





Issue
Base Rate

Base Tax Rate

Progressivity
S/bbl Starting point
Tax/S of Price Index
Average Value over
Applied to

Cap

Gross Value Floor

Investment Credits

Investment Credits

Loss Carry Forward Credits
Transitional Investment

Credits

Den E Dickinson. CPA
NAYX07
Metrix Summery

Summary Comparison between Various House Approaches to Production Tax

Current Law
AS 4355011 (e) & ()

AS 4355011(7) & ()
$40 net
0.25%
month
net

as 43.55,011M

as43.55.023

HB 2001 (ACES) House O&G House Resources
Bill Sections 15& 17
25% I 25%
Bill Sections 17,18
$30 net $50 gross $30,40,50,60 net
0.20% 0.225% .2,.3,.4,.5%
year month month
net gross gross
25% of net 25% of gross none

biiisection 15, 16, 31-36, 8u1-42

Bill Section 26-28, 38-44 & 63

1/2 in each of two

years
25%
3 years of investment 3 years of investment
No instead of 5 ins'ead of 5

pege 1

Proposed House
Finance

25%

$30 net
0.20%
year
net
25% of net

3 years of investment
instead of 5



Summary Comparison between Various House Approaches to Production Tax

Proposed House

Issue Current Law HB 2001 (ACES) House O&G House Resources Finance
Exploration Credits  AS 4355025 Bill Section 3¢ -4
Rates 20; 40% 30:40% 30:40%
G&A Costs bad acts | bad acts | bad acts Il
DNR approval required? Always Always Always
Confidentiality of well data 2 years 2 years
Seismic on non state land included included

Two consecutive Two consecutive

Two consecutive

drilling seasons drilling seasons drilling seasons

Pre-existing well
"DNR TIE" Credits for pre
2003 seismic work? 5% 5% 5%
_ Bill Section 45 (AS
State Purchase of Credits AS 4355023(f) & (9) 4355029)
oil and gas credit fund,
funded from production

oil and gas credit fund,
funded from production

Paid from: taxes taxes
Annual dollar cap per $ 25 million (however $ 25 million (however
taxpayer? S25 million none S25 million ARM unlimited) ARM unlimited)
ARM Board Purchases? n/a n/a n/a yes yes

Den E Diddnson. CPA
N7
Metrix Summary page 2



Summary Comparison between Various House Approaches to Production Tax

Proposed House

Issue Current Law HB 2001 (ACES) House O&G House Resources Finance
Allowable Lease Expenditures  as43ss.ith Bill Sections 52-64
Explicit where other
Use producer audits of Explicit repealed; Explicit repealed; WI10Os with ability to
operators? Explicit Implicit Explicit Implicit audit
add violation of law,
add violation of law, add violation of law, [inc Clean Water Act) Bad acts Il, [inc Clean
Disallow bad acts 11? lease or license lease or license lease or license Water Act]
) AS 4i.05.230 and royalty Bill Sections 2-911-13 49
Information statutes & 6l
information
"necessary to forecast
information information ... revenues under AS
"necessary to forecast information "necessary to forecast 43.55". Penalty up to
.. revenues under AS "necessary to forecast ... revenues under AS $1000 a day if
forward looking information 43.55". Penalty up to ... revenues under AS  43.55". Penalty up to demanded information
required none S1000 a day. 43.55", $1000 a day. not forthcoming.
Disclosure of tax ifaggregated w/2 other ifaggregated w/2 other ifaggregated w/2 other
information producers producers producers
DNR sharing royalty
information w/ DOR limited ability expanded ability expanded ability expanded ability expanded ability
DOR sharing tax
information with DNR limited ability expanded ability expanded ability expanded ability expanded ability
Den E Dickinson. CPA
1A07

Metrix Summary pege 3



Summary Comparison between Various House Approaches to Production Tax

Issue Current Law

Statute of Limitations AS 4305260

State assessment must be

issued within 3yrs
DOR Auditors As 3925100
DOR & DNR auditors

exempt employees? no
Effective Date

Generally n/a
Retroactive to April 12006 n/a
Downstream Costs  As 4355150
Reasonable v actual

Prima facie reasonable

Taps Taiiff

Gas Ceilings thru 2022

Where d

Additional Penalties ... As 4355020

IRS Penalties (i.e.
interest)

Penalty for under estimated
payments

Den EDidkinson CPA
nAx07
IVEtrix Summary

HB 2001 (ACES)

Bill Sections 1,1450 new
AS 4355075

6 yrs
Bill Sections 10, 65, 67

yes

Bill Section 64
Jan 12008

deferred maintenance
issues

As 4355011

a

IRS Penalties (i.e.
interest)

Proposed House

House O&G House Resources Finance
6 yrs 6 yrs 4 yrs
yes yes yes

Jan 12008 Jan 12007 Jan 12008

Loss carryforward, TIE
limitations, most cost
redefinitions

to 2003: not-for-profits
selling credits

deferred maintenance
issues

Downstream Tanker
and Pipelines = FMV
"or other reasv..
method"
FMV (TSM not
adjudicated just and
reasonable)

Cl + gas used in the
state

Cl + gas used in the

non North Slope state

5% in addition to IRS 1

Penalties (i.e. interest)
if payment less than
90%

5% in addition to IRS
Penalties (i.e. interest)

IRS Penalties (i.e.
interest)

pege 4



Issue
Intent Language

overall intent of legislation
long standing interpretation

of SOL

Half the money from certain
retroactive applications to
PERS and public education
fund

tax savings from gas
ceilings outside CI passed
on to ultimate consumers

Admin

Monthly Estimated
payments

Den E Diddinson, CPA
NA/07
Metrix Summary

Summary Comparison between Various House Approaches to Production Tax

Proposed House

Ceilings applied
monthly

Current Law HB 2001 (ACES) House O&G House Resources Finance
n/a no no included no
n/a included included included included
n/a no no included no
n/a no no included no
AS 4355020(a)

Ceilings applied
monthP



FISCAL NOTE

STATE OF ALASKA Fiscal Note Nurvber:

AXB LEGISLATIVE SESSION Bl Version CSHB2001(RES)
() Pbdish Dele

|dentifier (file name): CSHB.00)(RES)-00R TAX-1 10-0 D%Jt. Affected: Revenue 04

Title An Act relating to the production tax on ol and gas.  "ROU Taxation and Treasury
Component  Tax Division

Sponsor Governor
quuester House Finance Component Number 2476

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

Appropriation ,
Information

red
OPERATING EXPENDITURE' FYqZCID FY 200 FY 2010 FY 201 FY 2012 FY 2013 FY 204
12157 12157 12157 12157 1257 12157

Personal Services

Travel
Contractual 10184 10184 10184 5118 52 52

Supplies
Equipment

Land &Structures
Grants &Claims
Miscellaneous

TOTAL OPERATING 22341 | 22341
CAPITAL EXPENDITURES I I | | |
ICHANGE IN REVENUES ( 6540000 4940000 ( 4970000 63900001 7030000 4920000

FUND SOURCE (Thousands of Dollars)
100 Federal Receipts |
1008 GF Match
104 GF 2241 22341 172715 12209 12209 6459
1006 GF/Program Recelpts
(Z)L(t1h37 (|3Ft/ Mental He%It "
er Interagency (Recei
i e 2241 021 1775 1209 1200 659

2241 17215 1209 1209

Estimate of any current year (FY2008) cost: 34002

POSITIONS
Full-time 1 1 1 1 1 1 1
Part-time

Temporary

ANALYSIS:  (Atechasereretepecpitrooessa
This bill makes economic and several adminstrative changes to the state's current petroleum profits tax. The bill retains the current| lax

system's structure, which taxes the net value of Petroleum resources The bill makes the following changes to the current system. ft
Ifstitutes a rate of25% on netmcome It ca cuaest epmsog)essw%urcha rge as { ed|fference etvveen tho per barrel net revenue and
$0at 02%, 0.3% between H0and SK), 0.4% between S over 00 Ite|m|nateste |o by which past

investments are recognized in the transmon investment expenditure credits (AS 4355 )% rom Ap April 1 Pipeline
tariffs are hased on réasonable rates. EIC credits are increased from 20% to 30% The effeCtive date of tho billis January 12007

Prepared by Johanna Bales. Roger Marks, Cherie Nienhuis Phone 269-6628
Dvision Tex Dvsion Cete/Tire 11/2407 1 COPM
Approved by - Jerry Bumett Dete 1LA/Z007
Department of Revene
Pago 1of 1

(lJNOKICO



FISCAL NOTE

STATE OF ALASKA DILL NO. CSHB2001(RES)

200S LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Administrative changes to the current tax system inclyde the follovwng; excludes from qualified lease expenditures those
expenses related to unscheduled production interruptions; excludes dismantlement, removal &restoration (DR&R) costs
from allowable expenditures; requires taxd)ayers to [[Jrowde cost PrOJectwns to allow the state to better forecast state
revenues and pursue chanqes In reported c0sts; authorizes public reporting of some cost data; authorizes a short-term

audit program; and designates an exempt class of all and gas auditors,

Certain lease expenditure allowance provisions are retroactive to April 1, 2006; the other provisions of the tax proposal
become effective January 1 2007

Personal Services; The department will reclassify the existing Svacant auditor positions, and create 4 to 5senior level
auditor nEOSl'tlonS with extensive industry oil and gas augiting experience, These positions VAl be classified as the
Department's most senior level auditor positions and will have salaries that are consistent with market comparables and
will be beyond éhe current salarr[y levels allowed under the existing Oil and Gas Revenue Auditor @GRAZ, ay classification
system. “Inaqdtion, the department expects that it will need one"additiona P&%(ErammerAnal st ROSl ion to maintain
and manage the new oil and gas production tax database system at a cost of $T15 700 annually. The existing oll and gas
specialist, 0ll and gas revenug auditors and, their immediaté supervisor will be offered the opportunity to opt ifto an
exempt status witl individual salaries established commensurate with experience and skilllevel, andf consistent with

market comparables.

The need for exempt status is based L(ijon the difficulties the department has recruiting experienced auditors to administer
Il ®fax, The current pa){ range foran Oil and Gas Revenue Auditor is on the low ranqe of the pay range for roughlhl
similarjobs. The department estimates the new exempt T%osmns. and the p%?nnal sdlary increases associated with the
change of existing staff to exempt status, will cost the state approximately $1,200,000 annually.

Contractual: Contractual expenditures include $1,013200 annually to contract for audit assistance. This estimate is
hased on 3auditors, working 40 hours per week each, Tor 4years s artmg In January 2008 at an average rate of $100 per
hour, plus estimated transPortatlon and Iodgmg costs, and additional costs for training auditors  The néed for such
assistance is hased upon the department's Substantial difficulty in recrumn% eno,ugh audtors to administer Ihe oil and gas
produyction tax  The department only anticipates the need for Contract audit assistance for 4P/ears while the department
recruits and trans auditors for positions that are currently vacant. The contract auditors would work in conjunction with
department ayditors during this time to maximize department resources and help train department auditors The
department will also need an additional $5,200 each year in contractual costs associated with the new Analyst

Programmer V/ position,

Current FY2008 costs: The department expects it will incur costs be%m JanuarYzI)Blo immegliately implement the
new Producnon tax structure  Those costs include- Contractual -$2520800 capital funging to fund the Scoping and
development of an afl and gas production tax database s%stem (including associated harcware) and $606600t0 contract
for audit assistance gas described above), The new database system will permit accurate and efficient management of
Information suomitted by taxpayers to faCilitate augiting and forécasting of revenues, and timely and accurate reports for
internal and public uses™ The proposed system will accommodate the igration of E| F-based data ang coninue to collect
supplemental data from producers on volumes, wells and ﬂroducuon The system will include income-based data,
including tracking credits, required under PPT and upon which the ACES tax structure is based, The system will also
mtegrate Into the division’s accounting s¥stems Personal Services -$218000 from the period January 1, 2008 through
Juné 30 2008due to creating an exempt class of ol and gas revenue auditors and increasing ng to more closely reflect
what the market in Alaska pays for roughly similar positions In addition, we will recruit for thé Analyst Programmer V and
bring that person on board o gamqpate In the database scoping meetings We estimate FY 2008osts for this position
to be approximately $57,800 Suppliers -$6,000 for a computer and Software for the new analyst progammer V position

See page 3for projected revenue estimates

Page 20f 3



STATE OF ALASKA
A8 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

FISCALINOTE

BILL NO. CSHR2OUI(RES)

Estimated Production Tax Revenues, PPT and ACES, at Various Prices

"For the months of January 2007 throug}h May
million over the payments Teceived for that perio

(in $millions nominal)

Fall 2007 DOR Official Forecast Prices

Fiscal Year

2008
2009
2010
2011
2012
2013
2014

ANS WC S

ANS WC S
n perbarrel (m Status Quo -

per barrel (|

REAL dollarss
71.65
64.55
60.05
59.70
59.55
58.90
58.25

71.65
66 30
63.40
64.75
66.35
67.45
68.55

PPT

1.947
1.430
1.217
1,250
1,174
1,151
1.217

DOR Forecast nominal prices rounded tothe nearest 906

S60per barrelin REAL dollars

Fiscal Year

2008
2009
2010
2011
2012
2013
2014

ANS WC S

per barrel (m

REAL doIIarss
60.00
60.00
60.00
60.00
60.00
60.00
60.00

S80per barrelin REAL dollars

Fiscal Year

2008
2009
2010
2011
2012
2013
2014

ANS WC S
per barrel (N
REAL

8000
8000
80.00
80 00
80.00
80.00
80 00

ANS WC S
per barre| (m Status Quo -
PPT
ars)
60.00 1,073
61.65 1,197
6335 1,247
65.09 1,272
66.88 1,204
68.72 1,225
70.61 1.334
ANS WC $
per barre| (m Status Quo -
PPT
ars)
80.00 2,693
82.20 2,640
84.46 2,751
86 78 2.782
89.17 2,698
91.62 2.783
94.14 2,950

ACES

2,368
1,985
1,767
1,766
1,701
1,685
1,558

ACES

1,452
1.698
1,802
1,795
1,737
1,772
1,696

ACES

3,137
3,294
3.431
3431
3,360
3,451
3407

CSHB2001
(Res)

2,984
2,084
1,711
1,748
1,863
1,855
1,709

CSHB2001
(Res)

1,691
1,740
1,747
1,779
1,906
1,963
1,881

CSHB2001
(Res)

4,157
3,957
4,059
4,148
4,321
4,521
4,538

Z&D] the proposal would have generated approximately $244

Increase or
(Decrease)
from PPT

1,037
654
494
497
689
703
492

Increase or
(Decrease)
from PPT

618
543
500
507
702
738

Increase or
(Decrease)
from PPI

1,465
1,317
1,308
1,366
1,623
1,738
1,588

Page 3013

Increase or
(Decrease)
from ACES

616
9
*56
-18
162
170
150

Increase or
(Decrease)
from ACES

240
42

-55
-16
169
191
185

Increase or
(Decrease)
from ACES

1,020
663
628
717
961

1,069

1,131



Estimated Average Effective Tax Rate on Gross Taxable Value

at Various West Coast ANS Price Levels
(FY 2008-2014)

Senate Judiciary: SB2001 using 0.4% progressivity rate, 60% overall cap, TIE credit 2Q06-2007 for new producer*, does not Include TAPS adjustment.
Houso Rosourcos: Includos 50% cap on ovorall tax rate.



Estimated Average Effective Tax Rate, Government Shares and

Revenue Impacts at Various West Coast ANS Price Levels

(FY 2008-2014)

Agrage ANS West Goegt RiceinRed 2080dlars: $4000  $65000 $8000  $10000  $12000

Hfective Tax Rete on Gross Taxable Value (Rercant)

PPT 51%
HB 2001 9%
House Oil &Gas CS 56%
Houso Resources CS 7.2%
Senate Judiciary CS 8.1%
Tatd Govermrent Share of Nt Geeh (Peroart/
>PT 605
HB 201 645%
Houso Oil & Gas CS 609%
Houso RosourcosCS 61%%
Sonato Judiciary CS 630%
Marginal Goverment Share of Net Gaeh (Peroan)
PPT 53%
HB 201 597
Houso Oil &Gas CS 835
Houso Rosouicos CS 615%
Sonato Judiciary CS 6150
Annual Average Tax Diffeience Above/(Below) FPT (Norinal V)
HB 201 #23
Houso Oil & Gas CS w
Houso RosourcosCS 40|
Sonato Judiciary CS Y3}

Note: Volumes per DOR’s Fiscal Note to HB 2001 (as of November 7, 2007).

109
151%
130%
154%
165%

606%
6394
620%
63
643

63 7%
654%
683
712%
1%

87
8
$656
$783

17.0%:
20.3%;
20.3%
25400|
2530

627%;
4%
64M;
68.2% |
63.1%

70.7%;
70.7%;
74.1%;
8660 |
40.3%;

%65 ;
%638 ;
$1 68 ;
158 |

22.T%
252
26.7%
368
3%

653%
66
67.7%
7400
7200

5%
T£1%
7994
A
864%

$68
%
$350
£266

281%
29
3294
42°M
383

678
688k
1034
76.™%
741%

810%
79.3%
848k
778k
113

28
$1313
$36
$3015

$14000 S0

BW 372
UL BM%
B 430
R ML
06 404
08 722
0% 2%
733 5.
6% 763
4.2% 74.2%
&%2%  78%
8% 4%
0% &L
751% 751%
4.2% T4.2%
o7
60 P
REL LB
Q7 S

Sonato Judiciary: SB2001 using 0.4% progressivity rato. 60% ovtrall cap, TIE credit 2Q06-2007 lor now producers, does not Include TAPS adjustment.

House Resources: Includes 60% cap on overall tan rate..



Estimated Average Effective Tax Rate on Gross Taxable Value

at Various Wesi Coast ANS PricelLevels
(FY 2008-2014)

Houso Resources CS
Houso Oil & Gas CS
Senate Judiciary CS
HB 2001

llotfie Finance I’rop
PPT

$100 $160

(ANS Prico in $2008)

econ

Noto: Volumes per DOR’s Fiscal Note to HB 2001 (as of November 7, 2007).

Sonet* Judiciary; 502001 using 0 4% progretnvlly rale. 80% overalfesp. TIE credit 2Q0G-200T (or niw~roduccrs/doc* not- mcludo TAPS adjustment.
House Resources' includes S0% cap on overall tj* rate _ .

Novombor 9,2007; House Finance Proposed HO2001 using J-year TIECredit end floor per current PPT



Estimated Average Effective Tax Rate, Government Shares and
Revenue Impacts at Various West Coast ANS Price Levels
(FY 2008-2014)

AgapASWs Qe RieinRd 2B0dlas. $00 M 80 $00 SN0 400 $680d

Hfoctivo Tax Rtoon Qoss Taxetde Vel (Rarcart)
PPT 5.1% 10 0% 17.0% 22.7% 28.1% 33.2% 37.2%
HB 2001 9.9% 15.1% 20.3% 25.2% 29.7% 34.1% 38.2%
House Qil & Gas CS 5.6% 13.0% 20.3% 26.7% 32.5% 38.1% 43.0%
Houso Resources CS 2 B B4 B8 2Mm 436k H41%
Sonato J.udiCIar 8.1% 16.5% 25.3% 33.5% 38.3% 39.6% 40.4%
Houso Financo ﬁroposed 68 13% 10 2AM N B I
Tad Govermrent Sere of Nt G) (Raroant)
PPT 60.5% 60.6% 62.7',; 65.3% 67.8% 70.4% 72.2%
HB 2001 64.5% 63.5% 64.9% 66.8% 68.8% 70.97. 72.9%
Houso Qil & GasCS 60.9% 62 0% 64.9% 67.7% 70.57. 73.3% 75.7%
House Rosourcos CS 61% 635 62 A0 BM B 63
Sonato J.udiciar CS 63.0% 64.5% 58.1% 72.0% 74.1% 74.27. 74.2%
Houso Financo isroposed 61% o3 66k Al 2M
Margre Govement Sere of Nt Geh (Raraart)
PPT 58.9% 63.7% 70.7% 75.9'7. 81.07. 86.27. 78.9%
HB 2001 59.7% 65.4% 70.7% 75.1% 79.3% 83,57. 84.9%
Houso Oil & GasCS 83.5% 68.57. 74.1% 79.5% 84.87. 90.2% 85.17.
Houso Resources CS 61.5% 71.1% 86.67. 94.9% 77.87. 75.1% 75.1%
Senato Judiciary CS 61.5% 71.9% 80.37, 86.4% 77.57. 74.2% 74.2%
Houro Financo Proposed 60.7% 60 57. 70 9V. 75 1% 793 113.5% 84.9%
Amnual Arerage Tax Difference Abovv(Blon) FPT (Norindl SV)
HB 2001 $423 $587 $635 \] $608 $493 $287 $423
Houso oil & GasCS $42 $288 $638 | $965 $1,313 $1,680 $2,301
House Rosourcos CS o0l 468 J R ®

$1 583 l $2 626 $3,015 $2,197 $1,304

% 80 il

$265

v
~
0
w

Sonato r],udlcmlr

House Tinnntu roposed

Note: Volumes per DOR’s Fiscal Note to HB 2001 (as of November 7, 2007).

Senate Judiciary SB2001 using 0.4%progressivity rate. S0%overall cap. TIE credit 2006-2007 for now producers, does not Includo TAPS adjuafmonl

, House Resources:  Includos SP/6cap on ovoroii u> rato.
November 9,2007 " Houso Financo Proposed: HE200! u%ungJyearﬂEOrodll and floor por current PPT %
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CSFCRHOUEE BILL NO 200(AIN)
INTHE LEGISLATURE CF THE STATE GF ALASKA

TBNTY-HFTH LEGSLATURE - EOONDSFROAL ESON

BY TIIE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): HOUSE RULES COMMITTEE BY REQUEST OF TIIE GOVERNOR

ABILL
FCRANACT ENTITI FO
1| "An Act relating totre procLotion tax anal and ges andl toconsenvation SUdh s an
71 al; proading a limit an tre avourt of tax thet nay (e levied an tre produdtion of
3| certan gps et is procloed cutsick of the Gook Inlet ssdinentary besin prodding a
4| perdty for tre uckrpaynent of an irstainent paynent of i proclction t&x andl
and ges; relating to the shering loetveen approes of certain informration relating to tre
pracLition tax and toail andl ges or ges anly leeses; exqpanding tre periad inwhich e
Deartnent of Revernie may assss tre anount of al ad ges proclotion tax ad
corsenation surdargss, aneding tre State Rasard Adt o dace in the eenpt
91 service certain state all ad gps aLditors and treir imeciate stperisars, provding for
10| retroective gpication of certain statutory provsiars o the prooldtion tax anal ad
| ges meking conformirg averchents; and providing for aneffective cete.”
12 BEITBENACTED BYTIIE LEGISLATURE CFTIIE STATE OF ALASKA

0 N o Vi

1 ( SUM 200L(1'IN) |

New TtfXt Undr-r} Sti'J IORbKTIW TEXT UKACKETEDJ
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fored
LEGSATIVE INTENT. It is te inat of tre legdature tret AS43507(00)
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tre dvisa (e director [AND) is the cartifyirg officer of tre divisian with tre
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gyquided btedvsan

@ narece irgedt, ad aotrd StEe land ad inpoanets an it
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cheartnants ar agpoes SLocesding: o trar respective furdtiars thrauch foredceure
arcHat; oths et the dirsctor possessss treponas ad with tregqaod of tre
comssos; Jdl pafam the dlties ressary o et the SAES nd s ad
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aface tredass atredLA ardher gty ng s

§ [FEEAD o
O] naintain tre [SUCH reoacs [A tre commssaer aarachs
recessary, echinster catis, adeball thirgs inackrnidl o treatrarty inposed tre
fdloamy recach ad files el ke kgt corficrntid Yoo recpest of te pasmn
ygdyirg treinfomatian
(A te rene of tre persn romirding a gaying for tre
sAle leese aratherdgoos of lard by conpetitive lackirg
® befoe te aroued tine of gening the rents of tre
hcthsadtreamurnisoftrelics
O dl gy, ceopyad, ardlerresnirg cia sLdied
wether ar ot coared with tre edradtion ar ceegnart of retud

IEITES
O eqqt & poickd in ASBHEIR ot dia ad
firerdd infom ation Sonitisd in oot of gadicatians, bord lessss ad
Smlar teng,
() gyicatiors for ngnis-ovay oressnants
0SS for infomation ar gdlicatians by pudic agpoes
forlard thet MHCH islbangcorsicred for uee farapUdic punos:

O [(0] et for tre fess licass t2es o dter norgy
recaed in the adnistration of tHis dgpter induding tre e o lessirg of lad
ichrtify thair source, ad pranpetly trareit temitotre poe fiscd lgoartnant ater
aeditirg ttem o te prgoe fud recets framlard gdication filing fees ard
draees far agaies of g ardlicoarck el ke cyoosited inmediatdly intregered
furdof tredate by tredred,;

(10 [(IN] sdect ad evdoy ar ddtain & reesrede cnpEstian
cacketrd, gyasd, ar aotfer prafessiadl persad the cirector coreicers necsssaty
for tre prooer qerationof Ire disian

) [(2)] e thecertifying agprt of tre Sate lo et aoogt ad

chiise juctyvert, qpevetion of law o ctter nears ary lad of wretever retLe @
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Inaest, aaldde  tre $ate ad ke tre ctifying agprt of the Saie 1o e,
a0, ar ssoure by wetever adtian is recsssaty intrerene of trestate ary lad ar
fitle or interest tolad avallade, ganted ar Ugedt o ey trarsaed o te See
forary pLe | o
1% a reoLest, fumish reoardk, files, and other informrti

rdlated 1o (e edministration of AS38(6.180 to the Deartnent of RevenLe for

LB In forecasting State reverLe unokr or aoiministering AS 4355 whether or rt

those recordks, files, andl atter informration are required 1o ke ket confickntid

unckr (@ of this suossctian in the case of recordk, files, or atrer infomation

required 1o e ket aorfickntid uncer (§) of this subssdtion the Deartrent of

Raene sl manain tre confickrtidity tret te Deoartnent of Neturdl

Resouross is recLired toedard o records, files, and ather informvation uoer @

of this sssdion

[(3) RFEAED
(4) RPEAHD
*Sc 3 AS BRBAM) isanertkd oreed
o) Tre Dyartnant of ReverLe nay ddtain framtre cgartnart infamation

elating to royalty adl ret proifits paynants and toeqdaration incertive aredits Lol

ths dgter ar urchr AS4L0Q wretter o et thet infamvation is corfickntidl, Tre

Cyatnat of Rvenie nay uee tre infamation in camying at its furdtios ad

regaorslalities urckr AS43 ad sl hdld thet ifamationarficentid o treedart

eured by an gyemat wih tre cartnet o by ASBRNHAS

(ASBMOHE9)], ASA.RAN(d), arASHBEBE2
*Sc 4 AS B isanerckd toreed

() Bt a5 atreie roviced inthis ssdtionar incamedionwith offiadl
Inesticatians ar roossciigs of tre cyartnant, it is urianful foraamert ar fanar
dficer, enpoes a apt of te dae o dwdge ifamation ddaired by te

choartnant as a reUit of anaucit Lok this section et is recpired by anayeanart
wih te dgatet o by ASBEIEND (EBEEEO] o
AS41.09010(0) tole ket corfickrtial,

*Sr 5 AS BOK) isanerckd toreed
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© Nohirginths sedion prants tre pudication of Satistics inaname
tet nartars tre coficertidity of infomation © tre edat recied by an
agenat with the cartnart o by AS BAHENG) [AS BOLEHAO)] a
AS4.00000).
*S$e 6 ASBHBI230sanatkdored
O As @t of tre limber e reptiatiars autharizsd by this sdtian tre
CONYISSICNeY Ny 1e0LIre & rogective urd esar repptiting a tinto-r sdle aontract
tosuomt fireod adtedicd cHia thet cnarstrates thet tre recuren@nis of this
sdin rave ben ar will e et Upm te progoedtive purdresars e est te
commissiarer Sl kegp ot provckd by te purdresa aonficentid in acoachee
With e recpireeris of AS 30hCBE)S) [AS BEEREI)
*Se 7 AS B(I3C) isaneokd oreed
© Trecovmssaer may nake awitten recLest 1 a rogoective licrsee
for actitiordl infamvation an tre progective licensees jrgooed. The conmissiaer
Jdl lep aofichtid irfomation  cesoied In ASBMEE)S)
[AS 3BCRCER)9) tret is vduntarily provckd if tre progective licersee hes nack |
awntten reo et tret tre irfomation renain corfickrtial, I
*Se 8 AS B(614])) isanarckd toreed
() Trecomssioey
() nay podce for nodification of royaty an indvidldl leesss
leeses urtizedl & cksileed in () of ths sectian leeses Ugect to an ayeanart
cbsied in(9) ar (f) of this Ledtian ar interests uritizsd urclr AS3. (6
(A odlovforpoldionfrarenal arges fiddarpd
() teal a gs fidd o pod hes ben sUfficertly
cHirested o tresatidfedion of trecommssaey,
(i) tefiddarpod hes it previaldly pracLosdal @
gsfarse ad
(i) al ar ges praclotion framitte field ar pod wauld
rat athevise e eoonomically feesilde:
() topdaytreaomiclifeofanal arges fidd arpod
& [ kand o b equnelant acets iroese ar & the e of al ar ges
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decreases, and the increase or decrease is sufficient to make future production

no longer economically feasible; or

(C) to reestablish production of shut-in oil or gas that would
not otherwise be economically feasible;

(2) may not grant a royalty modification unless the lessee or lessees
requesting the change make a clear and convincing showing that a modification of
royalty meets the requirements of this subsection and is in tne best interests of the
state;

(3) shall provide for an increase or decrease or other modification of
the state's royally share by a sliding scale royalty or other mechanism that shall be
based on a change in the price of oil or gas and may also be based on other relevant
factors such as a change in production rate, projected ultimate recovery, development
costs, and operating costs;

(4) may not grant a royalty reduction for a field or pool

(A)
for the field or pool would establish a royalty rate of less than five percent in
amount or value of the production removed or sold from a lease or leases
covering the field or pool;

(13) under (1)(B) or (1)(C) of this subsection if the royalty
modification for the field or pool would establish a royalty rate of less than
three percent in amount or value of the production removed or sold from a
lease or leases covering the field or pool;

(5) may not grant a royalty reduction under this subsection without

including an explicit condition that the royalty reduction is not assignable without the

prior written approval, which may not be unreasonably withheld, by the

commissioner; the commissioner shall, in the preliminary and final findings and

determinations, set out the conditions under which the royalty reduction may be
assigned;

(6) shall require the lessee or lessees to submit, with the application

for the royalty reduction, financial and technical data that demonstrate that the

requirements of this subsection are met the commissioner

C'SMB 2004(KIN) &
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(A nay reopire dsdosure of anly Ihe firerod ad tedmica

cHia rdated o chelgnert, proclotian ad trargatation of al adgs ar
ops anly framitie fidd arpod tret are reesaretdly aallatde to tre gdicart;

ad
B ddl kegptechia cafickrtid ok AS BGEEHAQ
[AS 3Ba0HE)9)] & tre reo et of thelessee ar lessees nakdrg gdiction
for tre ropty redlotian tre coficentid i nay ke dsdossd by te
coTmsSoe 1o leydatars ad o tre legdlative aLcitar ad as diredted by
tredrar arvicearar of tre Legdative BLotet ard Aucit Gonittee to tre
dlrector of te dvision of legdative firene te pemaret enpoyess o
thar resocive dvisas W ae resoosive for ewduating a rogty
recotin ad 1o s @ aotrdtors of te legdative adtor a tre
legidative firence dirsdtor Wo are ecposd uroer aotract 1o evelLeke the
royatty recLotian if theySgn anggargaiate aonficrtiality ayenat
(1) nay
A recpire the lessee ar lessees making gdlication for t
lqdly recLotion urchr (O)(A) ofths&km:llmlowfcrtreser\m-:s ofan
cortractr, Hedted by te lessee o lessss frama ligt of
quﬁmIamJlartscxrmledQ/treomrnsscrEr DedLae hooatm
chdqret, podoion traguoaion ad ecoonics ad o &St tre
coTMSSOE inedLating tre gdication ad firardid ad tedmicdl i
If, uth ths sgmregad e comssioer reouirs ynant for te
Ies of an inchoerohrt aontradty; tre toidl ooet of tre sarvices tolee
for by the lessee arlessses nay it exoseds 130000 fareech gdlication ad
tre commissioy ddl citemare tre evart o of te wak o ke
perfomed by te contrector; selection of an ircharchrt aortrector urchr this
ayghisrt et bAS H3I)
B with te muiel corsant of the lessse ar lessses nakie
gdication for the roity recLotian urcr (D(B) ar (O of ths sLisadian
et eyt for the senices of anlin'qoonctn aorntredtor; dedted frama
list of qalified corsLitarts toevdLee hydrocatm cdomart, pad i
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trargoortatian adeconomics by trecommissioer oasist tre commissiae
in ewdlLating tre gydicaion ad firerdd ard tedmicd ot i, udy s
Ayt te commsiaer recLires et for tre sackss of an
el aortredtay; tre tot acet of the servioes tret vy e jad for by
the lessee ar lessaes may ot eceed 50000 for eech gdiction ad tre
commissiaer 99l ciiemire tre rdevart soge of trevark tohe parfamead
y te artredy; sedtion of an incgeoht aotrectr urchr s
aegghisrt gt bASHBI)

