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1. Calculating the Production Tax Liability.

2. How Does the Basic Progressivity Calculation 
W ork?

3. W hat are Some of the Problems w ith 
Progressivity?
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A C E S  T a x  L i a b i l i t y  =

[P ro d u c t io n  T a x  V a lu e  * T a x  R a te ]  -  C r e d it s

• Production Tax Value = (Value - Costs)
□  V a lu e  = V o lum e of Taxab le Oil & G as  Produced * W e llh ead  V alue

□  Costs = O perating  E xpenditures + C apital Expenditures

• Tax Rate = 25% + 0.4% for every $1 per barrel that this “net income” 
exceeds $30, up to $92.50, then 0.1%

• Credits = (20% * Capital Expenditures^1) + (20% * Eligible Transition 
Expenditures) )̂ + Small Producer Credit <3)

(1) Spread over two years
(2) Limited to those credits earned while the PPT was in effect and could not be used
(3) Credit is for companies producing less than 100,000 bbls/day. Available up to $12 million for North Slope and/or Cook Inlet 

Producers, and $6 million for production outside of North Slope and Cook Inlet annually. Small producer credits cannot be 
redeemed for cash certificates or carried forward.

Alaska D epartm ent o f  Revenue 3



k - The Progressiv ity Function CDOR

• Found in AS 43.55.011 (g)

• Based on the Production Tax Value (PTV)

• When the PTV exceeds $30 per barrel of oil 
equivalent (BOE) the tax is levied at:
-  .4% per dollar until the PTV/bbl = $92.50
-  .1% per dollar that the PTV/bbl is greater than $92.50
-  Maximum rate of 50% (in addition to 25% base tax)

• Calculated monthly

• A single statewide calculation on all oil and gas
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Progressivity: How  it is Calculated.

• Based on page 108 of 
the 2012 Fall Revenue

ANS W e s t Coast Price: 

T ra n s p o rta tio n  Costs:

$ 1 0 9 .6 1

-$ 8 .8 1

Sources Book. G VPP: $ 1 0 0 .8 0

• Taxable Production: 
170,262,000

D e d u c tib le  Lease Expend:

• GVPP = 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 .

O p e ra tin g :

C apita l:

-$ 1 6 .3 2

-$ 1 9 .6 1

•  PTV =  P r o d u c t i o n  T a x P ro d u c tio n  Tax V a lu e  (P T V ): $ 6 4 .8 7

V a l u e .
Base Tax (25% ): $ 1 6 .2 2

2/15/2013 I l lu s t r a t io n  o f  t a x  c a l c u l a t i o n  b a s e d  o n  FY 2 0 1 4  a s s u m p t i o n s ,  Fall 2 0 1 2  R S B  a p p e n d i x  D - l c
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HS|~ Progressivity: How  it is Calculated. /jjQ |^

Calculating the Progressivity with a PTV/bbl = $64.87
• $64.87 - $30 = $34.87
• Because the PTV/bbl < $92.50
• $34.87 x .004 ~ 13.95%

The 13.95% progressive tax is then applied to the PTV/bbl of $64.87 not to the 
$34.87

$64.87 x 13.95% = $9.05 per barrel

Therefore: the $9.05 progressive tax + $16.22 (25%) base tax = $25.27 
production tax per barrel before credits.

Multiplied by the taxable production (170,262,000 bbls) = $4,302 million
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Observations

• Progressivity increases the overall tax rate as the 
overall profitability (before state and federal income 
taxes) rises.

• Remember, progressivity is company specific and each 
company will have a different exposure because 
progressivity is sensitive to:
— The oil price.
— Spending.
— Production.

• Progressivity is only one part of what makes the overall 
system progressive; it is not a factor at low oil prices.
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Example 1: New  Capital Spending in 
Fiscal Year 2014

• Based on page 108 of the ANS W e s t Coast Price: $ 1 0 9 .6 1

2012 Fall Revenue T ra n s p o rta tio n  Costs: -$ 8 .8 1

Sources Book.
• Taxable Production: G VPP: $ 1 0 0 .8 0

170,262,000.
• Increased capital D e d u c tib le  Lease Expend:

spending by $500 million
-$ 1 6 .3 2from $3,338.6 million to O p era tin g :

$3,836.6 million. C apital: -$ 2 2 .5 5

• CAPEX per barrel goes
$ 6 1 .9 3from $19.61 to $22.55 P ro d u c tio n  Tax V a lu e  (P T V ):

per barrel.
Base Tax (25% ): $ 1 5 .4 8

2/15/2013 I l lu s t r a t io n  o f  t a x  c a l c u l a t i o n  b a s e d  o n  FY 2 0 1 4  a s s u m p t i o n s ,  Fall 2 0 1 2  R S B  a p p e n d i x  D - l c
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Exam ple 1: New Capital Spending in 
Fiscal Year 2014

C alcu la ting  th e  P rogressiv ity  w ith  a P TV /bb l = $ 6 1 .9 3

• $ 6 1 .9 3 - $ 3 0  = $ 3 1 .9 3

• Because th e  P TV /bb l < $ 9 2 .5 0

• $ 3 1 .9 3  x .0 0 4  *  1 2 .7 7 %

T h e  1 2 .7 7 %  progressive ta x  is th e n  ap p lie d  to  th e  P TV /bb l o f $ 6 1 .9 3  n o t to  th e  $ 3 1 .9 3  

$ 6 1 .9 3  x 1 2 .7 7 %  = $ 7 .9 1  p er b arre l

T h e re fo re : th e  $ 7 .9 1  progressive ta x  + $ 1 5 .4 8  (25 % ) base tax  = $ 2 3 .3 9  p ro d u ctio n  tax  
p e r b arre l b e fo re  c red its .

M u lt ip lie d  by th e  ta x a b le  p ro d u ctio n  (1 7 0 ,2 6 2 ,0 0 0 )  = $ 3 ,9 8 3  m illion

T h e re fo re  -  cap ita l sp end ing  w e n t  up  $ 5 0 0  m illio n  and s ta te  revenu es  w e n t  d o w n  
$ 3 1 9  m illio n  b e fo re  considering  th e  cred its .



• Progressivity based on the net production tax 
incentivizes spending.

• The level o fthe incentive depends on the price of 
oil and the cost structure of the investor not the 
project's economics.

• The value o fthe deduction often exceeds the 
value of the tax credits.

• This benefit is only available to incumbent 
producers and doesn't create a level playing field 
with new entrants.
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Example 2: New  
Fiscal Year 2014

• Based on page 108 of the 
2012 Fall Revenue Sources 
Book.

• Taxable Production: 
170,262,000.

• Oil Prices decline $10 to 
$99.61

• Increased capital spending 
by $500 million from 
$3,338.6 million to $3,836.6 
million

• CAPEX per barrel goes from 
$19.61 to $22.55 per barrel.

Capital Spending in / i|nnx 
w ith  low er o il p r i c e \ v̂ %

ANS W e s t Coast Price: $ 9 9 .6 1

T ra n s p o rta tio n  Costs: -$ 8 .8 1

G VPP: $ 9 0 .8 0

D e d u c tib le  Lease Expend:

O p e ra tin g : -$ 1 6 .3 2

C apital: -$ 2 2 .5 5

P ro d u c tio n  Tax V a lu e  (P T V ): $ 5 1 .9 3

Base Tax (25% ): $ 1 2 .9 8

2/15/2013 I l lu s t r a t io n  o f  t a x  c a l c u l a t i o n  b a s e d  o n  FY 2 0 1 4  a s s u m p t i o n s ,  Fall 2 0 1 2  R S B  a p p e n d i x  D - l c
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Exam ple 2: New Capital Spending in 
Fiscal Year 2014 w ith low er oil price

Calculating the Progressivity with a PTV/bbl = $51.95

• $ 5 1 .9 3 -$ 3 0  = $21.93

• Because the PTV/bbl < $92.50

• $21.93 x .004 « 8.77%

$51.93 x 8.77% = $4.56 per barrel

Therefore: the $4.56 progressive tax + $12.98 (25%) base tax = $17.54 production tax per barrel 
before credits.

Multiplied by the taxable production (170,262,000) = $2,986 million

The same equation run w ithou t the additional capital spending (Capital at $19.61 /  bbl) derives 
$3,265 million.

Therefore the benefit of the deduction of an additional $500 million in capital spending at an oil 
price of $109.61 was $319 million but at an oil price of $99.61 was $279 million.
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Observations

• Since the value of a deduction is dependent on the price of 
oil it is very difficult for a company to predict the va ue of 
the deduction especially with long lead time projects.

• The reduction in taxes is temporary, since as soon as the 
spending is done the tax rate rises back to the higher rate.

• This effect can potentially create misalignments amongst 
working interest owners in the same field.
-  If one working interest owner is spending and another isn't, 

then the value of the incremental spending to the company that 
is already spending will be less than to the one that isn't.

• Greater incentive to spend at higher prices than at lower 
prices -  the opposite of what is needed to make projects 
economic.
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Example 3: Cutting Costs I DOR '

• Again, based on page 
108 of the 2012 Fall 
Revenue Sources Book.

• Taxable Oil Production: 
170,262,000

• Reduce the capital cost 
per barrel by $5.

V\ O

ANS W e s t Coast Price: $ 1 0 9 .6 1

T ra n s p o rta tio n  Costs: -$ 8 .8 1

G VPP: $ 1 0 0 .8 0

D e d u c tib le  Lease Expend:

O p era tin g : -$ 1 6 .3 2

C apita l: -$ 1 4 .6 1

P ro d u c tio n  Tax V a lu e  (P T V ): $ 6 9 .8 7

Base Tax (25% ): $ 1 7 .4 7

2/15/2013 I l lu s t r a t io n  o f  t a x  c a l c u l a t i o n  b a s e d  o n  FY 2 0 1 4  a s s u m p t i o n s ,  Fall 2 0 1 2  R S B  a p p e n d i x  D - l c
14

O
dd



Example 3: Cutting Costs (DOR!
•* “ NSW. -.-'V *X^-_gsS3X

Calculating th e  Progressivity w ith  a PTV/bbl = $ 6 9 .8 7
• $ 6 9 .8 7  - $3 0  = $ 3 9 .8 7
• Because th e  PTV/bbl < $ 9 2 .5 0
• $ 3 9 .8 7  x .004  ~ 15 .95%

$ 6 9 .8 7  x 15 .95%  = $ 1 1 .1 4  per barrel

Therefore: th e  $ 1 1 .1 4  progressive tax + $ 1 7 .4 7  (25% ) base tax = $ 2 8 .6 1  production tax per 
barrel befo re  credits.

Before th e  cost savings, taxes per barrel w ere  $2 5 .2 7

Therefore  a reduction in capital cost per barrel o f $5 leads to  a tax  increase o f $ 3 .3 4  per 
barrel.

W ith  progressivity, producer keeps $1 .66  o f th e  $5 in cost savings ($ 5 -$3 .3 4 ); w ith o u t  
progressivity, producer keeps $3 .75  o f th e  $5 in cost savings ($ 5 -$ 1 .2 5 )
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Observations

When cutting costs increases taxes it creates 
distortions in decision making and behavior.
Technology that improves economic value will 
create the same effect as cutting costs because it 
increases the production tax value and therefore, 
the progressive tax rate.
Similarly, things that reduce the production tax 
value reduce the tax rate.
Much stronger incentive to keep costs under 
control without progressivity -  good for both 
producer and state.
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Example 4: Gas sales 
(the decoup ling d ilem m a)

• Based on page 108 of the 
2012 Fall Revenue Sources 
Book.

ANS W e s t Coast Price: 

T ra n s p o rta tio n  Costs:

$ 9 3 .3 9

-$ 1 3 .6 0

• Taxable Production: 
170,262,000.

G VPP: $ 7 9 .7 9

• Plus gas sale of 1 BCF/day 
(60,833,333 BOE for year)

D e d u c tib le  Lease Expend:

• Gas price of $8 / mmboe 
and transportation of $4.50 
/ mmboe

O p e ra tin g :

C apital:

-$ 1 6 .3 2

-$ 1 9 .6 1

• Costs per BOE same as for 
oil -  for illustration

P ro d u c tio n  Tax V a lu e  (P TV ): $ 4 3 .8 6

purposes
Base Tax (25% ): $ 1 0 .9 7

2/15/2013 I l lu s t r a t io n  o f  t a x  c a l c u l a t i o n  b a s e d  o n  FY 2 0 1 4  a s s u m p t i o n s ,  Fall 2 0 1 2  R S B  a p p e n d i x  D - l c
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Gas sales: The Decoupling D ilemma

T h e  "D e co u p lin g "  p ro b le m  w as id e n tifie d  and th o ro u g h ly  discussed d uring  th e  2 6 th 
Alaska Legislature.

F u n d a m e n ta lly , it is a p ro b le m  e x a c e rb a ted  by th e  n e t based progressive fu n c tio n  
w h e n  a high va lu e  p ro d u c t (lig h t o il) is b le n d e d  w ith  a low  va lu e  p ro d u c t (gas).

For th e  purposes o f th is  e x a m p le , w e  assum ed 1 BCF/ day o f gas sales in a d d itio n  
to  FY 14  oil p ro d u c tio n .

Gas price fo r  th e  p urpo se  o f th e  e x a m p le  w ill be $ 8  p e r m m b tu  (6  m m b tu  = 1 
b arre l o f oil e q u iv a le n t). W ith  tra n s p o rta tio n  costs o f $ 4 .5 0  p e r m m b tu .

1 7 0 ,2 6 2 ,0 0 0  barre ls  o f ta x a b le  oil a re  sold a t $ 1 0 9 .6 1  p e r b arre l.

6 0 ,8 3 3 ,3 3 3  "b arre ls"  o f gas are  sold a t $ 4 8  p e r BOE.

This gives us a b le n d e d  price o f $ 9 3 .3 9  p e r BOE and  lo w e r overa ll revenu es.
-  GVPP /  BOE falls from $100.80 to $79.79

• due to both lower value and higher transport costs for gas

-  Progressive tax rate falls from 13.95% to 5.55%
-  Revenue before credits falls from $4,302 billion to $3,096 billion

This is an illu s tra tio n  on ly  to  d e m o n s tra te  th e  d eco u p lin g  d ile m m a .
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Sum m ary

• Progressivity is not simple:
-  It reduces the cash margin per barrel in ways that 

leaves Alaska uncompetitive.
-  It is highly sensitive—making it difficult to predict for 

the State of Alaska and taxpayers.
-  It creates misalignments between working interest 

owners based on individual spending programs.
-  It incentivizes spending—but not necessarily 

investments that lead to production.
-  It mutes the incentive to save costs or utilize 

technology.
-  It creates the decoupling dilemma.
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P ro g re s s iv ity  Inh ib its  a N o r th  S lo p e /  

d e c l in e  tu rn a ro u n d  at h igh  p r ice s  \
Historical Oil Production Curves with Nominal WTI Price
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Thank You
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F o rw a rd  L o o k in g  S ta te m e n ts PIONEER
^NATURAL RESOURCES

Except fo r h isto rica l inform ation contained herein, the statem ents, charts and graphs 
in this presentation are forw ard-looking statem ents that are m ade pursuant to the 
Safe Harbor Provisions o f the P rivate Securities Litigation Reform  Act o f 1995. 
Forw ard-looking statem ents and the business prospects o f Pioneer are su b ject to a 
number o f risks and uncertainties that m ay cause Pioneer's actual results in  future  
periods to d iffe r m a te ria lly  from  the forw ard-looking statem ents. These risks and  
uncertainties include, among other things, v o la tility  o f com m odity p rices, product 
supply and dem and, com petition, the a b ility  to obtain environm ental and other 
perm its and the tim ing thereof, other governm ent regulation or action ; the a b ility  to 
obtain approvals from  third p a rtie s and negotiate agreem ents with third p arties on 
m utually acceptable term s, international operations and asso ciated international 
p o litica l and econom ic in sta b ility , litig atio n , the costs and results o f d rillin g  and  
operations, a v a ila b ility  o f equipm ent, services and personnel required to com plete the 
Com pany's operating a ctiv itie s, access to and a v a ila b ility  o f transportation, 
processing and refining fa c ilit ie s , Pioneer's a b ility  to rep lace reserves, im plem ent its  
business p lans or com plete its developm ent a ctiv itie s as scheduled, access to and cost 
o f ca p ita l, the fin a n cia l strength o f counterparties to P ioneer's cred it fa c ilit y  and 
d erivative  contracts and the purchasers o f P ioneer's o il, N CL and gas production, 
uncertainties about estim ates o f reserves and resource potential and the a b ility  to 
add proved reserves in the future, the assum ptions underlying production fo recasts, 
q u a lity  o f technical data, environm ental and w eather risks, including the p ossib le  
im pacts o f clim ate change, and acts o f w ar or terrorism . These and other risks are  
described in Pioneer's 10 -K  and 10 -C l Reports and other filin g s with the Securities and  
Exchange Com m ission. In addition, Pioneer m ay be sub ject to currently unforeseen 
risks that m ay have a m a te ria lly  adverse im pact on it. Pioneer undertakes no duty to 
p u b licly  update these statem ents except as required by law .
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P re s e n ta t io n  O v e r v ie w

■ Pioneer overview

■ Importance o f a healthy industry

■ Competition for capital

■ SB 21/HB 72

■ Incentives for Alaskan investments

■ Closing thoughts

P IO N EER



P io n e e r  N a tu ra lj jR e so u rce s PIONEER
^NATURAL RESOURCES

Corporate overview:
■ $19 Billion e n te rp ris e  va lue

■ -3 ,5 0 0  em ployees

■ $3 Billion c a p ita l budget
■ $2 Billion cash flo w  from  operations

■ Leading p e rfo rm e r in p e e r group

North Slope |

| Horizontal WolfcampShale H Eagle Ford Shale \  j

_J O perating Areas

Alaska Operations Overview:

■ 1st in d ep en d en t o p e ra to r on N orth
Slope

■ 70+ fu ll- t im e  Alaska em ployees

■ $14+ m illion  in annual wages  
(em ployees)

■ 150 - 300 Alaska co n tra c t w orkers

■ -$ 1 8 0  m illion  2013 c a p ita l budget

■ -  6 ,0 0 0  BOPD gross production

■ -  40% production  grow th  
a n tic ip a te d  fo r 2014



P io n e e r  A la s k a  P ro f i le :  O o o g u ru k PIONEER
^NATURAL RESOURCES

SB21/HB

Exploration Sanction Const.

The ELF

Oooguruk Project and Fiscal Policy Tim eline

Production Nuna?

Exploration:
■ 11 e x p lo ra tio n  w ells  ’02 - ’05

■ 1 co m m erc ia l p ro je c t

Oooguruk Quick Facts:
■ 70% P ioneer (o p e ra to r) : 30% Eni

■ ~$1 b illion  c a p ita l invested

■ 12+ m illion  barre ls  produced

■ ~$270 m illion  in cred its  rece ived

(~7 % o f to ta l c red its  issued by th e  s ta te )



W h a t ’ s N ex t?

Nuna Project:
■ Nuna-1 well drilled in 2012

■ -50 MMBO of resource potential

■ Nuna-2 drilling underway

■ Phase I development overview

-  Q3 2013 sanction decision

-  ~$1 Billion capital required

-  2015 first oil

-  14 MBOIPD peak production

-  Jobs and economic impact

■ Potential for 2nd drill site

■ Must compete for limited capital 
against low-risk, fast-cycle 
projects in Lower 48

. PIONEER
^NATURAL RESOURCES

i  a r r i  s o n

Island Drill Site

Nuna Onshore 
Drill Site
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C o m p e t it io n  F o r  A la s k a  - A n  I n d e p e n d e n t ’ s  V ie w PIONEER
^NATURAL RESOURCES

A la s k a  R e la t iv e  to  L o w e r  4 8  R e s o u r c e  P la y s :

■ Resource A laska L o w e r 4 8

R esource  R e p o rt C ard

Resource Potential / /
Resource Competition
Geologic Risk
Oil Bias
Regulatory Process Ease /
Land Acquisition /

f  • ■ •(•iii
■ rroTitam uiy

A laska L o w e r 4 8

P ro f ita b il i ty  R e p o rt C ard

Cycle Times / Payback
Execution Risk
Operational Flexibility
Operating Margins /

7



P io n e e r  C o m p e t it iv e  R e s o u r c e  O p p o r t u n it ie s PIONEER
^NATURAL RESOURCES

WOLFCAMP / SPRABERRY
$1,650 MM Drilling Program 

627 MMBOE Proven

Vertical Program 
20 Wells ( ’13)

+1.5 BBOE Net Potential

Wolf camp /  Sora berry 
30-40 Wells ( ‘13)

+3.0 BBOE Net Potential

Wolf camp Joint Interest Area 
Drilling Proqramd)

120 wells ( ‘14)
+ 1.6B BBOE Net Potential

2013  P ro d u c t io n  (G row th): 

75 -80  M BOEPD  (+ 14 -21% )

Barnett Shale Combo
$185 AAM Drilling Program 

33 MMBOE Proved 
+300 MMBOE Net Potential

2013  P ro d u c t io n  (G row th ): 
9 -12  M BOEPD  (+22

> 40 rigs running
> 2000 drilling locations

Eagle Ford Shale
$575 AAM Drilling Program 

116 AAMBBOE Proved 
86 Wells ( ‘13)

+340 MMBOE Net Potential

2013 Production (Growth): 
38-42 MBOEPD (+36% - 50%)
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2013E Capital Spending and Cash F low 1

■ Capital Program of $3.0 B 
includes:

-  D rilling  c a p ita l: 2 .7 5  B to ta l

• $190 MM Alaska

(7% o f p io n eer d rillin g  
c a p ita l)

■ Capital program funded  

from:

-  $2.0 B operating cash flow

-  $0.6 B joint interest cash flow (2)

-  $0.4 B capital markets

PIONEER
^NATURAL RESOURCES

Cash Flow
S e n s itiv ity  to  C o m m o d ity  P rices  ($ M M )

0.00 70.00 80.00 90.00 100.00 110.00 120.00
NYMEX Oil Price ($/Bbl)

2013 capital program based on 
$85/Bbl oil and $3.25/MMBtu gas

1) Capital spending excludes acquisitions, asset retirement obligations, capitalized interest and G&G G&A
2) Pioneer incurs 100% of capital costs from January 1st through estimated closing date of June 1st; Pioneer will be reimbursed by Sinochem for 40% of 

this amount as an adjustment at closing (not credited to cost incurred); Sinochem pays 40% of capital costs and carries Pioneer for 75% of Pioneer’s 
60% of capital costs post closing 3



SB 21 / HB 72

Governors Guiding Principles

• Tax policy m ust be fa ir  to  
Alaskans

• Any changes to  o il taxes should, 
w hen taken  to gether, be geared  
to  fo s te r n e w  production

• Changes should resu lt in a m ore  
s im p le  ta x  system and resto re  
b a la n c e  to  our fiscal system

• Tax policy m ust m ake Alaska  
c o m p e tit iv e  fo r th e  lo n g -te rm

. PIONEER
^NATURAL RESOURCES

Positives:

-  Elimination of progressivity

-  Small producer credit extension

-  Gross revenue exclusion (GRE)

-  Escalating loss carry forward credit

Negatives:

-  Disadvantages smaller new projects

-  Loss of capital credits

-  Complicated carried-forward loss 
calculation

-  No GRE for legacy fields

-  Advantage to legacy producers may 
motivate consolidation of assets

10



R e la t iv e  R a n k in g s PIONEER
NATURAL RESOURCES

450

400

350

300

250

200

150

100

50

E n te rp ris e  V a lu e  (B n $ )

i
^  *  V9 ^
\

<x-

Private
Companies
(Data not available)

J *.o'
(S' ov° #  *9

J

 ,------

&  $  > <̂3>

*  *

\i>xy

11



W h a t  is  a n  I n d e p e n d e n t  O il  a n d  G a s  C o m p a n y ? PIONEER
^NATURAL RESOURCES

Independents 1
-  A non-integrated company

-  Primarily in the exploration and production side 
of the industry (limited downstream)

-  Come in large, medium and small varieties

-  -18,000 companies in U.S.

-  Accounted for 2.1 million U.S. jobs in 2010

-  First to drill in the offshore

-  Often first to adopt and develop new 
technologies

-  Independents account for 65% of total natural 
gas production and 45% of total oil production in 
the United States

-  Independents drill close to 94% of America’s oil 
and natural gas wells

Financial Market Drivers
-  Independents are rewarded for production 

growth and debt management

“W hile their [smaller 
Independents] production may 

not seem significant, their 
economic impact is. Some 

companies would have had to 
move the ir work to North Dakota 

if  it  wasn’t  for th em .”

-Doug Smith, president, Little Red Services, 
Testimony before TAPS Throughput 

Committee Jan 13, 2013

“ In d e p e n d e n t s  c o m p e t e  o n  

g r o w t h ”

-Tony Reinsch, PFC Energy
TAPS Throughput Decline Committee
1/31/13

1 Source: The Economic Contribution of the Onshore Independent Oil and 
Natural Gas Producers to the US Economy, IHS Global insight(USA), Inc, April 
2011 12



Eag le  F o rd  O p e ra to r s  and  C o m p a n ie s PIONEER
NATURAL RESOURCES

■Abraxas Petroleum aAlta Mesa Holdings aAnadarko aApache 
Corp. aAruba Petroleum aAurora resources aAustin 
Exploration (Aus-Tex Expl.) aBHP Billiton «BP aCabot Oil & Gas 
■Carrizo Oil & Gas aChaparral Energy aChesapeake Energy 
■Cinco Resources ■Clayton Williams Energy BComstock 
Resources aConocoPhillips- (Burlington Resources) raCNOOC 
(China National Offshore Oil Corporation)aCrimson Exploration 
■Devon Energy aEagle Ford Oil & Gas Corp. bEI Paso aEnduring 
Resources aEnerjex Resources bEOG Resources aEscondido 
Resources aEspada Operating aExxon-XTOaForest Oil aGAIL 
(Gas Authority of India Limited) aGeoResources Inc. mGoodrich 
Petroleum aGlobal Petroleum aHess Corporation aHilcorp 
Resources aHunt Oil aJadela Oil aJapan Petroleum Exploration
■ KNOC (Korea National Oil Corporation) aLaredo Energy aLewis 
Energy Group (BP Partner) aLonestar Resources aLucas Energy
■ Magnum Hunter Resources aMarathon Oil aMarubeni 
Corporation (Hunt Oil Partner) aMatador Resources mMitsui
■ Murphy Oil aNewfield Exploration aNFR Energy aPenn 
Virginia Corp aPeregrine Petroleum a PetroHawk a PetroQuest 
■Pioneer Natural Resources aPlains Exploration & Production
■ Redemption Oil & Gas a Reliance Industries aRiley Exploration
■ Rock Oil Company aRosetta Resources aSan Isidro 
Development (Acquired by Chesapeake)aSanchez Energy 
■Sandstone Energy, LLC mSaxon Oil Company aShell ibSM 
Energy (St. Mary Land & Exploration)aStatoil aStrand Energy 
■Strike Energy aSwift Energy aTalisman Energy aTexon 
Petroleum aTidal Petroleum aTXCO Resources (Now, Newfield 
& Anadarko)aUnit Corporation aU.S. Energy Corp. aWeber 
Energy aWEJCO E&P aZaZa Energy

> 'N p

S/boe costs (Capex, Opex)

Conventional - Texas 

Conventional • Louisianna 

Unconventional - Barnett - Texas 

Unconventional - Haynesville - Louisianna 

Unconventional - Bakken - North Dakota 

Unconventional - Eagleford - Texas 

New Light Oil Alaska 

Mid-High Cost Development Alaska 

High Cost Development - Alaska

0 10 20 

■ capex * Opex

so 40 5C

Source: Alaska Discussion Slides, PFC Energy 2012, February 11,2013

http://eaglefordshale.com/companies/ 13
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S B 2 1 / H B 7 2 : E c o n  O n e  In it ia l P r o je c t  E v a lu a t io n PIONEER
^NATURAL RESOURCES

Annual State Revenues and Producer Cash Flows at $100 W est Coast ANS 
Light Conventional Oil Alaska Development 
New Participant in Alaska

e c o n

ONE

ACES SB21/HB72
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I I I I I Producer Cash Flows

Total Cash Flows (SB21A4B72) $1,574M 
NPV-12 (SB21/HB72) $309M
Total Cash Flows (ACES) $981M
NPV-12 (ACES) $192M

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 27 28 29

200
oa
co

1. (200)

(400)

(600)

Total Revenues (SB21/HB72) $1,629M
NPV-12 (SB21/HB72) $486M
Total Revenues (ACES) 
NPV-12 (ACES)

$2,540M
$666M

E c o n  O n e  R e s e a r c h

+S115MM

42
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T y p ic a l  N ew  P r o je c t  S p en d  P r o f i le PIONEER
^NATURAL RESOURCES

Expenditures and Production by Year

mm

— I

/
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1  2  3  4  5  6  7  8  9  1 0  1 1  1 2  1 3  1 4  1 5  1 6  1 7  1 8  1 9  2 0  2 1  2 2  2 3  2 4  2 5

Palantir ■■■ Facilities ■■■Drilling ■■■  Lease Opcosts  Project Production

Typical Project (after discovery):
1 st year: front end engineering work
2nd year: 100% of capital spent on facilities
3rd year: 75% capital is for facility work
Drilling begins late in 3rd year, no production until 4th year
4th year: production begins
Peak production rate occurs during 5th year after start of production

15



N ew  E n t ra n t  - S tand  A lo n e  P r o je c t PIONEER
NATURAL RESOURCES

DISCOUNTED AFTER TAX CASH FLOW ($100/bbl ANS)
Under SB21 a standalone producer has to source more upfront capital in exchange for greater upside later L j  Palantir
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« » A C E S  Stand Alone ATCF ■■■Credits & Deductions ■■■G reater Upside  Rate MBOPD

(4)

(8)

(12)

(16)

Field assumptions:
• 50 MMBO field
• $1 billion Capex
• $10-$20/bbl variable Opex
• $100 ANS West Coast

NPV-12
Gross revenue exclusion 
Small producer credit
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C u r r e n t  S m a ll P r o d u c e r PIONEER
NATURAL RESOURCES

DISCOUNTED AFTERTAX CASH FLOW ($100/bbl ANS)
Under SB21 a midsize producer has to source more upfront capital in exchange for greater upside later O  Palantir
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ACES

SB21 ► i  m
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0 I -$66MM
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Credits & Upside 

Deductions Gained 
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ACES Stand Alone ATCF i Credits & Dedutions ■ Greater Upside Rate M BOPD

Field assumptions:
• 50 MMBO field
• $1 billion Capex
• $10-$20/bbl variable Opex
• $100 ANS West Coast

• NPV-12
• Gross revenue exclusion
• Small producer credit
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C u r r e n t  L a rg e  P ro d u c e r  w ith  GRE PIONEER
NATURAL RESOURCES

DISCOUNTED AFTERTAX CASH FLOW ($100/bbl ANS)
Under SB21 a large producer with gross value exemption
has to source more upfront capital in exchange for greater upside later

Q  Palantir
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ACES Stand Alone A TCF

Field assumptions:
• 50 MMBO field
• $1 billion Capex
• $10-$20/bbl variable Opex
• $100 ANS West Coast

1 Credits & Deductions

NPV-12
Gross revenue exclusion 
Small producer credit

1 Greater Upside  Rate MBOPD
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New  F ie ld : A C E S  vs. SB 21/H B  72 Su m m ary

$140,000

$120,000

$100,000

$80,000

$60,000

$40,000

$20,000

New Entrant

___

P I O N E E R
NATURAL RESOURCES

Small Producer 

I Credits & Deductions Lost ■ Upside Gained

Large Producer w/ GRE
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In d u s try  S p e n d in g  on  N o r th  S lo p e PIONEER
^NATURAL RESOURCES

2/13/2012 Alaska Department of Revenue

A laska D e p a rtm e n t o f  
R e ve n u e:  

5 y e a r  look b ack

• Goal: to answer capital 
expenditure questions 
relating to credits

• Oil industry capital 
expenditures by category

• Categorized capital 
expenditure data 
represents 90% of costs 
related to credit 
applications

Source: Dept, of Revenue presentation to 
the Senate Resources Committee, Feb. 13, 
2012
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F o s t e r in g  N e w  P r o d u c t io n :  W h y  C r e d it s  M a t t e r

■ Benefits to State
-  C red its  encourage a c tiv ity

• Jobs, d ire c t and in d ire c t (9X m u ltip lie r)

• M ore w ells

• M ore o il

• M ore ro ya lties , taxes and th roughput

■ Benefits to Developer
-  Reduces investor risk

-  Im proves sm all p ro je c t econom ics

-  Im proves fin a n c ia l p erfo rm an ce

• Doesn’ t  increase d eb t

-  Builds h ea lth y  industry

-  S trengthens co m p etitiveness

PIONEER
^NATURAL RESOURCES

Purpose of Tax Credit 
Provisions:

“ T h e  f i s c a l  i m p a c t  o f  t h e  t a x  

c r e d i t s  w a s  a n  i n v e s t m e n t  

i n c e n t i v e  t h a t  s t a t e  m u s t  

o f f e r  t o  s e c u r e  a  ‘ l o n g - t e r m  

s t r e a m  o f  o i l .

- Sena te  F in an ce  C o m m itte e  5 /13 /2003

Source: DOR Presentation to Senate Resources 
Committee 2/13/2012

2 2



SB 21 C lo s in g  T h ou g h ts : PI O N E E R

Pros
-  Eliminates progressivity

• Shares upside potential

• Improves competitiveness
-  GRE reduces tax for new oil

-  Extends small producer credit

Cons
-  Elimination of credits increases investor risk

• Requires more upfront capital
-  Does not simplify tax calculations

• Complex carried-forward loss calculations
-  Does not strongly motivate additional investment

-  Does not create balance/equities among investors

SB 21 / HB 72 Suggestions
-  Targeted incentives for well related costs
-  Targeted incentives for new facilities (time limited)

-  Redeemable /  transferable credits for new projects

-  Expand use of the gross revenue exclusion (legacy fields)
-  Simplify carry-forward loss calculation



A0 GA
OIL & G A S:
F U E L I N G
A L A S K A ’ S
EC O N O M Y

2/ 18 / 2 0 1 3

S e n a t e  R e s o u r c e s  
C o m m itte e  -  S B  21

F e b ru a ry  18 , 2 0 1 3  
K a ra  M o r ia r ty , E x e c u tiv e  D ire c to r
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2 / 18/ 2013

A O G A  M e m b e r  C o m p a n i e s

PIONEER
NATURAL RESOURCES ALASKA

d p a c h e  H

*
Statoi l

A
T E S O R O

Hilcorp Alaska, LLC

Chevron

petroleum

E?£onMobil
b p

Alyesko pipelineI I  SERVICE COMPANY

F l i n t  H i l l s
R E 50U R C E S '

Alaska

AOGA | Work Together. Together.
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2/ 18 / 2 0 1 3

G o v e r n o r  L a y s  o u t  P r in c ip le s  fo r  O il T a x  R e fo rm

A n c h o r a g e  D a i l y  N e w s ,  Jan. 6, 2013:
Reform must:

• Be fair to Alaskans

• Encourage new oil production

• Be simple and restore balance

• Be durable and long-term in nature

A 0 G A  | Work Together. Together.
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2/ 18/ 2013

G o v e r n o r  L a y s  o u t  P r in c ip le s  fo r  O il T a x  R e fo rm

A n c h o r a g e  D a i l y  N e w s ,  Jan. 6, 2013:
Reform must:

• Be fair to Alaskans
• Encourage new oil production
• Be simple and restore balance
• Be durable and long-term in nature
• A O G A  R e c o m m e n d a t i o n :  A v o i d  c h a n g e s  t h a t  

a r t i f i c a l l y  c r e a t e  “ w i n n e r s  &  l o s e r s ”

A©GA | Work Together. Together.
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2/ 18 / 2 0 1 3

S B  2 1  C o m p o n e n t :  P r o g r e s s i v i t y

• AOGA supports the elimination of 
progressivity

1) Progressivity attacks and destroys one 
of the few strategic advantages that 
Alaska has, which lies in its economic 
remoteness.

2) Progressivity bring extraordinary 
complexity to the tax.

A 0 G A  | Work Together. Together.
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2 / 18/ 2013

S B  2 1  C o m p o n e n t :  T a x  C r e d i t s

There is no tax credit liability for the State until
the investor invests here

1) AOGA does not support repeal of Qualified 
Capital Expenditure Credits (QCE)

a) Elimination of Q C E  would undo significant part of 
competitive environment

b) Repeal likely creates “winners & losers”

AQGA | Work Together. Together.
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2/18/2013

S B  2 1  C o m p o n e n t :  T a x  C r e d i t s

2 )  A O G A  s u p p o r t s  e x t e n s i o n  o f  S m a l l - p r o d u c e r  

t a x  c r e d i t

-  A t t r a c ts  n e w  p la y e r s  to  A la s k a

-  F r o m  t e s t i m o n y . . . h a s  m a d e  a  m a te r ia l  d i f fe r e n c e  fo r  

s o m e  c o m p a n ie s

3 )  A O G A  R e c o m m e n d a t i o n :  E x t e n d  e x p l o r a t i o n  

c r e d i t s  a s  w e l l

-  S u p p o r t  fo r  th e  s a m e  r e a s o n  a s  s m a l l - p r o d u c e r  c re d it

-  E x p lo r a t io n  c re d its  b r in g  a b o u t  e x p lo r a t io n  in a  t im e ly  

f a s h io n

A O G A  | W o r k  T o g e th e r .  T o g e th e r .
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2/18/2013

S B  2 1  C o m p o n e n t :  T a x  C r e d i t s

4 )  A O G A  o p p o s e s  t h e  c u r r e n t  p r o p o s a l  t o  b a r

a l m o s t  c o m p l e t e l y  t h e  t r a n s f e r a b i l i t y  o f  “L o s s  

C a r r y  F o r w a r d ”  c r e d i t

-10 y e a r  s h e l f  life  is  u n r e a l is t ic a l ly  s h o r t

-  A O G A  R e c o m m e n d a t io n :

I n c r e a s e  th e  s h e l f  life  to  1 5  y e a r s

A 0 C U I  | W o r k  T o g e th e r .  T o g e th e r .
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2/18/2013

S B  2 1  C o m p o n e n t :  G r o s s  R e v e n u e  E x c l u s i o n  ( G R E )

A O G A  s u p p o r t s  c o n c e p t ,  b u t  c o n c e r n e d  i t  w i l l  n o t  

a p p l y  t o  m a j o r i t y  o f  c u r r e n t  p r o d u c t i o n

- M is s e s  8 0 - 9 0  p e r c e n t  o f  p o te n t ia l  p ro d u c t io n

-  F ie ld s  l ik e ly  to  lo s e  o u t  f ro m  G R E :  P r u d h o e  B a y ,  

K u p a r u k ,  L is b u rn e ,  M i ln e  P o in t ,  E n d ic o t t ,  N ia k u k ,  P o in t  M c In t y r e ,  

A lp in e ,  P B U  S a te l l i t e  f ie ld s  ( A u r o r a ,  B o r e a l is ,  M id n ig h t  S u n ,  N o r th  

P r u d h o e  B a y ,  O r io n ,  a n d  P o la r is )  a n d  K u p a r u k  s a te l l i t e s  

( M e l t w a t e r ,  N E W S ,  T a b a s c o ,  T a r n  a n d  W e s t  S a k )

A O G A  R e c o m m e n d a t i o n :  

M o r e  n e e d s  t o  b e  d o n e  f o r  t h e s e  f i e l d s

A 0 G A  | W o r k  T o g e th e r .  T o g e th e r .
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2/18/2013

Estimated Undiscovered Conventional Oil Resources on Alaska North Slope

Econom ically Expected  

Technically Recoverable R esources Recoverable Typical 

P 9 5  Mean P5 @  $90/bbl Field S ize

(Million Barrels)
(1) (2) (3) (4) (5)

Central North Slope 2 ,8 0 0 3 ,4 0 0 3 ,9 0 0 3 ,0 0 0 3 2 - 6 4

Beaufort S e a 4 0 0 8 ,2 0 0 2 3 ,2 0 0 5 ,8 0 0 -

Chukchi S e a 2 ,3 0 0 1 5 ,4 0 0 4 0 ,1 0 0 9 ,9 0 0

NPRA 4 0 0 9 0 0 1 ,7 0 0 5 0 0 3 2 - 6 4

ANWR 5 ,9 0 0 1 0 ,4 0 0 1 5 ,2 0 0 9 ,9 0 0 6 4 -  128

T o ta l_________  3 8 ,3 0 0  2 9 ,1 00

Source:
USGS Reports 2011-1103 and 2009-1112;
BOEM, Assessment of undiscovered technically recoverable oil and gas resources ofthe nation's outer continental shelf.

E c o n  O n e  R e s e a rc h

A jG X xA  | W o r k  T o g e th e r .  T o g e th e r .

e c o n

ONE
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2/18/2013

C o m p o n e n t s  N o t  A d d r e s s e d  i n  S B  2 1

1 )  M i n i m u m  T a x

-  A O G A  R e c o m m e n d a t io n :  M in im u m  T a x  s h o u ld  b e  

r e p e a le d .

2 )  S t a t u t e  o f  L i m i t a t i o n s  &  S t a t u t o r y  I n t e r e s t

At 3 years: $0.38
$ 1  0 0  X  [ (1  + 0 1 1  /4 ) ^ 4 comPounc*in9s Per Year times 3 years) _

=  $ 1 . 0 0  X  [ 1 . 3 8 4 7 8 -  1 ] =  $ 0 . 3 8 .

At 6 years: $0.92
$1.00 x [(1 + 0.I1/4/4 compoundings per year times 6 years) _

= $1.00 x [1 .9 176 3 -  1] = $0.92.
A lQ G A  | W o r k  T o g e th e r .  T o g e th e r .

12



2/18/2013

C o m p o n e n t s  N o t  A d d r e s s e d  i n  S B  2 1

2 )  S t a t u t e  o f  L i m i t a t i o n s  &  S t a t u t o r y  I n t e r e s t

-  It is t h e  c o m b in a t io n  o f  a  6 - y e a r  s ta tu t e  o f  l im ita t io n  p lu s  

t h e  m in im u m  1 1 %  in te r e s t  r a te  t h a t  is  h a r m fu l .

-  6 - y e a r  s ta tu te  o f  l im ita t io n s  a ls o  c r e a t e s  u n c e r ta in ty  a n d  

c o m p l ic a t e d  a u d i t  a s s e s s m e n t s  d u e  to  in c o n s is te n t  t e r m s  in 

r e g u la t io n  a n d  in a b il i ty  to  p re d ic t  D O R ’s  c a lc u la t io n s

-  A O G A  R e c o m m e n d a t io n :  E i t h e r  s h o r t e n  th e  p e r io d  fo r  

D O R  d e t e r m in a t io n s  fro m  6  y e a r s  b a c k  to  3  y e a r s ,  o r  e lim in a te  
th e  1 1 %  m in im u m  in t e r e s t  ra te , o r  b o th

A 0 G A  | W o r k  T o g e th e r .  T o g e th e r .
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2/18/2013

C o m p o n e n t s  N o t  A d d r e s s e d  i n  S B  2 1

3 )  J o i n t - i n t e r e s t  B i l l i n g s :

-  In s te a d  o f  o n e  a u d i t  o f  th e  e x p e n s e s  b y  a  jo in t  v e n t u r e  

( fo u n d  in a  jo in t - in te r e s t  b il l in g ) fo r  a n y  g iv e n  p e r io d ,  D O R  a u d its  

e a c h  p a r t ic ip a n t  s e p a r a t e ly  fo r  its r e s p e c t iv e  s h a r e  o f  th e  s a m e  

p o o l o f  e x p e n s e s

-  A O G A  R e c o m m e n d a t io n :  R e s t o r e  la n g u a g e  s p e c if ic a l ly  
a u t h o r iz in g  D O R  to r e ly  o n  jo in t - in t e r e s t  b il l in g s  i f  it c h o o s e s  to  d o  
s o .

A l Q G A  | W o r k  T o g e th e r .  T o g e th e r .
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2/18/2013

A O G A  S u p p o r t s  C o m p o n e n t s  o f  S B  2 1

Cornerstone for significant and crucial 
tax reform

- S u p p o r t  t h e  e l i m i n a t i o n  o f  p r o g r e s s i v i t y

- S u p p o r t  t h e  c o n c e p t  o f  g r o s s  r e v e n u e  

e x c l u s i o n s

- S u p p o r t  t h e  e x t e n s i o n  o f  t h e  s m a l l  

p r o d u c e r  t a x  c r e d i t

A Q G A  I W o r k  T o g e th e r .  T o g e th e r .

15



2/18/2013

A O G A  C o n c e r n s  w i t h  S B  2 1

•  S e r i o u s  c o n c e r n s  w i t h  h o w  t h e  b i l l  a d d r e s s e s  t a x  

c r e d i t s  ( Q C E  e l i m i n a t i o n ,  n o  e x t e n s i o n  o f  e x p l o r a t i o n  

c r e d i t ,  a n d  c h a n g i n g  t h e  l o s s  c a r r y  f o r w a r d  c r e d i t )

•  G r o s s  R e v e n u e  E x c l u s i o n s  s h o u l d  b e  e x p a n d e d  t o  f i t  

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

•  I d e n t i f i e d  o t h e r  w a y s  t o  i m p r o v e  p o l i c y  ( r e p e a l  

m i n i m u m  t a x ,  c h a n g e  s t a t u t e  o f  l i m i t a t i o n s / i n t e r e s t  

r a t e ,  a n d  a l l o w  D O R  t o  u s e  j o i n t - i n t e r e s t  b i l l i n g s )

A Q G A  | W o r k  T o g e th e r .  T o g e th e r .
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Alaska North Slope Production
FY 2000-2012 and Forecasted FY 2013-2022
1.2

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

Source: Department o f Revenue -  Dec. 2012
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Senate Resources Committee 
Presentation on SB 21

AVCG
(Alaska Venture Capital Group, LLC) 

Ken Thompson, AVCG Co-Owner/lnvestor
February 18, 2013

A G E N D A  
•"Top 10" Facts About AVCG 

• Land Position And Drilling Successes 
• Capital Needs And Capital Fundraising 

• Production Growth Possible 
• What Can Most Help Us To Grow Production?



" T o p  1 0 "  Q u i c k  F a c ts  A b o u t  A V C G  J V LLC

1) S ta rtu p  co m p an y  (1999), re s tr ic te d  o n ly  to  A laska N o rth  S lope E&P...no c u rre n t o il p ro d u c tio n

2) 105,000 acres in 3 core areas on N o rth  S lope in JV P artne rsh ip  w ith  R am shorn E xp lo ra tion

3) ~ $ 190 M M  invested  to  da te  in A laska N o rth  S lope p ro je c ts

4) Form ed A nchorage  te c h n ic a l/o p e ra tio n s  subsid iary , B rooks Range P e tro leum  C o rp o ra tio n  (2004)

5) 6 d iscove ry  w e lls  -  3 by AVC G /R am shorn op e ra te d  by BRPC -  3 d r ille d  by o th e r  com pan ies
(N Shore #1, Tofkat & N Tarn/Mustang - acquired Pete's Wicked, Pt Storkerson & E Mickelson)

6) 4 d e v e lo p m e n t p ro je c ts  in p e rm itt in g /c o n c e p tu a l e n g in e e rin g  stage

(44 MMBO Mustang Field anchor development...construction currently underway)

7) 4 S tate app ro ved  u n itized  b locks (45,000  unitized -  6 0 ,00 0  non-unitized)

8) 570  square  m iles o f  m o d e rn  3D se ism ic
(330  square miles of proprietary 3D shot by BRPC - 240  square miles purchased from others and re-processed)

9) AVC G /R am shorn w e lls  o p e ra te d  by BRPC acco u n t fo r  28% o f  all e x p lo ra tio n  a c tiv ity  on S tate 
land ove r last 6  years (10 of 36  wells drilled from 2007-12)

10) First p ro d u c tio n  and o il cash f lo w  p re d ic te d  on s ta r tu p  o f  M u s tang  in 3Q  2014

2



N o r t h  S l o p e  L e a s e h o l d  P o s i t i o n A V C G L L C

Beechey Point Unit

Kachemach Unit

Tofkat Unit

S. M iluveach Unit

Non-unitized Acreage

Badami Unit Expansion

3



N o r t h  S l o p e  D r i l l i n g  R e s u l t s  A n d  S u c c e s s A V C G

Tofkat Unit

~ 40 M M B O  Kup C, ~ 20 M M B O  Jurassic
Offset Alpine & Nanuq fields
Ran 3D after drilling indicates Kup C may extend
into Nanuq field
3 delineation wells drilled
Returning to  delineate in Q 1 2014
COP drilled 4 wells into Jurassic at Nanuq
Less than 1 mile to  Alpine CC pipeline
Upside defined in Brookian, new  leases Nov 2012
FIRST OIL 2015 or 2016

Beechey Point Unit

~ 26 M M B O  Kup C & Ivishak 
Adjacent to  Prudhoe Bay and M idnight Sun 
3-D definition on traps 
3 discovery wells
Substantial commercial opportunities w ith in  drilling reach 
East Shore prospect analog is M idnight Sun 

Lease block win Nov 2011 increases resource expectations 
FIRST OIL 2016

S. Miluveach Unit -  Mustang /  Appaloosa

Kachemach Unit

3-D seismic evaluation 
Exploration drilling planning

Badami Unit Expansion

44  M M B O  Kup C Mustang, ~ 37 M M B O  Appaloosa
• Extension to KRU field
• N Tarn well penetrated reservoir 2011, re-entered & 

tested 2012 (20+ Kup C discovery)
• N Tarn #1A confirmed quality C sand 10+ ft. oil test 

Drilled confirm ation Mustang #1 2012 20+ ft. 
Confirmed com munication w ith  KRU 2M  
Common carrier pipeline 700' from  production pad 
200 sq. miles proprietary 3D + 240 WBA license 3D 
FIRST OIL 2014

~ 16 M M B O  Flaxman Sst
Project area located between Badami & Pt. Thomson 
E Mikkelson #1 tested 250 BOPD un-stimulated  
Improved reservoir setting to  Badami 
Horizontal developm ent strategy
Facilities and pipeline capacity in close proximity- no need
to  build facilities
Pt. Thomson sand upside
FIRST OIL 2015 or 2016

4



A V C G  C A P IT A L  F U N D R A I S I N G  E F F O R T S  I  A V C G LLC

1) JV p a rtn e rs  have spe n t $190+ M M  to  da te , seeking a d d itio n a l th ird  p a rty  cap ita l to  spread 
cap ita l risk, p a rtic u la r ly  fo r  AVCG w h ich  is a sm a ll com pany

a) AVCG seeking additional $ 1 0 0  MM for Mustang development project (a v c g  38.6% working interest)

b) AVCG seeking an additional $ 1 5 0  MM commitment spread over 5 years for a continuous North Slope exploration 

drilling program of 3-4 wildcats per year (a v c g  50% working interest)

2) Have been w o rk in g  on th e  fu n d ra is in g  e ffo r t  s ince S ep te m b e r 2011
a) Hired world-class energy advisory firm, Tudor Pickering & Holt, to assist

b) Mailed materials, followed up with phone calls to 210  producers and private equity firms

c) Only 19 (9%) of the 210  firms showed an interest in investing in Alaska, asking for management presentations

d) Of the 19, only two companies and their investment partners remain interested

e) Discussions with these tw o contenders continue but are uncertain...both have asked to follow AK Legislative process 

and the outcome on taxation certainty

3) Results have been eye o p e n in g  a b o u t h o w  o th e r  p rodu ce rs  and p riva te  e q u ity  fu n d s  lo o k  at 
cap ita l inves ting  in A laska..."t/?ree 8 0 0 - p o u n d  g o r i l l a s  b lo c k in g  t h e  d o o r  t o  e n t r y  t o  m o s t "

a) Pursuing Lower 48  source rock plays as perceive higher reserve stakes, lower capital spending risk, easier and faster 

permitting, and less time from drilling to production startup (e.g., NY PE firms)

b) Source rocks plays, for many companies, allow sufficient reserve additions for them to stop conventional exploration

c) State taxation seen by most interviewed as "most complex and unfair" of any state. Progressivity likened to 80s' 

Federal Windfall Profits Taxes that sent activity and jobs to foreign countries...ACES' bad PR cannot be overcome

4) But on the positive side...two companies remain interested and in discussions
a) Feel "sweet spots" of Lower 48  source rocks have been leased...re-interested in conventional exploration and Alaska 

is seen as the "last frontier" for onshore, U.S. exploration

b) AVCG/Ramshorn portfolio seen as a good mix of near-term development projects with positive cash flow by 3Q 201 4  

and mid- to long-term exploration upside

c) The current development tax credits show the state has a stake in the game, lowers producer's eventual capital 

needs and exposure...but state's investment returned via royalties and production taxes after startup

d) Belief in our confidence that the AK Legislature will make positive change to the oil tax structure in 2013

5



M u s t a n g  D e v e lo p m e n t  P r o d u c t io n  C u r v e

12 producers - 11 injectors 

1 5,00 0  BOPD

Backfill Mustang decline with 

production expansion from 

area success

2013 2014 2015 2016 2017 2018 2019 2020

i

2021 2022

i i i----------r

2023 2024 2025

Wells Gross Cost
Exploration Drilling 0 Already made

Development Drilling 23 $ (345,000,000)
Production Facility 1 $ (232,000,000)

TOTAL COST $ (577,000,000)

A V C G LLC
Avg. Daily Production

2013 -
2014 7,116.4
2015 14,841.5
2016 15,273.5
2017 12,772.0
2018 9,679.2
2019 7,721.3
2020 6,311.0
2021 5,158.3
2022 4,448.3
2023 4,023.3
2024 3,638.9
2025 3,291.2
2026 2,976.8
2027 2,692.4
2028 2,435.1
2029 2,202.5
2030 1,992.0
2031 1,801.7

2028 2029 2030 2031

T H I S  C A P I T A L  O F  ~ $ 2 2 5  M M / Y R  C O M P A R E S  T O  C O N O C O P H I L L I P S '  O F  ~ $ 7 5 0  M M / Y R



P o r t f o l i o  P r o d u c t i o n  P l o t A V C G L L C

Production Profile
( M b b ls / d )

■ Mustang «Tofkat Beechey Point ■ Telemark aAppaloosa
60

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 202 3 2024

B etw een  2012 and 2011, N o rth  S lope o il p ro d u c tio n  de c lined  50 ,768  BOPD. D eve lo pm e n ts  such as 
these , i f  re pea ted , cou ld  p o te n tia lly  he lp  rep lace  p ro d u c tio n  fa ll o f f ...AND ACHIEVE "NO  DECLINE!" 
A nd the se  resu lts  re p re se n t th o se  o f  o n ly  one sm a ll in d e p e n d e n t s ta r tu p !
Note: Mustang delineated and development underway. Tokfat, Beechey Point; Telemark, Appallosa require delineation before sanctioning...not risked.
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LLC

Qualified Capital Expenditures (QCE)
•  20% QCE tax credit for capital expenditures
•  50% of credit year 1 other 50% in year 2
•  Credits do not expire and can be held, sold to third parties or sold 

back to the state.

