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i t  E  i t  o  r  A' : i  d  u  n

S T A T E  O F  A L A S K A  

D r p n r t a o n t  o f  R e v e n u e  

P e t r o l e u a  R e s e n r r h  S e c t i o n

V ' 5 / 6 ^  F e b r u o r y  2 7 ,  1 9 C 7

T o :  V i n c e n t  D .  W r i g h t ,  C h i e f  o f  h c s e n r e h

F r o n :  C h o r l e n  L o g s d o n ,  P o t r o l e u n  E c o n o a i s t

S u b J e c » :  ! l o r e  E L F

P e r  y o u r  r e q u e s t ,  I  h o v e  e x a a i n o d  t h e  r e v e n u e  o n d  p r o d u c t i o n  

i e p a c t  o f  e x t e n d i n g  t h e  1 0  y e a r  p e r i o d  d u r i n g  w h i c h  t h e  E L F  i s  

s u b j e c t  t o  t h e  . 7  o r  g r e a t e r  t e s t  t o  1 5  y e a r s  o n d  f i x i n g  t h e  

v a l u e  o f  t h e  P r o d u c t i o n  n t  t h e  E c o n o o i c  L i n i t  ( P E L )  a t  3 0 0  

b a r r e l s  p e r  w e l l  p e r  d a y .  . P r u d h o e  f l a y  o n d  L l s b u ^ n e  o r e  t h e  

f i e l d s  c u r r e n t l y  p r o d u c i n g  w i t h  n  c a l c u l a t e d  E L F  g r e a t e r  t h a n  . 7  

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

s e v e r a n c e  t a x  l a w .  f ' r .  o v e r a g e ,  t h e  c a l c u l a t e d  E L F  f o r  P r u d h o e  t s  

n o t  e x p e c t e d  t o  f a i l  b e l o w  0 . 7  o v e r  t h e  n e x t  5  y e a r n .  W e  e x p e r t  

t h e  L t s b u r n e  E L F  t o  f a l l  b e l o w  0 . 7  i n  F Y  1 9 0 9  a n d  s u b s e q u e n t  

y e a r s .

f l y  s e t t i n g  t h e  P E L  n t  3 0 0 .  t h e  R I . F  n o  l o n g e r  w o u l d  b e  s e n s i t i v e  

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

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

l e a s e  o r  p r o p e r t y .  O v e r  t h e  n e x t  5  y e a r n  o s  P r u d h o e  D n y  

p r o d u c t i o n  b e g i n s  t o  d e c l i n e  t h e  o n l y  r e o s o n  f o r  o n  E L F  l e s s  t h a n  

0 . 7  w o u l d  b e  i f  n  s i g n i f i c a n t l y  g r e a t e r  t h a n  e x p e c t e d  n u a b e r  o l  

a d d i t i o n a l  w e l l s  w e r e  d r i l l e d .  F o r  e x a a p l e  w e  c u r r e n t l y  e x p e c t  

P r u d h o e  t o  p r o d u c e  o n  o v e r a g e ,  0 . 9 0 4  a i l l i o n  b a r r e l s  p e r  d n y  i n  

1 9 9 2  f r o n  4 G 5  w e l l s  p r o v i d i n g  a n  E L F  o f . 7 9 1 1 .  I f  t h i s  s a n e  n o o u n t  

o f  o i l  w e r e  p r o d u c e d  f r o a  7 0 5  w e l l s ,  t h e  E L F  w o u l d  b e  e q u a l  t o  

. 6 9 0 0 .

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

l o p a c t  o f  e x t e n d i n g  t h e  E L F  ( I t s  l i n e  t o  1 5  y e a r s  a n d  f i x i n g  t h e  

v a l u e  o f  P F . L  a t  3 0 0 .  T h e s e  r e s u l t s  a r e  g e n e r a t e d  b y  t h e  D O R  

r e v e n u e  e m u l a t i o n  n o d e l  u s i n g  t h e  U e c e o b e r  1 9 8 6  i n p u t  
a a n u n p t i n n n .  T h e  a o s t  s i g n i f i c a n t  r e s u l t  o t h e r  t h a n  t h e  r e v e n u e s  

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

N o r t h  S l o p e  p r o d u c t i o n .



R E Q U E S T

STATE OF ALASKA 1«87 LEGISLATIVE SESSION

FISCAL WC7E N o .  3

* Bill Version: CS HB 164 ( F i n ) ___________

-----------------------  Publish Date: ^ O U S E  3 / 3 0 / 8 7

P e v 1 s 1 o n  Uate:______________________________

Title: An act r e n t i n g  to the oil end 

gas production tax.

Sponsor: Rules/Governor 

Pequestor: House Resources

Agency Affected: Revenue 

BPU: Audit ------------

Components: O U  I  6I T

ryPEHDITURES/PEVEHUES:

OPERATING

(Millions of Dollars)

TTYT7 rTYDT'T PV 59 1 VTWT T T T
i p r p w A n r p v i c r s ------------  i ■ m 1 1 m I m 1
1 TRAYEL 1 m 1 i m 1 m 1
I CONTRA C T U A L  1 m 1 1 m 1 m 1
1 SUPP L I E S  1 • 1 1 m 1 m 1
1 E Q U I P M E N T  1 • 1 1 m 1 m 1
1 LANDS & STRUCTURES 1 m 1 1 - 1 m 1
I GPAHTS, CLAIMS 1 m 1 1 m 1 m 1
I MISCE L L A N E O U S  1 m 1 1 m 1 m 1
I TCJTAT 0PEPAT1NG ... “1 m 1 1 m 1 • 1

I 1 " C A P I T A L  ......  1 " m 1 • 1 m 1 • • 1 •
1 PIVEI.'UE “1 m 1 EN.7 1 108.E 1 1 U . 6 1 11Z.9 1 W . e

FUNDING: (Thousands of Dollars)

1 G E N ERAL FUND 1 m 1 m 1 m 1 - m 1 m
1 FEDEPAL FUNPS 1 m 1 m ! m 1 m m 1 m
1 OT H E R  1 m 1 m 1 an 1 m 1 •

1 TOTAL I - 1 m 1 - 1 m m 1 •

POSITIONS:
r ~ T U C l ' - T T V r  ' T " • 1 m 1 • 1 m m 1 •
1 PART-TIME 1 m 1 m 1 . 1 m • 1 •
I T E W O P A P T  I m 1 m 1 m 1 m m 1 •

T T ? i  ■ n m

A N A L Y S I S : The atove numbers represent the Increase In general fund 

revenues If this M i l  beeches lav. The bey assirptlons are Introduction 

of a 55.CCO.CCC scaling factor Into the exponent of the current ELF ferrule and 

fixing the v a l u e  of the Production a t  the Economic Limit (PEL) at 300 barrels 

p e r  well p e r  dpy. T h e  production Impact from FY8P through FY20CE represents 

a c u m u l a t i v e  t o t a l  loss. of. 2C.5 m i l lion barrels.

P r e p a r e d  By: 

Division:

Chuck L o g s d o n 

Office of the I TsiToner
A p p r o v e d  by Commissioner: 

Agency: Revenue__________

Phone:

Date:

276-5364

D i s t r i b u t i o n  (by Agency preparing fiscal no 

Legislative Finance 

l egislative Sponsor 
R e q u e s t o r

O f f i c e  of Management and Budget 

Impacted Agency!les)

S enate Secretary

MAR 2 31987 

L E G I S L A T I V E  F I N A N M s * o f



H o n .  G n r . r » rr e r f P a r e  3

C e i . t i o n  2 o ;  t h e  a t t a c h e d  b i l l  d m l *  V i t h  t h a t  p r o b l e m  b y  

v t r r - ' M p o  t h e  p o r t i o n  o f  e x i x ^ i r . c  Ir.v t h a t  p i c v l d u t  £ c r  a 

h e a r i n g  s  c h a n g e  t h e  P E I .  T h e  PFI * r  *[rr, a u t  a t

J i t  t e r r c l a  p e r  da;,. A a  a  r e i » u V  , M e  f T F  w i l l  b e  r e r ? f t i " c  

rr r h - r g e n  Lr *Je. Jir.cunt o f  p r o d u c t i o n ,  L u t  t i l l  r c  !cr»’r r  

h r  l e r t i t i v *  t r  *1tirttvt.Lr.iii. «t* p r i c t  cr t‘.c c c * t *  c t  p r o -  
a u c t i c r . . tevtii.r. j r f  “b o  b i l l  r e p e a l s  t w o  s v b r r r t < r r . -  i:.
A S  4J«b;.<'i '‘t v ‘ '.*» f 1 * v c ti.r o *  t h e  hcorir*. i
•~o»t« a n d  v a l u e ? .  Thr«’r- M J w o  ,;l)t a p p l y  t o  t h e  prcet'.- 
t l'\*. «*f g c c .

. tree, ycui casiy a r io . a - i . . ' . / * - - - - -  ' " i *  b i l l .
(

\



H o n .  B e n  G r u s s e n d t  - r F a r r  2

T h e  f i s c a l  n o t u  o n  t h e  1 9 6 1  l e g i s l a t i o n  d i d  noi I n c l u d e  p r c -  

• < r « . < o p *  t e y c r d  F Y  1 9 8 5 ,  b u t  ar. ar.aJLi.;it L y  t h e  L e g i s l a t i v e  

F i n a n c e  D i v i u i c n  n h o w e d  t h a t  a p p l i c a M o r  r r M e  " t r u e "  L L F  

p r e v i s i o n  woulil t r t r  *-r v e r v e  t c  f a l l  p r e c i p i t o u . - ? y  ir.

F Y  1 9 8 8 .  G o v c r r r r  I’/irrrrf r.cd.ud t h i s  p o s s i b i l i t y ,  L u t  e > -  
pro*..*»'o c o n i i c t r c e  ir t’..u a b i l i t y  u  ‘ « h e  ’c r * * - 3 e t u r e

t o  ileal a t  t h a t  t i m e "  w i t h  auvei'LC r c v c . n o  o c n ‘» e o u e r c o * ,  

b h e i M d  the* p r o v e  t c  b e  s e r l o n * .  S t a r e i - e r t  ci t c v e r r . c r  

ilacc.or.ft s i g n i n g  F C C S S P  5 2 -  f r h . 1 V ,  r:;, 1 9 8 1 ) ;  a c o  J u -  

il 1 9 6 1  p r o a s  r e l e a s e  i.: » 1! : r» '  r r *  l o e i « l a t i c n ,  f o u r t h
p a g e .

A p p l i c a t i o n  c i  t h e  " t r u u "  L L F  :u T /• set* Id r e s u l t  in

r rric*:t. rf.:«.«equencofl t o r  t h e  a t i t e  *». t i e  c o r i n g  f i s c a l  

y e a r :  s t a t e  s o v o r a r ^ e  c c M c c i . t r . *  uoulc. b e  r e d u c e d  b y  ovei* 
15 p e r c e n t ,  ci t. I V  !'»'**) r e v e n u e  w o u l d  fal l  b y  «<*•:» tr.r r,#of.o 

( a l r e a d y  a c c v . ' • r * r * b r  o f f i c i a l  "roar*" f o r v c a r t ) . 
S e c t i o n  1 o f  t h r  r t M M . f f *  * i*. 1 w o u l d  p r e v e n t  t h i s  p r c c i p i -  

t o u i  d e c l i n e  . i. a \ a i c  t> a n  e n d i n g  A S  4 2 . 5 5  ,C 12 lb) (?) to 

d e l a y  t h u  a p p l i c a b i l i t y  c :  t h e  t r u e  ? r "  * n  P r u d h o e  P a y  f o r  

*.r. .-'V* M c r r  1 f i v e  y e a r * .  S o r t ( o r  1 o f  t i e  b i i *  a l s o  c a k e s

0 cut..’e r r i n g  a r e n d i r c n t  t c  A S  4 3 . ? *  . f #hl 1) a n d  (4). S o  

ior.g a s  t h e  " t r u e "  L L F  e c u *  :.c*. .«•!•! * * r f c v e r a n c e  t a x
r r t r  f i l l  Lt t h e  :u.i. 15 p e r c e n t  o i  v a l u e ,  ci ; . S 0  a  b a r r e l ,  

t b J r b r v c r  i« r r e n t e r ,  .:ulv*ccI t< t i e  a* }ui tnor.t i n  A S  4 J . -
f f  f  • •1 * • l • •

T h e  b i l l  a l s o  c h a n g e s  t u ** P L F  p r e v . t i e r . *  icr a l l  o i .  f l u i d s  

t c  r e m o v e  t h e  tti.cit/.v* t y  o f  t h o  Fr.F t o  p r i o r  f l u c t u i t  irr.t. 

A n  e l e m e n t  . .!•*• F.M «..*<« ? f * J r r  ir t b o  "PE!.," o; "j>.*c**uc-

t i o n  a t  t h e  o c c r r r f r  1 ‘r.'.t.* T h e  P E L  r e p r e s e n t s  t h e  rustle* 

o '  b a r r c l u  «. p i c u u c e r  m u t t  p r o u u c e  i n  o r d e r  \ t .  r r c r . '  t r  t h e

• u s t *  o f  p r o d u c t i o n .  C u r r e n t . } ,  :l‘i* ?F” !*> p r e s u m e d  t o  b o  

3*. 5 *r p r r  v e i l  p r r  d a y ,  b u t  t‘v a } e r  na*, r e b u t  

th.i. | r e s u m p t i o n  a t  a h u a r l n n  b e f f r  t h e  F c p u r L t i u n t  o f  R c v u -  
s u e . A t  t h o  h e a r i n g ,  t h u  P E ’ w o n * '  hr r * ' c v ! a t f d  b y

* r r  t h e  c o »  t o f  p r o d u c t i c r .  ir.tc t i e  V c * t i  c f  »!«• o i l .  

A S  4 3 . 5 5 . 0 1 3 ( d ) .  If t h o  p r i c e  c. c i .  i r e p  , t i c  p r o d u c e r  

n s }  b e  d i e  t o  prr.fr a n  g n t l t l e i r e n t  tc a PFf 4r. e £
j O C  b a r r e l s ;  if s o ,  t h e  F I P  f t r  • ) ; *  p r r / u c e r  w i l l  g o  d o w n .  

T h u s ,  i f  p r i n t  d r a s t i c a l l y , t h e  s t a t e  l e s t *  « u v u r a n r « *

t a x  r o v c r . g e  r e  % r . y  U c i i k  t h e  s e v e r a n c e  tu:< .. u i p ' M d  

a g a i n s t  a l o w e r  v a I u c  t .  c - i ,  b u r  .il«c b e c a u s e  t h o  s e v e r * r c r  
t u u !•<**.«. r r c r  d o w n  a t  t h e  r r i u l *  o '  a  P E L  h e a t i n g .

E a r l i e r  In 1 9 8 6 ,  b e c a u s e  o f  l e v  w a r e  l a c e d  w i t h

* lit r c i . * U l i t y  t h a t  t h u  s t a t e  ; « . " < r  *r r r  t h i s  d o u b l e

r e d u c t i o n  m  s e v c i a t . e e  tar. r e w r i t e .
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r‘\« I’f r w H t  r c r  G r u s s e n d o r f  
S p e a k e r  o f  t h e  H o u s e  

A l a s k a  S t a t e  L e g i s l a t u r e  

P . O .  F e y  V  
J u n e a u ,  A K  9 9 P 1 1

D e a r  H e p r e s e n t a t  i v t  oil.; i u r . t ' c r f t
GjuJul* '.he ,v.“ r r i t v  c *  a r t .  I l l ,  s e e .  ?P, o *  t i e  A l a s k a  C c r -  

. t i t u ' i c n ,  T n r  t r n n s n i t r i r c  r hf*.*. r e l a t i n g  t o  t h o  o i l  a n d  

u i  p x c p c r t i c s  p r c u u c t i o r .  'The p i ' . r r r y  e f f e c t  c f  t h e

b P 1 fr. *c ja.h p « n e  t h e  a p p l i c a t i o n  c :  t h e  ’’t r u e "  o c c j i o r l c  

U n i t  f a c t o r  (EI.Fl t o  t h e  T r o c h e e  b a y  f i e l d .  T h o  b i l l  al < 

arr.end* t he accr.er ; c  l i n * t  f a c t o r  p r o v i s i o n s  s p p l y i r . q  tr / II 

e l l  fioldi) *«• the*. *.»r r T F  ir r e t  s e n s i t i v e  t o  c h o r e e r  ir. 

t h u  v a l u e  ci c i i .

E x i s t i n g  A S  -il.If.h* * ’ t )  p r o v i d e s  t h a t  no. o i l  p r o d u c e r  c u t  

c a l c u l a t e  i t s  p r o d u c t i r r  I '■e»*rrrr.cr) t a x  b y  m u l t i p l y i n g  t h e  

r.on.u.ii. r a t e  c a l c u l a t e d  u n d e r  A S  4 1 . S J . f ? l f h )  art* ic) b y  t h e  

r c c r r r . ' r  ’ n i t  \ i c t o r  d o t o n a i n e d  u n d e r  A S  4 3 . S 5 . 0 1 3 . '

F I F  i s  a f o m u h i  t h a t  h a c  t h e  e f u - c t  o i  r c c u c i n g  t h e  s e v e r ­

a n c e  t a x  l a t e .  Zt: 1°*1, t h e  l e g i s l a t u r e  r n d c  r r r r a * .

c h a n g e s  in o i l  an*- g.*% i t r r f • t h e  i r r c r o  t a x  w n r  c K n r e c «’ t r

s u b s t i t u t e  r c d i ' i r /  * p p o :  L i o i a a u n t  f o r  s e p a r a t e  acccui.lir.g; 

t h e  ror::.ul i o i c  o ;  t h e  t e v e  r a n e e  t a x  casi i*.*: r e a r e d  ' o r  s e r e  

''f.y.uj ar.d t h e  a p p l i c a t i o n  o i  t h e  c L F  t o  a l.»nse o r  p r o p e r ­
t y  r 4 th or F* F  o f  r o r o  t h a n  .7 e a r  ou. p e n t e i  u n t i l  afte'r 

t h a t  leu.ro o r  p r o p e r t y  h a d  b e e n  in c r r r ^ r r t a l  p r o d u c t i o n  : o r

*t y e a r * .  C h .  l i t ,  S L A  1 9 P I .  fi.« p c r r l c r  c f  a p p l i c a t i o n  o '

t h e  F! F v t r  A ccr.rpli.*h«d L y  p r o v i d i n g  t h a t ,  if t i e  CII i e »  

irore t h a n  , t h e n  t h e  ELI ta<. c c n s i c o r a d  t o  b o  V w . "  

A S  4 3 . 5 5 . 1 1 .  il l : J l . T h u s ,  v h o n  r-ul t i p l y i n n  t h e  rrverrr.ti* 

t a x  r a t e  Ly t h e  E I T ,  * b e  f u l l  n r o u n t  o f  t h e  t a x  i o  t h u  p r o .  - 
u c t .

Cr.ly t h e  P r u d h o e  S a y  a n d  • irbuT-ro f i e l d s  c u r r e n t l y  h a v e  nr.

Ff,F o r o * * v r  »hnr. .". T h e  L l a b u r n e  E L F  l a  e x p e c t e d  t o  f a l l
b e l n v  .7 a f t e r  'iect.l y t a i  1 9 6 E ,  L u t  t h e  P r u d h o e  Pay E L F  *.i 

e x p e c t e d  t c  t t e c i i  a b o u t  ' o r  a n u r b e r  o f  y e a r s .  F r v d h r e  

d a y  w i l l  h.iv** I.- f r  • -  r r o o v c u o r  f c r  10 y e a r s  ir Jur.e, 1 9 i 7 j  

t h u s ,  a b s e n t  a n  a m e n d m e n t  » c  / f  O . £ f > . 0 1 3 ( b )  (J) , t h e  " t r u e *  

E l f ,  i t  c a l c u l a t e d  u n d a r  A S  4 3 . 5 5 . C ! 3 ( h )  M ) , w i l l  b e g i n  t o  

a p p l y  t o  t h a t  l i v i d  a t  t h a t  t i r e .
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C A N  E E  C O N F I D E N T ,  H O W E V E R ,  T H A T  I F  W E  A R E  A S  P R U D E N T ,  I F  W E  A R E  A S  

D E L I B E R A T I V E ,  I F  W E  A R E  A S  I N F O R M E D ,  A N D  I F  W E  A R E  A S  C O M M U N I C A T I V E  

W I T H  T H E  P U B L I C  I N  T H E  F U T U R E  A S  W E  H A V E  B E E N  I N  T H E  P A S T ,  T H E N  A L L  

O F  U S  —  A N D  T H O S E  O F  T H E  G E N E R A T I O N S  A H E A D  — -  W I L L  B E  W E L L  S E R V E D .  

