  d o  y o u  a g r e e  w i t h  Mr.  W i l l i a m s  t h a t  

t h e  f o r m u l a  a s  i d e n t i f i e d  i n  t h e  HB 118 i s  i n  e r r o r ?

SERENA: I a g r e e  w i t h  Mr.  W i l l i a m s  t h a t  i t  p o i n t s  up  a s e r i o u s

p r o o l e m .  T h e  f o r m u l a  s e „  o u t  t h e r e  w o r k s ,  i t  d o e s n ’ t  n e c e s ­

s a r i l y  w o r k  t h e  way t h e  A d m i n i s t r a t i o n  h a s  t o l d  y o u  t h i s  

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

t h i s  f o r m u l a  i s  s u c h  t h a t  we a s k  o u r  l e g i s l a t o r s  t o  r e v i e w  

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

h a v e ,  i t ' s  n o t  o u r  p l a c e  t o  e x p e c t  y ou  a l l  t o  b e  e x p e r t s  i n  

a l g e b r a ,  b u t  t h i n g s  a r e  s o  c o m p l e x  h e r e .  T h i s  f o r m u l a  h a s  

now b e c o m e  s o  c o m p l e x  t h a t  I h a d  t o  r e a d  i t  f i v e  t i m e s  

b e f o r e  1 c o u l d  j o t  i t  d o w n  o n  p a p e r ,  a n d  t h e r e  w a s  s o m e  

c o n f u s i o n  i n  o u r  o f f i c e  when  we a s k e d  o u r  a n a l y s t  t o  r u n  

t h r o u g h  i t .  I ,  I a g r e e  t h a t  t h e  p r o b l e m  t h a t  t h e ,  t h a t  Tom 

b r o u g h t  t o  y o u r  a t t e n t i o n  b e f o r e ,  I  t h i n k  i s  a p r p b l e m  a nd  

n e e d s  t o  b e  r e s o l v e d .  W e ' v e  d r a w n  up  some c u r v e s  t h a t  we 

t h i n k  w i l l  g o  on  t h e s e ,  a n d  i t s  n o t  c l e a r  w h e t h e r  t h a t ' s  

c o n s i s t e n t  w i t h  w h a t  t h e  s t o r i e s  t h a t  y o u  g o t  f r o m  t h e  

p r o p o n e n t s  o f  t h e  l e g i s l a t i o n  o r  n o t .

COLLINS:  T h a n k  y o u .  I f  I may f o l l o w u p .  One o f  t h e  o t h e r  c u r v e s

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

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

t o  p r o f i t a b i l i t y  d e g r e e s ,  a nd  p r o f i t a b i l i t y  among t h e  i n d u s ­

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

a l ,  a r e  t h e r e  s o m e  s t a n d a r d s  a t  w h i c h  p o i n t ,  I mean  a p r o f i t  

i s  a p r o f i t .  You c a n  h a v e  a p r o f i t  o f  a d o l . . .  1%, o r  you  

c a n  h a v e  a p r o f i t  o f  50%. I s  t h e r e  some l e v e l  o u t  t h e r e

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

y o u r  t i m e  i f  y o u ' r e  n o t  m a k i n g  a p r o f i t  o f  o v e r  5% o r  10% o r



w h a t e v e r ?

SERENA: No ,  a n d  a s  I  m e n t i o n e d  e a r l i e r ,  t h o s e  d e c i s i o n s  a r e

h i g h l y  s e n s i t i v e ,  p r o p r i e t a r y ,  c l a s s i f i e d .  ARCO a n d  BP 

a r e n ' t  g o i n g  t o  t e l l  u s  w h a t  t h e i r  c r i t e r i a  a r e ,  a n d  we 

d o n ' t  t e l l  t h e m  w h a t  o u r s  i s .  O u r s  c h a n g e s  f r o m  t i m e  t o  

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

r i g h t  n o w ,  b u t  t h o s e  d e c i s i o n s  a r e  made  by  m a n a g e m e n t  o f  o u r  

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

g o i n g  t o  b e  d i r e c t e d .  And t h e y  c h a n g e  f r o m  t i m e  t o  t i m e ,  

t h e  s y s t e m  o f  e v a l u a t i n g  i s  t h e  s a m e ,  b u t  i t  d e p e n d s  o n  

w h a t ' s  p e r c e i v e d  t o  be  t h e  p r i c e  o f  c r u d e  o i l ,  a n d  j u s t  how 

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

t im e .

COLLINS: T h a n k  y o u ,  t h a t ' s  a l l  I h a d ,  Mr.  C h a i r m a n .

CHAIR: T h a n k  y o u ,  Mr .  S e r e n a .  I t h i n k  we b e t t e r  c l o s e  t h i s  o f f

o r  I w o n ' t  b e  a b l e  t o  a f f o r d  t o  t r a n s c r i b e  t h e  n o t e s .  I ' d

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

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

h a n g i n g  i n  t h e r e ,  a n d  a t  b : 3 2 t h i s  m e e t i n g  i s  a d j o u r n e d .

I ' d  l i k e  t o  n o t e  t h a t  R e p r e s e n t a t i v e  D a v i s  h a s  b e e n  w i t h  u s  

f o r  a w h i l e  u p  i n  F a i r b a n k s .  T h a n k  y o u ,  R e p r e s e n t a t i v e  

D a v i s .  We ’ l l  p r o b a b l y  s e e  y o u  o n  Monday .
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E x c e r p t  f r o m  T r a n s c r i p t  
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  1 0 , 1 9 8 S

HB 118 - ELF



TRANSCRIPTION
OF

HOUSE RESOURCE COMMITTEE MEETING 

HOUSE BILL NO. 118 -  ELF 

F e b r u a r y  10 ,  1989

REPRESENTATIVE DAVIDSON (CHAIR):  . . . C o m m i t t e e  t o  o r d e r  on  F e b r u ­

a r y  10 ,  1989 a t  3 : 1 0  p . m .  Members  p r e s e n t :  R e p r e s e n t a t i v e s  

V i c e  C h a i r m a n  J a c k o ,  R e p r e s e n t a t i v e s  N a v a r r e ,  H ud so n ,  a n d  

F u r n a c e ,  a nd  o n  t h e  t e l e c o n f e r e n c e  n e t w o r k  we h a v e  C o - c n a i r -  

man M en a rd  i n  M a t - S u ,  a s  w e l l  a s  R e p r e s e n t a t i v e  S h a r p  i n  

F a i r b a n k s .  Do y o u  c o p y  i n  o u r  t e l e c o n f e r e n c e  b r i d g e  p l e a s e .

BRIDGE: Y e s ,  Mr.  C h a i r m a n .  We c o py  y o u  l o u d  a n d  c l e a r  a n d  l i k e

I s a i d  e a r l i e r ,  w e ' r e  s m i l i n g  t o d a y .  O v e r .

CHAIR:  T h a n k  y o u .  Has  R e p r e s e n t a t i v e  S h a r p  r e t u r n e d  t o  t h e  room

y e t  i n  F a i r b a n k s ?

FAIRBANKS: Not  y e t .

CHAIR:  O k a y ,  p l e a s e  i n f o r m  u s  o r  t h e  m o d e r a t o r ,  r a t h e r  t h e  b r i d g e  

o p e r a t o r  when e i t h e r  D a v i s ,  R e p r e s e n t a t i v e  D a v i s  o r  S h a r p  

j o i n  u s .  T h a n k  y o u  v e r y  much .  W i t h  t h a t  I w o u l d  l i k e  t o  

c o n t i n u e  t h e  h e a r i n g  on  Ho u se  B i l l  1 1 8 ,  a n  A c t  r e l a t i n g  t o  

t h e  O i l  a n d  G a s  P r o p e r t y  P r o d u c t i o n  T a x ,  known by  ELF by 

m o s t  o f  u s  I b e l i e v e .  F i r s t ,  I w o u l d  l i k e  t o  make  a c o u p l e  

o f  a n n o u n c e m e n t s . I w o u l d  a s k  t h a t  t h e  p e o p l e  who t e s t i f y  

a s  w e l l  a s  o u r  R e p r e s e n t a t i v e s  p l e a s e  s p e a k  i n t o  t h e  m i k e .  

Y e s t e r d a y  we d i d  h a v e  some  d i f f i c u l t y ,  t h e r e  w as  s ome  d i f f i ­

c u l t y  h e a r i n g  u s  o u t  o v e r  t h e  n e t w o r k .  S o ,  I a s k  y o u  t o  

s p e a k  u p  a n d  i n t o  t h e  m i c r o p h o n e s .  And s e c o n d l y ,  f o r  e v e r y -
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o n e  who t e s t i f i e d  y e s t e r d a y  a n d  a l l  i n d u s t r y  p e o p l e  who 

t e s t i f y  t o m o r r o w ,  i f  y o u ' d  l i k e  t o  p i c k  t h e m  u p ,  t h e  C om m i t ­

t e e  h a s  a l i s t  o f  q u e s t i o n s  t h a t  we w o u l d  l i k e  a l l  o f  you  

who t e s t i f y  who h a v e  an  i n t e r e s t  i n  t h i s  i s s u e  t o  p l e a s e  

a n s w e r ,  and  we w o u l d  l i k e  a r e s p o n s e  t o  t h o s e  i n  a t i m e l y  

m a n n e r ,  h o p e f u l l y  by  F r i d a y ,  F e b r u a r y  t h e  1 7 t h .  T h e r e  a r e  

two o t h e r  v e r y  i m p o r t a n t  a n n o u n c e m e n t s ,  a c t u a l l y  t h e  q u e s ­

t i o n s  was  o n e  o f  t h e m ,  t h e  o t h e r  o n e  i s  t h a t  on W e d n e s d a y  we 

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

p r e s e n t a t i o n s  a n d  b o t h  t h e ,  f o r  b o t h  t h e  a d m i n i s t r a t i o n  a s  

w e l l  a s  t h e  p e t r o l e u m  i n d u s t r i e s .  C o n t i n u i n g  on  h e r e  t o d a y ,  

T d o  h a v e  a c o u p l e  o f  o t h e r  c o m m e n t s  t h a t  I w o u ld  l i k e  t o  

make  b e f o r e  we g e t  h e a v y  i n t o  t h i s  p r o c e e d i n g .  I h o p e  t h a t  

you  w i l l  b e a r  w i t h  me f o r  a c o u p l e  o f  m i n u t e s  h e r e .

T o d a y  we c o n t i n u e  o u r  d i s c u s s i o n  on  t h i s  d e b a t e  o f  H o u s e  

B i l l  1 1 8 .  And b e f o r e  we move on  f o r  a c o n t i n u a t i o n  o f  t h e  

A d m i n i s t r a t i o n ' s  p r e s e n t a t i o n s  I h a v e  a c o u p l e  o f  q u e s t i o n s  

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

Y e s t e r d a y ,  t h e r e  w e r e  two n e w s p a p e r  a r t i c l e s  t h a t  c a u g h t  my 

a t t e n t i o n  a nd  o n e  w as  a n  a d  i n  t h e  J u n e a u  E m p i r e  t h a t  was  

a b o u t  a t h r e e - q u a r t e r s  o f  a p a g e  a d  a n d  i t  s a i d  " Wha t  i s  

ELF?"  I t  was  p a i d  f o r  by o n e  o f  t h e  o i l  c o m p a n i e s .  And I 

f o u n d  i t  i n t e r e s t i n g  b e c a u s e  i t  i s  a q u e s t i o n  we a r e  o u r ­

s e l v e s  a d d r e s s i n g  h e r e .  S o ,  when e i t h e r  Mr.  E r i c k s o n  o r ,  

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

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

t i o n s  a n d  a l s o  t h e  a n s w e r  t o  t h a t  w a s  p r e s e n t e d  a nd  I  w o u l d  

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

I  r e q u e s t e d  s t a f f  t o  g e t  t h a t  f o r  me.
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The o t h e r  t h i n g  I w o u l d  l i k e  t o  add  i s  t h a t  y e s t e r d a y  we 

h e a r d  e x t e n s i v e  t e s t i m o n y  i n d i c a t i n g  t h a t  H o u s e  B i l l  118 

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

i n t e n d e d  t o  d o ;  a nd  a p p a r e n t l y  i s  n o t  d o i n g .  And t h a t  i s  t o  

g i v e  a t a x  r e d u c t i o n  i n  t h e  m a r g i n a l  f i e l d s  t h a t  r e q u i r e  

s u c h  a b r e a k .

The  q u e s t i o n  b e f o r e  u s  t h e n  i s  n o t  w h a t  i f  ELF? R a t h e r ,  how 

d o e s  t h e  ELF w o r k ?  I s  i t  d o i n g  i t s  j o b ?  S h o u l d  t h e  ELF be  

m o d i f i e d  t o  a c c o m p l i s h  t h e  s t a t e d  g o a l s ?  T h e  o t h e r  a r t i c l e  

t h a t  c a u g h t  my e y e  was  t h e  a r t i c l e  t h a t  was  i n  t h e  A n c h o r a g e  

T i m e s ,  F e b r u a r y  t h e  8 t h ,  r e f e r r i n g  t o  o u r  d i s c u s s i o n s  h e r e  

a s  " t a m p e r i n g  w i t h  E L F . "  h  m a j o r  s p o k e s m a n  f o r  t h e  o i l  

i n d u s t r y ,  E.  J o h n  Br o wn ,  V i c e  P r e s i d e n t  f o r  BP E x p l o r a t i o n s ,  

s a i d ,  a n d  I q u o t e ,  " I f  A l a s k a  g o e s  a h e a d  a n d  c h a n g e s  t h e  ELF 

f o r  P r u d h o e  Bay we w o u l d  h a v e  n o  c h o i c e  b u t  t o  c u t  b a c k  o u r  

p l a n n e d  d e v e l o p m e n t s  h e r e  a n d  e l s e w h e r e  i n  t h e  s t a t e . "  I am 

g r a t e f u l  t o  Mr .  Brown f o r  p u t t i n g  t h i s  q u e s t i o n  b e f o r e  u s .  

T h i s  i s  a n  i m p o r t a n t  s t a t e m e n t  t h a t  e x p r e s s e s  m a j o r  c o n c e r n s  

a b o u t  t h e  p u b l i c  p o l i c y  t o d a y  b e f o r e  t h i s  C o m m i t t e e .  And I 

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

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

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

a n d  a p p r o p r i a t e .

My q u e s t i o n ,  w h i c h  I  h o p e ,  Mr .  E r i c k s o n ,  y o u  c a n  a d d r e s s  i n  

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

e v e n  l e a v e  A l a s k a ,  i f  we m o d i f i e d  t h e  ELF a s  r e c o m m e n d e d  i n  

H o u s e  B i l l  1 1 8 ?  And i s  t h e  c u r r e n t  a c t i v i t y  o f  d r i l l i n g  and 

w e l l  r e w o r k i n g  a t  P r u d h o e  Bay  a t t r i b u t a b l e  t o  t h e  ELF r a t e ,  

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

p r i c e  o f  o i l ?  I n  t h e s e  p e r i o d s  we a r e  i n v o l v e d  i n  a p u b l i c



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

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

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

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

w a r d  t o  t h e  i n f o r m a t i o r v .  U»e o i l  i n d u s t r y  t o m o r r o w .

And ,  i n d e e d ,  I l o o k  f o r w a r d  t o  t h e  p u b l i c  t e s t i m o n y  n e x t  

w e e k .  W i t h  t h o s e  c o m m e n t s ,  I w o u l d  a s k  t h e n  t h a t  t h e  Admin­

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

COMMISSIONER HUGH MALONE (COMMISSIONER):  Mr.  C h a i r m a n ,  w i t h

l e a v e  o f  t h e  C o m m i t t e e ,  o n e  o f  t h e  t h i n g s  I w o u l d  l i k e  t o  do 

t o d a y  i s  make  a c h a n g e  i n  t h e  o r d e r  o f  p r e s e n t a t i o n ,  t h e  

l a s t  p a r t  o f  t h e  A d m i n i s t r a t i o n ' s  o u t l i n e ,  a n d  h a v e  s e c t i o n s  

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

r a t h e r  t h a n  t h e  e f f e c t  o f  t h e  E c o n o m i c  L i m i t  F a c t o r  on 

A l a s k a ' s  r e v e n u e s .  I n  o t h e r  w o r d s ,  r e v e r s e  t h e  o r d e r  o f  

p r e s e n t a t i o n .  L e t  Mr .  E r i c k s o n  g o  f i r s t  a n d  M " ., L o g s d a n  

t a k e  u p  t h e  l a s t  p a r t  o f  t h e  p r e s e n t a t i o n ,  i f  t h a t ' s  a g r e e ­

a b l e  .

CHAIR: T h a t  w o u l d  be  f i n e ,  t h a n k  y o u ,  C o m m i s s i o n e r .  I u n d e r ­

s t a n d  w i t h  t h a t  we a r e  r e a d y  f o r  Mr.  E r i c k s o n .

COMMISSIONER: Y e a h ,  Mr.  C h a i r m a n ,  I  w o u l d  l i k e  t o  i n t r o d u c e  Mr.

E r i c k s o n  t o  t h e  C o m m i t t e e .  G r e g  E r i c k s o n  h a s  b e e n  a n  e c o n o ­

m i s t  f o r  t h e  S t a t e  o f  A l a s k a  f o r  q u i t e  a n u m b e r  o f  y e a r s .  I 

h a d  t h e  o p p o r t u n i t y  t o  w o r k  w i t h  h im i n  t h e  e a r l y  ' 7 0 ' s .  I 

f o u n d  t h e s e  s a m e  i s s u e s .  Mr .  E r i c k s o n  h a s  f o l l o w e d  them 

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

c h a n g e s  f r o m  t h e  m i d - s e v e n t i e s  t o  t o d a y  h a s ,  i s  t h e  s e n i o r  

e c o n o m i s t  i n  t h e  G o v e r n o r ' s  O f f i c e  o f  M a n a g e m e n t  a n d  B u d g e t  

P o l i c y  D i v i s i o n  a n d  h a s  d o n e  e x t e n s i v e  work  on  t h e  E c o n o m i c



L i m i t  F a c t o r  i s s u e  o v e r  t h e  p a s t  s e v e r a l  y e a r s  w h e n  i t  

b e c a m e  a p p a r e n t  t h a t  t h i s  i s s u e  was  g o i n g  t o  n e e d  a t t e n t i o n .  

And I  t h i n k  t h a t  you  w i l l  f i n d  t h a t  Mr.  E r i c k s o n ' s  p r e s e n t a ­

t i o n  i s  i n t e r e s t i n g ,  and  I h o p e  y o u  f i n d  i t  e n l i g h t e n i n g .  

G r e g .

CHAIR: T h a n k  y o u ,  C o m m i s s i o n e r ,  and  Mr.  E r i c k s o n ,  we lco me  t o  o u r

c o m m i t t e e .  W i l l  y o u  p l e a s e  s t a t e  y o u r  name a nd  who y o u r  a r e  

r e p r e s e n t i n g  f o r  t h e  r e c o r d .

GREG ERICKSON: T h a n k  y o u ,  Mr.  C h a i r m a n .  My name i s  G r e g  E r i c k ­

s o n .  I am S e n i o r  E c o n o m i s t  w i t h  t h e  D i v i s i o n  o f  P o l i c y  i n  

t h e  G o v e r n o r ' s  O f f i c e .  Mr.  M a l o n e  d i d  n o t  m e n t i o n  i n  h i s  

v e r y  k i n d  i n t r o d u c t i o n  t h a t  I  a l s o  am a n  a m a t e u r  o p e r a  

s i n g e r ,  a n d  i n  f a c t ,  t o n i g h t  i s  o p e n i n g  n i g h t .  And a n o t h e r  

f a c t  i s  t h a t  I  am l o s i n g  my v o i c e .  S o ,  i f  you  w o u l d  n o t  

m i n d ,  Mr .  C h a i r m a n  i f  I o c c a s i o n a l l y  s w i g  t h e  f r u i t  j u i c e  

h e r e  a s  we g o  a l o n g ,  and  p e r h a p s  I ' l l . . .

UNKNOWN: I s  t h a t  home b r e w ?

GREG ERICKSON: I w i s h  maybe  i t  w a s .

CHAIR: Mr.  E r i c k s o n ,  t h e  o p e r a  m o s t  c e r t a i n l y  m u s t  g o  o n  a n d

c e r t a i n l y ,  we h a v e  n o  o b j e c t i o n .  We h a v e  a f ew m e c h a n i c a l  

d i f f i c u l t i e s ,  a r r a n g e m e n t s  o u t  o f  t h e  way h e r e .

GREG ERICKSON: Mr .  C h a i r m a n ,  I g r e w  u p  i n  A n c h o r a g e .  May b e  i t

w i l l  b e  h e l p f u l  s i n c e  I  am g o i n g  t o  b e  s p e a k i n g  t o  y o u  f o r  a

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

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

b i a s e s .  I g r e w  u p  i n  A n c h o r a g e  i n  t h e  1 9 5 0 ' s ,  was  e d u c a t e d

c



i n  A n c h o r a g e  s c h o o l s ,  w e n t  b a c k  e a s t  t o  c o l l e g e ,  s t u d i e d  

e c o n o m i c s  a n d  I r e t u r n e d  t o  A l a s k a  i n  t h e  e a r l y  1 9 6 0 ' s ,  

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

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

b a n k s ,  d i d  g r a d u a t e  work  i n  e c o n o m i c s  t h e r e ,  w o r k e d  f o r  t h e  

I n s t i t u t e  f o r  S o c i a l  and E c o n o m i c  R e s e a r c h  t h e r e .  And h a v e  

s i n c e  1966  b e e n  a p r o f e s s i o n a l  e c o n o m i s t  e n g a g e d  i n  A l a s k a  

f i s c a l  a n d  r e s o u r c e  e c o n o m i c  i s s u e s .  1972 t o  1975 I w o r k e d  

f o r  R e s o u r c e s  f o r  t h e  F u t u r e ,  h o w e v e r ,  i n  W a s h i n g t o n ,  D.C .  

on t h e  N a t i o n a l  E n e r g y  P o l i c y  P r o j e c t ,  and  f r om 1975 t o  1976  

w o r k e d  f o r  t h e  l a t e  S e n a t o r  H e n r y  M. " S c o o p "  J a c k s o n  a s  a 

s t a f f  e c o n o m i s t  o n  t h e  w h a t  i s  now t h e  E n e r g y  C o m m i t t e e ,  a n d  

w h a t  was  t h e n  t h e  I n t e r i o r  a n d  I n s u l a r  A f f a i r s  C o m m i t t e e ,  my 

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

f e d e r a l  g o v e r n m e n t .  I g r e w  up  i n  a p o l i t i c a l  f a m i l y  i n  

w h i c h  Bob B a r t l e t t  a n d  E r n e s t  G r u e n i n g  w e r e  v i s i t o r s  i n  o u r  

h o u s e h o l d .  My f a t h e r  was  a p a r t i c i p a n t  i n  t h e  S t a t e h o o d  

mo v e me n t  a n d  I  c a me  t o  o b t a i n  v a l u e s  t h a t  a r e  w i t h  me t o d a y .  

And t h o s e  v a l u e s  s a y  t n a t  when i t  c o m e s  t o  e v a l u a t i n g  t h e  

k i n d  o f  i s s u e s  b e f o r e  y o u  h e r e  t o d a y ,  t h e  i s s u e  i s  n o t  

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

g o o d  f o r  A l a s k a ?  And I t h i n k  t h a t ' s  a n  i m p o r t a n t  d i f f e r e n c e  

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

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

g o o d  f o r  A l a s k a .  Now, I w o u l d n ' t  w i s h  i t  a l l  o n  t h e  o i l  

c o m p a n i e s .  We w a n t  t o  s e e  t he m s u c c e s s f u l ,  b u t  i t s  w r o n g  t o  

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

g o o d  f o r  A l a s k a .  And t h a t ' s  my p r e j u d i c e .  I ' m  a l s o  v e r y  

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

c a p i t a l i s t  i n s t i t u t i o n s  t h a t  we h a v e  d e v e l o p e d  h e r e  i n  t h e  

U n i t e d  S t a t e s  a n d  A l a s k a .



T h i s  p r o b l e m  t h a t  w e ’ r e  f a c i n g  i s  o n e  t h a t  i s  n o t  a new one  

f o r  A l a s k a n s .  T h e  q u e s t i o n  i s  how much o f  t h e  r e t u r n  f r om a 

r e s o u r c e  i s  g o i n g  t o  go  t o  t h o s e  who s u p p l y  t h e  c a p i t a l  and 

t h e  t e c h n o l o g y  n e c e s s a r y  t o  d e v e l o p  i t ,  a n d  how much i s  

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

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

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

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

g e t t i n g  t o o  l a r g e  a s h a r e .  The  f a c t  o f  t h e  m a t t e r  i s  p e o p l e  

who s u p p l y  t h e  c a p i t a l  a n d  t e c h n o l o g y  a l s o  < . n e r a l l y  h a v e  

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

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

o p m e n t  g e t s  s h a r e d .  And t h e y  u s u a l l y  g e t  a p r e t t y  g o o d  

s h a r e  f o r  t h e m s e l v e s .  B u t  i t ' s  n o t  a new p r o b l e m  f o r  A l a s ­

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

R e s o u r c e s  h a v e  h a d  t o  b e  d e v e l o p e d  w i t h  o u t s i d e  c a p i t a l .  

