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P r o ’ s  a n d  C o n ’ s  o f  

G r o s s  T a x  a n d  N e t  T a x

G r c n s  T a x

Pro’s
-  M o r e  T r a n s p a r e n t

-  L e s s  A u d i t / L i t i g a t i o n  B u r d e n

-  L e s s  r i s k  t o  r e v e n u e  p r o j e c t i o n

Con’s
-  C r e a t e s  a  “o n e  s i z e  f i t s  a l l ” 

p r o b l e m  f o r  v a r y i n g  p r o j e c t  

e c o n o m i c s

-  E r r o r s  in  a s s u m p t i o n s  c a n  s t i f l e  

i n v e s t m e n t

-  T o  p r o t e c t  p r o j e c t  e c o n o m i c s ,  

m a y  h a v e  t o  a c c e p t  l e s s  r e v e n u e

N e t  T a x

Pro’s
-  I n v e s t m e n t  c l i m a t e  “s e l f  c o r r e c t s ” 

t o  a d j u s t  t o  c h a n g e s  in  c o s t s

-  P r o v i d e s  m o r e  a t t r a c t i v e  

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

Con’s
-  L e s s  T r a n s p a r e n c y

-  G r e a t e r  A u d i t / L i t i g a t i o n  B u r d e n

-  E r r o r s  in  a s s u m p t i o n s  c a n  r e d u c e  

r e v e n u e
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• “ A u d i t  R i s k ”

• R e v e n u e  t o  t h e  S t a t e

• I n v e s t m e n t  C l i m a t e
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P u r e
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“ A u d i t  R i s k ”

H o w  D o  Y o u  M e a s u r e  I 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  Sha r e

