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Alaska Slate Legislature 
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27ll‘ A p r i l  2006

For the record, my name is Angus Walker and I am the Commercial Vice President o f BP 
Alaska.

1 would like to start by thanking this Committee for the opportunity to again provide testimony 
on Committee Substitutes for Mouse B ill 488 &  Senate B ill 305.

I w ill not repeal our previous teslimony. but would like to spend a few moments on the key issue 
for Alaska, production decline.

b ill io n  d o lla rs  pe r year).

• A t  the c u rre n t ra te  o f  dec line  p ro d u c tio n  w il l he abou t 450,000 b a rre ls  p e r day in  10

sustainable benefits for Alaskans. A lower tax rate w ill also mean a healthier oil business and 
s ^  ' ' which to build the gas pipeline.
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Since 1999, both Industry and DOR have consistently overestimated production and have 
annually revised production forecasts down significantly. This is o f great concern to us as it w ill 
be to you.
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Many o f you have heard us state that ANS production is declining at Ml per year. Why do we 
say that? For the eight years leading up to 2000, ANS production declined at a rate o f about M/t 
per year. The development o f Alpine, Northstar. and the Prudhoe Bay Satellites between 2000 
and 2002 successfully stemmed North Slope decline for a number o f years. However with 
NorthStar A: Alpine on plateau or declining, 2005 saw a return lo the M/< decline rate that has 
characterized this basin in the past. Unfortunately for all o f us. there are no more fields o f Alpine 
or Northstar’ s magnitude waiting to be developed.



In v e s t m e n t  le a d s  to  P r o d u c t io n
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Increased Capital stems decline
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The decline abatement experienced about 2000 required investment levels above historical 
averages. This graph demonstrates the cause and effect relationship between investment and 
production.

This graph also extrapolates the 6% historical decline to demonstrate what w ill happen to 
production i f investment remains at current levels. W ith in ten years ANS production w ill he 
approximately 450 mbd. This projection assumes investment stays at historic levels and is not 
adversely affected by increased taxation.
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Significant additional investment is required to offset decline

□ Spring 2006 DOR Forecast
□ With lis to ric  Decline 
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I lie latest D O R  2 00 6  sp rin g  fo recast is the line a b o v e  the b lu e w e d g e . T h e  w e d g e  represents the d iffe re n c e  b etw een  the S p r in g  fo recast and e x p e cte d  d e c lin e  at current in v e stm e n t.
T h is  ca u se  &  e ffe c t  (in v estm en t and p ro d u ctio n ) d em onstrated  in the 1098 to 2004 tim efra m e  provid e  a v iv id  illu stration  o f  w h y s ig n ific a n t in vestm en t is required to m eet the i X ) R  S p rin g  fo re ca st. T h is  fu ture can  o n ly  be realized  i f  A la s k a  a lso  re a lize s a s ig n ific a n t in vestm en t in cre a se . It is u n realistic  to assu m e that the tax increase co n te m p la ted  by the current v ersio n  o f  S B 305 w ill lead to a s ig n ific a n t in vestm en t increase -  lik e  the o n e  A la s k a  need s to m o rro w . W e  need to ask o u rse lv e s w hat w e w an t? U n le ss  those in v estm en ts are m a d e, d e c lin e  w ill co n tin u e  at the current rate and the D O R  w ill be re v is in g  its p ro d u ctio n  forecast d ow n  yet a g a in .
The blue w e d g e  is 1.3 b illio n  barrels o f  p rod u ction  o v e r tw en ty years. A t to d a y 's  p rices that represents tens o f  b illio n s  in state revenu e lost b eca u se  o il w as left in the g ro u n d . T h is  is before a n y  co n sid era tio n  for the e c o n o m ic  m u ltip lie r  e ffe c t that the b illio n s  o f  in vestm en t w o u ld  h ave created fo r the e c o n o m y , fo r  jo b s , for A la s k a n s  and fo r A la s k a n  b u sin esses.

I f  the i| ’e slio n  is. "h o w  d o  w e m a x im iz e  b en e fits  for the p eo p le  o f  A la s k a ? ”  W e  b e lie v e  that the an sw er is not, “ b y  in cre a sin g  ta x e s on the o il in d u stry ."



It is important to recognize that there is a big difference between production forecasts that have 
been used to demonstrate the mechanics o f the PPT tax and Alaska's current reality. You w ill 
recognize the forecasts below. The key point here is that the DOR “ low volume”  and “ high 
volume” production scenarios would necessitate significantly more investment than Alaska is 
attracting today. The “ low volume” forecast would require at least twice the current level o f 
investment (c. $1 bn per year) and the “ high volume” scenario, much-much more. Given this 
fact, we believe it is unreasonable to assume that these scenarios represent the future profile in 
Alaska after a tax increase like the one contemplated today.

P r o d u c t io n  P r o f i le s
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C o n c lu s io n

o The decline o f North Slope production is (lie most serious threat to Alaska’ s future.

o The tax regime you approve w ill directly impact how attractive Alaska is for investment 
and that w ill translate into a new investment and decline profile.

o The highest state revenue is derived from the greatest production not highest tax. And 
benefits are maximized when increased investment spurs economic activity, creates jobs, 
offsets decline and extends the life o f Alaska’s oil and gas businesses.

The 20 percent PPT lax would increase the marginal tax rate on our Alaska operations from 56% 
to about 61%. According to the DOR. this would generate an additional $1 billion a year in stale 
revenue at current o il prices and swell the state’s substantial budget surplus.

BP agreed not to oppose this significant o il tax increase as a means o f advancing the gas project.
It was not an easy concession to make.

First, this increase in tax only makes sense i f  the future includes a gas pipeline. W ithout gas 
production, this tax increase -  over time -  w ill speed the decline and shorten the economic life o f 
existing North Slope fields.

A lower tax rate w ill reduce risk by attracting more investment and generate more production, 
more revenue, more jobs, more economic activ ity, more contributions to the Permanent Fund and 
more sustainable benefits for Alaskans. A lower tax rate w ill also mean a healthier o il business 
and stronger foundation on which to build the gas pipeline.

On behalf o f BP I would like to thank you for this opportunity to testily.

Angus Walker 
Commercial Vice President 
BP Exploration (Alaska) Inc.

Note: BP has separately provided the committee written documentation summarizing the key 
issues relation to the proposed legislation and BP's specific recommendations and rationale for 
those recommendations fo r  the committee's consideration. I Reference letter o f April 27, 2006 
from Anyas Walker to House finance Co-Chairs ( lienault and Meyer!

t)



A ngu s J .  W alker
Commercial Vice President
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BP Exploration (Alaska! Inc.
P.O. Box 196612
900 East Benson Boulevard
Anchorage, Alaska 99519-6612
(907) 564-4761
(907) 561-5111
Fax (907) 564-5598
W alkerA4@ BP.com

April 27, 2006

The Honorable Mike Chenault 
Co-Chair, Committee on Finance 
The Alaska House o f Representatives 
Alaska State Capitol, Room 505 
Juneau, AK 99801-1182

The Honorable Kevin Meyer 
Co-Chair, Committee on Finance 
The Alaska House o f Representatives 
Alaska State Capitol, Room 501 
Juneau, AK 99801-1182

Re: PPT Legis lation: Corrections to O u r Le tte r E a rlie r Today

Dear Representatives Chenault ana Meyer:

During the course o f our testimony to the House Finance Committee today regarding the PPT, two errors were 
identified in the written letter that we submitted in conjunction with our testimony. We would like to take this 
opportunity to correct them for the record. First, on page 2 o f that letter in the last paragraph under “ Special 
Conditions on Using Capital Credits,” the reference in bold font to “ AS 43.55.1600) and (k)” should have been 
to “ AS 43.55.024(j) and (k)” . Second, on the last page o f that letter in the third-to-last paragraph, the reference 
in bold font to “ subsections 0) and (k) in AS 43.55.160” should have been to “ subparagraph (dX2XP) and 
subsection (i) in AS 43.55.160” .

We apologize for not having caught these errors before submitting the letter, and we thank you for this 
opportunity to correct them.

Angus J. Walker
Commercial Vice President, BP Alaska

Y „-.s sincerely,

mailto:WalkerA4@BP.com
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Angus J .  W alker
Commercial Vice President

BP Exploration (Alaska) Inc. 
P.O. Box 196612 
900 East Benson Boulevard 
Anchorage, Alaska 99519-6612 
(907) 564-4761 
(907) 561-5111 
Fax (907) 564-5598 
WalkerA4@BP com

A p ril 27, 2006

The Honorable M ike Chenault 
Co-Chair, Committee on Finance 
The Alaska House o f Representatives 
Alaska State Capitol, Room 505 
Juneau, A K  99801-1182

The Honorable Kevin Meyer 
Co-Chair, Committee on Finance 
The Alaska House o f Representatives 
Alaska State Capitol, Room 501 
Juneau, A K  99801-1182

Rc: PPT  L eg is la tio n

Dear Representatives Chenault and Meyer:

Thank you for the opportunity to comment on the proposed PPT legislation pending before the House 
Finance Committee. In my opinion, the greatest threat to Alaska’s prosperity, jobs and economic we ll­
being in the future is the ongoing decline o f oil production. To counter this threat there must be a major 
increase -  at least a doubling -  o f industry investment on the North Slope. The structure o f the PPT 
has the potential to make Alaska more attractive to investors, but it w ill only serve Alaska well i f  the 
numbers are right and the mechanics are clear and workable. As drafted the b ill threatens to frustrate 
this potential. Follow ing is BP’s view o f the key provisions and recommendations for the committee’s 
consideration:

PPT R a te .
o OH: Significant additional investment is urgently required to stem North Slope production

decline. More investment, more production, more jobs, and the resulting benefits to the state
economy are better fo r Alaska than short term increases in revenue. And more investment
promises greater total state revenue in the long run. We therefore urge the Legislature to adop t 
an o il ta x  ra te  w h ic h  is less than  20 percen t.

o Gas: An e ffe c tive  PPT  4 *x ra te  o f  1/3 th a t p roposed fo r  o il is a p p ro p r ia te  fo r  gas.
I f  there is a desire to tax gas or a particular category o f o il at a different rate from the general one, the 
best way to do it is to exclude a portion o f the value o f that o il or gas from the PPT calculation instead 
o f creating a separate PPT rate for it.



R epresen ta tiv es  C h enau lt & M eyer 
Re: P P T  L egisla tion  
A pril 27 , 2006 
Page 2

P rogressiv ity . We remain firm ly o f the belief that fu r th e r progressiv ity above tha t prov ided by 
the PPT s tru c tu re runs counter to A laska ’s goal o f m axim iz ing benefits fo r its people. We
continue to hold that investment and economic growth provide more benefit and revenue than 
increased tax. Further, i f one can jus tify , which we cannot, increasing the tax rate as the price o f oil 
increases, then is it not equally justifiab le to reduce it as the price o f oil falls?

However, i f the Legislature views progressivity as a necessary element o f PPT, care should be taken to 
ensure the structure chosen is durable. Specifically we would contend:

o I t ’s preferable to base progressiv ity on the net “ p roduc tion tax value”  as the Senate Finance 
CS did. To do otherwise would introduce a deterrent to investment as costs o f production 
increase and consume a larger portion o f the value o f the oil.

o The trigger point for progressivity must be adjusted fo r in fla tio n or it w ill increasingly 
become unreflective o f economic reality. It is worth recalling that the $33 price for North 
Slope o il in 1980 is equivalent to more than $71 today, solely because o f inflation.

C ap ita l C red its . Because o f the design o f PPT, a higher credit w ill increase reinvestment in Alaska 
and help meet Alaska’s urgent .iced for significantly increased investment to counter North Slope 
production decline. The proposed 25% cred it fo r cap ita l expenditures in the Senate’s version is 
supe rio r to the 20% credit in the House Resources CS.

Special Cond itions on Using Capita l C red its . This change was added to the PPT by a floor amend­
ment in the Senate. Superficia lly it sounds like a good idea: requiring the producers to pass on the 
benefits o f their PPT credits to third parties who are using the producers’ production facilities and 
pipelines. This would be logical i f the PPT were part o f the costs that producers include in the tariffs 
and fees charged for using their facilities, but PPT won’ t be part o f those costs any more than state 
royalties on the producers’ production would be. Tariffs and fees are based on the operating and 
capital costs for the facilities, not on the obligations that fall on the producer as a result o f producing its 
own oil or gas, such as royalty, PPT or something else like income tax.

CvSSB 305(F IN )AM further provides that i f the PPT-credit benefit is not passed on to third parties 
through the tariffs and fees producers charge for using their facilities, DOR can disallow the credit 
retroactively for the periods when it is found not to have been passed on, This would throw the value 
o f a credit completely up in the air until DOR can audit and confirm that the benefit from it was passed 
on. The effectiveness o f the credit as an incentive for investment w ill be all but lost because o f the 
uncertainty caused by the unnecessary and ill-advised provisions in AS 43.55.160(j) and (k) o f the 
Senate’s version, which should be deleted as bad policy acting d irec tly against the in ten t o f the 
PPT h ill and the need to a ttra c t investments to Alaska.

T ran s itio n (T IE ) C red its . It is appropriate and common practice to allow transitional re lie f for 
investments made under the HLF-based production tax. When Alaska switched from separate- 
accounting to its present income tax at the end o f 1981, it provided transitional re lie f even though, as in 
the past five years, o il prices had risen significantly while separate-accounting was in effect.

CSSB 305(F IN )AM recognizes capital investments during the five years before PPT, but lim its the use 
o f the credit according to how much new investments arc being made. While this lim itation introduces 
a hurdle which a producer must overcome before it can get the benefit o f the T IB credit, we recognize 
it is consistent w ith addressing the need for significant additional investment that is so urgently
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required to stem North Slope production decline, and so we accept the Senate-passed version as a 
reasonable reso lu tion o f the trans ition issue.

E ffective Date. Retroactivity is both unfair and problematic and could lead to delays, disputes and 
litigation, particularly when it involves the complete restructuring o f a major tax like the proposed 
transformation o f the ELF-based production lax into the PPT. Ap ril lM as an effective date already 
involves a degree o f retroactivity, which becomes greater and more unfair w ith each day. Ju ly 1, 2006 
would he an acceptable effective date, provided there is a trans itiona l provis ion a llow ing 
taxpayers to rep o rt in it ia lly  on (be basis o f the present ELF-based tax fo r a reasonable tim e un til 
they can adapt th e ir com pu ter systems and software to the new PPT, and then they would pay 
the difference.

Use o f Roya lty Netbacks fo r PPT. The House Resources CS, like the original B ill, would authorize, 
but not require, DOR to lei producers determine the “ gross value at the point o f production” o f their 
taxable oil and gas on the basis o f three alternative approaches: the netback determined under their 
royalty settlement agreements w ith the State, the netback determined on a basis acceptable to DNR in 
the case o f production from state lands (to the U.S. Interior Department when state land is not involved 
but federal land is), and “ another formula” adopted by DOR for determining the value o f o il or gas “ at 
a specific geographic location.”

The version passed by the Senate deletes reference to these three netback approaches altogether. The 
resulting silence on the matter in the Senate version would not bar DOR from using either or both o f 
the royalty-based approaches, nor from using some other royalty-based approach. Since the door for 
using them remains open, we believe it is better fo r the Legisla ture to c la r ify th e ir in ten tion and 
provide specific guidance pe rm itt in g DOR to use royalty-based netbacks as the House Resources 
CS does.

D isallowance o f “ Abandonm en t”  Costs. This is a feature o f the Senate-passed B ill that is not in the 
House Resources CS. We also believe these provisions arc unnecessary because o f the already- 
existing provisions in all versions o f the B ill that require costs to be “ ordinary and necessary”  costs o f 
producing oil or gas from that field in order to be deductible.

Worse, the Senate's provisions arc ill-drafted and overly broad. Every time we cement an existing 
well, it might arguably constitute an “ abandonment” o f that well, even though we cement it in order to 
redrill it to a different bottom-hole location. S im ilarly, any time we replace a worn-out or out-dated 
piece o f equipment or hardware, the removal o f the old one might arguably constitute an 
“ abandonment”  o f it. Applied in this fashion, the current version o f SB 305 would open up normal 
field operations to almost innumerable “ mini-abandonments" on an practically everyday basis. Anti 
for each “ abandonment" its costs would be partia lly disallowed in proportion to the ratio o f cumulative 
production as o f the PPT effective dale to the cumulative production as o f the date when the 
“ abandonment" occurs. This scenario would make PPT almost impossibly complex for producers to 
comply w ith and for DOR to administer and enforce. For these reasons we believe (be 
“ abandonment”  cost provis ions in (he Senate version should not be included in the House 
Finance Comm ittee ’s CS.
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90% vs. 95% “ Safe H a rb o r” . Whether at 90% or 95%, the present provisions to not account for 
practical lim itations in the real world ind thus are unduly harsh and unfair. Producers cannot know in 
the early months o f the year what that year’s capital expenditures are going to be, both in terms o f how 
much o f the budget w ill be spent and in terms o f how much whatever is spent w ill end up being 
properly classifiable as “ capital”  expenditure, which generates a tax credit. I f capital spending comes 
in below budget for a year, the deduction and the tax credit for it w ill be less than planned earlier in the 
year, which in turn w ill make the PPT for those early months higher than planned at the lime the 
payments for those months were made. Coming in under budget is a good thing that the Stale should 
encourage, but as the PPT is drafted now, it w ill like ly trigger penalties and interest the further below 
budget the expenses are.

A 95% figure could be used for the “ safe harbor” i f it is based on the cumulative PPT for the current 
and prio r production months in the year, using the information currently available at the end o f each 
month o f production. The 95% PPT payment could continue to be "due”  at the end o f the month after 
the one when the o il and gas arc produced, which w ill allow interest to accrue starling then on an 
underpayment that falls outside this “ safe harbor.” The AOGA le tte r o f A p r i l 13,h inc luded a 
proposal to achieve th is fa ir resu lt, and we endorse it.

D e fin itio n o f Deductib le Costs. In both the House Resources CS and the B ill passed by the Senate, 
deductible costs are defined in AS 43.55.160(c)(1) as “ direct, ordinary, and necessary costs” o f 
exploring for, developing and production oil and gas. “ Direct costs”  are defined in the new statute, and 
so is the phrase "ord inary and necessary.”  The intent is clear that, taken together, these two partial 
definitions define the combined term, “ direct, ordinary, and necessary costs” -  they are simply costs 
that are both “ d irect" and “ ordinary and necessary.”  But any experienced lawyer w ill tell you that, 
legally, this is not necessarily the result because the term inology is not exactly the same. To ensure 
that the intent is carried out, all that is needed is to add language exp lic itly saying that the combined 
term does equal the sum o f these two individually-defined parts. In its A p r i l 13th le tte r to you the 
Alaska O il &  Gas Association offered specific language to do this, which we endorse.

The present defin ition o f deductible cost also speaks in terms o f “ costs incurred upstream o f the point 
o f production” for the oil or gas. Many costs that are clearly “ upstream” in nature -  such as the cost o f 
helicoptering crews out to platforms in Cook Inlet -  cannot be tied directly to any particular point 
along the route o f the o il and gas as it moves from the reservoir to its eventual “ point o f production.” 
While we believe the Legislature’ s intent here is clear, the present B ill language opens the door for 
arguing that such upstream costs arc not “ upstream" for purposes o f being deductible for PPT. In its 
A p r i l 13th le tte r to you the AOGA also offered specific language to c la r ify this, wh ich we endorse.

Costs from  N<u i-A rm ’s-Lent»th Transactions. In order for PPT to work, it is essential that its two 
central elements -  the “ gross value”  o f o il and gas and the “ lease expenditures" to be deducted from 
that gross value -be done right. It would be a serious mistake to define lease expenditures is a way 
that involves special books, records and accounting methods that are unique to PPT, nor is it necessary 
to create a unique system like that. For this reason all versions o f the PPT B ill wisely direct DOR. for 
purposes o f determ ining deductib ility, to fo llow industry practice about billable costs and authorize 
DOR to approve the use o f costs billed by the operator to partners as the deductible lease expenditures 
for that field or exploration prospect.
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W ith in  th is fram ework, the Senate has introduced special p rovis ions in vok ing  the “ concepts”  o f 
sections 482 and 6662(e) o f  the Internal Revenue Code to deal w ith  the matter o f  costs aris ing under 
transactions at less than a rm ’ s length. In terms o f  p rov id ing  c la r ity  and s im p lic ity  fo r PPT, it should he 
noted that these federal statutes, pa rticu la rly  section 482, are among the most d if f ic u lt,  cumbersome 
and fought-over p rovis ions o f  the Internal Revenue Code. When the IRS invokes section 482 against a 
taxpayer, it often enta ils a sustained e ffo rt lasting a decade o r longer.
These new special p rov is ions are unnecessary where there is one o r more partners in a fie ld  o r 
exp lo ra tion  prospect w ith  a su ffic ien t stake in the costs to police the opera tor’ s b illin g s  e ffe c tive ly , and 
they create po tentia l am b igu ity  and con flic t w ith  the other PPT provis ions that already deal 
appropria te ly w ith  iess-than-arm ’ s-Icngth costs. F irst, the operator’ s partners themselves arc going to 
be pa rticu la rly  concerned to make sure a b illed  cost is appropriate when it arises from  a such a deal, 
and so there w il l  a lready be a strong element o f  se lf-po lic ing  by the partners. M oreover, the 
requirement that lease expenditures be “ o rd inary and necessary”  costs, as defined fo r IRS purposes, 
a llow s DOR to po lice  the costs aris ing under less-than-arm’ s-length transactions even i f  the operator’ s 
partners somehow fa iled  to po lice  those costs. Th is  makes the use o f “ concepts”  from  federal sections 
482 and 6662(e) unnecessary. Second, in troduc ing those federal “ concepts”  w il l create am b igu ity  to 
the extent they m igh t be inapplicab le to, inappropria te for, o r inconsistent w ith  the fram ework the 
Leg is la ture  is creating  fo r PPT.

Where there is o n ly  one company invo lved o r where the partners lack a su ffic ien t stake in the costs to 
police the ope ra tor’ s b illin g s  e ffe c tive ly , the federal “ concepts”  are s t ill unnecessary because o f the 
“ o rd inary and necessary”  requirement fo r expenditures to be deductible.

For these reasons, we believe subsections (j) and (k) in AS 43.55.160 o f the Senate-passed version 
o f the B ill should be deleted.

If, however, it is considered prudent o r necessary to include specific language to deal w ith  less-lhan- 
a rm ’ s-lcngth costs in th is situation, the Senate Finances CS d id this by s im p ly  p rescrib ing that such 
costs arc lim ite d  to the “ fa ir market va lue”  o f  the goods o r services invo lved. Th is  e ffe c tive ly  reached 
the desired outcom e under the “ concepts”  o f  the two federal statutes, but w ithou t the enormous 
com p lex ity , lim e , e ffo r t and controversy wh ich those statutes entail.

I hope these comments arc clear and he lp fu l in you r deliberations. We remain ava ilab le i f  we can be o f 
any fu rthe r assistance to the comm ittee.

Com m ercia l V ice  President, BP Alaska
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K e y  P P T  I s s u e s  a n d  R e c o m m e n d e d  S o l u t i o n s  / y

W
IT E M  CSH B 48S (RES) CSSB  305 (FIN)sun O TH ER

P P T  R a t e 20% 22.5% <20%

P r o g r e s s i v i t y
0.3% per S W IT  spot 

> $50
0.2% per SAN S West 

Coast spot > $50
NONE

C r e d i t 20% 25%

S p e c ia l C o n d i t i o n s  o i l C r e d i t NONE 3rd party

T r a n s i t i o n  ( T I E )  C r e d i t s 1Q06 only
Last 5 years: 2 - to - l new 

investments to o ld

E f f e c t i v e  D a t e 1 A p ril 2006 1 A p ril 2006 1 July 2006

U s e  o f  R o y a l t y  N e t b a c k A llowed Silent

' 'A b a n d o n m e n t ”  C o s t s A lready Addressed Overkill

S a f e  H a r b o r
90% each month: 
interest +  special 

penalty + reg. penalty

95% each month: interest 
+ regular penalty

95% due cumula tive ly 
during year, delinquent 
after 3/31 o fn e x t year

D e d u c t i b l e  “ le a s e  e x p e n d i t u r e s ” Fragmented Fragmented
C la rify defin itions 
(AOGA proposal)

N o n - A r m ’ s L e n g t h  C o s t s Addressed Overk ill (IRC 482)
Fa ir M arke t Value (as in 

CSSB 305 (F IN )) ;



TESTIMONY OF RICHARD OWEN 

ON PROPOSED CSHB 488 TO THE HOUSE FINANCE COMM ITTEE

March 30, 2006

Mr. Chairman, Members o f the Committee:

Good afternoon. M y name is Richard Owen and I am the Production Manager for 

ExxonMobil in Alaska and Vice President o f ExxonMobil Alaska Production.

I am here today to discuss ExxonMobil’ s concerns with the Committee Substitute to HB 

48S Before 1 go into our specific concerns I would like to take a few minutes to describe 

ExxonMobil’ s history in Alaska, how tax systems impact investments and our assessment 

o f the remaining resource potential on Alaska’ s North Slope

ExxonMobil has had a presence in Alaska for over a ha lf century, investing more than 11 

b illion dollars in the State's economy Currently, ExxonMobil has working interests in 

Prudhoe Bay, Kupamk, Endicott and Granite Point. We are the operator o f the Point 

Thomson Unit, and are the largest interest holder in the Prudhoe Bay field Our current 

working interest oil production is approximately 180,000 B/D (Note: /IA /II7 15V,000 

HMN1) and we are the largest owner o f discovered gas resource We arc proud o f the role 

our company has played in Alaska through exploration; initial field developments; 

construction o f TAPS, development o f new technology, and the promotion o f efficient 

reservoir management practices Today, our production from Alaska represents 

approximately 4% o f ExxonM obil’s worldw ide oil and gas production Out Alaskan



production is prim arily from Prudhoe Bay and near-by satellite fields. Prudhoe Bay, 

along w ith Point Thomson, has significant remaining potential but it comes at higher cost 

and risk.

One o f ExxonM ob il’ s objectives in both the gas pipeline fiscal contract negotiation and 

the discussion on oil taxes has been to reduce the risk associated w ith fiscal changes by 

working w ith the State o f Alaska to establish a predictable and durable fiscal 

environment in which to make long term investment decisions. Changes in the fiscal 

regime for oil directly impact how we view the stability o f the Alaskan fiscal 

environment, which in turn, impacts how we evaluate ongoing investment decisions.

Tax systems need to be carefully designed to ensure the desired objective o f resource 

development is achieved. To that end it is critical to take into account the quality o f the 

remaining resource otherwise a change mav result in unintended consequences, such as 

reduced investments and lower reserve recovery

When 1 say quality o f resource, I mean the size and nature o f the oil and gas reservoirs, 

the cost and technology required to develop those reservoirs, the distance to market, as 

well as the tax and royalty system that applies including the long-term stability o f that 

system Countries that are experiencing significant industry investment have achieved 

the proper balance in their fiscal regimes. ExxonMobil’ s assessment o f the remaining oil 

resource suggests future growth opportunities w ill come from complex enhanced oil 

recovery (EUR) projects, development o f smaller, more marginal oil accumulations, and 

the innovative development o f viscous and heavy oil resources These opportunities w ill 

require the development and application o f new technology, higher unit development



costs, and more complex operations to deliver a given production rate. These resources 

are much lower in quality as compared to Prudhoe Bay and Kuparuk, though they face 

the sim ilar challenges associated with Arctic conditions and distance to market.

Therefore, we are concerned that the Adm inistration ’s original proposal is weighted 

towards a higher tax which could prevent some o f Alaska’ s challenged resources from 

being developed. The Committee Substitute contains even higher tax rates, which may 

prevent more o f these challenged resources from being developed.

On February 28, I testified before the House Resources Committee about our key 

concerns w ith MB 488 as orig inally proposed. On March 18,1 testified again before the 

House Resources Committee about how the proposed changes incorporated in the 

Committee Substitute bill exacerbate our concerns. I do not intend to cover all o f my 

previous testimony but 1 w ill provide comments on two key areas: the addition o f the 

progressive tax rate; and the elim ination o f the transition provisions.

I IB 488, as orig ina lly proposed, represented a significant tax increase on the industry. 

And as I just outlined, we are concerned that the higher tax rate could prevent some o f 

Alaska's remaining challenged resources from being developed. The committee 

substitute b ill increases the tax rates as oil prices increase.

Too high a tax rate discourages investment Companies are w illing to accept the risks o f 

long-term, capital intensive investments when there is a corresponding opportunity for 

upside potential through a variety o f factors, such as increased production or higher



prices. When yon lim it or reduce the benefit that Companies can achieve from the 

upside factors, you reduce the attractiveness o f those investment opportunities. The 

proposal to increase the already high base tax rate as oil prices increase, reduce'; or lim its 

the upside potential which w ill result in Companies recalibrating investment decisions. 

Reduced investment w ill result in reduced resource recovery, diminished state revenues 

and fewer employment opportunities, with a resultant negative impact on the state's 

economy. Again, let me reemphasize this point While higher taxes may bring in 

additional revenues in the short-term, any reduction in investment and subsequent 

production w ill significantly impact those revenues in the longer term. We think that the 

focus o f the tax b ill should be encouraging investment and growing production.

I would now like to discuss the Committee Substitute's elimination o f the transition 

provisions. The benefits from a typical oil and gas investment take many years to be 

realized. Satellite and tertiary recovery investment decisions by our Company during the 

last five years were made under the ELF structure, anticipating a lower tax relative to that 

proposed under the PPT bill The State appropriately provided this incentive so that these 

challenged and costly projects could be commercially viable. I IB *188, as orig ina lly 

proposed, recognized that it is not appropriate to suddenly increase taxes on these 

investments w ithout providing some form o f consideration The transition provisions in 

I IB 488. as orig ina lly proposed, contained a five year transition period into the higher tax 

PPT system This represented a reasonable transition by mitigating the increased tax 

treatment to which these projects w ill now be subjected To avoid penalizing these recent 

investments, the transition provisions included in that bill are essential The Committee 

Substitute bill eliminates these transition provisions and fails to adequately address the



significant increase in tax burden these past investments w ill now have to bear. Removal 

o f the transition provisions would decrease investor confidence.

Despite our concerns w ith HB 488 as orig ina lly proposed, we are prepared to move 

forward under that system as orig ina lly proposed, since it sought to provide a balance o f 

revenues to the state and producers across a range o f oil prices, provided sufficient 

incentive for producers to undertake exploration and development risks, and included 

reasonable transition provisions for past investments. And, most importantly for 

ExxonMobil, oil fiscal contract terms consistent with the Administration's proposal 

would provide the predictability and durability necessary to advance the gas project to the 

next phase.

Let me reiterate that the quality o f the resources, the risks undertaken by a producer, and 

the impact on the state's overall investment climate must be factored into the design o f 

the tax system. While industry needs predictably and durability under which to gauge 

investment decisions, the attractiveness o f that predictably and durability is lost i f  it 

comes at too high a cost

As 1 mentioned earlier, the Committee's proposed substitute exacerbates our key concerns 

regarding both tax rates and transition provisions. We urge this Committee to support 

I IB 4SX as orig ina lly proposed

Thank you again M r Chairman for the opportunity to testify today

5
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Disclaimer
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m a t u r e  O E C D  

p r o d u c e r s ,

W a m m m

Will the proposed changes to Alaska’s fiscal system
support new investment?

E c o n o m i c  p o t e n t i a l

V Maturity / 
Prospectivity

2 CRA Testimony CF 20060328 ir.if RNMIONAI

CRA International Review of Alaskan Fiscal Proposals

Overview of CRA Approach



C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

Comparing Alaska’s fiscal proposals to other mature OECD producing 
areas is the basis for a realistic appraisal of their impact on investment

OECD1 Oil & Gas Peer Grmip
\ *

Common Investment Characteristics ft W
i

Alaska

Australia NW Shelf 

Canada Oil Sands 

Norway 

UK North Sea 

US GoM Deep Water 

US GoM Shallow Water

Similar strategic roles in overall 
investment portfolios

• Large, established oil and gas 
producers

• Similar political and business 
risks

High level of comparability

• Remaining potential and costs 
are comparable from public data

• Similar fiscal structures

’ Organization for Economic Cooperation and Development

CRA Testimony CF 20060328
w
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CRA International Review of Alaskan f-'iscal Proposals

Alaska’s production declined by 6% between 2000 and 2004: in the middle 
of the group

Total Hydrocarbon Production Change 2000-2004

Region 2004 Production 
(mboe/day)

Growth/decline since 
2000

US GoM SW 738 -27%

Austra lia NWS 403 -27%

UK 2,144 -19%

Alaska 946 -6%

Norway 3,180 8 % 1

US GoM DW 1,037 26%

Canada Oil Sands 997 64%

1 Norway's production dropped by 10% between 2004 and 2005, the loss almost entirely through decline in oil production 
Source: CRA Analysis of public sources of production history in each area

4 CRA Testimony CF 20060328
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CRA.International Review of Alaskan Fiscal Proposals

Alaska has 44% of its known conventional oil and gas reserves remaining

60 -1 

50 - 

40a> 
o

X I

§ 30

CQ
2 0 - 

10 -

0

44%

Oil & Gas Produced to Date

72%

92%

,Vi.
' _V .
■O'.v

f  V,

■ Oil and Gas Remaining1

60%

28%

67%

Alaska Australia NW Canada Oil Norway 
Shelf Sands

UK US GoM DW

1 Future estimates based on available data on ‘2P’ or P50 basis: i.e. a central estimate of remaining potential 
Numbers in red are percentage of total remaining
Sources: MMS. DOIR, Canadian Association of Petroleum Producers, NPD, DTI, DOE

A
w
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Alaska and the UK are the only regions within the OECD group to show a 
decline in proven oil and gas reserves over the last decade

i

C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

1 -  Figures based on proved (P1) reserves 
Sources: BP Statistical Reviews EIA

CRA Testimony CF 20060328



Alaska has had only eight new fields start production since 2001 and the 
average field size was the smallest of the group

C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

V r ‘ . '  —

m  RField Production Starts (2001-2005)

80 -
W

70 -ro
(/)
r: 60 -
o
o3 50 -
13
O
CL 40 -
13
0) 30 -iZ
u—
O
i_ 20 -
0>JD
E 10 -
3
z

0 -

34
mmboe

59
mmboe

1,195
mmboe

I

162
mmboe

Alaska Australis NW Canada Oil Norway 
Shelf Sands

45
mmboe

UK

91
mmboe

US GoM

Numbers in Red show average developmen! size for new fields in each region over 2001-2005
Sources: Alaskan DNR , WA Government, NPD, UK DTI and Offshore Magazine _

©
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C R A  In te rn a t io n a l R e v ie w  o f A la s k a n  F is c a l P ro p o s a ls

Alaska has the lowest exploration (wildcat) activity and success rate in the 
OECD comparison group

Explbratipn Activity (1995-2004)

1995-1999 ■ 2000 -2004

500  

4 50  -
V)
=3 400  

c  350
o
% 300  i  

1 . 2 5 0  -
X
£  2 0 0  

S 150
XI
E 100

0

29%

26%

28%

49%

17%

Alaska1 Australia NW Norway 
Shelf

UK US GoM DW1

Numbers in red show exploration success per region in the period 2000-1H2004
’ Alaskan and US GoM drilling numbers discounted by 50% from DNR / MMS figures for Exploration and Appraisal drilling 
Sources. Alaskan DNR, Oil & Gas Resources of Australia, NPD and UK DTi, MMS
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C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

Likely new developments in Alaska are relatively small and high cost

Canada Oil Sands 

US GoM DW 

Norway 

Australia NW Shelf

1,500 mm boe

7.5 $/boe

13 $/boe

10 $/boe

11.5 $/boe 

15 $/boe

50 100 150 200

Avg. Reserves Size (mm boe)

250

Figures in red show total technical costs: CRA estimates of capex and opex for a typical field
NB Alaskan total costs include an allowance for the incremental effects of TAPS, transportation and Jcnes Act shipping requirement costs.
Source: CRA Analysis of public sources of field development activity in each area.
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CRA In te rn a tio n a l Review o f Alaskan Fiscal Proposals

Alaska emerges on a variety of measures as a relatively mature and high 
cost petroleum a r e a __________

Alaska Australia
NWS

Canada 
Oil Sands Norway US GoM 

SW

Production
Trend

Reserves
Produced

Proved
Reserves

Replacement
New Field 

Starts/Field 
Size

Exploration
Wells

Exploration 
Success Rate

New Field 
Technical Cost 

($/boe)

-
64%

. .  .. .

8% 26%
s f e a ; -

[ 28%
p f & m *

40% 33%

Very 
|  ■ Positive

w w t
Positive : M e

Slightly
Negative (Positive)

; 2 2 /5 9  
mm boe

10 /1 ,195 
mm boe

14 / i‘62 mm 
boe

7 0 /4 5  
mm boe

65/91 i r v I S J w
mmboe I  . / ? .  |

_____ I  ■
r  ■

320 n/a 180 350
JA'7-iv‘ ’

450 (Large)

29% n/a 49%
'
- ■

28% 26% (Mid-range)

9.5 10 j 11.5 7.5 9.5

Source: CRA Analysis
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The basic1 PPT 20/20 proposal already gives Alaska the second highest 
level of total government take within the group

Total Government Take versusTotal Technical Costs

75

70 -

65

Jc 60ro
h-

|  55
k .<D

I  50

75
°  45

40 -
GoM Deep

35

1 i.e. the original HB 488 bill. 
Source: CRA Analysis

11 CRA Testimony CF 20060328
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TR A

High costs and lack of prospectivity compound the impact of Alaska’s high 
overall government take

Total Government Take versus Total Technical Costs

75

70 -

A  Norway

a)
JC03

65

60

a> 55 
Ek.
0)

|  50
03

°  45

40 -

GoM Deep
( A  i

A

Australia

Alaska PPT 20/20, Existing Player^^

o
A Canada i UK

Alaska ELF Existing Player

GoM Shallow

35 1

10 11 12 13
Total Technical Cost ($/boe)

Colors indicate CRA's assessment of prospectivity in each region 
Source: CRA Analysis
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Norway’s high tax rates are sustainable for an area with high prospectivity 
and other supporting factors

C R A  in te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

* Norway is significantly less mature than Alaska on all the basic 
quantitative measures (production growth, reserves, exploration success) 
and investment is further supported by industry perceptions of its 
prospectivity

• Norway’s high tax rates also reflect a number of other structural and 
policy factors:

-  Very generous tax relief on exploration investment

-  Presence of three leading players with high government ownership and for 
whom Norway is their ‘core area’

-  Successive governments’ policies o f ‘measured development’ in the oil and 
gas sector as a whole

13 | CRA Testimony CF 20060328 INN RMhO.NAI



Changing assumptions on oil price highlights the regressive nature of the 
Alaskan regime, especially at lower prices

C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

-h— Alaska ELF
•-X-G O M  DW

I Government Take for Differei

-A— Alaska PPT20/20 UK
GOM SW •• •  Canada

lil Prices '
Srin t:r

•<>-•• Norway 
Australia

Oil price (real terms $/bbl)

Source: CRA Analysis of Total Government Take for existing Alaskan participants
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C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l Pr o p o s a ls

Changing assumptions about cost of new field development also highlights 
a regressive aspect of Alaska’s system -  current and proposed

— A— Alaska ELF — a— Alaska PPT20/20 •••-a-•• UK ••••<>--• Norway

• •••X—  GOM DW GOM SW •  Canada Australia

Total Technical Cost ($/boe)
Source: CRA Analysis of Total Government Take for existing Alaskan participants _

%
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The House and Senate proposals add to the levels of government take for 
the Alaskan field development

Total Government Take for Different Oil Prices*
— Alaska ELF

Alaska Senate Bill 25/20 
X-- GOM DW 

Australia

Alaska PPT 20/20 
UK
GOM SW

Alaska House Bill 20/20 
•<>■■• Norway 
•  Canada

Oil price (real terms $/bbl)

Source: CRA Analysis of Total Government Take for existing Alaskan participants
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Alaska’s resource potential lies mostly in its existing assets, and in 
undeveloped gas and heavy oil reserves

C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

Alaska’s Resource Potential

Resource Type Comparative Size1 Incentivised by PPT 20/20 proposal?

Producing Fields / EOR 2-5 bn boe No: higher tax take = direct disincentive

Known Undeveloped Resources: 
Conventional Oil

~0.5 bn boe Only small new players have some incentive

Known Undeveloped Resources: 
Conventional Gas

6-8 bn boe No: higher tax take = direct disincentive 
Gas pipeline approval could trarsform picture

Known Undeveloped Resources: 
Heavy Oil

5 bn bbl Higher tax rates may cause serious delay to heavy 
oil development

Exploration Potential (YTF) <1 bn bbl oil potential?

Gas potential may be 
higher

Only small new players have some incentive

NB YTF = “Yet to Find"
Source: Alaska DNR, USGS, CRA estimates of incremental potential

' 18 J CRA Testimony CF 20060328 • Ml «r;.Miu;jAl
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C P  A In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

If Alaska wishes the new legislation to stimulate investment, a new system 
that reduces total tax take would be required

Total Government Take versus Total Technical Costs

75
Norway

70 -

65 •

Sc 60TO
f-
C<u 55 
E
k .
<D

I  50

re
°  45 -\

Alaska PPT 20/20, Existing Player
Australia

Alaska ELF, Existing Player!
Canada |UK

GoM Shallow

40

35

GoM Peep

— r- 
10 11 12 

Total Technical Cost ($/boe)

“ I—
13

— I—
14

--1--
15 16

Colors indicate CPA's assessment of prospectivity in each region. 
Source: CRA Analysis
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CRA International Review of Alaskan Fiscal Proposals

Increasing Alaska’s oil and gas taxes will have a price

• We recognize the dilemma of balancing revenues and investment

• Alaska is mature, but has undeveloped potential

-  Low prospectivity and new field size

-  High cost base

-  BUT huge known resources, heavy oil especially

• Current fiscal proposals do not help competitiveness in OECD peer group

20 | CRA Testimony CF 200G0328
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Analysis of Alaskan Fiscal Proposals 29 March 2006

Presentation to Alaska House Finance Committee

David Bramloy

March 30, 2006

Good afternoon. My name is David Bramley and I am a Vice President of CRA International; I am 
a business consultant specializing in the international oil and gas industry. CRA International is 
a global firm specializing in business consultancy and economics. In the oil and gas business we 
work for both private and national oil companies, and for governments. My own background is 
that I have worked in the international oil and gas business for 26 years, initially for Shell 
International in their E&P (Exploration and Production) division in a variety of technical roles, and 
as a petroleum economist and business planner, working in the Middle East, the Netherlands and 
the UK. I have been a consultant since 1989, and during that time I have worked on exploration 
and production business issues for major and independent oil companies, national oil companies 
and governments in more than 30 countries. Understanding the application of E&P fiscal 
systems and their business implications is fundamental to my work.

At the request of ConocoPhillips Alaska, we have carried out a piece of work analysing Alaska's 
proposals for fiscal change in comparison with the fiscal environment In other OECD regions that 
are also mature and significant oil and gas producers.