And t h e  p h o t o  t h a t  y o u  s e e  b e h i n d  me i n d i c a t e s  E r n e s t  G r u e n ­

i n g ,  f o r t y - e i g h t  y e a r s  a g o ,  t o  t h e  p e o p l e  o f  A l a s k a .  He had  

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

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

s o u r c e s  a n d  i n c o m e s  h a d  b e e n  d e n i e d  a h e a r i n g  by t h e  T e r r i ­

t o r i a l  S e n a t e .  And t h e  l e t t e r  h e  w r o t e ,  t h e  w o r d s  he  w r o t e  

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

T h e  i s s u e  t h e n ,  a nd  a s  i t  i s  t o d a y ,  w a s  w h e t h e r  A l a s k a  s h a l l  

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

i s  t o  t a k e  o f  A l a s k a  a s  much a s  t h e y  c a n  a s  f a s t  a s  t h e y  

c a n ,  a n d  l e a v e  a s  l i t t l e  a s  p o s s i b l e .

W e l l ,  t h e  ELF i s s u e ,  a s  y o u  h e a r d  y e s t e r d a y ,  b e c a m e  a m a t t e r  

o f  s i g n i f i c a n c e  a g a i n  i n  1 9 8 7  when t h e  t i m e  bomb,  a s  Mr.  

M a l o n e  c h a r a c t e r i z e d ,  t h a t  p l a c e d  i n  1 9 8 1 ,  w a s  s e t  t o  go 

o f f .  And o u r  t a x  r a t e s  w o u l d  e f f e c t i v e l y  b e  r e d u c e d .  The



o i l  i n d u s t r y  knew t h a t  t i m e  bomb was  t i c k i n g  a nd  t h e  o i l  

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

m i g h t  t a k e  a c t i o n  t o  m a i n t a i n  t h e  t a x  r a t e  a t  t h e  l e v e l  i t  

wa s  p r i o r  t o  J u n e  o f  1 9 8 7 ,  15% r a t e  o n  P r u d h o e ,  o r  o t h e r

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

i t a b i l i t y .  E a r l y  i n  1985  t h e  i n d u s t r y  b e g a n  a c a m p a i g n ,  a 

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

k e y s t o n e  o f  t h e i r  c a m p a i g n ,  k e y n o t e  o f  t h a t  c a m p a i g n ,  was  

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

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

m a r g i n a l  f i e l d s .  G e o r g e  N e l s o n  s a i d ,  "We m u s t  h a v e  s t a b l e  

t a x  p o l i c i e s  i n  o r d e r  t o  m a k e  t h e  r i s k s  a s s o c i a t e d  w i t h  

m a r g i n a l  f i e l d s  w o r t h  t a k i n g . "  T h e r e  w e r e  d o z e n s  o f  a d s  o n  

t h e  r a d i o  a n d  t h e  p r i n t  m e d i a .  A t l a n t i c  R i c h f i e l d  s a i d ,  

" T h e  S t a t e  m u s t  p r o v i d e  a n  i n v e s t m e n t  c l i m a t e  t h a t  w i l l  

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

v e n t u r e s .  S m a l l e r  f i e l d s  a l r e a d y  h a v e  b e e n  d i s c o v e r e d  on  

t h e  N o r t h  S l o p e ,  b u t  t h e y  a r e  m a r g i n a l  f i e l d s . "  The  c l e a r  

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

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

e n o u g h  t o  know t h a t  t h e y  c o u l d n ' t  c l a i m  P r u d h o e  B a y ' s  e c o ­

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

d e v e l o p m e n t  w o u l d  c e a s e .  And,  c o n s e q u e n t l y ,  t h e  k i n d  o f  

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

p o s e d  b e c a u s e  h e  d o e s n ' t  w a n t  t o  m a k e  t h e  a r g u m e n t  t h a t  

t h e s e  m a r g i n a l  f i e l d s  w e r e  a t  r i s k .

W e l l ,  t h e  t r u t h  i s  t h a t  t h e  t a x  s y s t e m  n e e d s  t o  t a k e  a c c o u n t  

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

o p m e n t ,  a n d  s o  i t  w a s  i n  t h e  summer  o f  1 9 8 5 ,  a n d  t h e  f a l l  o f  

1 9 8 5  we b e g a n  t o  t h i n k  a b o u t  NRB( ? ) ,  t h e  D i v i s i o n ,  t h e n  

c a l l e d  t h e  D i v i s i o n  o f  S t r a t e g i c  P l a n n i n g ,  w h a t  m i g h t  be
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d o n e  t o  make  t h e  t a x  l a w s  o r  c h a n g e s  i n  t h e  ELF mo r e  a p p r o ­

p r i a t e  t o  t h e  k i n d s  o f  n e e d s  t h a t  we w e r e  s e e i n g ,  a n d  t h e ,  

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

g i n a l  f i e l d  d e v e l o p m e n t .  And my c o l l e a g u e s  c t  t h e  D i v i s i o n  

o f  S t r a t e g i c  P l a n n i n g  came  up w i t h  w h a t  was  t o  b e  t h e  f i r s t  

o f  s e v e r a l  new ELF p r o p o s a l s .  T h a t  p r o p o s a l ,  I g o t  a l l  t h a t  

a r e  f i l e d  s i n c e ,  was  d e s i g n e d  t o  r e d u c e  t a x e s  on  t h e  s m a l l e r  

f i e l d s  a n d  t o  r a i s e  t a x e s  o n l y  on t h o s e  l a r g e r  f i e l d s  l i k e  

K u p a r u k  a n d  P r u d h o e  Bay w h e r e  i t  was  c l e a r  t h a t  t h e  p r o f i t s  

w e r e  h i g h .  N o t w i t h s t a n d i n g  t h i s  r h e t o r i c  t h e  o i l  c o m p a n i e s  

d i d n ' t  s u p p o r t  t h e  s o - c a l l e d  f i e l d  ELF f o r m u l a  t h a t  w as  

p r o p o s e d .  P r o d u c e r s  r e f u s e d  t o  s u p p o r t  t h e  r e v i s e d  ELF,  

n o t w i t h s t a n d i n g  i t s  a d m i t t e d  b e n e f i t  t o  m a r g i n a l  f i e l d  

d e v e l o p m e n t .  Why w a s  t h a t ?  B e c a u s e  t h e y ' d  m a d e  s u c h  a 

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

b e c a u s e  whe n  t h e  a m o r t i z i n g  h i k e  i s  s t r i p p e d  a w a y ,  t h e r e ' s  

o n l y  o n e  b o t t o m  l i n e  f o r  t h e  i n d u s t r y ,  and  i t  i s n ' t  d e v e l o p ­

i n g  m a r g i n a l  f i e l d s ,  a n d  i t  i s n ' t  c r e a t i n g  j o b s ,  a n d  i t  

i s n ' t  e v e n  t o  g e t  t h e  m o s t  o i l  o u t  o f  A l a s k a .  T h e  b o t t o m  

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

i t s .  P e r i o d .  Now, i t  d o e s n ' t  make  t h e  i n d u s t r y  b a d ;  i t  

d o e s n ' t  ma ke  t he m g o o d .  I t  m a k e s  t he m v e r y  p r e d i c t a b l e ,  

h o w e v e r .  And i t ' s  n o t h i n g  we n e e d  t o  w o r r y  a b o u t .  I t ' s  t h e  

way t h e  s y s t e m  s h o u l d  w o r k .  B u t ,  i f  we f o r g e t  t h a t  t h a t ' s  

t h e i r  m o t i v a t i o n  w e ' r e  i n  f o r  b i g  t r o u b l e  I t h i n k  i n  t h i s  

s t a t e .  T h e  ELF t h a t  we d e v e l o p e d  wa3 d e s i g n e d  t o  p r o v i d e  

t h o s e  i n c e n t i v e s  t o  t h e  s m a l l e r  m a r g i n a l  f i e l d s ,  b u t  t h e r e ’ s 

a l o t  s a i d  r e c e n t l y  t h a t  i n d i c a t e s  t h a t ,  by  t h e  o i l  i n d u s ­

t r y ,  t h a t  t a l k  a b o u t  t h e  m a r g i n a l  p r o j e c t s  w i t h i n  K u p a r u k ,  

a n d  t h e  m a r g i n a l  p r o j e c t s  w i t h i n  P r u d h o e  B a y ,  t h e  a r g u m e n t  

i s  t h a t  i f  t h i s  ELF i s  p a s s e d  a n d  h i g h e r  t a x e s  a r e  i m p o s e d  

u p o n  P r u d h o e  Bay a nd  K u p a r u k ,  t h e s e  n e w e r  p r o j e c t s  w i t h i n



t h e  p r o f i t a b l e  f i e l d -  w o n ' t  b e  d e v e l o p e d .  I h e  i n d u s t r y ' s  

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

t r u t h .  H i g h e r  t a x e s  on  P r u d h o e  a n d  K u p a r u k  c o u l d  r e d u c e  

i n v e s t m e n t s  i n  and  p r o d u c t i o n  f r o m  t h o s e  f i e l d s .  B u t ,  o u r  

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

w o u l d  b e  v e r y  s m a l l .  On t h e  o r d e r  o f  a f e w  t e n s  o f  d a y s  

w o r t h  o f  p r o d u c t i o n  f r o m  t h e  N o r t h  S l o p e  o v e r  a p e r i o d  o f  

t h e  n e x t  t w e n t y  y e a r s  o r  s o .  And w h a t  i s  c o n v e n i e n t l y  

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

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

t h e  l a r g e  f i e l d s ,  b u t  o n  t h e  s m a l l  f i e l d s  i f  t h e  new ELF i s  

a d o p t e d  And w i t h  t h e s e  o n  b a l a n c e  m a j o r  b i l l  t h a t ' s  b e i n g  

p r o p o s e d ,  t h e  b i l l  i s  b e f o r e  y o u  t o d a y ,  a p r o - d e v e l o p m e n t  

b i l l .  A b i l l  t h a t  w i l l  r e s u l t  i n  a d d i t i o n a l  d e v e l o p m e n t ,  

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

t i o n a l  j o b s ,  n o t  f e w e r  j o b s .

T h e  r e a s o n s  f o r  t h a t  a r e  a s  f o l l o w s :  Number  o n e ,  t h e  new

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

t r u l y  m a r g i n a l  f i e l d s ,  l i k e  N y a k u k ,  E n d i c o t t ,  M i l n e  P o i n t ,  

a n d  l e t ' s  h o p e  s o m e d a y ,  W e t s a c k .  I n  t h o s e  f i e l d s  t h e  s e v e r ­

a n c e  t a x ,  u n d e r  HB 1 1 8 ,  w i l l  e i t h e r  be  s h a r p l y  r e d u c e d  o r  

e l i m i n a t e d  e n t i r e l y .  T h a t ' s  a p r o - d e v e l o p m e n t  i m p a c t  o n  

t h o s e  f i e l d s .  T h e s e  f i e l d s  a r e  l i k e l y  t o  r e q u i r e  m o r e  l a b o r  

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

t e n d  t o  h a v e  m o r e  l a b o r  i n t e n s i v e  d e v e l o p m e n t  r e q u i r e m e n t s .  

F o c u s i n g  t h e  b e n e f i t s  on  t h o s e  s m a l l e r  f i e l d s ,  t h e  o n e s  t h a t  

r e q u i r e  m o r e  l a b o r  i n t e n s i v e  d e v e l o p m e n t  p e r  u n i t  o f  o u t p u t  

i s  a way  o f  m a x i m i z i n g  t h e  k i n d  o f  j o b s  w e ' r e  g o i n g  t o  g e t  

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

S e c o n d l y ,  t h e  new l aw  e n c o u r a g e s  p e r i p h e r a l  a n d  i n - f i e l d
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d r i l l i n g  e v e n  i n  t h e  b i g  f i e l d s .  Now and  in  t h e  f u t u r e ,  

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

n a t u r a l  d e c l i n e  a t  P r u d h o e  o r  K u p a r u k  w i l l  be  r e w a r d e d  w i t h  

l o w e r  m a r g i n a l  t a x  r a t e s ,  and  l o w e r  a v e r a g e  t a x  r a t e s .  What  

i s  e l i m i n a t e d  u n d e r  t h e  new ELF i s  t h e  d i r e c t  d r i l l i n g  

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

( C l i f f ,  I ' d  l i k e  you  t o  s k i p  a h e a d  t o  t h e  K u p a r u k ,  ARCO- 

K u p a r u k  e x a m p l e ,  i t ' s  n e a r  t h e  b a c k  t h e r e .  I t h i n k  t h i s  

t h i n g ' s  a l i t t l e  b i t  o u t  o f  o r d e r  h e r e .  T h a t ' s  r i g h t . )  The  

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

s o m e t h i n g  t h a t  c a m e  a s  q u i t e  a s u r p r i s e  t o  u s .  Now,  I 

p a r t i c i p a t e d  i n  t h e  d e l i b e r a t i o n s  a n d  s e r v e d  on t h e  l e g i s l a ­

t i v e  s t a f f  i n  1 9 7 7  when t h e  ELF w a s  o r i g i n a l l y  d e v e l o p e d .  

We knew t h e r e  w a s  a p o t e n t i a l  i n  t h e  ELF a s  i t  was  w r i t t e n  

t o  p r o v i d e  s o n e  l e v e l  o f  d r i l l i n g  s u b s i d y ,  b u t  we t h o u g h t  i t  

m o r e  a t h e o r e t i c a l  e x e r c . . .  p r o b l e m ,  n o t  a r e a l  o n e  u n t i l  

1 9 F 7 .  ARCO c a m e  t o  t e s t i f y  b e f o r e  t h e  H o u s e  F i n a n c e  C o m mi t ­

t e e  a nd  t h e y  p r o v i d e d  t h e  e x a m p l e  t h a t  y o u  s e e  up h e r e .  And 

t h e y  s h o w e d  how t h e  c o n d i t i o n s  t h a t  t h e y  p o s t u l a t e d  i n  t h i s  

e x a m p l e ,  when t h e  s u b s i d y  was  a c t u a l l y  o c c u r r i n g .  L o o k i n g  

t h r o u g h  ARCO's  e x a m p l e ,  t h e y  s a i d ,  s u p p o s e  t h a t  we d r i l l  an  

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

c o n s e q u e n c e  o f  t h a t  a d d i t i o n a l  w e l l  we g e n e r a t e  $ 9 8 1 , 0 0 0  o f  

a d d i t i o n a l  r e v e n u e  i n  t h e  f o l - l o w i n g  y e a r .  A l m o s t  a m i l l i o n  

d o l l a r s  w o r t h  o f  r e v e n u e  f r o m  t h a t  w e l l .  Now, t h a t  w o u l d  be  

t h e  s ame  u n d e r  t h e  c u r r e n t  l a w ,  o r  t h e  p r o p o s e d  l a w .  The  

p r o p o s e d  l a w  t h a t  w e ' r e  l o o k i n g  a t  h e r e  i s  t h e  F i e l d  ELF.  

I t  was  p r o p o s e d  l a s t  y e a r ,  b u t  i t ' s  b a s i c a l l y  t h e  s am e  a s  

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

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

r e s u l t e d  i n  a g i v e - b a c k ,  a s u b s i d y ,  i n  e f f e c t  a p a y m e n t  f r o m  

t h e  S t a t e  t r e a s u r y  t o  t h e  p r o d u c e r s  o f  $ 3 7 , 0 0 0 .  I n  o t h e r



w o r d s ,  t h e  p r o d u c e r s  p a i d  a b i g  f a t  z e r o  o f  s e v e r e n c e  t a x  on 

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

o n l y  d i d  t h e y  p a y  z e r o  t a x e s ,  t h e y  g o t  a r e b a t e  o n  t h e  

s e v e r e n c e  t a x  t h e y  h a d  a l r e a d y  p a i d .  T h a t  a m o u n t s  t o  * 

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

t h a t  a d d i t i o n a l  w e l l .  Now, you  m i g h t  s a y ,  w e l l ,  g o s h ,  i s n ' t  

d r i l l i n g  w e l l s  a g o o d  i d e a  f o r  t h e  s t a t e ?  And,  o f  c o u r s e ,  

i t  i s .  We l i k e  t o  s e e  l o t s  o f  w e l l s  d r i l l e d ,  b u t  n o t  f o r  

t h e i r  own s a k e .  T h e  o i l  c o m p a n i e s  l i k e  t o  d r i l l  w e l l s  

b e c a u s e  i t  g e n e r a t e s  p r o f i t s .  We l i k e  w e l l s  b e c a u s e  i t  

g e n e r a t e s  j o b s  a n d  d e v e l o p m e n t ,  b u t  i t  a l s o  b e c a u s e  i t  

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

o u r s e l v e s .  S o c i e t y  i s  b e t t e r  o f f ,  n o t  D e c a u s e  i t  g e n e r a t e s  

t h e  j o b s ,  b u t  b e c a u s e  i t  g e n e r a t e s  t h a t  w e a l t h .

S o ,  a s  you  l o o k  down t h e r e  y o u  s a y ,  w h a t  was  t h e  i n c r e m e n t a l  

t a x  r a t e  on  t h a t  m i l l i o n  d o l l a r s  w o r t h  o f  new p r o d u c t i o n ?  

A n s w e r - m i n u s  3 . 9 % ,  a l m o s t  a m i n u s  4% s e v e r a n c e  t a x  r a t e .  

T he  a v e r a g e  t a x  r a t e ,  o f  c o u r s e ,  w a s  d r a m a t i c a l l y  r e d u c e d  

h e r e  a s  w e l l ,  a n d  t h e  a v e r a g e  t a x  r a t e  a f t e r  d r i l l i n g  i s  

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

r e d u c e d  a s  w e l l .  Now, t h e  d i f f e r e n c e  i s ,  i t ' s  a l m o s t  a s  i f  

y ou  h ad  a n  i n c o m e  t a x  i n  w h i c h  t h e  rr .ore money you  made  t h e  

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

h i g h e r  a s  y o u r  i n c o m e  g o e s  u p ,  t h e  b r a c k e t  r a t e s  get .  s m a l l e r  

a n d  s m a l l e r .  I t ' s  a l m o s t  l i k e  w h e n  y o u  r e a c h  a c e r t a i n  

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

p e o p l e  t h a t  a r e  m a k i n g  t h e  m o s t .  Now t h a t ’ s  how p e r v e r s e  

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

r e a s o n s  t h a t  we n e e d  t o  c h a n g e  t h i s  l a w  r i g h t  now.  B u t  yo u  

n o t i c e  w e ' r e  n o t  p r o p o s i n g  t o  e l i m i n a t e  t h e  i n c e n t i v e s  t o  

d r i l l  a d d i t i o n a l  w e l l s .  U n d e r  t h e  p r o p o s e d  l a w ,  t h i s  m i l -
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l i o n  d o l l a i s  o f  a d d i t i o n a l  p r o d u c t i o n  w o u l d  p a y  a p o s i t i v e  

s e v e r a n c e  t a x ,  6%. T h a t  6% i s  a l o t  l e s s  t h a n  t h e  a v e r a g e  

r a t e .  T h a t  me a n s  t h a t  by  d r i l l i n g  t h a t  a d d i t i o n a l  w e l l  and  

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

g e t  a b e n e f i t  - -  a l o w e r  t a x  r a t e .  Now,  t h a t  may b e  a 

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

r e a l  i m p o r t a n t  p o i n t  a s  t o  t h e  p e r v e r s i t y  o f  t h e  e x i s t i n g  

l a w .  When you t a l k  t o  t h e  o i l  c o m p a n i e s  y ou  m i g h t  a s k  them 

a b o u t  t h i s .  Does  i t  ma ke  s e n s e  t o  h a v e  a t a x  l a  / t h a t  g i v e s  

t h e m  a n e g a t i v e  t a x ?  You m i g h t  a s k  t h e  ARCO p e o p l e  when 

t h e y  come  up t o  t e s t i f y  i f  t h e y  t h i n k  i t  m a k e s  s e n s e  f o r  j s  

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

t i o n a l  o i l .  One o f  t h e  o t h e r  r e a s o n s ,  two  r e a s o n s  why t h e  

p r o p o s e d  ELF w i l l  p r o d u c e  m o r e  j o b s .

T he  t h i r d  r e a s o n  i s  t h a t  a n y  j o b s  f o r g o n e  a t  P r u d h o e  Bay and  

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

p r o f i t s  i n  t h e  n e a r  t e r m  w i l l  b e  made  up  l a t e r  b e c a u s e  t h i s  

f i e l d  i s  a t a x  r e d u c t i o n  f o r  a l l  f i e l d s  a t  s o m e  t i m e  i n  

t h e i r  l i v e s .  And w h a t  we w o u i d  s e e ,  i f ,  i n  f a c t ,  t h e r e  was

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

b e  r e g a i n e d  l a t e r  i n  t h e  l i v e s  o f  t h o s e  f i e l d s .  F o r  t h e  l aw  

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

a r e  p r o d u c i n g  l e s s  t h a n  150,000 b a r r e l s  a d a y ,  a n d  i n  t h e

t a i l  e . : d  o f  i t s  l i f e ,  P r u d h o e  Bay  w i l l  b e  p r o d u c i n g  l e s s

t h a n  150,000 b a r r e l s  a d a y .  I n  f a c t ,  i t  w o n ' t  b e  t h a t  l o n g

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

t o  b e  ma de  up i n  t h e  l o n g  r u n .  And t h e r e  i s  a f o u r t h  r e a ­

s o n  .

T h e  f o u r t h  r e a s o n  t h a t  i f ,  a s  o u r  m o d e l i n g  s t u d i e s  l a s t  y e a r  

s u g g e s t e d ,  t h a t  a b o u t  f i v ®  d a y s  o f  o i l  w e r e  t o  b e  l e f t  in



t h e  g r o u n d  a s  a c o n s e q u e n c e  o f  t h i s  b i l l ,  a n d  y o u  k n o w ,  

t h a t ' s  a r e a s o n a b l e  p o s s i b i l i t y ,  o v e r  t h e  n e x t  t w e n t y  y e a r s  

o r  s o .  T h e  b e n e f i t s  t o  t h e  S t a t e  o f  A l a s k a  f o r  e a c h  o f  

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

S 5 0  a n d  $ 30 0  w o r t h  o f  a d d i t i o n a l  r e v e n u e .  S o ,  I r e a l i z e  t h e  

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

Bay  a n d  K u p a r u k  i s  a v e r y  i m p o r t a n t  o n e .  I c a n  a s s u r e  you 

t h a t  i m p a c t  i s  g o i n g  t o  b e  m a r g i n a l .  I c a n  a s s u r e  yo u  t h a t  

i m p a c t  i s  g o i n g  t o  b e  v e r y  m a r g i n a l .  I c a n  a s s u r e  you  t h a t  

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

i m p o r t a n t  t h a t  i s ,  a n d  I t h i n k  t h e  D e p a r t m e n t  o f  R e v e n u e  i s  

g o i n g  t o  u n d e r t a k e  some  m o r e  p o s i t i o n a l  m o d e l i n g  s t u d i e s  t o  

t r y  t o  n a i l  t h a t  n u m b e r  down mo re  c l o s e l y .  B u t  e v e n  t h o s e  

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

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

t o  l i v e  w i t h  a n d  make  y o u r  c h o i c e s  o f .  I w i s h  we c o u l d  s a y ,  

t h i s  i s  e x a c t l y  w h a t ' s  g o i n g  t o  h a p p e n .  The  t : u t h  i s  we 

c a n ' t .  N e i t h e r  c a n  t h e  o i l  c o m p a n i e s  b e c a u s e  a l o t  d e p e n d s  

on w h a t  h a p p e n s  t o  t h e  o i l  p r i c e s .  What  t h e  m o d e l i n g  s t u d ­

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

t h e y  a r e  o r  go  u p ,  t h e r e ' s  g o i n g  t o  b e  v i r t u a l l y  no  i m p a c t  

on  p r o d u c t i o n .  No n e g a t i v e  i m p a c t  on p r o d u c t i o n .  B u t ,  i f  

p r i c e s  g o  down t h a t ' s  w h e r e  we h a v e  t h e  r u b .  I f  p r i c e s  go  

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

u n d e r  v e r y  u n u s u a l  c i r c u m s t a n c e s ,  some l e s s  i n  i n v e s t m e n t s .  

W e l l ,  I ' m  g o i n g  t o  g o  o n  h e r e  and  t a l k  a b o u t  p r o f i t s .  Mr.  