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

~~~Z ) /  s
G r - A s l c s / T t  —  ^ 4 ^ .  n



R e v e n u e  t o  t h e  S t a t e

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

R e v e n u e  M o d e l  w i t h  f i e ld  c o s t s  a n d  

p r o d u c t io n  a s s u m p t i o n s

C a n  C a l i b r a t e  A n y  T a x  S y s t e m  t o  H i t  a  

R e v e n u e  T a r g e t

H o w  S e n s i t i v e  i s  t h e  S y s t e m  t o  C h a n g e s  

in  A s s u m p t i o n s ?
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R e v e n u e  v s .  I n v e s t m e n t ACES
Alaska s Clear and Equitable Share
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R e v e n u e  v s .  I n v e s t m e n t ACES
Alaska's Clear and Equitable Share



I n v e s t m e n t  C l i m a t e  -  T e s t 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  Sha r e

• N e w  F i e l d s  ( 7  F i e l d  M o d e l s )

-  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

• “ L e g a c y ” F i e l d s

-  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



ACES
I s ' /  '  Alaska's Clear and Equitable Share

New Field Tax Analysis - NFV Impact

Scanarlo R ate Progressivity Capital Industry NPV (310% at $40/bbl real ANS WC (mm$\ q 

Investment f t !  ^  ^  ” t j (  ^  ^Mature Other
Fields Fields Trigger | Rate Credit I I F ie ld  A  I F ie ld  B  I F ie ld  C  F ie ld  0 I F ie ld  E f F ie ld  F  | F ie ld  G

ACES - 10% Floor 25.0% 25.0% $30 0.0020 20% 10 60 40 40 (500) 210 1,000
ACES - NO Floor 25.0% 25.0% $30 0.0020 20% 120 60 40 40 (300) 210 1,000
PPT Status Quo 22.5% L  22.5% _ _ 0.1X125, 20% 180 50 60 10 (200) 220 1.100
High Net Tax 35.0% 22.5% $30 0.0030 20% 150 80 50 0 (200) 140 1,100

IBKBKlHi■ M W H I  t W S S H f t :
Scenario Rate 

(All Fields)

Other
Incentives

Progressivity Capital 

Investment 
Credit |

Industry NPV @  10% at $40/bbl real ANS WC (mm$)

Trigger | Rate f t td A  | H tM fl l £lBli£ | E1HU2 | EJU4* | £M 4f | EiaJd^

Low Rate - No Credits 13% ■ $40 0.0020 None (30) (40) (30) (500) (600) 80 700
Medium rate 16% $40 0.0020 20% 30 0 0 (300) (500) 130 800
Former Tax no ELF 16% NA NA none (40) (50) (30) (400) (600) 80 800
High R ate Flat Tax 19% NA NA 20% 20 (10) 0 (300) (500) 130 100
Sliding Scale Tax Table 5 Yr Holiday NA NA 20% 130 40 40 20 (400) 180 1,100

1 4



A l a s k a ' s  C l e a r  a n d  E q u i t a b l e  Sha r e
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Legacy Field Reinvestment Comparison @  $40

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

Sustain Production 
Mode

Harvest Mode Difference

Decline Rate 3% per year 15% per year

Oil Produced (mm 
Barrels)

2026 854 1172

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

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

• • •• -«t as ■

Assumes: 20 year horizon, OPEX+CAPEX=$5/BOE for Harvest, $15/BOE for Reinvestment. All cases assume 16 
progressivity unless noted.



I n v e s t m e n t  C l i m a t e  S u m m a r y

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

I n d u s t r y  i s  m o r e  c o m f o r t a b l e  i n v e s t i n g  in  a  

s t a t e  t h a t  t a x e s  b a s e d  o n  n e t  p r o f i t s

N e t  t a x  “ s e l f - a d j u s t s ”  t o  c h a n g e s  in  c o s t s

H e a v y  o i l  d e v e l o p m e n t  i s  a  c h a l l e n g e  

u n d e r  a  g r o s s  t a x  s y s t e m

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

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

1 7
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A t t a c h e d  i s  r e s p o n s e  t o  S e n a t e  R e s o u r c e s  C h a i r m a n ,  

S e n .  H u g g i n s  r e q u e s t  f o r  a n  i l l u s t r a t i o n  o f  A L L  

s o u r c e s  o f  r e v e n u e / i n c o m e  f r o m  t h e  o il  i n d u s t r y  in  

A l a s k a ,  b y  c a t e g o r y ,  s h o w i n g  a c t u a l s  f o r  y e a r s  

’0 5 , ’0 6 , ’0 7  a n d  p r o j e c t e d  f o r  2 0 0 8 .
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Data S jurces: Alaska Department of Revenue, Tax Division
FY 2005 & FY 2006 from DOR historical database 
FY 2007 Preliminary estimates
FY 2008 forecast from the Spring 2007 Revenue Sources Book

Prepared by: Jennifer Duval, Economist
iennifer.duval@alask3.gov

Date: October 23, 2007

