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O ooguruk D iscovery
• PXD 70% Wl (Op) 
•58,000 acres

T o ta l P ioneer
• 1.7 million acres

Cosm opolitan D iscovery
• PXD 10X WI-> option to 50% 
•25,000 acres in Cook Inlet

Storms Area E xp lo ra tion  
•PXD 50% Wl I Op)
• 153,000 acres
• 1st well in 2006

NPRA E xp lo ra tion  
•PXD 203. -30% Wl 
• 1.4 million acres

TAPS

Centra l N orth  Slope S ate llites
■ Cronus ■ PXD 90% Wl (Op)
• Antigua • PXD 33% Wl
• 51,000 acres
• I well on each in 2006
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Kuparuk River Facilities
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Drillsite and 
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Oooguruk Major Project Construction Components $
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•Winter 2006
Gravel Mining

Gravel Placement - Drillsite & Onshore Pad 

•Winter 2007
Flowline Installation

-  Facility & Equipment Installation 

•2008 -  2011
- 38 Well Drilling Program
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Oooguruk Development Project

Development Cost: S450 -  525 million 
Reserve Potential: 50 -  90 million bbls 
Peak Flow Rates: 15 -  20,000 bbls per day in 2010
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Alaska’s Challenges

Some of the Highest Costs

. j s s a i i• Smaller Reservoirs V:
• Remote Resources ^
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Investment Uncertainty*

• Exploration & Reservoir Risk
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Fiscal Certainty

Emerging Business O ppod iin llfs f^^^
- investment Opportunities (̂ srep by.
- Cooperation re: Facility Access 

Attractive Fiscal Policy

- Reasonable Lease Terms & Availability
ELF Formula: Low Taxes on all out Largest Fie: 
Exploration Incentive Credits



* To Attract Most Independents, AJai 
effectively compete with onshorefi 
Resource Plays

-  Resource Plays (tight sands, coalB shales) are attracting huge amount! 
• Lower Risk

& ♦• Lower Cost
• Shorter Project Cycle Time

Lower State Tax

Fair Principles
Tax Based Upon Profits 

- Compensation for Transition C^ ita l^  
S73MM Exemption Mitigates New En&ariH

Reduces Minimum Economic Field Size
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We believe the proposal would encourage new JnvestmentJn 
Alaska, grow the resource pie and Increase re venose So tf* #10*

Alaska s Competitiveness

Balanced Tax/Credit Rate of 20/20

> Tradable Credttr aHow Quick Moneti 
■ Modest Incentives for Exploration, New In
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- 20% Rate Reasonably 
• If Rate Is Hlglter It must be

- Credit must apply to both
- Rate / Credit Balance is A ffeS S S ^ S

-  Reduces Incentive to Invest
• Raises Investment Threshold

-  Fewer Exploration Wells Drilled
-  Marginal Resources Lf ft Undeveloped*

Trigger Price Should be:
-  At a level equal to today's price environment ($60)
-  Based on ANS Posting (vs WTI) , " fax/}:

Indexed for Inflation

—,r* 'T-
Increasing Oil Prices Lead to m

• 2005 W. Texas Drilling Costs Ir
• Steel prices more than_____
• Costs for all Services Escalator 

Profits not Directly Proportional'*^
If Enacted, Progressive Tax Rate

• Should be Profits Based
-  Fairness Issue
-  Different basis Is un-necessarily complex



We believe “Start-up”^
investors and

Tax Credit Value is Diminished to N
Held Credits diminish through tir^.Valud/fl

- Sold Credits would likely sell at a discount
- Discount value captured by purchaser 

Credit Cost to State remains 100%.

Refundable” Credits Increase Value to

Pioneer’s Investments Will Generate SubaUntiat£red#*
Consider a State Cash Refund at Higher. Oil P r ic e s ^ .



Tax System is Changing *  | |  $  

-  Pioneer has recouped nothing Im H & m M
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Pioneer’s Cumulative Investment Over $1 
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C I O N I  I R H A T U H A i  R |  S O U B I  I

Pioneer Goal: Eetabllah Alaska as Core Prc
• Priorities for Stats of Alaska:

Provide Incentives to Convert R«
- Attract New Investment

- Effectively Compete w/ North America i
• Administration's 20/20 Proposal Is I
• Higher Tax Ralas wtU Dlaoouraga Headed
• Progressivity, If Enacted, Should bs Sti

“Start Up” Credits will Encoursge New Entrant* - '•IxS
Refundable Credits ere en Incentive to New E i' 
Transition Capital Look-Back le Appropriate .
New Concern: Impact of
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 ̂World class petroleum basin
* Significant remaining resource 

potential
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 ̂Legacy type prospectivity (i.e. Anchor 
Fields)
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> We support original bill

balanprng issues & priorities
-  l/l/e pay more in taxes,but our • ’ t1 Vr ’ f Hi
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-  Our exploration economics generally improved
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credit offsets) reduce our economics

-  Minimum economic field size increases &

r(witn no
' : • ' • ' • 

• w y -  o -  -

•.V
• ' ..V- •
>v..;.; .. • M y  : ;-

• • v.y *.? •■>.v, 'tt* •’>• . ' • . . M' . JSo b



■

 ̂Tax Rate 
 ̂ Tax Escalator

> $73 million allowance
> Transition allowance

\

* Point of production 
 ̂ Gas economics 
 ̂ Credit additions
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Ultimate recovery is 47 million barrels.

Peak oil production rate is 15,000 BOPD.

Capital expenditure is 316 million dollars.

Timing from discovery to first production is 6 years.
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The development concept is a satellite to an existing oil field. The

The satellite field pays an 
of $5.00 per barrel. This is
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* The royalty is 12.5%.





After Tax Net Present Value Discounted @12% vs. Wellhead Oil Price

Small Oil Development

Wellhead Oil Price - S/STB
Existing "ELF'' Tax
20%-20°o-$73MM Proposal - Existing Producer: S73MM Exemption Applied Elsewhere 
20%-20°o-S73MM Proposal - New Entrant: S73MM Exemption Applied to this Evaluation 
25°o-20%-S73MM Sensitivity Calculation - Existing Producer: S73MM Exemption Applied Elsewhere



4 Commercial chance of success is 15% at a $32/Bbl 
wellhead oil price V

* • \v • • .. • • ' ; >.

4 Mean commercial prospect size is 345 million barrels
•- •■■ / ' y-*
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7 * * A . - * •* Capital expenditure is 1.1 billion dollars

The peak production rate is 55,000 BOPD

* Royalty is 12.5% V c  •
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R isked  Pre Drill 345 M M B O  P ro spec t  E xp lo ra t ion  E c o n o m ic s

W ellhead Oil P rice  - S/STB
•Existing "ELF" Tax

20°o-20 .-S73MM Proposal • Existing Producer S73MM Exemption Applied Elsewhere 

20 V20°o-S73MM Proposal • New Entrant S73MM Exemption Applied to this Evaluation 

25%-20°v>-S73MM Sensitivity Calculation • Existing Producer : S73MM Exemption Applied Elsewhere
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After Tax Net Present Value Discounted @ 12 % vs. Wellhead Oil Price 
Risked Pre Drill 345 MMBO Prospect Exploration Economics

Wellhead Oil Price - S/STB
—o—  Existing "ELF" Tax
c 20°b-20V$73MM Proposal - Existing Producer: S73MM Exemption Applied Elsewhere 

-a— 20V20VS73MM Proposal - New Entrant: S73MM Exemption Applied to this Evaluation 
-o— 25V20VS73MM Sensitivity Calculation - Existing Producer: S73MM Exemption Aoplied Elsewhere
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This presentation contains forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities and

