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G r a v e ”  G o v e r n m e n t  S h a r e  o f  P r e - T a x  In c o m e

D is c o u n t e d  a t  1 0 %  @  $ 6 0  ( A p p l ic a b le  to  N e w  F ie ld s )
■■

mmrnrnt . i i . A C E S
M e d ia n  G o v e r n m e n t  T a k e  B y  T a x  S t r u c t u r e s

M e d ia n

(M id - P o in t )

A l l  G o v e r n m e n t s 4 8 %

P r o f i t  S h a r in g  G o v e r n m e n t s 7 6 %

T a x  R o y a l t y  G o v e r n m e n t s 5 0 %

N o r w a y 8 1 %

A l a s k a  -  A C E S  S i x  P o t e n t i a l  N e w  F i e l d s
6 8 %  t o  7 4 %  

( M e d ia n  7 0 % )

A la s k a  - P P T  S i x  P o t e n t ia l  N e w  F ie ld s
6 5 %  to  7 2 %  

( M e d ia n  6 8 % )

U K 5 1 %

G u lf  o f  M e x ic o 4 8 %

'>£ ,

Source: PFC Study September 2007, Alaska data by DOR
2 0
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C o n c lu s io n s

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 s  w o u l d  l i k e l y  n o t  b e  d e v e l o p e d  u n d e r  a  g r o s s  

t a x  s y s t e m

•  C r e d i t s  e s s e n t i a l

•  A C E S  l e v e l s  t h e  p l a y i n g  f i e l d  f o r  s m a l l  p r o d u c e r s  a n d  

n e w  e n t r a n t s

-  1 0 0  c e n t s  o n  t h e  d o l la r  f o r  c r e d i t s

-  C a n  m o n e t iz e  l o s s e s  a t  s a m e  r a t e  a s  la r g e  p r o d u c e r s



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

A n a l y s i s  o f  M a t u r e  F i e l d s



Economic Evaluation of Mature Fields
7,

V -
mimmm A C E S

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

H a m p e r e d  b y  l a c k  o f  s p e c i f i c  k n o w l e d g e

R e c o g n i z e  t h a t  r e i n v e s t m e n t  r e q u i r e s  
s u b s t a n t i a l  c a p i t a l

C o n s i d e r  t w o  m o d e s :
-  Harvest: allow field to decline naturally (15% decline)
-  Reinvestment: invest to stem decline (3% decline)

T r e a t  e a c h  m o d e  a s  a  s e p a r a t e  ( m u t u a l l y  
e x c l u s i v e )  p r o j e c t

C o m p a r e  t h e  N P V  o f  R e i n v e s t m e n t  w i t h  t h e  
N P V  o f  H a r v e s t
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toid S ce n a rio s

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

R e i n v e s t m e n t  M o d e  ( 3 %  d e c l i n e )

W E D G E

H a r v e s t  M o d e  ( 1 5 %  d e c l i n e )



L e g a c y  F i e l d  R e i n v e s t m e n t  C o m p a r i s o n  @  $ 4 0

Uf̂ iyL.̂ v / £»-x\ . •« • "•
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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

S u s ta in  P roduc tion  

M o d e

H arves t M o d e D iffe ren ce

Decline Rate 3% per year 15% per year

Oil Produced (mm 
Barrels)

2026 854 1172

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

Implied Investment 
Decision

Net Cases:

A C E S 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) D O  N O T  Reinvest

16% + no credit 6248 6889 (641) D O  N O T  Reinvest

16% + 20% credit 7180 7027 152 D O  N O T  Reinvest

19% + no credit + no 
progressivity

6246 6706 (460) D O  N O T  Reinvest

■P
Assumes: 20 year horizon, OPEX+CAPEX=$5/BOE for Harvest, $15/BOE for Reinvestment. All cases assume 26 
proaressivitv unless noted.
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How Much of a $1.00 Oil Price Increase is 
Captured by Producer
(Mature fields - In production >10 years)

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
A C E S

Governmental Tax Structures
Median

(Mid-Point)
All Governments 570

Production Sharing Governments 150
Tax Royalty Governments 570

Norway 220
Alaska - ACES 350
Alaska - PPT (Status Quo) 390
UK 500
Gulf of Mexico 570

Source: PFC Study, September 2007. Alaska data by DOR using FY 2008 estimates '  