I  B E L I E V E  T H A T  H B  1 6 0  S E T S  T H E  S T A G E  F O R  T H I S  F U T U R E .



•  F I R S T ,  T H E  P E R M A N E N T  F U N D  I S  G O I N G  T O  P L A Y  A B I G  

R O L E  I N  A L A S K A ' S  F U T U R E ,  I T ' S  U N A V O I D A B L E ,  W H E T H E R  

Y O U  A R E  T A L K I N G  A B O U T  P O S S I B L Y  F U N D I N G  G O V E R N M E N T  

P R O G R A M S  W I T H  D I V I D E N D  C H E C K O F F S ,  U S E  O F  T H E  E A R N I N G S  

R E S E R V E  A C C O U N T ,  C A P P I N G  T H E  D I V I D E N D S ,  E T C .  T H E  

P E R M A N E N T  F U N D  W I L L  B E  A P A R T  O F  T H E  D E B A T E .

•  S E C O N D ,  T H E R E  A R E  A L O T  O F  A L T E R N A T I V E S  T O  C O N S I D E R ,

A N D  E A C H  0 . 7 !  D E S E R V E S  C A R E F U L  C O N S I D E R A T I O N  F O R  I T S  

I M P A C T  I N  T H E  P R E S E N T  A N D  T H E  F U T U R E .

•  T H I R D ,  I T  I S  G O I N G  T O  T A K E  S O M E  T I M E  T O  M A K E  A L L  T H E  

O P T I O N S  A V A I L A B L E  T O  T H E  P U B L I C  I N  A M E A N I N G F U L  W A Y  S O  

T H E Y  C A N  M A K E  I N F O R M E D  D E C I S I O N S .

•  F O U R T H ,  G I V E N  T H E  R E C E N T  R I S E  I N  O I L  R E V E N U E S ,

P E R H A P S  W E  H A V E  T H E  O P T I O N  O N C E  A G A I N ,  T O  P U T  O F F  

M A K I N G  A N Y  M A J O R  D E C I S I O N S  A B O U T  T H E  U S E  O F  P E R M A N E N T  

F U N D  E A R N I N G S  F O R  A W H I L E .  M A Y B E  W E  O U G H T  T O  U S E  T H A T  

T I M E  T O  B U I L D  U P  T H E  F U N D  A S  M U C H  A S  P O S S I B L E  F O R  T H E  

R A I N Y  D A Y  W H I C H  W I L L  S U R E L Y  F O L L O W  T H E  D E C L I N E  O F  

R E V E N U E S .
a

T H E  A L A S K A  P E R M A N E N T  F U N D  C O R P O R A T I O N  W O U L D  B E  H A P P Y  T O  W O R K  W I T H  T H E  

C O M M I S S I O N .  W E  T H I N K  I T  I S  I M P O R T A N T  T O  A L L O W  T H E  D E B A T E  T O  F O C U S  

J U S T  A S  M U C H  -  P E R H A P S  M O R E  -  O N  T H E  L O N G - T E R M  C O N S E O U E N C E S  A S  T H E  

S H O R T - T E h M .  T H E R E  I S  N O  D O U B T  T H A T  T H E  D E C I S I O N S  W H I C H  W I L L  B E  M A D E  

A B O U T  T H E  P E R M A N E N T  F U N D  I N  T H E  N E X T  F E W  Y E A R S  W I L L  H A V E  I M P O R T A N T  

A N D  F A R - R E A C H I N G  C O N S E O U E N C E S  I N  2 5 .  5 0 .  E V E N  1 0 0  Y E A R S  F R O M  N O W .  WE



•  A L L O W I N G  A N D  E N C O U R A G I N G  T H E  P U B L I C  T O  G E T  I N V O L V E D  I N  

D E C I S I O N - M A K I N G  R E G A R D I N G  T H E  B E S T  U S E  O F  T H E  P E R M A N E N T  F U N D  ( A N D  I T S  

E A R N I N G S )  W I L L  P A Y  B I G  D I V I D E N D S  I N  T H E  F U T U R E  -  I N  T E R M S  O F  C O N T I N U E D  

S U P P O R T  F O R  A D D I T I O N A L  A P P R O P R I A T I O N S  I N  T H E  F U T U R E .  I N  T E R M S  O F  

E N S U R I N G  T H A T  T H E  P U B L I C  U N D E R S T A N D  T H E  C O M M E N D A B L E  P U B L I C  R E C O R D  T H A T  

T H E  L E G I S L A T U R E  H A S  D E V E L O P E D  A S  R E G A R D S  T H E  P E R M A N E N T  F U N D ,  I N  T E R M S  

O F  A H E I G H T E N E D  A W A R E N E S S  O F  A L L  T H E  M A J O R  P U B L I C  P O L I C Y  I S S U E S  W H I C H  

W I L L  B E  D E B A T E D  I N  T H E  F U T U R E  ( B E C A U S E  I N  D E B A T I N G  W H E T H E R  O R  N O T  T O  

U S E  P E R M A N E N T  F U N D  E A R N I N G S ,  O N E  H A S  T O  C O N S I D E R  T H E  Q U E S T I O N  I N  

T A N D E M  W I T H  I T E M S  L I K E  T H E  I N C O M E  T A X ,  L I K E  T H E  E L F ,  L I K E  C A P I T A L  

P R O J E C T S . )

•  Y O U  C A N N O T  P O I N T  T O  A N Y  D I S A D V A N T A G E  O F  AN  I N F O R M E D  

C O N S T I T U E N C Y .  I N  E V E R Y  I N S T A N C E ,  I N F O R M E D  D E C I S I O N - M A K E R S  M A K E  T H E  

B E S T  D E C I S I O N S .  I N  A C A S E  L I K E  T H I S  W H E R E  W E  A R E  T A L K I N G  A B O U T  A 

L O N G - T E R M  I N S T I T U T I O N  L I K E  T H E  P E R M A N E N T  F U N D .  Y O U  C A N  T A K E  T H E  T I M E  

T O  M O V E  S L O W L Y .  O N  T H E  T R U S T E E  A N D  S T A F F  S I D E ,  W E  M O V E  S L O W L Y ,  A N D  I T  

H A S  P A I D  O F F .

•  A S  T H I S  C O M M I T T E E  K N O W S  ( B E C A U S E  Y O U  H A V E  R E C E I V E D  S O  M A N Y  O F  

T H E  B I L L S ) ,  T H E R E  I S  A G R E A T  D E A I  O F  L E G I S L A T I V F  I N T E R E S T  I N  T H E  

P E R M A N E N T  F U N D .  T O  D A T E ,  T H E R E  H A V E  B E E N  A D  S E P A R A T E  P I E C E S  O F  

L E G I S L A T I O N  I N T R O D U C E D  R E L A T I N G  E I T H E R  D I R E C T L Y  O R  I N D I R E C T L Y  T O  T H E  

P E R M A N E N T  F U N D .  T H E R E  W I L L  B E  M O R E ,  P R O B A B L Y  N E X T  W E E K .  I N  A D D I T I O N ,  

S T A F F  H A S  D O N E  F I N A N C I A L  P R O J E C T I O N S  O N  A T  L E A S T  A N O T H E R  2 5  O T H E R  

P R O P O S A L S  W H I C H  H A V E  N O T  Y E T  B E E N  I N T R O D U C E D  A S  L E G I S L A T I O N ,  B U T  W H I C H  

A R E  O P T I O N S  U N D E R  C O N S I D E R A T I O N .  A N O  T H E R E  A R E  L I K E L Y  T O  B E  M O R E  O F  

T H E S E  A S  W E L L .  T O G E T H E R .  T H E S E  P R O P O S A L S  T E L L  M E  S E V E R A L  T H I N G S :



G O V E R N M E N T  F I S C A L  M A N A G E M E N T ,  A N D  M A N Y  O F  T H E  P E O P L E  O F  A L B E R T A  

P R O B A B L Y  N E V E R  W I L L  H A V E  A N Y T H I N G  T O  S H O W  F O R  I T S  E X I S T E N C E  I N  T H E  

F U T U R E .

I F  Y O U  D O N ' T  M A K E  L O N G - T E R M  D E C I S I O N S  A N D  P O L I C Y  T O  F I T  A L O N G - T E R M  

F U N D  —  Y O U  W I L L  H A V E  A S H O R T - T E R M  F U N D  O R  N C  F U N D  A T  A L L ! !

W H EN  C O N S I D E R I N G  C H A N G E  O F  T H E  F U N D ' S  M A N A G E M E N T  A C T ,  I C A N N O T  

E M P H A S I Z E  T O O  S T R O N G L Y  B O T H  . H E  N E E D  F O R  A D E L I B E R A T I V E  P R O C E S S  A N D  

O N E  I N  W H I C H  T H E  P U B L I C  I S  N V O L V E D .

•  I T  T O O K  F O U R  Y E A R S  -  F R O M  1 9 7 6  T O  1 9 8 0  -  T O  C O N C E I V E ,  C O N S I D E R ,  

D E B A T E  A N D  D E C I D E  U P O N  T H E  E X I S T I N G  M A N A G E M E N T  S Y S T E M  F O R  T H E  

P E R M A N E N T  F U N D ,  A N D  A N O T H E R  TW O  Y E A R S  T O  S E T T L E  O N  T H E  E X I S T I N G  

D I S T R I B U T I O N  S Y S T E M  -  I . E .  D I V I D E N D S .  I N F L A T I O N - P R O O F I N G  A N D  R E S E R V E S .  

A L L  A L A S K A N S  H A V E  B E E N  Ai D C O N T U U E  T O  B E  W E L L - S E R V E D  B Y  T H I S  K I N D  O F  

C A R E F U L  D E L I B E R A T I V E  P R O C E S S .

•  A L O T  O F  E F F O R T  H A S  B E E N  S P E N T  O V E R  T H E  L A S T  T E N  Y E A R S  E N S U R I N G  

T H A T  A L L  A L A S K A N S  U N D E R S T A N D  T H A T  T H E  P E R M A N E  J  F U N D  B E L O N G S  T O  T H E M ,  

T H A T  I T  I S  T H E  I P  M O N E Y .  T H E I R  C H I L D R E N ' S  M O N E Y ,  A N D  T H A T  H A S  B E E N  AN  

I M P O R T A N T  A N D  W O R T H W H I L E  E F F O R T .  M U C H  O F  T H E  C R E D I T  F O R  T H E  S P E C I A L  

A P P R O P R I A T I O N S  M A D E  B Y  T H E  L E G I S L A T U R E  ( W I T H  A L L  D U E  R E S P E C T  T O  T H E  

L E G I S L A T O R S )  I S  R E A L L Y  D U E  T O  T H E  P U B L I C  A T - L A R G E  WHO H A V E  V O I C E D  S U C H  

S T R O N G  A N D  C O N S I S T E N T  S U P P O R T  F O R  T H E I R  P E R M A N E N T  F U N D .

•  A T  T H E  C O R P O R A T I O N .  P U B L I C  I N F O R M A T I O N  I S  A H I G H  P R I O R I T Y .  WE  

G I V E  A L O T  O F  S P E E C H E S .  D I S T R I B U T E  A L O T  O F  W R I T T E N  M A T E R I A L  -  A N N U A L  

R E P O R T S .  D I V I D E N D  B R O C H U R E S ,  M O N T H L Y  F I N A N C I A L S .  E T C ,  A N D  W E  F I N D  AN  

E N O R M O U S  H E E D  A N D  D E S I R E  F O R  T H E  I N F O R M A T I O N .  A N D  AN  E N O R M O U S  

G R A T I T U D E  W H E N  I T  I S  P R O V I D E D .



L E T S  T A L K  A B O U T  T H E  N E E D  T O  C O M M U N I C A T E .  T H E  N E E D  T O  G E T  T H E  P U B L I C  

I N V O L V E D .  T H E  N E E D  T O  B E  M O R E  D E L I B E R A T I V E  A N D  L E S S  " K N E E - J E R K "  I K  

C H A R A C T E R .

L E T S  S T A R T  B Y  L O O K I N G  A T  T H I S  C H A R T .  ( E X P L A I N  T H E  D I F F E R E N C E  A 

Q U A R T E R ' S  P R O J E C T I O N S  C A N  M A K E )

W H A T  A R E  T H E  L E S S O N S  O F  A L B E R T A ' S  H E R I T A G E  F U N D ?  A F U N D  S T A R T E D  T H E  

S A M E  Y E A R  A S  O U R S  B U T  O P E R A T I N G  U N D E R  D I F F E R E N T  G R O U N D  R U L E S .  W E  H A V E  

L E A R N E D  T H A T  A P U B L I C  W H I C H  I S N ' T  K E P T  I N F O R M E D  A N D  i N V O L V E D  I N  T H E  

D E C I S I O N - M A K I N G .  C A N  F I N D  I T S E L F  W I T H  A F U N D  T H A T  I S  C H A R A C T E R I Z E D  B Y  

A L A C K  O r  A C C O U N T A B I L I T Y  W H I C H ,  I N  T U R N  C A N  L E A D  T O  P O L I T I C A L  

( M I S ) M A N A G E M E N T ,  P O O R  I N V E S T M E N T S ,  A N D  A N O T - V E R Y - B R 1 G H T - F U T U R E .

WE  C A N  L E A R N  F R O M  A L B E R T A  T H A T :

-  A F U N D  ( N O  M A T T E R  HOW  L A R G E  I T  I S )  C A N N O T  B E  A L L  T H I N G S  T O

A L L  P E O P L E ;  I T  I S  B E T T E R  T O  H A V E  A M O R E  R E A L I S T I C  E X P E C T A T I O N :

-  I N  1 9 8 3 .  T H E  3 0 X  O F  O I L  R E V E N U E S  T H A T  U S E D  T O  F L O W  T O  T H E

F U N D  W A S  R E D U C E D  T O  1 5 X .  A N D  A L S O  A L L  E A R N I N G S  F R O M  T H A T  P O I N T  O N  W E R E

D E V O T E D  T O  T H E  G E N E R A L  F U N D :

-  H O W .  J U S T  T W O  D A Y S  A G O .  T H E  D E C I S I O N  W A S  U N D E R T A K E N  N O T  T O  

C O N T R I B U T E  E V E N  T H E  1 5 X ;  I N  O T H E R  W O R D S .  H O  N E W  M O N E Y  W I L L  B E  G O I N G  

I N T O  T H E  A L B E R T A  H E R I T A G E  T R U S T .  N O T  O N L Y  W I L L  I T  S T O P  G R O W I N G  I N  

N O M I H A L  T E R M S .  I T  W I L L .  O F  C O U R S E .  B E G I N  T O  D I S S I P A T E  I N  R E A L  T E R M S  

B E C A U S E  I T  W I L L  N O T  B E  K E E P I N G  U P  W I T H  I N F L A T I O N ,  A N D  T H E  Q U A L I T Y  O F  

I T S  I N V E S T M E N T S  A R E  S U C H  T H A T  T H E  P R I N C I P A L  H A S  A L R E A D Y  B E G U N  T O  E R O D E  

( E V E N  I N  N O M I N A L  T E R M S ) .  I l l  A D D I T I O N .  T H E  F U N D  H A S  D E G U N  M A K I N G  

I N T E R E S T  F R E E  L O A N S  T O  T H E  G O V E R N M E N T .  I T  I S  NOW C O M P L E T E L Y  A T O O L  O F



•  T H E  A L A S K A  P E R M A N E N T  F U N D  I S  L A R G E R  T H A N  A N Y  U N I O N  P E N S I O N  

T R U S T . I T  I S  L A R G E R  T H A N  A N Y  S I N G L E  R E T I R E M E N T  F U N D  O F  T H E  T E A M S T E R S ,  

T H E  E L E C T R I C A L  W O R K E R S ,  O R  T H E  U N I T E D  M I N E  W O R K E R S .

•  I F  T H E  A L A S K A  P E R M A N E N T  F U N D  W E R E  A C O R P O R A T E  P E N S I O N  F U N D .  [ T  

W O U L D  B E  T H E  F O U R T E E N T H  L A R G E S T .

•  I F  T H E  A L A S K A  P E R M A N E N T  F U N D  W E R E  A G O V E R N M E N T  P E N S I O N  F U N D .  I T  

W O U L D  B E  T H E  E I G H T E E N T H  L A R G E S T .

•  I F  T H E  A L A S K A  P E R M A N E N T  F U N D  W E R E  A F O R T U N E  S O O  C O M P A N Y .  I T  

W O U L D  R A N K  F I F T E E N T H  I N  T E R M S  O F  N E T  I N C O M E  -  S M A L L E R  O N L Y  T H A N  G M ,  

E X X O N .  M O B I L .  F O R D .  I B M ,  T E X A C O .  C H E V R O N .  A T £ T ,  D U  P O N T ,  G E .  A M O C O ,  

C H R Y S L E R .  S H E L L  O I L .  A N D  P H I L I P  M O R R I S .

I N  S H O R T ,  T H E R E  A R E  F E W  F U N D S  L A R G E R  T H A N  T H E  P E R M A N E N T  F U N D ,  B U T  Y O ’J R  

F U N D  I S  O N E  O F  T H E  L A R G E S T  I N  T H E  C O U N T R Y .  A N D  C E R T A I N L Y  T H E  M O S T  

U N I Q U E .  I N  A L A S K A .  I T  I S  T H E  L A R G E S T  P R O D U C E R  O F  N E T  I N C O M E  I N  O U R  

S T A T E  O T H E R  T H A N  T H E  P E T R O L E U M  I N D U S T R Y .

T O  G I V E  Y O U  A N  I D E A  J U S T  HOY. S I G N I F I C A N T  T H E  E A R N I N G S  O F  T H E  P E R M A N E N T  

F U N D  A R E  B E C O M I N G  W I T H I N  A L A S K A .  C O N S I D E R  T H E  I M P A C T  O F  J U S T  T H A T  

P O R T I O N  O F  F U N D  I N C O M E  W H I C H  I S  P A I D  O U T  A N N U A L L Y  I N  D I V I D E N D S .  D I D  

Y O U  K N O W  T H A T  D I V I D E N D S  C O N T R I B U T E  M O R E  T O  T H E  E C O N O M Y  O F  T H E  S T A T E  O F  

A L A S K A  T H A I I  S P E N D I N G  B Y  T H E  U . S .  A R I  r ?  I T ' S  T R U E .  T H I S  Y E A R .  T H E  

U . S .  A R M Y  I S  E X P E C T E D  T O  S P E N D  S 3 6 ' .  M I L L I O N  I N  P U R C H A S E S  A N D  S A L A R I E S  

I I I  A L A S K A .  T H E  1 9 8 7  P E R M A N E N T  F U N L  D I V I D E N D  P R O G R A M  A L O N E  W I L L  E X C E E D  

T H A T  B Y  ( 2 0  M I L L I O N .

O . K .  NOW L E T S  G E T  T O  T H E  H E A R T  O F  T H E  M A T T E R .  L E T S  D I S C U S S  HOW 

S H O R T - T E R M  D E C I S I O N S .  B A S E D  O N  S H O R T - T E R M  P R O B L E M S  C A N  D O  D A M A G E  I N  

T H E  L O N G  R U N .
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Be f o r e  H o u s e  S t a t e  A f f a i r s  

0 4 / 0 3 / 8 7  r e :  HB  1 6 0

T H E  F U N D  A N D  T H E  F U T U R E

A S  Y O U  K N O W ,  T H E  P E R M A N E N T  F U N D  W A S  C R E A T E D  B Y  A V O T E  O F  T H E  P E O P L E  I N  

N O V E M B E R  1 9 7 6 ,  A N D  R E C E I V E D  I T S  F I R S T  D E P O S I T  O F  D E D I C A T E D  O I L  

R E V E N U E S  I N  F E B R U A R Y  1 9 7 7 .  N O W ,  I N  T H E  S P R I N G  O F  1 9 8 7 ,  T H E  F U N D  I S  

J U S T  A L I T T L E  O V E R  1 0  Y E A R S  O L D .

