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S o ,  D o e s  T h a t  M e a n  I A m  P a y i n g

2 9 . 1 %  O n  E a c h  F i e l d ?

Tax Rate By Field Within A Company - As Affected By Portfolio Blending

Existing
Reservoirs

Blended

The mathematics of this reduction means that actually whiie 
Existing Reservoirs continue to pay tax at a rate of 29.3%, 

The effective rate on Field X is actually 28.2% ....
... less than it would be if it were developed stand-alone

Gaffney’, Cline & A ssociates
07 November 2007



T h i s  I m p a c t  C a n  B e  

S e e n  F u r t h e r  

I n  A  B r o a d e r  P o r t f o l i o

Gaffney. Cline & A ssociates
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C o n s i d e r  A  P o r t f o l i o  O f  4  F i e l d s

Portfolio Production Rate and Net Margin
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0

Existing Reservoirs

.. One producing 200,000 bopd and 
three others, each producing 50,000 bopd, 

and each of decreasing profitability
Gaffney, Cline & A ssociates

07 November 2007



T a x  r a t e s  i f  s t a n d  a l o n e  d e v e l o p m e n t

-------

Tax Rate By Field Within A Company - As Affected By Portfolio Blending

Existing
Reservoirs

• • v.

. .  v:.?»

ifc  5  •

Blended

The progressivity can be seen through the lower tax rate
on lower margin fields

Gaffrley, Cline & A ssociates
07 November 2007



T h e  L e a s t  P r o f i t a b l e  F i e l d

... can actually have an effective rate 
below the basic rate



Tax Rate By Field Within A Company - As Affected By Portfolio Blending
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The effective rate on some lower-margin fields may even be 
lower than the basic rate (22.5% in PPT)

This is manifested in the blended rate being lower than the
weighted average rate

T h e  i m p a c t  O n  T h e  L o w e r  M a r g i n

F i e l d s  I s  M o r e  N o t i c e a b l e

0 7  N o v e m b e r  2 0 0 7

•  •  •

Gaffney, Cline' & Associates



T h e  I m p a c t  O f  C a p i t a l
I n v e s t m e n t

---------*r» ' ", .
Gaffney, Cline & A ssociates



H o w  T h e  I N e t  T a x  S y s t e m  O p e r a t e s  ^  ^

•  “ N e t ”  t a x e s  a l l  f i e l d s  a t  a  s i n g l e  r a t e

^ If o n l y  look in g  at t h e  “h e a d l i n e ’ net  tax rate, this w o u ld  b e  

th e  p e r c e p t io n

In reality, w h e n  lookin g  at the m a r g in a l  im p a c t  o f  different 

parts o f  the  portfolio,  it t a x e s  different f ie ld s  or rese r vo irs  

at  different r a te s

• B a s e d  u pon their individual profitability

• Further, it doesn’t tax operating profits, but retained 
cash flow after reinvestment

Gaffney! Cline & A ssociates '
07 November 2007
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The portfolio in the previous 
slides had a blended rate of 

27.4%, not 25.9% ....

T ax  R ate S tructure  
(Incorporating  P rogressiv ity )

Profit M arg in  ($/Bbl)

Gaffney. Cline’’Si' A ssociates
07 November 2007



A s s u m e  t h a t  2 7 . 4 %  i s  t h e  r a t e  t h a t  w i l l  

b e  p a y a b l e  b e f o r e  f u r t h e r  c a p i t a l  

i n v e s t m e n t  d e c i s i o n s  a r e  m a d e  . . .

. .  i n  t h i s  e x a m p l e  $ 8 0 0  m i l l i o n



C a p i t a l  S p e n d i n g  H a s  A n  I m p a c t  O n

R a t e ,  T o o  . . . .
0

Tax Rale By Field Within A Company - As Affected By Portfolio Blending,
Capex And Tax Credit
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22.5%

Existing
Reservoirs

27.4%

Blended

This reduces the rate payable from 27.4% to 25.9%

How ?

Gaffney, Cline & A ssociates 07 November 2007
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T h e  P o r t f o l i o  P r o d u c e s  3 5 0 , 0 0 0  B o p d

2 T  %

this is 127.75 Million Barrels Per Year

250 ,000

Portfolio Production Rate and Net Margin

Existing Reservoirs

Gaffney, Cline & A ssociates 07 November 2007



•  •

T h e  C a p e x  P e r  B a r r e l  I s  A  F u n c t i o n

O f  T h e  S p e n d i n g  A n d  P r o d u c t i o n

• $800 million of capex is $6.26 per barrel of 
production at 350,000 Bopd
(127.75 million barrels per year)

• If the portfolio was only 175,000 Bopd $800 million 
reinvested would be $12.52 per barrel

• If the reinvestment was $400 million and the 
production was 350,000 Bopd, this would be $3.13 
per barrel

Gaffnby. Cline & A ssociates
07 November 2007



The $6.26 Per Barrel Cap ita l Increases 
“Cos ts” And Lowers The Tax Rate

Pre-Capex Margin

Tax Rate 
2 7 . 4 %
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Gaffney, Cline & A ssociates
07 November 2007



T h i s  C a n  B e  l o o k e d  A t  
D i f f e r e n t l y  T h o u g h  . . .