9 il make ardl pubdish a prd ey fircirgs ardl chemretic

mtre oty i gdicion ghve ressaretde pUdic rdtice of tre peinrary
fird Igs ad ctmretian ad invte pLdic comart an tre prinirary firdings
adcamiratincLrirgaDohy peniad for et of pudicoamat,

© 4l dier o g befare te Legdaive Bogt ad At
CQrvmittee nachy tret is it eadier tren 10 chys ad et later tren 20 chys efter
Mg ldic notice urchr (9 of this Uksadtian topaouick treconmitiee arevienvor
the commissiae’'s preimrary firdings ad cetemretion an tre royalty recl.otion
giction ad achindrative proess; if e Leydaive Bobgt ad Adt
Comittee aoodts the comissioe's offe; e comitte Sl gve otice of te
comittess neting todll nenfoas of telegdature

(10) el nale aqaies of tre primirary firdings ad ciiemreion

(A trepresdryofficer ofeechioLeeof tre legdaure
B tre durs of tre lgdaures sadry covmittess

eSS ad
O treduirsof trelegdaLres yedd comities anal ad
ops ifary,

(1) g, wirinDcays dfter tredose of tre pLdiccomarnt evicd
urohr 8 of this sussdtian

A peEe aumay of te phdic o © te
comMsSOe’'s primrary firdings and cetemaretian

® nde a fird fidrgs ad cHemrdian te

adlldded
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comisiae’s fird firdngs ad ciemrdion peeed uthr th
W@dmaMWMmlsﬁrd ad it geeadde ol

O tramtacqy oftrefird firdngs ad clamration
te lesse
O wthtregydicats crsat anerd tegydicat's leeeo
untiztion ayen@t corsstat with recommissianer’s fird ceasian adl
® nde opes of tre fird firdrgs ad ctam—retia
awailade toeach parsn who sUaitted comart unckr (§) of this Usedtiar
ariwores filed areo et for treaqes
(2) isrt linited by the provsias of AS BGIAQS) ar (O of ths
i intreconssae's ceEmraticn U thisLsstian
* 3 9 AS BBZAQ) isanerosd toreed
(©) msctin () of this ssction nay it ke corstrued olimit tre diredtarin
tieeerdse ofautharty grarted by AS BN [AS BBAHE)(2)]
*3 10 AS 925101s anerokd by acinga revaraggdhto reed
(4 al adgsadtos pafanmg
(A poddiontax adts ad thar inmediate Eisas in
tre Cyatnatof RverLe
(3 ropty adts, induoirg ret it dere audits, ad thar
Imeciate eSS, intre Dyt of NiLrdl Resourees
*Se 1L AS4.09Q0() isanerod toreed
O Crtacnved frandillingastratigradic st vell areqdaratory vl tet
IS proced e comissiarer urcer (0fJ) ofths secionstell ke ket aonficerid
for 24 narts after reoapt by the covmissiane urless te onrer of tre vl gnes
Witien permssan o te Sae 0 rdese tre vell diia d tin earlier dite ad
roitstarcing AS 31.0o035(C), confickrtiality nvay et ke ederced beyard 24
nuritts Tiie poasas of ASBBOBHEO [ASBBRIHEONO] quy ©
cther chta provickd 1o tre commissianer urohr (O3 of this sedtion ecet trt tre
COMMISSAeY, Urolr gqagiate aorficertidlity rodsas adwithoLt preferae ar
dsrimiretion nay dsplay todl interested third parties [t nay ot dtritue ar
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trarefer in herd ooy o dedtranic fam) those cita with respect ol lard if the
covmsiaer ceemines tret te limited disdosure is ressssary o futter tre
Inerest of tresate inevdlLAtingar ceeqarg its lad
*Se 12 ASA3(230)) isanerced toreed
g) Tre covmisoer el yom reges, fumnsh o tre Dyarnart of
Niturd Resoures ooaies of tax retuns rgots and other coounants filed urcr
ASABD a ASAGE ad tre Dyatnet of Raenes clamidias ad
varkoas uchr thoe dgpters Tre Dyartnant of Ntud Resourcss 9l
nartan tre confickrntiality et e Cyartnart of Raene is reid toedad o
tre |ty rgots doounants camiratias, ad warkogers funided o tre
of Natral Resouroes urolr this Usssdian
*Se 13 A3 isamerchd oreed
@ Byt & prodcad in () of ths sstiat [AND] ASA32020000), ad
ASA3H0A treanunt of atax imposed by this title must e assessdwithinthree
years after tre rumves filed Wretrer ot a riumwas filed onarfter tre cite
resrited by law I the tax is ot assessed efre the eqaration of tre godlicade
[MIREE-YEAR] peniadl fraossairgs nay et e irstitited inaourt for tre adllection
oftretax
*Sc 14 AS43500(E) is repedied and ieected toreed)
© Trereis levied inte procleer of al ar ges atax fordl al ad gs
ocLosd ech calenchr year frameath lesse ar prgoarty intre stae, lessaryal ad
g5 e onraip ar gt o which is eenpt Iram tadtion o corsifuEs a
larchrer's roatty interest Bt & atrerwise proviosd urcr (() () ad () of
ths sedion tetax iseq d o te pad i tax \elle of tre tadde al at s &
calculated urolr AS 4356160 mutidied by tretex rate citermned urdly () of this
sdicn
*Se 15 AS4350011(g) is reded and reredadl oreed
Tret rate gydied otrepad.cin tax \alLe of al ad ggs uroy (€ of
ths sstion is S parcart [dus Q20 arcart tines tre fanice inckx for tre cllachr year
cetemired Uty (1) of ths sedion Honeer, tre tax rate calauatsdl urdhr s
Usstionnay rt e nore ten Dacat
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*Se 16 AS435%A1(H isamerckdtored
g) For puroosss of () of this section the pnce inoex fora calendhr year
[MONTH is claulatsdl by sdtradtirg 30 [4]] framtre rundoer tretis o el o[ THE
QUOTIENT (H tre toid [MONTHLY] procLdiion t2x \elLe of te tadde al ad
ops fracLoed by tre procl o framall lesses o prggerties intre State tiunru tret
clenolr vaar [CURING THAT MONTH, & cdadlated udlr AS43%016)
aviced by tretoid amaurt of thet [ THE TAXABLE] all adgps [PRODUCED BY
THe FRCDUCER DLRING THAT MONTH, inBTU eoLndlart arrds Hovnewer,
amice incx calaulated unoer this subsscion nay it ke less tnza
*S 7. ASABHA () isanerokd ipreed
() Foracaerchryeer kefore 202, tre [ TOTA] texlevied by ) [AND @)
of this ssdtion for [ON| g5 procloed frama lesse o prgaaty intre Gk Inet
sdnentary e nay it ecsd
() foralee a poaty te it comeacd comacd
[rocLtion of gps lefare Amil |, 205 tre pracl.ot dotaired by mutipyirg (A) tre
anaLit of e gps ool od cLning the calenchr year framitre lesse o prgaaty;
tines (B te averae rdke of tax thet wes inmpossd Ll ths drgater for [ON
tadde gps procLoed framitie leese ar prgoarty for e 2narth periad edg an
Mirch3, 2005 tings (Q trecuoiat datared by dviding tre i gross \alle d
thepart of procLotion of the taxdde gps pracdoed framtre lesse arprgarty dunrg
tre (2nmurthpecdedrganMirch 3, 2006 by tretotd anaurt of tret ges
2 foralee a poaly tet ik comes comecd
[roclotion of gps dfter Mircn 3, 2005 tre oot dotairedl by multipying (A) te
anLit of e gps fraclosdl dLnng tre clerchr year framtte leese ar oty
tings (13 te average rdke of tax tret was inposed urchr this dger fur [ON
taxade gps ool osdl framl lesses ar praperties inthe Gook Iet ssoinertary kean
fortre 2nanth peicd edig an Mith 3, 2005 tines (O treaerage prwalling
\alLe for ges civered in tre Gk It area for e 2nanth peniad edirg
Mirch 3|, 205 a5 cetamired by tre cartnant urohr AS 350 ()
*Se K AS4356Q1(K) isanarokd it reed]
K Foracdechr year befae 202 te [TOTAL | i levied by (© [AND
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(0] of ths sadtion for [N all procosdl frama lesse ar propery intre Gook It
sdmertary kesin nay ntecsd

() foralee o poaty te it comaed comead
ocLdion of al kefare Al 1, 2005 te pracl.ot ddtaired by mutipying (8 tre
anuurt of taade al poclosd dlnng tre cllechr year framitre leese ar gy,
tings (B) tre averae rae of tax tret was imposed urchr this drgater for [ON
tadde al podlosd framitre lesse ar progaty for tre 2nanth pericd edirg an
Micth 3, 2005 tings (O tre qtient dotaired by dviding tre toid goss \elle a
trepart of pocLdion of tre teatde al procload framitre lesse ar prgoarty duing
tre 2mnthpericdedrganMirch 3L, 2005 by tretdd anaurt of tret all,

@ foralex o pgaty tet it comess omedd
pocLdionof al gt Mich3, 205 the prac.ot ddaired by mutigying (A te
anaurt of iaelde al procoed during the clenchr year framitre leese ar rgoaty,
tines (B) tre aerap rde of tax tret was inpoossdl urohr this dgater for [ON
tadde ol procloed framall leeses ar prgoarties intre Gook Inet ssainarntary lesin
for e 2naonth pariad edrg nMirich 3, 2006 tines (O teaverage prewaling
\elLe for all proclosd ad cHivered in the Gook It area for the 24narnth peviad
adrgan Mich 3., 2008 & camred by Ire cgartnant urclr AS 35%0A0(),

*Se 19 AS43500 () isanerosd toreed

(N Nowteadrg ay atray posdo of ASBGIEN)
ASAL0Q0I0, ASABAN0E ASBHMA o 4505 tx audis uth
ASBEIST), ASAL0000, ASBA0043 ASBHM4 ad 43505 tt ae
dllocated to gps prooloed framleesss ar properties i te Gock Inet sednartary
lesinand tret areaalde toke gadied acpirst atax leved by (C) of this sdion for
[ON s prackoed framilesses ar rggerties in e Gk et sedinertary lesin
cLrirgacalenchryear nay kegdied only agpiret tretax levied by (€) of this sedin
for|ON] tret ggs 'l e anaurt by which the anturt of tax aedits tret are dllocated
toops jrooloed framleeses ar prgoarties inthe Gock Inet ssdnarntary kesnardl et
trepracLoar weuld atherwise ke dlloned to Lee foralter clachr year ar traslr o
aoirer person exossch the anawrt of tax arecits Wose gdication would red e tre
tax levied by () of ths sedtion for [ON tret ges oz if &y is corsickred te
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Lt ofeCess tax aedis ad treedesss tx asditsaesjedt otre fdloamy

(1) foresch lesse o prgaty frwhicdhalimtationurchy ) ar (K of
ths ssation antie tax levied by (€) ad () of this sadtion hes the effect of redLag
tre ool oy's tx donvtre anaurt of tax tret weuld e levied intre asace of thet
limitation tepooler el cladate treanaunt of thet recLotian

(@ tepuoooy ddl caae tretod of tre red.dias cadated
urohr (1) of ths sLlssction for dll ffected leesss arprgrties

Q trepodoy g4l reclee treanaurt of ecess tx asdits by tre
toid calauatsd urdhr (9 of this susstin ut it less trenzerg

@ ayanunt of ess tx aedis renaning alter recLdion uckr
 of ths suossction nay e uead for a later clenchr Ve, trarsfrmed o adtter
eersn ar gdied acpiret a tax levied for [ON al ar gps rodlosd frama lesea
gty loated aniec in tre S 0 te edat dhewse dloned utl
gdicatde lavgpvaming tre tax aedits

*Sc ) ASA35601 isaercid by acbirgarenaUsstion toreed

O  Nwiteerdrg ofer povsias of ths soion for a clerthr yer

lefore 222, tre e levied urchr () of this sedtian for each 1000 aulaic feet of s
for gps procLiosd frama lesse o prgaarty cutsice tre Gook Inet ssdinentary [esin
adl usdl in the Sete nay ot ecead tre anawrt of tax for eech 1000 aulc feet of
ops thet ischiamred undly ()2 of thissedin

*Sc 21 ASBHIQ) is repeded ad rereded ioreed

For acalerchr yer; arocloer sugedt totax urokr AS4356.311(E) - )

Jdl pay tretax as fdllons

() a irsdinet et d'te etinssd B leved by
AS4356011(e) - (0) ret of any tax aedits godied & dloned byaw isde for
esch narth of the cllenchr year anthe lest oy of tre followiny nurth et &
atherwise rovickd uchr (9) of ths sussdtin the anaurt of tre irsalinart

mnet is teaumdf tre flloarg anourts les V2 of et amdits trelare

dlloned by lawlo re gdied acairet te tax levied by AS4356QL(E) - () for e
Calarchr year; It treanaunt of tre irstalinent paynant nay rt e less tenzaa
(A foral ad ges roclosd framlesses ar pooarties inte
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dae ausce te Qok Inet sdnertary besn o ot alget ©
ASA3F(11(0), ather tren leesss ar prgoarties Ugedt lo AS4330AL(Y),
tregredter of
() moa
(i) S paoatof trerenancer doared by sdradting
/12 of tre procloa's agjusted lease eqaraitures for tre clechr year
of procLotion ol AS435h16b ad 4356170 tet ae cslotide
for tre leeses or prgoarties Urohr AS 4356160 framtre g os \alLe &
the part of pracotion of treall ol ges prodLced framitre leesss ar
auaties darg te nath for wich te irdallnat et is

claated
for al ad gps pracl.ced framleesel ar prgarties SLUgeo
DASA35601(f), tregestest of

() &g

() o et ae et vo et thee
e, ar four parcatt, ssgdicade of tregross \alled trepart of
aodLotion of teal and ges rocLosd framdl leesss ar pgaties in
treunt arnorunttizsd resnar;, @

(i) 5 ot of te menarcy diared »
SUdtradtirg /12 of the procLioer’s adjusted lesse eqarditures far tre
Calenchr year of prod cionurolr AS 435 16b adl 4350 [ D e ae
cholLotide for thoee leeses ar prguarties uncer AS435%0160 framtre
gus\alLed tre it of pod.oionof treall andges procLoad fram
those leeses ar prgarties dLnrg tre narth far which tre indalinant

et is clouaed
for al ad s procleed frameach lesse ar gty

(
et DAS43%AL (), (K, ar (), tregedarof
() o
(i) 25 et of tre renainckr doained by sUdtradting
/12 of the prooLoay's agjusted lesse eqoarditures for tre cllerchryear
of procLotion uolr AS43%016 ad 4356170 tret are diolLdilde

CSItH Z00(EIN) 14
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uth ASA35IA0 faral ar s respectinly, raclosd framtre
leese o gty framitre goss \alLe & trepart of podl dtion of tre
all argps reoectivaly; rocLoed framitie leese ar gty dnrg tre
nuthforwidhtreirsialinent paynent is cladated
@ ananaurt calaudatsd ucr (1)(O of ths ussdtionfaral arg
oclosd frama leese o oty sUgect t0 AS4350QLL (), 00, ar (O nay
ecxd te pold diared by camyig at te daldin & at in
ASAB3B Moy o @ a 43500, & gpice for gs o & at in
ASBHAND o @ & gdicde for al, bt sy in
ASARBHRAIG)NA ar QA ar435601 (0, ssgdicae treanmurt of tadde
ops [racosd duning the narth for tre anaurt of taxdde gs poclosd dunrg tre
Calerchr year ad UitLting inASA35A IK))A) ar A, & gpictde te
anaurt of dde al podled dirg tre nonth for te anaurt of taade al
racloed cLrirg tre clerchr year,
Q3 an irddinet et of te efinaed tx levied b
ASA3500L () for each leese ar gty is AL fareech narthof tre cllerchr year
antre et chy of tre fdlloarg narth treanaunt of tre irdalingrt et is te

umof

A te gicde tx rde fr al podcd uth
ASA35RA (1), muitidied by tre gross \elle & tre part of procLtion of
treal aede uchr ASA3%A (1) ad procLoed framitte lesse o prgoarty
cirgtrenaoth ad

B te gyicke tx e for g podckd udy
AS4356011 (1), multidied by te gross \valLe & tre it of procldtion of
treces taade urohr ASA3500 (1) ardl prackosd framitre lesse ar prgarty

digtrenath
@ ay anaurt of tax levied by AS4A356AE) - (). ret of an,
awdits gydied s dloned by law tret exoescs te tod of the anounts de &
irsielinart pynants of esinated tex is cLe an Mirdh 3 of tre year flloag e
Calenchryearof procLotin
*Se 2 ASBHAN) isanerod ored
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© MNowtsardrg ay artrary podsan of AS43(625 an utad
anaurt of an irsialinent pynart recuired uchr @(0) - Q [@0) - @) of ts
stion thet is rat ad wWen cle bears inaest (1) & tre rate poudsd for an
uthynat uth 5 USC 632 (nerd Raeie Gxk) & aatdd
compourckd chlly, fram the chie tre irsAinat pynat is Jue util [THY
Michd fdloarg te cledar year of prodction [DESCREED IN
AS435(BYa)], adl(2) & prodcsd for acHingLant tax urtlr AS430625 dter
tret Mbrch 31 Interest aoorued ekt ({) of tis sussdtion tret revairs uredafter
et Mrcth 3 s trestad & an actition to tax tret bears interest uncer Q) of ts
Sbsstion Anupadanaurt of tx de uchr @) [@G)] of this sion tret is
ot e wendlLebears interest s proviced faraclirg et tax o AS43(b25
*Se 3 ASABHI0N) isanenked oreed
(O Nowithetadrgany artrary podsan of AS43(628)
(1) anoaaymant of anirstAinert paynarnt recLired urckr @() -
S [@X) - @) of this sedtion bears interest & tre rake provickd for anoapaynat
Ut 6USC 632 (Inamrd Raverle Gxk), s ansrokd aampourcid chily, fram
tre lter of tre ciie tre irsidlingt net is de ar treciie e oaN@t IS

rvack, Lt trecerfierof
() tredtoitiserddaisagicomuthanet[]

B [HE] Mrchd fdloary tre clenchr year rf
racLotion [CESCRBED INAS 235%0(80@))

(@ edyt & pockd urthr (1) of ths susstin interest with
eyt oanoaynet isdloned anly anary ret oaynet of tre paynaEs
recuired urcr (@) of this sedtion tret renairs dfter tre later of [THE Mirchd
folloning the calenchr year of pracLiction [CESCREBED INAS3%030@)] o
treche tret treaimnart recpired urchr AS 4350(B0) is filed

Q inerest isdlloned urdhr (2 of this Ussdtin anly framaciie

tret is 9D chys afer tre later of [1HE] Mich2 foloning the calercer vr f
[DESCREED IN ASAH0R03)] a tre cie et te setenart

procLotion
recpired urcr AS4350083) is filed] interest is it dlloned If trf oamynet

a
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s refurckdwithintre S0chy periad
@ interest udy (9 ad () of ths ussdtion is rd & tre e a
intre namer podckd inAS43(62X().
* S 24. AS 3% isanarckd by acbirg arewsUsstion toreed

@ Aaml poreity gl e aotked to tre avaurt of an irstallnernt paynart
recuired urchr (2)() - () of this section if & leest D parcart of tre anaurt of tre
et is et ad by tre cite tre pynat is de Tre pardity is el o fve
et of the differece betven tre anaurt of te irstalinet pynart et ves
nack tinely ad treanaurt of tre irstalinent paynert reguired uchr (8X) -  of
ths ssction If ro part of the recuired irdalingt paynart wes nack tingly, tre
reretty isecLdl tofive parart of the irstalinert paynent recired uclr Q0 -
of this sstin Tre paraity ;S in ackition to the inerest inoosed ek () of this
stionardapereaity acokd i ASARBM2A) ifay.

*Sc 5 ASBHP3) isanaokd ioreed
(0] Aproclor areqdaer nay det otde atax aedt intreanmurt of 5

[A) et of acamicoHavard amid loss Aaredt urdhr this SUbssction nay ke
gdied ecprst atax levied hv [DUL: UNDER] AS43560.014(C). For s of this
Uadtion a camacavard amd loss is treanaurt of aprodlo’'s areqdaa’s
ajusted leee eqaitues Ul AS435%16b ad 435610 for a pevas

d

cde’th")%rifﬂ:vmr[td{uﬁtiem cnlculatint* production tax values fortd
Calenchryear uthr ASA3R1A0 [AS 43561800 AND )
*Se 6 ASBHIT) isanackd lored
() Fortrepuposs of thssedion
(I apoloy's oreqdae’s traratiod iInestnet eqaraitres

the umof the eqoarditures tre procLoer ar eqdorer inouned efter M 3, 2005
[A01 ] ad before Amil |, 2005 tret would e o Hlified cyatal eqeerditures if trey
vee irouned dter Mirch 3, 2008 less tre amof tre paynernts o asdits te
ooy ar eqdaer received befare Al | 200G for tre st or atrer trarefer of
assets, irdudinggedagicd, gpodnyacd, o Wl cita ar interretatians, aoouired by
the procloer areqdarer as a resLt of eqearditures te procLoer ar eqdarer irouned
tefore Amil | 2006 tet walld ke qudified ot eqarditures if they vere

7. CSHB Z00L(KIN)
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irunedefter Mirch 3, 206 |
(9 apooleer areqdasr nay dect o take a tax ardlt ecpirst a tax
cLeutr AS435631(C) intreanturt of Dparcart of treproclor’'s areqdad’s
trarstiordl inestnart eqaditures [t oty o tre edart thet teanaurt docs rt
eoxd 110 of te pacler’s ar eqdadr’s cLdified caatd eqarditures thet ae
irunedcdirg e cdenchryear farwhich treaedit is taken
Q apodoy aeqdae nay it e atax aedt fora trastiod
Inestnart eqarditue
(A forayclerchryear diter trelater of
() 03a
(i) tesxth cllerchr year dfter the cllachr year fr
which thre procLoer first godies aaredit Urohr thissUussdionaarst a
tx de udr AS43%AUE), if tre poler dd it hae
comn@ad pocldion of al ar ges frama leese ar gty intre
saeefore Al L 208
() nuetrenae ar
If a aadt for tret eqadiue vas Een uth
AS 3B 190]), AS4.09010, ASA320043 ar ASBHA5
@ rowtrstardg (@, €) ad () of ths stion apodor a
eqdaer nay ot trarsfer a tax aeclt o dotana trarsferatde tax ascit cartificate far
atrastiad inestnart eqerditure
*Se 27 ASA350(P3 isaernosd by actinga rensUssdtion toreed
() Aprantret iseenpt framtaation urchr tirs dpter nay rt gy far
atrardardde tax arsdt axtificae
*Se 8 ASBHA3 isameroed by acbirgarenausstion tored
(M Nowitrstarding the limtaionm e ue of a trardferade tax aedt ya

0 tre edart tret purdrese of trardiardde tax aedits by the Aeda Rtirenant
Miregenent Board is autrori/odl by law tre chartnant Sl isse acsh idurd o
tre Aasa Reirenat Miregpant Board for a trarferdde tax asdit arigirelly
IssLed toa parson urchr () of this sedtion ad purdresed by the Alaska Retirenarnt
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Mrecenert Bad
*Se A ASB3HPHQ) isanerod ioreed
@ Shbet o te tans ad coditiars of this ssion a aedlt apret te
PO X reviea nv [DUE UNDER] AS4330Q1E ar (O is dloned fr
eqdaration eqarditures tret LAy urchr (0) of this sstininananaurt e o
aecftefdlonny
() DA pacat of the tod eqdaration eqerdiures tret quaify
aiyuter (9 adl(Q of s st
@ 3 [A) PERENT of tre toid eqdaration eqarditLres [FOR
WORK PERFCRVED BEFCREJULY 1, 2007, AND) tret oy anty urclr (9
ad (@ ofthis sedtian
Q Dt oftetdd eqdaaion eqaitures tret oalify uth
0 © ud@oftsstin @
@ D pacat of tre toid eqdoration eqerditures e quaify aly
uchr (o) ad (@) of this sdin
*Se 3L ASA35H () isanerckd loreed
© To qulify for te pooLdion tx aedt uohr @ of s sstin an
eqdadin eqaite mgt ke iruned for vak pafomed [ON (R dter
pecember 31 AOPULY |, 2008] ad befare July |, 206 [EXCEPT THAT AN
EXPLCRATION EXPENDITURE FOR A GOCK INLET PRCEPECT MLBT BE
INOLRRED FCR WCRK FERFCRVEDONCRAFTERJULY 1, AXB] ad
(1) nay ke for |ame o ather geodhyacd eqdaation oS
comectsd withaspearfic vell,
@ Ifforaneqgadinwdl,
A it & irouned by an eqdarer et hdcs aninterest i
treeqdaraion vl forwhch tre proclction tex aedit is dained
B nay ke forater . [AN AL R GAS DISCOERY]
VMl that encounters an oil or isns denosit radyde [AND]

(Q must be ha well that has been emnnleleil, suspended,

or abandoned under AS 31.1)5.(130 at lhe time the explorer claims the tax

credit under (O of this section; ami

19 (SI11t 200L[FIN)

Haw Underlined (PEIETHV |,



O©OoO~N> O hw"

=
E &

[EN
N

~NOORGE

B8° BNBDIREY R 8 s 5

w
fuie

WORK DRAFT WORK DRAFT 25-GHO0IAN

O ma ke for goook s o rentals of pesad
Aty reedredy recuired for the surface rgaratian “ahilling - caarg
amertirg adloggig of aneqdarationvl, ad intreesse of ady hde
for treeqerss ra:uredfcrd:fmb’rmlfhvwll IS aoored within IS
nutrs dtetecetevdl vwes
O neyretke for [TESTING SﬂI\/U.AﬂO\l CRCOVRLETICN
QBIS] admnsratin sypavisn egreing. o lese qerdting oosts
cdogcd o narepat osls comuty rEatias o eviramental o
borLes t2es ar drer pynents o goemmants rdated o tre well; aosts ansing
framfraud witful misoordlct, gross negliuiies: arimindl nogifoonce: vidlation of
law inducing a vidation of 33 USC 390)(0) ar 1323 (Cean Wier
Ad), or fallure to oy with an ddligation urchy a leess, parmit, o liceree
ISLed v tre sae or feckd soemet o dier oS tet ae gredly
1e000y 1280 & incirect acets o fireraing acets, ad
nayro heinumed faraneqdaaionval arsasmic eqdaaion
tret IS induokd ina dan of eqdaration ar a dan of cedgoant for any utt i
May 13 208
*Se 3L ASA3HIN() is rgxeed ad rearected toreed
© Toledighie fortre Dparcart procLotion tex aecit atronzed by (2)(1)
of ths section ar the 40 et pracktion tax arecit autronzed by (@Y of this
sl eqdadioneqaditLres mst
(1) cLAlfytircer (9 of ths sctian ad
(9 eforane@daationwdl, sdject otrefdloary
A efore gty trewdl, (1) tre eqdorer sl Uit
the commissiorer of refurd resources tre infomation necsssary tocktamire
wether tregedagicl dyective of trevll isajotartid al arges trgptretis
dstirctly sgoaete framary trgp tret lis loeen tested by a presstirg vell;
ad (i) tre commissioer d retud resouess muet ke an dffimvaie
cHtem—ration on thet question tre covmssioner of returd resourcess Sl
chack Wether o nale thet cetemiration wthin @) chys dfter recemirg dll
tre recsssary infamation fram the eqdarer ad kesad on the infamatian
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recehved ad anather infamvation tre conmissianer of retLrd 1esouress nay
CrEcH oAt

B foraedaaionvdl drertrenavel toeqdarea Gk
Iret progoect, thewell must e locted addhilled i suchanarer et e
lootiomirde is lacated et less tren thee miles anay framitre bttominde of
apredstirgwel dhilled foral arges inesoective of wrether the [reeddting
vl hes been conppleted SLUgcethd ardoacred

O dter anpldlion aatomat, a SFEEN Uty
AS 300030 of tre eqdaration wel, te comissioner of returd resues
ms camire tet te vell achgady aiesd the eqosr’s daad

guioya doedne

*Se P ASBHIA]) isanerosd oreed

() ForaprodLotiontax aedlt Urchr thisssdtian
() aneqaer ddl, ina fampresied by te At ag

et foraaedt under ) of this sedian withinsix nartts of tre conpdetion o
te edadion adivity, dam te aedt ad sk infomaion aficet ©
cnretrde e cyartnant's stisfction tret tre dained eqdaration eqeartitures
cpalify urohr this sedtian

(4 aneqaerddl ayee inwtirg

A o rotify tre Cyatnart of Niturd Resouraes, within

chys dfter copletion of ssmc ar geachyaicd cita roesIngy anletin
of [Al vell driling ar filirg of adamforeredi, Whidewer is telatest, for
which egdaation asts ae dained of tre cite orconpetion ad anit a
gt ote cyartinrt desorlang e processing ssq e ad proddrg a
list of chia sets avalldde [IF, UNCER (OB GF THS ECTICN AN
BEALCRR S BMTS AQAMRRACREDT FOR EPENDITURES
FOR AN EXPLCRATION VWAL THAT IS LOCATED WTHN THREE
MLLS G- A VWAL ALREADY DRLED KR AL AADGAS IN
ACOTION TO THE SIBMSSIONS RECURED UNCRR (1) OF THS
SUBSECHON THE EXPLCRER SHALL SUBMIT THE INFCRVATICN
NECESSARY FOR THE COVMISSONRR GF NATURAL RESOLRTES

2 CFHBANEN
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TORVALUATE THE VAUDITY GF THE EPLCRERS QAM THAT
THE WAL IS DRECTED AT A DISTINCILY JPARATE
BEALCRATION TARCET, AND THE COVMSSONR (OF NATLRAL
RESORE SHAL, WAON RECHPT P AL BMOENCE
HABNT KR THE COWISSONR TO BVALLATE THE
BALCRRS QAM MAKE THAT CETERVINATION WTHN @

DAYS]

B toprodck ote Dyertnart of Nturd Resouraes, witt
ks dter trecheofareoLest; Lriess a longer periad is proviced In the
Dot of Neturd Resourcss, speaffic chia s amallary ot adl
Igarts ickrtified in (A) of ths paregradn I this Suparagrgan vl cita
induck dl denvative produts; resuts, and agaes of chia adleted ad
cHa adyss for tre wll, indudng wal los sanpe adlyses
gpochysic ad \eadty cata induding \erticdl seismc rdfiles ad
aek 9t sneys, ad tagikde natena inducing for esdhwhde aore
odlected a legthwise aut dab et is & leest U3 of tre whde aore
vdune ad represantative sanpdles; s speaified by e Dyt of
Neturd Resourcss, of ater gpssaLs, lioud or sdiidl mvaterid adllectsd
framanilling ortestirg tre vell,

© tret, rotvitistarding any provsion of AS 3B irfomatia
[rovickd urchr this pareggchwill e ed aorficertid by tre Cyartnart of
N Resourass for 10 years fdlloning tre conpplietioncite. & which ting
tret cyartant will releese e infomationafter Dchys pLdic notice

@ Ifnure trenae eqdaer hdos an inaest inavel ar ssme
eqdaration exch eqdoer nay damananaurt of aedit tret is pgaotiad btre
eqdasr’'s ot InLneg

