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"We have also found [in Indonesia] to an almost
unprecedented degree the very desirable and somewhat

uncommon qualities of stability, honor, and fair dealing. In
the turbulence of the international oil business, Indonesia has

been an island of rationality and wisdom."

_ Robert E. Wycojf
President, Atlantic-Richfield Co.

address to the Indonesian Petroleum Association
October 1987



Chart 8

ARCO Kuparuk Example

Change in Annual Gross Revenue
Change in Annual Severance Tax
Tax Rate on Incremental Production
Average Tax Rate Before Drilling
Average Tax Rate After Drilling

Percent Ch?_nge In Average Tax Rate
Due to Drilling

Current  Proposed
Law Law

$981,000  $981,000
$37846)  $58,611
3% 6.0%
7820%  10.944%
7806%  10.938%

-0.180% *0.055%

Division ofdlicy, A9Hs



How Would The New ELF Affect Profits And Shares ?
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"The power of taxation shall never be surrendered. This
power shall not be suspended or contracted away...."

The Alaska Constitution



Legislator: *...[W]hat percent do you think they [the state] should collect?

Mr. Taylor. "Something a little lower than it is now. About half the income
tax for instance.... I think it would be much more fair for the industry and the state
to get about the same share out of Prudhoe Bay even though we are paying the
expenses and we made the investment...."

Islator: "So you think it should be brought down to the point where the state

Le
and tﬁe Industry get roughly equal shares in this. You like that better?"
Mr Taylor: "Yes, sir.”

Mr. Monte Taylor
~ Exxon USA Alaska Operations Manager
Joint Gas Pipeline Committee, May 21,1981

Legislator: "Did I hear you say you would concur on that?"
Mr. Donaldson: "I think that if you get rough parity with the state...we would
have to think a long time as an industry, as a company, before we said that is not a

pretty fair piece of middle ground.”
_ _ Mr. Richard Donaldson
SOHIO vice-presidentfor government!public affairs

~expressing agreement with Mr. Taylor,
Joint Gas Pipeline Committee, May 21,1981



"Alaska Is not unfamiliar with the activities and importance
of lobbies. But it is important to bear in mind that lobbying
activity on a scale never before seen will take place in the
capital when Alaska becomes a state... | |

"The taking of Alaska's mineral resources without leaving
some reasonable return for the support of Alaska
governmental services and the use of all the people of Alaska
will mean a betrayal in the administration of the people's

wealth."

Congressional Delegate EL. "Bob" Bartlett

Address to the Alaska Constitutional Convention
November 8,1955
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MEMORANDUM

THRU:

from:

Onytil m po

State of Alaska

DEPARTMENT OF REVENUE

Cliff Groh date: February 9, 1989

Special Assistant to the 2962A
Commissioner FILENO:

TELEPHONE NO:

SUBJECT: APPLICABILITY CATE CF
HB 116

Roger Mc"rks
Petroleum Economist

IT the ELF formula contained in HB 118 applied to oil produced after

the following dates, the amount of additional revenue (relative to
current law) nised through the end of FV 1990 would be as follows. This
is based or. the assumptions in the Department of Revenue®s Fall 1988
Petroleum Production Revenue Forecast mid-case scenario, updated for

actual data through November 1988:

June 30, 1.187 $397mm
December 31 1988 $17Emm
May 31, 1989 $126mm
August 31, 1939 $ 96mm

The August 31, 1989 figure was the basis of the fiscal note on the
bill.

Assuming the "Consensus Revenue Analysis"™ of January 24, 1989, the
revenues wbobuld be as Tfollows:

June 30, 1987 $41 Gnm
December 31, 1988 $188mm
May 31, 1989 $132mm
August 31, 1989 $ 99mm



Field

Current Fields
North Slope
Prudhoe 8ay
Kuparuk
LIsburne
Endlcott
Cook Inlet
Beaver Creek
Granite Pt.
McArthur River
Middle Ground Shoals
Swanson fHver
Trading Bay
Prospective Fields
Milne Pt.
West Sak
Pt. Thomson
Seal Island
Nlakuk

For current Tfields actual

Synopsis

Volume
(bbls/dav)

1,526,932
320,685
38,293
98,099

263
7,454
19,053
7,913
5,684
2,310

30,000
260,000
50,000
100,000
20,000

expected values at peak production.

of A"laska Fields

Wells

691
337
51
35

29
76
44
27
34

40
4000
45
112
12

November 1988 data.

Daily

Volume
p/well

2210
952
751

2803

132
257
251
180
211

68

750
65
1111
893
1667

Effctv
Sev Tax
Rato
Under
Current

Law

11.59%
8.36*/.
5.2254

12.257.

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

4_.67%
0.00%
7.62%
6.57%
12.25%

Effctv
Sev Tax
Rate
Under
HB118

14.91%
13.18%
0.36%
8.68%

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

0.00%
0.00%
2.43%
5.75%
0.01%

For prospective fields the



Top 10 Lower
48 FTeTds

Bel ridge South (CA)
Midway-Sunset (CA)
Kern River (CA)

East Texas (1X)

Elk Hills (CA)

Yates (TX)

Wilmington (CA)
Wasson (TX)

Spraberry Trench (TX)
Slaughter (IX)

Source: Oil and Gas Journal

IF LOWER 46 FIELDS WERE

IN ALASKA THEY WOULD PAY

HO SEVERANCE TAX UNDER EITHER CURRENT LAW OR HB 118

Daily
Production

165,981
157,526
128,451
111,225
107,244
51,890
81,575
78,510
60,585
55,792

Average Daily
Per T/FIl1 Production

26
19
17
12
98
80
40
36

8
1S

ELF
(Current or Proposed)

oo o0ooCcooo

Severance Tax

Under

Alaska Law

[=NeoNeloNoNoNoNoNoNe)
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U.S. fields with reserves exceeding 100 million bbl

Cum. }

1968 prod,  Ej> rim. .

Gile. pro, woss  HUFIE o

SUl«  field dilll 1.CCO bbl — valls

Cit/oretle. 1955...... 1.827 147.861 7.000 135

indieott. 1978....... 36.093 43.093 321.902 37

Granite Point. 1965... 2.737 1C9.535 16.213 29

Kuparux River. 1969.... 112.055 £03.397 994.945 328

Lisfiume. 1557....... 14,500 35.600 175.639 49

McArthur River. 1965... 7.040  529.040 34,950 76
Middle Ground SFIMI.

1562 ..., 2.737 155.869 5.263 42

Prudhoe oar. 1967.... 576.335* 6,G53.018t3.533.665 691

Swanson River, 1957.... 2,154 209.490 8.846 29

«|ncludes accut 30.66 million obi ol condensate, tindudes adout 138.66
million ool ol condensate.

ARKANSAS

Smacvover, 1922 ..... 2.654 556.907 9.097 2.100
San _Gaauin Valley

Baincge Ssutn. 1911 60.583 677.CS3  435.235 6.000
Buena Vista. 1909 .... 1.574 647,274  33.271 895
Cialmga. 1590..... 10.212 753.345 151.128 2,174
Coannga Nose. 1933 . 1,285 458.635 17.370 78
Coles Levee North,

1938. ... ci.... 442 160.432 2.743 85
Cuyarra south. 1949. 469 213.191 6.538 105
Cymne.iSC9........ 8.479 199.303 40.000 1,013
Edison 1923....... 1.470 134.391 25.570 674
til rills. 1911..... 39,144 693.374  579.776 1.099
Pru.tvale. 1923..... 577 115.553 13.709 274
Greeley. 1536...... 237 112.547 1.763 27
Xem mont. 1912 ... 1.500 173.056 55.230 9:0
Kern River. 1395... 46.899 1.204.479  743.CGO 6,709
Kertieman Ne.-n

Oome. 1923..... 172 456.643 1.298 44
Lost Hills. 1910.... 5.627 173.293 61.503 1.634
McKittncx. 1596.... 2.551 2E6.522 90.919 931
Midway-Sunset. 1594 57.497 1.379 347 373.363 9,180
Mount Peso. 1525... 6,620 265.230 79.230 411
Rio Brawd. 1937...,;.. 151 115.051 1.319 15
Yewiumne. 1974....... 6,570 81.363 27,015 65

Coastal Ares
m Carpniena, 1900 2.6tr0 38.101 29.289 114
Cat Canvon E. i W,,

1908........... 2.735 238.236 46.930 512
Oes Cuaoras. 1969....  4.371 212.504  54.140 140
Elwooo. 1523...... 317 105.7C5 2.283 7
Honco. 1959....... 9.9:2 89.621 112.223 20
Ofault. 1901 ....... 906 165.374 10.235 136
Point Peoemaits.

19821 . ... oonn... 6.515 11.715 331.544 .10
Rincon. 1927...... 1.118 148.759 14.832 240
San Arcs. 1947 ... 4.641 408.251 122.903 6GC
Santa Maria Vailey,

1934 (..., 1,751 198.131 40.403 172
South Mountain. 1915 727 145.934 12.035 352
Ventura. 1919...... 7,072 834,742 97.026 570

Los Anae.es Basin

eeta. 1976........ 6.013 40.423 173.825 ﬁg
Beverly Hills. 1900.... 2.034 122.615 42.355

Brea Cimda. 1330.. 2.143 333.394 54.787 720
Coyote East. 1909 .. 534 103.663 13,212 103
Ccyot* Wes:. 1909.... 808 249.965 7,481 113
Demingutt, 1923... 607 269.266 7,448 113
Kuntirpcn oeacn,

1920. ... ....... 5.816 1.066.363  72.044 990
Ingiewcoo. 1924 ... 2.790 345 453 54.149 366
Lcrg 8eacn. 1921... 2.461 9C9.757 17.216 410
Mcntesei®0. 1917... 525 192.2=7 10.267 155
Ricnhed. 1919..... 1,494 189.165 27.412 203
Santa rt Springs,.

1919......... 587 613.077 9.035 151
Sen Beach. 1924 ... 876 203.118 14.113 163
Torrance. 1922..... 1.693 212.CP3 35.347 26?8
Wilmirpon, 1932... 23.921 2.292.229 495.633 .

Rarjely. 1933.-...—— 12.492 . 739.418  35.C00 43

1969

Disc. prod.

Jay. 1970 ......... 4.676

Clay City. .933....... 2.443

Lawrence. 1306...... 2.919

I:uden. 193S........ 1.345

Main. 1905.......... 2.C66
New Harmony,

1939........... 1.072
Salem. 1933........ 2.167
Bemis-Shutts. 1923... 1.169
Chase-Siiica. 1930.... 1.013
£1 Ccraco. 1915 ... 839
hall-Gumey. 1931.... 1.032
Traps. 1929......... 1.2C0
Offshore
5ay Martr.ans BIX. 2.

1949 . ... 5.547
Eu?ene island Bk. 33C,

930 . i 7.359
Grance lIsis Blk. 16.
............. 1.659
Granse isl* BIk. 43.

1955. ... aa... 4,312
Mississicoi Canyon :1k.

194. 1930......... 4.929
Main Pass oik. 41, 1957 2,335
Mein Pass oik. 305.

1969 . 0. 1.776
South Pass Blk. 27,

1954 ...l 1.659
South Pass 3lk. cl.

1963 e 3.140
Soutn Pass 3. 62.

1965 . ... 3.331
South Pass Blk. 55,

1969 . oo 4,032
Ship areal 9k. 204

1968 % e . 1.591
Ship Shoal 3ik. 207,

1967 ... 1,023
Ship Shdal Blk. 203,

1962 e 4.117
South Timbalier Blk. 21.

1939 . . 1.324
South Timoaiier Blk.