Lot me say at the outset that we recognize there is a difficult trade-off for Alaska to make in 
balancing the imperatives of securing short term revenues with those of incentivizmg investment 
to arrest future production declino. Wo have not approached this analysis with tho view that 
lower taxes are an inherently good thing, Rather, wo have identified a comparable group of 
international oil and gas producing areas and compared their fiscal systems in the context of their 
underlying economic potential and current levels of investment. Through these comparisons wo 
have sought to illustrate how well Alaska's existing fiscal system is aligned to tho economic 
realities of tho region, and to infer what would bo tho consequences for investment of the 
proposed changes.

We havo throughout used our independent professional judgement to generate working 
assumptions that wo believe reflect tho techno-economic realities in each of the comjjarison 
areas, and applied methodologies which we bolieve rolled tho way investors will themselves 
assess the impact of fiscal terms in their mvostmont decision making.

David Bramloy, CRA International 0



Analysis of Alaskan Fiscal Proposals 29 March 2006

DISCLAIMER

This report was commissioned by ConocoPhilips on terms specifically limiting CRA 
International's liabiP Our conclusions are the results of the exercise of our best 
professional judgmei t, based in part upon materials and information provided to us 
by ConocoPhillips and others. Use of this report by any third party for whatever purpose 
should not, and does not. absolve such third party from using due diligence in verifying 
the report's contents.

CRA's work is performed on a best efforts basis consistent with that degree of skill and 
care normally exercized by consulting firms performing services of a similar nature. You 
hereby agree to release, indemnify, and hold us harmless from and against any costs or 
liability in excess thereof (including claims against us by third parties). Under no 
circumstances shall CRA be liable for consequential, punitive, incidental or special 
damages or claims in the nature of lost profits, lost revenue or lost opportunity costs.
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Analysis of Alaskan Fiscal Proposals

I'd first like to explain in outline the question our analysis has addressed and the approach we 
have taken in answc'mg it.

The question we have addressed is: 'Will the proposed changes to Alaska's fiscal system support 
new investment?' We have focused the main part of our work on the existing system and the 
original HB 488 bill proposal.

We have answered it by considering the impact of the fiscal changes on investor decision making. 
All of the potential investors in the Alaskan oil and gas business -  large and small -  make their 
decisions on capital allocation in the context of a larger portfolio ol choices about where to invest, 
covering in principle a huge range of competing options in different parts of the world, different 
parts of the oil and ĝ s value chain and even alternative energy businesses. Levels of capital 
mobility in the oil and gas business are very high, as they are in most sectors of the modern 
economy.

We have selected what we believe is an appropriate group on which to focus our analysis, and I 
will come back to why we selected the mature OECD producers for that purpose.

Even though the producing regions of the OECD group .iro highly comparable, each oil and gas 
region is unique, and we have characterized underlying economic potential by looking at relative 
maturity and remaining prospectivity. and the cost baso for accessing available opportunities in 
each region.

Lastly wo have analyzed the impact of fiscal systems in terms of overall government take of the 
net cash (lows from investing in new opportunities in each area, the parameter we believe is the 
most fundamental factor in influencing attractiveness to investors. In doing this wo have 
considered the full impact of all applicable taxes in Alaska, at b°tn the state and federal level

Drawing our analyses of all of these factors together has provided us with an offectivo high-level 
view of the impac' on investment of current and proposed Alask. n fiscal lornis.

Will the proposed changes to Alaska's fiscal system 
• suDoort new investment?

F is c a l T e rm s
* v\:t - r • -
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Comparing Alaska’s fiscal proposals to other mature OECD producing 
areas is the basis for a realistic appraisal of their impact on investment

OECD1 Oil & Gas Peer Groupna
• Alaska
• Australia NW Shelf

• Canada Oil Sands

• Norway

• UK North Sea

• US GoM Deep Water

• US GoM Shallow Water

. ;  Commorv^nyeslmont CharacMriitlc*
Similar strategic roles in overall 

investment portfolios
• Large, established oil and gas 

producers
• Similar political and business 

risks
High level of comparability
• Remaining potential and costs 

are comparable from public data
• Similar fiscal structures

C M Ttv.tr*r., cr

Making meaningful comparisons of investment attractiveness over the whole of the diverse range 
of options available is complicated by differing corporate business strategies and greatly differing 
levels of bui.iness risk and rewards.

We have chosen instead to focus on comparisons between Alaska and a relatively small number 
OECD (Organization for Economic Cooperation and Development -  the 'club' of developed 
economies) exploration and production areas for two reasons:

• Investments in this group tend to have similar strategic roles in overall investment portfolios, and 
in many ways offer substitutes for each other:

-Large oil and gas provinces, of global significance
-Production history from at least from the 1970s, but with signilicant remaining reserves 
and potential
-Existing infrastructure and effective commercial and regulatory mechanisms to support 
its use
- Free competitive access and absence of barriers to capital investment over a long 
period
-OECD countrie , with stable political, legal and commercial regimes 
-Similar overall ranges of risk and reward

•Situations that can be readily distinguished and compared with each other:
-Similar fiscal structures, generally with royalty I tax systems, ring-fenced at the 
corporate level
-Good availability of information from public sources

I should add that had wo chosen a broader subset of opportunities for comparison, for example 
Including higher prospectivity areas such as Angola or the Former Soviet Union, I do not boliovo 
tho results of our work would bo fundamentally different, although the comparisons would have 
been more complex and spanned wider ranges of risk & reward.

David Bramloy, CRA International 3
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A la s k a ’s  p ro d u c t io n  d e c lin e d  b y  6%  b e tw e e n  2000 an d  2004 : in  th e  m id d le  
o f  th e  g ro u p
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Roglon 2004 Production 
(mboo/djy)

Growth/doclino iln co  
2000

US GoM SW 738 ■27\
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Petroleum is an extractive industry, and the overall economic potential of an area is a function of 
the nature of the hydrocarbon reserves present, and the technical and operational costs required 
to bring oil and gas to market. The concepts of maturity and remaining prospectivity of an area 
are useful ones, since in almost all cases the best hydrocarbon resources are discovered and 
developed early in its life: there is a natural pattern of ‘diminishing returns’ throughout the life­
cycle cf any particular area.

The relative level of maturity and remaining prospectivity of Alaska versus the other OECD areas 
is therefore an important factor in defining the context for comparisons of their fiscal regimes. 
Various parameters contribute to an area's maturity, and I would like to examine some of the most 
fundamental ones. Note that in this section wr are going to consider only available conventional 
oil and gas resources. We have excluded any consideration of ANWR, and I will consider the 
currently largely uneconomic heavy oil resources later in the presentation.

Overall production of oil and gas from an area tends, all other things being equal, to rise to a peak 
and then undergo a long steady decline. There are exceptions to this pattern -  the UK is one.
The table above shows that Alaskan production declined by a total of 6% between 2000 and 
2004: in the middle of the comparative range. In fact the Alaska’s longer term decline is 
significantly steeper that this recent rate: from the late 1980s until 2000 tho average annual 
decline was around 6%.

David Bramloy, CRA International 1
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Alaska has 44% of its known conventional oil and gas reserves remaining
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Remaining oil and gas reserves, and their size relative to past production from an area, are 
another fundamental measure of maturity. In a sense, these figures reflect 'gas in the lank’, 
although any industry insider will acknowledge how elusive clearly-defined and verifiable reserves 
figures are for an individual field, yet alone a whole producing area What we have shown on this 
bar chart is historic oil and gas production in green, and estimates of remaining reserves in blue. 
The future reserves are what is known as 'P50' -  a central estimate of the known reserve 
potential. The figures on the top of each bar are the percentage of reser/es already remaining out 
of the total figure. Alaska emerges with 44% remaining, second lowest to the UK (28%) within the 
group.

David Bramloy, CRA Intornational 5
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A laska  and the UK are the o n ly  reg ions  w ith in  the  OECD g roup  to  show  a 
d e c lin e  in p roven  o il and gas reserves o ve r the las t decade

j .'Change in  Total Proved Rosorvos (1994-2004)’ ' •
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Another important measure associated with reserves reflects how successful an area is in 
replacing its year-by-year production with proved petroleum reserves. The chart above shows 
that amongst the comparison group, only Alaska -  and by a small margin, the UK -  have failed to 
replace production on a proved reserve basis over the past 10 years.

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 6
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A laska  has had o n ly  e ig h t new  fie lds  s ta rt p ro d u c tio n  s ince  2001 and the 
average fie ld  s ize w as the  sm a lles t o f  the  g roup
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The pattern of new field developments in an area gives another measure of its potential to add to 
the producing base and arrest long term production decline. This chart shows the number of new 
fields brought on stream in each of the comparison areas and the average size of the new fields. 
Alaska has the lowest number of new producing fields with the smallest size amongst the whole 
group.

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 7
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A laska  has the lo w e s t e xp lo ra tio n  (w ildca t) a c tiv ity  and success  rate in the  
OECD com pa rison  g roup
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Looking at exploration activity, Alaska, clearly lags the other conventional oil and gas areas in the 
comparison group both in terms of number of exploration wells drilled and success rate. W e have 
excluded the Canadian oil sands from this particular comparison, since exploration there makes 
little business sense with major resources already discovered, but undeveloped for economic 
reasons.

D a v i d  B r a m l o y ,  C R A  I n t o r n a t i o n a l 8
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L ike ly  new  deve lopm en ts  in  A laska  are re la tive ly  sm a ll and h igh  cos t
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Based on recent development history and the available set of forthcoming opportunities, we have 
sought to develop a profile of a ’typical fie ld ’ in each area. This is in our view both another helpful 
way of characterizing an area's economic potential and a good basis for our later calculations of 
government take in economic terms.

The results are shown in the table above.

A laska's prospective developments emerge as a sim ilar size -  50 mmboe -  to those in the UK 
and the US GoM Shallow Water. The total technical cost per barrel of oil equivalent (in other 
words, capex and opex) to bring the Alaskan field on-stream is the highest in the group, at 
S15/boe.

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 9



A n a l y s i s  o f  A l a s k a n  F i s c a l  P r o p o s a l s 2 9  M a r c h  2 0 0 6

A laska  em erges on a va rie ty  o f m easures as a re la tive ly  m ature  and h igh  
co s t pe tro leum  area _______
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In Iho above chart we have drawn together all of these observations o f maturity and indicated by 
colors the overall trends. Red indicates observations of low remaining prospectivity (or high 
maturity) and high unit cost; green indicates high remaining prospectivity, or low cost; and yellow 
signifies mid-range for those parameters.

As will be apparent by now, Alaska clearly emerges in the predominantly red category.

W e need to be clear that this does not mean that Alaska has little remaining economic and 
resource potential: it does, as have all the areas under review. W tia t i. means is that in r e la t iv e  
t e r m s , all of them significant in some way to attractiveness for investment, Alaska ranks low in the 
group.

This maturity analysis also raises concerns about the impact of Alaska's existing fiscal terms. 
There is nothing here to suggest that A laska’s current regime is very competitive fo r new 
investment. Alaska ranks lowest of all in the group on measures of closely-related production 
replacement activity: exploration drilling numbers and new field starts. Even before looking at 
direct fiscal comparisons, that does not suggest a highly competitive climate for new investment.

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 1 0
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The b a s ic1 PPT 20/20 p roposa l a lready g ives  A laska  the  second  h ig h es t 
level o f to ta l g o ve rn m en t t ik e  w ith in  the g roup
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I would now like to move on to a direct comparison of total government lake throughout field life 
for our representative fields for each area. Calculating this involves modelling the way in which 
the relevant fiscal system divides the available cash flow from a single additional new field 
between the government and the company investor. In the first instance, we have assumed an oil 
price o f S35/barrel in real terms, and I will come back to the way in which the results change 
under different price assumptions, typical o f the range considered by investors. W e have chosen 
S35/barrel for our base price as we believe this is close to the central planning assumption that 
most investors currently use for decision making.

Overall government take is a good measure of the share of the total available economic value o f a 
field that is captured by the fiscal system. It takes full account o f the effects of tax rate, tax 
credits, and all o f the mechanisms inherent in each system. In calculating this figure for a typical 
new field in each region we get something close to a 'like-for-like' comparison of the kind that will 
emerge in investor portfolios when they review opportunities across this group.

The chart above shows overall government take for each region, plotted '.gainst the unit technical 
cost for our representative fields

The results show that under the current ELF / Severance Tax system Alaska's overall government 
take is third highest in the OECD group. Under the provisions of the original HB 488 (PPT 20/20) 
bill, A laska's overall take becomes second highest in the gr ju p . This is a significant change

The cross-plot also illustrates Alaska's high cost base. It might be expected that the overall 
relationship between technical cost and tax take would be an inverse correlation, with higher 
costs corresponding to lower levels o f government take. All other things being equal, that would 
probably be the case. But in reality the ida tionsh ip  is more complex: prospectivity, field size and 
growth potential also play a strong role, and tax take also depends on choices by the government 
on the trade-off between short term revenue and investment.

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 11
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High c o s t s  and lack of prospectivity com pound the impact o f A laska’s  high 
overall governm en t take

Total Government Take versus Total Tochnlcal Costa
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Adding a color c o d e  to reflect relative lev e ls  of maturity s u g g e s t s  A laska’s  positioning is 
a problematic one: a mature region, with a high unit c o s t  base, but with relatively high 
governm en t take. The fact that lev e ls  o f re-investment in n ew  exploration and 
deve lopm en t (illustrated in previous slides) are a lso  fairly low  add s to the concern  o f the 
potential impact o f the n ew  proposals.

B efore moving on to look at the e ffec ts  on governm ent take of different price and co st 
assum ption s. I would like to point ou t a feature of the original bill a s  it re la tes to new  
entrants

In m ost of this an a ly s is  w e  have m odelled  the position of ex isting participants and  
therefore ongoing tax-payers in the S ta te of A laska. The application o f the new  
proposa ls for new  entrants to the sta te  would be som ew ha t different, at lea st for their 
early investm en ts. In the ex trem e ca se , a  new  field, entirely d ev e lop ed  by a group of 
new  entrants, would s e e  a lm ost no tax in crea se  from the new  proposals. The rea son s  
for this are that the S73 million a llow ance aga in st tax in the original bill o f fse ts  the entim  
PPT liability on the new  en tran ts’ first field developm ent. The $12 million tax credit in 
the la test v ersion s of the bill would h ave a similar effect. For su b seq u en t investm ents, 
the n ew  entrants' tax position would revert towards a sim ilar o n e  to that for existing  
players.

I will c om e  back shortly to look at the sign ificance o f this fairly limited incentive for new  
entrants in the con text of A laska 's likely availab le growth opportunities.

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 12
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N orw ay ’s h igh  tax ra tes are sus ta inab le  fo r  an area w ith  h igh  p ro sp e c tiv ity  
and o th e r su p p o rtin g  fa c to rs

• N orw ay is s ig n if ic a n tly  less  m ature than  A laska  on all the bas ic  
q u a n tita tive  m easures (p ro d u c tion  g row th , reserves, exp lo ra tio n  success) 
and in ve s tm e n t is  fu r th e r su p p o rte d  by in d u s try  pe rcep tions  o f its  
p ro s p e c tiv ity

• N o rw ay ’s h igh  tax ra tes a lso  re flec t a n um be r o f o th e r s tru c tu ra l and 
p o lic y  fa c to rs :

-  Very generous tax relief on exploration investment

-  Presence o f three leading players with high government ownership and for 
whom Norway is their ’core area’

-  Successive governm ents’ policies of ‘measured developm ent’ in the oil and 
gas sector as a whole

%
■ J | tAA rror»f C»

S in ce  Norway is the only country in the com parison  group with lev e ls of governm ent 
take higher than the A laska proposals, and s in c e  Norway has b een  cited in previous 
testim ony a s  an area with strong sim ilarities to Alaska, I would like to m ake a number of 
points which I b e lieve  will b e  helpful in making s e n s e  of th e se  com parisons.

N o rw a y  is  s ig n ifica n tly  le s s  m a tu re  th a n  A la sk a  for c o n v e n tio n a l r e so u rc e s . The resu lts 
laid out earlier sh ow  clearly that on all important param eters - production maturity and 
decline, reserv e replacem ent, new  d eve lopm en ts and exploration s u c c e s s  rates - 
Norway h a s greater remaining growth potential than A laska. Industry p ercep tion s of 
exploration prospectivity in certain Norwegian a r ea s  -  the d eep  water Haltenbanken and 
the Barents S e a  in particular - are particularly strong.

Additionally there are a  number of structural and policy factors that are relevant:
- N o r w a y  h a s  c h o s e n  to  g iv e  in c e n tiv e s  for exp lo ra tion  in the form of g en erou s tax relief 
on exploration investm ent, rather than loosen ing its fiscal term s. Norway’s  fiscal sy s tem  
effectively offers 78% tax relief to all explorers, ev en  th o se  not in a  current tax-paying 
position.
- N o r w a y 's  u p s tr e a m  p e tro le u m  in d u s try  re m a in s  h ig h ly  c o n c e n tr a te d  a n d  le d  b y  la rge ly  
g o v e r n m e n t-o w n e d  c o m p a n ie s . Norway's three lead ing upstream  com pan ies are Statoil 
(72% governm ent owned). Norsk Hydro (44%), and Petoro (100%). Together th e se  
three com pan ie s  accoun t for a very high portion of production, deve lopm en t and  
exploration spend ing . The undoubted strategic comm itm ent of th e se  three com pan ie s to 
Norway a s  the 'core a r ea ’ of their overall E&P bu sin ess, and their high lev e ls  of 
governm ent ownership, h av e  a bearing on the sustainability of high leve ls o f governm ent 
take. This is not to s a y  that Norway is un in terested  in attracting capital sp end ing by 
international com pan ies, but that it is le s s  o f a  central is su e  for the N orw egians than it is, 
say, for the UK or A laska.
-N o r w a y  h a s  p u r s u e d  a  p o lic y  o f  m e a s u r e d  d e v e lo p m e n t'. In effect, this h a s m eant 
there h a s  never b een  a policy fo cu s of maxim izing lev e ls  o f activity su ch  a s  that in the 
UK during the 1990s. There are various r ea son s  for this, including certain re s is ta n ce  to 
structural ch a n g e  and worries about potential inflationary p re ssu re s of large oil and g a s  
rev enu es .

2 9  M a r c h  2 0 0 6
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C hanging  a ssu m p tio n s  on o il p rice  h ig h lig h ts  the reg ress ive  na ture  o f the 
A laskan reg im e, esp e c ia lly  a t lo w e r p rices

t Take for Different Oil Prices
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The fiscal r e sp on se  to changing oil price is a lso  important to consider. Our b a se  c a s e  
con sid ers an oil price of 535/barrel. However, w e  m ust con sid er both higher and lower 
oil prices to reflect the w ay investors m ake d ecisions, and in order to capture the full 
range of possib ilities that m ay affect future investm ent in A laska. W e have m odelled  
th e se  by considering a lower price o f 520/barrel and an upper price of 560/barrel.

The chart ab ove  illustrates the reg re ss iv e  nature of both the current and proposed  
Alaskan fiscal sy s tem s . At low oil prices, when profitability is lowest, the governm en t 
take is at its h ighest. In contrast, at high prices, when profitability is h ighest, the 
governm ent take falls. The total governm en t take on the n ew  field d eve lopm en t in 
A laska in the 520/barrel c a s e  is clearly significantly higher than any of the com parison  
group.

This 'regressive ' feature of the A laskan reg im e is not helpful in supporting positive 
investm ent d ec is ion s.

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 15
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C hanging  a ssu m p tio n s  abou t co s t o f now  fie ld  dovo lopm on t a lso  h ig h lig h ts  
a rog ress ive  aspect o f A la ska 's  sys tem  -  cu rre n t and p roposed

Total Government Take for Different Cod Structures
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Tho reg ress iv e  nature of the A laskan reg im e a lso  m an ifests itself in the context of 
chang ing co sts . In the chart above, w e have exam ined  the effect o f higher and lower 
capital and operating c o s t s  on total governm ent take.

For the A laskan sy stem s, a s  the project's c o s t s  increase, s o  the total governm en t sh are  
a lso  in crea ses . L evels of governm ent take under the proposed  PPT  sy stem  approach  
th o se  of Norway for the higher lev e ls  of technical cost.

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 16
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The H ouse and Senate p ro p o sa ls  add to  the  levels o f gove rnm en t take  fo r 
the A laskan  fie ld  de ve lop m e n t

Total Govemmont Take for Different Qll Prlcoa
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The ab ov e  chart illustrates the additions to total governm en t take that the current H ouse 
and S en a te  p roposa ls would g ive r ise to, ab ove  and beyond the original bill. The H ouse 
and S en a te  bills a lso  exhibit a combination of progressivity on the up side and 
regressivity o r m e downside, which is highly unusual, in fact t nique a s  far a s  I know. 
Clearly, th'.. is not a helpful combination for supporting investm ent dec is ion  making

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 1 6
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A la ska 's  resource  po ten tia l lies m o s tly  in its  e x is tin g  assets, and in
undeve loped  gas and heavy o il reserves

Alaska's Rssourca Potential
Raaourcs Typo Comparative Slia' Incentlvlsod by PPT 20120 proposal?

Producing Fields / EOR 2-5 bn boo No mghor tan take = direct disincentive

Known Undeveloped Resources Convonlionol Oil -0 5 bn boo Only small now players have somo mconttvu

Known Undeveloped Rosourcos Convonnonai Go s 0-8 bn boo No higher ten tako - direct disincentive Gas pipeline approval could transform picturo

Known Undovotorod Resources Hlm  v y O  i Son bbl H.ntnir tax tains may causo senous delay to heavy oil development

Enptoralmn Potential (V I F )  <1 bn PM OI potential? Only small now players Itavo somo mceniivo
Gas potential may bo higher

IrliVTS ■SVIKFaC
Past* A JOlrlt u' w.# [I-.*-1 -

In considering Ihe impact of (he new proposals on future investment, it is also helpful to consider 
where Alaska’ future potential actually lies. As the above table shows. Alaska is in the somewhat 
unusual position of having the majority o f its 'u ture resource potential in the form o f known but 
undeveloped hydrocarbons: currently uneconomic heavy oil. and gas resources in particular.
There is also major potential in incremental and improved recovery from producing fields. Each of 
these elements is significantly larger than the resources available through new exploration and 
undeveloped conventional oil.

The proposals for higher government take affect these large available resources directly. The 
mitigation of government take that is provided to new entrants for early developments is most 
likoly to bo helpful for new exploration and known conventional resources -  not the areas where 
the largest parts of the potential actually lies.

In summary, our conclusions from this study of A laska’s investment attractiveness within tho 
OECD group is that the new proposals will inevitably reduce future investment.

D a v i d  B r a m l o y ,  C R A  I n t o r n a t i o n a l 18
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If A laska  w ishes  the  new  le g is la tio n  to  s tim u la te  inves tm en t, a now  sys tem  
th a t reduces to ta l tax take w o u ld  bo requ ired
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It is not in CRA’s remit to suggest what the appropriate level of government take should be in 
Alaska. But based on the analysis I have outlined today we are led to an inescapable observation 
that the balance of the current proposals is slanted towards short term revenue collection over 
stimulation of new investment to stem future production decline. For us to have reached a 
different conclusion, I believe that a system that yielded total government take lower than the 
existing ELF regime would be have to be in prospect.

That is not a comfortable conclusion for me to put forward in this forum, but I hope that the 
reasoning behind it is by now clear.

D a v i d  B r a m l o y ,  C R A  I n t o r n n t l o n o l 19



M a r i a n n e  K a h  

C o n o c o P h i l l i p s  C h i e f  E c o n o m i s t

2/27/06 - S lide 7
ConocoPhillips



•  •  •

f  I n v e s t m e n t  C r i t e r i a

n r  ■ " "i,
• Expected field size / maturity
• Crude quality

• Exploration, development & production cost
• Transportation costs to market

• Time to production

• Tax rates given prospectivity & cost
• Stability of fiscal regime

• Strong rule of law / political stability

> . P r o s p e c t i v i t y

L e g a l  R e g i m e

V A L U E
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I n v e s t m e n t  C r i t e r i a  -  A l a s k a  R a t i n g

C o s t s

• Small expected field size
1 • Lower value heavy & high sulfur crude

• High explor., develop. & production cost
• High transportation costs to market

C y c l e  T i m e

V A L U E .

• Long lead times

High tax rates given prospectivity & cost 
Recent concern about stability of fiscal regime

Strong rule of law / political stability 
Concern about changing tax rate without 
grandfathering recent investment



G l o b a l  A v e r a g e  C o m m e r c i a l  D i s c o v e r y  S i z e

i

2 0 0 0
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1 2 0 0

1 0 0 0
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2 0 0

0

Average Commercial Discovery Size (mmboe)1

S o u r c e  data: A la sk a  D ep t R ev en u e  Fall 2 0 0 5  R e v e n u e  S o u r c e s  B o o k

93%

□ Existing Fields □ Known Discoveries ■ Exploration

Kazakh- Azer- Nigeria Angola Norway Indonesia USA Egypt Venezuela Canada 
stan baijan (DW) (DW) (Alaska) (Arctic)

A l a s k a ’ s  F u t u r e  P r o d u c t i o n
4% 3%

1 A verage com m ercia l d iscovery s iz e  from 1994 to 2003.
2 The a v era g e  d iscovery s iz e  is ca lcu lated as: total com m ercia l re serv e s d iscovered  (1994-2003) / total

com m ercia l d iscov er ies (1994-2003)
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I n c r e a s i n g  P r o d u c t i o n  C o s t s

Source: ConocoPhillips 2004 Annual report and 2005 10-K 
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Alaska has the highest cost structure in ConocoPhillips Portfolio 
Alaska costs are increasing at greater rate than other areas

-  A g i n g  i n f r a s t r u c t u r e  c o n c e r n s  a n d  i n c r e a s i n g  w e l l  w o r k

-  M a r k e t  F o r c e s

-  R e g u l a t i o n s

-  S m a l l e r ,  m o r e  c o m p l e x  f i e l d  d e v e l o p m e n t s
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•  •
A l a s k a  -  H i g h  C o s t ,  H i g h  T a x ?  a st

C o u n t r i e s  w i t h  n o  e q u i t y  p a r t i c i p a t i o n  o r  n o t  c a r r i e d

1 0 0 %
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A l a s k a  -  H i g h  C o s t ,  H i g h  T a x  &  L o w  P r o s p e c t i v i t y

: W ood M ackenzie 2004 "Global Oil a r n ic a s ( ^ )  Bubble size = prospectivitySource
Total co st includes capital and operating e lem en ts averaged  over 10 year period (1994-2003), E conom ics w ere run at 

S35/bbl long term real Brent price
ProsDectivitv = A veraae com m ercia l d iscovery s iz e  (1994-2003)
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H i g h e r  T a x e s  W i l l  R e d u c e  I n v e s t m e n t

•  R e d u c e s  a f t e r - t a x  c a s h  f l o w  a v a i l a b l e  f o r  

i n v e s t m e n t

•  A d v e r s e l y  c h a n g e s  r i s k  /  r e w a r d  b a l a n c e

•  C a p i t a l  g o e s  e l s e w h e r e  t o :

-  O t h e r  c o u n t r i e s

-  O t h e r  e n e r g y  s o u r c e s

-  O t h e r  i n d u s t r i e s

“ I f  Y o u  T a x  S o m e t h i n g ,  Y o u  W i l l  G e t  L e s s  o f  I t ”

Dr. Margo Thorning, American Council on Capital Formation
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C o n o c o P h i l l i p s ’  M a j o r  U p s t r e a m  P r o j e c t s

Corocoro I 
Bohai Phase II 

j  Yuzhno Khylchuyu 
Libya

kofisk Growth 
Surniont 

Syncrude III 
Alaska WNS Sat’s 

Britannia Sat’s 
wmki /;%f)Alvheim9m . > llV . ' r - 4 ■ * AStafford Late Life

2 0 0 5  -  2 0 0 8

Kashagan I 
Su Tu Vang 

Gumusut 
Ketapang 

Libya

■

\
Hejre

TommelitenAlpha
. ■ j  iff tL t 'J ' ■■ s J  _Eldfisk Upside 

Alaska Sat’sm  ■■
" i

2 0 0 8 - 2 0 1 1

"I

Kashagan II 
Kashagan Sat’s 
Corocoro II & III 

West Qurna 
■ Malikai 

SuTuTrang 
Kebabangan 

Libya

2 0 1 1  +

1 Negotiations are under way.

G l o b a l  G a s

Other International

Legacy OEpD
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W h a t ’ s  W r o n g  W i t h  W i n d f a l l  P r o f i t s  T a x e s

• “What a windfall profits tax does is introduce a lot of distortion. It reduces 
investment, it increases a sense of political risk and it doesn’t achieve the 
goal that is intended ... it will really lead to decreased supply”.
Daniel Yergin interview, Capitalism Magazine, November 11, 2005

• “If it is again enacted, a windfall profits tax can be predicted to result in a 
diminution of domestic energy production... Sadly, the recent clamoring 
by some for new energy taxes indicates that the lessons of the 1970s
were not learned.” Open Letter to America’s Elected Officials, 250 economists, 
October 25, 2005

N o n - p a r t i s a n  C o n g r e s s i o n a l  R e s e a r c h  S e r v i c e  a s s e s s m e n t  

o f  1 9 8 0  W i n d f a l l  P r o f i t s  t a x  o n  d o m e s t i c  c r u d e  o i l :

•  R e m o v e d  $ 7 9  b i l l i o n  in  c r o s s  r e v e n u e s  f r o m  i n d u s t r y  t h a t  

c o u l d  o t h e r w i s e  h a v e  b e e n  i n v e s t e d

•  R e d u c e d  d o m e s t i c  o i l  p r o d u c t i o n  b y  u p  t o  1 . 6  b i l l i o n  

b a r r e l s  b e t w e e n  1 9 8 0  -  1 9 8 6

• G e n e r a t e d  o n l y  2 0 %  o f  e x p e c t e d  g r o s s  r e v e n u e s



I m p a c t  o f  P r o g r e s s i v i t y  o n  R i s k / R e w a r d  B a l a n c e

P o s i t i v e  V a l u e  -  N e g a t i v e  V a l u e  -

P r o j e c t  A c c e p t e d  P r o j e c t  R e j e c t e d

V a lu e  S e n s i t i v i t y

-$200 -$100 $0 $100 $200 $300

Oil Price

R eserves

Operating C ost

S ch edu le

-$200

Oil Price

R eserves

Capital Cost

Operating Cost

S ch edu le

V a lu e  S e n s i t i v i t y

-$100 $0 $100

M e a n  V a l u e M e a n  V a l u e

Capital Cost

Project value is decreased when price upside is removed



F i n d i n g ,  D e v e l o p m e n t  &  P r o d u c t i o n  C o s t s  #

M o r e  t h a n  D o u b l e d  S i n c e  1 9 9 9

2006 Dollars per Barrel o f Oil Equ iva len t

□  P r o d u c t i o n

□  F & D

2005

I

S o u r c e :  J . S .  H e r o l d

Excludes all government take ($20-25/bbl), 
adjustment for the time value of money & 

a cost of capital return
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K e y  M e s s a g e s  f r o m  C o r p o r a t e  P e r s p e c t i v e  #  i z .

•  C u r r e n t  t a x  r a t e  a l r e a d y  u n c o m p e t i t i v e  g i v e n  

c o s t  &  p r o s p e c t i v i t y

•  P r o p o s e d  t a x  i n c r e a s e s  w i l l  r e d u c e  

i n v e s t m e n t  &  p r o d u c t i o n  i n  A l a s k a

•  U . S .  f e d e r a l  w i n d f a l l  p r o f i t s  t a x e s  l o w e r e d  

p r o d u c t i o n  a n d  f a i l e d  t o  p r o d u c e  e x p e c t e d  

r e v e n u e s



From TAPS Production M ode l 
Dept. Revenue 
D iv. Tax

March 30, 2000

Share o f O il in P ipeline
Exxon: 20.34%
BP: 46.93%
CP: 28.29%
Chevron: 1.36%
COCH: 3.08%

1 0 0 .0 0 %

Yesterday’ s Gross Revenue
$ 10,263,503.90
$ 23,680,739.32
$ 14,275,050.40
$ 686,251.98
$ 1,554,158.90

Yesterday’ s P roduction: 782,321 bbls

Y T D  Average: 854,740 bbls/day

Yesterdays’ Price ANS: $64.50 /bbl



S u m m a r y

•  H i g h e r  t a x e s  w i l l  r e d u c e  i n v e s t m e n t s

-  20% strikes the right balance
-  Windfall profits surcharge increases project risk

•  R e c o g n i t i o n  o f  t r a n s i t i o n  i n v e s t m e n t s  i s  f a i r

•  R e a s o n a b l e  s t a r t  d a t e
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BP Presentation on C SH B  488 (PPT)
A laska State Leg is la tu re  

House Finance Com m ittee
29"' M arch 2006

For the record. I am Steve Marshall, President o f  BP Exploration Alaska. I appreciate the 
opportunity to provide m y point o f  v iew  regarding IIB488.

I have watched the o il tax proceedings over the course o f  the last few weeks w ith  great interest. 
As the discussion has evolved. I've become increasingly concerned. M y concerns center on both 
the direction o f  changes and the focus o f  the discussion itself. I believe the current b ill is moving 
in the wrong direction and w ill hurt Alaskans. And. while we have many common goals upon 
which to align our conversation, we have clearly not been successful so far.

It seems to me that wh ile  a lot o f  energy has been brought to bear, we are having the wrong 
conversation. So what is the right conversation?

We cannot afford an “ us and them" conversation. We are all in the boat together. We all benefit 
from increased production and we all suffer from production decline. As our business faces its 
middle-age challenge, the day-to-day business is really about battling decline. I know that this 
doesn’ t have quite the same sizzle as a big project or new discovery, but this is our shared reality.

So the real issue before us is one o f  find ing a suitable tax structure and rates that w ill encourage 
additional investment, stimulate development, get additional barrels in the pipeline: and yes. also 
give Alaskans a fa ir share o f  o il price upside when we all have such good fortune.

So the question is. what tax policy and plan w ill achieve this? This is the key point o f  
discussion.

W hile the current high price is o f  great benefit, it has the tendency at the same time to mask the 
seriousness o f  the underlying production decline. We cannot afford to be distracted by the price 
environment. Instead, we need to recognize the underlying performance o f  the business, focus on 
our mutual goal o f  increasing production and avoid any outcome that creates undue burden 
across the whole o f  the business cycle. I f  we don't work together and get this right, decline w ill 
continue unabated and no tax rate w ill be high enough to generate the level o f  revenues Alaska 
needs to remain robust. We w ill all lose.

I w ish I shared the confidence o f  your consultants that increasing taxes w ill not reduce 
investment. As an investor who has spent considerable e ffo rt to make Alaska more competitive 
so that we can successfully compete for increased investment. I have a different view. As I 
consider this b ill, I recognize that my job is going to be much more d ifficu lt.

I feel a real personal stake in this today. To some degree, this is a result o f  my participation in 
the work over the last several years. An e ffo rt by the Alaska organization to develop a tangible 
plan that extends more than 50 years into the future. But, to a larger degree, it is because 1 am 
accountable to over 5.000 employees and contractors who have worked so d iligen tly to develop 
the plans that underpin this future.

I



I ’ m privileged to have led this organization for the last live  years. Through that time, the people 
o f  BP Alaska have faced many challenges and continued the progress to where we have now 
turned a corner and sec new growth and opportunity. And their efforts and passion have had an 
impact on me. I have been affected by the ir commitment to this future, by the ir commitment to 
their local communities, by the ir dreams for their children and by the ir passion for the richness 
and unique qualities o f  liv ing  in Alaska.

W ith this in mind. I remain hopeful that we can return to a common dialog. In this discussion we 
w ill align behind the mutual goal o f  grow ing the pie and stand firm  against the common enemy - 
- production decline. I remain confident that this Committee w ill re-direct the conversation and 
the b ill in such a way that we all end up w ith  a tax policy that works for the people o f  A laska and 
for investors like BP.

BP remains committed to this legislative process. We w ill continue to do our part in provid ing 
testimony and support w ith  the goal o f  together creating a balanced structure that results in an 
infusion o f  capital, reduces decline, creates growth in state revenue, provides a better balance at 
high o il price and secures a healthy o il business that bridges us to gas and beyond.

You w ill hear Angus describe why:

• Production is declin ing

• S ignificant additional investment is vita l to stem decline

• Production is paramount in maxim izing State revenue and benefit to Alaskans

• The current b ill is not in the best interest o f  Alaska.

Thank you for the opportunity to address the members o f  this committee.

Steve Marshall



B P  Pre sen ta t ion  on C S H B  488 (PPT)
A laska State Leg is la tu re  

House F inance Com m ittee
nn*li in n / :29"' M arch  2006

For the record, my name is Angus W alker and I am the Commercial V ice President o f  BP 
Alaska.

I would like to start by thanking this Committee for the opportunity to provide testimony on 
Committee Substitute for Mouse B ill 488.

I w ill summarize the key issues raised in previous testimony and provide our v iew  o f  the 
substantive changes made by the House Resources Committee to MB 488.

Alaska has lots of Oil and Gas!

The good news for Alaska is that you have a huge known resource base, enough resources for 
the next 40 years and beyond.

Billion barrels 
equivalent

Gouice DO R /U SG S/G P
Y e t  t o  F i n d  ( E x p l o r a t i o n )  5

To date we have produced 15 b illion  barrels, but there are 17.5 b illion  barrels remaining that we 
already know about. 3.8 b illion  barrels o f  which have been developed to date.

3



4 b illion  bbls o f  light o il remaining in the existing reservoirs
0.7 b illion  bbls o f  viscous o il, s im ila r to that which wc have started to produce 
3 b illion  bbls o f  heavy o il ly ing in shallow formations below the permafrost 
6 b illion  bbls o f  gas which wc are work ing so hard to get to market

The scale o f Ihis known resource g rea tly  exceeds tha t expected from  fu tu re  e xp lo ra tio n . 
Future discoveries are expected to be o f  the order o f  50-150 m illion  barrels. It's not to say you 
should stop exploring, but you cannot re ly on exploration to stem the decline o f  the North Slope.

W hile BP isn 't exploring in the conventional sense, we arc adding barrels. We're not only 
looking to develop our share o f  the 17.5 b illion  barrels, but we're looking to make it even bigger.

To put that in perspective, every time we increase the recovery e ffic iency by ju s t 1% wc access 
an additional 600 m illion  barrels (400 mmbbls ligh t o il and an additional 200 mmbbls heavy 
o il)  Every 1% is equivalent to another A lpine!

It is for this reason we are investing in technology. Wc are exploring w ith in  our existing fields.

One example is that we ’ re spending in excess o f  $100 m illion  implementing innovative 
technology to increase recovery at Endicolt. I f  we arc successful at Endicott it could add 
hundreds o f  m illions o f  barrels o f  production across the North Slope. (Another Alpine?)

To  develop the 14 b illio n  barre ls we know  abou t wou ld  requ ire  we ll in excess o f $100 
b illio n . A nd  th a t k ind  o f investment can on ly conic from  the M a jo r  o il companies o f the 
w o rld .

Encouraging new exploration is good hut it is a fact, acknowledged by all who have testified, 
that the resources expected to be discovered through exploration w ill like ly  be sign ifican tly less 
than the resources we already know about. It is investment in the known resources tha t o ffers 
the greatest chance o f stemm im ; the decline o f ANS p roduc tion . As you look at incentives 
fo r exp lo ra tion  please do not overlook incentives fo r the investments in known fie lds, which 
a re  m ore like lv  to succeed.

O f  the 13.7 billion barrels that arc yet to be developed, there are:-

4



Production is declining:

Since 1999, both Industry and DOR have consistently overestimated production and have 
annually revised production forecasts down sign ificantly . This is o f  great concern to us as it 
should be to you. A  one hundred thousand ba rre l per day d ro p  in p roduc tion  represents a 
d rop  in state revenue o f a round SSOO m illio n  per yea r at c u rre n t n r  ices.

bp

♦♦m n

Historical basin decline has been around 6%

Flattening of production from 2002-2004 due to Alpine & Northstar 

Decline since 2004 has mirrored historical basin decline

This chart shows a subset o f  the DOR forecasts from 2001. 2003. 2005. along w ith  the latest 
view  o f  the Spring 2006 foreeasl, against actual production in red.

W hilst development o f  A lp ine, Northstar. and the Prudhoe Hay Satellites between 2000 and 2002 
successfully flattened North Slope production fo r a number o f  years. 2005 saw decline return to 
the 6% rate that has characterized this basin in the past. Unfortunately for all o f  us. there are no 
more fields o f  A lp ine or Northstar's magnitude waiting to be developed.
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Significant additional investment is required to offset decline
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Decline rate:

Billions of barrels 
to be produced:

15%

( £ )

Status quo 
6%

History
Investment: J t $ 1 - 3 1 .5  bn/yr $ 2 -$ 3 b n /y r

3%

~ 15% decline ~ 6% decline
Status quo -  "ELF”

~ 3%  decline

1990 2 0 0 0 2 0 1 0 2020 2030 2040 2050

D O R  S p r i n g  F o r e c a s t  c a n n o t  b e  m e t  w i t h o u t  s i g n i f i c a n t  a d d i t i o n a l  i n v e s t m e n t  
T h e  v a s t  m a j o r i t y  o f  t h a t  i n v e s t m e n t  m u s t  b e  m a d e  i n  e x i s t i n g  f i e l d s

W ith no investment the natural decline o f  the fields would be the lower red line. A t the current 
levels o f  investment (S I-1.5 bn/year) that decline wiP be around six percent per year. The latest 
DOR 2006 Spring forecast translates into an approximate 3% decline which you can see is above 
the current status quo.

However, the 3% decline cannot be met w ithout significant additional investment, in the order o f  
2 to 3 b illion  dollars per year. Unless those investments arc made, history w ill repeat itself, 
decline w ill continue at the current rate, and the DOR w ill be revising its production forecast 
down yet again.

't he real Question fo r \ou to lie asking in du s try  and the consultants is 'w lia t wou ld  it take 
to double investment in the A laska N o rth  Slone?*
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So what is BP doing to address the issue of decline?

A  5 0  y e a r  v i s i o n
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□  Light Oil □  Viscous Oil □  Heavy Oil «Gas

For several years now we have been pursuing our vision o f  a f if ty  year future for our business in 
Alaska. This future w ill be based on the development o f  the known resources on the North Slope 
(conventional light o il. viscous o il and gas).

Creating this future has many challenges and w ill not be easy to deliver, but we are already in 
action laying the foundations for the next 50 years.

We arc pursuing technology to unlock the d iff ic u lt oil.

We have been investing in infrastructure to gel it ready for the decades to come (including SI bn 
by BP on four new tankers and $400 m illion  by the TAPS owners to update the pipeline). Bach 
o f  these investments is designed to reduce costs and increase the wellhead value o f  A laska's o il. 
to the benefit o f  the industry and the State.

We are h iring people. 200 people this year alone.

We have plans to invest $14 b illion  over the next 10 years in our Alaska business.

We have great hopes for our Alaskan business, but are seriously concerned that w ithou t an 
appropriate fiscal policy that future w ill not transpire.
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Maximizing Production will maximize State Revenue

The tax regime you approve w ill d irectly impact how attractive Alaska is for investment and that 
w ill translate into what the future decline w ill be. It is in the interest o f  all (industry and Alaska) 
that we focus on grow ing the pic rather than increasing state take from a declin ing pie.

