
a t  A S K A  T F C T  ST  A T T I R F

HOUSE and SENATE FINANCE COMMITTEE FILES, , 2005-2006 2952



JUL

/

I

<

£

c

JC

11

12

13

14

15

16

17

18

19

20

21

22

23

24
25

26

27

28

29

30

31

WORK DRAFT WORK DRAFT 24-LS19&7\I

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

exem pt from  taxation. The tax is equal to4

(1) In the case of N orth  Slope oil, either the percentage-of-value 

am ount calculated under (b)(1) [(b)] o f this section or the cents-per-bam sl amount 

calculated under (t:)(l) [(c)] of this section, whichever is g re a te n jf  [, M ULTIPLIED 

B Y  TH E  ECONOM IC LIM IT FA CTO R DETERM INED FO R TH E OIL 

PR O D U CTIO N  OF TH E LEASE OR PRO PERTY  UNDER AS 43.55.013. IF] the 

am ounts calculated under (h)(1) and  (c)(1) [(b) AND (c)] o f this section are  equal, the 

am ount calculated under (b)(1) [(b)] of this section Ghall be treated as i f  it were the 

greater for purposes of this section^

(2) in Lhc case o f oil th a t  is no t N orth  Slone oil, e ith e r the 

perceb lagc-of-valim  am oun t calculated  u n d e r  (b)(2) o f th is section o f  th e  cents- 

p c r-b a rrc l  a m o u n t m lcnln ted  u n d e r (c)(2) o f th is section, w h ichever in g rea ter, 

m u ltip lied  liy th e  econom ic lim it fac to r  de te rm ined  fo r the oil p ro d u c tio n  o f the 

lease o r  p ro p e r tv  u nd e r  AS 43.55,013; if th e  am oun ts calcu lated  u n d e r  (b)(2) and

(c)(2) o f th is  section a re  equal, the a m o u n t calcu lated  u n d e r (b)(2) o r th is  section 

sh a ll he tre a te d  as if  it were the g rea te r  fo r pu rposes o f th is section .

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

(b) The pereentngo-of value amount equals*

(1) in the  case of N orth  Slope oil, the tax' ra te  yet o u t in  (c) o f this ! 

section m ultip lied  hy the gross value a t  the  point o f p roduction  o f  taxab le  oil 

p ro d u ced  from  the lease o r  p roperty ;

12) in the case of oil th a t  is no t N orth  Slope oil, [12.25 PERCENT 

OF T H E  GROSS VALUE AT THE POINT O F PRODUCTION O F TA X A B LE OIL 

PRO D U CED  ON OR BEFORE JUNE 30, 1981, FROM  T H E LEA SE OR 

PR O PER TY  AND] 15 percent o: the gross value at the point o f production ol taxable 

a d  produced from  the lease or property* [AFTER JUNE 30, 19S1;] except that [FOR 

A LE A SE  OR PROPERTY COMING INTO COM M ERCIAL O IL PRODUCTION 

AFTER JU N E 30, 1981,] the perecnlage-ot-viilue amount equals 12.25 percent o f the 

gross value at the point of production of taxable oil produced from the lease or 

property in tire first five years after the d ate  thn t is the start o f  com m ercial oil
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production [AND EQUALS 15 PERCENT OF THE GROSS V A LU E AT THE 

PO IN T O F PRODUCTION OF TAXABLE OIL PRODU CED THEREAFTER 

FR O M  TH E  LEASE OR PROPERTY],

* Sec. S. AS 43.55.011(c) is am ended to read:

(c) The cents-per-bairel amount equals*

U ) in the  case o f  N orth  Slope oil. S0.80 r>cr b a rre l f o r  taxable 

c ru d e  oil p roduced  from  th e  lease o r  p roperty , as a d ju s te d  b y  AS 43.a5.0l2, 

m u ltip lied  b y  the  econom ic lim it fa c to r  determ ined  fo r oil p ro d u ctio n  o f  th e  lease 

o r  p ro p e r ty  u n d e r  AS 43.55.013 and  by the price a d ju s tm e n t fa c to r  set o u t in

(e)(2)(D ) of this section;

(2) in Uie case o f oil th a t  is not N orth  S lone oil. [$0.60 PER 

BA RR EL O F TAXABLE OLD CRUDE OIL PRODUCED FR O M  THE LEA SE OR 

PR O PER TY , AND] JO.80 per barrel for [A IL  OTHER] taxable c ru d e  oil produced 

from  the lease or property, [BOTH] as adjusted by AS 43.55.012,

H; Sec. 6. AS 43,55 011 is amended by adding new subsections to read:

(c) T ( is subsection and (f) - (k) of this section apply only to  North Slope oil. 

Except no provided in (h) o f  this section for heavy oil, the tax rate is the lesser of

(1) 27.5 percent; or

(2) the product o f the volume adjusted tax rate m ultiplied by ihe price 

adjustm ent factor; for purposes o f

(A) this paragraph, the volume adjusted tax rate is the. greater

of

(i) the applicable tax rate determ ined under (C) of this 

paragraph, except that, i f  during a month in which the average ANS 

West Coast price per barrel o f oil is less than $12, ihe applicable tax 

rate is zero and the volume adjusted tax rote is determ ined o n ly  by the 

application o f (ii) u f this subparagraph; or

(ii) the economic liirut factor determ ined 1 or the oil 

production o f die lease o r propeity under AS 43.55.013 multiplied by 

the nominal tux rule;

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

-5 -
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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

(ii) 15 percent after the first five years from the date 

that Is the start of commercial oil production;

(C) sub-subparagraph (A)(i) o f this paragraph, during C3ch 

m onth in which the average ANS W est Coast price pe r barrel o f oil averages

(i) at least $16. die applicable ra te  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) at least $12, but less than $13, the applicable rate is 

one percent; and

(D) this paragraph and for the purpose o f 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 W est Coast 

price pe r barrel of oil for the month divided by

(i) 16 during each m onth in which the average ANS 

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

(ii) 20 during each m onth in  which the average ANS 

W est Coast price per b a n d  of oil is more than $20 per barrd .

(f) D uring a m onth in which the average ANS W est 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 rem aining 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

00:10 FAI 9O72C9O1O0 REPRESENTATIVE LES GARA @008
•dUUb HUN U ^ b  AM LEGAL SERVICES FAX NO. 307 465 6231 p,

S S IIB  3004 •6*
}Um  T e x t  tfcidferilnqd I DELETED BEACI’Jri'ED]



07/24/2000 09:11 FAX 9072690109
0UL-^q-^uub HUN Uf'.'db AN LEGAL SERVICES

REPRESENTATIVE LES GARA

FAX NO. 907 465 6231

@009

P, 09

1

2

34
5

6 

7 

S 

9

10

11

12

13

14

15

16

17

18

19

20 

Timm + 

22 

1324
25

26

27

28

29

30

31

WORK DRAFT WORK DRAFT 24-LS1987\I

(i) eluting each month in w inch ihe average ANS W est 

Coast price per banrel of oil is a t least $16 per barrel; and

(ii) sequentially on a month-for-month basis in the 

order in which the tax payment was deferred based on paym ent of one 

m onth's deferred tax during eucb m onth that the average ANS W est 

Coast price per barrel o f oil is at least $16 pe r barrel; and

(E) amounts due and payable because of a paym ent deferral 

under this paragraph bear interest at the rate o f a 10-year note o f the U nited 

States treasury at the time of the deferral.

(g) Before February 1 of each year, the com m issioner 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) o f this section and recom mend to the legislature w hether the prices 

and denominators should be adjusted,

(h) N otwithstanding (e) o f this section, the tax rate for heavy oil is the volume 

adjusted tax rate provided in this subsection. The volum e adjusted tax rate for heavy 

oil is determ ined by m ultiplying the economic lim it factor determined for the oil 

production o f die lease or property under AS 42.55.013 by the tax rate set out in 

(e)(2)(A)(i) and (ii) o f 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 o f 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 am ount calculated unde: (A) o f this 

paragraph is greater than the amount cAlcnlatcd under (B) of this paragraph, but a 

reduction o f the tax m ay not result in collection o f tax due under this section that is 

less than the am ount calculated under (D) o f this paragraph:

(A) the amount o f tax. on the production of the oil that results

from applying the provisions of (e) of this section;

(B) die amount of tax on the production of die cnl that would

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-
}Cow ir .i 'J  [sEU rrED  '’’fiaC HKACKETKDJ

SSIII3 3004



07/24/2006 09:11 FAX 9072690109 REPRESENTATIVE LES GARA
J U L - ^ u u t >  DUN VUldb f l f l  LEGAL SERVICES FAX NO. 907 465 6231

@010
P. 10

WORK DRAFT WORK DRAFT 24-LS19S7\I

1 resources determines that the application meets the requirem ents of

2 AS 3S.05.180(j)(l)(A ), (j)(l)(B ), or G)(1)(C).

3 (j) W hen the commissioner receives an application under (i) of th is section,

4 the com m issioner

5 (1) may not approve a tax reduction

6 (A) unless the applicant m akes a clear and convincing showing

7 that the tax reduction m eets the requirem ents of (i) o f  this section and this

8 subsection and is in the best interests o f the state;

9 (B) that reduces the am ount of the tax recovered to less  than tire

10 am ount determined under (i)(l)(B ) of this section;

11 (Cl without including an explicit condition that the tax

12 reduction is not assignable w ithout the prior written approval, which may not

13 be unreasonably withheld, of the comm issioner, in the prelim inary and final

14 Findings and determinations prepared under this subsection, the comm issioner

15 shall set out the conditions under which the tax reduction m ay be assigned;

16 (2) shall require the applicant to submit financial and technical data

17 that demonstrate that the requirements o f (i) o f  this section and this subsection arc

18 met; the com m issioner

19 (A) may require disclosure of only the financial arid technical

20 data related to development, production, and transportation o f oil and gas or

21 gas only from  the field or pool that are reasonably available to the applicant;

22 and

23 (B) shall, at the request of the applicant, keep confidential

24 under AS 38.05.035(a)(9) and AS 43.05.230 the dates described in (A) of this

25 paragraph; the confidential data may be disclosed by tire com m issioner to

26 legislators and to the legislative auditor and, if  authorized by the chair o : vicc-

27 chair o f the Legislative Budget and Audit Com m ittee, to the director n f the

2S division o f  legislauve finance, the permnnent employees o f their respective

29 1 divisions who are responsible for evaluating a tax reduction, and io agents or

30 contractors of the legislative auditor or the legislative finance director who arc

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

SSUB 30W -a-.vow Paxe Unrferlim a  fDELETED ViVCT DJiACfiSl'EZJ
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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 o f 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-
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(A) prepare a summary of the public response to the

comm issioner's prelim inary findings and determ ination;

(D) make a final findings and determination; the

comm issioner's f i n a l  f i n d i n g s  and determ ination prepared under this

subparagraph regarding a tax reduction is final and not appealable to the court;

(C) transm it a copy of the final findings and determination to

the lessee; and

(D) make copies of the final findings and determination 

available to each person who submitted comment under (4) of this subsection 

and who has filed a request for the copies.

(k) In this section, "North Slope oil" means oil produced from a portion o f a 

reservoir located north o f 68 degrees North latitude.

* S e c  7. AS 43.55.01207) is amended to read:

(b) The ccnts-pcr-barrel amount set out in A S 43.55.01 l fc K ll  a n d  (2) 

[AS 43.55.011(c)] applies to oil of 27 degrees API gravity. F o r each degree o f AIT 

gravity less than 27 degree^  the cents-pcr-barrel amount shall be reduced by $.005 

and for each degree of API graviry greater than 27 degrees the ccnts-per-barre! amount 

shall be increased by 5,005 except that oil above 40 degrees ATI gravity shall be taxed 

as 40 degree oik In applying the gravity adjustment under this subsection, fractionol 

degrees o f API gravity shall be disregarded.

* S e c  8. AS 43.55.025(b) is amended to read;

(b) l o  qualify for the production tax credit under (a) of this section, an 

exploration c x p e n d ir u ie  m ust be incurred fo r work perform ed on or aftf*r July 1, 2QQ3, 

end before July 1, 2016 [2007], except that an exploration expenditure for a Cook Inlet 

piospect inus: be incurred for work performed on or after July I, 2005, [AND 

BEFO R E JU LY  1, 2010, AND EXCEPT TH A T A N  EXPLORATION 

EX PEND ITURE. IN W HO LE OR IN PART, SOUTH O F 68 DEGREES. 15 

M IN UTES, NO RTH LATITUDE, AND NO T PA R T  O F A COOK INLET 

PROSPECT M UST BE INCURRED FOR W ORK PERFO RM ED  ON OR AFTER 

JULY 1,2003, AND BEFO R E JULY 1.2010,] and

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

ISI1B 3004 *10*
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with a specific well:

(2) if for an exploration well,

(A) m ust be incurred by an explorer that holds an in terest in the 

exploration well for which the production tax credit is claimed;

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

and

(C) m ust be for goads, services, o r rentals of personal property 

reasonably required for the surface preparation, drilling, casing, cem enting, 

and logging of an exploration well, and, in the case of a dry ho le, fo r the 

expenses required for abandonment if  the well is abandoned w ithin 18 months 

after the date the well was spudded;

(3) m ay not be for testing, stim ulation, or com pletion costs; 

administration, supervision, engineering, o r lease operating costs; geological or 

m anagem ent costs; com m unity relations or environm ental costs; bonuses, taxes, or 

Qthcr paym ents to governm ents related to the well; or other costs that arc  generally 

recognized as indirect costs or financing costs; and

(4) m ay not be incurred for an exploration well o r seismic exploration 

that is included in a plan o f exploration n r a plan o f developm ent for any  unit on 

M ay 13 ,2003.

