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S e n a t o r  B e r t  K .  S t e d m a n

S p o n s o r  S t a t e m e n t

S B  1 9 2  -  O i l  a n d  G a s  P r o d u c t i o n  T a x  R a t e

S e n a te  B ill 1 9 2  w i l l  a m e n d  d e f ic ie n c ie s  i n  A l a s k a 's  p e t r o l e u m  p r o d u c t i o n  ta x .  T h e  

c u r r e n t  ta x  s t r u c t u r e ,  c r e a t e d  b y  th e  p a s s a g e  o f  S e n a te  B ill 2 1 ,  s e ts  a  b a s e  ta x  r a t e  o f  3 5 %  

b a s e d  o n  a  n e t  p r o f i t  s y s t e m  w h i c h  is  c a l c u l a t e d  a f t e r  d e d u c t i n g  t h e  c o s t  o f  r o y a l t i e s ,  

t r a n s p o r t a t i o n ,  o p e r a t i n g  a n d  c a p i t a l  e x p e n s e s .  T h e  p r o d u c e r s  a ls o  r e c e iv e  a  ta x  c r e d i t  

b e t w e e n  $ 1  a n d  $ 8  p a i d  f o r  e a c h  b a r r e l  o f  o i l  p r o d u c e d .  T h e  p e r  b a r r e l  ta x  c r e d i t  is  n o t  

c o n t i n g e n t  o n  a n y  p e r f o r m a n c e  m e a s u r e s .  T h e  p r o d u c e r s  a r e  n o t  r e q u i r e d  to  d o  

a n y t h i n g  to  r e c e i v e  t h i s  c r e d i t  e x c e p t  p u m p  o il  f r o m  th e i r  e x is t in g  w e l ls .  T h e r e  is  n o  

r e q u i r e m e n t  f o r  e x p a n s i o n ,  e x p lo r a t i o n ,  i n c r e a s e d  p r o d u c t i o n  o r  c a p i t a l  i n v e s t m e n t  i n  

A la s k a .  T h e  s ta t e  is  o b l i g a t e d  to  p a y  t h i s  c r e d i t  to  t h e  p r o d u c e r s  o n  a  s l i d i n g  s c a le  

w h i c h  i n c r e a s e s  a s  t h e  p r ic e  o f  o i l  d e c r e a s e s .  F o r  e x a m p le ,  i f  t h e  p r i c e  o f  o i l  is  b e t w e e n  

$ 1 4 0  - $ 1 5 0 ,  t h e  p r o d u c e r s  r e c e iv e  a  ta x  c r e d i t  o f  $ 1  p e r  b a r r e l .  B u t  i f  t h e  p r i c e  o f  o i l  fa l ls  

to  u n d e r  $ 8 0 ,  t h e  p r o d u c e r s  r e c e iv e  a  ta x  c r e d i t  o f  $ 8  p e r  b a r r e l .

I n  F Y 1 5 , th e  i m p a c t  to  t h e  s t a t e  t r e a s u r y  a s  a  r e s u l t  o f  t h i s  p e r  b a r r e l  ta x  c r e d i t  is  

e s t i m a t e d  to  b e  a l m o s t  o n e  b i l l io n  d o l l a r s .  S e n a te  B ill 1 9 2  w o u l d  r e d u c e  t h a t  p e r  b a r r e l  

c r e d i t  b y  h a l f  s o  i t  w o u l d  s t a r t  a t  5 0  c e n t s  p e r  b a r r e l  a t  h i g h  o i l  p r i c e s  a n d  c a p  o u t  a t  $ 4  

p e r  b a r r e l  a t  l o w  o i l  p r ic e s .  T h is  w o u l d  r e t u r n  a l m o s t  a  h a l f  a  b i l l io n  d o l l a r s  to  t h e  s t a t e  

t r e a s u r y  i n  F Y 1 5 . U n d e r  t h e  c u r r e n t  ta x  r e g i m e ,  t h e  c o m p e n s a t i o n  f o r  t h e  v a l u e  o f  

A l a s k a 's  h y d r o c a r b o n s  is  to o  l o w  c o m p a r e d  to  s i m i la r  w o r l d  c la s s  h y d r o c a r b o n  b a s i n s  

a r o u n d  t h e  w o r l d .

S e n a te  B ill 1 9 2  w o u l d  a ls o  r a i s e  th e  m i n i m u m  p r o d u c t i o n  ta x  f r o m  4 %  o f  t h e  g r o s s  v a l u e  

a t  t h e  p o i n t  o f  p r o d u c t i o n  to  1 5 % . A s  t h e  p r ic e  o f  o i l  g o e s  d o w n  a n d  t h e  c r e d i t s  g o  u p ,  

w e  n e e d  a  h i g h e r  m i n i m u m  ta x  to  p r o t e c t  t h e  s t a t e 's  s h a r e  o f  i t s  r e s o u r c e  w e a l t h  f r o m  

o u r  l e g a c y  f ie l d s  o n  t h e  N o r t h  S lo p e .

S e n a te  B ill 1 9 2  w o u l d  e s ta b l i s h  a  m o r e  r e a s o n a b l e ,  b a l a n c e d  a n d  s u s t a i n a b l e  p e t r o l e u m  

p r o d u c t i o n  ta x  f o r  A la s k a n s .  I e n c o u r a g e  y o u  to  j o i n  m e  i n  s u p p o r t  o f  t h i s  p r o p o s a l .
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S ta te  o f A la ska

2014  L e g is la tive  S e ss io n

Fiscal Note

Identifier: S B  19 2 -D O R -T A X -0 4 -0 8 -1 4

Title: O IL  & G A S  P R O D U C T IO N  T A X  R A T E /C R E D IT

Sponsor: S T E D M A N

R equester: S  R E S

Expenditures/Revenues

D epartm ent: D ep artm ent o f R eve n u e

Appropriation: Taxation and Treasury  

Allocation: T a x  Division

O M B  C om po nen t N um ber: 2 4 7 6

Bill Version: SB 192
Fiscal Note Number:
() Publish Date:

F Y 2 0 1 5
A ppropriation

R eq ues ted

Included in 

G overnor's  

F Y 2 0 1 5  
R equest

O u t-Y e a r C ost E stim ates

OPERATING EXPENDITURES FY 2015 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020
P ersonal S erv ices
Travel
S ervices
C om m odities
C apital O utlay
G rants & Benefits
M iscellaneous
Total Operating 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Fund Source (Operating Only;
N one
Total 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Positions
Full-tim e
P art-tim e
T em p orary

Change in Revenues

Estimated SUPPLEMENTAL (FY2014) cost: 0 .0  (separate supplem ental appropriation required)
(d iscu ss rea sons and fund sou rce(s) in an a lysis section)

Estimated CAPITAL (FY2015) cost: 0 .0  (separate capital appropriation required)
(d iscu ss rea sons and fund sou rce(s) in analysis section)

ASSOCIATED REGULATIONS
D oes th e  bill direct, o r will th e  bill result in, regulation changes ad op ted  by your agency? No
If yes, by w h a t d a te  are  th e  regulations to be adopted , am en d ed  or repealed ?

Why this fiscal note differs from previous version:______________________________________________
Initial version.

