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fields a n d  future d e v e l o p m e n t  (see O il and Ga s J o u r n a l ,

A p r i l  7, 1980, p. 39). H o w e v e r ,  the P e t r o l e u m  E c o n o m i s t  

r e p o r t e d  in June 1980, "De sp it o the r e c e n t  i n c r e a s e  in 

p e t r o l e u m  revenue tax to 70%, it seems l ikely that all but 

the s m a l l e s t  of the p o s s i b l e  fields w i l l  m o v e  towards 

d e v e l o p m e n t  o v e r  the c o m i n g  ye ar s. .. . . P ro sp e ct s this year, 

ho wever, are for a g o o d  i n c r e a s e  in d r i l l i n g  activity... 

A v a i l a b i l i t y  of rigs c ou ld  p r o v e  to b e  the  l i m i t i n g  facto r 

on e x p l o r a t i o n  this y e a r " ( P e t r o l e u m  Ec on om is t,  Ju ne  1980, 

p. 234-235).

18. in e a r l y  1981, a s u p p l e m e n t a r y  p e t r o l e u m  r e v en ue  t a x  

was i n t r o d u c e d  along w i t h  r e d u c t i o n s  in d e d u c t a b l e  allowances, 

w h i c h  i n c r e a s e d  the g o v e r n m e n t  take on p r o d u c t i o n  f r o m  new 

fields to 85 to 90% (Oil a n d  Gas J o u r n a l , M a r c h  23, 1981, p. 49). 

Again, di re  w a r n i n g s  w e r e  h e a r d  f r o m  the oil industry. One 

company, O c c i d e n t a l  P e t r o l e u m ,  sai d it w a s  p o s t p o n i n g  

d e v e l o p m e n t  plans for the N o r t h  C l a y m o r e  field (a ma rg in al ,

50 m i l l i o n  b a r r e l  field) . B r i t i s h  P e t r o l e u m  a t t a c k e d  the tj*x, 

s t a t i n g  t h a t  "although BP h a s n ' t  f o l lo we d  o t h e r  c o m p a ni es  in 

c u t t i n g  p r o d u c t i o n  b e c a u s e  o f  the t a x  changes, th at  d o es n 't  

me an  w e  w o n ' t "  (W a l l  S t r e e t  J o u r n a l , A p r i l  3, 1981, p. 24). 

A l t h o u g h  at this time it is v e r y  d i f f i c u l t  to judge the 

e f f e c t  o f  the m o s t  r e c e n t  t a x  on oil e x p l o r a t i o n  and d e v e l o p m e n t  

in the U.K. N o r t h  Sea, the l a t e s t  r o u n d  of awards for 

o f f s h o r e  oil c o n c e s s i o n s  i n d i c at e s c o n t i n u e d  in te r e s t  on the
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p a r t  of the oil i n du st ry . T h e  W o r l d  Bu siness W e e k l y  r e p o r t e d  

on M a r c h  20, 1981, " J u d g i n g  b y  the o u t c o m e  so far, the n e w  

p o l i c y  seems to b e  a r e s o u n d i n g  success." P e t r o l e u m  

I n t el li ge n ce  W e e k l y  r e p o r t e d  in D e c e m b e r  1980, r e g a r d i n g  the 

new tax, "But, p r o d u c e r s  c o m p l a i n  this is the U . K . ' s  e i g h t h  

N o r t h  Sea tax. i n c r e a s e  in ju st  18 months. T h e y  c l a i m  all 

the h i g h e r  1980 p r ic es  h a v e  b e e n  e r o d e d  a w a y  rn "real terms" 

b y  inf l at io n and a p p r e c i a t i o n  o f  the p o u n d  a g a i n s t  the 

dollar... But W o o d ,  M a c k e n z i e  notes t ha t N o r w a y ' s  t a x  

t erms are still m o r e  o n e r o u s  tha n the p r o p o s e d  U K  s t r u c t u r e  —  

an d acti vi ty  c on ti n ue s to flor is h there" (P I W , D e c e m b e r  8, 1980, 

p. 8) .

19• Finally, it m a y  b e  n o t e d  tha t B r it is h  P e t r o l e u m  gains 

a lm os t all of its re ve nu es , p r o f i t s  and p r o d u c t i o n  f r c m  e i t h e r  

the N o r t h  Sea o r  the  N o r t h  Slope. G i v e n  the n a t i o n a l i z a t i o n  

o £  its fields in N i g e r i a  and Iran, and its d e c l i n i n g  p r o d u c t i o n  

e l s e w h e r e  in the w o r l d ,  B r i t i s h  P e t r o l e u m  has little left 

o u t s i d e  of these areas. It m a y  b e  u s e fu l  to look at 

B r it is h P e t r o l e u m ' s  b i g g e s t  field in the N o r t h  Sea, the

500,000 b / d  F o r ti e s f i e l d , o f  w h i c h  it owns 96%, a nd w h i c h  

is the m o s t  p r o f i t a b l e  in the w h o l e  N o r t h  Sea. The  t o t a l  

g o v e r n m e n t  tax  tak e o v e r  the life of the F o r t i e s  field 

has b e e n  e s t i m a t e d  to b e  88%. W i t h  this tax take and the 

h i g h  N o r t h  Sea  p r o d u c t i o n  costs, BP w i l l  get an e s t i m a t e d  

c on st a n t  d o l l a r  D CF p r o f i t  rate of 28.4% (Petroleum Econom is t.



A p r i l  1981, p. 147), o r  a c u r r e n t  d o l l a r  p r o f i t  rate of 

r o u g h l y  40%. In Alaska, on the o t h e r  hard, w h e r e  the 

g o v e r n m e n t  t a x  tak e is o n l y  about 67%, the c o m p a n y  w i l l  

g et a m u c h  h i g h e r  p r o f i t  rate, of b e t w e e n  60 a n d  70%.

20. C a n a d a

C a n a d a  ha s been, in r e c e n t  years, the n u m b e r  two n a t i o n  

in the w o r l d  in terras o f  explore;'H on ac ti v i t y  (after the 

U n i t e d  States). C h a n g e s  in g o v e r n m e n t  policy* a n n o u n c e d  

in late 1980, a p p e a r  to h a v e  r e d u c e d  at l east temporarily, 

the a m o u n t  o f  e x p l o r a t i o n  activity. F r o m  M a r c h  31, 1980 to 

M a r c h  30, 1981, the* n u m b e r  of a c t i v e  drill rigs has d e c l i n e d  

n e a r l y  40% a nd m a n y  U.S. c o m p a ni es  ha ve  r e d u c e d  e x p l o r a t i o n  

and d e v e l o p m e n t  bud ge ts . P r o b a b l y  the g r e a t e s t  cause of this 

d e c li ne  in i n v e s t m e n t  has bee n  the g o v e r n m e n t ' s  a n n o un ce d  

o b j e c t i v e  to r e d u c e  c o n t r o l  and o w n e r s h i p  of the C a n a d i a n  

oil i ndustry b y  f o r ei gn  c o m p a n i e s  from the p r e s e n t  72% to 

less than 50%. I n c l u d e d  in t h es e p o l i c y  changes are:

(1) The state company, Petro-C an ad a , w i l l

a u t o m a t i c a l l y  _ b e . g i v e n  2 5 %— n e t - c a r r i e d

interest, w i t h o u t  com pe n sa ti on , on e v e r y  

lease r i g h t  f or o i l  o r  gas on federal land.

(2) D e p l e t i o n  a l l o w a n c e s  (currently 33-1/3%)

w i l l  b e  p h a s e d  o u t  a n d  r e p l a c e d  by d i re ct  

g o v e r n m e n t  i n c e n t i v e s  in the form o f  subsidies.

The i n c e n t i v e  s y s t e m  w i l l  b e  c o n s t r u c t e d  in such 

a w a y  to gi ve  an i m p o r t a n t  ad va nt ag e  to 

C a n a d i a n - o w n e d  c ompanies.
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(3) A n  additional 8% f e d er a l t a x  on gross oil and 

gas income w i l l  be i n stituted. Thi s  t ax w i l l  be 

s u b j e c t  to upward a d j u s t m e n t  and is n o t  de ductable. 

A n a l y s t s  have p r e d i c t e d  th a t the t ax w i l l  r es ul t 

in a 25% r ed uction in n e t  p r of it s to the co mp anies 

(P e t r o l e u m  E c o n o m i s t , D e c e m b e r  1980, p. 511).

P r e d i c t i o n s  h a v e  b e e n  m a d e  th at  the o v er a ll

e n e r g y  p l a n  w i l l  cut th e i nd us tr y' s  ca s h flow b y  50% 

(P l a t t ' s  O i l g r a m  N e w s , N o v e m b e r  20, 1980, p. 5).

(4) L eases to e x p l o r e  federal land c o u l d  be given 

o n l y  to appli c an ts  t h a t  are at least 50% C a n a d i a n  

owned.

(5) A n  as o f  y e t  u n d e t e r m i n e d  p e r c e n t a g e  of goods 

an d serv ic es  tha t are u s e d  on federal land e x p l o r a t i o n  

and d r i l l i n g  w i l l  h a v e  to be p u r c h a s e d  from C a n a d i a n  

sources.

A n o t h e r  i n v e s t m e n t  r e s t r a i n t  is C a n a d a ' s  federal pr ic e co n tr ol s 

w h i c h  limit the pr i ce  of o il p r o d u c e d  in C a n a d a  to $17.75 p e r  

b a r r e l ,  o r  a bo ut  50% of the  m a r k e t  price.

21. B e f o r e  the n e w  e n e r g y  policy, the p r o f i t a b i l i t y  p e r  

b a r r e l  in C a n a d a  has b e e n  r e p o r t e d  as r a n gi ng  b e t w e e n  $2 

p e r  b a r r e l  (by P e t r o l e u m  A n a l y s i s  Ltd. in the Autumn, 19 80,

O P E C  R e v i e w ) to $6.20 p e r  b a r r e l  (by Shell for the y e a r  19 80 

in the Oil a nd Gas Jou rn a l,  M a r c h  30, 1981, p. 47). W i t h
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the additional t a x  o f  8% p e r  year, the company's p r o f i t a b i l i t y  

p e r  b a r r e l  w o u l d  b e  r e d u c e d  to r o u g h l y  $1.50 p er b a r r e l  to 

$5.40 p e r  barrel. T a k i n g  C a n a d i a n  h e a v y  oil, w i t h  a m a r k e t  

p r i c e  o f  $33.50 p e r  barr el , the t ot al  g o v e r n m e n t  take w o u l d  

r a ng e b e t we en  85 and 95%.

22. Indonesia

Indonesia is of s p e c i a l  i n t e r e s t  w h e n  c o m p a r i n g  the 

i n v e s t m e n t  climate of A l a s k a  to o t h e r  c o u n t ri es  since it 

is the source of m o s t  of t he o i l  impo rt s l a n d e d  on the W e s t  

C o a s t  (some 300,000 b a r r e l s  p e r  day). Also, in Indonesia, 

t w o  of the N orth Slope pr od u c e r s ,  A r c o  and Exxon, p r o d u c e  

some 135,000 and 30,000 b a r r e l s  p e r  day respectively. U n t i l  

1976, e x p l o r a t i o n  and d e v e l o p m e n t  a c t i v i t y  w a s  f l o u r i s h i n g  

u n d e r  the gove rn me nt 's  p r o d u c t i o n  s h a r i n g  system, w h e r e  t he 

g o v e r n m e n t  took 65% of the o i l  p r o d u c e d  l e a v i n g  35% for the 

companies. (The shares w e r e  c a l c u l a t e d  a f t e r  the c o m pa n y 

r e c o v e r e d  its costs b y  t a k i n g  up to 40% of a n nual production.)

23. Chan ge s  in bot h U.S. g o v e r n m e n t  and I n do ne s i a n  g o v e r n m e n t  

o i l  policy, in 1976, w e r e  f o l l o w e d  b y  a d e c li ne  in e x p l o r a t i o n  

activity. F o r  one  thing, the U.S. I n t e r n a l  R e v en ue  S e r v i c e  

r u l e d  t h a t  U.S. co mp an ie s o p e r a t i n g  in I n d o n e s i a  could no 

l o n g e r  d e du ct  the g o v e r n m e n t ' s  s h a r e  of p r o d u c t i o n  for 

p u r p o s e s  of c o m p u t i n g  U.S. i nc om e  taxes. In addition, the



Indonesian g o v e r n m e n t  c h a n g e d  0 3  ’ pol i c y  so th a t the share 

of profits g o i n g  to the g o v e r n m e n t  i ncreased, fro m  65% to 85%, 

(and also d e c r e a s e d  the p e r c e n t a g e  of a n n u a l  p r o d u c t i o n  

a vailable for cos t re covery, fro m 40% to r o u g h l y  25%). A l l  

in all, the co mp an ie s  w e r e  left w i t h  o n l y  a bo ut  12% o f  the 

profits, (after t a k i n g  into a c c o u n t  that the c o m p a ni es  h a d  

to sell some o il to the g o v e r n m e n t  at b e l o w  m a r k e t  prices.)

The end r e s u l t  w a s  a d e c l i n e  in e x p l o r a t i o n  d r i l l i n g  in 1977 

o f  20% (P e t r o l e u m  N e w s , J a n u a r y  1979, p. 14). However, 

despite threats by the c o m p a n i e s  to reduc e produ ct io n,  in 1977 

it actually in cr e as ed  b y  o v e r  10%.

24. To e n c o u r a g e  e xp lo r a t i o n ,  in 1977 the g o v e r n m e n t  

improved the c o s t  r e c o v e r y  pr ov i s i o n s ,  i n t r o d u c e d  a n u m b e r  of 

e xp lo r a t i o n  in ce nt iv es  and a l t e r e d  the terms for sales of 

the comp an y oil  to the g o v e r n m e n t  for d o m e s t i c  use. Per ha ps  

more importantly, the I n t e r n a l  R e ve nu e  S e rv ic e ruled, in 

1978, that the c o m p an ie s c o u l d  d e d u c t  the g ov e rn m e n t ' s  

produc ti on  share for p u r p o s e s  of c a l c u l a t i o n  of U.S. inco m e 

tax. Thus, e v e n  t h ou gh  the I n d o n e s i a n  g o v e r n m e n t  c a p i t u l a t e d  

o n  a few points, its take has i n c r e a s e d  s i g n i f i c a n t l y  

c ompared w i t h  1976, fr om  65% to 85-89% at p r e s e n t  (depending 

on allowances and oil sale terms : see O i l  D a i l y , D e c e m b e r

22, 1980, p. 15).

25. Since 1978, there- have b e e n  no s i g n i f i c a n t  changes in 

Indonesia's oil policy, d e s p i t e  the fact that prices m o r e  than



d o u bl ed , i n c r e a s i n g  the p r o f i t a b i l i t y  o f  the c om pa ni es  

d r a m a t i c a l l y .  Thus, t h e i r  p e r  b a r r e l  p r o f i t s  hav e i n c r e a s e d  

to r o u g h l y  $4 p e r  barrel, fro m $1.25 to $1.50 in 1976, and 

I n d o n e s i a  is n o w  o n e  o f  the m o s t  p r o f i t a b l e  o i l  e x p l o r a t i o n  

and d e v e l o p m e n t  areas in the w o rl d.  C o n s e q u e n t l y ,

I n d o n e s i a  is n o w  in the m i d d l e  o f  an i m p r e s s i v e  o il boom, 

w i t h  e x p l o r a t i o n  at r e c o r d  l ev el s a n d  a r e c o r d  n u m b e r  of n ew 

e x p l o r a t i o n  c o n t r a c t s  signed. (In 1980 the n u m b e r  o f  

e x p l o r a t i o n  w e l l s  d r i l l e d  w a s  150% g r e a t e r  th an  in 1976; 

see P e t r o l e u m  N e w s , J a n u a r y  1981, p. 31.)

26. M a l a y s i a

U n l i k e  n e i g h b o r i n g  Indone si a , M a l a y s i a  h as a ct ed  to 

r e a p  a g r e a t e r  s ha re  o f  p r o f i t s  c r e a t e d  b y  t he m a j o r  

p ri ce  i n c r e a s e s  of 1979. The c o u n t r y  uses a c o m p l e x  tax  

system, w h i c h  includes a 10% ro yalty, a 70:30 p r o d u c t i o n  

s h a r i n g  s p l i t  a f t e r  r o y a l t y  and c o s t  recovery, a 45% tax 

on t h e  c o m p a ny 's  profits, at 25% e x p o r t  tax, and a 70% 

w i n d f a l l ' s  p r o f i t  ta x (which c l o s e l y  r e s e m b l e s  that of the 

U.S.). The n e t  r e s u l t  is t h a t  t h e  g o v e r n m e n t ' s  take is 90 

to 95% o f  o il pr ofits, d e p e n d i n g  on t he f i el d and p r i c i n g  

assu mp ti on s.  Yet, u n d e r  t h e s e  a r r a n g e m e n t s ,  Exxon, w h i c h  

p r o d u c e s  1/3 of M a l a y s i a ' s  crude, h a s  c o n t i n u e d  

e x p l o r a t i o n  work. (Tax i n f o r m a t i o n  and  g o v e r n m e n t  s pl it  

are f r o m  a r e p o r t  b y  W a l t e r  L e v y  C o n s u l t a n t s  " C o m pa ra ti ve  

A n a l y s i s  of E x p l o r a t i o n  A r r a n g e m e n t s  o f  S e l e c t e d  C o un tr ie s:  

A pp en dices", N e w  York, 1981.)



27. In c o m p a r i n g  the p r o f i t a b i l i t y  o f  A l a s k a n  oil w i t h  

t h a t  e l s e w h e r e  in the world, it is q u i t e  c l e a r  that 

i t  is p r o b a b l y  the m o s t  p r o f i t a b l e  i n v e s t m e n t  a r e a  in 

t h e  w o r l d .  F or o ne thing, the p e r - b a r r e l  p r o f i t  rate and 

t h e  D C F  p r o f i t  r a t e  are a m o n g  th e  h i g h e s t  in the world. 

M o r e o v e r ,  o t h e r  n a t i o n s  i n t e r v e n e  in the o i l  in du s t r y  mu ch  

m o r e  f or c e f u l l y  t h r o u g h  cont ro ls  on p r i c i n g  a n d  m a r k e t i n g  

a n d  li mits on m a n a g e m e n t  d e c i s i o n - m a k i n g ,  a nd a re m u c h  

less s e c u r e  sour ce s o f  oi l supply.
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S o u r c e s  o f  D a t a  f o r  T a b l e

Prices

All prices from W e e k l y  P e t r o l e u m  Status R e p o r t , 12-5^80, p . 21 
e x c ep t Egypt; from P e t r o l e u m  I n t e l l i g e n c e  W e e k l y ,1 - 1 2 - 8 1 , p . 11; 
Canada, f r o m  Oil a n T  Gas J o u r n a l , 3 - 3 0 - 8 1 , p . 46 y a n d  Alaska, 
from P e t r o l e u m  I n t e l l i g e n c e  W e e k l y , 3-16-81.

Saudi A r a b i a

A ll data from P e t r o l e u m  I n t e l l i g e n c e  V7eeklv,5-19-80 ,p. 10. 

V e n e z u e l a

A l l  d at a fro m P e t r o l e u m  I n t e l l i g e n c e  W e e k l y , 1 1 - 1 9 - 7 9 , p . 5. 

N i g er ia

A ll data from P e t r o l e u m  E c o n o m i s t ,2-81,p. 54.

Indonesia

Data from O il D a i l v  , 1 2 - 2 2 - 8 0 , p. 15, and P e t r o l e u m  N e w s ,
1-81,p p s . 20-32.

M a l a y s i a

Data from P e t r o l e u m  I n t e l l i g e n c e  W e e k l y , 6 - 2 - 8 0 , p . 4-5 and 
W.J. Levy C o n s u l t a n t s  Corp. , C o m p a r a t i v e  An al y si s of 
E xp lo r a t i o n  A r r a n g e m e n t s  in Se le c t e d  C o u n t r i e s , (New Y o r k ;
W.J. Levy C o n su lt a nt s,  19811 tables A - 7 to A-10.

E gypt

A ll data from P e t r o l e u m  Economist, 1 - 8 0 , p . 35.

Norway

Costs range, from D i l l a r  P. Spriggs of P e t r o l e u m  A n a l y s i s  Ltd., 
"Oil T a x  P o l i c y  in the N o r t h  Sea and N o r t h  A m e r i c a " ,
OPEC R e v i e w , A u t u m n  19 80, p.6 3#, P e t r o l e u m  I n te ll i g e n c e  W e e k l y  
7-1 6- 78 ,p . 63 and P e t r o l e u m  In te ll i g e n c e  W e e k l y ,l2-8-86,p.8. 
D ivi si on  of pro fi ts  from OPEC' R e v i e w , op. c i t . ~ a n d  S t o r t in g 
Report no. 53; C o n c e r n i n g  the A c t i v i t y  on the N o r w e g i a n  
C o nt in en ta l  S helf (Norwegian G o v e r n m e n t  M i n i n s t r y  of P e t r o l e u m  
and Revenues, 1980)
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C osts are from sane sources as Norway.
D i v i s i o n  of prof it s from, M a j o r  F e a t u r e s  and Trends 
in C o n t r a c t s  and A gr ee m e n t s - in the I n t e r n a t i o n a l  P e t r o l e u m  
Ind us tr y (New Vork; U ni t ed  Natio n s C e n t r e  on T r a n s n a t i o n a l  
C or po ra ti on s , 2-81) adj us te d for n e w  tax  a nd OPEC R e vi ew  
op. cit. p. 61, and Oil and Gas J o u r n a l , 3 - 2 3 - 8 1 , p. 11-9-r C>~7
C a na da

Co st s from O P E C  R e v i e w , op. cit. p . 59 a n d  A l a s k a  L e g i sl at u re , 
N o n p a r t i s a n  R e s ea rc h B u r e a u  (via t e l e p h o n e ) .
D i v i s i o n  o f  pro fi ts  from P e t r o l e u m  E c o n o m i s t , 12-80 p . 511.

A l a s k a

D a t a  from P e t r o l e u m  I n t e l l i g e n c e  W e e k l y , 3-16-81 , 
and M e m o r a n d u m  to Hon. E d  Dankworth, from M i l t  Earker, 
1-16-81, "Revisions in P e t r o l e u m  Ta xa t io n"

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

U n i t e d  K i n g d o m

U.K. and N o r w a y  costs are a s s u m e d  to b e  r o u g h l y  the same.
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(16) fE ffectlvo  February 1 ,  10 81] Repealed by 5 1 1  cli 1  SSSLA 
1980.

(17) [E ffective February 1 ,  1081] Repealed by S 1 1  ch 1 SSSLA  
1980.
(ain § 1 1  ch 1  SSSLA  1080)

Effect of •mendmenL Editor'* not*. — For Itglalallvs
Til* 1080 amendment t/Tcctlv* Fobru- finding* *nd puryoao of tha 1980
try 1. 1081. repealed paragraph* (4). (7), amendment,***I t.cb. I.SSSLA 1980,ln
(131, (14), 11C) »nd (17), which defin* "fidu- the 1080 Temporary and Special AcUand
clary," "individual," "domicile," Rcaoive*.
"nonrealdanl," "reaidonce," and "raaldont," 
rrapeclively.

C hu p ter 21. Oil and  Gns C orpora te  Incom e Tax.
Section Section
10. Application 80. Aaaaaamant cflncom# and ta*
20. Determination of taaabla Income 60. lleluma

from oil and gel production 70. Payment of taa
30. Determination orincome from oil and 80. Traruillonal rule*

ga* pipeline transportation 00. ftcgulallona
40. Determination of Incom* from 100. Pcnaltlc*

acllvlliea other than oil and gaa 110. Public reporting
production or pipeline trenaporta- 120. Definition*
tion

Edllur’* note. — A* to laglalatlv* Section 4, ch. ItO, SIA 1078, provide*: 
finding* and Intent, ae* I l.ch. 110, SLA "Thla Act applle* to laiablo Income earned
1078, In the 1978 Temporary and Special or received after December 31, 1077."
Acta and Devolve*.

