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HYPOTHETICAL THREE COMPANY OWNERSHIP OF PRUDHOE BAY FIELD 
REVENUE TO ALASKA AND OTHER STATES IF OIL SELLS FOR $10.00/B8L.

AND TAPS 
IN CALIFORNIA

A luukan State Income Tux Paid By:

A-Califorulu Marketing and Refining Company

B-l.arge Integrated Domeatlc Company

•C-Hajor International Cumpany

Aluukan Slate Income Tax Revenue

Alnnkan State Revenue Other Tlian liirome Tax*

Roydlty to State of Aluaku

Aluukan State Severance Tax

Aluukan State Reservee Tax—

Paid

Severance Tax Credit 

Alaukun Stale Ad Valorem Tux 

Nun-Income Tax Suklolul 

Total Alunha.i State Hevemic 

Income Tax P a id to Alt Stutea By:

1977 v. 1978 1979 • 1980 19H1

$ 2.4 $ 15.3 $ 21.0 $ 21.6 $ 21.3

7.9 14.9 17.9 18.4 18.5

11.4 16.7 18.9 19.4 19.7

$ 2-1.7 $ 46.9 $ 57.8 $ 59.4 $ 59.5

$ 66.7 $237.1 $344.2 $351.1 $357.9

82.5 219.9 274.8 274.8 274.8

235.0 ... ... ... ______

( 41.2) (109.9) (137.4) (137.4) ( 31.5)

190.0 208.2 219.5 215.6 211.4

$533.0 $555.3 $701.1 $704.1

$763.5

£812.6

$554.7 $602.2 $758.9 $872.1

19H2 1981

$ 21.7 $ 22.8

18.9 19.8

20.1 20.9

.19H4_

$ 23.7

20.7

21.8

1985

$ 24.A 

21.2 

22.4

1986

$ 23.3 

20.6 

21.9

$ 60.7 $ 6 3 . 5  $ 66.2 $ 68.0 $ 65.8

$364.8 $349.0

274.8 274.8

$338.1

274.8

$342.9

274.8

$308.5

256.5

206.8 203.6

$846.4 $827.4

$907.1 $890.9

202.9

$815.8

$882.0

196.1

$813.8

$881.8

184.0

$749.0

$814.8

A-Cullfornlu Hurketing uud Ruf'inlug Company $ 9.7 $ 60.7 $ 82.4 $ 84.0 $ 82.4 $ 83.1 $ 86.6 $ 89.2 $ 91.1 $ 87.1

U-Largc Integrated Domeatlc Cumpany 50.3 88.9 105.6 106.8 105.7 106.3 109.1 111.2 112.8 109.6

C-Major Intermit Iona 1 Company 58.2 80.6 90.4 91.2 90.8 91.3 93.1 94.5 ' 95.5 93.6

Totul Income Tux Puld to All Staten $118.2 $230.2 $278.4 $282.0 $278.9 £280.7 $288.8 $294.9 $299.4 $29U.3

Effective Compoulte State Income Tux Rate 

on Total Tnxuhle Eurnlogu 4.02 5.52 5.72 5.72 5.72 5.72 5.72 5.82 5.82 5.82

Aluukan Income Tux Paymentu uu Percent of 

Income Tux Puymentu to All Stuleu 18.42 20.42 20.82 21.12 21.32 21.62 22.02 22.42 22.72 22.72

* Each owner ccmpuuy would pay oue-thlrd of the flguren uhown In thiu unction.



HYPOTHETICAL THREE COHPANY OWNERSHIP OP PRUDHOE DAY FIELD AND TAPS 
STATE REVENUE DISTRIBUTION FROM 1977 THROUCH 1986 IF OIL SELLS FOR $10.00/BBL. IN CALIFORNIA

Type of Revenue

{ M l  Ainounto in Hilliono o f  1976 Poltava)

Company A 
Cal lfornia RefIner

Alaskan
Revenue

As Percent 
To All States

Company B 

l.nrRe Domestic

Alaskan
Revenue

As Percent 
To A l 1 Stutes

Company C

 H.i|or International

Alaskan As Percent 

Revenue T o All States

Three Company T o t n l__

Alaskan As Percent 

Revenue To All Stares

Prudhoe Bay Royalty $1,020.1 100.0X $1,020.1 100.0X $1,020.1 100.OX $1,060.3 100.OX

Prudhoe Bay Severance Tax 827.5 100.OX 827.5 100.OX 827.5 100.0X 2,482.5 100.OX

Prudhoe Bay Reserves Tax—  

Paid

Severance Tax Credit

78.3 100.OX

( 152.4) 100.OX

78.3 100.OX

( 152.4) 100.OX

78.4 100.OX

( 152.5) 100.0X

235.0 100.OX

( 457.3)* 100.OX

Prudhoe Bay and TAPS 

Ad Valorem Tax
679.4 100.OX 679.4 100.OX 679.4 100.OX 2.03B.2 100.OX

Stole Income Tux on All^ of 

Company's Operations
197.5 26.IX 178.8 17.8X 193.2 22.OX 569.5 21.6X

Totul Revenue to State of Alaska $2.650.A 77.8X $2.631.7 72.3X $2,646.1 75.IX $7,928.2 75.OX

* Includes credit for the $222.3 million reserves tax paid during 1976.
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HYPOTHETICAL THREE COHPAKY OWNEfl

  ------

[p OF PRUUIIOE BAY FIELD AND TAPS

— — —

2-A

ll • ♦
(All Amount a in Hilliona o f  1976 Dollars) i

1977 1978 1979 I9H0 1981 1982 1983 I9H4 1985 1986

Aluskun State Income Tax Paiil By:

A-Cailforniu Marketing and Refilling Company $ 5.5 $ 24.1 $ 31.9 $ 32.5 $ 32.0 $ 32.6 $ 33.9 $ 35.0 $ 35.7 $ 33.9

B-l.arge Integrated Domestic Cumpany 9.5 19.2 23.4 24.0 23.9 24.6 25.6 26.6 27.2 26.3

C-Major International Company 12.4 19.6 22.6 23.2 23.4 24.0 24.9 26.0 26.6 25.9

Alaskan State Income Tax Revenue $ 27.4 $ 62.9 $ 77.9 $ 79.7 $ 79.3 $ 8 1 . 2 $ 84.4 $ 87.6 $ 89.5 $ 86.1

Aluukan State Revenue Other Thau Income Tux*

Royalty to State of Alauka $128.3 $401.6 $549.6 $556.4 $563.2 $570.1 $554.3 $543.4 $548.2 $500.1

Aluukan State Severance Tux 82.5 220.7 298.9 302.6 306.3 310.1 301.1 • 295.6 298.2 272.0

Alaskan State Reserves Tax—  

Paid

Severance Tax Credit
235.0 

( 41.2) (110.3) (149.4) (151.3) ( 4.9)
*  — --------- --------- -------- ---------

Aluskun State Ad Vulorem Tux 190.0 208.2 219.5 215.6 211.4 206.8 203.6 202.9 196.1 184.0

Non-Income Tux SubLolul $594.6 $720.2 $918.6 $923.3 $1076.0 $1087.0 $1059.0 $1041.9 $1042.S $956.1

Tutal Alnskun State Revenue $622.0 $783.1 $996.5 :$1003.0 $1155.3 $1168.2 $1143.4 $1129.5 $1132.0 $1042.2

Income Tux Puld to All Stuleu By:

A-Callfurnla Harkutlng and Refining Company $ 22.8 $ 95.1 $124.7. $126.2 $123.3 $124.7 $128.4 $131.2 $133.0 $126.5

11-1.urge Integrated Domestic Company 60.1 114.8 137.7 138.9 136.8 138.0 141.0 143.3 144.9 139.7

C-Hujur International Compuny 63.5 95.4 109.0 109.9 109.0 109.8 111.7 113.3 114.3 ill.2

Tolul Income Tux Puld tu All Staten $146.4 $305.3 43ZLA $375.0 $369.1 $372.5 $381.1 $387.8
■  - m u  m m

5.9X

$392.2

5.9X

$377.4
M. IM IM I —

5.9X

Effective Composite Stale Income Tax Hutu 
on Total Taxable Eurulligu 5.IX 5.8X 5.9X 5.9X 5.9X 5.9X 5.9X

Aluskun Income Tux Puymcnls us Current of 

Income Tux Payments to All Status 18.7X 20.6X 21.OX 71.3X 21.5X 21. BX 22. IX 22.6X 22.8X 22.UX

.* Each owner eotpuuy would puy ouu-thlrd ill the figures shown ill tills sue 1 lull.

I



HYPOTHETICAL THREE COMPANY OWNERSHIP OF PRUDHOE BAY FIELD AND TAPS 
STATE REVENUE DISTRIBUTION FROH 1977 TIIROUCU 1986 IF OIL SELLS FOR $13.00/BBL. IN CALIFORNIA

(All Amounto in Hilliono o f  1976 Dollavo)

Company A 
California Refiner 

Alaskan As Percent 
Revenue To All States

Company B
Large Domestic______

Alaskan As Percent 
Revenue To All States

Company C

 Ha lor International

Alaskan As Percent 
Revenue To All States

Three Company Total 

Alnskai; As Percent 

Revenue To All States

Type of Revenue

Prudhoe Bay Royalty $1,638.A 100.OX $1,638.4 100.0X $1,638.4 100.OX $4,915.2 100.OX

Prudhoe Bay Severance Tax 896.0 100.OX 896.0 100.OX 896.0 100.OX 2,688.0 100.OX

Prudhoe Bay Reserves Tax—  

Paid

Severance Tax Credit

Prudhoe Bay and TAPS 

Ad Valorem T..X

78.3 100.OX

( 152.4) 100.OX

679 .4 100.OX

78.3 100.OX

( 152.4) 100.0X

679.4 100.OX

78.4 100.OX

( 152.5) 100.OX

679.4 100.OX

235.ft 100.OX 

( 457.3)* 100.0X

2,038.2 100.OX

State Income Tux on All of 297.1 26.2X 230:3 17.BX 228.6 21.OX 756.0 21.7X
Company's Operations __________ __________ _________  ________

Total Revenue to Stute of Aluuka $3,436.B 75.2X $3.370.0 72.2X $ 3 ,368.3 76.3X $10.175.1 74.5X

* Includes credit for the $222.3 million rcuorveu tux paid during 1976.



HYPOTHETICAL THREE COHPANY OWNERSHIP OF PRUDHOE BAY FIELD 

REVENUE TO ALASKA AND OTHER STATES IF OIL SELLS FOR $16.00/BBL.

(All Amounts in Millions o f  1976 Dollars)

AND TAPS 

IN CALIFORNIA

3-A

Alaukan State Income Tax Paid By:

A-CalIfurnlu Marketing and Refining Company

B-l.arge Integrated Dementlc Con|iuny

C-Hajor Internal lonul Cumpany

Alaukan State Income Tax Revenue

Aluukun State Revenue Utlier Than Income Tax*

Royalty to State of Aluaka

Alaukan State Severuncu Tux 

Alaukan Stale ReaervcB Tax—

Puld

Severance Tax Credit

Aluukun State Ad Valorem Tax

Non-Income Tux Subtotal

Totul A 1uwkan State Revenue

Income Tux Paid to All Stuteu By:

A-Culiforuiu Marketing und Refining Company

U-I.urgu Integrated Doiueutlc Company

C-Major Internutlonul Company

Tulal Income Tax Puld to All Staten

Effective Cnmpoulle State Incoau Tux Rulu 

on Total Tuxnblu Eurningu

Aluukun Income Tux I’uymenla an Percent of 

Income i'ax I’uymentu to A U S t n l e u

1977 1978

I I

1979 I9H0 1981 1982 1981 1984 1985 1986

$ 8.6 $ 32.4 $ 42.4 $ 41.9 $ 42.2 $ 42.9 $ 44.3 $ 45.5 $ 46.3 $ 43.7

10.9 23.4 28.7 28.7 29.2 29.9 31.0 32.2 32.9 31.5

13.4 22.5 26.3 26.5 27.0 27.7 28.7 29.9 30.5 29.6

$ 32.9 $ 78.3 $ 97.4 $ 97.1 $ 98.4 $100.5

Oo</»i $107.6 $109.6 $104.8

$189.9 $565.6 $754.9 $761.7 $768.6 $775.4 $759.7 $748.7 $753.5 $691.8

103.3 307.6 410.6 414.3 418.0 421.7 413.2 407.2 409.8 376.2

235.0 

C 51.7) (153.8) (205.3) ( 46.6) _— ----- -----
-----

-----

190.0 208.2 219.5 215.6 211.4 206.8 203.6 202.9 196.1 184.0

$666.5 $927.6 $1179.7 $1345.0 $1398.0 $1403.9 $1376.5 $1358jjB $1359.4 $1252.0

$699.4 $1005.9 $1277.1 $1442.1 $1496.4 $1504.4 $1480.5 $1466.4 $1469.0 $1356.8

$ 35.5 $128.0 $165.5 $162.2 $162.3 $163.8 $167.5 $170.3 $172.2 $163.2

69.5 139.7 168.9 166.5 166.7 168.0 171.0 173.4 174.9 167.8

68.9 109.9 127.3 126.2 126.5 127.5 129.4 131.1 132.2 127.8

$173.9 $377.6 $461.7 $454.9 $455.5 $459.3 $467.9 $474.8 $479.3 $458.7

5.3X 5.91 6.OX 6.DX
1

6.OX 6.OX 6.OX 6.OX 6.IX 6.OX

18.9X 10.71 21.IX 21.3X 21.6X 21.9X 22.2X 22.7 X 22.9X 22.OX

a Each owner company would pay onc-llilrd ol tliu flgurcn oliown In lltlu ‘flection.



HYPOTHETICAL THREE COMPANY OWNERSHIP 01 PRUDHOE BAY FIELD AND TAPS 
STATE REVENUE DISTRIBUTION FROM 1977 THHOUCII 1986 IF OIL SELLS FOR $16.Q0/BBL. IN CALIFORNIA

(All Amounte in Millions o f  1976 Dollaro)

Company A 

California Refiner 
Alai.kau As Percent 

Revenue To All Staten

Company B 
Large Domes tic

Alaukan
Revenue

Au Percent 

T j  All States

Company C 

Ha|or International 
Alaukan Aa Percent 

Revenue To All States

Three Company Total__

Alaukan Aa Percent 
Revenue To All Stutes

Type of Revenue

Prudhoe Bay Royalty $2,256.6 100.OX $2,256.6 100.OX $2,256.6 100.OX $6,769.8 100.OX

Prudhoe Bay Severance Tax 1,227.1 100.OX 1,227.1 100.OX 1,227.3 100.OX 3.6B1.9 100.OX

Prudhoe Bay Reserves Tax—  

Paid

Severance Tax Credit

78.3 100.OX

( 152.4) 100.OX

78.3 100.OX

( 152.4) 100.OX

78.4 100.OX

( 152.5) 100.OX

235.0 100.OX

( 457.3)* 100.OX

Prudhoe Buy and TAPS 

Ad Valorem Tax
679.4 100.OX 679.4 100.OX 679.4 100.OX 2,038.2 100.OX

State Income Tax on All of 

Company's Operations

390.2 26.2X 278.4 17.8Z 262.1 21.7X 930.7 2!. 3X

Total Revenue to State of Alaska $4.479.4 75.OX $4,367.6 73.6X $ 4 .351.3 78.3X $1.3,198.3 75.6X

* lncludeu credit for the $222.3 million reserves tax paid during 1976.



January 21, 1977

SOHIO SUBMISSION TWO 

This is the second paper submitted by Sohio for consideration by 

the Alaskan Administration and the Alaskan Legislature in the studies 

each has been conducting concerning the long term oil taxation and 

leasing policy for the State. The first paper, entitled Sohio 

Submission One, was provided to the Alaskan Administration and 

Legislature on October 28, 1976.

By way of background, that paper examined the state income 

tax of Alaska under the allocation method of the Multistate Tax Compact 

and made illustrative projections of the substantial revenue that Alaska 

would receive as a result of the first ten years of operation of the 

Prudhoe Bay Field and the Trans Alaska Pipeline System (TAPS). Those 

projections of revenue included estimates of the State's royalty income 

and tax receipts resulting from Alaska's severance tax, reserves tax, 

ad valorem tax and state income tax.

In order to develop those hypothetical projections for the future 

operations of Prudhoe Bay and TAPS, it was assumed that equal one-third 

shares of that field and pipeline would be owned by three typical com­

panies, none of which were intended to represent any company actually 

involved in that project. The assumed characteristics of the three 

typical companies which were used in Sohio Submission One were as follows 

Company A - A California based marketing and refining 

company with no crude oil production.



Company B - A large, integrated domestic company with 

significant petroleum production and 

transportation operations.

Company C - A major international company with substantial 

foreign operations.

Due to the degree of uncertainty surrounding both the future price cf 

North Slope oil and future rates of inflation, the projections of Alaskan 

revenue contained in Sohio Submission One were calculated in terms of 

constant 1976 dollars, assuming three differen" California market prices: 

$10.00/barrel, $ 13.00/barrel, and $ 16.,00/barrel.

Among the significant findings of So'hio Submission One was that at 

the $10.00 per barrel price, Alaska would receive average revenues of 

almost $800 million per year from Prudhoe Bay and TAPS during the next 

ten years. At the $13.00 per barrel and $16.00 per barrel prices,

Alaska's average annual revenues from this project would exceed $1.0 

billion and $1.3 billion, respectively. These tax and royalty revenues 

to Alaska would represent approximately 75 percent of such revenue paid 

to all states, including Alaska, resulting either wholly or in part from 

the Prudhoe Bay Field and the Trans Alaska Pipeline. If some factor 

for inflation were applied to these projections rather than using constant 

1976 dollars, the average annual revenues would increase accordingly, 

but Alaska's 75 perce.t share of such revenue to all states resulting 

from this project would not change.

The purpose of Sohio Submission Two is not to further examine either 

the "fair share" aspects of Alaska's taxation policy or the revenues the



State might expect as a result of Prudhoe Bay and TAPS. Sohio Submission 

Two takes the next step and compares the tax burden of such Alaskan tax 

laws currently on the books with the tax burden of the comparable tax laws 

of the other three largest oil producing states— Texas, Louisiana, and 

California. In the development of this comparison of tax burdens, exactly 

the same basic economic assumptions regarding the Prudhoe Bay Field and 

TAPS are used that were the basis for Sohio Submission One. Additionally, 

it is assumed again for this hypothe+ical case that one-third of this 

field and pipeline is owned by each of the three typical companies pre­

viously mentioned. In other words, the tax payments for each other 

producing state have been calculated by simply assuming that Alaska adopted 

the tax laws of that other state in lieu of the existing Alaskan tax laws. 

For comparison purposes, only tne constant $13.00 per barrel selling price 

in California is used. This is the midpoint of the assumed price levels 

which were used in Sohio Submission One. As in the previous paper, no 

attempt has been made to forecast future rates of inflation, and again, 

all the calculations and results are expressed in constant 1976 dollars.

