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W h e r e  i s  t h e  t i p p i n g  p o i n t ?

• Q u ite  le g it im a te ly  s e v e ra l le g is la to rs  h a ve  a s k e d 
th e ir  a d v is o rs  a n d  th e  c o m p a n ie s  h o w  fa r  is  ju s t 
r ig h t  a n d  h o w  fa r  is  to o  fa 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
• Scissors (Fiscal) cut Paper (Profit)
• Paper (Buy Reserves) covers Rock (Develop Reserves)

>  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

31 October 2007
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T e s t i n g  t h e  T i p p i n g  P o i n t

• W e  c a n  re a d  lin e s , a n d  b e tw e e n  th e  lin e s , o f 
in d u s try  te s t im o n y  to  c o n s t ru c t  a p ic tu re  o f  th e 
A la s k a n  in v e s tm e n t c lim a te

>  AOGA letter which reflects “the full consensus of the 
members of the AOGA Tax Committee, with no dissent”

.r IL V  i  M  A  V  w  f  I  X j  O  U  J. 1 i j  \+j L C r  C l  I I  %P I  I J  O  V 6  v i s

> 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 ta ils  p re s e n te d  w e re  th e n  d o u b le  c h e c k e d  a g a in s t 

a n n u a l re p o r ts , S E C  f i l in g s ,  a n a ly s t p re s e n ta t io n s 
a n d  o th e r  c o m p a n y  p re s s  re le a s e s  w h e re  a v a ila b le

31 October 2007
• ill - »

'  Gaffney. Cline & Associates



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

/
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W e a g re e  w ith  in d u s try  th a t  th e re  is  s ig n if ic a n t 
u p s id e  in  re d u c in g  th e  d e c lin e  fro m  e x is t in g 
p ro d u c in g  a s s e ts  - - -

‘1

7 .

. bUiqpOG R3A 3 L 6 9
• T h e  e c o n o m ic s  o f  re in v e s tm e n t in  p ro d u c in g  a s s e ts

r  °

o n  th e  N o rth  S lo p e  a re  e x tre m e ly  p ro f ita b le  ^ '
> Evaluated with actual costs, production and prices as 

reported by BP
>  Profitable even when tested against various stress points

5affney, Cline & Associates
31 October 2007



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

In discussing the merits o f HB 2001 versus PPT and the Adm inistration’s concerns, we 
must always keep in m ind the real-world situation that Alaska faces. The greatest cliallenge that 
confronts this generation o f Alaskans and the next is the ongoing decline o f o il production, 
which has been, is today, and promises to remain the cornerstone o f the finances o f state 
government.

T h e  f is c a l s y s te m  c h o s e n  m u s t  re c o g n iz e  th e 
c u r re n t  a n d  n e a r- te rm  im p o r ta n c e  o f  im p ro v in g

: j ' ' 1 11 , ’ ' , 1 • •; ; ; :"</•; ? pf

p ro d u c t io n  f ro m  e x is t in g  a s s e ts .

lo q a A ’V
II/iC J

but.



  — - —  • -     —

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

T liis gets us to investment in currently producing fields. Fortunately, there are invest- 
ments that can be made, and are being made, in these fie lds to slow their decline. In the short 
tenn, tlus is in - fill d rillin g —  that is, d rillin g new wells mto the portions o f a reservoir that are 
between the wells that have already been drilled. This accelerates the drainage o f o il from the 
rock that currently lies m between existing wells. In-f& ll d rillin g last year contributed some
70.000 barrels a day to production from the Prudhoe Bay fie ld . To put tins in to perspective, a
70.000 barrel per day fie ld would be the 4th largest stand-alone fie ld on the North Slope today.

• A O G A  n o te d  th a t  N o rth  S lo p e  f ie ld  life  c o u ld  be 
e x te n d e d  u p  to  a n o th e r  2 5  y e a rs  w ith  c o n t in u e d 
in v e s tm e n t

• T h e  o il c o m p a n ie s  a c h ie v e d  7 0 ,0 0 0  b p d  o f 
a d d it io n a l p ro d u c t io n  f ro m  th e  2 0 0 6  d r i l l in g 
p ro g ra m  in  P ru d h o e  B a y .

i * t -

t *

31 October 2007
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B P ’ s  i n f i l l  d r i l l i n g  p r o g r a m

O b s e rv a tio n s ?