See. <13.21.010. A pplication . Thla chapter applies to every 
corporation doing business in the statu which derives income from the 
production of o il or gas from a Icoso or proporty In tho stutu, or from 
tho pipeline transportation of oil or gas in tho sluto. The tax calculated 
under th is chuptor is  measured by tho total taxable Income of tint 
corporation as dofincd in AS <13.21.020 —  <13.21.0*10 and is  determined 
at the rates established under A S 43.20.011(e). (§ 3 ch 110  SLA  l ‘.17b; 
ant § 2B ch 1 1 3  SLA  1980)

Effect of amendment. — The 1080 Editor'* noto. — Suction 60, ch. 113, 
amendment, effective June 21, 1080, and SLA 1080, effective Juno 21, 1080, make* 
retroactive to January 1, 1978, deleted "or thla icetlon applicable lo lai ycori 
directly eoaocialed with" following "a laaae beginning eficr Docombor31, 1977. 
or property In" near tha middle of Ilia firat 
aculonc*.

Sec . 43.21.020. Determ ination o f taxubio Income from o il and 
gns p roduction , (a) The taxubio income o f a corporation from tho
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production of oil and gas from a lease or properly in the stale sha ll be 
tliu corporation's net income as calculated by thodcpurtment in accord­
ance with th is section.

(b) C ro ss income of a corporation from oil und gas production slm il 
be tliu gross value at tho point of production of o il or gas produced frum 
a lease or property in the state. The department shu l! by regulation 
determine a uniform method of establishing the gross value at (lie 
point of production. In making its determination the department muy 
use the actual prices or values received fur the oil or gus, the posted 
prices for tho oil or gas in the same field, or the prevailing prices nr 
vuhtes of oil or gas in the same Hold, in  addition, in it s  determination 
of gross value at the point of production of oil or gns produced front n 
lease or property, tho department sha ll determine the reasonable Costs 
of transportation from the point of sale to tho point of production of the 
oil or gus. Transportation costs set by n turilT properly on Hie witii tho 
Aluska Pipeline Commission or other regulatory ugency shall be 
considered primu facie reasonable, but i f  u tariff properly on file with 
a regulatory agency is  ttubsenuenlly amended, changed, or overturned 
retroactively, (lie reasonable costa of transportation shall bo 
recomputed for that period using the newly determined turiff.

(c) Nat income from oil und gus production shall be determined by 
tho department by deducting from gross incume the following:

(1) royalties paid in kind or in vnluu;

(2) taxes imposed under AS <13.56 and AS 43.57 which are uctuully 
paid by the corporation on the production from u lease or property in 
the stutu;

(3) tuxus imposed undor AS 43.66 und AS 29.63 which ure actually 
paid by tho corporation on property used directly in tho production of 
oil or gus from a louse or properly in the state, including projierty used 
in production, gathering, Ireutmcnt or preparation of the oil or gus fur 
pip dine transportation, hut only i f  those property tax payments wore 
due und payable only uflcr the date of commercial production from the 
lease or property witii which tliu property wus associated;

(4) the direct costs incurred by or for Hie corporation in operating the 
leuso or property, including tho direct costs of producing, gathering, 
treating or preparing (lie oil or gas for pipelino transportation, but not 
or nny payments received for those uctivities and nut including any 
indirect cost or ovorhcud expense;

(6) depreciation (using tliu unit of production method or such oilier 
reasonable methods us the department muy by regulation cutnblish) on 
properly used directly in the production, gathering, treatment nr 
preparation of the oil or gus fur pipelino transportation including 
amortization of capitalized interest for investments in th is property ut 
ti ratu not to exceed the uverugu cost of borrowed capital to tliu taxpayer 
during the year in which it is  cupilulizud;
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(G) the amortization of lease acquisition payments an J  taxes paid 
under AS 43.5G and AS 29.53 (including capitalized interest on butli) 
for or on producing properties before the commencement of commercial 
production from the lease or property for which the property i s  being 

uaod;
(7) interest oxpenso o f the corporation not capitalized during 

construction, to the extent that it  does not exceed that portion of the 
totul interest puid by the consolidated business of which tho 
corporation i s  a part, determined by multiplying the total intarest 
(reduced by intercompany transactions w ithin tho consolidated busi­
ness) by a fraction, the numerator of which is  the vuluo of lli/i 
corporation's real and tangible personal property used directly in tliu 
production of oil or gns from a lease or property in tho stale and tho 
denominator of which is  the value of all reul and tangible personal 
property o f the consolidated business;

(8) expenses incurred by tha corporation aftur December 3 1 , 19 7 7  of 
unsuccessful exploration o f oil or gas In the state including tliu 
acquisition costs of abandoned properties, dry hole costs and the costs 
of geologic and geophysical exploration related to those ubnndoncd 
properties;

(9) general ovcrheud or udministrativu expense incurred by tha 
corporation attributable to Lite production of oil or gua from u leasu or 
property in tliu stato to the extent thul it does not exceed the lesser of:

(A) that portion of tho totnl general overhcud or administrative 
expenso incurred by the consolidated business of which tho corporation 
is  a part, doterm lrxl by multiplying the total general ovcrhcod or 
administrative oxpenso by a fraction, tho numerator of which is  tho 
value of tho corporation's real and tungiblo personal properly used 
directly in the production of oil or gus from a leasu or property in the 
stato und tho denominator of which is  tho valuo of all reul und tangible 
personal property o f tho consolidated business, or

(U) thu sum of $0 .12 for each barrel of oil and $0.02 for each 
thousand cubic feet o f gas produced from a leuso or property in tho 

stutu.
(d) Deductions from gross income under th is section sha ll not 

include expanses previously deducted on a return filed undor AS -13.20.

(o) Where n corporation subject to th is chapter shures the production 
or proceeds of tho production from u lease or property thruugh a 
working in lurest, royally interest, overriding royalty interest, 
production poymunt, net profit interest, jo int venturo or other 
ugrcement, tho departmunt sha ll allocate tho deductions from gross 
income between tho corporation and the persons with whom it has sucli 
un agreement in accordance with the terms of thu agreement. (§ 3 ch 
110  SLA  1978 ; am $ 29 ch 1 1 3  SLA  1980)

Effect of anicmlmciiL — Tin 1S80 
tnunJmcnl, effective June 21. 1080. end 
retroactive to Jsnuury I, 19SO. in pars- 
Crepli (7) ofaubacctluii (cl, Inverted ‘of the 
corporation' end auLatiluttd Muring 
coiutnrction' for "of the corporation', both

near tha beginning 0f the parecraph.
Edllor’a note. — Section 52. tli. 113 

SLA 19/10, effective June 21, 1980. nialtci 
thie ecctfon applicable lo lee ycen 
beginning after Uccuinbcr 31, I97S.

Sec . <13.21.030. Determ ination o f  Incom e from  o il n iitl gus 
pipeline transportation, (o) Except os provided in (c) o f th is section, 
taxable income ultributablu to the transportation o f o il in  u pipeline 
engaged in intcrstato commerce in Aluska ahull be determined by the 
deportment and sha ll be the amount reported or that would be required 
to be reported to the Federal Energy Reguiutory Commission or its 
successors us net opcruting income, le ss thoso portions of intorcst und 
general administrative oxpenso ottributublo to tho pipeline transpor­
tation of oil in tho Btuto, except that tuxnblo income sha ll also include 
toxos on or inuasurcd by income. The department sh e ll establish 
regulations govorning tho determination o f intorcst und gcncrul 
udministrativu expenso atlrilmtuble to pipeline transportation o f oil in 
the ututo.

(b) Except as provided in (c) o f th is section, tuxublu income 
attributable to the transportation of natural gus in a pipeline engaged 
in interstate commerce in  Alosku sha ll bo determined by the depart­
ment and shall be tho uinouut reported or thut would bo required to he 
reported to thu Federal Energy Regulatory Commission us net 
operating incomu le ss that portion of interest and general 
administrative expense nttributublo to pipeline trunsportutiun in thu 
stutoi excupt that tho taxubio income shall ulso include tuxes on or 
meusured by income. The depurlmen. shall - establish regulations 
governing the determination of interest and goncrul administrative 
expenso attributable to pipeline transportation of'nulurul gus in thu 
stutc.

(c) Tuxablo income uttributuhlo lo the trunsportution of oil or nut- 
urul gus in  Alaska o f uny corporation not under the Fedurul Energy 
Regulatory Commission jurisd iction , or of u corporation under thu 
jurisdiction of the Federul Energy Reguiutory Commission hut not 
reporting tho operation of pipelines in  Alaska supuratuly from the 
operation of pipelines elsewhere, sha ll be determined by thu depart­
ment und shall he bused upon un amount cquul lo thut which would 
have been reported lo the Federul Energy Regulatory Commission 
under (u) of th is section in thu cusu of oil pipelines, or (b) of th is suction 
in  tho cusu of natural gus pipelines, hntl the corporation been, in fact, 
under Federal Enurgy Regulatory Commission jurisd iction for the 
taxable year und required lo report on tho operutionuf Aluska pipelines 
scpurutely from tho oporution of pipulinca elsewhere. (3 3 ch 1 10  SLA  
1978)
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Sue. 43.21.0-10. Determ ination o f  Incom e from  u ctlv 't lc s other 
thun o il and gas p roduction  o r  pipelino transportation , (a) 
Taxable income of a corporation subject to th is chupf jt from activities 
in t f i s  state other than tho production, o f oil or gas from a lease or 
property in tho state or the pipoline transportation o f o il arguB in the 
stato sha ll bo determined in  accordance with tho method established in 
art. IV  of AS 43.19.0 10  and in  A S 43.20.071, a s modified by (b) —  (0 

of thiB section.
(b) Tho total taxuble income of thu consolidated business shull be Tie 

net income determined and certified by un independent certified public 
accountant for tho purposes of a rcpcrt to shareholders covering it s  
earnings and profits for the taxable year (calculated without regard to 
any taxes on or monsured by net income), le ss tho earnings and profits 
of the consolidated business gained directly from oil and gas production

und pipelino transportation.
(c) Tho numerator and denominat 7 the property fuctor, of the 

payroll fuctor and of the sa les factor s  . bo calculated without refer­
ence to that portion of property, psyrc ,r sa les directly related to tho 
production of oil or gas from u louse of properly in thu atulo or tho 
pipeline transportation of oil or gus in tho stutu.

(d) Compensation earned by employees of the consolidated business 
who are omploycd in the United States but not in any state shu ll be 
included in tho numerutor of the payroll fuctor i f  the omployccs uru 
directly supplied from a huso of operations maintained in this statu.

(c) Thu value of oil or gus production facilities or other properties of 
thu consolidated business which are located in  tho United Stutes but 
not in any state sha ll be Included in  tho numerutor of the property 
fuctor i f  tho properly is  serviced or supplied from a base of opurulionB 
maintained in tho stutu or i f  that property rc lio s on onshoru facilities 
in  th is stato for storage o f tho oil or gns produced.

(0 The value attributed lo vessels transporting Alaskan oil or gus of 
the consolidated business which aro not owned or effectively owned by 
tho consolidated business sha ll bo excluded from tho property factor. 
(5 3 cii 1 10  SLA  1978 ; am 55 30 —  32 ch 1 1 3  SLA  1980)

income of tin corporation »• dulermlncd 
under A3 0.21.0*0 und O 21.030" nl tlio 
end of Ilia aubsacllon, and aiMau 
•utiacclion 10. ...Kdllnr'e nolo. — Section 60. ch. 113. 
SLA IOUO. effective June 21. 1080, inuke* 
tide ecctiun applicable la tux yeura 
Loginning after December 31. 1077.

L’ffoct of amendment. — The 1080 
amendment, elTeclive June 21, 10B0, and 
retroactive to January I, 1978, In 
auLacclion (a), eululllulcd "(0" fur "lo)" 
near the end of the aubxacllen, In 
■uhaecliun (b), aubatituled "earning! and 
prufi' of ill* coneolidutud buiiucaa gilnej 
dire.-dy from oil ami gal production and 
pipe.ine Iraniportalion’ far "laiatdo

S e c . 43.21.050. A sse ssm e n t o f  incom e and la x. (a) The depart­
ment shu ll asseus taxable income und tliu umuunl of tux puyablu on 

thut taxable incomo.
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(b) On or bofore August 1 u  each year the department sha ll send 
to every corporation taxuble under th is choptcr a notice o f assessment 
showing tho amount ofincotvnj taxable under th is chuptur for thu previ­
ous year and the amount of tax payable on that taxuble income.

(c) For purposes of lit is  chapter the depurlmcnt may combine taxable 
Incomes o f corporations subject to tux under th is chapter who are purl 
of tha sumo consolidated business. (§ 3 cit 1 10  SLA  1978)

Sec . 43.2I.0G0. R e tu rn s. On or beforo April 15  of eucb year, a 
corporation subject lo tux under th is chapter sha ll submit u return in 
a form prescribed by the department setting out information required 
by tho department to determine tuxablo incomo. For purposes o f th is 
chapter, the department may require corporations subject to tax under 
th is chapter who arc part of thu sumo consoliduted business tc '■■c u 
single return. (5 3  ch 1 10  SLA  1978)

Sue. 43.21.070. Payment o f tax. Tho tux levied under th is chapter 
i s  payable to the dcpurtinent on or before September 30 of each year or 
in installments at the times and under the conditions thu depurlmcnt 
muy hy regulation require. T it is  tax is  payable on tho due dulu set out 
in th is section even though tho assessment is  under appeal or the 
validity, enforceability or application o f th is chuptor or any provision 
of th is chapter is  chullougcd beforo the department or in tho courts. 
(5 3 ch 1 10  SLA  1978)

See. 43.21.080. T ra n sit io n a l ru le s . The department she ll proviJc 
by regulation transition ru les for corporations Bubjcct to tux under cit. 
20 of th is title beforo Ju ly  9 ,19 7 8  to avoid double taxation of tho same 
incomo or double deduction of the same expense of those corporation? 
us u result of becoming subject to tux under th is chapter. (5 3 ch 110  
SLA  1978)

Sec. 43.21.000. Regu la tion s. Tho department muy adopt 
regulations in accordance with the Administrative Procedure Act (AS 
44.02) o s appropriate lo administer and enforce th is chapter. (5 3 ch 
110  SLA  1978)

Sec . 43.21.100. P enalties. Tho pcnulties established in ch. 20 of 
th is title apply to th is chuptor. (5 3 ch 110  SLA  1978)

Sec . 4 3 .2 1.110 . P u b lic  reporting , (a) The commissioner of revenue 
shull compile and transmit to the legislature un annual consolidated 
report of state revenues und luxation policies under th is chapter. T h is  
report shall include total aggregate income tax puid by corporations 
covered under lltia chapter und aggrcgute income and deductions by 
category, so classified as to prevent the identification of particular 
returns or reports.

(b) Tho legislativo auditor ahull truusniit to the legisluturu on 
ennuul report roviowing the actions of the department in 
u'dministering th is chapter. (5 3 ch 1 10  SLA  1978)
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See . 43 .2 1.120 . D e fin it io n s. U nlrfis tfce context required olherwlso 
tho definitions contained in  A S 43.5 1.14 1) are applicable to thla chap­
ter. In  addition, in  th is chapter

(1) “base of operations" means the cloacat point on land to tho 
offshore oil or gas production oporatlona from which goods, services and 
supplies flow to thoso offshoro oil or gas production oporatlona;

(2) "consolidated buelncsa" moans a corporation or group of 
corporations having more than 50 percent common ownership direct or 
indirect, or a group of corporations in which there is  common control 
o ilh cr direct or indirect as evidenced by any arrangement, contract or 
agreement. (8 3 ch 1 10  SLA  107B; am 6 33 ch 1 1 3  SLA  1080)

Ella cl of amendment. — The ISS0 editor's note, — Section SO, ch. 113,
amendment, effective June 21, 1980, and ' SLA 1080, effective Juno 21, 1080, makoa 
retroactive lo January 1,1978, subatituted thla aectlun applicable to tax year*
“mors than-for “at leant" In paragraph (2). beginning after December 31, 1977.

C h a p te r 23. P e rm a n e n t F und  D ividends.
Section Section
10. Eligibility for permanent fund 70. Exemption of permanent fund

dividend dividende
20. Proof of eligibility 80. Eligibility for auto public aaiiilanca
30. Amount of dividend payment*
40. Penaltiex and enforcement CO. Tux exemption
80. Dividend fund ailoblUhed 100. Definitions
GO. Duties of the department

Effective data of chapter.— Section 0, 
ch. 21, SLA 1980, makes thla chapter 
effective April 10. 1980, In accordance 
with AS 01.10.070(c). Section 6 of that 
chapter provided “Soctiona 1 and 2 of tliia 
Act are retroactive lo January 1, 1979“ 
Editor's note. — Section I, ch. 21, 8I.A 

1980, effective April 16, 1980, end 
ictroac».;o to January 1, 1079, providoa; 
"1‘OLICY, PUItrOSES AND FINDINGS, 
(a) It la tha duty and policy of the atuto 
with respect to ilia natural reeourccs 
iMsldiiging to it and the Income derived 
from thoau natural rcaourcea to provide for 
tholr uie, development, end coniorvatlon 
for the maximum benefit of tho people of 
tha slate.
(b) Ilia purposes of this Act are 
(!) lo provide a mechanism for 

equitable distribution to the people of 
Aluska of ut least e portion of the stulo'a 
energy wealth derived from tho 
development and production of the natural 
resources belonging to them ua Aloskuna;

(2) to ancourago persona to maintain 
their residence In Alaska end lo reduce 
population turnover In the slaty and
(3) to encourage increased awareness 

nwd involvement by the residents of the 
iteCo In the management and expenditure 
of the Alaska permanent fund fart. IX, sec. 
16, stale constitution).
(c) Tlia laglslutura finds that the 

accruul of permanent fund dividends 
provided in AS 43.23 enacted in sec. 2 of 
this Act, based on full youra of residency 
since January 1, 1059, fairly compensates 
each state resident for bis equitable 
ownership of the slate's natural resources 
since tlio dato of statehood. It is In tho pub* 
lie interest to distribute • portion of 
Alusku's energy wealth to the people of tho 
•tale.
(d) Tho legislature also finds that state 

residents have been paying increasingly 
high prices for fossil fuels, whllu few have 
received direct monetary benefits from the 
production and dovelepmenl of fossil fuels 
botunging lo them us Alaskuns. It is in tbs
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public interest to return to state residents 
a portion of tha slate's income fioni oil, 
gas, end other mineral production Co help 
ofTsot rising fuel costs.
(o) Tha legislature uloo finds that Chare 

exists in the slate a serious problem of 
population turnover. A substantial portion 
of the state's populution is comprised of 
individuals who reside in Alaska fur only a 
relatively short lime. This constant 
turnover in population leads to political, 
economic, anj social instability and is 
harmful to (lie stale. It is in the public 
interest for tbs ltule lo promote a slublo 
resident populution by providing an 
Incentive to encourage AlasLsna to 
maintain their residency in tho stato."
Section 3, ch. 21, SLA 1980, as amended 

by J 1, ch. 60, SI*A 1980, effective June 5, 
1980, provides; "For 1979 lliu value of e 
permanent fund dividend is $50. Tho 
payment of permanent fund dividends fur 
1979 shall bo inudu from an appropriation 
from the general fond to tho dividend fund 
fur that purpose. The amount appropriate J 
from tlio generul fund to pay permanent 
fund dividends fur 1971) less 50 percent of 
tliu income of tho Alusku permanent fund 
earned during iho fiscal year ending Juno

30, 1978, is a loan to the dividend fund 
from the general fund which shall be 
repaid as provided in AS 43.23.050(c) 
enacted by sec. 2 of lliis Act. The Depart* 
incnt of flevenue shall by July 1, 1980, 
prescribe and make available an applica­
tion furm for claiming pcrinuuont fund 
dividends for 1979. Hie Department of 
Itevonue shall mail the form to each indi­
vidual who, before July t, 1980, filed a 
resident or purt-ycar resident Aluska net 
Income lax return fur the 1979 lux year 
under AS 43.20. An eligible individual 
may receive payment of permanent fund 
dividends for 1979 if he applies to the 
Department of Itevenue on the form 
prescribed by the depurlmcnt no later thun 
November 15,1980. The application must 
be accompanied by a statement of 
eligibility as required by AS 43.23 020 
enacted in sec. 2 of Ihii Act."
Section 4, ch. 21, SLA 1980, effective 

April 16. 1980, provides: "If any prevision 
enacted in sec. 2 of this Act is held to lie 
Invalid by iho final judgment, decision or 
order of a court of competent jurisdiction, 
then that provision is nomcverable, and 
ell provisions cnuclcd in sec. 2 of this Act 
are invalid and of no force or effect."

See. 43.23.010. E lig ib ility  fo r permanent fund d ividend. (u> Am 
intlividuul who in eligible under (b) of th is acclion la entitled to one 
permanent fund dividend for cuch full your that tlio individual is  u 
stutu resident after January 1 ,  1059.

(b) For eucii year, an individual i s  eligible to receive payment of the 
permanent fund dividends for which be is  entitled under th is section 
i f  ho

(1) is  ut luast 18  yours of ugc; and
.<2) is  a stute resident during ull or port of tlio year for which the 

permanent fund dividend is  paid.
(c) To determine tlio number of permanent fund dividends to which 

an individual i s  cntitlud under (a) of th is section, a your in which the 
Individual is  u stute reaidcnt for le ss than 12  months may not hu 
counted, but u payment o f a permanent fund dividend muy bo made for 
that year under <0 of th is section. A ycur for which an individue1 wus 
entitled to payment of a dividend but failed to filu a claim may be 
counted to determine the number of dividends under (n) of th is section.

(d) An individual may receive puyincnt of a pcrmunent fund 
dividend in a single payment or in 12e i|uu l installments paid monthly 
by the department.

(o) An individual eligible to rcceivo'puyment of a permanent fund 
dividend muy olect to defer rccoipt of Hint payment. The commissioner
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L e t t e r  of I n t e n t  

H O U S E  F I N A N C E  C O M M I T T E E  S U B S T I T U T E  F O R  .fl%SB 5 2 4 (Fin)
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F O R E W A R D

T h i s  s t u d y  w a s  p r e p a r e d  u n d e r  a c o n t r a c t  w i t h  the

L e g i s l a t i v e  A f f a i r s  A g e n c y  of t he A l a s k a  S t a t e  L e g i s l a t u r e .

T h e  a g r e e m e n t  d i r e c t e d  us to

. . . r e v i e w  a n d  r e p o r t  o n  the o p t i o n s  a v a i l a b l e  for 
i m p l e m e n t i n g  the g o a l s  e s t a b l i s h e d  in t he J o i n t  S t a t e­
m e n t  o n  Oil T a x e s  i s su ed  b y  t h e  G o v e r n o r ,  the P r e s i d e n t  
of t he Senate, the S p e a k e r  o f  t he H o u s e ,  t h e  F i n a n c e  
C h a i r m e n  of t h e i r  r e s p e c t i v e  h o u s e s  a n d  o t h e r  l e g i s­
la t i v e  l e a d e r s  o n  M a r c h  18, 1981.

It w a s  s p e c i f i e d  t h a t  our r e p o r t  s h o u l d  i n c l u d e

legal, e c o n o m i c  and  f i s c a l  a n a l y s i s  o f  the v a r i o u s  
o p t i o n s  i d e n t i f i e d  . . .  to e n a b l e  an i n f o r m e d  c h o i c e  
of o p t i o n s  for  f u r t h e r  c o n s i d e r a t i o n .  . . [and our] 
r e c o m m e n d a t i o n s  as to the i d e n t i f i e d  o p t i o n s .