D E S P I T E  I T S  R E L A T I V E L Y  R E C E N T  C R E A T I O N .  A N D  A F T E R  O N L Y  O N E  D E C A D E  O F  

P R U D E N T  I N V E S T M E N T .  T H E  P R I N C I P A L  O F  T H E  P E R M A N E N T  F U N D  H A S  A L R E A D Y  

G RO W N  T O  N E A R L Y  S 8  B I L L I O N ,  A N D  T H E  C U M U L A T I V E  E A R N I N G S  O F  T H E  F U N D  

H A V E  A L R E A D Y  R E A C H E D  M O R E  T H A N  $ 3 . 2  B I L L I O N  -  W I T H  A N O T H E R  B I L L I O N  

D O L L A R S  P L U S  I N  I N C O M E  E X P E C T E D  T H I S  F I S C A L  Y E A R .  W I T H  T H A T  K I N D  O F  

F I N A N C I A L  C L O U T ,  Y O U R  F U N D  H A S .  W I T H O U T  Q U E S T I O N ,  E S T A B L I S H E D  I T S E L F  

A S  A M A J O R  F I N A N C I A L  F O R C E  B O T H  W I T H I N  A N D  W I T H O U T  T H E  S T A T E  O F  

A L A S K A .

L E T ' S  C O N S I D E R  F O R  A M O M E N T  HOW T H E  P E R M A N E N T  F U N D  C O M P A R E S  I N  S I Z E  T O  

O T H E R  L A R G E  F U N D S  " O U T S I D E " :

•  T H E  A L A S K A  P E R M A N E N T  F U N D  I S  L A R G E R  T H A N  A N Y  E N D O W M E N T  F U N D .

I T  I S  L A R G E R  T H A N  T H E  T E X A S  P E R M A N E N T  S C H O O L  F U N D ,  T H E  H A R V A R D  

U N I V E R S I T Y  E N D O W M E N T .  A N D  T H E  P R I N C E T O N ,  Y A L E  A N D  S T A N F O R D  E N D O W M E N T S  

A L L  P U T  T O G E T H E R .

•  T H E  A L A S K A  P E R M A N E N T  F U N D  I S  L A R G E R  T H A N  A N Y  P R I V A T E  

F O U N D A T I O N . I T  I S  L A R G E R  T H A N  T H E  F O R D  F O U N D A T I O N .  T H E  J .  P A U L  G E T T Y  

T R U S T ,  A N D  T H E  R O C K E F E L L E R  F O U N D A T I O N .

i%r r  J t) f  c  r
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Table 4
Increase (Docroona) in Average Severance Tax Unto With CSIIB164

Fiscal Prudhoe Milne Meet Othor Other
Year Day Kupnruk Point Rndicott Lisburne Salt Onshore Offshore

1988 .0216 .0361 -.0480 -.0590 -.0585 0 0 0
1989 .0209 .0358 -.0438 -.0043 -.0266 0 0 0
1990 .0219 .0357 -.0360 -.0038 -.0118 0 0 0
1991 .0240 .0344 -.0513 -.0038 -.0009 0 0 0
199? .0236 .0325 -.0544 -.0037 .0024 0 0 0
1993 .0235 .0295 -.0555 -.0044 .0107 0 -.0618 0
1994 .0215 .0255 -.0514 -.0146 .0146 0 -.0533 0
1995 .0219 .0219 -.0551 -.0200 .0143 .0037 -.0522 0
1996 .0231 .0163 -.0564 -.0277 .0141 .0116 -.0501 0
1997 .0223 .0111 -.0571 -.0306 .0138 .0157 -.0481 0
1998 .0235 .0043 -.0563 -.0201 .0136 .0162 -.0541 0
1999 .0246 -.0015 -.0532 -.0200 .0120 .0171 -.0606 -.0836
2000 .0256 -.0070 -.0507 -.0113 .0104 .0192 -.0546 -.0747
2001 .0252 -.0103 -.0422 -.0041 . C086 .0227 -.0509 -.0724
2002 .0247 -.0076 -.0280 -.0017 .0056 .0210 -.0501 -.0743
2003 .0239 -.0040 -.0251 -.0007 .0001 .0221 -.0546 -.0792
2004 .0231 -.0001 -.0453 -.0007 -.0034 .0213 -.0521 -.0911
2005 .0219 0 -.0505 -.0114 -.0073 .0036 -.0484 -.0960
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T o b l o  3

P r o d u c t i o n  l o p i . c t  o f  C S U B 1 6 4

Kiacol
Ycor

Prudhoo
Bay Xupnruk

(M illio n bb la /y r)

Hi Ino
Point rindicott Llsburne

Went
Sok

Other
Onshore

Other
Offshore Total

1988 0 0 .28 0 0 0 0 0 .28100*1 0 0 .3 0 0 0 0 0 .31990 0 0 .28 0 0 0 0 0 .281991 C 0 .24 0 0 0 0 0 .241992 0 0 .21 .03 0 0 .46 0 .71993 0 0 .21 .03 0 0 .83 0 1.071994 -1.47 *r>0a1 .2 .02 -.79 0 .87 0 -1 .221995 -1.29 -.04 .44 .07 -.7 -.84 .8 0 -1.661996 -1.13 -.03 .46 .07 -.62 -.97 .81 0 -1.411997 -2.47 -.02 .46 .06 -.55 -1.21 . 8G 0 -2.881998 -2. 17 r<0a1 .38 .94 -.49 -1.07 .79 .27 -2.271999 -1.9 -.02 .29 .04 -.43 -1.18 .53 .39 -2.282000 -1.67 -.01 . 19 .02 -.38 -1.17 .29 .38 -2.352001 -1.46 0 . 15 .01 -.35 -.86 . 14 .39 -2.082002 -1.37 0 -.01 .01 -.31 -1.09 .09 .6 -2.182003 -1.13 .01 -.09 -.01 -.27 -.76 -.02 .65 -1.722004 «1.!6 0 -.11 0 -.24 -1. 13 - . 12 .5 -2.262C0S -1.12 -.02 • o -i 0 -.22 -.65 - . 19 .49 -1.78
0

Total -18.34 -.2 3.62 .30 -6.35 -11.03 6.14 3.47
0
-21.11
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Toblo 2
Coaporioon of the March 1987 DOR Potrolcua Production 

Revenue Parccaot and CSHD164 
(M illio n *)

Fiscal
March
O ff ir CSHB164

March
O ff ic ia l CSHB164 Dal tn Dal to

faar 30% 30% Mean Moan 30% Mean

1987 110B.87 1114.39 1162.46 1168.36 5.52 5.9
1988 1189.59 1277.73 1437.59 1545.8 88. 14 108.21
1989 1319.14 1427.18 1630.92 1759.88 108.04 128.96
1990 1441.42 1559.42 1753.22 1895.31 118 142.09
1901 1330.42 1446.18 1656.81 1800.41 115.76 143.6
1992 1431.66 1554.83 1808.98 1953.48 123.17 144.5
1993 1503.92 1638.57 1937.47 2084.7 134.65 147.23
199s 1550.06 1668.od 2289.29 2429.46 118.62 140.17
1995 1512.06 1625.97 2368.06 2504.08 113.31 136.02
1996 1470.59 1580.59 2329.13 2463.01 110 133.88
1997 1455.73 1568.57 2695.79 2832.53 112.64 136.74
1998 1424.09 1526.25 2658.19 2795.12 102.16 136.93
1999 1366.82 1471.58 2594.32 2728.56 104.76 134.24
2000 1312.73 1395.79 2541.24 2681.29 83.06 140.05
2001 1269.4 1345.11 2489.63 2630.86 76.71 141.23
2002 1223.23 1291.24 2454. 13 2593.14 68.01 139.01
2003 1198.75 1258.23 2537.33 2674.64 59.48 137.31
2004 1174.99 1216.68 2516.98 2646.47 41.69 129.49
2009 1161.32 1190.35 2486.44 2588.74 29.03 102.3



T h e  B f f c ' t t  o n  F i » c o l  I o p a c t  o f  C S H 0 1 6 4  

W i t h  a n d  W i t h o u t  P E L  F i x e d  a t  3 0 0  

( M i l l i o n  t )

T a b i c  1

P E L P E L " 3 0 0 I o p a c t P E L P E L ‘ 3 0 0 i o p a c t" i  8 C O l V a r i a b l e F i x e d V a r i o b l o V a r i o b l e F i x e d V a r i a b
f o a r 3 0 k 3 0 k 3 0 k M o a n M o a n M o a n

1 9 8 8 8 8 . 1 4 8 8 . 6 9 - . 5 5 1 0 8 . 2 1 1 0 9 . 4 1 - 1 . 2
1 9 8 9 1 0 8 . 0 4 1 0 8 . 4 9 - . 4 5 1 2 8 . 9 6 1 2 8 . 9 3 . 0 3
1 9 9 0 1 1 8 1 1 7 . 5 6 . 4 4 1 4 2 . 0 9 1 4 0 . 5 1 1 . 6 8
1 9 9 1 1 1 5 . 7 6 1 1 2 . 8 9 2 . 8 7 1 4 3 . 6 1 4 0 . 5 3 3 . 0 7
1 9 9 2 1 2 3 . 1 7 1 1 7 . 7 6 5 . 4 1 1 4 4 . 5 1 3 9 . 6 5 4 . 8 5
1 9 9 3 1 3 4 . 6 5 1 2 9 . 0 8 5 . 5 7 1 4 7 . 2 3 1 3 8 . 8 5 8 . 3 8
1 9 9 4 1 1 8 . 6 2 1 1 0 . 4 1 8 . 2 1 1 4 0 .  1 7 1 3 1 . 5 8 8 . 5 9
1 9 9 5 1 1 3 . 3 1 1 0 2 . 4 1 1 0 . 9 1 3 6 . 0 2 1 2 8 . 4 9 7 . 5 3
1 9 9 6 110 9 7 . 7 1 2 . 3 1 3 3 . 8 8 1 2 3 . 8 9 9 . 9 9
1 9 9 7 1 1 2 . 8 4 1 0 0 . 3 5 1 2 . 4 9 1 3 6 . 7 4 1 2 2 . 3 9 1 4 . 3 5
1 9 9 8 1 0 2 . 1 6 8 8 . 1 6 1 4 1 3 6 . 9 3 1 2 1 . 1 9 1 6 . 7 4
1 9 9 9 1 0 4 . 7 6 0 0 . 9 4 1 3 . 8 2 1 3 4 . 2 4 1 1 9 . 3 6 1 4 . 8 8
2 0 0 0 8 3 . 0 6 6 9 . 0 2 1 4 . 0 4 1 4 0 . 0 5 1 2 3 . 1 5 1 6 . 9
2 0 0 1 7 5 . 7 1 6 2 . 8 4 1 2 . 8 7 1 4 1 . 2 3 1 2 3 . 6 1 1 7 . 6 ?
2 0 0 2 6 8 . 0 1 5 9 . 1 1 8 . 9 1 3 9 . 0 1 1 2 1 . 5 5 1 7 . 4 6
2 0 0 3 5 9 . 4 8 6 0 . 1 1 9 . 3 7 1 3 7 . 3 1 1 1 8 . 3 1 9 . 0 1
2 0 0 4 4 1 . 6 9 3 0 . 5 ! 1 1 . 1 8 1 2 9 . 4 9 1 0 8 . 6 2 2 0 . 8 7
2 0 0 5 2 9 . 0 3 2 1 . 1 4 7 . 8 9 1 0 2 . 3 8 3 . 9 8 1 8 . 3 2
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D o p a r t a c n t  o f  R e v e n u e

P e t r o l c u a  R e s e a r c h  S e c t i o n

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

T o : V i n c e n t  D .  W r i g h t ,  C h l o f  o f  R o o o o r c h

P r o a :  C h a r l e s  L o g s d o n ,  P e t r o l o u n  E c o n o a l o t

S u b j e c t :  C S H D 1 6 4

W o  h o v o  r e c e n t l y  c a d o  o n o t h o r  r u n  o f  t h o  P e t r o v  n o d o l  t o  p r e p a r e  

o s t i c a t c a  o f  t h e  f i s c a l  l s p a c t  o f  C S H B 1 6 4  p n o s o d  b y  t h o  H o u s o  o f  

R e p r e s e n t a t i v e s .  T h e  o n l y  c h a r g e  n o d e  i n  t h i s  l e g i s l a t i o n  n o t  
o x o a i n e d  i n  p r i o r  f i s c a l  n o t e s  w a s  a l l o w i n g  o l t h o r  t h e  t a x p a y o r  
o r  t h e  d o p a r t a c n t  t o  r e b u t  t h o  3 0 0  b a r r o l s  p e r  w e l l  d a y  p r e s u a o d  
p r o d u c t i o n  a t  t h e  e c o n o a l c  H a l t  ( P E L ) .  T h e  f i s c a l  n o t e  w o  

p r e p a r e d  f o r  t h o  o r i g i n a l  C S H B 1 6 4  f i x e d  t h o  P E L  a t  3 0 0  b a r r e l s  
p e r  w o l 1 d a y .

T h e  f i s c a l  I o p a c t  o f  t h e  f i n a l  v e r s i o n  i s  a l a o a t  e x a c t l y  t h o  s n a o  
a s  w i t h  t h e  P E L  f i x e d  a t  3 0 0  ( T a b l e  1 ) .  A s  s i g h t  b e  e x p e c t e d ,  

t h e  l o w e r  P E L  ( d o p n r t a e n t  r e b u t s )  d o n i n a t o s  t h e  h i g h e r  P E L  

( c o a a n y  t e b u t s M n  b o t h  t h o  3 0 t  o r  t l o w n s l d e  r i s k  c a s e  a n d  t h e  

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

h i g h e r  t h e  h i g h e r  t h e  p r i c e  o f  o i l  b e c a u s e  t h e  P E L  w o u l d  b o  l o w e r  

a n d  c o n s e q u e n t l y  t h e  K L P  w o u l d  b e  h i g h e r .  I n  g e n e r a l  h o w e v e r  I t  
t u r n s  o u t  t h a t  g i v e n  o u r  a a a u a p t l o n s  a b o u t  t h e  p r o b a h l l t y  

d i s t r i b u t i o n  o f  o i l  p r i c e s ,  t h e  h i g h e r  P E L s  a n d  l o w e r  P E L s  t e n d  
t o  o f f s e t  e a c h  o t h e r  w i t h  t h e  r e s u l t  t h a t  t h e  f i n a l  o u t c o a e  a t  
b o t h  t h e  M e a n  a n d  3 0 «  l e v e l s  I s  n o t  t h a t  o u c h  d i f f e r e n t  t h a n  i f  
t h e  T E L  w e r e  f i x e d  a t  3 0 0 .

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

C S H B I 6 4  a s  w e l l  a s  a  c o a p a r l a o n  o f  e f f e c t i v e  t a x  r a t e s  b y  f i e l d  
for c u r r e n t  l a w  a n d  C S M B 1 0 4  a r e  f o u n d  i n  t h e  f o l l o w i n g  t a b l e s .
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T h i s  b i l l  w o u l d  e f f e c t i v e l y  i n c r e a s e  t h e  s e v e r a n c e  t a x  

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

1 2 0 , 0 0 0  b a r r e l s  p e r  d a y .  A t  t h e  s a a e  t i a e  f i e l d s  

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

l o w e r  r a t e .  T h e  r e l a t i v e  I n c r e a s e  o r  d e c r e a s e  w o u l d  

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

f i e l d .  T h e  e s t l a a t e s  c o n t a i n e d  i n  t h i s  f i s c a l  n o t e  a r e  

b a s e d  o n  t h e  D e p a r t a e n t  o f  R e v e n u e  M a r c h  1 9 8 8  a v e r a g e  

a s s u a p t l o n s  a b o u t  p r o d u c t i o n  a n d  w e l l 3  a n d  t h e  

S e p t e a b e r  1 9 8 8  a v e r a g e  e x p e c t e d  o i l  p r i c e .

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

t a x  r a t e  i a p a c t  o f  t h e  b i l l  b y  N o r t h  S l o p e  o i l  f i e l d .

R e v e n u e  I a p a c t  b y  N o r t h  S l o p e  O i l  F i e l d  

( M i l l i o n s  D o l l a r s )

fiscal ftrii
Tear frsilee lifirtt Ills* Illicit: liiiint In: Sit r.iuu Sul lull* SltM

• • iT? V7
•I J)Z H 7 W  / 

d  1nil » 1 I I I 1 1
m i 111.11 12.11 1 I •i.li 1 I 1 1 221.11
o h 111.21 11. tl 1 •2.11 •1.11 I l 1 1 211.21
o n 111.!! !!.!! 1 •2.11 •1.1 • • 1 •1.11 212.17
m : 2)1.21 11.11 •11.71 •2.1! -1.91 1 •!.«! 1 •l.l 211.11
IMS 221 M.!l •11.12 •!.1 •1.21 1 -1.22 1 •11.12 221.11
o n 221.11 11.1! •11.2 • M l •1.22 t •!.!« 1 •12.21 01.11
lit! 21!.1) 11.11 •22.1! •11.11 •11.12 1 11.12 1 •1.12 111.22
111! 211.1! 21.17 •22.0 •11.12 •11.1 1 -11 1 •1.11 10. 0
m i 211.1) 11.0 •21.11 •11.11 •12.11 « -21.11 1 •1.11 111.1!
m i iit.si 1.0 •11.12 •1.11 •12.1! 1 -11.II •12.0 •1.22 121.11
m i 211.1 2.11 •22.11 •1.(1 •12.11 1 -11.1 •11.11 *1.(1 121.2!
2111 221.21 1.12 •21.11 •2.(1 •12.11 1 ••11.11 •1.11 •11.11 10.11
m i 212.1 .11 •22.71 •1.11 •11.11 1 -11.1 •1.) •1.11 112.0
m i 211.71 -.12 I •.12 •!!.(! 1 -11.11 •1.12 •1.11 111.(1
ini 1)1.11 -.11 • •.I) •11.12 1 -11.11 •111 •21.1) 271.1
M l —  211.2) •.II 1 1 •11.11 1 -II.)! •I.li -21.2 02.11
111! 217.1! •.!! 1 1 •11.0 1 -1.11 •1.11 •tl.1l 2H.0

t
fatal h u m t
liiml 1211.12 121.1) •121.11 •it.12 •2H.11 1 •111.11 •71.11 1 011.1
til 1711.11 l!l.ll •121.17 •21.11 •11.12 I .-(1.11 •11.21 1 170.11
11 2111.11 271.11 •IU.I1 •21.22 •12.11 1 •)).!! •22.17 t 210.12
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CCHANGE IN REYEMUE CSHB164 C 
(Millions 1)

YEAR PRSWE 10P M X n!L’£ cot u n u vx pt net SAL IS HlfiKUt TU7CL

i?sa 120.03 23.20 0.00 -4.27 •3.93 0.00 0.00 0.30 0.90

1759 1 2 1 c 21.40 0.90 -9.4* -143 0.00 0.00 0.(0 0.00 IS122

1??0 172.12 39. 25 0.00 -2.34 •5.19 o.» 0.00 0.93 0.90 20145

1991 190.27 40.Ii 0.00 *2.25 -132 0.00 0.00 0.00 0.00 221 S3

m 112.74 39.51 (1.00 -2.40 -7.01 0.00 0.00 0.00 3.00 212

1723 ISO. 52 2*. a (1.00 -3.24 -5.2 0.00 0.03 0.00 0.03 297.

1594 175.19 25.2 (ICO •5.55 -5.74 0.30 0.00 0.(0 0.33 IS. 74

1293 171.2? 30.50 0.00 -7.41 -7.11 0.30 0.00 0.09 C.CO 157.40

1925 151U 2119 0.00 -7.10 -7.52 0.93 0.30 0.00 O.CO 15!.5?