Carry Forward Loss (CFL) Credits
•  25% credit based on calendar year losses
•  50% of credit in year 1 other 50% in year 2
•  Credits do not expire and can be sold to third parties or sold back

to the state

Small Producer Credit
•  Small producers (less than 50,000 BOPD)
•  Entitled to a $ 1 2 M M  per year production tax credit
•  Credit is in effect for 10 years after start of production(need to start

production by 2016 to qualify).

C u r r e n t  I n v e s t m e n t ,  N e w  E n t r a n t  I n c e n t i v e s  I m p a c t f u l  I  A V C G



LLC

❖ AVCG/Ramshorn JV has invested $190+ MM to date

❖ For this investment, JV has received refunded state credits totaling $69 MM

❖ ALL CREDITS HAVE BEEN RE-DEPLOYED ON THE NORTH SLOPE FOR NEW 
SEISMIC AND DRILLING...NONE HAS BEEN DIVIDENDED TO OWNERS

❖ Credits re-deployed has allowed in some years the drilling of 3 wells instead 
of 2...or 2 wells instead of l...and has expedited development, PV of Mustang

❖ State will receive all credits back plus some within the first year of production 
from Mustang...not only credits received on Mustang but all the $69 MM of 
credits received on all AVCG/Ramshorn projects for the past few years

❖ State will ultimately receive $1.2 billion in revenues from Mustang in terms of 
royalties, production taxes, etc. vs. their investment of $69 MM credits

❖ Presence of credits have allowed a new company to share the capital burden 
with the state of Alaska...and is helping in attracting new funding...in return 
for the state receiving future new revenues of $1.2 billion

I m p o r t a n c e  O f  T a x  C r e d i t s  T o  O u r  C o m p a n i e s  I  A V C G



W h a t  C a n  M o s t  H e l p  U s  T o  G r o w  P r o d u c t i o n  R e  SB 2 1 ?  I  A V C G LLC

1) Do n o t e lim in a te  20% d e v e lo p m e n t ta x  c re d its  on 1 2 /3 1 /1 3  b u t ex tend  (43 .55.023(a))

a) Option 1: extend through end of 2 0 1 4  or 2 0 1 5  for all of industry

b) Option 2: grandfather new approved development projects for credits until production start date

c) Option 3: or for "small producers" extend to 2 0 2 2 ...similar to the "Small Producer Credits" extension to 2 0 2 2  being 

considered (43.55.024(c))

d) Option 4: certainly keep for those companies without current production until their first production start date

2) A llo w  fo r  ta x  c re d it c e r tif ic a te  p a ym e n t in s ing le  yea r (43 .55 .023(a))

3) SB 21 co n te m p la te s  e lim in a tin g  Keep C arry Forw ard  Loss C re d it paym en ts  in cash ...bu t keep CFL's 

payab le  in cash fo r  "sm a ll p ro d u ce rs " o r c e rta in ly  th o se  w ith o u t  c u rre n t p ro d u c tio n  (43 .55.023(b))

4) Extend "Sm all P roduce r C red its " to  2022 (43.55.024(c))

5) E lim ina te  p rogress iv ity , m a in ta in  25% base tax  ra te  b u t reso lve  lo w  o il p rice  take  scenario  (43.55.011(e))

a) Progressivity single biggest "Fear Factor" externally about Alaska oil and gas production taxes...negative PR Outside

6) A llo w  40%  cap ita l c re d it fo r  all in ta n g ib le  w e ll w o rk  n o t o n ly  fo r  Cook In le t b u t also fo r  NS (43 .55 .023)

a) Will increase well workovers and recompletions to stimulate more production, and potentially increase exploration

7) For n ew  o il ta x  ca lcu la tion , a p p ro ve  "20%  Gross Revenue E xclusion" b u t am end  HB 21 to  n o t l im it  
to  n o n -u n it lands po s t-20 03 ...con s id e r g ra n tin g  to  n ew  o il on all lands w ith  1 /6  ro y a lty  (43 .55 . i 60j

8 )  N e w  i d e a  n o t  in  S B  2 1 :  To increase pace o f  e x p lo ra tio n  d r illin g  on N o rth  S lope, a llo w  sam e 
e x p lo ra tio n  w e ll ta x  c re d its  as n o w  a llo w e d  fo r  th e  Cook In le t...a  "c o n d it io n a l"  30-40%  c re d it

a) AVCG/Ramshorn has never received any exploration well tax credits under AS 4 3 .55 .0 25 ...we drilled risky exploration wells 

but none outside the 25-mile unit buffer (last of these credits last granted in 1994?  And only for 22  wells in 1983-94?)

b) Adopt the same exploration well tax credit rules for the North Slope as currently exist for Cook Inlet

• 30% of the cost of an exploratory well if well target is pre-approved as an exploration well (use SEC definition?)...OR
• Credit increased from 30% to 40% if pre-approved as an exploration well AND well is at least 10 miles from any unit boundary

10



Brooks Range Petroleum Corporation

P r e s e n ta t io n  f o r :

S e n a t e  R e s o u r c e s  C o m m i t t e e

S B  2 1

B a r t  A r m f i e l d ,  C h i e f  O p e r a t i n g  O f f i c e r

F e b r u a r y  1 8 ,  2 0 1 3

A y \ \
Brooks Range Petroleum



SB 21 Support / Considerations

A S  4 3 . 5 5 . 0 2 3 ( a )

S  A l l o w s  f o r  c e r t i f i c a t e  p a y m e n t  in  s in g le  y e a r

•  E l i m i n a t e s  0 2 3  c r e d i t s  a f t e r  1 2 / 3 1 / 1 3  ( c o n s i d e r  e x t e n s i o n  o r  . 0 2 3  ( I )  r e d e f i n i t i o n  o f  . 0 2 5  

t o  i n c l u d e  e x p l o r a t i o n  p r o j e c t s  )

A S  4 3 . 5 5 . 0 2 3  ( I )  ( s u g g e s t  a d o p t i o n  f o r  N o r t h  S l o p e  )

S  A l l o w s  4 0 %  c a p i t a l  c r e d i t  f o r  a l l  i n t a n g i b l e  w e l l  w o r k  ( c o n s i d e r  a d o p t i o n  )

A S  4 3 . 5 5 . 0 1 1  ( e )

S  E l i m i n a t e s  p r o g r e s s i v i t y  m a i n t a i n s  2 5 %  b a s e  t a x

A S  4 3 . 5 5 . 0 2 3 ( b )

•  A f t e r  1 2 / 3 1 / 1 3 ,  C F L  c r e d i t s  n o  l o n g e r  r e d e e m e d  f o r  c a s h  m u s t  a p p l y  t o  t a x  b u r d e n  

S  1 5  %  i n t e r e s t  o n  u n u s e d  c r e d i t s

A S  4 3 . 5 5 . 0 2 4 ( c )

S  E x t e n d s  S m a l l  P r o d u c e r  C r e d i t s  t o  2 0 2 2

A S  4 3 . 5 5 . 1 6 0

S  G r o s s  R e v e n u e  E x c lu s io n

•  " D o e s  n o t  c o n t a i n  l a n d  t h a t  w a s  in  a  u n i t  o n  J a n u a r y  1 ,  2 0 0 3 "  ( c o n s i d e r  a d j u s t m e n t )

S  Support # Consider A djustm ent A A \
Brooks Range Petroleum



R e a s o n s  f o r  E n t e r i n g  A l a s k a

• L48 oil p rice , re d u c e d  cash f lo w s , lack o f  q u a li ty  p ro s p e c t  in v e n to ry

•  In  2 0 00 , o i l  p r i c e  h a d  d i p p e d  t o  v e r y  l o w  le v e ls

•  L o w e r  4 8  a v e r a g e  w e l l s  s t r u g g l e d  t o  g e n e r a t e  b r e a k e v e n  c a s h  f l o w

•  P r o s p e c t  r e s e r v e  b a s e  w a s  n o t  v e r y  a t t r a c t i v e

•  D e a ls  w e r e  f e w  a n d  t h o s e  t h a t  w e r e  b e i n g  s h o p p e d  d i d n ' t  i m p a c t  CF f o r  r is k

• D rivers  to  In c rease  Cash F lo w

•  B ig  r e s e r v e s  w i t h  h ig h  p r o d u c t i o n  r a t e s  i n c r e a s e s  c a s h  f l o w

•  A c c e p t a b l e  c o s t  o f  d o i n g  b u s in e s s

•  T a x  p o l i c y  w a s  n o t  a n  i m p a c t  c o n s i d e r a t i o n  -  E L F

•  E x p e c t e d  e v e n t u a l  c y c le  c h a n g e  in  f o c u s  w i t h  s o m e  m a j o r s  l e s s e n in g  a c t i v i t y  a n d  

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

M i d - c o n t i n e n t ,  R o c k y  M o u n t a i n s ,  G u l f  o f  M e x i c o ,  N o r t h  S e a

3 A A \
Brooks Range Petroleum



What does Alaska have to offer ??

W o r l d  c la s s  r e s e r v e  b a s e

A c c e s s i b le  i n f r a s t r u c t u r e

C o s t  e n v i r o n m e n t

R e l a t i v e  O i l  P r ic e

M e a n i n g f u l  S O A  c r e d i t  s t r u c t u r e

I m p a c t s  o f  t a x  p o l i c y

P e r c e p t i o n  o f  t a x  c o n s e q u e n c e s

C o n f i d e n c e  in  a  5  t o  1 0  y e a r  b u s in e s s  p la n

4

ALASKA LOWER 48

A A \
Brooks Range Petroleum



Why more players are not in Alaska

3 Key Elements
• A ggressive  d es ire  to  b e  in A laska

• K n o w le d g e  base  to  u n d e rs ta n d

• F inancia l c a p a c ity  to  fu l ly  e x e c u te

What is the Reality
• M ost are content w ith  core areas

High oil price provides superior cash flows
• Established relationships w ith  knowledgeable 

investors and trad itiona l capital sources
• Insufficient cause to  compel a change in the ir 

operational focus

• Many would prefer to  contro l own destiny 
Question internal geologic expertise fo r Alaska 
Deficiencies o f s taff operational competence

• Lack o f fiscal comprehension
• Unable to  model m inim um  5 year business plan 

tha t is consistent

• Current capital com m itm ents on o ther projects
• Alaska requires VERY patient capital
• Perception tha t majors contro l and inab ility  or 

reluctance to  com pete

"Alaska is an educational process"
5

A A \
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Credits have helped keep us in the game

Q u a

2 0 %  Q C E  t a x

5 0 %  o f  c r e d i l

C r e d i t s  d o  n< 

t h i r d  p a r t i e s

l i f i e d  C a p i t a l  E x p e n d i t u r e s

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

t y e a r  1 o t h e r  5 0 %  in  y e a r  2

Dt e x p i r e  a n d  c a n  b e  h e l d ,  s o ld  t o  

o r  s o ld  b a c k  t o  t h e  s t a t e .

SPC - .0 2 4  (d)

S m a l l  P r o d u c e r  C r e d i t

S m a l l  p r o d u c e r s  ( le s s  t h a n  5 0 , 0 0 0  B O P D )  

E n t i t l e d  t o  a  $ 1 2 M M  p e r  y e a r  p r o d u c t io n  t a x  

c r e d i t .

C r e d i t  is  in  e f f e c t  f o r  1 0  y e a r s  a f t e r  s t a r t  o f  

p r o d u c t io n

( n e e d  t o  s t a r t  p r o d u c t io n  b y  2 0 1 6  t o  q u a l i f y ) .

CFL - .023  (b)

C a r r y  F o r w a r d  L o s s  C r e d i t s

2 5 %  c r e d i t  b a s e d  o n  c a l e n d a r  y e a r  lo s s e s

5 0 %  o f  c r e d i t  in  y e a r  1 o t h e r  5 0 %  in  y e a r  2

C r e d i t s  d o  n o t  e x p i r e  a n d  c a n  b e  s o ld  t o  t h i r d  

p a r t i e s  o r  s o ld  b a c k  t o  t h e  s t a t e .

EIC - .025

E x p l o r a t i o n  I n c e n t i v e  C r e d i t s

4 0 %  c r e d i t  d e p e n d i n g  o n  w e l l  l o c a t i o n  a n d  t h e  

p r o s p e c t  t r a i t s .

C a n  t a k e  E IC  c r e d i t  o r  t h e  Q C E  c r e d i t s ,  b u t  n o t  

b o t h .

W o r k  n e e d s  t o  b e  c o m p l e t e  b y  J u l y  1 ,  2 0 1 6  t o  

q u a l i f y .

BRPC has never received th is fo r exploration wells
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Tax Credits History & Forecast
$1,200 -----------------------------------------------------------

B R P C  r e f u n d e d  c r e d i t s  T O T A L  $  6 9  M M

$1,000

$800

$600

$400

$200

BRPC Credits 

Received 

< 2 0 0 9 - 1 8  MM

2009 - 25  MM

201 0  - 1 0  MM

2011 -7  MM

2012 -5  MM

2013 -3  MM

$935

$109

$333

$193

$412

$250

$386

$450

$360

$353

$490

$360

Pre-2009 2009 2010 2011 2012’" 2013’'

$615

$400

2014*

Tax Credit Certificates Refunded Credits Applied Against Production Tax Liability

* Estimated pending final true-ups 

* *  Fall 2 0 1 2  Revenue Source Forecast
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Impacts to Mustang Development Funding
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Forecast by Development Project

M ustang D evelopm ent

Appaloosa Developm ent

Tofkat Developm ent

Beechey Point Developm ent

Badami Expansion

Peak Throughput

1 4 ,8 0 6

SOA Rev. ( B )

1.2

1 2 ,7 2 2 1.0

8 ,6 6 7 0.7

12,000

6 ,9 0 0

0.9

5 5 ,0 9 5

Annual Average SOA Revenues

10  new  entrants replicated

Annual Average SOA Revenues

4 .4

0 .2 9 3

10

2 .9 3 3

Includes $ 561 MM 
in credit support
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Combined Development Projects and Throughput Forecast
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O n e  S i z e  D o e s  N O T  F i t  A L L

>  Legacy Tier

>  Mid-size Production and Development Tier

>  Exploration and Discovery Tier

>  New Entrants Tier
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SB 21 Support / Considerations

A S  4 3 . 5 5 . 0 2 3 ( a )

S  A l l o w s  f o r  c e r t i f i c a t e  p a y m e n t  in  s in g l e  y e a r

E l i m i n a t e s  0 2 3  c r e d i t s  a f t e r  1 2 / 3 1 / 1 3  ( c o n s i d e r  e x t e n s i o n  o r  . 0 2 3  ( I )  r e d e f i n i t i o n  o f  . 0 2 5  

t o  i n c l u d e  e x p l o r a t i o n  p r o j e c t s  )

A S  4 3 . 5 5 . 0 2 3  ( I )  ( s u g g e s t  a d o p t i o n  f o r  N o r t h  S l o p e  )

S  A l l o w s  4 0 %  c a p i t a l  c r e d i t  f o r  a l l  i n t a n g i b l e  w e l l  w o r k  ( c o n s i d e r  a d o p t i o n  )

A S  4 3 . 5 5 . 0 1 1  ( e )

S  E l i m i n a t e s  p r o g r e s s i v i t y  m a i n t a i n s  2 5 %  b a s e  t a x

A S  4 3 . 5 5 . 0 2 3 ( b )

•  A f t e r  1 2 / 3 1 / 1 3 ,  C F L  c r e d i t s  n o  l o n g e r  r e d e e m e d  f o r  c a s h  m u s t  a p p l y  t o  t a x  b u r d e n  

S  1 5  %  i n t e r e s t  o n  u n u s e d  c r e d i t s

A S  4 3 . 5 5 . 0 2 4 ( c )

S  E x t e n d s  S m a l l  P r o d u c e r  C r e d i t s  t o  2 0 2 2

A S  4 3 . 5 5 . 1 6 0

S  G r o s s  R e v e n u e  E x c lu s io n

•  " D o e s  n o t  c o n t a i n  l a n d  t h a t  w a s  in  a  u n i t  o n  J a n u a r y  1 ,  2 0 0 3 "  ( c o n s i d e r  a d j u s t m e n t )

S Support # Consider Adjustment y V y 'V x
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TESTIMONY ON SB 21 
by

THOMAS K. WILLIAMS 
SENIOR ROYALTY AND TAX COUNSEL 

BP EXPLORATION (ALASKA) INC. 
to the

SENATE RESOURCES COM MITTEE 

20 FEBRUARY 2013

M adam e Chair, Mem bers o f the Committee:

Good Afternoon. For the record, m y name is Thomas K . W illiam s and I  am Senior R oy­
alty and T ax  Counsel for B P  Exploration (Alaska) Inc. Thank you for inviting us here to testify 
on Senate B ill 21, which has been introduced by Governor Parnell and proposes to amend the so- 
called “A C E S ” production tax on oil and gas produced in Alaska.

There are three prim ary changes that SB 21 would make to A CES: one, repeal
progressivity, which we think is good; two, change the system o f tax credits that now exists, 
which threatens to harm some producers even i f  it may help others; and three, create a new  
“gross revenue exclusion” for new production that we view  as innovative but largely  
misdirected. M y  testimony today w ill review  these changes in the context o f the tax issues that 
m y employer faces under the present tax, which the Governor and apparently the entire 
Legislature, w ith  the introduction o f Senate B ill 50, agree needs to be reformed.

First, progressivity. As you know, progressivity is a sliding-rate tax that runs quickly up 
to a 25%  rate and then rises more slowly above 25 percent. It  is in addition to the basic 25%  tax 
that is also levied on the “production tax value” o f a producer’ s taxable production. Repealing  
progressivity is a good idea for a number o f reasons, which A O G A  has identified in its testimony 
on M onday and which other taxpayers w ill probably present to you as well. M an y  o f those 
objections are fo r effects from  progressivity that were intentional as part o f the way progressivity 
was designed. W hat I ’d like  to do today is to describe two significant, unintended effects o f  
progressivity that seem largely unknown and even less understood. I  have eight slides to present 
that w ill show you exactly what these unintended consequences are.

To begin, let me quickly review how the tax is calculated for the example I  w ill use.

Bbl $/bbl
USWC Price $ 1 ,000,000 10,000 $100.00

T ransportation $150,000 10,000 $15.00
GVPP $850,000 10,000 $85.00

Field Expense $300,000 10,000 $30.00
PTV $550,000 10,000 $55.00

25% Base Tax $137,500
Prog'y Rate 10.000%
Prog'y Tax $55,000

Total Tax $192,500

Slide 1. How ACES works



I f  you look at this first slide, you w ill see the tax calculation for a hypothetical producer w ith
10,000 barrels o f o il who sells it on the W est Coast for $100 a barrel and receives a m illion  
dollars. It  cost $150,000 -  or $15 a barrel -  to transport that oil from  the fie ld  in A laska to the 
W est Coast, which leaves $850,000 as the gross value at the point o f production or “G V P P .” 
The producer had $300,000 o f allowable lease expenditures, or field  expense, to produce the oil, 
which leaves a taxable production tax value, or “P T V ,” o f $550,000 or $55 a barrel. The base 
tax is 25%  o f the P T V , or $137,500.

The progressivity rate equals four tenths o f a percentage point times the difference 
between $30 and the producer’s P T V  per barrel. Here the difference between $30 and $55 is 
$25, and $25 times four tenths o f a point per dollar equals 10 percent. Ten percent o f $550,000  
is $55,000 o f progressivity tax. That plus the base tax o f $137,500 equals a total tax o f $192,- 
500. So far there is nothing here that is new to you.

So now let me begin to show you something you probably have not seen before. This 
scenario is not about what the producer has actually produced, but about an evaluation o f what 
could happen from  the development o f a new reservoir or field  i f  the investment is made. And  
le t’s suppose that this producer sees three different ways that she could potentially improve this 
investment. One is that she knows o f a buyer w illing  to pay a prem ium  o f a dollar a barrel for 
the oil delivered on the W est Coast, the second is a way to save $20,000 in transportation costs, 
and the third is a way to cut the costs for field  operations by $30,000. I f  she can do all three, 
what is the change in the tax?

Base
Base As Case Revised
Case Revision Revised Bbl $/Bbl $/Bbl Change in Tax

USWC Price $1,000,000 $10,000 $1,010,000 10,000 $100.00 $101.00 $35,640 All 3
Transportation $150,000 ($20,000) $130,000 10,000 $15.00 $13.00

GVPP $850,000 $880,000 10,000 $85.00 $88.00
Field Expense $300,000 ($30,000) $270,000 10,000 $30.00 $27.00

PTV $550,000 $610,000 10,000 $55.00 $61.00
25% Base Tax $137,500 $152,500

Prog’y Rate 10.000% 12.400%
Prog'y Tax $55,000 $75,640

Total Tax $192,500 $228,140
Change in tax $35,640

Slide 2. Example -  The three changes together

In  this slide we see the three changes. The extra dollar a barrel in the price increases the sales 
revenue from  the o il to $1,010,000. The transportation savings reduces that cost from  $150,000  
to $130,000. Between the increased price and the transportation savings, the G V P P  o f the oil 
back in the fie ld  is $880,000 instead o f $850,000. And the reduction in upstream lease 
expenditures raises the taxable P T V  by another $30,000, for a total increase in  P T V  o f $60,000  
from  $550,000  to $610,000.

The 25%  base tax is now $152,500 instead o f $137,500. A nd w ith  P T V  per barrel now  
$61, the progressivity rate is $61 minus $30, or $31, times four tenths o f  a percentage point per 
dollar, or 12.4 percent. Tw elve-point-four percent o f $610,000 is $75,640, and the total tax is 
$228,140 instead o f $192,500. This is an increase o f $35,640.
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I  have highlighted this change in yellow  and recorded it  in the upper right com er o f the 
slide in order to keep it on screen so we can remember what it was, because in this scenario the 
producer next asks what the tax change is separately for each o f these improvements to the 
investment. This next slide shows the change resulting only from  the extra dollar in the West 
Coast price.

Change in Tax

$35,640 All 3

Base As
Base
Case Revised

Case Revision Revised Bbl $/Bbl $/Bbl
USWC Price $1,000,000 $10,000 $1,010,000 10,000 $100.00 $101.00

T ransportation $150,000 $150,000 10,000 $15.00 $15.00
GVPP $850,000 $860,000 10,000 $85.00 $86.00

Field Expense $300,000 $300,000 10,000 $30.00 $30.00
PTV

25% Base Tax 
Prog'y Rate 
Prog'y Tax 

Total Tax 
Change in tax

$550,000
$137,500
10.000%
$55,000

$192,500

$560,000
$140,000
10.400%
$58,240

$198,240
$5,740

10,000 $55.00 $56.00

$5,740 Price

Slide 3 Example -  Price change only

The higher price increases the sales proceeds by $10,000 to $1,010,000. And as you go down 
the “As Revised” column you see this $10,000 flow ing down into the $860,000 G V P P  and then 
into the taxable P T V , raising it to $560,000. The 25%  base tax on $560,000 is $140,000. The 
progressivity rate is $56 minus $30, or $26, times four tenths o f a percentage point per dollar, 
which is 10.4 percent. Ten-point-four percent o f $560,000 is $58,240 and the total tax is 
$198,240, an increase o f $5,740 from  the base case. Again, I  have recorded this at the right side 
o f the table so we can remem ber what it is without having to flip  back and forth between slides.

The next slide shows the change in tax from  the $20,000 savings in transportation costs.

Base
Base As Case Revised
Case Revision Revised Bbl $/Bbl $/Bbl Change in Tax

USWC Price $1,000,000 $1,000,000 10,000 $100.00 $100.00 $35,640 All 3
T ransportation $150,000 ($20,000) $130,000 10,000 $15.00 $13.00

GVPP $850,000 $870,000 10,000 $85.00 $87.00 $5,740 Price
Field Expense $300,000 $300,000 10,000 $30.00 $30.00 $11,560 Transpo

PTV $550,000 $570,000 10,000 $55.00 $57.00
25% Base Tax $137,500 $142,500

Prog'y Rate 10.000% 10.800%
Prog'y Tax $55,000 $61,560

Total Tax $192,500 $204,060
Change in tax - $11,560

Slide 4. Example - Transportation cost savings

The $20,000 again flow s straight down into the taxable P T V , increasing it from  $550,000 to 
$570,000. The progressivity rate is now $57 dollars minus $30, or $27, times four tenths o f a 
percentage point per dollar or 10.8 percent. That plus the 25%  base rate on $570,000 o f P T V  
yields a total tax o f $204,060, an increase o f $11,560 from  the base case. This, too, I  have
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Finally, this next slide shows the effect o f saving $30,000 in field  expense. The P T V  in­
creases by $30,000 to $580,000, the progressivity rate is 11.2 percent. The base tax and progres­
sivity add up to $209,960 —  an increase o f $17,460 from  the base case.

Base

recorded on the right side of the table.

Base As Case Revised
Case Revision Revised Bbl $/Bbl $/Bbl Change in Tax

USWC Price $1 ,000,000 $ 1 ,000,000 10,000 $100.00 $100.00 $35,640 All 3
Transportation $150,000 $150,000 10,000 $15.00 $15.00

GVPP $850,000 $850,000 10,000 $85.00 $85.00 $5,740 Price
Field Expense $300,000 ($30,000) $270,000 10,000 $30.00 $27.00 $11,560 Transpo.

PTV $550,000 $580,000 10,000 $55.00 $58.00 $17,460 Lease Exp
25% Base Tax $137,500 $145,000 $34,760

Prog'y Rate 10.000% 1 1 .200%
Prog'y Tax $55,000 $64,960

Total Tax $192,500 $209,960
Change in tax - $17,460

Slide 5. Whole is greater than the sum of its parts

And here at last, this slide shows what it is that you probably have not seen before. The 
sum for the three changes separately is $34,760, which is in bold font to make it easier to spot. 
This is less than the $35 ,640  change in tax when all three are factored in at once (also in bold  
font). In  other words, w ith  progressivity, the whole is greater than the sum o f its parts.

And that’s not all. The amount o f tax that is calculated for each individual part changes, 
depending on what order you look at them. H ere ’s a slide that looks at the $20,000 savings in
transportation cost and the $30,000 reduction in field expense together.

Base
Base As Case Revised
Case Revision Revised Bbl $/Bbl $/Bbl Change in Tax

USWC Price $1 ,000,000 $ 1 ,000,000 10,000 $ 100.00 $100.00 $11,560 Transpo. Only
T ransportation $150,000 ($20,000) $130,000 10,000 $15.00 $13.00 $17,460 Field Exp. Only

GVPP $850,000 $870,000 10,000 $85.00 $87.00
Field Expense $300,000 ($30,000) $270,000 10,000 $30.00 $27.00 $11,560 Transpo. 1st

PTV $550,000 $600,000 10,000 $55.00 $60.00 $17,940 Field Exp.2nd
25% Base Tax $137,500 $150,000 $29,500

Prog'y Rate 10.000% 12 .000%
Prog'y Tax $55,000 $72,000 $12,040 Transpo. 2nd

Total Tax $192,500 $222,000 $17,460 Field Exp.1st
Change in tax - $29,500 $29,500

Slide 6. ACES’s continuously changing tax effect

The two cost reductions together increase P T V  by $50,000, to $600,000. The base tax on 
that is $150,000. Progressivity for $60 o f P T V  per barrel is $60 minus $30, or $30, times four 
tenths o f a percentage point per dollar, or 12 percent, times $600,000, which is $72,000. The 
total tax change from  the two is $29,500. From  the previous cases where we considered each 
cost reduction separately, the tax increase w ith  transportation only was $11,560 and for field
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expense only was $17,460, and these appear in the upper right o f the slide.

I f  we look at transportation first, it is equivalent to looking at it standing alone, and we 
have already calculated what that is —  $11,560. So $11,560 o f the combined $29,500 tax 
increase is from  the change in transportation cost, and the rest -  $17 ,940 -  is for the change in 
field  expense. But this means the field expense is almost $500 greater than what it is when it ’ s 
standing alone. A nd i f  you reverse the order, then the field-expense tax increase is the same as 
when it stands alone, but now the tax increase for the transportation savings is different —  
$12,040 instead o f the $11 ,560  when it stands alone or is taken first.

W hat we have done here on this sixth slide is to look at the pair o f cost savings for down­
stream transportation and upstream lease expenditures, and w e ’ve looked at that pair first, ahead 
of the change in market price. I f  we go back to the previous slide, we see that i f  we take trans­
portation first and subtract its $5,740 from  the total $35,640 tax effect for all three, then that 
leaves a different number -  $29,900 -  for this pair o f changes instead o f the $29,500 we have 
here on slide six when we calculate that pair back first.

There is nothing special about this particular pair o f changes that creates this difference. 
There would be a sim ilar difference i f  we pair price with transportation or price w ith lease 
expenditures. W ith  either one, w e ’d get one set o f tax effects for this pair i f  we calculate them  
first, and a different set o f tax effects i f  we calculate the effect o f the unpaired change first. And, 
as here, w ith in  each pair, there is a different cost for each change in that pairing depending on 
whether its effect is calculated first or the other’s effect is first.

These examples involve a triplet o f categories o f change that could be made to improve 
the economics o f the project: an increase in price, a reduction in transportation costs to market, 
and greater efficiency in field  operations. But I  have sim plified these examples by using lease 
expenditures genetically as a single cost category. In  the real world a would-be investor would  
look at capital expenditures separately from  operating costs because the tim ing for when the two 
kinds o f cost are incurred is different and -  especially important in  the context o f analyzing tax 
effects -  the capex generates a 20%  Qualified Capital Expenditure tax credit in addition to 
changing the P T V  and the progressivity rate. So there are really four categories o f change to 
look at: changes in sales price, changes in transportation costs, changes in operating expense, and 
changes in  capital expenditures.

For each one o f these four categories, its respective tax effect can be calculated separately 
from  the other three, either ahead o f them or after them. And each such triplet o f changes has the 
same analysis and the same variations in tax effect for individual changes that we have seen in 
the entire analysis that we have just gone through in this and the four earlier slides —  namely, 
the tax effect for the entire triplet being greater than the sum o f the effects for the individual cate­
gories in it; the different amount for the unpaired category in each triplet relative to the pair o f  
other categories, depending on whether the effect o f the pair is calculated first or second; and 
w ithin  each such pair, the different amount depending on which category in that pair is calculat­
ed first. Each o f  these numerous variations and combinations w ill divide the $35,640 total tax 
effect up into a different set o f amounts calculated for the four categories. Y e t even w ith all those 
sets o f calculated amounts for the categories, none o f those sets w ill add up to the tax effect for 
all the changes taken together as a whole.
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A nd all this com plexity doesn’t begin to reflect the likelihood that there may w ell be sev­
eral different changes that could be made w ithin one or more o f these four basic cost categories.

These bizarre effects are not mere abstract curiosities. I f  you are an investor and you 
have a variety o f ways to try to improve the performance o f an investment, these effects from  
progressivity mean there is no single correct answer about how much each one changes the tax 
and improves the investment. The more ways you have to improve the investment, the more the 
change in tax for each one depends on where you put it in  the sequence o f calculating the 
changes for all o f the opportunities. This is because each opportunity in that sequence not only 
increases the P T V , but it also increases the progressivity rate applicable to the base case P T V  
plus all the P T V  that has been added by the prior opportunities in the sequence.

Interestingly, the Departm ent o f Revenue has exactly the same problem when it audits a 
taxpayer and makes m ultip le changes to figures reported on the tax return and increases the 
amount o f tax. The auditor can quantify the whole tax increase from  all the changes, but he or 
she cannot make a defin itively  correct determination o f the amount o f any one o f those changes. 
A  taxpayer might have an interesting tim e in an appeal having an auditor admit, issue by issue, 
that there is no correct amount for each one.

There is a second important consequence o f progressivity that was generally unintended 
or is greater than intended. I  call it a tax on price volatility  because it increases the tax when 
prices change during a tax year even though the total P T V  is exactly the same as i f  the prices had 
stayed constant at the average price for the year.

PTV Prog'v'y
per MM PTV Prog'v'y Tax
Bbl bbl ($MM) Rate ($MM)

Jan $61.25 2.00 $122.50 12.50% $15.31
Feb 61.25 2.00 122.50 12.50% 15.31
Mar 61.25 2.00 122.50 12.50% 15.31
Apr 61.25 2.00 122.50 12.50% 15.31
May 61.25 2.00 122.50 12.50% 15.31
Jun 61.25 2.00 122.50 12.50% 15.31
Jul 61.25 2.00 122.50 12.50% 15.31

Aug 61.25 2.00 122.50 12.50% 15.31
Sep 61.25 2.00 122.50 12.50% 15.31
Oct 61.25 2.00 122.50 12.50% 15.31
Nov 61.25 2.00 122.50 12.50% 15.31
Dec 61.25 2.00 122.50 12.50% 15.31

Full Year $61.25 24.00 $1,470.00 $183.75

Slide 7. Flat price scenario

On this slide we see such a “flat price” scenario. To f it  conveniently w ithin the space available 
in a slide, the table omits columns for W est Coast prices, transportation costs and field  expenses, 
and starts instead w ith  the P T V  that is calculated from  them. Here the P T V  is $61.25 per barrel, 
and w ith 2 m illion  barrels o f production a month, the amount o f the taxable P T V  is $122.5  
m illion  a month.

Progressivity starts when the P T V  per barrel exceeds $30, and it reaches 25%  at a P T V
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per barrel o f $92.50. I  have chosen $61.25 as the P T V  per barrel in this base case because it is 
half way between $30 and $92.50. The progressivity rate at this price is $61.25 minus $30, or 
$31.25, times four tenths o f a percentage point per dollar, or 12.5 percent. This also is h a lf way  
between the zero rate at $30 and the 25%  rate at $92.50. As you can see, each month the P T V  is 
$122.5 m illion, the progressivity rate is always 12.5% , and the progressivity tax is exactly the 
same for each month as $15.31 m illion. Total progressivity for the year is $183.75 m illion.

PTV
per MM PTV Prog'v'y

Prog'v'y
Tax

PTV
per MM PTV Prog'v'y

Prog'v'y
Tax

Bbl bbl ($MM) Rate ($MM) Bbl bbl ($MM) Rate ($MM)
Jan $61.25 2.00 $122.5 12.50% $15.31 $30.00 2.00 60.0 0.00% -
Feb 61.25 2.00 $122.5 12.50% 15.31 30.00 2.00 60.0 0.00% -
Mar 61.25 2.00 $122.5 12.50% 15.31 30.00 2.00 60.0 0.00% -
Apr 61.25 2.00 $122.5 12.50% 15.31 92.50 2.00 185.0 25.00% $46.25
May 61.25 2.00 $122.5 12.50% 15.31 92.50 2.00 185.0 25.00% 46.25
Jun 61.25 2.00 $122.5 12.50% 15.31 92.50 2.00 185.0 25.00% 46.25
Jul 61.25 2.00 $122.5 12.50% 15.31 92.50 2.00 185.0 25.00% 46.25

Aug 61.25 2.00 $122.5 12.50% 15.31 92.50 2.00 185.0 25.00% 46.25
Sep 61.25 2.00 $122.5 12.50% 15.31 92.50 2.00 185.0 25.00% 46.25
Oct 61.25 2.00 $122.5 12.50% 15.31 30.00 2.00 60.0 0.00% -
Nov 61.25 2.00 $122.5 12.50% 15.31 30.00 2.00 60.0 0.00% -
Dec 61.25 2.00 $122.5 12.50% 15.31 30.00 2.00 60.0 0.00% -

Full Year $61.25 24.00 $1,470.0 $183.75 $61.25 24.00 1,470.0 $277.50

Slide 8. Progressivity increases taxes with fluctuating 
price even when the economics don’t change

In  this next slide the left h a lf is exactly the same as the previous one w ith the flat-price  
scenario. The right h a lf o f the table shows what happens when there are six months in the year 
when the P T V  per barrel is $30 and six when it is $92.50. In  this case the first three months and 
the last three have the $30 P T V  per barrel, and the middle six from  A p ril through September 
have the $92.50. This price profile resembles what actually happened w ith W est Coast prices for 
North Slope oil during 2008, when they peaked at the all-tim e record o f $144.59 a barrel on July 
3rd.

For the six months when the P T V  per barrel is $30, the progressivity tax rate is zero 
because $30 o f P T V  per barrel minus the $30 threshold for progressivity is zero. So, as you can 
see, there is no progressivity tax for the first three months o f the year and the last three. In  the 
m iddle six, the P T V  per barrel is $92.50. That is $62.50 higher than the $30 threshold, so the 
progressivity rate is four tenths o f a percentage point times 62.50, or 25.00 percent. A t $92.50 a 
barrel, the progressivity tax on two m illion barrels a month is $46.25 m illion, so the total 
progressivity tax for the six non-zero months is $277.5 m illion.

The progressivity tax under the changing-price scenario is 51%  higher than the $183.75  
m illion  o f progressivity for the flat-rate scenario.

This tax increase is entirely the result o f the fact that prices changed during the year 
instead o f being flat. Y ou  can see this fo r yourselves. The total P T V  for the year in the right- 
hand column is 1,470 m illions o f dollars, or $1.47 billion —  exactly the same as in the flat-price
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scenario on the left. Tota l production for the year is exactly the same —  24 m illion  barrels. 
D iv id ing  $1.47 b illion  o f P T V  by 24 m illion  barrels equals $61.25 per barrel, exactly the same. 
But progressivity is 51 % higher.

And i f  you look at the monthly calculations in the changing-price scenario, you can see 
that the m onthly progressivity tax w ill be exactly the same for each o f the $30 months no matter 
what order you put those months in. The same is true for the $92.50 months. So this 
phenomenon is different from  what I  showed you earlier about the whole being greater than the 
sum o f its parts, because here there are no changes in the actual progressivity calculation for a 
$30 month or a $92.50 one.

The bottom line here is this. The year under the changing-price scenario is just as profit­
able as the flat-price one, and for the same amount o f production. The tax base to which 
progressivity applies is exactly the same for the year. Y e t the tax is 51%  higher when prices 
change during the year.

N o w , I  have chosen these PTV-per-barrel figures so they would show the greatest amount 
o f tax increase resulting from  prices that are not fla t all year long. I  did this because, i f  I  showed 
you an example w ith  a smaller effect, someone would surely ask me what the m axim um  effect 
could be. M y  example gives you that answer at the same time it explains the phenomenon.

Those o f you who were here in the Legislature in 2009 may recall the surprise o f the 
Departm ent o f Revenue when the actual A C E S  tax collected during its first fu ll year o f operation 
-  the 2008 calendar year -  came in about h a lf a b illion  dollars higher than the Departm ent had 
forecasted. This tells you why: 2008 was a very volatile year for prices. W h ile  that volatility  
did not generate the m axim um  51%  increase that m y example illustrates, it did produce a very  
substantial increase in progressivity tax -  on the order o f half a billion dollars -  from  the mere 
fact that prices fluctuated during 2008, instead o f being flat at the volum e-weighted average 
price for the year.

So, to summarize: Progressivity has two major unintended consequences. First, when 
you are analyzing combinations o f steps to take to improve an investment opportunity, the whole  
is greater than the sum o f its parts. Second, i f  you, as a potential inventor, do not take into 
account the effect from  price volatility  during each year in  an investment’s life , the progressivity 
could turn out to be 50%  higher than what you have estimated. Both o f these effects promise to 
increase the risks and reduce the competitiveness o f an Alaskan investment relative to a compar­
able one elsewhere.

These negatives o f progressivity complement what A O G A  told you during its testimony 
last M onday. W ithout repeating that testimony here, I  w ill only list A O G A ’s main points. One, 
progressivity sacrifices the one advantage A laska has from  its economic remoteness -  namely, 
the greater im provem ent in financial performance for investments here i f  prices turn out better 
than projected. This sacrifice occurs because progressivity taxes away more and more o f that 
improvement the better it turns out to be. A nd two, progressivity makes the tax extraordinarily  
complex and inconsistent to compute, and to analyze.

For these reasons BP fu lly  endorses the proposed repeal o f progressivity that Senate B ill
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Let me now turn to the second main feature in this B ill —  the changes it proposes to the 
present system o f tax credits, and in particular to the sunset o f the credit for “qualified capital 
expenditures” or “Q C E ” at the end o f this calendar year.

The first, and probably most important observation I  can offer about tax credits in general 
is they would not be so significant for the economics o f o il and gas production here i f  the 
production tax were not so high.

Second, the Q C E  tax credit depends solely on how much a company invests for oil and 
gas exploration, development and production in Alaska. Period. I f  you want to address the 
North Slope decline curve, there have to be investments here leading to more production —  not 
just by finding and developing new fields and new reservoirs, but also by getting more recovery 
out o f fields already in production. The Q C E  tax credit is a direct incentive for making these 
investments. And it costs the State nothing unless there are investments: i f  investment is zero, 
then 20%  o f zero is zero. The Q C E  tax credit arises only when it succeeds, and costs nothing i f  
it doesn’t.

The Q C E  tax credit is not affected by oil prices, the costs o f transporting oil and gas to 
market, nor the operating costs o f the field. Consequently its value to a business like  B P ’s is the 
same for a given amount o f Q C E  expenditure, regardless o f the price and the transportation and 
field  operating cost scenarios that the business estimates in its investment decisions. And it is 
the same regardless o f how prices and those other costs actually turn out. Progressivity, on the 
other hand, is dependent on prices and costs in  a tw ofold way: once in determining the amount 
o f P T V  that is subject to tax, and again in calculating the tax rate that progressivity w ill apply to 
that P T V .

Thus, the point where the cost o f losing the Q C E  credit begins to outweigh the benefit 
from  repealing progressivity depends both on the price o f oil and, for each individual producer, 
on that producer’s own unique portion o f the lease expenditures for the N orth Slope. For B P ’s 
own business and expenditures, this crossover comes at a higher price level -  in the m id to upper 
90s -  than that which Econ One and others are presenting for North Slope producers as a whole. 
So the improvement to our investment economics from  the repeal o f progressivity stands to be 
substantially undone by the sunset o f the Q C E  tax credit. Since I  am a tax man who is here to 
testify about this tax, I  would ask, please, for your patience for just a few  minutes i f  you have 
questions regarding this point, so I  can quickly finish up and M r. B ilbao can testify.

The third m ajor feature in SB 21 is its proposed “gross revenue exclusion” or “G R E ” 
which is something new. It would exclude from  the taxable P T V  (production tax value) a per­
centage o f  the gross value at the point o f production for additional or new volumes o f o il or gas 
being produced. This concept could have significant potential, and indeed it may prove very  
valuable for explorers and others who can bring new fields and reservoirs into production.

Unfortunately, the proposed G R E aims away from  the significant opportunities for new  
production that BP has identified for its business. SB 21 would allow a G R E only for production 
“from  a lease or property that does not contain land that was w ithin a unit on January 1, 2 00 3 [,]”

21 proposes.
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or i f  it does have land that was in a unit before 2003, “the oil or gas is produced from  a 
participating area established after ... 2011 [that] does not contain a reservoir that had previously  
been in a participating area established before ... 20 12 .”

B P ’s business centers prim arily around units that were established before 2003 —  the 
Prudhoe Bay U nit, Kuparuk R iver U nit, Duck Island U n it and M iln e  Point Unit. These units are 
fu lly  explored, and the likelihood is small that any significant new participating area w ill be 
established in them that “does not contain a reservoir that had previously been in a participating 
area established before ... 2012.” So these units are unlikely to receive any G R E, as the B ill 
reads now.

The present focus o f the proposed G R E  is misdirected. Econ One a week ago told you 
that an estimated 29.1 b illion  barrels o f oil and barrel-equivalents o f gas on the North Slope and 
offshore in the OCS is “Econom ically Recoverable @ $90/bbl” . But, as A O G A  pointed out it its 
testimony on M onday, only 10%  o f that resource is in an area that A laska has any direct econom­
ic stake in and control over —  the central North  Slope. O f the 3 b illion  barrels there that Econ 
One identified, A G O A ’s testimony (in which we and the other members o f A O G A  all concurred) 
estimated that “2.5 b illion  barrels or more stands to come from  Prudhoe Bay, Kuparuk and other 
legacy fields already in production” that have little  or no chance o f getting any G R E  under the 
B ill.

I f  you’re going to hunt for eggs, you have to look where the hens nest. The same is true 
for oil. I f  you are going to provide an incentive to increase production rates and ultimate 
recovery, offer it where the o il is.

There are several problems with the present A C E S  law that SB 21 does not address, and I  
w ill quickly b rie f you about them.

The first is the disallowance under A S 4 3 .5 5 .165(e)(19) o f “costs incurred for repair, re­
placement, or deferred maintenance” o f production facilities “in response to a failure, problem, 
or event that results in the unscheduled interruption ... or reduction in the rate o f ... production 
... or in response to ... an unpermitted release o f a hazardous substance or [natural] gas[.]” This 
was enacted in 2007 in response to the partial shutdown o f Prudhoe Bay in 2006 after two 
corrosion-caused leaks were discovered. BP is not seeking change to the substance o f the 
disallowance itself, but we think the statutory language should be improved to establish clarity  
about its applicability.

There are m inor hiccups in production operations almost every day in fields around the 
world, and A laska’s fields are no exception. The present statute sets no standard o f m ateriality  
for an “unscheduled interruption .. or reduction” in production. I f  production at a facility  is 
“interrupted” for five  minutes because o f a temporary hiccup in operations, does that cause a 
disallowed expense? I f  production is “reduced” by five barrels a day for a field producing over
400 ,000  barrels daily, does that cause a disallowed expense? I f  production is interrupted for a 
material period o f tim e, but ultim ately it turns out to cost only $10 to respond to it, is it worth­
w hile  to identify and quantify this $10 so it can be disallowed? There is no answer to these and 
similar questions in the statute, and the Department o f Revenue has not adopted regulations that 
answer them.
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W e  are not asking you to try to write the answers to these questions in the statute, 
although you certainly could i f  you want do to all that work. But we suggest, instead, that you 
expressly give the Departm ent o f Revenue not only the authority, but the duty, to adopt regula­
tions that set reasonable thresholds for m ateriality about how long an “interruption” has to last, 
about how large a “reduction” in production has to be, about how much an unauthorized release 
has to be or in what circumstances must it occur, and about how much the cost “incurred ...  in 
response to” such situations has to be, in order to trigger the disallowance.

As you know, I  worked in the Department o f Revenue some 30-odd years ago, and i f  I  
had to administer this statute in  light o f the circumstances and controversy that led to its enact­
ment, I  would be reluctant to adopt regulations on m y own initiative to establish such thresholds 
unless I  had some kind o f go-ahead or permission from  the Legislature. Perhaps the Departm ent 
is waiting for such a sign from  you.

The second unaddressed problem comes from  the changes that A C E S  made to AS  
43.55 .150, the statute that determines the gross value at the point o f production on the basis o f 
destination prices or values minus the costs o f transporting the oil or gas to those destinations 
from  the point o f production in the field. As amended, the actual cost that a producer pays to a 
regulated pipeline carrier to ship the producer’s o il could be set aside i f  the producer and carrier 
are “affilia ted.” The Departm ent has adopted regulations calling for “cost-based” ta riff  
calculations in lieu o f the actual regulated tariffs that are paid.

But under those regulations these calculations o f the “cost-based” tariffs are made by the 
Department, not the taxpayer, and there is no deadline in the regulations or in A S  43.55.150  for 
the Departm ent to make its calculations and share the results w ith the taxpayer. The only dead­
line is the six-year statute o f lim itations under AS 43.55.075(a). W e  concur w ith A O G A ’s 
testimony about the interplay between this six-year statute and interest at 11%  A PR , 
compounded quarterly, fo r any tax underpayment that, in this regulated-pipeline situation, might 
result from  the Departm ent’s calculation o f a lower ta riff than the one allowed by the 
governmental regulatory agency having jurisdiction over that tariff. Six years at 11% almost 
doubles-up the amount o f  a tax increase from such a “cost-based” tariff.

Further, the tax laws o f the State are not an appropriate place for Alaska to try to regulate 
pipeline tariffs. That is a function o f the Police Power, and the Regulatory Commission o f A las­
ka has been established as the executive agency to exercise that regulatory power. The Federal 
Energy Regulatory Commission has sim ilarly been created by Congress to regulate pipeline tar­
iffs for interstate shipments under the Congressional power created by the United States 
Constitution power to regulate interstate commerce. State tax authorities have no business trying  
to supplant either o f these agencies.

A n y  further matters regarding SB 21 that we would bring to your attention have already 
been addressed by A O G A  in its testimony to you on Monday.

Thank you for this opportunity to testify to you today.
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Production Decline is Real

A la s k a  N o r th  S lo p e  P ro d u c tio nFY 2000-2012 and Forecasted FY 2013-2022

h is t o r y



How A CES works

B b l $ / b b l

U S W C  P rice $ 1 , 0 0 0 , 0 0 0 1 0 , 0 0 0 $ 1 0 0 . 0 0

T ra n s p o r ta t io n $ 1 5 0 , 0 0 0 1 0 , 0 0 0 $ 1 5 . 0 0

G V P P $ 8 5 0 , 0 0 0 1 0 , 0 0 0 $ 8 5 . 0 0

F ie ld  E x p e n s e $ 3 0 0 , 0 0 0 1 0 , 0 0 0 $ 3 0 . 0 0

P T V $ 5 5 0 , 0 0 0 1 0 , 0 0 0 $ 5 5 . 0 0

2 5 %  B a s e  Tax $ 1 3 7 ,5 0 0

P r o g 'y  R a te 1 0 . 0 0 0 %

P r o g 'y T a x $ 5 5 , 0 0 0

Tota l T ax $ 1 9 2 , 5 0 0

J>P

o

USWC-U.S. West Coast
GVPP -  Gross Value at the Point of Production
PTV -  Production Tax Value
Prog'y - Progressivity
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J>P

a

B a s e  C a s e R e v is io n A s  R e v is e d

U S W C  P r ic e  $ 1 , 0 0 0 , 0 0 0 $ 1 0 , 0 0 0 $ 1 , 0 1 0 , 0 0 0

T r a n s p o r ta t io n $ 1 5 0 , 0 0 0 ( $ 2 0 ,0 0 0 ) $ 1 3 0 , 0 0 0

G V P P $ 8 5 0 , 0 0 0 $ 8 8 0 , 0 0 0

F ie ld  E x p e n s e $ 3 0 0 , 0 0 0 ( $ 3 0 , 0 0 0 ) $ 2 7 0 , 0 0 0

P T V $ 5 5 0 , 0 0 0 $ 6 1 0 , 0 0 0

2 5 %  B a s e T a x $ 1 3 7 ,5 0 0 $ 1 5 2 , 5 0 0

P r o g 'y  R a te 1 0 . 0 0 0 % 1 2 . 4 0 0 %

P r o g 'y T a x $ 5 5 , 0 0 0 $ 7 5 , 6 4 0

T o ta l T a x $ 1 9 2 , 5 0 0 $ 2 2 8 , 1 4 0

C h a n g e  in t a x - $ 3 5 , 6 4 0

B b l

B a s e

C a s e

$ / B b l

R e v is e d

$ / B b l C h a n g e  in  T a x

1 0 , 0 0 0 $ 1 0 0 . 0 0 $ 1 0 1 .0 0 $ 3 5 , 6 4 0 A ll 3

1 0 , 0 0 0 $ 1 5 . 0 0 $ 1 3 . 0 0

1 0 , 0 0 0 $ 8 5 . 0 0 $ 8 8 . 0 0

1 0 , 0 0 0 $ 3 0 . 0 0 $ 2 7 .0 0

1 0 , 0 0 0 $ 5 5 . 0 0 $ 6 1 .0 0

USWC-U.S. West Coast
GVPP -  Gross Value at the Point of Production
PTV -  Production Tax Value
Prog'y - Progressivity
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bp

O

B a s e  C a s e R e v is io n A s  R e v i s e d B b l

B a s e

C a s e

$ / B b l

R e v is e d

$ / B b l C h a n g e  in  T a x

U S W C  P r ic e  $ 1 , 0 0 0 , 0 0 0 $ 1 0 , 0 0 0 $ 1 , 0 1 0 , 0 0 0 1 0 , 0 0 0 $ 1 0 0 . 0 0 $ 1 0 1 .0 0 $ 3 5 , 6 4 0 A ll 3

T r a n s p o r ta t io n $ 1 5 0 , 0 0 0 $ 1 5 0 , 0 0 0 1 0 , 0 0 0 $ 1 5 . 0 0 $ 1 5 . 0 0 $ 5 ,7 4 0 P r ic e

G V P P $ 8 5 0 , 0 0 0 $ 8 6 0 , 0 0 0 1 0 , 0 0 0 $ 8 5 . 0 0 $ 8 6 . 0 0

F ie ld  E x p e n s e $ 3 0 0 , 0 0 0 $ 3 0 0 , 0 0 0 1 0 , 0 0 0 $ 3 0 . 0 0 $ 3 0 . 0 0

P T V $ 5 5 0 , 0 0 0 $ 5 6 0 , 0 0 0 1 0 , 0 0 0 $ 5 5 . 0 0 $ 5 6 . 0 0

2 5 %  B a s e  T a x $ 1 3 7 ,5 0 0 $ 1 4 0 , 0 0 0

P r o g 'y  R a te 1 0 . 0 0 0 % 1 0 . 4 0 0 %

P r o g 'y T a x $ 5 5 , 0 0 0 $ 5 8 , 2 4 0

T o ta l T a x $ 1 9 2 , 5 0 0 $ 1 9 8 , 2 4 0

C h a n g e  in t a x - $ 5 ,7 4 0

USWC-U.S. West Coast
GVPP -  Gross Value at the Point of Production
PTV -  Production Tax Value
Prog'y - Progressivity
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J>P

0

B a s e  C a s e R e v is io n A s  R e v is e d B b l

B a s e

C a s e

$ / B b l

R e v is e d

$ / B b l C h a n g e  in  T a x

U S W C  P r ic e  $ 1 , 0 0 0 , 0 0 0 $ 1 , 0 0 0 , 0 0 0 1 0 , 0 0 0 $ 1 0 0 . 0 0 $ 1 0 0 . 0 0 $ 3 5 , 6 4 0 A ll 3

T r a n s p o r ta t io n $ 1 5 0 , 0 0 0 ( $ 2 0 ,0 0 0 ) $ 1 3 0 , 0 0 0 1 0 , 0 0 0 $ 1 5 .0 0 $ 1 3 . 0 0

G V P P $ 8 5 0 , 0 0 0 $ 8 7 0 , 0 0 0 1 0 , 0 0 0 $ 8 5 . 0 0 $ 8 7 .0 0 $ 5 ,7 4 0 P r ic e

F ie ld  E x p e n s e $ 3 0 0 , 0 0 0 $ 3 0 0 , 0 0 0 1 0 , 0 0 0 $ 3 0 . 0 0 $ 3 0 . 0 0 $ 1 1 , 5 6 0 T r a n s p o .

