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6/85 Forecast Assumptions Mean Case FY 85-05 Using NHV

With AS 43.20 Corporate Incoie Tax It AS 43.55 Production Tax
Fiscal Total Petroleua Production State State / Fiscal Total Petroleua Production State State /
Year Gross

Revenue
Cost Net 
Deductns Revenue

Petrol
Revenues

Net Rev 
1

Year Gross
Revenue

Cost Net 
Deductns Revenue

Petrol
Revenues

Net Rev 
*

t>2 12958.93 1740.58 11218.35 3525.22 31.42* 
Pre SB 524 
Impact SB 524

82 12958.93 1740.58 11218.35 3502.40 31.22* 
AS43.20 b 55

82 12958.93 1740.58 11218.35 3525.22 31.42* 82 1295B.93 1740.58 11218.35 ...........3928.80 ‘ 35.02*
B3 11941.70 2113.21 9828.49 3270.36 33.27* 83 11941.70 2113.21 9B28.49 3321.58 33.80*
84 11327.62 2511.29 8816.33 3148.49 35.71* 84 11327.62 2511.29 8B16.33 3220.43 36.53*
85 11382.33 2832.59 8549.74 3161.10 36.97*

HB 353 as of 1/1/85 11 
lapact HB 353

85 11382.33 2832.5? 8549.74 3154.10 
AS43.20 i

36.89*
55

85 11382.33 2832.59 8549.74 3297.36 38.577. - ‘ 85 11382.33 2832.59 G549.74 -----------3154.10 "  36.89*
B6 10144.92 3016.23 7128.69 3133.99 43.962 86 10144.92 3016.23 ,1^.69 2918.12 40.93*
87 9186.96 3365.90 5821.05 2739.56 47.062 87 9186.96 3365,90 3821.05 2728.41 46.87*
B8 9007.17 3588.61 5418.56 2386.40 44.042 88 9007.17 3588.61 5418.56 2463.54 45.46*
89 9143.65 3773.47 5370.17 2372.84 44.19* 89 9143.65 3773.47 5370.17 2446.11 45.55*
90 9095.93 3923.57 5172.36 2363.66 45.70* 90 9095.93 3923.57 5172.36 2441.83 47.21*
91 8308.87 3896.45 4912.42 2277.76 46.37* 91 8808.87 3896.45 4912.42 2354.81
92 9018.44 3900.45 5117.99 2314.22 45.222 92 9018.44 3900.45 5117.99 2381.93 46.54*
93 9112.08 3835.75 5276.33 2336.99 44.29* 93 9112.08 3835.75 5276.33 2390.22 45.30*
94 8711.44 3691.57 5019.B7 2233.22 44.49* 94 8711.44 3691.57 5019.87 2275.33 45.33*
95 8469.24 3564.66 4904.58 2163.87 44.12* 95 8469.24 3564.66 4904.58 2202.06 44.90*
96 8114.79 3453.17 4661.62 2058.35 44.162 96 8114,79 3453.17 4661.62 2191.17 47.00*
97 7908.83 3371.45 4537.38 1983.17 43.71* 97 7908.B3 3371.45 4537.38 2010.93 44.32*
98 7745.92 3316.04 4429.88 1918.21 43.30* 98 7745.92 3316.04 429.88 1936.69 43.72*
99 7613.86 3292.00 4321.86 1861.46 43.07* 99 7613.86 3292.00 4321.86 1871.94 43.31*

2000 7505.98 3233.04 4272.94 1803.53 42.212 2000 7505.98 3233.04 4272.94 1802.25 42.18*
01 7058.19 3191.10 3B67.09 1646.97 42.59* 01 7058.19 3191.10 3867.09 1640.85 42.43*
02 6540.09 3147.51 3392.58 1468.94 43.302 02 6540.09 3147.51 3392.58 1473.12 43.42X
03 6137.45 3175.88 2961.57 1311.45 44.28* 03 6137.45 3175.88 2961.57 1327.19 44.81*
04 5300.91 3099.70 2701.21 1185.11 43.872 04 5600.91 3099.70 2701.21 1199.96 44.42*
05 5388.99 3063.13 2325.86 1051.88 45.23*

1) FY 1985 HB353 Corp. Inc. Tax includes 460.8a of AS43.20 already 
collected through Deceober 31, 1984 and half a year of the new tax.

05 53BC.99 3063.13 2325.86 1072.99 46.13*

2) Based on 6/85 Hean case price and production assumptions.



TABLE 2b
Calculation of State Petroleui Revenues as a 
and as a Percent of Prod'n & Pipeline Inconr 

6/85 Forecast Assuaptions Kean Case FY 85-05 Us.ng WHV

*

 -Total Petroleua------
Fiscal Gross Cost Net
Year Revenue Deductns Revenue

State State /
Petrol Net Rev
Revenues 2

Mith AS 43.20 Corporate Incoae Tax St AS 43.55 Production Tax

82 16455.80 2839.52 13616.28 3896.85 28.622
Pre SB 524
lapact SB 524

B2 16455.80 2B39.52 13616.28 3B96.B5 28.627.
83 15469.75 3156.70 12313.06 3644.37 29.60Z
84 14955.03 3492.67 11462.37 3544.02 30.922
85 15135.98 3750.89 11385.10 3569.86 31.362

HB 353 as of 171/85 1)
lapact HB 353

85 15135.98 3750.89 11385.10 ■ 35B5.00 31.492
86 13905.72 3905.70 10000.02 3544.03 35.442
87 13017.77 4248.71 8769.06 3150.31 35.932
83 12634.59 4451.25 8183.34 27P0.29 33.972
89 12632.58 4620.60 8011.98 2748.11 34.302
90 12386.26 4760.52 7625.75 2717.11 35.632
91 11789.54 4722.70 7066.85 2600.06 36.792
92 11834.36 4712.14 7122.22 2613.25 36.692
93 11738.5B 4632.28 7106.30 2614.56 36.792
94 11023.65 4473.66 6550.00 2479.92 37.862
95 10538.09 4336.33 6201.77 2381.46 38.402
96 9936.752 4216.39 5720.36 2248.00 39.302
97 9515.632 4126.62 53B9.01 2146.93 39.B42.
98 7171.577 4062.83 5108.75 2059.32 40.312
99 6685.202 4032.89 4852.31 1982.41 40.852

2000 8645.682 3969.34 4676.34 1906.39 40.772
01 8025.031 3925.09 4099.94 1729.17 42.182
02 7343.314 3884.93 3458.38 1529.72 44.232
03 6811.310 3922.66 2B88.65 1352.87 46.852
04 6367.785 3858.14 2509.65 1209.26 48.182
05 5850.748 3834.13 2016.62 1059.29 52.532

11 FY 1985 HB353 Corp. Inc Tax includes 460.B« of AS43.20 already
collected through Decesber 1, 1984 and half a year of the new tax,

Fiscal ------Total Petroleua------ State State /
Year 6ross Cost Net ~  Petrol Net Rev

Revenue Deductns Revenue Revenues 2
82 16455.80 2B39.52 13616.2r 3664.40 26.91X

AS43.20 fc 55

82 16455.80 2839.52 13616.28 4090.80 30.042
83 15469.75 3156.70 11313.06 ‘ 3478.98 ‘ 28.252
84 14955.04 3492.67 11462.37 3386.43 29.542
85 15135.99 3750.B9 11385.10 3316.10 29.132

AS43.20 t  55

85 15135.9R 3750.89 11385.10 3316.10 29.132
“  ‘ 86 13905.72 3905.70 10000.02 "  "  3073.89 30.742

87 13017.77 4248.71 8769.06 2877.95 32.822
88 12634.59 4451.25 8183.34 2606.85 31.862
B9 12632.58 4620.60 8011.98 2583.19 32.242
90 12386.26 4760.52 7625.75 2572.68 33.742
91 11789.54 4722.70 7066.B5 2479.43 35 092
92 11834.36 4712.14 7122.22 2500.31 35.112 "  '
93 11738.58 4632.28 7106.30 2502.37 35.212
94 11023.65 4473.66 6550.00 2381.25 36.362
95 10538.09 4336.33 6201.77 2301.75 37.112
96 9936.752 4216.39 5720.36 22B4.63 39.942
97 9515.632 4126,62 5399.01 2098.16 38.932
98 9171.577 4062.83 5108.75 2017.69 39.492
99 8885.202 4032.B9 4852.31 1946.71 40.122

2000 8645.682 3969.34 4676.34 1870.79 40.012
01 8025.031 3925.09 4099.94 ' 1703.16 41.542
02 7343.314 3BB4.93 3458.38 1529.20 44.222
03 6811.310 3922.66 2888.65 1377.04 47.672
04 6367.785 3858.14 2509.65 1243.58 49.552
05 5850.743 3834.13 2016.62 1110.37 55.062

2) Eased on 6/85 Kean case price and production assuoutions.



State Prod'nb Total Total Total Total Windfall Interest Exploratn Adain Other Total Total Liability-------Collections-------
Total Royalty Cons Property Oper'g Depre Acquis Profits Expense Costs Costs Deductns Deductns Net HB 353 HB 353 AS 43.20 Diff
Revenue Share Tax Tax Costs Costs Tax Uncap Incoie 1) 1) 21

B2 16405.80 1564.30 1219.03 275.90 939.BO 602.58 0.77 2017.66 720.69 190.90 236.20 148.58 7916.41 8539.40 802.70 837.62 130.72 706.90
B3 15469.75 1442.73 1098.94 306.55 1100.56 780.16 0.9B 1018.38 676.04 204.26 252.30 142.39 7023.30 8446.46 793.97 796.15 236.00 560.15
84 14955.04 1370.57 1032.93 357.66 1259.34 998.45 1.09 412.33 614.13 2111.56 264.90 136.20 6666.16 8288.87 779.15 782.86 265.10 517.76
85 15135.99 1362.44 1013.86 396,56 1449.17 1093.32 0.80 70.26 565.55 233.B6 278.20 130.00 6594.01 8541.97 802.95 797.00 168.60 628.40
85 15135.99 1362.44 1377.52 396.56 1449.17 1093.32 0.80 69.59 565.55 233.86 278.20 130.00 6887.41 8248.58 775.37 581.52 168.60 412.92
86 13905.72 1220.81 1204.74 420.27 1477.66 1224.05 0.76 39.85 541.76 245.55 292.10 123.82 6751.52 7154.20 672.50 698.21 228.07 470.15
87 13017.78 1098.54 979.68 465.05 1599.63 1441.20 7.86 IB.80 517.87 257.83 306.70 117.63 6791.98 6225.79 585.22 607,04 241.37 365.67
88 12634.59 1025.54 685.93 501.61 164a.96 1583.60 25.26 9.83 490.28 270.72 322.00 114.43 6664.33 5970.26 561.20 567.21 249.25 317.96
89 12632.59 1017.67 661,33 518.92 1672.48 1693.84 55.27 6.32 466.41 284.26 338.10 105.24 6818.52 5814.06 546.52 550.19 252.48 297.71
90 12386.27 1014.66 640.39 542.76 1760.02 1711.70 93.64 4.14 442.64 29B.47 355.00 99.05 6958.33 5427.94 510.23 519.30 254.00 265.30
91 11709.55 9B3.67 603.23 537.14 1747.62 1653,39 124.08 2.71 418.55 313.40 72.80 92.86 6846.74 4942.81 464.62 476.02 251.48 224.55
92 111.34.36 1008.16 610.04 528.09 1763.64 1618.38 129.44 1.72 393.54 329.07 391.40 86.67 6858.43 4975.93 467.74 466.96 248.45 218.51
93 11738.58 1022.99 609.35 515.73 1761.02 1535.91 130.52 0.70 367.83 345.52 411.00 80.48 6780.35 4958.23 466.07 466.49 244.40 222.0?
94 11023.66 982.41 562.39 501.06 1727.71 1405.20 126.96 0.03 345.21 362.79 431.50 74.29 6519.52 4504.14 422.39 434.06 236.82 197.24
95 10538.10 958.25 535.46 484.11 1674.87 1305.73 124.63 0.00 328.97 380.93 453.10 68.10 6314.15 4223.95 397.05 403.64 22B.19 175.44
96 9936.75 922.47 490.99 464.38 1649.40 1199.88 113.07 0.00 316.45 399.98 475.70 61.91 6094.23 3842.52 361.20 370.16 236.82 133.34
97 9515.63 904.71 456.78 442.44 1632.22 1116.78 97.80 0.00 304.62 419.98 499.50 55.72 5930.55 3585.08 337.00 343.05 211.35 131.69
98 9171.58 891.76 427.43 418.20 1621.84 1052.52 80.44 0.00 293.02 440.98 524.50 49.53 5800.22 3371.36 316.91 321.93 204.13 117.80
99 8885.20 884.73 402.26 392.51 161975 1002.70 70.07 0.00 283.10 463.03 550.70 43.34 5712.39 3172.81 298.2' 302.91 197.49 105.42

2000 8645.68 877.78 372.55 365.75 1584.89 949.30 59.65 0.00 273.89 486.18 578.30 37.14 5585.42 3060.26 287.66 290.31 190.00 100.31
01 8025.03 831.91 326.22 313.85 1580.39 B79.42 50.65 0.00 265.99 510.49 607.20 30.95 5397.07 2627.96 247.03 257.19 180.10 77.09
02 7343.31 775.51 279.22 262.26 1567.70 812.87 43.16 0.00 262.91 536.01 637.50 24.76 5201.92 2141.39 201.29 212.73 169.31 43.42
03 6811.31 725.47 245.16 211.62 1530.84 762.60 35.11 0.00 263.33 562.81 699.40 18.57 5104.91 1706.40 160.40 170.62 159.82 10.81
04 6367.79 684.66 221.4? 161.34 1539.73 719.23 28.51 0.00 264.44 590.95 702.90 12.38 4925.63 1442.16 135.56 141.77 150.55 -8.78
05 5850.75 637.09 201.86 111.27 150',. 31 672.99 24.26 0.00 264.88 620.50 738.00 6.19 4784.35 1066.40 100.24 109.07 140.64 -31.57

1) These estimates assuee the tax plan is in effect for the Nhole 
year; for FY 1902-85 this is Pre SB 524, for FY 1985-05 this is "5 353.
2) FY82 collections of $130.72a are the actual aeounts collected or 
credited to CYB2 liab ility . The estiaate for a full year under AS43.20 
in FY82 is $242.5s which would result in a difference of 1595.12» as 
presented in colunn 4 of Table 1. FY 19B5 AS43.20 collections are 
expected to be low due to substantial refunds and credit; for prior 
year's tax overpayaents. Tax liab ility  on a calendar year basis under 
AS43.20 was CY82, $236.50o; CYB3, $224.Ola; CYB4 $241.54b.
3) Based on 6/85 Hean case price and production asjusptions.



TABLE 4 
All Producing Fields 

Inccie Tit Estieates 

(■il current FY tl
o il — Wellhead— Bat— E lf Total — Slate * Prod' 3 Properly Total Depre Aaorl of Windfall Interest Eiploraln kdei'e Other - Total'• Total' Total Total

Fiscal Prod'n Value 1) Prod'n Price Revenue Royalty Cons Tae Oper'tg Oevel Acquis Profits Eipense Costs Cost Deductns Deductns Taiable lav Tae
ear le il B/0)(cur i) lecf/dayX/icf) (cur 1) Share lae Costs Costs Costs Tai leepen'd) Incoee Liabi 1 i tyColIectns

82 1.6533 21.293 507000 0.590 12938.93 1564.30 1219.03 113.90 710.80 333.93 0.77 2017.66 119.40 190.90 236.20 148.59 6655.47 6303.46 592.53 627.99
85 1.7006 19.040 503000 0.670 11941.70 1442.73 1099.94 149.15 eeo.56 511.51 0.98 I01B.3B 121.20 204.26 252.30 142.39 5822.41 6119.30 575.21 579.54
84 1.7183 '17.864 ~  505000 — 0.670 11327.62 1370.57 1032.93 191.66 1038.34 729.60 1.09 412.33 ' 122.40 218.56 264.90 * 136.20 S51B.78 ' 5608.83 ' 546.03 553.33
85 1.7523 17.483 565091 0.971 11392.33 1362.14 1013.86 234.56 1237.67 824.67 0.80 70.26 127.40 233.86 27B.20 130.00 5513.71 5868.61 551.65 550.24
85 1.7523 17.483 565091 0.971 11382.33 1362.44 1377.52 234.56 1237.67 824.67 0.80 69.59 127.40 233.B6 278.20 130.00 5807.11 5575.22 524.07 393.05
86 1.7528 15.521 ‘ 537624 "  1.097 10144.92 1220.BI 1204.71 264.50 1266.70 955.40 0.76 39.85 131.90 245.55 292.10 123.82 5706.28 4439.64 417.23 443.94
87 1.7808 13.713 62SOOO 1.200 9186.96 1098.54 979.68 315.51 1367.24 1172.55 7.86 18.60 136.10 257.83 306.70 117.63 5759.63 3127.32 322.17 345.93
88 1.6938 14.108 705650 1.306 9007.17 1025.54 685.93 358.30 1402.65 1314.95 25.26 9.03 138.60 270.72 322.00 114.43 5653.38 3348.79 314.79 316.63
B9 I . 6171 ' 14.872 "714549--- 1.400 9143.65 •1017.67 “ 661.35 381.84 1421.01 1430.19 55.27 6.32 139.40 284.26 -373.10 “ 105.24 5B54.3I 3309.33 '  311.03 "312.00
90 1.5236 15.535 797000 I.S70 9095.93 1014.66 640.39 411.91 1494.06 1443.05 93.64 4.14 140.30 298.47 355.00 99.05 5990.53 3105.40 291.91 296.70
91 1.3796 16.431 958950 1.706 9908.87 983.67 603.23 412.52 1467.67 1394.74 124.08 2.71 140.90 313.40 372.60 92.B6 5895.87 2913.00 273.82 279.34
92 1.3020 17.691 902485 —  1.856 9018.44 1008.16 610.04 409.71 1473.04 1349.73 129.44 1.72 141.10 329.07 391.40 86.67 5928.36 3090.08 290.47 286.31
93 1.2133 19.063 920067 1.995 9112.08 1022.99 609.35 403.58 1459.67 1267.26 130.52 0.70 141.30 345.52 411.00 60.4B 5871.67 3240.41 304.60 301.07
94 I.06BI 10.54B 893060 2.149 6711.44 992.41 562.39 395.14 1419.28 1136.55 126.96 0.03 141.70 362.79 431.50 74.29 5631.51 3079.93 289.51 293.28
95 0.9365 - .2.107 “ 906549 —  2.270 8469.24 - 958.23 535.46 384.42 1358.12 1037.06 124.63 0.00 142.70 390.93 453.10 69.10 5442.79 3026.45 284.49 285.74
96 0.8135 23.745 920462 2.395 8114.79 922.47 490.99 370.92 1324.58 931.23 113.07 0.00 146.70 399.98 475.70 61.91 5237.55 2877.24 270.46 273.97
97 0.7449 25.B6B 936358 2.52 7903.03 904.71 456.78 355.21 1299.B2 848.13 97.80 0.00 151.50 419.98 499.50 55.72 5088.15 2920.68 265.14 266.47
93 0.6617 28.124 934349 "■ 2.7.7 7745.92 891.76 427.43 337.20 1279.92 783.87 80.44 0.00 156.80 440.98 524.50 49.53 4672.43 2773.49 260.71 261.82
99 0.5910 30.529 943764 2.98) 7613.96 834.73 402.26 317.74 1269.61 734.05 70.07 0.00 162.20 463.03 550.70 43.34 4896.73 2717.13 255.41 256.73

2000 0.5296 33.163 924739 3.244 7505.98 877.78 372.55 297.21 1223.13 680.65 59.65 0.00 168.00 486.18 579.30 37.14 4760.58 2725.40 256.19 255.99
01 0.4497 -33.970 -  090963 —  3.330 7033.19 831.91 326.22 251.54 1207.04 610.77 50.65 0.00 174.00 510.49 607.20 -  30.93 4600.77 2457.42 231.00 237.30
02 0.3739 38.662 899667 3.647 6540.09 775.51 279.22 106.18 1181.44 544.24 43.16 0.00 180.40 536.01 637.50 24.76 4408.42 2131.67 200.38 208.03
03 0.3140 41.85B 879601 4.172 6137.45 725.47 245.16 161.77 1178.94 493.95 35.11 0.00 187.10 562.81 699.40 18.57 4308.29 1829.17 171.94 179.05
04 0.2643 43.394 660341 ~  4.313 3800.91 694.66 221.49 117.72 1120.39 450.5B 28.51 0.00 194.00 590.95 702.90 12.38 4123.57 1677.34 157.67 161.24
05 0.2158 49.264 843797 4.896 3388.99 637.09 201.86 73.89 1069.44 104.34 24.26 0.00 201.40 670.50 738.00 6.19 3975.97 1413.02 132.82 139.04

II Ihcse prices are uelqhted averagi'wellhead values derived froe the ------- - ........... ------ -------

various values at the N. Slope and Cook Inlet Helds evaluated in t l.s  study.



Trans Alaska Pipeline 
Incoae Tax Estiaates 
(ail current FY $)

Fiscal Pipeline Tariff Total Operat'g Aaort 6 Uncap Proper *.y Total Net Tax
Thruput U/B) Revenue Costs/ Deprec Interest Tax Deduction Incone Liability
(ail B/D) Year (9.41)

82 1.5680 6.11 3496.B8 229.00 263.65 601.29 162.00 1260.94 2235.94 210.18
83 1.6300 5.93 3528.05 2:0.00 268.65 554.84 157.40 1200.89 2327.16 218.75
84 1.6536 6.01 3627.42 221.00 268.65 491.73 166.00 1147.38 2480.04 233.12
85 1.7140 6.00 3753.66 211.50 268.65 438.15 162.00 1080.30 2673.36 251.30
86 1.7173 6.00 3760.80 210.96 268.65 409.86 155.77 1045.24 2715.56 255.26
87 1.7492 6.00 3830.82 232.39 268.65 381.77 149.54 1032.35 2798.47 263.06- ' "
88 1.6564 6,00 3627.42 242.31 268.65 351.68 143.31 1005.95 2621.47 246.42
89 1.5931 6.00 348B.94 251.47 268.65 327.01 137.0B 984.21 2504.73 235.44
90 1.5024 6.00 3290.34 265.96 268.65 302.34 130.85 967.80 2322.54 218.32 • •
91 1.3610 6.00 2980.68 279.95 268.65 277.65 124.62 950.87 2029.81 190.80
92 1.2858 6.00 2815.92 290.60 268.65 252.44 118.38 930.07 1885.85 177.27
93 1.1993 6.00 2626.50 301.35 268.65 226.53 112.15 908.68 1717.82 161.48 ' •
94 1.0558 6.00 2312.22 309.43 268.65 204.01 105.92 888.01 1424.21 133.88
95 0.9447 6.00 2068.86 316.75 268.65 186.27 99.69 871.36 1197.50 112.57
96 0.8319 6.00 1821.96 324.B2 268.65 169.75 93.46 856.68 965.28 90.74
97 0.7337 6.00 1606.80 333.40 268.65 153.12 87.23 842.40 764.40 71.85
98 0.6510 6.00 1425.66 341.92 268.65 136.22 B1.00 827.79 5°7.87 56.20
99 0.5805 6.00 1271.34 351.34 268.65 120.90 74.77 815.66 455.68 42.83 -

2000 0.5204 6.00 1139.70 361.76 268.65 105.89 68.54 804.84 334.86 31.48
01 0.4415 6.00 966.84 373.35 268.65 91.99 62.31 796.30 170.54 16.03
02 0.3668 6.00 803.22 386.26 268.65 82.51 56.08 793.50 9.72 0.91
03 0.3077 6.00 673.86 401.90 268.65 76.23 49.85 796.63 -122.77 -11.54
04 0.2588 6.00 566.88 419.35 268.65 70.44 ' 43.62 802.06 -235.IB -22.11
05 0.2108 6.00 461.76 438.B7 268.65 63.48 37.38 808.38 -346.62 -32.58 •

1) No gas production considered (26 TCF).
2) No TAPS settlenent.
3) Soae aaount of total crude taken off at N. Pole i.e. does not go to Valdez.
4) Based on 6/85 Kean case price and production assusptinns.
5) Seal Is. excluded.
ASSUMPTIONS:
Property taxes per AS43.56 §2X gross.



