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Background

e Testifying on my own behalf
— Not representing a client or being paid
— Bearing my own expenses

e My background
— Corporate executive (1984 —1990)

— Attorney
 Thirty five years total (full time oil)
» Been a partner in regional, national and global law firms

e During my career, have advised major oil companies, mid-
majors, small independents, industrial consumers

— Write often on Alaska oil & gas issues (among others,
column for Alaska Business Monthly)
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1. Competitive Rate:

Simplicity/Predictability

Alignment

Goal: Grow the pie
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Goal: Grow the pie

 Art. VI, Sec. 2

=
(3]

"[t]he legislature shall provide for the ...

development... of all natural resources

=
o

belonging to the State... for the maximum

Millions of barrels per day
o
(4]

- . ”
benefit of its people. ,
Zero Investment $1-$15 bnfyr $2-$3bnfyr

~ 15% decline ~ 6% decline ~ 3% decline

e Not just current, but all generations BSOS SR EE N AR 80

* From my perspective, an important

Sample calculation (before NPV)*:

question is what policy achieves the
7.5 Bbbl x $29 = $217.5 Billion
3.6 Bbbl x $34 = $122.4 Billion

best return overall, not what

produces the largest short term

*Tax levels based on DOR/DNR SRES 2.15.2013 Presentation (p.5-6),
includes royalty and production tax.

revenue stream
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Competitive Rates

Decline rate  15% 6%

Billions of barrels
produced @

=y
wn

 What are competitive rates

— Those necessary to attract

==
(=]

sustained, long term capital

Millions of barrels per day

o
o

- S U ffl C | e n t tO m OVE t h e Zert;..;;vesh11cnt ‘\;31 —-$15 bnfyr $2-$3 bnfyr

~ 15% decline ~ 6% decline ~ 3% decline

decline curve to the right 1990 2000 2010 2020 2030 2040 2050

e DNR Commissioner I

Send o printer  Close window

Sullivan o .
DNR commissioner: Oil investments

“We need $4 billion [a year] must ramp up

BY TIM BRADNER, ALASKA JOURNAL OF COMMERCE

- - V4 The petroleum industry has to ratchetup Alaska investm ents in new exploration and development to at least 34 billion a
‘ ] ] Inl‘ ’ ] U‘ ] ]I an We re not even ear i tr in oil production is 10 be reverse: missioner of Natural Res: ces Dan Sull

Ve need $4 billion minimum, and we're not even close to that livan fold the Resource Development Coundil in
Anchorage Sept 15 RDC is natural resource development advocacy gre The number could be higher, too

lose to that “
C Ose O a no W L] The industry is now spending about $2.5 billion a year in capital inve according to the state Depariment of

Rewenue, but most of that is related to facility upgrades in existing fields and not in new drilling or developments that add
new production

Sullivan said he has read reports that 2012 is a record year for new industry capital investment
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Competitive Rates

* Since 2008, the average for the 100 o Duration Curves {May 2008-Present)
lowest priced days ranged form $38-44/b  «=

In order to attract sustained, long

= In the short-term, the potential floor
price for ANS is in the mid-$30/b range.

Would require substantial global

term capital, Alaska must be

of OPEC mismanagement and booming 20
US production
— This low price is not sustainable for long

Competitive across thefulll as it will begin to cut US production

within 60-80 days.
= In the medium- to long-term, the floor price is near the cost of the marginal

antiCipated, long term price rangel ba\';rﬂiscunslrained.pulenliaifar$5560rb

— If global (and assuming US production does not again surprise fo the upside), the
price floor is higher at $70-75/b

not just a portion

The problem with ACES is that it is

uncompetitive at the higher ends of Average Government Take

ACES v. SB21/HB72 for All Existing Producers (FY2015-FY2019)

the range

As currently constructed, SB 21/HB

72 may simply reverse the problem

100 110 120 130 140
West Coast ANS Price ($2012 Dollars Per Barrel)

Februa ry 18, 2013 Econ One Research




Durability

What is durability
— Investors are able to rely on fiscal terms over full investment cycle
— Substantial, decline rate changing investments contemplate 15 — 25
year payout
SB 21/HB 72

— No durability mechanisms included
* Not established by contract

e No economic stabilization clause

— Somewhat internally unstable

* 20% GRE (ELF experience)
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Durability

Canadian approach: Long-term durability

depends on producer involvement

"[BC Premier Christy] Clark said Wednesday she
will not be able to discuss any of the proposals that

are being considered for the new tax regime until

after negotiations are complete.

"We have to make sure that, first of all, we are getting
maximum benefit for the people of our province, and at the
same time that we aren’t imperiling their business case,”
she said.

"Because if we want to be competitive, we need to do
that through the course of negotiations with (industry),
so that’s what we’re working on right now.”

February 18, 2013

il and gas

Oil and gas producers balk at LNG tax
Association is cool to premier&#8217;s plan to rake in revenues from
gas exporters

BY PETER O'HEIL, VANCOUVER SUN  FEBRUAR

compared to it

to collect a ney

Fund, which




Durability

Durability also depends on overall fiscal policy ...

“In its 10-year fiscal plan, the state Office of
Management and Budget (OMB) projects that
spending the cash reserves might fill this gap until

2023 .... But what happens after 2023?”

