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The f i n a l  f a c t o r  t h a t  the  f r e e  con fe r ee s  were a rgu ing  about f o r  those  two 
weeks was the  expon en t i a l  con s t a n t ,  and the Senate  wanted 750 and the  House 
wanted 300. And to  make a long s t o r y  s h o r t ,  they compromised. In the  ve ry  l a s t  
minutes,  as o f t e n  does, i t  came t o g e th e r  ve ry  qu ick ly  w i th  a compromise which 
was a ve ry  smal l  r e d u c t io n  i n  the  House’s proposed nominal r a t e  from 12.5 down 
to  12.25, and they got to  the  end where they were a rgu ing  about hund red th s  of  a 
pe rcen tage  p o in t ,  and they compromised on th e  House's p a r t ,  o r  r e a l l y  a 
w i l l i n g n e s s  on the  S ena t e ' s  p a r t  to  a d j u s t  t h a t  expon en t i a l  c on s t an t  downward 
and th e r e  was some disagreement among th e  v a r i o u s  o i l  companies as  to t h e i r  
r e a c t i o n s  to t h a t  and I  don ' t  t h in k  any of  t h a t  d isagreement ever  got  on the  
r eco rd ,  but  i t  l e a s t  i t  was s a id  t h a t  some of  the  sm a l l e r  o i l  companies 
o p e r a t in g  i n  Cook I n l e t  f e l t  t h a t  some advantage f o r  the  l a r g e r  o i l  companies 
had been gained a t  t h e i r  expense. I  don ' t  know i f  t h a t ' s  t r u e ,  bu t  t h a t  was an 
i n t e r e s t i n g  s i d e  l i g h t  on the  n e g o t i a t i o n s  and d i s c u s s i o n s .

COUNTER #348
There were p robab ly ten  o r ,  t h e r e  were a m u l t i t u d e  of  curves of  t h i s  n a tu r e  

drawn and I  t h i n k  t h a t ' s  about  a l l  I  can t e l l  you about what went on i n  1977 
f r e e  con fe rence .  But th e  formula we worked through today a r  e  ou t  of  those  
k inds of  p o l i t i c a l  compromises and I  t h i n k  i t ' s  the  f a c t  t h a t  the  f r e e  con fe ree s  
had to ge t  i n  to t h i s  m a t e r i a l  as deep ly  as  they  d id  and as we have done today 
t h a t  has persuaded Gordon Har r ison  to  ask me to  go i n t o  as deeply as  I have.

There a r e  a whole l o t  of a d d i t i o n a l  t h i n g s  t h a t  p robab ly should be t a l k ed  
about, in c lu d in g  the  c en t s-pe r-ba r r e l  d i f f e r e n c e s  i n  1977. The House proposed a 
cen t s-pe r-ba r r e l  t a x . . .w i t h  an annual  ad jus tmen t  to  the  c en t s-p e r-b a r r e l ,  based 
on the  GNP d e f l a t o r ,  b a s i c a l l y  based on i n f l a t i o n .  So, had the  House p r o v i s i o n  
in  t h a t  r ega rd  been adopted, the  c en t s- p e r- b a r r e l  f l o o r  would have r i s e n  each 
year  to keep pace w i th  i n f l a t i o n  and we h av en ' t  c a l c u l a t e d  what i t  would have 
been. The House proposed 93<? pe r  b a r r e l ,  so i t  c l e a r l y  would have been 
somewhere w e l l  above $1.00 by now as a f l o o r  f o r  th e  severance tax .

The re ' s  ano the r  i n t e r e s t i n g  s i d e  l i g h t .  The Dept, of  Revenue i n i t i a l l y  
proposed i n  1977 and l a t e r  r e t r a c t e d ,  o r  withdrew, a p roposa l  to  p rov ide  a 
r o y a l t y  c r e d i t  a g a i n s t  seve rance  tax ,  and i t  was a cu te  l i t t l e  dev ice  t h a t  would 
have, had i t  been l e g a l ,  o r  had i t  been adopted, would have p r o t e c t e d  r o y a l t y  
revenues wi th  a f l o o r  of  s o r t s ,  in  e f f e c t ,  u s ing  the  severance t ax  as  a means of 
p rov id ing  a f l o o r  unuer r o y a l t y  revenues as w e l l .  Sena to r  Ferguson, who was 
around a l l  t h i s  t ime, and Sen. E l i a son  h a v en ' t  s a id  any th ing  about  t h e s e ,  I  hope 
t h a t  your memory . . .  accords  w i th  mine on th e s e  p o in t s .

The Sena te  had proposed a c en t s-pe r-ba r r e l  f l o o r  af  75c per  b a r r e l  and had 
sa id  t h a t  t h e r e  would be no e s c a l a t o r .  They compromised on t h a t  a t  80c per  
b a r r e l  and t h a t ' s  where th e  80c per  b a r r e l  comes from t h a t ' s  i n  our law today. 
T h a t ' s  a good s topp ing  p l a c e ,  I  t h in k ,  f o r  th e  moment. There a r e  a whole l o t  of  
o th e r  t h in g s  to  go i n t o ,  but  now i s  p robab ly  a good time to  pause.

What comes n ex t ,  i f  we want to  go i n t o  i t ,  Mr. Chairman, i s  t h e  procedure  
f o r  e s t a b l i s h i n g  th e  P roduc t ion  a t  the  Economic L imit .  The 1981 amendments, 
which of course  gave us t h e  t ax  system we have and which s u b s t a n t i a l l y  changed 
the  a p p l i c a b i l i t y  of  the  ELF, as Mr. Nelson po in ted  out e a r l i e r ,  t h e  ELF d o e sn ' t  
a t  t h i s  moment apply to Prudhoe Bay and t h a t ' s  because of  what was done i n  1981. 
Do you want to  go on to  tho se  r i g h t  now, Mr. Chairman, o r  do you want to pause 
a t  t h i s  point?

COUNTER #398
(QUESTION from Rep. Grussendorf:  What would be your t iming on t h a t ,

Gregg?)



I  t h ink  the  1981 amendments we could p robably ge t  th rough b e fo re  lunch, and 
p robab ly  f i n i s h  up t h i s  whole th in g  b e fo r e  lunch, un l e s s  you wan. to t ake  an 
e a r l y  lunch.  I  guess I'm g e t t i n g  a l i t t l e  hoa r se ,  bu t t h a t ' s  a l r i g h t .

(QUESTION from Rep. Grussendorf:  Are t h e r e  any o b j e c t i o n s  to  continuing?)
(QUESTION from Sen. Abood: One qu e s t io n ,  Mr. Chairman, I  want to  be su re

i t ' s  s t r a i g h t .  The only two f i e l d s  t h a t  a re  a f f e c t e d  a re  the  Milne Po in t  and
the Kuparuk a t  t h i s  p r e s e n t  t ime, i s  t h a t  correc t?)

Af fec ted  by the  ELF? I  d o n ' t  b e l i e v e  t h a t ' s  c o r r e c t ,  bu t  I  would d e f e r  to 
my co l l e ague ,  Tom Ches te r ,  who's p robab ly  looked i n t o  i t .  Cook I n l e t  f i e l d s ,  of 
course ,  a re  a f f e c t e d  as w e l l .  And I  t h i n k . . .

(QUESTION from Sen. Abood: But you were say ing ,  i f  I  may, Prudhoe Bay i s
not e f f e c t e d  by i t ,  bu t  Kuparuk and Milne Po in t  accord ing to t h i s  graph, i s
a f f e c t e d  by it?)

The Kuparuk f i e l d  does have the  ELF app l i ed  i n  c a l c u l a t i o n  i f  i t s  t ax e s ,  
and th e  Milne Po in t  f i e l d  does as w e l l ,  yes.

(QUESTION from Sen. Abood: So e v e ry th ing  bu t  Prudhoe Bay i s  a f f e c t e d  by
it?)

At t h i s  t ime, t h a t ' s  c o r r e c t .  ( tape u n i n t e l l i g i b l e )  I t  appears  t h a t  t h a t  
would th e  case, yes ,  u n l e s s  t h e  law i s  a l t e r e d .

In  1981, l e t  me back up, because t h e r e ' s  one th in g  I  shou ld  r e a l l y  say t h a t  
I  am no t  r e a l l y  th e  expe r t  to  t a l k ,  o r  t h e  pe r son  to  p roces s  any e x p e r t i s e  on, 
and t h a t  i s  the procedures  under which t h e  P roduc t ion  a t  th e  Economic Limit  can 
be modi f ied .  And I  am going to  d e f e r  to  Mr. Monkman o r  Ms. Vogt or  Dr. Logsdon, 
i f  you want to go i n t o  more d e t a i l  on tho se  p rocedures .  They 're  d e a l i n g  w i th  
them on a d a i l y  b a s i s .  But t h e  1977 law, both v e r s i o n s ,  th e  House v e r s i o n  and 
the  Senate  v e r s i o n ,  had a p r o v i s i o n  t h a t  s a id  i f  th e  o i l  companies came i n  and 
could show t h a t  th e  c o s t s  o f  t h e i r  p roduc t ion ,  and the  b i l l  d e f in ed  c o s t s  very 
nar rowly ,  a l though  i t  l e f t  some am b igu i t i e s  which I t h i n k  may be a m a t t e r  of 
some concern, i f  the  o i l  companies could come i n ,  o r  any o i l  company, any 
p roducer ,  could come i n  and show t h a t  i t s  c o s t s  o r  th e  revenue from the 
p roduc t ion  of  t h e  g iven 300 B was no t  enough to  cover i t s  nar rowly  de f ined  
c o s t s ,  then the  company would be e n t i t l e d  to ,  and the  Dept, of  ? enue was 
d i r e c t e d  to g r a n t ,  a h ighe r  P roduc t ion  a t  the  Economic L im i t .  Thr f a c t o r ,  t h a t  
p r o v i s i o n  was, I  must say in  my memory, no t  p a r t i c u l a r l y  a m a t t e r  o f  concern to 
e i t h e r  s i d e  i n  th e  n e g o t i a t i o n s .  There was concern t h a t  th e  language be w r i t t e n  
ve ry  t i g h t l y  and o f  course,  as u s u a l l y  o f t e n  happens i n  t h i s  case ,  the  concern 
of  t h o s e  of  us who were d r a f t i n g  a t  the  d i r e c t i o n  o f  the committee was to de f in e  
those  c o s t s  ve ry  narrowly. I t  t u r n s  ou t  t h a t  t h a t  wasn ' t  th e  problem, and as i s  
o f t e n  th e  case, i t ' s  the  problem you d o n ' t  t h i n k  about i s  t h e  one t h a t  comes 
back and grabs [you]. So, i f  t h e r e  a r e  f u r t h e r  q u e s t io n s  on t h a t ,  I  t h i n k  I ' d  
l i k e  to  d e f e r  and have them d i r e c t  i t  t o  the  Dept, of  Revenue, s i n c e  t h e y ' r e  in  
a d m in i s t r a t i v e  h ea r in g s  and a r e  t h i n k in g  a l o t  about i t ,  i f  i t ' s  a l r i g h t  wi th  
Mr. Monkman.

COUNTER #458
(QUESTION from Rep. Grussendorf :  Any l a s t  q u e s t io n s  of  Gregg, h e re  on

PET.?)

L e t ' s  go on to  1981 then. In 1981, I  don ' t  t h i n k  we want to  go through the 
long h i s t o r y  of th e  1981 s i t u a t i o n ,  but  in  b r i e f ,  the  s t a t e  had been sued wi th  
r e s p e c t  to  the c o n s t i t u t i o n a l i t y  o f  i t s  o i l  and gas c o rpo r a t e  income tax .  And 
as a r e s u l t  of  the  d e l i b e r a t i o n s  i n  th e  1981 s e s s io n ,  t h e r e  were a t t emp ts  to 
s e t t l e  t h a t  l aw su i t  l e g i s l a t i v e l y ,  t h a t  i s  to  remove the  p r o v i s i o n s  o f  the 
pe t ro leum co rpo r a te  income tax t h a t  was passed i n  '78, which offended the  o i l  
companies, and thu s  s e t t l e  the  law s u i t .  Those e f f o r t s  came to  naught,  but 
t h e r e  were e f f o r t s  and concern on the  p a r t  of  the  a dm in i s t r a t i o n  of Governor



Hammond to  l im i t  the  s t a t e ' s  l i a b i l i t y  by s u b s t i t u t i n g  anoth/ ? kind of t ax  t h a t  
would not  be so l e g a l l y ,  a t  l e a s t  would no t  be su b j e c t  to the l e g a l  
v u l n e r a b i l i t i e s  t h a t  some people thought the  o i l  and gas co rpo r a t e  income tax ,  
t h a t  was then c a l l e d ,  by shor thand,  s e p a r a t e  accoun t ing ,  was supposedly 
v u ln e r a b l e  to .

The l e g i s l a t u r e  dec ided to  r e p e a l  the  s e p a r a t e  a c c o u r t i n g  t ax  and 
s u b s t i t u t e  a d i f f e r e n t  t ax  which, i t  was f e l t ,  would be l e s s  s u b j e c t  to l e g a l  
t h r e a t .  The r e s u l t  of  t h a t  change was a s u b s t a n t i a l  r edu c t io n  i n  revenue to the 
s t a t e .  And to  coun te rba lance  t h a t  r educ t io n ,  s i g n i f i c a n t  changes were made in 
the 1977 severance tax .  The e f f e c t  of  those  changes were to  i n c r e a s e  th e  tax 
r a t e  a t  Prudhoe Bay from what was then about  11% up to 15%. This  was done by 
e s t a b l i s h i n g  in  the law, what I  c a l l  in  a shor thand way, the  ten-yea r  ELF 
t r i g g e r .  And the  ELF t r i g g e r  sayu t h a t  any time a f i e l d  has been in  p roduc t ion  
f o r  t e n  y ea r s ,  i f  t h a t  f i e l d  began p roduc t ion  be fo r e  195i, t h a t  i t ,  t h e  ELF goes 
i n t o  e f f e c t  only a f t e r  t e n  y e a r s  of  p roduc t ion .  That i s  why Prudhoe Bay does 
not  have the  ELF app l i ed  i n  c a l c u l a t i n g  i t s  e f f e c t i v e  tax  r a t e  r i g h t  now. Now 
th e r e  was a l s o  ano the r  t r i g g e r  in  the  1981 law and t h a t ' s  the  .7 t r i g g e r .  And I 
know t h i s  sounds very confus ing and i t  i s  because  th e  1981 amendments were 
con fus ing .  They were, in  my op in ion  anyhow, kind of ju ry- r igged  to produced the 
revenue r e s u l t  t h a t  was needed to  ba lance  the  l o s s e s  of  revenue r e s u l t i n g  from 
the change i n  the  s e p a r a t e  accoun t ing  to  modif ied  apport ionment t a x  i n  the  
income tax  s id e .

The theo ry  behind i t  however, t h e r e  was a theo ry  behind those  changes,  and 
the th eo ry  behind the  changes was t h a t  a f i e l d  would be e n t i t l e d  i n  g en e r a l  (and 
t h i s  wasn ' t  i n  th e  law t h i s  was s o r t  o f  th e  th eo ry  behind i t )  to  f i v e  y e a r s  of 
p roduc t ion  wi th  a t ax  r a t e  of  12.25% and t h a t  t h e r e a f t e r  the  t a x  r a t e  would go 
up to  15%. Since Prudhoe Bay had a l r e ady  producing f o r  f i v e  y ea r s  i n  1981, i t  
meant t h a t  Prudhoe Bay had about f i v e  y e a r s  to  go w i thou t ,  a c t u a l l y  i n  terms of 
th e  e f f e c t i v e  da t e  about seven y ea r s  to  go, and w i th  a t a x  r a t e  t h a t  was not  
a f f e c t e d  by the  ELF. In a d d i t i o n ,  t h a t  u n f o r t u n a t e l y  d i d n ' t  ge t  enough money to 
make up th e  d i f f e r e n c e ,  and so i t  was r a t h e r  a r b i t r a r i l y  the  law was des igned  so 
as to  apply a 15% r a t e  to Prudhoe Bay du r ing  the  p r e s e n t  t ime on the  d i s t i n c t i o n  
t h a t  i t  came i n t o  p roduc t ion  e a r l i e r  and t h a t  they  were going g ive  a b e t t e r  tax 
s i t u a t i o n  to  the  sm a l l e r  f i e l d s  t h a t  were expec ted to come on a f t e r  1981.

COUNTER #536
So the r e s u l t  i s  t h a t  Prudhoe Bay has a c a l c u l a t e d  ELF of  about  .8 r i g h t  

now, which being above .7, d o e sn ' t  t r i g g e r  the  .7 t r i g g e r ,  which i f  i t  d id  would 
cause the  ELF to  be app l i ed .  As a r e s u l t ,  Prudhoe Bay pays a f u l l  15% ta x  and 
w i l l  do so u n t i l  i t  has been i n  p r oduc t i o n  f o r  t en  y ea r s ,  which happens nex t  
yea r .  That change means t h a t  t h e r e  w i l l  be a s i g n i f i c a n t  r e d u c t i o n  i n  th e  
amount of severance taxes  t h a t  th e  Prudhoe Bay f i e l d  w i l l  produce f o r  th e  S t a t e  
of  Alaska.

That r e d u c t io n  sometimes g e t s  caught i n  a k ind of  semant ic d i f f i c u l t y .  
[ I ] t  c e r t a i n l y  i s  a r educ t io n  from th e  t a x  t h a t  i s  c u r r e n t l y  be ing p a id  by the  
o i l  companies on t h e i r  Prudhoe Bay p r o p e r t i e s  and t h e i r  Prudhoe Bay p roduc t i o n .  
I t  i s  no t ,  however, a r e duc t io n  from the  c u r r e n t  t ax  law, so I  t h i n k  i t ' s  u s e f u l  
i n  d i s c u s s i n g  t h i s  to remember t h a t  semant ic  d i s t i n c t i o n  t h e r e .  U sua l ly  we can 
say c u r r e n t  t ax  and compare i t  w i th  something e l s e ,  i n  t h i s  case  the word 
c u r r e n t  t ax  can have two q u i t e  d i f f e r e n t  meanings. So t h a t  i s . . . o n e  k ind of  ELF 
legacy ,  i f  you w i l l ,  t h a t  i s  l e f t  over  from the  1981 s e s s io n :  he t en  y e a r s  i s
running ou t  and Prudhoe Bay i s  w a i t i n g  to ge t  i t s  ELF.

The second legacy, and one t h a t  r e a l l y  works the  o th e r  way, i s  t h a t  the  
f i v e  y e a r s  t h a t  f i e l d s  a re  allowed to  produce a t  12.25%, and t h i s  on ly a p p l i e s  
to the  newer f i e l d s ,  means t h a t  i n  the  1990's o r  l a t e  1980's some of  t h e s e  newer



f i e l d s  a r e  going, a c t u a l l y  t h e y ' l l  a l l  be in t h e  1990's, a re  going to  have a 
s i g n i f i c a n t  t ax  i n c r e a s e .  End ico t t  f o r  example, i s  going to be sub je c ted  to 
about an i n c r ea s e  from, I don ' t  know what the  e f f e c t i v e  r a t e s  a r e ,  bu t i t ' s
about  a 20% severance tax  in c r e a s e  i n  about  1991-1993 (I don ' t  have t h a t  shee t
i n  f r o n t  of  me, but  Tom Ches te r  w i l l  t a l k  to  you l a t e r  about the revenue e f f e c t s  
o f  th e s e  th ing s  and show t h a t  to  you) because the  nominal r a t e  changes from 
12.25 to 15% in  t h a t  yea r .  Now i f  tho se  f i e l d s  a r e  marg ina l,  i t ' s  probably 
[no t ]  something you want to h i t  w i th  an e x t r a  t a x  burden a t  t h a t  t ime. That i s
ano th e r  legacy l e f t  by the  1981 amendments.