•  •  •



Marginal Government Take @ $60 
Tax & Royalty Tax Regimes (excluding GOM) 

Mature Fields A C E S
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Sensitivity to Alternative Assumptions A C E S
^  $ 6 0  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 o r t h  S l o p e  P r o d u c t i o n  T a x  R e v e n u e s  in  M i l l i o n s  o f  D o l l a r s

R e la t iv e  to  A C E S

F Y

2 0 0 8

F Y

2 0 0 9

F Y

2 0 1 0

F Y

2 0 0 8

F Y

2 0 0 9

F Y

2 0 1 0

A C E S 1 4 2 1 1 9 7 7 2 1 7 0 - - -

A C E S  w /  2 2 .5 %  r a t e 1 3 2 0 1 7 4 8 1 9 2 8 - 1 0 2 - 2 2 9 - 2 4 2

A C E S  w /  P P T  P r o g r e s s iv i t y 1 3 5 6 1 8 2 6 2 0 1 1 - 6 5 - 1 5 1 - 1 5 9

A C E S  w /  T I E  C r e d i t s  in 1 3 1 5 1 7 8 9 1 9 7 2 - 1 0 7 - 1 8 8 - 1 9 8

A C E S  w /  c r e d i t s  a l l  in  f i r s t  y e a r 1 3 2 4 2 0 0 3 2 1 6 0 - 9 7 2 6 - 9

A C E S  w /  2 7 %  r a t e 1 5 0 3 2 1 6 0 2 3 6 3 8 1 1 8 3 1 9 4

A C E S  w /  3 0 %  r a t e 1 6 2 5 2 4 3 5 2 6 5 3 2 0 3 4 5 8 4 8 4
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Acting Director 
Division of Oil and Gas
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October 21,2007

Alaska Department of
N a t u r a l  

R e s o u r c e s
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( separate” targets and 
s from 50 days to 540 days

>  o  ty r- «• (>

ding the time alio 
[AS 43.55.025(k)] , ,
ACES maintains 40% credits for wells

North Slope: drilled more than 25 miles from an existing unit 
Cook Inlet: drilled more than 10 miles from an existing unit
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ACES extends time to submit requested data [AS 43.55.025(f)]
Credits are to be remitted only after the state has received the 
data [AS 43.55.025(f)]
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C on oco Phillips:
Qannik Development 

Under

ConocoPhilhps:Fiord Production Startup 
Aug. 2006

Anadarko:
Nikaitchuq Delineation Wells 

Spudded 2006 - 07. AVCG/Broofcs:3D Seismic Proposed 2007. Shetl:
Beaufort Sea OCS 

On-lce 2007 Seismic 
Program Planned.
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  Trans Alaska Pipeline n a o w

1:750,000 
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Payout



W h a t  i s  e x p e c t a t i o n  a s  t o  t h e  t i m e  t o  r e c o v e r  

i n i t i a l  i n v e s t m e n t ?

• S im p le  a n s w e r  -  A s  s o o n  as 
p o s s ib le !

• R u le  o f  th u m b  -  f ro m  d a te
80

o f  f i r s t  p ro d u c t io n  p lu s : 70
>  O i l  -  3  t o  6  y e a r s  6 0

>  G a s  -  5  t o  9  y e a r s  5 °

( c o m b i n a t i o n  o f  h i g h e r  c o s t s  3 0 

a n d  l o w e r  B O E )  20

1.0

0.0

G a f f n e y  O n e  & A s s o c i a t e s
October 2007



O t h e r  C o u n t r i e s  -  P S C

• P ro d u c tio n  S h a r in g  C o n tra c ts
>  R e c o v e r y  o f  c o s t s  i s  c o m m o n l y  k n o w n  a s  “ C o s t  O i l ”

>  R a n g e  o f  a n n u a l  c o s t  r e c o v e r y  v a r i e s

•  S o m e  p u t  n o  c a p  o n  c o s t  r e c o v e r y

•  O t h e r s  m a y  c a p  c o s t  r e c o v e r y  a t  s a y ,  4 0 %  o f  r e v e n u e

>  T o  c o m p e n s a t e  f o r  p a r t i c u l a r  s i t u a t i o n s  t h e  r e c o v e r y  m a y  

b e  ‘t w e a k e d ’

