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QCang!ZS5 of tUt ~nitrll ~tateS 
JoiNT CQMMrrTE!: eN TAXAr.QN 

TO: Members of the House Ways and Means Committee and 
Senate Finance Co~ittee 

FROM: Mark McConaghy 

SUBJEC~: Windfall profit tax revenue estimates 

The staff has com~leted revised estimates of the revenue 
effects of ~~e crude 011 windfall crofit tax and of various 
proposals to reduce that tax. The-estimates are based on new 
assumptions about oil production, the classification of taxable 
oil L~to ~~e three tiers of the tax, and oil prices. 

The staff's estimates are made with a com~uter model which was 
originally built by the Joint Committee staff and the Treasury 
staff. This model ta.~es account of "feedback" effects of 

• the. tax,'~ by ass1.l;I1linq chaIlgesin oil drilliI.lg.;n response to 
.,changes l.n the tax rate on new.1y discovered olol. .. 

~ 

Table 1 presents estimates of the total net revenue expected 
from the tax L~ calendar years 1980 to 1990. The net windfall 
profit tax revenue equals the increase in total federal revenues 
resulting from the windfall profit tax. This is the revenue 
collected from the tax itself (the gross windfall profit tax) 
minus ~~e reduction in corporate and individual income taxes 
assumed to result from the im~osition of the windfall profit tax. 
Table 1 also shows the revenue raised by each of the three tiers 
of ~~e tax and shows separately the amount raised from independa~t 
producers. 

Table 2 shows the revenue loss from 14 proposals to' reduce 
the windfall profit tax. Table 3 shows estimates of the effects 
of President Reagan's order decontrolling oil prices. This 
includes the increase in gross revenues of oil producers ~~d 
royalty owners ,the gross and net wL~dfall ?rofi~ ~ax, the additiona~ 
income tax paid by oil producers and royalty owners I .and t..'1.e addi­
tional federal royalties. 

Table 4 shows some of the ass~~~tions about oil prices and 
quantities on which the estimates are based. 



..... 
Calendar Year Estimated Net Windfall Profit Ta~Revenues by T~x Tier and Economic Interest~ 

(billions of dollars) 

1900 1981 1982 1903 1984 1905 1906 1987 1988 1989 

'lbta1 Revenues; 5.1 10.0 19.6 20.1 21.0 22.9 23.8 24.1 25.5 26.2 

Tier 1 3.5 14.0 15.6 15.9 16.1 16.2 16.2 15.9 15.5 15.1 

Major " lOyalty 3.3 14.0 14.1 15.0 15.3 15.4 15.4 15.1 14.0 14.4 

IndependentY .2 .0 .9 .9 .0 .0 .8 .0 .7 .7 

Tier 2 1.1 2.3 2.6 3.0 3.3 3.6 3.9 4.1 4.4 4.6 

Major" lOyalty 1.3 1.0 2.0 2.4 2.7 2.9 3.2 3.4 3.6 3.0 

IndependentY .4 .5 .6 .6 .6 .1 .7 .1 .0 .0 

Tier 3 .6 .9 1.4 1.9 2.4 3.0 3.8 4.7 5,6 6.6 

Major " lOyalty .5 .1 1.2 1.6 2.0 - 2.5 3.2 3.9 4.7 5.6 

IndependentY .1 .2 .2 .3 .4 .5 .6 .0 .9 1.0 

'lbtal Major" lOyalty 5.0 16.5 17.9 10.9 20.0 20.9 21.7 22.4 23.1 23.1 

'lbtal IndependentY .7 1.5 1.7 1.0 1.0 2.0 2.1 2.3 2.4 2.5 

~tail may not add to total due to rounding. 

y Revenues were estimated without regard to _the phase-oLJt of the tax, which ~r current assunptions 
\lDuld begin in Septerrber 1990 and have a rnioor inpact on total revenues in 1990. 

y Includes a small anount of incwe tax revenue in 1919 because the estimates asstBre that the tax 
on newly disoovered oil reducel intangible drilling deductions in that year. 

Y Independent eooncmic interests i6 defined in the Crude"Oi1,Undfall Profit Tax Act of 1900. 
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-calendar Year Estimates of Reduction in Net Wind!!il Profit Tax Revenues fran VariOUS Proposals ::::J • 

(pillions of dollars) 
1981-1990" 

