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ALMR C u r r e n t  P r o j e c t  S t a t u s

► Z o n e  C o n t r o l l e r s  i n  A n c h o r a g e  a n d  F a i r b a n k s

► 1 5  s i t e s  c u r r e n t l y  o p e r a t i o n a l :

✓ 2  i n  A n c h o r a g e  

^  2  i n  F a i r b a n k s

✓ 1  i n  V a l d e z

✓ 2  i n  J u n e a u

✓ 8  f r o m  F a i r b a n k s  t o  D e l t a

► V a l d e z  P o l i c e  D e p a r t m e n t  c u r r e n t l y  u s i n g  t h e  

s y s t e m  u n d e r  a  B e t a  a g r e e m e n t

► F a i r b a n k s  s e r v i c e  t o  b e g i n  i n  2 0 0 5

4 A FEDERAL STALL & MUNICIPAL PARTNERSHIP



a l m r  F u n d i n g  H i s t o r y  -  S t a t e  P o r t i o n

Year Source Requested (2)
Appropriated

Difference (2)Program Office Infrastructure Total
1998 State GF 485,000 485,000 485,000 -

1999 State ISF 850,000 850,000 850,000 -

2000 State ISF 539,900 539,900 539,900 -

2000 State GF 1,033,175 383,175 650,000 1,033,175 -

2000 State GF 120,000 120,000 120,000 -

2002 COPS 2,000,000 2,000,000 2,000,000 -

2003 NU 6,680,000 1,987,000 1,987,000 (4,693,000)
2004 State GF 680,000 400,000 400,000 (280,000)
2004 COPS (1) 8,840,000 2,474,000 2,474,000 (6,366,000)
2005 State GF 700,000 400,000 400,000 (300,000)
2005 COPS (1) 8,855,000 2,467,000 2,467,000 (6,388,000)
2006 State GF 700,000 (700,000)
2006 Fed Request 9,055,000 (9,055,000)

Totals 31,698,075 2,693,075 10,063,000 12,756,075 18,942,000

N otel: 2004 COPS grant has been awarded. 2005 COPS grant is an earmark. No funding has been received yet 
for either grant.

Note 2: Amounts are not additive. The Federal request in 2005 includes money originally requested in 2004, 
but not fully funded, and the 2006 request includes money originally requested in 2005, but not fully funded.

5 A FEDERAL. S T A I E &  MUNICIPAL PARTNERSHIP



ALMR
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F Y 0 5  P r o j e c t  O f f i c e  B u d g e t

F Y 2 0 0 4  C a r r y o v e r 7 5 , 0 0 0

2 0 0 5  G F  A p p r o p r i a t i o n 5 0 , 0 0 0

2 0 0 5  G F  R e a p p r o p r i a t i o n 3 5 0 , 0 0 0

T o t a l  F u n d s  A v a i l a b l e 4 7 5 , 0 0 0

F C C  L i c e n s i n g 7 5 , 0 0 0

P r o j e c t  O f f i c e  E x p e n s e s 3 9 0 , 0 0 0

P r o j e c t e d  2 0 0 5  C a r r y o v e r 1 0 , 0 0 0

6 A FEDERAL. STATE & MUNICIPAL PARTNERSHIP



ALMR F Y 0 5  B u i l d o u t  C a p i t a l  B u d g e t
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F Y 2 0 0 4  C a r r y o v e r 1 , 8 7 5 , 0 0 0

F F Y 2 0 0 4  C O P S  E a r m a r k  G r a n t 2 , 4 7 4 , 0 0 0

F F Y 2 0 0 5  C O P S  E a r m a r k  G r a n t 2 , 4 6 7 , 0 0 0

T o t a l  F u n d s  A p p r o p r i a t e d 6 , 8 1 6 , 0 0 0

P r o j e c t e d  C o s t s

K e y  B a n k  F i n a n c i n g 1 , 8 6 7 , 0 0 0

L e n a  P o i n t  a n d  W i l l o w  C r e e k 4 3 3 , 0 0 0

B l u e b e r r y  H i l l 5 1 3 , 0 0 0

S i t e  S u m m i t 2 8 0 , 0 0 0

P r o j e c t e d  2 0 0 5  C a r r y o v e r 3 , 7 2 3 , 0 0 0

7 A FEDERAL STA7E & MUNICIPAL PARTNERSHIP



a l m r  L a r g e  S t a t e  A g e n c y  S u b s c r i b e r  P u r c h a s e s

► D O T / P F

/  $ 3 . 3  m i l l i o n  F e d e r a l  H w y  f u n d s  a v a i l a b l e

•  $ 1 . 7  m i l l i o n  s p e n t

* $ 1 . 6  m i l l i o n  p e n d i n g

► D P S / A S T

✓ $ 1  m i l l i o n  s p e n t  ( C O P S  g r a n t )

8 A FEDERAL ST A I f  A MUNICIPAL PARTNERSHIP



ALMR D o D  C o n t r i b u t i o n s  -
• r - '

w■v - ■ '

C a t e g o r y A m o u n t

I n f r a s t r u c t u r e $ 5 0 , 9 5 2 , 9 1 5

P r o j e c t  M g t $ 4 , 3 8 5 , 3 8 2

T o t a l  F u n d e d $ 5 5 , 3 3 8 , 2 9 7

F Y 0 6  R e q u e s t $ 8 , 1 0 0 , 0 0 0

G r a n d  T o t a l $ 6 3 , 4 3 8 , 2 9 7

9 A  FEDERAL. S l A l h  & MUNICIPAL PAR IN ERR HlP
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t S ta te  o f A la s k a

O F F I C E  O F  T H E  G O V E R N O R

Frank H. Murkowski
Governor
P.O. Box 110001
Juneau, Alaska 99811-0001
NEWS RELEASE www.gov.state.aV.us

Becky Hultberg 
Press Spokeswoman 

907-465-3500 
FAX: 907-465-3532

FOR IM M EDIATE RELEASE: January 11, 2006

Governor Proposes Incentives for School Staff to Raise 
Student Achievement

(Juneau) -- G overnor Frank H. Murkowski will introduce bills in the House and Senate to 
establish m onetary incentives for staff at public schools to significantly im prove student 
academ ic perform ance.