• Uplift
•  S h a r e  o f  F i r s t  T r a n c h e  P e t r o l e u m  ( a k a  R o y a l t y )

•  T h e  “t w e a k s ” a r e  t o  p r o v i d e  s o m e  c o m p e n s a t i o n  f o r  t h e  

t i m e  v a l u e  ‘ l o s s ’ o f  l o n g e r  r e c o v e r y  t i m e s

f„.,v Clme & Associates
October 2007



O t h e r  C o u n t r i e s  -  T a x  &  R o y a l t y

• B a s ic a lly  s p e e d  o f  d e d u c t io n  a n d  c re d its
>  D e p r e c i a t i o n  p e r i o d

•  1 , 3 , 1 0  y e a r s

>  D e p r e c i a t i o n  m e t h o d

•  S t r a i g h t  l i n e

•  D e c l i n i n g  b a l a n c e

•  D e p l e t i o n  ( b a s e d  o n  p r o d u c t i o n  t o  r e m a i n i n g  r e s e r v e s )

>  C r e d it s

•  A n  a d d i t i o n a l  d e d u c t i o n s  e q u a l  t o  a  p e r c e n t a g e  o f  

q u a l i f y i n g  i n v e s t m e n t

CaAnp. Clme 8. Associates
October 2007



A n o t h e r  k e y  i m p a c t

• T h e  “ R in g  F e n c e ”  c a n  p ro v id e  v e ry  d if fe re n t  v a lu e  to 
th e  o il c o m p a n y
>  C o n s o l i d a t e d  b y  t a x i n g  d i s t r i c t  ( e . g .  t h e  e n t i r e  S t a t e  o f  

A l a s k a )

•  I m m e d i a t e l y  w r i t e  o f f  a q a i n s t  o t h e r  i n c o m e  s t r e a m s

•  P r o g r e s s i v e  s y s t e m s  p r o v i d e  p o s s i b l e  i n c r e a s e d  b e n e f i t

>  R i n g  F e n c e d  s a y  b y  i n d i v i d u a l  f i e l d  o r  r e s e r v o i r

•  U s u a l l y  h a v e  t o  w a i t  u n t i l  a  d i s c o v e r y  i s  t u r n e d  i n t o  a  

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

c a n  b e g i n  t o  r e c o v e r  t h e i r  c o s t s

Cafy-ipy C 'me & Associates
October 2007



Attractiveness of 
Exploration Credits



A l a s k a  E x p l o r a t i o n  I n v e s t m e n t  C r e d i t s

• O n e  o f  th e  s ta te d  g o a ls  is  to  a t tra c t  n e w  e x p lo ra t io n , 
n e w  in v e s tm e n t

• H o w  d o e s  A la s k a  c o m p a re  to  o th e r  re g im e s ?

>  C o m p a r e s  v e r y  f a v o r a b l y  o n  a  g l o b a l  b a s i s

>  S t a t e  /  F e d s  e f f e c t i v e l y  b e c o m e s  a  m a j o r  ‘ i n v e s t o r ’

• C o m e s  c lo s e  to  le v e lin g  th e  p la y in g  f ie ld  b e tw e e n 
in c u m b e n ts  a n d  n e w  e n tra n ts

>  A  f e a t u r e  t h a t  i s  n o t  a v a i l a b l e  i n  m o s t  c o u n t r i e s

>  U s u a l l y  t h e r e  i s  a  h i g h  b a r r i e r  t o  e n t r y



A l a s k a  i s  o f f e r i n g . . .

• D e p e n d in g  o n  p a ra m e te rs  s u c h  a s  s ta r t  d a te  a n d 
d is ta n c e  fro m  o th e r  e x is t in g  o il a n d  g a s  u n its  a n d 
w e lls , in v e s to rs  c a n :
>  E a r n  c r e d i t s  o f  2 0 %  u p  t o  4 0 %  o f  q u a l i f y i n g  e x p e n d i t u r e s

>  D e d u c t  m o n e y  s p e n t  a g a i n s t  c u r r e n t  s t a t e  a n d / o r  f e d e r a l  

i n c o m e  t a x  l i a b i l i t y

•  I f  n o  c u r r e n t  P P T / A C E S  i n c o m e  c a n  r e q u e s t  a n d  r e c e i v e  

l o s s  c a r r y  f o r w a r d  c r e d i t s

>  A c h i e v e  f a v o r a b l e  p o t e n t i a l  o u t c o m e  a f t e r  S t a t e / F e d e r a l  