(4 trechatnat nayeense tre ful edart of ispores s traugh
the eqdaer Ware a taayer Ut ths title in achr o \enfy tret tre dansd
eq litusacquaified eqdaration eqeanitires urchr this sedtian ad

G if tre dyatnet is stidied tet tre eqdae’s daned
eqaitues ae quified udhr this sedion ad thet dl cita reuntted © lie

WORK DRAFT

CSIIH 2001(FIN) 22-

New T.’Xt Underlined (Di.'Lmv TEXT UMCKBTKD}



WORK DRAFT WORK DRAFT 25-GHO01AW
siihmittod unckr ths section Feve bensumitted tredyartnart el iseotre
eqdaer a praclotion tax aedt cartificale lor te anurt of aeclt © ke dloned
acpiret pacutlion tves levied hy AS4356.011(E) ar (f); tre aredit is availale for
Imeciate L nowitrstanding any contrary provision of AS3H ASA05100
ar AS43(623) tre followirg informvation is rot confickntial;

(A treeqorer’'s rene

B tediedf tregudicatian

O Ireloationaftrevdl or sEismiceqdoration

() treche of tre departrent's issLene of tre cartificate:

ad
® tre ciie N which tre infomation
shmtted udlr ths sdion wil e rdesed [DLE UNDRR
ASA33A(E) R
*Se 3B AS 350N is ansrckd ioreed

recgired © |

(0] Aneqoe; arer tren anertity thet is eenot framtaxation urcky

this depter, may trarey, convey, ol its rocltion tax areclt cartificate oary
s ad any parsn W recelves a praclotion tax aedit cartificate nay dso
trarel; angy, ol trecatificae
* S A AS3HH) is rgedledard reredted toreed
() ForaprooLotion lax it Lo this sedtion
(1) aaedt nay ot e gdied 1o recLee a taqmyer’s tax lidality
uthr AS435.011(C) ar () dowzaro faracalerchr year; adl
(4 ananaurt of trepracl otion tax arecit inexcess of treanurt et
nay e gdied for a clanohr year urchy ths SUsadtion nay e camied favard ad
adied cpiret the taqoayer's tax ligality urckr AS4356.Q11(E) ar () Inarear nare
leter calachryears
*Se B ASBHIHK) is anerokd by acirgarevaragygdh ored

@ ‘Treoising well’ neers avell tret vies quctio nore tren 54

chys lt less tren 3 years befare tre citie an v treeqdaration vl ownich it
Isanparedissauotd
*SC 3B AS 305 is anrokd by actirga renvaUssdtion toreed

23- C:sib» 200l(*N)
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S.gett otretans adaorditiors of ths sstian if adaimis tiled urckr
(O of this sedtionefore JanLary 1, 206 aaecit agpirst trepracl oion tax levied
oy AS4356.011(e) ar (1) is dlloned inananurt et A ofive parcart of andighle
eqeraiture Urohr s sussdtion inouned for sasmic eqdaration perfamed efae
Juy |, 2003 Tokediglde urchr this sUtssction aneqerditLiemst
() haelenforsasmicegdaationtret
A ddtared chia et te commissianer of retLrd e
Q0HCES 1 (e in tre best ineest of tre St to aoouire for udic

dstriotian ad
18] vies aool.oed autsick thre bourchries of apracLdinu
honewer, teanaurt of tre eqenditure tret is dhowse dighle Lo ths
sdion is recl.ced rgoortiaretely by tre portion of the sasmc edadtion
actimty tret ausssdl inoapracLdinut at
(9 quelify urchr ((3>of thissein
* St 37 AS 3505 isanarokd by acdirga renvaUsstion oreed
(N gect togyquidias nack by law ifadotreedart tret pudese
of trarsferalde tax aetiis by the Aada Retirenant Mregpart Boad isathanzd
by law tre dyatnat qdl ise a ch dud © te Adla Riieat
Boad foratrardiardde tax aedit aigirelly issLed toaneqdarer udly
(1) of thssstionard purdressal by the Alaska Retirenart Mregenant Board
*Sc B AS435H030@) isarerchd oreed
@ A procLo tret prooloes al or gps frama lesse or proer; intre
date (lurg a cllenchr year, Whether or it av lax pynart is e ucer
ASRHANQ fortret al ar, . [Till- FERION PAYING TIE TAX] Sl file
with tre cartnat an Mirchd of tre fdloamr year [FOLLOAING THE
CALENDAR YEAR FCR VWHCH THE TAX WAS LEVIED) a sttt urchr
aeth ina formpresoriioed by treciartert, gving ithatfer irfomvation recpired
trefalloaing
() a cksmiption of each leese ar rgaarty framwihnich [THE] al ¢

[AND] s was [VERE] procloed by reng, lecel chsoriptin leese runtoe; o
aoooLnting cocks assiged by tre cartnart;

CSII 2001(KIN) -24-
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@ trerenescf trepoclorad if differert, tre prspayirg te

B ifary,
 tregusanmaurt ofal adltregross anurt of ges prod.cad fram
eech lesse ar gty and the parcantage of e goss anaurt of al ad ggs onred
oy the [EACH| procLcer [FCRWHCMITHE TAXISPAID,
@ tregos\died teprnt of poddinof teal adof treges
ool sl frameach leese ar prgarty anved by the [EACH rocLicer and the acets
of trangoortation of treal and ges [FCRWWHOMITHE TAX IS PAID),
® termeof trefirst pudeser ad tre rice reoaved for trel
ad for tre g5 Urless rdieved franthis recuirengnt inwde ar inart by tre
chatnet [AJ) o o
© tre paler’s quAified caatal eqenditures & tefired I
ABHX3 der lee eqadues [AAD ADWSIMNIS AS
CALQUATH) utr AS43%165 ad agustnents or other payments o
oredits uoer AS435(10
() te podoion tx vdlues of tre al ad gs udly
ASAR%RIA
© aydains for tax aredits toregopliedt ad
O cauatiors 3owrg flicantunts ifany, tet weeoracde
uckr ASAB3%H Q) ad ineest i ay uncepaynet »r oeyTet
[AS43561604356110),
* St P ASABFH00) is anerckd oreed
@ Ryoarts recuired undey this sstion (BY QR ON BEHALF OF THE
PRCDUCER)] are cHirgLart tre first chy follonirg tre chy te gt is de Tre
eerson recuired 1o file tre repart is lidde fur a paratty; es cetemired by tre
chartent unckr stanchrcs aotyated in regulation By the dartnent, of nt
nore llian S1.0D for each ciy the parsn fails  file the oot & e tine
recuired Llie perelty is in addtion © tre perdties in ASA30K20 ad
A30A) ad is assesssd adledted ad pad in the sare naner & a lav
cefidleney uncy this title: In this SUlossction "report” inducks astatenent”
* S 4) AS 3503 isamerokdl by acting rewsUsstias o reed

5 CSHB 2001(FIN)
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© A edoer o poloy td irous a lese eqaitue uth
AS 4350165 ar recaives apaynarnt ar asdt utlr AS 435610 durirg a claohr
year lancoes rt procce al o gs frama lesse o prgaarty in e side dlnng tre
clerthr year dll file with the ciartngrt an Mirch 3 of tre fdloang yeer a
setenert, uchr ceth in a formpresarited by tre crmrinert, iy with dter
Irfomationrecpired tre fdloaryg
{) ﬁEpﬁi{qudrﬁedcq:nd eqaitues & cHired In
ASRH3 ot er lesse eqarditures uchr AS4350166 adagjusnarnis araher
s araedis utr AS43%[A0 ad
(@ If tre eqdaer ar ool receves a pyn@t ar aedit Ut
ASA35!10 cdouatiors Soamg wetrer tre eqdarer ar procLoer s lidde for -
tax o AS435160(d) ar 43500 ad if o treanaurt
)] Tre chartnat may recpirea ol o, aneqdarer, ar angardar of a
leese ar gty ofile marthly rgoots s gqdicatde of
() treanuts adgos\die & trepart of poldionof al ad
e Jeealicy | |
(9 tagurtatincssof treal adges
Q ayustededinamydind, o reddininterded, al a

oy
@ leee eqeitues ad ajusnats uty AS43%I6 ad
435110
© jont inerest bllings
© omtradts for tresde o trargoortatinofal arges
() infomaion ad cdoddias wsd in cEmIng nanttly
irstalinert paynants of estinvated tex urohr AS 435 (R0, anl
(%) arer recah ad infomation tre cartnant corsichrs recessary
for lreadndrationof this drgte:
*Se 4L AS43500is anerokd oreed
$e 435010 Poners of Dyartart of Revenle Bogt & provced in
ASA3BAD 430040 treciatnat nay
() mouireapasmaTRd inpoldinadtreapt aenpoes
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of treparsn ad trepurdesrof al arges, ar tre ovrer ofaroyaty inarest inal
arges o fumish wrether by tre filing of repular Satenerts ar gaots ar arewe
actitiodl infomation thet is coreckred by tre choartingrt as recessary toaanue
the anaurt of the tax, rawtrstardrg any cortrary prodsian of lavwy the dsdceure
ofectitiardl infomvation Lrohrths paragygn to the pracl oy ddigpted to ey the tax
cbes rat vidate ASADAI00E) ar ASAB21Q); kefare dsdasiny infamatian
uth ths g tret is arewse recuired o ke held confickrtid uroer

ASA025100@) ar ASRBB2AE) ﬂemm
(A podck te pran td funded tre infareion a
reesoretde qaoo Lty 1o e heard recaraing tre rgoosed disdasure ad tre
coroitions tolee inppossd urckr (B) of this ey adl
B inpeegqrquide coditiors limtirg
() awes to te infamation 1o thoe lecdl couns,
araulterts enfogess dfficrs adaprisof tepod e wohae
a ned 1o kow thet infomvation for tre pupoee of ceimng ar
oortestig treppocloar’s tax ddlictian ad
(i) treseoftheinfomationtouee for tret e
(&) eamretrelods recads adfiles oftre [SUAI Al paam
 coolat hearirgs adl compd the aterchree of witressss ard tre
proclotionat bodks; reaorch and s of ary persan [AND)
@ nde an instigatian o hdd an irguiry tret is corsckrEd
recessaty toadsdosure of trefadsas o
(A treanaurt of prodLotion framary al ar ges locdtion ar
ofaconparyardferpracorofal arges ad
B termdtnoftreal ardgﬁsfcrtaargpm:&s

@ rettnirc n produ an explore an operator of a le

properly to file reports- and copies of ords that the department considers

necessary to forecast state revenue under this chapter; in the case of reports and

copies of records relntiim to proposed, expected, or approved unit expenditures

for a unit for which one or more workiim interest owners other than the

operator have authority to approve unit expenditures, (lie ropm'icd reports anti
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aoies of reoorcs are liniteal 1 those repornts or aqaes of reoorc thet aorstitute
ar disdose covmunicatios even tre querator ad tre working interest
OANerS relating tountt ket natters, and
© &8%:5S agpirst a person reuired urckr this section o file
reoort, staenet, o arer doonent a ety & cetermined by te
chartnrent unoer stanchrds acpted in regulation by the departent, of it
nore tren SI.00D for each cay the person fails o file tre report, statenent, ar
atrer coonent after rotice by the ciartiment; te ety is inactition toary
pereities unoer AS43(620 ad 4306230 and is assessed] adllected andl paid
I the same namer & a tax defiaency unckr ths title: tre perelty Sl hear
Inerest & the rate goeafied uncer AS43(62Y().
*Se L ASBSisanarokd by acdngarevssdion oreed

Se 307 Lintation anassessmert arol aerckdl retunms, () Bot
& [rovckd InAS 43(b300), the anawrt of atax inposad by this deoter mist ke
assessad withinfour years dfter tre latest riLmvzs filed

(o) Adsasan of a regulatory ey, aourt, ar atfer oody with autiharity ©
resalve digaules tet resUifs ina retrcedive dare 10 a leee eqaditure, o an
ajunat 0 a leee eqEitue 1 oS of eyt © sde pie ©
pealirg \dle o crscedin of oty dffeetids rddirg o tre
cominging of alls hes a comeoording effedt, atrer an inoreese or coreese &
gudicade antre pac i tax velle of al ar ges ar treanaurt ar avallaality of a
tax aredlt as citemned urchr this drgater: For o of this sedian adﬁrgeioa
leese eqoarditure induoks adharge intie catsnzation of a leese eqerditure s a
qﬂrﬁed(mlal eqatiture aras it aguAlfied catd eqarditure flic podor

() vitrinBchs dfer tre et rotfy trecatant inwiting

(@ winn20chs dter tredatp fileanarckd retLrs oy dl
ek affected by tredrarge, Lriess tre chartnant ages ahewse arasay is in
(dece thet affects tre tilirg ar paynert, regprdess of the peroaty d gedis of tre
chasm
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© Ifanateratininar noifictionof aprocloer's feckd iroone tax itm
a a roonpuigion of te pocler’s feckd I & a ceemardtion of
cEfioeroy coours thet affedts treanaunt of atax inpoossd antre procl oy uror ths
dgte; treprac cer Sl
() withn @ cas dter tre fird cRtemirdtion of tre aterain
nudification rooonpputatian ar cficiency, notify tre et inwnting ard
@ within 120 days dter tre fird cetemiretion of tre aterain
nudification rooonputatian o: cEfidency; fileanerckd s covenny dll affectsd
eriack
@ Inthsssatian
() 'gdified catd eqadtE’ hes tre neang gvan i
ASAB3HA3
(@ "rur’ induoks a rgant, asaamet, ad an anrokd r|um
e, or et
* S 43 AS 4356110 is ansrokd by acking rensUssctias o reed
© Tredyartnat nay require et reurs Satenents i|jgoots ratfictios
ad gydicatiors filed urchr this drepter ke filed dectranially ina famard narrer
groved o presbed by et | _
(O Tre cyartnart nay recuire thet payn@nts recpired urchy ths dgoter ke
nack dectranicaly ina famard narer gaoed ar presmied by trecartnart
0 Nowithstairg AS 446, treciatnat nay issLe far treinfomeatian
adgucheof poloas edass addier ineressl pasas aosay uldirs
sating tre chartnart's ineretation of prodsias of this dgater ad of e ddtias
apted udhr ths dede: UHess dfewise prodced by te dyartnart by
reglation inepeaias Saad in tre adisary fuleirs ae it brdrg on te
et adhas
*See M4 ASA350180(3) isaenokd toreed
(@ Ecyt & provckd in(0) of thssedtian far the punposss of
1()] AS433001(e), treamd pocldintax \alLeof tretaede
(O [(A] al ad ges procLoed dLrirg a clenchr year framilessss ar
poatiesintredate tet irduck land rarthof @8osgress Narth latitLok is e gras
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\alLe & treppart of prodLotion of treal ad gps tavade uclr AS4356.011(E) ad
[ocLosd by tre procLoer framitiose leesss o proarties; fess the ool o's leese
eqarTitures uthr AS435016b for tre clarchr year gpdictde totre al adgs
aocloed by te pocloy fram thoe leesss o rgoarties & agjusted Uy
ASZBEHQ this subparagraph does not apply to gas subject to
ASA350 H)

A [B] al ad gps pooloed dnrg a clerchr year framlessss ar
[qaties intre state autsick the Gk Inet ssdnarntary kesin rofat of whichis
rarth of @B ckyyees North latitLek, is tegrass valle d e part of poldian of the
al ad gps tadtde udr AS4356(1(C) ad proolod by tre procLoer framitioee
leeses ar proaties less tre procloar’s lesse equardiures unchr AS435h16b for tre
calechr year godicade totheall ard ges oo cadl by the prac o framtiose lesses
Up@ﬂ@ EB&dUSlHZI LF[H’ASZBEWQ this subparagraph dBnot apply to
%ﬂnwDAS%.SS.O%l 0); _

Q [Q] al podosd dnrgacderchr year frama lesse or ooty
intre Gk Inet ssdnentary kesinis tregos \alLe & tre part of prac cianof tre
al ede utr AS4355011(g) ad procLosd by tre procLoer framitret leese ar
ey, less the procloer's leese eqaanditures uchr AS 4350166 for tre clerchr
vear gydicde o tre al prodloed by the procloe framitret leese ar prgoarty; &
agjusted utlr AS 4356110
| Q0] gs polodrigacathryer fomaksea oty
Intre Gook Inet ssiinentary keainis tegoss \alle & treaort of poddinof tre
ops taatde urclr AS4356.011(e) ad praclosd by the pracloer framtret lesse ar
gty less tre procLoar’s leese eqaoitures urolr AS 4350166 for tre cllechr
vear gydicade to the gps pracliosd by tre proccer framitret leese ar prgoaty; &
agjusted utr AS43%110

(5) gas produced during a calendar vcar from a lease or property
outside the Cook Inlet sedimentary basin and used in the stale is the gross value
at the noinl of production of that gas taxable under AS43.55.011(e) ami
produced hv the producer from that lease or property, less the iirmlneer's lease

expenditures under AS43.55.165 for the calendar sear applicable lo that gas
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procloed by tre procucer fram thet leese or propenty, & adjusted uncer

IS BB
[@ ASATHALY, THE MONTHY FRDUCTION TAX

VALLECF THETAXABLE

= = = [
(2] mh E;Sl\) = S

=

=
o

LCEBBEBNBEDIREER &3

( QL AD G PRCDUCFD DLRING A MONH
FROM LEASES (R FROFERTIES IN THE STATE THAT INCLLE
LAND NCRTH CF 6 DECRES NCRTH LATITULE IS THE GROSS
VALLE AT THE RONT GF FRODUCTION CF THE OIL AND GAS
TAXABLE UNCRR ASA35RQLG AND FRODUDD BY THE
PRCDIUCER FROM THOEE LEASES (R PRCPERTIES LESS V12 CF
THE PRODUCERS LEASE EPENDITURES UNDER ASR5165 FCR
THE CAENDAR YEAR APPLICARLE TO THE OL AND GS
PROOUCED BY THE PRCDUCR FROM THOE LEASSS (R
PROPERTIES, AS ADUSTED INDRRAS R0

® OLAD GAS PRODUID DLRNG A MNH
FROMILEASES CRPROPERTIES INTHE STATE QUTSICE THE GOCK
INET SEDIVENTARY BASN NDPART CFWHCHISNCRTHCF 68
DEGREES NCRTH LATITULE 1S THE GROSS VALUE AT THE FOINT
CF FRIOWCTION GF THE OL AND GAS TAXABLE LNDR
AS 435531(g) AND PRODUCED BY THE PRODUCER FROMTHOE
LEASES (R PRCPERTIES LESS 12 CF THE PRODUTERS LEAE
EFENDITURES LNCER ASART165 FOR THE CALENDYR YEAR
APPLICABLE TOTHE QL ANDGAS FRODUTDBY THEPRCDUCRR
FROM THORE LEASES (R PRCFERTIES, AS ADILSTED UNDER

ASA3%IN

(
LEASE CR PRCPERTY IN HE GOCK INLET SEDIVENTARY BASN
1S THE GRCBS VALLE AT THE RONT GF FRCDUCTION G- TIE AL
TAXABLE UINDIR AS43%0Ql([m AD FRIDUTD BY THE
PRCOUCER FROMTHAT LEASE (R PRCPERTTY, LESS V12 GF THE
PRCDUCERS LEASE EPBNDITURES UNDRR ASA3301b KR THE

AL PRADUIED DRNG A MONTH FRCM £

. (SUM 2004FIN) |
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CALENDAR YEAR APPLICARLE TO'THE QL FRCDUCED BY THE
PRCDUCER FROM THAT LEASE R PRCPERTY, AS ADILSTED
UNCERAS BRI

O GAS PRCDUCED DLRING A MONTH FRIM A
LEASE CRFROPERTY IN HE GOCK INLET SEDIVENTARY BASIN
IS THE GROSS VALUE AT THE POINT CFPRCDUCTION R THEGS
TAXABLE UNCRR ASA35R(L(Y AND PRODUTD BY THE
PRCCUCER FROMTHAT LEASE CR PROPERTTY, LESS 112 FTHE
PROCICERS LEASE EXPENDITURES UNCER AS 355165 FOR THE
CALEND!R YEAR APPLICARLE TOTHE GAS FRODUCED BY THE
PRODUTER FROM THAT LEASE (R PRCFERTY. AS ADLSTED

UNDERASARSHIN]
*Se b ASA3%16(C) Isanarckd oreed

© Ay ajusted lesse eqreroitures uth ASA330166 ad 435610 tret
waLld atherwise e cd dtitde by ajrooloer ina calechr year bk whose cedLoian
wiuld caee anamd poolotion tax valte cloudatsd udhr @) [@0)] of ths
sadtion of taxatde al ar gps pracl.osdl iy tre cleohr year o (e fess tren A0
nay e Leed oestdishacamiacHovard arid loss utr ASA35HX3). Inttis
SUsaction "frooloy” inducks "eqdarer”

*Se 4o AS4350160() is anarckd toreed

@ Bt & prodcedl uthr € al © [© - (] o ths sdion for e
o of AS4355160 aprooloa's leese equarditures foracaenchr yer ae e
arcirary and recessary aoets yatreamof the part of procLdion of al ard ges
ae ircuned cuing e clenchr year by tre prodl o dlter Mirch 3, 2006 ad et
aedrect aosts of eqdaning far, develoaing arprac.arg al ar ges oBaoaits located
within the procloa's leeses ar proarties intre e a; intre case of lard inwnich
trepracloar cbes ot oanavarking interes, thet are direct acsts of eqdaning foral
arops coaits located vithinather land intre state Incemnrgweether acsts ae
leese eqarditures, treciartnert Srall consichy; anorgather fadtors

() tx tyacd incletry padticss ad Sathick in te See et

ceamre the asls atier tren e listed in (g) of ths ssatian tret anqoeratr is

SUM 200KFIN -32-
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dloned ohll avorking interest onrer tret is et tre qoaretcr, ok Uit qarding
agenents ar Imlar qoarding ayenats tret vere in effect befare Daoanioer2

A1 adl vware sgect to recptiation wih & lesst ae working interest ovver wih
Stsantial ANy pover; otfer trentreqoerat; ard

@ thestarohrah actyted by e Dyartnart of Nurd Resouraes
cetermre the aoets, atfer tren itens listed in ) of this sstion tret alesse is
dloned o oot framrevarLe incalaulating ret prfits unchr a leese issLed Lrchr
ASEANREB, O a O
* S 47, ASA3T1A0(C) Is redled ard reectadl o reed
© Qlget ©0 () ad () of this sadian if the ciartnart firck tret the

ertinent prodsians of a urt qeerating agrean@rt ar smilar qoerating agyengrt ac
SUstantially aorsistert with tre ciartnant's cetemretians ad sarchrcs uty (9

of this sstin conemirg Wrether acets are leese eqaarditures and inactitian firc

tret & leest ae workin interest owrer @ty lo tre agenat, dier tan te
queratar; with Ustartial incentive ard ahality to effectively audit kllings urckr tre
agenet, infadt is effectively aditirg llirgs urckr treagrenart, tecgatnat

nay atrmz o e a ooy, Ujet © codtios pesoibed uchr
requlatiors ctyted by tre ciartnat, totreet a5 tret portinof s lesse eqarditLres

for acdlerchr year gydicatde toal ad gps jracLoed frama lesse ar gy intre

Seearly
() tre aosts, ather tren itens listed in (€) of this sadtian tret a
Iroumed by treqaerdtor dnng treclarchryer adtret
(A ac hilled © Ire pocLoy by tre qoador udy tre
ayenet pwichthet leese ar gty issugect adarc atrer it dgouisd
by avarking interest oarer arty o tre ageanant ararc firally cetamred
tole poudyhiliade s aret of dgoute resdution
B forapoolertret is trequador, wald ke hllade totre
arocLo by tre qoeratr in acoarchree with the tams of the agenat ©
which tret leese or prgoarty is algedt if the rod.oer were it tre qoare,
ad

(9 aressorede parcariagg & camired urchr reglations added

K CSIH11 200L(KIN)
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Ly tre dyartnart, of te ooss thet ae hlled urdhr (1) of ths Ussdtin & an
dlonance for oerhead eqaeress dredtly rdatsd to eqdaring fo;, cedqarg ad
aoclargal argps cgooats locatsd within the lesse ar rgoarty; ntreedart thoe
eqeresaertthllade uchr treagenat
* S 4B AS4350160(E) Isaneroed toresd
© Forpuoss oftris sadian leese eqarditires cort induck

({) chorediation cedeticn aranurtiztian

(Q al o gs oty mnets poloion pnes lee it
Jus adrermnatsarddribuios ofadaeofal arges pooloion patt, a

IEELE
O taes e anarneesLed oy ret i
@ ineest o dher fireang daes ar acets of rasing ety o

(® aopigtionoosts foraleese o pgeaty aredaationlicass
© oss adrg fiam frad wilfd meood, fOR gos
rdilitee aimird nodbece vidation of law irduding = vidation of 33
LISC 13100))) ar 132(0)(3) (Qean Water At), or failure toconpy with an
cdication urckr a leess pamit o licaee issed by te dite or feced
goemnent
(7) lires ar pereties inposal by lawg
© aosts of afatration Iiticetion ar atrer dgaLte resdution adiivities
tret inolve tre date ar cooem the g is ar ddicetians anrg oavers of intarests
In arng s ool oion fram are ar nare leesss arprgoarties araurtt
O oS inumed inatpnzg a Etredp jant \aue o dfer
(Lares e tity orara et
(10) anourts ad to incemnfy e stale; the edusion prodicsd by
ths paregyach coes it gy to the aoets of dotaining insurance ar a urdly o
framathroyerty irsurerar Uty
(11) surdrates leved Ut ASA35%040 ard35%30)
(2) foratasdinteisaninard tader aisaewserd an
an's lagh trarsactian eqearditures inouned tret are inedess of fair naret \elle

CHY Gt
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(3 a eqadiue inued © pudee an gt In a
copordian atresip limed liaality conpeny; uares g, o ay de
[LANess entity, whetrer ar it tre trarsedtion is trestscl &5 an asset e for fechd

IR i

(14) atxlevedurclr AS4350.01L

(15 [THERCRTION (H oosts irouned for dsnartienart, ramod,
math; o dachmat of a fadlity, ppdire well d datform o dher
dndue o for tre restoation of a leese, fidd unit, aeg, tract of land, [oody of
v, ar nghtdngy in aonjurdion with dsnantiengrt, renovd, sumethy; ar
aarcomart [, THAT IS ATTRIBUTABLE TOFRCDUCTIONGF AL AR GAS
OOOURRING BEFCRE ARRIL |, 2108 THERCRTION ISCALAULATED ASA
RATIO G- THE AVIOUNT OF AL AND GAS PRCDUCTION INBARRELS CF
AL BEQUIVALENT, ASSOOATED WTH THE FAQLITY, PIPELINE, WALL
PAD ALATFCRVI OTHR STRUCTURE, LEASE, HELD, UNIT; AREA, BODY
OF WATER (R RGHT-ORWAY GOOURRING BEFCRE APRIL |, 2006 TO
THE TOTAL AMOUNT - AL AND GAS PRCDUCTICN  INBARRELS O
QAL BQUIVALENT, ASSCOATED WITHTHAT FACILITY, PIPELINE, WHLL
PAD ALATFCRV OTHR STRUCTURE, LEASE, HELD UNIT, AREA BCDY
OF-WATER (R RCHT-CFWAY THROUAH THE BND OF THE CALENDAR
MNH BEFCRE COVWWENGEMENT ¢ THE DISVANTLEVENT,
REVOVAL, SURRENDER (R ABANDCNIVENT]; a oot is ot educkd urclr
ths praggh if tre dsnartlenart, renod, SLnardly; ar drdomart for which
tre ot is imuned is uthrtden for the pupcee of rdady reig @
inprovrg tre fadlity, pdire well ped datform ar dter snudure [FOR THE
PURPCEES GF THS PARAGRAPH "BARREL CF QL EQUIVALENT" MEANS

(A INTHECAEGFAL, ONEBARRH,
B INTHECASE GFGAS GODCLBICHET]

(16) ooet, iruned for cortarmant, cotrd, deanp @ renod i
camectian with any upamitted relesse of al ar a hezarctLs Ustane ad ay
liality fudm;as Inpossd on e prodloer a eqdaer for tet uomttod
relm ths paraggh cocs it gy o treacst of cevelgangad nananrganal
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dstarte peatinadarntirgaty danudr ASAMA)

(7) aoets Irounedltiosatisfy averk commitart Uty aneqdaatin
licrseutr ASBHIR2

(I8 tret portion of eqardiures tret would athevise ke g Aified
catd , & CHired InAS 43523 [AS4350(P3K)], inuneddrirga
Cllerchr yerr tret are less trente oLt of 3030 multilied by tre tid tadtde
aooloion frameath leese a prgaty; In BTU echdlat gl dlnrg tet
Calechr e, eqqt tret Wen a joortion of a cllachr year is sUgett o this
povsn treeqaditurss achvdunes Sl e paatedwitintret calenchr yer

(19 aosts inouned to corstruct, aoouire, or goerate a refirery ar
aue al togarg pat, regardess of whether tre prodlots of te refirery or
togang diat arc wed inal or ges eqdoration cedagoert, o procLotion
operations, honever, if a procloer oars a refirery o auck al togaing dart
tet is located anor near the pramises of the prooloer’s lesse or property intre
State and et prooesses the procuoer’s all prooloed framithet leese or propearty
I a procLot thet the prooloer Less in the goeration of tre lesse o progarty in
chlling fo~ar procLaing al or ges e prooloer’s leese exqenaitures induce tre
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WC ANS
Price

$40

$60

$80

$100

$120

Average FY2008-2014 Amount

HB 2001

25%

House
Oil & Gas

22.5%

Above / (Below) PPT ($M)

House
Resources

25%

$101

$231

$351

$470

$589

$0

$0

$0

$0

$0

$101

$231

$351

$470

$589



Progressivity

VC ANS
Price

$40

$60

$80

$100

$120

Average FY2008-2014 Amount
Above /| (Below) PPT ($M)

House House

HB 2001 Oil & Gas Resources
$30 Net Trigger $50 Gross Trigger  $30, $40, $50, $60 Net

0.2% Rate 0.225% Rate 0.2%, 0.3%, 0.4%, 0.5%
Apply to Net Apply to Gross Apply to Gross

$0 $0 $0

$135 $227 $248

$132 $596 $1,038

($16) $932 $2,619
($261) $1,285 $4,766

Note: Volumes per DOR's Fiscal Note to HB 2001 (as of November 7,2007).



TAPS Tariff

WC ANS
Price

$40

$60

$80

$100

$120

Note:

Average FY2008-2014 Amount
Above /| (Below) PPT ($M)

House House

HB 2001 Oil & Gas Resources

FERC FERC Reasonable

$0 $0 $53

$0 $0 $53

$0 $0 $53

$0 $0 $53

$0 $0 $53

Volumes per OOR's Fiscal Note to HB 2001 (as of November 7,2007).



TIE Credits

WC ANS
Price

$40

$60

$80

$100

$120

Average FY2008-2014 Amount
Above | (Below) PPT ($M)

House House
HB 2001 Oil & Gas Resources

None 3 Years 3 Years
$176 $47 $47
$176 $47 $47
$176 $47 $47
$176 $47 $47
$176 $47 $47

Note: Volumes per OOR's Fiscal Note to HB 2001 (as of November 7, 2007).
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Estimated Average Effective Tax Rate on Gross Taxabhble Value

at Various West Coast ANS*Price Levels
(FY 2008-2014) '

(ANS P.ice in $2008)

ONE
Note: Volumes per DOR's Fiscal Note to HB 2001 (as of November 7, 2007).