The fo llow ing shows how grow ing the pie by incentivizing investment is in the best interest o f  
the state over the long term.

D e c l i n e  R a t e  

P r o d u c e d  B a r r e l s  

O p e r a t i n g  E x p e n s e s  

I n d u s t r y  I n v e s t m e n t

State Revenue
(estimate)

A ssum lnq
PO/PO
S40ANS

1 5 %  

1 . 3  b n  

$ 3 0  b n  

$ 1  b n

AO other non PPT 
state revenue

$ 10  bn
Less investment

S ta tu s  q u o  
6 %

3 . 6  b n  

$ 5 0  b n  

$ 2 0  b n

$30 bn

bp
mm ♦M .

3 %  

7 . 5  b n  

$ 1 0 0  b n  

$ 6 0  b n

$60 bn
More investm ent

M a x i m i z i n g  S t a t e  R e v e n u e  m e a n s  m a x i m i z i n g  P r o d u c t i o n

The highest state revenue is derived from  the scenario wh ich de livers the greatest 
p roduc tion  regardless o f wha t severance tax (PPT) you collect. You could collect zero 
severance tax (PPT) and this would be a better outcome for the State than one where you collect 
a high severance tax (PPT) and have less resource development.

It should also be noted that this analysis does not attempt to quantify the ripple effect on the state 
economy o f  a vibrant o il and gas business. Needless to say i f  the total impact on A laska ’ s 
economy, includ ing direct & indirect employment, wages etc.. were taken into account the 
impact o f  getting it right would be staggering. This is a matter o f  the utmost importance for 
A laska's future.
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The size o f  the pie is the most important consideration. M ax im iz in g  the va lue o f resources fo r 
A laskans means m ax im iz ing  state revenue by m ax im iz ing  p roduc tion . Resources le ft in the 
g round are s im p ly  a wasted o ppo rtun ity .

This should be the focus o f  our deliberations. A laska needs more investment, more jobs, more 
production, not higher taxes.

Alaska will have the highest tax rates in the United States!

The good news for A laska is that there is a huge known resource base on the North Slope.

The bad news is that it going to be te c h n ic a lly  d i f f ic u l t  to extract that resource out o f  the ground. 
Every barrel gets more d ifficu lt.

Alaska is already one  o f  th e  m os t expensive  p laces  in  the  w o r ld  to  p ro d u ce  o i l  a n d  gas.

Assuming the new 20/20 PPT is put in place, Alaska would also become the area w ith the 
h ig h e s t m a rg in a l ta x  ra te  in the US. Needless to say this introduces one more barrier to 
attracting investment. The in co rpo ra tion  o f vet h ighe r tax rates a t h ighe r prices creates a 
b iza rre  fiscal regime, being regressive a t low prices ai.d progressive at high prices, thus 
reducing space fo r  in du s try  and crea ting  vet more ba rrie rs  to a ttra c tin g  investment.

The fo llow ing graph shows how Alaska compares to other North American regimes both under 
20/20 PPT and the scenario outlined in the Mouse Resources CS.

bp

Marginal North America: Tax Rate Comparison
Tjx Rate

>  A la s k a  i s  a l r e a d y  

t h e  h i g h e s t  c o s t  

r e g i o n  t o  o p e r a t e

* Alb: ALBERTA HEAVY OIL- pro »nd post-p»yout

Alaska will have the highest marginal tax rate
bP data



To maxim ize the value o f  the resources in the ground, wc should be focussed on maxim izing 
North Slope production by attracting investment. The p rio rity  for the state o f  A laska should be to 
encourage investments to help industry develop those known resources, not to make it more 
d iff ic u lt and risky than it already is.

Other countries have proven that reducing taxation increases investment:-

"Ordinary measures o f Government take throughout the 1990's made the United Kingdom 
governm ent appear rather crazy and irresponsible The "g ross b ene fits"  to  th e  UK 
G ove rnm en t go w a v  beyond  d ire c t ta x  revenues and ro va ttie s  re ce ived fro m  th e  
ups tream  se c to r o f th e  p e tro le um  in dus try . The econom ic  im p a c t o f th e  in d u s tr ia l 
h yp e ra c tiv ity  in th e  UK se c to r o f th e  N o rth  Sea, a d ire c t re s u lt o f th e  " len ien t"  te rm s  
o f the  1990's, is d if f ic u lt  to  m easure Furthermore, the activ ity in the UK started in the 
late 1980's and early 1990's when the UK Government dropped the  ring fence for the  75% 
PRT before Government take, as it is ordinarily measured, was drastically reduced The UK 
o ffsho re  becam e th e  m o s t ac tive  o ffsh o re  p rov in ce  in th e  w o r ld . R educing th e  
G ove rnm en t ta ke  in th e  fo llo w in g  years m anaged to  sus ta in  th a t  boom . A c t iv ity  and 
e m p lo ym en t in th e  B r it is h  p e tro le um  se c to r is hea lth y  and robus t.."

D a n i e l  J o h n s t o n

2 3  O c t  2 0 0 2 ,  W a s h i n g t o n  D C  
P e t r o l e u m  T a x  D e s i g n

There was much discussion over recent weeks about the impacts o f  reducing taxes in the UK. 
The UKCS has been our backyard lo r many years and wc cou ldn 't agree more w ith Daniel 
Johnston that reducing taxes firs tly  created and subsequently sustained an economic boom. The 
U K 's  decision to reduce Government lake led to a significant increase in ac tiv ity  in the North 
Sea, more production, higher revenues for the Government and a ripple effect throughout the 
whole economy.

T h e  actions o f  the U K  ( lu r inu  the l^XO's and 1990,s provide  an excellent role model for anv  
G o vern m en t lioniim  to a ttrac t  investm ent.

I d
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Investment boom underway
-  Capex increasing up to  $10 billion p.a
-  A laska fla t circa $1 billion p.a

Enabling fiscal regime
-  Key re fo rm  in 1995

•  1% R o y a lty  u n til p ro je c t p a yo u t

• 25% after payout

• Federal and State tax o f 39%

Marginal tax rates
-  39%  pre payout
-  54%  post payout

Above rates will decline by 4%  
through 2007
-  v ia phased reduction in Federal tax 

rates

Source: Wood MacKenzie

P r o d u c t i o n
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I f  we ju s t take a re la tive ly short trip across the border into Canada and look at what is happening 
in the heavy o il province o f  A lberta wc find another great example o f  where cutting taxes has 
increased investment & state revenues.
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The  c u r re n t  ve rs ion  o f  H B  488 is not good f o r  A la ska  and w i l l  not he lp stem 
dec line  o f  the N o r th  S lope and w c  encourage you  to address the fo l low in g  key 
issues:

1. The proposed progressivity in the tax rate combined w ith  the significant base rate 
increase in moving from E lf to PPT (20/20) is inappropriate given A laska's 
circumstances:

a. Challenged resource base
b. High cost environment
c. Distance to market
d. Regressive nature o f  the rest o f  the liseal regime
e. Urgent need to attract very large amounts o f  capital to stem decline

2. Several o f  the new ly introduced terms are unbalanced and w ill cause problems:

a. It contemplates on ly an increase in tax w ith  no reduction in lax at medium and 
low  prices

b. The lax rate is dictated by the price o f  W TI which is not representative o f  the 
realized value for ANS crude

e. There is no recognition o f  in fla tion and thus tax rates w ill e ffective ly increase 
w ith time making the system unsustainable 

d. The proposal contains a large step function in taxation at a single price point 
w hich could have bizarre consequences

3. Transition provisions demonstrate to investors that they do not have to bear the fu ll risk 
o f  retroactive tax increases, fa ilu re  to provide for transition w ill harm the State's 
reputation w ith  investors.

•I. The change in the effective date to A p ril I means this tax w ill be implemented before it is 
enacted by the Legislature. Retroactive application o f  taxation policy should be avoided.

5. S im p lic ity  should be a key objective in setting liseal policy and the current version o f  the 
R ill adds significant complexity to one o f the most complex fiscal regimes in the world. 
This w ill be a further disincentive to investors.

A t the highest level we do not believe this R ill as drafted achieves the mutual goal o f  
increasing investment i t  stemming decline.
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I would like lo leave you w ith the key messages from this testimony.

Key Messages

bp

V '

> Alaska has lots of oil & gas but production is declining! 
Decline is our common enemy! 

> Significant additional investment is required to stem decline 

z' Maximizing product;'.,; vil/ "taximize State revenues and benefits to 
Alaska 

^ With a 20% tax rate Alaska will have the highest tax rate & the 
highest cost structure in the US 

The bill as drafted will not maximize benefits to Alaskans 

^ The UK and Alberta have successfully attracted significant 
investment and increased production by reducing taxes and are thus 
great role models

We believe (hut the chanties m ade  to HI? 4.XK, if enactetl .  would he a ser ious mistake for 
Alaska nml we urnc  vou not to adopt  them hut  to re turn  instead (o a hill close in s t ruc tu re  
to the or iginal  Hill.

In o r d e r  to maximize the value of  Alaska’s resources  we believe vou .should he adopt ing  t;i\ 
rut os lower than those proposed  hv the (. 'overnor . In so doiim vou would maximize 
investment , maximize product ion ami maximize jobs for Alaskans.  You would also take  an 
impor tan t  step towards  Croatian a healthy oil business which will he the foundat ion for tins.

We recognize the burden on your shoulders in making these decisions. There are many people 
advising you to increase taxes, which w ill indeed increase state revenue, but for how long? One 
year? I wo y e a r s ?  and at what cost to future production?

This  is a m a t t e r  of  niecncv.  All Alaskans should be concerned.  Short  s ighted increases in 
tax will jeopardize future  oil investments,  fu ture  oil product ion and  the uns pipeline project  
i tself

We will continue to participate fully in the legislative process and will be available to assist this 
committee in whatever way we can.

On behalf o f  III* I would like to thank you for this opportunity to testify.
n
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Alpine, Northstar, 
GPB S a te llite s

1978 1983 1988 1993 1998 2003 2008 2013

Historical basin decline has been around 6%
Flattening of production from 2002-2004 due to Alpine & Northstar 
Decline since 2004 has mirrored historical basin decline

—  Actuals
—  Fall 01
—  Fall 03 

Fall 05
— - Spring 06
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D O R  S p r i n g  F o r e c a s t  c a n n o t  b e  m e t  w i t h o u t  s i g n i f i c a n t  a d d i t i o n a l  i n v e s t m e n t  

T h e  v a s t  m a j o r i t y  o f  t h a t  i n v e s t m e n t  m u s t  b e  m a d e  i n  e x i s t i n g  f i e l d s

H i s t o r y

Decline rate:
Billions of barrels 

to be produced:
Investment: Zero

I n v e s t m e n t

00H  200G Spring Forecast

$ 2  -  $ 3  b n / y r

1990 2000 2010 2020 2030 2040 2050

~  1 5 %  d e c l i n e -  6% decline
S ta tu s  q u o  -  "ELF'

~  3 %  d e c l i n e

3



BP
 

Ne
t 

Pr
od

uc
tio

n 
(m

bo
e/

d)

A  5 0  y e a r  v i s i o n

1 0 0 0  

800 

600 

400  

2 0 0

0

^  ^^ ^  /  /  /  /  /  /  /  /  /  /  /
□  L i g h t  O i l  □  V i s c o u s  O i l  □  H e a v y  O i l  ■  G a s

4



D e c l i n e  R a t e  

P r o d u c e d  B a r r e l s  

O p e r a t i n g  E x p e n s e s  

I n d u s t r y  I n v e s t m e n t

S t a t e  R e v e n u e  -<
( e s t i m a t e )

A s s u m in g  
2 0 / 2 0  
$ 4 0  A N S

1 5 %

1 . 3  b n  

$ 3 0  b n

$ 1  b n

A ll o th e r non-PPT 
s ta te revenue

$ 1 0  b n

r-': \

b p

Less investment

Status quo 
6 %

3 . 6  b n  

$ 5 0  b n

$ 2 0  b n

$ 3 0  b n

3 %

7 . 5  b n  

$ 1 0 0  b n

$ 6 0  b n

$ 6 0  b n

More investment

A
M a x i m i z i n g  S t a t e  R e v e n u e  m e a n s  m a x i m i z i n g  P r o d u c t i o n
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M arg ina l N o r t h  A m e r i c a :  T a x  R a t e  C o m p a r i s o n
Tax Rate

80%

75% :

70%

65%

60%

55% |

50%

45%

40%

35%

30%

75%

51%
52% 53% 53% 53°/° 53% 53°̂0

56% 57%

45%

39%

O' n b  r.V-

>  A l a s k a  i s  a l r e a d y  

t h e  h i g h e s t  c o s t  

r e g i o n  t o  o p e r a t e

* A ! b :  A L B E R T A  H E A  V Y  O I L  -  p r e  a n d  p o s t - p a y o u t

A l a s k a  w i l l  h a v e  t h e  h i g h e s t  m a r g i n a l  t a x  r a t e

BP data



•  •  •

>  A l a s k a  h a s  l o t s  o f  o i l  &  g a s  b u t  p r o d u c t i o n  is  d e c l i n i n g !

D e c l i n e  is  o u r  c o m m o n  e n e m y !

>  S i g n i f i c a n t  a d d i t i o n a l  i n v e s t m e n t  is  r e q u i r e d  t o  s t e m  d e c l i n e

>  M a x i m i z i n g  p r o d u c t i o n  w i l l  m a x i m i z e  S t a t e  r e v e n u e s  a n d  b e n e f i t s  t o  

A l a s k a

>  W i t h  a  2 0 %  t a x  r a t e  A l a s k a  w i l l  h a v e  t h e  h i g h e s t  t a x  r a t e  &  t h e  

h i g h e s t  c o s t  s t r u c t u r e  in  t h e  U S

>  T h e  b i l l  a s  d r a f t e d  w i l l  n o t  m a x i m i z e  b e n e f i t s  t o  A l a s k a n s

>  T h e  U K  a n d  A l b e r t a  h a v e  s u c c e s s f u l l y  a t t r a c t e d  s i g n i f i c a n t  

i n v e s t m e n t  a n d  i n c r e a s e d  p r o d u c t i o n  b y  r e d u c i n g  t a x e s  a n d  a r e  t h u s  

g r e a t  r o l e  m o d e l s

8



Chevron

SSSVHP

C h e v r o n  -  A l a s k a  A r e a

T e s t i m o n y  o n  H B  4 8 8  

F i n a n c e  C o m m i t t e e
i

J o h n  P." Z a g e r

G e n e r a l  M a n a g e r  >

M a r c h  2 9 ,  2 0 0 6



C h e v r o n ' s  A l a s k a  P r e s e n c e

i s  C u r r e n t  A s s e t  b a s e  is  f o r m e d  b y  c o m b i n a t i o n  o f  h e r i t a g e  

C h e v r o n  a n d  U n o c a l  a s s e t s

•  B o t h  c o m p a n i e s  h a v e  b e e n  a c t i v e  i n  A l a s k a  f o r  m a n y  y e a r s  

is 4 th l a r g e s t  p r o d u c e r  i n  s t a t e

is 3 rd l a r g e s t  o p e r a t o r

i i  3 8 2  e m p l o y e e s  o r  f u l l  t i m e  c o n t r a c t o r s

•  2 7 2  o n  t h e  K e n a i  P e n i n s u l a

•  P a y r o l l  o f  > $ 4 5  m i l l i o n

|5| K e y  c u s t o m e r s :  T e s o r o ,  E n s t a r ,  C h u g a c h  E l e c t r i c ,  A g r i u m ,  

A u r o r a

ia C h e v r o n  is  t h e  o n l y  p r o d u c e r  i n  t h e  s t a t e  w i t h  a  r e l a t i v e  

b a l a n c e  o f  a s s e t s  i n  t h e  C o o k  I n l e t  a n d  o n  t h e  N o r t h  S l o p e

•  B o t h  p r o d u c t i o n  s t r e a m s  a r e  l a r g e  e n o u g h  t o  t r i g g e r  P P T

is C h e v r o n ' s  C o o k  I n l e t  o f f s h o r e  a s s e t s  a r e  u n i q u e l y  p o s i t i o n e d  

t o  s u f f e r  f r o m  t h e  p r o p o s e d  P P T



Chevron

Net Production 
16,000 BOEPD
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C h e v r o n
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Cook Inlet Offshore :
• 3 f i e l d s  ( a l l  o p . )

•  1 0  P l a t f o r m s

• 1 4 5  w e l l s

•  2  o n s h o r e  p l a n t s

•  4 2  m i l e  P L

• 1 0 , 9 0 0  B O E P D

Cook Inlet Onshore :
• 8 f i e l d s  (  6  o p . )

• 6 0  w e l l s

•  2  g a s  s t o r a g e  f i e l d s

• W l %  in  4  P L s

•  1 4 , 1 0 0  B O E P D

Net Production

Offshore Oil 
6,300 BOPD

Gas 
1 12  MMCFPD

25,000 BOEPD
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C o o k  I n l e t  O f f s h o r e
Chevron

Cumulative Oil Prod: 1030570 Mbbl 
Cumulative Gas Prod: 1587463 MMcf

Cumulative Water Prod : 1117781 Mbbl 
P.nmnlafiup Water Inj ■ ?97A157_ Mhhi
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Current Filter (718)
Oil Rate (CD) (bbl/d )

■+■ Liquid Rate (CD) (bbl/d)
I Gas I Oil Ratio (cf/bbl)

 Water Ini Rate (CD) (bbl/d)

Date: Jan-2006 
Oil Rate (CD): 11148 bbl/d 
Water Rate (CD): 103177 bbl/d 
Water Cut: 90.2 %
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C h o v r o n
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T r a d i n g  B a y  U n i t

Cumulative Oil Prod : 618928 Mbbl 
Cumulative Gas Prod: 1266687 MMcf
Cumulative Water P rod: 897435 Mbbl

--------- Wster Cut (%) PLATFORM: DOLLY_VARDEN, GRAYUNG, KING_SALMOJ
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PLATFORM: DOLLY VARDEN, GRAYUNG, KING SALMON, STEELHEAD 
Oil Rate (CD) (bbl/d)

  Liquid Rate (CD) (bbl/d)
Gas I Oil Ratio (cf/bbl)

 Water Ini Rate (CD) (bbl/d)____________________

Date: Mav*2005 
Oil Rate (CD): 7884 bbl/d 
Water Rate (CD): 99355 bbl/d 
Water Cut: 92.6%
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C o o k  I n l e t  O i l  P r o d u c t i o n  H i s t o r y

C h e v r o n

Cook Inlet Oil Business Segment Production History 
(Avg Annual Net MBoepd)

(11.1 %) CAGR 2000 - 2005 
5.1 Mboepd Decrease



C o o k  I n l e t  O f f s h o r e  O i l

si Cook In le t Oil is very high cost

•  D i r e c t  l i f t  c o s t  $ 2 0  -  $ 2 5  p e r  B O E

•  C u r r e n t l y  b r e a k e v e n  o n  C a s h  F l o w  @  ~  $ 3 0 / B O E

•  C u r r e n t l y  b r e a k e v e n  o n  E a r n i n g s  @  ~  $ 4 0  -  $ 4 5 / B O E

•  F u r t h e r  p r o d u c t i o n  d e c l i n e s  w i l l  r a i s e  b r e a k e v e n  p r i c e s

® Significant operational risks

•  T w o  p l a t f o r m s  a r e  c u r r e n t l y  s h u t - i n

•  M u s t  m a i n t a i n  c r i t i c a l  m a s s  o f  o p e r a t i o n s

a Cook In le t Offshore cannot afford an additional tax 
burden



C h e v r o n  C o o k  I n l e t  S t r a t e g i c  S t u d y

• August 10, 2005 Chevron acquires Unocal

n Much speculation about Cook In le t asset fit in Chevron 
Portfolio

• October 2005 -  January 2006 -  Strategy work 
completed

s« Determined that there are incremental investment 
opportunities in the Cook In le t although they are in the 
lowest quartile of Chevron's investment portfolio, many 
projects did not make the cut

• February 2006 -  Great news - announce decision that 
Chevron will retain all Cook In le t assets with the intent to 
begin a multiyear investment program

a Chevron wili retain the current office locations



Chevron

( G r e a t  n e w s ,  s o  w h a t ' s  t h e  p r o b l e m ?

a The Cook In le t reinvestment program was evaluated 
using the current severance tax assumptions (zero 
severance tax)

mi When modeled under the proposed 20/20 PPT the 
economics on some projects are degraded, some 
projects are improved, overall poorer economics for the 
program

•  O i l  p r o d u c t i o n  t a x e s  w i l l  g o  u p  d r a m a t i c a l l y

•  W i l l  c a u s e  i n v e s t m e n t  d e c i s i o n  t o  b e  r e c o n s i d e r e d

•  H i g h e r  t a x e s  w i l l  c a u s e  l e s s  c a p i t a l  t o  b e  s p e n t

•  E n h a n c e d  P P T  t e r m s  c o u l d  s i g n i f i c a n t l y  e x p a n d  t h e  l i s t  o f  

e c o n o m i c  p r o j e c t s  i n  t h e  i n v e s t m e n t  p r o g r a m  a n d  

s i g n i f i c a n t l y  e x t e n d  t h e  l i f e  o f  o f f s h o r e  o i l  p r o d u c t i o n

i i n ' / i i  Hi , " i i '



C o o k  I n l e t  P r o d u c t i o n  F o r e c a s t  w i t h  

F o u r  Y e a r  C a p i t a l  P l a n

C h e v r o n

CJfehore Cock Met (a+QG6+fnBU)A^ArualhfetRtilrlicn
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A l a s k a  C H I  P r o d u c t i o n  

J a n u a r y  2 0 0 6  

B O P D

9 0 0 .0 0 0

8 0 0 .0 0 0

7 0 0 .0 0 0

6 0 0 .0 0 0

5 0 0 ,0 0 0

4 0 0 .0 0 0

3 0 0 .0 0 0

2 0 0 , 0 0 0  

1 0 0 ,0 0 0

0

N o r t h  S l o p e C o o k  I n l e t



A laska OSS P roduc tion  
Ja n u a ry  2006 
BOEPD

900.000

800.000

700.000

600.000

500.000

400.000

300.000

2 0 0 . 0 0 0  

1 0 0 , 0 0 0

0

N o r t h  S l o p e  C o o k  I n l e t

! G a s  

□  O i l
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R e a s o n s  t o  L o w e r  T a x e s  a n d  P r o v i d e  I n c e n t i v e s  

f o r  A d d i t i o n a l  C o o k  I n l e t  I n v e s t m e n t

ra Gas is running out
•  H o m e  h e a t in g ,  e le c t r i c a l  g e n e r a t i o n ,  i n d u s t r i a l  c o n s u m p t io n

•  A d d i t i o n a l  g a s  s u p p ly  is  c r i t i c a l  t o  s t a t e 's  e c o n o m y

•  O t h e r  o p t io n s  a r e  m u c h  m o r e  e x p e n s iv e

Chevron

S3 Currently a lack of significant exploration
•  L a s t  C o o k  I n l e t  le a s e  s a le  w a s  p o o r l y  a t t e n d e d

•  N e w  e x p lo r a t io n  e f f o r t s  c o u ld  a d d  n e w  f ie ld s

sn P r o d u c t i o n  t a x  is  a  p a s s  t h r o u g h  o n  m o s t  u t i l i t y  c o n t r a c t s

•  T a x  in c r e a s e  r e p r e s e n t s  in c r e a s e  in  g a s  p r ic e  t o  c o n s u m e r s

Oil redevelopment will maintain and add new jobs and will extend 
field life 

a Cook Inlet competes for capital with other areas in North America, 
does not compete for global capital

•  U n d e r  P P T  A la s k a  w i l l  h a v e  t h e  w o r s t  f is c a l  t e r m s  in  t h e  U .S .



Chevron

C o o k  I n l e t  P r o v i s i o n s  t o  D a t e

h  H o u s e  R e s o u r c e s  -  N o n e  

a  S e n a t e  R e s o u r c e s  -  " 5 , 0 0 0  B O P D  e x e m p t i o n "  

•  Fails to provide any real help to Cook In le t

R e a s o n s  g i v e n  n o t  t o  c o n s i d e r  C o o k  I n l e t  p r o v i s i o n

•  Adds complication

► Some additional complication to help Cook In le t is 
justif ied

•  System m ust be uniform over entire state

► We already have statutes tha t distinguish geographic 
areas

(,lii h  it (in'



I m p a c t  o f  S e n a t e  5 , 0 0 0  B O P D  E x e m p t i o n

B O E P D  E x e m p t io n

5000  10000 15000 2 0 0 0 0  2 5 00 0  3 0 0 0 0  3 5 0 0 0  4 0 0 0 0  4 5 0 0 0  50 00 0  5 5 00 0  6 0 0 0 0

P r o d u c t io n  ( B O E P D )

Chevron

) 1



A n y  “ C o o k  I n l e t ”  p r o v i s i o n  s h o u l d  b e  s p e c i f i c  

t o  t h e  C o o k  I n l e t

Chevron

C O O K  IN LE T , A L A S K A  
FIELDS AND FACILITIES

Matani 
Susitna \

W e s t  S id e  G a s  (100%)

Pre t ty  C r e e k  S t o r a g o  Facili ty (100%) g g l ^ g p  

Be lu ga  Rlver(33%) — R

Grayling
Ga3
Sands (48.8%)

Trading
Field 

Alaa^f (5
Peninsula Trading 

Unit
0?ff*r3.2%)

It has been said that the 5,000 BOPD provision 
protects the Cook Inlet, but it does not help Chevron 
(or other major producers),
Chevron operates 75% of the inlet's oil production

Why does it "not help" Chevron?
- Cook Inlet is the incremental asset
- These are incremental investments
- Therefore we run incremental economics
- Anything above 5,000 BOPD will be hit by PPT
- No effect on “end of life" decision
- Chevron is at ~40,000 BOPD
- Cook Inlet’s aging oil fields can not afford additional tax
- Any "Cook Inlet" provision should be specific

to the Cook Inlet (or areas outside of the North Slope)

Kenai
Peninsula V li i s k n

Tit.itl

j HmvONia 
= 3

Net Production

Offshore Oil 
6,300 BOPD

Gas 
1 12  MMCFPD

25,000 BOEPD

/ 7



B i g g e s t  D i s a p p o i n t m e n t  o f  H o u s e  

R e s o u r c e s  C S

mThe unique value and challenged position of the 
Cook Inlet is not recognized

e Revisions as proposed lowers the economics of 
capital investments in the Cook Inlet

•  Puts C hevron 's  fo u r  ye a r  capita l p ro g ra m  in je o p a rd y

•  W ith o u t  cap ita l M cA rthu r R iver Field is gone in ~ 4  

years

•  Crit ica l mass fo r  Cook In le t  oil in d u s try  is gone

Chevron

• MM . • •



R e c o m m e n d a t i o n  o n  C o o k  I n l e t

Cliewron

Consider the following options: 

a Carve out Cook Inlet

•  Leave  u n d e r  c u r r e n t  s y s te m

a Special exemption for Cook Inlet

Apply PPT to keep taxes at current levels

•  R e ta in  o v e ra l l  in c e n t iv e  ra te s

•  A d ju s t  ta x  ra te s  lo w e r



G e n e r a l  C o m m e n t s  o n  C S

•  Balance of the original bill is gone

► Applaud holding tax rate at 20%

► Tax credit of $12 million is okay as replacement for 
$73 mill ion standard deduction

•  Lever's pulled in the same direction

► Transition capital credit is gone

► Progressivity - taking away the "w indfa lls", no m a tte r  
how you couch it, lowers expected value to investors

+ WTI vs. ANS

+ I f  retained, base price m ust be inflated

► April 1, comm encement date, not practical, punitive 
penalty and interest rate



G e n e r a l  C o m m e n t s  o n  C S
Chevron

i« Debate between "get it now" and "grow the pie"
• "Get it now" option will balloon short term revenue creating a 

state windfall that must be well managed
• "Grow the pie" option will create long term opportunities for 

investors and for Alaska
• I am optimistic about the ingenuity and technology available in 

our industry and the people of Alaska to greatly extend oil 
production for the next generation

fi Consultants will one day leave and we will be left 
to deal with our decisions

• First you vote on behalf of the people of Alaska
• Then over the coming years investors vote with their dollars

► Original industry support was astounding
However, Investors big and small, old and new, are now 
saying that the House Resources CS structure will 
discourage investment in Alaska



•  •  •
Chevron

S u m m a r y  C o m m e n t s  o n  C S  8 S

b  C h e v r o n  c a n n o t  s u p p o r t  t h e  H o u s e  R e s o u r c e s  C S  in  i t s  

c u r r e n t  f o r m

E3 U r g e  r e t u r n  t o  o r i g i n a l  P P T  t e r m s ,  w h i l e  i n s e r t i n g  a 

C o o k  I n l e t  p r o v i s i o n

b  R e c o m m e n d  i n c l u s i o n  o f  a n  a d d i t i o n a l  5 %  c a p i t a l  c r e d i t  

( 2 0 / 2 5 )  f o r  h e a v y  o i l  o r  t e r t i a r y  r e c o v e r y  ( C 0 2 )  

p r o j e c t s  s t a t e w i d e

is C h e v r o n  h a s  b e e n  in  A l a s k a  f o r  m a n y  y e a r s  a n d  i n t e n d s  

t o  c o n t i n u e  a n  a c t i v e  e x p l o r a t i o n  a n d  p r o d u c t i o n  

o p e r a t i o n  in  t h e  s t a t e  i f  a  s o u n d  a n d  s t a b l e  f i s c a l  

r e g i m e  c a n  b e  o f f e r e d



I n d u s t r y

R e s p o n s e s



bp
BP Exploration (Alaska) Inc, 
900 East Benson Boulevard 
PO Box 196612 
Anchorage, Alaska 99519 661? 
1907) 561-5111

Dale: March 30, 2006

To: House Finance Co-Chair M ike Chcnaull
House Finance Co-Chair Kevin Meyer

Re: Fo llow  Up Information to 3-29-06 Testimony -  Per Request

Dear Representatives Chcnault and Meyer:

During BP’s March 29 presentation to the House Finance Committee. I agreed to provide 
additional inform ation which I am pleased to attach as follows:

I ) Copy o f my March 15 letter and attachment to the House and Senate Resource 
Chairs providing details o f the UK experience where lenient fiscal po licy was 
successful in attracting significant investment to the UK o il and gas sector.

We are happy to discuss these issues further w ith the committee or individual members o f 
it.

2) Answers to various questions relating to government and industry take 
previously shared w ith the House and Senate Resource Committees.

Sincerely,

Angus W alker



Follow-up to BP Presentation on CSHB 488 (PPT)
Alaska Stale Legislature 

House Finance Committee 
29th M arch  2006

Attached are answers to questions originally provided to House &  Senate Resource 
Committees. The answers to these questions are relevant to questions raised during 
BP’s presentation to the House Finance Committee on 29ln March 2006.

• Please explain why your analysis shows that BP make* a loss while the DOR 
shows that you still make money at oil prices below $20/bbl?

• What is the effective lax rate under PPT vs under the Status Quo for BP?

• What is the relative profit share between the State, Federal Government and BP 
at different oil prices under the existing system and the proposed PPT.

BP is pleased to provide responses as follows:

I>it< u n i f i i l A l U h  h in r iu  h i  i  i l )  0 6  M i  m u  m  l l m u r  I  m u m  r ( 'm  l u u i  ■



Please explain why your analysis show that BP makes a loss while the 
DOR shows that you still make money at oil prices below S20/bbl?

We have reviewed the DOR calculations and w hile  wc have some differences we get 
close to replicating D O R ’s revenue calculations. The key difference between the two 
approaches is that the DOR calculates revenue, and BP calculates profit. In the 
calculation o f  p ro fit we include the non-cash costs (depreciation o f  capital investment). 
The capital component is shown in the breakeven barrel below. A t our current breakeven 
price o f  S22.50 / bbl the State receives S6.35 /  bbl and the federal government receives 
S0.47 / bbl. It is only at prices above S22.50 that BP starts to make a profit.

bp

Ik  » 
'WV1

I
 Income Tax $0.85
Property* Tax $0.97 
Production Tax $1.14

Royalty

Total A laska

$3.39

$6.35
Midstream

&

Upstream

Capital costs 
$5.74

► <

Cash costs 
$9.94

State take
Federal Income tax $0.47

Upward pressure created by inflation (driven by high oil price) and production decline



The fo llow ing shows the government take at different o il prices applicable to BP’s 
business in Alaska calculated for the PPT (20/20) system (i.e. w ithout any price 
surcharge). It should be noted that at all but the current high o il prices the actual 
government take is substantially higher than the marginal rate.

i :j.14« M

; , ; r r  ;V ; . -  

'4 J
V •_ Mrti ‘M E

a -.. :

bp

2006 Total Govt Take

B a s e d  u p on  B P  net



What is the effective tax rate under PPT vs under the Status Quo for 
BP?

The effective tax rate is a useful way o f  comparing PPT to the current severance tax 
which is calculated on gross revenue. The effective tax rale is the tax rate which would 
have to be applied to gross revenue to achieve the same outcome as under PPT (20/20) 
which is calculated on net revenue (gross revenue less expenditures).

The effective tax rate under PPT is a function o f  o il price and costs. As such it w ill vary 
slightly by company depending on their assumptions re expenditure.

The effective tax rate under the Status Quo (SQ) w ill vary from company to company 
depending on the ir ownership in high and low E lf  fields.

(The fo llow ing example does not include transitions arrangements which are temporary 
by
nature)

bp

B P  A la ska  E ffect ive  PPT  Rate

520 $25 $30 $35 $40 $45 $50 $55 $60 $65
$'bbl



What is the relative profit share between the State, Federal Government and 
BP at different oil prices under the existing system and the proposed PPT.

The pie charts below illustrate the split between Slate, Federal and BP take under the current 
regime and the orig inal PPT 20/20 at low, medium and high prices.

Status Quo

PPT
(20-20)

SQ - $20/1)1)1 SQ - $60/1)1)1

PPT - $20/bl)l PPT - $40/bl)l

100%

PPT - $60/bbl

520 $40 $60

SQ PPT SQ PPT SQ PPT

State 143% 97% 40% 44% 32% 40%

Federal 1% 18% 23% 22‘ 25% 22%

BP 0% 0% 37% 34% 43% 38%

The left hand pics show the problem for industry at low prices. BP makes a loss when o il prices 
arc less than S20.50/bbl.

A t SOO/bbl the current system provides a higher % to the industry than to the State, but that is not 
new news. Alaska’s fiscal system was designed to protect the state at low prices and compensate 
the irdustry at high prices. That is the nature o f  a regressive tax regime.

Under PPT 20/20, we would continue to make a loss at S2(). At $40 the State gets a considerably 
higher share than BP. A t $60 under under PP'f 20/20, (i.e. w ithout any price surcharge), the 
State's take is greater than BP’s take.
(Please note that the pie charts and percentages shown above have been updated since the 
presentation made on 2S'h February to the House Resource Committee to properly incorporate 
some costs associated with running the BP Alaska business, which had been omitted in error 
from die original analysis.)



Angus J .  W alker
Commercial Vice President BP Exploration (Alaska) IncP .O . Box 196612900 East Bonson BoulevardAnchorage, Alaska 99519-6612(907) 564-4761(907) 561-5111Fax (907) 564-5598W alkeiA4@ BP.com
Date: 15/03/2006 

To:
Senator Thomas Wagoner, Chair Senate Resources Committee 
Representative Ralph Samuels, Co-Chair House Resources Committee 
Representative Jay Ramras, Co-Chair House Resources Committee

Re: Testimony of M r Daniel Johnston on SB 305/HB 488 Production Profit Tax (PPT)

Dear Senator Wagoner and Representatives Samuels and Ramras:

In his Testimony of 6th March 2006 to the House & Senate Resource Committees, Mr Johnston raised a number 
of issues related to BP's prior testimony to which I am compelled to respond. As well as setting the record 
straight I believe this response will be helpful to you and your committee's deliberations.

Our response relates to two issues raised by Mr Johnston:

1) The impact of 1993 tax cuts on investment in the UK North Sea
2) The Marginal rate of taxation in the UKCS.

1} The impact of 1993 tax cuts on investment in the UK North Sea.
In BP's February 28  ̂testimony, my colleague Ray Hall presented data from the UK North Sea, Gulf of Mexico 
and Alberta that illustrates the cause-and-effect relationship between fiscal policy and mvestment. With regard to 
the UK example, Mr Johnston contended that the data BP presented "is not a fair representation of what the 
result of lowering the tax rate in 1993 was". Clearly it is difficult to unequivocally attribute any outcome to the 
events that preceded it, and there will be many views of what might have happe ed without the tax change. 
However:-

For BP, the position is clear
• We increased capital investment in response to tho 1993 changes
•  W e  sanctioned  5 large p ro je c ts  in the  m a tte r o f a fe w  years (A ndrew , Harding. Foinaven, S ch iehallion and 

ETAP) These p ro tec ts  c o m m itte d  circa $8 b illion in cap ita l and 2 billion boe in reserves.

For the UK Government the position is clear
• UKCS Exploration & Appraisal spend was the largest of any basin in tho world between 1994-1999
• The number of development wells increased one and a half fold between 1993 and 1995
•  Basin p roduction  rose  fo llo w in g  th e  re fo rm
•  Tax revenues increased  fo llo w in g  the  re fo rm

o

mailto:WalkeiA4@BP.com


Mr Johnston himself is on record as saying:-

"Ordinary measures of Government take throug' out the i990's made the United Kingdom government appear
rather crazy and irresponsible The "gross benefits" to the UK Government go way beyond direct tax
revenues and royalties received from the upstream sector of the petroleum industry. The economic impact of 
the industrial hyperactivity in the UK sector of the North Sea, a direct result of the “lenient* terms of the 
1990's, is difficult to measure. Furthermore, the activity in the UK started in the late 1980’s and early 1990's 
when the UK Government dropped the ring fence for the 75% PRT before Government take, as it is ordinarily 
measured, was drastically reduced. The UK offshore became the most active offshore province in the world. 
Reducing the Government take in the following years managed to sustain that boom. Activity and 
employment in the British petroleum sector is healthy and robust..” (Source: Petroleum Tax Design page 6 by 
Daniel Johnston 23 Oct 2002, Washington DO

It is our sincere belief that there is a close relationship between fiscal policy and investment, a relationship 
acknowledged by Mr Johnston in earlier publications, and that the UK offers one of several notable examples 
where reducing taxes has stimulated investment. The attached slide pack provides additional detail.

2) The marginal rate of taxation in the UKCS
In BP's testimony, Ray Hall compared the marginal government take under PPT 20/20 (61 %) to that of the UK 
(50%). Mr Johnston challenged this figure, asking "why has nobody mentioned the 75% Government Take in the 
UK?” The 75% Government Take to which Mr Johnston is referring is that paid by the small number of the fields 
in the UK that are subject to Petroleum Revenue Tax (PRT). PRT is currently levied at 50% on fields given 
development consent prior to March 1993. Out of a total 208 fields in the UKCS, only 94 fields are liable to, and 
only 29 actually pay PRT (the rest are protected by volume and other allowances). These 29 fields contributed 
approximately 29% of the UK oil and gas production in 2005. In any event, the 50% marginal tax rate described 
by Mr Hall applies to all fields developed after 1993 and as such is a more appropriate comparator to future 
investments in Alaska.

I trust this letter is clear and would be happy to discuss any issues raised with you and your committees,

BP appreciates the opportunity to testify on this very important issue and intend to remain fully and 
constructively engaged in the process.

Angus Walker

Commercial Vice President, BP Alaska

Attachments: 6 slides providing further context to the outcome of the UK 1983 and 1993 tax cuts
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" O r d i n a r y  m e a s u r e s  o f  G o v e r n m e n t  t a k e  t h r o u g h o u t  t h e  1 9 9 0 's  m a d e  t h e  U n i t e d  K in g d o m

g o v e r n m e n t  a p p e a r  r a t h e r  c r a z y  a n d  i r r e s p o n s ib le  T h e  " g r o s s  b e n e f i t s "  t o  t h e  U K

G o v e r n m e n t  g o  w a y  b e y o n d  d i r e c t  t a x  r e v e n u e s  a n d  r o y a l t ie s  r e c e iv e d  f r o m  t h e  u p s t r e a m  

s e c t o r  o f  t h e  p e t r o le u m  in d u s t r y .  T h o  e c o n o m i c  i m p a c t  o f  t h o  i n d u s t r i a l  h y p e r a c t i v i t y  

in  t h e  U K  s e c t o r  o f  t h o  N o r t h  S e a ,  a  d i r e c t  r e s u l t  o f  t h o  " l e n i e n t "  t e r m s  o f  t h o  1 9 9 0 's ,  

is  d i f f i c u l t  t o  m e a s u r e . F u r t h e r m o r e ,  t h e  a c t iv i t y  in  t h e  U K  s t a r t e d  in  t h e  la te  1 9 8 0 's  a n d  

e a r ly  1 9 9 0 's  w h e n  t h e  U K  G o v e r n m e n t  d r o p p e d  t h e  r in g  f e n c e  f o r  t h e  7 5 %  P R T  b e f o r e  

G o v e r n m e n t  t a k e ,  a s  i t  is  o r d in a r i ly  m e a s u r e d ,  w a s  d r a s t ic a l ly  r e d u c e d .  T h e  U K  o f f s h o r e  

b e c a m e  t h o  m o s t  a c t i v e  o f f s h o r e  p r o v i n c e  in  I h o  w o r l d .  R e d u c in g  t h e  G o v e r n m e n t  

t a k e  i n  t h e  f o l l o w in g  y e a r s  m a n a g e d  t o  s u s t a i n  T h a i:  b o o m . A c t i v i t y  a n d  e m p lo y m e n t  in  

t h e  B r i t i s h  p e t r o le u m  s e c t o r  is  h e a l t h y  a n d  r o b u s t . . "

Daniel Johnston

2 3  O c t  2 0 0 2 ,  W a s h in g t o n  D C  
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C h e v r o n

Chevron - Alaska AFea
T e s t i m o n y  o n  H B  4 8 8
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G e n e r a l  M a n a g e r
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W e  S t a n d b y  O u r  P r e v i o u s  g i g

T e s tim o n y  on th e  PPT
n Overall tax/credit rate - believe that 20/20 is in the best 

interest of the state
h Cook Inlet - believe that 5% tax rate is appropriate
■ Standard deduction - support either $12 million credit or 

current 5,000 BOEPD exemption
■ Transition capital - accept that it must be earned again on 2:1 

basis, suggest extending time period to 10 years
* Effective date - April 1, is the earliest reasonable date
» Challenged Oil - additional credit is warranted
h Abandonment expense - Believe that it should be prorated and 

that it should be a qualifying expense
h Gas Storage Costs - New item - Gas storage costs should be 

explicitly recognized as qualifying costs
■ Progressivity - do not support - lowers expected value to 

investors and will lower overall investments



#
Chevron

ProgressSvity P ro v is io n  jj

• Reason for the state to want progressivity
m To get a fair share when there is a price run up accompanied 

by large profits
m NOT to raise taxes if the price increase is gradual over time 

and is accompanied by increases in costs and thus not 
accompanied by increased profits - NOT a creeping tax 
increase

• Problems with progressivity as currently proposed

■ "Trigger" price tied to ANS is not inflated 
• Over time costs will rise

n "High cost" oil will be produced in increasing quantities
• Over the long term a fixed trigger price will not work as 

intended and is grossly unfair



H o u se  F in a n c e  C o m m it te e  
T e s t im o n y  o f  K e n  S h e ff ie ld ,  P re s id e n t 

P io n e e r N a tu r a l R e so u rce s  A la s k a ,  In c .

