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Based On $52/Bbl Profit...

Tax Rate Structure

(Incorporating Progressiv

Profit Margin ($/Bbl)
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Progressivity

“Net” taxes all fields at a single rate

> No, it taxes different fields or reservoirs based on their
individual profitability

31 October 2007



Understanding How
"Net” Works




Start With A Portfolio Of One
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wo%"on PO SO

250,000

200,000

150,000

100,000

50,000

Initial Portfolio

Existing Reservoirs

Investment

PPT Rate on this would be

28.4%
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Now, Add Another Field <=

Expanded Portfolio

250,000 PPT Rate on these fields
Combined would be
28.2%0
200,000
A verage Net Margin 1Is
e w $4.20
8 150,000
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© 100,000
o
6
50,000
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S0, Does That Mean 1Am Paying
28.2% On Each Field ?

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

Existing Blended
Reservoirs

N o

Look atthis in the way thatcom panies look at itw hen they

make investm entdecisions



0, Does That Mean t Am Pay
28.2% On Each Field ?

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

Blended

Ifl had just Existing Reservoirs, and
did notdevelop anything new, |

would pay tax on my profits at 28.4%

>py C mo & Associates 31 October 2007
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Tax Rate By Field Within A Company - As Affected By Portfolio Blending
40%

Existing Blended
Reservoirs

If 1l had just Field X, lwould pay tax
on my profits at27.5% -

its margin is slightly lower

y Clne & Associates
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Tax Rate By Field Within A Company - As Affected By Portfolio Blending

Existing
Reservoirs
Both fields together, the rate is

28.2%

However, this is not all



S0, Does That Meant Am Paying
28.2% On Each Field

Tax Rate By Field within A Company mAs Affected By Portfolio Blending
40%

35%
30%
25%
20%
15%
10%

5%

0%
Existin_g X Blended
Reservolrs

The mathem atics of this reduction means thatactually while
E xisting Reservoirs continue to pay tax ata rate of 28.4% ,
The effective rate on Field X is actually 27.4%

less than itwould be ifitwere develoged stand-alone

, Cloe & Associates
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- an t(%ap Be Seen InA

Portfolio Production Rate and Net Margin

250.000 70
60
200.000
8 50 =
8 —+
- 150,000 40 §
:
1 100,000 30 /eZ;
lwe]
a =
0 20
50,000
10

Existing Reservoirs

In this exam ple we have four fields
.One producing 200,000 bopd and
three others each producing 50,000 bopd butofdecreasing profitability

On &ASs>0C <ldS
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mpact On The Lower Margin
Flelds Paﬁore otelceaw :

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

40%
35%
3006 04 26.9%
25%
20%
15%
10%
5%
0%
Existing Avg Blended
Reservoirs
The progressivity can be seen through the lower effective tax
rate on lower margin fields
e m J ne &assoc fic-s :;].October2007
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mpact On The Lower Maroin
lelds IS IViore NotelcanJVe :

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

Existing Blended

Reservoirs

The effective rate on some lower-margin fields may even be

low er than the basic rate (22.5% in PPT)

This is manifested in the blended rate being lower than the

weighted average rate

i"-oy Clmo & Associates
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Cash Flow. Not Profit

PPT taxes all fields at a sinoie rate

> No, ittaxes different fields or reservoirs based on their

individual profitability

e Is based on profit per barrel

> Not exactly, it is based on net cash flow per barrel after
capital investment (for future production)

<y, C'no X Associates
31 October 2007
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Remember These Slides ?
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Portfolio Profitability
The portfolio on the previous
slides had a blended rate of
ANS W est Coast $80/Bbl 26.9% , not 25.5%

Tax Rate Structure

TransporHina Quality (Incorporating Progressivity)

18

C osts

Profit Margin ($/Bbl)

*mvy Cline & Associates",
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Assume that 26.9% 15, the rate that will
% 8f (E oore urﬁ1er Ca |tW
Inv st ent ACISIONS are made ..

..In this example $800 million



&gpeltﬂt OS(Pending Has An Impact On

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

28.4% 27.5%

25.5% \
1
[l
.
Existing X Avg Blended Post
Reservoirs Capex

This reduces the rate payable to 25.5%

How?