“The Alaska School Perform ance Incentive Program is intended to encourage everyone on 
a school's staff to collaborate and take shared responsibility for all students, use 
instructional time effectively, and use the results of standards-based assessm ents to target 
students' academ ic needs," said Education Com m issioner Roger Sampson.

The program will award bonuses to a school's adm inistrators, teachers and support staff if 
a substantial num ber of students show more than a year’s academ ic growth as m easured 
by scores on the state ’s standards-based assessm ents. Some school district central office 
staff may receive a bonus as well.

The bonuses, which are not part of an em ployee’s base pay, will range from $2 ,500 to 
$5,500 for certificated staff and $1,000 to $2 ,500 for non-certificated staff. There will bo 
several levels of bonuses, based on how much growth students have shown.

"The perform ance incentive program will inspire and em pow er A laska 's outstanding 
educators to use their expertise and innovative instructional practices to im prove student 
growth and achievem ent," Murkowski said. "This program will enhance A laska ’s te jc h e r 
recruitm ent efforts, raise accountability by linking the incentive paym ents directly to 
increased levels of student achievement, and prom ote effective instruction."

To determ ine whether a school's staff is eligible for bonuses, each student’s test score will 
be placed in one of six categories: advanced, proficient, below proficient plus, belov 
proficient minus, far below proficient plus, and far below proficient minus.

At the end of every school year, the state will com pare each student’s perform ance with 
his or her perform ance the year before, as shown by the six categories. Schools will 
receive various points for students based on whether a student m oved up or down in the 
categories or stayed In the sam e one.

-- more -

http://www.gov.state.aV.us
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The points for a schoo l’s students will be totaled and then divided by the num ber of 
students to produce a school score. The score will be applied to an index that has several 
'■‘vels. The h igher the score, the larger the bonus. Schools that show  only a year’s growth 
or less will not receive bonuses.

“The program  m eets a need in A laska schools for accountability," C om m issioner Sampson 
said. "The m oney is directly linked to increasingly high levels o f student learning. The 
program  provides an incentive for a school’s s ta ff to w ork d ifferently and creatively.”

The proposed program  differs from  m erit pay, an idea that has had a mixed reception in 
other states. M erit pay program s often pitted staff against one another; thus, in order for 
one to win, others must lose. Such program s hindered cooperation and collaboration.

• A laska ’s incentive plan awards bonuses for student growth, even if students aren ’t 
yet proficient. Therefore, every school has an equal opportunity  to win a bonus.

• A 'aska ’s plan applies to all school staff.

• The targets for school achievem ent are r 'e a r  and objective.

The cost will depend on how m any people earn bonuses, and on details of the point 
system  and the index, which will be set in regulation by the S tate Board of Education & 
Early Developm ent.

A fiscal note prepared by the Departm ent of Education & Early D evelopm ent estimates the 
range of what the program  could cost. For exam ple, if 5 percent o f the state's school staff 
m em bers won the highest level of bonus, it would cost nearly $3.1 million. If 25 percent of 
the state 's school s ta ff m em bers won the highest level o f bonus, it would cost about $15.4 
million.

M ore in fo rm a tio n : A t the Departm ent of Education & Early D evelopm ent, contact 
Les Morse, D irector o f A ssessm ent & Accountability, 46 5 -869 1 ; o r Eric Fry, Information 
Officer, 465-2851.

j i l l i i
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S c h o o l  P e r f o r m a n c e  I n c e n t i v e  P r o g r a m

Coal: To accelerate growth in student achievement.

O verview of benefits to A laska

1. Accountability: money diiectly linked to high levels o f  student learning.
2. Promotes effective instruction, staff collaboration, and shared responsibility.
3. Enhances Alaska’s teacher recruitment efforts.
4. No-risk program: no performance = no cost.

W hy is this p ro g ram  differen t from o the r  bonus p rog ram s?

• Focuses on how the same students(s) performed this year compared to last year -  
student growth.

• Provides clear targets for meeting success.
• Provides an incentive for A LL school staff to work together, be creative, and

design and implement systems to improve student performance.
• Provides \ system for policy makers to evaluate school performance.
• Focuses on improving each student’s performance from where they currently are 

to proficiency.

W hy have o th e r  models failed?

• Not based on individual student growth related to achievement standards.
• Unrealistic or unclear targets for success.
• Competition among staff -  so "e  must lose for others to win.
• Excluded building administrators and other school staff.
• The instrument/criteria useJ to measure success was nut reliable and consistent.
• Compensation was not large enough to change behavior.

W hat will be the outcomes from  this p ro g ram ?

• Ownership o f  instruction and results by all school staff resulting in less turf 
guarding.

• Incentive to work differently and create partnerships that will result in more than 
a year’s growth in learning for students.

