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ALASKA'S PETROLEUM INDUSTRY 
Petroleum is Alaska's third most important extraotive 

industry, ranking immediately behind fishing and timber. 
At the end of January, 1968, the crude production rate 
reached 154,000 barrels per day, w01th, on an annual 
basis, over $160 million per year. Alaska is now the na
tion's ninth ranked oil producing state. 

Prospects for continued growth are excellent. Some ob
servers predict that Alaska will eventually become the na
tion's number four producer, exceeded only by Texas, 
California and Oklahoma. Growing reserve figures lend 
credence to this view. 

THE OIL RESOURCE 

As of January 1, 1967, Alaska had 321 million barrels 
of "proven" crude oil reserves and an additional 132 mil
lion barrels of "indicated" reserves, according to the Am
erican Petroleum Institute's most recent published fig
ures. The sum of these two categories places Alaska in 
the number eight posiition among the states, ahead of 
No1th Dakota and behind Kansas. These reserves, plus 
the 90 million barrels proven in Naval Petroleum Reserve 
No. 4 on the NoJ.11:h Slope (not considered in state rank
ings), give Alaska a total of 543 million ba1Tels. Prelimi
nary 1968 estnuates by the Ameriea11 .Petroleum lnsti
tute's Committee on Petroleum Reserves indicate that 
Alaska's relative position has improved considerably dur
ing 1967. 

Presently scheduled development drilling from exist
ing platfonns in Cook Inlet is almost certain to double the 
"proven" figure within the next several years. Most in
dustry geologists predict the Cook Inlet basin alone will 
yield, at a conservative estimate, at least 1.5 billion 
barrels (at today's prices, worth almost $5 billion). Should 
the so-called "Oil Alley" of northern Cook Inlet extend 
south into the practically unexplored lower inlet - con-

taining about 75 per cent of the basin's geologically 
favorable acreage - this figure could be scaled upward 
to as high as five billion barrels in the next ten years. 

THE ECONOMICS OF ALASKAN OIL 

The large sums being spent on exploration, land acqui
sition and development drilling indicate the high expec
tations of oil companies in Alaska. While oil firms have 
encountered unusual conditions and have made some 
expensive miscalculations, particularly in offshore opera
tions, the overall profit outlook remains bright. 

Although costs are higher in Alaska and the environ
ment is hostile, it must be noted that the real costs of 
exploration and dl'illing are declining as the industry 
benefits from economies of scale inherent in the growth 
of transportation and communication facilities. Service 
and support activ1ties being established by a growing num
ber of specialized oil supply firms in the Cook Inlet area 
also tend to reduce costs. (The number of persons 
working for such firms in Alaska increased from 7 49 at 
the beginning of 1966 to 1,242 at the start of 1967, accord
ing to the Western Oil and Gas Association, Alaska Di
vision.) 

High wage rates in Alaska, often pointed out as having 
a negative effect on new industrial enteq)rises, arc of onlv 
minor imp01tance in the state's oil industry. Although wage 
rates for oil field workers reportedly exceed the Califor
nia scale by 45 per cent, a large differential even for 
Alaska, wages and salaries paid in the state .represented 
only 9.6 per cent of the industry's total expenditures on 
Alaskan operations in 1966, when 608 persons were di
rectly employed by oil firms in Alaska. Lowering labor 
rates to California levels would have reduced total costs 
by only about 3 per cent. 

The relative unimportance of wage rate differentials 
emphasizes a significant point in the regional economic 
pattern: only a small propo1tion of the industry's expendi-
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hues on Alaska oil development is achrnlly spent in 
Alaska. Definitive statistics indicating the percentage of 
goods and services actually obtained in the state and 
thus direotly contributing to its economy are yet to be 
gathered, but it is obvious that Alaska has neither the 
manufacturing capacity nor the pool of skilled manpower 
to satisfy more than a small portion of the oil industry's 
requirements. This is true to some extent in all the 
state's basic indush·ies, but due to the petroleum sector's 
technical nah1re, the percentage of out-of-state purchases 
is probably greater here than in other major resource
based activities, such as fishing and forest products. 

