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Alaska has highest oil tax rate in world

Oil tax rate now 75 percent-plus!
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 Inside:

Chief state petroleum economist Michael Wil-
liams told state legislators in a recent brieþng that 
the effective tax rate (the “marginal” rate) on new 
oil project investments on the North Slope is es-
timated at 75 percent of net revenues, assuming a 
$92.50 per barrel crude oil price. The brieþng was 
given to the Senate Resources Committee in Juneau 
Feb. 13. The þgure seemed to surprise state Rev-
enue Commissioner Pat Galvin, who was sitting be-
side Williams in the brieþng, as well as committee 
members. Sen. Bert Stedman, R-Sitka, co-chair of 
the committee, asked Williams for a more detailed 
analysis of effective tax rates at various oil prices. 
(Note: We will report on this when the information 
is made available to the legislative committee.) 

We are told privately by some North Slope opera-
tors that the effective tax rate on some projects is 

even higher, as much as 81 percent. If this is the case 
Alaska now has the distinction of having the highest 
marginal tax rates in the world on oil and gas.

The high tax rates result from recent changes in 
the state oil and gas production tax approved by the 
Legislature in November and signed into law by 
Gov. Sarah Palin in December. BP and ConocoPhil-
lips, the two North Slope operating companies can-
celled some projects because of the state tax. 

Northwest Arctic Borough makes new bid for Red Dog road, port

The Northwest Arctic Borough has made a new 
offer to purchase the DeLong Mountain Transporta-
tion System (Red Dog Mine road and port) from the 
Alaska Industrial Development and Export Author-
ity. Two previous offers, both rebuffed by AIDEA, 
were made in 2000 and 2006. The new proposal is to 
pay $106 million, but the borough also listed an es-

- Continued on page 2 

timated Net Present Value of the facilities, based on 
project future income, at $169.6 million. AIDEA’s 
staff is doing an analysis of the proposal and will 
make a recommendation to the board. The borough 
hopes to buy the facilities because the $7 million a 
year paid to AIDEA by Cominco Alaska for use of 
the facilities would enable   

- Continued on page 2
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The state production tax is a percent of a pro-
ducer’s net revenues after deductions of operating 
and capital costs from a gross-revenues þgure that 
is derived by subtracting tanker and pipeline costs 
from market sales prices. The state net revenues tax 
was enacted  by the Legislature in 2006 to replace 
the previous tax, which was based on net revenues. 
Last year Gov. Sarah Palin proposed changes in the 
new tax, however, and the Legislature, meeting in 
special session, added tweaks which drove the tax 
rate sky-high at high oil prices. Tweaks added in-
cluded a more aggressive “progressivity” formula 
that increases the base tax rate as oil prices climb 
and limiting the deduction of operating costs for the 
Prudhoe Bay and Kuparuk River þelds, which pro-
duce most of the oil from the North Slope.

***

New pitch on Red Dog Mine road, port
- Continued from page 1     

the Northwest borough to build needed schools in 
the region. The borough now gets $6 million a year 
in a payment-in-lieu-of-tax deal with Cominco and 
that income has allowed the borough to þnance $75 
million in school construction in recent years. But 
more schools are needed and the borough is now at 
its maximum debt capacity given the current rev-
enues. Like most rural areas there is no other sig-
niþcant tax base in the region except for the mine. 
If the borough were unable to þnance new school 
construction it will ultimately have to be done by 
the state but on a delayed schedule.

***

$1.3 billion Point Thomson project
ExxonMobil Corp. has proposed a $1.3 billion devel-

opment project at the Point Thomson gas and liquid con-
densate field east of Prudhoe Bay. The state Department 
of Natural Resources has scheduled a March 3 hearing in 
Anchorage to review the plan, which the company hopes 
will resolve a long-standing dispute with the state over 
Point Thomson development. The company is optimistic 
about a positive state response and has ordered long-lead 
equipment and contracted for a drill rig. Work at the site 
will begin next winter if the state approves the project.