Estimated Average Effective Tax Rate, GovernmentShares and

Revenue Impacts atVarious WestCoast ANS Price Levels
(FY 2008-2014)

Average ANS West Coast Price in Real 2008 Dollars: $40.00 $60.00 $80.00 $100.00 $120.00 $140.00 $160.00

Effective Tax Rate on Gross Taxable Value (Percent)

PPT 6.1% 10.9% 170% ! 227% 28.1% 33.2% 37.2%

HB 2001 9.9% 15.1% 203% i 252% 29.7% 34.1% 38.2%

i W B %R B B &6

Total Government Share of Not Cash (Percent)
PPT 60.5% 60.6% 62.7% 65.3% 67.8% 70.4% 72.2%

HB 2001 64.5% 63.5% 64.9% 66.8% 68.8% 70.9% 72.9%
60.9% 62.0% 64.9% 67.7% 70.5% 73.3% 75.7%

Fiuse ifil & Gas
61.9% 63.5% 68.2% 74.1% 79.9% 85.7% 91.4%

Marginal Government Share of Not Cash (Percent)
58.9% 63.7% 70.7% 75.9% 81.0% 86.2% 78.9%

PPT
HB 2001 59.7% 65.4% 70.7% 75.1% 79.3% 83.5% 84.9%
74.1% 79.5% 84.8% 90.2% 05.1%

use Qil &Gas 83.5% 68.5%
i&lﬂim% 61.5% 71.1% 86.6% 99.1%  1102%  121.3%  1324%

Annual Average Tax Difference Above/(Below) PPT (Nominal $M)
5423 5587 5635 J 5608 5493 S287 5423

HB 2001
5288 5638 | 5965 51,313 51,680 52,301

Fiuse ﬁil &Gas S42
5201 5656 51,668 ! 53516 55,964 58,965 $12,983

Note: Volumes per OOR's Fiscal Note to HB 2001 (as of Novembec 7, 2007).



Issue

Base Rate
Base Tax Rate

Progressivity
S/bbl Starting point
Tax/$ of Price Index
Average Value over
Applied to

Cap

Gross Value Floor
Base

Rate
Credits further reduce floor

tax?
Investment Credits
Investment Credits

Loss Carry Forward Credits
Transitional Investment
Credits

Dan E Dickinson, CPA
11/7/2007

Mal/ix Summary
Corrected 6 00 PM  ~—|\

Summary Comparison between Various House Approaches to Production Tax

Current Law
AS 43.55.011 (e) & (9)

AS 43.55.011(g) & (h)
$40 net
0.25%
month
net

AS 43.55.011(f)

AS 43.55.023
Taken in year of
investment

Yes

HB 2001 (ACES) House O&G House Resources
Bill Sections 15 8.17
25% I 25%
Bill Sections 17,18
$30 net $50 gross $30,40,50,60 net
0.20% 0.25% 2,.3,.4,.5%
year month month
net gross gross
25% of net 25% of gross none

Bill Section 15, 16, 31-36, & 41-42

Prudhoe; Kuparuk
10%
No

Bill Section 26-28, 38-44 & 63

1/2 in each of two Taken in year of

Taken in year of

years investment investment
25% rate in (e) (25%)
3 years of investment 3 years of investment
No instead of 5 instead of 5
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Summary Comparison between Various House Approaches to Production Tax

Current Law
AS 43.5S.02S

Issue
Exploration Credits

Rates

G&A Costs

DNR approval required?
Confidentiality of well data
Pre-existing well

"DNR TIE" Credits for pre
2003 seismic work?

State Purchase of Credits

HB 2001 (ACES) House 0&G House Resources
Bill Section 36-44
20; 40% 30;40%
bad acts | bad acts 1
Always Always
2 years 2years
Two consecutive Two consecutive
drilling seasons i drilling seasons
5% 5%

Bill Section 45 (AS

AS 43.55.023(0 & (g) 43.55.028)

oil and gas credit fund, oil and gas credit fund,

"appropriations made funded from production "appropriations made funded from production

Paid from: by law”
Annual dollar cap per

taxpayer? $25 million
ARM Board Purchases? nla

taxes by law" taxes
Yes (however ARM
none $25 million unlimited)
nla nla yes

Bill Sections 52-64

Allowable Lease Expenditures as43ss.i65
Use producer audits of Explicit repealed; Explicit repealed;
operators? Explicit Implicit Explicit Implicit
add violation of law,
add violation of law,  add violation of law,  (inc Clean Water Act]
Disallow bad acts II? yes lease or license lease or license lease or Iri]cense
no, other

except with state

Dispute resolution
Allocated

DR&R Allowed?

"Corrosion" Issue

Field Topping Plants

allowed? Yes

Off Lease allowed yes; other tests

3nn E Dickinson, CPA
11/7/2007

Hatnx Summary
Erected 6 00 PM

except with state except with state disallowances
No No No
$0.30 + unscheduled  $0.30 + unscheduled
events disallowed events disallowed

No No No
yes; other tests yes; other tests ! No (also in-state)
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Issue

Information

forward looking information

required

Disclosure of tax
information

DNR sharing royalty
information w/ DOR
DOR sharing tax
information with DNR

Statute of Limitations
State assessment must be
issued within

DOR Auditors
DOR & DNR auditors
exempt employees?

Effective Date
Generally

Retroactive to April 12006

Dan E Dickinson, CPA
11/7/2007

Matrix Summary
Corrected 6.00 PM

Summary Comparison between Various House Approaches to Production Tax

Current Law HB 2001 (ACES)

AS 43.05.230 and royalty BiII_Sections 2-9,11-13, 49
statutes &6

information
"necessary to forecast
.. revenues under AS
43.55", Penalty up to

none S1000aday.
if aggregated to
"prevent the
identification of if aggregated

particular returns." producer

deferred maintenance deferred maintenance

limited ability expanded ability
limited ability expanded ability
Bill Sections 1,14,50 new
AS 43.05.260 AS 43.55.075
3yrs 6 yrs
As 39.25.100 Bill Sections 10, 65, 67
no yes
Bill Section 64
nla Jan 12008
n/a issues

House O&G House Resources
information
information "necessary to forecast

"necessary to forecast ... revenues under AS

.. revenues under AS  43.55". Penalty up to
43.55", $1000 a day.

other if aggregated w/2 other ifaggregated w/2 other

producers producers

expanded ability expanded ability

expanded ability expanded ability

6 yrs 6 yrs
yes V
Jan 12008 Jan 12007

Loss carryforward, TIE
limitations, most cost

issues redefinitions
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Summary Comparison between Various House Approaches to Production Tax

Issue Current Law HB 2001 (ACES) House O&G House Resources

Downstream Costs As 43.ss.is0
3 criteria linked by 3 criteria linked by 3 criteria linked by

Reasonable v actual "and" "and" "and" 3 criteria linked by "or"
FMV (TSM not
Prima facie reasonable adjudicated just and
Taps Tariff Filed TAPS tariff Filed TAPS tariff Filed TAPS tariff reasonable)
Gas Ceilings thru 2022 As 43.55.011
Cl + gas used in the
Where Cl Cl non North Slope state

Additional Penalties newAs 43.55.020

Penalty for under estimated  IRS Penalties (i.e. IRS Penalties (i.e. IRS Penalties (i.e. 5% in addition to IRS
payments interest) interest) interest) Penalties (i.e. interest)

Intent Language

overall intent of legislation nla
long standing interpretation

of SOL na included no included
Half the money from

certain retroactive

applications to PERS and

public education fund nla no no included

no no included

tax savings from gas
ceiiings outside Cl passed ,
on tc ultimate consumers nla no no included

Dan E Dickinson, CPA
11/7/2007
Matrix Summary

Corrected 6 00 PM page 4
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Alaska Oil and Gas Association

121 W. Fireweed Lane, Suite 207
A0G JL Anchorage, Alaska 99503-2035
Phone: (907)272-1481 Fax: (907) 279-8114

TESTIMONY OF THE
ALASKA OIL AND GAS ASSOCIATION
TO THE HOUSE FINANCE COMMITTEE

REGARDING CSHB 2001(RES)

November 8, 2007

Mr. Chairman and Members of the Committee:

My name is Marilyn Crockett and | am the Executive Director of the Alaska Oil and Gas
Association (“AOGA”). AOGA is the trade association for the oil and gas industry in Alaska.
Our 17 members account for the majority of oil and gas exploration, development, production,
transportation, refining and marketing activities in the state. Our membership includes Agrium,
Alyeska Pipeline Service Co., and Alaska’s instate refiners. It includes companies new to this
state, hoping for the opportunity to explore. It includes companies that arc active today and do
not yet have production (but hope to in the future). And it includes companies that are producing
today and have been producing here for years.

As one of its important functions, AOGA provides a forum for its members to consider
regulatory and legislative proposals, and to reach agreement about industry positions on those
proposals. Normally, to establish an AOGA position, a 5/6 vote is required. This ensures that,
when AOGA voices a position, regulators and legislators can be assured that that position is the
position of the overwhelming majority of Alaska’s oil and gas industry.

But on tax issues, AOGA takes this approval process to the highest level. We take
positions about taxes only if there is complete consensus in our Tax Committee about what is to
be said. Every member receives a copy of each proposed statement on taxes while it is still only
in draft form, and if any of them objects lo something in a proposed statement, either that portion
of the statement is rewritten to satisfy the objection, or else it is deleted. My testimony today has
been developed and approved under this principle, with no dissent.

Throughout this special legislative session, individual companies have presented their
views bused on their operations and the impact of the proposed legislation to their individual
companies. The role for AOGA is obviously different, and we have focused our testimony on
two key areas.
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First, we’ve strived lo put into perspective the critical importance of continued and future
industry investment needed to address the most significant issue facing Alaska’s future—
declining production to the State of Alaska.

Second, through AOGA’s Tax Committee, we’ve provided very specific comments on
the numerous technical components of the versions of the legislation before each committee.
We’ve relied heavily on the expertise and experience of our Tax Committee members who have
years of experience operating within the state’s tax structure. Given the release of the House
Resources Committee version of HB2001 just I'/i days ago, there simply hasn’t been time for us
to develop the quantitative assessment of the technical components in time fur this morning’s
hearing. We are continuing our work in this area and will submit that analysis into the record as

quickly as we can for your consideration.

We've heard it said repeatedly that our industry will “game the system” to take unfair
advantage of the State — even lo the point, some have asserted, of improperly claiming costs for
lobbying, advertising or donations to Alaskan charities, despite assurances by the Administration
that those costs are not allowed under the present law and will not be tolerated on audit.
Accusations of “gaming the system” implies the companies will cheat on their taxes and cheat on
the way they do business, if they think they can get away with it. Not only is that against the
law, it is an insult to the integrity of the thousands of honest Alaskans who work in our industry.

Second, wc all probably know, or know of, individuals who “game the system” a little bit
when they report and pay their own income taxes to the IRS. They might pad a deduction, or fail
to include cash income they got, or fudge their lax a little in some other way. To the extent
someone might do this, it is because he or she feels the odds of being audited and caught by the
IRS are small enough to make it worth taking that chance. But do you know anyone who would
"game the system” if the chances of being audited bv the IRS were 100 percent? Of course not.
Well, oil companies arc audited twice. First, by each other to ensure no unnecessary or inflated
costs arc charged to one another when they jointly operate a field. And these audits are every bit
as aggressive as the IRS in making sure no costs arc improperly included in the bills they have to
pay. Second, oil company returns arc audited for every state lax they report and pay to the State,
for every tax period. The State’s present oil and gas tax auditors are smart, experienced and
professionally qualified, and we expect the new ones to be hired will be equally good.

Most recently, we hear it being said that the Gaffney Kline economic model shows
Alaska can safely raise the production tax far beyond PPT’s current levels without jeopardizing
investments for the North Slope. I'm no expert, so 1left their Capcx Multiplier, Opex Multiplier
and Production Multiplier at 1(X)% so | wouldn’t exaggerate the model’s outputs. Then, when |
plugged zero in as the value of the oil, the model came up with the totally unexpected result that
the producer’s internal rate of return is 156 percent. This was so incredible when Isaw it, let me
repeat it: the model shows an internal rate of return of 156% for the producer when you set oil
prices at zero. Try it yourself. And, just as amazing, it shows the State’s net present value to be
SI billion at a price of zero. So this made me wonder what the model shows if | plugged zero in
as the volume of oil being produced, instead of plugging it in as the price. The model still
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calculated the same wonderful internal rate of return of 156% for the producer, and the State’s
net present value had actually increased to $1.3 billion. Ifall activity on the North Slope were so
spectacularly profitable even with no production or with oil prices of zero, then the whole world
would be beating a path to Alaska’s door to get a piece of that action. But the whole world is not
on its way here, and this plain fact proves there must be something wrong.

I’m not saying these surprising results prove the modei is wrong. Instead, I’'m saying
that, if it is correct, then these results show there must be some very significant limitations as to
the proper use of the model and the meaningfulness of its results. In the time since it was first
demonstrated, we have repeatedly heard legislators and members of the public alike citing the
model as proof that Alaska could raise its production tax rate to 50% or more of the “net value”
without affecting investment. Such statements are not correct, and they reflect a serious mis-
impression about how the model can properly be used and about what it actually shows. In
addition, the model appears to have inflated production volumes and has conveniently left out
future operating and capital expenditures necessary to keep the well (lowing, facility tie-in and
operating costs from the rest of the infrastructure, future abandonment costs, etc. Wc find it very
troubling that a model that is so narrow in its focus, and that considers only one type of
investment opportunity in Alaska, is perpetuated to represent the total investment suite of
opportunities available in Alaska.

If Alaska oil and gas opportunities are so profitable, according to the Gaffney Kline
model, then why is production less than one third of its peak, and why have we only produced
less than one quarter of the oil potential in Alaska? Even Pioneer and ENI have recently
requested royalty clicf for their developments. Doesn’t that send a message on the challenges
facing new explorers and future development of Alaska’s resources? We believe that the focus
needs to be on how to encourage the increasing investment needed to develop Alaska’s resource

potential. Increasing taxes will not help.

The realities that confront Alaska are these: First, nearly 90% of the discretionary money
that the State is spending this fiscal year is coming from oil production, and the Department of
Revenue ("DOR?™) predicts that oil revenues will account for over 80% of the Stale’s unrestricted
discretionary revenues through Fiscal Year 2013, and 70% or more of those revenues from FY
2014 to the end of its forecast period, FY 2017.1 These percentages arc before factoring in state
revenues from a natural gas pipeline and from its associated natural gas production. Oil
production has been, is today, and promises to remain the cornerstone of the finances of state

government.

Second, production decline is eroding this cornerstone. On the next page is a graph
showing how the average daily production rate for North Slope oil has become less and less
since FY 1989. It is a historical fact that, on average from FY 1997 to FY 2007, North Slope
production each year has been 6.2% less than the year before, while Cook Inlet oil production
declined at an average of 8.0% a year.’
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Third, it is going to cost billions and billions of dollars to slow this decline down. The
North Slope’s historical decline of 6% a year has occurred despite industry’s investment of over

Fiscal Year

two billion dollars a year to produce more oil. Slowing the rate of decline below 6% will
require each year massive increases beyond industry’s already substantial, historic level of
investment. We believe the investment level needs to increase to be over $3 to $4 billion to
mitigate production decline. That is almost double the current level of investment being
undertaken. Even the DOR’s production forecast shows what increasing level of investment is
needed. How do you attract the significant increase in investment needed? We don’t believe
increasing taxes will attract more investment, we believe it will slow down the investment levels
needed. Increasing taxes will reduce the attractiveness of new projects and opportunities.

The difference between an ongoing decline of 6% a year and, for instance, 3% may not
sound like much, but the difference for Alaska’s future is profound. At present it set. ms the
ultimate limit for North Slope oil production may be determined by the minimum capacity r.
TAPS to pump oil through the pipeline. The new pumps that Alycska Pipeline Service Company
is installing along the pipeline have a rated minimum capacity of 200,000 ba<*rels a day,
according to testimony cited during the House Resources Committee’s hearings last week on HB
2001. However, the president of Alycska earlier this year said publicly that the pipeline’s
minimum capacity with the new pumps will be about 300,000 barrels a day.’

Whatever the mechanical threshold may actually prove to he for the new pumps being installed, it is generally
expected that some new way will he found to operate TAPS at throughputs below that threshold.
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Whether the new pumps’ operating threshold is 200- or 300,000 barrels a day, the point is
the same: There is a big difference between a 6% decline and 3% in terms of how long it would
take to get to either threshold from this fiscal year’s projected level of 740,000 barrels a day.3
Below are two graphs that show how big this difference is. | should emphasize that these charts
are not predictions. They show only the purely mathematical results that flow from the decline

rate one chooses.4

Annual Daclina Rata Annual Daclina Rata

The chart of the left shows the time to decline from 740,000 barrels aday in FY 2007 to a
200,000-barrel-a-day threshold, the one on the right shows the time to gel to 300,000 barrels a
day. At a 6% rale of decline the 200,000-barrel threshold is hit in 21 years, but at a 3% decline it
would take 43. If the threshold is 300,000 barrels a day, it would be hit after 15 years at 6% and
30 years at 3 percent. For either threshold, the difference between 3% decline and 6% decline
gives enough additional time for almost an entire new generation of Alaskans to grow up. When
AOGA says the choices facing this Legislature can affect the next generation, we mean it

literally.

Fortunately for Alaska, the opportunities exist that should allow the rate of decline lo be
slowed below 6 percent. These opportunities are in oil and gas exploration, in the development
of the huge resources of heavy and viscous oil that are already known to exist, and in the renewal
and continued development of the existing fields. In our testimony before the committees
previously considering this legislation, we have explained how all three kinds of investment in
production will be needed if Alaska is to meet the challenge of production decline. The pattern
and timing of the cash flows are different between one kind of investment and another, as is the
amount of risk that each entails. But one thing is certain, they are all needed to maximize the
resource recovery for Alaska.

One point that hears repealing is that the heavy and viscous oil resource lies within lhe
areas of the so-called "legacy fields,” as does the preponderance of the remaining opportunities
for squeezing more “conventional” oil out of currently producing fields. The renewal of the
existing fields will become increasingly important, as the existing production facilities need to be
adapted, retrofitted or perhaps even replaced in order to be fit for service for the coming decades.
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At the same time, in-fill drilling to drain the spaces between the existing wells, or develop new
oil, offers the best promise of slowing decline in the short term. The pattern and liming of the
cash flows are very different between in-fill drilling and renewal of major production facilities
on the surface. So even within a classic "legacy field” without considering its resource of heavy
and viscous oil, there is significant variation among the investments to be made, the economics
for those investments, and the incentives for them. It would be a serious mistake to treat the
“legacy fields” as economic monoliths, impervious to how they arc taxed and unaffected by the
incentives that may be granted them or withheld.

The last point | would like to make today is about destabilizing the investment climate
here. In 2005 Governor Murkowski disregarded procedures established by regulation (15 AAC
55.027) and ordereo DOR to aggregate certain fields within the Prudhoe Bay Unit, including
fields with heavy oil in the West Sak formation, with the main field for ELF purposes. The
result was an administratively created change in the tax law of over $120 million a year. Last
year the Legislature enacted the PPT, further increasing the production tax by over $800 million
during the last nine months of 2006 alone. And it did this retroactively back to April first of last

year.

Now the Resources CS before you proposes lo increase the production tax yet again, and
even more massively — on the order of $1.5 billion over even the PPT each year at $80 real oil
prices, according to DOR’s fiscal note for the Resources CS. And, once again, it being proposed
to make this change retroactive, this time to the first of this year.

As lhave explained, you have been allowed to have serious misimprcssions about what
the Gaffney Kline mode! really shows and about how limited its proper use actually is. These
misimprcssions have, in turn, led to a serious underestimating of the effects of this newest
change on future investment decisions about exploration, heavy and viscous oil development,
and the renewal and ongoing development of existing "conventional” fields. The laws of
economics say there will be adverse impacts on investment decisions here if the Mouse CS

becomes law.

It is unfortunate that so many in the public, and even in the falls here, do not believe the
warnings being given by the explorers and producers here. Perhaps even this AOGA testimony
will change no one's mind. But | have to hope it will. The future of Alaska is at stake, and we
urge this Legislature to pull back lo safer ground.

Thank you for giving AOGA this opportunity to testify.



AOGA Testimony to House Finance
November 8, 2007
Page 7

Endnotes

1 DOR, Revenue Sources Book Spring 2007, p. 17, Figure 2-13 (‘Total Unrestricted General Purpose Revenue, FY
2006 and Forecasted FY 2007-2017"), column captioned "Percent From 0il".

" When production declines at x% a year, this means the production rate after one year (P\) is (1 -x% ) of the
initial production rate (Po), 0F P, = Pox (1 - X%). After the second year the production rate (P2)is (I - x%) of the
rate after one year of production, orP2 = P\ x (1 - x%) = |[FOx (1 - x%)1x (I -X%), which can be simplified as
P2 = pox (1 - xwvo)2. After 10yearsof decline, the rate Pjo is Pox (1 -X % )io. North Slope production was 1.404
million barrels a day in FY 1997 and 740 thousand barrels a day in FY 2007, while Cook Inlet produced 37 thou-
sand barrels a day in '97 and 16 thousand barrels aday in '07. see DOR, Revenue Sources Book Spring 2007, pp.
97-98. So for the last 10years of North Slope production decline,

.404,000x(l -x% ) = 740,000.
Dividing both sides of this equation by 1,404,000 gives:
(I -X%)10= 740,(XX)/1,404,(XX) = 0.5271.

One can solve for (1 - x%) by taking the 10th root of both sides of this latter equation:

Vi(\-X %) = '"0.5271. or
(I -x%) = 0.9380.

Since (I - x%) is the same as 1- A'%, one can subtract 1from each size of Ihe equation to get:
-x% = -0.0620.
and then dividing both sides by -1 yields:
X% = 6.20.

In other words, the tale of decline averaged 6.20% a year for the North Slope. Ihe same calculations for Cook Inlet,
using beginning and ending production of 37,(XX) and 16,(XX) barrels a day respectively instead of 1,404,(XX) and

740,(XX). yields an average annual decline rate of 8.0 percent.

1 DOR.1 nue Sources Book Spring 2007. .

4 Mere is Ihe math for the 3(X),(XX)-bnrrel-a-day threshold shown in the right-hand graph: From the analysis in

Endnote I above, we know that for a given decline rate r. the volume of production after N years of decline is P x
(I'- ryn. So foreach decline rate in the table, you use that as the value of r in the formula, and then you solve for,Y
as the value of N that gives 3(X),(XX) barrels a day as the rate. The equation for this is:

740,(XX) x (L - R)x = 3(X),(XX).
When you lake the logarithm of both sides of this equation, you get the following equation:
log|740,(HX)x(I -/?)* = log|3(X),000J.

The reason for using logarithms is that they have the properly that the logarithm of two numbers being multiplied
together equals the sum of the logarithms for each of them, while the logarithm of a number raised to an exponent x
equals x limes the logarithm of that number. Using this gives the following restatement of the prior equation:

log|74(),(XX)[ + Yxlog[(I-/?)] = log[3(X),(XX)].
Subtracting log|74(),(XX)| from both sides of the lust equation yields the following: (continued on next page)
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Xx log[(l -/?)] = log[300,000! -log[740,000].
Now you can solve for X by dividing both sides of the last equation by log[(l - /?)], which yields:
_ log[300t000]-log[ 740,000]
log[(1 -R)]

By plugging the decline rate of your choice into this last equation as the value of R, the value of A can be calculated
by simple arithmetic and a set of logarithm tables, or with a calculator or computer that can compute logarithms.

This s'raightfoi ward calculation has been done for each of the decline rales shown in the right-hand graph. The
equations and arithmetic are the same for the left-hand graph, except that 200,000 replaces 300,000 in the equations.



Comments On ACES Petroleum Tax Proposal, October, 2007
By Ken Thompson, Managing Director. AVCG/Brooks Range Petroleum

Personal Background

For the record, my name is Ken Thompson. | reside at 12031 Lilac Drive,
Anchorage, Alaska. |am the Managing Director for Alaska Venture Capital Group, or
AVCG LLC, an independent oil exploration company formed with a sole focus on the
North Slope of Alaska. AVCG is a privately held member LLC comprised of private
equity investors made up of 15 independent oil and gas companies and individuals
from Kansas and me as an owner/member partner from Alaska. AVCG has a
technical and operational services’ subsidiary company called Brooks Range
Petroleum, with offices and staff in Anchorage. In Alaska and on the North Slope, we

operate under the name Brooks Range Petroleum.

AVCG has lease holdings and explores currently only in Alaska...and nowhere else.
AVCG/Brooks Range Petroleum likes to think of our company as “Alaska’s

Independent Oil and Gas Company.”

AVCG LLC has been very active in the past seven North Slope areawide lease sales
and active in acquiring acreage held by other companies where we see potential.

We and our partners currently hold over 300,000 acres of exploration leases in five
exploration prospect areas on the Slope. Our exploration strategy is to explore in the
central part of the North Slope for fields in the 10-100+ million barrels range, fields
that may be too small for the giant producers but satisfy as niche fields that can be
"company makers"” for a small independent. We believe there are hundreds of
millions if not billions of barrels of oil left on the central North Slopo in smaller fields of
this size for small independents like ours that want to take this type of exploration

risk.

Last year, AVCG LLC announced joint venture agreements with two Canadian
independents, TG World Energy and Bow Valley Energy, and with a private
exploration company from Houston, Ramshorn Exploration. Together, as working
interest co-owners we are exploring the central part of tho North Slope.

In the winter of 2006, AVCG participated with an ownership interest in the Cronus
exploration well about 10 miles southwest of the Kuparuk Field, operated by Pioneer

Natural Resources. Unfortunately, that well was a dry hole.

This past winter for the first time, our operations subsidiary, Brooks Range Petroleum
operated the drilling of two exploration wells for our working interest partners in the
Gwydyr Bay area of the North Slope, just northwest of Prudhoe Bay. One well, tho
Sak River It1, was a dry hole, but we wore excited to announce earlier this year that
our Northshore 111 well northwest of the Prudhoe Bay Field did strike oil. We plan to
complete and test this well this winter. In addition, we ran a 130-squaro mile 3D
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seismic survey over our acreage and surrounding area in the Gwydyr Bay area on
the North Slope. In total this past drilling season, our JV Group invested over $44

million on land, seismic and drilling activities.

This winter our Joint Venture Group will be among the most active of explorers as we
plan to shoot over 200 square miles of new seismic data on the extreme western and
eastern sides of the Central North Slope and to drill up to four exploration wells. We
plan to test the Northshore #1 well and also drill one or two other exploration wells
nearby to see if we can discover a sufficient volume of oil to warrant a commercial
development at Gywdyr Bay. We will drill our Tofkat #1 well south of the Alpine Field
and also drill a fourth exploration well on a prospect to be named. In total, our group
will spend over $40 million in seismic and exploratory drilling in winter 2008. If our
Northshore oil completion test is as suspected and one of the wells strikes oil close
by, we may proceed with Northshore development with more substantial capital

investment in the second half of 2008.

My comments today represent the perspectives of a small, independent exploration
company that is actively exploring on the North Slope with a good level of activity,
generally on prospects that because of smaller size no longer interests the major
companies. At the end of next drilling season, AVCG since 1999 and our partners
since last year will have jointly invested over $100 million in Alaska even though none
in our group have generated any revenues yet from Alaska oil, so we sincerely
appreciate being listened to. We think in the long run we can bring substantial,
incremental value to the State of Alaska. Please wish us good luck.

Many of you also know me as the past President of ARCO Alaska, Inc. from 1994-
1998. lalso served as Executive Vice-President for ARCO and head of global oil and
gas exploration for ARCO. |do have exploration and production expenence in 10
U.S. states and in over 20 countries throughout the world, so I'll also share my
perspective in how | see the ACES bill in the context of competitiveness in the United

States and in the world.
General Comments On ACES Legislation
At this point, | would like to address various key points in the ACES legislation.

First, our company prefers that the PPT be allowed to run its course in the next few
years, and that ACES not bo approved with its current provisions. |agree with Dr.
Pedro van Mours that in the light of declining oil production in the state of Alaska and
prospectivity trending to smaller field sizes, the State should not once again increase
its taxes after having done so last year. | will tell you that when recruiting companies
to join in our Alaska ventures in 2005 and 2006, many were concerned about the
threat of tax increases in Alaska. PPT proved tax increases were riot a threat but a
reality. Adding yet another tax increase via the ACES bill this year shows instability
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in Alaska’s tax policy which results in uncertainty and risk when making investment

decisions.

| heard that consultant Daniel Johnston differed strongly from Dr. van Meurs and
urged the oil industry to understand the “cloud of corruption” over the existing
Petroleum Profits Tax, or PPT, and that this alone provides a good reason to change
PPT. Ichallenge Daniel Johnston that the bushel should not be thrown out because

of a few bad apples.

In fact, last year during the PPT debates, | recall those who are guilty of paying
bribes and some who are accused of taking bribes actually supported a 20% base
tax rate, not the 22.5% base rate that was finally adopted. In fact, I'd like to think that
the almost all in the Legislature and in Industry were honest, that they could be
trusted in their deliberations last year, and that the final answer of PPT was a good

answer and an honorable answer.

It is also very important to keep in mind that the progressivity tax was added at high
oil prices to drive the leal tax rate to even higher levels than 22.5%, with a range
exceeding 30% now possible at certain prices. And let’s not forget to tack on the
royalty, the corporate tax, the ad valorem property tax, and environmental and
permitting fees. It appeared to me that the checks and balances in the system
worked in the Legislatuie last year, and | applaud the honesty of the legislators who

in the end made a positive difference.

But I sit here feeling as if the honest and trustworthy investors in this industry are

being punished alongside the guilty. | personally think this will have negative
consequences for Alaska in the long haul in relationships and even in sustainable

increased value.

But | am politically astute enough to knew that the ACES train is moving fast down
the track, so | can stand out of the way or jump on board and try to make the ACES
bill better before we reach derailment in the long-term relationships between this

industry | love and this State | love.

So, | have some suggestions of things not to change and things to change in the

ACES proposal.
Five Things NotTa Change In ACES

1) Keep the exploration and development investment tax credits. For a
small explorer startup company like AVCG LLC, the exploration economics
with the exploration tax credits ranging from 20-40% as provided by PPT and
with ACES are more favorable with an improvement in tho investor’s rate of
return as compared with Alaska’s old severance tax system. Near-term cash
flow because of the investment tax credits is higher which improves the return
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on investment. Plus refund of cash to companies like AVCG and our working
interest partners via the credits mean that we can apply that cash to our
capital budget the next year to run adequate seismic and do additional drilling
that increases the chance of more oil production and reserves for us and for

the State.

Likewise, the credits for losses fora startup company like ours while we
establish production and also the development investment credit can take
substantial risk out of development of smaller fields that our company is
focusing on. May of these smaller fields can add up over time and provide

significant incremental revenue to the State.

2) Keep the “standard tax deduction/exemption” for smaller companies.
The “Small Producer Tax Credit” that exempts up to the first $12,000,000 in
production taxes for smaller companies can allow us to return a larger share of
our annual cash flow for exploration and investment wnile we build the
company to a critical mass of reserves and production necessary to expand
staffing and have a routine level of major capital spending each year.

3) Keep the new ACES tax credit allowance for qualified delineation wells.
A new proposal in the ACES bill that was not in the PPT law is the possible tax
credit allowance for the investment in up to two delineation wells following a
discovery. This would be very helpful to small explorers as well as for large
companies on the North Slope where often one well is not enough to
determine if field size is large enough to warrant development.

A real case in point is that should wo have a discovery this corning winter at
our Tofkat exploration well on the western side of the Slope, we will have to
drill one or two delineation wells to confirm if field size is sufficient to develop
tho resource at this remote location. Often, due to the nature of those
complex stratigraphic traps whore sands unpredictably come and go. the
delineation wells can be almost as risky as the initial exploration well. Having
a credit where tho Slate, in a real sense, is sharing in the risk will - | think -
expedito delineation of now fields and advance development for revenues.

4) Keep the revised progressivity tax rate at 0.2% per dollar increase in oil
price. The PPT lax law had an incremental tax rate of 0.25% per each dollar
increase in oil price above a trigger price while the new ACES reduces this
incremental tax rate to 0.2% per dollar increaso in oil price at a trigger prico.
While we can debate all day long tho competitiveness of Alaska's tax rate with
other countries’ fiscal systoms, giving somo reduction in this surcharge keops
the government take at more reasonable lovols. However, as I'll outline
below, | would change the ACES triygor price back to $40 por barrel not and
not tho proposed $30 por barrel not if Alaska wants to bettor balance rovonuos
with industry capital investment at low pricos as I'll more fully discuss.
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5) Do establish the Oil and Gas Tax Credit Fund for the purposes of
purchasing certain tax credits from explorers and producers. This ACES
provision would establish a procedure and standard for appropriation into this
fund and management of this fund. Having a clear and transparent way for
small explorers to receive their credits at full value is extremely important for
AVCG to then be able to plow those credits back into seismic and exploration

on the North Slope.