135, 1956........ 1.390
WestCeita Blk. 30.1949  6.754
V/est Ce.ta Blk. 73.1952 4.469
Onshore Ssulh
Bay ce Chene, 1941 _. 390
Bay St. Erame. 1928..,. 321
Baycu Sole. 1941..... 769
Black Bay West. 1953...  1.971
Caiiiicu isiao. 1930 .. 2,308
Coie 3iancne Bay West,

40 o s 741
Delta Pa™ms. 1944 .... 293
Garoen Island Bay, 1934 1,406
Golden Meadow. 1938.. 894
Grand Bay. 1938..... 454
Hacveerry. Esst. 1927 .. 777
HackOerry. Weal.” 1928.. 1,771
lova. 1931......... . 134
Jennings. 1901....... 315
Ulitte. 1935........ 1,665
Lake Barre. 1929..... 941
Lake Peno. 1929..... 477
Lake Wasnmgton, 1931 2,353
lesviile. 1931 ............. - 447
Panes. 1939.......... 725

Cum.
picd.
M-89

360.612

393.360
394.521
383.237
233.273

153.545
386.533

244 247

301.003
296.734

145,677
225.358

596,972
269.030
263,729
272.256

Ilc.258
237.654

201,869
17.5.317
152.151
1C6.354
100,375

66,070

87,813
160.169
216,239

139.337
446.C33
188,700

95,382
164.SC0
161.369
144.799
602.231

181.594
115,351
221.261
135.439
170.514
1C9.C37
141.395

99.303
116.409
255.304
204.023
117.CCO
242.390
141.6*6
126,650

9074552339« 2

P.2
EiL rim. Est
nsiwes Ho.
vells
55.944 121
6.000 2,600
S.5C0 2.7C0
3.555 1.340
5.000 3.356
4.000 1,140
4.500 1.325
4.405 973
4.499 1.103
2.615 822
4.051 1.130 .
4.643 1.CCO
53.753 120
55.920 169
35.645 44

85.633 125

76 311 44
23.284 112
78.335 94
73.198 113
45.000 156
31.594 73
89.252 61
38.930 40
33.000 25
65.274 67
47.133 45
25.663 37
47,375 153
86.291 73
17.952 24
25.292 18
3.417 20
10 132 94
74.020 136
46.374 85
7.019 13
31.954 144
4,290 176
3.750 41
7.603 60
6,492 107
697 25
700 “81
9.550 111
20.CS1 31
17.415 23
16.376
7.221 ’J‘l
8,600 31
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Stall  Field dé . el
Quarantine Bay. 1937... 761
Timcaiier Eay. 1933 -
Venice. 1937..... - 858
Vinton. 1910........ 287
Islad. 1945... 816
West Sly. 1940------ 1.349
Norm
Cadco-Pir-e Islato 19C5 3.310
Dtihi. 1544.......... 673
Hiyr tr/ilit. 1921... _ 761
Homer. 1919........ 434
Rodessa. 1935....... 331
MISSISSIPPI
2.609
Heideiserg. 1944, ... 2,829
Tiruiey, 1939........ 834
MONTANA
Bell Creek. 1957..... 958
Cui Sank. 1925...... 994
Pine. 1951.......... 1.302
NEW MEXICO
Denton. 1949........ 652
Emdire-A&o. 1957 .... 1.424
Eunice-Manumer.;, 1929 2,500
Moeos. 1322........ 8.4S0
MIljamar. 1526...... 1.863
VKuum. 1529....... 12.359

NORTH DAKOTA

Bej«r lodge. 1551... 1.704

Billings Nes*. 1973... 2.550

Little Kr.re. 1977 .... 3.392
439

OKLAHOMA

Byrtank. 1920....... 1.135

Eola-Sccoersor ...

1920 i iiiiannnn- 746
Fins. 1934.......... 2.553
Glnr. Pool. 1925..... 1.170
Golden Trena. 1945... 4,333
Healotcn. 1913....... 1.938
Hewitt. 1919........ 3,152
Cklanoma City. 1928.... 3C2
Post.e. 1955......... 1.215
Shc-Vel-ium. 1905.... 18.258
Sooner Tteno. 1945. .. 4.147
TEXAS
District 2
Greta. 1922 ......... 748
Lake Pest-art. 1953 ... 2.134
Tom 0"Connor, 1534 ..  10.280
West Rancn, 1923 .... 2.64C
District 3
Anjnuiz. 1935....... 1,068
Con-oe, 1931........ 3.864
Gidoirgs. 1571....... 8.655
Histrjs. 1534....... 3.094
Magr.et Witners, 1936... i.eai
Oyster iiyou. 1S4j ... 864
Themrson. 1931..... 3,972
Tamcail. 1932....... 403
Webster. 1S37....... 5.304
Cirtnct 4
Agua Ouice-Stratton,

1926 i 360
Borregos, 194;....... 192
Kelsey. 1938......... 2C0

700.14 Cu)oumil,|io 30,1989

Cm.

1-‘1’%@

172.672
--

181.378
161.001
225.939
228.246

360.899
211.707
168.237

98.375
1C5.027

239.154
174.8C9
29.677

123.836
162.459
105,145

133.693
219.383
125.414
297.432
14d.961

452.242

111.574
61.659
51.43/
13.165

536.746

103.124
199.894
327.865
474.1C0
334.645
268.371
816.170
106.393
1.167,379
295.544

147.570
87.784
747 .e49
3SC.03A

284.838
727.215
278,570
657,237
11C.960
160,204
472.540
121.055
573.152

146.623
114.021
114.359

Est rat
nsttvis

1.654

7.590
SCO
21.356
16.355

12.883
34.651
2.373
1.903
1.506

10.391
12.171
3,197

22.984
37,159
5.667

3.000
5C.C17
10.834
20.000

5.070
40.000

16.684
51.744
57,324
82.837

8.377

8,210
12.000
5.0C0
28.000
9,553
13.615
5.966
14.921
60.C00
20,000

12,530
12.644
55.CCC

8,504

15,112
33.728
148.032
72.764
5.000
18.036
27.360
9.868
20.000

24,751
20.186
36.247

; 2-

3-89

10.683
58

156
193
67

316
316
173

91
575
96

179
405
879
613
851
1.556

=
8]
131

96

1.105

603
589
714
1.396
1.000
922
174
226
7,616
4,746

100
143
646
307

1C6
278
2,231
2C6
150
39
262
85
243

94
40
60

White Point E. 1938 ..

District 5
Alioima Ferry. 1983....
vm, 1928...........

District 6

East Teaas. 1930.....
Fairay. 1350........
Hwﬂﬁé.1340 .......
Neches. 1553........
Quitman, 1943.......

District 3
Anaecter. 1946.... .
Block 31. 1945......
Cowden, N., 1930....
Ccwoen, S. Foster.
Johnson, 1932......
Dollamice. 1945.....
Dune. 1938..........
Fullerton. 1342.......
Goldsmith. 1934......
Howard Glasscscx. 1925

Midland -arms. 1944, ...
Sano H.lls. 1931.....
TXL. 1944
Waddell. 1927 .......
Ward Estes. N.. .
Westtyoov 1923......
Yates. 1926.........

District 8-A

Ariton-lIrisnvi944. .. ..
Cegoeil Area, 1949....
Durr.ono M., 1949....
Kelly-Snyoer. 1948....
Levenand. 1938......
Fre-itice. 1951.......
Salt Creek. >950......
Seminole. 1935......
Slaughter. 1336.......
Spracerry Trend. 1951..
Wasson. 1925........
Welch. 1942.........

District 10
Pa.inar.cie, 1921......

UTAH

Ahamont. 1955.......
Anew. 1956.........
East Ar.schutz Rancn,
1979 i
Red Wasn, 1951.....

WYOMING

Brady. 1950.........
Byron. 1918.........
Elk 6asil, 1915......
Frannie. 1928........
Giriar.a, 1906
Grass Creek. 1914....
Harrviton Ocme. 1918...
Harjcg Draw, 1976...
Hihie. 19=9.........
Lance Creek, 1918....
Little Builaio Basin,
1914

Lost Boidie®. 1916....
Oregr.n fiasm, 1912...
Pamter Reserwoir. 1979
Salt Creek. 1906......
Weru. 1920..........
Whitney Canyon, 1980..

*'e 1984
prod.

3.6C0
3.0S6

40.597
2.424
8.244
1.416
1.680

1,500
3.555
13.596

9.696
2.568
2.923
7.452
7.248
5.844
3.372
480
1.872
7.834
7.020
4.603
2.760
2,004
703
3.403
2.000
33.540

3.554
1.656
1.9G3
11.592
17.223
6.215
10.4C4
17.004
20.364
22.212
28,656
3.324

2.438
1.119
2.968
1.122
2.625
2.414
2,853
6,647

541

163

2.666
2.308
8.669
1,739
5.210
3.5C0
1.652

122,823
271.483
112.700
104.034

m 14.6C0

5

1

1

= e

[y

521.960

.C03.747

192,691
821.644

103,980
121.346

181.888
220.063
488.092

500.795
193.780
183.000
348.200
755.516
404.5C8
142.556
128.975
313.080
465.54?
22e.5%a
241.930
248.207
263.515
1C0. 712
364.177
83,000
.171.320

175.910
292.213
239,418

.234,962
464,

4,1%4
161.036
247.340
524.765
.029.800
653.383
,711.898
144,229

.423.236

89.493
354.C04

80.355
77,511

54.537
120.633
446.695
115.020
154.685
185.120
268.1C3

66.722

75.416
107.805

118.653
192.073
388.180
31.674
629.689
99 695
10.379

3:12AM SN - 9 913 BZi 3497=*

9074652239
P,.3
—ista. ¢ ~ K
rtJirvis Ho.
3.300 60
55,544 <« 42
52.353 30
6.340 21
86.400 253
15.CCO 366
988.753 9.363
17.777 1CO
42.372 442
6.C36 163
8,440 208
6.500 23
12.CCO 325
40.000 1.210
40.CCO 1.593
11.448 202
18.7C4 771
22.000 870
33.752 2.036
26.000 2.203
12.000 1.3C4
2.520 138
9.374 812
56.800 1.6CC
20.CCo 713
18.615 415
21.500 1.312
6.500 600
3,792 163
76.435 1.562
16,uCC 718
782.63; 1.146
24.190 239
41.204 1C3
16.053 474
US.C33 8C5
S0.COD 3.012
20.000 437
12.5:2 173
35.CCO 624
50.000 3.C01
50.CCO 7.321
60.CCO 2.152
14,000 651
41,240 11,643
231,216 227
30.C00 461
727.799 23
13.377 146
49.251 22
7.656 67
25.750 170
5.CCO 63
6,000 225
9.CCo 283
6.C00 =030
233,739 157
55.885 93
400 24
9.339 154
6.CCO 71
30.000 500
80.674 31
25.000 1.217
15.C00 65
105.435 29






How rReveNuE NEUTRAL WERE thE 1981 cHANGES?
~~ J i)

What collections would . Actual

have been under pre 1562 Law Collections

Petro. Corp. $ev. Petro. Corp.  Sev. éﬁéﬁgéroﬁq

Income Tax Tax Total Income Tax  Tax « Total Law
1582 580 1215 2199 665 1582 2251 52
1983 915 1099 2014 236 1454 1730 (284)
1584 836 1033 1869 265 1393 1658 (211)
1585 812 1014 1826 169 1389 1558 (268)
1566 658 805 1463 134 11C8 1242 (221)
1587 375 464 839 120 649 769 (70)
Total 4575 5634 10210 1593 7615 5206 (1002)*

*Had the L geislaturg auth ri]zed geduction of the Federal Windfall Profits Tax the total
loss over the period would have been se7o mm



Severance Tax Receipts as Percentage of Gross Wellhead Value

Year

1982
1983

1984
1985
1986
1987

1988
1989
1990
1991

Wellhead

Price

(S/bbl)

24

12

.45
20.
19.
18.
.74

27
73
48

11.08

10.
7.
7.
7.

68
36
00
56

Prudhoe Say

Volume
(mmbbl)

557
560
562
564
563
567
(Suspension of
565
540
502
466

Sev Tax
Gross Sev as .
Value Tax of Gross
(Smm) ($mm) Value
13619 1787 13.1%
11351 1499 13.1*%/.
11088 1455 13.1%
10423 1368 13.1%
7173 941 13.1%
4581 601 13.1%
ELF on Prudhoe Bay ends)
6034 657 10.9%
3974 430 10.8%
3514 368 10.5%
3523 357 10.1%

Loss

from

ELF
($mm)

NA
NA
NA
NA
NA
NA

135
92
93

105



DEFINITIONS
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The Economic Limit Factor or ELF Is a fraction
which r_eqluces Severance taxes as well
productivity declines.

Dalo: February 7, 1989
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SEVERANCE TAX also called production tax,
Isatax on oil removed fromthe ground. The tax
compensates for the depletion of the state's non-
renewable resources.
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EFFECTIVE SEVERANCE TAX RATE
equals nominal severance tax rate times ELF.

For example, 15.00% times 0.66 equals
an effective severance tax rate of 9.90 %

Dato: Fobruary 7, 1989



Severance Taxes are an Important

Part of Alaska’'s Revenues

$1487.1
(64%)

Unrestricted
General Fund

Revenues Without
Severance Taxes

Severance
Taxes

$2305.8

Total Unrestricted General Fund
Revenues For Fiscal Year 1988

Date: February 7,1989



GENERAL FUND UNRESTRICTED REVENUES
(FY 1988)

OIL & GAS ROYALTIES
30%-

SEVERANCE TAXES
36% OTHER
23%

PROPERTY TAXES

PETROLEUM-CORP TAXES
4%

7%

(Alaska Department ot Revenue-Research)



HB 118 Raises Net Revenue From
Severance Taxes on Oil Production

Fiscal Year
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OFFICE OF THE GOVERNOR
DIVISION OF POLICY

Box AD, Juneau, Alaska 99811-0164
Phone (907) 465-3568

Mary Halloran
Director

16 January 1988

Mr. John Havard

Planning and Evaluation
ARCO Alaska, Inc.