Prepared By: 
Division: 
Approved By: 
Agency:

Matt Fonder, Director
Tax
Angela M. Rodell, Commissioner

Phone:
Date:
Date:

(907)269-6628 
04/08/2014 01:00 PM 
04/08/14
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FISCAL NOTE ANALYSIS

Analysis

STATE OF ALASKA BILL NO. SB 192

2 0 14  LEGISLATIVE SESSION

Bill Language:
This bill would amend certain DOR statutes relating to oil and gas production taxes, and would raise the minimum tax on 
North Slope oil and gas from 4% of gross value at the point of production (GVPP) to 15% of the GVPP, when ANS prices are 
more than $25/barrel.

The bill also reduces the sliding scale credit included in AS 43.55.024(j), cutting it in half.

Revenues:
The revenue impacts of this bill are indeterminate.

Based on DOR's current forecast, raising the minimum tax to 15% of GVPP when ANS prices are more than $25/barrel, 
would not have an effect on state revenues.

The department's analysis indicates that at current forecast levels, the sliding scale credit portion of this bill, would 
increase state revenues by $250-$500 million each year.

Expenditures:
The department can implement the provisions of this bill with existing resources.

Regulations:
N/A

(Revised 8/16/2013 OMB) Page 2 of 2
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JANAK MAYER
PARTNER

e n a l y t i c a
JANAK.MAYER@ENALVTICA.INFO

B e f o r e  c o - f o u n d i n g  e n a l y t i c a ,  J a n a k  le d  t h e  U p s t r e a m  A n a l y t i c s  t e a m  a t  P F C  

E n e r g y ,  f o c u s i n g  o n  f i s c a l  t e r m s  a n a l y s i s  a n d  p r o j e c t  e c o n o m i c  a n d  f in a n c ia l  

e v a l u a t i o n ,  d a t a  m a n a g e m e n t  a n d  d a t a  v i s u a l iz a t i o n .

J a n a k  h a s  m o d e l e d  u p s t r e a m  f is c a l  t e r m s  in all o f  t h e  w o r l d ’s  m a j o r  h y d r o c a r b o n  

r e g i o n s ,  a n d  h a s  b u il t  e c o n o m i c  a n d  f in a n c ia l  m o d e l s  t o  v a l u e  p r o s p e c t i v e  

a c q u i s i t i o n  t a r g e t s  a n d  d e v e l o p  s t r a t e g i c  p o r t f o l io  o p t i o n s  f o r  a  w i d e  r a n g e  o f  

i n t e r n a t i o n a l  a n d  n a t i o n a l  oil c o m p a n y  c l i e n t s .  H e  h a s  a d v i s e d  A l a s k a  S t a t e  

L e g i s l a t u r e  f o r  m u l t i p l e  y e a r s  o n  r e f o r m  o f  oil a n d  g a s  t a x a t i o n ,  p r o v i d i n g  m a n y  

h o u r s  o f  e x p e r t  t e s t i m o n y  t o  A l a s k a ’s  S e n a t e  a n d  H o u s e  F i n a n c e  a n d  R e s o u r c e s  

C o m m i t t e e s .

P r io r  t o  h i s  w o r k  a s  a n  e n e r g y  c o n s u l t a n t ,  J a n a k  a d v i s e d  m a j o r  m i n e r a l s  i n d u s t r y  

c l i e n t s  o n  a  r a n g e  o f  c o n t r o v e r s i a l  e n v i r o n m e n t a l  a n d  s o c i a l  r is k  i s s u e s ,  f r o m  

u r a n i u m  m in in g  t h r o u g h  t o  h u m a n  r i g h t s  a n d  c l i m a t e  c h a n g e .  H e  h a s  a d v i s e d  

b a n k e r s  a t  C i t i g r o u p  a n d  p o l i c y - m a k e r s  a t  t h e  U S  T r e a s u r y  D e p a r t m e n t  o n  t h e  

m a n a g e m e n t  a n d  m i t i g a t i o n  o f  e n v i r o n m e n t a l  a n d  s o c i a l  i m p a c t s  in m a j o r  

p r o j e c t s  a r o u n d  t h e  w o r l d ,  a n d  h a s  u n d e r t a k e n  m a c r o e c o n o m i c  r e s e a r c h  w ith  

s e n i o r  d e v e l o p m e n t  e c o n o m i s t s  a t  t h e  W o r ld  B a n k  a n d  t h e  P e t e r s o n  I n s t i t u t e  f o r  

I n t e r n a t i o n a l  E c o n o m i c s .

J a n a k  h o l d s  a n  M A  w ith  d i s t i n c t i o n  in i n t e r n a t i o n a l  r e l a t i o n s  a n d  e c o n o m i c s  f r o m  

f r o m  t h e  J o h n s  H o p k i n s  S c h o o l  o f  A d v a n c e d  I n t e r n a t i o n a l  S t u d i e s  (S A I S ),  a n d  a  

B A  w ith  f i r s t - c l a s s  h o n o r s  f r o m  t h e  U n iv e r s i ty  o f  A d e l a i d e ,  A u s t r a l i a .

e n a l y t i c a Data. A na ly tics . S o lu tions , in E nergy
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NIKOS TSAFOS
PARTNER

e n a l y t i c a
NIKOS.TSAFOS@ENALYTICA.INFO

N i k o s  T s a f o s  h a s  a  d i v e r s e  b a c k g r o u n d  in t h e  p r i v a t e ,  p u b l i c  a n d  n o n - p r o f i t  

s e c t o r s .  H e  is  c u r r e n t l y  a  f o u n d i n g  p a r t n e r  a t  e n a l y t i c a .  In h i s  7  Vi y e a r s  w ith  

P F C  E n e r g y ,  N i k o s  a d v i s e d  t h e  w o r l d ’s  l a r g e s t  oil a n d  g a s  c o m p a n i e s  o n  s o m e  

o f  t h e i r  m o s t  c o m p l e x  a n d  c h a l l e n g i n g  p r o j e c t s ;  h e  a l s o  p l a y e d  a  p iv o ta l  r o le  in 

t u r n i n g  t h e  f irm  i n to  o n e  o f  t h e  t o p  n a t u r a l  g a s  c o n s u l t a n c i e s  in t h e  w o r l d ,  w i th  

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

o v e r s i g h t  a n d  r e s e a r c h  d i r e c t i o n .

P r i o r  t o  P F C  E n e r g y ,  N i k o s  w a s  a t  t h e  C e n t e r  f o r  S t r a t e g i c  a n d  I n t e r n a t i o n a l  

S t u d i e s  (C S I S )  in W a s h i n g t o n ,  D C  w h e r e  h e  c o v e r e d  p o l i t ic a l ,  e c o n o m i c ,  a n d  

m ili ta r y  i s s u e s  in t h e  G u lf , f o c u s e d  o n  oil w e a l t h ,  r e g i m e  s t a b i l i t y  a n d  f o r e i g n  

a f f a i r s .  B e f o r e  C S I S ,  h e  w a s  in t h e  G r e e k  A ir F o r c e ,  a n d  p r i o r  t o  h i s  m ili ta r y  

s e r v i c e ,  N i k o s  w o r k e d  o n  c h a n n e l i n g  i n v e s t m e n t  f r o m  G r e e k  s h i p - o w n e r s  t o  

C h i n e s e  s h i p y a r d s .

N i k o s  h a s  a l s o  w r i t t e n  e x t e n s i v e l y  o n  t h e  d o m e s t i c  a n d  i n t e r n a t i o n a l  d i m e n s i o n s  

o f  t h e  G r e e k  d e b t  c r i s i s .  H is  b l o g  ( G r e e k  D e f a u l t  W a t c h )  w a s  l i s t e d  a s  o n e  o f  

“ E u r o p e ’s  T o p  E c o n o m i c  B l o g s ” b y  t h e  S o c i a l  E u r o p e  J o u r n a l ,  a n d  h i s  b o o k  

“ B e y o n d  D e b t:  T h e  G r e e k  C r is i s  in C o n t e x t ” w a s  p u b l i s h e d  in M a r c h  2 0 1 3 .