Four Things To Change In ACES

1) Change the recovery of tax credits from two years as proposed in ACES
back to the recovery of credits in one year currently provided for in the
PPT law. In the PPT law, a company could file for the various credits, and if
approved, would receive those full capital credits not to exceed credits of $25
million per company. In the new ACES law, while the cap has been removed
which is very positive, the credits are refunded over two years instead of over
one year, e.g., 50% of qualified credits can be applied for in the first year once
a well is completed or abandoned and 50% in the following year.

For a small company like ours, this will definitely affect our capital spending in
a given winter as we plow all the credit refunds back into seismic or
exploration drilling. As a very real example, AVCG and our working interest
owners are projecting to spend $41 million in seismic and exploration drilling
this coming winter and likely around the same in 2009. We calculate that we
could receive $16 million cash in qualified credits in mid-year 2008. So
essentially, our working interest owners are planning to provide cash out of
pocket of $25 million for the 2009 drilling season; this is a fixed number based
on cash availability in these small companies to spend toward the Alaska
portfolio. If the State refunds only one-half of this credit in the first year, or
only $8 million instead of $16 million, AVCG and our partners will still provide
$25 million out of our pockets as now planned and budgeted...meaning our
overall spending in 2009 will be $33 million, not $41 million, i.e. $25 million
from our available funds and only S8MM from the State. This would mean one
less woll that will bo drilled by our group in 2009. And one less chance for
another discovery that eventually could provide revenues to us all. With small
companies, this is just tho way our cash flow situation works. And for some of
our AVCG investors like me, when | say “out of pocket,” | mean "out of

pocket."

So, wo hope the full credit can bo applied for and refunded in a given yoar.
We hope this happens for all of industry. As an innovative compromise,
however, the Legislature may consider a "Small Company Refund" provision
that allows for companies that meet tho no production or low production
moasuros in tho "Small Company Tax Credit” provision of tho PPT law - that
remains in ACES - to rocoivo tax crodit refunds that aro fully refunded in tho
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first year for qualified costs. Once a company grows in production beyond this
"small company" measure with more substantial cash flow, perhaps refunds of

50% each year would apply as outlined in ACES.

2) Change the base tax rate in ACES from 25% back to the PPT tax rate of
22.5%, and re-review again in 2011 after some time has passed as
allowed for in current law. As | mentioned in my introduction, | felt the
22.5% base tax rate was reasonable. And the real tax rate is much higher
with the tax progressivity factor. But what is fair, and how exactly is “fair"

determined?

| saw a copy of a presentation entitled "Guiding Principles For A New
Production Tax System” by the Department of Revenue urging the changes in
ACES, arguing that the average government take in various international
countries averaged 67% for all types of fiscal regimes internationally,
averaged 74% for production sharing agreements, but only 55% for tax and
royalty regimes internationally. Somehow, the Department of Revenue
representatives concluded an average of 68% as provided for in ACES would
be close to the average of 67% for all types of regimes internationally.

First, the average recommended to Alaska is the average of all regimes, i.e.
the averaging of government take from tax and royalty regimes with the
government take from production sharing agreement (PSA) regimes. In some
countries that | worked in that had production sharing regimes, the risk profile
for capital development was often much different that in regimes that use a tax
and royalty regime such as Alaska. In PSA countries, it was not unusual for a
producer on capital projects to have a very low initial tax burden until the
capital investment was fully recovered plus a negotiated rate-of-return was
achieved. Then and only then was the government take increased
substantially...thus giving the average take for such countries as 74%. But the
risk profile was often much better than Alaska, i.e. there was up front recovery
of capital and a preferred investor rate-of-return. That is not the risk profile of
Alaska when a company first has production...tho ACES high tax rate and the
added progressivity tax will start immediately along with royalties, corporate
taxes, property tax and other charges rather than allowing for recovery of
capital and a contractual rate-of-roturn.

As another distinction, most of the individual people and company investors
specifically in AVCG, LLC, do not consider international regimos as areas to
consider as competition for our investment dollars with Alaska. Rather, the
main competition for most AVCG Owners’ cash is in other atos in tho U.S. |
found it astounding and concerning that the average of 67% for all
international rogimos did not consider weight-averaging in tho major American
producing states. As examples, tho current govornmcnl takes in tho Gulf of
Moxico offshore - one of tho main competing areas for Alaska investment
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dollars - averages 45%. This is under consideration by the U.S. government
for increase, but it is highly doubtful with the boom going on in deep water
exploration and development that the U.S. government would increase the

government take from 45% to 68%.

In other producing states that compete for investment by our AVCG investors,
the state and federal combined government takes in 2006 were as follows and

averaged 45-57%:

U.S. Gulf of Mexico 45%
Colorado 51%
Wyoming 52%
Kansas 53%
Texas 53%
New Mexico 53%
Oklahoma 53%
California 53%
Louisiana 57%

To my knowledge, these states do not have the added progressivity surcharge
tax which further separates Alaska in government take from these competing
states. | would argue that Alaska should have a government take of 55% if we
were to maintain long-term competitiveness with these other states for
investment dollars. Having said that, some of these states do not have the
prospectivity of Alaska, so Alaska could command some premium in take, but
certainly not as high as being proposed in ACES.

If Alaska set a government take at 60% to the government and 40% to the
investor, the ACES legislation should be amended to allow for a base tax rate
of 22.5% not 25%, should be amended to allow for a trigger price of $40 per
barrel and not $30 per barrel, and the incremental progressivity tax rate
increase should be 0.2% per dollar.

3) Change the trigger price to $40 per barrel net and not $30 per barrel. If
the government take is to be the fair and equitable 60% and not tho unfair
68%. the trigger price should stay lhe same as in the PPT law, i.e. $40 per
barrel not. If Alaska is to share in high prices with the progressivity surcharge
tax, then Alaska should share in the pain of low prices. To amend the trigger
price lower when and if prices collapse will bo a false economy measure for
tho State of Alaska. When prices fall and a company’s cash flow is sharply
reduced, capital spending will fall. A "doublo whammy" lo bo taxed more with
a progressivity tax at lowor prices further roducos the amount of capital for re-
investment.
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4) Consider some type of “Transitional Investment Expenditure (TIE)” tax
credit. This provision allowed for in PPT was repealed in ACES. While this
provision does not greatly benefit our company, AVCG, because we did not
have large seismic or exploration drilling costs between March 31, 2001, and
April 1, 2006, it is important to other major investors in Alaska

As an example, the largest explorer and developer in Alaska, ConocoPhillips,
now with the ARCO heritage assets was hardest hit in tax exposure with the
change from the old severance tax law to the PPT and now to ACES. | simply
think allowing a good steward who is the largest explorer in Alaska some
transition allowance to ease the pain of greatly increased taxes is the right
thing to do and can only build better, more trusting relationships.

Again, this provision does not greatly benefit our company, however.

Concluding Remarks

This concludes my remarks. | tried to share the perspective of an independent
exploration company that only invests in Alaska. My ultimate wish would be for the
State to leave PPT alone and re-review it under the law as planned in 2011 or
perhaps even in 2010. But if the ACES train has left the station and cannot be
stopped, | urge you to at least consider the five things our company would not
change in this bill and the lour things we would change.

The above comments are offered with a hope that there can be an eventual win-win
solution to this complex subject of tho State realizing more revenues at higher prices
while attracting exploration and development investors who can also realize upside at
higher prices for the substantial risk they have taken in the remote and harsh
environment of the North Slope. In the end, | hope both sides get a fa! and equitable

share at all price levels.

And my comments are offered with the highest sincerity that the State and Industry
can someday restore a mutual trust at all levels.

| sincerely thank you for the opportunity to present my comments, and | would be
happy to take any questions.

Respectfully submitted,

Ken Thompson
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Alaska’s Future

*Alaska has significantresource potential
Produced 17 billion barrels of oil, world class result, production today 1/3 of peak

Undiscovered technically recoverable resources - 53 BB oil; 259 TCF gas

Alaska's world ranking of proved reserves is declining - 14th in 1977, 30th today

Prudhoe Bay/Kuparuk > 70% of North Slope production - hubs for future opportunities
*Alaska's high costenvironmentchallenges pace ofexploration & development

Severe arctic conditions, remote, sensitive environment, exploration restrictions

Effective application of technology critical

*Alaska & industry collaboratively need to create a resource development policy

DOR North Slope Production Forecast

(Spnng '07 Update)
1400 In 10 years, 75% of

- DOR "Currently Producing" forecast requires significant Investment
- Tax increases puts all future development at risk . . .
oil production will

1200
come from new

investments. Such
production will need
> $30-40 Billion of
new investments

0
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Alaska Needs a Long-Term Resource Development Policy

«We propose a collaborative approach

resource policy:

Characterization of state-wide resource potential

to develop a sustainable long-term

Identification of key issues challenging exploration and development

Determination of key factors that impactresource value

Establishment of goals and measurementof progress

A fiscal policy that will encourage developmentofremaining resources

Regular meetings with industry and agency representatives

Alaska Resource Assessment
76 Billion Barrels of Oil

Does not include additional 259 Undiscovered

TCP of potential gas (43 BBOE) Potential™*
Remaining
Produced

SOURCE. USGS, MMS, DNR " moan undiscovered technically recoverable resource

How do we
commercialize
Alaska’'s full
resource potential?
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Fiscal Predictability Is Im portant

* Industry needs a predictable fiscal environment

Investments are capital intensive and typically evaluated over decades

« Changing fiscal environment for capital projects reduces attractiveness

of investments

Forevery well or project not progressed, production and State revenues are forgone

e Supportthe conceptofanethbased tax

PPT has only been in existence for slightly more than one year

Department of Revenue has notcompleted regulations or started an audit
Willing to work with DOR and its auditors to improve understanding ofjoint interest

billings

Policies established today will
impact attractiveness of

potential future projects

Ej*onMobil



Proposed Tax Increase More Comoplicated

* Proposed CS HB 2001 creates greater uncertainty
Additional reporting requirements for exploration tax credits - credit qualification
linked to release of proprietary information
Exploration confidentiality protection diminished
Additional information requests ambiguous - “other records and information the
department considers necessary....”
Actual transportation costs versus “reasonableness” standard
Qualified lease expenditures restricted to those incurred on the lease producing
oil orgas
Disallowance/Limitation ofcosts associated with refineries/crude oil topping

plants

Proposed changes increase complexity and costs

Ej”onMobil



Proposed Tax Increase Significant

* Proposed CS HB 2001 increases administrative burden for

Departmentand Industry
Increasing statute of limitations from 3 to 6 years

Elimination of requirement for JI Billings as starting point for audits

* Proposed CS HB 2001 unreasonably excessive
Reduction of transitional tax credits
Excessive late filing and document submission penalties

Publication of proprietary tax information

Attoday's prices
« ACES would increase production taxes by 350% since 2005

« CS HB 2001 would increase production taxes by 470% since 2005

E~onMohbil
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TESTIMONY OF CRAIG HAYMES
ON PROPOSED CS HB 2001 (RES)
TO THE ALASKA HOUSE FINANCE COMMITTEE

NOVEMBER 8, 2007

INTRODUCTION

Mr. Chairman, members of the committee:

Good morning. For the record, my name is Craig Haymes. |am the Alaska
Production Manager for ExxonMobil, a position | commenced in January of this year. |
reside in Anchorage with my family. | want to thank the committee for the opportunity to

express ExxonMobil’s views regarding the Administration's proposed tax increase.

| would like to state at the outset that ExxonMobil believes the current PPT tax rate and
the increase proposed by the Administration will not result in the additional investment
needed to maximize the development of Alaska’s resources. When you consider

Alaska’s resource potential and the current production decline we do not support the tax

increase proposed by the Administration.

ExxonMobil has had a presence in Alaska for over 50 yeais and has been a key player
in Alaska’s oil industry development, spending and investing over S20 billion dollars.
We are currently active with our co-owners at Prudhoe Bay. Kuparuk. Duck Island,
Granite Point and Point Thomson. Our current working interest share of oil production

in the State is approximately 150,000 barrels per day and we are the largest owner of
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discovered Alaska gas resources. We look forward to working with Alaska for many

years to come.

Alaska has significant undiscovered resource potential in both oil and gas; but oil
production is declining - today it is one third of the peak of over 2 million barrels per day
in 1988. Increasing investment in Alaska is needed to mitigate oil production decline -
Government and industry have a common goal - to maximize economic resource
development, both oil and gas. Challenging this significant resource potential, and the
pace of exploration and development, is Alaska’s high cost environment. For any

investor, higher costs reduce attractiveness of opportunities.

ExxonMobil believes technology is the lifeblood of the industry and the key to unlocking
Alaska's future resources. Historically, the effective application of technology by
ExxonMobil and other companies has proven to be successful in reducing costs for the
exploration and development of Alaska's resources. Significant long term research and

development of technology will be required to realize Alaska’s resource potential.

The full development of Alaska’s resource potential will require Government, the
industry, and the people of Alaska to work together to enhance the development of
Alaska’s resources. We believe that Alaska needs to create a long-term resource
development policy, a policy that will encourage increasing investment needed to
mitigate production decline, a policy that recognizes Alaska’s high cost and challenging

environment, a policy that will encourage the full development of Alaska’s oil and gas

resources.
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ALASKA RESOURCE POTENTIAL IS SIGNIFICANT

According to the US Geological Survey and the US Minerals Management Service,
Alaska still has undiscovered technically recoverable resources of over 53 billion barrels
of oil. This is in addition to the Department of Natural Resources estimate for known
remaining oil resources of 6 billion barrels. When you consider this resource potential,
Alaska has only produced one quarter of its oil potential. Alaska still has the potential to
produce another 59 billion barrels of oil. Expanding the resource assessment to include

gas almost doubles th'S undiscovered potential on an oil equivalent basis. Alaska has

significant oil and gas resources.

Alaska Resource Assessment
76 Billion Barrels of Oil

Does not includo additional 259 Undiscovered

TCF of polential gas (<13 RBOE) Potcnlinl*
Remaininc;
Produced

SOURCE: USGS, MMS. DNR *n».in undiscovered ( clinically rocovoidtila resource

Whilst Alaska’s resource potential is high, the Oil and Gas Journal and Energy
Information Administration report that its world ranking of proved reserves has declined
from 14™ in 1977 to a position closer to 30" today. How can Alaska increase proved

reserves: how can we commercialize Alaska's re* ource potential?
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ALASKA'S FUTURE OIL PRODUCTION
Alaska is currently producing approximately 750,000 barrels of oil per day from the
North Slope, one third of its peak production. The Department of Revenue released a
production forecast in their Spring Revenue Sources Book. The forecast consists of
two main components, as shown in the chart below.

 Current base production (shown as green)

* Future "Under Development and Under Evaluation™ production (shown as blue)

DOR North Slope Production Forecast
(Spnng 07 Update)

1400

1200

As the Department's forecast shows, the current base production is estimated to decline
at 9% annually .0 approximately 360,000 barrels per day by 2017 with continued
investment. That is a production level of less than half of today's. The Department’s
forecast also shows that this production declino will be partially mitigated by the "Under
Development and Under Evaluation” production - which includes future investments in
areas such as development drilling in non core areas, satellite developments, and

enhanced oil recovery from existing fields. Based on this forecast, 50% of futuro oil
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production in 10 years is not even deve.jped or producing today. Considering that
most North Slope projects take at least 5-7 years to bring discovered resources to
production, near term investment for these activities will be critical to underpin the future

of Alaska’s oil production.

As | mentioned earlier, the Department of Revenue's forecast is based on a 9% annual
decline in Alaska’s current base production. However, this decline includes current
production enhancement investments at the core Prudhoe Bay, Kuparuk and Alpine
areas. The Department's forecast does not highlight that this activity requires
investment decisions that are no different from the "Under Development and Under
Evaluation"” categories. As such, a more accurate representation of the future
investment levels required to achieve the Department's forecast is show in the chart

below.

DOR North Slﬁﬁwm&tion Forecast

fXW  Currently iTOilurmij' Irxrr.v.t tr-quirt-. “ignrfir.int invf.tmcnt
7.1* inrro.v.r-'j pirto oil future development .it rnk
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As this chart shows, Alaska’s oil production from the North Slope could be as low as
150,000 barrels per day within 10 years without ongoing and increasing investment
(assuming 15% decline, which is typical for large oil fields such as Prudhoe Bay).

Based on this forecast, within 10 years, 75% of production will come from new

investments.

Conservatively, we estimate that at least $30-40 billion of new investment is required
within the next 10 years to achieve the Department of Revenue forecast. This does not
include the billions of dollars of additional operating expenditures that would be required

to support the developments once they are producing. This is a significant level of

future investment and spending.
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ALASKA’S TWO LARGEST OIL FIELDS

The two largest oil fields in Alaska - Prudhoe Bay and Kuparuk account for over 70% of
the State's North Slope oil production. With continued investment these fields could
remain at this portion of production for the next decade. But like any oil field in the
world, 'n order to keep the oil flowing, addit'onal investments are required; such as the

historical significant investments at Prudhoe Bay resulting in the installation of water

and gas injection, and gas compression facilities.

Currently, the owners spend over $2 billion dollars annually to optimize and enhance
production from Prudhoe Bay and Kuparuk. Thase spending levels are in . dJition to
the capital investments pursuing new weils, projects, and enhanced oil recovery
opportunities. These operating expenditures are essential to mitigate production

decline at these significant fields.

Many of today's exploration and development activities are occurring in and around
Prudhoe Bay and Kuparuk. As an example, since the year 2000 there have been
multiple Pfudhoe Bay satellite fields developed (Aurora, Borealis, Midnight Sun, Polaris,
and Orion) which are currently contributing over 40,000 B/D of oii production. By
leveraging existing Prudhoe Bay and Kuparuk infrastructure, satellite development
costs have been significantly reduced. If the major Prudhoe Bay and Kuparuk
developments did not exist these satellite fields would not have been economic to

devolop. As infrastructure on lhe Noith Slope expands lhe economic viability of future

satellite developments increases.
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Development drilling in and around Prudhoe Bay and Kuparuk is another example of
their critical contribution to Alaska's oil production. For the past seven years over 900
new wells have been drilled in Prudhoe Bay and Kuparuk. The drilling of these new
wells has slowed the overall production decline from 12-15% to an estimated 6-9%.
Almost 40% of Prudhoe Bay's production today is from these new wells. For the past

two years, development drilling at Prudhoe Bay alone has achieved the equivalent

development of resources as the important Oooguruk development.

Prudhoe Bay and Kuparuk have the potential to remain key hubs and enablers for the

pursuit of new heavy or viscous oil, light oil and gas projects. Encouraging increasing

investment at these key fields is as important as encouraging investment in exploration

and development of new fields.
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EXXONMOBIL'S POSITON ON THE ENACTED PPT

| believe it is important that i clarify ExxonMobil's position on the current PPT.
ExxonMobil did not support the PPT that was enacted last year. As we testified last
year, we supported the concept of a net based tax but stated that the proposed 20% tax
rate, in the original PPT bill, would not encourage the full development of Alaska's

resources. We agreed with the 20% tax rate in order to support the progression of a

gas pipeline project.

The PPT that was ultimately enacted increased the high 20% base tax rate to 22.5%
with progressivity - more than doubling industry's taxation. When combined with the

gross royalties and the high cost environr ient, ii reduces the attractiveness of Alaska's

resource developments

There has been a lot of discussion recently on PPT revenues and forecasts, which has
been used in part to support the Administration's proposal to increase taxes. PPT has
only been in existence for slightly more than one year. The Department of Revenue
has not completed its PPT regulations or started any PPT audit. ExxonMobil, like a
number of the other producers, met with the Department of Revenue several months
ago to discuss ways to help the State better foiecast its expected PPT revenues and we
are willing to continue those effons. We are also willing to work with Department of

Revenue auditors and our partners to improve the understanding of joint interest

billings.
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EXXONMOBIL'S POSITION ON THE COMMITTEE SUBSTITUTE

| would now like to offer ExxonMobil's view on major provisions of the Committee
Substitute for House Bill 2001 (RES). In analyzing the Committee Substitute, we found
that virtually all of the provisions are simply tax increases or further increases in
complexity. In a number of instances, existing statutory provisions of general
applicability are being replaced or supplemented to apply only to the PPT. Our

comments are presented in the following section-by-section analysis.

Base Tax Rate & Progressivity:

The first sections | would like to comment on are Sections 15 and 20, commencing on
page 11 and 14 respectively. | have combined these two sections together for
discussion purposes because they really are the core of the major issues with the
proposed Committee Substitute. Section 15 proposes to raise the base PPT tax rate
from 22,5% up to 25%. Section 20 proposes to replace the current progressivity
surcharge with a higher one based on gross revenues. As | mentioned earlier,
ExxonMobil believes the current PPT tax rate will not result in the additional investment
needed to maximize the development of Alaska's resources. When you increase the
already high base tax rate you reduce the attractiveness of investments. When you
then add an additional level of tax as prices increase, the attractiveness of future
investments is substantially reduced, which will impact resource recovery and long-term
state revenues. This is especially true under a gross tax element which ignores the
true economics of a project. We urge this Committee to not adopt either Section 15 or

20 and to reconsider tho current base tax and progressivity element.
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Penalties:

Section 25, commencing on line 19 of page 18 would establish a 5% penalty for an
underpayment of a monthly estimated tax payment. Section 43, commencing on line 13
of page 31 proposes to allow the Department of Revenue to assess a penalty of up to
$1,000 per day for each day a "tax return" is not filed when required. Paragraph (6) of
Section 45 commencing on line 26 of page 33, proposes to allow the Department of
Revenue to assess a $1,000 penalty per day for each "report, statement or other
document" the Department "considers necessary" to forecast state revenue that a

producer, explorer or operator fails to provide when the Department deems necessary.

Each of these amendments is unnecessary.

Under current law, there are already significant penalties to ensure taxpayer compliance
with filing tax returns, paying the appropriate amount of tax when due and for providing
other information to the Department. Such penalties include a 5% penalty per month
(25% maximum) for failure to file a tax return and a similar penalty for failure to pay the
full amount of tax when due. among others. The Department also has significant
powers to compel production of information, including holding investigations, issuing
subpoenas and taking depositions. For these reasons, ExxonMobil believes the

proposed penalties are excessive and unnecessary.

In addition, lhe proposed penalties are unreasonably excessive. A $1,000 per day
penalty for each "report, statement or other document” that is not produced "at the time
required” by tho Department can quickly result in amounts disproportionate to the

nature or severity of tho offense. For example, a single one page document that a



November 8, 2007

taxpayer did not provide six months earlier because the taxpayer reasonably believed it
was already addressed in another submission, would subject the taxpayer to a penalty

close to $200,000. Each of these penalties should be removed.



Transition Tax Credits:

Section 29, commencing on line 13 of page 20, proposes to reduce the amount of tax
credits for capital expenditures incurred during the five years immediately preceding the
enactment of the PPT to those capital expenditures incurred during the prior three
years. ExxonMobil believes the current transition provision allowing 100% cost
recovery of the prior five years of capital investment is an important feature of the PPT

since it recognizes the long time-frame required for a return on an oil and gas

investment to occur.

Conversion to the PPT resulted in a 250% tax increase on the entire industry under
today's prices. The Legislature recognized this dramatic change to Alaska's production
tax regime by including a five-year transition allowance. The transition allowance was

put in place to address the impacts on historical investments made under a significantly

lower tax rate.

The transition recovery period is also consistent with the State's objective to encourage
future capital investment since the producer has to spend $2 of addit’ new capital

for every $1 dollar of prior year investment recovered.

We recommend that tho Committee reinstate the transition credits originally intended by

the Legislature to mitigate the impacts of the conversion to the higher PPT tax and not

adopt tho propose changes in Section 29.
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Additional reporting requirements for exploration tax credits:
Paragraphs (B) and (C) of Section 34, beginning on line 27 on page 24 would require
that in order to qualify for an exploration tax credit an explorer has to agree in writing to

release highly proprietary information; such as seismic, well geophysical surveys and

core samples.

Providing this type of proprietary information is not the norm throughout North America.
Releasing key competitive and high value information would be a concern to any
explorer. It often takes decades to progress from exploration to production phase. The
release of proprietary and competitive information before an asset is producing is not
appropriate so early in the phase of a future development. This would decrease the

value of the exploration credit and may discourage an explorer from applying for 4ie

credit.

In addition, providing this type of information to the State would increase ihe amount of
investment required of an explorer. Core samples, for example, are very costly.
Providing one-third of the core material to the St'*e would not only add to the costs of
exploring, but would be physically challenging and potentially damaging to the integrity
of the entire core. The same constraints also apply to other very limited gas, fluid, and
solid samples collected by dowuhole devices like sidewall core guns or formation
samplers. Cores can always be made available for state review upon request and

analyses of downhole-collected samples are already routinely provided to the state.
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The confidentiality provisions are also of serious concern. The proposal provides
confidentiality protection for only ten years for most of the seismic data required to be
produced, and for only two years on the rest. Seismic data typically has a shelf life in
exploration areas (especially frontier areas) much longer than 10 years. More troubling
is that under the proposal, an operator is required to provide a copy of check shot
surveys or vertical seismic profiles. These geophysical surveys are expensive and are
intended solely for seismic interpretation. They are key pieces of proprietary data.
They have an indefinite shelf life and can be used to tie seismic of any vintage, new or
old, to wells. Yet under the administration's proposal, such information would be

classified as "well data”, and afforded only a 2-year period of confidentiality.

These requirements go against the basic principle that if a party is wi.ung to spend
money and take risks to collect information critical to the success of a project, that party
should be entitled to maintain the confidentiality, value and integrity of that information
for the life of the project. Exploration is a long-term effort, requiring the allocation of
finite resources across a spectrum of competing opportunities over a number of years to
successfully identify those opportunities that will bring financial returns to the explorer.
Alaska's exploration tax credits will improve the attractiveness of future programs, but
the value of these credits will be undermined by tying them to complying wilh onerous

requirements. ExxonMobil urges this Committee to remove the onerous requirements

outlined in Section 34.

15
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Information Requests:
The Administration is proposing that they require additional information to assist in the
administration of the PPT and improve their ability to forecast future revenues for PPT.
We recognize conversion to the net based PPT structure has increased the information
needs for the Department of Revenue, and ExxonMobil is willing to help the Department
meet its needs. We believe that additional information requirements beyond that

currently submitted with our tax filings needs to be carefully considered. There must be

some limitations and reasonableness standards established.

For example, subsection (f) of Section 44 of the Committee Substitute, commencing on

line 4 of page 32, lists items a producer, explorer or an operator would be required to

provide the Department on a monthly basis. Items (1)-(7) are clear, however item (8)

on line 17 would obligate the producer, explorer or operator to provide any "other

records and information the department considers necessary.. - every month. This

language is ambiguous on what standards would be applied and how a taxpayer would

comply. 1 xpayers would be required to provide whatever the Department's auditors

considei "necessary”. Wo believe item (8) is too open-ended and should be deleted.

Paragraph (5) of Section 45, commencing on line 17 of page 33, would require a

producer, explorer or operator to file whatever reports and copies of records the

Department considers "necessary” to forecast PPT revenues. We believe this

language in paragraph (5) is too vague. While recognizing the Department’s need for

forward looking data we believe the tax statutes shou'd specify the required information.

-Hi-
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Statute Of Limitations

In lines 7-9 on page 34, Section 46 of the Committee Substitute proposes a new six-
year statute of limitations for the PPT only. Currently, the statute of limitations for the
PPT, as well as ail other taxes under Title 43, is three years. The Department has not
started a single PPT audit and increasing the statute of limitations can only delay audits
and increase administrative costs. We fail to understand why this amendment is
needed. Historically, most companies generally extend the audit deadlines as

appropriate when requested by the Department of Revenue.

The purpose of a tax statute of limitations is to establish a reasonable time within which
an audit must be brought so that the records, documents, and recollections of witnesses
are not lost by the time the claims are finally raised. It also provides some limitation on
the amount of interest that could accrue on any underpayment claimed in an audit.
Extending the statute of limitations to six years could result in audits not being

completed for six years, when they may have otherwise been done more quickly,

increasing the interest risk to taxpayers.

The present three-year statute of limitations has worked well for all the taxes, including

the production tax. We believe lines 7-9 on page 34 should be deleted.
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Actual Pipeline/Marine Transportation Costs:
Sections 48 and 49, commencing on line 21 of page 35 and continuing through line 9 on
page 36, is proposing that the Department of Revenue can substitute, at anytime, its

determination of "reasonable"” costs of transportation for the taxpayer's actual pipeline

tariffs or marine transportation costs.

Currently, a taxpayer's actual transportation costs are used to determine the taxable
value of the taxpayer's oil unless the Department establishes all three conditions set
forth in AS 43.55.150(a). The proposed amendment would ease that standard to allow
actual costs to be disregarded by an auditor by simply asserting the actual costs do not

meet the auditor's view of "reasonableness”, despite the existence of valid third party

contracts or federally regulated tariffs.

The proposed amendment represents another instance where the Department of
Revenue is asking the Legislature to allow it to selectively determine what costs it
deems reasonable versus allowing the deduction of valid costs properly incurred. The

proposed changes to AS.43.55.150(a) in Section 48 of the Committee Substitute should

not be adopted.

In the Committee Substitute, Section 150(b) would bo amended, commencing on line 2
of page 36, lo provide that only tariff rates that "have been adjudicated as just and
reasonable”™ by tho RCA or other regulatory agency are considered prima facia
reasonable. This could unduly restrict rates that will be considered as reasonable

costs. In certain instances, tariff rates may bo properly filed, as currently allowed, and
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not challenged by any party or allowed to go into effect on an interim basis. In such

case there may not be a final "adjudication” of the reasonableness of the rates when
they go into effect. If challenged, a period of tirne may pass before the rates are finally
determined to be just and reasonable. Any such final determination by the relevant
regulatory agency will address any revision in the rate that may be required, including
for prior periods. These matters should be left to the determination of the regulatory
agencies with responsibility for such matters. There is no need to further condition how

these rates will be used to determine allowable transportation costs. Subsection 150(b)

should not be revised as proposed.



November 8. 2007
Location of Lease Expenditures:

Paragraph (2) of Section 52, commencing on line 31 of page 39, and further modified by
Paragraph (2) of Section 53, commencing on line 19 of page 40, would limit qualified
lease expenditures to only those associated with activities physically located on the

premises of the lease or property from which oil or gas is recovered.

Limiting lease expenditures to those incurred physically within the producer's or
explorer's lease or property where oil or gas is recovered would reduce the
attractiveness of development and exploration activities. Given the extreme arctic
conditions and limited construction capabilities on the North Slope, necessary
equipmeni and production modules are often fabricated elsewhere for delivery to the
Slope. Drilling rigs, unavailable in Alaska but needed for exploration and well work, are
imported from the Lower 48. These are ordinary and necessary costs required for the
operation of the North Slope production facilities and exploration activities, both

essential for the future development of Alaska's resources.

Tne proposed amendment would also allow an auditor to disallow valid upstream costs
if no oil or gas is recovered on the property, regardless if the costs are ordinary and
necessary for the prudent and safe operation of the upstream facilities. For example,
this proposal would disallow costs associated with a warehouse storing emergency
response equipment or a facility housing North Slope workers located on a property that
has no production, exploration and development occurring at tho time, despite such

cos's being essential for oil production on the North Slope.

2D-
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Disallowing such costs would reduce the attractiveness of future development and

exploration projects and diminish the likelihood of those projects being funded. The

proposed amendment to Paragraph (2) should not be adopted.
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Costs Arising From Noncompliance With Lease/Permit/License Terms:

Paragraph (6) of Section 54, commencing on line 2 of page 41, is proposing to disallow
expenditures that result from failure to comply with lease obligations or permit
requirements. Such a limitation raises a rumber of concerns, in certain instances, a
lease term is a matter of contract between the lease holder and the state as a
contracting party. The contract typically will spell out the means for redress by the
parties and the consequence of a "breach" of the contract. This should provide
adequate remedies for the state to ensure contract obligations are met. In the case of a
federal permit, there likely will be specific provisions that address the consequence of
any permit non compliance and what the permit holder must do to remedy the probler i

These provisions are adequate to address any concerns for the state.

There is no recognition in the proposed language of the severity of the non-compliance,
or the efforts by the leaseholder or permit holder to comply. This is different from an act
of "fraud™ or "willful misconduct"” contained in the current law. This is complicated by the
uncertainty in the proposed language on how such a determination will be made.
Particularly if the state is a party to a leaso. there should be a separate determination
whether there has been non-compliance with the lease term or permit and the remedy
should he as spelled out in the contract (or as allowed by existing law) The language

"...or failure to comply with an obligation under a lease, permit, or license issued by the

stato or federal government” is unnecessary.