TABLE 6
WINDFALL PROFITS TAX DEDUCTION 

(mil current FY $)

DEDUCTION FROM Fv TAXABLE INCOME

Fiscal
Year Sadlerochlt

Under Pre-SB 524

a)

Cook Inlet Total

Impact on FY 
Tax Liability 
(Total * .094)

82 1750.61 267.05 2017.66 189.66
83 848.78 169.60 1018.38 95.73
84 289.25 123.08 412.33 38.76
85 8.93 61.33 70.26 6.60

Under HB 353

85
86
87
88
89
90
91
92
93
94

Note:

1/

2/

3/

a)

b)

b)

8.51
-0-
-0-
-0-
-0-
-0-
-0-
-0-
-0-
_ n _

61.09 
39.85 
18.80 
9.83 
6.32 
4.14
2.71
1.72 
.70 
.03

69.60 
39.85 
18.80 
9.83 
6.32 
4.14 
2.71 
1 .72 
.70 
.03

6.54
3.75
1.77
.92
.59
.39
.25
.16
.07
-0-

Based on 6/85 Mean case price and production assumptions.

Windfall Profits Tax 1s phased out and no longer 1n effect 1n FY 1995 
and thereafter.

The reason for the slight difference 1n FY 85 under Pre-SB 524 
compared to HB 353 1s the difference 1n the 011 Severance Tax law and 
thus, the severance tax adjustment under the WPT.

For FY 1982 through 1985, these Impacts are Included 1n Tables 3 and 
4 under the Pre-SB 524 separate accounting corporate tax. If the WPT 
was not a deduction for those years, the total tax liability columns 
would have been Increased by these amounts.

For FY 1982 through 2005, these Impacts are not Included 1n Tables 3 
and 4 under the HB 353 separate accounting corporate tax. If the WPT 
was a deduction for these years, the total tax liability columns 
would be reduced by these amounts. In FY 1985, the reduction would 
be approximately one half the amount because HB 353 goes Into effect 
midway through the fiscal year.
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Fiscal 
Year

sita-n i>«̂82yû fC

aoW1̂ B2
83
84
85

*v j^v^Syf', Old Law (Pre SB 524) ’:jw '
Current Law (AS43.20 I AS 43.55)

Proposed Law (HB 353)
fail current FY 4J

To. Ctrp Inc Tax Collections Total Prodn Tav Liability Total
Pre AS 43.20 Diff Pre AS 43.55 Diff 6ain
SB 524 m f*  - 'SB 524 . . — ---- --- or Loss ........

837.62 242.50 -595.12 1) 1219.03 1581.70 362.67 -232.45

" 837.62
lapact SB 524 Impact SB 524 Ispact SB 524

668.90 -168.72 2) 1219.03 1581.70 362.67 ' 193.95
796.15 236.00 -560.15 1098.94 1493.70 394.76 -165.39
782.86
797.00

265.10 -517.76 1032.93 1393.10 360.17 -157.59
168.60 -628.40 1013.36 1388.50 ,>74.64 -253.76

Inoact HB 353 existing lapact HB 353 lapact HB 353
HB 353 AS 43.55

B5 448.48 168.60 279.08 3)
86 684.73 223.67 461.06

1388.50 1388.50 0.00
1172.84 1172.84 0.00'

279.0B 
461.06

87 563.79 232.71 331.08 904.34 989.98 -85.64 2 5.44
8B 515.28 238.38 “ 276.90 638.67 773.71"--135.04 “  " 1* 1.86
89 491.39 241.26 250.13 610.81 737.68 -127.07 1:3.06
90 456.84 241.23 215.56 586.91 703.35 -116.44 99.12?1 410.91 23B.09 172.82 ~ “ -'541.91 "642.15 -100.24 ------  —  72.58
92 401.05 235.48 165.57 546.70 646.31 -99.61 65.96
93 401.31 232.44 168.87 552.78 639.54 -86.76 82.11
94 “373.10 225.67 I 17.43 “ 507.40 595.90 ” -88.50 58.93
95 344.91 217.58 127.33 480,40 562.13 -81.73 45.60
96 316.61 209.73 106.88 443.18 516.64 -73.46 33.42
97 292.49 202.00 90.49 ' '• — 415.23 484.75 -69.52 20.97
98 270.06 194.51 75.55 388.95 451.24 -62.29 13.16
99 247.16 187.15 60.01 361.51 418.64 -57.13 2.68

2000' “ 226.90 178* 63 48.27“ 332.77 “ 384.15 -51.38 -3.11
01 184.23 167.79 16.45 2B3.19 318.46 -45.27 -28.82
02 141.64 156.78 -15.14 245.12 278.92 -33.80 -48.94

'03 102.09 147.24 -45.15 ......... 214.35 243.63 -29 28 -74.43
04 70.65 137.62 -66.97 198.20 217.30 -19.10 -86.07
05 29.57 126.56 -96.99 181.65 199.51 -18.16 -115.15

SUIfta-05 6973.24 4203.18 2770.05 10995.41 12375.83 -1380.42 1359.63

1) FY 1982 receipts are estisated as i f  AS43.21 were in effect for 
the whole year in coluun 2 then as if  AS43.20 were in effect for the 
whole year in coluan 3 though each Has in effect only half the fiscal 
year.

2) FY 19B2 collections under SB 524 of i66B.9a are coaarised of 
J538.2q froa ASs'j.Zl'GLB SEPARATE ACCT* law and 7130.7 froi AS43.20 
■CURRENT MODIFIED APPORTIONMENT* law,

3) FY 1985 HB353 Corp. Inc. Tax includes 460.8s of AS43.20 
already collected tnrough Deceiber 31, 1934.

4) FY 1985 AS43.20 collections are expected to te low due to 
substantial refunds and credits for prior year's tax overpayments.
Tax lia b ility  on a calendar year basis under 6543.20 was CY82, 
{236,50s; CYB3, 1224.01s; CYB4 4241.54a. " ..................~  —

5) Based on 6/85(301 case pricejand production assuiptions.



Percent of Adjusted Production Income 
6/85 Forecast Assumptions 302 Case FY fl'-OS Using WHV

Kith AS 43.20 Corporate Income Tax 6 AS 43.55 Production "Tax
Fiscal Total Petroleum Production State State / Fiscal Total Petroleum Production State State /
Year Gross Cost Net Petrol Net Rev Year 6ross Cost Net Petrol Net Rev

Revenue Deductns Revenue Revenues 2 Revenue Deductns Revenue Revenues 2 ......... .........

82 12958.93 1740.58 11218.35 f?;5.22 31.421 82 12958.93 1740.58 11218.35 3502.40 31.222
Pre 'JB 524 AS43.20 6 55 .......*
kpar.t SB 524

82 12958.93 1740.58 11216.35 3523.22 31.422 82 12958,93 1740.58 11218.35 3928.80 35.022
83 11941.70 2113.21 9B28.49 3270.36 33.27Z 83 11941.70 2113.21 9828.49 — — 3321.5B 33.802 ........ . '
84 11327.62 2511.29 6816.33 3148.49 35.712 84 11327.62 2511.29 8816.33 3220.43 36.532
85 11382.33 2832.59 B549.74 3161.10 36.971 85 11382.33 2832.59 8549.74 3154.10 36.892

HB 353 as of 1/1/85 11 ** .....  AS43.20 I  55 ------------
Impact HB 353

85 11382.33 2332.59 8549.74 3297.36 38.572 85 11382.33 2B32.59 8549.74 3154.10 36.892
86 9887.72 3015.4B 6872,24 3055.24 44.462 e6 9887.72 3015.4B 6872.24 2648.45 41.452
87 8471.80 3356.83 5114.97 2532.10 49.502 87 8471.80 3356.83 5114.97 2547.16 49.802
68 8329.60 3543.97 4785.63 2211.37 46.212 88 8329.60 3543.97 4785.63 2316.57 4B.412
89 8353.24 3632.71 4720.52 2186.06 46.312 89 8353.24 3632.71 4720.52 "  2290.29 4B.522 ~ ‘
90 8258.78 3741.13 4517.65 2166.34 47.952 90 8258.78 3741.13 4517.65 2274.97 50.362
91 7904.70 3688.01 4216.70 2064.21 48.952 91 7904.70 368B.01 4216.70 2173.54 51.552
92 8107.26 3709.46 4397.81 2094.52 47.632 92 8107.26 3709.46 4397.81 - 2194.70 49.902
93 8221.24 3673.21 4548.02 2123.74 46.702 93 8221.24 3673.21 4548.02 2194.89 48.262
94 7885,09 3559.52 4325.56 202B.93 46.912 94 7885.09 3559.52 4325.56 2101.34 48.582
95 7646.27 3432.19 4214.09 1957.90 46.462 ‘ 95 7646.27 3432.19 4214.09 ' 2021.91 " 47.982---------- ----
96 7363.98 3335.04 402B.95 1867.70 46.362 96 7363.98 3335.04 4028.95 2019.17 50.122
97 7169.51 3252.94 3916.57 1796.94 45.882 97 7169.51 3252.94 3916.57 1847.31 47.172
98 6955.00 3173.31 3781.69 1724.47 45.602 98 6955.00 3173.31 3781.69 1766.06 46.702 ........
99 6738.45 3115.29 3623.15 1649.99 45.542 99 673B.45 3115.29 3623.15 1687.16 46.572

2000 6513.93 3032.96 3480.97 1573.83 45.212 2000 6513.93 3032.96 3480.97 1604.07 46.092
01 5912.10 2940.61 2971.49 1388.82 46.742 01 5912.10 2940.61 2971.49 1428.57 '" 48.082 ...............
02 5485.48 2915.17 2570.31 1232.63 47.962 02 5485.48 2915.17 2570.31 1277.36 49.702
03 5109.57 2945.74 2163.83 1091.16 50.432 03 5109.57 2945.74 2163.83 1148.81 53.092
04 4743.44 2B67.67 1875.77 974.30 51.942 04 4743.44 2B67.67 1875.77 1032.52 55.052
05 4269.43 2865.16 1404.27 830.15 59.122 05 4269.43 2B65.16 1404.27 906.04 64.522 _

1) FY 19B5 HB353 Corp. inc. Tax includes $60.6s of AS43.20 already 
collected through December 31, 1984 and half a year of the new tax.

2) Based on 6/B5 302 case price and production assumptions.



-Total Petroleua-

'•;< V :**$■.. ’v' ̂iV'
TflBLF 2b

Calculation of State Petroleui Revenues as a 
and as a Percent of Prod'n I Pipeline Ir.cose 

6/85 Forecast Assuiptior.i 582 Case FY 85-05 Using HHV

State State / Nith AS 43.20 Corporate Incoae Tax I  AS 43.55 Production Tax
Fiscal Gross Cost Net Petrol Net Rev Fiscal ------Total Petroleua------ State State /
Year Revenue Deductns Revenue Revenues I Year Gross Cost Net Petrol Net Rev

Revenue Deductns Revenue Revenues Z
82 16455.80 2839.52 13616.28 3696.85 28.62Z 82 16455.80 2839.52 13616.28 3664.40 26.91Z

Pre SB 524 AS43.20 fc 55
lapact SB 524

82 16455.80 2839.52 13616.28 3896.85 28.62Z 82 16455.80 2839.52 13616.28 4090.80 30.04Z
83 15469.75 3156.70 12313.06 3644.37 ?C.‘.60Z 83 15469.75 3156.70 12313.06 " 3478.98 28.25Z
84 14955.03 3492.67 11462.37 3544.02 30.922 84 14955.04 3492.67 11462.37 3386.43 29.54Z
85 15135.98 3750.89 11385.10 3569.86 31.36Z 85 15135.99 3750.89 11385.10 3316.10 29.131

HB 353 as of 1/1/85 1) ' '■ AS43.20 t 55
lapact HB 353

B5 15135.98 3750.89 11385.10 35B5.00 31.492 85 15135.98 3750.1)9 11385.10 3316.10 29.131
86 13648.51 3904.95 9743.57 3465.28 35.56Z •" 86 13648.51 3904.95 9743.57 ----------  3004.22 30.837.
B7 12293.67 4239.30 8054.38 2942.14 3S.53Z 87 12293.67 4239.30 8054.38 2696.70 33.4BX
BB 11908.05 4404.62 7503.44 2601.74 3' .672. 88 11908.05 4404.62 7503.44 2459.88 32.78Z
B9 11697.09 4473.67 7223.42 2550.43 35.311 89 11697.09 4473.67 7223.42 2427.37 33.60Z
90 11377.10 4570.41 6806.69 2504.94 36.B0Z 90 11377.10 4570.41 6806.69 2405.82 35.35Z
91 10708.14 4505.98 6202.17 2370.74 3B.22Z 91 10708.14 4505.98 6202.17 2298.16 37.05X
92 10766.04 451T.45 6252.60 2379.04 3B.05Z 92 10766.04 4513.45 6252.60 - ..... 2313.08 36.99Z -------
93 1071B.43 4463.0B 6255.35 2389.15 38 J9Z 93 10718.43 4463.08 6255.35 2307.04 36.88Z
94 10099.08 4336.29 5762.79 2266.19 39.32Z 94 10099.08 4336.29 5762.79 2207.26 3B.30X
95 9623.390 4198.63 5424.77 2167.20 39.c52 95 9623.390 4198.63 5424.77 2121.60 39.1IX
96 9118.502 4094,19 5024.32 2050.85 40.-, r. 96 9118.502 4094.19 5024.32 2112.63 42.05X
97 8719.606 4004.47 4715.14 1955.51 41.4 . 97 8719.606 4004.47 4715.14 1934.54 41.03X
9B 8319.520 3915.96 4403.56 1860.32 42.257 98 8319.520 3915.96 4403.56 .......  1847.06 41.94% “
99 7936.706 3850.96 4085.74 1764.81 43.19Z 99 7936.706 3850.96 4085.74 1761.93 43.12X

2000 7567.890 3762.81 3BC5.08 1669.50 43.882 2000 7567.890 3762.81 3805.08 1672.61 43.96X
01 6769.499 3665.94 3103.56 1462.05 47.11Z '  01 6769.499 3665.94 3103.56 1490.88 48.04X
02 61B7.359 3643.99 2543.37 12B4.50 50.50Z 02 6187.359 3643.99 2543.37 1333.44 52.43X
03 5687.426 3684.00 2003.43 1124.23 56.12Z 03 5687.426 3684.00 2003.43 1198.66 59.83X
04 5211.317 3616.86 1594.46 990.07 62.09Z 04 5211.317 3616.86 1594.46 1076.14 "  67.49X
05 4618.090 3624.93 993.16 828.28 83.402 05 4618.090 3624.93 993.16 943.42 94.99X

1) FY 1985 HB353 Corp. Inc Tax includes $60. :1a of AS43.20 already 
collected through Decesber 1, 1964 and half a war of the nex tax.

2) Based on 6/85 30X case price and production assuiptions.



Pipeline, Production I Exploration 
Incoae Tax Estimates 

(■il current FY t)
State Prod'ni Total Total Total Total Windfall Interest Exploratn Adsin Other Total Total Liability ........ Collections-

Fiscal Total Royalty Cons Property Oper’g Depre Acquis Profits Expense Costs Costs Deductns Deductns Net HB 353 HB 353 AS 43.20 Diff
Year Revenue Share Tax Tax Costs Costs Tax Uncap Incoae 1) 1) 2) ---------

62 16455.80 1564.30 1219.03 275.90 939.80 602.58 0.77 2017.66 720.69 190.90 236.20 148.58 7916.41 8539.40 802.70 837.62 130.72 706.90
83 15469.75 1442.73 1098.94 306.55 1100.56 780.16 0.98 1018.38 676.04 204.26 252.30 142.39 7023.30 8446.46 793.97 796.15 236.00 560.15
84 14955.04 1370.57 1032.93 357.66 1259.34 998.45 1.09 412.33 614.13 218 56 264.90 136.20 6666.16 8288.87 779.15 782.86 265.10 517.76
85 15135.99 1362.44 1013.86 396.56 1449.17 1093.32 0.80 70.26 565.55 233.86 278.20 130.00 6594.01 8541.97 802.95 797.00 168.60 628.40
85 15135.99 1362.44 1377.52 396.56 1449.17 1093.32 0.B0 69.59 565.55 233.86 278.20 130.00 6887.41 B24B.58 775.37 581.52 168.60 412.92 -----
66 1364B.52 1187.44 1172.84 420.27 1477.66 1224.05 0.76 35.96 541.76 244.80 292.10 123.82 6685.50 6963.02 654.52 684.73 223.67 461.06
87 12293.68 1008,96 904.34 465.05 1597.00 1437.62 6.25 10.87 517.87 256.24 306.70 117.63 6617.65 5676.03 533.55 563.79 232.71 331.08
88 11908.06 946.18 638.67 501.61 1629.36 1562.56 17.75 4.06 490.28 268.23 322.00 114.43 6491.08 5416.9B 509.20 515.28 238.38 ' 276.90
89 11697.10 929.31 610.81 518.92 1625.11 1624.89 33.16 2.14 466.41 280.77 338.10 105.24 6532.71 5164.38 485.45 491.39 241.26 250.13
90 11377.10 922.19 586.91 539.00 1702.64 1619.49 57.70 0.51 442.64 293.90 355.00 99.05 6618.51 4758.59 447.31 456.84 241.28 215.56
91 10708.14 685.09 541.91 532.83 1686.99 1546.15 80.98 0.00 418.55 307.65 372.80 92.86 6465.81 4242.34 398.78 410.91 238.09 172.82
92 10766.04 90B.04 546.70 523.25 1709.49 1516.09 94.23 0.00 393.54 322.03 391.40 86.67 6491.44 4274.61 401.81 401.05 235.48 165.57
93 10718.44 924.67 552.78 510.39 1715.39 1448.71 102.5B 0.00 367.B3 337.09 '111.00 80.48 6450.92 4267.51 401.15 401.31 232.44 168.87
94 10099.09 890.42 507.40 495.27 1691.98 1333.24 107.22 0.00 345.21 352.86 431.50 74.29 6229.38 3869.70 ' 363.75 373.10 225.67 147.43
95 9623.39 863.98 480.40 477.91 1640.12 1230.56 109.41 0.00 328.97 369.36 453.10 68.10 6020.92 3602.48 33B.63 344.91 217.58 127.33
96 9118.50 833.24 443. 18 457.82 1621.89 1127.87 103.73 0.00 316.45 386.6o 475.70 61.91 5828.43 3290.08 309.27 316.61 225.67 90.93
97 8719.61 812.20 415.23 435.59 1606.92 1035.88 97.12 0.00 304.62 404.71 499.50 55.72 5667.49 3052.12 286.90 292.49 202.00 90.49
98 8319.52 789.94 388.95 411.37 1592.93 947.57 84.77 0.00 293.02 423.64 524.50 49.53 5506.22 2813.30 264.45 270.06 194.51 75.55
99 7936.71 770.14 361.51 386.00 1584.30 871.20 74.87 0.00 283.10 443.45 550.70 43.34 5368.61 2568.09 241.40 247.16 187.15 60.01

2000 7567.89 750.23 332.77 359.60 1542.66 802.43 64.20 0.00 273.89 464.19 578.30 37.14 5205.41 2362.48 222.07 226.90 178.63 48.27---------
01 6769.50 687.20 283.19 307.43 1513.33 707.22 53.36 0.00 265.99 485.89 607.20 30.95 4943.76 1825.74 171.62 184.23 167.79 16.45
02 6187.36 640.81 245.12 256.93 1516.82 647.61 45.77 0.00 262.91 508.62 637.50 24.76 4786.85 1400.51 131.65 141.64 156.78 -15.14
03 5687.43 601.02 214.35 206.77 1533.59 598.56 38.15 0.00 263.33 532.40 699.40 IB.57 4706.14 981.29 92.24 102.09 147.24 -45.15
04 5211.32 564.20 198.20 157.02 1489.05 559.16 31.62 0.00 264.44 557.30 702.90 12.38 4536.28 675.04 63.45 70.65 137.62 -66.97
05 4618.09 509.52 181.65 107.53 1494.37 511.86 26.27 0.00 264.88 583.36 738.00 6.19 4423.63 194.46 18.28 29.57 126.56 -96.99

1) These estiaates assuse the tax plan is in effect for the whole
year; for FY 1982-85 this is Pre SB 524, for FY 1985-05 this is HB 353.
2) FY82 collections of 4130.72a are the actual mounts collected or 
credited to CY82 liab ility . The estioate for a full year under AS-'’ 20 
in FY82 is 4242.5a which would result in a difference of 4595.12r r- 
presented in coluon 4 of Table 1. FY 1985 AS43.20 collections are 
expected to be low due to substantial refunds and credits for prior 
year's tax overpayments. Tax liab ility  on a calendar year basis under 
A?43.20 was CYB2, 4236.50b; CYB3, 4224.01a; CY84 4241.54a.
3) Based on 6/65 30i case price and production assunptions.



TABLE 4 
All Producing Fields 

Incoie Tex Estiaates 

l i i l  current FT II
Oil — Wellhead Eat • Eat Total - State Prod’nl Property Total Depre Aeort of Windfall Interest Eiploratn ” Adeln Other Total Total Total Total

Fiscal Prod‘n Value II Prod'n Price Revenue Royalty Cons Ta, Opcr'tg Devel Acquis Profits Etpense Costs Cost Oeductns Oeductns Taiable Tat Tat
Tear (ail 6/DI(cur 1) (ecf/dayll/ec!) (cur I I Share Tat Costs Costs Costs Tat (etpen'd) Incote liabilityCollectns

62 1.5533 21.293 507000 0.590 12958.93 1564.30 1219.03 113.90 710.60 333.93 0.77 2017.66 119.40 190.90 236.20 148.5B 6655.47 6303.46 592.53 627.99
8! 1.7005 19.040 503000 0.670 11941.70 1442.73 1098.94 149.15 660.56 511.51 0.96 1018.38 121.20 204.26 252.30 142.39 5622.41 6119.30 575.21 579.54
81 1.7163 17.864 *' 505000 0.670 11327.62 1370.57 1032.93 191.66 1036.34 729.60 1.09 412.33 122.40 218.56 264.90 136.20 5518.78 5806.63 546.03 553.33as 1.7523 17.483 565091 0.971 11382.33 1362.44 1013.86 234.56 1237.67 624.67 0.80 70.26 127.40 233.66 27ii.20 130.00 5513.71 5666.61 551.65 550.24
65 1.7523 17.483 565091 0.971 11362.33 1362.44 1377.52 234.56 1237.67 824.67 0.60 69.59 127.40 233.86 278.20 130.00 5807.11 5575.22 524.07 393.05
65 1.7526 15.119 ' 537624 '  1.097 9887.72 1167.44 1172.64 264.50 1266.70 955.40 0.76 35.96 131.90 244.80 292.10 123.82 5640.26 4247.46 399.26 430.46
81 1.7757 12.642 625000 1.200 6471.60 1008.96 904.34 315.51 1364.95 1168.97 6.25 10.87 136.10 256.24 306.70 117.63 5535.64 2886.16 271.30 303.29
66 1.5615 13.161 705650 1.306 632°.60 946.18 638.67 358.30 1369.04 1293.91 17.75 4.06 136.60 268.23 322.00 114.43 5487.12 2642.48 267.19 266.22
89 1.5509 14.111 “ 714549 — 1.400 6353.24 ' 929.31 610.81 361.84 1379.81 1356.24 33.16 2.14 139.40 280.77 338.10 " 105.24 5554.67 2798.j6 263.06 264.10
90 1.4450 14.792 797800 1,570 6258.78 922.19 586.91 408.15 1444.35 1350.64 57,70 0.51 140.30 293.90 325.00 99.05 5658.38 2600.40 244.44 249.09
91 1.2937 15.546 85B950 1.706 7904.70 865.09 541.91 406.21 1415.32 1277.50 60.98 0.00 140.90 307.65 372.80 92. B6 5523.22 2381.49 223.66 229.00
92 1.2302 16.693 902485 ‘ 1.856 8107.26 908.04 546.70 404.67 1426.59 1247.44 94.23 0.00 141.10 322.03 391.40 86.67 5569.07 2538.20 238.59 234.91
93 1.1542 17.924 920057 1.995 6221.24 924.67 552.78 398.24 1420.70 1160.06 102.58 0.00 141.30 337.09 411.00 B0.48 5546.90 2672.33 251.20 248.05
94 1.0233 19.236 893060 2.149 7685.09 890.42 507.40 389.35 1367.87 1064.59 107.22 0.00 141.20 352.66 431.50 74.29 5346.69 2538.39 238.6) 241.76
95 0.9146 20.654 ‘ 906549 “  2.270 76(6.27 ” 863.98 460.40 378.22 1326.60 961.91 108.41 0.00 142.70 369.36 453.10 68.10 5154.79 2491.49 234.20 235.30
95 0.8127 22.114 920462 2.395 7363.96 633.24 443.18 364.36 1301.14 859.22 103.73 0.00 146.70 366.63 475.70 61.91 4975.82 2306.17 224.49 226.92
97 0.7190 23.963 936358 2.562 7169.51 BI2.20 415.23 348.36 1277.16 767.23 97.12 0.00 151.50 401.71 499.50 55.72 4828.73 2340.78 220.03 221.15
9B 0.6338 25.944 954349 2.737 6955.00 769.94 363.95 330.37 1255.15 678.92 84.77 0.00 156.60 423.64 524.50 49.53 46B2.57 2272.43 213.61 215.21
99 0.5576 26.054 943764 2.987 6738.45 770.14 361.51 311.23 1238.18 602.55 74.87 0.00 162.20 443.45 550.70 43.34 455B.17 2180.27 204.95 207.11