There i s ,  o f  course,  the legacy  of  th e  1977 se s s ion ,  in  what Mr. Monkman 
has d e s c r i p t i v e l y  c a l l e d  the  " t r a p  door i n  the  f l o o r . "  That i s  the  a p p l i c a t i o n  
of th e  ELF to the  c en t s-pe r-ba r r e l  which means t h a t  the tax  r a t e  could in  f a c t  
f a l l  to  ze ro .  Something t h a t  I  d o n ' t  t h i n k  was contempla ted or  thought about 
one way o r  the o t h e r  very  much a t  the  t ime the  b i l l  was d r a f t e d ,  a l though  o th e r s  
may have a d i f f e r e n t  op in ion  on t h a t .  So th e r e  a r e  a t  l e a s t  the se  two l e g a c i e s  
from the  1981 amendments, and those  may o r  may no t  be something y o u ' l l  be 
i n t e r e s t e d  in  look ing  a t  f u r t h e r .

That concludes my p r e s e n t a t i o n ,  and I  am to  be fol lowed, presumably t h i s  
a f t e r n oon ,  by my co l l e ague ,  Tom Ches te r ,  who w i l l  d i s c u s s  w i th  you th e  revenue 
im p l i c a t i o n s  of  th e se  l e g a c i e s ,  i f  you w i l l ,  and the  ways t h a t  tho se  revenue 
im p l i c a t i o n s  could be a l t e r e d ,  some of th e  ways t h a t  those revenue im p l i c a t i o n s  
could be changed.

(QUESTION from lep .  Grussendor f :  Before we break, do we have any que s t ion s
of Gregg? When we come back, w e ' l l  be d e a l i n g  w i th  revenue e f f e c t s  o f  ELF and 
then  th e  p rev ious  p ropo sa l s  to  change ELF. W il l  coming back a t  1:00 be 
a c c e p t a b l e  w i th  you? L e t ' s  r e c e s s  u n t i l  1:00.)

END OF TAPE 2, SIDE 2, COUNTER #633
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A p r i l  28, 1989

TO :

FROM:

S U B J E C T :

S e r ia to r  B e t t y e  Fa h ren k a m p , C h a irm a n  
S ^ n a te ^ R e s o u r c e s  C o m m it te e

P r o p o s e d  Am endm ent t o  E l f  L e g i s l a t i o n  t o  h e lp  f i n a n c e  
o i l  s p i l l  p r e v e n t i o n  and c l e a n - u p

I  r e c e n t l y  s e n t  a memo t o  S e n a t o r  P e a r c e  r e g a r d in g  t h e  im p o r ta n c e  
o f  r e a l i z i n g  t h e  d i r e c t  c o n n e c t i o n  b e tw e e n  o i l  i n d u s t r y  p r o f i t s  
and  t h e  r i s k s  t h a t  h a v e  b e e n  i n a p p r o p r i a t e l y  p l a c e d  on t h e  
s h o u ld e r s  o f  A la s k a  c i t i z e n s .  F o r  t h a t  r e a s o n  I  p r o p o s e  an 
am endm ent t o  t h e  E L F  l e g i s l a t i o n  HB 118 t h a t  y o u  h a v e  b e f o r e  y o u r  
c o m m it t e e .

T h e  P r i n c e  W i l l ia m  S o u n d  o i l  s p i l l  d r a m a t i c a l l y  i l l u s t r a t e s  t h e  
n e e d  f o r  c l e a r l y  i d e n t i f i e d  and  r e a d i l y  a v a i ] a b l e  fu n d s  f o r  t h e  
p r e v e n t i o n  and c l e a n - u p  o f  f u t u r e  s p i l l s .

T h e  s t a t e , s  O i l  a nd  H a z a rd o u s  W a s te s  R e le a s e  R e s p o n s e  F u n d  o n ly  
had  a b a la n c e  o f  a p p r o x im a te ly  $ 1 .5  m i l l i o n  b e f o r e  t h e  s p i l l  
o c c u r r e d .  We a l l  now r e a l i z e  t h e  c o s t s  o f  c l e a n i n g  up  t h e  s p i l l  
w i l l  b e  f a r  h i g h e r  th a n  t h a t ,  a s  t h e  G o v e r n o r  and  t h e  S e n a t e  
r e c o g n i z e d  i n  o u r  a p p r o v a l  o f  t h e  $20 m i l l i o n  s p e c i a l  
a p p r o p r i a t i o n .  I  b e l i e v e  i t  i s  p a i n f u l l y  a p p a r e n t  t h a t  t h e  f u l l  
c o s t s  t o  t h e  s t a t e  o f  t h e  c l e a n - u p  and  r e s t o r a t i o n  w i l l  f a r  
e x c e e d  t h a t  $20 m i l l i o n  f i g u r e .

T h e  s p i l l  a l s o  p o i n t s  o u t  t h e  n e e d  f o r  t h e  s t a t e  t o  i n c r e a s e  i t s  
e f f o r t s  a t  p r e v e n t i o n  o f  s u c h  d i s a s t e r s .  We h a v e  s e e n  t h a t  
c l e a n - u p  w ork  a f t e r  a s p i l l  i s  a p a r t i c u l a r l y  p o o r  s u b s t i t u t e  t o  
k e e p in g  t h e  s p i l l  fro m  h a p p e n in g  i n  t h e  f i r s t  p l a c e  and  t h a t  t o o  
w i l l  c o s t  m oney.

D i s t r i c t  C



S e n a t o r  B e t t y e  Fa h renk a m p  
A p r i l  28, 1989 
Page 2

I  p r o p o s e  t h a t  t h e  l e g i s l a t u r e  a d d r e s s  t h e s e  n e e d s  b y  p a s s in g  
l e g i s l a t i o n  t o  r e v i s e  t h e  E c o n o m ic  L i m i t  F a c t o r  ( E L F ) . T h i s  
l e g i s l a t i o n  made s e n s e  b e f o r e .  I t  m akes m ore s e n s e  now .

We now know t h a t  t h e r e  i s  c l e a r l y  a c o n n e c t i o n  b e tw e e n  t h e  
i n d u s t r y ;  t h e i r  a c t i v i t y ,  and t h e  f i n a n c i a l  and e n v i r o n m e n t a l  
r i s k  t o  A la s k a n s .  T h e  m a rg in  o f  p r o f i t s  t o  t h e  O i l  I n d u s t r y  ca n  
be  a d i r e c t  l i a b i l i t y  t o  u s  a s  we h a v e  s e e n  t h i s  p a s t  w eek  a s  t h e  
c o s t s  o f  d o in g  b u s i n e s s  ( r i s k s )  h a s  b e e n  w r o n g f u l l y  p l a c e d  on  o u r  
s h o u l d e r s .

T h e  a t t a c h e d  am endm ent was d e v e lo p e d  t o  a p p ly  t o  t h e  S e n a t e  
J u d i c i a r y  CS  and  w o u ld  make t h e  b i l l  a p p ly  t o  a l l  t h e  o i l  
p r o d u c e d  t h i s  c a l e n d a r  y e a r  fro m  P ru d h o e  Bay and K u p a ru k . T h e  
am endm ent p r o v i d e s  t h e  f o l l o w i n g ;

1 . )  An a d d i t i o n a l  $104 m i l l i o n  m ore  t h a n  t h e  v e r s i o n  r e p o r t e d  
o u t  o f  t h e  S e n a t e  J u d i c i a r y  c o m m it t e e .

2 . )  P r o v id e  an im m e d ia te  $32 m i l l i o n  d o l l a r s  f o r  t h e  O i l  and  
H a z a r d o u s  S u b s ta n c e  R e le a s e  R e s p o n s e  fu n d  t o  d e a l  w i t h  o u r  
im m e d ia te  d i s a s t e r .  T h i s  a l s o  a l l o w s  som e im m e d ia te  f u n d in g  f o r  
p r e v e n t i o n  a s  w e l l  a s  c l e a n - u p  and  r e s t o r a t i o n  a s  a u t h o r i z e d  i n  
SB  261 w h ic h  I  i n t r o d u c e d  t h i s  m o rn in g .

3 . )  P r o v id e s  t h a t  t h e  L e g i s l a t u r e  w i l l  a p p r o p r i a t e  a n n u a l l y  t o  
t h e  s t a t e ' s  s p i l l  p r e v e n t i o n  and  c l e a n - u p  fu n d  $30 m i l l i o n  o r  
f o u r  p e r c e n t  o f  t h e  s e v e r a n c e  t a x  r e v e n u e s ,  w h i c h e v e r  i s  g r e a t e r .

A s  y o u  a r e  a w a re , E x x o n  h a s  c o m m it te d  t o  p a y in g  f o r  t h e  c o s t s  o f  
t h e  c l e a n - u p ,  b u t  t h e  s t a t e  n e e d s  t o  i n s u r e  t h a t  t h e  m oney i s  
b o th  a d e q u a te  and  t i m e l y .  T h e  s t a t e  s h o u ld  s p e n d  t h e  m oney a s  
n e e d e d ,  and  o b t a in  r e im b u r s e m e n t  l a t e r  th r o u g h  t h e  c o u r t s  i f  
n e c e s s a r y .  I n  t h e  m e a n tim e  we n e e d  t o  i n s u r e  t h a t  a d e q u a te  
f u n d in g  i s  a v a i l a b l e .

I n  a d d i t i o n  t o  a d d r e s s in g  t h e  im m e d ia te  n e e d  c r e a t e d  b y  t h e  Ex x o n  
V a ld e z  s p i l l ,  I  b e l i e v e  i f  we a r e  t o  s e e  m a jo r  p r o d u c t i o n  i n  t h e  
f u t u r e ,  s u c h  a s  ANWR, i t  i s  n e c e s s a r y  t o  d e m o n s t r a t e  t o  t h e  
c i t i z e n s  o f  A la s k a ,  and  C o n g r e s s  t h a t  we w i l l  b e  p r e p a r e d  t o  
p r e v e n t  and  r e s p o n d  q u i c k l y  t o  f u t u r e  p r o b le m s .  I  b e l i e v e  t h e  
b u i l d i n g  o f  a " s u p e r  fu n d " ,  s u c h  a s  t h i s  am endm ent p r o v i d e s  f o r ,  
w o u ld  go  a lo n g  way i n  p r o v i d i n g  t h o s e  a s s u r a n c e s .

I  u r g e  an e a r l y  h e a r in g  o f  H o u se  B i l l  118 and  f a v o r a b l e  
c o n s i d e r a t i o n  o f  b o th  t h e  l e g i s l a t i o n  and  my am endm ent.
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A M E N D M E N T
OFFERED IN THE SENATE BY DUNCAN

TO: SCS CSHB 118 ( J u d i c i a r y )

Page 1, f o l l o w i n g  l i n e  2 4 :
I n s e r t  a new b i l l  s e c t i o n  t o  r e a d :

"* S e c .  3 .  AS 4 3 . 5 5 . 0 8 0  i s  amended by a dd ing  new s u b s e c t i o n s  t o  r e a d :
( b )  The c om m is s i o n e r  o f  a d m i n i s t r a t i o n  s h a l l  s e p a r a t e l y  a c c o u n t  

f o r  a l l  p r o c e e d s  o f  t h e  t a x  d e p o s i t e d  i n t o  th e  g e n e r a l  fund  unde r  ( a )  
o f  t h i s  s e c t i o n .

( c )  The l e g i s l a t u r e  s h a l l  a n n u a l l y  a p p r o p r i a t e  t o  t h e  o i l  and 
h a z a r d o u s  s u b s t a n c e  r e l e a s e  r e s p o n s e  fund  e s t a b l i s h e d  i n  AS 4 6 . 0 8 . 0 1 0  
t h e  g r e a t e r  o f :

( 1 )  $ 3 0 , 0 0 0 , 0 0 0 ;  o r
( 2 )  f o u r  p e r c e n t  o f  t h e  amount e s t im a t e d  t o  be r e c e i v e d

from  t h e  t a x  l e v i e d  and c o l l e c t e d  unde r  t h i s  c h a p t e r  d u r i n g  t h e  f i s c a l  
y e a r . "

Renumber th e  f o l l o w i n g  b i l l  s e c t i o n  a c c o r d i n g l y .

Page 1, f o l l o w i n g  l i n e  2 5 :
I n s e r t  new b i l l  s e c t i o n s  t o  r e a d :

"* S e c .  5 .  S e c t i o n s  1, 2 ,  and 4 o f  t h i s  A c t  a r e  r e t r o a c t i v e  t o
J an u a ry  1, 1 9 8 9 ,  and a p p ly  t o  o i l  p r o d u c e d  a f t e r  December 3 1 ,  1 9 8 8 .

* S e c .  6 .  AUTHORIZATION FOR APPROPRIATION OF TAX REVENUE RECEIVED
DURING FY 1 9 8 9 .  The l e g i s l a t u r e  s h a l l  a p p r o p r i a t e  t o  t h e  o i l  and h a z a r d o u s

- 1 - 4 / 5 / 8 9
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s u b s t a n c e  r e l e a s e  r e s p o n s e  fund 50 p e r c e n t  o f  t h e  d i f f e r e n c e  between the  
t a x p a y e r ’ s t a x  l i a b i l i t y  on o i l  p r o d u c t i o n  und e r  AS 4 3 . 5 5  f o r  th e  p e r i o d  
between t h e  r e t r o a c t i v e  a p p l i c a t i o n  d a t e  o f  t h i s  A c t  and May 3 1 ,  1 9 8 9 ,  as  
d e te rm in ed  und e r  AS 4 3 . 5 5 . 0 1 3

( 1 )  as t h a t  s t a t u t e  e x i s t e d  b e f o r e  th e  amendments t o  i t  made by
s e c s .  1 2 ,  and 4 o f  t h i s  A c t ;  and

( 2 )  as  amended by s e c s .  1 ,  2 ,  and 4 o f  t h i s  A c t .
* S e c .  7 .  PAYMENT OF TAX DUE. The o i l  p r o d u c t i o n  t a x  p a y a b l e  as  a 

r e s u l t  o f  t h e  r e t r o a c t i v e  a p p l i c a t i o n  o f  t h i s  A c t  i s  due on the  2 0 t h  day o f  
t h e  c a l e n d a r  month f o l l o w i n g  th e  e f f e c t i v e  d a t e  o f  t h i s  A c t .  I f  t h e  tax  
due and p a y a b l e  i s  n o t  p a i d  by the d a t e  s p e c i f i e d  in  t h i s  s e c t i o n ,  t h e  t a x  
becomes d e l i n q u e n t  and s u b j e c t  t o  payment o f  i n t e r e s t  and the  p r o v i s i o n s  o f  
AS 4 3 . 1 0  r e l a t i n g  t o  e n fo r c em en t  and c o l l e c t i o n  o f  d e l i n q u e n t  t a x e s .

* S e c .  8 ,  OVERPAYMENT OF TAX UNDER REVISED FORMULA. The t a x  l i a b i l i t y  
o f  a p a r t y  t h a t  i s  r e d u c e d  by th e  r e t r o a c t i v e  a p p l i c a t i o n  o f  t h i s  A c t  s h a l l  
be c r e d i t e d  a g a i n s t  th e  t a x p a y e r ' s  f u t u r e  t a x  l i a b i l i t y .  The p r o v i s i o n s  o f  
AS 4 3 .  0 5 . 2 8 0 ( a )  and 4 3 . 0 5 . 2 8 0 ( b ) ( 1 )  do n o t  a p p l y  t o ,  and i n t e r e s t  i s  n o t  
a l l ow e d  on ,  t h e  ov e rp aym en t ."

- 2 - 4/5/89
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O r i g i n a l  s p o n s o r :  F in an c e  Commit tee

IN THE HOUSE BY THE RESOURCES COMMITTEE
SENATE CS FOR CS FOR HOUSE B ILL  NO. 118 ( R e s o u r c e s )

IN THE LEGISLATURE OF THE STATE OF ALASKA 
SIXTEENTH LEGISLATURE -  FIRST SESSION

A B ILL
Fo r  an A c t  e n t i t l e d :  "An A c t  r e l a t i n g  t o  t h e  o i l  and gas  p r o p e r t i e s  p r o ­

d u c t i o n  t a x ;  and p r o v i d i n g  f o r  an e f f e c t i v e  d a t e . "
BE IT  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* S e c t i o n  1 AS 4 3 . 5 5 . 0 1 3 ( b )  i s  r e p e a l e d  and r e e n a c t e d  t o  r e a d :
( b )  The e conom ic  l i m i t  f a c t o r  f o r  o i l  p r o d u c t i o n  o f  a l e a s e  o r  

p r o p e r t y  s h a l l  be computed a c c o r d i n g  t o  t h e  f o l l o w i n g  f o rm u l a :
(1 - fP EL /TP ] )  exp ( [ 1 5 0 , 0 0 0 / ( T P / D a y s ) ] exp [ ( 4 6 0  X W D ) /P E L J )  

w he re :  PEL = t h e  m on th ly  p r o d u c t i o n  r a t e  a t  t h e  e conom ic  l i m i t ;
TP = t h e  t o t a l  p r o d u c t i o n  d u r in g  t h e  month f o r  w h ic h  the  

t a x  i s  t o  be p a i d ;
WD = t h e  t o t a l  number o f  w e l l  days in  t h e  month f o r  wh ich

t h e  t a x  i s  t o  be p a i d ;
Days = t h e  number o f  days in  t h e  month f o r  wh ich  t h e  t a x  i s

t o  be p a i d ;  and 
exp = e x p on en t .

* S e c .  2 .  AS 4 3 . 5 5 . 0 8 0  i s  amended by a d d in g  new s u b s e c t i o n s  t o  r e a d :
( b )  The c om m is s i on e r  o f  a d m i n i s t r a t i o n  s h a l l  s e p a r a t e l y  a c c o u n t

f o r  a l l  p r o c e e d s  o f  t h e  t a x  d e p o s i t e d  i n t o  th e  g e n e r a l  fund  unde r  ( a )  
o f  t h i s  s e c t i o n .

( c )  The l e g i s l a t u r e  may a n n u a l l y  a p p r o p r i a t e  t o  t h e  o i l  and
h a z a r d o u s  s u b s t a n c e  r e l e a s e  r e s p o n s e  fund  e s t a b l i s h e d  i n  AS 4 6 . 0 8 . 0 1 0
t h e  g r e a t e r  o f :

( 1 )  $ 3 0 , 0 0 0 , 0 0 0 ;  o r
( 2 )  f o u r  p e r c e n t  o f  the  amount e s t im a t e d  t o  be r e c e i v e d

- 1 -  SCS CSHB 1 1 8 (R e s )
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f r om  t h e  t ax  l e v i e d  and c o l l e c t e d  un Jer t h i s  c h a p t e r  d u r in g  th e  f i s c a l  
y e a r .

* S e c .  3 .  S e c t i o n  1 o f  t h i s  A c t  i s  r e t r o a c t i v e  t o  J an u a ry  1, 1 9 8 9 ,  and 
a p p l i e s  t o  o i l  p r o d u c e d  a f t e r  December 3 1 ,  1 9 8 8 .

