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Alaska’s l o t t o  - Before Government Take

Capital Costs Operating Costs Total Costs
Alaska’s Ranking 45/58 56/58 52/58
Alaska’s Cost $3.75 $6.20 $9.94
Global Average Cost $2.55 $3.34 $5.89

Fuli C vcle Government Take

Full Cycle Gov’t Take (% Of Pre-Take Net Cash Flow, Undiscounted)

Low Price ($16) Base Price ($22) High Price ($35)
Alaska’s Ranking 33/54 24/54 .9/55
Take on AK Production 71.70% 63.63% 58.40%
Global Ave. Take 70.86% 70.26% 73.34%

Full Cycle Gov’t Take (% Of Pre-1 ake NPV @10%)

Low Price ($ 16) Base Price ($22) High Price ($35)
Alaska’s Ranking 22/47 16/49 17/53
Take on AK Production 82.17% 72.09% 64.56%
Global Ave. Take 81.05% 74.16% 71.91%

Wood Mackenzie has authorized the pub lic  disc losure 
o f the information contained on th is  page.
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Alaska’s Profitability -  FuU Cycle, Post GovtrBmgqt Take

Rate of Return (IRR -  Nominal)

Low Price ($16) Base Price ($22) High Price ($35)
Alaska's Ranking 15/49 14/52 14/53
Alaska’s IRR 18.09% 23.57% 29.11%
Global Average IRR 15.20% 18.94% 23.07%

Net Present Value (NPV @10% in S/Bbl of Oil Equivalent)

Low Price ($16) Base Price ($22) High Price ($35)
Alaska’s Ranking 17/58 11/58 8/58
Alaska’s NPV $0.90 $2.14 $4.43
Global Average NPV $0.65 $1.33 >2.35

Value Creation Ratio

Low Price ($16) Base Price ($22) High Price ($35)
Alaska’s Ranking 22/66 22166 19/66
Alaska’s VCR 1.98 3.33 5.82
Global Ave. VCR 1.90 2.84 4.26

Wood Mackenzie haa authorized the p u b lic  d isc losu re  
o f the in fo rm ation  contained on th ie  page.



Address by the H onorable W alter J. Hickel 

The W oodrow W ilson Center, W ashington. DC

Beyond U nbrid led  C ap ita lism  and  F ailed  C om m unism

It’s a real pleasure to be back at the W oodrow W ilson Center and at this podium 

Thank you D irector Hamilton and Secretary Babbitt.

I t 's  a special jo y  for me to have my long-tim e friend Senator Patrick M oynihan, a scholar in this 
Center, in attendance.

I respect the work that this C enter does, and look forward t„ working with you on A rctic issues ... 

.. especially in connection with your involvement in the new Russie 

W oodrow W ilson was one o f  our most progressive and visionary presiden ts....

..w hose passion to bring fairness and balance into our econom ic system ...

...w as second only to Teddy Roosevelt.

What prom pts me to be here today relates to that passion.

I have written a book that I consider to be a guidebook for leadership ...

...and  a roadm ap for those parts o f  the w orld ...

... that are struggling with how to m ove towards democracy.

M ostly, my concern is for A laska 's neighbors to the W est...the R ussians...and  the billion and a 
half Chinese.

Both o f  those great nations tried unbridled Capitalism. And it failed.

Neither had a Teddy Roosevelt or a W oodrow W ilson to balance the pow er o f  those who would 
monopolize the system .

Both had revolutions....R ussia in 1917...and China in 1949.

Both adopted Com m unism  A nd it failed, too.

Now they are looking for som ething new ...som ething that will not fail.

They are looking towards dem ocracy, but they w on’t return to unbridled Capitalism , any more 
than they will return to failed Com munism.

I believe there is as third way.
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I also wrote this book for those countries elsewhere in the world that have been unable to win the 
war against poverty, the breeding ground of tcnorism.

These are delicate and dangerous days in the world. And I hope this book can help.

Last i.»onth one of Alaska’s newspapers called this book "A textbook for every Alaskan, every 
American, every world citizen. It lifts the spirit and gives hope to all ages."

I began this project in September of 1990 when I had breakfast in Anchorage with the late 
Terrence Armstrong of the Scott Polar Research Institute of Cambridge University.

He invited me to deliver a scries of lectures at Cambridge that would be the core of a book.

Instead, I soon found myself re-elected governor of Alaska and back in Juneau, our state capital.

Then, in 1997, after leaving the governorship, I accepted that invitation to Cambridge University.

“We will help you.”

Those discussions ct vineed me that the world could use a book that was about Alaska. ...but was 
bigger than Alaska.

A book that explained...not just in theory, but in practice....how to manage commonly owned 
lands and resources....for the benefit of the people.

This is an everyday challenge in the Arctic....but somewhat foreign to those here in the South 49 
and Western Europe.

So we went to work.

I call it "Crisis in the Commons: die Alaska Solution" —so let me begin by defining "the 
commons."

We, the people of the w orld, own most of this planet in common.

The oceans are ALL commons. They arc not privately owned. No one will ever homestead in the 
ocean.

Alaska is 90 per cent commons.

It's commonly owned....one third by the people of Alaska and two thirds by all Americans.

Russia and China are nearly 100 per cent commons.

Canada is roughly 80 per cent. Australia is 85. And so on.

Including the oceans, nearly 90 percent of the earth’s surface is owned in common or not owned 
at all.

It fascinates me that the human race lives in a World Commons and is not aware of it



Few world leaders are thinking about how we should carc for and use the commons...

...for the benefit of the total.

Especially fcr the benefit of the l.cal population...rather than for a political leader, a ruling 
family, an orgarch, or a group of multi-national corporations.

And that’s what this book is about.

It is a' ou: a growing crisis...and a solution to that crisis.

It’s 1 1 isis because the commons is easily exploited.

Wc in Alaska know all about exploitation.

Alaska was terribly exploited in territorial days.

And Jiere are two kinds of exploiters.

Th sc who come, take and leave nothing.

And i^osc who lock up and do nothing.

The canned salmon interests and the Alaska Steamship Company, both based in Seattle, and the 
Alaska Mining Syndicate were examples of those who monopolized and exploited us.

They used their political influence to control key committees in Congress to pass laws to protect 
their i tie rests.

And for years they successfully opposed our efforts to become a state.

Finally, jr 1959, wc won statehood, winning control of nearly a third of our land and a third of 
our assets.

In our Statehood Compact with the federal government...which included an innovative State 
Constitution...

...we kept the csource wealth in public hands...

...but wc namessed the free enterprise system to develop our wealth...

..all in the framework of a cons‘;tutiona! democracy.

That's a unique combination...

...public ownership, private development, a democratic government.

We started as poor people on rich land...

.... and, using this formula, we've become a success...



But we had to face the so-called "Tragedy of the Commons."

Commercial fishing is a classic example.

The tragedy comes when each fisherman races all others to catch the Iasi fish.

The result of this Wild West approach...that we used to call "enlightened self interest"....is that 
our God-givc resources will eventually be c itcrmina

A 1| in the name of freedom!

Alaska saw this problem before the rest of the nation.

I helped fight for the 200-mile limit - the Magnuson-Stcvem Act of 1976 -  a great achievement 
of the late senator Wamen Magnuson and Alaska’s senior senator Ted Stevens.

This law helps protect the offshore commons.

And in the early 1990s, we established Community Development Quotas and Individual Fishing 
Quotas in the North Pacific.

Last September, national environmentalists and fisheries experts praised these programs as 
models for the nation...

...using the wealth of the commons....in ways that respect the environment...and protect the 
resource.

That is "the Alaska Solution."

Our generation didn’t invent these ideas.

They are much older than we are. (Even older .’’an I am!!)

It was Alaska’s Native peoples.

The philosophy for successful living in the North was bom when the first councils of elders sat 
down to solve problems of using and caring for the living resources upon which they depended,

They put the community first. They cared about the total.

When they caught a whale...it wasn’t MY whale." It was OUR whale.

That was ihe natural way to survive on this harsh land.

Teddy Roosevelt took the next step in governing the commons.

Not only did this man, a blue blood of conservative heritage, save the free enterprise system by 
confronting and busting the great monopolies of his time....

 while protecting the beauty and the glory or our lands and sea:.



He added enormously to the national forests, fostered great irrigation projects, and reserved lands 
for public use.

And he did something that would eventually affect Alaska more profoundly than any other state

He separated the federal lands of America from the energy resources beneath them

After his death and the Teapot Dome Scandal, his approach became law with the passage of the 
Mineral Leasing Act of 1920.

Signed by, who else but, President Wilson.

This law required that the revenues from energy resources on the federal commons shall forever 
remain with the government.

That’s why I made it my personal crusade -  as a 30-ycar old carpenter and builder -  to fight for 
Alaska to have a sufficient land entitlement.

When the Alaska Statehood Act was written, it included 103 million acres for Alaska, and the 
identical terms of the Mineral Leasing Act.

The revenues from Alaska’s subsurface energy resources were specifically designated to the new 
state.

Senator Taft and other leading senators understood that our population was too small. We 
couldn’t build a state on taxes alone.

These resources were to be the engine to build our roads and public buildings, our state university 
and school systems...to fund our judiciary, our law enforcement,

...and to establish an economy that would free us from dependence on Outside interests.

Wc became the first Owner State.

As I describe in some detail in this boo*, Jwner State is an unusual combination of public and 
private, and it requires true leadership.

Public lands are easily exploited if politicians are afraid to stand up to special interests.

And their resources are left untouched and untapped, if politicians are afraid of controversy 

Our Owner State has prospered because of the oil found at the North Slope.

Instead of running out, Alaska’s energy resources have only just begun to help our nation.

And energy is the key to our freedom as a nation.

....he also had a vision for the West.



I see Alaska today as a diamond, a brilliant star, a state with an outstanding quality of life, a 
glorious natural environment, and an economy with enormous potential.

What if the same could be said of Russia am ;ic other great commons areas of the world?

What if the same could be said of Africa?

I have visited Africa many times where my son, Jack, served as a doctor and medical missionary.

Wherever I ha.e visited on that continent. I have seen poor people living on rich land.

And I have come to believe that there is no legitimate reason for poverty.

The Alaskan solution could dramatically assist those parts of Africa that are ready to try a new 
approach...

...neither classical capitalism, nor socialism.

But something new coming out of the North.

A few days ago 1 received a letter from Maurice Strong, the Canadian who served as the
Secretary General of the Earth Summit in 1992 the largest gathering of Heads of State in the
history of the world.

I hat' uie honor of speaking at that event at Strong’s invitation.

In his letter, he wrote that the world commons "is shaping up to be one of the world's major 
challenges in this new century...

... one which is fraught with a great potential for conflict as well as an imperative for 
cooperation..."

So, the message of this book...and the challenge I want to urge you to think about ...is the great 
opportunity before us.

In the Arctic, wc have vast untapped resources.

ANWR is a perfect example.

■Vhen I look at America today, I ask myself where are today's pioneers? Where are the 
Roosevelts and the Wilsons?

Where is the courage and the guts and the vision?

I dream of a tunnel under the Bering Sea connecting Alasxa to Russia.

I’ve talked for years about a railroad around the world, and this is the missing link.

We have vast supplies of fresh water in the North. It’s time to build a transportation system to 
move that commodity...soon to be more valuable than oil...to help the parched and thirsty parts 
of the world.



To mpke such projects happen in the commons, government must take the lead.

Let’s junk the idea that all government is the enemy.

Government in the commons has got to spend money to build a culture!

Our approach can be a model for the nations of the commons where poverty has become un 
endless cycle.

And make no mistake, "The War on Terrorism'' will be a nevcr-cn '̂ng conflict unless we strike at 
its roots.

Those roots are complex, but they arc fundamentally economic.

Learning to care for and use the commons responsibly for the benefit of the total -  people, 
people’s needs, and nature...that is "The Alaska Solution."

In a time of darkness worldwide, there is a light in the North.

And, in case you arc wondering, I plan to be around for another 30 years to help make it happen! 

Let’s do it together.

Thank you.



Alaska’s 
Constitution
A C I T I Z E N ' S C, H I D E  

Fourth Edition

A la s k a  L e g is la t iv e  A f fa i r s  A g e n c y  • C o r d o n  H a r r is o n



Article IX

Another important but familiar constitutional provision o f Article IX is Section 12, which directs the 
governor to prepare an executive budget This is a major executive responsibility that is not contained 
in Article HI

Two amendments to Article IX seek to curtail annual spending In the summer o f 1981, Governor 
Hammond called a special session o f the legislature to consider a constitutional amendment to limit 
annual appropriations. A proposal was adopted, and it was ratified by the voters at the general 
election in the tall o f 1982 as Section 16 o f this article The measure called for the voters to 
reconsider the section four years later, and it was upheld by a large margin at the general election o f 
1986. Section 16 has never effectively limited appropriations b cause the fiscal base was set 
comparatively high, there arc numerous exceptions to the limit, and revenues available for 
appropriation have fallen short o f what was forecast at the time the amendment was adopted

Despite the failure o f the appropriation limit, or perhaps because o f it, interest continued in a 
mandatory device to curtail spending in the short term m order to set aside money to mitigate future 
fiscal crises foreseen from erratic oil prices and from declining production on the North Slope. In 
1986, the legislature created in stature a budget reserve fund (AS 37 05.540) In 1990, the legislature 
adopted a constitutional budget reserve fund that was ratified by the voters at the general election the 
same year. The measure, Section 17 o f this article, requires all income denved from the termination 
(by settlement or litigation) o f disputes with oil companies over back taxes and royalties to be 
deposited to the fund

Conv ention delegates surely gave little thought to the notion o f a spending limit in the winter o f 1956, 
in view o f the lugubnous fiscal prospects .'or the new state, the delegates' determination to draft a 
concise constitution, and their confidence that a citizen legislature would act responsibly.

Section 1. Taxing Power

The power of taxation shall never be surrendered. This power shall not be 
suspended or contracted away, except as provided in this article.

Legislatures frequently grant tax exemptions and other tax-related inducements to corporations to 
locate within the state. Courts have found that in some circumstances this special tax treatment 
amounts to a contractual relationship with the corporation that future legislatures may not abrogate. 
Consequently, the constitutions o f many states provide that “ the power to tax shall not be surrendered, 
suspended, or contracted away,”  to clarify that tax exemptions granted by the general laws o f the 
legislature do not create contractual obligations. The Model State Constitution recommended such a 
provision (it was dropped in later editions) Presumably, the delegates adopted this version o f the 
prohibition to emphasize that the state could legally grant tax exemptions under general law for public 
purposes, such as inducement for industrial development (see Section 4). The committee commentary



Finance and Taxation

that accompanied the draft o f this section said the following: "The power to tax is never to be 
surrendered, but under terms that may be established by the legislature, it may be suspended or 
temporarily contracted away. This could include industnal incentives, for example ”

According to Article X, Section 2, the state can delegate its power to tax only to local government

Section 2. Nondiscrimination

The lands and other property belonging to citizens of the United States residing 
without the State shall never be taxed at a higher rate than the lands and other 
property belonging to the residents of the State.

The "equal protection" clauses o f the Alaska Constitution (Article I, Section 1) and the U.S 
Constitution (Fourteentn Amendment) both stand in the way o f the state or a local government taxing 
property at different rates strictly on the basis o f where the owner lives Technically, therefore, this 
section is unnecessary. Symbolically, however, its inclusion was important to reassure nonresident 
commercial interests (who tended to oppose statehood) that their property would not be singled out 
for tax purposes A similar provision was included for the same reason in the Territorial Organic Act 
o f 1912: . .  nor shall the lands or other property of nonresidents be taxed higher than the lands or
other property o f residents." Provisions o f this kind are found in other constitutions o f western states 
(see, for example, Article XXII o f the South Dakota Constitution, a similar provision was deleted 
from the Hawaii Constitution by the convention in 1968).

Section 3. Assessment Standards

Standards for appraisal of all property assessed by the State or its political 
suodivisions shall be prescribed by law.

Many state constitutions require taxes to be “ur ftjrm and equal.”  Section 9 o f the Territorial Organic 
Act o f 1912 contained a uniformity clause “ . . all taxes shall be uniform upon the same class o f 
subjects and shall be levied and collected under general laws, and the assessments shall be according 
to the actual value thereof" However, these provisions at times complicated the fiscal life o f states 
when courts interpreted them h prohibit graduated income taxes, tax exemptions and other 
reasonable differences in the treatment o f various tax resources. Because o f the potential for these 
problems, Alaska's constitutional convention delegates decided against a uniform and equal clause. 
However, they included this language to accomplish a measure o f statewide uniformity in local 
property’ taxation by requiring the legislature to establish a common set o f standards for appraising 
property’.
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S e n a t o r  H o l l i s  F r e n  h

Capitol Room 504 
465-3892 
465-6595 fax

M E M O R A N D U M

Date: February 16, 2005

To : Senator Tom Wagoner, Chair
Senate Resources Cor

F rom : Senator Hollis French

RE: Request for Hearing on SB 50 -  “ Alaska Fair Share B ill"

Per our discussion earlier today, this is an official request that you schedule a Resources 
Committee hearing on SB 50 -  “ Alaska Fair Share B ill"  at the earliest possible time.

I have attached a copy o f the bill, a sponsor statement, and a sectional analysis for your 
information. Additional materials will be made available to the committee aide prior to the 
hearing.

A ttach m en ts



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

S e n a t o r  H o l l i s  F r e n c h

Spon so r S ta tem kn t 

SB 50- Alaska Fair Share I II

U nde r the A la sk a  C on s titu tion , the State is cha rged  w ith  en su ring  that o u r natura l 
resou rces are used “ f o r  the m ax im um  bene fit o f  the peop le .* ’ In te rm s o f  d o lla r  
v a lu e , o i l is ind ispu tab ly  o u r m ost va lu ab le  natu ra l re sou rce . It is im pe ra tive , 
th e re fo re , that state g ove rnm en t ensure that A la sk an s  rece ive  a fa ir  share o f  the 
revenue fro m  th is p ub lic  resou rce . It is a lso  im po rtan t that a fa ir  share o f  the 
resou rce  be p ro ' tied to  the com pan ie s that have con trac ted  w ith  the State to 
p roduce and se ll A la s k a 's  o i l.

T he  p roduction  tax, som etim es c a lle d  a severance tax . is a m a jo r  part o f  the S ta te ’ s 
o i l and gas tax structu re . T he  p roduc tion  tax. lik e  m ost taxes , is ca lcu la ted  by 
using a com p lica ted  fo rm u la . In  g ene ra l, the tax rate is set at 15 percent o f  the net 
p roduction  va lu e . U n fo rtu n a te ly , h ow eve r, few  p rodu ce rs  a re requ ired  to pay the 
fu ll 15 percent, and revenue from  the p roduction  tax  is dec reasing  eve ry  year.

P roduce rs  a re requ ired  to o n ly  pay a po rtion  o f  the p rodu c tion  tax because o f  the 
E L F  (E c o n om ic  L im it F a c to r). U n d e r the E L F  fo rm u la , sm a lle r  fie ld s  are p a rtia lly  
o r  w h o lly  exem pt from  the p roduction  tax, and la rg e r  fie ld s  see th e ir p roduction  
tax rate d rop  ev e ry  yea r. O f  the tw enty p roduc ing  fie ld s  on the N orth  S lo p e , 
tw e lv e  pay no p roduc tion  tax at a ll. S eve ra l o f  the la rg e r fie ld s  -  inc lud ing  
K u pa ru k , w h ich  is p roduc in g  o v e r  I ()(),()()() b a rre ls  o f  o i l p e r d ay  — pay less than 3 
percent in p roduc tion  tax. E leven  o f  the last fou rte en  N orth  S lo p e  o i lf ie ld s  that 
have com e in to p roduction  since 1989 pay no p rodu c tion  tax. o r  a lm ost none (le ss 
than 1 r/c ).

T ha t exem p tion  app lie s  w hether o i l is at $ 10 /b a rre l, and p ro fit  m arg in s are low , o r  
at $ 3 0 , $ 4 0 , o r  $ 5 0 /b a r re l, when co rp o ra te  p ro fit  m a rg in s  b a llo o n . At $ 2 0 /b a rre l, 
p ro fit  m arg in s are high enough  that B P  announced  la st y e a r it w ou ld  use excess

.Itnniiin \hi\ S l . i l f  C .ip ito l • Jm ii'.u i \ l . l» k i l ' M i l l  • I 'H m  4<>S. VS'LZ • I I.KMti 1 (0  W C  •  I , i \  1 6 5 ( 0 0 5
hinr lhirmliiT 7lf> W V \i 4 th  A u 'w iir • X iii'houip i'. A L n L i  W 5 0 I  • 2 ( i 'M l2 .U  • h i \  i ' ) 0 7 i  J f i ' IO IL S
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Sponsor Statem ent page 2
SS SB 321 - Alaska Fair Share Bill

p ro fits  at that p rice , and ab ove , to send increased  d iv id end s  to  sh a reh o ld e rs  and to  
engage in a  c o rp o ra te  s tock buy -b ack  p rog ram .

T he  A la sk a  F a ir  S ha re  b i l l w ill m ake tw o  ad ju stm en ts  to the state 's p roduc tion  tax 
on  o i l.  I he firs t ad ju stm en t is s im p le : it w ou ld  req u ire  a ll p roduc ing  fie ld s  it) pay 
a m in im um  5 percen t p roduc tion  tax. T h is  p ro v is io n  a lo n e  w ou ld  ra ise $ 7 5  m illio n  
in state revenue at an o i l p rice  o f  $ 2 2  per b a rre l.

T h e  second ad ju stm en t is m ore  substan tive . It w ou ld  tie the p roduc tion  tax rate to 
the p rice o f  o i l .  T h e  b ill sets a n o rm a l’ p rice range o f  $ 1 6  to $ 2 0  pe r b a rre l.
W ith in  that range , n o  ad justm en t w ou ld  be m ade to  the p roduc tion  tax rate. 
H ow eve r, o u ts id e  that range , the b ill w ou ld  a l lo w  the p rodu c tion  tax rate to go up 
as p rices g o  up and , to be fa ir , to g o  dow n as o i l p ric e s  g o  d ow n .

I f  n o  ad ju stm en ts to the p roduction  tax structu re a re  m ade, the S ta te ’ s return from  
this tax w ill d im in ish  rap id ly  o v e r  tim e. F o r  e x am p le , in 2 0 0 3 ,  the S ta te earned 
$ 5 9 9  m illio n  in p roduc tion  taxes. L o o k in g  ahead , the D epartm en t o f  R evenue  
estim ates that the S ta te ’ s p roduc tion  tax rece ip ts w i l l d ro p  to $ 1 8 0  m illio n  in 2 0 1 3 .

The cu rren t severance tax law  a lso  g ives the p rodu ce rs  an u n fa ir  share o f  the 
sta te ’ s o i l w ea lth  at average and h igh o i l p rices . A s  p rices inc rease , the state's 
re la tiv e  p ro fit share fa lls . C on v e rs e ly , state taxes a re  a rg u ab ly  too  high ai very 
low  p rices. I he im ba lan ce  in fa v o r  o f  industry  at h igh p rices  is much g rea te r than 
the im ba lan ce  in fa v o r  o f  the state at low  p rices.

T he  F a ir  Sha re  B i l l is not a s o -c a lle d  “ S h e lf  the E L F ”  p ro p o sa l, w hich  seeks to 
im pose a Hat 15 percent tax on a ll fie ld s , at a ll p rices . T h is  b i l l recogn ize s  that 
sm a lle r  and o ld e r  f ie ld s  shou ld  rece ive  som e tax r e lie f  under the E L F  . H ow eve r, it 
p ro v id e s  fo r  a m od e s tly  h ighe r p roduction  tax at h ig h e r o i l p rices , and a low e r 
p roduction  tax at low e r p rices.

P lease  jo in  me in m ak ing  a rev is ion  to o u r  p ro du c tio n  tax struc tu re . L e t ’ s be sure 
that A la s k a  gets its fa ir  share o f  o u r  m ost va lu ab le  n a tu ra l resou rce .



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

Section I

Sections 2-4

Section 5

S e n a t o r  H o l l i s  F r e n c h

S e c t io n a l A n a ly s is  

SB 50 -  Alaska Fair Share Bill

A m ends d e fin it ion  sections reg a rd ing  tax r e lie f  appea ls  fi le d  
w ith the D epartm en t o f  R evenue .

5 %  m in im um  p roduction  tax in m ost cases. T h is  p ro v is io n  
seeks to  rem ove  a cu rren t e xem p tion  that lets m ost new  o il fie ld s  
pay less than 1 r/( in p roduction  taxes. W h ile  not a ll fie ld s  can 
pay A la s k a ’ s fu ll 15%  p roduc tion  tax . the state sh ou ld  at least 
set the m in im um  tax at 5%  (to  be reduced at low  p rices , see 
b e low ). U n d e r p ro v is io n s  o f  S ec tion  5 , com pan ie s can app ly  fo r  
an exem ption  from  this m in im um  tax if they can show  it is 
necessary .

T aken  together, these sections es tab lish  a m in im um  p roduc tion  
tax rate. C u rre n tly  the p roduc tion  tax is 15% . reduced by the 
E L F . In most recent cases, the E L F  has reduced  the p roduction  
tax rate to 1%  o r  less. S ec tion s 2 - 4  set a f ie ld 's  p roduction  tax 
rate at the cu rren t rate , as de te rm ined  by the E L F , but p reven t 
the E L F -ad ju s ted  p roduction  tax fro m  fa llin g  b e low  5 % , except 
in certa in c ircum stances when p rice s  fa ll b e low  $  16 /b a rre l.