%

Exchange Act of 1934. Anadarko believes that its expectations are based on 
reasonable assumptions. No assurance, however, can be given that its goals 
will be achieved. A number of factors could cause actual results to differ
materially from the projections, anticipated results or other expectations *

, • •
expressed in this release. While Anadarko makes these forward-looking 
statements in good faith, neither Anadarko nor its management can guarantee 
that the anticipated future results will be achieved. Anadarko discloses proved 
reserves that comply with the SEC's definitions. Additionally, Anadarko may 
disclose estimated reserves, which the SEC guidelines do not allow us to , 
include in filings with the SEC. See Additional Factors Affecting Business in 
the Management s Discussion and Analysis (MD&A) included in the company's 
Annual Report on Form 10-K. «
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Testimony of James D. Weeks 
On CS SB 305 

Oil and Gas Production Tax 
Alaska State Senate BesoareSs Committee

06 April, 2006

Madam Chairman, distinguished members of the Senate Finance Committee. 
For the record, my name is Jim Weeks, and I am here today representing 
UltraStar Exploration LLC, a very small all Alaskan owned independent explorer, 
with strategically located leases on the North Slope. The Company was formed 
in 2002 by John Winther, Dale Lindsey and me, for the purpose of exploring and 
developing leases on the North Slope. UltraStar is 100% owned by Alaskans. I 
am Managing Member, and moved to Anchorage in 1984 with ARCO, and have 
had a presence here ever since. Dale, whom most of you know, was born and 
raised and still lives in Seward. John, whom most of you also know, was born in 
Fairbanks and raised in Juneau. He currently lives in Petersburg. Thanks for the 
invitation to testify on what I believe to be a very bad bill.

During the last several weeks, I've listened to a lot of testimony on the 
Governor’s original proposal, not only in this committee, but in the other 
committees in both houses of the legislature. I have witnessed an already 
complicated PPT proposal become so complicated that I sincerely doubt it can 
ever be fully and fairly administered, and the cos*, of such admit Jstration, for both 
the State and industry, will be huge. It will be even more overwhelming for small 
start-up guys like us, who don’t have tax accountants and tax attorneys on staff, 
and will need to acquire these services at market prices outside of our 
organizations. This bill is so bad that if it were the only alternative, we'd be better 
off with what’s now on the books. But that's not the only alternative. The 
proposal by the Administration was complicated, but one we supported, and still 
could, but we can’t support this one. Gross simplification is needed. Some taxes 
are to be applied to net profits, others to gross revenues. Sometimes ANS prices 
at the North Slope are to be used. Other times ANS West Coast prices are to be 
used. This creates un-necessary complexity and opens the door to years of 
disputes and lawsuits. The Charter for Development may be a good example of 
how simple things can be made.

I will now offer a few specific comments on the bill. You’ve heard lots of 
testimony supporting the 20-20 tax and exploration/development incentive split, 
and the arguments in favor of these provisions have been articulated very 
thoroughly and clearly, and I certainly cannot embellish on them, so I won’t even 
try. I’ll just add UltraStar's strong support for the positions of the existing 
producers and independents and explorers on these issues.



Of more concern to me is the so called need for a progressive feature, where the 
State takes a higher percentage at higher oil prices. Wildcatters gamble for the 
upside. Upside reserves and upside prices. Taking away that upside will cause 
exploration investment to decrease. This smells to me like the federal windfall 
profits lax that so successfully drove industry from our shores in the early 1980’s.

There needs to be a mechanism for the State to buy back or otherwise allow use 
of any un-used exploration credits. The market for these credits is very limited, 
and I expect any that we may have would be sold at a considerable discount. It 
would help if the State provide an option to buy them, or allow holders of the 
credits to use ihem for other oil and gas related expenditures, such as bonus 
bids, lease payments, permitting and filing fees.

The bill grants a 5000 barrel per day exemption to companies with less than 
55,000 barrels/day production. This is a provision with which we can agree, but I 
don’t think it goes far enough. If the Committee wants every company, large and 
small, current producer, or wannabes like us, to be looking for new oil then the 
5000 barrels per day should apply to all new oil, regardless of the size of the 
company that drilled found it. I suggest the following:

When the PPT becomes effective, establish a ‘‘ring fence” around existing, 
producing units. If peripheral drilling outside of that ring fence confirms 
commercial hydrocarbons and justifies unit expansions, then production from 
those expanded areas should be eligible for the tax exemptions and exploration 
and development credits in the bill, regardless of the size of the company that 
drilled them. Deeper and shallower accumulations, drilled within existing units 
after the effective date of the bill, should also be eligible. If the big, current 
producing unit owners were to receive the 5000 barrel per day allowance for 
exploration credits on new pools within an existing or expanded unit, it would 
provide a more meaningful incentive for all the industry.

I question the need for a 7 year time limit after which the tax exemption will 
expire. UltraStar is a small, start-up company that is poking around the fringes of 
existing units and known reservoirs. Our leases are too small to stand alone, so 
access to existing facilities, owned mostly by the major producers, is the only 
way we can develop anything we might find. It took our sister company, Winstar,
6 years to negotiate access with the KRU to enable the drilling of the well they 
completed in 2003. UltraStar has been in negotiations with the PBU for over 3 
1/2  years now to get seismic data and facility access to enable the drilling of our 
Dewline Prospect. It takes a long time for these things to get done, and I 
question why our investments should be put at risk with this relative short sunset 
provision, whereas the major producers demand a 30 year period of assured 
fiscal certainty.

Thanks for the opportunity to comment.



Jim  Weeks 
907-258-2969



PPT Issues for Discussion by the Question and Answer Panel

Senate Finance Committee 

April 10, 2006

No. Issue Comment

1 .
The impact on exploration, investment 
and production a t various proposed tax 
rates and cred it rates (15% - 30%)

Discuss the relationship between tax and 
cred it to iden tify  the best balance.

2 . WTT vs. ANS

3.
$73 million allowance vs. $12 million 
cred it vs. 5000 bbl plan

Discuss the d iffe re n t impact each option 
has on the  state, the  majors and the 
independents.

4. Point o f Production Further explanation

5.
Credits and deductions applicable fo r  
capital investments in the gas pipeline

What is, what isn't

6. Re-openers
Discuss 30 year commitments and 
suggest alternatives

7.
Incremental Cost/bbl by ANS Cost 
(Sensitivity)

Discuss the incremental costs o f lifting  a 
barrel o f oil as ANS rises

8.
Acceptability o f 2 fo r  1 provision and 
appropriateness o f a sunset.

9. Progressivity on net vs. gross Discuss options
10 . Cap on Progressivity Discuss options
1 1 . Progressivity trigger Discuss options
12 . Cook In le t Provision Should Cook In le t be trea ted d iffe re n tly
13. Transitional Capital Look-Back Discuss options
14. Impact o f PPT on Facility Access Fees

15. P ro fit in Tankering/Pipeline
Should p ro fit  in transportation be 
included as a cost

16. E ffec tive  Date April 1, 2006 or July 1, 2006

17. 95% safe harbor and quarterly true-up
How the industry is trea ted by other tax 
collectors
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Po>*A d f  Pcu.WVio'V (B) for gas,V>ther than gas described in (C) o f this paragraph,

meter or device through which the oil enters into the facilities o f a carrier 
pipeline or other transportation earner in a condition o f pipeline quality; in the 
absence o f an automatic custody transfer meter or device, "gross value at -;,c 
point o f production" means the value o f the oil at the mechanism or device to 
measure the quantity o f oil that has been approved by the department for that 
puq)ose, through which the oil is tendered and accepted in a condition of 
pipeline quality into the facilities o f a carrier pipeline or other transportation 
eamo^QLinto a fie ld topping plant;

that is
(i) not subjected to or recovered by mechanical 

separation or gas processing, the value o f the gas at the first point 
where the gas is accurately metered;