Purpose: Request by Senator Huggins

Notes: Dollar am ounts are millions of nominal dollars

Tit!e: F Y 2 0 0 5  t o  F Y  2 0 0 8  P e t r o l e u m  R e v e n u e
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Total Oil Revenue
in Millions of Dollars

□  Total Restricted 

■  Total Unrestricted

FORECAST ------
I DOR Spring 20OT Revenue Sources Book)

FY 2005 FY 2006 FY 2007 FY 2008

Department of Revenue 1 Created October 23, 2007
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Historical and Forecast Oil Revenues F Y  2005 -  F Y  2008
Source: DOR Spring 2007 revenue Sources Book

ACTUAL ACTUAL
PRELIM
ACTUAL

SPR 07 
FORECAST

in M i l l i o n s  o f  D o l l a r s FY 2005 FY 2006 FY 2007
(10/22/07)

FY 2008
Unrestricted
Property Tax 42.5 54.5 65.6 53.2
Corporate Petroleun Tax 524.0 661.1 594.4 512.1

Oil & Gas Ptoducliori 054 9 1.191 7 2 282 2 983.1
Oil 8 Gas Hazardous Release 8 3 7 8 10 1 12 3

Production Tax 863.2 1199.5 2,292.3 995.4
Mineral Bonuses 8  Rents 17 4 11 6 22 2 14 8
Oil a m  G as Royalties 1401 1 1772 2 1.583 8 1,390 3
Interest 14 0 3 7 0 1.4

Royalties (including Bonuses & Interest) 14199 1794,1 1.613.0 1409-4Total Unrestricted 2,849.6 3,699.2 4,565.3 2987.10
Year-over-Year change 7955 849 6 866 1 1 598 ?

Year-over-Year % change 38.7% 29.8% 23 4% •35 Ov.

Restricted
Oil Royalties Bonuses 8 Rents to Permanent Fund 476 9 599 5 5350 471.5
Oil Royalties Bonuses 8 Rents to School Fund 9 6 12 106 9 4

Royalties to Perm anent Fund & School Fund + Bonuses & Interest 486.5 611.5 545.7 480.9
Settlements to CBRF 27.4 43.7 113.6 20
NPR-A Royalties, Rents & Bonuses 31.6 4.5 12.8 7.6
Total Restricted 546.5 659.7 672.1 508.5

Total Oil 3,395.1 4,358.9 5,237.4 3,475.6

Percent o f Total Oil FY 2005 FY 2006 FY 2007 FY 2008
Property Tax 1.3% 1.3% 13% 1.5%
Corporate Petroleum Tax 15.4% 15.2% 11.3% 14.7%

Oil 8  Gas Production 25.2% 27 3% 43 6% 28 3%
Oil & Gas Hazardous Release 0.2% 0.2% 0 2% 0.4%

Production Tax 25.4% 27.5% 43.8% 28.6%
Mineral Bonuses 8 Rents 0.5% 0.3% 0 4% 3.4%
Oil anc Gas Royalties 4 1 :% 40 7% 30 2% 40 0%
Interest 0.0'. i 0 0% 0 1% 0.0%

Royalties (including Bonuses £  Interest) 41.8% 40.9% 30.r% 40.5%
Total Unrestricted 83.9% 84.9% 87.2% 85.4%

Restricted
Oil Royalties. Bonuses 8 Rents to Permanent Fund 14.0% 13,8% 10 2% 13 6%
Oil Royalties Bonuses 8 Rents to School Fund 0.3% 0 3% 0 2% 0.3%

Royalties to Perm anent Fund & School Fund + Bonuses & Interest 14.3% 14.0% 10 4% 13.8%
Settlements to CBRF 0.8% 1.0% 2.2% 0.6%
NPR-A Royalties, Rents & Bonuses 0.9% 0.1% 0.2% 0.2%
Total Restricted 16.1% 15.1% 12.8% 14.6%

Total Oil 100% 100% 100% 100%

Department of Revenue 2 Created October 23, 2007
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Unrestricted Ol! Revenue by Category
F Y  2005 to  F Y  2008

■  Royalties (Including Bonus** A Interest)
□  Production Tax
□  Corporate Petroleum Tax
□ Proparty Tax

FORECAST(DOR Spring 2007 Rtvtnus Soviets Book)

FY  2005 FY  2006 FY  2007’Preliminary
FY  2008

Restricted Oil Revenue
FY 2005 to FY 2008

□  Oil Royattia*, Bonuses & Rents to Perm anent Fund ■  Oil Royalties, Bonus** & Rants to  School Fund
□  Settlem ents to CBRF ■  NPR-* Royalties, Rants & Bonuses

Department of Revenue 3 Created October 23, 2007



P e rc e n t D istribu tion  o f Total Oil R ev e n u e s  by Y ear
F Y  2005 to  F Y  2008

27.1%

I L K

FY 200& FY 2006 FY 2007 ‘Preliminary FY 2008 
'Forecast

□ Corporate Petroleum Tax
□  Production Tax
■  Oil Royalties. Bonuses & Rents to Permanent Fund
■  Other Restncted

□  Property Tax
■  Royalties (including Bonuses & Interest)
□  Settlements to CBRF

Department of Revenue 4 Created October 23, 2007



0.2%
2.2%

0.2% 1.3%

D istribu tion  o f Oil R evenues
P relim inary  FY 2007

■  Property Tax

■  Corporate Petroleum Tax

□  Production Tax

□  Royalties (including Bonuses & 
Interest)

■  Oil Royalties, Bonuses & 
Rents to Permanent Fund

□  Oil Royalties, Bonuses & 
Rents to School Fund

■  Settlements to CBRF

□  NPR A Royalties, Rents & 
Bonuses

13.6%

40.5%

Distribution of Oil Revenues 
Forecasted FY 2008

14.7%

28.6%

■  Property Tax

■  Corporate Petroleum Tax

□  Production Tax

□  Royalties (including Bonuses & 
Interest)

■  Oil Royalties. Bonuses & Rents to 
Permanent Fund

□  Oil Royalties, Bonuses & Rents to 
School Fund

■  Settlements to CBRF

□  NPR-A Royalties, Rents & Bonuses

