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ALASKA OIL SEVERANCE TAX POLICY

Alaska Dp- rtment of Law: Juneau, Alaska

Jon K. li~linghast, Asst. Atty. Gen.

Each day, some 1.57 million barrels of oil are
drawn from the Sadlerochit and Kuparuk reservoirs which
underly A.laska"s Arctic coast. The oil 1is passed through
the Trans-Alaska pipeline to the port cf Valdez, and shipped
by tanker to refineries along the Pacific coast and Gulf of
Mexico. North Slope oil is the consummate asset iIn Alaska®s
economic portfolio. It builds schools iIn the villages of
the Bering Sea: it saves lives iIn hospitals on the Arctic
rim. And, as each tanker depg;ts Alaska"s territorial
waters, the daymwnen it will be ggne draws nearer. In 15
years, North Slope production, including likely new
discoveries, will probably be about half of what i1t is
today.

For 250 years, Alaska has known brief and furious
interludes of intensive natural resource development. In
the main, however, A.laska®"s history has been one of poverty,
stagnation and aftermath. Each profiteer who has dipped
into Alaska®s resource coffer has paid little for his
reward, and has left to those who remained the consequences

cf his exploitation.

_Alaska"s waters some 1,2000,000 fur seals and sea otters.
Having rendered the sea otter r~>parantly extinct, the

company left as i1ts legacy i.ot cnly barren waters, but a
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diseased Aleut native population which stood at 12,000 in
1780, but numbered 2,200 sixty years hence.

The whalers came next, and after them the miners
and fishermen. Each had their golden age--an age about as
long as the life of an oil field--and each left behind
remains as sad as those bestowed by their Russian
predecessors.

Alaska®s lot is such that 1t"s economy will always
be vulnerable to cycles. It iIs remote; it Is inaccessible;
and i1ts weather and i1ts *errain are hostile. For the
foreseeable future, the state cannot expect a self-sustain-
ing economy rooted in manufacturing or agriculture. Eight
percent of Alaska®s work force is involved in manufacturing,
most of that being associated with raw processing of fish,
timber and oil. The value of agricultural production 1in
Alaska was only $5.5 million in 1960, and had increased to
but $ million by 1979.

Recurring and stable economic development in the
extraction of Alaska"s natural resources is limited by both
the carrying capacity of the resource, and the
extraordinarily high costs associated with any economic
activity in the state. Although Alaska®s commercial
fisheries have recovered from the aftermath of systematic
overfishing In pre-statehood years, that recover®/ has beer,
achieved onlv by fresting the level of comercial gear
through the state®s limited entry legislation, and an

aggres 1ive state-funded hatcheries program. Timber



production peaked in Alaska i1n 1973, when 655 million board
feet were harvested from the state®s public lands. In 1979,
some 493 million board feet were cut.

Alaska’s mining industry --for minerals other than
oil, gas and gravel--proauced $17 million in minerals in
1959, and essentially the same amount in 1979. In 1976 (the
last available data year), the per-sauare-mile valuation cf
hard rock mineral production in the eleven contiguous
western states was $5,545. In Alaska it was $410, and
decreased to $284 in 1979.

Regardless of the growth potential iIn Alaska“s
base Industries--and iIn many cases that potential 1is
substantial--the cumulative benefits of all recurring
economic activities will not sustain a state which, even
during the flush of oil revenue, faired poorly with its
sisters iIn the provision of basic services and fTacilities.
For example, Alaska has less than half the national average
of hospital beds per capita. The state has .64 nursing home
beds per 100,000, compared to the national average of 4.89.
17 percent of Alaska®s homes are substandard or overcrowded,
as opposed to a national average of 7.7%. The U.S. Environ-
mental Protection Agency estimated in 1930 that i1t would
require per capita exenditures cf $783 to bring Alaska“s
publicly owned sewage treatment works to secondary treatment
standards. The national average per capita cost was $123,
and no other state had per capita costs over $200. Alaska

shares honors with Hississipp. for the fewest
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physicians per 100,000 residents--78, compared to the
national average of 163. Less than one percent of the
state®s area is accessible by road.

The modest level cf tax revenues capable of being
generated by Alaska"s base economy is the cause of the
state®s historical i1nability to achieve equal footing iIn the
provision of rudimentary services. In 1959, the year of
statehood, Alaska®s tax revenues totalled $25 million. The
Trans-Alaska Pipeline commenced operation In 1977. Between
1970 and 1976, per capita state expenditures, adjusted for
inflation, remained virtually constant. While all corpora-
tions iIn the state-are subject to the same income tax rate,
in FY 1981 the state collected $860 million in income taxes
from corporate oil producers, and $35 million in income
taxes from all other corporate activity in the state.

Because of the backdrop against which i1t occurred,
and the return of a "bust" period which imprudent fiscal
management would ensure, no issue has more consumed the
Alaska Legislature over the past decade than the establish-
ment of sound tax policy during the brief, 1iIntensive and
extraordinarily profitable period of oil production 1in
Alaska. State government canr.ct alter the variations
inherent iIn an extractive economy. However, no motivation
more underlay statehood than did Alaska®"s need to steward
the brief periods of incense wealth generation--largely by
non-residents--in order to cushion the i1nevitable prolonged

aftermath which Alaskans alone would be reauired to suffer.
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Possessing the essential attribute of statehood--the power
to tax--Alaska would be capable of evening the curves by
establishing a tax structure which, among of other legal and
policy considerations, was responsive to three fundamental
concerns:

(1O "Boon™ activities, for two reasons, tended to-"
generate substantial profits which were exported iIn toto and
virutally tax free. First, because of the marginal nature
of Alaska®s base economy, tax liability was of necessity
often low. OF perhaps greater importance, % incidence and
measure of taxation iIn Alaska®s laws were drawn from
experience with the base economy. The "boom activities"
could be Oi a nature for which the incidence and measure of
the tax were 1inappropriate, resulting in under-taxation.

For example, the Alaska Legislature found in the mid-1970"s
that, largely because of the way that Alaska law measured
the income of a multi-state corporation doing business in
Alaska, the effective tax rate on a multi-state company
producing oil in Alaska was about 2 percent, instead of the
9_A percent paid by local A.laska companies;

(@ The "boom activity" inevitably aggravated the
state®s existing fiscal deficiencies through inflation and
peculation increases, and the attendant increased needs for
public services. 1In 19~0, Alaska"s population stood at
202,000. By the completion cf pipeline construction 1iIn
1977, the state"s population had swelled to 396,000. During

the pipeline construction year of 1975, the Consumer Price
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Index ('CPI') rose 7 percent nationwide. In Anchorage it
rose 11.1 percent--although iIn the pre-construction years of
1967-73 that city"s CPl had risen at substantially lower
rates than the nationwide average. In 1981, an average
American family of four spent $72 per week on food. In
Fairbanks it spent $93, and in Barrow $180. Cocpletion of
the pipeline in 1977 also left an i1nevitably high unemploy-
ment rate among an artificially high work force. [In 1978,
Alaska had an 11 percent unemployment rate (the highest in
the nation), against a national average of 6 percent; and

A The "boom" participants were not merely
earning and exporting returns from Alaska®s economic
portfolio. They were raiding its corpus. And, with little
but speculation as to whether there lay hidden future assets
of the magnitude of Prudhoe Bay, it was incumbent upon the
Alaska Legislature to ensure that the greatest long-term
public value was made of this asset before it so soon and so
finally evaporated.

Intensive oil exploration In the state began in
1954, when the Bureau of Land Management awarded 272 oil and
gas leases covering’some one-half million acres. At the
time, any oil production would have been subject to the
territory’s general mining license tax, which was first
enacted iIn 1913, and which levies a progressive 3-7 percent
tax cn net income frcm the mining operation.

The commencement cf drilling activit.es under the

1954 leases elicited the territory®"s first interest in tax
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legislation responsive to oil and gas production activities
In 1955, the legislature adopted Alaska®s first oil and gas
severance tax. Modelled after Oklahoma®s statute, the act
imposed a tax of one percent on the gross value of produced
oil at the wellhead.

On September 29, 1957, Alaska became an oil
producing territory with the discovery of the Swanson River
oil field in the Kenai National Moose Range. Two years
later, Alaska became a state, and thereafter a series of
discoveries in upper Cook Inlet clearly entrenched oil
production as a major component of Alaska®s base economy.
The first offshore discovery was the Middle Ground Shoal
field in Cook Inlet in June, 1962, followed by the Trading
Bay field (June 1, 1965), the Granite Point field (June 9,
1965) and the McArthur River field (October 24, 1965).
Coupled with several gas discoveries during the same period
the value of Alaska oil and gas production rose from
$301,000 in 1959 to $50.4 million iIn 1966.

Despite the success of Cook Inlet development--
which was to eventually peak in 1970 with the production of
some 81.6 million barrels of oil--the Alaska Legislature
remained unwilling to increase the industry"s severance tax
liability above the conservative cne percent rate establish
ed two years before oil was discovered. Statehood did"not
bring a rush to tax for taxation®s sake, and the health of

Cock Inlet activity did not convince the legislature that
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oil development was anything other than another tentative
component of Alaska®s vulnerable base economy.

In 1967, the state finally increased the severance
tax from one to two percent--for reasons hardly of its own
making. In that year, the city of Fairbanks was devastated
by savage floods, and the legislature was called into
special session to provide emergency relief. Some $9
million in disaster appropriations were necessary. To Ffund
a portion of the deficit, the legislature temporarily
increased the severance tax.

Between 1966 and 1968, Cook Inlet production had
expanded from 1A million barrels annually to 66 million
barrels. Annual production was worth $187 million in 1968.
The 1968 legislature concluded that higher severance tax
rates were warranted in light of this swell in industry
profitability. The decision was colored by perceived price
reporting anomalies by Cook Inlet producers, and the result
was an increase 1iIn the severance tax rate from one to three
percent--plus the one percent disaster severance tax.
Severance tax revenues dgrew the following year from $1.1 to
$A million.

By 1963, then, the state"s oil severance tax
remained at a level comparable to taxes assessed against
even marginal components of the state"s base economy. Iin 13
years, the tax had increased 3 percent from the initial
hesitant levy on an unproven industry. In early 1968,

however, the largest oil field ever found in the United
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States was dicovered at Prudhoe Bay. It was immediately
apparant that the brief window of intensive industrial
activity heralded by the discovery would dwarf the booms of
the past, and that a tax regime conservatively developed in
response to Cook Inlet production would not be sufficient to
manage the impacts and significance of Prudhoe Bay.

After nearly two years of study and debate, the
legislature in 1970 adopted the state"s first progressive
severance &.c rates--although the 1968 increase had been
"progressive"™ in the sense that it was responsive to
substantial increases 1in profitability in the one region
where oil development was occurring. The rates established

by the 1970 law were:

Dailv Well Production P..ate (%)
Up to 300 3
Next 700 5
Next 1500 6
Above 2500 8

Since the 1967 disaster severance tax was
repealed, the law had the effect of reducing the nominal
rate on marginal wells. Severance taxes 1in FY 1971
increased from $5.9 million to $9.9.

Severance taxes are based upon value at the well-
head- -a sum which decreases with any increase in transporta-
tion costs to the point cf ultimate sale. During the early
1970"s, cost estimates for the Trans-Alaska Pipeline grew

from $1.3 to $3 billion, and the state became concerned that
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what the severance tax gaveth, high pipeline tarriffs
imprudently allowed would taketh away.

The 1legislature®s response in 1972 was to
establish a combined floor on state royalty payments and
severance taxes. The floor was established by applying the
applicable severance tax rate, with a credit for royalties,
to a wellhead price of $2.65/barrel. The law resulted in
only a nominal increase iIn severance tax revenue in FY
1973-- from $11.A million to $12 nmillion.

The concept cf a combined "floor"™ on severance
taxes and royalties was an anethema to the oil industry.
Royalty payments had been sec by lease agreement with the
state at 1/8 of the value of production--without a price
“"floor”--and the industry sued the state over the 1972 law
as part of wide-ranging litigation dealing with state
regulatory authority over pipeline construction and
operation.

In 1973, Governor Egan called a special session of
the legislature to attempt to settle the lawsuit. The state
agreed to repeal the royalty portion of the "floor"™, and
also agreed to repeal or modify a host cf pipeline revenue
and regulatory measures which the industry found objection-
able,' but only after the induscr{ agreed to ccrresrcnding
increases in the severance tax rate. Industry was willing at
the time to sacrifice severance tax advantages for a removal

of the royalty floor, together with substantial state
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concessions in the area of pipeline regulation. The rates

established in the 1973 special session were:

Dailv Production Rate
Up to 300 5
Next 700 6
Over 1000 S

The "floor™ on the severance tax was retained,
with a cents-per-barrel minimum tax established based on
aool in_he applicable rate to a wellhead value of $3,375.
The floor was to be adjusted, however, both by the API
gravity of the oil, and by 1increases or decreases in the
U.S. 3ureau of Labor Statistic®"s Wholesale Price Index for
crude oil.

The 1973 "package'"™ was 1in fact a miscalculation by
both sides. Neither side foresaw the Yon Kippur war months
hence; the resultant embargo; the quadrupling of OPEC
prices; and the imposition of federal price controls. The
industry found the cents-per-barrel floor increasing through
the WPI while federal price controls capped the value of
"old"™ Cook Inlet oil. The legislature, on the other hand,
was Ffaced with potentially skyrocketing Prudhoe Bay profits,
with only a 3 percent rate change senaratins the most
profitable Prudhoe Bay operation from the nest marginal well
in Cock Inlet.

r.e sessions or tne _egisiktture betwmssan 1971 ate
1978 were consumed with the controversy of oil industry

taxation. In-depth studies were undertaken of the likely
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profitability of Prudhoe Bay production, with an eye toward
equalizing the inpact of the severance tax on the state”s
producing regions, and evening out the boon-bust curve
threatened by North Slope production. Information developed
for the legislature suggested that Prudhoe Bay production
would yield a 35 percenc rate of return. The existing
severance tax law, 1in short, was insufficiently progressive.

In 1977, the legislature fundamentally altered the

state"s severance tax. A single noninal rate cf 12.5
percent was established. That rate, however, was reduced by
a fraction called the "economic linit factor"™ ("ELF"). The

ELF fraction had the effect of reducing the nominal rate as
production from a well decreased, to the point where no tax
was imposed when a well operated at its minimum economic
limit.

The ELF fraction is a unique feature of Alaska“s
severance tax, and reflects the legislature®s sensitivity to
the very different circumstances of northern and southern
oil development in the state. Cook Inlet production began
to decline after 1970. As a well"s productivity declines,
the point approaches when production frcm the well 1is no
longer economically justified. Near that level, even a very
small flat rate severance tax will cause the well to be
shut-in. The ELF fraction is thus not only consistent with
principles of progressive taxation, but as well performs a
critical conservation Tfunction. In Cock Inlet today, the

average "ELF factor™ 1is 30 percent, which means that the
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average effective severance tax rate is 5 rather than the
current nominal 15 percent. Numerous wells are currently
operating at or near their minimum economic limit, which
means that the effective tax rate for those wells 1is at or
near zero.