• Cause creative and effective use o f  instructional time in schools -  scheduling the 
school day and year with a focus on higher levels o f  student learning.

• Accountability and incentive to cause students to reach proficiency and higher 
levels o f  advanced achievement.

Page 1 o f 2
January 11, 2006



EDUCATION
A l A K iY I U V H O C M lN t

S c h o o l  P e r f o r m a n c e  I n c e n t i v e  P r o g r a m

The bottom line: The program will award bonuses to a school’s administrators, teachers 
and support s taff  each year that its students show more than a year’s academic growth. In 
some cases, school district ccn‘ral office staff will receive bonuses as well.

How growth is measured:

1. Each student’s score on state standards-based assessments will be placed in 
one o f  six achievement categories: advanced, proficient, below proficient plus, 
below proficient minus, far below proficient plus, and far below proficient 
minus.

2. Each student’s performance will be compared with his or her performance the 
previous year. Schools will cam various points based on whether a student 
moves up or down in the categories or remains in the same one.

3. The points will be totaled, and then divided by the number o f  students in the 
school to produce a school score. That score will be applied to an index that 
has several levels.

4. The higher the points, the larger the bonus, up to the maximum set in law. 
Schools that uo not show progress will not cam a bonus.

Cost:

1. Bonuses will range from S2.500 to S5.50U for certificated s ta ff  (administrators 
and teachers) and S I,000 to 52,500 for noncertificated staff (support s taff  such as 
aides and custodians). School district central office staff, except for 
superintendents, who play a significant role in a school’s growth will be eligible 
for bonuses o f  up to 55,500.

2. The cost will depend on how many people earn bonuses, and on details o f  the 
point system and the index, which will be set in regulation by the Slate Board o f  
Education & Early Development.

3. A fiscal note prepared by the department estimates the range o f  what the program 
could cost. Fcr example, i f  5 percent o f  the state’s school staff members won the 
highest level o f  bonus, it would cost nearly S3.1 million. If 25 percent o f  the 
s tale’s school stall*members won the highest level o f  bonus, it would cost about 
SI5.4 million.

Page 2 o f 2
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A laska School Perfo rm ance
Incen tive P rog ram

Measuring Individual Student 
Achievement

What is the Program ?
School PfrtonrufKe 1 remove Prtfrun

* Performance incentive pay for improved student
achievement

• Entire staff in a school receive incentive (all or none)
• farget based on growth, or sustained advanced
performance o f student achievement

• A ll schools qualify i f they meet growth target
• Based on a reliable tool aligned to the Grade l evel
Expectations

• Program is unlike mcnt pay programs which cause
conflict rather than cooperation

w iumgi 7** rcwai$

Why have the Program?
ttvUnir+mt IrefTtne f

♦ Accelerate growth in student achievement

• Stimulate the educational system by using
a proven private sector concept

• Utilize and empower cxperti .c within the
schools to work together for the benefit of
Alaska students

• Increase return on A laska’s investment in
public schools

im i i i m  ftyLv



Benefits
Sciiool Prrfefmifxc Incrrrtnc Pit'*j«m

• No risk program: no performance - no cost
• Create a strong workforce for Alaska
• F.nhance teacher recruiunent efforts
• Accountability: directly linked to high levels of

achievement
• Promote collaboration, effective inrtruction and

spread responsibility across grade levels and contentareas
• Involve all staff: currently in large high schools only

I51i of staff are responsible for reading, willing and
mathematics

m 1

W h y  M e a s u re  G ro w th ?
Sctool PfrfaraMCC ft'-pur

• Focus on individual student learning
• Expect high performing and low performing 
students to grow in achievement

• Provide visible t nd objective targets to meet
• Incentive for all school staff to team together, 
think creatively, and design systems to improve 
student performance

• Ev aluate school performance
• Focus is on improv ing each student from where lie 
or she is to proficiency and beyond

:*mry II »

I / o w  G ro w th  is  M e a s u re d
rr in vxP ln rtn i hrf?**

• How did "Student A " do in the current year
compa.cd to the p ro ious year

♦ l l o 'v  did a l l  o f the students perform within the
School

• Hid the Khool demonstrate growth based on a
comparison o f the same individual students from
current year to the previous year

o j— ( I XCO1
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Expected Outcomes
Sc tool rttfcmjrtcc Incmflsf Prcfnm

• A ll slalThavc ownership o f insiruciion and share
rcsponsibilily for results

♦ Incentive to work differently, embrace innovation
and create partnerships to improve student
achievement

• Accountability and incentive to cause all students
to reach proficiency and higher levels o f
advanced achievement

m
I*-*** 11 rnpoy 1

Why Other Models Foil

• Not basest on student growth
• Unrealistic targets
• Conflict among staff: Some must lose for others
to w in

* Exclude building administrators
• Instrument used to measure is not reliable and
consistent

• Compensation not large enough to provide
incentive for change

• Weak commitment to the program

fffk S 1

What Lies Ahead
Vtoi f n l  li*r^»*e

• t he linal target or v alue table w ill be established
by examination o f 2005 to 2000 assessment
results to create a baseline

• Ones the incentive program is m place, then
motivation exists to accelerate academic
achievement beyond a year’s growth

• Ihc cost o f the program w ill vary Irom year to
year

M t ,
jri

—  1 —  l l x u f l1



School Performance Incentive Program

• Based on growth in student achievement

• Empowers expertise o f educators and school 
personnel

• Includes all staff: all make it or no one makes it

• fiasco on an understandable system

(ftM i i . i n  fU *A l1
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PPT, new investments 
and international competition

F e b r u a r y  1 , 2 0 0 6

Presentation to the Joint 
Senate House Finance 

Committee



INTERNATIONAL TRENDS
T h e  h i g h  o i l  p r i c e s  h a v e  h a d  a n  i m p o r t a n t  i m p a c t  

o n  t h e  i n t e r n a t i o n a l  g o v e r n m e n t  t a k e .