... as a tax rebate on the capex

Gaffney. Cline & Associates*!



Tax Rate By Field Within A Company - As Affected By Portfolio Blending,
Capex And Tax Credit

Existing  X Y 2  B len d ed  C a p e x  P o s t  Cape
R e s e r v o i r s

It i s  th e  s a m e  a s  s t i l l  p a y in g  th e  b le n d e d  r a te  o f  2 7 .4 %  o n  th e  p o r t f o l io  p r o d u c t io n  

(o r  h a v i n g  a n  e f f e c t i v e  r a t e  o f  2 9 .3 %  o n  E x i s t i n g  R e s e r v o i r s  . .  d o w n  to  1 7 .7 %  o n  F ie ld  Z )

a n d  A l a s k a  p a y in g *  4 0 .8 %  o f  t h a t  $ 8 0 0  m i l l io n  c a p i t a l

T h i s  4 0 .8 %  i s  h i g h e r  t h a n  th e  B l e n d e d  t a x  r a te  . . .  a n d  i s  a  f u n c t io n  o f  th e  c a p e x  p e r  

b a r r e l  a n d  th e  o v e r a l l  p o r t f o l io  c o s t  a n d  m a r g in  s t r u c t u r e

cru
, * from PPT only -  d o e s  not  includo Sla to an d  Fodoral tax offocts

■ 1 oarney. unne a Associates
07 November 2007



L o o k  A t  T h e  T a x  S y s t e m  T h r o u g h  T h e  

A m o u n t  O f  T a x  P a y a b l e  . . .

T a x  A l l o c a b l e  B y  F i e l d  W i t h i n  P o r t f o l i o

A s  i n d i v id u a l  f i e l d s ,  a n d  a t  t h e s e  a s s u m e d  o il  p r i c e s  a n d  c o s t s ,  

t h i s  p o r t f o l io  w o u ld  p a y  $ 2 ,1 3 5  m i l l io n  in  P P T

Gaffney. Cline & A ssociates
* f r o m  P P T  o n l y  -  d o e s  n o t  i n c l u d o  S t a t o  a n d  F e d e r a l  t a x  e f f e c t s

07 November 2007



P o r t f o l i o  E f f e c t s  L o w e r  T o t a l  T a x
 Odd - 0 #

T a x  A l l o c a b l e  B y  F i e l d  W i t h i n  P o r t f o l i o

I n d i v i d u a l  F i e l d  B l e n d e d

P u t t in g  a l l  f i e l d s  in  o n e  p o r t f o l io  ( c o m p a n y )  l o w e r s  t h i s  to  $ 2 ,0 9 2  m i l l io n

. . .  a  s a v i n g  o f  $ 4 3  m i l l io n

Gaffney, Cline & A ssociates
07 November 2007



I n d i v i d u a l  F i e l d  B l e n d e d  I n v e s t m e n t  A f t e r  C a p e x

In  t h i s  e x a m p le  t h e  S t a t e  p a y s  $ 3 2 6  m i l l io n  ( 4 0 .8 % )  o f  t h e  c a p i t a l  

( th e  p e r c e n t a g e  w i l l  v a r y  b a s e d  o n  o v e r a l l  p o r t f o l io  n e t  m a r g in  p e r  b a r r e l )

T h e  $ 3 2 6  m i l l io n  c a n  b e  a l l o c a t e d  a s  $ 2 1 9  m i l l io n  f r o m  r e d u c i n g  t a x a b l e  i n c o m e  a t  

2 7 .4 %  a n d  $ 1 0 7  m i l l io n  f r o m  lo w e r in g  th e  r a te  f r o m  2 7 .4 %  to  2 5 .9 %

Gaffney, Cline & A ssociates

T h e  B i g  W i n n e r  T h o u g h  I s  C a p e x

T a x  A l l o c a b l e  B y  F i e l d  W i t h i n  P o r t f o l i o  

2 , 5 0 0  i ------------------------------------------------------------------------------------------------------------------------------------

2,000

07 November 2007



B u t  W a i t !  T h a t  Is  N o t  A l l  . . . .

Gaffney; Cline & A ssociates



I n d i v i d u a l  F i e l d

Gaffney. Cline & A ssociate?