The 1977 law also retained the cents-per-barrel
floor, raising it to a base of $4.90/barrel for "old"™ oil
and $6.53/barrel for all other oil. The floor was no longer
indexed to the WPI.

As discussed previously, the adverse economic
impacts and population increases caused by the North Slope
boon peaked in the mid-1970"s. Alaska®s population grew by
10 percent in 1974, and again in 1975, as Trans-Alaska
pipeline construction commenced. A.nd even though real state
spending per-capita remained virtually constant over that
period (see above), the legislature found itself in 1975
with a S450 million revenue shortfall for the period 1975-
77. Although 1increased demands for government services were
substantially attributable to pipeline activity, revenues
from North Slope development would not be received until the
pipeline was completed. Thus, 1in 1975, the legislature was
compelled to enact a two-year '"reserves tax." The tax was
levied cr. the value of the oil in the grourd, and the tax
paid was subsecuently credited against lat .r severance”
taxes.

The two-year reserves tax generated $494 million

in revenues It also served to substantially reduce

-13-
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severance tax payments in fiscal years 1978 and 1979--the
first two years of pipeline operation.

The changes made by the Alaska Legislature to the
severance tax iIn the 1970"s were the product of a considered
effort to make state oil tax policy responsive to the
rapidly changing nature, 1impact and significance of oil
production in the state. Although the changes were
frequent, they were no more so than the events of the decade
which necessitated them. The progressive divergence in the
rate of taxation reflected the emergence of Prudhoe Bay as a
uniquely profitable enterprise which could in all fairness
be subjected to a higher effective severance tax rate with
at worst no more severe impact than had been suffered by
Cook Inlet operations. The amount of severance taxes
imposed on North Slope development was itself influenced by
the unquestionably high adverse economic impacts caused by
pipeline construction.

The severance tax, however, was not made to pay
the price of Prudhoe Bay®"s role in Alaska’s long-term
economic goals. To smooth the future economic curve during
the brief period of"North Slope development, the state, put
simply, needed a savings account--a sum above those
uncertain revenues which the state"s future base economy
would vield in order to fund the continuing needs of a
population swollen by Prudhoe Bay itself. The state"s
response was the Permanent Fund--authorited as a
constitutional amendment by the voters in 1976, and into
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which is placed at least 25 percent of all money received by
the state as the lessor of mineral acreage. In Alaska,

then, "saving for the Tfuture"™ 1is a function not of tax
policy, but rather of the state®"s role a~ proprietor.

In 1981, the state again altered its severance tax
laws. As in 1973, it did so in response to oil industry
litigation, and the net result was to materially decrease
the tax liability on the production industry. As discussed
previously, the state"s corporate income tax, the
fundamentals of which were enacted at the time of statehood,
proved an inappropriate measure of a multi-state company®s
production income attributable to Alaska. In 1978, the
legislature amer led the income tax to insure that the tax
levied on Prudhoe Bay production was at the same rate as
that applicable to ether taxpayers. lhe major Prudhoe 3ay
producers sued the state, seeking t, have the iIncome tax
declared unconstitutional and some $1.8 billion (collected
between 1978 and 1981) refunded.

In 1981, the legislature altered the income tax 1in
order to reduce the state®"s exposure in the litigation. The
amendments, however, substantially reduced the state's
income tax receiggts. In order to partially comgensate for
the lost revenues, the nominal severance tax rate was
increased to 15 percent, and the ZIP discount was disallowed
for the first 10 years of production for highly productive

wells.
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The net result: was a decrease in state severance,
and income tax revenues of some $225 million for upcoming FY
19S3--although the decrease was not sufficient to induce the
company®"s to dismiss the income tax litigation.

The fiscal impact of the 1981 package 1is dwarfed,
however, by the current $4-6/barrel drop in world oil
prices. Sound Tfiscal manaegment of Prudhoe Bay must cope
not only with the location of the North Slope peak 1in
Alaska®s long-term economic continuum, but as well with the
yearly and even monthly gyrations in world oil prices.

Every $1 drop in oil prices lowers the state®"s severance tax
by 4.5 percent, and has a similar effect on state royalty
payments. The severance tax in turn represents about 30
percent of the state®"s unrestricted revenues.

Much of the popular criticism of Alaska“"s
treatment of the oil industry flows frcm the events of FY
1982, when OPEC oil prices completed their two year
ascension from $12 to $34 per barrel. In FY 1979, with
North Slope wellhead values in the $6 range, the state
received $1.13 billion in total unrestricted revenues.

Total unrestricted state revenues for FY 1982-- the year 1in
which oil prices peaked--were estimated in January, 1982 at
$4.13 billion. This year®"s oil price cacraases, however,
ara new predicted to cause a loss cf $1.63 billion in
revenues for the remainder of FY 1982 and for FY 1983.

Similar drops are predicted for subsequent fiscal years.

400 “84233
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Th results are state revenues Tfor FY 1983 of
$2.7A billiovi--about the same as the $2.5 billion received
for FY 1980. The state®"s Tflush of oil revenues lasted two
years, and the state now finds itself in the position of
caking massive cuts in both 1its operating and capital a
budgets. The state"s operating budget will not increase
over FY 1982, despite inflation. The FY 1983 capital budget
will be approximately one third of the amount authorised in
FY 1982.

The response of the legislature has not been to
increase oil production taxes. Indeed, with the exception
of the 1967 disaster tax, and perhaps the 1975-77 reserves
tax, Alaska"™s policy has been motivated not by monetary
reaction, but rather by at least an attempt at principle.
Prudhoe 3ay 1is a unique phenomenon played out on an equally
unique economic stage. Its astounding magnitude and
profitability; its stark contrast in kind and degree to the
state"s marginal base activities on which Alaska®"s tax laws
are otherwise based; and its Tfleeting presence on an
otherwise depressed frontier, call for the development of
tax policies that might seem inappropriate in other times
and rlaces. That, however, is the fulcrum of federalism,

and it is our TfTederal system which has allowed Alaska to

intelligently manage this brief and consequential eoisoca in

its verv difficult historv.
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iMarch 3, 1937

The Honorable Ben Grussendorf
Speaker of the House

Alaska State Legislature

P.O. Box V

Juneau, AK 99811

Dear Representative Grussendorf:

Under the authority of art. 11l, sec. 18, of the Alaska Con-
stitution, |1 am transmitting a bill relating to the oil and
gas properties production tax The primary effect of the
bill is to postpone the application of rhe 'true"™ economic
limit factor (ELF) to the Prudhoe Bay fTield. The bill also
amends the economic limit factor provisions applying to ail
oil Tfields so that the ELF 1is not sensitive to changes in
the value of oil.

Existing AS 43.55.011(a) provides that an oil producer must
calculate its production (severance) tax by multiplying the
nominal rate calculated under AS 43.55.011(b) and (©) by the

economic limit factor determined under AS 43.55.013. The
ELF is a formula that has the effect of reducing the sever-
ance tax rate. In 1981, the Ilegislature made several

changes i1n oil and gas taxes: the income tax was changed to
substitute modified apportionment for separate accounting;
the nominal rate of the severance tax was increased for some
fields; and the application of the ELF to a lease or proper-
ty with an ELF of more than .7 was suspended until after
that lease or property had been in commercial production for
10 years. Ch. 116, SLA 1981. Suspension of application of
the ELF was accomplished by providing that, if the ELF was
more than .7, then the ELF was considered to be ‘'one."
AS 43.55.013(b)(3). Thus, when multiplying the severance
tax rate by the ELF, the full amount of the tax is the prod-
uct.

Only the Prudhoe Bay and Lisburne fields currently have an
ELF greater than .7. The Lisburne ELF is expected to fall
below .7 after fiscal year 1988, but the Prudhoe Bay ELF 1is
expected to remain about .7 for a number of years. Prudhoe
Bay will have been in production for 10 years in June, 1987;
thus, absent an amendment to AS 43.55.013(b)(3), the ™"true"
ELF, as calculated under AS 43.55.013 (b) (1), will begin to
apply to that field at that time.



Hon. Ben Grussendorf Page 2

The fiscal note on the 1981 legislation did not include pro-
jections oeyond FY 1985, but an analysis by the Legislative
Finance Division showed that application cf the "true" ELF
provision would cause state revenue to fall precipitously in
FY 1S88. Governor Hammcnd noted this possibility, but ex-
pressed "“full confidence 1i1n the ability of the legislature
to deal at that time"™ with adverse revenue consequences,
should they prove to be serious. Statement of Governor
Hammond on signing FCCSSB 524 (ch. 116, SLA 1981); see Ju-
ly 27, 1981 press release on oil and gas legislation, Tfourth

page.

Application of & "true" ELF to Prudhoe Bay would result in
serious consequences for the state in the coming Tfiscal
year: state severance collections would be reduced by over
15 percent, and FY 1983 revenue would fall by S93,000,000
(already accounted for 1in the official "mean™ forecast).
Section 1 of the attached bill would prevent this precipi-
tous decline in revenue by amending AS 43.55.G13(b)(@B) to
delay the applicability of the true ELF to Prudhoe Bay for
an additional TfTive years. Section 1 cf the bill also makes
a conforming amendment to AS 43.55 013 (M) @ and @&). So
long as the '"true" ELF does not apply, the severance tax
rate will be the full 15 percent of Vc.lue, or $.80 a barrel,
whichever 1is areater, subiect to the adjustment in AS 43.-
55.012.

The bill also changes the ELF provisions for all oil fields
to remove the sensitivity of the ELF to price fluctuations.
An element of the ELF calculation is the "PEL,"™ or "produc-

tion at the economic limit."” The PEL represents the number
of barrels a producer must produce in order to recover the
costs of production. Currently, the PEL is oresumed to be-
300 barrels per well per day, but the ta: er may rebut

this presumption at a hearing before the Department of Reve-
nue. At the hearing, the PEL would be calculated by divid-
ing the cost of production into the value of the oil.
AS 43.55.013(d). IT the price of oil drops, the producer
may be able to prove an entitlement to a PEL in excess of
300 barrels; if so, the ELF for that producer will go down.
Thus, if prices fTail drastically, the state loses severance
tax revenue not only because the severance tax 1is applied
against a lower value of oil, but also because the severance
tax rate itself goes down as the result of a PEL hearing.
Earlier in 1986, because of low prices, we were fTaced with
the possibility that the state might suffer from this double
reduction iIn severance tax revenue.



Hon. Ben Grussendorf Page 3

Section 2 of the attached bill deals with that problem by
repealing the portion of existing law that provides for a
hearing to change the PEL. The PEL is then simply set at
300 barrels per day. As a result, the ELF will be sensitive
to changes iIn the amount of production, but will no longer
be sensitive to fluctuations 1iIn price or the costs cf pro-
duction. Section 3 of the bill repeals two subsections iIn
AS 43.55.013 dealing with the two elements of the hearing:
costs and values. These changes no not apply to the produc-
tion of gas.

I urge your early consiaerat is bill.

~feeve Cowper
Governor
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No. 1
HB 164
3/4/87

Revenue Impact of Extends Million 9S)

fiscal Delta Delta
Year 305; Mean

1987 0 0
1988 76. 73 26. 26
1989 91. 95 113.06
1990 98. 48 128.33
1991 99. 85 132.92

1992 105.61 139.09
1993 5.72 7.3

1994 3.9 7. 64
1995 3. 66 6.56
1996 4.55 5.28
1997 3. 67 5.55
1998 2.01 3.91
1999 2.53 2. 62
2000 -. 16 2. 08
2001 -1 2.79
2002 -.82 2.68
2003 -.73 2.28
2004 .53 2.1

2005 .49 1. 87
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MEMORANDUM
STATE OF ALASKA
Department of Revenue

Petroleum Research Section
February 27, 11537

To: Vincent D. Wright, Chief of Research
From: Charles Logsdon, Petroleum Economist

Subject: More ELF

Per your request, | have examined the revenue and production
impact of extending the 10 year period during which the ELF is
subject to the .7 or greater test to 15 years and fixing the
value of the Production at the Economic Limit (PEL) at 300
barrels per well per day. Prudhoe Ray and Lisburne are the
fields currently producing with a calculated ELF greater than .7
and thus would be directly impacted by this change in the State
severance tax law. On average, the calculated ELF for Prudhoe is
not expected to fall below 0.7 over the next 5 years. We expect
the Lisburne ELF to fall below 0.7 in FY 1989 and subsequent

years.

By setting the PEL at 300, the ELF no longer would be sensitive
to the price of oil or the cost of producing oil and would be
totally dependent on per barrel productivity for a producing
lease or property. Over the next 5 years as Prudhoe Bay
production begins to decline the only reason for an ELF less than
0.7 would be if a significantly greater than expected number of
additional wells were drilled. For example we currently expect
Prudhoe to produce on average, 0.984 million barrels per day Iin
1992 from 465 wells providing an ELF of.7911. If this same amount
of oil were produced from 705 wells, the ELF would be equal to
-6906.

The following cables illustrate the revenue impact and production
impact of extending the EJF time line to 15 years and fixing the
value of PEL at 300. These results are generated by the DOR
revenue simulation model using the December 1986 input
assumptions. The most significant resuLt other than the revenues
generated is that there 1is almost no average expected effect on
North Slope production.



STANDARD
May 18, 1987 ALASKA PRODUCT ION

Senator Jan Faiks

Alaska State Legislature
P.O. Box V

Juneau, Alaska 99811

Dear Senator Faiks:

In his letter of May 17 to the members of the Senate, the
Commissioner of Revenue maintains that only by 1increasing the
severance tax on Alaska®"s oil industry can Alaskans receive cheir
fair share of economic benefits from Alaska"™s petroleum activity.
The Commissioner cites as evidence the analysis of North Slope
development expenditures prepared by our industry as proof of his

claim.