(ii) subjected to or recovered by mechanical separation 
but not gas processing, the value o f the gas at the first point where the 
gas is accurately metered after completion o f mechanical separation;

(iii) subjected to or recovered by gas processing, the 
value o f the gas at the first point where the gas is accurately metered 
after completion o f gas processing;

(C) for gas run through an integrated gas processing and gas 
treatment facility that does not accurately meter the gas after the gas 
processing and before the gas treatment, the value o f the gas at the first point 
where gas processing is completed or where gas treatment begins, whichever is 
further upstream;

* Sec. 29. AS 43.55.900(10) is repealed and reenacted to read;
(10) "oil" means

(A) crude petroleum oil; and
(B) all liquid hydrocarbons that arc recovered by mechanical 

separation o f well fluids >r by gas processing;
" Sec. 30. AS 43.55,900 is amended by adding new paragraphs to read;

(17) "Cook Inlet basin" means the area bounded by

CSSli 3(I5(KES) -24-
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22

24

25
26
27
28
29
30
31

(A) the north boundary o f Township 18 North, Seward
Meridian;

(B) the Seward Meridian;
(C) the south boundary o f Township 7 South, Seward

Meridian; and
(D) the west boundary o f Range 19 West, Seward Meridian; 

(̂ Q8) "gas processing^] 3
(A) means processing a gaseous mixture o f hydrocarbons

(i) by means o f absorption, adsorption, externally 
applied refrigeration, artificial compression followed by adiabatic 
expansion using the Joule-Thomson effect, or another physical process 
that is not mechanical separation;

(ii) for the purpose o f extracting and recovering liquid 
hydrocarbons; and

(iii) upstream o f any gas treatment and upstream of the 
inlet o f any gas pipeline system transporting gas to a market;

(B) do^s not include gas treatment;
(19) "gas treatment"

(A) means conditioning gas and removing from gas 
nonhydrocarbon substances for the purpose o f rendering the gas acceptable for 
tender and acceptance into a gas pipeline system: and

(B) includes incidentally removing liquid hydrocarbons from
the gas.

: Sec, 31. AS 43.55.011(a), 43.55.011(b), 43.55.011(c), 43.55.012, 43.55.013, 43.55.016, 
55.900(1), 43.55.900(8), 43.55.900(11), 43.55.900(12), and ^3.55.900(16) arc repealed.
Sec, 32. The uncodified law of the Stale of Alaska is amended by adding a new section to 

d:
APPLICABILITY, (a) Sections 5, 7 - 10. 12 - 14. 16, and 20 - 31 o f this Act apply to 

and gas produced 011 or after April 1. 2006.
(b) Section 1 1 o f this Act applies to oil and gas produced before, on, or after the 

clive date of sec. 11 o f this Act.

24-GS2052\C
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E xxonM obil Production Com pany
P.O. Box 196601 
Anchorage, Alaska 99519-6601 
907 561 5331 Telephone

R ichard J .  Owen
Alaska Production Manager 
Joint Interest U.S.

R E C E I V E D  

APR 1 8  2006

E^onMobil
P r o d u c t i o n

April 12, 2006

The Honorable Lyda Green 
Co-Chair, Senate Finance Committee 
State Capitol (MS 3101)
Juneau, Alaska 99801-1182

Dear Senator Green:

Thank you and the Senate Finance Committee for providing the opportunity on 
April 4, 2006 for ExxonMobil to testify regarding our thoughts and concerns with 
CSSB 305. Attached are ExxonMobil's responses to the questions from the 
Senate Finance Committee which were provided to us on Thursday, April 6.

Please let us know of any further questions that may arise from your deliberations.

Sincerely,

/  RJO:jpc 
Attachment

cc. Senate Finance Co-Chair Gary Wilken 
House Finance Co-Chair Mike Chenault 
House Finance Co-Chair Kevin Meyer

A  Divu.ion n l Exxon M obil Corporation



ExxonMobil

Committee Questions on CSSB305
Questions Response

1. The PPT rate in the bill as introduced was 20%, while 
the rate in the Senate Resources CS is 25%. The 
consultants retained by the Legislature advise that the 
rate could be 25% without materially affecting the 
industry’s investment in oil and gas development in 
Alaska.
a. Do you agree with this statement?
b. In your opinion, what should the PPT rate be in order 

to increase industry’s investment here and why?
c. Further more, if you think the PPT rate should be 

less that 20%, why did your company agree to a 
20% rate?

a. It is not clear to us that all the consultants retained by 
the Legislature support a tax rate higher than 20%. 
Specifically, during the panel discussion before the 
House Finance Committee on April 6, the Econ One 
representatives stated that the PPT tax rate should not 
be increased beyond 20%. Tax systems need to be 
carefully designed to ensure the desired objective of 
resource development is achieved. To that end it is 
critical to take into account the quality of the remaining 
resource, otherwise a change may result in unintended 
consequences, such as reduced investments and lower 
reserve recovery. ExxonMobil's assessment of the 
remaining oil resource suggests future growth 
opportunities will come from: complex enhanced oil 
recovery (EOR) projects; development of smaller, more 
marginal oil accumulations; and the innovative 
development of viscous and heavy oil resources.
These opportunities will require the development and 
application of 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 similar challenges associated with 
arctic conditions and distance to market. We are 
concerned that the higher base tax rate could prevent 
some of Alaska's remaining challenged resources from 
being developed.

b. While higher taxes may bring in additional revenues in 
the short-term, any reduction in investment and 
subsequent production will significantly impact those

Senate Finance Committee Questions & EM Answers -  Final Page 1 4/12/2006



ExxonMobil

Questions Response
revenues in the longer term. We think that the focus of 
the tax bill should be to encourage investment and grow 
production. This is not accomplished with the higher 
tax rate and the proposal to further increase it as oil 
price increases, 

c. Despite our concerns with the original SB 305, we are 
prepared to move forward under that system as 
originally proposed, since it sought to provide a balance 
of revenues to the state and producers across a range 
of 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.

2. The Senate Resources CS ptoposes a tax in addition to 
the regular PPT in order to make the system more 
progressive when prices are high for oil. The House 
Resources CS proposes similar progressivity for gas as 
well as oil.
a. If we include some kind of progressivity feature to 

deal with exceptionally high prices, will this have a 
material effect on industry investment in Alaska?

b. Is, please explain why, and how material the effect 
would be.

c. Is there any price level above which the effects of 
progressivity on new investments would become 
immaterial?

a/b. Higher tax rates will discourage investment.
Companies are willing to accept the risks of long-term, 
capital intensive investments when there is a 
corresponding opportunity for upside potential through 
a variety of factors, such as increased production or 
higher prices. When you limit or reduce the benefit 
that companies can achieve from the upside factors, 
you reduce the attractiveness of those investment 
opportunities. The proposal to increase the already 
high base tax rate and then further increase it as oil 
prices increase, reduces or limits the upside potential 
which will result in companies recalibrating investment 
decisions. Reduced investment will result in reduced 
resouice recovery, diminished state revenues anc 
fewer employment opportunities, with a resultant
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Questions Response

r»

negative impact on the state's economy, 
c. The PPT in the original SB305 is progressive. The 

effective PPT take percentage increases with oil and 
gas prices. We do not recommend any further 
progressive features.

