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For the record, my name is Angus Walker and I am the Commercial Vice President o f BP 
Alaska.

1 would like to start by thanking this Committee for the opportunity to again provide testimony 
on Committee Substitutes for Mouse B ill 488 &  Senate B ill 305.

I w ill not repeal our previous teslimony. but would like to spend a few moments on the key issue 
for Alaska, production decline.

b ill io n  d o lla rs  pe r year).

• A t  the c u rre n t ra te  o f  dec line  p ro d u c tio n  w il l he abou t 450,000 b a rre ls  p e r day in  10

sustainable benefits for Alaskans. A lower tax rate w ill also mean a healthier oil business and 
s ^  ' ' which to build the gas pipeline.
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Since 1999, both Industry and DOR have consistently overestimated production and have 
annually revised production forecasts down significantly. This is o f great concern to us as it w ill 
be to you.
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Many o f you have heard us state that ANS production is declining at Ml per year. Why do we 
say that? For the eight years leading up to 2000, ANS production declined at a rate o f about M/t 
per year. The development o f Alpine, Northstar. and the Prudhoe Bay Satellites between 2000 
and 2002 successfully stemmed North Slope decline for a number o f years. However with 
NorthStar A: Alpine on plateau or declining, 2005 saw a return lo the M/< decline rate that has 
characterized this basin in the past. Unfortunately for all o f us. there are no more fields o f Alpine 
or Northstar’ s magnitude waiting to be developed.



In v e s t m e n t  le a d s  to  P r o d u c t io n
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Increased Capital stems decline
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The decline abatement experienced about 2000 required investment levels above historical 
averages. This graph demonstrates the cause and effect relationship between investment and 
production.

This graph also extrapolates the 6% historical decline to demonstrate what w ill happen to 
production i f investment remains at current levels. W ith in ten years ANS production w ill he 
approximately 450 mbd. This projection assumes investment stays at historic levels and is not 
adversely affected by increased taxation.
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Significant additional investment is required to offset decline

□ Spring 2006 DOR Forecast
□ With lis to ric  Decline 
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I lie latest D O R  2 00 6  sp rin g  fo recast is the line a b o v e  the b lu e w e d g e . T h e  w e d g e  represents the d iffe re n c e  b etw een  the S p r in g  fo recast and e x p e cte d  d e c lin e  at current in v e stm e n t.
T h is  ca u se  &  e ffe c t  (in v estm en t and p ro d u ctio n ) d em onstrated  in the 1098 to 2004 tim efra m e  provid e  a v iv id  illu stration  o f  w h y s ig n ific a n t in vestm en t is required to m eet the i X ) R  S p rin g  fo re ca st. T h is  fu ture can  o n ly  be realized  i f  A la s k a  a lso  re a lize s a s ig n ific a n t in vestm en t in cre a se . It is u n realistic  to assu m e that the tax increase co n te m p la ted  by the current v ersio n  o f  S B 305 w ill lead to a s ig n ific a n t in vestm en t increase -  lik e  the o n e  A la s k a  need s to m o rro w . W e  need to ask o u rse lv e s w hat w e w an t? U n le ss  those in v estm en ts are m a d e, d e c lin e  w ill co n tin u e  at the current rate and the D O R  w ill be re v is in g  its p ro d u ctio n  forecast d ow n  yet a g a in .
The blue w e d g e  is 1.3 b illio n  barrels o f  p rod u ction  o v e r tw en ty years. A t to d a y 's  p rices that represents tens o f  b illio n s  in state revenu e lost b eca u se  o il w as left in the g ro u n d . T h is  is before a n y  co n sid era tio n  for the e c o n o m ic  m u ltip lie r  e ffe c t that the b illio n s  o f  in vestm en t w o u ld  h ave created fo r the e c o n o m y , fo r  jo b s , for A la s k a n s  and fo r A la s k a n  b u sin esses.

I f  the i| ’e slio n  is. "h o w  d o  w e m a x im iz e  b en e fits  for the p eo p le  o f  A la s k a ? ”  W e  b e lie v e  that the an sw er is not, “ b y  in cre a sin g  ta x e s on the o il in d u stry ."



It is important to recognize that there is a big difference between production forecasts that have 
been used to demonstrate the mechanics o f the PPT tax and Alaska's current reality. You w ill 
recognize the forecasts below. The key point here is that the DOR “ low volume”  and “ high 
volume” production scenarios would necessitate significantly more investment than Alaska is 
attracting today. The “ low volume” forecast would require at least twice the current level o f 
investment (c. $1 bn per year) and the “ high volume” scenario, much-much more. Given this 
fact, we believe it is unreasonable to assume that these scenarios represent the future profile in 
Alaska after a tax increase like the one contemplated today.

P r o d u c t io n  P r o f i le s
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C o n c lu s io n

o The decline o f North Slope production is (lie most serious threat to Alaska’ s future.

o The tax regime you approve w ill directly impact how attractive Alaska is for investment 
and that w ill translate into a new investment and decline profile.

o The highest state revenue is derived from the greatest production not highest tax. And 
benefits are maximized when increased investment spurs economic activity, creates jobs, 
offsets decline and extends the life o f Alaska’s oil and gas businesses.

The 20 percent PPT lax would increase the marginal tax rate on our Alaska operations from 56% 
to about 61%. According to the DOR. this would generate an additional $1 billion a year in stale 
revenue at current o il prices and swell the state’s substantial budget surplus.

BP agreed not to oppose this significant o il tax increase as a means o f advancing the gas project.
It was not an easy concession to make.

First, this increase in tax only makes sense i f  the future includes a gas pipeline. W ithout gas 
production, this tax increase -  over time -  w ill speed the decline and shorten the economic life o f 
existing North Slope fields.

A lower tax rate w ill reduce risk by attracting more investment and generate more production, 
more revenue, more jobs, more economic activ ity, more contributions to the Permanent Fund and 
more sustainable benefits for Alaskans. A lower tax rate w ill also mean a healthier o il business 
and stronger foundation on which to build the gas pipeline.

On behalf o f BP I would like to thank you for this opportunity to testily.

Angus Walker 
Commercial Vice President 
BP Exploration (Alaska) Inc.

Note: BP has separately provided the committee written documentation summarizing the key 
issues relation to the proposed legislation and BP's specific recommendations and rationale for 
those recommendations fo r  the committee's consideration. I Reference letter o f April 27, 2006 
from Anyas Walker to House finance Co-Chairs ( lienault and Meyer!

t)



A ngu s J .  W alker
Commercial Vice President
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BP Exploration (Alaska! Inc.
P.O. Box 196612
900 East Benson Boulevard
Anchorage, Alaska 99519-6612
(907) 564-4761
(907) 561-5111
Fax (907) 564-5598
W alkerA4@ BP.com

April 27, 2006

The Honorable Mike Chenault 
Co-Chair, Committee on Finance 
The Alaska House o f Representatives 
Alaska State Capitol, Room 505 
Juneau, AK 99801-1182

The Honorable Kevin Meyer 
Co-Chair, Committee on Finance 
The Alaska House o f Representatives 
Alaska State Capitol, Room 501 
Juneau, AK 99801-1182

Re: PPT Legis lation: Corrections to O u r Le tte r E a rlie r Today

Dear Representatives Chenault ana Meyer:

During the course o f our testimony to the House Finance Committee today regarding the PPT, two errors were 
identified in the written letter that we submitted in conjunction with our testimony. We would like to take this 
opportunity to correct them for the record. First, on page 2 o f that letter in the last paragraph under “ Special 
Conditions on Using Capital Credits,” the reference in bold font to “ AS 43.55.1600) and (k)” should have been 
to “ AS 43.55.024(j) and (k)” . Second, on the last page o f that letter in the third-to-last paragraph, the reference 
in bold font to “ subsections 0) and (k) in AS 43.55.160” should have been to “ subparagraph (dX2XP) and 
subsection (i) in AS 43.55.160” .

We apologize for not having caught these errors before submitting the letter, and we thank you for this 
opportunity to correct them.

Angus J. Walker
Commercial Vice President, BP Alaska

Y „-.s sincerely,

mailto:WalkerA4@BP.com
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Angus J .  W alker
Commercial Vice President

BP Exploration (Alaska) Inc. 
P.O. Box 196612 
900 East Benson Boulevard 
Anchorage, Alaska 99519-6612 
(907) 564-4761 
(907) 561-5111 
Fax (907) 564-5598 
WalkerA4@BP com

A p ril 27, 2006

The Honorable M ike Chenault 
Co-Chair, Committee on Finance 
The Alaska House o f Representatives 
Alaska State Capitol, Room 505 
Juneau, A K  99801-1182

The Honorable Kevin Meyer 
Co-Chair, Committee on Finance 
The Alaska House o f Representatives 
Alaska State Capitol, Room 501 
Juneau, A K  99801-1182

Rc: PPT  L eg is la tio n

Dear Representatives Chenault and Meyer:

Thank you for the opportunity to comment on the proposed PPT legislation pending before the House 
Finance Committee. In my opinion, the greatest threat to Alaska’s prosperity, jobs and economic we ll­
being in the future is the ongoing decline o f oil production. To counter this threat there must be a major 
increase -  at least a doubling -  o f industry investment on the North Slope. The structure o f the PPT 
has the potential to make Alaska more attractive to investors, but it w ill only serve Alaska well i f  the 
numbers are right and the mechanics are clear and workable. As drafted the b ill threatens to frustrate 
this potential. Follow ing is BP’s view o f the key provisions and recommendations for the committee’s 
consideration:

PPT R a te .
o OH: Significant additional investment is urgently required to stem North Slope production

decline. More investment, more production, more jobs, and the resulting benefits to the state
economy are better fo r Alaska than short term increases in revenue. And more investment
promises greater total state revenue in the long run. We therefore urge the Legislature to adop t 
an o il ta x  ra te  w h ic h  is less than  20 percen t.

o Gas: An e ffe c tive  PPT  4 *x ra te  o f  1/3 th a t p roposed fo r  o il is a p p ro p r ia te  fo r  gas.
I f  there is a desire to tax gas or a particular category o f o il at a different rate from the general one, the 
best way to do it is to exclude a portion o f the value o f that o il or gas from the PPT calculation instead 
o f creating a separate PPT rate for it.
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P rogressiv ity . We remain firm ly o f the belief that fu r th e r progressiv ity above tha t prov ided by 
the PPT s tru c tu re runs counter to A laska ’s goal o f m axim iz ing benefits fo r its people. We
continue to hold that investment and economic growth provide more benefit and revenue than 
increased tax. Further, i f one can jus tify , which we cannot, increasing the tax rate as the price o f oil 
increases, then is it not equally justifiab le to reduce it as the price o f oil falls?