***

1,700 more Army troops next year
It has been noted before, but Alaska’s top military com-

mander, Lt. Gen. Douglas Fraser, told state legislators 
Feb. 12 that 1,700 additional U.S. Army personnel will 
be coming to Alaska next year. About 1,100 of these will 
be at Fort Richardson near Anchorage and more than 500 
will be at Fort Wainwright in Fairbanks. The Army will 
also begin work this year on a $100 million to $130 mil-
lion bridge crossing the Tanana River east of Fairbanks 
that will allow year-around access to training areas south 
of the river. $44.2 million is approved for right-of-way ac-
quisition, design and engineering and a start of construc-
tion this year, Fraser said. The bridge will be designed for 
dual highway/rail use.

State’s oil tax rate hits 75%-plus! (Cont.)

General Business: 

- Continued from page 1

New 260-MW gas power plant
Three “railbelt” electric utilities propose to joint-

ly-fund development of a 260-megawatt gas-þred 
generation plant near Chugach Electric Assoc.’s 
South Anchorage headquarters facility. Chugach, 
Anchorage’s city-owned Municipal Light and 
Power and Homer Electric Assoc. are working 
together on the project, which is expected to be in 
operation by 2012. The three utilities hope to have 
a project agreement completed and presented to 
the respective boards by the end of 2008. The new 
power plant is needed to meet projected increased 
power demand in the region and to replace some 
aging generation capacity. 

The new demand for gas, however, will further 
strain Cook Inlet area natural gas reserves, which 
are being depleted. At present rates of production 
there is about 8 years of  reserves left. Renewable 
energy advocates were disappointed that the Fire 
Island wind project, a 50-megawatt to 100-mega-
watt project near Anchorage, is not part of the 
utilitiesõ plan. (See more discussion in our Re-
sources Supplement.)

***
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Denali Commission to map out rural barge project sites
The Denali Commission is working on a long-range plan to build barge landings in rural com-

munities and will meet soon with barge operators to begin selecting locations. The goal is to have 
30 high-priority projects selected by the year end, the Commission said. In many villages there 
are only rudimentary if any facilities to accommodate unloading of fuel and cargo, and what the 
Denali Commission envisions are limited improvements that will improve safety and, hopefully, 
reduce the cost of transporting fuel and freight. A typical project might include a buried “dead-
man” cable on which to tie barges, a fuel “header” for unloading fuel and a small pipeline to the 
bulk fuel tank, and a gravel pad to provide a work surface for unloading and storage. 

The Western Federal Lands Division of the Federal Highway Administration, which does small 
rural transportation projects, is working with the Denali Commission on designing the projects, 
which could cost $1 million to $3 million each. The federal agency is developing three to four 
prototype projects designed for different types of terrain settings. It’s tough to estimate now 
how many communities will need these (there could be as many as 120) and the hope is that 
they could be done over a 10-year period. Barge landings are now done in difþcult and some-
times dangerous conditions. Rural Alaska is the only place where the U.S. Coast Guard tolerates 
grounding barges on beaches to unload, and the hauling of fuel hoses over beaches and gravel for 
unloading is not the most desirable practice. 

Commission “partners” with CDQ groups on infrastructure
In a related development, the Denali Commission is now working with the Western Alaska 

Community Development Association, formed by the six Community Development Quota þsher-
ies groups. Under the agreement the association will work with the commission to review proj-
ects planned by the CDQ groups. The idea is to identify projects where the Denali Commission 
and a CDQ group can do joint-funding to enhance the project. 

The CDQ groups are awarded a percentage of the allowable harvest of pollock, Paciþc cod, 
halibut and crab in the form of quotas. The quotas are mostly þshed by others under royalty 
agreements but several of the CDQ groups also have interests in þshing companies (see related 
item on CDQ tax issues, page 7). Since 1992 the six CDQ groups have generated more than $500 
million in royalties, and as of 2003 combined assets of the groups was $260 million. 