GPB Well Investments 2002-2006

vUva> JjMW j.iu : J«MI» JJ-iW Jan Of
Base Production plus development and rig workover activit ~ jm

twini

outui

4r«t rot
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B P  H o u s e  t e s t i m o n y  p a g e  1 2
23 40 «0 *3

Barrels (mmboe)

5 0 %  O f  G P B ' s  c u r r a n t  o i l  

p r o d u c t i o n  I s  f r o m  d r i l l i n g  a n d  

r i g  w o r k o v e r  a c t i v i t y  c o n d u c t e d  

o v e r  t h e  p a s t  f o u r  y e a r s



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

It is  g e tt in g  m o re  e x p e n s iv e  to  d e v e lo p  a b a rre l o f 
re s e rv e s  (B P  In f il l p ro g ra m )

2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6

Capex 2 5 5  2 2 0  2 7 5  2 4 0  2 4 5

MMbls 1 2 0  9 0  8 0  6 0  5 0  °ce
$/bbl 2 . 1 3  2 . 4 4  3 . 4 4  4 . 0 0  4 . 9 0

• C o n tra s t th e  a b o v e  p e r  b a rre l F & D  c o s ts  w ith :
> $ 2  or less CAPEX for Prudhoe and Kuparuk to date 

• $1 9 bn to produce 9 . 5  bn bbls
> The P/K upside at $3 .5 ( 1 5 %), $7 . 7  (6 %), $ 1 2  (3 %)
> Pioneer’s view of average F&D for Lower- 4 8  of $ 1 4

jaffney, Cline & Associates
31 October 2007
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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
A  < i

D r il l in g  c a p e x  -  3 0 0 %  fo r  a d d e d  fa c il i t ie s / in je c t io n

CAPEX for Drill
1000 

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

|  5 0 0  
**■ 4 0 0

2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6

CAPEX for Drilling Program

</>

1000
9 0 0
8 0 0
7 0 0
6 0 0
5 0 0
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 '

Gaffney, Clme & Associates
31 October 2007



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

Incremental Production
300

^  2 0 0  

C O

.g 150

50

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

Gaffne Ci ne & Associates

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 2007
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Gaffney. Cline & Associates
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B P  P r u d h o e  B a y

O il C o m p a n y  N P V

$3,500

$2,500

$1,500 «g 
S
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$500

2004 2005 2006 2007 2008 2009 2010 201}$500)

($1,500)

53‘frey, Cline & Associates
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R o b u s t  d r i l l i n g  p r o g r a m

oUOd ,->010 5f]i

R e m a in s  p ro f ita b le  a t:

> 3 0 0 % capex
> 2 0 0 % opex
> 2 5 % discount rate
> $ 5 0  ANS .

hj r.oio sou i:

> High progressivity

Gaffney Cline^ 'Assocates
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Incremental Production
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M o d e l  D e m o n s t r a t i o n
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N o r t h  S l o p e  P o t e n t i a l

Production Drives Revenue
c- \

« i
^ b p

Decline Rate 1 5 % 6% 3 %
Produced Barrels 1 . 3  bn 3 . 9  bn 7 . 5  bn
Industry Investment $ 5  bn $ 2 5  bn $ 7 0  bn

Status quo

B u ilt  a g e n e r ic  m o d e l b a s e d  o n  th e  a b o v e  b a rre ls 
a n d  in v e s tm e n ts

> Used indicated decline rates 
>  2 5 0 , 0 0 0  bpd abandonment rate

Gaffney Cline & Associates
l l f l H
31 October 2007
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U n d e r  P P T