* S e c .  4 .  AUTHORIZATION FOR APPROPRIATION OF TAX REVENUE RECEIVED
DURING FY 1 9 8 9 .  The l e g i s l a t u r e  may a p p r o p r i a t e  t o  t h e  o i l  and h a z a r d o u s
s u b s t a n c e  r e l e a s e  r e s p o n s e  fund 50 p e r c e n t  o f  t h e  d i f f e r e n c e  between th e  
t a x p a y e r ' s  t a x  l i a b i l i t y  on o i l  p r o d u c t i o n  unde r  AS 4 3 . 5 5  f o r  t h e  p e r i o d  
between th e  r e t r o a c t i v e  a p p l i c a t i o n  d a t e  o f  t h i s  A c t  and May 3 1 ,  1 9 8 9 ,  as 
d e t e rm in e d  und e r  AS 4 3 . 5 5 . 0 1 3

( 1 )  as t h a t  s t a t u t e  e x i s t e d  b e f o r e  t h e  amendments t o  i t  made by 
s e c .  1 o f  t h i s  A c t ;  and

( 2 )  as amended by s e c .  1 o f  t h i s  A c t .
* S e c .  5 .  PAYMENT OF TAX DUE. The o i l  p r o d u c t i o n  t a x  p a y a b l e  as a 

r e s u l t  o f  t h e  r e t r o a c t i v e  a p p l i c a t i o n  o f  t h i s  A c t  i s  due on th e  2 0 t h  day o f  
t h e  c a l e n d a r  month f o l l o w i n g  t h e  e f f e c t i v e  d a t e  o f  t h i s  A c t .  I f  t h e  t a x  
due and p a y a b l e  i s  n o t  p a i d  by th e  d a t e  s p e c i f i e d  in  t h i s  s e c t i o n ,  t h e  t a x
becomes d e l i n q u e n t  and s u b j e c t  t o  payment o f  i n t e r e s t  and t h e  p r o v i s i o n s  o f
AS 4 3 . 1 0  r e l a t i n g  t o  e n fo r c em en t  and c o l l e c t i o n  o f  d e l i n q u e n t  t a x e s .

* S e c .  6 .  OVERPAYMENT OF TAX UNDER REVISED FORMULA. The t a x  l i a b i l i t y
o f  a p a r t y  t h a t  i s  r e d u c e d  by th e  r e t r o a c t i v e  a p p l i c a t i o n  o f  t h i s  A c t  s h a l l
be c r e d i t e d  a g a i n s t  t h e  t a x p a y e r ' s  f u t u r e  t a x  l i a b i l i t y .  The p r o v i s i o n s  o f  
AS 4 3 . 0 5 .  2 8 0 ( a )  and 4 3 . 0 5 . 2 8 0 ( b ) ( 1 )  do n o t  a p p ly  t o ,  and i n t e r e s t  i s  n o t  
a l l o w e d  o n ,  t h e  ove rpaymen t .

* S e c .  7 .  S e c t i o n  2 o f  t h i s  A c t  t a k e s  e f f e c t  J u l y  1 ,  1 9 8 9 .
* S e c .  8 .  E x c ep t  f o r  s e c .  2 o f  t h i s  A c t ,  t h i s  A c t  t a k e s  e f f e c t

im m ed i a t e l y  under  AS 0 1 . 1 0 . 0 7 0 ( c ) .

SCS CSHB 118(Res) - 2 -
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I n t r o d u c e d
D a t e :

by :  Mayor N o r d a l e
A p r U  10, 198 9

RESOLUTION NO. 3071

A RESOLUTION ADDRESSING THE STATE OP ALASKA ECONOMIC 
LIMIT FACTOR (ELF).

WHEREAS, t h e  E c o n o m i c  L i m i t  F a c t o r  e n a c t e d  by t h e  
l e g i s l a t u r e  i n  1977 was  i n t e n d e d  t o  p r o mo t e  m a r g i n a l  o i l  f i e l d  
d e v e l o p m e n t ;  and

WHEREAS, t h e  f i e l d s  c u r r e n t l y  p r o d u c i n g  o i l  i n  A l a s k a  
d i f f e r  f r om o n e  a n o t h e r  w i t h  r e g a r d  t o  p r o d u c t i o n  c o s t s  and  
p r o f i t a b i l i t y ;  and

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

WHEREAS, a f a i r  and e q u i t a b l e  f o rm o f  o i l  t a x a t i o n  i s  
b e n e f i c i a l  t o  t h e  r e s i d e n t s  o f  t h e  S t a t e  and  t h e  i n d u s t r y ;  and

WHEREAS, t h e  e x i s t i n g  s t a t u t e  d e a l i n g  w i t h  t h e  E c o n o m i c  
L i m i t  F a c t o r  i s  f a u l t y  i n  a number  o f  t e c h n i c a l  a s p e c t s  and  
d o e s  n o t  f u l f i l l  i t s  i n t e n d e d  p u r p o s e .

NOW, THEREFORE, BE IT RESOLVED THAT THE CITY COUNCIL OF 
FAIRBANKS, ALASKA

1) u r g e s  t h e  G o v e r n o r  and t h e  L e g i s l a t u r e  t o  r e v i s e  t h e
E c o n o m i c  L i m i t  F a c t o r  t o  e n s u r e  t h a t  t a x  r e l i e f  i s  
g i v e n  o n l y  when  i t  i s  d e s e r v e d  and t h e  S t a t e  o f  
A l a s k a  i s  a s s u r e d  o f  a p r o p e r  r e t u r n  on t h e  d i s p o s a l  
o f  i t s  o i l  r e s o u r c e s ;

2) i n s t r u c t s  t h e  C i t y  C l e r k  t o  f o r w a r d  a c o p y  o f  t h i s  
r e s o l u t i o n  t o  t h e  G o v e r n o r  and t h e  L e g i s l a t u r e .

PASSED and APPROVED , t h i s  10th d a y  o f  A p r i l ,  1989

ATTEST

CARMA ROBERSON, C i t y  C l e r k



A RESOLUTION IN SUPPORT OP THE INTERIOR 
REGION MEDICAL SERVICES COUNCIL, INC.

WHEREAS, t h e  I n t e r i o r  R e g i o n  Eme r g e n c y  M e d i c a l  S e r v i c e s  

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

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

i n t e r i o r  o f  A l a s k a ,  a n d ;

WHEREAS, t h e  I n t e r i o r  R e g i o n  E me r g e n c y  M e d i c a l  S e r v i c e s  

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

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

manne r  , a n d ;

WHERBAS, t h e  I n t e r i o r  R e g i o n  E me r g e n c y  M e d i c a l  S e r v i c e s  

C o u n c i l  a c t s  a s  l i a i s o n  b e t w e e n  m u n i c i p a l  Eme r g e n c y  M e d i c a l  

S e r v i c e s  and t h e  S t a t e  o f  A l a s k a ,  a n d ;

WHEREAS, t h e  I n t e r i o r  R e g i o n  Em e r g e n c y  M e d i c a l  S e r v i c e s  

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

m e d i c a l  s e r v i c e  c a r e  i n  t h e  i n t e r i o r  o f  A l a s k a ,  a nd ;

WHEREAS, t h e  I n t e r i o r  R e g i o n  Em e r g e n c y  M e d i c a l  S e r v i c e s  

C o u n c i l  a s s i s t s  w i t h  f u n d i n g  and  o b t a i n i n g  l o c a l  g r a n t  f u n d i n g  

f o r  l o c a l  e m e r g e n c y  m e d i c a l  s e r v i c e s  n e e d s  and ma n a g e s  t h a t  

f u n d i n g  f o r  t h e  g r e a t e s t  r e g i o n a l  goo-d, a nd ;

I n t r o d u c e d  by :  C i t y  Manager
D a t e :  A p r i l  10,  1989

RESOLUTION NO. 3062



I n t r o d u c e d  by :  C o u n c i l  Member Hay e s
D a t e :  A p r i l  10, 1989

RESOLUTION NO. 3065

A RESOLUTION URGING THE LEGISLATURE TO SUPPORT AN 
APPROPRIATION OF NINETY MILLION DOLLARS ($90M) FROM 
THE RAILBELT ENERGY FUND TO SUPPORT CONSTRUCTION OF A 
NEW ENERGY TRANSMISSION LINE AND THE HEALY 
COGENERATION PROJECT.

WHEREAS, t h e  R a i l b e l t  E n e r g y  Fund (REF) was  o r i g i n a l l y  
a p p r o p r i a t e d  t o  be  u s e d  e x c l u s i v e l y  t o  me e t  t h e  e n e r g y  n e e d 3  o f  
A l a s k a n s  i n  t h e  r a i l b e l t  r e g i o n ;  and

WHEREAS, t h e  REP c u r r e n t l y  h a s  a p p r o x i m a t e l y  $235 m i l l i o n  
d o l l a r s  o f  f u n d s  a v a i l a b l e  f o r  e n e r g y  r e l a t e d  p r o j e c t s ;  and

WHEREAS, t h e  REF i s  i n  d a n g e r  o f  b e i n g  d i v e r t e d  a l m o s t  
e n t i r e l y  t o  u s e s  o t h e r  t h a n  i t s  o r i g i n a l  p u r p o s e  u n l e s s  i t  i s  
a p p r o p r i a t e d  f o r  R a i l b e l t  e n e r g y  p r o j e c t  t h i s  l e g i s l a t i v e  
s e s s i o n ;  and

WHEREAS, t h e  F a i r b a n k s  C i t y  C o u n c i l ,  and t h e  P u b l i c  
U t i l i t i e s  Board  h a v e  p r e v i o u s l y  e n d o r s e d  by R e s o l u t i o n ,  u s e  o f  
a p o r t i o n  o f  t h e  REF t o  u p g r a d e  t h e  F a i r b a n k s - A n c h o r a g e  
e l e c t r i c a l  i n t e r t i e ;  and

WHEREAS, a n e w l y  c o n s t r u c t e d  138KV e l e c t r i c a l  t r a n s m i s s i o n  
l i n e  b e t w e e n  F a i r b a n k s  and H e a l y  w i l l  e n a b l e  t h e  H e a l y  
C o g e n e r a t i o n  P r o j e c t  (HCP) t o  d e l i v e r  i t s  f u l l  e l e c t r i c a l  
e n e r g y  o u t p u t  t o  t h e  F a i r b a n k s  e l e c t r i c a l  d i s t r i b u t i o n  n e t w o r k ;  
and

WHEREAS, t h e  HCP i s  an e c o n o m i c  d e v e l o p m e n t  p r o j e c t  o f  
g r e a t  b e n e f i t  t o  t h e  I n t e r i o r ,  c r e a t i n g  a t  l e a s t  130 d i r e c t  
l o n g - t e r m  j o b s  i n  a d d i t i o n  t o  t h e  d e v e l o p m e n t  o f  a c o a l - d r y i n g  
t e c h n o l o g y  u s e f u l  i n  p r o d u c i n g  l a r g e  v o l u m e s  o f  p r emi um  
l o w - s u l f u r  f u e l  h a v i n g  s i g n i f i c a n t  p o t e n t i a l  i n  t h e  
i n t e r n a t i o n a l  e x p o r t  m a r k e t ;  and

WHEREAS, t h e  o p p o r t u n i t y  t o  o b t a i n  F e d e r a l  c l e a n  c o a l  
d e m o n s t r a t i o n  f u n d i n g  c o u l d  a p p r o x i m a t e  $55 m i l l i o n  d o l l a r s  o f  
F e d e r a l  f u n d i n g  f o r  t h e  A l a s k a  HCP p r o j e c t ,  and s a i d  f u n d i n g  
f e a s i b i l i t y  w i l l  b e  g r e a t l y  e n h a n c e d  by t h e  d e m o n s t r a t i o n  o f  
s t r o n g  S t a t e  f i n a n c i a l  s u p p o r t  f o r  HCP.

NOW, THEREFORE, BE IT RESOLVED BY THE MAYOR AND CITY 
COUNCIL OF THE CITY OF FAIRBANKS, ALASKA, t h a t



I n t r o d u c e d  by:  C i t y  Manage r
D a t e :  A p r i l  10, 1989

RESOLUTION NO. 3064

A RESOLUTION IN SUPPORT OP THE STATE OP 
ALASKA PROVIDING ADDITIONAL PUNDING TO 
DENALI CENTER, F A I R B A N K S , ALASKA.

WHEREAS, D e n a l i  C e n t e r  i s  t h e  o n l y  L i c e n s e d  S k i l l e d  N u r s i n y  

F a c i l i t y  c e r t i f i e d  by M e d i c a r e  and M e d i c a i d  s e r v i n g  F a i r b a n k s ,  

A l a s k a ,  t h e  F a i r b a n k s  N o r t h  S t a r  B o r o u g h ,  and  I n t e r i o r  A l a s k a ;  

and

WHEREAS, D e n a l i  C e n t e r  p r o v i d e s  a much n e e d e d  s e r v i c e  i n  

t h e  d e l i v e r y  o f  H e a l t h  Ca r e  i n  F a i r b a n k s ,  A l a s k a  and t h e  C i t y  

o f  F a i r b a n k s ;  and

WHEREAS, D e n a l i  C e n t e r  w o r k s  c o o p e r a t i v e l y  w i t h  o t h e r  

h e a l t h  c a r e  p r o v i d e r s ,  . i n c l u d i n g  F a i r b a n k s  Me mo r i a l  H o s p i t a l ,  

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

e c o n o m i c a l  s e t t i n g ;  and

WHEREAS, D e n a l i  C e n t e r  p r o v i d e s  Long  Term H e a l t h  Car e  a t  

t h e  s e c o n d  l o w e s t  c o s t  i n  t h e  S t a t e  o f  A l a s k a ;  and

WHERBAS, A c c e s s  t o  Long Term H e a l t h  Ca r e  w o u l d  be  

r e s t r i c t e d  i f  D e n a l i  C e n t e r  w e r e  f o r c e d  t o  c l o s e ;  and

WHEREAS, D e n a l i  C e n t e r  e m p l o y s  a p p r o x i m a t e l y  135 

e m p l o y e e s ;  and



T H I S  D O C U M E N T  

H A S  B E E N  R E P H O T O G R A P H E D  

T O  A S S U R E  L E G I B I L I T Y



A RESOLUTION IN SUPPORT OP THE INTERIOR 
REGION MEDICAL SERVICES COUNCIL, INC.

WHERBAS, t h e  I n t e r i o r  R e g i o n  Eme r g e n c y  M e d i c a l  S e r v i c e s  

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

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

i n t e r i o r  o f  A l a s k a ,  a nd ;

WHEREAS, t h e  I n t e r i o r  R e g i o n  E me r g e n c y  M e d i c a l  S e r v i c e s  

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

s e r v i c e  p r o v i d e r : ,  and t h e  g e n e r a l  p u b l i c  i n  an e f f i c i e n t  

mann e r ,  a nd ;

WHEREAS, t h e  I n t e r i o r  R e g i o n  Em e r g e n c y  M e d i c a l  S e r v i c e s  

C o u n c i l  a c t s  a s  l i a i s o n  b e t w e e n  m u n i c i p a l  Eme r g e n c y  M e d i c a l  

S e r v i c e s  and t h e  S t a t e  o f  A l a s k a ,  and ;

WHEREAS, t h e  I n t e r i o r  R e g i o n  E me r g e n c y  M e d i c a l  S e r v i c e s  

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

m e d i c a l  s e r v i c e  c a r e  i n  t h e  i n t e r i o r  o f  A l a s k a ,  a n d ;

WHEREAS, t h e  I n t e r i o r  R e g i o n  E m e r g e n c y  M e d i c a l  S e r v i c e s  

C o u n c i l  a s s i s t s  w i t h  f u n d i n g  and  o b t a i n i n g  l o c a l  g r a n t  f u n d i n g  

f o r  l o c a l  e m e r g e n c y  m e d i c a l  s e r v i c e s  n e e d s  and ma n a g e s  t h a t  

f u n d i n g  f o r  t h e  g r e a t e s t  r e g i o n a l  goo-d, a nd ;

I n t r o d u c e d  by :  C i t y  Manager
D a t e :  A p r i l  10,  1989

RESOLUTION NO. 3062



R e s o l u t i o n  No.  3062 
Pa g e  two  
A p r i l  10, 1989

WHEREAS, t h e  I n t e r i o r  R e g i o n  Eme r g e n c y  M e d i c a l  S e r v i c e s  

C o u n c i l  p r o v i d e s  a me a n s  o f  c o m m u n i c a t i o n  o f  common g o a l s  among  

t h e  many e m e r g e n c y  m e d i c a l  s e r v i c e  o r g a n i z a t i o n s '  i n  t h e  

I n t e r i o r  o f  A l a s k a .

NOW, TBERBPORE, BE IT RESOLVED BY THE CITY COUNCIL OP TOE 

CITY OP FAIRBANKS, ALASKA, t h a t  t h e  C i t y  o f  F a i r b a n k s  e x p r e s s  

i t s  t h a n k s  and c o n t i n u e d  s u p p o r t  t o  t h e  I n t e r i o r  R e g i o n  

Em e r g e n c y  M e d i c a l  S e r v i c e s  C o u n c i l  f o r  i t s  a s s i s t a n c e  t o  t h e  

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

p r o v i d e s  t o  t h e  c o m m u n i t y .  '—

PASSED AND APPROVED THIS 10th DAY OP APRIL, 1989

ATTEST:

CARMA B. ROBERSON, City Clerk



I n t r o d u c e d  by :  C o u n c i l  Member Hayes
D a t e :  A p r i l  10,  1989

RESOLUTION NO. 3065

A RESOLUTION URGING THE LEGISLATURE TO SUPPORT AN 
APPROPRIATION OF NINETY MILLION DOLLARS f$90M) FROM 
THE RAILBELT ENERGY FUND TO SUPPORT CONSTRUCTION OF A 
NEW ENERGY TRANSMISSION LINE AND THE HEALY 
COGENERATION PROJECT.

WHEREAS, t h e  R a i l b e l t  E n e r g y  Fund (REF) was  o r i g i n a l l y  
a p p r o p r i a t e d  t o  be  u s e d  e x c l u s i v e l y  t o  me e t  t h e  e n e r g y  n e e d s  o f  
A l a s k a n s  i n  t h e  r a i l b e l t  r e g i o n ;  and

WHEREAS, t h e  REF c u r r e n t l y  h a s  a p p r o x i m a t e l y  $235 m i l l i o n  
d o l l a r s  o f  f u n d s  a v a i l a b l e  f o r  e n e r g y  r e l a t e d  p r o j e c t s ;  and

WHEREAS, t h e  REF i s  i n  d a n g e r  o f  b e i n g  d i v e r t e d  a l m o s t  
e n t i r e l y  t o  u s e s  o t h e r  t h a n  i t s  o r i g i n a l  p u r p o s e  u n l e s s  i t  i s  
a p p r o p r i a t e d  f o r  R a i l b e l t  e n e r g y  p r o j e c t  t h i s  l e g i s l a t i v e  
s e s s i o n ;  and

WHEREAS, t h e  F a i r b a n k s  C i t y  C o u n c i l ,  and t h e  P u b l i c  
U t i l i t i e s  Bo a r d  h a v e  p r e v i o u s l y  e n d o r s e d  by  R e s o l u t i o n ,  u s e  o f  
a p o r t i o n  o f  t h e  REF t o  u p g r a d e  t h e  F a i r b a n k s - A n c h o r a g e  
e l e c t r i c a l  i n t e r t i e ;  and

WHEREAS, a n e w l y  c o n s t r u c t e d  138KV e l e c t r i c a l  t r a n s m i s s i o n  
l i n e  b e t w e e n  F a i r b a n k s  and H e a l y  w i l l  e n a b l e  t h e  H e a l y  
C o g e n e r a t i o n  P r o j e c t  (HCP) t o  d e l i v e r  i t s  f u l l  e l e c t r i c a l  
e n e r g y  o u t p u t  t o  t h e  P a i r b a n k s  e l e c t r i c a l  d i s t r i b u t i o n  n e t w o r k ;  
and

WHEREAS, t h e  HCP i s  an e c o n o m i c  d e v e l o p m e n t  p r o j e c t  o f  
g r e a t  b e n e f i t  t o  t h e  I n t e r i o r ,  c r e a t i n g  a t  l e a s t  130 d i r e c t  
l o n g - t e r m  j o b s  i n  a d d i t i o n  t o  t h e  d e v e l o p m e n t  o f  a c o a l - d r y i n g  
t e c h n o l o g y  u s e f u l  i n  p r o d u c i n g  l a r g e  v o l u m e s  o f  pr emi um  
l o w - s u l f u r  f u e l  h a v i n g  s i g n i f i c a n t  p o t e n t i a l  i n  t h e  
i n t e r n a t i o n a l  e x p o r t  m a r k e t ;  and

WHEREAS, t h e  o p p o r t u n i t y  t o  o b t a i n  F e d e r a l  c l e a n  c o a l  
d e m o n s t r a t i o n  f u n d i n g  c o u l d  a p p r o x i m a t e  $55 m i l l i o n  d o l l a r s  o f  
F e d e r a l  f u n d i n g  f o r  t h e  A l a s k a  HCP p r o j e c t ,  and s a i d  f u n d i n g  
f e a s i b i l i t y  w i l l  be  g r e a t l y  e n h a n c e d  by t h e  d e m o n s t r a t i o n  o f  
s t r o n g  S t a t e  f i n a n c i a l  s u p p o r t  f o r  HCP.

