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each lease or property in the state, less any oil the ownership or right to which is

exempt from taxation. The tax is equal to4
(1) In the case of North Slope oil, either the percentage-of-value
/ amount calculated under (b)(1) [(b)] of this section or the cents-per-bamsl amount
' calculated under (t:)(I) [(c)] of this section, whichever is greatenjf [, MULTIPLIED
BY THE ECONOMIC LIMIT FACTOR DETERMINED FOR THE OIL

<
PRODUCTION OF THE LEASE OR PROPERTY UNDER AS 43.55.013. IF] the
£ amounts calculated under (h)(1) and (c)(1) [(b) AND (c)] of this section are equal, the
¢ amount calculated under (b)(1) [(b)] of this section Ghall be treated as if it were the
JC greater for purposes of this section”®
11 (2) in Lhc case of oil that is not North Slone oil, either the
12 perceblagc-of-valim amount calculated under (b)(2) of this section of the cents-
13 pcr-barrcl amount mlcninted under (c)(2) of this section, whichever in greater,
14 multiplied liy the economic limit factor determined for the oil production of the
15 lease or propertv under AS 43.55,013; if the amounts calculated under (b)(2) and
16 (c)(2) of this section are equal, the amount calculated under (b)(2) or this section
17 shall he treated as if it were the greater for purposes of this section.

18 * Sec. 4. AS 43.55.011(b) is amended to read:

19 (b) The pereentngo-ofvalue amount equals*
20 (1) in the case of North Slope oil, the tax' rate yet out in (c) of this !
21 section multiplied hy the gross value at the point of production of taxable oil
22 produced from the lease or property;

23 12) in the case of oil that is not North Slope oil, [12.25 PERCENT
24 OF THE GROSS VALUE AT THE POINT OF PRODUCTION OF TAXABLE OIL
25 PRODUCED ON OR BEFORE JUNE 30, 1981, FROM THE LEASE OR
26 PROPERTY AND] 15 percent o: the gross value at the point of production ol taxable
27 ad produced from the lease or property* [AFTER JUNE 30, 19S1;] except that [FOR
28 A LEASE OR PROPERTY COMING INTO COMMERCIAL OIL PRODUCTION
29 AFTER JUNE 30, 1981,] the perecnlage-ot-viilue amount equals 12.25 percent of the
30 gross value at the point of production Of taxable oil produced from the lease or
31 property in tire first five years after the date thnt is the start of commercial oil
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production [AND EQUALS 15 PERCENT OF THE GROSS VALUE AT THE
POINT OF PRODUCTION OF TAXABLE OIL PRODUCED THEREAFTER

FROM THE LEASE OR PROPERTY],
' *Sec. S. AS 43.55.011(c) is amended to read:

() The cents-per-bairel amount equals*
I U) in the case of North Slope oil. S0.80 r>cr barrel for taxable

crude oil produced from the lease or property, as adjusted by AS 43.a5.012,

| multiplied by the economic limit factor determined for oil production of the lease

£ or property under AS 43.55.013 and by the price adjustment factor set out in
IC (e)(2)(D) of this section;
1 2) in Uie case of oil that is not North Slone oil. [$0.60 PER
12 BARREL OF TAXABLE OLD CRUDE OIL PRODUCED FROM THE LEASE OR
13 PROPERTY, AND] JO.80 per barrel for [AIL OTHER] taxable crude oil produced
14 from the lease or property, [BOTH] as adjusted by AS 43.55.012,

15 HSec. 6. AS 43,55 011 is amended by adding new subsections to read:

16 (c) T (is subsection and (f) - (k) of this section apply only to North Slope oil.
17 Except no provided in (h) of this section for heavy oil, the tax rate is the lesser of

IS (1) 27.5 percent; or

19 (2) the product of the volume adjusted tax rate multiplied by ihe price
20 adjustment factor; for purposes of
21 (A) this paragraph, the volume adjusted tax rate is the. greater
22 of
23 (i) the applicable tax rate determined under (C) of this
24 paragraph, except that, if during a month in which the average ANS
25 West Coast price per barrel of oil is less than $12, ihe applicable tax
26 rate is zero and the volume adjusted tax rote is determined only by the
27 application of (ii) uf this subparagraph; or

28 (if) the economic liirut factor determined lor the oil
29 production of die lease or propeity under AS 43.55.013 multiplied by
30 the nominal tux rule;

(B) subparagraph (A) of this paragraph, the nominal tax rate is

-5. SSHB3CKW
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(i) 12.25 percent during the first five years from the
duts that is the dart of commercial oil production; and
(if) 15 percent after the first five years from the date
that Is the start of commercial oil production;
(C) sub-subparagraph (A)(i) of this paragraph, during C3ch
month in which the average ANS West Coast price per barrel of oil averages
(i) atleast $16. die applicable rate is five percent;

(ii) at least $15, but less than $16, ihe applicable rate is

four percent;
(iii) at least $14, but less than $15, die applicable rate is

three percent;
(iv) at least $13, but less than $14, the applicable rate is

two percent; and
(v) atleast $12, but less than $13, the applicable rate is

one percent; and
(D) this paragraph and for the purpose of determining die

ccnts-per-barrel amount under (c)(1) of this section, the price adjustment facror
is one, except that the price adjustment factor is the average ANS West Coast

price per barrel of oil for the month divided by
(i) 16 during each month in which the average ANS

W est Const price per barrel of oil is less than $16 per barrel;

(ii) 20 during each month in which the average ANS

W est Coast price per band of oil is more than $20 per barrd.

(f During a month in which the average ANS West Coast price per barrel of

oil is less than $10 per barrel, the payment of

(1) one-half of the tax due and payable under this chapter is waived:

and
(2) the remaining onc-half of the tax due and payable under this

chapter is deferred, subject to the following:

(A) the amount of tax payment that is deferred under this

paragraph is payable by the taxpayer

o6*
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(i) eluting each month in winch ihe average ANS West
Coast price per banrel of oil is at least $16 per barrel; and

(if) sequentially on a month-for-month basis in the
order in which the tax payment was deferred based on payment of one
month's deferred tax during eucb month that the average ANS West

Coast price per barrel of oil is at least $16 per barrel; and

(E) amounts due and payable because of a payment deferral

under this paragraph bear interest at the rate of a 10-year note of the United

States treasury at the time of the deferral.

(g) Before February 1 of each year, the commissioner shall review the prices
described in (e) und (f) of this section and the related denominators set out in
(e)(2)(D)(i) and (ii) of this section and recommend to the legislature whether the prices
and denominators should be adjusted,

(h) Notwithstanding (e) of this section, the tax rate for heavy oil is the volume
adjusted tax rate provided in this subsection. The volume adjusted tax rate for heavy
oil is determined by multiplying the economic limit factor determined for the oil
production of die lease or property under AS 42.55.013 by the tax rate set out in
(e)(2)(A)(i) and (ii) of this section. In this subsection, "heavy oil" means oil equal to or
less than 20 degrees API gravity.

(i) A producer of North Slope oil may apply for a reduction of the rax due
under (e), (j), and (k) ol this section on the production of North Slope oil

(1) if and to the extent that the amount calculated unde: (A) of this
paragraph is greater than the amount cAlcnlatcd under (B) of this paragraph, but a
reduction of the tax may not result in collection of tax due under this section that is

less than the amount calculated under (D) of this paragraph:
(A) the amount of tax. on the production of the oil thatresults

from applying the provisions of (e) of this section;
(B) die amount of tax on the production of die cnl thatwould
result from applying the provisions of (a)(2) and (b)(2) of this section as if die

oil were not North Slope oil; c.nd

(2) if the commissioner in consultation with the commission of natural

-7- SS1113 3004
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resources determines that the application meets the requirements of

AS 35.05.180(j)(1)(A), (j))(1)(B), or G)(1)(C).

(1) When the commissioner receives an application under (i) of this section,

the commissioner
(1) may not approve a tax reduction

(A) unless the applicant makes a clear and convincing showing
that the tax reduction meets the requirements of (i) of this section and this
subsection and is in the best interests of the state;

(B) that reduces the amount of the tax recovered to less than tire
amount determined under (i)(1)(B) of this section;

(Cl  without including an explicit condition that the tax
reduction is not assignable without the prior written approval, which may not
be unreasonably withheld, of the commissioner, in the preliminary and final
Findings and determinations prepared under this subsection, the commissioner
shall set out the conditions under which the tax reduction may be assigned,;

(2) shall require the applicant to submit financial and technical data
that demonstrate that the requirements of (i) of this section and this subsection arc
met; the commissioner

(A) may require disclosure of only the financial arid technical
data related to development, production, and transportation of oil and gas or
gas only from the field or pool that are reasonably available to the applicant;
and

(B) shall, at the request of the applicant, keep confidential
under AS 38.05.035(a)(9) and AS 43.05.230 the dates described in (A) of this
paragraph; the confidential data may be disclosed by tire commissioner to
legislators and to the legislative auditor and, if authorized by the chair o: vicc-
chair of the Legislative Budget and Audit Committee, to the director nf the
division of legislauve finance, the permnnent employees of their respective
divisions who are responsible for evaluating a tax reduction, and io agents or
contractors of the legislative auditor or the legislative finance director who arc

engaged under contract to evaluate the tax reduction if each signs an

o
vow Paxe Unrferlima fpELETED vivcT DIIACTiSI'EZ)

10



24/2
JIL-

R, o 0 >

00}

10
1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

WORK DRAFT

09:11 FAX 9072690109 REPRESENTATIVE LES GARA @011

-2006 HON 07:25 AN LEGAL SERVICES FAN NO. 907 465 6231 P.

WORK DRAFT 241 S198/\t

appropriate confidentiality agreement;
(3) may require the applicant for die Lax reduction under (i) of this

section and this subsection to pay for the services of an independent contractor,
selected by the applicant from a list of qualified consultants compiled by the
commissioner, to evaluate hydrocarbon development, production, transportation, anc.
economics and to assist the commissioner in evaluating the application and financial
and technical data; if, under this paragraph, the commissioner requires payment for the
sendees of an independent contractor, the total cost of the services to be paid for by
the applicant may not exceed $150,000 for each application, and the commissioner
shall determine the relevant scope of the work to be performed by the contractor;
selecti n of on independent contractor under this paragraph is not subject to AS 36.30;

(4) shall make and publish a preliminary findings and determination on
the tax reduction application, give reasonable public notice of the preliminary' findings
and determination, and invite public comment on the preliminary findings and
determination during a 30-day period for receipt of public comment;

(5) shall offer to appear before the Legislative Budget and Audit
Committee, on a day that i3 not earlier than 10 days and not later than 20 days after
giving public notice under (4) of this subsection, to provide the committee a review of
the commissioner's preliminary findings and determination on the tax reduction
application and administrative process; if the Legislative Budget and Audit Committee
accepts the commissioner's offer, die committee shall give notice of the committee's

meeting to all members of the legislature:
(6) shall nuke copies of the preliminary findings and determination

available to
(A) the presiding officer of each house ofrhc legislature;

(B) the chairs of the legislature's standing committees on

resources; and
(C) the chairs of the legislature's special committees dh oil and

gas, if any; and
(7) shall, within 30 days after the close of the public comment period

under (4) of this suhsection,

9- SSf1S3004
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1 (A) prepare asummary of the public response to the
2 commissioner's preliminary findings and determination;
3 (D) make a final findings and determination; the
4 commissioner's final findings and determination prepared under this
5 subparagraph regarding a tax reduction is final and not appealable to the court;
6 (C) transmit a copy of the final findings and determination to
7 the lessee; and
8 (D) make copies of the final findings and determination
0 available to each person who submitted comment under (4) of this subsection
10 and who has filed a request for the copies.
11 (k) In this section, "North Slope oil" means oil produced from a portion of a
12 reservoir located north of 68 degrees North latitude.
13 *Sec 7. AS 43.55.01207) is amended to read:
14 (b) The ccnts-per-barrel amount set out in AS 43.55.011fcK Il and (2)
IS [AS 43.55.011(c)] applies to oil of 27 degrees API gravity. For each degree of AIT
16 gravity less than 27 degree” the cents-pcr-barrel amount shall be reduced by $.005
17 and for each degree of API graviry greater than 27 degrees the ccnts-per-barre! amount
18 shall be increased by 5,005 except that oil above 40 degrees ATI gravity shall be taxed
19 as 40 degree oik In applying the gravity adjustment under this subsection, fractionol
20 degrees of API gravity shall be disregarded.
21 *Sec 8. AS 43.55.025(b) is amended to read;
22 (b) lo qualify for the production tax credit under (a) of this section, an
23 exploration cxpendiruie must be incurred for work performed on or aftf*r July 1, 2QQ3,
24 end before July 1, 2016 [2007], except that an exploration expenditure for a Cook Inlet
25 piospect inus: be incurred for work performed on or after July I, 2005, [AND
26 BEFORE JULY 1, 2010, AND EXCEPT THAT AN EXPLORATION
27 EXPENDITURE. IN WHOLE OR IN PART, SOUTH OF 68 DEGREES. 15
28 MINUTES, NORTH LATITUDE, AND NOT PART OF A COOK INLET
29 PROSPECT MUST BE INCURRED FOR WORK PERFORMED ON OR AFTER

