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A l a s k a ’ s  C l a a r  a n d  E q u i t a b l *  S h a r *

E x p e r i e n c e  o f  O t h e r  J u r i s d i c t i o n s

-  N o  R e c o r d  o f  S o m e o n e  G o i n g  f r o m  N e t  t o  G r o s s  d u e  
t o  f r u s t r a t i o n  o v e r  “a u d i t  r i s k ”

S i m i l a r  E x p e r i e n c e s  I n  A l a s k a

-  A n a l o g o u s  t o  r o y a l t y  d i s p u t e s ?

-  N e t  P r o f i t  S h a r e  L e a s e s ?

-  D i s t i n c t i o n  b e t w e e n  c o n t r a c t  a n d  t a x  d i s p u t e s

“T r u s t  F a c t o r ” 

C a n  Y o u  M i t i g a t e  t h e  R i s k ?

-  N e e d  t h e  A C E S  T o o l s



A l a s k a ’ s  C l a a r  a n d  E q u i t a b l *  S h a r *

• Revenue Model with field costs and 
production assumptions

• Can Calibrate Any Tax System to Hit a 
Revenue Target

• How Sensitive is the System to Changes 
in Assumptions?



Revenue vs. Investment
A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  S h a r e



Revenue vs. Investment
A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  S h a r e



Revenue vs. Investment ACES
A l a r k a  s  C l e a r  a n d  E q u i t a b l e  S h a r e

T T



A l a s k a  s  C l e a r  a n d  E q u i t a b l e  S h a r e



• New Fields (7 Field Models)
-  A c t u a l  p r o j e c t  d a t a  -  c o s t s ,  p r o d u c t i o n  p r o f i l e

-  N P V ,  I R R ,  P r o f i t a b i l i t y  I n d e x  a t  p r i c e s  $ 3 0  t o  

$ 1 0 0 ,  a n d  d i s c o u n t  r a t e s  o f  1 0 %  a n d  1 5 %

-  S e n s i t i v i t y  A n a l y s i s  t o  c h a n g e s  i n  c o s t  

a s s u m p t i o n s

• “Legacy” Fields
-  R e i n v e s t m e n t  O p t i o n  a n a l y s i s  3 % ,  6 % ,  a n d  

1 5 %  d e c l i n e  s c e n a r i o s
. i *



A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  S h a r e

N e w  F i e l d  T a x  A n a l y s i s  -  N P V  I m p a c t

Scenario
r 'MaMbe I Oftbsr

Fields Fields
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“WEDGE”

Harvest Mode (15% decline)
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A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  S h a r e

Reinvestment Mode (3% decline)



Alaska's C lear and Equitable . la re

Sustain Production —■ -  
M O O l

Harvest Mode Difference

Decline Rate 3% per year 15% per year

Oil Produced (mm 
Barrels)

2026 854 1172

NPV10 ($M) NPV10 ($M) NPV Difference
(W)

Implied Investment 
Decision

Net Cases:

ACES 8235 6893 1342 Reinvest

PPT(SQ) 9176 7133 2042 Reinvest

35% tax rate 8022 6130 1892 Reinvest

Gross Cases:

13% + no credits 6860 7207 (348) DO NOT Reinvest

16% + no credit 6248 6889 (641) DO NOT Reinvest

16% + 20% credit 7180 7027 152 DO NOT Reinvest

19% + no credit + no 
progressivity

6246 6706 (460) DO NOT Reinvest

# *■ —ei • e* y •■* ■ ~ * • •>- - » - i >■>» *.

Assumes: 20 year horizon, OPEX+CAPEX=$5/BOE for Harvest, $15/BOE for Reinvestment. All cases aaaartwP--' 
PTOflrwsivftY vin t e s  w tod-



A laska's C lear and Equitable Share

• Industry is more comfortable investing in a state that taxes based on net profits
• Net tax “self-adjusts” to changes in costs
• Heavy oil development is a challenge under a gross tax system
• Errors in cost assumptions under a gross tax can hamper investment climate



Investment Revenue c „mate

EconomicTransparency Flexibility

Incumbents New Entrants

A laska's C lear and Equitable Share

Revenue from 
“Legacy” Fields

Exploration & 
New Field 

Development

Audit Risk

A
Investment
Challenge
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A la sk a ’s  Equ itab le  S h a re

S o m e  F u r t h e r  T h o u g h t s  

3 1  O c t o b e r  2 0 0 7



Topics
•  W h a t  i s  t h e  r i s k  o f  r a i s i n g  s t a t e  r e v e n u e  s h a r e  o n  

t h e  e x i s t i n g  p r o d u c i n g  r e s e r v o i r s ?