We strongly believe the Commissioner has misrepresented this
analysis and 1is wrong 1in calling for passage of HB 164 which in-
creases severance taxes on the industry for the following reasons:

1. The numbers 1in the analysis do not 1include the billions
of dollars paid to the state of Alaska as income taxes,
property taxes, severance taxes, royalties or oil and

gas conservation taxes during this period;

2. The figures represent dollars spent on capital terms
only. For 1instance, the numbers do not include 1instal-
lation costs of North Slope facilities which total in
the billions of dollars awarded to Alaskan contractors;

3. The Commissioner®s Jletter 1ignors the fact that Alaska
does not have the ability to manufacture many of the
facilities (such as oil pipelines and production modules)
which are necessary for oil production in Alaska;

4. The Commissioner neglects the millions of dollars spent
by the industry each year 1in payroll and salaries for
their employees and those of their contractors which
provide services such as security, drilling rigs, catering
and routine machine maintenance; and

5. We challenge the Commissioner®s assertion that additional
severance taxes will provide direct economic benefits to
Alaskans. The additional funds will undoubtedly go to
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lay 18, 1987
Page Two

fund unnecessary high Jlevels of government

continue to
polls indicate Alaskan citizens want to

which recent
cut back.

to oppose HB 164 and any

We at Standard strongly urge you
oil 1industry.

other tax measure that would adversely affect the

Sincerely,

R. A. Straub
Vice President
External Affairs

the interests of clarity, I have attached for vyour
paper prepared which is 1in response to an
prepared by the Office of Management and

P.S. 1In
information a

earlier paper
Budget.

cc: Commissioner Malone
Department of Revenue

XSreg Erickson

"e"0ffice of Management and Budget



The "ELF"
and

North Slope O il Production

Information of Importance on CSHB-1614

jor points Alaska policymakers should know:

IFCSHB-164 were enacted, Alaska would continue to
have the highest effective severance tax rate in the

nation.

A Department ofRevenue projection of "lost oil pro—
duction" underestimates the likely impact of CSHB-164.

CSHB-164 isa change in the structure of the ELF formula
that goes fa'-beyond its revenue effect on Prudhoe Bay.
Itshould be looked atwith caution.

Investment funds for Endicott and Lisburne, new fields
on the North Slope, have been largely generated by
Prudhoe Bay. A tax "break™ on marginal fields, cited by
advocates for CSHB-164, would be offset by a larger tax
bite on Prudhoe, which produces the investment funds for

"marginal fields".

Standard Alaska Production Company, May 12, 1987



On April 21,1987 the Office of Management and Budget issued a collection of
material on the ELF, the Economic Limit Factor in Alaska's oil and gas severance
tax. Many points made by OMB are misleading. Space limits limit our response to
just a few.

OMB |m lies thaft If CSHB-164 were erhacted Alaska would st\ll be
W|th||n the ange SeV raq}ce taxes, In other states. act, Alaska
would continue™to have the highest effective severance tax rate.

OMB uses only the Kuparuk field as an example, which accounts for only one
seventh of Alaska's oil output, and cites an effective tax rate of 10.7%. However,
under CSHB-164 the average tax on all Alaska production would be 13.4%. What
accounts for the difference, of course, is the higher tax (almost 15%) that would
apply to Prudhoe Bay, which provides most of Alaska's oil production.

CSHB 164 ANALYSIS: Including all Alaska ail production (FY 88)

CSHB 164

STATE TAX AS PERCENT OF VALUE
Alaska (proposed) 13.4%

Louisiana 12.5%

Alaska (existing) 11.6%

Oklahoma 7.0%

Texas 4.9%

California 0%

OMB ANALYSIS: Looking only at Kuparuk (FY. 81

STATE TAX AS A M@%K OF VALUE
Louisiana 12.5%
Alaska (proposed) 10.7%
New Mexico 8.0%
Alaska (existing) 7.6%
Oklahoma 7.0%
Wyoming 6.0%

Texas 4.9%



The average severance tax rate of the four other top oil producing states is
6.1%. The effective severance tax rate for Alaskan production under current law is
almost twice the average ofthe other top oil producing states. The new ELF would
increase the effective rate another 1.8%, putting Alaska far above any other state.

stil], isn't OMB's paint that CSHB-164 would keep taxes low on
smafl #lel(f other thainrudhoe and actually ecreaseptaxes on some

small "marginal fields"?

What is obscured is that there are "marginal projects" within the Prudhoe Bay
field itself, development programs that could apply more intensive development
drilling or enhanced oil recovery to the reservoir. These projects could recover
huge amounts of oil - the equivalent ofseveralfields like Endicott or Lisburne, two
new "marginal fields" now under development. In all likelihood, outside of ANWR
the biggest prospect for maior new recoverable oil reserves is right in the Prudhoe
Bav field itself.

But still, 1sn't there a tax decrease on Endicott and Lisburne?

We believe OMB's figures overstate it. Our estimates of its effect are different,
and that it does not amount to a significant savings. It should also he pointed out that
the 33% tax increase on Kuparuk (bv OMB's figures) will have a serious adverse
effect on further development in that field. It is worth noting that the vast bulk of
the investment funds for Lisburne and Endicott are coming from the Prudhoe Bay
field, since Prudhoe owners are also involved in development of these smaller
fields. The same is true for Kuparuk. Higher taxes on Prudhoe drains off capital
that could be invested in new projects.

What about Milne Point? OMB cites that case. Doesn't it illustrate the
quws In the current ELF?

If there are problems in how the ELF applies to particularly marginal fields, the
current statute provides a mechanism to solve them - the right to challenge the
"economic limit" in the formula itself. A reasonable interpretation of the statute
would protect truly marginal fields. CSHB-164 actually provides relief for small
fields - marginal or not - and imposes a greater burden on larger fields, even those
marginally economic. DOR could, by regulation, solve the "problems" cited by
advocates for CSHB-164. They do notjustify a change in the statute.



In recent House testimony, Standard said that with lower ail prices th
state'f overa?iJ "s[h re” gf oﬁ" production revenues have Pncreaseg

sharply. oms says this is "false". Is It?

No. And OMB cites no data in making that, claim. In fact, Standard's analysis is
based on Department of Revenue data.

Standard testified that at $15 oil prices ($9 wellhead), the state share of net
production income based on a Department of Revenue study, would be 96% for FY
1988-1992. The DOR study referenced is: "Sensitivity Analysis of Projected
Revenue Collections”, by John Larson et al. (December 1986). The purpose of the
study was to provide the economic effect of Alaska's oil taxes at various wellhead
prices. Following is page 93 of the study which addresses $15 oil prices ($9
wellhead). Page 93 is captioned, "Percentage Share Comparison - Calculation of
State Petroleum Production Revenue as a Percentage of Petroleum Production Net

Income."
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It is clear (and no one has contended otherwise) that the data is from the
December DOR study. What is also difficult to dispute is:

$7,758MM (current law state petroleum production revenue) divided by
$8,084MM (total petroleum production net income) times 100 (to convert
to a %) is 96%, and

* the schedule on page 93 is intended specifically to address the state
share issue.

In conversations with Standard. Department of Revenue analysts agreed the
information was not being misinterpreted.

The point Standard was making in its testimony is that low oil prices
have dramatically reduced producers’ netreturn onproduction revenues,
and that state royalties and taxes, because they are levied on gross field
revenues rather than net, become muchlarger as apercentage of the
overall. Bv increasing taxes. CSHB-164 would essentially reduce industry's
share of net production income (as defined by Department of Revenue) to
zero. This is hardly an incentive for further development activity.

But don't pipeline profits offsetthat?

Although believing that transportation income is irrelevant in determining tax
policy for production taxes, Standard testified that inclusion of the transportation
income still resulted in a state share 0f59% over the same period and at the same

price.

OoOMB hasnumbers which indicate industry's "share" at much
different levels. How is that?

OMB looks at 1982 through1985, years with high oil prices, in their
claim of a highindustry "share". They alsoinclude pipeline income in the
calculation. Ouranalysislooks five years into the future, using lower
prices and assuming that low to moderate prices will continue for some
time into the future. Governor Cowper, and many oil companies, have said
that it is reasonable to assume $15 oil prices as a long-term "planning"
figure, although prices have shown some recent short-term improvement.
Additionally, we think there are also serious errors in the assumptions
used in the OBM "share of the pie" analysis, particularly assumptions of
federal tax liability.



The OMB reﬁ]ort _relying org a De artm?nt of Revenue analysis
st Hes that the cumulative” loss of production trom the new ELF 1§ 21
million barrels. Do you agree?

No. Any sense of security associated with a loss of 21 million barrels is a false
sense of security. Arco has estimated the "production lost" at a much higher figure -
200 million barrels just in Prudhoe Bay.

The likelihood that the 21 million barrel "lost production" is substantially
understated is apparent from looking, only at proposed additional development at
Prudhoe over the next few years. We see the potential of the Prudhoe Bay
reservoir, with current technology, at about ten billion barrels recoverable. Five
billion barrels have been produced already. With facilities and wells now in place,
four billion - for a total of nine - can be produced. Recovering the additional one
billion barrels will require additional capital investment in facilities and drilling.
Many of these future investment decisions are onlv marginally economic. This
future development and some of the expected production from the current wells
and facilities is jeopardized bv proposed changes in the ELF.

CSHB-164 is no mere "technical correction" of state oil tax laws, or even iust
halting a scheduled reduction of the 15% severance tax on Prudhoe Bay. Itis a
restructuring of the ELF formula that eliminates its effectiveness as an incentive
for further development drilling. Because of this, it should be looked at very

cautiously,
How is Alaska's tax structure viewed by others?

In a two-year study of state economic policies published in March, 1987,
"Making the Grade: The Development Report Card for the States"™ by the
Washington-D.C.-based Corporation for Enterprise Development, Alaska was
rated 49th (tied with Tennessee) in the state policies toward economic development
index. A prime component in this index is an effective and equitable tax code.
Alaska's low rating in the index is tied to Alaska's heavy dependence on oil

revenues.



STATE OF ALASKA

Department of Revenue
Petroleum Research Section

February 11, 1987

To: Vincent D. Wright, Chief of Research
From: Charles Logsdon, Petroleum Economist

Subject: New ELF

Per your request, 1 have examined the revenue and production
impacts associated with changing the ELF to consider field size.
This modification is similiar to the one outlined in HB 545 and
presented in analysis done by myself in papers prepared for
presentation to the tax committee.

Briefly, the modification 1is accomplished by introducing a
scaling factor and also the rate of field production into the

exponent of the current ELF formula. The value of this scaling
factor determines at what level of production the resulting ELF
is greater than under the current law. For instance, 1in HB 545

the factor has a value of 37,000,000 which, given a PEL of 300,
translates into a break point of roughlv 80,000 bbls/day. The
analysis 1 did for the tax committee last December under the OMD
modified alternative ELF used a factor with a value of
45,500,000. This translates into a break point of roughly
100,000 bbls./day. In the analysis contained in this memo | have
used a factor value of 55,000,000, which results in a break point
of roughly 120,000 bbls./day. A breakpoint of 120,000 bbls./day
would 1increase the effective severance tax rate on Prudhoe Bay
and Kuparuk production. It would reduce the effective severance
tax rate on all other oil fields now producing or likely to
produce 1in the next two years, 1including all Cook Inlet fields,
Milne Point, Lisburne, and Endicott. This is because none of
these fields are projected to produce at or above the 120,000
bbl./day level. | have attached a computer printout which
illustrates the sensitivity of the change in effective tax rate
on each field of different assumptions for production and well
count using the 55 million scaling factor

AN \Acho\mVv ~



To illustrate the effect of different scaling factors
I have developed the following tables.
illustrates the break point for various values
i.e.
lower ELF than

calculation
table
scaling factor
in a

Field Prod.

Prudhoe 1510000
Kuparuk 230000
Milne 20000
Endicot t 70000
Lisburne 35000
West Sak 100000

the total

Factor

20000000
30000000
40000000
50000000
60000000
70000000
80000000
90000000
100000000
110000000

shows the calculated

that currently calculated.

of the scaling factor.

Prod/Well

30MM

2900 .9928
885 .8353
900 .1317
900 .5603
1400 .5021
550 .4545

on the ELF
The first
of the

field production which would result
Breakpoint
43479 bbls./day
65219
86958
103698
130438
152177
173917
195656
217396
239136
ELF by North
Factor/ELF
40MM  50MM  60MM  70MM  80MM  90MM
.9904 .9880 .9856 .9833 .9809 .9785
.7866 .7408 .6977 .6571 .6188 .5828
.0670 .0341 .0173 .0088 .0045 .0023
.4619 .3808 .3140 .2588 .2134 .1759
.3990 .3171 .2521 .2003 .1592 .1266
.3495 .2687 .2066 .1589 .1221 .0939

100MM

.9762
.5488
.0012
.1450
.1006
.0722



The following two tables 1illustrate the revenue and production
impact of modifying the ELF to include field size in the formula
using the 55 millon scaling factor. The results were generated
by the PETREV monte carlo simulation model that DOR uses to fore
cast petroleum production revenues. Interestingly the revenue
impacts are not that much different from those contained 1in the
fiscal note prepared last year concerning HB 545. The average
expected production impacts are also relatively low. The mildly
negative 1impact on Lisburne production is a result of a slightly
higher TAPS tariff, due to slightly lower throughput, more than
offsetting the lower severance tax burden. The negative impact
on West Sak reflects the probability that should this project
become economic, production may exceed 120,000 bbls/day from a
large number of low productive wells.

Field Size ELF, Field Fac
(Millions =5

“iscal Delta Delta
“ear 30% Mean

1987 10.45 10.93
1988 88. 18 112.29
1939 98. 14 136.23
1990 109.61 147 .04
1991 96. 13 132.35
1992 94. 18 127.23
1993 91. 30 124.34
1994 81.51 118.59
1995 77.60 112.06
1996 = 69. 74 98. 74
1997 62.21 92.73
1998 49.52 82. 14
1999 43. 91 75. 70
2000 33.42 72. 90
2001 31. 73 72.49
2002 27.43 73.42
2003 28.46 73.09
2004 23.53 62.25

2005 20. 23 47. 44



Production Impact of Expo55 (Million bbls/yr)

Fiscal Prudhoe Milne West Other Olher

Yonr Riiy Kupnruk Point Endicott ,isburne Sak Onshore Offshore Totnl
1987 0 0 . 05 0 -.03 0 0 0 .02
1988 -1.97 -.32 .23 .65 -.05 0 0 0 -1.46
1989 -1.77 -.33 .37 2. 16 -.06 0 0 0 .37
1990 -1.59 -.33 .39 2.13 -.07 0 0 0 .53
1991 -1.46 -.29 . 39 2.1 -1 0 0 0 .64
1992 -1.41 - 26 .36 2.01 -1 0 .28 0 .88
1993 -1.25 -.23 .38 1.94 -, 12 0 .51 0 1. 23
1994 -2.59 -.38 .32 1.41 -.47 0 .53 0 -1.18
1995 -2. 24 -.37 .29 1.69 -.41 -.63 .56 0 -1.11
1996 -2. 16 -.3 .18 1.22 -.37 - 77 .48 0 -1 .72
1997 -3.12 -.27 .19 T7 -.31 -1.13 .41 0 -3.46
1998 -2.57 -. 16 .18 .41 -.28 -1. 13 .38 .13 -3. 04
1999 -2.18 -1 . 16 .06 -.21 -1. 23 .58 .17 -2.75
2000 -1.93 -.07 .03 18 -, 17 -1.23 .51 .18 -2.86
2001 -1.77 -.02 -.03 -.3 -.11 -1 .26 .43 .21 -2. 85
2002 -1.46 -.01 -.009 -.36 -.07 -1.32 .34 .23 -2.74
2003 -1.31 0 -.06 -.33 -.02 -1. 12 .24 .23 -2. 37
2004 -1.27 -.01 .01 -.34 -.02 -1.11 .22 .23 -2. 29
2005 -1. 13 -.04 -.03 -.26 -.04 il o8 18 .28 2. 12

Total -33.18 -3.49 3. 32 14.78 -3.01 -.12.01 5.65 1.6G -26.28
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ANNVIEMORANDUM State of Alaska

TO Mary A. Nordale date: October 31, 1985
Commissioner of Revenue

AHLEND:

TELEPHONE NO:

FROM: Vincent p. wright V7</ subject- hb 353
Chief, Research Section

The HB 353 versus current law analysis is virtually complete with the
exception of the TAPS settlement impact. The incorporation of the TAPS
settlement and its impact on HB 353 versus current law we hope to
complete by the end of November.

