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

DEDUCTION FROM FY TAXABLE INCOME
Impact on FY

Tax Liability
Sadlerochlt Cook Inlet Total (Total * .0941

Pre-SB 524

HB 353

a)
1750.61 267.05 2017.06 189.66
848.78 169.60 1018.38 95.73
289.25 123.03 412.33 38.76
8.93 61 .33 70.26 6.60

b)
8.51 61.09 69.60 6.54
-0- 46.77 46.77 4.40
-0- 29.02 29.02 2.73
-0- 20.35 20.35 1.91
-0- 17.39 17.39 1.63
-0- 16.27 16.27 1.53
-0- 14.42 14.42 1.36
-0- 9.36 9.36 .88
-0- 3.87 3.87 36
-0- 14 14 a1

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

Windfall Profits Tax 1s phased out and no longer In effect In FY 1995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

The reason for the slight difference In FY 85 under Pre-SB 524
compared to HB 353 1s the difference 1n the 011 Severance Tax law and

thus, the severance tax adjustment under the WPT.

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

For FY 1982 through 2005, these Impacts are not Included 1n Tables 3

and 4 under the HB 353 separate accounting corporate tax. If the WPT
was a deduction tor these years, the total tax Iliability columns
would be reduced by these amounts. In FY 1985, the reduction would

be approximately one half the amount because HB 353 goes Into effect
midway through the fiscal year.



This section will present comments and conclusions relative to HB

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

As to the feasibility analysis performed relative to the Impact of
HB 353 on development and production of the "marginal” North Slope

fields, the following qualifications should be noted:

The feasibility analysis performed In the Petroleum Revenue
Forecasting Model tests the real after tax discounted cash flow rate of
return from a field against an assumed "hurdle" real rate of return to
determine feasibility. If the rate of return for the field 'lven
projected production, prices, development costs, operating costs and tax
rates exceeds the hurdle rate, development of the field ls deemed

feasible.

There are three potential problems with applying this quantitative
analysis to the "marginal" North Slope fields and then drawing
conclusions about the actual timing and magnitude of their development.
The first 1s the "hurdle" rate used In the model may not be the same as
the "hurdle" rate actually used by the corporations with lease rights to
develop the field. The second 1s that the model analysis assumes no
capital budget constraint. In reality, the corporations have a limited

amount of capital to Invest In the development of fields 1n Alaska and
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elsewhere 1n the world. Even though development of a field 1n Alaska may
be projected by the corporation to provide an acceptable rate of return
given the corporation's actual "hurdle" rate, there may be other even
more attractive projects elsewhere which would be developed Instead,
given a limited capital budget. Finally, there may be non-quantiflable
Judgmental factors which the corporations consider In making their
Investment decisions. These types of Judgmental considerations are
necessary to distinguish between two Investment alternatives which are

projected to be equally attractive on a quantitative basis.

Regardless of these three potential problems 1n applying the
feasibility model to analyze when and at what level a field will actually
be developed, uhe model ls useful In analyzing the relative effect of
alternative tax structures on rates of return and feasibility of
development given projected production, costs and prices. Here, as
discussed earlier, our analysis Indicated the Impact of the HB 353 tax
structure with respect to Petroleum Corporate Income Tax and Petroleum
Severance Tax on the feasibility of development was relatively
Insignificant. The future of oil prices will have a much more

significant effect on the feasibility of development for these fields.

As to the revenue Impact of HB 353, the analysis Indicated that
under all alternative price and production scenarios examined, cumulative
revenues from Income and severance taxes for FY 1985 through FY 2005 were
greater under HB 353 than wunder the current tax structure. The absolute

and percentage gain, however, varied slgnlflchtly between scenarios.
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For example, cumulative revenues from Income and severance taxes for FY
1985 through FY 2005 were 12.12 percent higher under HB 353 than under
current law given the Mean case price and production scenario, 8.38
percent higher given the 30 percent scenario and 17.39 percent higher

given the 70 percent scenario.

This 1s because the tax structure proposed by HB 353 1s more
sensitive to price and production changes than the current tax
structure. The severance tax under HB 353 1s slightly less sensitive to
price and production changes than the current severance tax simply
because 1t I1s levied at a lower maximum rate, 12.25 percent as compared
to 15 percent under the current law. However, this 1s more than offset
by the Income tax which 1s significantly more sensitive under HB 353 than
under current law resulting In greater overall revenue sensitivity wunder

HB 353.

The cumulative revenues collected from Income taxes for FY 1985
through FY 2005 under the current apportionment tax structure were
projected to be 5.04 percent lower given the 30 percent scenario as
compared to the Mean scenario and 16.94 percent higher given the 70
percent scenario as compared to the Mean scenario. The cumulative
revenues collected under the proposed HB 353 separate accounting Income
tax were projected to be 14.52 percent lower given the 30 percent
scenario compared to the Mean scenario and 30.83 percent higher given the

70 percent scenario compared to the Mean scenario. The reason for this
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ls under separate accounting, revenue collections are directly dependent
upon the level of production and wellhead values 1In Alaska. Under
apportionment, however, revenue collections are dependent on both
worldwide Income and the level of Alaska activity compared to worldwide
activity as measured by apportionment fac. .rs. Therefore, the
apportionment tax structure ls less directly sensitive to changes In
Alaska production and wellhead values. Also, 1t should be noted that a
given percentage change In worldwide oil prices results In a greater
percentage change 1n Alaska wellhead values due to the fixed
transportation cost differential which exists between the two. For
example, lf world crude prices were $20.00 per barrel and there was a
total fixed transportation cost of $10.00 prr barrel to get Alaska crude

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

barrel. If world prices were to Increase by 5 percent to $21.00 per
barrel, Alaska wellhead value would Increase from $10.00 to $11.00 per
barrel which would represent a 10 percent Increase. Therefore,

alternative price scenarios result In greater percentage differences In
Alaska activity and Income upon which separate accounting 1s based than

In worldwide activity and Income upon which apportionment ls based.

The HB 353 proposal, because It 1s more sensitive to oll prices,
has the potential for greater upside gain should prices Increase and the
potential for greater downside risk should prices decrease when compared

to the current tax structure.



It should be noted that by FY 2005, the revenues collected wunder
apportionment were projected to be greater than under separate accounting
given all alternative scenarios. This 1s because under apportionment,
worldwide Incone was assumed to Increase over time and was only partially
offset by declining apportionment factors as Alaska activity declined.
Under separate accounting, collections declined directly over time with

declining Alaska activity and Income.

It 1s also Interesting to note that by FY 2005, collections wunder
the current apportionment tax are approximately equal given both the Mean
and 70 percent assumptions. This 1s because even though the 70 percent
case assumes a higher long-run worldwide apportlonable Income growth rate
lt also assumes a higher growth rate In worldwide production which acts
to reduce the apportionment factor at a faster rate thus offsetting the
higher Income growth rate. As noted earlier, however, over the entire
period from FY 1985 through FY 2005, the 70 percent case assumptions

resulted 1In revenue collections which were 15.94 percent higher than the

Mean.