On the other hand, the state owns or shares rights in 
almost all of Alaska's oil producing land, and a substan
tial po.rtion of the oil industry's expendihll'es is for the 
purchase of these rights. Revenues to the state from this 
source since 1957 total about $140 million. This sum 
constitutes about 22 per cent of all petroleum industry 
expenditures in Alaska (See Figure 1). A breakdown of 
this revenue source shows it is composed mainly of 
lease acquisition payments (57 per cent), rental charges 
(29 per cent), and royalty and production tax payments 
(12 per cent). As production increases from fields already 
developed, royalties (assessed at either 12.5 per cent or 
5 per cent of wellhead value) are almost certain to be
come the state government's single most important source 
of revenue. At the end of January, 1968, these collections 
reached a rate of approximately $,50,000 per day. 

As the magnitude of investment indicates, £inns hunt
ing oil in Alaska are willing to spend large sums on their 
Alaskan venhues. Though figures varv widelv from source 
to source, indications are that sometime early this year 
cumulative expenditures on Alaska's oil development will 
pass the one billion dollar mark, of which more than 90 
per cent is accounted for by only 20 firms. 

· ·while Alaskan oil firms collectively are expeoted to 
show a profit, a large investment is required to provide 
each company with reasonable assurance that it will ac
tually share in that gain. For this reason, many compan
ies pool their efforts, undertaking exploration, land acqui
sition and development in partnerships and combina
tions. While the chances of striking it exh·emely rich are 

FIGURE 1. 
Oil Industry Gross Investment In Alaska, 1957, 1966 
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reduced (a bonanza must be shared), this strategy re
duces the risk of total failure. For example, suppose a 
firm wishes to invest in an area where wildcat wells cost 
$1 million each. If only one out of ten wildcats can 
reasonably be expected to find an oil field large enough 
to justify development and exploration costs, the 9 to 1 
odds on failure of a $1 million drilling program will prob
ably be considered too high. A $10 million drilling pro
gram faces a much better situation - the odds on total 
failure are 7 to 13. VVith a $20 million program, the 
chance of total loss declines to only 1 out of 9. 

The scale of operations necessary to reduce uncer
tainties to reasonable levels is the main reason why 
Alaska has been almost exclusively the hunting preserve 
of larger companies. However, there are indications 
that the smaller firms-the "independent" oil companies 
- may yet become a significant factor in the region's oil 
business, particularly in onshore operations. Increased 
geologic information and lower drilling costs would re-

FIGURE 2. 
Reserves - Barrels Per Foot Drilled 
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duce the uncertainty that faces a small exploration pro
gram and would favor the growth of independent opera
tions in Alaska. 

INVESTMENT 

Both the accelerating pace of investment and the re
sults of past expenditures are convincing indications of 
the petroleum industry's bright future in Alaska. Figure 
2 shows how favorably Alaska compares with the rest 
of the United States and Canada in terms of reserves 
developed per foot drilled and production per well. 

Exact figmes of the Alaskan industry's profit rate are 
difficult to state, primarily because no one can say for 
certain how much oil will be produced from fields so 
far discovered in Cook Inlet. However, fairly reliable 
predictions can be made of output over the next six 
years, and educated guesses are possible for the three 
years beyond that. A calculation of net revenues derived 
from production indicates that by 1971 the oil industry 
will have recovered its cumulative investments through 
1966 in Alaskan exploration and equipment, plus com
pow1ded interest at 6 per cent (See Figure 3). 

The expectation of high profits may- not be the only 
reason for Alaska's competitive position. Japan in partic
ular, with about 80 per cent of its oil originating in the 
iMiddle East, has an obvious need for other, more reliable 
I 
sources of petroleum supply. 