N i k o s  h o l d s  a  B A  w i th  d i s t i n c t i o n  in i n t e r n a t i o n a l  r e l a t i o n s  a n d  e c o n o m i c s  f r o m  

B o s t o n  U n iv e r s i ty  a n d  a n  M A  w ith  d i s t i n c t i o n  in i n t e r n a t i o n a l  r e l a t i o n s  f r o m  t h e  

J o h n s  H o p k i n s  S c h o o l  o f  A d v a n c e d  I n t e r n a t i o n a l  S t u d i e s  (S A I S ).

e n a l y t i c a Data. A na ly tics . S o lu tions , in E nergy



SINGLE-YEAR SNAPSHOTS VS LIFECYCLE ECONOMICS
Typical Project Cashflows

TYPICAL PROJECT CASHFLOWS

SBILUON

e n a l y t i c a Data. A na ly tics . S o lu tions , in E nergy



SINGLE-YEAR SNAPSHOTS VS LIFECYCLE ECONOMICS
RSB Tax Calculation) "  Tax Calculation

TAX ON A SINGLE BARREL OF PRODUCTION: SB21, ACES AND 11.5%  GROSS TAX,
RSB 2 0 1 5  FORECAST ASSUMPTIONS

SB 21 ACES 11.5%  GROSS TAX

ANS WEST COAST PRICE $ 1 0 5 .0 6 $ 1 0 5 .0 6 $ 1 0 5 .0 6

LESS: TRANSPORTATION COSTS $ 1 0 .0 3 $ 1 0 .0 3 $ 1 0 .0 3

GROSS VALUE AT POINT OF PRODUCTION $ 9 5 .0 3 $ 9 5 .0 3 $ 9 5 .0 3

LESS: DEDUCTIBLE OPERATING EXPENDITURES $17.91 $17.91

LESS: DEDUCTIBLE CAPITAL EXPENDITURES $ 2 8 .0 8 $ 2 8 .0 8

LESS: GROSS VALUE REDUCTION $ 0 .4 0

PRODUCTION TAX VALUE $ 4 8 .6 4 $ 4 9 .0 4 $ 9 5 .0 3

PRODUCTION TAX BEFORE CREDITS $ 1 7 .0 2 $ 1 6 .0 0 $ 1 0 .9 3

ESTIMATED CREDITS (PRODUCERS W / LIABILITY) $ 6 .0 5 $5 .62

PRODUCTION TAX AFTER CREDITS $ 1 0 .9 7 $ 1 0 .3 8 $ 1 0 .9 3

e n a l y t i c a Data. A na ly tics . S o lu tions , in E nergy



SINGLE-YEAR SNAPSHOTS VS LIFECYCLE ECONOMICS
Lower Capex Tax Calculation
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TAX ON A SINGLE BARREL OF PRODOCTION: SB21, ACES AND 11.5%  GROSS TAX, 
RSB 2 0 1 5  FORECAST ASSUMPTIONS BUT ONLY S15/BBL CAPEX

SB 21 ACES 11.5%  GROSS TAX

ANS WEST COAST PRICE $ 1 0 5 .0 6 $ 1 0 5 .0 6 $ 1 0 5 .0 6

LESS: TRANSPORTATION COSTS $ 1 0 .0 3 $ 1 0 .0 3 $ 1 0 .0 3

GROSS VALUE AT POINT OF PRODUCTION $ 9 5 .0 3 $ 9 5 .0 3 $ 9 5 .0 3

LESS: DEDUCTIBLE OPERATING EXPENDITURES $17.91 S17.91

LESS: DEDUCTIBLE CAPITAL EXPENDITURES $ 1 5 .0 0 $ 1 5 .0 0

LESS: GROSS VALUE REDUCTION $ 0 .40

PRODUCTION TAX VALUE $ 6 1 .7 2 $ 6 2 .1 2 $ 9 5 .0 3

PRODUCTION TAX BEFORE CREDITS $ 2 1 .6 0 $23.51 $ 1 0 .9 3

ESTIMATED CREDITS (PRODUCERS W / LIABILITY) $ 6 .0 5 $ 3 .0 0

PRODUCTION TAX AFTER CREDITS $ 1 5 .5 5 $20.51 $ 1 0 .9 3

e n a l y t i c a Data. A na ly tics . S o lu tions , in E nergy



IMPACT OF SB 192
Maintenance Scenario

GOVERNMENT TAKE COMPARISON -  BASE PRODUCTION,

e n a l y t i c a Data. A na ly tics . S o lu tions , in E nergy



YEAR SNAPSHOTS VS LIFECYCLE ECONOMICS > IMPACT OF SB 192
High Reinvestment Scenario

GOVERNMENT TAKE COMPARISON -  BASE PRODUCTION,

e n a l y t i c a Data. A na ly tics . S o lu tions , in E nergy





S B  1 9 2  -  O i l  a n d  G a s  P r o d u c t i o n  T a x

R a t e / C r e d i t

Sponsored by Senator Bert Stedman
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Make Alaska Competitive

Repeal the

SB 192 S enate  Resources P re se n ta tio n  by
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History of Alaska's Oil Tax Regimes

•  E c o n o m i c  L i m i t  F a c t o r  " E L F "  ( 1 9 7 7 - 2 0 0 6 )

•  P e t r o l e u m  P r o d u c t i o n  T a x  " P P T "  ( 2 0 0 6 - 2 0 0 7 )

•  A l a s k a 's  C l e a r  a n d  E q u i t a b l e  S h a r e  " A C E S "  

( 2 0 0 7 - 2 0 1 4 )

•  S e n a t e  B ill  2 1  ( 2 0 1 4 - P r e s e n t )

SB 192 S enate  Resources P re se n ta tio n  by
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ELF (1977-2006)

S e v e r a n c e  t a x  r a t e  o f  1 5 %

M u l t i p l i e d  b y  a  f r a c t i o n  b e t w e e n  0  a n d  1

I f  t h e  ELF w a s  0 . 5 ,  t h e  e f f e c t i v e  t a x  r a t e  w o u l d  

b e  7 . 5 %
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N a t u r a l  f i e ld  d e c l in e  r e d u c e d  t h e  t a x  r a t e  

r e g a r d le s s  o f  p r ic e

In 2 0 0 7 ,  K u p a r u k 's  e c o n o m i c  l im i t  f a c t o r  w a s  . 0 6 5

■ 15 X .065  = 0 .98 %

■ The severance tax for N orth  America's second largest 
oil basin was less th an  one percent

1 5  o f  t h e  1 9  o p e r a t i n g  f ie ld s  p a id  0 %  t a x  r a t e
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PPT (2006-2007)
B a s e  t a x  r a t e  i s  2 2 . 5 %  o f  n e t  v a l u e  a f t e r  d e d u c t i n g  

c o s t s  

I n t r o d u c e d  p r o g r e s s i v i t y  e l e m e n t  w h e n  n e t  v a l u e  p e r  

b a r r e l  >  $ 4 0 / b b l

■ (Net value per barrel - $40) X .0025

S o  i f  o i l  p r i c e  i s  $ 1 0 0  p e r  b a r r e l :