Added note: The Denali Commission has asked the state of Alaska for $30 million this year 
to offset declining federal funds. The bulk of the reduction is in federal support for energy pro-
grams, which will cut into the Commissionõs funding to the Alaska Energy Authority for rural 
bulk fuel tank and power plant upgrades, as well as renewable energy projects.
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Anchorage inÿation was 2.2 percent last year, the U.S. Bureau of Labor Statistics reported, a lower 
increase than in 2006 and lower than U.S.-wide inÿation in 2007. Increases across most categories were 
modest in 2007 except for energy. Clothing and recreation costs declined. That compares with a national 
inÿation of 2.8 percent. the Anchorage price rise was down from 3.2 percent in 2006, however. Major 
categories of cost included housing, up 2.7 percent; gasoline, up 6.5 percent; other energy (heating and 
electricity) up 9.9 percent; food, up 5.4 percent; medical care, up 3 percent; household furnishings, up 
1.2 percent; alcoholic beverages, up 1.1 percent; recreation, down 0.1 percent; clothing, down 2.8 per-
cent. The bureau said costs for a “basket” of items used in everyday living are up 81 percent over the 
last 25 years. Anchorage is the only Alaska community where the federal agency reports trends in living 
costs, but the Anchorage index services as a broad indicator for other communities.

NEW FEDERAL RULE WORRIES CRUISE LINES, COASTAL COMMUNITIES: Cruise lines and 
leaders in coastal communities are worried about a proposed federal rule requiring foreign-registered 
cruise ships that bring passengers to Alaska to spend more time in foreign ports while en route, and 
less time in Alaska ports. This could cut substantially into the amount of time the vessels spend in 
Alaska. Juneau estimates the rule could cost it $68 million in lost cruise passenger spending. The Port 
of Seattle fears it could lose a lot of the Alaska cruise line business, too. The Department of Homeland 
Security, which originated the proposed rule change, admits it did no economic analysis of the rule. 
Gov. Sarah Palin has asked that the rule be withdrawn, and that an analysis be done.

SEA ICE SHRINKAGE IN 2008 MAY EXCEED 2007 RECORD, SCIENTISTS SAY: Scientists said 
that Arctic ocean currents and winds indicate that summer, 2008 may see shrinkage of the polar icecap 
that exceeds even the record ice loss of 2007. In 1989 about 80 percent of the polar icepack was thick, 
10-year-old ice. Now about 3 percent of the ice is thick ice of that age. Young, thin ice melts more 
quickly, exacerbating the melt cycle. 

      A new 15-story ofþce building in Anchorageõs midtown is to be complete by March 31 and ready for 
occupancy April 15, the developers say. The 285,000-square-foot building at the corner of C Street and 
Northern Lights Blvd. will cost about $40 million. Ruby Investments is the owner. 

REMOTE NIKOLSKI YET TO GET ITS FUEL BARGE; FUEL FLOWN IN COSTS $11/GAL.:Stormy 
weather prevented a barge from delivering a full load of fuel to the small Aleutians village of Nikolski 
for þve months, so the community is now ÿying fuel in. Those costs mean heating oil now costs $11 
per gallon, more than double the normal cost. Familes are being asked to avoid nonessential applianc-
es, to turn home thermostats down. Magone Marine Service, the barge operator, was able to make one 
brief landing in January but had to pull away after delivering only 1,000 gallons. The community has 
20,000 gallons of fuel in storage at Unalaska that can’t be delivered by barge. 

CIRI SIGNS UP NEW RETAIL TENANTS FOR ITS MULDOON MALL: Cook Inlet Region, Inc. has 
signed up Best Buy and Lowe’s as tenants at CIRI’s new retail mall under construction in Anchorage’s 
Muldoon area. A Target store is already under construction at the site, named the Tikahtnu Commons.
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 NEW BUT BUY AND LOWES STORES MID-2009: Construction of the 30,000-square-foot Best Buy 
store and 140,000-square-foot Lowe’s store will begin this spring with the stores open by the second 
quarter of 2009. Target is to be open by October, CIRI said. CIRI is also negotiating with Regal Cin-
emas on a possible 16-screen theater and Kohls, a department store, for the Tikahtnu Commons mall. 
The project is being developed by CIRI in partnership with Browman Development Co. of California.