Increases to p roduction  tax when o i l is above  $ 2 ()/b a rre l. 
D ecreases to p roduction  tax when o i l is between S I 6  and 
$ 10 /barre l. D e fe rra l and w a ive r o f  taxes when o i l is b e low  
S 10/ba rre l. T h is  p ro v is io n  aim s to  m ake the cu rren t tax code 
m o re  p rog re ss iv e , so  that at low  p rice s  o i l com pan ie s  are 
p ro tec ted  from  high taxes and at h igh p rices the S ta te o f  A la ska  
m ay share fa ir ly  in h igh o i l com pan y  p ro fits .
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S e c t i o n  6 :

Enhanced  tax fac to r above $ 2 0 /h a r re l. A b o v e  $ 2 ()/b a rre l, the 
severance lax rate is m u lt ip lie d  by the ave rage m on th ly  p rice o f  
o i l (W e s t C oast p ric e ) d iv id ed  by 2 0 . T hu s , at $ 2 0 /b a r re l. the 
seve rance tax is m u ltip lied  by 2 0 /2 0  -- “ I ”  — and is le ft 
unchanged . A t $ 3 0 /b a rre l, the seve rance tax is m u ltip lie d  by 
3 0 /2 0  -- “ 1 .5 ."  In that case , a fie ld  w ith  a 5 %  base p roduction  
tax  w ill pay 5% tim es 1 .5 . o r  7 .5%  . T h e  p rodu c tion  tax w ill 
n eve r exceed 2 5 % .

Reduced  tax fac to r b e low  $ 1 6 /b a rre l. B e lo w  $ 16 /b a rre l, the 
p roduc tion  tax rate is reduced  by the p rice d iv id ed  by 16. T hus , 
at $  12/barre l, the rate on a fie ld  w ith a 5%  base p roduction  tax 
w ou ld  be 12 /16  -- “ .7 5 "  -- tim es 5%  , o r  3 .7 5  % .

Reduced  taxes b e low  $1 P /b a rre l. B e low  $  10 /b a rre l, one  h a lf  o f  
a f ie ld ’ s p roduction  tax w ill be w a ived , and on e  h a lf  w ill be 
d e fe rred  until a m onth when p rices average ab ove  $  16 /barre l.

H eavy  o i l exem pted . “ H eavy  o i l " is m ore exp en s ive  to p roduce 
than n o rm a l c rude o i l. M any b e lie ve  the fu tu re  o f  o i l p roduction  
w ill re ly  la rg e ly  upon the p roduc tion  o f  h eavy  o i l.  The b ill 
exem pts heavy o i l f rom  the new enhanced tax p ro v is io n s . It 
m ay be dete rm ined  during  hearings that a m in im um  tax shou ld  
a lso  be set fo r  heavy  o i l. but that w ou ld  have to be show n by 
testim ony .

R educ tion  in ta x . P ro v id es  a p rocess fo r  com pan ie s to seek a 
reduction  in the p roduction  tax th rough  an app lic a tion  to the 
D epartm en t o f  R evenue . T h e  A la sk a  F a ir  S ha re  B i l l p rov ides 
that any enhanced taxes under the b ill m ay be w aived  i f  a 
com pany  show s that tax r e l ie f  is needed to m ake  new  o r  
con tinued  p roduction  at a fie ld  “ e c o n om ic a lly  fe a s ib le .”  T h is is 
m ode led  on  A la s k a ’ s ex isting  “ ro y a lty  r e l ie f "  law , and uses the 
same standards and p rocess.

T h is  section  p rov id es a c o n fo rm in g  am endm en t to ex is ting  law  
to inc lude new p ro v is io n s  in this b i l l.

February l(>. 2005
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Oil producers pro fit m ore  in A laska
CONFIDENTIAL STUDY: Operating costs are high, but small tax bite makes up for It.
By LARRY PERSILY 
Anchorage Daily News

(Published: February 2, 2005)

JUNEAU —  An international consulting firm says Alaska Is a more profitable place to do business than the average 
of almost 60 oil and gas producing regions it surveyed worldwide.

The analysis, however, looks only at oil and gas fields where development started between 1994 and 2003, 
producing a lim ited view of overall North Slope costs and government tax bites compared w ith other proiects 
started during tha t same period.

Legislators on Tuesday released two pages of data excerpted from the competitiveness study by Wood Mackenzie 
Ltd. The firm , based in Edinburgh, Scotland, late last year completed Its report, "Global Oil and Gas: Risks and 
Rewards 2004."

The state paid $50,000 to subscribe to the report, but Wood Mackenzie's confidentiality requirements prevent the 
Legislature from releasing the entire 2-inch-th ick document.

numbers show Alaska oil and gas projects started dun. j the 10-year period were among the costliest 
worldwide for development capital and operating expenses.

The oil and gas industry often makes the case that Alaska is an expensive place to do business because o f its 
remoteness and Arctic conditions, and the Wood Mackenzie report appears to verify that claim. I t shows Alaska 
ranked as the 52nd most expensive region out of 58 in the survey for development and operating costs.

Alaska averaged almost "(10 per barrel in those costs, compared to the worldwide average of close to $6.

But Alaska producers fare much better when it comes to paying taxes and royalties, the report said. The tota l 
government tax bite In Alaska -- federal, state and municipal taxes and royalties —  is lower than two-th irds of the 
comparison regions.

Wood Mackenzie's analysis also shows the tax and royalty take in Alaska falls as a percentage of total ntc 
revenue when oil prices rise, verifying what proponents of higher oil taxes have long argued -- that the state is 
taking a smaller share of oil revenue at high prices.

The total government take after oil company expenses over the life of the field is about 71 percent on a 
worldwide average, the report said, regardless whether the price of a barrel of oil is $16, $22 or $35. In Alaska, 
however, the government share of the net Is about 71 percent at $16 oil, 64 percent at $22 and 58 percent at 
$35, according to the survey.

3roducer return on their investment In projects between 1994 and 2003 were three percentage points higher in 
M*ska than worldwide at $16 oil and six percentage points higher at $35 oil, Wood Mackenzie reported.

'This does not surprise me," said Dan Dickinson, director of the state Tax Division. "By definition, we are a 
egressive system ," taking a smaller percentage of total revenue when prices are high.

ttp://w w w .adn.com /m oney/v-pnnter/story/6111782p-5995045c.htm l 2/ 2 /2 0 0 S
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Gov^?%nk Murkows'd has asked lawmakers to review the state's oil tax structure, particularly to look at the 
s‘ ite 's share wher. prices are high, but he has not comm itted himself to backing any specific change in tax law. 
The state did, however, raise the tax rate adm inistrative ly on almost half of North Slope production as of 

iday.

The information released Tuesday Is lim ited and does not include all of the date- that went into ranking the 
regions. Alaska is the only state surveyed for the report, which included federal leases in the 6 If of Mexico, two 
areas of Canada, and more than 50 foreign nations.

Although the company bars subscribers from publicly releasing the full report, the Legislative Budget and Audit 
Committee negotiated for release of some of the Alaska-specific numbers, said Committee Chairman Sen. Gene 
Therriault, R-North Pole.

Legislators are required to sign confidentiality agreements to read the entire report. As of Tuesday, six had 
signed agreements.

The committee, meanwhile, has contracted with Chuck Logsdon, who retired last fall a fte r more than two decades 
as the state's chief petroleum economist, to review and verify the report and summarize its relevance for Alaska.

Logsdon's work likely will not be released to the public, Therriault said, under the same rules that govern the 
report itself.

"This could be the one glimpse under the covers the public gets," Therriau lt said o f the two pages released 
Tuesday.

“ I t 's tough to start changing policies based on these six graphs," Rep. Ralph Samuels, R-Anchorage, said o f the 
s'L •'rt summary. Samuels, vice chairman of the Legislative Budget and Audit Committee, said he wants to wait for 
i sdon's analysis before judging the state's oil and gas tax structure.

"Your best test for competitiveness Is looking out the window," said Judy Brady, executive director o f the Alaska 
Oil and Gas Association. The list o f companies willing to invest big money In North Slope projects or the 
[companies that have left the state Is . good indication of Alaska's competitive position, she said.

The association, which also subscribed to the Wood Mackenzie report, will undertake its own analysis of the 
study, Brady said.

Reporter Larry Persily can be contacted at lpersilv@adn.com or at 1-907-523-9306.
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Sent: MonC y, March 07,2005 3:26 PM
To: Sen Hollis French
Subject: FW: "•‘SPAM......

The article I referenced today.

O il's  R u n  Is L ik e ly  to  K e e p  F a s t  C lip
Price M ay Top $60 o r M ore 
If Supplies A rc D isrupted 
A nd Dcnnind Fails to Cool

ll> BHUSHAK BAHKKE
Sun R»i>.rttr • '  n iE  WALL StREtT JOURNAL
March 4, 20(15, Pap A3

The big oil-price spike of 2004 looks increasingly likely to get a sequel.

As oil prices approached a new high yesterday, industry analysts said they are anticipating price increases to 
more than $60 a barrel this year. Some analysts are even beginning to talk of the possibility of greater 
increases -- to $75 or $80 a barrel -- in the event of a major supply disruption, unless red-hot demand fc. 
crude cools in Asia and the U.S.

Unlike last year, when rising prices sparked protests in the U.S. and elsewhere, opposition to the increase has 
become quieter as businesses and consumers have become accustomed to more expensive oil.

Yesterday, the acting secretary general of the Organization of Petroleum Exporting Countries, Adnan Shihab- 
Eldin, acknowledged in remarks to journalists ♦‘.e possibility of prices rising to greater levels if supplies are 
disrupted, suggesting the cartel believes it has a limited ability to curb world oil prices. Talk of a renewal of last 
year's run-up in prices comes as OPEC's energy ministers prepare to meet in Iran on March 16. While they 
could raise production quotas, OPEC already is pumping close to capacity.

U.S. benchmark oil shot above the previous settlement high of $55.17 
a barrel in intraday trading on the New York Mercantile Exchange 
yesterday before retreating. Futures for April delivery settled at $53.57 
a barrel, up 52 cents, after hitting as high as $55.20. On an inflation- 
adjusted basis, oil is still well below highs of about $90 reached in the 
eady 1980s.

Like last year, growing world demand -- particularly from the U.S. and 
China - underlies much of the price increase. The continued weakness 
of the dollar also has set the stage for increases, because oil is priced 
in dollars around the globe, and a weaker dollar means less revenue 
per barrel for oil producers.

The current surge in prices also comes amid realizations by OPEC 
nations and oil traders that higher prices have had a limited impact on 
world economic growth. While costlier energy has been a significant 
drag on relatively weak economies such as Japan and Germany, 
higher prices haven't been enough to derail recoveries in the U.S.,

H ead ing  Up Aga in
Crude oil's settlement price on the continuous 
front month contract

Vll.'I A nmii.lnOAWll't.lR

’7/2005



China and other more-vigorous areas. With the world showing signs that it can withstand higher energy 
prices, there has been little evidence lately to suggest that either oil producers or big consumers are trying to 
cap the latest run-up.

"There is no fear of high oil prices," said Phil Flynn, an analyst at Alaron Trading Corp. in Chicago. "That’s 
what scares me the most." He noted that Federal Reserve Chairman Alan Greenspan hadn't even brought up 
the issue of oil prices in Senate Budget Committee testimony on Wednesday.

Energy Secretary Samuel Bodman told a Senate panel yesterday that "the capability of any member of this 
government to influence the members of OPEC is limited." Mr. Bodman also suggested he had other 
priorities. "I have a lot on my plate," he told the Senate panel.

The current run-up still could further hurt those economically weak nations, as well as energy-sensitive 
industries such as airlines and auto makers. European Central Bank President Jean-Claude Trichet yesterday 
cited oil prices as one threat to economic growth.

The latest surge in prices was triggered by refinery shutdowns in the U.S. on Wednesday and a growing belie 
among many investors that OPEC isn’t about to increase its produciion. Stockpiles of crude oil in the U.S. 
posted another increase this week, suggesting that OPEC wouldn't see a need to boost supplies when it 
meets this month. OPEC, led by Saudi Arabia, has made clear that its supply decisions are based in large 
part on making sure that inventories levels in major consuming countries don't rise.

As industry analysts pore over demand and supply numbers, they also realize that OPEC has very limited 
ability to intervene. This vulnerability in the global supply chain became evident last year, when OPEC was 
producing at nearly maximum capacity to meet demand. With demand continuing to rise this year, analysts 
reckon OPEC once again will be tested in the spring, as the U.S. driving season begins to use up large 
volumes of gasoline and as refiners struggle to keep up with demand for gasoline, diesel, jet fuel and other 
products elsewhere.

''I would not be surprised at all if prices sp'ke past $60 [a barrel] in the third quarter, or in the next few weeks 
before the OPEC meeting," said Deborah White, an oil analyst at Societd Generate in Paris.

Ms. White said the blow to consumers could be much heavier if there is a major crude-supply outage -- which 
she defined as two million barrels a day, about what Iraq produces on a good day -- or if 500,000 barrels a 
day of refinery capacity is lost. In such scenarios, "the sky is the limit," Ms. White said. "That means spikes to 
$75, $80 a barrel."

The world currently consumes more than 84 million barrels a day of oil. Rising overall demand and seasonal 
surges are expected to lead to global consumption of nearly 88 million barrels a day in the fourth quarter this 
year, a level of demand that refineries, making a whole slate of oil products, may be hard-pressed to meet. 
OPEC currently is producing 29 million barrels of oil every day, roughly a third of world supply.

Ms. White and other analysts figure OPEC has extra pumping capacity to replace only as much as one million 
o 1.5 million barrels a day of crude supply lost elsewhere because of accidents, strikes, wars or other 
easons.

-M*y» Jackson Randall and Ana Campo) of Dow Jones Newiwires contributed to this article
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R e c o r d  O i l  P r ic e s  S p u r  E x x o n  M o b i l P r o f i t

By R E U T E R S  

Filed ut 2:11 p.m. ET

NEW YORK (Reuters) - Exxon Mobil Corp. (XOM.N), the world’s largest publicly traded oil company, on Monday 
posted the biggest quarterly profit ever for a U.S. company -- $8 42 billion -  driven by high crude oil and natural gas 
prices.

The blockbuster results easily topped Wall Street forecasts, capping an exceptional year for the Irving, Texas, behemoth. 
Exxon's revenue in 2004 was more than $298 billion, surpassing the gross domestic product o f countries such as Austria 
and Indonesia.

Surging demand from fast-growing Asian giants India and China, coupled with fears o f a disruption in supplies from 
countries such as Russia, Iraq and Nigeria, kept oil prices surging for much o f last year. Crude prices topped $55 a barrel 
in late October.

Exxon's fourth-quarter profit was equal to $1.30 a share, up from $1.01 a share, or 56.65 billion, a year earlier. Analysts' 
average forecast was $1.05, according to Reuters Estimates.

"They’re managing their business like a Swiss watch." said Oppenhcimer & Co. analyst Fadel Gheil 

Revenue jumped to $83.36 billion from $65.95 billion a year earlier.

The results did not produce a surge in Exxon shares. One analyst said Wall Street has come to expect extraordinary 
results from the oil giant. Also, the shares have been climbing for much o f the past year and were already near a 52-week 
high.

STRENGTH ACROSS THE BOARD

All three m ajor' usiness lines at Exxon posted a sharp rise in eamings.

The rise in prices drove eamings at its exploration and production unit to $4.89 billion, up from $3.27 billion a year 
earlier. Profit from refining and marketing operations tripled, to $2.34 billion from $736 million a year earlier, on strong 
refining margins,

Healthy worldwide demand pushed up eamings at its chemicals business to $1.25 billion from $476 million.

"This is a particularly impressive set o f results given that every segment outperformed expectations," Credit Suisse First 
Boston analysts said in a research note.

Capital spending fell slightly, to $4.23 billion from $4.36 billion a year earlier.

Oil and gas production fell 2 percent in the quarter, hurt by divestments and the impact of higher prices on production- 
sharing agreements. Excluding the those items, production rose by I percent.
ittp://w w w .nytimes.com/reuters/business/business-enerev-exxon-earns htm l'V irpf=i notn^nQn»»tt/onfoH-nrirt i /^ i  i^fsric
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Most major oil companies have been struggling with sluggish or declining production, faced with maturing oilfields in 
regions like the U.S. G u lf of Mexico and lack o f access to regions that house some of the world's la gest reserves.

An Exxon executive said on a conference call the company was not among the winners when Libya on Saturday 
awarded its first exploration contracts to U.S. companies in 18 years. U.S. oil majors are eager to reenter Libya after 
U.S. sanctions were eased last year.

C hev io jllCAaeo Corp. (CVX.N ). the No. 2 U.S. oil company, bid successfully on one onshore block in Libya. 
ChevronTexaco on Friday reported that quarterly profit nearly doubled, also on the back o f record oil and gas prices.

Exxon shares were up 38 cents, or less than 1 percent, to $51.65 in afternoon trading on the Nev York Stock Exchange.
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h a v e  a n o t h e r  h a n d o u t  t h a t  I h a v e  n o t  q u i t e  c o m p l e t e d  y e t ,  

b u t  I w i l l  g e t  t o  y o u .  T h e s e  a r e  t h e  q ' e s t i o n s  t h a t  I w o u ld  

l i k e  you  t o  a n s w e r  f o r  t h e  c o m m i t t e e  a n d  w i t h  t h a t ,  I t h a n k  

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

y o u r  i n d u l g e n c e ,  o r  my i n d u l g e n c e ,  o r  a n y w a y ,  t h a n k  you  v e r y  

much f o r  y o u r  p o s i t i o n s .  I w o u l d  l i k e  t o  h a v e ,  p l e a s e ,  Mr.  

J e r r y  S e r e n a  c ome  t o  t h e  t a b l e ,  a n d  p l e a s e  s t a t e  y o u r  name 

f o r  t h e  r e c o r d ,  a n d  who y ou  r e p r e s e n t ,  a n d  c o u l d  yo u  g i v e  me 

p l e a s e  some  i d e a  a b o u t  how much t i m e  y o u  a r e  g o i n g  t o  n e e d ?

JERRY SERENA: Good  a f t e r n o o n ,  C h a i r m a n  D a v i d s o n ,  h a i r m a n  Me­

n a r d ,  m e m b e r s  o f  t h e  C o m m i t t e e  a n d  o t h e r  L e g i s l a t o r s  i n  

a t t e n d a n c e .  My n a m e ,  f o r  t h e  r e c o r d  i s  G e r a l d  S e r e n a ,  a n d  

I ' m  a t a x  l a w y e r  f o r  EXXON Company ,  U . S . A . ,  a n d  I ' m  b a s e d  i n  

A n c h o r a g e .  EXXON i s  a w o r k i n g  i n t e r e s t  o w n e r  i n  t h e  P r u d h o e  

B a y ,  K u p a r u k ,  L i s b u r n e  and  E n d i c o * - t  f i e l d s ,  a n d  we a p p r e c i ­

a t e  t h e  o p p o r t u n i t y  t o  p r e s e n t  o u r  v i e w s  o n  HB 1 18  t h i s  

a f t e r n o o n .  T o  d i g r e s s  f r o m  my p r e p a r e d  s t a t e m e n t  f o r  a 

m o m e n t ,  i t  w i l l  t a k e  me l e s s  t h a n  f i f t e e n  m i n u t e s  t o  r e a d  

t h i s  i n t o  t h e  r e c o r d .  I ' d  be p l e a s e d  t o  t r y  t o  a n s w e r  some  

o f  y o u r  q u e s t i o n s  a t  a n y  t i m e ,  o r  a f t e r  I r e a d  i n t o  t h e  

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

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

n a t i o n s  t h a t  w e r e  p r e s e n t e d  t o  y o u  y e s t e r d a y .

CHAIR:  And c o u l d  y o u  i n c l u d e  i n  t h a t  p l e a s e ,  some  o f  t h e  o t h e r

s t a t e s  a s  w e l l ?

SERENA: I ' m  n o t  s u r e  I c a n  d o  t h a t  t o d a y .  W e ' l l  s e e  how f a r  we 

g e t .

CHAIR:  T h a n k  y o u  v e r y  m u c h ,  Mr.  S e r e n a .  Woul d  yo u  p l e a s e  c o n -
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t i n u e .

SERENA: HB 118 i s  o n l y  25 l i n e s  l o n g ,  b u t  n o n e t h e l e s s  i t  wo u l d

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

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

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

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

d e v e l o p m e n t  o f  o t h e r  s m a l l e r  f i e l d s  i n  A l a s k a .  I t  w o u l d  do 

t h i s  b y  r e v i s 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 ,  ELF,  u s e d  i n  

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

a n d  K u p a r u k ,  r e s u l t i n g  i n  i m m e d i a t e  i n c r e a s e s  i n  t a x  r a t e  i n  

m o r e  t h a n  20% o f  P r u d h o e  B a y ,  a n d  a b o u t  60% i n  K u p a r u k .  

Ma ke  n o  m i s t a k e  a b o u t  i t ,  a f t e r  we s i t  t h r o u g h  a l l  t h e  

p o l i t i c a l  r h e t o r i c ,  a f t e r  we r e d u c e  t h e  c o m p l e x i t y  o f  t h e  

new d o u b l e  e x p o n e n t i a l  f o r m u l a  t o  u n d e r s t a n d a b l e  t e r m s ,  HB 

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

r a t e  f o r  m o r e  t h a n  90% o f  A l a s k a ' s  o i l  p r o d u c t i o n . - •

I t  d o e s  n o t  c l o s e  a t a x  l o o p h o l e ,  a n d  i t  d o e s  n o t  c o r r e c c  a 

t a x  g i v e a w a y .  I t  e f f e c t i v e l y  e l i m i n a t e s  t h e  b e n e f i t  o f  ELF,  

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

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

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

an  e s s e n t i a l  p a r t  o f  A l a s k a ' s  p r o d u c t i o n  t a x  p o l i c y  s i n c e  

1 9 7 7 .  Why i s  t h i s  t a x  r a t e  b e i n g  p r o p o s e d  now? Some w o u l d  

t e l l  y o u  t h a t  i t ' s  n e c e s s a r y  t o  s t a b i l i z e  t h e  d e c l i n i n g  

S t a t e  r e v e n u e s .  T h e y  i g n o r e  t h e  c a u s e  a nd  e f f e c t  r e l a t i o n ­

s h i p  b e t w e e n  HB 118 a nd  f u r t h e r  N o r t h  S l o p e  d e v e l o p m e n t .  

Some w o u l d  h a v e  yo u  b e l i e v e  t h a t  t h e  o i l  c o m p a n i e s  c a n  a n t e  

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

cwo y e a r s .  T h a t  t h e i r  p r o f i t s  a r e  m o r e  t h a n  e n o u g h  t o  a l l o w  

t h i s .  T h e y  i g n o r e  t h e  e c o n o m i c  r e a l i t y  t h a t  p r o j e c t s  i n



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

l i m i t e d  i n v e s t m e n t  d o l l a r s .

I w o n ' t  t a k e  up  y o u r  t i m e  t o d a y  w i t h  t h e  d i s c u s s i o n  o f  t h e  

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

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

t h e m .  I n s t e a d ,  my r e m a r k s  w i l l  f o c u s  on  how t h e  t a x  i n ­

c r e a s e ,  w h i c h  w o u l d  be  b r o u g h t  a b o u t  by HB 1 1 8 ,  w o u l d  j e o p ­

a r d i z e  t h e  r e c o v e r y  o f  a d d i t i o n a l  o i l  a t  P r u d h o e  B a y .  