— Net value per barrel is about $70

-  Progressivity is ($70 - $40) X .0025 = 7.5%

-  Total tax rate is 22.5% + 7.5% = 30%

— Tax is 30% X $70 = $21 per barrel

SB 192 S enate  R esources P re se n ta tio n  by

S e n a to r S tedm an
6



Problems with PPT

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

R e v e n u e s  w e r e  le s s  t h a n  e x p e c t e d  

T a i n t e d  b y  V E C O  c o r r u p t i o n  s c a n d a l
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ACES (2007-2014)
B a s e  t a x  r a t e  i s  2 5 %  o f  n e t  v a l u e  a f t e r  d e d u c t i n g  

c o s t s  

P r o g r e s s i v i t y  e l e m e n t  w h e n  n e t  v a l u e  p e r  b a r r e l  

$ 3 0 / b b l

■ (Net value per barrel - $30) X .004

S o  i f  o i l  p r i c e  i s  $ 1 0 0  p e r  b a r r e l :

-  Net value per barrel is about $70

-  Progressivity is ($70 - $30) X .004 = 16%

-  Total tax rate is 25% + 16% = 41%

-  Production tax is 41% X $70 = $28.70 per barrel
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Problems with ACES

P r o g r e s s i v i t y  r a t e  w a s  t o o  h ig h  r e s u l t i n g  in  a n  

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

a n d  t h e  s t a t e

E x c e s s iv e  c r e d i t s  d r i v i n g  a d v e r s e  e c o n o m i c  

b e h a v i o r

C o m p l e x i t y
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Credits under ACES

C a p i t a l  c r e d i t  -  2 0 %

W e l l  l e a s e  e x p e n d i t u r e  c r e d i t  ( e x c l u d i n g  N o r t h  S l o p e )  

-  4 0 %

E x p l o r a t i o n  c r e d i t  -  2 0 %  -  4 0 %  d e p e n d i n g  o n  l o c a t i o n

S m a l l  p r o d u c e r  c r e d i t  -  $ 1 2  m i l l i o n  i f  s u f f i c i e n t  

o f f s e t t i n g  i n c o m e

L o s s  c a r r y - f o r w a r d  c r e d i t  -  2 5 %  o f  a n n u a l  l o s s
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Senate Bill 21 (2014-Present)
B a s e  t a x  r a t e  i s  3 5 %  o f  n e t  v a l u e  a f t e r  d e d u c t i n g  

c o s t s

P e r  b a r r e l  t a x  c r e d i t  b e t w e e n  $ 1  -  $ 8  b a s e d  o n  A l a s k a  

N o r t h  S l o p e  ( A N S )  w e l l h e a d  v a l u e

2 0 %  -  3 0 %  G r o s s  R e v e n u e  E x c l u s i o n  f o r  n e w  

p r o d u c t i o n

M o n e t i z a t i o n  o f  n e t  o p e r a t i n g  l o s s e s  -  4 5 %  t h r o u g h  

2 0 1 5  a n d  3 5 %  t h e r e a f t e r

M i n i m u m  t a x  i s  4 %  o f  g r o s s  v a l u e  a t  p o i n t  o f  

p r o d u c t i o n

$ 1 2  m i l l i o n  s m a l l  p r o d u c e r  t a x  c r e d i t
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Problems with SB 21
Per barrel tax credits are too high and not contingent on any 
performance measures

■ In FY15, the per barrel tax credits will cost the state almost 

one billion dollars

4% minimum tax is too low

■ The state's risk exposure increases as oil prices drop 

Regressive tax structure without the per barrel tax credit

B o t t o m  L i n e :  A l a s k a n ' s  s h a r e  o f  h y d r o c a r b o n  v a l u e  

f r o m  t h e  l e g a c y  f i e l d s  i s  t o o  l o w
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Senate Bill 192

S B  1 9 2  c u t s  t h e  p e r  b a r r e l  c r e d i t s  in  h a l f

■ A l m o s t  h a l f  a  b i l l i o n  d o l l a r s  i n  r e v e n u e  p e r  y e a r

R a is e s  t h e  m i n i m u m  t a x  f r o m  4 %  t o  1 5 %  o f  

g r o s s  v a l u e  a t  p o i n t  o f  p r o d u c t i o n

■ A s  o i l  p r i c e s  g o  d o w n  a n d  c r e d i t s  g o  u p ,  a  h i g h e r  

m i n i m u m  t a x  i s  n e e d e d  t o  p r o t e c t  t h e  s t a t e ' s  

s h a r e  o f  i t s  r e s o u r c e  w e a l t h  f r o m  l e g a c y  f i e l d s

■ N o  r e v e n u e  i m p a c t  a t  c u r r e n t  o i l  p r i c e
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Per Barrel Credits
ANS wellhead value SB 21 SB 192

$140 - $150 $1 $.50

$130 - $140 $2 $1
$ 1 2 0 -$ 1 3 0 $3 $1.50

$ 1 1 0 -$ 1 2 0 $4 $2

$ 1 0 0 -$ 1 1 0 $5 $2.50

$90 - $100 $6 $3

$80 - $90 $7 $3.50

Less than $80 $8 $4
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Government Take

In  2 0 1 2 ,  D r .  P e d r o  v a n  M e u r s  a d v i s e d  t h e  

l e g i s l a t u r e  t h a t  a  7 0 %  -  7 5 %  g o v e r n m e n t  t a k e  

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

r e a s o n a b l e  c o m p a r e d  t o  s i m i l a r  j u r i s d i c t i o n s

U n d e r  S B  2 1 ,  g o v e r n m e n t  t a k e  is t o o  l o w  in  

t h e  l e g a c y  f i e l d s  a n d  u n s t a b l e
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Count the Cash
FY15 Forecast

ANS West Coast Price $105.06 Daily Barrels Annual Barrels Annual $
Barrels of Oil Produced (North Slope) 498,400 181,916,000 $ 19,112,094,960

Gross Value (West Coast Price * Production) $ 19,112,094,960
Less: Net Royalty Value $ (2,448,411,218)
Equals: Gross Revenue (West Coast Price less Royalties) $ 16,663,683,742

Less: Total Downstream Costs (Transportation) $ (1,590,869,483)
Equals: ANS Wellhead Value (Gross Value at Point o f Production) $ 15,072,814,259

Less: Upstream Costs (Opex) $ (2,525,723,000)
Less: Upstream Costs (Capex) $ (4,453,400,000)
Less: Property Tax $ (314,577,000)
Equals: Production Tax Value $ 7,779,114,259

Effective Tax Rate
Less: 35%  Base Tax & Gross Revenue Exclusion $ (2,658,845,331) 34.2%
Per Barrel Tax Credit $ 953,233,419 -12.3%
Net Base Tax less Per Barrel Credit $ (1,705,611,912) 21.9%

Less: Loss Carry Forward Credit $ 222,000,000
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North Dakota

S t a t e  o f  N o r t h  D a k o t a  t a k e  is 1 1 . 5 %  o n  g r o s s  

p r i v a t e  r o y a l t y  o w n e r  t a k e  is ±  2 0 %  o n  g r o s s  

3 1 . 5 %  g r o s s  t a x  r a t e

W h a t  i f  A l a s k a  h a d  t h e  s a m e  t a x  a n d  r o y a l t y  

r e g i m e  a s  N o r t h  D a k o t a ?
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Alaska (SB 21) vs. North Dakota

F Y 1 5  F o r e c a s t

A N S  W e s t  C o a s t  O i l  P r i c e  $ 1 0 5 . 0 6 A l a s k a N o r t h  D a k o t a

R o y a l t i e s $  2 , 3 1 9 , 9 0 0 , 0 0 0 $  3 , 8 2 2 , 4 1 8 , 9 9 2

B a s e  T a x $  2 , 6 5 8 , 8 4 5 , 3 3 1 $  2 , 1 9 7 , 8 9 0 , 9 2 0

P e r  B a r r e l  C r e d i t $  ( 9 5 3 , 2 3 3 , 4 1 9 )
.