JUNEAU’S MICRO HOMES MAKES THE NEIGHBORS UNHAPPY: Juneau builder Bicknell Inc. 
plans to develop 22 “cottage” homes in the capital city sized as less than 1,200 square feet but which 
are still expected to sell for about $300,000. Neighbors are complaining, however, that the planned 
density exceeds city guidelines. Their more traditional homes are valued at $400,000 to $500,000 each 
and they fear the dense housing development will devalue their properties. Juneau is allowing tightly 
clustered compact homes to be built on small lots, however, to encourage more affordable housing in 
the city. Bicknell has a three-phase development built around three green areas. 

GOLDBELT’S PLAN FOR BERNER’S BAY DOCK ADRIFT WITH NEW KENSINGTON PLAN: 
An agreement between Coeur Alaska Inc. and Southeast Alaska conservation groups to develop a new 
tailings disposal facility at the Kensington gold mine north of Juneau has left Goldbelt, Inc., Juneau’s 
urban Native corporation, adrift with its plan to develop a dock facility at Cascade Point on Berner’s 
Bay. The dock would have been used to ferry workers to and from the mine under the development 
Coeur had planned but which was halted by environmental litigation. The corporation is now consider-
ing alternative uses for the land at Cascade Point and may use it to land sand and gravel mined near the 
area. Cascade Point is about 40 miles north of Juneau.

      Goldbelt had about $90 million in revenues last year with about $75 million from government con-
tracting services. The corporation earns about $15 million from tourism last year, mostly from its 
Mount Roberts tram and Goldbelt Hotel in Juneau. The corporation employs 100 year around and about 
400 during the summer.

- Continued on page 8
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The two big players in the recent Chukchi Sea 
lease sale, Shell and ConocoPhillips, both estab-
lished dominant positions on two of the biggest 
geologic structures in the region. One, a 25-mile di-
ameter dome known Burger, is a conþrmed natural 
gas discovery by Shell from drilling in the 1990s. 
Shell secured a major leasehold position on Burger, 
on tracts it gave up after the earlier drilling. This in-
cludes the sale high-bid tract, where Shell bid $105 
million, along with other leases acquired Cono-
coPhillips secured its position on what may be the 
second-largest geologic formation in the sale area.   

The geology of the Chukchi Sea is particularly en-
ticing. The Barrow Arch, along which all of the ma-
jor North Slope þelds were discovered, extends out 
through the Chukchi and splits into two branches. 
Some of the same geologic rock formations that host 
the major oil þelds are also found in the Chukchi.

***

Shell plans smaller Beaufort program
Citing equipment issues, Shell said it will do a lim-

ited Beaufort Sea exploration program this summer 
to drill partly-completed wells, not to penetrate po-
tential reservoirs. However, this is if the U.S. Ninth 
Circuit Court of Appeals gives a go-ahead. The 
company planned a full-scale drilling program last 
year that was stopped by environmental lawsuits. 

***

ExxonMobil deal for Fairbanks gas
ExxonMobil’s announcement last week that it will 

supply gas to Fairbanks Natural Gas LLC was well 
received, as the þrst commercial gas sale for use 
off the slope (gas has been sold for use by contrac-
tors in Deadhorse industrial area for several years). 
What was missing in the announcement was the 
sales price, however, and since Fairbanks Natural 
Gas is not under Regulatory Commission of Alaska 
rate regulation, for now at least, the price will not 
be known. 

Dept. of Revenue ofþcials, however, said the lat-
est “prevailing value” reported for inter-company 
sales of gas on the slope was $3.59 per thousand cu-
bic feet (mcf) in 2005 and 2006. Whether Fairbanks 
Natural Gas buys gas from ExxonMobil or not, the 
company must also pay costs of liqueþcationin a 
small LNG plant it will build at Deadhorse and then 
trucking the LNG to Fairbanks. 

