Our Duty To Maximize Alaska’s Share
“The Legislature shall provide for the
utilization, development and conservation of
all natural resources belonging to the State,
including land and waters, for the maximum
benefit of its people.”
Alaska Const. Art. VIII, Sec. 2.
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A Little History
• In 2006, the legislature
overhauled the state’s outdated
oil and gas tax system.
• Under the old system, called
“ELF,” 15 out of 19 oil fields on
the North Slope paid no
production tax at all.
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The ELF Ignored Economic Reality
• A field that paid 0% in production taxes
paid that rate at $20/bbl, $40/bbl,
$100/bbl, and $140/bbl oil.
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ELF Exempted Blockbuster Fields
Field

Rank Among U.S.
100 Largest Fields

Annual
Production
(barrels)

FY ’06
Production Tax
Rate

Kuparuk

2nd largest in U.S.

51,100,000

0.81 %

Milne Point

13th largest in U.S.

9,490,000

0%

27th largest in U.S.

8,395,000

0%

39th largest in U.S.

10,950,000

0.075 %

67th largest in U.S.

8,030,000

0%

93rd largest in U.S.

2,920,000

0%

94th largest in U.S.

4,015,000

0%

(Milne Point Unit)

Endicott
(Duck Island Unit)

West Sak (Heavy oil)
(Kuparuk River Unit)

Tarn
(Kuparuk River Unit)

Niakuk
(Lisburne Prod. Unit)

Meltwater
(Kuparuk River Unit)

** Prudhoe Bay aggregated fields included Polaris (57 th), Orion (83rd), Borealis (44th) and Pt. McIntyre (28th) 4

Lower Taxes, Same Production Declines
ACES passed November 2007

• 5.78 percent a year from 1998-2007
• 8.72 percent a year from 2004-2007

SOURCES: “Production C-2a: Crude Oil Production –History,” Revenue Sources Book, Fall
2007, Fall 2008, Fall 2009, Tax Division, Department of Revenue.
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Production Fell With Low Taxes and
Vastly Increasing Oil Prices
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Under the Governor’s Proposal,
Alaska will Lose Billions
• The Governor’s bill will lower taxes
significantly , costing Alaskans an
estimated $8.2 billion over the next five
years.
• As the following chart shows, if the
Governor’s bill passes, Alaska’s actual
production tax rate will be between 15%
and 25% on industry profits at today’s
prices.
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Governor Parnell has
Claimed his $8 Billion Tax
Break will Lead to “New
Exploration”
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Dale Pittman, Exxon Mobil, Alaska Production Manager
Testimony to the House Finance Committee Spring 2011

Gara: “…can you tell me how many exploration wells
Exxon has drilled on the North Slope in the last 10 years?”
Pittman: “…I think the answer is zero.”
Gara: “…why should we believe that reducing taxes is
going to cause you all of a sudden to do your first
exploration well since 1992?”
Pittman: “I can’t promise you it would lead to increased
exploration.”
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Claire Fitzpatrick, BP Exploration Alaska, CFO
Testimony to the House Finance Committee Spring 2011

Gara: “…BP doesn’t do what was referred to
as traditional exploratory wells…?”
Fitzpatrick: “If your question was are we
intending to do more exploration, it is not in
my current plan.”
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ACES
“Oppressive”
to Oil Companies?
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ConocoPhillips
Alaska Net Income
(in billions)

‘07: $2.255
‘08: $2.315
‘09: $1.540
‘10: $1.735

$7.8 billion in profit under ACES
Source: ConocoPhillips Annual Report
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BP Alaska Net Income
(in billions)

‘07: $2.475
‘08: $1.955
‘09: $1.896
*‘10: $2.27
*minus$1.5 billion in ‘10 deducted for non-Alaska costs, such as the Gulf spill
** BP Withholds Its Alaska Profits, Except for In a required British Annual Report:
That report Includes some costs and deductions related to non-Alaska subsidiaries.
When Asked for their Alaska Profits, BP Has Declined To Provide them to Legislators