2000 0.4905 30.268 924739 3.244 U5I3.93 750.23 332.77 291.06 1167.35 533.78 64.20 0.00 166.00 464.19 578.30 37.14 4407.02 2106.91 198.05 199.77
01 0.3997 ’ 32.411 " 690953— 3.550 ’ 5912.10 667.20 283.19 245.12 1148.64 440.57 53.36 0.00 174.00 485.89 607.20 ' 30.95 4:56.12 1755.98 165.06 173.31
02 0.3277 35.304 899667 3.847 5465.46 640.81 245.12 200.85 1139.16 378.96 45.77 0.00 160.40 508.62 63/.50 24.76 4001.95 I4B3.53 139.45 145.85
03 0.2702 38.227 879601 4.172 5109.57 601.02 214.35 156.92 1140.21 329.91 38.15 0.00 167.10 532.40 699.40 18.57 3918.03 1191.54 112.00 118.67
04 0.2'93 41.539 ' 860541 " 4.518 4743.44 564.20 198.20 113.10 1078.95 290.51 31.62 0.00 194.00 557.30 702.90 12.36 3743.47 999.97 94.00 96.50
05 0.1642 46.076 843787 4.696 4269.43 509.52 181.65 70.15 1066.73 243.21 26.27 0.00 201.40 583.36 736.00 6.19 3626.48 642.95 60.44 68.83

II These prices ire veiqhtedaverage vellhead values derived Iroe the 
various values at the N. Slope and Cook Inlet fields evaluated in this study.

sran



TABLE 5 
Trans Alaska Pipeline 
Incote Tax Estiaates 
(oil current FY $)

Fiscal Pipeline Tariff Total Dperat'g Aaort & Uncap Property Total Net Tax
Year Tnruput (l/B) Revenue Costs/ Deprec Interest Tax Deducti">n Incoae Liability

82

(ail B/D) 

1.5680 6.11 3496.BB

Year

229.00 268.65 601.29 162.00 1260.94 2235.94

(9.4X1

210.18
83 1.6300 5.93 352B.05 220.00 268.65 554.84 157.40 1200.B9 2327.16 218.75
84 1.6536 6.01 3627.42 221.00 268.65 491.73 166.00 1147.38 2480.04 233.12
85 1.7140 6.00 3753.66 211.50 268.65 438.15 162.00 1080.30 2673.36 251.30
86 1.7173 6.00 3760.80 210.96 268.65 409.86 155.77 1045.24 2715.56 255.26
87 1.7452 6.00 3821.88 232.05 268.65 381.77 149.54 1032.01 2789.87 262.25
88 1.6340 6.00 3578.46 240.32 268.65 351.68 143.31 1003.96 2574.50 242.00
89 1.5269 6.00 3343.86 245.30 26B.65 327.01 137.08 97B.04 2365.82 222.39
90 1.4239 6.00 3118.32 258.29 268.65 302.34 130.85 960.13 2158.19 202.B7
91 1.2801 6.00 2803.44 271.67 268.65 277.65 124.62 942.59 1B60.85 174.92
92 1.2141 6.00 2658.78 282.90 268.65 252.44 118.38 922.37 1736.41 163.22
93 1.1403 6.00 2497.20 294.69 268.65 226.53 112.15 902.02 1595.18 149.95
94 1.0110 6.00 2214.00 304.11 268.65 204.01 105.92 8B2.69 1331.31 125.14
95 0.9028 6-00 1977.12 311.52 268.65 186.27 99.69 866.13 1110.99 104.43
96 0.8012 6.00 1754.52 320.75 268.65 169.75 93.46 852.61 901.91 84.7B
97 0.707B 6.00 1550.10 329.76 268.65 153.12 87.23 338.76 711.34 66.87
98 0.6231 6.00 1364.52 337.78 268.65 136.22 81.00 8:3.65 540.87 50.84
99 0.5472 6.00 1198.26 346.12 268.65 120.90 74.77 810.44 387.82 36.46

2000 0.4813 6.00 11-53.96 355.31 268.65 105.89 68.54 798.39 255.57 24.02
01 0.3915 6.00 857.40 364.69 268.65 91.99 62.31 787.64 69.76 6.56
02 0.3205 6.00 701.88 377.66 268.65 82.51 56.08 784.90 -83.02 -7.80
03 0.2639 6.00 577.86 393.38 268.65 76.23 49.85 7B8.11 -210.25 -19.76
04 0.2136 6.00 467.88 410.10 268.65 70.44 43.62 792.81 -324.93 -30.54
05 0.1592 6.00 348.66 427.64 268.65 63.48 37.38 797.15 -448.49 -42.16

1) No gas production considered (26 TCF).
2) No TAPS settleaent.
3) Cose aaount of total crude taken off at N. Pole i.e. does not go to Valdez.
4) Based on 6/85 30Z case price and production assuaptions.
5) Seal Is. excluded.
ASSUMPTIONS:
Property taxes pr AS43.56 82X gross.



DEDUCTION FROM FY TAXABLE INCOME

Fiscal
Year Sadlerochlt Cook Inlet Total

Under Pre-SB 524

a)

Impact on FY 
Tax Liability 
(Total * .094)

WINDFALL PROFITS TAX DEDUCTION 
(mil current FY $)

©

82 1750.61 267.05 2017.66 189.66
83 848.78 169.60 1018.38 95.73
84 289.25 123.08 412.33 38.76
85 8.93 61.33 70.26 6.60

Under HB 353

b)

85 8.51 61.09 69.60 6.54
86 -0- 35.96 35.96 3.38
87 -0- 10.87 10.87 1.02
88 -0- 4.06 4.06 .38
89 -0- 2.14 2.14 .20
90 -0- .51 .51 .05
91 -0- -0- -0- -0-
92 -0- -0- -0- -0-
93 -0- -0- -0- -0-
94 -0- -0- -0- -0-

Note-

Based on 6/85 30% case price and production assumption's.

2/ Windfall Profits Tax 1s phased out and no longer 1n effect in FY 1995 
and thereafter.

3// The reason for the slight difference 1n FY 85 under Pre-SB 524
compared to HB 353 1s the difference 1n the 011 Severance Tax law and 
thus, the severance tax adjustment under the WPT.

a) For FY 1982 through 1985, these Impacts are Included 1n Tables 3 and
4 under the Pre-SB 524 separate accounting corporate tax. If the WPT 
was not a deduction for those years, the total tax liability columns 
would have been Increased by these amounts.

b) For FY 1982 through 2005, these Impacts are not Included 1n Tables 3
and 4 under the HB 353 separate accounting corporate tax. If the WPT 
was a deduction for these years, the total tax liability columns 
would be reduced by these amounts. In FY 1985, the reduction would 
be approximately one half the amount because HB 353 goes Into effect 

midway through the fiscal year.
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Old Law (Pre SB 524)
Current Lax (AS43.20 6 AS 43,55) 

Proposed Lax (HB 353)
<«il current*FY $)----------

Fiscal To. Corp Inc Tax Collections Total Prodn Tax Liability Total
GainYear Pre AS 43.20 Diff Pre AS 43.55 Diff

SB 524 - •• — ----------- - SB 524 • • ............
82 837.62 242.50 -595.12 1) 1219.03 1581.70 362.67

lapact SB 524 lapact SB
—  82 - 837.62 668.90 -168.72 2>—------ 1219.03 1581.70 362.67

83 796.15 236.00 -560.15 1098.94 1493.70 394.76
e4 782.86 265.10 -517.76 1032.93 1393.10 360.17

------ 65 797.00 - 168.60 -628.40- - - - -  1013.86 1388.50 -374.64
Ispact HB 353 existing lepact HB

HB 353 AS 43.55

85 448.48 168.60 279.88 3) 1388.50 1388.50 0.00
86 723.72 235.73 487.99 1262.27 1262.27 0.00

HB 353
87 664.57 260.61 403.96 1076.73 1180.56 -103.83

-88 652.24-• -286.69 365.54 - ------- -785.41 949.86 -164.45-
89 666,33 305.76 360.57 778.54 930.19 -151.65
90 670.13 314.61 355.52 7B4.53 927.21 -142.68
?1 644.76 -313.14 331.61 749.98 872.96 -122.93
92 652.14 311.00 341.14 768.16 894.45 -126.29
93 664.12 306.83 357.28 772.90 912.04 -139.14

-------94 633.70-— 298.04 -335.66 ----- ------- 718.76 844.67 -125.91
95 604.66 287.54 317.12 691.55 B19.80 -123.25
96 566.06 276.00 290.06 636.25 755.74 -119.49

■ - 97 531,12 263.02 268.09 -  588.58 700.65 -112.07
93 479.12 249.03 250.09 535.28 635.29 -100.01
97 464.59 234.66 229.93 481.42 567.82 -86.40

------ 2000 - 429.55 219.24 -210.31 - ------- 426.21 • 502.15 -75.94
01 368.43 201.62 166.81 354.12 415.11 -60.99
02 297.67 183.32 113.85 285.39 333.00 -47.61
03 228.30 -167.72 60.58 • " 237.25 270.88 -33.63
04 158.93 152.99 5.94 195.90 221.31 -25.41
05 103.98 139.26 -35.28 173.46 194.21 -20.75

SUN85-05 10672.59 5175.91 549o.67 13691.19 15578.67 •-1887.48

or Loss -----
-232.45 

lapact SB 524
—  193.95 -----

-165.39 
-157.59 

— 253-76 • ~  
lapact HB 353

279.38
4B7.99

300.13 
—201.09 —

208.92
212.B4
108.63
214.65
218.14 

-209.75 —
188.37 
170.57 
156.02 -  
150.08 
143.53 

—134.37 —  
105.82 
66,24 

— 26.95 
-19.47 4  
-56.03

1) FY 1982 receipts are estisated as i f  AS43.21 were in effect for 
the shole year in colusn 2 then as i f  AS43.20 were in effect for the 
xhcle year in colusn 3 though each was in effect only half the fiscal

2) FY 1982 collections under SB 524 of 4668.9s are coiprised of 
4538.2s froa AS43.21,0LD SEPARATE ACCT’ lax and 4130.7 fros AS43.20 
’CURRENT MODIFIED APPCRTJONHENT' lax.

3) FY 1985 HB353 Corp. Inc. Tax includes 460.8a of AS43.20 
already collected through Decesber 31, 1984.

4) FY 1985 AS43.20 collections are expected to be lox due to 
substantial refunds and credits for prior year's tax overpayoents. 
Tax liab ility  on a calendar year basis under AS43.20 was CYB2,
$236.SCa; CY83, 4224.01a; CY84 4241.54*............. *---- --------

3609.19

51 Basic on 6/85(701 case price/and production assuaptions.



t 'p! >■ • .:•-;! ■ ••
,____ v ^  ̂ - -v -TABLE 2a

Calculation of State Petroleua Revenues as a 
Percent Df Adjusted Production Incoie 

6/B5 Forecast Assuaptions 70I  Case FY 85-05 Using WHV

Kith AS 43.20 Corporate Incoie Tax h AS 43,55 Production Tax
Fiscal Total Petroleuu Production State State / Fiscal Total Petroleun Production State State /
Year Gross Cost Net Petrol Net Rev Year Gross ..,t Net Petrol Net Rev

Revenue Deductns Revenue Revenues Z Revenue Deductns Revenue Revenues Z

82 12958.93 1740.58 11218.35 3525.22 31.42Z 82 12958.93 1740.58 11218.35 3502.40 31.22Z
Pre SB 524 AS43.20 1 55
lapact SB 524

62 12958.93 1740.58 11218.35 3525.22 31.42Z 82 12958.93 1740.58 1121B.35 3928.80 35.02%
83 11941.70 2113.21 9828.49 3270.36 33.27Z 83 11941.70 2113.21 9B2B.49 3321.58 33.B0Z
84 11327.62 2511.29 8816.33 3148.49 35.71Z 84 11327.62 2511.29 B816.33 3220.43 36.53Z
85 11382.33 2832.59 B549.74 3161.10 36.97Z 85 11382.33 2832.59 B549.74 3154.10 36.89Z

HB 353 as of 1/1/85 11 AS43.20 I  55
lapact HB 353

85 11382.33 2B32.59 B549.74 3297.36 3B.57Z 85 11382.33 2832.59 8549.74 —  3154.10 36.89Z
85 10626.57 3018.24 7608.33 3277.37 43.08Z 86 10626.57 3018.24 7608.33 3043.65 40.00Z
B7 10097.40 3372.15 6725.24 3008.16 44.73Z 87 10097.40 3372.15 6725.24 2969.30 44.15Z
88 10290.63 3724.11 6566.52 2737.62 41.69Z 88 10290.63 3724.11 6566.52 2794.18 42.55X
89 10851.82 4006.66 6845.16 2811.92 41.0BZ 89 10851.82 4006.66 6845.16 2B56.64 41.73Z
90 11219.23 4192.75 7026.4B 2890.57 41.14Z 90 11219.23 4192.75 7026.48 2921.76 41.58Z
91 11135.31 4239.84 6895.47 2845.35 41.26Z 91 11135.31 4239.84 6895.47 2858.94 41.46Z
92 11619.35 4306.37 7312.9B 2937.53 40.17Z 92 11619.35 4306.37 7312.98 2929.37 40.06Z
93 11906.75 4294.64 7612.10 2999.89 39.41Z 93 11906.75 4294.64 7612.10 2974.17 39.07Z
94 11555.98 4200.03 7355.96 2896.65 39.38Z 94 11555.98 4200.03 7355.96 2853.84 38.B0Z
95 11412.40 4134.28 7278.12 2839.38 39.01Z 95 11412.40 4134.28 7278.12 2793.96 3B.39Z
96 11031.65 4068.39 6963.25 2715.29 38.99Z 96 11031.65 406B.39 6963.25 2775.67 39.B6Z
97 10742.51 3988.64 6753.87 2606.71 3B.60Z 97 10742.51 3988.64 6753.B7 254B.60 37.74Z
93 10330.41 3814.79 6515.62 2478.0j 3B.03Z 98 10330.41 3814.79 6515.62 2405.06 36.917.
99 9686.53 365B.77 6217.76 2343.22 37.69Z 99 9886.53 3668.77 6217.76 2257.66 36.31X

2000 9386.09 3490.23 5395.86 2196.96 37.26Z 2000 9386.09 3490.23 5895.86 2103.35 35.68Z
01 8490.22 3343.89 5146.33 1936.40 37.63Z 01 8490.22 3343.89 5146.33 1852.20 35.99Z
02 7572.23 3202.43 4369.80 1665.97 3B.12Z 02 7572.23 3202.43 4369.80 1602.40 36.677.
03 6783.11 3173.14 3614.98 1430.85 39.58Z 03 6788.11 3173.14 3614.98 1390.72 3B.47Z
04 5928.08 3088.80 2639.28 1190.54 41.93Z 04 5928.08 3088.80 2B39.28 1182.56 41.657.
05 5324.82 3045.12 2279.70 1009.80 44.30Z 05 5324.82 3045.12 2279.70 1027.10 45.05Z

1) FY I9B5 HB353 Corp. Inc. Tax includes 460.Bs of AS43.20 already 
collected through Decerber 31-, 1984 and half a year of the new tax.

2) Based on 6/85 70Z case price and production assuaptions.



and as a Percent of Prod'n I Pipeline Incoae 
6/85 Forecast Assuaptions 702 Case FV 85-05 Using WHV

•Total Petroleu*  State State I  With AS 43.20 Corporate Incoae Tax fc AS 43.55 Production Tax
Fiscal Gross Cost Net Petrol 1let Rev Fiscal ------Total Petroleua------ State State /
Year Revenue Deductns Revenue Revenues X Year Gross Cost Net Petrol Net Rev

Revenue Deductns Revenue Revenues 2
B2 16455.CO 2839.52 13616.28 3896.85 28.622 82 16455.80 2839.52 13616.2B 3664.40 26.912

Pre SB 524 AS43.20 I 55
lapact SB 524

82 16455.B0 2839.52 13616.28 3B96.85 28.622 82 16455.80 2839.52 13616.23 4090.B0 30.042
B3 15469.75 3156.70 12313.06 3644.37 29.602 B3 15469.75 3156.70 12313.06 3478.98 28.252
84 14955.03 3492,67 11462.37 3544.02 30.922 84 14955.04 3492.67 11462.37 3386.43 29.542
B5 15135.98 3750.89 11385.10 3569.86 31.362 85 15135.99 3750.89 11385.10 3316.10 29.132

HB 353 as of 1/1/85 11 AS43.20 It 55
lapact HB 353

85 15135.98 3750.89 11385.10 3585.00 31.492 B5 15135.98 3750.89 11385.10 3316.10 29.132
86 14387.36 3907.71 10479.66 3687.41 35.192 86 14387.36 3907.71 10479.66 3199.42 “ 30.532
87 13930.61 4255.05 9675.56 341B.97 35.342 87 13930.6* 4255.05 9675 56 31 IB.84 32.232
BB 14021.78 4590.92 9430.87 3138.59 33.282 B8 14021.78 4590.92 9430.87 2937.49 31.152
89 14534.91 4861.97 9672.95 3202.64 33.112 B9 14534.91 4861.97 9672.95 2993.72 30.952
90 14762.89 5041.00 9721.89 3265.45 33.592 90 14762.89 5041.00 9721.89 3052.61 31.402
91 14396.60 5079.20 9317.41 3192.20 34.262 91 14396.60 5079.20 9317.41 2983.56 32.022
92 14737.37 5132.85 9604.52 3263.10 33.972 92 14737.37 5132.85 9604.52 3048.25 31.742
93 14836.00 5106.76 9729.24 3304.47 33.962 93 14836.00 5106.76 9729.24 3086.32 31.722
94 14159.38 4997.89 9161.50 3169.51 34.602 94 14159.38 4997.89 9161.51 2959.76 32.312
95 1376B.29 4922.30 8846.00 3082.52 34.852 95 13768.29 4922.30 8846.00 2893.65 32.712
96 13116.52 4B47.39 8269.13 2928.73 35.422 96 13116.52 4B47.39 8269.13 2B69.13 34.702
97 12584.20 4758.72 7825.49 2791.86 35,682 97 12584.20 4758.72 7825.49 2635.83 33.682
98 11935.47 4573.61 7361.86 2636.14 35.812 98 11935.47 4573.61 7361.86 2486.06 33.772
99 11277.87 4418.18 6859.69 2475.96 36.092 99 11277.87 4418.IB 6859.69 2332.43 34.002

2000 10584.46 4230.95 6353.52 2306.26 36.302 2000 10584.46 4230.95 6353.52 2171.89 34.182
01 9464.018 407B.47 5385.55 2020.33 37.512 01 9464.018 407B.47 5385.55 1914.51 35.552
02 8342.030 3937.21 4404.82 1724.72 39.162 02 8342.030 3937.21 4404.82 1658.48 37.652
03 7399.393 3914.46 3484.94 1467.52 42.112 03 7399.393 3914.46 3484.94 1440.57 41.342
04 6391.219 3B37.70 2553.52 1206.71 47.262 04 6391.219 3837.70 2553.52 1226.18 48.022
05 5683.r4? 3806.07 1877.49 100B.45 53.712 05 5683.562 3B06.07 1877.49 1064.48 56.702

1) FY 19B5 HB353 Corp. Inc Tax includes 460.Bs of AS43.20 already 
collected through Deceober 1, 1984 and half a year of the new tax.

2) Based on 6/B5 702 case price and production assuapuions.



TABLE 3
Pipeline, Production it Exploration 

Incoie Tax Estisates 
(ail current FY FI

State Prod'nli Total Total Total Total Windfall Interest Exploratn
:al Total Royalty Cons Property Qper'g Depre Acquis Profits Expense Costs

Revenue Share Tax Tax Costs Costs Tax Uncap

B2 16455.80 1564.30 1219.03 275.90 939.80 602.58 0.77 2017.66 720.69 190.90
83 15469.75 1442.73 1098.94 306.55 1100.56 7B0.16 0.9B 1018.38 676.04 204.26
84 14955.04 1370.57 1032.93 357.66 1259.34 998.45 1.09 412.33 614.13 218.56
85 15135.99 1362.44 1013.86 396.56 1449.17 1093.32 0.80 70.26 565.55 233.86
85 15135.99 1362.44 1377.52 396.56 1449.17 1093.32 0.80 69.59 565.55 233.86
86 14387.37 12B1.I5 1262.27 420.27 1477.66 1224.05 0.76 46.77 541.76 247.56
87 13930.62 1212.62 1076.73 465.05 1600.34 1442.16 8.29 29.02 517.87 262.07
88 14021.79 1178.25 <85.41 522.69 1735.17 1619.02 32.60 20.35 490.28 277.42
89 14534.92 1214.68 778.5, 543.09 1796.67 1790.55 71.31 17.39 466.41 293.68
90 14762.89 1259.40 784.53 551.39 1854.43 1861.31 117.68 16.27 442.64 310.89
91 14396.61 1251.54 749.98 545.92 1855.24 1859.87 150.78 14.42 418.55 329.10
92 14737.37 1305.8B 766.16 536.92 1880.35 1880.23 152.28 9.36 393.54 348.38
93 14836.01 1343.04 772.90 524.41 1881.28 1846.17 151.20 3.87 367.83 368.80
94 14159.38 1307.55 718.76 509.50 1B46.56 1764.64 145.2B 0.14 345.21 390.40
95 13768.30 1294.13 691.55 492.18 1794.52 1721.36 142.96 0.00 328.97 413.28
96 13116.53 1255.86 636.25 470.56 1762.00 1665.21 128.63 0.00 316.45 437.49
97 12584.21 1226.77 588.58 445.39 1735.20 1590.25 110.30 0.00 304.62 463.13
98 11935.47 1182.46 535.28 419.28 1701.13 1425.06 90.11 0.00 293.02 490.26
99 11277.87 1136.99 481.42 392.96 1672.97 1271,87 77.21 0.00 283.10 518.99

2000 10584.47 1085.01 426.21 365.49 1609.52 1120.11 62.59 0.00 273.89 549.40
01 9464.02 984.97 354.12 312.81 1579.08 962.54 51.13 0.00 265.99 581.59
02 8342.03 881.27 285.39 260.39 1541.87 613.50 41.00 0.00 262.91 615.66
03 7399.39 793.12 237.25 208.85 1539.02 708.25 34.14 0.00 263.33 651.74
04 6391.22 694.26 195.90 157.62 1538.45 605.57 24.04 0.00 264.44 689.92
05 5683.56 624.48 173.46 106.53 1518.24 530.99 17.43 0.00 264.88 730.35

These estiaates assune the tax plan i f  in effect for the whole
year; for FY 19B2-85 this is Pre SB 524 for FY 1985-05 this is HB 353.
2) FY82 collections of 5130.72a are the actual aeounts collected or 
credited to CYB2 lia b ility . The estinate for a full year under AS43.20 
in FY82 is 5242.5b which would result in a difference ot $595.12a as 
presented in coluin 4 of Table 1. FY 1985 AS43.20 collections are 
expected to be low due to substantial refunds and credits for prior 
year's tax overpayients. Tax liab ility  on a calendar year basis under 
AS43.20 was CY82, 5236.50a; CYB3, 5224.01a; CYB4 5241.54a.
3) Basec. on 6/85 70X case price and production assuaptions,

W

Adain Other Total Total Liability -------Collections-
Costs Deductns Deductns Net HB 353 HB 353 AS 43.20 Diff