Department of Revenue 5 Created October 23, 2007



D istribu tion  o f Oil R e v e ru e s
FY 2005

14.0% 15.4%

25.4%

41.8%

■  Property Tax

■  Corporate Petroleum Tax 

□  Production Tax

□  Royalties (including 
Bonuses & Interest)

■  Oil Royalties, Bonuses 
& Rents to Permanent 
Fund

D Oil Royalties, Bonuses 
& Rents to -* ool Fund

■  Settlements to CBRF

□  NPR-A Royalties, Rents ft

Distribution of Oil Revenues 
F Y  2006

1.0% 0.1%

27.5%

□  Property Tax

■  Corporate Petroleum Tax

□  Production Tax

□  Royalties (including 
Bonuses ft Interest)

■  Oil Royalties, Bonuses ft 
Rents to Permanent Fund

□  Oil Royalties, Bonuses ft 
Rents to School Fund

■  Settlements to CBRF

□  NPR-A Royalties, Rents ft 
Bonuses

Department of Revenue 6 Created October 23, 2007



Why is the gas pipeline no longer economic? 

Pedro van Meurs 

October 27,2007

Previous work

This judgment is based on a simple extrapolation of my earlier report on the economics of the pipeline 
prepared April 17, 2006. 1 will send the report separately for reference.

Following is a quote from the Executive Summan of this report regarding project economics under the 
proposed Stranded Gas Contract (in italics).

Why do we need a stranded gas contract?

The last three decades have proven that o il and gas price predictions are notoriously unreliable. In the late 70's an energy 
crisis was predicted with o il prices going up to very h.gh levels. Then prices crashed in the mid 1980's. Only three years ago, 
the average long term o il price forecast was $ 25 per barrel, but they now exceed $ 60 per barrel. There is a significant 
possibility that o il and gas prices may be substantially lower again at some time In the future.

Therefore, a very large project with a very long lead time, requiring $ 20 billion or more, needs to be evaluated on the basis 
of a variety of possible scenarios of gas prices and costs.

In this study the following forecasts for the Chicago gas prices (2006 $1 were used as representative of the currently 
prevailing conditions of major o il company views about the future:

• A low forecast of $ 3.50 per MMBtu (the “stress price“j
•  An average forecast of $ 5.50 per MMBtu, and
• A high forecast of $ 8.50 per MMBtu

Currently, major o il companies use low price forecasts of $ 20 • $ 25 per WTI in order to test the economics of Investment 
projects. This corresponds with the low forecast of $ 3.50 per MMBtu in Chicago. Therefore, extensive analysis was done 
on the Alaska Gas Project based on this stress price.

Also cost sensitivity was done based on 90% to 150% of capital and operating costs.



Furthermore, economics was done for o project ending In Alberta and In Chicago.

At this time It appears that a share of the gas can be delivered to Alberta without need for further pipelines based on on 
estimated take away capacity of 2 Bcf/day in 2015. For the remaining gas, take-away capacity needs to be secured In order 
to deliver the gas to the Chicago area. This means the actual economics of the project w ill be somewhere between the 
Alberta and Chicago economics. Profitability Indicators for a project ending In Chicago are lower than a project ending In 
Alberta. This is because of the much higher midstream investment that Is required.

Seven profitability indicators were used to evaluate the Alaska Gas Project from the perspective of the Investors:

•  The Internal rate of return (“IRR")
• The net present value discounted at 10% (“NPV10“)
• The profitability ratio discounted at 10% ("PFRlO’j
•  The undiscounted net cash flow  (“NCF’)
• The NPV10 per barrel equivalent (“NPVIO/BOE")
• The NPV10 over undiscounted capital expenditures (“NPV10/Capex“), and
• The NCF per barrel equivalent (“NCF/BOE")

The importance of each of these profitability Indicators is explained In more detail In the main report.

PFC Energy did a study on 60 competing o il and gas projects around the world requiring a capital Investment c f  more than 
one billion dollars.

Based on this study each profitability Indicator (In real 2006 $) was calibrated In such a manner that each target represented 
a value whereby 20% of the projects were less attractive and 80% of the projects were more attractive.

A projer. is unattractive when many of the Indicators are below the targets or when some of the indicators are substantially 