I n v e s t m e n t  C r e d i t s  A l s o  A p p l y

T a x  A l l o c a b l e  B y  F i e l d  W i t h i n  P o r t f o l i o  

2 , 5 0 0  ----------------------------- ------------------------------------------------------------------------------ -

I n v e s t m e n t  C r e d i t s  T a k e  a  f u r t h e r  $ 1 6 0  m i l l io n  ( 2 0 %  o f  $ 8 0 0  m i l l io n )

f r o m  t h e  t a x  p a y a b le

B i e n d e d I n v e s t m e n t A f t e r  C a p e x A f t e r  T a x  C r e d i t



A f t e r  I n v e s t m e n t  C r e d i t s  . . .
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0%
Existing  X Y Z B le n d e d  C a p e x  P o s t  C a p d 3 o s t  Tax C r

R e s e r v o i r s

. . .  h a s  t h e  e f f e c t  o f  lo w e r in g  th e  t a x  r a te  f u r t h e r ,  to  2 3 .5 % *

Tax Rate By Field Within A Company - As Affected By Portfolio Blending,
Capex And Tax Credit

40.8%

( n o t e :  t h e  tax t o t e  i s  n o t  a c t u a l l y  lo\ i s  t h e  n w t h e n i a t i c i i t  e f f e c t )

* In th is  exam ple  ______________________ __________ ________________
Gaffney. Cline & A ssociates

07 Novembor2007



T a x  S t r u c t u r e  A s  A p p l i e d  
U n d e r  V a r i o u s  S t r u c t u r e s

PPT 
ACES 

Senate Judiciary 
House Resources



P r o g r e s s i v i t y

• P P T
>  Basic rate of 22.5%
>  Tax rate increases 0.25% for every dollar that net cash flow per barrel exceeds $40

• ACES
> Basic rate of 25%
>  Tax rate increases 0.2% for every dollar that net cash flow per barrel exceeds $30

• Senate Judiciary
> Basic rate of 25%
> Tax rate increases 0.4% for every dollar that net cash flow per barrel exceeds $30

• House Resources
> Basic rate of 25%
> Adds a progressivity component, with the rate set on net cash flow per barrel, but 

the tax applied to Gross Value at the Point of Production
> Tax rate graduated

• 0.2% for every dollar that the net cash flow per barrel exceeds $30, up to $40
• 0.3% for every dollar that the net cash flow per barrel exceeds $40, up to $50
• 0.4% for every dollar that the net cash flow per barrel exceeds $50, up to $60
• 0.5% for every dollar that the net cash flow per barrel exceeds $60

07 November 2007



P P T  P r o g r e s s i v i t y

BOR

Tax Rate By Field Within A C o m p an y  - As Affected By Portfolio B lending
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27.4%

Existing X
R eservo irs

B lended

I The progressivity can be seen through the lower effective tax
rate on lower margin fields

I

Gaffney. Cline & A ssociates 07 November 2007



A C E S  P r o g r e s s i v i t y L ' 
Odd

Tax Rate By Field Within A Company - As Affected By Portfolio Blending

31.7%
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Existing
Reservoirs

Blended

The progressivity feature is maintained, although ACES has a 
higher base rate (25% compared to PPT 22.5%) and a shallower 

progressivity (0.2% compared to 0.25%), starting $10 earlier ($30 
rather than $40 net cash flow per barrel)

Gaffney,'Cline & A ssociates
07 November 2007



S e n a t e  J u d i c i a r y  P r o g r e s s i v i t y
W i  •

Tax Rato By Field Within A Company - As Affected By Portfolio Blending

The Senate Judiciary CS starts at the same point as ACES, but 
has a progressivity of 0.4%, rather than 0.2%

As a result, while this results in an overall larger take, the less 
profitable field in this example actually benefits from a lower rate

Existing X
Reservoirs

Blended

Gaffney, Cline & A ssociates
07 November 2007



H o u s e  R e s o u r c e s  P r o g r e s s i v i t y

Tax Rate By Field Within A Company - As Affected By Portfolio Blending

The progressivity in the House Resources CS sets it rate from the net 
cash flow per barrel, but taxes the Gross Value

38.6%

Existing
Reservoirs

Blended

As such its effective rate becomes higher than a “ pure net” system with 
the same progressivity feature, but the progressive taxation of different

profitability fields is maintained

Gaffney. Cline & Associates’,'
07 November 2007



#  •

C o n c l u s i o n s

• A net tax on the “profit m argin” is actually a tax on a 
com pany’s retained cash flow and not just a tax on 
simple profitability

• The progressive feature in PPT, in ACES, and in the 
Senate Judiciary CS and House Resources CS 
allows fields of different profitability within the same 
company to have different effective tax rates

• More aggressive net progressivity provides a 
greater differentiation on the effective rate

Gaffney. Cline & A ssociates
07 November 2007



A c t u a l  P r u d h o e  R e s u l t s



W h e r e  i s  t h e  t i p p i n g  p o i n t ?  ~ ^ 2 3 C

* Quite legitimately several legislators have asked 
how far (increasing taxes) is just right and how far 
is too far?
> The companies, for obvious reasons, have passed on the 

opportunity to describe in numerical terms what impact a 
change in Alaska taxes will have

• Decision making p r o c e s s  h a s  m a n y  factors

• Worldwide better rock trumps fiscal s y s t e m s

• A p p e a r s  the majority o f  capital s p e n d i n g  o f  the major 
A la sk a n  oil c o m p a n i e s  is in r e g i m e s  with higher 
g o v e r n m e n t  take

> All consultants acknowledged that taxes are but one of 
many factors that control decision making, and cannot say 
with certainty what tax rate is just right

