








Price



100% H® Transportation
Costs

® ¢ > ® < O 3P

Total R evenue

- 9 T W»

D

0%

Price



100% Transportation
<— Costs

3(D<(‘D;U

c

Gross Production V alue

QQ ST W!m D

-

0%

Price »



100% iHI Transportation
Costs

R

e

\Y

e

n Producer

U Production Tax Value
C osts

e

S

h

a

r

e

0%

Price



100% Transportation
Costs

R
e
Producer Cash Flow

V

e

n Producer

u

C osts

e

S

h

a

r

e

0%

Price



100%

O ¢ - 0 < 0 o

® =T

-

0%

Price



100%

Producer Cash Flow

Price



100% Transportation

<— Costs
Producer Cash Flow
R Excluded
e Costs >
\Y
e
n Producer
u C osts
e
S
m
h
a
r
e
0%

Price



[ ]
100% Transportation
<— Costs

R EXCIUded Producer Cash Flow
e Costs

Vv

e

n Producer

u

C osts

e

S

h

a

r

e

0%

Price









Summary Comparison between vWTous Approaches to Production Tax

Current Law

as 4355011 (c) &(t)

Issue

Base Rate

Base Tax Rate

Progressivity AS 4355011(9)&(h)
S/bbl Starting point $40 net

Tax/$S of Price Index 0.25%
Average Value over ispipnimnrM W
Applied to

Cap

as 4355.011(7)

Gross Value Floor

as 43.55.023

Investment Credits

[nvestment Credits

Loss Carry Forward Credits 20%
Transitional Investment
Credits Ves

D.in L Dickinson CPA
11/12/700r
Matnx Summniy

SB/HB 2001 (ACES) as

introduced

Bill Sections 15 & 17

25%
Bill Sections 17,18
S30 net
0.20%
year
net
25% of net

biii section 15, 10. 31-35, & 41-42

bhi section 25-28.38-44 & 63
1/2in each of two years

25%

No

page t

CS HB2001(FIN)am
Bill Sections 15

25%
Bill Sections 17,18
$30 net
0.40%
E a w £

Bin suction 15

Butsection 25-28
p h h

25%

All taxpayers allowed
application of TIE matching
" pending in April 12006 -Dec
1, 2007, even if application
deferred



«

Issue
Exploration Credits As 43.55.025
Rates 20: AQ%
General SAdmin Costs disallowed

. In Cl, to avoid 3mile

DNR approval required? limit
Confidentiality of well data 10years
Seismic on non state land silent

Pre-existing well
"DNR TIE" Credits for pre
2003 seismic work?

Exceptions to Tax Credits

none

State Purchase of Credits

Paid from:

Annual dollar cap per
taxpayer?

ARM Board Purchases?

Dan E Dickinson CPA
11/12/2007
Matnx Summary

Summary Comparison between "mous Approaches to Production Tax

Current Law

One drilling season

no

none

§25 million
n/a

SB/HB 2001 (ACES) as

introduced

Bill Section 36 - 44
20: 40%

had acts |

Always

2 years

included
Two consecutive drilling

seasons

5%

none
AS 43.55.023(7) & (c)
oil and gas credit fund, funded
from production taxes

none
n/a

page 2

CS HB 2001(FIN)am

Bill Section 29-35
~30:40%
costs arising from Bad Acts I
~criminal

Always, w/lanquage changes

2 years, or if DNR declines to,
or private landowner declines
explicit exclusion v/ithout
permission
Two consecutive drilling
seasons

5%

Bill Section 41
unpaid ludgment

WS 25S mimonB(hgwe}?/erSAR'\l\//ll
unlimited)
yes



Summary Comparison between Vaffous Approaches to Production Tax

SB/HB 2001 (ACES) as

Issue Current Law introduced CS HB 2001(FIN)am
Allowable Lease Expenditures  a$43.55.165 Dill Section 46-51
Allowed by requlation no language must be must be
Use producer audits of N N N - N
operators? Explicit Explicit repealed; Implicit Explicit repealed; Implicit
add violation of law, lease or  costs arising from Bad Acts I
Disallow bad acts II? yes license ~Criminal

Dispute resolution

DR&R Allowed? Allocated 030 Iﬁlod ed events $.302 bl di Nﬂ 4+ intert
.30 + unscheduled events  S.30a bbl disallowed+ inten
"Corrosion" Issue HHHHBI disallowed language
Field Topping Plants
allowed? Yes No No
Off Lease allowed N - .
Public Outreach costs not explicit not explicit no; listed
Yet to be written re%ulations
will define 2003; then 3%
annual increase; (regardless
Opex of production or ownership?)

n,m f. Uickmr.on CI'A
11/12/2007

Matrix Summary pago 3



Summary Comparison between Vaffous Approaches to Production Tax

Issue Current Law
ns 43.05.230 and royally

Inform ation statutes
forward looking information
required none
Disclosure of tax
information
DNR sharing royalty o N
information w/ DOR limited ability
DOR sharing tax o N
information with DNR limited ability
Statute of Limitations a$ 43.05.250
State assessment must be
issued within 3yrs
DOR Auditors As 39.25.100
DOR &DNR auditors
exempt employees? no
Effective Date
Generally nfa
Retroactive to April 12006 n/a

Dan £ Dickinson CI'A
11/12/2007
Matrix Summary

SB/HB 2001 (ACES) as

introduced

infoimation "necessary to

forecast... revenues under AS
4355", Penalty up to $1000a

day.
ifaggregated w/2 other

producers, no requirement to

prevent identification
expanded ability
expanded ability

Bill Sections 1,14,50 new AS
43.55.075

6yrs
Bill Sections 10, 65, 67
yes

Bill Section 64
Jan 12008

deferred maintenance issues

pago 4

CS HB 2001(FIN)am

Bill Sections 2-9,11,13,36-39.52
information “necessary to
forecast... revenues under
AS 4355". Penalty up to
51000 a day if demanded
information not forthcoming.
if aggregated w/2 other
producers, [stil under
umbrella -re%wred to prevent
identification]

expanded ability
expanded ability

Bill Sections 1,14,41 new AS
43.55.075

6yrs

Bill Sections 10, 56
2DNR and 4 DOR exempt
master auditors authorized

Bill Section 1,60-61
Jan 12008
deferred maintenance issues
(Intent language)



Sum mary Comparison between vinous Approaches to Production Tax

SB/HB 2001 (ACES) as

Issue Current Law introduced CS HB 2001(FIN)am

Downstream Costs As 4355.150 Bill Section 43

Downstream Tanker and

Pipelines = Actual, except,
Reasonable v actual reasonable if lower
Prima facie reasonable “just and reasonable"” and
Taps Tariff arms" length transactions
Gas Ceilings thru 2022 As 43.55.011 Bill Section 22
Where Cl Cl Cl +qgas used in the state
Additional Penalties neWAS 4355055 BI||SeCtI0n 40
Penalty for under estimated
payments

10% for 10% or 10mm
Additional Penalties for linderstrnnt. 20% for 20% or
Under reporting none none 20mm understmnt
Intent Language bui section |
overall intent of legislation n/a no included
long standing interpretation
of SOL n/a included included
Half the money from certain
retroactive apBIications to
PERS and public education
fund
tax savings from ?as
ceilings outside Cl passed encourage availability of
on to ultimate consumers n/a no affordable gas
Dnn E Dickinson CPA
11/17/2007
page 5

Molnx Summary



Summary Comparison between \rafious Approaches to Production Tax

SB/HB 2001 (ACES) as

Issue Current Law introduced CS HB 2001(FIN)am
Admin 2.$43.55.020( a ) bui sections 12.23-25.42
Estimated payments 5 .
Monthly Estimated without ceilings, refund N . Ceilings applied monthly ﬂA
payments due taxpayer at year end  Ceilings applied monthly ~and C) could be more parallel
may appropiiate 550 mm from
[THEAP funding No No progressivity
yes -with limitation for bad
Whistleblower lanquage No No . faith
general grant for retroactive .
DNR NPSL requlations nfa applications may be retroactive
Required 2011 Report - Yes Yes deleted

Dnn G Dickinson CPA
11/KV2007 }
Matrix Summ;ny | ar|0 6
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Estimated Average Effective Tax Rate on Gross Taxable Value

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

§60 §80 $100 $120 §140
(ANS Price in $2008)

Note: Volumes percurrent Fall 2007 DOR Forecasts.

ppt Expected: CurrentU w Vain# coat* p*rfl*elfno|* toHB1001. " ey
Senate Judiciary: $81041 utlng 0.4% progreaahrltyrat*, M % eycraii cap, TIE Credit 2000-2007 (of new producer*, doct not Include T AM adjualment
<e. Houa™ Bill: 882001 ualng 0.4% propreaalvity rate, 10% Gverall cap. Til credit 2Q04-1007 fornew producer*, .Opel Indexed to-100t figurei.

PPT Expected

Senate Judiciary CS
ouse Bill
2001

H
5B
PPT






Estimated Marginal Government Share

at Various W est Coast ANS Price Levels

(FY 2008-2014)

rly. - ] R

- PPTEip«tt»d:Curr*MUwutingcoMp*rAMilno<«toHB300t.
Spnal* Judiciary: 382001 uilnp 0.4%proproil vity ra(*. (0% ov*r<Uc u tfie crtdK 2Q04-2007 foriMiw produe»r», doo not indud* TAPS *djusdrkam.
Horn* Bill: 882001 uting 0.4%progr*«»Mty mt», 10%6vh*1i **Pt T 1K dd *QW*.MO7tor n«w preductrt, Opti Indtxtd to 2000 now**'*  »



Estimated Average

E ffective Tax Rate,

Government Shares

Revenue Impacts atVarious W est Coast ANS Price Levels
(FY 2008-2014) w
Average ANS West Coast Price in Roal 2008 Dollars: ~ $40.00  $60.00  $80.00  $100.00
Effective Tax Rate on Gross Taxable Value (Percent)
PPT 4.0% 9.6% 15.6% 21.3%
PPT Expected 11.6% 17.7% 24.4% 30.6%
SB 2001 8.9% 14.0% 19.1% 23.9%
Senate Judiciary CS 6.8% 14,9% 23.6% 31.8%
House Bill 6.8% 14.6% 23.1% 31.2%
Total Government Share of Net Cash (Percent)
PPT 60.9% 60.3% 62.4% 64.9%
PPT Expected 60.4% 61.5% 64.2% 66.9%
SB 2001 65,3% 63.5% 64.7% 66.5%
Scmto Judiciary CS -63.4% 64.1% 67.7% 71.5%
House Bill 63.4% 64.0% 67.5% 71.2%
Marginal Government Share ofNet Cash (Percent)
PPT 53.8% 63.4% 70.1% 75.2%
PPT Expected 60.2% 68.0% 73.5% 79.1%
SB 2001 57.4% 64.8% 70.0% 74.5%
Senate Judiciary CS 58.7% 70.7% 79.5% 87.7%
House Bill 58.1% 70.5% 79.0% 67.0%
Annual Average Tax Difference Abovc/(Below) PPT (Nominal SM)
PPT Expected $622 $1,036 $1,545 $2,062
SB 2001 $402 $566 $611 $573
Senate Judiciary CS $230 $673 $1,394 $2,320
$229 $644 S1.329 $2,204

House Bill

PPffctpteitd: CufT*nt I*wu«(n8

Note: Volumes percurren

notttbHBIQOL. ¥ i

t Fall 2007 DOR Forecasts.

. X’

and

$120.00

26.7%
36.5%
28.5%
37.1%
36.4%

67.4%
69.7%
68.5%
73.9%
73.4%

80.4%
84.7%
78.8%
79.4%
79.2%

$2,651

$484
$2,796
$2,614

Stnalt Judiciary; 8BT001 uplflg 0.4%progrtttlvity nit. 10%ovtrtll o<p. fie cradH MOI>MO7 tor ntw product™, dptt net Irtoiudt TAPS tdjuumtnt.
Mpuitt Blji: 852001 uting K4H progri|ttivtty rut, 10%ovpftn etp, Tit tradM 200( 2007 for now product™, O ptt tod'tMdtoaOOO Whurto,

$140.00

31.8%
41.8%
32.8%
38.7%
38.2%

69.9%
72.2%
70.5%
74.1%
73.8%

85.5%
81.9%
83.0%
74.1%
75 0%

$3,153

$309
$2,158
$2,000

$160.00

36.0%
43.6%
37.0%
39.6%
39.4%

71.9%
72.9%
72.6%
74.1%
74.0%

80.6%
73.0%
85.0%
74.1%
74.9%

$2,776

$372
$1,305
$1,238



A verage

mpacts

Average ANS West Coast Pnco in Real 2008 Dollars:

Effective Tax Rate on Gross Taxable Value (Percent)
PPT

PPT Expected

SB 2001

Senate Judiciary CS

Mouse Bill

Total Government Share of Not Cash (Percent)
PPT

PPT Expected

SB 2001

Senate Judiciary CS

[lotibu Bill

Marginal Government Share of Net Cash (Percent)
PPT

PPT Expected

SB 2001

Senate Judiciary CS

Muuse Bill

Annual Average Tax Difference Above/(Bolow) PPT (Nominal $M)
PPT Expected

SB 2001

Senate Judiciary CS

Hijusc Bill

E ffective Tax Rate,

at Various W eat Coast ANS Price

Government Shares and

Levels

840.00 860.00 S8000  S100.00  s120.00
4.0% 9.6% 15.6% 21.3% 26.7%
11.6% 17.7% 24.4% 30.6% 36.5%
8.9% 14.0% 19.1% 23.9% 28.5%
6.8% 14.9% 23.6% 31.8% 37.1%
0.8".. 146", 23.1% 31.2% 36.4%
60.9% 60.3% 62.4% 64.9% 67.4%
60.4% 61.5% 64.2% 66.9% 69.7%
65.3% 63.5% 64.7% 66.570 68.5%
-63.4% 64.1% 67.7% 71.5% 73.9%
63.4"ft 64 flv, 07,57. 712 73.4 v
53.8% 63.4% 70.1% 75.2% 80.4%
60.2% 68.0% 73.5% 79.1% 84.7%
57.4% 64.8% 70.0% 74.5% 78.8%
58.7% 70.7% 79.5% 87.7% 79.4%
5R.T. 70.5V 79.0V 07,0 , 72
$622 $1,036 $1,545 $2,062 $2,651
$402 $566 $611 $578 $484
$230 $673 $1,394 $2,320 $2.796
$22") $7>14 2101 52,611

Note: Volumes per current Fall 2007 DOR Forecasts.

8140.00

31.8%
41.8%
32.0%
38.7%
30.2%

69.9%
72.2%
70.5%
74.1%
73.8'A

85.5%
81.9%
83.0%
74.1%
75.0

$3,153

$309
$2,158
5V, lI0li

8160.00

36.0%
43.6%
37.0%
39.6%
39.4%

71.9%
72.9%
72.6%
74.1%
74.0%

80.6%
73.0%
85.0%
74.1%
74 9

$2,776

$372
$1,305
v1,238

econ
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Tax Rates Iin Various Versions of

SB 2001

N ovem©ber 12, 2007

David Teal

Legislative Finance Division



M ajor Provisions of a Tax System

Taxable Revenue (Gross or Net)

B ase Rate
Surcharge (Progressive R ate)
Trigger Point for Surcharge

M axim um R ate

Legislative Finance Division



All Tax Systems Discussed are Based on Net Cash Flow

PPT
ACES
Sen Jud
House

Sen Fin

Base

22.5%

25.0%

25.0%

25.0%

22.5%

Trigger
S

S
s D
$
S

Rate

0.250
0.20%
0.40%
0/)0%

0.60%

Trigger Rate Trigger

S 0 050% S 50

Legislative Finance Division

Rate

0.35%

S

Trigger

70

Rate Maximum
47.5%
50.0%
50.0%
50.0%

0.10% 75.0%



1.

Comparing the T ax

System s

Increase in Revenue (relative to PP T)

Total R evenue

Government S hare

Legislative Finance Division



Things to R emember

Focus on curve shape and location— projections
are affected by production volume, costs of
production and other factors that cannot be

predicted accurately.

Projections are based on the Fall 2007 Revenue
Forecast, but even ifthe variables— production
volume, costs of production, etc.— change, the
projections do not change much in relative

term s.