C h a i r m a n ,  I d i d n ' t  p u t  i t  i n  t h e  p a c k e t  b u t  I ' d  l i k e  t o  

i n t r o d u c e  i n t o  t h e  r e c o r d  a l e t t e r  f r o m  my b o s s ,  Mar y  H a l l o -  

r a n ,  t o  a Mr.  J o h n  N a v a r r e ,  o f  ARCO, who h a d  q u e s t i o n e d  t h e  

s o u r c e  o f  some o f  t h e s e  n u m b e r s  a n d  we p r o v i d e d  t h e m  t h e  

a n s w e r s  a s  t o  how we d e r i v e d  t hem a n d  o f f e r e d  t c  m e e t  w i t h  

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

m o n t h s  now a n d  we h a v e  w o r k e d  v e r y  h a r d  t o  make  s u r e  t h e y  

a r e  a s  a c c u r a t e  a s  p o s s i b l e .  N a t u r a l l y ,  we d o n ’ t  h a v e  t h e  

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

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

t h a t  i n f o r m a t i o n  w i t h  u s .  T h e  f a c t  i s  t h e y  d o n ' t  l i k e  t o  

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

n u m b e r s  t h a t  r e l a t e  t o  P r u d h o e  B a y .  And,  i n  g e n e r a l ,  t h e y  

a r e  n o t  v e r y  h e l p f u l  when i t  c o m e s  t i m e  t o  n a i l  down w h a t ’ s 

c o r r e c t  a n d  w h a t ' s  n o t .  S o ,  i t  may be  a s  t i m e  g o e s  on  w e ' l l  

f i n d  o u t  b e t t e r  i n f o r m a t i o n ,  w e ' l l  h a v e  t o  make a d j u s t m e n t s .  

Now, a s  t h i n g s  s t a n d  r i g h t  now,  we t a k e  t h i s  a s  a p r e t t y  

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

t h a t  A l a s k a  o i l  g e n e r a t e s .  I n  F e b r u a r y  o f  1 9 8 8 ,  a c c o r d i n g  

t o  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 ,  w h i c h  we t o o k  m o s t  o f  

t h e s e  n u m b e r s  f r o m ,  o i l  a t  V a l d e z  was  s e l l i n g  f o r ,  o r  was  

w o r t h  a l m o s t  $ 1 2 .  Now, o f  t h a t  $ 1 2 ,  $ 1 . 4 4  was  a l l  i t  t o o k  

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

V a l d e z  t e r m i n a l  - -  M a i n t e n a n c e ,  l a b o r ,  f u e l  a n d  a l l  t h a t  

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

t a x e s  t o o k  a b o u t  f o r t y .  A l a s k a  s e v e r a n c e  t a x ,  a c c o r d i n g  t o  

P I W , t o o k  a b o u t  $ 1 . 9 9 .  P r o p e r t y  t a x e s  we s h o w  h e r e  a s  

f o r t y - s i x  c e n t s .  PIW h a d ,  t h a t ' s  t h e  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 ,  w h i c h  i s  a f a i r l y  w e l l - k n o w n  i n d u s t r y  p u b l i c a t i o n ,  

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

t h i n g s  a n d  i t ' s  w e l l  r e s p e c t e d .  S e e ,  I g o t  h e r e  a r e p o r t  a t  

s i x t e e n  c e n t s ,  f i f t e e n  c e n t s ,  I c a n ' t  r e me mb er  t h e  e x a c t  

a m o u n t .  A r e p r e s e n t a t i v e  o f  S t a n d a r d  O i l  p o i n t e d  o u t  t o  us  

t h a t  t h a t  was  i n c o r r e c t ,  t h a t  t h e y  h a d  l e f t  o u t  a low p r o ­

p o r t i o n  o f  t h e  p r o p e r t y  t a x e s ,  s o  we l e f t  t h a t  i n .  We a l s 5  

n o t e d  t h a t  p i p e l i n e  o p e r a t i n g  e x p e n s e s  a n d  s ome  d e f e r r e d  

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



u n d e r  t h e  T a f t - s e t t l e m e n t  m e t h o d o l o g y  had  n o t  b e e n  p r o p e r l y  

f a c t o r e d  i n  s o  we made t h o s e  a d j u s t m e n t s .  T h e s e  a r e  PIW 

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

p i p e l i n e  a c c o u n t .  R o y a l t y  t a k e s  S I . 10 a nd  t h e  S t a t e  i n c o m e  

t a x  t a k e s  t w e l v e  c e n t s .  Now you  n o t i c e  t h e  S t a t e  i n c o m e  t a x  

t h e r e  t a k e s  t w e l v e  c e n t s .  You a l s o  n o t i c e  t h a t  t h e  o i l  

c o m p a n i e s  a r e  c o l l e c t i n g  t h a t  S 3 . 4 6  o f  p r o f i t .  Now, t h e  

S t a t e  i n c o m e  t a x  i s  a s s e s s e d  b e f o r e  f e d e r a l  i n c o m e  t a x ,  i f  

you  a d d  t h e  $ 1 . 4 0  o f  i n c o m e  t a x  t o  t h e  S 3 . 4 6  y o u ' d  g e t  w h a t  

t h e  t a x  b a s e  w o u l d  be  f o r  S t a t e  i n c o m e  t a x  a s s e s s m e n t .  F o r  

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

more  t h a n  $ 1 0 0 , 0 0 0  a y e a r ,  y o u  know y ou  h a v e  t o  p a y  a c o r p o ­

r a t e  i n c o m e  t a x  o f  9 .4% on  t h a t  r e v e n u e .  You n o t i c e  t h e  o i l  

c o m p a n i e s  d o n ’ t  p a y  a 9 .4% t a x .  T h e y  p a y  a c o n s i d e r a b l y  

s m a l l e r  t a x  b e c a u s e  o f  t h e  t a x  l a w  c h a n g e s  t h a t  Mr .  M a l o n e  

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

d e s c r i b e d  t o  y o u  y e s t e r d a y .  You s e e  a f t e r  t h e y ' v e  made  up  

t h e i r  e x p e n s e s ,  a n d  a f t e r  t h e y  p a i d  a l l  t h e i r  t a x e s ,  t h e  o i l  

c o m p a n i e s  h a v e  $ 3 . 4 6  o f  p r o f i t  a n d  $ 2 . 9 6  o f  d e p r e c i a t i o n .  

T h a t ' s  $ 6 . 4 2  o f  r e v e n u e .  T h a t ' s  c a s h  t o  t h e  o i l  c o m p a n i e s .  

T h a t ' s  c a s h  t h a t  t h e y  c a n  r e i n v e s t  i n  A l a s k a .  T h e y  c a n  t a k e  

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

do  w h a t e v e r  t h e y  w a n t  w i t h  i t .  W e ' v e  b e e n  h e a r i n g  a l o t  

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

1 9 8 5 ,  t h e y  s a i d  i f  we g i v e  l a r g e  i n c r e a s e  o i l  t a x e s  t h a t  

t h e y  w o u l d  h a v e  t h a t  mone y  t o  i n v e s t .  Mr .  H a r o l d  H e i n z  f o r  

t h e  H o u s e  F i n a n c e  C o m m i t t e e ,  A p r i l  1 2 ,  1 9 8 5 ,  s a y s ,  "As  my

p r o f i t  d e c r e a s e s  I h a v e  l e s s  m o n e y  t o  i n v e s t . "  B u t  w h a t  i s  

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

f i n g e r  a s  h e ' s  s a y s  t h i s ,  " W h a t  I n e e d  y o u  t o  u n d e r s t a n d  i s  

t h e  a m o u n t  o f  money  I  h a v e  t o  s p e n d  r e f l e c t s  t h e  p a c e  a t  

w h i c h  t h i n g s  h a p p e n .  And t h e  p a c e  i n  w h i c h  t h i n g s  h a p p e n  i n
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t e r m s  c f  e m p l o y m e n t  means  t h e  A l a s k a  e c o n o m y .  I f  w e ” and 

t h a t  means  ARCO, " s l o w  down o u r  i n v e s t m e n t  p a t t e r n  b e c a u s e  

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

i n  A l a r k a , "  now f o l k s ,  t h a t ' s  a c o d e  wo r d  f o r  r a i s i n g  t a x e s ,  

" t h a t  h a s  a n  e f f e c t  o n  th«* e c o n o m y  o f  A l a s k a . "  T h e  o i l  

c o m p a n /  was  a l i t t l e  mo re  s t r a i g h t  f o r w a r d  t h a n  t h e i r  a d s  

t i i a t ' s  i n  h e r e .  Q u o t e ,  " I f  t h e  s t a t e  g o v e r n m e n t  i n c r e a s e s  

o u r  t a x e s  we  w i l l  h a v e  l e s s  c a s h  t o  d e v e l o p  

( i n d i r c e r n i b l e ) . "  W e l l ,  w h a t ' s  t h e  r e a l i t y  h e r e ?  How much 

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

a v a i l a b l e  t o  r e i n v e s t  c o m p r i s e d  o f  p r o f i t  a n d  d e p r e c i a t i o n ,  

a c t u a l l y  w e n t  i n t o  A l a s k a ?  Went  b a c k  i n t o  A l a s k a .  W e l l ,  we 

d o n  t  know e x a c t l y  how much t h e  o i l  c o m p a n i e s  r e i n v e s t e d  i n  

A l a s k a .  B u t  i t ' s  n o t  t h a t  h a r d  t o  f i g u r e  o u t .  T h i s  wa s  a 

p r e t t y  p u b l i c  a c t i v i t y  a nd  t h e y  l i k e  t o  make  b i g  a n n o u n c e ­

m e n t s  a b o u t  i t ,  b r a g  a b o u t  t h e  a m o u n t  t h e y  a r e  s p e n d i n g .  We 

e j a c u l a t e d  l a s t  y e a r  t h a t  t h e y  s p e n t  a b o u t  $ 7 5 0  m i l l i o n  a nd  

< i / i d e d  . h a t  by t h e  t o t a l  a mo u n t  o f  o i l  p r o d u c t i o n  a n d  g o t  

n i n e t y - s i x  c e n t s  a b a r r e l .  I was  i n t e r e s t e d  t o  s e e  t h a t  

G o r g e  N e l s o n  s p o k e  l a s t  week a nd  s a i d  t h a t  i n  h i s  e s t i m a -  

t  . on  t h e  i n d u s t r y  w o u l d  b e  i n v e s t i n g  a b o u t  t h a t  s ame a m o u n t  

t h i s  y e a r ;  $ 7 5 0  m i l l i o n .  S o ,  i f  i t  i s n ' t  t h a t  a m o u n t ,  o r  we 

t h i n k  w e ' r e  p r e t t y  c l o s e ,  i t  s ho ws  t h a t  o f  t h a t  a l m o s t  $ 6 . 5 0  

t h a t  t h e  i n d u s t r y  h a d  t o  r e i n v e s t  i n  A l a s k a  l e s s  t h a n  a 

d o l l a r  g o t  s e n t  back ( i n d i s c e r n i b l e )  g r o u n d  h e r e .  L e s s  t h a n  

a d o l l a r  o u t  o f  t h a t  $ 6 . 5 0 .  T h e r e ' s  t w o  m i l l i o n  b a r r e l s  a 

d a y  g o i n g  down t h a t  p i p e l i n e ,  l a d i e s  a n d  g e n t l e m e n .  Two 

m i l l i o n  t i m e s  $ 6 . 5 0  i s  a b o u t  t h i r t e e n ,  f o u r t e e n  m i l l i o n  

d o l l a r s  a d a y .  L e s s  t h a n  two m i l l i o n  d o l l a r s  a d a y  o f  t h a t  

i s  s t i c k i n g  t o  A l a s k a  i n  t h e  f o r m  o f  new i n v e s t m e n t .  T h e  

r e s t  i s  g o n e .  Y o u ' r e  n o t  g o i n g  t o  s e e  i t  a g a i n .  I t ' s  g o n e .  

T h a t  p o i n t s  up  w h a t  i s  a f a c t  o f  t h e  o i l  i n d u s t r y  t o d a y .



R o b e r t  L.  A n d e r s o n  i s  r e a l l y  t h e  f o u n d e r  o f  t h e  m o d e r n  

A t l a n t i c  R i c h f i e l d  C o m p a n y .  H e ' s  t h e  man t h a t  p u t  t h e  

m e r g e r  t o g e t h e r  t h a t  b r o u g h t  A t l a n t i c  a n d  R i c h f i e l d  t o g e t h e r  

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

t h e  m a j o r  f o r c e s  i n  t h e  o i l  i n d u s t r y  i n  t h e  U n i t e d  S t a t e s ,

and t h e  w o r l d  f o r  t h a t  m a t t e r ,  t o d a y .  I n  J a n u a r y  o f  1988 

Mr .  A n d e r s o n  s p o k e  a b o u t  t h e  v e r y  p h e n o m e n o n  t h a t  w e ' r e  

s e e i n g  h e r e  —  t h e  l i q u i d a t i o n  o f  t h e  o i l  i n d u s t r y ' s  o p e r a ­

t i o n  i n  A l a s k a ,  a n d  h e  s a i d ,  " U . S .  o i l  c o m p a n i e s  a r e  i n  t h e  

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

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

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

l y  l i q u i d a t e  i t s  a s s e t  b a s e . "  T h a t  i s  p r e c i s e l y  w h a t  i s  

h a p p e n i n g  i n  A l a s k a .  T h e  o i l  c o m p a n i e s  a r e  l i q u i d a t i n g  

t h e i r  a s s e t  b a s e  i n  A l a s k a .  T h e y  a r e  t a k i n g  more  o u t  t h a n

t h e y  a r e  p u t t i n g  b a c k  i n  by a l o n g  s h o t .  Now y o u  m i g h t  w a n t

t o  t h i n k  a b o u t  a s k i n g  t h e m  when t h e y  c o m e  h e r e  t o  t e s t i f y ,  

why y o u  f o l k s  s h o u l d  s t a n d  s t i l l  f o r  t h e  r e m a r k a b l y  low t a x  

r a t e s  w h e n  t h e  r e s u l t  i s  t h a t  t h e  m o n e y  t h e y  s a v e  a s  a 

c o n s e q u e n c e ,  t h e  p r o f i t s  t h e y  make  a s  a c o n s e q u e n c e ,  a r e  

v i r t u a l l y  a l l  g o i n g  o u t s i d e  t h e  s t a t e .  You m i g h t  w a n t  t o  

t h i n k  a b o u t  a s k i n g  t h e m .  B u t ,  o f  c o u r s e ,  t h a t  i s n ' t  t h e  

o n l y  t h i n g  we h a v e  t o  l o o k  a t .  I t  may  b e  t h a t  t h e s e  o i l  

c o m p a n y  a c t i v i t i e s  a r e  p r o d u c i n g  a l o t  o f  j o b s  i n  A l a s k a .  

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

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

i s n ' t  n u r t u r e d  a n d  t a k e n  c a r e  o f  t h a t  t h e  j o b s  w i l l  d i s a p ­

p e a r .  W e l l ,  I  t h i n k  a n  i n t e r e s t i n g  q u e s t i o n  t o  a s k  o u r ­

s e l v e s ,  how much o f  t h a t  $12  a b a r r e l  g e t s  p a i d  t o  A l a s k a  

w o r k e r s ?  W e l l ,  i t ' s  a n  e a s y  t h i n g  t o  c a l c u l a t e  b e c a u s e  we 

k n o w how m a n y  w o r k e r s  t h e r e  a r e  w o r k i n g  t h e  A l a s k a  o i l  

i n d u s t r y ,  a n d  we Know f r o m  t h e  D e p a r t m e n t  o f  L a b o r  s t a t i s ­
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t i c s  how much t h e y  g e t  p a i d .  We d i v i d e  t h a t  a n n u a l  amoun t  

by  t h e  n umbe r  o f  b a r r e l s  a n d  you c a n  s e e  t h a t  o f  a l l  t h a t  

$ 1 . 4 4  o f  i n v e s t m e n t ,  e x c u s e  me,  $ 1 . 4 4  o f  c o s t  o f  p r o d u c t i o n  

o f  p i p e l i n e  o p e r a t i o n s ,  a n d  t h e  n i n e t y - s i x  c e n t s  o f  i n v e s t ­

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

w o r k e r s  i n  A l a s k a ,  a n d  I s a i d ,  A l a s k a  w o r k e r s .  I d i d n ' t  s a y  

A l a s k a n  w o r k e r s .  A l a s k a  w o r k e r s ,  t h a t ' s  p e o p l e  who wor k  i n  

A l a s k a .  T h e  D e p a r t m e n t  o f  L a b o r  r e p o r t  t h a t  I j u s t  s aw 

y e s t e r d a y  i n d i c a t e s  t h a t  $ 5 5  m i l l i o n  o f  t h a t  g o e s  t o  p e o p l e  

who a r e  o u t s i d e ,  o r  n o n - A l a s k a n  A l a s k a  w o r k e r s .  I ' m  s u r e  

yo u  m i g h t  w a n t  t o  a s k  t h e  i n d u s t r y  a b o u t  t h a t  t o o .

Now o n e  o f  t h e  t h i n g s  t h e  o i l  i n d u s t r y  h a s  s a i d ,  a n d  o n e  o f  

t h e  g r e a t  m y t h s  I t h i n k ,  i s  t h a t  t h e ,  when t h e  ELF k i c k e d  i n  

i n  1 9 8 7  o n  P r u d h o e  a n d  K u p a r u k ,  P r u d h o e  r a t h e r ,  t h a t  i t  

c a u s e d  a t r e m e n d o u s  u p s u r g e  i n  a c t i v i t y .  S o ,  we a s k e d  t h e  

D e p a r t m e n t  o f  L a b o r  t o  c a l c u l a t e  f o r  u s  t h e  m o n t h l y  t o t a l s  

o f  e m p l o y m e n t  r e s u l t i n g  o v e r  t h e  p e r i o d  o f  1986  t o  1 9 88 .  

H e r e ' s  t h e  p i c t u r e  o f  t h a t .  H e r e ' s  7 / 8 7 ,  t h a t ' s  when  t h e ,  

t h a t ' s  when  t h e  ELF b e c a m e  e f i e c c i v e .  You s e e  a f e a s i b l e  

p a t t e r n  t h e r e ,  u ,  D, i t  h a s  a d a t e ,  t h e  y e a r ' s  a l o n g  t h e  

b o t t o m ,  a n d  n u m b e r  o f  w o r k e r s  i n  t h o u s a n d s  o n  t h e  v e r t i c a l  

a x i s  h e r e ,  a n d  t h e  b l a c k  b a r s  a r e  o i l  e x t r a c t i o n ,  a n d  t h e  

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

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

k a .  I t  i s  t h e  t o t a l  o f  t h e  t w o .  You s e e  t h a t  o i l  e x t r a c ­

t i o n  * a s  t h e  ( i n d i s c e r n i b l e )  c a t e g o r y ,  i t ' s  m o r e  s t a b l e ,  and 

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

i t .  B u t ,  yo u  know,  y o u  d o n ' t  s e e  a b i g  l e a p  u p w a r d  i n  1987 

w h e n  E L F b e c a m e  e f f e c t i v e .  T h e r e  i s ,  t r u e ,  a s l i g h t l y  

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

h u n d r e d  t h a n  t h e r e  i s  b a c k  w h e n  t h e  o i l ,  when  t h e  ELF b e c a m e



e f f e c t i v e ,  b u t  i f  yo u  l o o k e d  a t  t w e l v e  m o n t h  i n t e r v a l s  t o  

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

d i s c e r n  a n y  i m p a c t  a s  a c o n s e q u e n c e  o f  t h e  ELF b e c o m i n g  

e f f e c t i v e  a t  P r u d h o e  B ay .  B u t ,  you c a n  s e e ,  h o w e v e r ,  wha t  

you  c a n  s e e  t h a t  m o r e  a s  t h e s e  n u m b e r s  w e n t  b a c k  f u r t h e r ,  i s  

how i m p o r t a n t  t h e  p r i c e  o f  o i l  i s  t o  t h i s  k i n d  o f  a c t i v i t y .  

You s e e  h e r e  i n  ’ 8 6 ,  t h e  o i l  i n d u s t r y  was  c r a n k i n g  d o w n .  I f  

t h e  f i g u r e s  w e n t  b a c k  t o  ' 8 5  y o u  w o u l d  s e e  m u c h  h i g h e r  

l e v e l s  o f  a c t i v i t y .

END TAPE HRC 8 9 - 1 2 1 ,  S i d e  1

BEGIN TAPE HPC 8 ^ - 1 2 1 ,  S i d e  2

GREGG ERICKSON: S o ,  t h e  p o i n t  i s ,  you  m i g h t  w a n t  t o  a s k  t h e

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

t a k e n  p l a c e  a s  a c o n s e q u e n c e  o f  t h i s  t a x  b r e a k  t h a t  t h e  

i n d u s t r y  g o t  i n  J u n e  o f  ' 8 7 .  B u t ,  o f  c o u r s e ,  e m p l o y m e n t  and 

r e i n v e s t m e n t  a r e n ' t  t h e  o n l y  t i l i n g s  t h a t  m a t t e r  w h e n  you 

l o o k  a t  w h e t h e r  t h i s  i s  f a i r  t o  A l a s k a ,  i f  i t  m a k e s  s e n s e  t o  

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

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

much?  A n d ,  o f  c o u r s e ,  t h o s e  d e c i s i o n s  g e t  m ad e  o n  t h e  b a s i s  

o f  v a l u e s  a n d  e v e r y b o d y  h a s  t h e i r  own v a l u e s ,  b u t  t h e  v a l u e s  

a r e  j u d g e d  a g a i n s t  f a c t s ,  a n d  we g o t  a l o t  o f  f a c t s  a b o u t  

w h a t  o t h e r  c o u n t r i e s  a r e  d o i n g  i n  r e l a t i o n  t o  w h a t  A l a s k a  i s  

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

o f  t h i n g ,  t h o u g h ,  t h a t  y o u  m i g h t  w a n t  t o  a s k  t h e  o i l  c o m p a ­

n i e s .  F o r  i n s t a n c e ,  y o u  m i g h t  w a n t  t o  a s k  t h e m  why i t  i s  

t h a t  A l a s k a  w i t h  two m i l l i o n  b a r r e l s  a d a y  o f  o i l  p r o d u c t i o n  

i s  m a k i n g  $ 3 . 1  b i l l i o n ,  a n d  1 s h o u l d  a d d  t h a t  t h i s  i s  b o t h  

A l a s k a ' s  s t a t e  r e v e n u e ,  A l a s k a  l o c a l  r e v e n u e ,  a n d  A l a s k a

-?n



f e d e r a l  g o v e r n m e n t  r e v e n u e .  I n  o t h e r  w o r d s ,  r e v e n u e  t o  a l l  

g o v e r n m e n t s  f r o m  A l a s k a  o i l  p r o d u c t i o n  was i n  c a l e n d a r  ' 8 7  

$ 3 . 1  b i l l i o n  d o l l a r s .  We, we w e r e  u s i n g  some s m a l l e r  num­

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

d r a w i n g  b o a r d  a n d  a s  a c o n s e q u e n c e  o f  some s u g g e s t i o n s  f r o m  

some o f  o u r  o i l  comp an y  f r i e n d s  a n d  we a d d e d  i n  t h e  b a c k  t a x  

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

o t h e r  y e a r s ,  b u t  j u s t  t o  b e  c o n s e r v a t i v e  we a d d e d  t h o s e  i n ,  

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

S 3 . 1  b i l l i o n .  You m i g h t  a s k  t h e m  why i t  i s  t h a t  N i g e r i a ,  

w i t h  1 . 2  b i l l i o n ,  m i l l i o n  b a r r e l s  o f  o i l  p r o d u c t i o n  a d a y ,  

l e s s  t h a n  we h a v e ,  g o t  $ 6 . 2  b i l l i o n  f r o m  i t s  o i l  r e s o u r c e  i n  

c a l e n d a r  ' 8 7 .  M a y b e ,  m a y b e  e x p e n s e s  a r e  a l o t  l e s s  i n  

N i g e r i a .  Maybe  t h e  o i l  i s  a l o t  b e t t e r .  You m i g h t  w a n t  t o  

a s k  t h e m .  T h e  n e x t  p l e a s e .  I n c i d e n t a l l y ,  t h a t ' s  $ 1 4  a 

b a r r e l  N i g e r i a  g o t  w h e r e a s  A l a s k a  g o t  $ 4 . 2 5  a b a r r e l .  

Nobody a s k e d  t h e  o i l  c o m p a n i e s  why V e n e z u e l a ,  t h a t  p r o d u c e d  

1 . 3  m i l l i o n  b a r r e l s  a d a y  g o t  $ 9 . 2  b i l l i o n .  T h a t ' s  a l s o  f o r  

c a l e n d a r  ' 8 7 .  You may w a n t ,  a n d  d o n ' t  f o r  a moment  t h i n k  

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

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

N o t  t h e  c a s e .  H e r e ' s  a n  E n g l i s h - s p e a k i n g  c o u n t r y  w i t h  

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

U n i t e d  K i n g d o m  p r o d u c e s  m o r e  b a r r e l s  o f  o i l  t h a n  we d o ,  b u t  

t h e y  p r o d u c e  e v e n  much m o r e  r e v e n u e  f o r  t h e i r  c o u n t r y .  $ 8 . 8  

b i l l i o n  o n  3 . 2  m i l l i o n  b a r r e l s  a d a y  o f  o i l  a nd  o i l  e q u i v a ­

l e n t .  We w e r e n ' t  a b l e  t o  g e t  n u m b e r s  j u s t  f o r  o i l .  We h a d  

t o  c o m b i n e  o u r  n a t u r a l  g a s  n u m b e r s  i n t o  t h a t .  T h a t  c o m e s  

o u t  t o  $ 7 . 5 3  a b a r r e l  f o r  E n g l a n d  c o m p a r e d  t o  $4 a n d  w h a t e v ­

e r  i t  w as  f o r  A l a s k a .  You m i g h t  a s k  t h e m  why .  You m i g h t  

a s k  t h e m  why I n d o n e s i a ,  p r o d u c i n g  1 . 3  m i l l i o n  a d a y ,  s u b ­

s t a n t i a l l y  l e s s  t h a n  w e r e  p r o d u c i n g ,  g e t s  $ 4 . 5  b i l l i o n  o f



r e v e n u e  f r o m  i t s  o i l  r e s o u r c e .  D oe s  t h a t  make s e n s e ?  I s  

I n d o n e s i a n  p r o d u c t i o n  t h a t  much l e s s  e x p e n s i v e  t h a n  o u r s ?  