P.0O. Box 100360
Anchorage, AK 99510-0360

Dear Mr. Havard:

In your presentation to the Bartlett Democratic Club you
questioned the accuracy of the calculations of per barrel Alaska
oil profits, depreciation, etc.. presented by Mr. Gregg Erickson
of my staff.

The figures we presented are_based on the calculations
publlshed in the Petroleum Intelligence Weekly of February 1,

We earlier summarized those calculations in Appendix B of
The ELF A POlle Perspectlve a copy of which you will find
enclosed. )

After Perspective was published Mr. Tom Williams, an
official of Standard Alaska Production Co., pointed out that the
calculations failed to include property tax payments to local
governments. We also noted that the PIW calculations did not
reflect the allocations of pipeline tariff revenue provided for
ur>H=r the TAPS Settlement Methodology agreed to by the owner
I janies, the state, and the Federal Energy Regulatory

mission. After discussing the matter with Mr_. Williams,
..... mes Palmer, and other Standard officials, and PlW, we
appropriately recalculated the numbers with the adjustments

(shown below) for property tax and TAPS.
($ oer barrel)

Original Adjusted
PIW PIW
Purpose of Adjustment Allo.c.ation Allocation
Correct property tax 0.15 0.46
Add TAPS depreciation, DR&R 2.25 2.96
Add recovery of TAPS deferred return 0.43 1.15

Add TAPS operating expense 0.85 1.44



Mr. John Havard, January 15, 1989, page 2

This administration stands by the estimates presented by
Mr. Erickson. Naturally, we would be happy to work with your
company - as we did in this case with Standard - in our =«
ongoing effort to insure that our information on the economics
of Alaska oil operations is as accurate as possible.

Please contact Mr. Erickson directly if you have
information to add, or further questions concerning the
derivation of our estimates.

Yours truly,

Mary Halloran
enc: The ELF, A Policy Perspective

cc: John Levy, program chair
Bartlett Democratic Club



MEMORANDUM Division of Polic
Office of the Governor

To: Gregg Erickson Date: February 10, 1989
Senior Economist
Division of Policy

From: R.A. Fineberg
Senior Analyst, O0il & Gas
Division of Policy

Subject: Data on Shares of Profit from the Alaska Operations
of North Slope Producers

This memorandum discusses the undated, one-page
flyer from Senator Rick Halford, "Background of the
Economic Limit Factor (ELF),"x which was provided to the
House Resources Committee yesterday. The flyer contains
data on the "state share"™ of North Slope income from two
separate sources. Review of the two source documents

indicates:

1. The flyer data are derived from two separate
sources using different assumptions. The reported
results are therefore inaccurate.

2. Data from both sources were reported on the
flyer in a manner that understates industry revenue from
Alaska operations.

For these reasons, the data 1in the one-page flyer
cannot be taken as an accurate portrayal of "state share"
of North Slope revenue. The following sections discuss
these conclusions are discussed in greater detail.

m.The_ flver_.data are derived from two separate
sources_uain.g different assumptions. The reported
results., are therefore inaccurate.

The first set of numbers, from 1985 to "1988 (to
date),” is taken from a Petroleum Intelligence Weekly of

Feb. 2, 1988/ the figures for 1988 through 1991 are
projections taken from a December 1986 report by the

1These data were originally circulated to all legislators Mar. 23,
1988 by Senator Mitch Abood.



Fineberg /_Erickson
2/10/189™ (Page 2)

Department of Revenue.2 These calculations require
assumptions about corporate activities that the North
Slope producers decline to make public. The assumptions
used by PIW (based on the best industry information the
PIW analysts could get 1in 1988) are very different from
those the Department of Revenue used in 1986.

A March 1987 memorandum by one of the authors3 of the
1986 study warned specifically that to isolate industry
shares of profit from the 1986 tables may be "somewhat
misleading™ if taken out of context. This 1is precisely
what occurred in the hand-out you were given yesterday.

The Department of Revenue reports that the 1986
study over-estimated production costs, capitalization and

other factors. To get actual results for 1988 and
results comparable to the PIW data for future years, one
would have to revise the 1986 study. In that process,

the Department reports, the state share of North Slope
income would be significantly reduced.

Data from both sources were reported on the
fiver in a manner that understates 1industry revenue from

Alaska operations”.

The North Slope producers own the trans-Alaska
pipeline. Both sets of income data exclude the enormous
profits from the trans-Alaska pipeline operations. From
examination of the PIW table, it is evident that the
"state share™ for each of the six-periods listed in the
memorandum between 1985 and 1988 excluded pipeline
profits. These profits increase profits from Alaska oil
operations for the six periods listed from 20% to 300%.
At the same time, pipeline taxes were already counted
with the state property and income taxes 1in the PIW
totals. This omission results iIn a significant
under-statement of producers®™ revenue from the
North Slope and a corresponding over-statement of
the state"s share of production revenue.4

2 The Petroleum Intelligence Weekly table is reprinted in its
entirety in ELF; A Policy Perspective (distributed in the House
Resources Committee workbook). The Department of Revenue tables are
taken from Larson, Logsdon and Mark3, "Sensitivity Analysis of
Projected Revenue Collections,”™ December 1986, page3 82 and 93.

3Memorandum from John Larson, Economist, to Vince Wright, Chief of
Research, March 23, 1987.

4 Additionally, after discussing the Petroleum Intelligence Weekly

table extensively with its authors, the Division of Policy concluded
that the Petroleum Intelligence Weekly totals under-3tated the



Fineberg / Erickson
2/10/89 " (Page 3)

Finally, it should be noted that nothing in the 1981
dictum that the state should maintain tax and royalties
"above 30 percent™ indicates that policy-makers intended
to exclude the profits from the trans-Alaska pipeline
from this calculation. For that matter, | am aware of
nothing in the 1981 record to indicate that the policy—
makers considered the tremendous profit potential of the
trans-Alaska pipeline to the North Slope operators who

own that pipeline.

property taxes paid. However, this error wa,” more than balanced by
significant understatements of other items 1ii. the table.



SUBJECT:
Attached is a press release
signed legislation in 1981 which

and gas taxation systenm.
legislation was to raise the tax
11.7% to 15% by

As stated
of Governor Hammond"s essential
bill was that it
tax "share®™ from
percent."

its one-time

Also attached

Background of the Economic Limit Factor

One effect of the
rate for
rounding the ELF to 1.00.

in the third paragraph of the press
conditions for signing the

"maintain the state®"s combined
resource at above 30

is an analysis fronm

3ENA7CR F.:.C< ev_LrORD

(ELF)

issued when Governor Hammond
related to the state®s oil

1981
Prudhoe Bay from

release, one

royalty and

"Petroleum Intelligence
the State of Alaska®s

of Alaska®"s share

33.0%
8%
7%
0%
5%

41.
63.
39.
35.

Weekly™. According to this analysis,
share of net revenue has been the following:
Year state
1985
1st half 0f1986
2nd half 0f1986
1st half 0f1987
2nd half 0f1987
1988 (to date)

Additionally, here are figures as
Department of Revenue:

36.3%

forecast by the

FY State"s share with State®"s share with
$9 wellhead value $11 wellhead value
($13-14 market price) ($15-16 market price)
88 79% 57%
89 92% 61%
90 96% 63%
91 103% 67%
Source: Department of Revenue (Larson, Logsdon, and
Marks), "Sensitivity Analysis of Projected Revenue
Collections"™ (December, 1986), page 82 (for $11 wellhead

figures)

and page 93 (for $9 wellhead figures).



HB 118 MEMORANDUM

OIL FIELD SIZE VS. TAX REVENUE



Department of Revenue
February 10, 1989

Size of Field Where Taxes Mill Increase or Decrease Under HB118

HB118 modifies the ELF statute 1n two ways which affect the
relationship of field size to the tax rate for the field: (1) by
modifying the formula; and (2) by repealing the "rounding rule.” (Under
current law If a field has an ELF of greater than 0.7 for the first ten
years of the field, the ELF 1s elevated to 1.0. This 1s called the
"rounding rule.™) I s combined effect of these two changes will increase
the severance tax on fields producing an average of more than
approximately 150,000 barrels per day, and will reduce the severance tax
on fields producing an average of less than approximately 150,000 barrels
per day. An analysis of these two changes and the underlying assumptions

follows.

The change 1n the formula would raise taxes on fields which produce
more than approximately 115,000 barrels per day and for which the
rounding rule does not apply. (Only Prudhoe Bay and Kuparuk fit this
description. The rounding rule does not apply to them now because
Prudhoe Bay 1is older than ten years, and Kuparuk®s current ELF is less
than 0.7.) The Bill would cut taxes - or leave them at zero - for any
field producing less than approximately 115,000 barrels per day. If a
field produces an average of less than 300 barrels per well per day,
their taxes are zero under current law and the new Bill.

The Bill also Initially decreases the ELF for new higher productivity
(where average well productivity 1is greater than 1500 barrels per day)
large fields (over the 115,000 barrel per day level). Under current
law, fields producing more than an average of 1500 barrels per well per
day will have an ELF of greater than 0.7, and would have an Initial
effective ELF of 1.0 because of the rounding rule. Since the first ten
years of the field is when the greatest proportion of oil 1is produced
(upwards of 75 percent), these large fields could have reduced weighted
average severance taxes over the entire life of the field under the Bill
since 1t eliminates the rounding rule, fhe exact size of field that will
benefit over the entire life of the field will depend on its well
productivity, decline profile, and the discount rate. We estimate that a
field with the same well productivity and decline characteristics as
Endicott, for example, (which produces 100,000 barrels per day and
produces 2800 barrels per well per day average), but with peak production
of 280,000 barrels per day, would have the same discounted (8%) weighted
average effective ELF over the life of the field under the Bill as 1t
would under current law. Fields producing less than that amount would
have a lower ELF than under current law.

A weighted average of all field sizes and average per well
productivities from all Alaska fields indicates that on average fields

which produce less than approximately 150,000 barrels per day will have a
reduced severance tax under HB 118.
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STEVE COWPER
GOVERNOR

S tate of A 1 aska
OFFICE OF THE GOVERNOR
Juneau

February 8, 1989

Dear Editor:

During the next several days the public will have the chance to
talk to their legislators about an 1issue that will make a big
difference in Alaska®s economic stability.

The so-called ELF - or Economic Limit Factor - went into effect
last June on the tenth anniversary of the pipeline. The ELF gives
a major tax break to Prudhoe Bay, the largest and most profitable
oil field in North America. | believe tax breaks should be
reserved for those fields that really need 1it.

My administration strongly supports a measure that encourages
further economic development and more jobs by expanding the tax
break for the truly marginal fields. The legislation, House Bill
118, would correct the loophole that permits the most profitable
oil field in the country to be classified as a marginal field.

The ELF adjustment we"re proposing will be a tax break for eight
of the ten oil fields immediately affected. Even Prudhoe and
Kuparuk, North America®"s two biggest oil fields, will pay less
than before the loophole took effect 18 months ago. We think that
by plugging the loophole and giving a bigger break to smaller
fields will mean that more oil company investment and jobs can be

kept in Alaska in the long run".

I want a system of taxation that®"s fair and stable and fosters
development. Adjusting the Economic Limit Factor is an important
and necessary step. Citizens who support that effort can
participate in a public hearing with the House Resources
Committee, Monday, February 13, from 3 to 5 in the afternoon and
from 7 to 9 in the evening. Just go to your local Legislative
Information Office if you"d like to have your say.

Sincerely,

Steve Cowper
Governor
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Preface

Since statehood, ol taxes have been a continuing and difficult policy
IsUe for Alaskans. The current debate centers on the state severance tax
and the economic limit factor or "ELF." Put simply, the ELF is a tax
reduction formula meant to encourage marginal oil field development. The
Governor proposed F,LF legislation last year, and a bill to make a change in
the ELF formula passed the House.1 The oil companies, with one notable
exception, oppose the change, and the bill has now stalled in the state Senate,
where the leaders have said they oppose allowing the bill to come to a vote.

In the Alaska legislature oil tax issues have traditionally received
Intense scrutiny. Each side has had the opportunity to challenge the
assertions of the other, bring its experts forward, and present its case. This
process has not been perfect, but the legislators and the public have been
able to get the facts to make informed decisions. Nothing will substitute for
the give and take of a public hearing, but in the face of the Senate's refusal
to allow this major policy Issue the open debate it deserves, the state
administration has a responsibility to make its perspective known.

We helieve passage of the new ELF will help stabilize the Alaska
economy at a time when it needs the reassurance of stable state spending.
More stable revenues from the new ELF will help quarantee that local
governments receive the money they need for roads, public safety and other
services, and explains why the Alaska Conference of Mayors, among
others, supports the ELF bill. Most importantly, passage of the new ELF

N House FHnance Commitiee Substitute far House Bl 164, arended [CSHB 164 (Fin.) am).



will provide amore reliable incentive for marginal field development —
the ELFs original purpose — by lowering tax rates on Alaska's smaller
fields, such as Milne Point, Endicott, and Lisbume.