Legislative Finance Division



SMillions

Increases

in Total State Revenue Under Various Production Tax Systems

Market Price of Oil (S/bbl)

Legislative Finance Division



SMilions

Increases in Total State Revenue Under Various Production Tax Systems

Legislative Finance Division



SMillions

Increases

in Total State Revenue Under Various Production Tax Systems

Legislative Finance Division



Total State Revenue Under Various Scenarios

Market Price of Oil ($ per bbl)

Legislative Finance Division



SMillions

30,000

25,000

20,000

15,000

10,000

5,000

Total State Revenue Under Various Scenarios

i—«— ppr

—A— ACES Base=20% §

—H —=SJud Base=25%

urcharges20% Trigger=§30

Surcharge=4% Trigger-S30

—0— House Base=25%  NetSurchargesd Trigger=S30
1

SFin Base=22.5%
Trigger=30, 50, 70, 90

NetSurchargess, .5, .35, .1

Market Price of Oil (S per bbl)

Legislative Finance Division

10



Government Share of Revenue Under Various Scenarios

§0%

-ACES Base=25% Surcharges20% Trigger=330
S Jud Base=25% Surchargesd% Trigger=$30
House Baso=25%  NelSurcharges' Tricjger=§30

oSFiri Base=22.5%  NetSurchargos6, .5, 35, .1
Trigger=30,50. 70, 90

10 IS 40 4~ 40 44 1) 1 M Ib 43 Mi 49 64 10 10 1) > V V H 1 14 u

Market Price of Oil (Sper bbl)

Legislative Finance Division






STATE OF ALASKA
2008 LEGISLATIVE SESSION

FISCAL NOTE

Fiscal Note Number:
Bill Version: CSHB2001(FIN)am

() Publish Dale:

Identifier 'file name): CSHB2001(FIM),lin-DQR-TAX-1MZ-07 Dept. Affected: Revenue 04

Title An Act relating to the production lax on oil and pas.. [RDU Taxation and Treasury
Component Tax Division

Sponsor Governor

Requester Senate Finance Component Number 2470

Expenditures/Revenues

(Thousands of Dollars)

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

Appropriation
Required
OPERATING EXPENDITURE? FY 2009
Personal Services 915.7
Travel
Contractual 1.0184
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 1,934.1

CAPITAL EXPENDITURES
ICHANGEIN REVENUES (

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1004 GF 19341
1005 GF/Program Receipts

1037 GF/Menlal Health

Olher Interagency Receipts
TOTAL 1,934.1

Estimate of any current year (FY2008) cost:

POSITIONS

Full time 5
Part tune

Temporary

AnaLysis:  (Allncli a sopuralo pago if oocussa

Information
FY 2009 FY 2010 FY /011 FY 2012 FY 2013 FY 2014

915.7 | '5.7 915.7 915.7 915.7
1,016.4 1.0184 511.8 5.2 5.2
19341 19341 1,427.5 920.9 920.9

1 1 1

1 1

(Thousands of Dollars)
19341 19341 1,427.5 920.9 920.9
1,934.1 1,934.1 14275 920.9 920.9
3.409.2
5 5 5 5 5 5

Tins bill makes economic and several administrative changes to tlio slate's current petroleum profits lax. The bill retains tho current lax
system's structure, which taxes tlio net value of petroloum resources.

This fiscal note shows operating and capital expenses rofnti.nl to tlio clmngo in repotting and administering tho tax

Prepared by  Johanna Bales, Roger Marks. Cherio Nienhuis

Division Tax Division

Approved by: Jerry Burnett
Department of Revenue

M,, .. lij ii. uni'll

Phono 2G9-6G28
Datu/Timo 11/12/07 100 PM

Date 11/12/2007

Pago 1of 1



FISCAL NOTE

STATE OF ALASKA BILL NO. CSHB2001(FIN)am

2008 LEGISLATIVE SESSION
ANALYSIS CONTINUATION

Administrative changes to the current tax system include the following; requires taxpayers to provide cost projections to
allow the slate to better forecast slate revenues and pursue changes in reported costs; authorizes public reporting of
some cost data; authorizes a short-term audit program; and designates an exempt class of oil and gas audit masters.

Personal Services: The department will create 4 senior lovel auditor master positions in the exempt service with
extensive industry oil and gas auditing experience. Those positions will be classified as the Depailment's most senior level
auditor positions and will have salaries that are consistent with market comparables beyond the cunent salary levels
allowed under the existing Oil and Gas Revenue Auditor (OGRA) pay classification system. The need for exempt status is
based upon the difficulties the department has recruiting experienced auditors lo administer the tax. Tho department
estimates the new exempt positions will cost the slate approximately S800.000 annually. Tire bill also requires the
Department of Administration to create a new class and pay system for Oil and Gas revenue auditors. We have no basis
on which to estimate additional costs arising under this pay plan and these costs will bo presented lo the legislature in a
future budget. In addition to the costs for auditors, the department expects that it will need one additional Programmer
Analyst V position to maintain and manage the new oil and gas production tax database system at a cost of 5115,700

annually.

Contractual: Contractual expenditures include 51,013,200 annually lo contract for audit assistance. This estimate is
based on 3 auditors, working -10 hours per week each, for 4 years starting in January 2008 at an average rale of 5100 per
hour, plus estimated transportation and lodging cosls, and additional costs for training auditors. The need for such
assistance is based upon the department's substantial difficulty in recruiting enough auditors lo administer the oil and gas
production tax. Tho department only anticipates the need for contract audit assistance for 4 years while the department
recruits and trains auditors for positions that are currently vacant. Tho contract auditors would work in conjunction with
department auditors during this time to maximize department resources and help train department auditors. The
department will also need an additional 55,200 each year In contractual costs associated with the now Analyst

Programmer V position.

Current FY2008 costs: The department expects it will incur cosls beginning January 200B lo immediately implement the
new production lax structure. Those cosls include Contractual -52,620,800 capital funding lo fund the scoping and
development of an ml and gas production lax database system (including associated hardware) and 5506,600 to contract
for audit assistance (as described above). Tho new database system will permit accurate and efficient management of
information submitted by taxpayers to facilitate auditing and forecasting of revenues, and timely and accurate reports for
internal and public uses. |lie proposed system will accommodate tho migration of ELF based data and continue to collect
supplemental data (rom producers ori volumes, wells and production. Tho system will include income based data,
including tracking credits, required under PPT and upon winch the ACES lax structure is based. The system will also
integrate into the division's accounting systems. Personal Services -5216,000 Irom the period January 1, 2008 through
June 30, 2008 duo lo creating an exempt cl iss ot oil and gas revenue audilois and increasing pay lo more closely reflect
what (ho market in Alaska pays for roughly similar positions. In addition, wo will recruit far the Analyst Programmer V ami
bring that person on boaid lo participate in the database scoping meetings We estimate FY 2000 costs for this position
to ho approximately 557,800 Supplies «56,000 for a computet and software for the new analyst prugammei V position.

Revenue changes will bo shown in another fiscal note.

PefiQ 2 ul 2



FISCAL NOTE

Fiscal Note Number:

STATE OF ALASKA
Bill Version: CSHB2001(FIN)am

2008 LEGISLATIVE SESSION
() Pubiisli Date:

Identifier (file name): CSHU2001(riM).im DOR ReV-11-12-07 Dept. Affected: Revenue 04

Title An Act relating lo the production lax on oil and gas.. 'RDU Taxation and Treasury
Component Tax Division

Sponsor Governor

Requosler Scnalo Finance Component Number 2476

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.
Appropriation
Required
OPERATING EXPENDITURE FY 2009 FY 2009 FY 2010
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING

Information
FY 2011 FY 2012 FY 2013 FY 2014

ICAPITAL EXPENDITURES | | | |

ICHANGE IN REVENUES ( 1,008,740 | 778,522 | 782,003 794,462 | 809,402 | 590,048 |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match

1004 GF

100F GF/Program Receipts
1037 GF/Monlal Health

Other Interagency Receipts

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2008) cost

POSITIONS
Full-time'
Part-time
Temporary

[ANALYSIS:  pV.vcii @ ZOparoto pago il ivcossr
This fiscal note shows changes in revenues resulting from this legislation; operating and capital costs pertaining to tho Department of

Revenue for tho Implementation of this legislation aro shown on a separato fiscal nolo.

This bill makes several economic chango3 lo tho state's current petroleum profits tax. Although the bill retains tho current tax system's
structure, which taxes tho net value ot polroloum resources, the changes it makes am as follows: tho base tax rate is raised from 22.5%
lo 25%; tho progressive surcharge is raised to an index of .4% per dollar multiplied by tho net value that exceeds $30 per barrel with a
ceiling of 25%; lire cosls for transportation aro set at tho lower of actual or reasonable cosls, legacy fields, instead of being allowed lo
deduct actual operating costs, must substitute d standard deduction based on 2C0G operating costs (inflated ot 3% per year), the
transition investment expenditure credit is eliminated, uxcepl to tho extent that transition credits earned from April 1, 2006 lo December
31,2007 can bo carried forward to offset a future tax liability; and EIC credits am increased from 20% to 3010,

Phone 269-G62B

Prepared by. Johanna Bales, Roger Marks, Cheno Nn.nlniis
Dale/Time 11/12/2007 2.30PM

Division Tax Division

Date 11/12/2007

Approved by. Jerry Burnett
Department ot Revenue

MUWV. t IOMI) Pago 1of 1



FISCAL NOTE

STATE OF ALASKA HILL NO. CSHB2001(FIN)am
2008 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Other changes to the current tax system includo the following: ; excludes dismantlement, removal &
restoration (DR&R) costs from allowable expenditures; requires taxpayers to provide cost projections to
allow the state to bettor forecast state revenues and pursue changes in reported cosls; authorizes public
reporting o( some cost data; and authorizes a short-term audit program..

The tax proposal becomes effective January 1, 2008.

See page 3 for projected revenue estimates.

Page 2 o0of3



FISCAL NOTE

STATE OK ALASKA R,LL NO* CSHB2001(FIN)am_
2008 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Estimated Production Tax Revenues, PPT, ACES and CSHB20O1(FIN)am,
at Various Prices (in $millions nominal)

Fall 2007 DOR Official Forecast Prices

ANS WC $ Increase or Increase or
ANS WC S per barrel (in Status Quo - C5HB2001
Year per barrel (in ACES (Decrease) (Decrease)
NOMINAL PPT (FIN)am
HEAL dollars) frcm PPT fanr ACES
dollars)
2008 71.65 71.65 1,947 2,368 2,619 672 251
2009 64.55 66.30 1,430 1,985 2,439 1,009 454
2010 69.05 63.40 1,217 1,767 1,995 779 229
2011 59.70 64.75 1,250 1,766 2,032 782 267
2012 59.55 66.35 1,174 1,701 1,969 794 267
2013 58.90 67.45 1,151 1,685 1,961 809 276
2014 58,25 68.55 1,217 1,558 1,807 590 249

DOI1 Forecast nominal prices rountioti lo tho nearest SO 0D

. ANSWC $ pi’:iavr\:;:l (Sin Status Quo - CSHB2001 Increase or Increase or
Fiscal Year per barrel (in " \GMINAL opT ACES (FIN)am (Decrease) (Decrease)
HEAL dollars) dollars) front PPT from ACES

2008 60.00 60.00 1,073 1,452 1,569 496 118

2009 60.00 61,65 1,197 1,698 2,039 843 341

2010 60.00 G3 35 1,247 1,802 2,019 772 216

2011 60 00 65 09 1,272 1,795 2,065 793 270

2012 60.00 66 88 1,204 1,737 2.01G 812 278

7.013 6000 68.72 1,225 1,772 2,076 852 304

2014 6000 /0G1 1,334 1,690 1,991 G58 295
' ANS WC $ :el:l ts)n\:\:c?l (in Status Quo * CSHB2001 Increase or Increase or
Fiscal Year per barrel (in "\ 50 op1 ACES (FIN)am (Decrease*) (Decrease)
HEAL dollars) from PPT (rom ACES

dollars)

2008 80.00 00.00 2,693 3,137 3,612 919 475

2009 80 00 82 20 2,640 3,294 4,206 1.046 992

7010 80.00 04.46 2,751 3,431 4,327 1,5/6 896

2011 80 00 06.78 2.782 3,431 4.399 1,01/ 968

2012 80 00 89,17 2,698 3,360 4,346 1,018 986

2013 80 00 9102 2,783 3,451 4,500 1,725 1,057

2014 30.00 94 14 2,950 3,40/ 4,470 1,528 1,071

Payo 3til 3



STATE OF ALASKA

2008 LEGISLATIVE SESSION

Identifier (Hie name):

FISCAL NOTE

Tillo Oil and Gas Tax Amendments

Sponsor
Requester

Expenditures/Revenues

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

OPERATING EXPENDITURES
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING

ICAPITAL EXPENDITURES
ICHANGE IN REVENUES (

FUND S "JRCE

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other Interagency Receipts
TOTAL

Rules Committee
Senate Finance

Required
FY 2009
450.0

104
4.0

464.4

464.4

464.4

Estimate of any current year (FY2008) cost:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:

(Attach nseparata pigo itnecessity)

HB2001CSFINain-DNIi-C&G-11-12-07(2)

FY 2009

0.0

0.0

Fiscal Nolo Number:
Bill Version:
() Publish Dale:

Dept. Affec'.d:

CSHB2001(FIN) am

Natural Resources

RDU Resource Development

Component  Oil and Gas Development

Component Number

(Thousands of Dollars)

Information
FY 2010 FY 2011 FY 2012
450.0 450.0 450.0
104 104 104
4.0 4.0 4.0
464.4 464.4 464.4

INDETFRMINATE POSITIVE **

(Thuusands of Dollars)

464.4 464.4 464.4

464.4 464.4 464.4
1724

2 2 2

139

FY 2013
450.0

10.4
4.0

464.4

464.4

464.4

FY 2014
450.0

104
4.0

464.4

464.4

464.4

This bill would amend ilie oil and i;as production tax under A5 *1355 to Increase the base tax rate from 27.5% to 25?iof net income with no
retroactivity. The bill lias a profiresslivity surcharge Increasing at 0 4% per dollar between the per barrel net revenue and S30. The bill also
reduces the period by which past investments are recognired in the transition investment expenditure credits (A5 43.55 r>23)i)) to three years

Some tICs are increased Iron) 20% to 30%.

Administrative t lunges to the current tax system include changes in the administration of DCs under AS43.55.025 relating to the kind of
info-mation that 11Capplicants must provide to the state and time that tins information may he kept confidential.

Prepared by; Kevin Bonks. Acting Director

Division Oil and Gris

Approved by. Torn Irwin. Commissioner
Natural Resource*;

rk>e -'i inr.mi

Ptropj 269-aeo0
Onto/rime t 1/12/2007

Dale 11/12/2007

Pago 1 of 2



FISCAL NOTE
STATE OF ALASKA BILL NO. CSHB2001(FIN) am
2008 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

*’Indeterminate Positive: The royalty revenue impact to the State of ACES is indeterminate positive. The improvements of
EICs will bring favorable economics to exploration projects. Increasing the tax rate, and the reduction of TIE credits available
to lessees, will alter project specific economics. Furthermore, the progressivily element that has an impact only when oil

prices or margins are high, will also alter project specific economics.

Personal Services: This bill would create two new oil and gas revenue audit master positions in the Division of Oil and Gas.
These two positions would be the senior level auditors and are expected to have extensive oil and gas auditing experience.
They will be the division's most senior auditor positions and will have salaries that are consistent with market comparables
and will be above the current salary levels allowed under the existing Oil and Gas Revenue Auditor pay classification system.
The division shares the experience with the Department of Revenue in failing to successfully recruit auditors with the
required industry experience. These two positions will direct and provide training to existing staff. Salary and benefits for
these positions plus other salary adjustments within the audit s'.aff will be $450.0 per year. Any contractual, supplies, and
equipment line items listed on page 1 support these two new exempt positions.

PYiojo 2 of 2



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:

2008 LEGISLATIVE SESSION Bill Version: CSSB 2001(JUD)
(S) Publish Date: 11/5/07

Identifier (file name): CSSP2001(JUD)-DQR-TAX-11-3-07" Dept. Affected: Revenue 04

Title An Act relating lo the production lax on oil and gas., *RDU __ Taxation and Treasury
Component Tax Division

Sponsor Governor

Requester Senate Judiciary Component Number 2476

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unloss otherwise noted below.
Appropriation
Required Information

OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014

Personal Services 915.7 1,215.7 1,215.7 1,215.7 1,215.7 1,215.7 1,215.7

Travel

Contractual 1,0184 1,0184 1,018.4 1,0184 511.3 5.2 5.2
Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous
TOTAL OPERATING 1,934.1 2,234.1 2,234.1 2,234.1 1,727.0 1,220.9 1,220.9

CAPITAL EXPENDITURES | I : | |

ICHANGEIN REVENUES ( 1,085,000.0 830,000.0 875,000.0 962,000.0 [ 935,000.0 704,000.0 j

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF 1,934.1 2,234.1 2,234.1 2,2341 1,727.0 1,220.9 1,220.9
1005 GF/Program Receipts

1037 GF/Mental Health

Other Interagency Receipts
TOTAL 19341 2,234.1 2,234.1 2,234.1 1,727.0 1,220.9 1,220.9

Estimate of any current year (FY2008) cost: 3,409.2

POSITIONS
Full-time
Part-time
Temporary

ANALYsIs:  (Attach ascinitato fiago if nocossory)

This bill makes several economic and adminstrativo changes to tho state's current petroleum profits tax. The bill retains the current tax
system's structure, which taxes the not value of petroleum rosourcos. Tho bill makes tho following economic changes to tho current
system: the tax rate is raised from 22.5% to 25%; tho progressive surcharge is raised to an index of .4% per dollar multiplied by the
net value that exceeds 530 per barrel with a coiling of 25%; tho costs for transportation arc set at tho lower of actual or reasonable
costs; tho transition investment expenditure credit is climated, except to tho oxtont that transition credits earned from April 1, 2006 lo
this bill's uffoctivc date can bo carried forward to olfsct a future tax liability.

1he Department of Revenue does not currently have accuralo estimates for lease expenditure activity occurring outsido Alaska, This
amount is considered indeterminate at this time.

Phono 2G9-G628
Date/Time 11/3/07 9:30 AM

Date 11/3/2007

Prepared by: Johanna Bales, Roger Marks, Chorie Nionlnm:
Division fax Division
Approved by: Jerry Burnett

Department of Revenue

lio..," | KICMI) Pngo 1of3
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FISCAL NOTE 05

STATE OF ALASKA HILL NO. CSSB 2001(JUP)

2008 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Adminslrative changes lo the current lax system includo the following: excludes from qualified lease expenditures those
expenses related to unscheduled production interruptions; excludes dismantlement, removal & restoration (DR&R) costs
from allowable expenditures; excludes lease expenditures from activities occurring outside Alaska; requires taxpayers to
provide cost projections lo allow the slate to better forecast slate revenues and pursue changes in reported cosls;
authorizes public reporting of some cost data; authorizes a short-term audit program; and designates an exempt class of
oil and gas audit managers.