I s  I n d o n e s i a n  o i l  t h a t  much,  w o r t h  t h a t  much mo r e  a t  t h e  

m a r k e t ?  I t ' s  a q u e s t i o n  you m i g h t  a s k  t h e m .  You m i g h t  a l s o  

a s k  t h e  ARCO p e o p l e  t o  e x p l a i n  t h e  c o m m e n t s  o f  t h e i r  p r e s i ­

d e n t ,  R o b e r t  W e y c o f f ,  when ho w e n t  t o  t h e  I n d o n e s i a n  P e t r o ­

l e u m  A s s o c i a t e s  i n  O c t o b e r  1 9 8 7  a n d  s a i d ,  "We h a v e  a l s o  

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

v e r y  d e s i r a b l e  a n d  s o m e w h a t  uncommon q u a l i t i e s  o f  s t a b i l i t y ,  

h o n o r  a n d  f a i r  d e a l i n g  i n  t h e  t u r b u l e n c e  o f  t h e  i n t e r n a t i o n ­

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

and  w i s d o m . "  You m i g h t  w a n t  t o  a s k  t h e  o i l  c o m p a n i e s  i f  i t

w o u l d n ' t  make  s e n s e  f o r  A l a s k a  t o  b e  a n  i s l a n d  o f  r a t i o n a l i ­

t y  a n d  w i s d o m  j u s t  l i k e  I n d o n e s i a  w a s .  W e ' v e  a l r e a d y  c o v ­

e r e d  t h e  ARCO K u p a r u k  e x a m p l e .  You k n o w ,  o n e  o f  t h e  t h i n g s  

I t h i n k  we h a v e  a h a r d  t i m e  g e t t i n g  a c r o s s  i s  how t i n y  a 

s h a r e  o f  t h e s e  p r o f i t s  w e ' r e  a s k i n g  f o r  when we s u g g e s t  a

c h a n g e  i n  t h e  ELF.  You know,  y ou  l i s t e n  t o  t h e s e  o i l  i n d u s ­

t r y  a d s  a n d  y o u  l o o k  a t  u s  a n d  y o u  s a y ,  my g o s h ,  t h e y ' r e  

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

a t t e m p t i n g  t o  s t e a l  t h e i r  b r i t c h e s  a n d  s u s p e n d e r s .  F o l k s ,  

i t  i s  n o t  s o .  T h i s  c h a r t  s h o w s  t h e  c u r r e n t  s h a r e s  o f  r e v e ­

n u e  b e t w e e n  t h e  o i l  c o m p a n i e s  a n d  A l a s k a  b a s e d  on  t h e s e  PIW 

c a l c u l a t i o n s .  I t  s h o w s  t h a t  u n d e r  c u r r e n t  l aw t h e  p r i c e  i s  

a b o u t  $ 1 2  a t  V a l d e z ,  a n d  A l a s k a  g e t s  $ 2 . 6 7  o u t  o f  e a c h  

b a r r e l ,  a b o u t  35% o f  t h e  a v a i l a b l e  e c o n o m i c  g r a n t s ,  i f  y ou  

w a n t  t o  l o o k  a t  i t  t h a t  w a y .  An d  t h e  o i l  c o m p a n i e s  g e t  

$ 3 . 4 6  a b a r r e l .  T h a t ' s  a b o u t  46%.

Now, i s  t h i s  ELF l a w  g o i n g  t o  ma k e  a b i g  c h a n g e  i n  t h a t ?  

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

c r e a s e  A l a s k a ' s  r e v e n u e  —  by  t w e n t y  c e n t s .  And i t ' s  g o i n g



t o  d e c r e a s e  t h e  o i l  c o m p a n i e s  r e v e n u e s  by  t h e  same  a m o u n t .  

And i t ' s  g o i n g  t o  s t i l l  l e a v e  them w i t h  s u b s t a n t i a l l y  more  

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

t h e  p r i c e .  Now, i s  p r i c e s  go up t h e y ' l l  g e t  e v e n  m o r e .  I f

p r i c e s  go down w e ' l l  g e t  e v e n  m o r e ,  w e ' l l  d o  b e t t e r .  You 

m i g h t  a s k  t h e  o i l  c o m p a n i e s ,  w h a t ' s  t h e  f u s s ?  W e l l ,  I ' l l  

t e l l  yo u  w h a t  t h e  f u s s  i s .  The  f u s s  i s  p r o f i t s .  T h a t ' s  

t w e n t y  c e n t s  o f  p r o f i t s  t h a t  t h e y  t h i n k  t h e y  n e e d  more  t h a n  

we d o .  And i f  I w e r e  i n  t h e i r  s h o e s  I w o u l d  s a y  t h e  same 

t h i n g .  P r o f i t s  i s  w h a t  t h e  name o f  t h e  game i s  a b o u t ,  and  

l e t ' s  n o t  f o r g e t  i t .

Now y o u  know,  I n o t i c e d  t h a t  some o f  y o u  h a v e  l o o k e d  a t  t h a t  

35% a n d  b e e n  t a l k i n g  a b o u t  t h e  s o - c a l l e d  30% c r i t e r i a ,  t h e  

d e a l .  Mr.  C h a i r m a n ,  I h a v e  a memorandum h e r e  w h i c h ,  I ' m  n o t  

g o i n g  t o  go  i n t o  t h e  30%.  I t h i n k  we c o v e r e d  t h a t  e a r l i e r .  

W e l l ,  w e ' l l  t a l k  a b o u t  a d e a l ,  b u t  we h a v e  a memorandum h e r e  

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

t h e  q u e s t i o n s  t h a t  w e r e  r a i s e d  by t h e  p a p e r s  t h a t  R e p r e s e n ­

t a t i v e  F u r n a c e  p a s s e d  o u t  l a s t  w e e k ,  o r  y e s t e r d a y .  And you 

c a n  p u t  t h a t  i n  t h e  r e c o r d  i f  you w a n t .  T h e  q u e s t i o n  t h o u g h  

i s ,  d i d  we make  a d e a l ?  D i d  we make  a d e a l  i n  1 9 81 ,  o r  i n  

1 9 8 7 ?  W e l l  y o u  c a n  a d d r e s s  t h a t  q u e s t i o n  i n  r e a l l y  t h r e e  

w a y s .  T h e  f i r s t  w a y ,  t h e  m o s t  i m p o r t a n t  way i s ,  was t n e r e

l e g a l l y  a d e a l ?  Now, I ' m  n o t  a l a w y e r .  I ' m  a n  e c o n o m i s t .

B u t ,  I c a n  r e a d  t h e  A l a s k a  C o n s t i t u t i o n ,  f o l k s ,  a n d  i t  j u s t  

m a k e s  my b l o o d  b o i l  whe n  I h e a r  p e o p l e  t a l k  a b o u t  a d e a l ,  

b e c a u s e  t h o s e  p e o p l e  who t a l k  a b o u t  a d e a l ,  a t  l e a s t  i f  t h e y  

a r e  t a l k i n g  a b o u t  a l e g a l  d e a l ,  d o n ' t  c a r e  a b o u t  t h e  A l a s k a  

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

d e r e d .  P e r i o d .  T h i s  p o w e r  s h a l l  n o t  b e  s u s p e n d e d  o r  c o n ­

t r a c t e d  a w a y .  Now t h e  f r a m e r s  o f  o u r  c o n s t i t u t i o n  d i d n ' t



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

c u t e .  You know,  f o l k s ,  when you come t o  y o u r  s e s s i o n  h e r e ,  

you  c a n ' t  c o n t r a c t  a w a y  y o u r  f r e e d o m ,  y o u r  i m m u n i t y  f r o m  

a r r e s t  o r  p r o c e s s  o n  y o u r  way  t o  t h e  s e s s i o n .  T h a t ' s  a 

r i g h t  t h a t  i s n ' t  y o u r s  t o  g i v e  a w a y .  You c a n ' t  g i v e  away 

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

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

r i g h t  i s  f o r  o u r ,  a l l  o u r  b e n e f i t s ;  n o t  j u s t  y o u r s .  T h a t ' s  

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

e v e r y  o t h e r  s t a t e  i n  t h e  U n i t e d  S t a t e s  h a s  s a i d  t h a t  t h e  

r i g h t s  o f  t h e  s o v e r e i g n t y  t h a t  go w i t h  b e i n g  a n a t i o n ,  o r  a 

c o u n t r y ,  o r  a s t a t e  c a n n o t  b e  g i v e n  a w a y .  You c a n ' t  s e l l  

t h e m .  And t h a n k  God f o r  t h a t .  T h a n k  God f o r  o u r  c h i l d r e n ' s  

f u t u r e  t h a t  you  c a n ' t  s e l l  t h o s e  r i g h t s  t o  t h e  f u t u r e .  S o ,  

t h e r e ' s  no  l e g a l  a r g u m e n t  t h a t  t h e r e  w a s  a d e a l ,  a nd  y o u  

kuow w h a t ?  The  f o l k s  t h a t  s a y  t h e r e ' s  a l e g a l  a r g u m e n t ,  t h e y  

know t h i s .  T h e y  know t h i s .  B u t ,  o k a y ,  l e t ' s  s a y  ( i n d i s ­

c e r n i b l e )  a p a r t ,  w h a t  a b o u t ,  maybe  t h e r e ' s  a ,  ma y be  t h e r e ' s  

a m o r a l  a r g u m e n t .  Maybe  t h e r e ' s  no l e g a l  a r g u m e n t  t h a t  we 

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

T h a t ' s  p o s s i b l e .

So w h a t  h a p p e n e d  i n  1 9 8 1 ?  What  d i d  p e o p l e  s a y  i n  1981 a b o u t  

w h a t  t h e y  e x p e c t e d ?  W e l l ,  s i n c e  i t s  t h e  o i l  c o m p a n i e s  

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

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

b a c k  t o  w h a t  t h e  o i l  c o m p a n i e s  s a i d .  May 2 1 s t ,  1 9 8 1 .  A

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

g o i n g  t o  g e t  t h e i r ,  g o i n g  t o  g e t  s ome  c h a n g e s  made  i n  t h e  

l a w ,  b u t  i t ' s  u n c e r t a i n .  T h e r e ' s  a h e a r i n g  o f  t h e  j o i n t  O i l  

a n d  G a s  P i p e l i n e  C o m m i t t e e .  A l e g i s l a t o r ,  who  h a p p e n s  t o  be  

t h e  g e n t l e m a n  s i t t i n g  r i g h t  h e r e ,  Mr .  Hugh  M a l o n e ,  a s k e d  Mr.



M a r t y  T a y l o r  wha t  he  t h o u g h t  a f a i r  d e a l  w o u l d  b e .  What  

p e r c e n t  d o  you t h i n k  t h e y ,  t h e  S t a t e ,  s h o u l d  c o l l e c t ,  Mr.  

M a l o n e  a s k e d .  Mr.  T a y l o r  s a i d ,  s o m e t h i n g  a l i t t l e  m o r e  t h a n  

i t  i s  n o w .  A b o u t  h a l f  t h e  i n c o m e  t a x ,  f o r  i n s t a n c e .  I 

t h i n k  i t  w o u l d  be  much m o r e  f a i r  f o r  t h e  i n d u s t r y  a n d  t h e  

s t a t e  t o  g e t  a b o u t  t h e  s a m e  s h a r e  o u t  o f  P r u d h o e  B a y ,  e v e n  

t h o u g h  we a r e  p a y i n g  e x p e n s e s  a n d  we made t h e  i n v e s t m e n t .  

And h e  w e n t  on i n  t h a t  v e i n  f o r  q u i t e  a w h i l e ,  a n d  t h e n  Mr.  

M a l o n e  c a m e  b a c k  a n d  s a i d ,  " S o  y o u  t h i n k  i t  s h o u l d  be  

b r o u g h t  down t o  t h e  p o i n t  w h e r e  t h e  S t a t e  a nd  yo u  s h o u l d  g e t  

r o u g h l y  e q u a l  s h a r e s  i n  t h i s ?  You l i k e  t h a t  b e t t e r ? "  Mr.  

T a y l o r :  Y e s ,  s i r .

I n  t h a t  s a m e  m e e t i n g  Mr.  D i c k  D o n a l d s o n  was a s k e d  t h e  f o l -  

l o w u p  q u e s t i o n s  ( i n d i s c e r n i b l e )  e a r l i e r  b e t w e e n  h e  a n d  

M a l o n e  a n d  Mr.  T a y l o r ,  h e  a s k e d  Mr .  D ic k  D o n a l d s o n ,  who was  

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

S t a n d a r d  O i l  Company o f  O h i o ,  w a s  t h e  m a i n  o r c h e s t r a t o r  o f  

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

h e r e  i n  t h i s  l e g i s l a t u r e .  He s a i d ,  he  a s k e d  h i m  i f  h e ' d  

h e a r d  w h a t  Mr.  T a y l o r  h a d  r e s p o n d e d .  And h e  s a i d ,  d i d  I 

h e a r  y o u  s a y  t h a t  you  w o u l d  c o n c u r  i n  t h a t ?  Mr.  D o n a l d s o n ,  

" I  t h i n k  t h a t  i f  you  g e t  r o u g h  p a r i t y  w i t h  t h e  S t a t e ,  we 

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

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

g r o u n d . ” ( C l i f f ,  c o u l d  I h a v e  b a c k  t h e  s h a r e s  g r a p h  a g a i n ? )  

Ro u gh  p a r i t y  was  a s t a y .  A p r e t t y  f a i r  m i d d l e  g r o u n d .  (No,  

n o t  t h a t  o n e .  T h e  b a r  c h a r t  t h a t  s h o w s  t h e  c o m p a r a t i v e  

( i n d i s c e r n i b l e )  i s .  T h a t  o n e .  R o u g h  p a r i t y .  A p r e t t y  f a i r  

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

t y ,  b u t  w e ' r e  n o t  t h e r e  y e t .  W i t h  t h i s  new ELF w e ' r e  n o t  

t h e r e  y e t ,  f o l k s .  W e ' v e  g o t  a w a y s  t o  g o  y e t .  A t  l e a s t  a t



S12 a b a r r e l  a t  V a l d e z .  S o ,  a n y b o d y  t e l l s  y o u  t h a t  t h e r e ' s  

a m o r a l  d e a l ,  w e l l ,  y o u  k no w,  I ,  a nd  i f  a n y b o d y  t h i n k s ,  I 

know t h e y  come i n  a nd  a c c u s e  o f  u s  o f  l e a v i n g  o f f  i m p o r t a n t  

w o r d s  h e r e  w i t h  t h o s e  ( i n d i s c e r n i b l e ) ,  w e ' v e  g o t  t h e  q u o t e s .  

I t ' s  a l l  i n  t h e  r e c o r d .  I f  y o u  w a n t  t o  s e e  t h e  o r i g i n a l  

q u o t e ,  t h e  w h o l e  r e c o r d ,  y o u  c a n  g o  and  do  i t  j u s t  t h e  way 

we h a v e .  I t ' s  a v a i l a b l e .

S o ,  y o u  k no w,  I c o u l d  g o  o n  a b o u t  t h e  o i l  t a x e s  a l o n g  t i m e .  

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

d e c i s i o n  t h a t  you  h a v e  t o  m a k e .  I d o n ' t  w a n t  t o  m ak e  i t  

s o u n d  l i k e  ( i n d i s c e r n i b l e )  b e e n  w o r k i n g  a t  t h i s  f o r  t w e n t y  

y e a ^ s ,  h a v e  t h i s  b a c k g r o u n d  t h a t  I  t h i n k  i t ’ s  a n  e a s y  d e c i ­

s i o n .  I t ' s  n o t .  I t ' s  a h a r d  d e c i s i o n .  R e s o u r c e  i n t e r e s t s  

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

d i f f i c u l t  t a s k  yo u  h a v e  b e f o r e  y o u .  B u t ,  I  h o p e  t h a t  a s  yo u  

a p p r o a c h  t h a t  t a s k  y o u ' l l  b e  t h i n k i n g  o f  r e s o u r c e s  n o t  j u s t  

f o r  c u r r e n t  A l a s k a n s ,  n o t  j u s t  f o r ,  n o t  j u s t  f o r  t h e  p e o p l e  

who  l i v e  h e r e  t o d a y ,  b u t  f o r  A l a s k a n s  n e x t  y e a r  a n d  t e n  

y e a r s  f r o m  now,  and  i n  t h e  s a m e  s e n s e  t h a t  Bob B a r t l e t t  was  

t h i n k i n g  o f  r e s o u r c e s  when  h e  s p o k e  t o  t h e  A l a s k a  C o n s t i t u ­

t i o n a l  C o n v e n t i o n  when  i t  c o n v e n e d  i n  t h a t  c o l d  N o v e m b e r  o f  

1 9 5 5  i n  C o n s t i t u t i o n a l  H a l l  i n  F a i r b a n k s ,  F o u n d e r s  H a l l .  He 

w as  c o n c e r n e d .  He wa s  c o n c e r n e d  t h a t  t h e  l o b b y  t h a t  w e ' d  

s e e n  d e v e l o p m e n t  o f  t h e  K e n i c o t t  C o p p e r  a n d  t h e  l o b b y  t h a t  

w e ' d  s e e n  t o  s u p p o r t  t h e  e x p o r t a t i o n  o f  A l a s k a ' s  c a n n e d  

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

A l a s k a .  He was  r e a l l y  c o n c e r n e d  a b o u t  t h a t .  He s p o k e  t o  my 

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

C o n v e n t i o n  a b o u t  t h a t  a n d  h e  s a i d ,  " A l a s k a  i s  n o t  u n f a m i l i a r  

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

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



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

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

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

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

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

w e a 1 t h . "

Now w e ' v e  g o t  a l o b b y  h e r e ,  a n d  t h e  l o b b y  i s  d o i n q  e x a c t l y  

w h a t  w e ' d  e x p e c t  l t  t o  do  b e c a u s e  i t  c a r e s  a b o u t  p r o f i t s .  

T h a t  l o b b y  h a s  s p e n t  l o t s  o f  money  t o  e l e c t  p e o p l e  who w i l l  

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

a n d  you  know a l l  t h i s .  So w h a t  i t  c o m e s  r i g h t  down t o  i t ,  

y o u  h a v e  t o  make  t h e  d e c i s i o n  b a s e d  o n  t h e  f a c t s  a s  y o u  know 

t h e m .  And I  h o p e  t h i s  i n f o r m a t i o n  I ' v e  g i v e n  you w i l l  h e l p  

y o u  make  t h a t  d e c i s i o n  m o r e  e f f e c t i v e l y .  One o f  t h e  t h i n g s  

I t h i n k  y o u  m i g h t  t h i n k  a b o u t  i s  t h a t  e f f e c t i v e  d a t e  c l a u s e ,  

f o l k s .  You k now,  t h e  o i l  i n d u s t r y  s a i d  t h e y  w e r e  g o i n g  t o  

u s e  t h e  money  f r o m  t h e ,  t h a t  d i d n ' t  g o  i n t o  t h e  s t a t e  c o f ­

f e r s  t o  h e l p  d e v e l o p  A l a s k a ' s  o i l  f i e l d s .  We saw t h e  ARCO 

a d s  t o  t h a t  e f f e c t .  And t h e y  s a i d  t h e y ' d  c r e a t e  m o r e  j o b s

i f  we l e t  t h e  ELF a p p l y  t o  P r u d h o e  B a y .  I d o n ' t  t h i n k

e i t h e r  o f  t h o s e  t h i n g s  h a v e  h a p p e n e d .  S t a t i s t i c s  d o n ' t  show 

h a t  t h e r e  w e r e  t h a t  many j o b s  c r e a t e d  a n d  t h e  n u m b e r s  t h a t

we h a v e  s u r e l y  d o n ' t  i n d i c a t e  t h a t  a n y  o f  t h a t  money  t h a t

w as  made  a v a i l a b l e  t o  h e  c o m p a n i e s  a s  a c o n s e q u e n c e  o f  t h e  

ELF  a p p l i e d  t o  P r u d h o e ,  e v e r  f o u n d  i t s  way  i n t o  a w h o l e  

A l a s k a .  I  t h i n k  t h a t  i f  t h e r e  w a s  e v e r  a b r o k e n  p r o m i s e ,  

t h a t ' s  t h e  b r o k e n  p r o m i s e  t h a t  y o u  o u g h t  t o  t h i n k  a b o u t .  

And yo u  o u g h t  t o  ma ke  t h i s  b i l l  r e t r o a c t i v e  t o  J u l y  1 ,  1 9 8 7 .  

T h e  c h a r t  t h a t  M r .  M a l o n e ' s  p e o p l e  s h o w e d  y o u  y e s t e r d a y  

s h o w e d  t h a t  b i g  d i p .  J u s t  b u i l d  a b r i d g e  a c r o s s  t h a t  d i p .  

T h a n k  y o u .



CHAIR: Thank y o u ,  Mr .  E r i c k s o n .  I c e r t a i n l y  h a v e  b e e n  i m p r e s s e d

w i t h  y o u r  t e s t i m o n y .  I t h i n k  y o u ' v e  d o n e  a v e r y  t h o r o u g h  

j o b  f o r  t h e  C o m m i t t e e ,  and  f o r  t h e  p e o p l e  o f  t h e  S t a t e  o f  

A l a s k a ,  i n  p r e s e n t i n g  t h e  f a c t s  a s  y o u  s e e  t he m.  At  t h i s  

p o i n t ,  I w o u l d  a s k  t h a t  t h e  m e m b e r s  o f  t h e  c o m m i t t e e  who 

h a v e  a ny  q u e ' t i o n s  o f  Mr.  E r i c k s o n .  Mr .  H u d s o n ,  p l e a s e .

REPRESENTATIVE HUDSON: T h a n k  y o u ,  Mr.  C h a i r m a n .  I j u s t  w a n t e d

t o  k i n d  o f  s e p a r a t e ,  s e p a r a t e  w h e r e  I was  c o m i n g  f r o m  t h e  

o t h e r  d ay  when  I  t a l k e d  a b o u t  do  we c o n f e r  and  n e g o t i a t e  

w i t h  p e o p l e  o n  t a x  i s s u e s  n t h e  S t a t e  o f  A l a s k a .  And yo u  

ma de  a v e r y  s t r o n g  p o i n t  o f  s h o w i n g  w h e r e  t h e  C o n s t i t u t i o n  

s a y s ,  " . . . a n d  we s h a l l  n o t  s u r r e n d e r  t h e  p o w e r s  o f  

t a x a t i o n . "  I d o n ' t  t h i n k  a n y b o d y  h a s  e v e r  e v e n ,  a b s o l u t e l y  

e v e r  c o n s i d e r e d  t h a t  w e ' d  be  s u r r e n d e r i n g  t h a t  p o w e r .  T h e  

v e r y  f a c t  t h a t  we h a v e  t h e  g e n t l e m e n  r i g h t  o v e r  h e r e  s i t t i n g  

down and  n e g o t i a t i n g ,  o r  t a l k i n g  w i t h ,  o r  c o n f e r r i n g  w i t h  

s o m e o n e  who i s  a b u s i n e s s  p e r s o n  who i s  g o i n g  t o  b e  d o i n g  

b u s i n e s s  i n  t h e  S t a t e  o f  A l a s k a ,  i s ,  I  t h i n k ,  p r o b a b l y  w h a t  

we n o r m a l l y  w o u l d  d r .  And t h a t ,  I  j u s t  w a n t e d  t h a t  t o  b e  

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

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

/ o u r  s p e e c h .  And s i n v a  I  b r o u g h t  t h e  s u b j e c t  up i t ' s  b e e n  

my f e e l i n g s  a l l  a l o n g  t h a t  i f  w e ' r e  i n t e r e s t e d  i n  e n c o u r a g ­

i n g  d e v e l o p m e n t  i n  t h e  S t a t e  o f  A l a s k a ,  we h a v e  t o  t a k e  

t h e s e  t h i n g s  i n t o  c o n s i d e r a t i o n .  And wh e n  w e ' r e  f a s h i o n i n g  

a f i r s t - e v e r  t a x  p o l i c y  i n  t h e  S t a t e  o f  A l a s k a ,  o r  s o m e t h i n g  

o f  t h a t  n a t u r e ,  I  t h i n k  we h a v e  t o  m a k e  c e r t a i n ,  a s  I s a i d ,  

i f  w e ' r e  t r y i n g  t o  t a x  a f i s h  c o m p a n y  f o r  e x a m p l e ,  o r  s e a ­

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

on  o u r  s h o r e s ,  y o u  h a v e  t o  t a k e  i n t o  c o n s i d e r a t i o n  t h e r e  

c a n ' t  b e  p r o f i t a b i l i t y .  I t h i n k  y o u ' v e  s h o w n  i n  t h e  r e s t  o f
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O t h e r  q u e s t i o n s ?  O k a y .  U n l e s s  y o u  h a v e  a n y t h i n g  

f u r t h e r . . . .