1297 154.10 14.09 0. DO •7.2 -5.17 0.00 O.CO 0.00 0.09 15176

1295 157.CS 5.29 0.09 •5.14 -i.4* 0.99 0.30 0.93 0.30 145.71

1299 144.15 2.75 0.99 -4.2 *5.30 C.30 0.30 0.93 O.CO 134.2
:ooo 127. K 1.2 0.93 -129 -5.44 C.M 0.93 0.93 0.30 1 2 1 2

2CCI 127. a 0.45 0.95 *0.51 -12? a  jo 0.30 0.50 0.00 117.94

ZOC2 US. 20 0.C0 O.CO 0.90 -9.79 0.00 0.00 0.00 0.00 10199

2002 12.01 0.CC 0.93 0.00 -14J O.CQ 0.93 0.30 0.03 112.71

20W 1U . S 0.04 0.00 0.93 -9.a 0.00 0.30 133 0.93 107.2

20C3 102.20 0.02 0.90 0.95 < 9 3 O.CO 0.33 0.00 0.00 9162

2005 91.47 0.00 0.C0 0.00 < 3 * 0.30 0,95 0.30 0.00 H U

2007 80.1? 0.93 O.CO 0.93 -7.2 0.03 0.30 0.00 6.03 7157

20C9 52.43 0.93 O.CO 0.93 •5.12 0.93 aso 0.93 0.93 5121

201 51.71 0.90 0.09 0.93 -4.73 0.90 . 0.00 0.33 6.30 S7.93

2210 2.55 0.90 0.00 0.93 -x a 0.93 0.90 C.33 6.03 2.44

CHANGE IN SEVERANCE TAX RATE PERCENT OF VALUE CSHB164

YEAS P*JCC£ RAC** m u $ PCI • i n u s * p: net tVL IS K U K X
1954 O.C24? 0.02?! c . » » <6212 0.9300 e . x a 0.9093 6.0000
!?!? 0.621 0.9444 -5.012 ■0.022! 0.9X0 0.XO3 0.9333 C.3XO
ISO 0.0222 0.9441 e.cc» -5.0340 •0.624 6.9CC0 0,0000 O.OCOO 0.9X0
1SI 0.0273 C.352 0,0630 -3.022 -5.231 1.0000 ( . D M 0.3W0 6.9X0
1S2 0.0294 •0.63? 0.3393 <0622 •0.0277 19303 U D M 6.9953 6.XCO
IS2 0.94JI 0.353 0.0035 <97J4 ■0.273 0.9M0 6.9093 6.9953 6.9X3
1954 05 MSB 0.354* 6.0090 -0 .0 :9 4 •1512 0.9X0 0.9993 6.9093 6.X00: m 0.9454 to*?: <62SI <0222 0.9X0 6.0933 6.5X0 6.9933
isi 1  D M e.94« • C.OODO <c2:s -0.6231 C.OCCO 0.9953 0.0035 6.9X4
is? c.:m 0.CJJ4 0.0030 *4.0263 ■0.02:4 0.9300 1 .0 0 0 0 6.9X0 6.9X6
: ! 0.C74 l o r n 8.06(0 •O.OT3 •0.6243 6.9930 0.9X0 0.9X0 c. D M
IT?? 0.C5Y3 0.9522 M M <'223 •0.0254 0.9993 C.93C0 6.9X0 6.9333KA . 0.C6T7 0.0942 0.0009 *0 .0 2 2 1 < « 7 2 D M 6.5X0 0.X93 6.9X0
2931 0..TK o.« :t & M 0 *o.o: ( 2 <6211 0.9X0 C.9300 6.9X0 0.9535
2952 0.353 a. coo: 0.XC9 O.XOO •0.9413 1 9 X 0 0.9993 6.X00 0.9X0
2COJ 6.051? 0.9X0 c . x x 0.9X0 •0.9421 0.9X0 6.9335 10000
K04 0.5652 0.9X0 0.0X0 0.0093 •0.0423 0.0993 C.9K0 C. 9X0 0.0X0
2903 0.331 0.(033 C.XCO 0.0X0 •0.9440 0.9X0 0,6000 0.5000 0.9393
2905 1941! C.OWO C.X93 0.0X0 •0.9473 0.9X0 0.9X0 6.CCC4 0.9333
ICO? 0.3-431 0.0009 O.XCO 6.9X0 <9424 0 .0 0 0 0 0.0550 C.3CCO 0.9333
Itti 4 3 4 * . 0.9X0 a x o o 6.0CC0 <0411 0.9X0 0.0093 6.9X0 0.9X0
290? 10211 0.9X0 C.XC3 0.9X0 < 0 ^ 0.9950 C. 3953 ft. COX 0.0933
2916 0.6X1 C.KOO O.X 93 0.0X0 <0214 1 X 0 3 1 9 X 0 OlOCCO 0.9X0

i



This bill would effectively Increase the severance tax rate on fields 

producing greater than approximately 120,000 barrels per day. At the same 

time, fields producing less than this amount would be taxed at a lower rate. 

The relative Increase or decrease would depend on the relative per well 

productivity of the field. The estimates contained 1n this fiscal note are 

based on the Oepartmcnt of Revenue March 1988 mid scenario assumptions about 

production, wells, and oil prices.

The attached tables Illustrate the revenue and tax rate Impact of the 

bill by North Slope oil field. The sensitivity of the tax revenues to change 

In oil prices Is also Illustrated.

FY 1989 PRICE/REVENUE SENSITIVITY OF CSMB164(f1n) am

(Millions \)

SlO.OO/bbl 11.00 12.00 13.00 14.00 15.00 16.00 17.00

Prudhoe 93.16 102.47 111.79 121.10 130.42 139.73 149.05 158.36
Kuparuk 21.54 23. t9 25.84 28.00 30.15 32.30 34.46 36.61

Milne 0 0 0 0 0 0 0 0
Endlcott -6.49 -7.14 -7.79 -8.43 -9.08 -9.73 -10.38 -11.03

Ll:burne -3.72 -4.10 -4.47 -4.84 -5.21 -5.59 -5.96 -6.33

TOTAL 104.48 114.93 125.37 135.82 146.27 156.72 167.17 177.61
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T a b i c  4
I n c r e a s e  ( D e c r o a s e )  i n  A v e r a g e  S o  

F i s c a l  P r u d h o c  M i l n e
Y e a r B a y K u p a r u k P o i  n t E n d i c o t t

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

r o n c o  T a x  R a t o  W i t h  C S H B 1 6 4

l n b u r n o
H e a t
S n k

O t h e r

O n s h o r e
O t h e r  
O f f n h o r o

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



4

T a b l e  3

P r o d u c t  i o n  I a p a c t  o f  C S I I B 1 G 4  

( M i l l i o n  b b l o / y r )

P i a c a l

Y e a r
P r u d h o c
D a y K u p n r u k

M i  l n e  

P o i n t B n d i c o t t L i a b u r n e
H e a l

S n k
O t h o r

O n o h o r c
O t h e r  

O f  f o h o r e T o t n !

1 9 0 8 0 0 . 2 8 0 0 0 0 0 . 2 8
1 9 8 9 0 0 . 3 0 0 0 0 0 . 3
1 9 9 0 0 0 . 2 8 0 0 0 0 0 . 2 8
1 9 9 1 0 0 . 2 4 0 0 0 0 0 . 2 4
1 9 9 2 0 0 . 2 1 . 0 3 0 0 . 4 6 0 . 7
1 9 9 3 0 0 . 2 1 .  C ' 3 0 0 . 8 3 0 1 . 0 7
1 9 9 4 - 1 . 4 7 - . 0 5 . 2 . 0 2 - . 7 9 0 . 8 7 0 - 1 . 2 2
1 9 9 5 - 1 . 2 9 - . 0 4 . 4 4 . 0 7 - . 7 - . 8 4 . 8 0 - 1 . 5 6
1 9 9 6 - 1 . 1 3 - . 0 3 . 4 6 . 0 7 - .  6 2 - . 9 7 . 8 1 0 - 1 . 4 1
1 9 9 7 - 2 . 4 7 - . 0 2 . 4 6 . 0 5 - . 5 5 - 1 . 2 1 . 8 6 0 - 2 . 8 8
1 9 9 8 - 2 .  1 7 - . 0 2 . 3 8 . 0 4 - . 4 9 - 1 . 0 7 . 7 9 . 2 7 - 2 . 2 7
1 9 9 9 - 1 . 9 - . 0 2 . 2 9 . 0 4 - . 4 3 - 1 . 1 8 . 5 3 . 3 9 - 2 . 2 8
2 0 0 0 - 1 . 6 7 - . 0 1 .  1 9 . 0 2 - . 3 8 - 1 . 1 7 . 2 9 . 3 8 - 2 . 3 5
2 0 0 1 - 1 . 4 6 0 . 1 5 . 0 1 - . 3 5 - . 9 6 . 1 4 . 3 9 - 2 . 0 B
2 0 0 2 - 1 . 3 7 0 - . 0 1 . 0 1 - . 3 1 - 1 . 0 9 . 0 9 . 5 - 2 .  1 8
2 0 0 3 “ 1 .  i : . 0 1 - . 0 9 - . 0 1 - . 2 7 - . 7 6 - . 0 2 . 5 5 - 1 . 7 2
2 0 0 4 - 1 . 1 6 0 - . 1 1 0 - . 2 4 - 1 . 1 3 - .  1 2 . 5 - 2 . 2 6
2 0 0 5 - 1 . 1 2 - . 0 2 - . 0 7 0 - . 2 2 - . 6 5 - . 1 9 . 4 9 - 1 . 7 8

0

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



3

C o n p n r t n o n  o f  t h e  M a r c h  1 9 8 7  D O R  P e t r o l c u n  P r o d u c t i o n  
R e v e n u e  F o r e c a s t  a n d  C S R B 1 6 4

T a b l e  2

( M i l l i o n

M a r c h M a r c h
' i o c a l O f f i c i a l C S 1 I B 1 6 4 O f f i c
r o a r 3 0 * 3 0 * M e a n

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

$)

i a l C S R B 1 6 4 D e l t a D e l  t u
M o a n 3 0 * M o a n

. 4 6 1 1 6 8 . 3 6 5 . 5 2 5 . 9

. 5 9 1 6 4 5 . 6 8 8 . 1 4 1 0 8 . 2 1

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

. 2 2 1 8 9 5 . 3 1 1 1 8 1 4 2 . 0 9

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

. 9 8 1 9 5 3 . 4 8 1 2 3 . 1 7 1 4 4 . 5

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

. 2 9 2 4 2 9 . 4 6 1 1 8 . 6 2 1 4 0 . 1 7
. 0 6 2 5 0 4 . 0 8 1 1 3 . 3 1 1 3 6 . 0 2
.  1 3 2 4 6 3 . 0 1 1 1 0 1 3 3 . 8 8
. 7 9 2 8 3 2 . 5 3 1 1 2 . 8 4 1 3 6 . 7 4
. 1 9 2 7 9 5 . 1 2 1 0 2 . 1 6 1 3 6 . 9 3
. 3 2 2 7 2 8 . 5 6 1 0 4 . 7 6 1 3 4 . 2 4
. 2 4 . 6 8 1 . 2 9 8 3 . 0 6 1 4 0 . 0 5
. 6 3 2 6 3 0 . 8 6 7 5 . 7 1 1 4 1 . 2 3
. 1 3 2 5 9 3 . 1 4 6 8 . 0 1 1 3 9 . 0 1
. 3 3 2 6 7 4 . 6 4 5 9 . 4 8 1 3 7 . 3 1
. 9 8 2 6 4 6 . 4 7 4 1 . 6 9 1 2 9 . 4 9
. 4 4 2 5 8 8 . 7 4 2 9 . 0 3 1 0 2 . 3
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T a b l e  1

T h e  E f f e c t  o n  F i s c a l  I n p a c t  o f  C S H D 1 6 4  

W i t h  a n d  W i t h o u t  P E L  F i x e d  a t  3 0 0  
( M i l l i o n  $ )

P E L P E L C 3 0 0 I n p a c t P E L P E L S 3 0 0
F i s c a l V a r i a b l e F i x e d V a r i a b l e V a r i a b l e F i x e d
V e a r 3 0 * 3 0 * 3 0 * M e a n M o a n

1 9 8 8 •
aa

8 8 . 6 9 - . 5 5 1 0 8 . 2 1 1 0 9 . 4 1
1 9 8 9 1 0 8 . 0 4 1 0 8 . 4 9 - . 4 5 1 2 8 . 9 6 1 2 8 . 9 3
1 9 9 0 1 1 8 1 1 7 . 5 6 . 4 1 1 4 2 . 0 9 1 4 0 . 6 1
1 9 9 1 1 1 5 . 7 6 1 1 2 . 8 9 2 . 8 7 1 4 3 . 6 1 4 0 . 5 3
1 9 9 2 1 2 3 . 1 7 1 1 7 . 7 6 5 . 4 1 1 4 4 . 5 1 3 9 . 6 5
1 9 9 3 1 3 4 . 6 5 1 2 9 . 0 8 5 . 5 7 1 4 7 . 2 3 1 3 8 . 8 5
1 9 9 4 1 1 8 . 6 2 1 1 0 . 4 1 8 . 2 1 1 4 0 . 1 7 1 3 1 . 5 8
1 9 9 5 1 1 3 . 3 1 1 0 2 . 4 1 1 0 . 9 1 3 6 . 0 2 1 2 8 . 4 9
1 9 9 6 1 1 0 9 7 . 7 1 2 . 3 1 3 3 . 8 8 1 2 3 . 8 9
1 9 9 7 1 1 2 . 8 4 1 0 0 . 3 5 1 2 . 4 9 1 3 6 . 7 4 1 2 2 . 3 9
1 9 9 8 1 0 2 . 1 6 8 8 . 1 6 1 4 1 3 6 . 9 3 1 2 1 . 1 9
1 9 9 9 1 0 4 . 7 6 9 0 . 9 4 1 3 . 8 2 1 3 4 . 2 4 1 1 9 . 3 6
2 0 0 0 8 3 . 0 6 6 S . 0 2 1 4 . 0 4 1 4 0 . 0 5 1 2 3 . 1 6
2 0 0 1 7 5 . 7 1 6 2 . 8 4 1 2 . 8 7 1 4 1 . 2 3 1 2 3 . 6 1
2 0 0 2 6 8 . 0 1 5 9 . 1 1 8 . 9 1 3 9 . 0 1 1 2 1 . 5 5
2 0 0 3 5 9 . 4 8 5 0 .  1 1 9 . 3 7 1 3 7 . 3 1 1 1 8 . 3
2 0 0 4 4 1 . 6 9 3 0 . 5 1 1 1 . 1 8 1 2 9 . 4 9 1 0 8 . 6 2
2 0 0 5 2 9 . 0 3 2 1 . 1 4 7 . 8 9 1 0 2 . 3 8 3 . 9 8

I n p a c t

V a r i a b l e
M o a n

- 1 . 2

. 0 3

1 . 5 8  

3 . 0 7  
4 . 8 5  

8 . 3 8

8 . 5 9  
7 . 5 3  

9 . 9 9  
1 4 . 3 5  

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

1 7 . 6 2  
1 7 . 4 6  

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



S T A T K  O F  A L A S K A

D e p a r t m e n t  o f  R e v e n u e

P e t r o l e u m  R c s c u r c h  S e c t i o n

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

T o : V i n c e n t  0 .  W r i g h t ,  C h i e f  o f  R e s e a r c h

F r o m :  C h a r l c a  L o g a d o n ,  P e t r o l e u m  B c o n o m i o t
t L

S u b j e c t :  C S K B 164

W e  h o v e  r e c e n t l y  n o d e  a n o t h e r  r u n  o f  t h e  P o t r e v  m o d e l  t o  p r c p n r o  

e s t i m a t e s  o f  t h e  f i s c a l  i D p a c t  o f  C S H 0 1 6 4  p a o o o d  b y  t h o  H o u s e  o f  
R c p r o a c n t n t l v c o .  T h o  o n l y  c h a n g e  m a d e  i n  t h i n  l e g i s l a t i o n  n o t  
e x a m i n e d  i n  p r i o r  f i s c a l  n o t e s  w a s  a l l o w i n g  o i t h o r  t h o  t a x p a y e r  
o r  t h o  d e p a r t m e n t  t o  r e b u t  t h e  3 0 0  b a r r e l s  p o r  w e l l  d a y  p r o n u m c d  
p r o d u c t i o n  a t  t h o  o c o n o m i c  l i m i t  ( P E L ) .  T h o  f i s c a l  n o t e  w o  
p r o p a r c d  f o r  t h e  o r i g i n a l  C S H B 1 6 4  f i x e d  t h e  P E L  a t  3 0 0  b a r r e l s  
p e r  w e l l  d a y .

i h c  f i s c a l  i m p a c t  o f  t h o  f i n a l  v e r s i o n  i a  a l m o s t  e x a c t l y  t h o  s a m e  
a o  w i t h  t h e  P E L  f i x e d  a t  3 0 0  ( T a b l e  1 ) .  A o  m i g h t  b o  o x p c c t o d ,  
t h e  l o w e r  P E L  ( d e p a r t m e n t  r e b u t s )  d o m i n a t e s  t h o  h i g h e r  P E L  
( c o a a n y  r e b u t s ) i n  b o t h  t h e  3 0 *  o r  d o w n s i d e  r i s k  c n i o  a n d  t h e  

m o a n  e x c o p t  f o r  t h o  n e a r  t e r m  w h e n  v e r y  l o w  p r i c o a  a r e  a  d i o t i n c t  
p o s s i b i l i t y .  T h a t  i s ,  w e  w o u l d  e x p e c t  a o v o r u n c e  t a x e s  t o  b e  
h i g h e r  t h e  h i g h e r  t h o  p r i c e  o f  o i l  b e c a u s e  t h e  P E L  w o u l d  b o  l o w e r  
e n d  c o n o o q u o n t l y  t h o  E L F  w o u l d  b e  h i g h e r .  I n  g e n o r a l  h o w e v e r  i t  
t u r n s  o u t  t h a t  g i v e n  o u r  a s s u m p t i o n s  a b o u t  t h e  p r o b u b i l t y  

d i s t r i b u t i o n  o f  o i l  p r i c e s ,  t h o  h i g h e r  P B L s  a n d  l o w e r  P E L s  t e n d  
t o  o f f s e t  e a c h  o t h e r  w i t h  t h e  r e s u l t  t h a t  t h o  f i n a l  o u t c o m e  n t  
b o t h  t h e  M e a n  a n d  3 0 *  l e v e l s  i s  n o t  t h n t  o u c h  d i f f e r e n t  t h a n  i f  
t h o  P E L  w e r e  f i x e d  n t  3 0 0 .

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

C S H D 1 6 4  a s  w e l l  o s  a  c o m p a r i s o n  o f  o f f o c t i v o  t a x  r a t e s  b y  f i e l d  
f o r  c u r r e n t  l a w  a n d  C S H B 1 6 4  a r e  f o u n d  i n  t h e  f o l l o w i n g  t a b l o s .



Coapariaon of tho March 198? OOR Patrolauo Production 
R*vanuc For* a tt and C3BI164

(M illio n  t )

March March
fis c a l O ff ic ia l CSRII64 O ff ic ia l CSHI164 0*11 a Oal to
Yaar 304 304 Maan Maon 308 Moan

1987 1108.87 1114.39 1162.46 1168.36 6.62 6.9
1088 1189.59 1277.73 1437.59 1545.8 88.14 108.21
1989 1319.14 1427.lt 1630.92 1759.88 108.04 128.96
1990 1441.42 1669.42 1753.22 1895.31 119 142.09
1991 1330.42 1446.18 1656.81 1800.41 116.76 143.6
1992 1431.66 1664.S3 1808.98 1953.48 133.17 144.6
1993 1503.92 1638.57 1937.47 2084.7 134.65 147.23
1994 1550.06 1949.68 2289.29 2429.46 119.93 140.17
1995 1612.66 1626.97 2368.06 2504.08 113.31 136.02
1996 1470.69 1580.69 2329.13 2463.01 110 133.68
1997 1456.73 1668.67 2695.79 2832.53 112.84 136.74
1998 1424.09 1626.26 2658.19 2795.12 102.16 136.93
1999 1366.82 1471.58 2594.32 2728.56 104.79 134.24
2000 1312.73 1396.7 t 2541.24 2681.29 83.06 140.05
2001 1269.4 1349.11 2489.63 2630.86 76.71 141.23
2002 1223.23 1291.24 2464.13 2593.14 6B.01 139.01
2003 1198.76 1258.23 2637.33 2674.64 59.48 137.31
2004 1174.99 1216.68 2616.98 2646.4? 41.69 129.49
2005 1181.32 1190.35 2486.44 3999.94 29.03 102.3

NOTE; The column headed *Delu» 30 %m shows ihc ihc revenue increase cxp^ted 
from the ELF bill sent 10 the Senate, as figured using the state's conservative 30th 
percentile forecast." The column headed "Delta Mean" shows the revenue increase 
expected if the state's more optimistic "mean forecast" is used.
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C O M P U T I N G  T H E  A L T E R N A T E  E L F

The alternate Economic Limit Factor formula is;

ELF - (|.pELTP)EXPi(55.000.000*WDV(PEL*TP/Days))

PEL (Production at the Economic Limit) ■
(300 bantls per day)*

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

For example:
300 barrels * 519 wells * 30 days • 4fi7!JX)0 barrels per month at the 
Economic Limit.