Certain lease expenditure allowance provisions are retroactive to April 1, 200G; ‘ho other provisions of the tax oroposal
become effective January 1, 2007.

Personal Services: The department will create 4 senior level audit manager positions with extensive industry oil and
gas auditing experience. These positions will bo classified as the Department’s most senior lovol auditor positions and will
have salaries that are consistent with market comparables and will bo beyond the current sala-y levels allowed under ttio
existing Oil and Gas Revenue Auditor (OGRA) pay classification system. In addition, the department expects that it will
need one additional Programmer Analyst V position to maintain and manage tlio new oil and gas production tax database

system at a cost of $115,700 annually.

The need for exempt status for the audit manager series is based upon the difficulties the department tias recruiting
experienced auditors to administer the tax. The current pay range for an Oil and Gas Revenue Auditor is on the low range
of the pay range for roughly similar jobs. The department estimates the new exempt positions, along with other salary
adjustmentswill cost the stale approximately $900,000 annually

Contractual: Contractual expenditures include $1,013,200 annually to contract for audit assistance. This estimate is
based on 3 auditors, working 40 hours per week each, for 4 years starling in January 2008 at an average rote of $100 per
hour, plus estimated transportation and lodging costs, and additional costs for training auditors. The need for such
assistance is based upon tho department's substantial difficulty in recruiting enough auditors to administer tlio oil and gas
production tax. Tho department only anticipates the nood for contract audit assistance for 4 years while the department
recruits and trains auditors for positions that aro currently vacant. Tho contract audilors would work in conjunction with
department auditors during this timo to maximize department resources and help train department auditors. Tlio
department will also need on additional $5,200 each year in contractual costs associated with tho now Analyst

ProgiammerV position.

Curiont FY2008 costs: Tho department oxpocts it will incur costs beginning January 2008 lo immediately implement tho
new production tax structure. Thoso costs includo: Contractual *$2,020,800 capital funding lo fund the scoping and
development ot an oil and gas production tax database system (Including associated hnrdwaro) and $506,600 to contract
for audit assistance (as described above). Thu new databaso system will permit nccurato and efficient management of
information submitted by taxpayers to facilitate auditing and forecasting of rovonuos, and timoly and nccurato roports (or
internal and public uses. 1ho proposed system will accommodate tlio migration of LLK-basod data and conlinuo to
collect supplemental data from producers on volumes, wolls nnd producti n. The system will Includo Iricomo-bnsod data,
including tracking credits, required under PPT and upon Which tho ACES lax structure is based. The system will also
integrate into tho division's accounting systems. Personal Services -$218,000 from tho period January 1, 2008 through
Juno 30, 2008 due to creating an exempt class of oil and gas revenue auditors nnd increasing pay to moro closely reflect
what tho market in Alaska pays for roughly similar positions In addition, wo will recruit for tho Analyst Programmer V and
bring that person on board to participate in tho database scoping mootings, Wo estimate PY 2008 cosls for this position
lo bo approximately $57,800. Supplies - $6,000 fora computer and software for the now analyst progammer V position.

See pagu 3 (or projected revenue estimates.



FISCAL NOTE 15

STATE OF ALASKA B,LL NO- CSSB 2001(0UD)

200K LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Estimated Production Tax Revenues, PPT and ACES, at
Various Prices (in $millions nominal)

eFor (ho months of January 2007 through May 2007, tho proposal would have generated
approximately $400 million over the payments received for that period.

Fall 2007 DOR Official Forecast Prices

ANS WC $ Increase or
_ ANS WC S per o rrel (n Status Quo - CSSD2001 o "0
Fiscal Year  barrel (inreal JUD )
NOMINAL PPT ( ) from PPT
dollars) dollars)
2008 71.G5 71.65 1,915 3,324 1,409
2000 64.55 66.30 1,693 2,778 1,085
2010 60.05 63.40 1531 2,370 838
2011 59.70 64.75 1,670 2,545 875
2012 59.55 66.35 1,746 2,709 962
2013 58.90 67.45 1,647 2,581 935
2014 58.25 68.55 1,642 2,345 704
DOR Forecast nominal prices rounded to the nearest S0.05
$60 per barrel in REAL dollars
ANS WC 3 Increase or
ANS WC 5 per |\ arrel n Status Quo - CSSB2001
Fiscal Year  barrel (in REAL (Decrease)
NOMINAL PPT (JuD) from PPT
dollars) dollars)
2008 60.00 60.00 1,051 2,003 952
2009 60.00 61.65 1,435 2,334 899
2010 60.00 63.35 1,562 2,393 831
2011 60.00 65.09 1,695 2,583 888
2012 60.00 66,88 1,783 2,76/ 984
2013 60.00 68.72 1,733 2,719 986
2014 60.00 70,61 1.776 2,560 785
$110per barrel in REAL dollars
ANS WC $ Increase or
ANS WC $per "\ rrelm Status Quo s+ CSSB2001
mil Year  barrel (in RKAI (Decrease)
NOMINAL PPT (JUD)
dollars) from PPT
dollars)
2008 80 00 80.00 2,650 4,426 1,776
2009 80 00 82,20 3,031 4,789 1,759
2010 80,00 134.46 3,266 4973 1,707
2011 80 00 86.78 3,481 5,297 1,816
2012 80.00 89.17 3,668 5.642 1,974
2013 80 00 91.62 3,619 5,603 1,904
2014 80.00 94.14 3,690 5,466 1.776

Pago 3 of 3



FISCALNOTE

STATE OF ALASKA Fiscal Note Number:

2008 LEGISLATIVE SESSION Bill Version: CSSB 2001(RES)
(S) Publish Date: 10/29/07

Identifier (file name): CSSB20Q1(RES)OQR-TAX-10-2807 Dept. Affected: Rovenuo 04

Title An Act relating to the production lax on oil and gas.. 'RDU Taxation and Treasury
Component Tax Division

Sponsor Governor

Requester Senato Judiciary Component Number 2476

Expenditures/Revenues (Thousands of Dollars)

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

Appropriation

Required Information

OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Pe'sonal Services 1,215.7 1.215.7 1,215.7 1,215.7 1.2157 1,215.7 1,215.7
Travel
Contractual 1,018.4 10184 1,0104 511.0 52 5.2 5.2
Supplies
Equipment
Land & Struclures
Grants &Claims

Miscellaneous
TOTAL OPERATING 2,234.1 2,234.1 2,234.1 1,727.5 1,220.9 1,220.9 1,220.9

- !
CAPITAL EXPENDITURES

ICHANGE IN REVENUES ( ) 198,000.0 161,000.0 170,000.0 | 198,000.0 197,000.0 0.0

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mcntal Health

Other Interagency Receipts
TOTAL 2,234.1 22341 2,234.1 1,727.5 1,220.9 1,220.9 645.9

22341 2,234.1 2,234.1 17275 1,220.9 1,220.9 645.9

Estimate of any current year (FY2003) cost: 3.409.2

POSITIONS
Full-timo
Part-time
Temporary

ANALYsIs:  (Attach nseparata parja it nocossnry)

This bill makes one economic and several administrative changes to the slate’s current petroleum profits lax. The bill retains tho current
tax system’s structuro, which taxes tho not value of petroleum resources. The bill makes the following change to the current system: it
eliminates the transition investment expenditure credit (AS 43 55.023(i)), except to tho extent that transition credits earned fioin April 1,
2006 to this bill's offoctivo date that could not bo used lo olfsot tax liability can be carried forward.

Administrative changes to tho current tax system includo the following: excludes from qualified lease expenditures those expenses
related to unscheduled production interruptions; excludes dismantlement, removal 8 restoration (DR&R) costs from allowable
expenditures; requires taxpayers to provide cost projections to allow tho stale lo better forecast slate rovonuos and pursuo changes in
reported costs; authorizes public reporting of some cost data; authorizes a short term audit program; and designates an exempt class ot
oil and ons auditors.

Phono 2G9-GG28
Date/Timo 10/27/07 2:00 PM

Date 10/26/2007

Prepared by; Johanna Bales, Roger Marks, Chcrie Nicnlmis
Division Tax Division

Approved by:  Jerry Burnett
Department of Revenue

|||.-,."ﬁjm/\ﬂBW|) Pago 1of 3
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FISCAL NOTE /!

STATE OF ALASKA IS1LL NO. CSSB 2001 (RES)

2008 LEGISLATIVE SESSION
ANALYSIS CONTINUATION

Certain lease expenditure allowance provisions aro retroactive lo April 1, 2006; tlio other provisions of the tax proposal
become effective January 1, 2008.

Personal Services: The department will reclassify tho existing 5 vacant auditor positions, and create -1to 5 senior level
auditor positions with extensive industry oil and gas auditing experience. These positions will 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 the current salary levels allowed under the existing Oil and Gas Revonue Auditor (OGRA) pay classification
system. In addition, the department expects that it will need one additional Programmer Analyst V position to maintain and
manage the now oil and gas production tax database system at a cost of $115,700 annually. The existing oil nnd gas
specialist, oil and gas rovenuo auditors, and their immediate supervisor will be offeied the opportunity to opt into an exempt
status with individual salaries established commensurato with experience and skill level, and consistent with market

comparables.

The need for exempt status is based upon the difficulties tho department has recruiting experienced auditors to administer
the tax. Tho current pay rango for an Oil and Gas Revenue Auditor is on the low range of tho pay range for roughly similar
jobs. Tho department estimates tho new exempt positions and the potenlial salary increases associated with tho change of
existing staff to exempt status, will cost the slate approximately $1,100,000 annually.

Contractual: Contractual expenditures include $1,013,200 annually to contract for audit assistance. This estimate is based
on 3 auditors, working 40 hours per week each, for 4 years starling in January 2008 at an average rate of 5100 per hour,
plus estimated transportation and lodging cosls, and additional costs for training auditors. Tho need for such assistance is
based upon the department's substantial difficulty in recruiting enough auditors to administer the oil and gas production lax.
Tho department only anticipates tho need for contract audit assistance for 4 years while tho department recruits and trains
auditors for positions that aro currently vacant. The contract auditors would work in conjunction with department auditors
during ttiis tiino lo maximize department resources and help train department auditors. Tho department will also need an
additional 55,200 each year in contractual costs associated with the now Analyst Programmer V position.

Current FY2008 cosls: The department expects itwill incur costs beginning January 2008 to immediately implement tho
new production tax structure. Those costs include: Contractual - 52,620,800 capital funding to fund the scoping and
development of an oil and gas production tax database system (including associated hardware) and 5506,600 to contract for
audit assistance (as described abovo). The new database system will permit accurate and efficient management of
information submitted by taxpayers to facilitate auditing and forecasting of revenues, and timely nnd accurate reports for
Internal and public uses. The proposed system will accommodate tlio migration of ELF-basod data and continuo to collect
supplemental data from producers on volumes, wells and production. The system will Includo income-based data, including
tracking credits, required under PPT and upon which the ACES lax structure Is based. Tho system will also integrate Into
the division's accounting systems. Personal Services «5218,000 from the period January 1, 2008 through June 30, 2008
due lo creating an exempt class of oil and gas revenue auditors and increasing pay to more closely reflect what the market
in Alaska pays for roughly similar positions. In addition, wo will recruit for lim Analyst Programmer V and biing that person
on board lo participate in the database scoping meetings. Wo estimate FY 7008 costs for this position *) be approximately
557,800. Supplies -56,000 for a computer and software for the new analyst progammer V position.

Sco page 3for projected revenue estimates.



FISCAL NOTE 114

STATE OF ALASKA HILL NO. CSSB 2001(RES)

2008 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Estimated Production Tax Revenues, PPT and ACES, at
Various Prices (in $millions nominal)

Fall 2007 DOR Official Forecast Pnccs

ANS WC s Increase or
, ANS WC S per  barrel (n Status Quo - CSSB2001
Fiscal Year barrel (inreal (Decrease)
NOMINAL PPT (RES)
dollars) from PPT
dollars)
2008 71.65 71.65 1.915 2,022 107
2000 64.55 66.30 1,693 1,89 198
2010 60.05 63.40 1531 1,693 161
2011 59.70 64.75 1,670 1,840 170
2012 59.55 66.35 1,746 1,944 198
2013 58.90 67.45 1,647 1,844 197
201'1 58.25 68.55 1,642 1,642 0
DOB Forecast nominal pnccs rounded to the nearest SO j5
$Q@per barrel in REAL dollars
ANS WC S Increase or
. ANS WF: S per per barrel (n Status Quo - CSSD2001
Fiscal Year barrel (in REAI (Decrease)
dollars) NOMINAL PPT (RES) from PPT
dollars)
2008 60.00 60.00 1,051 1,158 107
2009 60.00 61.65 1,435 1,623 188
2010 60.00 63.35 1,562 1,719 158
2011 60.00 65.09 1,695 1,865 170
2012 60.00 66.88 1,783 1,981 198
2013 60.00 68.72 1,733 1,931 198
2014 60.00 70,61 1,776 1,776 0
SBOperbarrel in REAL dollars
ANS WC $
ANS WC $ per Increase or
_ © P Pel erbarrel m Status Quo - CSSI32001
Fiscal Year  barrel (in RFAL (Decrease)
dollars) NOMINAL PPI (RES) om PPT
dollars) (rom
2008 80.00 80.00 2,650 2,757 107
2009 80.00 82.20 3.031 3,235 206
2010 80.00 84.46 3,266 3,441 175
2011 80.00 86.78 3,481 3,670 189
2012 80.00 89.17 3,668 3,886 218
2013 80.00 91.62 3,619 3.837 217
2014 80.00 94.14 3,690 3,690 0

Pago 3 ol3



FISCAL NOTE

STATE OF ALASKA
2008 LEGISLATIVE SESSION

Identifier (file name): LL 08-0014-DQA-DAS-10-17-07

Fiscal Note Number:
Bill Version:
(S) Publish Date:

Dept. Affected:

Title An Act relating to tlio production ta, on oil and pas... "rdu

Sponsor Governor
Requestor

Expenditures/Revenues
Note: Amounts do m t include inflation unless otherwise noted below.
Appropriation
Required

OPERATING EXPENDITURES FY 2009 FY 200D
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0

CAPITAL EXPENDITURES 0.0 ] 0.0
ICMANGE IN REVENUES (

FUND SOURCE

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Menfal Health

Other Interagency Receipts
TOTAL 0.0 0.0

Estimate of any current year (FY2008) cost:

POSITIONS
Full-time
Part-time
Temporary

ANALYsIs:  (An-icn nsc/umlopailo if nacoisnty)

SB 2001
10/18/07

Administration
Centralized Admin. Services

Component Office of tho Commissiocnur

Component Number

(Thousands of Dollars)

Information
FY 2010 FY 2011 FY 2012

0.0 0.0 0.0

0.0 0.0 0.0

(Thousands of Dollars)

0.0 00 0.0

I his legislation has no fiscal impact on the Department of Administration.

Prepared by: Inc Swanson
Division Administrative Services

Approved by. Annette Krcilzor
Commissioner

i, i1

45

FY 2013

0.0

0.0

0.0

Phono 405-5055

Datii/Tiimi
Date Oct 12.200/

COMMITTEF C/ r",

FY 2014

0.0

0.0

0.0

'aye 1lof |



FISCAL NOTE

STA TE OF ALASKA Fiscal Note Number: 2
2008 LEGISLATIVE SESSION Bill Version: SB 2001
(S) Publish Dale: 10/18/07
Identifier (file name): //773-08-0014-DNR-10-17-07 Depl. Affected: Natural Resources
Title ACES "rdu Resource Development
Component Oil and Gas Development
Sponsor Rules Committee
Requester Governor Component Number 439

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not includo inflation unless otherwise noted below,
Appropriation
Required Information
OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Services 3035 0.0 3035 303.5 303.5 303.5 3035

Travel
Contractual
Supplies
Equipment

Lend & Structures
Grants & Claims

Miscellaneous

TOTAL OPERATING 303.5 0.0 303.5 303.5 3035 3035 303.5

CAPITAL EXPENDITURES .

(CHANGE IN REVENUES ( ) I

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match
1004 GF 3035 00 3035 303 5 303 5 3035 3035

1005 GF/Program Receipts
1037 GF/Mcntal Health
Other Interagency Receipts

TOTAL 3035 0.0 3035 3035 3035 3035 3035
Estimate of any current year (FY2008) cost: 177 0
POSITIONS
Full-time
Part-time
Temporary

ANALysis:  (Ati<h.irpnnlo  ifnvcomty)

This bill would amend tho oil and (jas production tax under AS 43.55 lo increase the base tax rate fiom 22 5% to 25", of net income
and have tho index-based progressive lax apply when not income per barrel extended 530 talhor than the current 540 per barrel In
addition, tins bill would change the minimum tax that currently applies to taxable income generated from North Slope fields, and which,
lor ANS We:.l Coast prices abovo 525 pur barrel, is now 4% ol gross receipts at the lease boundaiy. The bill would increase the
minimum tax rate to 10 percent gross, but apply this minimum tax only lo large North Slope legacy units (Prudhoo Bay Unit and the
Kup iruk River Unit) |Ins minimum lax would also proven! these legacy fold owners from e imj credits or deductions generated at
these fields to lower their lax burden elsewhere when tho minimum tax applies In addition, the bill allows for tax credits cn futuru wuik
rather than previous work and expands the current exploration incontivo credit program to include as many wells that can be dulled in
two drilling seasons. It also restricts capital expenso deductions to schod iled maintenance and would implement audit and

information sharing previsions.