Since this paper analyzes only the taxes of these oil producing 

states, the $4.9 billion in royalty payments that Alaska would receive if 

oil sells for $13.00 per barrel in California has been eliminated from 

the comparison. To simplify the comparison, Alaska's 1976-1977 reserves 

tax and future credit against severance tax payments have been deleted 

from this analysis. Since the reserves tax was enacted to alleviate 

Alaska's short term financial difficulties prior to initial production 

from Prudhoe Bay and since the reserves tax payments will be completely 

offset by future credits against severance tax obligations, it is not a

- 3 -



part of Alaska's‘permanent ongoing taxes, and it is the comparison of 

these states' ongoing tax laws that is the most informative.

The results of this analysis are displayed on the attached Tables I,

2, and 3. Each of these Tables lists the principal Alaskan taxes which 

currently apply to petroleum activities in the slate. These include the 

state income tax, the severance tax, and the petroleum property ad valorem

tax. The payments which would be made to the State of Alaska over the

1977 through 1986 ten year period have been calculated and listed on each 

Table, along with the basis of calculation for each tax. The tax payments 

resulting from the comparable taxes of Texas, Louisiana, and California 

and their bases are listed on Tables I, 2, and 3, respectively. Finally, 

each Table compares the total payment to Alaska for each tax as a percent 

of the total payment which would result under the comparable tax of the 

other leading oil production state.

Table I, for example, is a comparison of the tax burden under the 

Alaskan tax laws with the tax burden under such tax laws of Texas, currently 

the largest oil production state in the U.S. As indicated on Table I, 

the Alaskan state income tax payments of the three hypothetical companies 

owning Prudhoe Bay and TAPS would total more than $750 million over the 

1977-1985 ten year period. Texas, on the other hand, does not have a 

state income tax so, if the three companies were subject to Texas tax 

laws instead of the Alaska tax laws, the state income tax payments by the

three companies would be zero.

The second section of Table I compares the payments which would be 

made from 1977 through 1986 by the three companies under the Alaskan



severance tax and ad valorem tax to those payments which they would have 

to make if they were subject to similar taxes in Texas. Since it is 

assumed that one-third of Prudhoe Bay and TAPS would be owned by each 

of the three typical companies, each company's tax payments would simply 

be one-third of the figures shown in this section. Alaska's severance 

tax would average 7.8 percent of the net wellhead value of the oil, 

i.e., the wellhead value after royalty payments are deducted. This 

results in total-Alaska severance tax payments of almost $2.7 billion 

over the ten year period. Since the Texas severance tax rate is only 

4.6 percent of the net wellhead value, the total severance tax payments 

would be slightly more than $1.6 billion over the same period.

Therefore, the severance tax payments resulting under Alaska's current 

severance tax would be 163 percent of those resulting under Texas's 

current severance tax.

The present ad valorem tax rate of Alaska is equal to 20 mills and 

is applied to the valuation of all petroleum hardware. This would 

result in Alaskan ad valorem tax payments by the three companies of more 

than $2.0 billion from 1977 through 1986. The ad valorem tax on produc­

tion properties in Texas is equivalent to 2.5 percent of the net wellhead 

value of the oil produced. For pipeline facilities, the Texas ad valorem 

tax averages slightly less than 8 mills times the hardware va'jation. 

Therefore, the total ad valorem tax payments which the three companies 

would have to pay if they were subject to these Texas tax laws would total 

$1.46 billion from 1977 through 1986. As indicated on Table I, the Alaskan



ad valorem tax payments over this ten year period would be 140 percent 

of those in Texas.

The sum of a I I these Alaskan tax payments made by the three 

companies from 1977 throjan 1986 would be almost $5.5 billion. The 

comparable fiGures under the Texas tax laws would be only slightly 

more than £3.1 billion. In summary, the Alaska tax burden would be 

176 percent of that for Texas.

Table 2 compares in the same way Alaska's taxes with those of 

Louisiana, currently the second largest oil production state. Several 

significant factors concerning Louisiana's taxes are demonstrated by 

this Table. First of all, while the Louisiana state income tax rate 

is 4.0 percent, Louisiana has an oil depletion allowance equal to the 

lesser of 38 percent of the net wellhead value, or 50 percent of oil 

production taxable income. Furthermore, the state allows the deduction 

of Federal Income tax payments prior to the determination of ■* ie state 

income tax liability. Therefore, income tax payments to Louisiana 

by the three companies would amount to S382 million over the 1977 to 

1986 period. The income tax payments under Alaska's state income tax 

over this same period would be 197 percent of this amount.

Another significant item highlighted by Table 2 is the total 

payments by the three companies of almost $4.5 billion resulting from 

Louisiana's 12.5 percent severance tax rate, which is the highest oil 

severance tax in the U.S. As indicated on Table 2, the corresponding 

payments under Alaska's severance tax are 60 percent of those under 

Louisiana's severance tax. However, this difference in tax receipts



is almost completely offset by the fact that Alaska's ad valorem taxes 

are substantially higher than those in Louisiana, that is, 298 percent 

of such Louisiana taxes. When the total of these tax payments by the 

three companies is considered, the payments to Alaska of almost $5.5 

billion over the ten year period are 99 percent of the tax payments 

which would be made to Louisiana.

Table 3 compares the tax laws of Alaska to those of California, 

the third largest oil producing state. California’s income tax rate of 

9.0 percent is almost as high as that of Alaska, and the total tax 

payments by the three companies under either state’s income tax law 

would be within $25 million of each other for the ten year period.

As indicated on Table 3, the ad vaicrem tax payments under 

California's tax law wouid be about twice those paid to the State of 

Alaska. On the other hand, California levies no severance tax on 

oil production. When the total payments by the +hree companies 

resulting from these two taxes are compared for each state, the 

payments to Alaska would be 112 percent of those under California's 

method of taxation. Including the projected state income tax payments 

in these totals, the $5.5 billion total ten year tax burden in Alaska 

wouId be II I percent of the $4.9 billion t^tal which would result under 

Cal i fornia's tax laws.

Sohio Submission Two confirms the testimony by Sohio before the 

joint hearing of the Alaskan Senate and House Resources Committees 

that the burden of these tax laws already on the books in Alaska

eguals or exceeds the correspondino tax burdens of the other leading



oil production states. Using the hypothetical three company ownership 

of the Prudhoe Bay Field and the Trans Alaska Pipeline to illustrate 

the point, Sohio Submission Two affirms in a more precise manner that 

Alaska’s current tax laws are 176 percent of those of Texas; 99 percent 

of Louisiana’s; and III percent of California’s.

It is respectfully suggested that Alaska's comparative tax position 

is one factor deserving careful attention if the State considers further 

changes in its tax laws, since such changes will affect the revenues 

flowing to the State government and the health of the State's economy, 

both of which will principally depend on reasonable resource development.

The Standard Oil Company (Ohio) 

1780 GuiIdhalI 
Cleveland, Ohio 441 I 5 
January 21, 1977



TAIILF i

HYPOTHETICAL THREE COMPANY OWNERSHIP OF PRUDHOE BAY FIELD AND TAPS 

COMPARISON OF THE TAX BURDEN UNDER THE LAWS OF ALASKA AND THE LAWS OF TEXAS - 1977 THROUGH 1906 
(This hypothetical caoe aaanmea oil aelle for a oonotant $13.OO/BBL. price 

in California. All figuvea in milliono o f  oonatant 1076 dollara.l

______________________ALASKA TAXES___________________________ TEXAS fAXES ._____________________ Payments Under

Alaskan Tax 
Structure As A 

Percent ol That 
Under Texas Tax

Pdsl s_______________. S M I 11 I o n s __________________ Basls_________________ $M111 Ions St ructura

Stale Income Tax Paid By:

Company A - California Marketing 

and Refining Company
9.At of income Taxablo by tho State $ 295.2 0$ of Income Taxablo by the State $ 0.0 CD

Company B - Large Integrated 
Domestic Company

9.At of Income Taxable by the State ‘ 229.4
•

0$ of Income Taxable by the State 0.0 m

Company C  - Major International 
Company

9.4% of Income Taxablo by tho State 220.2 0$ of Incomo Taxablo by the State 0.0 CO

Stale Income Tax Subtotal $ 752.8 $ 0.0 CO

Oilier Taxos:a

Suvorance Tax 7.0i of Wollhoad Value after Royalty 
Payments

$2,688.0 4.6$ of Wellhead Value altor Royalty 
Paymonts

11,648.9 163$

Ad Valorem Tax Fluid and Plpollno - 2.0f of H ard­
ware Valuation

2,038.2 Field - 2.5$ of Wellhead Value after 

Royalty Paymonts

Pipeline - 0.78$ of Hardware Valuation

1,459.0 140$

Suvuranco and Ad Valoroin 

Tax Subtotal
*4,726.2 • $3,107.9 152$

Total Tax Payments
•

$5,479.0
*

$3,107.9 176$

a Company A, Company 0, and Company C would ouch puy onu-lhlrd ol tho

r

figures shown In this sect Ion.



HYPOTHETICAL THREE COMPANY OWNERSHIP OF PRUDHOE BAY FIELD AND TAPS 
COMPARISON OF THE TAX BURDEN UNDER THE LAWS OF ALASKA AMD THE LAWS OF 101)1 SI ANA - 1977 THROUGH 1906 

(Thio hypothetical oaoe aaoumea oil cello fo r  a oonotant $ 13.OO/BDL. price 

in California. All figuvea in millions o f  oonotant 1976 Dollavo.)

ALASKA TAXES

Bas I s

State Incoroo Tax Paid By:

Company A - California Markotlng 9.4S of Income Taxablo by the State 

and Refining Company

Company B - Large Integrated 

Domestic Company

Company C - Major International 

Company

State Income Tax Subtotal

Oil i er  T a x os : ^

9,4$ of Income Taxablo by the State 

9.4$ of Income Taxable by Iho Stato

Sovoranco Tax

Ad Valorem Tax

Severance and Ad Valorem 
Tax Subtotal

Total Tax Payinunts

7.8$ of Wellhead Valuo after Royalty 
Paymonts

Field and Pipeline - 2.0$ of Hard­
ware Value

SMI 11 Ions

S 752.0

$2,608.0

2,030.2

$4.726.2

$5.479.0

LOUISIANA TAXES

B a s i s

$ 295.2 4.0$ of Income Ta^i' ’ 5y the Stato

229.4 4.0$ of Income Taxable by the State

220.2 4.0$ of Income Taxablo by tho State

SMI 11 Ions

$ 127.4

. 127.4 

127.4 

$ 302.2

12.5$ of Wellhoad Value after Royalty $4,465.6 

Payments

Field -.0.4$ of Wellhead Value after 

ibiyalty Paymonts .
P l p e’lno - 0.75$ of llardwaro Valuation

604.0

$5.149.6

15.53I_._U.

Payments llndor 

Alaskan Tax 
Structure As A 
Percent of That 

Under Louisiana 
Tax Strncturo

232$

180$

179$

197$

60$

290$

92$

99$

11 Even though loulslann's col pure to income tux rote Is 4.0$, the Slate has a 30$ depletion allowance and allows deduction ol Foderul Income 
lax payinunts prior to the determination of stolo Income tax paymunts.

Company A, Company H, and Company C  would uuch pay one-third of tho flguros shown In this suction.



HYPOTHETICAL THREE COMPANY OWNERSHIP OF PRUDHOE BAY FIELD AND TAPS 

COMPARISON OF THE TAX DURDEN UNDER THE LAWS OF ALASKA AND THE LAWS OF CALIFORNIA - 1977 THROUGH !9iio 
(Thio hypothetical caoe aaoumea oil aella f ov a constant $13.00/BBL. price 

in Califovnia. All figuvea in milliona o f  oonotant 1976 dollavo.)

ALASKA TAXES___________________________  CALIFORNIA TAXES

Basis 1MII1 Ions Basis $MI11 Ions

Slalo Income Tax Paid By:

Company A - California Marketing 

and Refining Company
9.4$ of Income Taxable by the State $ 295.2 ‘ 9.0$ of Income Taxablo by the Stato $ 206.6

Company B - Largo Integrated 
Domes lie Company

9.4$ of Income Taxable by the Stato 229.4 9.0$ of Income Taxable by the State 221.6

Company C - Major International 

Company
9.4$ of Income Taxablo by tho State 220.2 9.0$ of Income Taxablo by the State 219.7

Stale Income Tax Subtotal $ 752.0 $ 727.9

Oilier Taxos:a

Sovoranco Tax 7.8$ of Wolthoad Value after Royalty 

Paymonls
12,608.0 None $ 0.0

Ad Valorem Tax Field and Plpellno - 2.0? of Hard­
ware Valuation

2,030.2 Flold - 7.7$ of Wellhead Value after 

Royalty Paymonts
Plpollno - 2.2$ of Hardware Valuation

4,201.6

Severance and Ad Valorem 

Tax Subtotal
$4,726.2 $4.201.6

Total Tax Payinonts $5.4/9.0 $4,929.5

Paymonts llndor 

Alaskan Tax 
Structure As A 

Percent of That 

Under CalI lorn I a 

Tax Structure

103$

104$

104$

103)1

112$

111)1

a Company A, Company B, and Company C would ouch pay ono-thlrd of tho flguros shown In this suction.



Attachment D

March 22, 1977

SOHIO SUBMISSION THREE

In recent months Sohio has provided the Alaskan Administration and 

Legislature with two writings entitled "Sohio Submission One" and "Sohio 

Submission Two". Sohio Submission One sets out the revenues the State <• 

Alaska might receive under its existing tax laws during the next decade.

These figures were based on taxes that might be paid by three hypothetical 

companies, which were described in Submission One, under the assumption 

that in addition to its present operations each company would own a one-third 

interest in the Prudhoe Bay field and a one-third interest in the frans- 

^  Alaskan Pipeline.

Sohio Submission Two compared the revenues Alaska might receive under 

its existing laws, as set out in the first writing, with the revenues Alaska 

would receive if it had the tax structure of either of three other leading 

oil producing states, namely, Texas, Louisiana, and California.

The purpose of Sohio Submission Three is to set out the taxes these 

three hypothetical companies would pay under two sets of assumptions; first, 

that the Administration's tax proposals became law, arid second, that the 

Legislature's tax proposals became law.

This Sohio Submission Three consists of two parts. The first part 

describes our understanding of the existing laws and of the provisions of 

the proposed laws as we have used them in our work. The second part, com­

mencing on page 8, provides comments on the results of our calculations as

$



HYPOTHETICAL THREE COMPANY OWNERSHIP OF PRUDHOE BAY FIELD AND TAPS 

COMPARISON OF THE TAX BURDEN UNDER THE LAWS OF ALASKA AND THE LAWS OF CALIFORNIA - 1977 THROUGH I9B6 
(Thio hypothetical caoa anownna oil oello for a  constant $13. OO/BBL. price 

in California. All figuvea in milliono o f  oonotant 1076 dollava.)

ALASKA TAXES CALIFORNIA TAXF5

Basis SMI 11 Ions Basis SMI 11 Ions

Slalo Income Tax Paid By:

Company A - California Marketing 9.4)1 of Incoma Taxable by tho Stato 
and Refining Company

Companu B - Largo Integra fed 

Domestic Company
9.4? of Incoma Taxable by the Stato

Company C - Major International 9.4? of Income Taxable by tho State 
Company

$ 295.2 ' 9.OS of Income Taxablo by the State $ 206.6

229.4 9.OS of Income Taxable by the State 221.6

220.2 9.OS of Income Taxablo by the State 219.7

State Income Tax Sublotal 

Oilier Taxor,:a

S 752.0 $ 727.9

Severance Tax

Ad Valorem Tax

Severance and Ad Valorem 
Tax Subtotal

7,OS of Wollhoad Value aftor Royalty 
Paymonts

Flold and Plpollno - 2.0? of Hard­

ware Valuation

$2,600.0 None $ u.O

2,030.2 Field - 1.1% of Wollhoad Value after 4,201.6 

Royalty Payments 

__________ Pipeline - 2.2S of Hardware Valuation __________

S4.726.2 $4.201.6

Total Tax Paymonts S5.4 7 9 .0 $4,929.5

Payments Under 
Alaskan Tax 

Structure As A 

Percent of That 

Under CalI lorn I a 
Tax Structuro

I03S

104?

104?

I03S

49?

112?

III?

a  Company A, Company B, and Company C would ouch pay one-third of 1 ho figures shown In this section.



March 22, 1977

SOHIO SUBMISSION THREE

In recent months Sohio has provided the Alaskan Administration and 

Legislature with tVTo writings entitled "Sohio Submission One" and "Sohio 

Submission Two". Sohio Submission One sets out the revenues the State of 

Alaska might receive under its existing tax law3 during the next decade.

These figures were based on taxes that might be paid by three hypothetical 

companies, which were described in Submission One, under the assumption 

that in addition to its present operations each company would own a one-third 

interest in the Prudhoe Bay field and a one-third interest in the Trans- 

Alaskan Pipeline.

Sohio Submission Two compared the revenues Alaska might receive under 

its existing laws, as set out in the first writing, with the revenues Alaska 

would receive if it had the tax structure of either of three other leading 

oil producing states, namely, Texas, Louisiana, and California.

The purpose of Sohio Submission Three is to set out the taxes these 

three hypothetical companies would pay under tw. ets of assumptions; first, 

that the Administration's tax proposals became w, and second, that the 

Legislature's tax proposals became law.

This Sohio Submission Three consists of two parts. The first part 

describes our understanding of the existing laws and of the provisions of 

the proposed laws as we have used them in our work. The second part, com­

mencing on page 8, provides comments on the results of our calculations as



they appear in the attached tables.

P a r t  1 -  C o m m e n t s  o n  E x i s t i n g  LazJs a n d  ’P r o p o s e d  B i l l s

The bills we considered in the case of the Administration proposals 

pertain to the franchise tax and property taxes and production taxes. In 

the case of the Legislature's proposals, we considered the bills relating 

to severance tax and income tax and a bill pertaining to net proceeds tax.

The salient provisions of the bills compared to the existing laws are 

as follows:

SEVERANCE TAX

Existing Law

The present law provides for payment of the higher of a percent of

value or a cents per barrel in the case of oil. In the case of gas the tax

is a straight A percent of value. The tax on oil is on a graduated scale

as follows: For the first 300 barrels per day produced by a well during a

morth, the rate of 5 percent of value or 16.875c per barrel; for the next 

700 barrels, the tax is 6 percent of value or 20.25c per barrel; and for 

all production over 1,000 barrels the tax is 8 percent of value or 27c per 

barrel. If a well produces 10,000 barrels per day the tax would be 7.77 

percent of value or 26.22c per barrel, at the rate provided in the law.

The cents per barrel figures escalate based on the wholesale price index 

for crude oil.