A p r i l  2 8 ,2 0 0 6

Key Messages Regarding SB 305 -  O il &  Gas Production Tax

■ G overnor’s B ill
-  Modest incentive lo r Pioneer to invest more aggressively
-  Struck a delicate balance between incentives/taxes

- Tax Rate
Oil -  recommend 20% rate

-  Gas -  support SB 305 (7.5% rate)
-  Cook Inlet -  support SB 305 (5% rate)

■ Could affect Pioneer’s decision regarding Cosmopolitan project

■ Base A llowance - 5000 BOPD equivalent credit capped at $14 m illio n
-  Value deterio ra tion  due to:

■ Calculation nuthodology
■ More investment yields less tax credit in some cases

■ 10 year sunset provision
■ Long cycle time for exploration projects

-  Recommend House Resources CS methodology
• Simpler, flat tax credit -  currently $12 m illion
• Requested Changes

• $14 m illion  vs $12 m illion
■ Eliminate annual investment requirement
■ Eliminate sunset provision

* I f  sunset required. 10 years fo llow ing first
utilization

• Refundable C re d its -  House Resources CS: $10 m illio n  annually
-  Significant incentive to explorers (no current production )

■ Thin market for credits -  few buyers
■ A llows explorers to receive fu ll value for some credits
• No extra cost to State o f Alaska 

Request increase to $30 m illion annually
-  Request allow ing credits to apply to lease bonus and rentals

• T rans ition  Capita l -  Sunset Provision
-  Unable to utilize capital credits “ earned" w ith 2:1 in 7 years
-  I )isincentivc to invest beyond 2 :1
-  Request no sunset after credits are “ earned”
-  I f  sunset required, allow 7 years fo llow ing first utilization



Progressivity Surcharge
-  I f  required, base upon net profits consistent w ith PPT structure
-  Recommend $45/barrel net profit trigger in SB 305 draft version

Point o f Production fo r Gas
-  Gas treatment facilities should qualify for credits
-  Facility is required for marketable gas
-  Equal treatment for gas vs o il
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State of Alaska 
Production Tax (SB305 CS)

John A Barnes

House Finance
April 2006



Oil
 P

ric
e 

$/b
bl 

(Ak
 R

ig 
Co

un
t)



P P T  -  A  World Class Tax Structure

► One “World Class Opportunity in Alaska”
-  N o r th  S lo p e  G a s  L in e  t ie d  to  P P T

-  N e g o t ia te d  S e t t le m e n t  w i th  “ P r o d u c e r s ”

-  C le a r ly  T ie d  to  O v e r a l l  N o r th  S lo p e  O il  a n d  G a s  In te g ra te d  
D e v e lo p m e n t

-  S t r o n g  N o r th  S lo p e  In d u s t r y  B e n e f i t s  S ta te  o f  A la s k a  a s  w e l l  
a s  C o o k  In le t  I n d u s t r y

" But, the Cook Inlet is not the North Slope...
-  P r e v io u s  t e s t im o n y  a n d  re c o g n i t io n  o f  n e e d  fo r  C o o k  In le t  

in c e n t iv iz a t io n



C o o k  Inlet P P T  Concerns

► Cook Inlet Gas is not Cook Inlet Oil
-  C l  G a s  d o e s  n o t  r e c e iv e  w o r ld  m a r k e t  p r ic e s .

* Cook Inlet Gas Competes with N American Gas for 
Investment

-  R e d u c t io n  to  7 .5 %  o r  5 %  w o u ld  in c r e a s e  a t t r a c t iv e n e s  o f  
i n v e s tm e n t

- Gas Progressivity places volatility and risk on Alaska 
consumers and industry. If progressivity then...

-  B a s e  o n  n e t  a n d  n o t  g ro s s

-  B a s e  o n  a c tu a l  v a lu e ,  n o t  H e n r y  H u b



Testimony of Jam es D. Weeks 
On SB  305/CS HB488 

Oil and Gas Production Tax 
A laska State House F inance Committee

28 April, 2006

Co-Chairmen Chenault and Meyer, distinguished members of the House Finance 
Committee. For the record, my name is Jim Weeks, and I am here today 
representing UltraStar Exploration LLC, a very small independent explorer. The 
Company was formed in 2002 by John Winther, Dale Lindsey and me, for the 
purpose of exploring and developing leases on the North Slope. UltraStar is 
100% owned by Alaskans. I am Managing Member, and moved to Anchorage in 
1984 with ARCO, and have had a presence here ever since. Dale, whom most 
of you know, was born and raised and still lives in Seward. John, whom most of 
you also know, was born in Fairbanks and raised in Juneau. He currently lives in 
Petersburg. Thanks for the opportunity to testify today.

During the last two months, I’ve testified and listened to a lot of testimony on the 
Governor’s original proposal, not only to this committee, but to the other 
committees in both houses of the legislature. The bill seems to get more 
complicated with every iteration, but is still a program we can support, given a 
few modest changes. I’ll go into details about them.

The Administration’s original proposal was for a $73 million base allowance for 
net profits below which there would be no PPT, with no sunset provision. The 
Senate, rightfully so in my view, changed that to 5000 barrels of oil per day, but 
established a sunset date of 2016, after which the allowance will expire. I 
question the need for a 10  year time limit after which the tax exemption will 
expire. UltraStar is a small, start-up company that is poking around the fringes of 
existing units and known reservoirs. Our leases are too small to stand alone, so 
access to existing facilities, owned mostly by the major producers, is the only 
way we can develop anything we might find. It took our sister company, Winstar, 
6 years to negotiate access with the KRU to enable the drilling of the well that 
was completed in 2003. UltraStar has been in negotiations with the PBU for over 
3 1/2 years now to get seismic data and facility access to enable the drilling of 
our Dewline Prospect. It takes a long time for these things to get done, and I 
question why our investments should be put at risk with this relative short sunset 
provision, whereas current producers can use the allowance immediately after 
the effective date of the bill, and receive the lull ten years benefit. During this 
debate, I’ve heard more than once about the need for a “level playing field’’. No 
sunset provision does indeed level the playing field.

Next is the issue of the effective date for the PPT. We agree that July 1, 2006 is 
an appropriate date, but also suggest that taxpayers should be given a 6 month



"grace period" to come into complete compliance. I’m not suggesting that any 
taxes not be paid, or be paid late, but rather that companies be allowed to get 
their act together within 6 months before the stiff penalties and interest provisions 
apply. During this period, any adjustments can be made for under and/or over 
payments. This bill requires a complex calculation of the appropriate amount of 
tax, and conforming to it will take some time, even for the current producers with 
tax accountants and attorneys on staff. UltraStar hopes to have production in the 
future, and we will be glad to pay our fair share of taxes, but we will need to 
contract for tax accounting and legal services on the street at market rates, and 
frankly, I don't know whether or not we can even find them. Anyone we hire will 
need to get familiar with the law and regulations, and develop the algorithms 
needed to comply with them. This will take some time, and I think that 6 month 
grace period is the minimum amount of time necessary to assure compliance 
before the penalties and interest starts. Obviously, to accommodate production 
not yet on stream, the 6 month grace period should begin when taxes under the 
PPT are due, and not necessarily July 1, 2006.

Lastly, Mr. Chairman, I’d like to comment on the 20/20 provisions and the so 
called progressivity feature of the bill, and their relationship to the gas pipeline. I 
graduated from the University of Wyoming with a Petroleum Engineering degree 
in 1969. In the fall of 1968, nearly 40 years ago, as a class project, we designed 
a gas pipeline from Prudhoe Bay to Chicago. After graduation, I joined ARCO, 
and in the early 70’s, spent several years working in project engineering and 
construction, based in Dallas, headquarters of ARCO's North American 
operations. I spent hours talking to the real life engineers who spent nights and 
weekends at the office, sleeping on cots, designing a gas pipeline from Prudhoe 
Bay to Chicago. For seven years in the late 80’s and early 90's, I was in charge 
of all of ARCO’s Prudhoe Bay interests, including the commercialization of 
natural gas. Except perhaps for Governor Hickel, I’ve probably worried longer 
than anyone in the State about getting North Slope Gas to market.

The legislature is to be commended for the fair and full hearing the PPT has 
been given. Many thankless hours of hearings, reviewing complicated drafts, 
and debate have been spent by you and your colleagues in both houses and in 
my mind you all deserve a medal. During the process, I’ve heard more than 
once that there is no linkage between PPT and the gas line project. But as the 
Governor said this week, there is indeed linkage between the two. I think we all 
know that.

Also of concern to me as an Alaskan who hopes to build a business here that my 
kids and their kids can carry on, is the "so what" attitude I've heard from several 
legislators. They say "so what" if the big guys walk from the gas line deal over 
disgust with the PPT. Causing them to walk from the gas line as a result of the 
PPT would be a huge dis-service to the State of Alaska. To forego the long term 
benefits of the gas line in favor of short term higher taxes in the PPT would be a 
very mistaken, short sighted approach. Therefore, I encourage you to adopt the



Governor’s 20/20 proposal, with no progressivity. Twenty percent of the net 
profits on seventy dollar oil is progressive enough. Oil companies compete 
worldwide. The governments of China, Russia and the Middle East don’t put 
their domestic oil companies at a competitive disadvantage with windfall revenue 
or profits taxes. Why should the State of Alaska? However, if you feel 
compelled to take a bigger share at higher prices, then that bigger share should 
be on net profits, not gross revenue. Be careful, though, lest they walk. Enough 
has always been enough.

Thanks for the opportunity to comment.

Jim Weeks 
907-258-2969
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P I O N E E R  N A T U R A L  R E S O U R C E S

Oooguruk D iscovery
- PXD 70% W l (O p )

■ 5 8 ,0 0 0  a c re s

Total P ioneer
■ 1 .7  m i l l io n  a c re s

Cosmopolitan D iscovery
- PXD 10% W I-»  o p t io n  to  50% 

■ 2 5 ,0 0 0  a c re s  in  C o o k  In le t

NPRA Exploration
-  PXD 20% - 30% W l 

■ 1 .4  m i l l io n  a c re s

Storms Area Exploration
- PXD 50% W l (O p )

■ 1 5 3 ,0 0 0  a c re s

■ 1 s t w e l l  in  2 0 0 6

Central North Slope Sate llites
- C ro n u s  - PXD 90% W l (O p )

-  A n t ig u a  - PXD 33% W l

■ 5 1 ,0 0 0  a c re s

■ 1 w e l l  o n  e a c h  in  2 0 0 6



O o o g u r u k  D e v e l o p m e n t  P r o j e c t

Development Cost: $450 -  525 million 
Reserve Potential: 50 -  90 million bbls 
Peak Flow Rates: 15 -  20,000 bbls per day in 2010

Tie-in to COP 
Kuparuk River Facilities

• 1 V*',

Drillsite and 
Production Facilities
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To Attract M

•Lower Cost

A l a s k a ’s  C o m p e t i t i v e n e s s
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A l a s k a  V e n t u r e  C a p i t a l  G r o u p

A p r il 3, 2006, C o m m e n ts  To A la ska  H o use  F in a n ce  C o m m itte e  
CS For HB 488 -  P e tro le um  P ro d u c tio n  Tax 
B y  Ken T h o m p s o n

Introduction

For the record, my name is Ken Thompson. I reside in Anchorage. I am the 
Managing Director of Alaska Venture Capital Group, or AVCG, an independent oil 
exploration company with a focus on the North Slope of Alaska. AVCG is a 
consortium of 15 independent oil and gas companies and individuals from Kansas 
and me as an owner/investor from Alaska. AVCG has a technical and operational 
services' subsidiary company called Brooks Range Petroleum, with offices in 
Anchorage. Many of you know me as the former President of ARCO Alaska, Inc,

AVCG has been very active in the past six North Slope (NS) areawide lease sales 
and we have acquired over 160,000 acres of exploration leases in five exploration 
prospect areas, including new acreage we acquired in the recent March 1 , 2006, NS 
lease sale. Our exploration strategy is to explore in the central part of the North 
Slope for fields in the 25-150+ million barrels range, fields that may be too small for 
the giant producers but fields that can be produced profitably by smaller companies 
like ouis. We believe there are hundreds of millions if not billions of barrels of oil left 
on the North Slope in smaller fields of this size and these fields near infrastructure 
can be brought on more quickly. Our first exploration well in partnership with Pioneer 
Natural Resources -  the Cronus # 1  about 10 miles southwest of the large Kuparuk 
Field -  completed drilling last week but results remain confidential,

Let me focus my comments on the CS for House Bill 488. I reluctantly supported the 
Governor’s proposed 20/20 PPT and I supported many elements of the original draft 
of HB 488 as fair to the State and fair to industry. But, somehow, things are 
beginning to derail and the CS HB 488 with its revisions from the original draft has 
evolved into a complex bill that is no longer a win-win for the State and industry, in 
my opinion. I don’t fully understand how things began to derail...perhaps it was due 
to anger at the Big 3 producers and the Governor for not revealing the natural gas 
contract details before demanding a new oil tax fiscal structure. Perhaps its anger at 
the Big 3 companies who are demanding certainty foi 30 years when asking lor 
certainty for three full decades truly is an unreasonable demand.

I don't understand all the dynamics of the past three weeks in the legislature, but this 
I do know. The CS for HB 488 needs to be greatly simplified and it needs to move 
back closer io the Governor's pioposal and tho original HB 488 draft if a win-win 
solution is to be re-developed.

I am an optimist and always have boon. I personally think there is still time to avoid a 
train wreck in this complicated busine ss of a major restructuring of Alaska’s
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petroleum taxation system...if the House Finance Committee acts quickly. I, for one, 
have not given up hope that there is a version -  easier to understand and to 
implement - that can be a win-win for both the State and industry. I repeat that the 
current draft of CS HB 488 is not a win-win. There is a simpler and better way, in my 
opinion, for the State to improve government take while not dampening exploration 
and development investment. Let me outline my suggestions for a win-win and my 
suggestions for simplification.

AVCG Owners’ Perspectives

First, however, let me say that while I am Managing Director of AVCG, our other 
owners disagree strongly that any change should be made to the 20/20 PPT formula 
proposed by the Governor. The 20% PPT tax rate and the 20% credit originally 
presented in the Governor’s bill should be the tax rate and credit enacted. The 
AVCG owners representing 15 new exploration investors in Alaska are concerned 
enough that the current system is being revised after they have made almost $ 1 0  
million investment in North Slope leases and other costs and are planning a 3-year 
$46 million exploration program with our first well recently drilled. With reasonable 
discovery success over the next 3 years in any of our upcoming prospects, we could 
see development capital spending at $500 million to $1 billion.

Quite honestly, the AVCG owners listened in disbelief when I told them the 
production profits tax rate being considered in the current CS to HB 488 draft could 
add a ‘ progressive surcharge" that could place an additional 37.5% taxation of 
wellhead value by the state at high oil prices on to the base PPT, the State's 12.5- 
16.7% royalty, the ad valorem property tax, the 3-9% corporate income tax, lease 
bonus bid amounts, the ongoing annual lease rental amounts, and the Federal 
income tax rates averaging 20-35% of taxable income. It all adds up. and AVCG 
Owners are saying, "enough is enough."

Interestingly -  and this is impor tant -  when I was communicating the latest CS to HB 
488 details to the AVCG owners by teleconference and email recently, I felt two 
overwhelming emotions. The first emotion was discouragement. Under the original 
20/20  proposal. I was recommending to our owners that considering the value of the 
tax credits, we could add a sixth exploration well for every fifth well drilled essentially 
at no cost to our company...this could lead to additional discoveries and production 
for all of us. This is good policy. However, in discussing the CS to HB 488 with its 
much higher taxation at high oil prices, I recommended to our owners that, in order to 
pay potentially higher production taxes under the surcharge concept, wo sell our 
credits to other companies arid save the cash to literally offset our higher taxes later.
I suggested we not consider the additional sixth exploration well any longer...the 
AVCG owners concur rod. This will result iri potentially a now oil field that will never 
be drilled and lower production lor all of us. This is bad policy. And this is 
discouraging.
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But I also found interesting another strong emotion during that teleconference which 
surprised me a great deal. I felt embarrassment for the State of Alaska, and I felt 
embarrassment as an Alaskan. Here I was, telling a group of outside investors that 
recently put all of their focus and personal exploration budgets on the North Slope of 
Alaska, and now I was telling them that Alaska was creating the most complex, 
confusing production tax hill ever created since the disastrous Federal windfall profits 
tax. And I was telling them that Alaska was levying the highest tax rate and 
government take in North America, much higher than the other U.S. states where 
they invest. I was embarrassed that the anger -  or the mistrust -  of the Big 3 
producers and the Governor has resulted in the State crossing the line between 
balancing State revenues and attracting outside investment.

Currently, the total Alaska and Federal governments' take is just over 50%. The 
Governor's proposal moved this to 53% or so then the original HB 488 moved the 
government take closer to 55%. Then the CS to HB 488 boosted the government 
take close to 60% with its "Progressivity Surcharge.” This compares to total 
government take in the U.S. Gulf of Mexico of 45% or so, 50% or so in the U.K., and 
39-56% in Canada. Including the U.S. government take share, this compares to a 
total government take of 51% in Colorado, 52% in Wyoming, 53% in Kansas (where 
AVCG investors are located), 53% in Texas, 53% in New Mexico, 53% in Oklahoma, 
53% in California, and 57% in Louisiana. At least the State should not exceed a 
threshold of 55% total government take, 45% producer take...after all it is the 
producer who is taking the capital spending risks.

I’m excited about what’s happening in Alaska’s oil patch right now, and let's not 
dampen the spirit. When I first came to Alaska in 1994 as President and CEO of 
ARCO Alaska, there were a handful of companies leasing acreage on the North 
Slope. Today, there are 25 companies and individuals holding North Slope leases.
In all oil and gas areas of Alaska including the North Slope and Cook Inlet, in 1994 
there were 24 companies with leases; today in all basins there are 100 companies or 
individuals holding leases. Let's not dampen this activity. Activity with new 
discoveries is how the state will achieve the most in revenues. Let's have a new tax 
bill that encourages, not discourages new entrants.

My Personal Perspective

Now let me shift gears in my comments to you. Because I could not get buy-in for 
any alternatives from the AVCG owners except the 20/20 case, I have decided to 
speak out alone. As an Alaskan, I am concerned and feel I must try to share a 
personal perspective trying to balance what is best for my continued involvement on 
tho North Slope in balance with how the State must change its system to be 
competitive in the world and realize more government share at high prices.

I realize by stepping out like this, I could jeopardize my management status with 
AVCG and perhaps even jeopardize how I am viewed by the major oil companies 
and my friends in the independent company sector. But I have taken such personal
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risks in the past, and I don't mind doing so again today to simply do what I think is the 
right thing to do regardless of others’ opinions.

So, let me turn my attention to what key changes I would make to the CS of HB 488. 
Again, my views are not supported by AVCG owners or others in industry; rather they 
are my personal views.

1 ) Make Tax Rate Progressive But Greatly S im plify  The Taxation Formula

When the Governor’s office first announced a 25% tax rate then amended that to 
20%, I could see the move by legislators to somehow bridge the gap from 20% to 
25%. However, the approach used by the House Resources Committee based on 
their outside consultants’ work is simply too complex and will be arduous to 
implement. I think -  and perhaps all of you think -  the Federal tax code is too 
complex....the changes to HB488 are also too complex and will lead to different 
interpretation, “gamesmanship" possibly by some companies because of the 
unwieldy progressive tax structure formula, and future costly lawsuits when the State 
disagrees with a company’s calculations. And the number of accountants to keep 
track of these complexities on both sides will balloon! I urge you to simplify, simplify, 
simplify...yet still have some progression that legislators seem set on.

For my company which drills the smaller oil traps that may add up. we do not have a 
lot of upside potential in seeing these smaller fields grow much larger in reserves 
over time in contrast to the giant Prudhoe Bay and Kuparuk fields, So our main 
upside is in oil price escalation to offset exploration risks and to offset the cycles of oil 
prices downward, a reality over time for any commodity. I find it disturbing -  and 
personally unfair -  that the House Resources Committee recommended a windfall 
profits tax, or “Progressivity Surcharge", ^s high as an additional 37.5% of value in 
addition to the base PPT.

I found il so interesting to see the Econl consultants and consultant Daniel Johnston 
saying the government should take more and more at high prices when not one 
member of the Resources Committee asked them a very important question they 
should have been asked: "how much are you investing in Alaska?" I was shocked to 
see that these consultants, when calculating the future revenues to the State at 
various escalating rates, used the same oil production curves. In reality, less capital 
will be spent by industry at exorbitant production profits tax rates (tax rates above 
25% when coupled with all other payments such as royalty, corporate income tax, ad 
valorem tax, lease costs and rentals, etc.). With less capital spending, the production 
curve will be lower...an increasingly higher tax rate may not in the end yield the 
forecasted revenues for the State.

On a related note, our company plans to go into the private or public equity markets 
to raise funds and capital for any future development. Such equity investors invest in 
tho oil maikets to be fully exposed to ciude price upside. When they look at 
investments all over the woild, and see that Alaska could tax at much higher crude
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prices with a “Progressivity Surcharge", they will place their capital elsewhere to 
continue their exposure to higher crude prices in investments without alternative 
taxing structures such as the Lower 48 states, the Gulf of Mexico deep water with 
royalty relief, the Canadian oil sands or other countries. The consultants did not 
address this issue that I face month in and month out...the private and public equity 
markets and the desire for such investors to fully benefit from upside commodity price 
swings without hedging or excessive, escalated taxation at high prices.

I could not believe the consultants did not show capital spending elasticity graphs 
from different countries. They did the legislature a disservice by not doing so. Their 
work showed a biased perspective in my opinion; by getting the House Resources 
Committee to adopt a complex progressive tax rate structure, or windfall profits tax, 
the consultants may feel they have been successful...but not one of these 
consultants will be around to defend their views in the future when capital spending 
does decline at exorbitantly high and unfair tax rates above the 25% level.

So, what is a simpler alternative? What is an alternative to yield more revenues to 
the State with a balance to attract increased investment? I have followed the 
progression of the PPT and noted when respected global consultant Pedro van 
Meurs recommended a 25/20 formula, i.e. a 25% tax rate and a 20% investment tax 
credit. Yet the Governor recommended a 20/20 formula with a 20% tax rate. Since 
that controversial time a few weeks ago, it appears the House Resources Committee 
and the Senate Resources Committee have spent a lot of time trying to recapture the 
perceived “lost revenue" from the Governor not taxing at the 25% level. On the other 
hand, the Governor does make a good case about increased cash fiow to producers 
and resultant increased capital investment at the lower 20% tax rate level. But 
consultants Econl and Daniel Johnston did get things way off track by proposing too 
complex a solution to bridge this gap and get even more...the complex “Progressivity 
Surcharge." Having the PPT at higher prices being a mixture of taxation of profits 
and a separate incremental tax on incremental revenues is unwieldy and an 
accounting nightmare.

Let me address a way to transition from the 20% tax rate to the 25% tax rate without 
getting too complicated.

I suggest that the Finance Committee revise the bill to keep the production profits tax 
simply that...a tax on production profits, and not an underhanded way to further 
burden gross revenues with a surcharge. A simpler way getting the progressive rate 
Irom 20% to 25% without the surcharge treatment complexity is to adopt a graduated 
PPT that does accomplish a higher State take at higher prices, yet leaves a 
reasonable producer take.

I recommend the follow ing production profits tax schedu le  as a suggested one 
to ‘‘s im u la te” revenue results somewhere between the Governor ’s proposal 
and the CS  to HB 488 proposal. It is one that everyone cou ld easily  understand
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and im plem ent w ith  the State realizing upside at higher oil prices yet not too 
much upside is taken away from  exp lorers/producers fo r re-investm ent:

Up to monthly average wellhead price of S50/barrel for a company: PPT rate of 20%

When monthly average wellhead price is between S50-75/barrel: PPT rate of 22.5%

When monthly average wellhead price exceeds $75/barrel: PPT rate of 25%

B y  th e  w ay, i f  th e  S ta te  w ere  to p a s s  a c o m p le x , u n w ie ld y  w indfall p ro fits  ta x  like that 
o n e  p r o p o s e d  b y  E c o n  1 a n d  fa v o r e d  b y  s o m e  o n  th e  R e s o u r c e s  C o m m itte e  with 
e s c a la tin g  p ro d u c tio n  p ro fits tax ra te s  o r s u r c h a r g e s , I p re d ic t A la s k a  will m a k e  the  
c o v e r  o f  th e  in d u stry -w id e  influen tial m a g a z in e  “T h e  O il a n d  G a s  Jo u r n a l” a n d  
p e r h a p s  e v e n  a c o v e r  s p o t  in the “W all S tr e e t  J o u r n a l A n d  I d on 't m e a n  th is m ed ia  
c o v e r a g e  in a  p o s it iv e  w a y . . . I  think a ll in in d u stry  will s a y  th e  S ta te  is  taking  
a d v a n ta g e  o f  in d u stry  at h ig h  p r ic e s . W h e th e r  o r  not in d u stry  m a k e s  m o n e y  o r not  
a n d  m a k e s  g o o d , s o lid  retu rn s is  n o t th e  is s u e  with s u c h  e x t r e m e s . . .t h e  p e r c e iv e d  
fa ir n e s s  o f  taxation  in a h ig h  c o s t , re m o te  a rea  like A la s k a  is  th e  is s u e . T h is  will 
d is c o u r a g e  n e w  en tra n ts , in m y  op in io n .

I highly respect industry consultant Daniel Yergin who has an excellent reputation 
among industry personnel and government officials alike. In November, 2005, Mr. 
Yergin said this about a windfall profits tax: “ What a w indfa ll p ro fits  tax does is 
in troduce a lo t o f d is to rtion . It reduces investm ent, it increases a sense of 
po litica l risk  and it doesn ’t achieve the goal that is in tended...it w ill really lead 
to decreased supp ly .”

I urge the Finance Committee to seriously consider this simpler approach, and ask 
that you have the Department of Revenue run the above case to compare the State 
revenues to the Governor's proposal, t o  the current CS to HB 488 proposal, and to 
the existing ELF severance tax program. Please do away with the complex 
Progressivity Surcharge” and simplify, simplify, simplify.

2) “ T rigger P o in ts '' For Escalating PPT Should Not be WTI But W ellhead Value

I do not think the "trigger point" that increases the PPT tax rate from 20% should be 
based on West Texas Intermediate (WTI) oil price as suggested by Econ 1 and 
Daniel Johnston and by the House Resources Committee. The "trigger point" should 
be when a company's average realized wellhead price in Alaska exceeds $50 per 
barrel. Some say lower, but I do think there is strong merit that those who have 
invested and taken exploration risk and exposure to low prices should be attic to 
benefit fiom increased profits at higher prices..."share the pain, share the gain"...to 
this S50/barrel wellhead level. However, I personally am fine with the State 
increasing the PPT tax rate eventually to a cap of 25% when wellhead prices exceed 
S50/ barrel. Having said this, you need to know that I do not know anyone else in 
industry who thinks this: everyone I know continues to press the 20/20  formula.
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Why should the State tie the PPT calculation to a company’s realized wellhead price 
instead of to West Texas Intermediate (WTI) price? In reality on the North Slope, not 
one company sees WTI prices. Every crude oil in Alaska is different in quality with 
viscous crude receiving less and oil produced from wells farther away from 
infrastructure receiving less wellhead value due to higher shipping costs.
Conversely, oil in the Cook Inlet is close to actual refining or on the water to ship out 
of state and thus realizes on average much higher wellhead value than most North 
Slope crude oils, a substantial plus to Cook Inlet operators who face higher operating 
costs with maturing fields. Our company’s crude when discovered on the North 
Slope will be farther west, and when we have to transport the oil via the major 
producers’ gathering system lines to TAPS pump station #1, we will pay the majors a 
certain tariff of $0.50-1.00/barrel or more, and a facility processing fee of $3.00/barrel 
of more, giving us a lower wellhead value for our crude while the major producers 
make an additional profit on shipping in their crude lines and processing. The majors 
further make profits from tariffs for shipping down TAPS and in their marine tankers.

So I ask, why should the tax rate increase with WTI price when there is such a 
variance in crude oil pricing factors on the Slope at the wellhead af'ecting each field’s 
economics and economic limit differently? The production profits tax rate should not 
go up at the same time for those who produce viscous crude or oil from a farther 
distance as compared to those who have good quality oil right next to the TAPS line.
If there is a "trigger point”, it should be one based on a company’s average monthly 
realized wellhead price for production.

I recom m end that the “ trigger po in t” fo r PPT tax rate escalation be $50 per 
barrel realized wellhead price based on a com pany m onth ly  average and not be 
based on $50 WTI, thus a llow ing explorers and producers to share in the 
upside p ro fits  at prices to th is  level w ith  no higher burden than the 20% PPT 
tax rate (p lus burden of royalty, corporate income tax, ad valorem tax, Federal 
tax, etc.).

3) Reinstate The Transitional Deductible Allowance

Jumping immediately from the prior ELF severance tax to the PPT formula overnight 
wreaks havoc with a company’s budgeting and their forecast of available cash flow 
for near-term capital investment. While this does not have a major impact on AVCG,
I do greatly empathize with ConocoPhillips, who is the largest investor and most 
active explorer in Alaska, about having “look back" investment credits. Part of the 
current oil production bringing in much higher revenues to the State is due to 
investment over the past few years. Interestingly, the PPT will have the largest 
negative impact on ConocoPhillips, particularly on their production from the Kuparuk 
Field. ARCO used to own the ConocoPhillips properties on the North Slope, and I 
am concerned with the impact on Alaska’s largest investor and most successful 
explorer. A transition adjustment of some sort is appropriate and is fair.
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I recom m end the Finance Com m ittee re-institu te  the o rig ina l HB 488

• com prom ise to a three-year staged and tiered “ look back” ; w hile not as
substan tia l as the G overnor’s proposal, the House Resources C om m ittee’s 
staged “ look back" is fa ir and should be re-instated in the bill. The cost 
recovery allowed should be 75% of 2005 expenditures, 50% of 2004 expenditures, 
and 25% of 2003 expenditures to be deductible as costs for near-term PPT 
calculations as originally in HB 488.

4) The $12 M illion Tax Credit Standard A llowance

The Governor j: roposed a $73,000,000 annual allowance of production profits that 
would not be ta<ed by the PPT, essentially giving a $14.6 million tax credit per 
company. The House Resources Committee revised this downward to a 
850,000,000 annual allowance as a reasonable compromise, or a $10,000,000 tax 
credit. The CS to HB 488 further proposed that this be changed to a simple $12, 
000 ,000  annual “standard tax credit allowance" as a reasonable compromise.

This "standard deduction” is very important to a startup company like AVCG/Brooks 
Range Petroleum trying to establish a foothold in Alaska and someday contribute 
substantial oil revenues to the State.

I recom m end the Finance Comm ittee endorse the $12,000,000 tax credit 
allowance per company.

5) Tax Credit Repurchase Program

As protection for explorers and new entrants to Alaska, the CS to HB 488 devised a 
tax credit repurchasing program for those credits a company earns on expenditures 
up to $ 1 0 ,000,000  per year for investments in exploration and/or lease purchases in 
Alaska

This is important to explorers like AVCG who does not yet have production revenues. 
Without such a repurchase program, our company might be able to sell our annual 
tax credits to one of the major producers but have to accept only 90-95% on the 
dollar or less. On the other hand, the State would not be giving up anything to 
repuichase the credits at 10 0 % of value because the major producers would 
otherwise use the credits to reduce their tax bill arid reduce revenue to the State. But 
using the State repurchase approach, the small explorer could turn around and re­
invest the Stale-refunded credit into new leases, seismic or exploration drilling.

I recom m end the Finance Com m ittee support the tax cred it repurchase 
program  outlined in the CS to HB 488.

6) Remote Exploration Tax Credit Extension
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I thank the House Resources Committee for their proposal in extending the SB 185 
exploration tax credits for the next 1 0  years.

I recommend that the Finance Committee also endorse this proposal that will 
extend the 40% tax credit for remote wildcat exploration wells more than 25 
miles from existing facilities.

7) Effective Date

The State has made far more money at high prices than anyone ever dreamed. The 
State has, in a way, already received a rich windfall at high oil prices. The change in 
the production profits tax is controversial in its own right. I would not dare "pour salt 
in the wound" by making the tax effective on April 1, 2006, but allow the transition as 
originally planned to a July 1 , 2006, date. This will also give all of us time to hire 
additional accountants to do the monthly, complex filings!

I recommend that the Finance Committee amend the effective date to July 1, 
2006.

Concluding Remarks

The above comments are my personal views offered with a hope that there can be an 
eventual win-win solution to this complex subject of the State realizing more 
revenues at higher prices while attracting exploration and davelopment investors who 
can also realize upside at higher prices. I do believe the House Finance Committee 
can get things "back on track" and better balanced.

Importantly, many -  if not most -  in industry would disagree with some -  if not all -  
my personal views expressed above, But I do feel compelled to "tell it like it is" from 
my perspective as an Alaskan who has worked the Cook Inlet and the North Slope oil 
and gas fields for over 1 2  years.

I sinceiely thank the Committee for the opportunity to present my comments. 

Respectfully submitted by:

Ken Thompson
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Marathon Testimony -  Alaska PPT 
Impact of HB 488 (RES) on Alaska Natural Gas

♦ Cook Inlet Natural Gas Summary: Pre PPT

♦ Financial Impacts of PPT

♦ Consequences of PPT

♦ What Is Needed
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Cook Inlet Natural Gas Summary: Pre PPT

♦ Declining reserves and production rate.

♦ High operating and capital costs as compared to 
lower 48 natural gas provinces.

♦ D ifficult permitting and regulatory arena.

♦ Need for additional exploration and developm ent 
moderate price increase to consum ers and to 
continue to provide industrial feedstock.

♦ Historical price differential to Henry Hub.



Cook Inlet Gas Supply and Demand

M a y  9. 2 0 0 5

State o f  Alaska 
Department o f  Natural  Resources 

Division o f  Oil and Cins

Alaska Department of

Natural 
Resources
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V B H E 5  So

C o o k  I n l e t  A r e a w i d e  L e a s e  S a le  R e s u l t s

N u m b e r  
B i d s  R e c 'd

N u m b e r  
T r a c t s  S o l d

M u lt ip le  
B id  T r a c t s

T o t a l
A c r e a g e

S o ld

T o t a l  B o n u s  

R e c 'd

A v g
W in n in g

B id
M a x  B id  

R e c 'd

A c r e s $ 5 / A c re S / A c r e

2000 27 27 0 69,928 S6.09.358 58.72 536.01

2001 31 29 ooL 102.523 S928.085 59.05 522.18

2002 24 21 3 64,923 5421,840 S6.50 527.03

2003 28 27 1 103,680 5887.059 58.56 533.28 1

2004 77 72 5 363,520 $2.629820 57.23 540.25

TOTAL 187 176 704.574 S5.476.I62

AVERAGE 37 35 o 140.915 S 1.095,232 58.01 531 75
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Future of Supply
> We have moved from an “Excess Supply" market to 
a “Supply & Demand" market

• C o s t  o f  N a t u r a l  G a s  will g o  u p

• M o r e  s u p p l y  c o n t r a c t s  a r e  n e e d e d  a n d  will l ik e ly  b e  fo r  

s m a l l e r  v o l u m e s

• S u p p l y  c o n t r a c t s  will l ik e ly  b e  m o r e  c o m p l i c a t e d

• P i p e l i n e  s y s t e m  will b e  m o r e  c o m p l i c a t e d  t o  o p e r a t e

> We are working to identify and evaluate options 
meet future demand

• L N G  I m p o r t s  m a y  b e  e c o n o m i c  a t  s o m e  p o i n t

• S t o r a g e  o p t i o n s  c „ e  b e i n g  e x p l o r e d  f o r  p e a k i n g  p u r p o

• W e  h a v e  a c h i e v e d  F e d e r a l  s u p p o r t  f o r  a n  i n - d e p t h  DC 

s t u d y  o f  I n - S t a t e  d e m a n d  a n d  fo r  c o n c e p t u a l  e n g i n e e r i i  

s p u r  p i p e l i n e  t o  N e n a n a  B a s i n  /  F a i r b a n k s

G o e s  I n to  O u r  C u s t o m e r s





Conceptual Competitive Comparison 
Common Input -  Per Well Analysis
R e c o v e r a b l e  R e s e r v e s 5  B C F

D e v e l o p m e n t  C o s t  ( C a p i t a l ) $ 5  m i l l io n

Based on House PPT (HB 488, RES) and domestic severance  tax

O p e r a t i n g  C o s t

R o y a l t y

$ 0 . 5 0 / m c f



Competitiveness Comparison:
Cook Inlet Natural Gas Investments 
Disadvantaged Against Competition

BFIT
Profit / lnv.

Based on House PPT (HB 488, RES) and domestic severance  tax rates



Cook Inlet Competitive Analysis

♦ M u s t  c o m p a r e  C o o k  I n l e t  t o  N  A m e r i c a n  g a s  o p p o r t u n i t i e s

-  Cook Inlet does  not have world class exploration opportunities

-  However, viable smaller exploration opportunities exist

* G o o d  a c c e s s  t o  l a n d s

*■ D i s a d v a n t a g e d  b y  h i g h  c o s t s  

f D i s a d v a n t a g e d  b y  p e r m i t t i n g  a n d  r e g u l a t o r y  b u r d e n

• D i s a d v a n t a g e d  b y  p r i c e  a n d  c l o s e d  m a r k e t

► D i s a d v a n t a g e d  o r  i n c e n t i v i z e d  b y  f i s c a l  r e g i m e ? ? ? ? ?



Consequences of HB 488 (RES) -  
Cook Inlet Gas
♦ E x i s t i n g  F i e l d s

-  Nothing wrong with ELF for Cook Inlet natural gas

-  Loss of ELF and higher tax rate in low gas  price environment will 
result in

- H igher ra te  requ ired  to pay  for c o s ts  (eco n o m ic  limit)
» F ields will b e  sh u t in a t h igher production  ra te s  
■ R e s e rv e s  will b e  lost.

♦ N e w  E x p l o r a t i o n  a n d  D e v e l o p m e n t

-  Higher taxes will result in:
• L e ss  com petitive  opportunities  c o m p a re d  to N A m erican  g a s  p rov inces  
° R e n e w e d  dec line  in Cook  Inlet exploration  an d  d ev e lo p m e n t
° C an ce lled  p ro jec ts
• NO NEW  RESERVES DEVELO PED

♦ L o s s  o f  i n d u s t r i a l s  a n d  j o b s

Higher and volatile costs to utility consumers



Impact of

2

1.5

1

0.5

0

0

Link to HH for Gas Consumers

PPT for $4.00 Cook Inlet Gas

PPT
—  Sev Tax
—  HH Ran^e

5 10 15 20 25

Henry Hub ($/mcf)



Cook Inlet -  What is Needed

♦ Must not link Cook Inlet PPT to volatile  Henry Hub 
Price

-  L in k  t o  C o o k  I n l e t  D e p a r t m e n t  o f  R e v e n u e  P r e v a i l i n g  V a l u e

♦ Must include provision for marginal low rate fields-  5/20 Plan for Cook Inlet
♦ Prioritize efforts to incentivize, not hinder exploration 

and developm ent

-  I n c l u d e  s o m e  f o r m  o f  t r a n s i t i o n a l  i n v e s t m e n t s  c r e d i t

♦ Actions by this Legislature will have immediate and 
m easurable impact on Cook Inlet oil and gas industry
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B a r r o w Beauf0r

P r u d h o e  B a y

■

N P R A

Foothills ANWR

Gates o f  the A rctic ANADARKOS ALASKA 
ACREAGE POSITIONAnaktuvuk Pass

LEGEND
APC OPERATED
APC NON OPERATED
INDUSTRY
OIL FIELDS
GAS FIELDS



World class petroleum basin

Significant remaining resource 
potential

Legacy type prospectivity (i.e. Anchor 
Fields)

Favorable political environment

Abundant new entrants/partnering 
opportunities
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Maturing basin/materiality
> •* % '

High costs I
,■ ' / ' • • '  ■; v;

Lack of infrastructure and competition

Limited access to facilities and
.

pipelines
* * 9

Extremely long lead-time exploration ,

Seasonal drilling & regulatory timing ’ 
requirements

Lack of gas market -
.*





I

Increased investment (compared with today’s leviels) 
needed to increase production & stem decline

MWR

Declining production is primary driver of lower state 
revenue

Original bill offset tax increase with credits & 
allowances
-  Our exploration economics generally improved

Tax rate increases and allowance decreases (vu 
credit offsets) reduce our economics
-  Minimum economic field size increases
-  Amount of economically recoverable oil & gas decreases

i  no ;
•• • ■

' ■ ' ' . ■ '
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Tax Rate
t —

Tax Escalator 
$73 million allowance 
Transition allowance 
Point of production 
Gas economics 
Credit additions





* Ultimate recovery is 47 million barrels.

Peak oil production rate is 15,000 BOPD.

Capital expenditure is 316 million dollars.

Timing from discovery to first production is 6 years.

The development concept is a satellite to an existing oil field. The 
satellite has a separate ELF calculation from the existing oil field.

The satellite field pays an oil processing charge to the existing facility ' 
of $5.00 per barrel. This is treated as a deduction to the wellhead price. I

The royalty is 12.5%..