Phono 209 0800
Date/!unii 10/17/2007

Date 10/17/2007

Prepared hy:  Kevin Banks, Acting Director
Division Oil and Gas

Approved by.  Tom Irwin. Commissioner
Natural Resources

Ml in' V. ILigo 1of 2
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FISCAL NOTE IZ

STATIC OK ALASKA HILL NO. SB 2001

2008 LEGISLATIVE SESSION

ANALYSIS CONTINUATION
"Indeterminate Positive: The royalty revenue impact to the State of ACES is indeterminate, but most likely positive.

ACES improves the economics for new entrants or small Alaska producers, but decreases tho attractiveness of

investments in legacy fields.

Improvement in new entrant/small producer economics: ACES improves the economics of investing in Alaska for new
entrants and small Alaska producers, an improvement that should load to more investment and resulting royalty
revenue. For new entrants and small producers, capital spent to find and develop oil or gas resources will generate a
carried-forward annual loss credit of 25 percent rather than the current 20 percent AS 43.055.023(b).

Also, for new entrants and small Alaska producers, tho transferable credits (the carried-forv/ard annual loss credit and
the 20 perce:.t qualified expenditure credit (AS 43.55.023(a)) will be worth more under ACES. Small producers have
indicated that they have been unable to sell their credits to larger tax payors. Under AS 43.55.028, ACES establishes
an oil and gas tax credit fund that will help ensure these now and small producers will receive full value for these

transferable credits.

Without the fund, tho small producer or new entrant may have to carry-forward their credits until they have tax liability.
By providing full value up-front for these credits, ACES improves the internal rate of return (IRR) by three to six

percent at $40 per barrel ANS WC.

As a partial offset to this incentive, ACES increases tho tax rate from 22.5 to 25.0 percent; has the progressive, index-
based, rate kicking in at a lower level; and has credits being spread over two years rather than one. However, on
balance, ACES will improve now project economics for now entrants and small Alaska producors.

Decrease in attractiveness of investments in legacy fields: ACES will decrease tho attractiveness of investments
made by larger, existing producers for three reasons: lhe higher lax rate, the elimination of the Transition Investment
Expenditure (TIE) credit, and tho 10 percent minimum lax on legacy fields.

First, ACES increases the tax rate from 22.5 percent lo 25.0 percent. In addition, tho progressive. Index-based rate
will start at a lower ($30) net value per barrel, but escalate at a lower rate (0.20 percent rather than 0.25 percent.
Second, by eliminating the TIE credit, now capital spending by existing producers will no longer increase the ability ot
those producers to take the 11IF credit hy 10 percent of the capital invested. Third, at lower prices (prices far below
where they are today) tho minimum 10 percent gross tax applies, loworing or postponing the ability to take tho capital
expenditure credits. 1ho lloor also could eliminate tho ability to uso deductions generated by new spending to
decrease tax liability. If tho producers in those legacy fields (Prudhoo Bay Unit and Kuparuk River Unit) believe there
is a good chance that prices will decline or costs will increase to the point where the floor applies, they might invest

less in additional reserves in these legacy fields.

it these measures (the higher rate, the TIE credit elimination, and lhe 10 percent floor) cause loss investment by
existing producers to add reserves, the Slate will receive less in royalty.

Persona! Services: Sections 10 and 07 would reclassify the current oil ami gas auditors to exempt status employee >
DO&G currently has seven oil and gas auditor positions. 1ho lotal salary/benefit costs for these seven employees
currently equals approximately $840,14/ An Increase to exempt status Is estimated locost up lo an additional
$303,500 iu | YOU. the FY08 amount ol 31//.000 covers an estimated /-months at tho higher rale

Pago ? ol 2



FISCAL NOTE

STATE OE ALASKA Fiscal Noto Number: 1
21(08 LEGISLATIVE SESSION Bill Version: SB 2001
(S) Publish Date: 10/18/07
Identifier (file name): LL08-0014-DOR-TAX-10-17-07 Dept. Affocted: Revenue 04
Title An Act relating to the production lax on oil and gas.. 'RDU Taxation and Treasury
Component Tax Division
Sponsor Governor
Requester Component Number '476
Expenditures/Revenues (Thousands of Dollars)
Noto: Amounts do not includo inflation unless otherwise noted below.
Appropriation
Required Information

OPERATING EXPENDITURES FY 2000 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Personal Servicos 1,215.7 1.215.7 1,215.7 1,215.7 1,215.7 1.215.7 12157
Travel
Contractual 1,018.4 1.0184 1,0184 511.3 52 52 5.2
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 2,234.1 2,234.1 2,234.1 1,7275 1,220.9 1,220.9 1,220.9
ICAPITAI. EXPENDITURES 1 | | 1
CHANGE IN REVENUES ( ) 075,000.0 603,000.0 589,000.0 624,000.0 597,000.0 416,000.0
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF 22341 2,234.1 2,234.1 1,7275 1,220.9 1,2209 G45.9
1005 GF/Prograni Receipts

1037 GF/Mcntal Health

Other Interagency Receipts

TOTAL 2,234.1 2,2341 22341 17275 1,220.9 1,220.9 645.9
Estimate of any current year (FY2008) cost: 3,400.2
POSITIONS
FulMimo 1 1 1 1 1 1 *
PaitliniQ
Temporary

ANALysis:  (Anncli asupat.Vo png0 if siiice.vwry)

1his bill makes significant Changes to the state’s current petroleum profits tax. Thu tax proposal, also known as tho Clear and Equitable
Share (ACE") plan, liko tho current tax system, taxes the net value of petroleum resources. Tho ACES proposal makes tho following
changes lo the tax system- raises the tax rate to ?6% on net profits of oil and gas production subject to a 10% floor on legacy holds,
adjusts the progressive tax feature to trigger at $30 net vnluo (annual) and nsn at two tenths of a percent per dollar, eliminates tile
transitional investment expenditures 'TIE" credits: requires that capital costs In; taken as credits over two years, rather than immediately,
addresses tho "corrosion's-epenso issue; excludes dismantlement, removal A restoration (DRAR) costs from allowable expenditure's,
expands exploration incentive credit program to cover two hold seasons; requires taxpayers to provide cost projections to allow the stale
to better forecast «Into n.venues and pursue c(tangos in reported cosls; authorizes public reporting of sumo cost data; authorize ; a short-
term aud.t program; and designates an exempt class ol oil and gas auditors

Phono 260 t.628
DateMnno 10/1 At)/ 12 ill) AM

Date 10/17/200/

Prepared by;  Cheno Nionhuis, Roger Marks, Johanna Bales
Division fax Division

Approved try:  Jerry Burnett
PepailiiH'iil ol Ri'Vimiin
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FISCAL NOTE 01

STATE OF ALASKA KILL NO. SB 2001
20118 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Tho lax proposal would also authorize a fund lo bo established for tho purpose of purchasing lax credit certificates. The tunc
would receive 10% «15% of total production tax rovenues annually (roughly $150 million lo $300 million); up to $250 million
of fund revenues would be paid to purchase credits in any given year.

Certain lease expenditure allowance provisions are retroactive lo April 1, 2006; the olher provisions of the tax proposal
become effective January 1.2008.

Personal Services: Tho department will reclassify the existing 5 vacant auditor positions, and create 4 to 5 senior level
auditor positions with extensive industry oil and gas auditing experience. These positions will bo classified as the
Department’s most senior level auditor positions and will have salaries that aro consistent with market comparables and will
bo beyond tho current salary levels allowed under the existing Oil and Gas Revenue Auditor (OGRA) pay classification
system. In addition, tho department expects that it will need one additional Programmer Analyst V position to maintain and
manage lhe new oil and gas production tax database system at a cost of $115,700 annually. Tho existing oil and gas
specialist, oil and gas revenue auditors, and their immediate supervisor will bo offered the opportunity to opt into an exempt
status with individual salaries established commensurate with experience and skill level, and consistent with market

comparables.

Tho need for exempt status is based upon tho difficulties tho department has recruiting experienced auditors to administer
tho tax. The current pay range for an Oil and Gas Rovenuo Auditor is on tho low range of tho pay range for roughly similar
job3. Tho department estimates tho new exempt positions and tho ootential salary increases associated with tho change of
existing staff to exempt status, will cost tho state approximately $1,100,000 annually.

Contractual: Contractual expenditures include $1,013,200 annually lo contract for audit assistanco. This estimate is based
on 3 auditors, working 40 hours per week each, for 4 years storting in January 2008 at an averago rata of $100 per hour,
plus estimated transportation and lodging costs, and additional costs for training auditors. The need for such assistance is
based upon the department's substantial difficulty in recruiting enough auditors to administer tho oil and gas production tax
Tliu department only anticipates the need for contract audit assistanco fcr 4 years while the department recruits and trains
auditors for positions that aro currently vacant. Ttie contract auditors would work in conjunction with department auditors
during tins tune 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: |he department expects it will incur cosls beginning Janurry 2008 lo immediately implement tho
new production lax structure. 1lioso costs include: Contractual - $2,620,800 capital funding lo fund tlio scoping and
development ot an oil and gas production lax database system (including associated hardware) and $506,600 lo contract for
audit assistance (as described above). Tho new database system will permit accurate and elliciont management el
information submitted by taxpayers lo facilitate auditing and forecasting of revenues, and timely and accurate reports for
internal and public uses The proposed system will accommodate the migmlion ol ELF-basod data and continue to Collect
supplomenl.il data from producers on volumes, wells and production Tho system will include income based data, including
tracking credits, required under PPT and upon which tho ACES tax slrucluru is based The system will also integrate into
the division’s accounting systems. Porsonnl Scrvicos - $218,000 from tho period January 1, 2008 through Juno 30,2008
duo to creating an exempt class ol oil nnd gas revonuo atr Mors and increasing pay to moro closely reflect what the market
in A'aska pays fur roughly similar positions. In addition, wo will recruit lor tlio Analyst Programmer V and bnng that pur:;,on
on tiu.nd to participate in tho database scoping meetings. Wo estimate FY 2008 coots for this position to bo approximately
$57,000 Supplies » $0,000 fur a computer and soltwaro (or tho new analyst progammcr V position.

Sco p.igri 3for projected revenue estimates.

Pago 2ol 1L



STATE OI-"ALASKA
2008 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

FISCAL NOTE Il

BILL NO. SB 2001

Estimated Production Tax Revenues, PPT and ACES, at
Various Prices (in $millions)

Fall 2007 DOR Official Forecast Prices

Fiscal Year

2000
2009
2010
2011
2012
2013
2014

DOB Forecast nominal prices rounder) lo tlio nearest SO 05

s50 per barrelir. REAL dollars

iscal Year

2008
2009
2010
2011
2012
2013
2014

$80 per barrelin REAL dollars

Fiscal Year

2008
2009
2010
7U11
2012
2013
2014

ANS WC S per
barrel (in REAL
dollars)

71.65
64.55
60.05
59.70
59.55
58.90
58.25

ANS WC S per

barrol (in REAL
dollars)

60.00
60.00
60.00
60.00
60.00
60.00
60.00

ANS WC S per

barrel (mrial
dollars)

80.00
60.00
80.00
B0.00
80.00
80 00
80.00

ANS WC S

per barrel (in
NOMINAL
dollars)

71.65
66.30
63.40
64.75
66.35
67.45
68.55

ANS WC S
per barrel (ri
NOMINAL
do'Uis)
60.00
61.65
63.35
65.09
66.88
68.72
70.61

ANS WC S

Status Quo -
PPT

1915
1,693
1,531
1,670
1,746
1,647
1,642

Status Quo -
PPT

1,051
1,435
1,562
1,695
1,783
1,733
1,776

per barrel tn Status Quo -

NOMINAL
dollars)

8000
82.20
84.46
86.78
89.17
91.62
94.14

PPT

2.650
3,031
3,266
3,481
3,668
3,619
3,690

ACES

2,330
2,369
2,134
2,258
2,370
2,244
2,058

ACES

1,421
1.977
2,170
2,291
2,414
2317
2,218

ACES

3.089
3.717
3.988
4,189
4,404

1,32/
4,204

Increase or
(Decrease)
from PPT

415
675
GO03
589
624
597
416

Increase or
(Decrease)
from PPT

371
542
608
596
631
ol4
442

Increase or
(Decrease)
‘rorn PPI

*130
686
722
708
736
708
514

Pilijo "1nl 3
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Proposed Senate Finance C S

Illustrated

Presentation to S enate Finance
Novem©ber 14, 2007

Dan E. Dickinson, CUPA



AS

43 .55 .xXx

.011(e)

«011(9g)

.011(h)

Nov 13, 2007

Structure

Current Law

22.5%

.25%
Progressivity in
Addition using

price index in

(h)

Price index
derived using
40

SB 2001
(ACES)

Rate in (Q)

Rate=25%+.20
% progressivity
using price
index in (h)

Price index
derived using
30

[>en E Dickinson CP/'

of th e

le vy

CSHB2001
(FIN) am

25% +
progressivity in

(9)

4%
Progressivity in
Addition using

price index in

(h)

Price index
derived using
30

Proposed
Senate Fin
CS

Rate in (g)

Rate=22.5%-+
sliding
progressivity
scale

Repealed



Credits

.023

.024

025

Nov 13, 2007

Credits

Current Law

no

yes

yes

against Floor

SB 2001 CSHB2001 Proposed
(ACES) (FIN) am Senate Fin
CS
no no no
no yes yes
no yes no

Dan E. Dickinson CPA



CS HB 2001 (FIN) am TIE credits

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
CSHB 2001 (FI N) am

| "Capital spending fills the bucket"

Spending:
Prod's
use TIEs
Producer Credit min (10% ofY, 20% of X)
Non Prod
Spend Non pre- 2008 Prod Uses tax credits
Non pre-2008 Producer credits min (10% of Y, 20% of X)

Everyone’s TIE credits are limited to 10% of spending in 21 Months
between April 12006 and December 31, 2007

Nov 13, 2007 Dan E Dickinson CPA



cs CB 2001 (FIN) TIE credits

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Senate( FIN) CS

| "Capital spending fills the bucket"

Spending: w W W W W W
Prod's
use TIEs
Producer Credit min (10% of Y, 20% of X)

Non pre-2006 Prod Uses tax credits
non pre-2006Producer credits min (10% of W, 20% of X)

Entity that did not produce between April 1, 2006 and December 31, 2007
IS no worse off than ifthe TIE credit were not repealed (except 2013 vs. six years)

Nov 13, 2007 Dan E. Dickinson CPA



Market Price of Oil (S/bbl)

Legislative Finance Division 11/14/2007
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Comparison

2001 2002 | 2003 200/{2005 2006 2007 2008 2009]2010| 2011 2012 2013
CSHB 2001 (FIN) am

| "Capital spending fills the buckeF
Spending: X Y

Producer Credit min (10% of Y, 20%0fX)

Non Prod
Spend  Non 2006-2007 Prod Uses tax credits

Non 2006-2007 Producer credits min 1'% of Y. 20% of X)

Senate(FIN) CS
| "Capital spending fills the bucket"

Spending: ]
Prod’s
use TIES
Producer Credit min (10% ofY, 20% of X)
Non 2006-2007 Prod Uses tax credits
non 2006-2007 Producer credits min (10% of W, 20% of X)

Nov 13, 2007 Dan E. Dickinson CPA



Issue

Base Rato
Base Tax Rate

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

Cap

Gross Value Floor

Base

Rate , ,
Applx 024 credits against
floor’ , _
Applg 025 credits against
floor”:

Investment Credits
Investment Credits

Loss Carr/ Foiward Credits

Transitional Investment
Credits

Uiin |i Dickinson, Cf'A
1T/13/2007
M.itnx Stimm.iry

J

Summary Comparison between Various Approaches to Production Tax

Current Law
AS 4355011 (0) &(9)

AS 4355.011(0) & h)

AS 4355,011(0

As43.55.023

20%

Yes

SB/HB 2001 (ACES) as
introduced

Bill Sections 15& 17
25%

Bill Sections 17,18
S30 net
0.20%
year
net
25% of net

Bill Section 15, 16. 31-36, & 41-42
Prudhoe; Kuparuk

10%

No
No

Bill Section 26-28, 38-44 & 63
1/2in each of two years

25%

No

page- 1

CS HB20O0L1(FIN)am
Bill Sections 15
25%

Bill Sections 17,18

Bill Section 16

- %

Bill Section 26-28

25%

Al taxPayers allowed application
[IE matching spending in

April 12006-Dec 31, 2007,

even if application deferred

of T

Senate Finance CS
Bill Sections 15 & 17

Bill Sections 17

Bill Section 16

No

Bill Section 2529
1/2in each of two years

22.5%
TIE credits end for producers

Dec 3L 2008, current non
producers can use through 2013



7
Summary Comparison between Various Approaches to Production Tax

Current Law

Issue
Exploration Credits  AS43.5.025
Rates 20, 40%
General SAdmin Costs disallowed

DNR approval required? In Cl. to avoid 3mile limit

Confidentiality of well data 10years

Seismic on non state land silent

Pre-existing well One drilling season

"DNR TIE" Credits for pre
2003 seismic work?7 no
Exceptions to Tax Credits
None none
Tax Exempt entities take
credits?