This paper attempts to fully discuss the reasons behind our perspec-
tive. We have tried to include all the relevant facts. We also have tried to
avoid unnecessary complication. 1f others have additional information and
perspectives, we welcome hearing from them

Mary Halloran
Director, Division of Policy
Office of the Governor



Executive Summary

» The immediate revenue loss from the current ELF Is about 8 percent of
Alaska's oil revenues, or about $150 million this year. This percentage
loss will increase over the next six years to about 14 percent and will
erode Alaska's fiscal strength.

» The 1987 application of the ELF to Prudhoe Bay was adopted within 72
hours in the closing days of the 1981 legislative session. Legislators and
the Governor were assured the tax changes were revenue neutral —
Incorrectly as it tumed out. In fact, the revenue loss has been over
$1 billion from FY82-FY87.

» Neither the Railbelt Energy Fund nor the Permanent Fund eamings
reserve provides a long-term response to the en-going loss of 8 percent
to 14 percent of Alaska's oil revenues and the erosion of Alaska's fiscal
strength. The new ELF cloes.

» Prudhoe Bay and Kuparuk are extraordinarily profitable oil fields.
Industry journals indicate oil companies make $6.2 million per day in
profits from North Slope operations. Currently, the oil industry is
taking $8 Qutsidle for every $2 it reinvests in Alaska. Without their
Alaska holdings, neither ARCO nor Standard would be as strongly
positioned against their industry competitors as they are today.



The oil industry h?s one of the poorest resicent hire records in the state,
with major drilling, exploration and service companies employing about
28 percent non-residents.

The written record of the 1981 legislative deliberations on oil taxes
provides no evidence of any legal, moral, or political commitment by
state officials regarding any limit on the state's appropriate share of
future il income.  In fact, the legislature and the governor explicitly
recognized that today's legislature would have to grapple with the
revenue problems caused by the reimposition of the ELF.

At Prudhoe Bay, at a profit of 83 per barrel, wells that average over
2,000 barrels per day — more than 100 times greater than the national
average of 14 barrels per day — are receiving the benefit of an ELF
reduction designed for fields whose economics are marginal.

The new ELFs consideration of total field productivity, as well as per-
well productivity, provides a better incentive for marginal field
development than the current ELF and better reflects field profitability.

By adding total field productivity to the ELF calculation, most Alaska
fields will receive a larger tax break under the new ELF than under the
current ELF. Only the two giant fields, Prudhoe Bay and Kuparuk,
will not receive increased tax breaks. Fields with Alaska corporation
ownership, such as Endicott, will benefit more under the new ELF than
the current ELF.



» The current ELF provides a substantial state subsicly to oil company
drilling operations in the nation's two largest and very profitable oil
fields by lowering the effective tax rate on an entire field every time a
below-average producing additional well is brought on line.



Introduction

The major issue in the current  ciebate over the ELF (economic limit
factor) Is whether this tax reduction to the oil industry makes sense for
Alaska at this time. Among the different perspectives against which
Alaskans judge the issue are the ELFs effects on the rate of oil development
and jobs, and its Impact on state revenue, buaget stability and the economy.
The purpose of this paper Is to fill in as much as possible of the factual
background. The following issues are therefore addressed in detail:

(1) ELF AND OIL DEVELOPMENT: Does the current ELF tax subsidy
work to increase marginal field development? Are Prudhoe Bay and
Kuparuk marginal fields? Do ARCO, Standard and Exxon, the major
North Slope producers, need a substantial tax break now to continue
production from Prudhoe Bay and Kuparuk? How does Alaska's tax
structure compare with that of other states?

(2) ELF AND ALASKA'S ECONOMY: How much dloes the current ELF
contribute to industry drilling activity? What will be the effect of the new
ELF on drilling activity? Are oil company development dollars spent in
Alaska or Qutside? How many|jobs does ELF create? Who gets those jobs?



(3) ELF AND ALASKA'S REVENUES: What is the difference in rev-
enues between the current ELF and the new ELF? How dloes ELF affect
revenue stahility? What is the long-term impact of ELF on the state's fiscal
strength? What roles do revenue stability and a balanced budget play in
creating a stable Alaska economy?

(4) ELF AND THE PAST: What happened in 19617 "\hy was the ELF
suspended for Prudhoe Bay? What were the commitments?

Background

The roots of the current tax debate go back to the early days of North
Slope oil production. In 1979 several major oil companies sied the state,
arguing that the separate accounting form of corporate income tax adopted
by Alaska in 1978 was unconstitutional. The state won that lawsLit in 1986.
but in 1981, Inan attempt to limit the fiscal effects of possibly losing the
case, the legislature changed the method for assessing oil and ges corporate
Income tax from separate accounting to modified apportionment.2 That
legislation also dealt with the ELF.

The 1981 tax package gave Alaska's oil producers ahig reduction in
their corporate income taxes, but legislators were assured by then-Revenue

2To tax coporate income, sgarate aooounting foouses on tre income a corporation actually produces in
tre taxding jurisdiction In atrast, tre goportioment formula lads it dl tre income produced worddnice

by tre corporation ad attanpts o attribute a portion of tret incore 1o the taxing jurisdction  Alaska now

wsess a modified version of tre stardard gpportionrent nethod in assessing coporate tax lidality.

-7



Commissioner Tom Williams — incorrectly as it tumed out — that most of
the state revenue lost from the income tax would be offset by gains from a
Severance tax increase adopted at the same time. The bill also suspended the
applicability of the ELF to Prudhoe Bay "for the first ten years following
the commencement of commercial production.”

The tenth anniversary came in June of 1987, triggering reinstatement
of the ELF to Prudhoe Bay. Since the ELF is a formula that reduces
Severance tax rates, it gave the oil companies a tax cut in addition to the net
tax reduction they won in 1981, The 1987 cut was substantial — worth
over $15,000 per hour to the Prudhoe Bay producers or about s of
Alaska's revenues from oil operations.

The ELF Formula; Well Productivity & Field Productivity

The ELF bill, CSHB 164 (Fin) am, substitutes a new formula for
calculating the "economic limit" — the point at which production is no
longer profitable. The new formula will reguce the tax reduction provided
to Prudhoe Bay and Kuparuk, and increase the tax reduction afforded to
smaller Fields, sich as Endicott, Lisbume or Milne Point.

The ELF Is @ number between one and zero that Is multiplied by the
nominal tax rate, producing the effective tax rate. The nominal severance
tax rate at Prudhoe Bay is 15 percent. With the average FY 88 Prudhoe
Bay ELF at .82, the field's effective tax rate is 12.3 percent (.15 X 82 =
123).

The current ELF is determingd by per-wett productivity In the field,
measured by the number of barrels produced by an average well inan



average day. If well productivity is high, the ELF is relatively close to 1(.9
for example), and the field gets a small tax reduction. Fields with low per-
well productivity have a smaller ELF (.5 for example), and get a larger tax
break. Most fields in Cook Inlet are currently paying no -werance tax
because their very low per-well production gives themL  of zero.

(Zero times the nominal tax rate gives an effective tax rate of 0.0 percent,)
In Cook Inlet, the current ELF works properly, encouraging production of
marginal fields.

But the super-giant Prudhoe Bay field3 is a different story. At
Prudhoe Bay, wells that average over 2,000 barrels per day — more than
14 times greater than the Texas average and more than 100 times greater
than the national average — are receiving the benefit of an ELF reduction
designed for fields whose economics are marginal.

This inappropriate ELF break resuits from the fact that the current
ELF takes account only of productivity per wern and not overall fietd.
productivity. By giving a profitable field a larger tax break than a
marginal field, the current ELF distorts the purpose of this tax subsidy.

Consider, for example, the case of Milne Point, asmall field near
Prudhoe Bay. Soon after the Milne Point field opened in late 1985,
revenue officials, state economists and the management team at Conoco, the
oil company operating the Milne Point field, discovered that per-well
productivity, iIf used by itself, can be an inadeguate measure of a field's
ability to pay severance tax.

3 Production from Prudhoe Bay, tre lagest field in tre United States is five tines thet of tte ratiand's
secord largest field (KuparuK).  Industry publications aorsistentdly refer 1 Prudhoe Bay es "'super-gant™



The average well in the Milne Point 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 Kuparuk
production was then 250,000 barrels per day, while Milne Point produced
less than one-tenth of that amount.

But due to its smaller size, operators at Milne Point had far fewer
barrels of production over which to spread operating costs than the
Kuparuk field. Although the two fields had almost identical per-well
productivity, the smaller Milne Point field was less profitable, and in
January 1987 the owners elected to shut down production. This experience
llustrates the deficiency of an ELF formula based solely on per-well
productivity.4

The new formula incorporated in the ELF bill will correct this
perverse and unintended effect by adding totalfieldproductivity to the
ELF caleulation. Fields producing less than 120,000 barrels per day, such
as Milne Point and Endicott, will have a lower ELF (bigger tax break) than
under current law, while fields producing more than that amount will have
ahigher ELF (smaller tax break). This change will affect estimated FY 89
severance tax rates as follows:

4 Under provisias of tre aurat saserace tax law Mine Rant prodloers regested ard received addtiaral
tax redctios after shoning tret tre fieli. would be unecononic o geerate without tre reductias. The
admnistrative ucertainties of this averue would be elininated far sraller fields by the autoratic reduction
provided by the new ELF. Larte fields fadg similar prablenrs aould il goply far ad receive the goedal
"hardship”’ reductios.



EFFECnYEJFY 8o SEVERANCE raTES

Existing. Law New ELF Percent Change
Prudhoe Bay 11.9% 14.8% 230
Kuparuk River 6.9% 11.3% 65%
Endicott 12.3 % 8.9% 274
Lisbume 6.8 % 3.6% 4T
Cook Inlet Fields — 0.0% 0.0% 0%

That this approach benefits producers in smaller fields Is reflected in the
March, 1987 testimony of Conoco supporting the new ELF: "This
legislation Is a positive first step in encouraging the development of
marginal fields in Alaska."

ELF Subsidy Effect

In the summer of 1987 oil procucers increased the rate at which they
were drilling additional wells at Prudnoe Bay and Kuparuk. Since total
North Slope production is limited by pipeline capacity tojust over 2 million
barrels per day, more producing wells means that average production per
well is being reduced. Lower per-well production, in turn, means a bigger
tax break for producers under the current ELF.

5 Tom Painter; Gonoco Ardorage Division Maneger, Trarscript of Jaint House Finence ard House
Resouroes Committees Hearing an House Bill 164 March 19, 1987, pp. 4954

11-



Because the drilling increase started about the same time as ELFs
application to Prudnoe Bay, state officials investigated the possibility of a
cause-and-effect relationship between the two. The ELF's role could not be
precisely determined. At the same time, because of the current ELF's
sensitivity to per-well productivity changes, the investigation found that
the current ELF provides a substantial — and unintended — state subsidy to
oil company drilling operations in the nation's two largest and very
profitable oil fields.

An example of how this subsidy works was provided by ARCO
official James Weeks, during 1987 testimony before the House Finance
Committee. 6 Weeks' example showed how a new Kuparuk well, so long
8 It procuced below the Kuparuk per-well average, would result in alower
severance tax payment on the now-higher total Kuparuk production than
the severance tax would have been on the lower total Kuparuk production
without the well. In'Weeks' example, the result was an overall tax savings
or subsidly to the producer of $37,846 yearly from drilling that single
additional well,

Weeks' example showed that the per-well emphasis of the current
ELF formula will cause 1u effective tax rate on an entire field to drop
when a helow-average producing well is brought on line. Despite the
Increase in total production, the state will receive less tax revenue than if
the well and its production had never occurred. - This would be a perverse
effect even in amarginal field.

Because this subsidly takes the form of a tax reduction rather than a
payment from the state's treasury, the subsidy is restricted to fields paying

6 A copy of the ARCO hardout ad tre states aralysis of it ae in Appendix D,



severance tax. In short, the subsidy is not available to fields like Cook
Inlet, where no severance tax is currently paid.

While Weeks' example was restricted to one hypothetical new well at
Kuparuk, and may or may not reflect what is currently happening at
Kuparuk or Prudhoe Bay, recent econometric modeling studies by the
Department of Revenue estimate the Prudhoe Bay drilling subsidy in the
range of $19 million in FY 88, and about $40 million in FY 89. The model
Indicates that a tax break that would have totalled about $240 million during
FY88-89 has been increased to approximately $300 million by the
additional drilling.

Not only s this subsiay going to be costly to Alaska, It is an extraor-
dinarily inefficient way to create jobs or additional oil production.7 The
overall effect of this subsidy may be that, by accelerating drilling that
would have occurred later anyway, it robs jobs and economic stability from
the future for the sake of higher production and profits in the short term.