In comparing revenue collections under separate accounting 1n FY
2005 given Mean and 70 percent scenario assumptions, the 70 percent case
generates less revenue than the Mean case. The reason for this 1Is that
under the 70 percent scenario, development of fields 1n Alaska occurs

earlier and at a more rapid pace. Therefore, by FY 2005, production
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under the 70 percent scenario 1s less than production under the Mean

scenario. As noted earlier, however, over the entire period from FY 1985
through FY 2005, the 70 percent case assumptions resulted 1n revenue

collections which were 30.83 percent higher than the Mean.

A number of revisions have been made to the analysis compared with
the preliminary analysis previously presented to the Legislature during
the 1985 legislative session. The previous analysis was based on March,
1985 Mean caso price assumptions whereas this analysis 1s based on lJune,
1985 price assumptions which are significantly lower 1n the Mean case.
This analysis Includes two additional marginal fields, West Sak and Point
Thompson which were not Included before. The March analysis Included
projections only through FY 1995. Total projected cumulative revenue
collections from both Income and severance taxes given Mean case
assumptions under both current and proposed tax structures are lower now

than 1n March.

Severance taxes projected under both laws are lower due to lower
price and wellhead value projections In spite of somewhat higher
production from the Inclusion of the two additional fields In the

analysls.

Income tax projections under the current apportionment law are
lower due primarily to lower expectations for long-run worldwide
apportlonable Income growth rates. Income tax projection wunder the

proposed HB 353 separate accounting law are lower due to lower wellhead
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values and hence, gross revenues. The Inclusion of additional fields
does not result In enough additional production to offset the effect of
lower wellhead values on gross revenues, and the additional fields
Included also had deductions as>oclated with them which reduced net
taxable Income even more. Also, as discussed earlier, separate
accounting deductions primarily operating cost estimates, have been

revised upward since March.

The revisions since March have resulted 1In a greater downward
revision ln projected collections under the current Income and severance
tax laws than wunder the proposed HB 353 Income and severance tax laws.
Therefore, the absolute and percentage revenue gain from HB 353 Is
projected to be greater now than 1n March. Total cumulative revenues
collected for fY 1985 through FY 1995 were projected to be 13.46 percent
higher wunder HB 353 than under current law given the Mean case
assumptions 1In March and now are projected to be 16.79 percent higher for

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

It should also be not?d that due to the revision 1In the operating
cost deduction, the estimates of revenues which would have been collected
under the pre-SB 524 separate accounting corporate tax for FY 1982

through FY 1985 are lower now than 1n March.
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18. Structeé ! casing set hrou%h the islapd grg} ILand below

he mu to conduct™v ore

operations.
19. Conductﬁ)r
;

pp ars necess

csasing set and cme ed a mn|m of 75 feet
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age tor a diverter system.
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urfac caglng of sufticien stren%h at least ;88
$elov. the base.of tne permafrost but no more than 2
eet true vertical depth,

21. Severa) casing.types and grades that are roved for use
S suriacRe ca%mépdn the rugﬁoe %a}/ Elelc?pgnfj tﬂe
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Rule 5 COMPLETION PRACTICES

el ot o produclon [
ﬂ g ?ﬂrat% , sIott%d Irners SCr

e ods, or coin Ination thereo
tratively approve alternate completic

Rule 6 PRESSURE SURVEYS.

a Prior to reqular production, a pressure survey shall be
aken)on eacﬁ well. J P P )

b)  The datum for all pressure surveys is 10,000 feet
subsea.

C After reqular rodu tion commences each goverpmental
sec |3 |Qre 9 ﬁurreey Fl be aql rﬂrns gmo Prs anrf1
again withi monts on at east one we In the section.

d)  Within 12 months after. reqular production rom the pool
F(artg the 0 erator wm submit tg the P:ommrssron (P[Proe ? a
g groqﬁam setting forth the ong term pressure monitoring

rogram f e pool.

3 Pressure survex, as used in th ruje, means either a
static bottomhole pressGre survey or a t a slent pressure survey.

f Data from all pressure surveys shall be filed with the
q(mm)rssron on Form 10 A%Z Wit ﬁ In 45 d%ys a?ter the survey qs

The Commission, by administragive rd ay amend t
key Well ressure monr or|r¥g program |# s ounrqq ¥o e |n

quate or mprac ical.
Rule 7 GAS-OIL RATIO TESTS.

a).  After regular rodu tion from a well has commenced,
r(T;]as oil ratio te 9 erI Cken wrtrrrn four months and each srx
onths hereafter

? Gas-oil ratio. tests shall be a rnrnrmum of f%ur hours
r(r)rnar%lgsnloHnless otherwj ;e administratively approved

Gas-ol

subm?tted Withi are taken.

:_
=~

gtidp tes%s will be regorted on Form 10-409 and
ays after the test
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Rule 8 GAS VENTING OR FLARING.

The ven or flaring of gas is prohibited except as
ma B% authorrzerf ri)% he Commqssrong? Sfap? Ity sa ety, Eases of
emergency or operational necessity.

b) . Infrequent operations where flaring (S necessary, sugh
as .thg rnrtra?qcommr sronrng 0f p(er | es,gp\ n[ start-r}/s a(rter
aintenance or tre Inshutd WBS t er speclal activities, may
rgq%rrergrtrnrstra ively approved y the ommrssron upon written

¢) .. The Commission. WI|| admrnrstratrvel set golumes for
Bafety flares ugon receipt of a written request and accompanied
y adequate data to support t he request.

Rule 9 GAS-OIL CONTACT MONITORING.

. ) Acorinpensated neutron log shall be run in each well
prior”to regular produc

tion.
b ompensated neutron log shall be
gegerémentaf sepctron within 1@ mogntﬁs after

¢, Akey-well gas-oil contact m |tor|n roqram will be
submr)tted Yhe (!P?mrss on ?or Egro ar\ Wi hqnpl(%g onths .after
reg ular productron rom the ?ool mmences and will constrtute
the long term gas-oil contact monito program.

Ing
daysd%ftegorﬂgensated neutron logs will be submitted within 45

y are taken.
Rule 10 GAS-OIL RATIO.

The gas-oil ratio in a well will.have n rlimit if
it rouc Mt el gttt Sl Rl
ommrssron IS mrected ){hepEn icott Oi? ooI P
Rule 11 PRODUCTIVITY PROFILES

. a). .Ana riate lo est blrsh the productjvity or,
rnrrec)tr Vit pg p } rrlg v s Pen {0 Phe wejllbor% will be
(un 1 ac Wrthrn mon ts after reqular proauction or
Injection commences.

D [ mto onjtor weJl productivity ang t it
will E)e ¥ Pnoq frne dommws;onpror \)lal | A e%
months before water mrectron begins.
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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 iInjected into the Endicott Oil Pool. At anytime, upon
proper petition and after public hearing, the Commission will
consider the merits rf 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, Chailrman
Alaska Oil and Gas Conservation Commission

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

Offered in the HOUSE By Gotten
TO:  CSHB 390 (Finance)

Page 2, line 1, after (a), through line 8:

Delete all material.