HR. BAUHAIi:

I d o n ’ t .  T h a n k  y o u  v e r y  m u c h .

MR. GARDINER:

T h a n k  yo u  v e r y  m u c n .  M o n t e  T a y l o r .

MR. TAYLOR:

L a d i e s  a n d  g e n t l e m a n ,  my name  i s  M o n t e  T a y l o r .  I am 

t h e  A l a s k a  o p e r a t i o n s  M a n a g e r  f o r  E x x o n  Co mp a ny  USA 

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

t a x a t  • m in  A l a s k a ,  a n d  why we o p p o s e  p a s s a g e  o f  t h e  

b a c k s t o p  b i l l .  1 w o u l d  l i k e  t o  s t a r t  b y  r e v i e w i n g  

some  p a s t  h i s t o r y  i n  o r d e r  t o  p l a c e  my c o m m e n t s  i n  

p e t  s p o r t  i v e . T h e  o i l  a n d  q a s  l e a s e s  t h a t  p r o v i d e  m o s t  

o f  l b . -  pi  • • sent  Pt u d h o e  f lay p r o d u c t  i n n  o f  l u s t  o v e r  

I . ’* m i l l i o n  b a t  I e l : :  .1 d a y ,  w e r e  p t u  e h . i s e d  f r o m  A l a s k a  

i n  I 'M.’j  a n d  IVL7.  F r o m  t h e  p r o d u c e r ' s  f n i i n t  o f  v i e w  

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

t i m e .  c l  im.it i c  c o n d i t i o n s  w e r e  no  m o r e  t n r s h  t h a n  t h e y  

a i l -  t o d a y ,  b u t  t h e r e  w e r e  f e w a i r s t r i p s  o n  t tr* N o r t h  

S l o p e ,  no  r o a d s ,  rw> s t a g i n g  a i e . e - ,  a n d  v e r y  l i t t l e  

i s !  i i s t i u i ' t u i e  f o r  l o g i s t i c a l  s u p p o r t .  At t in* t i m e  t In 

l e a s e ; .  well* S o l d ,  t h e  S t a n d a r d  n n - t h o d  o f  l o . i s i t . O  w as

. /  c A  s s i x ' i a t c s



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

r o y a l t y .  E x p l o r a t . o n  o n  s ome  o f  t h e  new l e a s e s  w a s  

b e g u n  i n  1 9 6 6 .  Gome o f  t h e  c o m p a n i e s  i n v o l v e d  w e r e  

SOHIO,  ARCO, w h i c h  w a s  t h e n  R i c h f i e l d ,  C n e v r o n ,  M o b i l ,  

a n a  P h i l l i p s .  E x x o n  w a s  i n v o l v e d  a s  a  50% p a r t n e r  w ; . t h  

R i c h f i e l d .  T h e  e a r l y  e x p l o r a t i o n  r e s u l t s  w e r e  l e s s  

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

on  t h e  S l o p e  wncn  ARCO a n d  E x x o n  d e c i d e d  t o  d r i l l  j u s t  

o n e  m o r e  w e l 1 .  As we a l l  k n o w ,  t h a t  f i n a l  w e l l  

d i s c o v e r e d  o i l ,  w h a t  a p p e a r e d  t o  b e  a t  t ' * e  t i m e  a  l a t g e  

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

o i l  f i e l d  o n  t h e  N o r t h  A m e r i c a n  c o n t i n e n t .  I f  a  way  

c o u l d  h e  f o u n d  t o  d e v e l o p  t h a t  f i e l d  a n d  g o t  t h e  o i j  t o  

m a r k e t  t h e n  A l a s k a  e o u l d  l o o k  f o r w a r d  t o  s h a r i n g  i n  t l ie 

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

f re t*  a r id  c l e a r  o f  a l l  i n v e s t m e n t  a n d  O f i e r a t i n g  r i n k .

I n  1 9 6 9 ,  A l a s k a  h e l d  a n o t h e r  l e a s e  o a l e  n e a r  t h e  a r e a  

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

A t o t a l  o f  $ 9 0 0  m i l l i o n  i n  b o n u s  b i d s  w a s  r e c e i v e d  f o r  

164 t r a c t s  o r  a b o u t  $ 5 . 5  m i l l i o n  j>er t r a c t  i n  t h a t  

t h i r d  s a l e .  A s  we now k n o w  m o s t  o f  t .he a c r e a g e  s o l a  

i n  t h a t  s a l e  w a s  o u t s i d e  o f  t h e  p r o d u c t i v e  l i m i t . ? ;  o f  t i. 

I h u d h o e  n . , y  f i e l d .  A l l  o f  y o u  r. n o w  t h e  I l 1 a  1;;  a i d

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

1 9 6 8 ,  w i t h  a l l  t h e  p a r t i e s  t r y i n g  t o  s o l v e  w h a t  s e e m e d  

t o  b e  a t  t h e  t i m e  i n s u r m o u n t a b l e  p r o b l e m s .  B u t  s o m e h o w  t h e  

g o v e r n m e n t ,  t h e  U . S .  g o v e r n m e n t ,  t h e  s t a t e  g o v e r n m e n t ,  

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

s aw a l l  t h a t  t n r o u g h  w i t h  t h e  p a s s a g e  o f  t h e  N a t i v e  C l a i m s  

S e t t l e m e n t  A c t  g r a n t i n g  t h e  r i g h t  o f  way  t o r  t h e  p i p e l i n e ,  

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

V a l d e z ,  a n d  s o  f o r t h .  T h e n  t h e  o i l  b e g a n  t o  f l o w  t h r o u g h  

t n e  p i p e l i n e  i n  J u n e  o f  1 9 7 7 .  F r o m  t h e  t i m e  o f  t h e  

d i s c o v e r y  i n  ly&fl t o  t h e  t i m e  t h e  o i l  b e g a n  t o  f l o w ,  10 

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

wc' h e a r d  t h e  s t a t e m e n t  t h a t  t h e  S t a t e  h a d  s o l d  t h e  l e a s e s  

f o r  t o o  c h e a p  a p r i c e ,  t h a t  t h o  S t a t e  h a d  i n  e f f e c t  g i v e n  

away  the '  o i l .  P e r h a p s  I s h o u l d  e m p h a s i z e  h e r e  t h a t  t h e  

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

S t a t i * .  T h o s e  t e r m s  w o r e  o n e  e i g h t h  r o y a l t y ,  p l u s  w h a t e v e r  

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

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

t h a t  t h e  b o n u s  w a s  a d e q u a t e .  Wo d o n ' t  t h i n k  t h a t  c h a n g i n g  

c o n d i t i o n : ;  j u s t i f y  c h a n g i n g  t h a t  a g r e e m e n t  a n y  m o r e  t h a n  

we t h i n k  d r i l l i n g  a i l  d r y  h o l e s  m  a s t a l e  a r e a  j u s t i f i e s  .i 

r e f u n d  o f  t h e  b o n u s e s .  A f t e r  a l l ,  t h o s e  wno  b o u g h t  t h e
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o f f  s t r u c t u r e  l e a s e s  t o r  >900  m i l l i o n  i n  t h e  P r u d h o e  Bay 

s a l e  h a v e n ' t  a s k e d  t h e  S t a t e  f o r  a  r e f u n d .  And t h o s e  o f  

u s  who p a r t i c i p a t e d  i n  t h e  G u l f  o f  A l a s k a  s a l e  a r e n ' t  

t o o  h a p p y  a b o u t  t h e  r e s u l t s ;  b u t  we a r e  a b i d i n g  b y  t h e  

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

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

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

o f  l o n g - t e r m  o i l  s u p p l i e s .  T h e s e  p r i c e  i n c r e a s e s  h a v e  

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

As a r e s u l t ,  t h e  r e v e n u e  f r o m  P r u d h o e  Bay h a s  e x c e e d e d  

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

S t a t e .  P e r h a p s  i t  b e a r s  n o t e  i n  h e r e ,  t h a t  t h e  S t a t e  h a s  

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

r o y a l t i e s  a nd  t a x e s  t h a t  a u t o m a t i c a l l y  a d j u s t  t o  t h e  

i n c r e . i s e d  w e l l h e a d  v a l u e s .  F o r  e x a m p l e ,  t h e  S t a t e ' s  

r o y a l t y  s h a r e  i n  1(J 7 8 ,  w h i c h  w a s  t h e  f i r s t  f u l l  y e a r  o f  

p r o d u c t i o n ,  w. . j  y 2U0 m i l l i o n .  I n  1 0 8 1  t h e  S t a t e ' s  

r o y a l  y s h . i r e  i s  $ 1 . 4 6  b i l l i o n  , a  6 3 0 1  i n c r e a s e  i n  t h e  

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

a n d  m o s t  o f  t h . i t  i n c r e a s e  c ame  f i o m  t h e  i n c r e a s e d  

w e l l h e a d  v a l u e s .  B o t h  t h e  S t a t e  a n d  t h e  i n d u s t r y  h a v e  

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

d e v e l o p m e n t  o f  N o r t h  A m e r . c a ' s  l a r g e s t  o i l  f i e l d .  Tho i n d u s t r y

J  cA  s s o r i a t  c s

i •« •. •§ • * • . . . . »  «*n. 4 p a g e  26



\t 4 * V.V. t

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

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

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

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

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

d e v e l o p  a n d  e x p l o r e  i n  f r o n t i e r  a r e a s  a n d  d e e p e r  h o r i z o n s .  

T h e r e  a r e  o b v i o u s  j e g a l  a n d  e q u i t y  r e a s o n s  why s t a t e s  

s h o u l d  ' o t  a t t e m p t  t o  c h a n g e  a n  a g r e e m e n t  t h r o u g h  t h e  

p o w e r s  o f  t a x a t i o n .  H o w e v e r ,  wo n o  r e c o g n i z e  t h a t  c h a n g i n g  

t i m e s  a n d  c h a n g i n g  e x p e c t a t i o n s  c a n  r c q u  r e  some 

c h a n g e s  i n  t h e  t a x  s t r u c t u r e .  I n  t h e  c a s e  o f  A l a s k a  we 

b e l i e v e  i t  i s  o b v i o u s  t h a t  we h a v e  p a i d  m o r e  t h a n  o u r  

t a i r  s h a r e  o f  t a x e s .  We p a y  a 20 m i l l  S t a t e  p r o p e r t y  

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

».»>: r a t e  t h a t  i s  t h e  s e c o n d  h i g h e s t  i n  t h e  n a t i o n ,  a n d  

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

e x t r a c t i v e  i n d u s t r i e s  i n  A l a s k a ,  a n d  e v e n  a  s p e c i a l  t a x  

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

s u b i e c t  f o r  s ome  t i m e  t o  t h e  r e g u l a r  9 . 4 %  i n c o m e  t a x  

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

A l a s k . .  A f t e r  t h e  19 78 s p e c i a l  o i l  ,i” d  g a s  i n c o m e  t a x  

w a s  p a s s e d ,  w h i c h  t a x e s  e -.♦* i n c o m e  d i f f e r e n t l y  f r o m  a i l  

o t h e r  A l a s k a  b u s i n e s s e s ,  a l a w s u i t  w a s  f i l e d  c h a l l e n g i n g

. J c A s s o c i a t c s
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t h e  c o n s t i t u t i o n a l i t y  o f  t h e  new s p e c i a l  t a x .  W h a t  d o e s  

a l l  t h i s  h a v e  t o  d o  w i t h  t h e  b i l l  a t  h a n d ?  S i m p l y  t h a t  t h e  

b i l l  a t  h a n d  d o e s  n o t  s o l v e  t h e  p r o b l e m  a t  h a n d .  I t  i s  

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

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

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

i n  A l a s k a .  F o r  e x a m p l e ,  t h e  b i l l  c r e a t e s  t h e  i l l u s i o n  

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

S t a t e  i n c o m e  t a x .  T h e  b i l l  s a y s  t h e  d e d u c t i o n  i s  g r a n t e d .  

B u t  t h e n  i t  t u r n s  a r o u n d  a n d  s e t s  a t a x  r a t e  o n  t h e  

r e s e r v e s  t a x  w h i c h  t a k e s  t h e  money  b a c k  a g a i n .  A d e d u c t  *on 

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

A n o t h e r  s e v e r e  p r o b l e m  w i t h  t h e  b i l l  i s  t h e  p r o v i s i o n  

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

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

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

b e t w e e n  t h e  S t a t e  a n d  t h e  i n d u s t r y .  Tho  f c l l  w i i 1 a l s o  

b e  s t i l l  a n o t h e r  w a r n i n g  t o  o t h e r  i n d u s t r i e s  who  m i g h t  

v e n t u r e  t o  t h i s  S t a t e .  I t  w o u l d  s a y  a g a i n ,  f o r  e x a m p l e ,  

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

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

e x p l o r a t i o n ,  a f t e r  t h e y  ma de  t h e  d i s c o v e r y ,  a f t e r  t h e y  

b u i l t  t h e  $8 b i l l i o n  p i p e l i n e ,  a n d  a f t e r  t h e y  i n v e s t e d
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t r e m e n d o u s  s ums  i n  P r u d h o e  Bay a n d  i n  v e s s e l s  t o  g e t  t h e  

o i l  t o  m a r k e t .  T e n  t a x  i n c r e a s e s  o c c u r r e d  d u r i n g  t n e  t i m e  

t h e  i n v e s t m e n t s  w e r e  b e i n g  m a d e ,  a n d  i n  1 9 7 8 ,  a f t e r  t h e  

b u l k  o f  t h e  i n i t i a l  e t f o r t  h a d  b e e n  i n v e s t e d ,  a n o t h e r  m a j o r  

t a x  i n c r e a s e .  T h i s  l a s t  i n c r e a s e ,  i n  o n e  s i n g l e  a c t i o n ,  

r a i s e d  t n e  e t f e c t i v e  i n c o m e  t a x  r a t e  t o  6 t i m e s  t h a t  o f  

o t h e r  i n t e r - r f  i t e  b u s i n e s s e s  i n  A l a s k a ,  a n d  d e n i e d  t h e  o i l  

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

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

d e p r o  ' i a t i o n . Now i n  1 9 8 1 ,  t h e  l e g i s l a t u r e  i s  c o n s i d e r i n g  

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

t h e  S t a t e  a g a i n s t  t h o  p o s s i b i l i t y  t h a t  t n e  l a w  p a s s e d  i n  

1978 i s  u n c o n s t i t u t i o n a l . we a l s o  n o t e  f r o m  t .hc f i n d i n g s  

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

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

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

d c k ' t s i o n s  o n  g a s  d e v e  1 o p m c n t  o r  t n e  g a s  p i p e l i n e .

T h e re  i s  a s t r o n g  i m p l i c a t i o n  t h a t  t h i s  m i g h t  b e  c h a n g e d  

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

A p p a r e n t l y  t h e  S t . a ' o  w i l l  d o  t h e  s am e  t h i n g  o n  g a s  t h a t  

i t  h a s  d o n e  o n  o i l .  We a r c  g l a d ,  a t  l e a s t . ,  t o  s e e  a 

l e r n g n i t  i o n  t h a t  t a x  r a t e ' s  d o  i n  f a c t  i n f l u e n c e  i n v e s t m e n t  

i lee i s  i o n s . .  b u t  we c a n  h a r d l y  u n d e r s t a n d  bow a e o n i i n u . i t  i o n
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o f  t h a t  t y p e  o f  p o l i c y  c a n  i m p r o v e  t h e  b u s i n e s s  c l i m a t e  

o r  a d d  t o  t n e  s t a b i l i t y  t h a t  i s  s o  b a d l y  n e e d e d  i n  

A l a s K a .  o u r  v i e w  i s  t h a t  p a s s i n g  t h i s  l a w  w o u l d  b e

a n  u n c o n s c i o n a b l e  a c t i o n  f o r  t n e  l e g i s l a t u r e  t o  t a k e  

a g a i n s t  i t ' s  m o s t  p r o d u c t i v e  i n d u s t r y .  We f u r t h e r  

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

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

r e i n f o r c e  t n e  p e r c e p t i o n  b y  t h e  b u s i n e s s  c o m m u n i t y  

i h . i t  t h i s  M a t e  l i a s  a  v e r y  p o o r  i n v e s t m e n t  c l i m a t e .

I e . m  t h i n k  o f  no  Do t  t e r  s h o t  i n  t h e  a r m  t o r  f u t u r e  

d e v e l o p m e n t ,  no t  o n l y  by  t h e  o i l  i n d u s t r y ,  b u t  b y  o t h e r  

p o t e n t i a l  i n v e s t o r s ,  t h a n  f o r  t h e  S t a t e  t o  r e p e a l  t h o  

s p e c i a l  o i l  a n d  g a s  i n c o m e  t a x .  And t h e n  t o  b o  a b l e  t o  

p o i n t  o u t  t o  p o t e n t i a l  i n v e s t o r s  t h a t  t h e  S t a t e  d o e s  n o t  

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

o t  . my  s t . i t  e ,  t n a t  a l l  b u s i n e s s e s  a r e  t r e a t e d  e q u a l  l y  

l o r  i n c o m e  t a x  p u r p o s e s  a t  l e a s t ,  a n d  t h a t  t h e  S t a t e  

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

There* i s  n o  d o u b t  i n  my m i n d  t h a t  t h e  S t a t e  a n d  t h e  

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

p o s i t  i v  s t e p  ’ i k e  t h a t .  T h e r e  i s  a l s o  no  d o u b t  i n  

my m i n d  t h a t  t h i s  S t a t e  w i l l  n o t  b e n e f i t  b y  p a s s i n g  a  

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

r e s o l u t i o n  o f  t h e  c u n e n t  l i t i g a t i o n .  We n a v e  h e r e ,  

i t  s e e m s  t o  me ,  t w o  e x t r e m e  p o s i t i o n s  -  o u t r i g h t  r e p e a l ,  

w n i c h  i n  s o me  l e g i s l a t o r s '  v i e w  a t  l e a s t ,  w o u l d  

u n r e a s o n a b l y  r e d u c e  S t a t e  r e v e n u e s ,  a n d  t h e  b a c k s t o p  

t a x  w h i c h  Dy i t s  s t a t u t o r y  l a n g u a g e  i s  a  t a x  i n c r e a s e  

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

a  f u r t h e r  t a x  i n c r e a s e  e a c h  y e a r  a s  t n e  m i l l a g c  r a t e  

i s  t o c o n s i d o r e d . Wc s u b m i t  t h a t  s o m e w h e r e  b e t w e e n  

L h o se  t w o  e x t r e m e  p o s i t i o n s , o f  r e p e a l  o r  b a c k s t o p  

Mi c r o  m u s t  b o  a  m i d d l e  g r o u n d  t h a t  w i l l  s t a b i l i z e  t h e  

Lux s t r u c t u r e ,  s o l v e  t h e  u n c e r t a i n t y  o f  f u t u r e  S t a t e  

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

f u t u r e  i n v o l v e m e n t  i n  t h e  S t a t e  o f  A l a s k a .  A l t h o u g h  wo 

. i r e  c o n f i d e n t  o f  o u r  l e g a l  g r o u n d s ,  Kxxon w o u l d  much 

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

As wc s e e  i t ,  t h e r e  a r e  f o u r  b a s i c  e l e m e n t s  t o  s u c h  a 

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

t e r m  r e v e n u e  b a s e s  f o r  t h e  S t a t e .  S e c o n d ,  e q u i t a b l e  

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

b u s i n e s s  i n  A l a s k a .  T h i r d ,  e l i m i n a t i o n  o f  t in* f i s c a l  

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

S t a t e  a n d  t h e  o i l  i n d u s t r y  w i t h  r e g a r d  t o  t h e  t a x  i s s u e .

J  c A s s o c i a t c s
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And f o u r t h ,  e n c o u r a g e m e n t  o f  f u t u r e  i n v e s t m e n t s  b y  t h e  

i n d u s t r y  i n  A l a s k a .  S p e a k i n g  f o r  E x x o n ,  I  c a n  t e l l  y o u  

t h a t  wo a r e  r e a d y  a n d  w i l l i n g  t o  t a l k ,  t o  n e g o t i a t e  i n  

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

Our  o b j e c t i o n  t o  t h e  l e g i s l a t i o n  b e f o r e  y o u  i s  t h a t  i t  

w i l l  o n l y  m a k e  a n  u n f a i r  s y s t e m  w o r s e .  T h i s  l e g i s l a t i o n  

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

new q u e s t i o n s  f u r t h e r  a d d i n g  t o  t h e  u n c e r t a i n t y  a n d  

c l o u d i n g  t h e  A l a s k a  b u s i n e s s  c l i m a t e .  R a t h e r  t h a n  s i m p l y  

r e a r r a n g e  t h e  d e c k  c h a i r s  o n  t h e  T i t a n i c ,  we t h i n k  i t  i n  

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

a d m i n i s t r a t i o n  t o  s i t  down w i t h  t h e  o i l  i n d u s t r y  a n d  s e e  i f ,  

t o g e t h e r ,  v/e c a n n o t  c h a r t  a  new t a x  c o u r s e  w h i c h  w i l l  

c r e a t e  a m o r e  e q u i t a b l e  a n d  s t a b l e  t a x  c l i m a t e  t h a t  

a v o i d s  a n n u a l  c o n f r o n t a t i  ' n s ,  a n d  a l l o w s  i n d u s t r y  a n d  

g o v e r n m e n t  t o  w o r k  t o g e t h e r .  We a r e  c o n v i n c e d  t h a t  a  

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

d e v e l o p m e n t  a n d  e n h a n c e  A l a s k a ' s  l o n g - t e r m  f u t u r e .

T h a nk  v o u  v e r y  m u c h .

MR. GARDINER:

R o p r e s e n t a t i v o  C o t t o n .

MR. COTTKN:

T h a nk  y o u  f o r  ' ' o u r  t e s t i m o n y ,  Mr .  T r / l o r .  N o t i c i n g  t h e

J  A s s o c i a t e s
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a n n u a l  E x x o n  a d  c a m p a i g n ,  t h e  n e w s p a p e r  a d s  a n d  s o  f o r t h ,  

t h a t  s a y  l e t ’ s  t a l k  —  i n  o n e  o f  t h o s e  a d s ,  y o u ' v e  t a l k e d  abo> 

h e r e  t o d a y  t o o ,  t h a t  t h e  S t a t e  h a s  c h a n g e d  t h e  t a x  

l a w s  s e v e r a l  t i m e s  s i n c e  1 9 6 9 .  One  o f  t h e  q u e s t i o n s  I  

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

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

t h a t  w a s  i n  p l a c e  i n  1 9 6 9  s h o u l d  n e v e r  h a v e  b e e n  c h a n g e d /

MR. TAYLOR:

No,  I d o n ' t  t h i n 1, t h a t .  I t  i s  o b v i o u s  t h a t  t h e  S t a t e  

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

i n d u s t r y  h e r e  —  v u  r e c o g n i z e  t h a t  t h e —  f o r  i n s t a n c e ,

•.he s e v e r a n c e  t a x  r a t e  d u r i n g  t h e  t i m e  o f  t h e  s a l e  w. is 

v e r y  l o w .  We d i d  n o t  m a k e  t h e  b i d s  o n  t h e  l e a s e s  o n  

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

c h a n g e  i n  t h e  S t a t e  o f  A l a s k a .  N o r  d o  we d o  t h a t  i n  

T e x a s  o r  a n y  p l a c e  e l s e .  M o s t  s t a t e s ,  we h a v e  s o me  

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

t h e y  come a L a u t  b e c a u s e  we c a n  h a v e  s o me  i d e a  w h a t  t h e  

S t a t e  m i g h t  n e e d .  I n  t h e  c a s e  o f  A l a s k a ,  we f i n d  i t  

v e r y  d i f f i c u l t  t o  p r e d i c t .

MR. GOTTEN:

I a p p r e c i a t e  t h a t .  I t h i n k  i t  i s  a p r e t t y  h o n e s t  

a n s w e r .  I t h i n k  o n e  o f  t h e  p u r p o s e s  o f  t h i s  b i l l  i* t o

c A s s o c i a t e s
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m a i n t a i n  some  s t a b i l i t y .  We t h i n k  we a r e  i n  a  s i t u a t i o n  

w h e r e  t h e  r e v e n u e s  a r e  p r e d i c t a b l e .  I  t h i n k  t h a t  i s  

o b v i o u s l y  t h e  m a j o r  t h r u s t  o f  t h i s  b i l l ,  t o  m a i n t a i n  a  

r e v e n u e  s t r e a m  a s  i s .  O f  c o u r s e ,  we a r e  i n  c o u r t  -  y o u  

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

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

w as  p a s s e d .  T h i s ,  a s  y o u  k n o w ,  a t t e m p t s  t o  m a i n t a i n  

t h a t  r e v e n u e  s t r e a m .

MR. TAYLOR:

W e l l ,  we l o o k  a t  t h i s  a s  a n  i n c r e a s e  i n  t h e  t a x e s  b e c a u s e  

j u s t  l o o k i n g  a t  t h o  f i s c a l  n o t e .