Incoae 1) 1) 2) ..............—

236.20 148.58 7916.41 8539.40 802.70 837.62 130.72 706.90 ...
252.30 142.39 7023.30 8446.46 793.97 796.15 236.00 560.15
264.90 136.20 6666.16 8288.87 779.15 782.86 265.10 517.76
278.20 130.00 6594.01 8541.97 802.95 797.00 168.60 628.40 . _
278.20 130.00 6BB7.41 8243.50 775.37 581.52 168.60 412.92
292.10 123.82 6871.40 7515.97 706.50 723.72 235.73 487.99
306.70 117.63 7009.45 6921.16 650.59 664.57 260.61 403.96
322.00 114.43 7077.27 6944.52 652.7B 652.24 286.69 365.54
338.10 105.24 7398.28 7136.64 670.84 666.33 305.76 360.57
355.00 99.05 7636.32 7126.57 . 669.90 670.13 314.61 355.52 _
372.80 92.B6 7626.64 6769.97 636.38 644.76 313.14 331.61
391.40 86.67 7743.81 6993.56 657.39 652.14 311.00 341.14
411.00 80.^ 7747.11 7088.89 666.36 664.12 306.B3 357.28
431.50 1 33.70 6625.69 622.81 633.70 298.04 335.66
453.10 t. . .i/d. 16 6368.14 598.61 604.66 287.54 317.12
475.70 61.91 7210.06 5906.46 555.21 566.06 298.04 . 26B.02
499.50 55.72 7019.46 5564.75 523.09 531.12 263.02 268.09
524.50 49.53 6710.63 5224.84 491.14 499.12 249.03 250.09
550.70 43.34 6429.55 4848.32 455.74 464.59 234.66 229.93
578.30 37.14 6107.66 4476.81 420.82 429.55 219.24 210.31
607.20 30.95 5730.37 3733.65 350.96 36B.43 201.62 166.81
637.50 24.76 5364.26 2977.77 279.91 297.67 183.82 113.85 ___
699.40 IB.57 5153.68 2245.72 211.10 228.30 167.72 60.58
702.90 12.38 4885.48 1505.74 141.54 158.93 152.99 5.94
738.00 6.19 4710.54 973.02 91.46 103.?9 139.26 -35.28



TABLE 4
All Producing fields 
Incoie la i Estmtes 

l i i 1 current FT fl

Oil Vellheid 6es ’ 6es Totel Stete Prod'nt Property Totel Deprr
Fiscel Prod'n Velue II Prod'n Price Revenue Royelty Cons lei Oper tg Devel
Yeer (ss1 B/DI(cur 1) (■cf/deyl(/sell (cur 1) Shere Tes Costs Costs

62 1.6533 21.293 507000 0.590 12958.93 1564.30 1219.03 113.90 710.80 333.93

61 1.7006 19.010 503000 0.670 11941.70 1442.73 1093.94 149.15 680.56 511.51
64 1.7163 17.864 " 505000 0.670 11327.62 1370.57 1032.93 191.66 1038.34 729.60

65 1.7523 17.493 565091 0.971 11382.33 1362.44 1013.86 231.56 1737.67 824.67

65 1.7523 17.463 565091 0.971 11382.j3 1362.44 1377.52 234.56 1237.67 824.67
66 1.7528 16.273 537624 1.097 10626.57 1281.15 1262.27 264.50 1266.70 955.40
67 1.7619 15.105 625000 1.200 10097.40 1212.62 1076.73 315.51 1367.66 1173.51
6B 1.7312 15.753 705650 1.306 10290.63 1176.25 765.41 379.36 1468.69 1350.37
69 1.7058 16.643 714549 1.400 10651.82 1214.66 778.54 406.01 1537.02 1521.90

90 1.6392 17.967 797800 1.570 11219.23 1259.40 764.53 420.54 1577.17 1592.66
91 1.5077 19.262 65B9S0 1.706 11135.31 1251.54 749.9B 421.30 1562.16 1591.22
92 1.4399 20.945 902485 1.856 11619.35 1305.89 766.16 418.54 1574.96 1611.56
9J 1.3513 22.776 920067 1.995 11906.75 1343.04 772.90 412.26 1564.34 1577.52
94 1.2011 24.762 893060 2.149 11555.98 1307.55 716.76 403.59 1521.36 1495.9?
95 1.0676 26.656' '  906549' 2.270 11412.40 1294.13 691.55 392.49 1461.42 1452.71

96 0.9633 29.0B0 920462 2.395 11031.65 1255.86 636.25 ” 7,|0 1421.40 1396.56
97 0.6521 31.723 936358 2.562 10742.51 1226.77 586.56 356.16 1366.89 1321.60

93 0.7436 34.348 954349 2.737 10330.41 1182.46 535.28 338.26 1347.18 1156.41
99 0.6457 37.360 943764 2.987 9696.53 1136.99 481.42 316.19 1313.11 1003.22

2000 0.5564 40.823 924739 3.244 93B6.09 1065.01 426.21 296.95 1243.34 851.46
01 0.4328 "44.381'~ 890963 3.550 6490.22 984.97 354.12 250.50 1205.14 693.89

02 0.3587 48.191 B99667 3.847 7572.23 891.27 265.39 204.31 1156.25 544.85
0] 0.2653 52.293 B7960I 4.172 6768.11 793.12 237.25 159.00 1142.59 439.60
04 0.2171 56.904 660541 “ 4.518 5923.09 694.26 195.90 114.00 1126.64 336.92
05 0.1668 61.931 843787 4.696 5324.82 624.46 173.46 69.15 1089.42 262.34

Aeort ol Hindi ell Interest Eiploretn Adsin Other Totel Totel Totel Totel
Acquis Profits Eipcnse Costs Cost Oeductns Deductns Teieble lei lei
Costs Tei (eipen'dl Incoie LiebilityCollectns

0.77 2017.66 119.40 190.90 236.20 148.56 6655.47 6303.46 592.53 627.99
0.96 1018.36 121.20 204.26 252.30 142.39 5622.41 6119.30 575.21 579.54
1.09 412.33 122.40 216.56 264.90 136.20 55I8.7B 5608.63 546.03 553.33
0.60 70.26 127.40 233.86 278.20 130 :o 5513.71 5868.61 551.65 550.24
0.60 69.59 127.40 233.66 273.20 130.00 5607.11 5575.22 524.07 393.05
0.76 46.77 131.90 247.56 292.10 123.82 5626.16 4800.41 451.24 469.45
8.29 29.02 136.10 262.07 306.70 117.63 5977.01 4120.36 367.32 403.30

32.60 20.35 136.60 277.42 322.00 114.43 6067.15 4223.49 397.01 394.56
71.31 17.39 139.40 293.66 338.10 105.24 6405.69 4145.93 417.92 412.69

117.66 16.27 140.30 310.69 355.00 99.05 6657.22 4562.01 429.83 426.10
150.76 14.42 140.90 329.10 372.60 92.66 6662.66 4472.65 420.43 422.53
152.28 9.36 141.10 346.38 391.40 66.67 6796.95 4620.40 453.12 444.95
151.20 3.67 141.30 368.80 411.00 80.46 6622.64 5083.90 477.89 471.69
145.26 0.14 141.20 390.40 431.50 74.29 6629.92 4926.07 463.05 466.76
142.96 0.00 142.70 413.2B 453.10 68.10 6512.4S 4699.95 460.60 461.21
128.63 0.00 146.70 437.49 475.70 61.91 6337.60 4694.04 441.21 446.08
110.30 0.00 151.50 463.13 499.50 55.72 6162.15 4560.36 430.55 433.23
90.11 0.00 156.80 190.26 524.50 49.53 5670.81 4459.60 419.20 422.04
77.21 0.00 162.20 518.9? 550.70 43.34 5605.37 4281.16 402.43 406.62
62.59 O.OC 166.00 549.40 576.30 37.14 529B.40 4087.69 364.24 366.79
51.13 0.00 174.00 561.59 607.20 30.95 4933.48 3556.74 334.33 346.BI
41.00 0.00 160.40 615.66 637.50 24.76 4573.40 2998.83 261.89 295.00
34.14 0.00 197.10 651.74 699.40 IB.57 4362.51 2425.61 228.01 241.49
24.04 0.00 194.00 669.92 702.90 12.36 4092.96 1835.12 172.50 166.38
17.43 0.00 201.40 730.35 738.00 6.19 3912.21 1412.61 132.79 142.71

II These prices ere selqhledeverege'iiellhesd viluei derived Iro i the 
venous veli.es et the N. Slope end Cook Inlet fields evelueted in this study.



©

Fiscal
Year

Pipeline Tariff 
Thruput (f/B)

TABLE 5 
Trans Alaska Pipeline 
Incoae Tax Estiaates 
(ail current FY $1 

Operat'g Aaort & 
Costs/ Deprec

Total
Revenue

Uncap Property Total (let 
Interest Tax Deduction Incoae

Tax
Liability

(ail B/D) Year (9.4X)

B2 1.5680 6.11 3496.88 229.00 268.65 601.29 162.00 1260.94 2235.94 210.18
83 1.6300 5.93 352B.05 220.00 268.65 554.84 157.40 1200.89 2327.16 218.75
84 1.6536 6.01 3627.42 221.00 268.65 491.73 166.00 1147.38 2480.04 233.12
B5 1.7140 6.00 3753.66 211.50 268.65 438.15 162.00 1080.30 2673.36 251.30
86 1.7173 6.00 3760.80 210,96 268.65 409.86 155.77 1045.24 2715.56 255.26
87 1.7503 6.00 3833.22 232.48 268.65 381.77 149.54 1032.44 2800.78 263.27
88 1.7037 6.00 3731.16 246.48 268.65 351.6B 143.31 1010.12 2721.04 255.78
89 1.6818 6.00 3683.10 259.65 26B.65 327.01 137.08 992.39 2690.71 252.93
90 I 6181 6.00 3543.66 277.26 268.65 302.34 130.85 979.10 2564.56 241.07
91 I .4892 6.00 3261.30 293.06 268.65 277.65 124.62 963.98 2297.32 215.95
92 1.4238 6.00 3118.02 305.39 268.65 252.44 118.38 944.86 2173.16 204.28
93 1.3376 6.00 2929.26 316.94 268.65 226.53 112.15 924.27 2004.99 188.47
94 1.1888 6.00 2603.40 325.20 268.65 204.01 105.92 903.78 1699.62 159.76
95 1.0758 6.00 2355.90 333.10 26B.65 186.27 99.69 887.71 1468.19 138.01
96 0.9520 6.00 20B4.8B 340.60 268.65 169.75 93.46 872.46 1212.42 113.97
97 0.8410 6.00 1841.70 348.31 268.65 153.12 87.23 857.31 984.39 92.53
98 0.7329 6.00 1605.06 353.95 268.65 136.22 81.00 839.82 765.24 71.93
99 ‘0.6353 6.00 1391.34 359.86 268.65 120.90 74.77 824.18 567.16 53.31

2000 0.5472 6.00 1198.38 366.18 268.65 105.89 68.54 809.26 389.12 36.58
01 0.4447 6.00 973.80 373.94 268.65 91.99 62.31 796.89 176.91 16.63
02 0.3515 6.00 769.80 3B3.62 268.65 82.51 56.08 790.86 -21.06 -1.98
03 0.2791 6.00 611.28 396.44 268.65 76.23 49.85 791.17 -179.89 -16.91
04 0.2115 6.00 463.14 409.81 268.65 70.44 43.62 792.52 -329.38 -30.96
05 0.1638 6.00 358.74 428.82 268.65 63.48 37.38 798.33 -439.59 -41.32

No gas production consi dered (26 TCF).
No TAPS settlenent.
Sose asount of total crude taken off at N. Pole i.e. does not go to Valdez.
Based on 6/85 707 case price and production assunpti ons.
Seal Is. excluded.

ASSUMPTIONS:
Property taxes per AS43.56 62X gross.



TABLE 6
WINDFALL PROFITS TAX DEDUCTION 

(mil current FY $)

DEDUCTION FROM FY TAXABLE INCOME

Fiscal
Year Sadlerochlt

Under Pre-SB 524

a)

Cook Inlet Total

Impact on FY 
Tax Liability 
(Total * .094)

82 1750.61 267.05 2017.66 189.66
83 848.78 169.60 1018.38 95.73
84 289.25 123.08 412.33 38.76
85 8.93 61 .33 70.26 6.60

Under HB 353

85
86
87
88
89
90
91
92
93
94

Note:

1/

2/

3/

b)

8.51
-0-
-0-
-0-
-0-
-0-
-0-
-0-
-0-
-0-

61.09 
•16.77 
29.02 
20.35 
17.39 
16.27 
14.42 
9.36 
3.87 
.14

69.60
46.77
29.02
20.35
17.33
16.27
14.42
9.36
3.87
.14

6.54 
4.40 
2.73 
1.91 
1.63 
1.53 
1.36 
.88 
.36 
.01

Based on 6/85 70% case price and production assumptions.

Windfall Profits Tax 1s phased out and no longer 1n effect 1n FY 1995 
and thereafter.

The reason for the slight difference 1n FY 85 under Pre-SB 524
compared to HB 353 1s the difference 1n the 011 Severance Tax law and
thus, the severance tax adjustment under the WPT.

a) For FY 1982 through 1985, these Impacts are Included 1n Tables 3 and
4 under the Pre-SB 524 separate accounting corporate tax. If the WPT 
was not a deduction for those years, the total tax liability columns 
would have been Increased by these amounts.

b) For FY 1982 through 2005, these Impacts are not Included 1n Tables 3
and 4 under the HB 353 separate accounting corporate tax. If the WPT 
was a deduction for these years, the total tax liability columns 
would be reduced by these amounts. In FY 1985, the reduction would
be approximately one half the amount because HB 353 goes Into effect
midway through the fiscal year.



This section will present comments and conclusions relative to HB 

353 based on the analysis outlined and summarized 1n preceding sections.

As to the feasibility analysis performed relative to the Impact of 

HB 353 on development and production of the "marginal" North Slope 

fields, the following qualifications should be noted:

The feasibility analysis performed 1n the Petroleum Revenue 

Forecasting Model tests the real after tax dlscoui.ted cash flow rate of 

return from a field against an assumed "hurdle" real rate of return to 

determine feasibility. If the rate of return for the field given 

projected production, prices, development costs, operating costs and tax 

rates exceeds the hurdle rate, development of the field 1s deemed 

feasible.

There are three potential problems with applying this quantitative 

analysis to the "marginal" North Slope fields and then drawing 

conclusions about the actual timing and magnitude of their development. 

The first Is the "hurdle" rate used 1n the model may not be the same as 

the "hurdle" rate actually used by the corporations with lease rights to 

develop the field. The second 1s that the model analysis assumes no 

capital budget constraint. In reality, the corporations have a limited 

amount of capital to Invest 1n the development of fields 1n Alaska and



elsewhere 1n the world. Even though development of a field 1n Alaska may 

be projected by the corporation to provide an acceptable rate of return 

given the corporation's actual "hurdle" rate, there may be other even 

more attractive projects elsewhere which would be developed Instead, 

given a limited capital budget. Finally, there may be non-quant1f1able 

judgmental factors which the corporations consider 1n making their 

Investment decisions. These types of judgmental considerations are 

necessary to distinguish between two Investmeni alternatives which are 

projected to be equally attractive on a quantitative basis.

Regardless of these three potential problems 1n applying the 

feasibility model to analyze when and at what level a field will actually 

be developed, the model 1s useful 1n analyzing the relative effect of 

alternative tax structures on rates of return and feasibility of 

development given projected production, costs and prices. Here, as 

discussed earlier, our analysis Indicated the Impact of the HB 353 tax 

structure with respect to Petroleum Corporate Income Tax and Petroleum 

Severance Tax on the feasibility of development was relatively 

Insignificant. The future of oil prices will have a much more 

significant effect on the feasibility of development for these fields.

As to the revenue Impact of HB 353, the analysis Indicated that 

under all alternative price and production scenarios examined, cumulative 

revenues from Income and severance taxes for FY 1985 through FY 2005 were 

great r under HB 353 than under the current tax structure. The absolute 

and percentage gain, however, varied significantly between scenarios.



For example, cumulative revenues from Income and severance taxes for FY 

1985 through FY 2005 were 12.12 percent higher under HB 353 than under 

current law given the Mean case price and production scenario, 8.38 

percent higher given the 30 percent scenario and 17.39 percent higher 

given the 70 percent scenario.

This 1s because the tax structure proposed by HB 353 1s more 

sensitive to price and production changes than the current tax 

structure. The severance tax under HB 353 1s slightly less sensitive to 

price and production changes than the current severance tax simply 

because 1t 1s levied at a lower maximum rate, 12.25 percent as compared 

to 15 percent under the current law. However, this 1s more than offset 

by the Income tax which 1s significantly more sensitive under HB 353 than

• under current law resulting 1n greater overall revenue sensitivity under 

HB 353.

The cumulative revenues collected from Income taxes for FY 1985 

through FY 2005 under the current apportionment tax structure were 

projected to be 5.04 percent lower given the 30 percent scenario as 

compared to the Mean scenario and 16.94 percent higher given the 70 

percent scenario as compared to the Mean scenario. The cumulative 

revenues collected under the proposed HB 353 separate accounting Income 

tax were projected to be 14.52 percent lower given the 30 percent 

scenario compared to the Mean scenario and 30.83 percent higher given the 

70 percent scenario compared to the Mean scenario. The reason for this

#
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1s under separate accounting, revenue collections are directly dependent 

upon the level of production and wellhead values 1n Alaska. Under 

apportionment, however, revenue collections are dependent on both 

worldwide Income and the level of Alaska activity compared to worldwide 

activity as measured by apportionment factors. Therefore, the 

apportionment tax structure 1s less directly sensitive to changes 1n 

Alaska production and wellhead values. Also, 1t should be noted that a 

given percentage change 1n worldwide oil prices results 1n a greater 

percentage change 1n Alaska wellhead values due to the fixed 

transportation cost differential which exists between the two. For 

example, 1f world crude prices were $20.00 per barrel and there was a 

total fixed transportation cost of $10.00 per barrel to get Alaska crude 

to market, the wellhead value of Alaska crude would be $10.00 per 

barrel. If world prices were to Increase by 5 percent to $21.00 per 

barrel, Alaska wellhead value would Increase from $10.00 to $11.00 per 

barrel which would represent a 10 percent Increase. Therefore, 

alternative price scenarios result 1n greater percentage differences 1n 

Alaska activity and Income upon which separate accounting 1s based than 

1n worldwide activity and Income upon which apportionment 1s based.

The HB 353 proposal, because 1t 1s more sensitive to o11 prices, 

has the potential for greater upside gain should prices Increase and the 

potential for greater downside risk should prices decrease when compared 

to the current tax structure.



It should be noted that by FY 2005, the revenues collected under 

apportionment were projected to be greater than under separate accounting 

given all alternative scenarios. This 1s because under apportionment, 

worldwide Income was assumed to Increase over time and was only partially 

offset by declining apportionment factors as Alaska activity declined. 

Under separate accounting, collections declined directly over time with 

declining Alaska activity and Income.

It 1s also Interesting to note that by FY 2005, collections under 

the current apportionment tax are approximately equal given both the Mean 

and 70 percent assumptions. This 1s because even though the 70 percent 

case assumes a higher long-run worldwide apportlonable Income growth rate 

1t also assumes a higher growth rate 1n worldwide production which acts 

to reduce the apportionment factor at a faster rate thus offsetting the 

higher Income growth rate. As noted earlier, however, over the entire 

period from FY 1985 through FY 2005, the 70 percent case assumptions 

resulted 1n revenue collections which were 16.94 percent higher than the 

Mean.

In comparing revenue collections under separate accounting 1n FY 

2005 given Mean and 70 percent scenario assumptions, the 70 percent case 

generates less revenue than the Mean case. The reason for this 1s that 

under the 70 percent scenario, development of fields 1n Alaska occurs 

earlier and at a more rapid pace. Therefore, by FY 2005, production

- 5 1 -



under the 7(0 percent scenario 1s less than production under the Mean 

scenario. As noted earlier, however, over the entire period from FY 1985 

through FY 2005, the 70 percent case assumptions resulted 1n revenue 

collections which were 30.83 percent higher than the Mean.

A number of revisions have been made to the analysis compared with 

the preliminary analysis previously presented to the Legislature during 

the 1985 legislative session. The previous analysis was based on March, 

1985 Mean case price assumptions whereas this analysis 1s based on June, 

1985 price assumptions which are significantly lower 1n the Mean case. 

This analysis Includes two additional marginal fields, West Sak and Point 

Thompson which were not Included before. The March analysis Included 

projections only through FY 1995. Total projected cumulative revenue 

collections from both Income and severance taxes given Mean case 

assumptions under both current and proposed tax structures are lov^r now 

than 1n March.

Severance taxes projected under both laws are lower due to lower 

price and wellhead value projections 1n spite of somewhat higher 

production from the Inclusion of the two additional fields 1n the 

analysls.

Income tax projections under the current apportionment law are 

lower due primarily to lower expectations for long-run worldwide 

apportlonable Income growth rates. Income tax projections under the 

proposed HB 353 separate accounting law are lower due to lower wellhead



values and hence, gross revenues. The Inclusion of additional fields 

does not result 1n enough additional production to offset the effect of 

lower wellhead values on gross i“venues, and the additional fields 

Included also had deductions associated with them which reduced net 

taxable Income even more. Also, as discussed earlier, separate 

accounting deductions primarily operating cost estimates, have been 

revised upward since March.

The revisions since March have result In a greater downward 

revision 1n projected collections under the l *''nt Income and severance 

tax laws than under the proposed HB 353 Income ai.j severance tax laws. 

Therefore, the absolute and percentage revenue gain from HB 353 1s 

projected to be greater now than 1n March. Total cumulative revenues 

collected for FY 1985 through FY 1995 were projected to be 13.46 percent 

higher under HB 353 than under current law given the Mean case 

assumptions 1n March and now are projected to be 16.79 percent higher for 

the same period (1985-1995) given the Mean case assumptions.

It should also be noted that due to the revision 1n the operating 

cost deduction, the estimates of revenues which would have been collected 

under the pre-SB 524 separate accounting corporate tax for FY 1982 

through FY 1985 are lower now than 1n March.
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The package contains 6 out of 12 summary tables broken down as 
follows:

V.

-v .^vxjgbig i •• -Xv

° A comparison from FY 82 to FY 84 of Pre SB 524 or AS 43.21 vs. 
AS 43.20 corporate taxes.

° A comparison from FY 85 to FY 95 of HB 353 vs. AS 43.20 (the
corporate tax under HB 353 is assumed to commence January 1,
1985) corporate taxes.

* A comparison from FY 82 to FY 84 of Pre SB 524 vs. AS 43.55 
severance taxes.

A comparison from FY 87 to FY 95 of HB 353 vs. AS 43.55 (the
severance tax under HB 353 is assumed to commence January 1,
1987) severance taxes.

Table 2

° An analysis, assuming the "pie" is defined at the wellhead, of 
. the State's percentage share of oil revenues.

The "pie" is first calculated assuming pre SB 524 or AS 43.21 
corporate taxes and severance taxes far FY 82 to FY 84.

The "pie" is then calculated assuming HB 353 corporate
(effective January 1, 1985) and severance (effective January 1, 
1987) taxes from FY 85 to FY 95.

The "pie" is also calculated assuming AS 43.20 corporate and
AS 43.55 severance taxes from FY 82 to FY 95.
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Table 3

The total production, exploration, and pipeline revenue 
picture. The production revenue is calculated for Sadlerochit, 
Kaparuk, Cook Inlet, Endicott, Lisburne, and Milne Pt.

The expenditures for each of the aforementioned fields as well 
as the pipeline are then calculated and deducted. The 
expenditures relative to each of the fields include state 
royalties, production conservation taxes, property taxes, 
operating costs, depreciation, acquisition costs, windfall 
profits taxes (for FY 82 - 84 and first half of FY 85 only), 
interest expenses (uncapitalized), exploration costs, 
administration costs, and other deductions.

Table 4

° The production income and production expenditure data for the 
aforementioned producing fields.

' Table 5

° The pipeline income and expenditure data for TAPS.

Table 6

° The windfall profits tax is net allowed as a deduction under 
HB 353. The legislature, however, asked for the figures and 
they are presented separately.

 . ° The windfall profits tax deduction would have had only a minor
effect in FY 85 on Sadlerochit and no effect on this field after 
that date because the adjusted base, price exceeds the wellhead 
value.

 The newer fields such as Kaparuk, Endicott, Lisburne, and
Milne Pt. are exempt from the windfall profits tax.

c only field affected from FY 85 on is Cook Inlet.
YDW:bv
Attachment
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ASSUMPTIONS

FY 82 - 84, actuals. FY 85 forward, based on March 1S85 Petroleum
Production Revenue Forecast, Mean Case.

TAPS tariff:

Proposed settlement ignored, weighted average TAPS tariff assumed 
to be $6 per barrel.

• Oil and Gas royalties as a deduction from gross production income:

FY 8 2 - 8 4 ,  actuals. FY 85 forward, based on March 1985 Petroleum
Production Revenue Forecast, Mean Case.

Oil severance taxes as a deduction from gross production income:

FY 82 - 84, pre SB 524 rates and ELF's used - 12.25% rate with 
calculated ELF.