Gaffney, Cline & A ssociates
07 November 2007



T e s t i n g  t h e  T i p p i n g  P o i n t

• Industry testimony to previous committees paints a 
fairly clear picture of one very important aspect of 
North Slope operations
> AOGA letter which reflects “the full consensus of the 

members of the AOGA Tax Committee, with no dissent”
> BP’s very detailed presentation on Prudhoe Bay area
> Conoco’s useful insight on project economics
> And other information supplied by Anadarko, Chevron, 

Exxon and Pioneer.
• Details presented were then double checked against 

annual reports, SEC filings, analyst presentations 
and other company press releases where available

Gaffney, Cline & A ssociates
07 November 2007



O v e r a l l  O b s e r v a t i o n s

• Based on the testimony and presentations from  
industry GCA believes:

> T h e r e  is s ignif icant  u p s i d e  in te r m s  o f  barrels  o f  oil to b e  

p r o d u c e d  b y  in v e s t in g  to r e d u c e  the  natural field d e c l i n e  

rate in th e  m a jo r  North S l o p e  fields

> T h e  e c o n o m i c s  o f  r e i n v e s t m e n t  in exist in g  p r o d u c in g  

a s s e t s  o n  th e  North S l o p e  ar e  e x t r e m e l y  profitable

• Evaluated with actual c o sts ,  production and prices a s  

reported b y  BP

• Profitable e v e n  w h e n  teste d  ag ain st  various stress  points

Gaffney, Cline & A ssociates
07 Novomber 2007



A O G A  T e s t i m o n y  t o  t h e  H o u s e \0L

In discussing the merits of HB 2001 versus PPT ancl the Administration's concerns, w e 
must always keep in mind the real-world situation that Alaska faces. Tlid greatest challenge} that 
confronts this generation o f Alaskans and the next is th^ ongoing decline
which|has been, is today, and promises to reniainjthe cornerstone o f the finances o f state 
government.

o f oil production.

• The fiscal system chosen must recognize the 
current and near-term importance of improving 
production from existing assets.

Gaffhey, Cline & A ssociates
07 Novombor 2007



A O G A  T e s t i m o n y  -  R e c e n t  S u c c e s s

This gets us tc investment in currently producing fields. Fortunately, there are invest­
ments that can be made, and are being made, in t lese fields to slow their decline. In the short 

wells into the portions o f a reservoir that are 
This accelerates the drainage o f oil from the

term, this is in-fill drilling — that is, drilling new
between the wells that have already been drilled.
rock that currently lies in between existing wells. In-fill drilling last year contributed some
70,000 barrels a day to production from the Prud loe Bay fieldl To put this into perspective, a
70,000 barrel per day field would be the 4a  largest stand-alone field on the North Slope today.

• AOGA, with the 100% backing of their member 
organization touted the importance of infill drilling 
along with its success

• Additional production of 70,000 bopd was 
achieved with the 2006 infill drilling program.

Gaffney, Cll'ne & A ssociates
07 Novomber2007



P o t e n t i a l  i n f i l l  u p s i d e gjd~o*&

Sustained investment in light oil development is critical 
heavy oil and new fields
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BP noted 
that light oil 
represented 
as much as 
7.5 Bn bbls 
out of a total 
of  11.5 Bn 
bbls

Light oil 
~ 70% 
of the 

identified 
potential

to developing

YET  TO BE 
DISCOVERED

Known oil resource 
V  potential within

EXISTING FIELDS

Future

Gaffney, Cllne & A ssociates
07 November 2007
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B ase  Production plus d e v e lo p m e n t  and  rig w orkover  activif
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50% Of GPB's current oil 
production is from drilling and 
rig workover activity conducted 

over the past four years

BP House testimony page 12
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Gaffney. Cline & A ssociates
07 November 2007



C o s t l i e r  D e v e l o p m e n t

g r - - j S ^

It is getting more expensive to develop a barrel of 
reserves (BP Infill program)

2002 2003 2004 2005 2006

C a p e x 255 220 275 240 245

MMbls 120 90 80 60 50

$/bbl 2.13 2.44 3.44 4.00 4.90

;
¥

Contrast the above per barrel F&D costs with:
> $2 or l e s s  C A P E X  for P r u d h o e  a n d  Kuparuk to d a t e  

• $19bn to p r o d u c e  9.5 bn bbls

> T h e  P/K u p s i d e  at $ 3 .5 (15 % ),  $ 7 .7  (6%), $12 (3%)

> P i o n e e r ’s  v i e w  o f  a v e r a g e  F&D for L ow e r-4 8  o f  $ 1 4

Gaffney, Cline & A ssociates
07 November 2007



5  Y e a r  P r u d h o e  D r i l l i n g  P r o g r a m

BP noted that for every dollar spent on an infill well 
another two dollars were spent on injection and 
surface facilities -  base case is 300% Capex

1000 

9 0 0  
8 0 0  
7 0 0  
6 0 0  

|  5 00  
4 0 0  
3 0 0  
200 

100 

0

2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6  2 0 0 7  2 0 0 8  2 0 0 9  2 0 1 0  2011  2 0 1 2

