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Rep. Les Gara

From: Tremaine, Richard (DOR) [richard.tremaine @alaska.gov]

Sent:  Wednesday, October 31, 2007 4:21 PM

To: Rep. Les G‘éra

Cc: Williams, Michael D (DOR)

Subject: Review of estimates of BP and ConocoPhillips profit margins for 2006

. Rep. Gara,

You provided estimated profit margins for 2006 ConocoPhillips and BP in the range of 36% to 37%.

| have preliminarily reviewed unaudited PPT filings for these two companies for 2006. | have had to estimate
federal and state corporate income tax. My preliminary review suggests that your profit margins underestimate
actual profit margins these two companies enjoyed for ANS operations in 2006 after PPT and income tax
calculations.

| hope this answers your guestion.

Dick Tremaine
Economist
Alaska Department of Revenue
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Alaska State Legislature
Senator Bill Wielechowski

Representative Les Gara
716 W. 4™ Avenue, Anchorage, Alaska 99501

October 22, 2007

James Bowles

President of ConocoPhillips Alaska
700 G St.

Anchorage, AK 99501

Doug Suttles

President of BP Exploration (Alaska) Inc.
900 E. Benson Blvd.

Anchorage, AK 99508

Dear Sirs;

We are writing to ask that you confirm your companies’ Alaska profit margins
which, by our calculations from your 2006 annual reports, seem much higher than your
companies earn elsewhere around the world. While your companies are presenting the
public with selective information stating that costs in Alaska are high, we have not heard
your companies mention to the public that under the current Alaska tax system, your
companies are left with higher profit margins in Alaska than almost anywhere else in the
world. We would appreciate confirmation that we are not missing any information when
looking at your annual reports.

According to Conoco’s 2006 Annual Report, that company earned $2.3 billion in
clear Alaska profit on 6.5 billion in total Alaska revenues. That leaves Conoco with a
profit margin (profits earned as a percent of total revenue) of roughly 36%. That is the
second highest profit margin Conoco reports of any other region where it does business
around the world, and is a far higher margin than Conoco earns on average worldwide.
According to Conoco’s 2006 report, it’s world profit margins are as follows:

Region Profit Margin
Alaska 36%

Middle East/Africa 7%

Russia Negative
Europe 22%

- Lower 48 27%



Canada 30%

Pacific/Asia 42% (but $1.5 billion in profit
compared to $2.3 billion in Alaska)
Worldwide Average 28%

According to BP’s 2006 Annual Report, it earned $2.2 billion in profits on $6
billion in revenue in Alaska in 2006. That is more than triple the profit margin BP earns
worldwide. While BP does not appear to report it’s profits in other areas by region, it’s
Annual Report shows a roughly 36.5% profit margin in Alaska. According to BP’s 2006
Annual Report, worldwide BP earned less than a 10% profit margin ($22 billion in profit
on $274 billion in revenue).

‘ In April, 2007, both companies completed their 2006 tax payments, and it is not
clear whether those final payments are reflected in your 2006 annual reports, and we ask
that you confirm whether or not that is the case.

Assuming the 2007 payments need to be subtracted from your companies’ 2006
profit numbers, those numbers change very little. In April all Alaska oil producers paid,
in total, supplemental “true up” tax payments of roughly $1 billion. Companies only pay
65% of this amount ($677 million), since 35% of this amount gets deducted from your
Federal tax payments. Roughly 42% of Alaska’s North Slope oil is produced by Conoco,
and 35% by BP. The Department of Revenue will be asked to confirm these numbers,
but our best estimate is that Conoco’s profit would be reduced by $285 million (42% of
- $677 million), and that BP’s profit would be reduced by $237 million (35% of $677
million).

Using these estimates, even assuming the true up payments were not reflected in
your companies’ 2006 profit reports, those profit numbers would be adjusted as follows:
Conoco’s profit margins and profits would be reduced from 36% to 31.4%, and $2.3
billion to $2.05 billion respectively. That would still leave Alaska as Conoco’s second
highest profit margin region in the world. BP’s margins and profits would be reduced
from 36.5% to 32.6%, and $2.2 billion to $1.96 billion respectively. '

We would appreciate it if you would advise us whether your companies’ 2006
annual reports reflected the 2006 true up payments made in 2007, and, if not, how much
your companies paid in 2006 taxes, after the 35% federal tax deduction your receive.

As we proceed with discussions on an appropriate oil tax, the public is entitled to
know the profits your companies are making from holdings on the highly profitable

Prudhoe Bay, Kuparuk and Alpine fields (Conoco has shares in all three).

Thank you.



Sincerely,

Ref Les Gara Sen. Bill Wielechowski
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