State Purchase of Credits

Paid from W M SKSSSSBM
Annual dollar cap per -
taxk)/]a%eﬂ 525 million

oard Purchases? n/a

t),in I Dickinson, CI'A
11/1H/2007
Matrix Sinnm.iiy

SB/HB 2001 (ACES) as
Senate Finance CS

introduced CS HB 2001(FIN)am
Bill Section 36 -44 Billl Section 20-35 Bill Sectiion 31-39
20; 40% 30:40% 20; 40%
costs arising from Bad Acts IIl -
bad acts 1 criminal bad acts |
Always Always, w/Ian%uage chan?es Always,
2years, or if DNR declines to, or . .
2 years pnvate landowner declines ~ 2years, or if DNR declines to,
, explicit exclusion without ,
included permission silent
Two consecutive drilling Two consecutive drilling Two consecutive drilling
5€asons $easons 56asons
5% 5% 5%
Bill Section 41 Billl Section 30,3,
none unpaid judgment none
no no
AS 83.55.023(1) & @
oil and gas credit fund, funded
from production taxes N
S 25 million (however ARM
none unlimited) none
na yes n/a



Summary Comparison between Various Approaches to Production Tax

SB/HB 2001 (ACES) as

Issue Current Law introduced CS HB 2001(FIN)am Senate Finance CS
A'lowable Lease Expenditures — AS43.55.165 Bill Section 46-51 Bill Suction 46-51
Allowed by requlation no lanquage must be must be must be
Use producer audits of - . - N - N
operators? Explicit Explicit repealed. Implicit Explicit re?ealed: Implicit Explicit for WICs
, add violation of law, lease or  costs arising from Bad Acts Ill - _
Disallow bad acts II? yes license criminal Disallow bad acts II?
DR&R Allowed? Allocated No No , No
_ o« .- S030+unscheduled events S 30a bbl disallowed+ intent 5.30 a bbl disallowed+
"Corrosion" Issue ' ' disallowed language unscheduled interruption
Field Todppmg Plants
allowed” Yes No No No
Off Lease allowed - - must be in state ‘W6 e > jier-iesty -
Public Qutreach costs not explicit not explicit no; listed no, liste

Yet to be written requlations will
define 2006: then 3% annual
increase; (regardless of

Opex actual actual production or ownership’ ) actual
Information AS 43.05.230and royalty statutes Bill Sections 2-9,11,13,36-39,52 Bill Sections 2-9,11,13,36-39, 52
information "necessary to information "necessary to

information "necessary to  forecast... revenues under AS  forecast... revenues under AS
forecast... revenues under AS ~ 4355" Penalty up to S1000a 43 55" Penalty up to S1000a
4355" Penalty up to S1000a day if demanded information not day if demanded information not

forward looking information
' day forthcomina forthconnng

required none ,
. if aggregated w/2 other .

. ifaggregated w/2 other ~ producers, (still under umbrella if aggregated w/2 other
Disclosure of tax producers, no requirement to required to ?revent producers, no requirement to
information prevent identification Identification] prevent identification
DNR sharing royalt o N N N N
information w/ DO limited ability expanded ability expanded ability expanded ability
DOR sharing tax o N N N N
information with DNR limited ability expanded ability expanded ability expanded ability

L Bill Sections 1,14,50new AS Bill Sections 1,1441 new AS Bill Sections 1,14,41 new AS
Statute of Limitations AS43.05.260 4355075 43.55.075 4355075
State assessment must be
issued within 3yrs 6yrs 6 yrs 4yrs
DOR Auditors As3Q.25.100 Bill Sections 10,65,67 Bill Sections 10,56 Bill Sections 10,56

Unn | Dickinson, CPA
11/13/2007

M.ilnx Snumi.iry lingo 3



Issue Current Law
DOR &DNR auditors
exempt employees? no
Effective Date
Generally nfa
Retroactive to April t 2006 na
Downstream Costs  As43.5.150
Reasonable v actual
Prima facie reasonable
Taps Tariff
Gas Ceilings thru 2022
Where Cl
Interaction with credits implicit

Additional Penalties newAs 43.5.065

Additional Penalties for
Under reporting none

Dan L Dickinson, CIV*
11/13/5*007
Matrix Sunmary

SB/HB 2001 (ACES) as
introduced

yes

Bill Section 64
Jan 12008

unscheduled interrpution

As 43.55.011
Cl

explicit importing from regs

none

pegu

Summary Comparison between Various Approaches to Production Tax

Senate Finance CS
2DNR and 4 DOR exempt
master auditors authorized.

CS HB2001(FIN)am
2DNR and 4DOR exempt
master auditors authorized.

Bill Section 1, 60-61

JU|X 12007
TECHNICAL AMENDMENT:
unscehduled interruption

Bill Section 1, 60-61
Jan 12008

deferred maintenance issues
(Intent language)

Bill Section 43
Downstream Tanker and
Pipelines = Actual, except, Pipelines = Actual, except,
reasonable if lower ~reasonable if lower
“just and reasonable” and arms" “just and reasonable" and arms
length transactions length transactions

Bill Section 43
Downstream Tanker and

Billl Section 22 Bill Section 20,22

Cl +gas used in the state L
explicit high-level statement of

implicit rules
Bill Section 40 Bill Sectiion 24,40
10% for 10% or 10mm
understmnt, 20% for 20% or
20mm understmnt none



Issue
intent Language
overall intent of legislation
Iong standing interpretation
of SOL

Half the money from certain
retroactive apBI!canns to
1EE(F;S and public education
un

tax savings from ?as
ceilings outside CI passed
on to ultimate consumers
Adinin

Monthly Estimated
payments

LIIHEAP funding
Whistleblower language

DNR NPSL regulations
Reguired 2011 Report -

Dan! Dickinson, CI'A
11/13/2007
Malnx Summary

Summary Comparison between Various Approaches to Production Tax

Current Law

n/a
nfa

n/a

AS 43.55.020(3)

Estimated payments without
ceilings, refund due taxpayer at
year end
No
No

n/a
Yes

SB/HB 2001 (ACES) as
introduced

no
included

no

Ceilings applied monthly
No
No _
general grant for retroactive

applications
Yes

paye 0

CS HB2001(FIN)am
Billl Secttion 1
included

included

encourage availability of
affordable gas
Bill Sections 12,23-25,42

Senate Finance CS
Bill Section 1
no

~included ,
retroac1|V|t¥ dollars to public
education fund, incremental
dollars to other listed
Investments

no
Bill Sections 12,23-25,42

Ceilings applied monthly (sec A Ceilings applied monthly (sec A

and C could be parallel

may appropriate S50 mm Prom

progressivity

and C could be parallel)
No

yes -with limitation for bad faith yes -with limitation for bad faith

may be retroactive
deleted

may be retroactive
Yes



G overnment Take

S enate Finance CS

For Lower 48, State lands 1 Federal assumes with 12.5% -18.75% royalty. Private royalty trend is higher

100%
90%
80% Norway
UK
70% [13 bi)
60% Legacy Total Government
50% il po TVIV/Tr msrn ~

40% New Fields Lower 48* and F

30%

20% Senate Finance CS
10%

0 %

20 40 60 80 100 120 140 160 180 200
Oil Price

Assumes $20 costs
Gaffney, Cline & Associates
14 November 2007



G overnment Take BOR

Senate Finance CS Cid-oin v

For Lower 48, State lands 1 Federal assumes with 12.5% -18.75% royalty. Private royalty trend is higher

100%
r.f

90%
801 v Norway
70% UK
60% “Legacy” Total Government
50% UK Co LSS
40% New Fields Lower 48* and FgdjyeSF" /
30% Senate Finance
20%
oo PPT ACES Senate Judiciary
0%
0 20 40 60 80 100 120 140 160 180 200
Oil Price

Assumes $20 costs
<Gaffney, Cllrie & Associates
14 November 2007



G overnment and P etrole um

T ax T ake

PPT, ACES, Senate Judiciary CS

Compared To UK, Norway, US Lower 48



G overnment Take

PP T

For Lower 48, State lands | Federal assumes with 12.5% -18.75% royalty. Private royalty trend is higher

100%
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30%
20%
10%

0%

20 40 60 80 100 120 140 160 180 200
Oil Price

; - Assumes 520 costs
09 November 2007



G overnment Take NfIO R 1
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M ajor Provisions of a Tax System

Taxable Revenue (Gross or Net)
Base Rate
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All Tax Systems Discussed are Based on NetCash Flow
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Comparing the Tax Systems

Increase in Revenue (relative to P P T)
Total R evenue
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Things to Remember

Focus on curve shape and location— projections
are affected by production volume, costs of

production and other factors that cannot be

predicted accurately.

Projections are based on the Fall 2007 Revenue
Forecast, but even ifthe variables— production
volume, costs of production, etc.— change, the

projections do not change much in relative

term s.

Legislative Finance Division
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A Comparison ol Fiscal Roglnos

A COMPARISON OF FISCAL REGIMES
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APPROACH

When comparing fiscal regimes, most analyses focus on the level of "stale take" as a tool
for ranking. This is an oversimplification Ranking by stale lake is only a proxy for what
really influences investment decisions—the value creation resulting from the deployment
of investors’ capital.

More useful, detailed fiscal analyses can lie obtained by applying different fiscal regimes
to an example model field and comparing the resulting development economics and levels
of state take. However, this approach still oversimplifies the situation by assuming a world
devoid of varying climates, topographies, and reservoir conditions, not to mention market
conditions (including distance to liquid markets).

l)y contrast, in forming our opinion. CERA has considered which countries’ oil and gas
resources face technical and commercial challenges similar to Alaska’s We have selected
conceptual development plans for sample oil and gas fields that are appropriate to each
environment—in a range of sires and at a range of product prices. These analyses arc
generated using the data and tools of our parent company. HIS Inc., and allow a true
"upplcs-lo-applcs” comparison of what is left to the concessionaire.

Our appioach in the comparison of fiscal terms is to consider what share of the barrel is left
to the concessionaire in each jurisdiction. State take competes with capital and operating costs
and the time value of money for the remainder. Unless this share of llie barrel compensates
the risks of exploration, development, production, and eventual decommissioning, the oil
and gas resources will not tie developed.

In its document GUIItlrg Principle fur New Prkiticlion Tax System, the Stale of Alaska
ranks the Marginal Government Take (including federal taxes) under its ACES plan at M
percent—in line with an average for "all fiscal regimes" of h7 percent. Although it does not
specify what regimes have been included, this latter ligurc is very similar to CERA’
analysis of a wide range of fiscal regimes performed for its 2X>5 Special Report In §C{) WH
of Reasonable Certainly: Oil anil (las Reserves Disclosures. Among these regimes were a
variety of operating environments including Algeria, China, Libya, Qatar, and other low-cost
operating countries that are very dissimilar to Alaska for the purposes of valid comparison.
The pre-tax profitability of activities in such countries leaves more room than a high-cost
environment for government take without undermining the attractiveness of investment in
exploration and development of tncir hydrocuibon resources.

How, then, should we select suitable peers against which to compare both current and proposed
Alaskan fiscal regimes'’ t'LR A selected a peer group consisting of basins—typically situated
in offshore or arctic-like environments or where their remoteness from markets results in
significant costs—that arc comparable to those experienced in Alaska.

A Comparison of Fiscal Rexgno*

KEY FINDINGS

The mean government take ol the relevant peer group across a range of oil and gas prices
and lield sires, to the extent that this is the appropriate measure, is 57 percent. This compares
to a range of 70-75 percent for Alaska under the ACES proposals and 65-71 percent under
the existing Petroleum Profits Tax regime.* These figures arc based on live undiscounic)
government take as a percentage of the undiscountcd net revenue. This suggests that the current
regime favors the government (the combination of federal and state) over the leaseholder
when compared to competing opportunities. The ACES proposals worsen this position.

In CERA's opinion a more appropriate measure of the attractiveness of a fiscal regime is the
rale of return on development and the profit-to-invesiment ratio of development (a measure
of the capital efficiency and therefore a guide to where a company should direct its capital).
These measures indicate that Alaska is not competitive with other similar regimes.
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A Comparison 0l Fiscal Roolmoj

CHOOSING THE RIGHT PEER GROUP

To select relevant |ccn. fur Alaska. CERA began by identifying countries and basins in which
die cost structure was comparable to that found in Alaska. Our assessment excluded field
operating costs, but did include the price penalties of quality differentials (such as might
ripply to heavy, sour crudes) and the costs of bringing products to market. These costs can
be calculated as capital sums—such as the cost of a pipeline from Alaska to liquid North
American markets for both oil and gas or the costs of holding liquefied natural gas (LNG)
liquefaction, shipping and regarification. We have employed the convention of using tariff
equivalents since this avoids complex issues of allocating capital to fields that share the same
infrastructure. However, we have not included tlie capitalized liability of capacity bookings.
Thus, if a field would cost $12 of capital expenditure (capes) per barrel to develop, the
pipeline larifif to gel it to market were $6 per barrel, and the crude quality resulted in a $5
per barrel discount to West Texas Intermediate (WTI), our analysis would treat it as having
a $23 per barrel total cost.

CERA selected from among those countries and basins where these total costs exceeded
$20 per boo for reserves with a scale exceeding 200 million hoe. The list therefore excludes
some high-cost regions such as the US Lower -IX where the scale of resource is simply not
comparable to Alaska and also a number of I.LNG producers where the underlying costs of
feed ga arc low (including economic credit for associated liquids, e.g.. Qatar, Nigeria, and

Australia).

A feature of many ol these high-cost basins is that long lead times between discovery and
development result from the challenge of developing the liclds profitably. Inng lead limes
also limit the scope for local take that docs not recognize the time value of money without
damaging the economics of the project

Taking into account these criteria, CERA's selected peer group (illustrated in yellow on
figure 1) includes the following regimes:

* Azerbaijan offshore
e llrazil decpwatcr (Campos Darrin)

* Canada (Alberta oil sands in situ production. Atlantic coast ollshorc—Newfoundland
and Nova Scotia—and gas from the Northwest Territories)

« Norway arctic ollshorc
* Russia (East Siberia. Sakhalin|
e UK West of Shcllands

'Hie fiscal terms that we examined for each peer are included in Appendix | along with the
representative field development examples for each

Countries ami regions that did not make the peer group because their cost structures and
risk profiles differed too significantly horn Alaska’s are shown in red in figure 1.

f
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A Comparison of Fiscal Roglnos

Figure 1
Choosing llio Right Poor Group
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PLACING ALASKA IN ITS PEER GROUP

CERA lras ranked the fiscal regimes by assessing the full cycle exploration and development
economics of a range of field sizes at a range of oil and gas prices. The example devclopmci'ls
have been analyzed by applying the costs of developing a held in each operating environment
to a standard production profile for each field size. In our analysis, we chose

« olil fields of IIk) million Istticlv.2tX) million barrels, and 5Xmillion barrels

« gas fields of | trillion cubic feel (Tcf),: Tel, and It) Til
«  WIT ml prices of $-10, SMI, and $S0 per barrel
* gas prices in each end matkel of $7. $10, and $13 pet millionltrmsh thermal units
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A Comparison ol Fiscal Roglmos

Wec applied costs of transportation 10 markets in which these prices could be accessed and
the "costs" of qua'ily differentials for heavy or sour crudes where these ure typical of a
basin or play.

The economics were run in real terms to exclude the requirement to make assumptions
about escalation rates lor oil and pus prices and costs. Wc used costs based on 21X17 market
conditions for each hydrocarbon province. The relative ranking of each province would not
change by using nominal economics.

furtlrcnr.ore. we Itave assumed fiscal stability in all markets, f or example, sve luvc made no attempt
to predict the outcome of die review of royalties currently under way in Alberta. Canada.

figures 2-1 rank the attractiveness of activity under die existing and proposed regimes for
Alaska versus the peer group.
Hascd on ranking by government take. Alaska's fiscal regime lies towards the bottom of

the peer group. Hut as we have explained, this oversimplifies the question. Companies do
not invest on die basis of a notional share of the returns; they focus on the cash returns

and value creation.

figures 3 and ! show the rankings based on real rate of return and the profit to investment
ratio (calculated using a 10 percent real discount rale).

Figure 2
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Figure 3
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A Comparison of Fiscal Regimes

However, this analysis covers only the development of hydrocarbon resources—it excludes
the risks and costs of abortive exploration. The other important factor is whether the value
created through successful exploration issulfteient to support the costs and risks of exploration.
Companies will not typically invest in exploration unless they expect to create significant
value. One of the commonest ways of measuring the value expected to be created through
an exploration program is to calculate the expected monetary value (EMV) of the exploration
ptospecls covered by the program. In its simplest form, this can be calculated as

EMV = ValucW (, x Probability, - Cosl|litw(, x Probability,,~

It is important to stress that the aggregate shows results for u portfolio rather than assigning
value to any individual prospect (where the outcome is often binary—either zero or high
value). Furthermore, one can also calculate jii "exploration cover ratio"—the result of
dividing V.ilueWtu by Cost,”.... When exploring in a frontier basin, it is not uncommon
to seek exploration cover ratios of 10 and more. Figure 5 ranks Alaska's peer group by
their exploration cover ratios.

The Alberta oil sands have been included in this comparison even though the resource
tiu: been discovered. In situ production operations do still rely on some delineation of Die
resourc mto optimize development.

Ily any if the measures shown. Alaska's current fiscal regime lies in the bottom half of
its peer roup, and the proposed ACES regime would only cause Alaska's position to fall.

Figure S
Exploration Cover Ratio
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APPENDIX-1
Alaska-Generic Gas Development

Onshore development. Fully winterized drilling facilities and alt production facilities and
pipelines raised above ground to protect die peimafrost. Infrastructure (including airstrip
and roads) constructed only during winter. Sweet gas and no associated liquids result in
minimum processing, and 200 kilometer (km) pipeline connecting to the main pipeline is
included. Six years Irotn discovery to first production and up to 23 years production life.

Alaska-Generic Oil Development

Onshore winterized development similar to gas example. Associated gas disposal at zero
cost. Oil stabilization and 2(X) km pipeline to Trans-Alaska Pipeline System line.