JULY 1,2003, AND BEFORE JULY 1.2010,] and

(1) may be for seismic or geophysical exploration costs not connected

ISI1B 3004 . *
SI1B 300 tirw Text Underlintd ﬁ%l.ATED TEX? UMCKETIX)



>4/21
JUL-

© oo N oo o M W

10
11
12

14
15
16
17
1S
19
20
21
22
23
24
25
26
27
28
29

WORK DRAFT WORK DRAFT

09:12 FAX 9072690109 REPRESENTATIVE LES GARA @013

'2006 HON 07:26 AH LEGAL SERVICES FAX NO. 507 465 6231 P

241 S1EM

with a specific well:
(2) if for an exploration well,

(A) must beincurred by an explorer that holds an interest in the
exploration well for which the production tax credit is claimed,;

(B) may be for either un oil or gas discovery well or a dry hole;

and

(C) must be for goads, services, or rentals of personal property
reasonably required for the surface preparation, drilling, casing, cementing,
and logging of an exploration well, and, in the case of a dry hole, for the

expenses required for abandonment if the well is abandoned within 18 months

after the date the well was spudded;

3) may not be for testing, stimulation, or completion costs;
administration, supervision, engineering, or lease operating costs; geological or
management costs; community relations or environmental costs; bonuses, taxes, or

Qthcr payments to governments related to the well; or other costs that arc generally

recognized as indirect costs or financing costs; and

(4) may not be incurred for an exploration well or seismic exploration

that is included in a plan of exploration nr a plan of development for any unit on

May 13,2003.

* Sec. D.AS 43.55.201 is amended to read:

Sec. 43.55.201. Surcharge levied, fa) Every producer of oil shall pay a
surcharge of 5.01 [S.02] per barrel of oil produced from each lease or property in the
Slate, less any oil the owncrsliip or right to which is exempt from taxation-

al The surcharge imposed by (a) of this section is in addition to the tax
imposed by AS 43.55,011 and Is due on tire last dav ol'the month on oil produced
from each lease nr property during the nrecedip®month. The surcharge [SHALL
BE PAID IN 'THE SAME MANNER AS THE TAX IMPOSED BY AS 43.55.011 -
43.55.150; .AND] is in addition to the surcharge imposed by AS 43.55.300 -
43.55.310.

(cl A producer of oil shall make reports of production in the same mariner and

under tire same penalties as required under AS 43.55.011 - 43.55.180 [AS 43.55.011 -

11- SS11B 3094
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1 43-55.150].

2 * Sec. 10. AS 43.55.201 is amended by adding a new subsection to read;

3 (d) Oil not considered under AS 43.55.020(e) to be produced from a lease or

4 property is not considered to be produced from a lease or property for purposes of this

5 section.

6 *Sec. 11. AS 43.55.221(d) is amended to read:

7 (d) If the commissioner of administration reports that the sum reported under

8 (b) of this section equals or exceeds $71,000,000 as adjusted under AS 43.55.225

9 [$50,000,000], the commissioner of revenue shall suspend imposition and collection

of the surcharge levied and collected under AS 43.55.201, Suspension of the

10

11 imposition and collection of the surcharge begins on the fust day of the calendar
12 quarter next following the commissioner's receipt of the commissioner of
13 administration's report under (b) of this sectiou. Before the firs: day of a suspension
14 authorized by this subsection, the commissioner shall make a reasonable effort to
15 notify all persons v/l.o are known to the department to be paying the surcharge under
16 AS 43,55.201 that the surcharge will be suspended.

17 * Sec. 12. AS 43.55.221(e) is amended to read;
(e) Except as provided in AS 43.55.231, if ihe commissioner of administration

18

19 reports rhuL the sum reported under (b) of this section is b «than $71.MQ,00f) as
20 adjusted under AS 43.55,225 [550,000,000], the commissioner of revenue shall
91 require imposition and collection of the surcharge authorized under AS 43.55.201. If
22 the surcharge is not in effect, reimposition of the surcharge begins on the first day of
23 Lhe calendar quarter next following the commissioner's receipt of the commissioner of
24 administration's report under (b) of this section. Before the first day of reimposition of
25 rhe surcharge authorized by this subsection, the commissioner shall make a reasonable
26 effort to notify all persons who are known to tire department to be required to pay the
27 surcharge under AS 43.55.201 that the surcharge will be reimposcd.

28 *See. 13. AS 42.55 is amended by adding anew section to read:

29 See. 43.55.225. Adjustment of dollar amounts, (a) The dollar amounts in
30 AS 43.55.221(d) and (e) change, as provided in this section, according to and to the
31 extent of changes in the Consumer Price Index for all urban consumers for the

s 51013004 -12-
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J Anchorage metropolitan area compiled by the Bureau of Labor Statistics, United
% States Department of Labor (the index). The index for January 2006 is the reference
3 base index.
4 (b) The dollar amounts change on October 1 of each year according to tire
5 percentage change between the index for January of that year and the most recent
6 index used to determine whether to change the dollar amounts. After calculation of the
7 new amounts, the resulting amounts shall be rounded to the nearest cent.
8 (c) If the index is revised, the percentage of change is calculated on the basis
9 of the revised index. If a revision of the index changes the reference base index, a
10 revised reference base index is determined by multiplying the reference base index
1 applicable by the rebasing factor furnished by the Bureau of Labor Statistics, United
12 Slates Department of Labor. If the index is superseded, the index referred to in this
13 section is the one represented by the Bureau of Labor Statistics as reflecting mosr
14 accurately changes in the purchasing power of the dollar for Alaska consumers.
15 (d) The department shall adopt a regulation announcing,
16 (1) on or before June 30 of each year, the changes in dollar amounts
17 required by (b) of this section; and
18 (2) promptly after the changes occur, changes in the index required by
19 (c) of this section, including, if applicable, the numerical equivalent of the reference
20 base index under a revised reference base index and the designation or title of any
2] index superseding the index,

22 *See, 14. AS 43.55.300 is amended to read:
Sec. 43.55.300. Surcharge levied, (a) Every producer of oil shall pay a

23

24 surcharge of ijhOS [$,03] per barrel of oil produced from each lease or property in the

25 state, less any oil the ownership or right to which is exempt from taxation.

26 (b) The surcharge imposed by (a) of this section is in addition to the lux
27 imposed by AS 43.55.013 and is due on the last tjav of the month oil oil produced

28 from each lease or property during the preceding month. The surcharge [SHALL

29 BE PAID IN THE SAME MANNER AS THE TAX IMPOSED BY AS 43.55.011 -

30 43.55.150; AND] ifi in addition to the surcharge imposed by AS 43.55.201 -

31 43.55.231.

SSNN SOW

13-
Jiew Fove Undarlir.orf [vsu'Toi TOT jXRACMi'SD]



0* 24/2006 09:10 FAX 9072690109 REPRESENTATIVE LES GARA @016

JUL-24-2006 HON 07:26 AH LEGAL SERVICES FAX NO. 907 465 6231 P. 16
WORK DRAFT WORK DRAFT 24-151987U

1 (c) A producer of oil shall make reports of production in the same manner and
2 under the same penalties as required under AS 43.5S.Q31 - 43.55.180 [AS 43.55.011 -
3 43.55.150].

4 * Sec. 15. AS 43.55.300 is amended by adding a new subsection lo read:

5 (d) Qil not considered under AS 43.55.020(e) to be produced from a lease or
6 property is not considered to be produced from a lease or property for purposes of this
7 section.

8 * Sec. 16. The uncodified law of the State of Alaska is amended by adding a new section to
9  read:
10 RETROACTIVITY. Sections 3 - 10, 14, and 15 of this Act are retroactive to

1 January 1, 2006, and apply to oil produced after December 31, 2005.
12 * Sec. 17. This Act takes effectimmediately under AS 01.10.070(c).

SS11B 3004 -14- .
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:

2006 LEGISLATIVE SESSION Bill Version: HB3004SS-DNR-0&G-07-2l
() Publish Dale:

Revision Date/Time (Note if correclion): DepI. Affected: Natural Resources

Title Oil and Gas Tax ‘RDU Resource Development

Component Qil and Gas Development

Reps Gary. Boikowitz. Gardner. Kerllula. Gruonborei, Gultenborg
Requester House Finance Component No. 439

(Thousands of Dollars)

Expenditures/Revenues
Note: Amounls do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011  FY 2012

Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims

Miscellaneous
TOTAL OPERATING 00 00 00 00 00 00

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) !
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other /Specify Type-Do not abbreviate)

TOTAL 00 00 00 00 0.0 0.0
Estimate of any current year (FY2006) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2007 budget proposal: [
POSITIONS
r ull-time
Part-time
Temporary
ANALYS'S (Attach u separate page if necessary)

This bill pertains to the oil production tax providing for an increase in tax when oil exceeds certain prices and

a reduction when oil prices fall below a certain level. In addition, HB 3004 grants AOGCC authority to require

working interest owners to share facilities under certain terms and with a reasonable rate of return.

There is no anticipated fiscal impact lo the Department of Natural Resources.

Prepared by: ~ William Van Dyke. Acting Director Phone 209-8800
Division Qil and Gas Dale/Time 7/26/2006
Approved by:  Michael Menge, Commissioner Date 7/26/2006
Agency Natural Resources
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FISCAL NOTE

STATE OF ALASKA Fiscal Nnle Number:

2006 LEGISLATIVE SESSION Bill Version: HB 3004
() Publish Dale:
Revision Dale/Time (Nole if correclion): Dopt. Affected: Revenue
Title An Act Relating lo Ihe O and Gas Properties RDU Tax and Treasury
Production (Severance) Tax Component  Tax
Sponsor Rep. Gara
Requester House Finance Component No. 2476

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Personal Services 984 984 984 984 984 984
Travel 72 72 72 72 72 72
Contractual 1125 31 31 31 31 31
Supplies 53 03 03 03 03 03
Equipment

Land & Structures
Granls &Claims

Miscellaneous [OH office, elc]
TOTAL OPERATING 2234 1090 1090 1090 1090 1090

CAPITAL EXPENDITURES
CHANGE IN REVENUES ( ) |See analysis scclion -

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF 2234 1090 1090 1090 1090 1000

1005 GF/Program Receipts
1037 GF/Mental Heallh .
Other (Specify Type--Do not abbreviate)

TOTAL 2234 1090 1090 1090 1090 1090
Estimate of any current year gFY20062).cost:. .
Check this box (X) If funding tor this bill is included inThe Governor’s FY 2007 budget proposal: |
POSITIONS
Full-time 1 1 1 1 1 1
Part-time
Temporary
ANALYS'S (Attach a separate pago it necessary)

This bill would amend the oil and gas production tax by establishing a minimum tax rale on most North Slope oil
production. With the exception of heavy oi', a minimum effective base tax rale of 5% would apply to all North Slope oil
production when ANS WC prices are $16 per barrel or higher, This base rate is then adjusted for price by multiplying
the rate by the price adjustment factor, which is either (1) the prevailing value divided by 16 (for ANS WC prices less
than or equal to $16 per barrel) or (2) the prevailing value divided by 20 (for ANS WC ptices greater than or equal to $20
per barrel). No price adjustment would be made for prices that fall between $16 and $20 per barrel. The maximum
effective tax rate under this proposal would be 27.5%. Heavy oil production (defined as crude oil with an assay of 20
degrees or less using the American Petroleum Institute (API) scale) would not be subject to lhe 5% minimum or lhe
price adjustment, and would be taxed as current law requires under the ELF-based production tax.

Prepared by:  Robynn Wilson, Michael Williams, Roger Mmks, and Cheryl Nionhuis Phone 269-1019
Division Tax Division Dale/Time 7/25/06 1:.00 PM

Approved by. Jerry Burnell Dale 7/25/200G

Agency Department of Revenue
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FISCAL NOTE

STATE OF ALASKA BILL NO. HB 3004

2006 LEGISLATIVE SESSION

ANALYSIS CONTINUATION
Oil producing properties, excluding those defined as heavy oil, Ihal currently have an effective tax rate of 5% or more,
after application of the Economic Limit Factor (ELF), will have an increased effective tax rate when prices are above $20
per barrel. Oil producing properties, excluding those defined as heavy oil, that currently have an effective lax rate of less
than 5% after application of the ELF, will have an increased effective tax rale at all prices. The net effect of these
changes is to raise the average effective tax rate al our forecast price.