In recent years, the high quality of Alaskan crude oil 
has become a significant factor in the placement of in
dustry investment. A remarkable lack of sulphur or hy-
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JAPAN'S INTEREST 
Alaska is not the only area of Japanese oil interest, but it does 

have advantages over its principal North American competitors, British 

Columbia and Alberta. Expensive pipelines are necessary lo bring 

Canadian oil to tidewater, and once there, the shipping distance is be

tween 600 and 900 miles greater than from Alaska. On the other 

hand, Canadian operations, while probably more expensive in the 

long run, can be conducted on a smaller scale than would be prudent 

in Alaska, with a shorter time lag between exploration and produc

tion. 

There are indications that a significant amount of Japanese capi

tal will soon be flowing into the development of Alaska's oil resource. 

The Alaska Petroleum Development Company, Ltd., a solidly financed 

Tokyo firm, announced in January of 1967 an agreement with the 

Gulf Company for 50-50 participation in exploration and possible 

development of prospects in Bristol Bay and southern Cook Inlet. Bid

ding jointly, the two firms recently acquired rights in the latter area. 

The Japanese firm is participating in the venture through its wholly 

owned subsidiary, ALASCO. In another development, the Maruzan Oil 

Company has independently announced plans to conduct joint explora

tion activities with Union Oil Company of California, probably in the 

same areas as the ALASCO-Gulf partnership. 

Anything better than a moderate success by these two organiza

tions will stimulate· further Japanese interest in Alaskan oil. By 1985, 

Japan's petroleum requirements are expected to increase more than 400 

per cent. By satisfying an increasing portion of these requirements with 

foreign oil developed by Japanese capital, the country hopes to avoid 

what might otherwise become a serious threat to its balance of pay

ments. 

drogen sulfide contamination in any Cook Inlet crude 
makes it easier and less expensive to refine and process 
into acceptable end products. The enactment by public 
health authorities of stringent regulations governing the 
amount of residual sulphur legally allowable in light and 
heavy fuel oils is a matter of great concern to the pro
ducers of high sulphur ("sour") Canadian and Ven¢
zuelan crudes. The purity of Alaskan crude is of pat
ticular interest to the Japanese, who, in their densely poptl
lated counby, have been among the first to become aware 
of a~· pollution dangers. 

EXPLORATION 

Today's expanding peh·oleurn indnsh·y is the direct 
result of a massive exploration effort carried on over the 
past ten years. The first phase of oil exploration in most 
areas of Alaska includes both surface and sub-swf ace 
geological investigation. Sub-surface contour maps are 
drawn after small explosive charges are detonated and 
the resulting underground shock waves observed. 

Since exploration work is restricted to areas having 
the highest probability of oil, it provides a good indicator 
of future wildcat drilling activity. A comparison of Fig
ures 4 and 5 indicates this relationship has held roughly 
true in the history of Cook Inlet exploration. 
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FIGURE 4. 
Geophysical Activity In Alaska* 
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As each step in the exploration program is completed, 
oil companies evaluate their findings to determine the ad
visability of continuing work in a particular area. These 
decisions are critical because of the rapidly escalating 
costs of each succeeding phase. For instance, after com
pleting preliminary geologic work, the firm must de
cide whether to bid on actual acreage. During the early 
exploration of Cook Inlet, there was only moderate com
petition for available leases. Today, because of the 
known high quality of inlet prospects, bidding tends to be 
intense and prices high-often more than $1,000 per acre 
(these are the "bonus" bids; additional charges for yearly 
rentals are fixed at $1 per acre on state lands). An in
vestment of up to several million dollars is required to 
accumulate sufficient leases to form an average size 
drilling block-land enough to insure that any oil dis
covered will be mostly on company property. 

Although much information on the geology of the 
upper Cook Inlet basin has been gathered since 1957, ex
ploration in this area is still far from complete. While 
the general configuration of potential oil-bearing sedi
ments can be predicted with some certainty, the data is 
not sufficient to allow precise mapping of the sub-surf ace 
strata. 

Exart cmTPlation of information from one well to an
other is made dificult by a general pattern of complex 
faulting. The faults displacing the Swanson River field 
into five separate pools across its six-mile length were 
only discovered after extensive drilling, at a density 
of approximately eight wells per square mile. 