P T V $ 5 5 0 , 0 0 0 $ 5 7 0 , 0 0 0 1 0 , 0 0 0 $ 5 5 . 0 0 $ 5 7 .0 0

2 5 %  B a s e  T a x $ 1 3 7 ,5 0 0 $ 1 4 2 , 5 0 0

P r o g 'y  R a te 1 0 . 0 0 0 % 1 0 . 8 0 0 %

P r o g 'y T a x $ 5 5 , 0 0 0 $ 6 1 , 5 6 0

T o ta l T a x $ 1 9 2 , 5 0 0 $ 2 0 4 , 0 6 0

C h a n g e  in t a x - $ 1 1 ,5 6 0

USWC-U.S. West Coast
GVPP -  Gross Value at the Point of Production
PTV -  Production Tax Value
Prog'y - Progressivity
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Whole is greater than the sum of its parts
J>P

o

B a s e  C a s e R e v i s i o n A s  R e v is e d B b l

B a s e

C a s e

$ / B b l

R e v i s e d

$ / B b l C h a n g e  in  T a x

U S W C  P r ic e  $ 1 , 0 0 0 , 0 0 0 $ 1 , 0 0 0 , 0 0 0 1 0 , 0 0 0 $ 1 0 0 . 0 0 $ 1 0 0 . 0 0 $ 3 5 , 6 4 0  A ll 3

T r a n s p o r ta t io n $ 1 5 0 , 0 0 0 $ 1 5 0 , 0 0 0 1 0 , 0 0 0 $ 1 5 . 0 0 $ 1 5 . 0 0

G V P P $ 8 5 0 , 0 0 0 $ 8 5 0 , 0 0 0 1 0 , 0 0 0 $ 8 5 . 0 0 $ 8 5 . 0 0 $ 5 ,7 4 0  P r ic e

F ie ld  E x p e n s e $ 3 0 0 , 0 0 0 ( $ 3 0 , 0 0 0 ) $ 2 7 0 , 0 0 0 1 0 , 0 0 0 $ 3 0 . 0 0 $ 2 7 .0 0 $ 1 1 ,5 6 0 T r a n s p o .

P T V $ 5 5 0 , 0 0 0 $ 5 8 0 , 0 0 0 1 0 , 0 0 0 $ 5 5 . 0 0 $ 5 8 . 0 0 $ 1 7 ,4 6 0  L e a s e  E x p .

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

P r o g 'y  R a te 1 0 . 0 0 0 % 11 . 2 0 0 %

P r o g 'y T a x $ 5 5 , 0 0 0 $ 6 4 , 9 6 0

T o ta l T a x $ 1 9 2 , 5 0 0 $ 2 0 9 , 9 6 0

C h a n g e  in t a x - $ 1 7 ,4 6 0

USWC -  U.S. West Coast
GVPP -  Gross Value at the Point of Production
PTV -  Production Tax Value
Prog'y - Progressivity

7



ACES's continuously changing tax effect
bp

0

B a s e  C a s e R e v i s i o n A s  R e v i s e d B b l

B a s e

C a s e

$ / B b l

R e v is e d

$ / B b l C h a n g e  in  T a x

U S W C  P r ic e  $ 1 , 0 0 0 , 0 0 0 $ 1 , 0 0 0 , 0 0 0 1 0 , 0 0 0 $ 1 0 0 . 0 0 $ 1 0 0 . 0 0 $ 1 1 ,5 6 0 T r a n s p o .  O n ly

T r a n s p o r ta t io n $ 1 5 0 , 0 0 0 ( $ 2 0 ,0 0 0 ) $ 1 3 0 , 0 0 0 1 0 , 0 0 0 $ 1 5 . 0 0 $ 1 3 . 0 0 $ 1 7 ,4 6 0  F ie ld  E xp  O n ly

G V P P $ 8 5 0 , 0 0 0 $ 8 7 0 , 0 0 0 1 0 , 0 0 0 $ 8 5 . 0 0 $ 8 7 .0 0

F ie ld  E x p e n s e $ 3 0 0 , 0 0 0 ( $ 3 0 ,0 0 0 ) $ 2 7 0 , 0 0 0 1 0 , 0 0 0 $ 3 0 . 0 0 $ 2 7 .0 0 $ 1 1 ,5 6 0 T r a n s p o .  1 s t

P T V $ 5 5 0 , 0 0 0 $ 6 0 0 , 0 0 0 1 0 , 0 0 0 $ 5 5 . 0 0 $ 6 0 . 0 0 $ 1 7 ,9 4 0  F ie ld  E x o .2 n d

2 5 %  B a s e  T a x $ 1 3 7 ,5 0 0 $ 1 5 0 , 0 0 0 $ 2 9 , 5 0 0

P r o g 'y  R a te 1 0 . 0 0 0 % 1 2 . 0 0 0 %

P r o g 'y T a x $ 5 5 , 0 0 0 $ 7 2 , 0 0 0 $ 1 2 ,0 4 0 T r a n s p o .  2 n d

T o ta l T a x $ 1 9 2 , 5 0 0 $ 2 2 2 , 0 0 0 $ 1 7 ,4 6 0  F ie ld  E x p .1 s t

C h a n g e  in t a x - $ 2 9 , 5 0 0 $ 2 9 , 5 0 0

USWC -  U.S. West Coast
GVPP -  Gross Value at the Point of Production
PTV -  Production Tax Value
Prog'y - Progressivity
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Flat price scenario

PTV per 
Bbl MM bbl

Jan $61.25 2.00
Feb 61.25 2.00
Mar 61.25 2.00
Apr 61.25 2.00
May 61.25 2.00
Jun 61.25 2.00
Jul 61.25 2.00
Aug 61.25 2.00
Sep 61.25 2.00
Oct 61.25 2.00
Nov 61.25 2.00
Dec 61.25 2.00

Full Year $61.25 24.00

Prog'v'y Prog'v'y TaxPTV ($MM) Rate ($MM)
$122.5 12.50% $15.31
$122.5 12.50% 15.31
$122.5 12.50% 15.31
$122.5 12.50% 15.31
$122.5 12.50% 15.31
$122.5 12.50% 15.31
$122.5 12.50% 15.31
$122.5 12.50% 15.31
$122.5 12.50% 15.31
$122.5 12.50% 15.31
$122.5 12.50% 15.31
$122.5 12.50% 15.31

$1,470.0 $183.75



Progressivity increases taxes with fluctuating 
price even when the economics don't change

PTV Prog'v'y PTV Prog'v'yper MM PTV Prog'v'y Tax per MM PTV Prog'v'y TaxBbl bbl ($MM) Rate ($MM) Bbl bbl ($MM) Rate ($MM)Jan $61.25 2.00 $122.5 12.50% $15.31 $30.00 2.00 60.0 0.00% -

Feb 61.25 2.00 $122.5 12.50% 15.31 30.00 2.00 60.0 0.00% -

Mar 61.25 2.00 $122.5 12.50% 15.31 30.00 2.00 60.0 0.00% -

Apr 61.25 2.00 $122.5 12.50% 15.31 92.50 2.00 185.0 25.00% $46.25May 61.25 2.00 $122.5 12.50% 15.31 92.50 2.00 185.0 25.00% 46.25Jun 61.25 2.00 $122.5 12.50% 15.31 92.50 2.00 185.0 25.00% 46.25Jul 61.25 2.00 $122.5 12.50% 15.31 92.50 2.00 185.0 25.00% 46.25Aug 61.25 2.00 $122.5 12.50% 15.31 92.50 2.00 185.0 25.00% 46.25Sep 61.25 2.00 $122.5 12.50% 15.31 92.50 2.00 185.0 25.00% 46.25Oct 61.25 2.00 $122.5 12.50% 15.31 30.00 2.00 60.0 0.00% -

Nov 61.25 2.00 $122.5 12.50% 15.31 30.00 2.00 60.0 0.00% -

Dec 61.25 2.00 $122.5 12.50% 15.31 30.00 2.00 60.0 0.00% _

ill Year $61.25 24.00 $1,470.0 $183.75 $61.25 24.00 1,470.0 $277.50

bPo
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Production Decline is Real

A la s k a  N o r th  S lo p e  P ro d u c tio nFY 2000-2012 and Forecasted FT 2013-2022
1 2

h is t o r y fo r e c a s t

B  Currtotfy

■  N tw o l

N ew  oil



S e n a t e  R e s o u r c e s  C o m m i t t e e

SB 21

Bob H e in r ic h , VP  F inan ce  

S co tt Jepsen , VP E x tern a l A ffa irs  

C o n o c o P h ill ip s  A la s k a

F e b ru a ry  2 0 , 2 0 1 3



Topics

•  A la s k a 's  P r o d u c t io n  C h a l le n g e

•  I n v e s t m e n t  C o n s id e r a t io n s  a n d  A la s k a 's  C o s t  E n v i r o n m e n t

•  A C E S  a n d  S B 2 1

•  O b s e r v a t io n s

 ̂ ConocoPhillips



Alaska Decline Continues While Lower 48 Production Continues to Increase

\ ConocoPhillipsSource: U.S. Energy Information Administration
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A la s k a  -  A  C h a l l e n g in g  I n v e s t m e n t  C l i m a t e  

I n v e s t m e n t  C r i t e r i a :  H o w  A la s k a  R a n k s

•  E x p ec ted  f ie ld  s iz e /m a tu r i ty  

•C r u d e  q u a li ty

•E x p lo ra t io n ,  d e v e lo p m e n t  &  p ro d u c t io n  cost 

•T r a n s p o r ta t io n  costs to  m a rk e t

• T im e  to  p ro d u c t io n

•  P e r m it t in g /r e g u la to r y  e n v ir o n m e n t

•T a x  ra te s  g iven  c h a lle n g e d  lo c a tio n

•T a x  ra te s  c o m p a re d  to  o th e r  s ta te s  &  c o u n tr ie s

•B ill io n s  o f  b arre ls  le f t  to  be d e v e lo p e d  

•S ig n if ic a n t  p ro d u c t io n  v o lu m e s

Exploration
Prospectivity

Costs

Cycle Time

Taxes

Legacy Field 
Opportunities
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Alaska Legacy Fields Still Provide Significant Opportunity

4.0

3.0

2 . 0

Legacy 

Fields: 
Kuparuk, 
Prudhoe, 
& Alpine 

areas

L e g a c y  F i e l d s  a r e . . .

m  About 90% of North Slope 2012 production 
* Lion's share of estimated future production 
m  Key to offsetting ANS decline

1 . 0

0 . 0

Legacy Fields Pt Thomson Nikaitchuq Liberty Oooguruk

*Source: DOR 2 0 0 9  production forecast 2 0 1 0  -  2 0 5 0  volum es ConocoPhillips



A l a s k a ’s  D a y s  o f  “E a s y  O i l ” A r e  G o n e :  H i g h  C o s t s  a n d  H i g h  

G o v e r n m e n t  T a k e  P r e s e n t  C h a l l e n g e s

$/boe costs (Capex, Opex)

Conventional - Texas 

Conventional - Louisianna 

Unconventional - Barnett - Texas 

Unconventional - Haynesville - Louisianna 

Unconventional - Bakken - North Dakota 

New Light Oil Alaska 

Mid-High Cost Development Alaska 

High Cost Development - Alaska

0 10 20 30 40 50

■ Capex ■ Opex

C o s ts  a r e  s ig n if ic a n t ly  h ig h e r  in  A la s k a  th a n  th e  L o w e r  4 8  -  e v e n  c o m p a r e d  to  u n c o n v e n t io n a ls .  M e a n w h i le ,  

A la s k a ’s  G o v e r n m e n t  T a k e  h a s  r is e n  s ig n if ic a n t ly  o v e r  r e c e n t  y e a r s ,  m e a n in g  n e w  p r o je c t  e c o n o m ic s  c a n  b e  

v e r y  c h a l le n g in g

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | January 2013 P F C  E n e r g y



"Easy Oil" In the Legacy Fields Is Gone

•  C h a l le n g e d  o il r e m a in s

- Complex, high cost wells

- Smaller reserve targets

- Fault blocks, flank oil

- Satellites, viscous oil

- Most new wells produce oil 
AND water

- Facilities handling ~ three times as 
much water as oil

•  A b i l l i o n  d o l l a r s  d o e s  n o t  g o  a s  f a r  

a s  i t  u s e d  t o . . .

- 2000 Alpine development ~80,000 
BOPD

- 2012 CD-5 Drillsite ~18,000 BOPD
C D - 5  T y p e  D e v e l o p m e n t

In it ia l  A lp in e  D e v e l o p m e n t



A C E S  O b s e r v a t i o n s

Government and Industry Marginal Share in Alaska

Positive Elements
■Tax credits help offset 

Alaska's high cost 
environment

■Tax credits provided for 
both new and legacy 
fields

Negative Elements
■ High average tax rates
■ High marginal tax rates
■ Gross minimum tax

■ Tax still paid if revenues 
don't cover costs

£
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ANS West Coast Oil Price - $/bbl

Earnings Per Barrel -  ConocoPhillips 
Alaska and State of Alaska

r 120 
100 
80  

h 60

ConocoPhillips Alaska Net Income

2 0 0 7  2 0 0 8  20 0 9  2 0 1 0  2 0 1 1

Upper right plot based on Fall 2012 Revenue Sources Book data for FY2014
Lower right plot based on ConocoPhillips 2007 -  2011 10-K reports; State share is royalties (estimated), production tax, 
ad valorem tax and state income tax; oil prices are ConocoPhillips average realized prices on the West Coast ConocoPhillips
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C o n o c o P h i l l i p s  C a p i t a l  A l l o c a t i o n

5.000

4.500

4.000

3.500

3.000

2.500

2 .0 0 0

1.500  

1 ,0 0 0

500

Investment has tripled 
in the Lower 48

Investment has
remained flat in Alaska 

—' *

2010 Budget 2011 Budget 2012 Budget 2010 Budget 2011 Budget 2012 Budget

C onocoPhillips A laska  C ap ita l ConocoPhillips Low er 4 8  C ap ita l

|  In v e s tm e n t f lo w s  w h e re  in v e s to r has ups ide

Source: ConocoPhillips 10K
/  ' “  

p p  \  ConocoPhillips
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ANS W est C oast Oil Price, $/E3bl
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, ConocoPhillipsBased on Fall 2012  Revenue Sources Book data for FY2014 1 0



R e c a p  o f  C o n o c o P h i l l i p s  P e r s p e c t i v e

• ACES
■ Progressivity takes the upside and discourages investment

■ Tax credit investment incentives positive, but do not offset the negative 
effects of ACES progressivity

• SB21 Positive Elements
■ Positive step to improve Alaska's business climate
■ Solves the high marginal tax problem

■ Makes Alaska more competitive at $100+ prices

• SB21 Areas for Improvement
■ Bill does not contain sufficient investment incentives for legacy fields to 

offset Alaska's high cost environment

■ Does not encourage investment relative to ACES in a downward trending 
oil price environment

7  ^
^ ConocoPhillips11



S e n a t e  R e s o u r c e s  

C o m m i t t e e

Alaska Fiscal System D iscussion 
Slides

F e brua ry  22 2013

Jan ak  M ayer 
M anager, U pstream  
PFC E nergy

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 1



Requested Analysis:

Letter of Intent recommendation for evaluation point 3  -  
impact of continuing capital credits for well expenditures

Impact of combining well credits with bracketed 
progressivity

Impact of instead using a 3 5 % base rate tax, combined 
with a production-based credit of $5 /taxable bbl, claimable 
only in year of production

Alaska Hydrocarbons Fiscal System Analysis | ©  PFC Energy 2013 | February 2013 Slide Number: 2 PFC Energy



G o v e r n m e n t  T a k e  u n d e r  S B 2 1 / H B 7 2  a n d  A C E S  -  C a p e x  

S e n s i t i v i t y

15%

10%

5%

o%

-5%

-10%

-15%

-20%
60 70 80 90 1 00 1 1 0  1 2 0 1 3 0 1 4 0  150 1 6 01 70  1 80 1 9 0  200 210 220 230  

$/bbl ANS West Coast Crude

” ■ $10/bbl Capex $15/bbl Capex  .....$20/bbl Capex $25/bbl Capex

*AII C A P E X  figures are in gross bbl terms ($15 per gross bbl is roughly equivalent to D O R  2014 
average North Slope forecast o f $19.6 per bbl net of royalty, when adjusted for gross/net and for 
capital expenditures by non-taxable entities)

Alaska Hydrocarbons Fiscal System Analysis | ©  PFC Energy 2013 | February 2013

•As noted in PFC Energy testimony on 1/31/13, 
at low oil prices, Relative Government Take 
under SB 21 is higher than under ACES, due to 
the impact of low or no progressivity, combined 
with the elimination ofthe 20% capital credit 
under SB 21

•The oil price level at which this occurs is 
highly sensitive to annual levels of capital 
spending, since CAPEX both reduces the oil 
price level at which progressivity kicks in under 
ACES, and determines the size ofthe available 
capital credit under ACES

•Looking at a single year of production also 
slightly raises this neutrality point, since over 
many years, inflation reduces the real price 
level at which progressivity starts under ACES

•For mature, producing assets with a low 
ongoing CAPEX requirement ($10/bbl), SB21 
represents a reduction in government take at 
prices above ~$75, however for capital 
intensive new developments in existing units, 
that neutrality point can be as high as 
$110/bbl

•It is thus important to understand that one 
impact ofthe removal ofthe 20% capital credit 
under SB 21 is that for companies with high 
development costs relative to overall 
production, it can represent a tax increase at 
current prices _ _  _

Slide Number: 3 PFG EnGrQV

For base production with low CAPEX 
requirements ($10/bbl*), SB21 represents a 
tax cut at all price levels above ~$75/bbl, and 
a tax increase at prices below that level

GTSB21 less 
GT ACES

Government Take under SB21 less Government 
Take under ACES 

(Single Year) - Capex Sensitivity

For assets in development (and in 
existing units) with CAPEX as high 
as $25/bbl*, the neutrality point can 
be as high as ~$110/bbl

At a CAPEX level of $15/bbl*, the neutrality 
point rises to ~$90/bbl



F i s c a l  R e g i m e  C o m p e t i t i v e n e s s

GTO Fiscal Regime Com petitiveness - G overnm ent Take

•OECD Average

Crude Price ($/bbl)

Royalty Regime Average • ^ ^ P S C  Regime Average ®ACES SB21

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 4 PFC Energy



A s s u m p t i o n s

• Well Credit
-  50% of capex qualifies, credit level 25%

• Bracketed progressivity
-  Thresholds and rates as under HB110:

■ B ase tax  2 5 %

■ < $ 3 0  P TV /bb l, 0 %  progressivity

■ $ 3 0 -$ 4 2 .5 , 2 .5 %  progressivity

■ $ 4 2 .5 -$ 5 5  -  7 .5 %  progressivity

■ $ 5 5 -$ 6 7 .5  -  1 2 .5 %  progressivity

■ $ 6 7 .5 -$ 8 0  -  1 7 .5 %  progressivity

■ $ 8 0 -$ 9 2 .5 0  -  2 2 .5 %  progressivity

■ > $ 9 2 .5 0  P T V /b b l -  2 5 %  progressivity

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 5 PFC Energy



G o v e r n m e n t  T a k e  C o m p a r i s o n
Incumbent, Base Production

Undiscounted Government Take comparison - 
Incumbent - Base Production

GTO

  ANS West Coast Price
ACES

^ “ SB21
SB21 With 25% Well Credit 

^"■•S B 21 With Bracketed Progressivity and 25% Well Credit 
^ ^ •S B 2 1  With Bracketed Progressivity and No Credits 
^ ^ “ SB21 with 35% Base and $5/bbl Production Credit

Discounted Government Take 12% comparison - 
Incumbent - Base Production

GT12

  ANS West Coast Price
»ACES

— »SB21
SB21 With 25% Well Credit

« " ^ S B 2 1  With Bracketed Progressivity and 25% Well Credit
• ■ “ SB21 With Bracketed Progressivity and No Credits
^^"»SB21 with 35% Base and $5/bbl Production Credit

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 6



G o v e r n m e n t  T a k e  C o m p a r i s o n
$16/bbl New Development, Standalone

Undiscounted Government Take comparison - 
New Development, Standalone, $16/bbl Capex

GTO

  ANS West Coast Price
■ "■ A C E S
^ “ SB21
— *SB21 With 25% Well Credit
■ ■ " S B 21 With Bracketed Progressivity and 25% Well Credit 
■"^■SB21 With Bracketed Progressivity and No Credits 
^ ^ ■ S B 2 1  with 35% Base and $5/bbl Production Credit

Discounted Government Take 12% comparison - 
New Development, Standalone, $16/bbl Capex

GT12

  ANS West Coast Price
— ACES

SB21
SB21 With 25% Well Credit 

^ ^ ■ S B 2 1  With Bracketed Progressivity and 25% Well Credit 
^ ^ ■ S B 2 1  With Bracketed Progressivity and No Credits 
^ ^ “ SB21 with 35% Base and $5/bbl Production Credit

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 7



G o v e r n m e n t  T a k e  C o m p a r i s o n
$25/bbl New Development (with GRE), Standalone

Undiscounted Government Take comparison - 
New Development, Standalone, $25/bbl Capex

GTO

  ANS West Coast Price
— ACES
^ “ SB21

SB21 With 25% Well Credit 
^ ^ " S B 2 1  With Bracketed Progressivity and 25% Well Credit 
■■■“ SB21 With Bracketed Progressivity and No Credits 
^ ^ •S B 2 1  with 35% Base and $5/bbl Production Credit

Discounted Government Take 12% comparison - 
New Development, Standalone, $25/bbl Capex

  ANS West Coast Price
ACES

^ ~ S B 2 1  With 25% Well Credit
^ ^ •S B 2 1  With Bracketed Progressivity and 25% Well Credit 
■^™ SB21 With Bracketed Progressivity and No Credits 
“ ^ “ SB21 with 35% Base and $5/bbl Production Credit

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 8



G o v e r n m e n t  T a k e  C o m p a r i s o n
$16/bbl New Development, Incumbent Producer Incremental Analysis

Undiscounted Government Take comparison -

  ANS West Coast Price
^ “ ACES
— SB21
— SB21 With 25% Well Credit
■ " " S B 2 1  With Bracketed Progressivity and 25% Well Credit 
■■■"SB21 With Bracketed Progressivity and No Credits 
" " S B 2 1  with 35% Base and $5/bbl Production Credit

Discounted Government Take 12% comparison - 
New Development, Incumbent Incremental

  ANS West Coast Price
— ACES
— SB21
— SB21 With 25% Well Credit
^ ^ “ SB21 With Bracketed Progressivity and 25% Well Credit 
■ ■ " S B 2 1  With Bracketed Progressivity and No Credits 
^ ^ “ SB21 with 35% Base and $5/bbl Production Credit

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 9



G o v e r n m e n t  T a k e  C o m p a r i s o n
$25/bbl New Development, Incumbent Producer Incremental Analysis

Undiscounted Government Take comparison

ANS W est Coast Price
•ACES
'SB21
•SB21 With 25% Well Credit
•SB21 With Bracketed Progressivity and 25% Well Credit 
•SB21 With Bracketed Progressivity and No Credits 
•SB21 with 35% Base and $5/bbl Production Credit

Discounted Government Take 12% comparison 
New Development, Incumbent Incremental

ANS West Coast Price
•ACES
®SB21
•SB21 With 25% Well Credit
•SB21 With Bracketed Progressivity and 25% Well Credit 
■SB21 With Bracketed Progressivity and No Credits 
•SB21 with 35% Base and $5/bbl Production Credit

Alaska Elydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 10



N P V 1 2 / b b l  &  C a s h  M a r g i n  C o m p a r i s o n
Incumbent, Base Production

NPV12 /  boe comparison - Incumbent - Base 
Production

NPV12 / boe

  ANS West Coast Price
— ACES

SB21 With 25% Well Credit 
^ " " S B 2 1  With Bracketed Progressivity and 25% Well Credit 
^ ^ “ SB21 With Bracketed Progressivity and No Credits 
" ^ “ SB21 with 35% Base and $5/bbl Production Credit

Cash Margin

Cash Margin (2017 - 2022) comparison -
Incumbent - Base Production

  ANS West Coast Price
ACES

— SB21
« ^ S B 2 1  With 25% Well Credit
^ ^ " S B 2 1  With Bracketed Progressivity and 25% Well Credit 
^ ^ " S B 2 1  With Bracketed Progressivity and No Credits 
^ ^ " S B 2 1  with 35% Base and $5/bbl Production Credit

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 11



N P V 1 2 / b b l  &  C a s h  M a r g i n  C o m p a r i s o n
$16/bbl New Development, Standalone

NPV12 /  boe comparison - New Development, 
Standalone, $16/bbl Capex

NPV12 /  boe

  ANS West Coast Price
— ACES

SB21 With 25% Well Credit 
" ■ “ SB21 With Bracketed Progressivity and 25% Well Credit 
^ ^ “ SB21 With Bracketed Progressivity and No Credits 
^ ^ “ SB21 with 35% Base and $5/bbl Production Credit

Cash Margin

Cash Margin (2017 - 2022) comparison - New
Development, Standalone, $16/bbl Capex

  ANS West Coast Price
— ACES
— SB21

SB21 With 25% Well Credit 
^ ^ “ SB21 With Bracketed Progressivity and 25% Well Credit 
■^™ SB21 With Bracketed Progressivity and No Credits 
“ ■■•SB21 with 35% Base and $5/bbl Production Credit

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 12



N P V 1 2 / b b l  &  C a s h  M a r g i n  C o m p a r i s o n
$25/bbl New Development, Standalone

NPV12 /  boe comparison - New Development, 
Standalone, $25/bbl Capex

NPV12 /  boe

  ANS West Coast Price
— ACES

SB21
SB21 With 25% Well Credit 

^ ^ » S B 2 1  With Bracketed Progressivity and 25% Well Credit 
^ ^ “ SB21 With Bracketed Progressivity and No Credits 
■■^■SB21 with 35% Base and $5/bbl Production Credit

Cash Margin

Cash Margin (2017 - 2022) comparison - New
Development, Standalone, $25/bbl Capex

  ANS West Coast Price
— ACES
— SB21

SB21 With 25% Well Credit 
■ ■ “ SB21 With Bracketed Progressivity and 25% Well Credit 
“ ™ SB21 With Bracketed Progressivity and No Credits 
^ ■ " S B 2 1  with 35% Base and $5/bbl Production Credit

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 13



N P V 1 2 / b b l  &  C a s h  M a r g i n  C o m p a r i s o n
$16/bbl New Development, Incumbent Producer Incremental Analysis

NPV12 /  boe comparison - New Development, 
Incumbent Incremental Analysis, $16/bbl Capex 

NPV12 / boe

  ANS West Coast Price
— ACES
— SB21
— SB21 With 25% Well Credit
*"^ "S B 21  With Bracketed Progressivity and 25% Well Credit 
^ ^ “ SB21 With Bracketed Progressivity and No Credits 
•■■■■SB21 with 35% Base and $5/bbl Production Credit

Cash Margin (2017 - 2022) comparison - New  
Development, Incumbent Incremental Analysis, 

Cash Margin $16/bbl Capex

  ANS West Coast Price
• — ACES
— SB21
— SB21 With 25% Well Credit
^ ^ •S B 2 1  With Bracketed Progressivity and 25% Well Credit 
^ ^ “ SB21 With Bracketed Progressivity and No Credits 
^ “ ■SB21 with 35% Base and $5/bbl Production Credit

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 14



N P V 1 2 / b b l  &  C a s h  M a r g i n  C o m p a r i s o n
$25/bbl New Development, Incumbent Producer Incremental Analysis

NPV12 /  boe comparison - New Development, 
Incumbent Incremental Analysis, $25/bbl Capex

NPV12 / boe

O L D O L n o i n o m O L n O L n O L n O L n or ^ r ^ o o o o a i a i o o T HT Hr Mf Mo n o n ' ^ - ' ^ - L / i

  ANS West Coast Price
"ACES

— SB21
SB21 With 25% Well Credit

^ ^ “ SB21 With Bracketed Progressivity and 25% Well Credit
« ^ ^ S B 2 1  With Bracketed Progressivity and No Credits
^ " ■ S B 2 1  with 35% Base and $5/bbl Production Credit

Cash Margin (2017 - 2022) comparison - New 
Development, Incumbent Incremental Analysis, 

Cash Margin $25/bbl Capex

  ANS West Coast Price
— ACES

— SB21 With 25% Well Credit
■■■■SB21 With Bracketed Progressivity and 25% Well Credit 
^ ^ ■ S B 2 1  With Bracketed Progressivity and No Credits 
^ ^ " S B 2 1  with 35% Base and $5/bbl Production Credit

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 15



I R R  C o m p a r i s o n
$16/bbl New Development, Standalone

IRR comparison - New Development, 
Standalone, $16/bbl Capex

  ANS West Coast Price
— ACES

SB21 With 25% Well Credit 
“ “ SB21 With Bracketed Progressivity and 25% Well Credit 
« ^ ^ S B 2 1  With Bracketed Progressivity and No Credits 
^^■»SB21 with 35% Base and $5/bbl Production Credit

Alaska Elydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 16



I R R  C o m p a r i s o n
$25/bbl New Development, Standalone

IRR comparison - New Development, 
Standalone, $25/bbl Capex

  ANS West Coast Price^ “ ACES
— »SB21
— SB21 With 25% Well Credit
^ ^ " S B 2 1  With Bracketed Progressivity and 25% Well Credit 
^ ^ " S B 2 1  With Bracketed Progressivity and No Credits 
" " S B 2 1  with 35% Base and $5/bbl Production Credit

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 17



I R R  C o m p a r i s o n
$16/bbl New Development, Incumbent Producer Incremental Analysis

IRR comparison - New Development, Incumbent 
Incremental Analysis, $16/bbl Capex

  ANS West Coast Price
— ACES
— SB21

SB21 With 25% Well Credit 
^ " •S B 2 1  With Bracketed Progressivity and 25% Well Credit 
^^™ SB21 With Bracketed Progressivity and No Credits 
^ ^ “ SB21 with 35% Base and $5/bbl Production Credit

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 18



I R R  C o m p a r i s o n
$16/bbl New Development, Incumbent Producer Incremental Analysis

IRR comparison - New Development, Incumbent 
Incremental Analysis, $25/bbl Capex

IRR

  ANS West Coast Price
— ACES
— SB21
— SB21 With 25% Well Credit
^ ^ “ SB21 With Bracketed Progressivity and 25% Well Credit 
^^"*S B 21 With Bracketed Progressivity and No Credits 
« ^ “ SB21 with 35% Base and $5/bbl Production Credit

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 19



C o n c l u s i o n s

• Elimination of credit has a significant negative impact on project 
economics at low prices, or high development costs -  though for 
new developments outside existing areas, this is more than offset by 
the GRE.

• Partial reinstatement of credits (for instance more targeted well 
expenditure credit) can partially mitigate this, but not fully.

• Bracketed progressivity a feasible approach to balancing revenue 
impact of partial or full reinstatement of credits.

• Higher base tax and production-based credit an interesting 
approach, and may help question of tax increase for base 
production at low prices. Since credit does not contribute when costs 
are incurred, does not address impact on higher-cost development.
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Requested Analysis: 

Impact of UK Brownfield Allowance
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I m p a c t  o f  U K  B r o w n f i e l d  A l l o w a n c e

The UK’s fiscal regime is a relatively simple one, 
with two core components -  a Corporate Income 
Tax (CIT) of 30%, and a Supplemental Resource 
Tax (SRT) of 32%, levied on the CIT tax base

The UK Brownfield Allowance is an income 
exclusion, used in calculating the SRT Up to a 
total £250mm of income can be excluded, with up 
to 20% of the exclusion amount allowed in a given 
year. For projects subject to the additional 
Petroleum Tax (pre-1993 projects), the exclusion 
is up to £500mm of income

Because it is a fixed exclusion, it has a greater 
impact at lower oil prices

Projects are individually assessed for 
qualification, and for the total amount of relief 
available. Qualifying projects are incremental 
projects increasing production from mature fields.

A 100mmb incremental development, with costs 
of $25/bbl, could see its government take reduced 
by to anywhere from 3 to 11 percentage points, 
depending on the oil price level

UndiscountedHsovernmentlFakellomparisonlSlE
UKSRT0

GTOE

•UKSRT0 U K2S RTfflv it hGB rownfi e I d0
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N o t i c e

This material is protected by United States copyright law and applicable international treaties including, but not limited to, the Berne Convention 
and the Universal Copyright Convention. Except as indicated, the entire content of this publication, including images, text, data, and look and 
feel attributes, is copyrighted by PFC Energy. PFC Energy strictly prohibits the copying, display, publication, distribution, or modification of any 
PFC Energy materials without the prior written consent of PFC Energy.

These materials are provided for the exclusive use of PFC Energy clients (and/or registered users), and may not under any circumstances be 
transmitted to third parties without PFC Energy approval.

PFC Energy has prepared the materials utilizing reasonable care and skill in applying methods of analysis consistent with normal industry 
practice, based on information available at the time such materials were created. To the extent these materials contain forecasts or forward 
looking statements, such statements are inherently uncertain because of events or combinations of events that cannot reasonably be foreseen, 
including the actions of governments, individuals, third parties and market competitors. ACCORDINGLY, THESE MATERIALS AND THE 
INFORMATION CONTAINED THEREIN ARE PROVIDED “AS IS” WITHOUT WARRANTY OF ANY KIND, EITHER EXPRESS OR IMPLIED, 
INCLUDING BUT NOT LIMITED TO THE IMPLIED WARRANTIES OF MERCHANTABILITY, ACCURACY, OR FITNESS FOR A PARTICULAR 
PURPOSE. Conclusions presented herein are intended for information purposes only and are not intended to represent recommendations on 
financial transactions such as the purchase or sale of shares in the companies profiled in this report.

PFC Energy has adjusted data where necessary in order to render it comparable among companies and countries, and used estimates where 
data may be unavailable and or where company or national source reporting methodology does not fit PFC Energy methodology. This has been 
done in order to render data comparable across all companies and all countries.

This report reflects information available to PFC Energy as of the date of publication. Clients are invited to check our web site periodically for 
new updates.

© PFC Energy, Inc. License restrictions apply. Distribution to third parties requires prior written consent from PFC Energy.
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K e y  C o n c e r n s  E x p r e s s e d  b y  I n d u s t r y  a n d  L e g i s l a t o r s

econ

ONE

> Industry

Tax Rate Higher Than ACES at “Low” Prices

Loss of Capital Credits

GRE Not Applicable to Legacy Fields

> Legislators

System Not Progressive (or Progressive Enough)

Overall Government Take May Be Too Low

Elimination of Credits May Harm New and/or Smaller Companies

Econ One Research 2



P o t e n t i a l  C h a n g e s  t o  T a x  S t r u c t u r e

> Changes

Increase Nominal Tax Rate

Introduce Fixed Allowance for Every Barrel Produced

> Impacts

Reduces Effective Tax Rate at Low Prices 

Provides Progressive Overall Government Take 

Efficient Mechanism to Implement Progressive System

econ

ONE
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A v e r a g e  G o v e r n m e n t  T a k e

A C E S  v .  S B 2 1 / H B 7 2  a n d  A l t e r n a t i v e  t o  S B 2 1 / H B 7 2  f o r  A l l  E x i s t i n g  

P r o d u c e r s  ( F Y 2 0 1 5 - F Y 2 0 1 9 )  a n d  O t h e r  J u r i s d i c t i o n s

econ

ONE

West Coast ANS Price ($2012 Dollars Per Barrel)
* Australia, Canada (Alberta Conventional), Norway, United Kingdom and United States.

Econ One Research 4



T a x  C a l c u l a t i o n  U n d e r  P r o p o s e d  M o d i f i c a t i o n s  

3 5 %  T a x  R a t e ;  $ 5 / B b l  P r o d u c t i o n  A l l o w a n c e

econ

ONE

Taxable Barrels (Bbls)

West Coast Price ($/Bbl)
Transportation ($/Bbl)

Gross Value ($/Bbl)
Lease Expenditures ($/Bbl)

Per-Barrel Taxable Value ($/Bbl)

Total Production Tax Value ($)

Prouction Tax Before Allowance @ 35% 
Production Allowance @ $5/Bbl

Production Tax After Allowance 

Nominal Tax Rate

Reduction in Tax Rate From Allowance 

Effective Tax Rate After Allowance 

Allowance as % of Gross Value

50,000,000 50,000,000

$60.00
10.00

$80.00
10.00

$50.00 $70.00
30.00 30.00

$20.00 $40.00

$1,000,000,000 $2,000,000,000

$350,000,000 $700,000,000
250,000,000 250,000,000

$100,000,000 $450,000,000

35.0% 35.0%

25.0% 12.5%

10.0% 22.5%

10.0% 7.1%

50,000,000 50,000,000

$100.00
10.00

$120.00
10.00

$90.00 $110.00
30.00 30.00

$60.00 $80.00

$3,000,000,000 $4,000,000,000

$1,050,000,000 $1,400,000,000
250,000,000 250,000,000

$800,000,000 $1,150,000,000

35.0% 35.0%

8.3% 6.3%

26.7% 28.8%

5.6% 4.5%

50,000,000 50,000,000

$140.00
10.00

$160.00
10.00

$130.00 $150.00
30.00 30.00

$100.00 $120.00

$5,000,000,000 $6,000,000,000

$1,750,000,000 $2,100,000,000
250,000,000 250,000,000

$1,500,000,000 $1,850,000,000

35.0% 35.0%

5.0% 4.2%

30.0% 30.8%

3.8% 3.3%
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S u m m a r y  o f  I n v e s t m e n t  M e a s u r e s  f o r  N e w  P a r t i c i p a n t  

A l a s k a  D e v e l o p m e n t  

A C E S  v .  S B 2 1 / H B 7 2  a n d  A l t e r n a t i v e  t o  S B 2 1 / H B 7 2

econ

ONE
$16/Barrel De\elopment Capex

SB21/HB72 A lt
$25/Barrel Development Capex

W est Coast
SB21/HB72 A lt

SB21/HB72 SB21/HB72
ANS Price ACES W ith  GRE W ithout GRE Allowance, 30% GRE) ACES W ith  GRE W ithout GRE Allowance, 30% GRE

(1) (2) (3) (4) (5) (6) (7) (8)

Producer NPV-12 / BOE (Dollars Per BOE)
$80 $2.55 $2.54 $1.94 $2.81 ($0.35) ($2.18) ($2.28) ($2.11)

$100 $3.85 $6.18 $5.34 $6.57 $0.97 $2.04 $1.21 $2.12
$120 $5.48 $9.74 $8.71 $10.00 $2.58 $5.61 $4.59 $5.97

Profitability Index-12
$80 1.19 1.19 1.15 1.21 0.98 0.89 0.89 0.90

$100 1.29 1.47 1.40 1.50 1.05 1.10 1.06 1.10
$120 1.41 1.74 1.66 1.75 1.12 1.27 1.22 1.29

IRR (Percent)
$80 19.7% 17.1% 16.1% 17.5% 11.3% 9.0% 8.8% 9.1%

$100 23.4% 23.9% 22.6% 24.5% 14.0% 14.6% 13.6% 14.7%
$120 27.6% 30.0% 28.6% 30.4% 17.1% 19.1% 18.0% 19.4%

5-Year (2017-2021) Cash Margins (Dollars Per BOE)
$80 $25.84 $36.94 $34.44 $36.94 $28.03 $39.10 $39.10 $39.10

$100 $28.84 $45.89 $42.59 $47.86 $31.03 $51.15 $49.51 $51.15
$120 $33.13 $54.69 $50.89 $55.77 $35.32 $61.54 $56.95 $63.19

Government Take (Percent)
$80 70.8% 61.9% 66.0% 59.4% 71.6% 65.0% 66.7% 63.6%

$100 75.8% 61.1% 64.7% 59.6% 76.9% 60.7% 65.5% 60.0%
$120 77.2% 60.8% 64.0% 60.1% 78.1% 61.0% 64.7% 59.8%

State/Municipal NPV-12/BOE (Dollars Per BOE)
$80 $6.67 $6.68 $7.60 $6.27 $3.24 $6.06 $6.21 $5.96

$100 $13.32 $9.72 $11.02 $9.13 $9.86 $8.21 $9.49 $8.08
$120 $19.46 $12.89 $14.48 $12.50 $16.02 $11.36 $12.92 $10.80
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S u m m a r y  o f  I n v e s t m e n t  M e a s u r e s  f o r  I n c u m b e n t  

A l a s k a  D e v e l o p m e n t  

A C E S  v .  S B 2 1 / H B 7 2  a n d  A l t e r n a t i v e  t o  S B 2 1 / H B 7 2

econ

ONE
$16/Barrel Development Capex $25/Barrel Development Capex

W est Coast 
ANS Price ACES

SB21/HB72
SB21/HB72 A lt 

(35% Rate; $5/Bbl. 
Allowance, 30% GRE)

SB21/HB72
SB21/HB72 A lt 

(35% Rate; $5/Bbl. 
Allowance, 30% GREW ith  GRE W ithout GRE ACES W ith GRE W ithout GRE

(1) (2) (3) (4) (5) (6) (7) (8)

Producer NPV-12 /  BOE (Dollars Per BOE)
$80 $3.71 $2.71 $2.02 $4.00 $1.34 ($1.08) ($1.77) $0.66

$100 $6.14 $6.20 $5.30 $7.27 $4.68 $2.41 $1.51 $3.94
$120 $8.82 $9.69 $8.58 $10.55 $8.10 $5.90 $4.80 $7.21

Profitability Index-12
$80 1.28 1.20 1.15 1.30 1.06 0.95 0.91 1.03

$100 1.46 1.47 1.40 1.55 1.23 1.12 1.07 1.19
$120 1.67 1.73 1.65 1.80 1.39 1.28 1.23 1.35

IRR (Percent)
$80 26.2% 18.5% 16.9% 22.3% 15.4% 10.2% 9.0% 13.2%

$100 41.1% 25.8% 24.1% 29.5% 27.2% 15.7% 14.4% 18.6%
$120 65.3% 32.5% 30.6% 36.1% 46.0% 20.7% 19.2% 23.5%

5-Year (2017-2021) Cash Margins (DollarsPer BOE)
$80 $24.26 $30.63 $28.57 $32.07 $26.45 $32.79 $30.73 $34.23

$100 $27.22 $40.27 $37.61 $41.17 $29.41 $42.42 $39.77 $43.33
$120 $31.18 $49.90 $46.65 $50.27 $33.37 $52.06 $48.80 $52.42

Government Take (Percent)
$80 68.9% 64.1% 68.1% 59.3% 67.8% 66.1% 71.0% 59.1%

$100 73.0% 62.6% 66.1% 60.2% 71.2% 63.7% 67.7% 60.1%
$120 73.8% 61.9% 65.1% 60.6% 71.6% 62.6% 66.2% 60.6%

$80
$100
$120

$4.88
$9.79

$14.31

State/Municipal NPV-12/BOE (Dollars Per BOE)
$6.42 $7.49 $4.44 $0.64 $4.36 
$9.70 $11.08 $8.05 $4.15 $7.64 

$12.98 $14.67 $11.66 $7.53 $10.92

Note: Analysis of incumbent production includes “buy-down” impact for reduced taxes on existing production.

$5.43
$9.02

$12.61

$1.69
$5.29
$8.90
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P o t e n t i a l  S o l u t i o n s  f o r  N e w  P a r t i c i p a n t s

> Expand State’s Ability to Assist Producers Through AIDEA or 
Alternative Agency

> Potential Vehicles Include

Loans

Acquiring Overriding Royalty Interest 

Acquiring a Working Interest

> Royalty Relief

Successful in Moving Recent Projects Forward

> Relax Requirements For Exploration Credits

econ

ONE
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P o t e n t i a l  S o l u t i o n s  t o  T a r g e t  N e w  O i l  i n  L e g a c y  F i e l d s

>  E x p a n d  D N R ’s  A b ility  to  G ra n t R o y a lty  R e lie f

C a n  O n ly  b e  G ra n te d  o n  L e a s e s  N o t in C o m m e rc ia l P ro d u c tio n

A llo w  P ro d u c e rs  to  P e tit io n  D N R  fo r  R o y a lty  R e lie f  fo r  A p p ro v e d  
P ro je c ts  T h a t T a rg e t “ N e w  O il”

o N e w  PA I U n it o r  E x p a n s io n

o T a rg e te d  D e v e lo p m e n t in E x is tin g  PA s I U n its

D N R  W o u ld  G ra n t R o y a lty  R e lie f  o n  C a s e -S p e c if ic  B a s is

>  A llo w  P ro d u c e rs  to  A p p ly  fo r  G R E  o n  P ro je c ts  in E x is tin g  PAs

A llo w  D O R /D N R  to  G ra n t G R E  fo r  E x p a n s io n s  o r  T a rg e te d  D e v e lo p m e n ts

P ro d u c e rs  M u s t A p p ly  fo r  G R E  A llo w a n c e

P ro d u c e rs  M u s t P ro v id e  S u ff ic ie n t  E v id e n c e  to  D O R /D N R  
to  E s ta b lis h  P ro p o s e d  D e v e lo p m e n t is  N e w  P ro d u c tio n

econ

ONE
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S u m m a r y  o f  B e n e f i t s

econ

ONE
>  C h a n g e  in T a x  R a te  A lo n g  w ith  P ro d u c tio n  A llo w a n c e  P ro v id e s  M o d e ra te ly  

P ro g re s s iv e  S y s te m

>  C h a n g e s  M a in ta in  C o m p e tit iv e  G o v e rn m e n t T a k e

>  A llo w a n c e s  o r  “C re d its ” T ie d  D ire c tly  to  P ro d u c tio n

>  V a lu e  o f  A llo w a n c e  V a rie s  In v e rs e ly  W ith  P ric e

H ig h e r  V a lu e  a t L o w e r  P r ic e s  (W h e re  N e e d e d )

L o w e r  V a lu e  a t H ig h e r  P r ic e s  (W h e re  N o t N e e d e d )

>  A v o id s  P ro b le m s  A s s o c ia te d  w ith  H ig h  a n d /o r  C h a n g in g  M a rg in a l R a te s

>  E x p a n s io n  o f  A ID E A  A c c e s s  W o u ld  P ro v id e  C a p ita l to  V ia b le  P ro je c ts  
If  N e e d e d  W ith o u t  T a x in g  S ta te  T re a s u ry

>  G ra n tin g  D N R  R o y a lty  R e lie f  A u th o r ity  A llo w s  F le x ib ility  in R e s p o n d in g  to  
C h a lle n g e d  D e v e lo p m e n t P ro je c ts

>  G ra n tin g  o f  G R E  to  T a rg e te d  P ro je c ts  in E x is tin g  U n its  A llo w s  D O R /D N R  to  
A id  D e v e lo p m e n t

Econ One Research 10



iP  The Proposal (Highlights) ^ $ l< .
1. Eliminate Progressivity and Credits Based 

on Capital Expenditures.

2. Reform remaining credits to be carried 
forward to when there is production.

3. Establish a "Gross Revenue Exclusion" for 
newer units and new participating areas in 
existing units (NEW OIL).

4. Hold Cook Inlet and M iddle Earth Harmless.

Overview of SB 21
Oil & Gas (DOIT *

Production Tax CJd-Oi54
‘‘SSSwSMHfnKfedl

January 29, 2013 
Alaska Department of Revenue

1/28/2013 10 Principles
• Governor' Principles:

- T a x  re fo rm  m u st be fa ir  to  A laskans. 

-E n c o u ra g e  n e w  p ro d u c tio n . 

-S im p le  so th a t  it resto res b a lan ce  to  

th e  system . 

-D u r a b le  fo r  th e  lo n g -te rm .

1/28/2013 3

Eliminate Progressivity & (BO B ) 
Credits Based on Capital Expenditures

Progressivity

Main Sections: 1,2,26 

Conforming Sections: 5,6,22,23

North Slope QCE Credits

Main Sections: 8 

Conforming Sections: 7,11,12

1/28/2013 2 1/28/2013 4



W 1' , O
Reform remaining credits to be carried CBOR; 
forward to when there is production.

N o r th  S lo p e  N e t O p e ra tin g  Loss C red its

Main Sections: 9,15 
Conforming Sections: 10,19, 20

Small Producer Tax Credits

Main Sections: 16

Establish a "Gross Revenue Exclusion" fo r
new er un its  and new  pa rtic ipa ting  areas in 

existing units.

G ross R e v e n u e  Exclusion (T h e  GRE)

Main Sections: 24 
Conforming Sections: 5

1/28/2013 6

O y d * - * . .

/ i i a ~
Cook Inlet and M iddle Earth ■DOR;

oid-01̂4' ' v

N o  C hanges to  C o o k  In le t  &  M id d le  E arth

Main Sections: 3
Conforming Sections: 4,13,14,17,18, 21, 25

1/28/2013 7



C o n o c o P h i l l i p s  i s  u s i n g  t e c h n o l o g y  t o  

i n c r e a s e  p r o d u c t i o n  i n  A l a s k a ,  O u t s i d e

Published: March 8, 2013 

By ERIC L ID JI— Petroleum News

Anchorage —  ConocoPhillips says it plans to spend $2.5 billion in Alaska over the next five 
years using innovative drilling technologies to mitigate declining production on the North 
Slope.

Conoco, the largest oil producer in Alaska, believes it can get 35,000 barrels a day of 
incremental production from its three legacy North Slope oil fields by using 4-D seismic, 
coiled-tubing drilling and casing drilling to lower costs and reach additional deposits. However, 
as with any discussion of investments, the company insists it could do more if Alaska 
policymakers would lower oil taxes.

The 35,000 barrels a day would cut production declines to about 3 percent a year by 2017, 
Matthew Fox, the company's executive vice president of exploration and production, told 
analysts on Feb. 28. And, Fox said, if ConocoPhillips brings the Alpine West/CD-5 satellite 
into production as scheduled in 2015-16, the annual decline could drop to about 2 percent.

The goal of the $2.5 billion program is to use newly perfected techniques to suck additional oil 
out of Prudhoe Bay, Kuparuk River and Alpine.

The program involves two techniques "honed" in Alaska.

The first brings down the cost of developing smaller oil pockets. With it, ConocoPhillips uses 
time-lapse 3-D seismic (or "4-D" seismic) to "illuminate pockets of oil that are in separate fault 
blocks or for whatever reason are not producing into an existing well bore," according to 
Executive Vice President of Technology and Projects Alan Hirshberg. It's too expensive to 
reach such pockets with conventional drilling, he said.

With a small tool at the end of coiled tubing equipment, ConocoPhillips can "twist and turn 
through the rock." This tool can turn more than 60 degrees over a 100-foot stretch of well, 
which "allows us to go right to these pockets that we found with the 4-D," he said.

Using this technique, ConocoPhillips recently drilled an "octolateral" well at Kuparuk. The well 
is a vertical hole with eight horizontal wells snaking out in different directions to target 
bypassed deposits. "We've actually found eight different zones near this well bore that we could 
go and hook up using coil-tubing drilling.... That's a very cost-effective way to get at those 
zones that weren't producing before," Hirshberg said.



The second technique allows ConocoPhillips to access deposits once thought unreachable. 
Using "steerable drilling liners," the company can drill through unstable reservoirs or low- 
pressure formations to reach deeper targets. "Normally when you have these well-bore 
instabilities, if you try to drill and then come back and run casing, you can't do it fast enough 
because the well bore collapses. So here, we're actually using the casing to drill," Hirshberg 
said. "And so the casings are already in place as we drill the hole."

It's unclear whether the investment plan differs from normal fieldwork.

Earlier this year, ConocoPhillips said it planned to spend "about $1 billion" in Alaska in 2013 — 
a slight increase over 2012 — to accommodate CD-5 development.

"When you look at the base development speed and pace in the legacy fields, it's the same 
(budget) as 2006," ConocoPhillips Alaska President Trond-Erik Johansen said.

Between 2005 and 2011, ConocoPhillips spent $733 million a year in Alaska, on average, with 
a low of $666 million in 2007 and a high of $1.4 billion in 2008. At $2.5 billion, the announced 
five-year plan amounts to $500 million a year, in addition to other activities in the portfolio, 
such as CD-5 and Chukchi Sea exploration.

ConocoPhillips says it believes legacy fields are the key to stemming production declines, but it 
can't justify the necessary investment under the existing tax system. The company says tax law 
revisions proposed so far do not "contain sufficient investment incentives for legacy fields to 
offset Alaska's high cost environment."

Meanwhile, ConocoPhillips is exporting its Alaska technology.

The $2.5 billion Alaska program is part of a larger effort by ConocoPhillips to increase 
production across its portfolio by 600,000 barrels of "oil equivalent" a day by 2017.

"Of the growth that we're talking about, about half of it is going to come from oil production.... 
About 70 percent of that oil production comes from the Lower 48 and the rest of it is coming 
from Malaysia and projects in Europe," Chief Financial Officer Jeffrey Sheets told analysts. 
"And so where it's not coming from is places (where) we've had relatively higher tax rates, like 
Alaska."
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C o m p a s s :  M e d ic a id  e x p a n s io n  is  g o o d  f o r  A la s k a n s

Compass: Alaska needs governor's oil tax overrfaur a
P u b lis h e d : F e b ru a ry  2 0 , 2 0 1 3  

By BILL ARMSTRONG

G o v . S e a n  P a rn e ll h a s  in tro d u c e d  n e w  o il a n d  g a s  ta x  le g is la t io n . T h e  g o v e rn o r 's  p ro p o s a l is  a  h u g e  
im p ro v e m e n t o v e r  th e  c u r re n t  la w  a n d  is  a  m a jo r  s te p  in th e  r ig h t  d ire c t io n  fo r  A la s k a  -  a n d  A la s k a n s .

Y o u  m a y  n o t  h a v e  h e a rd  o f  A rm s tro n g  O il &  G a s , Inc ., b u t  w e . a n d  o u r  a ff il ia te s , b e g a n  e x te n s iv e  w o rk  
e x p lo r in g  n e w  o il a n d  g a s  p o te n tia l in A la s k a  in 2 0 0 0 . S in c e  th e n , w e  h a v e  b e e n  re s p o n s ib le  f o r  th e  
o r ig in a t io n  o f  th re e  o f  th e  m o s t re c e n t  s ta n d -a lo n e  d e v e lo p m e n ts  in th e  s ta te : tw o  o n  th e  N o rth  S lo p e  a n d  
o n e  in C o o k  In le t.