"Reasonable assumptions about potential new
revenue sources suggest we do not have enough cash
in reserves to avoid a severe fiscal crunch soon after
2023, and with that fiscal crisis will come an

economic crash. "

SB21/HB 72 assumption of durability appears

to be based on hope, not much more

February 18, 2013

ALASKA 10-YEAR FISCAL PLAN

Emmn CASH RESERVE
NEW OIL

DO DOR OIL REVENUES

E=NON OIL

G F SPENDING: 4.5%

LOOKING BEYOND THE 10-YEAR HORIZON

mmmm CASH RESERVE
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mm—GF SPENDING: 4.5%
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Neutrality

 Whatis neutrality
— Letting market decide what investments are best
— Government bias impairs benefitting from changing technology and market
dynamics
e QOil market is dynamic
— New technology provides new access
— New understanding of old information

— Opportunities that might seem the best today are overtaken by new

technology and understanding

e Providing incentives to some areas burdens others

February 18, 2013




Neutrality

Alaska has significant potential in realizing E:‘L’}‘:::: g::‘t‘}fg‘f::;‘*“ GO Olf BRsouress

improved recovery rates from existing fields o
Technically Recoverable Resouwrces ER“'O“(’””“;::' E'I:‘_fp:llr;:d

— BP: "When production started at the . S

Prudhoe Bay field the recovery rate of

apy af . Central North Slope 2,800 3,40 3,900
the 25 billion barrels of oil in place was " ’

Eeaufort Sea 400 820 23,200

expected to reach 40 percent. Today, Chukchi Sea 2300 15400 40,100
MPRA 401 1,700

using new technologies that estimate

ANWR

has increased to more than 6o percent.” —_—Tcal

Each 1% improvement in Prudhoe

Econ One Research

recovery rate equals an additional 250 SB 21/HB 72

MMbbls — Better than ACES, but still attempts to direct

Consistent with focus elsewhere investments
Favors investment in new fields (bill does

= (I T el i NEISey significantly expand what is considered new)

But burdens investments that are designed to

increase ultimate recovery in old fields
February 18, 2013




Simplicity/Predictability

 Whatis simplicity
— Easy to administer; not subject to significant interpretation/dispute

— Easy to calculate and compare to other investment alternatives

across a range of prices
e SB21/HB72
— Structure much more simple than ACES
— Maeets global expectations for simplicity

— GRE is a simple way to deal with preferred investments (if that is a

valid goal)

February 18, 2013




Alignment

What is alignment

Decline rate

15% 6% 3%
Billions of barrels
produced @ @ e

— Aligned with investors in growing
the pie (moving the decline curve to
the right)

-
L4

-
(=]

Alaska’s approach

Millions of barrels per day

o
3]

— Relies on indirect policy tools

Zero Investment  $1-$15 bn/yr $2 -$3 bnfyr
~ 15% decline ~ 6% decline ~ 3% decline

» Carrot (fiscal tools)/stick
(reqgulatory action)

1990 2000 2010 2020 2030 2040 2050

e Relies on consultants for

e SB21/HB
understanding of industry 21/HB 72

. — Continues the same approach
* Analogous to driving a car from

— Continues to look at the industr
the back seat Y

from the outside and use indirect
— Not “in the game,” seeing shifts in policy tools

market dynamics and identifying
new opportunities
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Alignment

r p e to ro ABOUT PETORO WHAT WE DO PUBLICATIONS CONTACT

Current approach worked in a % AT )
Prudhoe-dominated world — b e T

ensure the highest possible value creation from

the SDFI - value which benefits the whole of
Norway. Read mare ==

— Uncertain it works as well in a _ 15
dynamic environment dependent

on continual investment PETORO | A DRIVING FORCE ON THE

NORWEGIAN CONTINENTAL SHELF

rnment has large holding oil and ¢

There may be other ways, but the best

| have seen in the world is Norway’s
co-investment approach

— Resultsin an intense and “The company's main objective is to
maximize the economic value of the state'’s
oil and gas portfolio on the basis of sound
business principles. ...

collaborative focus on developing
state resources

Developed when Norway realized
“royalty” model was not resulting
in optimum investment

... The company'’s ability to create value is
closely related to its ability to collaborate
with and influence operators and other
partners.”

February 12, 2013 14




Summary of Conclusions

Better than ACES ... but material concerns remain,

more likely to result in short term than long term investments

SB21/HB72 not competitive at full range of anticipated prices

“Mostly competitive” isn't good enough when evaluating long term investments

No mechanism included to ensure durability

State’s financial position creates significant concerns around long term durability
Significantly reduced tilt, but some bias nevertheless remains against important investment opportunities
Substantially improved

Same approach as past policy, but with an uncertain effect in an increasingly dynamic and competitive world
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Recommendations

Adopt SB 21/HB 72 with amendments:

— Make competitive across all anticipated price ranges, not just the higher end (avoid a tax

increase at the lower end)

Provide GRE or similar incentives for investments designed to increase ultimate recovery in

existing fields (enable them to compete on level playing field)

As important, identify fiscal policy concerns in forwarding the bill to Senate and House

Finance Committees
— Changing tax policy without fiscal policy likely will encourage only short term investments
— There are long term fixes: ISER “sustainable budget” model
Hold hearings on co-investment model
— Norway also made the shift from “royalty” to “co-investment” model
— Compare against other ways of developing “forward looking radar” for Alaska

— Evaluate potential contribution toward Commissioner Sullivan’s $4 billion goal
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