However, i f the Legislature views progressivity as a necessary element o f PPT, care should be taken to 
ensure the structure chosen is durable. Specifically we would contend:

o I t ’s preferable to base progressiv ity on the net “ p roduc tion tax value”  as the Senate Finance 
CS did. To do otherwise would introduce a deterrent to investment as costs o f production 
increase and consume a larger portion o f the value o f the oil.

o The trigger point for progressivity must be adjusted fo r in fla tio n or it w ill increasingly 
become unreflective o f economic reality. It is worth recalling that the $33 price for North 
Slope o il in 1980 is equivalent to more than $71 today, solely because o f inflation.

C ap ita l C red its . Because o f the design o f PPT, a higher credit w ill increase reinvestment in Alaska 
and help meet Alaska’s urgent .iced for significantly increased investment to counter North Slope 
production decline. The proposed 25% cred it fo r cap ita l expenditures in the Senate’s version is 
supe rio r to the 20% credit in the House Resources CS.

Special Cond itions on Using Capita l C red its . This change was added to the PPT by a floor amend­
ment in the Senate. Superficia lly it sounds like a good idea: requiring the producers to pass on the 
benefits o f their PPT credits to third parties who are using the producers’ production facilities and 
pipelines. This would be logical i f the PPT were part o f the costs that producers include in the tariffs 
and fees charged for using their facilities, but PPT won’ t be part o f those costs any more than state 
royalties on the producers’ production would be. Tariffs and fees are based on the operating and 
capital costs for the facilities, not on the obligations that fall on the producer as a result o f producing its 
own oil or gas, such as royalty, PPT or something else like income tax.

CvSSB 305(F IN )AM further provides that i f the PPT-credit benefit is not passed on to third parties 
through the tariffs and fees producers charge for using their facilities, DOR can disallow the credit 
retroactively for the periods when it is found not to have been passed on, This would throw the value 
o f a credit completely up in the air until DOR can audit and confirm that the benefit from it was passed 
on. The effectiveness o f the credit as an incentive for investment w ill be all but lost because o f the 
uncertainty caused by the unnecessary and ill-advised provisions in AS 43.55.160(j) and (k) o f the 
Senate’s version, which should be deleted as bad policy acting d irec tly against the in ten t o f the 
PPT h ill and the need to a ttra c t investments to Alaska.

T ran s itio n (T IE ) C red its . It is appropriate and common practice to allow transitional re lie f for 
investments made under the HLF-based production tax. When Alaska switched from separate- 
accounting to its present income tax at the end o f 1981, it provided transitional re lie f even though, as in 
the past five years, o il prices had risen significantly while separate-accounting was in effect.

CSSB 305(F IN )AM recognizes capital investments during the five years before PPT, but lim its the use 
o f the credit according to how much new investments arc being made. While this lim itation introduces 
a hurdle which a producer must overcome before it can get the benefit o f the T IB credit, we recognize 
it is consistent w ith addressing the need for significant additional investment that is so urgently
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required to stem North Slope production decline, and so we accept the Senate-passed version as a 
reasonable reso lu tion o f the trans ition issue.

E ffective Date. Retroactivity is both unfair and problematic and could lead to delays, disputes and 
litigation, particularly when it involves the complete restructuring o f a major tax like the proposed 
transformation o f the ELF-based production lax into the PPT. Ap ril lM as an effective date already 
involves a degree o f retroactivity, which becomes greater and more unfair w ith each day. Ju ly 1, 2006 
would he an acceptable effective date, provided there is a trans itiona l provis ion a llow ing 
taxpayers to rep o rt in it ia lly  on (be basis o f the present ELF-based tax fo r a reasonable tim e un til 
they can adapt th e ir com pu ter systems and software to the new PPT, and then they would pay 
the difference.

Use o f Roya lty Netbacks fo r PPT. The House Resources CS, like the original B ill, would authorize, 
but not require, DOR to lei producers determine the “ gross value at the point o f production” o f their 
taxable oil and gas on the basis o f three alternative approaches: the netback determined under their 
royalty settlement agreements w ith the State, the netback determined on a basis acceptable to DNR in 
the case o f production from state lands (to the U.S. Interior Department when state land is not involved 
but federal land is), and “ another formula” adopted by DOR for determining the value o f o il or gas “ at 
a specific geographic location.”

The version passed by the Senate deletes reference to these three netback approaches altogether. The 
resulting silence on the matter in the Senate version would not bar DOR from using either or both o f 
the royalty-based approaches, nor from using some other royalty-based approach. Since the door for 
using them remains open, we believe it is better fo r the Legisla ture to c la r ify th e ir in ten tion and 
provide specific guidance pe rm itt in g DOR to use royalty-based netbacks as the House Resources 
CS does.

D isallowance o f “ Abandonm en t”  Costs. This is a feature o f the Senate-passed B ill that is not in the 
House Resources CS. We also believe these provisions arc unnecessary because o f the already- 
existing provisions in all versions o f the B ill that require costs to be “ ordinary and necessary”  costs o f 
producing oil or gas from that field in order to be deductible.

Worse, the Senate's provisions arc ill-drafted and overly broad. Every time we cement an existing 
well, it might arguably constitute an “ abandonment” o f that well, even though we cement it in order to 
redrill it to a different bottom-hole location. S im ilarly, any time we replace a worn-out or out-dated 
piece o f equipment or hardware, the removal o f the old one might arguably constitute an 
“ abandonment”  o f it. Applied in this fashion, the current version o f SB 305 would open up normal 
field operations to almost innumerable “ mini-abandonments" on an practically everyday basis. Anti 
for each “ abandonment" its costs would be partia lly disallowed in proportion to the ratio o f cumulative 
production as o f the PPT effective dale to the cumulative production as o f the date when the 
“ abandonment" occurs. This scenario would make PPT almost impossibly complex for producers to 
comply w ith and for DOR to administer and enforce. For these reasons we believe (be 
“ abandonment”  cost provis ions in (he Senate version should not be included in the House 
Finance Comm ittee ’s CS.
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90% vs. 95% “ Safe H a rb o r” . Whether at 90% or 95%, the present provisions to not account for 
practical lim itations in the real world ind thus are unduly harsh and unfair. Producers cannot know in 
the early months o f the year what that year’s capital expenditures are going to be, both in terms o f how 
much o f the budget w ill be spent and in terms o f how much whatever is spent w ill end up being 
properly classifiable as “ capital”  expenditure, which generates a tax credit. I f capital spending comes 
in below budget for a year, the deduction and the tax credit for it w ill be less than planned earlier in the 
year, which in turn w ill make the PPT for those early months higher than planned at the lime the 
payments for those months were made. Coming in under budget is a good thing that the Stale should 
encourage, but as the PPT is drafted now, it w ill like ly trigger penalties and interest the further below 
budget the expenses are.

A 95% figure could be used for the “ safe harbor” i f it is based on the cumulative PPT for the current 
and prio r production months in the year, using the information currently available at the end o f each 
month o f production. The 95% PPT payment could continue to be "due”  at the end o f the month after 
the one when the o il and gas arc produced, which w ill allow interest to accrue starling then on an 
underpayment that falls outside this “ safe harbor.” The AOGA le tte r o f A p r i l 13,h inc luded a 
proposal to achieve th is fa ir resu lt, and we endorse it.

D e fin itio n o f Deductib le Costs. In both the House Resources CS and the B ill passed by the Senate, 
deductible costs are defined in AS 43.55.160(c)(1) as “ direct, ordinary, and necessary costs” o f 
exploring for, developing and production oil and gas. “ Direct costs”  are defined in the new statute, and 
so is the phrase "ord inary and necessary.”  The intent is clear that, taken together, these two partial 
definitions define the combined term, “ direct, ordinary, and necessary costs” -  they are simply costs 
that are both “ d irect" and “ ordinary and necessary.”  But any experienced lawyer w ill tell you that, 
legally, this is not necessarily the result because the term inology is not exactly the same. To ensure 
that the intent is carried out, all that is needed is to add language exp lic itly saying that the combined 
term does equal the sum o f these two individually-defined parts. In its A p r i l 13th le tte r to you the 
Alaska O il &  Gas Association offered specific language to do this, which we endorse.