> Look at AOGA, BP and other industry data

•  W h a t  a r e  t h e  g o a l s  o r  d r i v e r s  f o r  A l a s k a ’ s  

P e t r o l e u m  F i s c a l  S y s t e m ?

> List what we have discerned since arriving in Juneau

•  F r o m  a  5 0 , 0 0 0  f o o t  v i e w p o i n t ,  w h a t  f i s c a l  s y s t e m  

s t r u c t u r e  a c c o m p l i s h e s  t h e  a b o v e  g o a l s  w i t h  a  

m i n i m a l  n e e d  f o r  i n t e r v e n t i o n ?
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Where is the tipping point?
Q u i t e  l e g i t i m a t e l y  s e v e r a l  l e g i s l a t o r s  h a v e  a s k e d  

t h e i r  a d v i s o r s  a n d  t h e  c o m p a n i e s  h o w  f a r  i s  j u s t  

r i g h t  a n d  h o w  f a r  i s  t o o  f a r ?

> The companies have complex decision making processes 
with many external factors at play and can’t articulate 
what impact a change in Alaska taxes will have
• Rock (Prospectivity) trumps Scissors (Fiscal) - Chevron
•  S c i s s o r s  ( F i s c a l )  c u t  P a p e r  ( P r o f i t )

•  P a p e r  ( B u y  R e s e r v e s )  c o v e r s  R o c k  ( D e v e l o p  R e s e r v e s )

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

A Assoc otes
31 October 2007



Testing the Tipping Point
•  W e  c a n  r e a d  l i n e s ,  a n d  b e t w e e n  t h e  l i n e s ,  o f  

i n d u s t r y  t e s t i m o n y  t o  c o n s t r u c t  a  p i c t u r e  o f  t h e  

A l a s k a n  i n v e s t m e n t  c l i m a t e

> 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.

•  D e t a i l s  p r e s e n t e d  w e r e  t h e n  d o u b l e  c h e c k e d  a g a i n s t  

a n n u a l  r e p o r t s ,  S E C  f i l i n g s ,  a n a l y s t  p r e s e n t a t i o n s  

a n d  o t h e r  c o m p a n y  p r e s s  r e l e a s e s  w h e r e  a v a i l a b l e

, C rT- & Assor nlt.-s
31 Octobar 2007



W e  a g r e e  w i t h  i n d u s t r y  t h a t  t h e r e  i s  s i g n i f i c a n t  

u p s i d e  i n  r e d u c i n g  t h e  d e c l i n e  f r o m  e x i s t i n g  

p r o d u c i n g  a s s e t s

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  i n  p r o d u c i n g  a s s e t s  

o n  t h e  N o r t h  S l o p e  a r e  e x t r e m e l y  p r o f i t a b l e

> Evaluated with actual costs, production and prices as 
reported by BP

> Profitable even when tested against various stress points

•y C!irv- &  AsSOC:n!trS
>11

31 October 2007
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AOGA Testimony to the House
-s> >'

I n  d i s c u s s i n g  t h e  m e r i t s  o f  H B  2 0 0 1  v e r s u s  P P T  a n d  t h e  A d m i n i s t r a t i o n 's  c o n c e r n s ,  w e  

m u s t  a l w a y s  k e e p  i n  m i n d  t h e  r e a l - w o r l d  s i t u a t i o n  t h a t  A l a s k a  f a c e s .  T h e  g r e a t e s t  d i a l l e n g e  t h a t  

c o n f r o n t s  t h i s  g e n e r a t i o n  o f  A l a s k a n s  a n d  th e  n e x t  i s  t h e  o n g o i n g  d e c l i n e  o f  o i l  p r o d u c t i o n ,  

w h i c h  l i a s  b e e n ,  i s  t o d a y ,  a n d  p r o m i s e s  t o  r e m a i n  th e  c o r n e r s t o n e  o f  t h e  f i n a n c e s  o f  s t a t e  

g o v e r n m e n t .

•  T h e  f i s c a l  s y s t e m  c h o s e n  m u s t  r e c o g n i z e  t h e  

c u r r e n t  a n d  n e a r - t e r m  i m p o r t a n c e  o f  i m p r o v i n g  

p r o d u c t i o n  f r o m  e x i s t i n g  a s s e t s .