O t h e r  C r e d i t s $  ( 2 2 2 , 0 0 0 , 0 0 0 )

P r o p e r t y  T a x $  3 1 4 , 5 7 7 , 0 0 0

I n c o m e  T a x $  4 4 6 , 9 7 1 , 6 0 7 _

T o t a l $  4 , 5 6 5 , 0 6 0 , 5 1 8 $  6 , 0 2 0 , 3 0 9 , 9 1 2

A  d i f f e r e n c e  o f $  ( 1 , 4 5 5 , 2 4 9 , 3 9 4 )
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Alaska (ACES) vs. North Dakota

F Y 1 3  H i s t o r i c

A N S  W e s t  C o a s t  O i l  P r i c e  $ 1 0 7 . 5 7 A l a s k a N o r t h  D a k o t a

R o y a l t i e s $  2 , 7 4 1 , 0 8 4 , 6 7 0 $  4 , 1 7 4 , 4 4 7 , 4 7 6

B a s e  T a x $  2 , 7 8 2 , 8 5 3 , 6 2 9 $  2 , 4 0 0 , 3 0 7 , 2 9 9

P r o g r e s s i v i t y $  1 , 8 0 5 , 7 6 4 , 0 3 8 -

C r e d i t s $  ( 8 3 0 , 0 0 0 , 0 0 0 ) -

P r o p e r t y  T a x $  3 1 4 , 5 7 7 , 0 0 0 _

I n c o m e  T a x $  5 2 3 , 4 6 8 , 5 7 6 -

T o t a l $  7 , 3 3 7 , 7 4 7 , 9 1 3 $  6 , 5 7 4 , 7 5 4 , 7 7 5

A  d i f f e r e n c e  o f $  7 6 2 , 9 9 3 , 1 3 8
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Alaska is Different

A l a s k a  is a n  o w n e r  s t a t e ,  t h e  m i n e r a l  r i g h t s  

o w n e d  c o l l e c t i v e l y  b y  t h e  p e o p l e

T h e  o i l  b e l o n g s  t o  e v e r y  A l a s k a n  a n d  t h e  

p r o d u c t i o n  t a x  is n o t h i n g  m o r e  t h a n  t h e  

s e l l i n g  p r i c e  o f  o u r  o i l
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Value of Legacy Fields
Not necessary to reduce the tax in the legacy fields of Prudhoe and Kuparuk where  
production is already economic

Net present value and internal rate of return surpass the industries hurdle rate and 
are extremely profitable

There are approximately 7 billion barrels of proven reserves that are "technically, 
economically and legally deliverable" in the legacy fields*

An approximate value of $800 billion at current oil prices

The value of the remaining reservoir is higher than the cumulative value of all the  
North Slope oil produced to date

2 0 1 1  S t a t e  S u p e r i o r  C o u r t  r u l i n g  in  B P P i p e l i n e s ,  e t  a l .  v. S t a t e  e t  a l .  a s  u p h e l d  b y  2 0 1 4  S t a t e  S u p r e m e  C o u r t  r u l i n g
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M a k e  A l a s k a  C o m p e t i t i v e  

w i t h  N o r t h  D a k o t a

R e p e a l  t h e  g o i n g  o u t  o f  b u s i n e s s  s a l e

★

★
★
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e n a l y t i c a

MODELING GOVERNMENT TAKE UNDER SB 192

MARCH 2 0 1 4

Contents

1 Single-year snapshots 
vs. lifecycle economic 
analysis

3 Modeling the impact of 
SB 192

6 About us

SINGLE-YEAR SNAPSHOTS VS. LIFECYCLE ECONOMIC ANALYSIS

O il a n d  g a s  f is c a l s y s te m s  s h o u ld  b e  ju d g e d  b y  th e i r  p e r fo r m a n c e  o v e r  t im e ,  n o t  b y  

th e i r  r e tu r n s  t o  th e  s ta te  in  a n y  o n e  y e a r. S in g le - y e a r  s n a p s h o t s  c a n  e a s ily  c r e a te  a n  

in c o m p le te  o r  e v e n  d is to r te d  p ic tu r e ,  e s p e c ia l ly  w h e n  t h e y  c o v e r  a s s e ts  in  d i f fe r e n t  

s ta g e s  o f  d e v e lo p m e n t  a n d  p r o d u c t io n .

T h e  r e c e n t  d is c u s s io n s  a b o u t  t h e  D e p a r tm e n t  o f  R e v e n u e ’s  (D O R ) F a ll 2 0 1 3  

R e v e n u e  S o u r c e s  B o o k  (R S B ) fo r e c a s t  f o r  2 0 1 5  u n d e r s c o r e  t h e  l im i ta t io n s  o f  a  

s in g le - y e a r  a p p r o a c h .  T h e  t a b le  b e lo w  r e p r o d u c e s  T a b le  E - 1 c  o f  D O R ’s  R S B  fo r  a  

s in g le  b a r re l o f  p r o d u c t io n  in  F Y  2 0 1 5  n o t  o n ly  u n d e r  S B 2 1  b u t  a ls o  u n d e r  A la s k a ’s  

f o r m e r  s y s te m  ( A la s k a ’s  C le a r  a n d  E q u i ta b le  S h a r e  o r  A C E S )  a s  w e ll a s  u n d e r  a n  

1 1 .5 %  g r o s s  p r o d u c t io n  t a x  ( th e  s y s te m  th a t  a p p l ie s  in  N o r t h  D a k o ta ) .

TAX ON A SINGLE BARREL OF PRODUCTION: SB21, ACES AND 11.5% GROSS TAX,

RSB 2015 FORECAST ASSUMPTIONS

SB 21 ACES 11.5% GROSS TAX

ANS WEST COAST PRICE $105.06 $105.06 $105.06

LESS: TRANSPORTATION COSTS $10.03 $10.03 $10.03

GROSS VALUE AT POINT OF PRODUCTION $95.03 $95.03 $95.03

LESS: DEDUCTIBLE OPERATING EXPENDITURES $17.91 $17.91

LESS: DEDUCTIBLE CAPITAL EXPENDITURES $28.08 $28.08

LESS: GROSS VALUE REDUCTION $0.40

PRODUCTION TAX VALUE $48.64 $49.04 $95.03

PRODUCTION TAX BEFORE CREDITS $17.02 $16.00 $10.93

ESTIMATED CREDITS (PRODUCERS W/ LIABILITY] $6.05 $5.62

PRODUCTION TAX AFTER CREDITS $10.97 $10.38 $10.93

In  th is  s n a p s h o t ,  a n d  b a s e d  o n  t h e  2 0 1 5  fo r e c a s t  f ig u r e s  f o r  t h e  N o r th  S lo p e ,  w e  

s e e  s u r p r is in g  re s u lts :  S B 2 1 , A C E S  a n d  t h e  1 1 .5 %  g r o s s  t a x  re tu r n  s im i la r  le v e ls  o f  

p r o d u c t io n  t a x  re v e n u e ,  w i t h  S B 2 1  b e in g  t h e  h ig h e s t  ta x in g  s y s te m ,  fo l lo w e d  s h o r t ly  

b y  th e  1 1 .5 %  g r o s s  ta x ,  a n d  A C E S  b e in g  th e  lo w e s t .