Climate, terrain, long distances and poor b·ansportation 
facilities are often blamed for Alaska's high drilling costs, 
but the fact that much of the present wildcat activity 
is in offshore areas requiring the use of floating drilling 
vessels is of possibly more importance. Present informa
tion suggests that exploratory offshore drilling costs in 

the inlet are approximately one third higher per foot than 
in waters of similar depth off California or Louisiana, 
and three or four times as costly as onshore operations in 
the same areas. 

Another reason for higher per-foot-costs is that the 
average well in Alaska - exploratory or developmental 
- is drilled deeper and tested more extensively than the 
average well in other states. All discovered oil pools in 
the Cook Inlet basin are below 5,000 feet, with the most 
prolific reservoirs, such as the Swanson River field, lo
cated from 10,000 to 11,000 feet underground. This com
pares with an average depth of 4,200 feet for all wells 
drilled in the United States, and is particularly significant 
since per-foot-costs increase rapidly with depth. 

DEVELOPMENT 
The discovery of oil does not necessarily insure de

velopment of a field. In each case, the costs of wells and 
facilities necessary for production must be weighed 
against the value of expected output. Because of the 
highly faulted nature of a field, the low permeability of 
its oil bearing rocks, or other factors, it may be aban
doned or be developed only for its gas content, as is 
apparently the case in Pan American's North Cook In
let field. 

·while there are fewer unce1tainties in development 
than in exploration, both the stakes and the costs are 
higher. In the Swanson River field, which has 50 wells 
capable of production, development drilling costs alone 
are estimated to have averaged $400,000 per well, not 
including costs of the above ground facilities required. 

Offshore development is even more expensive be
cause year-round drilling platfom1s are necessary and 
must be built to withstand the ravages of the inlet's winter 
ice. Although offshore platforms are found around the 
world, the Cook Inlet environment has necessitated un-
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)usual and costly designs. The 11 platforms now in 
place have ai;i average value of approximately $12 mil
lion each, although one struchire is reliably reported to 
have cost over $20 million. At least three new platforms 
are scheduled for construction in 1968. 

Up to 32 wells may be drilled from a Cook Inlet plat
from, but, since only one or two drilling rigs may be 
working at any one time, the rate of well completions is 
limited to about five or six per year. The platforms are 

DEVELOPMENT VS. PRESERVATION 

Alaskans traditionally have been jealous of the natural beauty 

of their slate's outdoors. This, combined with the increasingly wide

spread concern over environmental quality, has created a number 

of potential conflicts between those who place high priority on the 

rapid development of Alaska's petroleum resources and those who 

would retain the region's "wilderness values." So far, al least, the 

oil industry, acting in its long-run self-interest, has shown that re

source 11development" and resource 11preservation 11 are by no means 

incompatible. The Alaskan public's generally favorable attitude toward 

the industry is in no small part a consequence of this long-rang view. 

Much of the credit for this desirable situation must go to Standard 

Oil Company of California and its partners, whose development of 

Swanson River field could well serve as a model for industrial and 

mining operations elsewhere. The Swanson River field is located in 

the Kenai National Moose Range. The development of this oil field 

has, in the opinion of many, actually increased the benefits of the 

wildlife refuge by making this previously remote area more accessible 

to motorists, hikers and canoeists. All brush cuttings, debris and dis

carded material have been carefully removed or buried. Cut-over areas 

have been seeded to create "moose pasture" and the wildlife popu

lation of the reserve has increased since the coming of the oil man. 

Offshore expl.oration and drilling operations have also created 

potential conflicts in resource utilization. For instance, one of the 

most useful methods of geologic exploration, seismic surveying, in

volves the underwater detonation of explosives. Unfortunately, under

water blasting of any sort is also an extremely efficient method of 

killing fish. 

To minimize the depletion of one resource in the search of an

other, exploration firms are required to schedule undersea blasting op

erati.ons to avoid salmon runs and utilize explosives with low "fish 

kill" potential. 