Administration's Proposal

The tax would be the greater of 10 nercent of value or 75c per barrel, 

with the cents per barrel figure adjusted for changes in the Gross National 

Product deflator from and after the first quarter of 1977. The greater tax



rate is further adjusted by multiplying it by an "economic limit factor" 

for the purpose of reducing taxes on wells on properties which are approach­

ing their economic limit. This economic limit factor is defined as one 

less the monthly rate of production at the economic limit of the property, 

divided by the current production from the property. The factor will be 

presumed to be one minus 100 barrels per day divided by total production 

per day, unless the owner can prove that this factor is not representative 

of the true economic limit. The economic limit factor will be changed if 

the operator can prove that his operating cost divided by the wellhead 

price would result in a lesser factor. A wellhead price for this purpose 

is determined by taking the landed price of imported oil on the West Coast 

and subtracting reasonable transportation costs from the field to the West 

Coast. The operating costs to be considered are set out in the proposed 

law.

With respect to gas, the tax would le the higher of 10 percent of 

value or 6.4c per MCF, providing that the cents per MCF will be adjusted 

by the GNP deflator from and after the first quarter 1977. These rates 

are subject to an economic limit factor, calculated in a manner similar to 

that described above for oil.

Legislature's Proposal

The legislative proposal provides for payment of the higher of a per­

cent of value or cents per barrel of oil. In the case of gas the tax is 

a straight 4 percent of value. The tax on oil is on a graduated scale as 

follows: For the first 300 barrels per day produced by a well in a month,

no tax; for the next 200 barrels, 4 percent of value or 13.5c per barrel;



the next 700, 6 percent or 20.25<?; the next 500, 9 percent or 30.38c; 

the next 2,000, 11 percent or 37.13c; over 3,500, 14 percent or 47.25c.

The cents per barrel figures escalate based on changes in the wholesale price 

index for crude oil from and after December 1973. If a well produces 10,000

barrels per day in a month, the composite rate would be 12 25 percent and 

the cents per barrel would be 41.346c.

PROPERTY TAX .

Existing Law

The present law provides for a 20-mill tax based on an assessed value 

equal to full and true value of the property. With respect to production 

facilities, the fair and true value is defined as actual cost during con­

struction and thereafter as replacement cost less depreciation based on 

the economic life of proven reserves.

Full and true value of the pipeline is defined as cost during construc­

tion and then shall be determined with due regard to the economic value 

based on the estimated life of the proven reserves deliverable to the pipe­

line. However, if such reserves indicate an economic life materially shorter 

than the physical life of the pipeline, the full and true value is the 

actual cost reduced by straight-line depreciation over the life of the re­

serves. Under the law, the terms "actual cost" and "replacement cost" do 

not include capitalized interest or intangible drilling costs. 

Administration's Proposal

The Administration proposes no basic change in the law with respect to 

production facilities. With respect to pipelines, the provision cited in 

the second to the last sentence above has been deleted. The law would



simply now say that the assessed value shall be "determined with due 

regard to the economic life of the property based on the estimated life

of the reserves deliverable to the pipeline."

The property tax would apply to refineries and gas plants not now 

subject to tax. The basis would be replacement cost less depreciation 

based on the useful life of the property. It would also apply the tax to 

the tankers coming in to pick up oil at Valdez. This would be based on 

replacement cost less depreciation based on the useful life of the property. 

And based ou the number of days the tankers spent in Alaskan ports compared

to the total number of days the tankers spent in ports everywhere.

Legislature’s Proposal

To our knowledge the Legislature has made no proposal with respect to 

property tax.

INLOME TAX

Existing Law

Practically speaking, under the existing law of Alaska, the income tax 

rate is applied to a portion of federal taxable income allocated to the 

State of Alaska under a three-part formula involving sales, payroll, and 

property.

Administration's Proposal

The Administration's proposal would apply to any company whose gross 

receipts exceed $250 million, 50 percent or more of which comes from one 

or more aspects of the oil and gas business. The taxable income of a 

company, part of which would be allocated to Alaska, would be the greater 

of taxable income as now computed or financial income before deduction of



any taxes based on income. The portion attributable to Alaska would be 

again determined by a three-part formula involving factors for property, 

payroll and extraction with extraction replacing the sales factor which is 

now used. The extraction factor would be the ratio, in terms of BTU's, 

of the oil and gas production of a company within the State of Alaska to 

such production everywhere.

Legislature's Proposal

The Legislature proposes separate accounting with respect to income 

tax. With respect to most oil companies operating in Alaska, their total 

taxable income in Alaska would consist of a combination of taxable income 

from oil and gas production, from oil- and gas pipelining operations, and 

from other operations. The taxable income from oil and gas production would 

consist of the wellhead value of such production reduced by royalty, sev­

erance tax, property tax, operating costs, depreciation, interest, and 

exploration expenses.

Under this formula, depreciation would include a write-off of capital­

ized interest, less acquisition payments and property taxes which were 

incurred prior to the commencement of production. The interest would be 

interest not capitalized, allocated to the property based on the following 

formula: total interest times a fraction, the numerator of which is the

book value of the field's fixed assets, defined by the book value of the 

fixed assets in the entire company.

The taxable income from oil pipeline operations would be calculated 

at 8 percent of the ICC valuation. In the case of gas pipelines the taxable 

income would be determined in accordance with FPC procedures as far as

- 6 -



interstate pipelines are concerned, and in accordance with the Alaska 

Public Utility Commission as far as intrastate lines are concerned.

The taxable income from all other activities would be the corpora­

tion's consolidated taxable income, minus the taxable income for oil and 

gas production aud for oil and gas •'ipelines as outlined above, allocated 

to Alaska on the three-part formula.

NET PROCEEDS TAX

Existing Law

No such tax.

»

Administration's Proposal 

None proposed.

Legislature's Proposal

There has been proposed an ad valorem tax based on income at income tax 

rates. The basis for the tax would be gross value minus certain deductions 

specified in the law. The gross value would be computed either at the 

wellhead or at some other point chosen by the Department of Revenue. There 

would be deducted from gross value royalties, transportation costs (if the
t

valuation point is beyond the wellhead), operating costs incurred in the 

State, operating costs incurred outside the State or in lieu thereof 5 per­

cent of expenses incurred in the State, taxes, depreciation, and geological 

and geophysical costs in areas outside the area of production. This latter 

item could be carried forward for ten years and 'nay be included as an 

expense at no more than 20 percent per year. Income from operations other 

than production would continue to be taxed under the existing income tax 

law.



Part 2 - Results of Calculations

The results of our calculations are shown on attached Tables A thiough 

E. Tables A, B, and C show the amounts of each type of tax that will be 

paid each year from 1977 through 1986, under existing laws, the Adminis­

tration's proposals and the Legislature's proposals, respectively. All of 

the figures are based on an oil price of $1? 00/barrel in California and 

are in constant dollars. We have not shown the reserves tax to be collected 

in 1977 nor the impact of the future credits against severance taxes, be­

cause our purpose here was to show the impact of on-going taxes. As a 

consequence of this, it will be noted that the figures for the existing 

laws shown in Table A are slightly different from those on Table 2-A of 

Sohio Submission One, which covered basically the same tax situation.

Tables D, E, and F compare the total of taxes estimated to be received 

by Alaska during 1977 ‘hrough 1986 with those that would be received if 

Alaska had the tax structure of Texas, Louisiana, or California, respec­

tively. They are, therefore, somewhat similar to the tables appended to 

Sohio Submission Three but in addition include comparisons of the total 

taxes under existing laws, the Administration's proposals and the Legisla­

ture's proposals.

Of particular note on Tables A, B, and C is the second line of numbers 

from the bottom entitled "Effective Composite State Income Tax Rate on 

Total Taxable Earnings." This is the composite income tax rate paid to 

all states by the three companies. It ranges from 6 percent under existing 

laws to 12 percent under the Administration's proposal and 15 percent under 

the Legislature's proposals. We fc- '.d that calculating this composite rate 

was a difficult and imprecise task. But in any event, the 6 percent,



12 percent, and 15 percent were all calculated uaing similar procedures 

with respect to all states with the exception of Alaska. Therefore, the 

increase in these rates highlights the impact of the Administration's 

and the Legislature's proposals. If Alaska should move away from the 

three-factor formula now provided for in its law and in the laws of most 

states the duplication of taxes becomes obvious.

Tables D, E, and F Indicate that, as a consequence of the Prudhoe Bay 

field and TAPS, Alaska will collect $5.5 billion from 1977 - 1986 under 

its present tax laws from the three hypothetical companies. This is 

176 percent of what it would collect under the tax structure of Texas; 

about the same as it would collect under the structure of Louisiana; and a 

little more (111 percent) of what it would receive under the tax structure 

of California. Figures in millions of dollars are:

If Alaska had the taxes o f :______
(Millions)

Alaska Texas Louisiana California

Severance Tax $2,688 $1,649 $4,466

o</>

Ad Valorem Tax 2,038 1,459 684 4,202

Income Tax 753 0 382 728

Total $5,479 $3,108 $5,532 $4,930

Alaska as a percent 
of the other states 176% 99% 111%

If we assume the Administration's tax proposals are enacted, we note 

from the following table that the tax income of Alaska will increase about 

$2 billion over what it would be under the existing tax structure for a



-  1 0  -

total of $7.5 billion. We note further Alaska' s tax income would be from

1-1/3 to almost 2-1/2 of what it would be under the laws of the other

three states.

If Alaska had the taxes of:
(Millions)

Alaska Texas Louisiana California

Severance Tax $3,283 $1,649 $4,466 $ o

Ad Valorem Tax 2,582 1,45° ' 684 4,202

Income Tax 1,591 0 382 728

Total $7,456 $3,108 $5,532 $4,930

Alaska as a percent 
of the other states 240% 135% 151%

If the Legislature's proposed tax bills are enacted, we note that the 

tax income will go to $9 billion for 1977 to 1986. This would be three 

times as much as Alaska would collect under Texas law, over 1-1/2 times as 

much as under Louisiana law, or almost twice as much as under California law. 

Furthermore, we note that if the Net Proceeds bill were passed, the Stace 

would collect another $90 million during this time.

If Alaska had the taxes of:______
(Millions)

Alaska Texas Louisiana California

Severance Tax $4,219 $1,649 $4,466 <r
> O

Ad Valorem Tax 2,038 1,459 684 4,202

Income Tax 2,774 0 382 728

Total $9,031 $3,108 $5,532 $4,930

Alaska as a percent 
of the other 3tates 291% 163% 183%



price of $13.00 for oil. We believe that in making some of its estimates 

of income, outgo, and fund balances the State of Alaska assumed some 

increase in the price of oil over the years. Comparisons of numbers should 

be made with this point in-mind.

The Standard Oil Company (Ohio) 
1780 Guildhall Building 
Cleveland, Ohio 44115 
March 22, 1977

#



HYPOTHETICAL THREE COHPANY OWNERSHIP OF PRUDHOE BAY FIELD AND TAPS 

REVENUE TO ALASKA AND OTHER STATES IF OIL SELLS FOR'$13.00/BBI.. IN CALIFORNIA UNDER EXISTINC TAX LAWS
(All Amounts in HI I Ilona of Conatant 1976 Dollars)

1980 1981

Alaakan State Income Tax Palil B y :

A-Callfornla Marketing and Refining Company 

B-Large Integrated Oomeatic Company 

C-Major International Company

1982 1983 1984 1985

TABLE A

1986

6.9

10.1

12.9

$ 23.2 $ 30.8 $ 31.4 $ 3 2 .0 $

18.8 22.8 23.4 23.9

22.2 22.819.4 23.4

32.6

24.6 

24.0

$ 33.9 $ 35.0 $ 35.7 $ 33.9

25.6 26.6 27.2 26.3

24.9 26.0 26.6 25.9

Alaskan State Income Tax Revenue 9n 29.9 9 61.4 9„ 75.8 9,., 77.6 9 79.3 9 81.2 9, 84.4 9_ 87.6 9_ 89.5 9„ 86.1
•

Alaskan State Revenue Other Than Income Tax*

Royalty to State of Alaska 9 128.3 $ 401.6 9 549.6
I
9 556.4 9 563.2 9 570.1 9 554.3 9 543.4 9 548.2 9 500.1

Alaskan State Set ranee Tax 82.5 220.7 298.9 302.6 306.3 310.1 301.1 295.6 298.2 272.0

Alaskan Stato AJ Valorem Tax 190.0 208.2 219.5 215.6 211.4 206.8 203.6 202.9 196.1 184.0

Non-Income Tax Sulvtotal $ 400.8 9, 830.5 $1,068.0 $1,074.6 91,080.9 $1,087.0 $1,059.0 $1,041.9 91_.042.5 9 956 1

Total Alaskan Stale Rovenuo 9„ 430.7 9, 891,9 9l|,143.8 $1,152.2 $1,160.2 ,168.2 91,,143.4 91 ,129.5 91,132.0 $1,042.2

Income Tux Paid to All States By;

A-Callfornla Marketing and Refining Company 9 28.7 9 91.8 9 120.2 9 121.6 9 123.1 9 124.7 9 128.4 9 131.2 9 133.0 9 126.5

B-Large Intugrated Domestic Company 64.4 112.3 134.3 135.5 136.8 138.0 141.0 143.3 144.9 139.7

C-Mnjor International Company 65.9 94.1 107.1 108.0 109.0 109.8 111.7 113.3 114.3 111.2

Total Income Tux Puid to All States 9 159.0 9 298.2 9 ^ 361.6
9«

365.1 9lin360.9 9 372.5 9^ 3B1.1 9 387.8 9_ 392.2 9 _ 377.4

Effective Composite State Income Tax Rate 

011 Total Tuxuhlu Earnings 5.2Z 5.7% 5.9% 5.9% 5.9% 5.9% 5.9% 5.9% 5.9% 5.9%

Aluskan Income Tax Puymenlu au Percent of 

Income Tux l’uymeutu to All States 18.HZ 20.6% 21.0% 21.3% • 21.5% 21.0% 22.1% 22.6% 22.8% 22.8%-

^Company A ,Company U und Company C vould each puy one -third of the figures shown in tills section.
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HYPOTHETICAL THREE COMPANY OWNERSHIP OF PRUDHOE BAY FIELD AND TAPS 

REVENUE TO ALASKA AND OTHER STATES IF OIL SELLS FOR $13.00/BBL. IN CALIFORNIA UNDER THE ADMINISTRATION'S TAX PROPOSALS
(A l l’Ainounta In Millions of Conatunt 1976 Dollars)

TABLE B

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986

Alaskan State Income Tax Paid B y :

A-Callfornla Marketing and Refining Company

B-Large Integrated Domestic Company 

C-Major International Compaty 

Alaskan State Income Tax Revenue 

Alaskan State Revenue Other Than Incorao Tax* 

Royalty to State of Alaska 

Alaskan State Severance Tax 

Alaskan State Ad Valorem Tax 

Non-Income Tax Subtotal 

Total Alaskan State Revenue 

income Tax Paid to All States B y ;

$ 31.3 $ 67.6 $ 84.5 $ 84.6 $ 84.2

10.3 38.6 48.6 48.9 49.1

19.3 33.9 40.9 41.4 41.6

$ 83.9 $ 84.3 $ 83.6 $ 82.1 $ 76.0

49.3 49.8 50.1 49.6 46.1

42.6 43.242.0 43.1 40.7

$ 60.9 $_ 1 4 j h l  $ 174.0 $ 174.9 $ 174.9 $ 175.2 $ 176.7 $ 176.9 $. 1 7 4 . 8  $ 162.8

$ 563.2 $ 547.5 $ 536.6 $ 541.3 $ 493.1$ 123.4 $. 395.3 $ 542.7 $ 549.6 $ 556.4 

99.0 275.1 365.1 370.1 374.7

273.2254.4 255.5 269.3 265.1

378.9

260.5

369.5

257.6

362.1

257.1

361.9

250.6

326.9

239.0

$ 476.8 $ 925.9 $ 1,181.0 $ 1.189.0 $ 1,196.2

$ 537.7 $1,066.0 $ 1,355.0 $ 1 .363.9 $ 1,371.1

$ 1,202.6 $ 1,174.6 $ 1,155.8 $ 1,153.8 $ 1.059.0 

$1,377.8 $1,351.3 $1,332.7 $1,328.6 $1,221.8

A-Callfornla Marketing und Refining Company $ 51.8 $ 134.0 $ 171.4 $ 172.4 $ 172.8 $ 173.4 $ 176.3 $ 177.3 $ 177.1 $ 166.4

B-Large Integrated Domestic Company 63.6 130.3 158.0 158.8 159.7 160.6 163.1 164.7 165.2 157.6

C-Major International Company 71.8 107.7 124.6 125.4 125.9 126.6 128.2 129.4 129.8 125.0

Total Income Tax Puld Lo All 8tates $ 187.2 $ 372.0 $ 454.0 $ 456.6 $ 458.4 $ 460.6 $ 467.6 $ 471.4 $ 472.1 $ 449.0

Effective Compoultc Statu Income Tax Rate 

on Totul Taxable Earnings • 6.6% 10.5% 11.8% 11.8% 11.8% 11.8% 11.8% 11.8% 1 1 . 8 %’ 11.4%

Aluukun Income Tax l'uyments as Percent of 

Income Tax Payments to All States 32.5% 37.7% 38.3% 38.3% 38.2% 38.0% 37.8% 37.5% 37.0% 36.3%

*Compuny A, Company B and Compuny C would uacli pay onc-tlilrd of the figures uliown In till a section.