Analysis of SB 192 (DRAFT) enalytica 2

In a profit-based tax 

system , revenues d e p en d  

critically on investm ent /  

sp en d in g  levels

S B  21 m oderates the 

im pact o f  higher spending  

on revenues b y  eliminating 

progressivity a n d  the 2 0 %  

capital credit on spending

If, h o w e v e r ,  w e  r e p r o d u c e  th is  ta b le  b u t  a s s u m e  lo w e r  c a p it a l  s p e n d in g  ( $ 1 5 / b b l  v s .  

$ 2 8 . 0 8 / b b l  in  th e  p r e v io u s  ta b le ) ,  w e  s e e  v e r y  d i f fe r e n t  re s u lts :  A C E S  is  b y  fa r  t h e  

h ig h e s t - t a x in g  re g im e ,  w i t h  a lm o s t  d o u b le  t h e  t a x  b u r d e n  o f  th e  1 1 .5 %  g r o s s  ta x .  

S B  2 1  is  h a lf - w a y  in - b e tw e e n .

TAX ON A SINGLE BARREL OF PRODUCTION: SB21, ACES AND 11.5% GROSS TAX,

RSB 2015 FORECAST ASSUMPTIONS BUT ONLY $ 15/BBL CAPEX

SB 21 ACES 11.5% GROSS TAX

ANS WEST COAST PRICE $105.06 $105.06 $105.06

LESS: TRANSPORTATION COSTS $10.03 $10.03 $10.03

GROSS VALUE AT POINT OF PRODUCTION $95.03 $95.03 $95.03

LESS: DEDUCTIBLE OPERATING EXPENDITURES $17.91 $17.91

LESS: DEDUCTIBLE CAPITAL EXPENDITURES $15.00 $15.00

LESS: GROSS VALUE REDUCTION $0.40

PRODUCTION TAX VALUE $61.72 $62.12 $95.03

PRODUCTION TAX BEFORE CREDITS $21.60 $23.51 $10.93

ESTIMATED CREDITS (PRODUCERS W/ LIABILITY] S6.05 $3.00

PRODUCTION TAX AFTER CREDITS $15.55 $20.51 S 10.93

Im pact o f  n e w  in v estm en t at a tim e o f  low  p roduction. T h is  c o m p a r is o n  

i l lu s t r a te s  th e  b a s ic  d i f fe r e n c e  b e tw e e n  a  p r o f i t - b a s e d  p r o d u c t io n  ta x  a n d  a  g r o s s  

p r o d u c t io n  t a x — ta x e s  o n  p r o f i t s  fa ll w h e n  s p e n d in g  is  h ig h .  F o r e c a s t  s p e n d in g  in  

2 0 1 5  is  in d e e d  h ig h ,  l ik e ly  d u e  t o  s ig n i f ic a n t  n e w  d e v e lo p m e n t  s p e n d in g  a t  p r o je c ts  

in c lu d in g  A lp in e  s a te l l i te  C D 5  a n d  a t  P o in t  T h o m s o n ,  a n d  s u b s ta n t ia l  n e w  d r il l in g  

a n d  c a p it a l  p r o g r a m s  a t  P r u d h o e  B a y  a n d  K u p a r a k .  T h e re fo re ,  t h e  fo r e c a s t  o f  o v e r  

$ 2 8 / b b l  in  c a p ita l  s p e n d in g  in c lu d e s  c o s t s  o f  f u tu r e  d e v e lo p m e n t  n o t  ju s t  t h e  c o s t  

t o  m a in ta in  e x is t in g  p r o d u c t io n .

U n d e r  A la s k a ’s  p r o f i t - b a s e d  p r o d u c t io n  t a x  (a n d  m o s t  c o m p a r a b le  r e g im e s  in  th e  

w o r ld ) ,  s p e n d in g  is  im m e d ia te ly  d e d u c t ib le  a g a in s t  a  p r o d u c e r ’s  ta x e s .  A s  s u c h ,  t h e  

in v e s tm e n t  n e e d e d  t o  t u r n  a r o u n d  d e c l in in g  p r o d u c t io n  w ill s q u e e z e  s ta t e  f in a n c e s  

in  th e  in te r v e n in g  y e a rs  b e fo r e  n e w  p r o d u c t io n  is  o n - l in e .  T h is  is  t h e  re a s o n  b y  

S B 2 1  a n d  A C E S  y ie ld  s im i la r  r e v e n u e s  a s  t h e  1 1 .5 %  g r o s s  ta x  s y s te m  in  2 0 1 5 — it 

is  t h e  h ig h  s p e n d in g  t h a t  m a t te r s .

S p en d in g  under ACES v s. SB  2 1 . A C E S  a n d  S B 2 1  y ie ld  lo w e r  r e v e n u e s  w h e n  

s p e n d in g  is  h ig h ,  b u t  A C E S  m a g n i f ie d  t h e  im p a c t  o f  c a p ita l  s p e n d in g  o n  ta x  

re v e n u e s  in  t w o  w a y s .  T h is  is  b e c a u s e  n o t  o n ly  th e  t a x  b a s e  b u t  a ls o  t h e  t a x  ra te  

it s e l f  w a s  s e t  o n  a  p r o g r e s s iv e  s c a le  b a s e d  o n  t h e  v a lu e  o f  t h e  b a r re l  a f t e r  c o s t s  

w e r e  d e d u c t e d — a n d  s o  th e  h ig h e r  th e  s p e n d in g ,  th e  lo w e r  th e  t a x  ra te .  S e c o n d ly ,  

b y  o f fe r in g  a n  a d d i t io n a l  2 0 %  c r e d i t  o n  c a p ita l  s p e n d in g ,  th e  s y s te m  a m p l i f ie d  th e  

b u d g e t a r y  im p a c t  o f  h ig h  s p e n d in g  in  a n y  g iv e n  y e a r.

A s  s u c h ,  f r o m  th e  s t a t e ’s  p e r s p e c t iv e ,  A C E S  w a s  a  ‘ b e t ’ o n  h ig h  p r ic e s  a n d  lo w  re ­

in v e s t m e n t— a n d  w h e n  t h e s e  c o n d i t io n s  w e r e  t r u e ,  A C E S  p r o v id e d  m u c h  a d d i t io n a l  

re v e n u e  t o  th e  s ta te .  B u t  w h e n  in v e s tm e n t  r is e s ,  th e  v e r y  h ig h  le v e l o f  g o v e r n m e n t
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Sing le -year sn a p sh o ts are 

useful but lim ited— to fully 

ju d g e  a fiscal system , it is 

im portant to m odel results 

on a lifecycle ba sis

S B  192 w ould m odify S B  

21 in two critical ways

s u p p o r t  f o r  s p e n d in g  t h a t  A C E S  p r o v id e d ,  d e liv e r s  lo w  re v e n u e s  t o  th e  s ta te .  E v e n  

m o r e  r e - in v e s tm e n t  in  a d d i t io n a l  N o r th  S lo p e  p r o d u c t io n  w o u ld  fu r t h e r  e x a c e r b a te  

th is  e f fe c t .