A l t h o u g h  the tim e a l l o w e d  to f u l f i l l  t h i s  a s s i g n m e n t  

w a s  e x t r e m e l y  l i m i t e d  (13 d a y s ) , w e  h a v e  p r e p a r e d  a r e a s o n­

ab l y  c o m p r e h e n s i v e  s u r v e y  of t he S t a t e ' s  o p t i o n s .  H o w e v e r ,  

the a n a l y s i s  h e r e  is n o t  s u f f i c i e n t l y  d e t a i l e d  to s u p p o r t  

a ny f i n a l  d e c i s i o n  o n  the f o r m  o f  a n e w  o i l  t a x  s t ru ct u re , 

be it t e m p o r a r y  o r  p e rm an en t.  W e  do see t h i s  d o c u m e n t ,  a n d  

the w o r k  by o t h e r s  n o w  un de rw ay , as u s e f u l  a n d  p e r h a p s  

c r u c i a l  to n a r r o w i n g  the f oc us  of e f f o r t s  in the i m m e d i a t e  

f u t u r e  if it is d e c i d e d  to pro c ee d.

T h e  r e p o r t  w h i c h  foll ow s is t h e  j o i n t  p r o d u c t  o f  the 

t h r e e  a u t h o r s .  The s u p p o r t i n g  r e v e n u e  a n d  e c o n o m i c  s t u d ie s  

w e r e  the r e s p o n s i b i l i t y  of Mr. E p p e n b a c h  a n d  Mr. E r i c k so n.  

T he n e c e s s a r y  l egal a n a l y s i s  w a s  c a r r i e d  o u t  by Mr. M e s s e n­

ger, w h o  a l s o  s e r v e d  as p r o j e c t  m a n a g e r .

W e  w i s h  to t h a n k  the m a n y  i n d i v i d u a l s  who, o f t e n  on 

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



a n s w e r  o u r  q u e s t i o n s  a n d  w h o  p r o v i d e d  us w i t h  m u c h  u s e f u l  

data. P e r s o n n e l  o f  the D e p a r t m e n t  o f . R e v e n u e  m u s t  l e a d  this 

l i s t — C o m m i s s i o n e r  T h o m a s  W i l l i a m s ,  D e p u t y  C o m m i s s i o n e r  

J o s e p h  D o n o h u e ,  D i r e c t o r  of P e t r o l e u m  R e v e n u e  R o b e r t  J o h n­

son, J e r r y  He ier, L o u  Nel so n , a n d  e s p e c i a l l y  C h a r l e s  L og s-  

den. M a r k  W i t t o w  a n d  K e v i n  M c C a r t h y  o f  t he l e g i s l a t i v e  

s ta ff  a l s o  p r o v i d e d  i m p o r t a n t  i n f o r m a t i o n ,  as d i d  M i l t  

B a r k e r  of t he L e g i s l a t i v e  F i n a n c e  D i v i s i o n .  T h e  u s e  of d a t a  

p r o c e s s i n g  f a c i l i t i e s  at the H o u s e  R e s e a r c h  A g e n c y  w a s  

c r u c i a l  to p r o d u c i n g  this s t u d y  w i t h i n  the s p e c i f i e d  time.



A  m a j o r  p a r t  of the r e v e n u e s  e x p e c t e d  to a c c r u e  f r o m  

A l a s k a ' s  o i l  a n d  gas r e s o u r c e s  h a v e  b e e n  p u t  at r i s k  by a 

l a w s u i t  c h a l l e n g i n g  A.S. 43.21, t he S t a t e ' s  o i l  a nd gas 

c o r p o r a t e  i n c o m e  t a x  ( h e r e i n a f t e r  "Ch. 21"). If the l i t i g a­

ti o n  is f i n a l l y  r e s o l v e d  in la te  1985, t he S t a t e  c o u l d — in 

the w o r s t  c a s e — b e  r e q u i r e d  to r e t u r n  u p  to $9 b i l l i o n  to 

the c o r p o r a t e  t a x p a y e r s  (see T a b l e  I ) .

T A B L E  I

E S T I M A T E D  CH. 21 ( P E T R O L E U M  I N C O M E  TAX) 
C O L L E C T I O N S  B Y  F I S C A L  Y E A R S  

(Millions of Dollars)

F i s c a l  Y e a r  A n n u a l  C o l l e c t i o n s

1979 233 (actual)

1980 548 (actual)

1981 808

1982 1303

1983 1541

1984 1782

1985 2141

T o t a l  for p e r i o d  8357

In a M a r c h  18, 1 9 8 1  J o i n t  S t a t e m e n t ,  t h e  l e g i s l a t i v e  

l e a d e r s h i p  a n d  t h e  a d m i n i s t r a t i o n  (see A p p e n d i x  A) a n n o u n c e d  

A l a s k a ' s  p o s i t i o n  w i t h  r e s p e c t  to this risk: T h e  c u r r e n t

sh ar e of o i l  r e v e n u e s  b e t w e e n  the p r o d u c e r s ,  the f e de ra l 

g o v e r n m e n t ,  a n d  the S t a t e  is fair; it s h o u l d  be p r e s e r v e d  in

I
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the f u t u r e  as a m o d e l  o f  s t a b i l i t y  an d r e s t r a i n t  f or o t h e r  

p e t r o l e u m  p r o d u c i n g  j u r i s d i c t i o n s .  T h e s e  g o a l s — a n d  A l a s k a ' s  

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

t he p l a i n t i f f s  win.

A l t h o u g h  l e g a l  o p i n i o n s  d i f f e r  o n  the S t a t e ' s  c h a n c e s  

of p r e v a i l i n g  in the c u r r e n t  lawsuit, no o n e  h a s  s u g g e s t e d  

t h a t  it is fre e f r o m  risk. T h e  l a r g e  sums i n v o l v e d  m a k e  

e v e n  a s m a l l  v i c t o r y  b y  the l i t i g a n t s  (or a s m a l l  p r o b a b i­

lity  of a b i g  v ictory) a m a t t e r  o f  s e r i o u s  conc e rn .

If t he l i t i g a t i o n  r e s u l t  is a r e l a t i v e l y  s m a l l  loss 

(say $1 b i l l i o n  in 1 9 8 5 ) v it c o u l d  be r e c o u p e d  o v e r  a f ew 

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

m a g n i t u d e  w o u l d  p l a c e  the S t a t e  in f i n a n c i a l  e x t r e m i s .  O n e  

o p t i o n  to d e a l  w i t h  this p r o b l e m  is to a w a i t  t h e  o u t c o m e  of 

the l a w s u i t  b e f o r e  t a k i n g  action. T h e r e  are, h o w ev er ,  real 

e co no m i c ,  l e g a l  a n d  p o l i t i c a l  r e s t r a i n t s  o n  r e c o u p i n g  a s u b­

st a n t i a l  p o r t i o n  o f  l o s t  Ch. 21 r e v e n u e s  u n d e r  this opt i on .

O n e  w a y  o f  i m p l e m e n t i n g  this o p t i o n  w o u l d  be to a t t e m p t  

to c o l l e c t  t he l o s t  r e v e n u e s  p r o s p e c t i v e l y . T h e  S t a t e ' s  o il 

a n d  gas r e s o u r c e s  a n d  the o i l  a n d  gas tax b a s e  w h e t h e r  

m e a s u r e d  b y  g r o s s  p r o d u c t i o n  rev en ue s,  i n c o m e  s treams, or 

r e s e r v e s  v a l u a t i o n ,  is d e p l e t i n g .  The a b i l i t y  to o f f s e t  

this d e p l e t i o n  by r a i s i n g  the tax r a t e s  has e c o n o m i c  limits. 

T h i s  is e s p e c i a l l y  true if o n e  is a t t e m p t i n g  to c o v e r  lo st  

r e v e n u e s  a n d  a l s o  p r o v i d e  for the t h e n  c u r r e n t  needs. In 

a dd it io n,  t h e r e  a r e  r e a l — a l b e i t  p o o r l y  d e f i n e d — p o l i t i c a l  

a n d  c o n s t i t u t i o n a l  l i m i t s  to the t a x  r a t e s  t h a t  w o u l d  be



r e q u i r e d  to c o v e r  b o t h  p a s t  lo st  r e v e n u e s  and f u t u r e  needs. 

Th e le ga l c h a l l e n g e  of M o n t a n a ' s  30 p e r c e n t  s e v e r a n c e  tax 

(now b e f o r e  t he U.S. S u p r e m e  Court) and c o n g r e s s i o n a l  p r o­

po s a l s  to l i m i t  s t a t e  s e v e r a n c e  and i n c o m e  t ax es  are some 

e x a m p l e s i

A l t e r n a t i v e l y ,  in the e v e n t  of an u n f a v o r a b l e  d e c i si on , 

the S t a t e  c o u l d  a t t e m p t  to m a k e  up the l o s s  b y  m a k i n g  tax 

c h a n g e s  r e t r o a c t i v e l y  to 1978. A  s e r i o u s  c o n s t i t u t i o n a l  

q u e s t i o n  w o u l d  be r a i s e d  by s u c h  a r e t r o a c t i v e  im po si t i o n .  

S t a t e s  h a v e  s o m e  l a t i t u d e  in i m p o s i n g  t a x e s  r e t r o a c t i v e l y ,  

b u t  n o t  w i t h o u t  limit. T a x e s  m a d e  r e t r o a c t i v e  to the b e­

g i n n i n g  o f  a c u r r e n t  t a x  y e a r  o r  a p p l i e d  to r e c e n t  t r a n s­

ac t i o n s  h a v e  b e e n  upheld. S i mi la r l y ,  c u r a t i v e  s t a t u t e s  

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

r e t r o a c t i v e l y  h a v e  b e e n  s a n c t i o n e d .  On the o t h e r  hand, 

some o t h e r  r e t r o a c t i v e  i m p o s i t i o n s  s u c h  as g i f t  and d e a t h  

t a x  c h a n g e s  h a v e  b e e n  s t r u c k  d o w n  o n  the g r o u n d  t h a t  the 

n a t u r e  o r  a m o u n t  of t he t a x  c o u l d  n o t  r e a s o n a b l y  h a v e  b e e n  

a n t i c i p a t e d  a t  the t i m e  of the t r a n s a c t i o n  w h i c h  w a s  l a t e r  

m a d e  taxable. A l t h o u g h  n o t  e n t i r e l y  clear, t a x  c h a n g e s  in 

1985 of the m a g n i t u d e  n e e d e d  to c o v e r  a loss of Ch. 21 

r e v e n u e s  and t he p e r i o d  of r e t r o a c t i v i t y  (seven y e a r s  to 

1978) w o u l d  a t  l e a s t  c a r r y  a s e r i o u s  le ga l risk.

S i n c e  w a i t i n g  o u t  the law su it  w o u l d  still l e a v e  S t a t e  

r e v e n u e s  at risk, w e  b e l i e v e  tha t a d e c i s i o n  to do n o t h i n g  

o t h e r  t h a n  l i t i g a t e  the s ui t w i l l  n o t  c o n s t i t u t e ,  in the 

l a n g u a g e  of the J o i n t  S t a t e m e n t ,  "a s o u n d  s t r a t e g y  for

-3-



T h i s  d o e s  n o t  m e a n  t h a t  an a g g r e s s i v e  e f f o r t  to w i n  the 

c u r r e n t  l i t i g a t i o n  is u n i m p o r t a n t .  Indeed, we c o n s i d e r  it 

an e s s e n t i a l  p a r t  o f  a ny p l a n  for p r o t e c t i n g  the S t a t e ' s  

r e v e nu e s.  E v e n  if the c u r r e n t  o i l  a n d  g as c o r p o r a t e  tax,

A.S. 4 3 . 2 1  w e r e  r e p e a l e d  this s e s s i o n  and r e p l a c e d  b y  so me  

o t h e r  t a x  t h a t  r a i s e d  as m u c h  r e v e nu e,  t he r e s u l t  w o u l d  be 

to l e a v e  in e x c e s s  o f  $1 b i l l i o n  a l r e a d y  c o l l e c t e d  b y  the 

S t a t e  at risk.

T h i s  b i l l i o n  d o l l a r  "o ve rh a n g "  h a s  i m p o r t a n t  i m p l i c a­

tions for the S t a t e ' s  e f f o r t s  to a c h i e v e  t he o b j e c t i v e s  o u t­

li n e d  in th e j oi nt  s t a t e m e n t .  B e c a u s e  of the o v e r h a n g ,  any 

n e w  t a x  d e s i g n e d  to r e p l a c e  Ch. 21, o r  a n y  a t t e m p t  to c r e a t e  

a " s a f t e y  net" t a x  to b a c k s t o p  Ch. 21 (which w a s  e n a c t e d  in 

1978) , m u s t  e i t h e r  be r e t r o a c t i v e  to 1978, o r  o t h e r w i s e  p r o­

tec t  m o r e  m o n e y  t h a n  the o il a nd gas c o r p o r a t e  tax w i l l  c o l­

lect  in future. As we s ha ll  s h o w  later, this c o n s t r a i n t  

l i m i t s  the o p t i o n s  a v a i l a b l e  to the l e g i s l a t u r e .

W h e t h e r  to r e p l a c e  Ch. 21 w i t h  a n e w  p e r m a n e n t  tax, or 

to s i m p l y  p r o t e c t  its r e v e n u e s  w i t h  a b a c k s t o p  of s o m e  sort 

is a d e c i s i o n  t h a t  t u r n s  on the d e g r e e  a n d  r a n g e  of c e r t a i n t y  

r e q u i r e d  w i t h  r e s p e c t  to policy, f i s c a l  a n d  le ga l issues.

O n  the o n e  hand, to f a s h i o n  a w o r k a b l e  b a c k s t o p  the 

l e g i s l a t u r e  n e e d  m a i n l y  be c o n c e r n e d  w i t h  f is ca l e f f e c t s  as 

t h e y  u n f o l d  o v e r  a l i m i t e d  t i m e  span, b e t w e e n  n o w  a n d  w h e n­

ev e r  th e l i t i g a t i o n  is f i n a l l y  r e s o l v e d ,  s a y  1985. F u r t h e r ,  . • 

t he b a s i c  c r i t e r i a  t h a t  a b a c k s t o p  m u s t  s a t i s f y  a re r e la -

p r o t e c t i n g  o i l  a n d  g a s  r e v e n u e s . "
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t i v e l y  simple. First, it m u s t  h a v e  s u f f i c i e n t  f is ca l h o r s e­

po w e r  to c o v e r  the e x p o s e d  Ch. 21 re ve n ue s.  Seco nd ,  it m u s t  

be l e g a l l y  (and p o l i t i c a l l y ,  w i t h  r e s p e c t  to the f e d e r a l  

g o v e r n m e n t )  secure.

B e f o r e  a d o p t i n g  a p e r m a n e n t  s u b s t i t u t e  for  Ch. 21, we 

e x p e c t  t h a t  t h e  l e g i s l a t u r e  w i l l  w i s h  to g i v e  it a far m o r e  

s e a r c h i n g  e x a m i n a t i o n  t h a n  w o u l d  be n e c e s s a r y  u n d e r  the 

b a c k s t o p  a p p r o a c h .  F o r  exam pl e,  the f iscal e f f e c t s  of a n e w  

p e r m a n e n t  t a x  s h o u l d  be e x a m i n e d  u n d e r  a l a r g e r  s et o f  p o s­

sibl e  c i r c u m s t a n c e s ,  a n d  o v e r  a l o n g e r  t i m e  frame. Its 

e f f e c t s  o n  f u t u r e  e x p l o r a t i o n  a n d  d e v e l o p m e n t ,  for exam pl e,  

w o u l d  n e e d  to be f o r e c a s t  u n d e r  a s i m i l a r l y  w i d e  r a n g e  of 

a l t e r n a t i v e  a s s u m p t i o n s ,  as w o u l d  its e f f e c t s  on d i f f e r e n t l y  

s i t u a t e d  o i l  a n d  gas p r o d u c e r s ,  a nd p i p e l i n e  o p e r a t o r s .

M o s t  of all, t he legal and f i s c a l  s e c u r i t y  of a r e p l a c e m e n t  

m u s t  be c l o s e  to a b s o lu te ,  since a n e w  t a x  is n ot the s e c o n d  

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

b a c k s t o p ;  it is a n e w  f i r s t  li ne  of d e f e n s e  w h i c h  m u s t  s ta nd  

a l o n e .

In a ll c a nd or ,  we d o u b t  t h a t  t h e s e  c o n d i t i o n s  c a n  be 

m e t  in t h e  t i m e  r e m a i n i n g  in th is  se ssion. O u r  e x p e r i e n c e  

w i t h  th is  t y p e  of l e g i s l a t i o n ,  g o i n g  b a c k  to 1972, l e a d s  us 

to b e l i e v e  t h a t  c o n s e n s u s  o n  the i s s u e s  r a i s e d  b y  a w h o l e  

n e w  p e r m a n e n t  p e t r o l e u m  i n c o m e  t a x  w i l l  r e q u i r e  s u b s t a n t i a l  

w o r k  to a c h i e v e .  T hi s was  c e r t a i n l y  the c a s e  in 1978, w h e n  

Ch. 21 w a s  e n a c te d.  N u m e r o u s  c o n c e p t s  f o r  r e v i s i n g  the t a x  

w e r e  i n t r o d u c e d  b y  d i f f e r e n t  l e g i s l a t o r s  and the a d m i n i s t r a­
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t i o n  o v e r  the t h r e e  y e a r s  p r e c e e d i n g  e n a c t m e n t  o f  Ch. 21.

T w o  i n t e r i m  c o m m i t t e e s  a p p r o a c h e d  t he t a s k  a n d  a r r i v e d  at 

v e r y  d i f f e r e n t  p o l i c y  r e c o m m e n d a t i o n s .  A f t e r  a g e n e r a l  

c o n s e n s u s  h a d  b e e n  r e a c h e d ,  it t o o k  s i x  w e e k s  o f  v e r y  i n t e n­

sive  e f f o r t  to e m b o d y  the c o n c e p t  in a n  a c t  t h a t  e v e r y o n e  

c o u l d  be r e a s o n a b l y  c o n f i d e n t  w o u l d  do w h a t  w a s  e x p e c t e d  of 

it.

M u c h  o f  the w o r k  d o n e  o v e r  th e 1 9 7 5 - 1 9 7 8  p e r i o d  is and 

w o u l d  be r e l e v a n t  to r e c a s t i n g  the t a x  now; b u t  e v e n  so, the 

p o l i c y  d i f f e r e n c e s  a r e  l i k e l y  to rema i n.  F o r  e x a mp l e,  some 

w i l l  c l a i m  t h a t  t wo c o r p o r a t i o n s  w i t h  e x a c t l y  the same 

A l a s k a  assets, a c t i v i t i e s  a n d  p r o f i t s  w i l l  be t a x e d  d i f f e r­

ently, a n d  t h e r e f o r e  i n e q u i t a b l y  u n d e r  a n y  a p p o r t i o n m e n t  

f ormula. O t h e r s  w i l l  a r g u e  t h a t  a p p o r t i o n m e n t  is the m o s t  

a p p r o p r i a t e  w a y  to t a x  a u n i t a r y  b u s i n e s s .  S i m i l a r l y ,  

r e s o l v i n g  l eg a l q u e s t i o n s  a n d  r e v e n u e  p r o j e c t i o n s  w i t h  

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

f u r t h e r  a n a l y si s.  R e s o l v i n g  i s s u e s  o f  thi s sort, if th ey  

a r e  r e s o l v a b l e ,  w i l l  t a k e  time.



B A C K S T O P  C R I T E R I A

A  b a c k s t o p  is m u c h  m o r e  l i k e l y  to be a c h i e v a b l e  w i t h i n  

t he s ix w e e k s  o r  so r e m a i n i n g  in this session, b u t  e v e n  so, 

d e v e l o p i n g  a b a c k s t o p  t a x  w i l l  n o t  be a s i m p l e  task. To 

s e r v e  its p u r p o s e  a b a c k s t o p  m e a s u r e  m u s t  (1) h a v e  s u f f i­

ci e n t  f i s c a l  h o r s e p o w e r  to c o v e r  the r e v e n u e s  a t  risk, and

(2) be l e g a l l y  a nd p o l i t i c a l l y  secure. S o m e  t a x  b a s e s  are 

p r o b a b l y  n o t  l a r g e  e n o u g h  to a c h i e v e  b o t h  o f  t h e s e  o b j e c­

tive s  in a n  a b s o l u t e  sense. As a result, a m a r g i n a l  i n c r e­

me n t  o f  r e v e n u e  s e c u r i t y  w o u l d  n e e d  to be g i v e n  up to 

a c h i e v e  the h i g h e s t  p o s s i b l e  l eg al  s e c u r i t y  (or v i c e  v e r s a ) . 

F o r  e x a m p l e ,  as we n o t e  below, a n y  a p p o r t i o n m e n t  f o r m u l a  

t h a t  r a i s e s  as m u c h  r e v e n u e  as Ch. 21 w i l l  a l m o s t  c e r t a i n l y  

be c h a l l e n g e d  a n d  w i l l  c a r r y  so me  le ga l risk.

T h e s e  m a t t e r s ,  and the q u e s t i o n  of t r a d e o f f s ,  are 

a d d r e s s e d  b e l o w  in the c o n t e x t  of s p e c i f i c  taxes. Howe ve r , 

in o r d e r  to a s s e s s  these, it is n e c e s s a r y  to d i s c u s s  the 

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

c o n s i d e r  r e l e v a n t .  T h e s e  are, in no p a r t i c u l a r  order, the 

follo w in g:

M i n i m i z e  A d v e r s e  E f f e c t s  o n  the C u r r e n t  L a w s u i t . F o r  

e x a m p l e ,  a b a c k s t o p  ta x  w h i c h  m a d e  u s e  o f  the t h r e e  f a c t o r  

a p p o r t i o n m e n t  f o r m u l a  w h i c h  the oil c o m p a n y  p l a i n t i f f s  are 

a r g u i n g  for in t h e i r  s u i t  c o u l d  be c o n s t r u e d  as g i v i n g  t h e m  

a t  l e a s t  m o r a l  s u p p o r t  in t h e i r  a s s e r t i o n s ,  a n d  r a i s e  q u e s­

tions a b o u t  the S t a t e ' s  o w n  c o n f i d e n c e  in t h a t  p a r t  of its
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case. T h e  s a m e  c o u l d  be s a i d  a b o u t  a n y  b a c k s t o p  tax, b ut a 

s p e c i f i c  u se of t h e  p l a i n t i f f s '  f a v o r e d  a p p r o a c h  c o u l d  be 

e s p e c i a l l y  d i f f i c u l t  to expl ai n.

A d m i n i s t r a t i v e  C o n v e n i e n c e . In the c o n t e x t  o f  the 

l a r g e  s um s w e  ar e d i s c u s s i n g  h e r e  the e x t r a  c o s t s  of a d m i n­

is t e r i n g  e v e n  the m o s t  d i f f i c u l t  t a x  are not v e r y  s i g n i f i­

cant. M o r e o v e r ,  t he a s s e r t i o n s  m a d e  to p r e v i o u s  l e g i s l a­

ture s  b y  t he p e t r o l e u m  i n d u s t r y  t h a t  the 1975 r e s e r v e s  tax 

a n d  th e  1978 c o r p o r a t e  t a x  p r o p o s a l  w o u l d  c r e a t e  an " a d m i n­

is t r a t i v e  n i g h t m a r e "  a n d  "a h u g e  r e v e n u e  b u r e a u c r a c y "  h a v e  

n o t  b e e n  v a l i d a t e d  by a c t u a l  e x p e r i e n c e  w i t h  t h o s e  taxes.

O n  t h e  o t h e r  h a n d ,  t h e  f a c t  t h a t  s o m e  t a x e s  a r e  e a s i e r  

to a d m i n i s t e r  t h a n  o t h e r s  is n o t  i r r e l e v a n t .  F o r  e x a m p l e ,  

t h e  v e r y  s i m p l e  r e s e r v e s  t a x  r e q u i r e s ,  i n  t h e  a s s e s s m e n t  

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

a d m i n i s t r a t i v e  i n t e g r i t y .  T h e  f a c t  t h a t  t h e  A l a s k a  D e p a r t­

m e n t  o f  R e v e n u e  m a n a g e d  t h i s  t a x  q u i t e  w e l l  f o r  t h e  t w o  

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

t h e  i m p o r t a n c e  of  a d m i n i s t r a t i v e  c o n v e n i e n c e .