P r o g r e s s i v e  c o u n t r i e s :

•  “ O n e  W a y ”  a d j u s t m e n t

NWT, Angola, Russia, Azerbaijan, Libyr
•  “ T w o  w a y ”  a d j u s t m e n t

Alberta, Norway, Indonesia
R e g r e s s i v e - N e u t r a l  c o u n t r i e s :

US, UK, Egypt, Argentina



INTERNATIONAL TRENDS
T h e  h i g h  o i l  p r i c e s  c r e a t e  a  p o s s i b i l i t y  f o r  

t h e  r e g r e s s i v e - n e u t r a l  c o u n t r i e s  t o  

i n c r e a s e  t h e i r  g o v e r n m e n t  t a k e .  S e v e r a l  

c o u n t r i e s  h a v e  a l r e a d y  d o n e  s o :

•  U K

•  T r i n i d a d  &  T o b a g o

•  K a z a k h s t a n

•  B o l i v i a

•  V e n e z u e l a



PPT AND CURRENT TERMS
The PPT on new investments depend on the costs, field size and well 
productivity assumptions.

Six field cases were analyzed under high cost and low cost scenarios:

50 MM -  low well productivity
150 MM - low well productivity
500 MM - low well productivity

50 MM - high well productivity
150 MM - high well productivity
500 MM - high well productivity

Because of special support for small producers, two scenarios will be 
evaluated:

First Investment
Re-invnstment
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PPT income, re-investment, 50 MM bbls, high costs, low well
productivities

PPT AND CURRENT TERMS
R e - i n v e s t m e n t  in  a  5 0  M M  b a r r e l  f i e l d

200

Alaska Current 
25/15 
25/20 
20/15 
20/20 
17.5/15

WTI oil prices (S/bbl)

Alaska will collect more production tax under high oil 
prices even on a small 50 million barrel field.
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PPT AND CURRENT TERMS

R e - i n v e s t m e n t  in  a  5 0 0  m i l l i o n  b a r r e l  f i e l d

4000
3500
3000
2500
2000
1500
1000
500

0

PPT income, re-investment, 500 MMbbls, high costs, high well
productivities

♦ Alaska Current 
25/15 
25/20 
20/15 

- x -  20/20 
17.5/15

S22 $24 $26 $28 $30 S32 $34 $36 $?8 S40

WTI oil prices (S/bbl)

On large fields, Alaska will collect more production tax 
under average and high oil prices
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PPT AND CURRENT TERMS
F i r s t  i n v e s t m e n t  in a  5 0  m i l l i o n  b a r r e l  f i e l d

PPT income, first investment, 50 MM bbls, high costs, low well
productivities

50

0

-50

-100

-150

-200

$22 $24 $26 $28 $30 $32 $34 $36 $38 $40
—♦— Alaska Current 
-■ -2 5 /1 5  

25/20 
20/15 

—*'—20/20 
17.5/15

WTI oil prices (S/bbl)

A  s m a l l  p r o d u c e r  w ill  n o t  p a y  P P T  a n d  t h e r e f o r e  o n  a  s m a l l  
f i e l d ,  s u c h  p r o d u c e r  w il l  o n l y  e a r n  t a x  c r e d i t s ,  w h i c h  c a n  b e  
t r a d e d .
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PPT AND CURRENT TERMS
F i r s t  i n v e s t m e n t  in  a  5 0 0  m i l l i o n  b a r r e l  f i e l d

3500

3000

2500

2000

1500

1000

500

0

PPT income, first investment, 500 MM bbls, high cost, high well
productivities

—♦—Alaska Current 
- • - 2 5 / 1 5  

25/20 
20/15 
20/20 
17.5/15

S22 $24 S26 $28 $30 32 S34 S3G $38 S40

WTI oil prices (S/bbl)

A  f i r s t  i n v e s t m e n t  in  a  l a r g e  f i e l d  w il l  r e s u l t  in  c o n s i d e r a b l e  
P P T  u n d e r  h i g h  p r i c e s ,  b u t  l e s s  t h a n  u n d e r  a  r e - i n v e s t m e n t  
s c e n a r i o .
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PPT AND CURRENT TERMS
Impact on investors: 50 and 500 MM barrel fields

IRR for 50 million barrel • low productivity case, high cosls IRR of 500 million barrel • high productivity case, high costs

WTlcipr«s

♦-AiatoO/rerttVW
i-PPT-f-srSOW
PPT-n3<5CWV

n at 2
WTloipftts

-*-Ci/rert50GlW 
PPT-first 50CJ”.t 
FPT-naSXMUl

T h e  t a x  c r e d i t s  u n d e r  t h e  P P T  i m p r o v e  t h e  I R R  f o r  f i r s t  
i n v e s t m e n t  o r  r e - i n v e s t m e n t ,  r e g a r d l e s s  o f  f i e l d  s i z e  a n d  c o s t  
c o n d i t i o n s  ( 2 0 / 1 5  c a s e  w a s  u s e d  f o r  i l l u s t r a t i o n )



PPT AND COMPETITION
The competitive position of the Alaska system was 
analyzed using the same field sizes and applying 
international terms. Eight fiscal systems were 
analyzed. They all reflect areas in the world where 
currently considerable investment is taking place:

