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Alaska's C lear and Equitable Share

C o m p a r i s o n  o f  G r o s s  B a s e d  

a n d  N e t  B a s e d  P r o d u c t i o n  T a x  S y s t e m s

P a t  G a l v i n  

O c t o b e r  3 1 , 2 0 0 7



P r o ’ s  a n d  C o n ’ s  o f  

G r o s s  T a x  a n d  N e t  T a x

G r c n s  T a x

Pro’s
-  M o r e  T r a n s p a r e n t

-  L e s s  A u d i t / L i t i g a t i o n  B u r d e n

-  L e s s  r i s k  t o  r e v e n u e  p r o j e c t i o n

Con’s
-  C r e a t e s  a  “o n e  s i z e  f i t s  a l l ” 

p r o b l e m  f o r  v a r y i n g  p r o j e c t  

e c o n o m i c s

-  E r r o r s  in  a s s u m p t i o n s  c a n  s t i f l e  

i n v e s t m e n t

-  T o  p r o t e c t  p r o j e c t  e c o n o m i c s ,  

m a y  h a v e  t o  a c c e p t  l e s s  r e v e n u e

N e t  T a x

Pro’s
-  I n v e s t m e n t  c l i m a t e  “s e l f  c o r r e c t s ” 

t o  a d j u s t  t o  c h a n g e s  in  c o s t s

-  P r o v i d e s  m o r e  a t t r a c t i v e  

i n v e s t m e n t  c l i m a t e

Con’s
-  L e s s  T r a n s p a r e n c y

-  G r e a t e r  A u d i t / L i t i g a t i o n  B u r d e n

-  E r r o r s  in  a s s u m p t i o n s  c a n  r e d u c e  

r e v e n u e
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F a c t o r s  t o  C o n s i d e r

• “ A u d i t  R i s k ”

• R e v e n u e  t o  t h e  S t a t e

• I n v e s t m e n t  C l i m a t e

A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  Sha r e



A u d i t  R i s ! ‘

P u r e

G r o s s

G r o s s

+

E x p l o r a t i o n

C r e d i t s

ACES
Alaska s Clea-  and Equitable Share

G r o s s  P P T  P u r e

+  N e t  +  N e t

C a p i t a l  C a p i t a l

C r e d i t s  C r e d i t s



“ A u d i t  R i s k ”

H o w  D o  Y o u  M e a s u r e  I t ?

A l a s k a ’s C l e a r  a n d  E q u i t a b l e  Sha r e

E x p e r i e n c e  o f  O t h e r  J u r i s d i c t i o n s

-  N o  R e c o r d  o f  S o m e o n e  G o i n g  f r o m  N e t  t o  G r o s s  d u e  

t o  f r u s t r a t i o n  o v e r  “ a u d i t  r i s k ” ______

S i m i l a r  E x p e r i e n c e s  I n  A l a s k a  ^

-  A n a l o g o u s  t o  r o y a l t y  d i s p u t e s ?

-  N e t  P r o f i t  S h a r e  L e a s e s ?

-  D i s t i n c t i o n  b e t w e e n  c o n t r a c t  a n d  t a x  d i s p u t e s

“ T r u s t  F a c t o r ”  

C a n  Y o u  M i t i g a t e  t h e  R i s k ?