Production Drives Revenue
■t i

Decline Rate 1 5 % 6% 3 %
Produced Barrels 1 . 3  bn 3 . 9  bn 

$ 2 5  bn
Status quo

7 . 5 bn
Industry Investment $ 5  bn $ 7 0  bn

NPV1 0  = $Bn 
NPVO = $Bn 
NPVO = S/bbl

$1 5 - $ 2 0  

$ 2 2  - $ 2 7  

$1 5 - $ 2 0

$ 3 0  - $ 4 0  

$ 5 5  - $ 7 5  

$ 1 4  - $ 1 9

bp

9

$ 3 5

$ 9 0

$ 1 2

$ 4 5

$ 1 2 5

$ 1 7

-  $ 8 0 / b b l  W T I ,  $ 7 0 / b b l  N S

jaffney, Cline & Associates
31 October 2007OOv-i** - v
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N o r t h  S l o p e  A b a n d o n m e n t

Im pact Of A b a n d o n m e n t R a te  On N orth S lo p e  R eco v e ry

200,000 150,000

Abandonment Rate (Bopd)

100,000



S u m m a r y

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

Gaffney. Cline & Associates
31 October 2007
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G o a l s  f o r  F i s c a l  D e s i g n

t7  A 1.L </ KA

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

Conventional
Unconventional (i.e. heavy oil)

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

4 . Durability - c .a u G U f  iu  u g m

• Don’t want to be back ‘fixing’ things 
Build on prior tax dialogue5 .

ja'fney, O n e  & Associates

'" .t* . -T:.. _

31 October 2007trv-j m-y
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( 3 )  E n c o u r a g e  N e w  I n v e s t m e n t

• F is c a l s y s te m  s h o u ld  e n c o u ra g e  in v e s tm e n t in  n o w 
f ie ld s  v
> 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

• Is b a s e  ra te  lo w  e n o u g h ?  ^
> Additional barrels down TAPS extends production from 

existing reservoirs

Gaffney, Cline & Associates
31 October 2007



T h e  F i s c a l  D e s i g n  C h a l l e n g e

■ " " 1 1 ■■ "■■■

M l

• T h e  T a ke

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

■ P r i c e  .  * / <Production ■ 
Cost

• T h e  G iv e  B a c k
> (2 ) Encouragement to reinvest profits for more 

development inside legacy units

Ga'fney. Cline & Associates
31 October 2007
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P r i c e  v e r s u s  M a r g i n
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0

1 0
2 0

3 0

4 0
____

6 0

7 0

$ 1 0 / b b l  c o s t

0  
1 0  
2 0

—  3 0  —
|  |  i  51 I  S  91 ff I
 ■ ■ - 4 0 .  mmm

5 0

6 0

7 0

T i m e  -  N a t u r a l  D e c l i n e  

N e w / D i f f e r e n t  D e v e l o p m e n t  

O i l  v s  G a s

Gaffney Cline & Associates

$ 2 0 / b b l  c o s t  $ 5 0 / b b l  c o s t

$ 0
M a r g i n

31 October 2007



Gaffney Cline & Associates

M a r g i n  v e r s u s  P r i c e

Legacy New

Price -  WTI
31 October 2007



Gaffney. Cline & Associates

New Investment 
High Cost Fields 

Gas

M a r g i n

i

P u l l e d  I n t o  a  s i n g l e  m e c h a n i s m

Base
Rate

Maximum Rate
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P P T  A s  O f t e n  D e s c r i b e d

• T a x  o n  n e t p ro f its

• C o n ta in s  p ro g re s s iv ity  fe a tu re  th a t  in c re a s e s  ta x 
ra te  w ith  in c re a s in g  p r o f i ta b i l i ty  p e r  b a rre l

R in g fe n c e d  s o  th a t  p r o f i t  p e r  b a rre l re f le c ts  a 
c o m p a n y ’s  e n tire  p o r t fo l io

Gaffney. Cline & Associates
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T h e  I n f o r m a t i o n  U s e d

Portfolio Profitability
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Gaffney Cline & Associates
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B a s e d  O n  $ 5 2 / B b l  P r o f i t . . .