CAPEX for Drilling Program

Gaffney, Cline & A ssociates 07 November 2007



B P  -  P r u d h o e  B a y
I -

• Production from infill program as presented by BP

3 00

Incremental P r od u ction

2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6  2 0 0 7  2 0 0 8  2 0 0 9  2 0 1 0  2011  2 0 1 2

Gaffney, Cline & A ssociates
07 November 2007



%  s

• This is the after tax return on (300%) investment 
realized by the Prudhoe Bay owners

B P  P r u d h o e  B a y _______________________

Oil C o m p a n y  A fter  Tax IRR

100%

90%

80% 

c  70%L -
B  60%(1>
2  50%

© 40%

S. 30%

20%

10%

0%
2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6  2 0 0 7  2 0 0 8  2 0 0 9  2 0 1 0  2011 2 0 1 2



B P  P r u d h o e  B a y

Over $3.5 Bn in additional value with cash flows 
discounted at 15%.

Oil C o m p a n y  NPV

$3,500

$2,500

$1,500 s
5
</)

$500

t $500) 

($1,500)

Gaffney, Cline & A ssociates
07 November 2007



•  •

R o b u s t  d r i l l i n g  p r o g r a m

• Remains profitable at:
> 300% c a p e x

>  200% o p e x

> 2 5 %  d is c o u n t  rate

> $50 A N S

> High p r o g r e s s iv i t y

Gaffney. Cline & Associates
07 *’007

G



O v e r l y  S t r e s s e d  C a s e
(M S

Gaffney, Cline & A ssociated
07 Novombor 2007



M o d e l  D e m o n s t r a t i o n

daffney, Cline & A ssociates
07 November 2007



Decline Rate 
Produced Barrel: 
Industry Investment

is
1 5 %

1.3 bn 
$5 bn

3.9 bn
$25 bn

Status quo

3 %  

7.5 bn 
$70 bn

N o r t h  S l o p e  P o t e n t i a l

• Built a g e n e r i c  m o d e l  b a s e d  on the a b o v e  barrels and 
i n v e s t m e n t s

> Used indicated decline rates

> 250,000 bpd abandonm ent rate
(Based on the oil c o m p a n ie s ’ and A O G A presentation of  the 
mechanical limit of  300,000 bpd for TAPS and the a b o v e  
decline rates and produced barrels )

Gaffney, Cline & A ssociates
07 Novombor 2007



U n d e r  P P T

NPV10 = $Bn 

NPVO = $Bn 

NPVO = $/bbl

li.'• W‘J* * • w •',*&<*-? 2 •. 'Xcu/̂ O.iV jyj' v • \f 4 '-}• • ̂‘'*fTv >rj If* ’•'rf.' ar* ~ rr£Eff%. i* ** ~̂V ̂ ■ *- T̂p.' '

,• • ,-fijp .
'$ f f  i f , - ' "
r. ./ ssf • --T “ ’r . i.'> • »*.?•>_—...---------:------

bp

Decline Rate 1 5 % 6% 3%

Produced Barrels 1.3 bn 3.9 bn 7.5 bn

Industry Investm en t $5 bn $25 bn $70 bn
Status quo

$ 1 5 -  $20 

$22 -  $27 

$ 1 5 -  $20

$30-$40 • $35-$45 

$ 5 5 -$ 7 5  • $90-$125 

$ 1 4 - $ 1 9  • $ 1 2 - $ 1 7

-  $80/bbl WTI, $70/bbl NS

Gaffney, Cline & A ssociates'
07 Novombor 2007



D e l a y i n g  T A P S  A b a n d o n m e n t
i 't- •

Impact Of Abandonment Rate On North Slope Recovery

14.0

j/T
£ 12.0
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§ 10.0

8.0

6.0
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?
0)> 
o oQ)a:
c 4,0 
E
‘ro
E 
a)
OL

2.0

0.0
200,000 150,000

Abandonment Rate (Bopd)

100,000

□ 15% □ 6% ■ 3%

Gaffney, Cline & A ssociates
07 November 2007



S u m m a r y

• Oil C o m p a n i e s  m u s t  s h o w  “ r e a s o n a b l e  c e r ta in ty” a b o u t  future 
i n v e s t m e n t s  a n d  e x p e c t e d  p r o d u c t io n  to b e  a b le  to b o o k  oil in 
the g r o u n d  a s  r e s e r v e s

>  There is pressure in the market place to declare ‘proved 
r e s e r v e s ’ a s  s o o n  a s  feasible - -  important to shareholder and 
analyst growth expectations and stock price

>  If the production volum es associated with the 6% and 3% 
decline scenarios h a ve  already been booked a s  proved 
reserves,  then to n o t  undertake the continuing infill investments 
would require a significant write down of  reserves

• The P r u d h o e  B ay infill drilling p r o g r a m  a s  p r e s e n t e d  b y  A O G A  
a n d  BP is s o  profitable  that u n d e r  e v e n  the m o s t  e x t r e m e  net 
tax  structure,  oil c o m p a n i e s  s h o u l d  w a n t  to c o n t i n u e  their 
r e i n v e s t m e n t  p r o g r a m .