* Sec. D. AS 43.55.201 is am ended to read:

Sec. 43.55.201. S u rch arg e  levied, fa) Every producer o f oil shall pay a 

surcharge o f 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

a l  The surcharge imposed by (a) o f this section is in addition to the tax 

im posed by A S 43.55,011 and Is due on tire last dav  ol' th e  m onth  on oil p roduced  

from  each lease n r  p ro p e r ty  d u rin g  the n re c e d ip *1 m on th . T he  su rc h a rg e  [SHALL 

BE PAID IN  'IH E  SAM E MANNER AS TH E TAX IM POSED 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 o f oil shall make reports o f  production in the same mariner and 

under tire sam e penalties as required under AS 43.55.011 - 43.55.180 [AS 43.55.011 -

-11-
X'ow CcxE Under lin e d  IDEhETKP 2'EXT CJlACKCOSDj

SS1IB 3094



07/24/2006 00:12 FAX 9072600109 REPRESENTATIVE LES G.ARA
JUL-H4-2006 HON 07:26 AH LEGAL SERVICES FAX NO, 907 465 6231

@014

P, 14

1

2

3

4

5

6

7

8 

9

10

11

12

13

14

15

16

17

18

19

20 

9.1 

22

23

24

25

26

27

28

29

30

31

WORK DRAFT WORK DRAFT 24-LSI9S7\I

43-55.150].

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

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

property is not considered to be produced from  a lease or property fo r purposes of this 

section.

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

(d) If  the commissioner o f adm inistration reports that the sum  reported under

(b) o f this section equals or exceeds $71,000,000 as ad justed  u n d e r  A S 43.55.225 

[$50,000,000], the commissioner of revenue shall suspend im position and collection 

o f the surcharge levied and collected under AS 43.55.201, Suspension o f the 

imposition and collection o f the surcharge begins on the fu s t day o f the calendar 

quarter next following the comm issioner's receipt of the com m issioner of 

adm inistration's report under (b) of this sectiou. Before the firs: day o f a  suspension 

authorized by this subsection, the com m issioner shall make a reasonable effort to 

notify all persons v/l.o are known to the departm ent to be paying the surcharge under 

AS 43,55.201 that the surcharge will be suspended.

* Sec. 12. AS 43.55.221(e) is amended to read;

(e) Except as provided in AS 43.55.231, if  ihe comm issioner o f administration 

reports rhuL the sum reported under (b) of this section is b  • than $71.MQ,00f) as 

a d ju s te d  u n d e r  AS 43.55,225 [550,000,000], the comm issioner of revenue shall 

require im position and collection of the surcharge authorized under AS 43.55.201. If  

the surcharge is not in effect, reim position of the surcharge begins on the first day of 

Lhe calendar quarter next following the com m issioner's receipt o f the com m issioner of 

adm inistration's report under (b) o f this section. Before the first day o f reim position of 

rhe surcharge authorized by this subsection, the comm issioner shall make a reasonable 

effort to notify all persons who are known to tire department to be required to pay the 

surcharge under AS 43.55.201 that the surcharge will be reimposcd.

* See. 13. AS 42.55 is amended by adding a n e w  section to read:

See. 43.55.225. A d justm en t of d o lla r  am ounts, (a) The dollar am ounts in 

AS 43.55.221(d) and (e) change, as provided in this section, according to and to the 

extent of changes in the Consum er Price Index for all urban consumers for the

S S l Q i3004 -12-
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Anchorage metropolitan area compiled by the Bureau o f Labor Statistics, United 

States Departm ent of Labor (the index). The index for January 2006 is the reference 

base index.

(b) The dollar amounts change on October 1 of each year according to tire 

percentage change between the index for January of that year and the m ost recent 

index used to determine whether to change the dollar amounts. A fter calculation of the 

new amounts, the resulting am ounts shall be rounded to the nearest cent.

(c) If  the index is revised, the percentage of change is calculated on the basis 

o f the revised index. If a revision of the index changes the reference base index, a 

revised reference base index is determined by multiplying the reference base index 

applicable by the rebasing factor furnished by the Bureau o f Labor Statistics, United 

Slates Departm ent of Labor. If  the index is superseded, the index referred to in this 

section is the one represented by the Bureau of Labor Statistics as reflecting mosr 

accurately changes in the purchasing pow er of the dollar fo r A laska consumers.

(d) The department shall adopt a  regulation announcing,

(1) on or before June 30 of each year, the changes in  dollar amounts 

required by (b) of this section; and

(2) promptly after the changes occur, changes in the index required by

(c) o f this section, including, if  applicable, the numerical equivalent o f the reference 

base index under a revised reference base index and the designation or title of any 

index superseding the index,

* See, 14. AS 43.55.300 is amended to read:

Sec. 43.55.300. S u rc h a rg e  levied, (a) Every producer of oil shall pay a 

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

state, less any oil the ownership or right to which is exem pt from taxation.

(b) The surcharge im posed by (a) o f this section is in addition to the lux 

im posed  by AS 43.55.013 and is due  on the  last t|av  of the  m on th  oil oil produced 

f ro m  each lease o r  p ro p erty  d u r in g  the p receding  m onth . T he  su rc h a rg e  [SHALL 

B E  PAID IN TH E SAME M ANNER AS TH E TAX IM POSED B Y  AS 43.55.011 - 

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

43 .55.231.

•13-
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(c) A producer o f oil shall make reports of production in  the same m anner and 

under the same penalties as required under AS 43.5S.Q31 - 43.55.180 [AS 43.55.011 - 

43.55.150].

* Sec. 15. AS 43.55.300 is am ended by adding a new subsection lo read:

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

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

section.

* Sec. 16. The uncodified law o f the State of Alaska is am ended by adding a new section to 

read:

RETROACTIVITY. Sections 3 - 10, 14, and 15 o f this A ct are retroactive to 

January 1, 2006, and apply to oil produced after December 31, 2005.

* Sec. 17. This A ct takes effect im m ediately under AS 0 1 .10.070(c).

SS11B 3004 -14-
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FISCAL NOTE
S T A T E  O F  A L A S K A
2006 L E G IS L A T IV E  S E S S IO N

Revision Date/T im e (Note if correc lion): 
Title Oil and Gas Tax

F isca l Note Number: 
Bill Version:
() Pub lish Dale:

D ep l. Affected: 
'R D U

HB3004SS-DNR-0&G-07-2I

Natural R esources
R esou rce  D eve lopm en t

Reps Gary. Boikowitz. Gardner. Kerllula. Gruonborci, Gultenborg
Com ponen t O il and G as D eve lopm ent

Requester H ouse F inance C om ponen t No. 439

E xpend itu re s /R e venu e s (T h o u s a n d s  o f D o lla rs )
Note: Am oun ls  do not inc lude inflation un less  otherw ise noted below .
O P ER A T IN G  EXPEN D ITU RES FY  2007 FY  2008 FY 2009 FY  2010 FY 2011 FY 2012
Persona l S erv ices
Trave l
Contractua l
Supp lies
Equ ipm en t
Land & Structures
Grants & C la im s
M isce lla neous

TO TA L  OPERAT ING 0.0 0.0 0.0 0.0 0.0 0.0

CA P ITA L  EX P EN D ITU R ES

C H A N G E  IN R E V EN U E S  ( ) !

FUN D  S O U R C E (Thousands of Dollars)
1002 Federa l Rece ip ts
1003 GF Match
1004 GF
1005 GF/Program Rece ipts
1037 GF/Mental Health
O ther /Specify Type-Do not abbreviate)

TO TA L 0,0 0.0 0.0 0.0 0.0 0.0

Estimate o f any current year (FY2006) cost: 0.0
Mark this box (X) if funding for th is bill is included in the Governor's FY  2007 budge t proposal: I

P O S IT IO N S
r  ull-time
Part-time
Temporary

ANALYS IS : (A tta ch  u  separa te  p a g e  i f  ne cessa ry )

This bill perta ins to the oil production tax provid ing for an increase in tax when oil exceeds certa in prices and 
a reduction when oil prices fall be low a certa in level. In addition, HB 3004 gran ts AOGCC authority to requ ire 
working in terest owners to share facilities under certa in term s and w ith a reasonab le rate o f re turn.

There is no antic ipated fiscal impact lo the Departm ent o f Natural Resources.

W illiam  Van Dyke. Acting D irector
O il and Gas

Prepared by:
D iv is ion _____________________________
Approved by: M ichae l M enge, Com m iss ioner 
A gency Natural Resources____________

Phone 209-8800
Dale/T im e 7/26/2006

Date 7/26/2006

(RUViMrtl Wtom  OMI!) Page 1 o f 1



FISCAL NOTE
S T A T E  O F  A L A S K A
2006 L E G IS L A T IV E  SESSIO N

Revision Dale/Time (Nole if correclion):__________________
Title An Act Relating lo Ihe Oil and Gas Properties

Sponsor
Requester

Production (Severance) Tax

Fiscal Nnle Number: 
Bill Version:
() Publish Dale:

Dopt. Affected: 
]RDU 
Component

HB 3004

Revenue
Tax and Treasury
Tax

Rep. Gara
House Finance

Expenditures/Revenues

Component No.

(Thousands of Dollars)

2476

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
Travel
Contractual
Supplies
Equipment
Land & Structures
Granls & Claims
Miscellaneous [OH office, elc]

98.4 98.4 98.4 98.4 98.4 98.4
7.2 7.2 7.2 7.2 7.2 7.2

112.5 3.1 3.1 3.1 3.1 3.1
5.3 0.3 0.3 0.3 0.3 0.3

TOTAL OPERATING 223.4 109.0 109.0 109.0 109.0 109,0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) |See analysis scclion  -
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 223.4 109.0 109.0 109.0 109.0 109.0
1005 GF/Program Receipts
1037 GF/Mental Heallh
Other (Specify Type--Do not abbreviate)

TOTAL 223.4 109.0 109.0 109.0 109.0 109.0

Estimate of any current year (FY2006) cost: _____________
Check this box (X) If fund ing  for th is b ill is in c luded  in the Governor’s FY 2007 budget proposal: I I

POSITIONS
Full-time 1 1 1 1 1 1
Part-time
Temporary
ANALYSIS: (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 ptlces 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 Ihe 5% minimum or Ihe 
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__________________________________________

(Kt.iwooraoosoMii) Page 1 of 3



F IS C A L  N O T E

ANALYS IS  CO N T IN U A T IO N
Oil producing properties, excluding those defined as heavy oil, lhal 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 Ihe 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.)

STA T E  O F  A L A SK A  B IL L  NO . HB 3004________________

2006 L E G IS L A T IV E  SESSIO N

Page 2 of 3



S T A T E  O F  A L A S K A
2006 L E G IS L A T IV E  S ESSIO N

H ILL N O . HB 3004

ANALYS IS  CO N T IN U A T IO N

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

Page 3 of 3
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WOOD MACKENZIE
GLOBAL OIL AND GAS —  RISKS AND REWARDS 2004

uy/iW/iiUUO U»:34 EAA «U7Z«»U10a KErKESENTATlVE LES GARA 1^001

Alaska’s Costs -  Before Government Take

Capital Costs O perating 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 (%  O f Pre-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.
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WOOD MACKENZIE
GLOBAL OIL AND GAS —  RISKS AND REWARDS 2004

Alaska’s Profitability -  Full Cycle, Post Governm ent 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 IR R 15.20% 18.94% 23.07%

Net Present Value (NPV @10% in $/BbI of Oil Equivalent)

Low Price ($16) Base Price (S22) 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 (SI6) Base Price ($22) High Price (535)
Alaska’s Ranking 22/66 22/66 19166
A laska’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

n M o t,
IVvnoJ V 24 AM

f'*y» «Oi?