below the ijrgets. It should be noted that these targets only apply to the stress price of $ 3.50 per MMBtu In Chicago. At 
higher prices companies would select higher targets.

The following table Illustrates the target values and whether the target values are being achieved. Values in “bold’  mean 
that the target Is not being achieved.



M inim um  Criteria and the  A laaka G as  Pro)act in nsal 2006 S
A t  $ 3.60 stress prica - no cos t overruns

Target S tatu s  Q u o S tatu s  Q u o A S G F C A S G F C A + G TP A + G TP
Alberts C h ic a g o Alberta C h ic a g o Alberta C h ic a g o

IRR (%) 13% 11.8% 10.6% 13.5% 11.9% 14.0% 12.2%
NPV10 ($ million) 2500 1886 664 2786 2209 3098 2520
PFR10 (S/S) 1.15 1.18 1.05 1.?5 1.19 1.39 1.21
N C F ($ billion) 20 50.8 62.5 50.2 605 50.7 61.0
N P V 1 0 /B O E (S/barrel eq) 033 0.23 0.09 038 0.30 042 0.34
NPV10 /Cap ax (VS) 0.12 0.09 0.02 0.17 0.10 0.19 0.11
N C F /B O E (S/barrel eq) 250 6.90 8 49 683 822 6 9 0 829

The table Illustrates how under the Status Quo option and the low price of$ 3.50 per MMBtu the Alaska Gas Project would 
not be viable. Many probability Indicators are below the targets and the IRR and NPV 10 are well below minimum 
requirements, in particular for the Chicago Project. It is therefore highly unlikely that Investors would go forwar- with this 
project under Status Quo fiscal terms.

The main focus of the stranded gas contract is to improve significantly the economics under the stress price.

This Is mainly being achieved by taking the royalty and production tax gas in kind and assuming directly the shipping and 
marketing obligations of the gas. In order to balance this commitment the State participates directly in the midstream 
project for 20%.

The ASGFC option would result in acceptable profitability indicators for Alberta Project. The Chicago Project would be a very 
weak project with a very low IRR and modest NPV10. Economics somewhere between the Alberta and Chicago Projects 
create a viable project. Therefore, the ASGFC option results in acceptable conditions at the stress price.

By providing additionally the PPT credits on the GTP and lateral lines the profitability indicators improve enough to make 
also the Chicago Project more attractive. Therefore, the ASGFC+GTP option would create economics under the stress price 
that are well in excess of minimum requirements.

What about cost overruns?

The table below shows the same table as above but now with a 10% cost overrun for capital and operating expenditures.



M inim um  Criteria and the A laska  Oaa Project In real 2006 $
A t  S 3.60 etreea price -1 0 %  coa t overruns

Target S tatu s  Q u o Status Q u o A S G F C A S G F C A * G T P A » G T P
Alberta C h ic a g o Alberta C h ic a g o Alberta C h ic a g o

IRR (%> 13% 10.6% 9.6% 12.5% 11.0% 130% 11.3%
NPV10 (S million) 2500 624 •616 2128 1171 2471 1514
PFR10 (SIS) 1.15 1.06 0.97 1 25 1.09 1 29 1.12
N C F (S billion) 20 497 60.8 49.0 586 496 591
N P V 1 0 /B O E (S/barrel eq) 0.33 0.13 -0.07 0.29 0.16 034 0.21
N P V IO /C a p ex (S/S) 0.12 0.06 -0.02 0.12 0.05 0.14 0.06
N C F /B O E (S/barrel eq) 2 50 6.76 8.27 6 67 7.96 674 803

Under the stress price and a 10% ccst overrun both the Status Quo and ASGFC options are unattractive. The ASGFC*GTP 
option is very marginal.

This Indicates thrt cost overruns are a very serious risk.

This also illustrates that even with a stranded gas contract It remains essential for the Investors to lower costs and take 
extensive preparatory steps in order to avoid such cost overruns.

What is also clear from the table is that under these conditions the main attraction of the project is the very large net cash 
flow and the attractive NCF/BOE results.

The profitability "anchor* of the Alaska Gas Project is therefore the attractive net cashflow.

However, this •takes fiscal stability essential. Investors have to be able to count absolutely on the attractive net cash flow  
In order to pu ll the project through under possible dismal downside conditions.

Gas L in e  no longe r econom ic: cu rre n t s ituation

The economics of the gas line have deteriorated very significantly since the report. The April 17, 2007 
was based on a total costs for the line of $ 20 billion to Chicago in 2003 dollars. In 2005 and 2006 this 
number was already subject to considerable cost escalation as was reported by me to the Legislature. The 