MR.  G A R D I N E R :

R e p r e s e n t a t i v e  R o g e r s .

MR.  R O G E R S :

Mr.  T a y l o r ,  y o u  s a i d  t h a t  y o u  t h i n k  t h e r e  i s  a n  e q u i t a b l e  

l e v e l  i a  t h e r e  s o m e w h e r e .  You s p o k e  i n  f a i r l y  g e n e r a l  

t e r m s  i n  y o u r  f o u r  p o i n t s  —  I  w o n d e r  i f  y o u  c o u l d  b e  a 

l i t t l e  m o r e  s p e c i f i c  a s  t o  w h a t  y o u  so** a  c o m p r o m i s e  

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

t a x e s ,  w h i c h  o n e r  —  i n  t e r m s  o f  a  c o m p r o m i s e ,  how w o u l d  

y o u  s e e  t h a t  c o m i n g  o u t .

MR.  T A Y L O R :

I n  t e r m s  o f  a c o m p r o m i s e ,  we h a v e  a  l a w s u i t  g o i n g  r i g h t

J  S L T ^ c ^ s s o c i a t e s
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now a n d  t h e r e  1 b a  c e r t a i n  a moun  . o f  d o l l a r s  a t  i s s u e .
■s

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

c i r c u l a t e d  t h a t  w e ' v e  s a i d  we h a v e  a  5 0 - 5 0  c h a n c e  o f  

w i n n i n g ,  t h e  S t a t e  s a i d  t h e y  h a v e  a  5 0 - 5 0  c h a n c e  o f  w i n n i n g  

i t ' s  s o m e w h e r e  i n  t h e  5 0 - 5 0  r a n g e  b e t w e e n  t h e  c h a p t e r  21 

a n d  t h e  c h a p t e r  2 0 .  We a r e  w i l l i n g  t o  d i s c u s s  

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

w h i c h  w o u l d  g e t  r i d  o f  t h e  l a w s u i t .

HR. ROGERS:

I n  t e r m s  o f  w h i c h  t a x

MR. TAYLOR

I n  t e r m s  o f  t h e  i n c o m e  t a x  o n l y

MR. ROGERS

O k a y ,  in terms of t J i c i n c o m e  t a x  o n l y .  How a b o u t  o n  t .ho

o t h e r  - -  yo u  a r c  n o t ,  t h e n ,  a s k i n g  f o r  a n y  c h a n g e  i n  

t h e  s e v e i  a n c e  o r  p r o p e r t y  t a x e s .  You f e e l  t h a t  w i t h  

t h e  e x i s t i n g  o t h e r  t a x  l e v e l s  a n d  s p l i t  t h e  d i f f e r e n c e  U-twi* 

AS 4.3.20 a nd  43 . 21 ,  t h a t  t h a t  w o u l d  b e  a  f a i r  t a x

t r e a t m e n t

MR. TAYLOR

I w o u l d  h a v e  t o

cjemcnt  c o m m i t t e e  a p p r o v a l  t o  a g r e e  r i g h t  h e r e  t o  t t i . i t

I f  y o u  w o u l d  l i k e  t o  p r o p o s e  s o m e t h i n g  wie o n p r o m i  r,<

J  cA  s s o c i  a  t e s
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f i n d  o u t  p r e t t y  q u i c k .

MR. ROGERS:

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

t o  f i n d  o u t  f r o m  y o u  w h a t  l e v e l  . . .

MR. TAYLOR:

. . . c o m p r o m i s e  i s  a  m i d d l e  g r o u n d .  As  I  t r i e d  t o  s a y  i n  

my t e s t i m o n y  - -  o u r  a d s  w e r e  a l l u d e d  t o  a  w h i l e  a g o  - -  

we h a v e  p o i n t e d  o u t  i n e q u i t i e s  t h a t  we c o n s i d e r  i n  t h e  

t a x a t i o n  b a s e d  on  m o r e  t h i n g s  t h a n  j u s t  t h e  i n c o m e  t a x .  

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

I t h i n k  c o m p r o m i s e  i s  r e l a t e d  t o  t h a t  t a x  o n l y .  We 

d o n ' t  l i k e  s o me  o f  t h o s e  o t h e r  t a x e s  b u t  we r e a l i z e  we 

a r e  g o i n g  t o  b e  o v e r t a x e d  h e r e  s o m e  a n d  we a r e  u s e d  t o  

t h e m ,  a t  l e a s t .

MR. ROGERS:

E s s e n t i a l l y  t h e n ,  w h a t  I h o a r  y o u  s a y i n g ,  i s  t h a t  w h a t  

we a r e  t a l k i n g  a b o u t  i s  b o t t o m  l i n e  n u m b e r  o t  d o l l a r s ,  

n o t  w h i c h  t a x  y o u  p a y  i t  i n .

MR. TAYLOR:

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

I n  b e  a l a w s u i t . ,  w h i c h  wo t h i n k  i s  a v e r y  v a l i d  l a w ­

s u i t . ,  on t h e  i n c o m e  Lax i t s e l f .

J  8 L T ^ c s \ s s o c i ( : l e s
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MR. ROGERS:

I f  my r e c o l l e c t i o n  i s  c o r r e c t ,  r i g h t  now we a r e  c o l l e c t i n g  

a b o u t  $ 1 . 2  b i l l i o n  a  y e a r ,  t o t a l  f r o m  t h e  i n J u s t r y ,  f r o m  AS 

43.21 ,  a s  o p p o s e d  t o  a r o u n d  $ 2 0 0  m i l l i o n  f o r  AS 43 .20  

s o  y o u  a r e  s a y i n g  t h a t  a  $ 7 0 0  m i l l i o n  i n c o m e  t a x  t r e a t m e n t  

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

MR. TAYLOR:

D i d  h e  d o  t h a t  m a t h  r i g h t ?
I

MR. GARDINER: .

Th e y  a s k  t h a t  u p  a t  t h e  F i n a n c e  C - m m i t t e e  w he n  h e  p u l l s  

t h o s e  o u t  t o o .

MR. TAYLOR:

T h a t  s o u n d s  r i g h t ,  d o e s n ' t  i t .  T h e r e  i s  $1 b i l l i o : .  

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

$1 b i l l i o n  a t  i s s u e  i s  w h a t  wo a r e  t a l k i n g  a b o u t ,  w h i c h  

w o u l d  b y  $ 5 0 0  m i l l i o n  o f f ,  s o  a  $ 7 0 0  m i l l i o n  t a x  c o m e s  

o u t  of  t h a t ,  r i g h t ?  T h e  n u m b e r s  g u y s  a r c  o v e r  h e r e .

MR. RANDOLPH:

Mr.  T a y l o r ,  I h a v e  s e v e r a l  q u e s t i o n s  f o r  y o u .  F i r s t ,  

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

b a c k s t o p  l e g i s l a t i o n  d o e s ,  i n  f a c t ,  i n s t i t u t e  a  t a x  

i n c r e a s e .  The'  i n f o r m a t i o n  w»* w e r e  g i v e n  y e s t e r d a y ,  a n d  

t h e  f i s c a l  n o t e s  on  i t ,  i n d i c a t e  t h a t  i t  b a s i c a l l y  I s v a k - .• * ‘ i

j
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r u t  e v e n .  W h a t  a c c o u n t s  f o r  t h e  d i s c r e p a n c y  b e t v e e n  

y o u r  a t t i t u d e  a n d  t h e  a d k n i n i s t r a t i o n ' s  a t t i t u d e  o n  t h i s

MR. TAYLOR

I t h i n k  w h a t  y o u  h a v e  t o  d o  i s  l o o k  a t  t h e  a s s u m p t i o n s  

t h a t  w e n t  i n t o  t h e  f i s c a l  n o t e .  T h e  s t a t u t o r y  l a n g u a g e  

i n  t h e  b i l l  s a y s  t h a t  t h e  m i l l a g e  r a t e  w i l l  b e  30 m i l l s  

f o r  t h e  f i r s t  y e a r ,  f o r  1 9 8 2 ,  a n d  t h e n  25 m i l l s  

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

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

f r o m  now w i l l  c h a n g e  t h e  n i i l l a g e  r a t e  f r o m  t h e  s t a t u t o r y  

l a n g u a g e  o f  25  m i l l s  a n d  m a k e  i t  20 m i l l s .  T h a t  i s  t h e  

b a s i s  f o r  t h e  1 9 8 5  f i g u r e s  i n  t h e  f i s c a l  n o t e .  T h a t  

d i d n ' t  make  s e n s e  t o  me ,  s o  I r a t i o e d  t h e  r e s e r v e  t a x  

b a c k  up  i n  ' 8 5  t o  make  t h e  f i s c a l  n o t e  t r a c k  t h o

. s t a t u t o r y  L a n g u a g e .  I n  t h a t  c a s e ,  t h e  t o t a l  l o u r  y e a r  

e f f e c t ,  i n  t h e  l o w  c a s e  t h a t  i s  q u o t e d  i n  t h e  f i s c a l  

n o t e ,  i n s t e a d  o f  b e i n g  $ 1 6 4  m i l l i o n  n e g a t i v e ,  i s  $ 2 1 8  m i l l i o n  

p o s i t i v e .  T h e  h i g h  c a s e  e f f e c t ,  i n s t e a d  o f  b e i n g  

$ 4 8 3  m i l l i o n  p o s i t i v e ,  w h i c h  wo c o n s i d e r  a b i g  n u m b e r ,  

b e c o m e s  S964  m i l l i o n  p o s i t i v i  o r  a l m o s t  $1 b i l l i o n .

Wo h a v e  h e r e  a  p o t e n t i a l  t a x  i n c r e a s e  b a s e d  on  t h e
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j u s t i f i e s  s a y i n g  t h a t  t h e  t a x  s y s t e m  r e m a i n s  e s s e n t i a l l y  

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

l e t t e r .  Do e s  t h a t  a n s w e r  y o u r  q u e s t i o n ?

MR. RANDOLPH:

Y e s ,  i  t h i n k  s o .  I t  s e e m s  t o  me t h a t  i f  y o u  w e r e  t o  

s i t  down a n d  n e g o t i a t e  w i t h  t h e  S t a t e  a n d  c ome  o u t  w i t h  

some  s o r t  o f  a g r e e m e n t  i n  t h i s  h a l f - w a y  a r e a  y o u  w e r e  

t a l k i n g  a b o u t ,  t h a t  s t i l l  i s  a n  e x t r e m e l y  t e n u o u s  

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

n o t  a —  i f  t h a t  w a s  n e g o t i a t e d  a t  t h i s  p o i n t ,  w h a t  

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

2 ,  3 ,  4 y e a r s  f r o m  now a n d ,  t h r o u g h  some  v e h i c l e  o r  

a n o t h e r ,  g o i n g  r i g h t  b a c k  t o  w h e r e  we w e r e .  O r  i f  wc 

w e r e  t o  —  a l l  we w o u l d  h a v e  t o  d o  t o  c o r r e c t  t h a t  i s  

t o  p a s s  t h i s  s o  c a l l e d  b a c k s t o p  b i l l ,  c u t  t h e  m i l l  

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

b u s i n e s s .  H o w e v e r ,  i t  w o u l d  b e  a  v e r y  s m a l l  t h i n g  f o r  

t h e  l e g i s l a t u r e  t o  c om e  b a c k ,  i n  a n y  k i n d  o f  a  f u t u r e ,  

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

s a m e  p o s i t i o n  y o u  a r e  i n .  I  g u e s s  my q u e s t i o n  i s ,  h o w  

c a n  ho  S t a t e  a t  a n y  p o i n t  q i v c  t h e  i n d u s t r y  much 

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

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

J  c A  s s o c i a t e s
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MR. TAYLOR:

We f e e l  t h a t  i s ,  t o  s ome  e x t e n t ,  a  r i s k  we  m i g h t  h a v e  

t o  t a k e .  I f  we w o r k e d  o u t  a n  a g r e e m e n t ,  a  s e t t l e m e n t  

s o  t o  s p e a k ,  t h e r e  m i g h t  b e  some  l e t t e r  a g r e e m e n t  t h a t  

s a y s  t h a t  we d r o p  o u r  s u i t  a n d  we d o  t h i s  a n d  t h e  S t a t e  

a g r e e s  n o t  t o ,  o r  a t  l e a s t  s o m e b o d y  a g r e e s ,  n o t  t o  

p r o m o t e  i n c r e a s e d  t a x e s .  We r e a l i z e  t h i s  l e g i s l a t u r e  

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

on b o t h  s i d e s  o f  t h a t ,  o f  c o u r s e .  We c o u l d  d e c i d e  a t  

some f u t u r e  t i m e  t o  s u e  o n  t h e  s e v e r a n c e  t a x ,  f o r  

i n s t a n c e ,  a l t h o u g h  t h a t  d o e s n ’ t  s e e m  l i k e  a  v e r y  g o o d  

i d e a .  I t h i n k  t h a t  i s  j u s t  a  r i s k  we t a k e ,  a n d  wc a r c  

w i l l i n g  t o  t a k e  i f  we c a n  g e t  a  r a t i o n a l  s e t t l e m e n t  

t h a t  t h i s  l e g i s l a t u r e  i s  c o m m i t t e d  t o .  N e x t  y e a r  —  

w e ' v e  d e c i d e d  l o n g  a g o  c h a t  e v e r y  y e a r  i s  a  n e w  b a l l -  

game down h e r e .  We a r e  g o i n g  t o  h a v e  t o  b e  h e r e  a n d  

p l a y  i n  i t  e v e r y  o n c e  i n  a  w h i l e .

MR. GARDINER:

I t  s e e m s  t o  me s o m e w h a t  a n  a n s w e r  t o  t h a t  q u e s t i o n  

i s  t h a t  t h e r e  w a s  t h i s  10 y e a r  h i s t o r y  w h e r e  t h e  

S t a t e  a n d  t h e  i n d u s t r y  w e n t  b a c k  a n d  f o r t h  o v e r  - -  t h e n *  

e v e n  was  o n e  o i l  t a x  i n c r ' a s e  t n a t  t h e  i n d u s t r y  c a m e  i n  

and  s u p p o r t e d  i n  1 9 7 3 .  T h e  l a s t  t i m e  t h e  l e g i s l a t u r e

J  8 t 7 ^  c A  s s o c i  a  I e s
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a c t e d  w a s  o v e r  t h e  i n c o m e  t a x  b i l l  a n d ,  p r o b a b l y ,  y o u  

c o u l d  d i s t i n g u i s h  t h i s  b i l l  —  I  t h i n k  t h e r e  i s  some

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

C o m m i t t e e  w i l l  w a n t  t o  g e t  i n  o v e r  t h i s  b i l l  a s  

t o  e x a c t l y  how much r e v e n u e  i t  d o e s  r a i s e ,  b u t ,  I  t h i n k ,  

t h e  i n t e n t  o f  t h e  d r a f t  o f  t h e  b i l l  w a s  t o  r a i s e  a s  c l o s e

a s  p o s s i b l e ,  a n d  I  t h i n k  t h e  C o m m i s s i o n e r  w e n t  i n t o  t h i s

t o  b a c k s t o p  t h e  s a m e  a m o u n t  o f  r e v e n u e .  T h a t  i s  a  l o t

d i f f e r e n t  p o s t u r e  f r o m  t h e  o t h e r  10 y e a r s  o f  l e g i s l a t i o n

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

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

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

c o n s i d e r e d  a n y  o i l  t a x  i n c r e a s e s .  I n  f a c t ,  I d o n ' t

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

o r  d o e s n ' t ,  I d o n ' t  t h i n k  t h e r e  h a s  b e e n  a  b i l l  t h a t  h a

In n s e r i o u s l y  p r o m o t e d  -  t h e r e  may h a v e  b e e n ,  1 t h i n k  

t h e r e  w e r e  s ome  b i l l s  i n t r o d u c e d ,  b u t  I d o n ' t  t h i n k  t h e y  

g o t  h e a r i n g s .  T o  me i t  s a y s  t h a t  t h e r e  w a s  a l l  t h i s  

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

in t e r m s  o f  c h a n g i n g  t h e  v a l u e  o f  o i l ,  b u t  I  t h i n k ,  a t

t i n  my own m i n d ,  t h e  p r o o c o n c l u d e d  w h e n  th«

s e d .  Now o t h e r  t h i n g s  h a v e

u i t  -  a n d  t h a t ' s  why we . i n

J  A s s o c i a t e s
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MR. TAYLOR

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

h a p p e n  i n  t h e  f u t u r e  t h o u g h ,  w i t h  t h e  a n n u a l  r e q u i r e m e n t  

f o r  s e t t i n g  t h e  m i l l a g e  r a t e .  T h e  p e o p l e  h a v e  s a i d ,

t h a t ' s  l i k e  y o u r  h o u s e s , t h a t  i s  s e t  a n  a n n u a l  

r e q u i r e m e n t  —  a n d ,  o f  c o u r s e ,  t h a t ' s  t r u e .  B u t  y o u ' v e  

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

l i t t l e  b i t  i t  d o e s n ' t  c h a n g e  y o u r  p e r s o n a l  p r o p e r t y  

t a x  a l l  t h a t  m u c h .  I n  o u r  c a s e ,  t h e r e  w o u l d  b e  a n  

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

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

j u s t  s e t  a  m i l l a g e  r a t e  t h a t  g e t s  t h e m  t h a t  a m o u n t  o f

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

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

b e .  T h a t ' s  r e a l l y  a  m a j o r  p r o b l e m  i n  i n v e s t m e n t  d e c i s i o n  

a s  yo u  a l l  k n o w .

MR. RANDOLPH

J u s t  i n  r e s p o n s e  t o  y o u r  c o m m e n t s .  Wc d i d  h a v e ,  i n  1 9 1 J

78 wc h a d  t h e  i n c o m e  t a x .  And now wc a r e  i n  ' 8 1  a n d

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

MR. MALONI-

Tli.ink yo u  Mi .  C h a i r m a n .  Mr.  T n ^ I o i ,  1

J  8 i* K ^  c A s s o c i a t e s
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f o l l o w ,  a t  l e a s t  t o  s ome  d e g r e e ,  t h e  p r o g r e s s  o f  t h e  

S t a t e  b u d g e t  a n d  s p e n d i n g .

MR. TAYLOR:

Y e s .

MR. MALONE:

Do yo u  t h i n k  t h a t  s p e n d i n g  l e s s  i n  S t a t e  g o v e r n m e n t

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

b e  n g o o d  i d e a .

MR. TAYLOR:

Y e s ,  s i r ,  I d o .

MR. MALONE:

Go o d .  T h a t ' s  o n e  t h i n g  we  a g r e e  o n .  Tn y o u r  t e s t i m o n y  t o  

t h e  C o m m i t t e e ,  Mr .  T a y l o r ,  y o u  r e v i e w e d  t h e  P r u d h o e  Bay 

d e v e l o p m e n t  t a x  h i s t o r y  t h e r e ,  a n d  t h a t  t h e  v a l u e  o f  

c r u d e  o i l  h a s  g o n e  u p  -  how m u c h ,  a p p r o x i m a t e l y ,  w a s  

c r u d e  o i l  w o r t h  i n  1 9 6 9  a n d  w h a t  i s  i t  w o r t h  t o d a y ?

MR. TAYLOR:

I n  1 9 6 9 ,  1 g u e s s ,  i t  w a s  w o r t h  s o m e t h i n g  i n  t h e  a r e a  o f  

$3 a  b a r r e l  i n  t h e  l o w e r  4 8 .  1 w a s  i n  t h o  l o w e r  48 t h e n ,

a n d  t h e r e  w a s n ' t  a n y  u p  h e r e .  I t  w a s  $ 3 .  I n  ' 7 8  t h e  n e t -  

b a c k  p r i c e  f o r  P r u d h o e  Bay  c r u d e  w a s  $ 4 .  T h a t ' s  why t h e  

b i g  jump.  I t  w a s  $21 i n  ' 8 0 .  I t  h a s  i n c r e a s e d  v e r y  

d i a m a I i  <m  11y .

J  c A  s s o c i u t o s
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R o u g h l y  w h a t  p e r c e n t a g e  i n c r e a s e  w o u l d  y o u  s a y  t h a t  i s ?

MR. TAYLOR:

W e l l ,  $4 t o  $2 0  i s  500% i n c r e a s e .  M o s t  o f  t h e  i n c r e a s e  

h a s  b e e n  i n  t h a t  p e r i o d  o f  c o u r s e .

MR. MALONE:

I n  y o u r  c o m m e n t s  y o u  s a i d  e n a c t m e n t  o f  t h e  r e s e r v e s  t a x ,  

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

t a x  s t r u c t u r e  o f  t h e  S t a t e .  W ha t  d o e s  t h a t  m e a n ?  I s  i t  

a  t h r e a t ?

MR. TAYLOR:

w h a t  T t h i n k  i t  m e a n s  i s  t h a t  t h e  - -  w e ' v e  c o n t e n d e d  

t o r  some  t i m e  t h a t  t h e  40% s h a r e  t h a t  t h e  S t a t e  s e e m s  

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

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

i n d u s t r y ,  a n d  a  p r o p e r t y  t a x  t h a t  i s  o n l y  o n  u s ,  a n d  

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

a n d  t a x e s  h i g h e r ,  i s  d i s c r i m i n a t o r y .  W h a t  i t  m e a n s  i s  

a n d  I ' m  n o t  s a y i n g  t h a t  E x xon  i s  p l a n n i n g  t o  f i l e  a  

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

s u i t  c h a l l e n g i n g  t h e  e n t i r e  t a x  s t r u c t u r e  r a t h e r  t h a n  

j u s t  o n e  g i v e n  t a x ,  w h i c h  d o o r  i s  o p e n  a n y w a y .

MR. MALONE:

. 1 c 4  s s o c i u t e s
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1 g u e s s  i t  i s  o p e n  a n y w a y .  A p e r s o n  h a s  s o m e  a r g u m e n t s

t h e y  w a n t  t o  h a v e  a  l e g i s l a t u r e  o r  c o u r t  r e v i e w ,  t h e y  con probably  

have t h a t  doneJBut w h a t  I  am t r y i n g  t o  u n d e r s t a n d  i s ,  w h a t  

t h a t  w o u l d  mean  i s  —  a r e  y o u  s a y i n g  t h a t  t h e  a l l o c a t i o n  

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

r i g h t  now among t h e  S t a t e  a n d  t h e  F e d e r a l  g o v e r n m e n t  

a n d  t h e  p r o d u c i n g  c o m p a n i e s  i s  s o m e t h i n g  t h a t  you r e g a r d  

a s  u n f o r t u n a t e  a t  t h e  p r e s e n t  t i m e ?

MR.  T A Y L O R :

Y e s ,  I  t h i n k  i t  i s  d i s c r i m i n a t o r y .  T h e  S t a t e  g e t s  a b o u t  

a 30% o r  m o r e  s h a r e  a n d  t h e  p r o d u c e r s  g e t  a b o u t  25% s h a r e .

Wc a r e  t h e  o n e s  t h a t  b o u g h t  s e v e n  e i g h t h s  o f  t h e  o i l  a n d  

f o u n d  t h e  o i l  f i e l d .  I t h i n k  i t  i s  a d i s c r i m i n a t o r y  t a x  

l e v e l .

MR. MAI.ONIi:

What  —  f o r  t i c  l a s t  r e p o r t i n g  p e r i o d  —  w h a t ' s  t h e  n e t  

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

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

MR. TAYLOR:

Net  income'  on  p r o d u c t i o n  i n  t h e  S t a t e  o f  A l a s k a .  T d o n ' t  

know t h a t  f i g u r e .  And i f  I d i d ,  i t  i s  c o n f i d e n t i . i l  

i n f o r i i . a t i o n .  I t  i s  p a r t  o f  o u r  c o m p a n y  y o u  k n o w .  Hut i t  ir.

MR. MALONE:

J 6 l T ^  A s s o c i a t e s
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f a i r l y  e a s y  t o  f i g u r e .  T h e  w e l l h e a d  v a l u e  t h a t  t h e

S t a t e  g e t s  i s  s o m e t h i n g  c l o s e  t o  t h e  w e l l h e a d  v a l u e  t h a t

t h e  p r o d u c i n g  d e p a r t m e n t  g e t s .  We h a v e  t o  p a y  t h e

e x p e n s e s  o u t  o f  t h a t .  T h e  S t a t e  d o e s n ' t  h a v e  t o  p a y  t h e  

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

i s  s o m e t h i n q  c o m p a r a b l e  t o  t h e  S t a t e ,  l e s s  t h a n  t h e

S t a t e .  And we h a v e  20% o f  t h a t .

MR. MALONE:

You d o n ' t  t h i n k  t h e  S t a t e  s h o u l d  c o l l e c t  a p p r o x i m a t e l y ,  

w h a t e v e r  i t  i s ,  30 1  - -  w h a t  p e r c e n t  d o  y o u  t h i n k  t h e y  

s h o u l d  c o l l e c t ?