FY 85 - 86 and first half FY 87, current rates and ELF's used - 
Sadlerochit and Cook Inlet 152 rate with ELF = 1 if calculated ELF 
is .7 or above for first 10 years of production. Kuparuk and other 
North Slope fields 12.25% rate for first 5 years of production, 
then 15* with ELF = 1 if calculated ELF is .7 or above for first 10 
years of production.

January 1987 forward, HB 353 rates, 12.25% for all .fields, ELF 
provisions same as current law.

Crude oil windfall profits taxes as a deduction from gross 
production income:

Calculated and used as a deduction for purposes of estimating AS 
43.21 collections from FY 82 - 84 for both Sadlerochit and Cook 
Inlet.

»
No windfall profits tax deduction allowed under HB 353 from FY 85 
on.

Ad Valorum property taxes as a deduction from both gross production 
income and gross oil transportation (TAPS) income:

Calculated at 2% of estimated assessed tangible property value for 
both production and transportation facilities.

Oil and Gas Production and Price and TAPS thruput:



7. Direct operating costs as a deduction from gross production income:

Estimates are consistent with March 1985 Petroleum Production 
Revenue Forecast, Mean Case production assumptions.

8. Direct operating costs as a deduction from gross oil transportation
(TAPS) income:

Estimates are based on actual FERC filings and projected based on 
thruput and inflation assumptions consistent with March 1985 
Petroleum Production Revenue Forecast, Mean Case.

9. Depreciation of development costs and amortization of lease
acquisition costs as a deduction from gross production income:

Calculated on a units of production basis using production 
estimates consistent with the March 1985 Petroleum Production 
Revenue Forecast, Mean Case and reserves estimates from the Alaska 
Oil and Gas Conservation Commission. Both were calculated using 
total recoverable reserves as a base.

Development-cost estimates include an estimate of capitalized 
intangible drilling costs.

Acquisition cost estimates include capitalized lease bonus 
payments, successful exploration expenses and property taxes paid 
before production.

10. Depreciation as a deduction from gross oil transportation (TAPS) 
income:

Calculated on a straight line basis as allowed by FERC.

11. Uncapitalized interest as a deduction from gross production income:

Projected based on historical trends reported on AS 43.21 returns 
from CY 1978 - 81 and accounting for the statutory cap provisions 
setting the maximum allowable uncapitalized interest deduction for 
a corporation equal to total interest expense of the consolidated 
worldwide business multiplied by the ratio of the cost of real and 
tangible personal property used in production in Alaska to cost of 
total real and tangible personal property used in the consolidated 
business worldwide.

12. Uncapitalized interest as a deduction from gross oil transportation 
(TAPS) income:

Projected based on actual TAPS debt schedule.



13. General overhead and administration expenses as a deduction from 
gross production income:

Projected based on historical trends reported on AS 43.21 returns 
from CY 78 - 81 and accounting for the statutory cap provisions 
setting the maximum allowable general overhead and administration 
deduction for a corporation equal to total general overhead and 
administration expense of the consolidated worldwide business 
multiplied by the ratio of the cost of real and tangible personal 
property used in production in Alaska to the cost of total real and 
tangible personal property used in the consolidated business 
worldwide.

14. Unsuccessful exploration and abandonment expenses as a deduction 
from gross production income:

Projected based on historical trends reported on AS 43.21 returns 
from CY 78 -81.

Projected total exploration expenses are assumed to be deducted in 
total from gross production income in year of abandonment, even 
though it may be that some corporations will have insufficient 
production income to write off their full exploration expenses 
against and hence would have to carry losses forward. Also under 
HB 353 corporations with exploration expenses but no production 
income v/ould fall under separate accounting, a provision different 
from AS 43.21. This could increase total exploration expenses 
reported. However, these corporations would be carrying losses 
forward until they had production income to expense against and 
thus this provision would not materially impact tax collections in 
the time frame of this analysis.
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FOOTNOTES

Total production income for each fiscal year is the sum of 
Sadlerochit weighted average oil production volume times Sadlerochit 
weighted average oil wellhead value, Kuparuk weighted average oil 
production volume times Kuparuk weighted average oil wellhead value, 
Endicott weighted average oil production volume times Endicott 
weighted average oil wellhead value, Lisburne weighted average oil 
production volume times Lisburne weighted average oil wellhead value, 
Milne Pt. weighted average oil production volume times Milne Pt. 
weighted average oil wellhead value, Cook Inlet weighted average oil 
production volume times Cook Inlet weighted average oil wellhead 
value, and Cook Inlet weighted average gas production volume times 
Cook Inlet weighted average gas wellhead value.

The deductions for each fiscal year include those defined under 
AS 43.21 and HB 353 less State severance taxes, royalties, property 
taxes, and federal crude oil windfall profits tax.

Adjusted production income for each fiscal year is total production' 
'income less total production deductions.

t
Total state petroleum revenues for each fiscal year is the sum of 
Sadlerochit, Kuparuk, Endicott, Lisburne, Milne Pt., and Cook Inlet 
oil royalties, production taxes, and property taxes associated with 
oil production activities and facilities, and Cook Inlet gas 
royalties, production taxes, and property taxes associated with gas 
production activities and facilities, and corporate income taxes 
attributable to those oil and gas production activities.



jar

S t a t e

i

P r o d ' n l .  T o t a i T o t a l

*

T o t a l

P i p e l i n e ,  P r o d u c t i o n  i  E i p l o r a t i o n  

I n c o a e  T a i  E s t i a a t e s  

( c u r r e n t  F Y  t )

T o t a l  U i n d f a l l  I n t e r e s t  E i p l o r a l n A d a l n O t h e r T o t a l T o t a l L i a b i l i t y ---------------- C o l l e c t i o n s
1  T o t a l R o u a l i v C o n s  ‘ .  P r o p e r t y  O p e r ' q D e p r e A c q u i s P r o f i t s E x p e n s e C o s t s C o s t s O e d u c t n s  D e d u c t n s  H e t H B  3 5 3 H B  3 5 3 A S  4 3 . 2 0

R e v e n u e S h a r e T a i  T a i

11 i

C o s t s
• -

C o s t s  _ T a i U n c a p
: ............... ............................... ........................... t * * "  " * t

I n c o p * 1 1 .. IL... .  . . 2 1 . . .

8 2  1 4 4 5 5 . 2 0 1 5 4 4 . 3 0 1 2 1 9 . 0 3 2 7 B . 4 0 6 4 5 . 5 9 6 0 1 . 5 4 0 . 7 6 2 0 1 7 . 5 3 6 9 8 . 1 0 1 9 0 . 9 0 2 3 6 . 2 0 5 0 . 0 0 7 5 0 2 . 3 5 8 9 5 3 . 4 5 B 4 1 . 6 2 8 3 7 . 6 2 1 3 0 . 7 2
0 3  1 5 4 4 V . 7 5 1 4 4 2 . 7 3 1 0 9 8 . 9 4 3 0 8 . 0 5 7 1 0 . 9 0 7 8 1 . 9 7 1.00 1 0 1 8 . 3 3 6 5 3 . 2 0 2 1 0 . 0 0 2 5 2 . 3 0 4 7 . 6 0 6 5 2 5 . 8 2 8 9 4 3 . 9 3 8 4 0 . 7 3 8 4 0 . 9 5 2 3 6 . 0 0
8 4  1 4 9 4 7 . 1 4 1 3 / 0 . 5 7 1 0 3 2 . 9 3 3 5 3 . 3 6 7 2 9 . 6 0 9 9 7 . 3 2 1 . 0 8 4 2 2  5 8 5 9 0 . 8 0 2 3 0 . 1 0 2 6 4 . 9 0 4 7 . 6 0 6 0 4 0 . 8 4 8 9 0 6 . 3 0 8 3 7 . 1 9 8 3 8 . 0 8 2 6 5 . 1 0
0 5  1 5 1 0 2 . 9 7 1 3 7 7 . 8 8 1 3 7 9 . 8 1 3 6 7 . 6 4 7 3 3 . 7 0 1 0 8 0 . 9 4 0 . 7 8 0.00 5 4 1 . 4 0 2 5 4 . 1 0 2 7 0 . 1 0 _ 4 5 . 0 0 6 0 5 9 . 3 5 9 1 2 3 . 6 2 , 8 5 7 . 6 2  . . 0 5 2 . 5 1 . 1 9 0 . 0 0
0 4  1 4 4 3 3 . 8 5 1 2 7 0 . 1 1 1 2 4 3 . 8 4 4 0 4 . 0 2 8 4 9 . 2 0 1 2 2 5 . 4 7 4 . 7 3 0.00 5 1 8 . 0 0 2 7 9 . 5 0 2 9 2 . 1 0 ” 4 2 . 0 0 6 1 3 8 . 9 7 0 2 9 4 . B 8 7 7 9 . 7 2 7 9 9 . 1 9 2 4 0 . 0 0
0 7  1 4 1 7 7 . 4 3 1 2 4 4 . 2 1 1 0 7 5 . 9 7  . 4 4 1 . 2 5 9 4 3 . 9 0 1 4 4 1 . 6 6 1 5 . 1 8 0.00 4 9 4 . 6 0 3 0 7 . 4 0 3 0 6 . 7 0 3 9 . 0 0 6 3 0 9 . 8 7 7 8 6 7 . 7 6 7 3 9 . 5 7 7 4 9 . 6 1 2 6 0 . 0 0
0 3  1 3 9 4 2 . 4 4 1 2 1 9 . 4 3 0 0 4 . 1 8  ' 4 6 6 . 1 3 1 0 2 3 . 2 0 1 5 6 0 . 4 8 2 0 . 1 0 0.00 4 6 7 . 7 0 3 3 8 . 2 0 3 2 2 . 0 0 3 6 . 0 0 6 2 6 5 . 4 2 7 6 9 7 . 0 2 7 2 3 . 5 2  . 7 2 7 . 5 3 2 7 5 . 0 0
0 9  1 3 4 3 9 . 2 9 1 1 9 8 . 8 0 7 7 3 . 4 9 4 7 7 . 2 4 1 0 9 4 . 4 0 1 6 0 6 . 4 9 3 9 . 5 6 0.00 4 4 4 . 5 0 3 7 2 . 0 0 3 3 8 . 1 0 3 3 . 0 0 6 3 7 7 . 5 8 7 0 6 1 . 7 1 6 6 3 . 8 0 6 7 8 . 7 3 3 0 5 . 0 0
9 0  1 3 1 4 3 . 1 2 1 2 3 0 . 0 7 7 4 5 . 2 5 4 9 0 . 3 3 1 2 2 8 . 6 0 1 5 6 5 . 4 5 5 2 . 0 9 0.00 4 2 1 . 4 0 4 0 9 . 2 0 3 5 5 . 0 0 3 0 . 0 0 6 5 4 7 . 3 ? 6 5 9 5 . 7 3 6 2 0 . 0 0 6 3 0 . 9 5 3 4 0 . 0 0
9 1  1 2 3 3 9 . 4 1 1 1 8 4 . 4 4 6 8 8 . 9 5 4 8 0 . 8 3 1 3 3 4 . 9 0 1 4 8 5 . 4 1 6 8 . 0 5 .  0.00 ' 3 9 7 . 9 0 4 5 0 . 1 0 3 7 2 . 8 0 . 2 7 . 0 0 6 4 9 0 . 4 0 5 8 4 9 . 0 1 5 4 9 . 8 1 . . 5 6 7 . 3 5 _  3 5 0 . 0 0
9 2  1 8 0 3 0 . 2 0 1 1 0 3 . 4 3 6 6 8 . 5 2 4 6 5 . 7 0J 1 3 9 3 . 1 0 1 3 8 6 . 4 0 6 7 . 3 2 ’  0.00 3 7 3 . 7 0 4 9 5 . 1 0 3 9 1 . 4 0 2 4 . 0 0 6 4 4 8 . 6 7 5 5 0 1 . 5 2 5 2 4 . 6 6 5 3 0 . 9 5 3 5 0 . 0 0
9 3  1 1 8 7 5 . 0 3 1 1 9 2 . 0 2 6 6 4 . 8 3 4 4 7 . 5 0 1 4 5 1 . 9 0 1 3 0 5 . 9 5 6 6 . 4 6 0.00 3 4 8 . 7 5 5 4 4 . 6 0 4 1 1 . 0 0 2 1 . 0 0 6 4 5 4 . 8 1 5 4 2 0 . 2 2 5 0 9 . 5 0 5 1 3 . 2 9 3 6 5 . 0 0
9 4  1 1 1 2 / . 0 3 1 1 4 3 . 1 7 6 0 5 . 7 8 4 2 9 . 3 3 1 5 2 1 . 1 0 1 1 9 6 . 5 2 6 7 . 3 7 0.00 3 2 6 . 0 0 5 9 7 . 1 0 4 3 1 . 5 0 l O . O i 6 3 3 8 . 6 7 4 7 8 8 . 3 6 4 5 0 . 1 1 4 6 4 . 9 5 3 6 5 . 0 0
9 5  1 0 3 3 7 . 0 1 1 0 8 4 . 0 7 ' 5 5 2 . 8 3 4 0 6 . 2 9 1 5 7 4 . 9 0 1 0 6 4 . 5 4 5 8 . 0 3 0.00 3 1 1 . 1 0 6 5 9 . 0 0 4 5 3 . 1 0 1 5 . 0 0 6 1 8 0 . 4 6 4 1 5 8 . 5 5 3 9 0 . 9 0 4 0 5 . 7 0 3 6 0 . 0 0

Diff

7 0 4 . 9 0

6 0 4 . 9 5  

5 7 2 . 9 8

. 4 4 2 . 5 1

5 5 9 . 1 9

4 0 9 . 4 1

4 5 2 . 5 3

3 7 3 . 7 3

2 9 0 . 9 5  

2 1 7 . 3 5

1 8 0 . 9 5  

1 4 8 . 2 9

9 9 . 9 5

4 5 . 7 0

I h e s e  e s t i c a i e s  a s s u a o  t h e  t a i  p l a n  I s  i n  e f f e c t  f o r  t h e  w h o l e  

u r ;  f o r  F Y  1 9 8 2 - 0 4  t h i s  i s  P r e  S B  5 2 4 ,  f o r  F Y  1 9 8 5 - 9 5  t h i s  i s  1 1 8  3 5 3 .

( Y C 2  c o l l e c t i o n s  o f  4 1 3 0 . 7 2 a  a r e  t h e  a c t u a l  a i o u n t s  c o l l e c t e d  o r  

j i l t e d  t o  C Y 3 2  l i a b i l i t y .  T h e  e s t i a a t a  f o r  a  f u l l  y e a r  u n d e r  A 5 4 3 . 2 0  

M 8 2  i s  1 2 4 2 . 5 a  w h i c h  w o u l d  r e s u l t  i n  a  d i f f e r e n c e  o f  1 5 9 5 . 1 2 a  a s  

j s e n t e d  i n  c o l u a n  4  o f  T a b l e  1 .  F Y  1 9 8 5  A S 4 3 . 2 0  c o l l e c t i o n s  a r e  

j e c i e d  t o  b e  l o w  d u e  t o  s u b s t a n t i a l  r e f u n d s  a n d  c r e d i t s  f o r  p r i o r  

r ' s  t a i  o v e r p a y a e n t s .  T a i  l i a b i l i t y  o n  a  c a l e n d a r  y e a r  b a s i s  u n d e r  

1 3 . 2 0  w a s  L Y 8 2 .  1 2 3 5 . 5 0 a ;  C Y 8 3 .  1 2 2 4 . 0 1 a ;  C Y 8 4  1 2 4 0 . 3 7 a .



•   r—   ----------
TABLE 4 

All Pradactefr F le ld l '
( Incoie I n  E iU u lr t .................................. ..................

(current FT II
Total S u it Pred'nt Prooerto Total O tin Aiort of Vlndlall Interest E iplora lt
Aevenue f lo j i l i i Com , Tu Oper'lf D o t) , Acqal* " r o f l t i _ Etptiso., Com
(cur I I Shir* Tu Cotti Cotli Com T il leipeo'dl

■ 1

' ■■■ ' ' "■ 
Oil tle llhnd Cm Cm

Fiscal Prod'n Value I) Prod'n Price
Tear to ll Ci/Dllcvr I I lic lfd a e ll l ic l l

Adtln Other Total Total Total Total
Coit Deduclni Deduclni Taiib le . Tat Tai ... .

Incoie Llab 1111 yCol lectrtf

8c I.6SJ3 21.273 30)000 0.590 12938.93 1364.30 1219.03 113.90 416.39 332.84 0.76 2017.33 119.40 190.90 236,20' 30.00 6261.45 6697.48 629.31 627.99
81 1.1004 17.040 303000 0.6)0 11941.10 1442.73 1090.94 149.13 490.90 313.2) 1.00 1018.33 121.20 210.00' 232.30 47.60 3343.42 6376.28 620.03 622.43
C4 i . / ioj I I 064 303000 0.6)0 11327.12 1370.31 1032.93 191.66 308.60 728 62 1.08 422.39 122.40 230.10 264.90 47.60 4921.04 6406.38 692.22 106.10
C3 1.1390 11.176 336113 0.903 11431.01 13)1.89 13)9 81 203.64 522.20 812.24 0.78 0 127.49 254.10 278.10 . 43.00 3001.15. 6490.72 609.19 607.45
U6 1 7/3J 16 004 523123 1.0)3 10643.13 12)8 It 1243.84 243.12 141.70 936.77 6.73 0 131.90 279.30 292.10 42.00 5117.77 5327.30 319.37 341.98
3) 1.0043 IS 311 521000 1.126 10323.23 1244.21 10)3.91 233.53 114.40 1172.96 15.18 0 136.10 307,40 306.70 39.00 5300.47 5022 .'76 472.14 484.00
»d 1.1184 16 353 321130 1.193 10310 04 1219.43 804.10 319.73 782.70 1291.78 28.10 0 138.60 338.20 322.00 36.00 5280.72 5090.12 418.47 476.89
8? 1 5443 11.530 333300 1.292 10132.39 1198.80 713.49 337.04 841.90 1337.79 39.36 0 139.40 3)2.00 338.10 33.00 3411.08 4121.31 443 80 432.47
9J 1 4234 18.700 331300 1.632 <00)1.12 1230.0) 713 23 336.33 939.60 1296.73 32.09 0 140.30 409.20 333.00 30.00 3394.59 4402.53 421.36 421.97
VI 1.2)23 19.061 342300 1.912 9601.91 1184.46 689.93 333.13 1049.40 1216.71 68 05 0 140.90 450.10 372.80 27.00 3330.30 4031.41 390.03 370.96
92 1.1419 21.451 346300 2.188 9333 60 1183.43 668 52 344.20 1092 10 1117.70 67.32 0 141.10 493.10 391.40 24.00 5323.37 4009.22 371.77 377.79
93 1.0146 23.140 33E000 2.431 9333.63 1192.82 614.83 332.20 1138.99 1037.23 66.46 0 141.30 544.60 411.00 21.00 3350.36 4003.27 3/6.31 376.42
94 0.9402 24.931 343000 2.188 9090.33 1143.17 603.78 320.33 1197.10 927.P? 67.37 0 141.20 599.10 431.50 18.00 3451.37 3639.96 342.01 330.62
IS 0.0163 26.843 550000 2.932 8381.01 1084.8) 352.83 303.49 1240.90 793.84 38.93 0 142.70 639.00 433.10 13.00 3306.56 3280.43 308.36 316.79

I I  l l .nse orices are ueiohted avenue wellhead values derived (roa the 
va'rious values at the II. Slope and Coot la le l fie lds m in te d  In this 
studt.
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Table 6 
Windfall Profits Tax 

Deduction 
(current $ - 000,000)

Deducti on from FY Impact on FY
Taxable Income Tax Liability

FY
(Total deduction

Sadlerochit Cook Inlet Total ( x .094

82 1,750.48 267.05 2,017.53 -189.65 -
83 848.74 169.59 1,018.33 -95.72 -
84 299.50 123.04 422.58 -39.72
85 89.47 79.06 168.53 -15.84
86 55.85 55.86 -5.25
87 41.18 41.18 -3.87
88 32.65 32.65 -3.07
89 . 28.45 28.45 -2.67
90 26.80 26.80 -2.52
91 23.86 23.86 -2.24
92 14.32 14.32 -1.34
93 5.49 5.49 -.52 ■
94 .19 .19 -.02
95 0 0 0

Note: Based on prices and production volumes consistent with the March 
1985 Petroleum Production Revenue Forecast, Mean Case.

1/ For FY 82 - 84, these impacts are included in Tables 3 and 4.
If windfall profits tax was not a deduction for these years, the 
total tax liability columns would be increased by these amounts.

For FY 85 forward, these impacts are not included in Tables 3 
and 4 because HB 353 has no provision for a windfall profits tax 
deduction. If such a provision were added the total tax 
liability columns in Tables 3 and 4 would be reduced by these 
amounts. The exception, however, is in FY 85 where the 
reduction would be approximately one half the listed amount due 
to the fact that HB 353 would go into effect midway through the 
fiscal year.
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S t a t e  o f  A l a s k a
t o : Mary A. Nordale 
- Commissioner 

Department of Revenue FILE NO:

da te : May 3, 1985

Vincent D. Wright 
Chief of Research

TELEPHONE NO: 465-2173

'  FROM: SUBJECT: HB 353

Department of Revenue

Because of time constraints involved in this project only one base 
.. case was considered relative to our analysis of HB 353. The case we 

adopted, identified by our assumptions, was a mean thruput and price 
apprtach and no consideration for a possible TAPS settlement between the

We intend to evaluate various oil price scenarios and what affect a 
TAPS settlement will have on HB 353 during the next few weeks. This is 
important because obviously any change in prices or tariffs will no doubt 
have a major impact on the revenues that would be generated under a 
separate accounting approach such as HB 353.

State and the oil companies

VDW:bv

02 00IAIH... 10/79)



S t a t e  o f  A l a s k aM E M O R A N D U M
t o : Mary A. Nordale

Commissioner 
Department of Revenue

DATE: May 3, 1985

FILE NO:

*•;. > • • • »;.• *
• •*.* TELEPHONE NO: 465-21 73

f r o m : Vincent D. Wright 
• • Chief of Research

Department of Revenue

Wright SUBJECT: HB 353 "*

I would like to take this opportunity to inform you that we received . 
excellent cooperation and a great deal of aid from various agencies in 
gathering the data for our analysis of HB 353. The Oil and Gas 
Conservation Commission supplied us with crucial data relative to the 
number of exploratory wells drilled in fields not yet developed. The 
Department of Natural Resources provided us as they usually do with 
volume production numbers by field. We also utilized information from 
federal agencies such as FERC which supplied us with operating cost 
information on TAPS..

Finally, your own staff in the Petroleum Revenue Division and the 
Research Section, which did the bulk of work and supplied a great deal of 
raw data, were very helpful in identifying and resolving conceptual 
problems arid working diligently to complete the analysis by May 6, 1985.

VDW:bv

$
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HISTORY OF OIL AND GAS SEVERANCE TAXES IN ALASKA

In 1955 the Alaska Legislature enacted two measures that imposed a 
tax on the production of crude oil and natural gas in the state. One of 
those statutes represents the foundation from which the state's existing 
oil and gas production properties tax evolved but the rate of tax at that 
time was only one percent of the gross value of that production. The 
other statute, that has since been repealed, was a conservation tax of 
five mills for each barrel of oil and every 50,000 cubic feet of gas 
produced.

Between 1955 and 1967 no changes were made in this tax structure. 
Then, in 1967,.the legislature convened in a special session to provide 
statutory relief for the victims of the Fairbanks flood in that year. 
Faced with these emergency programs, the legislature enacted an 
additional one percent disaster severance tax based on the gross value of 
oil and gas production.

In 1968 the legislature raised the "regular" production tax from 
one percent to three percent, but did not change the one percent disaster 
severance tax or the five mill conservation tax.

In 1979, the legislature by amendment, embodied a progressive or 
"stair-stepped" rate structure for oil based on average daily production 
per well. The rates were three percent on the first 300 barrels per day, 
five percent on the next 700, six percent on the next 1,500 and eight 
percent on the production exceeding 2,500 barrels per day. Gas 
production was taxed at four percent. Since the one percent disaster 
severance tax and the five mill conservation tax were simultaneously 
repealed, there was no increase in the overall nominal gas tax rate.

In 1972 the Joint Pipeline Impact Committee requested legislation 
be enacted to protect state revenues from unacceptably low wellhead 
prices at Prudhoe Bay as the result of the high pipeline tariffs that 
could stem from either inadequate tariff regulation or construction cost 
overruns, or both. In response to that request the legislature enacted a 
cents-per-barrel tax with a credit for royalties paid to the state. If 
the cents-per-barrel tax, minus the royalty credit exceeded the tax 
collected under the existing percentage-of-value method, then the 
cents-per-barrel tax would be payable; however, almost immediately after 
this tax was enacted it became subject to litigation.