S B  2 1  r e d u c e d  th e  im p a c t  o f  c a p it a l  s p e n d in g  in  th r e e  k e y  w a y s :  (a ) it  e l im in a te d  

p r o g r e s s iv i t y ;  (b ) i t  e l im in a te d  th e  c a p ita l  c r e d i t ;  a n d  (c ) i t  m a d e  t h e  4 %  g r o s s  

m in im u m  ta x  th a t  a p p l ie d  u n d e r  A C E S  f i r m ly  b in d in g  ( p re v io u s ly  c a p it a l  c r e d i t s  h a d  

e n a b le d  a  p r o d u c e r  t o  r e d u c e  th e i r  t a x  l ia b i l i ty  b e lo w  th e  g r o s s  m in im u m ) .  It is  f o r  

th e s e  r e a s o n s  t h a t  S B  21  w il l  l ik e ly  g e n e r a te  s l ig h t ly  h ig h e r  r e v e n u e s  in  2 0 1 5 ,  b a s e d  

o n  c u r r e n t  D O R  fo r e c a s ts ,  t h a n  A C E S  w o u ld  h a v e .

S B  2 1  s t i l l  m a in ta in e d  a  m ild ly  p r o g r e s s iv e  s y s te m  o v e ra ll t h r o u g h  a  s l id in g - s c a le ,  

p r o d u c t io n - b a s e d  t a x  c r e d i t  w o r t h  $ 8 /b b l  f o r  p r o d u c t io n  f r o m  m a tu r e  f ie ld s  a t  o il 

p r ic e s  (n e t o f  t r a n s p o r t a t io n  c o s ts )  b e lo w  $ 9 0 ,  fa l l in g  t o  z e r o  a t  p r ic e s  a b o v e  $ 1 6 0 .

Fiscal competitiveness and lifecycle analysis. S u c h  s n a p s h o t s  c a n  te ll u s  

r o u g h ly  w h a t  r e v e n u e s  th e  t r e a s u r y  c a n  e x p e c t  in  a  g iv e n  y e a r  in  a  r a n g e  o f  p o s s ib le  

c i r c u m s ta n c e s .  T h e y  c a n n o t ,  h o w e v e r ,  te ll u s  m u c h  a b o u t  th e  c o m p e t i t iv e n e s s  o f  a  

f is c a l r e g im e  a s  v ie w e d  b y  c o m p a n ie s  in v e s t in g  in  n e w  d e v e lo p m e n ts .  T h is  is  

b e c a u s e  c o m p a n ie s  d o  n o t  v ie w  th e  e c o n o m ic s  o f  a  n e w  in v e s t m e n t  b a s e d  o n  

w h a t  t h e i r  e n t ir e  t a x  l ia b i l i ty  m a y  b e  in  a  s in g le  y e a r ;  t h e y  lo o k  a t  t h e  e c o n o m ic s  o f  a  

p a r t ic u la r  a s s e t  o v e r  its  e n t i r e  p r o je c te d  life , s e e k in g  t o  u n d e r s t a n d  b o th  th e  p r e -  

a n d  p o s t - t a x  a t t r a c t iv e n e s s  o f  a n  in v e s tm e n t  a g a in s t  a  r a n g e  o f  c r i te r ia .  It is  f o r  t h is  

r e a s o n  t h a t  a ll c o m p e t i t iv e n e s s  a n a ly s is  p e r fo r m e d  in  p r e v io u s  y e a r s  b y  c o n s u l ta n t s  

t o  b o th  th e  le g is la tu re  (P F C  E n e rg y )  a n d  th e  a d m in is t r a t io n  (E c o n  O n e )  e x a m in e d  

f is c a l s y s te m  im p a c ts  o n  th e  l i fe c y c le  e c o n o m ic s  o f  a n  a s s e t ,  w h e t h e r  t h a t  a s s e t  b e  

th e  d e c l in in g  b a s e  p r o d u c t io n  p o r t fo l io  o f  a n  e x is t in g  p r o d u c e r ,  o r  th e  e c o n o m ic s  o f  

in v e s tm e n t  in  a  n e w  p r o je c t .  A n a ly s is  t h a t  f o l lo w s  w il l  a ls o  a ll b e  d o n e  o n  a  l i fe c y c le  

b a s is .

MODELING THE IMPACT OF SB 192

S B  1 9 2  p r o p o s e s  t o  f u r th e r  r e d u c e  t h e  p r o g r e s s iv e  n a tu r e  o f  t h e  p r o d u c t io n  t a x  in  

t w o  w a y s :

• It h a lv e s  t h e  p r o d u c t io n - b a s e d  ta x  c r e d i t  f r o m  a  s l id in g  s c a le  o f  $ 8  t o  $ 0  ( fo r  

p r ic e s  o f  $ 9 0  to  $ 1 6 0 / b b l ,  n e t  o f  t r a n s p o r t  c o s ts )  t o  $ 4  t o  $ 0  ( fo r  t h e  s a m e  p r ic e  

ra n g e ) .

• It ra is e s  th e  m in im u m  g r o s s  t a x  ra te  f r o m  4 %  t o  1 5 %

Im p o r ta n t ly ,  t h e s e  c h a n g e s  o n ly  im p a c t  ‘o ld ’ o il.  T h is  is  b e c a u s e :

• T h e  s l id in g - s c a le  c r e d i t  o n ly  a p p l ie s  t o  ‘o l d ’ o il (p e r  S B  2 1 ) ,  a n d  t h e  f ix e d  $ 5 / b b l  

c r e d i t  a p p ly in g  to  ‘ n e w  o i l ’ is  n o t  a l te re d .

• T h e  g r o s s  m in im u m  is  o n ly  b in d in g  o n  ‘o ld ’ o il,  b e c a u s e  o n ly  f o r  ‘o l d ’ o il is  th e r e  a  

h a rd  f lo o r  ( e n a c te d  in  S B  2 1 ) ,  w h e r e  c r e d i ts  c a n n o t  t a k e  t h e  to t a l  t a x  o w e d  b e lo w  

th e  g r o s s  m in im u m .  F o r  ‘ n e w ’ o il,  c r e d i t s  c a n  s t ill b e  a p p l ie d  t o  fu r th e r  r e d u c e  a  

t a x p a y e r 's  lia b ility .
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We have m odeled  results 

u n der two investm ent 

scen a rio s a n d  a cro ss all 

p rice s  from $50/b bl to 

$ 150/b b l

S B  192 is le ss  progressive  

than S B  21 an d  delivers a 

higher governm ent take 

un der a ny p rice  below  

$ 150/b b l

Two scenarios. T o  q u a n t i f y  t h e  e f f e c t  o f  t h e  p r o p o s e d  c h a n g e s  in  S B  1 9 2  a c r o s s  a  

r a n g e  o f  c a p it a l  s p e n d in g  p o s s ib i l i t ie s ,  w e  h a v e  m o d e le d  g o v e r n m e n t  t a k e  a c r o s s  a  

p r ic e  r a n g e  o f  $ 5 0  t o  $ 1 5 0 / b b l  u n d e r  t w o  in v e s tm e n t  s c e n a r io s :  b a s e  d e c lin e  

m a in te n a n c e ,  a n d  h ig h  re in v e s tm e n t .

T h e  maintenance s c e n a r io  a s s u m e s  c a p e x  a n d  o p e x  le v e ls  t h a t  a r e  r e q u ire d  t o  

c o n t in u e  th e  h is to r ic a l d e c l in e  c u r v e  in  th e  m a tu r e  f ie ld s ,  w i t h o u t  a d d in g  s ig n i f ic a n t  

n e w  p r o d u c t io n  ( s im ila r  t o  t h e  a s s u m p t io n s  u s e d  b y  b o th  P F C  E n e r g y  a n d  E c o n  

O n e  in  a n a ly s is  o f  b a s e  p r o d u c t io n  f o r  t h e  2 0 1 3  le g is la t iv e  s e s s io n ) .