S a k s  Price  (J/Ubl) 

Costs
Avg Trans To MarKnt 
Woflhead Pnco (S/BW)

Volume
O l production (millions bbis/day)
NGL production (nviwons bbte/day)
ANS Production (o4 and NGL) (Wifion BbVYr)

Production Value (M illion S)

Production Costs  (i/Bbl)
Production Costs  (M illion $)

Severance Taxes
NQL Severance Tax 
Gas Severance Tax 
Hazardous Release

O il Severance Tax w ith E LF  Based Severance 
O il Severance Tax with HB63

Per Barrel O il AN G L Severance Tax 
With Aggregation 
Under MB63

Royalty
G ross  ANS 
per bbt royally

Property Tax
State Share (ANS only)
Muni ShareShare (ANS only)
Total properly tax (production p lus TAPS) 
Property tax per bbt

Under E LF  Based Severance Tiix 
Under H063

Corporate Income Tax (ANS) 
Production 
TAPS
Total Petroleum

TAPS tax allowance (M illions S) 
TAPS after tax margin 
TAPS deterred return

Price
$53.60 S10 $12 $14 S16 $16 $20 S22 $24 $26 $28 $30 $32 $34 $36 $38

SC 20 
$47 40

$6 20 
S3 80

$6 20 
$5 80

S6 20 
$7 80

$6 20 
$9 60

$6 20 
$11 00

$6 20 
$13 80

$6 20
$15 60

$0 20 
$1780

$6 20 
$19 80

$6 20 
$21 80

$6 20 
$23 80

$6 20 
$25 80

$6 20 
$27 80

S6 20 
$29 60

$6 20 
S3I 80

0 79? 
0 03.3 
3012

1792 
0 033 
301.2

0 792 
0 033 
3012

0 792 
0 0.13 
301 2

0 792 
0 033 
3012

0  792 
0 033 
301 2

0 792 
0 033 
301 2

0 792 
0 033 
3012

0 792 
0 033 
301 2

0 792 
0 033 
301 2

0 702 
0 033 
301.2

0 792 
0 03.1 
301 2

0 792 
0 033 
301 2

0 792 
0033 
301 2

0 792 
0033 
301 2

0 792 
0 033 
301 2

14275 2 11431 1745 5 2347 9 2950 3 3552 7 41551 4757 5 5359 B 5962 2 6564 6 71870 7769 4 8371 B 8974 2 0576 6

SB 32 
2505 9

$8 32 
2505 9

S8 32 
2505 9

SB 32 
2505 9

$8 32
2505 9

$8 32 
2505 9

$8 32 
2505 9

$8 32 
2505 9

$8 52 
2505 9

SB 32 
2505 9

$8 32 
2505 9

$8 32 
2505 9

$8 32 
2505 9

$8 32 
2505 9

$0 32 
2505 9

$8 32 
2505 9

19 81 
3 10 
7 59

1 55 
0 25 
7 59

238 
038 
7 59

3 22 
0  51 
7 59

406 
0 64 
759

490  
0 77 
759

5 74 
0 90 
7 59

658 
1 03 
7 59

7 42 
1.16 
7 59

B 26 
1 29 
7.59

9 10 
1 43 
7 59

9 93 
1 56 
7 59

1077 
1 69 
759

11 61 
1 82
7 59

1245 
1 95 
7 59

13 29 
2 08 
759

953 4 
2553 1

107 7 
63 3

128 5 
1096

168 0 
165 4

2077 
231 3

247 3 
276 9

287 0
32? 4

326 7 
404 7

366 3 
496 1

406 0 
696 7

445 7
706 3

485 4
825 1

525 0 
953 0

5647
10900

604 4 
1236 1

644 0 
1331 4

S3 17 
$8 48

SO 36 
SO 21

$043
$0 36

$0 56
$0 55

SO 69 
$0 77

SO 82 
SO 92

50 05
51 07

$1 08 
SI 34

SI 22 
SI 65

$135 
$1 98

$1 48
$2 35

SI 6) 
$2 74

$1 74 
$3 16

$1 d7 
$3 62

$201 
$4 10

$2 14 
S4G2

1841 8 
$0 11

204 2 
$0 68

279 3 
SO 93

354 3 
$1 18

429 4 
$1 43

5045 
$1 67

579 6 
SI 92

655 3 
$2 18

7310 
$2 43

8064 
$2 66

881 7 
$? 93

957 0 
S3 18

10323 
$3 43

1107 G 
$3 68

1182 9 
$3 93

1258 2 
$4 18

34 0
204 2 
238 2 
SO 79

34 0 
204 2 
2382 
$0 79

34 0 
204 2 
238! 
SO 79

340 
204 2 
238 2 
$0 79

340  
204 2 
238 2 
SO 79

34 0 
204 2 
238 2 
SO 79

34 0 
204 2 
238 2 
SO 79

34 0 
204 2 
238 2 
$0 79

340  
204 2 
238 2 
S'* 79

34 0 
204 2 
?38 2 
$0 79

340 
204 2 
238 2 
$0 79

34 0 
204 2 
2382 
$0 79

34 0 
204 2 
238 2 
$0 79

340  
204 2 
238 2 
SO 79

34 0 
204 2 
238 2 
SO 79

34 0 
204 2 
238 2 
$0 79

(•ft
3063 9 
4663 G

559 5 
515 1

656 3 
637 4

771 9 
769 3

887 6 
9112

100.1 3 
1032 8

1119 1 
11545

1239 3 
13134

1351 7 
1481 5

1467 7 
1658 4

1583 7 
1844 ?

1699 6 
2019 4

1815 5 
2243 5

1931 5 
2456 B

204 7 4 
2679 2

21634 
2910 7

435 1
•» 1 V

$538 38

189 0 
432  

5233 18

203 9 
43 2 

$247 18

2170 
432 

$261 18

23! 9 
43 2 

$27518

245 0 
43 2 

$289 18

259 9 
43 2 

$303 18

273 9 
43 ?  

$.117 18

2H7 9 
43 2 

$331 18

301 9 
4.12 

S345 1 8

3159 
432 

$359 10

3299 
43 2 

$173 18

343 9 
432  

$387 18

3579 
43 2 

$401 18

3719 
43 2 

$415 18

385 9 
43 2 

$429 18

31*22 
267 *0 

4G 88

216 22 
267 39 
46 88

216 22 
267 39 
46 88

216 22 
267 39 

40 80

21622 
2*739 
46 68

216 22 
267 39 

46 08

21622 
267 - 
46 88

21622 
267 39 
46 88

21622 
267 39 
46 88

216  22 
267 39 

46 88

216 22 
<07 39 
46 88

216 2? 
267.19 
46 88

2162? 
267 39 

46 bd

21622 
267 39 

46 89

216 22 
267 39 

46 88

21622 
267 39 
46 83

Revenue Share with finder C lF  P aved Severance Tax
Fodcral Rcvenuo ()«W*on*"S)

Percentage Total

Company Not Revenuo (tAL'axts 5)
Percentage Total

State Revenue * Morn S/upo 0*1 Pfutxrrly (U lkx 
P ercentage Total

Total Revenue Shared Stain, federal, Company

Revenue Snare Under M063
Fodnral Revenue [K i n\ J;

Percentage Total

Company Net Rrvonuo S)
PgvConUgo Total

<
Slate Revenue • Mur* S/vam Cm P«t»wiy(M» • *

Percentage Tvt.il 

ToUt Rcxunuo Sham l ji.vn  Ffcdr rai, Company

3046 6 
24.8%

•SCO J  
0.0%

394 3 
0.0%

220 B 
00%

$3 3 
00%

102 1 
ft 5%

267 5 
12.3%

432 6 
15.0%

590 0 
17.7%

763 3 
19.1%

028 7 
20.2%

1094 0 
21.1%

1259 4 
21.7%

1424 7 
22.3%

15901
22.7%

r7i 4 
23.1%

5650 9  
45.9%

•I0W  7 
00%

•7392
00%

■431 B 
0.0%

•174 6 
00%

182 7 
11.0%

489 8 
22.5%

796 7 
216%

1103 5 
32.0%

14106
35.4%

17177
37.4%

2024 6 
39.0%

2331 9 
402%

26190
41*%

2946 0 
42.1%

02531
42.0%

36023 
29 3%

792 7 
00%

9036
00%

1033 0 
00%

11627
00%

1292 4 
81.9%

1422 3 
05.3%

1552 5 
55 8%

1682 0 
49.7%

18129
45*%

1942 8 
42.3%

2072 B 
39 9%

2202 7 
30 0%

2332 7 
30.5%

2462 6 
35 2%

2 5 9 7 * -
34.1%

12299 * 832 3 -2 .99 372 5 974 0 1677 7 7170 6 7767 0 3184 4 3986 8 4589 2 5191 t 5794 0 6396 3 toad  7 >t5T i

2488 6 
20 2%

•550 0 
00%

3870
00%

227 9 
0.0%

• 71 6 
00%

ot n
} B%

?$5 1 
11.7%

405 4 
146%

557 5 
1ft 3%

696 6 
17.5%

B37 4 
16.2%

9/5 1 
10 8%

11006
192*.

1240 0 
19.4%

m o o
19 6%

14(1119 
19 7%

41.11 1 
37 5%

•10*98
00%

-726 0 
00%

-4.10?
00%

-1400
00%

16.15
104%

4Ut H 
21 4%

/4ft 0 
76 8%

1010?
301%

1206 7 
3?*%

1548 1 
33.7%

1803 9 
34 7%

2053 7 
35 4%

2207 6 
.15 9%

2535 4 
30 2%

271/4  
36 4%

S/C? 0 
42 3%

/4M 3 
00%

884 0 
0 0%

10305 
0 0*%

i tor 4 
00%

13770 
83 8%

14%* 7 
Cft 9% 56 6%

101? 7 
53 6%

206.16 
50 3%

27015 
410%

• 41? 6 
415%

• 6307 
45 4%

2858 0 
44.7*4

3094 4 
44 2%

3313 0 
419%

12299B r - v  3 •V3U 372 5 974 A 1677? 2170 6 7782 0 3384 4 3986 8 4589 2 5191 6 5794 0 61063 6090 7 7601 1
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$40 $4? $44 $46 $48 $50 $52 $54 $56 $58 $60 $62 $64 $66 $68 $70 $72 $74 $76 $78 $80

S6 20 
$33 80

SG 20 
$35 00

56 20 
$37 60

$6 20 
$39 80

$6 20 
$41 80

$6 20 
$43 CO

$6 20 
$45 00

$6 20 
$4780

SG 20 
$49 80

$6 20 
S51 60

S6 20 
$53 80

$6 20 
$55 BO

$6 20 
$57 80

$6 20 
$59 80

$6 20 
$61 80

S6 20 
$63 80

$6 20 
$65 80

S6?0 
$67 80

S6 20 
569 00

$6 20 
S/1 80

$6 20 
$73 80

0 792 
0 033 
301 2

0 792 
0 033 
301 2

0 792 
0 033 
301 2

0 792 
0 033 
301 2

0 792 
0 033 
301 2

0 792 
0 033 
301 2

0 792 
0 033 
301 2

0 792 
0033 
301 2

0 792 
0 033 
301 2

0 792 
0 033 
301 2

0  792 
0 033 
301 2

0 792 
0033 
301 2

0 792 
0 033 
301.2

0 792 
0 033 
301 2

0 792 
0033 
301 2

0 792 
0 031 
301 ?

0 792 
0 033 
301 2

0 792 
0 031 
301 2

0 792 
0033 
301 2

0 792 
0033 
301 2

0 792 
0033 
3012

101790 107813 11383 7 11986 1 12508 5 131909 13793 3 14395 7 14990 1 166005 16202 9 16005 2 17407 6 18010 0 18612 4 19214 0 100172 204196 21022 0 21624 4 2 2 22 07

S0 32 
2505 9

58 32 
2505 9

SB 32 
2505 9

SB 32 
2505 9

$8 32 
2505 0

$8 32 
2505 9

$8 32
2505 9

$8 32
2505 9

$8 32 
2505 9

$032 
2505 9

$8 32 
2505 9

$9 32 
2505 9

$0 32 
2505 9

$8 32 
25059

$8 32 
2505 9

$8 32 
2505 9

$8 32 
25059

$8 32 
2505 9

S8 32 
2505 9

$8 32 
2505 9

$8 32 
2505 9

14.13 
221 
7 59

1497
2 34 
7 59

15B1 
2 47 
7 59

16 65 
260 
7 59

1748
2 73 
7 59

18 32 
286  
7 59

19 16 
300  
7 59

20 00 
3 13 
7 59

20 B4 
3 26 
7 59

21 60 
3 39 
7 59

22 52 
3 52 
759

23 36 
3 65 
7 59

24 20 
3 70 
759

25 04 
331 
7 59

25 67 
4 04 
7 59

2671 
4 17
759

27 55 
4 30 
7 59

28 39 
4 43
7 59

29 23 
4 57 
7 59

30 07 
4 70 
7 59

30 91 
18J 
759

683 7 
1555 7

723 4 
1729 2

763 0 
1911 7

802 7 
2057 0

842 4
21789

882 0 
2301 0

921 7 
2424 9

961 4
2550 4

10010
26777

10407
2806 8

1080 4 
2937 6

11201 
3070 1

1159 7 
3204 3

1199 4 
3340 3

1239 1 
3478 1

1278 7 
3617 6

13184
3758 8

1358 1 
3901 7

1397 7 
4046 4

1437 4 
4192 9

1477 1 
43410

$2 27 
$5 17

$2 40 
$5 74

$2 53 
SG 35

$2 67 
$6 03

$2 80 
$7 23

$2 93 
$7 64

$3 06 
$8 05

$3 19 
$0 47

53 32 
$8 89

$3 46
$9 32

$3 59 
$9 75

$3 72 
$1019

$3 85 
$1064

S3 98 
$11 09

$4 11
511.55

$4 25 
$1201

$4 38 
$12 48

$4 51
$1295

$4 64 
$1343

$4 77
513 92

$4 90 
$1441

1333 5 
$4 43

14088 
$4 68

1484 1 
$4 93

1569 4 
$5 18

1634 7 
$5 43

17100 
$5 68

1785 3
$5 93

1860 6 
$6 18

1935 9 
$6 43

2011 2 
$6 68

2080 6 
$6 93

2161 9 
$7 18

22372 
$7 43

2312 5 
$7 68

2387 8 
S7 93

2463 1 
$8 IB

2538 4 
$8 43

2613 7 
$8 68

2689 0 
$8 93

27G4 3 
$9 18

2839 6 
$3 43

340  
204 2 
238 2 
$0 79

34 0 
2042 
23a 2 
$0 79

340  
204 2 
238 2 
SO 79

34 0 
204 2 
238 2 
$0 79

340 
204 2 
230 2 
SO 79

340  
204 2 
238 2 
SO 79

340  
204 2 
238 2 
$0 79

340  
2042 
238 2 
$0 79

:m o
204 2 
238 2 
$0 73

34 0 
204 2 
238 2 
$0 79

340 
204 2 
238 2 
$0 79

34 0 
204 2 
238 2 
$0 79

34 0 
204 2 
238 2 
$0 79

340 
204 2 
238 2 
$0 79

340  
204 2 
238 2 
$0 79

340 
204 2 
238 2 
$0 79

340 
204 2 
238 2 
$0 79

340 
204 2 
238 2 
$0 79

340
204 2 
238 2 
$0 79

34 0 
204 2 
238 2 
$0 79

340 
204 2 
238 2 
$0 79

2279 3 
3151 3

2395 3 
3401 1

2511 2 
3659 9

2627 2 
3882 3

2743 1 
4079 7

2869 0 
427B 0

29/5 0 
4478 1

30909 
4680 0

3206 9 
4083 6

3322 0 
5088 9

3438 B 
5295 9

3554 7 
5504 7

3670 7 
5715 3

3786 6 
5927 6

3902 5 
6141 6

4010 5 
6357 3

41344
6574 0

4250 4 
6794 0

4366 3 
70150

4482 3 
72377

4598 2 
7462 2

399 9 
43 2 

$443 18

4139 
43 2 

$457 18

4279 
43 2 

$471 18

441 9
43 2 

$485 18

4559 
43 2 

$499 18

469 9 
43 2 

S513 18

483 9 
43 2 

$527 10

497 9 
43 2 

$541 18

511 9 
4.12 

$555 10

525 9 
432 

$569 10

539 9 
43 2 

S583 10

553 9 
4 3 ?  