above mentioned report already included cost escalation analysis up to 50%. It was already concluded at 
that time that a cost escalation of 50% would make the project totally uneconomic.



Cost escalation o f the Mackenzie Gas Line is reported to have been in excess of 100%. This is mainly due 
to the considerable stress experienced in Alberta due to the boom in oil sands development. However, 
also on a world w ide basis, there have been considerable increases in costs, in particular in steel prices.

If we assumed a cost escalation of 100% also for the Alaska Gas Line, the pipeline would cost today 
probably about $ 40 billion. It is possible that the cost escalation for the Alaska Gas Line is less, but this 
remains to be evaluated.

The forecast of gas prices has not changed in the same manner. In order to create the same economics as 
presented in the April 17. 2006 report, we need to essentially double the gas prices. In other words, we 
need to believe in a stress price o f US $ 7 per MMBtu, an average price of US Z 11 per MMBtu and a 
high price of US $ 17 per MMBtu.

As can be easily noted, current market developments are well below this required gas price range. In 
effect, the Henry Hub is today about US $ 6 - 7 per MMBtu and this seems a reasonable average gas 
price forecast, with considerable possibility for lower prices in the future. Therefore, today a stress 
price jf  US $ 4.50 per MMBtu would be more appropriate

It is clear from the previous economic analysis that a $ 40 billion line would be totally uneconomic under 
a stress price of US $ 4.50 per MMBtu or even US $ 5 per MMBtu. Even if escalation proves to be 
somewhat less, the line would be uneconomic.

However, also troubling for the gas line project is that North American gas prices have now' clearly 
disassociated from crude oil prices, which means on a Btu equivalent basis they have become much 
lower than crude oil prices. It means that the oil project portfolio of the major oil companies is now 
considerably more attractive compared to the Alaska gas lire than before, resulting, for instance, in the 
boom in oil sands development.

I do not see much future in LNG from Alaska. The reason is very simple. The world LNG trade related 
to North America is now becoming a Henry Hub based market. For instance, spot cargoes from 
Australia are reaching the US Gulf based on Henry Hub less re-gasification costs. Regular cargoes from 
Qatar. Egypt and other locations are now Henry Hub based. If Australia and the Middle East have no 
problem delivering to the US Gulf for Henry Hub. than they will have no problem competing with 
Alaska in Asia. Therefore, the only rational market for Alaska LNG remains the US West Coast. As 
was analyzed extensively before, this option is even less attractive than the Alaska gas pipeline.

For these reasons. I believe that the only realistic option today is Gas to Liquids.

O f course. I hope for Alaska that 1 am wrong on my views and that there are opportunities or factors 
that I did not consider.
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Thank you, Chairman Huggins. My name is Paul Laird. I'm general manager and 
testifying on behalf of the Alaska Support Industry Alienee, a trade 
organization representing companies and individuals that provide goods and 
services to Alaska’s oil, gas and mining industries.

Our members range from small local contractors and vendors to the largest 
Alaska Native and Alaska-based corporations to the Alaska subsidiaries of 
multinational service companies. Our members don 't make the multibillion- 
dollar investments in oil and gas development that fuel Alaska’s economy ... our 
400 member companies and their 35,000-plus Alaska employees make those 
investments work.

In turn, those investments put our members and their employees to work.

As companies and workers whose livelihoods depend on oil and gas investment, 
w e’re deeply concerned about constant changes in fiscal policy that put some 
investments at risk.

As Alaskans whose economic future depends on the level of oil and gas 
production in our state, w e’re deeply concerned about the impact of an even 
steeper rate  of production decline on our families' and our own ability to build 
long-term futures here.