I n c o m e  T a x  i m p a c t  i s  c o n s i d e r e d

•  C o n t r a c t o r  s h a r e  -  2 1  t o  3 6 %

•  S t a t e / F e d e r a l  s h a r e  -  6 4  t o  7 9 %

Cime & Associates
October 2007





E x a m p l e  o f  t i m i n g  o f  t a k e

• A s s u m p t io n s
>  I n v e s t m e n t  o f  2 0

> 1 0  y e a r s  o f  f l a t  c a s h  f l o w  =  1 0 0

•  1 0  p e r  y e a r

•  O v e r a l l  S t a t e  g e t s  6 8 ,  O i l  C o  g e t s  3 2

• H o w  d o e s  t im in g  im p a c t IR R  (In te rn a l ra te  o f  re tu rn ) , 
IOC N P V  a n d  S ta te  N P V ?

~ qffop, Cline & Associates
October 2007



Case 1 -  IRR 10%
Ettftr ~

•  I O C  N P V 1 0  =  0  S t a t e  N P V 5  =  5 2

100%

O i l  C o m p a n y

Cagney Cline & As§0cT



Case 2 -  IRR 14%
■llll III I I ~~ I ' ' i ----------------  -J3FS*

• IOC N P V 10 = 2 .2 S ta te  NPV5 = 50,7

100%

90%
80%

70%
60%

50%
40%

30%
20%

10%

Gaf*npV cime & Associates
October 2007



Case 3 -  IRR 19%

• IOC N P V 10 =  4  S t a t e  N P V 5  =  4 9 . 5

100%

90%
80%
70%
60%
50%
40%
30%
20%

10%

0%

>nffnpy Cline & Associated
October 2007



C a s e  4  -  I R R  2 6 %

•  I O C  N P V 1 0  =  5 . 7  S t a t e  N P V 5  =  4 9 . 3

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

1 2 3 4 5 6 7 8 9  10

C i m e  & A s s o c i a t e s
October 2007
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C M e f  Qcrncm ly t

The Cost Story

A l a s k a  D e p a r t m e n t  o f  R e v e n u e

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

3 t  S . i U
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Production Tax Revenue 
Involves Three Unknowns

■ Production
■ Price
■ Costs — Operating 
and Capital



2006 PPT Costs
C o s t  A s s u m p t i o n  S o u r c e s :

■ H i s t o r i c a l  d a t a  f r o m  2 0 0 2  -  2 0 0 4

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

C o n s u l t a t i o n s  w i t h  i n d u s t r y

R e v i e w e d  b y  L e g i s l a t u r e ' s  

C o n s u l t a n t s  fc.Coy\ 1  j t̂arv̂ ievv e k j



PPT Forecast Timeline
F a l l

2 0 0 5

A u g

2 0 0 6

N o v  F e b  

2 0 0 6  2 0 0 7

A p r

2 0 0 7

 1----------

D O R  F a l l  

R e v e n u e  

F o r e c a s t

A p r  E s t i m a t e

2 0 0 7  N o v  1 ,  2 0 0 7  

 1--------

D O R  F a l l  

R e v e n u e  

F o r e c a s t

I

P P T  c o s t  

a s s u m p t i o n s  

d e v e l o p e d  

a n d  g r o u n d -  

t r u t h e d

H B  3 0 0 1  

F i s c a l  N o t e  

i s s u e d ,  

u s i n g  F a l l  

2 0 0 5  c o s t  

e s t i m a t e s

I

T r u e - U p  

r e t u r n s  

r e c e i v e d  

f r o m  o i l  

c o m p a n i e s

F i r s t  P P T  

M o n t h l y  

R e p o r t s  

R e c e i v e d
D O R  S p r i n g  

R e v e n u e  

F o r e c a s t

\q Vxt'ol'C-



How our Assum ptions 
Changed

C o s t s  h a v e  b e e n  a d j u s t e d  b a s e d  o n  

a c t u a l  P P T  t a x  r e t u r n  f i l i n g s

C o s t s  a r e  n o w  e x p r e s s e d  i n  n o m i n a l  

d o l l a r s  ( h a v e  i n f l a t i o n  c o m p o n e n t )