-o—  E xisting "ELF" Tax
a  ~20% -20% -S73M M  P roposa l - E xisting P ro d u c e r : S73MM Exem ption Applied E lsew here

i!>— 20°c -20“t S73MM P roposa l - New Entrant : S73MM Exem ption Applied to this Evaluation

■o— 25°o-20%-$73M M  Sensitivity Calculation • Existing P ro d u c e r : S73MM Exem ption Applied E lsew here

After Tax Rate of Return as a function of Wellhead Oil Price
Small Oil Development

$20 $25 $30 $35 $40 $45

W ellh ead  Oil P rice  - S /S TB
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After Tax Net Present Value Discounted @12% vs. Wellhead Oil Price

Small Oil Development

Wellhead Oil Price-S/STB
- c — E x i s t i n g  " E L F "  T a x

o •20%-20%-$73MM Proposal - Existing Producer: S73MM Exemption Applied Elsewhere 

-6— 20V20%-S73MM Proposal - New Entrant : 573MM Exemption Applied to this Evaluation 

-o— 25°o-20co-S73MM Sensitivity Calculation - Existing Prod"oer S73MM Exemption Applied Elsewhere



Commercial chance of success is 15% at a $32/6bl 
wellhead oil price  ̂ '

« * i i

» • "  •

Mean commercial prospect size is 345 million barrels
* •

S ' ' '  • • ’ *

Capital expenditure is 1.1 billion dollars
•r

• I

4

The peak production rate is 55,OOO BOPD
f,

Royalty is 12.5% /
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After Tax Rate of Return as a function of Wellhead Os! Price 
Risked Pre Drill 345 MMBO Prospect Exploration Economics

$25 S30 S35

W ellhead Oil Price -S /S T B
xisting ELF" Tax

d -  20°o-20°o-S73MM Proposal - Existing P roducer : S73MM Exemption Applied Elsewhere 

20°o-20', o-S73MM Proposal - New Entrant : S73MM Exemption Applied to this Evaluation 

25°b-20‘VS73MM Sensitivity Ca'cjlation - Existing P roducer : S73MM Exemption Applied Elsewhere
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— o— Existing "ELF" Tax

a 20V20'V$73MM Proposal - Existing Producer: S73MM Exemption Applied Elsewhere 

— 6— 20oc-20°o-$73MM Proposal • New Entrant: S73MM Exemption Applied to this Evaluation 

— o— 25%-20%-$73MM Sensitivity Calculation - Existing Producer: L73MM Exemption Applied Elsewhere

After Tax Net Present Value Discounted @ 12 % vs. Wellhead Oil Price 
Risked Pre Drill 345 MMBO Prospect Exploration Economics

Wellhead Oil Price-S/STB
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This presentation contains forward-looking statements within the meaning of 
Section 27A of the Securities Act of 1933 and Section 21E'of the Securities and -T 
Exchange Act of 1934. Anadarko believes that its expectations are biased on; 
reasonable assumptions. No assurance, however, can be given that its goals 
will be achieved. A number of factprs could cause actual results to differ ^ . v
materially from the projections, anticipated results or other expectations-; *£■ 
expressed in this release. While Anadarko makes these forward-looking* V • 
statements in good faith, neither Anadarko nor its management can guarantee 
that the anticipated future results will be achieved. Anadarko discloses proved

t '• k

reserves that comply with the SEC's definitions. Additionally, Anadarko may 
disclose estimated reserves, which the SEC guidelines do not allow us to 
include in filings with the SEC. See Additional Factors Affecting Business in: f
the Management's Discussion and Analysis (MD&A) included in the company's 
Annual Report on Form 10-K.

c • «* «v •'.!«
■ •'

< #  *k. •,' •. . , Ir ■ . ♦ * ' ’



Testimony of James D. Weeks 
On HB 488 

Oil and Gas Production Tax 
Alaska State House Resources Committee

01 March, 2006

Mr. Chairman, distinguished members of the House Resources Committee. My 
name is Jim Weeks, and I am here today representing UltraStar Exploration LLC, 
a very small all Alaskan owned independent explorer, with strategically located 
leases on the North Slope. UltraStar is based in Anchorage, with offices at 3111 
C Street, Suite 500. The Company was formed in 2002 by me, John Winther, 
and Dale Lindsey, for the primary purpose of exploring and developing leases on 
the North Slope. UltraStar is 100% owned by Alaskans. I am Managing Member, 
and moved to Anchorage in 1984 with ARCO, and have had a presence here 
ever since. Dale, whom most of you know, was born and raised and still lives in 
Seward. John, whom most of you also know, was born in Fairbanks and raised in 
Juneau. He currently lives in Petersburg. Thanks for the invitation to testify on 
this important legislation.

First of all, I'd like to commend the Governor and members of the Administration 
for addressing this issue, and your Committee for the timely and thorough review 
it is being given. During the last several days, I’ve listened to a lot of testimony on 
the proposal. Some witnesses wanted the Committee to delay decisions on this 
issue. There should be no delay, nor should there be a rush. This is a very 
important piece of legislation, and you need to gel it right, less it results in un­
expected and/or un-desired outcomes. You are doing it right, giving the bill a 
thorough and fair hearing in a timely fashion.

I will now offer a few specific comments on the bill. You’ve heard lots of 
testimony supporting the 20-20  tax and exploration/development incentive split, 
and the arguments in favor of these provisions have been articulated very 
thoroughly and clearly, and I certainly cannot embellish on them, so I won’t even 
attempt to. I’ll just add UltraStar’s strong support for the positions of the existing 
producers and independents and explorers on these issues.

John Winther testified to the Joint House and Senate Committee hearing last 
Saturday, echoing UltraStar's support for the 20/20 provisions, and the $73 
million deduction allowance in the bill. Since then, we've learned that the $73 
million allowance, granted to all companies in Alaska regardless of the size of 
their cash flow streams, may be a difficult pill for you and your colleagues to 
swallow. Thus, you may want to eliminate it from the bill. I encourage you not to 
jettison it entirely, but consider an alternative that will provide incentives for 
exploration and development of smaller fields.



It’s generally agreed that the big Prudhoe Bay and Kuparuk sized fields have 
been found. The big structures have been drilled, and what remains are 10-100 
million barrel accumulations. These are modest by North Slope standards, but 
can add up to significant amounts of oil and related economic activity. The stock 
market rewards reserve replacement. The current producers are huge, publicly 
traded companies that have become so large that their reserve replacement 
needs cannot be met by chasing small satellites on the North Slope. For 
instance, ExxonMobil produces 20 million barrels in 10 days. We'd do jumping 
jacks in downtown Juneau if we found that much oil on our leases.

But smaller accumulations can be attractive to small independents like us, 
provided the right incentives. Rather than the $73 million allowance for all 
companies, I suggest you consider establishing a ceiling above which larger 
companies would not get the $73 million allowance, and below which smaller 
companies would . There is precedent for this in the “Charter for Development'', 
a 1999 agreement between the State, BP and ConocoPhillips that made the 
combination of ARCO and BP possible. There are many provisions in the 
Charter, but one of them requires BP and ConocoPhillips to give preferential 
treatment to small producers, called “qualified producers". The Charter defines 
qualified producers as those with worldwide assets of less than $ 1  billion dollars, 
and establishes 5000 barrels per day as a maximum amount of crude oil that a 
qualified producer can produce to receive the preferential treatment. I realize that 
the provisions of the Charter were developed for a different purpose, but certainly 
it distinguished between "little guys", and “big guys", and established a maximum 
production level for which the benefits apply. Whether $1 billion dollars or 5000 
barrels per day are the appropriate ceilings for the PPT is subject to more 
debate, but such a two-tiered approach will accomplish what I believe you want: 
to provide incentive for entry by small newcomers without giving a subsidy to the 
established players. Please don't throw the baby out with the bathwater by 
eliminating the $73 million allowance altogether.

My last issue is pretty specific, but could be significant for small independents. It 
regards the exclusion of "amounts paid for purposes of indemnification." on line 
15 of page 14 of the bill. Small independents like UltraStar will need to indemnify 
facility owners and operators who will process our oil through their facilities. We 
will need to purchase real, third party, arms length insurance to satisfy these 
requirements. We will also need insurance to meet the bonding and financial 
responsibility requirements of the Departments of Natural Resources and 
Environmental Conservation, and the Alaska Oil and Gas Conservation 
Commission. Depending upon the circumstances, membership in an oil spill 
clean up cooperative may also be roquirod. All Iheso costs can broadly be 
characterized as costs for Ihe purposes of indemnification, and could arguably be 
excluded whon direct costs are calculated, as defined at line 2 1  on page 13.

Nearly 15 percent of the cost of the Winstar exploration well at Oliktok Point in 
2003 was for insurance premiums, so these indemnification costs can be



significant for the little guy, and should clearly be deductible to determine direct 
costs. In his letter transmitting this legislation to this committee, the Governor 
said that a number of indirect costs are listed in the bill, and are to be excluded 
from the calculation of direct costs. Indemnification is one of the indirect costs 
listed. Trust me, Mr. Chairman, there was nothing indirect about the $370,000 
check I wrote for the insurance premium on our last well. The money went 
directly from our bank account into theirs. I urge you to clarify your intent on this 
issue, and allow real, invoice supported, arms length indemnification costs to be 
included.

Thanks for the opportunity to testify at this important proceeding.

James D. Weeks 
Managing Member 
UltraStar Exploration LLC 
907-258-2969



Testimony of James D. Weeks 
On CS for SB 305 

Oil and Gas Production Tax 
Alaska State Senate Resources Committee

20 March, 2006

Mr. Chairman, distinguished members of the Senate Resources Committee. My 
name is Jim Weeks, and I am here today representing UltraStar Exploration LLC, 
based in Anchorage, with offices at 3111 C Street, Suite 500. Thanks for the 
opportunity to testify on this important legislation again.

I want to make a few brief comments on the Committee Substitute:
I've seen two options being proposed to replace the $73 million allowance. 
UltiaStar prefers Option 2, which eliminates the $40/barrel oil price ceiling above 
which the exemption would not apply. It seems that if the legislature is willing to 
grant a 10,220,000 barrel per new field exemption, then it shouldn't matter how 
fast that exemption is recovered, and sooner is better than later for industry. I 
also hear that the Committee may be considering an increase of tne 4000 barrels 
per day to 5000, and lifting the total of the exemptions to a corresponding 
12,775,000 barrels. This is more consistent with the Administration’s initial 
proposal, and is a change I encourage you to make.

I question the need for a 7 year time limit after which the tax exemption will 
expire. Again, it seems if you're willing to grant a 10 or 13 million barrel 
exemption, then there is no need for a time limit, and we recommend that it be 
deleted. Industry will do everything economically feasible to use up the 
exemption as soon as possible, but well productivity and conservation issues 
may not allow for that to be the case in all instances.

Both options to replace the $73 million allowance name the Alaska Oil and Gas 
Conseryation Commission (AOGCC) as being the “referee" to resolve disputes 
about what constitutes ar. oil and gas field or unit. We agree with the selection of 
the AOGCC for this role, but recommend you clarify your intent regarding 
eligibility for the 4000 barrels per day exemption described in the first three lines 
of Section 21 (i). In addition to providing incentives and tax exemptions for the 
drilling of new field wildcats, if the Committee wants every company, large and 
small, current producer, or wannabes like us, to be poking around the fringes of 
existing reservoirs, as well as looking deeper and shallower within the 
boundaries of existing units; then I suggest the following:

When the PPT becomes effective, establish a "ring fence" around existing, 
producing units. Current production from these units would not receive the 4000 
barrel per day exemption. If peripheral drilling outside of that ring fence confirms 
commercial hydrocarbons and justifies unit expansions, then those expanded



areas should be eligible for the tax exemptions and exploration and development 
credits contemplated in CSSB 305. Deeper and shallower accumulations, drilled 
within existing units after July 1, 2006, should also be eligible. If the current 
producing unit owners receive a 4000 barrel per day exemption on current 
production, which means very little to them, they have will no additional incentive 
to push the envelope. If however, the exemption applies only to new production 
within an existing or expanded unit, it provides a meaningful incentive.

Lastly, I’d like to register my support of Dr. Van Meurs "Two for One System" that 
he summarized on March 18.

Thanks for the opportunity to testify a  this important proceeding.

James D. Weeks 
Managing Member 
UltraStar Exploration LLC 
907-258-2969
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O il I n d u s t r y  th re a te n s :

(1) T h a t  In v e s tm e n t  w ill  d r y  up  w ith  th e  2 5 /2 0 %  p ro p o s a l  a n d  a 
p ro g re s s iv e  f e a tu re .

(2) A la sk a  r e p u ta t io n  will be se r io u s ly  h a r m e d

(3) T h e r e  m a y  be no G a s  P ipe line

(4) P h i la n th ro p ic  d o n a t io n s  a r e  a t  r is k  (ConocoPhillips)

Oil I n d u s t r y  h a s  lo b b ied  h a r d  w ith  e v e ry  m e a n s  a v a i la b le  
(Can’t blame them, b u t . . . )

Where do we stand today?

I still h av e  p ro b le m s  w ith  som e o f  th e  P e e r  G r o u p s  w c  k eep  g e t t in g  c o m p a r e d  
to.

Who really thinks comparing Alaska to the likes o f  Kansas or Colorado is 
reasonable?

Russia provides some good analogs: both with PSAs as well as the Royalty/Tax 
arrangements there: very tough terms.

Al.i'k.t SH 'il'- I lit -INK I oliinimy ') April 20IM* I Daniel Johnston X Co. Int.



Take G raph #4 from  page 47 o f my M arch 6 Testimony 
referenced in pub lic testimony on 8 A p r il, 2006.

80% 70% 60% 50% 40%

Effective 
Royalty Rate 

%
I

US ocs 
UK
New  Z ea lan d
F a lk la n d  Is lan d s
A rg e n tin a
US OCS
S o u th  A frica
T rin id a d
M ongolia
P h ilipp ines
P ak is tan  Offshore
A u stra lia
E cu a d o r
P ak is tan  II
C am b o d ia
G abon
M orocco
P eru
M o zam bique  
A z e rb a ija n  AIOC 
C ongo  Z.
M alaysia  
A ngola 
C o lom bia  
Yemen Late 1990% 
Indonesia 3rd Ccn 
E gypt O ffshore 
A ze rb a ija n  EDPSA 
R ussia Sakhalin II 
T im o r G a p  ZOCA 
N o rw ay
L ibya Block 59. 7005 
E gyp t Onshore 
M yanm ar early 1990%

Q n«nr n 1% ni' AU lU i t \U  I J l  I

N igeria  S helf 
M a lay sia  R/C 
U A E "O pce T erm s" 
S y ria  199-1 M odel 

luuiiesiu  Siu.5" Gen 
L ibya Avenue 2005 
V en e zu e la  1996 
L ibya B lock m . :» o s  
Ira n  l u Buyback 
L ibya li io ek  124 ;nos l00*/59

G o v e r n m e n t  T a k e
[for O i l]

What terms would yield the same economic benefit at S60/BBL?

Alaska SB 305* IIB 488 testimony 9 April 211(16 2 Daniel illusion & Co.. Inc



Take G raph #2 Effective 
Royalty Kate 

%
4

U S  O C S  
U K
N e w  Z e a la n d
F a lk la n d  Is la n d s
A rg e n t in a
U S  O C S
S o u th  A fr ic a
T r in id a d
M o n g o l ia
P h il ip p in e s
P a k is ta n  Offshore
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04-04-06 08:45 AM EST
Beijing -(Dow Jones)- China’s Ministry of Finance Tuesday issued rates For a newly 
implemented windfall profit tax on crude oil that is sold above USS40 a barrel in the country.

■‘(The tax is aimed at) pushing forward the reform on oil price mechanism and promoting 
continuous, healthy and coordinated development of the national economy,” the ministry said on 
its Web site.

In late-March, the National Development and Reform Commission, China’s top economic 
planning agency, said it was immediately implementing a windfall profit tax on domestic crude 
oil sales, but didn’t’ disclose the lax rate.

The tax took effect on March 26 and the tax rate ranges from 20% to 40% of the amount that 
companies get above US$40.

The tax applies to enterprises and joint-venture companies that produce and sell oil onshore and 
offshore China, the ministry said.

Income generated from the windfall tax will be included in the central government’s budget 
management, and taxes will be collected by the MOF.

The tax will he calculated monthly and should he paid quarterly, the ministry said, adding that 
since the tax is regarded as a company cost, it can he deducted before income tax.

Below is a table of the tax rates

Crude Oil Selling Price 
(IJSS per Barrel)

40-45 inclusive 
45-50 inclusive 
50-55 inclusive 
55-60 inclusive 
above 60

Tax Rate On Portion 
Of Price Above US$40 

20%
25%
30%
35%
40%

-Zheng Kiaolu contributed to this story. Dow Jones Newswires; S6I0 6588-5X48: 
tracy./hcn iH n dow joncs.eo i 11 
Edited by Tracy Gan
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The following selected quotes come from C hapter II of an upcoming book by Dr. Juan  
Carlos Bouc of Oxford University in the UK. I sincerely appreciate the insights from Dr. 
Bouc and his permission to quote him as extensively as 1 have here. My commentary is 
confined to sections within brackets [such as these] to preface or expand on quotes from 
Dr. Bouc’s work. I would like to take this opportunity to publicly thank Dr. Boue for his 
concern and for his insights. DJ

The following quotes arc from:

A Q U E S T IO N  O F  R IG S , O F  R U L E S , O R  O F  R IG G IN G  T H E  R U L E S ? 
U N D E R S T A N D IN G  T H E  P R O F IT A B IL IT Y  AND P R O S P E C T S  O F  U P S T R E A M  

O IL  A C T IV IT IE S  IN T H E  O F F S H O R E  US G U L F  O F  M E X IC O .

Copyright Oxford Institute for Energy Studies 2006. Ju an  Carlos Boue

11 CONCLUSIONS: W HAT SHOULD THE WORLD LEARN FROM 
THE SUCCESS STORY OF THE DEEPW ATER COM ?

[The first o f  Dr. Bone’s quotes regarding “ basin masters”  comes from a M cK insey Company study by; 
Conn, C\. and W hite  D., 1994, Revolution in Upstream O il and Gas - Strategies for growth beyond 2000; 
M cK insey &  Company, Australia. DJ]

“ 11.1 Basin Mastery: Adding Value in Global E&P Activities

McKinsey gave the name “basin masters” to those companies that managed to build dominant 
acreage and logistical positions in difficult new plays, partly because of their skills at resource 
development, technology and integrated project management but chiefly by virtue of their 
stealing a march on competitors in remote areas where scale and infrastructure were of 
paramount importance, [pg 334-335]

The cornerstone of this type of control [as basin master] is their dominant position in early 
infrastructure corridors (often over-built, with a view towards future discoveries), which allows 
the basin masters to extract rents from other players through access charges to this infrastructure, 
frequently, this is bolstered by cosy relationships with governments, licensing agencies and NOC 
partners (the latter in provinces where PSA’s [production sharing agreements] prevail), all of 
which tend to complicate the lives of potential competitors (through the appearance of 
bureaucratic and other, less wholesome, type of barriers) while simplifying the lives of 
incumbents (cast as they are in the enviable role of “operator of choice’ for licensing agencies). In 
this way, basin masters can ensure that they will be able to capture the majority of the value in a 
given province, including that generated from operations in fields not discovered by themselves, 
[pg 336]
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Basin mastery may translate into very comfortable lives for a few bureaucrats and politicians in 
key positions in the governments of certain countries. However, for these governments as a 
whole (and even more so for the populations they represent), basin mastery effectively means 
stunted competition for acreage and consequently lower acreage process, higher upstream entry 
barriers, a high degree of fiscal dependence on very few operators . . .  [pg 339]

“Furthermore, during subsequent years [subsequent to 1998], the magnitude of oil company 
[share] buybacks [around $20 Billion per year or so] and cash holdings has made it painfully 
clear that these companies always had far more funds available for investment than attractive 
prospects to plough them into. The way in which domestic Russian firms succeeded in 
ensconcing themselves in the driving seat in their country, largely marginalizing international oil 
companies from Western Siberia, has made the dearth of attractive investment opportunities for 
the latter even more conspicuous.” [pg 346]

11.3 The Issue of Tax Breaks

A landmark study commissioned by the Wyoming legislature (prompted in large part by a fiscal 
crunch in that US state, whose fiscal dependence towards oil income is second only to Alaska’s) 
found that, over a forty year period, a oncc-and-for-all drop of 2 per cent in the state’s severance 
tax rate would increase total oil recovery by less than one percent (30 MMBOE) and employment 
by 300 persons (i.e. 7.3 jobs per year), while causing a 17 percent reduction in the present value 
of severance tax collections. In contrast a doubling of the state severance tax (from 4 to 8 per 
cent) was found to reduce ultimate recovery by around 6 per cent, while increasing tax revenue, 
in present value terms, by over ninety per c e n t . [ p g  347]

[Footnote 35 is as follows: "Clerking el at. 2000. These conclusions had been 
foreshadowed by GAO 1990. This study found that some petroleum production 
incentives actually "provided incentives to make petroleum production investments that 
have pretax returns below those of investments in other industries” (p. 5). An even 
earlier GAO study 19S5b: 32) had found that a 40 percent reduction in Windfall Profit 
fax for FOR projects had led to only one GOM project.”]

|The UK|

Likewise, the resurgence of UK North Sea output after what is seen to be its production peak in 
the mid-1980s is often put forward as a prime example of the power of more flexible taxation 
schemes to coax higher output from maturing fields.'" A study focusing on this issue concluded 
that, out of a total production of 2.676 MMBD in 1995, only about 355 MBD would not have 
been produced without the modifications to the British fiscal regime introduced from 1983 
onwards.'7 [pg 347]

|Footnotes 36 and 37 are as follows: "36 Production of liquid hydrocarbons in the UK 
peaked (for a second time) in 1999 at 2,82 MMBI). after having languished at 1.88 
MMBD during 1988-89. 37 Martin 1997: ii-iv”]
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BP Graph of Production vs. Tax Rate

The graph below is not a fair representation of what the result of lowering the tax rate 
in 1993 was. In fact exploration expenditures went down significantly in 1994 and 
development expenditures did not go up (sec following page). They went down but not 
as dramatically as exploration expenditures.

I think every Alaskan should consider this carefully and compare it to the data on the 
following page.

I experienced the “ boom” in the mid-1980s in the UK sector of the North Sea that 
resulted from incentives provided that were very similar to the “ credits” proposed here 
in Alaska. The increase in production was the result of exploration that occurred years 
before the 1993 reduction in taxes as one would expect. I do not see how it could be 
possible for industry to gear up and respond as quickly as this graph would suggest.

Please consider my w ork on the following page with caution. I had very little time to 
respond to this graph on such short notice with the busy schedule here in Juneau. With 
a bit more work we can verify —  it is so important.

. . .  B u t  l o w e r in g  tax  ra te s  w il l  e n c o u ra g e  in v e s tm e n t
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S o u rc e :  BP presentation to Alaska Legislature 28 February, 2006 (page 8)
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U K  D ril l in g  A c tiv i ty  H is to ry  —  W ells  D rilled  p e r  y e a r

This data was “ reduced” from a graph from another UKOOC document and 
generated at 1:AM March 6, 2006. It begs verification and “real data” but I believe 
it confirms the fallacy of the claim that the reduction of Government take from 
around 85% to 33% enhanced investment activity in the UK in 1993.

More work needs to be done but it is clear to me that something is wrong with the 
conclusions drawn by BP regarding the 1993 fiscal event.

Year Exploration Appraisal Development Total
1974 67 33 19 119
1975 81 38 19 138
1976 58 28 52 138
1977 67 39 92 198
1978 38 25 92 155
1979 34 16 97 147
1980 31 22 117 170
1982 48 27 131 206
1983 69 44 111 223
1981 78 52 92 222
1984 108 78 102 288
1985 94 66 128 288
1986 73 41 81 195
1987 70 64 123 258
1988 94 86 159 339
1989 95 91 150 336
1990 163 66 122 350
1991 108 81 142 331
1992 75 58 161 294
1993 52 59 158 269
1994 63 38 197 297
1995 61 38 239 338
1996 72 41 256 369
1997 63 34 253 350
1998 47 33 272 352
1999 16 19 222 256
2000 27 33 213 272
2001 25 36 275 336
2002 16 31 258 305
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B P  F ie ld s  B r o u  g h t  o n - s t r e a m  a f t e r  1 9 9 3

Andrew, Harding, Foinavcn, Schiehallion, and ETAP (Eastern Trough Area Project includes 7 
fields in the Central North Sea).

B P  f ie ld s  b r o u g h t  o n - s t r e a m  a f t e r  1 9 9 3

Recoverable
Reserves Discovery

Date
Start-up

Date

Productio
n

2000
MBOPD

MMBBL
S TCF

A n d re w 160 0.25 6/1974 6/1996 50

H a rd in g 219 0.27 1/1988 4/1996 87

Fo inavcn 362 0.22 10/1992 1/1997 92

S ch ie ha llio n ±300 10/1993 1/1998 100

F T A P 450 1.1
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N o r w e g i a n  D e v e l o p m e n t  A c t i v i t

D e v e lo p m e n t A c t i v i t y  I n v e s tm e n t

5 y e a r s  B e fo re  1993 N K r  134,251 M M  $ 20 ,340 MM
(1988-1992 inclusive)

5 y e a r s  A f te r  1993 N K r  205 ,730  M M  $ 31 ,170  M M  + 53%
(1994-1998 inclusive)

N o r w e g i a n  E x p l o r a t i o n  A c t i v i t

5 y e a r s  B efo re  1993
(1988-1992 inclusive)

5 y e a r s  A f te r  1993
( 1994-1998 inclusive)

E x p l o r a t i o n  A c t i v i t y  I n v e s tm e n t

N K r  30 ,112  MM 

N K r  30 ,978  MM

S 4,560 MM 

S 4 ,694 M M  + 3 %

(Assumed exchange rate = NKr 6.6/USS 1)
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E c o n o m i s t . c o m

North Sea oil and gas 
The long goodbye 
March 16'" 2006 ABERDEEN 
From The Economist print edition

High oil prices have helped slow the North Sea's decline. Government flip-flopping could 
accelerate it again

NOBODY disputes that Britain's part of the North Sea is past its prime. Oil and gas production 
peaked at 4.5m barrels a day in 1909 and has fallen steadily ever since, to 3.3m now (see chart). 
Yet in Aberdeen, Britain's main oil town, talk of an old “province” in decline is not tolerated. 
“The North Sea is enjoying a vibrant middle age,” insists one oilman. “I think I'd describe it as 
mature rather than declining,” muses another. Indeed, most of the industry's problems seem to be 
the sort associated with a boom, not a bust. Oil bosses complain about a shortage of skilled 
labour and the astronomical price of rig rentals, which have doubled since 2003.

A combination of high oil prices and some new government policies have made it profitable to 
keep working in what is an increasingly difficult and expensive place to drill for oil and gas. 
Investment has risen by 30% this year, and more exploration and appraisal wells are being drilled 
than at any time since 1997. The UK Offshore Operators Association (UKOOA), a trade body, 
thinks that the rate of decline will slow markedly next year. By 2007, production should be 
slightly higher than last year.

That will be music to the ears of a government determined that the North Sea should still be 
pumping 3m barrels a day in 2010. The petrochemical wealth off Britain's eastern shores 
supports a quarter of a million jobs and has helped to insulate the country from the vagaries of 
the international oil market for decades. Were the decline to continue at historic rates, production 
would be all but finished in 20 years.

There is no shortage of hydrocarbons: although 34 billion barrels have been produced, some 23 
billion barrels are thought to remain. But many of the big, easily accessible fields are running 
down, and what is lefi is much harder to reach. That is changing the character of the industry.

One way to keep production up is to explore the waters off northern Scotland, the Shetland 
Islands and the deep Atlantic to the west of Scotland, where little exploration has so far been 
done. Two of the biggest recent finds—Blizzard (with around 500m barrels of oil and gas) and 
Lochnagar (perhaps 250m barrels)— were found off the beaten track. But developing them can be 
difficult. Rhum, a big gas field in the northern North Sea, was first discovered by BP in 1977. but 
the high pressure and temperature in the field meant that gas was not produced until December of 
last year, “A decade ago, a lot of this stuff would have been literally impossible to extract," says
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M ike T holen , U K O O A 's econom ics director. “ But technology has m oved on.”

Another option is to scrounge every last drop of oil and gas from existing fields. Finance, not 
geology, determines when an oil company quits a field, and it may leave behind substantial 
amounts of oil that are technically (but not economically) recoverable. The dregs of the big fields 
are often of only marginal interest to the big firms, which prefer chasing bigger and easier finds 
in other parts of the world such as the Gulf of Mexico or west Africa. Smaller, leaner companies 
are often able to pull the remaining oil out at a profit.

With all that in mind, ministers have been changing the rules to encourage smaller and more 
innovative firms. New licences allow companies to explore patches of ocean before they have 
finance arranged, and to hold on to difficult areas for six years instead of four. New rules prevent 
companies from sitting on unexploited discoveries for years at a time. And changes to the code of 
practice on access to pipelines (which are often owned by big oil companies) ensure that smaller 
companies can get their oil to market.

The new rules have proved popular. The latest licensing round, held in the summer of 2005, was 
the most successful in years. A total of 152 licences were offered to 99 companies, many of them 
in the frontier areas around northern Scotland and the Shctlands. A quarter of the companies 
were new to the North Sea.

But government can hinder as well as help, and not all its policies are so popular. The oil 
industry's relations with the Treasury have been poisoned by a series of sudden tax changes.

The first came in 2002, when Gordon Brown, the chance or of the exchequer, raised the 
corporation tax for oil firms to 40% (most companies pay 30%). In November last year, lie 
bumped it up to 50%. Furious oilmen accused the chancellor of risking the North Sea's future. 
UK.OOA says that the changes create uncertainty, threatening future investment, and that they 
will do the most harm to the small firms that the government wants to attract. In its defence, the 
Treasury points to record oil company profits and insists that its only aim is “a fair deal for the 
taxpayer”.

“The new taxes will probably bump the North Sea a few notches down the competitiveness 
ladder,” savs Geoff Gillies, an analyst at Wood Mackenzie, an energy consultancy. “ But at 
today's oil price, the impact on development will he minimal.” The danger will come if 
prices start to slip, as Wood Mackenzie thinks they will do over the next few years. Kieron 
McFadyen, a director at Shell UK, says that if expensive oil justifies higher taxes, then 
.-licapcr oil ouuht to brim* tax cuts to compensate.

The death of the North Sea has been predicted many times before, points out Melfort Campbell, 
the head of the Scottish branch o f the Confederation of British Industry. Vet technological 
advances have always confounded the gloom-mongers. The region will be even more dependent 
on innovation in its old age than it was in its youth. Most of the government's reforms reflect 
that. It would be a shame to see them undone by another tax grab.
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Repeal Severance Tax Breaks for O il and Gas
By Sarah Gorin, Equality State Policy Center June 12,2000

Since the beginning of fiscal year 1994. the people of Wyoming have lost over S48 million dollars in
severance tax breaks granted to our state's oil and gas industry on promises of greater - or at least 
sustained - production and employment. A new University of Wyoming study shows these promises were 
empty.

Over the past 15 years, the Wyoming Legislature has approved severance tax breaks - ranging from 33% 
to 75% - for several categories of oil production. Since 1993, it has also enacted a 67% break for certain 
categories of natural gas production.

Proponents of the tax breaks asserted they would result in increased production and employment, or 
would help preserve existing production and jobs. But no data was ever presented to support these 
assertions. They were upheld entirely by the lobbying power of the oil and gas industry and the 
willingness of a majority of legislators to accept the industry's assurances without evidence.

Thanks to an effort led by Senator Calc Case (R-S25, Lander), the evidence is finally in. Case 
successfully amended the most recent severance tax break legislation to include funding for a study to 
ask: Did the tax breaks trigger the well-advertised effect?

Part of that study has just been completed and released by a team of University of Wyoming economists, 
and the answer for oil and gas is: No. (The remainder of the study, focusing on coal, is in progress and 
will be completed by year's end.)

The UW economists created a oil and gas industry model capable of predicting the effects of 
changing tax rates. The model showed that cutting Wyoming's oil severance tax from 6% to 4% 
reduces the present value of oil severance tax revenues by 14%, while generating an increase in 
production of less than one-half of one percent (compared to a long-term "base case" of what 
would likely happen without any changes).

Similarly, a percentage point increase in the tax rate would still reduce production by less than one 
percent, but boost oil and gas severance tax collections by 17% compared to the base case.

One of the main reasons behind the minimal effect on production is that state taxes are deductible from 
federal taxes. A state tax break just means the producer pays more to the federal government. Thus the 
Wyoming Legislature sent oil and gas revenues to Washington. D.C. instead of to Cheyenne and to 
Wyoming's cities, towns and counties.

Second, because severance taxes are paid on oil and gas coming out of the ground, a severance tax break 
provides little incentive for the exploration and drilling activities that must come first.

Wyoming needlessly sacrificed just under S4.X million in oil and gas tax revenues for fiscal years 1994-99, This 
amount understates the loss because it does not include prior years vs hen the tax breaks were in place but there was 
no reporting.
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PRESENTATION ON 
ALASKA GAS PIPELINE PROJECT
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An economic research and consulting firm with offices in California (Los Angeles and 
Sacramento) and Texas (Houston and Austin)

We provide consulting services in various industries, including petroleum and natural gas 
regulated utilities, electricity, telecommunications, and computer software

We have worked for:

■ A number of state governments on energy-related matters, including the States 
of Alaska, California, Hawaii, Louisiana, New Mexico, New York, and Texas

■ Federal government agencies, including the Department of Justice, the Federal 
Trade Commission, the Department of the Interior, and the President’s Council 
of Economic Advisors

■ A number of foreign countries and international agencies, including the World 
Bank, Mexico, Nigeria, Turkey, and Tanzania on matters related to economic 
development and privatization of state-owned utilities

■ A number of companies in the petroleum and natural gas industries, including BP, 
Occidental Petroleum, ANR Pipeline, Koch Gateway Pipeline, Sempra Energy, KN 
Energy Corp., Lyondell-CITGO Refining, Total Petrochemicals U.S.A., Panhandle 
Eastern Corp., and ONEOK, Inc.



Senior Economist with Econ One Research, Inc.

Masters Degree in Economics from the Claremont Graduate School, with 17 years of 
experience consulting in the petroleum and natural gas industries

Has consulted with or served as an economic expert for the State of Alaska on a number 
of occasions, including:

■ Several severance tax matters involving the valuation of crude oil

■ Operation of the TAPS Quality Bank in proceedings before the FERC and Alaska PUC

■ Merger and antitrust investigations

■ Recent arbitration between State and ExxonMobil involving crude oil royalties

Consulted with the States of California, New Mexico, Texas, and Louisiana on economic 
issues related to the petroleum industry

Consulted with federal government agencies, including the Department of the Interior and the 
Federal Trade Commission

Co-author of two recent studies prepared for the Alaska Department of Natural Resources 
related to natural gas markets and royalty valuation issues



Ph.D. in Economics and Finance from the University of Chicago with over 30 years of 
experience working in the petroleum industry

Chief Economist for ARCO fiom 1975 to 1998

At ARCO, Dr. Finizza was in charge of petroleum price forecasting for the company’s Long 
Range Planning Process and conducted scenario-planning exercises with senior management 
responsible for investment decisions

Consulted with the California Energy Commission, the State of Hawaii, and the International 
Hydrogen Infrastructure Group (a consortium of private companies and the U.S. Department 
of Energy) on energy-related matters

Currently teaches forecasting and modeling at the University of California, Irvine

Published articles in Business Economics, The Journal o f Corporate Renewal, and The 
International Journal o f Forecasting

Senior Fellow with the U.S. Association for Energy Economics 

Former President of the International Association for Energy Economics

Economist working in conjunction with Econ One Research, Inc.



O i l  P r i c e  I s s u e s



•  P r o d u c e r s  a r e  u s i n g  $ 4 0  a s  a  p l a n n i n g  b a s e  c a s e  w i t h  $ 3 0  a s  a  

s t r e s s  p r i c e  c a s e .  M a j o r s  m a y  b e  u s i n g  a  s l i g h t l y  l o w e r  p r i c e  

r a n g e  t h a n  i n d e p e n d e n t s ,  b u t  a r e  m o v i n g  t h e i r  v i e w s  u p .

-  This range may actually be lower than their best estimate, but is 
consistent with their “prudent” planning approach

-  This range is consistent with recent observed oil asset purchases

•  T h i s  r a n g e  i s  c o n s i s t e n t  w i t h  p u b l i c l y  a v a i l a b l e  f o r e c a s t s  

a l t h o u g h  t h e  r e c e n t  E I A  A E O  2 0 0 6  i s  a b o v e  t h i s  r a n g e .  ( ~ $ 5 4 )

•  W h a t  r e a l l y  m a t t e r s  i s  w h a t  f o r e c a s t s  a r e  t h e  “ r i s k  t a k e r s ”  

u s i n g ?

F o r e c a s t e r s  h a v e  b e e n  h u m b l e d  ( a n d  w i l l  c o n t i n u e  t o  b e  

h u m b l e d )  b y  t h e i r  f o r e c a s t s

e c o n
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• F a c t o r s  S u g g e s t i n g  C o n t i n u e d  H i g h e r  P r i c e s  ( s h o r t - t e r m )

-  Strong oil demand, especially in China and rest of Asia
-  Growing Gap Between Global Demand and Global Non-OPEC 

Supply
• Non-OPEC oil supply cannot keep up with growing world demand 

permitting increase in OPEC’s market power

F a c t o r s  O p p o s i n g  H i g h e r  O i l  P r i c e s  ( l o n g - t e r m )

-  Conventional oil faces threat from alternative sources of liquids 
when prices are high

• Tar Sands: economic at ~$20-30 oil
• Coal Liquids: economic above $30/bbl
• Shale Oil: economic above $45-50/bbl

-  Penetration of Alternative Transportation Vehicles
• Oil’s key position in the transportation market will be eroded by Hybrid 

vehicles, Grid-Connected Hybrid vehicles, Fuel Cell Vehicles
-  A $10/bbl difference in oil prices is a $73 Billion increase in tota| 

consumer costs per year



W o r l d  L i q u i d s  P r o d u c t i o n  O u t l o o k

MBD) 
1 4 0  n

1 2 0

Liquids Demand

‘ t
- 3 0

Ot»EC

i \ r Non-OPEC Crude + Condensate

1 9 8 0 1 9 9 0 2 0 0 0 2 0 1 0 2 0 2 0 2 0 3
. •tc

Source: E x x o n M o b i l ,  T h e  O i i t l o o k  f o r  E n e r g y ,  D e c e m b e r  2 0 0 4



E l A ’ s  A n n u a l  E n e r g y  O u t l o o k  ( A E O )  -  J a n u a r y  2 0 0 6

-  Forecast of oil prices (through 2030, converted to WTI by Econ 
One)

-  Include Alternative scenarios, probabilistic forecasts developed by 
Econ One

I n t e r n a t i o n a l  E n e r g y  A g e n c y  ( P a r i s )  -  2 0 0 5  

R e u t e r s  P o l l  o f  1 8  O i l  A n a l y s t s  f o r  W T I  i n  2 0 1 0  ( M a r c h  2 0 0 6 )  

N Y M E X  F u t u r e s  m a r k e t

-  WTI oil contract traded since early 1980s



il Price O utlook -  El A  Annual

E I A  A E O  2 0 0 6  W T I  C r u d e  O i l  P r i c e  F o r e c a s t

Source : AEO 2 0 0 6  for B ase  C ase : Econ One for Probabilistic Variance.



I te r  n a t iv e  O il P r ic e  F o r e c a s ts  -  
e n te r s  P o l l  (M a rc h  10 , 2 0 0 6 )

Price Forecast for WTI in 2010 

Reuters Poll of 18 Oil Analysts

1 2 3 4 5 6 2 13 14 15 1 '  ia

Analyst Number

ource: Commodities Weekly, Deutsche Bank, 10 March 2006
S .. • > 'jff k
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Producers have been “burned” by forecasts of high oil prices in the 
past 
Producers will test their projects against a price path that is below their 
“Most Likely” view
- They use the “official price view” as a speed limit to signal caution
- By “high-grading,” they will have a suite of projects resilient to price risk
- Their price view lags the current market price by as much as 5-7 years as 

prices rise, and by 2 years as prices fall.
- Current view might be: $35-40/barrel
- Producers will also “s t re s s” test their projects at $30/barre!

The consequences of error are not symmetrical
- If a producer underestimates the future path of prices, they will not 

undertake high risk projects and their returns will skyrocket (the current 
situation relative to a few years ago)

- If a producer overestimates the future path of prices, they will be scorned 
by Wall Street and investors (their position in the late 1990s)

- They will “m iss” opportunities, but these m isses will not be fully 
“penalized” by the market



Marubeni acquisition (2/23/06) of Pioneer GOM assets: ~ $40 

Norsk Hydro acquisition (9/19/05) of Spinnaker Exploration: -$35 

Statoil acquisition (4/28/05) of EnCana’s Deepwater GOM: -  $30



•  E n e r g y  I n f o r m a t i o n  A d m i n i s t r a t i o n  ( U S  D O E )

•  P o l l s  o f  “ e x p e r t s ”  -  S o c i e t y  o f  P e t r o l e u m  E v a l u a t i o n  E n g i n e e r s
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1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 997 1998 1939 2000 2001 2002 2003 2004 20051985 1986

Year of A EO e c o n

ElA's Annual Energy Outlook 
Forecast Evaluation

• Actual 
AEO 1986 

— — AEO 1989* 
AEO 1992

* AEO 1995
~ A E O  1998 
—• —AEO 2001 
— — AEO 2004 
— — AEO 2005



5  521.00
*10.00

511.00 -
1994 1995 1996 1997 I 996 1999 2000 2001 202 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

M M U M l/A P K II  21104 A. I I I S I D H I C  1(1 U1 C AS IS

- OIL

A c tu a l 2004 P rice  m ru  M ay 15, 2004

$1700
01600
$13.00
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•  W i t h o u t  A N W R  o p e n i n g ,  e x p e c t a t i o n  o f  l a r g e  o i l  d i s c o v e r i e s  a r e  

u n l i k e l y ,  d u e  t o  t h e  F i e l d  S i z e  D i s t r i b u t i o n  o f  r e m a i n i n g  

e c o n o m i c  r e s e r v e s

•  A t  l o w  p r i c e s ,  2 5 / 2 0  h e l p s  e x p l o r e r  m o r e  t h a n  2 0 / 2 0

•  I n c e n t i v e s  a r e  r e q u i r e d  a t  l o w  p r i c e s  ( s a y ,  $ 7 3  M ,  a l t h o u g h  

a l t e r n a t i v e  a p p r o a c h e s  c o u l d  w o r k  a s  w e l l ,  e . g .  “ p r o d u c t i o n  t a x  

h o l i d a y ” )

-  “Sunset” provision in tax free barrel allowance in Senate CS not 
likely to provide incentive due to long-lived exploration-production 
cycle

•  A t  l o w  p r i c e s ,  2 0 / 2 0  a n d  2 5 / 2 0  p r e f e r r e d  o v e r  S Q ,  i n  o r d e r  t o  

i n c e n t  e x p l o r a t i o n



Exploration
and

Appraisal
Period

Development
Capital

Production Phase

-► ■+-

4 years 3 years

I
5-20+ years

Economic Limit

“Sunset” Provision in Senate CS for Tax Free Barrels 
(if New Exploration follows this pattern)



U n d i s c o v e r e d  T e c h n i c a l l y  R e c o v e r a b l e  O i l  R e s e r v e s

Central 
North Slope

ANWR

Mean Estimate of Reserves 
(Billions of barrels)

4.0 10.4

Amount in Fields Over 1 B Barrels 0% 22%

Amount in Fields Over 500 M Barrels 2% 43%

Amount in Fields Smaller than 64 M Barrels 51% 1%

Note: Not all these reserves are economic

Source: USGS
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Technically Recoverable Reserves 
Central North Slope 

(no ANWR)

□  P20 

■  Mean

□  P80

100 150

Field Size (M illions  o f Barrels)









Size of Field Percent

50 MMB 60%

100 MMB 25%

150 MMB 10%

500 MMB 5%



C a l c u l a t e  t h e  N e t  P r e s e n t  V a l u e  o f  a l l  o u t c o m e s ,  w e i g h t e d  b y  

t h e  e x p e c t a t i o n  o f  t h e  o u t c o m e  

E M V =  N P V  ( a  s u c c e s s f u l  d e v e l o p m e n t  p r o j e c t )  x  ( C h a n c e  o f  

h i t t i n g  o i l )  l e s s  N P V  ( c a s h  f l o w  f r o m  u n d e r t a k i n g  e x p l o r a t i o n )

Expend Exploration Capital
5:6 (83.3%) chance Ss\ ^  1:6 (16.7%) chance*

^  Hit OilDry Hole
Develop field

Negative Cash Flow: 
Exploration expenditures 
less government credits, 

allowances, tax sheltering

Positive Cash Flow (Hopefully):
Wellhead revenue less Royalty, 
PPT, Property Tax, Development
CAPEX and OPEX, SIT, FIT, and 

adjusted for government credits, 
allowances, tax sheltering

*The experience in Alaska from 1994-2003 is 17.9% according to Wood Mac GOGRR 2004



Cash Flow From 
Exploration

100% of Time

Cash Flow From 
Development 

and Production

16.7% of Time



Say the chance of drilling a 
successful well is 1-in-6, or .167

An explorer will want to mitigate 
the risk of failure by drilling 
more wells. (Possibly shared.)

