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SB 192 modifies the computation of the progressive element of the production tax rate to arrive at higher tax rates 
when production tax value per barrel of oil equivalent is higher than $92.50. To understand the modification, a recap 
of the existing system is required. 
 
“Production tax value” per barrel should not be confused with “price”; under the current production tax statute, 
production tax value is the netback value of oil less the operator’s per barrel operating and capital costs. Currently, 
the tax rate under AS 43.55.011(e) starts at 25%; after production tax value per barrel exceeds $30, the tax rate 
increases 0.4% for every additional dollar until production tax value per barrel reaches $92.50.  At that point the tax 
rate increase drops to 0.1% for each additional dollar.  At $92.50, the production tax rate is 50%. After 20% capital 
credits are applied, the effective tax rate drops. (If capital costs per barrel are assumed to be $10 per barrel, then the 
effective tax rate would be around 48%.)  The marginal tax rate, or the change in tax receipts divided by the change 
in profits, is around 86% when profits per barrel increase from $91.50 to $92.50.  The high marginal tax rate is due to 
the increase in tax rate being applied against all the production tax value, not just the increment of profit generated 
by the one dollar increase in production tax value per barrel. 
 
SB 192 amends AS 43.55.011(g) so that the tax rate continues to increase at 0.4% even when production tax value 
per barrel exceeds $92.50.  At higher profit per barrel levels, SB 192 would increase average and marginal tax rates.  
If production tax value per barrel reached $110, the average production tax rate would be 57% rather than 51.75%.  
The marginal tax rate would be over 100% rather than 60%.   For marginal tax rates exceeding 100%, a producer 
could increase after-tax profits by losing a dollar of before tax profits, either through incurring higher costs or 
forfeiting higher value. 
   
All else equal, SB 192 will likely have an indeterminate negative impact on royalty revenue as it will make potential 
investments on the North Slope less attractive.  Examining an investment in a project as a stand-alone venture 
(rather than an attempt to lower taxes due to the high marginal tax rates discussed above), SB 192 will lower the 
expected profitability of a project if a developer believes there is a possibility that during the project the production 
tax value per barrel will exceed $92.50.  If an investor believes that it is likely oil prices will be at current levels or 
higher in the future, then for a potential conventional small satellite development using representative cost and 
production profiles, a third or more of the expected net present value of a project might be lost due to the higher tax 
rate.   
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