NOW, THEREFORE, BE IT RESOLVED BY THE MAYOR AND CITY 
COUNCIL OF THE CITY OF FAIRBANKS, ALASKA, t h a t



SECTION 1: The G o v e r n o r  and t h e  16th A l a s k a  S t a t e
L e g i s l a t u r e  a r e  h e r e b y  u r g e d  t o  s u p p o r t  an a p p r o p r i a t i o n  o f  $60
m i l l i o n  d o l l a r s  f r om t h e  R a i l b e l t  E n e r g y  Fund f o r  t h e  
c o n s t r u c t i o n  o f  a new 138KV e l e c t r i c a l  t r a n s m i s s i o n  l i n e  
b e t w e e n  H e a l y  and F a i r b a n k s  and  t h e  a d d i t i o n  o f  v o l t a g e  
c o m p e n s a t i o n  c o m p o n e n t s  on t h e  e x i s t i n g  F a i r b a n k s -A n c h o r a g e  
t r a n s m i s s i o n  s y s t e m .

SECTION 2: The G o v e r n o r  and t h e  16th A l a s k a  S t a t e
L e g i s l a t u r e  a r e  h e r e b y  u r g e d  t o  s u p p o r t  an a p p r o p r i a t i o n  o f  $30
m i l l i o n  d o l l a r s  f r om t h e  R a i l b e l t  E n e r g y  Fund t o  e n h a n c e  t h e  
o p p o r t u n i t y  o f  s e c u r i n g  F e d e r a l  c l e a n  c o a l  d e m o n s t r a t i o n  g r a n t  
f u n d s  f o r  t h e  H e a l y  C o g e n e r a t i o n  P r o j e c t .

SECTION 3: A c o p y  o f  t h i s  R e s o l u t i o n  be  f o r w a r d e d  t o
G o v e r n o r  S t e v e  Cowper  and member s  o f  t h e  16th A l a s k a  S t a t e  
L e g i s l a t u r e .

PASSED and APPROV A p r i l ,  1989.

ATTEST

CARMA ROBERSON, C i t y  C l e r k



I n t r o d u c e d  by :  C i t y  Manage r
D a t e :  A p r i l  10, 1989

RESOLUTION NO. 3064

A RE SOLUTION IN SUPPORT OP THE STATE OP 
ALASKA PROVIDING ADDITIONAL FUNDING TO 
DENALI CENTER, P A I R B A N K S , ALASKA.

W H E R E A S , D e n a l i  C e n t e r  i s  t h e  o n l y  L i c e n s e d  S k i l l e d  N u r s i n g  

F a c i l i t y  c e r t i f i e d  by M e d i c a r e  and M e d i c a i d  s e r v i n g  F a i r b a n k s ,  

A l a s k a ,  t h e  F a i r b a n k s  N o r t h  S t a r  B o r o u g h ,  and I n t e r i o r  A l a s k a ;  

and

W H E R E A S , D e n a l i  C e n t e r  p r o v i d e s  a much n e e d e d  s e r v i c e  i n  

t h e  d e l i v e r y  o f  H e a l t h  Ca r e  i n  F a i r b a n k s ,  A l a s k a  and t h e  C i t y  

o f  F a i r b a n k s ;  and

WHEREAS, D e n a l i  C e n t e r  w o r k s  c o o p e r a t i v e l y  w i t h  o t h e r  

h e a l t h  c a r e  p r o v i d e r s ,  i n c l u d i n g  F a i r b a n k s  Me mo r i a l  H o s p i t a l ,  

i n  p r o v i d i n g  h e a l t h  c a r e  s e r v i c e s  i n  t h e  mo s t  a p p r o p r i a t e  and  

e c o n o m i c a l  s e t t i n g ;  and

WHERBAS, D e n a l i  C e n t e r  p r o v i d e s  Long Term H e a l t h  Car e  a t  

t h e  s e c o n d  l o w e s t  c o s t  i n  t h e  S t a t e  o f  A l a s k a ;  and

WHEREAS, A c c e s s  t o  Long Term H e a l t h  Ca r e  w o u l d  be  

r e s t r i c t e d  i f  D e n a l i  C e n t e r  w e r e  f o r c e d  t o  c l o s e ;  and

WHEREAS, D e n a l i  C e n t e r  e m p l o y s  a p p r o x i m a t e l y  135 

e m p l o y e e s ;  and
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WHERBAS, D e n a l i  C e n t e r  c o n t r i b u t e s  a p p r o x i m a t e l y  $2.8 

m i l l i o n  d o l l a r s  i n  p a y r o l l  i n t o  t h e  e c o n o my  o f  F a i r b a n k s  and

WHBRBAS, R e s i d e n t s  n e e d i n g  Long Term Ca r e  s e r v i c e s  i n  

F a i r b a n k s ,  w o u l d  be f o r c e d  t o  t r a n s f e r  t o  o t h e r  h i g h e r  c o s t  

Long Term Car e  f a c i l i t i e s  i n  t h e  S t a t e  a t  an i n c r e a s e  i n  c o s t  

t o  b o t h  r e s i d e n t s  and t h e  S t a t e  o f  A l a s k a ;  and

WHERBAS, The C i t y  o f  F a i r b a n k s  h a s  no me an s  o f  i n c r e a s i n g  

r e v e n u e  t o  p r o v i d e  f u n d i n g  t o  D e n a l i  C e n t e r  a t  t h i s  t i m e ;  and

WHERBAS, F a i r b a n k s ,  A l a s k a  n e e d s  t h e  s k i l l e d  n u r s i n g  c a r e  

a v a i l a b l e  a s  p r o v i d e d  by  D e n a l i  C e n t e r .

NOW, THEREFORE, BE IT RESOLVBD BY THE CITY CODNCIL OF 

FAIRBANKS, ALASKA, t h a t  t h e  C i t y  C o u n c i l  o f  F a i r b a n k s  r e q u e s t s  

t h a t  t h e  S t a t e  o f  A l a s k a  p r o v i d e  a d d i t i o n a l  f u n d i n g  t o  D e n a l i  

C e n t e r  a s  a g r e e d  upon  D e n a l i  C e n t e r  and  t h e  S t a t e  o f  A l a s k a  i n  

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

F a i r b a n k s  r e s i d e n t s  h a v e  s k i l l e d  n u r s i n g  s e r v i c e s  a v a i l a b l e  a t  

a r e a s o n a b l e  c o s t .

PASSED AND APPROVBD t h i s  10th da y  o f  A p r i l ,  1989.

NORDALB, Mayor

ATTEST;



I n t r o d u c e d  b y :  C i t y  Manage r
D a t e :  A p r i l  10, 1989

RESOLUTION NO. 3Q70

A RESOLUTION URGING THE GOVERNOR AND THE 16TH ALASKA 
STATE LEGISLATURE TO PROVIDE FOR STATUS QUO FUNDING 
OF MUNICIPAL ASSISTANCE AND REVENUE SHARING.

WHEREAS, S t a t e  and l o c a l  3 e r v i c e  p r o g r a m s  a r e  d e l i v e r e d  t o  
A l a s k a n s  a t  t h e  l o c a l  l e v e l  and  S t a t e  a i d  t o  m u n i c i p a l i t i e s  i s  
NOT e x p e n d a b l e  b e c a u s e  o f  d i f f i c u l t  c i r c u m s t a n c e s ;  and

WHEREAS, t h e  r e v e n u e s  a r e  c o l l e c t e d  by t h e  S t a t e  and s h o u l d  
be  r e d i s t r i b u t e d  b a c k  t o  A l a s k a n s  w h e r e  e s s e n t i a l  p u b l i c  s e r v i c ­
e s  a r e  p r o v i d e d ,  w h i c h  i s  m a i n l y  i n  m u n i c i p a l i t i e s ;  and

WHEREAS, t h e  S t a t e  h a s  a l r e a d y  s e v e r e l y  c u t  m u n i c i p a l  a i d  
t o  m u n i c i p a l i t i e s  by  a t  l e a s t  30 p e r c e n t  t o  a s  much a s  a 57 p e r ­
c e n t  r e d u c t i o n  a l r e a d y  i n  t h e  c a s e  o f  t h e  C i t y  o f  F a i r b a n k s ,
and  now t h e  S t a t e  h a s  p r o p o s e d  t o  f u r t h e r  make  d i s p r o p o r t i o n ­
a t e l y  e x c e s s i v e  c u t s  t o  m u n i c i p a l  a i d  p r o g r a m s ;  and

WHEREAS, c u t t i n g  f u n d s  t o  l o c a l  g o v e r n m e n t  w o u l d  r e s u l t  i n  
t h e  l a y o f f s  o f  h u n d r e d s  o f  A l a s k a n  m u n i c i p a l  e m p l o y e e s ,  c u t t i n g  
e s s e n t i a l  s e r v i c e s ,  i . e . ,  f i r e ,  p o l i c e ,  r o a d s ,  r e f u s e  c o l l e c ­
t i o n ,  s c h o o l s ,  p a r a m e d i c  s e r v i c e s ,  t e l e p h o n e ,  s e w e r ,  w a t e r ,  
h e a l t h ,  and o t h e r  s e r v i c e s  n e c e s s a r y  t o  A l a s k a n ' s  g e n e r a l  
h e a l t h ,  s a f e t y ,  and w e l f a r e ;  and

WHEREAS, f o r m u l a  p r o g r a m s ,  w h i c h  make  up a p p r o x i m a t e l y  43% 
o f  t h e  S t a t e  o p e r a t i n g  b u d g e t  a r e  i n c o r r e c t l y  e q u a t e d  s o l e l y  
w i t h  a i d  t o  l o c a l  g o v e r n m e n t s .  M u n i c i p a l  a s s i s t a n c e  a nd  r e v e ­
n u e  s h a r i n g  r e p r e s e n t  o n l y  4.5% o f  t h e  t o t a l  S t a t e  b u d g e t .

WHEREAS, o i l  r e s o u r c e s  and  the .  r e v e n u e s  d e r i v e d  f r om t h o s e  
r e s o u r c e s  b e l o n g  t o  a l l  t h e  p e o p l e  o f  A l a s k a ,  and t h e  S t a t e  h a s  
a r e s p o n s i b i l i t y  t o  s h a r e  a t  l e a s t  t h e  FY 89 f u n d i n g  l e v e l s  
w i t h  m u n i c i p a l i t i e s  i n  FY 90, and f o r  s u b s e q u e n t  b u d g e t a r y  
y e a r s .

NOW, THEREFORE, BE IT RESOLVED BY THE MAYOR AND CITY COUN­
CIL OF THE CITY OF FAIRBANKS, ALASKA, THAT:



SECTION 1 ; t h e  G o v e r n o r  and t h e  I 6 t h  A l a s k a  S t a t e  L e g i s l a ­
t u r e  s h o u l d  p r o v i d e  a d e q u a t e  f u n d i n g  f o r  FY 90 f o r  m u n i c i p a l  e n ­
t i t l e m e n t  p r o g r a m s ,  t o  i n c l u d e  a p p r o p r i a t i o n s  f o r :

(a) t h e  M u n i c i p a l  A s s i s t a n c e  P r o g r am (AS 29.60.350) a t
n o t  l e s s  t h a n  t h e  FY 89 l e v e l  o f  $56,084,400.

(b) t h e  S t a t e  R e v e n u e  S h a r i n g  P r o g r am (AS 29.60.010) a t
n o t  l e s s  t h a n  t h e  FY 89 l e v e l  o f  $40,773,400.

SECTION 2: T h a t  a c o p y  o f  t h i s  R e s o l u t i o n  be  f o r w a r d e d  t o
G o v e r n o r  Cowper  and  membe r s  o f  t h e  16th A l a s k a  S t a t e  L e g i s l a ­
t u r e .

PASSED and APPROV p r i l ,  1989.

ATTEST:

CARMA ROBERSON, C i t y  C l e r k



I n t r o d u c e d  by :  C i t y  Manager
D a t e :  A p r i l  10,  1989

RESOLUTION N O . 3067

A RESOLUTION ENCOURAGING THE LEGISLATURE TO INCREASE 
THE HEALTH AND SOCIAL SERVICE COMMISSION GRANT FUND 
FROM 14 3 7 , 5 0 0 AWARDED IN 1988 TO $700 , 000 FOR THE 
YEAR 1989

WHEREAS, t h e  F a i r b a n k s  H e a l t h  and  S o c i a l  S e r v i c e s  
C o m m i s s i o n  ea-ch y e a r  a c c e p t s  p r o p o s a l s  f r om v a r i o u s  a g e n c i e s  i n  
t h e  c o mmun i t y  who a r e  i n  n e e d  o f  f u n d i n g ;  and

WHEREAS, w i t h  t h e  c u r r e n t  e c o n o m i c a l  c l i m a t e  o f  t h e  C i t y  o f  
F a i r b a n k s ,  t h e r e  h a s  b e e n  d e m o n s t r a t e d  an i n c r e a s d  n e e d  f o r  
human s e r v i c e s ;  and

WHEREAS, i n  1988, b e c a u s e  o f  t h i s  i n c r e a s e d  n e e d  f o r  h e a l t h  
and s o c i a l  s e r v i c e s  and  t h e  l i m i t e d  mone y  a v a i l a b l e  f o r  f u n d i n g  
s u c h  s e r v i c e s ;  s i x  o f  o u r  l o c a l  a g e n c i e s  who s u b m i t t e d  
m e r i t o r i o u s  p r o p o s a l s  w e r e  u n a b l e  t o  be  f u n d e d ;  and

WHEREAS, t h e  C i t y  o f  F a i r b a n k s  and t h e  H e a l t h  and S o c i a l  
S e r v i c e s  C o mm i s s i o n  a r e  a p p r e c i a t i v e  o f  t h e  p a s t  s u p p o r t  and  
f u n d i n g  p r o v i d e d  by  o u r  L e g i s l a t u r e s ;  and

WHEREAS, by t h i s  R e s o l u t i o n  t h e  C i t y  o f  F a i r b a n k s  
e n c o u r g e s  o u r  L e g i s l a t u r e  t o  i n c r e a s e  t h e  f u n d i n g  f o r  h e a l t h  
and s o c i a l  s e r v i c e s  t o  e n s u r e  t h a t  q u a l i t y  and e s s e n t i a l  
s e r v i c e s  a r e  c o n t i n u e d  f o r  t h o s e  i n  n e e d .

NOW, THEREFORE, BE IT RESOLVED THAT THE CITY COUNCIL OF THE 
CITY OF FAIRBANKS, ALASKA, u r g e s  and e n c o u r a g e s  t h e  
r e p r e s e n t a t i v e s  o f  t h e  p e o p l e  o f  t h e  C i t y  o f  F a i r b a n k s  t o  
i n c r e a s e  f u n d i n g  f o r  t h e  H e a l t h  and S o c i a l  S e r v i c e s  G r a n t  t o  
SEVEN HUNDRED THOUSAND DOLLARS ($700,000).

PASSED and APPROVED t h i s  10th d a y  o f  A p r i l ,  1989.

ATTEST:

CARMA ROBERSON, C i t y  C l e r k



I n t r o d u c e d  by :  C i t y  Manage r
D a t e :  A p r i l  10, 1989

RESOLUTION NO. 3062

A RESOLUTION IN SUPPORT OF THE INTERIOR 
REGION MEDICAL SERVICES COUNCIL, INC.

WHEREAS, t h e  I n t e r i o r  R e g i o n  Eme r g e n c y  M e d i c a l  S e r v i c e s  

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

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

i n t e r i o r  o f  A l a s k a ,  and ;

WHEREAS, t h e  I n t e r i o r  R e g i o n  Em e r g e n c y  M e d i c a l  S e r v i c e s

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

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

m a n n e r , a n d ;

WHEREAS, t h e  I n t e r i o r  R e g i o n  Em e r g e n c y  M e d i c a l  S e r v i c e s  

C o u n c i l  a c t s  a s  l i a i s o n  b e t w e e n  m u n i c i p a l  Eme r g e n c y  M e d i c a l  

S e r v i c e s  and t h e  S t a t e  o f  A l a s k a ,  and ;

WHEREAS, t h e  I n t e r i o r  R e g i o n  Em e r g e n c y  M e d i c a l  S e r v i c e s  

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

m e d i c a l  s e r v i c e  c a r e  i n  t h e  i n t e r i o r  o f  A l a s k a ,  and ;

WHERBAS, t h e  I n t e r i o r  R e g i o n  E m e r g e n c y  M e d i c a l  S e r v i c e s  

C o u n c i l  a s s i s t s  w i t h  f u n d i n g  and  o b t a i n i n g  l o c a l  g r a n t  f u n d i n g  

f o r  l o c a l  e m e r g e n c y  m e d i c a l  s e r v i c e s  n e e d s  and man a g e s  t h a t  

f u n d i n g  f o r  t h e  g r e a t e s t  r e g i o n a l  goo-d, a nd ;
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WHEREAS, t h e  I n t e r i o r  R e g i o n  Eme r g e n c y  M e d i c a l  S e r v i c e s  

C o u n c i l  p r o v i d e s  a means  o f  c o m m u n i c a t i o n  o f  common g o a l s  among  

t h e  many e m e r g e n c y  m e d i c a l  s e r v i c e  o r g a n i z a t i o n s  i n  t h e  

I n t e r i o r  o f  A l a s k a .

NOW, THE1' POF.2, BE IT RESOLVED BY THE CITY COUNCIL OP THE 

CITY OP FAIRLANKS, ALASKA, t h a t  t h e  C i t y  o f  F a i r b a n k s  e x p r e s s  

i t s  t h a n k s  and c o n t i n u e d  s u p p o r t  t o  t h e  I n t e r i o r  R e g i o n  

Eme r g e n c y  M e d i c a l  S e r v i c e s  C o u n c i l  f o r  i t s  a s s i s t a n c e  t o  t h e  

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

p r o v i d e s  t o  t h e  c o m mu n i t y .