ELF anfl] Q%S

Alaskans are concerned about the effects a change in the ELF may
have onjobs. Oil indlustry proponents have said that the recent increase in
drilling has created 2,400 newjobs — 800 drilling jobs and 1,600
additional jobs. They implied that those jobs would be lost If the proposed
new ELF is adopted.

7 A March 1988 aralysis by tre Dept, of Revernve inplies trat each barrel gained thwaugh the susidy
thrauch the year 2000 asts tre daie S175 in foregare reene



The figure of 2,400 newjobs (or even 800 ) bears no resemblance to
the reality reflected in Department of Labor employment figures taken
from employer records. Total oil and gas employment on the North Slope
during the fourth quarter of 1987 was 3,994 jobs, down by 122jobs from a
year earlier. Drilling emf ‘oyment at the end of 1987 was actually about 50
jobs less than at the end of 1986. Some modest employment increase may
oceur this spring, but nothing on the scale of 800 newjobs is conceivable,
given that 1987 year-end North Slope drilling employment was only
around 500 with 12 rigs operating.8 The Department of Natural
Resources estimates the rig count will climb to 14 on the North Slope this
spring. The resulting rise in employment might be 80 to 100, Each rig
employs an estimated 40 to 50 workers, aepending on the type of drilling.

In total, the oil industry generates about 8,500jobs in Alaska, about 4
percent of Alaska's work force — and only about 6 percent of the entire
private sector work force. Unfortunately, many of those employed by the
oil inglustry are not Alaska residents.

The drilling companies now operating on the North Slope employ
about 28 percent non-Alaskans. The hiring record of the major drilling
firms ranges from 57 percent non-resiclents to 15.4 percent non-residents.
The hiring of non-residents by other oil industry segments (exploration and
services) also runs about 28 percent, with the exception of the production/
management sector, which has trimmed its non-Alaskan hiring to about 1
percentd These statistics make for one of the poorest resident hire

8 Statewice dl industry enployment, hoaever, was up by about 200 jdos over this period  For nore
cetal on recent enployment tras ssc Aleda Boononic Trends. Alaska Departrent: of Labor, October 1957,
9 The Departirent of Labor develgoed the statistics by arossdedding employment records with Rermarent
Fud dividend recorcs



records in the state, according to the Department of Labor.

Industry-wide, these non-Alaskans have total eamings of about $80
million, which Is the highest amount of wages paid by any industry to non-
residents. Much of this non-resident income, of course, does not circulate
Inor bengfit the Alaska economy.

As oil fields mature, labor required to produce agiven amount of oll
tends to increase. Over the long run, oil and gas employment is likely to
Increase in Alaska due to these technical factors, regardless of the state's
actionon the ELF bill. A huge tax increase might discourage additional
field development, but economic studies by the state and others indicate
that the economic effects of the ELF change will be marginal.10 Also,
correcting the misapplication of the current ELF to Prudhoe Bay and
Kuparuk, while improving incentives for smaller fields, is not likely to
aaversely affect future field developments. From an Alaskan perspective,
given the record of the oil industry to date, areal concern will continug to
be whether the jobs generated by additional oil development will be filled
by resiclents or non-resicents.

10 [T]hc econanic limit fador in Alagkels saverance tax..hes linited aadlity ad hicgh revenue aost far
axreenirg dl ad ges fram produdng fields™ according o University of Alaska ressarders led by Mathew
Berman in Alaska Petroleum Reverues: The Influence of Feckral Policy. Institute of Sodal ard Econanic
Rescarch) Cotdber 1984, pp. xxvii. See aln "Severance Tax Inpact Often Msinterpreted” by Jdn
Lorrery, in Gl ad Gas Joumal Jue 18 1984, pp. 133137, "Amalysis of ELF Altermatives” by Gardes
Logsdon, Alaska Dept, of Reverue, Gotaer 14, 1986 ard A Model 1o Assess Eoonomic Feasibility ard
Optimum Production Volume for North Slgee Helds!'" by R Marks ad J. W. Moore (both with the Alada
Dept, of Revernue) in Joural of Retroleum Tedhrology. August 1987, pp. 94354



Ecp.fitability

Does the oil industry in Alaska need a tax break now to continue
production at Prudhoe Bay and Kuparuk? This question is at the heart of
the current oil tax discussions.

Companies with major oil interests in Alaska are all publicly traded
on the stock market. Alaska industry operations have attracted the interest
of numerous trade publications, investment advisoiy services, and
occasionally academic and government researchers. All the studies indicate
that Pruchoe Bay and Kuparuk are extraordinarily profitable ol fields. 11

According to a recent study, published February 1,1988, in
Petroleun Intelligence Weekly (PIW), arespected trade journal, ol
companies are currently making after-tax profits of $6.2 million per day
from North Slope operations. State and local revenue from North Slope
oil, by comparison, is estimated by p 1w at $4.7 million per day. (The
p 1w article and the state's analysis of the p 1w figures are found in
Appendix B.)

Under the new ELF, oil companies' profits would continue to be
larger than state revenue, though not by as big a margin. Industry profits
would decline to §5.6 million daily, after all expenses, taxes and royalties
are paid. As Figure 1 shows, the ELF will have only asmall impact on the
relative shares of revenue going to the state and the producers.

1N Inaddtontotreriw amlyds desaribed belony the folloang studes have been relesssd in 1983
"Alagkas Gl Prarise Remains Strag™ in Intermatical  Petroleum Fnence. March 18 1988 p. 8 "Alasken
Resource Waalth - The Inestimeble Bounty* in Atlantic Rdhfield Corpany - Restructurad ard Resourosful.
Pat Il. by Saloon Brotters (Bermard Fiachi, author), March 31, 1983 p. 34; "'S30 a Barel Rofits in an
SIS Wordd" in Forbes. March 21, 1983 pp. 110114, ad "Income ad Investmrent Hons From Alaska Gl
ad Gss Produdng Activities,” by Ednard Deakin, in Jant Spedal Comittee on Tax Policy. Fral Report
Aladka State Legslature, January 19838
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proposed ELF are by the Division ofPollcy April 11, 1987.

Data on the cash flowing to and from North Slope operations suggest that
since 1978 in Alaska, only a fraction of the funds generated by North Slope
oil have been reinvested in Alaska. According to the p 1w figures, the
companies' current cash flow (profits and depreciation) from the North
Slope comes to $10.6 million per day.12 The Division of Policy estimates
that the rate of oil industry reinvestment in Alaska is $1.9 million per day.
Thus, as shown in Figure 2, the oil indlustry today is taking $8 Outside for
every §2 it reinvests in Alaska.

This "takeout" from Alaska's North Slope production has made the
major producers in Alaska uniquely successful companies. A March 21,

12 The PIW figures do not include depreciition on the pipeline, so the cuh flow to producers from North
Slope operationis is understated.
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The Economics of N)orth Slope Qi

(Dollars Per Barrel

coyalty $1.10 Cash Removed

Income Tax $.12 S
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ource: Division of Policy, based on Office of the Governor
Petroleum Intelligence Weekly Division of Policy



1988 Forbes article examined ARCO's phenomenal suicoess. “...a retum
on equity of 23 percent, just about the best in the industry and roughly twice
the Industry average." Astute corporate management, company
restructuring, and its Alaska resources let ARCO™ claim the highest per-
barrel profit of any marketer on the West Coast" Key to ARCO's current
strength, said Forbes, "is its commanding position in the U.S. largest oil
reserve, the Alaskan North Slope, from which it derived 68 percent of its
production last year." With $3 billion in cash reserves, ARCO is actively
Investing its Alaskan profits elsewhere.

A report by Salomon Brothers, March 31,1988, similarly calls
ARCO "the premier equity investment in the domestic oil industry.” The
report goes on to say,"Arco’s Alaskan resource base is without parallel in
the industry in terms of its size alone. Arco's net share of the original il in
place in its Alaskan oil fields, 20 billion barrels, is equal to 75 percent
of the proved oil reserves of the rest of the country." Top ARCO
management also cited its Alaska holdings as key to the company's
profitability: "ARCO Alaska's low-cost producing ability provides the base
for ARCO's West Coast downstream infrastructure;  Its integrated
transportation and refining and marketing assets." 13

Production

Oil development patterns are not easily predictable so forecasts of
future production should be interpreted cautiously. Department of
Revenue modeling studies nevertheless suggest that while the new ELF

1B "Alaska OF.ulions,"” Harold Heinze, Presicent, ARCO Alaskg, Inc, Gl Industry Aralysts Meeting,



could initially cause lower production, any impact would be small. The
probabilities are that the new ELF will decrease North Slope output by a
cumulative 1 million barrels during the FY 1988-93 period — equal to
about 12 hours of flow through the TAPS pipeline. The cumulative
production loss through 2005 is estimated at about 21 million barrels, or
about 10 days of North Slope production. Losses taper off in later years but
become gains sometime after 2020, when the new ELF increases incentives
for production in the later stages of oil field life.

The ELF Isa minor factor in industry decisions to pursue Prudhoe
Bay development. What matters most is oil prices. For example, a
spokesperson for ARCO, commenting on that company's plans to drill five
Prudhoe Bay development wells in September, 1987, stated,” resuming
production drilling in Prudhoe is good news and strictly the result of higher
oil prices."14 A March 31, 1988, stock research report notes, “West Sak
field production could start in 1992, because the field is profitable at oil
prices of $15-20 per barrel."5

How does increased production benefit Alaska? Nearly all manu-
facturing and assembly of equipment used in the oil industry is done
outsice Alaska so economic impacts from that sector are small, according to
Department of Labor economists. The ARCO newsletter of January 1,
1988, states, "Between 1980 and 1986, North Slope development accounted
for approximately $20.5 billion in hard goods alone, according to ARCO
Alaska, Inc., Standard Alaska Production Company and Conoco." The
newsletter indicates one-eighth of that amount ($1.35 billion) was spent in

14 Alaska Report, p- 1. 7/22/87.
15 Atlantic Rdhfield Company— Restructurad ad Resourceful. Partll, by Salomon Brother*, Mardh 31,

1988 p 1
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Alaska, with the remainder going Qutside, with Texas and California the
largest beneficiaries.16 Employment opportunities, however limited, and
revenues to the state, are the most readiily discernible benefits to Alaska.

Comparing Taxes

Though the existing tax at Prudhoe Bay is 12.3 percent, the nominal
rate at Pruchoe Bay, without the ELF, is 15 percent. But no field in Alaska
pays the full tax rate. Furthermore, the severance tax rate contrasts with
the low corporate income tax rate.17

Each state designs its severance tax structure for its particular
conditions in that jurisdiction. The range of profitability among fields in
Alaska is very different from any other state. In none of the other states is
there an oll field even close to the size of Prudhoe Bay. But because the
fields in other states are much nearer to oil markets, the wellnead price of a
barrel is much lower in Alaska. Unlike other states, Alaska gains little

16 On Top of ANWR. ARCO Alaskg, Inc, January 1, 1983
N Here is how Aladkds effective severance tax rate aonpares 1o other mgjor allprodudng states an a
percentace besis

State Saerae Tax as a Reraat of Value
laska (Prudhoe proposed) 148 %
Wyoming (State ¢ averace local) 130 %
Louisiana 125 %
laska (Prudhoe existing) 123 %
laska (Kuparuk proposed) 119 9
Alaska (Kuparuk existing) 80 %
Cklahoma 7.0%
Texas 46 %
New Mexico 38 %

This dertis based on aerage effective saverane tax raes in FY 1988 Under aurart law e Prudhoe
Bay rate wil declire to 119 percat in FY 1980



from the manufacturing and retail sales of most of its petroleum resources
— although the producers realize additional profits from transporting,
refining, and selling North Slope oil. Differences like these make
simplistic comparisons regarding which state has the "highest" or “lowest"
severance tax of limited use.

On a dollars-per-barrel basis, for example, Alaska's tax rate is
among the lowest of all the producing states.13 If the ol fields in these
states were somehow transported to Alaska, all would find their severance
taxes reduced or eliminated. The reason for this apparent paradox is that
all are so much smaller than Prudhoe Bay or Kuparuk. Prudhoe Bay wells,
according to Standard Alaska, are producing an average 2,300 barrels per
day. The average oil well in Texas, in contrast, produces 145 barrels per
day. A well producing at that rate in Alaska, like most oil wells in Cook
Inlet, would pay no severance tax whatever under either the existing or
proposed ELF. Similarly, virtually all the fields Outside that would pay tax
under the current ELF would pay Isss tax under the new ELF.