S i m p l i c i t y . By t h i s  w e  m e a n  t h a t  the t a x  s h o u l d  be 

k n o w n  a n d  u n d e r s t a n d a b l e .  T a x e s  w h i c h  the l e g i s l a t u r e  has 

a l r e a d y  d e a l t  w i t h  in the p a s t  a r e  to be p r e f e r e d ,  o t h e r  

t h i n g s  b e i n g  equal, to t h o s e  t h a t  a re r e l a t i v e l y  u n t r i e d  o r  

c o m p l e x  in t h e i r  w o r k i n g s .  The s e v e r a n c e  tax, th e r e s e r v e s  

ta x a n d  the e x i s t i n g  a p p o r t i o n e d  i n c o m e  t ax in Ch. 20 all 

s c o r e  h i g h  in th is  regard.

O v e r c o l l e c t i n g . I t  is i m p o r t a n t  t h a t  A l a s k a  n o t  r e a c h



b e y o n d  its s t a t e d  go al  o f  p r o t e c t i n g  its c u r r e n t  s h a r e  of 

p e t r o l e u m  r e v e n u e s .  T h i s  d o e s  n o t  m e a n  t h a t  a b a c k s t o p  tax 

or m e c h a n i s m  n e e d  c o l l e c t  or c o v e r  c o l l e c t i o n s  o f  e x a c t l y  

the s a me  r e v e n u e s  as w i l l  be r a i s e d  by Ch. 21, w h i c h  in a ny 

e v e n t  are u n c e r t a i n .  It does mean, h o w e v e r ,  t h a t  t h e  c o l­

lec t i o n s  s h o u l d  be c o m p a r a b l e .

M i n i m i z e  the L i k e l i h o o d  o f  A d v e r s e  F e d e r a l  R e a c t i o n . 

M u c h  h as b e e n  s a i d  a b o u t  the r i s k s  of c o n g r e s s i o n a l  r e a c t i o n  

to A l a s k a ' s  a t t e m p t s  at s e c u r i n g  w h a t  it c o n s i d e r s  its fair 

s h ar e o f  r e s o u r c e  r ev en u e s .  C o n s u m i n g  s t a t e s  h a v e  s h o w n  

i n c r e a s e d  w i l l i n g n e s s  to use p o l i t i c a l  and j u d i c i a l  t o ol s to 

l i mi t that s h a r e  to w h a t  they c o n s i d e r  fair. T h e  s u i t  

a g a i n s t  M o n t a n a ' s  30 p e r c e n t  coa l s e v e r a n c e  ta x is an 

e x a m p l e . *  A d d i t i o n a l l y ,  t h e r e  h a v e  b e e n  s e v e r a l  c o n g r e s­

sion a l  p r o p o s a l s  w h i c h  w o u l d  l i m i t  s t a t e  s e v e r a n c e  a nd 

i n c o m e  t a x e s . * *  A l t h o u g h  n o n e  o f  t h e s e  p r o p o s a l s  h a v e  

b e c o m e  law, t h e y  can n ot be d i s m i s s e d .  A c t i o n  w h i c h  A l a s k a  

m i g h t  tak e c o u l d  h a v e  an e f f e c t  o n  s u c h  p r o p o s a l s .

S y m m e t r y . The t a x p a y e r s  a f f e c t e d  b y  a b a c k s t o p ,  and 

the t a x  b u r d e n s  it c u r r e n t l y  o r  p r o s p e c t i v e l y  c r e a t e s  s h o u l d  

c o r r e s p o n d  as n e a r l y  as p o s s i b l e  w i t h  Ch. 21, in o r d e r  that 

the b a c k s t o p  not d i s t u r b  the p o l i c y  j u d g m e n t s  a l r e a d y  m a d e  

by the l e g i s l a t u r e .

* C o m m o n w e a l t h  E d i s o n  Co. v. State, 615, P . 2d. 847 (Mont.
1980).

** J u s t  some of t h e s e  p r o p o s a l s  i n c l u d e  S . 1778 9 6 t h  Cong. 
1st Sess. (1979); H.R. 1983 9 7 t h  Cong. 1st Sess. (1981); 
S . 655 9 7 t h  Cong. 1st Sess. (1981); H.R. 5076 9 6t h Cong. 
1st Sess. (1979); S . 1688 9 6 t h  Cong. 1st Sess. (1979).
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O b v i o u s l y ,  p e r f e c t  s y m m e t r y  in th i s s e n s e  is n o t  p o s­

sibl e  w i t h o u t  k n o w i n g  e a c h  t a x p a y e r ' s  p a r t i c u l a r  t a x  p o s i­

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

point, a c h i e v i n g  t h a t  p e r f e c t  s y m m e t r y  w o u l d  c a r r y  some 

a d d i t i o n a l  l e g a l  risks. F o r  e x a m pl e,  s u p p o s e  A.S. 4 3 . 2 1  

w<:re f o u n d  inv a li d,  b u t  t h r o u g h  t he a d o p t i o n  o f  a b a c k s t o p  

m e c h a n i s m  e a c h  t a x p a y e r  w a s  s t i l l  r e q u i r e d  to p a y  e x a c t l y  

the sa me  amount. A n  a r g u m e n t  c o u l d  b e  m a d e  t h a t  th e l e g i s­

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

t he g u i s e  of a h e w  tax.

C e r t a i n t y  o f  R e v e n u e  E f f e c t s . T h o s e  of u s  w h o  h a v e  h a d  

r e s p o n s i b i l i t y  for f o r e c a s t i n g  r e v e n u e s  h a v e  a n  a c u t e  s e n s e  

o f  h o w  i m p o r t a n t  th is  c r i t e r i o n  is. O n  o n e  level, c e r t a i n t y  

of r e v e n u e  e f f e c t  m e a n s  y ou are m u c h  le s s l i k e l y  to f i n d  

y o u r s e l f  m e r c i l e s s l y  c r i t i c i z e d  f or m i s s i n g  the m a r k  o n  y o u r  

r e v e n u e  e s t i m a t e .  B e y o n d  that, c e r t a i n t y  o f  r e v e n u e  e f f e c t  

m e a n s  t h a t  S t a t e  f i s c a l  p l a n n i n g  can be m a d e  w i t h  m o r e  c o n­

fidence.

N o  t a x  c a n  be f o r e c a s t  w i t h  c o m p l e t e  c e r t a i n t y .  O i l  

a n d  gas ta xe s are d i f f i c u l t  b e c a u s e  t h e y  a r e  e x t r e m e l y  s e n­

sit i v e  to w o r l d  o il p r i c e s  a n d  to p r o d u c t i o n .  S o m e  o i l  and 

g as taxes, h o w e v e r ,  are m u c h  m o r e  d i f f i c u l t  t h a n  o t h e r s .  A  

f l a t  c e n t s - p e r - b a r r e l  t a x  is e a s y  s i n c e  t h e r e  is o n l y  o n e  

v a r i a b l e  to w o r r y  about. A  c o r p o r a t e  i n c o m e  t a x  u s i n g  the 

a p p o r t i o n m e n t  f o r m u l a  is m o r e  d i f f i c u l t  to f o r e ca st ,  s i n c e  

it d e p e n d s  on th e e n t i r e  w o r l d  w i d e  t a x  p o s i t i o n  o f  e a c h  

t a x p a y e r  w h i c h  m a y  c h a n g e  f r o m  y e a r  to year.
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A l t h o u g h  l e g i s l a t o r s  t h e m s e l v e s  a r e  n o t  l i k e l y  t o  m a k e  

t h e  a c t u a l  e s t i m a t e s ,  t h e y  h a v e  t h e  s a m e  p r o b l e m .  A  b a c k­

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

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

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

M i n i m i z e  S p i l l o v e r  E f f e c t s . S p i l l o v e r s  i n c l u d e  a l l  t h e  

e f f e c t s  o f  a t a x  t h a t  w e r e  n o t  i n t e n d e d .  W i t h  r e s p e c t  to 

t h e  t a x e s  u n d e r  c o n s i d e r a t i o n  h e r e ,  t h e y  c a n  r a n g e  f r o m  i n­

c r e a s e d  g a s  r a t e s  i n  A n c h o r a g e  if a g a s  s e v e r a n c e  t a x  w e r e  

p a r t  o f  a b a c k s t o p  m e c h a n i s m ,  to e f f e c t s  o n  f u t u r e  e x p l o r a­

t i o n  a n d  d e v e l o p m e n t .  S o m e  s p i l l o v e r s  m a y  b e  p o s i t i v e :

S o m e  h a v e  s u g g e s t e d  t h a t  e a r l i e r  c o n s t r u c t i o n  o f  t h e  N o r t h ­

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

g a s  r e s e r v e s  t a x  in a b a c k s t o p  a r r a n g e m e n t .

A  f u l l  a n a l y s i s  o f  j u s t  t h o s e  s p i l l o v e r s  t h a t  w e  c o n­

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

F o r t u n a t e l y ,  m o s t  o f  t h e s e  w i l l  p r o b a b l y  n o t  b e  v e r y  s i g n i­

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

b a c k s t o p  m e c h a n i s m  c a n  m i t i g a t e  s p i l l o v e r  e f f e c t s  to s o m e  

e x t e n t .  W h e r e  s p i l l o v e r  e f f e c t s  m a y  h a v e  p o l i t i c a l  o r  

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

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

b a c k s t o p  m e c h a n i s m  t h a t  c o u l d  c a u s e  them.
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Ill 

T A X  T Y P E S

In o u r  a n a l y s i s  o f  the b a c k s t o p  a p p r o a c h ,  w e  h a v e  f o u n d  

it u s ef ul , at l e a s t  i n i t i a l l y ,  to s e p a r a t e  t he c o n s i d e r a t i o n  

of taxes, p e r  se, f r o m  the m e c h a n i s m s  by w h i c h  t h e y  w o u l d  be 

m a d e  to p r o t e c t  the S t a t e ' s  Ch. 21 r e v e n u e s .  F o r  e xa mp l e ,  

e n a c t i n g  a n e w  t a x  a n d  e s c r o w i n g  Ch. 21 r e v e n u e s  is o n e  

m e c h a n i s m .  A l l o w i n g  Ch. 21 p a y m e n t s  to be c r e d i t e d  a g a i n s t  

th e n e w  t a x  is an ot h e r .  E i t h e r  m e c h a n i s m  c o u l d  be a p p l i e d  

to a ny of t he p o s s i b l e  b a c k s t o p  t a x e s  c o n s i d e r e d  here.

A  l a r g e  s e t  o f  p o s s i b l e  t a x e s  w a s  c o n s i d e r e d  in this 

surv ey , b u t  all c a n  be a d e q u a t e l y  d e s c r i b e d  u n d e r  t h r e e  

b a s i c  h e a d i n g s  c a t e g o r i z e d  b y  w h e t h e r  the tax b a s e  is (1) 

t he g r o s s  r e v e n u e s  f r o m  the p r o d u c t i o n  s t r e a m  o f  o i l  a n d  

gas, (2) t h e  p r o f i t s  d e r i v e d  f r o m  t h a t  stream, o r  (3) the 

v a l u e  o f  the  p r o p e r t y  ( i n c l u d i n g  r e se rv es ) t h a t  m a k e s  the 

p r o d u c t i o n  p o s s i b l e .

T h e  g r e a t e r  p a r t  o f  o u r  a n a l y s i s  h as b e e n  d e v c t e d  to 

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

w h a t  w e  h a v e  c a l l e d  f i s c a l  h o r s e p o w e r  i n h e r e n t  in e a c h  of 

t h e s e  ta x ba ses, as w e l l  an the p o l i t i c a l  a n d  l e g a l  c o n­

st r a i n t s  o n  A l a s k a ' s  a b i l i t y  to a c h i e v e  t h a t  h o r s e p o w e r .

T h e s e  t r a d e o f f s ,  h o r s e p o w e r  a g a i n s t  s e c u r i t y ,  are d i s­

c u s s e d  b e l o w  in the c o n t e x t  of the t h r e e  s p e c i f i c  t a x  types.

P r o d u c t i o n  or S e v e r a n c e  T a x e s  h a v e  s e v e r a l  i m p o r t a n t  

a d v a n t a g e s .  T h e y  a r e  g e n e r a l l y  e a s y  to a s s es s,  a n d  a r e  a 

t r a d i t i o n a l  m e a n s  o f  r a i s i n g  r e v e n u e  f r o m  the p e t r o l e u m
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i n d u s tr y . M o s t  i m p o r t a n t l y  in th is  c o n t ex t,  a p r o d u c t i o n  

t a x  ha s  an i n h e r e n t l y  l a r g e  p o t e n t i a l  for f i s c a l  h o r s e p o w e r ,  

as s h o w n  in T a b l e  II:

T A B L E  II

O I L  P R O D U C T I O N  T A X  E S T I M A T E S  
A T  C U R R E N T  T A X  R A T E S  
(Millions of Dollars)

F i s c a l
Y e a r

N o r t h  S l o p e  
P r o d u c t i o n C o o k  I n l e t T o t a l

1981 1137 22 1159

1982 1592 36 1628

1983 1956 33 1989

1984 2281 32 2313

1985 2533 25 2558

A  c h a n g e  in the n o m i n a l  r a t e  u n d e r  the e x i s t i n g  s e v e r a n c e  

t a x  f r o m  1 2. 25  p e r c e n t  to a b o u t  22 p e r c e n t  w o u l d  ra is e  

s u f f i c i e n t  r e v e n u e  to c o v e r  Ch. 21 r ev en ue s .

T he c u r r e n t  s e v e r a n c e  t a x  f o r m u l a  a l l o w s  for a t a x  rate 

m o d i f i c a t i o n  b a s e d  r o u g h l y  on the m a r g i n a l  c o s t s  of p r o d u c­

ti o n  (see T a b l e  I I I ) . If th is  w e r e  e l i m i n a t e d ,  l e a v i n g  a 

f l a t  p e r c e n t a g e  o f  v a l u e  s e v e r a n c e  tax, the r e q u i r e d  p e r­

ce n t a g e  o f  v a l u e  w o u l d  be b e t w e e n  20 a n d  18 p e r ce n t,  f a l l i n g  

to the l o w e r  l e v e l  in the l a s t  y e a r  of the b a c k s t o p  p e r i o d  

(see T a b l e  I V ) . The fa ct  t h a t  the p o w e r  of a f l a t  r at e 

s e v e r a n c e  tax  (no e c o n o m i c  l i m i t  factor) g r o w s  o v e r  the 

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

m a k e  it v e r y  u s e f u l  in c o m b i n a t i o n  w i t h  a p r o p e r t y  t a x  on 

r e s e r v e s ,  w h i c h  sh ow s the o p p o s i t e  te nd ency.
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T A B L E  I I I

F i s c a l
Y e a r

19 81

1982

1983

1984

1985 

Note:

F i s c a l
Y e a r

1982

1983

1984

1985

A N A L Y S I S  O F  O I L  P R O D U C T I O N  T A X  R A T E S

N o r t h  S l o p e C o o k  I n l e t

N o m i n a l  
T a x  Ra te

E s t i m a t e d
E f f e c t i v e

R a t e s

I n d i c a t e d
E c o n o m i c
L i m i t
F a c t o r

E s t i m a t e d
E f f e c t i v e

Ra te s

I n d i c a t e d
E c o n o m i c
L i m i t
F a c t o r

1 2 . 2 5 % 1 1 .7 4% .96 4.75% .39

1 2.25 10.79 .88 4.13 .34

1 2.25 10.57 .86 3.98 .32

1 2 .2 5 10.46 .85 3.81 .31

12.25 10.13 .83 2.89 .24

T he e c o n o m i c  l i m i t  
to t a k e  a c c o u n t  of

f a c t o r  r e d u c e s  
d i f f e r i n g  c o s t s

t h e  t a x  v a r i a b l y  
S ee A.S. 43.55.

T A B L E  IV

N E E D E D  I N C R E A S E S  IN O I L  P R O D U C T I O N  T A X  R A T E  
TO O F F S E T  CH. 21 R E V E N U E S  

B Y  Y E A R S  
(Dollar F i g u r e s  in M il li on s)

Est. C h . 21 
R e v e n u e s

1303

1 54 1

1783

2 1 4 1

T o t a l  Oi l 
P r o d u c t i o n  
T a x  R e v e n u e s

1627

1989

2313

2558

R e q u i r e d  
N o m i n a l  
R a t e  W i t h
E.L.F.

2 2. 05 %

2 1.68

21.68

2 2 . 5 4

R e q u i r e d
E f f e c t i v e

R a t e

19.73%

19.07

18.58

1 8 . 1 0
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T h e  p r i n c i p a l  p r o b l e m s  w i t h  u s i n g  the s e v e r a n c e  tax as 

a s t a n d  a l o n e  b a c k s t o p  are t h e  p o t e n t i a l  p o l i t i c a l  a nd legal 

l i a b i l i t i e s  a s s o c i a t e d  w i t h  r a t e s  thi s high, a n d  the p o t e n­

tial s p i l l o v e r  effects, m a i n l y  r e l a t e d  to w h a t  has b e e n  

t e r m e d  t he p r e m a t u r e  s h u t d o w n  effect. A  s e v e r a n c e  t a x  o f  19 

p e r c e n t  ( ef fe c ti ve  rate) c o m b i n e d  w i t h  a 12.5 p e r c e n t  r o y a l t y  

w o u l d  m e a n  t h a t  an y p r o d u c t i o n  n o t  e a r n i n g  o v e r  68.5 p e r c e n t  

o f  its c o s t  w o u l d  be sh ut  down. T h e s e  d i f f i c u l t i e s  are m u c h  

l e s s  s i g n i f i c a n t  at the l o w e r  r a te s p o s s i b l e  if the s e v e r­

an c e  t a x  w e r e  u s e d  in c o m b i n a t i o n  w i t h  a n o t h e r  tax.

T h e r e  are s e v e r a l  v a r i a t i o n s  o n  the s e v e r a n c e  t a x  w h i c h  

w e  h a v e  als o c o n s i d e r e d .  O n e  of these, a s t a t e  w i n d f a l l  

p r o f i t s  t a x  m o d e l e d  o n  the f e d e r a l  t a x  o f  the sa me  name, 

w o u l d  tax, sa.y, 15 p e r c e n t  o f  the v a l u e  of e a c h  b a r r e l  tha t 

e x c e e d s  a b a s e  price, w h i c h  e s c a l a t e s  w i t h  inflat io n.  If 

t h e  p r i c e  o f  o i l  a nd the g e n e r a l  p r i c e  l ev el  w e r e  f r o z e n  at 

t o d a y ' s  levels, a s t at e  w i n d f a l l  t a x  of 15 p e r c e n t  w o u l d  be 

i d e n t i c a l  to a fl at  rate s e v e r a n c e  of a b o u t  6 pe rcent.

T h e  d i f f i c u l t y  w i t h  a s t a t e  w i n d f a l l  t a x  w o u l d  co me  if 

o i l  p r i c e s  d o n ' t  ris e as fas t as g e n e r a l  in fl at i on . The 

h i g h  l e v e r a g e  o f  the t a x  w o u l d  m e a n  a r a p i d  fall in tax 

r e v e n u e s .  In a n y  event, c e r t a i n t y  of e f f e c t  is c l e a r l y  a 

p r o b l e m  w i t h  the tax.

A  S t a t e  w i n d f a l l  p r o f i t s  tax m i g h t  be c o n s i d e r e d  by a 

c o u r t  o r  C o n g r e s s  as s i m p l y  a s e v e r a n c e  t a x  in cr ease, and 

t h e r e f o r e  m i g h t  c a r r y  the sa me  l eg al  a n d  p o l i t i c a l  r is ks  as 

a h i g h  s e v e r a n c e  tax rate. A d d i t i o n a l l y ,  it s h o u l d  be de-



t e r m i n e d  w h e t h e r  an a r g u m e n t  m i g h t  be r a i s e d  t h a t  the s t at e s 

are p r e e m p t e d  b y  C o n g r e s s  f r o m  e n a c t i n g  a w i n d f a l l  p r o f i t s  

tax.

I n c o m e  T a x . The u s e  o f  a n e w  i n c o m e  t a x  to b a c k s t o p  

Ch. 21 w o u l d  p r o b a b l y  r e q u i r e  a r e t u r n  to s o m e  s o r t  of 

a p p o r t i o n m e n t  formula. If t h a t  f o r m u l a  w e r e  the t h r e e  

f a c t o r  o n e  c o n t a i n e d  in A.S. 43.20, w h i c h  the p l a i n t i f f s  

a s s e r t  is the o n l y  c o r r e c t  one to use, the r e s u l t  is an 

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

a r o u g h l y  a c c u r a t e  r u l e  of t h u m b  is t h a t  the t r a d i t i o n a l  

t h r e e  f a c t o r  f o r m u l a  w o u l d  r ai se  a b o u t  o n e  s e v e n t h  the 

r e v e n u e s  o f  Ch. 21.

The c o l l e c t i o n s  o f  any a p p o r t i o n e d  i n c o m e  t a x  d e p e n d  o n  

f a c t o r s  b e y o n d  the b o r d e r s  of A l a s k a ,  a n d  w o u l d  v a r y  w i d e l y  

a m o n g  p r o d u c e r s  w h o  h a v e  v e r y  s i m i l a r  h o l d i n g s  in Alas ka ,  

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

o u t s i d e  the State. Thi s is w h y  " rules o f  t h um b"  a re so 

f r e q u e n t l y  u s e d  in e s t i m a t i n g  i n c o m e  t a x  r e v e n u e s  fr om  

a p p o r t i o n m e n t  taxes. Cl ea r l y ,  t h e  a p p o r t i o n m e n t  t a x e s  are 

n o t  the b e s t  w i t h  r e s p e c t  to c e r t a i n t y  o f  effect.

U s i n g  a n o n - t r a d i t i o n a l  a p p o r t i o n m e n t  f o r m u l a  su ch  as 

a o n e  o r  two f a c t o r  f o r m u l a  c a n  i n c r e a s e  the p e r c e n t a g e  of 

Ch. 21 r e v e n u e  t h a t  m i g h t  be raise d,  but  in no c a s e  tha t we 

h a v e  s e e n  p r o p o s e d  ha s the le ve l e x c e e d e d  50 perc en t , a s s u m­

ing the sa m e t a x  rate.

A l l  o f  t h e s e  n o n - t r a d i t i o n a l  a p p o r t i o n m e n t  s y s t e m s  

w o u l d  p r o b a b l y  be c h a l l e n g e d  by t h o s e  w h o  are n o w  l i t i g a t i n g
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Ch. 2 1  o n  m a n y  o f  t h e  s a m e  g r o u n d s  a n d  w o u l d  c a r r y  s o m e  

l e g a l  r i s k .  A l t h o u g h  a n  I o w a  o n e  f a c t o r  f o r m u l a  w a s  r e­

c e n t l y  s u s t a i n e d  b y  t h e  U. S .  S u p r e m e  C o u r t  t h e  c o u r t  w a s  

c l o s e l y  d i v i d e d . *  A s  a r e s u l t ,  t h e  s t a t e  c a n n o t  t a k e  c o m­

p l e t e  c o m f o r t  i n  a n o n - t r a d i t i o n a l  a p p o r t i o n m e n t  f o r m u l a .

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

h o r s e p o w e r  b y  i t s e l f  t o  c o v e r  Ch. 2 1  r e v e n u e s .  T a b l e  V  

s h o w s  t h e  t a x  r a t e  t h a t  w o u l d  b e  r e q u i r e d  t o  p r o t e c t  c u r r e n t  

Ch. 21 r e v e n u e s .

T A B L E  V

R E S E R V E S  T A X  R A T E S  R E Q U I R E D  
T O  R A I S E  CH. 21 R E V E N U E S

F i s c a l
Y e a r

1 9 8 2

1 9 8 3

1 9 8 4

1 9 8 5

Ch. 21 
R e v e n u e s

1 3 0 3

1 5 4 1

1 7 8 3

2 1 4 1

P r u d h o e  F i e l d  
V a l u a t i o n  
B a s e  C a s e  
( B i l l i o n s )

4 8 . 6

4 7 . 5

4 5 . 6  

4 4 . 5

R e q u i r e d  
T a x  R a t e

2.68%

3.24

3. 91

4 . 8 1

B a s e  C a s e  A s s u m p t i o n s :
1. D i s c o u n t .  R a t e  = 19%
2. F e d e r a l  W i n d f a l l  P r o f i t s  T a x  c o n t i n u e s  i n  e f f e c t  

u n t i l  D e c e m b e r  31, 1991.
3. O t h e r  a s s u m p t i o n s  c o n s i s t e n t  w i t h  r e v e n u e  e s t i m a t e s ,
4. P r u d h o e  f i e l d  o n l y .