PASSED AND APPROVED THIS 10th DAY OF APRIL,  1989

A T T B S T i

CARMA B. ROBERSON, City C l *1
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G R EA TER  JUNEAU DEM O CRA TIC  P R E C IN C T  CO M M ITTEE

R ES O LU TIO N

W HEREAS, A la s k a n  o i l  b e lo n g s  t o  a l l  t h e  p e o p le  o f
A la s k a ,  and

WHEREAS, t h e  E c o n o m ic  L i m i t  F a c t o r  ( E L F )  was c r e a t e d
by  th e  A la s k a  L e g i s l a t u r e  In  1977 t o  e n c o u r a g e  o i l  co m p a n ie s  t o  
d e v e lo p  m a r g in a l  o i l  . f i e l d s  and t o  e x te n d  t h e  l i f e  o f  p r o d u c in g  
f i e l d s  vh en  p r o d u c t i o n  a t  t h o s e  f i e l d s  b e co m e  m a r g in a l,  and

W HEREAS, t h e  c u r r e n t  E L F  fo r m u la  d o e s  n o t  c u r r e n t l y
g i v e  A la s k a  an a t t r a c t i v e  e n o u g h  ta x  c l i m a t e  t o  e n c o u r a g e  
d e v e lo p m e n t  o f  m a r g in a l  o i l  f i e l d s ,  and

W HEREAS t h e  c u r r e n t  E L F  f o r m u la  p r o v id e s  an
u n i n t e n t i o n a l  and u n n e c e s s a r y  m a s s iv e  t a x  b re a k  t o  t h e  h i g h l y  
p r o f i t a b l e  P ru d h o e  Bay and K u p a ru k  o i l  f i e l d s ,  and

WHEREAS, t h e  P ru d h o e  Bay and  K u p a ru k  o i l  f i e l d s  a r e
n o t  m a rg in a l  o i l  f i e l d s ,  and

W HEREAS, A la s k a  i s  c u r r e n t l y  s u f f e r i n g  fro m  r e v e n u e
s h o r t f a l l s  d u e  i n  p a r t  t o  t h e  c u r r e n t  E L F  fo r m u la ,  and

WHEREAS, HB 118 w o u ld  c r e a t e  a m ore a t t r a c t i v e  t a x  
c l i m a t e  f o r  t h e  d e v e lo p m e n t  o f  t r u l y  m a r g in a l  o ld  f i e l d s ,  
r e d u c i n g  o r  e l i m i n a t i n g  a l t o g e t h e r  t a x e s  on  e v e r y  o i l  f i e l d  i n  
A la s k a  e x c e p t  P ru d h o e  B ay  and K u p a ru k , and

WHEREAS, HB 118 w o u ld  e l i m i n a t e  u n in t e n d e d  ta x  b r e a k s
f o r  t h e  tw o  h i g h l y  p r o f i t a b l e  o i l  f ie ld s  i n  A la s k a  (P ru d h o e  Bay
and  K u p a r u k ),  and

WHEREAS, t h e  n e t  r e s u l t  o f  t h e  e n a c tm e n t  o f  HB 118 i n  
i t s  p r e s e n t  fo rm  w o u ld  i n c r e a s e  r e v e n u e s  t o  t h e  S t a t e  o f  A la s k a  
b y  an e s t im a t e d  5848 m i l l i o n  o v e r  t h e  n e x t  f i v e  y e a r s ,  and

W HEREAS, t h e  i n c r e a s e d  r e v e n u e  g e n e r a t e d  by t h e  
e n a c tm e n t  o f  HB 118 w ou ld  g r e a t l y  a s s i s t  A la s k a  i n  p r o v i d i n g  
n e c e s s a r y  s e r v i c e s  t h a t  w o u ld  o t h e r w i s e  h a v e  t o  b e  d r a s t i c a l l y  reduced, and

WHEREAS, t h e  e n a c tm e n t  o f  HB 118 w o u ld  o t h e r w i s e  
c r e a t e  ja b s ,  r a i s e  o t h e r  r e v e n u e ,  p ro m o te  e c o n o m ic  d e v e lo p m e n t  
and  p r o t e c t  t h e  i n t e r e s t s  o f  t h e  p e o p le  o f  A la s k a ,



NOW, TH E R E FO R E , by u n a n im o u s  v o t e  (one* a b s t e n t i o n )  on 
F e b r u a r y  7, 1989, by t h e  G r e a t e r  Ju n e a u  D e m o c r a t i c  P r e c i n c t
C o m m it t e e ,  be i t  h e r e b y

R ES O LV ED : t h a t  t h e  G r e a t e r  Ju n e a u  D e m o c r a t i c  P r e c i n c t
C o m m it t e e  u r g e s  e x p e d i t i o u s  e n a c tm e n t  i n t o  l a x  o f  HB 118 in  i t s  
p r e s e n t  fo rm .

BE I T  FU R TH ER  RESOLVED  t h a t  a c o p y  o f  t h i s  r e s o l u t i o n  
b e  p r o v id e d  t o  e a c h  member o f  t h e  A la s k a  S t a t e  L e g i s l a t u r e  and 
t h e  G o v e r n o r  o f  A la s k a .

DA TED  t h i s  7 th  d ay  o f  F e b r u a r y ,  1989.

G R EA TER  JUNEAU D EM O CR A TIC  P R E C IN C T  CO M M ITTEE

X— - s d .
B re n d a  K napp , C h a i r

A T T E S T :

Andrew W, Eb o n a , S e c r e t a r y
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FRANK H. MURKOWSKI
ALASKA

COMMITTEES:
VETERANS’ AFFAIRS (RANKING MEMBER) 
ENERGY ANO NATURAI RESOURCES 

FOREIGN RELATIONS 
INDIAN AFFAIRS 
INTELLIGENCE

United States Senate
WASHINGTON, DC 20510

(2 0 2 )2 2 4 -8 0 8 6

A p r i l  2 1 ,  1989

ANCHORAGE 
U.S. FEDERAL BUILDING 701 C STREET. BOX t. 99513 

(907)271-3735
FAIRBANKS 

U S FEDERAL UUHDING 101 12TH AVENUE. BOX 7. 99701 
(907) 461-0233

JUNEAU 
U S. FEOERAL BUILDING 

BOX 1647,99802 
(907)688-7400

Hi AyHon o rab le  B e t t y e  M. Fahrenkamp j
Ala ska  S t a t e  L e g i s l a t u r e  *89
Pouch V (MS 3 1 0 0 )
Juneau ,  A l a s k a  99811
Dear B e t t y e :

Thank you f o ' # ’ e x p r e s s i n g  you r  v iews r e g a r d i n g  l e g i s l a t i o n  t o  
a u t h o r i z e  o i l  and gas  l e a s i n g  In  the  A r c t i c  N a t i o n a l  W i l d l i f e  
Refuge ( ANWR) .

I s u p p o r t  a b a l a n c e d  n a t i o n a l  en e rgy  p o l i c y .  We must 
d i v e r s i f y  o u r  energy  mix t o  I n c l u d e  a w ho le  range o f  s o u r c e s ,  bu t  
we must make r e a l i s t i c  c h o i c e s  now in  o r d e r  t o  p r o v i d e  f o r  o u r  
economic w e l l - b e i n g  and o u r  n a t i o n a l  s e c u r i t y .  Our c o u n t r y  made 
h i s t o r y  t h i s  p a s t  Decemoer when o i l  im p o r t s  ex c eeded  50$  o f  t h e  
amount o f  o i l  consumed in  t h e  U . S .  As p e t r o l e u m  p r o d u c t s  w i l l  
c o n t in u e  t o  be an Im p o r t an t  p a r t  o f  o u r  ene rgy  mix f o r  the  
f o r e s e e a b l e  f u t u r e ,  I  b e l i e v e  i t  i s  r e s p o n s i b l e  p u b l i c  p o l i c y  t o  
en a c t  l e g i s l a t i o n  t h a t  w i l l  make a v a i l a b l e  t o  us t h i s  a r e a  o f  
g r e a t  p o t e n t i a l .

The S e n a t e  Energy and N a t u r a l  R e s o u r c e s  Committee r e c e n t l y  
app roved  l e g i s l a t i o n  t o  a u t h o r i z e  l e a s i n g  on t h e  c o a s t a l  p l a i n  o f  
ANWR by a  v o t e  o f  1 2 - 7 .  I  am now w ork ing  c l o s e l y  w i th  S e n a t o r  
J o h n s t o n ,  Cha irman o f  t h e  Energy Comm it tee ,  and M a j o r i t y  L e a d e r  
George M i t c h e l l  t o  f o r g e  an agreement f o r  f u l l  S en a t e  c o n s i d e r a ­
t i o n .

Thanks a g a in  f o r  c o n t a c t i n g  me. I  a p p r e c i a t e  y ou r  s u p p o r t  
and hope t h a t  you w i l l  c o n t i n u e  t o  be a c t i v e l y  I n v o l v e d  in  t h e  
ANWR d e b a t e .

B e s t  r e g a r d s ,
S i n c e r e l y ,

^ " Y  Frank H. Jnurkowski
U n i t ed  S t f a t e s  S e n a t o r
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C h e n o w e t h

A M E N D M E N T

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

T O :  S C S  C S H B  118 ( O i l  & Gas)

P a g e  1, f o l l o w i n g  l i n e  20:

I n s e r t  a n e w  b i l l  s e c t i o n  to r e a d :

" *  S e c .  2. A S  4 3 . 5 5 . 0 8 0  is a m e n d e d  b y  a d d i n g  n e w  s u b s e c t i o n s  t o  r e a d :

(b) T h e  c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  s h a l l  s e p a r a t e l y  a c c o u n t  

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

o f  t h i s  s e c t i o n .

(c) T h e  l e g i s l a t u r e  m a y  a n n u a l l y  a p p r o p r i a t e  t o  t h e  p r i n c i p a l  o f  

t h e  A l a s k a  p e r m a n e n t  f u n d  e s t a b l i s h e d  i n  A S  3 7 . 1 3 . 0 1 0  t h e  g r e a t e r  of:

(1) $ 3 0 , 0 0 0 , 0 0 0 ;  o r

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

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

y e a r ."

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

-1- 4/28/89



F I N D I N G S  A N D  P U R P O S E .  T h e  l e g i s l a t u r e  r e c o g n i z e s  t h a t  t a x  
s t a t u t e s  m a y  b e  m a d e  r e t r o a c t i v e  a s  l o n g  a s  t h e  n a t u r e  a n d  
d u r a t i o n  o f  i t s  a p p l i c a t i o n  a r e  r e a s o n a b l e .  T h e  p u r p o s e  o f  
a p p l y i n g  t h e  p r o v i s i o n s  o f  H B  1 1 8  r e t r o s p e c t i v e l y  t o  D e c e m b e r  30, 
1 9 8 8  i s  t o  g e n e r a t e  t h e  a d d i t i o n a l  f u n d s  n e c e s s a r y  t o  m e e t  t h e  
c o s t s  o f  o p e r a t i n g  s t a t e  g o v e r n m e n t  p r o g r a m s .



s c s - e sR r 1 1 8  ( o i l  and gas)

LEGISLATION REVISING THE ECONOMIC LIMIT FACTOR (ELF)
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Whv should the Legislature modify the ELF?

This legislation promotes economic development, creates jobs, raises 
revenue, and protects the interests of the people of Alaska in their resources.

What (ax does the Economic Limit Factor formula.ai/ect?.

The Economic Limit Factor (ELF) formula affects the severance tax on oil. 
The severance tax —  also called the production tax —  is a tax on oil removed 
from the ground. The tax compensates for the depletion of the state’s non­
renewable resources. The severance tax has provided more than a third of the 
state’s unrestricted General Fund revenue in the past decade.

What is the Economic Limit Factor?

Tire ELF is a formula which reduces the severance tax actually paid on oil. 
The ELF formula produces a fraction which reduces severance taxes as the pro­
ductivity of a well declines. This reduced severance tax rate is the “effective” 
severance tax rate —  that is, it is the rale the producer actually pays. The 
effective severance tax rate is the “nominal” severance tax rate (the one set out, 
or “named” in statute, which is normally 15 percent for mature fields) multiplied 
by the ELF. Here’s an example which shows the tax rate on Prudhoe Bay now:

15% nominal tax rate

multiplied times ELF of 0.824

equals an effective severance tax 
rate of 12.36%

The higher the ELF, the higher the actual tax paid. The lower the ELF, the 
lower the actual tax paid. A low ELF provides a large tax break.

DEPARTMENT OF REVENUE (April 28, 1989)
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Whv do we have the ELF?

The ELF was originally created in 1977 to encourage oil companies to 
develop marginal oil fields, and to extend the life of producing fields when pro­
duction at those fields became marginal.

How did we get to where we are today?

In 1981, the Legislature sharply reduced the state’s corporate income tax on 
oil and gas producers by abandoning separate accounting. (The changes were 
made because the separate accounting law had been challenged in court, but the 
state later won the lawsuit.) In an attempt to compensate for the expected loss of 
revenues from the changes made in the corporate income tax, the Legislature 
raised the severance tax rate from 12.25% to 15%. Because the ELF formula 
would have cut into this needed revenue, the Legislature — as a stopgap measure 
— suspended the ELF at Prudhoe Bay until 1987.

Even at the outset, this attempt to compensate failed. The 1981 changes in 
the income tax and severance tax had the net effect of costing the state more than 
$1 billion in lost revenues between fiscal years 1982 and 1987.

In 1987, the impact of the 1981 tax changes became even more negative for 
the state. When the stopgap provision ended in 1987, this additional tax break 
caused the effective severance tax rate at Prudhoe Bay to drop sharply. (Graphic 
#1 shows this sharp drop for Prudhoe Bay.) This sharp drop immediately cut 
Alaska’s total revenue by $ 135,000,000 in FY 88, and has cost the state more than 
$70 million more for FY 89 by the middle of March of 1989.

Whv do people want to change the ELF now?

The current ELF is not giving Alaska an attractive enough tax climate to 
encourage development of marginal oil fields. Instead of helping marginal fields, 
the ELF formula now mostly provides a massive and unnecessary tax break to 
two fields which are not marginal at all — Prudhoe Bay and Kuparuk. These are 
the largest oil fields in the United States, and two of the most profitable as well.

DEPARTMENT OF REVENUE (April 28, 1989)
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House Bill 118 would target tax breaks toward marginal fields and away 
from these two large, high-profit fields. The bill would give tax breaks to cur­
rently producing marginal fields such as Enoicott and Lisbume and to prospec­
tive marginal fields at Niakuk, Point Thomson, Milne Point, and Seal Island. It 
would leave taxes at zero at West Sak and all the Cook M et fields. (See Graphic 
#2.)

In fact, HB 118 would cut — or leave at zero -- the taxes on every oil field 
in Alaska except Prudhoe Bay and Kuparuk.

HB 118 would reduce the tax breaks given to Prudhoe Bay and Kuparuk. 
The current ELF gives a 20 percent tax break to Prudhoe Bay, and more than a 
40 percent tax break to Kuparuk. HB 118 would reduce —but not eliminate— the 
tax breaks given to these two large fields.

Graphic #3 shows the vax savings provided by HB 118 for producers at all 
other fields except Prudhoe Bay and Kuparuk. Graphic #4 shows the increased 
revenues generated from Prudhoe. Bay and Kuparuk by HB 118. The legislation 
on balance raises substantial revenues.

How much revenue would HB 118 raise?

HB 118 does not provide for an effective date, nor does it specify when it 
begins to apply. Assuming that the bill went into effect M y  1,1989 and applied 
to oil produced after June 30, 1989 — and assuming the mid-case scenario 
projections of the Fall, 1988 Department of Revenue forecast — the bill will raise 
$158 million in Fiscal Year 1990.

The legislation would raise much more money if it were retroactive. If the 
bill applied to oil produced after December 31, 1988, it would generate $235 
million for FY 89 and FY 90.

The long-term fiscal impact is substantial as well. For the FY 91 - FY 95 
period, the legislation would raise $981 million.

DEPARTMENT OF REVENUE (April 28, 1989)
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D e a r  S e n a t o r :

A t  t h e  A p r i l  4, 1989 r e g u l a r  m e e t i n g  o f  t h e  A s s e m b l y  o f  

t h e  M a t a n u s k a - S u s i t n a  B o r o u g h ,  t h e  e n c l o s e d  R e s o l u t i o n  No. 8 9 - 0 6 3  

w a s  p a s s e d  a n d  approved,- T h i s  r e s o l u t i o n  i s  i n  s u p p o r t  o f  t h e  

E c o n o m i c  L i m i t  F a c t o r  [{ELF) a n d  H o u s e  B i l l  No. 118. W e  e n c l o s e  a 

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

m a t t e r .

S i n c e r e l y ,

(y\J

D o r o t h y  A. Jones 
B o r o u g h  M a y o r

t h

E n c l o s u r e
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M A T A N U S K A - S U S I T N A  B O R O U G H  

R e s o l u t i o n  S e i i a l  No. 8 9 -  M 3

A  R E S O L U T I O N  O F  T H E  A S S E M B L Y  O F  T H E  M A T A N U S K A - S U S I T N A  B O R O U G H ,  
S U P P O R T I N G  S E N A T E  C O M M I T T E E  S U B S T I T U T E  F O R  C O M M I T T E E  S U B S T I T U T E  
H O U S E  B I L L  N O .  118, A N  A C T  R E L A T I N G  T O  T H E  O I L  A N D  G A S  P R O P E R T I E S  
P R O D U C T I O N  TA X .

W H E R E A S ,  i n  1 9 8 1  t h e  L e g i s l a t u r e ,  f e a r i n g  i t  c o u l d  l o s e  a n  

o i l  i n d u s t r y  l a w s u i t  c h a l l e n g i n g  t h e  s t a t e ' s  t a x i n g  s t r u c t u r e ,  

s h i f t e d  o i l  t a x e s  ( a d j u s t i n g  t h e  s e v e r a n c e  a n d  i n c o m e  t a x e s )  

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

W H E R E A S ,  t h e  1 9 8 1  t a x  b r e a k  h a s  c o s t  t h e  s t a t e  m o r e  t h a n  $1 

b i l l i o n  i n  l o s t  r e v e n u e s  b e t w e e n  1 9 8 2  a n d  198 7 ;  a n d

W H E R E A S ,  t h e  A l a s k a  C o n s t i t u t i o n  r e q u i r e s  t h a t  t h e  l e g i s l a­

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

m a x i m u m  b e n e f i t  o f  a l l  t h e  p e o p l e  o f  A l a s k a ;  a n d

W H E R E A S ,  S e n a t e  c o m m i t t e e  s u b s t i t u t e  f o r  C o m m i t t e e  S u b s t i­

t u t e  H o u s e  B i l l  No. 118 m o d i f i e s  t h e  E c o n o m i c  L i m i t  F a c t o r  ( E L F ) ; 

a n d

W H E R E A b ' , S e n a t e  C S  f o r  C S H B  No. 1 1 8  h a s  p a s s e d  t h e  h o u s e ;

a n d

W H E R E A S ,  t h e  b i l l  h a s  b e e n  r e f e r r e d  t o  t h e  S e n a t e  f o r  

c o n s i d e r a t i o n ;  a n d

W H E R E A S ,  a s p e c i a l  S e n a t e  c o m m i t t e e  o n  o i l  a n d  g a s  is 

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

b e e n  s c h e d u l e d ;  a n d

1 R e s .  8 9 - _ £ X o l



c r e a s i n g l y  e x p e n s i v e  t o  g e t  t h e  o i l  o u t  of t h e  g r o u n d ,  t h e  E L F  is 

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

W H E R E A S ,  S e n a t e  CS f o r  C S H B  No. 1 1 8  w o u l d  p r o v i d e  f o r  

g r e a t e r  t a x  b r e a k s  f o r  t r u l y  m a r g i n a l  f i e l d s  a n d  a d j u s t — n o t  

e l i m i n a t e — t a x  i n c e n t i v e  f o r  t h e  t w o  h u g e  f i e l d s ,  P r u d h o e  B a y  a n d  

K u p a r u k ; a n d

W H E R E A S ,  t h e  d o l l a r  a m o u n t s  o f  t a x  c o l l e c t e d  p e r  b a r r e l  o f  

o i l  i n  A l a s k a  a r e  l o w e r  t h a n  i n  m a n y  s t a t e s ;  a n d

W H E R E A S ,  t h e  m o d i f i c a t i o n  t o  t h e  E c o n o m i c  L i m i t  F a c t o r  w i l l  

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

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

i n  t h e  S t a t e  o f  A l a s k a ;  a n d

W H E R E A S ,  t h e  m o d i f i c a t i o n  o f  t h e  E c o n o m i c  L i m i t  F a c t o r  a s  

p r o p o s e d  i n  S e n a t e  C S  f o r  C S H B  B i l l  No. 1 1 8  i s  e s t i m a t e d  t o

g e n e r a t e  a p p r o x i m a t e l y  $ 1 7 0  m i l l i o n  f o r  t h e  n e x t  f i s c a l  y e a r

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

N O W  T H E R E F O R E ,  B E  I T  R E S O L V E D  t h a t  t h e  A s s e m b l y  o f  t h e

M a t a n u s k a - S u s i t n a  B o r o u g h  s u p p o r t s  t h e  m o d i f i c a t i o n  o f  t h e

E c o n o m i c  L i m i t  F a c t o r  as s e t  f o r t h  i n  S e n a t e  C S  f o r  C S H B  No. 118, 

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

B E  I T  F U R T H E R  R E S O L V E D  t h a t  c o p i e s  o f  t h i s  R e s o l u t i o n  b e  

f o r w a r d e d  t o  S e n a t o r s  K e r t t u l a ,  S z y m a n s k i ,  A d a m s  a n d  P e a r c e ,  t h e  

s p e c i a l  S e n a t e  c o m m i t t e e  o n  o i l  a n d  gas, t h e  H o u s e  R e s o u r c e s
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C o m m i t t e e ,  R e p r e s e n t a t i v e s  L a r s o n ,  M e n a r d ,  a n d  S w a c k h a m m e r ,  a n d  

G o v e r n o r  C o w p e r .