MR. TAYLOR:

S o m e t h i n g  a  l i t t l e  l o w e r  t h a n  i t  i s  n o w .  A b o u t  h a l f  

t h o  i n c o m e  t a x e s  f o r  i n s t a n c e .  I  d o n ' t  know -  2 0 ,  2 7 ,

2 8 1 .  1 t h i n k  i t  w o u l d  b e  much  m o r e  f a i r  f o r  t h e

i n d u s t r y  a n d  t h e  S t a t e  t o  g e t  a b o u t  t h e  s a m e  s h a r e  o u t  

o f  P r u d h o e  Bay e v e n  t h o u g h  wc a r e  p a y i n g  t h e  e x p e n s e s  

a n d  we made  t h e  i n v e s t m e n t  -  b u t  t h a t ' s  a l l  p a s t  h i s t o r y .  

L i k e  t h o  p e r s o n a l  i n c o m e  t a x  i s  p r e t t y  mu c h  l i m i t e d  t o  00?. 

and I guess  I ' v e  g o t  my own p e r s o n a l  p h i l o s o p h i c a l  t h o u g h t  

t h a t  wh e n  t h e  t a x e s  a r e  h i q h e r  t h a n  y o u r  t a k ^ - h o m c  p a y  

t h a t ' s  p r e t t y  d i s c r i m i n a t o r y .

p a g e  46
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MR. MALONE:

3o  y o u  t h i n k  i t  s h o u l d  b e  b r o u g h t  d o wn  t o  t h e  p o i n t  

w h e r e  t h e  S t a t e  a n d  t h e  i n d u s t r y  g e t  r o u g h l y  e q u a l  

s h a r e s  i n  t h i s .  You  l i k e  t h a t  b e t t e r ?

MR. TAYLOR:

Y e s ,  s i r .

MR. MALONE:

. . . a n  e d i t o r i a l  c o m m e n t .  F o r  me ,  I  k i n d  o f  l o o k  a t  i t  

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

s o r t  o f  t r a n s a c t i o n  o r  d e a l ,  p e o p l e  t r y  t o  g e t  a s  much 

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

e l s e  g e t s  i t .  I  d o n ' t  know - -  o n e  o f  t h e  q u e s t i o n s  

t o  come u p  h e r e  i s  t h a t ,  a n d  i t  h a s  b e e n  a l l u d e d  t o , 1 

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

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

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

b a s e d  on  t h e  s t a t e ' s  t a x  s t r u c t u r e ?

MR. TAYLOR:

I c a n ' t  n am e  o n e  p r o j e c t .  I  c a n  s a y  t h a t  o u r  e x p l o r a t i o n  

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

.i more  m o d e r a t e  t a x  s t r u c t u r e .  Wc m o v e d ,  wc h a d  a n  

e x p l o r a t i o n  o f f i c e  h e r e  i n  t h e  s a m e  o f f i c e s  I h a v e ,  we 

moved s o m e  o f  t h o s e  p e o p l e  o u t ,  b a c k  t o  T e x a s ,  b e c a u s e

J  & . T ^ c A s s o c i a t e s
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t h e y  f o u n d  b e t t e r  p r o s p e c t s  e l s e w h e r e .  T h a t  w a s  p a r t l y  

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

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

t o  g o .  I t  i s  n e a r l y  a l w a y s  t h a t  w a y .  Wh a t  t h e  e f f e c t  o f  

an  i n v e s t m e n t  c l i m a t e  h a s ,  i n  my o p i n i o n ,  a f t e r  a  g o o d  

many y e a r s  w o r k  i n  t h a t  p r o b l e m ,  a n d  m a k i n g  a  l o t  o f  

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

l o o k .  I f  E x x o n  g o e s  i n  t o  a n  a r e a  t h a t  l o o k s  p r o m i s i n g ,  

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

t h a t  y o u  m i g h t  f i n d ,  t h e  l o g i s t i c s  o f  t h e  w h o l e  d e a l  -  

a n d  i t  I o o k s  p r o m i s i n g  a n d  u r i l l s  a w e l l  a n d  f i n d s  o i l  -  

wc m i g h t  f i n d  m o r e  o r  l e s s  t h a n  wc e x p e c t e d  t o  f i n d  -  

i f  wc f i n d  a n  o i l  f i e l d ,  e v e n  t h a t  we f e e l  i s  m a r g i n a l ,  

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

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

t h a t  o i l  f i e l d .  We m i g h t  d o  i t  c h e a p e r ,  we m i q h t  d o  i t  

d i l f e r e n t ,  we m i g h t  d e l a y  i t  5 y e a r s ,  we m i g h t  d o  l o t s  o l  

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

t h e  w o r l d  w h e r e  y o u  f i n d  a  m a j o r  o i l  f i e l d  t h a t  y o u  d o n ' t  

e v e n t u a l l y  d e v e l o p .  T h e r e ' s  n o  q u e s t i o n  i n  my m i n d  t h a t  

t h e r e ' s  a  l o t  o f  m a j o r  o i l  f i e l d s  a r o u n d  t h e  w o r l d  t h a t  

nobody  h a s  e v e r  f o u n d  f o r  v a r i o u s  r e a s o n s ,  a n d  s o m e  o l  t Item 

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

. /  c / i s s  j c i a t e s
page 4P



d o n ' t  g o  l o o k  b e c a u s e  y o u  t h i n k  some g o v e r n m e n t  i e  g o i n g  

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

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

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

p e o p l e  m a k i n g  t h o s e  d e c i s i o n s .  We h a v e  n o t  m ad e  

i n v e s t m e n t  d e c i s i o n s  o n  —  we h a v e  d i s c o v e r i e s ,  a s  j o u  

p r o b a b l y  k n o w ,  i n  t h e  Duc k  I s l a n d  a r e a  a n d  t h e  P o i n t  

T h o m p s o n  a r e a .  I c a n ' t  s a y  w h e t h e r  wc w i l l  d e v e l o p  t h o s e  

y e t  o r  n o t .  We w i l l  l o o k  a t  I h e  e c o n o m i c s  a f t e r  we g o t  

t h o  f i e l d s  b e t t e r  d e f i n e d .  We w i l l  p u t  i n  a l l  t h e  

t a x e s  t h a t  wc e x p e c t ,  t h a t  we know we a i c  g o i n g  t o  h a v e  

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

p r o b a b l y ,  some  i n c r e a s e  i n  t a x e s  i n  t h e  S t a t e  o f  A l a s k a .

I f  i t  c o m e s  o u t  a n d  l o o k s  p o o r ,  we w o n ' t  d e v e l o p  t h e m .

And i f  i t  l o o k s  g o o d ,  we  w i l l .  1 d o n ' t  know how t h a t  

i n v e s t m e n t  d e c i s i o n  w i l l  c o m c .  T h e  b i g g e r  p r o b l e m  i s  

l a c k  o f  e x p l o r a t i o n  whe n  t h e  i n v e s t m e n t  c l i m a t e  i s  |K>or .

In my o p i n i o n  -  t h a t  i s  j u s t  my p e r s o n a l  - -  w e l l ,  t h a t ' s  

j u s t  how i t  w o r k s .

MR. MA1.0NK:

. . . o n e  l a s t  q u e s t i o n .  I n v e s t m e n t  c l i m a t e ,  y o u  k n o w,  i s  • -  

.1 r u m p l e  s t a t e m e n t  m i g h t  b e  t h a t  i f  t h e  S t a t e  h a d  n o  o i l  

t a x e s  we  w o u l d  h a v e  a  p e r f e c t  i n v e s t m e n t  c l i m a t e  a s  f a r

J & T ^ c A s s o c i a t e s
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t h e  S t a t e ' s  t a x  p o l i c y .  I n  f a c t ,  t h a t  w o u l d n ' t  b e  v e r y  

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

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

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

a l l .

MR. TAYLOR:

Oh,  I a g r e e . We w o u l d  n o t  g o  a n y  p l a c e  t h a t  d i d  n o t  

h a v e  a n y  t a x e s ,  a n d  a s s u m e  f o r  i n v e s t m e n t  d e c i s i o n s ,  

t h e r e  w e r e  n e v e r  g o i n g  t o  b e  a n y  t a x e s .

MR.  M A Y U S ;

'r h . m k  y o n  Mr .  C h a i r m a n .  I  w o u l d  l i k e  t o  f o l l o w  u p  o n  o n i  

o f  t h e  q u e s t i o n s  t h a t  R e p r e s e n t a t i v e  M a l o n e  t o u c h e d  o n ,  

w h i c h  w a s  t h e  l a w s u i t .  One  o j ‘ t h e  c o n c e r n s  t h a t  I h a v e  

i s  t h a t  t h e  b a c k s t o p  l a w  t h a t  i s  p r o p o s e d  b y  t h i s  p i e c e  

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

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

r e s u l t  i n  j u s t  e x t e n d i n g  t h e  t i m e  w h e n  we f i n a l l y  g e t  

some c o n c l u s i o n  i n  t h e  c o u r t s .  W e ' v e  h e a r d  t h e  

. u i m i n i s t r a t i o n , I b e l i e v e  i t  w a s  y e s t e r d a y ,  i n d i c a t e  

t h a t  t h e y  f e l t  t h e  b a c k s t o p  a p p r o a c h  w a s  m u c h  m o r e  

I e . i. 1 1 1y s e c u r e  t h a n  t h o  p r e s e n t  c h a p t e r  21 o r  t h e  197R 

l aw.  h i t h e r  t h e y  s a i d  i t  w a s  m o r e  s e c u r e  no w o r  more1 

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

J  c A s s o c i a t e s
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t h e  1978  l a w .  W h a t  i s  y o u r  o p i n i o n  o n  t h a t ?  Do y o u  

t h i n k  t h a t ' s  t r u e ?  i f  n o t ,  why  n o t e ?

MR. TAYLOR:

I ' m  n o t  a  l a w y e r ,  a n d  I  c a n ' t  r e a l l y  s a y  o r  j u d g e  w h a t  

Exxon  m i g h t  d o  w i t h  t h a t .  T h e r e  i s  n o  q u e s t i o n  i n  my 

m i n d ,  f r o m  t h e  d i s c u s s i o n s  I ' v e  h a d  w i t h  s ome  o f  o u r  

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

i n  a l a w s u i t  o f  s ome  k i n d .  T h e  m e r i t s  o f  o n e  v e r s u s  

t h e  o t h e r ,  I ' m  r e a l l y  n o t  q u a l i f i e d  t o  co mme nt  o n .

MR. HAYES:

Fr om a l e g i s l a t i v e  p o i n t  o f  v i e w ,  o n e  o f  t h e  a r g u m e n t s  

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

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

a l r e a d y  h a v e .  1 h a v e  s ome  c o n c e r n s  a b o u t  t h a t .  P e r h a p s  

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

l e g a l  s t a f f ,  t h e y  c o u l d  p e r h a p s  g e t  i n t o  t h a t .  B u t  I  

j u s t  h a v e  c o n c e r n s  a s  t o  w h e t h e r  o r  n o t  t h a t  i s  i n  f a c t  

t r u e .  W e ' v e  h e a r d  t h a t  t e s t i m o n y  t w o  o r  t h r e e  t i m e s  

b e f o r e  t h i s  C o m m i t t e e ,  b u t  I  h a v e  s o m e  q u e s t i o n s  a s  t o  

w h e t h e r  t h a t  i s  i n  f a c t  t h e  c a s e .

MR. TAYLOR:

I n  i t : ;  s i m p l i s t i c  t e r m s ,  t h e r e  a r c  o t h e r  a r e a s  t h a t  h a v e  

11 ' S e r v e  t a x e s ,  f o r  i n s t a n c e .  S o  m a y b e  i n  t h a t  s e n s e  t h a t  '

J  cA  s s o c i  a  t c s
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m o r e  s e c u r e .  T h e  c o n c e p t  o f  ( S e p a r a t e  a c c o u n t i n g  i s  n o t  

t h e  a c c e p t e d  c o n c e p t  b y  m o s t  s t a t e s  r i g h t  now -  m o s t  a r e  

o n  m o d i f i e d  a p p o r t i o n m e n t s .  To t h a t  e x t e n t  c h a p t e r  21  i s ,  raybe 

m o r e  s u s p e c t .  B u t  y o u  g e t  i n t o  o t h e r  t h i n g s  i n  t h i s  l a w  

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

p r o v i s i o n s  a n d  a l l  s o r t s  o f  c o m p l e x i t i e s  t h a t  —  i s  t h e  

r e a s o n  I  w o u l d n ' t  c o mm e n t  b e c a u s e  a l l  t h o s e  t h i n g s  m i g h t  

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

t h o  o t h e r  s i d e .

MR. GARD1NKR:

One t h i n g .  W e ' v e  g o t  some p e o p l e  who w a n t  t o  t e s t i f y  

t o d a y  who a r e  l e a v i n g  t o w n  t o d a y  a n d  I  w a n t e d  t o  g i v e  

t h e m  an  o p p o r t u n i t y .  We d o  h a v e  a t  l e a s t  a  h a l f  d o z e n  

m o r e  q u e s t i o n s  f o r  Mr .  T a y l o r .  I w a n t e d  t o  a s k  y o u  i f  

y o u  a r e  g o i n g  t o  b e  a v a i l a b l e  t o m o r r o w ?

MR. TAYLOR:

I w i l l  b e  h e r e .

MR. r.ARDlNMR:

Would  t h e  C o m m i t t e e  m i n d  i f  we h o l d  o v e r  t h e  q u e s t i o n s ?

I w i l l  b e  s u r e  t h a t  y o u  g e t  a n o t h e r  o p p o r t u n i t y .  T h e n  we

c a n  t a k e  s ome  o f  t h e  p e o p l e  t h a t  a r c  l e a v i n g .

MR. TAYLOR:

T h a t  w o u l d  b e  f i n e  w i t h  me.  I ' l l  b e  h e r e  f o r  t h e s e

J  A s s o c i a t e s
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h e a r i n g s .

MR. GARDINER:

I d i d n ' t  me a n  t o  c u t  a n y b o d y  o f f ,  b u t  I ' m  j u s t  t r y i n g  

t o  j u g g l e  a l l  t h i s .  J a n  F a k e s  p l e a s e .

MS. FAKES:

T h a n k  y o u ,  Mr .  C h a i r m a n .  I  d o  h a v e  a  p l a n e  t o  c a t c h .

I d o  a p p r e c i a t e  t h i s .  My n a m e  i s  J a n  F a k e s .  I  am a  

member  o f  t h e  B o a r d  o f  D i r e c t o r s  o f  t h e  A n c h o r a g e  C h a m b e r  

o f  Commer ce  s o  I  r e s i d e  i n  A n c h o r a g e .  I  s e r v e  w i t h  t h e  

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

C h a i r m a n .  I  h a v e  b e e n  s e n t  h e r e  b y  t h e  C h a m b e r  t o  

e x p r e s s  t o  y o u  t h e i r  s t r o n g  d e s i r e  t o  r e p e a l  4 3 . 2 1 ,  a n d  

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

s a k e  o f  t i m e ,  we h a v e  b r o u g h t  a  m e m b e r  o f  t h e  l e g i s l a t i v e  

a c t i o n  c o m m i t t e e  w i t h  u s  t o d a y  b y  t h e  n a m e  o f  Dan  C o f f e e

who i s  a n  a t t o r n e y  i n  t o w n  a n d  h e  h a s  b e e n  s t u d y i n g  t h i s

i s s u e  f o r  t h e  C h a m b e r  o n  a  v o l u n t e e r  b a s i s  s i n c e  J a n u a r y .

W i t h  y o u r  p e r m i s s i o n , M r . C h a i r m a n ,  I ' d  l i k e  t o  t u r n  t h e  r e s t  o f  thj

t e s t i m o n y  o v e r  t o  D a n .

MR. GARDINER:

T h a t  w o u l d  b e  f i n e .

MR. COFFEE:

Mr .  C h a i r m a n ,  m e m b e r s  o f  t h e  C o m m i t t e e .  My n ame  i s



S B  50  T h e  J *a ir  S h a re  B il l

M a rc h  1 8 ,2 0 0 5  
Senate Resources C o m m ittee



T h e  ‘ E L F ’ in  A la s k a ’ s O i l  T a x e s

• T h e re  are fo u r m ain  taxes th a t the oil
* •

in d u stry  pays: 1
• R o ya lty  -  12 .5%
• P ro p erty  -  20 m ils per d o lla r, o r 2 % .

. ' ■ ’ ' ^  (.  .C o rp o ra te  incom e -  9 .4 %  . ~ 'J
• P roduction  -  1 5%  before E L F .



T h e  ‘ E L F ’ in  A la s k a ’ s O i l  T a x e s
<s

* . . »•
% ** •* -

• T h e  1 5 %  p ro d u ctio n , o r severance tax
varies because o f the E L F , or economic

• . *

l im it  fac to r.
-. - •

• A t  its sim plest, the E L F  is a n u m b er 
betw een zero and one. M u lt ip ly in g  the

'  p ro d u ctio n  tax by a fie ld ’ s E L F  lowers 
th a t f ie ld ’s tax burd en . ^  ^



• m •

T h e  ‘ E L F ’ in  A la s k a ’s O i l  T a x e s

• K u p a ru k ’s E L F  is..054 fo r F Y  2006
o

• .054 times 15 eqi\als .081
. 4, * *

• Thus, K u p a ru k  pays a 0 .8 1 %  production  
tax. ■ .  ’> f ' '•

• P ru d h o e ’s E L F  is .8435.
■" ‘ ■ . ’ ;

• P rudhoe pays a 1 2 .65 %  production  tax.



T h e  ‘ E L F ’ in  A la s k a ’ s O i l  T a x e s

The fo rm u la  is actually  qu ite  com plex:
. . . . .  •

£
S  4 3 .5 5 .0 1 3 ° . E c o n o m ic  L im it  F a c t o r .  ‘ ,  •

k
• ' ' *’% i

I)) I he economic limit-factor for oil production of a lease or proper!} shall he computed 

accftrdinu t(t the follow iim formula; • .

0 ’ * ' 4 ' <**v> ' • ' n *»

( 1 - [ P E L / T P ] )  e x p  ( [ 1 5 0 , 0 0 0 / ( T P / D a y s ) ]  e x p  [ ( 4 6 0  X  W D ) / P E L ] )

• • " '
0 1 ^

• V % ^

w h e r e :  -r ; * * .  •

P E L  =  t h e  m o n t h ly  p r o d u c t io n  r a t e  a t . t h e  e c o n o m ic l im i t ;  • ' B

T P  =  t h e  to ta l p r o d u c t io n  d u r in g  t h e  m o n t h  f o r  w h ic h  t h e  t a x  is. to  b e  p a id ;

W D  =  t h e  total- t i m b e r  o f  w e l l  d a y s  in  t h e  m o n t h  f o r  w h ic h 't h e . ' t a x  is  to  b e  p a id ;  

D a^ys =  t h e  n u m b e r  o f  d a y s  in  t h e  m o n t h  f o r  w h ic h  t h e  t a x  is  to  b e  p a id ;  a n d

exp exponent. . * - •



T h e  ‘ E L F ’ in  A la s k a ’ s O i l  T a x e s

E L F  was designed to encourage “sm all”
fie ld  developm ent. ,

•  * * . °

T h e re  are tw enty fields now producing
on the N o rth  Slope. \

• *

N ine pay no production  tax a t all.



P ro d u c t io n  T a x  R e v e n u e

In  2003, the State took in $599 m illion  in
* *

..production taxes. ,
T h e  average price th a t year was $28 p er

k * . * 1 *

b a rre l.
  • . •

T h e  average E L F  was .50, m eaning the
average production  tax ra te  was 7 .5 % .



K u p a r u k  a n d  its n e ig h b o rs

T a r n ,
M e l t w a t e r

T a b a s c o ,
A

a n d
W e s t  S a k



K u p a r u k  a n d  its n e ig h b o rs

v T h e  T a rn  fie ld  m ade 696,248 bbls in -
« 7

J a n u a ry  2005. A p p ro x . 22,450 p er day.
• T h e  fie ld  has produced 65,000,000 bbls to 

date. I t  is one o f the top th ir ty  largest
fields in the U.S.* , * . ’ 1 *

• T a ^ h a s  a 0 .0 1 3 %  E L F  m eaning it w ill 
p'a^-a 0 .2 %  production  tax in 2005.

• T a r n ’s E L F  w ill go to zero in 2007.



K u p a r u k  a n d  its n e ig h b o rs

T a rn  is produced via K u p a ru k ’s facilities





its n e ig h b o rs

T h e  M e ltw a te r  fie ld , also produced through  
K u p a ru k ’s facilities, req u ired  only one
d r ill  site.

** ••

In  2003, M e ltw a te r  produced 5800 bbls o f 
oil p e r day and paid  no production  tax.
Th is  m odest fie ld  w ill makfc the producers  
2,000,000 bbls o f oil this year. .
A t  $50 per b a rre l, th a t is $100 m illion .



• 7 i-T ' ■

H o w  th e  “ F a ir  S h a re ” b il l  yvorks

T w o  prin c ip le  refo rm s:
^ 9

T h e  firs t s im ply establishes a m in im u m  . 
5 %  production .tax . A ll fields m ust pay  
the m in im u m  5 % .

'  -  ■ ■

In  J a n u a ry  2004, the D ept, o f Revenue
estim ated th a t this provis ion alone woulcf
raise $75 m illion  at $22  per b a rre l.

• . . V /  -t-• •



. ^  • ,

H o w  th e  “ F a i r  S h a re ”  b il l  w o rk s

The second m a jo r re fo rm  bases tire E L F  
on the price o f a b a rre l o f oil. \
As the price rises, so does the E L F , As 
the price  o f oil falls, so does the E L F .
T h e  b ill sets $16 to $20 ojl as the n o rm ,

i , *

and allows this “ fa n g e ” to increase w ith  
in fla tio n , to recognize th a t prices rise 
over tim e.



H o w  th e  “ F a ir  S h a re ”  b ill  w o rk s

E xam ple: A t  low er oil prices the
production  tax w ould  be reduced. I f  oil■ . * . . £ 
goes to $12 per b a rre l, the fo rm u la  w ould
div ide 12 by 16 to yield .75. Thus the
production  tax on an o il fie ld  w ould be .
reduced by 2 5 % . .



H o w  th e  “ F a i r  S h a re ”  b ill  w o rk s

I f  oil prices fa ll below $10 per b a rre l, the 
b ill w ould  w aive h a lf  the production  tax
and w ould  defer the o ther h a lf  until

'  • • ' .* ' / prices rise above $16 per b a rre l.



H o w  th e  “ F a i r  S h a re ”  b il l  w o rk s

H ig h e r prices: A t  $30 oil, the new  
fo rm u la  w ould  d iv ide  30 by 20 y ie ld ing  
1.5.

« ♦

Thus, a fie ld  w ith  a 1 0 %  production  rax 
w ould pay an adjusted 1 5 %  production
tax.

*

The production  tax cannot exceed 2 5 %  
under the b ill.



’V

H o w  t h e  “ F a i r  S h a r e ”  b i l l  w o r k s

'■v- • . • '  '

The bill exem pts ‘ heavy o il’ (less than 20
9 • • *

A P I g ra v ity ) fro m  any o f its measures,
« . * I *. *

H eavy oil, like  th a t contained in the W est
*. * j •

Sak rese fvo ir, requires m ore expensive  ̂
d rillin g  and production  m easu res ..

. ri



H o w  t h e  “ F a i r  S h a r e ”  b i l l  w o r k s
l • *

F in a lly , the b ill allows taxpayers  
“ production  tax re lie f.” I f  the taxp ayer 
can dem onstrate th a t the fie ld  w ould  be 
econom ical but fo r  the production  tax ,

i *

the D ep artm en t o f Revenue has the
or. ■ * • '

pow er to w aive the tax fo r  th a t fie ld . •



W h y  M a k e  a  C h a n g e
« ’ ' *. • a

* « •

“ Despite its nam e o f Econom ic L im it
Factor, it ignores the biggest single
economic d e te rm in an t, w hich is p ric e .”

* . •
9 *1 *

— Dan Dickenson, Director, Tax Division quoted in 
The Petroleum News January 11, 2004.

I 7



W h y  M a k e  a  
C h a n g e ?

The Shiites of Ir.ici'?

(Jytter Monterey B<i> so 

C lilf Haiifiin j; Tonibs so

f
^rawl on the'Mafl? i.o 

t Home W ith n icke rs  12 
Z'l'USA: Pawtucket. Rl no

Ti ,ir mil M.i|* of lV.lshin;:lr-tt, D C.
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S p i k e  i n  O i l  P r ic e s  Is  L ik e ly  i n  * 0 5
tc 9 ttU well below Wlhs °t

As oil prices approached a new high S . S S t  
yesterday, industry analysts said they 5ASES&
*  . .  . . , increase!, because oil Isare anticipating price increases to more 

! than $60 a barrel this year. Some ana- lB prtw,
lvsts are even beginning to talk of the SlSai

yes V o w  °  . ,l 7 r  A M  led impact on world eon-£  possibility of greater increases-to $75 oi 
£  $80 a barrel-in the event of a major 
bupi supply disruption, unless red-hot demand

i . ,  A c i u  . . n d  f h p  I I S
~ I -------------- ' TT O-2  for crude cools in Asia and the U.S.

w h e r e ■ o p p o s itio n  u r in e  m t i t X . . « - 1 *.
came quieter as businesses and consum 
-wyB H - — 1 **

. . .U r t v «  i M c i n r r

cant drag on relatively 
s such as Japan and Ger- 
rices haven’t beau enough 
wies in the U .S., China 
‘ -vigorous areas. W ith the 
j signs that It can with- 
energy prices, there has 
lonce lately to suggest that, IOIut imny w auggcai

* \ f »  uuticere or big consumers are
con ,,, as PPKCs r m g  m in e r s  ,>,<■ ■ *« t o c y  m -tow * ^

Wall Street Journal, March 5, 2005; p. A3



*■ , O i l  I n d u s t r y  P r o f i t s
•  * •

% K • .
• - n , • . •

• E x x o n M o b il: F o u rth  q u a rte r  2004 profits  . 
w ere $8.4 b illion , the biggest q u a rte rly  
p ro fit  ever fo r a U .S. com pany.