I



HYPOTHETICAL THREE COMPAIIY OWNERSHIP OF PRUDHOE BAY FIELD AND TAPS 
PEVENUE TO ALASKA AND OTHER STATES IF OIL SELLS FOR $13.00/PBL. IN CALIFORNIA UNDER TllE LEGISLATURE'S TAX P R O P O S A L

(All Amounts In Millions of Constant 1976 Pol tars)

TABLE C

1977 1978 • 1979 1980 1981 1982 1983 1984 1985 1986
Alaskan State Income Tax Paid By:

A-Callfornla Marketing and Refining Company $ 22.3 $ 76.5 $ 104.3 $ 104.5 $ 104.9 $ 105.4 $ 102.9 $ 100.5 $ 101.2 $ 93.7

B-Large Integrated Domestic Company 22.9 78.0 105.8 105.9 106.3 106.7 104.1 101.7 102.2 94.5

C-Major International Company 22.8 78.3 106.1 106.2 106.5 106.9 104.2 101.7 102.3 94.5

Alaskan State Income Tax Revenue $ 68.0 V 232.8 $r 316.2 $,. 316.6 $r 317.7 $r 319.0 $ 311.2 $ 303.9 $ 305.7 $ 282.7

Alankan State Revenue Otlier Than Income Tux* •

Royalty to State of Alaska $ 128.3 $ 401.6 $ 549.6 $ 556.4 $ 563.2 $ 570.1 $ 554.3 $ 543.4 $ 548.2 $ 500.1

Alaskan State Severance Tax 113.9 344.4 471.2 477.1 483.0 488.8 475.4 465.0 470.1 428.9

Alaskan State Ad Valorem Tax iso.o 208.2 219.5 215.6 211.4 206.3 203.6 202.9 196.1 184.0

Non-Income Tax Subtotal $„ 432.2 954.2 $1 .240.3 $1,249.1 $1.257.6 $1 ,265.7 $1,233.3 $1 .211.3 $1,214.4 $1 ,1*3.0

Total Alaskan State Revenue $ 500.2 $1 .187.0 $1 .556.5 $1,565.7 $1 ,575.3 $1 ,584.7 $1,544.5 $1 .515.2 $1 ,520.1 ' $1 ,395.7

Incomo Tax Puld to All States By:

A-Callfornla.Marketing und Refining Compuny $ 43.3 $ 142.3 $ 189.9 $ 190.9 $ 192.2 $ 193.5 $ 193.6 $ 193.0 $ 194.8 $ 183. U

B-Large Integrated Domestic Company 76.5 169.2 214.1 214.7 215.8 216.8 216.3 215.3 216.7 •205.1

C-Major luturnatlonul Cumpany 75.5 151.8 189.3 189.6 190.2 190.9 189.2 187.3 188.4 17U.3

Total Incomo Tux 1'uld to All States $ 195.3 463.3 $ „ 593.3 9ri 595.2 $ „ 598.2 $ „ 601.2 $ 599.1 $„ 595.6 $ 599.9 •$ 566.4

Effective Composite Statu Income Tax Rate 

on Total Tuxuble Earnings 6.8% 13.1% 15.5% 15.5% 15.5% 15.5% 15.3% 15.0% 15.1% 14.5%

Aluukun Incouiu Tax Payments us Percent of 
Ilicomu Tax Puyuieutu to All States 34.8% 50.2% 53.3% 53.2% 53.1% 53.1% 51.9% 51.0% 51.0% 49.9%

*Cumpany A, Compuny U and Company C would ouch pay one-third of thu figures shown In this sectl on.

1
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TAUI.E D

HYPOTHETICAL TIirCE COMPANY OWNERSHIP O F  PRUttlCE BAY FIEID A N D  TAPS 

TAX B U m t N  UNDER L I S T I N G  A N D  PBOPOSED LAWS O F  ALASKA A N D  T H E  LAMS O F  TEXAS - 1977 HIROUai 1986 

(Tins hypothetical case aaoumea oil sells fo r  a oonotant $13.00 'DDL. pride 

in California. All figures in millions o f  oonotant 1976 dollars.)

Stato Inoaic T ax Paid D y :

Cuipany A - California Marketing 
and Itefining Ocnpany

Ompany U -  largo  Integrated  
Hums t i c  Caipany

Cttipany C  - Major International 
Oorguiny

Stato Incuno Ta x  Subtotal

Oilier Taxoa ia 

Sovoranco Tax

Ad Veil o r a  n Tax

Sovoranco and Ad Valorem 

Tax Siiitotal

Total Tax Paynonta

E x is tin g
L3VS

$ 295.2 

229.4 

220.2 

752.0

$2,600.0

2.030.2

4.726.2

$5,479.0

AIASKA t a xes

/d n in ia tra tia n 's
P n y o sa ia

$ 762.1 

410.4 

308.7

1.591.2

$3,203.3

2.502.3

le g is la tu r e 's
Proposals

$ 916.2 

920.1 

929.5 

2,773.0*

$4,210.8

2,030.2

6,257.0

$9,030.0

TEXAS

TAXES

0.0

0.0

fi.O

0.0

$1,640.9

1,459.0

3,107.9
m « « . r r f c » r

$3,107.9

ALASKA TAXES AS PERCENT OF 'TEXAS TAXES

E x is t in g
l«iwa

163%

1401

152%

176%

Administration* s 
Prp|X>sala

legislature's 

Prqiosals ■

199%

177%

109%

240%

256%

140%

201%

291%

a  tionpany A, Uni{>any », and Oagiany C  would cadi pay one-third of tin figures Blnwn in tills section. 

11 If tin Net pruoeeda Tax Bill wore paused Uilu amount would increase ly $90 million.
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TAPLE eI . , I I I

HYPOTHETICAL 1111322 COMPANY CNNERSMIF OF PRUCIICE BAY F IE  12) AND TAPS 
TAX BDHnm IN IER  EXISl’INC AND Pn0P06ED lAHS OF AIASKA AND 1IIE IAMS OF IOOISIANA -  1977 T» HOUGH 1986 

(Tfiio hypothetical oaao aaoumea oil oellu fov a oonotant $13. 00fDDL. price 

in California. All figut'ae in mill.iono o f  conatant 1976 dollavo.)

ALASKA TAXES ' LOUISIANA AIASKA TAXES AS A PEICH1T OF LOUISIANA TAXES

E x is t in g
Laws

A dn in istratlon 1 a 
PrciX 'sals

le g is la tu r e 's
Projxisals

TAXES
E x is t in g

IjUW s

f t in ln ia tra t io n 'a
Prrnxx3a l3

L e g is la tu re 1
Proposals

S ta to  Income Tax Paid  Byr
-

Ccrpany A -  C a lifo rn ia  Marketing 
and Itifin ing  Orjnpany

$ 295.2 $ 762.1 $ 916.2 $ 127. 4n 2324 590% 7194

OLii|>any B -  Large In tegrated  
Domestic Qjipony 229.4 440.4 928.1 127. 4° 1004 346% 720%

Caipany C -  Major In to m atlo n a l 
COnfiony

‘228.2 300.7 . 929.5 127. 4° 1794 305% 730%

Sta to  Income Tax Subtotal $ 752.8 $1, 591.2 $2, 773. 8° $ 302. 2° 197% 416% 726%

Ptlm r Taxes

Severance Tax $2 , 680.0 $3, 203.3 $4 ,210.0 $4, 465.6 60% 74% 94%

Ad Vale.'rum Tux 2 , 030.2 2 , 502.3 2 , 030.2 604.0 2904 3704 290%

Sovoranco and Ad Valoiom 
Tax Subtotal $4 , 726.2 $5j 065.6 $6 , 257.0 $5, 149.6 92% 114% 122%

'to ta l Tax Payment!! $5, 479.0 $7 , 456.0 $9, 030.8 $5 , 531.0 99% 1354 •1634

“  Even lltonjli louluiunu'u arrix ira le  intxiiu Lax ra le  iu  4. 01, Llio S ta to  lias a  304 d e fla tio n  allowance and allows doductlou o f  Federal
In a n e  Lax payments p r io r  lo  t i e  determination o f  s ta le  incaiu Lax payncntu.

/
b Caipany A, ttnixmy U, and Ocnpnny C would oncli pay on e -th ird  o f  Uw figures  uliuvn in  tliio  strction.

0 I f  l)xj Not Proceeds Tax B i l l  wuro paauod tliio  mount would increase by $90 ml 11 ion.
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HYPOTHETICAL T W E E  COMPANY aVNEHSIIIP .OF PJSJDIICE DAY FIELD A ND TAPS 

TAX BURDEN (JMDED B O S T I N G  A ND PtPPOGED IAWS O F  ALASKA A N D  *H1E L W 3  O F  C A L I F O W I A  - 1977 THIOUGH 1986 

(This hypothetical oaoe aoowneo oil Bella fo v  a constant $13.00/BBL. price 
in California. All fi<jui\iO in milliono o f  oonotant 1976 dollara.)

_______________  ALASKA TAXES___________________ CALIFOrNIA AIASKA TAXES AS A PEUCKT OF CAUFOIfllA TAXES
TAXES

E x is t in g
Laws

A d n in istra tlo n ' s 
Proposals

L e g is la tu re 's
Proposals

E x is t in g
Laws

Adninis t ra t io n 1 a 
P ro i»sa ls

L e g is la tu re ’ s
Proposals

S ta te  Income Tax Paid  By:

Oonpany A -  C a lifo rn ia  Marketing 
and Defining Cagwny

$ 295.2 $ 762.1 $ 916.2 $ 206.6 103% 266% 320%

Ocu\>any D -  I.arya In tegrated  
Demos t i c  Caipany 229.4 440.4 920.1 22 ll 6 104% 199% 419%

Onnpany C -  Major In tern ation a l 
Qaipany

220.2 300.7 929.5 219.7 104% 177% 423%

S ta te  lucerne Tax Subtotal $ 752.0 $1,591.2 $2,773.0*' •$ 727.9 103% 219% 301%

O ile r  Taxes:0

Sovoranco Tax $2,600.0 $3,203.3 $4,210.0 $ 0.0 OD (U a>

Ad Valorem Tax 2,030.2 2,502.3 2,030.2 4,201.6 49% 61% 49%

Severance and Ad Valorem 
Tax Subtotal $4,726.2 $5,065.6 $6,257.0 $4,201.6 112% 140% 149%

U blul Tax Paynents $5,479.0
— T  " 1 T '

$7,456.0 $9,030.0 $1,929.5 111% 151% 103%

“  Caipany A, Oon\iuny 11, and Caipany C would uadi jwy o n e -th ird  o f  Lite figures sliown in  till a s e c t io n . 

*’ I f  the Not Proceeds Tax D i l l  wuru |>asaod tills  amount would increase by $90 m illio n .



HEARINGS ON ALASKAN NORTH SLOPE PRICING AND ENTITLEMENT ISSUES 

BEFORE TEE FEDERAL ENERGY ADMINISTRATION

Monday, March 21, 1977

Statement of David P. Goodman, Managing Director of 
Morgan Stanley &  Co. Incorporated

My name is David P. Goodman. I am a Managing Director of Morgan 

Stanley 1 Co. Incorporated, investment bankers in New York City. I am 

a member of the Energy Financial Advisory Committee to the Federal Energy 

Administr at ion.

In Morgan Stanley's capacity as investment bankers to the Standard 

Oil Company (Ohio), Exxon Corporation, Mobil Oil Corporation and the 

British Petroleum Company, Limited, our Firm has arranged during t?ie 

last two and one-half years over $5*5 billion of financing for the 

development of the Prudhoe Bay Field and the Trans Alaska Pipeline 

System. I have had personal responsibility for over $5 billion of this 

financing in a series of ten public offerings and two private placements 

of $1,750 million and $500 million. In the course of these financings, 

particularly the two private placements which were to finance a portion 

of Sohio and BP's interests in TAPS (the Trans Alaska Pipeline), I have 

had in-depth discussions with many major institutional investors 

regarding the financing of major energy projects.

As a result of these discussions, I have concluded that if the 

Administration establishes price control or entitlements treatment for 

Alaskan North Slope crude which does other than allow it to compete in



price with world oil in the United States market, this action will have 

a serious detrimental impact on investors' willingness to provide 

financing for the development of future major energy projects, both for 

petroleum and other energy sources.

I realize that this is a strong statement, but I would like to 

review with you seme of the problems we faced and overcame in financing 

the North Slope project.

The companies which own the Prudhoe 3ay reserves will likely 

spend $1*+ to $15 billion to develop the 9.6 billion barrels of oil 

reserves and transportation facilities needed to bring the oil to market. 

Expenditures of similar magnitude will be required to bring Prudhoe Bay 

gas reserves to market. Probably in excess of $9 billion of financing 

for the oil project has been arranged sin.ee the Pipeline Hight of Way 

Act was passed in January 197*+, almost $7 billion through the sale of 

securities, principally debt, and the balance through bank loans. 

Although all of the major Prudhoe reserve holders have done extensive 

financing, I will focus my remarks on Sohio and 3P.

Sohio has about 53$ ot the Prudhoe oil reserves, and Sohio and 

BP will spend almost $7.5 billion on the project, of which Schio's share 

is $6 billion. Since Sohio' s non-North Slope assets are only about 

one-third of this amount, the bulk wf these funds have been raised 

externally.

The most important financing steps for Sohio and 3P were two
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private placements fcr their TAPS affiliates, one of £1,750 million 

arranged in the spring and summer of 1975 and. one of $500 million 
arranged in the summer of 197*5. Seventy-seven institutional investors, 

including almost all of the major life insurance companies and public 

pension funds, savings banks and many private pension funds administered 

by trust banks, participated in these transactions. The loans represent 

the largest single investment for many of these investors.

In selling a private placement of this type, Morgan Stanley, as 

agent, prepares an extensive offering memorandum and sits down with the 

institutional investors to explain the project in great detail and answers 

any questions they have. It was through these discussions that we became 

aware of the concerns of investors which led to my previous conclusion.

There were a number of risks that lenders sought assurance on: that the

oil was there, that the pipeline and terminal would work, that there 

would be a ready market for the oil. The lenders obviously required a 

detailed economic analysis of the project, particularly since costs 

continued to escalate at an alarming rate during the construction 

period. We were able to demonstrate the continued financial viability 

of the project because during the same period world oil prices also 

increased dramatically. But Prudhoe oil is expensive oil, with develop­

ment costs on the order of magnitude of $12,5C0 per barrel per day.

Obviously, we were able to answer most questions these invesucrs 

had since the Sohio/BP financings were by far the largest ever accomplished.

m
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But there was one risk which we were unable to eliminate in the minrs of 

certain major, sophisticated investors, and they declined to participate 

in the financing partly because of it. That risk was that the govern­

ment would not permit Alaskan Worth Slope crude oil to compete with 

world oil in the market place, but would place restrictions on its price 

such as are currently under consideration. We cited the language of, 

and the legislative history behind, Section 8(g) of the EPAA which 

clearly contemplated that the President should consider special treat­

ment for Alaskan North Slope crude to assure that its well-head price 

was high enough to provide incentive for future North Slope development. 

We pointed out the words of the law directing the President to exclude 

Alaskan North Slope crude from the composite price if the inclusion of 

high-priced Alaskan North Slope crude would lower the price for other 

upper-tier crude in the United States. Clearly the entitlements 

program was, in the words of the FEA, "designed to approximately equalize 

the cost of crude oil purchases" among refiners, and was never conceived 

of as a price control mechanism for crude oil. Yet the uncertainty of 

the prospect of these very proceedings hers today was enough to cause 

important lenders not to participate in the most important energy project 

this country has ever seen. That is why my Firm feels strongly that 

unfavorable treatment for Alaskan North Slope crude will adversely affect 

the ability of industry to finance future energy projects. The prospect 

of a political decision in these hearings caused major investors to



worse than upper-tier oil at the well-head. Alaskan North Slope crude 

is very high-cost oil. Allow it to compete with world oil in the market 

place on the same basis as stripper oil, without detriment from the 

entitlements program.

These hearings are also investigating the risk elements of

North Slope development and the appropriate rate of return for this

project. Both of these subjects were obviously matters of great interest

to investors. This project is one of the riskiest ever undertaken by

industry. The important risks aren't those cited in the Mortada study.

The cost of exploration before the Prudhoe Bay discovery well is 

compared
insignificant /with the risk undertaken by the industry in going ahead 

with the project under the Pipeline Right of Nay Act. The participants 

were committed to complete the project no matter what the cost in the 

face of absolute federal and state controls over construction. Remember 

that this project had been delayed over four years by court intervention 

and government redesign. Compliance with these actions had already more 

than doubled cost3. Yet the industry was forced to accept a set of 

stipulations far more exacting than any ever applied to such construction 

before, stipulations that many in the industry were concerned about being 

physically able to comply with, and to proceed with absolute authority 

vested in one man to halt construction or require design changes that 

could cause costs to sky-rocket with no accountability for cost effective' 

ness. The industry undertook these absolute obligations, and cost did



rise to the point where, if Alaskan North Slope crude is allowed to 

compete against world oil, the Mortada study and industry figures 

indicate that the project will earn a discounted return in the area of 

lU$ to 16$.
Mortada states that a return of 12$ should be equitable. There 

may be some analogy to the returns allowed to regulated industries in 

Mortada's thinking, although even higher returns are allowed in risky 

start-up ventures there. 3ut regulated returns involve an exclusive 

franchise wherein subsequent rate regulation assures such a return.

ITo one is assuring the price of Alaskan or world oil.

If we had projected a 12$ return from the outset, I'm not sure 

that the project could have been financed. It is cur experience that 

oil companies will not undertake a project involving any significant 

,risk for a projected return of under 15$. The industry will earn 

returns of approximately 22$ in the British North Sea, where they have 

experienced retroactive majority participation by British government. 

Financial institutions which invest in the equity of the leased tankers 

for the Valdes trade will earn a discounted after-tax return in excess 

of 15$, even though these financings are backed by "hell-or-high water, 

all-events charters frcm the oil companies. 3ased on these facts, I 

cannot accept that a 12$ return is equitable for a project of the magni 

tude and riskiness of the North Slope project.

Gentlemen. The aggregate earnings frcm the North Slope will be
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very large. It is one of, if not the largest oil field ever found 

outside of the Middle East. But the costs are high and the rate of 

return will he modest, particularly hearing in mind the risk. If you 

want industry to he able to finance the development of major energy 

discoveries this country so sorely needs, particularly the smaller 

companies you want to favor in your CCS leasing policies, do not make 

the wrong decision in pricing Alaskan ITorth Slope crude oil. It is 

critical with regard to establishing an over-all energy policy, of 

which the issue of pricing Alaskan ITorth Slope crude oil can be 

looked on as an important first step, to retaining the willingness of 

the private sector to provide financing of futi- 2 energy project.

Thank you.



Q U E S T I O N S  AND A N S W E R S  
R I C H A R D  DONALDSON - S01IT.0 
M a r c h  24, 1977

S E N A T O R  C O L L E T T A  - Dick, r e f e r r i n g  to Page 30, your statement 

on u t t e r l y  i n c o n s i s t e n t  factor of the State u r g i n g  major 

e c o n o m i c  incentives b e f o r e  FEA in' these taxing proposals 

b e f o r e  us gets s u b j e c t i v e  o p i n i o n  to h o w  d a m aging those 

w o u l d  be in d e c i s i o n  by FEA?.

R I C H A R D  D O N A L D S O N  - T h e r e  are several parts, I guess, in 

a n s w e r  to that S e n a t o r  Colletta. We have been w o r k i n g  the 

FEA q u e s t i o n  in W a s h i n g t o n  for about two months, c a lling 

on various m e m bers of the staff, talking w i t h  Mr. O ' Leary

himself, __     w e ' v e  talked with James S c h l e s s i n g e r

on s e veral occasions. We have called on m e m b e r s  of Congress, 

c h a i r m e n  of c o m m i t t e e s  a n d  their staff, g e n e r a l l y  tryi ng  to 

lay the fou ndation on kinds of things you think they ought 

to be talking about, f o c u s i n g  on this m a x i m u m  incentive.

The first part of the answer, f guess, is you b e g i n  to get 

a feel of w h e r e  the b a la n ce  is, and w h a t  ad di t i o n a l  help 

can mea n in s t r i k i n g  a b a l a nc e so that Che a n sw er  h op e fu ll y  

comes out of the m a x i m u m  price p os si b l e  u nd e r law for Al as ka n  

crude. In the co ur se  of this work, we have e n c o u r a g e d  others, 

not just in our industry, but who re l y  on e n e rg y  in va rio us 

w a y s  to study it, r e a c h  their own c o nc l u s i o n s  and express 

the ir o pinion s to the g o v e r n m e n t  on this. They are doing so.

