
Alaska legislature committee f i l e s 1 9 8 7 - 1 9 8 8 8 6 7 2
4944 HRES HB 164 (FILE 1) - HB 164 (FILE 2) ( see ELF)



TABLE 2i
Calculation of State Petroleu« Revenues as a 

Percent of Adjusted Production Incoae 
6/05 Forecast Assuaptions 701 Case FY 85-05 Using UIIV

Kith AS 43.20 Corporate Incoie Tax & AS 43.55 Production Tax
Fiscal Total Petroleua Production State State 1 Fiscal Total Petroleun Production State State /
Year Gross Cost Net Petrol Net Rev Year Gross Cost Net Petrol Nut Rev

Revenue Deductns Revenue Revenues 1 Revenue Deductns Revenue Revenues I

82 12930.93 1740.58 11218.35 3525.22 31.42! 
Pre SB 524 
Ispact 58 524

82 12958.93 1740.58 11218.35 3502.40 31.22! 
AS43.20 4 55

82 12958.93 1740.58 11218.35 3525.22 31.42! 82 12958.93 1740.58 11218.35 ........ 392B.80 35.02!
83 11941.70 2113.21 9828.49 3270.36 33.27! 83 11941.70 2113.21 9828.49 3321.58 33.80!
84 11327.62 2511.29 8816.33 3148.49 35.71! 84 11327.62 2511.29 8816.33 3220.43 36.53!
85 11382.33 2832.59 8549.74 3161.10 36.971 

HB 353 as of 1/1/85 1) 
Ispact HB 353

85 11382.13 2832.59 8549.74 3154.10 36.89! 
AS43.20 4 55

85 11382.33 2832.59 8549.74 3297.36 38.57! 65 11382.33 2032.59 8549.74 “  3154.10 36.8°!
86 10626.57 3018.24 7608.3! 3277.37 43.03! 86 10626.57 3018.24 760B.33 3043.65 40.00!
B7 10097.40 3372.15 6725.24 30GB.16 44.73! 87 10097.40 3372.15 6725.24 2969.30 44.15!
88 10290.63 3724.11 6566.52 2737.62 41.69! 88 10290.63 3724.11 6566.52 2794.18 42.55!
89 10851.82 4006.66 6845.16 2811.92 41.08! 89 10851.82 4006.66 6B45.16 2B56.64 41.73!
90 11219.23 4192.75 7026.48 2890.57 41.14! 90 11219.23 4192.75 7026.48 2921.76 41.58!
91 11135.31 4239.84 6395.47 2645.35 41.26! 91 11135.31 4239.84 6895.47 2858.94 41.46!
92 llal9.35 4306.37 7312.98 2937.53 40.17! 92 11619.35 4306.37 7312.9B 2929.87 40.06!
93 11906.75 4294.64 7612.10 2999.89 39.41! 93 11906.75 4294.64 7612.10 2974.17 39.07!
94 11555.93 4200.03 7355.96 2696.65 39.381 94 11555.98 4200.03 7355.96 2853.84 38.80!
95 11412.40 4134.28 7279.12 2839.38 39.01! 95 11412.40 4134.28 7278.12 2793.96 38.39!
96 1 M31.65 4068.39 6963.25 2715.29 38.991 9- 11031.65 4060.39 6963. 25 2775.67 39.86!
97 10742.51 3968.64 6753.B7 2606.74 38.60! 97 10742.51 3988.64 6753.87 2548.60 37.74!
98 10330.41 3814.79 6515.62 2478.06 38.03! 98 10330.41 3814.79 6515.62 2405.06 36.917.
99 9ES6.53 3668.77 6217.76 2343.22 37.69! 99 9686.53 3668.77 6217.76 2257.66 36.31!

2000 9386.09 3490.23 5395.66 2196.96 37.26! 2000 9386.09 3490.23 5895.86 2103.35 35.68!
01 8490.22 3343.89 5146.33 1936.40 37.63! 01 8490.22 3343.89 5146.33 1652.20 35.99!
02 7572.23 3202.43 4369.80 1665.97 38.12! 02 7572.23 3202.43 4369.50 1602,40 36.67!
03 6788.11 3173.14 3614.98 1430.85 39.581 03 6788.11 3173.14 3614.93 1390.72 38.47!
04 5923.08 3068.80 2839.28 1190.54 41.93! 04 5928.03 3088.80 2839.28 1182.56 41.65!
05 5324.B2 3045.12 2279.70 1009.80 44.30! 05 5324.82 3045.12 2279.70 1027.10 45.05!

1) FY 19B5 HBJ53 Corp. Inc. Tax includes 160.Bq of AS43.20 already 
collected through Dececber 31, 1984 and half a year of the new tax.

2) Based on 6/65 702 case price and production assuaptions.



TABLE 2b
Calculation of State Petroleua Revenues as a 
and as a Percent of Prod'n I Pipeline Incoie 

6/85 Forecast Assueptions 701 Case FY 85-05 Using UHV

------Total Petroleui------ State State /
Fiscal Gross Cost liet Petrol Net Rev
Vear Revenue Deductns Revenue Revenues Z

62 16155.80 2839.52 13616.28 3896.B5 28.627.
Pre SB 524
Icpact SB 524

02 16455.60 2839.52 13616.28 3B96.85 2B.62Z
83 15469.75 3156.70 12313.06 3644.37 29.602
64 14955.03 3492.67 11462.37 3544.02 30.92Z
65 15135.93 3750.89 11385.10 3569.86 31.367.

HB 353 as of 1/1/85 1)
Ispact HB 353

85 15135.98 3750.89 11385.10 3535.00 31.49Z
86 14357.36 3907.71 10479.66 3687.41 35.19Z
67 13930.61 4255.05 9675.56 3418.97 35.347.
65 14021.78 4590.92 °430.87 3138.59 33.282
69 14534.91 4861.97 9672.95 3202.64 33.112
90 14762.89 5041.00 9721.89 3265.45 33.592
91 14396.60 5079.20 9317.41 3192.20 34.262
92 14737.37 5132.65 9604.52 3263.10 33.972
93 14836.00 5106.76 9729.24 3304.47 33.962
94 14159.38 4997.89 9161.50 3169.51 34.602
95 13768.29 4922.30 8846.00 3032.52 34.852
96 13116.52 4647.39 8269.13 2928.73 35.421
97 12564.20 4758.72 7825.49 2791.86 35.682
95 11935.47 4573.61 7361.86 2636.14 35.Ell
99 11277.87 44IB.I8 6859.69 2475.96 36.092

2000 10554.4s 4230.95 6353.52 2306.26 36.301
01 9464.018 4078.47 5385.55 2020.33 37.512
02 6342.030 3937.21 4404.32 1724.72 39.162
03 73-99.393 3914.46 3464.94 1467.52 42.112
04 6391.219 3837. 70 2553.52 1206.71 47.26Z
05 5683.562 3606.07 1877.49 1008.45 53.712

1 ) FY 1985 HB353 Corp. Inc Tax includes $60.Qs of AS43.20 already
collected through Deceaber 1, 1981 and half a year of the r.eM tax.

Kith AS 43.20 Corporate Incoie Tax I AS 43.55 Production Tax
:al .......Total Petroleua....... State State /

Gross Cost Net Petrol Net Rev
Revenue Dedi-'tns Revenue Revenues X

82 16455.80 2839.52 13616.28 3664.40 26.91X
AS43.20 I 55

82 16455.80 2839.52 13616.28 4090.B0 30.04Z
83 15469.75 3156.70 12313.06 3478.98 28.257.
84 14955.04 3492.67 11462.37 3386.43 29.54X
85 15135.99 3750.89 1 1385. 10 3316.10 29.17/.

AS43.20 I 55

85 15135.98 3750.B9 11385.10 3316.10 29.13X
86 14387.36 3907.71 10479.66 3199.42 30.53Z
87 13930.61 4255.05 9675.56 3118.84 32.23Z
88 14021.78 4590.92 9430.b/ 2937.49 3I.15X
89 14534.91 4861.97 9672.95 2993.72 30.95X
90 14762.89 5041.00 9721.89 3052.61 31.407.
91 14396.60 5079.20 9317.41 2933.56 32.02Z
92 14737,37 5132.B5 9604.52 3048.25 31.74Z
93 14836.00 5106.76 9729.24 3086.32 31.72X
94 14159.3B 4997.89 9161.50 2959.76 32.31Z
95 13768.29 4922.30 8846.00 2893.65 32.71X
96 13116.52 4347.39 8269.13 2869.13 34.70Z
97 12584.20 4758.72 7825.49 2635.83 33.66X
93 11935.47 4573.61 7361.86 2486.06 33.77Z
99 11277.87 4418.18 6859.69 2332.43 34.00Z

2000 10584.46 4230.95 6353.52 2171.89 34. 167.
01 9464.018 4078.47 5385.55 1914.51 35.55Z
02 8342.030 3937.21 4404.82 1658.48 37.65Z
03 7399.393 3914.46 3484.94 1440.57 41.34X
04 6391.219 3837.70 2553.52 1226.18 48.02Z
05 5683.562 3806.07 1877.49 1064.48 56.70Z

21 Based on 6/B5 70Z case price and production assuipuions.



TABLE 3
Pipeline, Production I Exploration 

Incoie Tax Estisates 
(nil current FY $1

State Prod 'nti Total Total Total Total Windfall Interest Exploratn
Total Royalty Cons Property Oper'g Depre Acquis Profits Expense Costs
Revenue Share Tax Tax Costs Costs Tax Uncap

82 16455.80 1564.30 1219.03 275.90 939.80 602.58 0.77 2017.66 720.69 190.90
83 15469.75 1442.73 1098.94 306.55 1100.56 780.16 0.98 1018.38 676.04 204.26
84 14955.04 1370.57 1032.93 357.66 1259.34 998.45 1.09 412.33 614.13 218.56
65 15135.99 1362.44 1013.86 396.56 1449.17 1093.32 0.80 70.26 565.55 233.86
85 15135.99 1 362.44 1377.52 396.56 1449.17 1093.32 0.80 69.59 565.55 233.86
86 14387.37 1261.15 1262.27 420.27 1477.66 1224.05 0.76 46.77 541.76 247.56
87 13930.62 1212.62 1076.73 465.05 1600.34 1442.16 8.29 29.02 517.87 262.07
83 14021.79 1178.25 785.41 522.69 1735.17 1619.02 32.60 20.35 490.28 277.42
89 14534.92 1214.68 778.54 543.09 1796.67 ! ’ *•'.55 71.31 17.39 466.41 293.68
90 14762.69 1259.40 784.53 551.39 1854.43 loo..31 117.68 16.27 442.64 310.B9
91 14396.61 1251.54 749.9B 545.92 1855.24 1659.B7 150.78 14.42 418.55 329.10
92 14737.37 1305.68 768.16 536.92 1880.35 1880.23 152.28 9.36 393.54 348.38
93 14536.01 1343.04 772.90 524.41 1881.28 1B46.17 151.20 3.87 367.83 368.80
94 14159.38 1307.55 718.76 509.50 1846.56 1764.64 145.28 0.14 345.21 390.40
95 12768.30 1294.13 691.55 492.18 1794.52 1721.36 142.96 0.00 328.97 413.2B
96 13116.53 1255.86 636.25 470.56 1762.00 1665.21 128.63 0.00 316.45 437.49
97 125ti4.21 1226.7? 5a8.5B 445.39 173i.20 1590.25 110.30 0.00 , 4.62 463.13
98 11935.47 1182.46 535.28 419.28 1’01.13 1425.06 90.11 0.00 293.02 490.26
99 11277.87 1136.99 481.42 392.96 1672.97 1271.B7 77.2. 0.00 283.10 518.99

2000 10584.47 1035.01 426.21 365.49 1609.52 1 120 .1 1 62.59 0.00 273.89 549.40
01 9464.02 904.97 354.12 312.81 1579.08 962.54 51.13 0.00 265.99 581.59
02 8342.03 661.27 285.39 260.39 1541.87 813.50 41.00 0.00 262.91 615.66
03 7399.39 793.12 237.25 20B.85 1539.02 708.25 34.14 0.00 263.33 651.74
04 6391.22 694.26 195.90 157.62 1538.45 605.57 24.04 0.00 264.44 689.92
05 5683.56 624.48 173.46 106.53 1518.24 530.99 17.43 0.00 264.88 730.35

II These estisates assune the tax plan is in effect for the whole 
year; for FY 1932-65 this is Pre S3 524, for FY 1985-05 this is HB 353. 
21 FY82 collections of $130.72o are the actual asounts collected or 
credited to CYE2 liab ility . The estizate for a full year under AS43.20 
in FYB2 is <242.5* which would result in * difference of $595.12o as 
presented in coluin 4 of Table 1. FY 1985 AS43.20 collections are 
expected to be low due to substantial refunds and credits for prior 
year's tax overpayaents. Tax liab ility  on a calendar year basis under 
AS43.20 was CY82, 1236.50s; CY83, 1224.01a; CYB4 1241.54a.
J) Based on 6/85 701 rise price and production assuaptions.

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

Incoie 1 ) 1 ) 2,

236.20 148.58 7916.41 8539.40 802.70 837.62 130.7? 706.90
252.30 142.39 7023.30 8446.46 793.97 796.15 236.00 560.15
264.90 136.20 6666.16 8288.87 779.15 782.86 265.10 517.76
27B.20 130.00 6594.01 8541.97 802.95 797.00 168.60 628.40
278.20 130.00 6887.41 8248.58 775.37 581.52 166.60 412.92
292.10 123.82 6871.40 7515.97 706.50 723.72 235.73 487.99
306.70 117.63 7009.45 6921.16 650.59 664.57 260.61 403.96
322.00 114.43 7077.27 6944.52 652.7B 652.24 286.69 365.54
338.10 105.24 7398.28 7136.64 670.84 666.33 305.76 360.57
355.00 99.05 7636.32 7126.57 . 669.90 670.13 314.61 355.52
372.80 92.86 7626.64 6769.97 636.38 644.76 313.14 331.61
391.40 B6.67 7743.81 6993.56 657.39 652.14 311.00 341.14
411.00 80.4B 7747.11 7038.89 666.36 664.12 306.83 357.2B
431.50 74.29 7533.70 6625.69 622.81 633.70 298.04 335.66
453.10 68.10 7400.16 6368.14 598.61 604.66 287.54 317.12
475.70 61.91 7210.06 5906.46 555.21 566.06 298.04 268.02
499.50 55.72 7019.46 5564,75 523.09 531.12 263.02 268.09
524.50 49.53 6710.63 5224.84 491.14 499.12 249.03 250.09
550.70 43.34 6429.55 4848.32 455.74 464.59 234.66 229.93
578.30 37.14 6107.66 4476.81 420.82 429.55 219.24 210.31
607.20 30.95 5730.37 3733.65 350.96 368.43 201.62 166.81
637.50 24.76 5364.26 2977.77 279.91 297. 67 183.B2 113.85
699.40 18.57 5153.68 2245.72 2 1 1 . 10 228.30 167.72 60.58
702.90 12.3B 4885.48 1505.74 141.54 158.93 152.99 5.94
738.00 6.19 4710.54 973.02 91.46 103.98 139.26 -35.28



IfiBlt 4 
All PrcducInq firlds 
Incoir In  tsh iilcs 

1111 cur«rnt IV II

Oil Vrllhnd 6i» E li ~ lo t il Stile Prod'nl Property lotil Orpre

Fiscil Prod'n Vilur II frod'n Price Anenue Royilly Cons lie Oprr tq 0e»cl
trir U il B/DI(cor II lecl/diyM/ecll (cur II Shir r In Costs Costs

02 i .( 5 : i 21.293 507000 0.590 12958.93 1561.30 1219.03 113.90 710.80 3)3

0J 1.1004 19.010 503000 0.670 11911.70 1112.73 1090.91 119.15 000.66 511

61 1.7185 17.861 ' 305000 0.670 11327.62 15)0.57 1032.93 191.66 10)0.31 729

05 1.1521 17.103 565091 0.971 11387.33 I362.ll 1013.86 231.56 1237.6? 821

65 1.7523 17.163 565091 0.971 11387.33 1262.11 1377.52 231.56 •1237.6? 021

6b 1.7526 16.273 537621 1.097 10676.57 1761.15 1262.77 261.60 17(6.70 435

61 1.7619 15.105 625000 1.700 10097.10 1212.62 1076.73 315.51 1167.86 1173

03 1.7312 15.753 705650 1.306 10290.63 1178.25 765.11 379.30 1183.69 1350

6! 1.7056 I6.BI3 “ 711519 1.100 10351.62 1211.68 778.51 <06.01 1537.02 1521

90 1.4392 17.967 797600 1.570 11219.23 1259.10 761.53 120.51 1577.17 1592

n 1.5077 19.262 859950 1.706 11135.31 1251.51 719.98 <21.30 1562.16 1591

92 1.1399 20.915 902185 1.856 11619.35 1305.EB 768.16 118.51 1571.96 1611

n 1.3515 22.778 920067 1.995 11906.75 1313.01 772.90 <12.26 1561.31 1577

u 1.201) 21.762 893060 2.119 11555.98 1307.55 718.76 <03.58 1521.36 1145

95 1.(676 26.656 " 906519' 2.2)0 11412.10 1291.13 691.55 392.19 1161.12 1152

94 0.9635 29.080 920162 2.395 11031.65 1755.66 636.25 377.10 K2I.10 1396

91 0.6521 31.723 936356 2.562 10712.51 1226.77 586.58 338.16 IJ66.69 1321

: 3 0.7136 31.5(8 951319 7.737 10330.41 1182.16 535.26 3)6.28 1317.18 1156

i t 0.6157 37.580 913761 2.98? 9886.53 1136.99 <31.12 313.19 1113.11 100)

2000 0.55H <0.823 921739 3.214 9366.09 1005.01 126.21 296.95 1213.31 051

01 •323 ‘ 11.381 * 690963 3.550 6190.22 981.97 351.12 250.50 1205.11 693

02 0.3537 <3.191 899667 3.817 7572.23 631.27 285.39 201.31 1158.25 511

0) 0.2655 52.293 879601 4.172 6738.11 793.12 237.25 139,00 1112.38 1)9

01 0.2171 56.901 860511 "  1.518 5926.08 691.26 195.90 111.00 1128.61 336

05 0.1(63 61.931 813787 1.896 3371.62 621.16 173.16 61.15 1059.12 262

II these prtcrs ire tn ;h lid  irerije'eellbeid vilues derhrd Iroi the 
tiriout nlues it th* A. Slop) ind Coot Inlet Helds emluiled in (hit study.

Aiort ol Vindlill Irlerest liploritn Aden Other lotil lotil ToM lotil
Acquit Prolits tipense Costs Cost Drductni 'eductns tmble In  In
Costs In  leipen dl Incoie liibilityCollcdns

0.77 2017.66 119.40 190.90 236.20
0.98 1016.38 121.20 204.26 252.30
1.09 112.33 122.10 210.56 261.90
0.80 70.26 127.10 233.66 778.20
0.60 69.59 127.10 233.86 2)0.20
0.76 <6.77 131.90 217.56 292.10
8.29 29.02 136.10 262.07 306.70

32.60 20.15 136.60 277.42 322.00
71.31 17.39 139.10 293.68 338.10

117.68 16.27 140.30 310.69 355.00
150.78 11.12 110.90 329.10 372.60

152.28 9.36 141.10 318.38 391.10
151.20 3.67 141.30 368.80 111.00

115.78 0.14 141.70 390.40 131.50
112.96 0.00 142.70 413.28 <53.10
123.63 0.00 146.70 431.19 <75.70
110.30 0.00 151.50 463.13 199.50
90.11 0.00 156.60 490.26 524.50

77.21 0.00 162.20 518.99 550.70
62.59 0.00 160.00 549.40 578.30

51.13 0.00 171.00 531.59 607.20
11.00 0.00 180.40 615.66 637.50
31.14 0.00 107.10 651.74 699.10
21.01 0.00 154.00 639.92 702.90
17.13 0.00 201.10 730.35 738.00

148.53 6655.47 6303.46 592.53 677.99
142.39 5622.41 6119.30 5)5.21 579,34
136.20 5516.ie 5008.83 516.03 553.33
130.00 5513.71 56(8.61 551.65 550.24

130.00 5607.11 5575.22 521.07 393.05
123.62 5826.16 4B00.1I 151.24 469.45
117.63 5977.01 4120.30 307.32 <03.30
111.43 6067.15 4223.48 397.01 391.50
105.21 6405.09 4415.93 <17.92 412.69

99.05 6657.22 4562.01 126.83 426.10
92.86 6662.66 1172.65 420.13 122.53
66.67 6790.95 <820.40 453.12 114.95
60.13 6822.M 5083.90 477.89 171.69
71.29 6629.92 1926.07 <63.05 <66.76
60.10 6512.45 1899.95 460.60 461.21
61.91 63)7.60 4691.04 411.24 <16.00
55.72 6162.15 4580.36 430.55 133.23
<9.53 5870.81 1159.60 119.20 427.01
13.31 5605.37 <281.16 102.13 <06.62
37.11 5298.10 <087.69 381.21 368.79
30.95 1933.18 3556.71 331.33 346.81
21.76 4573.40 2998.83 281.89 295.00
18.5) <362.51 7175.61 228.01 211.10
17.38 1092.96 13)5.12 172.50 166.30
6.19 3912.21 1112.61 132.79 142.71



TABLE 5 
Trans Alaska Pipeline 
Incoae Tax Esticates 
(f.i 1 current FY J)

:al Pipeline Tariff Total Operat'g Aaort 6 Uncap Property Total Net Tax
Thruput It/B) Revenue Costs/ Deprec Interest Tax Deduction Incoae Liabilit)
(ail B/D) Year 19.4ZI

82 1.5680 6.1 1 3496.8B 229.00 268.65 601.29 162.00 1260.94 2235.94 210.18
83 1.6300 5.93 352B.05 220.00 268.65 554.84 157.40 1200.89 2327.16 218.75
84 1.6536 6.01 3627.42 221.00 268.65 491.73 166.00 1147.38 2480.04 233.12
85 1.7140 6.00 3753.66 211.50 268.65 438.15 162.00 1080.30 2673.36 251.30
86 1.7173 6.00 3760.80 210.96 268.65 409.86 155.77 1045.24 2715.56 255.26
87 1.7503 6.00 3833.22 232.48 268.65 381.77 149.54 1032.44 2800.,8 263.27
88 1.7037 6.00 3731.16 246.48 268.65 351.68 143.31 1010.12 2721.04 255.78
09 1.6818 6.00 3683.10 259.65 268.65 327.01 137.08 992.39 2690.71 252.93
90 1.6181 6.00 3543.66 277.26 268.65 302.34 130.85 979.10 2564.56 241.07
91 1.4892 6.00 3261.30 293.06 268.65 277.65 124.62 963.98 2297.32 215.95
92 1.4238 6.00 3118.02 305.39 268.65 252.44 118.38 944.86 2173.16 204,28
93 1.3376 6.00 2929.26 316.94 268.65 226.53 112.15 924.27 2004.99 18B.47
94 1.1808 6.00 2603.40 325.20 268.65 204.01 105.92 903.78 1699.62 159.76
95 1.0758 6.00 2355.90 333.10 268.65 186.27 99.69 887.71 1468.19 138.01
96 0.9520 6.00 2084.88 340.60 268.65 169.75 93.46 872.46 1212.42 113.97
97 0.8410 6.00 1841.70 348.31 268.65 153.12 87.23 857.31 984.39 92.53
98 0.7329 6.00 1605.06 353.95 268.65 136.22 81.00 839.82 765.24 71.93
99 0.6353 6.00 1391.34 359.86 268.65 120.90 74.77 824.18 567.16 53.31

2000 0.5472 6.00 1198.38 366.18 268.65 105.89 68.54 809.26 339.12 36.58
01 0.4447 6.00 973.80 373.94 268.65 91.99 62.31 796.89 176.91 16.63
02 0.3515 6.00 769.80 383.62 268.65 B2.51 56.08 790.86 -21.06 -1.98
03 0.2791 6.00 611.28 396.44 268.65 76.23 49.85 791.17 -179.89 -16.91
04 0.2115 6.00 463.14 409.81 268.65 70.44 43.62 792.52 -329.38 -30.96
05 0.1638 6.00 153.74 428.82 268.65 63.48 37.38 798.33 -439.59 -41.32

1) No gas production considered (26 TCF).
21 No TAPS settlesent.
3) Sooe acount of total crude taken off at N. Pole i.e. does not go to Valdez. 
41 Based on 6/B3 70! case price and production assucptions.
5) Sea) Is. excluded.
ASSUMPTIONS:
Property taxes per AS43.56 §21 gross.