Now that it has a supply of  gas assured, Fairbanks 
Natural Gas  will build a small liqueþed natural gas 
plant at Deadhorse, at Prudhoe Bay, to convert 10 
million to 20 million cubic feet a day into LNG.  Its 
contract with ExxonMobil allows it to purchase up 
to 10 billion cubic feet or gas per year. About 8 to 12 
workers would be needed at the plant. 

About 10 LNG trucks a day will go to Fairbanks, 
its market area, along the Dalton Highway. This 
could increase to 30 trucks a day if the market grows 
as expected. 

Fairbanks Natural Gas now operates a small LNG 
plant in the Matanuska-Susitna Borough, purchas-
ing 1.2 billion cubic feet/year from Enstar Natural 
Gas. Currently 6 to 7 trucks a day move LNG to 
Fairbanks from the plant with the number dropped 
to one daily in summer. 

The company will keep the small LNG plant in 
the Mat-Su as a backup for the North Slope plant, its 
managers say.  Fairbanks Natural Gas was formed 
in 1998 and now serves 1,100 residential and com-
mercial customers in Fairbanks.

***
The Department of Revenue says the gross market 

value of North Slope crude oil will be $19.5 billion 
in the current state þscal year with a value on the 
North Slope (after transportation costs) of about 
$15.8 billion. The stateõs share of this, from royal-
ties and taxes, will be about $5.9 billion, assuming 
the stateõs estimate average 72.64/barrel price.

***

  Petroleum:

Big bids in Chukchi Sea were on known discoveries   
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Southeast Alaskaõs tanner crab þshery is under-
way but prices are the lowest in 10 years for the 
start of the season, at $1.60 per pound for tanner 
crab. Forty vessels are registered to þsh a 525,000-
pound quota, which is expected to take about six 
days core harvesting areas. The golden, or brown, 
king crab season is also open in Southeast with 
a 987,000-pound harvest guideline and with 70 
vessels registered to þsh, down from 85 last year. 
Southeast tanner crab populations have gradually 
declined in the last 10 years. 

***

Dip in Copper River salmon catch
The state Dept. of Fish and Game is forecasting 

a dip in Copper River and Prince William Sound 
sockeye salmon harvests in 2008. The forecast is 
for a 1.32 million catch of the high-value sockeye, 
well below the 1.97 million average. The biggest 
catch in recent years was 2.7 million. Fish and 
Game data also shows that average earning from 
þshing for a Prince William Sound gillnet permit 
holder in 2007 was $67,335.

***

Tax problems for CDQ groups?
Community Development Quota nonproþt 

groups have a federal tax issue on business income 
considered “non-core” to royalty earnings from 
quota shares of þsh stocks. For example, Norton 
Sound Economic Development Corp. earned $6.4 
million last year from its holdings in Glacier Fish 
Co., a company in ground þshing, and Norton 
Sound Ventures doing crab þshing. This is about 
25 percent of NSEDC’s revenues, which are 
mostly royalties from the harvest quotas. 

The IRS says the income from the two þshing 
companies is taxable, and non-tax status applies 
only to royalties. Other CDQ groups with separate 
businesses share this problem.

Minerals exploration increased 54 percent in 
2007 to $275 million, an industry report indicated. 
Mineral exports in 2007 reached $1.1 billion, 27 
percent of total Alaska exports. McDowell Group, 
a Juneau-based consulting group, did the report for 
the Alaska Miners Assoc.