In addition to exploration, almost every other phase of offshore 

oil activity can, in some manner, threaten fishery resources. Water 

pollution and beach contamination resulting from accidental spillage 

or dumping of oil or other fluids is considered by conservation and 

dents of this nature have occurred and the issue is a troubesome one. 

That the inlet operators are aware of this is evidenced in the effort 

and expense that they have invested in determining and eliminating 

possible sources of friction between themselves and those with whom 

they share the inlet. Housekeeping procedures on some offshore plat

forms reportedly require that nothing so much as a paper cup be dis

carded overside. Trash is sacked and taken ashore, often by heli

copter. 

Nevertheless, at least 68 instances of oil or refuse pollution have 

been reported to date in Cook lnelt. While many of these incidents 

have been minor in nature, or not directly related to oil activity, they 

have served to tarnish the industry's Alaskan image. 

.capable of tapping portions of the reservoir located hori
zontally up to 11,000 feet away. 

During the development phase, up to 60 men are 
housed and fed on the platform and work continues 
around the clock throughout the year. When the well be
gins producing, operart:ions become more automated and 
only about five employees actually live on the structure. 
The need for extensive fleets of tugs, helicopters and 
other chilling oriented services also declines during the 
production phase, though this may be offset by expanded 
drilling elsewhere. 

PIPELINES 

All Cook Inlet offshore platforms are connected to 
the shore by dual undenvater pipelines of either eight 
or ten inches in diameter. Although the consb1.1ction of 
these underwater pipelines presents difficulties, several 
factors make it inadvisable or impossible to load tankers 
directly from the producing platforms. Shallow water, 
winter ice and the high cost of mounting storage and 
processing facilities on offshore platforms make it nec
essary to construct pipelines. These dual pipelines pro
tect against costly shutdown in offshore production and 
provide for possible gas injection pressure maintenance 
in the future. About 105 miles of these lines have been 
completed at an estimated cost of $50 million. 

Because of ice and water depths too shallow to ac
commodate the large tankers that wiH be hauling Alaska's 
crude oil to market, it has been necessary to const11.1ct 
an onshore pipeline stretching 42 miles down the west 
coast of Cook Inlet to a newly completed deep water ter
minal at Drift River. The 20-inch line, completed last 
spring, is jointly owned by Atlantic-Richfield, Cities Serv
ice, Marathon, Mobil and Union. The terminal extends al
most two miles into the inlet and at low tide can handle 
100,000 ton tankers drawing up to 60 feet of water. Total 
cost of the onshore pipeline and terminal facilities is 
estimated at $45 million. 

In December of 1967, the pipeline company was grant
ed an exemption from the state income and business lic
ense taxes. The tax break, granted under Alaska's Indus
b·ial Incentive Act, is scheduled to run for seven years, or 
until the lirm s net rate o± rettrn1 reaches I per cent, 
whichever comes first. 

Some estimate of the production expected from Cook 
Inlet can be inferred from the fact that pipelines existing 
or presently under constrnction have been designed to 
handle a maximum of 450,000 barrels per day - more 
than three times the present rate. 

PRODUCTION 

Underground energy, usually in the form of gas or 
water pressure, is of great impmtance in the life of an 
oil field. It is this energy that drives the oil to the well 
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and thence to the swface. Lack of reservoir energy means 
a rapid drop in production. However, preventive mea
sures are usually available. The early injection of high 
pressure water or gas into the producing formation, 
through costly, can extend field life. So far, only two oil 
fields, Swanson River and Middle Ground Shoal, are using 
these "secondary recovery" techniques. In the case of 
Swanson River, the low level of reservoir energy, com
bined with the large size of the field, made early initiation 
of the program economically feasible. The exb·a cost of $30 
million is offset by the more than $300 million worth of 
otherwise unavailable crude oil which will be produced 
over the life of the field. 

It is too early to say definitely whether all Cook Inlet 
fields will require repressurization of some sort. How
ever, their similarity to Swanson River in terms of crude 
oil type, gas saturation, and other characteristics indicates 
that "down hole" pressures will decline as production in
creases. Recent initiation of pressure maintenance mea
sures at Middle Ground Shoal field is an indication that 
operators there are ah-eady experiencing this drop. 