Alaska-Pctroteun Profits Tax (PPT) Regime

Royalty
Royalty rates vary depending on the terms under v hieli a lease was granted. Wc have nin
the economics at 125 percent and 21) percent royalty rates to account for different terms.

P/ooorty (Ad Valorem) Tax
The property tax is assumed to Ik- 2 percent per year of the replacement cos’ of the assets.
Wc have assumed that the cost is equal to the cumulative development capital less the
accumulated hook depreciation where book depreciation is assumed to he figured using a
straight-line method over the life of the project.

Miscellaneous Fees
There are minor fees of no significance to the economies and thus have not been
modeled.

Petroleum Prohls Tax

Taxable income lor the PPT in Alaska is defined as the total gross tevcnucs less deductions
for royalties, tariffs, operating expenses, and capital expenditures. The base PPT tax rate
is 22.5 percent, but it increases .25 percent for every S| per barrel that the taxable income
divided by die production exceeds $40 per barrel, up to a maximum PIT tax rale of -175
percent. A 20 percent credit to PIT is giu-ti for each dollar of capital spent in Alaska
operations. This credit may Ik- carried forward indefinitely.

There is a minimum PPT payable of 4 percent of gross revenues less transportation expenses
it the oil price exceeds $25 per barrel, 3 percent if it is between $20 and $25 [>cr barrel,
2 percent if it is between $17.50 and $20 per barrel and | percent if it is between $15
and $17.50 per barrel. Then: is no minimum payment if die price i. at or below $15 per

barrel.
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Alaska Slate Income Tax

Taxable income for tlie Alaska slate income tax is a complex calculation I'ascd on the
|>erccnlage of worldwide income that was earned in Alaska. Effectively, the taxable income
is the same as for US federal income lax, and Ihc lax rale is 9.4 percent.

US Federal Income

The US federal income lax is 35 percent of gross revenues less royally, property, and
severance taxes; miscellaneous fees; PPTs. Alaska state income taxes: transportation expenses;
operating expenses; and depreciation of capcx. The depreciation rules are as follow:

* Exploration dry holes are expensed.
* Bonuses arc subject to cost depiction, which utilizes a unit-of-production method.

« Geological and geophysical costs are depreciated on a 2-year straight-line basis with
only half of the first year’s depreciation allowable.

« Intangible drilling capital is depreciated on a 5-ycar straight-line basis using the
half-year rule in Ihc first depreciable year however, 70 percent of the capital may be
expensed in the first depreciable year.

« Development tangible capital is depreciated on a double declining balance basis over
7 years using the half-year rule in the first depreciable year.

Aloska-Cloar and Equitable Sharo Plan (ACES): Proposed Changes from PPT
Regime

Royalty. Property Tax, and Miscellaneous Fees

No Change.

Petroleum Protits Tax

Taxable income for the ITT in Alaska is defined as toe total gross revenues less deductions
for royalties. larilTs. operating expenses, and capital expenditures. Ihc base ITT lax rale is
25 percent, but it increases .2 percent for every S| per barrel that the taxable income divided
by the production exceeds S30 per barrel, up to a maximum P IT lax rate of 51) percent. A
20 percent credit to ITT is given for each dollar of capital spent in Alaska operations. Ixil
this credit must be split over 2 years. This credit may be carried forward indefinitely

There is a minimum IT T payable of 10 percent of gross revenues less transportation expenses.

Alaska State Income Tax
No Change.

US Federal Income Tax
No Change.

AConparison 0l Fiscal Ropingj

Azerbaijarv-Gonoric Gos Development

Offshore development in the Caspian (based around Shah Deniz development concept scaled
up and down appropriately for fields in the range | Tcf to 10 Tcf) employing 8-leg jacket
for gas processing and drilling facilities. Processing includes amine treatment of sour gas
and there is a 200 km pipeline to the shore. Five years from discovery to first production
and up to 34 years production life.

Azorbaljarv-Genorfc Oil Development

OfTshorc development. Wells drilled from artificial islands, with pioduction facilities on
barges, including water injection. Gas disposal at zero cost and 130 km offshore pipeline
for oil. Up to 9 years from discovery to first production and a 28-year production life.

Azarbaijan-Production-sharing Agreoment

State Participation

Stale is assumed to take a 10 percent interest upon commencement ol the development and
production period and repays its share of carried exploration and appraisal (E&A) costs with
inlercst (8 percent assumed) from its share of production.

Royalty

None.

Cost Recovery

Under fire terms of recent production-sharing agreements (PSAs) recoverable costs arc expensed
and recovered immediately from production according to ihc following schedule:

« All operating costs, including contributions to the abandonment fund, arc recovered
from I(X) percent of gross production.

« All capital costs (including TutA costs and development costs) are recovered from a
negotiable percentage (50 percent assumed here) of production remaining after the
recovery of operating costs.

* Unrecovered costs may be carried forward indefinitely for recovery in subsequent
years, but not beyond the duration of the contract.

Profit Sharing

Production (afier cost recovery) is shared between the state and the contractor on an incremental
sliding scale based on an K factor (a proxy for rale of rtium). with the contractor’s share
ranging from 55 percent down to It) percent in the most profitable ease.

Income Tax

Paid by the State Oil Company ol Azerbaijan Republic on live contractor’s behalf from its
share of production at a special rate of 25 percent.

OTix ny 1 wptravhtHhf
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EJrazif-Generic Oil Development

Subsca wells lied bock in a newbuild tloaling prnduciiun, storage, and oil-loading (I PSO)
facility in about 1,000 meters (tit) of water. Includes a pipeline (o llic shore and zero cost
gas disposal. Development is modeled after Block [-RJS-597 with costs adjusted to optimize
for field sizes from 100 million barrels to 500 million barrels. Producing field life of up
to 15 years.

Brazil Deep Water >400 Meters Fiscal Tcrrna

Stale Participation
None.

Royalty
A production royally is payable to Ihc state and levied on gross revenue, The standard rate
of 10 percent has been assumed here.

Special Participation Fee

The concessionaire is subject to payment of a special participation fee (SPF). The SPP is
calculated quarterly and levied on net revenue liefore income tan from each field under tltc
concession agreement. Net revenue for SPF is gross revenue from the field less signature
bonuses, royalty, research and development expenses, operating costs. FA A costs, aquark, ly
allowance, depreciation of development costs over 10 years straight-line, and abandonment
costs (amounts set aside for future abandonment or current costs). Losses may be carried
forward indefinitely. There is no provision for the carry-back of losses. The rjlc of SPP is
linked to production and (he year of production as defined in the 1998 Fiscal Decree,

Income Tax

Income tax is levied on gross revenue less operating costs, royalty, research and development
expenses, special participation fee. depreciation of all capcx (assumed to include bonuses)
over 10 years straight-line, and abandonment costs (IMS assumption). Losses may be carried
forward indefinitely, but they cannot exceed 30 percent of the company's taxable income for
a tax period. There is no carry-back provision. The basic rale of corporate income tax is 15
percent, increased by a surtax of 10 percent on taxable profits exceeding RS240.000.

A Social Contribution Tax (SCT) is imposed on Brazilian-sourve corporate income. The
taxable base and deductions are identical to those for income tax, and the rate of SCI" is
9 percent. Effective January |, 1997. SCT is not deductible in calculating the tax base for
cither income tax or SCT itself, taisses for SCT purposes are subject to the same lax rules
as for the income lax purposes.

Thus, the effective income tax tale is 34 percent (15 percent basic rate + It) percent surtax
+ 9 percent SCT).

Other Faxes

Local taxes include a Municipal service tax (ISS), excise tax (II'l), municipal sales tax
(ICMS), social contribution for welfare programs (COPINS), and Social Integration Program
(PIS) contribution.

A Compartion of Fiscal Regimes

Conods-Atbertn Oil Sands Genoric Development

In situ production of oil sands in Alberta. Integrated upgrader produces syntliclic crude
selling at approximately WTI prices.

Canada-Alberta Fiscal Torms

Bonus and Other Payments
None included in this analysis.

Stale Participation
None.

Royalty

Tire Oil Sands Royally Reyidalinn. 19V7 provides for royalty to be determined on a project
basis and applies lo all new investment in oil sands whether they are new projects or
expansions of existing projects. Before payout the applicable royalty is | percent of the gross
revenue of the oil sands project. After a project reaches payout, the Crown's royally share
calculation is equal to the greater of | percent gross revenue and 25 percent net revenue. A
return allowance is calculated on the balance of cumulative costs less cumulative revenues
based on the Canadian government's long-term bond r 'C.

The analysis excludes the impact f the royally credit implemented by Alberta under the
Innovative Energy Technolnyies Program.

Provincial Income Tax

Levied on gross revenue less operating and E&A costs, depreciation of capital costs (on a
30 percent declining balance basis), and the greater of resource allowance (sec below) or
royally. Losses may be carried forward for a maximum of 7 years. Since April 2001 die
provincial income tax rate is 10 percent, having been gradually reduced from 155 percent
over a 5-ycar period from 2(XX).

Federal Income Tax

Federal income tax is levied on gross revenue less operating costs, E&A costs, royalty, and
depreciation of development costs at 30 percent on a declining balance basis. Noncapital
losses may be carried forward for a maximum of 7 years; capital losses may be carried
forward indefinitely.

The basic federal corporate income lax rale in Can ida is 38 percent. However, corporations
liable for provincial income tax receive abatement equal to It) percent, reducing the basic
rale of federal income tax to 28 percent. The rate had been reduced 10 21 percent in 2<XM
and will be further reduced to 19 percent between January 2(X)8 and 2010.

Large Corporations Tax

large corporations lax is effectively a minimum lax that may he reduced by the surtax,
large corporations tax is levied on the capital employed in Canada in excess of C550
million. The rate is 0(i625 |«rccni for 2007. litis is ignored in the analysis as it will not
apply after 2008.
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A Cimpirfeon ol Fiscal noglmos

Canada-Genoric Gas Dovolopmenf-Northwest Torriton is

Arctic type onshore development modeled after proposed Lake Parsons development with
two well pads separated by 15 km, elevated equipment, high winterization faclor for drilling
rig and sour gas processing facilities. Pipeline of 45 km to gas processing facility. Five
years from discovery to first production (i.e., assumes main export line already exists) and

field life up to 49 years.

Canada-Northwest Territories Fiscal Terms

Royalty

A royalty is levied at | percent of gross revenue for lhc first 18 months, followed by 2
percent for the tollowing 18 months, etc. up to a maximum of 5 percent. After project
payout, royally is paid at a rate of 5 percent of gross revenue, or 30 percent of net revenue,
which ever is greater.

Provincial Income Tax

Provincial income tax in both the Northwest Temtories and Nunavut is levied at a rate of
115 percent (reduced from 12 percent effective July |, 2006) of the taxable income as
assessed for federal tax, resulting in a combined federal and provincial income tax of 33.62
percent for 2007.

Federal Income Tax
As for the other provinces.

Canada-Genoric Oil Development Newfoundland

Offshore development modeled after the Hibernia offshore development (adjusted for
field size range). Gravity base structure with extra concrete included for ice protection.
Offshore-loaded crude and zero cost gas disposal. Onshore infrastructure includes facilities
for permanent residence and airstrip.

Canada-Nowfoundland Fiscal Torms

Bonus and Other Payments

A signature bonus in the font) of an up-front competitive bid may be required when
applying for a license but has not been assumed here. There arc no further bonuses or
other payments.

Royalty

mie 2001 Royally Refutations pruvide for royalty rales starting at | percent and rising to 7.5
percent after 200 million barrels of production for leases issued after November 30. 2(X)I.

Tier | Incremental Royally is levied at 20 percent of net revenue after Tier | payout is
reached. The Tier | payout is reached when die project reaches a 5 pciccni rate of return
plus a long-term government bond rate (assumed to be 6 pcreenl). As basic royalty paid
is creditable against Tier | royalty payable, the effective royally rale will lie equal to or
greater than the basic royalty.
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A Comparison of Fiscal ftogimos

Tier 1l Incremental Royalty is levied as an incremental 10 percent of net revenue after
Tier 1l payoul occurs. The Tier Il payoul occurs when the project reaches a rate of return
of 15 percent plus a long-term government bond rale (assumed lo be 16 percent). Tier |
royalty paid is an allowed cost for the purposes of calculating the Tier Il payoul.

For royally purposes the allowed costs arc uplifted by | percent for capital costs, 10 percent
for operating costs. 5 percent for exploration costs, and | percent for decommissioning

costs.

Provincial Income Tax

Provincial income tax is levied on gross revenue less operating costs, li&A costs, and
depreciation of capital costs at 30 percent per year on a declining balance basis. Lossefl
may be carried forward 7 years. The provincial income lax rate is 14 percent.

Federal Income Tax
As for the other provinces.

Canada-Generic Gas Dovelopment-Nova Scotia

Modeled after the Deep I'unukc development (adjusted for field size range) involving two
platforms bridged with accommodation and processing facilities in 44 m water depth. Drilling
is conducted in (wo phases with (he second phase deploying subsca lie back of wells and
acid gas reinjection. A 120 km pipeline to shore. Six years from discovery to first production
and a field life of up 23 years.

Can8da-Nova Scotia Fiscal Terms

Bonus and Other Payments

A signature bonus in the form of an up-Ilronl competitive bid may be required when
applying for a license but has not been assumed here. There arc no further bonuses or
nihcr payments

Royalty

Royalty is levied on the revenue due to an interest holder arising from its interest in a
licld. Royalty is calculated on a monthly basis and is determined by a sliding scale linked
to dates of field payout (i.e., paifitabilily).

In summary, the royally rate is 2 percent of gross revenue until a first rate-of-rcturn threshold
is reached, after which it becomes 5 percent until a second rate-of-rcturn threshold. Alter
the second ratc-of-rcluin dircshold has been reached, the royally rate is the maximum of 5
percent of gross revenue and 20 percent of net revenue until a third rate-of-iclum threshold
is reached, after which the royally rate becomes the maximum of 5 percent of gross revenue
and 35 [icrcent of net revenue. If the resource being developed has been designated by the
minister as the first to fie developed in a high risk area, the 35 percent rate is reduced to
20 percent,
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A Comparison of Fiscal Roplmes

Provincial Income Tax

Provincial income tax is levied on gross revenue less E& Acosts, operatingcosts, acapital
cost allowance in the case of acquisitions, and depreciation ofdevelopment capital nl 31)
percent per year on a declining balance basis.

The rate of provincial income tax is 16 percent.

Federal Income Tax
As for the other provinces.

A Comparison of Fiscal Raplmas

Norvray-Generic Gas Development

Modeled after the Omtcn Lange development in tlie Barents Sea (adjusted for the range of field
sires). Utilizes subsca development tied back to shore by 108 km multiphase pipeline in 1,(XX)
m of water. Seven years from discovery to first production and up to 32-year field life.

Norway-Generic Oil Development

Modeled after litc offshore Goliat development (adjusted for the range of field sizes). Utilizes
subsea wells tied back to a fifth generation newbuild scmisub with offshore loading of erode
and zero cost gas disposal. Eight years from discovery to first production and a 1J-ycar

producing life.
Norwny-Royalty Tax Terms

Bonus and Other Payments

None assumed.

Stale Participation

Stale lakes a direct financial interest (DPI) from day one. It is paid its share from die
beginning and therefore has not licen modeled as a fiscal impost. State participation of 20
percent has been assumed, reflecting some of die preliminary awards of the Eighteenth

Licensing Round.

Re rally
None.

Carbon Dioxide Tax

Carbon dioxide (CO.) lax is levied on the volume of petroleum flared, on die volume of
natural gas vented, and on CO, separated from petroleum and vented on plaifomts or other
installations used for production or transportation of petroleum. CO. tax is deductible for
income lax and special petroleum tax. The intention is to abolish tiiis lax and replace it
with tradable "Emissions Quotas."

Income Tax

The taxable base for income tax is gross revenue less exploration costs, operating costs,
royalty, CO, tax. and depreciation of development costs (6 years straight-line). Losses from
2002 onward may be carried forward with interest (calculated as a risk-free interest plus a
margin after deducting income lax at the prevailing income lax rate). The income tax rote
is 28 percent.

Special Petroleum Tax

The taxable base for Special Petroleum Tax (SIT) is the same as for income lax Imt includes
an extra allowance in die form of an uplift equal to 5 percent of the capital investment
(excluding exploration costs) rolled up annually to a maximum 130 percent of development
costs. Unused uplift can be carried forward, The SIT rale is 50 percent.

ONCF t ™%l — IUM»rviw«H Ix
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A Compmison of Fiscal noglmos

Russia-Generic Gas Development-East Siberia

Modeled aficr Kovykta onshore development (adjusted for range of field sires). Production
from two well pad locations to a central pi tccssing facility with compression which feeds
to a 250 kin pipeline connecting to the main Gazprom export pipeline.

Russia-Generic Oil Developrnont-East Siberia

Modeled after Ardalin onshore development (adjusted for range of field sizes). The onshore
production facility is positioned 30 km from field infrastructure and feeds to an 85 km
pipeline connecting to main Transneft export pipeline.

Russia-Easi Siberia Fiscal Terms

Stale Participation

None.

Minerals Production Tax

The Minerals Production Tax is hascd on gross sales revenue less tariffs. Tire tax one is
165 percent. As of January 2007 a holiday of up to 15 years or until oil production from
the field exceeds 25 million metric tons per year.

Property Tax
Property tax is levied on cumulative capcx less cumulative capcx depreciation as for profits
lax purposes. The rale of properly tax is 2 percent.

Land and Pollution Taxes
Mod 'cd to tie equivalent to 0.1 percent of operating costs.