$597 18

567 9 
43 2 

$611 18

501 9 
43 2 

$625 10

595 9 
43 2 

$639 18

609 9 
43 2 

$653 10

623 9 
432 

$667 10

637 9 
43 2 

$681 16

651 9 
43 2 

$695 18

665 9 
4 3 ?  

$709 18

679 9 
43 2 

$723 10

216 22 
267 39 

46 89

216 22 
267 39 

46 B8

216 22 
267 39 
46 e8

21622 
267 39 
46 88

216 22 
267 39 
46 88

216 22 
267 39 

46 B8

216 22 
267 39 
40 80

216 22 
26/39  

46 88

21022 
267 39 
46 88

21622 
267 39 
46 88

216 22 
267 39 
46 08

2162? 
207 39 
46 88

216 22 
267 39 
46 88

21622 
267 39 
46 88

216 22 
267 39 

46 B8

21622 
267 39 
46 B8

21022 
267 39 

46 88

21622 
267 39 

46 B8

216 22 
267 39 
46 88

216 22 
267 39 

46 88

216 22 
267 39 

4C68

1920 8 
234%

2086 1 
23.7%

2251 5 
239%

2416 9 
24.1%

2582 2 
24 3%

2747 6 
24.5%

29129
24.6%

3078 3 
24 1%

3243 6 
24.9%

3409 0 
25.0%

3674 4 
25.1%

3739 7 
25.2%

39051
25.3%

40/0 4 
25.4%

4235 8 
25-5%

4401 1 
25.5%

4V.(- 5 
25.8%

4731 8 
25.7%

4697 2 
25.7%

50626
25.8%

5227 9 
25.0%

3560 2 
43.4%

3867 3 
43.9%

41744
44.4%

4481 5 
44.8%

4788 6 
45.1%

5095 7 
45.4%

5402 8 
45.7%

5709 0 
46.0%

60169
♦e.2%

6324 0 
46.4%

6631 1 
466%

6938 2 
46.8%

7245 3 
46.9%

7552 4 
47.1%

7859 5 
47.2%

81666
47.4%

8473 6 
47.5%

B780 7 
47.6%

9087 0 
47.7%

9394 9 
474%

9702 0 
47.9%

2722 5 
33.2%

2862 4 
32.4%

2982 4 
31.7%

31123
31.1%

3242 3 
30.5%

3372 2 
30.1%

3602 2 
29 6%

3632 1 
29.2%

3762 1 
28.9%

3892 0 
28 4%

4021 0 
28 3%

4151 9 
26.0%

4281 8 
27.7%

4411 8 
27.5%

4541 7 
27.3%

4671 7 
27.1%

4801 6 
26.9%

49 J 1 6 
26.7%

5061 5 
76.6%

5191 4 
26.4%

5321 4 
26.3%
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16166
19.7%

1734 1 
19.7%

1049 5 
19.7%

19776 
19 8%

2114 4 
19 9%

22509
30.1%

2380 8 
20.2%

2522 1 
20.3%

2G50M
204%

2790 9 
205%

2924 3 
20 6%

3057 2 
21 6%

3189 4 
20.7%

.u . 'i : 
207%

345? 1 
20.7%

3582 5 
208%

3712 4 
20,8%

30416 
20.8%

3970 2 
208%

4098 1 
209%

4225 6 
20 9%

. »H4
34 5%

3213 5 
36 5%

342 / 7  
38.4%

3666 7 
38 6%

3910 0 
36 V%

4173 3 
17.2%

4425 7 
37 4%

467/0
37.7%

4927 1 
37.9%

5176 1 
SB 0%

M 23  9 
36.1%

5870 7 
312%

5910 3 
38 3%

6100 Q 
38 4%

6404 1 
38 5%

66461 
38 6%

6807 4 
38.6*4

71274 
36 6%

7366 2 
38 7%

7603 9 
38.7%

7040 4 
387%

3594 6 
43 8%

3858 3 
43 8%

4131 1 
43 9%

4367 4 
43 6%

4678 0 
43.1%

4701 2 
42 7%

5005 3 
4

5221 2 5438 7 
41 B%

5658 1 
41 5%

5079 1 
41.3%

6101 9 
41.1%

6326 5 
41.0%

655? 7 
409%

f»780 7 
40 8%

70105
40.7%

724? 0 
406%

7475 2 
40.5%

7710?
40.5%

7040 9 
404%

81053 
40 4%

R203S 6805 9 9406 3 100107 10613 1 112156 110179 124202 13022 C 136250 14227 4 14fU"J b 15432 2 16034 C H A J fQ 17239 4 17841 7 16444 1 19040 5 19648 9 202513



AiaiM Ova" **ri 0» n</v<yv*> 
Pftvnwijm ami coH.Ja. iu*I 27 0% Tan Clip P "H » I 7/VnT0« i 9 J4 AM 

Pap* \ ol ?

ANS StatQ Severance Tax Collodions and Elfcctlvo Tax Rale Under Iho Current ELF based system and tho proposed HB63

ANS Martcot P im p  53 60 510 512 514 516 516 570 522 524 326 526 530 532 534 536 536 540 S42 544
ANS O il Severance Ta* Collection* (million*

Status Quo 953 4 
Under HQ63 2.553 1 
DiHorenco 1,599 7

o U J
1077 
63 3 

•444

1?0 5 
109 6 
•189

168 0 
165 4 

•2 6

207 7 
231 3 
23 7

247 3 
276 9 
295

2870 
322 4 
35 4

326 7 
404 7 

78 0

366 3 
496 1 
129 8

406 0 
596 7 
1907

445 7 
706 3 
260 7

485 4 
825 1 
3398

5250 
953 0 
428 0

f.64 7 
1,0900

525 3

604 4
1,236.1 

631 8

644 0 
1,391 4 

7474

683 7 
1,655 7 

872 0

723 4 
1,729 2 
1,005 8

7C3 0 
1,911.7 
1.1487

Average Effective Tea Rate
Status Quo 7 6% 
Under HB63 21.1%

7 8 *  
6 2%

7 8% 
7.1%

7.8% 
80%

7 8%
90%

7 8% 
90%

7 8%
0 0%

7 8% 
9 9%

7 8% 
10 8%

78%
117%

7 8% 
12 6%

78% 
13 5%

7 8% 
14 4%

7 8% 
153%

7 8% 
16 2%

7 8% 
17 1%

7 8% 
10 0%

7 8% 
18 8%

7 8% 
197%
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ANS State Severance

ANSMarfcotPncn 
ANS Oil Severance Tax Collectlc 

Status Ojo 
UncJor HB63 
Diflcnjnco

A v e ra g e  E f fe c t iv e  T a x  R a te
Status Quo 
Under HB63

1 FYZOO? Price Irom Spring 2000 F

546 548 550 $52 $54 556 559
802 7 842 4 082 0 921 7 961 4 1.001 0 1,040 7

2,057.0 2,178 9 2.301 0 2.424 9 2.550 4 2.677 7 2.606 8
1,255 1 1.336 6 1.4190 1.503 2 1,589 1 1,670 7 1,766 1

7 8% 7 8% 7 8% 7 6% 7 8% 7 8% 7B%
20 2% 204% 20 C% 20 7% 20 9% 21.1% 212%

Hw .« • "* • •> rt; .* \ ff I)

27 5% Tax Cap Pratfall 7/9G/2006 9 24 AV 
f'tja 2o<2

560 562 564 566 568 570 $72 574_______ $76_______ S7fl 500
1.080 4 1.1201 1.159 7 1.199.4 1,239 1 1.278 7 1.318 4 1.358 1 1.397 7 1,437 4 1,477 1
2,937.6 3.070 1 3.204 3 3.340 3 3.478 1 3.617 6 3.758 8 3.901 7 4.046 4 4,1929 4.341 0
1,8572 1,950 0 2.044 6 2.140 9 2.239 0 2.338 0 2.440 4 2,543 7 2.648 7 2,755 4 2.863 9

7 0% 7 8% 7 8% 7 8% 7 8% 7 8% 7 8% 78%  7.8% 7 8% 7.8%
214% 216%  218% 219% 22 1% 22 3% 22 5% 226%  22 B% 230%  232%



Alaska Department of Revenue
Privilege and conlidential

2 7 .5 %  T a x  C ap Printed: 7/26/2006 9:24 AM 
Page: 1 o l 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. 

Purpose. ^ j s  y yQ ck b Q Q k  estimates revenue to the state from oil and gas under the production tax
system in place during 2005 and the proposed HB63.

Data S o u r c e s :  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 not include  
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 
FY07 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 A ssu m p tio n s:  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

H istorv: 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 
D iscla im er: 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 Iho intended rocioiont, anv use. dissemination, disclosure, distribution or 
cooving is strictly prohibited.

DOR Rovonun Sharo with 27-5% cap • 2006 07 19 Cuvur
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R E PR E S E N T A T IV E  LES G A R A  
R E P R E S E N A T IV E  B E T H  K E R T T U L A

Ju ly  24, 2006

R e: A Fix To the C u r re n t  G ross P roduction  T ax  & A F a ir  S h a re  fo r  A laskans: HB 3004

D ear C olleagues:

W e’ve recently  been  g iven  revenue pro jections from  the D epartm ent o f  R evenue on the 
com pany  and State o f  A laska  revenue shares that w ould  result u nder HB 3004. W e plan on 
tak ing  them  into account in filing a S ponsor Substitu te  this com ing  w eek. We hope you m ight 
look  at the pro jections, the tax rate in HB 3004, the p rogressiv ity  factor, and perhaps w ork 
through a version  that you feel is the m ost fair to all.

A t forecasted average  (BP and the U.S. E nergy In form ation  A dm in istra tion  have forecast 
fu ture prices in  the S40/bbl range) and high prices current A laska  law  provides oil com panies a  
m uch  larger share o f  A lask a ’s oil revenue than the state receives. U nder SSH B  3004, by  capping 
the  tax rate so it doesn ’t rise above a 27.5%  rate, the D epartm ent o f  R evenue forecasts that these 
shares, at average and high p rices, w ould nearly  level out (See tab le  below ).

B y adopting  a m ore equ itab le  tax rate, and adding  a fair p rog ressiv ity  factor (there is not 
one  under current law) w e  can  do a better jo b  leveling  the profit shares betw een the state and 
producers at average and high prices, w hile p rovid ing  fair returns to industry  as w ell.

M any have proposed  w e  tax our oil on a percentage o f  its verifiab le  sales value, as 
current law does -  but w ith  a m ore equitable tax rate, p rogressiv ity , and the closure o f  the m ore- 
ex trem e ELF-rclated loopholes. C urrent ELF loopholes allow  a lm ost every  oil field in A laska, 
including K uparuk, to pay  less than a 1% production tax, even as prices rise.

The follow ing show s the d ifference betw een how  current law  and SSH B  3004 w ould 
share oil revenue betw een the state  and the producers as projected  by  the D epartm ent o f  
Revenue.

Representative I.cs Gara 
Stale Capitol, Room 418 
Juneau, A K 99801 
(907) 465-2647
Ren, t.es,Gara^let'.ix.stalc,nk.ua

Representative Relit Kerttula 
State Capitol, Room 430 
Juneau, AK 99801 
(907) 465-4766
Rep.Beth.Kcrttulafrr'Ienis.stale ilk,us

ALASKA STATE LEGISLATURE
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Page 2

C urren t Law Revenue Shares

$40/bbl S60/bbI S80/bbl

S 3 .56  b illion  $ 6 .6 3  b illio n  $ 9 .7  b illion

34.96%  40.9%  43.7%

$ 1 .4 6  b illion  $2.72b ilIion  $ 4 .0 2  b illion  $ 5 .3  b illion

HB 3004 (with a 25% Tax Rate Ceiling)

C om pany N et R evenue $ 4 6 7  m illion  $ 2 .9 9  b illion  $ 5 ,5 5  b illion  $ 8 .0 2  b illion

C om pany Profit M argin 11.2%  29.4%  34.3%  36.1%

C om pany N et R evenue $ 4 8 9  m illion  

C om pany Profit M argin1 11.8%

State R evenue

$20 /bb l

State Revenue $ 1 .4 6  b illion $ 3 .5 9  b illion  $ 5 .6 7  b illio n  $ 7 .9  b illion

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

C om pany N et R evenue $ 4 6 7  m illion

C om pany Profit M argin 11.2%

State R evenue $ 1 .4 6  b illion

$ 2 .9 9  b illion  $ 5 .4 2  b illion  $ 7 .8 4  b illion

29.4%  33.5%  35.3%

$ 3 .59  b illion  $ 5 .8 8  b illion  $ 8 .1 9  b illion

SSH B 3004  starts w ith  a  m odest 5%  tax on m ost fields, and p rogressiv ity  starts at 
S20/bbl. Y ou could  certa in ly  ach ieve sim ilar results by  im plem en ting  the p rogressiv ity  feature at 
a  h igher price, and by  starting  w ith  a stronger base tax rate  (sh e lf  the  ELF proponen ts prcpose a 
base  15% tax ;. T h is  proposal, w ith  its incentive p rovisions, w ould  p rov ide  a fair share to 
A laskans, fair returns to industry , and help spu r o ilfield  developm ent. A ny  o f  these com ponents 
can  be altered qu ite  easily.