The present defin ition o f deductible cost also speaks in terms o f “ costs incurred upstream o f the point 
o f production” for the oil or gas. Many costs that are clearly “ upstream” in nature -  such as the cost o f 
helicoptering crews out to platforms in Cook Inlet -  cannot be tied directly to any particular point 
along the route o f the o il and gas as it moves from the reservoir to its eventual “ point o f production.” 
While we believe the Legislature’ s intent here is clear, the present B ill language opens the door for 
arguing that such upstream costs arc not “ upstream" for purposes o f being deductible for PPT. In its 
A p r i l 13th le tte r to you the AOGA also offered specific language to c la r ify this, wh ich we endorse.

Costs from  N<u i-A rm ’s-Lent»th Transactions. In order for PPT to work, it is essential that its two 
central elements -  the “ gross value”  o f o il and gas and the “ lease expenditures" to be deducted from 
that gross value -be done right. It would be a serious mistake to define lease expenditures is a way 
that involves special books, records and accounting methods that are unique to PPT, nor is it necessary 
to create a unique system like that. For this reason all versions o f the PPT B ill wisely direct DOR. for 
purposes o f determ ining deductib ility, to fo llow industry practice about billable costs and authorize 
DOR to approve the use o f costs billed by the operator to partners as the deductible lease expenditures 
for that field or exploration prospect.



R epresen ta tives C h en au lt &  M oyer 
Re: P P T  L eg isla tion  
A pril 27 , 2006 
Page 5

W ith in  th is fram ework, the Senate has introduced special p rovis ions in vok ing  the “ concepts”  o f 
sections 482 and 6662(e) o f  the Internal Revenue Code to deal w ith  the matter o f  costs aris ing under 
transactions at less than a rm ’ s length. In terms o f  p rov id ing  c la r ity  and s im p lic ity  fo r PPT, it should he 
noted that these federal statutes, pa rticu la rly  section 482, are among the most d if f ic u lt,  cumbersome 
and fought-over p rovis ions o f  the Internal Revenue Code. When the IRS invokes section 482 against a 
taxpayer, it often enta ils a sustained e ffo rt lasting a decade o r longer.
These new special p rov is ions are unnecessary where there is one o r more partners in a fie ld  o r 
exp lo ra tion  prospect w ith  a su ffic ien t stake in the costs to police the opera tor’ s b illin g s  e ffe c tive ly , and 
they create po tentia l am b igu ity  and con flic t w ith  the other PPT provis ions that already deal 
appropria te ly w ith  iess-than-arm ’ s-Icngth costs. F irst, the operator’ s partners themselves arc going to 
be pa rticu la rly  concerned to make sure a b illed  cost is appropriate when it arises from  a such a deal, 
and so there w il l  a lready be a strong element o f  se lf-po lic ing  by the partners. M oreover, the 
requirement that lease expenditures be “ o rd inary and necessary”  costs, as defined fo r IRS purposes, 
a llow s DOR to po lice  the costs aris ing under less-than-arm’ s-length transactions even i f  the operator’ s 
partners somehow fa iled  to po lice  those costs. Th is  makes the use o f “ concepts”  from  federal sections 
482 and 6662(e) unnecessary. Second, in troduc ing those federal “ concepts”  w il l create am b igu ity  to 
the extent they m igh t be inapplicab le to, inappropria te for, o r inconsistent w ith  the fram ework the 
Leg is la ture  is creating  fo r PPT.

Where there is o n ly  one company invo lved o r where the partners lack a su ffic ien t stake in the costs to 
police the ope ra tor’ s b illin g s  e ffe c tive ly , the federal “ concepts”  are s t ill unnecessary because o f the 
“ o rd inary and necessary”  requirement fo r expenditures to be deductible.

For these reasons, we believe subsections (j) and (k) in AS 43.55.160 o f the Senate-passed version 
o f the B ill should be deleted.

If, however, it is considered prudent o r necessary to include specific language to deal w ith  less-lhan- 
a rm ’ s-lcngth costs in th is situation, the Senate Finances CS d id this by s im p ly  p rescrib ing that such 
costs arc lim ite d  to the “ fa ir market va lue”  o f  the goods o r services invo lved. Th is  e ffe c tive ly  reached 
the desired outcom e under the “ concepts”  o f  the two federal statutes, but w ithou t the enormous 
com p lex ity , lim e , e ffo r t and controversy wh ich those statutes entail.

I hope these comments arc clear and he lp fu l in you r deliberations. We remain ava ilab le i f  we can be o f 
any fu rthe r assistance to the comm ittee.

Com m ercia l V ice  President, BP Alaska
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K e y  P P T  I s s u e s  a n d  R e c o m m e n d e d  S o l u t i o n s  / y

W
IT E M  CSH B 48S (RES) CSSB  305 (FIN)sun O TH ER

P P T  R a t e 20% 22.5% <20%

P r o g r e s s i v i t y
0.3% per S W IT  spot 

> $50
0.2% per SAN S West 

Coast spot > $50
NONE

C r e d i t 20% 25%

S p e c ia l C o n d i t i o n s  o i l C r e d i t NONE 3rd party

T r a n s i t i o n  ( T I E )  C r e d i t s 1Q06 only
Last 5 years: 2 - to - l new 

investments to o ld

E f f e c t i v e  D a t e 1 A p ril 2006 1 A p ril 2006 1 July 2006

U s e  o f  R o y a l t y  N e t b a c k A llowed Silent

' 'A b a n d o n m e n t ”  C o s t s A lready Addressed Overkill

S a f e  H a r b o r
90% each month: 
interest +  special 

penalty + reg. penalty

95% each month: interest 
+ regular penalty

95% due cumula tive ly 
during year, delinquent 
after 3/31 o fn e x t year

D e d u c t i b l e  “ le a s e  e x p e n d i t u r e s ” Fragmented Fragmented
C la rify defin itions 
(AOGA proposal)

N o n - A r m ’ s L e n g t h  C o s t s Addressed Overk ill (IRC 482)
Fa ir M arke t Value (as in 

CSSB 305 (F IN )) ;



TESTIMONY OF RICHARD OWEN 

ON PROPOSED CSHB 488 TO THE HOUSE FINANCE COMM ITTEE

March 30, 2006

Mr. Chairman, Members o f the Committee:

Good afternoon. M y name is Richard Owen and I am the Production Manager for 

ExxonMobil in Alaska and Vice President o f ExxonMobil Alaska Production.

I am here today to discuss ExxonMobil’ s concerns with the Committee Substitute to HB 

48S Before 1 go into our specific concerns I would like to take a few minutes to describe 

ExxonMobil’ s history in Alaska, how tax systems impact investments and our assessment 

o f the remaining resource potential on Alaska’ s North Slope

ExxonMobil has had a presence in Alaska for over a ha lf century, investing more than 11 

b illion dollars in the State's economy Currently, ExxonMobil has working interests in 

Prudhoe Bay, Kupamk, Endicott and Granite Point. We are the operator o f the Point 

Thomson Unit, and are the largest interest holder in the Prudhoe Bay field Our current 

working interest oil production is approximately 180,000 B/D (Note: /IA /II7 15V,000 

HMN1) and we are the largest owner o f discovered gas resource We arc proud o f the role 

our company has played in Alaska through exploration; initial field developments; 

construction o f TAPS, development o f new technology, and the promotion o f efficient 

reservoir management practices Today, our production from Alaska represents 

approximately 4% o f ExxonM obil’s worldw ide oil and gas production Out Alaskan



production is prim arily from Prudhoe Bay and near-by satellite fields. Prudhoe Bay, 

along w ith Point Thomson, has significant remaining potential but it comes at higher cost 

and risk.

One o f ExxonM ob il’ s objectives in both the gas pipeline fiscal contract negotiation and 

the discussion on oil taxes has been to reduce the risk associated w ith fiscal changes by 

working w ith the State o f Alaska to establish a predictable and durable fiscal 

environment in which to make long term investment decisions. Changes in the fiscal 

regime for oil directly impact how we view the stability o f the Alaskan fiscal 

environment, which in turn, impacts how we evaluate ongoing investment decisions.

Tax systems need to be carefully designed to ensure the desired objective o f resource 

development is achieved. To that end it is critical to take into account the quality o f the 

remaining resource otherwise a change mav result in unintended consequences, such as 

reduced investments and lower reserve recovery

When 1 say quality o f resource, I mean the size and nature o f the oil and gas reservoirs, 

the cost and technology required to develop those reservoirs, the distance to market, as 

well as the tax and royalty system that applies including the long-term stability o f that 

system Countries that are experiencing significant industry investment have achieved 

the proper balance in their fiscal regimes. ExxonMobil’ s assessment o f the remaining oil 

resource suggests future growth opportunities w ill come from complex enhanced oil 

recovery (EUR) projects, development o f smaller, more marginal oil accumulations, and 

the innovative development o f viscous and heavy oil resources These opportunities w ill 

require the development and application o f new technology, higher unit development



costs, and more complex operations to deliver a given production rate. These resources 

are much lower in quality as compared to Prudhoe Bay and Kuparuk, though they face 

the sim ilar challenges associated with Arctic conditions and distance to market.

Therefore, we are concerned that the Adm inistration ’s original proposal is weighted 

towards a higher tax which could prevent some o f Alaska’ s challenged resources from 

being developed. The Committee Substitute contains even higher tax rates, which may 

prevent more o f these challenged resources from being developed.