F i r s t ,  a s  b a c k g r o u n d ,  l e t ’ s  t a k n  a b r i e f  l o o k  a t  t h e  h i s t o r y  

o f  ELF.  ELF was  f i r s t  a d o p t e d  i n  a m a j o r  r e v i s i o n  o f  A l a s ­

k a ' s  p r o d u c t i o n  t a x  l a w s  i n  1 9 7 7 .  A t  t h e  t i m e  when  P r u d h o e  

Bay p r o d u c t i o n  b e g a n .  P r i o r  t o  t h a t  t i m e ,  t h e  maximum o i l  

t a x  r a t e  w a s  8%. T h e  1 9 77  c h a n g e  i n  t h e  l aw  s i g n i f i c a n t l y  

i n c r e a s e d  t h e  b a s i c  r a t e  t o  12 a n d  a q u a r t e r  p e r c e n t .  But  

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

r a t e  s h o u l d  be  s c a l e d  down i n  a p p r o p r i a t e  c a s e s . "  ELF r e ­

s u l t e d  i n  a n  e f f e c t i v e  o i l  t a x  r a t e  f o r  t h e  P r u d h o e  Bay

f i e l d  o f  a p p r o x i m a t e l y  1 1 . 3 %  a s  o f  J u n e  o f  1 9 8 1 .  I n  J u l y ,  

1 9 8 1 ,  t h e  b a s i c  r a t e  w a s  a g a i n  i n c r e a s e d  f r o m  12  a n d  a 

q u a r t e r  p e r c e n t  t o  15%. And t h e  ELF f a c t o r  was  f i x e d  a t  o ne

f o r  t h e  f i r s t  t e n  y e a r s  o f  p r o d u c t i o n  f r o m  t h -3 P r u d h o e  Bay

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

P r u d h o e  Bay  f o r  s i x  y e a r s ,  u n t i l  t h e  summer  o f  1 9 8 7 ,  t e n  

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

t i m e  we p a i d  p r o d u c t i o n  t a x  o n  a 15% r a t e .  T h e  h i g h e s t  i n  

t h e  n a t i o n .  I n  t h e  c a s e  o f  t h e  P r u d h o e  Bay f i e l d  t o d a y ,  t h e  

ELF f a c t o r  r e d u c e s  t h e  b a s i c  t a x  r a t e  o f  15% t o  a p p r o x i m a t e ­

l y  1 2 . 3 % .  I n  1 9 8 8 ,  a v e r a g e  d a i l y  o i l  p r o d u c t i o n  a t  P r u d h o e  

Bay d e c l i n e d  t o  1 m i l l i o n ,  4 5 0  t h o u s a n d  b a r r e l s  f r o m  t h e  1 

m i l l i o n ,  5 0 0  t h o u s a n d  a v e r a g e  a c h i e v e d  i n  p r i o r  y e a r s ,  a nd  

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

d e p l e t i n g ,  n o n - r e n e w a b l e  d e p o s i t  o f  p e t r o l e u m .  The  f a c t  o f  

t h e  d e c l i n e  was  i n e v i t a b l e .  The  r e c u r r e n c e ,  h o w e v e r ,  was 

d e l a y e d  u n t i l  now b y  a n  e f f i c i e n t  a nd  ( i n d i s c e r n i b l e )  d e v e l ­

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

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

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

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

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

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

T h e  t y p e s  o f  p r o j e c t s  t h a t  c o n t r i b u t e  t o  t h i s  e f f o r t  a r e  

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

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

i n c r e a s e  r e c o v e r a b l e  r e s e r v e s  a t  P r u d h o e  Bay  a r e  m a r g i n a l  

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

s m a l l e r  f i e l d s  on  t h e  N o r t h  S l o p e  i n  t h i s  r e g a r d .  W h i l e  HB 

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

w o u l d  d i s c o u r a g e  m a r g i n a l  p r o j e c t s  a t  P r u d h o e  B a y .  Such  a 

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

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

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

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

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

t y  a n d  t a x e s  f o r  t h e  S t a t e  o f  A l a s k a ,  a n d  f e w e r  j o b s  f o r  

A l a s k a n s .

S i n c e  t h e  i n i t i a J  d e v e l o p m e n t  EXXON h a s  e v a l u a t e d  a n d  s u p ­

p o r t e d  s e v e r a l  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  a t  P r u d h o e  Bay .  

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

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

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

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

mean  c l o s e r  s p a c i n g  a n d  ( i n d i s c e r n i b l e )  o i l  c o l u m n s .  A d d i ­

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

v o i r s  a n d  new i a e a s  s u c h  a s  h o r i z o n t a l  d r i l l i n g .  The  c o s t  

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

much a s  t h e  i n i t i a l  d e v e l o p m e n t .

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

r e s e a r c h  c o n t i n u e s .  J u s t  how m a n y  o f  t h e s e  m a r g i n a l  

p r o j e c t s  w i l l  b e  j u s t i f i e d  a t  P r u d h o e  Ba y?  How many o f  t h e  

m o r e  t h a n  10 b i l l i o n  b a r r e l s  m u s t  b e  l e f t  i f  t h e  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  c a n  be  r e c o v e r e d  e v e n t u a l l y ?  No 

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

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

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

HB 118 w o u l d  p l a c e  f u t u r e  m a r g i n a l  p r o j e c t s  a t  P F u d h o e  Bay 

i n  j e o p a r d y .  T h e  p r o d u c t i o n  t a x  i n c r e a s e  p r o p o s e d  b y  HB 118 

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

a l  b a r r e l s .

L o s s  o f  m a r g i n a l  p r o j e c t s  a t  P r u d h o e  Bay  w i l l  r e d u c e  t h e  

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

r e d u c i n g  j o b s ,  S t a t e  r o y a l t y  and  t a x  c o l l e c t i o n s .  I t  i s  an  

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

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

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

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

Two d e c a d e s  a g o ,  t h e  q u a l i t y  o f  N o r t h  S l o p e  i n v e s t m e n t  

o p p o r t u n i t i e s  c a u s e d  EXXON t o  c o m m i t  b i l l i o n s  o f  d o l l a r s  in  

t h e  i n i t i a l  d e v e l o p m e n t  o f  P r u d h o e  Bay a n d  c o n s t r u c t i o n  o f
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t a x .  As a r e s u l t ,  p e t r o l e u m  d e v e l o p m e n t  i n  A l a s k a  h a s  

a c c o u n t e d  f o r  a b o u t  85% o f  S t a t e  r e v e n u e s  d u r i n g  t h e  p a s t  12 

y e a r s .  A n d ,  i n  a d d i t i o n ,  h a s  e s t a b l i s h e d  a n e a r l y  S10  

b i l l i o n  A l a s k a  P e r m a n e n t  F u n d .  H o w e v e r ,  e a c h  s u c c e e d i n g  

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

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

t o d a y  i s  t h e  s a m e  a s  t h a t  a p p l i e d  a t  t h e  t i m e  t h e  i n i t i a l  

i n v e s t m e n t  was  m a d e .  M a j o r  d e v e l o p m e n t  p r o j e c t s  o f  P r u d h o e  

Bay r e q u i r e  t h e  a p p r o v a l  o f  a l l  t h r e e  o f  t h e  m a j o r  o w n e r s .  

E a c h  o f  t h e  P r u d h o e  Bay o w n e r s  e v a l u a t e  t h e  e c o n o m i c s  o f  t h e  

new p r o p o s e d  i n v e s t m e n t  b a s e d  on  t h e  n e e d s  o f  i t s  c o mp an y  

a n d  t h e  c r i t e r i a  e s t a b l i s h e d  by  i t s  m a n a g e m e n t .  EXXON i s  

n o t  p r i v y  t o  t h e  d e c i s i o n - m a k i n g  p r o c e s s  a t  ARCO o r  BP s i n c e  

o u r  c o m p a n i e s  a r e  i n  k e e n  c o m p e t i t i o n ,  a n d  I c a n n o t  c ommen t  

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

a b o u t  how EXXON e v a l u a t e s  f u t u r e  d e v e l o p m e n t  p r o j e c t s  a t  

P r u d h o e  B a y .  T h i s  p r o j e c t ,  t h i s  p r o c e s s  i n c l u d e s  t h e  e v a l u ­

a t i o n  o f  v a r i o u s  t y p e s  o f  r i s k :  g e o l o g i c  r i s k  - -  r e s e r v o i r  

r i s k ,  d r i l l i n g  r i s k ,  a n d  p o l i t i c a l  a n d  e c o n o m i c  r i s k ,  i n ­

c l u d i n g  P r u d h o e  o i l  p r i c e s  a nd  t a x e s .

T h e  i n t r o d u c t i o n  o f  HB 11 8  a d d s  t o  t h e  o v e r a l l  r i s k  by 

a f f e c t i n g  o u r  p e r c e p t i o n  o f  f u t u r e  t a x  s t a b i l i t y  i n  A l a s k a .  

U n d e r  HB 118 t h e  p r o d u c t i o n  t a x  r a t e  a t  P r u d h o e  B a y ,  d u r i n g  

t h e  m i d - 1 9 9 0 ' s  i s  p r o j e c t e d  t o  b e  a l m o s t  t h r e e  t i m e s  h i g h e r  

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

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

Bay i n  v i e w  o f  t h e  e n o r m o u s  i n v e s t m e n t  i t  h a s  made  t o  d a t e ;  

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

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

on  t h e  f u n d s  i n v e s t e d .  We d o  a d i s c o u n t e d  c a s h  f l o w  a n a l y ­

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

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

t h a t  o i l  w i l l  o r i n g  on  t h e  m a r k e t  when  p r o d u c e d .  I f  t h e  

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

n o t ,  t h e  p r o j e c t  w i l l  l i k e l y  n o t  p r o c e e d .

T h e r e  a r e  t w o  e l e m e n t s  o f  t h i s  f o r m u l a  w h e r e  EXXON h a s  

l i t t l e  c o n t r o l  —  c r u d e  o i l  p r i c e  f o r e c a s t s  a n d  A l a s k a  

t a x a t i o n .  W i t h  r e s p e c t  t o  c r u d e  o i l  p r i c e s ,  we t r y  t o  

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

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

d o n ' t  h a v e  t o  t e l l  yo u  t h a t  t h i s  h a s  b e e n  a l e s s  t h a n  p r e ­

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

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

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

c r e a s e .  W i t h  r e s p e c t  t o  A l a s k a  t a x a t i o n ,  we make a n  a s s u m p ­

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

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

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

s c r i b e d .  P r o d u c t i o n  t a x e s  a r e  e s p e c i a l l y  s i g n i f i c a n t  s i ,  z e  

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

o f  t h e  p r o f i t a b i l i t y  o f  t h e  p r o d u c e r .  HB 118 s e e m s  t o  b e  

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

t a x e s  o n  t h e  o i l  f i e l d ,  n o t  on  t h e  o i l  c o m p a n y ,  a n d  t h a t

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

s m a l l e r  f i e l d s .  L e t  me make  i t  c l e a r .  O i l  f i e l d s  d o n ' t  p a y

t a x e s .  O i l  c o m p a n i e s  p a y  t a x e s .  O i l  c o m p a n i e s ,  l i k e  a l l

o t h e r  c o m m e r c i a l  e n t e r p r i s e s ,  a r e  i n  b u s i n e s s  t o  m a k e  a 

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

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

t r i m m e d  b a c k .

T a x  p o l i c y m a k e r s  s h o u l d  n o t  c o n f u s e  t h e  p r o d u c t i o n  r a t e  o f  a
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f i e l d  w i t h  i t s  p r o f i t a b i l i t y .  HB L18 i m p o s e s  a h i g h e r  

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

t i o n  r u t e  p e r  w e l l  a t  P r u d h o e  Bay d u r i n g  t h e  m i d - 1 9 9 0 ' s ,  i s  

p r o j e c t e d  t o  be  t h e  s ame  a s  a t  L i s b u r n e  t o d a y .  H o w e v e r ,  HB 

118 w o u l d  i m p o s e  a p r o d u c t i o n  t a x  r a t e  on P r u d h o e  Bay a t  

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

L i s b u r n e  t o d a y .  T h i s  d o e s n ' t  make s e n s e .  P r o j e c t s  u n d e r  

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

P r u d h o e  Bay r e p r e s e n t  s t a t e - o f - t h e - a r t  t e c h n o l o g y ,  w i t h

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

o p m e n t s  a t  P r u d h o e  Bay .  T h e  r e d u c t i o n  o f  c r u d e  o i l  p r i c e s  

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

s h o r t .  An i n c r e a s e  i n  p r o d u c t i o n  t a x  a t  t h i s  t i m e  w o u ld  

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

o v e r  10 b i l l i o n  b a r r e l s  o f  o i l  w i l l  be  l e f t  i n  t h e  P r u d h o e  

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

c o m p l e t e d .

To o b t a i n  t h e  maximum r e c o v e r y ,  m o r e  a n d  m o r e  m a r g i n a l l y  

i m p o s s i b l e  p r o j e c t s  m u s t  b e  i m p l e m e n t e d .  F u t u r e  p r o j e c t s  

may i n c l u d e  d r i l l i n g  on c l o s e r  s p a c i n g ,  d r i l l i n g  i n  t h i n n e r  

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

d e v e l o p i n g  s m a l l e r  r e s e r v o i r s ,  a n d  e x p a n d i n g  w o r k - o v e r  

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

p r o j e c t s  w i l l  a l l o w  f o r  p a r t i a l  r e c o v e r y  o f  t h i s  10 b i l l i o n  

b a r r e l s .  How much  a d d i t i o n a l  r e c o v e r y  we m a y  e x p e c t  i s  

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

a s e d  o n  a s i m i l a r  r i s k  a s s e s s m e n t  a p p l i e d  t o  e a : l i e r  P r u d ­

hoe  Bay p r o j e c t s .  T h i s  i n c l u d e s  t h e  r i s k  o f  a c h a n g e  i n  t h e  

t a x  s t r u c t u r e .

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

e n c o u r a g e d  e n o r m o u s  i n v e s t m e n t .  To e l i m i n a t e  ELF now,  a t  

t h i s  h i s t o r i c a l  t i m e  when i t  was  i n t e n d e d  t o  h a v e  i t s  i m p a c t  

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

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

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

s a r i l y  c h a r a c t e r i s t i c s  o f  A l a s k a ' s  t a x  p o l i c y .  You m u s t  

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

E l i m i n a t i o n  o f  ELF w i l l  mean  t h a t  i n v e s t m e n t  d o l l a r s  and  

j o b s  s l a t e d  f o r  m a r g i n a l  N o r t h  S l o p e  p r o j e c t s  a r e  m o r e  

l i k e l y  t o  g o  w i t h  t h e  l o w e r  r i s k  p r o j e c t s  e l s e w h e r e .

We h a v e  o n e  f i n a l  c o m m e n t .  HB 118 w o u l d  r e p e a l  t h e  p r o c e e d ­

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

t o r y  a s s u m p t i o n  o f  300 b a r r e l s  p e r  d a y  a s  p r o d u c t i o n  a t  t h e  

e c o n o m i c  l i m i t .  The  t a x p a y e r  c a n  do  t h i s  u n d e r  c u r r e n t  l aw 

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

f i e l d .  HB l i b  w o u l d  a r b i t r a r i l y  f i x  t h i s  r a t e  a t  300  b a r ­

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

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

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

s h u t t i n g  down t h e  f i e l d .  I t  w o r k s .  T h e  o w n e r s  o f  t h e  M i l n e  

P o i n t  f i e l d  a p p l i e d  f o r  r e l i e f  b e f o r e  t h e  D e p a r t m e n t  o f  

R e v e n u e  u n d e r  t h i s  p r o v i s i o n  s u c c e s s f u l l y  i n  1 9 8 6 .  I n  v i e w  

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

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

To s u m m a r i z e ,  EXXON u r g e s  y o u  n o t  t o  s u p p o r t  HB 1 1 8 .  I t  

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

m e n t  a t  P r u d h o e  B ay ,  c o m p o u n d i n g  t h e  a l r e a d y  s e r i o u s  s i t u a ­

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

A l a s k a  f r o m  m a r g i n a l  f i e l d  d e v e l o p m e n t  p r o v i d e d  b y  HB 118



w o u l d  b e  mo re  t h a n  o f f s e t  by t h e  i m p a c t  on  r o y a l t y  and  t a x  

c o l l e c t i o n s  a t  P r u d h o e  Bay a n d  K u p a r u k .  To p a s s  HB 118 i n t o  

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

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

b a l a n c e  b e t w e e n  f u t u r e  d e v e l o p m e n t  a n d  S t a t e  r e v e n u e  c o l l e c ­

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

q u e s t  f o r  f u t u r e  i n v e s t m e n t  d o l l a r s .  T h i s  c o n c l u d e s  my 

t e s t i m o n y .  EXXON a p p r e c i a t e s  t h e  o p p o r t u n i t y  t o  p r e s e n t  o u r  

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

CHAIR: T h a n k  y o u ,  Mr .  S e r e n a .  We a p p r e c i a t e  y o u r  r e m a r k s .  I s

y o u r  r e s i d e n c e  A l a s k a ?

SERENA: Yen .

CHAIR:  T h a n k  y o u .

SERENA: I r e s i d e  i n  A n c h o r a g e .

CHAIR:  T h a n k  y o u .  A r e  t h e r e  q u e s t i o n s  by  m e m b e r s  o f  t h e  c o m m i t ­

t e e ?  R e p r e s e n t a t i v e  N a v a r r e .

NAVARRE: Y e a h ,  I  h a v e  a q u e s t i o n .  On p a g e  7 ,  8 a n d  I g u e s s  10,

y o u  r e f e r  t o  p o l i t i c a l  r i s k ,  you  i n v e s t m e n t  s c h e m e  b a s e d  on 

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

i s  i f  t h i s  l e g i s l a t u r e  d o e s n ' t  c h a n g e  t h e  ELF t h a t  w i l l  g i v e  

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

i t ?  I mean t h a t  s u g g e s t i o n  y o u ' r e  m a k i n g ,  t h a t  d o e s n ' t  seem 

l i k e  t h a t ' s  a g o o d  l i k e l i h o o d .  I m e a n ,  I  t h i n k  e a c h  l e g i s ­

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

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

a r e n a  how c o u l d  i t  g i v e  y o u  a n y  r e a l  c o n f i d e n c e ?
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S E R E N A :  W h e r e  a r e  y o u  r e f e r r i n g  t o ?

NAVARRE: On p a g e  7 ,  y o u ,  a b o u t  t h e  f i f t h  l i n e  down you  we re

t a l k i n g  a b o u t  t h e  p o l i t i c a l  a n d  e c o n o m i c  r i s k s .  On p a g e  8,  

yo u  a s s u m e  a s t a b l e  t a x  p o l i c y ,  a n d  t h e  b a c k u p  p a g e  1 0 ,  you 

t a l k e d  a b o u t  t h e  m e s s a g e  t h a t  w e ' r e  g o i n g  t o  b e  s e n d i n g  t o  

t h e  i n d u s t r y  a n d ,  I  c a n ' t  f i n d  i t  r i g h t  now,  b u t  s o m e w h e r e  

i n  y o u r  t e s t i m o n y . . .

SERENA: S i x  u p .

NAVARRE: P a g e  s i x ?

SERENA: No,  p a g e  10 ,  6 up  f r o m  t h e  b o t t o m .

NAVARRE: P a g e  1 0 ,  6 l i n e s  u p  f r o m  t h e  b o t t o m .  No-,, t h a t ' s ,

t h a t ' s . . .

SERENA: I t h i n k  I u n d e r s t a n d  a n d  I t h i n k  I w i l l  move  c i t a t i o n s .

T h e r e ' s  two e l e m e n t s  t o  t h i s ,  t h i s  ELF b u s i n e s s  t h a t  w e ' r e  

c o n c e r n e d  a b o u t .  W e ' r e  c o n c e r n e d  when we r e v i e w  t h e  e c o n o m ­

i c s  o f  a p a r t i c u l a r  p r o j e c t .  We h a v e  t o  a d d r e s s  w h a t  t h e  

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

a n d  we a l s o  h a v e  t o  do  some  s e n s i t i v i t i e s  t o  a d d r e s s  c a s e s  

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

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

l i k e l y  d o  we t h i n k  t h e y  m i g h t  b e .  And I h a v e  t o  t e l l  you 

t h a t  h e . e  i n  A l a s k a ,  t h e r e ' s  a g r e a t  c o n c e r n  b e c a u s e  ELF 

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

t h a t  t h e r e  i s  a c e r t a i n  i n s t a b i l i t y  t o  t h e  t a x  c l i m a t e  h e r e .

T d o n ' t  know t h a t  we w o u l d  c o m e  t o  y o u  a n d  t e l l  y o u  y o u
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s h o u l d n ' t  t a k e  t h e s e  t h i n g s  u n d e r  c o n s i d e r a t i o n  t o  h e l p  

t h a t .  W e ' v e  f o u n d  s o m e  l e g i s l a t o r s  who d o  s u p p o r t  o u r  

p o s i t i o n ,  o t h e r s  who  c l e a r l y  a r e  o p p o s e d  t o  i t ,  a n d  i n  

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

t o  i n v e s t m e n t s  i n  t h i s  S t a t e ,  t h a t  p l a y s  a r o l e .  Now i t s  i n  

t h e  b e s t  i n t e r e s t ,  I b e l i e v e ,  o f  A l a s k a n s  a nd  o f  t h e  S t a t e  

o f  A l a s k a ,  a n d  o f  t h e  S t a t e  g o v e r n m e n t  h e r e ,  t o  t r y  t o  

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

q u e s t i o n  m a r k s .  You know,  i n  a s i m i l a r  s i t u a t i o n  w i t h  t h e  

G o v e r n o r ' s  b i l l  w i t h  u n i t a r y  t a x a t i o n ,  t h e r e  a r e  q u e s t i o n  

m a r k s  i n  t h e  m i n d s  o f  f o r e i g n  i n v e s t o r s .  H e ' s  t r y i n g  t o

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

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

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

a r e a ,  a n d  t h a t ' s  a c o n c e r n  a n d  i t s  a s e n s i t i v i t y  we w i l l  

a l w a y s  h a v e  t o  e v a l u a t e  w h e n  we p u t  a p r o j e c t  t o g e t h e r .  

Does  t h a t  a n s w e r  y o u r  q u e s t i o n ?  I d o n ' t  know i f  t h e r e ' s  a 

l e m e d y  t o  i t ,  a n d  I ' m  n o t  h e r e  t o d a y  t o  t e l l  you  y o u  c a n ' t  

do  t h i s  a n y m o r e .  I ' m  j u s t  t e l l i n g  y ou  w h a t  t h e  p r a c t i c a l  

c o n s e q u e n c e s  a r e  o f  a c o m p a n y  l i k e  m i n e  when we p e r c e i v e  

l e g i s l a t i v e  c l i m a t e  o r  a p o l i t i c a l  c l i m a t e  t h a t  l a c k s  t h i s  

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

NAVARRE: Y e a h ,  I g u e s s  my own c o m m e n t  w o u l d  b e  t h a t  t h e ,  I m e an ,

i f  t h i s  l e g i s l a t u r e  d o e s n ' t  c h a n g e  i t ,  d o e s  t h a t  m a k e  i t  

u n s t a b l e ?  I m e a n  d o  y o u  t h i n k  t h e  n e x t  l e g i s l a t u r e  w o u l d  be  

l e s s  i n c l i n e d ?

SERENA: I t h i n k  d i r e c t i o n a l l y  t h a t  i f  we c o u l d  l o o k  a t  t h r e e

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

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

s t a b i l i t y  t h a n  l e s s  s t a b i l i t y .  And w h a t  t h e  m e a s u r e  o f  t h a t
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i s  I c a n ' t  s a y .  A g a i n ,  w e ' r e  j u s t  t a l k i n g  a b o u t  w h a t  o u r  

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

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

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

t h a t  e n v i r o n m e n t  i s .

NAVARRE: A n o t h e r  q u e s t i o n .

CHAIR: Go a h e a d ,  R e p r e s e n t a t i v e  N a v a r r e .

NAVARRE: C o u l d  y o u  p r o v i d e  u s  w i t h  w h e r e  EXXON's o t h e r  m a j o r

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

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

a n d  a l s o ,  y o u  m e n t i o n e d  e a r l i e r  t h a t  y o u ' d  b e  h a p p y  t o  

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

m e n t s  a n d  i n  A l a s k a ,  a nd  how i t  c o m p a r e s  a n d  I ' d  b e  r e a l  

i n t e r e s t e d  i n  t h a t .

SERENA: On t h e  f i r s t  p a r t  o f  y o u r  q u e s t i o n ,  you  d o n ' t  e x p e c t

t h a t  r i g h t  n ow,  d o  y o u ?

NAVARRE: No.

SERENA: M a i n l y  t o  t a l k  a b o u t  t h a t  a l i t t l e  f u r t h e r ,  s o  I ' m  s u r e

I u n d e r s t a n d  w h a t  i t  i s  y o u ' r e  a f t e r  t h e r e .  As  f a r  a s  

c o m m e n t i n g  o n  i n t e r n a t i o n a l  o p e r a t i o n s ,  I g u e s s ,  Hugh M o t l e y  

p a s s e d  t h i s  t o  me a few m o m e n t s  a g o .  T h a t ' s  w h a t  h a p p e n s

when yo u  h a d  c l e a n  up  i n  a s i t u a t i o n  l i k e  t h i s .  EXXON d o e s  

h a v e  e x t e n s i v e  o v e r s e a s  o p e r a t i o n s  a n d  I h a v e  b e e n  i n v o l v e d  

i n  t h e m  f r o m  t i m e  t o  t i m e .  B u t  we o p e r a t e  i n  some  o f  t h e  

c o u n t r i e s  t h a t  a r e  l i s t e d  h e r e .  I b e l i e v e  t h e  U n i t e d  K i n g ­

dom a n d  I n d o n e s i a  - -  n o t  i n  s o m e  o f  t h e  o t h e r  c o u n t r i e s
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t h e r e  l i s t e d .  I j u s t  g o t  t h i s  t h i s  m o r n i n g  a n d  I ' m  r e f e r ­

r i n g  t o  t h i s .  I t h i n k  i t  was  p r e s e n t e d  t o  y o u  y e s t e r d a y ,  so

I c a n ' t  c o n c l u s i v e l y  g i v e  yo u  o u r  v i e w s ,  o r  c r i t i q u e  i t ,  b u t  

t h e r e ’ s  a f e w t h o u g h t s  t h a t  I  h a d  t h a t  I ' v e  j o t t e d  down t h a t  

I ' d  l i k e  t o  s h a r e  w i t h  y o u .

END HRC 8 9 - 1 2 5 ,  S i d e  1

BEGIN HRC 8 9 - 1 2 5 ,  S i d e  2

SERENA: . . . a r e  b e i n g  made  b e t w e e n  t h e  S t a t e  o f  A l a s k a ,  s t a t e  o f

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

t h e  o i l  f i e l d s  m i g h t  h a v e  s ome  r e s e m b l a n c e ,  s o  ma yb e  t h a t  

j u s t i f i e d  i t ,  b u t  whe n  we t a l k  a b o u t  t a x a t i o n  i n  s o v e r e i g n  

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

a p p l i e s  t h e r e .  Now, w he n  we t a l k  a b o u t  t a x a t i o n  i n  A l a s k a  

i t  d o e s n ' t  n e c e s s a r i l y  r e p r e s e n t  t h e  w h o l e  p a c k a g e .  I t s  

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

f e d e r a l  t a x  b u r d e n  o r  n o t .  I ,  some  p e o p l e  t o l d  me t h e y  d o .  