I was just d e l i g h t e d  to see A l as k a as a Stato g ov er n m e n t
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b e g i n n i n g  to p a r t i c i p a t e  in this. Y o u  don't k n o w  h o w  important 

it is to ha ve  not just a n o t h e r  oil comp an y  coming in in a 

s o v e r i g n  state, r e p r e s e n t i n g  people. It puts a different 

e l e m e n t  into the b a l a n c e  for w h i c h  there is no substitute, 

and q u a l i t y  of a d v o c a c y  that A l a s k a  has b e e n  br i ng i ng  to 

this, I felt it v e r y  good. M y  te st imony r e f l e c t e d  that.

We  h a v e  not yet go tt en  into the con fe r en ce  w h e r e  the political 

q u e s t i o n s  of c on s um er is m, a so m et h in g  for n o t h i n g  kin d of 

p ri c e w i l l  be raised. A  p retty go od  r ec o rd  has bee n made 

so far in h e ar i n g s  in Wash i ng t on , San Francisco, a nd  in 

An cho r ag e , and I'm very c o n c e r n e d  that we lose the essence 

of A l a s k a n  a d v o c a c y  that is an im po rtant thing in this bounds.

It co u ld  be lost if, for example, the State a pp ea r e d  disinterested. 

It could be s u b s t a n t i a l l y  re duced if som e bo d y in W as h in g t o n  

said "hay, you guys are down here a r gu i ng  for the best price, 

but: y ou're t aking away at home". If you wa n t  to put it bluntly, 

wh y s ho u ld  the rest of the co nsumers in the lower '48 simply 

raise prices so you can raise taxes. The i n co n sisten cy  of

the p o s i t i o n  u n d e r m i n e s  the posi tion as an ad v oc a te  ______  State

br in gs  to this right now. I'm pro ba bl y remiss in not reporting 

to you the fact that, and T. don't mean this in a critical way, 

that there is a fe eling in W a s h i n g t o n  that A l a s k a  always 

w a n t s  some special treatment, and a nyth in g that doesn't 

s t i m u l a t e  that r e a c t i o n  that can temper jud gement the wrong' 

w a y  ou ght to be avoided. So whe n you boil it all down, Senator 

Co lletta , I think we need as an industry, and the State needs
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in its o w n  i n t e r e s t s ,  as m a n y  p o s i t i v e  a d v o c a t e s  d o w n  there 

r i g h t  n o w  as w e  can. T h e  F E A  is g o i n g  to m a k e  its d e c i s i o n ,  

the P r e s i d e n t  m a y  m a k e  h i s  r e c o m m e n d a t i o n s  t o w a r d  the e n d  of 

M a y  or  the e a r l y  p a r t  o f  J u n e  th a t  s e e m s  to be w h e r e  t h e y ' r e  

p o i n t i n g ,  so the n e x t  c o u p l e  o f  m o n t h s  a r e  p r e t t y  criti c a l .

I c a n ' t  g u a r a n t e e  t h a t  I ' m  right. W e ' r e  in the t r e n c h e s  on 

this a n d  f o l l o w i n g  it v e r y  v e r y  c l o s e l y ,  a n d  w e  n e e d  all the 

h e l p  w e  can. In t h i s  one, o u r  i n t e r e s t s  s i m p l y  are n o t  enough. 

M y  s u g g e s t i o n s  in t h i s  t e s t i m o n y  is i n t e n d e d  as a f r i e n d l y  

one. The S t a t e  o f  A l a s k a  g i v e s  up n o t h i n g  in its s o v e r i g n t y  

by d e f e r r i n g  j u d g e m e n t  o n  m a j o r  t a x  q u e s t i o n s  now. I t h i n k  

s o m e  o f  t h e m  d e s e r v e  m o r e  study, b u t  T. d o n ' t  t h i n k  y o u  lose 

a n y t h i n g  by say in;;, w e  w i l l  c o m e  b a c k  to it n e x t  y e a r  and we 

w i l l  be  c r o s s - e x a m i n i n g  you, and w e  e x p e c t  y o u  to b e  r e s p o n s i v e  

S O H I O ,  but I t h i n k  i t ' s  a b a d  c h o i c e  o f  t a c t i c s  to i g n o r e  w h a t  

is the b i g  i s s u e s  n o w  for all of us, F E A  p r i c i n g ,  a n d  r u n  

d o w n  this, w h a t  is ah  i m p o r t a n t  trail, but a s i d e  t r ail a 

Long w a y  from the m a i n  issue. T h a t ' s  a l o n g  r e s p o n s e  a n d  T. 

g u e s s  I.'in o n l y  c o m m u n i c a t i n g  feeling. For w h a t e v e r  it's w o r t h  

I b e l i e v e  t h a t ' s  w h e r e  w e  arc.

S E N A T O R  C O L L E T T A  - D u r i n g  the gas h e a r i n g s ,  J u d g e  L i tts 

d e c i s i o n  c a m e  to the f l o o r  by a g e n t l e m a n  w h o  g a v e  e x t e n s i v e  

c o m p r e h e n s i v e  t e s t i m o n y  on i n t e r p r e t a t i o n  o f  w h a t  that m a n  

w a s  s a y i n g ,  and the of w h a t  he w a s  s a y i n g  in this one

#
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m
i n t e r p r e t a t i o n  w a s  that the c r e d i b i l i t y  o f  A l a s k a  is so l a c e d  

w i t h  g r e e d  that w h a t e v e r  w e  do is j u s t  s u s p e c t ,  a n d  w h a t  I 

w a n t  y o u  to tell m e  is th a t  I can g a t h e r  f r o m  w h a t  y o u ' r e  

s a y i n g  011 P a g e  30 h e re, if y o u  p e r c e i v e  this a t t i t u d e  as far 

as o i l  is c o n c e r n e d  w h y  t h e s e  p e o p l e  are g o i n g  to m a k e  a 

d e c i s i o n  is A l a s k a  p r o j e c t i n g  an i m a g e  of  t o t a l  g r e e d ?

f

R I C H A R D  D O N A L D S O N  - I d o n ' t  t h i n k  d e a l i n g  w i t h  i s s u e s  like 

this at the N a t i o n a l  level, the S t a t e  s h o u l d  fe e l  a p o l o g e t i c .  

O b v i o u s l y ,  s o m e o n e  w h o  is a s y n i c  c a n  g i v e  it a t r a n s l a t i o n  

of greed, but y o u  c o u l d  pres e nt  the same p o s i t i o n  in a much 

m o r e  accept a b le  wa y  w h i c h  I t h in k  is m u c h  more honest in the 

r e s p o n s i b i l i t y  of State  gov er nment, and I'm not trying to 

p r e t e n d  I'm the Sta te  Governor, but let m e  ex press it this 

way. The State of A l a s k a  is ma de  up of people who live here, 

w h o  are doing m a n y  things. Some of them w o r k  for tho G o ve rn or  

Most of them, m ay be  7 ! 5 7 o  of them w o r k  in the pr iv ate sector 

so called of b us i ne ss e s or m a yb e  they're just em p lo ye d  there. 

A lmost all of: those in the p r i v at e  sect or one way or an other 

directly or i nd irectly have the success of their b u si ne ss in 

part, maybe a large part, and the success of their r em ai ning 

employoil depende nt  on the r e s o u r c e  d e ve l op m en t  here, because 

it is your biggest industry and we're proud to bo a part of 

it. Now what you're s a yi n g in W a s h i n g t o n  to m e  do esn 't conic 

across as greed. Wha t y o u' r e saying is "look, in terms of 

the interests of the peo pl e in o ur State, we want to keep



our b u s i n e s s e s  r e l a t i v e l y  profitable. W e  wa nt  to do it ovr~ 

m a n y  y e a r s , and w e  r e c o g n i z e  that a k e y  thing in that is having 

a c o n t i n u e d  r e s o u r c e  development, not tearing up the State, 

but in a p l a n n e d  w a y  that goes forward on  a c o n t i n u i n g  basis 

that kee ps  things humming, so m e n  here of the FEA, w e ' v e  

come to W a s h i n g t o n  to tell you that w e ' r e  c o n c e rn e d about 

people in A l a s k a  w h o  n e e d  to be employed, and we k n o w  that 

to do that, y ou  h a v e  to have  some i n ce nt ive on oil and gas

prices in t h e ____________that: w i l l  permit this a c t i v i t y  to

mo v e forward. The second thing you can say w i t h o u t  any 

apologies, if y ou  look at the r e s o u rc e  po t e nt ia l  in Alaska, 

and w h a t  it c o n t r i b u t e s  p ot e nt i a l l y  is the who le  country's 

needs in terms of energy, but we have a very r e s p o n s i b l e  part 

to play, and that can't be done unless y ou  have a fairly high 

in ce nt ive in the terms of tho price d e c i s i o n  w h i c h  you have 

to make. So yes, there's an element of self Interest, but 

i.t's all of our s e l f - i n t e r e s t s  for people in the lower '48, 

p eople In the p r i v a t e  s e ct or  who i n ci d en t al l y over the long 

haul b r i n g i n g  r e v en ue s  Into a state g o ve r nm en t  provide the 

services that p e o p l e  need. T. don't  think you have to ma k e any 

ap ologi es  for that. Th at is kind of how I w o u l d  do it if I 

w e r e  r e p r e s e n t i n g  the State, and that's the es se nce of wha t 

the Governor, the C o m m i s s i o n e r  of Revenue, S e n a to r  Stevens has 

been saying. t think that they would be a little more per suasive  

oven though they have been good, if they talked a little more
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about the pr iv a te  sector, and the c o n c er n  for that here in 

Alaska. Mo s t of y o u  hav e lived or  w o r k e d  in the priv a t e 

s ec to r  b efore you put on your l eg is lative  hats. This is so, 

and  I think a r g u i n g  that and urging that, and sayi ng  it's 

im po r ta n t leaves y o u  n o t h i n g  to a p o l o g iz e for.

R E P R E S E N T A T I V E  E L I A S O N  - Dick, s o me wh ere e a r l i e r  in your 

p resent at io n, you w e r e  tying in the surp lu s se s  and the 

needs of r e v e n ue  r e l a t i o n s h i p  to e x t r a c t i o n  taxes. Now,

I can r el a te  the ne e d for o n - g o i n g  programs to cover the 

s e rv ic es of the people in a r e l a t i o n s h i p  to income taxes and 

p r o p e r t y  taxes, but w o u l d  y o u  el a b or a te  how s ur pl us ses or 

the n e e d  of income re lates to a one time n o n - r e n e w a b l e  resource 

and e x t r a c t i o n  tax?

R I C H A R D  D O N A L D S O N  - Right now, I'm w o r k i n g  on a c om mi ttee that 

is a part of the N a ti o n a l  P e t r o l e u m  Co u nc il  in Washington. It's 

an i n t e r e s t i n g  c om mi t t e e  to work on b e c a u s e  it's made up of 

m e m b e r s  of our industry, me mb ers of o r g a n i z e d  labor, e n v i r o n­

menta li st s , consumers, pr of e ss o rs  from academia, people in 

gove rnment. To try to gc?t all those pe op le aroun d one table 

and agre e on s o m e t h i n g  like a nat i on al  en ergy polic y is wh at  

the c o m m i tt e e is s u p p o s e d  to be doing, and we've made some 

i nt e re s t i n g  progress, and one of the things that we had been 

w r e s t l i n g  wi t h at first, and it's r e sp o n s i v e  to your question,
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Is ho w  do you treat: s o m e t h i n g  that seems finite. In other  

w ords sh o ul dn ' t > o u  take m o r e  be ca us e it is finite. That's

r ea l ly  your que s ti on  _____________ , and to pull two things out

of all those weeks  of d i s c u s s i o n  mi gh t be of  i n t er e st  to you 

and w i l l  help. The first is our abili ty  to u n d e r e s t i m a t e  

our e n er g y reserves of  all kinds has always b e e n  infinate, 

and wh at  has h a p p e n e d  is we  have looked harder, b r o u gh t  b e tt e r 

technology, n e w  ho r iz e ns  on-shore, off-shore. W e  h a ve  kept 

p u s h i n g  out the finite of w h a t  we know exists in e n e rg y  supplies 

I have a 1916 a r ti cl e  fro m a m a g a z i n e  in m y  files, ki n d of 

a c ol le c to r s piece that a b s o l u t e l y  p r e d i c t e d  that in 1925 

we  were g o i n g  to run out of: oil and gas, and no q u e s t i o n  

abo ut i t , it had the figures, it had dates, it h ad  a projection. 

You know, you can read  that same article  today, and all you 'v e 

got to do is change the dates, and nu mb e rs  and a couple names. 

Now, in a sense, fossil fuels, have a finite quality, but I 

have to tell y ou  that what; we kn ow  ma y  be very limited, our 

h orizen s are in close. The histor y of our i n du st ry is k e e p i n g  

and p u s h i n g  those ho ri zens out, so part of the a n sw e r to your 

q u e st io n  i.s let's don't a s s u m e  today to k n o w  e v e r y t h i n g  that's

there b e c au s e the h i s t o r y  of our w ho l e in d us tr y  _____________ .

Th e s e c on d  thing that's i mp o rt an t to it, there is a duel 

r e s p o n s i b i l i t y  of go v er nm en t, if you don't m i n d  p u t ti ng  it 

that way. On the one hand, you have to raise s u f f i c i e n t  

r evenue s from bu s in e s s e s  and citizens w h e r e  you are r e s po n si b le  

to pay for the services they need, and you can b a n k  some ahead,
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and y o u  a r e  f o r t u n a t e  t o d a y  if y o u  c a n  do  it, b u t  y o u  h a v e

a n o t h e r  r e s p o n s i b i l i t y  a n d  it's n o t  to b e  s o  o v e r - r e a c h i n g ,

if y o u  w i l l ,  in the r u n n i n g  o f  a g o v e r n m e n t  t h a t  y o u  p u t  a

t o t a l  chill, o r  a s u b s t a n t i a l  chill, on the p r i v a t e  s e c t o r

b e c a u s e  m o s t  p e o p l e  o u t  t h e r e  are i n  it for a l i v i n g ,  a n d

p a y i n g  the t a x e s  too, a n d  so w h a t  y o u  h a v e  is a v e r y  t o u g h

p r o b l e m  in g o v e r n m e n t ,  a n d  I d o n ' t  e n v y  y o u  f o r  a m i n u t e ,

of t r y i n g  to h i t  s o m e  k i n d  o f  a b a l a n c e  b e t w e e n  g o v e r n m e n t ,

taxes, a n d  s t i m u l a t i o n  o f  the p r i v a t e  s e c t o r  so t h a t  it ru n s

on its own, a n d  t h a t ' s  e x a c t l y  w h a t  w e ' v e  g o t  here. W h a t

I was trying to r e a c h  here, and p r o b a b l y  d i dn 't  do it too

wel l was say in g y o u' ve  done a good job in c o v e r i n g  your

future r e ve n ue  needs. You're bills are pa id  for a couple

of decades, there's no q u e s t i o n  about it, a n d  I think there's

time here n e ed e d to say wh a t about the o c h e r  side? Wh at

about the pr iv at e  sector? W h e r e  is the bou nd s ? And, it's

s u g g e s t i n g  that you think about this po li cy and h o w  it effects

the private sector. I'm s a y i n g  it ki nd  of m e s h e s  in w i t h

the two p ro b l e m s  that we ha ve  here in A l a s k a  today that arc

the big ones. The FEA p r i c i n g  d e c is i on  is one, and this

policy b a l a n c e  is the other. My w h o l e  testimony, w h e n  you

boil it down sim ply says one thing, let s all w o r k  on the

pr icing p r o b l e m  w i t h  FEA this year, if you w i l l  u nt i l that's

solved, a n d ' m e a n w h i l e  so we don't p r e j u d i c e  that, let's take

this policy q u e s t io n  head on and try to a n s w e r  that. The n you

see how the two bl e nd  and you can go fo r wa rd  on both s im u lt a n e o u s l y
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w i t h o u t  p r e j u d i c i n g  eith e r one.

R E P R E S E N T A T I V E  E L I A S O N  - I guess w h a t  y o u' re  r e a l l y  sayi ng  

then is that w e ' r e  m o r a l l y  right in ch a rg i ng  an i n c r e a s e d  tax 

upon a n o n - r e n e w a b l e  resource, and e x t r a c t i o n  tax compared' 

to an o rd i n ar y  p r o p e r t y  tax or inc om e tax a p pr oa ch ?

R I C HA RD  D O N A L D S O N  - All I'm s ug g e s t i n g  is, and I don't k n o w  

wha t the right n u mb e rs  are, the laws help somewhat, the 

ec onomics help sort it out somewhat, but the real poin t of 

focus, If you're g o in g  to do a good job, is to r e m e m b e r  y ou ' ve  

got a publi c se ct or  and a private sector in the State, and 

o v e r h a n g i n g  the w h o l e  thing right n o w  is this Fe de r al  E n e r g y  

A d m i n i s t r a t i o n  q u e s t i o n .

I have come uoday to be as frank as I can b e c a u s e  w e ' r e  trying 

to w o r k  on both, and I can't do any th i ng  less than tell you 

w h er e  we arc and w h a t  w e ' r e  w o r r i e d  about.

R E P R E S E N T A T I V E  ELI AS ON  - Of course, we rea lly don't k n o w  wha t 

our future incomes are g o i n g  to be either, and you' r e saying 

we have our bills paid for a n u m b e r  of years down the road, 

but we really don't k n o w  that pa rt i c u l a r  point u ntil the FEA 

makes that de te rm ination .
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R I C H A R D  D O N A L D S O N  - I d o n ' t  e i t h e r ,  a n d  y e t  e v e r y  s t u d y  that 

I h a v e  s e e n  s h o w s  v e r y  s u b s t a n t i a l  s u r p l u s s e s  in y o u r  t r e a s u r y  

in the m i d  '80's, a n d  the o n l y  q u e s t i o n  is h o w  b i g  they are, 

n o t  w h e t h e r  t h e y  w i l l  b e  there. So d i r e c t i o n a l l y  w h a t  y o u ' r e  

s a y i n g  is w e ' v e  g o t  a g r e a t  p i e c e  o f  life i n s u r a n c e  out t h e r e  

a h e a d  of us. M a y b e  w e  s h o u l d  ta k e  a f e w  m o n t h s ,  or m o s t  of 

the y e a r  a n d  s o r t  o u t  t h e s e  o t h e r  q u e s t i o n s  so w e  d o n ' t  lose 

a n y t h i n g  b y  t a k i n g  the time.