Gaffney, Cline & A ssociates
07 Novombor2007
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A c t u a l  d r i l l i n g  p r o g r a m  

a s s u m i n g  P P T  a p p l i e s  t h r o u g h o u t

Without investment credits pre 2 0 0 6  

Oil Company IRR = 5 3 %, NPV 1 0  = $ 4  billion
Modeling the Prudhoe S uccess  contained in AOGA/BP Testimony

Drilling Prgram Year
2002 F
2003 F
2004 F
2005 f*
2006 P

Capox Multlplior 

Opox Multlplior 

J roductlon Multiplier 

D iscount Rate 

Royalty 

Net Tax Rato 

Progressivity 

Progressivity Start 

Prlco

300% |

100% i  y 

100% < | ► | 

10% «; ► I 

12.5% 4 | ► |

22.6% 4 j>  |

0.25% 4  y

*am
80 <i ► i

C A P E X  f o r  D r i l l in g  P r o g r a m 3,705

1,000
soo
BOO 

700 
GOO 

I  600 
"  400

300 

700 
100 

0
2002 2003  2004 2005  2006 2007  2008  2009  2010  2011 2012

'’ ' ' ' e m e n ta l P r o d u c t io n

2002 2003  2004 2005  2006  2007 2008 2009  2010  2011

Oil Company Net Present Value

IRR = 53%

Alaska Royalty And Taxes

2002 2003 2004 2005  2006  2007  2008 2009  2010 2011 2 0 1 ^5° 0)

r
No tax cred its 2002*2005

Actu .il o il price | I k *I based on P P T ) Ifwu 2006, then Feet

G affney, C line  & A ssoc ia tes
07  N ov om b o r  2 0 0 7



"'V

A s s u m i n g  P P T  f r o m  2 0 0 2  w i t h  c r e d i t s 'QJd

With investment credits pre 2 0 0 6  

Oil Company IRR = 6 7 %, NPV 1 0  = $ 4 . 4  billion

Drilling Prgram Year
2002 F
2003 F
2004 F
2005 F
2006 F

Capox Mulllpllor 300% |

Opox Multlplior 100% 4 y
Production Multlplior 100% < J_> J 

Discount Rato 10% 4 y

Royalty 12.5% 4 |_> J

Not Tax Rato 22 5% 4 j y 1

Progrosslvlty 0.25% 4 y

Progrosslvlty Start 40 4 I > I

Prlco 80 4 | ► |

Modeling the Prudhoe Success  contained in AOGA/BP Testimony

3 ^ T ]C A P E X  f o r  D r i l l in g  P ro g ra m
1 . 0 0 0

900
eoo  
?oo 
600 

3  500

** 400
300 

200 
100 

0
2002 2003 2004 2005 2006 2007 .-003 2009  2010 2011 2012

In c re m e n ta l P ro d u c t io n 440 i

2002 2C03 2004 2005 2006 2007 2008  2009  2010 2011

Oil Company Net Present Value

IRR = 67% I

Alaska Royalty And Taxes
u p v  =

3.500

1.500

2002 2003  2004 2005  2006 2007 2008 2009  2010 2011 " r a i i 5001

F
Tax Credits from outset

Actual oil prlca (but based on P P T ) thru 2006. than F c s l

G affney. C line & A ssoc ia tes
07  N o v em b e r  2 0 0 7



D u p l i c a t e  2 0 0 2  -  2 0 0 6  P r o g r a m  

S t a r t i n g  i n  2 0 0 8

Capex to 3 6 0 %, $ 6 0  oil, Senate CS , Forecast m ode  
Oil Com pany IRR = 7 2 % and NPV 1 0  = $ 3 4 7 3  MM

D r i l l i n g  P r g r a m  Y e a r

2 0 0 2  F

2 0 0 3  F

2 0 0 4  F

2 0 0 5  F

2 0 0 6  F

C a p e x  M u l t lp l io r  

O p c x  M u l t ip l ie r  

3 r o d u c t lo n  M u l t ip l ie r  

D is c o u n t  R a to  

R o y a l ty  

N o t  T a x  R a to  

P r o g r o s s lv l t y  

P r o g r o s s lv l t y  S ta r t  

P r ic e

Modeling the Prudhoe Success contained in AOGA/BP Testimony

3 6 0 %  E U  
100% 4 y 
100% < | > | 

10%

C A P E Y  fo r Drilling Program L 4t1'46 J

2000 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Oil Company Net Present Value

Increm ental Production

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Alaska Royalty And Taxes | 6 ,6 5 9  ,

2008 2009 2010 2011 2012 20 U  2014 2015 2016 2017 7oi4'"»

T a x  C r t d i i t  f r o m  o u t M t  

F o r » c « f t t  O n ly  M o d e

G affney, C line  & A ssoc ia tes
07  N ov om b e r  20 07



F o r e c a s t  a t  t h e  N Y M E X  s t r i p  p r i c e
to-

o  iJr\y«-

All things the same, but oil at $ 8 0  per barrel 
Oil C om pany IRR = 1 0 1 %, NPV 1 0  = $ 4 , 8 8 8  MM