Insert "The distribution of the income and realized capital gains of
the endowment is subject to AS 37.07. The net annual realized capital
gains of the endowment may be equally divided between the income and the
principal of the endowment. Upon application of the foundation's hoard of
directors or its authorized representative, after authorization under
AS 37.07 the Alaska Permanent Fund Corporation shall pay to the foundation
the income appropriated.”

-1- 4/7/88
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GETTING ALASKA®"S SHARE OF OIL REVENUES

by Cliff Davidson @) (V
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 iImprovements, 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 iImprovements
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 Tfield in Alaska, i1ncluding 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 i1ts 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 iIn 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 1is being iIncreased. Instead, we might jJust 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 iIndustry actually supports
tax changes when those changes benefit the iIndustry. In
1981 the 1industry came to the Legislature (in a time of oil
price inflation) and asked for tax breaks. The Legislature
responded by instituting a new "unitary*l 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? 1"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.



How does the 1987 oil tax break affect Alaskans?

What

Does

* It has reduced state revenues by about $185 million
this Tiscal year. This money goes directly to the

corporate treasuries of major oil companies.

* 1t will cost about $1.2 billion over five years.

is wrong with the 1987 tax break?

* It was scheduled iIn 1981 on the basis of inaccurate
assumptions about the legality of separate accounting,

oil prices, and the projected decline of Prudhoe Bay

* 1t enhances the profitability of companies who claim

their profits are "the best iIn 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.

the tax break pay off for Alaska?



* 1t 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).

* 1t 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 fTields except Prudhoe and Kuparuk.
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S.TEVE CDWPER

s TATIS or A LAHItA
OFFICE OF THE DDVENNOR

JUNUAU

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 iIn 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.



FISCAL EFFECTS OF ELF ALTERNATIVES
Additional Revenue (Millions) At the 30th percentile

FY 87-88 FY 89 FY 90 Fy 91 Fy @ '|
HB-164 76.7 @ 98.5 1. 4 * o
Proposed CSHB-164 (Res.)* 98.6" 98.1 109.6

*Indicates provisional OVB estimate pending DOR fiscal analysis due next week.

ESTIMATED SEVERANCE TAX RATES*

Prudhoe Kuparuk Milne McArthur Granite
Bay River Point Endicott Lisburne River

Point
Current Law 1.3%
HB-164 1.3%

Proposed CSHB-164 (Res.)

*North Slope values are forecast FY 88 averages; Cook Inlet values are estimated Dec//1986 rates;
Cook Inlet fields not listed have zero effective rates under all alternatives.

OMB, Division jof Policy, 3/18/87
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STATE OF ALASKA
Department of Revenue
Petroleum Research Section
April 14, 1987

To: Vincent D. Wright, Chief of Research

Fron: Charles Logsdon, Petroleua Economist

Subject: CSRS134

We nave recent.7 naae another run of the Putrev model to prepare
estimates of the fiscal impact of C3:1D134 passed by the House of
Representatives. The only change made ir. this legislation not
examined 1in 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 CS113164 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 1is 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 CSI1131S4 are found in the following tables.



rable 1
The 2fFfeet on ?iseal Inpact of C3H3164
With and Wi thout PEL Fixed at 300
(Million 0)

PEL ?EL=306 Impact PEL PEL=300
iscal Variable Fixed Variable Variable Fixad
ear Orj 30S ks Mean Mean
1333 33. 14 33.63 -. 55 103.21 109.41
1289 103.04 103.49 - 45 122.95 123.93
1990 113 117.53 d.i 140.02 140.51
1331 113.73 112.32 2.37 Nsy% & 140.53
1332 123.17 117.73 5.41 144. ] 139.S3
1SS3 134.35 122.03 5.57 147.23 133.35
1924 113.32 110.41 3.21 140.17 131.53
1235 113.31 102.41 10. 9 136.02 123.49
1395 110 97.7 12. 3 133.33 123.39
1397 112.34 100.35 12.49 133.74 122.39
1323 102.1S 33. 13 14 136.93 121.19
1322 104.7S 90. 94 13. 32 134.24 119.36
2000 33. Qo 69. 02 14. 04 140.05 123.15
2001 75.71 32.34 12. 87 141.23 123.31
2002 63.01 59. 11 3.2 139.01 121.55
2003 52.43 30. 11 3.37 137.31 113.3
20 01 41. 69 30.51 11.13 122.49 103.62
2005 23. 03 21. 14 7.39 102.3 33. 93
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March
iscal Oofficial
ear 307?;

1987 1103.37
1983 1139.53
1989 1219.14
1990 1441 .42
1991 1230.42
1992 1431.S3
1993 1503.92
1994 1550.06
1995 1512.63
1996 1470.59
1997 1455.73
1933 1424 .09
1999 1356.32
2000 1312.73
2001 1239.4

2002 1223.23
2003 1193.75
2004 1174 .93
2005 1161.32

Table 2
Comparison of the March 1987 DOR Petroleum Production
Revenue Forecast and C5H31S4

(Million 0)

CSHD164
307?;

1114.39

wrtrrr»  non
lw 17 » <3

1427 .13
1559.42
1443 .13
1554 .33
1333.57
1333.38
1325.97
1530.59
1533.57
1526.25
1471.53
1395.79
1245. 11
1291.24
1253.23
1216.33
1130.35

March
Official
Mean

1132.43
1437 .59
1330.92

0 =2
1553. 21
1303.93
1937 .47
2239.29
2338.03
2229.13
2395.79
2S5G. 19
2534 .32
2541 .24
2439.63
2454 13
2537.33
2513.S3
2433 .44

CSHB134
Moan

l-bij .60

1545 3

1733.33
1395.21
1309.41
1353.43
2034.7

2429 .43
2504.03
2452 .01
2322.53
2795.12
2723.53
2331.29
2330.33
2592 .14
057, DA\
2343.47
2533.74

Delta
300;

5.52
33. 14
108.04
113
115.76
122.17
134.35
118.62
113.31
110
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102.16
104.73
33. 06
75. 71
33. 01
59.43
41.69
29. 03
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Mean

5.9
103.21
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142 .09
143. 3
144 .5
147.23
140.17
136.02
133.33
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137.31
129.43
102. 3
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Total
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Year

1900
1909
1990
1991
1992
1993
199*1
1990
1990
1997
1990
1999
2000
2001

2002
2003
2001

2000

Incr UQ3C

Orlidhoe
Uuy

.0210
.0209
.0219
. 02*10
. 0230
. 0235
.0210
.0219
.0231
.0223
.0230
. 02*10
.0256
.0252
. 02*17
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.0231
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. 0350
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0

(1)01:ruaue)

Mil lie
Point

.0400
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.0013
.0544
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.0453

—.0505

in Average

"I"'uble 4
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-.0030
-.0030
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~ O 8
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STATE OF ALASKA
DEPARTMENT OF REVENUE 0~
OFFICE OF THE COMMISSIONER

MEMORANDUM

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 1is
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 iIn 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 iIn 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



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 1is 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 1is because
HB 164 only impacts Sadlerochit as discussed above. The
attached Table 1 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, 1income 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 fTield 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 iIncrease over
the period. Table Il shows the impact of CSHB 164 on the
Sadlerochit field under the same set of assumptions as Table 1
shows for HB 164.