T h e  high reinvestment s c e n a r io  d o u b le s  c a p it a l  s p e n d in g  c o m p a r e d  t o  b a s e  

d e c l in e  m a in te n a n c e .

Maintenance scenario. T h e  c h a r t  b e lo w  s h o w s  g o v e r n m e n t  ta k e  u n d e r  S B  2 1 ,  

S B  1 9 2  a n d  A C E S . In  o r d e r  t o  d is a g g r e g a te  th e  s l id in g  s c a le  f r o m  th e  1 5 %  g r o s s  

m in im u m  t a x  e f f e c ts  o f  S B  1 9 2 ,  w e  h a v e  a ls o  s h o w n  a n  S B  2 1  w i th  a  1 5 %  g r o s s  

m in im u m  ta x  ( r a th e r  th a n  4 % ) .  T h e  a n a ly s is  y ie ld s  s e v e ra l in s ig h ts .

F ir s t ,  S B  1 9 2  y ie ld s  a  g o v e r n m e n t  t a k e  t h a t  is  e i t h e r  h ig h e r  o r  e q u a l t o  S B  2 1  n o  

m a t t e r  t h a n  th e  o il p r ic e — a n d  th e  t w o  c o n v e r g e  w h e n  p r ic e s  re a c h  $ 1 5 0 / b b l .  B o th  

e n ta i l  a  lo w e r  g o v e r n m e n t  t a k e  th a n  A C E S  a b o v e  a  c e r ta in  c r o s s o v e r  p o in t :  $ 6 0 / b b l  

f o r  S B  2 1  a n d  $ 7 5 / b b l  f o r  S B  1 9 2 .

S e c o n d ,  t h e  g r o s s  m in im u m  ta x  a s p e c t  o f  S B  1 9 2  im p a c ts  g o v e r n m e n t  ta k e  m o r e  

th a n  th a n  t h e  s l id in g  s c a le — w h ic h  is  w h y  th e  y e l lo w  S B  2 1  +  1 5  g r o s s  m in im u m  ta x  

c u r v e  is  m u c h  c lo s e r  t o  th e  re d  S B  1 9 2  c u r v e  th a n  it  is  t o  th e  g r e e n  S B  2 1  c u r v e .

T h ir d ,  t h e  r e d u c e d  s l id in g - s c a le  p r o d u c t io n  c r e d i t  in  S B  1 9 2  e l im in a te s  th e  

p r o g r e s s iv e  a s p e c t  o f  S B  2 1 ,  r e p la c in g  it w i th  n e a r  f la t  6 7 %  g o v e r n m e n t  ta k e  f r o m  

h ig h  o il p r ic e s  a ll t h e  w a y  d o w n  t o  th e  p o in t  w h e r e  th e  g r o s s  m in im u m  t a x  b in d s .
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H igher investm ent p u sh e s  

out the cro ss-o ve r point to 

higher price  levels

High reinvestment scenario. T h e  b ig g e s t  im p a c t  o f  h ig h e r  c a p ita l  s p e n d in g  is  t o  

in c r e a s e  t h e  p r ic e  le v e ls  a t  w h ic h  S B  2 1  o r  S B  1 9 2  r e p r e s e n t  a  ta x  in c re a s e  o v e r  

A C E S :  t h e  c r o s s - o v e r  p o in ts  r is e  f r o m  $ 6 0  t o  $ 9 5 / b b l  f o r  S B  2 1 ,  a n d  f r o m  $ 7 5  t o  

$ 1 0 5 / b b l  f o r  S B  1 9 2 .

T h e  im p a c t  o f  th e  1 5 %  g r o s s  m in im u m  a ls o  b e c o m e s  m o r e  p r o n o u n c e d  in  th is  

s c e n a r io ;  t h e  t a x  in c re a s e  b e tw e e n  $ 7 0 / b b l  a n d  $ 9 0 /b b l ,  w h e r e  m u c h  o f  t h e  

a n a ly s is  o f  o il c o m p a n ie s  is  c o n c e n t r a te d ,  b e c o m e s  v e r y  s ig n i f ic a n t  in d e e d .

CONCLUSIONS

T h r o u g h  c h a n g e s  t o  th e  g r o s s  m in im u m  ta x  a n d  th e  s l id in g - s c a le  p r o d u c t io n  c r e d i t ,  

S B  1 9 2  w o u ld  s h i f t  A la s k a ’s  p r o f i t - b a s e d  p r o d u c t io n  ta x  t o  a  m o r e  re g re s s iv e  

o r ie n ta t io n .  D o in g  s o  in c r e a s e s  p r ic e  r is k  t o  p r o d u c e r s ,  r e d u c in g  th e  l ik e l ih o o d  t h a t  

m o r e  e x p e n s iv e  p r o je c ts  w il l  b e  s a n c t io n e d .  It a ls o  r e p r e s e n ts  a  s u b s ta n t ia l  t a x  

in c r e a s e  o v e r  A C E S  a t  lo w e r  o il p r ic e s .

B o th  r e g re s s iv e  a n d  p r o g r e s s iv e  f is c a l s y s te m s  c a n  b e  a t t r a c t iv e  t o  p r o d u c e r s  

b e c a u s e  e a c h  o f fe r s  a  d i f fe r e n t  r is k - r e w a r d  b a la n c e .  R e g r e s s iv e  s y s te m s  p la c e  

m o s t  p r ic e  a n d  c o s t  r is k  o n  p r o d u c e r s ,  b u t  o f fe r  m o r e  u p s id e .  P ro g re s s iv e  s y s te m s  

r e d u c e  p r o d u c e r  u p s id e ,  b u t  c o m p e n s a te  f o r  th is  b y  m it ig a t in g  d o w n s id e  r is k s .  

C o m b in in g  a  h ig h ,  r e g re s s iv e  g r o s s  m in im u m  w i t h  a  n e u t r a l- t o - p r o g r e s s iv e  p r o f i t -  

b a s e d  ta x ,  h o w e v e r ,  in  m a n y  w a y s  o f fe r s  th e  le a s t  a t t r a c t iv e  fe a tu r e s  o f  b o th  f r o m  a  

p r o d u c e r ’s  p e r s p e c t iv e .  P r ic e  a n d  c o s t  r is k  is  s h i f te d  f i r m ly  o n to  th e  p r o d u c e r ,  b u t  

m o s t  u p s id e  re m a in s  c a p tu r e d  b y  th e  s ta te .  S u c h  a  m o v e  w o u ld  c e r ta in ly  p r o te c t  

t h e  s ta t e  w e l l ,  b u t  it  d o e s  s o  a t  t h e  e x p e n s e  o f  i ts  re la t iv e  c o m p e t i t iv e n e s s  a n d  

a b il i t y  t o  a t t r a c t  c a p ita l .
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Senate Resources Committee

Senator Bert K. Stedm an 
M arch 10, 2014 
H earing request for SB 192

District Q

Ketchikan • Sitka • Wrangell • Haines • Metlakatla • Craig 
Klawock » Hoonah * Kake • Thorne Bay * Angoon • Saxtnan • Hydaburg • Coffman Cove • Naukati • Hollis 

Klukwan • Hyder • Pelican • Kasaan • Port Alexander • Port Protection • Edna Bay • Whale Pass • Elfin Cove • Point Baker • Meyers Chuck

http://www.BertStediruuT.com
mailto:Senator.Bert.Stedman@akleg.gov