On February 28, I testified before the House Resources Committee about our key 

concerns w ith MB 488 as orig inally proposed. On March 18,1 testified again before the 

House Resources Committee about how the proposed changes incorporated in the 

Committee Substitute bill exacerbate our concerns. I do not intend to cover all o f my 

previous testimony but 1 w ill provide comments on two key areas: the addition o f the 

progressive tax rate; and the elim ination o f the transition provisions.

I IB 488, as orig ina lly proposed, represented a significant tax increase on the industry. 

And as I just outlined, we are concerned that the higher tax rate could prevent some o f 

Alaska's remaining challenged resources from being developed. The committee 

substitute b ill increases the tax rates as oil prices increase.

Too high a tax rate discourages investment Companies are w illing to accept the risks o f 

long-term, capital intensive investments when there is a corresponding opportunity for 

upside potential through a variety o f factors, such as increased production or higher



prices. When yon lim it or reduce the benefit that Companies can achieve from the 

upside factors, you reduce the attractiveness o f those investment opportunities. The 

proposal to increase the already high base tax rate as oil prices increase, reduce'; or lim its 

the upside potential which w ill result in Companies recalibrating investment decisions. 

Reduced investment w ill result in reduced resource recovery, diminished state revenues 

and fewer employment opportunities, with a resultant negative impact on the state's 

economy. Again, let me reemphasize this point While higher taxes may bring in 

additional revenues in the short-term, any reduction in investment and subsequent 

production w ill significantly impact those revenues in the longer term. We think that the 

focus o f the tax b ill should be encouraging investment and growing production.

I would now like to discuss the Committee Substitute's elimination o f the transition 

provisions. The benefits from a typical oil and gas investment take many years to be 

realized. Satellite and tertiary recovery investment decisions by our Company during the 

last five years were made under the ELF structure, anticipating a lower tax relative to that 

proposed under the PPT bill The State appropriately provided this incentive so that these 

challenged and costly projects could be commercially viable. I IB *188, as orig ina lly 

proposed, recognized that it is not appropriate to suddenly increase taxes on these 

investments w ithout providing some form o f consideration The transition provisions in 

I IB 488. as orig ina lly proposed, contained a five year transition period into the higher tax 

PPT system This represented a reasonable transition by mitigating the increased tax 

treatment to which these projects w ill now be subjected To avoid penalizing these recent 

investments, the transition provisions included in that bill are essential The Committee 

Substitute bill eliminates these transition provisions and fails to adequately address the



significant increase in tax burden these past investments w ill now have to bear. Removal 

o f the transition provisions would decrease investor confidence.

Despite our concerns w ith HB 488 as orig ina lly proposed, we are prepared to move 

forward under that system as orig ina lly proposed, since it sought to provide a balance o f 

revenues to the state and producers across a range o f oil prices, provided sufficient 

incentive for producers to undertake exploration and development risks, and included 

reasonable transition provisions for past investments. And, most importantly for 

ExxonMobil, oil fiscal contract terms consistent with the Administration's proposal 

would provide the predictability and durability necessary to advance the gas project to the 

next phase.

Let me reiterate that the quality o f the resources, the risks undertaken by a producer, and 

the impact on the state's overall investment climate must be factored into the design o f 

the tax system. While industry needs predictably and durability under which to gauge 

investment decisions, the attractiveness o f that predictably and durability is lost i f  it 

comes at too high a cost

As 1 mentioned earlier, the Committee's proposed substitute exacerbates our key concerns 

regarding both tax rates and transition provisions. We urge this Committee to support 

I IB 4SX as orig ina lly proposed

Thank you again M r Chairman for the opportunity to testify today

5
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Disclaimer
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m a t u r e  O E C D  

p r o d u c e r s ,

W a m m m

Will the proposed changes to Alaska’s fiscal system
support new investment?

E c o n o m i c  p o t e n t i a l

V Maturity / 
Prospectivity

2 CRA Testimony CF 20060328 ir.if RNMIONAI

CRA International Review of Alaskan Fiscal Proposals

Overview of CRA Approach



C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

Comparing Alaska’s fiscal proposals to other mature OECD producing 
areas is the basis for a realistic appraisal of their impact on investment

OECD1 Oil & Gas Peer Grmip
\ *

Common Investment Characteristics ft W
i

Alaska

Australia NW Shelf 

Canada Oil Sands 

Norway 

UK North Sea 

US GoM Deep Water 

US GoM Shallow Water

Similar strategic roles in overall 
investment portfolios

• Large, established oil and gas 
producers

• Similar political and business 
risks

High level of comparability

• Remaining potential and costs 
are comparable from public data

• Similar fiscal structures

’ Organization for Economic Cooperation and Development

CRA Testimony CF 20060328
w
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CRA International Review of Alaskan f-'iscal Proposals

Alaska’s production declined by 6% between 2000 and 2004: in the middle 
of the group

Total Hydrocarbon Production Change 2000-2004

Region 2004 Production 
(mboe/day)

Growth/decline since 
2000

US GoM SW 738 -27%

Austra lia NWS 403 -27%

UK 2,144 -19%

Alaska 946 -6%

Norway 3,180 8 % 1

US GoM DW 1,037 26%

Canada Oil Sands 997 64%

1 Norway's production dropped by 10% between 2004 and 2005, the loss almost entirely through decline in oil production 
Source: CRA Analysis of public sources of production history in each area

4 CRA Testimony CF 20060328
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CRA.International Review of Alaskan Fiscal Proposals

Alaska has 44% of its known conventional oil and gas reserves remaining

60 -1 

50 - 

40a> 
o

X I

§ 30

CQ
2 0 - 

10 -

0

44%

Oil & Gas Produced to Date

72%

92%

,Vi.
' _V .
■O'.v

f  V,

■ Oil and Gas Remaining1

60%

28%

67%

Alaska Australia NW Canada Oil Norway 
Shelf Sands

UK US GoM DW

1 Future estimates based on available data on ‘2P’ or P50 basis: i.e. a central estimate of remaining potential 
Numbers in red are percentage of total remaining
Sources: MMS. DOIR, Canadian Association of Petroleum Producers, NPD, DTI, DOE

A
w
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Alaska and the UK are the only regions within the OECD group to show a 
decline in proven oil and gas reserves over the last decade

i

C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

1 -  Figures based on proved (P1) reserves 
Sources: BP Statistical Reviews EIA

CRA Testimony CF 20060328



Alaska has had only eight new fields start production since 2001 and the 
average field size was the smallest of the group

C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

V r ‘ . '  —

m  RField Production Starts (2001-2005)

80 -
W

70 -ro
(/)
r: 60 -
o
o3 50 -
13
O
CL 40 -
13
0) 30 -iZ
u—
O
i_ 20 -
0>JD
E 10 -
3
z

0 -

34
mmboe

59
mmboe

1,195
mmboe

I

162
mmboe

Alaska Australis NW Canada Oil Norway 
Shelf Sands

45
mmboe

UK

91
mmboe

US GoM

Numbers in Red show average developmen! size for new fields in each region over 2001-2005
Sources: Alaskan DNR , WA Government, NPD, UK DTI and Offshore Magazine _
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C R A  In te rn a t io n a l R e v ie w  o f A la s k a n  F is c a l P ro p o s a ls

Alaska has the lowest exploration (wildcat) activity and success rate in the 
OECD comparison group

Explbratipn Activity (1995-2004)

1995-1999 ■ 2000 -2004

500  

4 50  -
V)
=3 400  

c  350
o
% 300  i  

1 . 2 5 0  -
X
£  2 0 0  

S 150
XI
E 100

0

29%

26%

28%

49%

17%

Alaska1 Australia NW Norway 
Shelf

UK US GoM DW1

Numbers in red show exploration success per region in the period 2000-1H2004
’ Alaskan and US GoM drilling numbers discounted by 50% from DNR / MMS figures for Exploration and Appraisal drilling 
Sources. Alaskan DNR, Oil & Gas Resources of Australia, NPD and UK DTi, MMS
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C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

Likely new developments in Alaska are relatively small and high cost

Canada Oil Sands 

US GoM DW 

Norway 

Australia NW Shelf

1,500 mm boe

7.5 $/boe

13 $/boe

10 $/boe

11.5 $/boe 

15 $/boe

50 100 150 200

Avg. Reserves Size (mm boe)

250

Figures in red show total technical costs: CRA estimates of capex and opex for a typical field
NB Alaskan total costs include an allowance for the incremental effects of TAPS, transportation and Jcnes Act shipping requirement costs.
Source: CRA Analysis of public sources of field development activity in each area.
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CRA In te rn a tio n a l Review o f Alaskan Fiscal Proposals

Alaska emerges on a variety of measures as a relatively mature and high 
cost petroleum a r e a __________

Alaska Australia
NWS

Canada 
Oil Sands Norway US GoM 

SW

Production
Trend

Reserves
Produced

Proved
Reserves

Replacement
New Field 

Starts/Field 
Size

Exploration
Wells

Exploration 
Success Rate

New Field 
Technical Cost 

($/boe)

-
64%

. .  .. .