For this analysis, heavy oil fields that have API gravities below 20 degrees API include Polaris, Orion, West Sak, and
Schrader Bluff. API gravity within a property can vary widely by well. Currently, the Departmenl of Revenue (DOR)
receives average API gravity data from oil flows through pipelines. Much of the increased personnel cost associated
with lhe tax changes proposed in this bill would go to monitoring the heavy oil designalion. A clear description of the
frequency with which Ihe heavy oil will be reviewed and the location where API gravity will be measured would facilitate
the implementation of this bill, We have submitted for your consideration a report that details the difficulties in taxing

heavy oil at a rate separate from other non-heavy oil.

Costs associated with this bill fall into three categories: (1) A one-time information technology/database change
estimated to be $50,000; (2) A one-time exper.Jilure of about $60,000 lor assistance with drafting regulations; and (3)
two half-time equivalent individuals for additional engineering and audit work pertinent to the heavy oil designation and to

North Slope fields that currently play little or no lax.

The bill would also increase the conservation surcharge on oil from 3 cents to 5 cents.

The bill would be effective January 1, 2006.

The figures in the table below reflect Ihe revenues that would be received from the bill relative to Ihe status quo under
various prices. The figures reflect North Slope activity; the impact on Cook Inlet is expected to be modest. Both the
status quo and the proposed tax changes assume the January 2005 ELF aggregation decision by the Department of

Revenue for Prudhoe Bay continues.

The table shows the 2007-2012 receipts from the bill, sensitive to different oil prices. These include the Department of
Revenue forecast, a $40 price, and a $60 price. (Note that the status quo numbers are slightly different from what is
reflected in the Spring 2006 Revenue Sources Book because of volume adjustments from the oil spill, and because of
some differences between what some taxpayers actually remit and what is ultimately expected to be collected.)
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STATE OF ALASKA HILL NO. HB 3004

2006 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

The revenues provided in Ihe table below do not reflect increased revenues in FY06

that would result from an effective date of 1/1/06. Al the reported 6-mrnth average price
of S63.77, the bill would provide approximately $1.025 billion over the status quo

system for FY2006.

All revenues in the table below are in millions of 2005 dollars

Fiscal DOR Status Quo Tax from Gain from
Year Forecast Tax Bill Bill
2007 $53.60 989 2,548 1,559
2008 $46.90 759 1,984 1,225
2009 $25.50 355 546 192
2010 $25.50 315 500 184
2011 $25.50 281 473 192
2012 $25.50 271 462 191
Fiscal Medium Status Quo Tax from Gain from
Year Price Tax Bill Bill
2007 $40.00 708 1,531 873
2008 $40.00 655 1,472 817
2009 $40.00 631 1,453 821
2010 S40.00 582 1,356 774
2011 $40.00 544 1,314 770
2012 $40.00 536 1,299 763
Fiscal High Status Quo Tax from Gain from
Year Price Tax Bill Bill
2007 $60.00 1,120 2,966 1,846
2008 $60.00 1,032 2,792 1,760
2009 S60.00 978 2,745 1,768
2010 $60.00 901 2,550 1,649
2011 $60.00 842 2,507 1,665
2012 $60.00 831 2,536 1,705
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WOOD MACKENZIE
GLOBAL OIL AND GAS — RISKS AND REWARDS 2004

Alaska’s Costs - Before Government Take

Capital Costs Operating Costs Total Costs
Alaska’s Ranking 45/58 56/58 52/58
Alaska’s Cost S3.75 $6.20 $9.94
Global Average Cost $2.55 S3.34 $5.89

Full Cycle Government Take

Full Cycle Gov’t Take (% OfPre-Take Net Cash Flow, Undiscountcd)

Low Price ($16) Base Price ($22) High Price ($35)
Alaska’s Ranking 33/54 24/54 19/S5
Take on AK Production 71.70% 63.63% 58.40%
Global Ave. Take 70.86% 70.26% 73.34%

Full Cycle Gov’t Take (% Of Pre-Take NPV @10%)

Low Price ($16) Base Price ($22) High Price ($35)
Alaska’s Ranking 22/47 16/49 17/53
Take on AK Production 82.17% 72.09% 64.56%
Global Avc. Take 81.05% 74.16% 71.91%

Wood MJtckenzitt hue authorized the public disclosure
of the information contained on thia page.



U7/20/20U0 09:34 FAA 9072090109 REPRESENTATIVE LES GARA @002

WOOD MACKENZIE
GLOBAL OIL AND GAS — RISKS AND REWARDS 2004

Alaska’s Profitability - Full Cycle, Post Government Take

Rate of Return (IRR - Nominal)

Low Price ($16) Base Price ($22) High Price ($35)
Alaska’s Ranking 15/49 14/52 14/53
Alaska’s IRR 18.09% 23.57% 29.11%
Global Average IRR 15.20% 18.94% 23.07%

Net Present Value (NPV @10% in $/Bbl of Qil Equivalent)

Low Price ($16) Base Price (522) High Price ($35)
Alaska’s Ranking 17/58 11/58 8/58
Alaska’s NPV $0.90 $2.14 $4.43
Global Average NPV S0.65 $1.33 $2.35

Value Creation R tio

Low Price (S16) Base Price ($22) High Price (535)
Alaska’s Ranking 22/66 22/66 19166
Alaska’s VCR 1.98 3.33 5.82
Global Ave. VCR 1.90 2.84 4.26

Wood Mackenzie haa authoriznd the public dioclovure
of Lha infonmatioa contained on this patio.
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Federal, Company and State Revenue Shares under the 2005 ELF Based Severance Tax System & HB63
Using FY 2007 Produclion Volumes from Iho Spring 2006 Rovonue Sources Book

Price

Saks Price (J/Ubl) $53.60
Costs

Avg Trans To MarKnt SC 20

Woflhead Pnco (S/BW) $47 40
Volume

O | production (millions bbis/day) 079?

NGL production (nviwons bbte/day) 0033

ANS Production (04 and NGL) (Wifion BbVYr) 3012
Production Value (Million S) 14275 2
Production Costs (i/Bbl) SB 32
Production Costs (Million $) 25059
Severance Taxes

NQL Severance Tax 19 81

Gas Severance Tax 310

Hazardous Release 759

Oil Severance Tax with ELF Based Severance 953 4

Oil Severance Tax with HB63 25531
Per Barrel Oil ANGL Severance Tax

With Aggregation S3 17

Under MB63 $8 48
Royalty

Gross ANS 1841 8

$0 1

per bbt royally

Property Tax
State Share (ANS only) 340

Muni ShareShare (ANS only) 204 2

Total properly tax (production plus TAPS) 238 2
Property tax per bbt SO 79

(+ft
tjnaer ﬁbFfased Severance Tiix 3063 9
nder HOG. 4663 G
Corporate Income Tax (ANS)

435 1

Production
TAPS »1V

Total Petroleum $538 38
TAPS tax allowance (Millions S) 31*22
TAPS after tax margin 267 *0
TAPS deterred return 4G 88
Revenue Share with finder CIF Paved Severance Tax

Fodcral Rcvenuo ()«W*on*'S) 3046 6

Percentage Total 24.8%
Company Not Revenuo (tAlL'axts 5) 5650 9

Percentage Total 45.9%
State Revenue *Morn S/upo 0*1Pfutxrrly (U 1kx 36023

Percentage Total 29 3%
Total Revenue Shared Stain, federal, Company 12299 *

Revenue Snare Under MO63

Fodnral Revenue [KI n\ J; 2488 6

Percentage Total 20 2%
Company Net Rrvonuo S) 4111 1

PgvConUgo Total 37 5%
Slate Revenue « Mur* S/vam CmP«t»wiy(M>» o* s/C?0

Percentage Tvt.il 42 3%
ToUt Rcxunuo Sham | ji.vn Ffcdr rai, Company 12299B
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ANS StatQ Severance Tax Collodions and Elfcctlvo Tax Rale Under Iho Current ELF based system and tho proposed HB63

ANS Martcot Pimp 53 60 510 512 514 516 516 570 522 524 326 526 530 532 534 536 536 540 sa2 544
ANS Oil Severance Ta* Collection* (million* oUJ
Status Quo 953 4 1077 1705 1680 207 7 247 3 2870 3267 3663 406 0 445 7 485 4 5250 .64 7 604 4 644 0 6837 7234 7C30
Under HQ63 2.553 1 633 109 6 165 4 231 3 276 9 3224 404 7 496 1 596 7 706 3 825 1 9530 1,0900 1,236.1 1,391 4 1,655 7 1,7292 1,911.7
DiHorenco 1,599 7 -444 -189 26 237 295 354 780 1298 1907 260 7 3398 428 0 5253 631 8 7474 8720 1,005 8 1.1487
Average efrective T€a Rate
Status Quo 7 6% 78% 78% 7.8% 78% 78% 7 8% 7 8% 7 8% 78% 78% 78% 78% 78% 7 8% 7 8% 78% 7 8% 78%
Under HB63 21.1% 6 2% 7.1% 80% 90% 90% 00% 9 9% 10 8% 117% 12 6% 13 5% 14 4% 153% 16 2% 17 1% 10 0% 18 8% 197%

* Fv;'007 PNCd 1rom Spnng 2006 Foecasl
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ANS State Severance

546 548 550 2 4 556 559 560 562 564 566 568 570 $72 574 $76 Nl 500

. ANSMarfcotRnen
ANS Oil Sevepance Tax Gorfectic
Status 802 7 842 4 0820 921 7 o614 10010 10407 10804 1.1201 1159 7 1.199.4 1,239 1 1278 7 1318 4 1.358 1 1397 7 14374 1,477 1
Unclor HB63 2,057.0 21789 23010 24249 25504 26777 26068  2937.6 3.0701  3.204 3 3.3403  3.478 1 3.617 6 3.758 8 3.901 7 4.046 4 4,1929 4.341 0
Diflcnjnco 12551 1.3366  1.4190 15032 1,589 1 1,6707 17661  1,8572 19500  2.044 6 2.1409 22390 2338 0 2440 4 2543 7 2.648 7 27554  2.863 9
Average Effective Tax Rate
Status Quo 78% 78% 78% 76% 78% 78% 7B% 7 0% 78% 78% 78% 78% 78% 78% 78% 7.8% 78% 7.8%
Under HB63 20 2% 204% 20C%  207% 20 9% 21.1% 212% 214% 216% 218% 219% 22 1% 22 3% 22 5% 226% 22 B% 230%  232%

1FYZOO? Price Irom Spring 2000 F

Hw «ox. ot X\ ff1)
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Alaska Department of Revenue 27.5% Tax Cap
Privilege and conlidential Page: lol 1

Title: Revenue Share with HB63

To present estimates of the distribution of ANS oil & gas revenue among the federal

government, the state government and the companies at various ANS crude oil prices.
A js yyQckhQQk estimates revenue to the state from oil and gas under the production tax

Purpose.
system in place during 2005 and the proposed HB63.

Data Sources: Revenues. Prices, and Production based on the Spring 2006 Revenue Source Book
This model looks at oil and gas revenue from the North Slope only. It does notinclude
Cook Inlet.

Production Taxes include ANS oil and gas severance and hazardous release

Production Cost is taken from analysis conducted by the Department of revenue for
various PPT alternatives. The data are based on revenue share models prepared foi
FYO7 only. The Department will be evaluating production costs in ihe future.

TAPS tax allowance, TAPS after tax margin, and TAPS Deferred returns from
Department files.

The Spring 2006 Forecast calculates Corporate Income Tax [CIT] for all of Alaska.
Key Assumptions: This model assumes 10% of this revenue is from Cook Inlet. This total CIT is reduced

oy 10% to calculate CIT from the North Slope.

Federal Revenue is calculated as 35% of the difference between production value and

production cost (including state taxes on production) plus 80% of the TAPS tax

allowance.

80% is the federal rate divided by the sum of the fed and state rates. Tho maximum

marginal fed rate is 35%, the state rate is 9.4%.

Company net revenue is calculated as production value less production costs less
taxes on production plus the TAPS after tax allowance plus deferred return.

HB63 proposes to increase the Current ELF for prices above $20. and reduces the
current ELF for prices below $16. It also proposes a 5% effective tax rate floor & a
27.5% effective tax ceiling. It only pertains to North Slope Oil and does not include

Heavy oil (20 degrees API or below) are excluded from the minimum tax rato for
purposed of this analysis: Tabasco, West Sak, Orion, Polaris, Schrader Blulf wore

deemed lo bo heavy oil

Historv: Originally created Fall 2003 bv Chuck Logsdon
Charts added bv Michael Williams June 2005
Undated with FY2005 data and tho Fall2005 forecast Novombor 2005

Updated with Soring 2006 Forecast assumotions July 2006

The Department ol Rovenuo is in tho process of reviewing and updating tho data on
Disclaimer: which this analysis is based. As a result, future analysis could yield different results.