18
Slaie. Approximate Severance Tax Per Baml|
Wyoming (state &average local) $2.02
Louisiana S1Aa
Alaska (Prudhoe proposed ) S1.26
Cklahaoma $1.08
laska (Prudhoe existing) $1.05
Alaska (Kuparuk proposed) $:LO4
Texas .71
laska (Kuparuk existing) SH.).62
laska (Cook Inlet) $OOO

Estimates far otter states are derived from tre effective tax rates of otter states at a wellheed price of
$1550 (Qulf Coest).
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The "Commitment"

The ELF issue in 1988 is the legacy of a 1981 tax bill that passed in an
extraordinary hurry. The issue of how to respond to the North Slope oil
producers' legal challenge to separate accounting was the focus of attention
for much of the 1981 legislative session. However, the proposal that
modified the ELF was first unveiled to a free conference committee on June
22,1981 Two cays later, it passed both houses and was on its way to the
governor. There was little time to study the bill; moreover, the fiscal note
prepared by then-Commissioner Williams included no projections beyond
FY 1985. The confusion concerning what legislators and Governor
Hammond meant when they adopted the 1981 legislation is not surprising.

A 1981 post-session analysis by the Legislative Finance Division
showed that the ELF provision would cause state revenue to fall sharply in
FY 1988. When Governor Hammond reluctantly signed the bill, he
expressed "full confidence in the ability of the legislature to deal at that
time" with any acverse revenue consequences.

Governor Hammond insisted that the oil tax changes adopted in 1981
not reduice the state's share below the 30 percent that was thought to be the
rough percentage level of the state's share at that tine. Hammond sought
to insure that the tax changes would be "revenue neutral;" 1.e., that the
changes would leave state oil revenue largely unaffected. It is now clear
that the changes adopted in that bill were far from neutral &s to state
revenue: between fiscal 1982-87 total tax collections were recuced by over
$1 billion compared with what would have been collected had the changes

not been made.



As shown in Appendix C, the 1981 record contains statements by
Hammond, then-Rep. Rick Halford, Commissioner Williams and others
addressing the future need to revise the 181 scheme by 1987 or 1988. But
the written record of the 1981 deliberations provides no evidence of any
legal, moral, or political commitment by state officials to limit the state's
appropriate share of future oil income. Additionally, company officials
testified to the Legislature that the state's share should equal the industry
share.

Revenue Effects

As originally introduced by the Governor in 1987, the ELF
legislation would have kept the ELF from applying to Prudhoe Bay for an
additional five years. The measure that passed the House and now awaits
action inthe Senate takes a more comprehensive approach: the new ELF
applies at Prudhoe Bay, but the formula for calculating the new ELF
Includes consideration of field productivity inaddition to well
productivity. The new formula gives Pruchoe Bay a much smaller tax
break now, buta larger tax break later when the giant field finally reaches
Its marginal years of production. Tax revenue from nearby Kuparuk, the
second largest producing field in the United States, would also increase.

All other producing fields would either pay no tax at all or receive a bigger
tax break than they get under the current ELF.

The net effect of the new ELF, using the Department of Revenue's
March, 1988 "mid-case" assumptions, would be $150 million in additional
state revenue in FY 1988, and $152 million inFY 1989. To put this amount
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in perspective, $150 million  is about the amount of the combined annual
general fund buagets of the departments of Fish and Game, Labor,
Commerce, Natural Resources, Revenue and Environmental Conservation,
and about one-quarter of the amount the state spends each year on
elementary and secondary education. As the table below shows, the
revenue gain from the new ELF depends, in part, on the level of oil
prices.19

Incremental FY 89

Revenue From the ELF Bill,
Ay-e.ragg.Qil Prices2o CSHB 164 fAnY am
$11.00/8 $114 million
$12.00/8 $125 million
$13.00/B $136 million
$14.00/8 $146 million
$15.00/B $157 million
$16.00/B $167 million

According to Department of Revenue projections, the dollar gain
from the new formula wouldl peak in FY 91 at $223 million, and then
gradually diminish as Pruchoe Bay production declines. The Yearly dollar
gain from the new ELF will vary with oil prices and total oil production.
Over the next six years, the percentage 0ss to the state's oil revenue from

19 Gther faotars would also affect: tre fiscal effact of the praposed legslation The teble is besed on tre
"mdcase" assurptions in tre axrat Department of Reverue farecsst
20 Weighted average of U.S. West Goest ard QuIT Goest <llling pricss far Alaska North Slape auce



the current ELF will increase from approximately 8 percent this year to
nearly 14 percent in fiscal year 1993. (Complete long-run projections are
contained in the ELF legislation fiscal note, in Appendix A )

Budget Stability and the Economy

In opposing the ELF legislation, one senator argues that “the solution
to Alaska's economic problems is not increasing taxes to fuel more
government spending,” but instead tojust cut state spending.

How big a cut would be required to balance the budget? With only
Weeks to go in the legislative session, Alaska faces a revenue shortfall of
about $150 million to $400 million, depending on the optimism of the
forecaster. Theoretically, the budget could be balanced by cutting
hundreds of millions of dollars from spending, but this approach Is hard to
take seriously in light of the vital impact of state Spending on a recovering
economy. Infact, the legislature has already recognized the role of state
spending in the economy's health in its early passage of the "jobs™ bill.

Budget cuts over the last three years have brought per capita real
spending down— dramatically. The deepest recession the state has ever
experienced was one consequence. Now — as that recession Is ending — IS
not the time for extracting hunareds of millions of dollars from Alaska's
economy.

With state spending now well below its 1979 level and the economy
starting its recovely, Governor Cowper has proposed a maintenance level
budget. The House and Senate can realuce the budget shortfall by
eliminating proposed expenditures. But, close tohalf the budget is pass-



through entitlement programs to local governments, schools, and
Individuals, politically difficult areas to cut. It appears the majority of
Senators and Representatives do not believe this Is the time for inflicting the
stress of another multi-million dollar spending cut on the Alaska economy.
Although reductions and reallocations will certainly occur, deep cuts are
not a realistic possibility.

S0 what options are left? The use of the Railbelt Energy Fund hes
been proposed. But many Railbelt voters rebel against “their" money being
spent to solve a statewide problem, and the construction industry opposes
any non-construction use of the money.

Another option is to use the cash reserves (gamings reserve acoount)
of the Permanent Fund. Using the reserves would reuce future dividends.
However, the necessary appropriation could be a “loan" with a promised
but problematical payback in the future. Combined, the Railbelt Energy
Fund and the Permanent Fund eamings reserves are the state's cash
reserves since last year the Budget Reserve Fund was emptied to help meet
last year's revenue shortfall. Without these funds as backstops, Alaska is
left with no emergency monies to meet another precipitous drop in oll
prices.

Leaving asicle the obvious difficulties inherent in the use of either the
Railbelt Energy Fund or Permanent Fund eamings to fill the budget
shortfall this year, there remains the issue of revenue stability. This issue
deserves very serious consideration for two reasons. First, Alaskans desire
and need public services. Second, there clearly exists a now-demonstrated
tie between Alaska's revenue stability and Alaska's economic stability.2L

21 For evidence of tre relationship of state budoet stahility 1 econaric activity in Aleska, sec "Can State
Spending Spoeed Aladkds Recovery,” by Professor Saoott Goldamith ard Lee Gorsuchy Irstitute of Sodal ad
Economic Researdh Unive jity of Alaska, Decarber § 1987
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Both reserve sources are only stop-gap measures, providing one or two
years of fiscal relief, at most. Neither fund provides an answer to the on-
going loss of more than 8 percent of Alaska's oil revenues and the erosion
of Alaska's fiscal strength year after year. The new ELF does. It'salong-
term solution to what will otherwise be a long-term loss.

Finally, the legislature simply could pretend that there is no problem.

Led by the Senate, the legislature gambled last year that oil price increases
would cover the shortfall in the budget with extra revenue. It worked then,
due In part to the unexpected receipt of some monies owed the state by the
federal government. 22 The legislature could roll the dice again. The risk
15 that the extra revenue will not materialize and that the state will be unable
to pay itsbills. 1f oil prices don'trise, current cash flow projections show
that the risk could become reality as early as February or March 1989,

Division ofPolicy
April, 1988
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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 In this fiscal note are
based on the Department of Revenue March 1988 mid scenario assumptions about

production, wells, and oil prices.

The attached tables Illlustrate 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 1s also Illustrated.

FY 1989 PRICE/REVENUE SENSITIVITY OF CSHB164(fln) am
(Millions $)

$10.00/bbl 11.00 12.00 13.00 14.00 15.00 16.00 17.
Prudhoe 93.16 102.47 111.79 121.10 130.42 139.73 149.05 158
Kuparuk 21.54 23.69 25.84 28.00 30.15 32.30 34.46 36.
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.
Hsburne -3.72 -4.10 -4._47 -4.84 -5.21 -5.59 -5.96 -6

TOTAL 104.48 114.93 125.37 135.82 146.27 156.72 167.17  177.

00
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YEAR
1983
1939
1990
1991
1992
1993
1934
1995
1995
1957
1598
1999
2000
2001
2002
2003
2004
20C5
2006
2007
2008
2009
2010

YEAR
1983
1939
1980
1991
1992
1993
1934
1935
1995
1957
1993
1999

2000" ."

2001
2002
2003
2004
2005
2006
2007
2cha

2003. 7 0.0239

2010

CJHAN

EHDI
-4.27
-8 46

Seo e oo 0000
o
o

GE IN REVENUE CSHB164
(Mill ions .9$)

LIS3
-5.93
-5.43
-5.19
-5.53
-7.01
-6.27
-5.74
-7.18
-7.83
-3.17
-8.44
-8.20
-3.44
-9.23

" -9.79
-9.43
-9.23
-8.50
-9.26
-7.52
-8.12
-4.73
-2.38

IN SEVERANCE TAX RATE

PRUDHOE KUPARUK MIL*S
120.03  30.20 0.00
125.32  31.40 0.00
172.12 39.56 0.00
150.27  40.37 0.00
16174  39.51 0.00
180.52 28.38 0.00
176.59  35.55 0.00
171.39 20.60 0.00
162.33 22.19 0.00
164.10 14.09 0.00
157.08 6.98 0.co
14415 2.76 0.00
137.65 1.22 0.CO
127.38 0.46 0.CO
118.80 0.08 0.co
122.03 0.06 0.00
116.55 0.04 0.00
103.90 0.03 0.Cco

91.47 0.00 0.CO
80.19 Q.CC 0.co
69.43 0.00 0.00
61.76 0.00 0.CO
55.85 0.00 0.00
CHANGE
PRUDHOE KUPARUK  MILNE
0.0249 0.0291 0.0000
0.0281 0.0448 0.0000
0.0323 0.0481 0.0000
0.0373 0.0513 0.0000
0.0394 +0.0539 0.0000
0.0421 0.CS30 0.0000
0.0450 0.0545 0.0000
0.0488 0.0491 0.0000
0.0548 0.0405 * 0.0000
0.0548 0.0234 0.0000
0.C574 0.0171 0.0000
0.0593 0.0083 0.0000
0.0597  0.0042 0.0000
0.0595 0.0017 0.0000
0.0585 0.0001 0.0000
0.0569 0.0000 0.0000
0.0253 0.0000 0.0000
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82.11
72.67
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APPENDIX

B
_ ALASKA NORTH SLOPE ECONOMICS * ,
Weighted Average of West and Gulf Coast Sales as Reported in PIW

1985 1986 1987 1988
Lélvsg!lhead price/barrel  $16.72 $10.17 $7.54 $9.47

Royalty/barrel $2.01 0.73 $0.86 $1.10
Severance/barrel $2.21 0.87 $1.00 $0.99
Property  tax/barrel $0.21 0.18 $0.16 $0.15
Producing” cost/barrel $0.90 0.75 %0.80 0.85
Depreciation/barrel  $1.53 217 2.2 2.25
State Income tax/barrel %0.29 0.06 0.08 0.12
LH% income tax/barrel 0.84 0.89 1.40

Pipeline profit/barrel  $2.18 $0.64 0.58 .
EQLPALS: P _ : 0
Industry  profit/barrel $1.22 $1.56 $2.13 $3.03

NET INCOME SHARES

dn o g B

$0.84 $0.89 $1.40

Shares in dollars per barrel

Industry ~ profits/barrel $7.22
State & local rev./barrel %4.71
Federal rev./barrel 454

Shares in billions of $ per year

Industry profits/year  $5,004 %1,102 1,530 2,211
State & local revenue/year  $3269 1,294 1512 §
Federal revenue/year  $3,148 $0,592 0,640

Shares in percent of total

Industry profits 43.8% 36.9% 41.6% 44.6%
State & local revenue 28.6% 43.3% 41.1% 34.8%
Federal revenue 27.6% 19.8% 17.4% 20.6%

ALASKA REINVESTMENT PERFORMANCE
Reinvestment in billions $/vear

Cash flow (billions $/year $6,065 $2,630 $3,119 3,853
Reinvestment (biﬂlions $/ygar)) $0,860 $1,322 $0,650 %0,700

Reinvestment in $lbarrcl

~ Cash flow per barrel %8.75 %3.73 $4.34 $5.28
Reinvestment per barrel* 1.24 1.88 $0.90 50.96

Percentage reinvested in Alaska 14% 50% 21% 18%

* Revenue, costs and income data from Petroleum Intelligence Weekly (attached);
reinvestment performance estimated by the Division of Policy.
See the following page for additional notes.