Single Social Tax

Introduced on January |, 2001. the Single Social Tax (SST) is levied on the "salary fund."
We understand the "salary fund" is 6 percent of operating costs. The rale of SST is 36.4
percent, hut taking into account life insurance (I percent! llie rate of SST will lie 37,4

percent.

Income Tax
The income tax rate is 24 percent as of January |, 2002.
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A Comparison of Fttcal Rugimsi

Russin-Genoric Gas Developmont-Snkhalln Offshore

Developed with subsca wells tied back to production facilities onshore; 550!) million on
local infrastructure upgrade. Onshore pipeline to coastal terminal for gas export via assumed

existing I.NG facilities.

Russia-Generic Oil Dovelcpment-Sakhu n Onshore

Production and injection wells lied back 30 km to central facility. Crude stabilization and
zero cost gas disposal before export through 226 km pipeline to coastal terminal.

Russia-Sakhalin | PSA Indicative Example

Bonus and Other Payments

WC have modeled a $-'5 million production bonus. Also SI00 million payable to Sakhalin
Development Fund, over 5 years (S20 million per year) after the first development plan is

approved.

State Participation

None.

Royalty
Royalty of 8 percent is levied on gross production.

Cost Recovery

All recoverable costs arc expensed and recovered immediately from revenue from gross
production levs royalty. Cost recovery ceiling is 85 percent.

Pmht Slianng

Production remaining after royalty and cost recovery is shared I>etwcen die state and the
contractor as specified in the PSA. The profit sharing has been assumed to be on a sliding
scale with slat: share of 70 percent after a 28 percent rate of return has lieen achieved.

Income Tax
The income tax rate is 35 percent.

Deductions and Depreciation
Capcx is depreciated over 3 years straight-line. Bonuses are tax deductible. Losses are
lurried over for 15 years.

OlJai fatny I\W7l Knivoi AMrMM I*
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A Comparison of Flsosl Roglmos

Russia- Sakhalin Il PSA Indicativo Example

Bonuses
There is a signature bonus payable; however, no signature Ixmuscs have been modeled. No
discovery or production bonuses are payable.

Stale Participation
None assumed in Ibe context of this analysis.

Royalty
Royalty of 6 percent is levied 011 gross production.

Cost Recovery
All recoverable costs are expensed and recovered immediately trom revenue from gross
production less royalty. There is no cost recovery ceiling.

Profit Sltaring

Production remaining after royalty and cost recovery is shared between (he Mate and the
contractor as specified in the PSA. The profit sharing has been assumed to be on a sliding
scale with suite share of 70 percent after a 21 percent rale of return lias been achieved.

Other Payments

Exploration costs incurred by the Russian party tire paid in quarterly installments of ST
million until 580 million has been paid. When 175 percent internal rale of return has been
reached, another $80 million is distmrsed in the same manner.

Income Tax
The income tax rate is 52 percent.

Deductions and Depreciation
Capcx is depreciated over 3 years straight-line. Bonuses are lax deductible, bosses arc
carried over lor 15 years.

(FI tinyl/|>WMS>IHM<I .
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A Comporison of Flieal Rogirrws

United Kingdom-Generic Gas Development

Modeled after the Lagan development west of the Shetland Islands (adjusted for the range
of field sizes). Utilizes a tension leg platform in 620 nt water depth and a 380 km pipeline
to St. Eergus in Scotland.

Unltod Kingdom-Generic Oil Development

Modeled after die Rosebank development olTshurc west of the Shetland Islands (adjusted
for the range of field sizes) with suhsca wells in 1,100 in water lied back to an KPSO Oil
is offloaded to tankers.

United Kingdom-Fiscal Terms

Royalty
None.

Income Tax
The Corporation Tax is 30 percent of corporate taxable Income, which is defined as gross

revenues less all capcx and operating expenses in the year they arc spent. Losses may be
earned forward indefinitely and earn interest at the rate of 6 percent per year for the first

6 years of carry-forward.

Supplementary Corporation Tax

The lax rate is 20 percent of corporate taxable income, as defined alvjvc. Losses may be
carried forward and earn interest in the same manner as the corporation lax.
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Alaska’s Equitable Share
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Senate Finance Committee

09 November 2007



Topics

GCA's understanding ofthe goals or drivers for

Alaska’'s Petroleum Fiscal System ?

Description and comparison ofthe four fiscal

structures under consideration

e Working from a portfolio of projects representative
ofthe opportunities described by industry, show the

impacts of each fiscal system

e Analysis of industry returns from the Prudhoe Bay

drilling program

AGaffney, Cline & Assocfates?
09 NovcmJwijr 2007






Goals for Fiscal Design

Based on the past two weeks we (GCA) see the State trying
to achieve the following in this special session:

1. Fields with larger profitability should be paying more taxes

2. Encourage investment in existing units
Reinvestment in producing assets
Investment in new developments

Conventional
Unconventional (i.e. heavy oil)

Gas
3. Encourage new investment outside legacy units
Level playing field for incumbents and new entrants

4. Durability
Don’twant to be back ‘fixing’ things

5. Build on prior tax dialogue



# °
Goals 1, 2 &4
The Fiscal Design Challenge

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
Inevitable changes in the three main variables of the

business:

* Price

e Production
e« Cost

...as well as “The Give Back?™”

> (2) Encouragement to reinvest profits for more
development inside legacy units

Gaffney, C'ffrie & Associates "
09 November 2007



Goal 3: Encourage New Investment

« The proposed legislation appears to provide the right
Incentives to encourage investment in new fields

> Investment credits
> Net Operating Loss credits
* Aid to new entrants with no existing tax base

. The net based systems by design lower the applicable
production tax rate for fields with higher cost structure
 More distant from infrastructure
« Heavy Qlil
e Gas

« Beyond the individual project, the State and industry benefit
from new developments as they provide additional barrels

down TAPS thus extending the productive life of existing
reservoirs

09 November 2007
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Key Point Easily Misunderstood

Price $ Margin

\NC Price

Margin

90 100 110

$23/bbl Transport, Opex, Capex

Gaffney,, Cline & Associates |,
OD November 2007



Margin/Price relationship changes
with time and with project addition

WC Price

10 20 30 40 50 60 70 80 90 100 110

Margin
IO 10 20 oy 50 60 70 80 90 100 110
$23/bbl Transport, Opex, Capex
Vv,
0 10 20 50 60 70 80 90 100
$47/bb1 Heariy y || Uiuls 4w o it g

'Gaffney, Cline & Associates’
09 November 2007



Regime Comparison

¥ Gaffney, Cline & Associates



Regime Review e

Three fiscal system s in discussion

> PPT
> ACES
> Senate CS

09 November 2007



For PPT, ACES and Senate CS
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:Gaffney, dine'S Associates'

Royalty

09 November 2007



Summary of Terms

PPT 22.5% $40
ACES 25% $30

Senate 25% $30



Three Fiscal Systems

PPT — -ACES Senate

Margin $/bbl

Gaffney, Cilne & Associates'™



Likely Zone Of Operation

|IOCDOANT]
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PPT— -ACES

Margin $/bbl

Senate



Progressivity Impacts

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:

« A good sized *tarrot”to invest; or

« A good sized *stick”to not export
after tax cash flow from Alaska

; Gaffney, Cline & Associates *

09 November 2007



> V\GOA~Ta7'\ ',

Margin Cases

|IOCDOTI13

L0

X > H

Margin $/bb!
Federal and State Income tax impacts excluded

rGaffney, Clfne & Associates
09 November 7007



An Example of Progressivity Impacts ,,

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

$100 investment (or roughly reinvest 10%)

> |fthe net margin before investment is under $30/bbl

e Production tax savings associated with the $100
Investment is 25%

> Ifthe net margin is greater than $92.5/bbl

e Production tax savings associated with the $100
Investment is 50%

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

e Production tax savings associated with the $100
investment ranges from 25% to over 100%

Gaffney, Cline & Associates
03 November 2007



Taxpayer ‘A’ - Low Margin

$1000 net revenue @ a margin of $25/bbl

> Tax =3$1000x25%
Tax =$250

Now we invest $100- reduces netrevenue to $900

and our margin to $22/bb|
> Tax =$900 x 25%

> Tax =$225

Production Tax savings due to the investment
> Tax Savings = ($250 - $225)/$100

> Tax Savings =25/100

> New Marginal Tax Rate =25%

affney, Cline  Associates
09 Novftmber 2007
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Taxpayer 8’ - High Margin

$1000 Netrevenue @ a margin of$125/bb|

> lax =%$1000x50%
Tax =$500

Now we invest s100 thattakes our net revenue to

$900 and our margin to $110/bb|

> Tax =3%$900 x 50%

> Tax =$450
Production Tax savings due to the investment
. Tax Savings =($500 - $450)/$100

. Tax Savings =50/100

. New Marginal Tax Rate =50%

*Gaffney, Cline &'Associate-,
09 November 2007



Taxpayer £’ - Low on the slope

$1000 net revenue @ a margin of $50/bb|l

> Tax =%$1000 x33%
Tax =$330

Now we invest $100 that takes our net revenue to

$900 and our margin to $45/bbl
> Tax =$900x31%

> Tax =$279

Production Tax savings due to the investment
. Tax Savings =($330 - $279)/$100

. Tax Savings =51/100

> New Marginal Tax Rate =51%



Taxpayer D’ - High on the slope

$1000 net revenue @ 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/bb|
> Tax =$900 x 43.6%

> Tax =$392

Production Tax savings due to the investment
> Tax Savings =($470 - $392)/$100

> Tax Savings =78/100

. New Marginal Tax Rate =78%

rGaffney, Cline & Associates
09 November 2007



£’ & D’ New Marginal tax rate higher

Effect of Progressivity on Investment

90%
80%
70%

60%

Tax

50%

40%

Production

30%
20%
10%

0%
0 10 20 30 40 50 60 70 80 90 100 110 120 130

$ Margin

Gaffhiay. Cline & Associates]
09 November 2007



Progressivity and Goals 1,2 & 3

Effect of Progressivity on Investment

90%
80% Legacy Low Cost
70%

60%

Tax

0% Heavy Oil

40%

Production

30%
20%

1o Gas

0 %

0 10 20 30 40 50 60 70 80 90 100 110 120 130

$ Margin

Gaffney, dIna & Associates
09 November 2007



The Net Tax Structure



Net Tax Structure - “Headlines”

e 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
09 November 2007



Profitability As Typically Described st

Portfolio Profitability

90
ANS West Coast $80/Bbl
80
70 Transport ancTOual ity
60 16
Costs
S 50
A4
30
53
20 Profit Per Barrel

10

Gaffney, Ciine'& Associates
09 November 2007



PPT - Based On $53/Bbl Profit

Tax Rate Structure
(Incorporating Progressivity)

50%

40%

25.9% PPT Rate
(including progressivity)

30%

& i

X 20%
10% $53 Profit Per Barrel

0%
0 20 40 60 80 100

Profit Margin ($/Bbl)

Gaffney, Cline & Associates
09 November 2007



Misconception - Net Progressivity

“Net” taxes all fields at a single rate

. 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, it taxes different fields or reservoirs
at different rates

« Based upon their individual profitability

1Gaffney, Cline & Associates ',
09 November 2007



Understanding How
“Net” Works

Gaffney, Cline & Associates



Start With A Single Asset

Initial Portfolio

250.000 PPT Rate on this would be
29.25%

200,000

Q

Q.

(@]

£. 150,000

C

LN

(o]

D

o 100,000

CL
50,000

Gaffney, Cline & Associates"”
09 Novonibor 2007



Now, Add Another Field

Expanded Portfolio

250,000 Average Net Margin on the
expanded portfolio Is
$66.20
200,000
PPT Rate on these fields
& Combined would be
?n 150,000 29.1%

50,000

'Gaffney, Cline & Associates

09 Novcmbei



So, does this mean that | am
paying 29.1% on each field ?

AGaffney, Cline & Associates



So, Does That Mean | Am Paying
29.1% On Each Held ?

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

did not develop anything new, |
would pay tax on my profits at 29.3%

‘Gaffney, Cllhe & Associate
09 November 2007



So, Does That Mean | Am Paying
29.1% On Each Field ?

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

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

Gaffney, Cline & Associates\
09 November 2007



So, Does That Mean | Am Paying
29.1% On Each Field ?

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

40%
35%
20% 29.3% 28.3%
25%
20%
15%
10%

5%

0%

Existing
Reservoirs

Both fields together, the rate is 29.1%



However, this does not tell
the whole story ...

The lower profitability field benefits from

the progressivity structure



So, Does That Mean | Am Paying fiM |

29.1% On Each Field ?

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

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

0%

Reservoirs

The mathematics of this reduction means that actually while
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

09 November 2007



This Impact Can Be
Seen Further
In A Broader Portfolio



Consider A Portfolio Of 4 Fields

Portfolio Production Rate and Net Margin

70

60

él\)

50

0)

40 T

63 30 ro
50 -3

Gl Production (BOPD)

37 20

r*

10
kvi

Existing Reservoirs Y

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

Gaffney, Cline & Associates
09 November 2007



fit
%
Tax rates if stand alone development

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

Existing X Y z Blended
Reservoirs

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

H E affney, Cline & Associates *
09 November 2007



T h e L e ast P rofita b le F 1e |Id

can actually have an effective rate

below the basic rate

“Gaffney, Cfthe & Associates



The Impact On The Lower Margin

Fields Is M ore Noticeable

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

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?,
09 November 2007
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How The Net Tax System O perates

e “Net” taxes all fields at a single rate

> If only 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, it taxes different fields or reservoirs

at different rates

« Based upon their individual profitability

Further, it doesn’t tax operating profits, but retained

cash flow after reinvestment

TSmney, Cline & Associates
09 November 2007



Remember These Slides

$/BBI
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0

Portfolio Profitability

ANS West Coast $80/Bbl

Transport ancfbi

53
Profit Per Barrel
v -p: H i
V. .

Gaffney, Cline &Associatessl‘

?

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

Tax Rate Structure
(Incorporating Progressivity)

50%
40%
25.9% PPT Rate
(including progressivity)

+30%
P
ro
or
X 20%

ro

10%
$53 Profit Per Br rrel

0 20 40 60 80 100
Profit Margin ($/Bbl)

09 November 2007



A ssume e that 27 .4% 1is the rate that will
be payable before further capital

investment decisions are m ade

in this example $800 million

Gaffney/Cline & Associates wmntsmmmmmmmmm



Capital Spending Has An Impact On

Rate, T oo

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

50%
45%
40%

35%
29.3%  28.3% 27 4%
25.0%

30%
250 22.5%
20%
15%
10%

5%

0%

Existing X Blended

Reservoirs

This reduces the rate payable from 27.4% to 25.9%

How ?



The Portfolio Produces 350,000 Bopd

this is 127.75 Million Barrels Per Year

Portfolio Production Rate and Net Margin

250,000 80
70
200,000 60
i 4
0 50 2
‘; 150,000 0)
IO
) 401
1 100,000 63 30 !)35
N ;
20
° 50,000
10

Existing Reservoir.

Gaffney, Cline & Associates 09 November 2007



$800 million of capex is $6 .26 per barrel
of production at 350,000 Bopd

(127.75 million barrels per year)



The $6.26 Per Barrel

“Costs” And Lowers

Pre-Capex Margin

Tax Rate

21.4%

Gaffney, Cline & Associates ,

Capital Increases

The Tax Rate

90

80

70

30

20

10

Rartfolio RoitEnillity
1
Liftir g
16
. Cagex__________
Tax Race

25.9%

09 November 2007



T h 1s C a n B e I|o o k e d A t

D iffe re n tly T h o u g h

as atax rebate on the capex

‘Gaffney, Cflne & Associates



The Reduction In Tax Rate Lowers The Net

Investment Cost To Companies

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

50%
45%
40%

35%
29.3%  28.3% 27 4%

30%
25.0%
2506 22.5%

20%
15%
10%

5%

0%
Existing X Y Z Blended Capex Post Cape

Reservoirs

It is the same as still paying the biended 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 2)
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 -- docs not include State and Federal tax effects
Gaffney, Cline & Associates



Look At The Tax System Through The

A mount Of Tax Payable

Tax Allocable By Field Within Portfolio

2,500

As individual fields, and at these assumed oil prices and costs,
this portfolio would pay $2,135 million in PPT

‘from PPT only - docs not include State and Federal tax effects

Gaffney, Cline & Associates
09 November 2007



Portfolio E ffects Lower Total T ax

Tax Allocable By Field Within Portfolio

2,500
2,000
1,500
1,000

500

Individual Field Blended

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

9Gaffney? Cline "Associates™
09 Novemberi 2007



The Big W inner Though Is CapexX

Tax Allocable By Field Within Portfolio

2,500
2,000
1,500
1,000

500

0
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 &"soclates
09 November 2007
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Investm ent Credits Also Apply

Tax Allocable By Field Within Portfolio

2,500

2,000

1,500

1,000

500

Individual Field Blended Investment After Capex After Tax Credit

Investment Credits Take a further $160 million (20% of $800 million)
from the tax payable

*Gaffney, Cline'& Associates 05 November 2007



A fter

50%
45%
40%
35%
30%
25%
20%
15%
10%
5%

0%

Investment Credits

29.3%

Existing

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

28.3%
25.0%

Reservoirs

Capex And Tax Credit

40.8%

27.4%
22.5%

Blended Capex

Blending,

25.9%
23.5%

Post CapcRost Tax Cr

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

(note: the tax rate is not actually lowered, but this is the mathematical effect)

e In this example

Gaffney, Cline & Associates

09 Novembi-r 2007



T a X S tru cture A s A pp lie d

U n der V ariou s S tru c ture s

PPT
ACES
Senate Judiciary

ilGaffney/Cilne‘& Associates™*,



A -Tax-

Progressivity

PPT

> Basic rate of 22.5%

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

ACES
> Basic rate of 25%

Tax rate increases 0.2% for every dollar that net cash flow per
barrel exceeds $30

Senate Judiciary
> Basic rate of 25%

> Tax rate increases 0.4% for every dollar that net cash flow per
barrel exceeds $30

*Gaffney'. Cline & Associates
09 November 200?