' -""oy Cline & Associates
31 October 2007
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Existing Reservoirs



$6.26 Per Barrel Capital Increases

“Costs” And Lowers The Tax Rate

Portfolio Profitability
Pre-Capex Margin

Tax R ate Tax Rate
26.9% 25.5%

. Ore &Associates
31 October 2007



ere|s Another Way To Look At
S, Though ...

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

45%
40%
35%
30%
25%
20%
15%
10%

5%

0%
Existing X Y z Avg Blended Capex Post
Reservoirs Capex

It is the same as still paying the blended rate 0f 26.9% on the portfolio production
(or having an effective rate of 28.4% on Existing Reservoirs ..down to 18.9% on Field Z)
and Alaska paying* 38.6% ofthat $800 million capital

This 38.6% is higher than the Blended tax rate ... and is a function ofthe capex per
barrel and the overall portfolio cost and margin structure

*from PPT only - does not include Stele end Federal tax effects

v C me & Associates
31 October 2007



Amount eFax Payable

Tax Allocable By Field Within Portfolio

As individual fields, this portfolio would pay justover $2,032 million in PPT

*from PPT only - does not include State and Federal tax effects
, J t 5 Associates

31 October 2007



Portfolio Effects Lower Total Tax

Tax Allocable By Field Within Portfolio

2.500
2,000
1.500
1,000

500

Individual Field Blended

Putting all fields in one portfolio (company) lowers this to $2Bn
.asaving of $ 32 million

Cv't- & Associates
31 October 2007
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The Big Winner Though s Capex

Tax Allocable By Field Within Portfolio

2,500
2,000
1,500
1,000

500

Individual Field Blended Investment

In this example the State pays $309 million (38.6% ) of the capital
(the percentage will vary based on overall portfolio net margin per barrel)

The $309 million can be allocated as $215 million from reducing taxable income at

Cvie & Associates
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But Wait! That Is Not All.

Tax Allocable By Field Within Portfolio

2,000

Individual Field Blended Investment

Investment Credits Take a further $160 million (20% of $800 million)
from the tax payable



After Investment Credits

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

45%
40%
35%
30%
25%
20%
15%
10%

5%

0%

Existing X Y Z Avg Blended Capex Post Post Tax
Reservoirs Capex  Cr

.. the effective tax rate is lowered further to 23% *

*In this example
C.V'ney Cline & Associates 31 October 2007
ctober



y A Tax On Net Cash
Flow Per Barrel

.. Or, atax on netrevenues thatare notreinvested ...

0
80
10
60
O perating M argin
Per Barrel r-nSO
m NetCash Flow
~ 40
$58 Per Barrel

K1) (a fter
20 reinvestm ent)
10 $52
0

Tax R ate

25.5%

31 October 2007



House OIl & Gas Comm Ittee

Gross Progressivity Amendment



« PPT

> Tax rate increases 0.25% for every dollar that net cash
flow per barrel exceeds $40

o House O&G Amendment
> Maintains the PPT basic rate of 22.5%

> Adds atax of 0.225% for every dollar that the gross value
at the point of production exceeds $50

> Applied to the gross value at the point of production

Cline & Assocmles
31 October 2007



PPT Progressivity

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

40%
35%
30%
25% -
20%

15%
10%

5%

0%
Existing X Y Z Avg Blended
Reservoirs

The progressivity can be seen through the lower effective tax

rate on lower margin fields



House Oil & Gas Progressivity

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

Existing Blended

Reservoirs

The bulk ofthe increased burden in this case is being borne by

the lower margin field s

*ivy. Cline & Associates 31 October 2007



House Oil & Gas Progressivity

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

40%

35% 32.7%

0% 28.3% 28.7% 3010 29.0% 29.0%

25%
20%
15%
10%

5%

0%
Existing Blended

Reservoirs
Ifall ofthe lower margin results from higher field operating costs
then clear regressivity can be seen as more tax is collected

and lower margin fields are actually taxed ata higher effective rate

than higher m argin field s

C;"t'oy Cline &Associates
31 October 2007
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Tax Allocable By Field Within Portfolio

2,500

Individual Field Blended Investment After Capex After Tax Credit

Under PPT progressivity this portfolio would pay $1,532 m illion
at$80 ANS W estC oast....