***

Mitsubishi joins Pebble partnership 
Northern Dynasty Minerals Ltd. has landed 

another major partner in the Pebble gold/copper 
project. Mitsubishi Corp. of Japan has acquired 
9.1 percent interest in Northern Dynasty, which 
owns 50 percent of Pebble. The deal brings a 
major Japanese company into the deal along with 
Rio Tinto PLC, which owns about 20 percent of 
Northern Dynasty. The other 50 percent of Pebble 
is now owned by Anglo American., (See related 
item on Pebble, Resource Supplement)

***

Rio Tinto sells Greens Creek share
Rio Tinto plc says it will sell its 70.3 percent 

share of the Greens Creek Mine, on Admiralty 
Island to Hecla Mining Co., which now owns 29.7 
percent of the mine. Hecla will pay $750 million. 
Rio Tinto is selling assets to þnance the acquisi-
tion of Alcan, a major aluminum company. 

Greens Creek is the nation’s þfth largest silver 
mine, producing 8.6 million ounces of silver, 
68,000 ounces of gold, 63,000 tons of zinc and 
21,000 tons of lead. Ownership of all of Greens 
Creek will approximately double Hecla’s annual 
silver production. Hecla said it considers Greens 
Creek a very low-cost silver mine because of the 
proþtability of other metals being mined, par-
ticularly the gold and zinc. Hecla said it plans no 
changes in operations or management at the mine. 
Most of the Greens Creek employees live in Ju-
neau, from where they commute to work by boat.

***

Mining exploration takes a big jump

Minerals:

Low Tanner crab prices in Southeast

Fisheries:
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      - Continued from page 5

State population trends - regional growth, decline
The State Department of Commerce and Economic Development data showed that Sitka’s 

population has declined for the second year in a row. The Southeast community has a popula-
tion of 8,644 at the end of 2007, 2 percent down from year-end 2006 total of 8,883. The year-end 
2005 number was 8,947. Juneau-based McDowell Group, which tracks Southeast trends, said the 
decline is typical of almost all Southeast communities including Juneau, the capital city. There is 
a surge in summer population, likely due to a seasonal inÿux of retirees with homes, but the year-
around population numbers are dropping, indicating a gradual decline in the regional economy 
and an outÿow of younger adults.

Juneauõs school population, another indicator of population trends, dropped again. School 
district data showed 5,073 enrolled in 2008, down 83 students from 2007. School enrollment has 
been declining for þve years. The high year was 1999, with 5,701 enrolled.

Other parts of the state are growing: Anchorage grew 0.9 percent between 2006 and 2007 to a 
population of 283,823; the Matanuska-Susitna Borough grew by 3.5 percent to 80,056; the Fair-
banks North Star Borough growth was 3.6 percent, fueled by military expansion, to 90,960. State 
population in total was estimated at 677,000 residents. Alaska had more population than North 
Dakota, Wyoming and Vermont. New state population estimates for 2007 are by the state Depart-
ment of Labor and Workforce Development. 

      Multiple Listing Service reported the average residential home sales price in Anchorage during 
December at $321,781. The average selling price in the Matanuska-Susitna Borough during December 
was reported at $222,598, MLS said. 

STATE MAY HAVE TO REPAY FEDERAL FUNDS FOR KETCHIKAN BRIDGE PROJECT: The state 
department of Transportation and Public Facilities said the state may have to repay $54 million in fed-
eral funds for the Gravina Island Access Project, a major bridge project cancelled by Gov. Sarah Palin.

SITKA WANTS INDUSTRIAL DOCK REPAIRED: Sitka’s City and Borough Assembly is considering 
an offer by Silver Bay Seafoods to purchase 205,567 square feet of industrial waterfront for $1 million 
in return for the company investing in reconstruction of a dock serving the city’s industrial park, the 
site of the old Alaska Pulp Co. A number of small businesses and two þsh processors including Silver 
Bay have operations in the industrial park. Silver Bay wants to make sure the dock is in shape to sup-
port its summer processing operations. A complete replacement of the dock would cost an estimated $6 
million to $12 million.

     The new Rock Creek Mine in Nome is in its startup phase. The company is working to þnd and hire an 
estimated 150 workers that will be needed for production, but is reporting challenges in recruiting.

Business Intelligence from around the state - cont’d