**$8.5 billion in profit under ACES
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EXXON refuses to reveal income
statements, but testified that
their Alaska profits were similar
to BP and Conoco.
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Healthy Rates of Return
• On 3/23/11, ConocoPhillips executives
acknowledged that Alaska has
“strong cash margins” and “very good
rates of return”
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Biggest Savings Account
in the Nation
It has also allowed lawmakers to
pay back a $5.5 billion loan used
to cover prior budget shortfalls
and to grow Alaskans’ savings
account, now the largest in the
nation at about $16 billion.
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ACES HAS PROTECTED JOBS
• Alaska’s Surplus Has:
– Prevented The layoff of Teachers, Troopers, and
the loss of revenues To Cities So They Can Hire
Police, firefighters and others
– Allowed For A construction Budget That benefits
Construction, Engineering, Architectural and
Other Industries
A Smart Plan Must Protect Oil Production, and The
Economy As A Whole To Avoid Lower 48-Style
Layoffs and Unemployment
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Let’s take the
3 fibs
off the table
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Jobs are up not down
Oil and Gas Employment
2006: 10,100
2007: 11,500
2008: 12,800
2009: 12,900
2010: 12,800

9/2011: 13,700
SOURCE: Alaska Department and Workforce Development Research and Analysis
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New Jobs are Production Related.
Not Just Maintenance Related.
In 2010, the Parnell Administration
examined this issue. The following
slide was presented by the
Administration to the Legislature in
February 2010.
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Before Seeking Tax Changes: Parnell Administration
Said In 2010 Increase In Jobs Production Related
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Pipeline Projected To Produce Until 2065:
Impending Shutdown Claims Exaggerated
• BP Alaska told the SEC they expect continued
production in Prudhoe Bay “until the year 2065.”
• In December Judge Gleason, Relying On An Internal BP
Study, Ruled Evidence Shows Pipeline Likely To
Produce Until 2065.
• “We can thank Anchorage Superior Court Judge Sharon
Gleason for giving Alaskans the best and most
clearheaded analysis of this topic to date. There are
serious contradictions between what the oil companies
and Alyeska have said in public and what they have said
in private.” Daily News Miner, 12/31/11
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What do others think?
• From 12/20/2009 Petroleum News:

• “Parnell also said that he has already
discussed ACES with 10 oil companies.
Of those, he said, “four to five” thought
the tax system was “just fine,” while
“two or three” thanked the state for the
tax credit program, and two companies
wanted to see ACES changed.”
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FISCAL TERMS - government requirements pertaining to royalty payments,
production shares, and licensing fees.
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Increases in exploration
“The good news is we are seeing a lot of
increase in oil exploration.”
– Karen Rehfeld, Director of the Governor’s Office of
Management and Budget, in testimony before
House Finance Committee on January 19, 2011, a
week before the Governor introduced his bill.
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According to the Alaska Department
of Natural Resources:*
• “Alaska is successfully encouraging investment
from companies that are new to the state, with
the number of petroleum companies doing
business in the state almost doubling from 2006
to 2008.”

• “Legacy producers on the North Slope are
investing in their own assets, leaving room for
new players…”

“Alaska: We’re Open for Business!”
*State of Alaska ad in the Petroleum News
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Recent News
• In early March, the large Spanish oil company
Repsol announced plans to begin exploring in
Alaska next winter.
• The company hopes to spend at least $768
million under a "broad-reaching exploration
and development program.”
• "The North Slope of Alaska is an especially