S E N A T O R  R A D E R  - M a d a m  Chairman, f ol l ow in g a l on g  the same line 

as R e p r e s e n t a t i v e  Eliason, and in fact, I think it's exactly 

the same point, tho Gove. in his State of the State m e s s a g e  

to the legisl ature, and I think also in his b udget  message, 

spoke of a g e n e r a l  p o l i c y  w h i c h  w o u l d  involve the argument 

that the State has in trust these n o n - r e n e w a b l e  re so urces 

such as oil, a nd that all of: the revenue, at least 2 5 7 o  w h ic h  

is our p e rm a ne n t fund referendum, but he urges that LOOT, of 

the re ven ue w h i c h  comes from royalty be saved and set aside 

and not used for the o n g o i n g  purposes of g o v e r n m e n t , and that 

we impose taxes to h a n d l e  w h i c h  you con s i de r to be our normal 

o n g o i n g  needs. Y o u' re  a lawyer, I'm a lawyer, so lawyers w ou l d 

say we  have the trust and he's ar g ui ng  that the corpus of the 

trust, the body of the trust to be preserved, and that for 

the State to c arry on its day to clay act ivities, it must 

have the tax pr o po s a l s  that lie has s u g g e s t e d  in order to 

bala n ce  his budget. Nov;, if you adopt the Go v er n o r ' s  argu me nt
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I s u s p e c t  that the tax p r o p o s a l s  that h e ' s  s u g g e s t e d  m a y  be 

c o r r e c t  that y o u ' d  h a v e  to h a v e  t h o s e  to b a l a n c e  the b u d g e t .

I d o n ' t  k n o w  that th a t ' s  the case, but at l e a s t  h e ' s  s a i d  

that t h a t ' s  the case. Do you, and I t h i n k  this is e x a c t l y  

the s a m e  q u e s t i o n  as Mr. E l i a s o n  is a d d r e s s i n g  h i m s e l f  to, 

to w h a t  e x t e n t  do w e  h a v e  a n  o b l i g a t i o n  to n o t  i n v a d e  the 

the c o r pus, so to s p e a k ?  To w h a t  e x t e n t  do y o u  t h i n k  w e  

s h o u l d  r a i s e  taxes if w e  a r e  g o i n g  to c o m p l e t e l y  k e e p  the 

c o r p u s  in t r u s t ?  H o w  do y o u  m e e t  that a r g u m e n t ?

RI CH A R D D O N A LDSON  - Let me give you an example. Let me 

take m y s el f  and the w a y  the finances of my family run. Some 

of the income on our family comes from my salary, some of 

ft comes from investments, not too many that I have made, 

dividends, m ay b e a little a p pr ec i a t i o n  on it, some comes 

from interest on my savi ng s account, but it comes in at an 

ov e ra l l flow, so to speak, in the family treasury. Now, I 

ha ve n 't  made any de c isions  that I can stand wit h very long 

for the w h o l e  future of the rest of my Life, I'm onl y going 

to bank my int erest in div id e nd s  and not spe nd it if there's 

some ot her need. Sometimes, I. have to dip into that w h er e  

there's situa ti ons in the family. Someti me s I can put a little 

of the salary away too, a nd  J. stay flexible on that. Now, let's 

t ra n sl at e that into the Stato i.f it is translatable. The State 

has income strains from se ver al sources. M a n y  so ur ce s actually, 

but wc will say b a s i c al ly  to the tax and royalty. In a sense 

it's nic e to put some by Cor problems that you can't foresee
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n ow that the Stato. w i l l  have. The idea of h av i ng  a k i nd  of 

p e r m a n en t fund, p a r t i c u l a r l y  if it's used as a d e v el o pm en t  

type fund for sources and ca pi ta l that w o u l d n ' t  ot he r wi se  

be available. I t ’s a very goo d thing. Let me digress just 

a m o m e n t  as an example. Su pp o se  there ha d  be e n  a big copp er  

s t ri ke so me w he re  up in the center part of the State, and it's 

a c o mm e rc i al  load, and there's no tr an s po r ta ti o n there and 

there's no town, but ind us tr y said, we' d like to come in and 

de ve l op  that, but put st ip u la t io ns  and r e q u i r e m e n t s  on. It 

w o u l d  be a nice thing to have a fund that w o u l d  say, well, 

i nd us tr y n o r m a l l y  puts in the mines, the p r o c e s s i n g  facilities, 

and i.L: they can get at the tide w at e r they'd have to come up 

w i t h  the ships and take it from there, but m ay be  a fund that 

co uld e s t a b l i s h  a town and t r a n s p o rt a ti o n systems and maybe 

even  por t facilities, the kind of thing that this p er m an e nt  

fund, ju st like you have some re served in your own savings 

a c c ou nt  can take up. On the ot he r hand, if I dr a w too mu c h  

out of my busines s and de stroy the bus iness or m a k e  it less 

pr of it able, I'm  h u r t i n g  my family too, aren't I? So tho State 

has a b a l a n c i n g  job at the ot her side. If it tries to draw 

too much into the savings ac co un t and destroys the general 

flow of Income from oil and gas, maybe it hasn't m a d e  the 

best de ci s i o n  in m a n a g i n g  those funds. So in a sense, the 

st ate's no di f fe r en t from my family. You've got to check 

the flow co ming in and the flow go i ng  out, and be able to
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a d j u s t  s o m e w h a t  f r o m  time to t i m e  if y o u ' r e  g o i n g  to r u n  

it i n t e l l i g e n t l y .  In a n s w e r  to y o u r  q u e s t i o n  s p e c i f i c a l l y ,  

the i d e a  o f  s o m e  k i n d  o f  a p e r m a n e n t  f u n d  is a d e v e l o p m e n t  

r e s o u r c e  f o r  the State, n o t  to h e l p  us n e c e s s a r i l y ,  b u t  o t h e r  

A l a s k a n ' s  p a r t i c i p a t i n g  in that. I h a v e  n o  i d e a  p e r s o n a l l y  

w h a t  the r i g h t  s i z e  is, e x c e p t  that I w o u l d  w a n t  to s t a y  

f l e x i b l e  if I w e r e  r u n n i n g  it f o r  m y  own f a m i l y .  O n  the o t h e r  

side, I d o n ' t  w a n t  to p r e j u d i c e  the i n c o m e .  Y o u  see, that's 

the o t h e r  q u e s t i o n .  If y o u  set it a l l  a s i d e  to the p e r m a n e n t  

fund, y o u  m a y  b e  v e r y  c o m f o r t a b l e  a b o u t  t h o s e  fat b a l a n c e s ,  

b ut  if there's n o  f u t u r e  o u t  there, in ten y e a r s  or f i f t e e n  

b e c a u s e  it's b ee n  discourag ed , has it b e e n  the right decision? 

This is why I think, John, that we  need to take a look at it.

S E N A T O R  RADER  - Alright, then that brin gs us to the next 

question. Should we, I no te  that Mr. T a n z e r  for example, 

com pa re s our s i t u at i on  w i t h  tax loads that have be en  imposed 

by other gover nm ents, places w h e r e  the oil i ndustr y has been 

n a t i o n a l i z e d  in some places and so on and so forth. Your 

c o m p ar i so ns  .•ire p r i m ar i ly  to o ther states. Y< u did m e n t i o n  

the North Sea situation, I think, a litt le bit, but in thinking 

of our own terms in terms of the future of  an oil in du stry in 

Alaska, to what extent s hould we co nsider the inte rn a ti on a l 

m e t h o d  of taxation or e x a p p r o p r i a t i o n  or w h a t e v e r  might be. 

the situati on?



R I C H A R D  D O N A L D S O N  - Well, I gu ess there are three qu es tions that 

y o u  have r o ll ed  into one. First w e  hav e c on s id e re d  A l a s k a  

versus othe r states b e c a u s e  all states are subject to the 

same federal b o dy  of tax law that s i mp ly  simpli fi es  the 

pr es en tation.  T h e re ' s no i n t e n t i o n  to mis-lead. Secondly, 

w h e n  y ou  comp ar e  o th er  co u nt r y' s  s it uations wha t y ou  are 

r e a l l y  do ing is c o m p a r i n g  the total tax b u rd e n in other 

countries, an d  so me t im es  they have only one govertnnent, not 

several levels, and y o u  add up w h a t e v e r  they have, and if you 

comp a re  that, and c o mp a re  it w i t h  w h a t  we ha ve  w h i c h  is the 

sum of federal, State and local, in doing  that kin d of 

comparison, w e ' v e  done some w o r k  on that and Ken Sc ho w la t er  

can get it for the c o m m i t t e e  if y ou 'd  like to have it, what 

y ou  find is that the total tax b ur d en  in the United States of 

Federal, tax law, A l a s k a n  tax law, and local tax law is very 

c o m p a r a b l e  to the bu rd en s  that you find in these ot her countries 

that Dr. T a n z e r  likes to r e f e r  to. The third thing, you can look 

at any kind of tax m e c h a n i s m  to raise revenue, and the ingenuity 

on that, you k n o w  it's r e a l l y  onl y limit ed  by the time that 

so me b od y has thought of that you can research, but the key 

q u e s t i o n  is less the m e c h a n i c s  than the total burden, and if 

the burden be co me s  su ch  that you tone down the e cono mi c ac t iv i ty  

that you  also want, obvi ou sl y, it's the b u r d e n  that's the key 

to watch, not the mecha ni cs. T h er e 's  an i n t e r e s t i n g  article 

as an e d it or ial in the A n c h o r a g e  p a pe r  last n ig ht  ta lki ng about 

Indonesia. The y o ve r -r e a c h e d ,  the indu stry shutdown. Th e y 

tried to come back, and T. guess those n e g o t i a t i o n s  have fallen



o f f  again. T h e r e  i s n ' t  a n y t h i n g  m a g i c  in s a y i n g  w e l l  this is 

w h a t  t h e y ' r e  d o i n g  s o m e p l a c e  e l s e  in the w o r l d .  W h a t  y o u  

r e a l l y  h a v e  to l o o k  at is the e c o n o m i c s  o f  the s i t u a t i o n ,  

a n d  do e s  it s t i m u l a t e  the a c t i v i t y  y o u  w a n t ?  I d o n ' t  k n o w  

w h a t ' s  r i g h t  or w r o n g ,  b u t  I k n o w  the e c o n o m i c s  is w o r t h  it 

w h e r e  it's a l l  s o r t e d  out. Y o u  m i g h t  say w e ' d  h a v e  o n e  tax 

in A l a s k a ,  n o t  f i f t e e n  or t h r e e  o r  four, a n d  o n e  t a x  g e n e r a t e s  

the r e v e n u e  a n d  p r o v i d e s  the e c o n o m i c  a c t i v i t y ,  fine. W h a t  

is the p r o b l e m  t h o u g h  in m o s t  s t a t e  a c t i v i t y  is t h a t  t h e r e  

is the n e e d  in o t h e r  s t a tes, a t e r r i b l e  n e e d  for r e v e n u e .

T h e y  don't hav e e n ou g h to run schools and things. You're 

f o rt unate here, so they keep looki ng  for di ff er e nt  kinds of 

taxes, and p l a y i n g  the game b e c a u s e  it's a d i f f e r e n t  tax, 

m a y b e  n o b o d y  w i l l  mind, but her e w h e n  yo u' re  d oing planning 

of an e c o no mi c  n a tu re  for the state's l o n g r u n , I think it's 

e n c u m b e n t  upon you to hook at the w h ol e  scene, all the taxes 

a nd the burden, and do the kind of co mp ar at i ve  st uff that 

we  try to do for you. If you do your own, you w o n ' t  come 

out w i th  any d i f f e r e n t  numbers, though m ay be  you' ll accept it.

S K N A T O R  R A DE R  - Just one more ques ti o n if I might, M a d a m  

Chairman. One of the goals of the Gover n o r' s pack a ge  was 

to ca pt u r e some of the impact and a ct i v i t y  from the Outer- 

c on t i n e n t a l  Sh e lf  development, the franchise tax is, T. think, 

w ha t  lie c a l l ed  it. Ad d re ss  y o u r s e l f  to that problem. I suppose 

you w o u l d n’t care if you had a fr an chise tax that didn't change 

the total, burden, and also include the O u t e r - c o n t i n e n t a l  Shelf.
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As ag a i n ,  y o u ' r e  s a y i n g  it ' s  n o t  the m e c h a n i c s ,  it's the 

b u r d e n  that y o u ' r e  w o r r i e d  about.

R I C H A R D  D O N A L D S O N  - It's k i n d  o f  a h a r d  q u e s t i o n  to answer.

Y o u  g e t  in t o  k i n d  of a s p e c u l a t i v e  a r e a  that y o u ' r e  j u s t  

n ot s u r e  w h e r e  y o u  are. L e t  m e  try this S e n a t o r .  W h e n  y o u  

go i n t o  an a r e a  for r e s o u r c e  d e v e l o p m e n t ,  as a c o m p a n y  

w h a t  y o u ' r e  l o o k i n g  a. is t h e - p o t e n t i a l  t h e r e  for d e v e l o p m e n t ,  

the c o s t s  a n d  i n v e s t m e n t s  y o u  h a v e  to t h r o w  at it, a n d  y o u  

l o o k  at tax b u r d e n s  a n d  w h a t e v e r  it's c a l l e d  c h a r g e s ,  f r a n c h i s e  

tax, or w h a t e v e r ,  y o u  do l o o k  at that. Y o u  a l s o  lo o k  at h o w  

m a n y  w i n n e r s  a n d  l o s e r s  y o u  m i g h t  e x p e c t  in d r i l l i n g  h o les 

h e r e  a n d  there. Y o u  m a k e  some j u d g m e n t ,  p r o b a b l y  i m p e r f e c t  

b e c a u s e  t h e r e ' s  m u c h  y o u  s t i l l  d o n ' t  k n o w  w h e t h e r  it's w o r t h  

the r i s k  a g a i n s t  o t h e r  places. T.n this a r e a  of: OCS d e v e l o p m e n t  

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

the c o a s t a l  lands y o u  tend to s u p p o r t  this. Y o u  get some 

v e r y  t o u g h  q u e s t i o n s ,  at l e a s t  t h ree that c o m e  to m i n d  that 

y o u  o u g h t  to sort out. W h a t e v e r  it is, I s u s p e c t  any i n d u s t r y  

that g o e s  in there, they e x p e c t  to p a y  a s h a r e  o f  that impact 

cost. M a y b e  a l i t t l e  m o r e  than a fa i r  share, that a l s o  seems 

to b e  the p a t t e r n ,  but they a l s o  h a v e  the o p t i o n  ol not to 

go, and h o w  that gets t r a d e d  out m a n y  t i m e s  is a m a t t e r  of 

n e g o t i a t i o n .  I t h i n k  t h e r e  is a p r o b l e m  h o w e v e r  o f  a s k i n g  

s o m e b o d y  to c o m e  in. You say, w e  w a n t  y o u  to p a y  o n  day 1 

w h a t  w e  w i l l  g u e s s  the t o t a l  i m p a c t  c o s t  to be o v e r  the w h o l e



life of your project. In the first place, that's not di sco u nt e d 

for the time in the future wh e n the impact wi l l  occur. There's

no _____________  e c o n o m i c a l l y  in that advance payment. The second

p oi nt  is, su pp os e  y o u 'r e  c a lc ul a t i o n  of the ad van ce is wrong.

Y o u  d on ' t find anything. Y o u  don't have any large development. 

Y o u  have a large string of dry holes. You've put a p r e m i u m  

or a p e n a l t y  if yo u  w il l  going in that w o u l d  d is co ur age a 

lot of people, and I think the answer, and this is only 

p e rson al , not our comp a ny  view, wh at  you n e ed  is a system; 

to say y o u' ve  got a fair b us iness cost, just like you pay 

yo ur  fuel bill or hire a guy to run a cat for this type of 

impact. I'd say it w o u l d  be d if ficu lt  for a company to say 

well, that's not right, that's fair, that is a bus iness cost.

But then you come to the sec ond phase that says w hat's  fair, 

and yo u  say well, we  had so man y peop le coming in, we need 

so mu ch  land, we wil l pay these taxes, and then you have other 

se rv i ce  i nd us tries come in to support that. They too have 

a shar e of that impact cost, so you need a s y s te m that kind 

of a l l o c a t e s  that over the whole thing. We've got a lot to 

learn in this area, and I. suspect all of us wiJ !. spe nd a good 

deal of time, but again you run the risk of m a k i n g  a m i st ak e  

of t r yi ng  to do s o m e t h i n g  well and gue s s in g wrong, and de te rr ing 

o t he r  things that; you r eally v/ant: to happen. I hope that's 

he 1p f u L .

Page 17

S E N A TO R  CO L L E T T A  •• On page 2, you we re  excite d about the Go ve rn or ' s 

pol icy o b j e c t i v e s  on any new tax, Dick, and yo u e nu m er at e d the
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five points that he made. W o u l d  it be fair to ask in the 

p r o p o s a l s  that are before us, h o w  m a n y  of these points do they 

fall short of?

R I C H A R D  D O N A L D S O N  - Y o u  don't have any eas ie r questions, you'd 

r a t h e r  I'd ans we r do you? A l ri gh t  lets take a flier at it. I 

think it's a fair question. Item one, s ufficie nt  reve nu es to 

c o m p e n s a t e  the State for additi on a l se rvice costs pend i n g such 

dev elo pm ent. Let ine pause right here, I'll come to the d iv id end 

pa rt  in ju st  a moment. If any of the forecasts of future 

r evenue s from lets say Prudhoe Bay or tne pi p el i ne  are valid, 

o ve r  the next three years we  will be payi n g from 75% to 120% 

of the St ate's total budget. It seems to me that that first 

s t a n d a r d  is w e l l  cove r ed  just by one project. I'm not saying 

that you  don't want more, but at least in terms of coveri ng  

your  costs, we 'r e  pr o ba bl y  more on payment, and I'm not 

s a yi n g that to be argumentative. In terms of dividends, I 

d o n ’t know wh a t  t he .G overnor  had in mind, wha t he's saying 

is w e ' d  like to bank a little bit Cot* the future. What you do 

say is if you have that surplus, maybe  it's eight and a half 

m i l l i o n  dollars In the mid 80's I don't know. T h er e 's  at 

Least a s ug g es t i o n  that the di vi d en d  is being paid. Maybe  

it's not enough, but this is one of the areas that you would 

have to discuss. I can't say it's short, but there's at least 

a goo d do wn  payment on It and ma ybe some area for discussion. 