• Norway 
UK

• US Gulf Coast
• Alberta Oil Sands
• Nigeria
• Angola
• Russia-Sakhalin 

Azerbaijan
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PPT AND COMPETITION
First Investment in 500 MM barrel field

IRR, f irs t in ve s tm en t, 500 MM barre ls , h igh  co s ts , h igh  well
p ro d u c tiv ity

•  UK 
■ Norway

Current 
25/15

• 25/20
• 20/15 

20'20
• 17.5/15

T h e  P P T  c r e a t e s  a  v e r y  m a t e r i a l  i m p r o v e m e n t  i n  I R R  r e l a t i v e  
t o  N o r w a y  a n d  U K ,  f o r  a  f i r s t  i n v e s t m e n t  in  a  l a r g e  f i e l d .

60° o

20%

10%

0%
S 22 $2-1 $26 $28 $30 $32 $3-1 $36 S38 $-10

WTI oil prices (S/bbl)
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PPT AND COMPETITION
F i r s t I n v e s tm e n t in 5 0  M M  b a r r e l f ie ld

IRR, first investment, 50 MM barrels, high costs, low well
productivity

0 9 $22 $24 $26 $28 $30 $32 $34 $36 $38 $40

WTI oil prices (S/bbl)

UK
Norway
Currenl
25/15 

- '— 25/20 
— 20/15 

20/20 
- 17.5/15

T h e  P P T  c r e a t e s  a  v e r y  s i g n i f i c a n t  i m p r o v e m e n t  in  I R R  
r e l a t i v e  t o  N o r w a y  a n d  U K ,  f o r  a  f i r s t  i n v e s t m e n t  in  a  s m a l l  
f i e l d .
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PPT AND COMPETITION
F i r s t I n v e s tm e n t in 5 0 0  M M  b a r r e l f ie ld

G o vern m e n t Take fo r  a 500 MM barre l fie ld

100%
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70%
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$22 $24 $26 $28 $30 S32 $3*1

WTI oil prices (S/bbl)

$36 $38 $40

UK
Norway 
Currenl 
25/15 
25/20 
20/15 
20/20 

-  17.5/15

T h e  P P T  p r o v i d e s  f o r  a  m o d e s t  t o t a l  g o v e r n m e n t  t a k e  f o r  
e a c h  o f  t h e  f i v e  o p t i o n s ,  in  o r d e r  t o  c o m p e n s a t e  f o r  t h e  l o w  
n e t  b a c k  p r i c e s  a n d  h i g h  c o s t s .



G
ov

er
nm

en
t 

Ta
ke

PPT AND COMPETITION
F i r s t  I n v e s t m e n t  i n  5 0  M M  b a r r e l  f i e l d

Government Take for a 50 MM barrel field

100%

90%

80%

70%

S22 S24 $26 $28 $30 $32 $34

WTI oil prices (S/bbl)
$36 $38 S40

— UK 

Norway 

Current 

25/15 

25/20 

— 20/15 

20/20 

—  17.5/15

For first investors or small p r o d u c e r s  there is a  reduction of g o v e r n m e n t  

take c o m p a r e d  to the Current S y s t e m .  T h e  regressive nature of the 

g o v e r n m e n t  take is r e m o v e d  for e a c h  of the five options.



P P T  A N D  C O M P E T I T I O N
F ir s t  I n v e s tm e n t

C O M P E T I T I V E N E S S  I N D E X  

H y p o t h e t i c a l  b e s t 4 8

U S  G O M 5 2 # 1

U K 1 3 5 # 2

A l b e r t a - O i l  S a n d s 1 5 7 # 3

N i g e r i a 1 7 2 # 4

A l a s k a  P P T 2 7 2 # 5

A n g o l a 3 1 8 # 6

A z e r b a i j a n 3 2 9 # 7

A l a s k a  C u r r e n t 3 6 4 # 8

N o r w a y 3 9 7 # 9

R u s s i a - S a k h a l i n 4 4 4 # 1 0

H y p o t h e t i c a l  w o r s t 4 8 0

i he lower the number the better the rating. The table shows 
a considerable improvement in overall competitiveness for the 
PPT for new investors (20/15 options was used)



P P T  A N D  C O M P E T I T I O N
N e x t  In v e s tm e n t

C O M P E T I T I V E N E S S  I N D E X

H y p o t h e t i c a l  b e s t 4 8

U S  G O M 5 1 # 1

U K 1 3 1 # 2

A l b e r t a - O i l  S a n d s 1 5 3 # 3

N i g e r i a 1 6 9 # 4

A n g o l a 3 0 7 # 5

A l a s k a  P P T 3 2 2 # 6

A z e r b a i j a n 3 2 3 # 7

A l a s k a  C u r r e n t 3 5 3 # 8

N o r w a y 3 9 1 # 9

R u s s i a - S a k h a l i n 4 4 0 # 1 0

H y p o t h e t i c a l  w o r s t 4 8 0

The lower the number the better the rating. I he table shows a modest 
improvement in overall competitiveness for tne PPT for investors who do not 
benefit from the small producer incentive (20/15 option was used).