TABLE 6
W I N D F A L L  P R O F I T S  TAX DE D U C T I O N  

( m i l  c u r r e n t  FY $ )

D E D U C T I O N  FROM FY TAXABLE I NCOME

F i s c a l

Y e a r S a d l e r o c h l t

U n d e r  P r e - S B  5 2 4

a )

C o o k  I n l e t T o t a l

I m p a c t  o n  FY 
T a x  L i a b i l i t y  

( T o t a l  * . 0 9 4 1

8 2 1 7 5 0 . 6 1 2 6 7 . 0 5 2 0 1 7 . o 6 1 8 9 . 6 6

8 3 8 4 8 . 7 8 1 6 9 . 6 0 1 0 1 8 . 3 8 9 5 . 7 3

84 2 8 9 . 2 5 1 2 3 . 0 3 4 1 2 . 3 3 3 8 . 7 6

8 5 8 . 9 3 6 1  . 3 3 7 0 . 2 6 6 . 6 0

U n d e r  HB 3 5 3

8 5

86
8 7

88
89

90

91

9 2

9 3

94

b )

8 . 5 1

-0-
-0-
-0-
-0-
-0-
-0-
-0-
-0-
-0-

6 1 . 0 9  

4 6 . 7 7  

2 9 . 0 2  

2 0 . 3 5  

1 7 . 3 9  

1 6 . 2 7  

1 4 . 4 2  

9 . 3 6  

3 . 8 7  

. 1 4

6 9 . 6 0

4 6 . 7 7

2 9 . 0 2

2 0 . 3 5

1 7 . 3 9

1 6 . 2 7

1 4 . 4 2

9 . 3 6

3 . 8 7

. 1 4

6 . 5 4  

4 . 4 0  

2 . 7 3  

1 . 9 1  

1 . 6 3  

1 . 5 3  

1 . 3 6  
.88 
. 3 6  

.01

N o t e :

1/

2/

3 /

a )

b )

B a s e d  on 6 / 8 5  7 0 %  c a s e  p r i c e  a n d  p r o d u c t i o n  a s s u m p t i o n s .

W i n d f a l l  P r o f i t s  T a x  1 s  p h a s e d  o u t  a n d  n o  l o n g e r  I n  e f f e c t  1 n  FY 1 9 9 5  

a n d  t h e r e a f t e r .

T h e  r e a s o n  f o r  t h e  s l i g h t  d i f f e r e n c e  1 n  FY 8 5  u n d e r  P r e - S B  5 2 4  
c o m p a r e d  t o  HB 3 5 3  1 s  t h e  d i f f e r e n c e  1 n  t h e  0 1 1  S e v e r a n c e  T a x  l a w  a n d  

t h u s ,  t h e  s e v e r a n c e  t a x  a d j u s t m e n t  u n d e r  t h e  WPT .

F o r  FY 1 9 8 2  t h r o u g h  1 9 8 5 ,  t h e s e  I m p a c t s  a r e  I n c l u d  d 1 n  T a b l e s  3 a n d  
4 u n d e r  t h e  P r e - S B  5 2 4  s e p a r a t e  a c c o u n t i n g  c o r p o r a t e  t a x .  I f  t h e  WPT 

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

w o u l d  h a v e  b e e n  I n c r e a s e d  b y  t h e s e  a m o u n t s .

F o r  FY 1 9 8 2  t h r o u g h  2 0 0 5 ,  t h e s e  I m p a c t s  a r e  n o t  I n c l u d e d  1 n  T a b l e s  3 
a n d  4 u n d e r  t h e  HB 3 5 3  s e p a r a t e  a c c o u n t i n g  c o r p o r a t e  t a x .  I f  t h e  WPT 

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

w o u l d  b e  r e d u c e d  b y  t h e s e  a m o u n t s .  I n  FY 1 9 8 5 ,  t h e  r e d u c t i o n  w o u l d  

b e  a p p r o x i m a t e l y  o n e  h a l f  t h e  a m o u n t  b e c a u s e  HB 3 5 3  g o e s  I n t o  e f f e c t  

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



V.

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

3 5 3  b a s e d  on t h e  a n a l y s i s  o u t l i n e d  a n d  s u m m a r i z e d  1 n  p r e c e d i n g  s e c t i o n s .

As t o  t h e  f e a s i b i l i t y  a n a l y s i s  p e r f o r m e d  r e l a t i v e  t o  t h e  I m p a c t  o f  

HB 3 5 3  on d e v e l o p m e n t  a n d  p r o d u c t i o n  o f  t h e  " m a r g i n a l "  N o r t h  S l o p e  

f i e l d s ,  t h e  f o l l o w i n g  q u a l i f i c a t i o n s  s h o u l d  b e  n o t e d :

T h e  f e a s i b i l i t y  a n a l y s i s  p e r f o r m e d  I n  t h e  P e t r o l e u m  R e v e n u e  

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

r e t u r n  f r o m  a f i e l d  a g a i n s t  a n  a s s u m e d  " h u r d l e "  r e a l  r a t e  o f  r e t u r n  t o  

d e t e r m i n e  f e a s i b i l i t y .  I f  t h e  r a t e  o f  r e t u r n  f o r  t h e  f i e l d  ', 1 v e n  

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

r a t e s  e x c e e d s  t h e  h u r d l e  r a t e ,  d e v e l o p m e n t  o f  t h e  f i e l d  1 s d e e m e d  

f e a s i b l e .

T h e r e  a r e  t h r e e  p o t e n t i a l  p r o b l e m s  w i t h  a p p l y i n g  t h i s  q u a n t i t a t i v e  

a n a l y s i s  t o  t h e  " m a r g i n a l "  N o r t h  S l o p e  f i e l d s  a n d  t h e n  d r a w i n g  

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

T h e  f i r s t  1 s  t h e  " h u r d l e "  r a t e  u s e d  1 n  t h e  m o d e l  ma y  n o t  b e  t h e  s a m e  a s  

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

d e v e l o p  t h e  f i e l d .  T h e  s e c o n d  1 s  t h a t  t h e  m o d e l  a n a l y s i s  a s s u m e s  no 

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

a m o u n t  o f  c a p i t a l  t o  I n v e s t  1 n  t h e  d e v e l o p m e n t  o f  f i e l d s  1 n  A l a s k a  a n d
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e l s e w h e r e  1 n  t h e  w o r l d .  E v e n  t h o u g h  d e v e l o p m e n t  o f  a f i e l d  1 n  A l a s k a  may 

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

g i v e n  t h e  c o r p o r a t i o n ' s  a c t u a l  " h u r d l e "  r a t e ,  t h e r e  ma y  b e  o t h e r  e v e n  

m o r e  a t t r a c t i v e  p r o j e c t s  e l s e w h e r e  w h i c h  w o u l d  b e  d e v e l o p e d  I n s t e a d ,  

g i v e n  a l i m i t e d  c a p i t a l  b u d g e t .  F i n a l l y ,  t h e r e  m a y  b e  n o n - q u a n t 1 f 1 a b l e  

J u d g m e n t a l  f a c t o r s  w h i c h  t h e  c o r p o r a t i o n s  c o n s i d e r  1 n  m a k i n g  t h e i r  

I n v e s t m e n t  d e c i s i o n s .  T h e s e  t y p e s  o f  J u d g m e n t a l  c o n s i d e r a t i o n s  a r e  

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

p r o j e c t e d  t o  b e  e q u a l l y  a t t r a c t i v e  on  a q u a n t i t a t i v e  b a s i s .

R e g a r d l e s s  o f  t h e s e  t h r e e  p o t e n t i a l  p r o b l e m s  1 n  a p p l y i n g  t h e  

f e a s i b i l i t y  m o d e l  t o  a n a l y z e  w h e n  a n d  a t  w h a t  l e v e l  a f i e l d  w i l l  a c t u a l l y  

b e  d e v e l o p e d ,  uhe m o d e l  1 s u s e f u l  1 n a n a l y z i n g  t h e  r e l a t i v e  e f f e c t  o f  

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

d e v e l o p m e n t  g i v e n  p r o j e c t e d  p r o d u c t i o n ,  c o s t s  a n d  p r i c e s .  H e r e ,  a s  

d i s c u s s e d  e a r l i e r ,  o u r  a n a l y s i s  I n d i c a t e d  t h e  I m p a c t  o f  t h e  HB 3 5 3  t a x  

s t r u c t u r e  w i t h  r e s p e c t  t o  P e t r o l e u m  C o r p o r a t e  I n c o m e  T a x  a n d  P e t r o l e u m  

S e v e r a n c e  T a x  on t h e  f e a s i b i l i t y  o f  d e v e l o p m e n t  w a s  r e l a t i v e l y  

I n s i g n i f i c a n t .  T h e  f u t u r e  o f  o i l  p r i c e s  w i l l  h a v e  a m u c h  m o r e  

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

As t o  t h e  r e v e n u e  I m p a c t  o f  HB 3 5 3 ,  t h e  a n a l y s i s  I n d i c a t e d  t h a t  

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

r e v e n u e s  f r o m  I n c o m e  a n d  s e v e r a n c e  t a x e s  f o r  FY 1 9 8 5  t h r o u g h  FY 2 0 0 5  w e r e  

g r e a t e r  u n d e r  HB 3 5 3  t h a n  u n d e r  t h e  c u r r e n t  t a x  s t r u c t u r e .  T h e  a b s o l u t e  

a n d  p e r c e n t a g e  g a i n ,  h o w e v e r ,  v a r i e d  s 1 g n 1 f 1 c Q n t 1 y b e t w e e n  s c e n a r i o s .
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F o r  e x a m p l e ,  c u m u l a t i v e  r e v e n u e s  f r o m  I n c o m e  a n d  s e v e r a n c e  t a x e s  f o r  FY 

1 9 8 5  t h r o u g h  FY 2 0 0 5  w e r e  1 2 . 1 2  p e r c e n t  h i g h e r  u n d e r  HB 3 5 3  t h a n  u n d e r  

c u r r e n t  l a w  g i v e n  t h e  Me a n  c a s e  p r i c e  a n d  p r o d u c t i o n  s c e n a r i o ,  8 . 3 8  

p e r c e n t  h i g h e r  g i v e n  t h e  3 0  p e r c e n t  s c e n a r i o  a n d  1 7 . 3 9  p e r c e n t  h i g h e r  

g i v e n  t h e  7 0  p e r c e n t  s c e n a r i o .

T h i s  1 s  b e c a u s e  t h e  t a x  s t r u c t u r e  p r o p o s e d  b y  HB 3 5 3  1 s  m o r e  

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

s t r u c t u r e .  T h e  s e v e r a n c e  t a x  u n d e r  HB 3 5 3  1 s  s l i g h t l y  l e s s  s e n s i t i v e  t o  

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

b e c a u s e  1 t  1 s  l e v i e d  a t  a l o w e r  m a x i m u m  r a t e ,  1 2 . 2 5  p e r c e n t  a s  c o m p a r e d  

t o  1 5  p e r c e n t  u n d e r  t h e  c u r r e n t  l a w .  H o w e v e r ,  t h i s  1 s  m o r e  t h a n  o f f s e t  

b y  t h e  I n c o m e  t a x  w h i c h  1 s  s i g n i f i c a n t l y  m o r e  s e n s i t i v e  u n d e r  HB 3 5 3  t h a n  

u n d e r  c u r r e n t  l a w  r e s u l t i n g  1 n g r e a t e r  o v e r a l l  r e v e n u e  s e n s i t i v i t y  u n d e r  

HB 3 5 3 .

T h e  c u m u l a t i v e  r e v e n u e s  c o l l e c t e d  f r o m  I n c o m e  t a x e s  f o r  FY 1 9 8 5  

t h r o u g h  FY 2 0 0 5  u n d e r  t h e  c u r r e n t  a p p o r t i o n m e n t  t a x  s t r u c t u r e  w e r e  

p r o j e c t e d  t o  b e  5 . 0 4  p e r c e n t  l o w e r  g i v e n  t h e  3 0  p e r c e n t  s c e n a r i o  a s  

c o m p a r e d  t o  t h e  Me a n  s c e n a r i o  a n d  1 6 . 9 4  p e r c e n t  h i g h e r  g i v e n  t h e  7 0  

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

r e v e n u e s  c o l l e c t e d  u n d e r  t h e  p r o p o s e d  HB 3 5 3  s e p a r a t e  a c c o u n t i n g  I n c o m e  

t a x  w e r e  p r o j e c t e d  t o  b e  1 4 . 5 2  p e r c e n t  l o w e r  g i v e n  t h e  3 0  p e r c e n t  

s c e n a r i o  c o m p a r e d  t o  t h e  M e a n  s c e n a r i o  a n d  3 0 . 8 3  p e r c e n t  h i g h e r  g i v e n  t h e  

7 0  p e r c e n t  s c e n a r i o  c o m p a r e d  t o  t h e  M e a n  s c e n a r i o .  T h e  r e a s o n  f o r  t h i s
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1 s u n d e r  s e p a r a t e  a c c o u n t i n g ,  r e v e n u e  c o l l e c t i o n s  a r e  d i r e c t l y  d e p e n d e n t  

u p o n  t h e  l e v e l  o f  p r o d u c t i o n  a n d  w e l l h e a d  v a l u e s  1 n  A l a s k a .  U n d e r  

a p p o r t i o n m e n t ,  h o w e v e r ,  r e v e n u e  c o l l e c t i o n s  a r e  d e p e n d e n t  on  b o t h  

w o r l d w i d e  I n c o m e  a n d  t h e  l e v e l  o f  A l a s k a  a c t i v i t y  c o m p a r e d  t o  w o r l d w i d e  

a c t i v i t y  a s  m e a s u r e d  b y  a p p o r t i o n m e n t  f a c .  . r s .  T h e r e f o r e ,  t h e  

a p p o r t i o n m e n t  t a x  s t r u c t u r e  1 s l e s s  d i r e c t l y  s e n s i t i v e  t o  c h a n g e s  1 n 

A l a s k a  p r o d u c t i o n  a n d  w e l l h e a d  v a l u e s .  A l s o ,  1 t  s h o u l d  b e  n o t e d  t h a t  a  

g i v e n  p e r c e n t a g e  c h a n g e  1 n w o r l d w i d e  o i l  p r i c e s  r e s u l t s  1 n a g r e a t e r  

p e r c e n t a g e  c h a n g e  1 n  A l a s k a  w e l l h e a d  v a l u e s  d u e  t o  t h e  f i x e d  

t r a n s p o r t a t i o n  c o s t  d i f f e r e n t i a l  w h i c h  e x i s t s  b e t w e e n  t h e  t w o .  F o r  

e x a m p l e ,  1 f  w o r l d  c r u d e  p r i c e s  w e r e  $ 20 .00  p e r  b a r r e l  a n d  t h e r e  w a s  a 

t o t a l  f i x e d  t r a n s p o r t a t i o n  c o s t  o f  $ 1 0 . 0 0  p r r  b a r r e l  t o  g e t  A l a s k a  c r u d e  

t o  m a r k e t ,  t h e  w e l l h e a d  v a l u e  o f  A l a s k a  c r u d e  w o u l d  b e  $ 1 0 . 0 0  p e r  

b a r r e l .  I f  w o r l d  p r i c e s  w e r e  t o  I n c r e a s e  b y  5 p e r c e n t  t o  $ 2 1 . 0 0  p e r  

b a r r e l ,  A l a s k a  w e l l h e a d  v a l u e  w o u l d  I n c r e a s e  f r o m  $ 1 0 . 0 0  t o  $ 1 1 . 0 0  p e r  

b a r r e l  w h i c h  w o u l d  r e p r e s e n t  a  1 0  p e r c e n t  I n c r e a s e .  T h e r e f o r e ,  

a l t e r n a t i v e  p r i c e  s c e n a r i o s  r e s u l t  1 n g r e a t e r  p e r c e n t a g e  d i f f e r e n c e s  1 n 

A l a s k a  a c t i v i t y  a n d  I n c o m e  u p o n  w h i c h  s e p a r a t e  a c c o u n t i n g  1 s  b a s e d  t h a n  

1 n w o r l d w i d e  a c t i v i t y  a n d  I n c o m e  u p o n  w h i c h  a p p o r t i o n m e n t  1 s b a s e d .

T h e  HB 3 5 3  p r o p o s a l ,  b e c a u s e  1 t  1 s  m o r e  s e n s i t i v e  t o  o 1 1  p r i c e s ,  

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

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

t o  t h e  c u r r e n t  t a x  s t r u c t u r e .



I t  s h o u l d  b e  n o t e d  t h a t  b y  FY 2 0 0 5 ,  t h e  r e v e n u e s  c o l l e c t e d  u n d e r  

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

g i v e n  a l l  a l t e r n a t i v e  s c e n a r i o s .  T h i s  1 s  b e c a u s e  u n d e r  a p p o r t i o n m e n t ,  

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

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

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

d e c l i n i n g  A l a s k a  a c t i v i t y  a n d  I n c o m e .

I t  1 s  a l s o  I n t e r e s t i n g  t o  n o t e  t h a t  by FY 2 0 0 5 ,  c o l l e c t i o n s  u n d e r  

t h e  c u r r e n t  a p p o r t i o n m e n t  t a x  a r e  a p p r o x i m a t e l y  e q u a l  g i v e n  b o t h  t h e  M e a n  

a n d  7 0  p e r c e n t  a s s u m p t i o n s .  T h i s  1 s  b e c a u s e  e v e n  t h o u g h  t h e  7 0  p e r c e n t  

c a s e  a s s u m e s  a h i g h e r  l o n g - r u n  w o r l d w i d e  a p p o r t l o n a b l e  I n c o m e  g r o w t h  r a t e  

1 t  a l s o  a s s u m e s  a h i g h e r  g r o w t h  r a t e  1 n w o r l d w i d e  p r o d u c t i o n  w h i c h  a c t s  

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

h i g h e r  I n c o m e  g r o w t h  r a t e .  As n o t e d  e a r l i e r ,  h o w e v e r ,  o v e r  t h e  e n t i r e  

p e r i o d  f r o m  FY 1 9 8 5  t h r o u g h  FY 2 0 0 5 ,  t h e  7 0  p e r c e n t  c a s e  a s s u m p t i o n s  

r e s u l t e d  1 n  r e v e n u e  c o l l e c t i o n s  w h i c h  w e r e  1 5 . 9 4  p e r c e n t  h i g h e r  t h a n  t h e  

M e a n .

I n  c o m p a r i n g  r e v e n u e  c o l l e c t i o n s  u n d e r  s e p a r a t e  a c c o u n t i n g  1 n  FY 

2 0 0 5  g i v e n  Me a n  a n d  7 0  p e r c e n t  s c e n a r i o  a s s u m p t i o n s ,  t h e  7 0  p e r c e n t  c a s e  

g e n e r a t e s  l e s s  r e v e n u e  t h a n  t h e  M e a n  c a s e .  T h e  r e a s o n  f o r  t h i s  1 s  t h a t  

u n d e r  t h e  7 0  p e r c e n t  s c e n a r i o ,  d e v e l o p m e n t  o f  f i e l d s  1 n  A l a s k a  o c c u r s  

e a r l i e r  a n d  a t  a m o r e  r a p i d  p a c e .  T h e r e f o r e ,  b y  FY 2 0 0 5 ,  p r o d u c t i o n
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u n d e r  t h e  7 0  p e r c e n t  s c e n a r i o  1 s  l e s s  t h a n  p r o d u c t i o n  u n d e r  t h e  Me a n  

s c e n a r i o .  As n o t e d  e a r l i e r ,  h o w e v e r ,  o v e r  t h e  e n t i r e  p e r i o d  f r o m  FY 1 9 8 5  

t h r o u g h  FY 2 0 0 5 ,  t h e  7 0  p e r c e n t  c a s e  a s s u m p t i o n s  r e s u l t e d  1 n  r e v e n u e  

c o l l e c t i o n s  w h i c h  w e r e  3 0 . 8 3  p e r c e n t  h i g h e r  t h a n  t h e  M e a n .

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

t h e  p r e l i m i n a r y  a n a l y s i s  p r e v i o u s l y  p r e s e n t e d  t o  t h e  L e g i s l a t u r e  d u r i n g  

t h e  1 9 8 5  l e g i s l a t i v e  s e s s i o n .  T h e  p r e v i o u s  a n a l y s i s  w a s  b a s e d  on M a r c h ,  

1 9 8 5  M e a n  c a s o  p r i c e  a s s u m p t i o n s  w h e r e a s  t h i s  a n a l y s i s  1 s  b a s e d  on J u n e ,  

1 9 8 5  p r i c e  a s s u m p t i o n s  w h i c h  a r e  s i g n i f i c a n t l y  l o w e r  1 n  t h e  Me a n  c a s e .  

T h i s  a n a l y s i s  I n c l u d e s  t w o  a d d i t i o n a l  m a r g i n a l  f i e l d s ,  W e s t  S a k  a n d  P o i n t  

T h o m p s o n  w h i c h  w e r e  n o t  I n c l u d e d  b e f o r e .  T h e  M a r c h  a n a l y s i s  I n c l u d e d  

p r o j e c t i o n s  o n l y  t h r o u g h  FY 1 9 9 5 .  T o t a l  p r o j e c t e d  c u m u l a t i v e  r e v e n u e  

c o l l e c t i o n s  f r o m  b o t h  I n c o m e  a n d  s e v e r a n c e  t a x e s  g i v e n  M e a n  c a s e  

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

t h a n  1 n  M a r c h .

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

p r i c e  a n d  w e l l h e a d  v a l u e  p r o j e c t i o n s  1 n s p i t e  o f  s o m e w h a t  h i g h e r  

p r o d u c t i o n  f r o m  t h e  I n c l u s i o n  o f  t h e  t w o  a d d i t i o n a l  f i e l d s  1 n t h e  

a n a l y s l s .