O u r  e x p lo ra t io n  e ffo r ts  h a v e  p ro v id e d  s ig n if ic a n t  re v e n u e s  to  th e  s ta te , jo b s  fo r  A la s k a n s , n e w  o il 
p ro d u c tio n  fo r  th e  A la s k a  P ip e lin e , a n d  n e w  s u p p lie s  o f  n a tu ra l g a s  fo r  S o u th c e n tra l A la s k a .

A rm s tro n g  is  n o w  o n e  o f  th e  la rg e s t  le a s e h o ld e rs  in th e  s ta te  a n d  o n e  o f  th e  s ta te 's  la rg e s t  in v e s to rs . W e  
a re  t ru e  b e lie v e rs  in  A la s k a 's  p o te n tia l.  B u t s a d ly , a s  w e  h e a r  f ro m  so  m a n y  o f  th e  c o m p a n ie s  th a t  w e  t ry  to  
e n c o u ra g e  to  in v e s t  in th e  s ta te  -  A la s k a  is  s im p ly  n o t  c o m p e tit iv e  w ith  o th e r  o il a n d  g a s  p ro v in c e s  a ro u n d  
th e  w o rld .

T h e re  is a  m a jo r  e n e rg y  b o o m  h a p p e n in g  in th e  U n ited  S ta te s , b u t  A la s k a  is n o t  b e n e f it in g  f ro m  th is  b oo m . 
N e w  d r ill in g  a n d  c o m p le t io n  te c h n o lo g ie s  h a v e  b e e n  a  g o d s e n d  fo r  th e  c o n t in e n ta l U n ited  S ta te s , a n d  
s p e c if ic a lly  to  s ta te s  w h e re  th e s e  te c h n o lo g ie s  a re  b e in g  p u t  to  u se . T h is  e n e rg y  b o o m , w h ic h  is th r iv in g  in 
s ta te s  lik e  T e x a s , O k la h o m a , N o rth  D a k o ta  a n d  P e n n s y lv a n ia , h a s  c o m p le te ly  b y p a s s e d  A la s k a .

F o r  th e  w e e k  o f  J a n u a ry  7 , 2 0 1 3 , T e x a s  h a d  8 3 0  a c tiv e  r ig s  d r ill in g , O k la h o m a  h a d  1 8 3 , N o rth  D a k o ta  had  
1 74 , a n d  P e n n s y lv a n ia  h a d  8 0 . A la s k a  h a d  8 . A la s k a 's  c o n s t itu tio n  c a lls  fo r  m a x im u m  b e n e f it  f ro m  th e  
d e v e lo p m e n t o f  n a tu ra l re s o u rc e s , b u t  h o w  d o  A la s k a n s  b e n e f it  if  th e  s ta te  ta x  s tru c tu re  m a k e s  p o te n tia l 
d e v e lo p e rs  lo o k  e ls e w h e re ?

O il p ro d u c tio n  in A la s k a  is  d e c lin in g  - -  s te a d ily  a n d  re le n t le s s ly . A n d  ye t, th e  e n tire  s ta te  e c o n o m y  is  b a s e d  
o n  th e  in c o m e  f ro m  th is  v a s t  re s o u rc e  p o te n tia l.  It is  a  re s o u rc e  th a t  c re a te d  th e  P e rm a n e n t F u n d , re tu rn in g  
h a rd  d o lla rs  f ro m  p ro d u c t io n  to  e v e ry  m a n , w o m a n  a n d  c h ild  in th e  s ta te . A la s k a n s  m u s t c o n f ro n t  th e  fa c t  
th a t  p ro h ib it iv e  re g u la t io n s , o n e ro u s  p e rm itt in g  a n d  a n  u n p re c e d e n te d  ta x  b u rd e n  a re  s c a r in g  a w a y  th e  k ind  
o f  in v e s tm e n t n e c e s s a ry  to  m a x im ize  p ro d u c t io n  p o te n tia l t h a t  b e n e f its  a ll A la s k a n s .

T h is  is b a d  n ew s  - b u t  th e  g o o d  n e w s  is  th a t  th e s e  a re  m a n -m a d e  p ro b le m s  a n d  th e re fo re ,  th e y  c a n  be  
fixe d . G o v . P a rn e ll's  p ro p o s e d  ta x  la w  s ta r ts  to  d o  ju s t  th a t.

W h ile  n o t  p e r fe c t,  th e  G o v e rn o r 's  c h a n g e s  a re  a  m a jo r  s te p  to w a rd  in c re a s in g  e x p lo ra t io n  a c tiv ity  a nd  
b r in g in g  s u b s ta n t ia l n e w  in v e s tm e n ts  to  th e  s ta te ; in v e s tm e n ts  th a t  w ill in c re a s e  p ro d u c t io n  a n d  g e n e ra te  
n e w  jo b s  fo r  A la s k a n s .

T h e  g o v e rn o r 's  ta x  b ill is  c e r ta in ly  n o t  a  g iv e a w a y  to  "b ig  o il" .  It d o e s  n o t  je o p a rd iz e  th e  s ta te 's  b a la n c e  
s h e e t w ith  ta x  c re d its , a n d  it  f irm ly  m a k e s  th e  s ta te 's  f is c a l re g im e  c o m p e tit iv e  w ith  th e  re s t  o f  th e  w o rld . It is  
a im e d  a t  m a k in g  A la s k a  p ro v id e  m a x im u m  b e n e f it  f ro m  re s o u rc e  d e v e lo p m e n t to  a ll A la s k a  s h a re h o ld e rs  - 
y o u  a n d  y o u r  fa m ily .
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A la s k a  n e e d s  C o n o c o P h ill ip s , B P  a n d  E xxon  to  a g g re s s iv e ly  c o n d u c t  b u s in e s s  in th e  s ta te , b u t  A la s k a  a ls o  
n e e d s  n e w  c o m p a n ie s  s u c h  a s  P io n e e r , ENI, R e p s o l, A rm s tro n g  a n d  o th e rs  to  c o m p e te  a n d  in v e s t  a s  w e ll.

G o v . P a rn e ll u n d e rs ta n d s  th is , a n d  h e  c le a r ly  h a s  th e  s ta te 's  lo n g - te rm  b e s t  in te re s t  a t  h e a rt.  T h e  c h o ic e  
fo r  A la s k a n s  is  s im p le  a n d  c le a r . T h e  c u r re n t  A C E S  ta x  b u rd e n  h a s  c ru s h e d  d e v e lo p m e n t a n d  n e w  
in v e s tm e n ts  a n d  w ill je o p a rd iz e  A la s k a 's  e c o n o m ic  h e a lth  in  th e  lo n g - te rm . T h e  g o v e rn o r 's  p ro p o s e d  o il a n d  
g a s  ta x  c h a n g e s  w ill in c re a s e  p ro d u c tio n , p ro v id e  m o re  h ig h  p a y in g  jo b s ,  a n d  in c re a s e  re v e n u e s  fo r  th e  
s ta te .

A rm s tro n g  O il & G a s  is  a  t ru e  b e lie v e r  in  A la s k a 's  e n e rg y  p o te n tia l,  b u t  w e  a n d  th e  o th e r  n e w  c o m p a n ie s  
lo o k in g  a t  p la y in g  a  ro le  in  A la s k a 's  fu tu re  n e e d  to  s e e  a  s ta b le  ta x  s t ru c tu re  w e  c a n  c o n f id e n t ly  in v e s t  in .

It's  t im e  fo r  A la s k a  to  g e t  b a c k  in th e  g a m e , b r in g  d r ill in g  b a c k  to  th e  s ta te , a n d  re a p  th e  e c o n o m ic  b e n e fits  
th is  w ill b r in g  fo r  a ll A la s k a n s . W e  lo o k  fo rw a rd  to  b e in g  a  p a r t  o f  a n  e x c it in g  n e w  g e n e ra t io n  o f  
d e v e lo p m e n t.

B ill A rm s tro n g  fo u n d e d  A rm s tro n g  O il &  G a s , Inc. in 1 9 8 5  f ro m  th e  a tt ic  o f  h is  1 00  y e a r -o ld  g a ra g e /b a rn  in 
D e n v e r. A rm s tro n g  O il &  G a s  re c e n t  a re a s  o f  a c tiv ity  a re  A la s k a 's  N o rth  S lo p e  a n d  C o o k  In le t B a s in , th e  
G u lf  o f  M e x ico , th e  S a n  J o a q u in  V a lle y , th e  W illis to n  B a s in , M ic h ig a n  B as in  a n d  th e  W y o m in g /U ta h  
O v e r th ru s t  Belt.

B a c k  to  T o p  
<  P re v io u s  S to ry

C o m p a s s :  O il  t a x  r e d u c t io n ?  N o t  b e f o r e  p r o d u c t io n  

N e x t S to ry  >

C o m p a s s :  M e d ic a id  e x p a n s io n  is  g o o d  f o r  A la s k a n s

E m a il N e w s le tte rs  >
M a n a g e  n e w s le tte r  s u b s c r ip t io n s  

T a b le ts  >
A p p s  a n d  s e rv ic e s  fo r  ta b le t  d e v ic e s  

M o b ile  >
A p p s  a n d  s e rv ic e s  f o r  y o u r  m o b ile  p h o n e  

S o c ia l M e d ia  >
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M a n a g e  y o u r  h o m e  d e liv e ry  a c c o u n t
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Alaska Oil Tax History Since 2006
YEAR EVENT

2006 In February Gov. Murkowski introduces both his Petroleum Profits Tax (PPT) and the gasline contract as a 
package deal. The message to the legislature is, "Pass the PPT, and they will build a gas pipeline."

At the announcement press conference Murkowski and chief of staff Jim Clark debate the linkage of the two 
bills — see Administration garbles oil tax message, Alaska Budget Report, Feb. 23 2006

As the debate rages on through the regular and a heated special session the PPT undergoes multiple 
revisions. It passes on an emotional and frenzied Sunday night, August 6. The final product is an unwieldy 
combination of taxes and credits that will prove dizzying for state auditors. Producers are unhappy with what 
they see as a huge tax hike; Democrats are unhappy having lost the fight for a gross tax; Murkowski fears he 
will end up with a big tax bill and no pipeline -- which is what happens.

2007

A combination of FBI raids and indictments, historic unpopularity for a sitting governor and some key wins by 
Democrats in the '06 elections changes the complexion of Alaska government dramatically. Sarah Palin 
sweeps Murkowski aside with promises of ethics reform, a new approach to finally slaying the gasline dragon 
and reform ofthe PPT that now carries the stigma of corruption and the realization that it will underperform 
by $800 million in its first year. The Senate is now led by a coalition of 10 Democrats and five Republicans.

Republican Senator Tom Wagoner and Republican Representative John Coghill introduce legislation to 
prevent producers from deducting repair costs for improperly maintained property and equipment, the bills 
receive large-scale early support. Meanwhile Palin's new oil and gas team works on a new approach. By May 
the Wagoner bill loses steam.

Palin rolls out her new oil tax plan for a special session in October -  it is a significant departure from 
Murkowski's regime, and it is well received, particularly by many Democrats. "ACES" promises more 
aggressive progressivity and less generous deductions and credits.

Palin's ACES bill passes in November with some notable modifications and represents a projected increase of 
$1.2 to $2 billion over the previous PPT. Over the next five years the state would enjoy large revenue 
surpluses, and more activity from explorers and small producers while the large producers argue that the 
punitive tax structure will result in less investment and the continuing production decline.

2011
As the 2011 legislative session begins Gov. Sean Parnell unveils bill to slash production taxes. The plan aligns 
with large producers contention that to encourage investment and increase production Alaska must be more 
competitive with other oil provinces. The bill meets strong resistance from House Democrats and the bi­
partisan coalition in the Senate. It does not pass in 2011 and is not on the special session call.

2012
Though Parnell's tax bill was eviscerated by the Senate's bi-partisan coalition, the administration did little to 
change its arguments in 2012. Holdover hard feelings between House and Senate leadership over budget and 
oil tax disputes in 2011 led to an ultimate stalemate, and the bill died in the Senate Resources committee. No 
special session was called.
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- How many/ much transferable credits have you secured from others and at what discounted price?

- How much incremental production have you developed with these 3 rd party credits?

- What is the Probability of low side product price in th e  next 5-7 years and really how much will that 

impact your business strategy for Alaskan investment as apposed to non-Alaskan investment?

- If production from PA expansion is included as an option for GRE, how will you measure the 

incremental oil associated only with the expansion area?

- Will including PA expansion in the GRE, encourage you to advance PA boundary edge development?

- Should GREs be tied to EPC contracts with local contractors? If not, why not?

- How many PAs do you have which haven't been fully developed? What are your plans for the 

explotation of these areas? W hat are the technical and non-technical hurdles preventing you from this 

work today?

portfolio balance determined between smaller less productive PAs and larger prolific PAs?your

- What is the blend (heavy to light crude) required to augment heavy and viscous development?



A l a s k a  S t a t e  L e g i s l a t u r e

Senator Hollis French

February 12, 2013

.Senator Cathy Giessel
Chair, Senate Resources Committee
Capitol, Room 427

Dear Senator Giessel:

Please submit the following questions to our experts PFC or the Department of Revenue, as 
appropriate:

^  1. Quantify the number of additional barrels of new production (factoring in the GRE for new
oil) it will take to olfset die loss of revenue under SB21 at $90, $110, $ 130/bbl oil.

2. Provide a detailed description of die tax credits for brownfields die U.K. is providing in die
I r  CL. Nordi Sea. Include die current government take before die credits, how die credits are

targeted, and whedier die tax credits go on forever or are capped (and if so, how).

r o e .
3. What are federal tax implications for an oil producer in Alaska of any reductions in state 

taxes? If die state reduces its oil taxes by $1 billion, for example, how much of diat is available 
for reinvestment in Alaska?

4. When total government take is modeled by PFC and DOR, are federal taxes modeled in die
| C  abstract, or are diey tied to actual federal taxes paid? Since federal tax payment information is

part of SEC tilings, can we see a model of government take diat reflects actual federal tax rates 
paid?

5. Provide a chart of die effect on state revenues of adopting SB21. Using die annual production
X )9 rs  and prices from FY07 dirough FY13, report die revenue for each year under ACES, under

PPT, and under SB21.

Senator Hollis French

State Capitol • Juneau, AK 99801 • (907) 465-3892 • Senator_Hollis_Frencli@legis.state.ak.us

mailto:Senator_Hollis_Frencli@legis.state.ak.us


Heavy oil incentives, why did BP set heavy oil aside?

W ater treatm ent facility. Is there limited access? Ask CP is this true? 

Barron-What is his read on shale? w

Credits to reduce tax -  summarize what we have and what SB 21 proposes. Ask Big 3 if they will 

work

Explorers' increased credits-Ask DOR how far off the target are we?

Legacy production credits

Some windfall tax rate (half ACES)-brackets (where do we change the slope of line at high end) 

DOR-pros/cons,of OPEX deduction*, allow these for all "challenged" oil 

Big 3-wKat incentives to reduce OPEX and increase production

PFC/Big 3-mainenance shut down-what is the industry standard for routine operating /predictable 

equipment repairs?
p 4o

McGuire

Can we adjust the $80-90 Gov Take? A
Credits for well workovers, technical advances (to be used only on production

(p 0 w k  flWUU&od k i t  ®  | )M U o  -

Set baseline for production, then give credits for oil above the baseline 

Treat heavy differently 1—’

Incentivize new producers

o
'p



A L A S K A  S T A T E  L E G I S L A T U R E

Sen. Click Bishop 
Sen. Peter Micciche 
Sen. Hollis French

Sen. Cathy Giessel, Chair
Sen. Fred Dyson, Vice Chair 
Sen. Lesil McGuire 
Sen. Anna Fairclough

State Capitol, Room 427 
Juneau AK 99801-1182 

907-465-4843 
Fax: 907-465-3871 

800-465-4843

Senate Resources Committee

MEMORANDUM

Date: February 6, 2013
February 12, 2013 revised per request of JBUD

To: Senator Fairclough, Chair
Legislative Budget & Audit Committee

From: Senator Cathy Giessel

Re: Questions for PFC Energy from Senator French

Herewith I am submitting two questions from Senator French which were raised in committee this 
afternoon. He requests they be addressed by our consultant PFC Energy. Also attached is Legislative 
Research Services brief dated January 17, 2013 (LRS Report 13.137), to which his questions pertain.

The questions as transcribed from  Senator French's note:
1. Are these numbers accurate?
2 . W hy, if these #'s are accurate, isn 't CP investing more in Alaska?



A L A S K A  S T A T E  L E G I S L A T U R E

Sen. Cathy Giessel, Chair State Capitol, Room 427
Sen. Fred Dyson, Vice Chair Juneau AK 99801-1182
Sen. Lesil McGuire H  907-465-4843
Sen. Anna Fairclough I ~=l l  Fax: 907-465-3871
Sen. Click Bishop 800-465-4843
Sen. Peter Micciche 
Sen. Hollis French

Senate Resources Committee

MEMORANDUM

Date: February 6, 2013

To: Senator Fairclough, Chair
Legislative Budget & Audit Committee

Re: Questions for PFC Energy from Senator French

Herewith I am subm itting two questions from Senator French which were raised in committee this 
afternoon. He requests they be addressed by our consultant PFC Energy. Also attached is Legislative 
Research Services brief dated January 17, 2013 (LRS Report 13.137), to which his questions pertain.
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L E G IS L A T IV E  R E S E A R C H  S E R V IC E S
A laska S ta te  L e g isla tu re  ( 9 0 7 )  4 6 5 - 3 9 9 1  p h o n e

D ivision o f  Legal a n d  R esearc li S erv ic es ( 9 0 7 )  4 6 5 - 3 9 0 8  fax

S ta te  Capitol, Ju n eau . AK 9 9 8 0 1  research@legis.statE.akus

R e s e a rc h  B rie f
TO: Senator Hollis French
FROM: Chuck Burnham, Legislative Analyst
DATE: January 17, 2013
RE: ConocoPhillips: Net Income per Barrel of Oil Equivalent, through Third Quarter, 2012

LRS Report 13.137

You asked that we calculate ConocoPhillips' net income per barrel of oil equivalentfor the first two 
quarters of 2012 for exploration and production activities in Alaska, the Lower 48 states/Latin 
America, and the remainder of its international operations.

As the attached table shows, in the first three quarters of 2012, the exploration and production activities of ConocoPhillips Co. 
generated net income of roughly $1.71 billion in Alaska.1 This compares to approximately net income of approximately $556 
million in the Lower 48 /  Latin America, and $4.33 billion for its other international operations and those of its equity affiliates. 
On a "barrel of oil equivalency" (BOE) basis, the value of Alaska production—$29.83 per BOE—is higher relative to those other 
jurisdictions in part because of the recent high price of oil, existing infrastructure, and the fact that most hydro-carbons 
produced in Alaska for market are in the form of crude oil, among other factors.2 By contrast, operations in the Lower 4 8 / 
Latin America produce a much higher proportion of natural gas, which has been selling at historically low prices recently, 
resulting in a net value of $4.42 per BOE.

The company's overseas operations generate large volumes of crude oil and natural gas but have received heavy capital 
expenditures. For example, in the first nine months of 2012, operations in Canada were the subject of capital expenditures 
and investments of over $1.5 billion, while Europe and Asia Pacific /  Middle East regions each received investments of over $2 
billion, compared to $596 million in Alaska. These large expenditures serve to decrease significantly the company's net 
income per BOE in those geographical areas.

We hope this is helpful. If you have questions or need additional information, please let us know.

1 "E x p lo ra t io n  a n d  p r o d u c t io n "  in c o m e  is d e r iv e d  f r o m  th e  e x t r a c t io n  and  s a le  o f  ra w  o i l  a n d  gas. T h e s e  " u p s t r e a m "  a c t iv it ie s  d o  n o t  in c lu d e  

o p e ra t io n s  t h a t  a re  c o n s id e re d  " m id -  a n d  d o w n s t r e a m "  b u s in e s s e s  s u c h  as re f in in g  a n d  re ta i l  g a s o lin e  sa les .

2 "B a r re l o f  o i l  e q u iv a le n t"  (B O E) e x p re s s e s  th e  a m o u n t  o f  a g iv e n  fu e l re q u ir e d  t o  e q u a l th e  a m o u n t  o f  e n e rg y  c o n ta in e d  in  o n e  s ta n d a rd  U.S. 

b a r re l o f  c ru d e  o i l  (4 2  g a llo n s ) . F o r  in s ta n c e , a g e n e ra l ly  a c c e p te d  BOE a p p ro x im a t io n  f o r  n a tu ra l gas is 5 ,8 0 0  c u b ic  f e e t  (5 .8  M c f) .  P lease  n o te , 

h o w e v e r ,  t h a t  th e  a m o u n t  o f  e n e rg y  p ro v id e d  b y  a g iv e n  a m o u n t  o f  c ru d e  o il (o r  a n y  fu e l)  v a r ie s  b y  p ro d u c t io n  lo c a t io n  o r ,  m o re  p re c is e ly , th e  

g ra d e  o f  o i l  p ro d u c e d . T h e re fo re ,  BOE f ig u r e s  s h o u ld  b e  v ie w e d  as e s tim a te s .



ConocoPhillips: Exploration and Production Net Income per Barrel of Oil Equivalent
in Selected Areas, through 3rd Quarter 2012

Jurisdiction N et Income
(Millions)

Net 

Income 

per Day
(Millions)

Production

BOE ValueBarrels of Oil 

per Day

Total BOE per 

Day

Alaska $ 1,706 $ 6.2 185,000 209,000 $ 29.83

Lower 48 /  

Latin America
$ 556 $ 2.0 119,000 452,000 $ 4.42

International/ Equity 

Affiliates
$ 4,329 $ 15.9 308,000 908,000 $ 17.18

Total (Selected Areas) $ 6,591 $ 24.1 612,000 1,569,000 $ 15.15

N otes: "Barrel of oil equivalent" (BOE) expresses the amount of a given fuel required to equal the amount of energy contained in one 
standard U.S. barrel of crude oil (42 gallons). For instance, a generally accepted BOE approximation for natural gas is 5,800 cubic feet 
(5.8 Mcf). Please note, however, that the amount of energy provided by a given amount of crude oil (or any fuel) varies by production 
location or, more precisely, the grade of oil produced.
The figures in this table are the results of dividing net income by the aggregate BOE production of oil, natural gas, natural gas liquids, 
and bitumen.
Due to the impact of rounding of daily production figures to the nearest thousand, area production may not sum to totals, and the 
result of our BOE value calculations may vary from actual results by a small amount. As a result, these figures should be viewed as 
estimates.
Sources: Income and production data are from ConocoPhillips' Quarter 3, 2012, "10-Q" filing with the U.S. Securities and Exchange 
Commission. The report is available online by searching for "ConocoPhillips" at 
http://www.sec.gov/edgar/searchedgar/companysearch.html.
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C O M M IS S IO N E R ’S OFFICE 
Bryan Butcher, Com m issioner

333 Willoughby Avenue, 11 * Floor 
PO Box 110400 

Juneau, Alaska 99811-0400 
Main: 907.465.2300 

Fax: 907.465.2389

D e p a r tm e n t  o f  R ev e n u e

M EM ORANDUM

TO: Alaska Municipal League

FROM: Bruce Tangeman
Deputy Commissioner \

DATE: February 21,2013

RE: Proposed changes to municipal revenue sharing fund under SB 21

There have been concerns raised by fhe Alaska Municipal League (AML) regarding proposed language
in SB 21 that would change the source of revenue that funds the community revenue sharing fund from 
oil and gas production taxi revenues received under AS 43.55.011(g) to corporate income tax revenues 
received under AS 43.20.030(c).

AS 43.20.030(c) states that “the total amount of tax imposed by this chapter is due and payable to the 
department at thefsame time and in the same manner as the tax payable to the United States Internal 
Revenue Service.* Although this section doesn’t specifically address the calculation of the tax due, it 
does provide for tax payments. Furthermore, by adopting the payment scheme required under the 
Internal Revenue Code, commuhity revenue sharing would be based on when the tax was paid and not 
when the liability was calculated. Most corporate income taxpayers file returns based on a calendar year.
As such, the majority of corporate income tax returns are due April 15th each year and reflect the 
corporate income tax liability for the previous calendar year. Corporate income taxpayers are required 

% to make quarterly estimated tax payments and then a final payment on March 15th of the following year. 
Our intent was to base community revenue sharing on actual payments made throughout the year and
not on the Stali liability determined on April 15“ of the preceding year.

lSSS*
During the past three fiscal years, the State of Alaska received aifaverage of $656 million in corporate 
income tax revenue. Regardless of whether community revenue sharing is based on estimated tax 
payments made or final liability determined at the end of the year, the Department believes there is 
ample corporate income tax revenue to Cover file maximum revenue share of $60 million each year.

f t S ? "  ' 1
We hope this addresses your concerns and jtjve clearly outlined our reasoning for identifying AS i  A
43.20.030(c) as fit? statute governing th.| corporate income tax payments.



CS (working draft 2.22.2013) 
for SB 21

F e b r u a r y  2 6 ,  2 0 1 3  

D o u g  S m i t h ,  A l a s k a  S u p p o r t  I n d u s t r y  A l l i a n c e  

P r e s i d e n t ,  B o a r d  o f  D i r e c t o r s



Tax Rate

Change

-  SB 21: retains the 25% base tax rate currently in ACES

-  CS: substitutes a tax rate equal to 35%, minus $5/bbl 

Effect of CS (compared to SB 21):

-  Attempt to address the tax neutral point at prices where projects are 
evaluated

-  Levels out the tax rate but leaves a somewhat progressive feature 

Comment:

-  Accomplishes needed change at lower end ofthe price range

-  Some concern about competitive effect of increased rate at the higher 
end ofthe price range against our North American competitors

-  Perhaps an offset to the progressive nature is a slightly lower base rate



Expansion of GRE
Change
-  SB 21: 20% GRE available for production from new units and 

participating areas (PA's)
-  CS: GRE available also for production from expansion of existing PA's 

and increased to 30%
Effect of CS (compared to SB 21)
-  Responds to the goal of leveling the playing field for new investments 

that produce new oil within existing fields and increases the incentive 
to develop new oil

Comment
-  This is a step in the right direction however the known and currently 

producing legacy areas are still the best opportunity for increased 
production. Investment in the currently producing areas of the legacy 
fields will be best stimulated by a competitive base rate. The correct 
level of base rate is one that induces significant new investment in the 
currently producing legacy areas.



Expansion of Exploration Credit

Change
-  SB 21: does not change existing law, which limits 

exploration credit to wells drilled beyond 3 miles from 
previous well

-  CS: eliminates 3 mile limitation; retains existing 
requirement for advance DNR determination

Effect of CS (compared to SB 2 1 ):
-  Significantly expands geographic area available for the 

credit

Comment:
-  Improves the economics of exploration in affected areas



Qualified industry service credit

Change
-  SB 21: No similar provision
-  CS: Establishes a credit to Alaska corporate income tax for 

manufacture or modification in Alaska of tangible personal property 
"used in the exploration, development and production of oil or gas"

Effect of CS (compared to SB 21):
-  Intent is to encourage in state manufacture of tangible personal 

property that will create jobs, stimulate our local economy, and make 
local suppliers more competitive with companies outside of Alaska

Comment:
-  This is a positive step towards local job creation and continued 

improvement in the number of Alaskans working in the industry
-  Most likely this will result in downstream property taxes and income 

for businesses that will more than offset the value of the credits



: e  M e m b e r s h i p  T o t a l  A n n u a l  W a g e s  a n d  A v e r a g e  E m p l o y m e n t ,  b y  S e c t o r ,  ;

Total Annual Wages 
(in Smillions)

Average
Employmer

Mining, Oil and Gas Extraction, and Support 
Activities

$571.8 5,883

Construction $182.8 1,745

Manufacturing $22.0 389

Wholesale & Retail Trade $116.5 2,005

Transportation & Utilities $301.2 4,964

Information N/A N/A

Finance, Insurance, and Real Estate $161.5 2,738

Professional and Business Services $408.9 5,1 74

Education and Health Services $21.0 545

Leisure and Hospitality $76.9 2,395

Other Services N/A N/A

State Total for Alliance Members $1,996.1 27,965

Source: A D O L W D , c o m p ile d  by M c D o w e ll C ro u p ,



A A \
Brooks Range Petroleum

Senate Resources Committee 
Comments on SB 21 CS

I n v e s t o r s :  A V C G  (Alaska Venture Capital Group)

O p e r a t o r :  B r o o k s  R a n g e  P e t r o l e u m

Ken Thom pson  
AVCG C o -O w n e r/ln v e s to r 

F o rm er P res ident, ARCO Alaska, Inc.

AVCG LLC

February 25, 2013

A A \
Brooks Range Petroleum



A A \
Brooks Range Petroleum

1) M o s t ac tive  e xp lo ra tio n  com pa n y  e xp lo rin g  and d e ve lo p in g  so le ly  on N o rth  S lope sta te  lands
a) Drilled 10 of 36 exploration wells on state lands in 2007-12 (more than COP, BP, XOM, ENI, Repsol, Armstrong combined)

b) 105,000 leased acres in 3 core areas in JV partnership with Ramshorn Exploration (affiliate of large Nabors Industries)

2) ~ $200  M M  invested  to  da te  in A laska N o rth  S lope p ro jec ts ...3  d iscoveries, acqu ired  d iscove ry

3) M u s tan g  d e v e lo p m e n t p ro je c t u n d e r c o n s tru c tio n ...$577 M M  cap ita l, 44  M M B O , 15 ,000 BOPD ...
future level of capital spending/yr same as Pioneer Natural Resources and one-third the level of COP capital spending

4) Three  o th e r  d e v e lo p m e n t p ro je c ts  in p e rm itt in g /c o n c e p tu a l e n g in e e rin g  stages...> $1.5 B cap ita l

5) First p ro d u c tio n  and cash f lo w  to  s ta te  and o u r com p an ie s ...s ta rtu p  o f  M u s tan g  in 3Q  2014

6 ) On in ve s tm e n t o f  $200  M M , rece ived  re fu n d e d  tax  c re d its  to ta lin g  $69 M M  b u t S tate w ill rece ive 
back th is  a m o u n t+  in th e  f irs t yea r o f  M u s ta ng  p ro d u c tio n ...a n d  $1.2 b illio n  o ve r fie ld  life

a) All credits have been redeployed on the North Slope for new drilling or seismic to  find, develop oil...none sent Outside

b) Credits redeployed has allowed in some years the drilling of 3 exploration wells instead of 2...or 2 wells instead of only 1

c) Payment of credits in cash versus just an allowance against taxes critical to AVCG which has no current production

Why Consider Our Company's Perspectives ?
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What Difference Can Our Company Make?

Production Profile
( M b b l s / d )

A A \
_____________  Brooks Range Petroleum

"New  w ork in existing fie ld s  to increase production above their 
existing declines w ill not -  by i t s e l f -  leve l A K 's o il production. 
Production fro m  exploration discoveries are needed also.
A laska still needs E&P...not ju s t  P!"

60
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0 -

i Mustang aT ofka t Beechey Point ■ Telem ark ■ Appaloosa

$2 billion capital spending, 
$4-5 billion state revenues

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

B e t w e e n  2 0 1 2  a n d  2 0 1 1 ,  N o r t h  S l o p e  o i l  p r o d u c t i o n  d e c l i n e d  5 0 , 7 6 8  B O P D .  D e v e l o p m e n t s  s u c h  a s  t h e  

a b o v e ,  i f  r e p e a t e d ,  c o u l d  h e l p  in  r e p l a c i n g  p r o d u c t i o n  f a l l  o f f  . . . A N D  A C H I E V E  “ N O  D E C L I N E ! "

Note: Mustang delineated and development underway. Tokfat, Beechey Point, Telemark, Appaloosa require delineation before sanctioning...not risked.



We See Positives In SB 21 CS To Help Grow Production A r \ \
Brooks Range Petroleum

1) Increases "Carry Forward Loss Credit (CFL)" from 25% to 35% and interest on unused credits 43.55.023(b)...
v' POSITIVE: incrementally more future cash flow to re-deploy into facilities & drilling

2) Extends "Small Producers" Credits from to 2022...reduces small producers' tax bill by $12 MM/yr 43.55.024(c)...
V  POSITIVE: more cash flow for small producers to re-deploy into facilities & drilling

3) Specifies 20% QCE tax credit certificate payment in single year vs. 2 but does eliminate QCE on 12/31/13 43.55.023(a)
S  POSITIVE: more immediate cash to put into Mustang development facilities and drilling 2014
V  NEGATIVE: no QCE payment in 2015 to redeploy into Mustang development drilling..."wish list" is extend 

QCE and cash payment to 12/31/14...project was sanctioned assuming QCE, requiring less Owners' funding

4) Eliminates progressivity factor, increases base tax rate from 25% to 35% but provides $5/bbl produced bbl credit
42.55.011(e)...

S  POSITIVE: Eliminating progressivity simplifies tax calculation and will be a public relations plus for AK
S  NEGATIVE: Increase in base tax rate from 25% to 35% not expected...but partially offset by...
S  POSITIVE: $5/bbl produced bbl credit better balances relative state/producer takes at low oil prices

5) For new oil, increases "20% Gross Revenue Exclusion (GRE) " to 30% GRE and amends definition of leases that can 
be included for this GRE 43.55.160...

^  POSITIVE: Should incentivize new oil production on more leases, also help during low oil price cycles

6) Removes old distance limitations and allows for a 40% "Exploration Incentive Credit" for exploration wells drilled 
that target new oil discoveries regardless of location 43.55.023(a)...

v' HUGE POSITIVE: For exploration companies like ours-will result in more companies & more oil on State lands

7) Overall? Thank you for the changes in the CS...this should help in attracting new capital & leveling oil production

4



THE STATE

G o v e r n o r  S e a n  P a r n e l l

Department of Revenue

COMMISSIONER’S OFFICE 
Bryan Butcher, Commissioner

333 Willoughby Avenue, 11th Floor PO Box 110400 Juneau, Alaska 99811-0400 Main: 907.465.2300 Fax: 907.465.2389

February 21, 2013

The Honorable Cathy Giessel 
Alaska State Senator 
Chair, Senate Resources Committee 
State Capitol Room 427 
Juneau, AK 99801

Dear Senator Giessel:

The purpose of this letter is to provide you with a response to questions posed by Senator French, 
in writing on February 12, 2013. Please see questions in italics and our responses immediately 
below the questions.

1. Quantify the number of additional barrels of new production factoring in the GRE for new 
oil) it will take to offset the loss of revenue under SB21 at $90, $110, $130/bbl oil.

The legislature’s consultant PFC Energy addressed this question in testimony before the House and 
Senate Resources Committees on February 15, 2013. On slide 5 of that presentation, PFC stated that at 
$100 per barrel, “I f  an improvement in fiscal terms can stimulate sufficient new investment to stem 
declines, it has the long run potential to increase revenue, despite the near-term cost o f the change. To 
maintain revenues to the state at a steady level in real terms, a reduction in government take such as 
that under SB 21 would need to spur sufficient investment to reduce the North Slope base decline from 
6% as currently forecast to 1 % .”

Additionally, the DOR fiscal note for SB 21, on page 4, includes hypothetical examples o f additional 
production. The additional production scenarios compare additional production under SB 21 to ACES 
without the additional production. At $90 per barrel, revenue is equal or greater than ACES with no 
additional production. At $ 100 per barrel, revenue is greater than ACES under “Additional Production 
Scenario B ”, and at $120 per barrel, revenue is greater than ACES under “Additional Production 
Scenario C.” These scenarios are not intended as forecasts, but give a helpful illustration o f the order 
o f magnitude o f new investment and production that would offset the reduction in government take 
under SB 21.

2. Provide a detailed description of the tax credits for brownfields the U.K. is providing in the 
North Sea. Include the current government take before the credits, how the credits are 
targeted, and whether the tax credits go on forever or are capped (and if so, how).

It is our understanding that the expectation is for PFC to respond to this question. If not, 
please let us know and we will work to provide it.



3. What are federal tax implications for an oil producer in Alaska of any reductions in state 
taxes? I f  the state reduces its oil taxes by $1 billion, for example, how much of that is 
available for reinvestment in Alaska?

Our modeling of producer take assumes a 35% federal corporate income tax rate. That is, a 
reduction in state taxes of $1 billion would lead to a net increase in producer take of $650 
million.

4. When total government take is modeled by PFC and DOR, are federal taxes modeled in the 
abstract, or are they tied to actual federal taxes paid? Since federal tax payment information 
is part of SEC filings, can we see a model of government take that reflects actual federal tax 
rates paid?

Federal corporate income taxes are modeled using an assumption of a 35% federal corporate 
income tax rate. Given the complexity and nuances of federal tax code and SEC required 
filings, as well as activities outside of Alaska, we would caution against using SEC filings as 
the basis for estimating the federal corporate income tax rate that is applicable to oil produced 
in Alaska. Also, since the marginal 35%  federal corporate income tax rate is typically used to 
model government take, an Alaska government take number calculated using a different 
assumption would no longer be comparable to calculations and benchmarks for other oil 
producing jurisdictions.

5. Provide a chart of the effect on state revenues of adopting SB21. Using the annual production 
and prices from FY07 through FY13, report the revenue for each year under ACES, under 
PPT, and under SB21.

Shown below is a chart of the estimated fiscal impact of ACES, PPT and the proposed SB21 
production tax systems. Production tax revenue under ACES has been reduced to illustrate 
the impact of the credits that were refunded under ACES that would not have been refunded 
under SB21. Production tax under PPT was reduced by the same amount, although the 
amount of credits refunded under PPT would have been slightly less than the amount 
refunded under ACES.

It is also important to note that the amount of production in each of these years might have 
been different under SB21 than it was under ACES and PPT.

T h e  H o n o r a b l e  S e n a t o r  G i e s s e l :  Questions posed by Senator French
F e b r u a r y  2 1 ,  2 0 1 3

P a g e  2



T h e  H o n o r a b l e  S e n a t o r  G i e s s e l :  Questions posed by Senator French
F e b r u a r y  2 1 , 2 0 1 3

P a g e  3
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*Refundable credits under PPT would have been slightly less than the refundable credits under ACES

Note: Both credits refunded by the state, and credits taken against tax liability, are incorporated into this 
chart.

I hope you find this information to be useful. Please do not hesitate to contact me if you have 
further questions.

Sincerely,

Commissioner
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A rc tic  O il  a n d  N a tu r a l  G a s  P o te n t ia l

P h il ip  B u d z ik

U .S . E n e r g y  In f o rm a t io n  A d m in is t r a t io n  
O ff ic e  o f  In t e g r a te d  A n a ly s is  a n d  F o re c a s t in g  

O il  a n d  G a s  D iv is io n

O c to b e r ,  20 0 9

I n t r o d u c t io n

T h e  A rc tic  is  d e fin ed  a s  th e  N o rth e rn  h e m isp h e re  re g io n  lo c a te d  n o r th  o f  th e  A rc tic  
C irc le , th e  c irc le  o f  la titu d e  w h e re  su n lig h t is  u n iq u e ly  p re se n t o r  a b sen t fo r  24  
c o n tin u o u s  h o u rs  o n  th e  su m m e r a n d  w in te r  so ls tices , re sp ec tiv e ly . T h e  A rc tic  C irc le  
sp an s  th e  g lo b e  a t 6 6 .56 ° (6 6 °3 4 ')  n o rth  la titu d e  (F ig u re  I ) . 1

T h e  A rc tic  c o u ld  h o ld  a b o u t 22  p e rcen t o f  th e  w o rld ’s  u n d isc o v e re d  c o n v e n tio n a l o il and  
n a tu ra l gas  re so u rces . T h e  p ro sp e c ts  fo r  A rc tic  o il a n d  n a tu ra l gas  p ro d u c tio n  a re  
d isc u sse d  ta k in g  in to  co n s id e ra tio n  th e  n a tu re  o f  th e  re so u rc e s , th e  c o s t o f  d e v e lo p in g  
th e m , an d  th e  p o litic a l a n d  e n v iro n m en ta l is su es  a sso c ia te d  w ith  th e ir  d ev e lo p m en t.

B a c k g ro u n d

T h e  a re a  a b o v e  th e  A rc tic  C irc le  e n co m p asses  a b o u t 6 p e rcen t o f  th e  E a r th ’s su rfa c e  area. 
W h ile  th e  A rc tic  is  a b o u t th e  s iz e  o f  th e  A fric a n  c o n tin e n t, m o s t o f  th e  A rc tic  is  o c ean ic .2 
A b o u t o n e -th ird  o f  th e  A rc tic  is  o c cu p ied  b y  land. A n o th er o n e -th ird  o f  th e  A rc tic  
c o n s is ts  o f  o ffsh o re  c o n tin e n ta l sh e lv e s  lo c a te d  in  less  th a n  5 00  m e te rs  (1 ,6 4 0  fee t) o f  
A rc tic  O c e an  w a te r. T h e  re m a in in g  o n e -th ird  o f  th e  A rc tic  is in  A rc tic  O c e an  w a te rs  
d e e p e r th a n  5 00  m eters .

Ju risd ic tio n a lly , th e  A rc tic  c o n ta in s  p o r tio n s  o f  e ig h t c o u n trie s  - C an ad a , D e n m a rk  
(G re en lan d ), F in land , Ice lan d , N o rw ay , R u ssia , S w ed en , a n d  th e  U n ite d  S ta tes . F in la n d  
a n d  S w e d e n  d o  n o t  b o rd e r  th e  A rc tic  O c e an  an d  a re  th e  o n ly  A rc tic  co u n tr ie s  w ith o u t 
ju r isd ic tio n a l c la im s  in  th e  A rc tic  O c e an  an d  a d ja c e n t seas.

T h e  su n  d o e s  n o t  r ise  a b o v e  th e  A rc tic  h o r iz o n  fo r d ays  o r  w e e k s  d u r in g  the  w in ter, 
d e p e n d in g  o n  h o w  fa r n o r th  o f  th e  A rc tic  C irc le  y o u  are . S u n lig h t h its  A rc tic  su rfaces  at 
a n  an g le  o f  m u c h  le ss  th a n  90  d e g re e s  o v e r m u c h  o f  th e  y ea r, fu r th e r d im in ish in g  th e  
a m o u n t o f  in c id e n t so la r rad ia tion . A s  a  c o n seq u en ce , th e  A rc tic  ex p e rie n c e s  freez ing  
te m p e ra tu re s  fo r  m o s t o f  th e  y e a r w ith  b r ie f  in te rlu d es  a b o v e  freez in g . F o r  e x am p le , a t

1 U.S. Geological Survey, “Circum-Arctic Resource Appraisal: Estimates o f Undiscovered Oil and Gas 
North o f the Arctic Circle,” USGS Fact Sheet 2008-3049, Washington, DC (2008), page 1. USGS website
URL is: http://pubs.usgs.gov/fs/2008/3Q49/
2 Donald L. Gautier, et. al., “Assessment o f Undiscovered Oil and Gas in the Arctic,” Science, May 29, 
2009, Volume 324, page 1175 - 1179.
3 Sweden and Finland have onshore territory in the Arctic but none with any known or projected oil and 
natural gas resources.
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P ru d h o e  B ay , A la sk a ,4 w in te r  te m p e ra tu re s  can  fa ll b e lo w  - 5 0  °F  ( - 4 5  °C ), w h ile  Ju ly  
te m p e ra tu re s  ra n g e  b e tw e e n  37 a n d  54  ° F  (3 to  12 °C ) (A p p en d ix  A ). T h e  ce n tra l A rc tic  
O cean  is  ice -c o v e re d  y e a r-ro u n d , a n d  sn o w  a n d  ic e  a re  p re se n t o n  lan d  fo r m o s t o f  th e  
y e a r.5

T h e  c o ld  A rc tic  a ir  in h ib its  e v a p o ra tio n  so  lit tle  p rec ip ita tio n  o ccu rs , w ith  m u c h  o f  the 
A rc tic  h a v in g  an  a v e rag e  a n n u a l p rec ip ita tio n  ra te  o f  100 m m  (4  in ch es) o r  le ss ,6 m o stly  
in  th e  fo rm  o f  snow .

F I G U R E  1 
R e g io n  w ith in  th e  A rc t ic  C irc le  

(N o r th  A m e r ic a  is to  th e  le f t  a n d  E u r a s i a  is to  th e  r ig h t .)

Source: National Geophysical Data Center, Marine Geology and Geophysics Division, website: 
http://www.ngdc.noaa.gov/mgg/bathvnictry/arctic/arctic.html

4 Latitude: 70.2552778 (70-15’19" N) and Longitude: -148.3372222 (148-20’14" W); source: 
http://www.lat-long.com/Latitude-Longitudc-1408327-Alaska-Prudhoe Bav.html
5 National Snow and Ice Data Center website at: http://nsidc.org/arcticmct/basics/arctic definition.html
6 Arctic Council, “Arctic Climate Impact Assessment,” Cambridge University Press, 2005, page 10.
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B e ca u se  lim ite d  su n lig h t, lim ite d  hea t, a n d  sn o w  a n d  ice  a re  a ll u n su p p o rtiv e  o f  p la n t and  
an im a l m e tab o lism , b io lo g ic a l a c tiv ity  is  lim ited . H a rsh  w e a th e r a n d  low  b io log ica l 
fe c u n d ity  h a s  lim ited  h u m an  a c tiv ity  in  th e  A rc tic . In  2 0 0 0 , a b o u t 3.5 m illio n  h u m an s  
liv e d  in  the  A rc tic ,7 m o s tly  o n  la n d s  b o rd er in g  th e  A rc tic  O cean .

“ In  th e  2 0 th  cen tu ry , im m ig ra tio n  to  th e  A rc tic  h a s  in c re a se d  d ram atica lly , 
to  th e  p o in t w h e re  n o n -in d ig e n o u s  p e rso n s  o u tn u m b e r in d ig en o u s  o n e s  in  
m a n y  reg io n s. T h e  n e w  im m ig ra n ts  h a v e  b e e n  d ra w n  b y  th e  p ro sp e c t o f  
d e v e lo p in g  n a tu ra l re so u rc e s , fro m  fish in g  to  g o ld  to  o il, as w e ll as b y  the 
sea rch  fo r  n e w  o p p o rtu n itie s  a n d  e sc a p e  fro m  th e  p e rc e iv e d  a n d  real 
c o n s tra in ts  o f  th e ir  h o m e  a re a s .”8

D isc o v e re d  A rc t i c  O il  a n d  N a tu r a l  G a s  R e so u rc e s

T h e  b e s t p la c e  to  f in d  o il a n d  n a tu ra l g a s  is w h e re  o il an d  n a tu ra l gas  h a v e  a lre a d y  b een  
fou nd . S o  th e  la rge , e x is tin g  A rc tic  o il a n d  n a tu ra l g a s  fie ld s  a re  re v ie w e d  p r io r  to  th e  
d isc u ssio n  o f  th e  u n d isc o v e re d  A rc tic  o il an d  n a tu ra l gas  re so u rc e  b ase . In  th is  rev iew , 
“ la rg e”  o il a n d  n a tu ra l g a s  fie ld s  a re  th o se  th a t e x c e ed  5 00  m illio n  b a rre ls  o f  o il 
e q u iv a le n t o f  re c o v e ra b le  o il a n d  n a tu ra l g as .9

L arg e  A rc tic  o il a n d  n a tu ra l gas  fie ld s  a re  p a rticu la rly  c ru c ia l w ith  resp ec t to  fu tu re  o il 
an d  n a tu ra l gas  d e v e lo p m en t b e c a u se  th e  c o s t o f  d e v e lo p in g  o il a n d  n a tu ra l gas  fie ld s  in  
th e  A rc tic  is  so  h ig h  th a t la rg e  fie ld s  a re  in it ia lly  n e c e ssa ry  to  p a y  fo r  th e  in frastru c tu re  
re q u ire d  to  la te r d e v e lo p  th e  sm a lle r o il a n d  n a tu ra l gas  d e p o s its . F o r  ex am p le , th e  
P ru d h o e  B a y  F ie ld  w ith  13.6 b ill io n  b a rre ls  o f  re c o v e ra b le  o i l10 m a d e  th e  c o n s tru c tio n  o f  
th e  A ly esk a  O il P ip e lin e 11 co m m e rc ia lly  v ia b le . W ith o u t th e  P ru d h o e  B a y  F ie ld , i t  is 
u n lik e ly  th a t th e  sm a lle r  A la sk a  N o rth  S lo p e  o il fie ld s  w o u ld  h a v e  b een  developed .

A rc tic  in fra stru c tu re  d e v e lo p m en t is su ffic ien tly  e x p e n s iv e  th a t m a n y  la rg e  A rc tic  fie ld s  
rem ain  und ev e lo p ed . F o r  e x am p le , 3 5 .4  tr illio n  c u b ic  fe e t12 (6 .3  b il l io n  b a rre ls  o f  o il 
e q u iv a len t) o f  th e  d isc o v e re d  A la sk a  N o rth  S lo p e  n a tu ra l gas  re so u rc e s  re m a in  
u n ex p lo ite d  d u e  to  th e  a b sen c e  o f  tran sp o r ta tio n  in frastru c tu re . A b o u t tw o - th ird s  o f  th is  
na tu ral gas  is  in  th e  P ru d h o e  B a y  F ield .

7 Ibid. Table 1.1, page 14.
8 Ibid. page 13.
9 The exact recovery o f oil and natural gas from a field is not known with certainty until that field has been 
permanently abandoned. Actual recovery is often greater than the original estimate, as the producer learns 
how to apply technology to enhance recovery rates. Ultimate field recovery rates are also affected by oil 
and natural gas prices, with higher prices resulting in higher recovery rates. Consequently, the exact 
number o f large discovered fields above the Arctic Circle can only be approximate. Large field data 
source: Petroleum Source to Reservoir, Giant Oil and Gas Fields database, Version 14,2009, website 
address: http:/Avww.sourcetoreservoir.com/index.html
10 Figure does not include natural gas. Source: Alaska Department o f  Natural Resource, Division o f Oil & 
Gas, Alaska Oil and Gas Report, July 2007, Anchorage, Alaska, Table III. 1 (Oil and Gas Reserves), page 3- 
2 and Table III.3 (Oil Production -  Historic), page 3-5.
11 Also known as the TransAlaska Pipeline System (TAPS).
12 Op. cit. Alaska Department o f Natural Resources, Table 111. 1, page 3-2.
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L arge  A rc tic  o il an d  n a tu ra l g a s  d isc o v e rie s  b e g a n  in  R u ss ia  w ith  th e  d isc o v e ry  o f  th e  
T a z o v sk o y e 13 F ie ld  in  1962 an d  in  th e  U n ite d  S ta tes  w ith  th e  A la sk a n  P ru d h o e  B a y  F ie ld  
in  1967. A p p ro x im a te ly  61 la rg e  o il a n d  n a tu ra l gas  fie ld s  h a v e  b e e n  d isc o v e re d  w ith in  
th e  A rc tic  C irc le  in  R u ssia , A laska , C a n a d a ’s N o rth w e s t T e rrito rie s, a n d  N o rw a y .14 
F ifteen  o f  th ese  61 la rg e  A rc tic  fie ld s  h a v e  n o t  y e t g o n e  in to  p ro d u c tio n ; 11 a re  in  
C a n a d a ’s N o rth w e s t T e rrito rie s, 2  in  R u ssia , a n d  2 in  A rc tic  A laska .

F o rty -th re e  o f  th e  61 la rg e  A rc tic  fie ld s  a re  lo c a te d  in  R u ssia . T h irty -fiv e  o f  th ese  la rge  
R u ssia n  fie ld s  (33 n a tu ra l gas  an d  2  o il)  a re  lo c a te d  in  th e  W e st S ib e ria n  B a s in .15 O f  the 
e ig h t re m a in in g  la rg e  R u ssia n  f ie ld s, fiv e  a re  in  th e  T im a n -P ec h o ra  B asin , tw o  a re  in  the  
S o u th  B a re n ts  B asin , an d  o n e  is in  th e  L u d lo v  S add le .

O f  th e  18 la rg e  A rc tic  fie ld s  o u ts id e  R u ssia , 6  a re  in  A laska , 11 a re  in  C a n a d a ’s 
N o rth w e s t T errito rie s , a n d  1 is in  N orw ay .

A rc t i c  U n d is c o v e re d  T e c h n ic a l ly  R e c o v e ra b le ,  C o n v e n tio n a l  O il  a n d  N a tu r a l  G a s  
R e so u rc e s

In  2 0 0 8 , th e  U n ite d  S ta tes  G e o lo g ica l S u rv e y  (U S G S ) re leased  an  a sse ssm en t o f  A rc tic  
u n d isc o v e re d  te c h n ic a lly  re c o v e ra b le ,16 co n v e n tio n a l o il an d  n a tu ra l g a s  re so u rc e s .17 T h e  
a sse ssm en t e x c lu d e d  fro m  co n s id e ra tio n  a n y  s ed im e n ta ry  p ro v in c e s  th a t w e re  less th an  3 
k ilo m e te rs  d eep . O f  th e  33 A rc tic  p ro v in c e s  th a t su rp a sse d  th is  d e p th  a n d  th a t w ere  
e v a lu a te d  b y  th e  U S G S , 8 w e re  n o t “qu a n tita tiv e ly  a sse sse d ”  b e c a u se  th e y  h a d  less  th a n  a 
10 -percen t p ro b ab ility  o f  h a v in g  a n  o il a n d /o r n a tu ra l gas  d e p o s it la rg e r  th a n  50  m illio n  
b a rre ls  o f  o il e q u iv a le n t in  a n y  o f  th e ir  a sse ssm en t u n its .18 T h e  U S G S  the re fo re  
p ro v id e d  q u a n tita tiv e  e stim a tes  o f  u n d isc o v e re d  o il a n d  n a tu ra l g a s  re so u rc e s  fo r  25 
A rc tic  sed im e n ta ry  p ro v in ces.

B e ca u se  so m e  o f  th e  sed im e n ta ry  p ro v in c e s  e v a lu a te d  b y  th e  U S G S  la y  b o th  above  and  
b e lo w  th e  A rc tic  C irc le , th e  U S G S  ap p o rtio n e d  th e  to ta l re so u rc e  b a se  w ith in  those  
p ro v in c e s  in to  e s tim a te d  re so u rc e s  a b o v e  a n d  b e lo w  th e  A rc tic  C irc le . O n ly  th e  A rc tic  
p o r tio n  o f  each  p ro v in c e ’s  re so u rc e  e stim a te  is  s h o w n  in  T ab le  1.