P P T  S T U D I E S

A l a s k a  D e p a r t m e n t  o f  R e v e n u e  

F e b r u a r y  1,  2 0 0 6



P P T

W e l l h e a d  V a l u e  l e s s :

-  O p e r a t i n g  c o s t

-  P r o p e r t y  t a x

-  R o y a l t y

-  C a p i t a l  c o s t  

x  t a x  r a t e

y  c r e d i t  o n  c a p i t a l  c o s t s



V o l u m e  S c e n a r i o s

N o  e n h a n c e d  v o l u m e s  / N o  g a s l i n e  

G a s l i n e  a n d  e n h a n c e d  v o l u m e s
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Figure 1 

Volume Scenarios

1 ,0 0 0 ,0 0 0
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0 0 0 ,0 0 0

700.000
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2 0 0 .0 0 0  
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0

2005 2015 2025 2035 2045
Ytar

—  w/o enhanced w/o gas —  with enhanced / with gas
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C o s t s  a n d  P r i c e s

• C o s t s
-  $ 1 0 0  m m / y r  e x p l o r a t i o n
-  $ 1 / b b l  o n - g o i n g  c a p i t a l
-  $ 4 / b b l  d e v e l o p m e n t a l  c a p i t a l  o n  2/3 o f  oi l  o n  

e x i s t i n g  f i e l d s
-  $ 4 / b b l  d e v e l o p m e n t a l  c a p i t a l  o n  n e w  f i e l d s
-  $ 4 / b b !  o p e r a t i n g  c o s t s

C o s t s  a n d  p r i c e s  a r e  r e a l  $ 2 0 0 5  d o l l a r s  
e s c a l a t i n g  a t  2 % / y e a r



C u m u l a t i v e  R e v e n u e s

W i t h o u t  e n h a n c e d  v o l u m e s  / w i t h o u t  
g a s l i n e  ( t h r o u g h  2 0 3 0 )

W i t h  e n h a n c e d  v o l u m e s  / w i t h  g a s l i n e  
( t h r o u g h  2 0 5 0 )



Figure  2
C um ula t ive  Oil S e v e r a n c e  T a x e s  2006-2030 (S)
W ithout  Gasl ine  /  Without  E n h a n c e d  V o lu m es

80
£ 70 
o
= 60 
co
w 50

$25 $30 S35 $40 $45 $50 $55
ANS West Coast Price (S/bbl) (2005 dollars)

sq  25/15 25/20 20/15---- 20/20 ----- 17.5/15

Total r e v e n u e s  $ 3  billion less to $ 6 1  billion m o r e  than status q u o
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Figure  3
C um ula t ive  Oil S e v e r a n c e  T a x e s  2006-2050 (SB)

With G a s l i n e / W i t h  E n h a n c e d  V o lu m e s

ANS West Coast Price (S/bbl) (2005 dollars)

sq 25/15 25/20 20/15 20/20   17.5/15

Total r e v e n u e s  S 6  billion less to $ 1 3 4  billion m o r e  than status q u o
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A n n u a l  R e v e n u e s

W i t h o u t  e n h a n c e d  v o l u m e s  / w i t h o u t  g a s l i n e  
( t h r o u g h  2 0 3 0 )
-  $ 2 0

-  $ 4 0

-  $ 6 0

W i t h  g a s l i n e  / w i t h  e n h a n c e d  v o l u m e s  ( t h r o u g h  
2 0 5 0 )

-  $ 2 0

-  $ 4 0

-  $ 6 0
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Figure 4

Annual Oil Severance Tax (Smm)
No Gasline/No Enhanced Volumes 

$ 2 0

400 
350 
300 
250 
2 0 0  

150 
1 0 0  

50 
0

2005 2010 2015 2020 2025 2030
Year

—  sq — 25/15 25/20 20/15----- 20/20 17.5/15

A v e r a g e  a n n u a l  r e v e n u e s  S 1 0 0  - S 1 8 0  million less than status q u o
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Figure 5

Annual Oil Severance Tax ($mm) 
No Gasline / No Enhanced Volumes 

S40

2 ,0 0 0

2005 2010 2015 „  2020 2025 2030Year
—  sq — 25/15 25/20 20/15 — 20/20  17.5/15

A v e r a g e  a n n u a l  r e v e n u e s  $ 4 0 0  - $ 9 0 0  mill ion m o r e  t h a n  s t a t u s  q u o
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Figure 6
Annual Oil Severance Tax (Smm) 

No Gasline/No Enhanced Volumes 
$ 6 0

4.000
3.500
3.000
2.500
2 .0 0 0

1.500 
1 ,0 0 0

500 
0

2005 

—  sq

2010 2015 2020
Year

—  25/15 25/20 20/15 — 20/20

2025

17.5/15

2030

A v e r a g e  a n n u a l  r e v e n u e s  $1.1 - $2.0 billion m o r e  than status q u o  

This is equivalent to total State Gasline r e v e n u e s  at a $ 5 / m m b t u  m a r k e t  pi ice
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Figure 7

Annual Oil Severance Tax Reveni es (Smm) 
With Gasline & Enhanced Vol imes 

$20

4 0 0  

3 0 0  

2 0 0  

1 0 0  

0

2 0 0 5 2 0 1 5 2 0 2 5  2 0 3 5

Year
2 0 4 5

s q  —  2 5 / 1 5  2 5 / 2 0  2 0 / 1 5  2 0 / 2 0  —  17.5/15

A v e r a g e  a n n u a l  r e v e n u e s  $ 1 5 0  - $ 2 0 0  mill ion l e s s  t h a n  s t a t u s  q u o
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Figure 8