As before, w e'd  p refe r to follow  advice w e've received to adopt a staggered tax system  - a 
h igher rate for m ore p ro fitab le  legacy  fields, and low er rate  for new  fields that m ight be less 
profitable. B ut to date that idea has not garnered needed support. W e haven 't included a 
proposal on u tiliz ing  a d ifferen t ra te  for legacy fields, but that's a topic w orthy  o f  consideration.

A G ro ss  V alue  T ax  C an  P ro v id e :

1) A  F a ir  S ta te  and  C om pany  Revenue S h are  &

2) M ore  E ffective Investm ent Incentives

U nder curren t law  it is p ro jected  that A laska’s oil producers generated  S7 billion o r m ore 
in revenue from  their N orth S lope operations in FY ’06 -  and that the S tate received roughly 
S2.5 - S3 b illion  less than  that am ount (w e are aw aiting the final FY  '0 6  num bers). Com pany

1 Profit margin is calculated as net profits divided by toLal sales value.



p ro fit m arg ins2 range from  35%  at $40/bbl to  over 40%  at $60 /bb l. A ll fields outside the 
Prudhoe Bay, A lp ine and N o rth sta r U nits benefit from  the w indfall o f  a  0%  p roduction  tax as 
prices and p rofits soar. S ee a ttached  D ept, o f  R evenue 3/23/06  P ro fit M arg in  C hart.

HB 3004 includes som e sim ple  changes to the curren t g ross p ro d u ctio n  tax to  prov ide for 
bo th  fair revenue to A laskans, and better exp loration  and developm en t incen tives that encourage 
new  investm ent. Incen tives shou ld  be carefu lly  tailo red  to encourage  new  investm ent, but not 
p a y  com panies fo r in v estm en t th ey ’d  engage in anyw ay.

T his p roposal can  b e  m odified  to p roduce an am ount o f  revenue  tha t is s im ila r to, for 
exam ple, w hat a  25%  P P T  (as passed  b y  the Senate R esources C om m ittee) o r o ther PPT  rate 
m igh t raise, w ith  the advan tage  that tax mg a percen tage o f  the sa les v a lue  o f  o il w ill p roduce  the 
revenue th a t’s pro jected .

HB 3004 includes the  fo llow ing  revenue p roducing  an d  incen tive  features, and can be 
m odified  i f  y o u ’d like to ra ise  d ifferen t revenue am ounts.

A S tra ig h tfo rw a rd  F ix To A lask a ’s C u r re n t  P ro d u c tio n  T ax

The C urren t ELF system  suffers from  a few  p rob lem s. T he tax rate on  m ost fields, 
including 6 o f  the 100 largest fields in the U nited S tates, is 0% , o r  less than  1%. T hat rate 
rem ains the sam e even  as p rices rise. C urrent law  im poses th is tax  ra te  on the  gross va lue  o f  oil, 
o r  sales p rice  (m inus transporta tion  costs and o ther m inor costs).

M ost agree  that cu rren t law  results in  too sm all a tax on  m ost fields. W hile curren t law 
im poses a 12 %  tax  ra te  on  P rudhoe B ay and A lpine, and 6%  on  N orthstar, m ost fields p ay  a 0%  
tax.

The average p roduction  tax on the N orth S lope is rough ly  7 .5% , and is p ro jected  to fall 
below  4%  as m ore fields taxed  at 0%  com e on line (11 o f  the  last 14 fields to com e on line 
through 2005 pay  a 0%  tax).

HB 3004 fixes these  p rob lem s as follows.

T he Base T ax  R ate

A ll fields that cu rren tly  pay m ore than a 5%  production  tax w ill still pay  the sam e base 
tax rate as they do now  (P rudhoe Bay, A lpine and N orthstar). T he base tax is then adjusted  
upw ards by a p rog ressiv ity  feature  at high prices, and adjusted  dow nw ards at low prices.

All fields that cu rren tly  pay  less than 5%  w ill, under HB 3004, pay  a m odest 5%  
m inim um  base tax. A ttached  is a chart show ing the curren t tax rate  fo r A lask a’s N orth S lope oil 
fields.

July 24, 2006
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2 T he Department o f  R even ue estim ates com pany "free cash flow " -  the am ount o f  revenue that exceed s their out o f  
pocket costs. W hile that's regarded m y m any as a “profit margin", and referred to here as profit, it does not reflect 
so il costs like depreciation, w hich  the Department has d ifficu lty  estim ating.



P rogressiv ity  a t L ow er P rices

B ecause H B  3004 starts  w ith  a fairly  m odest base tax rate , the p ro g ressiv ity  feature kicks 
in at $20/bbl. BP re-confirm ed  last year that it generates excess p ro fits  at o il p rices above $20 
(“a  $20 oil p rice  w ould  a llow  the com pany  to m eet its cap ital requ irem en ts  and p ay  a  progressive 
dividend, and that all the  free cash  generated  w hen the oil p rice  is above  that level w ould  be 
returned  to shareho lders th rough  buybacks”). See attached p ress  re lease .

A t prices above $20 /bb l, the base  tax rate  in HB 3004  is m u ltip lied  by:

T he  p rice  o f  o il d iv ided  by  20.

For exam ple, at $30/bbl, a field  that has a  5%  base tax  rate  w o u ld  p a y

30/20  X  5%  =  7.5% .

To pro tect com pan ies at low er p rices, H B 3004 does the  fo llow ing :

A t p rices be low  S I6 /b b l, it  fields that pay  a 5%  base  tax  rate , w ill pay:

4%  w hen the p rice  falls to $ 1 5/bbl;

3%  w hen  it falls to $ 14/bbl;

2%  w hen  it falls .j  $ 13/bbl;

1% w hen it falls to $ 12/bbl; and

0%  w hen the p rice  falls below  $ 1 1/bbl.

In addition , o n c -h a lf  o f  the severance tax is w aived w hen prices fall below  SIC bbl.

For the fields that p ay  m ore than a 5%  base tax rate (P rudhoe, A lp ine  and N orthstar), the 
tax rate w ill fall m ore slow ly  below  $16/bbl. C urren tly  it rem ains the sam e no m atter how  low 
the price o f  oil.

HB 3004 provides that w hen prices fall below  S 16/bbl, the rate  on those fields w ill be:

The price o f  oil d iv ided  by  16 and then m ultiplied b y  the fie ld ’s base tax rate. So, at 
S 12/bbl, Pnidhoe Bay, w hich :s cu rren tly  taxed at roughly  a 12% rate, w ould  be taxed as follows:

12/16 X 1 2 =  9%.
T ax C eiling

SSH B 3004 protects profits on the upside for com panies by se tting  a 27.5%  tax ceiling. 
That is, no m atter how  high the p rice  o f  oil rises, the p rogressiv ity  factor w ill stop raising  the tax 
once it reaches 27.5% . That occurs at around S 100/bbl for m ost fields.

July 24, 2006
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Exploration and Development Incentives

W e should  p ro v id e  incen tives that p rom ote  exp lora tion  that w ou ld  no t occur w ithout the 
added  incen tive  p rov ision . B y  the  sam e token, w e shou ld  refrain  from  granting  tax re lie f  for 
expenditu res com pan ies w o u ld  m ake w ithou t any sta te  subsidy . F la t subsid ies given to 
com panies for all exp lo ra tion  o r  developm ent expenditures su ffe r from  the  la tte r flaw.

1. L ow er T h e  P roduction  Tax W hen N eed ed .

U nder cu rren t law  a  com pany  can app ly  fo r a  low er royalty  by  show ing  the reduction is 
needed  to m ake  a new  field , o r  con tinued  p roduction  at an ex isting  field , profitable.

HB 3004 ex tends tha t rig h t to  seek  a tax reduction to a  co m p an y ’s p roduction  tax as well. 
T hus, in any c ircum stance  w h ere  H B  3004 im poses an excessive  tax rate, the rate  w ill be reduced 
on ce  the deve loper m eets  the sta tu to ry  “clear” ev idence standard  that is applied  to a party  
seek ing  royalty  relief.

2. F air A ccess T o  P rocessing  Facilities B v  Independen t P roducers.

Form er D irec to r o f  the D iv ision  o f  O il & Gas, M ark  M yers, has concluded  that facilities 
access is one o f  the m ost im portan t things -  and perhaps the m ost im portan t th ing - this state can 
do  to encourage new  developm en t. F inancial incentives o n ly  w ork  to  a  certain  point. For 
exam ple, as com pany  p ro fits  from  A laska  production  have m ultip lied , and  ranged in the past 5 
years  from  a low  o f  $1 .7  b illio n  in  FY  2002 to  $5.2 b illion  in  F Y  2005 , and likely  over $7 billion 
th is past fiscal year, in v es tm en t stayed  the  sam e -  at rough ly  $1 b illion . See attached D O R 
com pany  1 9 9 6 - 2 0 0 5  net incom e estim ate.

Provid ing  com pan ies w ith  additional free cash  does not s im ply  lead to additional 
investm ent.

L arge p roducers  (B P , C onoco  and Exxon) can afford to develop  sm all N orth  S lope fields 
because they  sh ip  o il from  those fields to their processing  facilities located  on their large fields. 
T h is  is w hy  th ey ’ve been  ab le  to  develop sate llite  fields (sm all fields that send  their oil by  pipe 
for p rocessing  at a  larger field), and w hy  independent com pan ies genera lly  have not.

It appears to b e  the case  that in recen t h istory  no p roducer has m ade its processing 
facilities availab le  for use  to a llow  an independent com pany  to p roduce North S lope oil. A  
p rocessing  facility  can  cost upw ards o f  $100 m illion , and forcing com panies to build new 
processing  facilities for each  sm all field m akes m any fields uneconom ic.

HB 3004 requ ires that i f  there is excess capacity  at a facility, the facility ow ner shall 
m ake it availab le to independen t p roducers at a “reasonable ra te"  -  a standard  curren tly  used by 
the RCA  in the te lecom m unications area.

3. Extend E xisting  Exploration Tax Credits

The bill ex tends A lask a ’s ex isting  exploration  tax credits.
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Encouraging Cook Inlet, Heavy OH & Other Challenging Projects

The bill exem pts all fields south o f  the Brooks Range, and heavy oil, from  the enhanced 
tax provisions, and current law will apply to those piojects. Certainly, one m ight argue this 
break is not needed for all heavy oil fields, and this sect'.on is w orthy o f  detailed discussion.

Conclusion

By closing the current ELF system ’s loopholes, adding a  progressiv ity  feature and 
workable incentive provisions, v/e can provide a  fair revenue share to A laskans, a fair investment 
climate, and m eet the constituti m al m andate that we develop our oil resource for the maximum 
benefit o f  Alaskans.

Please call i f  you have any questions. W e hope we can com e up w ith a bi-partisan fix to 
a system that is costing A laskans $1.5 - $2 billion a year in revenue to an outdated, loophole- 
ritL . ‘ ‘axsystem .

Sincerely,

Beth K erttula



FY2007 Production and ELF by Field

Field
H eavy

Oil
Daily Production  

(bbl/day)
A nnual P roduction  

(bbl/year)
P rod u ction

Tax

PRUDHOE BAY (includes aggregated fields) 297,723 108,668,011 12.38%
KUPARUK 126,201 46,063,365 0.00%
WEST SAK HVY 20,839 7,606,381 0.00%
TABASCO HVY 4,339 1,583,735 0.00%
TARN 18,847 6,879 155 0.00%
MELTWATER 3,302 1,205.048 0.00%
MILNE POINT 2,500 9'2,500 0.00%
SCHRADER BLUFF HVY 1,765 C,h42,250 0.00%
ENDICOTT/SAG DELTA 1,570 5,729,588 0.00%
EIDER 0 0 0.00%
BAD AMI 90 328,500 0.00%
LISBURNE 834 3,045,918 0.00%
NIAKUK 656 2,393,416 0.00%
N PBAY STATE 346 1,263,265 0.00%
NANUQ 2,045 746,425 0.00%
ALPINE 105,438 38,484,870 11.93%
NORTH STAR (includes federal volume) 44,264 16,156,360 6.10%
LIBERTY 0 0 0.00%
KNOWN ONSHORE 0 0 0.00%
KNOWN OFFSHORE (03 + NIQ) 0 0 0.00%
FIORD 755 2,755,750 0.00%
FIORD-KUP 341 1,245,745 0.00%

Approximate of Prudhoe & Aggregated Fields

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



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 $4.16 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 $1.34 Billion

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 $5.77 Billion $3.28 & $3.44 Billion $0.95 Billion
Corporate Profit Margin 35.6% 32.2% & 33.8 23.0%

25/20
Corporate Profit $6.11 Billion $3.48 & $3.61 Billion $0.96 Billion
Corporate Profit Margin 37.7% 34.2% & 35.5% 23.1%

20/20
Corporate Profit $6.45 Billion $3.68 & $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 are activated when prices exceed $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. T hus, 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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BP Boosts Dollar D iv idend By 26 Per Cent
Release date108 February 2005

Dcw ls .ad the full version uf It.e results using Ihe link on toe right

View or download (he presentation hosted by John Browne (Group Chief Executive). Bytun Groie t'-hiel Financial 
Officer) artst Fergus MacLeod (Head c l Investor Relncons).