When natural gas is available, repressurization will 
present no overwhelming problem, but the costs will be 
higher at offshore locations. It may be possible to re
pressurize with water. However, the silt conteillt of inlet 
water will necessitate costly water wells from the plat
forms or piped water from shore. Middle Ground Shoal 
operators axe expected to strut such operations later this 
year. 

MARKETING 

There are strong economic and political reasons for 
marketing Alaskan oil in the United States. Foremost 
among these is that the United States policy limiting 
foreign oil imports through quotas has increased the 
domestic price of crude oil about 50 per cent over the 
world market price. The quotas, initiated in 1959 to pro
tect the indusb·y from foreign competition, provide a 
strong incentive for domestic rather than foreign invest
ment by United States oil companies. 

Much of Alaska's present oil development has prob
ahlv come about as a direct result of this incentive. A 
barrel of oil produced in Alaska is simply worth more thain 
a barrel produced overseas. Since 1961, the wellhead 
value of Swanson River crude oil has increased from $1.50 
per barrel to its present price of $3.06 per barrel. The latter 
figure compares with today's $2.15 value of similai· type 
crude oil in Indonesia. 

BaiTing a major shift in United States energy policy, 
the price of domestic crudes (and Canadian overland 
impmts, which are exempt from the quota system) is ex
pected to increase as United States consumption expands 
faster than development of domestic reserves. Such a 

trend will nahirally enhance the profit margin of the 
Alaska oil industry. 

Although the United States supplies about 88 per 
cent of its crude requirements from domestic sources, 

BEYOND THE INLET ... 
A SLOPE, A BAY, AND THE GULF 

Only a small portion of Alaska's "possible petroleum provinces" 

has been explored, leaving the state with a wide open potential for 

future investment. Besides the Cook Inlet basin, there are three other 

areas which have attracted significant oil company interest: the North 

Slope, Bristol Bay and the Gulf of Alaska. 

THE NORTH SLOPE: This area, located between the Brooks 

Range and the Arctic Ocean, has one pr.oven oil field, Umiat, in and 

near Naval Petroleum Reserve No. 4. There has been considerable ac· 

tivity on the slope recently. In January, 1967, 23 offshore Arctic 

Ocean tracts were leased for $1.5 million. One onshore rig has com

pleated drilling a well in this area, al Prudhoe Bay. Although signif. 

icant quantities of gas are known to have been found, other informa

tion is lacking. If this well has produced encouraging results, an 

increase in North Slope exploration may be expected. A number of 

firms are considering a plan under which they would pool their 

efforts and gain holdings lo undertake a $20 million, nine well ex· 

ploration program in the area. 

Because of its remoteness, wildcatting activity north of the 

Brooks Range is generally considered by the industry as a highly 

speculative hedge against the distant future. It is expected that at 

least five years wou.ld elapse between any significant discovery and 

the completion .of transportation facilities between oil field and 

market. 

Despite the delay anticipated between discovery and production, 

knowledgeable observers have ventured that a pipeline to ice-free 

tidewater would be a reality today had the Naval Petroleum Reserve 

No. 4 been opened to private leasing at the conclusi.on of federal 

drilling in 1953. Legislation lo make this land available is under 

study by Congress. No serious obstacle is foreseen to its eventual 

passage. 
BRISTOL BAY: Little is known about the geol.ogy of this large 

embaymenl of the Bering Sea, but one industry official has stated 

that offshore reserves in Bristol Bay are possibly in the billion barrel 

range. At least 20 firms have done seismic, gravity or magnetic 
surveys in the area during the past two years, and general opinion 