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

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

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

p r o p o s e d  HB 3 5 3  s e p a r a t e  a c c o u n t i n g  l a w  a r e  l o w e r  d u e  t o  l o w e r  w e l l h e a d
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v a l u e s  a n d  h e n c e ,  g r o s s  r e v e n u e s .  T h e  I n c l u s i o n  o f  a d d i t i o n a l  f i e l d s  

d o e s  n o t  r e s u l t  1 n e n o u g h  a d d i t i o n a l  p r o d u c t i o n  t o  o f f s e t  t h e  e f f e c t  o f  

l o w e r  w e l l h e a d  v a l u e s  on g r o s s  r e v e n u e s ,  a n d  t h e  a d d i t i o n a l  f i e l d s  

I n c l u d e d  a l s o  h a d  d e d u c t i o n s  a s > o c 1 a t e d  w i t h  t h e m  w h i c h  r e d u c e d  n e t  

t a x a b l e  I n c o m e  e v e n  m o r e .  A l s o ,  a s  d i s c u s s e d  e a r l i e r ,  s e p a r a t e  

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

r e v i s e d  u p w a r d  s i n c e  M a r c h .

T h e  r e v i s i o n s  s i n c e  M a r c h  h a v e  r e s u l t e d  1 n  a g r e a t e r  d o w n w a r d  

r e v i s i o n  1 n p r o j e c t e d  c o l l e c t i o n s  u n d e r  t h e  c u r r e n t  I n c o m e  a n d  s e v e r a n c e  

t a x  l a w s  t h a n  u n d e r  t h e  p r o p o s e d  HB 3 5 3  I n c o m e  a n d  s e v e r a n c e  t a x  l a w s .  

T h e r e f o r e ,  t h e  a b s o l u t e  a n d  p e r c e n t a g e  r e v e n u e  g a i n  f r o m  HB 3 5 3  1 s  

p r o j e c t e d  t o  b e  g r e a t e r  n o w  t h a n  1 n  M a r c h .  T o t a l  c u m u l a t i v e  r e v e n u e s  

c o l l e c t e d  f o r  f Y  1 9 8 5  t h r o u g h  FY 1 9 9 5  w e r e  p r o j e c t e d  t o  b e  1 3 . 4 6  p e r c e n t  

h i g h e r  u n d e r  HB 3 5 3  t h a n  u n d e r  c u r r e n t  l a w  g i v e n  t h e  Me a n  c a s e  

a s s u m p t i o n s  1 n  M a r c h  a n d  n o w  a r e  p r o j e c t e d  t o  b e  1 6 . 7 9  p e r c e n t  h i g h e r  f o r  

t h e  s a m e  p e r i o d  ( 1 9 8 5 - 1 9 9 5 )  g i v e n  t h e  Me a n  c a s e  a s s u m p t i o n s .

I t  s h o u l d  a l s o  b e  n o t ? d  t h a t  d u e  t o  t h e  r e v i s i o n  1 n  t h e  o p e r a t i n g  

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

u n d e r  t h e  p r e - S B  5 2 4  s e p a r a t e  a c c o u n t i n g  c o r p o r a t e  t a x  f o r  FY 1 9 8 2  

t h r o u g h  FY 1 9 8 5  a r e  l o w e r  n o w  t h a n  1 n  M a r c h .
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pâ l/iA - Ti' '*7^t TL t

z j y> o  'A ,^ |V  I&w4s- o u te c fa *  / U M  p a d n 'j d U u t^  -

!  |(jojpiMjJc (^Sudj ;drz..

, f J $ '  ,  , p ^
‘ rA ’̂  c i j p y ^ y 'l A  Oa^V </J f>6WLON - J y f Z u u r f t . ~

m & L  L/Uyln V  , W  <̂ 6̂  -  |h£$^ Lrty&-§ f e v  -

t

$ 0  y M  y A  f ' m - ]  , ' U L ^ o j f c  f a .  c j j i ^ ' v o  - t y  ( ^ J



3/ B 7 *■ ObuL %dt
jfy <£_ ia£aj (Tim. ~- ^  ^
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STATE OF ALASKA 
ALASKA OIL AND GAS CONSERVATION COMMISSION 

30C1 Po rcup in e  D r iv e  
Anchorage , A la sk a  99501

Re: THE REQUEST OF SOHIO
ALASKA PETROLEUM COMPANY to  
p r e s e n t  t e s t im o n y  t o  d e t e r ­
mine p o o l  r u l e s  f o r  t h e  
E n d i c o t t  O i l  P oo l .

C o n s e r v a t i o n  O rde r  No. 202
E n d i c o t t  F i e l d  
E n d i c o t t  O i l  Pool
Sep tember  20, 198A

IT APPEARING THAT:
1. Soh io  A la sk a  P e t r o le um  Company r e q u e s t e d  t h e  A la sk a  O i l  

and Gas C o n s e r v a t i o n  Commission t o  h o l d  a p u b l i c  h e a r i n g  
i n  o r d e r  t o  r e c e i v e  t e s t im o n y  f o r  t h e  e s t a b l i s h m e n t  o f  
p o o l  r u l e s  f o r  t h e  deve lopmen t  and e x p l o i t a t i o n  o f  t h e  
E n d i c o t t  O i l  Poo l .

2. N o t i c e  o f  t h e  p u b l i c  h e a r i n g  was p u b l i s h e d  i n  t h e  
Anchorage Times on J u l y  24, 1984 and i n  t h e  Anchorage 
D a i l y  News on J u l y  25, 1984.

3. A p u b l i c  h e a r i n g  was h e l d  i n  t h e  M u n i c i p a l i t y  o f  
Anchorage Assembly Room, 3500 E a s t  Tudor Road, Anchorage , 
A la s k a  on August 22, 1984.

4. Members o f  t h e  s t a f f  o f  Soh io  A la sk a  P e t r o l e um  Company 
p r e s e n t e d  t e s t im o n y  and t h e  h e a r i n g  r e c o r d  was c l o s e d  a t  
t h e  end o f  t h e  p u b l i c  h e a r i n g .

FINDINGS:
1. Hydroca rbons  a r e  t r a p p e d  i n  t h e  K ek ik tu k  F o rm a t i o n ,  a 

p a r t  o f  t h e  E n d i c o t t  Group.
2. The re  h as  been  w id e s p r e a d  u s a g e  o f  " E n d i c o t t "  as t h e  

f i e l d  name and t h e  f i e l d  and p o o l  s h o u ld  be named 
E n d i c o t t  F i e l d  and t h e  E n d i c o t t  O i l  P oo l .

3. The v e r t i c a l  l i m i t s  o f  t h e  p o o l  may be d e f i n e d  by t h e  
a c c um u l a t i o n s  An t h e  Sohio A la s k a  P e t r o l e um  Company Sag 
D e l t a  No. 4 w e l l  wh ich  a p p e a r s  t o  be a t y p i c a l  and 
r e p r e s e n t a t i v e  w e l l .

4. Wel l  c o n t r o l  and s t r u c t u r a l  i n t e r p r e t a t i o n  a r e  a d e q u a t e  
t o  r e a s o n a b l y  d e f i n e  th e  a r e a l  l i m i t s  o f  t h e  a c cum u la ­
t i o n
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5. The p o o l  i s  bounded by s e v e r a l  m a jo r  f a u l t s  and t h e r e  
a p p e a r  to  be numerous m ino r  f a u l t s  w i t h i n  t h e  f i e l d  
l i m i t s .

6. The a r e a l  e x t e n t  o f  t h e  h y d r o c a r b o n - b e a r i n g  r e s e r v o i r  i s  
a b o u t  8600 a c r e s .

7. A g a s - o i l  c o n t a c t  has  b een  d e t e rm in e d  t o  be a p l a n a r  
h o r i z o n t a l  s u r f a c e  f i e l d w i d e  a t  9855 f e e t  s u b s e a .

8. The o i l - w a t e r  c o n t a c t  i s  assumed to  be a p l a n a r  h o r i ­
z o n t a l  s u r f a c e  f i e l d w i d e  a t  10 ,192 f e e t  s u b s e a .

9. A s p a c i n g  p a t t e r n  d e n s e r  t h a n  one w e l l  p e r  160 a c r e s  may 
be  n e c e s s a r y  to  r e c o v e r  t h e  maximum amount o f  o i l .

10. The f i e l d  i s  c h a r a c t e r i z e d  by f a u l t e d  s t r u c t u r a l  
p a t t e r n s ,  i n c o n s i s t e n t  l i t h o l o g v  and c h ang in g  l a t e r a l  and 
v e r t i c a l  r e s e r v e ' r  c h a r a c t e r i s t i c s .

11. To a d e q u a t e l y  e v a l u a t e  t h e  e f f e c t i v e n e s s  o f  t h e  r e s e r v o i r  
d e p l e t i o n  p l a n ,  t h e  r e s e r v o i r  p r e s s u r e ,  t h e  g a s - o i l  
r a t i o ,  t h e  g a s - o i l  c o n t a c t ,  and t h e  p r o d u c t i v i t y  p r o f i l e  
o f  w e l l s  s h o u ld  be  m on i t o r e d  on a r e g u l a r  and c o n t i n u o u s  
b a s i s  soon a f t e r  r e g u l a r  p r o d u c t i o n  commences.

12. Enhanced r e c o v e r y  methods  must b e  employed t o  a c h i e v e  
maximum r e c o v e r y .  S t u d i e s  have i n d i c a t e d  t h a t  a f u l l  
f i e l d  w a t e r f l o o d  p r o j e c t  s t a r t e d  w i t h i n  two y e a r s  a f t e r  
i n i t i a l  p r o d u c t i o n  w i l l  g r e a t l y  i n c r e a s e  r e c o v e r y  and 
w i l l  n o t  p r e c l u d e  o t h e r  a d d i t i o n a l  enhanced  r e c o v e r y  
p r o j e c t s  i n  t h e  f u t u r e .

13. S t u d i e s  i n d i c a t e  t h e  u l t im a t e  r e c o v e r y  from t h e  r e s e r v o i r  
i s  s e n s i t i v e  t o  t h e  d a i l y  ^ f t a k e  r a t e .

14. A l l  w e l l s  w i l l  be d r i l l e d  from man-made g r a v e l  i s l a n d s  
w i t h  a s u r f a c e  g r a d e  a p p r o x im a t e l y  22 f e e t  above t h e  
o r i g i n a l  mud l i n e  o r  o cean  f l o o r .

15 The c o n t r i b u t i o n  o f  i n t e r v a l s  open t o  t h e  w e l l b o r e  i n
e a ch  p r o d u c i n g  w e l l  may be d e t e rm in e d  by r u n n i n g  p r o d u c ­
t i v i t y  p r o f i l e  s u r v e y s .

16. I n i t i a l  r e s e r v o i r  and b u bb l e  p o i n t  p r e s s u r e s  a r e  
e s t im a t e d  t o  a v e r a g e  4840 p s i g .  The r e s e r v o i r  t em p e r a ­
t u r e  r a n g e s  from 200 t o  225 d e g r e e s  F a h r e n h e i t .

17. S t u d i e s  i n d i c a t e  t h a t  a l l  p ro d u c ed  g a s ,  e x c e p t i n g  vo lumes 
u s e d  f o r  l e a s e  p u r p o s e s ,  s hou ld  be  i n j e c t e d  i n t o  t h e  gas  
cap t o  a s s i s t  i n  r e s e r v o i r  p r e s s u r e  m a i n t e n a n c e .
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18. S t r u c t u r a l  c a s i n g  s e t  t h r o u g h  th e  i s l a n d  g r a v e l  and be low 
th e  mud l i n e  a p p e a r s  n e c e s s a r y  t o  conduc t  v7e l ibo re  
o p e r a t i o n s .

19. Conduc to r  c a s i n g  s e t  and cemented a minimum o f  75 f e e t  
be low t h e  i s l a n d  s u r f a c e  s h o u ld  p r o v i d e  a d e q u a t e  a n c h o r ­
age f o r  a d i v e r t e r  s y s t em .

20. The e f f e c t s  o f  p e rm a f r o s t  t h aw - s u b s i d e n c e  and f r e e z e  back  
l o a d i n g s  can be m i t i g a t e d  by s e t t i n g  and cemen t ing  
s u r f a c e  c a s i n g  o f  s u f f i c i e n t  s t r e n g t h  a t  l e a s t  500 f e e t  
belov? t h e  b a s e  o f  t n e  p e rm a f r o s t  b u t  no more t h a n  2700 
f e e t  t r u e  v e r t i c a l  d e p t h .

21. S e v e r a l  c a s i n g  t y p e s  and g r a d e s  t h a t  a r e  app roved  f o r  u se  
as s u r f a c e  c a s i n g  i n  t h e  Prudhoe Bay F i e l d  and t h e  
Kuparuk R iv e r  F i e l d  a r e  a d e q u a t e  f o r  t h i s  f i e l d .

22. P e r f o r a t i o n  o f  cemen ted  c a s i n g  o r  l i n e r s ,  s l o t t e d  l i n e r s ,  
w i r e  wrapped s c r e e n  l i n e r s ,  and open h o l e  c om p le t i o n s  
a p p e a r  to  be e q u a l l y  e f f e c t i v e  c om p le t i o n  t e c h n i q u e s .

23. U n le s s  t h e  p o o l  i s  o p e r a t e d  und e r  a u n i t  a g r e em en t ,  t h e  
p oo l  management p rog ram  c o n t em p la t e d  i n  t h e  t e s t im o n y  can 
n o t  be  u n d e r t a k e n ,  w i t h o u t  n e g a t i v e l y  im p a c t i n g  c o r r e l a ­
t i v e  r i g h t s .

24. S t a t ew id e  r e g u l a t i o n s  p r e s e n t l y  i n  e f f e c t  gove rn  f i e l d  
o p e r a t i o n s  e x c e p t  a s  m od i f i e d  by t h i s  c o n s e r v a t i o n  o r d e r .

NOW, THEREFORE, IT IS ORDERED THAT t h e  r u l e s  h e r e i n a f t e r _s e t  
f o r t h  a p p ly  t o  th e  f o l l o w i n g  d e s c r i b e d  a r e a  r e f e r r e d  t o  i n  t h i s  
o r d e r  as  t h e  a f f e c t e d  a r e a :

UMIAT MERIDIAN
S e c t i o n s  1, 2, and 12.
S e c t i o n s  3, 4, 5, 6, 7, 8, 9, 10,

13, 14, 15, 16, and 17.
S e c t i o n s  25, 26, 27, 34, 35, and 

36.
Tha t  p o r t i o n  o f  t h o s e  l a n d s  i n  t h e  S% S%, NW% o f  Block 653 
l y i n g  n o r t h  o f  t h e  s o u t h  bounda ry  o f  S e c t i o n s  22, 23, and 24; 
T12N, R16E, U .M ., A la s k a  ( b e in g  i d e n t i c a l  w i t h  l i n e  6-7 on 
Block 653) and t h o s e  l a n d s  i n  t h e  S% SW% NE% o f  B lock 653
l y i n g  n o r t h  o f  t h e  s o u t h  bounda ry  o f  S e c t i o n  24, T12N, R16E,
U .M ., A la sk a  and e a s t  o f  t h e  w es t  bounda ry  o f  S e c t i o n  30, 
T12N, R17E, U .M ., A la s k a  and t h o s e  l a n d s  i n  th e  SW% SE% NE% 
o f  B lock 653 and t h o s e  l a n d s  i n  t h e  SE% o f  Block 653 l y i n g  
e a s t  o f  t h e  w es t  b ound a ry  o f  S e c t i o n s  30 and 31, T12N, R17E, 
U.M. , A la s k a  and t h o s e  l a n d s  i n  t h e  SW% SŴ ; o f  B lock 654 and

TUN R16E 
T11N R17E
T12N R16E



t h o s e  l a n d s  i n  t h e  SW% NW% SŴ ; o f  B lock 65A and t h o s e  l a n d s  
i n  t h e  S W k  SE ;̂ SW% o f  B lock 65A and t h o s e  l a n d s  i n  B lock 697 
l y i n g  i n  T12N, R17E, U .M ., A la s k a  b e i n g  t h e  n o r t h e a s t  p o r t i o n  
o f  B lock 697 and t h o s e  l a n d s  i n  t h e  NŴ  o f  Block 698 l y i n g  
n o r t h  o f  t h e  s o u t h  bounda ry  o f  S e c t i o n s  31, 32, and 33, T12N, 
R17E, U .M . , A la sk a  and t h o s e  l a n d s  i n  NW% NU% NE% o f  B lock
698 l y i n g  n o r t h  o f  t h e  s o u t h  bound a ry  o f  S e c t i o n s  33 and 3A, 
T12N, R17E, U .M . , A la sk a  wh ich  a r e  w i t h i n  t h e  o f f s h o r e  
t h r e e - m i l e  a r c  l i n e s  and wh ich  a r e  a l l  l i s t e d  as s t a t e  a r e a  
on t h e  "S up p l em en t a l  O f f i c i a l  O .C .S . B lock Diagram" app roved  
O c to b e r  19, 1979 and December 9, 1979, r e s p e c t i v e l y .
Tha t  p o r t i o n  o f  t h o s e  l a n d s  i n  t h e  S% and S% N% o f  Block 698 
l y i n g  e a s t  o f  t h e  w e s t  b ound a ry  o f  S e c t i o n s  2 and 11, T11N, 
R17E, U .M . , A la sk a  ( b e i n g  i d e n t i c a l  w i t h  t h e  l i n e  4-5 Block 
698) and l y i n g  n o r t h  o f  t h e  s o u t h  bounda ry  o f  S e c t i o n  11, 
T11N, R17E, U .M ., A la sk a  ( b e i n g  i d e n t i c a l  w i t h  l i n e  5-6 i n  
B I o c k  698) and t h e  SW% NW% o f  B lock  699 and t h o s e  l a n d s  i n  
t h e  o f  Block 699 l y i n g  n o r t h  o f  t h e  s o u t h  bounda ry  o f  
S e c t i o n s  11 and 12, TUN , R17E, U.M. , A la sk a  and t h o s e  l a n d s  
i n  t h e  SW% NW% SE% o f  Block 699 and t h o s e  l a n d s  i n  t h e  SW%
NW% SE :̂ o f  F lo ck  699 and t h o s e  l a n d s  in  t h e  SW% S E k  o f  B lock
699 l y i n g  n o r t h  o f  t h e  s o u t h  bound a ry  o f  S e c t i o n  12, TUN, 
R17E, U.M., A la sk a  and e a s t  o f  t h e  w es t  bounda ry  o f  S e c t i o n s  
7 and 18, TUN, R18E, U.M. , A la s k a  wh ich  a r e  w i t h i n  t h e  
o f f s h o r e  t h r e e -m i l e  a r c  l i n e s  and wh ich  a r e  a l l  l i s t e d  as 
s t a t e  a r e a  on t h e  " S u p p l em en t a l  O f f i c i a l  O .C .S . Block 
Diagram" app rov ed  O c to b e r  4, 1979 and December 9, 1979, 
r e s p e c t i v e l y .

Rule 1 FIELD AND POOL NAME.
The f i e l d  i s  named t h e  E n d i c o t t  F i e l d .  The h y d r o c a r b o n s  con ­
t a i n e d  w i t h i n  t h e  K ek ik tu k  F o rm a t io n  c o n s t i t u t e  a r e s e r v o i r  
named t h e  E n d i c o t t  O i l  P o o l .
Rule 2 POOL DEFINITION.
The E n d i c o t t  O i l  Poo l  i s  d e f i n e d  a s  t h e  a c c um u l a t i o n s  o f  o i l  and 
gas  t h a t  a r e  common t o  and wh ich  c o r r e l a t e  w i t h  t h e  a c c um u l a t i o n s  
found  i n  t h e  Sohio A la s k a  P e t r o l e um  Company Sag DeLta No. 4 w e l l  
be tw een  t h e  measu red  d e p th s  o f  11 ,496 and 12 ,812 f e e t .
Ru le  3 WELL SPACING.
Nominal 40 a c r e  d r i l l i n g  u n i t s  a r e  e s t a b l i s h e d  f o r  t h e  p o o l  
w i t h i n  t h e  d e s c r i b e d  a r e a .  Each d r i l l i n g  u n i t  s h a l l  conform to  
q u a r t e r - q u a r t e r  g o v e rnm en ta l  s e c t i o n s  a s  p r o j e c t e d .  No more th an  
one w e l l  may be d r i l l e d  i n t o  and p r o d u c e d  from each  d r i l l i n g  
u n i t .  The p o o l  may n o t  be opened i n  a w e l l  c l o s e r  t h a n  a 1000 
f e e t  t o  any w e l l  opened t o  t h e  p o o l .  The poo l  s h a l l  n o t  be 
opened  i n  any w e l l  c l o s e r  t h a n  500 f e e t  t o  t h e  e x t e r i o r  bounda ry  
o f  t h e  a f f e c t e d  a r e a .  The Commission may a d m i n i s t r a t i v e l y  
ap p ro v e  m o d i f i c a t i o n s  to  w e l l  s p a c i n g  when j u s t i f i e d .
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Rule 4 CASING AND CEMENTING REQUIREMENTS.
a) S t r u c t u r a l  c a s i n g  s h a l l  be s e t  by d r i v i n g  o r  j e t t i n g  t o  a 

s u f f i c i e n t  d e p th  be low t h e  mud l i n e  t o  e n s u r e  s u p p o r t  o f  d r i l l i n g  
f l u i d  r e t u r n s  t o  th e  s u r f a c e  w h i l e  d r i l l i n g  h o l e  f o r  a c o n d u c t o r  
s t r i n g .

b) Conduc to r  c a s i n g  t o  p r o v i d e  f o r  p r o p e r  a n c h o r a g e  s h a l l  be 
s e t  a t  l e a s t  75 f e e t  be low t h e  i s l a n d  s u r f a c e  and s u f f i c i e n t  
cement s h a l l  be u sed  t o  f i l l  t h e  a n n u lu s  b eh in d  t h e  p i p e  t o  t h e  
i s l a n d  s u r f a c e .  Cement f i l l  s h a l l  be v e r i f i e d  by o b s e r v a t i o n  o f  
cement r e t u r n s .  The cement may be washed o u t  o r  d i s p l a c e d  t o  a 
d e p th  n o t  e x c e e d in g  t h e  d e p t h  o f  t h e  s t r u c t u r a l  c a s i n g  shoe t o  
f a c i l i t a t e  c a s i n g  remova l  upon w e l l  abandonment .

c) S u r f a c e  c a s i n g ,  t o  p r o v i d e  f o r  p r o p e r  a n c h o r a g e ,  f o r  
p r e v e n t i n g  u n c o n t r o l l e d  f low  and t o  p r o t e c t  t h e  w e l l  f rom th e  
e f f e c t s  o f  p e rm a f r o s t  t h aw - s u b s i d e n c e  o r  f r e e z e  b ack  l o a d i n g s ,  
s h a l l  be s e t  a t  l e a s t  500 measu red  f e e t  be low th e  b a s e  o f  th e  
p e rm a f r o s t  b u t  n o t  be low  2700 f e e t  t r u e  v e r t i c a l  d e p th .  S u f f i ­
c i e n t  cement s h a l l  be u s e d  to  f i l l  t h e  a n n u lu s  b e h in d  t h e  c a s i n g  
to  a t  l e a s t  t h e  mud l i n e .

d) S u r f a c e  c a s i n g  t y p e s  and g r a d e s  app'
72 p o u n d s / f o o t ,
72 p o u n d s / f o o t ,
68 p o u n d s / f o o t ,
45 .5  p o u n d s / f o o t ,
45 .5 p o u n d s / f o o t ,
36 p o u n d s / f o o t ,
40 p o u n d s / f o o t ,
36 p o u n d s / f o o t ,
40 p o u n d s / f o o t ,
47 p o u n d s / f o o t ,

1) 13 -3 /8 inch,
2) 13 -3 /8 inch,
3) 13 -3 /8 inch,
4) 10 -3 /4 inch,
5) 10 -3 /4 inch,

6) 9 -5 /8 inch,
7) 9 -5 /8 inch,
8) 9 -5 /8 inch,

9) 9 -5 /8 inch,

10) 9 -5 /8 inch,

roved f o r  u s e  i n c l u d e :  
L-80 B u t t r e s s ;
N-80 B u t t r e s s ;
MN-80 B u t t r e s s ;
K-55 B u t t r e s s ;
HF-ERW A r c t i c  G rade , 

J -55  B u t t r e s s ;  
K-55 B u t t r e s s ;
K-55 B u t t r e s s ;
HF-ERW A r c t i c  G rade ,  

J -55  B u t t r e s s ;  
HF-ERW A r c t i c  G rade ,  

J -5 5  B u t t r e s s ;  
L-80 B u t t r e s s .

e) The Commission may a d m i n i s t r a t i v e l y  app ro v e  a d d i t i o n a l  
t y p e s  and g r a d e s  o f  s u r f a c e  c a s i n g  upon a showing t h a t  t h e  
p ro p o s e d  c a s i n g  and c o n n e c t i o n  can w i t h s t a n d  t h e  p e rm a f r o s t  
t h aw - s u b s i d e n c e  and f r e e z e  b ack  l o a d i n g s  wh ich  may be e x p e r i ­
enced .  Ev id ence  s u b m i t t e d  t o  t h e  Commission s h a l l  i n c l u d e :

1) f u l l  s c a l e  t e n s i o n  and com p re s s io n  t e s t i n g ;  o r
2) f i n i t e  e l em en t  model s t u d i e s ,  o r
3) o t h e r  t y p e s  o f  a x i a l  s t r a i n  d a t a  a c c e p t a b l e  t o  t h e

Commission.
f )  A l t e r n a t e  means f o r  m a i n t a i n i n g  t h e  i n t e g r i t y  o f  t h e  

w e l l  f rom t h e  e f f e c t s  o f  p e rm a f r o s t  t h aw - s u b s i d e n c e  and f r e e z e  
back  may be a d m i n i s t r a t i v e l y  app roved  by th e  Commission upon 
a p p l i c a t i o n  and p r e s e n t a t i o n  o f  d a t a  wh ich  show t h e  a l t e r n a t i v e s  
a r e  a p p r o p r i a t e ,  b a s e d  upon a c c e p t e d  e n g i n e e r i n g  p r i n c i p l e s .