Division of Policy, 4111/88



Notes to analysis of PIW data on North Slope economics:

1 PIW data for the first and second half of 1986 and 1987 were
a?]/era ed u%ng e ua(\i, Weights to produce the average annual values
shown on the” preceding Page.

2. PIW values staged sei)zﬁately for U.S, West ar}(]zl Gul\f 00asts were
combined to provide welgnted aver?ge fiqures; the fo owm?9
wel% t)n9 factors were Use éWest ulf)” 1985-50%/50%; £986-
h2.596/47.5%;  1987-56.66%/46.67/%: 1988-60%/40%.

3. Annual /evenue f’l\%ures assume %roductlor) levels of 1.90 MMB/D
1.93 MMB/D, 1.96 MMB/D, and 2.00 MMB/D in 1985-88 respectively.

4. Data for 1988 are extrapolated assumin_% C0sts and revenues
continue at the per barrel levels reported 1N paw for the first two

months of 1988,

. Reinvestment estimates for 19856 are from Income and, .
In(Yestment Flows From Alaska Qil and Gas Producing Activities, by
Eaward Deakin, May, 198/, Estimates for 1987-g aré” Division of
Policy estimates baSed on industry statements of current and
planned project activity,

6. Cash flow is understated b¥ an estimated $2.00 per barrel because
depreciation on pipeline Investments are not accounted for
seEarat,eIY In the p1y data. (Pipeling tariffs are cecucted before

determining the welinead price per barrel)

Division of Policy
11 April 1988
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Short-HaL” Sales Oil markets should be very careful in drawing grand conclusions about Saudi
SaUdIS Ke TO Arabia’sdl policies on the basis ofits latest foray todharter ships formoving crude dl

. iNto its overseas stockpile. The fad is that Saudi Arabia is in the process of placing a

OVEI’SE&S StOCkbU I |d large chunk 0f stockpile crude with several 0f the Aramco partrers on a delivered
basis, and it chartered the tankers alnost entirely to replenish those supplies, acocord

ing towell informed PIW sources in shipping drcles. The stodkpile moves say more aboul

Riyadh’swish 1o retain a besic presence as ashorthaul aruce supplier in the Caribbean ad

Burope (p5) then about its longterm goals or role within Opec (PIW Jan.25,pl). PIW con

finrs thet the Saudis have lined up five ships tomove 10million bands ofdl intooverseas

storace in the coming weeks, plus at lesst one other vessel to supply nonAramco dients

RECE'VED like Ashland and Marathon In the pest, the Saudis have used the Western Hemisphere
stockpile for cocasioal oot sales, and more routirely to supply term austoners on a

propt basis. : :
TE?23 0 1 1988 By taking nearby crude from the stockpile now, the Aramco partners get the benefit
of the oil in'the heart of the winter season, rather than in late March or-early April
LEGISLATIVE Mf-mIR Dwhen oil loaded today in Saudi Arabia would arrive at Atlantic Basin destination™
Reference Library  The stockpile barrelsare within the overall 14-miliion b/d arcrude the partners
tained from the Saudis in January, and are expected to take in February. They donot
represent any extra supply. overall Saudi cutput volume is still below Opec quotaiin tre
3.8 to4niillion b/d range (excluding the Neutral Zone). This suggests Riyadh is willing to
cautiously and terrporarily stick with otherOpec producers in sharing some of e burden of

(continued on p.-*)

: : m
Alaskan Oil Profits  With oil markets again threatening a possible sharp drop in prices, us Alaskan 8ro-
Stavina Buovant duction looks surprisingly well positioned to cope with a repeat of the coIIaPse of 1986.

. Vy Y Despite high transport costs that would appear to make Alaskan North Slope cutput
Amid Volatile Prices h|gfh|yvu|ne_rable to lower prics, itiscurrently making good, rofits at S14.50-515 50
delivered Erlces, and has shown it can break even at S10 a arrer. Profits also bounce

back quickly as prices recover, according to a PIW analysis of Atasiken North Siape

econamics (see table). Producers briefly suffered losses of a few pennies a barrd in
MId-1986 wwnen the delivered price at the GuIFCoast ©1 t0$10 But profits rebounded toan

aerage $3.50 in 1987, ad even managed to aerage over $l a battel in dsastrous 1986,
NS auke— which is onefourth of US production —  realizes a healthy S2.60S3.20 a
karrel now; depending on sales destination. .

_ Evenifprices dropPed below $10, very little North Slope production would be shut

in, mainly because of the large amounts already invested In current output andits

importance to US supply. What'smore, the ail is primarily absorbed into the refining

and marketing systems of producing companies, and low crude prices usually provide

EDITOR & PUBLISHER: Wanda Jablonski.  Executive Editors: Thomas Wallin. Marshall Thomas, Kenneth Miller.  Fifteen Specialised Slatl Editors.

HEAD OFFICE: One Times Square Plaza, New York. N.Y. t0036. Telephone: (212) 575-1242; Telex: 62371 Petrorn; Facsimile Phone No. (212) 391-3906.
LONOON: 121 Charterhouse Street. ECIM 6AA; Phone (01)608-1321; Telefax (01) 606-1324. SUBSCRIPTIONS: S1.150 annually to all areas hy an or courier.
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offsetting IMPrOVeMents in we profitability of downstream refiring Mearmhite, te
long-term outlook for Alaskan north Slope crude is encouraging continuing buildup
of production capacity, in sharp contrast to plunging prociction in other US arees. ANS
autput surged over 2million b/d in late 1987 as Alaska displaced Texas Tartre first time as
tre larg=st source of US crude. The North Slope is still regarded as holding the best potential
Tarfinding big new fields. But disooveries have 1o be large to offset groning development
ad gperating aosts, already goparent at the Kuparuk River and Bdioott fields, and far
enhanced recovery in super-giant Prudnoe Bay (PIW Jan.25.pl0).

Since e 1986 price collapse, teeconomics for Ataskan North Slope crude sold on
the WeSt coast have become_relatlveI%/ more Profitable than e longer shipments ©
teGUIfand East Coasts, which used toearn almost as much. asa result, more North
Slope crude Ismoving wre California market, with tre West coestabsorbing o of
lestY/I'S higher production Versus so% in 1985, profits on West Goest salles are now
about 65" a barrel higher than those 1o Atlantic ports, compared toagap of 100 in 1985
This mainly reflects the much larger S| 1.66 albarrel drop in ANS pricss toGulfand Esst
Coest destinations in the lsst two years compared toa drop of just under $10 on the West
GCoast. The bigger decline in theesstis hard toexplain but is praably only partly due totte
highly conpetitive Atlartic Basin cruce al market

VS COMPMATTY* KOKOMO Of ALASKAN NOFTH U O ff FROOUCTON (la M it pee karref)

-isfea TeUSSeNCaeet- -tales TtMWeMCtoM
. INIE = 1M 7 e ISM - INL - -1W 7 ererme UN-  IMS
Oelfvertd Price Camal 2adH 16H 2ndH INM Year CanaM 2MH INH 2aSH 1«tH Yeee

Sort*) Price *15.50 *18.45 *17.00 *12.00 *16.80 *27.00  *14.50 *17.45 *16.00 *11.00 *15.80 *25.00
)lAnrtg* Prfcafs) 1523 1162 1996 1231 1173 2691 1426 1141 1156 1671 1414 2423
€SX

Shipping CoN 335 320 319 338 372 421 099 096 094 094 114 129
}/tHuI.o.t). 1190 1361 1380 893 1200 2270 1328 1452 1462 981 1340 22.0V
gec

PhpeUneLote 005 010 009 005 003 010 009 010 005 009 003 oiir
Pipeline Tinft 320 395 399 450 450 600 320 395 395 450 450 600

WISMdS Priee(k) 186 fM fM 436 745 1M 1861 1647 1013 121 111 118

Royaltytc) 100 111 114 047 085 199 117 123 124 058 102 202
Severance™) 091 100 130 039 099 219 105 109 140 070 117 222
Property Tax 015 015 015 016 018 o021 015 015 015 018 018 02
Producing Con 085 08 085 075 075 090 085 085 085 075 075 090
QOepmention(e) 225 225 225 211 217 1B3 225 225 225 211 2171 1S3
Ere-Tax Profit 349 420 411 023 251 978 45 490 472 068 356 9.96
ux
State Income Tax(f) 010 013 012 001 0.08 029 014 015 044 003 011 030
US Wincifall Tax( 0.00 000 000 000 000 0.00 0.00 000 000 000 000 000
US Income Tex(h% 119 143 140 011 118 450 154 167 161 041 164 438
QUrreM 226 214 231 112 121 4C) M 3H 2M 145 181 S5M
Pipeline Profit 043 053 053 064 064 218 043 053 053 064 064 218
OetnN PnM 2U 317 312 118 L1 17 326 3.U 3SL IM 248 T2¢

a) Aven eofMEroducer*, b]S Price at Pump Station #1. ¢) Royalty 12.5% after deduction oi gathering owts (63c 1388.664
19671 %966. 85 1965%. d) ‘Severance Tax based on wellnead pnea attar deduction of royalty (11.94% from 2nd Hall 1987 to
preterit. 14.96% 1985 lo Ist Half 1987. «) Includis depletion. <) Average stall incoms tax rata ol 3% lor all
producer*. g) Windfa* profits tax nol applicable at lower wellhead pnea*,  h) US incoma tax rasa34% 1987 lopmanl and 46%

previously, attar deduction of costs, state taxes. . )

Anather bi change in the last few years is the more even split between producing
comﬁan profits and the tax take of Tederal and state governments. Wltﬁ Alaskan
wellnead prices well below the floor level of us “windfall” taxation, the tax burcen has
shrunk to an estimated $3.35 a barrel currently. Reduced cormorate income tax rates
fromaes 10 34% startirgin 1987 hes also helped producers. However, Washington clains
thet the companies may owe $200million in “windfall'* profits taxes far 1984and 19865due
todqnan'lﬁes in pridng ad pipeline dargesamong the various Alaskanal producers (PIW

Jure ! ) ' . . . .

The settIePnent ofa7-year Ie%al dispute over Alaskan pipeline tariff* has also put a”
extrasgueezeoa profits since 1986, with the Trans-Alaskan Pipeline providing 1se0f »
North Slope profits now compared t0 30% in 1985. Aimed st fostering grester compet:
tion farNorth Slope lesses, the resolutionwith the seven onrers (BP 50%, BExxon and Arco
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20% each, ard tre rest lit between Mobil, Phillips. Union and Amerada Hess) srarply
reduced tariffs, settded back clains of overdnarges and put tihe pipeline on a real-ratecf
retum besis starting in 1986 (PIW Nov.4,'85.p8).

US tn’t The existence of a semi-secret and unoffidal “mini-Brent” North Sea market might
End anS help London’s Intermational Petroleum Exchange win a central role in the globaliza
tion ofdl futures dealing. Mini-Brent could provide amodel forthe IPE asit prepares
Fort Ole another relaunch forits failed Brent futures contract folloning the New York Mercan
tile Exchange’s refusal to trade US crude futures in London as a joint venture (PIW
Jan.25,p8). Shocked and disappointed by Nymex’s rejection ofjant, trading of\\est Texas
Intermediate futres tre IPE is considering a number of altermative gptions, with arestyled
fa 1,000barrel Brentaontract based on cash settlevent rather tren physical delivery et e tp
wif of tie list (PIW Jan.25.p8). Other possihilities include a Londonbased Wast Texas Inter:
g ﬁ mediate aontract adhinistered independently of Nymex, and a link toanother US exchange
o such as the Chicago Board of Trade, which dabbled with al futures saveral years ago.
0] Steady but largely unpublicized trade in the unregulated mini-Brent market leaves
& 8 littde doubt that demand exists for a finandal tool of this type geared to European
é M crude. Also known as the Brent partial market, and only reluctantly revealed to PIW
3 by major players, mini-Brent is the brainchild of US investment banks. But its future
b is now in doubt due t© new UK lans which may leave room for tre |PE t© take over
v instead. Mini-Brent works because the investiment banks are willing tobuy and sl futures
g antracts yarpartcargoes of Brent in 50,000 barvel incrarents uder their onwn set terns,
XJ rormally closing aut at an agreed cashisettlerent price as 600,000barre! forward Brat
cargoss begin totrack in the physical market. However, this trading could fal foul of tre
eQ forthoaring UK Fnandal Senvices Act (PIW Jan 11,p2). The IPE, asarecognized futres
exchange, might win ggproval ofasinilar stardard aontract, using well-established proce
X dures of exchange of-futuresforphysicals for partidpants warting to take delivery. The
-y (PE is now seeking industry advice on how 1o talor a new aontract, but there's virtually
y unversal agreement thet simply restyling the existing 1,000barrel contract won't work™
Evert wﬁ] its poor track record In marketing and Rlann_mg, the London future™?
& exchange Listill eager to launch its own crude contract tnat will spark trade both local-
lyand from MideaSt and Far East time zones, largely out of New York’s normal reach.
R [T plans “some form of significant trading incentive Scheme to encourage initiau partic-
ipation” and scope for broader membership, aimed at attracting more active ficor
traders. wnite Nymex bossts almost 800 members ad lest year trackd an average
40million b/d trereareaurrentyjust 57 authorized IPE dealers There’'sgereral dismay in
Burgpean trading drcles over tre Nymex’'s "parochial’” decision rot to come 1 London,
ocowpled with tre recognition thet Esstern Hemisphere trackrs increesingly wantt to use
crucke futures (PIW Dec.7,p6). The IPE hes alreaedy been gpproached by the Singapore In
termatical Monetary Exchange on possible broed cooperation