► View or download an archive o l the webcast

BP today announced a 26 per cent boost to its fourth quarter dollar dividend compared with last year. Ihe biggest sing le 
increase in its recent history.

Citing the "strong prevailing circumstances of Ihe Gioup, along with future investment patterns and the forward trading 
environment", chief executive Lord Browne said BP had decided to make a significant one-time step-change in ’he 
di/ideltd from 7.1 to 3 5 cents a share.

Therc-afler, vie would expect to grow the dividend in line with our view of hituro sustainable performance, We o ,i n ote 
that this level c l dividend a now? us lo maintain pmclenl earnings cnvor e/r.n if oil prices v/or-t oown to S2f. dr.s jrj a 
barrel.' tie r,a,cJ,

Previewing an update on Group strategy to fmnnoal analysis scheduled for lutet today. P.T-.v.oe r;.,rl " e  are c.vj-t; if-t 
many of our investors are sterling-based and ihat ir.o do.lnr c w e a k n u h a s  m l  an mipn ;t cr. ire.r , :g cash ftc.vs 
This change will be to their benefit, with a storing increase r.f 21 pei cent ig tin, (suim giiarh.r /.deer: (Winovod v.ifti 
last ye nr

"For the ye a ' is  a whole dollar-posed nw oM cis /  ill see an m cress i  cl 12 pe r cm i a i.d  siq-rln,gr.ooeu  in rectors z rlt.c  a ’ 
J percer.l."

Browne sa:d the company hod bought back mere than S7.5 hi lion of sharer. dn/mg 2004 jr d  'ei.-cmed c.cre rmtte I n 
i i i i  Jir.h j  K)C per ecu' u i u/.-.eos tree- cosn How lo investors so long nvo.i prices remain acp,-; l.-o a Ln.r-.i <;< M.irn 
things being dpproprijie.

‘Locking at trie potential casn ir . il could he d idubuied ever 2005 and 2036 ihrcugn snare bw/.ucrs and d , dcrvty 
assuming «n oil price cf 330 a barrel and depend ng on refining margins and other fscicis, it u total rtmnuni avo.Ublt; fur 
distribution could fie around S23 billion.

V/o COuld use some ol the e/cess fine cash Ito.v lor example, for n ip\ria l tn.tju wiiom. I v r , s m i l  e : wvi.r 
filled r.ur 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 company was in a strong linancial condition. Posl-tav ca-,g ilow for the year t s t j ’od 324 rjitiir.n, i  r.si; s i 
>12 per cent from 2003. and gearing stood u l 24 per ct.nl.

'Our I'm lugy ,s on track and unchanged, our operations arc in line wiilt our previous indication*, ,yprj VJi;  i  , , .- , ,, arnng 
base of inoion.ti assets and markets for a suslalnable future

In E/piornton and Preelection, lie 'laid lhat on a UK GAAP basis inn company had inure if 1 ,1 ruptust j   ul o.,:pt,i fs<
ihe 12m year running - by 1C6 per ceni fur Ihe G 'oup and 110 per cool, m ciud ng ugu,!/ icroun tid  e .'l.i» *s r uch c .  in 
Abu Dhabi and TNK-BP

.V;j(Oi ukjCOveneH w i. u tnaur*in  Egynl. S pkhu i'ii. Ihe decpw alcr G lilf c-fMexir.n r, > i ’ - n ,i.h* A ttq i’u :r>-i n r i 
1 ci Imn barm  Is ul o i l ' g m /a lrn i fc DP's re s n /rc e  ru s e  ov '.r (bn y r . tr

P tiduc’ on ti; gristing pioM centtes irnm iy Alaska and the Mirth Ben. vt.-.wet a i ri<-(,;.ne /;• t , .turn 1 5 ..in.15 ,u< •
Peal, -a im r.d oxouclcd In uoni.nue at an annual average r.i'u  u l i  p.» o c rt r,« l to j 'jO ’J  T» • , was i irtiy rxti. j  h /  a .v.o • 
output irom  new pro fit r.m l.es  tu over 1 m illion borfeiu a da y uf nil c g u iv jle m  -  a tr,i,r< i r d y  i, j m u m o s  >..!islan:>a'l* •' 
2005

'  ■ii'. i'.I Cx(.*.tslJi.rc .n exist,ng yrtJit cent'cs rpjtr from S3.2 Oilli'.n m 20bi! l » > r . , l . .a •.it , ;  ,,- jnri, i • xpr.ct* a t.n n .w  
;si i j  t i c. i.n ii'hi', year as a rnn.iil sf ;pr r f,q yi’ !■«; J in'lrt.cw ar r i /.. \  . ,, ' . - ./ ., n--

V> hi i i, r, tin.f with rnw pro.cit r i.unung  rn/. v/or ,:s f,«*:tk. . vr, • v. r !•*

tpt /UAN W .b p .c o iT l'C X te n d d d B c n e r ir n r f i- ' li*  r)n'7ra f< » o n n , frf= 'Jn i i o a c  r> • i
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TNK-BP s 2004 o<i product,on rose nearly 14 per cent lo 1 4f. niilticn barrels a day. or 1 66 million barrels including iho 
50 pur cent of SUwneft added al the start of the year Output is estimated to grow by soma 5 per cent this /ear. Cape/., 
which is self-funderl, was S1.5 billion in 2004, up from around 51 billion In 2003 and is expected lo reach appro/ur,at ,/ 
S t.8 billion 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 3 billion and the total dividends mr,'rived 
have been S2.2 billion.' Browne said.

Croup piotluollon as a whole grew by 11 percent in 2004. Output for 2005 would like"/ hit 4.1 million to 4,2 mi,Iter, 
barrels a day of oil equivalent before divestments, keeping BP on Iracn lo average annual production growth in e/co.cs r.' 
5 per cent (or the period 2004-2008. The exact level would depend on oil prices. Iho exlent of divestments ar.d varic, ,-j 
other factors. Capex lor Exploration and Production would likely he between 59 5 billion 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 3 billion. 'The majority of our refining can ,ity is ir, Hie CC  wnere 
margins are structurally advantaged and our refineries are in the top gcnrtile on net casn ma.gmo and return on 
investment, in Eur>ape. after the divestment of Lavera and Grangeir.oi.il:. our position should in,prove considerably In 
leia.I, -where store sales continue to grow, along with ' .Tor. of BP'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 32 billion cubic feet a day in 2094. In North America, where BP is the leading marketer, nur 
gas sales were up 15 per r.cnl over 2003. Going forward, we expect med,urn-term global growth of 2 to 3 pei cent a 
year, m line with world gas demand, arc we will concentiate ircreas.ngly ori customers 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 commencing <n the second ho ifo l this year, piobably by way of an IPG, subject lo market conditions and 
necessary approvals. BP spent 2200 rr.illi in in its high growth aromatic', and acetyls business which generated 
m niue'iiive  cash returns in 2b0 * - u figure I kcly tr; rise -iighlly in.s yen. me company invests to xcep its lo.sctisiup 
pes.lmn in 'he segment.

Hrowro s-sid he expected capi'al spending for BP as a whole to Petal some 514 bt'lion in 2,905. T r e  ova,;! .eve! will 
depend on tho level of Ihe dollar and our continuing track record of offsetting nem al underlying annum mttancn o! cca-.e 
2 pu-r cent. Foi ihe medium term an investment level ot around S l-i b liion is a leasonabie expectation.

■n. /estriitus. vntii the exception of olefins and derivatives are not presently e .pee led to bn large tms year ‘t i c  o/pv.t 
proceeds o: around 51 3 Uiiton. comprised of Ihe balance duo born the -Mu ol Oirr.uu La :ye and .rcrrnai portls c 
apth ,baton."

C ornirerting on tho a,I price, he said that while r.e u'pested that demand for oil yr.Os .vouid modcro’e ccmocitsd to 
last year we've cor,eluded tn.st on the basis ol the supply-'Jernjud balance ?r.d CHEC'c fivs-/oar track recr.rg of 
maint.j-riing production discipline, nil p:i.;os ir e  likely to nave a support lo /el of around SSC a barrel for .east ice 
med um >erni

As Inr n  . B P  is concerned ,vg mil c o n n  j o  to use a f.m n i oil pi.ue of 52 V a iw rn :' for |p.- p-jfpc.se o f test, o; p. -j ./r.ts ./ o' 
p tennirg our activity le / i l  m exp lcm t on ai d production Th.s aliows us to maintain a p c rt/jim  of ur.tw tie., v. n  stroi-g 
in tiir r.s ,'

Brov/nc said that, whi’u UP nap been helped by the environment, *uur success so far ,■> due to our oort omr.tisn of 
• tx.stegy and discipline!. Over th . past 'e-.v years we ha/e built a strong baso for itis- Group /. rt. roctorvl ar.e 's n r  i  
markon .mo which wv d t j in zesting .Ve're achieving the la: j  :!a fur gro-.vlti wo set oursel/e:;. we'ro .inpro/u-g qn.i-'I/
.iiirf ws'ie indintaiiiirig lin.inciat strength.

hn.gsitarity, m spite ot me sxjm'cnnlty I:utter .h-m o»pr.'.tod iT.s'.i.g r.m w.-.nimrrl -we are mm, t,i nmg n diss phn.d 
npprsnr.i. to m.; e/ccv.-o .-.t a,/.- str-m-g, ./ rj noescgueritly n'.Vxir,rj ,-,i.re imp «/• free on.an tow ; j-r mop, ttoW 
dish ii.n.ied t j  sh jreholdeis
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DISTRIBUTION OF ANS OIL & GAS REVENUES 

Production & Value Added By TAPS

BETWEEN THE PRODUCERS, ALASKA GOVERNMENTS AND THE 
GOVERNMENT*

FY 1888 FY 1989 FY 1990 FY1B91 FY 1BB2 FY1BB3

US FEDERAL

FY1B94 FY1BB6

Note 1 ANS W est Coast OH price |$/Bbl) $16.12 $1461 $17.22 $21.57 $16,64 $17.83 $14.05 $16.77
Transportation Cost to Market (S/Bbl) $5.59 $5 25 $532 $6.19 $5.43 $5 02 $4.48 $526
ANS Oil Wellhead Pries (RBbl) $10.53 $9 36 $f1 00 $15 38 $11.21 $1281 $9 57 $11.51
ANS Oil A  N G L Production (Million Bbl) 2 006 1.962 1.846 1.704 1.763 1.879 1.593 1.572
Oil & N G L Production Vali-r (Million $) 7,710.6 C,702.4 8,015.6 10,071.3 7.295.4 7,650.4 5.564.4 6.604.2

Note 2 Production Coals (l/Pul) 4.00 3.60 3.70 3,50 3.50 3.31 3.07 2.97
Oil & N G L Produclio ■ Costs (Million $) 2,928.8 2.721.3 2.493.0 2.291.8 2.277.8 2.028.5 1.785.0 1.704.1

Note 1 Stata Ravanua ♦ Muni Oil P ro p  (Millions f ) 2,175.4 1.93G.2 2,347.B 2.998.7 2,2132 2,322.4 1,046.3 1,974.7
Oil & Gas Production Tax (Inc Exp Cradlt) 804.0 680.2 977.1 1,2898 898.1 066.6 675.4 772.5
Avg Econom ic Limit Factor (ELF) 0.792 0.785 0.938 0.926 0.926 0.927 0917 0.905
Qroae Oil A  Gas Royalty 890.1 7788 944.4 1.236.0 855.9 937.5 648.6 794.6
Property Tax Stale Share 96.4 89 9 834 82.8 783 633 63.1 56.2
Property Tax Muni Share 258.4 254.5 248.9 2420 248 4 258 6 245.0 248.6
Corporate Petroleum Income Tax 126.4 1328 93.8 148.1 132.4 94.1 14.2 102.8
income Tax Production 13.1 320 (64) 506 41.0 104 (62.7) 321

Income Tax TAPS 113.3 1008 100.1 97.S 91.4 836 76.9 70.7

Note 3 TAPS tax allowance (Millions $) 
TA P S  alter tax margin 
TA P S  deferred return

566 708 
308.2 
558.7

503.038 
257.4 
515 1

500714
303.0
4637

487.333
326.1
4197

456971
336.2
363.4

418238 
320 8 
296.9

384.699
322.0
245.5

353610
318.2
203.7

Note 4 Federal Revenue (Mllllone $) 
Percentage Federal

1,405.3
22.6%

1,154 2 
22.0%

1,546.9
22J%

2.097.2
23.3%

1.379.1
222%

1.588.7
232%

1,081.3 
22 J%

1,331.4
23.1%

Note 5. Com pany Net Revenue (Millions $) 
Percentage Company

2.634.7
42.4%

2.167.3
412%

2.895.5
42.0%

3,916 6 
43.5%

2.5820
41.1%

2,9468
43.0%

2,004.0
42.4%

2,469 3 
42.8%

Slats Ravanua • Muni Property (Million» $) 
°ercentar,a SU ia  A Local

2,175.4
35.0%

1,9362
36.8%

2,347.6
34.0%

2,998.7
332%

2,213 2 
35.1%

2.322 4 
33.9%

1,846.3
342%

1.074.7
342%

Total Ravanue Shared Slate, Federal, Company 0.215 4 5.257.6 6,7900 9.0126 6.174.3 6,857.9 4,731.5 5,7755