Tax Rate Structure 
(Incorporating Progressivity)

Profit Margin ($/Bbl)

affney C!me &  Associates

S | • S O I I
31 October 2007



P r o g r e s s i v i t y b i o u f  fljsiLanj ($\b p j )

a ll f ie ld s  a t a s in g le  ra te

axes different fields or reservoirs based on their 
dual profitability j ""

- IM '
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Start With A  Portfolio Of One Investment

250,000

200,000

150,000

100,000

50,000

Initial Portfolio

Existing Reservoirs

PPT Rate on this would be 28.4%
200,000

Gaffney. Cline & Associates
31 October 2007
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Expanded Portfolio

250,000

200,000

Q
a .

8  150,000 
c
O

o
3

S  100,000 
0.

PPT Rate on these fields 
Combined would be 

28.2%

Average Net Margin Is 
$64.20



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

2 8 . 2 %  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

N o ....

27.5%

r ,
m

<u

p :

02

T

28.2%

fU

i j  o

r O U J P I / J O C l

\0

' iq
1

Blended

.mtmiIWffCT'1 fr •,»t— ■ ; r. ,•/  ̂•• j&j#OFw£j'V£̂ '

Look at this in the way that companies look at it when they
make investment decisions

Gaffney, Cline & Associates
______________________

31 October 2007
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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 8 . 2 %  O n  E a c h  F i e l d  ?  i° M e

fc !3 |q  X  I M O f i |q  D 3 A  |3 x
Tax Rate By Field Within A Company - As Affected By Portfolio Blending

If I had just Existing Reservoirs, and 
did not develop anything new, I 

would pay tax on my profits at 28.4%

Blended

31 October 2007



Existing
R eservo irs

If I had just Field X, I would pay tax 
on my profits at 27.5% - 

its margin is slightly lower

B lended

Gaflrey, Clme & Associates
31 October 2007
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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 8 . 2 %  O n  E a c h  F i e l d  ?  0 1
□ cxrrj,

o u n u f i G  s o  f & y  a r r '  * f

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

40 °/c

Existing
Reservoirs

Both fields together, the rate is
2 8 . 2 %

However, this is not a ll...

barney Chne & Associates
31 October 2007
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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 8 . 2 %  O n  E a c h  F i e l d  7 ^  ^ 0 , 9 1 1

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

T

Existing
Reservoirs

T

Blended

The mathematics of this reduction means that actually while 
Existing Reservoirs continue to pay tax at a rate of 28.4%, 

The effective rate on Field X is actually 27.4% ....
... less than it would be if it were developed stand-alone

Caffney, Cline & Associates

•  •

31 October 2007
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T h i s  I m p a c t  C a n  B e  S e e n  I n  A  

B r o a d e r  P o r t f o l i o

Portfolio Production Rate and Net Margin
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Existing Reservoirs X Y Z

In this example we have four fields ...
.. One producing 200,000 bopd and 

three others each producing 50,000 bopd but of decreasing profitability
3 r -m e y  Clme & Associates

31 October 2007
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F i e l d s  I s  M o r e  N o t i c e a b l e

Tax Rate Bv Field Within A Comnanv - As Affected By Portfolio Blending

Existing X Y Z Avg Blended
Reservoirs

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



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

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

Existing
Reservoirs

Blended

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

Saffney, Cline & Associates 31 October 2007
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P n M R p s i f ' ’

I

C a s h  F l o w ,  N o t  P r o f i t

PPT taxes all fields at a siinaSe rate
No, it taxes different fields or reservoirs based on their 
individual profitability

s '

• Is b a s e d  o n  p r o f i t  p e r  b a rre l
> Not exactly, it is based on net cash flow per barrel after

capital investment (for future production)
(Ait A)

Gaffney, Cline & Associates
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P o r t f o l io  P ro f i ta b i l i ty

The portfolio on the previous 
slides had a blended rate of 

26.9%, not 25.5% ....

Tax Rate Structure 
(Incorporating Progressivity)

Profit Margin ($/Bbl)

Saffney, Cline & Associates '
31 October 2007