In Op«c Like the bI? Mideast exporters, Opec's key African members are moving fast waush
fives To ion themselves against rapid swings in output even in a weak market. sut tkEf/ are
- using very different means wachieve the same ends. Resisting stralﬁ;ht market-related
COUNTING  pricing, the Africans are looking to product sales, processifig deals of variaus kinds
and enhanced margins for foreign equity producers to sustain volumes. Tnough tech

riqmdlﬁer, almost all Opec exporters are adapting toan dil market in which some puce

volatility is seen as inevitable, making maintenance of sales o key austorers in ways tret

case tre lesst market disruption a top priority (PIW Jan.25,pi). The various methods re

flectinark ting strergths of individual producers and preferencss of tradtical custoners,

among ether factors . L .
_Among african producers, Libya appears to have significantly reduced its wuirera
bility to short-term market swings. Though volume has fallen somewhat, Tripoi
seems to be offsetting much of the recent loss of up to 200,000 b/d in third-party cruce
sales to traders without flooding the Mediterranean with discounted crude. “Thev'a
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APPENDIX C-- EXPLANATION OF 1961 OIL TAX LAW CHANGES

|, Introduction

The 1981 oil tax legislation (ch. 116, SLA 1981) d
accoun%% o% Old & eg'sé‘ré"é‘ rt? érrrre %e ﬂﬁ %ﬁs A

come tax, enacte
ortron ent rate rncon]e tax. 1o ma eu thes stantra
Cnues us he Ieg ation asor etax e QH]
hoe rve rateo stoverl E2 tg /} 1S
rease acco arsrg[ e nomina rat romlg to
trve us en the Bnt he tent nnrvers
ro uctio rnnrn ctro une %al
ate set at e rst Ve aso |rrro uctron aken t()get
fwo changes were rnten reven & neutral

. Inaddition to the two prim es —eliminating separate accounting and
Increasing the severance t e 15@ W also: I J

gr)n made retroactrv technical amenciments (k Hown as the "warts"
a endments) to st etax aws In orcler to Improve the retrospective constitutionality

separaea counting;

h) corrected tax ro soed he sharing.of oll asrevenues amon
Natrve gorporatrons un er qgs& t\Ptrve arms e ement Act: g

Ert a||0\3/ed or the retroactrve deductron of federal windfall profit tax
payment
d rnstrtuteda du ted, stair stepped rate, beq rnnr at 10/ rthet lon
coriagrate rncome 8 an |Orarseri the t prat rom /otol /o}or
oney ar
Tax "stapill t the issye in. 1981, T 1981| edsolel n
[esponse tohtrg [tyormse tﬁeorr ust]rz cha engin e197 se y
ac ounr corporate (Jncom Se ara oun I rchwas
assed arter nearl de ot stu drscussro % gtb oIl tax chan es
re not designe tom ethestatsax se En able, rt
uture explor dproductron I ea te

0.enco
ne to liml %%
states oentral?rabr asaresult eorI 0 agrreg\VYe%ﬁi geé H 5@57
aegccountrn% w ecau eorI rniﬁrstr@ enefitt romt 1 law, It
t object to the changes rnt statesor tax structure,



Appendix C -2

At the time the. 1981 |a nyassu dtha orlt I5sUe would be
revisited, after ecrsron on Wwasma e an ore June 198/
B o ar B e ey
statute’s co strtutrona \/\ggJ rme§ @yt?r pSupreme Courtr January 1986

II. How [t Happened
A. Activity Before 1981

he 1977-78 Als Le ISlature and Ha{nmond Ad nrsé ation, confronted
wrtht rospecto te ommerca afr)r é) ction from ruk hnstrtuteda
re nSIve revrsrono estateso aS fax structure

ature with the activi s orto rnor ngm imum .
eer nce t arr rom 8% gtrne ctrn 19 0, An conomrc
Imit factor or uIar Eac theftatu ra sf rwell roduetron
esst an o 9san Rarre %r r( ]r?] Egve drst barre
Wwere taxed at 0%, a n els at6/o)f eF \gas esigned to give the
Severance taxacUn/ed or slicing scale, instead o starrstepp rate.

In 1978, theF arate ccoungn oll and raern ome taxvvas
The [aw Was develo

'er?r Sl 0 nrstratrdpafs J‘?Bp%‘s ajfﬂa L BBeex‘%%“fng it

donment edc oraergcome axwou e Ig HONE r?rr/:ome

UCErS pa est athrdo r
rtronrn) r¥ S0 had Ine eei rIyo dr erent tax Ieveson

Sin
P rsvvrtngesame [OFITS IN Lias 3, Ine ri §< qrzrr?g producers with a
arger degree of investment and employment in Alaska.

constrtnuﬁ%ﬂ Ii19709f’ f]Hre [ oggrgr%hﬁe?Bﬁ orI %duce %nrcl:%rringgtgvchahengn O%the
VNS atrri{ int elrtrﬂatro the heHammon Administration

el e e o e T
State revenue In orcer to ettet e litigation

B. The 1981 Session—Policy Background
At the beql rnnrng the 1981 sesslun H use and Sen%te Iﬁaders urged the
S
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Appendix C -3

hoth chambers, including Senate President Kerttula dand Finance Chairmen
&P rth and Bennett, House Spea elr uncan and Fmance Chairman Cotten, and

ernor aerond Attorn%r( eneral Condon, and Revenue Commissioner To
llliams, [oIne eclaring that daS f? rca f (lecreases rn teo

as revenue " ae§t n‘?] (N unwi rran? (% dMa
XP&S% &ﬁp EP Ve Z}/r %TIS money {0

[eet ata change vaprc
the or?rndustry at thegexpenseo the pe Aqas aar Unace pt

O0USe le ders rd ot ree with the Administratio svrewthat exrstrnﬂ law

neede to re mare ptrrﬁrstr lat the ate accountl g
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pretty far in the future, but we'll have more information available to us at that time."

Il Postscript
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”%ﬁ zn §omm|53| ner?ﬂla% yses e art entof V%Nes WS t
%ﬂ:r ggmu osso 81 Iawatlove ndred millio OF
hrou ¥he o e State Iost overone b I|on ars mrevenueasaresuto
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DRILLING/WORKOVER DISINCENTIVE
COMMITTEE SUBSTITUTE HB 164

SEVERANCE TAX CALCULATION

£ WBRELT LAW.

Field Rate X Wellhead Price X Severance Tax X ELF

90.168.000 BOPY X$9/BO X 0.15 X 0.52134

.. = $63,461,050/
Addition of 1 well: $ v

90.277.000 BOPY X $9/SO x 0.15 X 0.5204
=$63,423,203/year
A decrease of $37,346 year

PROPOSED LAW

Field Rate X Wellhead Price X Severance Tax XELF

90.168.000 BOPY X$91BO X 0.16 X 0.7296

. =$88,811 873/year
Addition of 1 well: /

90.277.000 BOPY X$91BO X 0.15 X 0.7292
=$88,870,484/year
An increase of $58,611 year

[Copy of ARCO Handout, March 27, 1987]



TECHNICAL NOTE

N ARCO'S KUPARLHK EXAMPLE
Tax Eftects of Drilling an Additional Well Under Current Law

Mr. James Weeks, Ku aruk Uni Wq r7ro ARCP provided testrmon
grgeHeg(s:g Irnance ommrtte an arc Ex mples.o severance fax ects

A 10 pAE] companieans i 0rrh neTrn e]x mplescorp e ;
§ur;e8% E}d}f r?r% er n 8eg%%)e§ é ﬁlﬁ e exall, 03% éxp et t%e arﬁronr%

In rels. per gay wo reouuo
arrelgé ARCd rexamglf) aﬁngua%gfoéjs regeg?rue 0 Nﬂe 68 -

In&gt['ee fl eagagms € OWNers

(0,271,000 BOP Y R0 BOPVIIRARIEN s oo

Tr]e first of ARCO's two examples sho g Cer urren law the owners
ould collect an annual severance t rebate o trs ag itional venue
The effect rv Severance axraeont e new proclictio PerceB he
ect 1S anaa ous toa ersona rnc me tax wheret ctrve tax ates hecome
ower Incre emov errn erbac et
e sec n exam ustra es wr aneged undertpe
rvrn ero ersa t roposed law
co ect erncr orte fate |
csun rthe currentan
examp es

severanc {aX. mmar |Z St
ropose severance tax avvs ass OWH Inthe A

TAX EFFECTS OF DRILLING ONE ADDITIONAL WELL
@C% \'(uparukgxample[;

Percent
Change
Change  Change Tax In

| In Rate Average  Average  Average
Annual Annual On TaxRate  TaxRate  Tax Rate
Gross  Severance Incremental  Before After Due To
Revenue Tax  Production  Drilling  Drilling  Drilling

Current Law %981000 (%37 846) 39% 1.820%  7806% -0.180%
Proposed Law 981,000  $58,611 6.0%  10.944%  10.938% -0.055%

Prepared by Division ofPolicy, April 1987.
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The purpose of this note is to briefly update the oil revenue situation to reflect events which have
occurred since our last revenue forecast released November 1988,

Qil Prices

World oil FE)rices have remained strong through December and January in response to the No-
vember OPEC production agreement. It aﬂpears_thatQP_EC Broductlon has averaged 19.5
million bbl/day through January. Althougn this is 1 million bbl/day over the agreed upon quota,
stron% demand and supply dlsruBtlons in the North Sea have kept Saudi Light oil prices near
$15.00/bbi on the spot market. BP Exploration, the largest producer of Alaska North Slope
(ANS) crude oil, recentl?/ announced a February price for ANS of $16.30/bbl for Gulf Coast
delivery. The figure below illustrates the current Department of Revenue scenarios and actual
ANS Gulf Coast prices.

ANS at the U. S. Gulf
Nominal data

($/ barrel)

Month

Actual Low Scenario
Mid Scenario S - Hign Scenano

The TAPS tarifffiling for calendar 1989 sets the average tariff for the pipeline at $3.01/bbl.
This is $0.04/barrel higher than assumed in the Fall Forecast.

1



Qil Production.

Production from Alaska’s North Slope held firm through year end at well over 2.0 million bbl/
day. Itis still not clear if the production slide at Prudhoe Bay of 50,000 bbl/day, which ARCO
envisions, can be avoided in calendar 1989. Based on preliminary information from Conoco, it
looks like Milne Pt. may recommence production sometime this Spring barring another price

drop.

Higher prices, and higher than expected production through year-end result in a slightly im-
proved outlook for the remainder of the fiscal 1989. The high scenario we developed last Fall
outlined a revenue stream predicated on a successful OPEC production agreement. So far events
outlined in the high scenario continue to unfold with the result being oil prices which correspond
roughly to those characterizing this scenario. For example, under the high scenario the world
economy was expected to increase at 3.5% in both 1989 and 1990. OECD growth appears to
have been 4 percent for 1988. World oil consumption growth for 1988 has been revised upward
bK Energy Security Analysis, Inc. to an estimated 3.6%, or about 1.8 million barrels/day. The
The high scenario assumes a growth in demand of 1.5 million barrels/day for 1989 and 1990. In
the November OPEC meeting Iran and Iraq were given a quota of 2.6 million barrels/day, about
14% higher than the 2.3 million barrels/day of production from these countries assumed by the
high scenario. The high scenario was hased on a total OPEC quota of 18.7 million barrels/day,
with continued cheating by the member counties. The current OPEC quota is 18.5 million
barrels/day. Over production by member countries has resulted in an estimated production in

January of 19.5 million barrels/day.

There is, however, no guarantee that conditions within OPEC will remain the same. In particu-
lar the seasonal drop in'oil consumption during the second quarter may present serious problems

to cartel cohesiveness.

Table 1 outlines the price/revenue sensitivity for the remainder of FY 1989 and FY 1990. The
FY 1989 outlook incorporates our most recent data on actual revenue collections through De-
cember and substitutes current spot market price data for January 1989. A summa(rjy of the
current mid case assumptions, as well as actual collections through December production month
and corresponding January revenue month, is shown on Table 2.