promising area for Repsol as it has already
shown to be oil-rich and carries low
exploratory risk," Repsol said.
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Is ACES Really the Problem?
22 – 27 Exploration Wells, 7 rigs planned for this winter season. Pet. News
12/25/11. North Slope Borough blocked additional permit requests
Conoco Proceeding w/Long Planned Development In NPR-A – Under ACES. The
blockage (While I and Others wrote objections to) was a recently reversed Army
Corp of engineers Decision to Block a needed bridge. Not ACES.
Other Exploration August Petroleum News: 2011-12 Winter Likely To be Busiest Exploration Year
Since 1969:
• Spanish oil giant Repsol has purchased 157 North Slope and Beufort Sea
leases, and announced plans drill.
• Umiat To Be Explored next Year by Linc Energy W/ Repsol Rigs.
• Great Bear announced 4-6 more wells, plus 4/6 laterals with a rig on a half
million acres of leases it owns.
• Brooks Range Petroleum is aiming at 2-3 new wells near the existing Tarn
field.
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Fierce Competition
For New Oil Leases
And this December, 19 oil companies
competed for 616,000 acres of new
petroleum-rich lands, paying the state
nearly $21 million.

The bidding generated the sixth largest
amount ever for tracts on the North
Slope.
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Both operating and capital spending
are up since ACES went into effect

Operating
Expenditures
(million $)
Capital
Expenditures
(million $)
Total
Capex/Opex
(million $)

FY2012 FY2013
(forecast) (forecast)

FY2007

FY2008

FY2009

FY2010

FY2011

2,081

1,881

2,085

2,270

2,614

2,579

2,375

1,578

1,967

2,212

2,389

2,317

2,743

3,056

3,659

3,848

4,297

4,659

4,931

5,322

5,431

Source: Revenue Source Books, Alaska Department of Revenue - Fall 2007, Fall 2008,
Fall 2009, Fall 2010 and Fall 2011
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Development wells are at the
highest level since 2006
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ACES has generated about $15 billion
more than ELF would have.
Estimated Production Tax Revenue ($M)

Comparison of Estimated Production Tax Revenue From ACES,
PPT and ELF for FY 2007 - FY 2011 (Projected)
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Calculating Tax Rates under ACES
No production taxes are paid until a
profit is made. It costs about $26 to
get a barrel of oil out of the ground
and to market. The base tax rate is
25%. After $30 of profit, .4% is
added for every dollar increase per
barrel.
35

Challenging Fields Pay a Lower
Tax-Flexibility
A field that costs:
• $20/bbl to produce, pays a 25% rate
until oil reaches $50/bbl
• $80/bbl to produce, pays a 25% rate
until oil reaches $110/bbl
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Alaska’s Taxes:
Fair or Excessive?
• Some critics of ACES talk about tax rates as
high as 90%. No one Pays a 90% ACES rate.
• However, in the 4 years since PPT and ACES
passed, the average production tax rate has
been 32%, according to the Parnell
Administration. This is before generous tax
credits are factored in, lowering taxes
significantly.
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Tax Reduction:
Get It When You Prove You Need It
• Royalty relief:
Alaska law reduces Company Royalty
Payments if companies “prove” they need
lower taxes to make a field
“economic.” This has been used on new
fields Nikiachuk and Ooogaruk.
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We can do better, but how?
Lowering the tax rate?
Allows companies to take their profits outside.
That’s been Alaska’s history.
Remember the 0% ELF.
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Incentives Forcing Alaska Investment:
Cheaper, and Keeps Money in Alaska
House Bill 231:
• Governor Parnell Wants Exploration in New Fields: We Offer a
50% Tax credit for new Exploration.
• We offer a tax credit for companies that increase their 3-year
average of well-drilling investments.
• It’s all about PROCESSING FACILITIES: The cost makes a modest
field uneconomic. New processing facilities bring new fields on
line. We offer a 50% credit for building a new processing facility.

Dedicate Alaska’s Money to New Production.
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What is the Tax Rate
Elsewhere?
• Is this multi-billion dollar reduction
necessary or reasonable?