I naturally have greater confidence in the results of this project as
compared to our preliminary work in that we took the time to conduct a
thorough analysis of all the revenue and expenditure items necessary to
put together this report. The various items, particularly on the
expenditure side, are very complex in their construction and require a
great deal of time and effort in order to obtain accuracy and
objectivity. I insisted on this approach, however, in the belief that
our decision-makers would prefer being able to make informed, and
therefore, responsible decisions.

The basis of this report is also much broader in scope than our
original analysis in that we addressed additional qgnestions such as the
effect of differing tax structures on the "marginal fields", various
definitions of the "pie"™, alternative price scenarios, and a much longer
time period.

The scope of study, assumptions, and conclusions are attached but 1
would like to reiterate in this letter our basic conclusions in synopsis
form.

1. If, for the years FY 1982 through FY 1985, the old separate
accounting and severance tax laws had been in effect, the State would
have received more revenue disregarding, of course, what might happen in
future court actions.

2. Our projections indicate that under a proposal such as HB 353 and for
the period projected (FY 1985 - FY 2005), the amount of cumulative
revenue would be greater than unaer current tax law.

3. During the first few years, more revenue is generated under HB 353
than under current law. Our projections also indicate, however, that in
later years a crossover point exists with the result that more revenue is
generated under the current tax structure than under the HB 353

proposal. The causes for this are discussed in detail in the report.
4. Under both tax structures, revenues will decline on a year-to-year
basi s.
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Mary A. Nordale
Commissioner of Revenue
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5. A proposal such as HB 353 is more oil pricesensitive than the

current tax structure. This means that if oil prices move up, the State
would gain more revenue under an HB 353 type proposal than under existing
law. It also means that if oil prices move down, the State will lose
more revenue under an HB 353 type proposal than under existing tax law.

6. The State"s share of the '"pie" is defined via two approaches, both
described in detail later in this report. In the period FY 1982 through
FY 1985, there is no evidence to support a trend indicating that the
State received more or less of the total ‘'pie".

7. Based on the period FY 1985 through FY 2005 and under all scenarios,
the State generally receives an increasing share of the 'pie".

8. The proposed change from existing law to HB 353 does not, given our
assumptions, materially effect the feasibility of developing the
"marginal Ffields". However, there are other factors which must be
considered that are explained in the body of this report.

9. The change in the price of oil does have a significant impact,
relatively speaking, on whether or rot a corporation v/ould pursue the
development of a "marginal Tfield".
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ANALYSIS OF HB 353

The following materials contain our analysis of the projected
revenue Impact of HB 353 based on the June, 1985, Petroleum Revenue
Forecast assumptions. The analysis was performed for the time period
fiscal year (FY) 1985 through FY 2005 and for three alternative oil price
and production scenarios; moderate, low and high, corresponding
approximately with the Mean, 30 percent and 70 percent forecast
assumptions. The analysis shows the projected change 1n Petroleum
Corporate Income Tax and Petroleum Severance Tax collections for the time
period under the three scenarios, as a result of enacting HB 353 given

the provisions and effective dates contained 1n that bill.

The materials also contain our analysis of the estimated revenue
Impact of SB 524 (current law) for the time period FY 1982 through FY
1985, given the oil and price and production which actually occurred
during that time period. Again, the analysis shows the estimated change
1n Petroleum Corporate Income Tax and Petroleum Severance Tax collections

for the time period as a result of the enactment of SB 524.

The materials are presented 1n the following order:

I A description of the changes made and proposed changes to the
Petroleum Corporate Income Tax and the Petroleum Severance Tax as a

result of the enactment of SB 524 and the proposed enactment of HB

353.
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v.

A description of the methodology and assumptions used to estimate
the revenue collections under the pre-SB 524 separate accounting
Petroleum Corporate Income Tax for fiscal years 1982 through 1985
and to project what the revenue collections under the HB 353
separate acco® .Jng Petroleum Corporate Income Tax would be for

fiscal years 1985 through 2005.

A description of the methodology and assumptions used to project

what revenue collections will be under the current modified

apportionment Petroleum Corporate Income Tax for Tfiscal years 1985

through 2005.

Summary tables and descriptions showing the numerical results of

the analysis.

Conclusions of our analysis and comparison with earlier analysis.

Prior to enactment of SB 524, the Petroleum Corporate Income Tax

was determined on a separate accounting basis and taxed at a maximum

marginal rate of 9.4 percent. This separate accounting corporate tax

structure was 1n effect for calendar years 1978 through 1981.



Under separate accounting, a corporation®s gross petroleum

production and gross petroleum pipeline transportation Income was the
starting point for calculation of taxable Income. Gross petroleum
production Income was determined by taking the product of the
corporation®s field production and wellhead value. Gross petroleum
pipeline transportation Income was determined by taking the product of
the corporation®s pipeline thruput and tariff. Deductions from gross
petroleum production or gross petroleum pipeline transportation Income
specifically associated with those activities 1n the State were allowed

1n calculating the corporation®s net Income subject to the tax rate.

The 011 Severance Tax, which was 1n effect prior to the enactment
of SB 524, and which was an allowable deduction from gross petroleum
production Income under the separate accounting corporate tax, had a rate
of 12.25 percent modified by an economic 1imlt factor (ELF) for
production from all fields. The effective tax rate, the product of 12.25
percent and the ELF, was levied against the product of net (after royalty

share) production and gross wellhead value to determine the tax liability.

With enactment of SB 524, the current tax structure with respect to
the Petroleum Corporate Income Tax and the Petroleum Severance Tax was
put Into effect. The determination of taxable Income under the Petroleum
Corporation Tax was changed from the separate accounting basis described

above to a modified apportionment basis which 1s currently in effect.



Under the provisions of SB 524, modified apportionment was put Into
effect starting 1n calendar year (CY) 1982 with a maximum marginal tax
rate of 9.4 percent. In addition, the maximum marginal tax rate for the
last year that separate accounting was 1n effect, CY 1981, was Increased
to 11 percent. Under modified apportionment, a corporation®s adjusted
worldwide petroleum business federal taxable Income 1s allocated to
Alaska based on an apportionment factor to determine Its Alaska net
petroleum business Income subject to the tax rate. IT the corporation 1s
engaged 1n both petroleum production and petroleum pipeline
transportation 1n Alaska, the apportionment factor 1s calculated as the
average of three factors. The factors are: (1) extraction, the
corporation®s Alaska net petroleum production divided by Its total
worldwide net petroleum production; (2) property, thecorporation”s
Alaska average petroleum bus®ness property divided by Its total worldwide
average petroleum business property; and (3) sa”™es, the corporation®s
Alaska petroleum business sales and tariffs divided by Its total

worldwide petroleum business sales and tariffs.

The 011 Severance Tax rate under the provisions of SB 524 was
changed from 12.25 percent to 15 percent for production from the
Sadlerochlt and Cook Inlet fields. The ELF was set to equal 1.00 as long
as the calculated ELF was .7 or greater or for the first 10 yrvs of

production. The tax rate for production from Kuparuk and other North
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Slope fields remained at 12.25 percent for the first 5 years of

production from the field and then went to 15 percent. The ELF
provisions for these fields were the same as for Sadlerochlt and Cook
Inlet. This represents the current 011 Severance Tax structure and has

been 1n effect since the beginning of FY 1982.

HB 353 proposes to once again change the tax structure with respect
to the Petroleum Corporate Income Tax and the Petroleum Severance Tax.
Under the provisions of HB 353, the Petroleum Corporation Income Tax
would again be determined on a separate accounting basis, very similar to
the method used prior to passage of SB 524. For corporations engaged 1n
petroleum production or petroleum pipeline transportation, gross
petroleum production and transportation Income would be determined 1n the
same manner as pre-SB 524. Deductions allowed 1n determining net taxable
Income would also be similar but with a few exceptions. Under HB 353,
the Federal Crude 011 Windfall Profits Tax would not be an allowable
deduction where 1t was under the pre-SB 524 separate accounting corporate
Income tax. Also, although 011 Severance Taxes are allowed as a
deduction under both laws, HB 353 proposes to change the 011 Severance
Tax law provisions. Thus, the severance tax would be different under
each law. Under HB 353, corporations engaged 1n petroleum exploration
activities 1n Alaska but with no petroleum production or pipeline

transportation activities would also be subject to the separate



accounting tax. This was not the case under the pre-SB 524 law. The
maximum marginal tx rate would remain at 9.4 percent. HB 353 would
enact this new separate accounting Petroleum Corporate Income Tax

beginning with CY 1985.

HB 353 would change the 011 Severance Tax rate back to 12.25
percent for all fields beginning 1n CY 1987. The ELF provisions would

remain the same as 1n the current law.

The analysis o™ Petroleum Corporate Income Tax collections under
separate accounting was performed on a disaggregated basis by producing
field and pipeline. Estimates and projections of gross production Income
and allowable production deductions were developed for all fields which
have produced 1n Alaska since FY 1982 or which are projected to have
commercial production by FY 2005. The fields Included were Cook Inlet,
Sadlerochlt and Kuparuk, all of which are currently producing. In
addition, the "marginal™ North Slope fields of Milne Point, Endlcott,
LIsburne, West Sak and Point Thompson were also Included. The only
prospective North Slope field excluded was Seal Island as 1t 1s not
expected to have commercial production before FY 2005. Estimates and
projections of gross pipeline transportation Income and allowable
deductions were also developed for TAPS for fiscal years 1982 through

2005.



Actual gross production and wellhead values by field were used to
derive estimated gross production Income for fiscal years 1982 through
1985. Also, actual TAPS thruput and tariffs were used to derive

estimated gross transportation Income for this period.

Using the Petroleum Revenue Forecasting Simulation model with Its
feasibility analysis capabilities, six separate production scenarios by
field were generated for fiscal years 1986 through 2005. This means that
for each field where three different price scenarios and two different
tax structures (current law and HB 353) are considered, then six
different production scenarios will result. The three different future
oil price scenarios corresponded approximately with the June, 1985
Forecast, Mean, 30 percent and 70 percent price assumptions. It should
be noted that for the purposes of this sensitivity analysis, three
distinct future price scenarios were used 1n the model whereas for the
normal forecasting analysis, the Mean, 30 percent and 70 percent
scenarios are a result of an entire probability distribution of Inputs
and outputs. Therefore, the correspondence with the June, 1985 Forecast

will not be exact.

In addition, production effects by field for each future oil price
scenario were analyzed assuming both the current tax structure and the
proposed HB 353 tax structure would be 1n effect for the period. The
results of this analysis Indicated that the aggregate production Impacts

of HB 353 over the time period would be Insignificant when compared to



the current tax structure. Cumulative North Slope production for the

period FY 1986 through FY 2005 would be only 0.43 percent lower under HB
353 than under current law given the Mean case price scenario, 0.27
percent lower given the 30 percent case price scenario and 0.10 percent

lower given the 70 percent case price scenario.

The Impact of alternative price scenarios, however, was found to be
much more significant than alternative law scenarios. Cumulative North
Slope production through FY 2005 given the current law was found to be
3.39 percent lower under the 30 percent price scenario than under the
Mean and 7.32 percent higher under the 70 percent price scenario when

compared to the Mean.

This feasibility analysis was based on a real after tax discounted
cash flow rate of return (DCFROR) analysis applied to each current and
prospective North Slope field along with assumptions about oil prices,
development and operating costs, effective tax rates and desired rates of
return. A detailed description of the feasibility submodel can be found

1n the appendix to the June, 1985 quarterly Petroleum Production Revenue

Forecast.

The gross production and wellhead values under HB 353 given each
future price scenario generated by this analysis were used to project
future gross production Income by field. The sum of production from all
North Slope fields under each price scenario was used to project TAPS

thruput under each scenario. The TAPS tariff was assumed to remain at



$6.00 per barrel from FY 1986 through FY 2005 and along with TAPS thruput
was used to project gross pipeline transportation Income. Possible
effects of the TAPS tariff settlement have not been considered 1n this
analysis but will be analyzed 1n the near future. All wellhead value
projections 1n this analysis assume a $6.00 per barrel TAPS tariff. If
the tariff were changed 1t would Impact wellhead value and therefore,
also production and thruput which could 1n turn Impact the tariff

Itself. So, the analysis 1s somewhat complex and will be presented

separately.

Allowable separate accounting deductions by field and TAPS were
estimated for FY 1982 through FY 1985 under the pre-SB 524 Petroleum
Corporate Income tax law. Allowable deductions by field and TAPS were
projected based on the three price and production scenarios for FY 1985

through 2005 under HB 353.

Deductions from gross production Income by field were derived as

follows:

Royalties which would have been deductible under the pre-SB 524
separate accounting law for FY 1982 through FY 1985 and which would be
deductible under the proposed HB 353 for FY 1985 through FY 2005 were
derived on the same basis. For each field, royalties were based on the

State®"s royalty share of the field, the production from the field and the



field wellhead value less any field gathering and cleaning costs. For
the period from FY 85 through FY 2005, under H8 353, royalties were
different under each price scenario as each scenario had a different

wellhead value and production associated with 1t.

Severance taxes were calculated as a deduction under both pre-SB
524 and proposed HB 353 Income tax laws. However, since both SB 524 and
HB 353 also change the severance tax law, the basis for calculation had
to be different. For the period from FY 1982 through FY 1985 under the
pre-SB 524 severance tax law, a rate of 12.25 percent modified by a
calculated ELF was applied to the net after royalty share production
multiplied by the wellhead value for all fields. Under HB 353, the
current severance tax structure was applied to all fields from FY 1982
through the first half of FY 1987. The current tax structure taxes the
Sadlerochlt and Cook Inlet fields at a rate of 15 percent modified by an
ELF set equal to 1.00 as long as the calculated ELF 1s .7 or above or for
the first 10 years the field produces. Kuparuk and all other North Slope
fields are taxed at a rate of 12.25 percent for the first 5 years of
production and 15 percent thereafter with ELF provisions the same as for
Sadlerochlt and Cook Inlet. Since HB 353 proposes to change the
severance tax law beginning 1n CY 1987, the proposed new tax structure
was applied to all fields for the period from the second half of FY 1987

through FY 2005. That structure taxes production from all Tfields at a



rate of 12.25 percent with ELF provisions the same as under the current
law. Severance taxes will be different under each price scenario for the
period through FY 2005 as production and wellhead values would differ 1n

each scenario.