TP (Total Production for the field) •
(average number of operating wells dunng the month)*

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

For example:
519 wells * 30 days * 2750 barrels per well • 42.817500 ban tb of 
production per month.

\VD (Well Days) -
(average number of operating wells dunng the month)*

(number of days of production for the month).
For example:
519 wvlb * 30 days » 15570 well days.

Days • the number of days in the month for which the tax is paid.
For example: In April. 30 days.

CALCULATION EXAMPLE

Alternate ELF
(I- PEL / TP ) EXP((55.000.000* WD V( PEL * TP i Da>*»| 

(I - 4,671 .OOCt42.817.500) EXP((55.000.000*15*570V<4.671.000*42.817.500 30>|

• (I . .1091) EXP (.1285)

(8909) EXP (-1285)

• 9856

14
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C U R R E N T  l A W

A d d i t i o n  o f  1 w t l l :

P R Q P Q S S P I A Y V

A d d i t i o n  o f  1 v v t l l :

O R I L L I N G / W O R K O V E R  D I S I N C E N T I V E  
COMMfTTEE SUBSTITUTE H8  1 6 4

SEVERANCE TAX CALCULATION

FitidRan x WtU\mdFntt x StvtrxxetTai x ELF 

90.1M.000 BOFY X 19/00 X 0 15 X 0 52154

■ 555.491.050/j«/

90.27' MPY x 19/00 x 0 15 X 0 5204

• 595.422,205/j*o/

A 4«cr«ai« of 517.945 ytu

rUUMsaX WtUJxodrnaX Stw*»T*x x BUT 

90.UI.000 BOFY X 19/00 X 0 15 X 0 7299 

• ■ 969.911.5? 5/>0/

90,277.000 BOFY X 19/00 X 0.15 X 0.7292

■ 999.970.454/^0/

A *  U c r « M «  0/159.911

/ A R C O  H a n d o u t . M a r c h  
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T E C H N I C A L  N O T E  

O N  A R C O ' S  K U P A R U K  E X A M P L E

Tax Effects of Drilling an Additional Well Under Cunent Law

Mr. James Weeks, Kuparuk Unit Manger for ARCO. provided testimony to 
the House Finance Committee on March 27, 1987. Examples of severance tax effects 
(see following page) accompanied his testimony. The examples compare the 
severance lax effects of adding one additional well in the Kuparuk field under the 
current ELF and under the proposed ELF (CSHB 154 fin,). The examples show that 
the addition of one well producing just under 300 bands per day would increase 
output from 90,168,000 barrels of oil per year (BOPY) to 90.277.000 BOPY. At 
the S9.00 per band pnee assumed in ARCOs example, annual gross revenue to the 
owners increases by S981,000.

(90.277,000 BOPY - 90,168.000 BOPY)*(S9,hanel) -
( 109.000 BOPY )#(S9 band) - S981.000

The first of ARCO's two examples shows how under cunent law the owners 
would collect an annual severance tax ubate of $37,846 on this additional revenue. 
The effective severance tax rate on the new production is thus *3.9 percent. The 
effect is analagous to a personal income tax where the effective tax rates become 
lower as increasing income moves the u\p.i>cr sn:o a higher bracket.

The second ARCO example illustrates how this will be changed under the 
proposed law. Instead of giving die owners a $37,846 windfall, the proposed law 
will collect $58.611 (6.0 percent) of the incremental $981,000 for the state in 
severance tax. The table below summarises the effects under the cunent and 
proposed severance tax law*, as shown in the ARCO examples.

TAX EFFECTS OF DRILLING ONE ADDITIONAL WELL
( A R C O  Kuparuk Example)

Change

la

Change

In

T*t

Hit Average Avenge

Prremi

Charge

In

Avenge

Annual Annual O n T ax K asc T ax H a* T ax R ajc

Gross Severance trcnrmrou) Before After Due To

Revenue T ax Production tXrUUnf Dnlhnr DnUtrc

Cimeni U * 5911.000 (137.146) • ) n T I M 7 S 0 6 * o i m

Proponed L a w 1911.000 551.611 m 10 109)1*5 •0 055*5

1 2



Alternate E L F
Contlnnl At 55,000.000

(FYudhoe) 1.423.000 0 / D

D a i l y  P r c x i u c t i o n / W e l l



Current Law

D a i l y  P r o d u c t i o n  p e r  W e l l

( B a m H  pet tfcy)



K S T I M A T K D  S E V E R A N C E  T A X  R A T E S *

I*ntung L a w  

C S H B  164 (Fin)

Percenl C h a n g e  In T u t  R»le

P r u d h o c K u p a r u k Milne M c A r t h u r Orantte

B a y River Point Endicotl Liabu r n e River Point

12 6 * 7 1 % 6 3 % 3 6 % 12 2 3 % 1 1 % 1 3 %

14 1 % 10 7 % 0 3 % 0 . 3 % 3 6 % 0  0 % 0  0 %

/ 7 J % f J 7 .2% •95 .4% •94 .4% • 70 .4% • 100 0% • 100 .0%

•North Slope value* arc fotecatt F Y  II average*. C o o k  Ink* value* w e  e m m a i e d  Dec 1916 rate*.

C o o k  Inlet field* m x  luted have tcro effective raie* urxkr all alternative*

I C S  reduce* Prudhoe ta»e» by I 4 %  compared ntth current (April 1917) rate*
OMB. flmiinn of Fotu j .  JU0W 7



ST M E .  F E D E R A L  AND INDISTRY S H A R E S  OF A L A S K A  OIL 

R E S O I R C E  INCOME; FISCAL I9IM9IS 

(millioai of dolliM ctccpt u  aoied)
i

a

(11 (21 131 141 (51 (6 ) (7) (II
Savrr. Total Total Total Wladfall

Fiscal Tolol Stair Crater. Prop. Opar. Total Acquit. Praflta
l * i r Rt vtotttRoyally lot las Cam Otprac . C am Tax
1912 SI 6.456 SUSS s u n S276 $940 $602 SI S2.0II
.913 SIS.470 $1,441 $1,494 $307 SI.101 S7I0 SI $1,011
1914 $14,935 SI.409 SI.393 S33I SI.239 $991 SI $412
7915 SIS. 136 SI.390 SI.3I9 S397 SI.449 SI.093 SI S70

(91 | 10 | (HI (12) (131 114) (15) (14)
State Carp.

Uacap. Triable Petrol Federal
Fiscal lo ta ra ilE ip lo ra . A Cat a. Otber Total Nat la c a a a T urtle
Year Eapcata Caiti Cam Ordoci Deduct.1 acume Taa tacaaie
1912 $721 SI9I $236 $149 $4,261 $1,111 $669 S7JI9
1913 $676 $204 1232 $142 S7.423 $1,047 $236 $7,111
1914 $614 S219 $263 $136 $7,064 $7491 $263 $7526
1913 S366 $234 S27I *130 $6,997 $1,139 $169 $7,970

(17) (111 119) 120) |2 t)  |22 | |2S)
Federal Oil Total
Corp. adu ttry Talal S lalt • -S k ir t  of Oil tacoma**

Fltcal laco m t Alaska Federal Taa 4
Taa P rafiii Taa loyally Stale Fadaral la d a itry

1912 $2,094 $5,421 $4,116 $4j079 306 30% 40%
1913 $2,140 13571 $3,151 $3,443 21% 26% 46%
1914 S2J42 15.344 $2534 $3,423 30% 23% 47%
I9S3 $2,343 $3527 $2,413 13.343 29% 21% 49%

SOURCES AND FORMULA* -
Columa (I). V i k « s < WnjbJ. ckxf of rearutb. to Mary NordaJa. Commmioaar 

of Rr*aM. MiaoruOts of October 31. 1913. TeWc 3 
CoJuxoai (1) A (3): lu*»ry 1946 DOR I h i m  Sou/car. p >9 
Columa* (4) to (12) Viacaat Wnifct toe ot 
Colusa (13): iub of columat (3) (13)
Coiuma (14) coiwaa (l| • columa (13)
Co luma (IS) Ro o m  Sonata, p 39
Coiuma (16) cduma (14) . columa (IS)
CoibOUl (19): columa (14) • ( prod«ct*eo-ue*|i»tfd uu rate -  1912 • 279.

1913 • 274. 19M • 294. 1943 • 294) Cotopuy tfltcint
raw* for 12-64 fnxn R Mclan/e rad R Fotoo. ’Corporate boom 

T**e» to t!w k a |u  Yean.’ Oct 1964. pp 32*36.13 tUiSUMd by OMB 
Cotuma (II) columa (16) • (oiuM (17)
Co'wsu (19) columo (I) • cotuma (17)
ColoM (20) lum of COlu*OI (2J. ()L (4J. rod (IS)
Cotuam (21)* coiuma (ll)V(twB of column (III. (14). tod (20))
Columo (221 Uoloau |l9)Vt*s of col you I (II). (19). aod (20))
Coi»sm |2)|: (columa (20|VtMB of coluaui (III. (I9L tod (201)

Office of Maoeiemeal 0*4 l« 4 |tl
0 1 * 11 to o of S lro ti|lf Floooioi 
re*lttd April It. 1914
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W E R E  D I D  T H E  O I L  R E V E N U E  G O ?  
( $  B i l l i o n s )

O i l  C o m p a n i e s ’ G r o s s  R e v e n u e s  I n  A l a s k a ,  F Y  1 9 8 2 - 8 5  5 6 2 . 0

L e s s : O p e r a t i n g ,  A d m i n i s t r a t i v e ,  &  M i s c .  C o s t s .  $ 7 . 2

L e s s : Interest, D e p r e c i a f o n ,  &  O t h e r  C a p i t a l  C h a r g e s  $ 6 . 1

L e s s : F e d e r a l  T a x e s  $ 1 2 . 3

L e s s : S t a t e  T a x e s  &  R o y a l t y  $ 1 4 . 3

O i l  C o m p a n i e s ’ Pro f i t s  I n  A l a s k a ,  1 9 8 2 - 8 5  $ 2 2 . 1

L e s s : N e w  I n v e s t m e n t  I n  A l a s k a *  $ 6 . 0

l P r o f i t s  R e m o v e d  F r o m  A l a s k a ,  F Y  1 9 8 2 - 8 $  $ 1 6 . 1  1

♦ T e s t i m o n y  o f  H a r o l d  H e i n z e .  A R C O ,  t o  H o u s e  F i n a n c e  4 / 1 2 7 8 5 ,  T r a n s c r i p t ,  p. 1 3 0 ;  

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

O M B l  D i v i s i o n  o f  P o l i c y .  4 1 HI 8 7 .



E L F  D E J A  V USome oil companies argue the existing ELF should not be 
changed. Ten fears ago oil companies were also talking about the ELF, 
which was then being considered by the legislature. Here is a sample of 
what was being said then.

The ELF is "too complex, unrealistic, and fails to allow reasonable operating costs."
Larry Vavra, spokesman for Union Oil Co.
Fairbanks News-Miner, Apnl 22, 1977

If it adopts the ELF. "Alaska w il l ... tip the scales against future development."
Monte Taylor, Exxon, USA 
Anchorage Times. March 19.1977

The proposed ELF legislation "would wipe out any remaining incentives for future 
development in Alaska."

Richard Donaldson. Standard Oil Co. of Ohio 
Fairbanks News-Miner, March 25, 1977

The severance tax bill (with the ELF] will "result in significant losses in state 
income and fewer jobs...."

Monte Taylor, Exxon USA 
Fairbanks News‘Miner, Much 26, 1977

"The (ELF] bill would increase state oil and gas severance tax revenues from the 
North Slope by $7.2 billion over the 20 year life of the field...(T]he magnitude of 
the increase will cause a congressional backlash"

Ken Showilier. Standard Oil Co. of Ohio 
Anchorage Times, Apnl 22, 1977

The tax bills could make "subaidiary fields at Prudhoc Bay impossible to produce "
Richard Donaldson. Standard Oil Co. of Ohio 
Alaska Advocate, Apnl 21,1977

The only bitterness of the hearings came dunng an effort by Union Oil Co. 
spokesman Larry Wilson to read a lengthly and complex analysis of Alaska s tax 
structure.After about 40 minutes on the stand (House finance chairman Steve) 
Cowpcr cut him off with the observation that his testimony was going on too long.

“ ’You said your testimony was going to take 30 minutes,' Cowper said. Its 
been 40 minutes and now you say it will take another hour

“There are a couple of sides to this question you know,* Wilson shot back. 
■We’ve got a lot of mooey at stake."

Anchorage Daily News, Apnl 22,1977
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Q u e s t i o n s  a n d  A n s w e r s  o n  t h e  E L F

Some oil companies say the new ELF will have a bad effect on 
future development. WUl the bill Impact future production?

Yes, but the impact won’t be large. A Department of Revenue analysis shows 
that the new E1LF would increase North Slope output by 280,000 barrels during FY 
1988 ** equal to 4 hours of now through the TAPS pipeline. Effects taper off in 
later years and in 1993 become negative. The cumulative impact through FY 2005 is 
pegged at a negative 21 million barrels, equal to 5 days TAPS output at current 
rates. After 2005, however, much of this loss would be recouped, since the new 
ELF would increase incentives for production in the later stages of a field’s life, 
when the incentive is really needed.

An oil company used an example to show that under the new 
formula the (billing of an additional well in an existing field will result 
In a higher tax on that field. They say that creates a disincentive to 
further drilling.

Wc have seen those calculations. Using figures typical for a field like 
Kuparuk, the example shows that drilling one additional well in the field will 
produce an additional S981,000 in annual gross revenue. The objection seems to be 
that under the proposed severance tax a pan of this gain would have to be paid to the 
state -  558,61 1 to be exact

The example offered by the Kuparuk operators illustrates a loophole in the 
current ELF: under the circumstances described in the example, not only will the 
owners pay no lax on the incremental production from an additional well, owners 
will actually receive a tax rebate of $37,846 annually. The effect is analngous to a 
personal income tax where the effective tax rates become lower as increasing 
income moves the taxpayer into a higher bracket.

Under the proposed law producers who increase output through additional 
drilling will still be rewarded with a lower average tax rate, but the reduction will 
not completely eliminate the lax on the incremental revenue, nor will it provide 
them with the windfall of a tax rebate. If the new law is adopted it will close this 
loophole. (For more detail, see the technical note on p. 12.)

You said that the ELF bill had passed the House. What happens
next?

The bill *;is sent to the Senate on Apnl 3. Senate President Jan Faiks referred 
the measure to five different committees. No hcanngs ha 'c been scheduled.

OMB/Division of Policy 
4tlH87
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Q u e s t i o n s  a n d  A n s w e r s  o n  t h e  E L F

KUPARUK 
STATE TAX PER BARREL
Louisiana $1.75
New Mexico $1.13
Oklahoma $0.98
Wyoming $0.84
Alaska (p r o p o s e d ) *0.76

Texas $0.67
Alaska (existing) SO.6 2

Here is ihc same ranking on a percentage of value basis.

KUPARUK
STATE TAX AS A PERCENT.QfVALUE 
Louisiana 12.5%
A  laska (p r o p o s e d ) 1 0 . 7  %
New Mexico 8.1%
Alaska (existing) 7 j6  %
Ok’ahoma 7.0 %
Wy »ming 6.0 %
Tex. s 4.9 %

Each state designs its severance tax structure for the conditions in that 
particular state. In none of the other states is there an oil field even close to the size 
of Kuparuk. yet because the other states are much nearer to oil markets, the selling 
price of a barrel is much higher than in Alaska. Differences like these make it 
difficult to draw precise comparisons. The average oil well in Texas produces 145 
barrels per day. A well producing at that rate in Alaska would pay no severance (as 
whatever. With respect to Kuparuk Alaska's severance tax with the i.ew ELF will 
fall well within the range of severance taxes in other states.

A major oil company and an Anchorage banker say the state Is 
already getting 96 percent of all oil and gas profit. It this true?

No. The conclusion, which is said to come fror.i a Department of Revenue 
study, is false. The state study projected future oil revenue under a variety of 
assumptions, and did not reach (hat conclusion. The Department has described the 
assertion that it did as “misleading."

The actual profits earned by the oil industry from production and 
transportation activity in Alaska during FY 1982*85 are shown on the attached 
sheets, along with the *narc that went to the state through royalties and taxes. Also 
shown arc the state s estimates of the share of those profits removed from Alaska 
Figures for 1986 and 87 are being compiled, and will be released soon.
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Q u e s t i o n s  a n d  A n s w e r s  o n  t h e  E L F
i

Despite the smaller size, operators at Milne were still required to maintain a 
minimum complement of operating personnel, and pay the associated costs. These 
costs had to be divided, however, among far fewer barrels. Although the two fields 
had almost identical per-well productivities, the smaller Milne field was clearly less 
profitable, and the owners eventually elected to temporarily shut down production. 
The experience illustrated the deficiency of an ELF adjustment based solely on 
per-well productivity.

The new ELF formula incorporated in the bill will correct this perverse and 
unintended effect by adding total field productivity to the ELF calculation. Fields 
producing less than 120,000 barrels per day will have a lower ELF (bigger tax 
break) than under current law, while fields producing more than that amount will 
have a higher ELF (smaller tax break).

Some industry sources say that Kuparuk is realty a marginal field, 
and that it can’t afford to pay the tax increase that would result from 
the new formula. How do you answer this?

Under the ELF bill the FY 88 effective tax rate in the Kuparuk River field 
will be 10.7 percent. This compares with 7.8 percent under the cunent law. The 
owners naturally don't like this increase. But the question is can they afford it? 
Kuparuk River is the biggest oil field in the nation, except for Prudhoc. Kuparuk 
produces 93 million bands per year, compared with 60 million from the next 
biggest field, South Bclridge in California. A big field like Kuparuk doesn't need 
the big tax break we arc giving to the smaller fields.

Kuparuk produces $664 million in annual gross revenue for its owners, after 
royalty is deducted. Under the bill the state will take $71 million (mean forecast). 
This leaves $593 million for the companies to cover their costs. Deducting field 
operating costs of $1 per banel leaves $500 million net operating revenue per year. 
Based on ARCO's House Finance testimony on March 27,1987, OMB estimates 
total field development investment at $1.46 billion. Dividing investment by nft 
operating revenue shows that even at today's oil prices the field would pay for itself 
in less than 3 years. Kuparuk has already been in production for over 5 years, at 
average prices much higher than today's prices. Kuparuk can afford to pay a 10.7 
percent tax. Leaving Kuparuk at the current 7.8 percent rate would provide the 
owners with n major windfall.

But won’t the new severance tax require the Kuparuk owners to 
pay a lot more than they would if the field were located In any other 
state?

The listing on the next page shows the tax per barrel that the Kuparuk owners 
would pay if the field were located in several of the larger oil producing states.

3



Q u e s t i o n s  a n d  A n s w e r s  o n  t h e  E L F

A post-session analysis by the Legislative Finance Division did show that the 
ELF provision would cause state revenue to fall sharply in FY 1988. Governor 
Hammond acknowledged this when he signed the bill, but expresscJ "full confidence 
in the ability of the legislature to deal at that time" with adverse revenue 
consequences, should they prove to be serious.

How much would Alaska lose from the cut in Prudhoe taxes?
The Department of Revenue estimates the fiscal year (FY) 1988 loss at $93 

million, or $77 million under the more conservative "30 percent" forecast. The 
reduction is already accounted for in the official forecasts.

Will the loss be affected if oil prices go up or down?
Higher oil prices will result in increased severance tax revenue, and would 

mean bigger losses from allowing the ELF to apply at Prudhoe. Falling prices will 
reduce severance tax revenue, and will reduce the loss figure.

How wtuld the ELF bill affect the expected revenue loss?
As originally introduced the bill would have prevented the ELF from 

applying to Prudhoe for an additional five years. The measure that emerged from 
the House look a more comprehensive approach: the ELF would be allowed to apply 
at Prudhoe, but the formula for calculating the ELF would be changed. Under the 
new formula (sometimes called the "alternate ELF), severance tax revenue from 
Prudhoe would decline only slightly. Tax revenue from Kuparuk would increase, 
but all other producing fields would receive reductions.

The net effects of these increases and decreases produce $88 million 
additional revenue in FY 1988, and $108 million in FY 1989. By FY 2005 the gain 
will have diminished to $29 million. The figures (see p. 15 for the complete 
long-run projections) are based on the state's deliberately conservative forecast of 
production and oil prices (the so called "30 percent" forecast).

How does the new ELF calculation in the bill differ from the EIJF 
formula in present law?