As a result, the tax measure that emerged from the 1973 Special 
Session of the Legislature repealed the royalty credit provision, 
increased the effective tax rate as it would apply to oil production by 
increasing the effective floor of the cents-per-barrel tax from $2.65 to 
$3,375 and instead of four "stair steps" there were three: the first 300
barrels a day from a well were taxed on the higher of five percent of the 
oil’s value or $0.16875 per barrel, the next 700 at six percent or 
$0.2025 per barrel, and all production over 1,000 barrels a day at eight 
percent or $0.27 per barrel. In addition, the cents-per-barrel amounts



increased or decreased by two percent for each degree of API gravity 
above or beicw 27 degrees. Thus a complete schedule of three 
cents-per-barrel rates (one for each "stair step") could be established 
for various API gravities. The whole schedule of rates was in turn to be 
increased or decreased monthly based on changes in the Wholesale Price 
Index for crude oil. published by the U.S. Bureau of Labor Statistics.
The tax on gas production remained a simple four percent of value. In 
addition, ar oil and gas regulation and conservation tax at a rate of 
$0.00125 per barrel removed or sold was enacted during this legislative 
session. • •

In 1976 no changes were made to the production tax rates but the 
legislature did replace the "cash price prevailing" language with 
"prevailing value" and enacted a section titled "Determination of Gross 
Value". That section of the production tax statutes made it very clear 
that value is to be determined by using reasonable costs of 
transportation, if any. Therefore, to the extent of any previous 
confusion these changes made it obvious that the legislature did not 
believe the terms price and value were necessarily synonomous and that 
taxable gross value is to be determined by subtracting reasonable 
transportation costs from the full consideration realized by the producer 
at the point of sale.

The production tax was amended again in 1977 when the legislature 
enacted a statute to adopt an economic limit factor (ELF) for the purpose 
of reducing the effective production tax rate as the amount of production 
from a lease or property declines. Therefore, while the nominal tax rate 
for oil was 12.25 percent, and 10 percent for gas, in both cases the 
actual rate was determined by applying the ELF. The cents-per-barrel and 
cents-per-mcf rates were also subject to the ELF. Nominally they were 
6.4 cents per mcf (corresponding to a 64 cent floor), 60 cents per barrel 
for "old oil" (a $4.90 floor) and 80 cents for all other oil (a $6.53 
floor). Before being reduced by the ELF, the cents-per-barrel amounts 
were adjusted up or down by a half-cent for each degree above or below 27 
degrees API gravity. There is no automatic escalator for either the 
cents-per barrel or cents-per-mcf rates; instead the Department of 
Revenue could recommend any changes to the rates that may be appropriate 
in light of transaction prices and market conditions. Also, the removed 
and sold standard that historically was used as the measure of taxable 
production was changed to a produced standard. At the same time, as a 
result of Alaska's protracted royalty litigation with oil and gas 
producers in the Cook Inlet area, the definitions of the point of 
production were either established or better defined.

I t  i s  a l s o  n o t ew o r t h y  t h a t  some o f  t h e  c o m p l e x i t i e s  o f  t h i s  1977 
l e g i s l a t i o n  c au s ed  th e  Depa r tmen t  o f  Revenue  t o  p r om u lg a t e  t h e  s t a t e ' s  
f i r s t  s u b s t a n t i v e  i n t e r p r e t i v e  p r o d u c t i o n  t a x  r e g u l a t i o n s  t h a t  e v e n t u a l l y  
became t h e  n u c l e u s  o f  t h e  more s o p h i s t i c a t e d  v e r s i o n s  p romu lg a t e d  by t h e  
D epa r tm en t  i n  1980, 1931 arid 1982.

The remaining major amendment to the production tax statute 
occurred in 1981 when the nominal rate of tax on oil was changed from



---- -

12.25 percent to 15 percent on any oil produced after June 30, 1981 from 
a lease or property that was in commercial production prior to that 
date. The nominal rate of tax on oil produced from a lease or property 
comning in to production after that date is 12.25 percent during the 
first five years of production and 15 percent thereafter. Also, 
modifications were made to the economic limit factors for both gas and 
oil. The major impact of this legislation changed the effective rate of 
this tax on over 90 percent of the oil produced in Alaska from 
approximately 11.5 percent to 15 percent. That change, based on the 
unaudited reported value of production, increas'd the amount of 
production tax revenues by about $350 million for FY 82 and $325 million 
for FY 83.

On the following page is a summary of production events and tax 
changes by year beginning in 1954............—



DEPARTMENT OF NATURAL RESOURCES 
OFFICE OF THE COMMISSIONER
T0' Governor Bill Sheffield DATE: January 22, 1986

FILE NO:

FROM :
Esther C.^W .eke, Commissioner

TELEPHONE NO:

SUBJECT: Incentives for 
Development of Marginal 
Fields

561-2020

At your request I asked the Division of Oil and Gas to provide a more 
detailed written discussion of the issues Kay Brown and I discussed briefly 
with you January 6. This paper sunmarizes several possible incentives that 
the state could employ to encourage margianl field development, and 
identifies some of the potential benefits and costs associated with each.

What are marginal fields? As used by oil industry spokesmen, this term 
apparently encompasses all North Slope fields except Prudhoe Bay and Kuparuk 
River, two of the largest producing fields in the United States. The term 
implies that we are talking about fields that are "at or close to the 
margin" in terms of projected profitability. If projected profits do not
meet the lessees' expected or required rates of return cn capital, then a
field would not be developed.

A number of factors influence the lessees' decision to develop any
particular field. These factors include 1) the size of the reservoir; 2) 
the qualify of the reservoir and the oil; 3) expected costs of development;
A) projected world oil prices; and 5) the royalty and taxes imposed.

Some discoveries will remain non-economic regardless of any action (or 
inaction) by the state. Factors such as remoteness frcm markets, lack of 
infrastructure, labor and material costs, fluctuating world oil prices and 
the availability of competitively priced alternative fuels— all factors over 
which the state has little, if any, control~will continue to influence 
lessees' future resource development decisions just as they have in the past.

The term "marginal fields" is itself a relative term. Today's marginal 
field may be tomorrow's nest egg, and vice versa. Producer price 
expectations will continue to be the driving force in determining not only 
which fields will be developed, but also when development will begin and 
end. Most producers' near-term price expectations are currently very 
conservative. These same expectations are mirrored in the state's revenue 
projections.

Options. Listed below are several options that theoretically could be 
effective in influencing lessees either to commit to the development of 
marginal fields or to continue existing development which would otherwise be 
non-economic.

02C0iA«n«v 1C* 73)
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While most of these options entail demonstrable near-term costs to the 
state, the adoption of any or all of them does not guarantee corresponding 
returns unless their use is contingent ipon reciprocal commitments from the 
prod ucers.

Most of the measures described below will involve short-term revenue losses 
in return for potential long-term gains.

Rely on existing tools. On numerous occasions in recent years tfe 
department has used net profit share leasing and exploration incentive 
credits for exploratory drilling and geophysical exploration. Both of these 
tools encourage the development of marginal fields.

Net profit share leasing with a fixed royalty percentage undeniably reduces 
the bonus the state receives, but it guarantees successful lessees the 
opportunity to recoup development expenses plus interest for future 
discoveries before having to share profits with the state. This assurance 
effectively minimizes lessees' initial financial exposure, and thus provides 
an incentive to develop any discovery— marginal or otherwise. Similarly, 
the use of exploration incentive credits (EIC's) reduces lessees' direct 
expenditures for exploration— regardless of whether that exploration is 
successful or not. Theoretically, the use of EIC's should not only 
encourage exploration, but it should also make more money available for 
delineation and development of new discoveries.

In the case of the Milne Point field, it appears that Conoco and the other
Working Interest Owners made commitments to develop this small reservoir (60 
million barrels, recoverable) several years ago when oil prices were 
somewhat higher. New, they say, declining prices make the existing
development non-economic at a 20 percent royalty rate. As you know, the
companies have asked the state to reduce their royalty to 12.5 percent. The 
companies claim that a reduction to 12.5 percent would extend the life of 
the producing formation as well as encourage development of the shallower, 
yet more marginal, West Sak Sands.

After analysis of the legal and policy questions, we have offered Conoco the 
opportunity to change (not reduce) their royalty obligation to a 12.5 
percent royalty and a 30 percent Net Profit Share. We believe this option 
would ultimately provide the state with at least the same amount of revenue, 
and may possibly encourage West Sak development that would not otherwise 
occur. This option, should it be acceptable to Conoco and the other 
lessees, would not require a statutory change.

Any action by the state which either reduces lessees' costs or provides them 
increased "cost certainty" should increase the likelihood that marginal 
fields will be developed. In addition to the actions described above, which 
the department presumably will continue to employ on a sale-specific basis, 
there are additional measures the department could recommend which may 
positively influence new or continued development.
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Settle disputes to provide more certainty. Expedited resolution of the 
Amerada-Hess litigation, as well as adoption of the proposed TAPS settlement 
by the remaining parties, would clarify lessees' royalty obligations and 
provide them a measure of certainty for evaluating potential returns on 
future projects. Resolution of these issues— judicial or otherwise— in the 
companies' favor would clearly enhance the value of marginal discoveries. 
Although the effects will never be directly quantifiable, it is almost 
axiomatic that legal and financial certainty will encourage exploration and 
development.

Allow flexibility in establishing tariffs. Providing flexibility in 
establishing tariffs for future pipelines could also contribute to earlier 
development of marginal fields. Allowing companies to "front-load" tariffs 
would shield early cash flows from royalty and severance taxes, and thereby 
improve project economics. The downside to this option is that it could 
result either in early abandonment of declining fields, unexpectedly sharp 
rises in tariffs as throughput declines, or both.

Propose legislation to allow reductions in royalty or tax burdens. There 
are several alternatives for adjusting royalty rates (or severance taxes, 
for that matter) to influence development. These alteratives include 
offering total "royalty/tax holidays" for sane fixed period of time early in 
the life of new producing fields, reducing royalties/taxes for either all or 
a part of production from marginal fields, issuing leases with sliding scale 
royalties which decline with either total production or average production 
per well or reducing royalties/taxes on production from innovative and 
costly secondary and tertiary recovery projects such as the West Sak Pilot 
Project or the Enhanced Oil Recovery (EOR) project within the Prudhoe Bay 
Unit.

Under AS 38.05.180(j), the commissioner currently has the authority to 
reduce royalties, but only after two years of initial production from a 
field and then only ipon a clear showing by each affected lessee that 
"...the revenue from all hydrocarbons produced from the field is 
insufficient to produce a reasonable rate of return with respect to that 
lessee's total investment in the field." To provide the department greater 
latitude, the administration could introduce legislation to enable the 
commissioner to reduce royalty rates at any time upon a showing of 
non-commerciality under prevailing royalty rates, or if necessary to 
encourage development.

A sub-option could include establishing the authority through new 
legislation to reduce royalties on production from secondary producing 
intervals. For example, reductions could be applied selectively to 
production from the shallower West Sak interval but not for production from 
a primary producing horizon, such as the Kuparik formation. This approach 
would provide an incentive to produce reserves not currently planned for
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production, while at the same time not setting a precedent of granting 
royalty reductions for production which has not been demonstrated to be 
non-commercial by objectively verifiable production data.

Make permit stipulations more lenient. In addition to the "carrots," there 
are alternatives which include "removing the sticks." Operational delays 
are costly (time is money), and permit stipulations obviously have direct 
costs. Any additional reduction in the time required to secure permits or 
in the number of permit and lease stipulations could translate into 
increased development. However, there are obvious trade-offs in both 
reduced public participation and, perhaps, environmental protection. 
Accepting those potential trade-offs would require careful inter-agency 
analysis and corsensus.

Form a task force to study problem. Given the potential sensitivity of this 
subject, and the implications for the state's future revenue stream, you 
might wish to consider forming a task force of state, industry and public 
interest representatives to consider the prcbiem, and reccmmend constructive 
measures.

Conclusion. In considering these options, please remember the caveats. The 
economic conditions affecting the state's producing lessees will be the same 
as those influencing the budget debates within the administration and the 
legislature. Declining state revenues undoubtedly will engender lively 
debate about these and other options. While there will be pressure to 
encourage incremental development and production, there likely will be 
corresponding pressure to maintain the state's current revenue stream.
While these goals may seem compatible at first glance, they are not 
necessarily so.

As I mentioned earlier, use of most of these options would involve near-term 
revenue losses as a trade-off for potential (but not guaranteed) future 
revenues. Compared to other factors, particularly the strength of world oil 
prices, the state's efforts may themselves have only a "marginal" effect on 
the producers' decisions to develop marginal fields. For example, according 
to staff calculations, total elimination of state taxes would be 
approximately equivalent to a $5.00 per barrel increase in the price of 
oil. However, the corresponding increase in federal taxes would reduce this 
incentive to approximately $3̂ g0 per barrel.

Any policy change should be capable of standing the test of time. It would 
be short-sighted to react to current market conditions without providing 
adequate protection for the state should market conditions improve in the 
future.

I look forward to discussing these options at your convenience, 

cc: Molly McCammon

1922K
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O IL  AND GAS PRO D U C T IO N  AND TAX T IM E L IN E

1954 - BLM issued 272 oil and gas leases

1955 - Oil and gas conservation tax enacted (5 mills)
- Production tax enacted (1% of value of production)

1957 - Swanson River oil discovered

1959 - Kenai gas field discovered
• • i

1962 - Cook Inlet oil discovered

1965 - Three additional Cook Inlet oil fields discovered

1967 - Fairbanks struck by flood
- 1% disaster severance tax enacted

1958 -  L e g i s l a t u r e  i n c r e a s e d  o i l  s e v e r a n c e  t a x  from 1% t o  3% •■ ---
- Prudhoe Bay oil discovered

1969 - Prudhoe Bay lease sale

1970 - D i s a s t e r  s e v e r a n c e  and c o n s e r v a t i o n  t a x e s  r e p e a l e d
- Oil production tax changed to a graduated tax
- Gas severance tax increased to 4%

1972 - Minimum tax established based on "cents per barrel" equivalent to 
percent of value tax on oil with wellhead value of $2.65 .

1973 - E f f e c t i v e  o i l  t a x  r a t e s  i n c r e a s e d
- Five mill tax on oil for conservation reenacted
- OPEC quadrupled world market price for crude oil

1977 - Nominal tax rate on oil increased to 12.25%
- Nominal tax rate on gas increased to 10%
- Economic Limit Factor introduced to adjust effective tax rates
- New floors for oil and gas severance taxes established
- Prudhoe Bay oil began flov/ing to Valdez

1979 - Prudhoe Bay well head prices increased from $5.80 per barrel in
January to $10.57 in June as a result of the lo'S of imports from 
Iran.

1981 - Nominal tax rates on oil increased to 15%
- Tax on o i l  p r o d u c t i o n  b e g i n n i n g  a f t e r  6/30/81 rema ined  12.25% f o r  
t h e  f i r s t  f i v e  y e a r s  o f  p r o d u c t i o n
- Oil ELF equal to 1 if calculated to be greater than 0.7 during

^  first 10 years of production
- Kuparuk field production began
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OIL & GAS PRODUCTION TAX 

CODES 065 & 068

1 sea 1 Year Ended
Net 

Col lections

$ Increase 
Over Prior 
Fiscal Year

•/. Increase 
Over Prior 
Fiscal Year

V, of 
Estimate 
Realized

6-30-84 $1 ,392,302,205.76 $(101,025,121.56) (6.77) 101.86

6-30-83 1,493,327,327.32 (87,782,646.75) (5.55) 98.65

6-30-82 1,581,109,974.07 411,232,234.21 35.15 100.00

6-30-81 1,169,877,739.86 663,716,104.67 131.13 98.70

6-30-80 506,161,635.19 332,580,692.53 191.60 101.03

6-30-79 173,580,942.66 . 65,980,455.42 61.32 104.32

6-30-78 107,600,487.24 83,948,336.98 354.93 101.32

6-30-77 23,652,150.35 Base Year Base Year 87.25



Sec .  4 3 .2 1 .0 5 0 .  ASSESSMENT OF INCOME AND TAX [REPEALED 
EFFECTIVE JANUARY 1 , 1982 ] .  (a )  The d e p a r tm e n t  s h a l l  a s s e s s
t a x a b l e  income and  t h e  amount o f  t a x  p a y a b ] e  on t h a t  t a x a b l e  
income.

(b )  On o r  b e f o r e  Augus t  15 o f  e a c h  y e a r  t h e  d e p a r tm e n t  
s h a l l  s end  t o  e v e r y  c o r p o r a t i o n  t a x a b l e  u n d e r  AS 4 3 . 2 1 . 0 1 0 - -  
43 .2 1 .1 20  a n o t i c e  o f  aooooomont show ing  t h e  amount- u f  income 
t a x a b l e  u n d e r  AS 4 3 . 2 1 . 0 1 0 — A3.21 .120 f o r  t h e  p r e v i o u s  y e a r  and 
t h e  amount o f  t a x  p a y a b l e  on t h a t  t a x a b l e  in com e .

( c )  Fo r  p u r p o s e s  o f  AS 4 3 .2 1 .0 1 0— 43 .2 1 . 1 2 0  t h e  d e p a r tm e n t  
may combine t a x a b l e  incomes o f  c o r p o r a t i o n s  s u b j e c t  t o  t a x  u n d e r  
AS 4 3 . 2 1 . 0 1 0 - - 4 3 . 2 1 .120 who a r e  p a r t  o f  t h e  same c o n s o l i d a t e d  
b u s i n e s s .

(d )  I f  t h e  m e thod s  o f  a l l o c a t i o n  and a p p o r t i o n m e n t  p r o v i d e d  
i n  AS 4 3 . 2 1 . 0 1 0 - - 4 3 .2 1 .1 2 0  do n o t  f a i r l y  r e p r e s e n t  t h e  e x t e n t  o f  
a c o r p o r a t i o n ' s  b u s i n e s s  a c t i v i t y  i n  t h e  s t a t e ,  t h e  c o r p o r a t i o n  
may p e t i t i o n  f o r  o r  t h e  d e p a r tm e n t  may r e q u i r e ,  i n  r e s p e c t  t o  a l l  
o r  any  p a r t  o f  t h e  c o r p o r a t i o n ' s  b u s i n e s s  a c t i v i t y ,  i f  
r e a s o n a b l e ,  t h e  employment o f  any method  a u t h o r i z e d  u n d e r  
a r t .  IV , s e c .  I S ,  o f  t h e  M u l t i s t a t e  Tax Compact (AS 4 3 .1 9 .0 1 0 )  t o  
e f f e c t u a t e  an e q u i t a b l e  a l l o c a t i o n  and a p p o r t i o n m e n t  o f  t h e  
c o r p o r a t i o n ' s  in com e .  The comm is s ion e r  s h a l l  i n c l u d e  i n  h i s  
a n n u a l  r e p o r t  r e q u i r e d  i n  AS 43 .21 .110  a r e p o r t  on a l l  r e l i e f  
g r a n t e d  u n d e r  t h i s  s u b s e c t i o n ,  i n c l u d i n g  f o r  e a c h  c a s e  a 
s t a t e m e n t  o f  t h e  c h a n g e s  :.n t a x  l i a b i l i t y  r e s u l t i n g  f rom  t h e  
g r a n t i n g  o f  r e l i e f ,  t h e  t a x  y e a r s  i n v o l v e d ,  and a d e s c r i p t i o n  o f  
th e  method  o f  d e t e rm i n i n g  t a x a b l e  income t h a t  was s u b s t i t u t e d  f o r  
t h o s e  p r o v i d e d  i n  AS 4 3 . 2 1 . 0 1 0 - - 4 3 .2 1 .1 2 0 .

S e c .  4 3 .2 1 .0 6 0 .  RETURNS [REPEALED EFFECTIVE JANUARY 1, 
1982) .  On o r  b e f o r e  A p r i l  15 o f  e ach  y e a r ,  a c o r p o r a t i o n  s u b j e c t  
to  t a x  u n d ^ r  AS 4 3 . 2 1 . 0 1 0 - - 4 3 .21 .120  s h a l l  s u bm i t  a  r e t u r n  i n  a 
form p r e s c r i b e d  by t h e  d e p a r tm e n t  s e t t i n g  o u t  i n f o r m a t i o n  
r e q u i r e d  .by t h e  d e p a r tm e n t  t o  d e t e rm in e  t a x a b l e  in come .  For 
p u r p o s e s  o f  AS 4 3 .2 1 .0 1 0  — 43 .2 1 .1 2 0 ,  t h e  d e p a r tm e n t  may r e q u i r e  
c o r p o r a t i o n s  s u b j e c t  t o  t a x  u n d e r  AS 4 3 .2 1 .0 1 0  — 4 3 .2 1 .1 2 0  who a r e  
p a r t  o f  t h e  same c o n s o l i d a t e d  b u s i n e s s  to  f i l e  a s i n g l e  r e t u r n .

S e c .  4 3 . 2 1 . 070. PAYMENT OF TAX [REPEALED EFFECTIVE 
JANUARY 1, 1982] ."  The t a x  l e v i e d  u n d e r  AS 4 3 . 2 1 , 0 1 0 — 43 .2 1 .1 2 0  
i s  p a y a b l e  t o  t h e  d e p a r tm e n t  on o r  b e f o r e  S e p tem b e r  30 o f  each  
y e a r  o r  i n  i n s t a l l m e n t s ,  i n c l \ i d i n g  p r e p a ym en t s  o f  e s t im a t e d  t a x ,  
a t  t h e  t im e s  and u n d e r  t h e  c o n d i t i o n s  t h e  d e p a r tm e n t  may by 
r e g u l a t i o n  r e q u i r e .  ( T h i s  t a x  i s  p a y a b l e  on t h e  due d a t e  s e t  o u t  
i n  t h i s  s e c t i o n  e v e n ' t h o u g h  t h e  a s s e s sm en t  i s  u n d e r  a p p e a l  o r  t h e  
v a l i d i t y ,  e n f o r c e a b i l i t y  o r  a|



A3. 21 .120 o r  any p r o v i s i o n  o f  AS A3. 21 .010 —A3.21 .120 i s  
c h a l l e n g e d  b e f o r e  t h e  d e p a r tm e n t  o r  i n  t h e  c o u r t s .

S e c .  A 3 . 2 1 .0 8 0 .  TRANSITIONAL RULES [REPEALED EFFECTIVE 
JANUARY 1 , 1 982 ] .  The d e p a r tm e n t  s h a l l  p r o v i d e  by r e g u l a t i o n
t r a n s i t i o n  r u l e s  f o r  c o r p o r a t i o n s  s u b j e c t  t o  t a x  u n d e r  
AS A 3 . 2 0 .0 11  — 4 3 . 2 0 . 3 5 0  b e f o r e  J u l y  9, 1978 to  a v o i d  d o ub le
t a x a t i o n  o f  t h e  same income o r  d oub le  d e d u c t i o n  o f  t h e  same 
e x p e n s e  o f  t h o s e  c o r p o r a t i o n s  as  a r e s u l t  o f  becom ing  s u b j e c t  to  
t a x  u n d e r  AS A3.2 1 . 0 1 0 — A3 .21 .120 .

S e c .  A 3 .2 1 .0 90 .  REGULATIONS [REPEALED EFFECTIVE JANUARY 1, 
1982 ] .  The d e p a r tm e n t  may a d o p t  r e g u l a t i o n s  i n  a c c o r d a n c e  w i t h  
t h e  A d m i n i s t r a t i v e  P r o c e d u r e  Act (AS AA.6 2 . 010- -AA.62 .650 )  as  
a p p r o p r i a t e  t o  a d m i n i s t e r  and e n f o r c e  AS A 3 .2 1 .0 10—A3 .21 .120 .

S e c .  A 3 .21 .1 00 .  PENALTIES [REPEALED EFFECTIVE JANUARY 1, 
1 982 ] .  The p e n a l t i e s  e s t a b l i s h e d  i n  AS A 3 .2 0 .0 1 1 - -4 3 .2 0 .3 5 0  
a p p l y  t o  AS A 3 .2 1 .0 1 0 - -A 3 .2 1 .1 2 0 .