8% 26%
s f e a ; -

[ 28%
p f & m *

40% 33%

Very 
|  ■ Positive

w w t
Positive : M e

Slightly
Negative (Positive)

; 2 2 /5 9  
mm boe

10 /1 ,195 
mm boe

14 / i‘62 mm 
boe

7 0 /4 5  
mm boe

65/91 i r v I S J w
mmboe I  . / ? .  |

_____ I  ■
r  ■

320 n/a 180 350
JA'7-iv‘ ’

450 (Large)

29% n/a 49%
'
- ■

28% 26% (Mid-range)

9.5 10 j 11.5 7.5 9.5

Source: CRA Analysis
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The basic1 PPT 20/20 proposal already gives Alaska the second highest 
level of total government take within the group

Total Government Take versusTotal Technical Costs

75

70 -

65

Jc 60ro
h-

|  55
k .<D

I  50

75
°  45

40 -
GoM Deep

35

1 i.e. the original HB 488 bill. 
Source: CRA Analysis

11 CRA Testimony CF 20060328
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TR A

High costs and lack of prospectivity compound the impact of Alaska’s high 
overall government take

Total Government Take versus Total Technical Costs

75

70 -

A  Norway

a)
JC03

65

60

a> 55 
Ek.
0)

|  50
03

°  45

40 -

GoM Deep
( A  i

A

Australia

Alaska PPT 20/20, Existing Player^^

o
A Canada i UK

Alaska ELF Existing Player

GoM Shallow

35 1

10 11 12 13
Total Technical Cost ($/boe)

Colors indicate CRA's assessment of prospectivity in each region 
Source: CRA Analysis
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Norway’s high tax rates are sustainable for an area with high prospectivity 
and other supporting factors

C R A  in te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

* Norway is significantly less mature than Alaska on all the basic 
quantitative measures (production growth, reserves, exploration success) 
and investment is further supported by industry perceptions of its 
prospectivity

• Norway’s high tax rates also reflect a number of other structural and 
policy factors:

-  Very generous tax relief on exploration investment

-  Presence of three leading players with high government ownership and for 
whom Norway is their ‘core area’

-  Successive governments’ policies o f ‘measured development’ in the oil and 
gas sector as a whole

13 | CRA Testimony CF 20060328 INN RMhO.NAI



Changing assumptions on oil price highlights the regressive nature of the 
Alaskan regime, especially at lower prices

C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

-h— Alaska ELF
•-X-G O M  DW

I Government Take for Differei

-A— Alaska PPT20/20 UK
GOM SW •• •  Canada

lil Prices '
Srin t:r

•<>-•• Norway 
Australia

Oil price (real terms $/bbl)

Source: CRA Analysis of Total Government Take for existing Alaskan participants
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C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l Pr o p o s a ls

Changing assumptions about cost of new field development also highlights 
a regressive aspect of Alaska’s system -  current and proposed

— A— Alaska ELF — a— Alaska PPT20/20 •••-a-•• UK ••••<>--• Norway

• •••X—  GOM DW GOM SW •  Canada Australia

Total Technical Cost ($/boe)
Source: CRA Analysis of Total Government Take for existing Alaskan participants _

%
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The House and Senate proposals add to the levels of government take for 
the Alaskan field development

Total Government Take for Different Oil Prices*
— Alaska ELF

Alaska Senate Bill 25/20 
X-- GOM DW 

Australia

Alaska PPT 20/20 
UK
GOM SW

Alaska House Bill 20/20 
•<>■■• Norway 
•  Canada

Oil price (real terms $/bbl)

Source: CRA Analysis of Total Government Take for existing Alaskan participants
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Alaska’s resource potential lies mostly in its existing assets, and in 
undeveloped gas and heavy oil reserves

C R A  In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

Alaska’s Resource Potential

Resource Type Comparative Size1 Incentivised by PPT 20/20 proposal?

Producing Fields / EOR 2-5 bn boe No: higher tax take = direct disincentive

Known Undeveloped Resources: 
Conventional Oil

~0.5 bn boe Only small new players have some incentive

Known Undeveloped Resources: 
Conventional Gas

6-8 bn boe No: higher tax take = direct disincentive 
Gas pipeline approval could trarsform picture

Known Undeveloped Resources: 
Heavy Oil

5 bn bbl Higher tax rates may cause serious delay to heavy 
oil development

Exploration Potential (YTF) <1 bn bbl oil potential?

Gas potential may be 
higher

Only small new players have some incentive

NB YTF = “Yet to Find"
Source: Alaska DNR, USGS, CRA estimates of incremental potential

' 18 J CRA Testimony CF 20060328 • Ml «r;.Miu;jAl
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C P  A In te rn a t io n a l R e v ie w  o f  A la s k a n  F is c a l P ro p o s a ls

If Alaska wishes the new legislation to stimulate investment, a new system 
that reduces total tax take would be required

Total Government Take versus Total Technical Costs

75
Norway

70 -

65 •

Sc 60TO
f-
C<u 55 
E
k .
<D

I  50

re
°  45 -\

Alaska PPT 20/20, Existing Player
Australia

Alaska ELF, Existing Player!
Canada |UK

GoM Shallow

40

35

GoM Peep

— r- 
10 11 12 

Total Technical Cost ($/boe)

“ I—
13

— I—
14

--1--
15 16

Colors indicate CPA's assessment of prospectivity in each region. 
Source: CRA Analysis
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CRA International Review of Alaskan Fiscal Proposals

Increasing Alaska’s oil and gas taxes will have a price

• We recognize the dilemma of balancing revenues and investment

• Alaska is mature, but has undeveloped potential

-  Low prospectivity and new field size

-  High cost base

-  BUT huge known resources, heavy oil especially

• Current fiscal proposals do not help competitiveness in OECD peer group

20 | CRA Testimony CF 200G0328
%

M l It’ .A ' II



Analysis of Alaskan Fiscal Proposals 29 March 2006

Presentation to Alaska House Finance Committee

David Bramloy

March 30, 2006

Good afternoon. My name is David Bramley and I am a Vice President of CRA International; I am 
a business consultant specializing in the international oil and gas industry. CRA International is 
a global firm specializing in business consultancy and economics. In the oil and gas business we 
work for both private and national oil companies, and for governments. My own background is 
that I have worked in the international oil and gas business for 26 years, initially for Shell 
International in their E&P (Exploration and Production) division in a variety of technical roles, and 
as a petroleum economist and business planner, working in the Middle East, the Netherlands and 
the UK. I have been a consultant since 1989, and during that time I have worked on exploration 
and production business issues for major and independent oil companies, national oil companies 
and governments in more than 30 countries. Understanding the application of E&P fiscal 
systems and their business implications is fundamental to my work.

At the request of ConocoPhillips Alaska, we have carried out a piece of work analysing Alaska's 
proposals for fiscal change in comparison with the fiscal environment In other OECD regions that 
are also mature and significant oil and gas producers.

Lot me say at the outset that we recognize there is a difficult trade-off for Alaska to make in 
balancing the imperatives of securing short term revenues with those of incentivizmg investment 
to arrest future production declino. Wo have not approached this analysis with tho view that 
lower taxes are an inherently good thing, Rather, wo have identified a comparable group of 
international oil and gas producing areas and compared their fiscal systems in the context of their 
underlying economic potential and current levels of investment. Through these comparisons wo 
have sought to illustrate how well Alaska's existing fiscal system is aligned to tho economic 
realities of tho region, and to infer what would bo tho consequences for investment of the 
proposed changes.

We havo throughout used our independent professional judgement to generate working 
assumptions that wo believe reflect tho techno-economic realities in each of the comjjarison 
areas, and applied methodologies which we bolieve rolled tho way investors will themselves 
assess the impact of fiscal terms in their mvostmont decision making.

David Bramloy, CRA International 0



Analysis of Alaskan Fiscal Proposals 29 March 2006

DISCLAIMER

This report was commissioned by ConocoPhilips on terms specifically limiting CRA 
International's liabiP Our conclusions are the results of the exercise of our best 
professional judgmei t, based in part upon materials and information provided to us 
by ConocoPhillips and others. Use of this report by any third party for whatever purpose 
should not, and does not. absolve such third party from using due diligence in verifying 
the report's contents.

CRA's work is performed on a best efforts basis consistent with that degree of skill and 
care normally exercized by consulting firms performing services of a similar nature. You 
hereby agree to release, indemnify, and hold us harmless from and against any costs or 
liability in excess thereof (including claims against us by third parties). Under no 
circumstances shall CRA be liable for consequential, punitive, incidental or special 
damages or claims in the nature of lost profits, lost revenue or lost opportunity costs.
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Analysis of Alaskan Fiscal Proposals

I'd first like to explain in outline the question our analysis has addressed and the approach we 
have taken in answc'mg it.

The question we have addressed is: 'Will the proposed changes to Alaska's fiscal system support 
new investment?' We have focused the main part of our work on the existing system and the 
original HB 488 bill proposal.

We have answered it by considering the impact of the fiscal changes on investor decision making. 
All of the potential investors in the Alaskan oil and gas business -  large and small -  make their 
decisions on capital allocation in the context of a larger portfolio ol choices about where to invest, 
covering in principle a huge range of competing options in different parts of the world, different 
parts of the oil and ĝ s value chain and even alternative energy businesses. Levels of capital 
mobility in the oil and gas business are very high, as they are in most sectors of the modern 
economy.

We have selected what we believe is an appropriate group on which to focus our analysis, and I 
will come back to why we selected the mature OECD producers for that purpose.