The original ELF takes account only of productivity per well. Since the Milne 
Point field opened in late 1985, evidence has accumulated that per-well productivity 
is by itself an inadequate measure of a field's relative ability to pay severance tax. 
The average well in the Milne field initially produced 950 barrels per day, giving it 
an ELF very nearly the same as the Kuparuk field, where the average well produced 
1,000 barrels per day. Total production was 250,000 bands per day in the Kuparuk 
field, while Milne Point produced less than one-tenth of that amount.



Questions and Answers on the "ELF”
W h a t  does the E L F  bill d o ?

A provision in current law will reduce Prudhoe Bay severance taxes on June 
20,1987. The ELF bill (CSHB-164 (fin) am) will prevent this reduction by 
substituting a new formula for computing the economic limit factor (ELF).

H o w  did w e  get this provision in o u r  law, a n d  w h y  does it take 

effect o n  J u n e  2 0 ?

In 1981, the legislature amended the oil and gas corporate income tax and the 
severance tax. By changing from separate accounting to modified apportionment 
the act reduced income taxes tor Prudhoe Bay producers. Legislators were assured 
-  incorrectly, as it turned out -  that most of this reduction would be offset by other 
provisions. These included a severance tax amendment which effectively suspended 
the applicability of the ELF to Prudhoe Bay "for the first ten years following the 
commencement of commercial production." The tenth anniversary will come on 
June 20 of this year. Since the ELF is a formula that reduces severance tax rates by 
variable amounts, depending on per-well production, suspending the ELF had the 
effect of increasing the tax.

H o w  does 'he E L F  f o r m u l a  w o r k  to r e d u c e  taxes?

The ELF is always a number between 1 and zero that gets multiplied times the 
nominal tax rate, producing the effective tax rate. Undercurrent law the ELF is 
determined by the per-well productivity of the field. If productivity is high, the 
ELF is relatively close to 1 (.9 for example), and the field gets a small ujc break. 
Fields with low per well productivity get a smaller ELF (.5 for example), and a 
larger tax break. Most fields in Cook Inlet are currently paying no severance tax 
because their low production per well gives them ELFs of zero. (Zero times the 
nominal tax rate of 12.25 percent gives an effective tax rate of 0.0 percent.).

When the ELF is calculated for Prudhoe it comes out to about .84, but 
(because of the 1981 amendments) during the first ten years of production the ELF 
doesn't apply to that field unless it is below .70. which is not expected to happen for 
some years.

W h y  d i d n’t legislators realize in 1 9 8 1  that this ”ten y e a r” 
business w o u l d  cau s e  us p r o b l e m s  later?

Most legislator’s were probably unaware of the potential problem. The 
proposal was firs: unveiled to a free conference committee on June 22, and was 
adopted os the Free Conference Committee Substitute the next day. On June 24 it 
passed both hoists and was on its way to the governor. Obviously there was little 
time to study the bill. The fiscal note included no projections beyond FY 1985.
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Kay 11. 191?

The Honorable Senator Abood

Set CSHR IM

Dear Senator Aboodt

Alaska's "long tern" taa policy aeena to be year to year. Tbit it not
the type of taa stability needed to encourage huge eapenditures by the
petroleum industry on high risk ventures. One only hes to look at Korvay 
to see the dramatic effects of an over taaed. over regulated petroleum 
Industry coupled to a bloated social spending program.

I oppose CSMb 164 and instead favor real long tern taa a*ability vhtch
vill encourage the development of llaikc's resources.

Richard H. Seiley 
11410 Chlppershlp Drive 
Anchorage. Alaska 99SIS 
(90?) 34%-OllS
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Mr. Milch Abood 
Alaska S U t o  Senate 
P.O. Box V 
Juneau. A K  09811 
Mall Stop 3100

Dear Senator Abood

I urge you to oppo»^-C^HBI84 ^ijv the ahort term, this m a y  Increase state 
revenues. However, to U»w-hmjf term, because It Jeopardises the economic 
viability of the petroleum Industry*, it will ultimately adversely effect 
the state economy. In addition. It will send a unfavorable signal to 
Outside Industry* considering a move to Alaska. It tells them that this 
state will not honor the laws established.

As a concerned Alaska voter. I a m  interested In your action to oppose this
bill

Sincerely

Carol 9 Michel
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Mr. Mitch Abood 
Alaska State Senate 
P.O. Box V  
Juneau. A K  99611 
Mall Stop 3100

Dear Semvtor Abood: __

I urge you to oppose U H H U T T r In the short term, thla may Increaae state 
revenues. However, lit the long term, because It Jeopardises the economic 
viability of the petroleum Industry*. It will ultimately adversely effect 
the state economy. In addition, it arlll send aa'unfavorable signal to 
Outside Industry considering a move to Alaska It tells them that this 
state will not honor the law* established

As a concerned Alaska voter. I a m  Interested In your action to oppose this 
bill.

Sincerely.

Charles M  Michel
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North Slope Alaska 
Oil Development Dollars Spent in the U.S.

1980- 1986
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A L A S K A  D E P A R T M E N T  O F  R E V E N U E

A l a s k a  S t a t e  S e n a t e  
P.O. Box V  
Juneau, A l a s k a  998 1 1.

Dear Senator:
T he S t a n d a r d  O i l  C o m p a n y  r e c e n t l y  c i r c u l a t e d  to m e m b e r s  of 

C o n g r e s s  an a n a l y s i s  of N o r t h  Slope oil development e x p enditures. 
A c c o r d i n g  t o  the study, p r e p a r e d  with the c o o p e r a t i o n  of o t h e r  oil 
companies, o n l y  13 cents of e a c h  A l a s k a  N o r t h  S l o p e  d e v e l o p m e n t  
d o l l a r  is spent in Alaska. The remai n i n g  87 c e nts are d i v i d e d  a m ong 
o t h e r  states. T w o  states o b t a i n  larger shares th a n  Alaska: Texas, 
r e c e i v e s  33 c e n t s  o f  e v e r y  do l l a r  and C a l i f o r n i a  gets 17 cents.

T h e  a r g u m e n t  b e i n g  m a d e  to m e m b e r s  of C o n g r e s s  is that most 
of the d i r e c t  e c o n o m i c  i m p acts of N o r t h  S l o p e  o i l  d e v e l o p m e n t  f l o w  

t o  o t h e r  states. T h e  a r g u m e n t  is d e s i q n e d  to  h e l p  secure 
c o n g r e s s i o n a l  s u p p o r t  for o p e n i n g  the A r c t i c  N a t i o n a l  W i l d l i f e  
R e f u g e  (ANWR) t o  o i l  d e v e l opment.

S t a t e  e c o n o m i s t s  have rai s e d  q u e s t i o n s  c o n c e r n i n g  the 
m e t h o d o l o g y  S t a n d a r d  u s e d  t o  a l l o c a t e  e x p e nditures, but our 
e c o n o m i s t s  a g r e e  w i t h  S t a n d a r d ' s  general pre m i s e :  u n f o r t u n a t e l y  
o n l y  a small s h a r e  of N o r t h  S l ope oil Investment d i r e c t l y  b e nefits 
A l a s k a n s .

So  far t h i s  s e s s i o n  the S e n a t e  has r e f u s e d  t o  he a r  t e s t i m o n y  
or a l l o w  a v o t e  on HB 1 6 4 , a bill w h i c h  w o u l d  prev e n t  an autom a t i c  
r e d u c t i o n  in S e v e r a n c e  t axes p a i d  by the oil c o m p a n i e s  at Prudhoe 
Bay. In v i e w  of the i n f o r m a t i o n  p r o v i d e d  in the S t a n d a r d  Oil 
C o m p a n y  study, I u r g e  y o u  to  r e c onsider this refusal. S e v e r a n c e  
t a xes da st a y  in Alaska. T h e y  do p r o v i d e  e c o n o m i c  b e n e f i t s  t o  all 
A l a s k a n s .  If t h e  a d m i n i s t r a t i o n  is a l l o w e d  to m a k e  its case on th; 
bill we  will sh o w  w h y  n o w  is not the time t o  reduce the s h are of 
oil b e n e f i t s  that stay in Alaska.

T h e  tax b r e a k  for oil p r o d u c t i o n  will cost our state econ o m y  
n e a r l y  $ 1 0 0 ,0 0 0 , 0 0 0  per year. This loss will start in Ju n e  unless 
the S e n a t e  acts now. I u r g e  immediate a c t i o n  o n  HB 1 6 4 .

BOXS 
JUNEAU ALASKA 99811-0400

907/465-2300

17 M a y  1987

Hugh M a l o n e  
C o m m i s s i o n e r

en c l o s u r e :  N o r t h  S l o p e  A l a s k a  Oil D e v e l o p m e n t  D o l l a r s  Spent in the 
U.S., 1 9 8 0 - 1 9 8 6 , p r e p a r e d  b y  S t a n d a r d  O i l  Company.



T h e  O M B  rep o rt re ly ing on a D epartm en t o f R evenue analysis  
states that the cum u lative loss o f p rodu ction  from  the new E L F  is 21 
m illion ba rre ls . Do you ag ree?

No. Any sense o f security associated with a loss o f 2 ! million barrels is a false 
sense o f security. Arco has estimated the "production lost” at a much higher figure • 
200  million barrels just in Prudhoe Bay.

Tht likelihood that the 21 million barrel "lost production" issubstaniiallv 
understated is apparent from looking only at proposed additional development al 
Prudhoe over the next few yearsA W e see the potential o f  the Prudhoe Bay 
reservoir, with current technology, at about ten billion barrels recoverable. Five 
billion barrels have been produced already. With facilities and wells now in place, 
four billion • for a total o f  nine - can be produced. Recovering the additional one 
billion barrels mil require additional capital Jnvestmcntln facilities and dr Mine. 
Many of these future investment decisions are only marginally economic. This 
future development and some, of the.expected. production from the.current wells 
and facilities is jeopardized by proposed changes in the F.l.F.

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

How  is A laska 's tax stru ctu re  viewed by o thers?

In a two-year study o f  state econom ic policies published in M arch. 1987, 
"Making the Grade: The Development Report Card for the States' by the 
W ashington -D .C .-bascd Corporation for Enterprise Development. Alaska was 
rated 49th (tied mtft Tennessee) in the state Policies toward economic development 
index A prime component in this index is an effective and equitable tax code. 
Alaska's low rating in the index is tied to Alaska's heavy dependence on oil 
revenues.



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

• S 7 .758M M  (current law state petroleum production revenue) divided by
S8 .084M M  (total petroleum production net income) times 100 (to convert 
to a %) is 96% , and

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

In conversations with S ta ndard.DcDarimcnLaLRcYcmKLsmaly its ju re  eiLthc 
infurmaiLim.'Atu uQLhem muwLcrmicd.

The point Standard was making in its testimony is that low oil prices
have dramatically reduced producers' net return on production revenues,
and that state royalties and taxes, because they arc levied on gross field 
revenues rather than net. become much larger as a percentage of the
overall. By increasing taxes. CSHBI64 would essentially reduce..industry l 
share of net production income las defined bv Denar imentotLRevenuclla 
tern This is hardly an incentive for further development actr.i'y .

But don 't pipeline profits offset tha t?

Although believing that transportation income is irrelevant in determining tax 
policy for production taxes. Standard testified that inclusion o f the transportation 
income still restdted in a state share o f  59%  over die same period and at the same 
price.

O M B  has num bers which indicate industry 's "share" at much  
differen t levels. How is tha t?

OM B looks at 1982 through 1985. years with high oil prices, in their 
claim  o f a high industry "share". They also include pipeline income in the 
calculation . Our analysis looks five years into the future, using lower 
prices and assuming that low to moderate prices will continue for son** 
time into the future. Governor Cowper. and many oil companies, have said 
that it is reasonable to assume S I 5 oil prices as a long-term "planning* 
figure, although prices have shown some recent short term improvement. 
Additionally, we think there are also serious errors in the assumptions 
used in the O BM  "share of the pie" analysis, particularly assumptions of 
federal tax liability.



In recent H ouse testimony, S tan dard  said that with low er oil prices the 
s ta te 's  ov e ra ll " sh a re"  o f  o il p ro d u c t io n  revenues have in creased  
sharp ly . O M B  says this is " fa lse" . Is it?

N o . And O M B  cites no data in making that claim. In fact. Standard's analysis is 
based on department o f Revenue data.

Standard testified that at $15 oil prices (S9 wellhead), the s/arr share o f net 
production income based on a Department o f  Revenue studs. would be 96% for FY 
1988-1992 . The DOR study referenced is: "Sensitivity Analysis o f  Projected 
Revenue Collections'*, by John Larson ct at. (December 1986). The purpose o f the 
study was to provide the econom ic effect o f  Alaska's oil taxes at various wellhead 
prices. Follow ing is page 93 o f the study which addresses $15 oil prices ($ 9  
wellhead). Page 93 is captioned, ’'Percentage Share Comparison - Calculation o f  
State Petroleum Production Revenue as a Percentage o f  Petroleum Production Net 
Income."
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The average severance tax rate o f  the four other top oil producing states is 
6 .1% . The effective severance tax rate for Alaskan production undercurrent law is 
almost ryyice the averaee of the other top oil producinsLStatCL The new ELF  would 
increase the effective rate another 1.8% , putting Alaska far above any other state.

Hut still, isn't O M B 's  point that C S H B -1 6 4  w ould keep taxes low on 
sm alle r fields o the r than P rudhoe , and actua lly  decrease taxes on some 
sm all "m arg ina l fie lds"?

What is obscured is that there arc "marginal projects" within the Prudhoe Bay 
field itself, development programs that could apply more intensive development 
drilling or enhanced oil recovery to the reservoir. These projects could recover 
huee amounts of oil - the equivalent of several fields like Endtcoll arMshurncJwa 
new  "marrinal Helds" now under development. In all likelihood, outside o f A N W R  
the hi t zest prospect formaior new recoverable oil rgen es is rieht in the. Prudhoe
fhi^fidditxlL

Bu t still, isn't there a tax d e c rea se  on End icott and L isb u rn c?

W e believe O M B 's figure* overstate it. Our estimates o f  its effect arc different, 
and that it docs not amount to a significant savings. It should also be pointed out that 
the JS_% tax increase on Kuparuk tb\ OMB’s faures) will have a seriousadsersc 
effect on further development in that field. It is worth noting that die vast bulk o f  
the investment funds for Lisbumc and Endicott arc coming from the Prudhoe Bay 
fieid. since Prudhoe owners are also involved in development o f  these smaller 
fields. The same is true for Kuparuk. Higher taxes on Prudhoe drains o ff capital 
tint could be invested in new projects.

W ha t abou t M ilne Poin t? O M B  cites that case. Doesn 't it illustrate the 
"q u irk s"  in the curren t E L F ?

If there arc problems in how the ELF  applies to particularly marginal fields, the 
current statute provides a mechanism to solve them • the right to challenge the 
"econom ic limit" in the formula itself. A reasonable interpretation o f the statute 
would protect truly marginal fields. C SH B -164  actually provides relief for small 
fields • marginal or not • and imposes a greater burden on larger fields, even those 
marginally econom ic. DO R  could , by regulation, solve die problems" cited by 
advocates for C SH B -164 . They do not justify a change in the statute.



On April 2 1 ,1 9 8 7  the Office o f Management and Budget issued a collection of 
material on the ELF , the Econom ic Lim it Factor in Alaska's oil and gas severance 
tax. Many points made by O M B  arc misleading. Space limits limit our response to 
just a few.

O M B  implies that if  C SH B >164  were enacted , A laska w ould still be 
w ith in  the range o f severance taxes in o th e r states. In fa c t , A laska  
w ould continue to have the highest effective severance tax rate.

O M B  uses only the Kuparuk field as an example, which accounts for only one 
seventh o f Alaska’s oil output, and cites an effective tax rate o f  10.7% . However,
itndcL.CSliB-164 the aycrazc tax an.alL AlaikaprQdmiQn.wvidd hc.UAfk* What 
accounts fc* the difference, o f  course, is the higher tax (almost 15% ) that would 
apply to Prudhoe Bay, which provides most o f Alaska’s oil production.

C S H B  164 A N A L Y S IS :  Inc lud ing  a l l  A laska  oi l p roduct ion  ( F Y  88 )

STATE
C S H B  164

TAX AS PERCENT OF VALUE

Oklahoma
Texas
California

Alaska (proposed) 
Louisiana 
Alaska (existing)

13 .4%
12.5%
1 1 . 6 %

7 .0%
4 .9%
0 %

O M B  A N A L Y S I S ;  Luukim? unlv at K u n a r u k  ( F Y  SSi

STATE
K U P A R U K

TAX AS, A PERCm ..QLV.ALLE
Louisiana 
Alaska (proposed) 
New Mexico 
Alaska (existing) 
Oklahoma 
Wyoming 
Texas

12.5%
10.7%
8 . 0 %

7 .6%
7 .0%
6 . 0 %

4 .9%



T h e  " E L F ”  

a n d  

N o r t h  S l o p e  O i l  P r o d u c t i o n

In fo rm a tion  o f Im portance on CSHB-164

Major points Alaska policymakers should know:
• If C S H B - 1 6 4  w e r e  e n a c t e d .  A l a s k a  w o u l d  c o n t i n u e  to 

h a v e  t h e  h i g h e s t  effective s e v e r a n c e  t a x  r a t e  in t h e  

n a t i o n .

• A  D e p a r t m e n t  o f  R e v e n u e  p r o j e c t i o n  o f  "lost oil p r o ­

d u c t i o n "  u n d e r e s t i m a t e s  t h e  likely i m p a c t  o f  C S H B - 1 6 4 .

• C S H B - 1 6 4  is a  c h a n g e  in t h e  s t r u c t u r e  o f  t h e  E L F  f o r m u l a  

t h a t  g o e s  far b e y o n d  its r e v e n u e  effect o n  P r u d h o e  B a y .

It s h o u l d  o c  l o o k e d  at w i t h  c a u t i o n .

• I n v e s t m e n t  f u n d s  for E n d i c o t t  a n d  U s b u m c .  n e w  fields 

o n  t h e  N o r t h  S l o p e ,  h a v e  b e e n  largely g e n e r a t e d  b y  

P r u d h o e  B a y .  A  t a x  " b r e a k "  o n  m a r g i n a l  fields, cited b y  

a d v o c a t e s  for C S H B - 1 6 4 .  w o u l d  b e  offset b y  a  l a r g e r  t a x  

bite o n  P r u d h o e ,  w h i c h  p r o d u c e s  t h e  i n v e s t m e n t  l u n d s  for 

" m a r g i n a l  fields".

S t a n d a r d  A l a s k a  P r o d u c t i o n  C o m p a n y .  M a y  1 2 .  1 9 8 7
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S T A N D A R D

A L A S K A  P R O D U C T I O N

S e m i t o r  M i t c h  Abood  
A l a s k a  S t a t e  L e g i s l a t u r e  
P .O .  Uox V 
J u n e a u ,  i

Dou r  S e n a t o
In  b l n  l e t t e r  o f  May 17 t o  t h e  members o f  t h e  S e n a t e ,  t h e  

C o m m i s s i o n e r  o f  R ev enue  m a i n t a i n s  t h a t  o n l v  by i n c r e a s i n g  t h e  
s e v e r a n c e  t a x  on  A l a s k a ' s  o i l  i n d u s t r v  c a n  A l a s k a n s  r e c e i v e  t h e i r  
f a i r  s h a r e  o f  e c o n o m i c  b e n e f i t s  f r om  A l a s k a ' s  p e t r o l e u m  a c t i v i t y .  
T h e  C o m m i s s i o n e r  c i t e s  a s  e v i d e n c e  t h e  a n a l y s i s  o f  N o r t h  S l o p e  
d e v e l o p m en t  e x p e n d i t u r e s  p r e p a r e d  by o u r  i n d u s t r y  a s  p r o o t  o f  h i s  
c l a i m .