M ode lin g  the  P rudhoe S uccess  con ta in e d  in AO GA /BP  T es tim ony

D r il l in g  P rg ra m  Y e a r

2002 F
2003 F
2004 F
2005 P
2006 F

Capex Multiplier 360% m  

Opex Multlplior 100% 4  ►

’ reduction Multlplior 100% _<J ► |

Discount Rato 10% 4  y

Royalty 12.5% ► J

Not Tax Rato 25.0% 4 ► j

Progrosslvlty 0.40% 4  ►

Progrosslvlty Start 30 4 | ► |

P r lc o 88 'W A

C A P E X  fo r D rillin g  P ro g ram  I 4 446

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2016

In c rem en ta l P ro d u ctio n

2003 2009 2010 2011 2012 2013 2014 2015 2016 2017

A la s k a  R o y a lty  A n d  T a xe s

5.500

3.500

1.500

2000 2009 2010 2011 2012 2013 2014 2015 2016 2017 TO llt™ '

T«s C ro d iU  f ro m  o u U r i  

F o r o C J S t  O n ly  M od *

Gaffney, C l in e  & Associates
07 Novembor 2007



S e n a t e  C S  -  F o r e c a s t  M o d e ,  $ 8 0  o i l

IRR = 1 2 3 %, NPV 1 0  = $ 5 , 3 7 5  billion
Modeling the Prudhoe Success contained in AOGA/BP Testimony

Drilling Prgram Year
2002 P
2003 1̂
2004 P
2005 P
2006 P

Capox Multiplior 300%

Opox Multiplior 100%  i  y

3roductlon Multiplior 100% < | ► J

Discount Rato 10% ^ ► J

Royalty 12.5% < ] ► ]

Not T a x  Rato 25.0%  y j

Prog rosslv lty 0.40% i  y

Progrossiv ity  Start

P.-lco
80 < I ► I

CAPEX for Drilling Program 3,705 |

1.000 
900 

800  

700 

COO 

3 000
* *  4 00

300 

TOO 

100 
0

200 8  2 00 9  2 01 0  2011 201 2  2013  2014  2 0 1 0  2 01 6  2 01 7  2018

O il C om pany  Net P resen t Va lue 5,053

Incremental Production

2 0 0 8  200 9  2010  2011 201 2  2 01 3  2014  2 01 5  201 6  2017

A laska  R oya lty  And Taxes ,14*45i
15.500

2008  2 0 0 9  201 0  2011 201 2  2013  2014  201 5  2 01 6  2 0 1 7  2018
(6 0 0 )

Tan C re d it *  f ro m  o u ts e t  

F o re c a s t O n ly  M o d e

G affney. C line  & A ssoc ia tes
07 November 2007



R e p o r t  t o  t h e  A l a s k a  L e g i s l a t u r e  o n  

P r o d u c t i o n  C o s t  I n c r e a s e s

N o v e m b e r  7 ,  2 0 0 7

B a r r y  P u l l i a m  

S e n i o r  E c o n o m i s t  

E c o n  O n e  R e s e a r c h



S u m m a r y  o f  C o s t s

F i s c a l  N o t e  H B  3 0 0 1 :

T o t a l  ( $ M )

P e r  T a x a b l e  

B a r r e l  ( $ / B b l . )

F i s c a l  N o t e  H B  2 0 0 1  ( C u r r e n t ) :

T o t a l  ( $ M )

P e r  T a x a b l e  

B a r r e l  ( $ / B b l . )

F Y  2 0 0 8

C a p e x O p e x T o t a l

$ 1 , 0 5 2 $ 1 , 0 7 6 $ 2 , 1 2 8

$ 4 . 5 8 $ 4 . 6 8 $ 9 . 2 6

F Y  2 0 0 8

C a p e x  O p e x  T o t a l

$ 2 , 1 4 6  $ 2 , 1 8 7  $ 4 , 3 3 3

$ 9 . 3 3  $ 9 . 5 1  $ 1 8 . 8 5



(D
ol
la
rs
 
Pe
r 

Ba
rr
el
)

Platt’s ANS Crude Oil Price
. * *January 2 0 0 0  - September 2 0 0 7

Sourco: Platt's.



Latest
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IHS/CERA Upstream Capital Cost Index 
i  Q 2 0 0 0  - 1 Q 2 0 0 7

S o u rc e : Ja s o d  on C am bridge Eno rg y  R o so a rch  A s s o c ia te s  M ay 8, 2007 P r e s s  R o lo aso .



I H S / C E R A  U p s t r e a m  C a p i t a l  C o s t  I n d e x  v s .  

W e s t  C o a s t  A N S  P r i c e

2 0 0 0 - 2 0 0 7  '

&
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|
8

-c

<

S

S o u rce : Indox B aso d  on C am brldgo  En e rg y  R e se a rc h  A s so c ia te s  M ay 8, 2007 P re s s  R e lo a so ; P r lco s  from  P la tt 's .