Property taxes under the Alaska Petroleum Production and Pipeline
Property Tax were computed as a deduction under both the pre-SB 524 law
and the HB 353 proposal. The basis for each producing field was the same
under both approaches. The property tax 1s levied at a rate of 2 percent
on the assessed value of tangible production property 1n the field.
Assessed value for production property 1s based on trended original cost
of tangible Investments considering both depredation and replacement
cost. Property taxes for most fields did not vary between one price
scenario and another as the production differences were not great enough
to require significantly different development costs given the capital
cost functions of the Petroleum Revenue Forecasting model. The only
fields for which there were property tax differences between alternative

scenarios were West Sak and Sadlerochlt due to the enhanced recover phase.

Federal Crude 011 Windfall Profits Tax (WPT) was calculated as a
deduction under the pre-SB 524 law for the period from FY 1982 through FY
1985. The only fields subject to this tax are Sadlerochlt and Cook
Inlet. The tax calculation was based on the difference between wellhead
value and the adjusted base price modified by a severance tax

adjustment. This net windfall per barrel was multiplied by the



production from the field and then by the WPT rate of 70 percent to

calculate the tax. The WPT 1s not an allowable deduction under HB 353
and therefore, was not deducted 1n calculation of net Income under the

tax.

Direct operating costs for each field are allowed as a deduction
under both pre-SB 524 and HB 353. Operating costs were calculated for
each field based on cost functions 1n the Petroleum Revenue Forecasting
model. These functions were specified with a fixed component and a
variable component which was a function of production volume. They also
contained specific cost escalation rates. Operating costs varied between
scenarios for each field as production volumes varied. It should be
noted that operating costs used 1n this analysis are significantly higher
than those used 1n the March, 1985 analysis of HB 353. This 1s because
the operating cost estimates used 1n March were ™bare bones™ minimum

estimates and Included no well workovers or field engineering.

Depredation of development costs and amortization of lease
acquisition costs calculated on a units of production basis were deducted
for each field for both pre-SB 524 and HB 353. Development costs Include
both tangible and Intangible costs and are consistent with capital cost
functions In the Petroleum Revenue Forecasting Model. Development cost
scenarios for the fields considered did not vary with price scenarios

except 1n the case of West Sak and Sadlerochlt 1n the enhanced recovery



phase. Acquisition costs Include lease bonus payments, successful

exploration expenses and property taxes paid before production. Reserve
estimates used for calculating units of production factors were based on
estimated total recoverable reserves. Unit of production factors varied

between scenarios as production volumes varied.

In addition to the aforementioned production deductions developed
by field for analysis of pre-SB 524 and HB 353, three other deductions
are allowed under both laws and were estimated on an aggregate basis
Instead of by field. These deductions were made against the total gross

production Income of all producing fields.

Uncapltallzed Interest and general overhead and administration
expense were projected based on historical trends actually reported under
the pre-SB 524 separate accounting law through CY 1981. The projections
also consider the provisions of both laws which cap the maximum allowable
deduction a corporation may claim for each Item. The cap 1s the total
expense of the corporation®s consolidated worldwide business 1n those
categories multiplied by the ratio of the cost of real and tangible
personal property used 1n production 1n Alaska to the cost of real and

tangible personal property used 1n the consolidated business worldwide.

Unsuccessful exploration and abandonment expenses are also allowed
as a deduction under both pre-SB 524 and HB 353 separate accounting
approaches. The projections were based on historical trends actually

reported under the pre-SB 524 separate accounting law and allowing for



possible Impacts on exploration expenditures of alternative price
scenarios. The projected exploration expense was assumed to be deducted
1n the year of abandonment even though 1t may be that the corporation
with the expense would have Insufficient production Income against which
to write off their full exploration expense and hence, would have to
carry losses forward. Also, as mentioned earlier under HB 353,
corporations with exploration expenses but no production Income would
fall under separate accounting, a provision different from the pre-SB 524
law. 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 difference would not

materially Impact tax collections 1n the time frame of this analysis.

Deductions from gross transportation for TAPS were derived as

follows:

All deductions allowed from gross transportation Income are the
same for both pre-SB 524 and HB 353 separate accounting approaches and
therefore, were projected on the same basis throughout the FY 1982

through FY 2005 time period.

Direct operating costs were projected based on an operating cost
function with both a fixed component and a variable component based on
thruput. Specific cost escalation factors were also considered. The
function was derived based on actual FERC filings. The projections

differ between price scenarios as thruput varies.



Depredation and amortization were calculated on a straight line
basis and using useful life estimates as allowed by FERC- This would be

the same regardless of thruput and those would not vary between scenarios.

Uncapltallzed Interest was calculated based on the actual TAPS debt

schedule and would not vary between scenarios.

Property taxes under the Alaska Petroleum Production and Pipeline
Property Tax were computed based on the assessed value of tangible TAPS
property multiplied by the rate of 2 percent. The assessed value was

assumed not to vary between scenarios.

Total separate accounting gross production Income for all flelds
and gross transportation Income for TAPS less all allowable production
and transportation separate accounting deductions were calculated to
arrive at net separate accounting Income subject to the tax rate for each
year. Pre-SB 524 provisions were applied for FY 1982 through FY 1985.

HB 353 provisions were applied for FY 1985 through 2005. Thus, "o
estimates for FY 85 were made: one under pre-SB 524; the other under HB
353. This was done 1n order to be able to show the Impact of SB 524 from
FY 1982 through FY 1985 and also, the Impact of HB 353 from FY 1985
through FY 2005. Net separate accounting Income on a fiscal year basis
was used to derive separate accounting tax liability on a fiscal year
basis which 1n turn, was used to derive estimated separate accounting tax

collections on a fiscal year basis.
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Linder the current (SB 524) Petroleum Corporate Income Tax,
corporate Income 1s taxed on a modified apportionment basis as described
earlier. The projection of future tax collections under this tax was
performed on a disaggregated basis by corporation Instead of by field.
This Is because under apportionment, the worldwide petroleum business
Income of each corporation 1s apportioned to Alaska based on factors
specific to that corporation. Thus, for example, even though two
corporations may have ldentical production, Income and costs 1n Alaska
they may not have the same taxable Income under apportionment 1f their

worldwide operations and hence, apportionment factors are different.

The current apportionment tax has been 1n effect since the
beginning of CY 1982. Corporations thus far have filed returns for two
years, CY 1982 and CY 1983, under this tax structure. The three major
taxpayers are ARCO, Exxon and Sohlo-BP which account for approximately 90
percent of the total tax collected. Using the Information for CY 1982
and CY 1983 as a basis, projections of worldwide apportlonable petroleum
business Income and Alaska apportionment factors for each of these three
corporations were made on a calendar year basis through 2005. Calendar
year tax liability for the "Blg Three" corporations was thus derived.
Based on the corporate ownership percentages of current and prospective

fields the Blg Three were assumed to continue to account for 90 percent

-16-



of total tax liability throughout the period to 2005. Thus, projections
of total apportionment tax liability on a calendar year basis were

derived and used to project apportionment tax collections on a fiscal

year basis through FY 2005.

For each corporation, projections of Alaska Production, Property
and Sales used 1n calculating the apportionment factors were made based
on the various field production and development costs and TAPS thruput
and tariff rates associated with the three different price scenarios.
Also, the specific corporation®s ownership percentage of each field and
TAPS was considered. Worldwide Income, production, sales and property

projections were also made assuming different growth rates consistent

with the various price scenarios.

1v.

The following tables summarize the results of our analysis under

the Mean, 30 percent and 70 percent price and production scenarios.

There are three sections, each corresponding with a specific

scenario.

Each section contains seven tables. The tables are described as

follows:
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The Tfirst part of Table 1 summarizes the estimated Impact of SB 524
(current law) on both the Petroleum Corporate Income Tax and the

Petroleum Severance Tax for FY 1982 through FY 1985.

The comparison on the Petroleum Corporate Income Tax side of the
table 1s between the pre-SB 524 separate accounting corporate tax and the
current apportionment corporate tax. Two sets of figures are shown for
FY 1982. The First 1s as 1f apportionment had been 1n effect for the
full year. The second 1s the actual amount collected for FY 1982 which
1s a combination of apportionment and separate accounting. The reason
for this 1s that SB 524 put the current apportionment tax 1n effect at
the beginning of CY 1982, midway through FY 1982, and also raised the
maximum marginal rate under the pre-SB 524 separate accounting tax from

9.4 percent to 11 percent for the last year 1t was 1n effect, CY 1981.

The comparison on the Petroleum Severance Tax side of the table 1s
between the pre-SB 524 severance tax and the current (SB 524) severance
tax. Again, two sets of figures are shown for FY 1982, however, they are

both the same because SB 524 changed the severance tax effective at the

beginning of FY 1982.

The second part of Table 1 summarizes the projected Impact of HB
353 on both the Petroleum Corporate Income tax and the Petroleum

Severance Tax for FY 1985 through FY 2005.
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The comparison on the Petroleum Corporate Income Tax side 1s
between the current apportionment corporate tax and the proposed HB 353
separate accounting corporate tax. The Ffigures presented assume the HB
353 separate accounting tax will be effective at the beginning of CY

1985, midway through FY 1985.

The comparison on the Petroleum Severance Tax side 1s between the
current severance tax and the proposed HB 353 severance tax. The figures
presented assume the HB 353 severance tax will be effective at the

beginning of CY 1987, midway through FY 1987.

Table 2a:

Table 2a summarizes estimated and projected state petroleum

revenues from production as a percentage of net production revenues.

Gross revenue for each year 1s the sum of production multiplied by
wellhead value for all producing fields. Costs are all allowable,
non-tax, separate accounting deductions associated with production. Net

revenue Tfor each year 1s gross revenue less costs.

State petroleum revenues Include royalties, severance taxes,
property taxes on production facilities and Income taxes. Royalties and
property taxes Included are the same for all tax structures presented.
Property taxes are gross and Include amounts credited to local

governments. Severance taxes are Included on the same basis and timing
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as those shown 1n Table 1 as to pre-SB 524, current (SB 524) and proposed
HB 353 laws. Income taxes Included are on the same basis and timing as
those shown 1n Table 1 except separate accounting corporate tax under
pre-SB 524 and HB 353 exclude amounts attributable to TAPS which are
Included 1n Table 1. No such adjustment was made to apportionment Income
taxes Included under current law as 1t was not possible to calculate

separately amounts attributable to TAPS.

Table 2b:

Table 2b summarizes estimated and projected state petroleum
revenues from production and pipeline transportation as a percentage of

net production and transportation revenues.

Gross revenue for each year 1s the sum of production multiplied by
wellhead value for all producing Tfields plus thruput multiplied by tariff
for TAPS. Costs aile all allowable, non-tax, separate accounting
deductions associated with production and pipeline transportation. Net

revenue for each year 1s gross revenue less costs.

State petroleum revenues Include royalties, severance taxes,
property taxes on production and TAPS facilities and Income taxes.
Royalties and property taxes Included are the same for all tax structures
presented. Property taxes are gross and Include amounts credited to

local governments. Severance taxes are Included on the same basis and



timing as those shown 1n Table 1 as to pre-SB 524, current (SB 524) ard
proposed HB 353 laws. Income taxes are Included on the same basis and
timing as those shown 1n Table 1. Separate accounting corporate tax
Included under pre-SB 524 and HB 353 Includes amounts attributable to

TAPS.

Table 3:

Table 3 summarizes Income and deductions on a separate accounting
basis for all petroleum production, pipeline transportation and
exploration activities 1n the State. The fields Included 1n production
activities are Cook Inlet, Sadlerochlt and Kuparuk, all of which are
currently 1n commercial production. In addition, the prospective
unarglnal™ North Slope fields of Milne Point, Lisburne, Endlcott, West
Sak and Point Thompson are also Included. TAPS 1s Included 1n

transportation activities.

The figures presented 1n all columns from FY 1982 through the first
FY 1985 row are based on pre-SB 524 separate accounting law. The figures
presented from the second FY 1985 row through FY 2005 are based on the
proposed HB 353 separate accounting law. As discussed earlier, the
severance tax law and the WPT deductibility provisions are dlffe:ent
under these two laws. The figures shown in the severance tax column were
calculated based on pre-SB 524 severance tax law through the Ffirst FY

1985 row and on HB 353 severance tax law from the second FY 1985 row on.
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Figures shown 1n the WPT column are Included 1n total deductions and
deducted 1n calculating net Income only under pre-SB 524 law through the
first FY 1985 row. All tax liability and collection figures shown 1n
this table are calculateo assuming the relevant tax structure 1s 1n

effect for the full year.

Table 4:

Table 4 summarizes Income and deductions on a separate accounting
basis for all producing fields. All calculations are on the same basis

as 1n Table 3 except only the producing fields are Included.

Table 5:

Table 5 summarizes Income and deductions on a separate accounting
basis for TAPS. As discussed earlier, treatment of petroleum pipeline
transportation Income and deductions 1s the same under both the pre-SB
524 and the proposed HB 353 separate accounting tax laws. All figures

presented are calculated assuming separate accounting 1s 1n effect for a

full year.

Table 6:

Table 6 summarizes the Impact of the WPT deduction on separate
accounting tax liability. Only Sadlerochlt and Cook Inlet production 1s

subject to the WPT. All other North Slope fields are exempt.
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HB 353 AND SB 524
ANALYSIS

JUNE, 1985
MEAN CASE ASSUMPTIONS

SUMMARY TABLES
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lapact B3B3 existin % Ispact KB 33 Ispact KB I3
—_BX a 40
& 4346 16360 2PR3J 100S50 13850 000 21933
86 682l 22807 41015 120474 120474 o000 415 ... -
H 353
------ 8 6004 24137 - 3667 97968 10729 9331 -m-eemeee- 272.36-
8 S%r2l 295 31% 68593 53045 mUD 134
0 5019 15245 771 66133 712 -132.79 1649
0 51930 25400 x5O 640.3? 76126 -120.7.7 - - 14483
qA 4602 15143 245 60323 70714 -10391 12004
QR 46% 24345 2351 610.04 71561 -10557 2%
293 46649 24440 222,07 - 609.35 71925 -109.90 ------------- 12.1?
% 4406 2652 19724 56239 600% -9357 9B67
% 4864 22319 I1RH4 53546 63120 -95.74 79.70
% b 21953 190% m49099 55020 5921 6137
a A% 2A1BH 136 456.75 5316 -52.33 4331
B 93 0413 17 42743 CTi\ 7617 ﬂ63
------ ® vl 19749 10642 - 40D w7103 - 6972 — —— —
2000 2031 1M 10031 31255 4315 6471 3560
o 2519 1010 70 32622 37130 -51.08 201
o 21273 1031 B4L 21922 3212 -9 052
B 106 19052 103 24516 22013 -3497 -24.16
0 14177 150% -373 22149 24903 -554 -34.32
---------- G 1007 14064 3157 201D Dk4fl <1951 o 5103 ..
KD 61573 442609 373126 11905.00 1346657 -1561.57 216939

Il FY 152 receipts are estijated & i( AA3Zl were in erfect for
the xhoie .ear in csiuan 2 then &s it AS4310 were in ersct ter the
«hoie ;ear in coiutn 3 thougn each *as in effect only half the fiscal
year.