Even though the producing regions of the OECD group .iro highly comparable, each oil and gas 
region is unique, and we have characterized underlying economic potential by looking at relative 
maturity and remaining prospectivity. and the cost baso for accessing available opportunities in 
each region.

Lastly wo have analyzed the impact of fiscal systems in terms of overall government take of the 
net cash (lows from investing in new opportunities in each area, the parameter we believe is the 
most fundamental factor in influencing attractiveness to investors. In doing this wo have 
considered the full impact of all applicable taxes in Alaska, at b°tn the state and federal level

Drawing our analyses of all of these factors together has provided us with an offectivo high-level 
view of the impac' on investment of current and proposed Alask. n fiscal lornis.

Will the proposed changes to Alaska's fiscal system 
• suDoort new investment?
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Comparing Alaska’s fiscal proposals to other mature OECD producing 
areas is the basis for a realistic appraisal of their impact on investment

OECD1 Oil & Gas Peer Groupna
• Alaska
• Australia NW Shelf

• Canada Oil Sands

• Norway

• UK North Sea

• US GoM Deep Water

• US GoM Shallow Water

. ;  Commorv^nyeslmont CharacMriitlc*
Similar strategic roles in overall 

investment portfolios
• Large, established oil and gas 

producers
• Similar political and business 

risks
High level of comparability
• Remaining potential and costs 

are comparable from public data
• Similar fiscal structures

C M Ttv.tr*r., cr

Making meaningful comparisons of investment attractiveness over the whole of the diverse range 
of options available is complicated by differing corporate business strategies and greatly differing 
levels of bui.iness risk and rewards.

We have chosen instead to focus on comparisons between Alaska and a relatively small number 
OECD (Organization for Economic Cooperation and Development -  the 'club' of developed 
economies) exploration and production areas for two reasons:

• Investments in this group tend to have similar strategic roles in overall investment portfolios, and 
in many ways offer substitutes for each other:

-Large oil and gas provinces, of global significance
-Production history from at least from the 1970s, but with signilicant remaining reserves 
and potential
-Existing infrastructure and effective commercial and regulatory mechanisms to support 
its use
- Free competitive access and absence of barriers to capital investment over a long 
period
-OECD countrie , with stable political, legal and commercial regimes 
-Similar overall ranges of risk and reward

•Situations that can be readily distinguished and compared with each other:
-Similar fiscal structures, generally with royalty I tax systems, ring-fenced at the 
corporate level
-Good availability of information from public sources

I should add that had wo chosen a broader subset of opportunities for comparison, for example 
Including higher prospectivity areas such as Angola or the Former Soviet Union, I do not boliovo 
tho results of our work would bo fundamentally different, although the comparisons would have 
been more complex and spanned wider ranges of risk & reward.

David Bramloy, CRA International 3
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A la s k a ’s  p ro d u c t io n  d e c lin e d  b y  6%  b e tw e e n  2000 an d  2004 : in  th e  m id d le  
o f  th e  g ro u p
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Petroleum is an extractive industry, and the overall economic potential of an area is a function of 
the nature of the hydrocarbon reserves present, and the technical and operational costs required 
to bring oil and gas to market. The concepts of maturity and remaining prospectivity of an area 
are useful ones, since in almost all cases the best hydrocarbon resources are discovered and 
developed early in its life: there is a natural pattern of ‘diminishing returns’ throughout the life­
cycle cf any particular area.

The relative level of maturity and remaining prospectivity of Alaska versus the other OECD areas 
is therefore an important factor in defining the context for comparisons of their fiscal regimes. 
Various parameters contribute to an area's maturity, and I would like to examine some of the most 
fundamental ones. Note that in this section wr are going to consider only available conventional 
oil and gas resources. We have excluded any consideration of ANWR, and I will consider the 
currently largely uneconomic heavy oil resources later in the presentation.

Overall production of oil and gas from an area tends, all other things being equal, to rise to a peak 
and then undergo a long steady decline. There are exceptions to this pattern -  the UK is one.
The table above shows that Alaskan production declined by a total of 6% between 2000 and 
2004: in the middle of the comparative range. In fact the Alaska’s longer term decline is 
significantly steeper that this recent rate: from the late 1980s until 2000 tho average annual 
decline was around 6%.

David Bramloy, CRA International 1
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Alaska has 44% of its known conventional oil and gas reserves remaining
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Remaining oil and gas reserves, and their size relative to past production from an area, are 
another fundamental measure of maturity. In a sense, these figures reflect 'gas in the lank’, 
although any industry insider will acknowledge how elusive clearly-defined and verifiable reserves 
figures are for an individual field, yet alone a whole producing area What we have shown on this 
bar chart is historic oil and gas production in green, and estimates of remaining reserves in blue. 
The future reserves are what is known as 'P50' -  a central estimate of the known reserve 
potential. The figures on the top of each bar are the percentage of reser/es already remaining out 
of the total figure. Alaska emerges with 44% remaining, second lowest to the UK (28%) within the 
group.

David Bramloy, CRA Intornational 5
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A laska  and the UK are the o n ly  reg ions  w ith in  the  OECD g roup  to  show  a 
d e c lin e  in p roven  o il and gas reserves o ve r the las t decade

j .'Change in  Total Proved Rosorvos (1994-2004)’ ' •
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Another important measure associated with reserves reflects how successful an area is in 
replacing its year-by-year production with proved petroleum reserves. The chart above shows 
that amongst the comparison group, only Alaska -  and by a small margin, the UK -  have failed to 
replace production on a proved reserve basis over the past 10 years.

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 6
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A laska  has had o n ly  e ig h t new  fie lds  s ta rt p ro d u c tio n  s ince  2001 and the 
average fie ld  s ize w as the  sm a lles t o f  the  g roup
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The pattern of new field developments in an area gives another measure of its potential to add to 
the producing base and arrest long term production decline. This chart shows the number of new 
fields brought on stream in each of the comparison areas and the average size of the new fields. 
Alaska has the lowest number of new producing fields with the smallest size amongst the whole 
group.
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A laska  has the lo w e s t e xp lo ra tio n  (w ildca t) a c tiv ity  and success  rate in the  
OECD com pa rison  g roup
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1995-1999 •  2000-2004
500 
450 

I  400 
c 350 
f  30C
1  250
“  200 o
s 150 
|  100 ■
2 50

0

26%

29%
28%

■
49%

17%

Alaska1 Australia NW Norway UK US GoM DW’
Snoif

.. trr&*% »r> 1*1 1tv>h • •?<*« cn nxctM l*  rvj>on <n irm (w<oO JOCOIHTOW
' AJ4:» VI uS G&U cr«.r>J W  S% d %CO%aos from ONR f MMS ' \fjrvt tof f i{»Cf«l4n A;o a »% *4l ĵ
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Looking at exploration activity, Alaska, clearly lags the other conventional oil and gas areas in the 
comparison group both in terms of number of exploration wells drilled and success rate. W e have 
excluded the Canadian oil sands from this particular comparison, since exploration there makes 
little business sense with major resources already discovered, but undeveloped for economic 
reasons.

D a v i d  B r a m l o y ,  C R A  I n t o r n a t i o n a l 8
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L ike ly  new  deve lopm en ts  in  A laska  are re la tive ly  sm a ll and h igh  cos t
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Based on recent development history and the available set of forthcoming opportunities, we have 
sought to develop a profile of a ’typical fie ld ’ in each area. This is in our view both another helpful 
way of characterizing an area's economic potential and a good basis for our later calculations of 
government take in economic terms.

The results are shown in the table above.

A laska's prospective developments emerge as a sim ilar size -  50 mmboe -  to those in the UK 
and the US GoM Shallow Water. The total technical cost per barrel of oil equivalent (in other 
words, capex and opex) to bring the Alaskan field on-stream is the highest in the group, at 
S15/boe.

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 9
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A laska  em erges on a va rie ty  o f m easures as a re la tive ly  m ature  and h igh  
co s t pe tro leum  area _______
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In Iho above chart we have drawn together all of these observations o f maturity and indicated by 
colors the overall trends. Red indicates observations of low remaining prospectivity (or high 
maturity) and high unit cost; green indicates high remaining prospectivity, or low cost; and yellow 
signifies mid-range for those parameters.

As will be apparent by now, Alaska clearly emerges in the predominantly red category.

W e need to be clear that this does not mean that Alaska has little remaining economic and 
resource potential: it does, as have all the areas under review. W tia t i. means is that in r e la t iv e  
t e r m s , all of them significant in some way to attractiveness for investment, Alaska ranks low in the 
group.

This maturity analysis also raises concerns about the impact of Alaska's existing fiscal terms. 
There is nothing here to suggest that A laska’s current regime is very competitive fo r new 
investment. Alaska ranks lowest of all in the group on measures of closely-related production 
replacement activity: exploration drilling numbers and new field starts. Even before looking at 
direct fiscal comparisons, that does not suggest a highly competitive climate for new investment.

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 1 0
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The b a s ic1 PPT 20/20 p roposa l a lready g ives  A laska  the  second  h ig h es t 
level o f to ta l g o ve rn m en t t ik e  w ith in  the g roup
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I would now like to move on to a direct comparison of total government lake throughout field life 
for our representative fields for each area. Calculating this involves modelling the way in which 
the relevant fiscal system divides the available cash flow from a single additional new field 
between the government and the company investor. In the first instance, we have assumed an oil 
price o f S35/barrel in real terms, and I will come back to the way in which the results change 
under different price assumptions, typical o f the range considered by investors. W e have chosen 
S35/barrel for our base price as we believe this is close to the central planning assumption that 
most investors currently use for decision making.