W e  f e e l  c o n f i d e n t  t h a t  t h e  h i g h e r  t a x  r a t e s  w o u l d  be l e g a l l y  

s u s t a i n e d ,  b u t  b e l i e v e  it a p p r o p r i a t e  to a v o i d  g o i n g  b e y o n d

* M o o r m a n  M a n u f a c t u r i n g  C o . v. B a i r , 4 3 7  U . S .  2 6 7  (1978).
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t h e  u s u a l  r a n g e  o f  p r o p e r t y  t a x  r a t e s  in  t h e  U n i t e d  S t a t e s .

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

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

c o n c e p t .  A l a s k a  h a d  s u c h  a t a x  f r o m  1 9 7 5  t o  1 9 7 7 ,  w i t h  b o t h  

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

h o w  t h e  t a x  w o u l d  w o r k .  A  p r o p e r t y  t a x  o n  r e s e r v e s  d o e s  

h a v e  s o m e  d i s a d v a n t a g e s .  A s  T a b l e  V  c l e a r l y  s h o w s ,  it  t e n d s  

t o  l o o s e  f i s c a l  h o r s e p o w e r  a s  t h e  y e a r s  p a s s ,  a n d  as  t h e  

f i e l d  is d e p l e t e d .  A  t a x  r a t e  t h a t  c o v e r s  c u r r e n t  Ch. 21 

r e v e n u e s  q u i t e  c o m f o r t a b l y  i n  F Y  1 9 8 2  w o u l d  f a l l  f a r  s h o r t  

i n  s u b s e q u e n t  y e a r s .

A n o t h e r  p r o b l e m  w i t h  a t a x  o n  r e s e r v e s  is t h a t  its 

y i e l d  is v e r y  s e n s i t i v e  to d e c i s i o n s  m a d e  in  t h e  a s s e s s m e n t  

p r o c e s s .  F o r  e x a m p l e ,  a n  i n c r e a s e  in t h e  d i s c o u n t  r a t e  f r o m  

18 p e r c e n t  t o  19 p e r c e n t  w i l l ,  a s  s h o w n  i n  T a b l e  VI, r e d u c e  

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

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

C u r r e n t  S e v e r a n c e  T a x  R a t e s  
W i n d f a l l  P r o f i t s  T a x  C o n t i n u e s  t h r o u g h  C Y  1 9 9 3

R E S E R V E  V A L U E  I N  B I L L I O N S  
2 0 %  19% 18%

A p p r a i s a l  F i s c a l  Y e a r  D i s c o u n t  D i s c o u n t  D i s c o u n t
D a t e  P a y m e n t  D a t e  R a t e  R a t e  R a t e

1 / 1 / 8 1 1 9 8 2 4 1 . 8 4 5 . 9 5 0 . 7

1 / 1 / 8 2 1 9 8 3 4 0 . 2 4 4 . 2 4 8 . 9

1 / 1 / 8 3 1 9 8 4 3 7 . 9 4 1 . 8 4 6 . 2

1 / 1 / 8 4 1 9 8 5 3 6 . 1 3 9 . 3 4 4 . 2

1 / 1 / 9 4 1 9 9 5 8.3 9.8 1 1 . 7
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T h e  d i s c o u n t  r a t e  w h i c h  w e  h a v e  u s e d  in o u r  b a s e  c a s e  

c a l c u l a t i o n s  is 19 p e r c e n t ,  o n e  p e r c e n t a g e  p o i n t  h i g h e r  t h a n  

A l a s k a ' s  a s s e s s o r s  u s e d  i n  1 9 7 5 .  T h i s  is r e a s o n a b l y  c o n s e r­

v a t i v e ,  a n d  is b a s e d  in  p a r t  o n  c o n v e r s a t i o n s  w i t h  r e s e r v e s  

a s s e s s m e n t  e x p e r t s  i n  T e x a s .
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B A C K S T O P  M E C H A N I S M S

A  b a c k s t o p  m e c h a n i s m  is the m e a n s  b y  w h i c h  a t a x  o r  

c o m b i n a t i o n  o f  t a x e s  d i s c u s s e d  a b o v e  w i l l  p r e v e n t  tax 

r e v e n u e s  f r o m  f a l l i n g  b e l o w  c u r r e n t  d e s i r e d  l e v e l s  in the 

e v e n t  t h a t  Ch. 21 is d e c l a r e d  i n v a l i d  e i t h e r  in w h o l e  o r  in 

part.

A r g u a b l y ,  o n e  b a c k s t o p  m e c h a n i s m  is a l r e a d y  in p l a c e —

A.S. 43.20 (The g e n e r a l  c o r p o r a t e  i n c o m e  tax). T h e  s a m e  a c t  

w h i c h  i m p o s e d  the n e w  c o r p o r a t e  i n c o m e  tax (Ch. 110 S L A  1978) 

o n  o i l  a n d  gas p r o d u c t i o n  a n d  p i p e l i n e  t r a n s p o r t a t i o n  c o r p o r a  

t i o n s  a l s o  r e m o v e d  the i m p o s i t i o n  o f  A.S. 4 3.20 o n  t h o s e  

same c o r p o r a t i o n s .  If a c o u r t  s t r u c k  d o w n  Ch. 21 in its 

e n t i r e t y ,  A.S. 43.20 c o u l d  be r e v ived.  O n c e  r e v iv ed, it 

c o u l d  b a c k s t o p  a t  l e a s t  s o m e  o f  the r e v e n u e  loss.

Th e  S t a t e ' s  g e n e r a l  s a v i n g s  c l a u s e — A.S. 0 1 . 1 0 . 1 0 0 —  

do e s  n o t  c o v e r  this type o f  s i t u a t i o n .  So t h e r e  is no c e r­

ta i n t y  t h a t  A.S. 43. 20 w o u l d  be r e v ived.  T h e r e  is, h o w ever, 

l egal s u p p o r t  f o r  the p r o p o s i t i o n  t h a t  if a r e p e a l i n g  a c t  is 

fo u n d  i n v alid, the r e p e a l i n g  s e c t i o n  a l s o  falls a n d  the 

r e p e a l e d  s e c t i o n  is r e v i v e d .  T h i s  is e s p e c i a l l y  h e l d  true  

if the i n v a l i d a t e d  a c t  w a s  a s u b s t i t u t i o n  for the r e p e a l e d  

act. U s i n g  th is a n a l o g y  A.S. 43.20 w o u l d  be r e v i v e d  as to 

Ch. 21 t a x p a y e r s  if the c o u r t  s t r u c k  d o w n  Ch. 21 in its 

e n t i r e t y .  W h e t h e r  the r e v i v e d  A.S. 43.20 c o u l d  t h e n  be 

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

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

IV

- 2 0 -



w h e t h e r  the a s s e s s m e n t s  w o u l d  be b a r r e d  by the S t a t e ' s  

s t a t u t e  o f  l i m i t a t i o n s  o n  a s s e s s m e n t s .  A s  a n a l y z e d  u n d e r  

the c o u r t  tests p r e v i o u s l y  d i s c u s s e d ,  a d e f e n s i b l e  a r g u m e n t  

c o u l d  b e  m a d e  to s u p p o r t  the r e t r o a c t i v e  i m p o s i t i o n  and 

a s s e s s m e n t .

A  m o r e  d i f f i c u l t  s i t u a t i o n  is p r e s e n t e d  if a c o u r t  o n l y  

s t r i k e s  d o w n  a p o r t i o n  of Ch. 21. A.S. 43.20 p r o b a b l y  w o u l d  

be r e v i v e d  o n l y  if it c o u l d  be e a s i l y  i n c o r p o r a t e d  w i t h  the 

r e m a i n i n g  p o r t i o n  o f  Ch. 21 w i t h o u t  o v e rl ap, and if a c o u r t  

w e r e  to fin d a c l e a r  l e g i s l a t i v e  i n t e n t  for s u c h  revival.

It is p r o b a b l y  u n l i k e l y  t h a t  a c o u r t  w o u l d  f a s h i o n  a n e w  tax 

by p i e c i n g  t o g e t h e r  p o r t i o n s  o f  the two taxes.

In a n y  event, if a c o u r t  w e r e  to i n v a l i d a t e  Ch. 21, a 

r e v i v e d  A.S. 43.20 w o u l d  o n l y  b a c k s t o p  a small p o r t i o n  of 

the l o s t  r e v e nues .

In c o n n e c t i o n  w i t h  the p r i m a r y  c r i t e r i a  a l r e a d y  d i s­

cussed, the b a c k s t o p  m e c h a n i s m  m u s t  i t s e l f  w i t h s t a n d  legal  

c h a l l e n g e ,  a n d  o p e r a t e  to p r o t e c t  c u r r e n t  e x p e c t e d  r e v e n u e s  

u n d e r  all p o s s i b l e  l i t i g a t i o n  o u t c o m e s .  T h e  b a c k s t o p  m e c h­

ani s m s  s h o u l d  a l s o  s a t i s f y ,  to th e e x t e n t  p o s s i b l e ,  the 

s e c o n d a r y  c r i t e r i a ,  s u c h  as a v o i d i n g  s p i l l o v e r  e f f e c t s  and 

o v e r c o l l e c t i n g  r e v e n u e s .

W e  h a v e  a n a l y z e d  a n u m b e r  o f  p o s s i b l e  b a c k s t o p  m e c h­

anisms. T h e  f o l l o w i n g  t h r e e  g e n e r a l  a p p r o a c h e s  w h i c h  s h o w  

the m o s t  p r o m i s e  are:

1. A  n e w  t a x  o r  c o m b i n a t i o n  o f  taxes c o u l d  be i m p o s e d  

a nd c o l l e c t e d  c o n c u r r e n t l y  w i t h  the oil and gas c o r p o r a t e
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i n c o m e  tax. T h e  m o n e y  c o l l e c t e d  f r o m  suc h t a x  o r  taxes 

w o u l d  be a v a i l a b l e  to fu nd g o v e r n m e n t  p r o g r a m s  at a l evel  

e s t a b l i s h e d  in the J o i n t  Statem e n t .  The p r o c e e d s  f r o m  the 

o i l  a n d  gas c o r p o r a t e  i n c o m e  tax c o u l d  t h e n  be a p p r o p r i a t e d  

to a n  e s c r o w  a c c o u n t  u n t i l  the v a l i d i t y  o f  the o i l  a n d  gas 

c o r p o r a t e  i n c o m e  t a x  is f i n a l l y  d e t e r m i n e d .

2. A  n e w  t a x  o r  c o m b i n a t i o n  of t a x e s  c o u l d  be t r i g­

ge r e d  into e f f e c t  b y  some f uture e v e n t  s u c h  as a fi nal c o u r t  

d e t e r m i n a t i o n  t h a t  Ch. 21 is invalid.

3. A  n e w  t a x  or c o m b i n a t i o n  of t a x e s  c o u l d  be i m p o s e d  

c u r r e n t l y  w i t h  a c r e d i t  a l l o w a n c e  b e t w e e n  Ch. 21 and the n e w  

t a x  so that t h e r e  w o u l d  be no c u m u l a t i v e  c o l l e c t i o n  of b o t h  

t a x e s .

E s c r o w  O p t i o n . The a d o p t i o n  o f  a n e w  t a x  to r a i s e  c u r­

r e n t l y  e x p e c t e d  r e v e n u e s  a n d  the e s c r o w i n g  of Ch. 21 r e v e n u e s  

u n t i l  the v a l i d i t y  o f  A.S. 4 3 . 2 1  is d e t e r m i n e d  is o n e  b a c k­

stop m e c h a n i s m .  O t h e r  v a r i a t i o n s  of this o p t i o n  c o u l d  be 

e s t a b l i s h e d  s u c h  as e s c r o w i n g  the n e w  t a x  r a t h e r  t h a n  A.S. 

4 3 . 2 1  re venues. T h e  f o r m e r  a p p r o ach, however,  is p r o b a b l y  

m o r e  d e f e n s i b l e  s i n c e  the n e w  tax w o u l d  have a c l e a r l y  

p e r m i s s i b l e  p u b l i c  p u r p o s e — c o l l e c t i n g  r e v e n u e s  to fund 

S t a t e  p u b l i c  p r o g r a m s .  S i m i l a r l y ,  the S t a t e  c o u l d  l e g i t i­

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

* In s p e a k i n g  of e s c r o w i n g  Ch. 21 r e v e n u e s ,  w e  d o n ' t  m e a n  
to i m p l y  t h a t  the l e g i s l a t u r e  c o u l d  m a n d a t e  the e s c r o w  of 
r e v e n u e s  and b i n d  f utu re l e g i s l a t u r e s .  T h i s  c o u l d  be 
a r g u e d  as a d e d i c a t i o n  of r e v e n u e s  p r o h i b i t e d  b y  Art. IX, 
§7 of  the A l a s k a  C o n s t i t u t i o n .  S u c c e s s i v e  l e g i s l a t u r e s  
could, h o w e v e r ,  a p p r o p r i a t e  the r e v e n u e s  c o l l e c t e d  u n d e r  
Ch. 21 to an e s c r o w  account.
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D e p e n d i n g  u p o n  the t a x  ba se o r  b a s e s  c h o s e n ,  this  

m e c h a n i s m  c o u l d  f u l l y  b a c k s t o p  Ch. 21 r e v e n u e s  a t  risk. 

L i k e w i s e ,  the u s e  o f  this m e c h a n i s m  is l e g a l l y  d e f e n s i b l e  

a s s u m i n g  t h a t  the n e w  t a x  is l e v i e d  for the l e g i t i m a t e  p u r­

pos e  o f  o b t a i n i n g  r e v e n u e  to f u n d  S t a t e  p u b l i c  p r o g r a m s .  T h e  

S t a t e  c l e a r l y  has the a u t h o r i t y  to i m p o s e  t a x e s  n e c e s s a r y  to 

fund p u b l i c  p r o g r a m s  a n d  is n o t  r e q u i r e d  to s p e n d  funds 

w h i c h  it m i g h t  h a v e  to r e f u n d  as a r e s u l t  o f  a c o u r t  c h a l­

lenge.

T h i s  o p t i o n  is n o t  w i t h o u t  d r a w b a c k s  u n d e r  the c r i t e r i a  

w h i c h  h a v e  b e e n  i d e n t i f i e d .  First, a l t h o u g h  t h i s  m e c h a n i s m  

c o u l d  p r o v i d e  a c o m p l e t e  b a c k s t o p  for r e v e n u e s  t h a t  m i g h t  be 

lost, it a l s o  has the p o t e n t i a l  of c o l l e c t i n g  r e v e n u e  b e y o n d  

c u r r e n t l y  d e s i r e d  levels. U n d e r  this m e c h a n i s m ,  if Ch. 21 

w e r e  i n v a l i d a t e d  in total, the S t a t e  w o u l d  be a b l e  to r e f u n d  

Ch. 21 taxes a n d  still be a b l e  to f u n d  S t a t e  p r o g r a m s  

w i t h o u t  o v e r c o l l e c t i n g .  On the o t h e r  hand, if Ch. 21 t o t a l l y  

w i t h s t a n d s  c h a l l e n g e  o r  is i n v a l i d a t e d  o n l y  in part, the 

S t a t e  m a y  h a v e  e x c e e d e d  its d e s i r e d  level of r e v e n u e  c o l l e c­

tion.

Second, b e c a u s e  the S t a t e  w o u l d  be c o l l e c t i n g  b o t h  the 

n e w  t a x  a n d  Ch. 21 r e v e n u e s  w i t h  the p o t e n t i a l  of c o l l e c t i n g  

b e y o n d  the d e s i r e d  r e v e n u e  l e v e l  t he o v e r a l l  t a x  b u r d e n  

w o u l d  be increased. T h i s  i n c r e a s e d  tax b u r d e n  c o u l d  c r e a t e  

s p i l l o v e r  e f f e c t s  s u c h  as a l t e r i n g  t a x p a y e r  decision, m a k i n g  

a n d  e f f e c t i n g  f u t u r e  e x p l o r a t i o n  and d e v e l o p m e n t .

T r i g g e r i n g  O p t i o n . A n o t h e r  m e c h a n i s m  a v a i l a b l e  to
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b a c k s t o p  A-S. 4 3 . 2 1  r e v e n u e s  is the e n a c t m e n t  o f  a tax o r  

c o m b i n a t i o n  of t a x e s  w i t h  an e f f e c t i v e  d a t e  c o n t i n g e n t  u p o n  

some f u t u r e  event. F o r  e x a m p l e ,  a t a x  c o u l d  be e n a c t e d  w h i c h  

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

i n v a l i d i n g  Ch. 21. O t h e r  v a r i a t i o n s  o f  t h i s  o p t i o n  c o u l d  be 

d e s i g n e d  all i n v o l v i n g  a t a x  w h i c h  is t r i g g e r e d  into e x i s t­

ence  u p o n  the h a p p e n i n g  o f  a f u t u r e  event.

D e p e n d i n g  u p o n  t h e  t a x  b a s e  o r  b a s e s  c h o s e n ,  this m e c h­

a n i s m  is c a p a b l e  o f  b a c k s t o p p i n g  the t o t a l  a m o u n t  of Ch. 21 

r e v e n u e s  w h i c h  a r e  a t  risk. W i t h  r e g a r d  to the l e g a l i t y  of 

this o p t i o n ,  it s h o u l d  f i r s t  b e  o b s e r v e d  t h a t  it is n o t  

u n c o m m o n  for l e g i s l a t i o n  to be m a d e  e f f e c t i v e  u p o n  the 

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

of s u c h  an o p tio n, h o w e v e r ,  d o e s  r a i s e  l e g a l  q u e s t i o n s .  As 

d i s c u s s e d  p r e v i o u s l y ,  t h e r e  are l i m i t s  to the a u t h o r i t y  of 

the l e g i s l a t u r e  to i m p o s e  t a x e s  r e t r o a c t i v e l y .  A  c o u r t  

c o u l d  d e t e r m i n e  t h a t  the e n a c t m e n t  of the c o n t i n g e n t  t a x  was 

s u f f i c i e n t  n o t i c e  to t a x p a y e r s  t h a t  a t a x  m i g h t  be imposed,  

to be w i t h i n  p e r m i s s i b l e  l i m i t s  of r e t r o a c t i v i t y .  This 

result, howe ver, is n o t  free f r o m  doubt.

L i k e  the e s c r o w  m e c h a n i s m ,  this o p t i o n  a l s o  has the 

p o t e n t i a l  for o v e r c o l l e c t i n g  r e v e n u e s  b e y o n d  the S t a t e ' s  

r e v e n u e  goals. T h i s  s t e m s  f r o m  the p r a c t i c a l  p r o b l e m  of 

d r a w i n g  the t r i g g e r i n g  m e c h a n i s m  so as to c o v e r  all the 

p o t e n t i a l  o u t c o m e s  o f  the lawsuit. If a c o u r t  w e r e  to 

strike  d o w n  Ch. 21 in its e n t i r e l y ,  this b a c k s t o p  m e c h a n i s m  

c o u l d  b e c o m e  e f f e c t i v e  to c o l l e c t  the l e v e l  of r e v e n u e s
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n e e d e d  by the State. If, o n  the o t h e r  hand, o n l y  a p o r t i o n  

o f  Ch. 21 r e v e n u e s  are l o s t  f r o m  an a d v e r s e  d e c i s i o n ,  a full 

c o l l e c t i o n  u n d e r  t h e  n e w  tax. m i g h t  be a u t o m a t i c a l l y  t r i g­

gered. S o m e  t a i l o r i n g  o f  the m e c h a n i s m  m i g h t  be m a d e  w h i c h  

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

sio n  to m e e t  e v e r y  c i r c u m s t a n c e  is p r o b a b l y  n o t  possib le.

C r e d i t  O p t i o n . A  t h i r d  m e c h a n i s m  w h i c h  c o u l d  be u s e d  

to b a c k s t o p  Ch. 21 r e v e n u e s  w o u l d  be the i m p o s i t i o n  of a n e w  

t a x  o r  taxes w h i c h  w o u l d  be c r e d i t a b l e  a g a i n s t  Ch. 21 o r  a 

n e w  t a x  o r  t a x e s  to w h i c h  Ch. 21 tax p a y m e n t s  c o u l d  be 

credit ed.

T h i s  t a x  m e c h a n i s m  c o u l d  be u s e d  w i t h  a n y  tax b a s e  a n d  

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

o f  b a c k s t o p p i n g  t h e  t o t a l  a m o u n t  of Ch. 21 r e v e n u e s  at risk.

A d o p t i n g  a n e w  tax w h i c h  is c r e d i t a b l e  a g a i n s t  o t h e r  

t a x e s  o r  for w h i c h  o t h e r  tax es c a n  be c r e d i t e d  is a l e g a l l y  

d e f e n s i b l e  t a x i n g  system. F i r s t  of all, the n e w  t a x  or 

t axes c o u l d  be e n a c t e d  for the p u r p o s e  of c o l l e c t i n g  r e v e­

nue s  n e c e s s a r y  to f u n d  p u b l i c  p r o g r a m s .  A d d i t i o n a l l y ,  the 

l e g i s l a t u r e  c o u l d  l e g i t i m a t e l y  d e c i d e  to a l l o w  a t a x  c r e d i t  

for the p u r p o s e  of a v o i d i n g  a d o u b l e  t a x a t i o n  e f f e c t  f r o m  

t he i m p o s i t i o n  of b o t h  a n  i n c o m e  tax and a n o t h e r  t a x  w h i c h  

m i g h t  be i m p o s e d  w i t h  r e s p e c t  to the same p r o p e r t y  o r  a c t i­

vities. T h e  u s e  o f  c r e d i t s  to a v o i d  d o u b l e  t a x a t i o n  e f f e c t s  

is a c o m m o n l y  a c c e p t e d  t a x i n g  p r a c t i c e .

Unlike the overcollection potentials of the other mech­

anisms, the use of credit system comes the closest to col­
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l e c t i n g  the a m o u n t  o f  r e v e n u e s  p u t  at r i s k  w h i l e  at the  sa me  

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

b y  the l e g i s l a t u r e .  F o r  e x a m p l e ,  if Ch. 21 r e v e n u e s  w e r e  

a l l o w e d  as a c r e d i t  a g a i n s t  a n e w  tax, a n d  a s u b s e q u e n t  

c o u r t  d e c i s i o n  i n v a l i d a t e d  Ch. 21 in w h o l e  o r  in part, the 

r e f u n d  o f  A.S. 43.21 r e v e n u e s  w o u l d  be o f f s e t  by an i n c r e a s e  

in the n e w  t a x  by r e a s o n  o f  the r e d u c e d  credit.

Because the credit system minimizes the possibility of 

overcollecting, the overall tax burden should remain re­

latively the same. That in turn will serve to minimize 

spillover effects that might accompany an overall increase 

in tax burden.

B y  i m p o s i n g  the n e w  t a x  i m m e d i a t e l y  w i t h  a c r e d i t  y o u  

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

w i t h  a t r i g g e r i n g  m e c h a n i s m .

It is c o n c e i v a b l e  t h a t  t a x p a y e r s  w o u l d  c r y  foul to 

■che u s e  o f  a n y  b a c k s t o p  m e c h a n i s m  s i n c e  it w o u l d  m e a n  tax 

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

Ch. 21. P r e s u m a b l y  t h e s e  t a x p a y e r s  w o u l d  c l a i m  t h a t  the 

t a x  c h a n g e s  w e r e  m a d e  to p u n i s h  t h o s e  w h o  c h a l l e n g e d  Ch. 21. 