S o m e  p e o p l e  t o l d  me t h e y  d o n ' t .  I n  a n y  e v e n t ,  we w o u l d  

c e r t a i n l y  l i k e  t o  r u n  t h r o u g h  t h e s e  a nd  v e r i f y  t h e  n u m b e r s .

I s e e  t h e r e ' s  o n e ,  t h e r e  i s  o n e  c l e a r  e r r o r ,  I t h i n k ,  w i t h  

r e s p e c t  t o  t h e  U n i t e d  K i n g d o m  w h e r e  t h e  A l a s k a  r e v e n u e  t h e r e  

j u m p s  t o  3 . 7  b i l l i o n  a n d  i t s  3 . 1  on  t h e  o t h e r  c h a r t s .  The 

b a r  c h a r t s  g o e s  t h a t  h i g h  t o o .  I a s s u m e  t h a t ' s  a m i s p r i n t ,  

b u t  i n  a n y  e v e n t ,  I  t h i n k  t h e s e  f i g u r e s  n e e d  t o  b e  r e v i e w e d  

a  l i t t l e  m o r e  c a r e f u l l y .

Now,  h a v i n g  s a i d  t h a t ,  t h a t ' d  b e  t h e  e a s y  way t o  g e t  o u t  o f  

i t ,  b u t  y o u  c a n ' t  c o m p a r e  s t a t e s  t o  c o u n t r i e s ,  b u t  t h e r e  a r e  

a  f e w  r e m a r k s  t h a t  c a n  b e  m a d e .  F i r s t  o f f ,  a n d  I g u e s s  I 

s h o u l d  t e l l  you  I ' v e  h a d  some  e x p e r i e n c e  i n  EXXON's  o v e r -
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s e a s  o p e r a t i o n s .  I s p e n t  f i v e  y e a r s  i n  o u r  a f f i l i a t e  t h a t  

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

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

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

b e l o n g s  t o  t h e  s t a t e .  T h a t ' s  a l i t t l e  d i f f e r e n t  t h a n  h e r e  

i n  A l a s k a .  H e r e  i n  A l a s k a  i t  b e l o n g s  t o  t h e  S t a t e  b e c a u s e  

t h e  S t a t e  h a p p e n s  t o  own t l . 3  l a n d  t h a t ' s  o v e r  i t .  T h e r e  i t  

d o e s n ' t  m a t t e r  who o wn s  t h e  l a n d ,  t h e  m i n e r a l s  b e l o n g  t o  t h e  

s t a t e .  You s t a r t  w i t h  t h a t  p r o p o s i t i o n .  T h e r e ' s  n o  p r i v a t e  

o w n e r s h i p  o f  m i n e r a l s .  S o  w h e n  y o u  w a n t  t o  e x p l o r e  and  

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

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

CHAIR:  W e l l ,  on  t h a t  p o i n t  t h e n ,  Mr .  S e r e n a ,  t h e n  d o e s n ' t  i t

make  s e n s e  t o  make  c o m p a r i s o n s  ma y be  b e t w e e n  n a t i o n s  a nd  t h e  

S t a t e  o f  A l a s k a  s i n c e  t h e  S t a t e  o f  A l a s k a  i s  t h e  o w n e r  o f  

t h e  o i l ?

SERENA: L e t  me c o n t i n u e  h e r e .  I ’ d l i k e  t o  a d d r e s s  t h a t  o w n e r ­

s h i p  q u e s t i o n  j u s t  a l i t t l e  b i t  f u r t h e r ,  b u t . . .

CHAIR:  P l e a s e  c o n t i n u e .

SERENA: T h e  p o l i t i c a l  s y s t e m s ,  t h e  l e g a l  s y s t e m s  t h a t  a r e  in

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

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

r e s e m b l e  o u r  l a w s  a t  a l l .  T h e  S t a t e  owns  a l l  t h e  o i l .  I t  

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

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

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

t h a t  we s e e  m o r e  o f t e n  t h a n  n o t ,  a n d  t h i s  i s  i n  t h e  c a s e  i n  

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

m e n t ,  t h e  f o r e i g n  o i l  company  p u t s  up  a l l  t h e  c a p i t a l  t o  

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

b u t  when t h e  f i e l d  c o m e s  on s t r e a m  t h e r e ’ s  an  a c c e l e r a t e d  

r e c o v e r y  i n  t h a t  i n v e s t m e n t .  I t ' s  c a l l e d  c o s t  o i l .  G e n e r ­

a l l y  s p e a k i n g ,  a l l  t h e  e x p l o r a t i o n  c o s t s  come r i g h t  o f f  t h e  

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

o f f  t h e  t o p  a s  w e l l .  I  t h i n k  M r .  O t t o m  a n d  M r .  M o t l e y  

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

w o u l d  b e  $2 5  m i l l i o n  t h a t  w o u l d  come  o f f  t h e  t o p .  An'4 I 

d o n ' t  t h i n k  a n v  o f  y o u  w o u l d  b e  i n  f a v o r  o f  t h a t  k i n d  o f  a 

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

a l s o ,  you  h a v e  t o  l o o k  a t  e a c h  o n e  o f  t h o s e  c o u n t r i e s  b e ­

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

o f  t h o s e  c a s e s  t h e y  a r e  much c l o s e r  t o  m a r k e t .  T h e y  d o n ' t  

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

S o ,  t h a t ’ s  d i f f e r e n t  t o o .  Now,  I  c a n  t e l l  y o u  a l i t t l e  

a b o u t  I n d o n e s i a ,  a n d  I  d o n ' t  w a n t  t o  g e t  i n t o  i t  i n  g r e a t  

d e t a i l ,  b u t  I know t h e r e  was  a q u o t e  i n  h e r e ,  1 t h i n k  i t  was  

by  a n  ARCO o f f i c i a l  a b o u t  I n d o n e s i a  a n d  how t h e y  s e e  I n d o n e ­

s i a  a s  b e i n g  v e r y  s t a b l e  p o l i t i c a l  c l i m a t e .  I c a n  t e l l  you  

f r o m  EXXON's o e r s p e c t i v e  t h a t  when  we d e a l  w i t h  a f o r e i g n  

n a t i o n  i n  t r y i n g  t o  e x p l o r e  a n d  d e v e l o p  i t s  n a t i o n a l  r e ­

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

p a r a m o u n t  i m p o r t a n t  t o  u s .  A b o u t  t h r e e  y e a r s  a g o  i n  I n d o n e ­

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

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

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

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

r o l e  w i t h  EXXON i n  n e g o t i a t i n g  s o me  o f  t h e  p r o v i s i o n s  o f  

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

u n d e r  t h e  new t a x  l a w .  S t a b i l i t y  w a s  o f  p a r a m o u n t  c o n c e r n



t o  u s ,  a nd  s t a b i l i t y  was  w h a t  t h e  g o v e r n m e n t  was  a b l e  t o

d e l i v e r  i n  t h a t  c a s e .  S o ,  t h e  l e s s e n  I t h i n k  t h a t  t e a c h e s

u s  i s  t h a t  s t a b i l i t y  i s  s o m e t h i n g  t h a t  we l o o k  f o r  i n  t h e s e  

f o r e i g n  c o u n t r i e s  w h e r e  we l o o k  f o r  o i l .  I t  g e t s  b a c k  t o  

o u r  d i s c u s s i o n  e a r l i e r ,  s t a b i l i t y  i n  A l a s k a .  So, i t s  t h e  

s am e  i n  t h a t  r e g a r d ,  b u t  o t h e r  t h a n  t h a t  I ’ d l i k e  t o  r e s e r v e  

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

t i o n s  b e c a u s e  I  t h i n k  i t s  p r e t t y  d a n g e r o u s  t o  t r y  t o  c o m p a r e  

s t a t e s  w i t h  f o r e i g n  g o v e r n m e n t s .

CHAIR: You h a v e  a n  a d d i t i o n a l  q u e s t i o r ,  R e p r e s e n t a t i v e  N a v a r r e .

NAVARRE: I h a d  a n  a d d i t i o n a l  co mme nt  w i t h  t h e  $25  b i l l i o n  c o m i n g

o f f  t h e  t o p .  I  t h i n k  t h e  a s s u m p t i o n s  a r e  a l i t t l e  b i t  

i n c o r r e c t .  We w o u l d n ' t  owe $ 2 5  b i l l i o n  now.  W e ' d  go  o u t  

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

made  a n d  t h e n  s p l i t  t h e  s h a r e s  o f  t h e  p r o f i t  a f t e r  t h e  $2 5

b i l l i o n  was  t a k e n  o f f  t h e  t o p  o f  t h a t ,  r e c a l c u l a t e  a n d  I

d o n ' t  t h i n k  i t  w o u ^ d  come o u t  t o  $ 2 5  b i l l i o n .  I c o u l d  b e  

w r o n g .

SERENA: No,  y o u ' r e  c o r r e c t .  I f  t h e  p o i n t  o f  f o c u s  was  t o d a y  t o

t r y  t o  c h a n g e  t h i n g s  a r o u n d ,  t h a t ' s  c o r r e c t .  B u t  h ad  we 

g o t t e n  i n t o  t h i s  t y p e  o f  f o r e i g n - t y p e  a g r e e m e n t  b a c k  i n  t h e  

1 9 6 0 ' s  o r  t h e  1 9 5 0 ' s  when  t h e s e  l e a s e s  w e r e  f i r s t  l e t  on  t h e  

N o r t h  S l o p e ,  t h a t  w o u l d n ' t  h a v e  b e e n  t h e  c a s e  n e c e s s a r i l y  

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

NAVARRE: R i g h t .  I f  we t o o k  i t  f r o m  r i g h t  now b a s e d  o n  t h e  

i n f r a s t r u c t u r e  we w o u l d n ' t  owe $ 2 5  b i l l i o n  o f f  t h e  t o p .

S E R E N A :  C o r r e c t .
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NAVARRE: I f  we w e n t  b a c k  a n d  r e c a l c u l a t e d  t h e  $25 b i l l i o n  w ou ld

come o u t  o f  f o r m u l a ,  I me an  c ome  r i g h t  o f f  t h e  t o p  o f  t h a t  

p r o f i t  t h a t  we s p l i t .

SERENA: T h e  p o i n t  h e r e  i s  t h a t  t h i s  i s  a s n a p  s h o t .  When we

g r a b  f o r  a s n a p  s h o t ,  a n d  u n l e s s  y o u  know w h a t  h a p p e n e d  

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

f o r  o i l  i n  t h a t  c o u n t r y  wa s  s i g n e d ,  you  d o n ' t  h a v e  t h e  f u l l  

p i c t u r e  a n d  t h e y ' d  b e a r  f u r t h e r  l o o k i n g  i n t o .

NAVARRE: So y o u ’ r e  s a y i n g  t h a t  t h e r e  a r e  l o t s  o f  v a r i a b l e s  t h a t

y o u  c a n n o t  g r a b .

SERENA: T h e r e  c e r t a i n l y  a r e .

CHAIR: S o ,  a n y w a y  t h a t  s t i l l  l e a v e s  u s  w i t h  w h a t  i,s a f a i r ,

r e a s o n a b l e  a n d  a p p r o p r i a t e  p u b l i c  p o l i c y  when i t  c o m e s  t o  

o i l  t a x a t i o n .  One  o t h e r  q u e s t i o n  f r o m  y o u ,  R e p r e s e n t a t i v e  

N a v a r r e .

NAVARRE: I s  t h e r e  a n y  p a r a l l e l ?  I m e a n ,  c a n  we g e t  t h e  i n f o r m a ­

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

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

a n d  f i g u r e  i t  o u t ?

SERENA: W e l l ,  I  h a v e  some c o n c e r n  a s  t o  w h a t  r e l a t i v e n e s s  t h i s

a d d s  t o  t h e  p r e s e n t  i n q u i r y  h e r e .  F i r s t  o f f ,  t h e r e ' s  g o t  t o  

b e  a n a t u r a l  r e l u c t a n c e  o n  t h e  p a r t  o f  a c o mp a n y  l i k e  my,  o r  

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

g i v e s  y o u  a c c e s s  t o .  I f  t h e r e ' s  a l e g i t i m a t e  i n q u i r y  i n  t h e  

1 g i s l a t i v e  c o m m i t t e e ,  we c e r t a i n l y  w o u l d  t r y  t o  c o o p e r a t e
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w i t h  i t .  I  t h i n k ,  I c a n ' t  a n s w e r  t h e  q u e s t i o n  a c r o s s  t h e  

t a b l e .  I  know t h a t  y o u ' v e  p u t  some q u e s t i o n s  t o g e t h e r  and  I 

s aw t h o s e  t h i s  m o r n i n g ,  a n d  w e ' r e  c e r t a i n l y  g o i n g  t o  l o o k  

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

g e t h e r  f o r  t h e m .

CHAIR: I j u s t  w a n t  t o  make t h i s  p o i n t .  I t h i n k  yo u  r e f e r r e d  t o

l aw a n d  i n f o r m a t i o n .  I t  m i g h t  b e  w o r t h  m e n t i o n i n g  h e r e  t h a t  

p e r h a p s  m o r e  i n f o r m a t i o n  w o u l d  b e g e t  l e s s  l a w ,  w h e r e a s  now 

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

m o r e  l a w .  A t  l e a s t  i t s  o n e  way o f  l o o k i n g  a t  i t .  R e p r e s e n ­

t a t i v e  N a v a r r e .

NAVARRE: Y e a h ,  I ,  I  j u s t  w a n t e d  t o  c o m m e n t ,  I a g r e e  we c a n ' t

t a k e  t h e s e  c h a r t s  a nd  l o o k  a t  t h e m  a n d  3 a y ,  A l a s k a ' s  g e t t i n g  

s c r e w e d  i n  t h i s  d e a l  b a s e d  o n  t h i s  c h a r t .  We d o n ' t  h a v e  

e n o u g h  i n f o r m a t i o n ,  c l e a r l y .  I f  w e ' r e  g o i n g  t o  u s e  t h e s e  

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

t h e m ,  we n e e d  m o r e  i n f o r m a t i o n .  We n e e d  t o  know a l l  t h e  

p r o d u c t i o n  c o s t s ,  who p a i d  f o r  t h e m ,  a n d  how much t h e  p r o f ­

i t s  w e r e ,  who g o t  w h a t  s h a r e  o f  t h e m  i f  w e ' r e  g o i n g  t o  t r y  

t o  c o m p a r e  w i t h  I n d o n e s i a ,  f o r  e x a m p l e ,  we c o u l d  g o  b a c k  

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

t h e n  we c o u l d  d o  a c o m p a r i s o n .  Y o u ' r e  a r g u i n g  t h a t  t h a t  may 

n o t  b e  r e l e v a n t  t o  HB 1 1 8 ,  b u t  i f  we w a n t e d  t o  d o  a c o m p a r i ­

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

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

t i o n  w a s  a n d  we h a d  a s t a r t i n g  p o i n t  w i t h  y o u r  l i s t  o f  

q u e s t i o n s ,  we c e r t a i n l y  w o u l d  c o o p e r a t e  w i t h  y o u  t o  t r y  t o  

do t h a t .

C H A I R :  We a p p r e c i a t e  y o u r  c o o p e r a t i o n .  My q u e s t i o n  i s  a m u c h
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s i m p l e r  o n e .  I t ' s  o n  p a g e  4 .  You m e n t i o n e d  t h a t  w h i l e  HB 

118  m i g h t  l o w e r  t h e  p r o d u c t i o n  t a x  f o r  s o me  s r r . j l l e r  f i e l d ,  

i t  w o u l d  d i s c o u r a g e  m a r g i n a l  p r o j e c t s  a t  P r u d h o e  B ay .  Are  

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

y o u  s a y i n g  t h a t  P r u d h o e  Bay  p r o j e c t s  h a s  m a r g i n a l ,  t h a t  

P r u d h o e  Bay h a s  m a r g i n a l  p r o j e c t s  w i t h i n  i t ,  o r  t h a t  P r u d h o e  

Bay  i s  a m a r g i n a l  f i e l d ?  What  a r e  you  s a y i n g  t h e r e  e x a c t l y ?

SERENA: T h e  c o m p a r i s o n  I ' m  t r y i n g  t o  make  h e r e  i s  b e t w e e n  s m a l l ­

e r  f i e l d s  t h a t  t h e  S t a t e  i s  ( i n d i s c e r n i b l e ) . . .

CHAIR:  M i l n e  P o i n t ,  y o u  m e a n ?

SERENA: Y e s .  A l o n g  w i t h  s e v e r a l  o t h e r s .  F i e l d s  t h a t  a r e  s m a l l ­

e r  i n  c o m p a r i s o n  w i t h  K u p a r u k  a n d  P r u d h o e  B a y ,  a n d  t h e  w h o l e  

i n v e s t m e n t  d e c i s i o n  t o  move  a h e a d  t o  d e v e l o p m e n t  o f  t h a t  

e n t i r e  f i e l d ,  a t  M i l n e  P o i n t  t h a t ' s  a l r e a d y  b e e n  u n d e r t a k e n ,  

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

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

d e c i s i o n  t o  m o v e  a h e a d  w i t h  i n v e s t m e n t s  w i t h  r e s p e c t  t o  

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

i s n ' t  a w h o l e  l o t  d i f f e r e n t  t h a n  t h e  d e c i s i o n  t o  move  a h e a d  

w i t h  f u r t h e r  d e v e l o p m e n t  i n  P r u d h o e  B a y .  We c a n  c u t  t h a t  

k i n d  o f  a p r o j e c t  o u t ,  d e p e n d i n g  on  w h a t  k i n d  o f  a p r o j e c t  

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

p r o g r a m .

CHAIR:  W h a t ' s  a ,  w h a t ' s  a n  e x a m p l e  o f  a m a r g i n a l  p r o j e c t  a t

P r u d h o e  Bay?

S E R E N A :  D e v e l o p m e n t  d r i l l i n g .
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C H A I R :  D e v e l o p m e n t  d r i l l i n g .

SERENA: As we c o n t i n u e ,  a s  o u r  o i l  f i e l d  c o n t i n u e s  t o  m a t u r e  we

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

p r o d u c t i o n  l e v e l .  And u s u a l l y ,  we l o o k  a t  t h o s e  w e l l s  i n  

g r o u p i n g s  i n  t e r m s  t h a t  I ,  I t h i n k  Mr.  O t t o m  d e s c r i b e d  some 

o f  t h e m  t o  y o u  e a r l i e r  w i t h  r e s p e c t  t o  K u p a r u k .  When we 

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

on  i t ,  t h e  g r o u p  o f  w e l l s  h a s  a c o s t  a s  w e l l .  And we go 

t h r o u g h  t h e  p r o c e s s  h e r e  t h a t  I ' v e  d e s c r i b e d  h e r e  t o  d e t e r ­

m i n e  w h e t h e r  t h e  i n v e s t m e n t  o v e r  a p e r i o d  o f  y e a r s  i n  t h o s e  

w e l l s  i s  g o i n g  t o  g i v e  u s  a r e t u r n  s u f f i c i e n t  t o  j u s t i f y  i t .

CHAIR:  You i n d i c a t e d  y o u r  c l e a n  u p .  I d i d n ' t  g e t  t o  a s k  t h i s

q u e s t i o n  t o  BP o r  ARCO. I ' l l  j u s t  a s k  y o u  a n d  h o p e f u l l y  t h e  

o t h e r s  w i l l  r e s p o n d .  How f a s t  w o u l d  yo u  l i k e  t o  e x t r a c t  t h e  

o i l  f r o m  A l a s k a ?

SERENA: T h a t ' s  a d e c i s i o n  t h a t  I  t h i n k  i s  d r i v e n  by t h e  p h y s i c a l

c h a r a c t e r i s t i c s  o f  t h e  r e s e r v o i r .  We, we w a n t  t o  f o l l o w  an  

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

We d o n ' t  w a n t  t o  s l o w  i t  down and  l o s e  a n y  o i l .  We d o n ' t  

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

c h a r a c t e r i s t i c s  d i c t a t e  t h a t .  And I  c a n ' t  s p e a k  o n  i t  a ny  

m o r e  t h a n  t h a t .  I ' d  h a v e  t o  d e f e r  t o  o n e  o f  o u r  e n g i n e e r s  

o r  o n e  o f  t h e  o t h e r  t e c h n i c a l  e x p e r t s  t h a t ' s  h e r e  t o d a y .

C H A I R :  I n  y o u r  p r o f e s s i o n a l  j u d g m e n t ,  d o  y o u  f e e l  t h a t  t h e

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

s p e e d  i t  up  a s  a r e s u l t  o f  t h e  ELF 2 0 t h  o f  J u n e  1 9 8 7  d a t e  

c o m p a r e d  t o  w h e t h e r  i t  h a d  n o t .
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SERENA: J u n e  t h e  2 0 t h  o f  1 9 8 7 .  O k a y ,  t h i s  i s  when ELF b e c a m e

e f f e c t i v e ,  r i g h t ?  At  P r u d h o e  B a y .

CHAIR: Was t h e r e  a n  e f f o r t  by y o u r  c o m p a n y  t o  s p e e d  up  p r o d u c ­

t i o n  a f t e r  t h a t ?

SERENA: I t h i n k  o n e  o f  t h e  e a r l i e r  s p e a k e r s  t o d a y  s a i d  t h a t  t h e

d e c i s i o n s  a r e n ' t  n e c e s s a r i l y  t h e  d e c i s i o n s  t h a t  w e r e  made 

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

made  a f t e r  t h a t  d a t e ,  a nd  a y e a r  o r  t w o ,  t h r e e ,  f o u r ,  b e f o r e  

t h a t  d a t e .  We knew t h d  t a x  r a t e  w as  g o i n g  t o  come down.  

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

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

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

m e a s u r e  o f  t h a t  i s  I  c a n ' t  t e l l  y o u  r i g h t  now.  I ,  I  d o n ' t  

know how s u c c i n c t l y  we c o u l d  i d e n t i f y  t h a t ,  b u t  t h e r e  i s  no 

q u e s t i o n  t h a t  i n c u r r e n c e ,  t h a t  i n v e s t m e n t  a nd  moved i t  a h e a d  

r a t h e r  t h a n  b a c k w a r d s .

CHAIR:  T h a n k  y o u  v e r y  muc h ,  Mr.  S e r e n a .  Do we h a v e  q u e s t i o n s

f r o m  o t h e r  m e m b e r s  o f  t h e  c o m m i t t e e ?  R e p r e s e n t a t i v e  F u r ­

n a c e ,  a n d  t h e n  R e p r e s e n t a t i v e  H u d s o n ,  a n d  t h e n  B o u c h e r .

FURNACE: T h a n k  y o u ,  Mr .  C h a i r m a n .  I w i l l  b e  b r i e f .  Mr .  C h a i r ­

man ,  I  a p p r e c i a t e  y o u r  c o m m e n t s  o n  t h e  b a r ( ? ) .  Would  you  

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

t h e  p e r c e n t a g e  b a s i s ,  how much o f  EXXON's i n v e s t m e n t  a n d  

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

S t a t e s ?

SERENA: W e l l ,  I ,  I ,  i t ' s  h a r d  t o  s a^  . I t  d e p e n d s  on  w h a t  y o u r



y a r d s t i c k  i s .  I  g u e s s  f r o m  a s t a n d p o i n t  o f  p r o d u c t i o n ,  a 

v e r y  s i g n i f i c a n t  o f  o u r  p r o d u c t i o n  i s  i n  A l a s k a .  I ' m  n o t  

c e r t a i n  b u t  I t h i n k  i t  a p p r o a c h e s  50% o f  o u r  p r o d u c t i o n  i n  

t h e  U n i t e d  S t a t e s .  F r o m  t h e  s t a n d p o i n t  o f  p r o p e r t y ,  a 

s i g n i f i c a n t  a m o u n t  o f  t h a t  i s ,  y o u  kno w,  i n v o l v e d  i n  t h e  

N o r t h  S l o p e  o p e r a t i o n s ,  b u t  w h a t  p e r c e n t a g e s  o u r  r e a l  

p r o p e r t y ,  I  j u s t  d o n ' t  know.  W i t h  r e s p e c t  t o  i n d i v i d u a l  

e m p l o y e e s ,  a s  y o u  a l l  know,  EXXON d o e s  n o t  o p e r a t e  t h e  o i l

f i e l d s  o n  t h e  N o r t h  S l o p e .  Our  i n t e r e s t s  a r e ,  o u r  o w n e r s h i p

i n t e r e s t  i s  r o u g h l y  a b o u t  t h e  s a m e  a s  ARCO's  i n t e r e s t  i s ,  

b u t  ARCO a n d  BP a r e  t h e  o p e r a t o r s  s o  we d o n ' c  h a v e  t h e  s ame  

e m p l o y e e  p r e s e n c e  h e r e  i n  A l a s k a  t h a t  t h o s e  two c o m p a n i e s  

d o .

FURNACE: T h a n k  y o u . . . .

SERENA: I t h i n k  t h a t  o n e  y a r d s t i c k  o f  p r o d u c t i o n  i s  a v e r y

t e l l i n g  o n e .  I t ' s  v e r y  i m p o r t a n t  t o  u s .