We s t r o n g l y  b e l i e v e  t h e  C o m m i s s i o n e r  h a s  m i s r e p r e s e n t e d  t h i s  
a n a l y s i s  and  i s  w rong  in c a l l i n g  t o r  p a s s a g e  o f  MB 1 64  w h i c h  i n ­
c r e a s e s  s e v e r a n c e  t a x e s  on t h e  I n d u s t r v  f o r  t h e  f o l l o w l n k  r e a s o n s :

1 .  T h e  numbers  in  t h e  a n a l y s i s  d o  n o t  i n c l u d e  t h e  b i l l i o n s  
o f  d o l l a r s  p a i d  t o  t h e  s t a t e  o f  A l a s k a  a s  in come  t a x e s ,  
p r o p e r t y  t a x e s ,  s e v e r a n c e  t a x e s ,  r o y a l t i e s  o r  o i l  and  
g a s  c o n s e r v a t i o n  t a x e s  d u r i n g  t h i s  p e r i o d :

2 .  T h e  f i g u r e s  r e p r e s e n t  d o l l a r s  s p e n t  on c a p i t a l  t e rm s  
o n l y .  F o r  i n s t a n c e ,  t h e  numbers  d o  no t  I n c l u d e  i n s t a l ­
l a t i o n  c o s t s  o f  N o r t h  S l o p e  f a c i l i t i e s  w h i c h  t o t a l  in  
t * c  h i  11 l e n s  o f  d o l l a r s  aw a rd e d  t o  A l a s k a n  c o n t r a c t o r s ;

3 .  T h e  C o m m i s s i o n e r ' s  l e t t e r  i g n o r *  t h e  t a c t  t h a t  A l a s k a  
c o o s  n o t  h a v e  t h e  a b i l i t y  t o  m a n u f a c t u r e  many o f  t h e  
f a c i l i t i e s  ( s u c h  a s  o i l  p i p e l i n e s  and  p r o d u c t i o n  n o d u l e s )  
w h i c h  a r e  n e c e s s a r y  t o r  o i l  p r o d u c t i o n  in  A l a s k a ;

4 .  T h e  C o m m i s s i o n e r  n e g l e c t s  t h e  m i l l i o n s  o f  d o l l a r s  s p e n t  
by t h e  i n d u s t r y  e a c h  y e a r  in  p a y r o l l  and  s a l a r i e s  f o r  
t h e i r  e m p l o y e e s  and  t h o s e  o f  t h e i r  c o n t r a c t o r s  w h i c h  
p r o v i d e  s e r v i c e s  s u c h  a s  s e c u r i t y ,  d r i l l i n g  r i g s ,  c a t e r i n g  
and r o u t i n e  m a c h in e  m a i n t e n a n c e ;  and

} .  We c h a l l e n g e  t h e  C o m m i s s i o n e r ' s  a s s e r t i o n  t h a t  a d d i t i o n a l  
s e v e r a n c e  t a x e s  w i l l  p r o v i d e  d i r e c t  e c o n o m i c  b e n e f i t s  t o  
A l a s k a n s .  T h e  a d d i t i o n a l  f u n d s  w i l l  u n d o u b t e d l y  g o  t o

•  •♦MIS « «  * * «
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1 of oil production for « leas* or property. Tho aonthly production

2 rat* at tho economic H a l t  for tho loaa* or property baaed upon the

) clear and convincing evidence of the taspeyer or the department shall

4 be calculated by dividing the value determined under (f) of this
o

5 section Into the average aonthly direct operating cost determined

1 under (*) of this section and shall be used for purposes of this

7 section for all oil production during that calendar year froa the

I leas* or property.

* * Sec. 3. This Act applies to oil produced after Hay 31, 1312.

10 * Sec 4. This Act takes effect lanedlately under AS 01.10.070(c).

CSK9 U M f l n )  am • ! •  X »0 1 4 «D
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Offered; ) JO.1/
For Today'• Calendar

Original sponsor: Rules/Covemor

1 IN THE HOUSE BY THE FINANCE COftll"TEE

2 CS FOR HOUSE BILL NO. 164 (Finance) as

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FIFTEENTH LEGISLATURE • FIRST SESSION

5 A BILL

6 For an Act entitled: 'An Act relating to the oil and gaa properties pro*

7 auction tax; and providing for an effective date.**

I BE IT ENACTED BY THE L E C I S U T U R E  OF THE STATE OF ALASKA:

9 * Section 1. AS 43.33.013(b) la repealed and reenacted to read:

10 (b) The econoaiic H a l t  factor for oil production of a leaae or

11 property shall be computed according to the following formula:

12 (1*(FEL/TF)) exp ((35.000.000 Z VDj/(FEL X TF/Days))

13 where: FEL • the aonthly production rate at the econoalc llait;

14 rf ■ the total production during the aonth for which the tax

13 la to be paid;

14 UD » the total nuaber of well daya in the aonth for which

17 the tax la to be paid;

lg Daya • the nuaber of daya in the aonth for which the tax la to

|9 be paid; and

20 where “exp" indicate* that the expreaaion following it la an exponent.

21 * Sec. 2. AS 43.33.013(d) la aaended to read:

22 (d) The aonthly production rat* at the econoaic llait for a

23 leaae or property la presuaed to be )00 barrels tiaes the nuaber of

24 well days for the leas* or property during the aonth for which the tax

25 is to be paid. The taxpayer or the departaent aay rebut this pro*

24 swaption at a formal hearing under AS 43.03.240 by providing clear and

27 convincing evidence of a different aonthly production rat* at the

21 ocenoaic liait for the lease or property. The hearing shall be held

29 before February 13 of the year or within six aonths after commencement

H B0144D  *1* C**B  1 4 4 ( F i n )  a a
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tM ill d u e t t .  I 4* Mt titnt:*: tnt it#» nil mi iw* i«ti t: co*>t«ct m m u m .  ri:!«*4t;o «t 
«::t*t u  tMi* U t o u o  itttuti ** it to (shmmm mm<i.•
I* («M!l1i6*, |3l4tl %mvt •* IM. I 14* *** M  MM'itl ft It4t* M*>Mlti{| I (*Tit>j1 tt* tM Im'tt* *« 
|l*tt{ IM Si! ::«f*.tl u n t o  *41 1**14. 1 (M4 tt «u* ***!«•

Si*(4*4lt.

/X cC tK ^ r &  & L c f L o  

h o * i n  i t 7 O i
cut, Jt4t*, im J'q PoCt ^cf7 0  (/



It«r 4 , i w
Inter RiUti *::ci 

F.O. >01 V
; . m u ,  u  w i n

•nr !»•»!:• 4i::ii

I it mtirf to 4ii ' y  i*v W H r t  in t a t m i * |  tM (is»m:c licit Factor vt to ».l»ert *1 IM. ait»»*;s 

I »*:• tMt io*r c m r t t  to tM fat'Stm ‘ill* ■NffliMr :• t M  m . a  iMteata t*at »t. r a  to Mrar s* 

tM oil t:i;4*;»t aaotwr tamaa), I 4i »:;»•; t»al a (In* ttaaiMtie* ;» t‘i» t.9;ttt >111 tlkfja 

ran aiM.

Ma? of at i» fairtjsit vt ait'iMir (MtftW it:.t tM t*:;at. 44 i m  t:: »itf Mtt ilnitr

leit tMir Jttij M M  4*# (ne lemj tMir »wot. Im? ao** s* Irioaft a.tj MlfMoro till l:»o tMir 

;:ii »itk tM :a;;*n*; of Mil Mil final int. Uttntmtala, tM ni*4t« wuv at t»tt tin tvn\ 
attsM '.Mt.

■*iia it it tMi tMt a tntais aaaaat cl fat car tt c«t Iroa vt Mftt, I its t tiiai t»u tin aMlcatai 
ft/ tladH e*ficialt froa vvvv; tMt IM ttitt M C t i m  ttt Mir t M M  of r t m a H  tM ctl l&fcotff* 

•nmallr M  eil tt t M O f O M U lt

m m  m a t  •»*# t»( vt * »»s net t* K m ,  *t (tilt iff mi iati ttatt ntt#a»t. M r  m a t  m m  ;::f, •« 

(Ml: a*fsr j to «i*t t M  eil ceactMtt a u t  i w l .

M*. :‘!t*'ll, It It I ItfflTMt |t(t«M. M  aill M«t t: till Cktt Vi »l|li t: 54* *V IV Ml* V M M  C4 
tar#i;tt *a r.‘»» n  ntf.

I it •illtt{ ts :n n  Wi, Mt Ml* if tM sil (tniMtt ;»* tMir fit* tMM. v# it tat tM tut t: fna 

tM 911 (MlkSitt WOtM* tk* OMll.

I it IttlTf tv ttv fall tiSSPt far •» !»f. SrifttlSIf,, •§ :i* *mS( Ml! »M«ftttO tM ((dtMlt m t t  

fa:t:* "to w i n * )  to Ff«*M* for a* ittitiml fuc rant. *M N o n  Contia* fcatliMta taiat a ana 

n w n n t l t f  tatraac*. w M r  im m« (alnlatlMt, M m a  frs* »r***.ja In aont Me IIM rlf tlijM!*, 

aftilo f*^r*t frsn Catamt iMMaia. ill ittr pMiciaf ia«i#t rartira M ^ t t m .

* m  Mt aftntt cf tMi« lacraiMt vt Mnaatai <.:t Mis ttata m m * . tt a*t tot ka«« a aatatna m a t t  at

t M  ail (oostmt. I aa M t  e m ^ a *  tMt tMt atll *ta w  m m »  to taMrtt ifiittotai ooflorotiw at

• O H M *  to tMir ta«a*:«a* atMtstt at atw# n t o m t t  attatt.•
It (tit-Cit.at, tiaiM t40»rt •> ;M. I m  m  t M  oatoUtt :• ttata u m « t i  I u m i t  i n  t M  M U f i l t  «•

ti*it{ tta i;i cstoanat virv to* Waal. I Is m  f a u n s  ts ttv

liMraly,

Min
L

M:rattt

C t l* .  I t a t a .  l i s t



Nlr «. 1417

Snitor OitO 

P.O. >4i V 
hm t, u  m n

i u r  S m t n  kuli

I it mti*j to nt ion usont <n t.i;nsi% tM £c:*M»t Lioit Mstn r# to i.##nt ►> nt. *lt»o*$» 

I »**• tMt y#n CtMMll IB ts# F n n m t  Silly M«i*#ir*» &  tilt i i m  tMitit# tMt r*o no i« i n n  ol 

;i»i*j tM oil t:*;o*ui i*stMr tit-suii, I n  *##uf tMt • (Inn m o u i t m  o* tci# t.t;*:t nil c*nj»

fX* Of J.

M M  e< it i« FiirMMt no titroMly «n:n*»3 iso.t tM s.*;«t. a# tw m m  |#c#l# *•: Mtt olMHy 

istt tMir ;»ti i s m i'o n r  Ion*; tMir k m .  R m  ##r# e* on fri#M# n: ##l>Mnt nil leto t*#ir 

jcs» *:t» tM :*}•**>*? 8* t»i« ##it *ii:»l nr. Miertcti4ttlr« tM k h i i i  n:tn it t#i» tut eiMtt 

it t art tMt.

mil# a  it {».* t»it i cntii* iwnt »< lit tn »♦ c.t nt* ft >*ijtt. I so* t tn** tut tin iMieitti 

on #I#<tH e<licii!» ire# mn»»; tut tM ititt rKintt it* lit* i m #  c* k > m i i  fra# tM cil iMattrn 

tiociilly *»n eil it a tf f tt— wit marc#.

•Mt t u n  *»•♦ t:o; nt •» m  list d  m i ,  m  (Oil: |Hn« m i  out# m f r w .  •in t u n  »ri t::s, m  

(mil iMno to fut tM ctl cotai<*m c Mi non.

Mil s»;sm». it i» i li**nrt stem#. m  «ill »n* ts tut (its rt t»ti» ts :ii in st* Mi» » m #  •* 

m t i C M  rior k N .

I it aiilM? ts on •* nn*. tit ml* I# tM cil c u n m  ;n  tMir i.u  ton#. «c* u  Mt tM tin  tc iim 
tM cil d o n u t «t:**n to* n#*i.

I ao itu«t in ruv Mil otfsns in •> it#. CniutU*. •> tt# *m!< m m  p t m M  tM (cmcsc tint 

Fcctw «rm nsunj to »<*:♦:« <n n  atfitlful Iim uni. tM •>:.!» :o»»;tu» fctmnt# i n n  a tno 

( M W O M M I M  otnscc*. n t n  tM M* (lICtililSM, rt*rt*t lr» »r*i10t In Oil# CllltM nlf t.if't.t. 

■All# rrtSN# lr« I 4 « M  «*t<f IM'IIM. *11 SilM* |TM#(|ft| lltlfl *MiC r#t#l«# r##*ttt:<M.

tM »« m » : u  »i tMi* itCTMiM <M srniiitt «c.!s Mi# ititt M * n . «  nt Mt m m  o ##ftllM Hkr. r

tM oil (Min.tt. I ao Mt cornu## tMt tM» «ill .so on inn tt cottict *ttit»tu. rtslnitir it

sissirs t# tMir ti4#>:«n itMogti on s’. m  c u m i n  irnti.

•
I* crc'unet, #l«4M im#nt *  :i«. 1 cm ut tM MMfitt t* ttit# osnriMi 1 <#w*t no i m  tniMti «*

|u»tj i m  #tt (SMtnit aattMr sn srin. I Its* in»ns ts

liMntU.

" ,n' J / / .

u m m S S V f

s,,t- " ,% * Z o u < ~ ^ ' a l .

5 ? 7 4 /



lUy 4, 1417

StMtcr Altci 

P.O. h i  V 

tall*, AK fflll

Stir Suiter Ai:e.'t

I it «itir| (o ill t* ytar M i e r t  <cr tatftallH tit Etf etic U M t  Factor i*: te m f t f t  «■! ill. AltMi;* 

I l*0« tilt yO«r c:ilt*tl It t M  FltMlMi Silly NOafJUMr »  till I I M  I N U l t l  tilt y&. I M  Id MiJ* 0« 

|lt|d| t M  eil ceniiiti i M t M r  tiftrtit, I it ketlM tMt i clottr t«niMtier :* tut M j K t  nil ini|i 

rt»r OtM.

M M  0< ll I" FlirtlMl I'l t't'dlly (PCtTM* i::.t t M  litjtt. m  *•:« tec M M  MC#lt •*: *««« tlMllr 

lett tfttir j::tj i:it I't #»i* leu*; tMir »m#i. m m  tart e* In tMt i»l oil i:it tMir

JCil *ltd tM Itfiuitf *1 tMt Mil lllCll ill*. UtfertiMttli, IM J'nit# IKttr It fit tilt tl'Mt 

Ifetcrb tMt.

•Ml# It It t M #  fit I CtMlI* MOtft e< M t  tt* M  Cut Me# t M  Miftt, I CSrt t t»l#t till till ItCICIttt 

tj tlttttJ eHieiilt fro« t rt, M M  tMt i m  m t t  rtctntt itt Mir t M M  si t».t*.#i ir» t M  eil iMutry, 
uettiilly «M* eil it i *:* f i M m l t  rttarco.

•m * t m i  »»•* *•! »t ‘i: list :* »i ttil: i«;'i t in ttitt S':;m i i . m *  t i m  *»m  «:::. »t

(Ml: iMert te ;i*t t M  oil cetei'itt t tit i'iit,

••#, fcc.'it. it it i iilltrrt m u m .  «» aill tut te tut uti r: tt;:* te sir *v Mi* tur# t» 

ItrrUtt M  MJty C* Mtt.

I ii iilltry te fir tr tMM. s*t o*lr i* tM eil CMMMtt tMir Mi» imm. Ito it Mt tM ttM t: ;.<» 

tM etl COtftMtt H M t M r  Mt SMI*.

I ii itiu; l y  i v  Mlt ttfcxt M *  *1 1*4. >»;;m ;i», -I i»e n < t  t n  t c e m m  m u

Mtt:* I 'M itslffy te 7'ti*M *«r i* ittitixil ‘n t  i«*u. f't M.tt C w i t t n  l.m.t.tt t m i  i nr# 

:nj»t*r*ti«t oh'iki. M U '  t M  *#• cilcilitt&n, r t m m  “5# »r*rs# t „  •ni: cocltM s*l» tliyttlt,
•nilt rttr*^ <rot f«f«n* ikmiii. *11 e f r  e n u t i * ; Iitlft «m i : rccti* m m i c m .

* M  M t  t“Ktt e‘ t»tt# i m m u i i  i*: fttftm  i©*!: Ml: ttitt M*t*.#t * m  Mt t u t  t n;»ts*t H < K t  r
t M  eil Cf M U M .  I II Mt C M f l M M  tMt tMi Mil .It tut tvti tl C9Mr(t Itt.ttf I. M i x i t . S *  II
w;:its te tMir taiftnr ittnett ** # m *  eeteititi ittttt.

U  ee<*el*ti«», tltm M t v t  mi ill. J «*» nt t*t N M h t t  e» ttitt teriiMi I eitmet nt ?m tftMlt c» 
|i*f j tM til (t«e#*itl IMtM# tit trill. I leei 4|t**f| tt tTtr rtfly.

Ajftlll / i > .  A y  c) < i c

*><) ? 4  /



Riv 4, 1987

tenter «»tCh OleeS 

8.0. 1st V 
Joann, M  ffttl I,
5er Suiter

I ii «rit»i| te nt lor re*r MOOOrt te* HtfwliH tfct Uett Fitter in  te ustert H IM. Oltscefl
I ina tut rewr ceeeeatt te ’.‘ i Fitriait Duly imHUaif e* tM iim  m ints f i t  »u in  tn tuer e» 
;u»*j tn eil c u n t i  mtHf t irm u , I n net.*; f i t  i dour ouiiiitto* ef ton i.ijict •ill cn*;» 
is/  ant.

"in ef .i te Fiirer.u r« tstreiely (Wiffl i : m  tn s.tjet. »* »*:• t:« i m  poifle **s hit elnaor 

ieit tMir ;:et| t:te in i m  letnf tMir WNt. May eere e* er fr;eu* in w ; u c m  aill 1st* tm r 
ioet aim tn tr;n*r; el ten ntt (ik«I iter. Oefortceettlri tn omits setter it t M  tin caoeet 

i:t:n tm.

nili st it treo tut i tested m u t  e' tit tea ee cat fro* tn e.s;tt, I ;r t ttitt t m  t m  iiticitH 

elKtH effitiiit tree UMrtbg tut tn ititt rKilitt iti liir f  re ei rnttmt tree tn etl m.ury, 
et;e:ully re*, eil is i eee*n*mtle retorte.

tun *en ;:■»« r i  *e us elst c< eonr, *e :c .’. : a l ln  err str.e :n;u»t. Me* tnet *en *e 
<s«le «<ire t: ?»*» tie etl (eter-iet e tit m u .

Roe, efteree, it it i itiiem etctre. «e aill n»e ts tin nts rs lefia te :i« ir er h r  rite e* 
tenues h  e»jSf v nes.

I it  atllu ; ts fir er tu n , :.t  «*!« i< t*e eil tensities sir tmr h r  a r e . k« u *:t tn  tue ts fite 
tn  eil (seem s r : t * r  ter reel.

I i i  i t i r i  <r is r  fell n s ir t  h* *0 te*. Ori|ieelly, -1 :»« aeeis n.e ye«rtes f e  (tw iic Uett 
f* :tr  fee *ssJ|i*j te >r*t*se * v  r  oMitiPil h«e rer*. f»e *>.u Casernes fcosttute tint < ere 
tu m n n u e n fru ti, emr in  u« t«lt«letten( n> .» f :« Trane hr • t .'.t  tetliw self tlitu lr, 
Mile m tM  trse ir s n i  m u m . oil M ir m n :r {  fteiti : useue us.ttn n .

*n net Mletts st t n u  lecreeai rs tesuim «&•!* eels stite routes in nt h*o • njitue et*t<t s* 

tn eil ceeoniM. I u  ett ernnei fit tn* ait: .te tr ere* ts es*t^t lu.tsri. eielntse* u  
ssssie* te t n r  turiir itteeet* •* etn* tncMut meti.

•

h  sanitate*. »:em Mtort •! h«. I tn we tn lent it* «• ttite see*:;**: I («wt its tn erehts «* 
tn eil t wrist r:tn* u* m u .  I f r u n  te isr »eslr.

Iiueulr,

4*‘Util
Csty• lute. Ityt

9*i ?*/



nir 4, 1417
*

Snttor Hitch *:«:

P.O. hi V 

J.illw, tt 44111

Stir Sinter

I it »rit!*j to m  ‘or inr t.issft ter t.tsnsi*; f t  E::*ettc Licit Pieter n t  tc nssert M  IM. *lt’»*;* 

I f  :• thit iC'.r C M M t t i  tr. f t  Pi I r o«o 11 Tilly M a H U n t r  on tin n u t  iMictl# fit yet v t  i*> Iner s' 

fttihf *.‘t ell cotettin w t N r  luHriil, 1 n  *01114 fit 1 tint* tuu'itier o' tlie Mfejtct >111 f  i*|t 

ixr IIM.