If s u c h  w e r e  the case, it w o u l d  c e r t a i n l y  r a i s e  a s e r i o u s  

l e g a l  q u e s t i o n .  H o w e v e r ,  as w e  h a v e  stated, a b a c k s t o p  c a n  

be s u p p o r t e d  b y  a c l e a r l y  p e r m i s s i b l e  p u b l i c  p u r p o s e — r a i s­

ing r e v e n u e  n e c e s s a r y  to f u n d  p u b l i c  p r o g r a m s .  T h e  l e g i s­

l a t u r e  h a v i n g  m a d e  a p o l i c y  d e c i s i o n  as to t h e  level of 

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

to r a i s e  r e v e n u e s  to s u p p o r t  t h o s e  p r o g r a m s .  In m a k i n g
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t h e s e  d e c i s i o n s  the l e g i s l a t u r e  c e r t a i n l y  has the r i g h t  to 

t a k e  into a c c o u n t  the c e r t a i n t y  o f  its r e v e n u e s  a n d  the 

d e b t s  that  m i g h t  r e d u c e  its r e v e n u e s .  The l e g i s l a t u r e  can 

a d j u s t  its t a x  s t r u c t u r e  to e n s u r e  s u f f i c i e n t  r e v e n u e s  to 

m e e t  its p u b l i c  p r o g r a m s .
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C O N C L U S I O N S  A N D  R E C O M M E N D A T I O N S  

T h e  c o n t r a c t  u n d e r  w h i c h  this s t u d y  w a s  c a r r i e d  o u t  

s p e c i f i e d  t h a t  w e  s h o u l d  i d e n t i f y  " o p t i o n s  f or f u r t h e r  c o n­

si d e r a t i o n . "  T h i s  must,  if o n l y  by o m i s s i o n ,  i d e n t i f y  t h o s e  

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

fo r t a b l e  w i t h  this l a t t e r  i m p l i c a t i o n ,  s i n c e  w e  a r e  u n p r e­

pa r e d  o u r s e l v e s  t o  r u l e  o u t  the p o s s i b i l i t y  t h a t  p o l i c y  c o n­

cer n s  o f  w h i c h  w e  are u n a w a r e ,  o r  n e w  facts m i g h t  c a u s e  us 

to c h a n g e  o u r  minds. N e v e r t h e l e s s ,  we are r e a s o n a b l y  c o n­

fi d e n t  t h a t  the o p t i o n s  i d e n t i f i e d  b e l o w  will, a f t e r  f u r t h e r  

w ork, p r o v e  to be t h o s e  m o s t  l i k e l y  to m e e t  the o b j e c t i v e s  

of t h e  J o i n t  S t a t e m e n t ,  a n d  the c r i t e r i a  d i s c u s s e d  above.

1. T h e  f i r s t  i s s u e  is w h e t h e r  to seek a p e r m a n e n t  

r e p l a c e m e n t  o f  Ch. 21 w h i l e  the l i t i g a t i o n  c h a l l e n g i n g  it is 

still p e n d i n g ,  o r  to p r o t e c t  Ch. 21 r e v e n u e s  w i t h  a b a c k­

stop, m a k i n g  r e v i s i o n s  to Ch. 21 o n l y  in the e v e n t  t he S t a t e  

loses. W e  b e l i e v e  t h a t  t h e  l a t t e r  c o u r s e  is p r e f e r a b l e  b e­

ca u s e  w e  h a v e  n o t  i d e n t i f i e d  a n y  o p t i o n  w h i c h  has the  d e g r e e  

of r e v e n u e ,  legal and p o l i t i c a l  s e c u r i t y  r e q u i r e d  to be a 

p e r m a n e n t  r e p l a c e m e n t .  A s  s t a t e d  earlier, the f i s c a l  and 

l e g a l  s e c u r i t y  of a r e p l a c e m e n t  m u s t  be c l o s e  to a b s o l u t e ,  

s i n c e  a n e w  tax is n o t  the s e c o n d  a n d  r e i n f o r c i n g  l i n e  of 

d e f e n s e  t h a t  w o u l d  b e  c r e a t e d  b y  a b a c k s t o p ?  it is a n e w  

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

A s  s t a t e d  s u c i n c t l y  b y  the G o v e r n o r  in his b u d g e t  m e s­

sage:

V
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"Motivation for [this] litigation centers more on
f i sca l p r i n c i p a l  t h a n  l e g a l  p r i n c i p a l .  .

C o n s e q u e n t l y ,  a n y  a t t e m p t  to c o l l e c t  the sam e level  of r e v e­

nue  b y  o t h e r  m e a n s  w i l l  h a v e  the same r e s u l t — a lawsuit.

A  r e p l a c e m e n t  for Ch. 21 m i g h t  s t i l l  be in o r d e r  if it 

c o u l d  be d e m o n s t r a t e d  t h a t  the r e p l a c e m e n t  w a s  m o r e  s ecure  

t h a n  the c o m b i n a t i o n  of Ch. 21 w i t h  a b a c k stop . T h i s  d e m o n­

st r a t i o n  has n o t  b e e n  made. If it w e r e  to be made, l e g i s­

lat o r s  w o u l d  n e e d  f u r t h e r  to d e c i d e  w h e t h e r  the p o l i c y  

i ssues o p e n e d  u p  by c o n s i d e r a t i o n  of a r e p l a c e m e n t  (as 

o p p o s e d  to a backstop) c o u l d  b e  r e s o l v e d  in the t i m e  a v a i l­

able.

2. The b a c k s t o p  t a x  t h a t  a p p e a r s  to b e s t  m e e t  the 

go a l s  of the J o i n t  S t a t e m e n t  is a c o m b i n a t i o n  of a n e w  s e v­

era n c e  t a x  and a r e s e r v e s  t a x  o r  a r e s e r v e s  tax by itself.

A  15 p e r c e n t  e f f e c t i v e  r a t e  s e v e r a n c e  a n d  a 2.5 p e r c e n t

r e s e r v e s  t a x  o r  a four p e r c e n t  r e s e r v e s  tax (as s h o w n  in

T a b l e  V I I ) , w o u l d  h a v e  the n e c e s s a r y  f i s c a l  h o r s e p o w e r  to 

c o v e r  c u r r e n t  as w e l l  as p a s t  Ch. 21 r e v e n u e s  at risk. It 

also a p p e a r s  to m i n i m i z e  l e g a l  risks, p o t e n t i a l  c o n g r e s s i o n a l  

reaction, a n d  s p i l l o v e r  effec t s .  W e  r e c o m m e n d  that the 

fiscal a n d  e c o n o m i c  a n a l y s i s  of t h e s e  o p t i o n s  be refined,  

an d  t h a t  the p r o p o s a l s  be p u t  in m o r e  c o n c r e t e  form.

3. W i t h  r e s p e c t  to a b a c k s t o p  m e c h a n i s m ,  we r e c o m m e n d

t h a t  f u r t h e r  a t t e n t i o n  be f o c u s e d  o n  the c r e d i t  option. Our

p r e l i m i n a r y  a n a l y s i s  i n d i c a t e s  t h a t  this o p t i o n  w i l l  e f f e c­

tiv e l y  b a c k s t o p  Ch. 21 r e v e n u e s  w i t h  the tax types  r e c o m­

mended. It a l s o  a p p e a r s  to m i n i m i z e  the legal risk, o v e r -
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If this o p t i o n  is c h o s e n ,  a n a l y s i s  o f  v a r i a t i o n s  o n  

the c r e d i t  m e c h a n i s m  a n d  t h e i r  e f f e c t s  w o u l d  be a p p r o p r i a t e .

collection potential, and spillover effects.

T A B L E  V I I

R E V E N U E  E S T I M A T E S  
F O R  R E C O M M E N D E D  O P T I O N S  
(Millions of Dollars)

15% E f f e c t i v e  
(16.67 Nomina l)

F i s c a l
Y e a r

Ch. 21 
R e v e n u e 4% R e s e r v e s  T a x

P l u s  25 M i l l  
R e s e r v e s  T a x

1982 1303 1944 1801

1983 1541 1900 1903

1984 1783 1824 1973

1985 2141 1780 2033

T o t a l 6768 7448 7710

Notes: N o r t h  S l o p e  r e s e r v e  p r o p e r t y  tax e s t i m a t e s  only.
C o o k  I n l e t  v a l u a t i o n s  w o u l d  i n c r e a s e  t h e s e  a m o unts . 
N o r t h  S l o p e  v a l u a t i o n  a s s u m e s  19% d i s c o u n t  r a t e  a n d  
fe d e r a l  W i n d f a l l  P r o f i t  T a x  e n d i n g  D e c e m b e r ,  1991,
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APPENDIX A

J O I N T  S T A T E M E N T  O N  O I L  T A X E S  I S S U E D  
BY T H E  S T A T E  A D M I N I S T R A T I O N  A N D  THE 

L E G I S L A T I V E  L E A D E R S H I P  O N  M A R C H  18, 198.1

G o v e r n o r  J a y  H a m m o n d  a n d  the l e a d e r s h i p  of b o t h  h o u s e s  

of  the L e g i s l a t u r e  are u n i t e d  in an e f f o r t  to a r r i v e  at the 

b e s t  c o u r s e  o f  a c t i o n  o n  p e n d i n g  o i l  and gas tax issues.

L e g a l  c h a l l e n g e s  by the o i l  i n d u s t r y  h a v e  p l a c e d  as m u c h  as 

o n e - t h i r d  o f  the S t a t e ' s  p r o j e c t e d  t a x  r e v e n u e s  in jeopardy.

A l a s k a ' s  e x i s t i n g  t a x a t i o n  and l e a s i n g  p o l i c i e s  c u r­

re n t l y  p r o v i d e  s i g n i f i c a n t  i n c e n t i v e s  for p e t r o l e u m  e x p l o r­

a t i o n  and d e v e l o p m e n t  in the state. Hence, e x i s t i n g  l e v e l s  

of ta xation, s t a b i l i z e d  s i n c e  1978, s h o u l d  r e m a i n  s t a b l e  at 

this time. O n  the o t h e r  hand, a n y  s i g n i f i c a n t  d e c r e a s e s  in 

S t a t e  oil a nd gas r e v e n u e s  a p p e a r  b o t h  u n w a r r a n t e d  a n d  u n­

su p p o r t e d  by the m a j o r i t y  o f  A l a s k a n s .  The S t a t e ' s  c u r r e n t  

l e v e l  of t a x a t i o n  —  a b o u t  o n e - s i x t h  o f  the v a l u e  o f  P r u d h o e  

B a y  p r o d u c t i o n  —  p r o v i d e s  t h a t  b o t h  the o i l  c o m p a n i e s  a n d  

the f e d e r a l  g o v e r n m e n t  w i l l  r e c e i v e  g r e a t e r  s h a r e s  o f  A l a s k a ' s  

w e a l t h  than w i l l  A l a s kans. A c c o r d i n g l y ,  a n y  g r e a t e r  p e r c e n t­

ag e  g r a n t e d  the f o r m e r  at the e x p e n s e  of the l a t t e r  w o u l d  be 

i n e q u i t a b l e .

B o t h  the G o v e r n o r  a n d  the l e g i s l a t i v e  l e a d e r s h i p  are 

d e t e r m i n e d  t h a t  t h r o u g h  t h e i r  m u t u a l  e f f orts, a s o u n d  s t r a t­

egy  for p r o t e c t i n g  oil a n d  gas r e v e n u e s  w i l l  be found. A l l 

a g r e e  that a n y  c h a n g e s  w h i c h  w o u l d  g i v e  l a r g e  sums o f  m o n e y  

to the oil i n d u s t r y  at the e x p e n s e  of the p e o p l e  o f  A l a s k a  

a r e  u n a c c e p t a b l e .  The P r u d h o e  B a y  b o n a n z a  w i l l  n o t  last
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fo r ev er. W e  m u s t  m a k e  use o f  t h o s e  r e v e n u e s  n o w  t h r o u g h  

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

d e v e l o p m e n t ,  and  p e r m a n e n t  f u n d  c o n t r i b u t i o n s  w h i c h  w i l l  

p r o v i d e  for o u r  future.



APPENDIX B

A  NOTE ON RESEVOIR VALUATION METHODOLOGY

R e s e v o i r s  a re g e n e r a l l y  a p p r a i s e d  the same w a y  as o t h e r  

i n c o m e  e a r n i n g  property; the p o s s i b l e  f u t u r e  i n c o m e  f r o m  the 

r e s e v o i r  is e s t i m a t e d  a n d  d i s c o u n t e d  b a c k  to th e p r e s e n t  at 

a r a t e  t h a t  r e p r e s e n t s  t h e  r e t u r n  e x p e c t a t i o n s  of an h y p o­

t h e t i c a l  buyer. T h i s  w a s  the m e t h o d  the S t a t e  u s e d  to v a l u e  

t h e  P r u d h o e  B a y  f i e l d  in 1975 and w e  u s e d  the same m e t h o d  in 

t h i s  study.

First, an a p p r a i s e r  n e e d s  a s o l i d  e n g i n e e r i n g  e s t i m a t e  

of  the size, h y d r o c a r b o n  content, a n d  l i k e l y  a n n u a l  p r o­

d u c t i o n  r ates o f  the field. F o r  t h e  S a d e l r o c h e i t  R e s e voir , 

w e  u s e d  the l a t e s t  A l a s k a  O i l  a n d  G a s  C o n s e r v a t i o n  C o m m i s­

sio n  fore casts. For the K u p a r u k  a n d  L i s b u r n e  fields, we  

r e l i e d  o n  e s t i m a t e s  p r o v i d e d  b y  t h e  P e t r o l e u m  R e v e n u e  D i v i­

sion.

Next, we r e v i e w e d  e s t i m a t e s  o f  t h e  f u t u r e  costs, b o t h  

c a p i t a l  a n d  o p e r a t i n g ,  n e e d e d  to p u r c h a s e ,  build, install, 

a n d  o p e r a t e  all of the e q u i p m e n t  in the field. As the 

v a l u a t i o n  m e t h o d  r e q u i r e s ,  w e  do n o t  i n c l u d e  p a s t  c osts o r  

f i n a n c i n g  expenses. E s t i m a t e s  o f  f u t u r e  c o s t s  w e r e  d e v e l o p e d  

b y  H.K. V a n P o o l l e n  A s s o c i a t e s ,  Inc. in 1979, u p d a t e d  by us 

a n d  the L e g i s l a t i v e  F i n a n c e  D i v i s i o n  to r e f l e c t  r e c e n t  

c h a n g e s  a n d  p r i c e  increas es.

A  t h i r d  m a j o r  step  is to f o r e c a s t  f u t u r e  p r i c e s  for 

r e s e v o i r  p r o d u c t s  a n d  t h e n  n e t  t h e m  b a c k  to the field. For 

t h e s e  e s t i m a t e s ,  we r e l i e d  h e a v i l y  on the s o p h i s t i c a t e d
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P E T R E V  f o r e c a s t i n g  m o d e l  o p e r a t e d  b y  the D e p a r t m e n t  o f  

R e v e n u e .  In general, t h e s e  e s t i m a t e s  s u g g e s t  l i t t l e  "real" 

p r i c e  i n c r e a s e  for oil in the w o r l d  m a r k e t s  and an a v e r a g e  

r a t e  o f  i n f l a t i o n  of a b o u t  10 p e r c e n t .  W e l l h e a d  prices, 

h o w e v e r ,  are e x p e c t e d  to i n c r e a s e  r a p i d l y  as the T A P S  line  

l o w e r s  its p e r - b a r r e l  tariffs. The c u r r e n t  a v e r a g e  w e l l h e a d  

p r i c e  o f  a b o u t  $25.00 is e x p e c t e d  to r i s e  to a b o u t  $30.00  

n e x t  year. F o r  gas, g i v e n  the u n c e r t a i n t y  o f  its t r a n s p o r­

ta t i o n  a n d  w e l l h e a d  value, we a s s u m e d  a flat $1.00 p e r  M C F  

real p r i c e  a n d  sales b e g i n n i n g  in f i s c a l  y e a r  1988.

F i n a l l y ,  w i t h  t h e s e  d e c i s i o n s  in hand, w e  s c h e d u l e d  the 

a n n u a l  c a s h  flows of the field. U s i n g  a c o m p u t e r ,  w e  

e s t i m a t e d  all  of the p r o d u c t i o n  v a lu es, c o s t s  a n d  e x p e n s e s ,  

r o y a l t i e s ,  excise, p r o p e r t y  a n d  p r o d u c t i o n  taxes, and w i n d­

fall p r o f i t s  taxes. S i n c e  v a l u a t i o n s  a r e  t r a d i t i o n a l l y  

b a s e d  o n  e s t i m a t e s  of b e f o r e  t a x  inco me, we d i d  n o t  i n c l u d e  

a c a l c u l a t i o n  of S t a t e  or f e d e r a l  i n c o m e  taxes.

T h e  a p p r a i s a l  v a l u e  is the s u m  of t h e s e  a n n u a l  n e t  c a s h  

f lows to the p r o d u c e r s  d i s c o u n t e d  b a c k  to the p r e s e n t  at a 

r a t e  c h o s e n  to f a i r l y  r e p r e s e n t  the a l t e r n a t i v e  uses of 

ca p i t a l .  T h e  c hoice o f  the d i s c o u n t  r a t e  is c r i t i c a l  as the 

v a l u a t i o n  is g r e a t l y  a f f e c t e d  b y  it. S e e  T a b l e  VI for the 

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

tions.

W e  l e a r n e d  fr om a d i s c u s s i o n  w i t h  p e r s o n n e l  of the 

T e x a s  p e t r o l e u m  a p p r a i s a l  f i r m  o f  P r i c h a r d  & A b b o t t  t h a t



t h e y  a r e  p r o p o s i n g  a S t a t e - w i d e  18% d i s c o u n t  r a t e  this y e a r  

for v a l u i n g  r e s e r v o i r s  in Texas. T h e y  b e l i e v e  this is a 

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

h i g h e r  at the b e g i n n i n g  o f  the year.

W e  b e l i e v e  any d i s c o u n t  r a t e  in the r a n g e  of 18 to 20 

p e r c e n t  to be r e a s o n a b l e  for P r u d h o e  B a y  a n d  h a v e  p i c k e d  19 

p e r c e n t  f or p u r p o s e s  of f o r e c a s t i n g  p r o p e r t y  t a x  revenue.

Here are some of the factors we considered:

1. T h e  State, w i t h  a d v i c e  f r o m  P r i c h a r d  & Abbott, 

u s e d  18 p e r c e n t  to p r e p a r e  the 1975 p r o p e r t y  t a x  v a l u a t i o n  

o f  P r u d h o e  Bay. A l t h o u g h  i n f l a t i o n  a n d  i n t e r e s t  rates h a v e  

j u m p e d  s i n c e  then, all o f  the s t a r t u p  r i s k s  o f  the f i e l d  and 

p i p e l i n e  a r e  b e h i n d  us now. T h e s e  f a c tors, thus, t e n d  to 

c a n c e l  out.

2. L a r g e  fields t y p i c a l l y  r e c e i v e  l o w e r  rates t h a n  

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

f r o m  m u l t i p l e  w e l l s  and c o l l e c t i o n  f a c i l i t i e s .  The fact 

t h a t  o n c e  c o l l e c t e d ,  P r u d h o e  o i l  m u s t  t h e n  f l o w  in a single 

p i p e l i n e  a g r e a t  d i s t a n c e  to t i d e w a t e r  e f f e c t i v e l y  e l i m i n a t e s  

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

3. A l a s k a ' s  N o r t h  S l o p e  is a g e n e r a l l y  h o s t i l e  e n v i­

ro n m e n t  t r a d i t i o n a l l y  a c c o r d e d  h i g h e r  t h a n  a v e r a g e  r at es to 

c o m p e n s a t e  for e x t r a o r d i n a r y  risks.

W e  b e l i e v e  our v a l u a t i o n  e s t i m a t e  o f  $ 48.6 b i l l i o n  for 

the P r u d h o e  B a y  f ield is s u f f i c i e n t l y  a c c u r a t e  for use in 

the c o n t e x t  of c o m p a r i n g  a l t e r n a t i v e s  to Ch. 21. E r r o r s  in 

the r a n g e  of + 10 p e r c e n t  m a y  s t ill e x i s t  d u e  to the d i f f i­
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culties in getting all data on the same basis. Although the 

State's Producer Benefits Model (P.B.M.) was once on a 

calendar year basis, it has been converted along with its 

data to perform fiscal year studies. To establish a Janu­

ary 1 appraisal date, we elected not to reconstruct back to 

calendar year reporting as would have been theoretically 

required.

W i t h  r e s p e c t  to the o t h e r  f a c t o r s  m o s t  a f f e c t i n g  the 

f i e l d ' s  v a l u e ,  s u c h  as oil prices, w e  u s e d  the a s s u m p t i o n s  

c o n t a i n e d  in t h e  P.B.M.

Of t h e  r e m a i n i n g  f a ctors t h a t  a f f e c t  the valu at i o n ,  

the m o s t  i m p o r t a n t  is the f e d e r a l  w i n d f a l l  p r o f i t s  tax of 

1980. B e c a u s e  of the s i g n i f i c a n c e  o f  t h e s e  t a x  pa yments, the 

a v a i l a b l e  c a l c u l a t i o n  of t h e i r  l i k e l y  size, p r o v i d e d  b y  the 

D e p a r t m e n t  o f  Reven u e ,  was u s e d  and the r e s u l t s  of the m o d e l  

a d j u s t e d  a c c o r d i n g l y .  The f e d e r a l  w i n d f a l l  p r o f i t s  tax is 

so s i g n i f i c a n t  t h a t  e v e n  the u n c e r t a i n  t e r m i n a t i o n  d a t e  of 

the t a x  m a y  v a r y  the v a l u a t i o n  o f  the f i e l d  by $7 b i l l i o n  in 

the f i r s t  year.
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T h e  t i m e  a v a i l a b l e  to u n d e r t a k e  t h i s  a n a l y s i s  d i d  n o t  

p e r m i t  us to d e v e l o p  i n d e p e n d e n t  r e v e n u e  a n d  c o s t  estima tes. 

In part, w e  r e l i e d  o n  p u b l i s h e d  a n d  u n o f f i c i a l  w o r k i n g  

p a p e r s  s u p p l i e d  b y  t h e  D e p a r t m e n t  o f  R e v e n u e .  A f t e r  r e v i e w­

ing t h e i r  a s s u m p t i o n s  and p r o c e d u r e s ,  a n d  w o r k i n g  w i t h  their  

d a t a  c o n t i n u o u s l y  f o r  the 10 days, we b e l i e v e  it the be st 

a v a i l a b l e  for this purpose.

E s t i m a t e s  c o n t a i n e d  in this s t u d y  are, to the e x t e n t  

p o s s i b l e ,  c o n s i s t e n t  w i t h  the D e p a r t m e n t  o f  R e v e n u e ' s  a s s u m p­

tions a n d  f o r e c a s t s  c o n t a i n e d  in t h e i r  r e p o r t  " P e t r o l e u m  

P r o d u c t i o n  R e v e n u e  F o r e c a s t ,  Q u a r t e r l y  R e port, March, 1981." 

The c o n c e r n s  e x p r e s s e d  in t h a t  r e p o r t  a b o u t  the f a l l i b i l i t y  

of " s in gle p o i n t "  p r e d i c t i o n s  c e r t a i n l y  h o l d s  for o u r  w o r k  

as well. A t  best, t h e s e  e s t i m a t e s  are o n l y  a c o n s i s t e n t  

g u i d e  f o r  c o m p a r i s o n  purposes.

O c c a s i o n a l l y ,  w e  u s e d  u n p u b l i s h e d  d a t a  s u p p l i e d  by the 

D e p a r t m e n t ,  but o n l y  o n  a b a s i s  c o n s i s t e n t  w i t h  the same 

March, 1981 a s s u m p t i o n s .  This w a s  the c a s e  for T a b l e  I, the 

f i g u r e s  for w h i c h  w e r e  d e r i v e d  f r o m  w o r k  s h e e t s  s u p p l i e d  by 

the P e t r o l e u m  R e v e n u e  Division.