The chance of failure with one 
well is 333 (=1-.167), The- 
chance of failure with a 6 well 
program is .334 (=.833A6)

An explorer can drill six wells 
with an e x p e c t e d  n u m b e r  of 
s u c c e s s f u l  wells  = 1.0

No. of 
S u c c e s se s

C hance Expected
Value

0 .3341 0

.4019 .4019

.2015 .4030

.0538 .1614

.0081 .0324

.0007 .0033

.0001 .0078

Total 1 .0 0 0



SQ ELF 20/20 25/20
a Revenue 0 0 0
b CAPEX 120 120 120
c Production Tax 0 -24 -30
d

a-b-c+d

Tax Credit

•-v.Ŝ* i£V**'' ->K 1 if M #~r7>T-1 • - .o-Tj
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c-d
State Revenue 

(pre SIT'FIT) 0 -48 -54
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W i t h o u t  $ 6 0  M  A l l o w a n c e

Explorer NCF NPV10

Price (Real $2006) 20/20 25/20 SQ

$ 30 -37.4 -36.1 -79.8

$ 4 0 44.5 40.7 22.6

$ 50 126.3 117.4 124.9

Total S tate R evenues ($M) NPV10

$ 30 -0.4 -2.5 68.8

$ 4 0 64.5 70.7 100.3

$ 50 1
. J

129.4 143.9 131.7



W i t h  $ 6 0  M  A l l o w a n c e

Explorer NCF NPV10
Price (Real $2006) 20/20 25/20 SQ
$ 30 -13.8 -6.6 -79.8
$40 72.6 75.9 22.6
$ 50 154.7 152.9 124.9

Total State Revenues ($M) NPV10
$ 30 -38.9 -50.7 68.8
$40 18.5 13.2 100.3
$ 50 83.0 86.0 131.7
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W ithou t $60 M A llow ance
Explorer NCF NPV10

Price (Real $2006) 20/20 25/20 SQ
$30 -35.5
$40 147.4
$ 50 330.4

Explorer IRR
$30 8.6
$40 15.3
$ 50 21.0

Total State Revenues ($M) NPV10
$ 30 137.7
$40 198.4
$ 50 259.0

W
a>
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Without $60 M Allowance
Explorer NCF NPV10

Price (Real $2006) 20/20 25/20 SQ
$30 5.1 3.3 -35.5
$40 149.7 138.9 147.4
$50 294.3 274.5 330.4

Explorer IRR
$30 10.3 10.2 8.6
$40 17.1 16.9 15.3
$50 22.7 21.0 21.0

Total State Revenues ($M) NPV10
$30 51.2 54.0 137.7
$40 165.7 183.4 198.4
$ 50 280.3 312.7 259.0

e c o n



With $60 M Allowance
Explorer NCF NPV10

Price (Real $2006) 20/20 25/20 SQ
$30 30.4 34.9 -35.5
$40 178.8 175.3 147.4
$50 323.8 311.1 330.4

Explorer IRR
$30 11.5 11.8 8.6
$40 18.2 18.3 15.3
$ 50 23.7 23.7 21.0

Total State Revenues ($M) NPV10
$ 30 9.9 2.5 137.7
$40 118.2 124.0 198.4
$ 50 232.2 252.5 259.0





WTI Price ($2006) House CS SQ

20/20/$73M  S enate  CS



Producer Net Cash Flow 
NPV 10

House CS 

* -2 0 /2 0 /6 0 /0

W TI Price ($2006)



T o t a l  S t a t e  R e v e n u e  N P V 1 0

H o u s e  C S  

2 0 /2 0 /6 0 /0

W T I P ric e  ($ 2 0 0 6 )



Producer Net Cash Flow 
NPV10

♦ -  2 0 /2 0 /6 0 /0  

*  2 5 /2 0 /6 0 /0



T o t a l  S t a t e  R e v e n u e s  

N P V  1 0

W T I P rice  ($2006 )

-*—  2 0 /2 0 /6 0 /0  

2 5 /2 0 /6 0 /0

[e c o n

ONE



F o r  e a c h  n e w  f i e l d  g i v e  a  “ T a x  H o l i d a y ”  f r o m  t h e  P P T  f o r  t h e  

f i r s t  1 0  m i l l i o n  b a r r e l s  o f  p r o d u c t i o n

T h i s  p r o v i d e s  a n  i n c e n t i v e  f o r  n e w  e x p l o r a t i o n

-  Improves producers cash flow in the early stages of the production 
process

-  Producer s cannot seek royalty relief if they opt for the “Tax 
Holiday”

A l s o  p r o v i d e s  i n c e n t i v e  t o  p u t  t h e  f i e l d  o n  e a r l y

T h i s  t a x  h o l i d a y  i s  N O T  a p p l i e d  t o  e x i s t i n g  f i e l d s

T h e  f i s c a l  i m p a c t  o n  t h e  S t a t e  o f  A l a s k a  w i l l  b e  f e l t  a f t e r  t h e  f i e l d  

i s  p r o d u c i n g ,  e . g .  s e v e n  y e a r s  a f t e r  e x p l o r a t i o n  s t a r t s
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•Yearly  Tax Free P ro d u c tio n  (m m b)
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C u m u l a t i v e  P r o d u c t i o n  
1 0 0  M M B  F i e l d

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23  24 25  26

Years From Start of Exploration



Producer Cash Flow  
NPV10

20/20/10 M Bbl Forgiveness 

20/20/$73 Million Allowance 
SQWTI Price ($2006)



Tota l S tate Revenues  
N P V 1 0

$30.00 $40.00 $50.00 $60.00 $70.00 $80.00

WTI Price ($2006)

-♦—20/20/10 M Bbl Forgiveness 
20/20/$73 Million Allowance 
SQ

i
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P r o d u c e r s  m a y  l o o k  a t  r e s u l t s  o n  a  p r o b a b i l i s t i c  b a s i s  

S u p p o s e  t h e i r  v i e w  o f  f u t u r e  W T I  p r i c e s  i s :

- Mean (Most Likely) of $40
- P20 of $25, P80 of $55 (i.e. $40 ± $15)



Producer IRR 
Distribution of Results

■PPT(House CS) 
SQ

Percentile

IRR PPT SQ

Median
(P50)

17.2% 13.7%

P20 9.5% 5.0%

PPT SQ

Chance IRR < 12% 30% 45%

Chance IRR < 15% 40% 55%



Total State Revenues NPV10 
D istribution o f Results

Percentile •

P P T  ( H o u s e  C S )  

S Q

Total State PPT SQ
Revenues

NPV10
($M)

Median 89 180
(P50)
P20 -38 107

r i

PPT SQ

Chance Total State 
Revenues <0

30% 1%



on

Without ANWR opening, expectation of large oil discoveries are 
unlikely, due to the Field Size Distribution of remaining economic 
reserves

At low prices, 25/20 helps explorer more than 20/20

Incentives are required at low prices (say, $73 M, although alternative 
approaches could work as well, e.g. “production tax holiday”)
- “Sunse t” provision in tax free barrel allowance in Senate CS not likely to 

provide incentive due to long-lived exploration-production cycle

At low prices, 20/20 and 25/20 preferred over SQ, in order to incent 
exploration

Exploration is still a risky business. Probabilistic results using 
“Industry View” of oil prices yields smaller chance of a “losing IRR” 
under PPT than under SQ. Higher chance of “loss” for State under PPT.

• Under either a 20/20 or 25/20 program, remaining reserves are 
economic, except for low prices (<$30?)
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Source: Historical: Alaska Department of Revenue,

Historical ; Projected Status Quo

FY 2007-2030 
Average: 

4.9%

FY 2007-2011 
Average: 

7.1%

FY 2007-2016 
Average: 

6.3%

1977-2005
Average:

12.0%
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Projected Effective Severance Tax Rates* by Field



Effective Tax Rates and Wellhead Prices Over Time
(All North Slope Fields) . , , r  "

58

20.0%

17.5%

15.0%

S 12.5%

10.0%

7.5%

5.0%

2.5%

0.0%

I .-4,





Effective Tax R
(Kuparuk Field)

20.0%

17.5%

$60

Source: Alaake Department of Revenue.
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5-Year Average (FY 2007-2011) 10-Year Average (FY 2007-2016) 24-Year Average (fY  2007-2030) *■ ■r \ ■
t v , i

e c o n
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" Includes NGLs.

Source: Alaska Department of Revenue.
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FY 2007-2011 FY 2007-2016 FY 2007-2030

Total Difference from SQ (SMillion) $3,417 $7,471 $17,971

Annual Average Difference from SQ (SMillion) $683 $747 $749

PPT Effective Tax Rate (Percent) 12.2% 12.4% 12.6%

SQ Effective Tax Rate (Percent) 7.1% 6.3% 4.9%

.7 ; ' 2
* > Calculated from July 200«; include* e-yMr MMH
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C h a n g e  i n  { P r o j e c t e d  T a x e s  U n d e r  a  2 0 / 2 0  T a x  

D O R  F o r e c a s t  P r o d u c t i o n  ( F Y  2 0 0 7 - 2 0 3 0 ) *

64

.'for.

EtA WTI Price Forecast: Fixed $40 FY2007-2011 FY2007-2016 FY2007-2030
Base Low High ANS Price B eakeven Breakeven Breakeven

Average ANS Price in Reel 2006 Dollars: $52.70 S33.40 S70.00 $-10.00 S30.40 $28.50 $26.80

FY 2007-2011
Total Dillerence from Status Quo (Million 2006$) $3,417 S2.459 $4,637 $1,673 SO - -

Annual Average Difference from Status Quo (Million 2006S) $683 S492 $927 S335 so - -

PPT Effective Tax Rate (Percent) 12.2% 11.4% 13.2% 10.7% 7.2% - -

Status Quo Effective Tax Rate (Percent) 7.1% 7.2% 7.1% 7.1% 7.2% • -

FY 2007-2016

Total Difference from Status Quo (Million 2006S) $7,471 S3.614 $11,688 $4,156 $0

Annual Average Difference from Status Quo (Million 2006$) $747 S361 S1.169 $416 - so -

PPT Effective Tax Rate (Percent) 12.4% 10.3% 13.8% 10.8% - 6.3% -

Status Quo Effective Tax Rate (Percent) 6.3% 6.5% 6.2% 6.3% - 6.3% -

FY 2007-2030
Total Difference from S'atus Quo (Million 2006$) $17,971 $4,824 S30.262 $9,796 SO

Annual Average Difference from Status Quo (Million 2006$' $749 $201 $1,261 S408 - * so
PPT Effective Tax Rate (Percent) 12.6% 8.7% 14.5% 10.6% * - 5.0%

Status Quo Effective Tax Rate (Percent) 4.9% 5.4% 4 7% 4.9% - - 5.0%

* Calculated from July 2009; Indudoa 6-yoar transition (100% 2001*2009) and $73 Million exemption over 7 companies; volumea per DOR Fall 2005 forecast with Oooguruk projection.
‘ • *, . . ‘ . • v :  • ■■■ : ;  .



C h a i . - j e  i n  P r o j e c t e d  T a x e s  U n d e r  u  2 0 / 2 0  T a x  w i t h

C o s t s  I n c r e a s e d  b y  2 0 %

D O R  F o r e c a s t . P r o d u c t i o n  ( F Y  2 0 0 7 - 2 0 3 0 )

EIA WTl Price Forecast: Fixed S40 FY2007-2011 FY2007-2016 FY2007-2030
Base Low Higti ANS Price Breakeven Breakeven Breakewn

Average ANS Price in Real 2006 Dollars: 552.70 533.40 $70.00 $■10.00 $34.80 $32.50 $30.50

FY 2007-2011

Tolal Difference from Slatus Quo (Million 2006S) 52,659 LI.701 $3,878 $915 so -

Annual Average Difference from Status Quo (Million 2006S) 5532 $340 $776 S183 SO -

PPT Effective Tax Rate (Peicent) 11.1% 10.1% 12.2% 9.1% 7.1% -

Slatus Quo Effective Tax Rate (Percent) 7.1% 7.2% 7.1% 7.1% 7.1% -

FY 2007-2016

Total Difference from Slatus Quo (Million 200GS) S6,002 $2,145 $10,219 S2.687 * $0 -

Annual Average Dilference from Slatus Quo (Million 2006S) 5600 S214 $1,022 S269 - $0 •

PPT Effective Tax Rate (Percent) 11.2% 8.8% 12.9% 9.2% - 6.3% -

Status Qun Effective Tax Rale (Percent) 6.3% G.5% 6.2% 6.3% - 6.3% *

FY 2007-2030

Tolal Difference from Slatus Quo (Million 2006$) 515,221 S2.129 S27.511 $7,046 $0

Annual Average Difference from Slatus Quo (Million 2006$) S634 S89 SI 146 $294 so

PPT Effective Tax Rate (Percent) 11.5% 6 8% 13.6% 9 0% • 4.9%

Status Quo Effective Tax Rate (Percent) 4.9% 5 4% 4 7% 4 9% - 4.9%

e c o n

v -  I ' ' . . ••• s  *  y '  f  '■ ^  :
* Calculated from July 2006; Include# 6-year tranaltlon (100% 2001-2005) and $-73 Million exemption over 7 companlea; volumee per DOR Fall. 2005 Forecaat with Oooguruk projection. <
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oo <m o  o  oo  o  o
CM CM CM

CO CD OCM CM COo  o  oCM CM CM

FY 2 0 0 7 -2 0 1 1 FY 2 0 0 7 -2 0 1 6 FY 2 0 0 7 -2 0 3 0

T o ta l  D i f f e r e n c e  f r o m  S Q  (SM illion) $ 5 ,8 1 6 $ 1 1 ,9 6 8 $ 2 6 ,5 5 5

A n n u a l  A v e r a g e  D i f f e r e n c e  f r o m  S Q  (SM illion) $ 1 ,1 6 3 $ 1 ,1 9 7 $ 1 ,1 0 6

P P T  E f f e c t iv e  T a x  R a t e  ( F e r c e n t ) 1 5 .8 % 1 6 .0 % 1 6 .4 %

S Q  E f f e c t iv e  T a x  R a t e  ( P e r c e n t ) 7 .1 % 6 .3 % 4 .9 %

‘ Calculated from July 2006;
v  , ! T  i .......... ij ■ <i ■’ ■■ . ‘ . . .



C h a n g e  i n  P r o j e c t e d  T a x e s  U n d e r  a  2 5 / 2 0  T a x  

D O R  F o r e c a s t  P r o d u c t i o n  ( F Y  2 0 0 7 - 2 0 3 0 ) *

EIA WT1 Price Forecast:
Base Low High

Average ANS Price in Real 2006 Dollars: $52.70 $33.40 $70 00

Fixed $40 
ANS Price

$•10.00

FY2007-2011 
Breakeven

$26.40

T Y2007-2m6 FY2007-2030
Breakeven Breakeven

$25.10 $24.10

FY 2007-2011

Total Difference from Status Quo (Million 2006S) $5,616 54,480 S7.492 $3,283 so • -

mm Annual Average Difference from Status Quo (Million 2006S) $1,163 $896 S1.498 $657 so - -

PPT Effective Tax Rato (Percent) 15.8% 14.8% 16.9% 14.1% 7.2% - -

Status Quo Effective Tax Rate (Percent) 7.1% 7.2% 7.1% 7.1% 7.2% - -
u
■

FY 2007-2016

Total Difference from Status Quo (Million 2006S) $11,068 $6,740 $17,656 $7,317 - SO -

Annual Average Difference fro. < Status Ouo (Million 2006S) $1.197 S674 $1,766 S732 - so -

PPT Effective Tax Rate (Percent) 16.0% 13.6% 17.7% 14.2% - 6.3% -

H Status Quo Effective Tax Rate (Percent) 6.3% 6.5% 6.2% 6.3% * 6.3% -

FY 2007-2030

Toial Difference from Status Quo (Million 2006S) S2F.555 S9.286 $42,717 $15,610 so

Annual Average Difference from Status Quo (Million 2006$) $1,106 S387 S i,780 S650 * - $0

PPT Effective Tax Rate (Percent) 16.4% 11.7% 18.5% 14.0% - * 5.0%

Slatus Quo Effective Tax Rate (Percent) 4.9% 5.4% 4.7% 4.9% - - 5.0%

e c o n

ONE
' * Calculated from July 2006; Include* 6*y#ar transition (100% 2001*2003) and $73 Million exemption over 7 companies; volumes par DOR Fall 2005 Forecast with Ooogiiruk projection, f

(/•I « fT*Vi. »’*



I t
C h a r g e  i n  P r o j e c t e d  T a x e s  U n d e r «  2 5 / 2 0  T a x  w i t h  

C o s t s  i n c r e a s e d  b y  2 0 %  /

% ,  D O R  F o r e c a s t  P r o d u c t i o n  ( F Y  2 0 0 7 - 2 0 3 0 ) *

EIA WT1 Price Forecast: 
Base Low High

Fixed S40 
ANS Price

FY2007-2011
Breakeven

FY2007-2016
Breakeven

FY2007-2030
Breakeven

Average ANS Price in Real 2006 Dollars: S52. 70 $33.40 $70.00 S40.00 $30.10 $28.60 $27.30

FY 2007-2011

Total Diflerence from Status Quo (Million 2006S) $4,938 S3,602 S6.614 $2,405 SO

Annual Average Difference from Status Ouo (Million 2006S) S988 $720 51,323 $481 so * -

PPT Effective Tax Rate (Percent) 14.5% 13.3% 15.8% 12.2% 7.2% - -

Status Quo Effective Tax Rate (Percent) 7.1% 7.2% 7.1% 7,1% 7.2% - -

FY 2007-2016

Total Difference from Slatus Quo (Million 2006S) $10,268 $5,040 $15,956 S5.617 so

Annual Average Difference from Status Quo (Million 2006$) $1,027 S504 S1.596 S562 - so -

PPT Effective Tax Rate (Percent) 14.6% 11.8% 16.6% 12.4% - 6.3% -

Status Quo Effective Tax Rate (Percent) 6.3% 6.5% 6.2% 6.3% 6.3% -

FY 2007-2030

Total Difference from Status Quo (Million 2006$) $23,371 S6.110 $39,533 S12.426 so

Annual Average Diflerence from Status Quo (Million 2006$) $974 S255 $1,647 S518 - - SO

PPT Effective Tax Rate (Percent) 15.0% 9.5% 17.5% 12.1% - - 4.9%

Status Quo Effective Tax Rate (Percent) 4.9% 54% 4.7% 4.9% - • 4.9%



$1,000
Price: EIA Base Forecast; ANS = $52.70 Real Average
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FY 2 0 0 7 -2 0 1 1 FY 2 0 0 7 - 2 0 1 6 FY 2 0 0 7 -2 0 3 0

T o ta l  D i f f e r e n c e  f r o m  2 0 /2 0  P P T  T a x  (SM illion) $ 2 ,3 9 8 $ 4 ,4 9 7 $ 8 ,5 8 4

A n n u a l  A v e r a g e  D i f f e r e n c e  f r o m  2 0 /2 0  P P T  T a x  (SM illion) $ 4 8 0 $ 4 5 0 $ 3 5 8

2 5 /2 0  P P T  E f f e c t iv e  T a x  R a t e  ( P e r c e n t ) 1 5 .8 % 1 6 .0 % 1 6 .4 %

2 0 /2 0  P P T  E f f e c t iv e  T a x  R a t e  ( P e r c e n t ) 1 2 .2 % 1 2 .4 % 1 2 .6 %

e  c  o  n



' D i f f e r e n c e  i n  P r o j e c t e d  T a x e s  B e t w e e n  la  2 5 / 2 0  a n d  a  2 0 / 2 0  T a x  

.  D O R  F o r e c a s t  P r o d u c t i p n  ( F Y  2 0 0 7 - 2 0 3 0 )

E1A WTI Price Forecast:
Base Low High

A vcrogo ANS Prico in Real 2006 Dollars: S52.70 $33.40 $70.00

Fixed S40 
ANS Price

S40.00

FY2007-2011 FY2007-2016 FY2007-2030 
Breake\«n Breakeven Breakeven

FY 2007-2011

Total Difference from 20/20 PPT Tax (Million 2006S) $2,398 S2.021 S2.855 S1.610

Annual Average Difference from 20/20 PPT Tax (Million 2006S $480 S404 S571 S322 - - -

25/20 PPT Effective Tax Rate (Percent) 15.8% 14.8% 16.9% 14.1% - - -

20/20 PPT Effective Tax Rate (Percent) 12.2% 11.4% 13.2% 10.7% - - -

FY 2007-2016

Total Difference from 20/20 PPT Tax (Million 2006S) $4,497 53,126 55,969 S3.162

Annual Average Difference from 20/20 PPT Tax (Million 2006S $450 5313 S597 S316 - - -

25/20 PPT Effective Tax Rate (Percent) 16.0% 13.6% 17.7% 14.2% - • -

20/20 PPT Effective Tax Rate (Percent) 12.4% 10.3% 13.8% 10.8% - - -

FY 2007-2030

Tolal Difference from 20/20 PPT Tax (Million 2006S) $8,584 S4.462 512,455 S5.814

Annual Average Difference from 20/20 PPT Tax (Million 2006S $358 5186 S519 S242 - - -

25/20 PPT Effective Tax Rate (Percent) 16.4% 11.7% 18.5% 14.0% - - -

20/20 PPT Effective Tax Rate (Percent) 12.6% 3.7% 14.5% 10.6% - - -
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C h a n g e  i n  P r o j e c t e d  T a x e s  U n d e r  t h e  H o u s e  R e s o u r c e s  C S  

D O R  F o r e c a s t  P r o d u c t i o n  ( F Y  2 0 0 7 - 2 0 3 0 ) *  '

800
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Price: EIA Base Forecast; ANS = $52.70 Real Average

FY 2007-2011 FY 2007-2016 FY 2007-2030

Total Difference from SQ (SMillion) $5,823 $11,578 $31,386

Annual Average Difference from SQ (SMillion) $1,165 $1,158 $1,308

PPT Effective Tax Rate (Percent) 15.8% 15.7% 18.4%

SQ Effective Tax Rate (Percent) 7.1% 6.3% 4.9%

'v.'r-f. ‘iV .  J ^  . ‘ \  . • 1 • - ■ ' * ' * J"
• Calculated from  April 2006; $60 M illion exemption over 8 companies fo r 10 years; volumes per DOR Fall 2005 Forecast w ith  Oooguruk projection.

ONE



EIA WTI Price Forecast: 
Base Low High

Fixed S40 
ANS Price

FY2007-2011
Breakeven

FY2007-2016
Breakeven

FY2007-2030
Breakeven

Average ANS Price in Real 2006 Dollars: S52.70 $33.40 $70.00 S40.00 $30.30 $28.30 $25.40

FY 2007-2011

Total Difference from Status Quo (Million 2006S) $5,823 S3,794 S8.602 S1.703 SO

Annual Average Difference from Status Quo (Million 2006S) $1,165 S759 51,720 S341 SO - -

House Resources CS Effective Tax Rate (Percent) 15.8% 13.7% 18.4% 10.7% 7.2% - -

Status Quo Effective Tax Rate (Percent) 7.1% 7.2% 7.1% 7.1% 7.2% - -

FY 2007-2016

Total Difference from Status Quo (Million 2006S) $11,578 S4.993 $21,512 $4,310 SO

Annual Average Difference from Slatus Quo (Million 2006S) $1,158 5499 S2.151 S431 - SO -

House Resources CS Effective Tax Rate (Percent) 15.7% 11.8% 20.3% 10,9% - 6.3% -

Status Quo Effective Tax Rate (Percent) 6.3% 6.5% 6.2% 6.3% - 6.3% -

FY 2007-2030

Total Difference from Status Quo (Million 2006$) $ 31,386 S7.186 S75.604 SI 3,246 $0

Annual Average Difference from Slatus Quo (Million 2006$) $1,308 S299 S3,150 $552 • • SO

House Resources CS Effective Tax Rate (Percent) 18.4% 10.3% 29.2% 12.6% - - 5.0%

Status Quo Effective Tax Rate (Percent) 4.9% 5.4% 4.7% 4.9% - - 5.0%
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EIA WTI Price Forecast: 
Base Low

Average ANS Price in Real 2006 Dollars: 552.70 533.40

High 

570.00

Fixed S40 
ANS Price

540.00

FY2007-2011
Breakeven

$34.60

FY2007-2016
Breakeven

$32.30

FY 2007-2016

Tolal Difference from Status Quo (Million 2C06S)

Annual Average Difference from Status Quo (Million 2006S) 

House Resources CS Effective Tax Rate (Percent)

Status Quo Effective Tax Rate (Percent)

S3.524 S20.043 S2.841 - SO

S352 S2.004 S284 - so

10.2% 19.3% 9.3% - 6.3%

6.5% 6.2% 6.3% - 6.3%

FY2007-2030
Breakeven

$29.00

FY 2007-2011

Total Difference from Status Quo (Million 2006S) $5,064 S3,035 S7.843 S944 SO

Annual Average Difference from Status Quo (Million 2006S) $1,013 S607 S1.569 S189 SO - -

House Resources CS Effective Tax Rale (Percent) 14.7% 12.4% 17.4% 9.1% 7.1% - -

Status Quo Effective Tax Rale (Percent) 7.1% 7.2% 7.1% 7.1% 7.1% - -

FY 2007-2030

Total Difference from Status Quo (Million 2006S) $28,635 S4.435 572,854 S10.496 SO

Annual Average Difference from Status Quo (Million 2006S) $1,193 S185 S3,036 S437 - - so

House Resources CS Effective Tax Rate (Percent) 17.3% 8.4% 28.3% 11.0% - - 4.9%

Status Quo Effective Tax Rale (Percent) 4.9% 5.4% 4.7% 4.9% - - 4.9%

Calculated from April 200
■ ». • t *f

/earn; volumes par d o r  Fall 2ti05 Ft
* * ' •» • ■ *



D i f f e r e n c e  i n  P r o j e c t e d  T a x e s  B e t w e e n  t h e  H o u s e  R e s o u r c e s  C S 1 

a n d  a  2 0 / 2 0 *  T a x  . • * ;  *

D O R  F o r e c a s t  P r o d u c t i o n  ( F Y  2 0 0 7 - 2 0 3 0 )
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FY 2007-2011 FY 2007-2016 FY 2007-2030

Total Difference from 20/20 PPT Tax (SMillion) $2,405 $4,107 $13,415

Annual Average Difference from 20/20 PPT Tax (SMillion) $481 $411 $559

House Resources CS Effective Tax Rate (Percent) 15.8% 15.7% 18.4%

20/20 PPT Effective Tax Rate (Percent) 12.2% 12.4% 12.6%

e c o n

• S ’ R F S S f l S l ? ' - * r n  . , 1H 1*  I l l t l l .
| *Cilcul*Ud from April JOto; $«0 Million Mtmptlon over 8 comp«nl«» for 10 y*in; volumw p*r DOR Fill 200S Forecast with Oooguruk projtctlon. ° .- ■ ■ U H mKT ''

■ * Calculated ftom July 2006; Include* ••year transition (100% 2001-2009) and $73 Million exemption over 7 comiMnlM; volume* par OOR Fall 200$ Forecast with Oooguruk projection. \ ^  ■ > v .S



s e  R e s e s C S 1

EIA WTI Price Forecast: 
Base Low High

Fixed S40 
ANS Pnce

FY2007-2011
Breakeven

FY2007-2016
Breakeven

FY2007-2030
Breakeven

Average ANS Price in Real 2006 Dollars: S52. 70 S33.40 $70.00 S40.00 - - -

FY 2007-2011

Total Difference from 20/20 PPT Tax (Million 2006S) $2,405 51,335 53,965 S29

Annual Average Difference from 20/20 PPT Tax (Million 2006S $481 Fi.67 S793 56 - - -

House Resources CS Effective Tax Rale (Percent) 15.8% 13.7% 18.4% 10.7% - - -

20/20 PPT Effective Tax Rate (Percent) 12.2% 11.4% 13.2% 10.7% - - -

FY 2007-2016

Total Difference from 20/20 PPT Tax (Million 20065) $4,107 $1,380 59,824 S154

Annual Average Difference from 20/20 PPT Tax (Million 2006S $411 5138 5982 515 - - -

House Resources CS Effective Tax Rate (Percent) 15.7% 11.8% 20.3% 10.9% - - -

20/20 PPT Effective Tax Rate (Percent) 12.4% 10.3% 13.8% 10.8% - - -

FY 2007-2030

Total Difference from 20/20 PPT Tax (Million 2006S) $13,415 52.362 545.342 S3,450

Annual Average Difference from 20/20 PPT Tax (Million 2006S $559 S98 S1.889 S144 - - -

House Resources CS Effective Tax Rate (Percent) 18.4% 10.3% 29.2% 12.6% - - -

20/20 PPT Effective Tax Rate (Percent) 12.6% 8.7% 14.5% 10.6% - - -

' Calculated friom April 2006; $60 Million axompttpn over 9 comptwio* for 10 ytara; volum** p«r DOR Fall 2009 Fortcyst with Oooguruk projtctlon.
.■ • •* C*lcul*t»d from July 2008; Include* 6-year trantlUon (lbo.%.2001-2005) and $73 Million dtwnpilon over 7 companle*; yoluma* par DOR Pall 2008 Foracaal with Oooguruk projection.
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Price: EIA Base Forecast; ANS = $52.70 Real Average
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v- CM CO i n co c o cn CO h* 00
CM CM CMO O O
CM CM CM

c n  OCM COO O
CM CM

FY 2007-2011 FY 2007-2016 FY 2007-2030

To ta l D iffe rence  from  SQ (SMillion) $7,955 $16,061 $38,179

A nnua l A ve rage  D iffe rence  from  SQ (SMillion) $1,521 $1,606 $1,591
Senate  R esou rces  CS E ffe c tive  Tax Rate (Percent) 19.0% 19.3% 21.4%

SQ E ffe c tive  Tax Rate (Percent) 7.1% 6.3% 4.9%
e c o n



EIA WTl Price Forecast: 
Base Low High

Fixed 540 
ANS Price

FY2007-2011 
Breakeven

FY2007-2016
Breakeven

FY2007-2030
Breakeven

Avorago ANS Prico in Real 2006 Dollars: $52.70 $33.‘10 $70.00 S‘10.00 $28.30 $25.50 $23.10

FY 2007-2011

Tolal Difference from Status Quo (Million 2006S) $7,955 55,716 510,644 S2.909 SO

Annual Average Difference from Slatus Quo (Million 2006S) $1,591 $1,143 C2.129 S582 SO - -

Senate Resources CS Effective Tax Rate (Percent) 19.0% 17.0% 21.1% 13.3% 7.2% - -

Status Quo Effective Tax Rate (Percent) 7.1% 7.2% 7.1% 7.1% 7.2% * -

FY 2007-2016

Total Difference from Status Quo (Million 2006S) $16,061 S8.192 S25.540 57,641 SO

Annual Average Difference from Status Quo (Million 2006S) $1,606 S819 S2.554 5764 * SO *

Senate Resources CS Effective Tax Rate (Percent) 19.3% 15.2% 22.9% 14.6% - 6.3% -

Status Quo Effective Tax Rale (Percent) 6.3% 6.5% 6.2% 6.3% - 6.3% -

FY 2007-2030

Tolal Difference from Status Quo (Million 2006S) $38,179 512.112 S68.505 S19.417 SO

Annual Average Difference from Status Quo (Million 2006S) $1,591 S505 52.854 S809 - - SO

Senate Resources CS Effective Tax Rate (Percent) 21.4% 13.6% 26.9% 16.2% - - 5.0%

Status Quo Effective Tax Rale (Percent) 4.9% 5.4% 4.7% 4,9% - - 5.0%

. ■ ?
• Calculated from A|prll 2000; Include* lrintlUon (50% of cap** ovb

• *. f.f— , s r , r  - t, • 

r iM 7 yaara to maximum of $5Billion) ana'15 BPD oxomptlon; volume* par I
' ; I' 5-f

SOR Fall 2005 Forae

•• ' f  •- ■ y.LK
* ' '-k. t ”* ■> * /.* *•*'
aat with Oooguruk projactfon.■' • \  * 

. -r i; • i. • • * • '• K i " " f & y w - J * # :  *.



a t e  R e s o u r c e s  C S
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EIA WTI Price Forecasl: 
Base Low

Avorogo ANS Pore in Roal 2006 Dollars: S52.70 $33.40

High 

Z/0.00

Fixed S40 
ANS Price

$40.00

FY2007-2011 FY2007-2016 FY2007-2030 
Breakeven Breakeven Breakeven

$32.70 $29.00 $26.30

FY 2007-2011

Tolal Difference from Slatus Quo (Million 2006S) $6,901 $4,662 $9,590 $1,855 so

Annual Average Difference from Status Quo (Million 2006S) $1,380 S932 S1.918 $371 SO - -

Senate Resources CS Effective Tax Rate (Percent) 17.4% 15.2% 19.7% 11.0% 7.1% - -

Status Quo Effective Tax Rate (Pe rcent) 7.1% 7.2% 7.1% 7.1% 7.1% - •

FY 2C37-2016

Total Difference from Status Quo (Million 2006$) $14,353 $6,484 S23.832 $5,933 so

Annual Average Difference from Status Quo (Million 2006S) $1,435 S648 S2.383 S593 - so -

Senate Resources CS Effective Tax Rate (Percent) 17.9% 13.4% 21.8% 12.7% - 6.3% -

Status Quo Effecti'e Tax Rate (Percent) 6.3% 6.5% 6.2% 6.3% - 6.3% -

FY 2007-2030

Total Difference from Slatus Quo (Million 2006S) $34,987 $8,920 S65.313 $16,225 SO

Annual Average Difference from Status Quo (Million 2006S) $1,458 $372 S2.721 $676 * - SO

Senate Resources CS Effective Tax Rate (Percent) 20.0% 11.4% 25.8% 14.4% - - 5.0%

Slatus Quo Effective Tax Rate (Percent) 4.9% 5.4% 4.7% 4.9% - - 5.0%

9 Calculated from April 2006; Includes transition (90% of caps* over 1* 7 years to maximum of $9 Billion) and 15 BPO exemption; volumes per DOR Fall 2005 Forscast with Ooopuruk projection,
• . r •'wi&Vk* . •
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Price: EIA Base Forecast; ANS = $52.70 Real Average
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FY 2007-2011 FY 2007-2016 FY 2007-2030

Total Difference from 20/20 PPT Tax (SMillion) $3,484 $6,882 $17,016

Annual Average Difference from 20/20 PPT Tax (SMillion) $697 $688 $709

Senate Resources CS Effective Tax Rate (Percent) 17.4% 17.9% 20.0%

20/20 PPT Effective Tax Rate (Percent) 12.2% 12.4% 12.6%

* Calculitad from April 2006; Include* tranaltlon (50% of capex ovor’l “ 7 year* to maximum of 55 Billion 
a Calculated from July 2005; Includea 6-yaar tranaltlon (100% 2001-2005) and $73Million exemption ovlf

. ‘ £ '■ , f • \ ' . W . A •»



EIA WTI Price Forecast; 
Base Low High

Fixed $40 
ANS Price

FY2007-2011
Breakeven

FY2007-2016
Breakeven

FY2007-2030
Breakeven

Avarage ANS Price in Peal 2006 Dollars: $52.70 $33.40 S70.00 S40.00 - - -

FY 2007-2011

Total Difference from 20/20 PPT Tax (Million 2006S) $3,484 S2.203 S4.953 $102

Annual Average Difference from 20/20 PPT Tax (Million 2006S $697 $441 $991 $36 - * -

Senate Resources CS Effective Tax Rate (Percent) 17.4% 15.2% 19.7% 11.0% - - -

20/20 PPT Effective Tax Rate (Percent) 12.2% 11.4% 13.2% 10.7% - - -

FY 2007-2016

Total Difference from 20/20 PPT Tax (Million 2006$) $6,882 $2,870 S12.144 S1.778

Annual Average Difference from 20/20 PPT Tax (Million 2006$ $688 S267 $1,214 $178 - - -

Senate Resources CS Effective Tax Rate (Percent) 17.9% 13.4% 21.8% 12.7% * - -

20/20 PPT Effective Tax Rate (Percent) 12.4% 10.3% 13.8% 10.8% - - -

FY 2007-2030

Total Difference from 20/20 PPT Tax (Million 2006S) $17,016 S4.096 S35.051 S6.429

Annual Average Dillerence from 20/20 PPT Tax (Million 2006$ $709 S171 S1.460 S268 - - -

Senate Resources CS Effective Tax Rate (Percent) 20.0% 11.4% 25.8% 14.4% - - -

20/20 PPT Effective Tax Rate (Percent) 12.6% 8.7% 14.5% 10.6% - - -
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P r o j e c t e d  G o v e r n m e n t  T a k e s
\  - 91

Total Government Take (Percen t) A la ska  Take (P e rcen t)
EIA WTI P rice Forecast: Fixed S40 

ANS Price
EIA WTI P rice Forecast: Fixed S40 

ANS P riceB ase Low High B ase Low High
Avemge ANS Price in 

Real 2006 Dollars: S52.70 $33.40 $70.00 $40.00 $52.70 $33.40 $70.00 $40.00

FY 2007-2011
Sta tus Quo 54.4% 55 .3% 53 .8% 56 .9% 25.9% 2 6 .8% 2 5 .2% 2 8 .2%
20 /20  P P T 1 57.7% 58 .1% 57 .6% 59 .4% 31.0% 3 1 .0% 31 .1% 3 2 .1%
25 /20  P P T 60.0% 6 0 .3% 59 .9% 61 .7% 34.5% 3 4 .6% 34 .8% 35 .7%
House R esou rces CS* 60.0% 59 .5% 60 .8% 59 .4% 34.5% 3 3 .4% 3 6 .2% 3 2 .1%
Senate  R esou rces C S 3 62.3% 6 2 .0% 62 .8% 61 .5% 37.4% 3 6 .3% 38 .6% 34 .3%

FY 2007-2016
S ta tu s Quo 53.3% 55 .0% 52 .4% 55 .0% 24.8% 2 6 .9% 23 .7% 26 .7%
20 /20  P P T 57.2% 5 7 .6% 57 .1% 58 .1% 30.9% 3 0 .9% 31 .0% 31 .5%
25 /20  P P T 59.6% 59 .9% 59 .6% 60 .5% 34.5% 34 .5% 34 .8% 3 5 .2%
House R esou rces CS* 59.4% 58 .6% 61 .1% 58 .2% 34.2% 3 2 .5% 37 .2% 3 1 .7%
Senate  R esou rces CS* 62.0% 6 1 .2% 63 .0% 6 1 .0% 37.8% 36 .0% 39 .8% 35 .4%

FY 2007-2030
Status Quo 51.9% 5 4 .7% 50 .8% 53 .3% 23.4% 2 7 .2% 2 2 .0% 2 5 .2%
20 /20  P P T ’ 56.9% 57 .1% u6 .9% 57 .3% 31.2% 30 .9% 3 1 .3% 31 .4%
25 /20  P P T ’ 59.3% 5 9 .3% 59 .3% 5 9 .6% 34.9% 3 4 .3% 3 5 .2% 3 5 .0%
House R esou rces CS* 60.6% 58 .2% 65 .9% 58 .7% 37.0% 3 2 .7% 4 5 .4% 33 .5%
Sena te  R esou rces CS* 62.7% 60 .8% 64 .7% 61 .3% 39.9% 3 6 .2% 4 3 .3% 3 7 .3%
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Alaska State Legislature

Please enter into the record my testimony to th e  HF1N
(committee name)

committee on______HB48S____________ . dated 040106

Thank you Chairman Chcnault and Members of the House Fin. Comm, for allowing me to speak on HB 
488. Like all us Alaskan Resource owners we "trust embody" your decisions on making proper 
adjustment to collect a fair Tax Revenue from our depleting oil resource. E lf was a fair Tax Scheme some 
15 years ago when oil profits and world markets seemed more proportional to Alaska's economy and it's 
extinction Sc producing Partners but that's not the case today as we all know. Its time that ol 
Partners need to share like any good 50/50 Partner should.

Over thirty years of Tax incentives and investment credits given to our Partners has qualified Alaska as 
a "Rightful Partnership Shate" of current Windfall Profits. Evidence provided to your committee proves 
that today's piofits at today's price per barrel of oil sold on the world market exceeds most traditionally 
norma) levels. War in the middlccast continues and any sight of market change is unforeseeable at 
present. So it's prudent that Alaska change ELF and get it’s fair share of today's inflated world market 
prices.

I propose that your committee keep the 25/20% initial Tax portion of the bills tax scheme but modify the 
after certain price addition/escalation balance of the bill. We khow that the producers make 23% on 20 
dollar oil and we know they make 38% on 40 dollar oil and so on. 1 propose that Alaska at 40 dollars a 
barrel price, start to get our fair share, This would be a "keep it simple stupid" additional tax with an 50% 
"Partnership Share" on every dollar a barrel thereafter. Period

Additionally if the State Dept, of Revenue forecasts a future drop in pnee to jay 47 dollars a barrel and 
places the nsk of future budget dcficitsupon Alaska we will not be back here in a year or so redoing this 
work all over again. We have learned that unless conflict in today’s world changes dramatically, history 
will be correct in its view that resource prices don't drop in such social climate. Infact if  public/ 
pnvuc opinion was to be a good indicator the price of non-renewable resources can and will co"»;*»iic to 
go up. A boom for Alaska's resource owners!

With that being said, it makes even more sense that Alaska get it’s share before it's gone and with 
gratitude to all those in the industry for their unselfishness in the making of Alaska's Great State's future 
even more greater. Thank you very much for listening to my two cents of wisdom.
Sincerely, Ed Martin Jr. P O Box 521, Cooper Landing. AK 99572

9Z.0C 882 i06 'Oil m on \mn ud a-no iys 9002-10-Hdy
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L o u a n n e  C h r i s t i a n

From : Rep. Kevin M eyer

S ent: Saturday, April 01. 2006 12:51 PM

To: Louanne Christian

S u b je c t: FW: Fvvd: te leconferences 3-31

Can you provide this to the com m ittee m em bers? Thank you.

F ro m : Kathleen M artin [ m ailto:keaaum artins(y)yahoo.com ]
S e n t: Saturday, April 01, 2006 11:49 AM 
T o : LIO Kenai
S u b je c t:  Re: Fvvd: te leconferences 3-31 

Mary Bca,
I f  ,i for what ever reason can't personally testify today please read and/or forward this to the 1 louse Fin. 
Comm.today. Thank you so very much...Ed

Thank you Chairman Chenault and Members ofihcllousc Fin. Comm, for allowing me to speak on MB 
488. Like all us Alaskan Resource owners we "trust embody" your decisions on making proper 
adjustment to collect a fair Tax Revenue from our depleting oil resource. Elf was a fair Tax Scheme 
some 15 years ago when oil profits and world markets seemed more proportional to Alaska's 
economy and it's extraction & producing P a r t n e r s  but that's not the ease today as we all know. Its time 
that our 50/50 P a r t n e r s  need to share like any good 50/50 P a r t n e r  should.