• How do our taxes compare with
taxes in other world class oil basins?
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2011 Government Take
(approximate percentages)
•
•
•
•
•
•
•
•
•
•
•

Iraq: 98%
Bolivia: 97%
Angola PSC: 96%
Trinidad & Tobago: 95%
Argentina: 94%
Venezuela: 92%
Nigeria PSC: 89%
Indonesia PSC: 89%
Egypt: 83%
Norway: 79%
Alaska: 78%

•
•
•
•
•
•
•
•
•
•

Columbia: 72%
Netherlands: 72%
Alberta: 68%
Australia: 62%
Newfoundland: 56%
Gulf of Mexico: 55%
Texas: 53%
NW: 49%
Brazil: 46%
Peru: 35%

*This slide omits Great Britain and the UK because they have raised taxes in the past year. The
approximate change has been from 50% to 62%, and to over 80% for pre-1993 discovered
legacy/large fields.
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Stimulating investment
• ACES encourages new investment
through tax credits and deductions for
exploration and development.
• According to Parnell Administration
consultants, these credits and
deductions are among the most
generous in the world.

• Alaska has paid out over $2 billion in tax
credits since ACES passed.
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More companies doing business
• In 2006, the first year that tax filings
were made under the net profit tax, 19
companies filed annual returns.
• In 2007, this grew to 26.
• In 2008, it grew to 36, and in 2009, 39
companies filed returns.
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Pedro Van Meurs, 12/11
• The "government take" from Alaska's current oil tax
law for existing operations "is not particularly out of
line with other exporters" and "there may be no need
to make significant changes," Alaska lawmakers were
told again this week by international oil consultant
Pedro Van Meurs
• “. . . . that is why he does not recommend approval of
the governor's HB 110 or HB 17, a bill introduced by
Rep. Mike Hawker.”
News Miner, 12/9/11
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Van Meurs, Continued
•

Van Meurs said he recommends that the tax at $100 be closer to 45 percent or 50
percent. Under the current state tax law, the tax is close to 50 percent at about
$110, according to his analysis.
The big difference is that while the tax under ACES would climb to 60 percent at
more than $200 per barrel oil prices, the tax would top out at 50 percent under his
proposal. . . .
Meanwhile, Van Meurs said the major investment by Repsol on the North Slope
"are a sign that some large companies are interested in investing in Alaska even
under current ACES terms.“ . . . . The state should reduce its tax credits, he advised.
...
Part of the review that is needed is to look at changing the state tax approach to
make it more likely to develop shale oil and the so-called heavy oil that is much
thicker than the product in the pipeline. Changes in royalty levels, the amount
collected by the state as an owner, could make both of those types of
development practical.
Daily News Miner, 12/9/11
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The North Dakota Example: Apples and
Oranges?
It’s an overheated economy with
overheated wages.
“With oil companies paying top dollar to the new onslaught
of workers they need --- doling out average salaries of
$70,000, and more than $100,000 including overtime –
other businesses are boosting their pay to compete…. You
can make at least $1,000 a week more here than anywhere
else in the country.” – CNN.COM, 9/28/2011
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The North Dakota Example: Apples and
Oranges?
And – Why The Boom: It’s Not The Tax Rate:
According to a 2011 Alaska Division of Legislative Research Report:
The recent growth in exploration and production was spawned by
technological advancements in horizontal well drilling and hydraulic
fracturing (“fracking”) techniques . . . . . In light of the above
information, claims that petroleum industry investment in North
Dakota, at the expense of such investment in Alaska, is occurring
primarily due to differences in tax structure appear to be
problematic. To the contrary, it is clear that the rapid expansion of oil
and gas production in North Dakota was initiated by advances in oil
recovery technologies.
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What Would this Loss of Revenue
Mean for Alaskans?
• Depletion of our Rainy Day savings account
• Future deficits
• Drastically reduced spending on infrastructure
and job-creating capital projects
• Cuts to revenue sharing and operating
budgets with associated job and service losses
and increased local property taxes
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Conclusions
• Under ACES, investment and jobs are at
all-time highs, exploration is increasing,
and profits are high.
• Historically, lowering taxes with no
requirement of Alaska Reinvestment In
Exploration and production Has Failed.
• BIG 3 Won’t Commit To New Exploration In
New Units W/Governor’s $1.8 billion
Rollback. We Need New Exploration.
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