Tho information contained in this workbook rnav bo orivileaod. conlidential or otherwise orotected from
disclosuro. If vou are not lho intended rocioiont, anv use. dissemination, disclosure, distribution or

cooving is strictly prohibited.

Cuvur

DOR Rovonun Sharo with 27-5% cap <2006 07 19



ALASKA STATE LEGISLATURE 7l1sJof,

REPRESENTATIVE LES GARA
REPRESENATIVE BETH KERTTULA

July 24, 2006

Re: A Fix To the Current Gross Production Tax & A Fair Share for Alaskans: HB 3004

Dear Colleagues:

We’ve recently been given revenue projections from the Department of Revenue on the
company and State of Alaska revenue shares that would result under HB 3004. We plan on
taking them into account in filing a Sponsor Substitute this coming week. We hope you might
look at the projections, the tax rate in HB 3004, the progressivity factor, and perhaps work

through a version that you feel is the most fair to all.

At forecasted average (BP and the U.S. Energy Information Administration have forecast
future prices in the S40/bbl range) and high prices current Alaska law provides oil companies a
much larger share of Alaska’s oil revenue than the state receives. Under SSHB 3004, by capping
the tax rate so it doesn’t rise above a 27.5% rate, the Department of Revenue forecasts that these
shares, at average and high prices, would nearly level out (See table below).

By adopting a more equitable tax rate, and adding a fair progressivity factor (there is not
one under current law) we can do a better job leveling the profit shares between the state and
producers at average and high prices, while providing fair returns to industry as well.

Many have proposed we tax our oil on a percentage of its verifiable sales value, as
current law does - but with a more equitable tax rate, progressivity, and the closure of the more-
extreme ELF-rclated loopholes. Current ELF loopholes allow almost every oil field in Alaska,
including Kuparuk, to pay less than a 1% production tax, even as prices rise.

The following shows the difference between how current law and SSHB 3004 would
share oil revenue between the state and the producers as projected by the Department of

Revenue.

Representative Relit Kerttula

State Capitol, Room 430

Juneau, AK 99801

(907) 465-4766
Rep.Beth.Kcrttulafrr'lenis.stale ilk,us

Representative l.cs Gara

Stale Capitol, Room 418
Juneau, AK 99801

(907) 465-2647
Ren,t.es,Gara”let'.ix.stalc,nk.ua
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Current Law Revenue Shares
$20/bbl $40/bbl S60/bbl S80/bbl
Company Net Revenue $489 million S$3.56 billion $6.63 billion $9.7 billion
Company Profit Marginl 11.8% 34.96% 40.9% 43.7%
State Revenue $1.46 billion $2.72billion $4.02 billion $5.3 billion
HB 3004 (with a 25% Tax Rate Ceiling)
Company Net Revenue $467 million $2.99 billion $5,55 billion $8.02 billion
Company Profit Margin 11.2% 29.4% 34.3% 36.1%
State Revenue $1.46 billion $3.59 billion $5.67 billion $7.9 billion

HB 3004 (with a 27.5% Tax Rate Ceiling as Proposed in the Sponsor Substitute)

Company Net Revenue $467 million $2.99 billion $5.42 billion $7.84 billion
Company Profit Margin 11.2% 29.4% 33.5% 35.3%
State Revenue $1.46 billion $3.59 billion $5.88 billion $8.19 billion

SSHB 3004 starts with a modest 5% tax on most fields, and progressivity starts at
S20/bbl. You could certainly achieve similar results by implementing the progressivity feature at
a higher price, and by starting with a stronger base tax rate (shelfthe ELF proponents prcpose a
base 15% tax;. This proposal, with its incentive provisions, would provide a fair share to
Alaskans, fair returns to industry, and help spur oilfield development. Any ofthese components
can be altered quite easily.

As before, we'd prefer to follow advice we've received to adopt a staggered tax system - a
higher rate for more profitable legacy fields, and lower rate for new fields that might be less
profitable. But to date that idea has not garnered needed support. We haven't included a
proposal on utilizing a different rate for legacy fields, but that's a topic worthy of consideration.

A Gross Value Tax Can Provide:
1) A Fair State and Company Revenue Share &
2) More Effective Investment Incentives
Under current law it is projected that Alaska’s oil producers generated S7 billion or more

in revenue from their North Slope operations in FY ’06 - and that the State received roughly
S2.5 - S3 billion less than that amount (we are awaiting the final FY '06 numbers). Company

1Profit margin is calculated as net profits divided by toLal sales value.
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profit margins2 range from 35% at $40/bbl to over 40% at $60/bbl. AIll fields outside the

Prudhoe Bay, Alpine and Northstar Units benefit from the windfall of a 0% production tax as
prices and profits soar. See attached Dept, of Revenue 3/23/06 Profit Margin Chart.

HB 3004 includes some simple changes to the current gross production tax to provide for
both fair revenue to Alaskans, and better exploration and development incentives that encourage
new investment. Incentives should be carefully tailored to encourage new investment, but not

pay companies for investment they’d engage in anyway.

This proposal can be modified to produce an amount of revenue that is similar to, for
example, what a 25% PPT (as passed by the Senate Resources Committee) or other PPT rate
might raise, with the advantage that tax mg a percentage of the sales value of oil will produce the

revenue that’s projected.

HB 3004 includes the following revenue producing and incentive features, and can be
modified ifyou’d like to raise different revenue amounts.

A Straightforward Fix To Alaska’s Current Production Tax

The Current ELF system suffers from a few problems. The tax rate on most fields,
including 6 of the 100 largest fields in the United States, is 0%, or less than 1%. That rate
remains the same even as prices rise. Current law imposes this tax rate on the gross value of oil,
or sales price (minus transportation costs and other minor costs).

Most agree that current law results in too small a tax on most fields. While current law
imposes a 12 % tax rate on Prudhoe Bay and Alpine, and 6% on Northstar, most fields pay a 0%

tax.

The average production tax on the North Slope is roughly 7.5%, and is projected to fall
below 4% as more fields taxed at 0% come on line (11 of the last 14 fields to come on line

through 2005 pay a 0% tax).
HB 3004 fixes these problems as follows.

The Base Tax Rate

All fields that currently pay more than a 5% production tax will still pay the same base
tax rate as they do now (Prudhoe Bay, Alpine and Northstar). The base tax is then adjusted
upwards by a progressivity feature at high prices, and adjusted downwards at low prices.

All fields that currently pay less than 5% will, under HB 3004, pay a modest 5%
minimum base tax. Attached is a chart showing the current tax rate for Alaska’s North Slope oil

fields.

2The Department of Revenue estimates company "free cash flow™ - the amount of revenue that exceeds their out of
pocket costs. While that's regarded my many as a “profit margin', and referred to here as profit, it does not reflect
soil costs like depreciation, which the Department has difficulty estimating.
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Progressivity at Lower Prices
Because HB 3004 starts with a fairly modest base tax rate, the progressivity feature kicks
in at $20/bbl. BP re-confirmed last year that it generates excess profits at oil prices above $20
(“a $20 oil price would allow the company to meet its capital requirements and pay a progressive

dividend, and that all the free cash generated when the oil price is above that level would be
returned to shareholders through buybacks”). See attached press release.

At prices above $20/bbl, the base tax rate in HB 3004 is multiplied by:
The price ofoil divided by 20.

For example, at $30/bbl, a field that has a 5% base tax rate would pay
30/20 X 5% = 7.5%.

To protect companies at lower prices, HB 3004 does the following:

At prices below S16/bbl, it fields that pay a 5% base tax rate, will pay:
4% when the price falls to $15/bbl;
3% when it falls to $ 14/bbl;
2% when it falls .j $13/bbl;
1% when it falls to $12/bbl; and
0% when the price falls below $11/bbl.

In addition, onc-halfofthe severance tax is waived when prices fall below SIC bbl.

For the fields that pay more than a 5% base tax rate (Prudhoe, Alpine and Northstar), the
tax rate will fall more slowly below $16/bbl. Currently it remains the same no matter how low

the price ofoil.

HB 3004 provides that when prices fall below S16/bbl, the rate on those fields will be:

The price of oil divided by 16 and then multiplied by the field’s base tax rate. So, at
S12/bbl, Pnidhoe Bay, which :s currently taxed at roughly a 12% rate, would be taxed as follows:

12/16 X 12= 9%.
Tax Ceiling

SSHB 3004 protects profits on the upside for companies by setting a 27.5% tax ceiling.
That is, no matter how high the price of oil rises, the progressivity factor will stop raising the tax
once it reaches 27.5%. That occurs at around S100/bbl for most fields.
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Exploration and Development Incentives

We should provide incentives that promote exploration that would not occur without the
added incentive provision. By the same token, we should refrain from granting tax relief for
expenditures companies would make without any state subsidy. Flat subsidies given to
companies for all exploration or development expenditures suffer from the latter flaw.

1. Lower The Production Tax When Needed.

Under current law a company can apply for a lower royalty by showing the reduction is
needed to make a new field, or continued production at an existing field, profitable.

HB 3004 extends that right to seek a tax reduction to a company’s production tax as well.
Thus, in any circumstance where HB 3004 imposes an excessive tax rate, the rate will be reduced
once the developer meets the statutory “clear” evidence standard that is applied to a party

seeking royalty relief.

2. Fair Access To Processing Facilities Bv Independent Producers.

Former Director of the Division of Oil & Gas, Mark Myers, has concluded that facilities
access isone of the most important things - and perhaps the most important thing - this state can
do to encourage new development. Financial incentives only work to a certain point. For
example, as company profits from Alaska production have multiplied, and ranged in the past 5
years from a low of $1.7 billion in FY 2002 to $5.2 billion in FY 2005, and likely over $7 billion
this past fiscal year, investment stayed the same - at roughly $1 billion. See attached DOR

company 1996-2005 net income estimate.

Providing companies with additional free cash does not simply lead to additional

investment.

Large producers (BP, Conoco and Exxon) can afford to develop small North Slope fields
because they ship oil from those fields to their processing facilities located on their large fields.
This is why they’ve been able to develop satellite fields (small fields that send their oil by pipe
for processing at a larger field), and why independent companies generally have not.

It appears to be the case that in recent history no producer has made its processing
facilities available for use to allow an independent company to produce North Slope oil. A
processing facility can cost upwards of $100 million, and forcing companies to build new
processing facilities for each small field makes many fields uneconomic.

HB 3004 requires that if there is excess capacity at a facility, the facility owner shall
make it available to independent producers at a “reasonable rate” - a standard currently used by

the RCA in the telecommunications area.

3. Extend Existing Exploration Tax Credits

The bill extends Alaska’s existing exploration tax credits.
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Encouraging Cook Inlet, Heavy OH & Other Challenging Projects

The bill exempts all fields south of the Brooks Range, and heavy oil, from the enhanced
tax provisions, and current law will apply to those piojects. Certainly, one might argue this
break is not needed for all heavy oil fields, and this sect'.on is worthy of detailed discussion.

Conclusion

By closing the current ELF system’s loopholes, adding a progressivity feature and
workable incentive provisions, v/e can provide a fair revenue share to Alaskans, a fair investment
climate, and meet the constituti mal mandate that we develop our oil resource for the maximum

benefit of Alaskans.

Please call if you have any questions. We hope we can come up with a bi-partisan fix to
a system that is costing Alaskans $1.5 - $2 billion a year in revenue to an outdated, loophole-
ritL . “‘axsystem.