2 'V 13 coliectic*™s ur.cer 3 514 of 6639 ere cr?'orised of
»5:8.:1 -'rci AEA3.;*LD SHhRATE AQT' lax and *130.7 frei AS320
'GRENT POBIREL APFORTT* "ax

d F 1% H63B3 Cere. Irc. Tax induces 160.3n of A54310
already ccilected through Decesoer 31, 1%B4

4 rr 153 A34310 collections are excected to be iox cue to
substantial refunds ama credits for prior year's tax overoa.r.ents.

Tax liability on a caienoar basis unser A343.20 xas CiB2,
127€.50«; 12401= A1 3,

5 Bosed n 6/55 Keen case trice and production assuioticns. -



Fisca  Total Petroleun Production

Y Gross

Net

Revenve  Deductns Reene

& 1295893

& 1295093
8 1194170
8. 11327.62
& 1138233

% 1136233
8¢ 10144.92
9166.96
9007.17
0143.65
909593
6308.87
Qul8.44
0112.06
8711.44
6469.24
8114.79
79C6.63
7745.92
70J3.66
7505.98
7058.19
6540.09
6137.45
5300.91
5368.99

RIS = g&BSBQEB&ﬂE&EBBfQ&S@BS%

1 F 19 HBS3 Cop.

174058 112183%

174058 12183%
1321 %2849

21129 6E6.33
283259 84974

28259 84974
L1623 712869
3360 82106
36361 HA185%6
371347 531017
302357 517236
330645 491248
30045 51179
3B8H.13 52633
309L57 501987
SO0 4904.58
Y317 46LE2
BrL45 453138
B6M 408
329200 432186
2B 4212%
319110 36709
34751 3BR8
31758 296157
N0 20L2A
6313 23586

. THEA
Calculation of State Petroleua Revenues &s a
Peroent of Adjusted Production Incose
AB Forecast Assuapttons Keen Case FY 8505 Using WY/

Kith AS 4320 Corporate Incoee Tax t AS 4355 Production Tax

State  Sate / Fiscal Total Petroleuo Production State  State /
Petrol Nt Ry Yo Goss O M Petrol Nt Ry
Res | Raene Deducns Reene Res 2
Ir2 LA ® 1296693 174058 112183 HR40 32X
Pe B4 AR« B
Isoact A

%2y I/, Q 12983 17408 11218 '' ' 39280 B2
P06 B2 & 11HUL70 21321 982849 3158 B
314849 H712 8 113762 51129 81638 3043 HB5R
36110 36972 & 1138233 28259 84974 I410 68N
JIB%EISS%BJJ]JSS ) AN 1 B

736 38572 ~4 B 1URB BRH I e 3154.10 «" 36,692
ABP  LBKX2 86 1014492 01623 712869 01812 4091
21066 47062 8 9186% 33BN 52106 21841 46872
23640 402 9007.17 3BB6L 54185% 246354 45462
B8 41R 8 914365 377347 53017 2611 B
236366 45702 D VKB BRB57 51D 208 427
2776 4637 a 830887 364 124 IHA8L 4T
B4R B2 R 0184 30045 51179 2818 16547
2369 422 B 911208 BHH 263 2302 43R
2382 M44R % 71144 30157 501987 2Zh3B  H3IR
26387 412 b BAO2L 36466 49U 20206 44902
20083% 4162 % 81479 I5317 46L& 209117 47002
198317 43712 o7 79883 3BrLs 453138 01093 432
191821 4332 D 7R BOMU 408 19680 4LB72.
16146 43072 D 761386 N0 4218 B1H 43312
18853 4212 2000 BB PBU L2PU B2H 218
164697 4259 oo 705819 319110 38670 10008 243
1468% 4332 02 654009 314751 3R UB 12 4342
BH M2 B 613745 31788 26157 10719 4812
1811 43872 M 50091 30N 201 1UN% 442
16188 46237 b 5389 306313 5% 1029 4613

Inc. Tax includes FoOBo of A0 already

collected through Decerher 31, 194 ad half a year of the rew tax.
2 Resad on 6/85 Keen case price and production assuoptions.



Fised @Goss

Total Petroleuo
Cost

Yo  Reene Deducns Reene

& 1645600

B 1645680
8 1469.75
8 1495603
851513698

& 151358
8 1306.72
8 13017.77
B3 1263459
P 1263258
D 1238626
q 1178954
P 118436
B 1177858
% 1102366
% 106380
% 9936.752
97 915632
B 9171577
P 6555.202
2000 Bod5.682
0l 8025031
@ 7343314
08 6811.310
¥ 63%7.7%
b 5850.749

1t FY 198 HEB3 Cop

283052 131628

2B3952 1361628
316.70 1231306
AR67 1146237
373089 1138610

35089 113810
3906.70 1000002
24871 8769.06
4612 BIS3HA
46060 801198
416052 762575
4r2.70 706685
4214 2.2
463228 710630
447306 655000
433%.33 620177
421639 572036
412662 533901
406283 510875
403289 48231
0693 4676.34
392509 400%A
3BAB BB
302266 286365
38814 250966
3B3413 201662

THE D
Calculation of State Petroleu* Reverues &s a
ad & a Percent of Prodn t Pipeline Incote

6/85 Forecast Assuaptions (lean Case FY 8505 Using WV

State  State /
Petrol Nt
Revenues

1%H BT
Pe 854

lcpact B4

3 B

U317 20607
HA0R 3097
FOH LW,
HB3&asof VIBS 1)
Ispact HB 33
« BB 31497
U0 B
515031 3H937
0N 3977
21811 34307
2711 B63T
20006 X7
6135  36.697
014%  36.797
2409 3187
238146 38407
24800 30.307
214698 0847
200032 40317
190241 40857
19639 40777
17917 42187
15072 4237
13287 46837
206 BE
10029 52537

JO

. Inc Tax includes <60.80 of AS320 already

collected tnrough Decenber 1, 1984 ard half a year of the naw tax.
2 s o /5 Keen e prike ad pradlction ess.0bos.

Hith AS 4320 Corporate Incoae Tax & AS 4355 Production Tax

Fiscal ~ ==---- Total Petroleva.......

Ya QGos Cs M
Reene Dedudns Reene

& 1645680

& 1645680
8 1469.75
&4 1496504
(b 15139

& 1513 %8
86 13906.72
B 1301777
8B 1263459
8 1263258
D 1230626
q 178954
P 118436
B 1173858
% 1102366
% 106380
% 9936.7,2
97 %1563
B 9171577
0 8335202
2000 8645682
0l 8025081
@ 734331
(8 6811310
M 63%7.785
(b 5B50.743

283052 131628

283052 136168
3156.70 1231306
JAR67 1146237
37089 113810

3089 113810
390670 1000002
L4871 876906
45125 818334
46060 8011B
416052 7625.75
41270 70665
41214 122
463228 710630
447366 655000
43633 60L77
21639 57036
412662 533001
406283 5108.75
403289 456231
09A 46764
30509 400
BAB A8
02266 283865
BB814 250965
3BA13 201662

State  State /
Petrol Nt Ry
Reews 7
6440 26917
AR | B

4008 0047
ABRB  B2X57
3643 0547

B16I0 2917
ABD | B

31610 29137
038 0747
B1BH 87
20068  3L87
5819 A
H268 B4
240943 3097
2031 BT
20231 B2A7
281%  36.06
0075 3T
28463 097
0816 3B
760 30497
1971 Q017
1809 40017
118316 41547
15020 427
Brikd 47617
1238 4957
1M037 55067



Total
Raene

® 1645580
8 154*0.75
B 004
&% 151359
&% 151HR9
8 13906.72
8 13017.73
5B 126459
9 12625
D 1238627
q 117895
@ No4me
B 1173858
% 1102366
% 1063810
9936.75
%1563
017158
8555.20
8645.68
8025.03
734331
681131
6367.79
5550.75

SR\ 2 8 18189y

=,
0y
Sae

15430
1442.73
13105/
13244
136244
12061
108, |5
IV25.

1017.67
1014.66
%367
100816
10229
B4l
9825
9247
Va7l
89L76
5A.73
6/7.78
83191
7551
12547
684.66
637.09

Prod'ni
Qrs
Ta

121903
1000%
103293
101386
131732
120474
97968
68593
661.33
640.39
60323
61004
609.35
562.39
n . %
Im D
45678
2743
402.26
37255
326.22
21922
245.16
2149
201.86

lotal

Total

Total

Property Oper’ o
mgwggg&n

2.0

939.8

(P

3655 1005% 78016

35766
3%.56
3%.56
2021
4650
50161
51892
542.76
537.14
52809
51573
50106
A1
4A.38
44244
41820
3925
365,75
3138
26022
21162
16134
maz

12034
140917
140917
147766
15963
1644.%
167248
176002
174762
176364
176102
172771
167487
164940
16322
162184
1619%
158489
158039
1567.70
153084
153973
150731

9045
106832
1038332
122406
144020
158360
169884
171170
165339
16183
155691
140620
13673
119.80
111678
106252
100270

930

8942

81289

76260

71923

6729

AE 3
Pipeline, Productlon | Exploration
Incoie Tx Estilutcs
fail current FY Il
Windfall Interest Eproratn Adan  Cther  Total

Total

Acquls Proflts Bpese  Costs

077
0%
109
050
0.00
076
706

%%
527
%64

124(8

1944

105

6%

4G

11307

9700
044
7007
5065
5065
315
Bil
285
2%

1) These estiaates assuge the tax plan is in effect for the whde
year; for FY 19328 this is Pre
2 P& collections of 4130,7a are the actual asounts collected o
credited to O lability. Te estieate for a full year uncer AX320
in FY& is 4242.5s which woud result in a difference of 45%.12n &
presented in colusn 4 of Table 1 FY 198 AA320 collections are
expected to e low de tc substantial refunds and credits for prior

o a calendar year basis  under

year's tax ove
A3 ves

. T liabilit
4360 OB3 422401a OB 424154,

017,66
101830
41233
10.26
69.59
308
1880
983
6.32
414
211
172
0.70
003
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00

524, for FY 198505 this is HB 33

d B=ad 00 /5 Hen e e ad prad.ctian ass gplias.

Utzp

71069
6/6.04
614.13
566.5
566.5
54176
51781
4028
46641
42,64
4185
3BHA
36783
o2l
32897
31645
J4.62
29302
20310
21369
2669
26291
2333
20444
2048

1909
4.2

2386
23386
28555
58
200.72
284.26
2B41
313.0
32907
A552

3093
3098
41998
44038
46303
4%.18
5049
536,01

50%
62050

Total
Costs  DeclinsDeduons Nt

Incoie
23620 1465 791641 063940
2230 1230 70830 646
206490 13620 86387
21820 13000 84197
21820 13000 824858
2210 12838 715420
0670 11763 679198 62579
320 1443 5970.26
33810 1624 5814.06
IO NkB ST A
3280 RNH 2081
P14 667 49793
410 8048 495823
LB3150 749 5414
45310 6810 023%
4570 619 B2
405 5572 FH0
52450 4953 R7LPH
5070 4334 317281
571830 3714 306026
60720 0% 2021%
63750 2476 214139
69940 1857 170640
0?0 123 140216
73800 619 106640

Liability

1)

10024

)

2031

17062
e
10007

Collections
BX BB\ S4B

2)

1072
23600
26610
16860
16860
22807
281371
24925
25248
24,00
25148
24845
28440
23682
2819
23682
2135
413
19749
19000
18010
10931
15082
1505
14064

8,78

-3157



IAEIC 4
All Producing Fields
Incoie I<i Estm'es

In| Current Fl I
Oil " Hellheid— ENl"™ En —-lotil ' Silll ' Prod'nl Properly lot*L ~ Oiprr  Cior cl Kmdlill Interest Eiploritn  Adiin Other  |otil Totsl Toll) Total
ISCII Prcdn  Vike Il Prodn Price  firmu! fioriitr Cos In Cprr 9 DCifl A s PrclitS  Eipense Costs Cost Deductns Deductns linlle In In
nr Ini ifCllur 1IN/ dIjll/Z1tll (cur 11 Stun In Ceils Cusls  Cost lei (ripen'd) Inccie L i]llyOoIIectns

16513 21293 30000  0.390 1295991 156430 121903 11390 71060 32393 77 201766 11940 19390 23620 14959 665547 630346 59253  627.99
11006 19 M3 501000 0.6)0 1194170 1(4213 109891 1(9.15 88056 51151 96 101918 12170 70126 25230 14239 582241 cl1930 57521 57954
17183 11 .61 mB05000— 0.6)0 1132762 13)057 101293 19166 103834 729.80 09 41233 12240 21856 26460 ' 13620 5519.78 ' 330983 ' 5(6.03 55333