13 There are often multiple variations for the English spelling o f foreign oil and natural gas fields.
14 This number is approximate because it depends on the latitude coordinates provided in the Giant Oil and 
Gas Fields database. The oil and natural gas fields’ latitude in the database had to be greater than the 
66.56° latitude to qualify as Arctic fields.
15 All sedimentary province names are those used by the United States Geological Survey.
16 Technically recoverable resources are resources that can be produced using current technology.
17 U.S. Geological Survey, “Circum-Arctic Resource Appraisal: Estimates o f Undiscovered Oil and Gas 
North o f the Arctic Circle,” USGS Fact Sheet 2008-3049, Washington, DC (2008). The USGS is currently 
preparing a more extensive report regarding their Arctic assessment.
8 Source: Personal communication with Ronald R. Charpentier o f the USGS on May 12,2009. Seven o f 

the eight provinces that were not quantitatively assessed have only one assessment unit. The Franklinian 
Shelf province has three separate assessment units
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T A B L E  1 
A rc t ic  M e a n  E s t im a te d  U n d is c o v e re d  

T e c h n ic a lly  R e c o v e ra b le , C o n v e n tio n a l  O il  a n d  N a tu r a l  G a s  R e so u rc e s  
B y  A rc t i c  P ro v in c e , R a n k e d  b y  T o ta l  O il  E q u iv a le n t  R e so u rc e s

U S G S  P e t r o le u m  P ro v in c e  
N a m e

C r u d e  O il 
(b i llio n  
b a r r e l s )

N a tu r a l  G a s  
( t r i l l io n  

c u b ic  fe e t)

N a tu r a l  G a s  
L iq u id s  11 

(b i ll io n  
b a r r e l s )

T o ta l
R e so u rc e s ,

O il
E q u iv a le n t

2 /
(b i ll io n
b a r r e l s )

W e st S ib e ria n  B asin 3 .66 6 5 1 .5 0 20 .33 132.57
A rc tic  A la sk a 2 9 .96 2 2 1 .4 0 5 .90 7 2 .77
E ast B a re n ts  B asin 7.41 31 7 .5 6 1.42 6 1 .76
E as t G re e n la n d  R if t  B asin s 8 .90 86.18 8.12 3 1 .39
Y e n ise y -K h a ta n g a  B asin 5.58 99 .96 2 .68 2 4 .92
A m e ra s ia  B asin 9 .72 56 .89 0 .54 19.75
W e st G re e n la n d -E a s t 
C anada 7.27 51 .82 1.15 17.06
L ap tev  S e a  S h e l f 3 .12 32 .56 0 .87 9.41
N o rw e g ian  M arg in 1.44 32 .28 0 .50 7.32
B a re n ts  P la tfo rm 2 .06 26 .22 0.28 6 .70
E u ra sia  B asin 1.34 19.48 0 .52 5.11
N o rth  K a ra  B a sin s  and 
P la tfo rm s 1.81 14.97 0 .39 4 .6 9
T im a n -P ec h o ra  B asin 1.67 9 .0 6 0 .20 3.38
N o rth  G re e n la n d  S h eared  
M arg in 1.35 10.21 0 .27 3.32
L o m o n o so v -M ak aro v 1.11 7 .16 0 .19 2 .49
Sv erd ru p  B asin 0.85 8.60 0 .19 2.48
L en a -A n a b ar B asin 1.91 2.11 0 .06 2.32
N o rth  C h u k ch i-W ran g e l 
F o re la n d  B asin 0.09 6 .07 0.11 1.20
V ilk itsk ii B a sin 0 .10 5 .74 0 .10 1.16
N o rth w e st L ap tev  S ea  S h e lf 0 .17 4 .4 9 0.12 1.04
L en a -V ily u i B asin 0 .38 1.34 0 .04 0 .64
Z y iy a n k a  B asin 0.05 1.51 0 .04 0 .34
E as t S ib e ria n  S e a  B asin 0 .02 0 .62 0.01 0.13
H o p e  B a sin 0 .002 0 .65 0.01 0 .12
N o rth w e st C a n a d ia n  In terio r 
B asin s 0 .02 0.31 0 .02 0 .09

T o ta l 89 .98 1 ,668 .66 4 4 .06 4 12 .1 6
Source: U.S. Geological Survey, “Circum-Arctic Resource Appraisal: Estimates o f  Undiscovered Oil and 
Gas North o f  the Arctic Circle,” USGS Fact Sheet 2008-3049 Washington, DC (2008), Table 1, page 4. 
Note: The column totals do not equal the sum o f the rows due to rounding. USGS website URL is: 
http://pubs.usgs.gov/fs/2008/3049/. The relative location o f these provinces is identified in Appendix B. 
1/ Natural gas liquids are composed o f  ethane, propane, and butane.
2/ The USGS uses a natural gas to oil conversion factor in which 6 thousand cubic feet o f  natural gas 
equals 1 barrel o f  crude oil.
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T h e  U S G S  A rc tic  a sse ssm en t e s tim a te d  a  to ta l o il a n d  n a tu ra l g a s  re so u rc e  o f  4 1 2  b ill io n  
ba rre ls  o f  o il e q u iv a le n t, w ith  78 p e rc e n t o f  th o se  re so u rc e s  e x p e c te d  to  b e  n a tu ra l gas 
a n d  n a tu ra l g a s  liqu id s  (N G L ). T h e  c o m p o s itio n  o f  u n d isc o v e re d  A rc tic  h y d ro c arb o n s  is 
la rg e ly  d e te rm in e d  b y  th e  W e st S ibe rian  B a s in  a n d  E a s t B a re n ts  B a sin , w h ic h  h o ld  47  
p e rc e n t o f  th e  u n d isc o v e re d  A rc tic  re so u rc e s , w ith  94  p e rc e n t o f  th o se  re so u rc e s  b e in g  
n a tu ra l gas  a n d  N G L .

A c c o rd in g  to  th e  U S G S  m e a n  e stim a te , the  A rc tic  h o ld s  a b o u t 2 2  p e rc e n t o f  th e  w o rld ’s 
u n d isc o v e re d  c o n v en tio n al o il a n d  n a tu ra l gas  re so u rc e  b ase , a b o u t 30  p e rc e n t o f  th e  
w o rld ’s u n d isc o v e re d  n a tu ra l g a s  re so u rc e s , a b o u t 13 p e rcen t o f  th e  w o rld ’s und isco v ered  
o il re so u rc e s , a n d  a b o u t 2 0  p e rc e n t o f  th e  w o rld  N G L  re s o u rc e s .19

T h e  fa c t th a t th e  A rc tic  is p a rticu la rly  rich  in  n a tu ra l g a s  a n d  N G L  m a y  im p ed e  the 
ex p lo ita tio n  o f  its  re so u rces , b e c a u se  th e  w o rld ’s n a tu ra l gas  c o n su m e rs  live  fa r  fro m  th e  
A rc tic  a n d  th e  lo n g -d is ta n c e  tran sp o r ta tio n  o f  n a tu ra l g a s  a n d  N G L  is  c o n s id e ra b ly  m o re  
e x p e n s iv e  th a n  o il tran sp o rta tio n  d u e  to  th e  s ig n ific an tly  lo w e r e n e rg y  d e n s ity  o f  th ese  
fue ls  re la tiv e  to  c ru d e  o il. A lth o u g h  th e  lo w  e n e rg y  d e n s ity  o f  n a tu ra l gas  a n d  N G L  can  
b e  o ffse t b y  liq u efa c tio n  o r p re ssu riz a tio n , tran sp o r ta tio n  a s  liq u e f ie d  n a tu ra l g a s  (L N G ) 
is p a rticu la rly  e x p e n s iv e  due  to  th e  la rg e  c a p ita l c o s ts  re q u ire d  to  b u ild  th e  liq u efac tio n  
fac ilit ie s  a n d  th e  L N G  tankers .

W h ile  th e  A rc tic  is  r ich  in  u n d isc o v e re d  o il a n d  n a tu ra l gas  re so u rc e s , th e  re so u rc e s  a re  
c o n c e n tra te d  in  ju s t  a  fe w  sed im e n ta ry  p ro v in c e s . T ab le  2 illu s tra te s  th e  A rc tic ’s 
cu m u la tiv e  o il an d  n a tu ra l gas  re so u rc e  co n c e n tra tio n  fo r  th o se  p ro v in c e s  w ith  th e  la rgest 
sha re  o f  th e  A rc tic  re so u rc e  b ase. F o r e x am p le , th e  3 la rg e s t A rc tic  p ro v in c e s  acco u n t fo r  
65 p e rc e n t o f  th e  to ta l A rc tic  o il an d  n a tu ra l gas  re so u rces , a n d  th e  la rg es t 10 o il and  
n a tu ra l gas  p ro v in c e s  acco u n t fo r  93 p e rc e n t o f  the  to ta l. T h e  re m a in in g  15 p ro v in c e s  
(o u t o f  25  q u a lita tiv e ly  e v a lu a te d  p ro v in c e s) a re  e s tim a te d  to  h o ld  o n ly  7  p e rc e n t o f  th e  
A rc tic  re so u rc e  b ase.

T A B L E  2
A rc t i c  C r u d e  O il, N a tu r a l  G a s , a n d  N a tu r a l  G a s  L iq u id s  R e s o u rc e  C o n c e n tr a t io n  

f o r  P ro v in c e s  w i th  th e  G r e a te s t  S h a r e  o f  T o ta l  R e so u rc e s , 
__________________________ B a se d  o n  th e  U S G S  M e a n  E s tim a te s

L a r g e s t  A rc t i c  R e s o u rc e  P ro v in c e s C u m u la t iv e  P e r c e n t  o f  T o ta l  A rc t ic  O il, 
N a tu r a l  G a s ,  &  N G L  R e so u rc e s  

(P e rc e n t)
L arg e st R e so u rc e  P ro v in ce 32
L arg e st 2 R e so u rc e  P rov inces 50
L arg e st 3 R e so u rc e  P rov inces 65
L arg e st 5 R eso u rce  P ro v in ces 78
L arg e st 10 R e so u rc e  P ro v in ces 93
Source: Table 1.

19 USGS Newsroom release dated July 23,2008. USGS website URL:
hltp.7/www.uses.gov/ncwsrooiri/arliclc.asp?ID~1980&fi~om-rss home. Figures do not include or consider 
world unconventional oil and natural gas resources, such as Rocky Mountain oil shale, Canadian oil sands, 
Venezuelan Orinoco heavy oil, etc. Inclusion o f these unconventional resources would reduce the Arctic 
proportion o f total world oil and natural gas resources.
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A rc tic  o il an d  n a tu ra l gas  re so u rces  a re  n o t e v e n ly  d is tr ib u te d  a m o n g  th e  E u ra sian  and  
N o rth  A m e rica n  co n tin e n ts  (T a b le  3). E u ra sia  is e s tim a te d  to  h o ld  a b o u t 63  p e rc e n t o f  
th e  to ta l A rc tic  re so u rc e  b a se , w h ile  N o rth  A m e rica  h o ld s  a b o u t 3 6  p e rc e n t. T h e  
E u ra sian  re so u rc e  b a se  is  p re d o m in a n tly  n a tu ra l gas  a n d  N G L , w h ic h  a c co u n t fo r  abou t 
88  p e rc e n t o f  th e  to ta l E u ra sian  re so u rc e  b ase . T h e  E u ra sian  W e st S ib e ria  B asin  an d  E as t 
B a re n ts  B a sin  acco u n t fo r  194.3 b ill io n  b a rrels  o f  o il e q u iv a le n t o f  u n d isc o v e re d  
re so u rc e s , w h ic h  is  74  p e rc e n t o f  th e  to ta l E u ra sian  re so u rc e  b ase.

T A B L E  3
R e g io n a l C o n c e n tr a t io n  o f  A rc t ic  O il  a n d  N a tu r a l  G a s  R e so u rc e s  

B y  C o n t in e n ta l  L a n d  M a ss ,
B a se d  o n  th e  U S G S  M e a n  E s tim a te s

R e g io n C r u d e  O il 
(b i ll io n
b a r r e l s )

N a tu r a l  G a s  
( t r i l l io n  c u b ic  

fe e t)

N a tu r a l  G a s  
L iq u id s  
(b i ll io n  
b a r r e l s )

T o ta l  
R e so u rc e s , O il  

E q u iv a le n t  
(b i ll io n  b b l)

E u r a s i a 30 .70 1 ,219 .39 27 .55 26 1 .4 9
N o r th  A m e r ic a 58 .09 4 3 5 .4 0 16.20 146.85
I n d e t e r m in a te 1.20 13.87 0.31 3.82

T o ta l 89.98 1,668.66 44.06 412.16

E u r a s i a 34.1 % 73.1 % 62.5  % 6 3 .4  %
N o r th  A m e r ic a 6 4 .6  % 26.1 % 36 .8  % 35 .6  %
In d e t e r m in a te 1 .3 % 0 .8  % 0.7  % 0 .9  %

T o ta l 100.0 % 100.0 % 100.0 % 100.0 %
Source: Table 1. The column totals might not equal the sum o f the rows due to rounding. 
Indeterminate regions are those that could not conclusively be assigned to either continent; includes: 
Lomonosov-Makarov, Hope Basin, and North Chukchi-Wrangel Foreland Basin.

W h ile  th e  E u ra sian  s id e  o f  th e  A rc tic  is  m o re  n a tu ra l-g a s-p ro n e , th e  N o rth  A m erican  side  
is m o re  o il-p rone . T h e  N o rth  A m e rica n  s id e  o f  th e  A rc tic  is  e s tim a te d  to  h a v e  a b o u t 65 
p e rc e n t o f  th e  u n d isc o v e re d  A rc tic  o il, b u t o n ly  2 6  p e rc e n t o f  th e  u n d isc o v e re d  A rc tic  
n a tu ra l gas.

T h e  A rc tic  A la sk a  re g io n  is  e s tim a te d  to  h o ld  th e  la rg es t u n d isc o v e re d  A rc tic  o il d ep o sits , 
a b o u t 3 0  b ill io n  ba rre ls. T h e  sec o n d  la rg e s t o il p ro v in c e  in  th e  A rc tic  is  th e  A m e ra s ia  
B asin , lo c a te d  ju s t  n o rth  o f  C anada, and  estim a te d  to  h av e  a b o u t 9 .7  b ill io n  b a rre ls  o f  
u n d isc o v e re d  o il. T h e  th ird  la rg e s t A rc tic  o il p ro v in c e  is  th e  E as t G re e n la n d  R ift, w h ic h  is 
e s tim a te d  to  h o ld  a b o u t 8 .9  b ill io n  b a rre ls  o f  u n d isc o v e re d  o il. C o lle c tiv e ly , th ese  3 
N o rth  A m e rica n  p ro v in c e s  a re  e x p e c te d  to  h o ld  a b o u t 4 8 .6  b ill io n  b a rre ls  o f  u n d isc o v e re d  
o il, w h ic h  is  a b o u t 5 4  p e rc e n t o f  th e  to ta l u n d isc o v e re d  A rc tic  o il. A p p ro x im a te ly  2 .5  
b ill io n  b a rre ls  o f  o il h a v e  a lre a d y  b e e n  d isc o v e re d  in  la rg e  fie ld s  in  b o th  th e  A m e ra s ia  
B a sin  a n d  th e  N o rth w e st C an ad ian  In te r io r  B a sin s  th a t a re  n o t y e t b e in g  p ro d u c ed .20

T h ere  is  co n s id e ra b le  u n c e rta in ty  re g a rd in g  u n d isc o v e re d  A rc tic  o il a n d  n a tu ra l gas  
re so u rces . T ab le  4  illu stra te s  th e  w id e  v a ria tio n  in  o il an d  n a tu ra l g a s  re so u rc e  e stim a tes  
fo r  th e  2  a sse ssm en t u n its  w ith in  the  m o s t p ro lific  A rc tic  p ro v in c e , th e  W e st S ib e ria n

20 Op. cit. Source to Reservoir.
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B asin .21 In  b o th  a sse ssm en t un its , th e  9 5 -p erc en t p ro b a b ili ty  e s tim a te s  a re  a b o u t one- 
fo u rth  th e  m e a n  e s tim a te , w h ile  th e  5 -p ercen t p ro b a b ility  e stim a te s  a re  o v e r tw ic e  the 
m ean  estim a te  an d  a b o u t 10 tim es  g re a te r th an  th e  9 5 -p e rc en t p ro b ab ility  e s t im a te .22

T A B L E  4
U S G S  A s se s sm e n t o f  th e  O il  a n d  N a tu r a l  G a s  

R e s o u rc e  P r o b a b i l i t y  D is t r ib u t io n  
______________  F o r  th e  A rc t ic  P o r t io n  o f  th e  W e s t  S ib e r ia n  B a s in 23

R e s o u rc e
C a te g o ry

M e a n
E s tim a te

9 5 -P e rc e n t
P r o b a b i l i ty

E s t im a te

5 -P e rc e n t
P r o b a b i l i ty

E s t im a te
A s se s sm e n t U n i t  1

C ru d e  O il (b illio n  b a rre ls) 1.15 0 .22 2.93
N a tu ra l G as ( t rillio n  cu b ic  fee t) 2 9 .28 7.48 6 8 .39
N a tu ra l G as L iq u id s  (b illio n  b a rre ls) 0 .85 0 .22 1.98

A s se s sm e n t U n it  2
C ru d e  O il (b illio n  b a rre ls) 2.51 0 .57 6 .02
N a tu ra l G as ( t rillio n  c u b ic  fee t) 6 2 2 .2 2 157.86 1 ,409 .29
N a tu ra l G as L iq u id s  (b illio n  b a rre ls) 19.48 4 .8 6 44 .85
Note: The 95-percent and 5-percent probability figures cannot be arithmetically added, whereas the mean
estimates can be added together. With respect to the 95-percent and 5-percent probabilities, the proper 
interpretation o f these probability estimates is that they represent an “X” probability o f finding “Y” or 
greater volume o f undiscovered resources. For example, there is a 95 percent probability that the West 
Siberian Assessment Unit 1 will contain 0.22 billion barrels o r g reater o f undiscovered oil resources.

T h o u g h  th e re  is  c o n s id e rab le  re so u rc e  u n c e rta in ty , th e  a llu re  o f  th e  A rc tic  is  g rea t 
bec a u se  o f  th e  s ig n if ic an t o il a n d  n a tu ra l gas  d e p o s its  th a t h a v e  a lre a d y  b e e n  fo u n d  and  
th e  la rge  a reas  th a t h a v e  n o t y e t b e e n  e x p lo red . F o r ex a m p le , C a irn  E n erg y  P L C 24 n o te s  
th a t th e  sed im e n ta ry  p ro v in c e s  o ffsh o re  o f  W e st G re e n la n d  a re  th ree  tim es  la rg e r in 
e x te n t th a n  th e  N o rth  S e a  b a s in  a n d  y e t o n ly  s ix  o il a n d  n a tu ra l gas  ex p lo ra tio n  w e lls  
h a v e  b e e n  d rille d  o f f  o f  W e st G re e n la n d .25 O ffsh o re  W e st G re e n la n d  is  p a rticu la rly  
in tr ig u in g  to  C a im  E n erg y  d u e  to  ex te n s iv e  o ffsh o re  o il see p s , th ic k  o rg an ic  sh a le  beds, 
a n d  o il sh o w s in  p r io r  d rillin g . T h e  c o m p a n y  c u rren tly  p la n s  to  co m m e n c e  a  W est 
G reen lan d  ex p lo ra to ry  d r illin g  p ro g ra m  in  2011 . O n ly  a s  m o re  w ild c a t e x p lo ra tio n  w e lls  
a re  d rille d  in  th e  A rc tic  w ill th e  ac tua l A rc tic  o il an d  n a tu ra l g a s  re so u rc e  b a se  b eco m e  
a pparen t.

21 Ibid.
22 From the perspective o f mathematical probability and statistics, the resource probability distribution is 
skewed, such that the median value is less than the mean value.
23 Donald L. Gautier, et. al., “Assessment o f Undiscovered Oil and Gas in the Arctic,” Science, May 29, 
2009, Volume 324, page 1175 - 1179. Specific numbers came from the Excel spreadsheet file associated 
with the Science article, labeled as: “ 1169467TableSls.xls”.
24 Caim Energy PLC is headquartered in Edinburgh, Scotland.
25 Caim Energy PLC presentation, “Oil, Deserts, and Ice: A Focus on Challenges and Rewards in India and
Greenland,” presented by Dr. Michael Watts at the Scottish Oil Club on May 26,2009, Slide 38. Available
at: http://www.caim-energy.plc.uk/downloads/ScottishOilClubwebopt.pdf

http://www.caim-energy.plc.uk/downloads/ScottishOilClubwebopt.pdf
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A rc tic  D e v e lo p m e n t C o s ts  a n d  R is k s

E v en  i f  th e  A rc tic  o il a n d  n a tu ra l g a s  re so u rces  e v e n tu a lly  p ro v e  to  b e  co n s id e ra b ly  
g re a te r  th a n  th e  U S G S  estim a te s , th e y  w ill b e  e x p e n s iv e  to  d ev e lo p . A s  n o te d  e a rlie r, 15 
la rg e  A rc tic  o il an d  n a tu ra l gas  fie ld s  a re  a w a itin g  d ev e lo p m en t. M o s t w e re  d isc o v e re d  in  
the  1970s a n d  1980s. T h irte e n  o f  th e  u n d e v e lo p e d  f ie ld s  a re  lo ca ted  in  N o rth  A m erica , 
w h e re  o il a n d  n a tu ra l gas  fie ld  d e v e lo p m en t is  g o v e rn ed  b y  m a rk e t-b a se d  e c o n o m ics , 
w ith  fie ld s  o n ly  b e in g  d ev e lo p e d  i f  a n d  w h e n  th e y  a re  e x p e c te d  to  g e n e ra te  su ffic ien t 
p ro fits . O f  th e  17 la rg e  A rc tic  fie ld s  lo c a te d  in  N o rth  A m e rica , o n ly  3 h a v e  b e e n  so- 
d ev e lo p ed , a ll lo c a te d  in  A la sk a , a ro u n d  th e  P ru d h o e  B a y  F ie ld  com plex .

In  c o n tras t, R u ss ia ’s A rc tic  re so u rc e s  w e re  p re d o m in a n tly  d ev e lo p e d  u n d e r a  S o v ie t 
c o m m a n d -a n d -c o n tro l e c onom y . M a n y  o f  R u s s ia ’s la rg e  p ro d u c in g  A rc tic  fie ld s  m ig h t 
n o t h a v e  b e e n  co m m e rc ia lly  v ia b le  u n d e r m a rk e t-b a se d  e co n o m ics , w h e n  th e y  w e re  
o rig in a lly  d e v e lo p e d .26

F in d in g  la rg e  A rc tic  o il a n d  n a tu ra l gas  d e p o s its  is d iffic u lt and  e x p e n s iv e ; d e v e lo p in g  
th e m  as co m m e rc ia lly  p ro fita b le  v e n tu res  is ev en  m o re  c h a lle n g in g . A rc tic  o il and  
n a tu ra l gas  re so u rc e  ex p lo ra tio n  a n d  d e v e lo p m en t a re  e x p e n s iv e  because :

•  H a rsh  w in te r  w e a th e r re q u ire s  th a t th e  e q u ip m en t b e  s p e c ia lly  d e s ig n e d  to  w ith s tan d  
th e  fr ig id  tem p era tu res

•  O n  A rc tic  lands, p o o r  so il c o n d itio n s  can  re q u ire  a d d itio n a l s ite  p re p a ra tio n  to  p re v e n t 
e q u ip m en t a n d  s tru c tu re s  fro m  sin k in g

•  T h e  m a rsh y  A rc tic  tu n d ra  can  a lso  p re c lu d e  e x p lo ra tio n  ac tiv itie s  d u r in g  th e  w a rm  
m o n th s  o f  th e  y ea r

•  In  A rc tic  seas , th e  ic e p a c k  can  d a m a g e  o ffsh o re  fac ilit ie s , w h ile  a lso  h in d e r in g  th e  
sh ip m e n t o f  p e rso n n e l, m a te ria ls , e q u ip m en t, an d  o il fo r  lo n g  t im e  p e rio d s

•  L o n g  su p p ly  lines  fro m  th e  w o rld ’s m a n u fac tu rin g  ce n te rs  re q u ire  e q u ip m en t 
re d u n d an cy  a n d  a  la rg e r in v e n to ry  o f  sp a re  p a rts  to  in su re  re lia b ility

•  L im ite d  tran sp o r ta tio n  ac ce ss  a n d  long  su p p ly  lin es  re d u c e  th e  tran sp o r ta tio n  op tio n s 
an d  in c rease  tran sp o r ta tio n  costs

•  H ig h e r w a g e s  and  sa larie s  a re  re q u ire d  to  in d u ce  p e rso n n e l to  w o rk  in  th e  iso la te d  and  
in h o sp itab le  A rc tic .

E co n o m ic  s tu d ie s  in v o lv in g  o n sh o re  A lask a  N o rth  S lo p e  p ro je c t d e v e lo p m en t c osts  
in v o k e  a  c a p ita l c o s t fa c to r ra n g in g  fro m  1.5 to  2 .0  re la tiv e  to  s im ila r  o il an d  n a tu ra l gas  
p ro je c ts  u n d e rtak en  in  T ex a s  27 T h e  d e v e lo p m en t o f  n e w  A la s k a  N o rth  S lo p e  fie ld s  n ea r 
ex is tin g  fie ld s  is eco n o m ic a lly  b e n e fited  b y  th e  a b ili ty  to  u s e  w h a te v e r in frastru c tu re  
a lre a d y  e x is ts , fo r  ex am p le , ro a d s , ra ilro ad s , h a rb o r fa c ilitie s, a ir  f ie ld s, e le c tric  p o w er 
ge n e ra tio n , and  liv in g  qua rters. E v en  so , A rc tic  o il a n d  n a tu ra l gas  p ro je c t c o s ts  and  
sch ed u le s  c a n  p ro v e  to  b e  s ig n ific an tly  g re a te r  th a n  o rig in a lly  p la n n e d  d u e  to  su p p ly

26 The future development o f Russia’s Arctic resources in a market-based economy is greatly facilitated by 
the extensive Arctic oil and natural gas infrastructure that was built under the Soviet regime.
27 E.P. Robertson, Idaho National Engineering and Environmental Laboratory (Bechtel BWXT Idaho, 
LLC), “Options for Gas-To-Liquids Technology in Alaska,” INEEL/EXT-99-01023, December 1999, page 
vii.; and Charles B. Thomas, et. al., Idaho National Engineering and Environmental Laboratory (Lockheed 
Martin), “Economics o f Alaska North Slope Utilization Options,” INEL-96/0322, August 1996, page B-19.
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c h a in  d e lay s , a b n o rm al w e a th e r c o n d itions, a n d  c o u rt c h a lle n g e s  e m a n a tin g  from  
e n v iro n m e n ta l concerns .

A s  a n  e x a m p le  o f  su p p ly  c h a in  d ifficu lties , th e  m u ltin a tio n a l I ta lian -b ased  p e tro leu m  
co m p a n y , E n i S .p .A . o rig in a lly  an n o u n ced  th a t th e  N ik a itc h u q  o il fie ld  o n  th e  A la sk a  
N o rth  S lo p e  w o u ld  s ta r t p ro d u c tio n  b y  y e a r-e n d  2 0 0 9 .28 M o re  re c e n tly , E n i an n o u n ced  
th a t th e  f ie ld  w o u ld  n o t  b e g in  p ro d u c tio n  u n til y e a r-e n d  2 0 1 0  p a r tly  b e c a u se  th e  co m p an y  
h a d  m isse d  th e  su m m e r seaso n  o p p o rtu n ity  to  o c e a n  b a rg e  th e  f ie ld ’s p ro ce ss in g  an d  
op e ra tio n s  m o d u le s  to  th e  N o rth  S lope  fro m  a  L o u is ia n a  fa b r ic a tio n  y a rd . S u ch  su p p ly  
ch a in  d e la y s  in c rease  p ro je c t c o sts  a n d  re d u c e s  th e  ra te s  o f  re tu rn  a s  e x p e n s iv e  e q u ip m en t 
re m a in s  id le .

A b n o rm a l w e a th e r c a n  inc rease  co s ts  b y  h in d e r in g  tran sp o r ta tio n  a n d  d rillin g  ac tiv ity .
T h e  e a rly  o n s e t o f  w a rm  w e a th e r o n  th e  A la sk a  N o rth  S lope  d u r in g  A p ri l o f  20 0 9  
s tra n d e d  e q u ip m en t a n d  p rec lu d ed  so m e  ex p lo ra tio n  w e ll d rillin g . 9 S im ila rly , a  la te  
o n se t o f  w in te r  w e a th e r d e lay s  c o n s tru c tio n  o f  th e  ice  ro a d s  re q u ire d  to  tra n sp o r t h e a v y  
e q u ip m en t ac ro ss  th e  tu n d ra .30

C o u rt c h a llen g es  s te m m in g  from  e n v iro n m e n ta l c o n c e rn s  c a n  a lso  in c re a se  A rc tic  p ro je c t 
c o sts. S h ell O il h a s  p a id  o v e r $ 2 .2  b ill io n  s in ce  20 0 5  to  s ec u re  F e d e ra l o il an d  n a tu ra l 
g a s  d e v e lo p m en t le a se s  o ffsh o re  o f  A la sk a  (A p p en d ix  C ) a n d  w a s  p la n n in g  to  d rill th ree  
w e lls  in  its  B e au fo rt S e a  leases  d u r in g  the  su m m e r o f  2 007 . O n  J u ly  1 9 ,2 0 0 7 , th o se  
p la n s  w e re  su sp en d ed  b y  th e  N in th  C irc u it C o u rt o f  A p p ea ls  in  re sp o n se  to  la w  su its , 
f i led  b y  th e  N o rth  S lope  B orou gh  a n d  th e  A la sk a  E sk im o  W h a lin g  C o m m iss io n , 
re g a rd in g  th e  po ten tia l im p ac t o f  S h e ll’s o ffsh o re  d rillin g  o n  su b s is ten c e  h u n tin g  a n d  on  
th e  e n v iro n m e n t.31

A s p a r t  o f  its  2 0 0 7  B e a u fo rt S ea  e x p lo ra tio n  d r illin g  p ro g ra m , S h ell h a d  re a c tiv a te d  and  
to w e d  th e  K u llu k  a rc tic  d rillin g  sh ip  to  th e  B e au fo rt S ea ,32 co n s tru c te d  th e  N an u q , a  300- 
foo t, ic e -s tren g th en ed  o il-sp ill re sp o n se  ve sse l, a n d  ch a rte re d  th e  A rc tic  E n d e av o r, a  20 0 - 
foo t, 5 0 0 ,0 0 0 -b a rre l, d o u b le-h u lle d  ta n k e r to  h o ld  a n y  o il re c o v e re d  fro m  a  sp ill.33 In  
to ta l, S h ell O il e m p lo y ed  24  v esse ls  a n d  h u n d re d s  o f  p e o p le  ju s t  fo r  th e  p u rp o se  o f  
re sp o n d in g  to  an  a cc id en ta l o ffsh o re  o il sp ill. A lth o u g h  p u b lic  fig u res  a re  n o t ava ilab le , 
it  w o u ld  b e  re a so n a b le  to  a ssu m e  th a t S h ell h a d  a lso  a lre a d y  sp e n t h u n d re d s  o f  m illio n s  
o f  d o lla rs  o n  its  B e au fo rt S e a  e x p lo ra tio n  p ro g ra m , in  ad d itio n  to  th e  lease  b o n u s  
p a y m e n ts . S h ell c u rren tly  h o p es  to  b e g in  its  B e au fo rt S e a  a n d  C h u k c h i S e a  d rillin g

28 Eric Lidji, “Nikaitchuq oil in 2010,” Petroleum News, Volume 14, Number 21, May 24,2009, pages 1, 
13.
29 Yereth Rosen, “Sudden Spring jolts Alaska’s oil exploration,” Thomson Reuters, June 3, 2009.
30 The movement o f  heavy equipment in the Arctic to drilling locations is usually confined to the winter 
months when the tundra is frozen. During the rest o f  the year, the tundra is too marshy and boggy to permit 
the off-road transportation o f  heavy equipment.
31 Alan Bailey, “9th Circuit suspends Shell’s Beaufort Sea drilling program,” Petroleum News, Volume 12, 
Number 30, July 29,2007, pages 1,15.
32 Alan Bailey, “Shell wells still possible,” Petroleum News, Volume 12, Number 37, September 16,2007,
pages 1,22.
3 Alan Bailey, “Shell: Prepared for the worst,” Petroleum News, Volume 12, Number 35, September 2,

2007, pages 9 -1 1 .
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p ro g ra m  in  2 0 1 0 .34 I f  th e se  d rillin g  p la n s  c o m e  to  fru itio n , th e  d r illin g  p ro g ra m  w ill h av e  
b e e n  d e la y e d  3 y e a rs  a t a  su b s ta n tia l cost.

T h e  lo n g  le a d -tim e s  re q u ire d  fo r A rc tic  p ro je c ts  a lso  a d d  co n s id e ra b le  r isk  b e c a u se  th e  
bu s in e ss  e n v iro n m e n t can  c h an g e  d ra m atic a lly  b e tw e e n  a  p ro je c t’s in it ia tio n  and  
co m p le tio n  da tes . F o r  e x am p le , o il a n d  n a tu ra l g a s  p rice s  c o u ld  b e  c o n s id e ra b ly  lo w e r 
w h e n  an  A rc tic  p ro je c t b e g in s  p ro d u c in g  th a n  w a s  a n tic ip a ted  a t th e  p la n n in g  stage.
A lso , a t a  g iv e n  le v e l o f  c a p ita l in v es tm en t, lo n g er le a d -tim e s  re d u c e  th e  re tu rn  o n  th a t 
in v e s tm e n t, a ll e ls e  b e in g  e qua l. A rc tic  o il and  n a tu ra l g a s  p ro je c ts  c a n  ex a c e rb a te  th is  
p ro b le m  b y  re q u ir in g  c o n s id e ra b ly  la rg e r  in v e s tm e n ts  th a n  c o m p a ra b ly  p ro d u c tiv e  
p ro je c ts  p u rsu e d  e lsew h ere  in  th e  w orld .

A s  th e  S h ell an d  E n i ex p e rie n c e s  d em o n stra te , a lre a d y  lo n g  lead -tim es  c a n  b e c o m e  e v e n  
long er. A  D e u tsc h e  B a n k  (D B ) a n a ly s is  n o te s  th a t d e v e lo p m en t o f  th e  R u ss ia n  S h to k m an  
n a tu ra l g a s  p ro je c t in  th e  B a re n ts  S e a  c o u ld  ta k e  5 to  8 y e a rs  fro m  th e  in itia tio n  o f  
su b s ta n tia l c a p ita l in v e s tm e n t to  fu ll p ro d u c tio n .35 T h e  D B  a n a ly s is  n o te s  th a t “W ith  th e  
te c h n ica l a n d  e n v iro n m e n ta l co m p le x itie s  in v o lv ed  in  th e  d ev e lo p m en t, w e  see  a  h ig h  
r isk  o f  d e la y s  a n d  c o s t o v e r-ru n s .”36

T h e  A rc tic  p h y s ic a l e n v iro n m e n t p re se n ts  sp ec ia l c h a lle n g e s  n o t e x p e rie n c e d  e lsew h ere  
in  th e  w orld . S ev era l o il an d  n a tu ra l gas  fie ld s  h a v e  b een  d isc o v e re d  o n  R u ss ia ’s Y am al 
P e n in su la  b u t  h a v e  n o t b een  d e v e lo p e d  b e c a u se  o f  th e  d a u n tin g  p h y s ic a l ch a llen g es . A s 
n o te d  in  a  C a m b rid g e  E n erg y  R e se a rc h  A sso c ia te s  re p o r t37 o n  th is  m atte r:

“ In te rm itten t p e rm afro s t b e c o m e s  c o n tin u o u s, w in d s  r ise  to  a  s tead y  4 0  m  
p e r  sec o n d , w in d -d riv en  w a te r  u p  to  10 m  d eep  c o v e rs  th e  lo w -ly in g  land  
sev era l m o n th s  o f  th e  y ea r, a n d  so lid  g ro u n d  g ives  w a y  to  fr ia b le  san d  th a t 
o ffe rs  lit tle  su p p o rt to  d rill p a d s  o r  to  p ip e lin es  a n d  o th e r in fra stru c tu re . In  
w in te r , in s te a d  o f  so il th e re  is  a  frozen  m ix tu re  o f  o n e  p a rt san d  to  fou r 
p a rts  o f  ice , sh o t th ro u g h  w ith  salt. A t g re a te r  d e p th s  o n e  en co u n te rs  
c ry o p eg s— liq u id  sa ltw a te r  le n se s  th a t s lid e  u n d e r  p re ssu re , fu rth e r 
w e a k e n in g  th e  lo ad -b ea r in g  c a p a c ity  o f  th e  s o i l . .. .T he  m o s t d if f ic u lt p a rt 
is ge ttin g  g a s  a n d  liq u id s  to  m a rk e t as w e ll as g e ttin g  e q u ip m en t and  
m a te rie l in .”

C u rren tly , G a z p ro m  is  c o n s id e rin g  th e  c o n s tru c tio n  o f  a  n e w  ra ilro a d  lin e  a n d  a  new  
h a rb o r to  m o v e  m e n  a n d  m a te ria l in to  th e  Y am al P en in su la . T h e  re q u ire m e n t to  
u n d ertak e  su c h  e x p e n s iv e  e ffo rts  a s  a  p re c u rso r to  ac tua l d e v e lo p m en t u n d e rsc o re s  th e  
h ig h  c o s t o f  d e v e lo p in g  th e  Y a m a l P en in su la  o il a n d  n a tu ra l g a s  fie ld s.

A rc tic  o p e ra tin g  c o s ts  a re  a lso  in c re a se d  b y  th e  ic e -p a c k  co n d itio n s  th a t e x te n d  o v e r 
m u c h  o f  th e  A rc tic  O cean . T h e  re q u ire m e n t fo r  ice -re s is ta n t ta n k e rs  a n d  ic e -b rea k e r

34 Kay Cashman, “Shell pushes drilling out to 2010, ’11,” Petroleum News, Volume 13, Number 52, 
December 28,2008, page 3.
35 Dave Thomas, et.al., “Shtokman -  The big cod,” Deutsche Bank Company Research, March 22, 2006, 
pages 1 4 -  16,19.
56 Ibid, page 19.
37 Cambridge Energy Research Associates, “Conquering Yamal,” October, 2007, Cambridge, 
Massachusetts, page 14. 11
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esco rts  ad d s  to  th e  c o s t o f  tran sp o r tin g  o il an d  n a tu ra l gas  th ro u g h  A rc tic  w a te rs . T o  dea l 
w ith  th e  ic e -p ack , R u ssia n  co m p a n ie s  u se  ice -re s is ta n t ta n k e rs  in  c o n ju n c tio n  w ith  ic e ­
b re a k e r e sc o r ts  to  tran sp o r t o il in  A rc tic  w a te rs  th ro u g h o u t th e  y e a r .3 F o r e xam ple , 
R o sn e ft p u rch a se d  3 0 ,00 0  d ea d w e ig h t d o u b le-h u lle d , ic e -re in fo rc e d  sh u ttle  ta n k e rs  to  
tran sp o rt o il to  th e  R u ss ia n  p o r t o f  A rk h an g e lsk .39 A s  o f 2 0 0 8 , th e  R u ss ia n  A rc tic  ic e ­
b re a k e r f le e t co n s is ted  o f  28  ic e -b reak e rs .4

A d d itio n a l co s ts  m ig h t b e  im p o sed  o n  fu tu re  o il a n d  n a tu ra l gas  d e v e lo p m en t i f  a  
w a rm in g  o f  th e  A rc tic  re g io n  m e lts  th e  p e rm afro s t a n d  tu rn s  c u rren tly  f irm  so ils  in to  
m a rsh e s  an d  b o g s . O n  th e  o th e r  h an d , w a rm e r A rc tic  te m p e ra tu re s  w o u ld  sh rin k  the 
o cean  ic e p a c k  4 th e re b y  fac ilita tin g  an d  re d u c in g  th e  c o s t o f  w a te r  tran sp o r ta tio n  and 
o ffsh o re  d rilling .

T h e  h ig h  c o s t o f  d o in g  b u s in e ss  in  th e  A rc tic  su g g e sts  th a t o n ly  th e  w o rld ’s la rg e s t o il 
c o m p an ies , m o s t lik e ly  as p a rtn e rs  in  jo in t  v en tu re  p ro jec ts, h a v e  th e  fin an cia l , tech n ica l, 
an d  m a n a g e ria l s tre n g th  to  a c co m p lish  th e  co s tly , lo n g -le a d -tim e  p ro je c ts  d ic ta te d  b y  
A rc tic  c o n d itions.

A rc t i c  O il  a n d  N a tu r a l  G a s  D e v e lo p m e n t Is s u e s

A rc tic  o il an d  n a tu ra l g a s  d e v e lo p m en t a lso  faces  p o litic a l a n d  e n v iro n m e n ta l issu es . 
P o litic a l is su es  s tem  from  th e  o v e rlap p in g  a n d  d isp u te d  c la im s  o f  eco n o m ic  sovere ign ty . 
T h e  e n v iro n m e n ta l is su es  p e rta in  to  th e  p re se rv a tio n  o f  a n im a l a n d  p la n t sp e c ies  u n iq u e  
to  th e  A rc tic , p a rticu la rly  tu n d ra  v e g e ta tio n , ca rib o u , p o la r  b ea rs , sea ls , w h a le s , a n d  o th e r 
A rc tic  s e a  life.

A rc tic  E co n o m ic  S o v ere ig n ty  C la im s

D e n m a rk , C an ad a , N o rw a y , R u ssia , an d  th e  U n ite d  S ta tes  h a v e  o v e rlap p in g  eco n o m ic  
so v e re ig n ty  c la im s  in  A rc tic  w a te rs . T h e  ex is te n c e  o f  th e se  o ffsh o re  b o u n d a ry  d ispu tes  
c o u ld  fo re sta ll A rc tic  o il a n d  n a tu ra l gas  re so u rc e  d e v e lo p m en t in  a re a s  w h e re  th e  
so v e re ig n ty  c la im s  o verlap .

S o m e  o f  th e  c o m p e tin g  c la im s  s tem  fro m  th e  fac t th a t th e  1982 U n ite d  N a tio n s  
C o n v e n tio n  o n  th e  L aw  o f  th e  S e a  (U N C L O S ) p e rm its  c o u n trie s  to  c la im  e co n o m ic  
so v e re ig n ty  a s  m u c h  a s  35 0  n a u tic a l m iles  (40 3  U .S . s ta tu to ry  m ile s )  b e y o n d  th e  p o in t 
w h e re  th e  sea  d e p th  ex c e ed s  2 ,5 0 0  m e te rs  (8 ,2 0 0  fee t) o f  w a te r.42 T he  ex is te n c e  o f  
ex te n s iv e  A rc tic  c o n tin e n ta l m a rg in s43 an d  n u m ero u s  su b sea  r id g e s  p o ss ib ly  re la te d  to  
th o se  c o n tin e n ta l m a rg in s , p e rm it th e  lit to ra l n a tio n s  to  m a k e  c o m p e tin g  c la im s  fo r  m ost 
A rc tic  w a te rs  (F ig u re  1).

38 Sarah Hurst, “Varandey Arctic oil terminal starts up,” Petroleum News, Volume 13, Number 25, June 22, 
2008, page 10.
39 Norwegian Barents Secretariat, “Oil transport from the Russian part o f the Barents Region, Status per 
January 2009,” Kirkenes, Norway, 2009, page 50.
40 Ibid., Norwegian Barents Secretariat, page 31.
41 National Snow and Ice Data Center, “Arctic Sea Ice Down to Second-Lowest Extent; Likely Record- 
Low Volume,” Boulder, Colorado, October 2,2008.
42 Part VI, Article 76, at http://www.un.org/Dcpts/los/convcntion agrccments/tcxts/unclos/unclos c.pdf
43 Defined in the UNCLOS, ANNEX 11 as being any water depth less than 200 meters (~656 feet).
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D en m ark , N o rw a y , a n d  R u ssia  h av e  m ad e  c la im s  o f  eco n o m ic  so v e re ig n ty  in  A rc tic  
w a te rs  u n d e r th e  a u sp ic es  o f  th e  U N C L O S . N o rw a y ’s re c e n t te rr ito ria l c la im s  are  
sep ara te ly  lo c a te d  in  th e  B a re n ts  Sea , th e  N o rw e g ian  Sea , an d  A rc tic  O cean .44 R u s s ia ’s 
U N C L O S  c la im s  o f  eco n o m ic  so v e re ig n ty  e x te n d  th ro u g h  m u c h  o f  th e  A rc tic  O cean , 
b a sed  o n  th e  ex is te n c e  o f  th e  L o m o n o so v  R id g e  th a t e x te n d s  fro m  R u s s ia ’s c o a s t ac ro ss  
th e  A rc tic  O c e an  to  G re e n la n d  45 V ie w e d  in  re v e rse , th is  s itu a tio n  m a k e s  D e n m a rk  a  
p o te n tia l c la im a n t to  th e  sam e A rc tic  re g io n s  c la im e d  b y  R ussia .

A lth o u g h  th e  ex is te n c e  o f  th e  U N C L O S  h a s  in c re a se d  th e  n u m b er o f  o v e rlap p in g  c la im s 
o f  eco n o m ic  so v e re ig n ty  in  A rc tic  w a te rs , tw o  p re -ex is tin g  c la im s  a lso  re m a in  
u n reso lv e d  46 O n e  d isp u te d  o ffsh o re  b o u n d a ry  e x is ts  in  th e  B aren ts  S e a  b e tw e e n  N o rw a y  
a n d  R u ssia . T h e  o th e r d isp u te d  o ffsh o re  b o u n d a ry  ex is ts  b e tw e e n  C an ad a  a n d  th e  U n ite d  
S tates  in  th e  B e au fo rt Sea.

A rc tic  E n v iro n m en ta l P o lic ie s  a n d  R egu la tions

T h e  e x te n t to  w h ic h  e n v iro n m en ta l law s a n d  re g u la tio n s  im p ac t A rc tic  o il a n d  n a tu ra l gas 
d e v e lo p m en t w ill d e p e n d  o n  th e  sp ec ific  la w s  a n d  reg u la tio n s  o f  each  n a tio n  h a v in g  
e co n o m ic  so v e re ig n ty  o v e r A rc tic  a reas. H o w e v e r, th e  e x p e rie n c e  in  th e  U n ite d  S tates 
in d ica tes  th a t su c h  p o lic ie s  c a n  p re c lu d e  th e  d e v e lo p m en t o f  s ig n if ic an t A rc tic  o il and  
n a tu ra l gas  re sou rces .

In  th e  A la sk a  A rc tic , o il an d  n a tu ra l gas  d e v e lo p m en t is  b am ied  w ith in  th e  A rc tic  
N a tio n a l W ild life  R efu g e  (A N W R ). A N W R  is lo c a te d  o n  th e  n o r th e rn  c o a s t o f  A la sk a  
d u e  e a s t o f  P ru d h o e  B ay . A N W R  w as  c re a te d  b y  th e  A la sk a  N a tio n a l In te re st L and s 
C o n se rv a tio n  A c t (A N IL C A ) in  1980. S ec tion  1002 o f  A N IL C A  d e fe rre d  a  d e c is io n  on  
th e  m a n a g e m e n t o f  o il an d  n a tu ra l g a s  ex p lo ra tio n  a n d  d e v e lo p m en t o f  1.5 m il lio n  acres  
o f  p o te n tia lly  p ro d u c tiv e  lands in  th e  coastal p la in  o f  A N W R . T h e  c o asta l p la in  area  
rep rese n ts  a b o u t 8 p e rc e n t o f  th e  to ta l a re a  o f  A N W R .

In  1998, th e  U S G S  estim a te d  th a t b e tw e e n  5 .7  a n d  16.0 b ill io n  b a rre ls  o f  tech n ic a lly  
re c o v e ra b le  o il a re  in  th e  c o asta l p la in  a re a  o f  A N W R , w ith  a  m e a n  estim a te  o f  10.4 
b ill io n  ba rre ls . T h ese  U S G S  re so u rc e  e stim a tes  in c lu d e  S ta te  an d  N a tiv e  lands in  and  
a d ja c e n t to  th e  F e d e ra l lands in  A N W R .

S e v e ra l le g is la tiv e  a ttem p ts  h a v e  b e e n  m a d e  to  o p e n  A N W R  to  o il a n d  n a tu ra l gas  
d e v e lo p m en t, b u t  n o n e  h a v e  b e e n  successfu l. T h e  lack  o f  su p p o rt to  o p e n  A N W R  to  o il 
a n d  n a tu ra l g a s  d e v e lo p m en t com es fro m  th e  c o n c e rn  th a t c a rib o u  m ig ra tio n  a n d  b re e d in g  
c o u ld  b e  d e tr im e n ta lly  a ffec te d  b y  A N W R  o il a n d  n a tu ra l gas  d e v e lo p m en t a n d  the  
c o n c e rn  th a t th e  A N W R  is a  u n iq u e , y e t fra g ile  w ild e rn e ss  th a t w o u ld  b e  d a m a g e d  b y  o il 
an d  n a tu ra l gas  d e v e lo p m en t an d  p ro d u c tio n .

44 Norwegian Petroleum Directorate, “Continental Shelf Submission o f Norway,” 2006, 
http://www.regieringen.no/upload/kilde/ud/Drm/2006/0374/ddd/pdfv/299461-sokkel.pdf
45 Associated Press, “Russian Navy Staking Arctic Ocean Sea Bed,” Petroleum News, Volume 12, Number 
30, July 29,2007, page 17.
46 International Boundaries Research Unit, “Maritime jurisdiction and boundaries in the Arctic region,”
Durham University, United Kingdom, August 15,2008. http://www.dur.ac.uk/resources/ibru/arctic.pdf
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S im ila rly , th e  e n v iro n m en ta l c h a lle n g e  to  S h e l l’s o ffsh o re  d rillin g  p ro g ra m  w as 
m o tiv a te d  b y  c o n c e rn  th a t  n o ise  an d  p o te n tia l o il sp ills  c o u ld  b e  h a rm fu l to  m ig ra to ry  
w h a le s  a n d  th e  B e au fo rt S e a  ecosystem .

C o n c lu s io n s

T h e  A rc tic  p re se n ts  a  “g o o d  n ew s, b a d  n ew s”  s itu a tio n  fo r o il an d  n a tu ra l gas 
dev e lo p m en t. T he  g o o d  new s is  th a t th e  A rc tic  h o ld s  a b o u t 2 2  p e rc e n t o f  th e  w o rld ’s 
un d isco v ered  c o n v en tio n al o il a n d  n a tu ra l gas  re so u rc e s , b a se d  o n  th e  U S G S  m ean  
estim a te . T h e  b a d  n e w s  is tha t: (1 ) th e  A rc tic  re so u rc e  b a se  is  la rg e ly  co m p o sed  o f  
n a tu ra l gas  an d  n a tu ra l gas  liqu ids , w h ic h  a re  s ig n if ic an tly  m o re  e x p e n s iv e  to  tran sp o rt 
o v e r lo n g  d is tan ces  th a n  o il; (2 ) th e  A rc tic  o il a n d  n a tu ra l gas  re so u rc e s  w ill b e  
co n s id e ra b ly  m o re  ex p e n s iv e , risky , a n d  tak e  lo n g er to  d e v e lo p  th an  co m p a ra b le  dep o s its  
fo u n d  e lsew h ere  in  th e  w o rld ; (3 )  u n reso lv e d  A rc tic  so v e re ig n ty  c la im s  c o u ld  p re c lu d e  o r 
su b s ta n tia lly  d e la y  d e v e lo p m en t o f  th o se  o il an d  n a tu ra l g a s  re so u rc e s  w h e re  e co n o m ic  
so v e re ig n ty  c la im s o v erlap ; a n d  (4 ) p ro te c t in g  th e  A rc tic  e n v iro n m e n t w ill b e  costly . T h e  
h ig h  c o s t a n d  lo n g  le a d -tim e s  o f  A rc tic  o il a n d  n a tu ra l gas  d e v e lo p m en t u n d e rc u t the 
im m e d ia te  im p o rta n c e  o f  th e se  so v e re ig n ty  c la im s , w h ile  a t  th e  sam e  tim e  d im in ish in g  
th e  eco n o m ic  in c e n tiv e  to  d e v e lo p  th e se  resou rces .

G iv e n  th a t th e  A rc tic  re so u rc e  b a se  is  p re d o m in a n tly  co m p o se d  o f  n a tu ra l g a s  a n d  na tu ral 
gas  liq u id s , th e  im p o rtan ce  o f  A rc tic  o il a n d  n a tu ra l gas  re so u rc e s  is lik e ly  to  b e  a ffec ted  
b y  th e  g ro w in g  rea liz a tio n  th a t sh a le  b e d s  in  ex is tin g  p e tro le u m  p ro v in c e s  a ro u n d  th e  
w o rld  m ig h t b e  c a p a b le  o f  p ro d u c in g  5 ,0 0 0  to  16 ,000  tr illio n  c u b ic  fe e t o f  n a tu ra l g as .47 
T h is  p o te n tia lly  la rg e  sh a le  g a s  re so u rc e  c o u ld  s ig n if ic an tly  d e fe r  th e  fu tu re  d ev e lo p m en t 
o f  A rc tic  n a tu ra l gas  re so u rces . O f  c ou rse , th e re  c o u ld  b e  e x cep tio n s . H y p o th e tica lly , 
g ro w in g  E u ro p e a n  d e m a n d  fo r n a tu ra l g as , th e  d ep le tio n  o f  e x is tin g  N o rth  S e a  and  
R u ssia n  n a tu ra l g a s  fie ld s , a n d  d isa p p o in tin g  E u ro p e a n  sh a le  g a s  e x p lo ra tio n  a n d  
d e v e lo p m en t re su lts  c o u ld  a c t as a  s tro n g  in c e n tiv e  to  d e v e lo p  R u ss ia ’s A rc tic  n a tu ra l gas 
re so u rces  in  th e  W e s t S ib e ria n  B asin  a n d  E as t B a re n ts  B asin .