1901 1902 1903 1904 1905 1906 1907 1900 1909 1990 'lbtal 

Ex.eI1{lt lndependent' producersY 1.5 1.7 1.8 1.0 2.0 2.1 2.3 2.4 2.5 2.6 20.7 

Tier 1 .0 .9 .9 .0 .0 .0 .0 .7 .7 .6 7.0 

Tier 2 .5 .6 .6 .6 .7 .7 .7 .0 .0 .0 6.7 

Tier 3 .2 .2 .3 .4 .5 .6 .0 .9 1.0 1.2 6.1 

ElceIT{lt Private Royalty Owners 2.5 2.7 2.0 2.9 3.0 3.1 3.~ 3.3 3.3 3.4 30.2 

Include 16-20 regree lIeavy 

oil in Tier 3 .2 .2 .2 .2 .1 .1 .1 .1 .1 .1 1.2 

Exempt Tier 3 .9 1.4 1.9 2.4 3.0 3.0 4.7 5.6 6.6 7.6 37.9 

Exempt New .7 1.1 1.6 2.0 2.4 2.9 3.5 4.1 4.6 5.2 20.1 

Exempt Tertiary .1 .1 .2 .3 .6 .0 1.1 1.5 1.9 2.3 0.9 

Exempt HeavyY .2 .2 .2 .2 .3 .3 .4 .4 .5 .6 3.3 

Exempt Tier 2 2.3 2.6 3.0 3.3 3.6 3.9 4.1 4.4 4.6 4.7 36.5 

Exempt Alaska tbrth Slope 2.3 2.0 3.3 3.0 4.4 4.0 5.1 5.4 5.7 6.0 43.5 

Exempt State Share of Federal 
Royalty Oil .1 .1 .1 .1 .1 .1 .1 .1 .1 1.2 

Oontinue Percentage repletion 
Rate at 22% for Independent 
Oil' Gas Production Y .2 .5 .0 1.1 1.5 1.7 (estimates not available after 1906) 

retail may not add to total due to rounding. 

1/ Ilevenues were estimated without regard to phase-oQt of tl}e tax which lUlder current assunptions would begin 
in September 1990 and have a ndnor inpact on total revenuel3 in 1990. If certai~ production is exempted fr,?m the tax, 
Congress may decide to mXlify the phase-out level of $227. 3 billion to avoid shifting the burden of the tax to 
other production. , , 

2/ Independent economic interests as defined in the Croo.~ Oil Windfall Profit Tax Act of 1900. " 
Y Represents a total exemption for heavy oil, includ~n9 h~vy oil which is also new or tertiary production. 

Lf heavy oil were to be exenpted along with new and tertiary production, the oost of the heavy oil exemption \\QuId be 
ireduced to $O.? billion for 1901-1990. 

4/ While percentage depletion is not part of the windfall profit tax this estimate is included because it affects 
the sane eooflOOlic interests. 
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Table 3 

Estimated Revenue Impact of Executive 
Order Immediately Decontrolling Crude Oil 

(billions of dollars). 

Calendar Year Fiscal Years 

ncrease in receiPts 

ross Increase in Producer 
Revenues Before Tax 7.6 

ross Windfall Profit Tax 4.2 

2.2 

2.0 

4.0 0.2 

1.1 

-0.9 

Income Tax Offset 1.1 

et Windfall Profit Tax 2.9 

ncome Tax Before Deduction 
of Gross Windfall Profit 
Tax 11 2.8 1.3 1.S 
I 
ederal Royalties .1 . .1 

otal Increase in Fe.deral 
Receipts Before Offsets y 4.9 4.3 0.6 

I 

I 

Increase in income taxes paid solely QY crude oil producers without 
estimating possible reduction in receipts from other sectors of 
the economy. 

Various offsets should be taken into account which either reduce 
receipts or increase outlays. Significant outlays would incl~de . 
on-budget fun~ing .. of the .. ~..t~ategic Petroleum Reserve, which was to be 
filled. with p~ice~co~tro11ed oili. increased expenditures for energy 
by the federal government; and increased outlays for federal programs 
linked to the consumer price index. Receipts may be reduced to the 
extent that firms do not immediately pass on all increased energy 
costs in the form of higher prices and consequently have reduced 
profits. Receipts will also be reduced to the extent that the 
inflationary impact reduces overall economic activity in the sh~rt-run 
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Table 4 

Principal Assumptions Used in Estimating 
Net Windfall Profit Tax 

1981 1985 1990 

Volumes by tax tier (mmb/d)Y 

Tier 1 y 
6.0 4.2 2.4 

Tier 2 1.3 1.2 .9 

Tier 3 ~ 2.1 3.4 

8.2 7.5 6.7 

Uncontrolled price per barrelY $38.63 $58.51 $90.44 

Annual change in GNP deflator!! 

Tax rates 

Severance tax (excluding Alaska) 

Alaskan severance tax (effective rate) 

Marginal federal income tax rate 

9.8% 

5.4% 

11.5% 

45.0% 

8.2% 

1/ Excludes oil used on the lease and nontaxable Alaskan 
proauction •. Volumes measured in millions of barrels per day. 

2/ Includes Naval Petroleum Reserve production taxable in 
tier 1. 

6.2% 

3/ Market price of non-Alaskan crude oil with gravity greater 
than 20 degrees API. Prices of Alaskan North Slope oil are computed 
with an adjustment for pipeline and tanker transportation costs. 
The price projections are computed from a base of $36 per barrel 
in December 1980 with increases at a rate of 2 percent annually in 
excess of the GNP deflator. 

4/ The rate of increase of the GNP deflator is assumed to 
decrine at a rate of 0.1 percent per quarter on an annualized basis. 
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