2002 2003 2004 2005 2006 2007

Average* Oil.Drilling Rig Daily Rates Index 
1 Q 2 0 0 2  - 2 Q 2 0 0 7

+3.0% j +26.6% j r44.9% j +22.2% j -8.4%

P e r c e n t  C h a n g e  f r o m  P r io r  Y e a r :

* A vo rag c  o f M id-Continent, A rk La T o x , G u lf C o a s t , Pe rm ian  B a s in , R o ck y  M o u n ta in s , and  So u th  T e x a s .

S o u rco : L a n d  R ig  N ew sletter.



: A v e r a g e *  O i l  D r i l l i n g  R i g  D a i l y  R a t e s  I n d e x  v s .  

W e s t  C o a s t  A N S  P r i c e  

j 2 0 0 2  j  2 0 0 7
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’ A ve rag e  o f M id-Continent, A rk La T o x , G u lf C o a st , Pe rm ian  B a s in , R o ck y  M o u n ta in s , and S o u th  T o x a s . 

S o u rc e : R ig  Rato from  Lan d  R ig  N ew sle tto r; P r ic e s  from  P la tt 's .



10
0)

%• < *

A v e r a g e *  O p e r a t i n g  C o s t s  f o r  1 0 - W e J I  O i l  L e a s e  I n d e x  

2 0 0 0  -  2 0 0 6

• Avorago  of C a lifo rn ia , O k lah o m a , So u th  L o u is ia n a , So u th  T e x a s , W est T o x a s , and R o ck y  M o uta in s .

S o u rc o : E lA .
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A v e r a g e *  O p e r a t i n g  C o s t s  f o r  1 0 - W e l l  O i l  L e a s e  I n d e x  v s .  

W e s t  C o a s t  A N S  P r i c e  t

2 0 0 0  •  2 0 0 7

* A vo rag e  of C a lifo rn ia , O k laho m a, S o u th  L o u is ia n a , So u th  T o x a s , W est T e x a s , and  R o ck y  M o u ta ln s . 

S o u rco : C o s ts  from  E IA ; P r ic e s  from  P la tt 's .
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C o n o c o P h i l l i p s  R e p o r t e d  P r o d u c t i o n  C o s t s  P e r  B O E  

2 0 0 3  - 2 0 0 6

S o u rco : C o n o co P h illip s  10-K f ilin g s .



B P  R e p o r t e d  P r o d u c t i o n  C o s t s  P e r  B O E

2 0 0 2 - 2 0 0 6

4

Source: BP Financial and Operating Information, 2002-2006.



B P  a n d  C o n o c o P h i l l i p s  R e p o r t e d  

A l a s k a  P r o d u c t i o n  C o s t s  P e r  B O E  . 

2 0 0 3 - 2 0 0 6  .

S o u rc e : C o n o co P h illip s  10-K f il in g s , B P  F in a n c ia l and  O perating  In fo rm ation , 2002-2006. e c o n



C o r r o s i o n  I  I n t e g r i t y  M a n a g e m e n t *  C o s t s

$ 2 6 0 M for OTL Replacement

$ 5 5 0 M Net for Integrity Management 2 0 0 7 - 2 0 0 8

(BP F o rm  20-F, p g . 18)

Likely Increase in Costs for Other Production- 
Related Activities

Probably Reflected in DOR Cost Forecasts



•  D O R  C u r r e n t  F o r e c a s t s  a r e  B a s e d  o n  U n a u d i t e d  T a x p a y e r  R e t u r n s  

U n d e r  t h e  P P T .  T h e s e  C o s t s  M a y  b e  R e d u c e d  A f t e r  R e v i e w  a n d  A u d i t .

•  F o r e c a s t  C o s t s  U s e d  i n  D O R ’s  F i s c a l  N o t e  t o  H B  3 0 0 1  a r e  i n  L i n e  w i t h  

P u b l i c l y  R e p o r t e d  I n f o r m a t i o n  S p e c i f i c  t o  A l a s k a  D u r i n g  t h e  2 0 0 2 -  

2 0 0 5  P e r i o d .

•  C o s t s  H a v e  I n c r e a s e d  i n  R e c e n t  Y e a r s  w i t h  I n c r e a s e s  i n  E x p e c t a t i o n s  

o f  F u t u r e  C r u d e  O i l  P r i c e s .  T h e  L e v e l  o f  I n c r e a s e  i s  L i k e l y  t o  b e  

M i t i g a t e d  O v e r  t h e  L o n g  R u n .

•  T h e  I n c r e a s e s  i n  C o s t s  F i l e d  w i t h  t h e  S E C  f o r  A l a s k a  R e l a t i v e  t o  t h e  

L o w e r  4 8  a n d  E l s e w h e r e  R e f l e c t  i n  P a r t ,  E x p e n s e s  A s s o c i a t e d  w i t h  

C o r r o s i o n  R e p a i r  a n d  “ I n t e g r i t y  M a n a g e m e n t ”  E f f o r t s  i n  A l a s k a .