-  N e e d  t h e  A C E S  T o o l s

~~~Z ) /  s
G r - A s l c s / T t  —  ^ 4 ^ .  n



R e v e n u e  t o  t h e  S t a t e

A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  Sha r e

R e v e n u e  M o d e l  w i t h  f i e ld  c o s t s  a n d  

p r o d u c t io n  a s s u m p t i o n s

C a n  C a l i b r a t e  A n y  T a x  S y s t e m  t o  H i t  a  

R e v e n u e  T a r g e t

H o w  S e n s i t i v e  i s  t h e  S y s t e m  t o  C h a n g e s  

in  A s s u m p t i o n s ?



R e v e n u e  v s .  I n v e s t m e n t ACES
Alaska s Clear and Equitable Share
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R e v e n u e  v s .  I n v e s t m e n t ACES
Alaska s Clear and Equitable Share
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ACES
A l a s k a  s C l e a r  a n d  E q u i t a b l e  Sha r e

R e v e n u e  v s .  I n v e s t m e n t
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R e v e n u e  v s .  I n v e s t m e n t ACES
Alaska's Clear and Equitable Share



I n v e s t m e n t  C l i m a t e  -  T e s t s

A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  Sha r e

• N e w  F i e l d s  ( 7  F i e l d  M o d e l s )

-  A c t u a l  p r o j e c t  d a t a  -  c o s t s ,  p r o d u c t i o n  p r o f i l e

-  N P V ,  I R R ,  P r o f i t a b i l i t y  I n d e x  a t  p r i c e s  $ 3 0  t o  

$ 1 0 0 ,  a n d  d i s c o u n t  r a t e s  o f  1 0 %  a n d  1 5 %

-  S e n s i t i v i t y  A n a l y s i s  t o  c h a n g e s  i n  c o s t  

a s s u m p t i o n s

• “ L e g a c y ” F i e l d s

-  R e i n v e s t m e n t  O p t i o n  a n a l y s i s  3 % ,  6 % ,  a n d  

1 5 %  d e c l i n e  s c e n a r i o s



ACES
I s ' /  '  Alaska's Clear and Equitable Share

New Field Tax Analysis - NFV Impact

Scanarlo R ate Progressivity Capital Industry NPV (310% at $40/bbl real ANS WC (mm$\ q 

Investment f t !  ^  ^  ” t j (  ^  ^Mature Other
Fields Fields Trigger | Rate Credit I I F ie ld  A  I F ie ld  B  I F ie ld  C  F ie ld  0 I F ie ld  E f F ie ld  F  | F ie ld  G

ACES - 10% Floor 25.0% 25.0% $30 0.0020 20% 10 60 40 40 (500) 210 1,000
ACES - NO Floor 25.0% 25.0% $30 0.0020 20% 120 60 40 40 (300) 210 1,000
PPT Status Quo 22.5% L  22.5% _ _ 0.1X125, 20% 180 50 60 10 (200) 220 1.100
High Net Tax 35.0% 22.5% $30 0.0030 20% 150 80 50 0 (200) 140 1,100

IBKBKlHi■ M W H I  t W S S H f t :
Scenario Rate 

(All Fields)

Other
Incentives

Progressivity Capital 

Investment 
Credit |

Industry NPV @  10% at $40/bbl real ANS WC (mm$)

Trigger | Rate f t td A  | H tM fl l £lBli£ | E1HU2 | EJU4* | £M 4f | EiaJd^

Low Rate - No Credits 13% ■ $40 0.0020 None (30) (40) (30) (500) (600) 80 700
Medium rate 16% $40 0.0020 20% 30 0 0 (300) (500) 130 800
Former Tax no ELF 16% NA NA none (40) (50) (30) (400) (600) 80 800
High R ate Flat Tax 19% NA NA 20% 20 (10) 0 (300) (500) 130 100
Sliding Scale Tax Table 5 Yr Holiday NA NA 20% 130 40 40 20 (400) 180 1,100
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A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  Sha r e
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Legacy Field Reinvestment Comparison @  $40

A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  Sh

Sustain Production 
Mode

Harvest Mode Difference

Decline Rate 3% per year 15% per year

Oil Produced (mm 
Barrels)

2026 854 1172

NPV10 ($M) NPV10 ($M) NPV Difference 
(SM)

Implied Investment 
Decision

Net Cases:

ACES 8235 6893 1342 Reinvest

! PPT(SQ) 9176 7133 2042 Reinvest

35% tax rate 8022 6130 1892 Reinvest

Gross Cases:

13% + no credits 6860 7207 (348) DO NOT Reinvest

16% + no credit 6248 6889 (641) DO NOT Reinvest

16% + 20% credit 7180 7027 152 DO NOT Reinvest

19% + no credit + no 
progressivity

6246 6706 (460) DO NOT Reinvest

• • •• -«t as ■

Assumes: 20 year horizon, OPEX+CAPEX=$5/BOE for Harvest, $15/BOE for Reinvestment. All cases assume 16 
progressivity unless noted.



I n v e s t m e n t  C l i m a t e  S u m m a r y

A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  Sha r e

I n d u s t r y  i s  m o r e  c o m f o r t a b l e  i n v e s t i n g  in  a  

s t a t e  t h a t  t a x e s  b a s e d  o n  n e t  p r o f i t s

N e t  t a x  “ s e l f - a d j u s t s ”  t o  c h a n g e s  in  c o s t s

H e a v y  o i l  d e v e l o p m e n t  i s  a  c h a l l e n g e  

u n d e r  a  g r o s s  t a x  s y s t e m

E r r o r s  in  c o s t  a s s u m p t i o n s  u n d e r  a  g r o s s  

t a x  c a n  h a m p e r  i n v e s t m e n t  c l i m a t e
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