Table 1
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 %)

@ @ (€©)) O o (©)
Wellhead State Revenue Revenue State Revenue
Value Net Revenue As % OF Impact Revenue As % OF
Scenario Income w/0 HB164 Net Income HB 164 W/HB164 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%
) ® © (10) 1) 12)
Net State Revenue Revenue State Revenue
Cashflow Revenue As % OF Impact Revenue As % OF
w/0HB164 Net Cash Flow HB 164 w/HB 164 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.

2. Net income in column (2)
Operating costs,
interest expenses for the total
production to total

HB

Ib4 extends the
1992 and freezes the PEL at 300.

.7 ELF rule for Sadlerochit for 5 years from FY 1988 through FY

columns (4) and (10).

gross income:

overhead and uncapitalized
to Sadlerochit based on the ratio of Sadlerochit oil

oil production.

The impact, of HB 164 on state revenues

is derived by deducting the following non-tax
depreciation and amortization.

is shown in

items from
Administration,
North Slope are allocated

North Slope

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
taxes and oil conservation taxes.
under the current modified apportionment
ratio of Sadlerochit oil

in columns (6) and (11)
Also included

production to total

include oil

royalties,
is Petroleum Corporate
law allocated to Sadlerochit based on the
North Slope oil

production.

oil

production
Income Tax



Oil Production Net

Table 11

of

SADLEROCHIT OIL FIELD

Analysis of State Oil
With & Without Enactment
As a Percentage of

Income & Net Cash Flow

Production Revenues
CSHB 164

Based on 12/86 HB 353 Sensitivity Analysis

Sum FY 1988 -

1992

($ - millions 1986 $)

(€D) @) (©)) () ®) )
Wel lhead State Revenue Revenue State Revenue
Value Net Revenue As 7. OF Impact Revenue As 7, OF
Scenario Income w/0CSHB164 Net Income CSHB164 W/CSHB164 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,
@) @® © 10) an a2
Net State Revenue Revenue State Revenue
Cashflow Revenue As 7. OF Impact Revenue As % OF
w/0CSHB164 Net Cash Flow CSHB 164 w/CSHB 164 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).

is derived by deducting the following non-tax items from
depreciation and amortization. Administration,
North Slops are allocated
North Slope

in column ()
Operating costs,
interest expenses for the total
production to total

2. Net income
gross income:
overhead and uncapitalized
to Sadlerochit based on the ratio of Sadlerochit oil
oil production.

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

to net income in column (1).

in columns (2) and

4. State oil production revenues under current law without CSHB 164

(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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I FEDERAL FUNDS |
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1 FULL-TIME

I PART-TIME

I TEMPORARY |

ANALYSIS: The above numbers represent the increase in general fund

revenues 1f this bill becomes law. The bey assumptions are introduction

of a F5,000,000 scaling factor into the exponent of the current ELF formula and
fixing the value of the Production at the Economic Limit (PFL) at .300 barrels
per well per day. The production impact from FY88 through FY200F represents

a cumulative total loss, of 20.9 million barrels.
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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 | promised last week, Elfie has gone through the "0Oil
Tax Quiz" that the Governor®s number crunchers put out
April 15th. Today Elfie is reporting on the Tfirst 3
questions from the quiz.

ElIfie 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?

EIfie 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. How much profit does the oil industry make each day from North
Slope oil and the pipeline?

A. The industry is making no profit on the Slope.

B. $800,000 per day.

C. $2,200,000 per day.

D. $6,200,000 per day

The Governor®s number crunchers said the correct answeris
D. The truth is that the correct answer would be "Noneof
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%3, THE TAX FOR THESE PROPERTIES IS $339 MILLION, NOT
$109 MILLION, which makes the true property tax per barrel
for 1988 $0.46 - nNOT $0.15

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 1is also
wrong.



GOVERNOR'S NUMBER CRUNCHER ERROR V II:

Question 2 on the oil tax quiz was:

2. How do state and industry shares of North Slope oil income
compare?

A. State and local 80%/industry 5%/ feds 15%,

B. State and local 60%/industryl5%/fedsl5%.

C. State and local 45%/industry 35%/feds 20%.

D. State and local 35%/industry 45%/feds 20%.

The Governor®s number crunchers said the correct answer is
D, even though i1t 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 I11:

Question 3 on the oil tax quiz was:

3. How manynew jobs hasthe oil industrycreated on the North Slope
since the ELF becameeffective atPrudhoe Bay inJune of 1987?

A. 2,400 jobs.

B. 800 jobs.

C. 200 jobs.

D. Oil industry jobs on the Slope appear 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 1S WORKING.

8 RIGS MEANS 2>000 - 2,400 JoBSIIti

The Governor®s number crunchers point to Department of
Labor statistics showing that the number of jobs on the
Slope was less iIn 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
slope IF THE 8 rigs 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 1S 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 fuen
the big spending House Majority and Governor®"s proposed 16%
budget 1increase.

The Governor®s number crunchers will continue to take the
"OPPORTUNITY TO MAKE OUR CASE ON THE ELF IF AND WHEN THE
OlIL 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!I!I*®!

AND WOULD YOU BELIEVE, THERE®"S MORE TO COME!!!



SENSITIVITOlY: ANALYSIS
PROJECTED REVENUE COLLECTIONS

HR 353
COMPARED TO
CURRENT LAW

ALASKA DEPARTMENT OF REVENUE
DECEMBER 1986

B
Jonn Larson),/ Economist _
Charles Logsdon, Petroleum Economist
Roger Marks, Petroleum Economist
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STATE OF ALASKA

Department of Revenue

Petroleum Research Section
April 14, 1987

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 iImpact 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 Ffiscal 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 13, 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 Qlower PELs ten!
to offset each other with the result that the final outcome at
both the Mean and 30% levels 1is 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 law/ and CSHB164 are found iIn the following tables.



“iscal.

ear

1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005

PEL

Variable

30%

88.
108
118

115.
123.
134.

118

113.

110

112.
102.
104.

83.
75.
68.
59.
41.
29.

The Effect on Fiscal
With and Without PEL Fixed at 300
(Million %)

14
.04

76
17
65
.62
31

84
16
76
06
71
01
48
69
03

PEL=
Fixe
30%

88.

108.
117.
112.
117.
129.
110.
102.

97.
100
83.
90.
69.
62.
59.
50.
30.
21.

Table 1

300
d

69
49
56
89
76
08
41
41
7
.35
16
94
02
84
11
11
51
14

Impact

Variable

30%

-.55
-.45
.44
2.87
5.41
5.57
8.21
10.9
12.3
12.49
14
13.32
14.04
12. 87
8.9
9.37
11.18
7.89

PEL

Variable

Mean

108.21
128.96
142 .09
143. 6

144 .5

147 .23
140.17
136.02
133.88
136.74
136.93
134.24
140.05
141.23
139.01
137.31
129.49
102. 3

Impact of CSHB164

PEL=300

Fixed

Mean

109.
128.
140.
140.
139.
138.
131.
128.
123.
122.
121.
119.
123.
123.
121.
118.
108.