D a t a  for T a b l e  II w a s  d e r i v e d  f r o m  p a g e  9 o f  the a f o r e­

m e n t i o n e d  M a r c h ,  1981 q u a r t e r l y  report.

T h e  b i g g e s t  d i f f i c u l t y  t h a t  w e  f o u n d  w i t h  d a t a  was to 

u n d e r s t a n d  a n d  k e e p  c o n s i s t e n t  the r e p o r t i n g  t i m e t a b l e s .  To

/I
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the e x t e n t  p o s s i b l e ,  w e  h a v e  a t t e m p t e d  to p r e s e n t  e s t i m a t e s  

o n  a f i s c a l  y e a r  basis, w h e n  funds w i l l  a c t u a l l y  a c c r u e  to 

the T r e a s u r y .  This w a s n ’t a l w a y s  easy. Ch. 21, for examp l e ,  

is on a c a l e n d a r  y e a r  b a s i s  b u t  p r o v i d e s  for q u a r t e r l y  

p r e p a y m e n t s  t h r e e  o u t  o f  fo ur of w h i c h  are a c t u a l l y  r e c e i v e d  

in the f o l l o w i n g  f i s c a l  year. A n o t h e r  e x a m p l e  is the p r o­

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

H o w e v e r ,  t h e  p h y s i c a l  p r o d u c t i o n  is a c c o u n t e d  for b y  the 

c o m p a n i e s  m o r e  than a m o n t h  l a t e r  w h i c h  m a y  fall into  a 

d i f f e r e n t  c a l e n d a r  o r  f i s c a l  year. A s  a r e sul t, e s t i m a t i n g  

a t a x  r e c e i p t  o f t e n  r e q u i r e d  c a l c u l a t i n g  " p s e u d o - v a r i a b l e s "  

w h i c h  c r e a t e  a n  a r t i f i c i a l  e v e n t  t h a t  w o u l d  h a v e  o c c u r r e d  if 

p r o d u c t i o n ,  l i a b i l i t y  a n d  p a y m e n t  w e r e  all s i m u l t a n e o u s .

T a b l e  I l l ' s  e s t i m a t e s  o f  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 s 

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

p r o d u c t i o n  a n d  tax e s t i m a t e s  c o n t a i n e d  in the M a rch , 1981 

report.
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I N T R O D U C T I O N

In our April 15, 1981, report to the L e g i s l a t u r e  we (with 

John Messenger) revi e w e d  the state's options with respect to oil and gas 

income taxation, and recommended, among other things, that a detailed 

fiscal analysis be u n d e rtaken of t he reserves tax backstop, and the oil 

and gas income tax (ch. 21) revenue it is to protect.

Under c o n t r a c t  to, and in associ a t i o n  w i t h  the Department of 

Revenue, we now have c o m p l e t e d  this analysis. T he tabular material and 

e x t e n s i v e  a c c o m p a n y i n g  notes in A p p e n d i x  A, along wit h  the fiscal note 

to the legislation (SSHB 200), c o m p r i s e  the ma j o r  outputs of this effort. 

However, a f e w  specific items w h i c h  are not immediately obvious are 

d i s c u s s e d  below.

T HE USE OF O U R  C A L C U L A T I O N S

T he c a l c u l a t i o n s  shown in the appendix have been developed for 

the purpose of comp a r i n g  the rela t i v e  effects of two dif f e r e n t  taxes.

To do this it was n e c e s s a r y  to project f uture prices. In the long run 

we believe the price trends so p r ojected are reasonable, but they are 

n ot a price fore c a s t  and should not be used for that purpose.

D EDUC T A B I L I T Y  OF THE RESERVES TAX

T h e  est i m a t e s  of the reserves valuation contained in Appendix 

A  have been c a l c u l a t e d  assu m i n g  tha t  no part of the reserves tax will be

1/

- 1 -



a c t u a l l y  paid. To the e xtent that this as s u m p t i o n  is relaxed, the 

fiscal h o r sepower of the reser v e s  tax will be reduced. Th e s e  payments 

reduce the net cash flows fro m  wh i c h  t he v a l u ations are calculated.

A  s e n s i tivity anal y s i s  (not included in the tables) w as carried o u t  by 

us w h i c h  indicates that the Sa d l e r o c h i t  valuation would be reduced by 

ab o u t  12% if the e ntire reserves tax wer e  a c t u a l l y  paid each y e a r  during 

the reserv o i r ' s  p r o ductive life.

As SSHB 200 is drafted, firms will pay at least one third of 

the t ax in FY 1982, and at least one f o urth of it thereafter. If the 

a s sessors assume that the reserves tax will remain in place in this form 

over the life of the field, the fiscal h o r sepower of the reserves tax 

will be ab o u t  three to four percent lower than indicated in our figures.

T he reserves tax, to the extent it is a c t u a l l y  paid, will be a 

ded u c t i o n  in the c a l c u lation of ch. 21 liabilities. Unless s p e c i f i c a l l y  

provided f or in the legislation, this will reduce ch. 21 liabilities by

9.4 p e r cent of the reserves tax payments. T he ch. 21 estimates in the 

atta c h e d  tables are cal c u l a t e d  w i t h o u t  this deduction, but the effect of 

the d e d u c t i o n  is shown in the fiscal note to SSHB 200.

THE "HIGH CASE"

We also did an analysis of the reserves tax's se n s i t i v i t y  to 

rising prices. We are now o f  the opinion that the analysis w a s n ' t  very



]]

useful, and accordingly, it is not r e p r oduced in the tables, though the 

data d e r ived from it are shown as the "high case" in the fiscal note to 

SSHB 200.

T h e  "high case" w as driven by the same a ssumptions as shown in 

the a t t a c h e d  tables except that annual real price increases o f  10 percent 

(instead o f  1.5%) w e r e  a s s u m e d  through 1985.

T h e  ch. 21 revenues assumed under these assump t i o n s  are m e a n­

ingful, but the reserves tax figures prob a b l y  not, at least during the 

f irst two fiscal years: it is u n l i k e l y  that an asse s s o r  would assume 

that the high rate of price e s c a lation would continue, at least at 

first. More likely a price trend would have to c o n t i n u e  for several 

y ears before m o s t  assessors wo u l d  feel co m f o r t a b l e  projecting it into 

the future for val u a t i o n  purposes.

T h e  exercise was not w i t hout benefit, since it points up the 

fact that the reserves tax is l ikely to be less s e nsitive to short term 

price m o v e ments, e i t h e r  up o r  down. To this extent it provides a d e sirable 

additional m e a s u r e  o f  r e v e n u e  predictability.

D ISC O U N T  RATE

2/
As we pointed out in our e a r lier report, the assessed value 

o f  a r e s e r v e s  tax using the c a p i t a l i z e d  net income approach is very
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sensitive to the d i s c o u n t  rate. —  T a b l e s  14 and 15 in the appendix 

once again show this fact, wit h  a pe r c e n t a g e  point c h a n g e  in the d i s­

count  rate resulting in an o p p o s i t e  c h ange in the val u a t i o n  of r o u ghly 

$5 billion. T h e  d i s c o u n t  rate c hosen is o b v i o u s l y  important.

S i m p l i f y i n g  somewhat, the d i s c o u n t  rate can be d e c o m p o s e d  into 

three c o m p onents to a c c o u n t  se p a r a t e l y  for inflation, risk, and real 

return. SSHB 2 0 0  accounts for inflation by e s t a b l i s h i n g  the discount 

rate as a fixed percentage "above the rate o f  inf l a t i o n  implicit in the 

GNP d e f l a t o r  for the five c a l e n d a r  y e a r s  im m e d i a t e l y  preceeding the 

a s s e s s m e n t  date." A l t h o u g h  a n u m b e r  o f  ot h e r  i n flation proxies could 

have been chosen, the GNP deflator, as the broa d e s t  m e a s u r e  of price 

changes in wi d e  usage, is as good as any, a nd b e tter than m o s t  indicators.

The legisl a t i o n  s pecifies that this i n d i c a t o r  is to be averaged 

over five years, which, in our opinion, provides a r e a s o n a b l e  a p p r o x i m a t i o n

o f  the inflation e x p e c tation that m i g h t  be held by a p u r c h a s e r  of oil

and gas reserves.

T he actual implicit price d e f l a t o r s  f or G.N.P. o v e r  the past

4/

five y e a r s  are given below.

1976 - 133.8

1977 - 141.6

1978 - 152.1

1979 - 165.5

1980 - 180.1

- 4 .



T h e  inflation rate implicit in these data m a y  be calculated

several ways, y i e l d i n g  slightly d i f f e r e n t  results. A s s u m i n g  continuous

5/

c o m p o unding o f  inflation on itself, the rate ove r  the period is 7.4%.

T h e  fixed percentage added to the inflation rate to take

a c c o u n t  of r i s k  and real return is a m a t t e r  o f  judgment, depending on

one's a s s e s s m e n t  o f  expected real oil price changes, and a host of other

6/

risk factors. Si n c e  o u r  e a r lier r eport w e  have looked into these 

m o r e  c a r e fully, and conclude that fro m  an economic standpoint, any 

p e r c e n t a g e  between 1.5 and 13 (in a d d i t i o n  to inflation) could plausibly 

be jus t i f i e d  as reasonable.

Overall oil industry return on assets in recent years have

a v e r a g e d  around 10%, and according to a study by the A m e r i c a n  Petroleum

Institute, was 10.4% in 1979, i.e., 1.5 p e r c entage points above the

7/

inflation rate o v e r  the 1979-80 period.

T h e  S e c u rities and E x c h a n g e  C o m m i s s i o n  seems to agree, r e­

quiring that oil c o m p a n i e s  use a 10% d i s c o u n t  rate when presenting
8/

reserves valuation figures to investors.

S YMMETRY

Symmetry, is the c h a r a c t e r i s t i c  which, if it is present, 

ensures that c o l l e ctions under a reserves tax will bear about the same relation
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to income tax co l l e c t i o n s  for all firms. Si n c e  we did not mak e  a firm 

by fi r m  anal y s i s  o f  all c o m p a n i e s  that wo u l d  be e x p e c t e d  to pay the two 

taxes, w e  c a n n o t  q u a n t i t a t i v e l y  a s s e s s  the d e g r e e  to w h i c h  reserves tax 

c o l l e c t i o n s  will v a r y  s y m m e t r i c a l l y  w i t h  ch. 21 liabilities.

W e  did, however, e x a mine income tax returns of all the m a j o r  

Alaska holder's of oil reserves, and did a c o r r e l a t i o n  analysis in w h i c h  

the rese r v e s  v a l u a t i o n  that wo u l d  have been assessed in 1979, had the 

tax been in e f f e c t  in that year, was compa r e d  w i t h  the ch. 21 income tax 

that was a c t u a l l y  paid by those firms. T he c o r r e l a t i o n  c o - e f f i c i e n t  

w as e x t r e m e l y  high, indicating a high d e g r e e  of s y m m e t r y  between the tax 

on oil reserves, and ch. 21 liabilities.

A  q u a l i t a t i v e  anal y s i s  o f  some of the s m a ller ch. 21 taxpayers 

i ndicates that there m a y  be somewhat m o r e  var i a t i o n  among them, p r i m a r i l y  

d u e  to d i f f e r e n c e s  in a c q u i s i t i o n  cost d eductions, and pipeline o w n e r s h i p  

that d i v e r g e s  f r o m  reserves holdings. But even here w e  are c o nfident 

that v a r i ations will, over several y ears, be minimal w i t h  respect to the 

total a m o u n t s  being collected.

Finally, the removing o f  natural gas fr w n  the reserves tax 

base ma k e s  the tax g e n e r a l l y  m o r e  symmetric, though it will n a turally 

have the o p p o s i t e  effect w i t h  respect to a firm that holds on l y  gas 

reserves, since it will pay no reserves tax under SSHB 200. Fortunately 

this a n o m a l y  is r e s t ricted both in the n umber of firms affected, and the
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d ollar amounts of ch. 21 liabilities not backstopped. It could become 

mor e  signif i c a n t  if gas devel o p m e n t s  mo v e  forward, with substantial 

gas revenues becoming subject to ch. 21 taxes.
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FOOTNOTES

1/ Joh n  R. M e s s enger, Gregg K. Erickson and Lawr e n c e  C. Eppenbach, 

A l a s k a  Oil and Gas Income Taxation: A  R eview O f  The O p t ions (Alaska 

State L e gislature, April 1981).

2/ I b i d . , p . 18.

3/ T h e  v a l u a t i o n  m a y  nat u r a l l y  be approx i m a t e d  by an exponential func 

tion o f  the disc o u n t  rate, e.g.,

Y = a e ^ x

where: Y = the assessed value (in billions of dollars);

a = t h e  value of Y wh e n  x is zero;

e = the base of natural logs;

b = the exponential slope constant; and

x = the disc o u n t  rate (expressed here as a percent)

Th e  values o f  the c o e f f i c i e n t s  of the S a d l e r o c h i t  (before hardware 

deductions) are as follows:

Fiscal

Y e a r  a b

81 233.4 -0.06904
82 236.9 -0.06492

83 239.5 -0.06091

84 240.8 -0.05737

85 240.8 -0.05407

In all cases the c o e f f i c i e n t  o f  d e t e r m i n a t i o n  (r^) is g r e a t e r  than .99

4/ Bureau o f  Economic Analysis, U.S. D e p a rtment of Commerce, Survey 

o f  C u r r e n t  B u s i n e s s , (March, 1981).

5/ Ra t e  = [ L N ( 1 8 0 . 1 /133.8)]/4. The 1980 GNP d e f l a t o r  used is the

a v e r a g e  of the fo u r  q u a r t e r l y  figures given in note 4, s u p r a .

6/ O jj^  C i t , note 1, s u p r a .

7/ "Journal qroup's profits ju m p  67% in '79," Oil and Gas Journal,

TFeb. 18, 1980) p. 60.

8 /  1 7  C F R  2 1 0 . 3 .
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A P P E N D I X  A 

FISCAL A N A L Y S I S



TABLE 1

S A D D L E R O C H I T  R E SERVOIR 

OIL PRODUCTION, GAS, A N D  W A T E R  INJECTION

Fiscal Year
(1)

Projected Oil 

P roduction 

(MMB/D)

1.500

1.500

1.500

1.500

1.500

1.500

1.500

1.500

1.380

1.250

1.050

.900

.775

.650

.560

.490

.440

.390

.355

.310

.270

.240

.215

.190

.175

.165

.155

.145

.135

.125

(2)
Gas Injection 

(MMMcf/D)

(3)
W a t e r  Injection 

(MB/D)

2,156 

1.822 

1.345 

1.836 

1.644 

1.595 

1.911 

1.910

1.894

1.893

1.893 

1.800 

1.831

1.895

1.894

1.895

1.896 

1.875 

1.842 

1.795 

1.759 

1.733 

1.675 

1.650 

1.609 

1.564 

1.519 

1.484 

1.443 

1.401

30.9

54.2

87.3 

183.1

2,288.8

1.091.7 

1,447.6

1.566.5

1.551.1

1.356.8

1.100.6

1.384.9

1.284.1

741.0

832.3

1.024.9

667.8

628.5

455.1

941.9

199.7

670.3

642.2

615.2

561.9

710.8 

363.0 

770.7

438.6

592.4
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NOTES TO TABLE 1

(1) T he oil p r o duction assumption, follows the Case B scenario c o n­

tained in T h ree-Dimensional R e s e r v o i r  Study, S a d l e r o c h i t  F o r m a­

tion, P r u d h o e  Bay F i e l d . (March 1980), By H. K. van Poollen and 

A s s o c i a t e s ,  Inc. However, the v a r i a t i o n s  ass o c i a t e d  wi t h  c o n c e n­

trate d  o w r k o v e r s  have been smoothed to produce a flat production 

f u n c t i o n  t h r ough 1988, and a m o n o t o n i c  d e c l i n e  function thereafter. 

P r o d u c t i o n  w a s  assumed to c e a s e  at the end of FY 2010.

(2) E s t i m a t e d  f r o m  the van Poollen study and information from the 

A l a s k a  Oil and Gas Conser v a t i o n  Commission. Injected gas is 

ro u g h l y  90 p e r cent of a s s o ciated gas produced.

(3) A s s u m e s  s ource w a t e r  injection b e ginning in FY 1985.
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TABLE 2

PROJECTED WELL DRILLING AND PRODUCTION SCHEDULE

(1) (2) (3) (4) (5) (6) (7) (8)
NEW WE L L S  D R I LLED WELLS P R ODUCING OIL WELL INJECTION i n j e c t :

FISCAL O IL OIL WELLS WORK- W A T E R GAS

YEAR P R O D U C T I O N  W A T E R PLUGGED SUS P E N D E D OVERS WELLS WELLS

1981 112 75 254 13 12 18

82 100 112 329 16 12 18

83 6 12 112 429 32 12 18

84 6 12 2 28 529 53 12 18

85 8 6 2 16 545 68 24 18

86 7 2 5 550 83 42 18

87 6 3 4 555 111 42 18

88 5 560 112 42 18

89 20 540 108 42 18

1990 20 520 104 42 18

91 20 500 100 42 18

92 10 490 98 42 18

93 10 480 96 42 18

94 10 470 94 42 18

95 10 460 92 42 18

96 10 450 90 42 18

97 10 440 88 42 18

98 10 430 86 42 18

99 10 420 84 42 18

2000 10 410 82 42 18

01 12 400 60 40 18

02 12 390 59 38 18

03 12 380 57 36 18

04 12 370 37 34 18

05 12 360 36 32 18

06 12 350 35 30 18

07 12 340 17 28 18

08 12 330 17 26 18

09 12 320 0 24 18

2010 12 310 0 22 18



NOTES TO TABLE 2

To produce the annual oil volumes listed in Ta b l e  1, a well drilling, workover, 

and plugging plan was developed.

(1) N e w  oil we l l s  com p l e t e d  in FY 1981 and FY 1982 are from operator 

forecasts. Additional wells in FY 1983-87 w e r e  added to mee t  p r o­

ducing oil well requirements.

(2) N e w  w a t e r  w e l l s  e s timated to m e e t  total w a t e r  injection needs.

(3) Well a b a n d o n m e n t  and plugging fore c a s t  were d e r ived fro m  Pritchard and 

Ab b ott, R e s e r v o i r  V a luation R eport (1977).

(4) We l l s  s u s p e n d e d  but a v a i l a b l e  in 1981 from c u r r e n t  field inventory. 

La t e r  y e a r s  are di f f e r e n c e s  between c u m u l a t i v e  n ew wells drilled and 

n e w  w e l l s  operating.

(5) T h e  annual n u m b e r  of producing oil we l l s  was est i m a t e d  by combining 

t he 1980 field inve n t o r y  of 232 wit h  o p e r a t o r  esti m a t e  of planned new 

wells. T h e  est i m a t e s  o f  producing oil wells w e r e  d e veloped on a basis 

g e n e r a l l y  c o n s i s t e n t  wit h  the oil well esti m a t e s  con t a i n e d  in the 

P e t r o l e u m  R e v e n u e  Division's fore c a s t  model, and P r itchard and Abbott's 

1977 estimates.

(6) Oil well w o r k o v e r  e stimates are the same percent o f  annual producing 

oil w e l l s  as c o n t a i n e d  in the 1977 P r itchard and A b b o t t  Report.

(7) T h e  n u mber o f  w a t e r  injection wells was p rojected based on the e s t i­

ma t e d  a m o u n t  o f  w a t e r  required to be injected and on an a v e rage per 

well inj e c t i o n  c a p a c i t y  of 50 thousand barrels/day.

(8) Gas well n u m b e r  fr o m  c u r rent field inventory.
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ESTIMATED 

S A D L E R O C H I T  OPER A T I N G  COSTS 

(Millions)

TABLE 3

Values in Const a n t  1981 D o l l a r s ----------------------- Current Dollars

(1) (2) (3) (4) (5) (6) (7) (8)
FISCAL OIL GAS GAS WA T E R WELL WELL TOTAL TOTAL

YEAR PR O D U C T I O N P R O D U C T I O N INJECTION INJECTION P LUG&RESTORE W O R K O V E R OPER A T I N G O PERATING

1981 147.825 17.673 62.955 1.128 0 . 13.000 242.581 242.58

82 147.825 15.045 53.202 1.978 0 . 16.000 234.050 255.11

83 147.825 15.330 53.874 3.186 0 . 32.000 252.215 299.66

84 147.825 14.812 53.611 6.683 2.000 53.000 277.931 359.93

85 147.825 13.352 4 8.005 83.541 2.000 68.000 362.723 512.01

86 147.825 12.950 4 6.574 39.847 2.000 8 3.000 332.196 511.12

87 147.825 1 5.520 55.801 52.837 3.000 111.000 385.983 647.33

88 147.825 15.513 55.772 57.177 5.000 112.000 393.287 718.94

89 135.999 - 15.381 55.305 56.615 20.000 108.000 391.300 779.59

1990 123.188 15.388 55.276 49.523 20.000 104.000 367.375 797.90

91 103.478 15.367 55.276 40.172 20.000 100.000 334.293 791.39

92 8 8.695 14.578 52.560 50.549 10.000 90.000 306.382 790.60

93 76.376 14.987 53.173 46.870 10.000 96.000 297.406 836.50

94 64.058 15.432 55.334 27.047 10.000 94.000 265.871 815.11

95 55.188 15.396 55.305 30.379 10.000 92.000 253.268 863.06

96 4 8 . 2 9 0 15.388 55.334 37.409 10.000 90.000 256.421 934.01

97 4 3.362 15.381 55.363 24.375 10.000 88.000 236.481 938.90

98 38.435 15.206 54.750 22.940 10.000 86.000 227.331 983.81

99 34.985 1 4.950 53.786 16.611 10.000 8 4.000 214.332 1011.03

2000 30.551 14.452 52.414 34.379 10.000 8 2.000 223.796 1150.68

01 26.609 14.264 51.363 7.289 12.000 60.000 171.525 961.30

02 23.652 14.053 50.604 24.466 12.000 59.000 183.775 1122.65

03 21.188 13.571 4 8.910 23.440 12.000 57.000 176.109 1172.64

04 18.725 13.374 4 8.180 22.455 12.000 37.000 151.734 1101.27

05 17.246 13.052 46.983 20.509 12.000 36.000 145.790 1153.36

06 16.261 12.680 45.669 25.944 12.000 35.000 147.554 1272.37

07 15.275 12.315 44.355 13.350 12.000 17.000 114.195 1073.34

08 1 4.290 12.030 43.333 28.131 12.000 17.000 136.784 1298.91

09 1 3..04 11.702 42.136 16.009 212.000 0.000 295.151 3295.99

2010 12.319 11.359 4 0.909 21.623 212.000 0.000 298.210 3629.87



NOTES TO TABLE 3

(1) Oil p r o d u c t i o n  o perating costs are projected at 2 7 £ / b a r r e l , f r o m  a 

1979 e s t i m a t e  provided by H. K. van Poollen and A s s o c i a t e s ,  Inc., 

un d e r  a c o n t r a c t  wit h  the Legisl a t i v e  A f f airs A g e n c y  and the Division 

of M i n e r a l s  and E n e r g y  Management. Annual o p erating expenses = 

27<£/barrel * a v e r a g e  d a i l y  oil production (Col. 1, T a b l e  1) * 365 

days.

(2) Gas pro d u c t i o n  costs (the costs of separating and handling the 

a s s o c i a t e d  gas production) are projected at 2<t/Mcf. Th i s  is d ouble 

the 1<£/Mcf suggested by van Poollen and As s o c i a t e s  in 1979, r e­

flec t i n g  h i g h e r  expected gas handling costs. Annual gas production 

o p e r a t i n g  expenses = 2<£/Mcf * ave. da i l y  gas p r o duction * 365 days. 

Gas p r o duction is roughly 10% g r e ater than the a m o u n t  of gas injected 

(Col. 2, T a b l e  1).

(3) Gas injection costs are projected at 8 £ / M c f  on the basis of estimates 

provided by H. K. van Poollen in 1979 (see note 1, above). Gas 

injection costs = Gas Injection amounts (Col. 2, Ta b l e  1) * 8<t/Mcf

* 365 days.