• BP: $4.4 b illion
• C onocoPhillips: $2.4 b illion
• T o ta l q u a rte r ly  profits: $15.2 b illion  in

S r

ninety days. $7 m illion  per hour.



G o v e r n o r  W a l t e r  J .  H k k e l

“ C risis  in the 
Com m ons: the 
A laska  S o lu tion”



G o v e r n o r  W a l t e r  J .  H i c k e l

“ Few w o rld  leaders are th in k in g  about 
how W'e should care fo r  apd use the 
com m ons,., fo r the benefit o f the to ta l.”• f  O 4

“ Especially fo r  the benefit o f the local
. . *• • 4 \  ■ *p o p u la tio n ...ra th e r  than  fo r a po litica l 

leader, a ru lin g  fa m ily , an o ligarch, or a 
group o f m u lti-n a tio n a l corporations.”

) * , 
•>



G o v e r n o r  W a l t e r  J .  H i c k e l
I

• In  1909 President Roosevelt began the 
process o f separating the ow nership o f

At . . .

s‘, land fro m  the m inera ls  below. *
• “ T h e  M in e ra l Leasing A c t o f 1920 .... ’ 

recognized /that the com nym s belonged to 
the public  an d .req u ired  th a t incom e'from  
the developm ent o f the commons m ust be

■■■. :  ; ■ • •  - j .paid to the p u b lic ’s govern m en t.”



t o v e r n o r  W a l t e r  J .  H i c k e l

A la s k a ’s Statehood A c t was m odeled on 
fhe 1920 M in e ra l A ct.-“T h e  subsurface 
epergy resources w ere specifically i
designated to the new state.

‘ ’ " ’ * •**' ' # ̂ . • . *.

“ W e kep t the resource \fe a lth  in public  
h a n d s ...b u t we harnessed the free en te r­
prise system to develop our w e a lth ...a ll 
in  the fra m e w b rk  o f a constitutional 
dem ocracy.”



W o o d  M a c k e n z i e  S t u d y
* ’ • * >'  ,’ •» . **“ ■

•• J  ■■ .• | 4 ?*

• A n  in te rn a tio n a l consulting f irm  says 
A laska  is a m ore p ro fitab le  place to do 
business than  the average o f alm ost 60 oil

‘ and gas producing  regions it surveyed 
w o rld w id e . —

• H ig h e r than avefage costs, bu t low er 
than average governm ent “ ta k e ” at 
prices above $16 per b a rre l.



W o o d  M a c k e n z i e  S t u d y

A t $35 p er b a rre l, A laska  is 19rh o f 55,
I , ■ . . • . r - ’ *

w ell above the m edian.
A t  $35 p e r barre l* the to ta l “ ta k e ” is 5 8 %  
com pared to a global average o f 7 3 % .
T h e  d ifference between 5 8 %  and 7 3 %  --

• \  ^ . • . •*

1 5%  — am ounts to a su bsidy o f the oil



• /

O t h e r  C o u n t r i e s ’ [ A d j u s t m e n t s

U nited  K in g d o m  upped th e ir  m in im u m
*  . *■ , • \  • •

rate  fro m  30 to 40 percent.
" . . .  . . * * #

A rg e n tin a  in troduced  in  exp o rt tax.
Venezuela  rem oved heavy oil ro ya lty
incentives.

... ,

N ig eria  increased its share o f governm ent 
p ro fit.

• < • ’ • . * *

Source: Petroleum News January 30, 2005 C



W h a t  W i l l  t h e  I n d u s t r y  S a y ?

W o n ’tdiscuss the fact the b ill lowers 
taxes pit low prices.

i. v  . ,

W o n ’ t discuss the fact the b ill raises the 
“ n o rm a l ran g e” each year to account fo r

»tP

in fla tio n .
•

.W o n ’t discuss the fact the b ill allows fo r
4 \ •production  tax re lie f i f  it is ju s tified . \

%



E L F  i n  1 9 8 9

“ T o  the extent th a t p roduction , net 
production , stays in  the ground, the , 
P erm anen t Fund is going to be a loser 
because the royalties th a t w puld  have
been collected w o n ’t be collected. T h e  oil

• • . *

is still in the ground w here it doesn’t  do
anybody any good.”

’*• . * . . • .*

— I’om Williams of British Petroleum on 2/22/89 before 
the House Resources Committee. ’



E L F  i n  1 9 8 9

“ M y  concerh is th a t any ad d itio n a l taxes on 
the o il*industry  w ill have an adverse , 
affect on the fu tu re  d r illin g  on the N o rth  
Slope. This action w ill fu n d am en ta lly  
im p act not only the petro lehm  in dustry , 
but also the S ta te ’s a b ility  to encourage • 
new economic developm ent.”

* I ' • . *• I • * K ■ . *

— Morris .Thompson, President, Doyon Drilling on • 
1/13/89 before the House Resources Committee.



E L F  i n  1 9 8 9
■V- V

“ |Th is  bill] w ould  place an onerous 
add itio na l tax burden on the oil in dustry  
th a t w ould rem ove to o ther states or

* » N  'countries funds th a t otherw ise w ould  be 
spent on ad d itio n a l investm ents in 
A las ka .” ,

. Ben Odom, Senior VP of Operations, ARCO Alaska, 
on 1/13/89 before the Mouse Resources Committee.
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A c t u a l  D e v e l o p m e n t —  1 9 8 9

Oil Development in America's Arctic
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Oil Development in America's Arctic
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W h a t  W i l l  t h e  I n d u s t r y  S a y ?
^  ♦
^  - * •

\ . . t , * 1
• * *

“ A  deal is a f le a l.” * . ...
A rtic le  IX ,  Section 1, A laska  State

. • .* •

C onstitu tion : “ The  pow er o f taxation
t m

shall neyer be surrendered . This pow er
'1 ' . ‘ ’ *

shall not be suspended or contracted  
aw ay, except as provided by this a rtic le .” -

■ C



W h a t  W i l l  t h e *  [ n d u s l f r y , S a y ?

* ‘A  deal is a deal.”
Jn  conversations between H ug h  M a lo n e  
and industry  leaders in 1981, w hen the
o rig in a l E L F  was crafted , the idea was to

%

allow  industry  and the State to have ,
, • ,

equal portions o f the oil revenue.
* * . * «  * s . • ‘

Testimony of 6 reg  Erickson before the House’
Resources Committee, February 10, 1989 at pp 24-26.



1!

12

13

M

13

1C

10

You d o n ' t  t h i n k  t h e  S t a t e  s h o u l d  c o l l e c t  a p p r o x i m a t e l y ,  

w h a t e v e r  i t  i s ,  30% - -  w h a t  p e r c e n t  d o  y o u  t h i n k  t h e y  

s h o u l d  c o l l e c t ?

MR. TAYLOR:

S o m e t h i n g  a  l i t t l e  l o w e r  t h a n  i t  i s  n o w .  A b o u t  h a l f  

t h e  i n c o m e  t a x e s  f o r  i n s t a n c e .  I  d o n ' t  know -  2 0 ,  2 7 ,

MR. MALONE:

17 i 7  O  o  t  * . u  S _  i .

2 8 1 . I  t h i n k  i t  w o u ld  b e  m uch  m o re  f a i r  f o r  t h e  

i n d u s t r y  and  t h e  S t a t e  t o  g e t  a b o u t  t h e  sam e  s h a r e  o u t  

o f  P ru d h o e  B a y  e v e n  t h o u g h  we a r e  p a y i n g  t h e  e x p e n s e s  

a n d  we m ade t h e  i n v e s t m e n t  -  b u t  t h a f s  a l l  p a s t  h i s t o r y

21

2.>

t h a t  when  t h e  t a x e s  a r e  h i g h e r  t h a n  y o u r  t a k o - h o m c  p a y  

t h a t ' s  p r e t t y  d i s c r i m i n a t o r y .

J  c  4 s s ^ y j i a t e s
p a g e  46

!#•»• , ,N| •
\M t «4f,



W h a t  W i l l  t h e  I n d u s t r y  S a y ?

M R. MALONE:

3o yo u  c h in k  i t  s h o u ld  b e  b r o u g h t  dow n t o  t h e  p o i n t  

w h e re  t n e  S t a t e  an d  t h e  i n d u s t r y  g e t  r o u g h ly  e q u a l

s h a r e s  i n  t h i s .  Y o u  l i k e  t h a t  b e t t e r ?

M R . T A Y L O R :

Y e s ,  s i r .

r

Exchange between Rep. Hugh Malone and M6nte Taylor, 
Alaska Operations Manager for Exxon ' '
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□ Company Profitsi j

□ State's Share

2.0 

1.5 

1.0 

0.5 

0.0

$22/bbl

Statistics provided by Alaska Dept. o f Revenue

Comparison Between Oil Company Profits and State Revenue
Current Law

$30/bbl
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•



W h a t  W i l l  t h e

"“ T a x  increases w ill k ill developm ent”
* . • »

T h e  rea l issue is the “ net” effect.
Increasing  tax rates m ay decrease new

' • *investm ent,and production , but it w ill
* * * _____

also increase state revenues. The real
* ' —' s #

analysis is to Compare the Increase in 
revenues w ith  the decrease in investm ent.





P r o d u c t i o n  T a x  R e v e n u e

By 2013, the average E L F  w ill fa ll to .27,
. t ! t t - • A

m eaning the average production  tax w ill
  *• . * • ii *fa ll to 4 .0 5 %  (before aggregation).

1 • ' ■ 1 ' ‘

2003: $599 m illio n  in 'p ro duction  taxes. 
2013: $180 m illion .

m i  ■ ■



P r o d u c t i o n  T a x  R e v e n u e

• U n d er this b ill, the State w ould  gain: 
an ad d itio n a l $90 m illio n  at $22 /bb l. 
an ad d itio n a l $400 m illio n  at $30 /bb l.
ah ad d itio na l $886 m illio n  at $38 /bb I.

,« . •

an add itio na l $1,363 b illion  at $50 /bb l.
* ' * • t

I   ̂ . • • • ’*•

(w ith  aggregation at P rudhoe).



C o n c l u s i o n
v

• T h e  b ill lowers taxes at lov| p f  ice:

• T h e  b ill allc vs the ' it  i .r r e vuh  
i n f  >11

■ * •

• T h  bi! - c ,vs fo r production  tax re lie f
wh re it  is justified .



C o n c l u s i o n
* • • . •«

r- *
' 9 ; ; * ■ ’ .'** •

• * r * •  ̂ •

• I t  is better to address this issue now,\\ . j

w heij there is no im m ediate  crisis.
* * t ' a

• I t  is better to take an in crem enta l
** *

* . • •

approach, ra th e r than akwholesale “ shelf 
the E L F ” approach.

• I t  is better to give the oil in dustry  
certa in ty  d u rin g  the p lann ing  and design
phases o f the gas pipeline.

* . • * .
t • -. . •%





A l a s k a ’ s C u r r e n t  O i l  a n d  G a s
F i s c a l  S y s t e m

March 18, 2 0 05 A0GA



O il &  Gas: V ita l to A laska

F Y 0 5  U n r e s t r i c t e d  R e v e n u e

“ O i l  r e v e n u e  w i l l  p r o v i d e  a t  l e a s t  

7 5 %  o f  f o r e c a s t e d  U n r e s t r i c t e d  

G e n e r a l  P u r p o s e  R e v e n u e  

t h r o u g h  F Y  2 0 1 4 .  T w o  e l e m e n t s  

a r e  c r i t i c a l  t o  t h e  o i l  r e v e n u e  

f o r e c a s t :  p r i c e  a n d  v o l u m e . ”

Fall 2004 Revenue Sources Book

M a r c h  18 , 2 0 0 5 A 0 G A



Present System’s Four Elements
FY2004 Actuals ($niillions)

R o y a l t y

T o  G e n e r a l  

F u n d

1 , 0 4 3 . 6

T o

‘O t h e r ”

4 8 5 . 2

P r o d u c t i o n  T a x 6 5 1 . 9 -

P r o p e r t y  T a x 4 7 . 3 2 1 8 . 7

O i l  &  G a s  C o r p .  I n c o m e  T a x 2 9 8 . 8 a

T O T A L 2 , 0 4 1 . 6 7 0 3 . 9

A L L  O I L  &  G A S  P A Y M E N T S  2 , 7 4 5 . 5

(Royalty “Other" is the Permanent Fund; property tax “Other" is municipalities taxing the same property.)

M a rc h  18 , 2 0 0 5 A 0 G A



Point No. 1

Even if  E LF  makes the production tax zero for a 
field, the field -
• pays full royalty to the State
• pays full property taxes on its facilities
• contributes fully to the owners’ income taxes
• increases the netback value by lowering tariffs
• creates Alaska jobs

M a r c h  1 8 , 2 0 0 5  4  A 0 G A



P r o d u c t i o n  T a x

• A tax on the act of producing oil, gas
• Tax = E LF  x Base Rate x Gross Resource Value

- Gross Resource Value = Netback x  Taxable Volume

- Base Rate: gas 10%; oil 12*4% 1st 5 yr, then 15%

- ELF: a field-specific num ber from zero to one
O i l  E L F  i s  b a s e d  o n  f i e l d  s i z e  a n d  w e l l  p r o d u c t i v i t y ;  l a r g e r  f i e l d s  

h a v e  l a r g e r  E L F s  a n d  h i g h e r  t a x  r a t e s ,  a s  d o  f i e l d s  w i t h  m o r e  

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

t i v i t y  h a v e  s m a l l e r  E L F s  a n d  l o w e r  t a x  r a t e s .  G a s  E L F  i s  b a s e d  

o n  w e l l  p r o d u c t i v i t y  o n l y

M a r c h  18 , 2 0 0 5 A 0 G A



Netback Methodology
4L\ *4

■W \

1

.tar

’* u

U S l .

West Coast Spot Price 

M arine Transportat on

TAPS

Netback at Pump Stn. 1

$25.00

(1.61)
(3.05)

$20.34

A0G A



W h y  H a v e  a n  E L F ?

To allow a high-rate production tax early in a 
typical field’s life, while avoiding the adverse 
consequences as the field is depleted

M a r c h  18, 2 0 0 5 A 0 G A



T h e  A d v e r s e  C o n s e q u e n c e s  o f  a  H i g h  R a t e

“As operating costs rise during the life of the 
field, the profit margin shrinks. A t some point 
the total production costs overtake the value of 
the oil or gas produced, and production can 
then be continued only by operating at a loss. 
As one of the costs of doing business, the pro­
duction tax contributes to the total costs and 
tends to hasten the time when ihis break-even 
point (called the economic limit) is reached.”

D O R .  A la sk a 's  O il a n d  G as  Tax S tru c tu re : A S tudy with 
R ecom m enda tion s f o r  Im provem en t (Teh. 1977), p. V-21 (emphasis added)

M a r c h  18, 2 0 0 5 A 0 G A



T h e  A d v e r s e  C o n s e q u e n c e s  o f  a  H i g h  R a t e

Stut;c I  Staf>e 2

March 18, 2 0 05

S i n g e  S Static -4

AQGA



Producers’ Responses to the “ Squeeze”

• “Do nothing” stage

• “Drive for efficiency” stage

* “Harvest” stage

* “Running in the red” stage

M a r c h  18, 2 0 0 5 A 0 G A



“ [T]he Department of Revenue recommends an 
Economic Lim it Factor (ELF), based on the 
ratio of the rate at the true economic lim it to 
the current production, as a mechanism for 
scaling down the tax rate as the production 
declines toward the economic lim it.”

D O R .  A la sk a 's  O il am i G a s  Tax S tru c tu re : A S tudy  with 
R ecom m enda tion s J a r  Im p rovem en t (Feb. 1977), p. VI-17

f  n i 7 T  \P E L  

v TP j
1 -

P E L  =  P ro d u c t io n  at E c o n o m ic  L im i t  

T P  -  T o t a l  P ro d u c t io n  in  ta x  p e r io d

M a r c h  18. 2 0 0 5 A 0 G A



H o w  E L F  A v o i d e d  t h e  A d v e r s e  C o n s e q u e n c e s

Snifii' 1 Std",c 2

March 18, 2 005

Stage 3 Stdf’C 4

AOGA



P o in t N o. 2

E LF  was enacted in 1977 over industry’s strenuous 
objections
• W hy object? ELF allowed effective tax rate for Prudhoe 

Bay to be increased to -11.7%  from -7.8%

M a r c h  18, 2 0 0 5 AOGA



1977 formula was driven by “well productivity”

1989 added “field size” (total daily production) to the 
formula

• Larger fields have larger ELFs, higher tax rates

• Smaller fields have sm aller ELFs, lower tax rates

• “Field size” is the dom inant factor in the formula

H o w  t h e  O i l  E L F  w a s  C h a n g e d  i n  1989

M a r c h  18 , 2 0 0 5 A O G A



R e a so n s  G iv en  in  1989 f o r  th e  E L F  C h a n g e

1. T o  g e t m o re  r e v e n u e

M a r c h  18 , 2 0 0 5 A 0 G A



“M arginal fields are fields with either relatively low per 
well productivity or relatively low daily production.”

DOR, Response to Questions from House Resources Committee -  HR IJS
(February 21, 1989). p. I (emphasis added)

R e a so n s  G iv en  in  1989 fo r  th e  E L F  C h a n g e

2. T o  g iv e  a n  in c e n tiv e  f o r  sm a ll f ie ld s

M a rc h  18, 2 0 0 5 A 0 G A



“[T]he new ELF will increase drilling production and 
em ploym ent at the truly marginal fields ... and, let’s 
hope som eday, West Sak ... .  In those fields the sever­
ance tax, under HB 118, will either be sharply reduced 
or eliminated entirely. T hat’s a pro-development im ­
pact on those fields.”

Tape I IRC 89-121, side I (February 10, 1989), testimony of Gregg Erickson, 

Senior Economist, Division of Policy, Office of the Governor (transcript), p. 10

R e a so n s  G iv en  in  1989 fo r  th e  E L F  C h a n g e

3. T o  g iv e  a n  in c e n tiv e  f o r  W e s t S a k  v isco u s  c il

M a rc h  18 , 2 0 0 5 A 0 G A



R e a so n s  G iv e n  in  1989 fo r  th e  E L F  C h a n g e

4. P r u d h o e  B ay  &  K u p a r u k  c o u ld  a f fo rd  i t

M a r c h  1 8 , 2 0 0 5 A 0 G A



Bay &  Kuparuk
“[For] marginal fields, ...th e  severance tax, under HB 

118, will either be sharply reduced or eliminated 
entirely.”

Tape HRC 89-121, side 1 (February 10, 1989), testimony of Gregg Erickson, Senior 

Economist, D ivision of Policy. Office of the Governor (transcript), p. 10 (emphasis added)

“In Alaska the marginal fields are the six Cook Inlet 
fields . . .  [and] Milne Point, Lisburne, Endicott, Nia- 
kuk, W est Sak, Point Thomson, Seal Island, and prob­
ably any other field that will be discovered in A laska."

DOR, Response to Questions from House Resources Conunilte - HR I IS
(February 21, 1989), p. 1 (emphasis added)

W h a t le g is la to r s  w e re  to ld  th e  c h a n g e  w o u ld  d o

1. R e d u c e  r a te s  f o r  a ll f ie ld s  e x c e p t P r u d h o eM..

M a r c h  1 8 , 2 0 0 5  1 9  A O G A



2. Tax rates for some fields could go to zero 
under the new E LF  that weren’t zero under the 
old E LF
“[For] marginal fields, ...th e  severance tax, under HB 

118, will either be sharply reduced or eliminated  
entirely.”

Tape URC 89-121, side I (February 10, 1989), testimony of Gregg Erickson, Senior 

Economist, D ivision of Policy, Office o f the Governor (transcript), p. 10 (emphasis added)

W h a t  le g is la to r s  w e re  to ld  th e  c h a n g e  w o u ld  d o

M a r c h  18, 2 0 0 5 A 0 G A



3. Smaller fields pay less tax even with the same 
well productivity as larger fields

W h a t  le g is la to r s  w e re  to ld  th e  c h a n g e  w o u ld  d o

M a r c h  18 , 2 0 0 5 A 0 G A



Prudhoe Bay $2,500 billion
Kuparuk 0.391 billion
All others (0.200 billion)

Net $2,691 billion

W h a t  le g is la to r s  w e re  to ld  th e  c h a n g e  w ou ld  d o

4. S ta te  r e v e n u e  g a in s  f r o m  c h a n g in g  th e  E L F
• P r o j e c t e d  c u m u l a t i v e  e f f e c t  t h r o u g h  F Y 2 0 1 0

M a r c h  18 , 2 0 0 5 A 0 G A



P o in t N o. 3

The 1989 E LF  change has worked exactly the way 
legislators were told it would work
• Prudhoe & Kuparuk still have higher production tax

• Some fields don’t pay production tax

• Small fields pay less even with same well productivity

• State already is over $2.7 billion ahead (net)

M a r c h  1 8 , 2 0 0 5 A 0 G A



P o in t N o . 4

1989 E LF  change was enacted over industry’s 
strenuous objections
• Why? Major tax increase for Prudhoe Bay & Kuparuk

M a r c h  18, 2 0 0 5 A 0 G A
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M a r c h  1 8 , 2 0 0 5  2 5  A 0 G A
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Wildcat Exploration

□  Heavy Oil

□  Develop New Fields 
Already Discovered

□  Satellite Fields

□  New Investment to 
Slow Decline

■ Declining Fields 
"Baseline"

SOURCH: DOR Spring 2004 Revenue Source Hook, p. A5. “Historical and Projected Crude Oil Production".
Wildcat = "NPRA" production
Heavy Oil = "Milne Point" production (a simplifying assumption in the absence of published projections by DOR for West Sak production in other units) 
New Fields Already Discovered = “Fiord" + "Point Thomson” + "Liberty" + "Nanuk" + "Known Onshore" + “Known Offshore" production 
Satellites = “PBU-Satellite” + "KRU-Satellite" production
Declining Fields “Baseline" = “Prudhoe Bay" + "Kuparuk” + “Endicott” + “GPMA" production declining at 15'/l/yr starting in mid-2006. plus "Alpine" 
and "Norlhstar" production without adjustment from DOR's forecast
New Investment to Slow Decline = difference between Prudhoe/Kuparuk/Fndicott/GPMA "baseline" above and DOR's forecasted production from them

M a r c h  18, 2 0 0 5 A 0 G A



P o i n t  N o .  5

Different kinds of oil investm ent have different economic 
profiles

A given tax change promises to impact different classes of 
oil investment differently

Any change must be carefully examined for “unintended
consequences”

M o r e  i n v e s t m e n t  i s  C R U C I A L

M a r c h  18 , 2 0 0 5 A 0 G A



W h a t  t h e  G o v e r n o r ’s E L F  D e c i s i o n  D id

Lumped 6 smaller fields within the Prudhoe Bay Unit with 
the main Prudhoe Bay Field (aggregation)

Because of the “field size” component of the ELF formula, 
aggregating the fields increased the ELF and tax rate for all 
of them

Two of the 6 fields aggregated with the main Prudhoe Bay 
field are West Sak viscous oil

M a r c h  18 , 2 0 0 5 A 0 G A



Recent Legislative Proposals -  HB6 3 /SB 5 0

AOGA Opposes Passage of HB63/SB50
•  I n d u s t r y  v i e w s  t h e s e  p r o p o s a l s  a s  a  s t r u c t u r a l  t a x  i n c r e a s e  a t  a l l  p r i c e  

l e v e l s  e x c e p t  e x t r e m e l y  l o w  o n e s

•  I m p o s e s  a  7 7 . 5 %  s t r u c t u r a l  t a x  i n c r e a s e  a t  D O R ’s  e x p e c t e d  $ 2 5 . 5 0  p r i c e

•  R a i s e s  t h e  m a x i m u m  t a x  r a t e  b y  6 7 %  ( f r o m  1 5 %  t o  2 5 % )

•  5 %  m i n i m u m  i m p o s e s  a  h e a v y  b u r d e n  o n  s a t e l l i t e  d e v e l o p m e n t

•  F a i l s  t o  p r o t e c t  s i g n i f i c a n t  a m o u n t s  o f  v i s c o u s  o i l  ( W e s t  S a k )

•  P r o p o s e d  w i t h o u t  a n a l y s i s  o f  t h e  c o n s e q u e n c e s  f o r  i n v e s t m e n t s

•  M a k e s  A l a s k a  l e s s  c o m p e t i t i v e

M a rc h  18, 2 0 0 5 A0GA