41
93
51
53
65
85
58
49
89
39
19
36
15
61
55
3

62

83. 98

Imp
Var
Mea

-1
.0

act
iab
n

.2
3

.58
.07
.85
- 38
-59
.53
- 99

.35
.74
. 88
-9
.62
.46
.01
.87
.32
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ear

1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005

Comparison of the March 1987 DOR Petroleum Production

March
Official
30%

1108.87
1189.59
1319.14
1441 .42
1330.42
1431.66
1503.92
1550.06
1512 .66
1470.59
1455.73
1424 .09
1366.82
1312.73
1269.4

1223.23
1198.75
1174 .99
1161.32

Table :

Revenue Forecast and CSHB164
(Million %)

CSHB164
30%

1114.39
1277 .73
1427.18
1559.42
1446.18
1554.83
1638.57
1668.68
1625.97
1580.59
1568.57
1526.25
1471.58
1395.79
1345.11
1291.24
1258.23
1216.68
1190.35

March
Oofficial
Mean

1162.46
1437.59
1630.92
1753.22
1656 .81
1808.98
1937.47
2289.29
2368.06
2329.13
2695.79
2658.17
2594 .32
2541.24
2489.63
2454 .13
2537.33
2516.98
2486.44

CSHB164

Mean

1168.
1545.
1759.
1895.
1800.
1953.
2084.
2429.
2504.
2463.
2832.
2795.
2728.
2681.
2630.
2593.
2674.
2646.
2588.

Delt
30%

5.5
88.

108.

118

115.
123.
134.
118.
113.

110

112.
102.
104.

83.
75.
68.
59.
41.
29.

a

2
14
04

76
17
65
62
31

84
16
76
06
71
01
48
69
03

Delta
Mean

5.9

108.
128
142.
143.
144.
147.
140.
136.
133.
136.
136.
134.
140.
141.
139.
137.
129.
102.

21

.96

09
6

5

23
17
02
88
74
93
24
05
23
01
31
49
3



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 S22
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 =2 ©g8
2002 -1.37 0 -.01 .01 -.31 =% o8 .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

0

0
Total -18.34 -2 3.82 38 -5.35 -11.03 6.14 3.47 -21.11



Fiscal
Year

1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005

Increase (Decrease)

Prudhoe
Bay

.02.16
.0209
.0219
-0240
-0236
.0235
.0215
-0219
.0231
.0223
.0235
.0246
.0256
.0252
.0247
.0239
.0231
.0219

Kuparuk

.0361
.0358
.0357
.0344
.0325
-0295
.0255
-0219

0163

0111

0

0043
.0015
.0070
.0103
.0076
.0040
0001

Milne
Point

-.0480
-.0438
-.0360
-.0513
-.0544
-.0555
-.0544
-.0551
-.0564
-.0571
-.0563
-.0532
-.0507
-.0422
-.0280
-.0251
-.0453
-.0505

Table 4

in Average Severance Tax Rate With CSHB164

Endicot t

.0590
.0043
.0038
.0038
.0037
.0044
0146

.0200
.0277
.0306
.0281
.0200
.0113
.0041
.0017
.0007
.0007
.0114

Lisburne

.0585
.0266
.0118
.0009

-0024
-0107
-0146
-0143
-0141
-0130

0136

0120

0104
0086
0056

.0001

.0034
-0073

Wes t
Sak

OO OO OOOo

.0037
.0116
.uls57
.0162
.0171
.0192
.0227
.0210
.0221
.0213
.0036

Other
Onshore

OO OCOOo

.0518
.0533
.0522
.0501
-0481
.0541
-0506
.0546
.0509
.0501
.0546
.0521
.0484

Other
Of fshor

OO O OO OCDOOCCOO O

.0836
.0747
.0724
.0743
.0792
.0911
.0960



MEMORANDUM

State of Alaska

Department of Law

TO: Mary Halloran DWE: M arch 28, 1988
Director
D ivision of P olicy fileno: 663-88-0432
O ffice of Management and Budget
O ffice of the Governor tel.nq: 465-3600
subject: R etroactivity of HB 164
A ssistant Attorney General
You requested our opinion as to whether CSHB 164 (Fin)
am ("HB 164"), w hich would retroactively apply changes to the
economic lim it factor in the o il and Gas Properties Production
T ax (AS 43.55), w ould be lik e ly to be held constitutionally
perm issible. If not, you ask our advice on "the maximum degree
o f retroactive application that w ould lik e ly be held
permissible."
The short answer s that the sections which would make
HB 164 retroactive to June , 1987, w ould probably be held
constitutional. | f the la w retroactive to January 1, 1988,
it would certainly be held constitutional.
1. A rticle 1. The first step in analysis is
ka C onstitution, article [ section 18:
Laws passed by the le gislature become
e ffective ninety days after enactment. The
le gislature may, by concurrence of two-thirds o f

the membership of each house, provide for another

effective date.

This section was designed to give the public three
months notice of a new law before it is applied to them - unless
the legislature, by a two-thirds vote, provides otherwise. State
Vo A L .I.V E Voluntary, 606 .2d 769 (Alaska 1980). I'n lin e
w ith this provision, the general state policy s against retroac -
tive statutes, based on the philosophy that people "should be
able to rely on existing laws with reasonable certainty.” Norton
Vo State. ABC Board, 695 P .2d 1090, 10093 (A laska 1985). Retroac -
tive application of new Jlaws requires an express statement in the
statute its e If:

No statute is retrospecti\("fi&8 0L"s expressly

declared therein.

AS 01.10.090.

MANAGEMENT & BUDGET

MAR SO 1988
STRATEGIC PLANNING

the

A las



Mary Halloran, Director March 28, 1988

Division of Policy Page 2
663-88-0432
The leading case on point is A tlantic R ic h fie Id V.
State, 705 P .2d 418, 438 (Alaska 1985). I'n this challenge to
Alaska'8 former "separate accounting?"” o il tax statute, the Su-
preme Court upheld retroactive application of the statute back
from the date of enactmentto the beginning of the calendar year.
The b ill in qguestion was signed into law on July 8, 1978. It
provided:
* Sec. 4. This Act applies to taxable incom e
earned or received after December 31, 1977.
* Sec. 5. The Act takes e ffect imm ediately

in accordance with AS 01.10.070¢(c).

Cb. 110 SLA 1978.

Retroactive application was challenged by the o il com-
panies. The Supreme Court held that the statute was “"properly
retroactive to January 1, 1978," because (1) the statute express-
ly stated it was to be retroactive, in accord with AS 01.10.090
and (2) the two-thirds vote reqguirement on the immediate e ffec -
tive date <clause was met. The Court rejected o il company argu -
ments that a separate two-thirds vote was required for retroac -

tivity :

AS 01.10.090 states that "I[n]o statute is
retrospective unless expressly declared therein."
A two-thirds vote requirement does' not appear in
that section, or elsewhere in A laska la w . The
le gislature, however, has recognized that where
retroactive application of a portion or all of a
b ill is desired, an immediate e ffective date,

w hich does require a two-thirds vote under article
I, sec. 18 and AS 01.10.070¢(a), showuld be wused in
conjunction with the retroactivity section.