3. We have been told there is a trade-off between the tax 
rate in the PPT and the percentage for tax credits 
against the PPT, and that an increase of five percentage 
points in the credit percentage will approximately offset 
the effects of an increase of the tax rate of one 
percentage point.
a. Do you agree a trade-off exists, and if so, is the 5-to1 

ratio correct?
b. Is there a law of diminishing returns at work here that 

decreases the effect of a credit after it gets to a 
certain percentage?

a. While there is a trade-off, it depends on a range of 
assumptions including level of income and investment. 
However, it is not a fixed ratio. This can be 
demonstrated in the following simplified cases:

- ($1000x20% )-  ($100x20%) = $180
- ($1000x21%) -  ($100x30%) = $180

- ($1000x20%) -  ($200x20%) = $160
- ($1000x21%) -  ($200x25%) = $180

- ($1000x20%) -  ($500x20%) = $100
- ($1000x21%) -  ($500x22%) = $100

As you can see, the relationship between tax rate and 
credit rate is dependent on the income and investment 
rates which are highly variable and specific to the 
resource being developed.

b. While the investment tax credits of 20% could enhance 
the present value economics of new investments, the 
20% tax rate will result in lower overall cash flow. The 
combination of a 20% credit along with a 20% tax rate 
may not be adequate to support development of all the 
remaining ANS opportunities.

4. The original version of SB 305 provided three
alternatives for determining the "gross value at the point 
of production" for taxable oil and gas: 1 ) using the 
royalty netback settlement determined under a royalty

a. The use of a producer's royalty settlement agreement o 
determine the value of oil and gas addresses a 
longstanding issue that has divided the State and the 
industry over the years. There is only one value in the
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Questions Response
settlement agreement with the State, 2) using a 
"formula" prescribed by the Department of Revenue 
(DOR) based on a netback value or netback 
methodology approved by the government, and 3) using 
"another formula" by DOR that reasonably estimates a 
value for the oil or gas at a specific geographic location. 
The Senate Resources CS deletes the first alternative, 
but keeps the latter two unchanged, 
a. What specific issues or problems do you foresee 

because of this deletion?

market place. SB 305, as originally proposed, allowed 
the State to value a producer's oil and gas using the 
producer's royalty settlement agreement, which was 
negotiated with, and approved by, the Department of 
Natural Resources. That provision was important to 
industry as it provided certainty to a producer and the 
State on the value on which to calculate royalty and 
production taxes while reducing the administrative and 
audit costs to both the State and the industry.

5. What do you think the effective date should be for the 
PPT and why?

• ExxonMobil believes that tax increases should be 
prospective, so the effective date should be 
sometime after the date of enactment. A period 
should be provided to allow systems to be put into 
place and a true-uo between estimated payments 
and actual obligations to occur.

6. The Senate Resources CS allows a credit for
investments made during the five years preceding the 
effective date of the PPT, but limits the credits so that 
new capital investments will have to be twice as much 
as the old ones in order for the credit to be fully used.
a. How will this two-for-one transitional credit make a 

difference in your company's investment decision -  
making?

b. Is this approach fair to both major and independent 
producers?

a/b. Investment decisions are based on the resource 
opportunity and are evaluated on a range of factors 
including geologic, technical, execution risks as well as 
risks associated with fiscal and political stability.
The purpose of the transition provision is to address the 
sudden increase in taxes on recent investments.
Future investment decisions will be made under the 
new tax system based on the balance between the new 
tax rate and the credit rate. For this reason, we think 
the Administration’s proposal of providing a deduction 
based on recent investments, not linked to future 
spending, is appropriate.

7. In committee, it was mentioned that the safe harbor 
provision in the Senate Resources CS, requiring

a/b. The monthly tax payments under the PPT are based 
on estimates of lease expenditures, production volumes
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Questions Response
taxpayers to calculate their monthly tax payments to a 
95% accuracy, is a very difficult target to hit and 
unreasonable.
a. Do you agree with this statement and if so, what do 

you consider reasonable?
b. Do you feel the quarterly true-up provision is 

manageable or should it be an annual true-up as 
proposed in the original version of the bill?

c. What is the traditional relationship in this regard 
between the oil and gas industry and tax collectors in 
other state?

and capital expenditures. As a production tax based 
on estimates of profit, we believe the PPT tax should 
follow the federal model -  90% "safe harbor" with a 
true-up after the close of the year. Provided the safe 
harbor is met, there is no interest or penalties assessed 
on any remaining balance, 

c. In our experience with state income tax, including 
Alaska, most jurisdictions generally follow the federal 
model for estimated payments, safe harbor and true-up.

8 . Please take this opportunity to describe any other 
provisions of the Senate Resources CS to SB 305 that 
cause considerable concern for your company and 
deserve additional discussion by the Senate Finance 
Committee.

We would recommend the following changes to the CS:
• Return PPT tax rate to 20%
• Eliminate additional progressive feature
• Remove linkage of transition provision to future 

spending
• Specifically allow Royalty Settlement Agreements for 

valuation
• Make effective date the later of the enactment date or 

July 1,2006.
• Estimated payments should mimic federal model
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Steve Marshall

President, Alaska DP Exploration (Alaska) Inc 
900 East Benson Boulevard 
PO. Box 1960)2 
Anchor age, Alaska 99519 6612 

c x ia . c .a o ')

April 11,2006

The Honorable Lyda Green, Co-Chair 
Finance Committee, Alaska State Senate 
State Capitol, Mail Stop 3100 
Juneau, AK  99801-1182

Re: Questions on SB 305

Dear Senator Green:
Thank you for the questions posed in your letter o f April 5th. Attached, please 
find BP’s response, which 1 hope you w ill find helpful.
Please advise if  we can be of any further assistance in this matter.

Sincerely,

■i

Steve Marshall



BP’s Response to O
Senate Finance Committee Questions 

on SB 305 
April 11,2006

b p

1. The PPT rate in the bill as introduced was 20%, while the rate in the Senate Resources CS is 
25%. The consultants retained by the legislature advise that the rate could be 25% without 
materially affecting the industry's investment in oil and gas development in Alaska.

1.1. Do you agree with this statement?
1.2. In your opinion, what should the PPT rate be in order to increase the industry ’v 

investment here and why?
1.3. Furthermore, ifyou think the PPT rate should be less than 20%, why did your 

company agree to a 20% rate?

Response
/ . / :  Do you agree with this statement?

BP strongly disagrees w ith this statement. We believe that increasing tax rates at this time w ill have a 
material impact on future investment. BP considers the PPT tax rate to be the most important feature 
in the b ill and the single most important decision to be made by the legislature. Getting it wrong w ill 
have major impacts on the petroleum industry in Alaska for years to come.
We are acutely aware that investment decisions made here affect not only BP’ s shareholders, but our 
Alaskan employees & contractors, their families, the communities they live in, our suppliers, the local 
economy and o f course the Stale itself. Wc all want to maximize the potential value o f the resources in 
the ground and convert them into real value or wealth.
As the operator o f Prudhoc Bay, Endicolt, Norlhstar. GPMA, M ilne Point, and Badanii, as well as a 
major investor in Kuparuk our view o f North Slope Production is us follows.

- North Slope production is declining at approximately 6% per year
- at this rate o f decline production w ill be as low as 450 mbocd in 10 years time.
- operating costs are increasing due to a worldwide shortage o f petroleum industry resources 
* fixed costs and declining production means that margins w ill continue to shrink
- the level o f investment required to achieve the DOR’ s latest production forecast is double 

eurrent levels
- oil price w ill change and that is something nobody has any control over
- the technical challenges involved in producing the remaining o il are getting more d ifficu lt, and 

w ill in many cases require new technologies that does not exist today

We believe that the recommendations o f the Stale’ s and the Legislature’ s consultants have been craPed 
assuming that Alaska’ s oil production is declining more slowly than it is and that increasing taxes w ill 
have no impact on investment. We believe both these assumptions to be in error and dangerously 
misleading.