The Department o l 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 Source Booh Appendcej

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

F o d e ra l R e v e n u e  is  ca lcu la ted  a t  35% o f the drfle rsnce betw een  production va lue  and  production cost (nckKhng su ite taxes on  production) ptue 80% o l the T A P S  tax
4 allowance

00% is the fed rale drvxted by the sum of Ihe led and stale rales The maxxnum marginal led rate it 35%. Die state rale rs 9 4%
5 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 I  GAS REVENUES BETWEEN THE PRODUCERS, ALASKA GOVERNMENTS AND THE US FEDERAL
GOVERNMENT*

Production A  Value Added By TAPS
FY 1 S M FY 1897 FY199B FY 1999 FY 2000 FY 2001 FY  2002 FY 2003 FY 2904 FY 2005

Note 1 ANS Weet Coaat O il Price ($/Bbl) $17.74 $20 90 $15 80 $1273 $23 27 $27 65 $21.78 $28.15 $31.74 $4344
Traneportatlon C o i l  to Market (l/Bbl) S3 14 $4 50 $3 95 $4 26 $4 21 $561 $4.98 $4 88 $4.90 $4.51
ANS Oil Wellhead Price (t/Bbl) $1260 SIB 40 $1191 $8 47 $1006 $22 24 $16 80 $23 27 $20.78 $38 92
ANS Oil A MOL Production (Million Bbl) 1.474 1.404 1 275 1 164 1 035 0 991 1.004 0.991 0.980 0 917
OH A N G L 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 9,373.2 13.032.4

Note 2 Production Coets (J/Bbl) 300 307 4.24 4.07 5.10 5.96 6.*4 0.44 5.50 6.70
OH A NGL Production C o m  (Million $) 1.862.5 1.880.7 1.973 2 1.984.1 1,926.7 2,154.4 2,359.3 2.328.7 2,325.1 2.243.3

Note 1 SUte Revenue ♦ Muni Oil Prop (MUIione 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 2.412.0 3,223 5
Oil A  Oaa Production Tax (Inc Exp Credit) 754.2 915.2 5767 351.4 664.5 696.4 462.6 571.3 621.7 796 1
Avg Econom ic Limit Factor (ELF) 0 8647 0 8422 08176 0 7404 0 6817 06429 0.5975 05519 05322 0530
Oroaa Oil A Oaa Royalty 819 7 1,007.2 6033 403 4 898 2 1,100.9 762.8 1,146 4 1.290.1 1,754.5
Proparty Tax Stair Share 539 51.1 49.1 47 4 45.3 42.5 401 44.3 435 42.5
Property Tex Muni Share 245.0 240 5 231.6 226 6 2170 214.1 2130 2126 212.5 211.2
Corporate Petroleum Income Tax 1390 215 3 160 1 116 1 130.2 270.5 142.7 120 9 2390 4102
Income Tax Production 76 4 163.1 1166 76 1 007 230.0 101 2 795 108.3 3779
Incoma Tax TAPS G26 52 4 43.5 39 9 39 4 40.4 41.5 41.4 408 41.3

Note 3 TAPS lax allowanct (MiUwni $1 312900 262 094 217 331 109 651 197.131 202.201 207.427 206.771 203.922 206 702
TAPS altar tax margin 309.1 290 0 2752 250.6 243.2 248.5 255.1 2572 2532 256 9
TAPS deferred return 153.7 990 46.9 47 2 501 51.1 61.2 47 1 46.2 455

Note < Federal Revenue (Million! () 1,338 9 1,661 0 871.1 338 0 1.333 0 1,423.9 942 0 1,577 3 1.871.9 2,827.8
Percentage Federal 23.1% 232% 212% 1*0% 23.1% 22J% 21J% 23.9% 24.1% 2*4%

Note 3. Company Nat Ravanua (Million! S) 2.521 0 3.084 4 1.8190 629 0 2.418 0 2,643.7 1.747.4 2.9265 3.472.7 5.2470
Percentage Company 424% 43.0% 31.4% 29.1% 43.0% 41.4% 404% 44J% 44.1% 44.4%

SU te  Revenue ♦ Muni Property (M lllioni t) 2,011 7 2,429 5 1,620.7 1.144 9 1,955 1 2.324 4 1.821 5 2.0956 2.412 9 3.223 5
PercenUge SU te A Local 34.1% 33.9% 39.4% 542% 33.9% 3*4% 37.1% 31.1% 31.1% 2*3%

To u t Revenue Shared S U U , federal. Company 6,8922 7,174 B 4.1108 2,1119 5.764.2 6.392 0 4.310 9 6.599 5 7,757 5 11.298.3

The Department ol Revenue u  k i tlie p ro ce il Ol reviewing Ihe haloncal d iu  with an eye to reviling and improving the accuracy ol these e iirru ios 
No le i:

1 He venues. Pncei, and ProducUon taken Irom I  t i l  Revenue S o u rc t  Bw k Apperxli.es

Production Taxes ticluda o l and ga i aeverance. legulabon and coniervation and luuurdoul icicase I'roduclon fa«, Eaptoretfln Incentive! and Roya l* !, 1 WO thru 
2003 from Shortcut tls lory
p I S f i - n J i w i S L ? .  pe rcen t o l  vo lum e p roduced  In C o o k  Inlet (2 K |  lo  ca lcu la te  a C IT  lo r A N S
rrooucnon co tt it  uken Irom How Much a  Enough- by Hc/un l Feieberg lor FY tUW-l- V im .  Dept olHevcnue esWnalei lo r FY 1997-FY 2003 The Department wd 

I  La. evakrautg producUon coelt ei I ha future
3 TAPS tav, arter ta> margvi, and deferred return alowances Irom actual Nergi

H * v , n u *  •* C a tu la la d  a i  33%  o f Ihe de fe rence  betw een  p ruduCM n  va lue  aia) production cost (n c lu d n g  i la la  L u l l  o n  produCton) p k i l  <W% o l » ie  T A P S  tar 
* •Kw^ncc

fi0% n tfxj f«d rula 0'v.)td by Un %om of f#d •rvl »t*to mint Tfi# m*-«nuni nwrycml led mus l i  33 V  tf»# *lii« mm i \U4\
5 C o m p a n y  rw t m v tn u n  *  ca lcu la ted  a t  p io d u c lo n  v i m  l e t i  production c d t l l  I d i i  U r n  on  producUon p tu i 11 *  T A P S  • fu r  La- nfcmmnr* p O i d n U rm d  m»um



AUaU ol
PrVfrg* *nJ oortdetei 27.5% Tax Cap

prvtfci lmxxx, n 34 aw 
P*̂ * 1d7

Federal, Company and State Revenue Shares under the 2005 ELF Based Severance Tax System  & HB63
U»lr>g FY 2007 Production Volum»» from t l*  Spring 2006 R e v « ru *  S o u rc e s  B o o k

Sale* Price (l/Bbt)
Price

163.60 110 112 114 11« 118 120 122 124 126 126 130 132 134 131 138

C m Ii
Avq Tran* ToM*rti©t 
Wtdhead Prv* (VBU)

16 20 
S t / 40

$6 20 
S3 60

1620 
15 60

16 20 
17 60

16 20 
19 00

1620 
111 80

16 20 
113 00

16 20 
11580

16 20 
11700

1620 
119 B0

16 20 
121 80

16 20 
123 80

16 20 
1 2 5 M

16 20 
127 80

16 20 
129 80

18 20 
$31 60

Volume
Orf production 'nrdkcmt bUe/day)
NGL producbon (m**on* bhtoAlay)
ANS Production (04 and NGL) (LNkon BIW r)

0 702 
0033 
3012

0792
0033
301.2

0 792 
0033 
3012

0 702 
0 033 
3012

0 792 
0 033 
3012

0702 
0 033 
301 2

0  792 
0 033 
301 2

0 792 
0 033 
301.2

0 792 
0033 
301.2

0 792 
0033 
3012

0 792 
0 033 
3012

0 792 
0 033 
3012

0 792 
0 033 
3012

0 792 
0033 
301 2

0 792 
0033 
301.2

0 792 
0033 
301 2

Production Value (UUUon S) 14275 2 11431 1745 5 234 7 9 29503 35827 41551 47575 53508 50622 6564 6 71670 7769 4 8371 8 6974 2 95766

Production Coele (VBW) 
ProducUon Coe la  (MMHon $)

16 32 
2505 9

S6 32
2505 9

18 32 
2505 9

16 32 
2505 9

18 32 
2505 9

16 32 
2505 9

16 32 
25050

16 37 
2505 0

18 32
2505 0

16 32 
2505 9

18 32 
25050

18 32 
2505 0

16 32 
2505 0

18 32 
2505 9

18 32
2505 9

18 32
2505 9

Severance Ta iaa
N G L Severance T a i 
Oee Severance Tax 
Maxerdoua Release

19 BT 
3.10 
7 59

1 55 
025  
750

238 
036  
7 50

322 
0 51 
7 50

406
064
7 59

490 
0 77 
759

5 74 
0 00  
7 59

658
1 03 
759

7 42 
1.16 
759

8 26 
1.29 
750

9 10 
143 
7 59

9 03 
1.5C 
7 59

10 77 
1 69 
759

11 61
1.62
759

1245
195
759

1329 
2 08  
7 59

Od Severance Tax with E LF  Baaed Save f in e r 
OH Severance Tex with HB4J

953 4 
2553 1

107.7
633

128 5 
1096

1680
1654

207 7 
2313

2473 
276 9

287 0 
3224

376 7 
404.7

3663
4961

406 0 
506 7

445 7 
706 3

485 4
825 1

525 0 
9530

564 7 
1090 0

6044 
1236 1

644 0 
1391 4

Per Barrel (XI ANQL Severance Tex 
WMh Aggregation 
Under HB43

S3 17 
16 46

SO 36 
$021

10 43 
10 36

10 56 
10 55

10 69 
10 77

10 82 
10 92

S096
1107

1106 
11 34

11 22 
$1 65

1135 
11 08

11 48
12 35

11 61 
12 74

11.74
1310

11 87 
13 62

1201 
14 10

12 14 
14 62

Royalty
O/oee ANS 
per bW royalty

10416
1611

204 2 
SO 68

2703
1003

3543 
11 18

429 4 
1143

504 5 
1167

579 6 
$1 92

655 3 
12 18

7310 
12 43

8064 
S2 68

881 7 
12 03

957 0 
1318

10323 
13 43

1107 6 
13 68

11829 
13 93

1258 2 
1416

Property Tat
S u e  Share (ANS only)
Muni She reShare (ANS only)
Tota l properly tax (production plua TAPS) 
Property tax per bW

340  
204 2 
236 2 
SO 79

340  
2042 
7362 
$0 79

340 
2042 
2362 
10 79

340 
204 2 
2382 
10 79

34 0 
204 2 
238 2 
1079

340 
2042 
238 2 
10 79

340 
204 2 
238 2 
10 79

340 
204 2 
238 2 
10 79

340 
2042 
738 2 
10 79

340  
204 2 
238 2 
10 79

340 
204 2 
238 2 
10 70

340  
2042 
238 2 
$0 79

34 0 
2042 
236 2 
10 79

340 
204 2 
2382 
10 79

340  
204 2 
2362 
10 79

340  
2042 
236 2 
10 79

Total Severance, Royalty, S te le  and Loca l Property la 
Under ELF  Based Severance Ta*
Under HB63

I M
3063 9 
4663 6

5505
5151

656 3 
637 4

771 9 
769 3

887 6 
9112

1003 3 
1032 8

1110 1 
1154 5

1735 3 
13134

1351 7 
1481 5

1467 7 
16584

15837 
1844 3

1609 6 
2039 4

18155 
2243 5

1931 5 
2456 8

20474 
2679 2

2163 4 
29107

Corporate Income T a t (ANS) 
Production 
TAPS
Total Petroleum

495 1
432 

1538 38

1690 
432  

$233 18

2039
432

1247.16

2179 
43 2 

1261 18

231 9 
43 2 

1275 16

245 9 
43 2 

1269 16

259 9 
43 2

1303 IB

273 0 
43 2 

131718

267 9 
43 2 

S331 18

M l  9 
432  

1345 IB

3159 
412  

1350 18

3299 
43 2 

1373 16

343 9 
432 

1367 IB

357 9 
43 2 

1401 18

3719 
43 2 

1415 18

385 9 
43 2 

1429 16

TAPS tax allowance (MiMlone 1) 
TAPS  after tax margin 
T A PS  deferred return

216 22 
2 67 39 

46 66

21622 
267.30 

46 86

21622 
267 30 

46 88

216 22 
267 39 
49 86

21622 
267 39 

46 8a

216 22 
267 39 
46 88

21672 
26739 

46 88

216 22 
767 :vi 

46 88

216 22 
267.39 

46 86

21622 
267 39 

46 88

21622 
207 39 

46 88

21622 
267 39 

48 66

21622 
267 39 
46 66

216 22 
267 no 

46 68

21622 
267 39 

46 88

21622 
207 :ra 

46 88

A .v * n u *  S h a r .  w tth U n d » r E LF  B a w d  S«rM »nc* t i l
f«dw * l Heywxyi(k**on»)) .104(1 f. -U S  3

H i w O O l  Tcaal 74.9% OjO \CaT'twvy Kal Ksvarvdi |U a c n i 1) 1610 0 -tout 7
P w t a i . la o a  Total 4* .* %  0 -0 %