Disallowance/Limitation Of Costs Associated With Refineries/Crude QOil Topping Plants:
Paragraph (19) starting on line 30 of page 42 proposes to disallow and limit costs
associated with refineries and crude oil topping plants, essential components of

producing oil from the North Slope.

Currently, the State of Alaska and the federal government require North Slope
operators to convert to ultra low sulfur diesel to operate all North Slope motor vehicles
and off road equipment. The North Slope producers are considering a modification to
the existing Kuparuk crude oil topping plant to produce the required ultra low sulfur
diesel. The proposed amendment reduces the economic viability of a potential crude oil
topping plant modification. Without a modification to the existing crude oil topping plant,
it will be necessary to haul low sulfur diesel up to the slope, requiring up to 50 trucks per
day. This could potentially increase environmental impacts, including increased
exhaust emissions and potential spill risks from truck accidents. Costs associated with

the topping plant ohould therefore be recoverable just as the costs to truck diesel to the

Slope would be.

The Administration's proposed amendment encourages a less optimum solution fot the
oil industry and the State. Paragraph (19) would increase operating costs while

complicating business operations and should not be adopted.
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Disclosure Of Tax Information:

Section 57 of the Committee Substitute, commencing on line 24 of page 44, proposes
the publication of certain proprietary tax information when such intormation is
aggregated among three or more producers or exploreis. We understand the
Administration's and Legislature's desire to obtain information necessary for the
development of the PPT net tax framewoik to provide the State of Alaska with a fair
return on the development of its energy resources. We also support the
Administration's goal of transparency. Aggregation of information from three companies
dramatically increases the likelihood that competitors, including competitors whose

information is being aggregated, will be able to determine individual company

proprietary information.

Such information could be used by competitors to discern information regarding
operating costs, investments, contract terms, or other competitive information. This
risk of individual company proprietary information being ascertained by competitors
could also create conflicts between the proposed amendment and federal protections
provided in the Federal Trade Secrets Act and federal Anti Trust laws. The proposed

amendment may also violate the Alaska Constitution’s right of privacy, equal protection

and unlawful takings of commercially sensitive data protections.

The Legislature should ensure taxpayer information remains confidential.
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Elimination Of Requirement For Joint Interest Billings As Starting Point For Audits:
Section 59 of the Committee Substitute, appearing on line 30 of page 45, proposes to
repeal AS 43.55.105(c) and (d). The effect of repealing those sections would be to
remove the joint interest billings as the starti ig point for audits. As a non-operator at

Prudhoe Bay, Kuparuk, Duck Island and Granite Point we fail to see how not using this

information is to anyone’s advantage.

In a field's joint operating agreemeni the working interest owners have specified what
costs an operator can bill to the co-owners. All of a producer's deductible lease
expenditures are in accordance with the monthly cost data charged by the field operator
to its co-owners. Each year the operator is subjected to very detailed audits by the other
owners to ensure compliance with the limitations in those agreements. ExxonMobil
currently spends over 100 staff weeks each year auditing operator joint billings to

ensure we are not charged any inapprop into costs.

The use of these joint interest billings as 'he foundation of allowable business expenses
would provide greater predictability and eliminate the need for the State to re-audit the
same materials. Using pint interest billings will reduce disputes over appropriate

deductions as well as the State’s and tho producers' administrative and audit costs. AS

43.55.165(c) and (d) should not he repealed
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FISCAL PREDICTABILITY IS IMPORTANT

| would now like to address another important element of the business environment for
any investor - fiscal predictability. Our investments are capital intensive and typically
evaluated over timeframes of decades. A change in the fiscal regime has a direct
impact on how we view predictability of the Alaskan fiscal environment. This directly

impacts how we evaluate on a risked basis future investment decisions.

The Administration's proposed tax increase would represent the third significant change
to Alaska's fiscal terms in the past three years. As a result of these changes, the
industry tax burden has increased by approximately 350% at today's prices. With the
current Committee Substitute proposal the tax increase would be approximately 470%
under today's prices. Changing the fiscal environment for capital intensive projects, that
take many years to generate a return, can only reduce the attractiveness of future
investments. For every well or project not progressed, additional production and Slate
revenues are forgone. Alaska needs to double its current investment levels in the near

term to achieve the Department of Revenues production forecast. Increasing taxes will

not encourage the increasing investment needed.

ExxonMobil expects to be involved in Alaska for many years to come. The policies

established today, and in the future, will impact the attractiveness of potential projects

and the future of Alaska.
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ALASKA NEEDS A LONG-TERM RESOURCE DEVELOPMENT POLICY
ExxonMooil believes a long-term sustainable resource development policy is required to
enable Alaska to maximize its oil and gas resource. We believe there are many factors
that need to be considered. | hope that key points addressed in my testimony are
considered:
* Alaska has significant resource potential, but it is in a high cost environment
» Qil production is one third of its peak, yet we have only produced one fourth of
the oil resource potential. The gas resource potential is equal to ail.
 In 10 years, 75% of Alaska’s future oil production needs over $30-40 billion of
new investments - investments that are needed sooner than 10 years.
* Prudhoe Bay and Kuparuk are the "hub" of the North Slope, they
N Represent 70% of North Slope oil production for the next 10+ years
N  Can provide significant new production in the near term
a Can be the backbone for future exploration and economic developments,
whether it is existing production, future light oil, heavy oil, or gas

~ Need increasing investments to achieve their potential
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We propose a collaborative approach to develop a sustainable long term resource

policy that will encourage the needed increasing investments and build the future of

Alaska for many generations to come. We believe that a long term resource pc'L'y

should consider:

«

«

Characterization of state-wide resource potential

Identification of key issues challenging exploration and development

Key factors that impact resource value, such as research and technology,
exploration and development costs, regulatory and environmental
considerations, land access

Establishment of goals and measurement of progress

Fiscal policy that will encourage development of remaining resources

Regular meetings with industry and agency representatives

ExxonMobil looks fonvard to working with the Administration, the legislators, industry

and the people of Alaska in the future pursuit and development of its oil and gas

resources.

Thank you again Mister Chairman for the opportunity to testify today.
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Chevron Is increasing investment in the Co k
Inlet and SNSorth Slope expioration under PPT

Capital Investm ent

Actual Plan

"006 2007 2008 2009



Chevron
Taxing the upside will deter investm ent A
ACES EXAMPLE
RISKED ECONOMIC ANALYSIS,4pt Economic Model
o _ NPV
Example A - decision is
: P90 300
to drill the well POS
MEAN EXPECTED VALUE 15.0% P50
3.6 Value
20.625 P10
DRILLWELL?
YES
POF Heavily taxing the
321%%" FAILURE 20 upside, can change
-17 the investment
decision today
o _ NPV
Example B - decision is
_ P90 200
to not drill the well POS
MEAN EXPECTED VALUE 15.0% P50 100
-0.9 Value
16.125 P10 25
DRILL WELL?
NO
POF
85.0% FAILURE -20
Value

Chevron 2G0'i 17



Look at this oin as it morphs from the orlglnal
version - Is there any balance remaining:

» Base tax rate increase

Aggressive progressivity

Transitional Investment Credits reduced or gone

Retroactive effective date

Disallowance of certain costs & SB80 language

» Weakening of taxpayer confidentiality

o Multiple layers of penalties for mispayments and

errant reporting

Please consider this bill as a w hole and find

places to restore somw&e balance



Chevron
W hy should we be concerned

about costs?

Cam@bridge Energy Research Associates
Reportissued 4/24/200°F6

"RISING CAPITAL COSTS BEAR DOWN ON E&P
PROFITABILITY"

"Higher oil and gas prices have encouraged a wave of new investments for
discovering and developing resources. However, the soaring costs of
exploration and production (E&P) programs and the volatility of energy prices
have left many producers uneasy about future profit margins/'

no

E&P capital costs are accelerating and have increased approximately 42

percent from 2000 to 2005 (third quarter) compared with a 15 percent rise in
the Consumer Price Index."

n o

Increasing costs and energy price volatility are having an impact on
investments. Oil and gas projects that were profitable at $22 per barrel in 2002
now require $35 per barrel to achieve similar returns.”

chewron so0n ACtUal Slides from Testimony to House Finance Committee on Apr.728, 2006,.
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Parting Questions

» To what degree are you willing to risk future oil and gas

investments in Alaska?

» To what degree are you willing to risk the Alaskan

economy?

o |s Alaska "open for business"?

o Will Alaska have more or less opportunity for our
children after this bill passes?



PIONEER

H ouse Finance Co
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eneral P o

PSL “Fair

Xploration

onclusion

Project Benefits

licy C oncerns

S h are?”

In centives



Entered Alaska in late 2002
Oooguruk Unit Operator
Cosmopolitan Unit Operator
-1.5 million acre leasehold
11 NS exploration wells

35 local Alaska staff



m First independent NS oil producer

m First third party facility access
* Trailbiazer for other investors
m Royalty + 30% net profits to SOA

- State income tax

m Property taxes to NSB

m Construction & Operating jobs
m Contractor profits

Future Operating Statistics
(oss Resenve Potertial - 70- OMVED
Argt Procliction ’
(oss Pesk HowRetes 1520 MBJD
Proctctive Life 5t Years




S atisfaction with the state of the local Industry?

- Legacy fields 6% annual production decling
- Limited activity from new players

Is A K attractive to independents for investment?

- Investme
* Lowe

rcost - Sho

e oWe

1t competit

on for Independents Is L-43
ter cycle time - Greater flex

take - No progressivity - Price upside

esource plays:

ity

etained by Investor

W ill current bill itm prove this situation?



"Progressivity is an attem pt to capture price windfall

"NPSL obligation is over and above Production Tax

Oooquruk Estimated Lifecycle Take Split (mT$DSC11ﬂ€d @ o

O Royalty

m PropertyTax
0O Base Prod Tax

O Progressive Prod tax
m Crude Con. Tax

Tax ®NPT

m St. Inc. Tax

rog Tax DFedinc.TuX

m Investor

Profit

-Net Profit Payments already capture 30+% of all profits

Equitable Solution: Credit NPSL payments against

Progressivity



CURRENT NET PROFIT LEASES BY OPERATOR

CURRENT NET PROFIT LEASES BPXA
ARCTIC SLOPE &BEAUFORT SEA, ALASKA * CHEVRON
CPAI
FNI US
EXXON MOBIL
BEAUFORT SEA PIONEER NR
CURRENT LEASES
UNIT
| L DLCKBANDUNT
%E KLUPARLKRVERUNT PRUDHOE BAVUNIT
/
BAOAMI UNIT w X
BPXA msm sss5.81 MM
N ana $0.814 VMM W
Doyon $0.209 MM
ExxonMobil $0.03 VM
ConocoPhillips $0.02 MM
Total s86.99 MM (<4% of Royalty Receipts)
v /m

Source: Division of Oil and Gas website Iin\k to "Revenue by Lessee” December, 2C(C?)n6



[ | Current Program Incents Exploration

Proposed Program Cumbersome & Reduces Incentives

1 Explorers must prove well tests separate new trap

2. Wells must be pre-approved by the DNR Commissioner
3. DNR must determine geologic objective was achieved
4. \Well data now Includes All derivative work products
5. \Mell data goes public 24 months after delivery, no extensions

| A Program without certainty does not affect investment



m Pioneer has been an aggressive investor to date

Proposed changes makes all N S projects less

competitive

ast ma jont ofFfloneers nvestment gpportunltles are not burdened by
rogres IVIty - Price upsice Is retaine

- At higher prices AK Opportunities are even less competitive

Raising taxes will push marginal projects off the table
m Unfunded projects create zero royalty, tax or jobs

m State already captures price upside on NPSL Leases

- Credit of NPSL payments against progressive tax Is fair &equitable

Full protection of TIE credits remains important to Pioneer

D oes current bill m otivate the desired behavior?

8
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Fair Revenue to the State (Higher)
Share upside benefit and downside risk

Attractive Investment Climate - new exploration and
reinvestment in existing fields (including heavy oill)

Transparency - reduce the risk to the state
Clear to both state and taxpayer



Proposed Measures

Tax Rate of 25% vs. 22.5%

Gross Progressivity

Capital Credits

TIE Credits 3 years vs 5

Takes away JIB use as basis for
deductible costs

DR&R Non Deductible

Excludes ULSD Plant

Fair?
(HIGHER)
Revenue

Vi
Vi

Neutral

my D

Y

Attractive
Investment
Climate

X
X

Neutral

X
X

NA

Clear and
Transparent

NA

X

Neutral

NA

X

NA

X



Fair? Attractive

(HIGHER) Investment Clear and

Proposed Measures Revenue Climate Transparent
Costs must be physically on X X
lease
Transportation deductions v X X
limited to those ruled by RCA
$1000 per day penalty to provide

P yp yop a Neutral &

information

Retroactivity X X X

6 year statute of limitations for 2 X

Audits

Publication of aggregated tax

information for 3 or more NA 2 2

taxpayers



B Nt Prociction” (nhowt)

ACES

Economic prize
IS more marginal
- may not be
adequate to
balance the risk.

Heavy Oil Benefits for Alaska
Multi-billion spend in the market
*>B0 years of production
*2+ Billion new barrels of all
Many new jobs

Alaska becomes recognized
among industry leader in “Arctic
Heavy Oil”

*Huge ripple effect on the Alaska
economy

| atest CSs

Unfavoralle,
relationship
between risk
la_nq\reward‘
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8 & &odkgoo mio

1000
We are here

800
600
400

200

gglLight Oil O Viscous

Strateqy

e FOCUS on the known Resource Base
- Manage decline for Light Qil
- Unlock Heavy Ol

e ACCELERATE RENEWAL of facilities,
infrastructure and people

e BRIDGE to Gas

Enabling Ther

* Fiscal stability

e Facility & Infrastructure Renewal
e Organizational Renewal

» Technology Pull-through

» Reserves Progression

e Government & Regulaiory Relationships



Development Options

m m
m m
Milne Sag NEWS Heavy Oil Reservoir Pressure Maintenance
Rock Drilling i
GPB LoSal Endicott LoSal Bright Water X
Milne T-Pad Ops Infrastructure f
\Y Liberty Additional Technology Renewal /
Technology MPU PWX115  rigs w /
Compressor
/
léuparuk A a0 GPMA Satellite /
unway
. G&l Development X
Upfront Capital WRD Replacement  Tabasco /
Expansion Development f
< Kuparuk X
WRD Core A-Sand Seismic f
\ WOA New More A
Camp Drilling
Viscous ngh't oil
. Infill
Infill

Post-Tax Economics

GPB GPB Infill
ellwork  Drj|lingj Cash
Long-Term Financial ;
available to

Framework )
fund it all

Production
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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 Gara

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%.

Ihave 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,

Ihope this answers your question.

Dick Tremaine
Economist
Alaska Department of Revenuo

11/1/2007



Alaska State Legislature
Senator Bill Wielechowski

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

October 22, 2007

Janes Bowles

Pre sident 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 cam 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. Wc 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, und is a far higher margin than Conoco cams on average worldwide.
According to Conoco’s 2006 report, it's world profit margins are as follows:

Jtt'ifioii Profit \Inf“in
.Uusku W (

Middle East/Africa 7%
Russia Negative



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 maigin ($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.

'-e p.occed -tilt discussions n in ippropnate oil tax. die public ' littitled to

ero's lie profits our vmpantos are m.ikmg irom landings .m hehilily pimuable
Pi kUoc day. Kupiuuk aid Vlpiue ivid> onoco l.ts wtuic* in all .nicei

Hunk you.



Sincerely,

Sen. Bill Wiclechowsk:



ConocoPhillips 2006 Alaska Profits
Results of Operations

Vt.ii Ended Millions of Dollars
I>(»lnb:1 M Consolidalcd Opcralions
Lower Toial Asia Middle East Russia and Other Equity
| Alaska T 48 u.s. Canada Europe Pacific and Africa Caspian Areas Total Affiliates
iIKKi
Salts
\% 6,304 3.408 9,712 2.951 5,950 3,755 1,965 140 24,473 5,161
Irallsltis
210 4,023 4,233 2,954 9 542 — 7,738 2,821
mtllier rcvenuvs 2
56 58 145 14 (8) 127 4 340 108
Total revenues
6,510 7,487 14.003 3,096 8,918 3,756 2,634 144 32,551 8.090
I'ii slutlion co.sls exeluduij use*
708 893 1.601 706 814 324 215 — 27 3,687 739
Taxes oilier than ineniiit last ,
114 554 1,468 52 37 91 10 1 30 1,689 3,444
Exploijlioil expenses
105 222 327 246 73 121 14 32 17 860 46

Dtpittialion. depleliou and
amortization 4(d) 2,272 2,732 1,155 1,200 512 220 1 21 5,841 461

1'ioperly impairineni
— 15 15 131 — 10 — — 19 175
liaiispoilatum toils
610 555 1,165 104 316 89 18 —_ 10 1,702 420
nilici related expenses
1 44 55 15 87 18 38 43 28 284 52
Attieiuin
34 36 70 39 97 8 2 — 216 6
3,674 2,8% 6.570 648 0,294 2,583 2.087 (77) (8) 18,097 2,922
1'ioiisioii lor ineonit last
1.409 1,064 2.473 (193) 4.578 1.061 1.931 (13) (7) 9.830 891

Ktsulls ol opcialions lot pi*..ii:. ni.
sii livilies 2.265 1,832 4.0017 841 1,716 1,522 156 (64) (1) 8,267 2.031
uiliti eunings

68"\ 183 251 191 335 62 32 (4) (25) 842 133
Ntiintonic (loss)
_ 2333 ) 2015 4,348 1.032 2.051 1.584 188 (68) (26) 9.109 2.16-1
Kcsullsol Ofleialnms lot pi.sit, .ip
a.Inities ol euuilv allili.o. S — — — - — (6) 1.229 808 - 2,031

182



Income statement

l'oi (lie yeitt
ended 1
Deecnihci

Sales and ollici
opeiatmjj
revenues
Burnings lietn
jointly eumiiilled
entities alter
mteiest and tax
Kainmgs tioin
associates altet
interest and lax
Hquu , aceoiinled
ilicoiiie i
sulisnliai ics

altei interest and
tax

lICiesi and other
revein.c >

Total icwnues
(ianis i>nsale ot
liUsun sm s and

X1 .n.M'ls

Tolal ivvenues
and iltei income

aMl

S7*t

ntdov

n.uov

BP (Alaska) Inc. 2006 Profits

Guarantor

111 p.l.c.

23,119

187

23,306

105

23,411

ther

subsicianes

265,906

3,553

442

88l

270,782

3,714

274,496

Kliminations
and
redassificalions

(4,812)

(23,689)

(994)

(29,495)

(105)

(29,600)

S million

Kl aap

265,906

3,553

442

701

270,602

3,714

274,316



Puicliascs 5 (iii
Production and
nianuUciurii®
expenses X4
Production and

similar taxes (0>
Depreciation,

depletion and

unionisation yn
Impaimrent and

losses on sale of

businesses and

liXed assets |uv
Fxploralion
expense 1.4
Distribution and

administration
EXPenses 0
Fair value tyain)

loss on embedoed

derivatives —

I'rolu before

interest and

taxation irom

continuing

opeiaiuHts 3,447
Finance cosis

Olliei Imailcc _
expense (income) It

Profit licloie
taxation lrom

contmum;:
opdi.moils 3,436
| axiiion 1243

I'lolil 11011

coittiiiiiiije / 21\

191,429 (4,812;

22,479 -

2,956 -

8,754 -

440 -

1,031 -

14,264 (115)

(608) -

23,133 33,751 (24,673)
702 895 (879)

(675) 462 -

23,106 32,394 (23,794)
686 10,587 -

22,420 21,807

187,183

23,293

3,621

9,128

549

1,045

14,447

(608)

35,658
718

(202)

35,142
12,516

22,626



Operations
Prolu (loss) from

lilnnvenc
opciations _ (25) . (25)
Prom lor the year 2,1% 22,420 21,782 (23,794) 22,601
Allubutable lo
HI*
shaiel.nldeis 2,iv.i 22,420 21,496 (23,794) 22,315
Miiu.nl)
inleieM . 286 . 286

2.1V3 22,420 21,782 (23,794) 22,601

tlie lollownij* usa Minimaly ol il,. .ulju.Mmeiiis u. the prollt for the year attributable to BP shareholders which would be required if US GA AP had been applied instead of IPRS.

$ million
2006
| Guarantor
r vpln*a.l-llgi Klimiiuilions
(Alaskaiin.. BPpl.c. cubsicamet i 8 _—
Proln ... lepoi ted 22,420 21,496 23704) 235

Soinve: Ptgures from UP Pi  SI C Pilings lor 2006; pg. 185
Av.uMl.lc .a: http://www.se. go\/Archivcs/cdgar/data/313807/000115697307000346/b84888I-20f.htm
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Kevin Mitchell

Vice President, Finance & Administration

Jim Taylor

Vice President, Commercial Assets

onocoPhillips



Summary of CS Bill

e Less attractive climate for investors:

- Increased base rate

Increased progressivity

Multiple changes to deductions and other

provisions

e Will have an impact on decisions

e Will result in less Iinvestment

GonocoPhillips



Tax System and Investments

> 900
Base rate increase T 800
- - - 700
Progressivity Increase § 600
Gross elements
£ 400
Reduced TIE credits Qew Fields

® 200 Oother Current Operating Fields
m Pmdhoe/Kuparuk at 2% Decline
s Prudhoe/Kuparuk at 15% Decline

2008 2009 2010 2011 2012 2013 2014 2015 2016

Deparment of Revenue 2007 Spring Forecast

A taxsystem formulated on the mosteconomic
projects will deterinvestmenton more

marginal projects, including Heavy O il



Other Provisions

Out of state

exclusion

Topping plant exclusion

D R&R exclusion

“Reasonable” transportation

Exploration

confidentiality

6 year statute of Iimitations

Retroactive

Iim plementation

Ccosts

ConoopPhillips



Impact on Investment Climate

Enhanced EICs

Base rate increase to 25%
ncreased progressivity
Progressivity on gross

Reduce TIE credits

Exclude out of state costs
Exclude topping plant
‘Reasonable”transportation costs
Exclude DR&R

Exploration data confidentiality
Retroactive implementation

- Positive
- Negatl
- Negatl
- Negat
- Negatl
- Negatl
- Negatl
- Negatl
- Negatl
- Negatl
- Negat

VE
VE
VE
VE
VE
VE
VE
VE
VE
VE

"ConocoPhillips
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State of Alaska

Department of Revenue
Commissioner’s Office

November 7, 2007

The Honorable Mike Chcnault
Co-Chair, House Finance Committee
State Capitol, Room 505

Juneau, AK 99801-3100

Cc: All Members, House Resources Committee

SARAII PALIN, GOVERNOR
333 Willoughby Avenue, 11th Floor
P.O. Box 110400

Juneau, Alaska 99811*0405

Phone: (907) 465-2300

Fax: (907) 465-23%4

Rc: Request for Outline of Department of Revenue Penalty Provisions

Dear Representative Chcnault;

Attached is a short description of the penalty provisions applicable lo taxpayers under Alaska’s
current oil and gas production tax laws and proposed changes, as requested today by

Representative Hawker.

Sincerely,

Marcia Davis, Deputy Commissioner
Department of Revenue



Tax Penalties Under Current Law and Proposed under

CSHB2001(RES) and CSSB 2001(JUP)
Distributed by the Department of Revenue November 6, 2007

1 CURENTLAW

I. Penalties applicable to all state tax types.
Under AS 43.05.220, the state may levy three types of civil penalties for
failure lo file a return or report or pay the full amount of tax:

» Dbasic penalty for underpayment or failure to file

» penalty for negligence
* penalty for fraud

All three are general provisions applying to all state taxes, including the oil
and gas production tax. Penalties are calculated as a percentage of the tax
deficiency and are cumulative, so that a fraudulent taxpayer, for example,
could be assessed the fraud penalty, in addition to the negligence penalty and

the basic failure to file or pay penalty.

2. Federal IRS Penalties Incorporated into State Law

Additional penalties are levied under the Internal Revenue Service code, for
which the state has no equivalent. The state has incorporated these penalties
In its corporate income tax structure by reference in AS 43.20.021. These
include penalties for deficient estimated taxes, substantial understatement,
Gross Value Misstatement, and others that are less significant for state

purposes.

3. Penalties unicme lo oil and gas production taxes (AS 43.55).

MB 2001did not propose any change lo the applicability of the general
penalties and their application to the oil and gas production lax. Currently,
there are no penalties specific to the failure to file or the underpayment of

taxes due under AS 43.55.
Il. PROPOSED CHANGES TO LAW
|. Penalties Associated with Reporting Requirements.

SB/HB 2001, CSHB200I(RLS) and CSHB200KJUD) propose to add
penalties for failure to comply with the proposed information reporting
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requirements. (See Sec. 43 and Sec. 45 of CS House Bill 2001 (Res)). The
penalty provisions allow the department to assess not more than $1000 per
day for each day a taxpayer fails to make the required report. These
additional penalty provisions are necessary because the existing penalties are
structured as a percentage of a lax deficiency and the reporting requirements
do not have associated tax deficiencies. These penalties will ensure that the
Department receives timely and complete reporting of costs, potential tax
credits, etc., from explorers and producers to enable it to fulfill its revenue
forecasting duties for the Governor and the Legislature.

2. House Penalty for Improper Monthly Installment Payments.

Section 25 of CSHB2001 (RES) also proposes a 5% civil penalty for failure
lo file timely the monthly installment payments due under

AS43.55.020(a)( 1)-(4). This provision is necessary because under the
House bill, production tax is owed annually, and the monthly estimated
payments would not give rise to lax deficiencies. Therefore current
penalties structures would not function with this monthly reporting structure.

3. Senate Penalty for substantial and gross understatement of tax.

Section 49 of CSSB 2001 (JUD) provides for a 20% and 40% penalty for
substantial and gross understatement of tax, in a manner similar to the
federal IRS rules. A substantial understatement is greater than 10% of the
tax requirement or at least $10 million. A gross understatement is greater
than 20% of the tax requirement or at least $20 million.

The following is more detailed information about the penalties identified
above:

Failure to File (Basic) Penalty

State of Alaska / Federal, IRS

The basic failure to file penalty arises when the taxpayer fails to file a return
or report when required or pay the full amount due. The penalty levied by
the state in this ease, is generally the same as would be issued by the Internal
Revenue Sendee (IRS). Five percent of the unpaid balance of the tax
liability is added to a tax for each 30 day period, or fraction of the period of
noncompliance. This penalty may not exceed a total of 25% of the unpaid
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balance. The penalty may be forgiven if the taxpayer shows that the failure
to file or pay is due to reasonable cause and not willful neglect.1

Reasonable cause is not easy to show and the burden of proof lies with the
taxpayer. The taxpayer must demonstrate in writing, and under penalty of
perjury, that they acted in good faith to take all reasonable steps to ensure
timeliness of the filing or payment. In determining whether the taxpayer has
shown thai the failure was due to reasonable cause and not willful neglect,
the department considers the standards imposed by the Internal Revenue
Code. Circumstances that may constitute reasonable cause include acts of
God, war, other disaster that made filing or delay unavoidable, or acts by
another person beyond the control of the person required to file.'

Fraudulent Failure to File

Federal, IRS
Fifteen percent of the unpaid balance of the tax liability is added to a tax for

each 30 day period, or fraction of the period of noncompliance. This penalty
may not exceed a total of 75% of the unpaid balance.

Negligence Penalty

State of Alaska

In addition to the basic penalty, if a deficiency is due to negligence or
intentional disregard ofa law or regulation, the department will, in its
discretion, assess a penalty of 5% of the total amount of the deficiency. The
penalty is calculated based on the total deficiency, even if only a part of the
deficiency is due to negligence or intentional disregard. Negligence or
intentional disregard may be shown by any relevant evidence including that
the taxpayer has substantially deviated from the statutes or regulations,
failed to keep adequate records, exaggerated deductions, or understated

income without justification.3

Federal, IRS
Federal accuracy-related penalties are generally set at 20% of the portion of

the underpayment. This applies to:

1AS 43.05.220(0). For more detail on failure to tile and failure to pay penalties, see 15 A AC* ()5.210.

115 AAC 05.200.
"AS 43.05.720(b); 15 AAC 05.210(g). | or mote detail on the additional penalty for negligence or

intentional disregard, see 15 AAC 05.220.



Distributed by Department of Revenue 11/7/2007

* Negligence

» Substantial Understatements: An understatement of the greater of
$5000 or 10% of the due tax

» Substantial Valuation Misstatements: Valuation is off by 200%

or more

Gross Valuation Misstatement

This penalty is similar to other negligence penalties under the IRS code, for
Substantial Valuation Misstatement, but applies when valuation is off by
more than 400%. Under this circumstance, the penalty is increased from
20% to 40% of the portion of the underpayment.

Fraud Penalty

State of Alaska
If a deficiency is due to fraud, the department shall add a penalty equal to

50% of the tax due or $500, whichever is greater. The penalty is calculated
based on the total deficiency, even if only a part of the deficiency is due to
fraud. To establish fraud, the department must show by clear and
convincing evidence that the taxpayer understated a tax liability with the
intent to evade tax. The intent to evade the tax may be shown by any
relevant evidence including evidence of false explanations regarding
income, false source documents, unjustified omissions or significant
understatements of income, or substantial overstatement of a deduction.4

In addition to the three civil penalties discussed above, AS 43.05.290
provides fora number of criminal penalties for tax evasion and willful
failure to comply with payment, tiling, truthful accounting and information
requirements, and for perjury. Along with several misdemeanors, penalties
include felonies for willfully attempting to evade a tax, willfully failing to
truthfully account for and pay a tax, and willfully and knowingly assisting in

preparing or presenting a false return.
Federal, IRS

The IRS generally levies a penalty of 75% of the underpayment amount
attributable to fraud.

*AS 43,05.220(c); 15 AAC 05.230-
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Proposed Changes to Current Law

1. Penalties Associated with Reporting Requirements.
SB/HB 2001, CSHB2001(RES) and CSHB2001(JUD)

AS.43.55.030(d)—Failure to file annual and monthly reports

(d) Reports required under this section [BY OR ON BEHALF OF THE
PRODUCER] are delinquent the first day following the day the report is
due. The person required to file the report is liable for a penalty, as
determined by the department under standards adopted in regulation
by the department, of not more than $1,000 for each day the person fails
to file the report at the time required. The penalty is in addition to the
penalties in AS 43.05.220 and 43.05.290 and is assessed, collected, and
paid in the same manner as a tax deficiency under this title. In this
subsection, "report” includes a statement.

AS.43.55.040(6)—Failure to provide reports needed for state revenue
forecasts

(6) assess against a person required under this section to file a

report, statement, or other document a penalty, as determined by the
department under standards adopted in regulation by the department, of not
more than $1,000 for each day the person fails to file the report, statement,
or other document at the time required; the penalty is in addition to the
penalties in AS 43.05.220 and 43.05.290 and is assessed, collected, and paid
in the same manner as a tax deficiency under this title.

2. House Penalty for Improper Monthly Installment Payments.
Section 25 of CSHB2001 (RES)

Sec. 25. AS 43.55.020 is amended by adding a new subsection to read:

() A civil penalty shall be added to the amount of an installment payment
required under (a)(1) - (4) of this section if the full amount of the payment is
not paid by the date the payment is due. The penalty is equal to live percent
ofthe difference between the amount of the installment payment that was
made timely and the amount of the installment payment required under
(2)(1) - (4) of this section. If no part of the required installment payment was
made timely, the penalty is equal to live percent of the installment payment
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required under (a)(1) - (4) of this section. The penalty is in addition to the
interest imposed under (g) of this section and a penalty added under

AS 43.05.220, if any.

3. Senate Penalty for substantial and gross understatement of tax.
Section 49 of CSSB 2001 (JUD)

Sec. 49. AS 43.55. isamended by adding a new section to read:

Sec. 43.55.055. Penalty' for understatement of tax. (a) In addition to other
penalties prescribed by law, if there is a substantial understatement of tax
required to be shown on a return under this chapter, there shall be added to
the lax an amount equal to 20 percent of the substantial understatement of
tax.

(b) In addition to other penalties prescribed by law, if there is a gross
understatement of tax required to be shown on a return under this chapter,
there shall be added to the tax an amount equal to 40 percent of the gross
understatement of tax.

(c) In addition to the penalties imposed under (a) or (b) of this section,
a person who has made a substantial or gross underpayment of tax is liable
to the state for the reasonable costs of the state's enforcement action,
including auditing costs.