1523 11433 56091  09)1 1139233 1362(4 1011E6 21436 123)67 82467 €0 7026 127(0 73386 27820 13000 551371 586361 55165 55024
17523 12193 566091  09)1 1139213 116244 11)7.52 23436 123767 82467 90 6959 12740 23366 27320 13000 580711 55)522 52107 39305
11513 15321 53624 <1097 I0K4.92 122081 120474 26130 126670 95540 /6 3985 13190 24555 29710 12382 570623 411864 41723 44394
1/6 3 13113 1700 918696 109854 9)9.68 31551 116721 117255 36 1880 11610 25783 30670 11763 575963 3127.32 32217 34593
16313 i«tea 705650 1306 40011) 102554 63593 35830 140265 1314.95 .26 961 12860 2)0.72 32200 114(3 565838 334879 31477 31663
16111 11612 -714319 — 1400 911365 101167 66133 39184 1(21.01 1(10.19 ) 632 13910 75176 33310 "105.24 533431 330933 “ 31l.0a “312.00
15116 13513 79600 15)0 4u9593 101166 64039 41191 149406 114105 64 414 14030 29847 35500 5905 557053 31050 27191 29670
11196 16111 653950 1706 89038) 98167 60123 41752 146167 118474 .08 271 14990 31110 3)280 9286 58958) 291300 27382 2)3.14
13020 11691 907465 +'1.656 901841 100916 610,04 40971 147304 114973 A4 172 14110 32007 39140 8667 592856 307008 29047 23631
12113 19061 92006) 1995 911209 102299 60935 43353 14596) 1267.26 52 070 14130 3(552 41100 8049 58)167 324041 50460 30107
10681 20518 691060 2119 8)1144 93241 56219 19514 141828 113655 .96 003 1(170 36279 43150 7129 563151 30)9.93 26951 293.B
09563 72101 - 903349 -2.7)0 8(6921 93923 535(6 30112 135912 1017.08 63 000 K270 39093 45310 6910 511279 302645 23449 29574
0.8U5 23113 920462 2195 811419 92247 49'99 3)092 132438 93123 07 000 1(670 39998 4)570 6191 573755 287724 27046 2)3.9?
07119 25B63 916533 2562 190991 90421 45618 33K71 129982 64913 80 000 15150 41998 45950 5572 508315 282063 76514 26647
06617 23124 93119 2731 7)4392 69L7s 47741 31)20 17)992 781B) E 44 000 15680 4(098 52150 4953 477243 27)349 26071 76182
05910 30529 91161 293) 761166 6-672 40226 31774 176361 73405 7 .07 000 16220 (6303 55070 4334 <97671 2)2.13 25541 25673
03296 33163 924)39 1244 750398 6)113 3)255 29721 177311 68065 65 000 1900 436.18 5)810 3714 4)8058 2)2540 25619 21599
01197 - 33.9)0 “ 80963 — 3330 201914 31191 37672 73134 170104 61077 63 000 174@ 51049 63720 ' 1053 460077 215)42 23100 237.30
03119 33662 399667 3647 654009 7)551 2)922 20619 118144 54424 | 16 000 180(0 51601 63750 24.)6 4(0842 211167 20018 209.03
0.1HO 41333 €'l 41)2 611115 7254) 24316 16177 11)391  (91.93 j 11 000 13710 56781 65940  185) 41C828 182917 1)L74 17705
O.liis 433H 80811 — 1313 330091 69166 22119 11772 112013 11133 4 51 000 1940 59095 75790 1213 412157 147754 15)6) 16124
02153 49281 813)8) 4896 538399 63709 7018 71B 10344 10114 2 .26 000 201(0 62050 73300 619 39597 141302 13282 13704

BROBSBRLEBY8IYKLKLRRORSITPPRAFHS © I
©WTRRIORBRB wunrn

|i ihese prices iff nighted »v*rig»"vellheia viluts derived Iroi the
uncut nlues It the A Slop* ind Cok Inlit Ilildi eviluited in mis stud/.



al  Pipeline TariFf
Thruput  K/B)

(ill" BD

15600
16300
166%6
17140
173
17492
16664
13931
15024
13610
1288
11933
10658
09447
0.8319
07337
06510
0.5805
05204
04415
0.3663
03077
02589
02108

FrRIBS = g BBOABKRIRBKCREBBB JYERREI[Y

6.11

593
6.01

6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00

TARE S

Trans Alaska Pipeline
Incoee Tax Estnales
(oil current R/ 4

Total ratg Atort 6
Raane (?ggts/g Deprec i

1496.83
52806
362142
315366
376080

Year
2900

Il N roduction considered (26 TCP.
I\D%E’Spsettler,ent. &1

20865
20865

2B
0E

Interest

60129
6484
4173
43815
409.8
BL77
3168
2101
A
27165
25244
2653
20401
18627
169.75
15312
136.2
12090
10689

919

B251

76.23

04

6348

Besad on 6/85 Meen case price and production assuiaptions.

Property Total

Tax

16200
15740
16600
16200
15677
1494
14331
137.08
1308
12462
U8.3B
11215
1692
9969
B46
81.23
8100
14T
684
6231
56.08
498
4362
3138

120
120089
14738
108030
104624
10823%
1006%
BAA
%/.80
%087
B0.07
908.68
83801
67136
B
842
81,19
81566
U84

2
§ Seee aaount of total crude taken off a N Pole i.e. does nat go to Valdez

Sed s, excluded.
ASMPTIONS

Property taxes per AS356 §1 gross.

N T
Deduction Incone Liabilit)

2%
232116
248004
27336
2155
21847
262041
24,73
2325
202981
188686
17r&
14240
119750
%6.28
16440
59787
4568
BAH
105
912
12277
-235.18
-346.62

19.4Z1
21018



Fiscal
Year

Under

82
83
84
85

Under

85
86
87
88
89
90
91
92
93
94

Note:

21/

TABLE 6
WINDFALL PROFITS TAX DEDUCTION

(mil current FY $)
DEDUCTION FROM FY TAXABLE INCOME
Impact on FY
Tax Liability
Sadlerochlt Cook Inlet Total (Total * .094)
Pre-SB 524
a)
1750.61 267.05 2017.66 189.66
848.78 169.60 1018.38 95.73
289.25 123.08 412.33 38.76
8.93 61.33 70.26 6.60
HB 353
b)
8.51 61 09 69.60 6.54
-0- 39 85 39.85 3.75
-0- 18 80 18.80 1.77
-0- 9 83 9.83 .92
-0- 6 32 6.32 .59
-0- 4 14 4.14 .39
-0- 2 71 2.71 .25
-0- 1 72 1.72 .16
-0- 70 .70 .07
-0- 03 .03 -0-
Based on 6/85 Mean case price and production assumptions
Windfall Profits Tax 1s phased out and no longer 1n effect In FY 1995
and thereafter.
The reason for the slight difference In FY 85 under Pre-SB 524
compared to HB 353 1s the difference In the 011 Severance Tax law and
thus, the severance tax adjustment under the WPT
For FY 1982 through 1985, these Impacts are Included In 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 1In 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 HB353 goes Into effect
midway through the fiscal year
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TAE 1
Qd Law EPre 3 54)

Current Law (AA3.20 & AS 4355)
Proposed La* (HB 3L
_ , (ail current FY;?
Fiscal To. Cop inc Tax Collections Total Frodn Tax Liability Total
Yo Pe  ABN0 Diff Pe  A4B%  Diff eain
A - ~ 3 A ; or Less
@ 8762 225 -5%12 1 121903 158170 36267 23245
Ispact 3B 54 Iroact B4 Ispact 3 54
& 8762 66890 16372 2 121903 18170 ‘36267 - 1B%H
8 7%15 2300 -56015 1083% 148370 3%.70 -165.39
8 7828 26510 -517.76 103298 13B10 36017 -157.59
B 79700 16660 |-62£(3:.t40H3358 1oltJ.D 178850 | 374.64H3 5;3 * |-253.7?B 353-
spa existm apact opacc
HB 33 5 435%
& 44848 16860 27983 3 138350 138330  o0.00 21983
& 60473 22367 46106 un8 1”6 oco 46106
HB 33
& 56379 2271 3BLO3 M 90B  -85.64 24544
------- 6B 51528 2B3B 26D 63867 77371 -13504 14186
8 410 24126 23013 61081 737153 -127.07 12306
D 468 24123 2155 I 7033 -116.44 912
94 4091 2809 128§ " - 91 64215 -10024 " — 255 - ...
P 40006 2B43 165 5670 64631 -9961 65.9
B 4003 224 16387 56273 63054 -66.76 21
"""" A 3310 —2567 14743 50740 "595.90 -8350 — 5393
% M 18 123 <840 56213 -8L73 4560
% 31661 20973 10668 4313 51664 7346 342
I 224 2020 049 “A1323 44 -69.52 2097
B 2006 1U51 To5 3H3% LA 6229 136
PV 24716 18715 6001 3151 41864 -57.13 Al
200022690 17863 ' 4827" 3.7 TR 5L -311
a 123 1679 1646 25319 30346 4521 -28.62
02 1464 1%78 -1514 *'gﬁs/ 21892 -3330 -48.94
03 10209 14724 -4515 1 247163 -2925 -TA43 — ...
M 7066 Wdd -6697 1820 20730 -1910 -86.07
® 205 1o -%9 15165 1951 -1316 11515
SKB®B 697324 420813 277005 1009641 Uufili@ -1380.42 135063

) FY 17c2 receipts are estiiated as if ASAIZ *ere in effect for
the xnole year in coiuan | then &s if AS320 *ere in effect for the
whoie year'in colutn 3 thauon each wes in effect only half (he fiscal
year.

FY 192 collections under B 524 of 4665.9* are cctorised of
tS'B.la frca m34321CLD IPRAE ACCF la* ad 417).7 frca AT
(RRANT MCORED AFFCRIIONVENT* [a*,

J FY 19 H3B3 Cop. Inc. Tax includes 460.ci of A¥320
already collected tnrouon Deceicer 31, 1%4

4 FY 195 AA320 collections are expected to te ion de to
substantial refunds and credits for .pnwar's tax overpayments.
Tax liability on a calendar .ear basis A3 *as CY&2,
1276.50c; 122401% OB 124154* °

5 Besad on 6/65 701 case price ad production assumptions.



Fisca  Total Petroleua Production

Y QoS

Net

Revene  Deducns Reene

& 120893

& 1295393

174058 1121B.%

174058 112183
B2849

8 UALO 2132

8 1132762
& 1R

& U
9331.72
3471.80
832060
B34
BX6.7B
T04.70
8107.26
8221.24
733509
16421
1363%
716951
6955.00
673845
661393
501210
546548
510957
418344
426943

) FY 195 HER

82889588988£8898$%%8

51129 881633
28259 BAYTA

28259 84974
L1548 687224
33683 511497
A3/ 47863
BR71 4702
374113 451766
363801 42160
310946 430781
B2 44802
3052 43%6%
AR19 41409
BHU 4028%
32029 1657
317331 38Le
31529 362315
032% 4097
2%061 297149
01517 5031
2574 216383
286167 187577
286516 140427

Co. Inc. Tax includes 460.6a of ASB20 already ] - -y

. THE2X
Calculation of State Petroleua Revenues as a
Percent of Adjusted Production Incose

6/85 Forecast Assuaptions IX Case FY 8506 Using HV/
Kith AS 4320 Corporate Incose Tax 6 AS 4355 Production Tax

State  State / Fiscal Total Petroleua Production State  State /
Petrol Nt Ry Ya Gos (8 M Petrol Nt Ry
Rews 7 Raene Deducins Reene Rews X
I 347 & 12965893 174058 1121835 HR40 32X
Pe B854 . A3 k B
Icpact S 54
Ry WA & 1296893 174058 117183 02880 HZ
¥03% B2Z B 11970 211321 98849 " " 358  3BBX
314849 Rz 8 139762 251129 83163 322043  BH5X
316110 36977 & 138233 83259 84074 35410 HBYZ
XLl VIS L ABNt D
Ispact HB 363

136 B5Z & 1138233 283259 84974 315410 368%
624 47 86 983772 30158 687224 200845 4147
5210 4957 B 847180 33683 511497 HA716 49807
21131 4627 68 832060 34397 47%5.63 231657  4B41Z
218606 46317 D 8B4 BR7L 47052 “ 2029 4857
26634 4%1 D 85878 374113 451765 221497 503X
0421 B¥ a4 790470 36801 421670 27354 515X
0452 476 @ 810726 310946 439781 1970 4097
PAVAY /Y (1% B 82124 B3 45482 20948 4BX7
088 46917 A 788509 P52 4355 2004 48537
1%/90 4647 % 74627 43R19 421409 « X029 gz
186710 4637 B 738 BHHU 4028% 01917 07X
1%  4HBY 07 716951 32 301657 873 4177
172447 45607 B 696500 317331 3IBLA 176606 46.70X
16409 45547 D 6/8B4H 3NBY IB5 168716  4657Z
15138 4217 00 651393 30R29% 3A4BOYY 160407 46082
10 6% oo 591210 204061 297149 .. 142857 ' 48082
2963 4% 2 53b48 201517 5031 21% Q7
100016 5043 B 510057 204574 216383 14881 53097
07430 5.947 M 474344 286767 1677 10252 5Kz
83015 17 b 420043 285516 140427 WM 64527

collected through Beceiber 31, 1981 ad half a year of the raw tax.
2 Besd on /5 3¥ e ke ad pralotion essptios.



-Total Petrolcua-

Fiscal Goss
Yo Reene

& 164580

8 1645680
& 15469.75
64 1496503
6% 1513698

& 1513 %
86 13064851
&7 1229367
&3 1190306
® 1169709
D 11377.10
q 1071814
R 1076604
B 1071843
% 100908
% %2330
% 9118502
97 8719.606
B 8319520
D 7936.706
2000 7567.690
ol 676949
(2 6187.39
(B 568742
M 5211.317
06 4618090

Il FY 198 HBB3 Cop. Inc Tax includes FAOBa of AY320 already
collected through Decenber 1, 1984 and half a year of the nen tax.

st
Deducins Reene

283052 1361628

263052 1361628
3156.70 1231306
AR67 1146237
3069 113810

3089 1138510
4% 974357
423030 8004.38
MAG o084
7367 722342
47041 680669
45698 620217
451345 625260
46308 62635
43029 576279
419863 AT
409419 502432
400447 471514
5% 440856
006 4085.74
376281 330608
06 A 310356
3439 254337
363400 200343
361686 159446
362493 99316

_ THE D
Calculation of State Petroleua Revenues & a

and & a Percent of Prodn | Pi
A Forecast Assunptions 32 Cese

State  State /
Petrol N Ry
Reus 2

36H 862
Pe 854
Ispact B4
BB B,
U437 20602
HUR 092

¥EB  3F
1BE @ of U85 1

HB 33

W0 31492
AbB B2
14 H5R
X0L74 34672
20043 B3R
2AA 3632
23074 B2
2300 3052
23815 3B1R
26619 032
26020 30952
0008 4082
196651 41472
18032 4222
16481 43192
160950 43832
14206 47112
128450 0802
12423 56122
9007 62002
B528 83402

2 B 0 /%5 32 e price ad prad.ciion assgptias.

Fiseal

eline Ir.ooce
805 Using LW/

Kith AS 43.20 Corpor
- Total Petroleva------

Y Gos O N

Reverie  Deootns Revene

8 164580

8 164580
8 109,75
& 1496604
& 15159

& 15138
86 1304851
87 1229367
8 1190806
8 1169709
D 1137710
q 107814
P 1076604
B 1071843
% 1000903
% %2330
% 9118502
97 8719606
B 831950
P 793%.706
2000 7567.890
(0l 676949
(2 61B7.39
(B 5687426
o 511.317
(b 4618090