is that numerous prospects were disclosed. Most interest seems to be 

concentrated in the federally controlled portion of the bay, beyond 

the state's three-mile offsh.ore land boundary. A state lease offering 

is planned for March. So far, the Interior Department has made no 

plans for leasing and development in the Bristol Bay area, making 

it likely that actual drilling on federal lands will be delayed until 
I 

THE GULF OF ALASKA: With a prospective expanse greater than 

the Gulf of Mexico, this mostly offsh.ore area has seen the same sort 

of exploration interest as Bristol Bay. Judging from the high prices 

paid for tracts recently leased by the state near Middleto-n Island, it 

is expected that drilling activity will soon be underway in this sec

ti.on. Federal policy regarding the more than 90 per cent of the 

gulf's acreage under its jurisdiction is still in the planning stage; a 

lease sale is contemplated sometime in 1968. If oil fields are found 

under the gulf's 60 million areas of icy water, they will undoubtedly 

be very difficult to develop. Weather and sea conditions commonly 

encountered in the area can be compared lo those experienced in 

the worst North Sea storms. 
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iand has the capadty to supply them all in times of emer
gency, the western states constitute both a region of net 
petroleum deficit and an area of the most rapid increase 
in petroleum demand. California refiners, in particular, 
are faced with the necessity of making up this deficit 
with either foreign crude or crude shipped at high cost 
from the U.S. Gulf Coast via the Panama Canal. This 
situation provides additional incentive for Alaskan ex
ploration. Shipping distance from Cook Inlet to Los An
geles is approximately half that from New Orleans to 
Los Angeles (2,500 miles vs. 5,000 miles), and unit costs 
can be further lowered on the Alaskan run by using 
supertankers too large to transit the Panama Canal. It is 
obviously no accident that three of the principal mar
keters of refined products in California - Richfield, Union 
and California Standard - have been among the leaders in 
Alaskan oil development. 

Because of Alaska's relatively small petroleum con
sumption and the economies of scale inherent in large 
oil processing operations, it is unlikely that the near fu
ture will see any new refining facilities built in Alaska. 
California Standard's $5 million plant at Nikiski is ap
parenrtly adequate for its needs. Other Alaskan oil mer
keters point out that, for practical purposes, it costs 
them almost nothing to transport products from Califor
>ia. Were it not for these products, tankers bound n01th 
to pick up Alsakan crude would sail empty. 

PUBLIC POLICY 

As is the case with any publicly owned resource, the 
political environment has a far-reaching effect on the 
costs and benefits of petroleum development. Thus, de
spite the currently bright geologic and economic outlook, 
the future pace of Alaskan oil industry development is 
still a matter of conjecture. 

Up to now, the laws and regulations affecting Alaska's 
oil industry have apparently been mutually beneficial 
to both the public and the industry. However, as oil 
investments and revenues have become more visible, 
public concern and controversy regarding the goals and 
effectiveness of oil resource management and taxation 
havP inf'rPasPo 

Timing of lease offerings has arisen as one of 
the many questions facing Alaska in its resource man
agement efforts. Like most such problems, its solution 
turns on a determination of the proper balance be
tween present and future revenues. For instance, the dis
covery incentive clause of Alaska's oil law allows a reduc
tion in individual lease royalty rates (from 12.5 per cent to 
5 per cent) paid by those who find new fields. This pro
)vision sacrifices future royalty income in order to stimu
late present exploration and to increase bonus bid re
ceipts. When such provision is suspended, as it was in a 

recent southern Cook Inlet lease offering, it represents 
a public policy judgment to the effect that a loss of 
bonus revenue and reduction in drilling activity is worth 
the probable gain to be realized in five or ten years, if 
and when oil is found. 

Another manifestation of increased public concern 
over the oil resource is apparent in recent efforts to 
change the state's oil and gas taxation policy. Revision 
of this policy, and particularly the gross production tax, 
is the single most impo1tant issue facing Alaska in the 
development of its petroleum industry. 

Enacted in 1955, two years before the discovery of 
the state's first commercial oil field, the "Oil and Gas 
Properties Production Tax" is imposed on the gross 
value at the wellhead of all oil and gas produced in 
Alaska. The tax is in addition to royalties that the firms 
may be required to pay the state under terms of their 
oil leases. While the production tax and royalty have an 
identical effect on the industry's revenues, the royalty rate 
is determined by a lease contract and may not be uni
laterally increased by the state. 