A d d i t i o n a l  d a t a  h a s  b e c o m e  a v a i l a b l e  o n  

w h i c h  t o  b a s e  f u t u r e  c o s t s



C a p i t a l  S p e n d i n g  a s  R e p o r t e d  i n  P P T  

T a x  R e t u r n s ,  M a r c h  2 0 0 7  a n d  

2 0 0 7  F o r e c a s t

C a le n d a r
Y ear

C apital S p en d in g  in A laska 
in (m illio n s  nom inal

2002

2003
2004
2005
2006

$1,296.7
$1,186.8
$1,136.9
$1,268.0
$1,665.3

1 2007 $1,817.0 B



Cost Forecasts
North Slope Production and Costs FY 2008, 

per HB 3001 Fiscal Note and Spring 2007 Forecast
HB 3001
{cum* 3£><Xj)

Fiscal Note
Spring 2007 

Forecast

Production (barrels per day) 802,000 764,000
Operating costs ($millions) $1,076 $2,160
Capital costs ($millions) $1,052 $1,900

Total Costs $2,128 $4,060

Total Costs per Barrel $7.27 $14.56
Operating costs per barrel $3.68 $7.75
Capital costs per barrel $3.59 $6.81



Current Revenue Forecasts

w ~l 02,00 0  

tXc’(

A c t u a l D O R  F o r e c a s t

! Estimated Production Tax Payments (in (millions) Three Month Tax Calculation
July 2007 $184.5 Average Price $72.96

1 Aug 2007 $213.5 , l ess Transport -$6.44
Sep 2007 $166.7 Wellhead Value a M
Total Payments - Quarter $564.7F--. Times production 0.702407
less estimated credits A refunds ^  (6Q.Q Times days in Qtr -------- 82
Total Quarter t  $514.7 ) Total prod velue {-----$4,298.4

Less Royalty -$537.3

)

• Production mmBbls/day Total velue at Pt. of Prod. $3,761.1i July 2007 0.724636 :

'
Aug 2007 0.724564 Capex/bbl $7.80

j Sep 2007 0.658021 j | Opex/bbl $8.35• ■" Average 0.702407 ! Total Capex $513.0i Total Opex $525.0
Price j$/bbl ANS WC Production Tax Value $2,723.1f

July 2007 $69.11
iAug 2007 $75.93' Tax Rate 22.5%i
Sep 2007 $73.83; i Tax b/f credits & progressivity $612.71
Average $72.96 Progressivity tax rate 2.0%* iProgressivity Surcharge $54.5j

Tax before credits $667.2!
Capex credits + -r3:E eu^h US341

1 1
------- Total after credits ($513.3



•  •

Tools for Forecasting 
Costs

■ *  R e q u i r e  c o s t  r e p o r t i n g  ( c u r r e n t  a n d  
f o r e c a s t )

■ *  M o n i t o r  d a t a  s u b m i t t e d  t o  D O R

■ *  M o n i t o r  d a t a  s u b m i t t e d  t o  o t h e r  a g e n c i e s  
( e . g .  p l a n s  o f  d e v e l o p m e n t )

■ M o n i t o r  p u b l i c l y  a v a i l a b l e  i n f o r m a t i o n  
( e . g .  e c o n o m i c  i n d i c a t o r s ,  l a b o r  a n d  
m a t e r i a l  c o s t s )

♦ N e w  E n h a n ce d  T o o l U n d e r ACES



Three Cost Forecasts
■ M i d ,  L o w ,  a n d  H i g h

■ A l l  C o s t s  i n  N o m i n a l  D o l l a r s

■ F o r e c a s t s  r e f l e c t  d i f f e r e n t  

a s s u m p t i o n s  a b o u t  u n p l a n n e d  

m a i n t e n a n c e  c o s t s ,  s p e n d i n g  

b e h a v i o r ;  n o t  s i m p l y  a  + / -  2 0 %

■ C o s t s  a n d  i n v e s t m e n t s  r e f l e c t  o i l  

p r i c e  c h a n g e s
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•  •  •

Impact of Low, Mid, and High 
Forecasts on Tax Revenues

Cumulative Forecasted Production Tax Revenues, FY 08 -10, at $60/barrel ANS
WC, under Three Cost Scenarios

Mid
Cost Scenarios

11