HI' Response to Senate Tinance Committee r/ueslions on .S'// 305
I



1.2: In your opinion, what should the PPT rate be in order to increase the industry's 
investment here and why?

b p

In our opinion the PPT structure has real merit, but the tax rate should be signillctuitly lower than the 
20% proposed in order to attract the investment required to stem decline and to provide the Production, 
Revenues, Economy and Jobs which Alaska requires.
We believe the best thing the Legislature can do to maximize the value o f the petroleum resources for 
Alaska is to create an environment that encourages investment. We believe the G u lf o f Mexico, the 
UK, the Alberta Heavy Oil Province are good models to emulate. They show the impact o f creating an 
unambiguous, attractive investment climate by adopting appropriate fiscal terms. The Alberta Heavy 
Oil Province, the G u lf o f Mexico deep water and the UK o f the 1980’ s and 1990’s are wonderful 
illustrations o f where attractive, not tolerable, tax rates encouraged huge investments that resulted in 
increased production and increased revenues for the government and significantly increased economic 
activity.
Production is declining faster than anyone has been predicting. The impact o f  production decline is 
being masked by the current high oil prices. This is not the lime to raise taxes, but the time to adopt a 
fiscal policy which w ill attract investment.
Wc strongly urge the Legislature to adopt a tax rate significantly less than the 20% in the 
original hill (a 15/25 (15% tax and 25% credit) would be significantly better than the 20/20 
originally proposed) and furthermore we urge the Legislature to look towards the UK, G ulf o f  
Mexico and the Alberta Heavy Oil Province for inspiration from counties /  states who have 
.successfully attracted investment by adopting .specific fiscal policies.

1.3: I f  you think the PPT rate should be less that 20%, why did your company apree to a 20% rate?

Very simply, we agreed not to oppose the 20% rate as part o f a package deal which would enable us to 
proceed with gas. That package includes the other terms o f the Governor’ s PPT b ill, including the 
transition provisions among others.
It is important to remember the negotiating range defined by the Producers’ first offer and the 
Governor's first o ffer was between 12.5% and 20%. A t the end o f the day, the Governor was 
successful in pulling the producers to the upper end o f that range, a point which many in the legislature 
mistakenly interpret as a starting point.
The 20% should not be looked at in isolation but as part o f  the total package. We believe the 20% rate 
in conjunction with the rest o f  the provisions in the original b ill created a tolerable climate for 
investment, not an attractive climate for investment. Alaska should be looking to create an attractive 
climate for investment in order to stem production decline, which is why we have consistently 
recommended that the Legislature adopt a tax rate less than the 20% proposed by the Governor.

l i t ’  Response to  Senate P innace  ( 'om m iltce  questions on S it  305



2. The Senate Resources CS proposes a tax in addition to the regular PPT in order to make 
the system more progressive when prices are high fo r  oil. The House Resources CS 
proposes similar progressivity fo r  gas as well as oil.

2.1. I f  we include some kind ofprogressivity feature to deal with exceptionally high prices, 
will this have a material effect on industry investment in Alaska?

2.2. I f  so, please explain why, and how material the effect would be?
2.3. Is there any price level above which the effects o f  progressivity on new investments 

would become immaterial?

Response

Reiterating the answer to question 1: higher taxes generally result in less investment & lower taxes 
generally result in higher investment.

As we have previously stated, at prices below $22.50 ANS / barrel BP docs not currently make a profit 
in Alaska. As ANS production declines our fixed costs w ill remain and the breakeven oil price w ill 
rise.

bp

Income Tax $0.85 
Property* Tax $0.97 

►Production Tax $1.14

Royalty

Total Alaska

$3.39

$6.35

Federal incom e tax $0.47 "C

Midstream

&

Upstream

Capital costs 
$5.74

► i

Cash costs 
$9.94

State take

Upward pressure created by inflation (driven by high oil price) and production decline

III' Response to Senate Finance Committc questions on SB 305
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We should all share in the upside o f  high oil prices and we have agreed that it is appropriate for ** '*%.
the State to take a higher share than that which they enjoy today based on the existing ELF ^
system as part o f a new fiscal regime.

In itself, the 20% PPT rate gives the State progressivity and significantly increases the State’ s share at 
high oil prices. Under the Governor’ s proposal DOR estimates that the State w ill receive an additional 
$ l bn / y r at current prices.

The pic charts below' illustrate the split between Stale, Federal and BP take under the current regime 
and the original PPT 20/20 at low, medium and high prices. Under PPT 20/20, we would continue io 
make a loss at $20. A t $40 the State gets a considerably higher share than BP. A t $60 under the original 
PPT 20/20, i.e. without any price surcharge, the State’ s and BP’s take is balanced.

Introduction o f progressivity squeezes our profit at higher prices even more than the original PPT and 
would create an extremely unbalanced system. Given the high government take in Alaska at low prices, 
this imbalance w ill make investments less attractive.

b p

bp

Status Quo

PPT
(20-20)

SQ - VlO/bbl SQ - $60/bblSQ - $20/bbl

PPT - $60/bblPPT - $20/bbl PPT - $40/bbl

$20 $40 $60

SQ PPT SQ PPT SQ PPT

State 143% 97% 40% 44% 32% 40%
Federal 1% 18% 23% 22% 25% 22%
BP 0% 0% 37% 34% 43% 38%
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The impact on investment w ill depend on the design ol' the system. I f  the Legislature is 
convinced that the ultimate solution must include progressivity we would encourage them to adopt the 
follow ing principles:

Keep it simple. Alaska already has one o f  the most complex tax regimes in the world. Complexity 
breeds ambiguity and disputes and is a deterrent to investment.

Increase PPT tax rate with price rather than introduce an independent 'surcharge' based on 
gross revenue. PPT is a tax on net cash flow  and thus it is appropriate that any incremental lake at 
high prices or reduced take at low prices is based on net cash flow.

Create no more that: 3 price bands with different tax rates:
- a low price band which provides real re lie f to industry at low prices when industry is 

struggling due to Alaska's very high costs and the regressive nature o f royalties.
- a mid price band which spans the mid to high range o f expected prices and at which the tax 

rate is reasonable (lower than 20%) and makes Alaska an attractive place to invest.
- a high price band over which a higher tax rate would not be a significant deterrent to 

investment.

In order that the system w ill endure ard serve Alaska well it would be necessary to:

I ) ensure price trigger points are based on the actual value o f the product (i.e. Wellhead value is best, 
ANS is better than WTI)

<& 2) ensure trigger points do not become outdated by inflation proofing them.

3. We have been told there is a trade-off between the tax rate in the PPT and the percentage fo r  tax 
credits against the PPT, and that an increase o f five percentage points in the credit percentage 
will approximately offset the effects o f an increase in the tax rate o f one percentage point.

J. 1. Do yon agi ee a trade-off exists, and i f  so, is the S-to-1 ratio correct?
3.2. Is there a law o f diminishing returns at work here that decreases the effect o f  a credit 

after it gets to a certain percentage?

R esp on se

The most important driver in the PPT equation is the tax rate. The credits arc, however, important and 
there is a trade-off between the PPT tax rate and the lax credit. The question o f  how much this trade­
o ff  is whether it is 5-to-1. 6-to-1. or something else docs not have a simple answer. This is 
because other factors affect the balance point where a change o f  I percentage point in rate is balanced 
by a change o f  A'percentage points in the credit. These other fa .’ tors are the price o f  oil. the operating 
cost per barrel relative to the oil price, and the capital investment relative to the value o f  the oil 
currently being produced. We would Ik  happy to illustrate this relationship with examples i f  that 
would be helpful to you or the committee.