P A S S E D  A N D  A P P R O V E D  b y  t h e  A s s e m b l y  o f  t h e  M a t a n u s k a - S u s i t n a  

B o r o u g h  t h i s  Hr d a y  o f   ( / f e r n  L   , 1989.

L i n d a  D a h l ,  B o r o u g h  C l e r k  

(SEAL)
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STATE OP ALASKA
1989 LEGISLATIVE SESSION

REQUEST:

Bill Version: SCS CSHB 118 (Res) 
Publish Date:_____________________

FISCAL NOTE

Revision Date: Hay 1, 1989
Title: Oil & gas properties production

tax - ELF _

Sponsor: House Finance Committee_______

Requestor: Senate Resources_____________

EXPENDITURES/REVENUES: (Thousands of Dollars)

Agency Affected: Department of Revenue 

BRU: 011 & Gas Audit Division

Components

OPERATING

1 FY 89 1 FY 90 1 FY 91 1 FY 92 1 FY 93 1 FY 94

1 1 1 1 1 1
PERSONAL SERVICES 1 0 | 0 i 0 | 0 1 0 1 o
TRAVEL i 0 j 0 I 0 1 0 i 0 i o
CONTRACTUAL ' 1 0 i 0 I 0 1 0 1 0 1 o
SUPPLIES I 0 i 0 ! 0 ! 0 1 0 I 0
EQUIPMENT 1 0 1 0 1 0 | 0 i 0 I 0
LANDS & STRUCTURES 1 0 1 0 1 0 | 0 I 0 I 0
GRANTS, CLAIMS 1 0 1 0 1 0 1 o ! 0 i 0
MISCELLANEOUS 1 0 I 0 i o i 0 [ 0 I 0
TOTAL OPERATING 1 0 1 0 I 0 1 0 1 0 1 0

CAPITAL I 0 0 0 I 0 | 0

REVENUE

FUNDING: (Thousands of Dollars!

64,000 |171 ,000 |181 ,000 1192,000 | 207,000 1207,000

| GENERAL FUND 

| FEDERAL FUNDS 

| OTHER

I TOTAL__________

0
0
0

0

0
0
0

0

0

0
0

0

0
0
0

0

0

0

0

0

0

0

0

0

POSITIONS:
| FULL-TIME 

| PART-TIME 
1 TEMPORARY

0

0
0

I

0

0
0

0 I 0 I 0

0 I 0 | 0
0 I 0 I 0

0

0

0

ANALYSIS: See attached page for analysis,

Prepared By: Roger Marks _________________________
Division: Dept, of Revenue. 011 & Gas Aud.Tt^Olvipion;'

Phone: 277-5627

Approved by Commissioner: Hugh Malone
Agency: Department of Revenue__________

VI
Date: May 2, 1989

Date:

distribution (by preparer): 
Legislative Finance 

Legislative Sponsor 

Requestor

Office of Management and Budget 

Impacted Agency(les) page J _  of _3_



F is ca l  Analysis  o f HB 118

This bill modifies the economic limit factor (ELF) formula used 1n 
computing the production (severance) tax on oil.

The bill (1) Introduces the rate of field production Into the exponent of 
the current ELF formula; (2) repeals the so-called "rounding rule," the 

provision of current law which states that for any month during the first 
10 years of commercial oil production for which the computed ELF of a 

lease or property exceeds 0.7 the ELF shall be considered to be one; (3) 

authorizes the appropriation to the oil and hazardous substance release 

response fund of 50 percent of the revenues for the period between 

January 1, 1989 and May 31, 1989; and (4) authorizes the annual appropria­

tion 1n future years of $30 million or 4 percent of the severance tax
revenues, whichever 1s greater.

This fiscal note was calculated using the oil price and production 
assumptions of the Department of Revenue's Spring 1989 Petroleum 

Production Revenue Forecast mid-case scenario. That forecast was 

predicated on Alaska North Slope crude prices at the U.S. Gulf of $14.29 a

barrel 1n FY 89 and $16.41 a barrel 1n FY 90.

Additional revenues for future years 1n millions of dollars are as follows:

A price - revenue matrix 1s Included. It 1s based on an application date 
of December 31, 1988.

1995
1996

1997

1998

1999

2000 
2001 

2002
2003

2004

2005

2006
2007

2008

2009

2010

194
180

165

157

148

139

129

110
86

69

45

21
4

(3)
0
0
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1989 1990 1991 1992 1993 1994 1995
35 85 88 98 104 104 99
48 115 116 129 146 148 139
63 151 153 161 174 175 164
78 187 189 198 213 214 200
92 223 226 235 253 253 236

107 259 262 272 283 277 250

23



STATE Of ALASKA 
1989 LEGISLATIVE SESSION

8111 Version:. 
Publish Date:

SCS CSHB 118 (Jud)

FISCAL NOTE

REQUEST;
Revision Date: Apr 1 1 4 . 1 9 8 9 ____________
Title: 011 & gas properties production

tax - E L F ________________________________
Sponsor: House Finance Committee________

Requestor: Senate Judiciary______________

Agency Affected: Department of Revenue 
BRU: 011 & Gas Audit Division

Components

EXPENDITURES/REVENUES: (Thousands of Dollars)

11 OPERATING
1 FY 89 1 FY 90 1 FY 91 1 FY 92 1 FY 93 1 FY 94
I 1 . 1 J_ ]_| PERSONAL SERVICES 0 1 o ! 0 1 0 1 o 1 o| TRAVEL 1 0 1 o 1 o 1 0 1 o 1 o| CONTRACTUAL 1 0 1 o 1 o 1 0 1 o 1 o| SUPPLIES 1 0 1 o 1 o 1 0 1 o 1 o| EQUIPMENT 1 0 1 o 1 o 1 0 1 o 1 o| LANDS & STRUCTURES 1 0 1 o 1 o 1 0 1 o 1 o| GRANTS, CLAIMS 1 0 1 o 1 o 1 0 I o 1 o1 MISCELLANEOUS 1 0 1 o 1 o 1 0 1 o 1 o1 TOTAL OPERATING 1 0 1 0 1 o 1 0 1 o 1 o

CAPITAL .1

I REVENUE_____________________I V A R I E S - [ ESTIMAT|r181’°°° I192'000 1207,000 1207,000

FUNDING: (Thousands of Dollars) A  C  R  £  D
GENERAL FUND 

FEDERAL FUNDS 
OTHER 

TOTAL

I

0
0
0

0

0
0
0

0

0
0
0

0

0
0
0

0

I 0
0

0

0

0
0

0

0

POSITIONS:
FULL-TIME

PART-TIME
TEMPORARY

0

0

0

0

0
0

ANALYSIS: See attached page for analysis.
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0
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Date:
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•  #

Fiscal Analysis of HB 118

This bill modifies the economic limit factor (ELF) formula used 1n 
computing the production (severance) tax on oil.

The bill (1) Introduces the rate of field production Into the exponent of 
the current ELF formula; (2) repeals the so-called "rounding rule," the 

provision of current law which states that for any month during the first 

10 years of commercial oil production for which the computed ELF or a 

lease or property exceeds 0.7 the ELF shall be considered to be one; and 

(3) fixes the production at the economic 11mlt (PEL) at 300 barrels times 

the number of well days 1n the month.

This bill does not explicitly state the date on which 1t first begins 
applying to o 11 production. That date will determine how much revenue 1s 

raised for FY 89 and FY 90. The following table shows the revenue raised 

for each date.

If the bill applies Revenues Revenues
to oil produced Raised Raised

after this date for FY 89 for FY 90

12/31/88 64 171
01/31/89 50 171

02/28/89 37 171
03/31/89 24 171

04/30/89 12 171

05/31/89 0 171

06/30/89 0 158
07/31/89 0 145

08/31/89 0 132

The severance tax Is paid monthly for the prior month. For example, the 
tax for production 1n April 1s due 1n May.

This fiscal note was calculated using the oil price and production 
assumptions of the Department of Revenue's Spring 1989 Petroleum 

Production Revenue Forecast mid-case scenario. That forecast was 

predicated on Alaska North Slope crude prices at the U.S. Gulf of $14.29 a 

barrel 1n FY 89 and $16.41 a barrel 1n FY 90.

Additional revenues for future years 1n millions of dollars are as follows

1995 194
1996 180

1997 165

1998 157

1999 148

2000 139

2001 129

2002 110

page 2 of 4
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A price - revenue matrix 
of December 31, 1988.

2003 86
2004 69

2005 45

2006 21

2007 4

2008 (3)

2009 0
2010 0

1s Included. It 1s based on an application date

22
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Price/Revenue Increase for H8 118 
(Millions of $)

Saudi
Light

M/bbl)
ANS $ 

US Gulf
(t /bbn 1989 1990

Fiscal Year 
1991 1992 1993 1994 1995

10 11 35 85 88 98 104 104 99
12 13 48 115 116 129 146 148 139
14 15 63 151 153 161 174 175 164
16 17 78 187 189 198 213 214 200
18 20 92 223 226 235 253 253 236
20 22 107 259 262 272 283 277 258
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R E L A T I N G  T O  T H E  O I L  A N D  G A S  P R O P E R T I E S  P R O D U C T I O N  T A X

W H E R E A S ,  the E c o n o m i c  L i m i t  F a c t o r  (ELF) as e n a c t e d  b y  the A l a s k a

S t a t e  L e g i s l a t u r e  in 1 9 8 1  w a s  i n t e n d e d  to p r o m o t e  c o n t i n u e d  d e v e l o p m e n t  of

m a r g i n a l  oil f i e l d s ;  a nd

W H E R E A S ,  u n b e k n o w n s t  to l e g i s l a t o r s  in 1 9 8 1 ,  b o t h  t h e  P r u d h o e  B a y  a nd

K u p a r u k  O il F i e l d s  a r e  in no s e n s e  of t he w o r d  m a r g i n a l  f i e l d s ;  a n d

W H E R E A S ,  th e  a p p l i c a t i o n  of t he E c o n o m i c  L i m i t  F a c t o r  (ELF) a c t u a l l y

d i s c o u r a g e s  o il p r o d u c t i o n  at a t r u l y  m a r g i n a l  f i e l d  s u c h  as M i l n e  P o i n t ;  and

W H E R E A S ,  the p e o p l e  of  t h e  S t a t e  of A l a s k a  o w n  the o il r e s o u r c e s  of  the 

S t a t e  a nd s h o u l d  b e  f a i r l y  & e q u i t a b l y  c o m p e n s a t e d  for t h e i r  e x t r a c t i o n ;  and

W H E R E A S ,  t h e  e c o n o m i c  c o n d i t i o n s  in A l a s k a  d o  n ot w a r r a n t  a tax b r e a k

for t he oil c o m p a n i e s ;  a nd

W h e r e a s ,  t he A l a s k a n  w o r k  f o r c e  is n o t  r e c e i v i n g  its f a i r  s h a r e  of

e m p l o y m e n t  in t he d e v e l o p m e n t  of t h e i r  oi l  a n d  g a s  r e s o u r c e s ;

T H E R E F O R E ,  be  it r e s o l v e d  t h a t  L o c a l  U n i o n  1 2 4 3  o f  the U n i t e d  

B r o t h e r h o o d  of C a r p e n t e r s  a n d  J o i n e r s  of A m e r i c a  u r g e s  t h e  A l a s k a  S t a t e  

L e g i s l a t u r e  to c o m p l e t e  its r e v i e w  o f  HB  118 a n d  to b r i n g  this b i l l  to t h e  f l o o r  

a n d  f u r t h e r m o r e ,  w e  u r g e  its a d o p t i o n .

U N A N I M O U S L Y  p a s s e d  t h i s  2 8 t h  d a y  o f  F e b r u a r y ,  1 989 b y  the G e n e r a l  

M e m b e r s h i p .

B u s i n e s s  R e p r e s e n t a t i v e  
F i n a n c i a l  S e c r e t a r y / T r e a s u r e r



c o r m c o

T o m  P a i n t e r
D i v i s i o n  M o n o g o r

May 1, 1989

The Honorable Bettye Fahrenkamp 

Alaska State Legislature 

P. 0. Box V 

Juneau, Alaska 99811

Dear Senator Fahrenkamp:

I appreciate the request by Senate Resource's Staff to provide your Committee 

Conoco's position regarding HB 118. Our position favoring a modification of the 

ELF to make the production tax structure a progressive tax based on field size 

as well as well productivity remains unchanged from our prior testimony in the 

hearings on CSHB-164 in 1987. We continue to believe such change would offer 

a positive first step in encouraging the development of Alaska's small, marginal 
fields.

Oil field development in remote areas of Alaska, such as the North Slope, 

offshore, or interior, requires high fixed cost components of investment and 

operation. All fields, regardless of size, must possess living quarters, roads, 

pipelines, and personnel transportation infrastructure in addition to the normal 

production handling facilities. In Alaska's high cost environment, these factors 

result in significant diseconomies of scale for smaller fields. For smaller 

fields to be economically developed, we believe some adjustments must be made 
in the tax or royalty structure.

Conoco remains desirous on becoming a more active participant in the Alaskan 

economy. For Milne Point, the North Slope's smallest field, a change in the 

production tax structure would help. The economics of continuing development 

at Milne Point would be more enhanced by a change in our royalty rate, which,

at 20%, is the largest fixed royalty for any field in the state. HB-128, which

has recently been approved by the House of Representatives, has the potential

to provide royalty relief. For Milne Point to be a success, a sufficient

differential between crude price and costs, including taxes and royalty, must 

exist to generate a profit. While oil price continues to be the controlling 

factor, any incremental improvement in taxes and royalty would have the same 

effect as an increase in price.

We must caution that our position on modifying the ELF to provide an incentive 

for small field development should not be misconstrued as support for increasing 

taxes on any currently producing field in Alaska. Alaska's sustainable economic 

growth has and will continue to come from private sector investment to develop 

Alaska's natural resources. From our observations, the tax reductions initiated

C o n o c o  Inc .
3 2 0 1  C  S t r o o t  
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at Prudhoe Bay are benefitting both the State and the Prudhoe Bay owners as 

additional production and reserves are being developed, investments are being 

made, and new jobs are being added to the Alaska economy.

It is possible to provide both an incentive for small field development and to 

maintain continued investment in the state's larger fields by adopting the 

modified ELF proposed in HB-118 and simultaneously reducing the production tax 

rate, resulting in a "tax neutral" position.

I hope this information will suffice to adequately define Conoco's position on 

HB-118. If you so choose, you may submit this letter as testimony at the
U a  V»-! A r t

AEH(jah)
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My  n a m e  i s  Ge r a l d  Se r e n a  a n d  I  a m  a  t a x  l a w y e r  f o r  Ex x o n  Co m p a n y , U . S . A .  

We  a p p r e c i a t e  t h e  o p p o r t u n it y  t o  c o m m e n t  o n c e  a g a in  o n  l e g i s l a t i o n  p r o p o s e d

TO MODIFY THE ECONOMIC L lM IT  FACTOR. I n PREVIOUS HEARINGS BEFORE 

COMMITTEES OF THE HOUSE AND SENATE, EXXON HAS MADE CLEAR IT S  OPPOSITION TO 

ANY PROPOSALS THAT WOULD EFFEC TIVELY ELIM IN ATE THE B EN EFIT OF ELF FOR THE

Pr u d h o e  Ba y  a n d  Ku p a r u k  f i e l d s . Ou r  m e s s a g e  h a s  n o t  c h a n g e d .

T h i s  b i l l  w o u ld  s i g n i f i c a n t l y  i n c r e a s e  p r o d u c t io n  t a x  on  90% o f  Al a s k a ' s  

o i l  p r o d u c t io n . T h i s  in c r e a s e d  c o s t  o f  p r o d u c t io n  w o u ld  a d v e r s e l y  a f f e c t  

i n v e s t m e n t  i n  f u t u r e  Pr u d h o e  Ba y  d e v e l o p m e n t  p r o j e c t s . T h e s e  p r o j e c t s  a r e

ECONOMICALLY MARGINAL IN  THE SAME SENSE THAT THE START-UP OF SOME SMALLER 

FIE LD S  ON THE NORTH SLOPE MIGHT BE MARGINAL. SUCH PROJECTS ARE NECESSARY 

TO O P TIM IZ E  PRODUCTION FROM PRUDHOE BAY, WHICH IS  CRUCIAL TO ALASKA'S 

ECONOMIC FUTURE.

A l a s k a ' s  p r o d u c t io n  t a x  law  i s  c o m p r e h e n s iv e , w e l l - r e a s o n e d , a n d  e f f e c t i v e . 

I t  c o m b in e s  tw o  e s s e n t i a l  e l e m e n t s  —  THE h ig h e s t  n o m in a l  t a x  r a t e  i n  t h e  

Un i t e d  St a t e s , a n d  a n  Ec o n o m ic  L i m i t  Fa c t o r  w h ic h  r e d u c e s  t h i s  r a t e  on a  

f i e l d - b y - f i e l d  b a s i s  a s  m e a s u r e d  b y  p r o d u c t io n  r a t e  p e r  w e l l  i n  t h e  f i e l d .
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I t  h a s  w o r k e d  u p  t o  now a n d  i t  w i l l  c o n t in u e  t o  w ork  a s  d e s ig n e d  a s  Pr u d h o e  

Ba y  p r o d u c t io n  d e c l i n e s .

T h e  p r o d u c t io n  t a x  on  o i l  f r o m  Pr u d h o e  Ba y  i s  h ig h  e n o u g h  s y  a n y  s t a n d a r d s .

Wh e n  c o m b in e d  w i t h  t h e  o t h e r  s t a t e  t a x e s  on  No r t h  S l o p e  p r o d u c t io n

OPERATIONS, IV  I S  CLEAR THAT OUR INDUSTRY I S  CONTRIBUTING IT S  F A IR  SHARE OF £  

STATE TAX COLLECTIONS. WHEN YOU COMBINE TAXES AND RO YALTIES, OUR INDUSTRY 

ACCOUNTS FOR ABOUT 85% OF STATE REVENUES. FURTHERMORE, ROYALTIES AND OTHER 

LEASE PAYMENTS HAVE ESTABLISHED THE $10 B IL L IO N  ALASKA PERMANENT FUND.