"iv ot nt le PainiAii vt titMitiy C W V M 4  m m  tM :.«jtt. *# tse tvy etesit v} m m  «;»tiif 

lett t«nr jeon m m  Art tit* lein; tMir Mete. *vt mt  e* ».» IneMt nt Mifstri *111 leit '.‘tn 

jcei *nt ttt ItfiuiH e* tilt ent tittil rttr. Mlertesutel/, ft tri«itt inter «t t m  tut cunt 

itt:*t tMt.

Milt it It t ut *.‘15 I CtMllir M O M t  t< <15 C M  St (it tret Vt M ( t t ,  I SOf t tlitt fit till lltlSltn 
titc.tl elticiili tret n n m ;  fit vt ititt r t c t i m  iti tnr w t  :t r t m M I  tret ?*t eil tMtltry, 

h ; k u U v  n r  eil it t i c r t thillt 'tunct.

Mt *  t u n  M t t  i M  h  ‘is tlot :t k t k ,  •« ct<ll i f n c  tvt ttitt in. M r  t u n  » tn •« 

to»ie titers te j u t  f t  oil cetsrin 1 t n  Meti.

■ m ( etcen'tt. it 11 1 cittrrt sutne. »* «;ll t u t  t: tut ;*tt AM ttju ts sir *v tv tnr w t  s< 

MTflCM H  Mjfr Cr t#M.

I it •illu; te sir tr f  nt, tit etlt it vt eil ( m s m i m  pit f e u  tnr tn*t. *.;• 11 n t  f t  tut te tut 
vt eil cetsitui r e f e r  t n  suit.

1 It Itltej IS.* M l  ler *1 ||4. OriflMllfi M  ill m U  lut s*#*t‘5tt ft ( c m t u  uett
fitter tret i M l f t M  te » r * r u  *er n  istitiesel tin h i m .  itt Mite CMtitttt S.nttt.tt u m  1 t«re 
C M riM »l«t ■ i'UM. M M r  f t  ii* celcelitiMi. r t u n t  trot » n r : t  I n  < 1*;c leclnt M l t  iliyttlt. 
r u e  r t i M M  trsi i m i m  i k / m m .  <11 tfr* s'tt«:st{ lielte recent r t M t i m .

'u «tt etttstt e< fete itcreim n t  ttutittt «ult tele ttite * nr; t t  n t  set m m  i >t(iiiit ettttt n  

t n  eil c s n n u t .  I 11 nt cmrst-t fit tn r  aill tm tv tnr* ts ctMect i t M i r t n  #»:!:>* iv.r it 
w::i*t te net* tne-su* ittnett » « it M r  (stsnttt eeeeti.

A

I* (ennti«r. iImm M * y t  M  IM. I cet iu t*e MMlite «• ettte urtu-ji I crt-it tn tn sre'iti s* 
U»i*i ft eil cueniti tret Mr ?*♦ j*m. } its* <sr*r: ts itir »«•».

Sf cntit.

Mtrnil <\  p /  -  / * V /



Niy 4 , 19B7

Sinter Bltd *tcoi 

P.O. Bat v 

JuMlj, A* 9«5ll

Otir Sint:; *<»ji

I ii tritiflf to lit «:r icvr i.;::rt to. tn Ecemic Lint Piety nt to u;;yt *•» IM. AltMujt

t I m  tiit yo«t  couMti in tn PiiniMt July tnrt.flr on tin tit* mien* tn: you in m  <i«y o'
fiflnj tn oil (Oi;i*tn MCtfctr tn-tnit, I 11 to# I eg tnt i dour nmnition s' till itljKt till cM#|# 
your IIM.

"in ol ui t« Pitrlwtt ,n  ntnnly c :* :rn j i)o«t tn e.ojtt. n  »»:• tec n n  sisdi «n n«i ilnMy 
lett tnir jests isii iri in* ictirv* tntr Inn . n*» rt« o' Our IniMi m i n lf le r i till I etc tnir 
jost «itn tn HfiMttf o* tMt m t ineil y«it .  Mortciittly, tn  ermti itcter it tMt tin  ci*nt 
iti:*o tm .

m l t  it tt t m  tnt i eirtnn rnut el lit cr si cut irci tn :.:;iti I m ' t  tu n tnt tin itoicitn 

or titetri cilieiilt irei nwriH tnt tn ttite ncnni itt litr uiri el M i a m i  irc« tn etl iMuttry, 

MfKliUy i n  eil it i w f C M M t l t  rnnrci.

•n« tin t »in ; : :t  m i h  no list ol i:*ir, .» es-.lo i l ly i  tin  ttitt yoffm . i t  tin t m m *#
code iiiyo  to f in  tn oil cctsintt i tn :ni«.

»:*, e'esrtt, tt it i Jtflonet oitt.n. »i *.11 M u  t: tin c«tt ri ititt te on ly tr loir t n n  el 
tofticn n  «ns»«' nn.

I it  t illtn  t : ;ir ty tn n , nt e»lr n tn  eil ::«;im t on tntr l*tr in n . n* it *:t tn  tin  ts tin  
tn  cil coo#Mitt inttrr tn snn.

I it itti*; ly is.r nil ly *1 IM. OnfiMllr. -i it* ■cat# tut »n*rtto tn Eernte ittit
Pictor ir»i loolftr; to ProM# iy m ittitiyil in# i*r». tn m t #  Icmhim kMtititi tint i nti 

teijnnnut t##r##ct. M r  tn *#• cilc*litir», M*r.t «':»P m m  in *:.;o locltt# ri* t!i;‘tli, 

•Ail# r M M  irst latent inytm. ill stn» licit# m i l  rtetm r##vett#tt.

tn "it tlitett o* t n n  ircniut ri Jccrtmt m l t  m o  ttitt » m m i  n  Mt M*t t n;itm Hint **

tn eil ( M i ’iii, I n  nt s m n t :  tnt tn» till .tt Mr ty n  ts ert.it mtttcul ctelcnttct «t

eeosn-t to t n n  i i t H d  ittnott »»stn* iccriti ntttt.

•
1* cwUt;®*, iIhm t4 jy t  •} ;»«. I cm tn tn  MMlit# ei ttitt wr:t*tt I c m t  tn  tn tn tiitt #i
yititf tn  oil cjwintt unity tn wn*. I i m  4y*r# t: year •«!».

Stmtrtly.

*{|rttti

t“ ,, ,,‘u' f L L  A k , f f / f t



Simtor Mitch Atc;2 

P.O. Is< V 

JuAflU, U  Will

5 tf Seller *t:c:i

I it •'ttinf te id lz' in' MHi't t.tjtmn tit (c;*mic Ltait fitter in te une't >•! IU. *lt>:i;A 

I in* th*t i&.r cent* tt in tut F i i m m  Oiilt M*t**iAir e* Utte n u  iMtcitt tnt rsi vi m  n»er e» 

flfM| t‘i eil (ctsmtt intnr tn-tm), I n  htlif tnt i clcm ifitintie* a< tin i.IjKt aill tki*;r 

r*r mt .

M a» el wi in fiirlutt i't tttrMtly cower*#! it:.t t*i s»e;#t. h  )»;• tee tin tt:;lt »*: )n< ilnilf 

ICIt thfir ;;iu «s«« in t m  lc*l*t tMlf tnt*. May *;n |« X' <fi**l» l*e Miyntri Mill let* tnir 

i d  ills tn NtiuiH ef tilt ant fucil tnr. mfertfiittly, tn s'Kiit ttctor it t*>i« tin caaaot 

liter! t*H.

mile tt i» t n e  tnt i cert it* mmi: ef lit tr st cat Ire* t n  e.ejit, t «;• t tin* t*i» t m  micitti 

e*r tlttttS ellicilll frci ;*l.'f; t M t  t‘t Ititt rttlhtl III llir f i n  el r t t V .«» fr «  m  eil 1‘i.f.n, 
ttytcully « M a  eil ti i »e**nn*i:lt rtteerct.

m u  tint M't ;eee **i »t *ie ilet el i:«*t-, •• ee.i: i“ cn tin ititt erê fitt. ttn ttitt m t  ;::e, »t

(fell iHon ts )t(t tn etl i lit Srm.

»:*■ elce.Mt, tt ti i <iHt^r*t n c tf t. it aill tnt ts titt c«ti m  st;;* te sir iet W  llir f i n  e< 

tm u t i  *t m s * «' m t .

I n  *1 1 1 1 *1 ts sir tt fin. s*t ettr M  tn etl team itt tii tnir n w  fin. *c* u  nt tn tnt ts % ut 
tr# si I CMMtiti M t N r  t«« sm).

1 it m t*; i y  ijvf n il ».:»;**. * y  -I lit. > i ; i ' i ; l i ,  >4 IK ««:: M*t im r t i :  f t  {tenut Hut 
fitter irsi m i f f )  ts h tM t ‘ s' f  f.j.tisn l im  i t f i .  *n Nut Cettitttt fctotint* tim  • m t 
cwnMMtn m m :*. OMtr tn  tt» tiltilitien , n*m t <rs* Fnnot In m il eti’.in  «aiy il»$n»r, 
f i l e  rtHM fr*a i*»ir*» r :n m . ail itMr j n : . : f ; ‘ jt.tt m il n ttiit n $ f tien.

*n nt «“ ttti si tntt m m tit f t  m nittt m lt n it it it* im m m  f t  nt Mu i ufiti«t t‘ n:t 
tn  eil c:«tf .tt. I it nt cenin»t tnt twy aill .tt tw wm t: teititt MUtlenl tnlentse* n  
ciimh te tnir tm -e .f itttteti e* itMr ttK »:it ittttt.

•
J* tenl.i.f. lime i^tft *1 a*. I <f wt tn stn‘iti e‘ ititt h m i i ;i • unit i h  tn imeliti «•

ti*:*; tn eit cm*itt fetter t« m o .  1 l:e« ‘em*: ts w  mlt.

Si* etnlt.



Stftitor Hitch Aecao 

P.O. ki V 

Junaau, AK 99111

Our Janitor At::::

I <• •ritknf to <ik <;r year ivtsort lor totpniH tbt Icreatc Lint fi:t:r r: to tuocrt n| i m . Mtbeafib 

I »*:• that !f&.r ccurtt to tnt fatrfiaaii 5nl» MafHliMr on tMt m u  tnitcata tMt r3a i m  in M»er Ol 

Qlviflf tM oil coieiMM rotMr tirtrtil, 1 «a *ee;r; tMt i dear tiaatraticn el tnn t.j-tet ■ill (M*;» 

r»vr aiM.

llaay ol ut in fitroni art utrtaalr coactftH iboat taa e.ejat. *» »»:• tee aav idSt •*: M#t alrtaif 

l:r. tMir jeeti i:ai i m  «»*<■ loun; tMir Matt. tony tor* a* oar Irina a*: atlfMora nil loir tMir 

jcit nth tM btfiMiap ol tMt rut litcal itar. UaieMtMttlr, tM m a t t  tutor it tMt tin cant 

aotorb tMi.

Mil* it it trwt tnat a cartata aaoaat ol lat cr tr cat Met tM s.:;tt, 1 eon t IM « tMt tat* iMtcatrt 

o»r dactai ollicialt Iroa tatariif tnat tit ttatr rtctutt itt lair tear* cl r u r a l  frta tM ell I Mat try, 

atptcially «*r oil it a norrtmtlt rtMarct.

m u  tiua »f't a*: •» m : alot c* oor-tv, •» :c.l: allari ea«r %tat* oropoat. Mat tiut >ri {:::, n

::.l: a*ier| to ;i«r tM etl cc«ei*-sti a tar trial.

»:*, ckc.Mt, it it a liffarpat atctart. «t nil Put to tait Mtt a*: tt;:a te tar ler ear lair t M M  el 

tarticai m  tnjef cr urt.

I at *il!i*; to par ay tMM. bit ctlr U  tt* etl ::«;iMct oar tMir latr tMM. it #:t tM tut te ;t«t 

tM oil ceatiMit t*:tM» tar brtak.

! at atktt; lor i v  l«ll uttert <:• M  u«. Qri|ttelly, -> IM • .5: tut juirMrt tM c Ltrtt

factor ir&a i:;l»i*; to PraiMt ler an m u n i  lut ttan. fa* :.t» wcuittt* l.ttttt.ta taate a acri

:oi;rtM*ti«a iffrootb. irtr IM n« calcilttm, m u m #  <»:• PraiMt in Mall c u l m  :*h dlfbtly, 
•Ml* riitttt Iroa * .ear** n.is tuMtta. Ml atbtr irMilH IttJCt rtetut rtiactlttt.

9m rat tiltctt el tMta uc/iaua a*: ncrtatat «edt Ml; atatt m r u t  im tat Mt# a Mjitut #4l#tt o*

tM eil ceieantt. I aa *:t coaviMti tMt tM> nil .tt w  a m  te ctatact a H U m l  t d m i c r  at

eooetto to tMir tilt*tnr attatett :* et»#r cierut attatt.

•
It cnUtibi, plant tuoert 4  ||4. I ut ut i m  m i  Itt e* ttata w n t M t  I uwet i h  tM Miifltf e*

«t«t*f tM etl c:aea«iet IMIMT t«« brtil. I ls-e* ivwi te anr *ul».

Siacprtly,

Mill *~j/ . / t

Ailrattl . * / j f ' J f  /0 < *  7  7

Cttfa Itatt, |||I i ^  ¥*/ ?/ £

rur 4, 1997



My 4, 1967

Sintor Hitch 4:csJ 

P.O. 151 V 
JuftfH, M 95911

Stir Stntor

I <• arittnf ts i*k for y:<.r meort ter t.tptnuf tn Ec:*ct;c Uett Fictsr in to i.;;^t M  It*. 4ltke^ 

I tnoa tMt iz.r court* in tm FurMlt Silly ftwflintr on tM« h i m  indicite tMt yo* in in fi»or of 
glfing tn oil esietmt metier tu*tnii, I i» Moir; tnt i clew eumitim of tnn i.iject *111 tM*;* 

w  tin.

M M  ef it tr. furiiMt m  titnifly conrno uo.t tn 6u#f«t. it •»:« toe i**y »*J M«t iSmiy 

iott tnsr >:ii; »:«» in itn leimg tnir low. May *:n e* ».r frieMt **i n  insert «tll lost tnir 

jcot aitn tn Otflflsiofl of till nit fiitil yiir. UafortiMtlly, tit private tutor it t m  tut ctMet 

ibierfe tni.

Mi It it ii tr«t tMt i etrtim uont of fit cm tt cut fret tn e.J;tt, 1 eon t tm i t m  Ink iMicitti 

:/ tltttts efficiilt free iewi»f tnt tn ttitt receuet itt fur mere ef rerfaw fret tn oil rewitry, 

ttOKlilly an* eil ii i *o*-nuai:Ie retoerct.

tie* t i m  *en ;::i **c »t i n  <lot of ocuer, .t cê ls iffpre m *t ttite erofun. iota tint w t  ?::i, »t 

code effcri to gin tn etl coefMiee i tn etui.

lea, efceane, it it i different cicun. «t aill M n  to tut ntt in itfi* te :i» *z* ts fur t n n  of 
eerticee at enof tf

I it aiiitr; to gtf ty tnn. e.t o»li if tn oil cetoimt oiy tnir fur tnn. *e« u  *:t tn tin to gut 

tn oil c e m m t  i W M r  tn snu.

I it n u n  *zr year full Mfort for “I 1*4. OrtftMlly, *4 it* aeald Mtt ptitatH tn Ecemic lint 

Meter fret inlyi*; to Pm*:* for w  WitioMl fue ytm. fit n . u  Cotiiittr fcMlitete tint i ten 

c c t j n n n m  n?n*:». M i r  tn na cilctlitien, rtit*.* fret Preftoe In w l l  M l i H  o*lr iltf'tly, 

aiiSt rear.t froi vjoim »:-.ie istnut. *11 ot*r orj'.nr; *ieUt <.!s receite ne.rtien.

**t Mt tfftctt of t * m  lecrtntt i*J ctcnmt ae.l: nip ttitt re>e*;et iM nt tut i njitut tfttt e* 
tn oil cotonti. I it nt ce*vi*ctl tnt tn» aill .tt e.r • :•»< t: ci»Mt tuition! ttelent;:^ it 
oteetts to t m r  tettmtr I'tnett e*. :*.*»» cnernt ittttt.

le cox Ut tea, eleiie M f n t  -1 144. i ci* ut ri eettfiit e< ttitt «ersi*fi * twit tn tn eeeefiti e« 
fit|0| tn eil ceiomtt rotn* ti* tnn. I Isc* fetaire to »o*r rtoly.

SlMtnly,



Kir «. 1487

SritJf Kttcn ASttJ 

f.O. lat v 

J a M M ,  a  i’ll I

5itr Sinter Kttii

I i* • M i r j  te n t  'or year m u o r t  for tutptiiieg tn Ecmsiic Lint fitter 1*3 tc insert Hi im. AlMcijn 

I 1*0* Mlt »e.r C O M V t !  lit M l  fltrfe|flk< Cltlf lMI*KlN«r on Milt lltwt tnjicilt Mlt VCvi M l  M  'Ivor O' 

|t'M| I K  ail csientt i*:mm tn-tnit, I 11 nsirj Mit 1 elttir eiMintior o' M..t i.ejitt will cNrgi 
U /  line.

n n  of wt in furtmt in u m i i i It te«carn8 ise.t tn :.i;it. m  tee way ptesla •*: u«» ilniti 
Istt Ultr jeeij ten in ••»* Je»M? tMir Pent. Kin m m  o' »*r friaMa r: Mignert aill loti tMir 
;:*.l alM Ml N||M|e| Of till Mtt flUll ill*. UAlcrtsMtllf, t‘* |M«|tl IKtOT It Mil till CIMOt 
litert Mil.

a m i  it tt M w i  tnt 1 cirtna u:.*t :* lit t r  :i tut f ' M  t n  :.e;»t, 1 c m  t tn** t en t m  iltieitn 

M r  i I k I H  eflienlt fret i n *  teg tnt m i  ttiti ritiivit iti iilr t n n  e< riii-.it f m  t n  oil tMuttry, 

iijkuIIt M m  etl it 1 « M * n « M i l U  ntoarct.

m m  tint t m  f::e i n  •» n :  it.t cf m i r ,  •» ce.l: i " c n  n n  ttiti : n ; m t .  k k  tint » « n  (eel,

ee.ie alien te give t n  etl cc«:i*tit 1 t n  t n n .

te«. o'ce.m, it tt 1 lif'in*t ptsun. *t aill iiti ts ti*i Mtt i n  ti|ia ts sir'e* e«r 'nr i n n  o' 

tarvicat m  isjo* er m e .

1 ii ailtMt ts per •* t n n .  t«t M i r  1' t n  etl c o m m i m  ;t» t m r  Mir t n n .  hsw n  m  t n  tin ts g m  

t n  eil caapMiet m s  m m  te* snii.

! it 1111*1 for fall aapfert < m  *1 IM. Originlly, *  I M  *:w!C U t f  pn*t*!te t n  (seeeatc Itait 

fetter fro* issl?M{ is 'n:*:r < y  «a tepittenl flat yten. fri Htwti JeeeittM klttttata t u n  1 t e n  
t e i s n n n m  ij;n*M. WK#r t n  ti* cilnlitien, r u m i  Met fraMea i n  Mall < k ! » m  otlr •llf^tly* 

Mtlt n < r . i  * m  laSirai ae.is licrMM. *11 itlr »rsiteteg *»•!*» risiirt nr.ttion.

’n  M t  t " « t t :' t n n  t a c n m t  i n  erenint <.IP m e  ititt n>t*.tt i n  nt t u t  1 n g i t m  u n i t  e*

t n  eil c e n f i H .  I ta M t  «f*i#: «  tnt mi* aill ,u  t*r ion* ts ct*.\ct leeiticni t t i l n t t p  11
si; sue te tntr tin*:*** ittiestt e» etn* c u t M n  ntett.e
la tanl.t.e*, s i t m  *41*  t *•> IM. t a t  m  t n  e m ' t t t :» ttiti urliegi I a»A*.t i n  t n  lanfiti e» 

ft«t*f t n  etl ( m k i i i  e n t n r  te* p h i .  I lac* * e m n  te »sr* naif.

Siacenly,

m i ,  t 7^/c}«\Aic%

'ej'itu y J S /  dr»<y/

.ii, h.i«> tm CCA. rn 7 c /