Rule 5 COMPLETION PRACTICES
Wells  com p le t e d  f o r  p r o d u c t i o n  from t h e  E n d i c o t t  Poo l  may u t i l i z e  
c a s i n g  s t r i n g s  o r  l i n e r s  cemen ted  th r o u g h  t h e  p r o d u c t i v e  i n t e r v a l  
and p e r f o r a t e d ,  s l o t t e d  l i n e r s ,  s c r e e n  wrapped l i n e r s  o r  open 
h o l e  m e thod s ,  o r  c om b in a t i o n  t h e r e o f .  The Commission may adm in i s  
t r a t i v e l y  app rov e  a l t e r n a t e  c om p l e t i o n  methods where a p p r o p r i a t e .
Rule 6 PRESSURE SURVEYS.

a) P r i o r  t o  r e g u l a r  p r o d u c t i o n ,  a p r e s s u r e  s u rv e y  s h a l l  be 
t a k e n  on each  w e l l .

b) The datum f o r  a l l  p r e s s u r e  s u r v e y s  i s  10 ,000 f e e t  
s u b s e a .

c) A f t e r  r e g u l a r  p r o d u c t i o n  commences i n  e a ch  g ove rnm en ta l  
s e c t i o n ,  a p r e s s u r e  s u r v e y  s h a l l  be  t a k e n  w i t h i n  s i x  months and 
a g a i n  w i t h i n  12 months on a t  l e a s t  one w e l l  i n  t h e  s e c t i o n .

d) W i th in  12 months a f t e r  r e g u l a r  p r o d u c t i o n  f rom t h e  poo l  
s t a r t s ,  t h e  o p e r a t o r  w i l l  s ubm i t  t o  t h e  Commission f o r  a p p r o v a l  a 
k e y -w e l l  p rog ram  s e t t i n g  f o r t h  t h e  long  te rm  p r e s s u r e  m o n i t o r i n g  
p rog ram  f o r  t h e  p o o l .

e) P r e s s u r e  s u r v e y ,  a s  u s e d  i n  t h i s  r u l e ,  means e i t h e r  a 
s t a t i c  b o t tom ho le  p r e s s u r e  s u r v e y  o r  a t r a n s i e n t  p r e s s u r e  s u r v e y .

f )  Da ta  f rom a l l  p r e s s u r e  s u r v e y s  s h a l l  be f i l e d  w i t h  t h e  
Commission on Form 1 0 -A12 w i t h i n  45 days a f t e r  t h e  s u rv e y  i s  
t a k e n .

g) The Commission, by a d m i n i s t r a t i v e  o r d e r ,  may amend th e  
key  w e l l  p r e s s u r e  m o n i t o r i n g  p rog ram  i f  i t  i s  found  t o  be i n a d e ­
q u a t e  o r  i m p r a c t i c a l .
Rule 7 GAS-OIL RATIO TESTS.

a) A f t e r  r e g u l a r  p r o d u c t i o n  from a w e l l  h a s  commenced, a 
g a s - o i l  r a t i o  t e s t  w i l l  b e  t a k e n  w i t h i n  f o u r  months and e a ch  s i x  
months t h e r e a f t e r .

b )  G a s - o i l  r a t i o  t e s t s  s h a l l  be a minimum o f  f o u r  h o u r s  
d u r a t i o n  u n l e s s  o th e rw j  ;e a d m i n i s t r a t i v e l y  app roved  by t h e  
Commission.

c) G a s - o i l  r a t i o  t e s t s  w i l l  be r e p o r t e d  on Form 10-409 and 
s u b m i t t e d  w i t h i n  45 days a f t e r  t h e  t e s t s  a r e  t a k e n .
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Rule 8 GAS VENTING OR FLARING.
a) The v e n t i n g  o r  f l a r i n g  o f  gas  i s  p r o h i b i t e d  e x c e p t  as  

may be a u t h o r i z e d  by t h e  Commission f o r  f a c i l i t y  s a f e t y ,  c a s e s  o f  
emergency o r  o p e r a t i o n a l  n e c e s s i t y .

b ) I n f r e q u e n t  o p e r a t i o n s  where f l a r i n g  i s  n e c e s s a r y ,  such 
as  t h e  i n i t i a l  comm iss ion ing  o f  f a c i l i t i e s ,  p l a n t  s t a r t - u p s  a f t e r  
m a in t e n an c e  o r  t i e - i n  shu tdowns and o t h e r  s p e c i a l  a c t i v i t i e s ,  may 
be a d m i n i s t r a t i v e l y  app rov ed  by t h e  Commission upon w r i t t e n  
r e q u e s t .

c) The Commission w i l l  a d m i n i s t r a t i v e l y  s e t  vo lumes f o r  
s a f e t y  f l a r e s  upon r e c e i p t  o f  a w r i t t e n  r e q u e s t  and accompan ied  
by a d e q u a t e  d a t a  t o  s u p p o r t  t h e  r e q u e s t .
Rule 9 GAS-OIL CONTACT MONITORING.

a) A compensa ted  n e u t r o n  lo g  s h a l l  be ru n  i n  each  w e l l  
p r i o r  t o  r e g u l a r  p r o d u c t i o n .

b) A compensa ted  n e u t r o n  lo g  s h a l l  be r u n  m  one w e l l  p e r  
g o ve rnm en ta l  s e c t i o n  w i t h i n  12 months a f t e r  r e g u l a r  p r o d u c t i o n  
s t a r t s .

c ) A k e y -w e l l  g a s - o i l  c o n t a c t  m o n i t o r i n g  p rog ram  w i l l  be 
s u bm i t t e d  t o  t h e  Commission f o r  a p p r o v a l  w i t h i n  12 months a f t e r  
r e g u l a r  p r o d u c t i o n  from t h e  p o o l  commences and w i l l  c o n s t i t u t e  
t h e  long  te rm  g a s - o i l  c o n t a c t  m o n i t o r i n g  p rogram .

d) Compensated n e u t r o n  l o g s  w i l l  be s u bm i t t e d  w i t h i n  45 
days a f t e r  t h e y  a r e  t a k e n .
Rule 10 GAS-OIL RATIO.

a) The g a s - o i l  r a t i o  i n  a w e l l  w i l l  have no u pp e r  l i m i t  i f  
a l l  gas  p roduced  from t h e  p o o l  e x c e p t  q u a n t i t i e s  u s ed  i n  l e a s e  
o p e r a t i o n s  o r  a d m i n i s t r a t i v e l y  app rov ed  f o r  o t h e r  p u rp o s e s  by th e  
Commission, i s  i n j e c t e d  i n t o  t h e  E n d i c o t t  O i l  P oo l .
Rule 11 PRODUCTIVITY PROFILES.

a) An a p p r o p r i a t e  lo g  t o  e s t a b l i s h  t h e  p r o d u c t i v i t y  o r  
i n j e c t i v i t y  p r o f i l e  o f  t h e  i n t e r v a l s  open to  t h e  w e l l b o r e  w i l l  be 
r u n  i n  each  w e l l  w i t h i n  12 months a f t e r  r e g u l a r  p r o d u c t i o n  o r  
i n j e c t i o n  commences.

b) A program to  m o n i t o r  w e l l  p r o d u c t i v i t y  and i n j e c t i v i t y  
w i l l  be s u bm i t t e d  t o  t h e  Commission f o r  a p p r o v a l  a t  l e a s t  t h r e e  
months b e f o r e  w a t e r  i n j e c t i o n  b e g i n s .
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c) A d d i t i o n a l  p r o d u c t i v i t y  s u r v e y s  may be r e q u i r e d  by 
a d m i n i s t r a t i v e  o r d e r  i f  u n d e rg ro u nd  w a s t e  o f  h y d r o c a r b o n s  a p p e a r s  
imminen t .

d) P r o d u c t i v i t y  s u r v e y s  w i l l  be subm i tced  t o  t h e  Commission 
w i t h i n  45 days a f t e r  t h e  d a t e  o f  t h e  su r v e y .
Rule 12 FIELD-WIDE WATERFLOOD PROJECT.

a) A f i e l d - w i d e  w a t e r f l o o d  p r o j e c t  i s  app roved  f o r  t h e  p o o l  
a r e a .

b) The f i e l d  w a t e r f l o o d  p r o j e c t  must be s t a r t e d  w i t h i n  two
y e a r s  a f t e r  r e g u l a r  p r o d u c t i o n  f rom th e  poo l  has s t a r t e d .

c) The w a t e r f l o o d  p l a n  w i l l  be s u bm i t t e d  to  t h e  Commission
a t  l e a s t  t h r e e  months b e f o r e  a c t u a l  w a t e r  i n j e c t i o n  b e g i n s .

d) A l l  a p p l i c a t i o n s  f o r  p e rm i t s  n e c e s s a r y  t o  implemen t t h e
w a t e r f l o o d  p r o j e c t  s h a l l  be t im e l y  s u bm i t t e d  f o r  a p p r o v a l .
Ru le 13 POOL OFFTAKE RATE.

a) The maximum c a l e n d a r  q u a r t e r  a v e r ag e  o f f t a k e  r a t e  from
th e  poo l  i s  125,000 b a r r e l s  o f  o i l  p e r  day . C a l e n d a r  q u a r t e r  
a v e r a g e  o f f t a k e  r a t e  means t h e  d a i l y  av e rag e  r a t e  d e t e rm in e d  by 
d i v i d i n g  t h e  t o t a l  volume o f  o i l  p ro du ced  i n  a c a l e n d a r  q u a r t e r  
by t h e  number o f  days i n  t h a t  c a l e n d a r  q u a r t e r .

b) The maximum c a l e n d a r  q u a r t e r  a v e r a g e  o f f t a k e  r a t e  o f
125 ,000 b a r r e l s  o f  o i l  p e r  day may be  exceeded  f o r  t h e  p u rp o s e  o f  
making up a s h o r t f a l l  i n  t h e  a l l o w a b l e  volume o f  o i l  p rodu ced  i n  
a p r e v i o u s  c a l e n d a r  q u a r t e r  p r o v i d i n g  t h a t  t h e  o f f t a k e  r a t e  f o r  
any day does n o t  e x c eed  one h und r ed  t e n  p e r c e n t  (110£) o f  t h e  
c a l e n d a r  q u a r t e r  a v e r a g e  o f f t a k e  r a t e .

c) For t h e  p u rp o s e  o f  p r o v i d i n g  f o r  r e a s o n a b l e  o p e r a t i n g  
f l e x i b i l i t y ,  t h e  c a l e n d a r  q u a r t e r  o f f t a k e  volume may be e x c e ed ed .  
The volume o f  o i l  d e t e rm in e d  by m u l t i p l y i n g  125,000 b a r r e l s  by 
t h e  number o f  days  i n  t h a t  c a l e n d a r  q u a r t e r  e s t a b l i s h e s  an 
a l l o w a b l e  c a l e n d a r  q u a r t e r  o f f t a k e  volume. A c a l e n d a r  q u a r t e r  
o f f t a k e  volume may n o t  ex ceed  t h e  a l l o w a b l e  c a l e n d a r  q u a r t e r  
o f f t a k e  volume by more t h a n  one p e r c e n t  (1.0%) w i t h o u t  p r i o r  
a p p r o v a l  o f  t h e  Commiss ion . Volumes o f  o i l  e x c e e d in g  t h e  a l l o w ­
a b l e  c a l e n d a r  q u a r t e r  o f f t a k e  volume s h a l l  be z e r o e d  ou t  i n  t h e  
f o l l o w i n g  c a l e n d a r  q u a r t e r  by p r o d u c i n g  a t  r a t e s  low e r  t h a n  t h e  
maximum c a l e n d a r  q u a r t e r  a v e r a g e  o f f t a k e  r a t e  u n t i l  t h a t  volume 
o f  o i l  p roduced  i n  e x c e s s  o f  t h e  p r e v i o u s  a l l o w a b l e  c a l e n d a r  
q u a r t e r  o f f t a k e  volume i s  o f f s e t .  The volume o f  o i l  p ro du ced  i n  
c a l e n d a r  q u a r t e r s  i n  e x c e s s  o f  t h e  a l l o w a b l e  c a l e n d a r  q u a r t e r  
a v e r a g e  o f f t a k e  r a t e  f o r  t h e  p u rp o s e  o f  r e c o v e r i n g  a s h o r t f a l l  i n  
an a l l ow ab l e  c a l e n d a r  q u a r t e r  o f f t a k e  volume as p r o v i d e d  f o r  by 
(b) above i s  n o t  g i v e n  c o n s i d e r a t i o n  when making a d e t e rm i n a t i o n
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for the purpose of this subsection (c).

d) Gas offtake is not permitted because the reservoir 
depletion program governed by this order requires that produced 
gas be injected into the Endicott Oil Pool. At anytime, upon 
proper petition and after public hearing, the Commission will 
consider the merits r f issuing an order establishing a gas 
offtake rate. That order would provide for appropriate amend­
ments to the pool depletion program governed by this order to 
ensure that a loss in ultimate recovery will not occur.

Rule 14 UNITIZATION.

a) Oil and gas leases overlying the affected area shall be 
unitized and a participating area established for the Endicott 
Pool prior to the commencement of regular production from the 
pool.

b) Should unitization and the establishment of a partici­
pating area not be accomplished prior to regular production from 
the pool, this order is null and void. Upon petition and after 
public hearing, the Commission will issue an order setting forth 
pool rules governing competitive lease production methods that 
will ensure the protection of correlative rights and the maximum 
ultimate recovery from the pool or issue an order mandating pool 
unitization.

DONE at Anchorage, Al, ' " * '~84.

Ci v7 ChatteVton, Chairman
Alaska Oil and Gas Conservation Commission

Lonnie C. SmfcJh, Commissioner
Alaska Oil and Gas Conservation Commission



go0038hLd
U te rmoh le

A M E N D M E N T
O f f e r e d  i n  t h e  HOUSE By Go t t e n

TO: CSHB 390 (F in a n c e )

Page 2, l i n e  1, a f t e r  ( a ) ,  t h ro u gh  l i n e  8:
D e l e t e  a l l  m a t e r i a l .

I n s e r t  "The d i s t r i b u t i o n  o f  t h e  income and r e a l i z e d  c a p i t a l  g a i n s  o f  
t h e  endowment i s  s u b j e c t  t o  AS 37 .0 7 .  The n e t  a n n u a l  r e a l i z e d  c a p i t a l  
g a i n s  o f  t h e  endowment may be e q u a l l y  d i v i d e d  b e tw een  t h e  income and t h e  
p r i n c i p a l  o f  t h e  endowment. Upon a p p l i c a t i o n  o f  t h e  f o u n d a t i o n ' s  b o a r d  o f  
d i r e c t o r s  o r  i t s  a u t h o r i z e d  r e p r e s e n t a t i v e ,  a f t e r  a u t h o r i z a t i o n  u n d e r  
AS 37 .07  t h e  A la s k a  Pe rmanen t  Fund C o r p o r a t i o n  s h a l l  pay to  t h e  f o u n d a t i o n  
t h e  income a p p r o p r i a t e d . "

- 1 - 4/7/88



GETTING ALASKA'S SHARE OF OIL REVENUES

$A<K| ,V te ^

by Cliff Davidson (1)
(vi

Alaskans own Prudhoe Bay, the largest and most prolific 

oil field in U.S. history. We have derived tremendous 

benefits from its development: the Permanent Fund, our 

schools, many municipal improvements, and government 

services for children, the elderly and the disabled.

However, our share of the revenue from this field hcs 

recently been reduced, while the major oil companies are 

increasing their share and proclaiming their profitability 

in a tough oil market. For this fiscal year, about $185 

million has been directly transferred from Alaska to the 

corporate treasuries of several major international oil 

companies.

All over the state, people who need school improvements 

and municipal services are wondering why the Legislature 

allowed a reduction in oil and gas taxes when our state 

revenues are in precipitous decline.

The answer to the question is that the Legislature 

scheduled the tax break back in 1981, when oil prices were 

rising and it was thought that Prudhoe Bay would be in

1 - Cliff Davidson represents Kodiak in the State House and 
is a member of the House Resources Committee.



decline by 1987. Today it is clear that the industry will 

continue to operate, quite profitably, if the tax regime is 

restored. Yet the State Senate has refused to act on the 

oil tax bill, despite Governor Cowper's support for it and 

the State House's.

Last year the house passed a bill, introduced at the 

Governor's request, that did two important things:

* prevented large tax breaks for giant oil fields like 

Prudhoe and Kuparuk, where tax incentives aren't 

needed, and

* provided a new tax incentive for production from 

every other known field in Alaska, including marginal 

fields such as Endicott, Lisburne, and Milne Point, 

which was shut down in 1987 because it was uneconomic.

This approach makes sense. Forbes magazine recently 

reported that Atlantic Richfield is one of the most 

profitable oil companies in the world, and guess where the 

company gets 67% of its oil? From Kuparuk and Prudhoe Bay. 

Tax breaks are simply unnecessary for these oil fields.

The chief executive of Atlantic Richfield recently 

boasted that the company's profits are the "best in the



industry." The company has also publicly reported that it 

increased its Alaska production while reducing production 

from other sources. These aren't the actions of a company 

producing from a marginal property.

Meanwhile, British Petroleum last year completed its 

acquisition of Standard Oil. Now it owns 100% of that 

company, which got 98% of its oil production from Alaska.

And Kuwait's national oil company has purchased more than 

20% of BP. These aren't the actions of corporations worried 

about the profitability and potential of Alaska oil and gas 

production.

Some industry representatives claim that the tax break 

has encouraged more drilling on the North Slope. No proof 

has been offered that the new drilling provides Alaskans 

extra jobs or that the long-term production of Prudhoe and 

Kuparuk is being increased. Instead, we might just be 

seeing the hastier depletion of oil and gas reserves.

Industry representatives also talk about "tax 

stability." They imply that there was a compact between the 

1981 Legislature and the oil and gas industry to install a 

tax break in 1987. But they neglect to mention that there 

were other issues —  legislative instability, legal battles, 

and inaccurate production projections —  that influenced the



1981 Legislature. They also don't seem to realize that 

today's legislators need to deal with today's problems.

In fact, it's clear that the industry actually supports 

tax changes when those changes benefit the industry. In 

1981 the industry came to the Legislature (in a time of oil 

price inflation) and asked for tax breaks. The Legislature 

responded by instituting a new "unitary*1 tax system. Since 

that time, Alaskans have foregor^billi^onk of dollars worth 

of revenue that would have been collected under the former 

system.

Alaskans have a choice here: shall we continue to 

forfeit tax revenues that could be put to many purposes 

around the state, or shall we go ahead and collect taxes 

that won't harm the industry and will bring us back to where 

we stood a year ago? I'm strongly supportive of Governor 

Cowper's effort to rescind the oil tax break, and I'm glad 

that the House and the Governor are working together on a 

tax system that will truly serve the interests of all 

Alaska.



* It has reduced state revenues by about $185 million 

this fiscal year. This money goes directly to the 

corporate treasuries of major oil companies.

* It will cost about $1.2 billion over five years.

What is wrong with the 1987 tax break?

* It was scheduled in 1981 on the basis of inaccurate 

assumptions about the legality of separate accounting, 

oil prices, and the projected decline of Prudhoe Bay

* It enhances the profitability of companies who claim 

their profits are "the best in the industry," who are 

searching around to buy new companies overseas, and who 

have themselves been partly bought up by the Kuwaiti 

national oil company.

* It provides unnecessary tax breaks for profitable 

fields but does not adequately enhance the profitabil­

ity of truly marginal fields such as Milne Point.

How does the 1987 oil tax break affect Alaskans?

Does the tax break pay off for Alaska?



* It removes $185-225 million per year from the state 

budget and the Alaska economy. This probably equates 

to about 4,000 jobs (20 jobs per million dollars).

* It might create some incentive to increase drilling 

activity on the North Slope, but this has not been 

proven. From 1/87 to 2/88 the North Slope rig count 

increased by three. (Usually there are 50-200 jobs per 

rig, many of which are taken by outside labor.)

* ARCO announced in 7/87 that it would be adding a rig 

(restoring one removed in 3/87) and that increased 

development activity was "strictly the result of higher 

oil prices."