I n 1 9 8 8 , AVERAGE D A IL Y  O IL  PRODUCTION AT PRUDHOE BAY DECLINED TO 1 , 4 5 0 , 0 0 0  

BARRELS FROM THE 1 , 5 0 0 , 0 0 0  AVERAGE ACHIEVED IN  PRIOR YEARS, AND WE 

A N T IC IP A T E  THAT T H IS  DECLINE W ILL CONTINUE. T H IS  WAS IN E V IT A B L E . I T  WAS 

DELAYED U N TIL NOW BY AN E F F IC IE N T  AND OPTIMAL DEVELOPMENT PLAN THAT ^  

CONTINUES TO BE IMPLEMENTED. SlN C E I N I T I A L  DEVELOPMENT, EXXON HAS 

EVALUATED AND SUPPORTED SEVERAL PROJECTS TO INCREASE RECOVERY AT PRUDHOE

Ba y . T h e  c o s t  p e r  b a r r e l  f o r  t h e s e  p r o j e c t s  t o  i n c r e a s e  r e c o v e r y  w as  t w ic e

THE COST OF THE I N I T I A L  DEVELOPMENT.

- 2 -



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

BARRELS OF O I L  W ILL  BE LEFT  IN  FORMATION AT PRUDHOE BAY. H . B .  1 18  WOULD 
INCREASE THE COST OF PRODUCING THOSE BARRELS AND THEREBY REDUCE THE 
IN CEN T IVE  TO UNDERTAKE SUCH PROJECTS . FUTURE PROJECTS TO MAINTAIN  
PRODUCTION AND INCREASE RECOVERABLE RESERVES AT PRUDHOE BAY W IL L  COST MORE 
THAN F IV E  T IM ES  AS MUCH AS THE I N I T IA L  DEVELOPMENT. I T  I S  CONCEIVABLE THAT 
UNDEVELOPED MARGINAL RESERVES AT PRUDHOE BAY MIGHT EXCEED THE POTENTIAL  
RESERVES OF ALL  THE SMALLER FIELD  PROSPECTS ON THE NORTH SLOPE ID E N T IF IE D  
TO DATE.

H . B .  1 18 I S  BASED ON THE ASSUMPTION THAT LARGER O IL  F IE L D S  SHOULD 
CONTRIBUTE PRODUCTION TAXES AT A H IGHER RATE THAN SMALLER F I E L D S .  TAX 
POL ICY  MAKERS SHOULD NOT CONFUSE THE PRODUCTION RATE OF A F IE LD  WITH I T S  
P R O F IT A B IL IT Y .  THE PRUDHOE BAY F IE LD  IN  DECL INE  I S  A PERFECT EXAMPLE.

Ou r  RECOMMENDATION TODAY I S  THE SAME AS I T  HAS BEEN AT ALL THE PR IOR  
HEARINGS ON TH IS  L E G IS LA T IO N . We  URGE YOU NOT TO SUPPORT H . B .  1 1 8 . I T  
W ILL  ADVERSELY AFFECT FUTURE DEVELOPMENT INVESTMENT AT PRUDHOE BAY . SUCH 
INVESTMENT I S  NEEDED TO MAXIMIZE O I L  PRODUCTION , THEREBY IN CREAS ING  THE 
S T A T E 'S  ROYALTY AND PRODUCTION TAX BA SE .
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BP E X P L O R A T I O N  ( A L A S K A )  INC.

T O  T H E

S E N A T E  S P E C I A L  O I L  A N D  G A S  C O M M I T T E E  

R E G A R D I N G  

S C S  C S H B  1 1 8  (THE " E L F " )

A p r i l  24, 1 9 8 9

M y  n a m e  is T h o m a s  K. W i l l i a m s .  I a m  M a n a g e r  of T a x  P l a n n i n g  

at B P  E x p l o r a t i o n  ( A l a s k a ) .  A t  t h e  o u t s e t ,  I w a n t  to s a y  t h a t  BP 

E x p l o r a t i o n  is s a d d e n e d  b y  t h e  E x x o n  V a l d e z  I n c i d e n t .  S o  is 

e v e r y o n e  I k n o w  at BP E x p l o r a t i o n .  W e  s h a r e  in yo u r  d e s i r e  to 

t a k e  s t e p s  to a v o i d  f u r t h e r  s p i l l s  a n d  t o  i m p r o v e  the a b i l i t y  to 

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

a n n o u n c e d  t o  date.

H o w e v e r ,  m y  p u r p o s e  i n  a p p e a r i n g  b e f o r e  y o u  t o d a y  is to 

t e s t i f y  a b o u t  the E c o n o m i c  L i m i t  F a c t o r ,  o r  E L F ,  and t h e  l e g i s l a­

t i o n  t h a t  p r o p o s e s  to c h a n g e  it, H o u s e  B i l l  No. 118. M y  t e s t i m o­

n y  t o d a y  is in two p a r t s .  F i r s t ,  I h a v e  t h i s  p r e p a r e d  s t a t e m e n t  

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

S e c o n d ,  I h a v e  so m e  c o m m e n t s  a b o u t  h o w  t h e  p r e s e n t  E L F  w o r k s  and 

h o w  it w o u l d  be c h a n g e d  u n d e r  H B  118.



L a s t  T h u r s d ^ P t h e r e  w a s  a q u e s t i o n  a b o u ^ t h e  n a t u r e  a n d  s i z e  

o f  t h e  r e t u r n  o n  i n v e s t m e n t  w h i c h  t h e  o w n e r s  of T A P S  r e c e i v e .  

A t t a c h e d  to m y  w r i t t e n  s t a t e m e n t  a r e  r e l e v a n t  p a g e s  f r o m  the 

S e t t l e m e n t  A g r e e m e n t  b e t w e e n  the S t a t e  o f  A l a s k a  and t h e  p i p e l i n e  

o w n e r s .  A s  M r .  M o t l e y  c o r r e c t l y  s t a t e d  o n  T h u r s d a y ,  t h e  a g r e e ­

m e n t  p r o v i d e s  f o r  a 6 . 4 %  r e a l  r a t e  o f  r e t u r n  f r o m  1 9 8 4  t h r o u g h  

1 9 8 9 ,  a n d  a r e t u r n  of 3 5  c e n t s  p e r  b a r r e l  ( a d j u s t e d  f o r  i n f l a­

ti o n )  a f t e r  t h a t  for t h e  o r i g i n a l  i n v e s t m e n t .  In s i g n i n g  the 

a g r e e m e n t ,  t h e  S t a t e  of A l a s k a  e n d o r s e d  t h i s  l e v e l  o f  p r o f i t a b i l ­

i t y  f o r  T A P S .  P u t t i n g  it a n o t h e r  w a y ,  t o  i n c r e a s e  t h e  t a x  o n  

p r o d u c t i o n  b e c a u s e  of p i p e l i n e  p r o f i t s  is c o u n t e r  to t h e  i n t e n t  

a n d  s t a t e d  c o n c l u s i o n  o f  t h e  A g r e e m e n t ,  w h i c h  s t a t e s  o n  p a g e  2 

t h a t  " T A P S  t a r i f f s  . . . a r e  b o t h  j u s t  a n d  r e a s o n a b l e  a n d  n o n -  

d i s c r i m i n a t o r y . . . . "  T h e  t a r i f f  w a s  s t r u c t u r e d  in a w a y  to i n­

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

l o w e r  t a r i f f  in l a t e r  y e a r s .  T h i s  in t u r n  w o u l d  m e a n  t h a t  S t a t e  

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

p o r t a t i o n  c o s t  in t h o s e  l a t e r  y e a r s .

A l s o  a t  T h u r s d a y ' s  h e a r i n g ,  t h e  A d m i n i s t r a t i o n  a g a i n  s h o w e d  

a c h a r t  d i s p l a y i n g  the r a t e  c h a n g e  in P r u d h o e  B a y  in 1 9 8 7 .  In 

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

o f  t h i s  n a t u r e  w a s  n o t  f u l l y  u n d e r s t o o d  i n  1 9 8 1 .  T h e  g o a l  in 

1 9 8 1  w a s  t o  e n s u r e  t h a t  t h e  S t a t e  c o n t i n u e d  to r e c e i v e  i t s  f a i r

s h a r e  o f  n o t  l e s s  than 3 0  p e r c e n t .  In f a c t ,  c o m p a r e d  t o  198 1 ,

t h e  S t a t e ' s  s h a r e  has s o a r e d .  B P ' s  f i g u r e s  s h o w  t h a t  t h e  S t a t e ' s  

s h a r e  o f  p r o d u c t i o n  r e v e n u e  w e n t  f r o m  3 0 %  i n  1 9 8 1  to 4 9 %  i n  198 8 .

S t a t e  S h a r e  o f  P r o d u c t i o n  R e v e n u e

1 9 8 1  1 9 8 6  1 9 8 7  1 9 8 8

B P  30% 7 2 %  3 9 %  4 9 %

2



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

p r o d u c t i o n  in A l a s k a  g i v e n  t h e  s u b s t a n t i a l  d e c l i n e  in c r u d e  o i l  

p r i c e s  t h a t  h a v e  o c c u r r e d  o v e r  th i s  p e r i o d .  In s h o r t ,  o v e r  the 

l a s t  t h r e e  y e a r s ,  t h e  S t a t e  o f  A l a s k a  h a s  r e c e i v e d  a s h a r e  o f  the 

r e v e n u e  " p i e "  f a r  b e y o n d  w h a t  w a s  c o n t e m p l a t e d  in 198 1 .  In o u r  

e a r l i e r  t e s t i m o n y  b e f o r e  t h i s  C o m m i t t e e  r e g a r d i n g  S e n a t e  B i l l  No. 

97, B P  e m p h a s i z e d  t h a t  1 9 8 6  m a r k e d  t h e  b e g i n n i n g  o f  a n  e r a  of 

d r a m a t i c a l l y  r e d u c e d  p r o f i t a b i l i t y  f r o m  o i l  p r o d u c t i o n .  A s  j u s t  

s h o w n ,  1 9 8 6  a l s o  m a r k e d  t h e  b e g i n n i n g  o f  a p e r i o d  o f  a d r a m a t i ­

c a l l y  i n c r e a s e d  S t a t e ' s  s h a r e  o f  t h e  n e t  r e v e n u e  f r o m  o i l  p r o d u c ­

tion.

W e  h e a r d  o n  T h u r s d a y  t h a t  HB 1 1 8 's E L F  f o r m u l a  m a k e s  f i e l d  

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

p r o f i t a b l e  a f i e l d  is. L e t  us p a s s  o v e r  t h e  c o u n t e r - e x a m p l e  of 

the W e s t  S a k  f i e l d  —  a v e r y  l a r g e  f i e l d  t h a t  e v e n  t h e  A d m i n i s ­

t r a t i o n  c o n c e d e s  w i l l  b e  m a r g i n a l  a t  b e s t .  I n s t e a d ,  l e t  m e  

d i r e c t  y o u r  a t t e n t i o n  to t h e  c a s e  of P r u d h o e  B a y .

B P ' s  f i g u r e s  s h o w  t h a t  t h e  p r o f i t a b i l i t y  o f  P r u d h o e  B a y  h a s  

d r o p p e d  b y  m o r e  t h a n  6 5 %  f r o m  1 9 8 1  to 1 9 8 8 .  H o u s e  B i l l  No. 118 

w o u l d  m a t c h  t h i s  6 5 %  d r o p  i n  p r o f i t a b i l i t y  w i t h  a r e d u c t i o n  in 

t h e  t a x  r a t e  f r o m  1 5 %  to 1 4 . 9 % .  If a l l  g o e s  a s  t h e  S t a t e  p r e ­

d i c t s ,  t h e  r a t e  f o r  P r u d h o e  w i l l  d r o p  a g a i n  i n  1 9 9 4  —  f r o m  1 4 . 9 %  

to 1 4 . 8  p e r c e n t .  S o  m u c h  f o r  H B  1 1 8 's s e n s i t i v i t y  to p r o f i t a b i l ­

it y .  T h e  j u s t i f i c a t i o n  f o r  s e t t i n g  t h e  t a x  r a t e  a s  h i g h  as 

A l a s k a  d o e s  w a s  a n d  r e m a i n s  t h e  f a c t  t h a t  t h e  E L F  w i l l  s c a l e  the 

r a t e  d o w n  a s  p r o f i t a b i l i t y  d r o p s .  U n d e r  t h e  f o r m u l a  i n  H B  118, 

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

O n e  l a s t  c o m m e n t  I h a v e  a b o u t  l a s t  T h u r s d a y ' s  h e a r i n g  is n o t  

a b o u t  s o m e t h i n g  t h a t  w a s  s a i d ,  b u t  a b o u t  s o m e t h i n g  t h a t  w a s  n o t

3



s a i d .  A t  t h e  b i ^ i n n i n g  o f  this S e s s i o n ,  A d m i n i s t r a t i o n ' s

p r i m a r y  a r g u m e n t  for a m e n d i n g  the E L F  w a s  t h a t  t h e  S t a t e  n e e d s  

t h e  m o n e y  to m e e t  i t s  b u d g e t  n e e d s .  S i n c e  then, t h e  c h a n g e  in 

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

S t a t e ' s  S p r i n g  F o r e c a s t  h a s  i n c r e a s e d  S t a t e  r e v e n u e s  b y  m o r e  t h a n  

f i v e  t i m e s  t h e  a m o u n t  t h a t  t h e  E L F  w a s  s u p p o s e d  to b r i n g  in.

T h i s  c o n c l u d e s  m y  p r e p a r e d  r e m a r k s .  A t  t h i s  t i m e ,  w i t h  y o u r  

p e r m i s s i o n ,  I w o u l d  l i k e  t o  d i s t r i b u t e  to t h e  C o m m i t t e e  a h a n d o u t  

r e g a r d i n g  t h e  o p e r a t i o n  o f  t h e  p r e s e n t  E L F  a n d  the p r o p o s e d  o n e  

u n d e r  H B  118.
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A l a s k a  S t a t e  S e n a t e  
P . O .  L o x  V  
J u n e a u ,  A K  9 9 8 1 1

D e a r  S e n a t o r :

O n  A p r i l  18, 1 9 8 9 ,  t h e  K e n a i  P e n i n s u l a  B o r o u g h  A s s e m b l y  u n a n i ­
m o u s l y  a d o p r e d  R e s .  8 9 - 3 3 ,  " I n  S u p p o r t  o f  M o d i f i c a t i o n  o f  t h e  
E c o n o m i c  L i m i t  F a c t o r  b y  t h e  S t a t e  of A l a s k a " .  T h e  a s s e m b l y  a n d  

m a y o r  r e q u e s t e d  t h e  r e s o l u t i o n  b e  f o r w a r d e d  t o  you.

Y o u r  r e v i e w  w o u l d  b e  g r e a t l y  a p p r e c i a t e d .

T h a n k  you.

E N C :  (1)
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IN S U P P O R T  O F  M O D I F I C A T I O N  O F  T H E  E C O N O M I C  L I M I T  F A C T O R  B Y  T H E  

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

W H E R E A S ,  t h e  A l a s k a  l e g i s l a t u r e  is c o n s i d e r i n g  m o d i f i c a t i o n s  
t o  t h e  E c o n o m i c  L i m i t  F a c t o r  (ELF), a n d

W H E R E A S ,  r e v e n u e s  a v a i l a b l e  t o  l o c a l  m u n i c i p a l i t i e s  
i n c l u d i n g  t h e  K e n a i  P e n i n s u l a  B o r o u g h  in t h e  f o r m  o f  f u n d i n g  f o r  
e d u c a t i o n  a n d  m u n i c i p a l  a s s i s t a n c e  a n d  r e v e n u e  s h a r i n g  w i l l  b e  
d i r e c t l y  i m p a c t e d  b y  a c t i o n  t h e  l e g i s l a t u r e  t a k e s  r e g a r d i n g  t h e  
ELF, a n d

W H E R E A S ,  if t h e  E L F  w e r e  m o d i f i e d  a s  p r o p o s e d  i n  H B  118, 
a d d i t i o n a l  r e v e n u e s  w o u l d  b e  a v a i l a b l e  t o  o f f s e t  t h e  b u d g e t  
d e f i c i t ,  t h e r e b y  d e c r e a s i n g  t h e  l i k e l i h o o d  o f  d r a m a t i c  c u t s  t o  
m u n c i p a l i t i e s ;

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

S e c t i o n  1. T h a t  t h e  K e n a i  P e n i n s u l a  B o r o u g h  A s s e m b l y  
s u p p o r t s  HB 118.

S e c t i o n  2. T h a t  t h e  K e n a i  P e n i n s u l a  B o r o u g h  A s s e m b l y  u r g e s  
a S e n a t e  f l o o r  v o c e  o n  t h e  E L F  p r i o r  t o  M a y  9, 1989.

S e c t i o n  3. T h a t  c o p i e s  o f  t h i s  r e s o l u t i o n  s h a l l  b e  s e n t  to 
a l l  m e m b e r s  o f  t h e  l e g i s l a t u r e .

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

T H I S  1 8 t h  D A Y  O F  A P ri1____________, 1989.

J o n a t h a n  W. S e w a l l , A s s e m b l y  P r e s i d e n t

A T T E S T :

SYs,'
B o r o u g h  Cljerk



A p r i l  11, 1 9 8 9

S e n a t o r  B e t t y e  F a h r e n k a m p  
P . O .  B o x  V  
J u n e a u ,  A K  9 9 8 1 1

D e a r  S e n a t o r  F a h r e n k a m p :

A t t a c h e d  is a r e s o l u t i o n  p a s s e d  b y  o u r  B o a r d  o f  D i r e c t o r ' s  u r g i n g  
t h e  p a s s a g e  o f  H B  118 (ELF) w i t h  t h e  a m e n d m e n t s  p r o p o s e d  b y  S e n a t o r  
D u n c a n .  T h e  r e s o l u t i o n  s p e a k s  f o r  i t s e l f .

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

V e r y  t r u l y  y o u r s ,

B r u c e  j . .  u u a w i g  
B u s i n e s s  M a n a g e r

E n c l o s u r e

B I L / k r

F a i r b a n k s  F i e l d  O f f i c e  
8 2 5  C o l l e g e  R o a d  
F a i r b a n k s ,  A K  9 9 7 0 1  

T e l e p h o n e :  ( 9 0 7 )  4 5 6 - 5 4 1 2

A n c h o r a g e  F i e l d  O H i c e  
8 3 3  G o i n b e l l  S t r e e t ,  S u i t e  A  

A n c h o r a g e ,  A K  9 9 5 0 1  
T e l e p h o n e :  ( 9 0 7 )  2 7 4 - 1 6 8 8

J u n e a u  F i e l d  O f f i c e  
2 2 7  4 t h  S t r e e t  

J u n e a u ,  A K  9 9 8 0 1  
T e l e p h o n e :  £ 3 7 )  5 8 6 - 6 3 0 5
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A L A S K A  P U B L I C  E M P L O Y E E S  A S S O C I A T I O N

R E S O L U T I O N

A  r e s o l u t i o n  s u p p o r t i n g  l e g i s l a t i o n  t h a t  r e m o v e s  a p p l y i n g  t h e  
E c o n o m i c  L i m i t  F a c t o r  ( E L F  T a x  B r e a k )  t o  P r u d h o e  B a y  a n d  K u p a r e k  
F i e l d s .