■»fVy C 'i 'V  & A^'OC fi!
31 October 2007



AOGA Testimony -  Recent Success
T h i s  g e t s  u s  t o  i n v e s t m e n t  i n  c u r r e n t l y  p r o d u c i n g  f i e ld s .  F o r t u n a t e l y ,  t h e r e  a r e  i n v e s t ­

m e n t s  t h a t  c a n  b e  m a d e ,  a n d  a r e  b e i n g  m a d e ,  i n  t h e s e  f i e l d s  t o  s l o w  t h e i r  d e c l i n e .  I n  d i e  s h o r t  

t e r m ,  t h i s  i s  i n - f i l l  d r i l l i n g  —  t h a t  i s ,  d r i l l i n g  n e w  w e l l s  m t o  t h e  p o r t i o n s  o f  a  r e s e r v o i r  t h a t  a r e  

b e t w e e n  t h e  w e l l s  t h a t  h a v e  a l r e a d y  b e e n  d r i l l e d .  T h i s  a c c e l e r a t e s  t h e  d r a i n a g e  o f  o i l  f r o m  t h e  

r o c k  t h a t  c u r r e n t l y  l i e s  i n  b e t w e e n  e x i s t i n g  w e l l s .  I n - f i l l  d r i l l i n g  l a s t  y e a r  c o n t r i b u t e d  s o m e

7 0 .0 0 0  b a r r e l s  a  d a y  t o  p r o d u c t i o n  f r o m  t h e  P r u d h o e  B a y  f i e ld .  T o  p u t  t h i s  i n t o  p e r s p e c t i v e ,  a

7 0 .0 0 0  b a r r e l  p e r  d a y  f i e l d  w o u l d  b e  t h e  4 th l a r g e s t  s t a n d - a l o n e  f i e l d  o n  t h e  N o r t h  S l o p e  t o d a y .

•  A O G A  n o t e d  t h a t  N o r t h  S l o p e  f i e l d  l i f e  c o u l d  b e  

e x t e n d e d  u p  t o  a n o t h e r  2 5  y e a r s  w i t h  c o n t i n u e d  

i n v e s t m e n t

•  T h e  o i l  c o m p a n i e s  a c h i e v e d  7 0 , 0 0 0  b p d  o f  

a d d i t i o n a l  p r o d u c t i o n  f r o m  t h e  2 0 0 6  d r i l l i n g  

p r o g r a m  i n  P r u d h o e  B a y .

— ~ O no & AssociatesEE, -------i--------------- -------- :— i
31 October 2007
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BP’s infill drilling program
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60% Of QPffi current oil 
production it from drilling and rig workover activity conducted 

over the past four years
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Base Production plus development and rig workover activit
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O b s e r v a t i o n s ?

31 October 2007
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(a.IHIK  ?Costlier Development w j l
•  I t  i s  g e t t i n g  m o r e  e x p e n s i v e  t o  d e v e l o p  a  b a r r e l  o f  

r e s e r v e s  ( B P  I n f i l l  p r o g r a m )

2002 2003 2004 2005 2006
Capex 255 220 275 240 245
MMbls 120 90 80 60 50
$/bbl 2.13 2.44 3.44 4.00 4.90

•  C o n t r a s t  t h e  a b o v e  p e r  b a r r e l  F & D  c o s t s  w i t h :

>  $2 or less CAPEX for Prudhoe and Kuparuk to date 
• $19bn to produce 9.5 bn bbls

> The P/K upside at $3.5(15%), $7.7 (6%), $12 (3%)
>  Pioneer’s view of average F&D for Lower-48 of $14

O r e  & A ssociates
31 October 2007



5 Year Prudhoe Drilling Program
i j r j . ’i t ;A is J ■ j -j!

D r i l l i n g  c a p e x  -  3 0 0 %  f o r  a d d e d  f a c i l i t i e s / i n j e c t i o n

CAPEX for Drill

2002 2003 2004 2005 2006 .

CAPEX for Drilling Program

2002 2003 2004 2005 2006 2007 2008 2009 20'

O n e  & A ssociates
31 October 2007



BP -  Prudhoe Bay

3 0 0

£  2 0 0  
00

«  1 5 0

5 0

0

I n c r e m e n t a l  P r o d u c t i o n

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  2 0 1 1  2 0 1 2

C' nt; & A sso c ia tes

R e v i s e d  f r o m  H o u s e  v e r s i o n  t o  f i x  p l o t t i n g  e r r o r  

u n d e r l y i n g  f i n a n c i a l  d a t a / r e s u l t s  a r e  u n a f f e c t e d

31 O c ^ P  2007
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BP Prudhoe Bay
O i l  C o m p a n y  A f t e r  T a x  I R R

1 0 0 %  

9 0 %  

8 0 %  

E  7 0 %

3  6 0 %
<D

“  5 0 %

® 4 0 %

5  3 0 %

2 0 %  

1 0 %  

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  2 0 1 1  2 0 1 2

31 October 2007



BP Prudhoe Bay
O i l  C o m p a n y  N P V

$ 3 , 5 0 0

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  2 0 1 ^ $ 5 0 0 )

( $ 1 ,5 0 0 )