FURNACE: Can  y o u  j u s t ,  i n  a t h u m b n a i l  s h a p e  h e r e ,  c o m p a r e  t h e

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

v e r s u s  o t h e r  s t a t e s  w i t h i n  t h e  U n i t e d  S t a t e s  t h a t  y o u ' r e  

c u r r e n t l y  o p e r a t i n g .

SERENA: W e l l ,  I w a n t  t o  p r o c e e d  v e r y  c a r e f u l l y  a s  I a n s w e r  t h a t

q u e s t i o n .  A l a s k a  i s  a v e r y  c h a l l e n g i n g  p o l i t i c a l  a n d  t a x i n g  

l e g i s l a t i v e  e n v i r o n m e n t .  T h e r e  a r e  a p p r o x i m a t e l y  2 0 0  em­

p l o y e e s  i n  t h e  t a x  f u n c t i o n  o f  EXXON U . S . A . ,  199 o f  t h e m

l i v e  i n  H o u s t o n .  O n l y  o n e  l i v e s  o u t s i d e  o f  H o u s t o n  a n d  

t h a t ' s  me .  S o ,  t h a t ' s  w h a t  we  t h i n k  a b o u t  A l a s k a ' s  t a x  

p r o b l e m s  w i t h  r e s p e c t  t o  o u r  m a n p o w e r  r e s o u r c e s .  We, we 

h a v e  c h a l l e n g e s  i n  o u r  t a x  c o m p l i a n c e  a r e a .  We h a v e  c h a l ­
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l e n g e s  i n  th® l e g i s l a t i v e  a r e a .  We m e e t  w i t h  yo u  a l l  t h e  

t i m e .  Y e a r  a f t e r  y e a r  we t a l k  a b o u t  ELF a n d  we t a l k  a b o u t  a 

l o t  o f  o t h e r  t h i n g s .  We, y o u ,  a n d  t h i s  l e g i s l a t u r e  i s  v e r y  

p r o - a c t i v e  i n  t h e  t a x  a r e a  a n d  we a r e  p l e a s e d  w i t h  t h a t  i n  

many  c a s e s .  W e ' r e  d i s a p p o i n t e d  s ome  t i m e ,  p a r t i c u l a r l y  w i t h  

r e s p e c t  t o  ELF,  b u t  i t ' s  a e r y  c h a l l e n g i n g  e n v i r o n m e n t .  We 

l i k e  t h i n g s  j u s t  t h e  way t h e y  a r e .  W e ' v e  n e v e r  c ome  t o  you 

a n d  a s k e d  yo u  t o  r e d u c e  o u r  t a x e s .  We d o n ' t  w a n t  you  t o  

i n c r e a s e  t h e m e i t h e r .

FURNACE; T h a n k  y o u ,  Mr.  C h a i r m a n .

CHAIR: I  c a n ' t  h e l p  b u t  c o m m e n t  h e r e  why y o u ' v e  b e e n  d e p r e s s e d ,

o r  c u r i o u s  a b o u t  t h e  e m p l o y e e s  s u c h  a s  y o u r s e l f .  I d o n ' t  

know w h e t h e r  t o  c a l l  y o u  a c i t i z e n  o f  A l a s k a  o r  a c i t i z e n  o f  

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

l i f e s t y l e  a n d  I j u s t  h a d  t o  s<iy t h a t .  I  p r o b a b l y  w o n ’ t  g e t  

t h e  o p p o r t u n i t y  a g a i n .

FURNACE: E x c u s e  me,  may I ma k e  a s t a t e m e n t  f o r  t h e  r e c o r d .  You

h a v e  a s k e d  on  many o c c a s i o n s ,  i n  f a c t ,  you  made  a c om m e n t  a 

mome nt  a g o  a b o u t  t h e  a b s e n c e  o f  i n f o r m a t i o n  a n d  t h e  s t a t e ­

m e n t  w a s ,  l e s s  i n f o r m a t i o n  c r e a t e s  mo r e  l o s s .  I  t h i n k  we 

n e e d  t o  b e  v e r y  s e n s i t i v e  h e r e  t h a t  t h e  s h a r i n g  o f  i n f o r m a ­

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

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

v e r y  c a r e f u l l y .  As y o u  w e l l  k n o w  t h e r e  i s  a v e r y  q u i c k  

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

d i s c l o s e  t o o  much i n f o r m a t i o n .  And i t  i s  a l s o  t h e  p r o b l e m  

o f  b e i n g  a b l e  t o  p r o t e c t  p r o p r i e t a r y  i n f o r m a t i o n .  S o ,  you 

k n o w,  we c h a s t i s e  t he m f o r  i n f o r m a t i o n  b u t  we n e e d  t o  be  

s e n s i t i v e  o f  t h o s e  two p o i n t s .
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CHAIR:  T h a n k  y o u ,  R e p r e s e n t a t i v e  F u r n a c e .  I t h i n k  t h a t ' s  a

p o i n t  w e l l  t a k e n ,  a nd  p e r h a p s  now t h a t  y o u ' v e  m e n t i o n e d  t h e  

f a c t  t h a t  p e r h a p s  t h e  S t a t e  o f  A l a s k a  n e e d s  t o  d e v e l o p  a 

c o u p l e  o f  t o o l s  t h a t  we d o  n o t  h a v e  s o  we d o  n o t  h a v e  t o  

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

b e  a m a r k e t i n g  a r m  b y  t h e  S t a t e  g o v e r n m e n t  t o  d e t e r m i n e  

e x a c t l y  w h a t  t h e  v a l u e  o f  t h e  o i l  w o u ld  b e  a s  w e l l  a s  some 

m e t h o d  o r  t o o l  t h a t  we c o u l d  u s e  t o  d e v e l o p  w h a t  t h o s e  

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

t i o n  we g e t  f r o m  t h e  i n d u s t r y .  T h e r e b y  p r o t e c t i n g  b o t h  o f  

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

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

l i k e  t o  g o  on  t o  R e p r e s e n t a t i v e  B o u c h e r .

BOUCHER: I  t h i n k  i t  was  R e p r e s e n t a t i v e  H u d s o n .

CHAIR:  Oh ,  I ' m  s o r r y .

HUDSON: T h a t ' s  a l l  r i g h t .  L e t  R e p r e s e n t a t i v e  B o u c h e r  g o .

BOUCHER: I  w a n t  t o  go b a c k  t o  w h a t  r e a l l y  t h i s  i s  a l l  a b o u t ;

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

T h e r e  w a s ,  I  d a t e  b a c k  t o  t h e  b e g i n n i n g  o n  t h i s  t h i n g  a n d  i t  

w a s  o u r  c o n c e r n  t h a t  i n d e e d ,  t h e y ' d  j u s t  d r i v e  ( i n d i s c e r n i ­

b l e )  a n d  move  o n .  W e l l ,  f o r  w h a t e v e r  r e a s o n  t h a t  h a s n ’ t  

b e e n  t h e  c a s e .  I w o u l d  l i k e  t o  f o r m  a q u e s t i o n .  I n  1 9 88 ,  

t h i s  i s  o n  t h e  b o t t o m  o f  p a g e  3 ,  s i r ,  t h e  p r o d u c t i o n  d r o p p e d  

f r o m  t h e  h u n d r e d ,  1 . 5 0  t o  1 . 4 5 ,  a n d  o f  c o u r s e ,  d e p e n d i n g  

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

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

p e r i o d  o f  t i m e  b y  t h e  i n v e s t m e n t .  I s  t h a t  n o t  t r u e ?
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S E R E N A :  I  t h i n k  t h a t ' s  c l e a r l y  t h e  c a s e .

BOUCHER: I t h i n k ,  I  t h i n k  I ' d  l i k e  t o  know how much h a s  b e e n

i n v e s t e d .  T h i s  q u e s t i o n  p r o b a b l y  w as  a s k e d ,  a n d  by t h a t  

i n v e s t m e n t ,  how much m o r e  o i l  was  p r o d u c e d ?  And o b v i o u s l y ,  

t h e  S t a t e  o f  A l a s k a  d i d n ' t  h a v e  t o  i n v e s t  i n  t h a t .  And how 

much r e v e n u e  t h a t  r e s u l t e d  t o  t h e  S t a t e  i n  t e r m s  o f  s e v e r ­

a n c e  t a x  by  t h e  a d d i t i o n a l  i n v e s t m e n t .  Does  t h a t  q u e s t i o n  

make  s e n s e  t o  y o u ?

SERENA: B e g i n n i n g  a t  w h a t  p e r i o d .  What  t i m e  f r a m e  w e r e  y o u . . .

BOUCHER: You p r e t t y  w e l l  k now.  You know when  you  had  t o  s t a r t

d o i n g ,  when you  h a d  t o  s t a r t  a d d i n g  t o  t h e  n a t u r a l  f u r c t i o n  

o f  t h e  r e s e r v o i r .  I ' d  s a y  f r o m  t h a t  t i m e ,  i n  o t h e r  w o r d s ,  

t h e r e ' s  two o p t i o n s  yo u  c o u l d  t a k e  a n d  t h e y  w o u l d ' h a v e  b e e n  

no  a d d i t i o n a l  w o r k ,  n o  w a t e r  i n j e c t i o n ,  e t c .  J u s t  d r a i n  t h e  

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

t h r o u g h  t h a t  p i p e l i n e  t o d a y ?  I t h i n k  c o n s i d e r a b l y  l e s s  t h a n  

t h a t .  And I t h i n k  t h a t ' s  o n e  p l a c e  t h a t  I w o u l d  be  v e r y  

i n t e r e s t e d  i n ,  a n d  I h a v e n ' t  u n l e s s  I h a v e n ' t  r e t a i n e d  t h a t  

i n f o r m a t i o n ,  h e a r d  t h a t  s t o r y  t o l d .  N e v e r  m i n d  t h e  a m o u n t ,  

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

i n g  t e c h n o l o g y  t o  t h e  f i e l d  how much  m o n ey  do  yo u  s p e n d ?  

How much a d d i t i o n a l  p r o d u c t i o n ?  Wha t  w a s  t h e  r e t u r n  t o  t h e  

S t a t e ?  And I  t h i n k  y o u  w i l l  f i n d  t h a t  t o  b e  a s i g n i f i c a n t  

a m o u n t ,  b u t  e v e n  m o r e  i m p o r t a n t  I w o u l d  l i k e  t o  f i n d  o u t ,  

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

w o u l d  we b e  t o d a y ?  And w o u l d  t h e  w o r l d  o i l  p r i c e  b e  j u s t  

t h e  s a m e  i s  t h e y  w e r e ?
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CHm I R :  Would you l i k e  EXXON t o  g e t  t h o s e  a n s w e r s  t o  y o u ,  o r  a r e

y o u  ( i n d i s c e r n i b l e )

BOUCHER: No,  I t h i n k ,  i f  t h a t  q u e s t i o n  h a s  b e e n  a s k e d  i n  t h e

b o d y  o f  i n f o r m a t i o n  t h a t  h a s  _ome t o  y o u ,  Mr .  C h a i r m a n ,  t h e n  

i t  d o e s n ' t  n e e d  t o  b e  r e p e a t e d .  B u t ,  I ' m  a s k i n g  t h a t  q u e s ­

t i o n  t o  t h e  i n d u s t r y  i n  g e n e r a l .

CHAIR:  Th a nk  y o u ,  R e p r e s e n t a t i v e  B o u c h e r .  On t h e  t h e  q u e s t i o n

o f  q u e s t i o n s ,  I w o u l d  j u s t  l i k e  t o  a n n o u n c e  t h a t  t h e  c o m m i t ­

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

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

o t h e r  t h i n g s ,  a n d  a s p e c i a l  q u e s t i o n  f o r  Mr .  W i l l i a m s .  On 

y o u r  h a n d o u t  y o u  s h o w e d  p r o d u c t i o n  c o s t s  o f  $ 3 . 3 9 ,  and  I 

w o u l d  l i k e  f o r  y o u  t o  s h o w ,  i f  y o u  c o u l d ,  how y o u  b r e a k  

t h o s e  c o s t s  d ow n .  Now I w o u l d  l i k e  a s p e c i f i c  i d e a  a n d  i f  

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

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

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

q u e s t i o n s  o f  t h a t  g e n e r a l  n a t u r e  t o  y o u .  I am g o i n g  t o  t a k e  

o n e  m c - e  R e p r e s e n t a t i v e ' s  q u e s t i o n s  a n d  t h e n ,  h o p e f u l l y ,  we 

c a n  b r i n g  t h i s  m e e t i n g  t o  a c l o s e .  R e p r e s e n t a t i v e  C o l l i n s ,  

y o u  h a v e  t h e  l a s t  w o r d .

REPRESENTATIVE VIRGINIA COLLINS (COLLINS) :  Women j u s t  l o v e  t h a t .

T h a n k  y o u ,  Mr .  C h a i r m a n .  I h a v e  I g u e s s  a c o u p l e  o f  com­

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

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

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

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

k i n d  o f  i n f o r m a t i o n  t h e y  w e r e  u s i n g  a t  t h e  Lime t h e y  come up  

w i t h  t h e s e  c o m p a r i s o n s  a n d  we c o u l d  c o m p a r e  t h a t  w i t h  w h a t ­
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e v e r  we g e t  f r o m  y o u ,  a n d  t h a t  w o u l d  b e  more  h e l p f u l  t o  me.  

I ,  t h e  q u e s t i o n  I h ad  i s  d o  y o u  a g r e e  w i t h  Mr.  W i l l i a m s  t h a t  

t h e  f o r m u l a  a s  i d e n t i f i e d  i n  t h e  HB 118 i s  i n  e r r o r ?

SERENA: I a g r e e  w i t h  Mr.  W i l l i a m s  t h a t  i t  p o i n t s  up  a s e r i o u s

p r o o l e m .  T h e  f o r m u l a  s e „  o u t  t h e r e  w o r k s ,  i t  d o e s n ’ t  n e c e s ­

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

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

t h i s  f o r m u l a  i s  s u c h  t h a t  we a s k  o u r  l e g i s l a t o r s  t o  r e v i e w  

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

h a v e ,  i t ' s  n o t  o u r  p l a c e  t o  e x p e c t  y ou  a l l  t o  b e  e x p e r t s  i n  

a l g e b r a ,  b u t  t h i n g s  a r e  s o  c o m p l e x  h e r e .  T h i s  f o r m u l a  h a s  

now b e c o m e  s o  c o m p l e x  t h a t  I h a d  t o  r e a d  i t  f i v e  t i m e s  

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

c o n f u s i o n  i n  o u r  o f f i c e  when  we a s k e d  o u r  a n a l y s t  t o  r u n  

t h r o u g h  i t .  I ,  I a g r e e  t h a t  t h e  p r o b l e m  t h a t  t h e ,  t h a t  Tom 

b r o u g h t  t o  y o u r  a t t e n t i o n  b e f o r e ,  I  t h i n k  i s  a p r p b l e m  a nd  

n e e d s  t o  b e  r e s o l v e d .  W e ' v e  d r a w n  up  some c u r v e s  t h a t  we 

t h i n k  w i l l  g o  on  t h e s e ,  a n d  i t s  n o t  c l e a r  w h e t h e r  t h a t ' s  

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

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

COLLINS:  T h a n k  y o u .  I f  I may f o l l o w u p .  One o f  t h e  o t h e r  c u r v e s

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

q u e s t i o n s  t h a t  a r e  b e i n g  a s k e d  i s  r e a l l y  a q u e s t i o n  r e l e v a n t  

t o  p r o f i t a b i l i t y  d e g r e e s ,  a nd  p r o f i t a b i l i t y  among t h e  i n d u s ­

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

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

i s  a p r o f i t .  You c a n  h a v e  a p r o f i t  o f  a d o l . . .  1%, o r  you  

c a n  h a v e  a p r o f i t  o f  50%. I s  t h e r e  some l e v e l  o u t  t h e r e

t h a t  i s  k i n d  o f  s t a n d a r d  t h a t  p e o p l e  s a y ,  y o u ' r e  w a s t i n g  

y o u r  t i m e  i f  y o u ' r e  n o t  m a k i n g  a p r o f i t  o f  o v e r  5% o r  10% o r



w h a t e v e r ?

SERENA: No ,  a n d  a s  I  m e n t i o n e d  e a r l i e r ,  t h o s e  d e c i s i o n s  a r e

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

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

d o n ' t  t e l l  t h e m  w h a t  o u r s  i s .  O u r s  c h a n g e s  f r o m  t i m e  t o  

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

r i g h t  n o w ,  b u t  t h o s e  d e c i s i o n s  a r e  made  by  m a n a g e m e n t  o f  o u r  

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

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

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

w h a t ' s  p e r c e i v e d  t o  be  t h e  p r i c e  o f  c r u d e  o i l ,  a n d  j u s t  how 

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

t im e .

COLLINS: T h a n k  y o u ,  t h a t ' s  a l l  I h a d ,  Mr.  C h a i r m a n .

CHAIR: T h a n k  y o u ,  Mr .  S e r e n a .  I t h i n k  we b e t t e r  c l o s e  t h i s  o f f

o r  I w o n ' t  b e  a b l e  t o  a f f o r d  t o  t r a n s c r i b e  t h e  n o t e s .  I ' d

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

a n y o n e  l e f t  o u t  t h e r e  f r o m  t h e  t e l e c o n f e r e n c e ,  t h a n k  y o u  f o r  

h a n g i n g  i n  t h e r e ,  a n d  a t  b : 3 2 t h i s  m e e t i n g  i s  a d j o u r n e d .

I ' d  l i k e  t o  n o t e  t h a t  R e p r e s e n t a t i v e  D a v i s  h a s  b e e n  w i t h  u s  

f o r  a w h i l e  u p  i n  F a i r b a n k s .  T h a n k  y o u ,  R e p r e s e n t a t i v e  

D a v i s .  We ’ l l  p r o b a b l y  s e e  y o u  o n  Monday .
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TRANSCRIPTION
OF

HOUSE RESOURCE COMMITTEE MEETING 

HOUSE BILL NO. 118 -  ELF 

F e b r u a r y  10 ,  1989

REPRESENTATIVE DAVIDSON (CHAIR):  . . . C o m m i t t e e  t o  o r d e r  on  F e b r u ­

a r y  10 ,  1989 a t  3 : 1 0  p . m .  Members  p r e s e n t :  R e p r e s e n t a t i v e s  

V i c e  C h a i r m a n  J a c k o ,  R e p r e s e n t a t i v e s  N a v a r r e ,  H ud so n ,  a n d  

F u r n a c e ,  a nd  o n  t h e  t e l e c o n f e r e n c e  n e t w o r k  we h a v e  C o - c n a i r -  

man M en a rd  i n  M a t - S u ,  a s  w e l l  a s  R e p r e s e n t a t i v e  S h a r p  i n  

F a i r b a n k s .  Do y o u  c o p y  i n  o u r  t e l e c o n f e r e n c e  b r i d g e  p l e a s e .

BRIDGE: Y e s ,  Mr.  C h a i r m a n .  We c o py  y o u  l o u d  a n d  c l e a r  a n d  l i k e

I s a i d  e a r l i e r ,  w e ' r e  s m i l i n g  t o d a y .  O v e r .

CHAIR:  T h a n k  y o u .  Has  R e p r e s e n t a t i v e  S h a r p  r e t u r n e d  t o  t h e  room

y e t  i n  F a i r b a n k s ?

FAIRBANKS: Not  y e t .

CHAIR:  O k a y ,  p l e a s e  i n f o r m  u s  o r  t h e  m o d e r a t o r ,  r a t h e r  t h e  b r i d g e  

o p e r a t o r  when e i t h e r  D a v i s ,  R e p r e s e n t a t i v e  D a v i s  o r  S h a r p  

j o i n  u s .  T h a n k  y o u  v e r y  much .  W i t h  t h a t  I w o u l d  l i k e  t o  

c o n t i n u e  t h e  h e a r i n g  on  Ho u se  B i l l  1 1 8 ,  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 y  P r o d u c t i o n  T a x ,  known by  ELF by 

m o s t  o f  u s  I b e l i e v e .  F i r s t ,  I w o u l d  l i k e  t o  make  a c o u p l e  

o f  a n n o u n c e m e n t s . I w o u l d  a s k  t h a t  t h e  p e o p l e  who t e s t i f y  

a s  w e l l  a s  o u r  R e p r e s e n t a t i v e s  p l e a s e  s p e a k  i n t o  t h e  m i k e .  

Y e s t e r d a y  we d i d  h a v e  some  d i f f i c u l t y ,  t h e r e  w as  s ome  d i f f i ­

c u l t y  h e a r i n g  u s  o u t  o v e r  t h e  n e t w o r k .  S o ,  I a s k  y o u  t o  

s p e a k  u p  a n d  i n t o  t h e  m i c r o p h o n e s .  And s e c o n d l y ,  f o r  e v e r y -
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o n e  who t e s t i f i e d  y e s t e r d a y  a n d  a l l  i n d u s t r y  p e o p l e  who 

t e s t i f y  t o m o r r o w ,  i f  y o u ' d  l i k e  t o  p i c k  t h e m  u p ,  t h e  C om m i t ­

t e e  h a s  a l i s t  o f  q u e s t i o n s  t h a t  we w o u l d  l i k e  a l l  o f  you  

who t e s t i f y  who h a v e  an  i n t e r e s t  i n  t h i s  i s s u e  t o  p l e a s e  

a n s w e r ,  and  we w o u l d  l i k e  a r e s p o n s e  t o  t h o s e  i n  a t i m e l y  

m a n n e r ,  h o p e f u l l y  by  F r i d a y ,  F e b r u a r y  t h e  1 7 t h .  T h e r e  a r e  

two o t h e r  v e r y  i m p o r t a n t  a n n o u n c e m e n t s ,  a c t u a l l y  t h e  q u e s ­

t i o n s  was  o n e  o f  t h e m ,  t h e  o t h e r  o n e  i s  t h a t  on W e d n e s d a y  we 

w i l l  h o p e f u l l y  b e  o f f e r i n g  t i m e  f o r  s h o r t  c o n c i s e  summary  

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

w e l l  a s  t h e  p e t r o l e u m  i n d u s t r i e s .  C o n t i n u i n g  on  h e r e  t o d a y ,  

T d o  h a v e  a c o u p l e  o f  o t h e r  c o m m e n t s  t h a t  I w o u ld  l i k e  t o  

make  b e f o r e  we g e t  h e a v y  i n t o  t h i s  p r o c e e d i n g .  I h o p e  t h a t  

you  w i l l  b e a r  w i t h  me f o r  a c o u p l e  o f  m i n u t e s  h e r e .

T o d a y  we c o n t i n u e  o u r  d i s c u s s i o n  on  t h i s  d e b a t e  o f  H o u s e  

B i l l  1 1 8 .  And b e f o r e  we move on  f o r  a c o n t i n u a t i o n  o f  t h e  

A d m i n i s t r a t i o n ' s  p r e s e n t a t i o n s  I h a v e  a c o u p l e  o f  q u e s t i o n s  

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

Y e s t e r d a y ,  t h e r e  w e r e  two n e w s p a p e r  a r t i c l e s  t h a t  c a u g h t  my 

a t t e n t i o n  a nd  o n e  w as  a n  a d  i n  t h e  J u n e a u  E m p i r e  t h a t  was  

a b o u t  a t h r e e - q u a r t e r s  o f  a p a g e  a d  a n d  i t  s a i d  " Wha t  i s  

ELF?"  I t  was  p a i d  f o r  by o n e  o f  t h e  o i l  c o m p a n i e s .  And I 

f o u n d  i t  i n t e r e s t i n g  b e c a u s e  i t  i s  a q u e s t i o n  we a r e  o u r ­

s e l v e s  a d d r e s s i n g  h e r e .  S o ,  when e i t h e r  Mr.  E r i c k s o n  o r ,  

w e l l  y e s ,  Mr .  E r i c k s o n ,  i f  you w o u l d  p l e a s e  h e l p  t o  r a i s e  

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

t i o n s  a n d  a l s o  t h e  a n s w e r  t o  t h a t  w a s  p r e s e n t e d  a nd  I  w o u l d  

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

I  r e q u e s t e d  s t a f f  t o  g e t  t h a t  f o r  me.
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The o t h e r  t h i n g  I w o u l d  l i k e  t o  add  i s  t h a t  y e s t e r d a y  we 

h e a r d  e x t e n s i v e  t e s t i m o n y  i n d i c a t i n g  t h a t  H o u s e  B i l l  118 

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

i n t e n d e d  t o  d o ;  a nd  a p p a r e n t l y  i s  n o t  d o i n g .  And t h a t  i s  t o  

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

s u c h  a b r e a k .

The  q u e s t i o n  b e f o r e  u s  t h e n  i s  n o t  w h a t  i f  ELF? R a t h e r ,  how 

d o e s  t h e  ELF w o r k ?  I s  i t  d o i n g  i t s  j o b ?  S h o u l d  t h e  ELF be  

m o d i f i e d  t o  a c c o m p l i s h  t h e  s t a t e d  g o a l s ?  T h e  o t h e r  a r t i c l e  

t h a t  c a u g h t  my e y e  was  t h e  a r t i c l e  t h a t  was  i n  t h e  A n c h o r a g e  

T i m e s ,  F e b r u a r y  t h e  8 t h ,  r e f e r r i n g  t o  o u r  d i s c u s s i o n s  h e r e  

a s  " t a m p e r i n g  w i t h  E L F . "  h  m a j o r  s p o k e s m a n  f o r  t h e  o i l  

i n d u s t r y ,  E.  J o h n  Br o wn ,  V i c e  P r e s i d e n t  f o r  BP E x p l o r a t i o n s ,  

s a i d ,  a n d  I q u o t e ,  " I f  A l a s k a  g o e s  a h e a d  a n d  c h a n g e s  t h e  ELF 

f o r  P r u d h o e  Bay we w o u l d  h a v e  n o  c h o i c e  b u t  t o  c u t  b a c k  o u r  

p l a n n e d  d e v e l o p m e n t s  h e r e  a n d  e l s e w h e r e  i n  t h e  s t a t e . "  I am 

g r a t e f u l  t o  Mr .  Brown f o r  p u t t i n g  t h i s  q u e s t i o n  b e f o r e  u s .  