* In 2/88 ARCO announced North Slope enhanced recovery 

plans that will cost $3 billion over ten years. They 

had already made the same announcement in 5/87. The 

tax break might net have had any effect at all on 

enhanced recovery plans; it might lead to hastier 

rather than increased oil production.

can be done?

* The Senate can pass CSHB 164 (Fin), converting to a 

field-based economic limit factor that will eliminate



1987 tax break and enhance the profitability of all 

Alaska fields except Prudhoe and Kuparuk.



REQUEST

STATE OF ALASKA 1 9 8 7  L E G I S L A T I V E  S E S S I O N

F I S C A L  NOTE 7  ,

B i l l  V e r s i o n :  CS HB 1 6 4  (  f  f i v j  d m
P u b l i s h  D a t e :

R e v i s i o n  D a t e :  A p r i l  1 4 ,  1 9 8 7 _________

T i t l e :  An A c t  R e l a t i n g  t o  t h e  OT l  and"

A g e n c y  A f f e c t e d :  

BRU:

G a s  P r o d u c t i o r T T a x ________

S p o n s o r : R u l e s / G o v e r n o r

R e q u e s t o r : ______________________

C o m p o n e n t s :

E X P E N D I T U R E S / R E V E N U E S :  

OPERAT I NG

( T h o u s a n d s  o f  D o l l a r s )

T F Y  8 7  I FY 88 I FY 8 9  I FY 9 0  | FY 9 1  I FY 9 2

PERSONAL S E R V I C E S 1 -  1 -  1 -  1 -  1 -  1 -

TRAVEL 1 -  1 -  1 -  1 -  1 -  1 -

1 CONTRACTUAL 1 -  1 -  1 -  I -  1 -  1 -

S U P P L I E S 1 -  ! -  1 - -  1 -  1 -

EQU I PMEN T 1 -  1 -  I - -  1 -  1 -

LANDS £ ST R UC T U RE S 1 -  ! -  1 -  1 -  1 -  1 -

G R A N T S ,  C L A I M S ; -  | -  1 -  1 -  1 -  I -

MI S C E L L AN E O U S 1 -  1 -  1 -  1 -  1 -  1 -

TOTAL OPERATI NG 1 -  1 -  1 -  1 -  1 -  1 —

I C A P I T A L  I 1 I 1 - 1 - _

| REVENUE 1 6 8 0  

F U N D I N G :  ( T h o u s a n d s  o f  D o l l a r s )

1 8 8 1 4 0 I 1 0 8 0 4 1 1 1 8 0 0 I 1 1 5 7 6 1 1 2 3 1 7

I FEDERAL FUNDS 

I OTHER 

I TOTAL

P O S I T I O N S :

1  F U L L - T I M E  

I P A R T - T I M E  

I TEMPORARY

A N A L Y S I S : A t t a c h  a s e p a r a t e  p a g e  i f  n e c e s s a r y

T h i s  b i l l  w o u l d  c h a n g e  t h e  E c o n o m i c  L i m i t  F a c t o r  ( E L F )  t o  i n t r o d u c e  f i e l d  s i z e  a s  a 

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

F i e l d s  p r o d u c i n g  i n  e x c e s s  o f  r o u g h l y  1 2 0 , 0 0 0  b a r r e l s  p e r  d a y  w i l l  h a v e  a h i g h e r  r a t e  

t h a n  c u r r e n t l y  c a l c u l a t e d .  O t h e r  f i e l d s  w i l }  h a v e  a l o w e r  r a t e .

P r e p a r e d  B y :  C h a r l e s  L .  L o g s d o n ___ ^ _______________________ P h o n e :  2 7 6 - 5 3 6 4 ________________

D i v i s i o n :  C o m m i s s i o n e r ' s  O f f i c e  ,  / ^  _ x / D a t e :  A p r i l  2 0 ,  1 9 8 7 ________

A p p r o v e d  b y  C o m m i s s i o n e r :  Hu g h  Ma i

A g e n c y :  D e p a r t m e n t  o f  R e v e n u e

D i s t r i b u t i o n  ( b y  A g e n c y  p r e p a r i n g  f i s c a l  n o t e ) :  

L e g i s l a t i v e  F i n a n c e  

L e g i s l a t i v e  S p o n s o r  

R e q u e s t o r

O f f i c e  o f  M a n a g e m e n t  a n d  B u d g e t  

I m p a c t e d  A g e n c y ( i e s )

S e n a t e  S e c r e t a r y

A p r i l  2 1 ,  1 9 8 7

page  1 o f  1_



S . T E V E  C D W P E R

S  T  A  T  IS o r  A  I .  A  H  I t  A
O F F I C E  O F  T H E  D D V E n N O R  

•J U  N  U A U

March 2, 1988

The Honorable Mitch Abood 
Chairman
Committee on State Affairs 
Alaska State Legislature 
P.O. Box V 
Juneau, AK 99811

Dear Mr. Chairman: L/

I am writing to request an early hearing on CSHB 164(Fin) 
amended, the so-called "ELF" bill.

In July of last year the economic limit factor (ELF) began 
reducing production taxes in the Prudhoe Bay field. This 
came as no surprise: administration officials testified to 
this last year in the House. Since then, however, new 
information has become available suggesting that the ELF 
factor is creating an incentive for operators to drill 
additional wells, and that as a result the revenue losses 
resulting from the ELF will be substantially larger than 
anticipated. Moreover, according to other recent indica­
tions, the current ELF may be creating an unexpectedly large 
obstacle to the development of some small and marginal 
fields.

These new developments obviously have important ramifica­
tions for the state's fiscal condition, for our management 
of the state's oil resources, and for the consideration of 
CSHB 164. My administration looks forward to an early 
opportunity to present testimony on these critical matters 
before your committee.



F I S C A L  E F F E C T S  OF E L F  A L T E R N A T IV E S
A d d i t i o n a l  Revenue ( M i l l i o n s )  At t h e  3 0 th  p e r c e n t i l e

FY 87-88 FY 89

P ro p o s e d  CSHB-164 ( R e s . ) *

HB-164 76.7 

98.6'

92. 

98.1

FY 90 

98.5 

109.6

FY 91 FY 92

105

'I
.*  -4 * 0 -

* I n d i c a t e s  p r o v i s i o n a l  OMB e s t i m a t e  p e n d i n g  DOR f i s c a l  a n a l y s i s  due n e x t  week.

E S T IM A T E D  SEVERAN CE TAX R A T E S *

P rudhoe  Kuparuk 
Bay R iv e r

Mi lne McArthur G r a n i t e
P o i n t  E n d i c o t t  L i s b u r n e  R iv e r

C u r r e n t  Law 

HB-164

P r o p o s e d  CSHB-164 (Res . )

*North  S lo p e  v a l u e s  a r e  f o r e c a s t  FY 88 a v e r a g e s ;  Cook I n l e t  v a l u e s  a r e  e s t i m a t e d  Dec/ / l986 r a t e s ;
Cook I n l e t  f i e l d s  n o t  l i s t e d  have  z e r o  e f f e c t i v e  r a t e s  u n d e r  a l l  a l t e r n a t i v e s .

OMB, Division jof Policy, 3/18/87

P o i n t

1.3%

1.3%
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BRU:

S p o n s o r :  R u l e s / G o v e r n o r

R e q u e s t o r : ______________________

u o m c o n e n t s :

E X P E N D I T U R E S / R E V E N U E S :  ( T h o u s a n d s  o f  D o l l a r s )

FY c7 FY £ 3 | FY 3 S I  FY 9 0 !  FY 91

I OPERATI NG

PERSONAL S E RV I C E S

TRAVEL

CONTRACTUAL
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EQUI PMENT
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TOTAL
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r ULL-TIi .£ 
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TEMPORARY
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A r e n c y : D e o a r t m e n t  o f  R e v e n u e  '  / 7  '

D i s t r i b u t i o n  ( b y  A g e n c y  p r e p a r i n g  f i s c a l  n o t e )  

L e g i s l a t i v e  F i n a n c e  

L e g i s l a t i v e  S p o n s o r  

R e q u e s t o r

O f f i c e  o f  M a n a g e m e n t  a n d  B u d g e t  

I m p a c t e d  A g e n c y ( i e s )

S en a t e  S e c r e t a r y
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STATE OF ALASKA

April 14, 1987

Department of Revenue 

Petroleum Research Section

To: Vincent D. Wright, Chief of Research

Fron: Charles Logsdon, Petroleua Economist

Subject: CSRS134

We nave recent.’/ naae another run of the Putrev model to prepare 
estimates of the fiscal impact of C3:ID134 passed by the House of 
Representatives. The only change made ir. this legislation not 
examined in prior fiscal notes wa3 allowing either the taxpayer 
or the department to rebut the 300 barrels per well day presumed 
production at the economic limit (PEL). The fiscal note we 
prepared for the original CSI13164 fixed the PEL at 300 barrels 
per well day.

The fiscal impact of the final version i3 almost exactly the sac 
as with the PEL fixed at 300 (Table 1). As might be expected, 
the lower PEL (department rebuts) dominates the higher PEL 
(conany rebuts)in both the 30~ or downside risk case ana the 
mean except for the near term when very low prices are a distinc 
possibility. That is, we would expect severance taxes to be 
higher the higher the price of oil because the PEL would be lows 
and consequently the ELF would be higher. In general however it 
turns out that given our assumptions about the probabilty 
distribution of oil prices, the higher PSLs and lower PELs ter.i 
to offset each other with the result that the final oucccae at 
both the Mean and 30% levels is not that much different than if 
the PEL were fixed at 300.

The revenue and production effects of the final version of 
CSH31S4 as well as a comparison of effective tax rates by field 
for current law and CSII31S4 are found in the following tables.



rab 1e 1
The 2ffeet on ? iseal Inpact of C3H3164

W i t h and Wi thout PEL Fi x e d at 300
(Million 0)

PEL ?EL=30G Impact PEL PEL=300 Impact
iscal Variable Fixed Variable Variable Fixad Variab
ear 30rj 30S nnf/oUo Mean Mean Mean

1333 33. 14 33.63 -. 55 103.21 109.41 -1.2
1289 103.04 103.49 -. 45 122.95 123.93 .03
1990 113 117.53 d.i 140.02 140.51 1.53
1331 113.73 112.32 2.37 n » .% «■*•. -» % 140.53 n 'y —

1332 123.17 117.73 5.41 144. J 139.S3 4.25
1SS3 134.35 122.03 5.57 147.23 133.35 3.20
1924 113.32 110.41 3.21 140.17 131.53 3.59
1235 113.31 102.41 10. 9 136.02 123.49 rt i; n/ . w O
1395 110 97.7 12. 3 133.33 123.39 2.99
1397 112.34 100.35 12.49 133.74 122.39 14. 35
1323 102.IS 33. 13 14 136.93 121.19 15. 74
1322 104.7S 90. 94 13. 32 134.24 119.36 14. 33
2000 33. Q'o 69. 02 14. 04 140.05 123.15 13.9
2001 75.71 32.34 12. 87 141.23 123.31 ■ 7 3?
2002 63.01 59. 11 3.2 139.01 121.55 17.45
2003 5 2.43 30. 11 3. 37 137.31 113.3 12.01
20 0-1 41. 69 30.51 11.13 122.49 103.62 20. 37
2005 23. 0 3 21. 14 7.39 102.3 33. 93 T n  n oiU 1 vj -
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T a b l e  2
Comparison of the March 1987 DOR Petroleum Production 

Revenue Forecast and C5H31S4 
(Million 0)

iscal
March
Official CSHD164

March
Official CSHB134 Delta Delta

ear 30?; 30?; Mean Moan 300; Mean

1987 1103.37 1114.39 1132.43 I - b i j  . G O 5.52 5.9
1983 1139.53 ■? r t  r r  r» n  n

l w  1 / » < J 1437.59 1545. 3 33. 14 103.21
1989 1219.14 1427.13 1330.92 1733.33 108.04 123.93
1990 1441 . 42 1559 . 42 O  '?

.  1 V  U  t w  M 1395.21 113 142.09
1991 1230.42 1443.13 1553. 21 1309.41 115.76 143. 3
1992 1431.S3 1554.33 1303.93 1353.43 122.17 144.5
1993 1503.92 1333.57 1937.47 2034.7 134.35 147.23
1994 1550.06 1333.38 2239.29 2429.43 118.62 140.17
1995 1512.63 1325.97 2338.03 2504.03 113.31 136.02
1996 1470.59 1530.59 2229.13 2452.01 110 133.33
1997 1455.73 1533.57 2395.79 2322.53 112.34 136.74
1933 1424.09 1526.25 2S5G . 19 2795.12 102.16 133.93
1999 1356.32 1471.53 2534.32 2723.53 104.73 134.24
2000 1312.73 1395.79 2541.24 2331.29 33. 06 140.05
2001 1239.4 1245. 11 2439.63 2330.33 75. 71 141.23
2002 1223.23 1291.24 2454. 13 2592 . 14 33. 01 139.01
2003 1193.75 1253.23 2537.33 0 ^ 7 *  O A 

O  / -? . D h 59.43 137.31
2004 1174.93 1216.33 2513.S3 2343.47 41.69 129.43
2005 1161.32 1130.35 2433.44 2533.74 29. 03 102. 3



gWw — . r  t v  r y i rM i ;  jr~'rr t~

Tublo 3
Production lwpact of CSIIU1G4 

(Million bbla/yr)

•' i a c n 1 Pr udlioc Ml 1 no Wen t Other Other
' e u v Uuy K up a rule Point li mllcott Lisburne Sale Onahorc Offshore Total

19 80 0 0 .20 0 0 0 0 0 .28
1909 0 0 . 3 0 0 0 0 0 . 3
1990 0 0 .20 0 0 0 0 0 . 28
1991 0 0 .24 0 0 0 0 0 . 24
1992 0 0 .21 .03 0 0 .40 0 . 7
1993 0 0 .21 . 03 0 0 . 03 0 1.0/
1994 -1.47 -.05 . 2 . 02 -.79 0 .07 0 -1.22
1995 -1.29 -.04 .44 .07 -.7 -. 04 . 0 0 -1.56
1995 -1. 13 -.03 .46 . 07 -.02 -.97 . 01 0 -1.41
1997 -2.47 -.02 .46 . 05 -. 55 -1.21 . 00 0 -2. 88
1990 -2.17 -.02 . 30 . 04 -.49 1 o .79 . 27 -2. 27
1999 -1. 9 -.02 .29 . 04 -.43 -1.10 .53 . 39 -2.20
2000 -1.07 -.01 . 19 .02 -.30 -1 . 17 . 29 . 38 -2.35
2001 -1.46 0 . 15 .01 -.35 -.96 . 11 . 39 -2.00
2002 -1.37 0 -.01 .01 -.31 -1 . 09 . 09 .5 -2.18
2003 -1. 13 . 01 -.09 -.01 -.27 -.70 -.02 .55 -1.72
2004 -1. 16 0 -.11 0 -.24 -1.13 ~. 12 . 5 -2.26
2005 -1. 12 -.02 - 0/ 0 -.22 — .06 -. 19 .49 -1 .78

Totul --111. 3-1 02 . 3fi -0. 35 -11.03 6 .  1 4 3.47

0
0
-21.11

■ ■■mm ■■
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' i ' u b l e  4
I n c r UQ3C (1)01 : r u a u e ) i n A v e r a g e  S e v e r a n c e  Tu Ifufce W i t h  CSHB164

F i  u e u l Or lid h o e M i l  l ie W ea t O t h e r C*'

Y e a r Uuy K u p a r u k P o i n t K n d i c o t t T . i a b u r u e Sa l e 0 n 3 h  o r  e X

1 90 0 . 0 2 1 0 . 0 3 0 1 - . 0 4 0 0 - . 0 5 9 0 - . 0 5 0 5 0 0 0

1 909 . 0 2 0 9 . 0 3 5 0 - . 0 4 3 0 - . 0 0 4 3 - . 026G 0 0 0

1 990 . 0 2 1  9 ,  0 3 0 7 - . 0 3 6 0 - . 0 0 3 0 - . 0 1 1 0 0 0 0

1991 . 02*10 . 03*14 - . 0 0 1 3 - . 0 0 3 0 - . 0 0 0 9 0 0 0

1992 . 0 2 3 0 . 0 3 2 0 - . 0 5 4 4 - . 0 0 3 7 . 0 0 2 4 0 0 0

1993 . 0 2 3 5 . 0 2 9 5 - . 0 5 5 5 - . 0 0 4 4 . 0 1 0 7 0 - . 0 5 1 1 3 0

199*1 . 0 2 1 0 . 0 2 5 5 - . 0 5 4 4

COHO1 . 0 1 4 6 0 - . 0 5 3 3 0

1990 . 0 2 1 9 . 0 2 1 9 - . 0 5 5 1 - . 0 2 0 0 . 0 1 4 3 . 0 0 3 7 - . 0 5 2 2 0

1 990 . 0 2 3 1 . 0 1 6 3 - . 0 5 6 4 - . 0 2 7 7 . 0 1 4 1 . 0 1 1 6 - . 0 5 0 1 0

1997 . 0 2 2 3 . 0 1 1 1 - . 0 5 7 1 - . 0 3 0 6 . 0 1 3 0 . 0 1 5 7 - .0 4 13 1 0

1 9 9 0 . 0 2 3 0 . 0 0 4 3 - . 0 5 6 3 - . 0 2 0 1 . 0 1 3 6 . 0 1 6 2 - . 0 5 4 1 0

1 9 9 9 . 02*10 - . 0 0 1 5 - . 0 5 3 2 - . 0 2 0 0 . 0 1 2 0 . U l Y l - . 0 5 0 6 -

2 0 0 0 . 0 2 5 6 - . 0 0 7 0 - . 0 5 0 7 - . 0 1 1 3 . 0 1 0 4 . 0 1 9 2 - . 0 5 4 6 -
2 001 . 0 2 5 2 - . 0 1 0 3 - . 0 4 2 2 - . 0 0 4 1 . 0 0 0 6 . 0 2 2 7 - . 0 5 0 9 -
20 0 2 . 02*17 - . 0 0 7 3 - . 0 2 0 0 - . 0 0 1 7 . 0 0 5 6 . 0 2 1 0 - . 0 5 0 1 -
2 0 0 3 . 0 23  9 - . 0 0 4 0 - . 0 2 5 1 - . 0 0 0 7 . 0 0 0 1 . 0 2 2 1 - . 0 5 4 6 -
2 0 0 1 . 0 2 3 1 - . 0 0 0 1 - . 0 4 5 3 - . 0 0 0 7 - . 0 0 3 4 . 0 2 1 3 - . 0 5 2 1 -
2 0 0 0 . 0  2 1 9 0 — . 0 5 0 5 - . 0 1 1 4 - . 0 0 7 3 . 0 0 3 6 - . 0 4 0 4 -

. 0 7 4  7

. 0 7 9 2



STATE OF ALASKA 
DEPARTMENT OF REVENUE 

OFFICE OF THE COMMISSIONER

M E M O R A N D U M

TO: Vince Wright
Chief of F.esearch

FROM: John Lar:
Economist

DATE: March 23, 1987

SUBJECT: Standard Alaska Petroleum
Corporations's HB 164 Analysis

Standard Alaska Petroleum Corporation has developed an analysis 
which indicates the percentage of petroleum production net income, 
from all Alaskan producing fields (North Slope and Cook Inlet), 
which the state would collect from petroleum production revenues, 
over the period from FY 1988 through FY 1992, both under current 
law and under HB 164. The FY 1988 through FY 1992 period was 
chosen because HB 164 would extend the rule, setting the Petroleum 
Production Tax ELF equal to 1 if it is greater than .7 for the 
first 10 years of production from a field, to the first 15 years of 
production. Sadlerochit is the only field for which the ELF is 
greater than .7 and the proposed 15 year rule would apply to 
Sadlerochit through 1992. Thus HB 164 would only impact 
Sadlerochit and only for the FY 1988 through FY 1992 period. 
Standard's analysis was derived directly from $9 per barrel 
wellhead value scenario in the HB 353 Sensitivity Analysis which 
was published by the Department of Revenue in December 1986. The 
analysis shows that the state would collect 96 percent of 
production net income under current law and 102 percent of 
production net income under HB 164 over the period in question.

While the information in Standard's analysis is consistent with 
the information presented in the Department of Revenue's HB 353 
Analysis, it may be somewhat misleading for the following reasons:

1) The idea of analysing the percentage of income from 
petroleum production activities within Alaska which the state 
collects from petroleum production revenues may be useful. 
However, the issue of how to define the total income or benefit 
resulting from production activities needs to be considered.
The way in which Standard has structured its analysis assumes 
the benefits or income from oil production end at the 
•wellhead. This would be a valid approach if the Alaska North

0  ̂  *



Slope (ANS) producers were only producing Alaskan oil and 
selling it through "arms length" transactions on the world 
market. However, the real situation is that the ANS producers 
are also involved in transportation, refining and marketing of 
AMS crude within their own integrated business. Therefore to 
arbitrarily limit the net income percentage share analysis to 
the wellhead may significantly understate the income which ANS 
producers actually derive from ANS production. Even the 
inclusion of TAPS income, ANS producers also own TAPS, in the 
analysis would not present a complete picture of the economics 
of AMS production for the producers.

2) The concept of net income which is used in the Standard 
analysis is valid for taxation purposes but has little meaning 
in the economic analysis. The calculation of net income from a 
taxation standpoint allows the deduction of depreciation and 
amortization. While depreciation and amortization do represent 
legitimate tax deductions, they also represent a cash flow 
benefit to the producers. Investment and operating decisions 
are based on net cashflow not net income. State production 
revenues would be a significantly smaller percentage of 
production net cashflow than of production net income. This 
point, along with the points raised in 1) above explain why the 
producers are still operating and making production capital 
investments even though according to Standard the state is 
taking nearly 100 percent of net income.

3) Insofar as HB 164 is concerned, it would be more valid to 
look at production net income, net cashflow and state 
production revenues for the Sadlerochit field alone rather than 
for all Alaskan fields as Standard has done. This is because 
HB 164 only impacts Sadlerochit as discussed above. The 
attached Table I presents Sadlerochit production net income and 
net cashflow for the period from FY 1988 through FY 1992 based 
on the assumptions of the $9, $11 and $13 per barrel scenarios 
in the December 1986 HB 353 Sensitivity Analysis. The table 
also shows state production revenues for the period under both 
current law and HB 164 as a percentage of both net income and 
net cashflow for each of the three wellhead value scenarios. 
Note that state production revenues as a percentage of net 
income in the $9 per barrel wellhead value scenario are 65 
percent under current law and 71 percent under HB 164 compared 
to the 96 percent and 102 percent respectively which are shown 
in Standard’s analysis under the same scenario but using all 
Alaskan fields rather than just Sadlerochit. When state 
production revenues are analysed as a percentage of net 
cashflow rather than net income the percentages drop to 40 
percent under current law and 43 percent under HB 164. Also, 
note that if higher wellhead value scenarios are considered the 
state production revenue percentages of both production net 
income and net cashflow decline. Finally it should be 
remembered that in this analysis of Sadlerochit, income and 
cashflow, are defined at the wellhead and as discussed in 1) 
above there are additional benefits which accrue to the 
producers from this production.