(4) W a t e r  injection costs, including the variable costs o f  a source 

w a t e r  system, are e s timated at 10<t/barrel. This rate falls between 

the 9<£/barrel est i m a t e d  by H. K. van Poollen and A s s o c i a t e s  Inc. in 

1979 and the 13<t to 16<t/barrel estimated by Prichard and A b b o t t  in 

1977. W a t e r  injection costs = water injection amounts (Col. 3 

Table 1) * 10(fr/barrel * 365.

(5) Well plugging costs and a b a n d onment costs are p r ojected at $1

m illi o n / w e l l ,  Well plugging costs = $1 million/well * number of

well pluggings (Col. 3, Table 2). An additional $400 m i l lion (1981 

dollars) has been included during the last cwo ye a r s  of production 

for general field restoration work.

;5) Well w o r k o v e r  costs a re projected at $1 m i l l i o n / w o r k o v e r ,  somewhat 

higher than the $795. thousand estimated by Pritchard and A b b o t t  in 

1977. Well w o r k o v e r  costs = $1 m i l l i o n / w o r k o v e r  * n u m b e r  of work- 

overs ( C o l . 6, T a b l e  2).

(7) Total ope r a t i n g  costs = (1) + (2) + (3) + (4) +  (5) +  (6).

(8) Inflation a d j u s t e d  operating costs. T he rate of inflation is

assumed to be c o n s t a n t  at 9 percent per y e a r  thr o u g h o u t  the period. 

The inflation adj u s t m e n t  assumes simple annual price increases 

c om p o u n d e d  yearly.
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E STI M A T E D  CAPITAL COSTS 

(MILLIONS)

TABLE 4

V alues in C o n s t a n t  1981 D o l l a r s -------------------- C u r rent Dollars

Fiscal Year
0 ) 

Ne w  Wells

(2)
W a t e r  Flood & Ot h e r

(3)
Total

(4)
Total Tang i b l e

(5)
Total

1981 336 1196 1532 1308 1532

82 300 1680 1980 1780 2158

83 54 1790 1844 1808 2191

84 54 1251 1305 1269 1690

85 42 688 730 702 1030

86 21 0 21 7 32

87 18 0 18 6 30

1988 & later 0 0 0 0 0

NOTES TO TABLE 4

(1) N e w  well costs are projected at $3 million/well. N ew well costs = 

(Col. 1 T a b l e  2, + Col. 2, T a b l e  2) * $3 million.

(2) Source wa t e r  gathering, treatment, and injection f a c i lities account 

for m o s t  of these capital costs.

(3) Total = (Col. 1) + (Col. 2).

(4) Total T a n g i b l e  costs = total costs less intangible drilling costs. 

W e  estimate that 1/3 the cost of drilling each well to r epresent 

tangible property such as the well casing and fixtures. O t h e r  

capital costs are a s s umed to be 100% tangible.

(5) Col. 3 * inflation adjustment. T h e  inflation a d j u s t m e n t  assumes 

simple annual price increases at 9 percent per yea r  c o m m e n c i n g  in 

Fiscal Ye a r  82.
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TABLE 5

SADLEROCHIT OIL ROYALTY AND PRODUCTION TAX
ESTIMATES

Fiscal

Years

(1)
A v e r a g e

W ell h e a d

Price/B

(2)
Gross

Returns

(Millions)

(3)
Cleaning

Costs/B

(4) 

Royalty 

Oil Value 

(Millions)

(5)

Per Well 

Production 

MB/ D

(6) (7)
Economic Production 

Limit Tax Payments- 

Factors (Millions)

1981 $ 19.76 10818.60 48.5 1319.13 5.906 .9245 1075.83
82 26.31 14404.73 58.5 1760.55 4.559 .9011 1395.72
83 30.58 16742.55 65.3 2048.13 3.497 .8718 1569.30
84 33.79 18500.03 71.2 2263.78 2.836 .8428 1676.28
85 37.33 20438.18 77.6 2501.66 2.752 .8381 1841.49
86 41.25 22584.38 84.6 2765.15 2.727 .8367 2031.39
87 45.58 24955.05 92.2 3056.20 2.703 .8353 2240.78
88 50.37 2 7577.58 100.5 3378.42 2.679 .8338 2471.71
89 55.66 2 8035.94 109.6 3435.49 2.556 .8261 2489.50

1990 61.50 28059.38 119.4 3439.33 2.404 .8155 2459.51
91 67.96 26045.67 130.2 3193.33 2.100 .7899 2211.26
92 75.10 24670.35 141.9 3025.53 1.837 .7612 2018.31
93 82.98 2 3472.92 154.7 2879.42 1.615 .7302 1842.08
94 91.70 21755.83 168.6 2669.48 1.383 .6879 1608.36
95 101.33 20711.85 183.8 2542.02 1.217 .6485 1443.43
96 1 1 1 .96 20024.05 200.3 2458.23 1.089 .6108 1314.33
97 123.72 19846.43 218.3 2439.86 1.000 .5714 1237.09

98 136.71 19460.67 238.0 2390.23 .907 .5409 1131.09

99 151.07 19574.90 257.4 2404.85 .845 .5112 1075.22

2000 166.93 18888.13 282.8 2321.02 .756 .4614 936.40

01 184.46 18178.53 308.2 2234.35 .675 .4069 794.55

02 203.82 17854.63 335.9 2195.05 .615 .3593 689.24

03 225.22 17674.14 366.2 2173.35 .566 .3150 598.14

04 248.87 17259.13 399.1 2122.79 .514 .2617 425.24
05 275.01 17566.26 435.1 2161.04 .486 .2300 434.04

06 303.88 18301 .17 474.2 2251.95 .471 .2122 417.19

07 335.79 18997.32 516.9 2338.11 .456 .1938 395.50

08 371.05 19637.82 563.4 2417.46 .439 .1721 363.04

09 410.01 2 0203.24 614.1 2487.58 .422 .1498 325.09

2010 4 53.06 20670.85 669.4 2545.69 .402 .1227 272.44



NOTES TO TABLE 5

Thi s  is the a v e r a g e  e f f e c t i v e  well h e a d  price for the 12 m o n t h  fiscal y e a r  

b e ginning each J u l y  1. For FY 1981 the w e l l h e a d  price w as est i m a t e d  by 

exam i n i n g  the actual m o n t h l y  prices for 9 m onths and estimating the 4th 

quarter. Fiscal y e a r  1981 prices reflect the impact of oil price controls 

d u r i n g  the first half of the year. For FY 1982 and beyond we began by 

a s s u m i n g  a J u l y  1, 1981, w e l l h e a d  price o f  $25.00 per barrel (about the 

c u r r e n t  price) and a real price increase of 1 1/2% per year. In addition, 

w e  a s s u m e d  the FY 1983 a v e rage w e l l h e a d  wo u l d  be adjusted upward by $1.50 

d u e  to an e x p e c t e d  d e c r e a s e  in the TAP's tariff and that this adj u s t m e n t  

w o u l d  become part o f  the w e l l h e a d  price base. Finally, w e  assumed that 

i n flation wo u l d  c o n t i n u e  at a rate of 9% per y e a r  (simple compounding) 

t h r o u g h o u t  t he period.

Gross returns = (Col. 1) * (Col. 1, Ta b l e  1) * 365 days).

T h i s  c h a r g e  f or c l e a n i n g  state r o y alty oil to m a k e  it pipeline re a d y  is set 

o u t  in the s e t t l e m e n t  a g r e e m e n t  providing for 42<t/barrel, inflated after 

1980 by the p r o d u c e r  price index.

R o y a l t y  oil va l u e  e quals 12.5% of gross returns (Col. 2) less cleaning

c h a r g e s , . w h i c h  equal (Col. 3) * (Col. 1, T a b l e  1) * 365.

A v e r a g e  per well d a i l y  oil production rates equals daily oil production

di v i d e d  by the n u m b e r  o f  wells. (Col. 5) = (Col. 2 Table 1)/(C o l . 5 Table 

2).

T h e  econ o m i c  limit factors are calculated in the m a n n e r  set out in AS 

43.55, using a pel value of 300B/D, and the a v e rage production rates in 

C o l . 5.

(Col. 7) = [(Col. 2) - (Col. 4)] * (Col. 6) * .1225.

- 17 -



TABLE 6

SADLEROCHIT PROPERTY TAX ESTIMATES
(MILLIONS OF DOLLARS)

(1) 
F orecast 

T a n g i b l e  

Capital Investment

(2)
Deprec i a t i o n

F actors

81

82

83

84

85

86

87

88

89

90

91

92

93

94

95

96

97

98

99 

2000

01

02

03

04

05

06

07

08 

09

2010

Fiscal Year

1367

2031

2253

1727

1043

11

11

.9600

.9583

.9565

.9545

.9524

.9500

.9474

.9444

.9412

.9375

.9333

.9286

.9231

.9167

.9091

.9000

.8889

.8750

.0751

.8333

.8C00

.7800

.6667

.5000

.0000

(3)
Tax Base 

(Jan 1) 

Appraisal

( A c t u a l )3758.25 

5299.49 

7567.04 

10142.56 

12279.81 

13790.85

14291.78

14768.78 

15203.64

15597.14 

15938.33 

16214.59

16411.48

16512.48

16498.72

16348.73 

16038.10

15539.14 

1 4820.46 

1 3846.54 

12577.27 

10967.38

8965.84

6515.17

3550.77

0

0

0

0

0

(4)
T a x  @ 20 Mil 

Rate

75.17

105.99

151.34 

202.85 

245.60 

275.82 

285.84 

295.38 

304.07 

311.94

318.77

324.29 

328.23 

330.25

329.97

326.97 

320.76

310.78 

296.41 

276.93 

251.55

219.35 

179.32

130.30 

71.02

0

0

0

0

0

- 18 -



N O T E S  T O  T A B L E  6

To e s t i m a t e  payments of the ad v a l o r u m  tax on production property (the 

20 mill "hardware tax") we simulated Dept, of Revenue appraisal practices. 

First, r e p l a c e m e n t  va l u e  was d e t e r m i n e d  by a p preciating the prior years 

tax base at an a s s u m e d  inflation rate of 9%. Thi s  n ew base was then 

d e p r e c i a t e d  ov e r  the remaining useful life of the field w h i c h  was a s­

sumed to be 25 y e a r s  in FY 1981. Finally, any current y e a r  tangible cost 

outlays we r e  added to the adjusted prope r t y  tax base.

(1) From Col. 4, T a b l e  4, adju s t e d  for inflation at 9%.

(2) Factors r e p r e s e n t  one m i n u s  incremental d e p r e c i a t i o n  rates - (1-

1/25), (1-1/24), (1-1/23) . . .

(3) Tax base c a l c u l a t e d  as d e s c r i b e d  above. FY 1981 a mount is the

actual a p p r a i s e d  value by the P e t r o l e u m  Revenue Division, Department

of Revenue. Ze r o  a m o unts shown in y e a r s  2 0 0 6 - 2 0 1 0  are a product of 

the a s s umed 25 y e a r  useful life. Small actual amounts would exist 

if p r o d uction w e r e  to c o n t i n u e  to the y e a r  2010.

(4) Tax R e v enue E s t i m a t e  a s s umes 20 mill tax rate t h r o ughout period.

(Col. 4) = (Col. 3) * .02.



T A B L E  7

S A D L E R O C H I T  W I N D F A L L  T A X  E S T I M A T E S

(1) (2)
W O R K I N G

I N T E R E S T  WELL H E A D  

PR O D U C T I O N  PRICE

(Millions o f  (Dollars per

Fiscal Ye a r

Barrels) B a r r e l )

(3)

A V E R A G E  

BASE PRICE 

(Dollars per 

B a r r e l )

N O N -WINDFALL 

GROSS 

(Millions of 

Dollars)

( 4 )

GROSS • 

W I N D F A L L  

(Millions of 

Dollars)

( 5 )

1981

82

83

84

85

86

87

88 

89

1990

91

479.6

4 7 9 . 6

479.6

479.6

479.6

479.6

479.6

479.6

440.7

399.2

335.3

19.76

26.31

30.58 

33.79 

37.33 

41.25

45.58 

50.37 

55.66 

61.50 

67.96

13.69

14.92

16.65

19.23 

20.82 

22.56 

24.46 

26.53 

28.78

31.23 

33.91

6565.72

7155.63

7982.94

9222.71

9985.27

1 0819.78 

11731.02

1 2723.79 

1 3802.89 

14977.91 

16263.28

2 9 1 1.18

5462.65

6683.23

6982.97

7 9 1 8.20

8 9 6 3 . 7 2

10129.15

11433.66

10728.70

9574.12

6526.47

Fiscal Yea r

(6) 
P R O D UCTION 

T A X  ON 

W I N D F A L L  

(Mil 1 ions 

of Dollars)

(7)

NET 

W I N D F A L L  

(Millions 

o f  Dollars)

(8)
P HA S E - O U T

FACTOR

(9)
W.P.T. 

(Millions 

of Dollars)

1981 329.69 2581.49 1.000 1807.04

82 602.99 4 8 5 9.66 1.000 3401.76

83 7 1 3 . 7 4 5969.49 1.000 4 1 7 8.64

84 7 2 0 . 9 4 6262.03 1.000 4383.42

05 8 1 2 . 9 4 7105.26 1.000 4973.63

86 9 1 8 . 7 4 8 0 4 4.98 1.000 5631.49

87 1036.46 9092.69 1.000 6364.88

88 1167.84 10265.82 .910 6539.33

89 1085.71 9642.99 .450 3037.54

90 9 56.44 8 6 1 7.68 .200 1206.48

- 20 -



M O T E S  T O  T A B L E  7

T h e  198 0  Federal Windfall Profits Tax placed S a d l e rochit oil in the highest tax

c a t e g o r y  (70%) but provided for f a vorable tre a t m e n t  of reductions in TAP's

pipel i n e  tariff.

(1) W o r king interest production is the non r o y a l t y  share of oil production.

(Col. 1) = (Col. 1, T a b l e  1) * 365 * 7/8.

(2) W e l l h e a d  price e s timates from Col. 1, Table 5.

(3) A v e r a g e  base price estimates are cal c u l a t e d  as set forth in the law.

Beg i n n i n g  w i t h  a May, 1979, price control ceiling value of $12.70 less 21 <t 

this a mount is inflated b y  the GNP d e f l a t o r  lagged 2 quarters. Af t e r  1981, 

inflation is projected at a 9% simple annual rate. In addition, a TAP's 

t a r i f f  a d j u s t m e n t  is ad d e d  to this base assuming a t a riff decrease of $1.50 

p er barrel m i d  fiscal y e a r  1983. T h i s  provides a one q u a rter rate a d­

jus t m e n t  during FY 83 (3 7 . 5(f) and t h e r e a f t e r  $1.50.

(4) Non-windfall gross equals the a v e rage base price times production. This 

a m o u n t  plus a n y  p r o d uction taxes paid on the windfall is exempt from the

tax. (Col. 4) = (Col. 1) * (Col. 3).

(5) Gross windfall equals total working interest production (excludes state 

r o y a l t y  share). (Col. 5) = (Col. 1) * [(Col. 2) - (Col. 4)].

(6) T h e  production tax on the windfall portion is calculated assuming a 12.25%

tax rate and economic limit factors a l r e a d y  estimated. (Col. 6) = (Col. 5) 

* 12.25% * (Col. 6, T a b l e  5).

(7) N et windfall a m o unts equal the gross windfall less production taxes, up to 

15%, paid on the windfall portion. (Col. 7) = (Col. 5) - (Col. 6).

(8) T h e  windfall profits tax is due to phase out at 3% per m o n t h  when total

co l l e c t i o n s  reach $ 2 2 7 . 3  billion, but not before J a n u a r y  1988. Phase out 

factors a s s u m e  the windfall profits tax will collect $227.3 Billion on or 

before January, 1988.

(9) T h e  windfall profits tax payments e q uals 70% of net windfall adjusted for

p h a s e  out. (Col. 9) = (Col. 7) * (Col. 8) * .7.



T A B L E  8

S A D L E R O C H I T  R E S E R V O I R  V A L U E  I N  E S T I M A T E D
( M I L L I O N S  O F  D O L L A R S )

1981

82

83

84

85

86

87

88 

89

1990

91

92

93

94
95

96

97

98

99 

2000

01

02

03

04

05

06

07

08 

09

2010

F i s c a l  Y e a r

(1)
PRODUCERS

GROSS
REVENUE

9499.47

12644.18 

14694.42 

16236.25 

17936.53 

19819.23 

21898.77 

24199.16 

24600.45

24620.05

22852.34

21644.82 

20593.55

19086.35

18169.83 

17565.82

17429.57 

17070.44

17170.05 

16567.11

15944.18

15659.58 

15500.79 

15136,37

15405.22

16049.22 

16659.21

17220.36 

17715.66

18125.18

(2)

TOTAL
OPERATING

EXPENSES

242.58

255.11 

299.66

359.93

512.01

511.12 

647.33

718.94 

779.69

797.90 

791.39

790.50

8 3 6.50 

815.11 

863.06

934.01

938.90 

983.81

1011.03

1150.58

961.30

1122.65

1172.64

1101.27

1153.36

1272.37 

1073.34 

1298.91 

3295.99 

3629.87

(3)
TOTAL

CAPITAL
OUTLAY

1532

2158

2191

1690

1030

32

30

(4)
OIL

PRODUCTION
TAX

1075.83

1395.72

1569.30 

1676.28

1841.49 

2 0 3 1.39 

2240.78 

2471.71

2489.50

2459.51 

2211.26

2018.31

1842.08 

1608.36 

1443.43 

1314.33

1237.09

1131.09 

1075.22

936.40

794.55

689.24 

598.14

4 8 5.24

4 3 4.04 

4 1 7.19 

395.50

363.04 

325.09 

272.44

(5)
AD VALORUM 

PROPERTY 
TAX

75.17

105.99

151.34 

202.85 

243.60 

275.82 

285.84 

295.38 

304.07 

311.94

318.77

324.29 

328.23 

330.25

329.97

326.97 

320.76

310.78 

296.41 

276.93 

251.55

219.35 

179.32

130.30 

71.02

- 22 -



T A B L E  8  C O N T ' D .

F i s c a l  Y e a r

(6) 

WINDFALL 

PROFITS TAX

(7)
TOTAL 

NET CASH FLOW

(8)
T I M E  PERIOD TO 

JULY, 1981 (Years)

(9)

NET PRESENT VALUE 

19% DISCOUNT RATE

1981 1807.04 - - -

82 3401.76 5327.60 .5 48 8 3 . 8 0

83 4 1 7 8.64 6304.48 1.5 4856.56

84 4 3 8 3.42 7923.77 2.5 5129.38

85 4 9 7 3.63 9333.80 3.5 5077.43

86 5631.49 11337.41 4.5 5182.66

87 6364.88 12329.94 5.5 4736.45

88 6 539.33 14173.80 6.5 4575.42

89 3037.54 17999.65 7.5 4880.01

1990 1206.48 19844.22 8.5 4523.61
91 20.63 19510.29 9.5 3737.38
92 18511.62 10.5 2979.90
93 17586.74 11.5 2 3 7 9.00
94 16332.63 12.5 1 856.60
95 15533.37 13.5 1483.82
96 14990.51 14.5 1203.33
97 14932.82 15.5 1007.31
98 14544.76 16.5 830.15
99 14787.39 17.5 704.40

2000 14203.10 18.5 568.54
01 13936.78 19.5 468.81
02 13628.34 20.5 285.24
03 13550.69 21.5 321.89
04 13419.56 22.5 267.87
05 13746.80 23.5 230.59
06 14359.66 24.5 202.42
07 15190.37 25.5 179.94
08 15558.41 26.5 254.87
09 14094.58 27.5 117.90

2010 14222.87 28.5 99.98

To July 1, 1981 = 63,025.29 .

-  2 3  -



N O T E S  T O  T A B L E  8

NOTE: This v a luation simulates the action of appraisors by c alculating

t he value of the S a d l e r o c h i t  field using the dis c o u n t e d  income 

method. It a s s umes that a n y  tax levied on this v a luation base 

wo u l d  not be paid because of o f f s etting credits. V a luation totals 

include the value o f  plant and equipment in the field a l r e a d y  

subject to an ad v a l o r u m  prop e r t y  tax.

(1) P r oducers gross revenue is equal to the gross value of production 

less the net state r o y a l t y  share. In these estimates wellhead 

oil prices a re a s s umed to increase 1.5% per y e a r  for real price 

g r o w t h  a nd 9% per y e a r  for inflation throughout the period. (Col. 

1) = (Col. 2, Ta b l e  5) - (Col. 4, Table 5).

(2) Total O p e r a t i n g  Expenses f r o m  Col. 8, Table 3.

(3) Total Capital O u t l a y  fro m  Col. 5, Table 4.

(4) Oil P r o duction Tax fr o m  Col. 7, Table 5.

(5) Ad v a l o r u m  p r o p e r t y  tax ("hardware") from Col. 4, Table 6.

(6) Windfall profits tax fro m  Col. 9, T a b l e  7.

(7) 'Total net cash f l o w  equals the producers gross revenue less all

d e d u c t i o n s  (Note: Income taxes are not d e d u ctible and mi n o r  

amounts such as conser v a t i o n  taxes have also been ignored). F i s­

cal y e a r  1981 cash flows have also been excluded as they occur 

prior to v a l u a t i o n  date. (Col. 7) = (Col. 1) - (Col. 2) - (Col.

3) - (Col. 4) - (Col. 5) - (Col. 6).

(8) T i m e  is m e a s u r e d  fr o m  the m i d d l e  of the indicated fiscal y e a r  to 

J u l y  1, 1981, the appraisal date. For later y e a r  valuations 

this Col. is mo v e d  downward, seriatum.

(9) Net p r e sent values a re ca l c u l a t e d  using a 19% disc o u n t  rate and 

simple annual discounting, i.e., (Col. 7 ) / [ l .19 exp. (Col. 8)]. 

This is c o n s i s t a n t  with usual appraisal practices.

T he v aluation as o f  July, 1981, is the sum of the present values 

o f  cash flows listed in Col. 9. Valuation in subsequent years 

assumes that all j u d g m e n t s  regarding field d evelopment and price 

increases remain unchanged. T h e y  are then calculated by e x­

cluding periods prior to the new valuation date and discounting 

the remaining cash flows in Col. 7 over the time period calculated 

to that date. The results of these calculations are shown in 
T a b l e  14.

-  2 4  -



T A B L E  9

S A D L E R O C H I T  S T A T E  I N C O M E  T A X  E S T I M A T E S
( M I L L I O N S  O F  D O L L A R S )

(1) (2) (3) (4) (5) (6) (7)
STATE PRODUCTION AD V A L O R U M TOTAL D E P R E C I A T I O N  A Q U I S I T I O N  INTEREST

ROYALTY CONSERV. PROPERTY OPE R A T I N G COSTS COSTS EXPENSE

SHARE TAX TAX COSTS EXPENSE

Fiscal Yea r

1981 1 319.13 1076.51 75.17 242.58 222.25 123.08 199.62
1982 1760.55 1396.40 105.99 255.11 333.14 141.54 220.58
1983 2048.13 1570.48 151.34 299.66 4 9 6 . 7 9 162.77 243.74
1984 2263.78 1676.96 2 02.85 359.93 684.27 187.19 269.33
1985 2501.66 1842.17 2 45.60 512.01 8 41.95 215.27 297.61

(8) (9) (10) (11) (12) (13)
E X P L O RATION A D M I N I S T R A - TOTAL GROSS TOTAL TOTAL TAX

COSTS TIVE COSTS DEDUCTIONS RETURNS T A X A B L E  INCOME LIABILITY

Fiscal Yea r

1981 60.71 65.70 3384.75 10818.60 7433.85 698.78
1982 69.81 71.61 4 3 5 4.73 14404.73 1005 0 . 0 0  944.70
1983 80.29 78.06 5131.26 16742.55 11611.29 1091.46
1984 92.33 85.08 5821.73 18500.03 12678.30 1191.76
1985 106.18 92.74 6655.18 20438.18 1 378 3 . 0 0  1295.60

-  2 5  -