705 P .2d at 438, citing Legislative A ffairs Agency, Manual o f
Legislative D rafting 11 (1977 ed.) acid Uniform Rules of the A las -
ka State Legislature, Rule 10 (May 3, 1977); accord, Legislative
A ffairs Agency, Manual of Legislative Drafting; 28-29 (1987 ed.).

The language of sections 3 and 4 of HB 164 s sim ilar
to the language approved by the Supreme Court in A tlantic R ic h -

fie Id . Ch. 110 SLA 1978. If passed by the le gislature with the
requisite tw o-thirds vote on the effective date clause, the b ill
is certain to pass this firs t constitutional hwurdle. W ithout
passage of the e ffective date clause by a trwo-thirds vote, the
retroactive application section w ill be void, and the b ill w ill

operate prospectively only.
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2. Due Process. The next constitutional question
whether the b ill would offend guarantees of due process o f law .
G enerally speaking, there is no vested right in any particular
rate o f taxation. Cohan v . Commissioner, 39 F.2d 540, 545 (2d
C ir. 1930) (Learned Hand, J .). fioth Congress and state le gis la -

tures can change tax statutes and apply the changes retroactive-

ly :

Taxation 1Is 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, 1ts retroactive imposition does not
necessarily infringe due process, and to challenge
the present tax it iIs not enough to point out that
the taxable event, the receipt of income, antedat-
ed the statute.

Welch v. Henry, 305 U.S. 134, 146-147 (1935).

The federal rule on retroactivity is that "the applica-
tion o f an income tax statute to the entire calendar year in
w hich enactment took place does not per se violate the Due Pro-
cess Clause of the Fifth Amendment.” United States v. Darusmont,
449 U .s . 292, 297 (1980). A tax rate “‘may B e retroactively
changed at the w ill of Congress at least for periods of less than
tw elve months; Congress has done so from the outset..." Cohan,
39 F.2d at 545, qguoted ir Darusmont, 449 U.S. at 298. The rule

is based in large part on Congressional history:

For more than seventy-five years it has been
the fam iliar le gislativ e practice of Congress in
the enactment of revenue laws to tax retroactively
income or profits received during theyear of the
session in w hich the taxing statute is enacted,
and in some instances during the year o f the

preceding session.

W elch, 305 U.S. at 148.

The reason behind the federal rule seems to be based on

guestions of " fair notice", whether "the natureor amount o f the
tax could not have reasonably been anticipated by the taxpayer at
the time of the particular voluntary act which the statute later
made the taxable event." W alsh, 305 U.S. at 147. Changes to tax
rates are presumed to be foreseeable. In Darusmont, for example,

the Court fla tly rejected a taxpayer's argument that ret-
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roactivity of an incom e tax change was barred by due process
concerns. The Court stated that the proposed rate increase had
been under public discussion in the form of b ills before Congress
for about a year, and therefore, the taxpayer "had ample advance
notice of the increase." 449 U.S. at 299. */

State courts generally follow the federal rule, noting
that ”[t]lax provisions, as key components in a system designed to
fairly apportion the costs of government, seldom rem ain static .
Rather, we expect them to change in response to changing condi-
tions." M artin v. Board of Assessment Appeals, 707 P.2d 348, 354
(Colo. 1985). The Alaska Supreme Court, as noted above, approved
retroactive application of the O il Tax ,Act to the fu Il year in
w hich it was enacted. A tlantic R ic h fie Id . I'n another case, the
Alaska court had "no doubt" that a license fee increase could
have been retroactive to the start of the year of enactment, if
the le gislature had follow ed AS 01.10.090 and "stated expressly
that it intended the revised fee schedule to be retroactive."
State, ABC Board V. Odom, 671 P .2d 375, 377 (A laska 1983),
qguoting United States Vo Hudson, 299 U .S . 498, 500 (1937) ("t
has been the practice of Congress to make [income tax statutes]
retroactive for relatively short periods and repeated
decisions o f this court nave recognized the practice and
sustained it as consistent with the due process clause o f the
C onstitution.").

Because HB 16 4, as w ritten, goes back beyond the start
of the <calendar year in w hich it w ill be passed, we cannot abso-
lu te ly assure you that the retroactivity section woill be held
constitutional. By contrast, there is "no doubt”™ that the b ill
could be retroactive to January 1, 1988. Odom, A tlantic R ic h -
fie Id . However, going back further is perhaps not In

*/ The Court also rejected the taxpayer's argument, based
on g ift tax cases, th at he "could have altered his behavior to
avoid the tax if it could have been anticipated by him at the
tim e the transaction was effected."” Darusmont, 449 U .S . at 299.
G ift taxes seem to be the only tax area where the Court has been
receptive to arguments against retroactivity. The Court has
refused to consider income in the same lig h t as the "one tim e
transaction" of a g ift. "[A] tax on the receipt of income s not
comparable to a g ift tax . We cannot assume that stockholders
would refuse to receive corporate dividends even if they knew
that their receipt would later be subjected to a new tax or an

increase of an old one." Welch v. Henry, 305 U.S. at 148-149.
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insurmountable problem. The logic applied by both the United
States and Alaska Supreme Courts to support the "calendar year™
rule seems to apply equally well to this situation . The proposed
e ffective date of May 31, 1987 is less than twelve months prior
to the presumed date HB 164 w ill be enacted. Twelve months .is a
'"short period " and was im plicitly approved by the United States
Supreme Court in Darusmont. The b ill proposes to change tax
rates, an area w hich IS presumed to be subiject to le gislative
change on a regular basis. I'n this particular case, the

taxpayers have been on actual notice that the tax rate might be

changed since HB 164 was introduced in January, 1987. Thus, it
can be argued that the May 31, 1987 e ffective date does not
violate due process. We believe the argument to be strong, but,
given the widespread adherence to the "calendar year™ approach by
the courts, not absolutely certain of success.