Sincerely,

Beth Kerttula



FY2007 Production

Field

PRUDHOE BAY (includes aggregated fields)
KUPARUK

WEST SAK

TABASCO

TARN

MELTWATER

MILNE POINT

SCHRADER BLUFF
ENDICOTT/SAG DELTA

EIDER

BADAMI

LISBURNE

NIAKUK

N PBAY STATE

NANUQ

ALPINE

NORTH STAR (includes federal volume)
LIBERTY

KNOWN ONSHORE

KNOWN OFFSHORE (03 + NIQ)
FIORD

FIORD-KUP

Approximate of Prudhoe & Aggregated Fields

Data comes from 2006 Spring Revenue Sources Book & AK Dept, of Revenue

and ELF by Field

Heavy
Oil

HVY
HVY

HVY

Daily Production
(bbl/day)

297,723
126,201
20,839
4,339
18,847
3,302
2,500
1,765
1,570

0

90

834

656

346
2,045
105,438
44,264
0

0

0

755

341

Annual Production
(bbl/year)

108,668,011

46,063,365
7,606,381
1,583,735
6,879 155
1,205.048

92,500
Ch42,250
5,729,588

0

328,500
3,045,918
2,393,416
1,263,265

746,425

38,484,870

16,156,360

0
0
0
2,755,750
1,245,745

Production
Tax

12.38%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

11.93%
6.10%
0.00%
0.00%
0.00%
0.00%
0.00%



FY 2007 Oil Company Post-Tax Profit Margins Under Current Law

Sales Price ANS West Coast $60.00 $40.00 $20.00

Gross Revenue $16.20 Billion $10.18 Billion $.16 Billion
Corporate Profit $6.94 Billion $3.86 Billion $0.77 Billion

Corporate Profit Margin 42.8% 37.9% 18.5%
State Revenue $3.89 Billion $2.62 Billion $1.34Billion

FY 2007 Profits/Profit Margin Under Various PPT Rates

Sales Price ANS West Coast $60.00 $40.00 & $40.01* $20.00

30/20
Corporate Profit .77 Billion  $3.28 & $3.44 Billion $0.95 Billion

Corporate Profit Margin 35.6% 32.2% & 33.8 23.0%

2520
Corporate Profit $6.11 Billion $348 & $3.61 Billion $0.96 Billion

Corporate Profit Margin 37.7% 34.2% & 35.5% 23.1%

20/20
Corporate Profit $645Billion  $368 & $3.79 Billion $0.96 Billion

Corporate Profit Margin 39.8% 36.1% & 37.2% 23.1%

Wo also providod information based on a sales price of $40.01 in order to show the impact of the transition provisions,which areactivated when pricesexceed $40/bbl

Volumes and transportation charges from March 2006 Department of Revenue Spring 2006 projections.
PPT analysis based on HB 488 as originally presented; variance at $40 per barrel shown to demonstrate corporate incentive from transition credits.
Corporate Profit Margin is definod as: [well head revenues less (ANS operating and capital costs, Stato royalties, production taxes and surcharges, property taxes, and

State and federal corporate income taxes)] dividod by (gross ANS well head revenues).
To create these estimates, calculations separate from the PPT model were made because the PPT model accrues capital costs over 40 years.Thus, assumptions had to

be made about the timing of capital costs.
Tho department has numerous models that servo specific purposes. Tho PPT Model meots the need to forecast long-term effects and should not be utilized within a time

horizon of ten years or loss. The Revenue-Share Model used (or this analysis meots tho need lo analyze short-term forecasts to determine the distribution of
petroleum revenues.
All department models are periodically updated based on now information and understandings of industry operations.

Alaska Department of Ravenuo 3/23/2006
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Press Releases BP Boosts Dollar Dividend By 26 Per Cent

images Graphics Release date108 February 2005

Features anil news Dewls.ad the full version uf Ite results using Ihe fink on toe right

Rpftcches View or download (he presentation ho?ted by John Browne (Group Chief Executive). Bytun Groie t'-hiel Financial
Officer) artst Fergus MacLeod (Head cl Investor Relncons).

» View or download an archive ol the webcast

BP today announced a 26 per cent hoost to its fourth quarter dollar dividend compared with last year. Ihe biggest single
Increase’ in its recent history.

Citing the “strong prevailing circumstances of Jhe Gioup, along with future investment patterns and the forward trading
gn)(gongw?nt", fief ex%cunve Lord Browne said BP had decided to make a significant one-time step-change in "he
I/idelta from 7.1 to 35cents a Share.

Therc-afler, vie would expect to grow the dividend in line with our view of hituro sustainable performance, We 0 ,in ote
that this [evel ¢| dividend ‘anow? Us lo maintain pmclenl earnings cnvor e/r.n if oil prices v/or-t oown to S2f. dr.sjrj a

barrel." tie racl

Previewing an update on Group strategg to fmnnoal analysis scheduled for lutet today. P.T-voer;.rl "¢ are c.v'#—t; if-t
many of oUr investors are,sterhn?—base and ihat jro dofnrc weaknuhas m | an niipp ;ter. irer v:&}cash Vs
This"change will be to their benefit, with a storing increase r.f 21 pei centig tin, (suim quarh.r -~ /.deer: (Winovod v.ifti

St yellr

“For the yea'is d whole dollar-posed nwoMcis / Il see AN mcress i Cl 12 percm i ai.d Siq-rm,gr.ooeu Nrectors z rit.c a’

J percerl.

Browne sa:d the company hod bought back mere than S7.5 hilion of sharer. dn/mg 2004 jrd 'ei.-cmed ccrermtte I n
iii Jirhj . K)C per ecu’ ut u/.-.eos trée-cosn How lo investors so long nvo.i prices remain acp,-; L.-0 a Lnr-1 <M.

things being'dpproprijie.
‘Locking at trie potential casn ir.il could he didubuied ever 2005and 2036 ihrcugn snare hw/.ucrs and d , dervt

ssuming «n oif price cf 330 abarrel and depend ng on refining margins and other fscicis, it u total rtmnuni avo.Ublt; fur
alstn uﬂgn cou dp he armﬁ%) 2 ainlﬁon. P J gmarg

V(o COuld use some ol the e/cess fine cash to.y. Ior?xample,fornip\rial tn.tuwiom. Tvr,smil e:wir
filled rur strategy But we see ro sucn oppurlur.iiies al present *

Commenting on GP's record replacement cost profit o S1G 2 billion for 2004, up 26 per cent from the previous year
Browne said the comganx was In a strong linancial con?mon. Pos|-tav ca-,g low for the year tst)'od 324 rjtir.ri, 1 r.si; si
>2per cent from 2003, and gearing stood ul 24 per ct.nl.

"Our I'mlugy s.on track and unchanged, our operations arc in line wiilt our previous indication*, yprj vai i ,.-,., arnng
base of inoion.ti assets and markets Tor a suslalnable future

In E/piornton and Preelection, lie “laid Ihat on a UK GAAP basis inn company had inure if .. rug,tustj ulo.,:pt,i fs<
ear running_= by 1C6 per ceni fur lhe G'oup and 110 per cool, mciud ng UgU,!/ icrountid e .mi»*sruchc. in

ihe 12m
Abu Dhabl and TNK=BP

.V;j(Oi ukjCOveneH wi. u tnaur*in Egynl. Spkhui‘i. Ihe decpwalcr Glilf c-fMexir.n r, >i
1cilmnbarmlisul oil gm/alrni fc DP's resn/rce ruse ov'.r (bn yr.tr

-n ,i.h* Attgi'u r>-i n [

Ptiduc’on ti; gristing pioM centtes irnmiy Alaska and the Mirth Ben. vt.-weta i ri<-(;refet, .turn 15.in.15/Ke

Peal, aimr.d oxouclcd In uoni.nue at an annual average r.i'u ul i p.» ocrtr,«l to j 'jOﬂ T»e, was iirtiy rxti.j h/ a.v.o «
O(U)BJM irom new profit rm l.es tu over 1 million borfeiu a day uf nil cguivjlem - a triyr< irdy i,j mumos >.lislan:>a'l*

cowi 1, ng.*,tsIJi.r,c N exist,ng grtJit ce,nt'?s rﬂtr from S32 Oill'.n m 200 [ » > . I, aeit ; ,-jnri,i expret*atnn.w
LT e Lhirn’', yearasarnnil st ;prrfay’ mJin‘irtewar ri /. Y A =
V> hiir, tinf With rw pro.cit riuinung /. vor ;sfextc ur v, rw

tpt JUANW .bp.coiTI'CXtendddBcnerirnrfi-"li* r)n"#af<»onn frf="Jniicac r
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TNK-BP s 2004 o< product,on rose nearly 14per centlo 14f niilticn barrels a day, or 166 million barrels including iho
50 pur_cent of SUwneft added al the starf of the year Qutput is estimated to grow by soma 5 Percent this /ear. Cape/.,
which is self-funderl, was S1.5billion in 2004, ug from around 51 billion In 2003 ana is ex,Fec ed lo reach appro/urat /
St.8billion tms year as new prospects are developed, including new extensions lo Sarooilor and the Uva' project both *
billion barrel development oplions in West Siberia

"Since ihe formation of TNK-BP, the total investment we've moue has been S5 3hillion and the total dividends mr,'rived
have been S2.2 hillion." Browne said.

Croup piotluollon as a whole %rew by 11 percent in 2004. Qutput for 2005 would like"/ hit 4.1 million to 4.2 mi,lter

barrels a day of oil equivalent efore’divestments, keepm% BP on Iracn lo average annual production %rowth In e/c0.cs
SRer cent (Or the period 2004-2008. The exact level would depend on oil prices. Iho exlent of divestments ar.d varic, 4
other factors. Capex lor Exploration and Production would likely he between 59 5billion ana 510 Idiiion in 2005 anp
2005. depending on foreign exchange impacts and inflation.

Capex in refining would be level in 2005 at around S1 3billion. "The majority of our refining can ity is ir, Hie CC wnere
margins are structurally advantaged and our refineries are in the top genrtile on net casn ma.gmo dnd return on
InveStment, in Eur>ape.”after the divestment of Lavera and Grangew.m.,ll:. our position should in,prove considerably In
leia.l, -where store sales continug to grow, along with * Tor, of BF's Ultimate premium fuel, capital cpond.ny we,.la‘also
remain stable at around 2950 million”this year.”Brcwne said.

Our global gas sales rose to 3 billion cubic feet a day in 2094. In North America, where BP is the leading marketer, nur
gas sales wére up 15 per r.cnl over 2003, Gom,? forward, we expect med,urn-term global %rowth of 2to 3pei cent a
year, m line with world gas demand, arc we will concentiate ircreas.ngly ori custorners who best lit our c-apaciMies.”

In pniroctinmicals. the company was on intcx with plans lo dr esl the hulk of Us olefins ar.d derivatives business in
phases commencmg Athe second hoifol this year, piobabl bg way ofan IPG, subgect lo market conditions and
necessary approvals. BP spent 2200 rrilliin in‘ts high growth dromatic’, and acetyls business which generated
Feryﬁﬁ;]nilxe. h%agggr%tgrws in"200* -y figure IKcly tr; fise™-iighlly in.s yen.  me company invests to xcep its lo.sctisiup

Hrowrg s-sid he expected capi‘al spending for BP as a whole to Petal some 514 bt'lion in 2905. Tre ova,;! .eve! wil
depend on tha level of Ihe dollar and our Continuing track record of offsetting nem al underlying annum mttancn o! cca-.e
2 cent. Foi the medium term an investment level ot around SIH b liion 15°a leasonabie expéctation.

m /estriitus. vntii the exception of olefins and derivatives are not presently e.B,eeIed to bn large tms year «ic 0/pv.t
g{)f%ﬁeeds 0: around 51 3Uiiton. comprised of Ihe balance duo born'the -Mu ol Oirr.uu La :ye and .rcrriai portls ¢

baton."

Cornirerting on tho a| price
last }/ear_, we've coreluded tst on the basis ol the supply-'Jernjud balance .

ng d—rnn rProductwn discipline, nil p:i.;os ire likely tomave a support o /el of around SSC a harrel for .eas

m >eri

he said that while re u'pested thatdemand for oil I}fr.Os vouid modcro’e ccmocitsd to
d CREC"¢ fivs-/oar track recr.r?i(c){9

As InrNl . BP is concerned ,vg mil conn jO to use a f.mni oil pi.ue of 52Va iwrn:' for |p.- p-jfpc.se of test,0; p.-j./rts ./ O
ptennirg our activity le/il m explcmton ai d production Th.s aliows us to maintain a pcrt/jim of ur.tw tie., v. n stroi-g
intiirr.s,’

Brov/nc said that, whi'u UP na% heen heleed by the environment, *uur %uccess so far mue to our oort omr.tisn of

stx stegy and d|sc|ﬁlme!. QOver th. past 'e-vyearS we ha/e built a strong baso for ms—GrouP /-t roctorviar.e’s ari
maykon,.mo whict .Wth{ m,zestlng .\ﬁe're achieving the la: :fa fur gro-Mti wo set oursel/e:;. we'ro .inpro/u-g gni-"l/
Jirt ws'ie Indintaiirig lin.Inciat stréngth.

hn.gsitarity, m spite ot me sxjm*cnnlty l:utter .h-mo»pr..tod iT.S*..g rmw.-.nimryl -weare mm, tinmg,» diss phn.d
HPWW“" tom., ,e/ﬁcY.—o ~ta/-str-m-g, ./ rj noescqueritly n'Vxirt] ~ireimp «/  free onan tow;j-r  mop, ttoW
shin.ed tj shjrenoldeis

"t%-2CCOup pim  Legal Naticn | Puvncy Statement

tip:/A\uA\,bp.coni dxtendL,di?cncricariicle.do?catci;or\'fi-I=7ni 20AQ.C//*nnfAntM="mn <i »



DISTRIBUTION OF ANS OIL & GAS REVENUES BETWEEN THE PRODUCERS, ALASKA GOVERNMENTS AND THE US FEDERAL

GOVERNMENT*

Production & Value Added By TAPS

Note 1

Note 2

Note 1

Note 3

Note 4

Note 5.