4) Subsequent to Standard's analysis of HB 164 a new version 
of ELF legislation has been introduced, CSHB 164. Like HB 164, 
CSHB 164 would freeze the PEL in the ELF formula at 300 barrels 
per well per day. However CSHB 164 would eliminate the .7 rule 
and introduce a 55,000,000 scaling factor into the ELF 
formula. Thus beginning in FY 1988 the effective ELF would be 
the calculated ELF using the fixed PEL of 300 and the 
55,000,000 scaling factor for all fields. The effect of this 
change would be to increase the effective ELF and thus 
Petroleum Production Tax for any field with production greater 
than 43.6 million barrels per year (119,452 barrels per day) 
and to reduce the effective ELF and Petroleum Production Tax 
for any field with production less than 43.6 million barrels 
per year. Under the assumptions of the $9 per barrel WHV 
scenario of the December 1986 HB 353 Sensitivity Analysis, the 
Petroleum Production Tax, for the FY 1988 through FY 1992 
period, would be increased for Sadlerochit and Kupuruk and 
decreased for all other Worth Slope fields under the provisions 
of CSHB 164. The total North ^lope revenue impact of CSHB 164 
would be $496.80 million with $427.54 million due to 
Sadlerochit compared to $483.14 million, all due to 
Sadlerochit, under HB 164. Under CSHB 164 Sadlerochit would 
account for over 85 percent of the total revenue increase over 
the period. Table II shows the impact of CSHB 164 on the 
Sadlerochit field under the same set of assumptions as Table I 
shows for HB 164.



Table I 
SADLEROCHIT OIL FIELD 

Analysis of State Oil Production Revenues 
With & Without Enactment of HB 164 

As a Percentage of 
Oil Production Met Income & Met Cash Flow 
Based on 12/86 HB 353 Sensitivity Analysis 

Sum FY 1988 - 1992

($ = millions 1986 $)

Wellhead
Value
Scenario

(1)

Net
Income

(2)
State 
Revenue 
w/o HB164

(3)
Revenue 
As % Of 
Net Income

(4)
Revenue 
Impact 
HB 164

(5)
State
Revenue
W/HB164

(6)
Revenue 
As % Of 
Net Income

$9 8597.02 5590.58 65.03% 483.14 6073.72 70.65%

$11 12941.92 6636.80 51.28% 590.02 7226.82 55.84%

$13 17474.99 7669.42 43.89% 697.87 8367.29 47.88%

(7)
Net
Cashflow

(3)
State
Revenue
w/oHB164

(9)
Revenue 
As % Of 
Net Cash Flow

(10)
Revenue 
Impact 
HB 164

(11) 
State 
Revenue 
w/HB 164

(12)
Revenue 
As % Of 
Net CashFlow

$9 13971.28 5590.58 40.01% 483.14 6073.72 43.47%

$11 18257.29 6636.80 36.35% 590.02 7226.82 39.58%

$13 22518.88 7669.42 34.06% 697.87 8367.29 37.16%

Assumptions:
1. HB lb4 extends the .7 ELF rule for Sadlerochit for 5 years from FY 1988 through FY 

1992 and freezes the PEL at 300. The impact, of HB 164 on state revenues is shown in 
columns (4) and (10).

2. Net income in column (1) is derived by deducting the following non-tax items from
gross income: Operating costs, depreciation and amortization. Administration,
overhead and uncapitalized interest expenses for the total North Slope are allocated 
to Sadlerochit based on the ratio of Sadlerochit oil production to total North Slope 
oil production.

3. Net cashflow in column (7) is derived by adding back depreciation and amortization 
to net income in column (1).

4. State oil production revenues under current law without HB 164 in columns (2) and
(8) and with HB 164 in columns (5) and (11) include oil royalties, oil production 
taxes and oil conservation taxes. Also included is Petroleum Corporate Income Tax 
under the current modified apportionment law allocated to Sadlerochit based on the 
ratio of Sadlerochit oil production to total North Slope oil production.



Table II 
SADLEROCHIT OIL FIELD 

Analysis of State Oil Production Revenues 
With & Without Enactment of CSHB 164 

As a Percentage of 
Oil Production Net Income & Net Cash Flow 
Based on 12/86 HB 353 Sensitivity Analysis 

Sum FY 1988 - 1992

($ - millions 1986 $)

Wellhead
Value
Scenario

(1)

Net
Income

(2)
State
Revenue
w/oCSHB164

(3)
Revenue 
As 7. Of 
Net Income

(4)
Revenue
Impact
CSHB164

(5)
State
Revenue
W/CSHB164

(6)
Revenue 
As 7, Of 
Net Income

$9 8597,02 5590.58 65.037. 427.54 6018.12 70.007.

$11 12941.92 6636.80 51.287. 522.54 7159.34 55.327.

$13 17474.99 7669.42 43.897. 617.56 8286.98 47.427,

(7)
Net
Cashflow

(8)
State
Revenue
w/oCSHB164

(9)
Revenue 
As 7. Of 
Net Cash Flow

(10) 
Revenue 
Impact 
CSHB 164

(11)
State 
Revenue 
w/CSHB 164

(12)
Revenue 
As % Of 
Net CashFlow

$9 13971.28 5590.58 40.017, 427 .54 6018.12 43.077.

$11 18257.29 6636.80 36.357. 522.54 7159.34 39.217.

$13 22518.88 7669.42 34.067. 617.56 8286.98 36.807.

Assumptions:
1. CSHB 164 introduces a 55,000,000 scaling factor into the exponent of the current ELF 

formula and fixes the PEL at 300 barrels per well per day. The impact of CSHB 164 
on state revenues is shown in columns (4) and (10).

2. Net income in column (1) is derived by deducting the following non-tax items from 
gross income: Operating costs, depreciation and amortization. Administration, 
overhead and uncapitalized interest expenses for the total North Slops are allocated 
to Sadlerochit based on the ratio of Sadlerochit oil production to total North Slope 
oil production.

3. Net cashflow in column (7) is derived by adding back depreciation and amortization 
to net income in column (1).

4. State oil production revenues under current law without CSHB 164 in columns (2) and 
(8) and with CSHB 164 in columns (5) and (11) include oil royalties, oil production 
taxes and oil conservation taxes. Also included is Petroleum Corporate Income Tax 
under the current modified apportionment law allocated to Sadlerochit based on the 
ratio of Sadlerochit oil production to total North Slope oil production.
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MEMORANDUM

TO: All Members of the Alaska Legislature

FROM: Senati r Mitch Abood, Chairman
Senate Committee on State Affair.

DATE: May 2, 1988

SUBJECT: CS frr House Bill 164, the so-called ELF bill

As I promised last week, Elfie has gone through the "Oil 
Tax Quiz" that the Governor's number crunchers put out 
April 15th. Today Elfie is reporting on the first 3 
questions from the quiz.

Elfie just can't believe how the Governor's number 
crunchers keep on makin' more mistakes. And Elfie is 
curious that IF their manipulating of the numbers is not a 
"deliberate attempt to deceive the public" THEN WHAT IS IT?

Elfie is also glad that "legislators and the public are not 
being fooled" by the Governor's number crunchers.



GOVERNOR'S NUMBER CRUNCHER ERROR V I :
Question 1 on the oil tax quiz was:

1. H ow  m uch profit  does the oil industry  make each day from North 
S lope  oil and  the p ipeline?

 A. T he  industry  is making no profit on the Slope.
 B. $800 ,000  per day.
 C. $ 2 ,2 0 0 ,0 0 0  per  day.
 D. $ 6 ,2 0 0 ,0 0 0  per day.

The Governor's number crunchers said the correct answer is
D. The truth is that the correct answer would be "None of
the above." The number crunchers cite Petroleum 
Intelligence Weekly for their answer to this question, but 
some of PIW's cost figures are incorrect.

For example, PIW's figure ($0.15 per barrel) for state and 
municipal property taxes works out to a total property tax 
of $109.5 million. But the Department of Revenue's own 
1988 assessed value of the North Slope fields and pipelines 
is $16.95 billion. With the total tax rate at 20 mills 
(2%), THE TAX FOR THESE PROPERTIES IS $ 3 3 9  MILLION, NOT 
$ 1 0 9  MILLION, which makes the true property tax per barrel 
for 1988 $ 0 . 4 6  —  NOT $ 0 . 1 5 .

The Governor's number crunchers also ignored the Department
of Revenue's own estimate of the production costs for North 
Slope fields, probably because it is higher that PIW's 
figure. According to the Department of Revenue, production 
costs in 1988 are $1.61 PER BARREL, not the $0.85 figure 
from PIW.

With just these 2 corrections to the numbers, the 
INDUSTRY'S PROFIT DROPS from $3.02 per barrel to $1.92.
The state and local share GOES UP by the $0.31 per barrel 
which was LEFT OUT of PIW's property tax figure, to a total 
of $2.68 per barrel or $5.4 million a day.

From this information it is also clear that the Governor's 
number crunchers answer to their second question is also 
wrong.



GOVERNOR'S NUMBER CRUNCHER ERROR V I I :
Question 2 on the oil tax quiz was:

2. H o w  do  state and industry shares o f  N o rth  Slope oil incom e 
c o m p a r e ?

 A. S ta te  and local 80% /industry  5 % / feds 15%,
 B. S ta te  an d  local 60% /industry  1 5 % /f e d s l5% .
 C. S ta te  and  local 45% /industry  3 5 % /fed s  20%.
 D. S ta te  and local 35% /industry  4 5 % /fed s  20%.

The Governor's number crunchers said the correct answer is 
D, even though it is clear that the state and local 
government's are making 40% more ($2.68 per barrel) than 
industry ($1.92 per barrel), using the corrected PIW 
figures. THE DEPARTMENT OF REVENUE'S OWN ANALYSIS CONFIRMS 
THIS RESULT. The Department has figured that the state and 
local share is 57% for this year at $15 - $16 market 
prices, and they have predicted that this figure will rise 
to 67% by 1991 (see Elfie memo of March 23).



GOVERNOR'S NUMBER CRUNCHER ERROR V I I I :
Question 3 on the oil tax quiz was:

3. H ow  m any  new  jobs  has the  oil industry c rea ted  on the  N orth  Slope
since the  E L F  becam e effec tive  at Prudhoe B ay in June o f 1987?

 A. 2 ,400  jo b s .
 B. 800 jobs .
 C. 200  jobs .

D. O il industry  jo b s  on the S lope appea r  to have declined .

The Governor's number crunchers said D, ignoring the simple 
arithmetic that shows A is correct. There are currently 8 
drilling rigs working on the North Slope. Elfie's 
experience shows that each rig creates 50 to 100 direct 
jobs, and at least another 200 indirect jobs. THIS MEANS 
250 TO 300 JOBS ARE CREATED FOR EACH RIG THAT IS WORKING.
8- RIGS MEANS 2>000 - 2,400 JOBS!!!!

The Governor's number crunchers point to Department of 
Labor statistics showing that the number of jobs on the 
Slope was less in the 4th quarter of 1987 that in the 4th 
quarter of 1986. THESE STATISTICS DON'T SAY ANYTHING ABOUT 
HOW MUCH MORE THE NUMBER OF JOBS WOULD HAVE DECLINED ON THE 
s l o p e IF THE 8 r ig s WERE IDLE. Also, since the 
Commissioner of the Department of Labor- has personally been 
dragged into the ELF debate as a "CONDUIT" by the number 
crunchers, Elfie is wondering whether his statistics 
weren't "cooked" a little bit in order to win entry into 
the Governor's number crunchers' inner circle.

THE NUMBER CRUNCHERS ALSO IGNORED EVIDENCE BY THE SUPPORT 
INDUSTRY ALLIANCE THAT THE ELF HAS BEEN CREATING NEW JOBS. 
Out of more that 200 members in the Alliance, 79 reported a 
total gain of 636 employees in the first 10 months that the 
ELF was back in effect for Prudhoe Bay, and they expect the 
total gain to be over 1,000 new jobs by the end of its 
first year.



THE GOVERNOR'S NUMBER CRUNCHERS SCORED A BIG, FAT ZERO FOR 
EACH OF THE FIRST 3 QUESTIONS. Attached are the copies 
from the Department of Revenue's study where Elfie found 
the straight facts.

The real truth hasn't changed. ELF IS WORKING, AND WORKING 
WELL. It is creating jobs for Alaskans. It is stimulating 
economic activity in Alaska. It is increasing recoverable 
oil reserves.

As has keen proven over and over, the solution to Alaska's 
economic problems is not increasing taxes in order to fue ■. 
the big spending House Majority and Governor's proposed 16% 
budget increase.

The Governor's number crunchers will continue to take the 
"OPPORTUNITY TO MAKE OUR CASE ON THE ELF IF AND WHEN THE 
OIL COMPANIES TELL THE SENATE THEY CAN LET US HAVE A PUBLIC 
HEARING." Now what do you think I got the above quote 
from??? BOY HOWDY, AIN'T THEY SLICK!!'!

AND WOULD YOU BELIEVE, THERE'S MORE TO COME!!!



SENSITIVITY ANALYSIS 
OF

PROJECTED REVENUE COLLECTIONS

HR 353 
COMPARED TO 
CURRENT LAW

ALASKA DEPARTMENT OF REVENUE 
DECEMBER 1986 

By
Jonn Larson , Economist 

Charles Logsdon, Petro leum  Economist 
Roger Marks, Petro leum  Economist
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STATE OF ALASKA

Department of Revenue

Petroleum Research Section

A p r i l  1 4 , 1 9 8 7

To: Vincent D. Wright, Chief of Research

From: Charles Logsdon, Petroleum Economist

Subject: CSHB164

We have recently made another run of the Petrev model to prepare 
estimates of the fiscal impact of CSHB164 passed by the House of 
Representatives. The only change made in this legislation not 
examined in prior fiscal notes was allowing either the taxpayer 
or the department to rebut the 300 barrels per well day presumed 
production at the economic limit (PEL). The fiscal note we 
prepared for the original CSHB164 fixed the PEL at 300 barrels 
per well day.

The fiscal impact of the final version is almost exactly the some 
a3 with the PEL fixed at 300 (Table 1). A3 might be expected, 
the lower PEL (department rebuts) dominates the higher PEL 
(comany rebuts)in both the 30% or downside risk case and the 
mean except for the near term when very low prices are a distinct 
possibility. That i3, we would expect severance taxes to be 
higher the higher the price of oil because the PEL would be lower 
and consequently the ELF would be higher. In general however it 
turns out that given our assumptions about the probabilty 
distribution of oil prices, the higher PELs and lower PELs ten! 
to offset each other with the result that the final outcome at 
both the Mean and 30% levels is not that much different than if 
the PEL were fixed at 300.

The revenue and production effects of the final version of 
CSHB164 as well as a comparison of effective tax rates by field 
for current lav/ and CSHB164 are found in the following tables.
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Table 1
The Effect on Fiscal Impact of CSHB164 

With and Without PEL Fixed at 300 
(Million $)

PEL PEL=300 Impact PEL PEL=300 Impact
’iscal. Variable Fixed Variable Variable Fixed Variab
'ear 30% 30% 30% Mean Mean Mean

1988 88. 14 88.69 -. 55 108.21 109.41 -1.2
1989 108.04 108.49 -.45 128.96 128.93 .03
1990 118 117.56 .44 142.09 140.51 1.58
1991 115.76 112.89 2.87 143. 6 140.53 3.07
1992 123.17 117.76 5.41 144.5 139.65 4.85
1993 134.65 129.08 5.57 147.23 138.85 8. 38
1994 118.62 110.41 8.21 140.17 131.58 8.59
1995 113.31 102.41 10.9 136.02 128.49 7.53
1996 110 97.7 12.3 133.88 123.89 9. 99
1997 112.84 100.35 12.49 136.74 122.39 14.35
1998 102. 16 83. 16 14 136.93 121.19 15.74
1999 104.76 90.94 13.32 134.24 119.36 14. 88
2000 83. 06 69. 02 14.04 140.05 123.15 16. 9
2001 75.71 62. 84 12. 87 141.23 123.61 17.62
2002 68. 01 59. 11 8.9 139.01 121.55 17.46
2003 59.48 50. 11 9.37 137.31 118.3 19.01
2004 41. 69 30.51 11.18 129.49 108.62 20.87
2005 29.03 21. 14 7.89 102. 3 83. 98 18. 32



Table 2

Comparison of the March 1987 DOR Petroleum Production
Revenue Forecast and CSHB164

(Million $)

March March
’iscal Official CSHB164 Official CSHB164 Delta Delta
'ear 30% 30% Mean Mean 30% Mean

1987 1108.87 1114.39 1162.46 1168.36 5.52 5.9
1988 1189.59 1277.73 1437.59 1545.8 88. 14 108.21
1989 1319.14 1427.18 1630.92 1759.88 108.04 128.96
1990 1441.42 1559.42 1753.22 1895.31 118 142.09
1991 1330.42 1446.18 1656.81 1800.41 115.76 143.6
1992 1431.66 1554.83 1808.98 1953.48 123.17 144.5
1993 1503.92 1638.57 1937.47 2084.7 134.65 147.23
1994 1550.06 1668.68 2289.29 2429.46 118.62 140.17
1995 1512.66 1625.97 2368.06 2504.08 113.31 136.02
1996 1470.59 1580.59 2329.13 2463.01 110 133.88
1997 1455.73 1568.57 2695.79 2832.53 112.84 136.74
1998 1424.09 1526.25 2658.1? 2795. 12 102.16 136.93
1999 1366.82 1471.58 2594.32 2728.56 104.76 134.24
2000 1312.73 1395.79 2541.24 2681.29 83. 06 140.05
2001 1269.4 1345.11 2489.63 2630.86 75.71 141.23
2002 1223.23 1291.24 2454.13 2593.14 68. 01 139.01
2003 1198.75 1258.23 2537.33 2674.64 59.48 137.31
2004 1174.99 1216.68 2516.98 2646.47 41.69 129.49
2005 1161.32 1190.35 2486.44 2588.74 29. 03 102. 3
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Table 3
Production Impact of CSHB1G4 

(Million bbls/yr)

Fiscal Prudhoe Milne Wes t Other Other
Year Bay Kuparuk Point Endicott Lisburne Sak Onshore Offshore Total

1988 0 0 .28 0 0 0 0 0 .28
1989 0 0 . 3 0 0 0 0 0 . 3
1990 0 0 . 28 0 0 0 0 0 . 28
1991 0 0 .24 0 0 0 0 0 .24
1992 0 0 .21 . 03 0 0 .46 0 .7
1993 0 0 .21 . 03 0 0 .83 0 1.07
1994 -1.47 -.05 .2 . 02 -.79 0 .87 0 -1. 22
1995 -1.29 -.04 .44 .07 -.7 -.84 .8 0 -1.56
1996 -1.13 -.03 .46 .07 -.62 -.97 .81 0 -1.41
1997 -2.47 -.02 .46 . 05 -.55 -1.21 . 86 0 -2. 88
1998 -2. 17 -.02 . 38 .04 -.49 -1.07 .79 .27 - 2 , 2 1

1999 -1.9 -.02 .29 . 04 -.43 -1.18 .53 .39 -2.23
2000 -1.67 -.01 . 19 . 02 -.38 -1. 17 . 29 .38 -2.35
2001 -1.46 0 . 15 .01 -.35 -.96 . 14 .39

CO0(M1

2002 -1.37 0 -.01 .01 -.31 i i—
■

o CO . 09 .5 -2. 18
2003 -1.13 .01 -.09 -.01 -.27 -.76 -.02 .55 -1. 72
2004 -1.16 0 -.11 0 -.24 -1. 13 -.12 .5 -2.26
2005 -1. 12 -.02 -.07 0 -.22 -.65 -.19 .49 -1.78

T o t a l - 1 8 . 3 4 -.2 3 . 8 2 . 3 8 - 5 . 3 5 - 1 1 . 0 3  6 . 1 4 3 . 4 7

0
0

- 2 1 . 1 1
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T a b le  4
Increase (Decrease) in Average Severance Tax Rate With CSHB164

Fiscal Prudhoe Milne Wes t Other Other

Year Bay Kuparuk Point Endicot t Lisburne Sak Onshore Of fshor

1988 .02.16 .0361 -.0480 -.0590 -.0585 0 0 0
1989 .0209 . 0358 -.0438 -.0043 -.0266 0 0 0
1990 .0219 .0357 -.0360 -.0038 -.0118 0 0 0
1991 . 0240 .0344 -.0513 -.0038 -.0009 0 0 0
1992 . 0236 . 0325 -.0544 -.0037 .0024 0 0 0
1993 . 0235 .0295 -.0555 -.0044 .0107 0 -.0518 0
1994 . 0215 . 0255 -.0544 -.0146 .0146 0 -.0533 0
1995 . 0219 .0219 -.0551 -.0200 .0143 .0037 -.0522 0
1996 . 0231 .0163 -.0564 -.0277 .0141 .0116 -.0501 0
1997 . 0223 .0111 -.0571 -.0306 .0130 . ul57 -.0481 0
1998 . 0235 . 0043 -.0563 -.0281 .0136 .0162 -.0541 0
1999 .0246 -.0015 -.0532 -.0200 .0120 .0171 -.0506 -.0836

2000 . 0256 -.0070 -.0507 -.0113 .0104 .0192 -.0546 -.0747

2001 .0252 -.0103 -.0422 -.0041 .0086 .0227 -.0509 -.0724

2002 .0247 -.0076 -.0280 -.0017 .0056 .0210 -.0501 -.0743

2003 . 0239 -.0040 -.0251 -.0007 .0001 .0221 -.0546 -.0792

2004 .0231 -.0001 -.0453 -.0007 -.0034 . 0213 -.0521 -.0911

2005 . 0219 0 -.0505 -.0114 -.0073 . 0036 -.0484 -.0960
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subject : R e t r o a c t i v i t y  o f  H B  1 6 4

R i e l

A s s i s t a n t  A t t o r n e y  G e n e r a l

Y o u  r e q u e s t e d  o u r  o p i n i o n  a s  t o  w h e t h e r  C S H B  1 6 4 ( F i n )

a m  ( " H B  1 6 4 " ) ,  w h i c h  w o u l d  r e t r o a c t i v e l y  a p p l y  c h a n g e s  t o  t h e

e c o n o m i c  l i m i t  f a c t o r  i n  t h e  O i l  a n d  G a s  P r o p e r t i e s  P r o d u c t i o n

T a x  ( A S  4 3 . 5 5 ) ,  w o u l d  b e  l i k e l y  t o  b e  h e l d  c o n s t i t u t i o n a l l y

p e r m i s s i b l e .  I f  n o t ,  y o u  a s k  o u r  a d v i c e  o n  " t h e  m a x i m u m  d e g r e e  

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

p e r m i s s i b l e . "

T h e  s h o r t  a n s w e r  i s  t h a t  t h e  s e c t i o n s  w h i c h  w o u l d  m a k e  

H B  1 6 4  r e t r o a c t i v e  t o  J u n e  1 ,  1 9 8 7 ,  w o u l d  p r o b a b l y  b e  h e l d

c o n s t i t u t i o n a l .  I f  t h e  l a w  w a s  r e t r o a c t i v e  t o  J a n u a r y  1 ,  1 9 8 8 ,  

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

1 .  A r t i c l e  I I .  T h e  f i r s t  s t e p  i n  a n a l y s i s  i s  t h e  A l a s ­

k a  C o n s t i t u t i o n ,  a r t i c l e  I I ,  s e c t i o n  1 8 :

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

e f f e c t i v e  n i n e t y  d a y s  a f t e r  e n a c t m e n t .  T h e  

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

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

e f f e c t i v e  d a t e .