Annual Oil Severance Tax Revenues (Smm) 
With Gasline & Enhanced Volumes 

$40

Year

—  s q  —  2 5 / 1 5  2 5 / 2 0  2 0 / 1 5  —  2 0 / 2 0  —  17.5/15

A v e r a g e  a n n u a l  r e v e n u e s  $ 0 . 6  - S 1 . 2  bil lion m o r e  t h a n  s t a t u s  q u o
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Figure 9

Annual Oil Severance Tax Revenues (Smm) 
With Gasline & Enhanced Volumes 

S60

Year

—  s q  —  2 5 / 1 5  2 5 / 2 0  2 0 / 1 5  —  2 0 / 2 0  —  17.5/15

A v e r a g e  a n n u a l  r e v e n u e s  S 1 . 5  - S 2 . 6  bill ion m o r e  t h a n  s t a t u s  q u o
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E f f e c t i v e  T a x  R a t e

• W i t h o u t  e n h a n c e d  v o l u m e s  / w i t h o u t  
g a s l i n e

W i t h  e n h a n c e d  v o l u m e s  / w i t h  g a s l i n e



Ef
fe

cti
ve

 
Ra

te

Figure  10
Effective Oil S e v e r a n c e  Tax  Rate

W ithout  Gas l ine  /  W ithout  E n h a n c e d  V o lu m e s

ANS West Coast Price (S/bbl) (2005 dollars)

 sq  25/15 25/20 20/15------20/20 17.5/15
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Figure  11
Effective Oil S e v e r a n c e  Tax Rate

With G as l ine  & E n h a n c e d  V o lu m es

2 0 .0 %
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ANS West Coast Price (S/bbl) (2005 dollars)

■ - sq 25/15 25/20 20/15-----20/20-----  17.5/15
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C o n c l u s i o n :  

C o r p o r a t e  T a k e
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Figure 12 
Corporate Take at EIA Forecast Price ($58) 

20% Tax/15% Credit 
With Gasline & Enhanced Volumes

T -

' ' J  -

1

Status Quo
2

PPT

■ C a p e x

□ O p e x  

ES Trans p
□ Prop

■ R o y

□ State C I T

□ S e v

■ F e d  Tax

□ Corporate Take

C o r p o r a t e  take g o e s  from 3 9 %  to 3 3 %  of gross revenues, 

or fr o m  5 1 %  to 4 4 %  of the e c o n o m i c  rent



P R O F I T  S H A R I N G  

P R O D U C T I O N  T A X

P r e s e n t a t i o n  t o  t h e  S e n a t e  a n d  
H o u s e  F i n a n c e  C o m m i t t e e

F e b r u a r y  1,  2 0 0 6



F I S C A L  S Y S T E M  O F  A L A S K A

T h e  f is c a l  s y s t e m  a p p l i c a b le  to  o il a n d  g a s  o f  A l a s k a  
c o n s i s t s  p r im a r i ly  o f fo u r  c o m p o n e n t s :  '

R o y a l t ie s

P r o d u c t io n  ta x  ( s e v e r a n c e  tax , “ E L F ”)

P r o p e r t y  ta x

S t a t e  c o r p o r a t e  in c o m e  ta x

A d d i t io n a l ly ,  th e re  is  f e d e r a l  c o r p o ra te  in c o m e  tax .

T h is  p r e s e n ta t io n  is  a b o u t  p r o p o s e d  c h a n g e s  in the  
p ro d u c t io n  tax .



C U R R E N T  P R O D U C T I O N  T A X

T h e  c u r r e n t  p r o d u c t i o n  t a x  f o r  oi l  is 
1 2 . 2 5 %  n e t  o f  r o y a l t y  f o r  th  3 f i rs t  
f i v e  y e a r s  o f  p r o d u c t i o n  a n d  1 5 %  
t h e r e a f t e r .  T h e s e  p e r c e n t a g e s  a r e  
m u l t i p l i e d  b y  t h e  E c o n o m i c  L i m i t  
F a c t o r  ( b e t w e e n  0  a n d  1). T h e  E L F  
l o w e r s  t h e  p r o d u c t i o n  t a x  r a t e  f o r  
s m a l l e r  f i e l d s  a n d  f i e l d s  w i t h  l o w  
p r o d u c t i v i t y  w e l l s .



C U R R E N T  P R O D U C T I O N  T A X

The  current vers ion  of the production tax (“E L F ”) w as 
in troduced in 1989. The formula reflects e conom ic  cond it ions 
in 1989 when oil p r ices were in the $ 14 - $ 17 per barrel 
range and the va lue s  of 300 bopd for well productiv ity and 
150,000 bopd for field productivity rep resen ted  reasonab le  
e conom ic  benchm arks.

A lso  the formula did not contem p la te  the sub sequen t 
deve lopm en t of a varietv of sate llite fields.

W h ile  the production tax stimulated the deve lopm en t of a 
variety of marg ina l fields, the benchm arks  are now  outdated.

Therefore , an overhau l of the production tax is in the interest 
of the State.



C U R R E N T  P R O D U C T I O N  T A X

T h e  p r o d u c t i o n  t a x  h a s  s e r i o u s  d e f i c i e n c i e s :

•  E L F  i s  n o  l o n g e r  r a t i o n a l  i n  r e l a t i o n  t o  

w e l l  p r o d u c t i v i t y  a n d  f i e l d  p r o d u c t i o n .