FY 1888

ANS West Coast OH price |$/Bbl) $16.12
Transportation Cost to Market (S/Bbl) $5.59
ANS Oil Wellhead Pries (RBbl) $10.53
ANS Oil A NGL Production (Million Bbl) 2 006
Oil & NGL Production Vali-r (Million $) 7,710.6
Production Coals (I/Pul) 4.00
Oil & NGL Produclio mCosts (Million $) 2,928.8
Stata Ravanua e Muni Oil Prop (Millions f) 2,175.4
Oil & Gas Production Tax (Inc Exp Cl’ad|'[) 804.0

Vg Economic Limit Factor (ELF) 0.792

Qroae Oil A Gas Royalty 890.1
Property Tax Stale Share 96.4
Property Tax Muni Share 258.4
Corporate Petroleum Income Tax 126.4
income Tax Production 13.1
Income Tax TAPS 113.3
TAPS tax allowance (Millions $) 566 708
TAPS alter tax margin 308.2
TAPS deferred return 558.7
Federal Revenue (Mllllone $) 1,405.3
Percentage Federal 22.6%
Company Net Revenue (Millions $) 2.634.7
Percentage Company 42.4%
Slats Ravanua <Muni Property (Million»$) 2,175.4
°ercentar,a SUia A Local 35.0%
Total Ravanue Shared Slate, Federal, Company 0.215 4

FY 1989

$1461
$5 25
$9 36
1.962
C,702.4

3.60
2.721.3

1.93G.2
680.2
0.785
7788
899
2545
1328
320
1008

503.038
257.4
515 1

1,154 2
22.0%

2.167.3
412%

1,9362
36.8%

5.257.6

FY 1990

$17.22
$532
$f1 00
1.846
8,015.6

3.70
2.493.0

2,347.8
977.1
0.938
944.4
834
248.9
93.8
(64)
100.1

500714
303.0
4637

1,546.9
22)%

2.895.5
42.0%

2,347.6
34.0%

6,7900

FY1B91

$21.57
$6.19
$15 38
1.704
10,071.3

3,50
2.291.8

2.998.7
1,2898
0.926
1.236.0
82.8
2420
148.1
506
97.S

487.333
326.1
4197

2.097.2
23.3%

3,916 6
43.5%

2,998.7
332%

9.0126

FY 1BB2

$16,64
$5.43
$11.21
1.763
7.295.4

3.50
2.277.8

2,2132
898.1
0.926
855.9
783
248 4
132.4
41.0
91.4

456971
336.2
363.4

1.379.1
222%

2.5820
41.1%

2,213 2
35.1%

6.174.3

FY1BB3

$17.83
$5 02
$1281
1.879
7,650.4

3.31
2.028.5

2,322.4
066.6
0.927
937.5
633
258 6
94.1
104
836

418238
3208
296.9

1.588.7
232%

2,9468
43.0%

2.322 4
33.9%

6,857.9

The Department ol Revenue is in the process of reviewing the historical data with an eye lo revising and improving the accuracy of these estimates

Notes:
1

Revenues, Pnccs, and Production taken Irom Fad Revenue S0Urce Booh Appendcej

FY1B94

$14.05
$4.48
$9 57
1.593
5.564.4

3.07
1.785.0

1,046.3
675.4
0917
648.6
63.1
245.0
14.2
(62.7)
76.9

384.699
322.0
245.5

1,081.3
22J%

2,004.0
42.4%

1,846.3
342%

4,731.5

FY1BB6

$16.77
$526
$11.51
1.572
6.604.2

2.97
1.704.1

1,974.7
7725
0.905
794.6
56.2
248.6
102.8
321
70.7

353610
318.2
203.7

1,331.4
23.1%

2,469 3
42.8%

1.074.7
342%

5,7755

Production Taxes include oil and gas severance, regulation and conservation and hazardous roleaso Production Tax. Exploration Incentives and Roya*»s, 1996 thru 2005

from Shortcut History

ToUl Alaska CIT Is reduced by the percent ox volume produced m Cook Intel (2%) to calculate laCIT lor ANS
Production Cost a taken from *How Much a Enough" by Hicham Fxtebarg lor TV 1988-FY1U9G, Dept or Hevenuo oxtmirttes tor FV 1097-FY 2003 The Department wd

be evaluating production costs In tho future
TAPS tax, after tax margin, and deferred return allowances from actual (ikngi

Foderal Revenue is calculated at 35% of the drflersnce between production value and production cost (nckKhng suite taxes on production) ptue 80% ol the TAPS tax

allowance

00% is the fed rale drvxted by the sum of lhe led and stale rales The maxxnum marginal led rate it 35%. Diestate rale rs 9 4%
Company net revemio is calculated as production value last production costa less taxes on production pkii die TAPS after tax akuwunr e pkia deferred return



DISTRIBUTION OF ANS OIL 1 GAS REVENUES BETWEEN THE PRODUCERS, ALASKA GOVERNMENTS AND THE US FEDERAL
GOVERNMENT*

Production A Value Added By TAPS
FY1SM FY 1897 FY199B FY 1999 FY 2000 FY 2001 FY 2002 FY 2003
Note 1 ANS Weet Coaat Oil Price ($/Bbl) $17.74 $20 90 $15 80 $1273 $23 27 $27 65 $21.78 $28.15
Traneportatlon Coil to Market (I/Bbl) S3 14 $4 50 $395 $4 26 $4 21 $561 $4.98 $4 88
ANS Oil Wellhead Price (t/Bbl) $1260 SIB 40 $1191 $8 47 $1006 $22 24 $16 80 $23 27
ANS Oil A MOL Production (Million Bbl) 1.474 1.404 1275 1164 1035 0 991 1.004 0.991
OH A NGL Production Value (Million J) 6,7789 8.404.3 5,542 6 3,598 6 7.200 4 6,044.5 6,1565 8,417.1
Note 2 Production Coets (J/Bbl) 300 307 4.24 4.07 5.10 5.96 6.%4 0.44
OH A NGL Production Com (Million $) 1.862.5 1.880.7 1.9732 1.984.1 1,926.7 2,154.4 2,359.3 2.328.7
Note 1 sUte Revenue &Muni Oil Prop (MUlione 1) 2,011.7 2.429 3 1,620.7 1,144.0 1,955 1 2,324.4 1.621.5 2,095 6
Qil A Oaa Production Tax (Inc Exp Credit) 754.2 915.2 5767 351.4 664.5 696.4 462.6 571.3
Avg Economic Limit Factor (ELF) 0 8647 0 8422 08176 0 7404 06817 06429 0.5975 05519
Oroaa Qil A Oaa Royalty 819 7 1,007.2 6033 403 4 898 2 1,100.9 762.8 1,146 4
Proparty Tax Stair Share 539 51.1 49.1 47 4 45.3 425 401 44.3
Property Tex Muni Share 245.0 240 5 231.6 226 6 2170 214.1 2130 2126
Corporate Petroleum Income Tax 1390 215 3 160 1 116 1 130.2 270.5 142.7 1209
Income Tax Production 76 4 163.1 1166 76 1 007 230.0 101 2 795
Incoma Tax TAPS G26 52 4 435 399 394 40.4 415 41.4
Note 3  TAPS lax allowanct (MiUwni $1 312900 262 094 217 331 109 651 197.131 202.201 207.427 206.771
TAPS altar tax margin 309.1 290 0 2752 250.6 243.2 248.5 255.1 2572
TAPS deferred return 153.7 990 46.9 472 501 51.1 61.2 47 1
Note < Federal Revenue (Million! () 1,338 9 1,661 0 871.1 3380 1.3330 1,423.9 942 0 1,577 3
Percentage Federal 23.1% 232% 212% 1*0% 23.1% 223% 21J% 23.9%
Note 3. Company Nat Ravanua (Million! S) 2521 0 3.084 4 1.8190 629 0 2.4180 2,643.7 1.747.4 2.9265
Percentage Company 424% 43.0% 31.4% 29.1% 43.0% 41.4% 404% 443%
SUte Revenue ¢Muni Property (Mlllioni t) 2,011 7 2,429 5 1,620.7 1.144 9 1,955 1 2.324 4 1.821 5 2.0956
PercenUge SUte A Local 34.1% 33.9% 39.4% 542% 33.9% 3*4% 37.1% 31.1%
Tout Revenue Shared SUU, federal. Company 6,8922 7,174 B 4.1108 2,1119 5.764.2 6.392 0 4.310 9 6.599 5

The Department ol Revenue u ki tlie proceil Ol reviewing lhe haloncal d iu with an eye to reviling and improving the accuracy ol these eiirruios

Nolei:
1

Hevenues. Pncei, and ProducUon taken Irom | til Revenue Sourct Bwk Apperxli.es

Production Taxes ticluda ol and gai aeverance. legulabon and coniervation and luuurdoul icicase I'roduclon fa«, Eaptoretfin Incentive! and Royal*!, 1WO thru

2003 from Shortcut tislory

pISfi-nJiwisSL?. percentol volume produced In Cook Inlet (2K | lo calculate a CIT lor ANS
rrooucnon cott it uken Irom How Much a Enough- by Hc/unl Feieberg lor FY tUW-I-V im . Dept olHevcnue esWnaleilor FY 1997-FY 2003 The Department wd

La. evakrautg producUon coelt ei lha future
TAPS tav, arter ta= margvi, and deferred return alowances Irom actual Nergi
H*v,nu* «* Catulalad ai 33% of Ihe deference between pruduCMn value aia) production cost (ncludng ilala L u Il on produCton) pkil <w% ol »ie TAPS tar

*Kw”™ncc
fi0% n tfxj f«d rula 0'v.)td by Un %0m of
Company Wt mvtnun * calculated at pioduclon vim

f#d ervl »t*to mint  Tfi# m*-«nuni nwrycml led mus |i 33V th#*liic mm |\U4\
le ti production cdtll Idii U rn on producUon ptui 1I* TAPS «fur La- nfemmnr* pOidnUrmd m»um

FY 2904

$31.74
$4.90
$20.78
0.980
9,373.2

5.50
2,325.1

2.412.0
621.7
05322
1.290.1
435
2125
2390
108.3
408

203.922
2532
46.2

1.871.9
24.1%

3.472.7
44.1%

2.4129
31.1%

7,757 5

FY 2005

$4344
$4.51
$38 92
0917
13.032.4

6.70
2.243.3

3,223 5
796 1
0530

1,754.5

425

211.2
4102
3779
41.3

206 702
2569
455

2,827.8
2*4%

5.2470
44.4%

3.2235
2*3%

11.298.3



Ivifci |
é}yﬁ%* *nJ oortddetei 27.5% Tax Cap p mxstw

Federal, Company and State Revenue Shares under the 2005 ELF Based Severance Tax System & HB63

U»Ir>g FY 2007 Production Volum»>» from tl* Spring 2006 Rev«ru* Sources Book

Price

Sale* Price (I/Bbt) 163.60 110 112 114 11« 118 120 122 124 126 126 130 132 134 131 138
Cm li

Avqg Tran* ToM*rti©t 16 20 $6 20 1620 16 20 16 20 1620 16 20 16 20 16 20 1620 16 20 16 20 16 20 16 20 16 20 18 20

Wtdhead Prv* (VBU) St/40 S3 60 15 60 17 60 19 00 111 80 113 00 11580 11700 119 BO 121 80 123 80 125M 127 80 129 80 $31 60
Volume

orf production ‘nrdkemt bUe/day) 0 702 0792 0792 0702 0792 0702 0792 0792 0792 0792 0 792 0792 0792 0 792 0 792 0792

NGL producbon (m**on* bhtoAlay) 0033 0033 0033 0033 0033 0033 0033 0033 0033 0033 0033 0033 0033 0033 0033 0033

ANS Production (04 and NGL) (LNkon BIWT) 3012 301.2 3012 3012 3012 301 2 301 2 301.2 301.2 3012 3012 3012 3012 301 2 301.2 301 2
Production Value (UUUon S) 142752 11431 17455 23479 29503 35827 41551 47575 53508 50622 6564 6 71670 7769 4 8371 8 6974 2 95766
Production Coele (VBW) 16 32 S6 32 1832 16 32 18 32 16 32 16 32 16 37 1832 16 32 18 32 18 32 16 32 18 32 18 32 18 32
ProducUon Coela (MMHon $) 25059 2505 9 2505 9 2505 9 25059 25059 25050 2505 0 2505 0 2505 9 25050 2505 0 2505 0 2505 9 2505 9 2505 9
Severance Taiaa