T h i s  i s  a n  i m p o r t a n t  s t a t e m e n t  t h a t  e x p r e s s e s  m a j o r  c o n c e r n s  

a b o u t  t h e  p u b l i c  p o l i c y  t o d a y  b e f o r e  t h i s  C o m m i t t e e .  And I 

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

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

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

a n d  a p p r o p r i a t e .

My q u e s t i o n ,  w h i c h  I  h o p e ,  Mr .  E r i c k s o n ,  y o u  c a n  a d d r e s s  i n  

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

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

H o u s e  B i l l  1 1 8 ?  And i s  t h e  c u r r e n t  a c t i v i t y  o f  d r i l l i n g  and 

w e l l  r e w o r k i n g  a t  P r u d h o e  Bay  a t t r i b u t a b l e  t o  t h e  ELF r a t e ,  

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

p r i c e  o f  o i l ?  I n  t h e s e  p e r i o d s  we a r e  i n v o l v e d  i n  a p u b l i c



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

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

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

t h e  t e s t i m o n y  o f  t h e  A d m i n i s t r a t i o n  t o d a y ,  a n d  I l o o k  f o r ­

w a r d  t o  t h e  i n f o r m a t i o r v .  U»e o i l  i n d u s t r y  t o m o r r o w .

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

w e e k .  W i t h  t h o s e  c o m m e n t s ,  I w o u l d  a s k  t h e n  t h a t  t h e  Admin­

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

COMMISSIONER HUGH MALONE (COMMISSIONER):  Mr.  C h a i r m a n ,  w i t h

l e a v e  o f  t h e  C o m m i t t e e ,  o n e  o f  t h e  t h i n g s  I w o u l d  l i k e  t o  do 

t o d a y  i s  make  a c h a n g e  i n  t h e  o r d e r  o f  p r e s e n t a t i o n ,  t h e  

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

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

r a t h e r  t h a n  t h e  e f f e c 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  on 

A l a s k a ' s  r e v e n u e s .  I n  o t h e r  w o r d s ,  r e v e r s e  t h e  o r d e r  o f  

p r e s e n t a t i o n .  L e t  Mr .  E r i c k s o n  g o  f i r s t  a n d  M " ., L o g s d a n  

t a k e  u p  t h e  l a s t  p a r t  o f  t h e  p r e s e n t a t i o n ,  i f  t h a t ' s  a g r e e ­

a b l e  .

CHAIR: T h a t  w o u l d  be  f i n e ,  t h a n k  y o u ,  C o m m i s s i o n e r .  I u n d e r ­

s t a n d  w i t h  t h a t  we a r e  r e a d y  f o r  Mr.  E r i c k s o n .

COMMISSIONER: Y e a h ,  Mr.  C h a i r m a n ,  I  w o u l d  l i k e  t o  i n t r o d u c e  Mr.

E r i c k s o n  t o  t h e  C o m m i t t e e .  G r e g  E r i c k s o n  h a s  b e e n  a n  e c o n o ­

m i s t  f o r  t h e  S t a t e  o f  A l a s k a  f o r  q u i t e  a n u m b e r  o f  y e a r s .  I 

h a d  t h e  o p p o r t u n i t y  t o  w o r k  w i t h  h im i n  t h e  e a r l y  ' 7 0 ' s .  I 

f o u n d  t h e s e  s a m e  i s s u e s .  Mr .  E r i c k s o n  h a s  f o l l o w e d  them 

c l o s e l y ,  t h e  e n t i r e  l e g i s l a t i v e  h i s t o r y  o f  t h e  o i l  t a x  

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

e c o n o m i s t  i n  t h e  G o v e r n o r ' s  O f f i c e  o f  M a n a g e m e n t  a n d  B u d g e t  

P o l i c y  D i v i s i o n  a n d  h a s  d o n e  e x t e n s i v e  work  on  t h e  E c o n o m i c



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

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

And I  t h i n k  t h a t  you  w i l l  f i n d  t h a t  Mr.  E r i c k s o n ' s  p r e s e n t a ­

t i o n  i s  i n t e r e s t i n g ,  and  I h o p e  y o u  f i n d  i t  e n l i g h t e n i n g .  

G r e g .

CHAIR: T h a n k  y o u ,  C o m m i s s i o n e r ,  and  Mr.  E r i c k s o n ,  we lco me  t o  o u r

c o m m i t t e e .  W i l l  y o u  p l e a s e  s t a t e  y o u r  name a nd  who y o u r  a r e  

r e p r e s e n t i n g  f o r  t h e  r e c o r d .

GREG ERICKSON: T h a n k  y o u ,  Mr.  C h a i r m a n .  My name i s  G r e g  E r i c k ­

s o n .  I am S e n i o r  E c o n o m i s t  w i t h  t h e  D i v i s i o n  o f  P o l i c y  i n  

t h e  G o v e r n o r ' s  O f f i c e .  Mr.  M a l o n e  d i d  n o t  m e n t i o n  i n  h i s  

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

s i n g e r ,  a n d  i n  f a c t ,  t o n i g h t  i s  o p e n i n g  n i g h t .  And a n o t h e r  

f a c t  i s  t h a t  I  am l o s i n g  my v o i c e .  S o ,  i f  you  w o u l d  n o t  

m i n d ,  Mr .  C h a i r m a n  i f  I o c c a s i o n a l l y  s w i g  t h e  f r u i t  j u i c e  

h e r e  a s  we g o  a l o n g ,  and  p e r h a p s  I ' l l . . .

UNKNOWN: I s  t h a t  home b r e w ?

GREG ERICKSON: I w i s h  maybe  i t  w a s .

CHAIR: Mr.  E r i c k s o n ,  t h e  o p e r a  m o s t  c e r t a i n l y  m u s t  g o  o n  a n d

c e r t a i n l y ,  we h a v e  n o  o b j e c t i o n .  We h a v e  a f ew m e c h a n i c a l  

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

GREG ERICKSON: Mr .  C h a i r m a n ,  I g r e w  u p  i n  A n c h o r a g e .  May b e  i t

w i l l  b e  h e l p f u l  s i n c e  I  am g o i n g  t o  b e  s p e a k i n g  t o  y o u  f o r  a

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

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

b i a s e s .  I g r e w  u p  i n  A n c h o r a g e  i n  t h e  1 9 5 0 ' s ,  was  e d u c a t e d
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i n  A n c h o r a g e  s c h o o l s ,  w e n t  b a c k  e a s t  t o  c o l l e g e ,  s t u d i e d  

e c o n o m i c s  a n d  I r e t u r n e d  t o  A l a s k a  i n  t h e  e a r l y  1 9 6 0 ' s ,  

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

w e n t  b a c k  t o  s c h o o l  a t  t h e  U n i v e r s i t y  o f  A l a s k a  i n  F a i r ­

b a n k s ,  d i d  g r a d u a t e  work  i n  e c o n o m i c s  t h e r e ,  w o r k e d  f o r  t h e  

I n s t i t u t e  f o r  S o c i a l  and E c o n o m i c  R e s e a r c h  t h e r e .  And h a v e  

s i n c e  1966  b e e n  a p r o f e s s i o n a l  e c o n o m i s t  e n g a g e d  i n  A l a s k a  

f i s c a l  a n d  r e s o u r c e  e c o n o m i c  i s s u e s .  1972 t o  1975 I w o r k e d  

f o r  R e s o u r c e s  f o r  t h e  F u t u r e ,  h o w e v e r ,  i n  W a s h i n g t o n ,  D.C .  

on t h e  N a t i o n a l  E n e r g y  P o l i c y  P r o j e c t ,  and  f r om 1975 t o  1976  

w o r k e d  f o r  t h e  l a t e  S e n a t o r  H e n r y  M. " S c o o p "  J a c k s o n  a s  a 

s t a f f  e c o n o m i s t  o n  t h e  w h a t  i s  now t h e  E n e r g y  C o m m i t t e e ,  a n d  

w h a t  was  t h e n  t h e  I n t e r i o r  a n d  I n s u l a r  A f f a i r s  C o m m i t t e e ,  my 

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

f e d e r a l  g o v e r n m e n t .  I g r e w  up  i n  a p o l i t i c a l  f a m i l y  i n  

w h i c h  Bob B a r t l e t t  a n d  E r n e s t  G r u e n i n g  w e r e  v i s i t o r s  i n  o u r  

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

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

And t h o s e  v a l u e s  s a y  t n a t  when i t  c o m e s  t o  e v a l u a t i n g  t h e  

k i n d  o f  i s s u e s  b e f o r e  y o u  h e r e  t o d a y ,  t h e  i s s u e  i s  n o t  

w h a t ' s  g o o d  f o r  t h e  o i l  c o m p a n i e s .  T h e  i s s u e  i s  w h a t  i s  

g o o d  f o r  A l a s k a ?  And I t h i n k  t h a t ' s  a n  i m p o r t a n t  d i f f e r e n c e  

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

t o  t e l l  u s  t h a t  t h e ,  w h a t ' s  g o o d  f o r  t h e  o i l  c o m p a n i e s  i s  

g o o d  f o r  A l a s k a .  Now, I w o u l d n ' t  w i s h  i t  a l l  o n  t h e  o i l  

c o m p a n i e s .  We w a n t  t o  s e e  t he m s u c c e s s f u l ,  b u t  i t s  w r o n g  t o  

s a y  t h a t  w h a t ' s  g o o d  f o r  t h e  o i l  c o m p a n i e s  i s  n e c e s s a r i l y  

g o o d  f o r  A l a s k a .  And t h a t ' s  my p r e j u d i c e .  I ' m  a l s o  v e r y  

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

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

U n i t e d  S t a t e s  a n d  A l a s k a .



T h i s  p r o b l e m  t h a t  w e ’ r e  f a c i n g  i s  o n e  t h a t  i s  n o t  a new one  

f o r  A l a s k a n s .  T h e  q u e s t i o n  i s  how much o f  t h e  r e t u r n  f r om a 

r e s o u r c e  i s  g o i n g  t o  go  t o  t h o s e  who s u p p l y  t h e  c a p i t a l  and 

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

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

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

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

p r o b l e m  g e n e r a l l y  d o e s n ' t  r e s u l t  i n  t h e  r e s o u r c e  o w n e r s  

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

who s u p p l y  t h e  c a p i t a l  a n d  t e c h n o l o g y  a l s o  < . n e r a l l y  h a v e  

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

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

o p m e n t  g e t s  s h a r e d .  And t h e y  u s u a l l y  g e t  a p r e t t y  g o o d  

s h a r e  f o r  t h e m s e l v e s .  B u t  i t ' s  n o t  a new p r o b l e m  f o r  A l a s ­

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

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

And t h e  p h o t o  t h a t  y o u  s e e  b e h i n d  me i n d i c a t e s  E r n e s t  G r u e n ­

i n g ,  f o r t y - e i g h t  y e a r s  a g o ,  t o  t h e  p e o p l e  o f  A l a s k a .  He had  

j u s t  c o n c l u d e d  a s e s s i o n  o , f  t h e  1 5 t h  T e r r i t o r i a l  L e g i s l a ­

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

s o u r c e s  a n d  i n c o m e s  h a d  b e e n  d e n i e d  a h e a r i n g  by t h e  T e r r i ­

t o r i a l  S e n a t e .  And t h e  l e t t e r  h e  w r o t e ,  t h e  w o r d s  he  w r o t e  

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

T h e  i s s u e  t h e n ,  a nd  a s  i t  i s  t o d a y ,  w a s  w h e t h e r  A l a s k a  s h a l l  

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

i s  t o  t a k e  o f  A l a s k a  a s  much a s  t h e y  c a n  a s  f a s t  a s  t h e y  

c a n ,  a n d  l e a v e  a s  l i t t l e  a s  p o s s i b l e .

W e l l ,  t h e  ELF i s s u e ,  a s  y o u  h e a r d  y e s t e r d a y ,  b e c a m e  a m a t t e r  

o f  s i g n i f i c a n c e  a g a i n  i n  1 9 8 7  when t h e  t i m e  bomb,  a s  Mr.  

M a l o n e  c h a r a c t e r i z e d ,  t h a t  p l a c e d  i n  1 9 8 1 ,  w a s  s e t  t o  go 

o f f .  And o u r  t a x  r a t e s  w o u l d  e f f e c t i v e l y  b e  r e d u c e d .  The



o i l  i n d u s t r y  knew t h a t  t i m e  bomb was  t i c k i n g  a nd  t h e  o i l  

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

m i g h t  t a k e  a c t i o n  t o  m a i n t a i n  t h e  t a x  r a t e  a t  t h e  l e v e l  i t  

wa s  p r i o r  t o  J u n e  o f  1 9 8 7 ,  15% r a t e  o n  P r u d h o e ,  o r  o t h e r

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

i t a b i l i t y .  E a r l y  i n  1985  t h e  i n d u s t r y  b e g a n  a c a m p a i g n ,  a 

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

k e y s t o n e  o f  t h e i r  c a m p a i g n ,  k e y n o t e  o f  t h a t  c a m p a i g n ,  was  

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

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

m a r g i n a l  f i e l d s .  G e o r g e  N e l s o n  s a i d ,  "We m u s t  h a v e  s t a b l e  

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

m a r g i n a l  f i e l d s  w o r t h  t a k i n g . "  T h e r e  w e r e  d o z e n s  o f  a d s  o n  

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

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

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

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

t h e  N o r t h  S l o p e ,  b u t  t h e y  a r e  m a r g i n a l  f i e l d s . "  The  c l e a r  

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

f i e l d s  w o u l d n ' t  b e  d e v e l o p e d .  C o m p a n i e s  w e r e  s o p h i s t i c a t e d  

e n o u g h  t o  know t h a t  t h e y  c o u l d n ' t  c l a i m  P r u d h o e  B a y ' s  e c o ­

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

d e v e l o p m e n t  w o u l d  c e a s e .  And,  c o n s e q u e n t l y ,  t h e  k i n d  o f  

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

p o s e d  b e c a u s e  h e  d o e s n ' t  w a n t  t o  m a k e  t h e  a r g u m e n t  t h a t  

t h e s e  m a r g i n a l  f i e l d s  w e r e  a t  r i s k .

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

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

o p m e n t ,  a n d  s o  i t  w a s  i n  t h e  summer  o f  1 9 8 5 ,  a n d  t h e  f a l l  o f  

1 9 8 5  we b e g a n  t o  t h i n k  a b o u t  NRB( ? ) ,  t h e  D i v i s i o n ,  t h e n  

c a l l e d  t h e  D i v i s i o n  o f  S t r a t e g i c  P l a n n i n g ,  w h a t  m i g h t  be
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d o n e  t o  make  t h e  t a x  l a w s  o r  c h a n g e s  i n  t h e  ELF mo r e  a p p r o ­

p r i a t e  t o  t h e  k i n d s  o f  n e e d s  t h a t  we w e r e  s e e i n g ,  a n d  t h e ,  

s p e c i f i c a l l y ,  t o  make i t  a p p r o p r i a t e  t o  e n c o u r a g e  t h e  m a r ­

g i n a l  f i e l d  d e v e l o p m e n t .  And my c o l l e a g u e s  c t  t h e  D i v i s i o n  

o f  S t r a t e g i c  P l a n n i n g  came  up w i t h  w h a t  was  t o  b e  t h e  f i r s t  

o f  s e v e r a l  new ELF p r o p o s a l s .  T h a t  p r o p o s a l ,  I g o t  a l l  t h a t  

a r e  f i l e d  s i n c e ,  was  d e s i g n e d  t o  r e d u c e  t a x e s  on  t h e  s m a l l e r  

f i e l d s  a n d  t o  r a i s e  t a x e s  o n l y  on t h o s e  l a r g e r  f i e l d s  l i k e  

K u p a r u k  a n d  P r u d h o e  Bay w h e r e  i t  was  c l e a r  t h a t  t h e  p r o f i t s  

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

d i d n ' t  s u p p o r t  t h e  s o - c a l l e d  f i e l d  ELF f o r m u l a  t h a t  w as  

p r o p o s e d .  P r o d u c e r s  r e f u s e d  t o  s u p p o r t  t h e  r e v i s e d  ELF,  

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

d e v e l o p m e n t .  Why w a s  t h a t ?  B e c a u s e  t h e y ' d  m a d e  s u c h  a 

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

b e c a u s e  whe n  t h e  a m o r t i z i n g  h i k e  i s  s t r i p p e d  a w a y ,  t h e r e ' s  

o n l y  o n e  b o t t o m  l i n e  f o r  t h e  i n d u s t r y ,  and  i t  i s n ' t  d e v e l o p ­

i n g  m a r g i n a l  f i e l d s ,  a n d  i t  i s n ' t  c r e a t i n g  j o b s ,  a n d  i t  

i s n ' t  e v e n  t o  g e t  t h e  m o s t  o i l  o u t  o f  A l a s k a .  T h e  b o t t o m  

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

i t s .  P e r i o d .  Now, i t  d o e s n ' t  make  t h e  i n d u s t r y  b a d ;  i t  

d o e s n ' t  ma ke  t he m g o o d .  I t  m a k e s  t he m v e r y  p r e d i c t a b l e ,  

h o w e v e r .  And i t ' s  n o t h i n g  we n e e d  t o  w o r r y  a b o u t .  I t ' s  t h e  

way t h e  s y s t e m  s h o u l d  w o r k .  B u t ,  i f  we f o r g e t  t h a t  t h a t ' s  

t h e i r  m o t i v a t i o n  w e ' r e  i n  f o r  b i g  t r o u b l e  I t h i n k  i n  t h i s  

s t a t e .  T h e  ELF t h a t  we d e v e l o p e d  wa3 d e s i g n e d  t o  p r o v i d e  

t h o s e  i n c e n t i v e s  t o  t h e  s m a l l e r  m a r g i n a l  f i e l d s ,  b u t  t h e r e ’ s 

a l o t  s a i d  r e c e n t l y  t h a t  i n d i c a t e s  t h a t ,  by  t h e  o i l  i n d u s ­

t r y ,  t h a t  t a l k  a b o u t  t h e  m a r g i n a l  p r o j e c t s  w i t h i n  K u p a r u k ,  

a n d  t h e  m a r g i n a l  p r o j e c t s  w i t h i n  P r u d h o e  B a y ,  t h e  a r g u m e n t  

i s  t h a t  i f  t h i s  ELF i s  p a s s e d  a n d  h i g h e r  t a x e s  a r e  i m p o s e d  

u p o n  P r u d h o e  Bay a nd  K u p a r u k ,  t h e s e  n e w e r  p r o j e c t s  w i t h i n



t h e  p r o f i t a b l e  f i e l d -  w o n ' t  b e  d e v e l o p e d .  I h e  i n d u s t r y ' s  

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

t r u t h .  H i g h e r  t a x e s  on  P r u d h o e  a n d  K u p a r u k  c o u l d  r e d u c e  

i n v e s t m e n t s  i n  and  p r o d u c t i o n  f r o m  t h o s e  f i e l d s .  B u t ,  o u r  

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

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

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

t h e  n e x t  t w e n t y  y e a r s  o r  s o .  And w h a t  i s  c o n v e n i e n t l y  

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

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

t h e  l a r g e  f i e l d s ,  b u t  o n  t h e  s m a l l  f i e l d s  i f  t h e  new ELF i s  

a d o p t e d  And w i t h  t h e s e  o n  b a l a n c e  m a j o r  b i l l  t h a t ' s  b e i n g  

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

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

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

t i o n a l  j o b s ,  n o t  f e w e r  j o b s .

T h e  r e a s o n s  f o r  t h a t  a r e  a s  f o l l o w s :  Number  o n e ,  t h e  new

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

t r u l y  m a r g i n a l  f i e l d s ,  l i k e  N y a k u k ,  E n d i c o t t ,  M i l n e  P o i n t ,  

a n d  l e t ' s  h o p e  s o m e d a y ,  W e t s a c k .  I n  t h o s e  f i e l d s  t h e  s e v e r ­

a n c e  t a x ,  u n d e r  HB 1 1 8 ,  w i l l  e i t h e r  be  s h a r p l y  r e d u c e d  o r  

e l i m i n a t e d  e n t i r e l y .  T h a t ' s  a p r o - d e v e l o p m e n t  i m p a c t  o n  

t h o s e  f i e l d s .  T h e s e  f i e l d s  a r e  l i k e l y  t o  r e q u i r e  m o r e  l a b o r  

p e r  u n i t  o f  o u t p u t  b e c a u s e  t h e y ' r e  s m a l l e r  f i e l d s .  T h e y  

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

F o c u s i n g  t h e  b e n e f i t s  on  t h o s e  s m a l l e r  f i e l d s ,  t h e  o n e s  t h a t  

r e q u i r e  m o r e  l a b o r  i n t e n s i v e  d e v e l o p m e n t  p e r  u n i t  o f  o u t p u t  

i s  a way  o f  m a x i m i z i n g  t h e  k i n d  o f  j o b s  w e ' r e  g o i n g  t o  g e t  

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

S e c o n d l y ,  t h e  new l aw  e n c o u r a g e s  p e r i p h e r a l  a n d  i n - f i e l d

1 n



d r i l l i n g  e v e n  i n  t h e  b i g  f i e l d s .  Now and  in  t h e  f u t u r e ,  

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

n a t u r a l  d e c l i n e  a t  P r u d h o e  o r  K u p a r u k  w i l l  be  r e w a r d e d  w i t h  

l o w e r  m a r g i n a l  t a x  r a t e s ,  and  l o w e r  a v e r a g e  t a x  r a t e s .  What  

i s  e l i m i n a t e d  u n d e r  t h e  new ELF i s  t h e  d i r e c t  d r i l l i n g  

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

( C l i f f ,  I ' d  l i k e  you  t o  s k i p  a h e a d  t o  t h e  K u p a r u k ,  ARCO- 

K u p a r u k  e x a m p l e ,  i t ' s  n e a r  t h e  b a c k  t h e r e .  I t h i n k  t h i s  

t h i n g ' s  a l i t t l e  b i t  o u t  o f  o r d e r  h e r e .  T h a t ' s  r i g h t . )  The  

d r i l l i n g  s u b s i d y  t h a t  e x i s t s  u n d e r  t h e  c u r r e n t  ELF i s  r e a l l y  

s o m e t h i n g  t h a t  c a m e  a s  q u i t e  a s u r p r i s e  t o  u s .  Now,  I 

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

t i v e  s t a f f  i n  1 9 7 7  when t h e  ELF w a s  o r i g i n a l l y  d e v e l o p e d .  

We knew t h e r e  w a s  a p o t e n t i a l  i n  t h e  ELF a s  i t  was  w r i t t e n  

t o  p r o v i d e  s o n e  l e v e l  o f  d r i l l i n g  s u b s i d y ,  b u t  we t h o u g h t  i t  

m o r e  a t h e o r e t i c a l  e x e r c . . .  p r o b l e m ,  n o t  a r e a l  o n e  u n t i l  

1 9 F 7 .  ARCO c a m e  t o  t e s t i f y  b e f o r e  t h e  H o u s e  F i n a n c e  C o m mi t ­

t e e  a nd  t h e y  p r o v i d e d  t h e  e x a m p l e  t h a t  y o u  s e e  up h e r e .  And 

t h e y  s h o w e d  how t h e  c o n d i t i o n s  t h a t  t h e y  p o s t u l a t e d  i n  t h i s  

e x a m p l e ,  when t h e  s u b s i d y  was  a c t u a l l y  o c c u r r i n g .  L o o k i n g  

t h r o u g h  ARCO's  e x a m p l e ,  t h e y  s a i d ,  s u p p o s e  t h a t  we d r i l l  an  

a d d i t i o n a l  w e l l  i n  t h e  K u p a r u k  f i e l d ,  a n d  s u p p o s e  t h a t  a s  a 

c o n s e q u e n c e  o f  t h a t  a d d i t i o n a l  w e l l  we g e n e r a t e  $ 9 8 1 , 0 0 0  o f  

a d d i t i o n a l  r e v e n u e  i n  t h e  f o l - l o w i n g  y e a r .  A l m o s t  a m i l l i o n  

d o l l a r s  w o r t h  o f  r e v e n u e  f r o m  t h a t  w e l l .  Now, t h a t  w o u l d  be  

t h e  s ame  u n d e r  t h e  c u r r e n t  l a w ,  o r  t h e  p r o p o s e d  l a w .  The  

p r o p o s e d  l a w  t h a t  w e ' r e  l o o k i n g  a t  h e r e  i s  t h e  F i e l d  ELF.  