O th e r a sp ec ts  o f  th e  e stim a te d  A rc tic  o il an d  n a tu ra l gas  re so u rc e  b a se  a re  m o re  n e u tra l in  
cha rac te r. F o r  e xam ple , th e  fa c t th a t th e  e x p e c te d  u n d isc o v e re d  A rc tic  re so u rc e  b a se  is 
la rg e ly  c o n fin ed  to  a  fe w  sed im e n ta ry  p ro v in c e s  m ig h t b e  m o re  re f lec tiv e  o f  th e  fa c t tha t 
lit tle , i f  an y , o il a n d  n a tu ra l gas  ex p lo ra tio n  d rillin g  h a s  b e e n  co n d u c te d  in  th o se  
p ro v in c e s  w ith  lo w  re so u rc e  e stim a tes . O n  th e  o th e r h an d , i f  th e  e stim a tes  fo r  these  
u n e x p lo re d  a n d  u n d e re x p lo re d  p ro v in c e s  p ro v e  co rrec t, a n d  th e y  h a v e  lit tle  o r  n o  o il and  
n a tu ra l gas , th e n  th e  d riv e  b y  n a tio n s  to  c la im  eco n o m ic  s o v e re ig n ty  o v e r th e se  o ffsh o re  
p ro v in c e s  w o u ld  d im in ish .

T h e  b o tto m  line  fo r  A rc tic  o il and  n a tu ra l g a s  p o te n tia l is  th a t  h ig h  c osts, h ig h  risk s , and  
le n g th y  lead -tim es can  a ll se rv e  to  d e te r  th e ir  d e v e lo p m en t in  p re fe re n c e  to  th e  
d e v e lo p m en t o f  le ss  c h a lle n g in g  o il a n d  n a tu ra l gas  re so u rces  e lsew h ere  in  th e  w orld . 
A lso , th e  less  a b u n d a n t A rc tic  o il re so u rces  w ill b e  m o re  re a d ily  d e v e lo p e d  th a n  the  
A rc tic ’s n a tu ra l g a s  re so u rc e s . T hus, w h ile  th e  A rc tic  h a s  th e  p o te n tia l to  b e  a  m ore

47 Barbara Shook and Leslie Palti, “Shale Gas Developed in U.S., Canada; Yet to be Exploited 
Worldwide,” Oil Daily, April 7,2009, page 4.
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im p o rta n t so u rce  o f  g lo b al o il an d  n a tu ra l gas  p ro d u c tio n  so m e tim e  in  th e  fu tu re ; the 
tim in g  o f  a  s ig n if ic an t ex p a n s io n  in  A rc tic  p ro d u c tio n  is  d iffic u lt to  p red ict.
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A p p e n d ix  A  
W e a th e r  C o n d it io n s  a t  P r u d h o e  B a y , A la s k a

A verage
H igh

T em p e ra tu re

A verage
L ow

T e m p e ra tu re

M ean
T e m p e ra tu re

A verage
P rec ip ita tio n

R eco rd  H igh 
T e m p e ra tu re  

(Y ear)

R eco rd  Low  
T em p e ra tu re  

(Y ear)
J a n u a ry - 11°F - 23°F - 17°F 0.15 in. 35°F (1991) - 62°F (1989)
F e b ru a ry - 13°F - 26°F - 20°F 0.13 in. 39°F (1989) - 57°F (1987)
M arch - 7°F - 22°F - 15°F 0.14 in. 34°F (1998) - 54°F (1995)
A pril 7°F - 8°F - 1°F 0.10 in. 43°F (1988) - 47°F (1986)
M ay 27°F 16°F 22°F 0.08 in. 55°F (1996) - 19°F (1992)
J u n e 44°F 31°F 37°F 0.37 in. 83°F (1991) 18°F (1997)
Ju ly 54°F 37°F 46°F 0.72 in. 82°F (1994) 28°F (1996)
A ugust 51°F 36°F 44°F 0.95 in. 8 0 °F (1994) 23°F (1996)
S ep tem ber 38°F 28°F 33°F 0.65 in. 67°F (1986) 1°F (1996)
O c to b er 21 °F 10°F 15°F 0.40 in. 45°F (1991) - 30°F (1996)
N ovem ber 2°F - 10°F - 4°F 0.14 in. 39°F (1997) - 45 °F (1986)
D ecem ber - 7°F - 19°F - 13°F 0.19 in. 34°F (1998) - 47°F (1990)
T o ta l 4 .02 in.

S ource : h ttp ://w w w .w ea th e r.co m /w ea th er/w x c lim a to 1 o g v /n io n th ly /U S A K 0 1 9 7
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A p p e n d ix  B
L o c a t io n  o f  U .S . G e o lo g ic a l S u rv e y  A rc t i c  P ro v in c e s

B a se d  o n  th e  M a p s  S h o w n  in  th e  U S G S  A rc t ic  A s se s sm e n t
U S G S  P e t r o le u m  P ro v in c e  

N a m e
C o u n tr ie s  L o c a te d  N e a re s t  

T o  U S G S  P e tr o le u m  
P r o v in c e

O n s h o re /O f fs h o re

W e st S ib e ria n  B asin R u ssia O n sh o re  an d  O ffsh o re
A rc tic  A la sk a U n ite d  S tates O n sh o re  a n d  O ffsh o re
E as t B a re n ts  B asin N o rw ay , R u ss ia O ffsh o re
E as t G re e n la n d  R ift B asin s G reen lan d  (D enm ark ) M o s tly  O ffsh o re
Y e n ise y -K lia ta n g a  B asin R u ssia O n sh o re
A m e ra s ia  B asin C an ad a , U n ite d  S tates O ffsh o re
W e st G re e n la n d -E a s t C an ad a C anada, G reen lan d  

(D enm ark ) O ffsh o re
L ap tev  S ea  S h e lf R u ssia M o s tly  O ffsh o re
N o rw e g ian  M a rg in N o rw a y O ffsh o re
B a re n ts  P la tfo rm N o rw a y O ffsh o re
E u rasia  B asin N o rw ay , R u ssia O ffsh o re
N o rth  K a ra  B a sin s  a n d  
P la tfo rm s R u ssia O ffsh o re
T im a n -P ec h o ra  B asin R u ssia M o s tly  O n sh o re
N o rth  G re e n la n d  S h eared  
M a rg in G re e n la n d  (D en m ark ) O ffsh o re
L o m o n o so v -M a k a ro v C an ad a , G reen lan d  

(D en m ark ), R u ssia O ffsh o re
S v erd ru p  B asin C an ad a O n sh o re  an d  O ffsh o re
L en a -A n a b ar B asin R u ssia O n sh o re
N o rth  C h u k ch i-W ran g e l 
F o re la n d  B a sin R u ssia , U n ite d  S tates O ffsh o re
V ilk itsk ii B asin R u ssia O ffsh o re
N o rth w e s t L ap tev  S e a  S h e lf R u ssia O ffsh o re
L en a -V ily u i B a sin R u ssia O n sh o re
Z y ry a n k a  B asin R u ssia O n sh o re
E as t S ibe rian  S e a  B a sin R u ssia O ffsh o re
H o p e  B asin R u ssia , U n ite d  S tates O ffsh o re
N o rth w e s t C a n ad ian  In terio r 
B asin s C anada O n sh o re
Note: The designation o f the closest country or countries does not imply territorial or economic sovereignty 
by these countries over the petroleum province associated with them. Source: Op.cit. USGS, “Circum- 
Arctic Resource Appraisal: Estimates o f Undiscovered Oil and Gas North o f the Arctic Circle”
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A p p e n d ix  C
S h e ll  O il  O f f s h o re  N o r th  A la s k a  L e a s e  P u rc h a s e s

M M S  L e a s e  S a le  
N u m b e r

D a te  o f  M M S  
L e a s e  S a le

O ff s h o re  R e g io n V a lu e  o f  W in n in g  
B id s  

(m illio n  d o ll a r s )
195 M a rc h  30 , 2005 B e au fo rt S ea $44 .4
202 A pril 18, 2007 B e au fo rt S e a $39.3
193 F e b ru a ry  7 ,2 0 0 8 C h u k c h i S ea $ 2 ,11 7 .8

T o ta l  B o n u s  B id s $ 2 ,20 1 .5
Source: U.S. Minerals Management Alaska leasing website at http://www.mms.gov/ld/AKsales.htm

18

http://www.mms.gov/ld/AKsales.htm


o

VebWc

Institute of Social and Economic Research 
_ Univcrsl

WebWotes
University of Alaska Anchorage

Maximum Sustainable Yield: 
FY 2014 Update

b y  S c o t t  G o ld s m ith  
 W e b  N o te  N o . 14 • J a n u a r y  20 1 3

In  f isc a l y e a r 2 0 1 4 , A la s k a ’s  s ta te  g o v e rn m e n t can  a ffo rd  to  sp e n d  a b o u t $5 .5  b ill io n . T h a t’s a n  e stim a te  
o f  th e  le v e l o f  U n re s tric ted  G e n e ra l F u n d  sp en d in g  th e  s ta te  can  su sta in  o v e r th e  lo n g  ru n , b a sed  o n  the 
c u rren t pe tro le u m  n e s t e g g  o f  a b o u t $ 1 4 9  b ill io n — a c o m b in a tio n  o f  s ta te  f in an c ia l a sse ts  (the  P e rm an en t 
F u n d  an d  c a sh  rese rv es) a n d  th e  v a lu e  o f  p e tro le u m  s till in  th e  g ro u n d .
T h e  s iz e  o f  th a t n e s t eg g  flu c tu a te s , d e p e n d in g  o n  th e  s ta te ’s fo re ca s t o f  p e tro le u m  re v e n u e s , e a rn in g s  on  
in v e s tm e n ts , an d  o th e r  fa c to rs . T h is  W e b  N o te  p re se n ts  th e  la te s t in  a  serie s  o f  e stim a te s  o f  the  
m a x im u m  a m o u n t th e  s ta te  can  sp en d  an d  s till s tay  on  a 
su sta in ab le  b u d g e t pa th .
R ig h t n o w , th e  s ta te  is on  a  p a th  it  c a n ’t  su sta in . G ro w in g  
sp e n d in g  and  fa llin g  re v e n u e s  a re  c re a tin g  a  w id en in g  
f isca l g a p . In  its  10 -y ea r f isca l p la n , th e  s ta te  O ff ic e  o f  
M an ag em e n t and  B u d g e t (O M B ) p ro jec ts  th a t sp end ing  
th e  c a sh  re se rv e s  m ig h t fill th is  g a p  u n til 2 0 2 3 , as th e  
a d ja c e n t f ig u re  show s'. B u t w h a t h ap p e n s  a fte r  2 0 2 3 ?
R e aso n a b le  a ssu m p tio n s  a b o u t p o te n tia l n e w  re v e n u e  
so u rces  su g g e st w e  d o  n o t h a v e  en o u g h  c a sh  in  re se rv es  
to  a v o id  a  sev ere  f isca l c ru n c h  
so o n  a fte r  2 0 2 3 , and  w ith  tha t 
f isca l c r is is  w ill c o m e  an  
eco n o m ic  c ra sh . T h e  f ig u re  o n  
th e  r ig h t sh o w s th e  g ro w in g  
G e n e ra l F u n d  fisc a l g a p — e v en  
assu m in g  n e w  re v e n u e s  from  
n a tu ra l g a s  p ro d u c tio n  and  
m o re  o il p ro d u c tio n — if  
sp en d in g  in c reases  a t a  ra te  o f  
4 .5 %  an n u a lly .
W h a t c a n  th e  s ta te  d o  to  a v o id

A L A S K A  1 0 - Y E A R  F I S C A L  P L A N

$1 5

$1 0

1 = 3  CASH RESERVE 

■ w  NEW OILJJ.y J 1 = 3 DOR OIL REVENUES

$ 5 'I O N O N  OIL 

— G F SPENDING: 4 .5 %

3 15 17 19 21 23

SAVINGS TARGET

a  m a jo r f isca l a n d  e c o n o m ic  c ris is ?  T he  a n sw er is  to  sav e  m o re  a n d  re s tr ic t th e  ra te  o f  sp e n d in g  g ro w th . 
A ll rev en u es  a b o v e  th e  su sta in ab le  spend ing  level o f  $5 .5  b ill io n — in c lu d in g  P e rm an en t F u n d  in c o m e , 
e x c e p t th e  sh a re  th a t fu n d s  th e  d iv id e n d — w o u ld  b e  c h an n e led  
in to  sav in g s .
I f  A la sk a  h a d  $1 1 7  b ill io n  in  c a sh  re se rv e s  a n d  the  P e rm an en t 
F u n d  b y  2 0 2 3 , th e  s ta te  w o u ld  b e  o n  th e  p a th  to  su sta in ab le  
sp e n d in g  fa r  in to  th e  fu tu re . B u t as th e  ad ja c e n t f ig u re  sh o w s, 
th a t’s tw ic e  w h a t th e  s ta te  h a s  in  f in an cia l a sse ts  to d a y . S o  th e  
s ta te  needs to  sh a rp ly  s tep  u p  its  sav in g s  ra te , s ta rtin g  n o w .

T h is  re se a rc h  is p a r t  o f  IS E R ’s  Investing fo r  A laska’s Future  
re se a rc h  in itia tiv e , fu n d ed  b y  a  g ra n t f ro m  N o rth rim  B an k .

Northrim Bank
Page 1 of 14
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T h e  g rap h s  b e lo w  show  ad d itio n a l e v id e n c e  o f  w h y  th e  s ta te  n e e d s  to  sav e  m o re  a n d  re s tr ic t sp en d in g . 
N e w  b ro ad -b a se d  in c o m e  a n d  sales  tax es  (p u rp le ) w o u ld  p o s tp o n e  b u t n o t e lim in a te  th e  f isca l c ru n ch .

Institute of Social and Economic Research

C = C A S H  RESERVE

E = J N E W T A X E S

1 = 3  NAT URAL GAS

d H U N E W O I L

t = J D O R 0 1 L  REVENUES

D N O N O I L

■— GF SPENDING: 4.5%

E v en  u s in g  th e  e n tire  P e rm a n e n t F u n d  w o u ld  n o t a v o id  th e  c ru n c h , w ith  th e  fu n d  (b ro w n ) ru n n in g  ou t 
soon  a fte r  2 0 3 8 .

A lte rn a tiv e ly , h o ld in g  g ro w th  o f  the  b u d g e t to  th e  ra te  o f  in f la tio n  w o u ld  red u ce  th e  s ize  o f  th e  c ru n c h  
w h en  it  a rr iv e d , b u t p o s tp o n e  it  fo r  o n ly  5 y ears .8
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In s t it u t e  o f  S o c ia l  a n d  E c o n o m ic  R e s e a r c h  

What is Maximum Sustainable Yield (MSY)?
M a x im u m  su sta in ab le  y ie ld  is  th e  a m o u n t th e  s ta te  c a n  sp e n d  e ach  y e a r  fro m  its  p e tro le u m  en d o w m e n t, 
o r  n e s t e g g , a n d  still su sta in  th e  v a lu e  o f  th a t n e s t eg g  fo r  fu tu re  g en e ra tio n s . T h e  n e s t e g g  is  a  
co m b in atio n  o f  th e  s ta te ’s f in an cia l a sse ts  and  th e  e s tim a te d  v a lu e  o f  p e tro le u m  s till in  th e  g ro u n d . T h e  
am o u n t th e  s ta te  c a n  safe ly  sp e n d  each  y e a r  d ep e n d s  o n  th e  s ize  o f  th e  n e s t e g g , th e  re tu rn  it  can  ach iev e  
th ro u g h  p ru d en t m a n a g e m e n t o f  th a t n e s t e g g , a n d  th e  tim e  o v e r w h ic h  i t  w ill n eed  th e  n e s t e g g  to  
su sta in  p u b lic  sp en d in g .
T h e  ta b le  b e lo w  sh o w s th a t i f  th e  p e tro le u m  n e s t e g g  h a s  a  v a lu e  o f  $1 4 9  b ill io n , i f  i t  c a n  b e  m a n a g e d  to  
gen e ra te  a  5%  re tu rn  (n e t o f  in fla tio n ) , and  i f  it  is to  in c re a se  o v e r tim e  to  acco u n t fo r  p o p u la tio n  g ro w th , 
th e  m ax im u m  su sta in ab le  y ie ld  w o u ld  b e  $ 5 .95  b illion .

M A X IM U M  S U S T A IN A B L E  Y IE L D  C A L C U L A T IO N  F O R  F Y  2 0 1 4
T O T A L  N E S T  E G G  ( B i l l io n ) $ 1 48 .7

F in a n c ia l A sse ts $ 60
P e tro le u m  in  th e  G ro u n d $88 .7

R a te  o f  E a rn in g s  (n e t o f  in fla tion ) 5%
D ra w  R a te  (E arn in g s  n e t p o p u la tio n  g ro w th ) 4%
M S Y  F Y 2 0 1 4  (B illio n ) $5 .95

C u rren tly , sp en d in g  fro m  th e  pe tro le u m  n e s t e g g  g o e s  to  th e  G e n e ra l F u n d  an d  th e  P e rm a n e n t F u nd  
d iv id en d . C o n s tra in e d  to  n o  m o re  th an  the  m a x im u m  su sta in ab le  y ie ld  o f  $ 5 .95  b ill io n , th e  sp lit w ou ld  
b e  $ 4 .99  b ill io n  to  th e  G e n e ra l F u n d  a n d  $ .9 6  b ill io n  to  th e  d iv id en d  (b a se d  o n  th e  c u rren t fo rm u la  fo r  
d e te rm in in g  d iv id en d s). In c lu d in g  th e  $ .5 4 0  b ill io n  o f  n o n -p e tro le u m  rev en u es  in  th e  G e n e ra l F u n d , the 
m a x im u m  su sta in ab le  y ie ld  fo r  th e  G e n e ra l F u n d  w o u ld  b e  $ 5 .53  b illion .

G E N E R A L  F U N D  M A X IM U M  S U S T A IN A B L E  Y IE L D  S P E N D IN G  F O R  F Y 2 0 1 4
1 M S Y  F Y 2 0 1 4  (B illio n ) (2+ 3) $ 5 .95
2 PF D $ .9 6
3 G F $ 4 .9 9
4 N o n  pe tro le u m  rev en u es $ .5 4
5 G E N E R A L  F U N D  M S Y  F Y 2 0 1 4  (B illio n ) (3+ 4) $ 5 .5 3

T h e  d if fe re n c e  b e tw e e n  th e  a c tu a l G e n e ra l F u n d  a p p ro p ria tio n  a n d  th e  m a x im u m  su sta in ab le  y ie ld  is  the 
“ fisca l b u rd en ”  p a s se d  to  a  fu tu re  g en e ra tio n  o f  A lask an s. I t  is  th e  a m o u n t fu tu re  g en e ra tio n s  w ill p a y  to  
c o v e r c u rren t sp e n d in g  a b o v e  th e  su sta in ab le  le v e l. T h e  “n e s t e g g  de fic it”  is  a m o u n t th e  nest e g g  fa lls  
sh o rt o f  b e in g  a b le  to  su p p o rt a  su sta in ab le  sp en d in g  p a th .
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F o r e x a m p le , a s  sh o w n  b e lo w , i f  F Y  2 0 1 4  G e n e ra l F u n d  sp e n d in g  w e re  to  b e  $7  b ill io n , th e  fisca l 
b u rd en  on  fu tu re  g e n e ra tio n s  w o u ld  b e  $1 .5  b ill io n . F u rth e rm o re , i t  w o u ld  ta k e  a n  a d d itio n a l $37 .5  
b ill io n  in  th e  p e tro le u m  n e s t e g g  fo r  th a t le v e l o f  sp en d in g  to  b e  su sta in ab le .

F I S C A L  B U R D E N  A N D  N E S T  E G G  D E F I C I T  A T  D IF F E R E N T  G F  S P E N D IN G  L E V E L S

Institute of Social and Economic Research

F Y 2 014  G F  S p en d in g  (B illion ) $6 $6 .5 $7 .0 $7.5 $8 .0
F isca l B u rd e n  (B illion ) $.5 $1 .0 $1 .5 $2 .0 $2 .5
N e st E gg  D e fic it (B illion ) $12.5 $25 $37 .5 $ 50 $62.5
Fiscal Burden and Nest Egg Deficit assume future budget growth constrained to be the 
combined rate of inflation and population increase.

In  co n tras t to  b u s in e ss-as -u su a l, th e re  is  n o  f isc a l c l i f f  a sso c ia te d  w ith  th e  m a x im u m  su sta in ab le  y ie ld  
s tra te g y . E n h a n ce d  f in an cia l re so u rc e s , co m b in ed  w ith  n e w  re v e n u e s  fro m  lo n g -te rm  p e tro le u m  
d e v e lo p m en ts , w o u ld  b e  su ffic ien t to  c o v e r G e n e ra l F u n d  sp en d in g  g ro w in g  w ith  po p u la tio n .

M A X IM U M  S U S T A IN A B L E  Y IE L D : G E N E R A L  F U N D  S P E N D IN G  (B IL L IO N  $)

13 15 17 19 21 23 25 27 29 31 33 35 37

CASH RESERVE iNATURALGAS NEW OIL
iDOROIL REVENUES NON OIL IF SPENDING:MSY

T h e  p e tro le u m  n e s t e g g  w o u ld  a lso  in c re a se  a t  th e  c o m b in ed  ra te  o f  in f la tio n  a n d  p o p u la tio n . O v e r tim e, 
th e  d ec lin in g  v a lu e  o f  o il a n d  gas  in  th e  g ro u n d  w o u ld  b e  re p la c e d  b y  th e  g ro w in g  v a lu e  o f  f in an cia l 
a sse ts .

M A X IM U M  S U S T A IN A B L E  Y IE L D : C O M P O S I T I O N  O F  T H E  N E S T  E G G  (B IL L IO N  $)
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O n  th is  su sta in ab le  p a th  th e  co m b in ed  e a rn in g s  o f  a ll the  fin an cia l a sse ts  (so lid  b lack  lin e ) w o u ld  
in it ia lly  a ll b e  re in v e s te d , e x c e p t th e  a m o u n t set a s id e  to  p a y  th e  P e rm a n e n t F u n d  d iv id e n d , w h ic h  w ou ld  
in c re a se  w ith  in f la tio n  a n d  p o p u la tio n  (o ran g e)* . T h e  fin an c ia l a sse ts  w o u ld  g ra d u a lly  b e c o m e  th e  m o s t 
im p o rta n t so u rc e  o f  re v e n u e s  fo r  th e  G e n e ra l F u n d  (re d )lv. R e ta in e d  e a rn in g s  (lig h t b lu e ) w o u ld  o ffse t 
in f la tio n  a n d  p o p u la tio n  g ro w th .

Institute of Social and Economic Research

M A X IM U M  S U S T A IN A B L E  Y IE L D : U S E  O F  F IN A N C IA L  E A R N IN G S  (B IL L IO N  $)

F in a n c ia l ac co u n t d e p o s its  w o u ld  tran sfo rm  d ep le tin g  p e tro le u m  re v e n u e s  in to  a  su sta in ab le  a sse t. 

M A X IM U M  S U S T A IN A B L E  Y IE L D : D E P O S IT S  IN  F IN A N C IA L  A C C O U N T S  (B IL L IO N  $)

$ 3 1— 1— 1— 1— — — —

-------------------------------------------  □  PERMANENT

1 3  1 5  1 7  1 9  2 1  2 3  25 2 7  2 9  3 1  3 3  3 5  3 7

What’s In the Nest Egg?
T h e  n e s t eg g  c o n s is ts  o f  f in an cia l a sse ts  accu m u la te d  fro m  p a s t sav in g  o f  p e tro le u m  re v e n u e s  as w ell as 
th e  c u rren t v a lu e  o f  th e  e s tim a te d  re v e n u e s  fro m  fu tu re  p e tro le u m  p ro d u c tio n .
T h e  c u rren t v a lu e  o f  f in an cia l a sse ts  is  e asily  e s tim a te d  a t a b o u t $ 6 0  b ill io n , m o stly  in  the  P erm an en t 
F u n d , a n d  in  c a sh  re s e rv e s — th e  C o n s titu tio n a l B u d g e t R e se rv e  a n d  th e  S ta tu to ry  B u d g e t R ese rv e .
T h e  v a lu e  o f  re v e n u e s  fro m  fu tu re  p ro d u c tio n  is  $ 8 8 .7  b ill io n . W e  d e te rm in e  th is  v a lu e  b y  e stim a tin g  
fu tu re  tax es  a n d  ro y a ltie s  fo r  5 0  y e a rs , a ssu m in g  th e  c u rren t f isca l s tru c tu re  a n d  e n e rg y  p rice s  as w e ll as 
re a so n a b le  e s tim a te s  o f  eco n o m ic a lly  re c o v e ra b le  re se rv e s , b o th  k n o w n  a n d  u n k n o w n . W e  c o n v e rt 
th ese  re v e n u e  f lo w s  to  th e ir  ne t p re se n t v a lu e  a t a  d isc o u n t ra te  eq u a l to  th e  ra te  o f  re tu rn  o n  fin an cia l 
in v e s tm e n ts . (T h is  m e th o d  is s im ila r  to  m o n e tiz in g  th e  flo w  o f  re v e n u e s  th a t a sse ts  c a n  p ro d u c e  b y  
c a lc u la tin g  th e ir  n e t p re se n t va lu e .)
T h e  v a lu e  o f  re v e n u e s  fro m  fu tu re  p ro d u c tio n  is  b ro k en  in to  th ree  c a te g o rie s — o il in  k n o w n  fie ld s , 
u n c o n v e n tio n a l a n d  n e w  o il , and  n a tu ra l gas .
T h e  v a lu es  fo r  th e se  ca te g o rie s  a re  m o d es t fo r  th ree  re a so n s . F u tu re  p ro d u c tio n  is  l ik e ly  to  b e  m o re  
c o s tly  th an  c u rre n t p ro d u c tio n  o n  s ta te  la n d s , a n d  p ro d u c tio n  o n  fe d e ra l lands g e n e ra te s  n o  ro y a ltie s  
d irec tly  fo r  th e  s ta te  a n d  is  e x e m p t fro m  so m e  s ta te  taxes . T h e re fo re , th e  re v e n u e  “ take”  p e r b a rre l w ill
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b e  lo w e r th an  th a t o n  c u rren t p ro d u c tio n . F in a lly , th e  d isc o u n tin g  o f  re v e n u e s  th a t w ill n o t b e  re c e iv e d  
fo r  m a n y  y e a rs  re d u c e s  th e ir  v a lu e  to d ay .

N E T  P R E S E N T  V A L U E : F U T U R E  P E T R O L E U M  R E V E N U E S ,
5 0 -Y E A R  T IM E  H O R IZ O N  (B IL L IO N  $)

Institute of Social and Economic Research

T O T A L $8 8 .7
O IL  IN  K N O W N  F IE LD S $67.1

2014-2022 $43.1
2023-2063 $24.0

u n c o n v e n t i o n a l  a n d  n e w  o i l $9.9

Conventional from New Fields in Central North Slope $4.8
Shale Oil $1.7
Viscous and Heavy Oil $1.7
OCS $1.7
ANWR 0
NPRA 0

N A T U R A L  G A S $11.7

O il  in  K n o w n  F ie ld s  is  e s tim a te d  th ro u g h  2 0 2 2  fro m  th e  a n n u a l fo re ca s t o f  th e  A la sk a  D ep a rtm en t o f  
R e v e n u e . T h is  is  a lm o s t e n tire ly  co n v e n tio n a l o il o n  s ta te  la n d s , b u t a lso  in c lu d e s  sm a ll a m o u n ts  o f  
p ro d u c tio n  o n  fe d e ra l la n d s  (O C S  a n d  N P R A ) a n d  p riv a te  la n d s , a s  w e ll a s  so m e  u n c o n v e n tio n a l o il 
(v isc o u s  o il) . A fte r  2 0 2 2 , w e  p ro je c t p ro d u c tio n  to  de c lin e  a t 5%  an n u a lly  an d  re v e n u e  p e r b a rre l to  
in c re a se  a t 1% — a b o u t h a lf  th e  ra te  o f  in f la tio n  (2 .5% ). B a se d  on  th e se  assu m p tio n s , th e  5 0 -y ea r 
c u m u la tiv e  re v e n u e s  w o u ld  b e  $168  b ill io n  (n e t p resen t v a lu e  o f  $67 .1  b ill io n ), g en e ra te d  fro m  
p ro d u c tio n  o f  3 .5  b ill io n  b a rre ls  o f  o il.

DOR Projected ANS West Coast 
Price ($ per barrel)

$20-----------------------------$- -I -------- ---- ----------
2010 2012 2014 2016 2018 2020 2022
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D O R P r o je c t e d  O il R e v e n u e s  

(M il lio n  $  N o m in a l)

<10*000

T:'

$ 4 0 0 0

$2 ,000 -

$-

10 20 30  2040 50  2C160

U n c o n v e n tio n a l  a n d  N e w  O il  is  d iv id ed  in to  s ix  c a te g o rie s , w ith  re v e n u e s  in  e a c h  b a sed  on  p ro d u c tio n  
a n d  p e r  b a rre l re v e n u e — o r  “ ta k e ” — assu m p tio n s  su m m a rize d  be low .

OCS

V iscous 

&  H eavy 

Oil

ANWR NPRA S h a le  Oil

N ew  C e n tral 

NS

C o n v e n tio n a l

START OF PRODUCTION 2 0 2 6 2 0 1 8 2 2 0 0 2 2 0 0 2 0 1 6 2 0 2 2

PEAK PRODUCTION IN BPD ( 0 0 0 ) 4 0 0 5 0 5 0 0 0 5 0 1 0 0

ANNUALDECUNERATE 4 .0 % 3 .0 % 5 .0 % 5 .0 % 5 .0 % 6 .0 %

REVENUE PER BARREL IN 2 0 1 3 $  2 $  1 0 $  2 5 $  3 0 $  1 0 $  2 0

REVENUE PER BARREL GROWTH RATE (N o m in a l) 2 .0 % 2 .0 % 2 .0 % 2 .0 % 2 .0 % 2 .0 %

E stim a te d  re v e n u e s  a ssu m e  n o  p ro d u c tio n  fro m  A N W R . O C S  re v e n u e s  ex c lu d e  ro y a ltie s  and  
p ro d u c tio n  ta x e s . A n d  a lth o u g h  th e re  is  n o  p ro d u c tio n  sep ara te ly  in d ica te d  fo r  N P R A , th e re  is N P R A  
p ro d u c tio n , as w e ll a s  a  sm all a m o u n t o f  v isco u s  o il p ro d u c tio n , b u ilt in to  th e  D O R  fo re ca s t. T h ese  
a ssu m p tio n s  p ro d u c e  an  e s tim a te  o f  $ 5 2  b ill io n  in  re v e n u e s  o v e r th e  n e x t 50  y e a rs  (n e t p re se n t v a lu e  o f  
$ 9 .9  b ill io n ), b a se d  o n  p ro d u c tio n —b o th  on  an d  o ffsh o re — o f  5 .2  b ill io n  b a rre ls  o f  o il.

V iscous N ew  C e n tra l

OCS &  H eav y  ANWR NPRA S h a le  Oil NS TOTAL

Oil C o n v e n tio n a l

REVENUES FOR 5 0  YEARS (B illion  $ ) $  1 2 ,4 $  8 . 7  $  - $ $  6 .5 $  2 4 .8 $  5 2 .3

PRODUCTION FOR 5 0  YEARS (Billion B a rre ls ) 3 .4 8 0 .5 3 0 .4 3 0 .7 7 5 .2 1
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Projected Unconventional /  New Field 
Oil Production (000 bpd)

■ NPRA

Projected Unconventional /  New Field 
O il Revenues (Nom inal M illio n  $)$2,000 

$ 1 , 8 0 0  

$ 1 , 6 0 0  

$ 1 , 4 0 0  $1,200 $1,000 
$ 8 0 0  

$ 6 0 0  

$ 4 0 0  

$200 
$0

2 0 1 4  2 0 2 4  2 0 3 4  2 0 4 4  2 0 5 4

Projected Unconventional /  New Field 
Revenues 

(Net Present Value in 2014 (M illion  $)

Projected Unconventional /  New Field 
Oil Revenue per Barrel
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N a tu r a l  G a s  is  a ssu m ed  to  b e  m o n e tize d  th ro u g h  a  p ip e lin e  to  tid e w a te r, e x p o rtin g  3 .5  b c f  p e r  d ay  
s ta rtin g  in  2 0 2 3 . B e ca u se  o f  th e  h ig h  c o s t o f  ge ttin g  th e  g a s  to  m a rk e t, th e  n e tb ack  v a lu e  o n  th e  N orth  
S lo p e — w h ic h  is  the  b a s is  fo r  tax es  an d  ro y a l tie s — is  sm a ll. S o  th e  “ ta k e ” a t s ta rt-u p  is  a b o u t $ 1 .25  p e r 
m c f. T h e  n e t p re se n t v a lu e  o f  th a t g a s  p ro d u c tio n  o v e r th e  5 0 -y ea r p e rio d  is  e s tim a te d  a t $ 1 1 .7  b ill io n .

Institute of Social and Economic Research

P r o j e c t e d  N a t u r a l  G a s  R e v e n u e

Projected Natura l Gas Revenues 
____  (M i lion  $)

'

$ 3 0 0 0

$ 1 5 0 0

$ 1 0 0 0 r
$ 5 00

$-  ■ 

2 ( 1 4  2 0 2 4  2C34 2C144 2 5 4  2 >64

P r o j e c t e d  N a t u r a l  G a s  R e v e n u e s  

( N e t  P r e s e n t  V a lu e  in  2 0 1 4  ( M il l io n  $ )
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Tracking Maximum Sustainable Yield (MSY)
T h e  e s tim a te d  s ize  o f  th e  n e s t e g g  has  f lu c tu a te d  o v e r tim e , b u t i t  h as  s ta y e d  in  a  ra n g e  b e tw e e n  $1 2 6  
an d  $1 6 0  b ill io n . C o n se q u e n tly , th e  G e n e ra l F u n d  M S Y  has  v a ried  b e tw e e n  $5  b ill io n  and  $ 6 .4  b ill io n . 
P a rt o f  the  re a so n  fo r  th e  u p w a rd  re v is io n  in  th e  s ize  o f  th e  n e s t e g g  du rin g  F Y  2 0 1 2 , fro m  $1 2 6  b ill io n  
to  $155  b ill io n , w as  th e  s tro n g  re c o v e ry  in  v a lu e  o f  th e  P e rm a n e n t F u n d  a fte r  th e  f in an c ia l c ra sh . T h is  
in v e s tm e n t p e rfo rm a n c e  is  n o t lik e ly  to  b e  d u p lica te d  in  fu tu re  y ea rs .

C alcu lation
Y ear

N est Egg G e n e ra l F u n d
Fiscal

B u rd en SourceTotal Financial
Assets

Petroleum  in 
the Ground M SY Actual

Spend
FY2012 $126 $45 $81 $5.0 $7.0 $2.0 Feb 2011, WebNote 7 & 

May 2011, WebNote 8
FY2012 $155 $55 $100 $6.2 $7.0 $.8 March 2012, WebNote 10
FY2013 $160 $60 $100 $6.4 $7.6 $1.2 August 2012, WebNote 13
FY2014 $149 $60 $89 $5.5 ? ? Jan. 2013, WebNote 14

In  b o th  F Y  20 1 2  an d  F Y  2 0 1 3 , a c tu a l sp en d in g  ex c e ed e d  th e  M S Y , c re a tin g  a  f isc a l b u rd en  fo r  fu tu re  
g en e ra tio n s. T h e  n e s t e g g  e s tim a te  fo r  F Y  2 0 1 4  is  $11 b illio n  lo w e r th a n  la s t y e a r’s e s t im a te , m o stly  
b e c a u se  th e  A la sk a  D ep a rtm en t o f  R e v e n u e ’s fo re ca s t o f  p e tro le u m  re v e n u e s  b e tw e e n  F Y  2 0 1 4  an d  F Y  
2 0 2 2  is  $8  b ill io n  lo w e r th an  it  w a s  la s t y e a r. T h e  v a lu e  o f  f in an cia l a sse ts  is  the  sam e  in  F Y  20 1 4  a s  in  
F Y  2 0 1 3 , p a rtly  b e c a u se  o f  th e  $ 1 .2  b ill io n  f isc a l b u rd en  p a sse d  fo rw a rd  fro m  th e  p re v io u s  y e a r. T h e  
G e n e ra l F u n d  M S Y  has  a lso  fa lle n  b e c a u se  th e  e x p e c te d  P e rm a n e n t F u n d  d iv id en d  a m o u n t has 
in c reased .

Sensitivity of Estimates
O p in io n s  w ill d if fe r  a b o u t th e  v a lu e  o f  th e  p e tro le u m  n e s t e g g , b a se d  o n  d if fe re n t a ssu m p tio n s  a b o u t 
fu tu re  e n e rg y  p r ic e s , p ro d u c tio n , a n d  g o v e rn m e n t p o lic ies . D iffe re n t a ssu m p tio n s  a b o u t re tu rn  on  
in v e s tm e n t a n d  the  g ro w th  ra te  o f  sp en d in g  a lso  w ill in flu e n c e  th e  s iz e  o f  th e  M S Y .
A  pa rtia l se t o f  p o ss ib le  scen ario s  g en e ra te s  a  ra n g e  o f  n e s t e g g  v a lu e s  fro m  $145  to  $195  b i ll io n — 
sh o w n  in  th e  h ig h er a n d  lo w e r sce n a rio  tab les  b e lo w — a lth o u g h  th e  v a lu e  c o u ld  fa ll o u ts id e  th a t ran g e . 
C o m b in in g  d if fe re n t a ssu m p tio n s  a b o u t re tu rn  on  in v e s tm e n t a n d  ra te  o f  g ro w th  o f  th e  b u d g e t re su lts  in  
a  G e n e ra l F u n d  M S Y  th a t ra n g e s  b e tw e e n  $2 .5  b ill io n  a n d  $7 .4  b ill io n . A lth o u g h  th a t ra n g e  is  q u ite  
w id e , th e  ac tua l G e n e ra l F u n d  b u d g e t o f  $ 7 .6  b ill io n  in  F Y  20 1 3  w o u ld  h a v e  b e e n  n o n -su s ta in a b le  u n d e r 
a n y  o f  th ese  scen ario s.

H IG H E R  S C E N A R IO S N E S T  E G G G F  M S Y  F Y 2 0 1 4
A N W R  @ 5 00  T h o u san d  B a rre ls  p e r D ay $175 $7 .0
A N W R  +  O C S  @ 5 00  T h o u san d  B a rre ls  p e r  D ay  
w ith  S h ared  R o y a ltie s

$182 $6 .8

D o u b le  E s tim a te  o f  P o st 2 0 2 2  R evenues $195 $7 .4
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L O W E R  S C E N A R IO S N E S T  E G G G F  M S Y  F Y 2 0 I4
L o w e r In v es tm e n t R e tu rn  (4% ) $160 $4 .4
L o w e r In v es tm e n t R e tu rn  (4 % ) +  N o  G as  R e v en u e $1 45 .2 $3 .9
L o w e r In v es tm e n t R e tu rn  (4 % ) +  N o  G a s  R e v e n u e  +  
G e n e ra l F u n d  G ro w th  1%  R eal P e r  C a p ita  (4% )

$1 45 .2 $2 .5

Other Forms of Petroleum Wealth
T h e  s ta te  has  p u t  $ 45  b ill io n  o f  th e  $ 1 7 0  b ill io n  o f  p e tro le u m  re v e n u e s  co lle c te d  th ro u g h  F Y  2 0 1 2  in to  
fin an c ia l a sse ts  th a t to d a y  h a v e  a  v a lu e  o f  $ 6 0  b illion .
T h e  s ta te  has  sp e n t m u ch  o f  th e  re s t to  e n h a n c e  th e  w e ll-b e in g  o f  A la sk a n s  th ro u g h  in v e s tm e n ts  in  
p h y s ic a l c a p ita l lik e  ro a d s , h a rb o rs , an d  u til ity  sy stem s, a n d  in  hum an  c a p ita l th ro u g h  sp e n d in g  o n  health  
c a re , e d u c a tio n , an d  o th e r  se rv ic e s . E stim a te s  o f  th e  v a lu e  o f  th o se  in v e s tm e n ts  a re  n o t a v a ila b le , bu t 
th ey  c e rta in ly  en h a n c e  th e  s ize  o f  th e  p e tro le u m  n e s t eg g .
A n d  a lth o u g h  th e  v a lu e  o f  th o se  in v e s tm e n ts  has  n o t b e e n  q u a n tif ie d , th e  M S Y  f isc a l s tra te g y  d oes  no t 
ig n o re  them : th e  su sta in ab le  flow  o f  e a rn in g s  fro m  th e  f in an c ia l n e s t e g g  p ro v id e s  th e  s ta te  w ith  th e  
fu n d in g  to  co n tin u e  to  in v e s t in  th e  w e ll-b e in g  o f  b o th  p re se n t a n d  fu tu re  g e n e ra tio n s  o f  A laskans.
T h e  s tra te g y  a lso  p ro v id e s  a  f ra m e w o rk  fo r  d ec id in g  w h en  a n  in v es tm en t in  p h y s ic a l o r  h u m an  cap ita l 
w o u ld  p ro v id e  m o re  b e n e fit th a n  a  f in an cia l in v e s tm e n t. T h a t w o u ld  b e  the  c ase  w h e n  it  c o u ld  b e  
d em o n s tra ted  th a t th e  flo w  o f  b e n e fits  fro m  such  an  in v e s tm e n t w o u ld  ex c e ed  th e  flo w  o f  b en e fits  th a t 
w o u ld  c o m e  fro m  sp e n d in g  th e  in c o m e  fro m  th e  f in an cia l in v es tm en t.
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PETROLEUM WEALTH MANAGEMENT WORKSHEET

Billion $
s -$ 1.0 a$ (5.0) b$ 3.0 cS 1,0 S (12.0)$ (13.4) d
$ (7.8)$ (5.6)$ 3.1$ 2.6 eS 0.2 $ 0.1 $ 0.2 
$ - $ •$ (1.7) f$ (12.0)

$  (0 . 5 )

$ (0.5)$ 0.4 g$ (0.9)$ (0.1) h$ (0.8)$ (0.0) I
$  (0 .9 )

Source: Institute of Social and Economic Research, University of Alaska AnchorageAssumptions: No new taxesGrowth of General Fund spending and Permanent Fund Dividend account constrained to the combined rate of population increase and inflation All financial assets earn maximum rate of return Notes: Financial Assets valued at start of fiscal year.Fifty years of revenues from petroleum in the ground discounted to start of fiscal year.a Growth from new revenues and earningsb FY2013 GF spending higher and revenues lower than anticipated, resulting In lower surplus S 8,218 fal 2011 revenue forecast for FV2013 S7.S12 f«l 2012 revenue forecast for FY2013
S 7,042 OMB forecast for FY2013 Gf spending$2,600 final appropriations for FY2013 spendre__________c Re-assignment of some surplus to SBR from CBR d FY2013 revenues spent and DOR forecast lower e Lower DOR projection leaves more for future production f Size of pipeline reduced from 4.5 bcf to 3.5 bcf per day g Larger because of PFD formula mechanics h Reduction In GF earnings I No change in non-petroleum GF revenues

FY2013 FY 2014
PETROLEUM WEALTH Billion S Billion $i Financial Assets (2+3+4+5J $ 60.00 $ 60.002 Permanent Fund Balance $ 42.00 $ 43.003 + Constitutional Budget Reserve $ 16.00 $ 11.004 + Statutory Budget Reserve $ 2.00 s 5.005 + Other s $ 1.00
6 Petroleum In Ground (7+10tl7)-Net Present Value discounted @ 5.0% $ 100.68 $ 88.697 Conventional North Slope-State Lands $ 80.54 $ 67.118 DOR projection (thru 2022) $ 50.89 $ 43.119 DOR extended s 29.65 $ 24.0010 + Other Oil $ 6.75 $ 9.8511 Conventional $ 2.14 $ 4.7512 Viscous/Heavy Oil $ 1.56 s 1.7213 Shale Oil $ 1.57 $ 1.7214 OCS $ 1.49 $ 1.6715 ANWR $ $16 NPRA s $17 + Gas $13 $1218 = TOTAL PETROLEUM WEALTH (1+6) $ 160.7 $148.7

SUSTAINABLE DRAW RATE Annual Rate Annual Rate19 Real Rate of Return Net of Inflation 5.0% 5.0%
20 - Projected Population Growth Adjustment 1.0% 1.0%21 - Projected Real Per Capita Budget Growth Adjustment 0.0% 0.0%= SUSTAINABLE DRAW RATE (19-20-21) 4.0% 4.0%

MAXIMUM SUSTAINABLE YIELD (MSY) Billion $ Billion $
- = MAXIMUM SUSTAINABLE YIELD (18 x 22) $ 6.43 s 5.95

GENERAL FUND MSY SPENDING CAP Billion $ Billion $24 Maximum Sustainable Yield (=23) $ 6.43 s 5.9525 - Permanent Fund Dividend Distribution s 0.57 s 0.9626 = General Fund Petroleum Spending Cap (24-25) $ 5.86 $ 4.9927 - General Fund Earnings Spending (from Petroleum Wealth) $ 0.18 $ 0.0728 = GENERAL FUND CURRENT PETROLEUM REVENUE SPENDING CAP $ 5.68 s 4.9229 + General Fund Non-Petroleum Revenues (excluding GF earnings) $ 0.56 $ 0.5430 = GENERAL FUND MSY SPENDING CAP (27+28+29) $ 6.42 $ 5.53
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PETROLEUM WEALTH
l * Statutory Budget Reservei Petroleum In 6round(7t

TOTAL PETROlfUM WEAITH (1*6)

SUSTAINABLE DRAW RATE
eal late ol Return Net odnlladon

MAXIMUM SUSTAINABLE YIELD (MSY)
GENERAL FUND MSY SPENDING CAP
21 -GENERAL FUND CURRENT FtTROtiUM REVENUE SPEWMNO CAP

| 30 a GENERA! RJNP MSY SPENDING CAP (27*28*2$)

INVESTMENT■ d s b 1 GAS REVENUES “ * r

BlllonS BlllonS BlllonS Billon $ BlllonS ~5 60.00 
$ 1345SS 43.11
S 3.34 

S23

i 60.00
$ 10003 S 7337

$15

$ 6000$ 43.00
$ 8S24

S 138 
SO

$ 60.00 

SO

6000
S.0011503
1.721.67
S12

S 5.00 
i  121.70 S 43J1 S 4287
S 1.72

$ 160.0 | 9 195.2 | S 195.3 $ 175.0 19191.7 | $ 194.5 |
Annual Rate Annual Rale Annual Rata Annual Rate Annual RatelO* 10* LCB LO* LO*

3.0X| 3.0X1 2.0X 4.0X| 4.0%| | 4.0X1
$ 4.80 | | $ 4.36 | S 2.90 $ 7.00 | $ 7.27 | S 7.78
BlllonS Billon S B«onS unions BlllonS BlllonS$ 4.80 S 3S4 ! i E S 6-87S 3.77 S 054 S 0.07

$ 4.38 S 3.93 $ 2.48 $ 6.58 $ 6.84 $ 7.36

o

1 The OMB plan includes four illustrative projections, all assuming the FY 2014 General Fund appropriation will be 
$6.5 billion—$1.1 billion below FY 2013. Three are clearly not sustainable. This graph assumes FY 2014 General 
Fund spending will be the same as last year and that revenues will equal the Alaska Department of Revenue 
projection published in December 2012.
“ This case would be sustainable with the inclusion of income and sales taxes.
“ This assumes all financial assets would be invested to generate an average over time of 5% (net of inflation).
iv Earnings to fund General Fund appropriations would come from any combination o f cash reserves and the 
Permanent Fund.
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Regime Competitiveness: Average Government Take at ̂  , 00/bbl“ E a s y  u f r  I n  t h e  L e g a c y  F i e l d s  I s  G o n e

Challenged oil remains
- Complex, high cost wells

- Smaller reserve targets

- Fault blocks, flank oil

- Satellites, viscous oil

- Most new wells produce oil 
AND water

- Facilities handling ~ three times as 
much water as oil

ConocoPhillips
Alaska

Initial Alpine Development

CIGA*VVCW&ruqvxsur 
9tee\ 
\o o o r

oC
\C\VT/A

• A billion dollars does not go as far 
as it used to...

- 2000 Alpine development -80,000 
BOPD

- 2012 CD-5 Drillsite-18,000 BOPD 
'/v $  I voxW 'cn

A ve rag e  G ove rnm en t Take o f G lo b a l F is c a l R e g im es  at $100/bbl

A lask a  H y d ro c a rb o n s F isca l S y s te m  A n aly sis l ©  P F C  E n erg y  2 0 1 3  | J a n u a r y  2 0 1 3

90% 100%

PFC Energy

A C E S  M a r g in a l  In d u s t r y  S h a r e  ConocoPS a

Government and Industry Marginal Share in Alaska

ANS West Coast Oil Price - $/bbl

S u m m a r y  ConocoP! S l

• Technology and innovation have played a key role in the 
development and increased recovery of North Slope 
legacy fields and satellites

• The legacy fields provide the resource base to continue 
development and implementation of new technology

• Application of new technologies is not inexpensive -  costs 
can be high

• Alaska’s oil tax system puts the North Slope business 
climate at a disadvantage

Based on Fall 2012 Revenue Sources Book data for FY2014 Slide 11 Slide 12



A c r o n y m s
ConocoPhillips’

Alaska

BHA = Bottom Hole Assembly

BOPD = Production rate in Barrels of oil 
per day

CTD = Coil Tubing Drilling 

DS = Drill Site

EOR = Enhanced Oil Recovery

GKA = Greater Kuparuk Area

ICD = Injector Control Device

IWAG = Immiscible Water Alternating 
Gas

KWS = Kuparuk West Sak Survey

LSEOR = Large Scale Enhanced Oil 
Recovery

MMBO = Million barrels of oil

MSTBD = Production rate in 1000’s of 
stock tank barrels of oil per day

Multi-lat = Multilateral well

MWAG = Miscible Water Alternating 
Gas

NEWS = North East West Sak

NS = North Slope

NGL = Natural Gas Liquids

Octa-lat = Octalateral well

Perm = Permeability

Quad-lat = Quadralateral well

SSEOR = Small Scale Enhanced Oil 
Recovery

STP = Seawater Treatment Plant 

WAG = Water Alternating Gas 

WK = Western Kuparuk Survey 

WNS = Western North Slope
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S h a r o n  L o n g

From: Cindy Smith
Sent: Thursday, February 21, 2013 10:39 AM
To: Sharon Long
Subject: amendment descriptions i <

A.9 Caps the gross revenue exclusion at 7 years ^

A.10 Deletes new Net Operating Loss credit provisions, leaving the current in place

A.11 provides a sunset for the provision of SB21 of December 31, 2017, with provisions to revert to current law. / .»< I'M 

A.12 replaces the provisions of SB21 with the provisions of SB50 where they are different —

A.13 adds a provision for state participation through AIDEA in oil and gas development work kcht c

A. 14 extends the well work credit currently available ii\Cook Inlet at 40% to the North Slope at 20%__ 1 y

Cindy Smith
Office of Senator Hollis French 
(907) 465-3892 
alaskasenatedems.com
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A M E N D M E N T

OFFERED IN THE SENATE BY SENATOR FRENCH
TO: SB 21

1 Page 23, line 3, following "section,":
2 Insert "for the first seven years immediately following the commencement of
3 production subject to tax under AS 43.55.011 (e),"

2 8 - G S  1 6 4 7 N A .9

B u l l o c k

2 / 1 9 / 1 3

L - 1 -
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A M E N D M E N T

OFFERED IN THE SENATE 
TO: SB 21

1 Page 10, line 19, through page 11, line 3:
2 Delete all material.
3
4 Renumber the following bill sections accordingly.
5
6 Page 11, line 29:
7 Delete "sec. 11"
8 Insert "sec. 9"
9

10 Page 13, line 15, through page 16, line 25:
11 Delete all material.
12

13 Renumber the following bill sections accordingly.
14
15 Page 18, line 14, through page 19, line 4:
16 Delete all material.
17
18 Renumber the following bill sections accordingly.
19
20 Page 23, line 15:
21 Delete "Sections 2 ,5 ,6 ,22 • 24, and 26"
22 Insert "Sections 2, 5,6,18 - 20, and 22"
23

L - 1-
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B u l l o c k

2 / 1 9 / 1 3
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2 8 - G S  1 6 4 7 \ A . 1 0

Page 23, line 17:
Delete "Sections 3 and 21"
Insert "Sections 3 and 17 of this Act"

Page 23, line 18:
Delete "Sections 7 ,1 1 ,13,14, and 25"
Insert "Sections 7,9,11,12, and 21"

Page 23, line 20:
Delete "Sections 9,10,12,15, and 20 of this Act apply" 
Insert "Section 10 of this Act applies"

Page 23, line 24:
Delete "Sections 3,7,11,13,14,17,21, and 25"
Insert "Sections 3, 7,9,11,12,14,17, and 21"

Page 23, line 31:
Delete "Sections 1,2 ,5 ,6 ,9 ,10,12,15,20,22 - 24, and 26" 
Insert "Sections 1,2,5 ,6 ,10,18 - 20, and 22"

Page 24, line 2:
Delete "sec. 30"
Insert "sec. 26"

i - 2 -
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B u l l o c k

2 / 2 0 / 1 3

A M E N D M E N T

OFFERED IN THE SENATE BY SENATOR FRENCH
TO: SB 21

Page 2, following line 7:
Insert a new bill section to read:

"* Sec. 2. AS 29.60.850(b), as amended by sec. 1 of this Act, is amended to read:
(b) Each fiscal year, the legislature may appropriate to the community revenue 

sharing fund an amount equal to 20 percent of the money received by the state 
during the previous calendar year under AS 43.55.011(g) [AS 43.20.030(c)]. The 
amount may not exceed z \  W

(1) $60,000,000; or
(2) the amount that, when added to the fund balance on June 30 of the 

previous fiscal year, equals $180,000,000."

Renumber the following bill sections accordingly.

Page 2, following line 18:
Insert a new bill section to read:

"* Sec. 4. AS 43.55.011(e), as amended by sec. 3 of this Act, is amended to read:
(e) There is levied on the producer of oil or gas a tax for all oil and gas 

produced each calendar year from each lease or property in the state, less any oil and 
gas the ownership or right to which is exempt from taxation or constitutes a 
landowner’s royalty interest Except as otherwise provided under (f), (j), (k), (o), and 
(p) of this section, the tax is equal to the sum of

calculated under AS 43.55.160(a)(1) f AS 43.55.160(a)] multiplied by 25 percent: and
(1) the annual production tax value of the taxable oil and gas as

L - 1 -
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(21 the sum, over all months of the calendar year, of the tax 
amounts determined under (a) of this section."

Renumber the following bill sections accordingly.