S e c .  A 3 .2 1 .1 10 .  PUBLIC REPORTING [REPEALED EFFECTIVE 
JANUARY 1, 1982 ] ,  ( a )  The comm iss ione r  o f  r e v e n u e  s h a l l  comp i le
and  t r a n s m i t  t o  t h e  l e g i s l a t u r e  an a n n u a l  c o n s o l i d a t e d  r e p o r t . o f  
s t a t e  r e v e n u e s  and  t a x a t i o n  p o l i c i e s  u n d e r  AS 4 3 .2 1 . 0 1 0 - -  
A 3 .2 1 .1 20 .  T h i s  r e p o r t  s h a l l  i n c l u d e  t o t a l  a g g r e g a t e  income t a x  
p a i d  by c o r p o r a t i o n s  c o v e r e d  u n d e r  AS A 3 .2 1 .0 10—A3.21 .120 and 
a g g r e g a t e  income and  d e d u c t i o n s  by c a t e g o r y ,  so c l a s s i f i e d  as  t o  
p r e v e n t  t h e  i d e n t i f i c a t i o n  o f  p a r t i c u l a r  r e t u r n s  o r  r e p o r t s .

(b) The l e g i s l a t i v e  a u d i t o r  s h a l l  t r a n s m i t  t o  t h e  
l e g i s l a t u r e  an  a n n u a l  r e p o r t  r e v i e w i n g  t h e  a c t i o n s  o f  t h e  
d e p a r tm e n t  i n  a d m i n i s t e r i n g  AS 4 3 . 2 1 .0 1 0 - -A 3 .21 .1 20 .

Sec .  A3 . 2 1 . 1 2 0 .  DEFINITIONS [REPEALED EFFECTIVE JANUARY 1, 
1 9 82 ] .  U n l e s s  t h e  c o n t e x t  r e q u i r e s  o t h e rw i s e  t h e  d e f i n i t i o n s
c o n t a i n e d  i n  AS A3.55 .1A0 a r e  a p p l i c a b l e  t o  AS A3 .21 .010—
A 3 .21 .1 2 0 .  I n  a d d i t i o n ,  i n  AS A3 .21 .0 10— A3.21 .120

(1) " b a s e  o f  o p e r a t i o n s "  means t h e  c l o s e s t  p o i n t  on 
l a n d  t o  t h e  o f f s h o r e  o i l  o r  gas p r o d u c t i o n  o p e r a t i o n s  f rom which 
g o o d s ,  s e r v i c e s  and  s u p p l i e s  f low  t o  t h o s e  o f f s h o r e  o i l  o r  gas 
p r o d u c t i o n  o p e r a t i o n s ;

(2) " c o n s o l i d a t e d  b u s i n e s s "  means a c o r p o r a t i o n  o r
g roup  o f  c o r p o r a t i o n s  h a v i n g  more t h a n  50 p e r c e n t  common
ow ne r s h ip  d i r e c t  o r  i n d i r e c t ,  o r  a g roup  o f  c o r p o r a t i o n s  i n  which

X X V
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M S  0164 

28 March 1986

SUBJECT: Revenue From Separate Accounting

You asked us to determine the changes in revenue that would 
result from a return to the separate accounting method of 
calculating corporate petroleum income taxes. Using the March 1986 
mean forecast case, additional revenue for FY 86-87 would be $483 
million. At the 30 percent level the expected increase is $359 
million. If separate accounting were adopted beginning in FY 87̂  
the gains would be $319 million at the mean and $62 million at the 
30 percent level for FY 87-88.

We assume that separate accounting would apply to income 
earned after the July 1 preceding adoption. The Department of Law 
informally advises that this would be.constitutional, but a formal 
legal opinion should be requested if this option is pursued.

Calculations, attached in Tables 1-4, show that under the FY 
1988 30 percent case assumptions., separate accounting produces less 
revenue for the state when compared to the forecast of revenue 
under present law. This result is an artifact of the methodology 
DOR uses to forecast revenue under modified apportionment. 
Currently, DOR provides only single point estimates for the 
modified apportionment tax. If the wellhead price falls to $/t .15 
per barrel as assumed in the 30 percent case, revenue under 
modified apportionment will also fall,. (Projected FY 87 modified 
apportionment revenue fell 24 percent between the January and 
March forecasts, from $236.4 million to $180 million.)

In our opinion, separate accounting will produce more revenue 
than the present system within the range of prices and production 
levels described in the March forecast for/FY 86-88. Note, however, 
that revenue gains will be reduced significantly if separate 
accounting is made effective only for years after FY '86, and if 
oil prices continue to be depressed.

enclosures: Tables 1-4

cc: Ray Gillespie, Chief of Staff, OOG
Jim Ayers, Legislative Assistant, OOG
Jay Hogan, Associate Director
Deborah Vogt, Assistant Attorney General



TABLE 1

REVENUE UNDER

Fiscal
Year

State
Tax

Under
Current
Law*

CURRENT INCOKE TAX AND UNDER SEPARATE ACCOUNTING 
(millions, based on March 1986 forecast)

30

M E A N
State
Tax

Under
Separate

Accountingt

P E R C E N T  
C A S E  C A S E

State
Gain (Loss) Tax Gain (Loss)

Due To Under Due To
Separate Separate Separate
Account incr Accountingt Accounting

1986
1987
1988

$200
$180
$170

$469
$393
$276

$269
$213
$106

$469
$270
$142

$269
$90
($28)

♦Official DOR March 1986 forecast value; DOR provides only single point 
projections for the corporate income tax. 

tTax applied to income earned after June 30, 1985.



TABLE 2
T R A N S - A L A S K A  P I P E L I N E  S Y S T E M

ALASKA OIL AND GAS CORPORATE INCOME TAX PAYMENTS UNDER SEPARATE ACCOUNTING
(millions of dollars except a3 noted)

( 1 ) (2) ( 3 ) ( 4 ) (5) ( 6 ) ( 7 ) ( 8 ) ( 9 )
Pipe­
line Amort­
Thru- Estimated Total Prop­ Oper­ ization Uncapi­ In­

F I S C A L put Tariff Rev­ erty ating & Depre­ talized Net come
Y E A R (MM/D) ($/B) enue Tax Costs ciation Interest Income Tax

1 9 8 6 1.80 4.71 3,093 156 211 269 410 2,047 192
1 9 8 7 1.00 4.56 2,995 145 232 269 382 1,967 185
1 9 8 8 1.59 4.90 2,842 136 242 269 352 1,843 173

N o t e s :
Column 1: DOR March 1986 Revenue Forecast, memorandum from M. Nordale, March 12, 1986, Table II.
Column 2: (column 3)/(column l)/365.
Column 3: net operating revenue requirement under TAPS settlement (projected by T. Hor3t, consultant to 

the Dept, of Law, March 24, 1986, adjusted by OMB to fiscal year basis), plus property tax and 
operating costs.

Columns 4-7: V. Wright, memorandum to Nordale, Oct. 31, 1985, Table 5 (FY '87-'88 property tax
adjusted by OMB for effects of TAPS settlement).

Column 8: column 3-(sum of columns 4-7)
Column 9: (.094)*(column 8).
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TABLE 3
PRODUCING FIELDS-MEAN CASE:

ALASKA OIL AND GAS CORPORATE INCOME TAX UNDER SEPARATE ACCOUNTING
(millions of dollars except as noted)

t  ■

F I S C A L
Y E A R

( 1 )
Well­
head
Value
($/B)

( 2 )
Daily
Produc­
tion

(MMB/D)

( 3 )
Revenue

at
Well­
head

( 4 )

State
Rovaltv

( 5 )
Produc­
tion & 
Conser. 

Tax

( 6 )

Prop­
erty
Tax

( 7 )

Oper­
ating
Costs

( 8 )
Depre­
ciated
Dev.
Costs

1 9 8 6 12.93 1.80 8,495 1,140 1,115 265 1,267 955
1 9 0 7 11.65 1.80 7,654 973 996 316 1,367 1,173
1 9 8 8 11.15 1.59 6,471 929 747 358 1,403 1,315

( 9 ) (10) ( 1 1 ) ( 1 2 ) ( 1 3 ) ( 1 4 ) ( 1 5 ) ( 1 6 )
Federal Net Alaska

Amort. Wind­ Alaska Produc­
Of fall Explor­ Adminis­ Other Produc­ tion

F I S C A L Acqui. Profits Interest ation trative Deduc­ tion Income
Y E A R Costs Tax Expense Expense Costs tions Income Tax

1 9 8 6 1 40 132 221 292 124 2,944 277
1 9 8 7 8 0 136 103 307 118 2,218 208
1 9 8 8 25 0 139 27 322 114 1,092 103

N o t e s :
Columns 1-2: DOR March 1986 Revenue Forecast, memorandum from M. Nordale, March 12, 1986, Table II.
Column 3: (365 days)* (column 1)*(column 2).
Column 4: for 1986, forecast value in Nordale memorandum adjusted for perm, fund contributions (value/.75);

for 1987-8, DOR, C. Logsdon, March 13, 1986.
Column 5: for 1986, forecast value in Nordale memorandum; for 1987-8, Logsdon to Chester, March 13, 1986.
Column 6-9: Vincent Wright, memorandum to Nordale, Oct. 31, 1985.
Column 10: OMB estimates.
Column 11: Wright, op. cit.
Column 12: OMB projections, reduced from figures in Wright by 10 %, 60 %, and 90 % in 1986-8 respectively.
Columns 13-14: Wright, op. cit.
Column 15: (column 3)-(sum of columns 4-14) .
Column 16: (.094)*(colomn 15).
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TABLE 4
PRODUCING FIELDS-30 PERCENT CASE*

ALASKA OIL AND GAS CORPORATE INCOME TAX UNDER SEPARATE ACCOUNTING
(millions of dollars except as noted)

( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 ) ( 6 ) ( 7 ) ( 8 )
Well­ Daily Revenue Produc­ Depre­
head Produc­ at tion & Prop­ Oper­ ciated

rzscAi. Value tion Well­ State Conser. erty ating Dev.
Y E A R .<$/B ) (MMB/D) head Royalty Tax Tax Costs Costs

1 9 8 6 12.93 1.80 8,495 1,140 1,115 265 1,267 955
1 9 8 7

CMO 1.80 5,926 799 771 316 1,367 1,173
1 9 8 8 7.75 1.59 4,498 620 534 358 1,403 1,315

( 9 ) ( 1 0 ) ( 1 1 ) ( 1 2 ) ( 1 3 ) ( 1 4 ) ( I S ) ( 1 6 )
Federal Net Alaska

Amort. Wind­ Alaska Produc­
Of fall Explor­ Adminis­ Other Produc­ tion

riSCAL Acqui. Profits Interest ation trative Deduc­ tion Income
Y E A R Costs Tax Expense Expense Costs tions Income Tax

1 9 8 6 1 40 132 221 292 124 2, 944 277
1 9 8 7 8 0 136 26 307 118 906 85
1 9 8 8 25 0 139 0 322 114 (332) (31)

*Mean case for fiscal 1986.
N o t e s :
Columns 1-2: DOR March 1986 Revenue Forecast, memorandum from M. Nordale, March 12, 1986, Table II.
Column 3: (365 days)*(column 1)*(column 2).
Column 4: for 1986, forecast value in Nordale memorandum adjusted for perm, fund contributions (value/.75);

for 1987-8, DOR, C. Logsdon, March 13, 1986.
Column 5: for 1986, forecast value in Nordale memorandum; for 1987-8, Logsdon to Chester, March 13, 1986.
Column 6-9: Vincent Wright, memorandum to Nordale, Oct. 31, 1985.
Column 10: OMB estimates.
Column 11: Wright, op. cit.
Column 12: OMB projections, reduced from figures in Wright by 10 %, 90 %, and 100 % in 1986-8 respectively
Columns 13-14: Wright, op. cit.
Column 15: (column 3)-(sum of columns 4-14).
Column 16: (.094)*(colomn 15).
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Marketing Costs & Profits

Refining Costs & Profits

Transportation Costs & Profits 
(pipeline & marine) S7.14

■ '£> v' ‘ 
TOTAL OIL COMPANY 

GROSS REVENUE 
PER BARPEL 

.S28.64 ( 1 0 0 % )
.'.'►j '

rV*

\
■ ; ■ r *>'. "

• •• £ £ $ [ - . *  

. .V* < 6
■ .j .' ,;v

WELLHEAD PRICE:
STATUTORY GROSS 

PRODUCTION REVENUE
S11.78 (44.2%)

Exploration Costs Expensed

General Overhead & 
Administrative (incl. 1981  revisions)

AS 4 3 .2 1  TAXABLE 
NET PRODUCTION 

INCOME 

56.77(25.4%)

—  URCE :  Deakrn  2 d  S u p p l e m e n t a l  A l l i d a v i l  • >5. R .  1 6 9 1 7 , 1 6 9 2 9 .

CHART 1



MEAN CASE:
ALASKA OIL AND GAS CORPORATE INCOME TAX UNDER SEPARATE ACCOUNTING

(millions of dollars except as noted)

(1) (2) (3) (4) (5) (6) (7) (8) (9)
Well­ Daily Revenue Produc­
head Produc­ TAPS at Gross Total tion & Prop­

FISCAL Value tion Tariff Well­ Pipeline Gross State Conser. erty
YEAR ($/B) (MMB/D) ($/B) head Revenue Revenue Royalty Tax Tax
1986 12.93 1.80 5.18 8,495 3,403 11,898 1,140 1,115 420
1987 11.65 1.80 4.66 7,654 3,062 10,716 973 936 419
1988 11.15 1.59 5.32 6,471 3,087 9,558 929 747 451

(10) ( ID (12) (13) (14) (15) (16) (17) (18)
Federal Net

Total Wind­ Uncap­ Income
Oper­ Total fall italized Explor­ Adminis­ Other Earned Alaska

FISCAL ating Depre­ Profits Interest ation tration Deduc­ In Income
YEAR Costs ciation Tax Expense Expense Costs tions Alaska Tax
1986 1,477 1,224 40 542 221 292 124 5,303 499
1987 1, 600 1,441 0 518 103 307 118 4,301 404
1988 1,645 1,583 0 490 27 322 114 3,250 306

Notes:
Columns 1-3: DOR March 1986 Revenue Forecast, memorandum from M. Nordale, March 12, 1986, Table II.
Column 4: (365 days)* (column l)*(column 2).
Column 5: (365 days)* (column 2)*(column 3).
Column 6: (column 4)+(column 5).
Column 7: for 1986, forecast value in Nordale memorandum adjusted for perm, fund contributions (value/.75);

for 1987-8, DOR, personal communication, C. Logsdon to T. Chester, March 13, 1986.
Column 8: for 1986, forecast value in Nordale memorandum; for 1987-8, Logsdon to Chester, March 13, 1986.
Column 9: Vincent Wright, memorandum to Nordale, Oct. 31, 1985, except 1987 and 1988 reduced by 10 % and 20 %

respectively to account for TAPS tariff settlement effects.
Columns 10-11: Wright, ibid.
Column 12: OMB estimates.
Column 13, 15, and 16: Wright, ibid.
Column 14: Wright, ibid., reduced by 10 %, 60 %, and 90 % in 1986-8 respectively.
Column 17: (column 6)-(sum of columns 7-16).
Column 18: (.094)*(column 17). t

draft



30 PERCENT CASE:
ALASKA OIL AND GAS CORPORATE INCOME TAX UNDER SEPARATE ACCOUNTING

(millions of dollars except as noted)

(1) (2) (3) (4) (5) (6) (7) (8) (9)
Well­ Daily Revenue Produc­
head Produc­ TAPS at Total tion 4 Prop­

FISCAL Value tion Tariff Well­ Pipeline Gross State Conser. erty
YEAR ($/B) (MMB/D) ($/B) head Revenue Revenue Royalty Tax Tax
1986 12.93 1.80 5.18 8,495 3,403 11,898 1,140 1,115 420
1987 9.02 1.80 4.66 5,926 3,062 8,988 799 771 419
1988 7.75 1.59 5.32 4,498 3,087 7,585 620 534 451

(10) (11) (12) (13) (14) (15) (16) (17) (18)
Federal Net

Total Wind­ Uncap­ Income
Oper­ Total fall ital i'zed Explor­ Adminis­ Other Earned Alaska

FISCAL ating Depre­ Profits Interest ation tration Deduc­ In Income
YEAR Costs ciation Tax Expense Expense Costs tions Alaska Tax
19 8 6 1,477 1,224 40 542 221 292 124 5,303 499
1987 1, 600 1,441 0 518 26 307 118 2,989 281
1988 1,645 1,583 0 490 0 322 114 1,826 172

Notes:
Columns 1-3: DOR March 1986 Revenue Forecast, memorandum from M. Nordale, March 12, 1986, Table II.
Column 4: (365 days)*(column 1)*(column 2).
Column 5: (365 days)*(column 2)*(column 3).
Column 6: (column 4)+(column 5).
Column 7: for 1986, forecast value in Nordale rrfemorandum adjusted for perm, fund contributions (value/.75);

for 1987-8, DOR, personal communication, C. Logsdon to T. Chester, March 13, 1986.
Column 6: for 1986, forecast value in Nordale memorandum; for 1987-8, Logsdon to Chester, March 13, 1986.
Column 9: Vincent Wright, memorandum to Nordale, Oct. 31, 1985, except 1987 and 1988 reduced by 10 % and 20 %

respectively to account for TAPS tariff settlement effects.
Columns 10-11: Wright, ibid.
Column 12: OMB estimates.
Column 13, 15, and 16: Wright, ibid.
Column 14: Wright, ibid., reduced by 10 %, 90 %, and 100 % in 1986-8 respectively.
Column 17: (column 6)-(sum of columns 7-16).
Column 18: (.094)*(column 17).

draft



CHANGE IN REVENUE FROM ADOPTION OF SEPARATE ACCOUNTING 

(millions, based on March 1986 forecast)

MEAN CASE

Fiscal
7ear

1 9 8 6
1 9 8 7
1 9 8 8

Current
Law*

$200
$ 1 8 0
$ 1 7 0

Separate
Accountingt

$ 4 9 9
$ 4 0 4
$ 3 0 6

Gain Due To 
Separate 
Accounting

$ 2 9 9
$ 2 2 4
$ 1 3 6

30 PERCENT CASE
Gain Due To 

Separate Separate 
Accountingt Accounting

$ 4 9 9
$ 2 8 1
$ 1 7 2

$ 2 9 9
$101
$2

M E A N
C A S E

F Y  ' 8 6 - '  8 7  A D D I T I O N A L  R E V E N U E ; ;  
F Y  ' 8 6 - ' 8 8  A D D I T I O N A L  R E V E N U E :

$ 5 2 3
$ 6 5 9

30
PERCENT
CASE
$ 4 0 0
$ 4 0 2

*0fficial DOR March 1986 forecast value; DCR provides only single point 
projections for the corporate income tax. 

tTax applied to income earned after June 30, 1985.

DRAFT
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This bill would change the oil production tax by altering the 
formula for calculating the Economic Limit Factor (ELF) and 
making the calculated value of ELF apply to the tax rate in 
all instances. The change in. the formula results in a value 
for ELF which is higher or lower than currently calculated 
depending on whether an oil field produced more or less than 
80,436 bbls-day. Applying the calculated value of ELF in all 
instances results in a lower effective tax rate for fields 
producing less than 80,436 bbl-day, and for fields which have 
an ELF equal or greater than .7 and which will have been in 
production less than ten years upon the effective date of the 
bill. The effective tax rate will increase for those fields 
which produce more than 80,436 bbl/day, and which have been in 
production more than ten years.

Under current law, the ELF is set to 1.0 when a field has been 
in production less than 10 years and has a calculated ELF 
gr6ater than or equal to .7, otherwise the calculated ELF 
applies.

Prudhoe Bay, because of its immense size and productivity is 
in this category of oil fields. Prudhoe Bay began production 
in 1977 so under current law the production tax rate is 
scheduled to fall in FY 1968 since an ELF less than 1.0 will 
be applied to the nominal tax rate. This bill would apply an 
ELF much greater than that calculated under the current 
formula. So as a result the tax rate on Prudhoe Bay will 
decrease only'a small amount in FY 1988 and beyond, so that 
tax revenues for Prudhoe Bay will increase over the current 
projections.

The revenue impacts estimated in this fiscal note are for the 
30% case. The effect of this bill was analyzed using the 
Petroleum revenue model. The product effect is based on the 
change in the average expected production from the Horth Slope 
oil fields using the economic feasibility subroutine of that 
model. The actual realized production impact could be much 
larger or smaller if assumptirns other that tax rates wefe 
changed, i.e. price, however, several issues are suggested by 
these results. The first is that the effect of the tax on 
feasibilit • iven the Petroleum Revenue December oil price 
assumptic as not appear large since Prudhoe Bay produces 45 
million b. every montn. second, the major impacts on 
production would occur ir. Prudhoe Bay, Kuparak and West Sak 
Sands. This occurs because of the impact on enhanced recovery 
for Prudhoe and Kuparak and because of the marginal economic 
and production characteristics of West Sak (significant 
production but a very large number of wells).

JrV.i

m
-

Product ion  E f f e c t  

FY 1987 - FY 2000

F i e l d
Prudhoe Bay 
Kuparuk 

M i n e  Pt.  
En d i c o t t  
L i sbu rne  

West ' lak 
Other Onshore 
Other Of fshore

TOTAL

•Enhanced Recovery E f f e c t

Average Expected 
P rodu c t i on  E f f e c t  

-22 . 37  m i l l i o n  b b l s .  
-1 5 . 7 2  m i l l i o n  b b l s .  

3 . 3  m i l l i o n  b b l s .  
-1 . 4 5  m i l l i o n  b b l s .  

- . 6 7  m i l l i o n  b b l s .  
-15 . 97  m i l l i o n  fcbls. 

b . 8 5  m i l l i o n  b b l s .  
. 4 7  m i l l i o n  b b l s .

-45.56 million bbls.
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This bill would change the oil production tax by altering the formula 

for calculating the economic limit factor (ELF) and making the calculated 

value of ELF apply to the tax rate 1n all Instances. The change 1n 

formula results 1n a value for ELF which 1s h1gh°r or lower than 

currently calculated depending upon whether an oil field produces more or 

less than 80,436 Bbls/Day. The net result 1s to raise production taxes 

on the fields producing more than this amount, and lower production taxes 

on those producing less.

The Revenue Impacts estimated 1n this fiscal note are for the 30 

percent case. The effect of this bill was analyzed using the Petrev 

model. Further, the calculation cf the reduction 1n production 1s based 

upon the economic feasibility subroutine of that model.

Production Effect 

FY 1987 - FY 2000

i ^
Average Expected) ^  ^
Production Effect 
-22.37 million bbls.-^ 
-15.72 million bbls.

3.3 million bbls.
-1.45 million bbls.
-.67 million bbls.

-15.97 million bbls.
6.85 million bbls.
.47 million bbls.

-45.56 million bbls.

‘Enhanced Recovery Effect

Field
Prudhoe Bay 
Kuparuk 
Milne Pt. 
Endicott 
Lisburne 
West Sak 
Other Onshore 
Other Offshore

TOTAL
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E % O N  C O M P A N Y  U.S.A.
P.O. BOX 6 6 0 1  • ANCHORAGE, ALASKA 9 9 5 0 2 - 0 6 0 1  (9071  561  -5 3 3 1

Commissioner Mary A. Nordale 
Alaska Department of Revenue 
Pouch S
Juneau, Alaska 99811 

Dear Commissioner Nordale:

ALASKA OPERATIONS 
WESTERN DIVISION

LARRY M SMEDLEY 
AREA MANAGER

February 20, 1986

This is in reference to the Alaska Department of Revenue's fiscal note on H.B. 
545 which was released at last Friday's House Firance Committee hearing. As I 
indicated during the hearing, the finding in the fiscal note that H.B. 545 would 
result in a production loss of only 22 million barrels at Prudhoe Bay significant­
ly understates the potential impact of the bill.

As v.- pointed out during the hearing, H.B. 545 will significantly increase 
Severn..ce taxes on production from major fields in Alaska by a modification in 
the economic limit factor. This change in the ELF would have a negative impact

•  on marginal project development in these fields. At Prudhoe Bay alone, over 10 
billion barrels will be left unrecovered under the current production plan. 
Although no one knows how much of this remaining oil can be recovered 
through sophisticated recovery techniques which are continually being developed 
and refined, a very significant volume is at risk. Future additional recovery 
projects will be very costly and marginal economically. Additional costs such as 
the proposed tax increase will place such marginal projects in jeopardy.

While the fiscal note recognized a negative production impact of H.B. 545 on the 
planned enhanced oil recovery project at Prudhoe Bay, the barrel calculation is 
not correct. Moreover, the fiscal note did not consider other additional recov­
ery projects at Prudhoe Bay which would be affected. For example, drilling 
wells on closer spacing and in thinner oil columns and other projects involving
new technologies would also be adversely impacted by H.B. 545. Because of
these deficiencies, the Department of Revenue's estimates should be considered 
only a qualitative indication of the adverse impact of H.B. 545 on future oil 
recovery. Mr. Logsdon suggested this via teleconference during the hearing.