NGL Severance Tai 19 BT 155 238 322 406 490 574 658 742 826 9 10 903 10 77 1 61 1245 1329

Oee Severance Tax 3.10 025 036 051 064 077 000 103 1.16 1.29 143 1.5C 169 1.62 195 208

Maxerdoua Release 7 59 750 7 50 7 50 759 759 759 759 759 750 759 759 759 759 759 759

Od Severance Tax with ELF Baaed Savefiner 953 4 107.7 128 5 1680 2077 2473 2870 376 7 3663 406 0 445 7 485 4 5250 564 7 6044 644 0

OH Severance Tex with HB4J 2553 1 633 1096 1654 2313 2769 3224 404.7 4961 506 7 706 3 825 1 9530 1090 0 1236 1 1391 4
Per Barrel (XI ANQL Severance Tex

WMh Aggregation s3 17 SO 36 10 43 10 56 10 69 10 82 5096 1106 11 22 1135 11 48 11 61 11.74 11 87 1201 12 14

Under HB43 16 46 $021 10 36 10 55 10 77 10 92 1107 11 34 $1 65 11 08 12 35 1274 1310 13 62 14 10 14 62
Royalty

O/oee ANS 10416 204 2 2703 3543 4294 504 5 5796 6553 7310 8064 881 7 957 0 10323 1107 6 11829 1258 2

per bW royalty 1611 SO 68 1003 11 18 1143 1167 $1 92 12 18 1243 S2 68 12 03 1318 1343 13 68 13 93 1416
Property Tat

Sue Share (ANS only) 340 340 340 340 340 340 340 340 340 340 340 340 340 340 340 340

Muni ShereShare (ANS only) 204 2 2042 2042 204 2 204 2 2042 204 2 2042 2042 204 2 204 2 2042 2042 204 2 204 2 2042

Total properly tax (production plua TAPS) 236 2 7362 2362 2382 2382 238 2 2382 2382 7382 2382 2382 2382 236 2 2382 2362 236 2

Property tax per bw SO 79 $0 79 10 79 1079 1079 10 79 10 79 10 79 10 79 10 79 10 70 $0 79 10 79 10 79 10 79 10 79
Total Severance, Royalty, Stele and Local Property lalM

Under ELF Based Severance Ta* 3063 9 5505 656 3 7719 887 6 1003 3 1110 1 17353 1351 7 1467 7 15837 1609 6 18155 1931 5 20474 2163 4

Under HB63 4663 6 5151 6374 769 3 9112 1032 8 1154 5 13134 1481 5 16584 1844 3 2039 4 22435 2456 8 2679 2 29107
Corporate Income Tat (ANS)

Production 495 1 1690 2039 2179 2319 2459 2599 2730 2679 M9 3159 3299 3439 3579 3719 3859

TAPS 432 432 432 432 432 432 432 432 432 432 412 432 432 432 432 432

Total Petroleum 1538 38 $233 18 1247.16 1261 18 1275 16 1269 16 1303 IB 131718  S331 18 134518 1350 18 1373 16 1367 1B 1401 18 141518 1429 16

TAPS tax allowance (MiMlone 1) 216 22 21622 21622 216 22 21622 21622 21672 216 22 216 22 21622 21622 21622 21622 216 22 21622 21622

TAPS after tax margin 267 39 267.30 267 30 267 39 267 39 267 39 26739 767 i 267.39 26739 207 39 267 39 267 39 267 no 267 39 207 :ra

TAPS deferred return 46 66 46 86 46 88 49 86 46 8a 46 88 46 88 46 88 46 86 46 88 46 88 48 66 46 66 46 68 46 88 46 88

A.v*nu* Shar. wtth Und»r ELF Bawd S«rM»nc* til

fedw*l Heywxyi(k**on»)) .104(1 f. -US 3 004 3 «278 6 -633 1021 26/5 4328 5U6 0 7633 97B 7 10040 12594 1424 7 15001 17554
Hiw O O I Tcaal 74.9% 0jo \ 0.0% 0.0% 00% u% 174% 116% 17.7% 10.1% 204% 21.1% 21.7% 224% 22.7% 23.1%
CaT'twvy Kal Ksvarvdi |[Uacni 1) 16100 -tout 7 +739.2 m431.6 *124 6 1827 489 6 796 7 11035 14106 7177 20245 23319 26390 29460 32531
Pwtai.laoa Total 4 xop 0-0% 0.0% 00% 00% 118% 224% 264% 224% 304% 27.4% 2i.0% 404% 414% 42.1% 444%
Stitd Rovtmu* « Uw | SOifo Cd Hior«(Ty(U*or 3607 3 702 7 90.15 10330 11627 12924 1422 3 1562 5 1682 0 16129 %?45 6 20728 2202 7 23327 2467 0 25020
PwMKitaga Tolal n J% 0.0 0.0v% 0.0% 00% -1.0% 654% M IN 46.7% 454% : 4% BIN 340% 364% 354% 34.1%
Toial FWvarHM Sna'eO Olala, FmvkwW. Company 122200 0323 -2299 3725 9748 1377-2  21/96 27820 33844 39666 45892 51916 57940 83063 6026 7 7601 1
Baranva Otvara Undar (1003
Fadaralllavanuaiuaonatl 2400 0 -1100 *3670 -2270 -716 910 2551 405 4 3525 696 6 6374 9751 11096 12409 13690 14919
PlwranUda tual 30 7% 0 0% 00% 0.0% 00% 5.0% 11.7% 144% 14 7% 174% 164% 16f% 164% 164% 10 6% 107%
Company N«l)evcnuo(Uaom | 46111 -102011 -7269 -430? -1400 1635 406 6 7400 10192 1268 7 1548 3 180)9 2053 7 2297 5 25354 2767 4
Pananuga ToW 37.5% 0.0% 0.0% 00% 0.0% 104% 21.4% Hi% 30.1% 324% 337% 34.7% 314% 35 0% 344% 36.4%
Clala navimua = (AjniGluio 04 Piopmty |[M>o0 1202 0 740 3 6846 1030 5 11664 13220 1457 7 16306 10127 200.16 22013 24126 26J07 2658 0 2004 4 33390
Paccanuga foul 423% 0 0% 0.0% 00% 00% M IN M IN 666% 62.4% 60.2% 44 0% 44 1% 44 4% *4. 7% 44 IN 43.0%

Toul Revivioo Sfuidl SUUI. FmIflul.Comcuny 172000 *12 3 2299 3725 974 6 13772 2179 6 27820 3364 4 3U66M 4589? 51916 6794 0 6106 3 6996 7 7601 1



frrtftd 7/2°%06 113441

— Oinil<~ %qu o ok
«/»jOOF K 27.5% T»* Q»p 200
140 142 144 M4 146 660 162 1*4 114 194 940 142 $44 144 944 170 173 $74 176 176 160
16 20 16 20 16 20 16 20 16 20 16 20 16 20 10 20 1670 16 70 16 20 16 70 16 20 16 20 $6 20 16 20 16 20 16 20 16 20 16 20 16 20
133 60 135 60 137 60 139 60 141 60 143 60 145 80 14760 149 00 151 60 153 00 155 60 157 60 150 60 $61.60 163 60 165 60 167 80 109 60 17! 80 173 80
0 792 0792 0792 0 792 0 782 0 792 0 792 0 792 0792 0 792 0 792 0 792 0792 0 792 0 792 0 792 0 792 0792 0 792 0792 0 702
0033 0033 0033 0033 0033 0011 0 03.1 0 03.1 0033 0033 0033 0033 0033 0033 0033 0033 0 033 0033 0033 0033 0033
3012 3012 3012 3012 3012 301.2 3012 3012 3012 3012 301 2 3012 3012 301.2 3012 301 2 3012 301 2 301.2 301 2 30172

101790 107813 113637 11860 1 12566 5 131909 137833 14395 7 149881 166005 16202 9 160052 17407 6 160100 166124 182148 180172 204195 21022 0 21624.4 222267

16 32 1632 16 32 16 32 16 32 16 32 16 32 16 32 18 32 18 32 18 32 16 32 1832 18 32 1132 16 32 18 32 18 32 16 32 16 32 16 32
25058 2505 9 2505 0 2505 9 2506 0 2506 0 25050 2506 0 2503 9 25059 2505 9 25059 25059 2505 9 2505 9 2505 9 2505 9 2505 9 25059 2505 8 2505 9
14.13 14 97 15 HI 1665 17 4fl 1832 1916 2000 2064 2168 2252 23 36 24 20 2504 25 87 26 71 2755 28 39 2923 3007 30 91
221 234 247 260 273 2B6 300 313 376 309 352 365 370 391 404 417 430 443 457 470 483
750 759 759 759 750 759 759 759 759 758 750 750 759 759 759 758 759 759 759 759 759
6637 7234 7630 602 7 642 4 8620 821 7 961 4 10010 10407 1080 4 11201 11507 11094 1239 1 1278 7 13164 1356 1 13977 1437.4 1477.1
15557 17292 1911 7 2067 B 21768 2301 0 2424 9 25504 26777 7806 6 29376 30701 3204 3 33403 3476 1 36176 3756 6 3901 7 4046 4 41820 4341 0
1227 12 40 12 53 12 67 12 60 12 83 1106 13 10 1332 13 46 1359 1372 1365 1386 14 11 14 25 14 38 14 51 14 64 14 77 14 90
1517 1574 16 35 16 63 17.23 17 64 16 CO 1647 18 89 1932 18 75 11010 11064 $1109 $11 55 11201 112 46 11295 11343 11382 11441
13335 1406 8 1464 1 15594 1634 7 17100 1785 3 16606 19359 20112 2066 6 2161 9 22372 23125 23878 24631 2538 4 26137 2669 0 2764 3 2830 6
14 43 14 66 14 03 15 16 1543 15 66 15 93 16 18 16 43 16 66 16 93 17.18 17 43 $768 $7 83 16 10 16 43 18 68 16 83 19 18 19 43
340 340 340 340 340 340 340 340 340 340 340 340 340 340 340 340 340 340 340 340 340
2042 204 2 204 2 2047 2042 2042 2042 2042 2042 2042 2042 2042 2042 2042 2042 2042 204 2 2042 2042 2042 204 2
2362 2362 2362 2.362 2362 2362 2362 2362 2362 2382 2382 236 2 2382 2382 236 2 2362 2362 2362 236 2 2362 2382
10 78 10 79 1078 1079 10 79 1079 10 79 10 79 10 79 10 79 10 79 10 79 10 79 $079 $0 79 10 79 10 78 10 78 10 79 10 79 10 79
2278 3 23953 2511 2 26272 2743 1 2858 0 29750 30900 3206 0 33228 3436 6 3554 7 36707 3766 6 3902 5 4016 5 41344 4250 4 4360 3 4462 3 4596 2
31513 3401 1 36508 36623 4079 7 42780 4478 1 4660 0 45636 5068 9 52959 56047 5715 3 5827 0 6141 6 6357 3 6574 B 6794 0 70150 72377 74622
3998 4139 427 9 441 * 4559 468 9 4X19 497 9 5119 5259 5399 5539 567 9 581 9 5959 600 0 6239 637 8 651 9 6659 6/9 9
4.12 432 437 432 432 432 432 432 4312 432 432 432 432 432 432 432 432 43 2 432 432 40 2
144.116  1457.18 1471 1H  S4A5 16 1488 16 1513 18 1627 16 1541 16 155516 1569 18 1563 16 1597 18 1611 18 $62518 163918 165318 166718 1661 16 1696 16 1709 18 1723 16
21622 21622 216 7? 21672 21672 21622 216 22 216 22 21622 21622 21622 216 22 21622 21622 21622 21622 21622 21622 21622 21622 21022
267 39 267 39 207 39 267 39 26739 267 39 267 30 267 39 767 39 267 39 207 39 207 39 207 38 207 39 267 39 267 39 267 39 267 39 267 39 207 39 267 30
46 66 46 66 40 66 46 66 46 BA 46 68 46 66 46 66 46 06 46 66 46 B6 46 66 46 66 46 66 4606 46 M 46 W 46 R8 46 (W 46 88 40 M
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62015 66059 8406 3 10010 7 106131 112155 118170 124702 13022 6 136750 14227 4 14629 6 154322 160340 166370 172394 17641 7 16444 1 19046 5 18646 0 20251 3
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ANS Stalo Severance Tax Collodions and Effective Tax Ralo Under tho Current ELF based syslom and Iho proposed HB63

. ANS &neir . 53 60 510 51? 516 518 520 577 574 576 58 530 534 336 J30_ 540 542 544
ANS Qil Severance Tax Collections (mylliprn oFSy-

Status Quo 4 10/ 7 1285 0 207 7 247 3 287.0 3267 366 3 406 0 445 7 4854 5250 564 7 604 4 6440 683 7 7234 7630

Undo* HB63 -,553 1 633 1006 4 231 3 27P9 3224 404 7 496 1 696 7 706 3 825 1 9530 1,0900 1,2361 1,391 4 1,555 7 1,7292 1,011.7

Drflercnco t,699 7 -44 4 -180 26 237 295 354 780 120 0 100 7 260 7 3398 4280 5253 6318 747 4 8721 1,005 B 1,140 7
Avaraga EflacUva Tax Rate

Status Q jo 78% 6 5% 7 8% E 50{0 66‘0 66?( 78% 7.8% 7 8% 78% 5%% 78% 78% 78% 7 8y 78% 7 8% 7 8% 78%

Under HBG3 21 1% % 7.1% Do o 5 90% 99% 10 8% 117% ( % 135% 14 4% 153% 10 2/?] 17 1% 180% 18 8% 19 7%

' FY2007 Pnco lrom Spring 2006 Forecast
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Status Ouo
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‘[Legislators] should during this session adopt a
gross production tax for oil, separate from gas

taxes.”
-Jack Coghill & Vic Fischer

Anchorage Daily News - July 19, 2006

‘Currently the companies pay taxes based on the
price of a barrel of oil produced from Alaska oil

fields. It’s an uncomplicated and transparent
system. We know the price of oil and we know
how much oil moves through our pipeline.