Overall government take is a good measure of the share of the total available economic value o f a 
field that is captured by the fiscal system. It takes full account o f the effects of tax rate, tax 
credits, and all o f the mechanisms inherent in each system. In calculating this figure for a typical 
new field in each region we get something close to a 'like-for-like' comparison of the kind that will 
emerge in investor portfolios when they review opportunities across this group.

The chart above shows overall government take for each region, plotted '.gainst the unit technical 
cost for our representative fields

The results show that under the current ELF / Severance Tax system Alaska's overall government 
take is third highest in the OECD group. Under the provisions of the original HB 488 (PPT 20/20) 
bill, A laska's overall take becomes second highest in the gr ju p . This is a significant change

The cross-plot also illustrates Alaska's high cost base. It might be expected that the overall 
relationship between technical cost and tax take would be an inverse correlation, with higher 
costs corresponding to lower levels o f government take. All other things being equal, that would 
probably be the case. But in reality the ida tionsh ip  is more complex: prospectivity, field size and 
growth potential also play a strong role, and tax take also depends on choices by the government 
on the trade-off between short term revenue and investment.

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 11
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High c o s t s  and lack of prospectivity com pound the impact o f A laska’s  high 
overall governm en t take

Total Government Take versus Total Tochnlcal Costa
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Adding a color c o d e  to reflect relative lev e ls  of maturity s u g g e s t s  A laska’s  positioning is 
a problematic one: a mature region, with a high unit c o s t  base, but with relatively high 
governm en t take. The fact that lev e ls  o f re-investment in n ew  exploration and 
deve lopm en t (illustrated in previous slides) are a lso  fairly low  add s to the concern  o f the 
potential impact o f the n ew  proposals.

B efore moving on to look at the e ffec ts  on governm ent take of different price and co st 
assum ption s. I would like to point ou t a feature of the original bill a s  it re la tes to new  
entrants

In m ost of this an a ly s is  w e  have m odelled  the position of ex isting participants and  
therefore ongoing tax-payers in the S ta te of A laska. The application o f the new  
proposa ls for new  entrants to the sta te  would be som ew ha t different, at lea st for their 
early investm en ts. In the ex trem e ca se , a  new  field, entirely d ev e lop ed  by a group of 
new  entrants, would s e e  a lm ost no tax in crea se  from the new  proposals. The rea son s  
for this are that the S73 million a llow ance aga in st tax in the original bill o f fse ts  the entim  
PPT liability on the new  en tran ts’ first field developm ent. The $12 million tax credit in 
the la test v ersion s of the bill would h ave a similar effect. For su b seq u en t investm ents, 
the n ew  entrants' tax position would revert towards a sim ilar o n e  to that for existing  
players.

I will c om e  back shortly to look at the sign ificance o f this fairly limited incentive for new  
entrants in the con text of A laska 's likely availab le growth opportunities.

D a v i d  B r a m l o y ,  C R A  I n t e r n a t i o n a l 12
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N orw ay ’s h igh  tax ra tes are sus ta inab le  fo r  an area w ith  h igh  p ro sp e c tiv ity  
and o th e r su p p o rtin g  fa c to rs

• N orw ay is s ig n if ic a n tly  less  m ature than  A laska  on all the bas ic  
q u a n tita tive  m easures (p ro d u c tion  g row th , reserves, exp lo ra tio n  success) 
and in ve s tm e n t is  fu r th e r su p p o rte d  by in d u s try  pe rcep tions  o f its  
p ro s p e c tiv ity

• N o rw ay ’s h igh  tax ra tes a lso  re flec t a n um be r o f o th e r s tru c tu ra l and 
p o lic y  fa c to rs :

-  Very generous tax relief on exploration investment

-  Presence o f three leading players with high government ownership and for 
whom Norway is their ’core area’

-  Successive governm ents’ policies of ‘measured developm ent’ in the oil and 
gas sector as a whole

%
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S in ce  Norway is the only country in the com parison  group with lev e ls of governm ent 
take higher than the A laska proposals, and s in c e  Norway has b een  cited in previous 
testim ony a s  an area with strong sim ilarities to Alaska, I would like to m ake a number of 
points which I b e lieve  will b e  helpful in making s e n s e  of th e se  com parisons.

N o rw a y  is  s ig n ifica n tly  le s s  m a tu re  th a n  A la sk a  for c o n v e n tio n a l r e so u rc e s . The resu lts 
laid out earlier sh ow  clearly that on all important param eters - production maturity and 
decline, reserv e replacem ent, new  d eve lopm en ts and exploration s u c c e s s  rates - 
Norway h a s greater remaining growth potential than A laska. Industry p ercep tion s of 
exploration prospectivity in certain Norwegian a r ea s  -  the d eep  water Haltenbanken and 
the Barents S e a  in particular - are particularly strong.

Additionally there are a  number of structural and policy factors that are relevant:
- N o r w a y  h a s  c h o s e n  to  g iv e  in c e n tiv e s  for exp lo ra tion  in the form of g en erou s tax relief 
on exploration investm ent, rather than loosen ing its fiscal term s. Norway’s  fiscal sy s tem  
effectively offers 78% tax relief to all explorers, ev en  th o se  not in a  current tax-paying 
position.
- N o r w a y 's  u p s tr e a m  p e tro le u m  in d u s try  re m a in s  h ig h ly  c o n c e n tr a te d  a n d  le d  b y  la rge ly  
g o v e r n m e n t-o w n e d  c o m p a n ie s . Norway's three lead ing upstream  com pan ies are Statoil 
(72% governm ent owned). Norsk Hydro (44%), and Petoro (100%). Together th e se  
three com pan ie s  accoun t for a very high portion of production, deve lopm en t and  
exploration spend ing . The undoubted strategic comm itm ent of th e se  three com pan ie s to 
Norway a s  the 'core a r ea ’ of their overall E&P bu sin ess, and their high lev e ls  of 
governm ent ownership, h av e  a bearing on the sustainability of high leve ls o f governm ent 
take. This is not to s a y  that Norway is un in terested  in attracting capital sp end ing by 
international com pan ies, but that it is le s s  o f a  central is su e  for the N orw egians than it is, 
say, for the UK or A laska.
-N o r w a y  h a s  p u r s u e d  a  p o lic y  o f  m e a s u r e d  d e v e lo p m e n t'. In effect, this h a s m eant 
there h a s  never b een  a policy fo cu s of maxim izing lev e ls  o f activity su ch  a s  that in the 
UK during the 1990s. There are various r ea son s  for this, including certain re s is ta n ce  to 
structural ch a n g e  and worries about potential inflationary p re ssu re s of large oil and g a s  
rev enu es .

2 9  M a r c h  2 0 0 6
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C hanging  a ssu m p tio n s  on o il p rice  h ig h lig h ts  the reg ress ive  na ture  o f the 
A laskan reg im e, esp e c ia lly  a t lo w e r p rices

t Take for Different Oil Prices
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The fiscal r e sp on se  to changing oil price is a lso  important to consider. Our b a se  c a s e  
con sid ers an oil price of 535/barrel. However, w e  m ust con sid er both higher and lower 
oil prices to reflect the w ay investors m ake d ecisions, and in order to capture the full 
range of possib ilities that m ay affect future investm ent in A laska. W e have m odelled  
th e se  by considering a lower price o f 520/barrel and an upper price of 560/barrel.

The chart ab ove  illustrates the reg re ss iv e  nature of both the current and proposed  
Alaskan fiscal sy s tem s . At low oil prices, when profitability is lowest, the governm en t 
take is at its h ighest. In contrast, at high prices, when profitability is h ighest, the 
governm ent take falls. The total governm en t take on the n ew  field d eve lopm en t in 
A laska in the 520/barrel c a s e  is clearly significantly higher than any of the com parison  
group.

This 'regressive ' feature of the A laskan reg im e is not helpful in supporting positive 
investm ent d ec is ion s.
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A n a l y s i s  o f  A l a s k a n  F i s c a l  P r o p o s a l s 2 9  M a r c h  2 0 0 6

C hanging  a ssu m p tio n s  abou t co s t o f now  fie ld  dovo lopm on t a lso  h ig h lig h ts  
a rog ress ive  aspect o f A la ska 's  sys tem  -  cu rre n t and p roposed

Total Government Take for Different Cod Structures

- Alipj £;F 
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ToUl Technical Cotl (S ’bo«)
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©

Tho reg ress iv e  nature of the A laskan reg im e a lso  m an ifests itself in the context of 
chang ing co sts . In the chart above, w e have exam ined  the effect o f higher and lower 
capital and operating c o s t s  on total governm ent take.

For the A laskan sy stem s, a s  the project's c o s t s  increase, s o  the total governm en t sh are  
a lso  in crea ses . L evels of governm ent take under the proposed  PPT  sy stem  approach  
th o se  of Norway for the higher lev e ls  of technical cost.
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The H ouse and Senate p ro p o sa ls  add to  the  levels o f gove rnm en t take  fo r 
the A laskan  fie ld  de ve lop m e n t

Total Govemmont Take for Different Qll Prlcoa
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The ab ov e  chart illustrates the additions to total governm en t take that the current H ouse 
and S en a te  p roposa ls would g ive r ise to, ab ove  and beyond the original bill. The H ouse 
and S en a te  bills a lso  exhibit a combination of progressivity on the up side and 
regressivity o r m e downside, which is highly unusual, in fact t nique a s  far a s  I know. 
Clearly, th'.. is not a helpful combination for supporting investm ent dec is ion  making
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A la ska 's  resource  po ten tia l lies m o s tly  in its  e x is tin g  assets, and in
undeve loped  gas and heavy o il reserves

Alaska's Rssourca Potential
Raaourcs Typo Comparative Slia' Incentlvlsod by PPT 20120 proposal?