I t  was  p r o p o s e d  l a s t  y e a r ,  b u t  i t ' s  b a s i c a l l y  t h e  s am e  a s  

t h e  o n e  w e ' r e  t a l k i n g  a b o u t  t h i s  y e a r  a s  w e l l .  T h e  c u r r e n t  

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

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

t h e  S t a t e  t r e a s u r y  t o  t h e  p r o d u c e r s  o f  $ 3 7 , 0 0 0 .  I n  o t h e r



w o r d s ,  t h e  p r o d u c e r s  p a i d  a b i g  f a t  z e r o  o f  s e v e r e n c e  t a x  on 

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

o n l y  d i d  t h e y  p a y  z e r o  t a x e s ,  t h e y  g o t  a r e b a t e  o n  t h e  

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

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

t h a t  a d d i t i o n a l  w e l l .  Now, you  m i g h t  s a y ,  w e l l ,  g o s h ,  i s n ' t  

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

i t  i s .  We l i k e  t o  s e e  l o t s  o f  w e l l s  d r i l l e d ,  b u t  n o t  f o r  

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

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

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

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

o u r s e l v e s .  S o c i e t y  i s  b e t t e r  o f f ,  n o t  D e c a u s e  i t  g e n e r a t e s  

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

S o ,  a s  you  l o o k  down t h e r e  y o u  s a y ,  w h a t  was  t h e  i n c r e m e n t a l  

t a x  r a t e  on  t h a t  m i l l i o n  d o l l a r s  w o r t h  o f  new p r o d u c t i o n ?  

A n s w e r - m i n u s  3 . 9 % ,  a l m o s t  a m i n u s  4% s e v e r a n c e  t a x  r a t e .  

T he  a v e r a g e  t a x  r a t e ,  o f  c o u r s e ,  w a s  d r a m a t i c a l l y  r e d u c e d  

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

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

r e d u c e d  a s  w e l l .  Now, t h e  d i f f e r e n c e  i s ,  i t ' s  a l m o s t  a s  i f  

y ou  h ad  a n  i n c o m e  t a x  i n  w h i c h  t h e  rr .ore money you  made  t h e  

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

h i g h e r  a s  y o u r  i n c o m e  g o e s  u p ,  t h e  b r a c k e t  r a t e s  get .  s m a l l e r  

a n d  s m a l l e r .  I t ' s  a l m o s t  l i k e  w h e n  y o u  r e a c h  a c e r t a i n  

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

p e o p l e  t h a t  a r e  m a k i n g  t h e  m o s t .  Now t h a t ’ s  how p e r v e r s e  

t h e  e x i s t i n g  l a w  h a s  t u r n e d  t o  b e  a n d  t h a t ' s  o n e  o f  t h e  

r e a s o n s  t h a t  we n e e d  t o  c h a n g e  t h i s  l a w  r i g h t  now.  B u t  yo u  

n o t i c e  w e ' r e  n o t  p r o p o s i n g  t o  e l i m i n a t e  t h e  i n c e n t i v e s  t o  

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

s e v e r a n c e  t a x ,  6%. T h a t  6% i s  a l o t  l e s s  t h a n  t h e  a v e r a g e  

r a t e .  T h a t  me a n s  t h a t  by  d r i l l i n g  t h a t  a d d i t i o n a l  w e l l  and  

o b t a i n i n g  t h a t  a d d i t i o n a l  ( i n d i s c e r n i b l e )  a n d  r h e  c o m p a n i e s  

g e t  a b e n e f i t  - -  a l o w e r  t a x  r a t e .  Now,  t h a t  may b e  a 

l i t c l e  h a r d  t o  f o l l o w  a t e c h n i c a l  a r g u m e n t ,  b u t  t h a t ' s  a 

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

l a w .  When you t a l k  t o  t h e  o i l  c o m p a n i e s  y ou  m i g h t  a s k  them 

a b o u t  t h i s .  Does  i t  ma ke  s e n s e  t o  h a v e  a t a x  l a  / t h a t  g i v e s  

t h e m  a n e g a t i v e  t a x ?  You m i g h t  a s k  t h e  ARCO p e o p l e  when 

t h e y  come  up t o  t e s t i f y  i f  t h e y  t h i n k  i t  m a k e s  s e n s e  f o r  j s  

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

t i o n a l  o i l .  One o f  t h e  o t h e r  r e a s o n s ,  two  r e a s o n s  why t h e  

p r o p o s e d  ELF w i l l  p r o d u c e  m o r e  j o b s .

T he  t h i r d  r e a s o n  i s  t h a t  a n y  j o b s  f o r g o n e  a t  P r u d h o e  Bay and  

K u p a r u k  h a s  a c o n s e q u e n c e  o f  t h e  a d d i t i o n a l  o r  t h e  r e d u c e d  

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

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

t h e i r  l i v e s .  And w h a t  we w o u i d  s e e ,  i f ,  i n  f a c t ,  t h e r e  was

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

b e  r e g a i n e d  l a t e r  i n  t h e  l i v e s  o f  t h o s e  f i e l d s .  F o r  t h e  l aw  

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

a r e  p r o d u c i n g  l e s s  t h a n  150,000 b a r r e l s  a d a y ,  a n d  i n  t h e

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

t h a n  150,000 b a r r e l s  a d a y .  I n  f a c t ,  i t  w o n ' t  b e  t h a t  l o n g

b e f o r e  i t  h a p p e n s .  S o ,  a n v  l o s s  i n  t h e  s h o r t  r u n  i s  g o i n g  

t o  b e  ma de  up i n  t h e  l o n g  r u n .  And t h e r e  i s  a f o u r t h  r e a ­

s o n  .

T h e  f o u r t h  r e a s o n  t h a t  i f ,  a s  o u r  m o d e l i n g  s t u d i e s  l a s t  y e a r  

s u g g e s t e d ,  t h a t  a b o u t  f i v ®  d a y s  o f  o i l  w e r e  t o  b e  l e f t  in



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

t h a t ' s  a r e a s o n a b l e  p o s s i b i l i t y ,  o v e r  t h e  n e x t  t w e n t y  y e a r s  

o r  s o .  T h e  b e n e f i t s  t o  t h e  S t a t e  o f  A l a s k a  f o r  e a c h  o f  

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

S 5 0  a n d  $ 30 0  w o r t h  o f  a d d i t i o n a l  r e v e n u e .  S o ,  I r e a l i z e  t h e  

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

Bay  a n d  K u p a r u k  i s  a v e r y  i m p o r t a n t  o n e .  I c a n  a s s u r e  you 

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

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

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

i m p o r t a n t  t h a t  i s ,  a n d  I t h i n k  t h e  D e p a r t m e n t  o f  R e v e n u e  i s  

g o i n g  t o  u n d e r t a k e  some  m o r e  p o s i t i o n a l  m o d e l i n g  s t u d i e s  t o  

t r y  t o  n a i l  t h a t  n u m b e r  down mo re  c l o s e l y .  B u t  e v e n  t h o s e  

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

t h e  l o n g  r u n  e f f e c t .  T h a t ' s  s o m e t h i n g  w e ' r e  g o i n g  t o  h a v e  

t o  l i v e  w i t h  a n d  make  y o u r  c h o i c e s  o f .  I w i s h  we c o u l d  s a y ,  

t h i s  i s  e x a c t l y  w h a t ' s  g o i n g  t o  h a p p e n .  The  t : u t h  i s  we 

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

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

i e s  h a v e  s hown s o  f a r  i s  t h a t  i f  p r i c e s  s t a y  a b o u t  w h e r e  

t h e y  a r e  o r  go  u p ,  t h e r e ' s  g o i n g  t o  b e  v i r t u a l l y  no  i m p a c t  

on  p r o d u c t i o n .  No n e g a t i v e  i m p a c t  on p r o d u c t i o n .  B u t ,  i f  

p r i c e s  g o  down t h a t ' s  w h e r e  we h a v e  t h e  r u b .  I f  p r i c e s  go  

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

u n d e r  v e r y  u n u s u a l  c i r c u m s t a n c e s ,  some l e s s  i n  i n v e s t m e n t s .  

W e l l ,  I ' m  g o i n g  t o  g o  o n  h e r e  and  t a l k  a b o u t  p r o f i t s .  Mr.  

C h a i r m a n ,  I d i d n ' t  p u t  i t  i n  t h e  p a c k e t  b u t  I ' d  l i k e  t o  

i n t r o d u c e  i n t o  t h e  r e c o r d  a l e t t e r  f r o m  my b o s s ,  Mar y  H a l l o -  

r a n ,  t o  a Mr.  J o h n  N a v a r r e ,  o f  ARCO, who h a d  q u e s t i o n e d  t h e  

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

a n s w e r s  a s  t o  how we d e r i v e d  t hem a n d  o f f e r e d  t c  m e e t  w i t h  

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

m o n t h s  now a n d  we h a v e  w o r k e d  v e r y  h a r d  t o  make  s u r e  t h e y  

a r e  a s  a c c u r a t e  a s  p o s s i b l e .  N a t u r a l l y ,  we d o n ’ t  h a v e  t h e  

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

s a y ,  a s  you  p r o b a b l y  a r e  a w a r e ,  t h e y  d o n ' t  s h a r e  a l o t  o f  

t h a t  i n f o r m a t i o n  w i t h  u s .  T h e  f a c t  i s  t h e y  d o n ' t  l i k e  t o  

t a l k  a b o u t  p r o f i t s .  T h e y  d o n ' t  l i k e  t o  t a l k  a b o u t  t h e  

n u m b e r s  t h a t  r e l a t e  t o  P r u d h o e  B a y .  And,  i n  g e n e r a l ,  t h e y  

a r e  n o t  v e r y  h e l p f u l  when i t  c o m e s  t i m e  t o  n a i l  down w h a t ’ s 

c o r r e c t  a n d  w h a t ' s  n o t .  S o ,  i t  may be  a s  t i m e  g o e s  on  w e ' l l  

f i n d  o u t  b e t t e r  i n f o r m a t i o n ,  w e ' l l  h a v e  t o  make a d j u s t m e n t s .  

Now, a s  t h i n g s  s t a n d  r i g h t  now,  we t a k e  t h i s  a s  a p r e t t y  

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

t h a t  A l a s k a  o i l  g e n e r a t e s .  I n  F e b r u a r y  o f  1 9 8 8 ,  a c c o r d i n g  

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

t h e s e  n u m b e r s  f r o m ,  o i l  a t  V a l d e z  was  s e l l i n g  f o r ,  o r  was  

w o r t h  a l m o s t  $ 1 2 .  Now, o f  t h a t  $ 1 2 ,  $ 1 . 4 4  was  a l l  i t  t o o k  

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

V a l d e z  t e r m i n a l  - -  M a i n t e n a n c e ,  l a b o r ,  f u e l  a n d  a l l  t h a t  

s o r t  o f  t h i n g ,  i n c l u d i n g  o v e r h e a d .  U . S .  f e d e r a l  i n c o m e  

t a x e s  t o o k  a b o u t  f o r t y .  A l a s k a  s e v e r a n c e  t a x ,  a c c o r d i n g  t o  

P I W , t o o k  a b o u t  $ 1 . 9 9 .  P r o p e r t y  t a x e s  we s h o w  h e r e  a s  

f o r t y - s i x  c e n t s .  PIW h a d ,  t h a t ' s  t h e  P e t r o l e u m  I n t e l l i g e n c e  

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

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

t h i n g s  a n d  i t ' s  w e l l  r e s p e c t e d .  S e e ,  I g o t  h e r e  a r e p o r t  a t  

s i x t e e n  c e n t s ,  f i f t e e n  c e n t s ,  I c a n ' t  r e me mb er  t h e  e x a c t  

a m o u n t .  A r e p r e s e n t a t i v e  o f  S t a n d a r d  O i l  p o i n t e d  o u t  t o  us  

t h a t  t h a t  was  i n c o r r e c t ,  t h a t  t h e y  h a d  l e f t  o u t  a low p r o ­

p o r t i o n  o f  t h e  p r o p e r t y  t a x e s ,  s o  we l e f t  t h a t  i n .  We a l s 5  

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

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



u n d e r  t h e  T a f t - s e t t l e m e n t  m e t h o d o l o g y  had  n o t  b e e n  p r o p e r l y  

f a c t o r e d  i n  s o  we made t h o s e  a d j u s t m e n t s .  T h e s e  a r e  PIW 

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

p i p e l i n e  a c c o u n t .  R o y a l t y  t a k e s  S I . 10 a nd  t h e  S t a t e  i n c o m e  

t a x  t a k e s  t w e l v e  c e n t s .  Now you  n o t i c e  t h e  S t a t e  i n c o m e  t a x  

t h e r e  t a k e s  t w e l v e  c e n t s .  You a l s o  n o t i c e  t h a t  t h e  o i l  

c o m p a n i e s  a r e  c o l l e c t i n g  t h a t  S 3 . 4 6  o f  p r o f i t .  Now, t h e  

S t a t e  i n c o m e  t a x  i s  a s s e s s e d  b e f o r e  f e d e r a l  i n c o m e  t a x ,  i f  

you  a d d  t h e  $ 1 . 4 0  o f  i n c o m e  t a x  t o  t h e  S 3 . 4 6  y o u ' d  g e t  w h a t  

t h e  t a x  b a s e  w o u l d  be  f o r  S t a t e  i n c o m e  t a x  a s s e s s m e n t .  F o r  

you  f o l k s  r u n n i n g  c o r p o r a t i o n s  i n  t h i s  s t a t e ,  a n d  t h o s e  ma ke  

more  t h a n  $ 1 0 0 , 0 0 0  a y e a r ,  y o u  know y ou  h a v e  t o  p a y  a c o r p o ­

r a t e  i n c o m e  t a x  o f  9 .4% on  t h a t  r e v e n u e .  You n o t i c e  t h e  o i l  

c o m p a n i e s  d o n ’ t  p a y  a 9 .4% t a x .  T h e y  p a y  a c o n s i d e r a b l y  

s m a l l e r  t a x  b e c a u s e  o f  t h e  t a x  l a w  c h a n g e s  t h a t  Mr .  M a l o n e  

a n d  t h e  o t h e r  D e p a r t m e n t  o f  R e v e n u e  r e p r e s e n t a t i v e s  h a v e  

d e s c r i b e d  t o  y o u  y e s t e r d a y .  You s e e  a f t e r  t h e y ' v e  made  up  

t h e i r  e x p e n s e s ,  a n d  a f t e r  t h e y  p a i d  a l l  t h e i r  t a x e s ,  t h e  o i l  

c o m p a n i e s  h a v e  $ 3 . 4 6  o f  p r o f i t  a n d  $ 2 . 9 6  o f  d e p r e c i a t i o n .  

T h a t ' s  $ 6 . 4 2  o f  r e v e n u e .  T h a t ' s  c a s h  t o  t h e  o i l  c o m p a n i e s .  

T h a t ' s  c a s h  t h a t  t h e y  c a n  r e i n v e s t  i n  A l a s k a .  T h e y  c a n  t a k e  

s o m e w h e r e  e l s e ,  t h e y  c a n  p a y  t o  t h e  s t o c k h o l d e r s ,  t h e y  c a n  

do  w h a t e v e r  t h e y  w a n t  w i t h  i t .  W e ' v e  b e e n  h e a r i n g  a l o t  

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

1 9 8 5 ,  t h e y  s a i d  i f  we g i v e  l a r g e  i n c r e a s e  o i l  t a x e s  t h a t  

t h e y  w o u l d  h a v e  t h a t  mone y  t o  i n v e s t .  Mr .  H a r o l d  H e i n z  f o r  

t h e  H o u s e  F i n a n c e  C o m m i t t e e ,  A p r i l  1 2 ,  1 9 8 5 ,  s a y s ,  "As  my

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

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

f i n g e r  a s  h e ' s  s a y s  t h i s ,  " W h a t  I n e e d  y o u  t o  u n d e r s t a n d  i s  

t h e  a m o u n t  o f  money  I  h a v e  t o  s p e n d  r e f l e c t s  t h e  p a c e  a t  

w h i c h  t h i n g s  h a p p e n .  And t h e  p a c e  i n  w h i c h  t h i n g s  h a p p e n  i n
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t e r m s  c f  e m p l o y m e n t  means  t h e  A l a s k a  e c o n o m y .  I f  w e ” and 

t h a t  means  ARCO, " s l o w  down o u r  i n v e s t m e n t  p a t t e r n  b e c a u s e  

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

i n  A l a r k a , "  now f o l k s ,  t h a t ' s  a c o d e  wo r d  f o r  r a i s i n g  t a x e s ,  

" t h a t  h a s  a n  e f f e c t  o n  th«* e c o n o m y  o f  A l a s k a . "  T h e  o i l  

c o m p a n /  was  a l i t t l e  mo re  s t r a i g h t  f o r w a r d  t h a n  t h e i r  a d s  

t i i a t ' s  i n  h e r e .  Q u o t e ,  " I f  t h e  s t a t e  g o v e r n m e n t  i n c r e a s e s  

o u r  t a x e s  we  w i l l  h a v e  l e s s  c a s h  t o  d e v e l o p  

( i n d i r c e r n i b l e ) . "  W e l l ,  w h a t ' s  t h e  r e a l i t y  h e r e ?  How much 

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

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

a c t u a l l y  w e n t  i n t o  A l a s k a ?  Went  b a c k  i n t o  A l a s k a .  W e l l ,  we 

d o n  t  know e x a c t l y  how much t h e  o i l  c o m p a n i e s  r e i n v e s t e d  i n  

A l a s k a .  B u t  i t ' s  n o t  t h a t  h a r d  t o  f i g u r e  o u t .  T h i s  wa s  a 

p r e t t y  p u b l i c  a c t i v i t y  a nd  t h e y  l i k e  t o  make  b i g  a n n o u n c e ­

m e n t s  a b o u t  i t ,  b r a g  a b o u t  t h e  a m o u n t  t h e y  a r e  s p e n d i n g .  We 

e j a c u l a t e d  l a s t  y e a r  t h a t  t h e y  s p e n t  a b o u t  $ 7 5 0  m i l l i o n  a nd  

< i / i d e d  . h a t  by t h e  t o t a l  a mo u n t  o f  o i l  p r o d u c t i o n  a n d  g o t  

n i n e t y - s i x  c e n t s  a b a r r e l .  I was  i n t e r e s t e d  t o  s e e  t h a t  

G o r g e  N e l s o n  s p o k e  l a s t  week a nd  s a i d  t h a t  i n  h i s  e s t i m a -  

t  . on  t h e  i n d u s t r y  w o u l d  b e  i n v e s t i n g  a b o u t  t h a t  s ame a m o u n t  

t h i s  y e a r ;  $ 7 5 0  m i l l i o n .  S o ,  i f  i t  i s n ' t  t h a t  a m o u n t ,  o r  we 

t h i n k  w e ' r e  p r e t t y  c l o s e ,  i t  s ho ws  t h a t  o f  t h a t  a l m o s t  $ 6 . 5 0  

t h a t  t h e  i n d u s t r y  h a d  t o  r e i n v e s t  i n  A l a s k a  l e s s  t h a n  a 

d o l l a r  g o t  s e n t  back ( i n d i s c e r n i b l e )  g r o u n d  h e r e .  L e s s  t h a n  

a d o l l a r  o u t  o f  t h a t  $ 6 . 5 0 .  T h e r e ' s  t w o  m i l l i o n  b a r r e l s  a 

d a y  g o i n g  down t h a t  p i p e l i n e ,  l a d i e s  a n d  g e n t l e m e n .  Two 

m i l l i o n  t i m e s  $ 6 . 5 0  i s  a b o u t  t h i r t e e n ,  f o u r t e e n  m i l l i o n  

d o l l a r s  a d a y .  L e s s  t h a n  two m i l l i o n  d o l l a r s  a d a y  o f  t h a t  

i s  s t i c k i n g  t o  A l a s k a  i n  t h e  f o r m  o f  new i n v e s t m e n t .  T h e  

r e s t  i s  g o n e .  Y o u ' r e  n o t  g o i n g  t o  s e e  i t  a g a i n .  I t ' s  g o n e .  

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



R o b e r t  L.  A n d e r s o n  i s  r e a l l y  t h e  f o u n d e r  o f  t h e  m o d e r n  

A t l a n t i c  R i c h f i e l d  C o m p a n y .  H e ' s  t h e  man t h a t  p u t  t h e  

m e r g e r  t o g e t h e r  t h a t  b r o u g h t  A t l a n t i c  a n d  R i c h f i e l d  t o g e t h e r  

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

t h e  m a j o r  f o r c e s  i n  t h e  o i l  i n d u s t r y  i n  t h e  U n i t e d  S t a t e s ,

and t h e  w o r l d  f o r  t h a t  m a t t e r ,  t o d a y .  I n  J a n u a r y  o f  1988 

Mr .  A n d e r s o n  s p o k e  a b o u t  t h e  v e r y  p h e n o m e n o n  t h a t  w e ' r e  

s e e i n g  h e r e  —  t h e  l i q u i d a t i o n  o f  t h e  o i l  i n d u s t r y ' s  o p e r a ­

t i o n  i n  A l a s k a ,  a n d  h e  s a i d ,  " U . S .  o i l  c o m p a n i e s  a r e  i n  t h e  

p r o c e s s  o f  l i q u i d a t i n g .  U . S .  o i l  r e s e r v e s  a r t  l e f t o v e r s  o f  

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

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

l y  l i q u i d a t e  i t s  a s s e t  b a s e . "  T h a t  i s  p r e c i s e l y  w h a t  i s  

h a p p e n i n g  i n  A l a s k a .  T h e  o i l  c o m p a n i e s  a r e  l i q u i d a t i n g  

t h e i r  a s s e t  b a s e  i n  A l a s k a .  T h e y  a r e  t a k i n g  more  o u t  t h a n

t h e y  a r e  p u t t i n g  b a c k  i n  by a l o n g  s h o t .  Now y o u  m i g h t  w a n t

t o  t h i n k  a b o u t  a s k i n g  t h e m  when t h e y  c o m e  h e r e  t o  t e s t i f y ,  

why y o u  f o l k s  s h o u l d  s t a n d  s t i l l  f o r  t h e  r e m a r k a b l y  low t a x  

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

c o n s e q u e n c e ,  t h e  p r o f i t s  t h e y  make  a s  a c o n s e q u e n c e ,  a r e  

v i r t u a l l y  a l l  g o i n g  o u t s i d e  t h e  s t a t e .  You m i g h t  w a n t  t o  

t h i n k  a b o u t  a s k i n g  t h e m .  B u t ,  o f  c o u r s e ,  t h a t  i s n ' t  t h e  

o n l y  t h i n g  we h a v e  t o  l o o k  a t .  I t  may  b e  t h a t  t h e s e  o i l  

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

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

d e p e n d  on a h e a l t h y  o i l  i n d u s t r y  a n d  i f  t h e  o i l  i n d u s t r y  

i s n ' t  n u r t u r e d  a n d  t a k e n  c a r e  o f  t h a t  t h e  j o b s  w i l l  d i s a p ­

p e a r .  W e l l ,  I  t h i n k  a n  i n t e r e s t i n g  q u e s t i o n  t o  a s k  o u r ­

s e l v e s ,  how much o f  t h a t  $12  a b a r r e l  g e t s  p a i d  t o  A l a s k a  

w o r k e r s ?  W e l l ,  i t ' s  a n  e a s y  t h i n g  t o  c a l c u l a t e  b e c a u s e  we 

k n o w how m a n y  w o r k e r s  t h e r e  a r e  w o r k i n g  t h e  A l a s k a  o i l  

i n d u s t r y ,  a n d  we Know f r o m  t h e  D e p a r t m e n t  o f  L a b o r  s t a t i s ­
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t i c s  how much t h e y  g e t  p a i d .  We d i v i d e  t h a t  a n n u a l  amoun t  

by  t h e  n umbe r  o f  b a r r e l s  a n d  you c a n  s e e  t h a t  o f  a l l  t h a t  

$ 1 . 4 4  o f  i n v e s t m e n t ,  e x c u s e  me,  $ 1 . 4 4  o f  c o s t  o f  p r o d u c t i o n  

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

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

w o r k e r s  i n  A l a s k a ,  a n d  I s a i d ,  A l a s k a  w o r k e r s .  I d i d n ' t  s a y  

A l a s k a n  w o r k e r s .  A l a s k a  w o r k e r s ,  t h a t ' s  p e o p l e  who wor k  i n  

A l a s k a .  T h e  D e p a r t m e n t  o f  L a b o r  r e p o r t  t h a t  I j u s t  s aw 

y e s t e r d a y  i n d i c a t e s  t h a t  $ 5 5  m i l l i o n  o f  t h a t  g o e s  t o  p e o p l e  

who a r e  o u t s i d e ,  o r  n o n - A l a s k a n  A l a s k a  w o r k e r s .  I ' m  s u r e  

yo u  m i g h t  w a n t  t o  a s k  t h e  i n d u s t r y  a b o u t  t h a t  t o o .

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

t h e  g r e a t  m y t h s  I t h i n k ,  i s  t h a t  t h e ,  when t h e  ELF k i c k e d  i n  

i n  1 9 8 7  o n  P r u d h o e  a n d  K u p a r u k ,  P r u d h o e  r a t h e r ,  t h a t  i t  

c a u s e d  a t r e m e n d o u s  u p s u r g e  i n  a c t i v i t y .  S o ,  we a s k e d  t h e  

D e p a r t m e n t  o f  L a b o r  t o  c a l c u l a t e  f o r  u s  t h e  m o n t h l y  t o t a l s  

o f  e m p l o y m e n t  r e s u l t i n g  o v e r  t h e  p e r i o d  o f  1986  t o  1 9 88 .  