I l l ‘ Response in  Senate t  'inuncc  ( 'nm m ittec iju iw lia n x  an S l l  M t$



4. The original version o f  SB 305 provided three alternatives fo r  determining the “gross 
value at the point o f  production ”fo r  taxable oil and gas:
■ using the royalty netback determined under a royalty settlement agreement with the State
" using a 'formula** prescribed by the Department o f Revenue (DOR) based on a netback value 

or netback methodologyt approved by the government, and
■ using “another formula  ” by DOR that reasonably estimates a value fo r  the oil or gas ar a 

specific geographical location. ”

The Senate Resources CS deletes the f r s t  alternative, but keeps the latter two unchanged.
4.1. What specific issues or problems do you foresee because o f this deletion ?

R espon se

We believe that the deletion was a mistake.
The Royalty Settlement Agreement (RSA) netback not only has a methodology that reflects current 
market conditions, but it also includes a procedure for either side to "re-open" part or all o f that 
methodology and adjust it as market conditions change.
This re-opcner procedure has worked extremely well in the decade and a ha lf since the Amerada Hess 
lausuil over North Slope royalties was settled by the companies.
We believe using RSA netback values as much as possible in the PPT is a good idea.
Using RSA netbacks for PPT would minimize the need in DOR for an entire second group o f 
administration, audit and enforcement, and dispute-resolution stall' paralleling the existing one for 
royalty netbacks. The only need for DOR to have netback specialists for PPT would be to deal with 
producers that do not have an RSA with the State, but this need should be very small. When the other 
companies in the Amerada Hess case made their settlements w ith the State, they were given the option 
o f patterning their RSA after ARCO ’ s RSA (now ConocoPhillips' RSA). HP’s RSA. or FxxonMobiTs 
RSA. We see no reason why DNR would not extend a sim ilar option to any new companies coming to 
the North Slope.
Although we advocate using existing RSA netbacks where possible for PP V. we recognize that an RSA 
developed for Cook Inlet production is inappropriate for the North Slope, and vice versa. We believe 
an RSA should be used only for the region or basin for which it was developed. Consequently, as oil 
and gas exploration and development occur in areas besides the North Slope and Cook Inlet, the Pl’ f  
legislation should provide authority for DOR by regulation to designate ether r rgions or basins w ithin 
which the RSAs for them would be recognized and effecto'c for PPT purposes os well.

I l l '  lies puns e m Semite l i m i m e  I  'nmmittec questions on S ll 305



5. What do you think the effective date should he fo r  the PPT and why?

Response

The effective dale should be no earlier than July 1, 2006. An April I s1 effective date already involves 
retroactivity, and that retroactivity grows greater w ith each day that passes. Retroactivity in taxes is 
inherently unfair, and all the more so when such a major overhaul is being made to such a significant 
tax.

b p

6. The Senate Resources CS allows a credit fo r  investments made during the five  years preceding 
the effective date fo r  the PPT, hut limits the credit so that new capita! investments will have to be 
twice as much as the old ones in order fo r  the credit to be fu lly  used.

6.1. How will this two-for-one transition credit make a difference in your company ’.v 
in vestment decision-making?

6.2. Is this approach fa ir  to both major and independent producers?

Response

Keeping the transition provisions sends a very loud and clear message to existing and potential new 
investors that Alaska treats investors fairly, and that Alaska is open for business.
We believe that allowing a transitional credit is the right thing to do. These investments were made 
under the ELF-based severance tax. and now the tax is being changed in a very significant way. It is 
common for governments to provide such transitional re lie f when they make major tax changes.
Alaska itse lf has allowed such transitions in the past when it has made major changes to its fiscal 
regime.
We believe the two-for-one investment proposal is an elegant solution and we could support it 
provided it is simplified to ensure that companies who make future investments gel the benefit o f the 
transition provisions.
To this end we would suggest that the $-10 test be removed and the 2013 sunset date be extended.

I l f  Response to Senate /• inance ( 'ummiltoe question* on .S'// SOS
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7. In committee, it was mentioned that the safe harbor provision in the Senate Resources 
CS, requiring taxpayers to calculate their monthly tax payments to a 95% accuracy, is a 
very difficult target to hit and unreasonable.

7. /. Do you agree with this statement and i f  so, what do you consider reasonable?
7.2. Do you fe e l the quarterly true-up provision is manageable or should it be an annual 

true-up as proposed in the original version o f  the hill?
7.3. What is the traditional relationship in this regard between the oil and gas industry 

and tax collectors in other states?

Response

The whole approach in the safe-harbour provisions is mistaken, not just the 95% figure.

The use o f  federal tax concepts and principles presents several important advantages.
First, the federal definitions are clear and well defined, both by statute and regulations and by 
administrative and jud ic ia l precedent.
Second, since the federal standards apply, producers can use the same accounting systems for these 
parts c f  the PPT that they use for the federal income tax.
Third, and o f particular value for the Slate, the use o f these federal tax concepts and rules means that 
the IRS, rather than DOR auditors, can do the heavy lifting in terms o f auditing and enforcing these 
federal standards. As w ith federal principles adopted under the state income tax, the DOR auditors 
merely have to say “ me too”  on those matters once the IRS is done w ith its audit o f a producer.

The federal system, however, is based on tax years rather than tax months. The whole notion o f the 
PPT being a monthly tax is merely a carry-over from the present severance tax. There is nothing 
inherent in the severance tux. nor the PPT, that requires it to bo a monthly tax instead o f an annual one. 
The only reason for having PP T be paid monthly is to provide the State a more uniform stream o f  tax 
revenue from momu to month, and this can be accommodated just as well under an annual PPT by 
having producers make monthly estimated payments w ith an annual true-up once the year is over.

The federal income tax uses a sim ilar system o f estimated payments for businesses. Once a quarter a 
business has to make an estimated tax payment, w ith a final payment due in March o f the following 
year. To deter deliberate underpayment o f  the quarterly estimates, the internal Revenue Code has an 
underpayment penalty i f  the total o f  those estimated payments is less than 90% o f the actual amount o f 
tax due for that year.
There are sound reasons behind the federal system o f estimated payments with a true-up after the end 
o f the year, and they apply equally well to the PPT system.
We recommend changing the tax period from a calendar month to calendar year, with monthly 
estimated payments that, on a cumulative basis each month, bring the total paid up to that point to at 
least 90% o f the total PPT for that portion o f the year based on the data available to the producer at the 
lime it reports and makes its monthly estimated payment. A t the end o f  March the follow ing year, the 
full amount o f the PPT for the year comes due, and anything not paid then not only accrues interest at 
the statutory rate, but is also subject to underpayment penalties i f  there is not sufficient cause to justify  
the underpayment.
I l l '  Response to  S a w n ’ I t  nance C om m ittee  questions on SH 305
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Apart from being monthly instead o f  quarterly, our proposal is essentially the federal system.
Two key elements o f  the PPT —  namely, the “ necessary and reasonable”  nature o f the 
expenses claimed as deductible lease expenditures, and the amount o f such expenditures that 
are capital in nature instead o f operating expense —  are based on federal tax concepts and principles, 
and thus it is appropriate to fo llow the federal system for estimated payments.

8. Please take this opportunity to describe any other provisions o f  the Senate Resources CS to SB  
305 that cause considerable concern fo r  your company and deserve additional discussion by the 
Senate Finance Committee.