283052 1361628

283952 13616.28
3156.70 1231306
JAR6/ 1146231
373089 1133610

3089 113810
4% 974357
2303 8643
MA62  TH344
Y7367 72348
15041 6806.69
406B 620217
41345 625260
446308 6255.35
43629 56279
419863 SA2L.77
A0A19 02432
0447 471514
5% 44085
006 408574
376281 380608
BOHA 31085
BN 24337
66400 200843
361686 150446
62438 9816

ate Incoe Tax 6 AS 4355 Production Tax

Sate  State /
Pefrol Nt Ry
Res 2
36440 26912
A3 0%

40080 0042
ABRB 2822
3643 20542

31610 201
" AN 6 B

3B1610 012

"2 8

6670 3342
2B R
2031 B
2468 B3I
2816 37052
21308 3692
0704 6882
2006 B



+  Total

State
Royalty

Prod'nl
Qrs

Reene Sae T

5 164580
& 15469.75
8 1495604
& 151369
& 151359
8 1364352
87 1229363
B 1190806
& 1169710
90 11377.10
9 1070814

RRIS 2 8 BBIRN
\l
&
3

15430
1442.73
131057
136244
136244
118744
1003%
94618
9931
922.19
65509
0804
RA67
80042
86390
83324
61220
78994
71014
0.2
637.20
64081
60102
504.20
509,52

121908
1088%
108293
101386
131752
1728
A.A
63967
61081
53691
%191
546.70
552.78
507.40
48040
44318
4523
3BBPH
JL5L
B277
28319
2512
21435
1820
18165

Total

Total

Total

20 9080 6028

15102
10753

110056
12934
140917
1401
147766
159700
16936
16511
1710264
16869
170949
171539
169198
164012
162189
160692
15293
158490
154266
151333
151682
153359
148906
144371

78016
99845
1083
1083
12406
143162
1562.%
162489
161949
154615
151609
144871
138324
12305%
12787
103689
A5/
81120
80243
9.2
647.61
53856
55916
51166

. T™E3 _
Pipeline, Production | Exploration
Incoie Tax Estilates

till

current Y §

. s I&t]al_ \F/)Ving{all Interest Explorain  Adsn Cther  Total
roperty Oper'g e us  Profits
T Cosls i Costs T

Brense Casts
Utep
077 200766 708 19090
098 1019.3B 6604 20426
109 41233 61413 218%
080 7026 565 2338
080 6959 5B%H 2366
076 3HB Hl76 24480
625 1087 51787 %24
7Hh 406 4028 26823
3B16 214 B4 28077
5770 051 4264 280
8098 o000 4185 30765
%23 o000 3BH 320
1259 o000 378 3R7M
1072 000 42 IN%
1041 000 3897 3936
1873 000 31645 38663
0712 000 3Mm62 4471
77 000 2802 42364
7487 000 28310 4434
6420 000 2369 46419
506 00 269 453
H7 00 229 B
$BH 00 268333 5240
3162 000 %4 %P
2627 000 264B 58336

These estisates assuse the tax plan is in effect for the whole
year, for FY 198285 this is Pre
2 PR collections of 1130.72 are the actual aEourts collected or
credited to O@ liability. Tre estinate for a full year under ASA32)
in Y& is 124252 which woud result in a difference of 15951 as
presented in colucn 4 of Table |. FY 1985 ASA32D collections are
expected to be low de to substantial refunds and credits for prior
year's tax overpayaerts. Ta liability o a calendar year basis under
ASB vies Y2, 1236505, O3 1224013 OBt 124154*
3 Bossd on 6/35 AL case price ad production assumptions.

524, for FY 198505 this is HB 33

Total

Costs  Deducins Dedlicins Net

22210

14859
123
13%.20
13000
13000
1238
11763
11443
1624
906
286
86.67
B048
7429
69.10
6191
%.72
4953
B4
3114
0D
2476
1857

6.19

791641
102330
6666.16
669401
688741
6685.50
6617.65
649108
663271
661851
646661
649144
645092
622938
602092
582843
506749
5506.22
536361
520641
4376
478685

Incase

853940
8446.46
82838/
94197
024858
696302
56/6.03
541698
5164.38
4715859
.3
427461
426751
3869.70
3602.48
329008
6212
133
25809
236248
182574
140051

Liability

1)

802.70
18397
71915
02.%
1531
654.52
53395
509.20
48545
4731
3878
40181
40115
363,75
33963
927
28690
20445
24140
2207
17162
13165

41614 BLO  RA
45628 6HLM 634
1928 25 1%%

42363

19446

1)

837.62
7%.15
18286
79700
58152
6A.73
%3.79
51528
49139
4684
41091
40105
40131
31310
3491
31661
29249
21006
24716
269
18423
14164
10209

1066

Collections-
BE BE SB0

2)

1072
2300
26510
16960
16060
22367
23271
23838
241.26
24128
23809
23548
24
22561
2758
2567
202.00
19451
16715
178.63
161.79
156.78
L1424
13162

Diff

70690
560,15
517.76
62940
429
46106
33108
21690
29013
21556
128
16657
16887
14143
2133

0049 '
7555
6001

827 ...

1645
-15.14
-45.15
-66.97
-96.9



4
Al .
Incole In Estieates
Il current Ft Il
01 Billhead  Cat mEat' Total - State  Prod'nl Property total Cepre Aeort ol Bmdllll Interest Eiplontn  Adeln Other  total Total  total  Total
Fiscal Prodll Value Il Prodn Price  Revenue Royilty Cos In Quer 9 Oeel  Acquis  Profits  Eipense Cests Cost Ceductns Deductns linile In In
fur Ini 8/Oncur Il lecf/diyllZicll  (cur Il Share In Costs  Costs Costs tn leiprn'd) Inccae  InSililyCollecins

1653 21293 507030 0590 1295893 156430 121903 11390 71080 33393 077 201766 11940 19090 73620 14858 665547 6303.(6 59253 627.99
17006 19010 501000 0670 1194170 144273 109394 14915 86056 51151 093 101533 12120 20426 25230 14239 532241 611930 57521 57954
17161 17B64 505300 “ 0670 1132762 137057 103293 19166 103834 729,60 10? <1233 122(0 21856 26490 13620 55IB.78 580833 5(6.03 553.33
17523 17483 565001  0.9)1 1138233 136244 101386 23456 1237.67 82467 080 7026 12740 23386 27070 13000 551371 586861 55165 55024
17073 17433 565001 0971 1138233 136744 137752 23456 123767 82467 oeo 6959 1270 23386 27820 13000 5807.11 557522 52407 393.05
i.;sb 15119 537624 ' 1097 9867.72 118744 117284 26450 126670 955.00 076 3596 13190 24480 29210 12382 564026 4247.46 39926 43046
17767 12642 675030 1203 847160 100396 90434 31551 136195 116897 625 1087 13610 25621 30670 11763 553564 288616 2)1.30 30329
16615 13181 705650 1.3C6 832960 94618 63867 35830 136904 129391 17,75 406 13860 26823 32200 11443 548712 20428 26719 26822
15507 14111 “ 714542 1400 835324 92931 61081 38184 137981 135624 3316 214 13940 28077 33810 10524 555467 279856 26306 264.10
11450 14792 T97E0 1570 625878 92219 56691 40815 14(435 135084  57.70 051 14030 29390 35500 99.05 565338 2600.0 24444 249.09
12937 15548 858950 1706 790470 83509 54191 40821 111532 127750  80.98 000 14090 30765 37280 9286 552322 238149 22386 229.00
17162 16693 932485 ' 1656 810726 90304 54670 40487 142659 1247,(4 9423 000 14110 22203 39140 8667 5569.07 25332) 23857 23491
11542 17924 90047 1995 822124 92467 55278 39824 147070 118006 10258 000 14130 33709 41100 8018 551890 267233 25120 24805
10753 19236 893060 2149 786509 69042 50740 33935 138787 106459 107.22 000 14120 35286 43150 7429 53(6.69 233839 23861 24176
09146 20654 ' 936517 ~ 2270 764427 " 66398 48040 3)822 132360 96191 10341 000 1(7.70 36936 45110 6810 513479 249149 23420 23530
06127 22114 920462 2395 736393 83324 4(318 36436 130114 85922 10373 000 14670 38663 47570 6191 497582 228817 22449 22692
07190 23933 936356 2562 716951 61220 41523 34836 127716 76723 9712 000 15150 40171 49950 5572 4B2873 234070 22003 22115
0£533 25944 95439  273? 645500 76994 36395 33037 125515 67692 8477 000 15680 42364 52450 4953 468257 227243 21361 21521
05576 28054 943764 2987 6)3345 7)0.14 36151 31123 123318 60255 7487 000 16220 44345 55070 4334 455817 218027 20495 20711
04465 30263 924)39 3244 651393 75023 33277 29106 118735 53378 6420 000 168 46419 57830 3714 440702 210691 19805 199.7?
03497 ' 32611 ' 690943— 3550 591210 ' 68720 28319 21512 114301 44057 5336 000 17400 (8587 60720 ' 3095 415612 175598 16506 17331
0.32)7 35304 899667 3847 546548 64081 24512 20065 113916 3)896 4577 000 18040 50867 63750 2476 400195 143353 13945 14565
02702 38727 89601 4172 510957 60102 '1435 15692 111021 32991 3815 000 18710 51240 69940 IB.57 391803 119154 11200 11887
02153 41539 ' 86041 4518 4)4344 56420 19820 11340 10)395 29051 3162 000 19400 55730 70290 1238 3)4347 99997 9400 9850
01642 46078 643)37 4896 426941 50952 18165 7015 106673 2(321 2627 000 20140 58336 77800 619 362648 6(295 6041 6883

Il Thesr_prices ire weighted iveragr'atllheid values derived Iroi the
vinous vitues it the K "Sope md Cook Inlit Field* eviluited in this study.

o%op-ooo@mmm-omﬂmmmmmmm

o —~0



cad Pipeline Tariff

r Thuput (I/B)
(oil BD)
1560 6.1
1630 593
16% 6.0

17140
17173

SRBS 2 S BVBQNNLISCLSVINE FRRI
=
=

6.00
6.00
6.00
6.00

6.00
6.00

6.00
6,00
6.00
6,00
6.00
6,00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00
6.00

THES
Trans Alaska Pipeline
Incose: lax Estieates

(til current FY )

Total

Operatg Anart | U

Property

Raee Costs/  Deprec  Interest Tax
Year

3%.83

1063%
8740
10L.83
571.86
46768
348,66

22900
220,00
221.00

337.78
36.12
b3l
304,69
37766
3338
41010
L2164

\') %s production considered (26 TCP.
No TARS settlecent. _
Soe atount of total crude taken off at N Pole i.e. does not go to Valdez

Besad on 6/85 3 case price awl production assuaptions.

S Is. excluded.
ASMPTIONS

Property taxes per AR5 &1 gross.

20865
20865
20865
20865
20865
20865
20865
20865
20865
20865
20865
20865
20865
20865
20865
20865
20365
20865
20865
20365
20865
20865
20865
26865

60129
A4
49173
43815
40986
BL77
SL63
2701
WA
27765
25244
22653
20401
18627
169.75
1312
132
12090
10669

919

8251

76.23

044

6348

162.00
15740
166.00
16200
1%.77
1494
14331
137.08
108
12462
11838
11215
1692
069
9346
81.23
Bl.oo
7417
R
6231
5.08
408
4362
3138

Total

1200%
120089
147,38
108030
104624
108201
1003%
91804
9%0.13
U259
92237
0202
83269
866.13
85261
838,76
82365
81044
7839
181.64
18490

MU -
281 -
9715 -

N T
Deduction Incone Liabilit]

2239
232116
248004

1941

21018
21875
238312



TABLE 6
WINDFALL PROFITS TAX DEDUCTION
(mil current FY §)

DEDUCTION FFOM FY TAXABLE INCOME
Impact on FY

Fiscal Tax Liability
Year Sadlerochlt Cook Inlet Total (Total * .094)

Under Pre-SB 524

a)

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:

v Based on 6/85 30% case price and production assumptions.

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

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

a) For FY 1982 through 1985, these Impacts are Included I1n 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 In 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.



HB 353 AND SB 524
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WIWWUTE Ir.

1EE 1
0d Lax EPre B5%)

Current Lax (AS3.20 b A5 4355)
Proposed Lax Hs 353)
mommmm s T T e fill currentFY 4——- -
Fiscal  To. Gop Inc Tax Collections Total Proch Tax Liability Total
Year %e R0  Diff Pe  AS4B5%  Diff 6ain
3 34 co "o Loss
Q 8762 2250 5%I121 12903 153L70 36267 -232.45
lapac: S 24 lapact B54  Incact B il
— & 83762 6689 -168.72 2)-------- 1219.03 153170 36267 —--mmmmv 18%
B 7%15 25500 -560.15 108K 14870 376 -165.3?
4 783 2510 -517.76 103298 138310 36017 -1575?
------ B 79700 -16860 62340 - 10138 138350 37464 o 25376
Isoact B33 existin Ispact K8 33 Ispact K3
KB 313 KA
& 44Bi8 18360 27983 3 133350 13350 000 21933
& 128372 2673 4819 .17 126227 0Q0 4319
KB 233
31 66457 20061 403% 107673 11305 -103.83 0B
88 00224¢-28669 354 - - 7641 9498 -164.45 ----eemes 20109
O 6633 3IbB 3057 71354 93019 -15165 20392
0 67013 346l 3KH52 18453 Qi -14268 2284
a4 6476 -31314 3BL6L 74998 812% -12293 20861
Q¥ 6214 310 AN 76816 6%45 -1262? 214.85
B 6412 B3 B3 M0 920 -13914 21814
--------- A 6B -298.04 33566 ------------7)8.76 8467 1591  ......20075¢
% 60466 BHA 3R 6915 31980 -12325 1837
% 5606 27600 29006 63625 7%74 -11949 1057
- 07 5212 6302 2830 53353 70065 -1)2.07 15602
B 4012 24503 25009 505.3 63529 -10001 15008
D 4459 246 2998 48142 5613 -5640 14353
-------- 2000 405 21924-21031 - 42620 -5215 -5H e 1437
o 36843 20162 16651 B2 4511 6099 1632
@ 5767 18R UEb 28637 3B0W0 4764 66.24
B 22830 -167.72 6053 - 315 2083 -363 o265
% 18B 12N 574 1990 2420 -2541 -1947
® 18R 106 -H2A3 17346 1921 -10.75 -56.03
UH G 10671259 51791 5496.67 1369119 1567367 -1537.43 3609.19

1 FY 199 receists ere estisated as if ASB21 xere in effect for
tne xnaie sear In cciucn 2 then s if A3y were in effect fer the
uncle vegr in cslusn 3 thsuob each ves in effect only naif the fiscal

- » — -

1 S N e ——

year. T — P

2 R 193 collections uncer B 54 of tioB.Va are ceionsed of
5:3.2s frca ASIJ.ZI'\LC BFFPAE ACCT lax ad 4130.7 frca AA320
QRN Y GORE ATCFACSIENT lax.

3 FY 195 H8B3 Coro. Irc. Tax includes JS0Sa of ASAL20
already collected ihrcugn Decesser 31, 194

4 1Y 138 AA320 collections are expected to be lox de to
substantial refuncs and credits for prior year's tax overoaveents.
Tax liability on a calendar year basis under Au.20 xas CE2,
*¥216.50n; 122400, OBt £41.54. .

83 Bsd 00 /5 Ml e prike ad pralction assgotios.