T hat's really  the hardest part of the answer. Point two - 

T.'in not sure that any c on si d e r a t i o n  has been g iv e n to the
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prof i ts  to investors to ke e p them _____________ , and ba c k  later

on in the paper w h e r e  I was q u o t i n g  the s tu ff  from Mo rg an  

S t a n l e y  and the cost of b u s in es s  here, there is at least a 

first o f f e r i n g  on the subject, not e n o u g h  co n si d e r a t i o n  has 

b e e n  g i v e n  to that. Pe rha ps w e  ought to have some dis cussion 

and w e  are all i n t e r e s t e d  in h a v i n g  that go forward. Point three - 

W e  mus t be r e s o n ab l y r e s p o n s i v e  to the N a t i o n a l  and w o r l d  

e c o n o m i c  trends of the time. Thi ng s that come to m i n d  when 

y ou r e a d  that is the cost of e nerg y on a BTU basis that is 

g o i n g  up all over the world, and the ne ed  to g enera te  supplies 

of e n e r g y  of all k i n d s , p a r t i c u l a r l y  d o m e s t i c a l l y  here in the 

U n i t e d  States to fry to me e t  more of those here at home so 

that w e  re not. at the m e r c y  of the fo re ig n  cartel. I think 

A l a s k a  at least at the m o m e n t  is r e s p o n s i v e  to this becaus e 

i.t is just about to c o n t r i b u t e  to the Unit ed States energy 

supply, the oil flow from Prudhoe Bay, and nobody  can say 

that that's small. On the o t he r  hand, as far as future 

particip at io n, there hasn't rea lly been m u c h  mo ve ment in the 

State in the last three yea rs to s i g n i f i c a n t l y  encourage 

future co nt ri butions,  and you  kn ow  the lead time is long.

We hope for a B eaufo rt  Sea lease, we hope for a Gulf of 

Alaska, and I. think that nee ds to be d us t ed  off and you 

would p r ob ab ly comply w i t h  that, if co mp l ia n ce  is the question, 

by m o v i n g  ahead on those things. The PSA question, you sec, 

your p a r t i c i p a t i o n  in that, I. think is b ei n g respo ns ive to 

Na ti o na l  need be ca us e  if you get a h i g h e r  price and stimulate 

this development, you sec, you' v e got a part of that and
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t h a t ' s  a n o t h e r  p l a c e  t h a t  I ' v e  t r i e d  to e n c o u r a g e  y o u  to 

do it. N o n d i s c r i m i n a t i o n  o n  the b a s i s  of  o w n e r s h i p  - w e l l  

h e r e  I g u e s s  o u r  i n d u s t r y  f e e l s  li k e  that w o n d e r f u l  l i n e  

f r o m  F i d d l e r  o n  the R o of. R e m e m b e r  w h e n  T e v i a  the f a t h e r  

w a s  s t a n d i n g  o u t  o n  the r o ad, h e  l o o k e d  up at the h e a v e n s  

a n d  s a i d  " L o r d ,  it's n i c e  to be the c h o s e n  p e o p l e ,  b u t  do 

y o u  h a v e  to do this e v e r y  t i m e " ?  I ' m  s o r r y  a b o u t  that,

s o m e t i m e s  a j o k e  is b e t t e r  t h a n ____________________________________ .

I m u s t  r e d u c e  u n c e r t a i n t y  a n d  e n c o u r a g e  s t a b l e  e x p e c t a t i o n s  

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

the problems, here and m a n y  places  in the country, n o t  j u s t  

here has been the i n s t a b i l i t y  of g o v e r n m e n t s  r e l a t io ns  with 

i n d u st r y in energy, a n d  as this testimony s t a rt e d and finished, 

it was really a l mo st  b e g g i n g  y o u  again, say let's sit d o w n  

and look at this p o l i c y  to find some stability. W e've done 

pretty we ll  on some o f  these, S e n a to r Colletta. Othe rs  I think, 

needs more work.

G E O R G E  S I L I D E S  - Mr. Do na l ds o n,  I've been in vit ed to ask you 

a co up le of q u e s t i o n s  as co un se l  to lie committee, and I notice, 

and 1 al mo st  h e s i t a t e  to a s k  you this question, but I do think 

that there is a table m i s s i n g  w h i c h  w o u l d  have mad e a rather 

fine report, or p e r h a p s  ev en  better, but I n otice that in the 

report in yo u r c o m p a r i s o n  b e t w e e n  taxes pa id among  the states, 

that is the p e rc e n t a g e s ,  y o u r  comparisons, of course, are in
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a c t u a l  d o l l a r s  p aid, a n d  I d o n ' t  see a t a b l e  w h i c h  i n c l u d e s  

the f a c t o r  of d o i n g  b u s i n e s s .  Now, y o u  i n d i c a t e d ,  o f  c o u r s e ,  

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

y o u r  c o m p a n y  to do b u s i n e s s  in A l a s k a .  T h e  c o r o l l a r y ,  o f  

c o u r s e  is th a t  it c o s t s  the S t a t e  o f  A l a s k a  to do b u s i n e s s  

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

H a v e  y o u  a t a bic w h i c h  t a k e s  t h a t  into c o n s i d e r a t i o n ?  If 

I m i g h t  g i v e  an  e x a m p l e  o f  w h a t  I ' m  s p e a k i n g  of, w e ' l l  u s e  

the S t a t e  o f  L o u i s i a n a  b e c a u s e  it m a k e s  the n u m b e r s  c o m e  

o u t  even, if for e x a m p l e ,  it c o s t s  5 0 %  m o r e  to do b u s i n e s s  

in the State of A l a s k a  than it d i d  in a t h i r d  of  L o u i s i a n a ,  

then it could be a r g u e d  that our taxes are not 99% of Lo u is i a n a ' s  

but only 66% of Lo ui si a na 's .  Have y o u  m a d e  that type of table 

in co mpa ri s on ?

RI CH A RD  DO N A L D S O N  - This is the are a that I have said that we 

hadn't' completed, and w h a t  w e ' r e  trying to do is to get 

c o m p a r a t i v e  data, w h i c h  is very hard to get, that w o u l d  compare 

cost of findings and p r o d u c i n g  and t r a n s p o r t i n g  oil to d if f e r e n t  

regions of tho country. You r e m e mb er  a bo ut a year ago, we gave 

yo u a cou pl e of maps and s h ow e d you some things. W e ' v e  been 

tryi ng to de ve l op  this c o m p a r a t i v e  cost dat a in pub lic figures. 

You can get pieces of it, but we ha ve n' t been able to get 

s o m e t h i n g  that you co uld put all together. T h e  pieces that 

we h a v e , and this is sort of a p r e l i m i n a r y  report, if you 

will  ac ce pt  it that way, tend to s h ow  that there is a premium, 

a h i gh e r cost for d o i n g  b u s i n e s s  in the A r c t i c  and o f f - s h o r e

rage 21
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than in o t h e r  s t a t e s ,  a n d  w h e n  y o u  are l o o k i n g  at a c o m p a n y  

m a k i n g  y o u r  b u s i n e s s  d e c i s i o n s ,  w h a t  y o u  do is tend to add 

two b a s i c  fa c t o r s .  Y o u  say, okay, t h ere is a p o t e n t i a l  h e r e  

t h a t  w e  w o u l d  li k e  to e x p l o r e  th a t  w e  w o u l d  g u e s s  g o i n g  in 

w o u l d  h a v e  two b i l l i o n  b a r r e l s  o f  oil, j u s t  to t a k e  a n u m b e r  

of f the c e i l i n g ,  a n d  w e  k n o w  th a t  the c o s t  o f  that if w e

c a r r y  it t h r o u g h  w o u l d  b e  X  a n d  X  is p r o b a b l y  t w i c e  w h a t  it

is in so m e  o t h e r  place. W e  a l s o  k n o w  w h a t  the tax b u r d e n

w o u l d  be. L e t ' s  s a y  t h a t ' s  Y, n o w  w e  a d d  up X  a n d  Y  v e r s u s

the r e t u r n .  W e  s a y  n o w  t h a t ' s  a g o o d  r i s k  i n v e s t m e n t ,  or 

no, w e  just don't w a n t  to t o u c h  it, even if the o i l  is there. 

The cost is not there, so we a p p r o ac h  it from this standpoint, 

why this c o m p a r a t i v e  data, we think w o u l d  be h e l p fu l  if we 

could get together. I ' m  not sure we can yet, w e ' v e  w o r k e d  

on it for about s i x  months, so we have some of the p i e c e s  

but not all. You could say alright, let's c o n si d er  how 

A l as k a stands up w i t h  an oil well in west Te xas or some 

o f f - s h o r e  w o r k  in C a l i f o r n i a  or s om et h in g  o ff  the East Coast. 

Let's just see how we compare  as a risk potential, ri s k reward 

type from ot her places in the country, and what I think this 

will show is that A l a s k a  has a hig h de v el o p m e n t  potential, but 

that it has to have b e t t e r  po te nt i al  in r e sources  than other 

places in the c o u n t r y  because  the costs are higher, and what 

that comes down to is this, you begin to see the m a r g i n  of 

p r o f i t a b i l i t y  sh ri nk  as you go farther of f- s ho r e or further 

into the arctic today. Wh at  that means to me for purposes



of b i l l s  that y o u  h a v e  h e re, is that e v e r y t i m e  y o u  p u s h  that 

t h i n g  c l o s e r  t o g e t h e r  b y  a d d i t i o n a l  taxes.

W e  w e r e  t o l d  a f e w  w e e k s  a g o  that, h o w  does it fe e l  to w o r k  

for an i n d u s t r y  that has n o  r i s k ,’ an d  I s a i d  h o w  did y o u  d e r i v e  

that? T h e  m a n  said, w e l l ,  if y o u  loo' n i n g s  t h e y  are

v e r y  stable. I c o u l d n ' t  w a i t  to g e t  b a c k  to C l e v e l a n d  a n d  

t a l k  to C h a r l i e  P l u m b  w h o  is o u r  V i c e - P r e s i d e n t  for A c c o u n t i n g  

w h o  has w o r k e d  v e r y  h a r d  to s p r e a d  out t h e s e  p e a k s  a n d  v a l l e y s  

of i n c o m e  a n d  w h a t e v e r  so that y o u  h a v e  s o m e  o f  t h ese f i n a n c e  

r e p o r t i n g s  th a t  a r e  c o n s i s t e n t .  C h a r l i e ,  I said, y o u  d i d  a

s w e l l  j o b  on a c c o u n t i n g ,  but y o u ' v e  m a d e  m e  r e a l  p r o u d  ____________

a n d  this is o n e  of  the l i t t l e   ____________that I. j u s t  c o u l d n ' t

ge t  over. O n  the p i p e l i n e  itse l f ,  y o u  f i n d  the o i l  a n d  y o u  

k n o w  the m a r k e t  is there, a n d  y o u  t h i n k  y o u  h a v e  the t e c h n o l o g y  

to c o n n e c t  to, so in a s e n s e  y o u  s a y  a lot of  the r i s k  is 

t a k e n  away, a n d  in a s e n s e  th a t ' s  so b e c a u s e  th a t ' s  w h a t  

p r o j e c t  f i n a n c i n g  is all ab o u t ,  but w h e n  you get into the 

b u i l d i n g  and the d e s i g n ,  the f i n a n c i n g ,  the c a l c u l a t i o n s  of 

h o w  to e n g i n e e r  s o m e t h i n g  li k e  this, it's so r t  o f  li k e  g o i n g  

p a s t  the first g r a d e  anil t h i n k i n g  y o u  k n o w  h o w  t:o add a n d  

s u b t r a c t  a n d  s u d d e n l y  y o u  r e a l i z e  that out t h e r e  is s o m e t h i n g  

c a l l e d  analytical, g e o m e t r y  a n d  c a l c u l u s ,  a n d  t h e r e ' s  a w h o l e  

s t r i n g  m o r e . o f  t h i n g s  y o u  d o n ' t  know. W h a t  w e 've had to do 

Ls to w o r k  t h r o u g h  a l l  o f  that the f irst time out in a p r o j e c t  

like this ’in the A r c t i c  w h e r e  t h e r e ' s  no p r e c e d e n c e  for it 

in the w h o l e  wo r l d .  Nov;, w e ' v e  h a d  a lot o f  e x p e r i e n c e  b u i l d i n g  

p i p e l i n e s ,  a n d  w e ' v e  b r o u g h t  that to the table, but t h e r e ' s
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a lot that w e  d i d n ' t  k now, a n d  w h a t  is r e a l l y  h a p p e n i n g ,  if 

y o u  w i l l  r e c a l l  is that t h r o u g h  delay, the i n f l a t i o n  i n v o l v e d  

in it, s t i p u l a t i o n s  l a i d  on  b y  g o v e r n m e n t  for t h i n g s  that 

w i l l  be d o n e  in this line, i n c r e a s i n g  l a b o r  c o s t s  w h i c h  y o u

c a n  a n t i c i p a t e _____________________the a c t u a l  co s t  of  this p i p e l i n e ,

the t h i n g s  that a r e  a l m o s t  b e y o n d  o u r  c o n t r o l  has g o n e  up

400 % d u r i n g  the ti m e  o f  this p r o j e c t .  F o r t u n a t e l y  the 

cost of the o i l  in the w o r l d  m a r k e t  has g o n e  u p  4 0 0 %  a p p r o x i m a t e l y  

too. W h a t  h a s  h a p p e n e d  in this is that p r o b a b l y  m o r e  o f  m y  

g r a c e  th a n  a n y t h i n g  else, the i n c r e a s e  in p r i c e  for o i l  has 

c ov er e d the increase in cost o f  the project. Th i s  is p r o v e d  

out, and I think we repo rt e d this to you in te stimony a year

ago that arc g oi n g in a n t i c i p a t e d  return on a D C F  b a s i s  i.n

1070 was about a 14 to 16% range. In 1974, we ran it again.

A w h o l e  lot ol: things have changed and all these prices have 

gone up, but they are still, all in about a 14 to 16% range.

When we c al c ul a t e d  for you a yea r ago, it was still in that 

range, not by any t hi n g more than chance frankly, so w hi le 

w e 'v e  had to invest four mor e do llars for each one we anticipated, 

the return in the m a rk et  will, be about four, but: the p r o f i ta bi l it y  

dollar per d ol l ar  hasn't changed, and you k n o w  who 's been the 

real recipient for this w i n d f a l l  in products? Happily, it's 

the State of A l a sk a b e c au s e you don't have any investmen t 

money in it. Your tax rates are still there on the books 

and you get a same p e rc e n t a g e  fr om a larger income plus.

I think it's groat that: you do. J. don't b egrudge  it, it's 

just a factor.
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G E O R GE  SILIDES - M a d a m  Chairman, if I m ig ht  just one mor e 

time. Dick, that's a v e r y  c o m p le x  subject, and I k n o w  that 

e ve r yt im e  we talk about it, w e  can go on for hours and I'll 

let it go for now, but there's s o m e t h i n g  coming  up that w e' re  

going to have to face in taxation, here, now, w e ' v e  all heard  

a lot about the surplus of A l a s k a n  crude on the w e s t  coast, 

and wh at  to do w i t h  it w h e t h e r  it sho uld go to Japan, or go 

to the gulf coast, and so on. Now, we a n ti c ip a te  of course

w h e n  the pip el i ne  was first b ui l t that we p r o b a b l y  _______________

to Che rr y Point, or Lo ng  B ea ch  and let it go at that. N ow you' 

an ti c i p a t i n g  b u i l d i n g  a pi pe line to the east coast from 

California. Are we g o i n g  to h a ve  to share In that p i pe li ne 

c o n s t r u c t i o n  cost?

R I C H A R D  DO NA L D S O N  - To some exten t yes, but p r o b ab l y not 

as mu ch  as you 'r e w o r r i e d  about. The reason is this. There 

will be a lot of new e x p l o r a t i o n  and d ev e lo p me nt  in oil in 

A l as k a and on the west coast. As wo get some stability, I 

hope in national  ene rg y possibly. People with refineries 

beg in to bull'd new refi.neri.es to replace old ones or perhaps

e xpand e x i s t in g  ones that will han dl e   _  in sour

crude of the A l a s k a n  type, so you may see. more oil fi nding a 

home on the we st  coasl than you c ou ld n ow  guess today, but 

they will also find m o re  o f fs h o r e  on the west coast, and 

ma ybe on s h o j a , and the c r yi ng  need for all of this is on 

the ea st er n part of the country. Mow the reas on I say w or r y 

a little bit; Loss is that the cou nt r y needs west and cast
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#
tr ansportation. P i p e l in e t ra n s p o r t a t i o n  has h i s t o r i c a l l y  

b e e n  the best one to m o v e  oil in bu lk  at the lowest cost, 

and the proje ct  we  tuive, w e  think tends to f ol l ow  that 

p recedent, but it do es n' t  m e a n  that the on ly  oil g o i n g  through 

that pi p el i ne  w i l l  be A l a s k a n  oil. There m a y  be some. There

m a y  be some o f f s h o r e  C a l i f o r n i a  oil. Th ere may be ______________

oil, a lot of d i f f e r e n t  oil, but y ou s h ou ld  r e c o g ni z e that 

the ex i s te n ce  of that p i p e li n e is a real plus to the State 

of A l a s k a  and to us b e c a u s e  it provides an e scape  valve  to 

a market. Oil can m o v e  on to the next m o s t  e co no mic spot, 

and this means it's w o r t h  more, maybe not quite as mu ch  as 

i.t w o u l d  on the west coast, but a lot more than if it didn't 

have those facilities, and one thing that som etimes I think 

w e  tend to forget is the driving  econom ic s on us is to sell 

the oil at the be st  price that we can, and if you chose to 

take r o y al t y on some of it, that's fine, but if you say that's 

a lot of risk, w e  have  to do it for you under the Leases, 

and our d r i v i ng  force is to get the same best price and you've 

got kind of a d o ub le  piece of insurance here.

R E P R E S E N T A T I V E  ELIA SO N - Even w i t h  the un known costs, double 

costs, w h a t  was the return a n t i c i p a t e d  o ri gi n a l l y  then on 

the investment?

R I C H AR D  D O N A L D S O N  - I'm pu l li n g these nu mbers out of my 

memory. In the files of your c om m it te e from last year, you 

w i l l  fi' d t es t im on y that I gave, and I think it was on Ma rch 29,



1976. In that t e s t i m o n y  are the actual numbers. I'm just 

s u g g e s t i n g  that's in yo ur  file. The rate of retu r n  really 

h e l d  almo st  co ns t an t  th ro u gh  that six year p e r io d  even 

tho ugh all this c h a n ge  was g o i n g  on. That just happened, it 

w a s n ' t  planned. The o r i gi na l  cost in the field and p ipel in e 

was m u c h  m u c h  less than it is now, and w h a t  you ha d  goin g in 

was on those costs and on the v a lu e of oil in the w o r l d  

at that time. Now, y o u' r e ca lki ng about three and four 

d ol l ar  oil not t h i r t e e n  d o ll ar  oil. A  rate of r e t ur n  for

ea c h do ll ar i n v e st e d was on a 14-16 base. What h ap pe n e d
*•

was that bot h sides of the e q u a s i o n  kept going up, and the 

three times we s t u d i e d  it '70, or '72, '74, and '76 there 

was a little c h a n g e  in the numbers, but it was still with i n 

that range. N o w  that was a range of 14-16%. You have to 

u n d e r s t a n d  wc  have  a d r i ving force to go ahead wit h that 

pr oject b e c au s e w e  can forsce a sh or t ag e  of oil in the 

U nited States in the near term, and SOIIIO was an oil de fi ci ent 

__ , so wh a t we w e r e  looking at was the ret urn at

the low end of w h a t  w o u l d  be a n o r m a l l y  a cc e pt a b l e  range, but 

we w e r e  w i l l i n g  to do it b e c a us e it was the source of: supply 

and y ou  can't run this bu s in e s s  w i th ou t  supply. Less than 

that, y o u ' r e  g e t t i n g  down into the ut ility area, and wha t 

you have is a g u a r a n t e e d  m a rk et  and a g u a r a n t e e d  source, it's 

sort of: like y o u 'v e got the coal pile there burned, and you 

d o n 't have all this u n c e r t a i n t y  that you have in oil exploration. 