W K E R E A S , t h e  S t a t e  o f  A l a s k a  w i l l  l o s e  a p p r o x i m a t e l y  2 0 0  m i l l i o n
d o l l a r s  i n  F Y 9 0  a s  a r e s u l t  o f  t h e  E L F  t a x  l o o p h o l e ;  a n d

W H E R E A S ,  t h e  S t a t e  f a c e s  a p o t e n t i a l  F Y 9 0  s h o r t f a l l  o f  
a p p r o x i m a t e l y  2 5 0  m i l l i o n  d o l l a r s  a c c o r d i n g  t o  r e c e n t  p r o j e c t i o n s ;  
a n d

W H E R E A S ,  t h e  S t a t e  is c o n s i d e r i n g  d r a s t i c  c u t s  t o  b a l a n c e  t h e  
b u d g e t ; a n d

W H E R E A S ,  t h e s e  c u t s  w o u l d  d e c i m a t e  e m p l o y m e n t  a n d  u l t i m a t e l y  t h e  
w e l l  b e i n g  o f  f a m i l i e s  f r o m  t h r o u g h o u t  t h e  S t a t e ;  a n d

W H E R E A S ,  t h e  i n s t i t u t e  o f  S o c i a l  a n d  E c o n o m i c  R e s e a r c h  r e p o r t
r e c e n t l y  p r e d i c t e d  a  d r a m a t i c  i m p a c t  o n  t h e  e n t i r e  e c o n o m y  
r e s u l t i n g  f r o m  s u c h  b u d g e t  c u t s ;  a n d

W H E R E A S ,  c u t s  o f  s u c h  m a g n i t u d e  w o u l d  c a u s e  a n o t h e r  s e r i o u s
r e c e s s i o n  i n  l o c a l  c o m m u n i t i e s ;  a n d

W H E R E A S ,  t h e  e c o n o m y  is j u s t  n o w  b e g i n n i n g  t o  r e c o v e r ;  a n d

W H E R E A S ,  A P E A  h a s  r e c e n t l y  n e g o t i a t e d  a n o  i n c r e a s e ,  g o o d  f a i t h  
S t a t e  E m p l o y e e  c o n t r a c t  t o  d e m o n s t r a t e  i t s  w i l l i n g n e s s  t o  s h a r e  i n  
r e s p o n s i b i l i t y  f o r  a f a i r  b u d g e t ;  a n d

W H E R E A S ,  t h e  E L F  w a s  o r i g i n a l l y  i n t e n d e d  t o  a p p l y  t o  m a r g i n a l  
f i e l d s ,  n o t  p r o v i d e  t a x  b r e a k s  t o  t h e  l a r g e s t  p r o d u c i n g  f i e l d s  i n  
N o r t h  A m e r i c a ;  a n d

W H E R E A S ,  S e n a t o r  D u n c a n  h a s  d e v e l o p e d  a n  a m e n d m e n t  t h a t  w o u l d  
p r o v i d e  f a i r  a n d  r e a s o n a b l e  i n c e n t i v e s  t o  t h e  i n d u s t r y  f o r  s p i l l  
p r e v e n t i o n  a n d  c l e a n  up, n o w  a n d  i n  t h a  f u t u r e .

N O W  T H E R E F O R E  B E  I T  R E S O L V E D ;  f o r  t h e  s a k e  o f  A l a s k a n  f a m i l i e s ,  
A P E A  u r g e s  t h e  L e g i s l a t u r e  t o  e n a c t  H B  1 1 8  w i t h  S e n a t o r  D u n c a n ' s  
a m e n d m e n t s  i m m e d i a t e l y .

B e  i t  k n o w n  t h a t  I, H a r r y  A. S t u r r o c k ,  c e r t i f y  t h a t  t h e  a b o v e  is 
t r u e  o f  c o r r e c t  c o p y  o f  a r e s o l u t i o n  a p p r o v e d  b y  t h e  B o a r d  o f  
D i r e c t o r s  o f  t h e  A l a s k a  P u b l i c  E m p l o y e e s  A s s o c i a t i o n  o n  A p r i l  3,
1989

J D
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Testimony, ELF 

Juneau, AK

Good afternoon. My name is Ben Odom. I am Senior Vice President of 

Operations of ARCO Alaska, Inc. I appreciate the opportunity to offer testimony 

today concerning yet another proposed modification to the Economic Limit 

Factor of the Alaska Oil and Gas Properties Production Tax.

I feel certain that it will come as no surprise to you that ARCO Alaska opposes 

any changes to the Economic Limit Factor (ELF) which would have the effect of 

increasing the oil and gas industry's tax burden. We certainly identify with your 

problems concerning the potential budget deficit generated by the drop in crude 

oil prices. We have had to make a number of difficult decisions because of 

lower crude prices, including organizational restructuring and substantial 

reductions in costs, because our revenues, like yours, were and are, tied to the 

price of crude oil.

Our economics for making investment decisions contain two principal 

components. Estimated prices and estimated costs. We know we can't control 

prices, and we have learned we don't have the ability to predict them very well 

either. That leaves only cost. Other than the actual costs of transporting the 

crude oil, the largest single cost we have in Alaska is not the result of the 

remoteness of the fields or even the cold. The largest single item of cost we 

face in Alaska is taxes. Higher costs or lower prices result in exactly the same 

thing ~ more oil left in the ground -- more oil that could be recovered becomes
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uneconomic to recover. That oil which is left in the ground because it is 

uneconomic will not return any royalties to the State, and it's from these 

royalties that the contributions are made to the Permanent Fund. It will ^ot 

result in the payment of any production tax nor generate any income tax. Oil left 

in the ground will not create jobs. It will not utilize the facilities already available 

for its production, therefore, those facilities will generate less ad valorem tax 

revenues". The ELF helps to reduce the regressive effect of a gross production 

tax and prevent the premature cessation of oil production. Short-term fixes 

resulting in higher costs today have the result of removing jobs today and 

revenue from the future.

High crude prices have meant more tax and more royalty for the state. Those 

high prices have also equated to more crude oil reserves and more jobs to 

produce those reserves. However, reserves are not the equivalent of the total 

amount of crude oil in a reservoir. There is also an economic consideration. 

Reserves are instead only equal to the amount of crude oil that can be 

economically produced. Added crude reserves come when prices have been 

high enough to provide the economic incentive to pay for the technology 

specific to each reservoir and to pay for workers and equipment to implement 

that technology in each reservoir. Low prices mean reduced crude reserves; 

high costs likewise mean reduced crude reserves.

I want to show you this afternoon some information about the Kuparuk River 

Unit which should give you cause to move carefully in considering changes to 

the ELF. It is my understanding that the administration has prepared the 1990 

budget based on a $14 Gulf Coast North Slope crude price. I would like to call 

your attention to Exhibit I, which indicates the impact on the Kuparuk River Unit

2



9
of a $14.01 crude oil price. Kuparuk is the second largest oil field in North 

America with a current daily production rate of around 300,000 barrels. Our 

studies indicate nearly a billion barrels of oil can be produced with the existing 

wells and facilities. Half as much again is recoverable with additional capital 

spending. One might suppose that this fielc is an extremely profitable 

investment. But contrary to what you read in the papers or see on television, at 

$14 a barrel, Kuparuk is anything but profitable. As the exhibit so clearly shows, 

the State already, with the current ELF, receives more than 100% of the 

available net revenue on each incremental barrel of crude.

Even at its current peak production rate, only the State of Alaska, not the 

Kuparuk investors, receives a profit. These numbers paint a rather bleak picture 

at $14 a barrel. How can increasing the production tax burden by more than 

100% over the next ten years, as HB-118 would do, be justified when you look 

at the economics? The State would certainly appear to be receiving a great 

deal more than a fair share of the available revenue.

The producer's return on each incremental barrel of oil will determine whether 

additional investments are made to produce more oil. Kuparuk has no natural 

gas cap to force the oil from the ground. From the day the first barrel was lifted, 

pressure has been decreasing, and production on a per-well basis would 

decline without extensive additional investment in enhanced recovery projects. 

These new investments are very costly and can only provide for a slower 

decline in production than would otherwise occur. The loss per barrel that you 

see is the amount that must support the economic decision of whether we 

continue to create additional crude oil reserves in the Kuparuk River Unit. Do 

we operate a drilling rig to do well workovers to produce more barrels when we

3
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lose $.14 on each barrel? Does it look better to double the production tax and 

increase the loss to $.32? There is not a multiplier cr an exponent which will 

convert this loss to an economic incentive to spend more money, to generate 

more barrels at a loss. What is at issue is the one half billion barrels in the 

ground that require additional wells and investment to produce.

We are currently looking at a long-range plan for Kuparuk involving what we 

hope to be a continuing development package. As attached Exhibit II shows, 

there are many development projects left to be don9 at Kuparuk, and they 

would require additional capital of almost $1.6 billion and would ere «<e 

additional Alaskan jobs amounting to nearly 4000 man years of construction. 

Many of those projects will stay on the drawing board unless we have higher 

crude oil prices or lower costs -- or both. We can't do it without your help. The 

industry can't live with low prices and higher taxes. Among these projects, for 

example, is a drill site on the periphery of the Kuparuk field. Our plans call for a 

project consisting of 12 wells to be drilled on the site, providing an additional 12 

million barrels of new oil reserves. Under the State's price forecasts and the 

present tax laws, this project is only marginally economic. If HB-118 is enacted, 

this project won't happen. Twelve million barrels of oil and effectively $35 

million in State revenue will be left in the ground. Of the $35 million, $7 million 

would go into the Permanent Fund.

The importance of tax burden in a project evaluation cannot be overstated. The 

ELF plays a pivotal role in mitigating the regressive nature of the Alaska 

production tax by taking into account the economic realities of oil field 

operations. Those realities are that it doesn't matter how large or small the field 

is, what does matter is that each new project must stand on its own by showing
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a positive net present worth. Although prices are still very low, the current ELF 

provides a small but measurable incentive to help reduce some of the costs 

associated with producing more oil.

When I initially came to Alaska in 1968, the severance tax rate was 1%. A step 

production tax was introduced in 1974 to help mitigate the production tax 

burden on wells whose production was at certain low levels. This step 

methodology was modified in 1977 with the introduction of the ELF, and the 

maximum statutory rate was increased to 12.25%. Again in 1981 the statutory 

rate was increased to 15%, the highest pro^iJtion or severance tax rate in the 

nation. In addition, the application of the ELF was limited during the first ten 

years of production. As the curves in Exhibit III indicate for the Kuparuk Field, 

the burden on the production tax has not only changed by calculation method, 

but it has continually increased. Kuparuk would clearly be paying less 

production tax under prior laws than it would be paying under HB-118. As the 

top line of the graph plainly shows, HB-118 does not provide a slowly declining 

tas>: ra+e, or even a step decline, as production drops off. HB-118 is more on the 

nature of a cliff, where the production of the wells in the field must be so low 

before any reduction in tax is realized that under North Slope economic 

realities, the wells could not be operated at these production levels. This can 

be restated by saying that the Kuparuk Field will shut down before the ELF in 

HB-118 mitigates anything but an insignificant amount of the production tax.

An increase in taxes also has the direct effect of reducing the amount of capital 

available for exploration and production in the state. The modification of the 

ELF embodied in HB-118 is an increase in taxes. This bill provides only a short 

term revenue boost to cover excessive current government spending. It will not
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solve the fiscal difficulties the state now faces, and if it is enacted, it will be at the 

expense of long-term stability and growth. Too much of the oil industry's 

resources are being drained out of resource development and into government. 

It is time for the Legislature to set the pace for Alaska by putting into place 

policies that attract new investment and provide incentives to increase current 

investments. The current ELF formula does help to provide incentives to 

increase'production, while HB-118 severely limits those incentives and 

effectively reinstates the regressive inequities of the gross production tax.

In closing, I would like to state that ARCO Alaska believes that HB-118 will not 

be advantageous to the economy or the citizens of Alaska. Its enactment would 

place an onerous additional tax burden on the oil industry that would remove to 

other states or countries funds that could otherwise be spent on additional 

investment in Alaska. HB-118 would create a disincentive to future Alaska 

exploration arid development and will not maximize the recovery of Alaska’s oil 

resources. ARCO Alaska strongly opposes House Bill 118.
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A N S Net Revenue 
K uparuk  R iver Field

Cu rren t Law  H B - 1 1 8
$/bb l $ / b b I

A ssum ed  C rud e  Price 1 4 . 0 1  1 4 . 0 1
Tanker F»eight 2.70 2.70
Quality Differential 0.40 0.40
TAPS Tariff 3.11 3.11
Kuparuk Pipeline 0.70 0.70
Pipeline Loss-  0.10  0.10
Wellhead Price 7.00 7.00

Production Cost
and Capital Recovery  5.43  5.43
Total Net Revenue 1.58 1.58

State Royalty 0.82 0.82
Severance Tax 0.54 0.82
Property Tax 0.44 0.44
State Income Tax  -0.01  -0 .0 2
Total State 1.79 2.06

Federal Income Tax  -0 .07  -0 .1 7

Producer Profit -0 .14 -0 .32

Source:
Barclays de Zoete Wedd, September 1988 
Alaska Department of Revenue October 1988 
State of Alaska Royalty and Severance Methodology



PROJECT PORTFOLIO
KUPARUK

Prated
1

Description Timing
Drilling

• Periphera l Drllislte 2K S e le c t iv e  periphera l D S  d e v e lo p m e n t 1989 s u

• Peripheral Drllislte 3R on 160 a cre  sp a cin g . To ta l o f 68 1989 S U

• Periphera l Drllislte 2M additional w ells 1990 S U

• Periphera l Drllislte 2 L 1990 SU

• Peripheral Drllislte 3G 1990 S U

• Rom . Peripheral D ev. 14 drllislte ex p a n s ion s , 6 new  drlllsltes, 

180 additional w e lls  
1 rig 1989, 2 rigs thereafter

1990===

Waterflood/EQB
• LIP-3 Ex p a n sion Additional w ater handling  ca p a c ity  @ C P F -3 1990 S L

• Infill Drill <S> D S  1Y/2Z 22 new  wells. Im prove E O R  e ff ic ie n cy 1989===

• Infill Drill @ D S  1A 16 wells. S e e d  for Phase  I infill 1989 S U

• P hase  I Infill Drilling 160 + 80 a cre  a cce le ra te  re se rve s 1991 CMJ

• Fu llfie ld  E O R 19 drlllsltes s taged  over 4 years 1991 111



E f f e c t i v e  S e v e r a n c e  T a x  R a t e s
F o r  K u p a r u k

Barrels / Day / Well



Dod©
ARCO Alaska, Inc. 1 9 8 8 1 9 8 7 1 9 8 6 T o t a l

E a r n i n g s  - m i l l i o n s  o f  d o l l a r s $  3 8 2 $  4 8 7 $  1 2 4 $ 9 9 3

T o t a l  a s s e t s  - m i l l i o n s  of d o l l a r s $ 3 , 9 7 7 $ 4 , 2 2 1 $ 4 , 6 1 5

A d d i t i o n s  to f i x e d  a s s e t s  - m i l l i o n s  o f  d o llars $  2 1 4 $  1 3 6 $  5 0 6 $ 8 5 6

L i q u i d s  p r o d u c t i o n  - t h o u s a n d  b a r r e l s / d a y  - n e t 4 8 7 . 3 4 7 0 . 4 4 2 9 . 9

N a t u r a l  g a s  s a l e s  - million c u b i c  f e e t / d a y  - n e t 3 0 2 8 3 5

A v e r a g e  c r u d e  p r i c e  - dollars/barrel $  5.51 $ 1 0 . 9 5 $  6 . 4 3

A v e r a g e  n a t u r a l  g a s  p r i c e  - d o l l a r s / t h o u s a n d  c u b i c  feet $  1 . 3 6 $  1 . 1 4 $  1 . 1 6

S t a t e  t a x e s  - m i l l i o n s  o f  dollars* $  4 7 4 $  3 2 8 $  4 8 3 $ 1 , 2 8 5

E x p l o r a t i o n  e x p e n s e  - m i l l i o n s  o f  d o l l a r s $  5 6 $  4 5 $  4 4 $ 1 4 5

N e t  e x p l o r a t o r y  w e l l s  c o m p l e t e d 2 0 1 3

P r o v e d  liquids r e s e r v e s  - million b a r r e l s 2 , 0 6 4 2 , 1 3 6 2 , 0 4 6

P r o v e d  n a t u r a l  g a s  r e s e r v e s  - billion c u b i c  feet 2 , 4 8 4 2 , 2 0 7 1 , 9 8 5

* Includes production, property and Income taxes paid in the State of Alaska, as well as lump s u m  settlement payments m a d e  to the state In 
1988 and 1986 for Income and production taxes. Does not Include the state's approximately 12.5 percent share of production.

f

A R C O  A l a s k a  E a r n i n g s  - $ / B O E  $  2 . 1 2

( E x c l u d i n g  d e b t  s e r v i c e  a n d  o v e r h e a d )

i

S t a t e  E a r n i n g s  - $ / B O E  $  2 . 4 9

( E x c l u d i n g  L u m p  S u m  S e t t l e m e n t s )

A R C O  S h a r e  2 6 %

S t a t e  S h a r e  5 9 %

F e d e r a l  S h a r e  1 5 %

$ 2 . 8 1  $ 0 . 7 8  $ 1 . 9 4

$  3 . 2 5  $  2 . 2 6  $  2 . 6 8



To: Senato r Bettye F ah renkam p
From Craig B. Dotson

PUBLIC TESTIMONY GIVEN ON HB-118 FEBURUARY 13, 1989

My name is Craig Dotson I am an Engineer in the oil industry  and yes my 
livelyhood depends on a strong Alaskan oil industry just like every state 
employee. Let's not forget at last estimate 84 percent of the state revenue is 
provided by the oil industry not to mention the am ount of money generated 
in the private sector. I strongly oppose HB-118. I have listened to people 
across this State for the last 2 hours give their testimony on the ELF. Most 
elected officials say repeal the ELF because they need the money for their 
budgets. The people in business say leave it alone because of the impacts on 
the privite sector. I tend to believe also grow th in the private sector is more 
productive for this State then grow th in government. The repeal of ELF is an 
attem pt to cover up a much bigger problem  and that is the current level of 
Stale spending. The budget shortfall will only get worse as we move into the 
1990's and P rudhoe Bay oil production declines. Mr Cowper is not in the 
mainstream  of Alaska, his budget and proposed taxes are out of line. But back 
to the ELF as I mentioned before Prudhoe Bay is on decline the rate of decline 
will depend on the field development. More wells will need to be drilled 
between existing wells, as oil production decreases, gas and water production 
increases therefore more surface facilities and people are needed to produce 
less oil, it happens to every oilfield thats a fact. A laskans are the oil industry  I 
have worked at P rudhoe Bay for 4 1/2 years the people up there are Alaskans 
who live and spend their money in Alaska. I have also seen friends,
Alaskans in the oil industry  laid off, wages cut at the same time government 
spending and number of employees, who have some of the best benefits in 
the country, increase. We in the private sector have given enough its time to 
reduce state spending. The state should look at revenue enhancement 
outside of creating a larger State government, get Conoco’s Milne Point back 
on line help BP Expjbration bring N iakuk on line these create A laskan jobs 
and enhance state income. President Bush in his talk to the House and 
Senate recom mended sound environmental developm ent of ANWR. Let's 
send a delegation to W ashington to show strong A laskan support not like the 
last time we sent a delegation and when they left the people in DC had no 
idc-a if AlasKa was for or against the opening of ANWR. Leave our, as Mr 
Cowper called himself, Governor of the Caribou at home. Thank you for 
vour time.

Craig B. Dotson
P.O. Box 671571 
Chugiak, Alaska 99567 
(907) 688-4758