Response
It is our understanding that the tax committee o f the Alaska Oil and Gas Association is working to 
finalize a ha lf dozen or so technical amendments and recommendations regarding CSSB 305(RES). 
We expect they w ill be submitted very soon, along with a letter or written testimony explaining them. 
Some o f  those AOGA suggestions may cover material we have discussed here. Since AOGA takes 
positions on tax matters o ily  by consensus without objection, the fact that AOGA w ill be presenting 
them to you w ill itse lf be evidence that BP endorses those pronosals. In addition to the issues raised in 
this letter I would ask yoi to give full consideration to the issues raised by AOGA.

H I' IU‘.\f>»ns»• to Senate l i i u i n tv  ( ' o n m i t t e i ' ///; Sll SOS <)
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Where do we stand today?

Oil In d u s t ry  th rea tens :

(1) T h a t  In v es tm e n t  will d ry  up  with the  25/20% proposa l  an d  a 
p rogress ive  fea ture .

(2) A laska  re p u ta t io n  will be seriously h a rm e d

(3) Tin .e  m ay  be no G as  Pipeline

(4) Ph i lan th rop ic  dona t ions  a re  a t  r i sk  (ConocoPhillips)

Oil I n d u s t r y  has lobbied h a r d  with every  m eans  available 
(Can’ t blanie them, b u t. . . )

I still have p rob lem s with  some of  the  Peer  G ro u p s  we keep gett ing com pared  
to.

Who really thinks comparing Alaska to the likes o f  Kansas or Colorado is 
reasonable?

Russia provides some good analogs: both with PSAs as well as the Royalty/Tax 
arrangements there: very tough terms.
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Take Graph #4 from page 47 of my March 6 Testimony 
referenced in public testimony on 8 April, 2006.

80% 70% 60% 50% 40%

Effective 
R oyalty  R a te

%
I

US ocs 
UK
New Zealand
Falkland Islands
Argentina
US OCS
Soutli A frica
Trin idad
Mongolia
Philippines
Pakistan Offshore
Australia
Ecuador
Pakistan I I
Cambodia
Gabon
Morocco
Peru
Mozambique 
Azerbaijan AI0C 
Congo Z.
Malaysia 
Angola 
Colombia 
Yemtn I .a te  I99IU 
Indonesia 3rd Gen 
Egypt Offshore 
Azerbaijan EDPSA 
Russia Sakhalin II 
T im or G“ n ZOCA 
Norway
Libya ni.vt: 59.200s 
Egypt Onshore 
Myanmar early 1990s
O nln* M It fit' * iUUI tVUI
Nigeria Shelf 
Malaysia R/C 
UAE “Opec Terms" 
Syria 1994 Mode! 
Indonesia Std.-V Gen 
Libya Average 2005
Venezuela 1996 
Lihva Uhvt 54 Mils 
Iran I ”  Buyback 
Libya mock l?4,?oos

Government Take
[for Oil)

W hat terms would yield the same economic benefit at S60/BBL?
A la s k a  SB  305- H B  488 te s t im o n y  9 A p r i l  31106 2 Dan ie l  Johnston A  ( n . Inc



T ak e  G r a p h  #2 Effective 
R oyalty  R ate

%
I

US OCS 
UK
New Zealand
Falkland Islands
Argentina
US OCS
South A frica
Trin idad
Mongolia
Philippines
Pakistan Offshore
Australia
Ecuador
Pakistan II
Cambodia
Gabon
Morocco
Peru
Mozambique 
Azerbaijan AIOC 
Congo Z.
Malaysia 
Angola 
Colombia 
Yemen l.atc I99ft» 
Indonesia 3rd Gen 
Egypt Offshore 
Azerbaijan ED PS A 
Russia Sakhalin II 
T im or G -n 20CA 
Norway
Libva Block 59. : 00s 
Egypt Onshore 
Myanmar early I990»

Q nino nrvttt' »U tU I •%»/« .1, »

Nigeria Shelf 
Malaysia R/C 
UAE "Opec Terms" 
Syria 1904 Model 
Indonesia Sui." 
Lihva A\cracc 2005 
Venezuela 1996 
Libva H U k M .300 s 
Iran 1“  Buyback 
L ib v a . I l l c f  174 ?(>()<

G o v ernm en t  T ake
(for Oil]

Difference bctw .on S20/BUL and S60/BBL
M.iskn Sit 305- l ilt  4KS fcMiimmv *> April 21106 3 Daniel Johioion A Co., Int.



lim)://ncw«i.mornim;smr.coiii/i)f\vs/l).l/M04/I>(M/20(Hi()4040854I>O\V'.IONF:sn.»OM.INF.0()n295.li(nil?rat=F.ncr»\

04-04-06 08:45 A M  EST
Beijing -(Dow Jones)- China’ s M inistry o f Finance Tuesday issued rates for a newly 
implemented windfall profit tax on crude oil that is sold above USS40 a barrel in the country.

“ (The lax is aimed at) pushing forward the reform on oil price mechanism and promoting 
continuous, healthy and coordinated development o f the national economy,”  the ministry said on 
its Web site.

In late-March, the National Development and Reform Commission, China’ s top economic 
planning agency, said it was immediately implementing a w indfall profit tax on domestic crude 
oil sales, but didn’ t ’ disclose the tax rate.

The tax took effect on March 26 and the tax rate ranges from 20% to 40% o f the amount that 
companies get above USS40,

The tax applies to enterprises and joint-venture companies that produce and sell oil onshore and 
offshore China, the ministry said.

Income generated from the w indfall tax w ill be included in the central government’ s budget 
management, and taxes w ill be collected by the MOF.

The tax will be calculated monthly and should be paid quarterly, the ministry said, adding that 
since the tax is regarded as a company cost, it can be deducted before income tax.

Below is a table o f the tax rates

Crude Oil Selling Price 
(USS per Barrel)

40-45 inclusive 
45-50 inclusive 
50-55 inclusive 
55-60 inclusive 
above 60

Tax Rate On Portion 
O f Price Above CSS40 

20%
25%
30%
35%
40%

-Zheng Kiaolu contributed to this Uory, Dow Jones Ncwswires; 8610 6588-5848; 
trac3 /henuCi1 dowjoncs.eoni 
Edited by Tracy Gan
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a m ™
The following selected quotes come from Chapter 11 of an upcoming book by Dr. Juan 
Carlos Bouc o f  Oxford University in the UK. I sincerely appreciate the insights from Dr. 
Boue and his permission to quote him as extensively as I have here. My commentary is 
confined to sections within brackets |such as these] to preface or expand on quotes from 
Dr. Bouc’s work. I would like to take this opportunity to publicly thank Dr. Bouc for his 
concern and for his insights. DJ

The following quotes are from:

A QUESTION OF RIGS, OF RULES, OR OF RIGGING THE RULES? 
UNDERSTANDING THE PROFITABILITY AND PROSPECTS OF UPSTREAM 

OIL ACTIVITIES IN THE OFFSHORE US GULF OF MEXICO.