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

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

t h e  l e g i s l a t u r e ,  b y  a  t w o - t h i r d s  v o t e ,  p r o v i d e s  o t h e r w i s e .  S t a t e  

v .  A . L . I . V . E .  V o l u n t a r y ,  6 0 6  P . 2 d  7 6 9  ( A l a s k a  1 9 8 0 ) .  I n  l i n e  

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

t i v e  s t a t u t e s ,  b a s e d  o n  t h e  p h i l o s o p h y  t h a t  p e o p l e  " s h o u l d  b e  

a b l e  t o  r e l y  o n  e x i s t i n g  l a w s  w i t h  r e a s o n a b l e  c e r t a i n t y . "  N o r t o n  

v .  S t a t e .  A B C  B o a r d ,  6 9 5  P . 2 d  1 0 9 0 ,  1 0 9 3  ( A l a s k a  1 9 8 5 ) .  R e t r o a c -  

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

s t a t u t e  i t s e l f :

N o  s t a t u t e  i s  r e t r o s p e c t i \ ( ^ f i § 0 L ^ s  e x p r e s s l y  

d e c l a r e d  t h e r e i n .  M A N A G E M E N T  &  B U D G E T

A S  0 1 . 1 0 . 0 9 0 . MAR SO 1988

STRATEGIC PLANNING
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T h e  l e a d i n g  c a s e  o n  p o i n t  i s  A t l a n t i c  R i c h f i e l d  v .  

S t a t e ,  7 0 5  P . 2 d  4 1 8 ,  4 3 8  ( A l a s k a  1 9 8 5 ) .  I n  t h i s  c h a l l e n g e  t o

A l a s k a ' 8  f o r m e r  " s e p a r a t e  a c c o u n t i n g "  o i l  t a x  s t a t u t e ,  t h e  S u ­

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

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

T h e  b i l l  i n  q u e s t i o n  w a s  s i g n e d  i n t o  l a w  o n  J u l y  8 ,  1 9 7 8 .  I t

p r o v i d e d :

*  S e c .  4 .  T h i s  A c t  a p p l i e s  t o  t a x a b l e  i n c o m e  

e a r n e d  o r  r e c e i v e d  a f t e r  D e c e m b e r  3 1 ,  1 9 7 7 .

*  S e c .  5 .  T h e  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  

i n  a c c o r d a n c e  w i t h  A S  0 1 . 1 0 . 0 7 0 ( c ) .

C b .  1 1 0  S L A  1 9 7 8 .

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

p a n i e s .  T h e  S u p r e m e  C o u r t  h e l d  t h a t  t h e  s t a t u t e  w a s  " p r o p e r l y  

r e t r o a c t i v e  t o  J a n u a r y  1 ,  1 9 7 8 , "  b e c a u s e  ( 1 )  t h e  s t a t u t e  e x p r e s s ­

l y  s t a t e d  i t  w a s  t o  b e  r e t r o a c t i v e ,  i n  a c c o r d  w i t h  A S  0 1 . 1 0 . 0 9 0  

a n d  ( 2 )  t h e  t w o - t h i r d s  v o t e  r e q u i r e m e n t  o n  t h e  i m m e d i a t e  e f f e c ­

t i v e  d a t e  c l a u s e  w a s  m e t .  T h e  C o u r t  r e j e c t e d  o i l  c o m p a n y  a r g u ­

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

t i v i t y :

A S  0 1 . 1 0 . 0 9 0  s t a t e s  t h a t  " [ n ] o  s t a t u t e  i s  

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

A  t w o - t h i r d s  v o t e  r e q u i r e m e n t  d o e s '  n o t  a p p e a r  i n  

t h a t  s e c t i o n ,  o r  e l s e w h e r e  i n  A l a s k a  l a w .  T h e  

l e g i s l a t u r e ,  h o w e v e r ,  h a s  r e c o g n i z e d  t h a t  w h e r e  

r e t r o a c t i v e  a p p l i c a t i o n  o f  a  p o r t i o n  o r  a l l  o f  a  

b i l l  i s  d e s i r e d ,  a n  i m m e d i a t e  e f f e c t i v e  d a t e ,  

w h i c h  d o e s  r e q u i r e  a  t w o - t h i r d s  v o t e  u n d e r  a r t i c l e  

I I ,  s e c .  1 8  a n d  A S  0 1 . 1 0 . 0 7 0 ( a ) ,  s h o u l d  b e  u s e d  i n  

c o n j u n c t i o n  w i t h  t h e  r e t r o a c t i v i t y  s e c t i o n .

7 0 5  P . 2 d  a t  4 3 8 ,  c i t i n g  L e g i s l a t i v e  A f f a i r s  A g e n c y ,  M a n u a l  o f  

L e g i s l a t i v e  D r a f t i n g  1 1  ( 1 9 7 7  e d . )  a c i d  U n i f o r m  R u l e s  o f  t h e  A l a s ­

k a  S t a t e  L e g i s l a t u r e ,  R u l e  1 0  ( M a y  3 ,  1 9 7 7 ) ;  a c c o r d ,  L e g i s l a t i v e  

A f f a i r s  A g e n c y ,  M a n u a l  o f  L e g i s l a t i v e  D r a f t i n g ;  2 8 - 2 9  ( 1 9 8 7  e d . ) .

T h e  l a n g u a g e  o f  s e c t i o n s  3  a n d  4  o f  H B  1 6 4  i s  s i m i l a r  

t o  t h e  l a n g u a g e  a p p r o v e d  b y  t h e  S u p r e m e  C o u r t  i n  A t l a n t i c  R i c h ­

f i e l d .  C h .  1 1 0  S L A  1 9 7 8 .  I f  p a s s e d  b y  t h e  l e g i s l a t u r e  w i t h  t h e  

r e q u i s i t e  t w o - t h i r d s  v o t e  o n  t h e  e f f e c t i v e  d a t e  c l a u s e ,  t h e  b i l l  

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

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

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

o p e r a t e  p r o s p e c t i v e l y  o n l y .
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2 .  D u e  P r o c e s s .  T h e  n e x t  c o n s t i t u t i o n a l  q u e s t i o n  i s  

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

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

r a t e  o f  t a x a t i o n .  C o h a n  v .  C o m m i s s i o n e r , 3 9  F . 2 d  5 4 0 ,  5 4 5  ( 2 d  

C i r .  1 9 3 0 )  ( L e a r n e d  H a n d ,  J . ) .  f i o t h  C o n g r e s s  a n d  s t a t e  l e g i s l a ­

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

l y :

Taxation is neither a penalty imposed on the 
taxpayer nor a liability which he assumes by con­
tract. It is but a way of apportioning the cost 
of government among those who in some measure are 
privileged to enjoy its benefits and must bear its 
burdens. Since no citizen enjoys immunity from 
that burden, its retroactive imposition does not 
necessarily infringe due process, and to challenge 
the present tax it is not enough to point out that 
the taxable event, the receipt of income, antedat­
ed the statute.

W e l c h  v .  H e n r y ,  3 0 5  U . S .  1 3 4 ,  1 4 6 - 1 4 7  ( 1 9 3 5 ) .

T h e  f e d e r a l  r u l e  o n  r e t r o a c t i v i t y  i s  t h a t  " t h e  a p p l i c a ­

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

w h i c h  e n a c t m e n t  t o o k  p l a c e  d o e s  n o t  p e r  s e  v i o l a t e  t h e  D u e  P r o ­

c e s s  C l a u s e  o f  t h e  F i f t h  A m e n d m e n t . "  U n i t e d  S t a t e s  v .  D a r u s m o n t ,  

4 4 9  U . S .  2 9 2 ,  2 9 7  ( 1 9 8 0 ) .  A  t a x  r a t e  ‘‘m a y  B e  r e t r o a c t i v e l y

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

t w e l v e  m o n t h s ;  C o n g r e s s  h a s  d o n e  s o  f r o m  t h e  o u t s e t . . . "  C o h a n ,  

3 9  F . 2 d  a t  5 4 5 ,  q u o t e d  i r  D a r u s m o n t ,  4 4 9  U . S .  a t  2 9 8 .  T h e  r u l e  

i s  b a s e d  i n  l a r g e  p a r t  o n  C o n g r e s s i o n a l  h i s t o r y :

F o r  m o r e  t h a n  s e v e n t y - f i v e  y e a r s  i t  h a s  b e e n  

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

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

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

s e s s i o n  i n  w h i c h  t h e  t a x i n g  s t a t u t e  i s  e n a c t e d ,

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

p r e c e d i n g  s e s s i o n .

W e l c h ,  3 0 5  U . S .  a t  1 4 8 .

T h e  r e a s o n  b e h i n d  t h e  f e d e r a l  r u l e  s e e m s  t o  b e  b a s e d  o n

q u e s t i o n s  o f  " f a i r  n o t i c e " ,  w h e t h e r  " t h e  n a t u r e  o r  a m o u n t  o f  t h e

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

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

m a d e  t h e  t a x a b l e  e v e n t . "  W a l s h ,  3 0 5  U . S .  a t  1 4 7 .  C h a n g e s  t o  t a x  

r a t e s  a r e  p r e s u m e d  t o  b e  f o r e s e e a b l e .  I n  D a r u s m o n t ,  f o r  e x a m p l e ,  

t h e  C o u r t  f l a t l y  r e j e c t e d  a  t a x p a y e r ' s  a r g u m e n t  t h a t  r e t -
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r o a c t i v i t y  o f  a n  i n c o m e  t a x  c h a n g e  w a s  b a r r e d  b y  d u e  p r o c e s s  

c o n c e r n s .  T h e  C o u r t  s t a t e d  t h a t  t h e  p r o p o s e d  r a t e  i n c r e a s e  h a d  

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

f o r  a b o u t  a  y e a r ,  a n d  t h e r e f o r e ,  t h e  t a x p a y e r  " h a d  a m p l e  a d v a n c e  

n o t i c e  o f  t h e  i n c r e a s e . "  4 4 9  U . S .  a t  2 9 9 .  * /

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

t h a t  ” [ t ] a x  p r o v i s i o n s ,  a s  k e y  c o m p o n e n t s  i n  a  s y s t e m  d e s i g n e d  t o  

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

R a t h e r ,  w e  e x p e c t  t h e m  t o  c h a n g e  i n  r e s p o n s e  t o  c h a n g i n g  c o n d i ­

t i o n s . "  M a r t i n  v .  B o a r d  o f  A s s e s s m e n t  A p p e a l s , 7 0 7  P .  2 d  3 4 8 ,  3 5 4  

( C o l o .  1 9 8 5 ) .  T h e  A l a s k a  S u p r e m e  C o u r t ,  a s  n o t e d  a b o v e ,  a p p r o v e d  

r e t r o a c t i v e  a p p l i c a t i o n  o f  t h e  O i l  T a x  , A c t  t o  t h e  f u l l  y e a r  i n  

w h i c h  i t  w a s  e n a c t e d .  A t l a n t i c  R i c h f i e l d .  I n  a n o t h e r  c a s e ,  t h e  

A l a s k a  c o u r t  h a d  " n o  d o u b t "  t h a t  a  l i c e n s e  f e e  i n c r e a s e  c o u l d  

h a v e  b e e n  r e t r o a c t i v e  t o  t h e  s t a r t  o f  t h e  y e a r  o f  e n a c t m e n t ,  i f  

t h e  l e g i s l a t u r e  h a d  f o l l o w e d  A S  0 1 . 1 0 . 0 9 0  a n d  " s t a t e d  e x p r e s s l y  

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

S t a t e ,  A B C  B o a r d  v .  O d o m ,  6 7 1  P . 2 d  3 7 5 ,  3 7 7  ( A l a s k a  1 9 8 3 ) ,

q u o t i n g  U n i t e d  S t a t e s  v .  H u d s o n ,  2 9 9  U . S .  4 9 8 ,  5 0 0  ( 1 9 3 7 )  ( " i t  

h a s  b e e n  t h e  p r a c t i c e  o f  C o n g r e s s  t o  m a k e  [ i n c o m e  t a x  s t a t u t e s ]  

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

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

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

C o n s t i t u t i o n . " ) .

B e c a u s e  H B  1 6 4 ,  a s  w r i t t e n ,  g o e s  b a c k  b e y o n d  t h e  s t a r t  

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

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

c o n s t i t u t i o n a l .  B y  c o n t r a s t ,  t h e r e  i s  " n o  d o u b t "  t h a t  t h e  b i l l  

c o u l d  b e  r e t r o a c t i v e  t o  J a n u a r y  1 ,  1 9 8 8 .  O d o m ,  A t l a n t i c  R i c h ­

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

* /  T h e  C o u r t  a l s o  r e j e c t e d  t h e  t a x p a y e r ' s  a r g u m e n t ,  b a s e d  

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

a v o i d  t h e  t a x  i f  i t  c o u l d  h a v e  b e e n  a n t i c i p a t e d  b y  h i m  a t  t h e  

t i m e  t h e  t r a n s a c t i o n  w a s  e f f e c t e d . "  D a r u s m o n t ,  4 4 9  U . S .  a t  2 9 9 .  

G i f t  t a x e s  s e e m  t o  b e  t h e  o n l y  t a x  a r e a  w h e r e  t h e  C o u r t  h a s  b e e n  

r e c e p t i v e  t o  a r g u m e n t s  a g a i n s t  r e t r o a c t i v i t y .  T h e  C o u r t  h a s  

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

t r a n s a c t i o n "  o f  a  g i f t .  " [ A ]  t a x  o n  t h e  r e c e i p t  o f  i n c o m e  i s  n o t  

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

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

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

i n c r e a s e  o f  a n  o l d  o n e . "  W e l c h  v .  H e n r y ,  3 0 5  U . S .  a t  1 4 8 - 1 4 9 .
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i n s u r m o u n t a b l e  p r o b l e m .  T h e  l o g i c  a p p l i e d  b y  b o t h  t h e  U n i t e d  

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

r u l e  s e e m s  t o  a p p l y  e q u a l l y  w e l l  t o  t h i s  s i t u a t i o n .  T h e  p r o p o s e d  

e f f e c t i v e  d a t e  o f  M a y  3 1 ,  1 9 8 7  i s  l e s s  t h a n  t w e l v e  m o n t h s  p r i o r  

t o  t h e  p r e s u m e d  d a t e  H B  1 6 4  w i l l  b e  e n a c t e d .  T w e l v e  m o n t h s  . i s  a  

" s h o r t  p e r i o d , "  a n d  w a s  i m p l i c i t l y  a p p r o v e d  b y  t h e  U n i t e d  S t a t e s  

S u p r e m e  C o u r t  i n  D a r u s m o n t .  T h e  b i l l  p r o p o s e s  t o  c h a n g e  t a x  

r a t e s ,  a n  a r e a  w h i c h  I s  p r e s u m e d  t o  b e  s u b j e c t  t o  l e g i s l a t i v e  

c h a n g e  o n  a  r e g u l a r  b a s i s .  I n  t h i s  p a r t i c u l a r  c a s e ,  t h e  

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

c h a n g e d  s i n c e  H B  1 6 4  w a s  i n t r o d u c e d  i n  J a n u a r y ,  1 9 8 7 .  T h u s ,  i t  

c a n  b e  a r g u e d  t h a t  t h e  M a y  3 1 ,  1 9 8 7  e f f e c t i v e  d a t e  d o e s  n o t

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

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

t h e  c o u r t s ,  n o t  a b s o l u t e l y  c e r t a i n  o f  s u c c e s s .

RDM:nb
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Short-Haul Sales 
By Saudis Key To 

Overseas StockCuild

O il m a rk e ts  shou ld be ve ry c a re fu l in d ra w in g  g ra n d con c lu s io n s ab o u t Saud i 
A ra b ia ’s o il policies on the basis o f its latest fo ra y to ch a r te r ships fo r m ov ing crude oil 
in to  its overseas s tockp ile . The fact is th a t Saudi A ra b ia is in the process o f placing a 
la rge chu nk o f s tockp ile c rude w ith severa l o f the A ram co pa rtne rs on a delivered 
basis, and i t cha rte red the tanke rs a lm ost en tire ly to rep len ish those supp lies , accord­
ing to we ll in formed P IW  sources in shipp ing circles. The stockpile moves say more about 
R iyadh ’s w ish to retain a basic presence as a short-haul crude supplier in the Caribbean and 
Europe (p5) than about its long-term goals or role w ith in Opec (PIW Jan.25 ,p i ) . PIW con­
firm s that the Saudis have lined up five ships to move 10-m illion barrels o f o il in to overseas 
storage in the com ing weeks, plus at least one other vessel to supply non-A ram co clients 
like Ashland and Marathon. In the past, the Saudis have used the Western Hemisphere 
stockpile fo r occasional spot sales, and more routinely to supply term customers on a 
prompt basis.
B y ta k in g nearby c rude from  the stockp ile now , the A ram co pa rtn e rs get the benefit 

o f the o il in the heart o f the w in te r season, ra th e r than in  late M a rc h o r ea rly A p r il 
L E G IS L A T IV E  M r rA S R S w h e n  o il loaded today in Saud i A ra b ia wou ld a rr iv e  a t A tla n tic  B as in destinations. 

R e fe r e n c e  L ib r a r y  The s to ckp ile ba rre ls a re w ith in  the ove ra ll 1 .4 -m illio n b/d o f crude the pa rtne rs ob­
ta ined from  the Saudis in  Jan ua ry , and are expected to take in F eb ru a ry . Th ':y do not 
rep resen t any ex tra supp ly . Overall Saudi output volume is still below Opec quota in the 
3 .8 - to 4 -m illio n b/d range (excluding the Neutral Zone). This suggests R iyadh is w illing to 
cautious ly and temporarily stick w ith other Opec producers in sharing some o f the burden o f

(continued on p.4)
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Alaskan Oil Profits 
Staying Buoyant 

Amid Volatile Prices
W ith  o il m a rke ts again th rea ten ing a possible sha rp d ro p in prices , US A laskan pro ­
d u c tio n looks su rp ris in g ly we ll positioned to cope w ith a repeat o f the collapse o f 1986. 
Desp ite h ig h tra n spo rt costs th a t w ou ld appear to make A laskan N o r th  Slope ou tpu t 
h ig h ly vu lne rab le to low e r prices , i t is c u rre n t ly  m ak in g good p ro fitsa t$14 .5 0 -$ 15 .50 
de live red prices , and has shown it can b reakeven a t $10 a ba rre l. P ro fits  also bounce 
back q u ic k ly as prices recove r, acco rd ing to a P IW  analysis o f A laskan North Slope 
econom ics (see table). Producers b rie fly suffered losses o f a few pennies a barrel in 
m id -1986 when the delivered price at the G u lf Coast fe ll to $ 10. But pro fits rebounded to an 
average $3.50 in 1987, and even managed to average over $1 a barTel in disastrous 1986. 
ANS crude —  which is one-fourlh o f US production —  realizes a healthy $2.60-$3.20 a 
barrel now , depending on sales destination.
Even i f  prices dropped below $10, ve ry lit t le  N o rth Slope p rodu c tio n w ou ld be shut 

in , m a in ly because o f the la rge am ounts already invested in c u r re n t o u tp u t and its 
im po rtan ce to US supp ly . W h a t’s m ore , the o il is p r im a r i ly  absorbed in to  the re fin ing 
and m a rke tin g systems o f p rodu c ing companies, and low crude prices usua lly p ro \id e
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ofTscttins im p ro vem en ts in the p ro f ita b ili ty  o f downstream re fin in g . M eanw h ile , the 
lo ng -te rm  ou tlo o k fo r A laskan N o rth Slope crude is encou rag ing a con tin u ing b u ild u p 
o f p ro d u c tio n capac ity , in sharp contrast to plunging production in other US areas. ANS 
rtpu t surged over 2 -m illio n b/d in late 1987 as Alaska displaced Texas fo r (he firs t lim e as 

the largest source o f US crude. The North Slope is s till regarded as ho ld ing the best potential 
fo r find ing b ig new fields. But discoveries have to be large to offse t grow ing development 
and operating costs, already apparent at the Kuparuk R ive r and Endicott fields, and for 
enhanced recovery in super-giant Prudhoe Bay (P IW Jan.25,p lO ).
S ince the IT86 p rice collapse, the economics fo r A laskan N o r th  S lope crude sold on 

the W est Coast have become re la tive ly more p ro fita b le than the longe r sh ipm ents to 
the G u l f and East Coasts, w h ich used to earn almost as m uch . As a resu lt, m ore N o rth 
Slope c rude is m ov ing to the C a lifo rn ia  m a rke t, w ith the West Coast abso rb ing 60%  o f 
last y e a r ’s h ig h e r p ro d u c tio n versus 50% in 1985. Profits on West Coast sales arc now 
about 65c a barrel higher than those to A tlan tic pons, compared to a gap o f 10c in 1985. 
This m ain ly reflects the much larger $11.66 a barrel drop in ANS prices to G u lf and East 
Coast destinations in the last two years compared to a drop o f just under S10 on the West 
Coast. The bigger decline in the east is hard to explain but is probably on ly partly due to the 
h igh ly competitive A tlan tic Basin crude o il market.

THE COMPARATIVE ECONOMICS OF ALASI'AN NORTH SLOPE PRODUCTION (In tfolUn ptf kwret)

-Salts Td US 6*H Cowl--------------------  Salt* Tt US Wist Cwsl --------

IMS --- 19*7-------- 1SS5----  19*5 19**  1W 7-------- IS**----  19*5

Oellrered Price Carrier 2nd H 1st H 2*6 H Is* H Year Crtmnl 2nd H 1st H 2nd H 1st H Year

Sohio Pnce 515.50 518.45 517.00 512.00 516.60 527.00 314.ri 517.45 516.00 511.00 515.80 525.00

Aveng* Prles(t) 15.25 11.*2 1151 12.31 15.72 26.91 14.25 15.4* 15.56 10.75 14.54 24.23
L m

Shipping Cost 3.35 3.21 3.19 3.38 3.72 4.21 0.99 0 .% 0.94 0.94 1.14 1.29

VaWe: '.o.b. 11.90 13.61 13.80 8.93 12.00 22.70 13.26 14.52 14.62 9.81 13.40 22.9 j 

0.10
Let*

Pipeline Loss 0.05 0.10 0.05 0.05 0.05 0.10 0.05 0.10 0.05 0.05 0.05

Pipeline Tariff 3.20 3.95 3.95 4.50 4.50 600 3.20 3.95 3.95 4.50 4 50 6.00

Wellhead Prtce(b) 5.65 156 l t d 4.3* 7.45 16.10 10.01 10.47 10.62 5.26 I.S5 16.14

L m :
Royalty(c) 1.00 1.11 1.14 0.«7 0.85 1.99 1.17 1.23 1.24 0.58 1.02 2.02

Severance(d) 0.91 1.00 1.30 0.59 0.99 2.19 1.05 1.09 1.40 0.70 1.17 2.22

Property Tax 0.15 0.15 0.15 0.18 0.18 0.21 0.15 0.15 0.15 0.18 0.18 0.21

Producing Cost 0.85 0.85 0.85 0.75 0.75 0.90 0.85 0.85 0.85 0.75 0.75 0.90

Depreaat)on(e) 2.25 2.25 2.25 2.17 2.17 1.53 2.25 2.25 2.25 2.17 2.17 1.53

Pre-Tax Profit 3.49 4.20 4.11 0.23 2.51 9.78 4.54 4.90 4.72 0.88 3.56 9.96
L u t

Stale Income Tax(0 0.10 0.13 0.12 0.01 0.08 0.29 0.14 0.15 0.14 003 0.11 0.30
US Windfall Tax(g) 0.00 o.co 0.00 0.00 0.00 0.00 0.00 000 0.00 0.00 0.00 0.00
US Income Tax(h) 1.19 1.43 1.40 0.11 1.16 4.50 1.54 1.67 1.61 0.41 1.64 4.58

Oil Prefit L2S 2.94 2.51 1.12 1.21 4.M 2.16 3.09 2.9* 1.45 1.11 5.M
Pipeline Profit 0.43 0.53 0.53 0.64 0.64 2.18 0.43 0.53 0.53 0.64 0.64 2.18

Overall rreflt 2.13 3.17 3.12 1.76 1.92 7.17 3.29 3.(2 3.51 1.19 2.45 7.26

j)  Average of all producer*. b) Price « Pump Statxxi #1. c) Royalty 12.5% liter deduction of gathering cost* (63« 1988. 66C 
1987 & 1986. 65< 1985). d) Severance T a  tmsd on wellhead pne* ifte deduction ol royalty (11.91% bom and Hsfl 1987 to 

present. 14.96% 1985 lo 1st H ill 1987. e) Includes depletion. I) Average stale income lax rate ol 3 %  tor i l l  

producers. g) Windfall profits tax not applicable at lower wellhead pnces. h) US Income tax rate 34% 1987 to present w d 46% 

previously, alter deduction ot costs, state taxes.