(d) For purposes of this section,
(1) a substantial understatement of tax for any taxable year

exists if the amount of the understatement for the taxable year exceeds
the lesser of 10 percent of the tax required to be shown on the return
for the taxable year or $ 10,000,000;

(2) a gross understatement of tax for any taxable year exists if
the amount of the understatement for the taxable year exceeds the
lesser of 20 percent of the tax required to be shown on the return for
the taxable year or $20,000,000;

(3) "understatement™ means the amount by which the tax
required to be shown on the return for the taxable year exceeds the
amount of the tax reported as due by the taxpayer as shown on the

return.



Alaska’s Equitable Share

House Finance Committee

07 November 2007

Gaffney. Cline & Associates



T opic s

G CA’'s understanding of the goals or

Alaska’s Petroleum Fiscal System ?

Description and comparison

structures under consideration
W orking from a portfolio of projects
of the opportunities described by

im pacts of each fiscal system

Analysis of industry returns from the

drilling program

, Gaffney, Cline $ Associates

drivers for

of the four fiscal

representative

industry, show the

Prudhoe Bay

07 November 2007



Goals
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G oals for F D esign

Baseqd. on the past two weeks we (GCA) see the State tryin
{0 acﬂ|eve ﬂ\ep?ol‘lowm N thiS Special session: yine

1. Fields with larger profitability should be paying more taxes
2. Encourage Investment In existing units

Reinvestment In producing assets
Investment in new developments

Conven tional

Unconventional (i.e. heavy oil)

3 Encouf§ée New Investment outside legacy units
Level playing field for incumbents and new entrants

4 Durabilil¥ N
DonTwant to be hack fixing’things

5. Build on prior tax dialogue

Gaffney, Cline & Associates
07 November 2007



G o als 1, 2 & 4

T h e Fiscal D esign C hallengge

e At the same time the State must address “The Take?”

> (1) Capture the State’s equitable share when margins are
Very high (as they are today)

> (4) Include a form of progressive structure to adapt to the
Ene\( table changes inthe three main variables of the
USiness:

ePrice
e Production
e Cost

. ...as well as “The Give B ack?”

> (2) Encoura?e_ment to reinvest profits for more
development inside legacy units

Gaffney. Cline & Associates-

07 November 2007



G oal 3: E ncoura g e N In vestm ent

S

> [nvestment credits

> Net Operating Loss credits
» Aid to new’entrants with no eX|st|n fax base

The net hased systems.hy.desian lower the applicable
7 produchoﬁax e ?or%e%l tmw Wer COSt ﬁpucture
e \\ore distant from mfrastructure

. Heavy Qll
evond the in |V|dual ect, the State and Industry benefit
B s e

[ESEIVOIIS

Gaffney, Cline & Associates
07 Novombor 2007



K ey Point Easily M isunderstood

Price # Margin
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M argin/P rice relationship c¢changes

w ith tim e and w ith project addition

\WC Price

0 10 20 50 60 70 80 90 100 110

$23bbl Transport, Opex, Capex

J

0 10 20 . 50 60 70 80 90 100

Heavy QI quality, Transport, Qoex|j

Gaffney, Cline & Associates "
07 November 2007



Regime Comoparison
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R egim e R eview

e Four fiscal system s in discussion

> PPT

> ACES

> Senate CS
> House CS



For PPT, A CES

100%

Producer Costs

Price

Margin
Gaffney. Cline & Associates

a

n

d

S enate C S

Producer Profit

07 Novomber 2007



PPT
ACES
Senate

Gaffney, Cline & Associates

22.9%
25%
25%
25%

$40
§30
830

-ilv #V

0.25%
0.2%
0.4%

0.4%

P

47.5%
50%
0%

Bl s =

None
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Four fiscal system s

lOCDOTJD

0

Margin $/bbl

Gaffney. Cline  Associates
07 November 2007



Likely zone of operation

Gaffney. Cline & Associates
07 November 2007



A\ Ty ft
P rogressivity Im pacts

The use of progressivity creates a sizeable
difference between the effective rate and the
marginal rate of tax in relation to investment

decisions

> This Is present with the existing PPT language
> The Impact provides either:
» Agood sized ‘tarrotto Invest; or

A good sized ‘Stick”to not export
affer tax cash flow from Alaska

Gaffney, Cline & Associated
07 Novomhor2007



M argin C ases <d g

Gaffney, Cline 8 Associates'
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A n E xam ple of Progressivity Im pacts

e Let’'s assume a company has $1000 before tax cash
flow and is deciding whether or not to make a

$100 Inves oughly reinvest 10%)

> [fthe nettrnﬁarngin pefore investment is under $30/hhl

* Production tax savings associated with the $100
Investment 1S 25%

> [fthe net margin is greater than $92.5/hbl

Production tax savings associated with the $100
nvestment Is 50%

> [fthe net margin is between $31/bbl and $92.5/bhl

* Production tax savings associated with the $100
nvestment ranges from 25% to over 100%

e t

Gaffney, Cline & Associates
07 Novomber2007



T axpayer ‘A’ - L ow M argin

e $1000 netrevenue @ a margin of $25/bbl

> Tax :$1000x25%
Tax = $250

. Now we invest $100- reduces net revenue to $900

and our margin to $22/bbl

> Tax =$900 x 25%
> Tax = $225
> TaxSavings = (§250- $225)/6100
> Tax Savinns =25/100
> New Marginal Tax Rate =25%

Gaffney, Cline & Associates
07 November 2007



T axpayer ‘B - High M argin

e $1000 net revenue @ a margin of $125/bbl

> Tax :$1000x50%
Tax = $500

. Now we invest $100 that takes our net revenue to

$900 and our margin to $110/bbl

> Tax =$900 x 50%
> Tax =$450
> TaxSavings =(3500- $450)/8100
> Tax Savings =50/100
> New Marginal Tax Rate =50%

Gaffney, Cline & Associates
07 November 2007



Nk

T ax payer C - L o w on the slope —0<gid-g~A \\

$1000 net revenue @ a margin of $50/b bl

> Tax :$1000X33%
Tax = $330

Now we invest $100 that takes our net revenue to

$900 and our margin to $45/bbl

> Tax =$900x31%

> Tax = $279

> TaxSavings = (330 - $279)/100
> Tax Savings =51/100

> New Marginal Tax Rate =51%

Gaffney, Cline & Associates
07 Novembor 2007



d-
Taxpayer ‘D’”- High on the slope J

e $1000 netrevenue @ a margin of $85/bbl

> Tax :$1000x47%
Tax = $470

. Now we invest $100 that takes our net revenue to

$900 and our margin to $72/bbl

> Tax = $900 x 43.6%
> Tax =$392
> TaxSavings = (8470 $392/8100
> Tax Savings = 78/100
> New Marginal Tax Rate = 78%

Gaffney. Cline & Associates
07 November 2007



‘C 7 & ‘D 7 N e w M arginal tax rate higher

Effect of Progressivity on Investment

90%
20%
10%
0% —+F-3+3--%—3-F-3%—3%-—-32—32 3+ 3333 — - Fe e do— - 13-
0 10 20 30 40 50 60 70 80 90 100 110 120 130

$ Margin

.Gaffney, Cline & Associate |
07 November 2007



P rogressivity and G o als 1,2 & 3

Production Tax

Gaffney, Cline,& Associates
07 Novombor2007



The Net Tax Structure



HR

N et T a X Structure - “Headlines?"”

Tax on net profits

Contains progressivity feature that increases tax
rate with increasing profitability per barrel

Ringfenced so that profit per barrel reflects a
company’s entire portfolio

Gaffney. Cline & Associates
07 Novombor 2007



Profitability A s Typically Described

Portfolio Profitability

Gaffney, Cline & Associates
07 November 2007



P PT - B ased O n $53/Bbl Profit...

Tax Rate Structure
(Incorporating Progressivity)

Profit Margin ($/Bbl)

Gaffney. Cline & Associates



&

« “Net” taxes all fields at a single rate

> Ifonly looking at the ‘headline”net tax rate, this would be
the perception

> Inreality, when Iookin_? at the marginal impact of different
parts of the portfolio, It taxes different fields or reservoirs
at different rates

* Based upon their indiviaual profitability

Gaffney, Cline & Associates
07 Novombei 2007



Understanding How

“Net” Works

Gaffney, Clfoe & Associates



Start With A Single Asset

Initial Portfolio

250,000 80 PPT Rate on this would be
0
. 29 .25%
200,000 67
60
o L
m 150,000 Vg
c Q
S 40 '3)
(o]
100,000
o 0 &
20
50 000
10
0

Gaffriey, Cline 8 Associates
07 November 2007



N ow , A dd

250,000

200,000

150,000

OCo S oe30¢0

100,000

50,000

0
Gaffney, Cline & Associates

A n oth er

Expanded Portfolio

Field

67

66

65

64

63

62

61

(lag/$) uibren BN

Average Net Margin on the
expanded portfolio is
$66.20

PPT Rate on these fields
Combined would be

29.1%



So, does this mean that I am

paying 29.1% on each field ?

No



So, Does That Mean | A m Paying

29 .1 % On Each Field?

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

29.3%

Blended

If had just Existing Reservoirs, and
did not develop anything new, |
would pay tax on my profits at 29.3%

Gaffney. Cline & Associates
07 November 2007



S o,

29

21

Does That Mean | A m Paying

%

O

40%
35%
30%
25%
20%
15%
10%

5%

0%

n E ach Field 2

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

28.3%

Existing Blended

Reservoirs

If 1 had just Field X, lwould pay tax
on my profits at 28.3% -
its margin is slightly lower



So, Does That Mean | A m Paying

29 .1 % O n E ach Field?

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

Existing
Reservoirs

Both fields together, the rate is 29.1%

Gaffney, Cline & Associates',
07 Novembor 2007



However, this does not tell

the whole story

The lower profitability field benefits from
the progressivity structure
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So, Does That Mean | A m Paying

29 .1 % O n Each Field?

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

Existing Blended
Reservoirs

The mathematics of this reduction means that actually whiie
Existing Reservoirs continue to pay tax at a rate of 29.3%,
The effective rate on Field X is actually 28.2% ....

. less than it would be if it were developed stand-alone

Gaffney’ Cline & Associates
07 November 2007



T h is Il m p act C a n B e

S e e n Furth er

Iln A B ro ad e r P ortfolio

Gaffney. Cline & Associates



C onsider A P ortfolio O f 4 Field s

Portfolio Production Rate and Net Margin

250.000

200.000

(BOPD)

150.000

100.000

Ol Production

50,000

Existing Reservoirs

.. One producing 200,000 bopd and
three others, each producing 50,000 bopd,
and each of decreasing profitability

Gaffney, Cline & Associates
07 November 2007



Tax rates if stand alone development

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

..V'

S
ifc 5

Existing Blended
Reservoirs

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

Gaffrley, Cline & Associates
07 November 2007



The Least Profitable Field

. can actually have an effective rate
below the basic rate



The impact On The Lower Margin

Fields Is M ore Noticeable
Tax Rate By Field Within A Company - As Affected By Portfolio Blending

40%
35%
30%
25%
20%
15%
10%

5%

0%

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

Gaffney, Cline' & Associates
07 November 2007



The Impact Of Capital

Ilnvestment

--------- *:» L
Gaffney, Cline & Associates



H o w T he INet Tax S ystem O perates NN

e “Net” taxes all fields at a single rate

N Ifonly looking at the “headline’ net tax rate, this would be

the perception

In reality, when looking at the marginal impact of different
parts of the portfolio, ittaxes different fields or reservoirs

at different rates

e Based upon their individual profitability

« Further, it doesn’t tax operating profits, but retained
cash flow after reinvestment

Gaffney! Cline & Associates"
07 November 2007



R e m
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Portfolio Profitability

ANS West Coast $80/Bb!
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lid e s

?

The portfolio in the previous
slides had a blended rate of
27.4%, not 25.9% ....

Tax Rate Structure
(Incorporating Progressivity)

Profit Margin ($/Bbl)

07 November 2007



A S s U m e th at 27 .4 % is th e rate th at will

be payable before further capital

in vestm ent decisions are m a d e

in this exam ple $800 million



Capital Spending Has An Impact On

Rate, T oo

Tax Rale By Field Within A Company - As Affected By Portfolio Blending,
Capex And Tax Credit

50%
45%
40%

35%

300 29.3% 28.3% 27 4%
25.0%

250 22.5%
20%
15%
10%

5%

00/0 . .

Reservolrs

This reduces the rate payable from 27.4% to 25.9%

How ?

Gaffney, Cline & Associates 07 November 2007



T h e Portfolio Produces 350,000 B op d

this 1s 127.75 Million Barrels Per Year

Portfolio Production Rate and Net Margin

250,000

(BOPD)

Oil Production

Existing Reservoirs

Gaffney, Cline & Associates

2T %

07 November 2007



The Capex Per Barrel Is A Function

Of The Spending And Production

« $800 million of capex is $6.26 per barrel of
production at 350,000 Bopd
(127.75 million barrels per year)

 Ifthe portfolio was only 175,000 Bopd $800 million
reinvested would be $12.52 per barrel

 Ifthe reinvestment was $400 million and the
production was 350,000 Bopd, this would be $3.13

per barrel

Gaffnby. Cline & Associates
07 November 2007



The $6.26 Per Barrel Capital Increases
“Costs” And Lowers The Tax Rate

Portfolio Profitability

Pre-Capex Margin

90
80
70
Lii't'no
60 16
Capex
m 50 )
VL i fdy B v
40 v lilf'w h i
- P g
20 f
10 1
0 K 3
Tax Rate Tax Rate
27.4% 25.9%

Gaffney, Cline & Associates
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This Can Be looked At
Differently Though

. as a tax rebate on the capex

Gaffney. Cline & Associates™!



Tax Rate By Field Within A Company - As Affected By Portfolio Blending,
Capex And Tax Credit

Existing X Y 2 Blended Capex Post Cape
Reservoirs
It is the same as still paying the blended rate of 27.4% on the portfolio production

(or having an effective rate of 29.3% on Existing Reservoirs .. down to 17.7% on Field 2Z)
and Alaska paying* 40.8% of that $800 million capital

This 40.8% is higher than the Blended tax rate ... and is a function of the capex per
barrel and the overall portfolio cost and margin structure

*from PPT only - does not includo Slato and Fodoral tax offocts

&'} oarney. unne a Associates
07 November 2007



Look At The Tax System T h rough T h e

A m ount OTf Tax P ayable

Tax Allocable By Field Within Portfolio

As individual fields, and at these assumed oil prices and costs,
this portfolio would pay $2,135 million in PPT
*from PPT only - does not includo Stato and Federal tax effects

Gaffney. Cline & Associates
07 November 2007



P ortfolio E ffects L ower Total T ax Qb0 #

Tax Allocable By Field Within Portfolio

Individual Field Blended

Putting all fields in one portfolio (company) lowers this to $2,092 million
a saving of $ 43 million

Gaffney, Cline & Associates
07 November 2007



The Big W inner Though Is CapexX

Tax Allocable By Field Within Portfolio
2,500 i

2,000

Individual Field Blended Investment After Capex

In this example the State pays $326 million (40.8%) of the capital
(the percentage will vary based on overall portfolio net margin per barrel)
The $326 million can be allocated as $219 million from reducing taxable income at
27.4% and $107 million from lowering the rate from 27.4% to 25.9%

Gaffney, Cline & Associates
07 November 2007



But Wait! That Is Not Al

Gaffney; Cline & Associates



Iln vestment Credits Also Apply

Tax Allocable By Field Within Portfolio

2,500

Individual Field Biended Investment After Capex After Tax Credit

Investment Credits Take a further $160 million (20% of $800 million)

from the tax payable

Gaffney. Cline & Associate?



A fter Investm ent

C

redits

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

50%
45%
40%
35%
30%
25%
20%
15%
10%

5%

0%
Existing
Reservoirs

(note: the taXtote is notactually lo\

Gaffney. Cline & Associates

Capex And Tax Credit

40.8%

Blended Capex

Post Capd3ost Tax Cr

has the effect of lowering the tax rate further, to 23.5%*

*In this example

is the nwtheniaticiit effect)

07 Novembor2007



Tax Structure As Applied

Under Various Structures

PPT

ACES
Senate Judiciary
House Resources



Progressivity

PPT
> Basic rate of 22.5%
> Tax rate increases 0.25% for every dollar that net cash flow per barrel exceeds $40

e ACES
> Basic rate of 25%
> Tax rate increases 0.2% for every dollar that net cash flow per barrel exceeds $30

e Senate Judiciary
> Basic rate of 25%
> Tax rate increases 0.4% for every dollar that net cash flow per barrel exceeds $30

 House Resources
> Basic rate of 25%
> Adds a progressivity component, with the rate set on net cash flow per barrel, but
the tax applied to Gross Value at the Point of Production

> Tax rate graduated
e 0.2% for every dollar that the net cash flow per barrel exceeds $30, up to $40
e 0.3% for every dollar that the net cash flow per barrel exceeds $40, up to $50
e 0.4% for every dollar that the net cash flow per barrel exceeds $50, up to $60
 0.5% for every dollar that the net cash flow per barrel exceeds $60

07 November 2007



BOR

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

40%
35%
30% 27.4%
25%
20%
15%
10%
5%

0%

Existing X Blended

Reservoirs

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

Gaffney. Cline & Associates 07 November 2007



A CES Progressivity o

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

40%
35% 31.7%
30%
25%
20%
15%
10%
5%

0%

Existing Blended

Reservoirs

The progressivity feature is maintained, although ACES has a
higher base rate (25% compared to PPT 22.5%) and a shallower
progressivity (0.2% compared to 0.25%), starting $10 earlier ($30

rather than $40 net cash flow per barrel)

Gaffney,'Cline & Associates
07 November 2007



Senate Judiciary Progressivity

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

Existing X Blended
Reservoirs
The Senate Judiciary CS starts at the same point as ACES, but
has a progressivity of 0.4%, rather than 0.2%
As a result, while this results in an overall larger take, the less
profitable field in this example actually benefits from a lower rate

Gaffney, Cline & Associates
07 November 2007



House Resources Progressivity

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

The progressivity in the House Resources CS sets it rate from the net

cash flow per barrel, but taxes the Gross Value
38.6%

Existing Blended
Reservoirs

As such its effective rate becomes higher than a “pure net” system with
the same progressivity feature, but the progressive taxation of different
profitability fields is maintained

Gaffney. Cline & Associates’,
07 November 2007



C onvclusions

A net tax on the “profit margin” is actually a tax on a
company’s retained cash flow and not just a tax on

simple profitability

e The progressive feature in PPT, in ACES, and in the
Senate Judiciary CS and House Resources CS
allows fields of different profitability within the same
company to have different effective tax rates

« More aggressive net progressivity provides a
greater differentiation on the effective rate

Gaffney. Cline & Associates
07 November 2007



Actual Prudhoe Results



W h ere Is th e tipping p oint? ~ N 2 3 C

* Quite legitimately several legislators have asked
how far (increasing taxes) is just right and how far

Is too far?
> The comPanles for %bVlOUS reasons have veassed on the
Rportuntyﬁ escripe merical terms What impact a
change In"Alaska taxes Will have

e Decision making process has many factors

e Worldwide better rock trumps fiscal systems

e Appears the majority of capital spending of the major

Alaskan oil companies is in regimes with higher
government take

> Al cor}sultants acknowl?daged that ta>i<es are C}J'[ one of

ew actors thﬁt control gecision m mg and cannot say
certamty what tax rate Is Just rig

Gaffney, Cline & Ass
07 November 2007



Testing the Tipping P oint

 Industry testimony to previous committees paints a
fairly clear picture of one very important aspect of
North Slope operations

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

> 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.

« Details presented were then double checked against
annual reports, SEC filings, analyst presentations
and other company press releases where available

Gaffney, Cline & Associates
07 November 2007



Overall Observations

« Based on the testimony and presentations from
iIndustry GCA believes:
> There is significant upside in terms of barrels of oil to be

produced by investing to reduce the natural field decline

rate in the major North Slope fields

> The economics of reinvestment in existing producing

assets on the North Slope are extremely profitable

e Evaluated with actual costs, production and prices as
reported by BP

e Profitable even when tested against various stress points

Gaffney, Cline & Associates
07 Novomber 2007



A O G A Testim ony to the H ouse \oL

In discussing the merits of HB 2001 versus PPT ancl the Administration's concerns, we
must always keep in mind the real-world situation that Alaska faces. Tlid greatest challenge} that
confronts this generation of Alaskans and the nextis th™ ongoing decline of oil production.
which|has been, is today, and promises to reniainjthe cornerstone of the finances of state

government.

e The fiscal system chosen must recognize the
current and near-term importance of improving
production from existing assets.

Gaffhey, Cline & Associates
07 Novombor 2007



A OGA Testimony - Recent Success

This gets us tc investment in currently producing fields. Fortunately, there are invest-
ments that can be made, and are being made, in t lese fields to slow their decline. In the short
term, this is in-fill drilling — that is, drilling new wells into the portions of a reservoir that are
between the wells that have already been drilled. This accelerates the drainage of oil from the
rock that currently lies in between existing wells. In-fill drilling last year contributed some

70,000 barrels a day to production from the Prud loe Bay fieldl To put this into perspective, a
70,000 barrel per day field would be the 4a largest stand-alone field on the North Slope today.

« AOGA, with the 100% backing of their member
organization touted the importance of infill drilling
along with its success

« Additional production of 70,000 bopd was
achieved with the 2006 infill drilling program.

Gaffney, ClI'ne & Associates
07 Novomber2007



Potential infill upside gid-0*&

BP noted
that light oil

Sustained investment in light oil development is critical to developing represented
heavy ail and new fields as much as

7.5 Bn bbls
out of a total

15 -
YETTO BE of 11.5 Bn
DISCOVERED
bbls

Known oil resource Light oil
m V' potential within ~70%
EXISTING FIELDS of the
identified
potential

curi« CC« D02;0C3 5P Produced Future

Gaffney, Cllne & Associates
07 November 2007



Prudhoe Bay infill drilling

50% Of GPB's current oil
production is from drilling and

> rig workover activity conducted
a over the past four years
~ P
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BP House testimony page 12

Gaffney. Cline & Associates
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GPB Well Investments 2002-2006
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Costlier Development

It IS getting more expensive to develop a barrel
reserves (BP Infill program)

2002 2003 2004 2005 2006
Capex 255 220 275 240 245
MMbls 120 90 80 60 50
$/bbl 2.13 2.44 3.44 4.00 4.90

Contrast the above per barrel ¥F&D costs with:

> $2 or less CAPEX for Prudhoe and Kuparuk to date
e $19bn to produce 9.5 bn bbls

> The P/K upside at $3.5(15%), $7.7 (6%), $12 (3%)

> Pioneer’s view of average F&D for Lower-48 of $14

Gaffney, Cline & Associates

of

07 November 2007



5 Year Prudhoe Drilling Program

BP noted that for every dollar spent on an infill well
another two dollars were spent on injection and
surface facilities - base case is 300% Capex

CAPEX for Drilling Program

1000
900
300
700
600

| 500
400
300
200
100

0

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Gaffney, Cline & Associates 07 November 2007



BP - Prudhoe Bay

* Production from infill program as presented by BP

Incremental Production
300

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Gaffney, Cline & Associates
07 November 2007



B

% s
P Prudhoe Bay

e This is the after tax return on (300%) Investment
realized by the Prudhoe Bay owners

Oil Company After Tax IRR

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

(e~

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



B P P rudhoe B ayvy

Over $3.5 Bn in additional value with cash flows

discounted at 15%.

Gaffney, Cline & Associates

Oil Company NPV

$3,500

$2,500

$1,500 s

Y

$500

t$500)

($1,500)

07 November 2007



R obust drilling p rogr ram

e Remains profitable at:
> 300% capex

> 200% opex

> 259% discount rate

> $50 ANS

> High progressivity

Gaffney. Cline &Associates
07 *007



O verly Stressed C as e

Gaffney, Cline & Associated
07 Novombor 2007



M odel Dem onstration

daffney, Cline & Associates
07 November 2007



North Slope Potential

Decline Rate 15 % 3 %
Produced Barrelis 1.3 bn 3.9 bn 7.5 bn
Industry Investment $5 bn $25 bn $70 bn

Status quo

Built a generic model based on the above barrels and

investments
> Used indicated decline rates

> 250,000 bpd abandonment rate
(Based on the oil companies’ and AOGA presentation of the

mechanical limit of 300,000 bpd for TAPS and the above
decline rates and produced barrels )

Gaffney, Cline & Associates
07 Novombor 2007



Under P PT

o UG S

Decline Rate
Produced Barrels

Industry Investment

NPV10 = $Bn
NPVO =$Bn
NPVO = $/bbl

- $80/bbl WTI, $70/bbl NS

Gaffney, Cline & Associates’

15%
1.3 bn
$5 bn

$15- $20
$22 - $27
$15- $20

-~ ip. P
‘'$ff 0 f,-""
P fiom S
6% 3%
3.9 bn 7.5 bn
$25 bn $70 bn
Status quo

$30-$40 - $35-%$45
$55-$75 = $90-$125
$14-$19 = $12-$17

07 Novombor 2007



D elaying T A P S A bandonment

Impact Of Abandonment Rate On North Slope Recovery

14.0
T
£ 120

§ 100

oo
o

Sooovoy 8
o
o

4,0

2.0

Rumgmo

0.0
200,000 150,000 100,000

Abandonment Rate (Bopd)

0 15% 00 6% m 3%

Gaffney, Cline & Associates
07 November 2007



S um m ary

Oil Companies must show “reasonable certainty” about future
investments and expected production to be able to book oil In

the ground as reserves

There is pressure in the market place to declare ‘proved
reserves’ as soon as feasible -- important to shareholder and

analyst growth expectations and stock price

>

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 infill investments

would require a significant write down of reserves

The Prudhoe Bay infill drilling program as presented by AOGA
and BP is so profitable that under even the most extreme net
tax structure, oil companies should want to continue their

reinvestment program.

Gaffney, Cline & Associates
07 Novombor2007
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A ctual drilling program

assuming PPT applies throughout

Without investment credits pre....
Oil Company IRR =..%, NPV., =.. billion

Modeling the Prudhoe Success contained in AOGA/BP Testimony

""'emental Production

Drilling Prgram Year CAPEX for Drilling Program 3,705
2002 F
2003 F 15((%)
2004 F 800
2005 f* 200
2006 P fcee)
| 600
Capox Multlplior 300% | " 400
300
Opox Multlplior 106 i y %
. 0
Jroductlon Multiplier 100% <| >| 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Discount Rate 1% «; »l
i Alaska Royalty And Taxes
Royalty — 125% 4 | » | Oil Company Net Present Value yaity
Net Tax Rato 206% 4 > | IRR = 53%
Progressivity 025% 4 y
Progressivity Start
*am
Prico 80 <i wi

No tax credits 2002*2005

Actu.il oil price |Ik*I based on PPT) Ifwu 2006, then Feet

Gaffney, Cline & Associates

ZIE 2003 2004 2005 2006 2007 2008 2009 2010 2011 20175°0)

07 Novombor 2007



A S s U m

With investment credits pre....

in g

PP T

from

2 002 w

Ith

cred

iIts

Oil Company IRR =..%, NPV.. =§. . billion

Modeling the Prudhoe Success contained in AOGA/BP Testimony

Drilling Prgram Year CAPEX for Drilling Program 37T]
2002 F
2003 F ‘1&2
2004 F
€00
2005 F o00
2006 F 600
500
Capox Mulllpllor 300% | 400
300
Opox Multlplior 100% 4y a0
K
Production Multlplior 100% <J_>J
2002 2003 2004 2005 2006 2007 .-003 2009 2010 2011 2012
Discount Rato 10% 4y
Royalty 125% 4[> J Oil Company Net Present Value
Not Tax Rato  225% 4jy 1 IRR = 67% |
Progrosslvity 0.25% 4y
Progrosslvity Start 40 41>
Prico 80 4 | »]
F
Tax Qredits fromaouiset

Actual oil prica (but based on PPT) thru 2006. than Fcsl

Gaffney. Cline & Associates

2002

upv =

2C03

Incremental Production

2004 2005 2006 2007 2008

Alaska Royalty And Taxes

2009

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

"V

‘Qud

440 i

2010 2011

3.500

1.500

"raii5001
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D uplicate

Starting in

2002 - 2006 Program

2 00 8

Capex to...%, ... oll, Senate CS, Forecast mode
Oil Company IRR =-. % and NPV.. =..... MM

Drilling Prgram Year

2002 F

2003

2004

2005

2006

Capex Multlplior
Opcx Multiplier
3roductlon Multiplier
Discount Rato
Royalty

Not Tax Rato
Progrosslvity

Progrosslvity Start

Price

3
3
3
3

ss0w E U

100% 4 Y
1006 <| >
10%

Tax Crtdiit from outM t

For»cefttOnly Mode

Gaffney, Cline & Associates

Modeling the Prudhoe Success contained in AOGA/BP Testimony

carev for Drilling Program L 4146) Incremental Production

2000 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

0Oil Company Net Present Value Alaska Royalty And Taxes 6688

2008 2009 2010 2011 2012 20U 2014 2015 2016 2017 7oi4™»

07 Novomber 2007



. i . UF
Forecast at the NYMENX strip price b
All things the same, but oil at... per barrel
Oil Company IRR =...% NPV.. =$. ... MM
Modeling the Prudhoe Success contained in AOGA/BP Testimony
DrilarbgéPrgram Year CAPEX for Drilling Program | 4 446 Incremental Production
2003 F
2004 F
2005 P
2000 F
Capex Multiplier 360% m
Opex Multlplior 100% 4 >
‘reduction Multiplior 100% _<J »> | 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2016 2003 2009 2010 2011 2012 2013 2014 2015 2016 2017
Discount Rato 10% 4 Yy
Royalty 12.5% .3 Alaska Royalty And Taxes
Not Tax Rato 250% 4  »j
Progrosslvity 0.40% 4 >
Progrosslvity Start 304| > |
Prico 88'W A 3-.500

T«s CrodiU from ouUr

ForoCcJst Only Mod*

Gaffney, Cline &Associates

2000 2009 2010 2011 2012 2013 2014 2015 2016 2017 TOIlIt™'

07 Novembor 2007



S enate CS - Forecast Mode, $80 oil

IRR =...%, NPV.. =§. ... billion

Modeling the Prudhoe Success contained in AOGA/BP Testimony

Drilling Prgram Year CAPEX for Drilling Program 3,705 | Incremental Production
2002 P 100
2003 1
900
2004 P 800
2005 P 700
2006 P [eele)
3 00
Capox Multiplior 300% ** 400
300
Opox Multiplior 10k | y T:{E%
o 0
3roductlon Multiplior 100% < | »J 2008 2009 2010 2011 2012 2013 2014 2010 2016 2017 2018 2008 2009 2010 ° 2041 = 2042 = 2043 2014 2045 = 2016 2047
Discount Rato 10% ~» J
i Alaska Royalty And Taxes 1445i
Royalty  125% <1» ] Oil Company Net Present Value 5,053 yally e
Not Tax Rato 25.0% Yy i
Progrosslvity 040% i y
Progrossivity Start
P.-lco 80 <I» I
(600)

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Tan Credit* from outset
Forecast Only Mode

Gaffney. Cline & Associates
07 November 2007
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Summary of C osts

Fiscal Note HB 3001:

Total ($M)

Per Taxable
Barrel ($/Bbl.)

Fiscal Note HB 2001 (Current):

Total ($M)

Per Taxable
Barrel ($/Bbl.)

Capex

$1,052

$4.58

Capex

$2,146

$9.33

FY 2008

Opex

$1,076

$4.68

FY 2008

Opex

$2,187

$9.51

Total

$2,128

$9.26

Total

$4,333

$18.85



Platt’s ANS Crude Oil Price,
January .... - September....

@ollars Per Barrel)



Latest



IHS/CERA Upstream Capital Cost Index

i Q2000 -1 Q2007

100)

Source: Jasod on Cambridge Enorgy Rosoarch Associates May 8, 2007 Press Roloaso



IHS/CERA

Upstream Capital C ost Index vs.

W est C oast ANS Price

2000-20017

Source:

Indox Basod on Cambrildgo Energy Research Associates May 8, 2007 Press Reloaso; Pricos from Platt's.
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A(\g/erage* OéI.DriIIing Rig Daily Rates Index

Percent Change from Prior Year:

+3.0% j +26.6% j r44.9% j +22.2% i -8.4%

2002 2003 2004 2005 2006 2007

*Avoragc of Mid-Continent, ArkLaTox, Gulf Coast, Permian Basin, Rocky Mountains, and South Texas.