In order to avoid further confusion regarding this matter, I urge you to write 
a supplementary note to the House Finance Committee pointing out the limita­
tions of the fiscal note on H.B. 545. I would ..be happy to discuss this with
you in greater detail at your convenience.

Sincerely,

LMS/THG3/342: vh 
cc: House Finance Committee

A DIVISION o p  Ex x o n  CORPORATION



O F F I C E  O F  T H E  G O V E R N O R POUCH ADJUNEAU. ALASKA 99811 PHONE: (907) 465 3568
OFFICE OF MANAGEMENT AND BUDGET

D IV IS IO N  O F  S T R A T E G IC  P LA N N IN G

F eb ru a ry  3, 1986

The Hono rab le  Sam C o t t e n
R e p r e s e n t a t i v e
A la s k a  S t a t e  l e g i s l a t u r e
P.O. Box V
Ju n e a u ,  AI< 99811
Dear R e p r e s e n t a t i v e  C o t t e n :

P l e a s e  f i n d  e n c l o s e d  o u r  a n a l y s i s  o f  you r  p ro po s e d  changes  
t o  t h e  Economic L im i t  F a c t o r . "

GSH/TC/dmc
E n c lo s u r e

cc: Jim Ayers, Director
Legis la t ive Relations 
Office o f  the Governor

S i n c e r e l y ,

Gordon S. H a r r i s o n  
A s s o c i a t e  D i r e c t o r

.) t A 341 I«



M E M O R A N D U M  S t a t e  o f  A l a s k a
TO, The Honorable Bill Sheffield DATE. February 13, 1986

Governor
FILE NO: 86F-482

TELEPHONE NO: 465-3568

f r o m -  Tom ChesterL I Principal Analyst s u b je c t -  Shares
Division of Strategic Planning

arifprfnci
of Strateg 

Office of Management and Budget

Attached is an updated and revised oil shares analysis. It 
contains no substantive changes from the one you received dated 
January 9, 1986.

TC/dmc

Attachment

cc: Representative Sam Cotten
Alaska State Legislature

Ray Gillespie, Chief of Staff
Jim Ayers, Director, Legislative Relations
Office of the Governor

Vince Wright, Chief, Research Section 
Department of Revenue



[9 ] [1 0 ] [1 1 ] [1 2 ] [1 3 ] [1 4 ]
State

[ IS ]
C o rp .

[1 6 ]
Uncap . Taxab le Petro l Federa l

F isca l In te rest E xp lo re . Adm in . Other To ta l Net Income Taxable
Year Expense Costs Costs Deducs.Deducs. Income Tax Income
1982 $721 $191 $236 $149 $7,916 $8,539 $669 $7,870
1983 $676 $204 $252 $142 $7,023 $8,446 $236 $8,210
1984 $614 $219 $265 $136 $6,666 $8,289 $265 $8,024
1985 $566 $234 $278 $130 $6,594 $8,542 $169 $8,373

STA TE , FEDERA L  AND IN D U ST R Y  SH ARES O F A LA SKA  O IL  RESO URCE  
IN C O M E : ACTUAL FO R  F ISC A L  '82-'84, E ST IM A TE D  FO R  F ISCA L  '35

(millions o f dollars except as noted)

[1 ] [2 ] [3 ] [4 ] [5 ] [6 ] [7 ] [8 ]
Sever. Tota l T o ta l Total W ind fa ll

Fiscal Total State Conser. P rop . O per. Tota l Acquis. P ro fits
yea r Revenue Roya lty tax tax Costs Deprec . Costs Tax
1982 $16,456 $1,553 $1,581 $276 $940 $602 $1 $2,018
1983 $15,470 $1,448 $1,494 $307 $1,101 $780 $1 $1,018
1984 $14,955 $1,409 $1,393 $358 $1,259 $998 $1 $412
1985 $15,136 $1,390 $1,389 $.‘97 $1,449 $1,093 $1 $70

[1 7 ] [1 8 ] [1 9 ] [2 0 ] [2 1 ] [2 2 ] [2 3 ]
Federa l O il Tota l
C o rp . Industry Tota l State — Share o f Oil Income-—

Fisca l Income A laska Federa l Tax &
Yea r Tax P ro fits Tax R oya lty State Federal In dustry
1982 $2,142 $5,728 $4,160 $4,079 29% 30% 41%
1933 $2,131 $6,079 $3,149 $3,485 27% 25% 48%
1984 $2,368 $5,656 $2,780 $3,425 29% 23% 48%
1985 $2,433 $5,940 $2,503 $3,345 28% 21% 50%

SOURCES AND FORMULAS -
Column [1]: Vincent Wright, chief o f research, to Mary Nordale, Commissioner 

o f Revenue, Memorandum o f October 31 ,1985 , Table 3,
Columns [2] & [3]: January 1986 DOR Revenue Sources, p. 39.
Columns [4] to [14]: Vincent Wright, loc. cit.
Column [15]: Revenue Sources, p. 39.
Column [16]: column [14] - column [15].
Column [17]: column [16] * ( production-weighted average tax rate -- 1982 = .279;

1983 = .274; 1984 = .294; 1985 = .294). Company effective 
rates for '82-84 from R. Mclntire and R. Folen, "Corporate Income 
Taxes in the Reagan Years," Oct. 1984, pp. 32-36; '85 estimated by OMB. 

Column [18]: column [1 6 ]-column [17].
Column [19]: column [8] + column [17].
Column [20]: sum o f columns [2], [3], [4], and [15].
Column [21]: (column [18])/(sum o f columns [18], [19], and [20]).
Column [22]: (column [19])/(sum o f columns [18], [19], and [20]).
Column [23]: (column [20])/(sum o f columns [18], [19], and [20]).
O ffice o f Management and Budget 
D ivision o f Strategic Planning 
revised February 13, 1986



D i v i s i o n  o f  S t r a t e g i c  P l a n n i n g

TO: Representative Sam Cotten DATE: January 15,1986
FROM: Thomas P. Chester
RE: Computation of the Economic Limit Factor

In response: to your request the following provides the information needed to compute the 
Economic iLimit Factor (current and as you propose), a numerical example, and a chart 
which displays the effect of field size on the value of the proposed Economic Limit Factor 
(ELF).

The current and proposed Economic Limit Factor formulas are:

Current ELF = (1 - PELfIP)((460*WD)/PEL)

Proposed ELF = (1 - PHL/TP)((37>000»000*̂ VD)/(PEL*TP/Days))

The following definitions are used in computing ELF values:

P E L  (Production at the Economic Limit) =
(300 barrels per day)*

(average number of operating wells during the month)*
I (number of days of production for the month). For example:

300 barrels * 541 wells * 30 days = 4,869,000 barrels per month at the Economic Limit

T P  (Total I’roduction for the field) =
(average number of operating wells during the month )*

(number of days of production for the month)*
(average daily production per well). For example:

541 wells * 30 days * 2477 barrels per well = 40,201,710 barrels of production per month 

W D  (Well Days) =
(average number of operating wells during the month)*

(number of days of production for the month). For example:

541 wells * 30 days = 16,230 well days

TP/Days =
(average number of operating wells during the month)*

(average daily production per well). For example:

54 wells * 2477 barrels per well = 1,340,057 barrels of production per day



Table 1. 

Hypothetical ELF 

Under Current and Proposed Law Using 

Values Given In Examples Above

Current ELF

(1 - 4,869,000/40,201,710)(460*16,230/4,869,000) = .82

Proposed ELF

(1- 4,869,000/40,201,710)(37,000,000*16,230/(4,869,000*1,340,057) = .99

chart 1

THE ECONOMIC LIMIT FACTOR (ELF):
CURRENT AND PROPOSED FOR VARIOUS LEVELS OF 

WELL OUTPUT AND FIELD PRODUCTION

CURRENT ELF: SAME FOR ALL

DAILY OUTPUT PER WELL 

NOTE: BBD FIGURES REPRESENT DAILY FIELD PRODUCTION IN BARRELS PER DAY
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When the formulas are written out incorporating the definitions given above they become 

unwieldy. For the curious they are:

Current ELF (Economic Limit Factor)! = ( 1  - P E L / T P ) ( ( 4 6 0 * W D ) / P E L )
= (1 - {(300 barrels per day)*(average number of operating wells during the 
month)*(number of days of production for the month)}/
{(average number of operating wells during the month)*(number of days of production for 
the month)*(average daily production per W ell)})(460*(averaSe number of operating wells 
during the month)*(number of days of production for the month)/{(300 barrels per 

day)*(average number of operating wells during the month)*(number of days of 

production for the month))

Proposed ELF2 = (1 - PEL/TP)((37>000»000*W D )/CPEL*TP/Days))

= (1 - {(300 barrels per day)*(average number of operating wells during the 
month) *(number of days of production for the month)}/
{(average numbei of operating wells during the month)*(number of days of production for 
the month)*(average daily production per well)})(37>^^>^00 * (average number of 
operating wells during the month)*(number of days of production for the month))/((300 

barrels per day)*(average number of operating wells during the month)*

(number of days of production for the month) * (average number of operating wells during 

the month)*(average daily production per well))

!T he  fo rm u la  fo r  the existing E L F  can be s im p lified  through cance lla tion  o f  lik e  terms in the num erator 
and denom inato rs o f  the various fo rm u la  term s. C onsider: P E L /T P  = (3 0 0  * days * \ve lls )/(days * w e lls  * 
\ve ll_p rod ) = 3 0 0 /w e lljp ro d  and (4 6 0  * w e lls  * d ay s )/ (3 00  * w e lls  * days) = 4 6 0 /3 0 0  = 1 .533 .
M aking  these substitutions in to  the E L F  fo rm u la  gives:

E L F  =  ( 1  -  3 0 0 / w e I I _ p r o d ) l * ^ 2 2
2 The fo rm u la  fo r  the p roposed E L F  can be s im p lified  through cance lla tion  o f  lik e  terms in the num erator 
and denom inators o f  die various terms, consider:
P E L /T P  = (3 0 0  * days * w e lls )/(d ays * w e lls  * w e ll_ p rod ) = 30 0 /w e ll_ p rod  and (3 7 ,0 0 0 ,0 0 0  * w e lls  * 
d a y s )/ (3 0 0  * w e lls  * w e lls  * w eU_p rod ) = 3 7 ,0 0 0 ,0 0 0 / (3 0 0  * w e lls  * w e ll_ p rod ) = 3 7 ,0 0 0 ,0 0 0 / (3 0 0  * tota l 
fie ld  p roduction ).
M ak ing  these substitutions into the p roposed  E L F  fo rm u la  gives:

E L F  =  ( 1  -  3 0 0 / w e l l _ p r o d ) ! 2 a , a a a / , T P / D a y s





I. Introduction

It is generally known that oil producers in Alaska are 

assessed severance tax rates of 12.25 or 15 percent. 

However, it may not be so well known that the actual tax 

rates they pay are much lower than this because of the 

economic limit factor or ELF. (A severance tax or 

production tax is a flat tax based solely on the amount 

produced; in contrast, an income tax is based on profits.)

The ELF is a statutory reduction to the severance tax. 

It was adopted in 19771 to promote production on oil and 

gas fields with low output and presumably little profit.

As the cost of producing the oil gets closer to its value 

—  the economic limit —  the ELF reduces the tax that is 

owed. When a field reaches the economic limit the ELF 

reduces the severance tax to 0. The ELF is applied to both 

oil and gas, but this discussion deals only with oil.

In practical terms, the ELF dramatically reduces the 

state's base severance tax rates of 12.25% or 15% on all 

fields. Prudhoe Bay is a temporary exception to this

1
In anticipation of North Slope production, the 

Department of Revenue recommended the ELF in its exhaustive 
1977 study: "Alaska's Oil and Gas Tax Structure: A Study 
with Recommendations for Improvement." Previously a 
"stair-step" approach to severance taxes was used, keyed to 
Cook Inlet production, with graduated rates to 8 percent. 
The ELF improved upon the stair steps, retaining the idea 
that the tax should bo reduced as production declined. The 
ELF also was able to adjust tax rates for both high-volume 
North Slope fields and the lower-volume Cook Inlet fields.



because of a provision that suspends the ELF for 10 years 

on high volume fields. However, in FY 88 the 10-year limit 

expires and Prudhoe will also enjoy tax concessions of the 

ELF —  and the state will lose $156 million, according to 

OMB calculations (see Attachment A). Another example is 

Kuparuk. In FY 86 the ELF reduced Kuparuk's effective 

severance tax rate to 6%, and the state lost $58 million.

An unforeseen consequence of the ELF is that it will 

greatly reduce the severance tax rates on most of the 

fields that have yet to begin producing. For example, in 

FY 90 the effective severance tax rate for Lisburne will be 

3% and for Endicott it will be 4%. These cases show that 

the ELF is actually providing these marginal fields with a 

substantial incentive —  reducing coats at field start-up.

The ELF’s original goal was to extend the life of 

fields, and thus extend revenues to the state. However, 

one study shows that the ELF only prolongs a field's life 

for one or two years, thus its direct benefit to the state 

is limited. Nonetheless, the ELF does appear to provide an 

incentive to developers of marginal fields because it 

reduces the severance tax rate. If the ELF were

eliminated, for example, it is likely that some of the

• 2 marginal fields would not be feasible to develop.

2
In a study entitled "Alaska North Slope Oil 

Production and Revenue Projections" published Feb. 1985 by 
the Institute of Social and Economic Research, author and 
UAA economist Matthew Berman concluded that the Endicott 
and Milne Point fields might not be feasible to develop 
without the ELF.



It's also apparent that fields with substantial output 

and correspondingly high profit rates, such as Prudhoe and 

Kuparuk, do not require the production incentive that the 

ELF provides.

II. Kow the ELF Works

The ELF is a formula that is multiplied by the nominal 

rate of 12.25% or 15% to obtain the effective rate actually 

applied to a field. The ELF will never be more than 1. If 

the ELF is 1, then 100% of the severance tax is owed. An 

ELF of .8 means 80% of the tax is owed; 80% of 15% equals 

an effective tax rate of 12%.

Since 1981 the severance tax rate has been 15%, with 

an exception for new fields; fields that start producing 

after June 30, 1981 pay a reduced rate of 12.25% for the 

first five years. The law also requires that the ELF be 

calculated at l during the first 10 years of a field's 

production any time the ELF goes above .7. (Currently this 

provision only affects Prudhoe.) For fields with an ELF at 

or below .7, the actual ELF used. After 10 years the 

actual ELF is used in all cases.

For example, the ELF for Prudhoe Bay in FY 85 was .864

Since this is more than .7 and within the first 10 years of

production, the 1 figure is used. Thus the full 15% 

severance tax was owed.

In FY 88, however, the 10-year limit will no longer be 

in effect for Prudhoe (production began in FY 70) and the 

actual ELF of .82 will be used. This means the amount of

severance tax owed will be 82% of 15%, or an effective rate



of 12.5%. The amount to be paid to the state will be $714 

million, $156 million less than if the full 15% severance 

tax were paid.

III. Modifying the ELF

It is apparent that the ELF accomplishes its goals but 

not without some drawbacks. One drawback is providing and 

unnecessary tax reduction for Prudhoe and Kuparuk. Another 

issue is whether it goes far enough in reducing the 

severance tax rate on marginal fields. (A problem with a 

severance tax as opposed to an income tax is that it is not 

sensitive to profits or costs, thus a fair tax ra::e for a 

large field may be a burden for a small field.)

An additional problem with the current ELF formula is 

that it is based on daily output per well; total field 

production is not taken into account. T M s  penalizes a 

marginal field like Milne Point (30,00. Is/day) which has 

high output per well but few wells (about 22). Under the 

current ELF formula Milne is subject to a severance tax 

rate almost as high as the tax applied to Kuparuk (240,000 

bbls/day), which is clearly not a marginal field. For 

example, in FY 88, Milne Point will be paying a 7.35% 

severance tax compared to Kuparuk's rate of 7.6%.

Instead of basing the ELF on individual wells, total 

field production could be included in the ELF formula to 

compensate for this inequity, keeping the severance tax low 

on the smaller fields that would benefit most from a tax 

break.
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The ELF could be modified to accomplish these goals:

—  Dramatically reduce the effective severance tax 

rates for all marginal fields, including Cook Inlet.

—  Prevent a premature reduction to the severance tax 

rates for Prudhoe and Kuparuk. These highly profitable 

fields are years away from being marginal. When they do 

start approaching the economic limit, the ELF formula will 

provide them with a tax break.

—  More equitably set the tax rate for each field.

This formula modification would bring Prudhoe's ELF to

.99 (now it is at .33); raise Kuparuk's to .8 and drop 

Milne Point's to .3. These ELFs translate into effective 

severance tax rates of about 14.85%, 12% and 4.5%.

Here are the current ELFs compared with ELFs under the 

revised formula.

current Modified %
ELF EL? ch «.nge

Prudhoe Bay .80 .99 -*■23
Kuparuk .50 .86 +72
Milne Point .60 .31 -48
Endicott .31 .0 -100
Lisburne .11 .05 -54
West Sak .0 . 0 no change
Cook Inlet .03 .0 -100

The formula change would result in the following 

positive state severance tax collections*:

FY millions
87 $ 32 * Theso numbers, based on June
88 179 1985 revenue projections, assume
89 192 the actual ELF is used in all
90 184 cases and assume a 15% severance
91 175 tax rate across the board. (If the
92 173 12.25% for the first 5 years
93 170 were retained, there would be
94 158 little change in these amounts. )



1) Simplify the law so the actual ELF is always 

applied. Current law requires that an ELF of 1 be used if 

the actual ELF goes above .7 any time during the first 10 

years of a field's production, (AS 43.55.013)

2) Change the ELF formula. (AS 43.55.013) This 

modification only alters the exponent part of the formula. 

It uses a different number as a constant and takes into 

account average daily production from the who:, a field.

I V .  Wha t  L e g i s l a t i o n  W ou ld  R e q u i r e

Current ZL7 formula:

PEL = monthly production rate at the economic limit 
(300 barrels x number of well days a month)

TP = total production (number of barrels) during the 
month

WD >» well days in the month
exp =* the expression following this i 3 an exponent 
Days = The number of days in the month for which the tax is 

to be paid

The numbers 460 and 37,000,000 are constants or scaling 
factors.

V. Conclusion

Enacting these changes to the severance tax would not 

only maintain our current level of severance tax revenue. 

More importantly, the revised ELF would provide a new



tax on marginal fields.

m



ALASKA NORTH KI.OIT. OIL AND <;A6 REVENUES 

Alack* North Slop* Oil Revenue

riacal Yaara

1915 1914 1997 1999 1909 1999 1991 1992 1991 1944

Mine ISIS rat. Rev. Aacuaptlone 
w«.» Id Oil rr lea 
Avacaye Rata of Inflation 
An I/Wo rid (jual.fc Market Inq Adjuat 
itaneAlaeka Pipeline Tariff 
ans Netback Pi Ice fill (»/bbi)

24.17 
4 .•! 
J.ll) 
<.■•7 
17.11

2 4.91 
1.92 
2.5)2 
6.907 
19.471

22.41
4.91
2.441
4.997
11.74

22.294 
4.74 
2.419 
4.997 
11.94

22.7)) 
4.76 

2.1H4 
6.947 
14.14

21.464 
4 . 76 
2.447 
4.997 
19.91

24.142
4.76
2.479
6.497
19.49

25.565
4.74
2.929
6.447
17.91

24.914
9.194
2.997
4.99T
19.14

24.174
9.144
2.612
4.997
19.74

Piurihoa Ray Prod.IHHbbl/d) 1.924 1.917 1.999 1 .14 1.199 1 .91 .974 .J15 .75) .641
■*rutlhoa Bay Prtca (9/bkl) 17.11 19.471 11.74 1 1.54 14.14 15.91 15.99 17.91 19.14 19. 76
Walla 449.29 999.6 927.1 549.6 534.95 505.15 499.9 466.45 447.65 479.65
ELI* .9449197 .•496944 ..9417962 .,9296299 ,.9941141 ,.79)465) .754941) .7491265 .7)99291 .7145922
Nominal Tea Rata .19 .15 .19 .15 .15 .15 .15 .15 .15 .15
I'.llectlva Tea Rata .19 .19 .19 .1219791 .1294171 .1)75199 .11)19(5 .112)699 .1109*92 .107179)
Royalty Percentage .129 .179 .129 . .125 .125 .125 .1 25 .135 .175 .175
SEVERANCE TAK (CI.PI 1292.449 1124.114 992.4117 /714.2504 l654.259) 599.2696 591.7(99 499.19)5 469.526) 4)1.5515
II VIR AIICC TA* (NO tl.ri 1292.449 1124.114 992.4117/1■79.4757 I116.1279 74P.6459 (64.0966 664.9174 661.596) 6R6.7S07
COWOEMVATION TAK .4199941 ..6994149 .6929219 .51495)1 .4742719 .411195) .1499172 .125)6)1 .10061 17 .2559992
i.Mhn Ing 6 Cleaning Cherje .7 .72921 .7967999 .7971917 .9245679 .94)9172 .9949)49 .9490090 .99)1J31 1.944(19
HOIALTl€S 1144.021 11929.195 1191.3797 799.9911 712.5792 664.7922 597.1494 597.9900 595.9624 547.1410
TOTAL OIL PROD REVENUES 2194.449 ;2144.711 1999.991 1495.15) 1199.979 1245.052 1990.519 IU96.192 I9KS.4R9 900.9945

Hupeiuk River Pr od . (HHIibl/d) .167 .2 .219 .219 .219 .2)9 .21 .107 .162 .14 1
Ruparuk River Price (9/bbl) 16.29 14.691 12.92 12.74 11.57 14.19 15.96 16.21 I 7.52 10.94
Hal |( 194.9 349.9 294 295.25 296.25 295.25 776.5 276.5 254 254
t.i.r .49 .4991114 .46977R5 .50679)9 .59679)0 .50679)0 .46276)4 .4979192 .)77 16 7 2 .3112742
Nominal Tea Rate .1279 .1279 .1161 .15 .15 .15 .15 .15 .15 .15
•((active Tan Rate .994929 .9999164 .9649297 .976U191 .97(9191 . 9 ''69 191 .9694145 .9619579 .956(04) .04(6911
Royalty Percentage .129 .129 .129 .125 .125 .135 .175 .125 .125 .176
KLVLRAtlCC TAX |I.Lt’) 71.4)049 96.97)71 97.96141 71.93499 79.45992 97.1)065 79.11249 59.19692 51.2097) 49.19790
SEVERANCE TAR |MO ELf) 194.4124 114.6195 121.1696 145.9679 154.7995 162.4(97 151.500) 145.2169 I )5.9694 129.7507
CONSERVATION TAR .•646499 .9799419 .9974299 .995411) .99541)) . P9541 )) .90)0)59 .97C6519 .9(467)4 .957090)
CatherIng 4 Cleaning Charge .4 .4999 .4919996 .4915919 .49299)9 .492596) .49)0994 .40)51)2 .4040175 .4045276
ROYALTIES 121.9719 119.9199 126.9991 1)4.5416 141.94)6 159.1449 149.1)2) 1)4.0590 126.5995 129.9)24
TOTAL OIL PROD REVCNUtl 194.9101 196.1979 192.9497 299.4695 221 .4945 2)7.6027 710.5449 19).9660 177.0182 161.329)

mine Point Prod.(HMbbI/d) R • .tut .92) .92) .97) .921 .92) .910 .016
Milne Point Price (6/bbi) 17.46 19.941 14.11 11.93 14.71 15.19 16.26 17.4 18.11 20. I )
Wa l l a 1 1 21.16 21.15 21.15 21.15 21.15 19.6 17.1 15.6
l I.V R • .999299) .69961 1 1 .69961 11 .60961 1 1 .609611 I .6 159020 .5970649 .5002759
Hum tnal Tea Rata .19 .19 .16 .15 .15 .15 .15 .15 . 15 .IS
t.Ilact Ive Tea Rate 0 9 .9111929 .99144 1 I .9914417 .9914417 .9914417 .996 105) .009(797 .9U974I4
Royalty Peccentaya .1429 .1429 .1426 .1625 .1625 .1(39 . 1(25 .1675 .1(25 .1625
SEVERANCE TAX 1EIP) 9 • .4421949 9.955724 9.457195 9.997944 19.44720 1 1 .4(997 9.2)2479 9.(07979
*■ tVCRAMCS TAX (NO ELPI 9 • 5.175991 14.69901 15.51)49 16.23999 17.1 )7(1 19. 1594 2 15.44242 14.7(817