RDM:nb
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Short- aU| Sales Oil markets should be very careful in drawing grand conclusions about Saudi
B Sau IS Ke TO Arabia’s oil policies on the basis ofits latest foray to charter ships for moving crude oil
. into its overseas stockpile. The fact is that Saudi Arabia is in the process of placing a
Ove Seas StOCké/UIld large chunk of stockpile crude with several of the Aramco partners on a delivered
basis, and it chartered the tankers almost entirely to replenish those supplies, accord-
ing to well informed PIW sources in shipping circles. The stockpile moves say more about
Riyadh’s wish 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 within Opec (PIW Jan.25,pi). PIW con-
firms that the Saudis have lined up five ships to move 10-million barrels of oil into overseas
storage in the coming weeks, plus at least one other vessel to supply non-Aramco clients
R E C E |V E D like Ashland and Marathon. In the past, the Saudis have used the Western Hemisphere
stockpile for occasional spot sales, and more routinely to supply term customers on a

prompt basis.
Kh % 1598 By taking nearby crude from the stockpile now, the Aramco partners getthe benefit
of the oil in the heart of the winter season, rather than in late March or early April
LEGISLATIVE MrrASRSwhen oil loaded today in Saudi Arabia would arrive at Atlantic Basin destinations.
Reference Library The stockpile barrels are within the overall 1.4-million b/d of crude the partners ob-
tained from the Saudis in January, and are expected to take in February. Th'.y do not
represent any extra supply. Overall Saudi output volume is still below Opec quota in the
3.8-to 4-million b/d range (excluding the Neutral Zone). This suggests Riyadh is willing to
cautiously and temporarily stick with other Opec producers in sharing some o fthe burden of

(continued onp.4)
AlaSkan Oll PrOfItS W ith oil markets again threatening a possible sharp drop in prices, US Alaskan pro-

ta In UO ant duction looks surprisingly well positioned to cope with arepeatofthe collapse of 1986.
. | | P Despite high transport costs that would appear to make Alaskan North Slope output
Amld VO a I e rlces highly vulnerable to lower prices, itiscurrently making good profitsat$14.50-$15.50
delivered prices, and has shown it can breakeven at $10 a barrel. Profits also bounce
back quickly as prices recover, according to a PIW analysis of Alaskan North Slope
economics (see table). Producers briefly suffered losses of a few pennies a barrel in
mid-1986 when the delivered price at the G ulf Coast fell to $ 10. But profits 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 of US production — realizes a healthy $2.60-$3.20 a
barrel now, depending on sales destination.

Even if prices dropped below $10, very little North Slope production would be shut
in, mainly because of the large amounts already invested in current output and its
importance to US supply. What's more, the oil is primarily absorbed into the refining
and marketing systems ofproducing companies, and low crude prices usually prolide

ECITOR & PUBLISHR: Wanda Jolodd. Beautive Hitas: Thomes VaEllin, Maddll Thares, Kereth Milla.  Afien Secializd SHI Bitas.
HEAD CFFICE:  One Times Square Plaza. New Yoik. N Y. 10086, Telgduoe: (212) 5/5-1222; Tdlec 62371 Reiron; Facsimile Phone No. (212) 391-3906
LONDON: 121 Crerterhouse Street, ECIM 6AA: Phone (ODE0B-1321; T-Hielax () 608-1324.  SUBSCRIPTIONS: $1.150arally todl arees by arar coirer



February 1, 1988

PIW Page 2

ofTscttins improvements in the profitability of downstream refining. Meanwhile, the
long-term outlook for Alaskan North Slope crude isencouraging acontinuing buildup
of production capacity, in sharp contrast to plunging production in other US areas. ANS

rtput surged over 2-million b/d in late 1987 as Alaska displaced Texas for (he first lime as
the largest source of US crude. The North Slope is still regarded as holding the best potential
for finding big new fields. But discoveries have to be large to offset growing development
and operating costs, already apparent at the Kuparuk River and Endicott fields, and for
enhanced recovery in super-giant Prudhoe Bay (PIW Jan.25,plO).

Since the IT86 price collapse, the economics for Alaskan North Slope crude sold on
the West Coast have become relatively more profitable than the longer shipments to
the G ulfand East Coasts, which used to earn almostas much. As aresult, more North
Slope crude is moving to the California market, with the West Coastabsorbing 60% of
last year’s higher production versus 50% in 1985. Profits on West Coast sales arc now
about 65c a barrel higher than those to Atlantic pons, compared to a gap of 10c in 1985.
This mainly reflects the much larger $11.66 a barrel drop in ANS prices to Gulf and East
Coast destinations in the last two years compared to a drop of just under S10 on the West
Coast. The biggerdecline in the east is hard to explain but is probably only partly due to the
highly competitive Atlantic Basin crude oil market.

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

Salts TdUS6*H Cowl
IMS  ———19*7———————- 1SS5--— 19*5 19%* AW 7 —mme—— IS**——— 195
Carrier 2ndH 1stH 2*6H Is*H Year Crtmnl 2ndH 1stH 2ndH 1stH  Year

Oellrered Price
Sohio Pnce 51550 51845 517.00 512.00 516.60 527.00  314.ri 51745 516.00 511.00 515.80 525.00
Aveng* Prles(t) 1525 11*2 1151 1231 1572 2691 1425 154* 1556 10.75 1454 24.23

Lm

Shipping Cost 335 321 319 338 372 42 099 0.% 094 094 114 129
VaWe: ".0.h. 1190 1361 1380 893 1200 2270 1326 1452 1462 981 1340 229j
Let*

Pipeline Loss 005 010 005 005 005 010 005 010 005 005 005 0.10
Pipeline Tariff 320 395 395 450 450 600 320 395 395 450 450 6.00
Wellhead Prtce(b) 565 156 Itd 43* 745 1610 1001 1047 1062 526 1.S5 1614
Lm:

Royalty(c) 100 111 114 0«7 085 199 117 123 124 058 102 202
Severance(d) 091 100 130 059 099 219 105 109 140 070 117 222
Property Tax 015 015 015 018 018 021 015 015 015 018 018 021
Producing Cost 085 085 085 075 075 090 085 085 08 075 075 090
Depreaat)on(e) 225 225 225 217 217 153 225 225 225 217 217 153
Pre-Tax Profit 349 420 411 023 251 978 454 490 472 088 356 996
Lut

Stele Income Tax(0 010 013 012 001 008 029 014 015 014 003 o011 0.30
US Windfall Tax(g) 000 oco 000 000 000 000 000 000 000 000 000 0.00

US Income Tax(h) 119 143 140 011 116 450 154 167 161 041 164 458
Qil Prefit L2S 294 251 112 121 4M 216 309 29* 145 111 5M
Pipeline Profit 043 053 053 064 064 218 043 053 053 064 064 218
Overall rreflt 213 317 312 176 192 717 329 3(2 351 119 245 726

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 Ta tmsd on wellhead pne* ifte deduction ol royalty (11.91% bom and Hsfl 1987 to
present. 14.96% 1985 lo 1st Hill 1987. e) Includes depletion. 1) Average stale income lax rate ol 3% tor ill
producers. g) Windfall profits tax not applicable at lower wellhead pnces.  h) US Income tax rate 34% 1987 to present wd 46%
previously, alter deduction ot costs, state taxes.

Another big change in the last few years is the more even split between producing
company profits aind the tax take of federal and state governments. W ith Alaskan
wellhead prices well below the floor level of US “windfall” taxation, the tax burden has
shrunk to an estimated $3.35 a barrel currently. Reduced corporate income tax rates
from 46% to 34% starting in 1987 has also helped producers. However. Washington claims
that the companies may owe $200-million in “windfall” profi’staxes for 1984 and 1985 due
to disparities in pricing and pipeline charges among the various Ahskan oil producers (PIW
June 13,'83,p3).