Sourco: Land Rig Newsletter.



j

A verage* O

W est

2002

S0 o (Hox W ®o=-0

j

C oast

2007

Drilling Rig Daily R ates Index vs.

A NS Price

"Average of Mid-Continent, ArkLaTox, Gulf Coast, Permian Basin, Rocky Mountains, and South Toxas.

Source: Rig Rato from Land Rig Newslettor; Prices from Platt's.
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% <
10-W elJl Oil L ease Index

A verage* O perating C osts for

2000 - 2006

100)

*« Avorago of California, Oklahoma, South Louisiana, South Texas, West Toxas, and Rocky Moutains.

Sourco: EIA.



A verage?®*

O perating C osts for 10-W ell Oil L ease Index

W est Coast ANS Price t

2000 -« 2007

:/‘(x))

Costs (0

Average Operating

* Avorage of California, Oklahoma, South Louisiana, South Toxas, West Texas, and Rocky Moutalns.

Sourco: Costs from EIA; Prices from Platt's.

\Y

S .

Q@ollars Per Barrel)

ANS West Coast Price



ConocoPhillips R eported Production C osts Per B OE

2003 ~ 2006

(ollars Per BOE)

Sourco: ConocoPhillips 10-K filings.



B P Reported Production C osts Per B OE

2002-2006

Source: BP Financial and Operating Information, 2002-2006.



BP and ConocoPhillips Reported

A laska Production C osts Per BOE

2003-2006

Source: ConocoPhillips 10-K filings, BP Financial and Operating Information, 2002-2006. econ



Corrosion | Integrity Management* Costs

$... Mfor OTL Replacement

$. .. M Net for Integrity Management.... ....

(BP Form 20-F, pg. 18)

Likely Increase in Costs for Other Production-
Related Activities

Probably Reflected in DOR Cost Forecasts



DOR Current Forecasts are B ased on

Under the

PPT.

Forecast Costs

Publicly Reported

2005 Period.

Costs Have Incr

of Future

M itigated O ver the

The Incre
Lower 48

Corrosion

Crude

ases in

and Elsew here

Repai

T hese

Used

eased

Oil Pr

C ost

r and

Unaudited T ax

Costs May be Reduced A fter

in DOR'’S Fiscal Note to HB 300

in Recent Years with Increase

ices. The Level of Increase is

Long Run.

s Filed with the SEC for Alaska

“Integrity M anagement” Effort

payer R

Review

1 are in

Information Specific to Alaska During the

eturns

and Audit.

Line with

2002 -

s in Expectations
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Relative to the
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e Corrosion Repair and “Integrity M anagement” Efforts Likely to

Increase Costs Reported for Alaska, Even for Non-Corrosion Repair

Services.

*+ SEC Filings Suggestthat Corrosion Repair and “Integrity M anagement”

Costs are Likely Included in Alaska Figures.

* DOR Forecasts Likely Include C osts Related to T hese Efforts.

* DOR Cost Estimates Now Include Cost |l Price Sensitivity. This is

Appropriate.

* A Proper Determination of the Actual Costs will Require Examination
of Supporting M aterials. Exam ination Should Include a Review of
Unit-by-Unit Inform ation Both During the PPT Period and Several Y ears

Prior to the Im plementation of PPT.
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Report to the Alaska Legislature on Production Cost Increases

Barry Pulliam
Senior Economist, Econ One Research. Inc
November 2,2007

l. Introduction

This report addresses issues raised in Senator Therriault's August 30, 2007 letter on
PPT lease costs. In preparing this report we have,

« reviewed the modeling used for the Alaska Department of Revenue's
(DOR) Fiscal Note accompanying I1B 3001;

« reviewed DOR's August 3.2007 PPT Status Report:

« interviewed DOR personnel familiar with the DOR models, cost
assumptions and PPT filings by the producers:

« reviewed various presentations made during PPT hearings last year:

« reviewed SEC filings made by producers:

« reviewed data compiled by the Energy Information Agency regarding
production costs;

« reviewed reports prepared by market analysts regarding production costs:
and

« reviewed cost information regarding drilling rig rates in the Lower 48
states.

Il. DOR Forecast Lease Cost Increases Generally

The Alaska Department of Revenue (DOR) issued a "PPT Status Report" on August
3.2007. In that report, the DOR stated that for FY 2008, revenues were expected to be
$800 million lower than earlier forecasts, as reflected in the Fiscal Note accompanying
1B 3001. The DOR Status Report isincluded here as Attachment I.

The DOR identified higher than forecast costs as the primary reason for the decrease
in projected revenues. Relative to the 11B 3001 Fiscal Note, the DOR forecast lease cost
increases for FY 2008 of nearly $2 billion. Ibis represents an approximate 100%
increase in costs. Capital cost forecasts increased by SI.I billion, while operating costs
increased by $0.9 billion. Ihe impact of increased costs forecasts would account for the
reduction in forecast revenues of approximately $800 million as set forth in the Status

Report.

In the Fiscal Note accompanying 1B 2001 (ACES), the DOR has increased its cost
increases further. Ihe DOR currently projects total operating and capital costs for FY
2008 of $4.33 billion, an increase of approximately 7% over the figures set forth in the
August 2007 Status Report. DOR expects these higher cost levels to continue for the



near future. Attachment 2 sets forth the DOR's current lease cost forecasts through
Fiscal 2014.

1. Basis lor the Costs Used in DOR’s MB 3001 Fiscal Note

The cost projections inch.Jed in DOR's MB 3001 Fiscal Note were developed in late
2005 and were based on information available at that time. This included confidential
income tax returns and public SEC filings for the years through 2004 -- the most recent
years available in 2005 -- and published consultant reports covering the period through
2003. DOR reviewed this information with the producers. In addition, we (Econ One)
reviewed the DOR's cost projections.

The cost projections used in DOR's MB 3001 Fiscal Note totaled approximate!; $2.1
billion for the FY 2008. On a (gross) per-barrel basis, those cost projections averaged
S7.27/bbl.1 DOR's current volume projections for FY 2008 are approximately 7).()00
(79 mbd) lower (725 rribd vs 804 mbd) than they were at the time the Fiscal Nc-.r was
prepared. Molding total costs constant, this projected drop in volumes would incrc :e the
average cost to $8.04/bbl, an increase ofjust over 10%.'

The DOR cost projections were used throughout the PPT debate in the spri.i ? and
summer of 2006 in the analyses it presented to the legislature. In addition, itT stry
presented revenue estimates during the debate that incorporated cost projections in line

with the DOR projections.’

We also prepared various revenue projections during the PPT hearings. Those
projections fell into two categories: (l) the economics of exploration and development
and (2) revenues arising from production in fields included in production forecasts used
in DOR's Fiscal Note. Our base cost estimates used in these later estimates were
somewhat, though not significantly, higher than the cost estimates used by the DOR.4

V. The Basis for DOR's Current Cost Forecasts

DOR has based its current cost forecasts primarily on the filings submitted by the
producer/taxpayers. As has been stated by DOR personnel in testimony, these costs are

llic S7.27/bbl figure represents the average cost per barrel produced. Spread across taxable
barrels (assuming an average royalty ofapproximately 12.9%), it would be $8.35/hbl.

The increase in average $/bbl costs resulting from volume declines may be somewhat smaller than
noted above, as a small portion o f the total operating costs would be variable with production.

. See Conocol'hillips presentation on February 27. 2000. While the cost assumptions are not stated
in the chart, the revenues for the I'%*I are in line with the DOR projections, indicating that similar Costs

were used in the analysis.

~ In addition, we presented revenue sensitivities showing varying cost increases over base forecasts.
These included a 20".. cost increase, an assumption of a tripling of cost inflation (i.e., 7.5% rather than
2.5%) and an increase in capital expenditures by approximately 100% to an annual rate 0 f$2.5 billion.



not audited, nor have they been adjusted by DOR for potential misstatements or reporting
errors.

To our knowledge, DOR has not reviewed any of the supporting information behind
the tax filings. Moreover, DOR has not reviewed any of the other information that would
regularly be prepared by the Held operators detailing their actual and anticipated costs.
These would include items such as annual operating budgets, production and drilling
plans, regular (e.g.. quarterly and annual) expense statements and capital expenditure
authorizations (AFEs). This is information that would be shared regularly between

working interest owners in each unit.5

Without a review of the information underlying the tax filings, or a review of the
types of budget and expense reports prepared by the operator of each unit, it is not
possible at this time to determine whether the cost increases (relative to the earlier Fiscal
Note assumptions) that are reflected in the lax tilings to date and the DOR’s current cost
forecasts will prove to be accurate, or whether they may be adjusted after review.

V. Rising Costs Over the Past Several Years

There is broad consensus among industry analysts that per-barrel operating and
capital costs in the U.S. have increased sharply over the past several years. The increase
in costs has been higher than general inflation and is driven in large part by higher
sustained oil and gas prices relative to expectations of several years ago.

Attachment 3 shows actual ANS West Coast prices over the period January 2000
through September 2007. During this period, ANS prices have increased by
approximately S5r/bbl. Moreover, expectations as to long-term crude oil prices have
increased considerably just since January 2005. Attachment 4 shows expected price
levels as reflected in NYMEX futures trading for oil delivered at the end of 2011 In
January 2005 the forward price on the NYMEX was close to $40/bbl. Ihe forward price
rose sharply over the course of the year, ending at close to $60/bbl. Today, the forward
price for delivery at the end of 2011 is about $80/bhl. which is an increase of S40/bbl

since January 2005.

Expectations for sharply increased, long-term crude oil prices have led companies to
spend more money looking for and evaluating prospective properties. In addition, it has
led them to spend more money developing costlier reserves from existing properties.
This additional demand, which results in large part from an increase in price
expectations, has led to increased costs.

VI. Publicly Available Data Regarding Production Cost Increases
Publicly available data reflecting operating and capital costs show increases generally

over the past several years, with sharp increases occurring in 2005 and 2006. The timing

Il'is our uinlerstaniling that D olt does not have access to litis information at this time.



of these increases is consistent with rapid increases in actual and expected long-term
crude oil prices that began in 2005.

Attachment 5 shows an index of upstream capp'd costs since 2000 presented in a May
8. 2007 release by the consulting firm IMS/CERA. The index is designed to track capital
costs associated with oil and gas production world-wide. The 111S/CERA figures show
moderate cost inflation (consistent with the general economy) through 2004, then rising
quickly, particularly in the 2m half of 2005 and throughout 2006.

Attachment 6 shows an index of operating costs prepared from lease cost data
reported by the Energy Information Administration (EIA) for Lower 48 states/” The EIA
operating data shows a cumulative cost increase of 29% in 2006 relative to average cost
levels over the 2002 - 2004 period that formed the basis of the earlier DOR forecast.

Attachment 7 shows an index of equipment costs prepared from the same EIA data.
This chart shows a relative large increase in costs occurring in 2004. moderating
somewhat in 2005 and 2006. On average. 2006 equipment costs reflected in the EIA data
were 32% greater than average costs over the 2002 - 2004 period.

Attachment 8 shows an index of daily rental rates for oil drilling rigs in the Lower 48
states prepared using data from the Land Rig Newsletter. Rental rates for oil drilling rigs
in the Lower 48 began rising in 2004 and increased sharply in 2005. The rate of increase
slowed somewhat in 2006 and has actually declined since 1Q2006. Overall, the index
shows an approximate doubling of 2006 daily rig rental rates relative to the 2002 - 2004

period.

None of the data presented in these attachments reflect actual costs in Alaska. Rather,
they reflect generalized world-wide costs or costs in the Lower-48 states. These data
indicate that the cost of production has risen generally over the course of the past several
years. We would expect that the same pressures on production costs outside of Alaska
would lead to increased costs in Alaska. And given some of the unique aspects of
Alaska's production (isolation, shorter drilling season, number of suppliers available to
industry in Alaska during the short-term), combined with the impact of the corrosion
repair and “integrity management” work in Alaska, these general cost pressures may
impact the State greater than they have elsewhere, at least in the near term.

VIlI. Production Costs Reported to the SEC and Alaska Specific Costs

Publicly traded oil companies report production costs to the SEX’ in their annual
filings. US companies' data is contained in their form 10-K. foreign companies, such as
IIP, report the information in form 20-F. In some cases the costs are broken out
separately for Alaska and other areas. Attachments 9-12 set forth reported production
costs per barrel for ConocoPhillips. 1IP, ExxonMobil and Chevron. Ihe reported
production costs relied operating expenses and do not include capital investments.

the Id A dees not publish data for Alaska.



ConocoPhillips and BP report their production costs in Alaska separately from
production costs elsewhere. These reported figures show generally increasing production
costs worldwide over the past 4 years, with higher increases in the U.S. and in Alaska in
particular. Alaska cost increases reported by BP were much greater than those reported

by ConocoPhillips over the last 2 years.

ConocoPhillips' publicly reported production costs over the period 2003 - 2006 for
equity production in Alaska and the Lower 48 stales are set forth in Attachment 9. The
ConocoPhillips' data shows Alaska production costs of approximately $3.50 per barrel
between 2003 and 2005. These are similar to the operating costs used by the DOR in

their earlier forecasting.

Consistent with the cost and price data presented above, the ConocoPhillips' reported
costs began to rise in 2005. with a sharp (63%) increase in 2006 lo approximately
$6.40/bbl. ConocoPhillips' production costs for the Lower 48 states shows a much more
moderate rate of increase over the past 4 years than do their Alaska costs.

BP’s publicly reported production costs over the same period for equity production in
Alaska, the United States and the rest of the world are set forth in Attachment 10. BP's
reported figures for Alaska are in the same general range as ConocoPhillips* costs for
2003 and 2004 (approximately S3.50 per barrel), then rise in 2005 by 38%. with a further
sharp (81%) increase to over $9.00/bbl in 2006.

ExxonMobil's reported costs are shown in Attachment 11. Unlike the other 2 large
producers, ExxonMobil does not break out Alaska in its public filings, ExxonMobil's
reported figures show increasing production costs over the 2002 - 2006 period higher
worldwide, with a greater increase in the US. particularly in 2006.

Attachment 12 shows production costs reported by Chevron for the 2002 - 2006
period. Chevron's costs show increases generally over the period, with larger increases

in the US beginning in 2005.
VIIlI. Information on Corrosion-Related Costs

DOR personnel stated that they did not know the amount that has been claimed for
costs related to corrosion repair work on the North Slope. The level of cost reporting
contained in the PPT filings does not provide detail regarding the nature of underlying
costs. And as discussed above, these tax tilings largely form the basis for DOR’s cost

projections going forward.

One way to attempt to determine the extent of corrosion related costs claimed and
included in the tax lilings would be to examine and compare the tax data across taxpayers
and units, comparing costs claimed for Prudhoe Bay and by BP with costs claimed by
other taxpayers and for other areas. While DOR has certainly done this, they staled that
they could not share any data or analysis with us due to stated tax-payer confidentially

issues.



BP lias stated publicly that it will spend $260 million to replace the oil transit lines
(OTLs) at Prudhoe Bay. Assuming these costs are all spent during 2006 and 2007, they
would represent a little more than a $1/bbl cost spread across taxable barrels at Prudhoe

Bay for those two years.

In addition to the $260 million OTL replacement cost figure, BP reported in its 2006
form 20-F that it planned to spend over $550 million during 2007 and 2008 “net” on

“integrity management” in Alaska.7

There are several questions with respect lo this figure and how it relates to the
corrosion issues. First, BP's lilings do not define what is included in “integrity
management.” However, the statement would appear to be directed to efforts to insure
the “integrity” of facilities at Alaska in an effort to prevent future spills or shutdowns.
Second, BP's reports do not specify whether these would be operating or capital
expenses. Third, it is unclear whether the $550 million figure is all that is anticipated
with respect to the integrity management issues, or whether BP has just reported
anticipated costs for a two-year period. Fourth, it is unclear whether the $550 million
refers to expenses born solely by BP in its capacity as working interest owner, or whether
these reflect the gross amount that BP as operator will pay on behalf of itself and the
other working interest owners at Prudhoe Bay. If these expenses reflect BP’s net
worxing interest share, then the total integrity management expenditures over the 2007 -
2008 period could be far greater than $550 million. Finally, aside from this statement,
BP's filings do not separately list expenditure amounts related to "integrity management'
issues prior to 2007. Accordingly, the publicly available data do not allow us to
determine exactly how much of the $550 million spending represents an increase in
spending levels for this expense category relative to prior years.

Whether and to what extent corrosion-related costs are reported as a part of
taxpayers' PPT deductions, the impact of these events likely has had some effect on
increasing overall production costs on the North Slope for non-corrosion-related
production services. As discussed above, increasing oil prices overall have put pressure
on costs. The added pressure to deal with the corrosion repair and integrity management
issues, particularly in a short time period, adds to the general cost pressure brought about

by rising crude oil price expectations.

IX. Some Final Thoughts on Cost Increases and the PPT

HP's 2006 form 20-1, page 10 stales, "In response to the recent corrosion discoveries, UP has decided to
replace the main oil transit lines (16 miles) in bodt the liasteni and Western Operating Areas of Prudhoe
Hay. In addition. HP plans to spend over $550 million (net) over the next two years on integrity
management in Alaska."



The PPT system, through the deduction of costs and capital credits, was designed
to encourage capital investment and increased production in Alaska over the long run.
Accordingly, the fact that costs have risen relative to expectations, particularly capital-
related costs, should not be viewed in and of itself as a problem. Indeed, increased
capital spending is one of the policy objectives of the PPT system.

However, it would seem doubtful that the entirety, or even the majority, of the
cost increases reflected in the producers’ tax filings to dale relative to the projections
used in the earlier Fiscal Note are the result of potential stimulative effects of the PPT

system.

At the outset of this project we had sought lo obtain data from the DOR as to
costs (lied by category’ (i.e., capital and operating) at different Helds. Examination of that
data might provide an indication as to where (geographically) the cost increases relative
to forecast were coming frcm. In addition, such an examination, along with information
regarding drilling activity, might provide insight into the question of whether some of the
increased costs could be explained by increased exploration activity and/or development
activity in certain areas, which arc policy objectives of the lax system.

As discussed above. DOR personnel have maintained that cost information by
taxpayer and even aggregated cost across taxpayers by Held or unit, is considered as
taxpayer confidential and could not be made available. Accordingly, we were not able to
undertake this analysis as initially hoped.

Based on our discussions with DOR personnel and the data reviewed we can draw
the following conclusions with respect to the cost increases in DOR's modelin i ibis

time.

e The DOR's forecasts are based largely on unaudited taxpayer returns
under the PPT tax. Those costs may be reduced after review and audit.

e An increase in costs for Alaska production is consistent with the cost
patterns observed generally in the industry during the past several years.
Costs began to increase sharply beginning generally in 2005.

» Forecast costs used in DOR's Fiscal Note to | IB 3001 appear to be in line
with publicly (SEC) reported information specific to Alaska during the
period 2002 through 2005.

e Capital cost forecasts used by the DOR in the IIB 3001 Fiscal Note are in
line with historical capital spending levels on the North Slope between
2002 and 2005.

Repair costs for corrosion related work and integrity management on the
North Slope likely add costs for non-corrosion related costs in Alaska

generally.



The increases in costs Hied with the SEC for Alaska relative lo the Lower
48 and elsewhere reflect in part, expenses associated with corrosion repair
and “integrity management" efforts in Alaska.

The size of the cost increases, as reflected in the DOR's forecasts,
suggests that corrosion-related expenses and/or higher anticipated
“integrity management” expenses are likely included in the tax filings, and
as a result, included as a part of the cost forecasts.

A proper determination of the reasons (appropriate or inappropriate)
underlying the cost increases will require examination of the data
underlying producer/taxpayer returns and claims under the PPT period.
The examination should include review of unit-by-unit cost information
both during the PPT period (i.e., from April 2006 forward) and during the
several years prior to the implementation of the PPT.

Costs have increased in recent years with unexpected increases in
expectations of future crude oil prices. In the event that price expectations
increase further costs may further increase. The level of increase is likely
to be mitigated over the longer run with new entry (i.e.. increased supply)
for production-related services.

Likewise, to the extent that long-run price expectations tall significantly
(say down to $40/bbl), we can expect to see downward pressure on costs
over the long term.

DOR did not include a cost/price sensitivity in its IIP 3001 Fiscal Note or
in its PPT Status Report. Its current forecast adjusts costs up or down
when expected price levels rise above or fall below $60/bbl, respectively.
While these relationships are difficult to estimate with precision given the
information available, in our view, this type of sensitivity is a good
addition to the forecasting process.
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PPT IMPLEMENTATION STATUS REPORT

1 Purposi of the Report and Conclusions:

In August 2006, the Alaska Legislature passed HB 3001 containing a new oil and gas
production tax system ealled the Petroleum Profits Tax (PPT). The new profits-bascd tax
replaced the previous production tax based on gross value, generally referred to as the
"Economic Limit Factor” (ELF) lax system. Debate and passage of HB 3001 was
contentious, with questions raised on the propriety of a profils-based lax and on the
appropriate tax rate. The controversy escalated earlier this year with the handing down of
federal indictments against several legislators that centered on potential corruption
involving the PPT deliberations and votes.

The Governor tasked the Commissioner of Revenue with evaluating whether the PPT was
meeting expectations with respect to stale revenues and industry’s reinvestment in
Alaska. The Commissioner ol Revenue formed a Production Tax Team, staffed with
members from the Department ol evenue, Division of Tax and the Department of
Natural Resources, Division of On .n.d Gas to review various aspects of PPT
implementation. Based on the information provided by the Production Tax Team, the
initial concisions of the Department of Revenue are:

1) At current prices, the stale is collecting more production tax revenues under
PPT than it would have under the ELF system. However, those revenues arc
falling far short of what was expected when PPT was passed.

2) Operating and capital costs are substantially higher than were forecasted in the
PPT fiscal note provided to the legislature.

3) The value of PPT credits may not be fully realized for exploration companies
new to Alaska, given the small market for resale among “producers.”

4) The crossover oil price point where the state receives more revenue under the
PPT than under the ELF system has moved from the $26/barrel predicted in the
PPT fiscal note to $48/barrcl.

5) The activation of the progressive surcharge has shifted from a market price of
$55 to over $60 a barrel.

6) DOR faces significant challenges in implementing the PPT as currently
strut, tied.
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Il. Discussion:

1) Production tax revenues arc falling far short of expectations. The following graph
shows the differences in modeling results for FY 2008 production lax revenues; this
graph compares initial modeling for FY 20081, as prepared for the House Bill 3001 (PPT)
Fiscal note (SCS HB300I(NGD)|, with current modeling, as prepared for die Spring 2007
Revenue Sources Hook, and with the tax revenue that would have been gci.crated under
the ELF system. The tax revenue expectations for FY 2008 are significantly lower than
the revenue forecasted when the fiscal note was drafted. This is primarily due to the
significantly higher costs being reported as compared to what was estimated in the fiscal

note, as noted below.

In FY 2008, based on forecasted price and production levels, the PPT is expected to
generate about $250 million over that which would have been generated under the ELF
system. However, this is more than $800 million less than what was predicted in the PPT

fiscal note.

FY 2008 Production Tax Estimates: HB 3001 (24th Legislature) Fiscal Note and
Spring 2007 Revenue Sources Book PPT Forecasts; and ELF Tax

ANS wc Price (S'bbl)

Mol*. Afo.o I'Mrn.irtn'i'tM Udcn motitijfrcl| (2«{U|1K_ Rorir>iprr*);./u fcm. %»Ardtfonoi >>c<1(I?].A>>ycr.r*tf<n ‘} twir ui
ncnilM o Uocettto*  i*1jvee

' Because of tho unexpected disruptions to revenues and costs caused by the gathering line

failures in the Prudhoe Bay Unit in FY 2007, tho Deﬂartment is using FY 2008 as the comparison

Kear to eliminate one-time aberrations. In addition, the HB 3001 Fiscal Note and ELF Tax models
ave boon adjusted to reflect current production estimates.
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2) Operating and capital costs are substantially higher than were forecasted in (he PPT
fiscal note. The substantial and unanticipated increase in costs is the primary reason

revenues are falling short of expectations. Throughout the latter half of 2004 and 2005,
DOR officials gathered information from confidential tax documents, annual reports,

private consultant analyses, and the industry about the costs of producing petroleum on
the North Slope. DOR modeled the PPT revenue forecasts using these cost data and the
results of this modeling were provided to the legislature to aid their consideration of the

PPT.

Based on the cost data received by the Department for 2006 and 2007 since passage of
PPT. the Department has increased by almost 100% taxpayer operating and capital cost
estimates for FY 2008 in its Spring 2007 Revenue Source Book revenue projections. In
discussions with taxpayers, DOR has been told that these higher costs levels for 2006 and
2007 are not aberrations caused by unique events, such as the Prudhoe Bay shutdown,
and that we should anticipate costs remaining at these levels for the foreseeable future.

North Slope Production and Costs FY 2008,
per HB 3001 Fiscal Note and Spring 2007 Forecast
HB 3001 Fiscal Spring 2007

Note Forecast
FY 2008
Production (barrels per day) 802,000 764,000
Costs
Operating costs (“millions) $1,076 52,160
Capital costs (Smillions) S1.052 S$1.900
Total Costs $2,128 $4,060
Total Costs per Barrel S7.27 $14.56
Operating costs per barrel S3.68 $7.75
$3.59 $6.81

Capital costs per barrel

High oil and gas prices since 2005 are frequently cited as the cause of these cost
increases. Projects around the world that were once only marginally economic, are now
considered very viable, and are now placing increased demands on limited supplies of
engineering, procurement and construction services and on raw construction materials.
The Upstream Capital Costs Index, developed by Cambridge Energy Research Associates
(CERA), shows that costs for oil and gas production equipment, facilities, construction
materials and personnel have increased 53% since 2005. CERA expects cost escalation
to continue through 2007, although at a slower pace. Fluor Corporation estimates that
prices for fabricated structural steel have increased 60-70%- from 2003 to 2006. and that
delivery times for these materials increased by 18-20 weeks from their previous levels.
The same company reports that prices for seamless and welded pipe used in petroleum
production have increased 80-16091 from 2003 to 2006, and expects increases of another

15-50% by 2009.
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It is loo early to tell whether all of the costs reported under PPT thus far are proper!)
deductible. Also, it istoo early to know whether (he increase in reported industry
spending in the state will result in increased future production, or whether the increase in
spending can be attributed to changed behavior as a result of the incentives included in
PPT. What we do know is that the costs used in the modeling for the PPT fiscal note

have proven inaccurate.

3) The value of PPT credits may not be fully realized for explora‘ion companies new to
Alaska given lhe small market for resale among “producers.”

Under PPT, tax credits earned by investors and explorers may be transferred and sold to
other taxpayers who have a production tax liability. Companies that have been issued
credit certificates above and beyond the $25 million that can be refunded by the state
would presumably sell their certificates to the highest bidder. In the first year that the
PPT has been in place, however, companies holding credit certificates report that there
have been few buyers for the certificates, and that those offering to buy them are doing so

at large discounts.

4) The oil price crossover point where the state receives more revenue under the PPT
than under the prior ELF system has moved from $20/barrel to ,$48/harrel.

The ELF system “crossover point"—that is, the Alaska North Slope - West Coast (ANS
WC) oil price whereby the PPT generates more revenue than the ELF system— was the
focus of some attention during the 2006 legislative session. Primarily due to the increase
in the cost estimate, the currently estimated crossover point is substantially higher than

was projected in 2006.

5) The activation of the progressive surcharge has shifted from a market mice of $55 to
$60-63 a barrel. Because the surcharge is not activated until the taxpayer’s net income
per barrel exceeds $40. higher costs have depressed taxpayer net income, thus delaying
the price at which the surcharge kicks in. In addition, as production declines, the price at
which the progressive surcharge is activated will move higher as costs are spread over
fewer barrels. Although the level differs for each individual taxpayer, the North Slope
average progressivity trigger is now estimated lo be somewhere between $60 and $63 per

barrel.

6) DOR faces significant challenges in administering the PPT as currently structured.

a) Regulations- The second phase of PPT regulations has been delayed as a result
of the challenge of accurately describing the allowed and disallowed lease expenditure

deductions,

b) Revenue Forecasts- The Department has been severely hampered in its ability
to provide the administration and the legislature with accurate revenue forecasts because
the department lacks future capital and operating expenditure information. The
Department is in the process of rectifying this problem by requiring operators to provide
forward-looking cost data, when and as provided to the unit working interest owners.
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Stalutory changes may be required to fortify and focus these requests for unit cost
information.

c) Audits- Witli the passage of PPT, the department was authorized to hire eight
auditors and one tax technician to assist with the additional audit rcquireme-ts of the new
tax structure. To date, the department has successfully Illled 'he three most senior auditor
positions, and has reduced the skills requirements for the rcma:ning junior level auditor
positions in light of the challenges of matching competitive pay with the more senior

level skill sets.

The complexity of auditing production tax has increased several fold under the PPT, and
the PPT increased the number of determinations an auditor must make. The provisions in
the PPT which are intended to simplify and streamline these determinations through
reliance upon unit owners' auditing of unit operators may assist this process, but we have
not yet been through an audit cycle to assess the efficacy of this approach.

HI. Conclusion

The state’s experience with PPT puts a spotlight on the risks associated with a net profit-
based tax system. The new system introduced the added variable of costs into the oil
revenue equation. While it is a risk that is inherent in the decision to approve a net profit-
based tax, the question is whether the magnitude of the risk was fully understood by the
legislature given the information provided to them. While costs would be expected to
increase, the dramatic difference between what was predicted and what has actually been
experienced brings in'o question whether the legislature made its decisions based upon

appropriate information.

Another aspect of PPT, the tax credits given for capital expenditures, has been
significantly reduced in value due to the lack of an efficient market for those new
exploration companies looking to sell their credits to those who have current production.
This deficiency is particularly troubling because these new exploration companies arc the
ones that provide the state with the greatest opportunity to encourage new production that

might not otherwise occ r.

Clearly, there are aspects to PPT that should be re-examined by the legislature. In
particular, the legislature should reassess whether the state is gening ii.. fair share of oil
and gas revenues, and whether the credits are designed optimally to provide the
maximum impact on the state’s goal of encouraging investment that leads to mere oil and

gas production.
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Summary of Cost Assumptions in
Fiscal Note to HB 2001 (ACES)
FY 2008 - FY 2014

FY

2008
2009
2010
2011
2012
2013
2014

Operating
Costs

(1)

52,146
2,286
2,375
2,464
2,572
2,638
2,712

Capital
Costs

(Million Dollars)

2)

52,187
1,932
2,024
1,950
2,028
2,021
2,360

Operating
and Capital
Costs

W+@
3)

54,333
4218
4,399
4,414
4,599
4,660
5,072
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@ollars  Per Barrel)

Sourco: NYMEX.
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II-(SS/CERA gpstream Capital Co”t Index

Sourco: Based on Cambrldgo Energy Research Associates May 8, 2007 Press Rolcaso.
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Percent Change from Prior Year:

+3.7% -3.4% +14.8% +7.5% +11.2% +5.9%
2000 2001 2002 2003 2004 2005 2006

* Avorago of California, Oklahoma, South Louisiana, South Toxas, West Toxas, and Rocky Moutains.

Sourco: EIA.
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A verage* Equipment Costs for 10-W ell Oil Lease Index

2000-2006

* Avorayo of California, Oklahoma, *h Louisiana, South Toxas, Wost Texas, and Rocky Moutains.

Sourco: EIA. gcon






Ab/erage* O(SI Drilling Rig Daily Rates Index

= 100)

(102002

* Avorago of MId-Contlnont, ArkLaTox, Gulf Coast, Pormlan Basin, Rocky Mountains, and South Toxas.

Sourco: Land Rig Nowslottor.
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ConocoPhillips
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BP.Reported production Costs Per BOB

2002-2006
*o . t &

Sourco: BP Financial and Oporalinu Information, 2002-2006.






ExxonM obil Reported Production C osts Per B OE

2002 - 2006 . -i

(Qollars Per BOE)

Sourco: ExxonMobil Financial anti Operating Rovlow, 2006.
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C hevron R eported Production C osts Per BOE

2002'2006

(Dollars  Per BOE)

Source: Chovron 10-K filings.