Chairman Huggins, members of the Senate Resources Committee, I will be brief 
in my remarks to you today. We don’t know if a 22.5% tax rate  with the current 
escalator and credits strikes the right balance between ensuring the sta te  its 
fair share of OIL revenues and encouraging long-term investment and 
production. We don’t know if 25% is the right rate  ... or 20 ... or 15.

None of us does ... not the Alliance, not the legislature, not the administration 
and not even the producers. Regulations for the Petroleum Production Tax 
system just 14 months ago haven’t been finalized, and the first returns haven’t 
been audited.

ALASKA SUPPORT INDUSTRY ALLIANCE
360 W. Benson Blvd., Suite 200 • Anchorage, Alaska 99503 • Phone:(907) 563-2226 • Fax:(907)561-8870 • www.alaskaalliance.com
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i t ’s difficult for us to understand why w e’re back here so soon to fix a system 
that hasn’t even had time to work, let alone for there to be compelling 
evidence that i t ’s broken. That case simply hasn’t been made; ycu’ve been 
presented with a plethora of projections and a paucity of proof.

We do know that the PPT has already generated an additional $1 billion in state  
revenues.

We do know that the increase being proposed would be the third major 
severance tax increase on the industry in the past three years.

We do know that every dollar in additional taxes is a dollar that won’t be 
invested in sustaining production, in creating business opportunities for Alaska 
companies like Alliance members, in generating good-paying private sector jobs 
for Alaskans.

We do know that throughput in Trans-Alaska Pipeline has already declined by 
two-thirds, and despite multibillion-dollar investments by the industry, it 
continues to decline by 6% a year.

We do know that without “-hose investments, TAPS will reach its economic 
threshhold in the next 15 or 20 years instead of the the next 50 or 60.

We do know that our 400 members and many of their 35,000 Alaska employees 
want to be here long after the legislature’s and the administration's 
consultants on this issue are gone ... as long as there are still enough economic 
opportunities to keep them here. They'll be the ones to bear the consequences 
if higher taxes and higher costs really do result in less investm ent... a novel 
economic concept, to be sure.

We do know that while the extent to which yet another tax increase will 
discourage investment is debatable, the fact that it will do absolutely nothing 
to  encourage new oil production and construction of a gas project is not.

Isn’t that what this discussion should be about, Mr. Chairman and members of 
this committee: how we can work together to promote investments ... how we 
can ensure our "fair share’’ of long-term jobs and business opportunities for 
Alaskans, rather than how much more money we car, extract from the private 
sector without further risking our long-term future ... just so sta te  government 
can have more money to spend in the short term?
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What’s the plan when this $700-900 million a year tax increase isn’t enough to 
sustain sta te  spending?

In your wisdom, when you adopted the new PPT in 2006 after six months of 
extensive deliberations, aggressive debate and countless votes, you included 
provisions requiring a complete review of the system five years later - in 2011. 
You understood then tha t it would take several years to reasonably determine 
how and if i t ’s working.

So far, th ere 's  been no compelling evidence to the contrary. Ii will still take 
several years to responsibly make that determination.

Do what you need to do in the short term to make the PPT work - hire more 
auditors, pay them more, take steps to ensure the timely flow of accurate data 
from the producers to the sta te , authorize the sta te  to buy back credits.

But on behalf of the Alliance’s 400 member organizations and their 35,000-plus 
Alaska employees, all Alaska businesses and workers and Alaska’s economic 
future, we urge you to reject premature, fundamental changes to the PPT that 
will increase taxes, increase costs and jeopardize the economics of critical 
long-term investments and put production, Alaska jobs and business 
opportunities at risk.

Thank you.
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