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P
rem

ise
of

th
e

B
ill

‘U
n
d
er

current
law

oil
and

gas
are

taxed
together

•
O

il
is

w
orth

m
uch

m
ore

than
gas

•
T

he
com

bining
m

echanism
m

aterially
red

u
ces

oil
tax

es
even

though
oil

operations
are

unaffected
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O
il

is
D

ifferent
than

G
as

•
O

il
m

ore
geographically

concentrated
(few

er
sellers:

O
P

E
C

)

•
O

il
supplies

m
ore

depleted

•
G

as
is

m
ore

plentiful

•
O

il
has

few
er

substitutes

•
G

as
has

m
ore

substitutes
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B
T

U
10:1

W
est

C
o
ast

A
N

S
N

orth
S

lo
p
e

G
as

M
arket

P
rice

$80/bbl
•

M
arket

P
rice

$6/m
m

btu

•
L

ess:
L

ess:
S

hipping
$2.07

•
T

ariffA
K

toA
B

$3.54

•
T

A
P

S
$4.18

A
B

H
ub

$0.24

G
ro

ss
V

alue
$

7
3

.7
5

•
TariffA

B
to

L
48

$0.85

G
rossV

alue
$1.37/m

m
btu

•
B

O
E

B
asis

(X
5.5)

=
$7.54

O
n

a
straight

B
TU

to
B

TU
basis

oil
is

w
orth

nearly
10

X
as

m
uch

as
gas
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M
echanics

of
C

urrent
T

ax

1)
O

il
gross

value
(m

arket
price

less
transport

cost)
•

2)
G

as
gross

value
(m

arket
price

less
transport

cost)
•

3)
O

il
+

g
as

gross
value

g
as

=
C

om
bined

gross
value

4)
C

om
bined

gross
value

—
lease

capital
and

operating
costs

=
C

om
bined

oil
&

g
as

net
value

•
5)

C
om

bined
oil

&
g
as

net
value

/
total

oil
&

g
as

B
O

E
s

=

p/B
C

E
net

value
(see

S
lide

#6)
•

6)
P

rogressivity
factor

(based
on

per
B

C
E

net
value)

plus
25%

b
ase

rate
=

tax
rate

•
7)

S
ingle

tax
rate

applied
to

com
bined

oil
&

g
as

net
value
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B
arrel

of
O

il
E

quivalents
(B

O
E

s):
P

utting
O

il
&

G
as

on
an

A
p
p
les

I A
p
p
les

B
asis

4.5
billion

cubic
feet

per
day

(bcfld)
of

natural
g
as

A
cubic

foot
of

N
orth

S
lope

gas
w

ill
have

about
1,100

B
T

U
s

•
N

atural
g

as
is

m
easured

in
m

illions
of

B
T

U
s

(m
m

btu)

•
4.5

billion
cubic

feet
per

day
w

ill
have

4.95
m

illion
m

m
btu’s

(4.5X
1,100)

•
A

barrel
of

oil
has

about
5,500

B
T

U
s

•
4.5

billion
cubic

feet
per

day
w

ill
have

the
B

TU
equivalence

of
900,000

barrels
of

oil
(B

O
E

s)
(4,950,000

/
5.5)

•
Ifthere

are
500,000

barrels
of

oil,
total

B
O

E
s

w
ill

total
500,000

+
900,000

=
1,400,000
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P
ro

g
ressiv

ity
M

ech
an

ics

•
“T

rigger”
=

$30
net

/
B

O
E

value
•

“Slope”
=

0.4%
*

•
P

rogressivity
surcharge

=
(N

et
per

B
O

E
value

-
$30)

X
.004

•
E

xam
ple:

ifnet
value

=
$50

•
B

ase
tax

rate
=

25%
•

P
rogressivity

=
($50

—
$30)

X
.004

=
8%

•
T

otal
tax

of
33%

on
net

value

*
S

lope
ch

an
g
es

to
0.1%

after
$92.50

net
per

B
O

E
value
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H
O

W
G

A
S

IM
PA

C
T

S
O

IL
TA

X
ES

O
il

A
lone

G
as

(p/bbl)
(p

/m
m

b
tu

)
C

om
bined

O
il

&
G

as

M
arket

P
rice

$80.00
$6.00

:
O

il
T

ransp
cost

$5.00
$4.50

:
p/bbl

n
et

value
$55.00

G
ross

V
alue

$75.00
$1.50

:
B

arrels
(m

illions)
183

T
otal

oil
n
et

value
($m

m
)

$10,038
C

osts
$20.00

$0.50
:

G
as

p/m
m

btu
n
et

value
$1.00

N
et

(p
/b

arrel
or

p
/m

m
b

tu
)

$55.00
$1.00

:
m

m
bt&

s
(m

illions)
1,807

T
otal

gas
n
et

value
($m

m
)

$1,807
B

ase
rate

25.00%
P

rogressivity
10.00%

:
T

otal
oil

&
gas

n
et

value
$11,844

T
otal

tax
rate

35.00%
:

T
otal

B
O

Es
511

N
etv

alu
e/B

O
E

$23.18
D

aily
bbls

(oil)
or

m
m

btu
(gas)

500,000
4,950,000

:
N

O
PR

O
G

R
ESSIV

ITY
!

D
aily

B
O

E5
500,000

900,000
A

nnual
B

O
Es

(m
illions)

183
329
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