Page 2, following line 24:
Insert new bill sections to read:

"* Sec. 6. AS 43.55.01 l(o), as amended by sec. 5 of this Act, is amended to read:
(o) Notwithstanding other provisions of this section, for a calendar year before 

2022, the tax levied under (e) of this section for each 1,000 cubic feet of gas for gas 
produced from a lease or property outside the Cook Inlet sedimentary basin and used 
in the state [, OTHER THAN GAS SUBJECT TO (p) OF THIS SECTION,] may not 
exceed the amount of tax for each 1,000 cubic feet of gas that is determined under 
(j)(2) of this section.

* Sec. 7. AS 43.55.011 is amended by adding a new subsection to read:
(q) For each month of the calendar year for which the producer’s average 

monthly production tax value under AS 43.55.160(aX2) of a BTU equivalent barrel of 
the taxable oil and gas is more than $30, the amount of tax for purposes of (e)(2) of 
this section is determined by multiplying the monthly production tax value of the 
taxable oil and gas produced during the month by the tax rate calculated as follows:

(1) if the producer's average monthly production tax value of a BTU 
equivalent barrel of the taxable oil and gas for the month is not more than $92.50, the 
tax rate is 0.4 percent multiplied by the number that represents the difference between 
that average monthly production tax value of a BTU equivalent barrel and $30; or

(2) if the producer's average monthly production tax value of a BTU 
equivalent barrel of the taxable oil and gas for the month is more than $92.50, the tax 
rate is the sum of 25 percent and the product of 0.1 percent multiplied by the number 
that represents the difference between the average monthly production tax value of a 
BTU equivalent barrel and $92.50, except that the sum determined under this 
paragraph may not exceed 50 percent."

- 2 -
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Renumber the following bill sections accordingly.

Page 5, line 27:
Delete "sec. 4"
Insert "sec. 8"

Page 8, following line 24:
Insert a new bill section to read:

"* Sec. 10. AS 43.55.020(a), as amended by secs. 8 and 9 of this Act, is repealed and 
reenacted to read:

(a) For a calendar year, a producer subject to tax under AS 43.55.011(e), (f),
(h), (i), (p), or (q) shall pay the tax as follows:

(1) an installment payment of the estimated tax levied by 
AS 43.55.011(e), net of any tax credits applied as allowed by law, is due for each 
month of the calendar year on the last day of the following month; except as otherwise 
provided under (2) of this subsection, the amount of the installment payment is the 
sum ofthe following amounts, less 1/12 of the tax credits that are allowed by law to be 
applied against the tax levied by AS 43.55.011(e) for the calendar year, but the amount 
of the installment payment may not be less than zero:

(A) for oil and gas produced from leases or properties in the 
state outside the Cook Inlet sedimentary basin but not subject to 
AS 43.55.01 l(o) or (p), other than leases or properties subject to 
AS 43.55.011 (I), the greater of

(i) zero; or
(ii) the sum of 25 percent and the tax rate calculated for 

the month under AS 43.55.01 l(q) multiplied by the remainder obtained 
by subtracting 1/12 of the producer's adjusted lease expenditures for the 
calendar year of production under AS 43.55.165 and 43.55.170 that are 
deductible for the leases or properties under AS 43.55.160 from the 
gross value at the point of production of the oil and gas produced from 
the leases or properties during the month for which the installment

L - 3 -
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1 payment is calculated;
2 (B) for oil and gas produced from leases or properties subject
3 to AS 43.55.011 (f), the greatest of
4 (i) zero;
5 (ii) zero percent, one percent, two percent, three
6 percent, or four percent, as applicable, of the gross value at the point of
7 production of the oil and gas produced from all leases or properties
8 during the month for which the installment payment is calculated; or
9 (iii) the sum of 25 percent and the tax rate calculated for

10 the month under AS 43.55.01 l(q) multiplied by the remainder obtained
11 by subtracting 1/12 of the producer's adjusted lease expenditures for the
12 calendar year of production under AS 43.55.165 and 43.55.170 that are
13 deductible for those leases or properties under AS 43.55.160 from the
14 gross value at the point of production of the oil and gas produced from
15 those leases or properties during the month for which the installment
16 payment is calculated;
17 (C) for oil and gas produced from each lease or property
18 subject to AS 43.55.01 l(j), (k), (o), or (p), the greater of
19 (i) zero; or
20 (ii) the sum of 25 percent and the tax rate calculated for
21 the month under AS 43.55.011 (q) multiplied by the remainder obtained
22 by subtracting 1/12 of the producer’s adjusted lease expenditures for the
23 calendar year of production under AS 43.55.165 and 43.55.170 that are
24 deductible under AS 43.55.160 for oil or gas, respectively, produced
25 from the lease or property from the gross value at the point of
26 production of the oil or gas, respectively, produced from the lease or
27 property during the month for which the installment payment is
28 calculated;
29 (2) an amount calculated under (1)(C) of this subsection for oil or gas
30 produced from a lease or property
31 (A) subject to AS 43.55.01 l(j), (k), or (o) may not exceed the

i  - 4 -
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product obtained by canying out the calculation set out in AS 43.55.011 OKI) 
or (2) or 43.55.01 l(o), as applicable, for gas or set out in AS 43.55.01 l(kXl) 
or (2), as applicable, for oil, but substituting in AS 43.55.01 l(j)0XA) or (2)(A) 
or 43.55.01 l(o), as applicable, the amount of taxable gas produced during the 
month for the amount of taxable gas produced during the calendar year and 
substituting in AS 43.55.01 lQOOXA) or (2)(A), as applicable, the amount of 
taxable oil produced during the month for the amount of taxable oil produced 
during the calendar year,

(B) subject to AS 43.55.01 l(p) may not exceed four percent of 
the gross value at the point of production of the oil or gas;

(3) an installment payment of the estimated tax levied by 
AS 43.55.01 l(i) for each lease or property is due for each month of the calendar year 
on the last day of the following month; the amount of the installment payment is the 
sum of

(A) the applicable tax rate for oil provided under
AS 43.55.01 ICO* multiplied by the gross value at the point of production of the 
oil taxable under AS 43.55.01 l(i) and produced from the lease or property 
during the month; and

(B) the applicable tax rate for gas provided under
AS 43.55.01 l(i), multiplied by the gross value at the point of production of the 
gas taxable under AS 43.55.011(0 and produced from the lease or property 
during the month;

(4) any amount of tax levied by AS 43.55.011(e) or (i), net of any
credits applied as allowed by law, that exceeds the total of the amounts due as
installment payments of estimated tax is due on March 31 of the year following the 
calendar year of production."

Renumber the following bill sections accordingly.

Page 9, following line 11:
Insert a new bill section to read:

L - 5 -
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"* Sec. 12. AS 43.55.020(d), as amended by sec. 11 of this Act, is amended to read:
(d) In making settlement with the royalty owner for oil and gas that is taxable 

under AS 43.55.011, the producer may deduct the amount of the tax paid on taxable 
royalty oil and gas, or may deduct taxable royalty oil or gas equivalent in value at the 
time the tax becomes due to the amount of the tax paid. If the total deductions of 
installment payments of estimated tax for a calendar year exceed the actual tax for that 
calendar year, the producer shall, before April 1 of the following year, refund the 
excess to the royalty owner. Unless otherwise agreed between the producer and the 
royalty owner, the amount of the tax paid under AS 43.55.01He), ffl. and (q) 
[AS 43.55.011(e)] on taxable royalty oil and gas for a calendar year, other than oil and 
gas the ownership or right to which constitutes a landowner's royalty interest, is 
considered to be the gross value at the point of production of the taxable royalty oil 
and gas produced during the calendar year multiplied by a figure that is a quotient, in 
which

(1) the numerator is the producer's total tax liability under 
AS 43.55.01He), ffl. and fa) [AS 43.55.011(e)] for the calendar year of production; 
and

(2) the denominator is the total gross value at the point of production 
of the oil and gas taxable under AS 43.S5.01He). (f). and (a) [AS 43.55.011(e)] 
produced by the producer from all leases and properties in the state during the 
calendar year."

Renumber the following bill sections accordingly.

Page 9, line 30:
Delete "sec. 7"
Insert "sec. 13"

Page 10, following line 18:
Insert a new bill section to read:

"* Sec. 15. AS 43.55.023(a), as amended by secs. 13 and 14 of this Act, is amended to read:

L - 6-
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(a) A producer or explorer may take a tax credit for a qualified capital 
expenditure as follows:

(1) notwithstanding that a qualified capital expenditure may be a 
deductible lease expenditure for purposes of calculating the production tax value of oil 
and gas under AS 43.55.160(a), unless a credit for that expenditure is taken under 
AS 38.05.180(i), AS 41.09.010, AS 43.20.043, or AS 43.55.025, a producer or 
explorer that incurs a qualified capital expenditure may also elect to apply a tax credit 
against a tax levied by AS 43.55.011(e) in the amount of 20 percent of that 
expenditure; however, not more than half of the tax credit mav be applied for a 1 

single calendar year; i/U Ldn

(2) a producer or explorer may take a credit for a qualified capital 
expenditure incurred in connection with geological or geophysical exploration or in 
connection with an exploration well only if the producer or explorer

(A) agrees, in writing, to the applicable provisions of 
AS 43.55.025(f)(2); and

(B) submits to the Department of Natural Resources all data 
that would be required to be submitted under AS 43.55.025(f)(2) [;

(3) A CREDIT FOR A QUALIFIED CAPITAL EXPENDITURE 
INCURRED TO EXPLORE FOR, DEVELOP, OR PRODUCE OIL OR GAS 
DEPOSITS LOCATED NORTH OF 68 DEGREES NORTH LATITUDE MAY BE 
TAKEN ONLY IF THE EXPENDITURE IS INCURRED BEFORE JANUARY 1,
2014]."

Renumber the following bill sections accordingly.

Page 10, following line 29:
Insert a new bill section to read:

"* Sec. 17. AS 43.55.023(b), as amended by sec. 16 of this Act, is amended to read:
(b) A producer or explorer may elect to take a tax credit in the amount of 25 

percent of a carried-forward annual loss [; EXCEPT THAT A TAX CREDIT BASED 
ON LEASE EXPENDITURES INCURRED AFTER DECEMBER 31, 2013, TO

L - 7 -
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EXPLORE FOR, DEVELOP, OR PRODUCE OIL OR GAS DEPOSITS LOCATED 
NORTH OF 68 DEGREES NORTH LATITUDE IS SUBJECT TO THE 
PROVISIONS OF (p) - (u) OF THIS SECTION], A credit under this subsection may 
be applied against a tax levied by AS 43.55.011(e). For purposes of this subsection, a 
carried-forward annual loss is the amount of a producer's or explorer’s adjusted lease 
expenditures under AS 43.55.165 and 43.55.170 for a previous calendar year that was 
not deductible in calculating production tax values for that calendar year under 
AS 43.55.160."

Renumber the following bill sections accordingly.

Page 11, following line 3:
Insert a new bill section to read:

"* Sec. 19. AS 43.55.023(c), as amended by sec. 18 of this Act, is amended to read:
(c) A credit or portion of a credit under this section may not be used to reduce 

a person's tax liability under AS 43.55.011(e) for any calendar year below zero, and 
any unused credit or portion of a credit not used under this subsection may be applied 
in a later calendar year [, EXCEPT AS OTHERWISE PROVIDED UNDER (p) - (u) 
OF THIS SECTION]."

Renumber the following bill sections accordingly.

Page 11, line 29:
Delete "sec. 11"
Insert "sec. 20"

Page 12, following line 17:
Insert a new bill section to read:

"* Sec. 22. AS 43.55.023(d), as amended by secs. 20 and 21 of this Act, is amended to read:
(d) A [EXCEPT FOR A TAX CREDIT BASED ON LEASE 

EXPENDITURES INCURRED AFTER DECEMBER 31,2013, TO EXPLORE FOR,

i
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DEVELOP, OR PRODUCE OIL OR GAS DEPOSITS LOCATED NORTH OF 68 
DEGREES NORTH LATITUDE, A] person that is entitled to take a tax credit under 
this section that wishes to transfer the unused credit to another person or obtain a cash 
payment under AS 43.55.028 may apply to the department for [A] transferable tax 
credit certificates [CERTIFICATE]. An application under this subsection must be in a 
form prescribed by the department and must include supporting information and 
documentation that the department reasonably requires. The department shall grant or 
deny an application, or grant an application as to a lesser amount than that claimed and 
deny it as to the excess, not later than 120 days after the latest of (1) March 31 of the 
year following the calendar year in which the qualified capital expenditure or carried- 
forward annual loss for which the credit is claimed was incurred; (2) the date the 
statement required under AS 43.55.030(a) or (e) was filed for the calendar year in 
which the qualified capital expenditure or carried-forward annual loss for which the 
credit is claimed was incurred; or (3) the date the application was received by the 
department If, based on the information then available to i t  the department is 
reasonably satisfied that the applicant is entitled to a credit the department shall issue 
the applicant two [A] transferable tax credit certificates, each for half of 
[CERTIFICATE FOR] the amount of the credit. The credit shown on one of the two 
certificates is available for immediate use. The credit shown on the second of the 
two certificates may not be applied against a tax for a calendar year earlier than 
the calendar year following the calendar year in which the certificate is issued, 
and the certificate must contain a conspicuous statement to that effect. A 
certificate issued under this subsection does not expire."

Renumber the following bill sections accordingly.

Page 12, following line 31:
Insert a new bill section to read:

"* Sec. 24. AS 43.55.023(g), as amended by sec. 23 of this Act, is amended to read:
(g) The issuance of a transferable tax credit certificate under (dl. fvl. [OF 

THIS SECTION] or former (m) of this section or the purchase of a certificate under

t.
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AS 43.55.028 does not limit the department’s ability to later audit a tax credit claim to 
which the certificate relates or to adjust the claim if the department determines, as a 
result of the audit, that the applicant was not entitled to the amount of the credit for 
which the certificate was issued. The tax liability of the applicant under 
AS 43.55.011(e) and 43.55.017 - 43.55.180 is increased by the amount of the credit 
that exceeds that to which the applicant was entitled, or the applicant's available valid 
outstanding credits applicable against the tax levied by AS 43.55.011(e) are reduced 
by that amount If the applicant's tax liability is increased under this subsection, the 
increase bears interest under AS 43.05.225 from the date the transferable tax credit 
certificate was issued. For purposes of this subsection, an applicant that is an explorer 
is considered a producer subject to the tax levied by AS 43.55.011(e)."

Renumber the following bill sections accordingly.

Page 13, following line 14;
Insert a new bill section to read:

"* Sec. 26. AS 43.55.023(n), as amended by sec. 25 of this Act, is amended to read:
(n) For the purposes of (/) and fvl of this section, a well lease expenditure 

incurred in the state south of 68 degrees North latitude is a lease expenditure that is
(1) directly related to an exploration well, a stratigraphic test well, a 

producing well, or an injection well other than a disposal well, located in the state 
south of 68 degrees North latitude, if the expenditure is a qualified capital expenditure 
and an intangible drilling and development cost authorized under 26 U.S.C. (Internal 
Revenue Code), as amended, and 26 C.F.R. 1.612*4, regardless of the elections made 
under 26 U.S.C. 263(c); in this paragraph, an expenditure directly related to a well 
includes an expenditure for well sidetracking, well deepening, well completion or 
recompletion, or well workover, regardless of whether the well is or has been a 
producing well; or

(2) an expense for seismic work conducted within the boundaries of a 
production or exploration unit."

L 10-
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Renumber the following bill sections accordingly.

Page 16, following line 25:
Insert a new subsection to read:

"(v) For a lease expenditure incurred in the state south of 68 degrees North 
latitude alter December 31,2017, that qualifies for tax credits under (a) and (b) of this 
section, and for a well lease expenditure incurred in the state south of 68 degrees 
North latitude that qualifies for a tax credit under (/) of this section, the department 
shall issue transferable tax credit certificates to the person entitled to the credit for the 
full amount of the credit. The transferable tax credit certificates do not expire."

Page 17, following line 21:
Insert a new bill section to read:

"* Sec. 30. AS 43.55.028(e), as amended by sec. 29 of this Act, is amended to read:
(e) The department, on the written application of a person to whom a 

transferable tax credit certificate has been issued under AS 43.55.023(d) or tv) or 
former AS 43.55.023(m) or to whom a production tax credit certificate has been issued 
under AS 43.55.025(f), may use available money in the oil and gas tax credit fund to 
purchase, in whole or in part, the certificate if the department finds that

(1) the calendar year of the purchase is not earlier than the first 
calendar year for which the credit shown on the certificate would otherwise be allowed 
to be applied against a tax;

(2) the applicant does not have an outstanding liability to the state for 
unpaid delinquent taxes under this title;

(3) the applicant's total tax liability under AS 43.55.011(e), after 
application of all available tax credits, for the calendar year in which the application is 
made is zero;

(4) the applicant's average daily production of oil and gas taxable 
under AS 43.55.011(e) during the calendar year preceding the calendar year in which 
the application is made was not more than 50,000 BTU equivalent barrels; and

(5) the purchase is consistent with this section and regulations adopted

L
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1 under this section."
2

3 Renumber the following bill sections accordingly.
4
5 Page 17, following line 31:
6 Insert a new bill section to read:
7 "* Sec. 32. AS 43.55.028(g), as amended by sec. 31 of this Act, is amended to read:
8 (g) The department may adopt regulations to carry out the purposes of this
9 section, including standards and procedures to allocate available money among

10 applications for purchases under this chapter and claims for refunds and payments
11 under AS 43.20.046 or 43.20.047 when the total amount of the applications for
12 purchase and claims for refund exceed the amount of available money in the fund. The
13 regulations adopted by the department may not, when allocating available money in
14 the fund under this section, distinguish an application for the purchase of a credit
15 certificate issued under AS 43.55.023(vl or former AS 43.55.023(m)4 or a claim for a
16 ' refund or payment under AS 43.20.046 or 43.20.047."
17
18 Renumber the following bill sections accordingly.
19
20 Page 18, following line 13:
21 Insert a new bill section to read:
22 "* Sec. 34. AS 43.55.030(e), as amended by sec. 33 of this Act, is amended to read:
23 (e) An explorer or producer that incurs a lease expenditure under
24 AS 43.55.165 or receives a payment or credit under AS 43.55.170 during a calendar
25 year but does not produce oil or gas from a lease or property in the state during the
26 calendar year shall file with the department on March 31 of the following year a
27 statement, under oath, in a form prescribed by the department, giving, with other
28 information required, the following:
29 (1) the [EXPLORER'S OR] producer's qualified capital expenditures,
30 as defined in AS 43.55.023, other lease expenditures under AS 43.55.165, and
31 adjustments or other payments or credits under AS 43.55.170; and

L - 12-
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(2) if the explorer or producer receives a payment or credit under 
AS 43.55.170, calculations showing whether the explorer or producer is liable for a 
tax under AS 43.55.160(d) or 43.55.170(b) and, if so, the amount."

Renumber the following bill sections accordingly.

Page 22, following line 11:
Insert a new bill section to read:

"* Sec. 38. AS 43.55.160(a), as amended by secs. 36 and 37 of this Act, is repealed and 
reenacted to read:

(a) Except as provided in (b) of this section, for the purposes of
(1) AS 43.55.011(e), the annual production tax value of the taxable oil, 

gas, or oil and gas subject to this paragraph produced during a calendar year is the 
gross value at the point of production of the oil, gas, or oil and gas taxable under 
AS 43.55.011(e), less the producer’s lease expenditures under AS 43.55.165 for the 
calendar year applicable to the oil, gas, or oil and gas, as applicable, produced by the 
producer from leases or properties, as adjusted under AS 43.55.170; this paragraph 
applies to

(A) oil and gas produced from leases or properties in the state 
that include land north of 68 degrees North latitude, other than gas produced 
before 2022 and used in the state;

(B) oil and gas produced from leases or properties in the state 
outside the Cook Inlet sedimentary basin, no part of which is north of 68 
degrees North latitude; this subparagraph does not apply to

(i) gas produced before 2022 and used in the state; or
(ii) oil and gas subject to AS 43.55.01 l(p);

(C) oil produced before 2022 from a lease or property in the 
Cook Inlet sedimentary basin;

(D) gas produced before 2022 from a lease or property in the 
Cook Inlet sedimentary basin;

(E) gas produced before 2022 from a lease or property in the

i. - 1 3 -
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state outside the Cook Inlet sedimentary basin and used in the state;
(F) oil and gas subject to AS 43.55.0ll(p) produced from 

leases or properties in the state;
(O) oil and gas produced from a lease or property no part of 

which is north of 68 degrees North latitude, other than oil or gas described in 
(B), (C), (D), (E), or (F) of this paragraph;

(2) AS 43.55.01 l(q), the monthly production tax value of the taxable
(A) oil and gas produced during a month from leases or 

properties in the state that include land north of 68 degrees North latitude is the 
gross value at the point of production of the oil and gas taxable under 
AS 43.55.011(e) and produced by the producer from those leases or properties, 
less 1/12 of the producer's lease expenditures under AS 43.55.165 for the 
calendar year applicable to the oil and gas produced by the producer from 
those leases or properties, as adjusted under AS 43.55.170; this subparagraph 
does not apply to gas subject to AS 43.55.01 l(o);

(B) oil and gas produced during a month from leases or 
properties in the state outside the Cook Inlet sedimentary basin, no part of 
which is north of 68 degrees North latitude, is the gross value at the point of 
production of the oil and gas taxable under AS 43.55.011(e) and produced by 
the producer from those leases or properties, less 1/12 of the producer's lease 
expenditures under AS 43.55.165 for the calendar year applicable to the oil and 
gas produced by the producer from those leases or properties, as adjusted under 
AS 43.55.170; this subparagraph does not apply to gas subject to 
AS 43.55.01 l(o);

(C) oil produced during a month from a lease or property in the 
Cook Inlet sedimentary basin is the gross value at the point of production of 
the oil taxable under AS 43.55.011(e) and produced by the producer from that 
lease or property, less 1/12 of the producer's lease expenditures under 
AS 43.55.165 for the calendar year applicable to the oil produced by the 
producer from that lease or property, as adjusted under AS 43.55.170;

(D) gas produced during a month from a lease or property in

- 1 4 -
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the Cook Inlet sedimentary basin is the gross value at the point of production 
of the gas taxable under AS 43.55.011(e) and produced by the producer from 
that lease or property, less 1/12 of the producer’s lease expenditures under 
AS 43.55.165 for the calendar year applicable to the gas produced by the 
producer from that lease or property, as adjusted under AS 43.55.170;

(E) gas produced during a month from a lease or property 
outside the Cook Inlet sedimentary basin and used in the state is the gross 
value at the point of production of that gas taxable under AS 43.55.011(e) and 
produced by the producer from that lease or property, less 1/12 of the 
producer’s lease expenditures under AS 43.55.165 for the calendar year 
applicable to that gas produced by the producer from that lease or property, as 
adjusted under AS 43.55.170."

Renumber the following bill sections accordingly.

Page 22, following line 31:
Insert a new bill section to read;

"* Sec. 40. AS 43.55.160(e), as amended by sec. 39 of this Act, is amended to read:
(e) Any adjusted lease expenditures under AS 43.55.165 and 43.55.170 that 

would otherwise be deductible by a producer in a calendar year but whose deduction 
would cause an annual production tax value calculated under faVU [(a)] of this 
section of taxable oil or gas produced during the calendar year to be less than zero 
may be used to establish a carried-forward annual loss under AS 43.55.023(b). 
However, the department shall provide by regulation a method to ensure that, for a 
period for which a producer’s tax liability is limited by AS 43.55.0110), (k), (o), or 
0)), any adjusted lease expenditures under AS 43.55.165 and 43.55.170 that would 
otherwise be deductible by a producer for that period but whose deduction would 
cause a production tax value calculated under (aVlMCl. (DL /El. or (FI [(a)(3), (4),
(5), OR (6)] of this section to be less than zero are accounted for as though the 
adjusted lease expenditures had first been used as deductions in calculating the 
production tax values of oil or gas subject to any of the limitations under

L - 1 5 -
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AS 43.55.0110), (k), (o), or (p) that have positive production tax values so as to 
reduce the tax liability calculated without regard to the limitation to the maximum 
amount provided for under the applicable provision of AS 43.55.01 l(j), (k), (o), or (p). 
Only the amount of those adjusted lease expenditures remaining after the accounting 
provided for under this subsection may be used to establish a carried-forward annual 
loss under AS 43.55.023(b). In this subsection, "producer" includes "explorer.""

Renumber the following bill sections accordingly.

Page 23, following line 12;
Insert a new bill section to read:

"* Sec, 44, AS 43.55.023(p), 43.55.023(q), 43.55.023(r), 43.55.023(s), 43.55.023(t),
43.55.023(u), 43.55.030(g), and 43.55.160(f) are repealed."

Renumber the following bill sections accordingly.

Page 23, line 15:
Delete "Sections 2 ,5 ,6 ,22 - 24, and 26"
Insert "Sections 3,9, 11,37,39,41, and 43"

Page 23, line 17:
Delete "Sections 3 and 21"
Insert "Sections 5 and 36 of this Act"

Page 23, line 18:
Delete "Sections 7,11,13,14, and 25"
Insert "Sections 13,20,23,25, and 42"

Page 23, line 20:
Delete "Sections 9,10,12,15, and 20"
Insert "Sections 16,18,21,27, and 35"

i - 1 6 -
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Page 23, following line 21:
Insert new subsections to read:
"(e) Sections 4,6 ,7 ,10,12,38, and 40 of this Act apply to oil and gas produced after 

December 31,2017.
(f) Sections 17,19,22, and 26 of this Act and AS 43.55.023(v), enacted by sec. 27 of 

this Act, apply to expenditures incurred after December 31,2017."

Page 23, line 24:
Delete "Sections 3,7,11,13,14,17,21, and 25"
Insert "Sections 5,13,20,23,25,29,36, and 42"

Page 23, line 31:
Delete "Sections 1,2,5,6 ,9 ,10,12,15,20,22 - 24, and 26 of this Act"
Insert "Sections 1, 3, 9, 11, 16, 18, 21, 35, 37, 39, 41, and 43 of this Act, and 

AS 43.55.023(p) - (u), enacted by sec. 27 of this Act,"

Page 24, following line 1:
Insert a new bill section to read:

"* Sec. 49. Sections 2, 4, 6, 7, 12, 15, 17, 19, 22, 24,26, 30, 32, 34, 38, 40, and 44 of this 
Act, and AS 43.55.023(v), enacted by sec. 27 of this Act, take effect January 1,2018."

Renumber the following bill section accordingly.

Page 24, line 2:
Delete "sec. 30"
Insert "secs. 48 and 49"

L - 1 7 -
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A M E N D M E N T

1 Page 1, lines 1 -2:
2 Delete "relating to appropriations from taxes paid under the Alaska Net Income
3 Tax Act; "
4
5 Page 1, line 2:
6 Delete "relating to gas used in the state;"
7
8 Page 1, lines 4 -7 :
9 Delete "for certain losses and expenditures; relating to oil and gas production tax

10 credit certificates; relating to nontransferable tax credits based on production; relating
11 to the oil and gas tax credit fund; relating to annual statements by producers and
12 explorers"
13 Insert"; amending the minimum tax on oil and gas production"
14
15 Page 1, lines 8 -9 :
16 Delete "including adjustments based on a percentage of gross value at the point of
17 production from certain leases or properties; making conforming amendments"
18 Insert "; relating to the financing of oil processing facilities on the North Slope by
19 the Alaska Industrial Development and Export Authority"
20

21 Page 1, line 12, through page 24, line 3:
22 Delete all material and insert:
23 "* Section 1. AS 38.05.180(h) is amended to read:

O F F E R E D  I N  T H E  S E N A T E  B Y  S E N A T O R  F R E N C H

T O :  S B  2 1
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(h) The commissioner shall [MAY] include terms in a [ANY] lease that 
impose [IMPOSING] a minimum work commitment on the lessee to Implement the 
plan of development submitted bv the lessee with a bid for an oil and gas or gas 
only lease. The terms of the minimum work commitment must [. THESE TERMS 
SHALL BE MADE PUBLIC BEFORE THE SALE, AND MAY] include appropriate 
penalty provisions to take effect in the event the lessee does not fulfill the minimum 
work commitment If it is demonstrated that a lease has been proven unproductive by 
actions of adjacent lease holders, the commissioner may set aside a work commitment. 
The commissioner may waive for a period not to exceed one two-year period any term 
of a minimum work commitment if the commissioner makes a written finding either 
that conditions preventing drilling or exploration were beyond the lessee's reasonable 
ability to foresee or control or that the lessee has demonstrated through good faith 
efforts an intent and ability to drill or develop the lease during the tram of the waiver.

* Sec. 2. AS 38.05.180(x) is amended to read:
(x) A lessee conducting or permitting any exploration for, or development or 

production of, oil or gas on state land shall provide the commissioner access to all 
noninterpretive data obtained from that lease; shall provide the commissioner access 
to all information necessary to perform an economic analysis under of this 
section, including the capital, operating, production, and development costs and 
an estimate of total reserves: and shall provide copies of that data and information. 
as the commissioner may request. The confidentiality provisions of AS 38.05.035 
apply to the information obtained under this subsection.

* Sec. 3. AS 38.05.180 is amended by adding new subsections to read:
(hh) The commissioner shall require each bidder for an oil and gas lease or gas 

only lease and each lessee applying for an extension or renewal of an oil and gas lease 
or gas only lease to submit a plan of development for exploring, developing, and 
producing from the lease within the period of the lease or the extension or renewal of 
the lease. The commissioner shall review each plan of development and determine 
whether the proposed plan of development is reasonably expected to develop the lease 
in the best interest of the state. The plan of development shall be included in a lease 
along with penalties for failing to comply with the plan of development and other

L - 2-
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1 terms of the lease. A bidder may not be a qualified bidder for the purposes of (f)(1) of
2 this section if the commissioner finds that the bidder has not submitted a proposed
3 plan of development that is in the best interest of the state or that the person that
4 submitted the plan of development is not reasonably capable of implementing the plan.
5 (ii) The commissioner shall
6 (1) review each oil and gas lease or gas only lease each year for the
7 purpose of determining whether a lease is being developed in the best interest of the
8 state, whether the lessee is complying with the plan of development applicable to the
9 lease, and whether revision of a plan of development, including the planned rate of

10 development, would provide the maximum benefit to the people of the state;
11 (2) every five years, perform an economic analysis on each
12 participating area and determine whether the participating area is capable of increased
13 production in paying quantities over the current rate of production or plan of
14 development;
15 (3) enforce the terms of each oil and gas lease or gas only lease,
16 including imposing any applicable penalty or other remedy for noncompliance, within
17 a reasonable time after finding that a lessee is out of compliance with the terms of the
18 lease;
19 (4) submit a report to the legislature before the first day of each regular
20 session that lists each oil and gas or gas only lessee that is found to be out of
21 compliance and the action by the commissioner to bring the lessee back into
22 compliance or to terminate the lease.
23 (jj) For the purposes of (hh) and (ii) of this section, a plan of development for
24 a cooperative or unit under (p) of this section is the plan of development for a lease
25 within the cooperative or unit, except where a different plan of development is
26 established for a lease within the cooperative or unit.
27 (kk) For purposes of (ii) of this section,
28 (1) "participating area" means that part of an oil and gas lease unit area
29 to which production is allocated in the manner described in a unit agreement;
30 (2) "production in paying quantities" means production in quantities
31 sufficient to yield a return in excess of drilling, development, and operating costs.

t  - 3 -
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* Sec. 4. AS 43.55.011(e) is amended to read:
(e) There is levied on the producer of oil or gas a tax for all oil and gas 

produced each calendar year from each lease or property in the state, less any oil and 
gas the ownership or right to which is exempt from taxation or constitutes a 
landowner's royalty interest Except as otherwise provided under (f), (j), (k), (o), and 
(p) of this section, the tax is equal to the sum of

(1) the annual production tax value of the taxable oil and gas as 
calculated under AS 43.55.160faVl\  as adjusted bv AS 43.55.162. multiplied by 25 
percent; and

(2) the sum, over all months of the calendar year, of the tax amounts 
determined under (g) of this section.

* Sec. 5. AS 43.55.011(f) is repealed and reenacted to read:
(f) Except for oil and gas subject to (i) of this section and gas subject to (o) of 

this section, the provisions of this subsection apply to oil and gas produced from each 
lease or property within a unit or nonunitized reservoir that has cumulatively produced 
1,000,000,000 BTU equivalent barrels of oil or gas by the close of the most recent 
calendar year and from which the average daily oil and gas production from the unit or 
nonunitized reservoir during the most recent calendar year exceeded 100,000 BTU 
equivalent barrels. Notwithstanding any contrary provision of law, a producer may not 
apply tax credits to reduce its total tax liability under (e) and (g) of this section for oil 
and gas produced from all leases or properties within the unit or nonunitized reservoir 
below 10 percent of the total gross value at the point of production of that oil and gas. 
If the amount of tax calculated by multiplying the tax rates in (e) and (g) of this 
section by the total production tax value of the oil and gas taxable under (e) and (g) of 
this section produced from all of the producer's leases or properties within the unit or 
nonunitized reservoir is less than 10 percent of the total gross value at the point of 
production of that oil and gas, the tax levied by (e) and (g) of this section for that oil 
and gas is equal to 10 percent of the total gross value at the point of production of that 
oil and gas.

* Sec. 6. AS 43.55.011(g) is amended to read:
(g) For each month of the calendar year for which the producer’s average

L



1 monthly production tax value under AS 43.55.160(aX2) of a [PER] BTU equivalent
2 barrel of the taxable oil and gas is more than $30, the amount of tax for purposes of
3 (e)(2) of this section is determined by multiplying the monthly production tax value of
4 the taxable oil and gas produced during the month, as adjusted bv AS 43.SS.162. by
5 the tax rate calculated as follows:
6 (1) if the producer's average monthly production tax value of a [PER]
7 BTU equivalent barrel of the taxable oil and gas for the month is not more than
S $92.50, the tax rate is 0.4 percent multiplied by the number that represents the
9 difference between that average monthly production tax value of a [PER] BTU

10 equivalent barrel and $30; or
11 (2) if the producer's average monthly production tax value of a [PER]
12 BTU equivalent barrel of the taxable oil and gas for the month is more than $92.50,
13 the tax rate is the sum of 25 percent and the product of 0.1 percent multiplied by the
14 number that represents the difference between the average monthly production tax
15 value of a [PER] BTU equivalent barrel and $92.50, except that the sum determined
16 under this paragraph may not exceed [50] percent.
17 * Sec. 7. AS 43.55.020(a) is amended to read:
18 (a) For a calendar year, a producer subject to tax under AS 43.55.011(e) - (i)
19 or (p) shall pay the tax as follows:
20 (1) an installment payment of the estimated tax levied by
21 AS 43.55.011(e), net of any tax credits applied as allowed by law, is due for each
22 month of the calendar year on the last day of the following month; except as otherwise
23 provided under (2) of this subsection, the amount of the installment payment is the
24 sum of the following amounts, less 1/12 of the tax credits that are allowed by law to be
25 applied against the tax levied by AS 43.55.011(e) for the calendar year, but the amount
26 of the installment payment may not be less than zero:
27 (A) for oil and gas produced from leases or properties in die
28 state outside the Cook Inlet sedimentary basin but not subject to
29 AS 43.55.01 l(o) or (p), other than leases or properties subject to
30 AS 43.55.011(f), the greater of
31 (i) zero; or
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1 (ii) the sum of 25 percent and the tax rate calculated for
2 the month under AS 43.55.011(g) multiplied by the remainder obtained
3 by subtracting 1 /12 of the producer's adjusted lease expenditures for the
4 calendar year of production under AS 43.55.165 and 43.55.170 that are
5 deductible for the leases or properties under AS 43.55.160 and 1/12 of
6 the adjustment to production tax value for the calendar year under
7 AS 43.55.162 from the gross value at the point of production of the oil
8 and gas produced from the leases or properties during the month for
9 which the installment payment is calculated;

10 (B) for oil and gas produced from leases or properties subject
11 to AS 43.55.011(f), 10 percent of the gross value at the point of production
12 of that oil and gas [THE GREATEST OF
13 (i) ZERO;
14 (ii) ZERO PERCENT, ONE PERCENT, TWO
15 PERCENT, THREE PERCENT, OR FOUR PERCENT, AS
16 APPLICABLE, OF THE GROSS VALUE AT THE POINT OF
17 PRODUCTION OF THE OIL AND GAS PRODUCED FROM ALL
18 LEASES OR PROPERTIES DURING THE MONTH FOR WHICH
19 THE INSTALLMENT PAYMENT IS CALCULATED; OR
20 (iii) THE SUM OF 25 PERCENT AND THE TAX
21 RATE CALCULATED FOR THE MONTH UNDER AS 43.55.011 (g)
22 MULTIPLIED BY THE REMAINDER OBTAINED BY
23 SUBTRACTING 1/12 OF THE PRODUCER'S ADJUSTED LEASE
24 EXPENDITURES FOR THE CALENDAR YEAR OF PRODUCTION
25 UNDER AS 43.55.165 AND 43.55.170 THAT ARE DEDUCTIBLE
26 FOR THOSE LEASES OR PROPERTIES UNDER AS 43.55.160
27 FROM THE GROSS VALUE AT THE POINT OF PRODUCTION
28 OF THE OIL AND GAS PRODUCED FROM THOSE LEASES OR
29 PROPERTIES DURING THE MONTH FOR WHICH THE
30 INSTALLMENT PAYMENT IS CALCULATED];
31 (C) for oil and gas produced from each lease or property

L - 6 -
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1 subject to AS 43.55,011 (j), (k), (o), or (p), the greater of
2 (i) zero; or
3 (ii) the sum of 25 percent and the tax rate calculated for
4 the month under AS 43.55.011(g) multiplied by the remainder obtained
5 by subtracting 1/12 of the producer's adjusted lease expenditures for the
6 calendar year of production under AS 43.55.165 and 43.55.170 that are
7 deductible under AS 43.55.160 and 1/12 of the adjustment to
8 production tax valne for the calendar year under AS 43.55.162 for
9 oil or gas, as applicable [RESPECTIVELY], produced from the lease

10 or property from the gross value at the point of production of the oil or
11 gas, as applicable [RESPECTIVELY], produced from the lease or
12 property during the month for which the installment payment is
13 calculated;
14 (2) an amount calculated under (1)(C) of this subsection for oil or gas
15 produced from a lease or property
16 (A) subject to AS 43.55.01 l(j), (k), or (o) may not exceed the
17 product obtained by carrying out the calculation set out in AS 43.55.0110X1)
18 or (2) or 43.55.01 l(o), as applicable, for gas or set out in AS 43.55.01100(1)
19 or (2), as applicable, for oil, but substituting in AS 43.55.011 (jXl XA) or (2XA)
20 or 43.55.01 l(o), as applicable, the amount of taxable gas produced during the
21 month for the amount of taxable gas produced during the calendar year and
22 substituting in AS 43.55.01 l(kXl)(A) or (2XA), as applicable, the amount of
23 taxable oil produced during the month for the amount of taxable oil produced
24 during the calendar year,
25 (B) subject to AS 43.55.011 (p) may not exceed four percent of
26 the gross value at the point of production of the oil or gas;
27 (3) an installment payment of the estimated tax levied by
28 AS 43.55.01 l(i) for each lease or property is due for each month of the calendar year
29 on the last day of the following month; the amount of the installment payment is the
30 sum of
31 (A) the applicable tax rate for oil provided under

L - 7 -
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AS 43.55.01 l(i), multiplied by the gross value at the point of production of the 
oil taxable under AS 43.55.01 l(i) and produced from the lease or property 
during the month; and

(B) the applicable tax rate for gas provided under 
AS 43.55.01 l(i), multiplied by the gross value at the point of production of the 
gas taxable under AS 43.55.01 l(i) and produced from the lease or property 
during the month;

(4) any amount of tax levied by AS 43.55.011(e) or (i), net of any 
credits applied as allowed by law, that exceeds the total of the amounts due as 
installment payments of estimated tax is due on March 31 of the year following the 
calendar year of production.

* Sec. 8. AS 43.55.024(d) is amended to read:
(d) A producer may not take a tax credit under (c) of this section for any 

calendar year after the later of
(1) 2022120161: or
(2) if the producer did not have commercial oil or gas production from 

a lease or property in the state before April 1, 2006, the ninth calendar year alter the 
calendar year during which the producer first has commercial oil or gas production 
before May 1,2022 [2016], from at least one lease or property in the state.

* Sec. 9. AS 43.55 is amended by adding a new section to read:
Sec. 43.55.026. Heavy oil research and development tax credit, (a) A 

taxpayer may apply 20 percent of the taxpayer's expenditure attributable to this state 
for research and development related to improving methods of producing heavy oil in 
the state for the taxable year that exceeds the base amount, but not to exceed 
$10,000,000, as a credit against the state tax liability imposed on the taxpayer under 
this chapter.

(b) Research and development expenditures in this section are attributable to 
this state if the research and development is being conducted in this state or the payroll 
of employees conducting the research and development is in this state. In this 
subsection, payroll of an employee is in this state if compensation is paid to an 
employee in this state and reported as paid in this state in the quarterly contribution
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report under AS 23.20 to the Department of Labor and Workforce Development
(c) If the tax credit under this section exceeds the taxpayer's tax liability after 

other tax credits are taken under this chapter for the year in which the expenditure is 
incurred, the excess of the tax credit over the liability may be carried forward for up to 
seven years. If an unused credit is carried forward to a tax year from an earlier year, 
the credit arising in the earliest year is applied first against the tax liability for the year.

(d) A person may not claim a credit under this section for research and 
development expenditures that were deducted in the calculation of tax liability under 
AS 43.55.011(e).

(e) Each year, if three or more taxpayers claim the credit authorized under this 
section during the immediately preceding year, the department shall report to the 
legislature the number of taxpayers who claimed credits under this section in the prior 
year, the total cumulative amount of credits granted to all taxpayers under this section 
for the prior tax year, a description of the research and development projects for which 
the credit was granted, and the total cumulative number of employees conducting the 
research and development for which all taxpayers claim the credit.

(f) The commissioner shall establish in regulation a method for apportioning 
research expenditures of a producer related to heavy oil production in and outside of 
the state. When developing the regulations, the commissioner may consider the 
relative amounts of heavy oil the producer is seeking to produce in areas in and 
outside of the state or consider another reasonable basis on which fairly to apportion 
costs for research related to in-state oil production and oil produced outside of the 
state.

(g) In this section, "base amount" means the average of research and 
development expenditures related to improving methods of producing heavy oil and 
attributable to this state for the three tax years immediately preceding the taxable year 
for which the credit is being claimed.

* Sec. 10. AS 43.55.030(a) is amended to read:
(a) A producer that produces oil or gas from a lease or property in the state 

during a calendar year, whether or not any tax payment is due under AS 43.55.020(a) 
for that oil or gas, shall file with the department on March 31 ofthe following year a

- 9 -
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statement, under oath, in a form prescribed by the department, giving, with other 
information required bv the department under a regulation adopted bv the 
department, the following:

(1) a description of each lease or property from which oil or gas was 
produced, by name, legal description, lease number, or accounting codes assigned by 
the department;

(2) the names of the producer and, if different, the person paying the
tax, if any;

(3) the gross amount of oil and the gross amount of gas produced from 
each lease or property, and the percentage of the gross amount of oil and gas owned by 
the producer;

(4) the gross value at the point of production of the oil and of the gas 
produced from each lease or property owned by the producer and the costs of 
transportation of the oil and gas;

(5) the name of the first purchaser and the price received for the oil and 
for the gas, unless relieved from this requirement in whole or in part by the 
department;

(6) the producer's qualified capital expenditures, as defined in 
AS 43.55.023, other lease expenditures under AS 43.55.165, and adjustments or other 
payments or credits under AS 43.55.170;

(7) the production tax values of the oil and gas under AS 43.55.160;
(8) any claims for tax credits to be applied; [AND]
(9) calculations showing the amounts, if any, that were or are due 

under AS 43.55.020(a) and interest on any underpayment or overpayment: and
(10) for each expenditure that is the basis for a credit claimed 

under AS 43.55.023 or 43,55,025. a description of the expenditure, a detailed 
description of the purpose of the expenditure, and a description of the lease or 
property, for which the expenditure was incurred: notwithstanding 
AS 40.25.100(a) and AS 43.05.230(a), information submitted under this 
paragraph mav be disclosed to the public and shall be disclosed to the legislature 
in a report submitted within 10 davs after the convening of the next regular

- 10-
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legislative session following the date a statement is filed under this section.
* Sec. 11. AS 43.55.030(e) is amended to read:

(e) An explorer or producer that incurs a lease expenditure under 
AS 43.55.165 or receives a payment or credit under AS 43.55.170 during a calendar 
year but does not produce oil or gas from a lease or property in the state during the 
calendar year shall file with the department on March 31 of the following year a 
statement, under oath, in a form prescribed by the department, giving, with other 
information required bv the department under a regulation adopted bv the 
department, the following:

(1) the producer's qualified capital expenditures, as defined in 
AS 43.55.023, other lease expenditures under AS 43.55.165, and adjustments or other 
payments or credits under AS 43.55.170; [AND]

(2) if the explorer or producer receives a payment or credit under 
AS 43.55.170, calculations showing whether the explorer or producer is liable for a 
tax under AS 43.55.160(d) or 43.55.170(b) and, if so, the amount: and

(31 for each expenditure that is the basis for a credit claimed under 
this chapter, a description of the expenditure, a detailed description of the 
purpose of the expenditure, and a description of the lease or property for which 
the expenditure was incurred: notwithstanding AS 40.25.100(a) and
AS 43.05.230(a). information submitted under this paragraph may be disclosed to 
the public and shall be disclosed to the legislature in a report submitted within 10 
davs after the convening of the next regular legislative session following the date 
a statement is filed under this section.

* Sec. 12. AS 43.55.160(a) is amended to read:
(a) Except as provided in (b) of this section, and subject to adjustment 

under AS 43.55.162. for the purposes of

(1) AS 43.55.011(e), the annual production tax value of the taxable oil, 
gas, or oil and gas subject to this paragraph produced during a calendar year is the 
gross value at the point of production of the oil, gas, or oil and gas taxable under 
AS 43.55.011(e), less the producer’s lease expenditures under AS 43.55.165 for the 
calendar year applicable to the oil, gas, or oil and gas, as applicable, produced by the

L - 11-
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producer from leases or properties, as adjusted under AS 43.55.170; this paragraph 
applies to

(A) oil and gas produced from leases or properties in the state 
that include land north of 68 degrees North latitude, other than gas produced 
before 2022 and used in the state;

(B) oil and gas produced from leases or properties in the state 
outside the Cook Inlet sedimentary basin, no part of which is north of 68 
degrees North latitude; this subparagraph does not apply to gas

(i) produced before 2022 and used in the state; or
(ii) oil and gas subject to AS 43.55.01 l(p);

(C) oil produced before 2022 from a lease or property in the 
Cook Inlet sedimentary basin;

(D) gas produced before 2022 from a lease or property in the 
Cook Inlet sedimentary basin;

(E) gas produced before 2022 from a lease or property in the 
state outside the Cook Inlet sedimentary basin and used in the state;

(F) oil and gas subject to AS 43.55.01 l(p) produced from 
leases or properties in the state;

(G) oil and gas produced from a lease or property no part of 
which is north of 68 degrees North latitude, other than oil or gas described in
(B), (C), (D), (E), or (F) of this paragraph;

(2) AS 43.55.011(g), the monthly production tax value of the taxable
(A) oil and gas produced during a month from leases or 

properties in the state that include land north of 68 degrees North latitude is the 
gross value at the point of production of the oil and gas taxable under 
AS 43.55.011(e) and produced by the producer from those leases or properties, 
less 1/12 of the producer’s lease expenditures under AS 43.55.165 for the 
calendar year applicable to the oil and gas produced by the producer from 
those leases or properties, as adjusted under AS 43.55.170; this subparagraph 
does not apply to gas subject to AS 43.55.01 l(o);

(B) oil and gas produced during a month from leases or

- 12-
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properties in the state outside the Cook Inlet sedimentary basin, no part of 
which is north of 68 degrees North latitude, is the gross value at the point of 
production of the oil and gas taxable under AS 43.55.011(e) and produced by 
the producer from those leases or properties, less 1/12 of the producer’s lease 
expenditures under AS 43.55.165 for the calendar year applicable to the oil and 
gas produced by the producer from those leases or properties, as adjusted under 
AS 43.55.170; this subparagraph does not apply to gas subject to 
AS 43.55.01 l(o);

(C) oil produced during a month from a lease or property in the 
Cook Inlet sedimentary basin is the gross value at the point of production of 
the oil taxable under AS 43.55.011(e) and produced by the producer from that 
lease or property, less 1/12 of the producer's lease expenditures under 
AS 43.55.165 for the calendar year applicable to the oil produced by the 
producer from that lease or property, as adjusted under AS 43.55.170;

(D) gas produced during a month from a lease or property in 
the Cook Inlet sedimentary basin is the gross value at the point of production 
of the gas taxable under AS 43.55.011(e) and produced by the producer from 
that lease or property, less 1/12 of the producer's lease expenditures under 
AS 43.55.165 for the calendar year applicable to the gas produced by the 
producer from that lease or property, as adjusted under AS 43.55.170;

(E) gas produced during a month from a lease or property 
outside the Cook Inlet sedimentary basin and used in the state is the gross 
value at the point of production of that gas taxable under AS 43.55.011(e) and 
produced by the producer from that lease or property, less 1/12 of the 
producer's lease expenditures under AS 43.55.165 for the calendar year 
applicable to that gas produced by the producer from that lease or property, as 
adjusted under AS 43.55.170.

* Sec. 13. AS 43.55 is amended by adding a new section to read:
Sec. 43.55.162. Adjustments to production tax value, (a) The annual 

production tax value of oil produced from a lease or property north of 68 degrees 
North latitude by the producer is reduced, during the first seven consecutive years

* 1 3 *
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1 after the start of commercial production by 20 percent of the gross value at the point of
2 production of oil produced during the calendar year. This subsection does not apply to
3 a lease or property that
4 (1) was in commercial production before January 1,2007;
5 (2) is located within a unit area that has never had commercial
6 production; or
7 (3) is located within a unit for more than 20 years before the first
8 commercial production on the lease or property.
9 (b) The annual production tax value of oil or gas produced by a producer is

10 reduced during the first five consecutive years after the start of commercial production
11 by 10 percent if the oil or gas is produced from a participating area established after
12 December 31, 2012, that is within a unit formed under AS 38.05.180(p) before
13 January 1, 2003, if the participating area does not contain a reservoir that had
14 previously been in a participating area established before January 1, 2012. This
15 subsection does not apply to production from a lease or property located within a unitt16 for more than 20 years before the first commercial production on the lease or property.
17 (c) The annual production tax value of heavy oil produced by a producer is
18 reduced by 10 percent of the gross value at the point of production of heavy oil
19 produced, for the calendar year, from a lease or property that is located within a unit
20 area existing on January 1,2014.
21 (d) For a calendar year after 2012, the annual production tax value of oil
22 produced by a producer that produced oil in 2012 is reduced by 10 percent of the gross
23 value at the point of production of the volume of oil produced during the calendar year
24 in excess of the total volume produced by the producer in 2012. The volume of oil
25 produced by a producer in 2012 is the average daily statewide production of the
26 producer, excluding from the calculation the days on which production is significantly
27 reduced, multiplied by the number of days in the calendar year. For the purposes of
28 this subsection, production is significantly reduced when the production volume of oil
29 for the day is less than one-half of the quotient of the total volume of oil production
30 that is produced by the producer for the year and the number of days in the calendar
31 year. A producer that increases its volume of production through the purchase, merger,
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or other acquisition of another producer is the sum of the producer's total target 
volume and the total target volume for the producer that is purchased, merged with, or 
otherwise acquired; however, if the producer that is purchased, merged with, or 
otherwise acquired did not have a target volume determined under this section, the 
volume of the increased production that is attributable to the purchase, merger, or 
other acquisition may not be considered for the purpose of determining whether the 
producer that acquired the additional production has increased the volume of 
production above its target volume.

(e) A reduction in production tax value provided by this section may not be 
combined with any other reduction in production tax value provided by this section in 
the same year. Oil or gas from a lease or property that produces oil or gas that results 
in a production tax reduction under (a) of this section is ineligible for a production tax 
reduction under (b) and (c) o f this section and may not be used in the calculation of 
production volume under (d) of this section.

(f) A reduction in production tax value provided by this section may not 
reduce the production tax value of a producer below zero.

(g) The rate of tax under AS 43.55.011(g) shall be determined before the 
application of the adjustment provided by this section.

(h) In this section,
(1) "commercial production" means the production of oil for the 

purpose of sale or other beneficial use, except when the sale or beneficial use is 
incidental to the testing of an unproved well or unproved completion interval;

(2) "participating area" means that part of an oil and gas lease unit to 
which production is allocated in the manner described in a unit agreement.

* Sec. 14. AS 43.55.990 is amended by adding a new paragraph to read:
(14) "heavy oil" means oil with an American Petroleum Institute 

gravity of less than 18 degrees.
* Sec. 15. AS 44.88.080 is amended by adding a new paragraph to read:

(32) to acquire an interest in a project as necessary or appropriate to 
provide working or venture capital for an oil or natural gas development project under 
AS 44.88.800 and 44.88.810, whether by purchase, gift, or lease.
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* Sec. 16. AS 44.88 is amended by adding new sections to read:
Article 9A. Interest in Oil and Gas Resources.

Sec. 44.88.800. Acquisition of interest in businesses, (a) The authority may 
acquire, through purchase or other means, an interest in a lease held by a corporation 
or other business entity in an oil or natural gas field in the state that has been explored, 
but only if the authority determines the leaseholder has made reasonable efforts to 
obtain financing from the private sector to develop the lease and those efforts have, in 
whole or part, been unsuccessful. The authority shall exercise due diligence in 
acquiring a leasehold interest under this section.

(b) If the authority acquires a leasehold interest under this section, the 
authority may use the authority's assets, as appropriate, to aid in the development of 
the oil or natural gas field in which the business entity has a leasehold interest.

Sec. 44.88.810. Alaska resource development fund, (a) The Alaska resource 
development fund is established in the authority for the purpose of developing oil and 
gas resources, and consists of appropriations to the fund. The authority shall manage 
the fund and may create separate accounts within i t  Income of the fund or of 
enterprises of the authority shall be separately accounted for and may be appropriated 
to the fund.

(b) The authority may use money from the fund to carry out the purpose of the 
fund set out in (a) of this section.