Copyright Oxford Institute for Energy Studies 2006. Juan Carlos Boue

11 CONCLUSIONS: W HAT SHOULD THE WORLD LEARN FROM 
THE SUCCESS STORY OF THE DEEPW ATER GOM?

[The first o f Dr. Bouc's quotes regarding “ basin masters" comes from a McKinsey Company study by; 
Conn. C.. and While I).. 1994. Revolution in Upstream Oil and Gas - Strategies for growth beyond 2000; 
McKinsey & Company. Australia. DJ|

“ 11.1 Basin Mastery: Add ing Value in G lobal E&P Activ ities
McKinsey gave the name “ basin masters" to those companies that managed to build dominant 
acreage and logistical positions in d ifficu lt new plays, partly because o f their skills at resource 
development, technology and integrated project management blit chiefly by virtue o f their 
stealing a march on competitors in remote areas where scale and infrastructure were o f 
paramount importance, [pg 334-335]
The cornerstone o f this type o f  control [as basin master] is their dominant position in early 
infrastructure corridors (often over-built, w ith a 'iew towards future discoveries), which allows 
the basin masters to extract rents from other players through access charges to this infrastructure. 
Frequently, this is bolstered by cosy relationships with governments, licensing agencies and NOC 
partners (the latter in provinces where PSA’s [production sharing agreements] prevail), all o f 
which tend to complicate the lives o f potential competitors (through the appearance o f 
bureaucratic and other, less wholesome, type o f barriers) while simplifying the lives o f 
incumbents (cast as they are in the enviable role o f ‘ operator o f  choice’ for licensing agencies). In 
this way, basin masters can ensure that they w ill be able to capture the majority o f the value in a 
given province, including that generated from operations in fields not discovered by themselves, 
[pg 336]
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Basin mastery may translate into vety comfortable lives for a few bureaucrats and politicians in 
key positions in the governments o f certain countries. However, fo r these governments as a 
whole (and even more so for the populations they represent), basin mastery effectively means 
stunted competition for acreage and consequently lower acreage process, higher upstream entry 
barriers, a high degree o f fiscal dependence on very few operators . . .  [pg 339]
“ Furthermore, uuring subsequent years [subsequent to 1998], the magnitude o f oil company 
[share] buybacks [around S20 B illion per year or so] and cash holdings has made it painfully 
clear that these companies always had far more funds available for investment than attractive 
prospects to plough them into. The way in which domestic Russian firms succeeded in 
ensconcing themselves in the driving seat in their country, largely marginalizing international oil 
companies from Western Siberia, has made the dearth o f attractive investment opportunities for 
the latter even more conspicuous.”  [pg 346]

11.3 The Issue o f Tax Breaks

A landmark study commissioned by the Wyoming legislature (prompted in large part by a fiscal 
crunch in that US state, whose fiscal dependence towards o il income is second only to Alaska’ s) 
found that, over a forty year period, a once-and-for-all drop o f 2 per cent in the state’s severance 
tax rate would increase total o il recovery by less than one percent (50 MMBOE) and employment 
by 300 persons (i.e. 7.5 jobs per year), while causing a 17 percent reduction in the present value 
o f severance tax collections. In contrast a doubling o f the stale severance tax (from 4 to 8 per 
cent) was found to reduce ultimate recovery by around 6 per cent, while increasing tax revenue, 
in present value terms, by over ninety per cent.35 [pg 347]

[Footnote 35 is as follows: “ Clerking el u i 2000. These conclusions had been 
foreshadowed by GAO 1990. This study found that some petroleum production 
incentives actually "provided incentives to make petroleum production investments that 
have pretax returns below those o f investments in other industries”  (p. 5). An even 
earlier C1AO study 19S5b: 32) had found that a 40 per cent reduction in Windfall Profit 
1 ax for FOR projects had led to only one GOM project."]

[The UK|
Likewise, the resurgence o f UK North Sea output after what is seen to be its production peak in 
the mid-1980s is often put forward as a prime example o f  the power o f more flexible taxation 
schemes to coax higher output from maturing fields.1" A study focusing on this issue concluded 
that, out o f a total production o f 2.676 M M BD in 1995. only about 355 MBD would not have 
been produced without the modifications to the British fiscal regime introduced from 1983 
onwards/ [pg347]

[Footnotes 36 and 37 are as follows: “ 36 Production o f liquid hydrocarbons in the UK 
peaked (for a second time) in 1999 at 2 S2 MMBD. after having languished at l .S P  

MMBD during 1988-89. 37 Ma-tin 1997; ii-iv")
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BP Graph of Production vs. Tax Rate

The graph below is not a fa ir representation o f what the result o f lowering the tax rate 
in 1993 was. In fact exploration expenditures went down significantly in 1994 and 
development expenditures did not go up (see fo llow ing page). They went down but not 
as dramatica lly as exploration expenditures.
I th ink  every A laskan should consider this carefu lly and compare it  to the data on the 
fo llow ing page.
1 experienced the “ boom”  in the mid-1980s in the U K  sector of the North Sea that 
resulted from  incentives provided that were very s im ila r to the “ credits”  proposed here 
in Alaska. The increase in production was the result o f exploration that occurred years 
before the 1993 reduction in taxes as one would expect. I do not sec how it could he 
possible lo r industry to gear up and respond as qu ick ly  as this graph would suggest.
Please consider my w ork  on the fo llow ing page w ith  caution. I had very little  time to 
respond to this graph on such short notice w ith  the busy schedule here in Juneau. W ith  
a b it more w o rk  we can ve rify  —  it is so important.

B u t  l o w e r i n g  t a x  r a t e s  w i l l  e n c o u r a g e  i n v e s t m e n t
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UK Dril ling Act ivity H is to ry  —  Wells Drilled p e r  y ea r

This data was “ reduced”  from  a graph from  another UKOOC document and 
generated at 1 :A M  M arch  6, 2006. It begs verification and “ real data”  but I believe 
it confirms the fallacy o f the claim that the reduction o f Government take from  
around 85% to 33% enhanced investment activ ity in the UK in 1993.
More w o rk  needs to be done but it is clear to me that something is w rong w ith  the 
conclusions drawn by BP regarding the 1993 fiscal event.

Year Exploration Appraisal Development Tot
1974 67 33 19 119
1975 81 38 19 138
1976 58 28 52 138
1977 67 39 92 198
1978 38 25 92 155
1979 34 16 97 147
1980 31 22 117 170
1982 48 27 131 206
1983 69 44 111 223
1981 78 52 92 222
1984 108 78 102 288
1985 94 66 128 288
1986 73 41 81 195
1987 70 64 123 258
1988 94 86 159 339
1989 95 91 150 336
1990 163 66 122 350
1991 108 81 142 331
1992 75 58 161 294
1993 52 59 158 269
1994 63 38 197 297
1995 61 38 239 338
1996 72 41 256 369
1997 63 34 253 350
1998 47 33 272 352
1999 16 19 222 256
2000 27 33 213 272
2001 25 36 275 336
2002 16 31 258 305
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BP Fields Brought on-stream after 1993

Andrew, Harding, Foinaven, Schieh. !lion. and ETAP (Eastern Trough Area Project includes 7 
fields in the Central North Sea).

BP fields brought on-stream after 1993

Recoverable
Reserves Discovery

Date
Start-up

Date

Productio
n

2000
MBOPDMMBBL

S TCF
A nd rew 160 0.25 6/1974 6/1996 50
H a rd in g ■•19 0.27 1/1988 4/1996 87
Foinaven 362 0.22 10/1992 1/1997 92
Sch ieha llion ±300 10/1993 1/1998 100
E TA P 450 1.1

1

SH .'OS- l i l i  4.XK TeMiuumy 0 April 2(ll)(. ID Djniel JohrisUiri A: C'n , Inc



Norwegian Development Activity

5 years  Before 1993
(1988-1992 inclusive)

5 years  After  1993
(1994-1998 inclusive)

Development Activity Investment 

N K r  134,251 MM $ 20,340 M M

N K r  205,730 MM S 31,170 MM

Eorwegian Exploration Activi

5 years  Before  1993
(1988-1992 inclusive)

5 yea rs  After  1993
(1994-1998 inclusive)

Exploration Activity' Investment

N K r  30,112 MM 

N K r  30,978 MM

S 4,560 MM 

S 4,694 MM

(Assumed exchange rale = NKr 6.6 USS I )

+ 53%

3%
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