•  E L F  i s  n o t  r e s p o n d i n g  r e a s o n a b l y  i n  c a s e  

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

•  E L F  d o e s  n o t  p r o v i d e  a  r e a s o n a b l e  

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

•  E L F  d o e s  n o t  p r o v i d e  a  s u f f i c i e n t  

i n c e n t i v e  f o r  r e - i n v e s t m e n t



C U R R E N T  P R O D U C T I O N  T A X

If 150,000 \ A 1-53333*11 \ volume '  I
E L F  = j 1-(300 x wells) 1 A1 volume -1

’wells" is Ihe number of producing wells in the field, "volume" is the total daily production for the field

W e l l  P r o d  W e l l s  V o l u m e  E L F

b o p d b o p d

3 0 0 2 0 0 0 6 0 0 0 0 0 0 . 0 0

3 0 0 5 0 0 1 5 0 0 0 0 0 . 0 0

1 5 0 0 i o o 1 5 0 0 0 0 0 . 8 0

1 5 0 0 2 0 3 0 0 0 0 0 . 0 7

6 0 0 0 5 3 0 0 0 0 0 . 5 5

A n  E L F  o f 0 .0 0  m e a n s  th a t  th e  p ro d u c t io n  ta x  is  z e ro .  F lo w e v e r ,  

ro y a lt ie s ,  p ro p e r t y  ta x  a n d  c o r p o ra te  in c o m e  ta x  r e m a in  p a y a b le .



C U R R E N T  P R O D U C T I O N  T A X
E L F  i s  d e c l i n i n g  f a s t e r  t h a n  p r o d u c t i o n  i n  s o m e  f i e l d s .

m b d

0.40

0 .3 2

0 .2 4

0 .1 6

0 .0 8

0.00

Kuparuk Crude Oil Production & ELF
P r o d u c t io n  in  M il l io n  D a r r e ls  p e r  D a y
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C U R R E N T  P R O D U C T I O N  T A X
E L F  i s  d e c l i n i n g  f a s t e r  t h a n  p r o d u c t i o n  i n  s o m e  f i e l d s .

Econom ic Lim it Factor [ELF]
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P R O F I T  S H A R E  C O N C E P T

T h e  G o v e r n o r  p r o p o s e s  a  p r o f i t  
s h a r i n g  p r o d u c t i o n  t a x  (“P P T ”) 
w h i c h  is a  c o m p l e t e  r e p l a c e m e n t  o f  
t h e  c u r r e n t  E L F  b a s e d  v e r s i o n  o f  
t h e  p r o d u c t i o n  t a x  o n  oil  a n d  g a s .

T h e  P P T  wil l  b e  a  l a w  o f  g e n e r a l  
a p p l i c a t i o n .



P P T

T h e  P P T  i s  c a l c u l a t e d  a s  a  t a x  r a t e  m u l t i p l i e d  b y  
t h e  c o r p o r a t e  c a s h  f l o w  f r o m  p r o d u c t i o n  in A l a s k a  
f r o m  oil a n d  g a s ,  w i t h  t a x  c r e d i t s  to  e n c o u r a g e  
i n v e s t m e n t s .

It i s  a  c o n s o l i d a t e d  t a x  a t  t h e  c o r p o r a t e  l e v e l .

T h e  c a s h  f l o w  i s  c a l c u l a t e d  a s :

G r o s s  p r o d u c t i o n  r e v e n u e s  ( n e t  o f  r o y a l t i e s )  
b a s e d  o n  w e l l h e a d  p r i c e s ,  l e s s  t h e  p r o d u c e r ' s  
l e a s e  e x p e n d i t u r e s .



P P T

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

L o s s e s  in a n y  y e a r  c a n  b e  c o n v e r t e d  t o  t a x  
c r e d i t s  b y  m u l t i p l y i n g  t h e  a m o u n t  o f  t h e  l o s s  w i th  
t h e  t a x  r a t e .

T a x  c r e d i t s  c a n  b e  t r a n s f e r r e d  a n d  t r a d e d

E x p l o r e r s  a n d  i n d e p e n d e n t s  w il l  b e  a b l e  to  
m o n e t i z e  p a r t  o f  t h e i r  i n v e s t m e n t s  i m m e d i a t e l y ,  
t h e r e b y  s t r o n g l y  e n c o u r a g i n g  e x p l o r a t i o n .
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The tax rate and tax credit rate are currently being 
discussed in the context of negotiations.

The Joint Senate/House Finance requested data around 
five specific scenarios,

Tax Rate Tax Credit Rate on
Capital Expenditui

25% i 5%
25% 20%
20% 15%
20% 20%
17.5% 15%

These requested cases arc not necessarily reflective of what 
mav ultimately be decided.
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S m a l l  P r o d u c e r s

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

T h e  ta x  ra te  on  th e  f irs t 5 0 0 0  b a r re l o f  o il 
e q u iv a le n t  p e r  d a y  p e r  c o m p a n y  is  0% , o r

T h e r e  w ill b e  a  ta x  f re e  a l lo w a n c e  e q u a l  th e  
lo w e r  o f a n  a g r e e d  le v e l p e r  c o m p a n y  o r  th e  
a c tu a l p ro f i t s  p e r  c o m p a n y .  T h is  a l lo w a n c e  
c o u ld  b e  in th e  r a n g e  o f $  5 0  to  $  1 0 0  m il l io n  
p e r  y e a r .
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H e a v y  O i l

T h e  S t a t e  i s  a l s o  c o n s i d e r i n g  t h e  

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

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

d e v e l o p m e n t  o f  h e a v y  o i l

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

a d d  t o  t h e  l e v e l  o f  N o r t h  S l o p e  

p r o d u c t i o n .  It r e p r e s e n t s  a n  i m p o r t a n t  

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

c l e a r l y  h i g h  c o s t .


