
And Fairness to All 

Fair Production Tax to Alaskans and 
Industry

HB 133
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Oil and The Alaska Constitution

“The legislature shall provide for the 
utilization, development, and conservation of 
all natural resources belonging to the state, 
including land and water, for the maximum 
benefit of its people.”

-- Article 8, Section 2 of the Alaska Constitution 
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The 0% Oil Production Tax Problem: 
GVR Fields

Source: Office of Rep. Gara
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Three Ways to Obtain GVR Tax Reduction 
for Post-2002 Fields

(1) the oil or gas is produced from a lease or property that does not contain a lease 
that was within a unit on January 1, 2003; 

(2) the oil or gas is produced from a participating area established after December 
31, 2011, that is within a unit formed under AS 38.05.180(p) before January 1, 
2003, if the participating area does not contain a reservoir that had previously been 
in a participating area established before December 31, 2011; 

(3) the oil or gas is produced from acreage that was added to an existing 
participating area by the Department of Natural Resources on and after January 1, 
2014, and the producer demonstrates to the department that the volume of oil or 
gas produced is from acreage added to an existing participating area.

Source: AS 43.55.160(f)
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http://www.legis.state.ak.us/basis/statutes.asp#38.05.180


The 4% Oil Production Tax Problem: Non-GVR Fields

Source: Office of Rep. Gara
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Average Break- Even Point for 
Active North Slope Producers:

$40.21

Source: Fall 2016 Revenue Source Book p. 118
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Price Percent 

< or equal to $15 0

$15-17.50 1%

$17.50-20 2%

$20-25 3%

>$25-approximately 
$73

4%

Price HB 133*

< $25 3%
$25-50 4%
$50-58 5%
$58-66 6%
$66- 74 7%
$74-82 8%
$82-90 9%
>$90 10%

The 4% Oil Tax Problem

* Except for heavy oil 

North Dakota 10-11%
Louisiana 12.5 %

Current Law Other States HB 133
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HB 133 Tax Rate Compared to North Dakota and Louisiana

Source: Office of Rep. Gara 12



Much Criticized ELF Tax
Higher Tax Rate for Major Fields

Alaska’s largest field, Prudhoe Bay, paid a 13% Gross 
Tax under the old ELF oil tax structure in 2005. Alpine 
and North Star were also higher-tax fields under the 
ELF. 

Source: January 2005 Department of Revenue Information 
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Lower 48 States: 
Higher Royalties- Private Landowners

Private Royalties prevail in the lower 48, where companies generally make 
royalty payments to private lease owners, and not to the state. 
Prevailing Alaska Royalty Rate on Gross Revenue: 12.5% (very few smaller 
fields at approximately 16%)
Private Royalty Rates in Lower 48:

Texas 12.5-30%
California 16-25%
North Dakota 12.5-25%
Oklahoma 12.5-20%

Source: Alaska Oil + Gas Competitiveness 
Report 
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Alaska’s Law: 
What if ELF, PPT, ACES, SB21, HB 133 got it wrong? 

• Royalty Relief!

• The repair mechanism if any tax requirement is too 
high to make a field economical 
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Royalty Reduction to 
Encourage Higher Cost Oil 

•Royalty of 12.5%-16.5% can be reduced by over 
50%

•Down to 5% for new fields
•Down to 3% to keep an existing field economic 
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Relief Valve: 
Royalty Relief When the Tax Rate Is Too High

AS 38.05.180 

(j) The commissioner
(1) may provide for modification of royalty on individual leases, leases unitized as described in (p) of this section, leases 

subject to an agreement described in (s) or (t) of this section, or interests unitized under AS 31.05
(A) to allow for production from an oil or gas field or pool if

(i) the oil or gas field or pool has been sufficiently delineated to the satisfaction of the commissioner;
(ii) the field or pool has not previously produced oil or gas for sale; and
(iii) oil or gas production from the field or pool would not otherwise be economically feasible;

(B) to prolong the economic life of an oil or gas field or pool as per barrel or barrel equivalent costs increase or as the 
price of oil or gas decreases, and the increase or decrease is sufficient to make future production no longer economically 
feasible; or…

(4) may not grant a royalty reduction for a field or pool
(A) under (1)(A) of this subsection if the royalty modification for the field or pool would establish a royalty rate of less 

than five percent in amount or value of the production removed or sold from a lease or leases covering the field or pool;
(B) under (1)(B) or (1)(C) of this subsection if the royalty modification for the field or pool would establish a royalty 

rate of less than three percent in amount or value of the production removed or sold from a lease or leases covering the field 
or pool;
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http://www.legis.state.ak.us/basis/statutes.asp#31.05
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Source: ConocoPhilips 4th Quarter 2016 Conference Call
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Source: ConocoPhillips 2015 Annual Report 
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Source: ConocoPhillips 2012 Annual Report 
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Source: Department of Revenue Fall 2016 Revenue Source Book 
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ACES vs. HB 133

•ACES maximum tax rate was 75% of profits
•HB 133 not likely to reach 40%
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Minimum Profits Tax 

•New minimum profits tax is 22.5%

•That was the modest rate in the pre-ACES “PPT” 
law.

•Current Law allows a minimal 9.1% profits tax 

•$700/bbl; and a 13.1% profits tax at $80/bbl. 
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Modest Share in Windfall Profits
When producer makes:

• $40 +/ barrel of profit
• 10% surcharge on High profits only on that portion of net income above $40 in 

profit.

• $50 - $60 / barrel of profit
• 5% additional surcharge on that portion of net income above $50/bbl in profit

• $60-$70/ barrel of profit
• 5%  additional surcharge on that portion of net income above $60/bbl in profi

• $70+/ barrel of profit
• 5% additional surcharge on that portion of net income above $70/bbl in profit
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Fair, Modest Compromise

•Higher minimum gross tax at lower prices
•Modest profits tax at high prices
•Recognizes oil companies reap larger profits 
at higher prices 
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Modest Tax At All Prices

•Minimum Gross Tax much lower than North 
Dakota, Louisiana

•Profits tax at high prices, modest compared to 
other jurisdictions
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Alternatives 
Minimum Gross Tax

• Should it rise by 1% at every $8 price increase as under 
current version?

• Should it rise by 1% at every $5 price increase? Every $6 
increase?

• Should it cap at 8% instead of 10% 
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An Alternative Minimum Gross Tax
• 5% at $50/bbl
• 6% at $56/bbl
• 7% at $62/bbl
• 8% at $70/bbl

• No 9% and 10% tax rate
• Brings in potentially $190 million of revenue in FY2018

• Royalty relief as always if a company needs it 
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A Fair Gross Value Reduction 

• Currently 0% Production Tax up $70/bbl for seven years

• Bill softens revenue loss where needed

• No GVR for large fields producing 50,000 bbl/day or more

• Reduce GVR from maximum seven years to maximum five years

• First seven years are most productive in a field’s life 
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Cook Inlet: All 0’s

• Current production tax on oil approximately 0% at all prices.

• HB 133: 22.5% of profits
__________________________________________________________

• Bracketed windfall profits surcharge above $40/bbl in profits
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Questions?
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