Over thirty years of Tax incentives and investment credits given to our P a r t n e r s  has qualified Alaska 
as a "Rightful P a r t n e r s h i p  Share" ol current Windfall Profits. Evidence provided to your committee 
proves that today’s profits at today's price per barrel of oil sold on the world market exceeds most 
traditionally normal levels. War in the middle east continues and any sight of market change is 
unloreseeable at present. So it's prudent that Alaska change ELF and gel it's lair share of today's inflated 
world market prices.

I propose that your committee keep the 25/20'; initial I ax poition of the bills tax scheme but modify the 
after certain price addition/escalation balance ol the bill We know that the producers make 23'T on 20 
dollar oil and we know they make 38',< on 40 dollar oil and so on. I propose that Alaska at 4(1 dollars a 
barrel price, start to get our fair share. This would be a "keep it simple stupid" additional tax with an 
50'.; "Partnership Share" on every dollar a barrel thereafter. Period

Additionally if  the State Dept, of Revenue forecasts a future drop in price to say 47 dollars a barrel and 
places the risk o! future budget deficilsupon Alaska we will not he hack here m a y ear or so redoing this 
vvwk all over again. We have learned that unless conflict in today’s world changes dramatically , history 
will he correct in its view that resource prices don’t drop in such social climate. Intact il public/ 
private opinion was to be a good indicator the price of non-renewable resources can and will continue to 
g.o up A boom for Alaska's lesource owners!

With that being said, it makes even more sense that Alaska gel it's share before it's gone and with 
gratitude to all those in the industry for their unselfishness in the making of Alaska's (heat State's future 
even mure greater. Thank you very much for listening to my two cents of wisdom. Sincerely Ed Maitin 
Jr

4/1/2006

mailto:keaaumartins(y)yahoo.com


P a g e  2  o f  2

Kathleen M a rtin  <Jictu iu inartins@ yahoo.coni>  wrote:

Note: forwarded message attached.Subject: teleconferences 3-31 
Dale: Fri, 31 Mar 2006 20:24:47 -0900 
From: "MaryBca Byrne" <MaryBca_Byrnc@Icgis.statc.nk.us> 
To: "etree" <liocmbb+clrcc@lcgis.stutc.ak.us>,
"education" <liocmbb+cducation@Iegis.statc.ak.us>,
"fish" <lioembb+fish@lcgis.stale.ak.us>

See the attached, 
mb

• 1 / 1 / 2 0 0 6

mailto:MaryBca_Byrnc@Icgis.statc.nk.us
mailto:clrcc@lcgis.stutc.ak.us
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A la s k a  S ta te  L e g is la tu r e  

H O U S E  F I N A N C E  C O M M I T T E E  

A G E N D A

^ T e s t im o n y  b y  in v i t a t io n  o n ly .

A p r i l  1, 2 0 0 6  -  S a tu r d a y  

1 0 : 0 0  a .m . -  2 :0 0  p .m .

H B  4 8 8 - O I L  A N D  G A S  P R O D U C T IO N  T A X

P u b l ic  T e s t im o n y :

1 0 :0 0  a .m . 1 1 :1 5  a .m . A n c h o ra g e

1 1 :3 0  a .m . -  1 1 :4 5  a .m . T e s t im o n y  b y  in v i t a t io n :

P a u l L a i r d ,  T h e  A l l ia n c e  

B o b  S t in s o n ,  C o n a m  C o n s t r u c t io n  

C h r is  J o h a n s e n , F lo w l in e  A la s k a  

D a v id  G o t ts t ie n ,

1 2 :0 0  p .m . - 1 : 1 5  p .m . F a ir b a n k s

1 :1 5  p .m . -  2 :0 0  p .m . A l l  o th e r  s ite s  ( in c lu d in g  J u n e a u )

K e v in  R itc h ie ,  E x e c u t iv e  D ir e c to r ,  A la s k a  M u n ic ip a l  

L e a g u e



The tabic below (Table 1) shows the yearly impact to State revenues o f the Governor’s proposed o il tax legislation 
and consequent Legislative revisions relative to the current o il tax system. The incremental revenues shown are the 
cumulative impacts to Slate revenues from each version o f the o il tax b ill. For example, as introduced HB488 
generates an extra $810 m illion  for the State at $60/bbl relative to the current tax system. Implementing a graduated 
profit tax rate o f 0.3% per SJ/bbl increases the State's revenue to $1,175 m illion  at the same o il price, The impact o f 
the graduated pro fit tax is therefore $365 m illion at 560/bbl. No clawback (removing credits on historic investment) 
increases the Stale’s revenues $145 m illion at $60/bbl making the total change o f the new o il tax legislation 
including revisions, relative to the current lax system, to be $1,320 m illion. At the same oil price, the changes made 
by the Senate give an increase o f .$1,980 m illion in State revenues relative to the current tax structure. This is 
through the 50% clawback reduction shown in Table 1. Completely eliminating the clawback, is shown for 
completeness. W ith this basic understanding le t’s consider the current versions o f the oil tax legislation under 
review by the House and Senate.

T cslim ony o f M ike Koy on IIB48S

%

I lll-ISS:
As introduced • impact of Governor's proposed oil ux changes
(MCi per St/ldil idler S5ll - ictai change after including sliding scale of an extra 0 ?‘.T in lax for every Sl/i’Wincica" above 
SMl/blil
No il.mli.n k . cumulative change aliei inducting sliding scare and glnitmntirrg tax credit (Ctavvlxjckj fur investment mad • m the 
previous five year*

.SI1.MI5
Ax introduced - impact of Governor's proposed ml rax changes
11.2'Ti per St/ldil niter S4(l - total change after including sliding scale of an exlia 0 2'~ in lax for every Sl/bhl incieaxe above 
yjfl/tihl (actual language miylll xay 2‘.i lur every SICd'H, lut these aie apprcixiuulely enual fur illusiijlivc purjHixcx licic)
25% inisc rule - cumulative impact uftci including xlidmg scale and increasing the have profit tav rate from 20'S to 25",'
50','< cliiwli.ick - cumulative impact aher including sliding scale, incieasmg the base piuflt tax laic frmii 20'S to 25'i. and 
reducing the numtier of years ihai lax ciedns (clavvhack) can be earned lot ptcviuus mveslmenl
lime, clave hack - cumulative impact after including sliding stale, increasing die Isoe profit lax tale from Zfi'X to 25'* and 
eliminating tax cicdil (clavxtiackj for investment made in the ptcvintiv five yeais

l ust, both versions o f the oil tax legislation are progressive in nature. T hat is. they increase the State’s share ol oil 
levenucs earned bv the industry as o il price increases. This is seen more clearly in the graph below (Figure 1). In 
Figure 1. it is cleat that under the current o il tax system (the red line) the State’s share ol oil icvcuucs goes down as 
ml price goes up - flattening out at about 29% ol o il revenues This leads to the wot Id of today where ml companies 
ate cat mug excessive profits with teallv high oil pi ices and the State isn’t proportionally sharing m that upside.

Table 1. Change in Yearly Statu Revenues Relative to the C urren t fisca l Regime

O il  P r i c e  ( $ / b b l )

B reak-even  
O il P rice

1 5 2 0 3 0 4 0 5 0 6 0

HB 488
As introduced 29 (250) (260) 1 0 275 550 810
0.3% per SVbbl 
alter $50 29 (250) (260) 1 0 275 550 1175

No Clawback 24 (2 2 0 ) ( 1 1 0 ) 160 430 695 1320

SB 305
As introduced 29 (250) (260) 1 0 275 550 810
0.2% per Sl/bbl 
alter $40 29 (250) (260) 1 0 276 735 1175

25% Base Rate 24 (250) (150) 240 635 1 2 2 0 1900

50% clawback 22 (225) (75) 320 710 1295 1980

No clawback 20 (180) 1 395 785 1370 2055

I'.IJ’C I uf I
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Figure 1. Alaska State tax as a percentage o f Pump Station 1 netback prices

The next three lines show that the Governor's proposal (the pink line), the House version (the green line) and the 
Senate version (the blue line) of the Governor’s proposed o il tax legislation all correct the problem with the current 
oil tax structure and increase the State's share o f oil revenues as oi, price increases. This is good. The question is. 
does any version o f new oil tax legislation meet the State’s needs o f increasing revenues from o il &  gas production 
while providing incentive for further investment? To answer this we need to look at how o il companies make 
investments and something called risk/reward balance.

In vestm en ts In  O il & G as C nn ip an ics
Most o il companies, and likely all the major o il companies, use a fixed oil price when making investment decisions. 
Foi the majors this o il price is usually between S20-S30/bbl. In this price range projects need to look attractive 
relative to other projects the company has around the world in otdei to attract investment dollars Alaska currently 
has a regressive lax stiucture that makes Alaska in this price range, all else being equal, look unattractive relative to 
other regions o f the world. To attract investment dollars, any new tax structure should make Alaska look more 
attractive w ithin this price range than does the cuneiit oil tax structure. Looking back .it Figure I. the Governor’s 
proposed tax stiucture indeed does make Alaska look inoie attractive in the 52()-S3U/bhl price range while the 
Senate's version makes it look distinctly less attractive, 'l ire House version splits the difference, because the $20- 
S30/hbl o il price range is the only set o f prices that really matter when making investment decisions, the Governor's 
proposal w ill attract moie investment to Alaska while the Senate’s version w ill attract investment away from Alaska 
all else being equal.

K isk /IU w ard  H alnm c
Now the discussion needs to be put m context o f nsk A: rewaid The premise here is that greater risk should attract 
gieatei icvvard. No rational person or organization should be w illing  lo take on additional risk without being 
compensated for it (i.e. receiv ing higher reward). To see how the State has done w e 'll look at thice risks’ oil price 
risk, profitab ility risk and exploration risk.

O i l  P r i c e  R i s k
With the cunent o il tax structure the Stale is rather immune to o il price in terms o f the share o f o il revenue it takes 
In fact, as seen in Figuic I the State’s share o f o il revenues actually goes up as o il price goes down (this doesn’t 
mean that the State's revenue goes up -  it just means that the decrease in State revenue isn’ t as much as the decrease 
m ml price). This is called a regressive tax system and il allows the Slate to slightly insulate itself Iroin low ml 
prices To move to a progressive lax siiuciuie where the State shares more in the upside when prucs ate high it is
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reasonable to expect the Stale would give lip some o f this insulating affect (make oil taxes less regressive) on the 
downside. On balance, given that the Stale is increasing its exposure to o il price risk by doing this we'd expect the 
Stale to earn a higher reward. Does this happen?

Long term oil prices are between SI8-S22/bbl. This means for every year that o il prices are $60/bbl, as they are 
today, there needs to be eight years with o il prices at S15/hbl in order for oil prices to average $20 /bbl - the long 
term average o il price. Look back at Table I. With any o f the o il tax versions the State makes $225-5250 million 
per year less than with the current tax structure when oil prices arc S15/bbl. This is supposedly offset by the extra 
revenues being earned at 560/bbl. The extra revenue is $8 i0  m illion under the Governor’s proposal, SI ,320 million 
under the Mouse version and SJ.980 m illion under the Senate version. The net impact to State revenues is shown in 
Table 2.

Tabic 2 . Impact to State Revenues over Lung-Term
Governor's House Senate

Proposal Version Version
8 years at $15/bbl 
1 year at $60/bbl

($2 ,000 )
$810

($1,760)
S1.320

($1,800)
$1,980

Net Impact ($1,190) ($440) $180

Table 2 doesn’ t include changes to investment, natural decline in production or other tim ing issues, but the point is 
still the same. Under the Governor's proposal the Slate actually loses over SI bn every nine years. For taking on the 
extra risk o f a progressive lax system the State clearly is not getling enough reward. Only with the Senate’s version 
does the Slate earn enough additional revenue ai S60/bbl to jus tify  reducing the lax rate at lower o il prices.

P ro fitab ility  Risk
Unlike severance lax which is largely a tax based on revenues, a piofits lax is obviously based on profits. To get 
from revenues to profits one must include operating and capital costs (in terms o f depreciation). This means that 
State vvill be taking on operating and capital cost risk as part of a new o il lax structure since the amount o f revenue 
the State collects is directly dependent on the costs of generating the profits which are taxed. In principle this might 
he line, but the additional risk the State is taking on and should come with additional reward. Look back at Table 2. 
Where is the additional reward? A lter considering price risk only the Senate version generales a net increase to 
Stale revenues. Assuming the price risk is perfectly balanced, is $180 m illion (or $2(J m illion per year) in the 
Senate's version enough o f  a reward payment lor taking this additional risk? What about the Governor's proposal 
and I louse version?

L.vploralion Risk
L.xplormg lor new o il and gas icserves is arguably the riskiest part o f the o il & gas industry and thus why successful 
exploration companies earn higher returns than say refineries. W ith the current o il tax system the oil companies for 
all practical purposes lake lOO'.i o f the exploration risk. Under the Governor's proposal, and the House and Senate 
versions, o il companies w ill be able to earn lax credits on all capital investment including exploration costs. In 
addition, these tax credits are tiansfeiablc wnieh means that companies vvill be able to buy and sell the credits. 
Doesn’ t sound important, but it is. With transferable investment tax credits the State becomes a de facto equity 
investor in exploration -  (he riskiest part o f the business. livery time there is a well drilled looking for o il that finds 
anything but o il the State w ill be obligated to pay 20r< o f the costs just as i f  u were an investor in the well. 
However, i f  the we I* finds o il the State doesn't get a 2(U< equity stake in the discovery. Some w ill say that the State 
w ill benefit through more oil being discovered which w ill be more oil that can be taxed. Maybe, bin vsli.it is more 
eciiain is th.it a lot mote exploration wells w ill be drilled and way more often than not these wells w ill nol find 
commercially viable icserves and the muigmal well dulled vvill be mure risky Ilian il the Stale weren't involved.
T his means the Slate's lisk profile w ill increase even more, I here ate hcitei way s for the State to create incentives 
lot moic o il production that expose the State to a lot less risk.

.Sum m ary
Wlicie does this leave us? In terms o f providing incentive for investment, the only price range that is relevant is the 
$20-$30/hM laiige In this range only the Governor's pioposal reduces the tax on the o il industry which w ill provide 
ar. incentive for investment. However, the Governor’s proposal does this while exposing the State m some



horrendous o il price risk not to mention cost and exploration risk. The Senate version fixes the o il price risk issue 
but ai the same time creates a disincentive for future investment by increasing taxes substantially in the $20-S30/bbl 
range. The House version is a halfway house that doesn’ t protect the State enough from o il price risk and doesn't 
create enough incentive for investment in the all important $20-S30/bbl range.

What can the State do? Below are some suggestions that would allow the State to meet it's  objectives o f increasing 
State revenues, increase incentives for o il companies lo invest and keep the State's risk/reward balance in line:

O il prices below $2()/bbl -  The biggest decrease in taxes generated by the State relative to the current lax siruclure 
occurs when o il prices are below $20/bbl. While this is a fa irly important price range for oil companies it is not that 
important. This means that the State is giving away value in this range that it does not need to as the oil companies 
won't give the State credit for doing so. O il prices in this range also happen 10 be where the Slate w ill really be 
hurting for funds. The State needs to do a better job  o f protecting itself when prices drop below the S20/bbl range, 
but any system needs to be less regressive than the current tax structure.

Solution: The easiest solution is to implement a minimum tax per barrel o f o il produced. Depending on the profit 
tax rate selection, a per barrel rate o f S0.35-S0.75 is reasonable.

O il prices between $20-$30/l>bl - This is the important o il price range as this is the range o f  prices oil companies 
reference when making investment decisions. Incentives, or an advantaged tax regime in this price range, are fu lly 
valued by oil companies which means the State gets the largest bang lor its buck by making concessions valid in this 
range. The Slate should do what it can to concentrate its efforts to make Alaska look as attract in this range as 
possible,

Solution: A 20',7 profits tax works well in this range.

O il prices above $3(l/bbl - While it may not seem like it now, oil prices above $30/bhl are pretty high. This range 
is where excess profits are generated and where the State should be looking to gain a growing proportion o f 
revenues. This price range also is where the State needs to cover (i.e. earn reward) for the risks it is taking on by 
making the tax structure less regressive and for providing an advantageous tax structure at o il prices between $2(1- 
S30/bbl. W ill increasing taxes in this taiige reduce investment by the o il companies? Absolutely not! Oil 
companies to n U value highly what happens in this price range so increasing the State's share of revenue, within 
reason, w ill i , i  impact investment because the price used by oil companies to balance their business (S20-S30/bbl) 
looks good. They also know the State is taking on greater usks and needs to be compensated fo rdo ing  so.

So lution: A graduated progressive las allows the State to continually increase its share in revenues as o il price 
increase, blit the rate needs to be higher than any o f the current proposals in older to protect the Slate from the o il 
price risk it is taking. A graduated progressive tax o f 0.3 per every S l/bh l increase in o il price above S30/bbl 
accomplishes this. The State could easily also phase out the investment lax credit at higher o il prices since higher 
o il prices themselves provide enough incentive (or investment.

Exp loration Risk: There is no reason for the State to lake on exploration risk. This is especially true when there is 
a significant resource o f discovered heavy oil sitting on the North Slope close to infrastructure. There is no 
exploration risk to get this: to market, but it does need some additional economic incentive.

Solution: Eliminate the investment credit lot exploration costs and instead increase the investment credit for 
viscous o il development. Traditional development only -  we don't want tar sands m ining in Alaska.

These changes to the prevailing o il tax proposals are pretty basic, but they fundamentally alter the shape ol the lax 
sliuctme m a positive way that increases investment and provides mure revenue for the Stale.

Xotc: Mikr Kn\ Inis ovtr vltvrii won r\piinn>c in lltr ml .1 yo\ nnhiMn with III* hunUoinn in wntkmy in Aii'inilni. htfiiul .Vi »• (iniin.i 
Kii.'snmnil LnvUnnJ, lit Inis i \irnun ml A ^%n iwjuru'int m Muyhi iiiiUiJmk wn//c o ili'vclnpiiivnt nnd tmnnnib nimh-lin  ̂ol \uhim\ \oith 
Sto/W ytn tlcu Ivpilii'ilt o/Wiiih.
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Ba c k b o n e  I I
FOR ALASKA’S FUTURE

Mr Chairman, and other distinguished members o f die committees, thank you very much 
for the opportunity to present to you today. My name is David Gottstein, and I live at 
2341 Hialeah Drive in Anchorage, Alaska. I, along with former Governor Walter Hickel, 
Co-Chair a group called Backbone2. I thank you, as all Alaskans do, for your hard work 
and efforts on this most important topic. .

You have the daunting task o f ferreting out a very complex subject. One 1 do not envy 
you for. You must assess the balance between making sure that Alaska gains the 
maximum value for it’s oil and gas resources, while at the same time, not discourage in
more than an olTsctting manner, a tax structure that is sound, fair, and rational.

'
We must inccntivize exploration, but not sacrifice the values o f economic production. As 
a capital markets analyst, I am gravely concerned that you are being asked to evaluate the 
impacts o f such hugely in.portant fiscal matters with meager access to suitable revenue 
sensitivity models. You should, as a normal course o f analysis, as is done in the private 
sector for fractions o f the value at risk here, have full access to a robust model to conduct 
a full sensitivity analysis o f all the key components extended to their reasonable extremes 
in isolation, and in aggregate, just to get a sample profile o f the impacts o f the decisions 
you are faced with.

I first must offer that it would be my preference that the Stale enact an understandable 
and enforceable severance tax that is based upon a progressive structure levied against 
the well-head value o f the resources. It has all the advantages o f being able to assess a 
tax that rewards appropriately, risk takers, with a higher level o f percent o f value at lower 
oil and gas prices, insuring adequate returns on capital, with higher shares going to the 
state as prices rise.

Inasmuch as this body has focused on a net profits lax, it places a very heavy burden o f 
enforcement in the natural environment where the oil and gas industry has ample 
incentive to account for costs in manners that are self-serving. We should expect nothing 
else. In order to protect the State from being victim o f efforts that arc primarily under the 
control o f industry executives in terms o f cost allocations and other decisions, I would 
strongly encourage you to consider two protective devices;

One would be to conduct an audit, conducted by a large public accounting firm, not 
directly retained by the companies themselves, to audit their financial statements, but 
with that accounting firm reporting to the State o f Alaska as it ’s client in verifying what 
the oil companies report, in addition to what our Department o f Revenue can otherwise 
hopefully confirm. The second would be to impose a severe penalty, that is bonded.



perhaps costing the industry five to ten times the amount o f any under-reporting, in a 
manner that requires immediate payment even in the event o f challenge. Thus creating a 
strong economic incentive to be forthright and honest. I f  you don’ t do that, you w ill 
expose the State to great risk o f substantial losses.

Another important point is that the question o f fair share is critically important. We are 
constantly being barragcd by the industry in their information campaigns that higher 
taxes are always unfair and act as a disincentive. When in fact the word tax should not 
solely be viewed as a cost or burden o f doing business, but rather it just happens to be the 
method by which the State is able to gamer its fair value o f the resource. It is really the 
state revenue base collected by way o f taxing authority.

As you consider questions o f rates and oil price base-lines for a progressive tax structure, 
and how to achieve a fair apportionment, it might be constructive to be reminded that 
income is an accounting opinion, but cash is a fact. In my prepared statement, which I 
have provided you a copy of, I have included, for illustrative purposes, both copies o f key 
portions o f Conoco Phillips annual reports for years 2003 and 2005, along with a 
spreadsheet analysis that uses both their own published numbers, along with.other oil 
price numbers obtained from our Department o f Revenue.

It is a cash-flow analysis o f apportionment, not income. The severance tax is supposed to 
be a tax on the depletion o f our non-renewable resources, and therefore exploration 
expenses are not included. As they are an investment in future production, not an expense 
o f current production. It also doesn’ t include depreciation, amortization, or depletion 
allowances. Instead it appropriately considers revenue, production expenses, and 
transportation expenses primarily. A truer direct cash generating picture. What share o f 
the cash valu* >F the resource does the State get to keep is really the most important 
metric, 1 relieve.

In the analysis there are some glaring conclusions that can be reached, that would not 
othenvise be obvious absent this analytical approach. The first is that the claw-back 
provision has a less than accurate basis for justification in arguing that the oil industry 
wasn’ t anticipating as high a tax payment when the investments were made in past years. 
The truth is (hat the incremental tax that has been suggested, even at the highest levels 
proposed, is more than offset by the higher than anticipated oil prices that have oeeured.
It is after-tax cash-llow that is important, not simply taxes paid.

Another important observation is that as prices have risen, C'onoco’s before-tax profit 
margin has expanded over the last five years from C0% to 80%, and their after-tax margin 
has increase from 37% to 57%. That is consistent with dramatically higher resources 
values without commensuratcly higher expenses. In other words, the industry is making 
huge profits at our expense, well beyond their prior investment planning projections.

Another set o f remarkable statistics show thut the multiple o f Conoco Phillips share o f 
revenue versus the Stale’s ranges from a low o f 340% to over 950% at times over the last 
five years. Not even close to the 1/3, 1/3, 1/3 parity take that is often argued as being



fair. Additionally, when you do die analysis on a net cash-flow basis, after production 
and transportations costs, etc., it still ranges between 250% and 450%. Indicating the 
State in the past has received a dismal share.

I f  we were to approach our ownership position as the private sector would as 
shareholders, we are falling significantly short o f the scrutiny that our shareholders 
deserve. The secret pact to promote a 20/20 PPT, as bait to get a gas line via a secret 
contract, would not even come close to passing muster with the S.E.C. This kind o f lack 
o f transparency is sometimes what sends executives to jail. Even the stranded gas act 
negotiations are circumspect as we can’ t rationally conclude the gas is stranded unless we 
put the gas out to open bid, and nobody shows up. That is why it is essential to pass 
I-IB7I, retrieve Pt. Thomson, and put our gas out to bid.

The oil and gas industry spends millions o f dollars a year to blur our vision with 
advertising, lobbying, philanthropy, and threats, to serve their shareholders, because they 
understand the magnitudes o f the equations. They arc prepared for the invasion o f 
Normandy, while the administration, in comparison, is only prepared for Wimbledon.
You as the legislature are our last line o f defense, against overpowering force?. We plcacj 
with you to not fail us.

We need to step up to the plate, be tough, and do it right. We need a fair and rational oil 
and gas tax structure irrespective o f whether a gas line is ever built. And let’s not forget 
that the administration has already said that their secret contract only contains a 
commitment to study the gasline for 4 or 5 more years, not an actual comm, jnent to build 
a project.

Alaskans w ill be forever thankful for those o f you who are not unduly influenced by the 
oil industry spin doctors, and not be bullied by their tactics, and instead carefully look at 
the facts. Listen to your consultants who say the slate takes too much risk in the deal, and 
doesn’ t gel enough reward. I would be very surprised i f  we even bump up against our fair 
share with a base rate o f 25% at $40 a barrel, 30% at $50, and 35% at $60 per barrel, with 
further progressivity from there. Let’s do the math right, and not give the farm away. 
We’ve done that in the past. Let’ s not repeat those costly mistakes.

I thank you very much for taking the time to listen, and encourage you to take a serious 
look at what I have offered you.
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D ept.  R e v e n u e  T a x  D iv is ion

A k N o rth  S l o p e  A v e r a g e  S p o t  P r i c e
C a l e n d a r  Y e a r $ 3 8 .8 4 $ 2 9 .6 4 $ 2 4 .7 2 $ 2 3 .2 0

P e r c e '  '.'.?ge C h a n g e 3 1 .0 % 1 9 .9 % 6 .6 %

Fiscs ',  Y e a r $ 4 3 .4 3 $ 3 1 .7 4 $ 2 8 .1 5 $ 2 1 .7 8 $ 2 7 .8 5

P e r c e n t a g e  C h a n g e 3 6 .8 % 1 2 .8 % 2 9 .2 % - 2 1 .8 %

A v e r a g e  W ell  H e a d  V a lu e
C a l e n d a r  Y e a r $ 3 2 .2 0 $ 2 4 .6 1 $ 1 9 .9 6 $ 1 7 .3 6

P e r c e n t a g e  C h a n g e 3 0 .8 % 2 3 .3 % 1 5 .0 %

F isc a l  Y e a r $ 3 8 .7 6 $ 2 6 .7 8 $ 2 3 .2 7 $ 1 6 .8 0 $ 2 2 .2 4

P e r c e n t a g e  C h a n g e 4 4 .7 % 1 5 .1 % 3 8 .5 % -2 4 .5 %

A la s k a  R e s u l t s  F r o m  O p e r a t i o n s  F ro m  C o n o c o  Phillips A n n u a l  R e p o r t s
C o n o c o  P h i l ip s  A n n u a l  R e p o r t .

2 ,0 0 5 2 ,0 0 4 2 ,0 0 3  „ 2 ,0 0 2 2 ,0 0 1

T o ta l  P r o d u c t i o n  R e v e n u e s  ( 1 ,0 0 0 ,0 0 0 )  $ 5 ,9 2 7 $ 4 ,3 7 8 $ 3 ,6 5 6 $ 3 ,0 9 7 $ 3 ,0 2 0

C a s h  E x p e n s e s
P r o d u c t io n  C o s t s $ 4 8 8 $ 4 3 0 $ 7 9 2 $ 7 6 9 $ 7 8 4

T r a n s p o r t a t i o n  C o s t s $ 6 6 5 $ 5 9 8 $ 6 6 6 $681 $ 7 2 6

O t h e r  R e l a t e d $ 6 7 $ 1 4 $ 7 $ 2 3 $ 2

T o ta l  C a s h  E x p . $ 1 ,2 2 0 $ 1 ,0 4 2 $ 1 ,4 6 5 $ 1 ,4 7 3 $ 1 ,5 1 2

E x p e n s e  %  o f  R e v e n u e 2 0 .6 % 2 3 .8 % 4 0 .1 % 4 7 .6 % 5 0 .1 %

^ P  C o n o c o  P r e - T a x  P r o d u c t io n  C a s h f lo w $ 4 ,7 0 7 $ 3 ,3 3 6 $ 2 ,1 9 1 $ 1 ,6 2 4 $ 1 ,5 0 8

C o n o c o  P r e - T a x  P rof i t  M arg in 7 9 .4 % 7 6 .2 % 5 9 .9 % 5 2 .4 % 4 9 .9 %

C a s h f lo w  P e r c e n t a g e  C h a n g e 4 1 .1 % 5 2 .3 % 3 4 .9 % 7 .7 %

P ro v is io n  for  T a x e s $ 1 ,3 4 2 $ 8 8 8 $ 5 9 5 $ 2 9 4 $ 3 9 2

C o n o c o  N e t  C a s h f lo w $ 3 ,3 6 5 $ 2 ,4 4 8 $ 1 ,5 9 6 $ 1 ,3 3 0 $ 1 ,1 1 6

P e r c e n t a g e  C h a n g e 3 7 .5 % 5 3 .4 % 2 0 .0 % 1 9 .2 %

C o n o c o  A f te r -T a x  Profit  M arg in 5 6 .8 % 5 5 .9 % 4 3 .7 % 4 2 .9 % 3 7 .0 %

C o n o c o  R e v e n u e  S h a r e  % 7 7 .4 % 7 9 .7 % 8 3 .7 % 9 0 .5 % 8 7 .0 %

S t a t e  R e v e n u e  S h a r e  % 2 2 .6 % 2 0 .3 % 1 6 .3 % 9 .5 % 1 3 .0 %

T ota l 1 0 0 .0 % 1 0 0 .0 % 1 0 0 .0 % 1 0 0 .0 % 1 0 0 .0 %

C o n o c o  M ultiple o f  R e v e n u e  S h a r e 3 4 1 .7 % 3 9 3 .0 % 5 1 4 .5 % 9 5 3 .4 % 6 7 0 .4 %

C o n o c o  N e t  C a s h f l o w  %  o f  R e v e n u e 5 6 .8 % 5 5 .9 % 4 3 .7 % 4 2 .9 % 3 7 .0 %

P r o d u c t io n  E x p e n s e  %  of R e v e n u e 2 0 .6 % 2 3 .8 % 4 0 .1 % 4 7 .6 % 5 0 .1 %

S t a t e  T a x  %  o f  R e v e n u e 2 2 .6 % 2 0 .3 % 1 6 .3 % • 9 .5 % 1 3 .0 %

T otal 1 0 0 .0 % 1 0 0 .0 % 1 0 0 .0 % 1 0 0 .0 % 1 0 0 .0 %

C o n o c o  N e t  C a s h f lo w  M ultip le  of S t a t e  S h a r e  2 5 0 .7 % 2 7 5 .7 % 2 6 8 .2 % 4 5 2 .4 % 2 8 4 .7 %

C o n o c o  S h a r e  o f  N e t  C a s h f lo w  % 7 1 .5 % 7 3 .4 % 7 2 .8 % 8 1 .9 % 7 4 .0 %

S t a t e  S h a r e  o f  N e t  C a s h f l o w  % 2 8 .5 % 2 6 .6 % 2 7 .2 % 18 .1 % 2 6 .0 %

T o ta l 1 0 0 .0 % 1 0 0 .0 % 1 0 0 .0 % 1 0 0 .0 % 1 0 0  0 %

C o n o c o  M ultiple of S t a t e  S h a r e 2 5 0 .7 % 2 7 5 .7 % 2 6 8 .2 % 4 5 2 .4 % 2 8 4 .7 %



■ Results of Operations
Ys’uis limit'd   Millionj) of Dollttnb
I XyciiiIht 1 I  Consolidated Operations

Lower Total European M ia Oilier Equity Combined
Alaska 48 US. North Sea Pacific Canada Areas Total Affiliates Tout

2(111.1
Sales S I,564 2,464 6,028 3,872 879 225 677 11,681 423 ' 12.104
fninslcis 103 545 648 903 142 841 77 2,611 266 2877
O ilier rename!- (11) 93 82 8 33 31 10 164 34 198

limit revalues 3,656 3,102 6,758 4,783 1,054 1,097 764 14,456 723 15,179
Production costs 792 657 1,449 645 175 271 170 2,710 179 2889
Exploration espouses 56 143 199 121 SI 94 127 592 2 594
IX.-pnYi.tlnm. depletion and amortization 436 571 1,007 954 163 326 40 2,490 104 2894
Pn ipenv impairments — 65 65 160 — 5 — 230 — 230
11 .import,ttiiin costs 64>6 188 854 266 40 40 23 1,223 20 1,243
< tiller related expenses 7 78 85 29 13 91 44 262 27 289
•Ucicimii 25 18 43 50 5 11 2 111 2 113

1,674 1,382 3,056 2,558 607 259 358 6838 389 7827
Pros isioii lor income taxes 595 486 1,081 1,539 225 57 362 3,264 83 3847
Results o f operations for producing activities 1,079 896 1,975 1,019 382 202 « ) 3874 . 306 3,880
Oilier earnings 223 34 257 51 3 68* (46) 333 (SI) 282
Cumulative ctTcci o f  accounting change 143 (1) 142 20 — (8) (12) 142 (2) 140
L&P ncl income (loss) 51,445 929 2,374 1,990 385 262 (*2) 4,949 1 253 4802

2002
Sales 52.997 927 3,924 1,194 347 12} 400 5,990 180 6.170
Transfers 102 401 503 1815 — 235 — 2.053 62 2.1 !5
Oilier revenues (2) 3 1 63 7 7 14 92 12 104

Toial revenues 3,097 1.331 4,428 2,572 354 367 414 8,r35 254 8.389
I'roduciion costs 769 444 1.213 343 76 118 114 1.864 57 t "  1.921
Lxploratioo expenses 101 108 209 67 45 32 231 584 __ 584
Depreciation. depletion and amoflizauon 552 334 886 480 59 105 26 1856 30 1,586
Property impairments 4 R 12 41 — — — 53 __ 53
1 tam pon J | ion costs 681 87 768 125 10 — 5 908 8 916
O ther related expenses 23 16 39 75 1 14 II 140 12 152

967 334 1,301 1,441 163 98 27 3,030 147 3,177
Pros isiun lor m tum e taxes 294 66 360 981 79 49 196 1,665 <18) 1.647
Itevulls id  opciannns for producing aelivihes 673 268 941 460 84 49 (169) 1.365 16} 1.530
Oilier earnings 197 18 215 10 (2) 24* (4) 243 (24) 219
EAtP nei ineon-e (loss) S 870 286 1.156 470 82 73 (173) 1,608 141 1.749

2001 
Sales 
Transfers 
O lher revenues

53.020
119
34

1.178
119
26

4.198
238
60

546
1.039

23

154

(4)

31

5

324 5853
1.277

84

8

1

5.261
1.277

85
to tal revenues 3.173 1823 4,496 1,608 150 36 324 6.614 9 6.623

Production costs 784 328 1.112 165 37 6 55 1875 2 1877
bsp ln rahan  cxfienscs 61 6y 130 31 33 — 121 315 __ 315
Depreciation, depletion and am om zaiinn 531 203 734 233 22 4 27 I.02U 2 1,022
Property impairments — — — — — — 2) 23 — 23
T ianspnru lion costs 726 77 803 60 — 3 6 872 __ 872
Oilier related expenses 2 5 7 («) 5 1 23 28 2 30

1.069 641 1,710 1.127 53 22 69 2,981 3 2.984
Pmvision for income (axes 392 173 565 779 22 7 117 1.490 — 1.490
Results o f  operations for producing activities 677 468 1.145 348 31 15 (48) 1,491 3 1,494
Oilier earnings 189 8 197 17 — — (9) 205 — 20}
LAP ik i income (loss) 5 866 476 1.342 365 31 15 (57) 1.696 3 1.699
•/mOli/i-i 563 ntilhnn and 527 nttUian in 2(H).I unit 2002, ns)>ecliveh\ Jor u Syncmdv oil imijrcl in Canada ihol II dcfmnlai u mining opcminm hv US Savrilln 
.uni Miongt Ciminim 10ii regulations

» Results o f  operations fo r producing activities consist o f  a ll the 
activities within the E&P organisation, except for pipeline and 
mat me operations, liquefied natural gas operations, a Canadian 
Syncrudc operation, and crude o il and gas marketing activities, 
which arc included in Other earnings. A lso excluded are non- 
l:& P  activities, including our Midstream segment, downstream 
petroleum and chemical activities, ns well as general corporate 
administrative expenses and interest.

■ Transfers are valued at pnees that approximate market.

■ Other revenues include gains and losses from asset sales, 
including net gains o f  approximately S I65  million in 2003; 
certain amounts resulting from the purchase and sale o f 
hydrocarbons; and other miscellaneous income.

■ Production costs consist o f  costs incurred to operate and 
maintain wells and related equipment and facilities used in the 
production o f  petroleum liquids and natural gas. These costs 
also include (axes other than income taxes, depreciation o f 
support equipment and administrative expenses related to the
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Results of Operations

Years Ended 
December 31

Millions of Dollars
Consolidated Oi>eralions Equity A ffiliates

Alaska
Lower

48
Toll)
U.S.

European 
North Sea

Asia
Pacific Canada

Middle 
East 

and Africa
Other
Areas Total Venezuela

Russia and 
Other Areas

2005
Sales 
Transfers 
Other revenues

S 5,927 
172 

2
3385
1.206
168

9312
1378
170

5,142
2307
(253)

2,795
26
11

1,642

40

423
64Q

4
— 19314

4251
(28)

1,055
455
37

2315 
.' 1303 

1
Total revenues 6,101 4,759 10,860 7396 2332 1382 1-067 — 23337 1347 3,419
Production costs excluding 
taxes 488 492 980 611 274 316 115 45 2341 196 256
Taxes other than income 
taxes 537 311 848 i- ■ ‘41 26 33 18 2 968 3 1,632
Exploration expenses 120 66 186 86 139 147 69 42 669 — 56
Depreciation, depletion and . ■ • • : •; _ . ■
amortization 443 848 1391 1374 329 399 53"-, 3,146 • 140 148
Property impairments — 1 1 (10) — 13 — -- 4 — —
Transportation costs 665 350 13)15- • 296 64 53 •' ■ '..5 ; — '' M33 — 255Oilier related expenses 67 48 115 28 38 (12) 32 8 209 21 5Accretion . 29 - 19- 48 84 7 . 16 •: .2 • '. — .157..: 1

3,752 2324 6376 4.8B6 1,955 717 •773 (97) 14,610 1,187 1,066
Provision for income taxes :.T 1342 ‘ 900 2,742 • 3311-' 747 ■U 228 - '■ v :.759 !•'- (19>r 7268: 37D 303
Results of operations for 
producing activities 2,410 1,724 4,134 1375 1208 489 14 (78) 7342 817 763
Other eamingpr w " 3 141 •V. *15 :• 156 ■ ■ ’•> >v4S3'.v t 7- r.* m •"*;-t: (28)r. 35: t .... 3J6 : (5?). . (32)Cumulative cfltct of 
accounting change 1 (3) (2) (2) (4)
Net income (loss) 5 2352- 1,736. •4288- 1.626 1213 582- (U) (43). 7354 . 759 731

2004
Sales S 4378

-
2368 6,946 4215 1,777 1214 704 14,856 470 397Transfers 121 832 953 1355 71 — 75 — 2354 359 122

Other revenues 4 (36) (32) 9 10 116 5 14 122 32 1
Total revenues 4303 3364 7367 5379 1358 1330 784 14 17332 86) 520
Production costs excluding 
taxes 430 422 852 523 216 271 120 36 2,018 154 46
Taxes other than income 
taxes . 373 267 640 ' 38. 17 35 •■•12 1 7/0 206Exploration expenses 82 101 183 85 106 112 67 144 697 _ 5Depreciation, dcplctiat and 
amortization • 426 586 1312 ■ 1395 275 349 43 • >■'

n *.
2,774 94 43I’roperty impairments 6 12 18 2 — 47 — — 67 _ _

Transportation costs 598 241 839 296 48 43 2 '_ 1228 " it- 57Other related expenses 14 43 57 20 (2) 4 14 7 100 39 _
Accretion '-■21 ' 21 42 72 6 . ~ 14 . .. . -2-- ___ » 136 ,v ■ 1

2353 1,671 4224 3348 1,192 455 524 (174) 9369 566 162Provision lot income taxes 888 584 1.472 - 2333 477/ 127 514 (94) 4,729 67 41
Results of operations for 
producing activities 1,665 1,087 2.752 1,115 715 328 10 (80) 4.840 499 121Other earnings 167 23 190 102 f3) 130* (35)-.- (10) - 375,- (53) (6)Net income (loss) S 1,832 1,110 2,942 1217 713 458 (25) (90) 5215 446 115

174

w
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HOUSE FINANCE TESTIMONY 
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A pril 1, 2006

Thank you, Chairman Chenault. My name is Paul Laird, and I’m general manager 
of the Alaska Support Industry Alliance. I’m testifying on behalf of the Alliance, a 
trade organization representing companies and individuals that provide goods 
and services to Alaska’s oil, gas and mining industries.

Throughout this debate on a new profits-based oil and gas production tax, we’ve 
heard a lot about finding the right tax rate and investment credits. Is ft 20% the 
right tax? 25%? 30%? How about 1714% ... or 1214%? Should it be progressive? 
How about the investment credits?

Frankly, Mr. Chairman, we don't know. But here are some things we do know:

We know that the 20/20 deal reflected in the original legislation will result in 
roughly $1 billion a year in additional state revenues, and the state already 
projects a $1.4 billion budget surplus this year.

We know that the major North Slope producers ha’/e agreed to this 
unprecedented tax increase, and have said that with fiscal certainty, it can be the 
catalyst to a $25 billion gas project.

We know that the changes contained in the committee substitute would increase 
taxes by hundreds of millions of dollars on top of the $1 billion in the original bill, 
and it would water down the incentives for investment.

We know that every dollar in additional taxes is a dollar that won’t be invested in 
sustaining production, in creating business opportunities for Alaskan companies, 
in generating good-paying jobs for Alaskans.

We know that our 400 members and their 30,000 Alaskan employees will be here 
long after the legislature’s consultants on this issue are gone, and they'll be the 
ones to bear the consequences if higher taxes really do result in less investment 
. . .a  novel economic concept, to be sure.

So will their children ... and theirs, and theirs ... as long as there are still enough 
opportunities to keep them here.

ALASKA SUPPORT INDUSTRY ALLIANCE
360 W Benson Blvd.. Suite 200 'Anchorage, Alaska 99503 • Phone. (907) 563-2226 • Fax: (907) 561-8870 • www.alaskaalliance.com

http://www.alaskaalliance.com
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Mr. Chairman, we know that we’re not just talking about a tax bill here. We’re not 
just talking about a revenue bill, or a resource development bill.

We're talking about Alaska's future.

And we know that Alaska's future has never held so much potential... or so 
much peril.

We can encourage investment and have a gas project, continuing oil exploration 
and development and 50 years of good-paying jobs, robust business activity and 
steady state revenues.

Or we can impose the highest possible tax rate on production and have an even 
bigger state government for a while ... at the expense of a strong and 
sustainable economy...

At the expense of our future.

We know that that's what’s at stake here. Mr. Chairman and members of the 
Finance Committee, don’t put oil investment and a gas project... don’t put 
generations of jobs and business opportunities ... don’t put our future at risk.

Thank you.