* Sec. 17. AS 44.88.900(10) is amended to read:
(10) "project" means

(A) a plant or facility used or intended for use in connection 
with making, processing, preparing, transporting, or producing in any manner, 
goods, products, or substances of any kind or nature or in connection with 
developing or utilizing a natural resource, or extracting, smelting, transporting, 
converting, assembling, or producing in any manner, minerals, raw materials, 
chemicals, compounds, alloys, fibers, commodities and materials, products, or 
substances of any kind or nature;

(B) a plant or facility used or intended for use in connection 
with a business enterprise;

L - 1 6 -
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1 (C) commercial activity by a business enterprise;

2 (D) a plant or facility demonstrating technological advances of

3 new methods and procedures and prototype commercial applications for the

4 exploration, development, production, transportation, conversion, and use of

5 energy resources;

6 (E) infrastructure for a new tourism destination facility or for

7 the expansion of a tourism destination facility; in this subparagraph, "tourism

8 destination facility" does not include a hotel or other overnight lodging facility;

9 (F) a plant or facility, other than a plant or facility described in

10 (D) of this paragraph, for the generation, transmission, development,

11 transportation, conversion, or use of energy resources;

12 (G) a plant or facility that enhances, provides for, or promotes

13 economic development with respect to transportation, communications,

14 community public purposes, technical innovations, prototype commercial

15 applications of intellectual property, or research;

16 (H) a plant or facility used or intended for use as a federal

17 facility, including a United States military, national guard, or coast guard

18 facility;

19 (I) infrastructure for an area that is designated as a military

20 facility zone under AS 26.30;

21 ( J )  development of an oil and gas field bv providing

22 working or venture capital in exchange for an equity interest;

23 * Sec. 18. The uncodified law of the State of Alaska is amended by adding a new section to

24 read:

25 APPLICABILITY, (a) Section 1 of this Act and AS 38.05.180(hh), enacted by sec. 3

26 of this Act, apply to a proposed lease sale and the renewal or extension of a lease on or after

27 the effective date of this Act.

28 (b) The reduction in production tax value under AS 43.55.162, enacted by sec. 13 of

29 this Act, applies to oil or gas produced after December 31,2013.

30 * Sec. 19. The uncodified law of the State of Alaska is amended by adding a new section to

31 read:

i -17-



1
2
3

4

5

6
7

8
9

10
11
12
13

14

15

16

28-GSl647\A.12

LEGISLATIVE APPROVAL; NORTH SLOPE OIL PROCESSING FACILITY, (a) 

The Alaska Industrial Development and Export Authority may issue a loan to a producer of 

oil or gas to finance the construction and improvement of an oil processing facility on the 

Alaska North Slope and flow lines and other surface infrastructure for the facility. A loan 

under this section shall

(1) be issued to a producer that produces less than 100,000 barrels of oil a day;

(2) be issued for the purpose of financing a facility to facilitate production 

from a unit established after January 1,2014; and

(3) have an interest rate that does not exceed the prime rate of interest plus one

percent

(b) In this section, "prime rate" means the lowest United States money center prime 

rate of interest that is published in the Wall Street Journal.

* Sec. 20. Section 19 of this Act is repealed June 30, 2017. Repeal of sec. 19 of this Act 

does not affect loans issued by the Alaska Industrial Development and Export Authority under 

sec. 19 of this Act before June 30,2017.

* Sec. 21. This Act takes effect January 1,2014."
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Nauman/Bullock 

2/19/13

A M E N D M E N T

OFFERED IN THE SENATE BY SENATOR FRENCH

TO: SB 21

Page 1, line 9, following "properties;":

Insert "relating to the financing of oil processing facilities on the North Slope by 

the Alaska Industrial Development and Export Authority;"

Page 23, following line 10:

Insert new bill sections to read:

"* Sec. 25. AS 44.88.080 is amended by adding a new paragraph to read:

provide working or venture capital for an oil or natural gas development project under 

AS 44.88.800 and 44.88.810, whether by purchase, gift, or lease.

* Sec. 26. AS 44.88 is amended by adding new sections to read:

Sec. 44.88.800. Acquisition of interest in businesses, (a) The authority may 

acquire, through purchase or other means, an interest in a lease held by a corporation 

or other business entity in an oil or natural gas field in the state that has been explored, 

but only if the authority determines the leaseholder has made reasonable efforts to 

obtain financing from the private sector to develop the lease and those efforts have, in 

whole or part, been unsuccessful. The authority shall exercise due diligence in 

acquiring a leasehold interest under this section.

(b) If the authority acquires a leasehold interest under this section, the 

authority may use the authority's assets, as appropriate, to aid in the development of 

the oil or natural gas field in which the business entity has a leasehold interest.

Sec. 44.88.810. Alaska resource development fund, (a) The Alaska resource

(32) to acquire an interest in a project as necessary or appropriate to

Article 9A. Interest in Oil and Gas Resources.
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development fund is established in the authority for the purpose of developing oil and 

gas resources, and consists of appropriations to the fund. The authority shall manage 

the fund and may create separate accounts within it. Income of the fund or of 

enterprises of the authority shall be separately accounted for and may be appropriated 

to the fund.

(b) The authority may use money from the fund to carry out the purpose of the 

fund set out in (a) of this section.

* Sec. 27. AS 44.88.900(10) is amended to read:

(10) "project" means

(A) a plant or facility used or intended for use in connection 

with making, processing, preparing, transporting, or producing in any manner, 

goods, products, or substances of any kind or nature or in connection with 

developing or utilizing a natural resource, or extracting, smelting, transporting, 

converting, assembling, or producing in any manner, minerals, raw materials, 

chemicals, compounds, alloys, fibers, commodities and materials, products, or 

substances of any kind or nature;

(B) a plant or facility used or intended for use in connection 

with a business enterprise;

(C) commercial activity by a business enterprise;

(D) a plant or facility demonstrating technological advances of 

new methods and procedures and prototype commercial applications for the 

exploration, development, production, transportation, conversion, and use of 

energy resources;

(E) infrastructure for a new tourism destination facility or for 

the expansion of a tourism destination facility; in this subparagraph, "tourism 

destination facility" does not include a hotel or other overnight lodging facility;

(F) a plant or facility, other than a plant or facility described in 

(D) of this paragraph, for the generation, transmission, development, 

transportation, conversion, or use of energy resources;

(G) a plant or facility that enhances, provides for, or promotes 

economic development with respect to transportation, communications,

L
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community public purposes, technical innovations, prototype commercial 

applications of intellectual property, or research;

(H) a plant or facility used or intended for use as a federal 

facility, including a United States military, national guard, or coast guard 

facility;

(I) infrastructure for an area that is designated as a military 

facility zone under AS 26.30;

(J )  development of an oil and gas field bv nroviding 

working or venture capital in exchange for an equity interest:"

Renumber the following bill sections accordingly.

Page 23, line 15:

Delete "26"

Insert "29"

Page 23, line 18:

Delete "25"

Insert "28"

Page 23, line 24:

Delete "25"

Insert "28"

Page 23, line 31:

Delete "22-24, and 26"

Insert "22-27, and 29"

Page 24, line 2:

Delete "sec. 30"

Insert "sec. 33"
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Bullock 
2/20/13

OFFERED IN THE SENATE BY SENATOR FRENCH

TO: SB 21

Page 12, following line 31:

Insert a new bill section to read:

”* Sec. 14. AS 43.55.023(/) is amended to read:

(/) A producer or explorer may apply for a tax credit for a well lease 

expenditure incurred in the state [SOUTH OF 68 DEGREES NORTH LATITUDE] 

after December 31.2012 [JUNE 30,2010], as follows:

(1) notwithstanding that a well lease expenditure incurred in the state 

[SOUTH OF 68 DEGREES NORTH LATITUDE] may be a deductible lease 

expenditure for purposes of calculating the production tax value of oil and gas under 

AS 43.55.160(a), unless a credit for that expenditure is taken under (a) of this section, 

AS 38.05.180(i), AS 41.09.010, AS 43.20.043, or AS 43.55.025, a producer or 

explorer that incurs a well lease expenditure in the state [SOUTH OF 68 DEGREES 

NORTH LATITUDE] may elect to apply a tax credit against a tax levied by 

AS 43.55.011(e) in the amount of 20 percent for a well lease expenditure incurred 

in the state north of 68 degrees North latitude and 40 percent for a well lease 

expenditure incurred in the state south of 68 degrees North latitude [OF THAT 

EXPENDITURE]; a tax credit under this paragraph may be applied for a single 

calendar year,

(2) a producer or explorer may take a credit for a well lease 

expenditure incurred in the state [SOUTH OF 68 DEGREES NORTH LATITUDE] in 

connection with geological or geophysical exploration or in connection with an 

exploration well only if the producer or explorer

(A) agrees, in writing, to the applicable provisions of

A M E N D M E N T
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AS 43.55.025(f)(2); and

(B) submits to the Department of Natural Resources all data 

that would be required to be submitted under AS 43.55.025(f)(2).n

Renumber the following bill sections accordingly.

Page 13, line 3:

Delete "south of 68 degrees North latitude"

Insert "[SOUTH OF 68 DEGREES NORTH LATITUDE]"

Page 13, line 6:

Delete "south of 68 degrees North latitude"

Insert "[SOUTH OF 68 DEGREES NORTH LATITUDE]"

Page 23, line 15:

Delete "Sections 2,5 ,6 ,22 - 24, and 26"

Insert "Sections 2,5,6,23 - 25, and 27"

Page 23, line 17:

Delete "Sections 3 and 21"

Insert "Sections 3 and 22 of this Act"

Page 23, line 18:

Delete "Sections 7,11,13,14, and 25"

Insert "Sections 7,11,13 -15, and 26"

Page 23, line 20:

Delete "Sections 9,10,12,15, and 20"

Insert "Sections 9, 10,12,16, and 21"

Page 23, line 24:
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Delete "Sections 3,7,11,13,14,17,21,  and 25' 

Insert "Sections 3,7,11,13 - 15,18,22, and 26'

Page 23, line 31:

Delete "Sections 1,2 ,5 ,6 ,9 ,10,12,15,20,22 • 

Insert "Sections 1,2,5 ,6 ,9 ,10,12,16,21,23 -

Page 24, line 2:

Delete "sec. 30"

Insert "sec. 31"

24, and 26" 

15, and 27"

L -3*



Testimony
Senate Resources Committee -  Tax Reform 

February 20, 2013 
By

Dave Harbour, Publisher 
Northern Gas Pipelines

Twenty years of tax and investment climate stability began in Alaska with a press 

conference on March 18, 1981, along with associated legislation. I would ask you to 

enter this video link of the press conference to your record in this proceeding: 
https://vimeo.eom/10293150.

This new era of tax and investment climate stability followed about a decade of annual 

tax increases as Alaskans struggled to define the 'fair share' of oil and gas revenues 

that would have them achieving their constitutional mandate to maximize natural 
resource benefits.

The press conference featured: Governor Jay Hammond, Senator Jay Kerttula 

(Senate President), Senator Don Bennett, Senator Ed Dankworth, Representative 

Jim Duncan (House Speaker), Representative Hugh Malone, Representative Sam  

Cotton and Representative Tony Vaska.

Together they announced that with bi partisan legislation (i.e. which they jointly 

supported) they had achieved for Alaska a "fair share" of oil revenues: 30%. In fairness, 
we should note that the general sentiment seemed to be that Alaska's share should not 

be 'less than 30%'. Citizens should also understand that while this group of officials 

made a decision and established a tax policy, such action does not automatically bind 

future legislatures to adopt or maintain the same policy. A  student of government would 

also appreciate that while government policies may be changed, the d e g re e  that th ey  

rem ain  sta b le  o r  u n p red icta b le  affects the reliability o f  the in vestm en t clim ate  a n d  the 

resu ltin g  inflow  o f  investm ent.

The first ten years of Y2K resulted in a very large, retroactive industry production tax 

(i.e. severance tax) increase, contentious debates among taxpayers and tax authorities, 
a return to tax instability and lack of clarity for investors who were considering gas 

pipelines and other projects. By 2013, Alaska's undiversified operating budget has 

become 90% dependent on oil revenue. Therefore, the fact that the Trans Alaska 

Pipeline System (TAPS) is nearly 3/4 empty and becoming further depleted at a rate of 
about 7% annually has put the social and economic future of our state in significant 
jeopardy. (Detroit has become fiscally insolvent and has lost over half its population, as 

reported this week. Part of its problem is an unfunded pension liability exceeding $6 

billion; Alaska's unfunded pension liability, with a population similar to Detroit's, is over 
twice that of Detroit.)

https://vimeo.eom/10293150


Compounding Alaska's Post-Y2K anti-investment message was a 'natural gas reserves 

tax' voters’ initiative sponsored by several Alaska lawmakers. The initiative failed in 

2008, but its sponsors vowed to support it in upcoming election cycles.

Last year, legislators began talking of new, anti-industry legislation that would convert 

the State's oil and gas income tax from an 'apportionment formula' to a 'separate 

accounting' income tax. The 1981 press conference documented in the video, 
memorializes the Legislature's and Governor's successful effort to repeal a "separate 

accounting" income tax experiment that resulted in a lawsuit the government felt it 

would lose. While changing from "separate accounting" back to "apportionment", among 

other things, the Legislature increased the severance tax from 12.25% to 15%, including 

an economic limit factor to encourage production from depleting fields. Such stability led 

to much more oil production than the proven reserves (i.e. 9.6 billion barrels) upon 

which the original field development and Trans Alaska Pipeline System investments 

were based.

Alaska production is now dropping quickly as production blooms in competitive oil and 

gas regions. At the time of the 1981 press conference, Alaska was America's leading oil 
producing state, transporting about 2 million barrels per day through TAPS. The 49th 

State was providing the United States with about 20% of all domestic oil production. 
Now, Alaska provids less than half of domestic oil production and has fallen from its 
position as top domestic producer to 'also-ran' status behind North Dakota, Texas and 

possibly even California.

Thus, as Alaska had by 2008 become among the most costly places to engage in the oil 

and gas business, it had also become one ofthe most risky venues for new investment 
based on its uncertain initiative process and its unreliable—if not hostile--tax and 

regulatory policies.

Much ofthe anti-investment climate atmosphere here flows from a highly disciplined 

cadre of environmental activists. Some, but not all, labor unions oppose tax reform and 

seem to be more interested in short term, tax-revenue-supported, Davis-Bacon capital 
projects than in the State's long-term, economic sustainability.

Many private sector citizens and organizations have confronted this challenge but with 

the Obama Administration also executing a withering array of regulatory and lease sale 

policies and attacks, hope for free enterprise nourishment from Federal land activity in 

and around Alaska is also uncertain.

If asked what course of action to follow, in view of my observations over the last several 

decades, I would suggest that the Legislature and Governor:

1. Take appropriate steps to make Alaska a more competitive oil producing state 

and investment destination, by



2. Clarifying, simplifying and stabilizing Alaska’s tax structure.

3. I further recommend that decision makers: recognize and appreciate Alaska’s 

competitive liabilities, including: remoteness to the markets, high logistical costs, 
high labor costs, climactic and volcanic risk, added cost of pipeline and tanker 
transportation, etc., and

4. Recognize the strengths of competitors, almost all of whom have lower labor 

costs, great resource potential, are closer to markets (i.e. and, are mostly located 

near transportation hubs or at tidewater), operate in friendlier climates (i.e. many 

of which are tropical), have experienced and less expensive labor forces, have 

shorter logistical chains, and

5. That they carefully evaluate competing oil and gas jurisdictions using various 

tools, including statistical surveys performed by organizations like the Fraser 

Institute, and

6. That they agree on an oil and gas taxing regime that puts Alaska, statistically, in 

the low median range1 of our competitors -- in the eyes of investors -- and

7. That they seek a way to offer guaranteed tax regime stability for one to two 

decades, perhaps by boldly creating a constitutional amendment permitting the 

Legislature more flexibility when trying to develop Alaska’s resources in a world 

full of aggressive competitors.

To follow energy-related economic and energy activity in Alaska, rely

upon:northernqaspipelines.com/content/todav-important-anniversarv-29-vears-
aqo-todav-alaskas-leaders-defined-fair-share-oil-and-qa

1 “Low median” placement is intended to compensate for the non-statistical liabilities noted under 3. above.



Testimony of Resource Development Council for Alaska to 
Senate Resource Committee,

Regarding SB21 
February 18, 2013

G o o d  e v e n i n g ,  M a d a m  C h a i r  G i e s s e l  a n d  m e m b e r s  o f  t h e  
c o m m i t t e e .  M y  n a m e  i s  R i c k  R o g e r s ,  E x e c u t i v e  D i r e c t o r  o f  t h e  
R e s o u r c e  D e v e l o p m e n t  C o u n c i l .  R D C  i s  a  d i v e r s e  s t a t e w i d e  
b u s i n e s s  a s s o c i a t i o n  r e p r e s e n t i n g  f o r e s t r y ,  o i l  a n d  g a s ,  m i n i n g ,  
t o u r i s m ,  a n d  f i s h i n g  i n d u s t r i e s .

S t o p  t h e  g i v e  a w a y !  T h e  r e a l  g i v e  a w a y  i s  t h e  o i l  l o c k e d  i n  t h e  
g r o u n d  b e c a u s e  w e ' r e  s i m p l y  l o o k i n g  a t  m a x i m i z i n g  s h o r t - t e r m  
t a x  r e v e n u e  a t  t h e  e x p e n s e  o f  e n c o u r a g i n g  i n v e s t m e n t  a n d  
p r o d u c t i o n .  C o n s i d e r  t h a t  s i n c e  2 0 0 7  w e  h a v e  l o s t  o v e r  2 1 0  

m i l l i o n  b b l s .  o f  p r o d u c t i o n ,  w i t h  a  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  o f  o v e r  $ 1 7  b i l l i o n 1 . I f  a  l e s s  a g g r e s s i v e  t a x  r e g i m e  
c o u l d  c u t  o u r  d e c l i n e  r a t e  i n  h a l f ,  o v e r  8  b i l l i o n  n e w  d o l l a r s  
w o u l d  b e  c i r c u l a t i n g  i n  o u r  e c o n o m y .  T h e  g i v e  a w a y  i s  g i v i n g  
a w a y  o u r  f u t u r e  f o r  s h o r t  t e r m  a n d  c l e a r l y  u n s u s t a i n a b l e  t a x  
r e v e n u e .

S o m e  o f  t h e  m o s t  v o c a l  p r o p o n e n t s  o f  p r o d u c t i o n  t a x  r e f o r m  
a m o n g  o u r  m e m b e r s h i p  a r e  f r o m  t h o s e  n o t  d i r e c t l y  i n v o l v e d  i n  
t h e  o i l  a n d  g a s  i n d u s t r y .  T h e  b u s i n e s s  c o m m u n i t y  i s  f e a r f u l  
w h a t  c o n t i n u e d  T A P S  t h r o u g h p u t  d e c l i n e  w i l l  d o  t o  o u r  
e c o n o m y  a s  a  w h o l e .

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

1 Production from table C-2a, real 2012 dollar values from tablesB-la 2012 DOR Revenue Sourcebook 
RDC Senate Resources, SB21 February 18, 2013. Page 1



T h e  d i s c u s s i o n  n e e d s  t o  b e  h o w  t o  e n c o u r a g e  m o r e  p r o d u c t i o n ,  
a  m o r e  l o n g - t e r m  v i e w .  T a x i n g  o u r s e l v e s  t o  p r o s p e r i t y  i s  n o t  a  
s t r a t e g y .  W e  r e m a i n  c o n c e r n e d  t h a t  t h e  l e g i s l a t i v e  p r o c e s s  w i l l  
r e s u l t  i n  a  t a x  p o l i c y  t h a t  i s  t o o  t i m i d  a n d  d o e s  n o t  e n c o u r a g e  
s u b s t a n t i v e  i n v e s t m e n t .  W e  u r g e  y o u  t o  k e e p  y o u r  e y e s  o n  t h e  
p r i z e ,  m o r e  i n v e s t m e n t  l e a d i n g  t o  m o r e  p r o d u c t i o n .  I t  i s  o f  
u t m o s t  i m p o r t a n c e  t h a t  s u c h  a  m e a n i n g f u l  t a x  r e f o r m  b i l l  p a s s e s  
t h i s  s e s s i o n .

S o  i n  c l o s i n g  o n  t h i s  P r e s i d e n t ' s  d a y  I  l e a v e  y o u  w i t h  t w o  q u o t e s  
t h a t  I  h o p e  c a n  h e l p  g u i d e  y o u r  d e l i b e r a t i o n s ,  n o t  f r o m  
W a s h i n g t o n  o r  L i n c o l n ,  b u t  f r o m  L y n d o n  J o h n s o n  a n d  C a l v i n  
C o o l i d g e .

L B J  s a i d ,  " T h e  m o s t  d a n g e r o u s  t h i n g  y o u  c a n  d o  t o  a n y  
b u s i n e s s m a n  i n  A m e r i c a  i s  k e e p  h i m  i n  d o u b t  a n d  t o  k e e p  h i m  
g u e s s i n g  o n  w h a t  o u r  t a x  p o l i c y  i s . "

C o o l i d g e  s a i d ,  "  T h e  m e t h o d  o f  r a i s i n g  r e v e n u e  o u g h t  n o t  
i m p e d e  t h e  t r a n s a c t i o n  o f  b u s i n e s s ,  i t  o u g h t  t o  e n c o u r a g e  i t . "

T h a t  c o n c l u d e s  m y  c o m m e n t s ,  t h a n k - y o u  f o r  h e a r i n g  f r o m  m e  
o n  b e h a l f  o f  R D C .

RDC Senate Resources, SB21 February 18, 2013. Page 2
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February 20, 2013

Good Evening, members of the Senate Resources committee; thank you for the 
opportunity to testify this evening. For the record, my name is Lisa Herbert and I serve as 
the Executive Director for the Greater Fairbanks Chamber of Commerce.

The Chamber represents over 700 businesses and organizations throughout the Interior 
of Alaska. Our primary purpose is business advocacy but our mission is to promote and 
ensure a healthy economic environment for the greater Fairbanks area so that it can 
remain an attractive place for both business and community.

One of the Chamber’s top critical priorities this legislative session is to encourage 
increased oil production by encouraging the legislature and the administration to establish 
competitive investment opportunities through taxation and regulatory policies that will 
facilitate additional oil exploration, development and increased production, therefore 
reversing the dramatic, decline of throughput in the pipeline. The need exists now to take 
the steps necessary to ensure the health and viability of the Trans-Alaska Pipeline.

The Chamber supports the Governor's four key guiding principles for tax reform:

1) That it must be fair to Alaskans;
2) That it must encourage new production from ALL sources;
3) That it must be simple; and
4) That it must be durable for the long term and keep Alaska competitive

For the last three years, thousands of business owners, employees and residents have 
testified before the legislature or submitted comment cards supporting reform of Alaska’s 
oil tax policy to make our great state more competitive. We support continuation of vetting 
the Governor’s bill and exercise due diligence to reform oil taxes in a fair, meaningful way. 
We will remain engaged with you all as the bill moves through the legislative process. We 
encourage you to continue the dialogue surrounding the guiding principles for tax reform.

On behalf of the Chamber’s Board of Directors and membership, thank you for your 
leadership on this critical issue facing our state. I appreciate the opportunity to comment 
here tonight on behalf of the businesses and organizations that make up the Fairbanks 
Chamber of Commerce.

I N V E S T O R S
DIAMOND

BP Exploration 
ConocoPhillips 
ExxonMobil
Fairbanks Daily News-Miner 
Fairbanks Memorial Hospital & 

Denali Center 
Flint Hills Resources Alaska 
Mt. McKinley Bank 
Santina's Flowers & Gifts

Sincerely, 

Executive Director

s e U r

PLATINUM
Alyeska Pipeline Service Co 

Doyon, Limited 
Fred Meyer Stores 
Golden Heart Utilities 
Wells Fargo Bank Alaska

GOLD
Alaska Railroad 
Blrchwood Homes 
Carlson Center 
Denali State Bank 
Design Alaska 
Doyon Utilities LLC 
First National Bank Alaska 
Kinross Fort Knox Mine 
Lynden
MAC Federal Credit Union 
Northrim Bank
Sumitomo Metal Mining Pogo LLC 
Uslbelli Coal Mine

SILVER
ACS
Alaska Airlines 
Alaska USA
Dr. Christopher Henry -  Henry 

Orthodontics 
Everts Air Cargo, Everts Air AK 
Exclusive Paving/Univ. Redi-Mix 
Fairbanks Natural Gas 
Flowline Alaska 
GCI
General Teamsters Local 959 
GVEA
Hale & Associates, Inc 
JL Properties, Inc 
Key Bank 
Personnel Plus 
Sam's Club
Shell Exploration & Production Cc 
Spirit of Alaska FCU 
Tanana Valley Clinic 
TDL Staffing
Totem Ocean Trailer Express, Inc 
Tower Hill Mines-Livengood Gold 

Project
University of Alaska Fairbanks 
Verizon Wireless 
WAL-MART Stores. Inc 
Yukon Title Company

http://www.FairbanksChamber.org


Good evening. I appreciate this opportunity to speak to the committee.

I am Cynthia Henry. I live in Fairbanks, and have no affiliation with any 
oil company or any of the stakeholders on the North Slope. I have 
owned and managed a retail business for more than 30 years. Even 
though we have no connection to the oil industry, my company and my 
family depend on a healthy Alaskan economy. I am here to support and 
encourage your work on new oil tax legislation that will make Alaska 
competitive again.

The decline in throughput in the pipeline indicates a problem with 
Alaska's current tax policy -  with ACES. It is a basic business tenet that 
if you are selling something, and you are not competitive, your 
customers will go somewhere else. That's exactly what has happened 
with the oil industry in Alaska.

I will close by urging you to move the legislation forward to 
ensure it passes this session. I fear that waiting longer could have dire 
consequences.

Thank you.



From: Linda Leary
Sent: Monday, February 18, 2013 3:56 PM
To: Sen. Cathy Giessel; Sen. Fred Dyson; Sen. Peter Micciche; Sen. Click Bishop; Sen. Lesil McGuire; Sen. Anna 
Fairclough; Sen. Hollis French 
Subject: Support for SB 21

Dear Chair Giessel and members of the Senate Resource Committee,
I am writing in support of SB 21 regarding increased oil production. My support comes from my business 
experience in running a company, Carlile Transportation, which relies on revenue from the oil and gas industry 
-not just producers but the support companies that accompany them as well. This is not our only slice of the 
pie in Alaska; however, I and our 650 employees are gravely concerned over the course of this industry as we 
plan for our own futures. It represents an extremely important industry and market for us.
As a state, we need to be competitive for investment dollars in a world market. When we are looking at 
changing our tax structure we need to keep in mind that these companies are competing with markets all over 
the world. They have the option of coming or going -we want them here!
The Governor’s proposal supports fair progressivity. This is a must for a win- win situation.
Alaska’s tax policy needs to encourage investment in legacy fields, as well as new fields. The Governor’s 
proposal encourages this new production. It takes an average of 5-7 years to reach production when an 
exploration well is successful. It doesn’t just happen overnight. We don’t have time to keep waiting.
Tax policy changes of the past have certainly had a reduction effect on new revenues. Three out of every four 
dollars being spent currently, are on repairs and maintenance instead of enhancements. We should be able to 
say the opposite is true and we can. Change the tax structure to be fair and encourage new production for the 
long term.
The oil left in the legacy fields such as Prudhoe and Kuparuk requires significant investments to recover it, and 
we need it, to fill the pipe. The short term work going on is nice, but for the long term viability of The State, 
bottom line is we need to increase production.
It is more important to our children and grandchildren than to us. That is what legacy is all about. Now is the 
time to take action and create a plan that is sustainable for the long term.
Our managers at Carlile are reading a book titled A Sense o f Urgency, in the book author John Kotter stresses 
the importance of "a determination to move, and win, now." It is an ambitious determination to push beyond 
the obstacles. I ask, with urgency, that you support SB 21. We need this win for Alaska, our economy, our 
citizens and generations to come.
Regards,
Linda Leary 
President
Carlile Transportation Systems
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Thank you, Madam Chs ir for allowing public com m ent on tax reform. My nam e Is Steve Pratt, 

Executive Director o f  Consumer Energy Alaska, a regional chapter affiliated with the national 

Consumer Energy Alliance. W e believe there are several reasons w hy w e need to  look at tax 

co d e  revisions:

Business and residential consum ers o f  energy have a direct interest in consum ing com petitively  

priced energy supplied from dom estic sources, and also have a direct interest in robust overall 

econom ic activity to  maintain livelihoods.

According to  the Alaskt 

Alaskans are dependent

Institute for Social and Economic Research, at least 30%  of working 

upon oil and gas exploration and developm ent for em ploym ent.

Unfortunately, oil production has declined from a peak o f  over 2  million barrels a day to  a little

o ver 5 0 0  thousand bar^ 

declines have occurred

Alaska is capable o f rru 

and gross dom estic pn

aking a substantially greater contribution to  U.S. dom estic oil production 

olduct than it does today.

M adam Chair, a sustai 

would add $ 1 .5  Billion 

export o f 1.5  Billion U.:

r able increase o f only 5 0 0 ,0 0 0  bbls/day from today's levels, at $100/bbl., 

>er m onth to  overall U.S. econom ic activity. It might also reduce the 

. consum er dollars per month to  OPEC nations.

D eveloping Alaska's 

energy security of th e

However, n ew  explora 

stem  th e  decline in Alafel 

co m p ete  globally if it is 

investm ent dollars. Yo

The rates and progress 

attracting risk capital t  > 

prices. Increased pricejs 

locations around th e

els, and is in freefall at th e rate of 5  - 7%  per year. Remarkably, th ese  

during tim es of high and increasing oil prices.

abundant natural resources and oil production potential are vital to  the  

< jntire nation as well as the state.

ory and developm ent drilling is both a risky enterprise and necessary to  

ka oil production. Just as Alaska North Slope natural gas will need to  

to  secure export markets, Alaska needs also to  com pete globally for 

jr work here can enable that ability.

vity structure of Alaska's current tax regime provide a disincentive to 

th e state as evidenced by declining production during tim es o f high oil 

have resulted in substantial increases In oil production in other  

ilted States, but not in Alaska, and not because more oil is not available.Un
Increased investm ent through increased global com petitiveness will enhance Alaska's ability to  

fulfill its constitutional m andate to  develop natural resources for th e maximum benefit o f the  

people.
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Alaska's rem oteness froi 

m ore com petitive tax a id

Consumer Energy Alliar 

approving revisions to  

Alaska.

ce -  Alaska is in favor of th e Alaska State Legislature reviewing and

tlhe Alaska Tax Code that we»4d improve th e  investm ent clim ate in
tv ;//

Som ething is terribly wh  

Resources Committee, 

changes.

Vv-

m th e markets, Arctic climate, high labor and logistical costs argue for a 

regulatory structure.

ong and I thank you, Madam Chair and m em bers o f th e Senate  

dr taking on the task, with th e Governor, o f  coming up with useful

f
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FEB-18-2013 HON 06:56 PM ANCHORAGE LIO FAX NO. 907 269 0229 P. 01/01

GOOD EVENING MADAAM CHAIRMAN AND MEMBERS OF THIj; SENATE 
RESOURCE COMMITTEE -  THANK YOU FOR GIVING THE PULICTHE 
OPPORTUNITY TO TESTIFY THIS EVENING.

MY NAME IS GAIL PHILLIPS; I AM A FORMER MEMBER OF THEjLEGISLATURE 
AND AM SPEAKING TONIGHT ON MY BEHALF AND ON BEHAUf OF MY YOUNG 
GRANDSONS. ii
I SUPPORT THE WORK THIS COMMITTEE IS DOING ON TRYINGj TO FIND A 
REASONABLE AND LONG-TERM SOLUTION TO OUR OIL TAX CONFLICT. WHEN I 
SERVED IN THE LEGISLATURE, WE WERE FORTUNATE IN THATjWE HAD A STABLE 
TAX REGIME AND DIDN'T HAVE THE GRAVE ISSUE OF SERIOUSLY DECLINING OIL 
PRODUCTION THAT YOU FACE TODAY. AT THAT TIME, WE DIDN'T HAVE TO 
WORRY ABOUT ALASKA'S COMPETITIVE STATURE IN THE WORLD MARKET -  WE 
WERE STRONG AND PRODUCTIVE AND COMPETITIVE.

TODAY, ALASKA'S STANDING IS TOTALLY DIFFERENT. IT IS UPTO YOU TO SET 
POLICY THAT WILL INSURE A COMPETITIVE REGIME THAT WIljL TURN THINGS 
AROUND AND MAKE US ONCE AGAIN A LEADER IN OIL PRODUCTION.J
FINDING A LONG-TERM SOLUTION TO AN ECONOMICALLY-BEjNEFICIAL TAX 
POLICY IS CRITICALLY IMPORTANT TO ALASKANS -  ESPECIALLY THOSE OF US 
WHO, LIKE MANY OF YOU, HAVE CHILDREN AND GRANDCHILDREN HERE WHO 
WE HOPE WILL BE ABLE TO MAKE THEIR HOMES AND HISTORY IN ALASKA.

I RESPECTFULLY URGE YOU TO "STAY THE COURSE" AND FINtj A WORKABLE 
SOLUTION THAT WILL CHANGE THE CURRENT ACES LAW THIS!SESSION. I 
PERSONALLY DO NOT BELIEVE WE HAVE MUCH TIME LEFT BEfORE IT WILL BE 
TOO LATE TO TURN THE DECLINE CURVE AROUND AND MAK̂  ALASKA 
COMPETITIVE ONCE AGAIN.

THANK YOU FOR YOUR ATTENTION AND TIME.
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February 20, 2013

To the Members of the Senate Resources Committee,

I'm Doug Schwartz, employee of Arrowhead Transfer, agents for Alaska Marine 
Lines and Lynden Transport. I simply want to state my support for a fair oil tax 
reform. In my opinion, Alaska needs to be #1 again in oil production!

Doug Schwartz

Box 19

Wrangell, Alaska 99929 

907-874-3314

Cell: 907-305-0383



70 &  148, LLC
•  1421 Blake Street •  Denver, CO 80202 •  
Phone 303-623-1821 •  Fax 303-623-3019

February 20,2013
Senator Cathy Giessel 
The Alaska State Legislature Senate 
State Capital Room 427 
Juneau, AK 99801
Re: Senate Bill 21
Dear Chairperson Giessel,
Thank you for the opportunity to testify to the Senate Resources Committee concerning Senate 
Bill 21. I would like to commend your committee on its diligence in assessing the key issues 
surrounding increasing activity and production on the North Slope of Alaska.
70 & 148, LLC (hereinafter referred to as "Armstrong") is a strong supporter of Governor 
Parnell's Senate Bill 21 and his efforts to increase production on the North Slope. Armstrong 
supports the Governor's proposal to offer a more equitable tax policy for the legacy fields as this 
will provide the quickest new barrels on the North Slope, however as we are not a working 
interest owner in any legacy field, we feel it is inappropriate for us to comment on this portion of 
the bill.
We do feel that the bill does need some modifications in order to place Alaska in a more 
competitive position relative to the rest of the U.S. and other producing provinces around the 
world. As such we would recommend the following modifications:

1. Keep the Qualified Capital Expenditure Credit and the cash purchase of the same in 
place until January 1,2015. This will allow those projects that are based on a business 
plan that incorporates this concept time to transition more smoothly to the new system.
2. Extend the ability to utilize the Loss Carry Foiward Credit from ten (10) years to 
fifteen (15) years. We believe this is very important given how long it takes to: 
a)sanction a project for development, b)successfully drill and complete wells on the 
North Slope and c)bring production on line.
3. Increase the Gross Revenue Exclusion for new fields from twenty percent (20%) to 
twenty five percent (25%). This will assist new entrants economics in overcoming the 
high costs and long lead times associated with getting a new project sanctioned.

Please note we believe that this is the minimum the legislature should do to incentivize new 
production on the North Slope. The activity level on the North Slope will be driven by the oil 
and gas production tax and ease of permitting for projects. Further any accommodation made for



new field development will result in a gain in revenue for the state as currently the state is 
receiving no revenue in these areas.
Armstrong thanks you for the opportunity to comment on Senate Bill 21. We look forward to the 
passage of meaningful tax reform which will pave the way for us and our partner to work 
towards sanctioning developments which will boost the state's revenue, increase the life of TAPS 
and provide high paying jobs for Alaskans.

President
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February 20, 2013

To the Members of the Senate Resources Committee,

My name is Ron Rice. I would like to see the Governor's Bill require some 
specific performance from the oil companies to qualify for the lower tax. I want 
to see increase in dollars Invested in Alaska. Big oil already has tax credits.

Increasing oil production is a function of oil demand not lower taxes.

Ron Rice

Box 1451

Wrangell, Alaska 99929 

907-874-4242



3521 Andree Drive 
Anchorage, AK 99517

February 20, 2013

RE: T estim ony to S en a te  R eso u rces Com m ittee on SB 21

Madame Chair Giessel and Senators on the Committee:

My name is Peter J. Stokes a professional petroleum engineer working for Petrotechnical Resources of 
Alaska.

Thank you for your service and for letting me and others of the public testify on this important piece of oil 
tax reform that is needed to increase investment and new production in Alaska.

I live and work in Anchorage. I am on the Board of the Alliance and Chair of the UAF’s CEM Advisory and 
Development Council.

I am testifying on behalf of myself, my wife, my 3 offspring who work in Anchorage and my 2 grandsons 
and their future.

I grew up on the Kenai Peninsula, went to college in Fairbanks and have worked in oil and gas, starting in 
Alaska, with jobs in other states and overseas and working for the last 10 years in Anchorage.

I support the Governor’s concepts to make Alaska more competitive in attracting increase investments to 
increase Alaska North Slope production and I urge passage of legislation to make meaningful reforms this 
year.

Mr. Bill Armstrong, of Armstrong Oil and Gas made some compelling arguments on Monday explaining 
why there isn’t more drilling activity in exploration in the state.

Senate Bill 21 is a good start to achieve this goal, especially the elimination of progressivity but 
modifications should include:

1) Ensure that there is no “increases” in tax (or government take) in changing ACES for existing 
producers for price ranges from $50-90 per barrel.

2) Incentivize development within existing PA’s by making more new oil production eligible for GRE 
credit. These existing PA’s are the areas that can bring the quickest and largest increases in 
production.

3) Allow new explorers to continue to sell loss credits generated from exploration prior to production. 
Taking away this ability will negatively impact those that are currently exploring as it will change 
the terms which were used to attract exploration funding, it will significantly increase the cost of 
exploration, and in the unsuccessful case will mean that credits are not redeemable, thus 
changing the economic risk and rewards of exploration in Alaska. Without these new explorers, 
the production growth from exploration outside of the existing units will not occur, as Armstrong 
and Brooks Range Petroleum have testified.

In summary, I applaud you in your efforts to allow Alaska to become more competitive in investments for 
new oil production for both explorers and existing producers. Without new exploration and the continued 
development of new production within existing PA’s, the efforts to lower or flatten production decline will 
likely not occur.

Madame Chair and Senators, thank you again for all of your efforts.



Testimony (as prepared) delivered to Senate Resources Committee
Chair Senator Cathy Geissel

The 28th Alaska State Legislature, 1st Session
Good Evening Chair Geissel and committee members. I am Ivalu Eric Fox, Vice President of 
Operations for Camp Services at NMS, a NANA Development Corporation subsidiary. NANA 
Development Corporation is the business arm of NANA Regional Corporation, owned by the 
12,500 Inupiaq people who originated in Northwest Alaska. I am proud to call myself one of 
them. I started working for NANA as a security officer 20 years ago on the North Slope. I take 
great pride in being an owner/shareholder of my employer.
I support changes in Alaska’s oil tax structure to bring more business to the NANA subsidiaries 

that work in the oil industry in Alaska, which in turn brings economic opportunities to NANA’s 
shareholders.
As you all are aware, unemployment is a problem in most of the 11 villages in our Region, as it 
is in most of rural Alaska. As a shareholder and a manager at NANA, I work to provide 
opportunities to people from my home region. I take NANA’s mission, to improve the quality of 
life for our people seriously. I am here to represent the interests of my company, my Region and 
my people. The tax structure that was passed in 2007 is having a negative impact on all of them.
NANA began working on the North Slope not long after the passage of the Alaska Native Claims 
Settlement Act. NANA Oilfield Services Inc. or NOSI and NANA Management Services have 
been serving the industry for over thirty five years. More recently, companies like NANA 
Worley Parsons have designed and engineered new North Slope facilities and NANA 
Construction is building modules for use in Alaska’s oilfields.
My company, NMS, sees the direct impact from the growth, or lack of growth, of the oil and gas 
industry in Alaska.
A major part of our mission is to provide employment and career advancement for NANA 
shareholders. I am an example of the NMS’ commitment in this area. Nearly a quarter of our 
workforce is Alaska Native. We work with the oil industry to provide air transportation for 
NANA shareholders to travel from their villages to North Slope jobs. Any contraction of the oil 
industry reduces work opportunities and earnings for our entire workforce but especially Alaska 
Natives living in rural Alaska. As the oil and gas industry declines, so do opportunities for 
Alaska Natives to work close to home.
Oil industry investment fuels the contracts for the NANA companies, and the jobs those 
contracts create. We are seeing those opportunities going to places in the Lower 48 -  like North
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Dakota and Texas -  where the oil industry is booming. In fact, NMS has opened a Houston 
office to pursue work in Texas. Alaska’s investment climate is driving away business. We do not 
have a lack of oil in Alaska. We have a lack of investment.
We have heard that the industry has billions of dollars in projects that could be done in Alaska if 
the tax structure was more competitive -  projects that would increase oil production but more 
importantly, projects that NMS and the other NANA companies have the skills, experience, and 
people to carry out. We’d like a chance to do that.
Chair Geissel, thank you for this opportunity. I would be pleased to answer any questions.
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ConocoPhillips Alaska  

Senate Resources Committee 

CSSB21 -  February 25, 2013

Madam Chair, members of the committee, for the record my name is Bob Heinrich, and 

I am the Vice President of Finance for ConocoPhillips Alaska. I want to thank the 

committee for inviting ConocoPhillips to provide brief testimony today on the committee 

substitute adopted this past Friday. While we have not had time to do an in-depth 

analysis, we do have some initial thoughts we would like to share.

First, we appreciate the committee’s efforts to incorporate the feedback and testimony 

of those who have come before the committee. We understand the committee’s desire 

to develop an oil and gas production tax framework that fits with the governor’s 

principles for oil tax reform. Namely, reform that is fair to Alaskans, encourages new 

production, is simple and balanced, and is durable.

In our prior testimony, we have advocated for changes to A C E S  that eliminates 

progressivity; that creates a flat tax rate over a broad price range; and that provides the 

business climate to attract investment and overcome Alaska’s inherent cost 

disadvantages. The committee substitute introduced Friday moves towards achieving 

several of these goals. In particular, the CS clearly has resulted in a relatively flat tax 

rate with only a slightly progressive nature over a broad price range -  something we 

view as a positive step.



The increase in the G R E  and the ability to apply the G RE to production from expansions 

of participating areas within existing units is also positive. However, at this point, we 

have not yet had time to fully evaluate the impact on potential projects.

We do have a few areas of concern, however. As your consultants showed you in their 

analysis on Friday, the C S  under consideration remains a tax increase relative to A C E S  

at lower price levels. That could be fixed by decreasing the base rate, which we are 

concerned is too high. Also, even though the overall level of government take, as 

estimated by Econ One, appears to be in the ballpark with the average government take 

in other jurisdictions, the question remains whether that will be enough to compensate 

for the high costs in Alaska. We have not done enough analysis to tell you if we can 

answer that question from ConocoPhillips’ point of view. The answer is likely to be 

different for every company given each company’s differences in cost structure, 

economic hurdle rates, and suite of opportunities.

Our comments today have been brief as requested and have focused on those 

elements of the bill that are of most interest to ConocoPhillips. We appreciate the 

opportunity you have provided today to present our initial impressions.

We look forward to working with the legislature as the governor’s bill continues through 

the committee process.



R E P S O L

Repsol E&P USA Inc.

Statement on Proposed Alaska Senate Bill CS SB 21 (RES.)

To the Senate Finance Committee 

March 6, 2013

Repsol E&P USA Inc. is the US upstream operating subsidiary of Repsol S.A., an 

integrated international oil and gas company headquartered in Madrid, Spain, 

with exploration and production activities in 31 countries worldwide. It is now the 

15th largest petroleum refining company in the world according to the Fortune 

Giobai 500 iist, and employs over 25,000 people worldwide.

Repsol strongly supports Governor Parnell’s efforts to improve the investment 

climate for the North Slope and endorses C S  SB 21 (RES.) (the “Bill”). We 

welcome the opportunity to present this statement of our views and opinions of 

C S  SB 21 (RES.). This statement reflects the specific views of Repsol based on 

its own perspective as a new entrant to the North Slope that is engaged in the 

discovery and development of new fields in Alaska.

The most salient aspect in our view, and one that is shared with our co-members 

of A O G A  and much of the rest of Alaska, is the undeniable decline in production 

from Alaska’s North Slope and the negative impact that this will have on the 

continued viability of what is arguably currently one of Alaska’s main assets, 

TA PS, the Trans-Alaska Pipeline System. Regardless of one’s view of how long 

TA P S  can continue to operate without action to increase production, the 

tremendous negative impact of the loss of TAPS cannot be denied. The State 

must actively seek ways to encourage additional production.

Repsol E&P USA Inc.
2001 Timberloch Suite 3000 
The Woodlands, TX77380 
Tel: 832-442-1000
w W H ' . r e n s o l .  c o m



Repsol is a new player on the North Slope. We came to the North Slope in 2011, 

after many years of reviewing numerous opportunities and turning them down. 

We considered the North Slope to be an especially promising area that has 

shown to be oil rich and with lower exploratory risk than other regions. It is an 

area that met Repsol’s objectives to balance our exploration portfolio with lower 

risk, in onshore oil opportunities in a stable environment, preferably in O ECD  

countries. Offsetting these positive aspects were the extreme climate, and a 

short exploration season in a remote, expensive and environmentally sensitive 

area with little established infrastructure. The biggest negative factor, however, 

was a tax system that did not encourage long-term investment. Repsol has 

invested in offshore Alaska, both in the federal waters of the Beaufort Sea where 

we have interests in 71 blocks and the Chukchi Sea where we have 93 blocks. 

However, with regards to investment in onshore state lands, we found that in all 

but the best scenarios, the progressive nature of the A C E S  petroleum tax 

structure did not allow for returns that were competitive with opportunities in the 

lower forty-eight states or other parts of the world.

This view changed in early 2011 when it appeared that serious reform of the 

A C E S  tax structure would be enacted. House Bill 110 was introduced on the 

18th of January, 2011. Repsol viewed the terms of the proposed HB 110 

favorably and we were convinced that the State of Alaska was serious about 

providing the necessary incentives for new investment. We were also convinced 

that if we waited for meaningful tax reform to be enacted, we would risk being 

lost in the rush of companies to Alaska to invest in North Slope exploration and 

development projects. By the 7th of March, 2011, Repsol completed 

negotiations to secure its North Slope position and announced its entry into the 

State of Alaska lands through a partnership with Armstrong Oil and Gas and 

GMT Exploration.

The process of meaningful oil and gas tax reform has continued over the last two 

years. Repsol firmly believes that Governor Parnell’s new proposal now before 

the Senate Finance Committee as CS SB 21 (RES.), addresses many of the
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shortcomings of A C E S  that were causing Alaska to be uncompetitive in attracting 

oil and gas investment. First and foremost, it proposes to remove the 

progressive nature of A C E S  which is what deterred investments in Alaska at the 

very time that investment was being stimulated in other states by rising oil prices. 

It is counterintuitive that Alaskans would want investment to leave their state and 

go to North Dakota, Texas, California or Oklahoma as oil prices increased, yet 

that is exactly what A C E S  encourages. Repsol believes that Alaska should reap 

the benefits of higher oil prices, but that the increase should be shared fairly and 

that investors should be encouraged to invest more, rather than less, as prices 

increase. Repsol and other companies have long argued that the current 

progressive tax structure is detrimental to new investment in Alaska and we 

endorse the repeal of progressivity that is proposed in CS SB 21 (RES.).

Repsol and other companies look to benefit from several tax credits, namely the 

Qualified Capital Expenditure Credit, or Q C E  credit, the Small Producer Credit 

and the Exploration Credit. These credits have encouraged newcomers like 

Repsol to come to Alaska in what would otherwise be an unattractive investment 

climate. The credits have the effect of reducing our initial capital investments in 

the early phases of investment, especially during the exploration phase. With 

these credits, Alaska was subsidizing our initial investment in return for a larger 

piece of future production revenues for Alaska, if any. In essence, the taxpayers 

of Alaska were partially insuring and mitigating our potential losses from an 

unsuccessful exploration program in order to stimulate more exploration and to 

develop marginal fields that might otherwise be uneconomical to develop. The 

credits have certainly encouraged Repsol and its partners to enter into a robust 

exploration program that will result in total investments of some half billion dollars 

in our North Slope leases by year end of 2013. The credits do not, however, 

encourage long term developments of any discovery when those developments 

must compete against developments in states with more favorable tax regimes. 

These credits help to reduce the cost of coming to Alaska, but we invest in 

exploration with the expectation that we can have a long term, economical 

development of any discovery. Oil companies must consider the full life cycle

Page 3 of 6



economics of a project when making investment decisions, not just the early 

economics of exploration. While the credits have encouraged exploration, in 

most cases they are not enough to offset the negative aspects of progressivity 

when considering the full life cycle economics of development and production, 

which are the stages where more intensive investment and job creation occur. 

We are encouraged that the Bill proposes the extension of the Small Producer 

Credit and the Exploration Credit. These credits will continue to motivate new 

players and new exploration. We would like to see the continuation of the Q C E  

in some form, at least for the near term, but we recognize the tradeoff that is 

offered by the Bill. We must acknowledge that there are scenarios in which the 

terms of the Bill are less favorable to new developments. Those scenarios occur 

when oil prices are low. The threshold value will vary somewhat between 

companies, depending on their individual circumstances. While we wouia prefer 

that the Qualified Capital Expenditure Credits continue, we view that the value 

from elimination of the progressivity at higher oil prices will offset the protection 

offered at lower oil prices by the Q C E  credit.

Our analysis in the preceding paragraph is based on Repsol’s individual 

circumstances. We understand that there could be situations besides low oil 

prices in which the continuation of the Q C E  will be more attractive for some 

investments than the elimination of progressivity will be. Some companies with 

limited access to capital, or those that are investing in marginally economic 

projects, may find that the Q C E  credit is preferable to the elimination of 

progressivity. This is not Repsol’s case.

Repsol makes investment plans on a multi-year cycle, looking ahead more than 

one year at a time. Major investment decisions are based on full life cycle 

economics, as was our decision to invest in onshore North Slope exploration. 

Future investment decisions to develop any discovery will also be based on full 

life cycle economics that result from a number of assumptions including, among 

others, our forecast of the future price of oil. Our major investment decisions are 

based on our long term outlook for oil prices, capital costs, operating costs,
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availability of investment capital and other major factors. We do not change 

those investment decisions based on short term price fluctuations, but only if our 

long term projections change. With Repsol’s current forecasts, the provisions of 

the Bill are more favorable to Repsol for future investments and will encourage 

more investment than under the current terms of ACES.

Repsol views the “carry-forward annual loss” tax credit, with compounding 

interest rate, as a positive step to address the loss of the buy-back of Q C E  

credits by the State. However, Repsol has concerns about the proposed 10 year 

“shelf life” of the carry-forward annual loss, especially given that we will no longer 

be allowed to transfer those credits to other companies. In many cases, it may 

take an oil company more than 10 years from initial investment in exploration 

until significant production revenues are earned to claim the credits. Repsol 

views the 10 year limitation on use of the credits as too restrictive and strongly 

encourages the legislature to increase the period of time that an investing 

company may use these credits to 15 years or to allow transfer or sale of the 

unused credits to other taxpayers.

As stated earlier, the positions in this statement represent the views of a 

newcomer to the North Slope. While Repsol has a favorable opinion of the Bill, 

we must not forget that new production is not the only contributor to TAPS  

throughput. We have not attempted to analyze the Bill from the perspective of 

the established producers. We encourage and support the State to continue its 

efforts to incentivize increased production from the existing legacy fields. This 

production is vital to maintaining sufficient oil volumes in the pipeline. Legacy 

producers, new explorers such as Repsol, and all Alaskans need and want the 

same thing -  increased production in TAPS.

Repsol is pleased that Governor Parnell has taken steps to address many of the 

concerns that Repsol has with the Alaska tax structure under A CES. While we 

believe that there is still substantial room for improvement, overall the proposed 

bill is a viable cornerstone for tax reform that we consider significant and 

meaningful in returning Alaska’s competitiveness for investment opportunities.
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The proposed reform is fair to Alaskans and will encourage more production as 

well as investment. The proposed Bill goes a long way to simplify what was a 

very complex tax regime and it will restore a balance in which the State and the 

companies investing in Alaska will both benefit from in the longer term. Alaskans 

will see more investment in the North Slope if CS SB 21 (RES.) is passed and 

signed into law. This additional investment can only lead to more oil in TAPS, 

and in the long term, more revenue for Alaska and more high paying jobs for 

Alaskans. Our hope is that the legislature and all Alaskans will see the wisdom 

in this approach to North Slope investment.

Thank you.
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My name is Deborah Brollini, I’m a 37 year Alaska and I am testifying on behalf of 
myself, and my two children Lyndsey, and Van. I would first like to thank the 
committee for their work on SB 21 the Governor’s oil tax reform bill. Although I 
may not agree with all the committees' decisions... I do respect the process, and 
Alaskans can be proud of the due diligence Senate Resources is taking regarding oil 
taxes because 710,000 Alaskans livelihoods are at stake.
I was pleased to learn that the Competitive Review has been included as a 
committee substitute to SB 21. It has been something that I’ve been advocating for 
several years now and 1 am encouraged that this might be the year that a 
Competitive Review board is implemented, and that we can start making sound 
business decisions rather making decisions based on politics and emotions.
I am supportive of the Competitive Review because it takes the politics out of the 
debate. I visited with Ben Parks last spring who is the former CEO of Boeing.
Boeing won the national Baldrige Award for manufacturing excellence under his 
leadership. Ben Parks now resides in Homer. I asked him whether or not the 
state's natural resources could be managed by a Baldrige model, and if a 
Competitive Review Board could manage, and make recommendations on what is in 
the best interest of the state in terms of our oil and gas resources. His answer was 
an overwhelming yes.
The reason it was a yes is because data is not personal. When we look at this 
country’s well data the only thing that we can get worked up about... is that North 
Dakota, Texas and California are kicking our behinds. The well data is not personal. 
It is my hope that a Competitive Review will help lawmakers make long-term 
business decisions, and provide my children with a future they deserve.
Again, I appreciate your due diligence and including the Competitive Review as part 
of your committee substitute. Thank you.

Senate Resources Testimony in Support of SB 21; Committee Substitute
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