W h e n  we Look ah e ad  to the kind of thing that Da vi d Good m an
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a dd re sses, w h a t  k i n d  o f  r e t u r n  do y o u  r e a l l y  look at as a 

co mp an y? If y ou 'r e  g o in g  ahead, an d  y ou look at the risk 

elem ents, some are m o r e  or less in d i f f e r e n t  places. You 

m a y  see a range that b o tt o ms  out at about 15% and y o u  may 

ha ve  s o m e t h i n g  as h i g h  as 25% or m a y b e  even a little m o r e  

to be an a c c e p t a b l e  r i s k  in this ar ea  of our business.

Now, w h e n  y o u  put up a ga s ol i ne  station, you k n o w  m a r k e t i n g  

and all the things that Ken has in his experience, the risk 

f a ct or  is there, but not n e a r l y  as much, so you m i gh t  say yo u' d 

a cc e pt  s o m e t h i n g  in the 15% range, but go in g  into the ne w  

fr on ti er are a or offshore, y o u  at least like to have the 

o x p c c c e n c y  of g o i n g  in or s o m e t h i n g  toward the upper end

of that range, s o   _______________is ju st  what  Mr. Go od ma n' s

t e s t im o ny  is c h a r a c t e r i z e d  to be, it's a u t i l it y rate of 

return, and bo does d i s t i n g u i s h  it there.

R E P R E S E N T A T I V E  E L I A S O N  - I guess w ha t b o t he r s me is that when 

you a n a ly z e the project, your stay is r e l a t i v e l y  the same, 

but w h e n  he testified, if they had known there's was going 

to be so low, they might not have be en  able to finance to 

start with.

R I C H A R D  D O N A L DS O N - Wha t he's s a y in g is that ____________ was

right. ____ _  _ _ ______ was wrong. If we had said i.t was ‘ 10 oi

1.2% g o i n g  in, you p r o b a b l y  w o u l d n ' t  have done it. Our num ber 

sai d it was 14 - 16% and that's e n o u g h  of a d if f er e nc e to say 

okay, w e ’ll take the risk and go. Does that a n sw e r it?
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R E P R E S E N T A T I V E  E L I A S O N  - Not really?

R I C H A R D  D O N A L D S O N  •• I g u e s s  I d o n ' t  u n d e r s t a n d .  A t  the b a c k  

o f  o u r  t e s t i m o n y ,  A t t a c h m e n t  E on P a g e  5, at the b o t t o m  o f  the 

page, y o u  h a v e  the p a r a g r a p h  that b e g i n s  M o r t a t a  states. This 

is f r o m  Hr. G o o d m a n ' s  t e s t i m o n y ,  a n d  w h a t  h e  is s a y i n g  is 

M o r t a t a  s t a t e s  t h a t  1 2 %  is e q u i t a b l e .  Mr. G o o d m a n  g o e s  on 

to say, n o  it isn't, t h e y  c o u l d n ' t  h a v e  f i n a n c e d  it on that 

ba s i s ,  a n d  w h a t  I ' v e  a d d e d  to that w h i c h  t h e n  c a u s e d  the 

c o n f u s i o n  w a s  o u r  e s t i m a t e  g o i n g  in w a s  h i g h e r  t h a n  M o r t a t a  

and we d e c i de d  to go ahead. So I think if y o u  look at this 

s e ct i on  here, it p r o b a b l y  w o u l d  an sw er the question.

S E N A T O R  R AD E R - Wh at  kind of o b j e ct i ve  evidence, wh at  wo ul d 

be the thing that w o u l d  sh ow  up w h er e the state is at or 

above a r ea so n a b l e  tax ation rate c o n s i d e r i n g  the cost, the 

risk and also the e xp ec t a t i o n s  of perhaps a bo na n za

o ccasio na ll y. I can see how if we get too high the activity 

just do es n ' t occur. There is no oil in d us t ry  here. If we're 

too low, there's g o i n g  to be a lot of oil i ndust ry  here. How 

w o u l d  you o b j e c t i v e l y  measure, for instance, you kno w if you 

w e r e  r u n n i n g  a d e p a r t m e n t  store, w'hy, you could say our sales 

lav e d r o p p e d  off, but. if you w e re  at Ge n er a l Motors or somewhere 

c I.sc there w o u l d  be some o bj e c t i v e s  tests that we could use 

here as to w h e t h e r  or not w;e' re a p p r o a c h i n g  a reaso n a bl e tax 

J.evel w h e n  you c o n s i d e r  pr o fitab il it y, risk, the p os si bility
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o f  a b o n a n z a ,  Che s t a b i l i t y  e v e n  of the g o v e r n m e n t  w i t h  w h i c h  

y o u ' r e  dealin'g w h i c h  is the S t a t e  g o v e r n m e n t ,  w h i c h  I ' m  su r e  

has to be c r a n k e d  in t o  p a r t  o f  y o u r  c o n c e r n  here. W h a t  k i n d  

o f  e v i d e n c e  w o u l d  y o u  h a v e  - no  m o r e  e x p l o r a t i o n ,  no m o r e  

i n t e r e s t  in d r i l l i n g ,  n o  m o r e  l e a s e  b i d d i n g ,  or w h a t ?

R I C H A R D  D O N A L D S O N  - It's e a s y  to see, if e v e r y t h i n g  stopped. 

Y o u  c o u l d  say, w e l l ,  t h a t ' s  too much. - I t ' s  a l i t t l e  h a r d e r  

to s o r t  it o u t  w h e n  i t ' s  s o m e t h i n g  o t h e r  t h a n  that.

S E N A T O R  R A D E R  - Or  even if e v e r y t h i n g  stops, I guess it might 

mean there w a s n ' t  e n o u g h  oil here to ma k e it w o r t h w h i l e  for 

a n yb o dy  t o .......

R I C H A R D  D O N A L D S O N  - Okay, I think the first thing you have 

to r e c o g n i z e  is t ha t- most all of  the studies have indicated 

that a hi gh  p r o b a b i l i t y  of the n e w  re s ou rc es  are in Alaska. 

Some of the n u m b e rs  that I have look ed at have said that 

m a yb e  in the $13 or $14 p ri ce for w o r l d  oil, if Alask an  

oi. I was a l l o w e d  to co mp et e  w i t h  that, yo u  wo uld expect over 

tho next thirty yea rs that perhaps as m u c h  as 337o of all the 

oil found in the U ni t ed  States could be found in the north 

of A l a s k a  or south  of A l a s k a  offshore. It's a tremendous 

potenti al, so f. t hink you first have to start w i t h  the 

assumption, that mo st  p e op le  b e l ie v e that it's here. It's 

o t h e r  plac es  too, but there's a lot here, so that's not quite
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the e q u a s i o n .  The s e c o n d  t h i n g  is that y o u  d o n ' t  h a v e  e i t h e r

a go or  n o  go. W e ' v e  h a d  to a d o p t  the T a n z e r  p r o p o s a l  last

year. S o m e  p e o p l e  t e s t i f i e d  b e f o r e  y o u r  c o m m i t t e e  th a t  w e

s h u t  the S t a t e  down. Y o u  m i g h t  h a v e  h a d  t h a t  case. W h a t

is m o r e  l i k e l y  is h o w  d o  y o u  s e n s e  the b u s i n e s s  a c t i v i t y .

T h e r e  are a c o u p l e  r e a d y  b a r o m e t e r s .  O n e  is c a l l e d  C a p a r i k ,

a n d  the o t h e r  is c a l l e d  L i s b e r n  a n d  t h a t ' s  m a r g i n a l  e c o n o m i c s

today. O b v i o u s l y  if y o u  r a i s e  tax, it k e e p s  it o f f  the ____________

list in s o m e  p e o p l e ' s  j u d g m e n t .  On  the o t h e r  hand, if w o r l d

>

o i l  p r i c e s  m o v e d  up a d o l l a r  o r  so, a n d  A l a s k a n  o i l  is a l l o w e d  

to be in the m a r k e t  p l a c e  in that level, a n d  d e l i v e r e d ,  then 

t h e s e  two fi e l d s  o r  s t r a t a  m a y  well, c o m e  in a n d  d e v e l o p  a 

p i p e l i n e .  T h e r e ' s  a n o t h e r  t h i n g  that y o u  c a n  m e a s u r e  it, 

d r i l l i n g  a c t i v i t y  is one, on the o t h e r  h a n d  if y o u ' r e  n o t  

l e a s i n g  a n y  lands, that t e m p e r s  it, b u t  lot's a s s u m e  t h e r e ' s  

r e a s o n a b l e  l e a s e  land a v a i l a b l e .  I t h i n k  d e a l i n g  w i t h  v a r i o u s  

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

to e n t e r  into e x p l o r a t i o n  a r r a n g e m e n t s  t h e r e  is a n o t h e r  b a r o m e t e r ,  

and w h a t  y o u  Jo o k  at is m a n y  things. Y o u  get a s o r t  of feel 

f r o m  the pulse, hut the key t h i n g  is, g i v e n  the c o s t  of d o i n g  

b u s i n e s s  and g i v i n g  the co s t  o f  the tax b u r d e n ,  the e c o n o m i c s  

in total Is so d i m i n i s h e d  as to r e d u c e  the a t t r a c t i v e n e s s  of 

it, a n d  (.lie o n l y  w a y  1 k n o w  y o u  can s o l v e  it is to h a v e  some 

d i s c u s s  ions w i t h  p e o p l e  a b o u t  s o m e  cases, a n d  t h e r e  is some 

p r o p r i e t a r y  data, but you c a n  b e g i n  to get a feel. I have 

a lee ling, y o u ' r e  c l o s e  to or p o s s i b l y  o v e r  Lhc line, but that's 

m y  o w n  p e r s o n a l  feeling.
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S E N A T O R  R A D E R  - Let's take the C a pa r ik  and the Lis b er n  formations

As I u n d e r s t a n d  some of them are u n d e r l y i n g  the _________________

formation. So in other words, y ou a c t u a l l y  hav e leases 

r ig ht  now on those sands. Da y o u  have any p r o d u c t i o n  wells 

on  them at all? How m u c h  e xp l or a t i o n  have you done on them?

R I C H A R D  D O N A L D S O N  - Some.

S E N A T O R  RADER  - I w o u l d  a s s u m e  t h a t  the r e a s o n  y o u  d o n ' t  have 

a n y  p r o d u c t i o n  is b e c a u s e  at the p r e s e n t  p o s t u r e  of p r i c i n g  

a n d  t a r r i f  and m a r k e t ,  that it's n o t  w o r t h w h i l e .

R I C H A R D  D O N A L D S O N  - a n d  text and q u a l i t y  o f  oil, it's not 

e c o n o m i c  or m a r g i n a l l y  e c o n o m i c a l .

S E N A T O R  R A D E R  - Y o u  can s i g h t  then, I s u p p o s e  to this c o m m i t t e e  

t h e n  as a c o n c r e t e  fact that at l east a s a n d  o f  that m a r g i n a l  

q u a l i t y  is not r e a d i l y  p r o d u c a b l e  u n d e r  the p r e s e n t  c i r c u m s t a n c e s

R I C H A R D  D O N A L D S O N  - P r o b a b l y  so, it's s o m e t h i n g  we k e e p  l o o k i n g  

at b e c a u s e  t h e r e ' s  a lot o f  o i l  there.

S E N A T O R  R A D E R  - B e c a u s e  ag a i n ,  we d o n ' t  k n o w  w h a t  the f e d e r a l  

g o v e r n m e n t  is g o i n g  to do h e r e  in t h r e e  m o n t h s  or  s i x  m o n t h s ,  

n o r  do y o u  k n o w  w h a t  tho S t a t e  g o v e r n m e n t ' s  g o i n g  to do.
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R I C H A R D  D O N A L D S O N  - But w e  h a v e  to l d  t h e m  that t h e y  t a k e  some 

o f  t h e s e  a c t i o n s  o u t  o f  t h e i r  p r i c i n g  d e c i s i o n s  t h a t  ta k e  all 

e s s e n t i a l l y  l o w e r  the v a l u e  of A l a s k a n  o i l  d e l i v e r e d  m a y  h a v e  

w i p e d  o u t  C a p a r i k  an* L i s b e r n .  In the s a m e  sense, I h a v e  

t r i e d  to p o i n t  o u t  to y o u  that tax p a s s e d  h e r e  in the S t a t e  

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

S E N A T O R  R A D E R  - A r e  y o u  c o n t i n u i n g  to e x p l o r e  t h e s e  o t h e r  

s a n d s  or not?

R I C H A R D  D O N A L D S O N  - The e x p l o r a t i o n  thing is not my  area, 

Senator. I sus p ec t  we can give you some i n fo rm a ti o n on that, 

but I'm really not q u a l i f i e d  to spe ak  on that p a r t i c u l a r  

point. Yes, w e  are doing some e x p l o r a t i o n  up there, but 

the details, I'm just not familiar with.

S E N A T O R  RA D ER  - You si gh te d the w i l l i n g n e s s  of the co rp or ations 

to go into joint venutren with the n a ti ve  co r po r a t i o n s  or to 

ex pl o r e for a percentage. As I u n de rs t an d  it, some ol those 

co nt r ac t s p r o vi d e for a 507, ret ur n to the nat iv e  corpor at io n 

ol the net p r o f i t a b i l i t y  as well as an o v e r - r id e  of a normal 

A m  I in error on that or not?

R I C H A R D  DO N AL D S O N  - I'm not familiar wi t h  all of the terms • 

of the leases. Some of the companies that are e n g a g e d  in 

that could r e s p on d  to you. All of those h o w ev er  are the 

product of negoti at ion. What we have in these other cases
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a r e  l e a s e s  th a t  w e r e  e n t e r e d  i n t o  s o m e  y e a r s  ago, and all this 

s t u f f  has c o m e  o n  a n d  n o w  g o i n g  in o n  n e w  n e g o t i a t i o n s .  M a y b e  

o n e  c o r p o r a t i o n  c a n  n e g o t i a t e  a b e t t e r  c o n t r a c t  t h a n  a n other. 

Y o u ' d  h a v e  to l o o k  at the i n d i v i d u a l  t r a n s a c t i o n ,  the p r o s p e c t s  

in the area, a n d  r e a i l y  a s k  s o m e o n e  w h o s e  i n v o l v e d  in th a t  

to g i v e  y o u  c o m m e n t  if th e y  wou l d .

S E N A T O R  R A D E R  - C a n  y o u  t h i n k  o f  a n y  o t h e r  o b j e c t i v e  e v i d e n c e

o f  w h e n  w e  w e r e  h i t t i n g  the top or n e a r  the top or b e l o w  it?

R I C H A R D  D O N A L D S O N  - I c a n ' t  at this po i n t .  I ' m  j u s t  g e t t i n g  

l o g g y , but it's a fair q u e s t i o n ,  and m a y b e  o n e  we  o u g h t  to 

g i v e  s o m e  a t t e n t i o n  to a n d  see if w e  c a n  do it. The k i n d  

of  t h i n g  that y o u  get i n t o  in y o u r  o w n  s t u d i e s  if y o u ' r e  

t r y i n g  to d e v i s e  a l o n g e r  t e r m  p o l i c y  that y o u  s a y  o k a y  that's 

the r u l e  o f  the g ame, I u n d e r s t a n d  a n d  I w i l l  e i t h e r  go or not

on t h e s e  j u d g m e n t s  that y o u  h a v e  to m a ke.

S E N A T O R  R A D E R  - I', a p p r e c i a t e  the fact that no m a t t e r  w h a t  we 

d i d  o n  a tax p o l i c y  p r o b a b l y  P r u d h o e  Bay w o u l d  be p r o d u c e d  

m a i n l y  b e c a u s e  e v e n  if y o u ' r e  l o s i n g  m o n e y ,  y o u  w o u l d  have 

to m i n i m i z e  y o u r  losses. if y o u ' v e  g o t  ten b i l l i o n  d o l l a r s  

up there, a n d  y o u  w e r e  o n l y  g o i n g  to e n d  u p  w i t h  the f i nal 

r e t u r n  of Q ' b i L l i o n ,  y o u ' d  s t i l l  h a v e  to do it b e c a u s e  you 

o n l y  lose 1 b i l l i o n  that w a y  i n s t e a d  o f  by d a m n i n g  the w h o l e  

w o r k s  o f  ten. So it i s n ' t  a q u e s t i o n  t h e n  r e a l l y  of  the 

p r o d u c a b i l i t y  of  P r u d h o e  Bay, th a t ' s  g o i n g  to h a p p e n  no m a t t e r
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w h a t  w e  do.

R I C H A R D  D O N A L D S O N  - But, h o w  t h a t ' s  t r e a t e d  is a b i g  s i g n a l  

to the r e s t  o f  us o f  w h a t  e l s e  do y o u  w a n t  to do? I d o n ' t  

m e a n  that in a t h r e a t e n i n g  way, y o u  j u s t  l i s t e n  v e r y  c a r e f u l l y .

S E N A T O R  R A D E R  - I m a k e  that s t a t e m e n t  o n l y  b e c a u s e  p e o p l e  

s a y  w e l l  y o u  k n o w  t h e y ' r e  n o t  g o i n g  to p u l l  out, a n d  I can 

s a y  o f  c o u r s e  they'i'e n o t  g o i n g  to p u l l  out, b u t  n e i t h e r  

a r e  t h e y  g o i n g  to p u l l  in.

R I C H A R D  D O N A L D S O N  - Tom Wi lliams, in his t es t im on y add ressed 

this to some extent, and if he's s c h e d u l e d  to te stify here, 

you m a y  w a n t  to ask him  that question. I'm not trying to 

load it on Tom, but he's gi ve n some a t t e n t i o n  to this, and 

I think it w o u l d  be of help to you.

S E N A T O R  HIJBER - Dick, c o n s i d e r i n g  A l a s k a  taxes, you say we 

m a y  alr ea d y have gon e ov er  the m o t o r  line, and the fact that 

the S tate is g o i n g  to have a surplus revenue, a c c o r d i n g  to 

yo ur  figures w h i c h  I m a y  not agree with, w h e n  do you plan 

on a p p l y i n g  for an A l as k a State s u b s i d y  to help you out?

R I C H A R D  D O N A L D S O N  - No comment.

S E N A T O R  HU B ER  - T h e r e  are a few other points that I would 

like to touch on, a l t h o u g h  S e na t or  Rader touched on most of