Alaska Conservation Alliance
M  U n itin g  f o r  A laska's Fu tu re

March 24. 2006

The Honorable Kevin Meyer 
Co-Chair, House Finance Committee 
House o f Representatives 
Alaska State Capitol. Room 510 
Juneau. Alaska 99801-1182

Dear Representations Meyer and Chenault.

The Honorable Mike Chenault 
Co-Chair. House Finance Committee 
I louse o f Representatives 
Alaska State Capitol. Room 519 
Juneau. Alaska 99801-1182

I am writing to thank members o f the legislature for work thus far in analyzing the proposed 
revision to the oil production profits tax (PPT). Clearly, this debate is o f far-reaching 
consequence to every Alaskan, and the diligence undertaken by legislators to this point is 
highly encouraging.

On behalf o f the 40 conservation groups and businesses represented by the Alaska 
Conservation Alliance. I urge you to continue to take the time necessary to ensure that the 
proposal is a good deal for the State o f Alaska and the citizens and communities who are 
depending on you to represent their interests in this debate.

Talk o f intense pressure to sign o ff on a handshake deal, and o f the PPT being tied to an as-vet- 
unseen gas line project, gives one reason for concern, i trust that your committee will take as 
much time as needed to fully understand the proposal and to ensure that Alaskans are indeed 
receiving the best possible outcome.

As you well know, the stakes could not be higher, and 1 am sure there is pressure from many 
different sides. In the end. 1 am encouraged that you w ill make the tough choices at the end o f 
the day. and history will look kindly on your work.

Thank you. again, for your efforts on behalf o f the people o f Alaska.

Sincerely.

Kate Troll 
I ’xecutive Director

PO Box 100660. Anchorage Alaska 9 9 5 1 0 /  Ph. 907.258.6171 / Fax 907.258.6177
PO Box 22151. Juneau Alaska 99802 1 Ph. 907,463 3566 /  Fax 907.-t63.33l2 /  www.akvoicc.org

http://www.akvoicc.org


M AR-30-2006 THU 0 1 :0 4  PM KENA1 L IO FAX NO. 907 283 3075 P. 01

Alaska State Legislature

Please enter into the record my testimony to the House Finance
committee name

Committee on HB 488 , dated 4-1-06
bill#  /subject public hearing date

What we do with regard with taxing "OUR" oil is and will effect Alaska and it's citizens for years to come or 
until the oil runs out. We currently allow the oil companies to produce from the "best producing wells" and 
those wells could and do happen to be those wells that Alaska doesn’t receive any tax revenue, Check it out! 
The oil and gas committee can colaberate that fact.
If. in fact, the oil companies are our partners, than our fair share surely is 50 9c after their 389c profit margin 

would you not think? At 47 dollars a barrel and at a rate of 50 cents on the dollar for every dollar over 40 
dollars a barrel the state would not see a deficit ever. Think "PEAK OIL" it's that time folks better get our fair 
share now!

(
Do what is light with regard to this tax situation .please push my Tax scheme 509c On every dollar over 40 
dollars a barrel and the state will not see a budget deficit after next year.

Why would you approve a tax scheme that w ill ultimately place us in a future continued budget deficit ? 
Approve my idea and we will still benefit if  the price does as the Department of Revenue's wizards say it will.

(See also attached 2 page article from the Anchorage Daily News, March 30. 2006)

Signed: Ed Martin. Jr.
Testifier

.Sell___

PO Pox 521 Cooper Landing. AK 99S72

Representing (optional)

Address 

595-1632
Phone number
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y d n . c o m
Anchorage Daily News 

B u d g e t  a p p r o v e d  b y  H o u s e
$7.5 BILLION: Lawmakers on both sides of aisle call it unsustainable.
By MATT VOLZ 
T he  A sso c ia ted  P re s s

(P u b lis h e d :  M a rch  3 0 ,  2 0 0 6 )

JUNEAU -- G ood  th in g  th e  p rice  of  N orth  S lo p e  c ru d e  c lo sed  a t  $ 6 4 .5 0  W e d n e s d a y .

If no t  for  t h e  windfall p ro f i ts  b r o u g h t  by t h o s e  h igh oil p rices ,  th e  s t a t e  w ould  b e  o p e ra t in g  In t h e  red  n e x t  y e a r  
u n d e r  th e  b u d g e t  a p p r o v e d  W e d n e s d a y  by  th e  A laska  H ouse .

The H o u se 's  b u d g e t  for fiscal 2 0 0 7 ,  w h ich  b e g in s  July 1, inc ludes  a 6  p e r c e n t  In c re a s e  o v e r  la s t  y e a r  in s t a t e  
t r e a s u ry  s p e n d in a  for o p e ra t in g  c o s ts .

T h a t  d o e s n ' t  t a k e  in to  a c c o u n t  a n o t h e r  $ 1 .2  billion in s t a t e  m o n e y  t h a t  w ould  g o  to  th e  s t a t e ' s  public e d u c a t io n  
fund a n d  for cap ita l  p ro je c ts ,  acco rd in g  to  a n  a n a ly s is  by th e  Legisla tive F in a n c e  Division.

The $ 7 .5  billion b u d g e t  Inc ludes  fe d e ra l ,  s t a t e  a n d  o th e r  s o u rc e s  of  m o n e y  t h a t  will be  u se d  to  in c re a se  s p e n d in g  
in e v e ry  s t a t e  g o v e r n m e n ta l  a g e n c y .

•
T h e  b u d g e t  p a s s e d  t h e  H o u se  2 7 -1 2 ,  b u t  l a w m a k e r s  o n  bo th  s id e s  of th e  a is le  s a y  it 's  u n s u s ta in a b le  a n d  
S o m e th in g  n e e d s  to  be  d o n e  a b o u t  th e  r ise  in s p e n d in g .

"This b u d g e t  is u n d e r w a te r ,  i t 's  in defic it ,"  sa id  Rep. Norm  R o k e b e rg ,  R -A n ch o rag e .

T he  S e n a t e  F in an ce  C o m m i t t e e  is still In t h e  p r o c e s s  o f  c losing o u t  its ow n  b u d g e t  s u b c o m m i t t e e s .  T h e  tw o  
c h a m b e r s  will e v e n tu a l ly  m e e t  in a  c o n fe re n c e  c o m m i t t e e  to finalize th e  s p e n d in g  p lan  for n e x t  y e a r .

W ithout th e  s u r p lu s e s  f rom  th is  a n d  la s t  y e a r  pay in g  for s o m e  of n e x t  y e a r 's  p r o g r a m s ,  th e  H o u se ’s b u d g e t  w ould  
h a v e  th e  s t a t e  in a  $ 2 8 5 .5  million defic it  n e x t  y e a r ,  th e  Legisla tive F inance  D iv is ion 's  a n a ly s is  re a d s .

T he  c re e p in g  b u d g e t  is d u e  to  a n u m b e r  th in g s .  T h e  in c re a se  in fed e ra l  m o n e y  c o m in g  to  A laska h a s  s lo w e d .  T h e  
price of fuel h a s  m a d e  ru n n in g  th e  A laska  M arine H ighw ay S y s te m  a n d  o t h e r  o p e r a t io n s  m o re  costly . Fixed 
p ro g ra m  c o s t s  c o n t in u e  to  r ise  s te a d i ly ,  a n d  t h e r e  is a lso  p re s s u r e  to i n c r e a s e  t h e  n u m b e r  of s t a t e  p r o g r a m s  a n d  
e m p lo y e e s  w h e n  fiscal t im e s  a r e  g o o d  like now .

Even with  t h e  I n c re a s e s  o v e r  la s t  y e a r 's  b u d g e t ,  th e  H o u se 's  sp e n d in g  plan  still r e d u c e s  by 5 p e rc e n t  t h e  o n e  
Gov. F rank  M urkow ski p r o p o s e d  in D e c e m b e r .

The g o v e r n o r ’s  b u d g e t  d ire c to r ,  C heryl F ra s c a ,  told H o u se  F inance  C o m m i t t e e  m e m b e r s  las t  w e e k  th a t  th e i r  c u t s  
to  M urkow sk i 's  b u d g e t  w e re  to o  d e e p ,  p a r t ic u la r ly  th o s e  to  th e  D e p a r tm e n t  o f  C o rre c t io n s  a n d  for ru ra l e n e r g y  
aid.

Most H o u se  D e m o c r a t s  a lso  d i s a g r e e d  w ith  th e  H o u se 's  p ro d u c t ,  say in g  w hile  b lo a te d ,  t h e  b u d g e t  s h o r t c h a n g e s  
m u n ic ipa li t ie s ,  th e  e ld e r ly  a n d  s o m e  h e a l th  s e rv ic e s .

•
 D e m o c ra t s  failed to  p a s s  a m e n d m e n t s  to  s a v e  a n  add it iona l  $ 7 0 0  million of  n e x t  y e a r ’s su rp lu s ,  r e s t a r t  t h e  $ 2 5 0  
d iv idend  p r o g r a m  fo r  e lde r ly  r e s id e n t s  a n d  bulk u p  funding  for s u b s t a n c e  a b u s e  a n d  fetal a lcohol s y n d r o m e  
p ro g ra m s .

hup://www.adn.com/ne\vs/govcmmcnt/legislature/v-printer/story/7579080p-7490367c.html 3/30/2006
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If oil p r ices  r e m a in  h igh n e x t  y e a r ,  th e  s t a t e  c a n  c o u n t  on  sav ing  m o re  m o n e y .  But a f t e r  th a t ,  th e  price o f  oil is 
fo re c a s t  by t h e  D e p a r t m e n t  o f  R e v e n u e  to  d ro p  to  $ 4 6 .9 0  p e r  b a rre l ,  w hich  w ould  p lu n g e  Alaska Into a defic it  if

O ne  c h a n g e  in th e  w o rk s  th u t  w ould  a f f e c t  t h a t  o u tc o m e  Is a p lan  to  r e p la c e  A la sk a 's  oil p ro d u c t io n  ta x  w ith  a t a x  
b a s e d  on  oil c o m p a n ie s '  n e t  p rofits .  T h a t  s y s t e m ,  if a p p ro v e d ,  w ould bring th e  s t a t e  h u n d r e d s  of millions m o r e  in 
r e v e n u e  e a c h  y e a r  w h e n  th e  price  of  oil Is high.

But t h a t ' s  n o t  e n o u g h ,  l a w m a k e r s  s a y .  A lo n g - r a n g e  fiscal p lan  Is n e e d e d .

"The s t a t e  c a n ' t  a fford  to  w a i t  a n y  longer ,"  s a id  R ep . Max G ru e n b e rg ,  D -A n c h o ra g e .

Vote tally on state operating budget

R esu lts  W e d n e s d a y  a s  t h e  A laska  H ouse ,  o n  a 2 7 - 1 2  v o te ,  p a s s e d  th e  2 0 0 7  s t a t e  o p e ra t in g  b u d g e t .  C o n fe re e s  
from  th e  H o u s e  a n d  S e n a t e  will m e e t  la te r  in t h e  s e s s io n  to  w ork  o u t  a final b u d g e t .

Voting y e s  w e r e  24  R e p u b l ic a n s  a n d  th r e e  D e m o c r a t s .  Voting no w e re  11 D e m o c r a t s  a n d  l  Republican .

A y e s  v o te  Is fo r  p a s s in g  th e  b u d g e t .

R e p r e s e n ta t iv e s  a r e  l is ted  by n a m e  a n d  h o m e to w n .

YES VOTES

* R e p u b lic a n s :  A n d e rs o n ,  A n c h o ra g e ;  C h e n a u l t ,  Nikiski; Coghill, North Pole; Elkins, K etch ikan ;  G a i lc ,  P a lm s / ,  
J ia r r i s ,  V a ldez ;  H aw k er ,  G irdw ood ; Holm, F a i rb a n k s ;  Kelly, F a irb an k s ;  K ohring, W asllla; Kott, Eagle River; 
LeDoux, K odiak ; Lynn, A n c h o ra g e ;  McGuire, A n c h o ra g e ;  M eyer, A n c h o ra g e ;  N e u m a n ,  Big Lake; Olson, K enai;  
R a m ra s ,  F a i rb a n k s ;  R o k e b e rg ,  A n c h o ra g e ;  S a m u e ls ,  A n c h o ra g e ;  S e a to n ,  H o m e r ;  S to l tze ,  C hug iak ;  T h o m a s ,  
H aines ;  W e y h ra u c h ,  J u n e a u .

« D e m o c ra t s :  K a p sn e r ,  B e the l;  F o s te r ,  N o m e;  M oses ,  U na laska .

• R ep u b lican s :  D a h ls t ro m ,  Eagle  River.

• D e m o c ra t s .  2_ . xow itz , A n c h o ra g e ;  C is sn a ,  A n c h o ra g e ;  C raw ford , A n c h o ra g e ;  Croft, A n c h o ra g e ;  G ara ,  
A n c h o ra g e ;  G a r d n e r ,  A n c h o ra g e ;  G ru e n b e rg ,  A n c h o ra g e ;  G u t te n b e rg ,  F a i rb a n k s ;  Jou le , K o tzebue ;  K er t tu la ,  
J u n e a u ;  S a lm o n ,  B e a v e r .

.ere isn 't  a  fix.

NO VOTES

D ID  N O T  V O T E

R ep u b l ic a n s :  W ilson, W rangell .

Copyright © 2006 Thu Anchorage Dally Now* (www.aOn.com)
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R E : H o u s e  F in a n c e  H e a r in g  R E : C S  H B  4 8 8  A p r i l  1, 2 0 0 6

G o o d  m o r n in g  M r .  C h a ir m a n  a n d  d is t in g u is h e d  m e m b e rs  o f  th e  H o u s e  F in a n c e  

C o m m it te e .  M y  n a m e  is L y n n  J o h n s o n ,  a n d  I  a m  a 3 2  y e a r  A la s k a  r e s id e n t  a n d  

P re s id e n t  a n d  c o - fo u n d e r  o f  D o w la n d - B a c h  C o r p o r a t io n ,  a 31  y e a r  o ld  A la s k a  

m a n u fa c tu r in g  a n d  s p e c ia lty  d e s ig n  a n d  f a b r ic a t io n  f i r m .  I  a m  a p a s t P re s id e n t  

o f  th e  A la s k a  S u p p o r t  I n d u s t r y  A l l ia n c e ,  th e  A n c h o r a g e  I n t e r n a t io n a l  R o ta r y  

C lu b ,  a n d  c u r r e n t ly  s e rv e  o n  s e v e ra l b o a rd s ,  in c lu d in g  th e  A m e r ic a n  R e d  C ro s s  

o f  A la s k a ,  G ir d w o o d  2 0 2 0 , a n d  th e  W h i t t i e r  P o r ts  a n d  H a r b o r s  C o m m is s io n .

A s  m a n y  o f  y o u  k n o w ,  o u r  f i r m  is  o n e  o f  th e  r a r e  m a n u fa c tu r in g  f i r m s  in  th e  

S ta te  o f  A la s k a .  W e  e m p lo y  28  p e o p le  y e a r  r o u n d ,  a n d  h a v e  ta k e n  g r e a t  p r id e  

th a t  w e  e s s e n t ia l ly  a v o id e d  th e  c y c l ic a l  r a m p  u p  a n d  r a m p  d o w n  o v e r  th e  p a s t 31 

y e a rs . W e  w e re  th e  E x p o r t  C o u n c i l 's  “ S m a ll B u s in e s s "  E x p o r t e r  o f  th e  Y e a r  in  

2 0 0 2 , p r im a r i l y  f o r  o u r  m a n u fa c tu r in g  a n d  e x p o r t in g  o f  w e l lh e a d  c o n t r o l  

s y s te m s  to  C o lo m b ia ,  S o u th  A m e r ic a .  I n  th is  in s ta n c e , w e  u s e d  th e  k n o w le d g e  

a n d  e x p e r t is e  th a t  w e  le a rn e d  o n  th e  N o r t h  S lo p e  to  e x p a n d  o u r  c o n t r o ls  a n d  

s y s te m s  b u s in e s s  to  a n o th e r  o i l  b a s in  o f  th e  w o r ld .  T h is  c o n t r o ls  a n d  s y s te m s  

n ic h e  t h a t  w e  c o m p e te  in  s e rv e s  u s  w e l l  w o r ld w id e ,  b u t  th e  b u lk  o r  o u r  b u s in e s s  

s t i l l  does o r ig in a t e  f r o m  th e  N o r th  S lo p e  a n d  C o o k  I n le t .  F o r  th a t  re a s o n , I u rg e  

y o u  to  t h in k  v e ry  s e r io u s ly  a b o u t  s u b s ta n t ia l ly  c h a n g in g  a n y  p o r t io n  o f  G o v e r n o r  

M in  k o w s k i 's  P P T  p ro p o s a l.  T o  m a k e  a d d i t io n a l  in v e s tm e n t  in  A la s k a  

u n a t t r a c t iv e  th r o u g h  e xce ss ive  ta x a t io n  w o u ld  d e v a s ta te  c o m p a n ie s  l ik e  o u rs  a n d  

m y  fe l lo w  m e m b e r  c o m p a n ie s  o f  th e  A la s k a  S u p p o r t  I n d u s t r y  A l l ia n c e .



a b u s in e s s  o w n e r ,  I a m  a f i r m  b e l ie v e r  t h a t  e c o n o m ie s  g r o w  th r o u g h  th e  

p r iv a te  s e c to r ,  a n d  n o t  n e c e s s a r ily  p u b l ic  s e c to r  e x p a n s io n . G r e a t ly  in c re a s e d  

p r o d u c t io n  ta x e s  o n  N o r t h  S lo p e  o i l  w i l l  c u r t a i l  in v e s tm e n t  in  fa c i l i t ie s  a n d  

a d d i t io n a l  e x p a n s io n s  n e c e s s a ry  o n  th e  N o r t h  S lo p e  a n d  C o o k  I n le t  to  e x te n d  

p r o d u c t io n  th e  k e e p  T A P S  f u l l .  W i t h  e xce ss ive  ta x a t io n ,  as w e  h a v e  a l l  h e a rd  

t im e  a n d  t im e  a g a in ,  in v e s tm e n t  c a p i ta l  f r o m  th e  m a jo r  p r o d u c e rs  w i l l  H o w  to  

o th e r  o i l  b a s in s  o f  th e  w o r ld .

In  s u m m a r y ,  le ts  t h in k  a b o u t  th is  in c re a s e d  ta x a t io n  issu e  f r o m  o u r  p e rs o n a l 

p e rs p e c t iv e . I f  th e  p e rs o n a l ta x  r a te  o n  o u r  in d iv id u a l  in c o m e s  s u d d e n ly  d o u b le d  

o r  t r ip le d ,  w o u ld  y o u  be t h a t  w i l l in g  to  w o r k  th a t  e x t r a  tw o  o r  th re e  h o u rs  o f  

o v e r t im e ? ?  In  a d d i t io n ,  le t ’ s c o n s id e r  th e  m e ssa ge  th a t  w e  a re  s e n d in g  to  th e  o i l  

in d u s t r y  h e a d  c o r p o r a te  o f f ic e s  w o r ld w id e .  W e  w a n t  to  d o u b le  o r  t r ip le  y o u r  

ta xe s  0 11  o i l ,  w e  w a n t  y o u  to  c o n t in u e  to  in v e s t  h u n d r e d s  a n d  h u n d re d s  o f  m i l l io n s  

o f  d o l la r s  y e a r ly  in  o u r  A la s k a n  e c o n o m y  a n d  w e  a ls o  y o u  w a n t  to  b u i ld  a 25  

b i l l io n  d o l la r  gas p ip e l in e  as s o o n  as p o s s ib le . D o e s  th a t  s o u n d  l ik e  to  g o o d  p la n  

|o a s h a r e h o ld e r  o f  o n e  o f  th e  m a jo r  p r o d u c e r s  th a t  o w n s  s to c k  a n d  h a s  n o  re a l 

’'c o n c e rn  a b o u t  A la s k a ? ?  T h a t  s h a r e h o ld e r  is  j u s t  c o n c e rn e d  th a t  h is  in v e s tm e n t 

in  th a t  o i l  s to c k  a n d  w h e re  th e  o i l  c o m e s  f r o m  is  n o n e  o f  h is  o r  h e r  c o n c e rn . F o r  

th a t  v e r y  re a s o n , h o ld  th e  ta x  ra te s  d o w n  a n d  k e e p  A la s k a  c o m p e t i t iv e  w i t h  o th e r  

o il p r o d u c in g  b a s in s  o f  th e  w o r ld .  D o  w e  w a n t  th e  in d u s t r y  in  A la s k a  f o r  

a n o th e r  te n  o r  f i f te e n  y e a rs  o r  a n o th e r  f i f t y ? ? ?  I t h in k  th e  a n s w e r  to  th a t  

q u e s t io n  is c r y s ta l  c le a r .  W e  n e e d  to  le t  th e  in d u s t r y  k n o w  th is  b y  m a k in g  A la s k a  

a g o o d  c l im a te  in  w h ic h  to  in v e s t o v e r  th e  lo n g  te r m .  P lea se  t h in k  lo n g  a n d  h a r d  

a b o u t a n y  s u b s ta n t ia l  c h a n g e s  in  ta x a t io n .  T h e  e c o n o m ic  f u t u r e  o f  A la s k a  

d e p e n d s  o n  i t .  T h a n k  y o u .
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H o u s e  F in a n c e  (C S  H B 4 8 8 )

• Every one of the changes in the Governor’s bill jeopardizes oil & gas 
investment in our state, which means the House Finance Committee is 
jeopardizing the future of every small business owner in Alaska that 
supports the oil & gas industry if you modify the governors bill. Every 
current AND prospective producer has testified to that effect, including the 
independents Alaska is trying to lure to explore here. Even the 
independents are watching what you do with this bill.

• If enacted, the CS will leave Alaska with the highest tax rate and highest 
cost structure in the United States, putting Alaska at a competitive 
disadvantage for new investment. Already two of the three majors do not 
explore, why make it a slam dunk and have three out of three curtail their 
exploration activity. We've all seen the charts and graphs, we need 
another Kuparuk or Alpine every 5 or 6 years to sustain growth, you will 
not find them without exploration.

• Our concern for the future of Alaskans is compounded by the lack of a 
state fiscal plan for managing surpluses in high-price environments like 
we’re currently experiencing. How will we balance the budget when prices 
are low? The state budget was slightly more than $2 billion two years ago; 
it’s projected to be as high as S3.8 billion in another two years.

• As the President of the Alliance and also as President of my own 
company, I urge you to choose sustainable economic growth through new 
investment over unsustainable government growth through higher taxes in 
crafting new severance tax methodology.

• P le a s e  c o n s i d e r  t h i s  a s  y o u  m o v e  o n  t h i s  b i l l ,
H o u s e  F in a n c e  (C S  H B 4 8 8 ) .

James Gilbert 
President of the Alliance

President of Udelhoven Oilfield Services, Inc. 
184 E 53rd Ave 
Anchorage, AK 99518
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My name is Maynard Tapp, I am an Alaska dreamer since 1954; an Alaskan worker since 1972; 
an Alaskan business owner since 1985; and an Alaskan resident since 1990.

1 prefer a Production Profits Tax o f 15% / 20%.

I appreciate the time you, and your Senate colleagues, have given me over the past month. I am 
fortunate to belong to a great organization, The Alaska Support Industry Alliance. 1 have gained 
great insight and understanding o f the PPT issue through their educational campaigns.

1 have also learned from the various presentations on the PPT presented by the economists, and 
producers, and the legislators o f the State o f Alaska.

1 believe these bills need to be viewed as “ Resource Development”  legislation not as stale tax 
revenues.

I believe we are all partners in this deal; the government, the people, and the “ producers".

The “ producers" reinvest the revenues and grow the source o f those revenues.

The people get jobs from/and related to the “ producers”  reinvestment and grow their wcaith; 
spend money in the community, and grow its wealth and viability.

The government takes its share and grows the government.

As a partner, shouldn't the government support the growth o f the revenue resource and not the 
growth o f the government. Ultimately, the growth o f the revenue source suppoits the growth o f 
government but within our means.

I believe the 20% / 20% is the wrong number, it should be closer to a 15% / 20% PPT. What 
should the PPT number be to get to a 0% to 3% rate o f decline? What are we doing to ensure the 
states revenue source viability lasting to our next generation?

In today's economic climate we are declining at 0% per year. Starting at S80.000 bbld I calculate 
the pipeline being mechanically inoperable by 2015. Then what?

The new technologies to bring viscous oil to market are not guaranteed and not cheap.

What can the government do to encourage investment? It doesn't seem like raising the rent does
anything to put more money into exploration. We cannot tax our way to state solvency, in the
long run we must invest our wav to state solvency and success.• . *

1 started a business here twenty years ago waiting for the stars to align.

1. Continuing investment on the Norihslopc

2. Build the Alaska Gas Pipeline to the lower 48.

3. Ciet legislation in place to encourage development o f ANWR.

What are our slate representatives in the House and Senate doing to encourage development and 
growth o f our resource pool, the source o f our state revenues? Please invest in maintaining the 
“ seed com" to keep Alaska growing, now and into the future.

Thank-you 
Maynard Tapp 
200 West 34,h Ave. r?S09 
Anchorauc, Alaska -- oo>03

1 April 2006

To: Members of the House Finance Committce:-
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Testimony at Anchorage LIO Office

The Honorable Kevin Meyer 
The Honorable Mike Chenault 
Co-Chairmen, House Finance Committee 
and Committee members 

Juneau, Alaska

Subject: CSHB 488

Thank you for hearing my testimony, today, Saturday, April 1, 2006. At this time, I ask 
that you and your committee reexamine the changes made to HB488 which are 
contained in House Resources Committee substitute, CSHB 488.

As General Manager for Northwest Technical Services, a company which provides 
employees to a variety of industries, including the oil industry, I usually approach you 
and other members of the Legislature on matters that deal very specifically with Wage 
and Hour, Worker's Compensation and Workforce Training both in title and content. In 
this case, however, I am concerned that the impact on the workforce and future 
employment for NWTS' 100+ employees and other Alaska workers may not be quite as 
evident to others as it is to us.

The crux of the matter is -  the more money that goes into the State government in 
taxes, the less money there will be for investment by the companies in the private sector 
into new projects and the redefinition of current fields to stem declining production. 
Reduction of investment will mean reduction of jobs some of which are directly related 
to the oil and gas industry, many of which are the "fallout jobs" where most Alaskans 
work, i.e. at grocery stores, hardware stores, the State of Alaska, etc.

It has also been made very clear that the PPT is, in some fashion, being tied to the gas 
contract. This impacts even more jobs and opportunities -  for Alaskans and, to go 
beyond our borders, for other U. S. citizens. It has taken us too long to get to this point 
in history to jeopardize it now with a taxation rate that could result in a tax and cost rate 
higher than anywhere else in the United States. This gas line is our future and the 
future of our state. The monies it will generate will far outweigh those we might realize 
by the change in the tax rate that has been proposed by the House Resource 
Committee.

•M0 1 Business Park Boulevard. Hlilu N. Sic 20 •  Anclioiayc. AK W503-IS80 ■ *>07 502-I0.M .0 07  >02*5S7> fax
F-M ail: akw'jidstecli com ■ Website: www N\V I S-ak.com



Representative Kevin Meyer 
Representative Mike Chenault 
Co-Chairmen, House Finance Committee 
and Committee Members 

April 1, 2006 
PageTwo

I ask that as you deliberate over the next few days as to which changes you are going 
to retain prior to sending this Bill forward, you step back and consider J l  the 
ramifications of these decisions, particularly the impact on jobs, future development and 
the quality of life for this and the next generations of Alaskan citizens.

With the resistance of the U.S. Congress to the opening of ANWR, this is our next "big 
strike". As Senator Ted Stevens’ stated in his address to the Legislative body, it is a 
decision that will set the course of the State of Alaska for many years to come.

Respectfully yours,

-) ,

Mary E. Shields 
General Manager
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My Dnmo is Mike Kov,

I’ve winked will) HI* for over eleven years in various capacities including 
niiinernns roles in business development, sltnlegv. eeonomie evrdunlion nnd 
Ioiij! lerni planning. I he Inst lluee positions I’ve held in 111’ nre Hnsiness 
Development Manager in Alnskn. Planning Manager in HP's corpomtc 
hendi|u;irters in l.ondon nnd I'rojeel Manager in HP's (ilnhnl Mergers A:
Aeipiisilions I'eum. also in l.ondon.

I run currently on n leave o f absence from HP, representing myself and not 
(he company, and therefore free to speak with all the knowledge and 
perspective or someone from within the industry but without tiny of the 
associated limitations or constraints.

I here three tilings I would like to address in the lime I hnvcP'hwestineiil ( ^  .
by oil companies, risk/reward balance nnd relationship between oil^mtTgwix 
project*.

I el me start by saying that most oil companies, and all of the majors, use 
lived prices when making investment decisions nnd those prices have tended 
to be in the S?0-$30/hbl range. Within this price range is where the lav 
regime needs to look attractive relative to oilier places in the world in order 
to attract investment. What happens outside of this range is important, but 
largely immaterial when companies arc making investment decisions,

With that as background, the version of 11H-1SX as passed out of the 
Resources committee, creates a higher tav burden on industry through most 
o f the $.7H*VWbhl range than the current oil lav structure, lo attract 
investment, the lav rale in this range.only should be lowered from the ?(>"•> 
currently in the bill

At oil prices below $2(l/bhl. is where IIIMXX provides the greatest reduction 
in laves relative to the current oil lav structure ironically right when the Stale 
will need funds most. While some relief in this price range would k ' 
welcomed by the oil industry, the SialCavill uul gel lull credit tin providing 
reduced laves in this range which means the Stnle'Tspivingjiway value tin 
nothing in return. IIIMXX should include a provision which increase the 
regressive nature o f oil laves in the under $20/bhl range relative to wlial'ls~-- 
c 11rici' ftv in the bill but less regressive than the current oil lav structure. I liK 
is easv to do.

x
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I df nil prices nlmve $.ll)/bbl. in a range that increased laves will not impact 
investment o rllie  health of the underlying business, it is reasonable lot the 
Stale lo progressively share in revenues. IIIMXX implements a progressive.
or graduated, prolifMav structure, but it does not go as far as it could and 
still not impact investment-upd more importantly doesn't go far enough lo 
cover the Stale's oil price risk, IrKl'pel. as IIIMXX currently stands the Stale 
will lake in less lav revenues on nvcr?tp#Ul)en they currently do with the 
existing lax structure, lo  overcome this. IiTMXX. should include a more 
progressive lax structure which easily could be done'-by-dowering the oil 
price at which the graduated profits lax kicks in from S50/hlil to SW/libl. 

v
Willi i'egards lo risk/reward balance, oil companies understand this as well 
as anyom> and it is elcar in HIM. I where the Stale is taking on most o f the 
risks and not gelling compensated with a proportional share o f reward. I've 
already mentioned price risk, but the Stale would also be taking on cost risk 
and exploration risk aS-parl o f this bill Willi exploration in particular, the 
Stale is going lo liud it vc'ry ^expensive including investment lav credit on 
exploration with little in the wnjtoj benefit. I be Stale would do much better 
to eliminate the investment tax credit on exploration costs, thereby 
eliminating the Stale’s e\|'osure to IhisNisk. ami instead place a greater 
investment tax credit on heavy oil which mKmlready I'cen discovered in 
large <|uantilics. is close lo infrastructure and caiMxibrought on-line much 
ipiicker with a bit o f economic help.

fhe linal thing I would like lo say is around the relationship o f oil fiscal 
terms and a gas pipeline project. Mil fiscal terms have no bearing 
whatsoev er on the economics of a gas pipeline project I hey ate not telaled 
ill all accept through negotiation vvillr-thr-rnf iTTTlipanii v m ngim iug the y 
have nrr-npponontlV'TtoW to vitali leverage liu ncllcr niricniis lll.’llt 7fTITX̂

, usmMuUttcfvwwijrcU-t lil laves will not impact the viability of a gas pi|vline
project or the interest in the oil companies o f progressing a gas pipeline 
project,,, fhc-^rattmeevls-to-^itvp-lrmtinfr-rm** as-biiving m» impact nn the 

.p th rf  as it gives away value lor no reason Related to this, the legislate 
y should consider including only the oil lav terms in IIIMXX ami remove

/. gits related components arid ask that these lie included in the gas contract hw- ■ \ 1
\(  imt-tln oil turns., Ihere-aiv-eompunenlK-in them rhieh  Iwve-mucb more ol / 
ty ail alfect thim^pure-liix-eonsevpieiiees nmt fieCil tu be Coiisid'red in totality ' ./ '--3 ( '
(  with die reyMtf the gas crmtrnvi, No oil eonsiiltnnr will be able to help in Ibis ..
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Irrsmtunary. while I think there are better starting points lor amending the 
Stale’s oil TiScftUerms than ibis bill, if it is to he the basis lor a new system 
anieml'm nls should be made to make it slightly more regressive on Ibe low 
price side, implement a higher-graduated progressive lav on the high side, 
consider a tax incentive for viscousilikind most importantly consider oil lav 
legislation sepnralc from n gas pipeline'phvjcglnnd ensure oil lisenl terms 
are not included in a gas contract. Remember, lRr~oihcpmpanies want lo 
develop n gns project as inncli as lire Stale wants them lo. _

Than Lyon.
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T h a n k  y o u ,  M r .  C h a i r m a n ,  f o r  t h i s  o p p o r t u n i t y  t o  s p e a k  
t o d a y  o n  t h e  C o m m i t t e e  S u b s t i t u t e  t o  H B  4 8 8 .

M y  n a m e  is  J o a n n a  C a s e ll i ,  a n d  I h a v e  l iv e d  in  A la s k a  fo r  m o re  
t h a n  15  y e a rs .  I w e n t  to  c o lle g e  h e re , a n d  I a m  n o w  c a r v in g  o u t  
a  c a re e r  fo r  m y s e lf  h e re .  H a v in g  r e c e n t ly  m a r r ie d ,  I a ls o  w is h  
to  h a v e  c h i ld r e n  h e re ,  ra is e  th e m  h e re , a n d  g iv e  th e m  e v e ry  
o p p o r t u n i t y  to  s u c c e e d — t h a t  is , i f  th e  f u t u r e  o f  A la s k a ’s 
e c o n o m y  re m a in s  s t ro n g .

M y  l iv e l ih o o d  a n d  m y  h u s b a n d ’s— a n d ,  c o n s e q u e n t ly ,  t h a t  o f  
o u r  f u t u r e  fa m i ly — is  d i r e c t ly  l in k e d  to  th e  o i l  &  g a s  in d u s t r y .  
W e  w a n t  to  s ta y  h e re  a n d  c o n t in u e  to  be  p r o d u c t iv e  A la s k a n s ,  
b u t  w e  n e e d  to  k n o w  th e r e ’s a  f u t u r e  fo r  u s  h e re .

T h a t  s a id ,  w h a t  h a p p e n s  i f  t h is  h ig h e r  ta x  ra te  d o e s  h a v e  th e  
n e g a t iv e  im p a c t  o n  in v e s tm e n t  t h a t  o i l  p r o d u c e r s  a re  
p r e d ic t in g ?  M y  h u s b a n d  fa c e s  th e  v e ry  re a l p o s s ib i l i t y  o f  lo s in g  
lu c r a t iv e  c o n t r a c ts ,  o f  s e e in g  h is  b u s in e s s  d e c lin e .  L o s in g  
c o n t r a c t s  t r a n s la te s  in to  h a v in g  to  e l im in a te  p o s i t io n s — a n d  
th e  m e n  m y  h u s b a n d  w o r k s  w i t h  a re  s u p p o r t in g  fa m il ie s  a n d  
c a n  a b s o lu te ly  n o t  a f fo r d  to  lo s e  w o rk .  N o  o n e  c a n .

I f  th e  w o r k  o p p o r tu n i t ie s  a re  n o t  h e re  fo r  m y  h u s b a n d  a n d  I, 
w e  c e r ta in ly  w o n ’t s t ic k  a r o u n d  to  ra is e  a  f a m i ly  in  th a t  k in d  o f  
e n v ir o n m e n t ,  n o  m a t te r  h o w  m u c h  w e  lo v e  A la s k a .

H ig h e r  ta x e s  e q u a l le s s  in v e s t in g .  L e s s  in v e s t in g  m e a n s  fe w e r  
jo b  a n d  w o r k  o p p o r tu n it ie s .  P le a s e , p la y  y o u r  c a r d s  r ig h t .
T h e re  is  n o  ro o m  fo r  m is ta k e s  a t  t h is  p o k e r  ta b le .  T h e  ja c k p o t  
is  th e  f u t u r e  o f  t h is  s ta te .

T h a n k  y o u .

J o a n n a  C a s e ll i  
1 3 3 4 2  D ig g in s  D r. 
A n c h o ra g e ,  A K  9 3 5  15
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T h a n k  y o u  f o r  th is  o p p o r t u n i t y  t o  s p e a k  o n  t h e  C o m m i t t e e  S u b s t i t u t e  t o  H B 4 8 8 .  
M r .  C h a i rm a n ,  m y  n a m e  is H i l l a r y  M c In t o sh  a n d  I l i v e  in S o u th  A n c h o r a g e .  I am  
h e r e  t o  t e l l  y o u  h ow  y o u r  d e c i s i o n s  o n  th is  t a x  b i l l  w i l l  a f f e c t  m y  f a m i l y .  My 
h u s b a n d  a n d  I b o t h  d e r i v e  o u r  l i v e l i h o o d  f r o m  t h e  o i l  a n d  gas i n d u s t r y . . . r e a c h i n g  
f u r t h e r ,  s o  d o e s  m y  s i s t e r ,  b r o t h e r - i n - l a w ,  u n c l e  a n d  m a n y  f r i e n d s .  I a m  su r e  
th i s  is a c o m m o n  s t a t e m e n t  a m o n g  m o s t  A la s k an s .

E v e r y  p r o d u c e r ,  m a j o r s  a n d  i n d e p e n d e n t s ,  has  i n d i c a t e d  t h a t  h i g h e r  t a x e s  as 
p r o p o s e d  by  t h e  l e g i s l a t u r e  w i l l  r e s u l t  in l e ss  i n v e s tm e n t  in t h e  S l o p e .  W h a t  
d o e s  t h a t  m e a n  t o  m e ?  W h a t  d o e s  t h a t  m e a n  t o  m y  h u s b a n d ,  m y  f a m i l y  
m e m b e r s  a n d  f r i e n d s  t h a t  s u p p o r t  t h e  o i l  a n d  gas i n d u s t r y ?  I b e l i e v e  i t  m e a n s  
f e w e r  o p p o r t u n i t i e s  f o r  p r o f e s s i o n a l  g r o w t h ,  a f e a r  o f  j o b  i n s t a b i l i t y  a n d  a 
d i s t i n c t  d i s i n c e n t i v e  t o  s t a y  in A l a s k a .

S h o r t  t e r m  r e v e n u e s  f o r  g o v e r n m e n t  a r e  n o t  w o r t h  t h r o w i n g  a w a y  l o n g - t e rm  
i n v e s tm e n t  f o r  A l a s k a ’ s f u t u r e .  H ow  w i l l  th is  a l l  p a n  o u t  w h e n  m y  d a u g h t e r  
g r a d u a t e s  f r o m  c o l l e g e  in 2 0 2 7 ?  W i l l  sh e  w a n t  t o  s t a y  in A l a s k a ?  W i l l  t h e  o i l  
a n d  gas m a r k e t  b e  th r i v i n g  th en ?  I t m a y  n o t  b e  i f  y o u  o v e r s t e p  t h e  p r o d u c e r s '  
t h r e s h o l d .  D o n ' t  l e t  A l a s k a ’ s b igg e s t  e x p o r t  b e c o m e  i ts  c h i l d r e n .

Less  m o n e y  t o  i n v e s t  in t h e  m a j o r s ’ ow n  i n d u s t r y  w i l l  c e r t a i n l y  m e a n  less 
m o n e y  t o  i n v e s t  in A l a s k a ’ s c o m m u n i t i e s  as  w e l l .  B e tw e e n  m y  h u sb a nd  and  
m e ,  w e  s i t  o n  s e v e r a l  b o a r d s  a n d  a r e  i n v o l v e d  in m a n y  a r e a  n o n - p r o f i t  e n t i t i e s .  
In f a c t ,  I e v e n  w o r k  f o r  a n o n - p r o f i t .  T h e  o i l  i n d u s t r y ,  m a j o r s  a n d  t h e i r  
c o n t r a c t o r s ,  h a v e  b e e n  v e r y  g e n e r o u s  t o  t h e  n o n -D r o f i t  c o m m u n i t y  a n d  i t  w o u l d  
b e  d e t r i m e n t a l  i f  t h e i r  s u p p o r t  is r e d u c e d  d u e  t o  y o u r  i m p o r t a n t  d e c i s i o n s  on  
t h i s  t a x .  Less  i n v e s tm e n t  in o u r  c o m m u n i t i e s  m e a n s  l e s s  s u p p o r t  f o r  p r o g r a m s  
t h a t  I v a l u e  a n d  f e e l  A l a s k a ' s  c h i l d r e n  n e e d .

In t h e  e v e n t  t h a t  c o m m u n i t y  s u p p o r t  is r e d u c e d ,  w i l l  t h e  S t a t e  o f  A l a s ka  
s u b s i d i z e  t h e  d i f f e r e n c e ?  W h a t  p l a n  is in p l a c e  t o  m a n a g e  t h e s e  w i n d f a l l  
p r o f i t s ?

Y o u  c a n  s h a v e  a s h e e p  m a n y  t im e s ,  b u t  y o u  c an  o n l y  sk in  h im  o n c e .  I w a t c h  
g a v e l  t o  g a v e l ,  I r e a d  t h e  p a p e r s ,  I w a t c h  t h e  n e w s ,  I ' v e  r e a d  t h e  b i l l s  
t h e m s e l v e s . . . a n d  I t h in k  t h e  c h a n g e s  m a d e  t o  t h e  G o v e r n o r ’ s b i l l  h a v e  
d e s t r o y e d  t h e  d e l i c a t e  b a l a n c e  b e t w e e n  s t a t e  a n d  i n d u s t r y  n e e d e d  t o  e n s u r e  a 
h e a l t h y  e c o n o m y  an d  m u c h - n e e d e d  gas  l i n e .  L e t ’ s n o t  f o r g e t  t h a t  t w o  y e a r  o f  
n e g o t i a t i o n s  w e n t  i n t o  t h e  a g r e e m e n t .  I am  n o t  a s k in g  y o u  t o  " g i v e  i n "  t o  t h e  
p r o d u c e r s ’ e v e r y  w h im ,  b u t  I a m  a s k in g  y o u  t o  th i n k  a b o u t  t h e  n e g a t i v e  
e x t e r n a l i t i e s  y o u r  c h a n g e s  w i l l  c a u s e  a n d  h o w  A l a s k a ’ s f u t u r e  m a y  l o o k  in 10 ,  
2 0  o r  3 0  y e a r s .  Do n o t  s t r a y  t o o  f a r  f r o m  t h e  G o v e r n o r ’ s p r o p o s a l .  P l e a s e  d o  
n o t  j e o p a r d i z e  m y  f a m i l y ’ s f u t u r e  in A l a s k a .

H i l l a r y  M c In t o sh  
2 5 3 0  C l e o  A v e n u e  
A n c h o r a g e ,  AK 9 9 5 1 6