Stitd  Rovtmu* • U w l SO ifo  Cd Hior«(Ty(U*or 3607 3 702 7
PwMKitaga Tolal n  J%  0.0%

T o ia l FWvarHM Sn a 'eO  O la la , Fm vkW . C om pany 12220  0  0 3 2  3

B a r a n v a  Otvara U ndar (1 0 03
F a d a ra llla v a n u a iu a o n a t l 2 4 0 0  0  -1 1 0  0

PlwranUda t u a l  3 0  7%  0  0 %

Company N « l) e v c n u o (U a o m l|  46111 -102011
Panan u g a  ToW 37.S% 0.0%

Clala navimua • (Ajni G lu io  04 Piopmty |M > o 1202 0 740 3
Paccanuga foul 423% 0 0%

Toul Revivioo Sfu id l SUUi. FmlflUl.Comcuny 172000 *12 3

004 3 
0.0%

•278 6 
0.0%

-63 3 
00%

1021
u %

26/5
174%

432 8 
116%

5U6 0 
17.7%

•739.2
0.0%

■431.6
00%

•124 6 
00%

1827
118%

489 6 
224%

796 7 
264%

11035
224%

90.15
0.0%

10330
0.0%

1162 7 
0 0%

12924 
• 1.0%

1422 3 
654%

1562 5 
M I N

1682 0 
46.7%

•229 9 372 5 974 8 1377-2 21/9 6 2782 0 33844

•367 0 
00%

•2270
0.0%

•716
00%

91 0 
5.0%

255 1 
11.7%

405 4 
144%

352 5 
14 7%

• 726 9 
0.0%

•430?
00%

•1400
0.0%

1635
104%

406 6 
2 1.4%

740 0 
H i %

10192
30.1%

6846
0.0%

1030 5 
00%

11664
00%

1322 0 
M I N

1457 7 
M  IN

16306
666%

10127
62.4%

229 9 372 5 974 6 13772 2179 6 2782 0 3364 4

763 3 
10.1%

9?B 7 
204%

10040
21.1%

1259 4 
21.7%

1424 7 
224%

15001
22.7%

17554
23.1%

14106
304%

•7177
27.4%

2024 5 
2i.0%

2331 9 
404%

26390
414%

2946 0 
42.1%

32531
444%

16129
454%

1942 6
4:4%

2072 8 
B I N

2202 7 
340%

2332 7 
364%

2467 0 
354%

2502 0 
34.1%

39666 45892 5191 6 5794 0 8306 3 6026 7 7601 1

696 6 
174%

637 4 
164%

975 1 
16f%

1109 6 
164%

1240 9 
164%

1369 0 
10 6%

14919
107%

1268 7 
324%

1548 3 
337%

180)9
34.7%

2053 7 
314%

2297 5 
35 0%

2535 4 
344%

2767 4 
36.4%

200.16
60.2%

22013
44 0%

24126 
44 1%

26J07
44 4%

2658 0 
♦4.7%

2004 4 
44 IN

33390
43.0%

3U66M 4589? 51916 6794 0 6106 3 6996 7 7601 1



—-- Oi+nT<~J d M«v«ru« 
«/»j oor<*W«^J

140 142 144 M 4 146 660 162 1*4 114 194

16 20
133 60

16 20 
135 60

16 20 
137 60

16 20 
139 60

16 20 
141 60

16 20 
143 60

16 20 
145 80

10 20 
14760

1670 
149 00

16 70 
151 60

0 792 
0033 
3012

0792
0033
3012

0 792 
0 033 
3012

0 792 
0 033 
3012

0 782 
0033 
3012

0 792
0 01.1 
301.2

0 792 
0 03.1 
3012

0 792 
0 03.1 
3012

0792 
0 033 
3012

0 792 
0 033 
3012

101790 107813 11363 7 11860 1 12566 5 131909 13783 3 14395 7 149881 166005

16 32 
2505 8

1632 
2505 9

16 32
2505 0

16 32
2505 9

16 32
2506 0

16 32
2506 0

16 32
2505 0

16 32
2506 0

18 32
2503 9

18 32 
2505 9

14.13
221
750

14 97
234
759

15 HI 
247  
759

1665 
260  
7 59

17 4fl
2 73 
750

1832 
2B6 
7 59

1916
300  
7 59

2000 
3 13 
759

20 64
376
759

2168
309
758

6637
15557

723 4 
17292

763 0 
1911 7

602 7 
2067 B

642 4 
21768

862 0
2301 0

821 7 
2424 9

961 4
25504

10010 
2677 7

10407 
7806 6

1227
1517

12 40 
15 74

12 53 
16 35

12 67 
16 63

12 60 
17.23

12 83 
17 64

1106 
16 CO

13 10 
1647

13 32 
18 89

13 46
19 32

13335 
14 43

1406 8 
14 66

1464 1 
14 03

15594 
15 16

1634 7 
1543

17100 
15 66

1785 3 
15 93

16606 
16 18

19359 
16 43

20112 
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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 <S, 2006



Taxing on the Gross is 
Straightforward

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

• The sales value is easier to verify than 
company profits

3



PPT Bets Alaska’s Future On
High Prices



According to the U.S. Energy Information Administration:

Annual
Energy
Outlook
2006 ..

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

(m - rgy  In  f o i r » j  !.£■•! iUJ .T ,.n ;iS i.a t»pn



According to BP....

• “It is very likely that, in the medium term, 
prices will stand at about $40 on average.

-Lord John Browne, CEO of BP
(Guardian Unlimited, 7/12/2006)*

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



Gas Field Costs

• P ro d u c tio n  R a te  of G a s  (E x c lu d in g  CO,) - 4 .5  B ef/d

- D elivery  in to  P ip e lin e  4.3 B ef/d

• G a s  D e liv e red  a t A lb erta  4.2 B ef/d  

’ P ip e lin e , G TP C o n s tru c t io n  C o s ts  (2005 SM)

- t o A E C O  (M ost L ikely C a s e )  S13.G00

-  to  C h ic a g o  (U nlikely) $21 ,000

• A d d itio n a l U p s tre a m  In v e s tm e n t
In c lu d in g  PTU C ap ita l, PT F e e d e r  L ine & $9 ,200
YTF G a s  C ap ita l -  80%  G a s -R e la te d  (2005 SM)

• P ip e lin e  C o m m iss io n  D ate  2015

• Full Capacity Date 201G



What is Additional PPT Revenue 
at $40/bbl?

According to Econ One:

Governor’s PPT1: $490 Million over status quo
House PPT2: $588 Million over status quo
Senate PPT3 : $492 Million over status quo

1 sn 2001
-lies ess i $2ooi ^
•’ rssn 2001 K etm l)ne. 5 /20 /00 . O.'N/OO



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 quo

40% of $9.2 billion in gas field costs = $3.7 Billion
1 su :<m>i
• IICSCSSM JUKI
' c.ssh :ooi
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Gas Field Credits & Deductions 
Should be Taken from Gas 

Taxes, not Oil Taxes

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

-Jack Coajiill & Vic Fischero

Anchorage Daily News 7/19/06
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WOOD MACKENZIE
GLOBAL OIL AND GAS —  RISKS AND REWARDS 2004

A l a s k a ' s  P r o f i t a b i l i t y -  Full Cycle, Post G o v e r n m e n t  I alee

Kate  o f  R e tu rn  ( IRK -  N o m in a l )

Low Pr ice  ( S I 6) Rase P r ice  ($22) High P r ice  ($35,

A l a s k a ’s R a n k in g 1 ^ 4 9 14/52 14/53
A l a s k a ’s i i i R Ik. 09% 23.57% 29.1 |%

( ,'Iobal A ve rag e  1 RR 1 .S. 20% 18.94% 23.07%

l u ll  ( s o l e  G o v e r n m e n t  l a k e

Full Cycle G o v ’t I akc ( %  O f  Pre- l ake Net Cash  Flow. In d i s c o u n tc d )

Low Price ($16) Rase Price ($22) llt.,i. Price ($35)
Alaska 's  Ranking 33/54 24/54 19/55
Take on AK Product ion 71.70% 63.63% 58.40%

G loba l  Ave. l ake 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.

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

14



The ELF & The Production Tax

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

• 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?

• “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 ( i n c l u d e s  a g g r e g a t e d  f ie ld s ) 108 ,668 ,811 1 2 .3 8 %
KUPARUK 2nd L arg e s t  in US 4 6 ,0 6 3 ,3 6 5 0 .0 0 %

W ES T SAK 2 9 th  la rg e s t  in US HVY 7,606 ,381 0 .0 0 %

TABASCO HVY 1 ,5 8 3 ,7 3 5 0 .0 0 %

TARN 6 7 th  la rg e s t  in US 6 ,8 7 9 ,1 5 5 0 .0 0 %
M ELTW ATER 9 4 th  la rges t in US 1 ,2 0 5 ,0 4 8 0 .0 0 %
M ILNE POINT 1 3 th  la rg es t  in US 9 1 2 ,5 0 0 0 .0 0 %

SCHRADER BLUFF HVY 6 ,4 4 2 ,2 5 0 0 .0 0 %
ENDICOTT/SAG DELTA 2 7 th  la rg es t  in US 5 ,7 2 9 ,5 8 8 0 .0 0 %

EIDER 0 0 .0 0 %

BADAMI 3 2 8 ,5 0 0 0 .0 0 %

LISBURNE 3 ,0 4 5 ,9 1 8 0 .0 0 %
NIAKUK 93rd la rg es t  in US 2 ,3 9 3 ,4 1 6 0 .0 0 %

NANUQ 7 4 6 ,4 2 5 0 .0 0 %

ALPINE 3 8 ,4 8 4 ,8 7 0 1 1 .9 3 %
NORTH STAR ( i n c l u d e s  f e d e r a l  v o lu m e ) 1 6 ,1 5 6 ,3 6 0 6 .1 0 %

LIBERTY 0 0 .0 0 %

KNOW N ONSHORE 0 0 .0 0 %

KNOW N OFFSHO RE ( 0 3  +  N IO) 0 0 .0 0 %

FIORD 2 ,7 5 5 ,7 5 0 0 .0 0 %

FICRD-KUP 1 ,2 4 5 ,7 4 5 0 .0 0 %

'A p p ro x im a te  of P r u d h o e  & A g g re g a te d  Fields
** P ru d h o e  B a y  a g g r e g a te d  fiU ds in c lu d ed  P o la r is  (57th), O rion  (83rd), B orea lis  (44th) a n d  PI. M cIntyre (28th)

Simii i': AK I )f|>( ul' Revenue
IS



Post 1989 Company Cost Savings
-  Shared Facilities

• Tarn is produced via Kuparuk’s facilities.



Cost Savings at Tarn
• Nation’s 67lh largest oil field.

• Tarn required only two drill sites and three ten mile 
pipelines to Kuparuk’s

• Pays 0%
Production Tax.

facilities.



Alaska’s Shrinking ELF



The Shrinking ELF

1993 avg. North Slope Production Tax: 13.5%

In 2004 it had fallen to 7.5%

If we do nothing, it will fall to approximately 1.5% 
by 2015

-  Source: Dept, o f  Revenue 2005 Source Book



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



all the free cash generated when the oil price is 
above that level would be returned to shareholders
through buybacks.” 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 oil.

S o u rc e :  J u n e a u  E m p ir e .  1 2 /1 3 /0 4
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BP & ConocoPhillips 
Alaska Profits

Year 2002 2003 2004

Average Price of Oil $24.72 $29.64 $38.84

Alaska Profits

ConocoPhillips $870 Million $1.4 Billion $1.8 Billion
$550 Million $872 Million $1.8 Billion£ 4 0D/

Company Profit Margin
ConocoPhillips 29.0% 40.5% 41.8%
B P  23.3% 27.5% 48.0%

2005

$53.48

$2.55 Billion 
$2.6 Billion

43.1%
53.0%

”  ConocoPhillips information from C onocoPhillips  a n n u a l  reports .  B P Information from S E C  filings form 20-F.
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A Fair Share?
In FY ’05 oil company North Slope profits were 
$2 Billion more than State share.

m  S tate 's Profit Share 

□  C orporate Profit Share

$3.2 Billion

$5.2 Billion

•j V « ' ' t :

Source: AK Dept of Revenue



FY 2005 Oil Company Profit Margins

Gross Revenue from North
Slope Operation: $13 billion

Estimated Corporate Profits: $5.2 billion

Corporate Profit Margin: 40.3%

Source: AK Depl o f  Revenue



Last Year’s Profits
In FY ’06 oil company North Slope profits grew to an 
estimated $2.7 Billion more than the State’s share.

8.0
$6.9 billion

7.0

6.0
5.0

4.0

3.0

2.0 

1.0 

0.0

■  S tate 's P ro fit Share 

□  C orporate Profit Share

$4.2 billion

Profits rim
ExceedCA U W 7U

State
D o i / a n i  i d

Source: A K  Department o f  Revenue



Last Year’s Profits?
In FY’06 ANS Prices Averaged Approximately $62/bbl

At $i
Producer Gross Revenue: $16.8 Billion
Est. Producer Net Profit: $6.9 Billion
Profit Margin 41%

Exceeds State Share by: $2.7 Billion

Source. Alaska Depl. o f Revenue estimates, 2()()h 
Awaiting final FY06 numbers from DOR



Fair Changes = Fair Revenue
Current La w  R e v e n u e  Sh ar es

$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
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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%
$ 8 0/b b 1 43.7% 35.3%



How the bill works -  
5% “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%
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How the bill works 
Price Factor

Pedro Van M eurs’ 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 o f 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.