-Larry Carr

Anchorage Daily News - July § 2006



Taxing on the Gross IS
Straightforward

o Current law taxes a percentage of the sales
value of oil

 The sales value Is easier to verify than
company profits



PPT Bets Alaska’s Future On
High Prices



According to the U.S. Energy Information Administration:

Annual

Energy The long term annual average
Outlook world oil price is forecasted to
2006 . be $47 per barrel through 2025.

(m-rgy Infoir»|om iUJ.T n;iSiat»pn



According to BP....

e “Itis very likely that, Iin the medium term,
prices will stand at about $40 on average.

-Lord John Browne, CEO of BP

(Guardian Unlimited, 7/12/2006)*

hUn://Inisiiicss.minrdiini.co.uk/prinl/()..3295()2iS70- 1().S725.()0.himl. “ HP's Browne predicts oil price



L]

Gas Field Costs

Production Rate of Gas (Excluding CO,)
Delivery into Pipeline
Gas Delivered at Alberta
Pipeline, GTP Construction Costs (2005 SM)
-toAECO (Most Likely Case)
- to Chicago (Unlikely)

Additional Upstream Investment
Including PTU Capital, PT Feeder Line &
YTF Gas Capital - 80% Gas-Related (2005 SM)

Pipeline Commission Date

Full Capacity Date

-4.5 Bef/d
4.3 Bef/d

4.2 Befld

S13.G00

$21,000

$9,200

2015

201G



What 1s Additional PPT Revenue
at $40/bbl?

According to Econ One:

Governor’s PPT2Z $490 Million over status quo
House PPT2; $588 Million over status quo
Senate PPT3: $492 Millionover status quo

1sn 2001

-lies essi$2o0i
¢rsSSN 2001 Ketml)ne. 5/20/00. O.NJOO



PPT Gas Credits & Deductions
Largely Erase PPT Revenue Benefits

10 years of Additional PPT Revenue at $40/barrel:

Governor’s PPT1  $4.9 Billion over status quo
House PPT2: $5.88 Billion over status quo
Senate PPT3: $4.92 Billion over status gquo

40% of $9.2 billion in gas field costs = $3.7 Billion

Isu <n¥

* [ICSCSSM JWK 9



Gas Field Credits & Deductions
Should be Taken from Gas
Taxes, not O1l Taxes

[Legislators] should during this session adopt a gross
production tax for oil, separate from gas taxes.”

-Jack Cogjiill & Vic Fischer

Anchorage Daily News 7/19/06

10



WOOD MACKENZIE

GLOBAL OIL AND GAS — RISKS AND REWARDS 2004

Alaska's Profitability- Full Cycle, Post Government Ilalee

Kate of Return (IRK - Nominal)

Low Price (S16) Rase Price ($22) High Price ($35,
Alaska’s Ranking 1749 14/52 14/53
Alaska’s iiiR Ik.09% 23.57% 29.1 |%
(,'lobal Average 1RR 1.520% 18.94% 23.07%

I ull ( sole Government |ake

Full Cycle Gov’t lakc (% Of Pre- lake Net Cash Flow. Indiscountcd)

Low Price ($16) Rase Price ($22) [1t.,i. Price ($35)
Alaska's Ranking 33/54 24/54 19/55
Take on AK Production 71.70% 63.63% 58.40%

Global Ave. lake 70.86% 70.26% 73.34%



A Straightforward Fix to
Current Law



The ELF: Intent & Effect

Designed to promote the development of
less profitable small and older fields.

Has It provided producers with more of a
benefit than needed?



The ELF Rate

« The ELF ranges between 0 and 1 depending
upon a combination of factors.

e Generally speaking, they are:
e The size of a field
e The field’s per well production

14



The ELF & The Production Tax

e The 15% “Oil Production”, or “Severance” Tax
varies because of the ELF, or economic limit

factor.

o At Its simplest, the ELF Is a number between 0
and 1. (Production Tax = ELF X 15).



The ELF Ignores Economic Reality

« A field that pays 0% in production taxes
pays that rate at $20/bbl, $40/bbl, even
$100/bbl oil.



Why Make a Change?

o “Despite its name of Economic Limit
Factor, It ignores the biggest single
economic determinant, which is price.”

— Dan Dickenson, Director, Tax Division quoted in The
Petroleum News January 11, 2004.

17



ELF Now Exempts Larger Fields

Rank Among U.S. Heavy Annual Production Production

Field 100 Largest Fields Oil (bbl/year) Tax
PRUDHOE BAY (includes aggregated fields) 108,668,811 12.38%
KUPARUK 2nd Largest in US 46,063,365 0.00%
WEST SAK 29th largest in US HVY 7,606,381 0.00%
TABASCO HVY 1,583,735 0.00%
TARN 67th largestin US 6,879,155 0.00%
MELTWATER 94th largest in US 1,205,048 0.00%
MILNE POINT 13th largest in US 912,500 0.00%
SCHRADER BLUFF HVY 6,442,250 0.00%
ENDICOTT/SAG DELTA 27th largest in US 5,729,588 0.00%
EIDER 0 0.00%
BADAMI 328,500 0.00%
LISBURNE 3,045,918 0.00%
NIAKUK 93rd largest in US 2,393,416 0.00%
NANUQ 746,425 0.00%
ALPINE 38,484,870 11.93%
NORTH STAR (includes federal volume) 16,156,360 6.10%
LIBERTY 0 0.00%
KNOWN ONSHORE 0 0.00%
KNOWN OFFSHORE (03 + NIO) 0 0.00%
FIORD 2,755,750 0.00%
FICRD-KUP 1,245,745 0.00%

‘Approximate of Prudhoe & Aggregated Fields
** Prudhoe Bay aggregated fiUds included Polaris (57th), Orion (83rd), Borealis (44th) and Pl. Mclntyre (28th)

Simii i'; AK D)fj>( ul' Revenue



Post 1989 Company Cost Savings

- Shared Facilities
e Tarn Is produced via Kuparuk’s facilities.



Cost Savings at Tarn
- Nation’s67h lagest il figkd

e Tam recuired anly two dilll s and tree tenmille
prelres oKuparuk' s alies.

= Pays 0%
Prodctaon Tax.



Alaska’s Shrinking ELF



The Shrinking ELF

1998 ag. North Slgee Prad.ctaon Tax: 13.5%
IN2004 ted ANt 7.5%

Hwe do rothirg, il &l ogooanately 1.9%
oy 2015



Current Fields are Profitable
at Oil Prices of $20/barrel



dil tre freecaah greralsd when tteal picee B
ane ttat led would e retumsd o dadoldas

-ﬂ‘mg] WG- Source: HP Press Release 3/29/04

Policy Restated in 2/0.3/03 HP Press Release



Profits At Lower Prices?

« AOGA states $12.82/bbl is a “high end
estimate” of what producers need to “find,
produce and transport” ANS oll.

Source : Juneau Empire. 12/13/04



BP & ConocoPhillips
Alaska Profits

Year 2002 2003 2004 2005

Average Price of Qil $24.72 $29.64 $38.84 $53.48

Alaska Profits
b7° $550 Million $872 Million $1.8 Billion $2.6 Billion

Company Profit Margin

ConocoPhilllips 290% 405% 418% 431%
BP 23.3% 27.5% 48.0% 53.0%
20

” ConocoPhillips information from ConocoPhillips annual reports. BP Information from SEC filings form 20-F.



A Fair Share?

INFY Tb al company North Slgee pafitsvwere
$2 Billion more then Satiedae.

$5.2 Billion
m State's Profit Share
O Corporate Profit Share
$3.2 Billion
9V « 't

Source: AK Dept of Revenue



FY 2005 Oil Company Profit Margins

Gross Revenue fran North
Slgoe Qoeratian: $13 kallion

Sstimated Corporate Rofits:. $6.2 hilllion

Corporate Profit Margin: 40.3%

Source : AK Depl of Revenue



Last Year’s Profits

INFY 16 al comparny North Sigee paits grew toan
estmated $2.7 Billion more ten te tate’'sdae.

8.0

m State's Profit Share $69 b|”|0n
7.0 |

O Corporate Profit Share
60 Profits iy,

Exceedc

>0 $4.2 billion | >
4.0
3.0
2.0
1.0

0.0

Source: AK Department of Revenue



Last Year’s Profits?
INFY U6 ANS Pricss Averaged Aopraxinately 8240l

AtS
Prodbcer GussRevee: . $16.8 Billion
st Prodbcer NetRoilE $6.9 Billion
RafitMargin 41%
Baossds SaleJare by, $2.7 Billion

Source . Alaska Depl. of Revenue estimates, 2()(h
Awaiting final FY06 numbers from DoR



Fair Changes = Fair Revenue

Current Law Revenue Shares

$20/bbl  $40/bbl $60/bbl  $80/bbl

Company Net Revenue  $489 million $3.56 billion  $6.63 billion $9.7 billion
Company Profit Margin 11.80% 34.96% 40.90% 43.70%
State Revenue $1.46 billion $2.72 billion  $4.02 billion $5.3 billion

Fair Share Bill (with a 2 7 .5 % Tax Rate Ceiling)

Company Net Revenue  $467 million $2.99 billion  $5.42 billion $7.84- billion
Company Profit Margin 11.20% 29.40% 33.50% 35.30%
State Revenue $1.46 billion $3.59 billion  $5.88 billion  $8.19 billion

31
Source: AK Department ol Revenue Projections



Very Healthy Profits

The Profit Margin (Corporate Profits / Gross
Revenue) for North Slope Producers Is:

Price Current Law SSHB3004
$20/bbl 11.8% 11.2%
$26/bbl 23.7% 21.6%
$40/bbl 35% 29.4%
$60/bbl 40.9% 33.5%

$80/bb1 43.7% 35.3%



How the bill works -
500 “Minimum” Tax

Fair Share Bill

Minimum 5% base tax.
All fields must pay the
minimum 5%.

Current law base tax
remains same for larger
fields

Differs from “Shelf The
ELF” efforts, which
Impose a flat 15% tax on
all fields.

Van Meurs Gross Tax ?

- Increases Base Tax On
Fields Paying 0% (by
changing ELF formula)

-Current law base tax remains
same for larger fields

-Differs from “Shelf The
ELF” efforts, which impose a
flat 15% tax on all fields.



How the bill works -
Base Tax on Large Fields

The base tax rate remains the same on the 3
Alaska Fields that pay more than 5%:

Prudhoe Bay 12.38%
Alpine 11.93%
NorthStar 6.10%

3A



How the bill works
Price Factor

Pedro Van Meurs’ proposal (?) and the Fair Share Bill start with a
modest tax and progressivity at $20/barrel

As the price rises (above $20/bbl), so does the Production Tax.

The second major reform bases the production tax on the price on
Company profitability.

As the price rises (above $20/bbl), so does the Production Tax

BP: profits at prices above $20/bbl are “in excess of the financial
needs” of the company. Source: BP Press Release 3/29/04

Company Upside Reward Protected: 27.5% Max. Tax.

As price of oil falls (below $16/bbl), so does the lax.