A A h s :r : .
31 Octobtr 2007



R e m a i n s  p r o f i t a b l e  a t :

> 300% capex
> 200% opex
> 25% discount rate
> $50 ANS
> High progressivity

31 Octobw 2007



Overly Stressed Case
CAPEX for Drilling Program

1000 
9 0 0  

8 0 0  
7 0 0
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3 0 0  
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0
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Oil Company NPV
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Oil Company After Tax IRR
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Model Demonstration

31 October 2007



Produ ct ion  Drives  R e v e n u e
b p0

Decline Rate 
Produced Barrels 
Industry Investment

15% 
1.3 bn 
$5 bn

3 %  
7.5 bn 
$70 bn

B u i l t  a  g e n e r i c  m o d e l  b a s e d  o n  t h e  a b o v e  b a r r e l s  

a n d  i n v e s t m e n t s

> Used indicated decline rates
> 250,000 bpd abandonment rate

g) A .

1f • A sso c  vj ! __________________________________________________________ __________________mm
31 Octobmr 2007



Under PPT
P ro d u c t io n  Drives R e v e n u e t

^ b p

Decline Rate 15% 6% 3%
Produced Barrels 1.3 bn 3.9 bn 7.5 bn
Industry Investment $b bn $25 bn $70 bn

Status quo

NPV10 = $Bn 
NPVO = $Bn 
NPVO = $/bbl

• $15-$20 • $30-$40 • $35-$45
• $22-$27 • $55-$75 • $90-$125
• $15-$20 • $14-$19 • $12-$17

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

■i-v C ■1i; & Asscr: a ’cs
31 October 2007
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North Slope Abandonment
Impact Of A bandonm ent Rate On North S lope R ecovery

14 .0
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* Oil Company must show “reasonable certainty” about future 
spending to be able to book reserves
> There is pressure in the market place to declare ‘proved 

reserves’ as soon as feasible -- important to shareholder and 
analyst growth expectations

> If the production volumes associated with the 6% and 3% 
decline scenarios have already been booked as proved 
reserves, then to not undertake the continuing investments 
would require a significant write down of reserves

• Drilling prog' am is so profitable that under even the most 
extreme net tax structure, oil companies would want to 
continue their reinvestment program.

’o & Assoc alf.-s
31 October 2007
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Based on hearings, discussions and other dialog we (GCA) 
see the following as the goals you are trying to achieve in 
this special session:
1. Fields with larger profitability should be paying more taxes
2. Encourage investment in existing units

* Reinvestment in producing assets
* Investment in new developments

❖  C o n v e n t i o n a l

❖  U n c o n v e n t i o n a l  ( i . e .  h e a v y  o i l )

3. Encourage new investment outside legacy units
* Level playing field for incumbents and new entrants

4. Durability
* Don’t want to be back ‘fixing’ things

5. Build on prior tax dialogue

C '’ o & Associates
31 October 2007
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(3) Encourage New Investment
F i s c a l  s y s t e m  s h o u l d  e n c o u r a g e  i n v e s t m e n t  i n  n e w  

f i e l d s

>  Investment credits
> Net Operating Loss credits

• Aid to new entrants with no existing tax base
> Lower tax rate for fields with higher cost structure

• More distant from infrastructure
• Heavy Oil
• Gas

I s  b a s e  r a t e  l o w  e n o u g h ?

> Additional barrels down TAPS extends production from 
existing reservoirs

• 11f •. L 't: \  A^ .SCCJ.r1. , J
31 October 2007



The Fiscal Design Challenge
T h e  T a k e

> (1) Fair share of the high margins currently being realized
> Progressive structure to adapt to changes in:

• Price
• Production
• Cost

T h e  G i v e  B a c k

>  (2) Encouragement to reinvest profits for more 
development inside legacy units

n •• & /V
... . H IB H l

31 October 2007



Price t  Margin
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Price versus Margin
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Margin versus Price
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Pulled Into a single mechanism

T a x

R a t e

M a x i m u m  R a t e

B a s e

R a t e

N e w  I n v e s t m e n t  
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G a s

Margin
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The Net Tax S to ry



•  T a x  o n  n e t  p r o f i t s

•  C o n t a i n s  p r o g r e s s i v i t y  f e a t u r e  t h a t  i n c r e a s e s  t a x  

r a t e  w i t h  i n c r e a s i n g  p r o f i t a b i l i t y  p e r  b a r r e l

•  R i n g f e n c e d  s o  t h a t  p r o f i t  p e r  b a r r e l  r e f l e c t s  a  

c o m p a n y ’ s  e n t i r e  p o r t f o l i o

C "V & A sso c  a!t-s
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Po rtfo lio  Profitability
The Information Used
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