Payment of the severance tax exempts producers from 
a variety of other levies, including the Business License 
Tax and all state and local levies on producing proper
ties and leases. Because of the difficulties in assessing 
oil and gas prope1ties, it was reasoned that an ad valorem 
tax would be the easiest and most equitable tax to ad
minister. 

Originally set at 1 per cent, the tax was raised to 2 
per cent during the 1967 special legislative session called 
as a result of the Tanana Valley flood. Proceeds of the 
additional 1 per cent levy are to be set aside, along with 
those from a special $10 head tax, to form a disaster 
fund. Both the 1 per cent oil tax and the head tax will 
automatically lapse when the fund reaches $7.5 million. 

Considerable bipaitisan supp01t for a frnther increase 
in the production tax rate has been evident during the 
legislature's 1968 session. Proponents of increasing the 
public's share of oil revenues point out that the oil and 
gas belonging to the people of Alaska is being transferred 
to private Hims for less than is being received in parallel 

cates of the status quo maintain that the greater uncer
tainties and higher costs of Alaska petroleum develop
ment require a compensating incentive (in the form of 
a larger share of the gross revenues) if developers are 
to spend their dollars in the state. Referring to the state's 
already impressive oil revenues, they suggest that in
creasing the state's share at this time would be a clear 
case of "biting the hand that feeds." 

While these arguments are still unresolved, it seems 
clear that more than just the level of taxation is involved 
in the decision to invest in Alaska or go elsewhere. While 
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TABLE 1. 

The Tax , Profit Relation 

Expected Tax Expected Industry 

Revenue From Rote of Return 

Exisiting Fields 0 For Period 

Through 1976 1957-1976 

About $30 Million 11 to 12% 

G) 
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Alo;~e~~s Oil 0 
$765 Million 
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Increase Stole 
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About $7 Million 

C At lox ,ote, obove 15', the,,. figvre, p,ogrteni¥ely !o,e accuracy due to th<>no-n•lineor <eloticn,hip> invc-1...d. 

taxes affect profit rates (as shown in Table 1 and Figure 
6), it is the difference in expected profits, not taxes, that 
induces the investor to abandon one region for another. 
The region with the highest expected profit rart:e can an
ticipate capturing the largest share of future investments 
in oil exploration. 

An economic analysis of profit rates in regions com
peting with Alaska for the oil industry's exploration in
vestment could provide a basis for a public policy de
signed to maintain the highest level of petroleum invest
ment consistent w1th maximum revenue to the state. Pe-

troleum being a non-renewable resource, mistakes made 
today for lack of such analysis will be difficult, if not 
impossible to undo. If the tax rate is too low, the state 
loses revenues it need not forego. On the other hand, if 
the tax rate is too high, revenues over the long run will be 
reduced. Thus, the finding of an optimum level of taxa
tion is of interest both to the industry and the state. 

Additionally, the oil man's subjective evaluation of 
public and governmental attitudes appears to have an im
portant bearing on the maximum tax rate he considers 
he "can live with." Because of this, benefits that would 
acme to the state from a vigorous and sincere effort to 
bring about industry understanding of its position can 
not be underestimated. It is in the interests of the state to 
have a flourishing petroleum indu1>try. Oil developers 
should have little to fear so long as they know the state 
is making a rational attempt to maximize its tax revenues 
over the long nm. 

Although the Institute is solely responsible for the completed pub
lication, comments and opinions of the following persons were taken 
into consideration and their help is appreciated: 

Officials of the Alaska Division of Mines and Minerals 
Pedro Denton- State Division of Mines and Minerals 
Dr. Douglas Jones- Federal Field Committee 
Marvin Anderson- Geonomics Consultants 
Bill Bishop- Western Oil and Gas Association 
Roland Champion- Atlantic-Richfield 
Hugh Gellert- Development Consultant 
Lum Lovely- Consulting Geologist 
Richard Lyon- Union Oil Company of California 
Joe Rudd- Attorney 

FIGURE 6. 

Net Discounted Cash Flow of Alaska's Oil Industry 1957, 1976 
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