Producing Fields / EOR 2-5 bn boo No mghor tan take = direct disincentive

Known Undeveloped Resources Convonlionol Oil -0 5 bn boo Only small now players have somo mconttvu

Known Undeveloped Rosourcos Convonnonai Go s 0-8 bn boo No higher ten tako - direct disincentive Gas pipeline approval could transform picturo

Known Undovotorod Resources Hlm  v y O  i Son bbl H.ntnir tax tains may causo senous delay to heavy oil development

Enptoralmn Potential (V I F )  <1 bn PM OI potential? Only small now players Itavo somo mceniivo
Gas potential may bo higher

IrliVTS ■SVIKFaC
Past* A JOlrlt u' w.# [I-.*-1 -

In considering Ihe impact of (he new proposals on future investment, it is also helpful to consider 
where Alaska’ future potential actually lies. As the above table shows. Alaska is in the somewhat 
unusual position of having the majority o f its 'u ture resource potential in the form o f known but 
undeveloped hydrocarbons: currently uneconomic heavy oil. and gas resources in particular.
There is also major potential in incremental and improved recovery from producing fields. Each of 
these elements is significantly larger than the resources available through new exploration and 
undeveloped conventional oil.

The proposals for higher government take affect these large available resources directly. The 
mitigation of government take that is provided to new entrants for early developments is most 
likoly to bo helpful for new exploration and known conventional resources -  not the areas where 
the largest parts of the potential actually lies.

In summary, our conclusions from this study of A laska’s investment attractiveness within tho 
OECD group is that the new proposals will inevitably reduce future investment.

D a v i d  B r a m l o y ,  C R A  I n t o r n a t i o n a l 18



A n a l y s i s  o f  A l a s k a n  F i s c a l  P r o p o s a l s 2 9  M a r c h  2 0 0 6

If A laska  w ishes  the  new  le g is la tio n  to  s tim u la te  inves tm en t, a now  sys tem  
th a t reduces to ta l tax take w o u ld  bo requ ired

Total Government Take vereus Total Technical Coais
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It is not in CRA’s remit to suggest what the appropriate level of government take should be in 
Alaska. But based on the analysis I have outlined today we are led to an inescapable observation 
that the balance of the current proposals is slanted towards short term revenue collection over 
stimulation of new investment to stem future production decline. For us to have reached a 
different conclusion, I believe that a system that yielded total government take lower than the 
existing ELF regime would be have to be in prospect.

That is not a comfortable conclusion for me to put forward in this forum, but I hope that the 
reasoning behind it is by now clear.
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f  I n v e s t m e n t  C r i t e r i a

n r  ■ " "i,
• Expected field size / maturity
• Crude quality

• Exploration, development & production cost
• Transportation costs to market

• Time to production

• Tax rates given prospectivity & cost
• Stability of fiscal regime

• Strong rule of law / political stability

> . P r o s p e c t i v i t y

L e g a l  R e g i m e

V A L U E
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I n v e s t m e n t  C r i t e r i a  -  A l a s k a  R a t i n g

C o s t s

• Small expected field size
1 • Lower value heavy & high sulfur crude

• High explor., develop. & production cost
• High transportation costs to market

C y c l e  T i m e

V A L U E .

• Long lead times

High tax rates given prospectivity & cost 
Recent concern about stability of fiscal regime

Strong rule of law / political stability 
Concern about changing tax rate without 
grandfathering recent investment



G l o b a l  A v e r a g e  C o m m e r c i a l  D i s c o v e r y  S i z e

i

2 0 0 0
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1 2 0 0

1 0 0 0
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2 0 0

0

Average Commercial Discovery Size (mmboe)1

S o u r c e  data: A la sk a  D ep t R ev en u e  Fall 2 0 0 5  R e v e n u e  S o u r c e s  B o o k

93%

□ Existing Fields □ Known Discoveries ■ Exploration

Kazakh- Azer- Nigeria Angola Norway Indonesia USA Egypt Venezuela Canada 
stan baijan (DW) (DW) (Alaska) (Arctic)

A l a s k a ’ s  F u t u r e  P r o d u c t i o n
4% 3%

1 A verage com m ercia l d iscovery s iz e  from 1994 to 2003.
2 The a v era g e  d iscovery s iz e  is ca lcu lated as: total com m ercia l re serv e s d iscovered  (1994-2003) / total

com m ercia l d iscov er ies (1994-2003)
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I n c r e a s i n g  P r o d u c t i o n  C o s t s

Source: ConocoPhillips 2004 Annual report and 2005 10-K 
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Alaska has the highest cost structure in ConocoPhillips Portfolio 
Alaska costs are increasing at greater rate than other areas

-  A g i n g  i n f r a s t r u c t u r e  c o n c e r n s  a n d  i n c r e a s i n g  w e l l  w o r k

-  M a r k e t  F o r c e s

-  R e g u l a t i o n s

-  S m a l l e r ,  m o r e  c o m p l e x  f i e l d  d e v e l o p m e n t s
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A l a s k a  -  H i g h  C o s t ,  H i g h  T a x ?  a st

C o u n t r i e s  w i t h  n o  e q u i t y  p a r t i c i p a t i o n  o r  n o t  c a r r i e d

1 0 0 %
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A l a s k a  -  H i g h  C o s t ,  H i g h  T a x  &  L o w  P r o s p e c t i v i t y

: W ood M ackenzie 2004 "Global Oil a r n ic a s ( ^ )  Bubble size = prospectivitySource
Total co st includes capital and operating e lem en ts averaged  over 10 year period (1994-2003), E conom ics w ere run at 

S35/bbl long term real Brent price
ProsDectivitv = A veraae com m ercia l d iscovery s iz e  (1994-2003)
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H i g h e r  T a x e s  W i l l  R e d u c e  I n v e s t m e n t

•  R e d u c e s  a f t e r - t a x  c a s h  f l o w  a v a i l a b l e  f o r  

i n v e s t m e n t

•  A d v e r s e l y  c h a n g e s  r i s k  /  r e w a r d  b a l a n c e

•  C a p i t a l  g o e s  e l s e w h e r e  t o :

-  O t h e r  c o u n t r i e s

-  O t h e r  e n e r g y  s o u r c e s

-  O t h e r  i n d u s t r i e s

“ I f  Y o u  T a x  S o m e t h i n g ,  Y o u  W i l l  G e t  L e s s  o f  I t ”

Dr. Margo Thorning, American Council on Capital Formation
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C o n o c o P h i l l i p s ’  M a j o r  U p s t r e a m  P r o j e c t s

Corocoro I 
Bohai Phase II 

j  Yuzhno Khylchuyu 
Libya

kofisk Growth 
Surniont 

Syncrude III 
Alaska WNS Sat’s 

Britannia Sat’s 
wmki /;%f)Alvheim9m . > llV . ' r - 4 ■ * AStafford Late Life
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Kashagan I 
Su Tu Vang 
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\
Hejre

TommelitenAlpha
. ■ j  iff tL t 'J ' ■■ s J  _Eldfisk Upside 

Alaska Sat’sm  ■■
" i

2 0 0 8 - 2 0 1 1

"I

Kashagan II 
Kashagan Sat’s 
Corocoro II & III 

West Qurna 
■ Malikai 

SuTuTrang 
Kebabangan 

Libya

2 0 1 1  +

1 Negotiations are under way.

G l o b a l  G a s

Other International

Legacy OEpD
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W h a t ’ s  W r o n g  W i t h  W i n d f a l l  P r o f i t s  T a x e s

• “What a windfall profits tax does is introduce a lot of distortion. It reduces 
investment, it increases a sense of political risk and it doesn’t achieve the 
goal that is intended ... it will really lead to decreased supply”.
Daniel Yergin interview, Capitalism Magazine, November 11, 2005

• “If it is again enacted, a windfall profits tax can be predicted to result in a 
diminution of domestic energy production... Sadly, the recent clamoring 
by some for new energy taxes indicates that the lessons of the 1970s
were not learned.” Open Letter to America’s Elected Officials, 250 economists, 
October 25, 2005

N o n - p a r t i s a n  C o n g r e s s i o n a l  R e s e a r c h  S e r v i c e  a s s e s s m e n t  

o f  1 9 8 0  W i n d f a l l  P r o f i t s  t a x  o n  d o m e s t i c  c r u d e  o i l :

•  R e m o v e d  $ 7 9  b i l l i o n  in  c r o s s  r e v e n u e s  f r o m  i n d u s t r y  t h a t  

c o u l d  o t h e r w i s e  h a v e  b e e n  i n v e s t e d

•  R e d u c e d  d o m e s t i c  o i l  p r o d u c t i o n  b y  u p  t o  1 . 6  b i l l i o n  

b a r r e l s  b e t w e e n  1 9 8 0  -  1 9 8 6

• G e n e r a t e d  o n l y  2 0 %  o f  e x p e c t e d  g r o s s  r e v e n u e s