The settlementofa 7-year legal dispute over Alaskan pipeline tariffs has also put a*

extra scjueeze on profits since 1986, with the Trans-Alaskan Pipeline providing 15% of i

North Slope profits now (compared to 30% In 1985. Aimed at fostering greatercompeti-
tion for North Slope leases, the resolution with the seven owners (BP 50%. Exxon and Arco
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US Rebuff Doesn’t
End London’s Plans
For CH Futures Role

Africans In Opec
Find Alternatives To
Direct Discounting

PIW* February 1, 1988

20% each, and the rest split between Mobil, Phillips, Union and Amerada Hess) sharply
reduced tariffs, settled back claims of overcharges and put the pipeline on a rcal-ratc-of-
retum basis starting in 1986 (PIW Nov.4.'85.p8).
-

The existence of a semi-secret and unofficial "mini-Brent” North Sea market might
help London’s International Petroleum Exchange win a central role in the globaliza-
tion of oil futures dealing. Mini-Brent could provide a model for the IPE as it prepares
anotherrelaunch for its failed Brent futures contract following the New York Mercan-
tile Exchange’s refusal to trade US crude futures in London as ajoint venture (PIW
Jan.25,p8). Shocked and disappointed by Nymex’'srejection ofjoint trading of West Texas
Intermediate futures, the IPE is considering a number o f alternative options, with arestyled
1,000-barrel Brent contract based on "ash settlement rather than physical delivery atthe top
of the list (PIW Jan.25,p8). Other possibilities include a London-based West Texas Inter-
mediate contract administered independently of Nymcx, and alink to another US exchange
such as the Chicago Board of Trade, which dabbled with oil futures several years ago.

Steady but largely unpublicized trade in the unregulated mini-Brent market leaves
little doubt that demand exists for a financial tool of this type geared to European
crude. Also known as the Brent partial market, and only reluctantly revealed to PIW
by major players, mini-Brent is the brainchild of US investment banks. Butits future
is now in doubt due to new UK laws which may leave room for the IPE to take over
instead. Mini-Brent works because the investment banks are willing to buy and sell futures
contracts for part-cargoes of Brent in 50,000 barrel increments under their own set terms,
normally closing 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 fall foul of the
forthcoming UK Financial Services Act (PIW Jan. 11,p2). The IPE, as arecognized futures
exchange, might win approval ofasimilar standard contract, using well-established proce-
dures of exchange-of-futures-for-physicals for participants wanting to take delivery. The
IPE is now seeking industry advice on how to tailor a new contract, but there's virtually
universal agreement that simply restyling the existing 1,000-barrel contract won't work.

Even with its poor track record in marketing and planning, the London futures
exchange is still eagerto launch itsown crude contractthat will spark trade both local-
ly and from Midcastand Far Easttime zones, largely outofNew York’snormal reach.
It plans "some form ofsignificanttrading incentive scheme to encourage initial partic-
ipation” and scope for broader membership, aimed at attracting more active floor
traders. While Nymex boasts almost 800 members and last year traded an average
40-million b/d, there are currently just 57 authorized IPE dealers. There’'s general dismay in
European trading circles over the Nymex's "parochial” decision not to come to London,
coupled with the recognition that Eastern Hemisphere traders increasingly want to use
crude futures (PIW Dec.7,p6). The IPE has already been approached by the Singapore In-

ternational Monetary Exchange on possible broad cooperation.

Like the big Madeast exporters, Opec’s key African members are moving fast to cush-
ion themselves against rapid swings in output even in a weak market. But they are
using very different means to achieve the same ends. Resisting straight market-related
pricing, the Africans are looking to product sales, processing deals of various kinds
and enhanced margins for foreign equity producers to sustain volumes. Though tech-
niques differ, almost all Opec exporters are adapting to an oil market in which some pnee
volatility is seen as inevitable, making maintenance of sales to key customers in ways that
cause the least market disruption a top priority (PIW Jan.25,pi). The various methods re-
flect marketing strengths of individual producers and preferences of traditional customers,
among other factors.

Among African producers, Libya appears to have significantly reduced its vulnera-
bility to short-term market swings. Though volume has fallen somewhat, Tripoli
seems to be offsetting much ofthe recent lossofup to 200,000 bid in third-party crude
sales to traders without flooding the Mediterranean with discounted crude. “Thev’'ve
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minutes. I will give a two-minute warning when thirteen
minutes have elapsed.

The TFirst 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, Tfirst, 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
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resolution this Commission gives to this settlement pro-
ceeding, whether i1t 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 1is
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 iIn 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, 1s 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 1is based on the companies®™ reported prices. The
term iIs 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 iIs not affected.

Thus, at best, the State is indifferent as an economic
basis on its financial interest on the iIntrascate 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 iInterstate 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 | 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 iInterest is not there and we believe the APUC
Staff has sufficient resources to prosecute the in-state
case if, iIn 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 iIn 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 iIn 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, 7?5 billion and as having no public interest.

We believe that is overstated.

Now, we want to make i1t 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 iIn the long and sometimes acrimonious debate
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argued about whether or not the TAPS settlement has been 1in
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, 1in fact, to the TfTirst 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 iIn fact is



not an example that was one of the driving forces of this
settlement when we entered iInto 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 i1f 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 receilving.

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 #*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 iIs, do you want a
square meal now or a feast ten years later? |1 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. ;lilegitimate. In fact, there are good reasons why
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you might say that settlement

shouldn®"t be settling these types of cases.

is not appropriate, you

There®s

disagreements about the risk that we face going on. There"s

disagreements about whether we need money w

whether we should do different things.

reasons to argue

ment

no doubt,

is not appropriate. And in fact you will

or later,

There are legitimate

in the public policy mode that maybe settle -

be hearing,

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 1

do believe that settlements are appropriate,

do not.

way or the other.

We are not trying to say that the 1issue

is no public interest in this settlement, we

are

incorrect and overstating the matter. And

egislators who

other people

is clear one

But when the APUC Staff says that there

believe they

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 iInappropriate because those

policies were on the interstate side.

Mr.

JUDGE WILSON: You have two more minutes,

Maynard.

MR. MAYNARD: Thank you, Judge Wilson.

The issue here
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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.

IT you do not believe the fair and reasonable standard is
appropriate, it is our belief you do not need toreach the
question of whether or not this settlement isjust and
reasonable, because we do not believe there is arecord
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 i1t would
happen, because with the iIntrastate proceeding it seems to
us that all the people who have economic iInterest are
willing to live with the settlement, and our particular
resolution would allow those who oppose i1t 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 I1"m appearing today on behalf of the TAPS
Carriers. I certainly intend to keep my opening remarks
well within the allotted time, and 1 certainly don"t intend
to retrace in any detail the material found iIn our briefs
or iIn the prepared testimony of our witness Mr. Richard
Hildahl.

What 1 would like to do isto take this opportunity
to try to put this case and your role 1in 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.

I1"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 morethan 96 per-

cent of total TAPS shipments isnot at issuehere.
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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,o0
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 i1t"s effect iIs 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 1"_will not challenge rates that are filed at or