$2 Bn before the capital investm ent



Hoase Ol & Gas Progressivity

Tax Allocable By Field Within Portfolio

2,500
2,000
1,500
1,000

500

Individual Field Blended Investment After Capex After Tax Credit

Under House O&G progressivity this portfolio would pay $1,727 m illion
-only $67 m illion before the capital investm ent

The netcostofthe investm entrises from $331 m illion to $460 m illion*

) * Before State and Federal tax impacts
' C'mo & Associates 21 October 2007
ctober



A nettax on the margin is a tax on the retained cash
flow and notjust a tax on simple profitability

o Corporate ring fence for production tax allows the
effective rate to vary between more, and less,
profitable fields

 More aggressive netprogressivity provides a
greater differentiation on the effective rate than

simple gross progressivity
> Less/lower taxes at low margins
> More/higher taxes at high margins

G.;"ney Cine &Associates
31 October 2007
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Conclusions - Progressivity

o Progressivity, based on “net”,as manifested in the

PPT/ACES structure ismore responsive to
individual field profitability than thatin a “gross”

structure

o Greaterprogressivity (raising the maximum rate and
[orslope) can achieve even greater differentiation

> More tax on legacy investments benefits from current
higher prices - that will drop back if prices drop back

> Lower tax rates on higher cost/ lower margin new
Investments

~V' vy Cliao & Asscc ales
31 October 2007



The Palin-Parnell Administration presents

Alaska's Clear and Equitable Share



Alaska's Clear and Equitable Share

“PointofProduction?”
(For O1l)

Patrick Galvin, Commissioner
Department of Revenue
Senate Judiciary
November, 01 2007



Economic Incentives

Alaska's Clear and Equitable Share

For oil, definition of “point of production” was
unchanged in the transition from ELF to PPT

Producer in some circumstances has latitude in
determining location of the PO P

Under ELF, producer had incentive to move
POP as farupstream as possible

Under PPT, producer has an incentive to move
the PO P as fardownstream as possible



Some Unintended
consequences

Alaska's Clear and Equitable Share

o The retained definition of “point of production”
seems likely to exacerbate the facilities access

problem

o The retained definition generates very different
rewards fora produceron Federal land vs. State
land

o The differential rewards are notnecessarily
consistent with the State's fiscal interest.



AS 43.55.900(20)(A)

o “for oil, the automatic custody transfer meter or
device through which oil enters into a carrier
pipeline or other transportation carrier in a
condition of pipeline quality; in the absence of an
automatic custody transfer meteror device to
measure the quantity of oil that has been
approved by the department for that purpose,
through which the oil is tendered and accepted
ina condition of pipeline quality into the facilities
of a carrier pipeline or other transportation

carrier...”



Alaska's Clear and Equitable Share
The pointofproduction does notoccur until:

1) The oilis “of pipeline quality”, meaning It is
‘of good and merchantable condition” (A S
43.55.900(19); and

2a) The oil has been metered prior for entry into
a pipeline carrier, or

2h) The oil has been “tendered and accepted
Into the facilities of a pipeline carrier”

Note: a reasonable read of statute is that that
“pipeline carrier” is a separate entity from the
production subsidiary



P VI TE N

“Gaming” of the POP

Alaska's Clear and Equitable Share

Move unprocessed oil as faras possible

In NPR-A, build pipelines (potentially many
dozens of miles long) that carry unprocessed
crude so as to maximize PPT tax benefits

Such pipelines will not offer third party access

State ROW Leasing Act limits this “game”
from being played on state lands.

Upshot: Oil from Federal lands gets much
more help despite state's reduced royalty
interest, exacerbating third party access

1ISSUES
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“Gaming” of the POP

Alaska's Clear and Equitable Share

Move processed crude, but never meterand keep
the pipeline “private’

No third party access

State ROW Leasing Act limits this ‘“game”
from being played on state lands

Upshot: Oil from Federal lands gets much
more help despite state’sreduced royalty
interest, exacerbating third party access

ISSU €S



“Gaming” of the POP

Alaska's Clear and Equitable Share

o Initially, have pipeline thatis “upstream” ofthe
POP so as toenjoy tax credits and deductions

o After some later period, move the pipeline to be
‘downstream” of the POP - either by installing
metering, or by building new processing facilities

o Upshot:state pays forthe same pipeline twice
(first through credits and deductions, again
through transportation deductions)