A n o th e r b ig change in the la s t few years is the m ore even s p lit between p ro d u c in g 
com pany p ro fits  aind the ta x take o f federa l and state governm ents. W ith  A la skan 
we llhead prices we ll be low the flo o r level o f US “ w in d fa ll”  ta xa tio n , the ta x bu rd e n has 
s h ru n k to an estim a ted $3.35 a ba rre l cu rre n tly . Reduced corporate income tax rates 
from 46% to 34% starting in 1987 has also helped producers. However. Washington cla ims 
that the companies may owe $200 -m illion in “ w ind fa ll”  p ro fi’ s taxes fo r 1984 and 1985 due 
to disparities in pric ing and pipe line charges among the various A hskan o il producers ( PIW 
June 13,’83,p3).
T he settlem en t o f a 7-yea r legal d ispu te over A laskan p ipe line ta r if fs  has also pu t a* 

ex tra scjueeze on p ro f its  since 1986, w ith the T rans-A laskan P ipe line p ro v id in g 15% o f i 
N o r th  Slope p ro fits now (compared to 30% In 1985. A im ed at fostering greater com pe ti­
tion fo r North Slope leases, the resolution with the seven owners (B P 50%. Exxon and A rco
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US Rebuff Doesn’t 
End London’s  Plans 

For OEI Futures Role

h

Africans In Opec 
Find Alternatives To 

Direct Discounting

20% each, and the rest split between M ob il, Phillips , Union and Amerada Hess) sharply 
reduced ta riffs , settled back claims o f overcharges and put the pipeline on a rcal-ratc-of- 
retum basis starting in 1986 (PIW N ov .4 . ’85 .p8).

•

The existence o f a sem i-secret and un o ffic ia l "m in i-B re n t”  N o rth Sea m arke t m igh t 
help L o n d o n ’s In te rn a tio n a l Petro leum Exchange w in a cen tra l ro le in the g loba liza ­
tio n o f o il fu tu re s dea ling . M in i-B re n t cou ld p ro v ide a model fo r the IP E  as it prepares 
ano the r re la u n ch fo r its fa iled B ren t fu tu re s con tra c t fo llow in g the New Y o rk M e rca n ­
tile Exchange ’s re fusa l to trade US c rude fu tu re s in London as a jo in t ven ture (P IW 
Jan.25,p8). Shocked and disappointed by Nym ex ’s rejection o f jo in t trading o f West Texas 
Intermediate futures, the IPE is considering a number o f alternative options, with a restyled 
1,000-barrel Brent contract based on ‘'ash settlement rather than physical delivery at the top 
o f the list (P IW  Jan.25,p8). Other possib ilities include a London-based West Texas In ter­
mediate contract adm inistered independently o f N ym cx, and a link to another US exchange 
such as the Chicago Board o f Trade, which dabbled w ith o il futures several years ago.
Steady bu t la rge ly unpub lic ized tra d e in the unregu la ted m in i-B re n t m arke t leaves 

lit t le  do ub t th a t dem and exists fo r a fina nc ia l too l o f th is type geared to European 
crude . A lso know n as the B ren t p a r t ia l m a rke t, and on ly re lu c ta n tly revealed to P IW  
by m a jo r p laye rs , m in i-B re n t is the b ra in c h ild  o f US investm ent banks. But its fu tu re  
is now in do u b t due to new UK laws w h ich may leave room fo r the IP E  to take ove r 
instead. M in i-B re n t works because the investment banks are w illin g to buy and sell futures 
contracts fo r part-cargoes o f Brent in 50,000 barrel increments under the ir own set terms, 
normally c los ing out at an agreed cash-settlement price as 600,000-barrel forward Brent 
cargoes begin to trade in the physical market. However, this trading could fa ll foul o f the 
forthcom ing U K Financial Services A c t (P IW  Jan. 11 ,p2). The IPE, as a recognized futures 
exchange, m igh t w in approval o f a s im ila r standard contract, using well-established proce­
dures o f exchange-of-futures-for-physicals fo r participants wanting to take delivery. The 
IPE is now seeking industry advice on how to ta ilo r a new contract, but there’s v irtua lly 
universal agreement that s im p ly resty ling the existing 1,000-barrel contract won’ t work.
Even w ith its poo r tra c k reco rd in  m a rke tin g and p lann ing , the London fu tu re s 

exchange is s t i l l eager to launch its ow n c rude con tra c t tha t w ill spa rk trade both loca l­
ly and from  M id c a s t and F a r East tim e zones, la rge ly ou t o f New Y o rk ’s no rm a l reach. 
I t  plans "som e fo rm  o f s ig n ific an t tra d in g  incen tive scheme to encourage in it ia l p a r t ic ­
ip a t io n ”  and scope fo r b roade r m em be rsh ip , a imed a t a ttra c tin g m o re active flo o r 
trade rs . W h ile Nym ex boasts almost 800 members and last year traded an average 
40 -m illion b/d , there are currently jus t 57 authorized IPE dealers. There’s general dismay in 
European trad ing circles over the N ym ex ’s "pa roch ia l" decision not to come to London, 
coupled w ith the recogn ition that Eastern Hemisphere traders increasingly want to use 
crude futures (P IW  Dec.7 ,p6). The IPE has already been approached by the Singapore In ­
ternational Monetary Exchange on possible broad cooperation.

•
L ik e the b ig Madeast expo rte rs , Opec ’ s key A fr ic a n members are m ov ing fast to cush­
ion themselves aga ins t ra p id  sw ings in ou tp u t even in a weak m a rke t. B u t they are 
using ve ry d if fe re n t means to achieve the same ends. Resisting s tra ig h t m a rke t-re la ted 
p ric in g , the A fr ic a n s are look ing to p ro d u c t sales, processing deals o f various k in ds 
and enhanced m a rg in s fo r fo re ign eq u ity produce rs to susta in volumes. Though tech­
niques d iffe r , almost all Opec exporters are adapting to an o il market in which some pnee 
vo la tility is seen as inevitab le , making maintenance o f sales to key customers in ways that 
cause the least market disruption a top p rio r ity (P IW  Jan.25,p i) . The various methods re­
flect marketing strengths o f ind ividual producers and preferences o f trad itional customers, 
among other factors.
Am ong A fr ic a n  p roduce rs , L ib ya appears to have s ign if ican tly reduced its vu ln e ra ­

b ili ty  to s h o r t- te rm  m a rke t sw ings. Though volume has fa llen somewhat, T r ip o l i 
seems to be o ffse ttin g m uch o f the recen t loss o f up to 200,000 bid in th ird -p a r ty  c rude 
sales to tra d e rs w ith o u t flood ing the M ed ite rra ne an w ith discounted crude . “ Thev ’ ve
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minutes. I will give a two-minute warning when thirteen 

minutes have elapsed.

The first party to give their opening statements will 

be the State of Alaska. Mr. Maynard?

MR. MAYNARD: Thank you.

OPENING STATEMENT ON BEHALF OF THE STATE OF ALASKA 

BY MR. MAYNARD:

Commissioner Agi, Commissioner Knowles, Commissioner 

Guess, Commissioner Whiteaker, and Judge Wilson. My name is 

Robert Maynard. I'm an Assistant Attorney General with the 

State of Alaska. And again with me are, Mr. Robert Loeffler 

and Mr. Ed Tome.

The State in this opening statement wishes to make 

primarily two points and that is, first, that the State is 

relatively indifferent to the outcome of the intrastate 

tariff dispute. Secondly, that we believe the APUC Staff's 

and other's attack on the settlement as being devoid of any 

public policy or any public interest, we believe that thac 

attack is misplaced, is inappropriate and is overstated.

We believe the settlement should be approved as a 

fair and reasonable resolution of what might otherwise be 

an interminable dispute. In fact, almost all of the actual 

economic interests involved in this tariff dispute approve 

of this settlement, including over 99 percent of the ship- . 

pers over the intrastate line. We believe that whatever

LINDA STEWART
UTILITIES ENG IN EER

STATE OF ALASKA 
ALASKA PUBLIC 
UTILITIES COMM ISSION

420 L STREET  
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resolution this Commission gives to this settlement pro­

ceeding, whether it grants the settlement or whether it 

decides a continued litigation is appropriate, we believe 

that this settlement should at least be accurately por­

trayed, which we do not believe it has been in this pro­

ceeding to date.

With regard to the interest of the State of Alaska at 

this point in the in-state tariff dispute, the APUC Staff 

basically says that the State will lose $5 billion by this 

settlement. Nov;, that is a number based on the interstate 

numbers on this pipeline as a whole. We believe that is 

high by at least a factor of two. But to use it as a basis 

for complaining against the intrastate tariff, we believe is 

misleading. The State's interest is not nearly that amount. 

In fact, we are probably indifferent. The reason for that is 

two points.

First, there is a crediting provision with regard to 

the settlement that was actually taken from the stipulation 

entered into by all parties in the interstate tariff dis­

pute, including the APUC Staff. That crediting provision 

would provide that intrastate revenues would be credited 

against the interstate revenue requirement. Thus, the more 

that is collected on the intrastate tariff the less that 

needs to be collected on the interstate tariff.

The second reason, which I will explain in some detail
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to come, is that the State's revenues are almost all based 

on the interstate tariff, on out-of-state shipments. The 

State gets its revenues off the pipeline in three forms; 

one, is by the effect on the severance tax; another is the 

effect on the royalty; the third is the effect on the 

corporate income tax.

Now, the severance tax and the royalty when we leave 

it with the producers, when we take our royalty in what is 

termed "end value" is based on what the companies report 

to the State for their dispositions of oil. Almost all of 

those dispositions are out-of-state dispositions that 

depend on the interstate tariff.

It is true the State sells a large proportion of its 

oil in-state to in-state refiners, and that is shipped over 

the intrastate tariff, which is the subject of this Commis­

sion's hearings. But the price that the State receives on 

its in-state sales of contracts to Chevron, Tesoro and 

MAPCO is based on the companies' reported prices. The 

term is that we get what we would have gotten if we had 

left that oil end-value with the producers. And that price 

is determined by the companies' reported prices which is in 

turn based on the -in-state- tariff —  -interstate tariff. 

Excuse me.

The third factor is the corporate income tax, but 

because of the crediting provision, it doesn't matter what



the in-state tariff is, the overall revenues will be the 

same. So the corporate income tax is not affected.

Thus, at best, the State is indifferent as an economic 

basis on its financial interest on the intrascate tariff.

The question arises of why are we in the case. Well, 

initially we were in the case for two reasons. The first 

reason was that at that time, we wanted to have the same 

position presented before the then APC and the FERC. We 

believed that inconsistent result between the APC's ruling 

could hurt our interstate case before then the ICC to become 

the FERC.

Second, at that time it was believed that the Attorney 

General's Office could assist in a great degree with at that 

time what perceived to be greater resources in prosecuting 

the in-state case. At the present time neither of those 

two particular points apply. FERC has ruled on the inter­

state tariff, and has also had a general methodology to be 

applied to other pipeline tariffs.

Second is a budget crisis. A request for a certain 

amount of money has been basically slashed 25 percent in 

the internal reviews, and I don't believe there's much 

likelihood of getting a whole bunch back during the legis­

lative process. Because of that, whatever the Commission's 

resolution of this dispute, the State will not be presenting 

an independent viewpoint before the Commission on this
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pipeline case or probably other pipeline cases. The State's 

economic interest is not there and we believe the APUC 

Staff has sufficient resources to prosecute the in-state 

case if, in fact, this Commission decides to continue on 

with the case or other pipeline cases.

..Why are we here necessarily with such a great pre­

sence, with a witness and making statements? We may not 

have been here in such a great presence if the settlement 

had been accurately portrayed and if the presentations 

against the settlement had been based on basically intra­

state concerns. But neither of those two points have been 

the case. The attackes have inaccurately portrayed the 

settlement and have taken basically an attack against the 

underlying policy as being totally devoid of any public 

interest in this settlement. Because of that we would 

at least like to have some record that there might be 

some reasons why this settlement is in the State's interest 

and to rebut some of the charges that have been made.

Mr. Horst will present in some detail in his testi­

mony the inaccurate portrayals of the settlement process 

itself or the settlement itself. But overall, the APUC in 

its papers has basically attacked the settlement as losing 

the State money, ?5 billion and as having no public interest. 

We believe that is overstated.

Now, we want to make it clear from the outset that
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we believed and still do believe that a litigated conclu­

sion to this case should give the State substantially more 

money and a substantially better position than it's getting 

out of the settlement. The numbers we gave publicly a 

couple of years ago during the legislative debates was 

about $2% billion was what we believed a reasonable liti­

gated conclusion to this settlement would give the State.

But there are two problems with that.

First, there was the risk that we wouldn’t get that 

2h billion, that we wouldn't even get what we would get by 

this settlement. There were potential outcomes that would 

give the State substantially worse than what we got by the 

settlement, particularly considering the fact that there 

have been rulings by the FERC that would have given the 

State much worse.

Secondly, there was a severe problem of time. After 

eight years of litigation, even the ALJ in the case was 

say; ig that it would be ten years before a litigated con­

clusion would come to an end. That would only start the 

State's problem. We would then have to collect the money —  

not from the pipeline shippers, but from the companies 

paying severance tax royalty and would have to chase down 

royalty in-kind purchasers, such as ALPETCO, who is now in 

bankruptcy. There were concerns there.

Now, no one in the long and sometimes acrimonious debate
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argued about whether or not the TAPS settlement has been in 

the public interest. To my knowledge no one has ever stated 

that this settlement was a bad settlement in terms of the 

fact the State could have voluntarily gotten more from the 

companies. The debate has always been we should have con­

tinued to litigate; that the settlement may have been the 

best voluntary agreement you could have gotten out of the 

companies but you should have litigated this thing to its 

conclusion because you're going to win a lot more. And yes, 

if we had litigated we might have won more, we believe we 

should have won more, we believe we had a good chance of 

winning something more. But by the settlement we will at 

least gain three advantages; one, we gained substantial 

immediate relief. We got lower tariffs now instead of 

waiting ten years down the road. We gained certainty 

through the end of the century and avoided the possibility 

of endless yearly rate cases with stale records being 

constantly raised to the allenge to any long-term solution 

to the rate cases. And the State did achieve some long-term 

developmental interests by load tariffs through the end of 

the century, in fact, to the first decade of the next 

century which at various times throughout the state has 

been bantered as one of our main policy goals.

Nov;, we could discuss those policy goals at length,

I would only have to give one example. And in fact is



not an example that was one of the driving forces of this 

settlement when we entered into it two years ago, but it 

does show why settlement sometimes and the certainty afforded 

by settlement can have good consequences.

The settlement already through fiscal year 1988 will 

bring approximately —  that means July 30th, 1988 —  will 

being approximately —  July 1, 1988, excuse me —  will bring 

approximately $800 million in benefits to the State. That 

comes to approximately from $230 million in refunds and 

between $300 and $350 million of annual tariff revenues 

over what the tariffs would have been if we had not entered 

into the settlement because, remember, without the settle­

ment, tariffs would have stayed at the $6.01 rate until 

the end of litigation.

Now, the recent revenue projections, the January 

revenue projections just released by the Department of 

Revenue give the following unrestricted revenues coming 

into the State with the TAPS settlement for the next three , 

years: fiscal year '87, $1,334 billion; fiscal year 88,

$1, 325 billion; fiscal '89, $1,374 billion. Nov;, the 

money corning in from the TAPS settlement for FY 87 and FY 88 

again is $800 million. Total unrestricted revenues are 

$2.6 billion. The settlement is bringing in almost one- 

third of the unrestricted revenues the State is receiving.

For fiscal year '89 the settlement will almost bring

/
/

/
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in a quarter of the unrestricted revenues, about 300 or 

350 million of 1.4 billion; less than a quarter but almost 

a quarter.

The State is already facing a budget deficit of 

$900 million going into this fiscal year. It will be tough 

to imagine when another $800 million load would be on that.

Nov;, yes, we possibly could have gotten $2*5 oillion 

more ten years from nov; with interest, but to tell someone, 

to tell a student asking for a student loan they can get 

more money ten’years from now but can't go to school this 

year; to tell an AFDC recipient they can get more money 

ten years from now but not enough money this year; to tell 

longevity bonus recipients, a senior citizen 70 years old, 

that ten years from nov; he might get a lot more money; for 

building r-ar , for building infrastructures, sewer, wacer, 

for all the _nings the State does —  economists, accountants, 

lawyers can put a time value on money. It's very difficult 

to put a time value on services and difficult to put a 

time value on the provision of the basic necessities of 

life to the citizens of the state. When you're giving —  

the State's a hungry man. The question is, do you want a 

square meal now or a feast ten years later? I think most 

people when you're hungry would want a square meal now.

This is not to say that the opposition to this settle­

ment i. ;!ilegitimate. In fact, there are good reasons why



1

2

3
4
5
6

7
8

9
10

11

12

13
14
15
16
17
18
19
20

21

22

23
24
25

you might say that settlement is not appropriate, you 

shouldn't be settling these types of cases. There's 

disagreements about the risk that we face going on. There's 

disagreements about whether we need money w or later, 

whether we should do different things. There are legitimate 

reasons to argue in the public policy mode that maybe settle - 

ment is not appropriate. And in fact you will be hearing, 

no doubt, and from Representative Davis for one, legitimate 

reasons and concerns as to whether or not settlement on the 

interstate on the whole basis is an appropriate public 

policy. The previous governor, Governor Sheffield, believed 

that settlement was appropriate. There are legislators who 

do believe that settlements are appropriate, other people 

do not.

We are not trying to say that the issue is clear one 

way or the other. But when the APUC Staff says that there 

is no public interest in this settlement, we believe they 

are incorrect and overstating the matter. And when the 

APUC Staff and other people are trying to force the inter­

state settlement policy debate into this intrastate pro­

ceeding, we believe that is inappropriate because those 

policies were on the interstate side.

JUDGE WILSON: You have two more minutes,

Mr. Maynard.

MR. MAYNARD: T hank  y o u , Ju d g e  W i ls o n .  The i s s u e  h e re
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is whether or not the APUC will find the settlement to be a 

fair and reasonable resolution of the intrastate dispute. 

All the State is really asking for in this particular pro­

ceeding, whatever the outcome of this resolution, is that 

you give a balanced recognition of both the faults and the- 

merits of the settlement as well as this settlement or any 

other negotiated conclusion.

We believe the central question is whether you have 

to determine whether this settlement must meet the just and 

reasonable standard or the fair and reasonable standard.

If you do not believe the fair and reasonable standard is 

appropriate, it is our belief you do not need to reach the

question of whether or not this settlement is just and

reasonable, because we do not believe there is a record

before this Commission to make that finding. We would asK

if you do not believe the settlement can be resolved on 

the fair and reasonable standard that you simply dismiss it 

and go on with litigation, and the State will live with 

whatever outcome comes on. We think it is a shame it would 

happen, because with the intrastate proceeding it seems to 

us that all the people who have economic interest are 

willing to live with the settlement, and our particular 

resolution would allow those who oppose it to continue to 

oppose it. But that is the Commission's choice and we just 

simply ask for fair treatment of this settlement proposal.
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Thank you very much.

JUDGE WILSON: Thank you, Mr. Maynard. We will now 

have the opening statement of the TAPS Carriers. Mr. Brose?

OPENING STATEMENT ON BEHALF OP THE TAPS CARRIERS 

BY MR. BROSE:

Thank you, Commit o.oners, Judge Wilson. My name is 

Stephen Brose and I'm appearing today on behalf of the TAPS 

Carriers. I certainly intend to keep my opening remarks 

well within the allotted time, and I certainly don't intend 

to retrace in any detail the material found in our briefs 

or in the prepared testimony of our witness Mr. Richard 

Hildahl.

What I would like to do is to take this opportunity

to try to put this case and your role in it into its proper

context, because there has been far too much testimony and 

briefing on both sides that may tend to direct the Commis­

sion's attention away from the ultimate issues and either 

on to peripheral matters or issues that really aren't 

before you at all.

I'd like to start by emphasizing what the Commission 

is not being asked to do in this proceeding. First, as 

both Mr. Mavnard and the reply briefs have made clear, the 

question or the lawfulness or even the desirability of the 

TAPS Interstate Settlement which governs more than 96 per­

cent of total TAPS shipments is not at issue here.
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That settlement, as you undoubtedly are aware, is solely 

within the province of the FERC and it has been approved by 

that Commission without qualification and is currently 

pending affirmance in the United States Court of Appeals.

All that's at issue here is whether the TAPS settle­

ment should be approved as it relates to the less than 

4 percent of TAPS movements that travel intrastate.

And so let's just be sure that we don't get t', o 

caught up in the rhetoric about the supposed overall 

impact of the TAPS settlement, because even if the calcu­

lations that appear in the APUC Staff's presentation were 

correct, and we believe we have shown that the Staff's 

assessment isn't even remotely in the ballpark, they're 

simply of no relevance whatsoever to this proceeding.

Second, and the testimony and the issue statements 

appear to have obscured this as well, you are not being 

asked to approve for all time the rates produced by the 

TAPS settlement methodology, what we call the TSM. The 

settlement is an agreement between the TAPS Carriers and 

the State of Alaska and it's effect is to establish a 

formula that those parties agree will govern the setting of 

a ceiling on TAPS intrascate rates. In other words, the 

Carriers have simply agreed that they will not file rates 

above chose produced by the TSM formula, and the State has 

agreed that i'_ will not challenge rates that are filed at or