H e r e ' s  t h e  p i c t u r e  o f  t h a t .  H e r e ' s  7 / 8 7 ,  t h a t ' s  when  t h e ,  

t h a t ' s  when  t h e  ELF b e c a m e  e f i e c c i v e .  You s e e  a f e a s i b l e  

p a t t e r n  t h e r e ,  u ,  D, i t  h a s  a d a t e ,  t h e  y e a r ' s  a l o n g  t h e  

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

a x i s  h e r e ,  a n d  t h e  b l a c k  b a r s  a r e  o i l  e x t r a c t i o n ,  a n d  t h e  

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

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

k a .  I t  i s  t h e  t o t a l  o f  t h e  t w o .  You s e e  t h a t  o i l  e x t r a c ­

t i o n  * a s  t h e  ( i n d i s c e r n i b l e )  c a t e g o r y ,  i t ' s  m o r e  s t a b l e ,  and 

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

i t .  B u t ,  yo u  know,  y o u  d o n ' t  s e e  a b i g  l e a p  u p w a r d  i n  1987 

w h e n  E L F b e c a m e  e f f e c t i v e .  T h e r e  i s ,  t r u e ,  a s l i g h t l y  

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

h u n d r e d  t h a n  t h e r e  i s  b a c k  w h e n  t h e  o i l ,  when  t h e  ELF b e c a m e



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

a v o i d  t h e  s e a s o n a l  p a t t e r n  o f  d e m a n d s ,  i t ' s  n o t  p o s s i b l e  t o  

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

e f f e c t i v e  a t  P r u d h o e  B ay .  B u t ,  you c a n  s e e ,  h o w e v e r ,  wha t  

you  c a n  s e e  t h a t  m o r e  a s  t h e s e  n u m b e r s  w e n t  b a c k  f u r t h e r ,  i s  

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

You s e e  h e r e  i n  ’ 8 6 ,  t h e  o i l  i n d u s t r y  was  c r a n k i n g  d o w n .  I f  

t h e  f i g u r e s  w e n t  b a c k  t o  ' 8 5  y o u  w o u l d  s e e  m u c h  h i g h e r  

l e v e l s  o f  a c t i v i t y .

END TAPE HRC 8 9 - 1 2 1 ,  S i d e  1

BEGIN TAPE HPC 8 ^ - 1 2 1 ,  S i d e  2

GREGG ERICKSON: S o ,  t h e  p o i n t  i s ,  you  m i g h t  w a n t  t o  a s k  t h e

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

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

i n d u s t r y  g o t  i n  J u n e  o f  ' 8 7 .  B u t ,  o f  c o u r s e ,  e m p l o y m e n t  and 

r e i n v e s t m e n t  a r e n ' t  t h e  o n l y  t i l i n g s  t h a t  m a t t e r  w h e n  you 

l o o k  a t  w h e t h e r  t h i s  i s  f a i r  t o  A l a s k a ,  i f  i t  m a k e s  s e n s e  t o  

A l a s k a  t o  h a v e ,  g i v e  t h e  o i l  c o m p a n i e s  t h i s  a m o u n t  o f  r e ­

c o u r s e .  Does  i t  make  s e n s e  f o r  u s  t o  l e t  t h e m  h a v e  t h a t  

much?  A n d ,  o f  c o u r s e ,  t h o s e  d e c i s i o n s  g e t  m ad e  o n  t h e  b a s i s  

o f  v a l u e s  a n d  e v e r y b o d y  h a s  t h e i r  own v a l u e s ,  b u t  t h e  v a l u e s  

a r e  j u d g e d  a g a i n s t  f a c t s ,  a n d  we g o t  a l o t  o f  f a c t s  a b o u t  

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

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

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

n i e s .  F o r  i n s t a n c e ,  y o u  m i g h t  w a n t  t o  a s k  t h e m  why i t  i s  

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

i s  m a k i n g  $ 3 . 1  b i l l i o n ,  a n d  1 s h o u l d  a d d  t h a t  t h i s  i s  b o t h  

A l a s k a ' s  s t a t e  r e v e n u e ,  A l a s k a  l o c a l  r e v e n u e ,  a n d  A l a s k a

-?n



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

g o v e r n m e n t s  f r o m  A l a s k a  o i l  p r o d u c t i o n  was i n  c a l e n d a r  ' 8 7  

$ 3 . 1  b i l l i o n  d o l l a r s .  We, we w e r e  u s i n g  some s m a l l e r  num­

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

d r a w i n g  b o a r d  a n d  a s  a c o n s e q u e n c e  o f  some s u g g e s t i o n s  f r o m  

some o f  o u r  o i l  comp an y  f r i e n d s  a n d  we a d d e d  i n  t h e  b a c k  t a x  

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

o t h e r  y e a r s ,  b u t  j u s t  t o  b e  c o n s e r v a t i v e  we a d d e d  t h o s e  i n ,  

s o ,  e v e n  w i t h  t a k i n g  a c c o u n t  o f  t h o s e  p o i n t s ,  we o n l y  g o t  

S 3 . 1  b i l l i o n .  You m i g h t  a s k  t h e m  why i t  i s  t h a t  N i g e r i a ,  

w i t h  1 . 2  b i l l i o n ,  m i l l i o n  b a r r e l s  o f  o i l  p r o d u c t i o n  a d a y ,  

l e s s  t h a n  we h a v e ,  g o t  $ 6 . 2  b i l l i o n  f r o m  i t s  o i l  r e s o u r c e  i n  

c a l e n d a r  ' 8 7 .  M a y b e ,  m a y b e  e x p e n s e s  a r e  a l o t  l e s s  i n  

N i g e r i a .  Maybe  t h e  o i l  i s  a l o t  b e t t e r .  You m i g h t  w a n t  t o  

a s k  t h e m .  T h e  n e x t  p l e a s e .  I n c i d e n t a l l y ,  t h a t ' s  $ 1 4  a 

b a r r e l  N i g e r i a  g o t  w h e r e a s  A l a s k a  g o t  $ 4 . 2 5  a b a r r e l .  

Nobody a s k e d  t h e  o i l  c o m p a n i e s  why V e n e z u e l a ,  t h a t  p r o d u c e d  

1 . 3  m i l l i o n  b a r r e l s  a d a y  g o t  $ 9 . 2  b i l l i o n .  T h a t ' s  a l s o  f o r  

c a l e n d a r  ' 8 7 .  You may w a n t ,  a n d  d o n ' t  f o r  a moment  t h i n k  

t h a t  t h i s ,  t h e s e  h i g h  p r o f i t  s h a r e s  a r e  s t r i c t l y  a c r e a t u r e  

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

N o t  t h e  c a s e .  H e r e ' s  a n  E n g l i s h - s p e a k i n g  c o u n t r y  w i t h  

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

U n i t e d  K i n g d o m  p r o d u c e s  m o r e  b a r r e l s  o f  o i l  t h a n  we d o ,  b u t  

t h e y  p r o d u c e  e v e n  much m o r e  r e v e n u e  f o r  t h e i r  c o u n t r y .  $ 8 . 8  

b i l l i o n  o n  3 . 2  m i l l i o n  b a r r e l s  a d a y  o f  o i l  a nd  o i l  e q u i v a ­

l e n t .  We w e r e n ' t  a b l e  t o  g e t  n u m b e r s  j u s t  f o r  o i l .  We h a d  

t o  c o m b i n e  o u r  n a t u r a l  g a s  n u m b e r s  i n t o  t h a t .  T h a t  c o m e s  

o u t  t o  $ 7 . 5 3  a b a r r e l  f o r  E n g l a n d  c o m p a r e d  t o  $4 a n d  w h a t e v ­

e r  i t  w as  f o r  A l a s k a .  You m i g h t  a s k  t h e m  why .  You m i g h t  

a s k  t h e m  why I n d o n e s i a ,  p r o d u c i n g  1 . 3  m i l l i o n  a d a y ,  s u b ­

s t a n t i a l l y  l e s s  t h a n  w e r e  p r o d u c i n g ,  g e t s  $ 4 . 5  b i l l i o n  o f



r e v e n u e  f r o m  i t s  o i l  r e s o u r c e .  D oe s  t h a t  make s e n s e ?  I s  

I n d o n e s i a n  p r o d u c t i o n  t h a t  much l e s s  e x p e n s i v e  t h a n  o u r s ?  

I s  I n d o n e s i a n  o i l  t h a t  much,  w o r t h  t h a t  much mo r e  a t  t h e  

m a r k e t ?  I t ' s  a q u e s t i o n  you m i g h t  a s k  t h e m .  You m i g h t  a l s o  

a s k  t h e  ARCO p e o p l e  t o  e x p l a i n  t h e  c o m m e n t s  o f  t h e i r  p r e s i ­

d e n t ,  R o b e r t  W e y c o f f ,  when ho w e n t  t o  t h e  I n d o n e s i a n  P e t r o ­

l e u m  A s s o c i a t e s  i n  O c t o b e r  1 9 8 7  a n d  s a i d ,  "We h a v e  a l s o  

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

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

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

a l  o i l  b u s i n e s s  I n d o n e s i a  h a s  b e e n  a n  i s l a n d  o f  r a t i o n a l i t y  

and  w i s d o m . "  You m i g h t  w a n t  t o  a s k  t h e  o i l  c o m p a n i e s  i f  i t

w o u l d n ' t  make  s e n s e  f o r  A l a s k a  t o  b e  a n  i s l a n d  o f  r a t i o n a l i ­

t y  a n d  w i s d o m  j u s t  l i k e  I n d o n e s i a  w a s .  W e ' v e  a l r e a d y  c o v ­

e r e d  t h e  ARCO K u p a r u k  e x a m p l e .  You k n o w ,  o n e  o f  t h e  t h i n g s  

I t h i n k  we h a v e  a h a r d  t i m e  g e t t i n g  a c r o s s  i s  how t i n y  a 

s h a r e  o f  t h e s e  p r o f i t s  w e ' r e  a s k i n g  f o r  when we s u g g e s t  a

c h a n g e  i n  t h e  ELF.  You know,  y ou  l i s t e n  t o  t h e s e  o i l  i n d u s ­

t r y  a d s  a n d  y o u  l o o k  a t  u s  a n d  y o u  s a y ,  my g o s h ,  t h e y ' r e  

s p e n d i n g  m i l l i o n s  o f  d o l l a r s .  T h i s  m u s t  b e  a s t a t e  t h a t ' s  

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

i t  i s  n o t  s o .  T h i s  c h a r t  s h o w s  t h e  c u r r e n t  s h a r e s  o f  r e v e ­

n u e  b e t w e e n  t h e  o i l  c o m p a n i e s  a n d  A l a s k a  b a s e d  on  t h e s e  PIW 

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

a b o u t  $ 1 2  a t  V a l d e z ,  a n d  A l a s k a  g e t s  $ 2 . 6 7  o u t  o f  e a c h  

b a r r e l ,  a b o u t  35% o f  t h e  a v a i l a b l e  e c o n o m i c  g r a n t s ,  i f  y ou  

w a n t  t o  l o o k  a t  i t  t h a t  w a y .  An d  t h e  o i l  c o m p a n i e s  g e t  

$ 3 . 4 6  a b a r r e l .  T h a t ' s  a b o u t  46%.

Now, i s  t h i s  ELF l a w  g o i n g  t o  ma k e  a b i g  c h a n g e  i n  t h a t ?  

W e l l ,  t a k e  a l o o k  f o r  y o u r s e l f .  S u r e ,  i t ' s  g o i n g  t o  i n ­

c r e a s e  A l a s k a ' s  r e v e n u e  —  by  t w e n t y  c e n t s .  And i t ' s  g o i n g



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

And i t ' s  g o i n g  t o  s t i l l  l e a v e  them w i t h  s u b s t a n t i a l l y  more  

r e v e n u e ,  p e r  b a r r e l ,  t h a n  w e ' r e  g o i n g  t o  g e t ,  b e c a u s e  t h a t ' s

t h e  p r i c e .  Now, i s  p r i c e s  go up t h e y ' l l  g e t  e v e n  m o r e .  I f

p r i c e s  go down w e ' l l  g e t  e v e n  m o r e ,  w e ' l l  d o  b e t t e r .  You 

m i g h t  a s k  t h e  o i l  c o m p a n i e s ,  w h a t ' s  t h e  f u s s ?  W e l l ,  I ' l l  

t e l l  yo u  w h a t  t h e  f u s s  i s .  The  f u s s  i s  p r o f i t s .  T h a t ' s  

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

we d o .  And i f  I w e r e  i n  t h e i r  s h o e s  I w o u l d  s a y  t h e  same 

t h i n g .  P r o f i t s  i s  w h a t  t h e  name o f  t h e  game i s  a b o u t ,  and  

l e t ' s  n o t  f o r g e t  i t .

Now y o u  know,  I n o t i c e d  t h a t  some o f  y o u  h a v e  l o o k e d  a t  t h a t  

35% a n d  b e e n  t a l k i n g  a b o u t  t h e  s o - c a l l e d  30% c r i t e r i a ,  t h e  

d e a l .  Mr.  C h a i r m a n ,  I h a v e  a memorandum h e r e  w h i c h ,  I ' m  n o t  

g o i n g  t o  go  i n t o  t h e  30%.  I t h i n k  we c o v e r e d  t h a t  e a r l i e r .  

W e l l ,  w e ' l l  t a l k  a b o u t  a d e a l ,  b u t  we h a v e  a memorandum h e r e  

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

t h e  q u e s t i o n s  t h a t  w e r e  r a i s e d  by t h e  p a p e r s  t h a t  R e p r e s e n ­

t a t i v e  F u r n a c e  p a s s e d  o u t  l a s t  w e e k ,  o r  y e s t e r d a y .  And you 

c a n  p u t  t h a t  i n  t h e  r e c o r d  i f  you w a n t .  T h e  q u e s t i o n  t h o u g h  

i s ,  d i d  we make  a d e a l ?  D i d  we make  a d e a l  i n  1 9 81 ,  o r  i n  

1 9 8 7 ?  W e l l  y o u  c a n  a d d r e s s  t h a t  q u e s t i o n  i n  r e a l l y  t h r e e  

w a y s .  T h e  f i r s t  w a y ,  t h e  m o s t  i m p o r t a n t  way i s ,  was t n e r e

l e g a l l y  a d e a l ?  Now, I ' m  n o t  a l a w y e r .  I ' m  a n  e c o n o m i s t .

B u t ,  I c a n  r e a d  t h e  A l a s k a  C o n s t i t u t i o n ,  f o l k s ,  a n d  i t  j u s t  

m a k e s  my b l o o d  b o i l  whe n  I h e a r  p e o p l e  t a l k  a b o u t  a d e a l ,  

b e c a u s e  t h o s e  p e o p l e  who t a l k  a b o u t  a d e a l ,  a t  l e a s t  i f  t h e y  

a r e  t a l k i n g  a b o u t  a l e g a l  d e a l ,  d o n ' t  c a r e  a b o u t  t h e  A l a s k a  

C o n s t i t u t i o n .  T h e  p o w e r  o f  t a x a t i o n  s h a l l  n e v e r  b e  s u r r e n ­

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

t r a c t e d  a w a y .  Now t h e  f r a m e r s  o f  o u r  c o n s t i t u t i o n  d i d n ' t



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

c u t e .  You know,  f o l k s ,  when you come t o  y o u r  s e s s i o n  h e r e ,  

you  c a n ' t  c o n t r a c t  a w a y  y o u r  f r e e d o m ,  y o u r  i m m u n i t y  f r o m  

a r r e s t  o r  p r o c e s s  o n  y o u r  way  t o  t h e  s e s s i o n .  T h a t ' s  a 

r i g h t  t h a t  i s n ' t  y o u r s  t o  g i v e  a w a y .  You c a n ' t  g i v e  away 

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

t h a t  you  c a n  g i v e  a way  b e c a u s e  i t s  a ,  t h e  p r o t e c t i o n  o f  t h a t  

r i g h t  i s  f o r  o u r ,  a l l  o u r  b e n e f i t s ;  n o t  j u s t  y o u r s .  T h a t ' s  

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

e v e r y  o t h e r  s t a t e  i n  t h e  U n i t e d  S t a t e s  h a s  s a i d  t h a t  t h e  

r i g h t s  o f  t h e  s o v e r e i g n t y  t h a t  go w i t h  b e i n g  a n a t i o n ,  o r  a 

c o u n t r y ,  o r  a s t a t e  c a n n o t  b e  g i v e n  a w a y .  You c a n ' t  s e l l  

t h e m .  And t h a n k  God f o r  t h a t .  T h a n k  God f o r  o u r  c h i l d r e n ' s  

f u t u r e  t h a t  you  c a n ' t  s e l l  t h o s e  r i g h t s  t o  t h e  f u t u r e .  S o ,  

t h e r e ' s  no  l e g a l  a r g u m e n t  t h a t  t h e r e  w a s  a d e a l ,  a nd  y o u  

kuow w h a t ?  The  f o l k s  t h a t  s a y  t h e r e ' s  a l e g a l  a r g u m e n t ,  t h e y  

know t h i s .  T h e y  know t h i s .  B u t ,  o k a y ,  l e t ' s  s a y  ( i n d i s ­

c e r n i b l e )  a p a r t ,  w h a t  a b o u t ,  maybe  t h e r e ' s  a ,  ma y be  t h e r e ' s  

a m o r a l  a r g u m e n t .  Maybe  t h e r e ' s  no l e g a l  a r g u m e n t  t h a t  we 

made  a d e a l ,  b u t  m a y b e  t h e r e ' s  a m o r a l  u n d e r s t a n d i n g  t o  i t .  

T h a t ' s  p o s s i b l e .

So w h a t  h a p p e n e d  i n  1 9 8 1 ?  What  d i d  p e o p l e  s a y  i n  1981 a b o u t  

w h a t  t h e y  e x p e c t e d ?  W e l l ,  s i n c e  i t s  t h e  o i l  c o m p a n i e s  

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

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

b a c k  t o  w h a t  t h e  o i l  c o m p a n i e s  s a i d .  May 2 1 s t ,  1 9 8 1 .  A

c o u p  h a s  h a p p e n e d .  I c  l o o k s  l i k e  t h e  o i l  c o m p a n i e s  a r e  

g o i n g  t o  g e t  t h e i r ,  g o i n g  t o  g e t  s ome  c h a n g e s  made  i n  t h e  

l a w ,  b u t  i t ' s  u n c e r t a i n .  T h e r e ' s  a h e a r i n g  o f  t h e  j o i n t  O i l  

a n d  G a s  P i p e l i n e  C o m m i t t e e .  A l e g i s l a t o r ,  who  h a p p e n s  t o  be  

t h e  g e n t l e m a n  s i t t i n g  r i g h t  h e r e ,  Mr .  Hugh  M a l o n e ,  a s k e d  Mr.



M a r t y  T a y l o r  wha t  he  t h o u g h t  a f a i r  d e a l  w o u l d  b e .  What  

p e r c e n t  d o  you t h i n k  t h e y ,  t h e  S t a t e ,  s h o u l d  c o l l e c t ,  Mr.  

M a l o n e  a s k e d .  Mr.  T a y l o r  s a i d ,  s o m e t h i n g  a l i t t l e  m o r e  t h a n  

i t  i s  n o w .  A b o u t  h a l f  t h e  i n c o m e  t a x ,  f o r  i n s t a n c e .  I 

t h i n k  i t  w o u l d  be  much m o r e  f a i r  f o r  t h e  i n d u s t r y  a n d  t h e  

s t a t e  t o  g e t  a b o u t  t h e  s a m e  s h a r e  o u t  o f  P r u d h o e  B a y ,  e v e n  

t h o u g h  we a r e  p a y i n g  e x p e n s e s  a n d  we made t h e  i n v e s t m e n t .  

And h e  w e n t  on i n  t h a t  v e i n  f o r  q u i t e  a w h i l e ,  a n d  t h e n  Mr.  

M a l o n e  c a m e  b a c k  a n d  s a i d ,  " S o  y o u  t h i n k  i t  s h o u l d  be  

b r o u g h t  down t o  t h e  p o i n t  w h e r e  t h e  S t a t e  a nd  yo u  s h o u l d  g e t  

r o u g h l y  e q u a l  s h a r e s  i n  t h i s ?  You l i k e  t h a t  b e t t e r ? "  Mr.  

T a y l o r :  Y e s ,  s i r .

I n  t h a t  s a m e  m e e t i n g  Mr.  D i c k  D o n a l d s o n  was a s k e d  t h e  f o l -  

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

M a l o n e  a n d  Mr.  T a y l o r ,  h e  a s k e d  Mr .  D ic k  D o n a l d s o n ,  who was  

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

S t a n d a r d  O i l  Company o f  O h i o ,  w a s  t h e  m a i n  o r c h e s t r a t o r  o f  

t h e  o i l  i n d u s t r y ' s  e f f o r t s  t o  t a k e  c a r e  o f  t h e i r  i n t e r e s t s  

h e r e  i n  t h i s  l e g i s l a t u r e .  He s a i d ,  he  a s k e d  h i m  i f  h e ' d  

h e a r d  w h a t  Mr.  T a y l o r  h a d  r e s p o n d e d .  And h e  s a i d ,  d i d  I 

h e a r  y o u  s a y  t h a t  you  w o u l d  c o n c u r  i n  t h a t ?  Mr.  D o n a l d s o n ,  

" I  t h i n k  t h a t  i f  you  g e t  r o u g h  p a r i t y  w i t h  t h e  S t a t e ,  we 

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

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

g r o u n d . ” ( C l i f f ,  c o u l d  I h a v e  b a c k  t h e  s h a r e s  g r a p h  a g a i n ? )  

Ro u gh  p a r i t y  was  a s t a y .  A p r e t t y  f a i r  m i d d l e  g r o u n d .  (No,  

n o t  t h a t  o n e .  T h e  b a r  c h a r t  t h a t  s h o w s  t h e  c o m p a r a t i v e  

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

m i d d l e  g r o u n d .  W e l l ,  w e ' r e  s o r t  o f  a p p r o a c h i n g  r o u g h  p a r i ­

t y ,  b u t  w e ' r e  n o t  t h e r e  y e t .  W i t h  t h i s  new ELF w e ' r e  n o t  

t h e r e  y e t ,  f o l k s .  W e ' v e  g o t  a w a y s  t o  g o  y e t .  A t  l e a s t  a t



S12 a b a r r e l  a t  V a l d e z .  S o ,  a n y b o d y  t e l l s  y o u  t h a t  t h e r e ' s  

a m o r a l  d e a l ,  w e l l ,  y o u  k no w,  I ,  a nd  i f  a n y b o d y  t h i n k s ,  I 

know t h e y  come i n  a nd  a c c u s e  o f  u s  o f  l e a v i n g  o f f  i m p o r t a n t  

w o r d s  h e r e  w i t h  t h o s e  ( i n d i s c e r n i b l e ) ,  w e ' v e  g o t  t h e  q u o t e s .  

I t ' s  a l l  i n  t h e  r e c o r d .  I f  y o u  w a n t  t o  s e e  t h e  o r i g i n a l  

q u o t e ,  t h e  w h o l e  r e c o r d ,  y o u  c a n  g o  and  do  i t  j u s t  t h e  way 

we h a v e .  I t ' s  a v a i l a b l e .

S o ,  y o u  k no w,  I c o u l d  g o  o n  a b o u t  t h e  o i l  t a x e s  a l o n g  t i m e .  

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

d e c i s i o n  t h a t  you  h a v e  t o  m a k e .  I d o n ' t  w a n t  t o  m ak e  i t  

s o u n d  l i k e  ( i n d i s c e r n i b l e )  b e e n  w o r k i n g  a t  t h i s  f o r  t w e n t y  

y e a ^ s ,  h a v e  t h i s  b a c k g r o u n d  t h a t  I  t h i n k  i t ’ s  a n  e a s y  d e c i ­

s i o n .  I t ' s  n o t .  I t ' s  a h a r d  d e c i s i o n .  R e s o u r c e  i n t e r e s t s  

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

d i f f i c u l t  t a s k  yo u  h a v e  b e f o r e  y o u .  B u t ,  I  h o p e  t h a t  a s  yo u  

a p p r o a c h  t h a t  t a s k  y o u ' l l  b e  t h i n k i n g  o f  r e s o u r c e s  n o t  j u s t  

f o r  c u r r e n t  A l a s k a n s ,  n o t  j u s t  f o r ,  n o t  j u s t  f o r  t h e  p e o p l e  

who  l i v e  h e r e  t o d a y ,  b u t  f o r  A l a s k a n s  n e x t  y e a r  a n d  t e n  

y e a r s  f r o m  now,  and  i n  t h e  s a m e  s e n s e  t h a t  Bob B a r t l e t t  was  

t h i n k i n g  o f  r e s o u r c e s  when  h e  s p o k e  t o  t h e  A l a s k a  C o n s t i t u ­

t i o n a l  C o n v e n t i o n  when  i t  c o n v e n e d  i n  t h a t  c o l d  N o v e m b e r  o f  

1 9 5 5  i n  C o n s t i t u t i o n a l  H a l l  i n  F a i r b a n k s ,  F o u n d e r s  H a l l .  He 

w as  c o n c e r n e d .  He wa s  c o n c e r n e d  t h a t  t h e  l o b b y  t h a t  w e ' d  

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

w e ' d  s e e n  t o  s u p p o r t  t h e  e x p o r t a t i o n  o f  A l a s k a ' s  c a n n e d  

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

A l a s k a .  He was  r e a l l y  c o n c e r n e d  a b o u t  t h a t .  He s p o k e  t o  my 

f a t h e r  a b o u t  t h a t ,  a n d  h e  s p o k e  t o  t h e  A l a s k a  C o n s t i t u t i o n a l  

C o n v e n t i o n  a b o u t  t h a t  a n d  h e  s a i d ,  " A l a s k a  i s  n o t  u n f a m i l i a r  

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

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