PPT Progressivity

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

Existing Blended

Reservoirs

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

rGaffney Cline & Associates 09 November 2007



AV

ACES Progressivity

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

40%

3595  °9-3% 32.4% 31.7%
29.5%

30% 26.6%
25%
20%

15%
10%

5%

Existing X Y Z 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)



Senate Judiciary Progressivity

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

Existing X Y Z 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 , 09 November 2007
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Conclusions Cav'03J-0i?""VSF

A net tax on the “profit margin” is actually a tax on a
company’s retained cash flow and notjust a tax on

simple profitability

« The progressive feature in PPT, in ACES, and in the
Senate Judiciary CS allows fields of different
profitability within the same company to have

different effective tax rates

e More aggressive net progressivity provides a

greater differentiation on the effective rate

8Gaffney,*Cline & A ssociates,
09 November 2007
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W here is the tipping point?

e Quite legitimately several legislators have asked
how far (increasing taxes) isjust right and how far
is too far?

> The companies, for obvious reasons, have passed on the

opportunity to describe in numerical terms what impact a
change in Alaska taxes will have

« Decision making process has many factors
 Worldwide better rock trumps fiscal systems

 Appears the majority of capital spending of the major
Alaskan oil companies is in regimes with higher
government take

> All consultants acknowledged that taxes are but one of
many factors that control decision making, and cannot say
with certainty what tax rate isjust right

*Gaffneyj Clfne & Associates™,
09 November 2007



Testing the Tipping Point

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 ofthe 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

1Gaffney; Clirie & Associates
09 November 2007



Overall O bservations

* Based on the testimony and presentations from
industry 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

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

* Profitable even when tested against various stress points

Gaffney, Cline & Associates
09 November 2007



A OGA Testimony to the House

In discussing the merits of HB 2001 versns PP T and the Administration®s concerns, we

must always keep inmind the real-world situatioil that Alaska faces. The greatest chalienee) that

confronts this generation of Alaskans and the nex tis the ongoing decline of oil production,

which has been, is today, and promises toremain the 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.



A OGA Testimony - Recent Success

This gets us to investment 1llcurrently producing fields. Fortunately, there are invest—
ments that can be made, and are being made, 11l these fields to slow their decline. In the short
term, this is in-fill drilling — that is, drillingnew 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 liesm between existing wellsj In-fill drilling lastyear contributed some
70.000 barrels a day to production from the Prudhoe Bay field) To put this into perspective, a
70.000 barrel per day fieldwould be the 42 largest stand-alone field Oll the North Slope today.

c 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, CHne.& Associatesl
09 November 2007



Potential infill upside

bp
i BP noted
that light oil
Sstaired inestrent n igtal developrent sataE delopiy represented
£ heawy dland new Tieks as much as
7.5 Bn bbls
NViscous OUt OfatOta|
15 - 0.0 YET TO BE of 11.5 Bn
v) - DISCOVERED '
bbls
A
V) 10
O Li t Viscous 0.5-1 i i
ig Known oil resource nght Oll
o) 5. ] potential within - 710%
EXISTING FIELDS
of the
identified
potential

Produced Future

Source' COfVDOCVUSGS/GP

Gaffney, Cllhe & Associates
09 November 2007



Prudhoe Bay infill drilling results

50% Of GPB’s current oil
production is from drilling and
rig workover activity conducted

over the past four years

thn/m

jlim
A AdiDi
cn
0) GPB Well Investments 2002-2006
Cco ucriH
CD

JiMW [dnor, jvino Jan Of
Base Production plus development and rig workover activit'
BP House testimony page 12 Hmiels (mmboe)

Gaffney, Cline & Associates
09 November 2007



Costlier Development JasEJ

e Itis getting more expensive to develop a barrel of

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

e 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
OJ November 2007



5 Year Prudhoe Drilling Program

BP noted that for every dollar spent on an infill
another two dollars were spent on injection and

surface facilities —base case is 300% Capex

CAPEX for Drilling Program ©Vver$3.7 Bn

1,000
900
800
700
600
500
400
300
200

100

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

well



BP - Prudhoe Bay

e Production from infill program as presented by BP

Incremental Production
250

S 200
ra 100

2003 2004 2005 2006 2007 2008 2009 2010 2011

jlOaffney, Cilne & Associates
09 November 2007



In put

Controls

Modeling the Prudhoe Success contained in AOGA/BP Testimony

DggorgirngYear CAPEX for Drilling Program 3-705 Incremental Production 440
2003 R lg))g
2004 R 400
2005 R oo
2006 R 600 |
500
Capex Multiplier 300%g fg a <10
000
opex Muttiplier —— 100% iy o0
. .. 0
Production Multiplier 100% 4] » 7002 2003 2004 2005 2006 2007 2003 2009 2010 2011 2012 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Discount Rate 15% < »}
Royalty — 125% 4] »| Oil Company Net Present Value 3243 Alaska Royalty And Taxes
Net TaxRate  225% 41»
Progressivity ~ 025% 4 y

Progressivity Start

Prlco

40 4| »
200? 200. 7004 1005 2006 2007 2008 2009 2010 7011 201

Credit* from Outlet

Actual oil prico (hut tm til on PPT) thru 200C, then Ft*!

cGaffney, Cline & Associates
09 November 2007



,00X~Tar

R obust drilling program

* Remains profitable at:
> 300% capex
> 200% opex

> 259% discount rate
> $50 ANS
> High progressivity

Gaffney, Cline & Associates**
09 November 2007



Overly Stressed Case

CAPEX for Drilling Program 3,705

1.000

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Oil Company Net Present Value 975

1,500
IRR = 56% 1,000

Jfm

500
0

2006 2007 2008 2009 2010 2011 2C12
(500)

(1.000)

(1.500)

Gaffney, Cline & Associates'

Incremental Production 440

250

2002 2003 2004 2005 2000 2007 2008 2009 2010 2011

Alaska Royalty And Taxes 5,710

1,500

500

2(/02— 2003— 2004— 2003— 2008— 2007— 2008— 2009— 2010— 2011— 2011500)

09 November 2007
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North Slope Potential

Decline Rate 15% 3%

Produced Barrels 1.3 bn 3.9 hn 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
09 November 2007



Decline Rate
Produced Barrels

Industry Investment

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

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

NGaffney, Cllhe & Associates

15%
1.3 bn
$5 bn

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

6 % 3%
3.9 bn 7.5 bn
$25 bn $70 bn
Status quo
* $30 -%40 + $35-%45
* $55-3%75 « $90-%$125
* $14-%19 « $12-%17

09 Novcinhrr 2007



Delaying TAPS Abandonment

Impact Of Abandonment Rate On North Slope Recovery

14.0
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ro
@D
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0 6.0
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tt:
o 4.0
c
c
ra
E 2.0
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0.0

200,000 150,000 100,000

Abandonment Rate (Bopd)

O 15% 0O06% m 3%

'Gaffney, Cline &Associates 09 Novembor 2007



Summary

« 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

e« 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.

1Gaffney, Cline & Associates
0!) November 2007






A ctual

assum

drilling program

in g

PPT applies throughout

W ithout investment credits pre 2006

Oil Company IRR = 53%,

Modeling the Prudhoe Success contained in AOGA/BP Testimony

Drilling Prgram Year

2002 F

2003 F

200 -

2006 P
Capox Multiplier
Opox Multiplier
3rortuctlon Multiplier
Discount Rato
Royalty
Nut Tax Rato
Progrossivity
Progrosslvilty Stan

Prico

7L
Gaffney, Cline & Associates

300

100%

100% _

10%

125%

225",

025%

«  »J

*fji

CAPEX for Drilling Program

;cc2 row 300s cr« 3]]

Oil Company Net Present Value

)oo7 0L

Ai tujl oil fiftt* (butljjiH on PP1) ttivu 2006.11.1n *

NPV1O0

3.705

4,000

= $4 billion

Incremental Production 440

SW7 3031 W 3004 3006 300T 3008 3009 3010 -1011

Alaska Royalty And Taxes

>>
w 00 (x1 3000 3010 .011 20vf

09 Nove 2007



Assuming PPT from 2002 with credits

W ith investment credits pre 2006

Oil Company 1RR = 67%, NPV10 = $4.4 billion

Modeling the Prudhoe Success contained in AOGA/BP Testimony

Drilling Prgram Year CAPEX for Drilling Program 3.705 Incremental Production 440
2002 P
2003 P 1000
2004 P too
800
2005 P 00
200G P €00
500
Capox Multiplier 300% I I I 400
300
Opox Multiplier 1(X)% 700
< » 100
"reduction Multiplier 1(1)% 0
7007 7003 7004 7005 7006 7007 7008 7009 7010 7011 7017 7003 3003 7004 7005 7004 7007 3003 3009 3010 7011
Discount Rato 10% < »
. 4.300
Royalty 1250 4\/' Oil Company Net Present Value Alaska Royalty And Taxes
. Wo
Not Tax Rato 22 5% 4» IRR = G7% 4100
Progrcsslvlly 025% <« > m «i* [* I 3.500
7 5-00
Progrossivity Start 40 E * i*
. [W 1500
Ptlco HO
* Via [
»s 700A 3007 Ttoa %00 ?20i0 0Ll o 1500
@Le: 1 7x5 7004 ; < MiE -’n:]_!W
p
Tijt from outval

Aitujl a»pneetbut 'u\mlon f'P1) Ihru 2006, (hen f c«t

Gaffney. Cline & Associates
0'J November 2007



Duplicate 2002 - 2006 Program

Starting in 2008

Capex to 360%, $60 oil, Senate CS, Forecast mode

Oil Company IRR = 72% and NPV10 = $3473 MM

Modeling the Prudhoe Success contained in AOGA/BP Testimony

Drilling Prgram Yeai CAPEX for Drilling Program 4,446 Increment.; Production
P
2003 P
205P
2005 P
2000p
Capoi Multiplier 300%K?/ITU
Opox Multiplier ~ 100% < »
redUCtlon MU”Ip”Or 1m:' X|> | 2008 2C99 2010 2011 201? 2015 °?0T4 201f 2010 2017 2UH
DiscountRato ~ 10% <»
Royaly 125% <j » Oil Company Net Present Value $4/3 Alaska Royalty And Taxes
4.100
NotTax Rato  250% t )
Progrossivity ~ Qao% 4 'y 2100
Progressivity Start 0 <M i*e> >
Price 411 )
To fromoutirt
W ro>«Mt 0-ii, moi»

1Gaffney, Cline & Associates'
09 November 2007



Forecast at th

e« All things the sam

e Oil Company

Drilling Prgram Year

2002 P
2003 P
2004 P
2005 P
20ccp
Capex Multiplier 360% ggRB
Opex M otter 1006 < »
Production Multiplier 1006 <j »1J
Discount Rate 100 4 y
Royalty 120% jid » 1
Net Tax Rate 0% 4 >
Progresslvity 0.40% 4 y
Progresslvity Start 30
Price
P
Tn Ge«Umoutlet

| Of»C4lt Only Modo

r Gaffney, Cline & Associates!;

;¢ < -J) ioio son

e NYMEX strip

€,

IRR = 101%, NPV1O0

Modeling the Prudhoe Success contained

4.440

CAPEX for Drilling Program

. Il./ .mri

ion ion ;ou sou

Oil Company Net Present Value

price

but oil at $80 per barrel

= $4,888 MM

in AOGA/BP Testimony

Incremental Production 440

looe loov ?nio yon “"on ion ion ion ioi« loir

Alaska Royalty And Taxes

toi; . ii .o»« . n into loir ion*

09 November 2007



Senate CS - Forecast Mode, $80 oil

am
IRR = 123%, NPV10 = $5,375 billion
Modeling the Prudhoe Success contained in AOGA/BP Testimony
Drilling Prgram Year CAPEX for Drilling Program 3.705 Incremental Production !
2002 F 1000 250
2003 F ’000
5
201F 800 o ©
2005 F 200
2006 F 000 ?\g 150
500 ]m
Capex Multiplier 300% r a n <® g‘
300
Opcx Multiplier 1006 4 »3 71‘(’)‘(’) fso
o 0
droductlon Multlpller 1(1}/0 <>l 7008 7000 7010 7011 7012 7013 7014 7015 7016 2017 2018

Discount Rato ].O% 4 Yy

Oil Company Net Present Value Alaska Royalty And Taxes

Royalty 120% <J »|
Net Tax Rato 250% 4 >
Progrcssivity 0-io%w 4 Yy

Progressivity Start

Prico 80 4j » |

1 7010 <*M 01? .JI1j 7014 015 7016 701/

1st Credit* from outlet

Forcc«%t Only Mode

Gaffney, Cline & Associates
09 November 2007
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Production Taxes Under Current & Proposed Systems

Total Tax Rate

Applied to

Taxable Value
econ
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Production Taxes Under Current & Proposed Systems

Other Items:

e Floor

« Capital Credits

e TIE Credits

e Small Producer Credits

« Exploration Credits (EIC)



Pa’e



PPT SB2001

e Trigger Level $40(Net) $30(Net)

0.25% per 0.20% per
« Slope
Dollar Dollar

e Gross or Net Value
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Example of Progressive Tax Under Current & Proposed Systems
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e Assume a 22.5%

(Tax Rate)

Tax Rate

$50

Taxable Value)

$G0

O O o

o O O o

.0%
4%
1%

2%
.8%
4%
1%

Per S Over 530

Per S Prom S30-S50
Per S From S50-S70
Per S Over $70

Per $ From $30-$40
Per $ From S40-SGO
Per $ From $60-580
Per $ Over $80



ABoO f. 12



[.9 |iiiigi®u u ullcyllve i«a i\laiv® yv*eiitiiiyilly ie«*y*»

eV, Impacts at Various West Coast ANIS Price Levels .
FY 208014 m 7 WM jt

Average ANS West Coast Pnco in Real 2008 Dollars

Elfective Tax Rato on Gross Taxable Value (Percent)

PPT 5.1% 10.9% 17.0% , 22.7% 28.1% 33.2% 37.2%
SB2001 9.9% 15.1% 20.3% i 25.2% 29.7% 34.1% 38.2%
Senate Judiciary CS 7.9% 16.1% 24.7% ; 32.8% 37.5% 39.1% 40.2%
PPT (Expected) 12.6% 18.5% 25.2% ! 31.3% 37.2% 42.3% 43.9%
Total Government Shaic of Net Caslt (Percent)
PPT 60.5% 60.6% 627% ) 65.3% 67.8% 70.4% 72.2%
SD2001 64.5V0 63.5% 64.9% i 66.8% 68.8% 70.9% 72.9%
Senate Judiciary CS 62.9% 64.2% 67.8% I 71.67, 73.6% 73.6% 74.0%
PPT (Expected) 60.4% 61.7% 64.4% 67.1% 69.9% 72.3% 72.9%
Marginal Government Share of Net Cash (Percent)
PPT 58.9% 63.7% 70.7% 75.9% 81.0% 86.2% 78.9%
S02001 59.7% 65.4% 70,7% ! 75.1% 79.3% 83.5% 84.9%
Senate Judiciary CS 60.7% 71.57j 79.8% i 85.6" 77.2% 74.9% 74.9%
PPT (Expected) 60.2% 68.3% 73.9% ' 79.4% 85.0% 81.0% 73.0%
Annual Average Tax Difference Ahove/fBelow) PPT (Nominal SM)
SB2001 $423 $587 $635 $608 $493 $287 $423
Senate Judiciary CS $251 S726 $1,476 | $2,454 $2,702 $2,002 $1,190
5665 $1,067 $1,566 i $2,088 $2,682 $3,132 $2,688

PPT (Expected)

scon
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SB2001 (Proposed) Senate Judiciary CS

10% of Gross Same as

Wellhead Value Current Law
(Prudhoe & Kuparuk)

Presence of Higher Floor Introduces Regressivity

at Lower Prices

Is Like an Insurance Policy. What Does it Cost?

W hat are State’s Expectations as to ANS Prices?
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Irice (West Coast) IRSHspringo7, Page 10, s5177)
Dilily Volume (RSII Spring 07, Page 15, 710,(yX) !>[sl)
Royally %

Annual Volume (wiilioiil Kovnlty)
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Topics

e Oil’s importance to overall Alaska State revenue

e Producer Economics
> PPT
> S enate CS

e Government Take

> Alaska and Federal

> Under PPT and Senate CS
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Sources Of Alaska Government fB:R
Revenue From Petroleum :

* Royalty
> Based on the gross value atthe “point of production”

> R ate established in lease contract

Property Tax

Based on adjusted (for inflation) depreciated investment

costs and remaining useful life

Production Tax

> Based on company’'s net cash flow per barrel of

production after costs and reinvestment

State Income Tax
After deduction of allowed costs, including Royalties,

Property Tax and Production Tax based on apportioned

worldwide income

November 5, 2007



Total State Revenues i =

FY 2007 -$11.9 Billion

Investment
(restricted)
24% _
Oil
(unrestricted)
36%
Investment
(unrestricted) ($4.3 Billion)
1%
QOil
F I : -
( etdfartad) (restricted) ($0.3 Billion)
restricte
0,
26% >%
Other
(restricted) Other
4% (unrestricted)

4%
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Unrestricted Petroleum Revenues o |

FY 2007 -%$4.6 Billion State

(plus $0.3 property tax)

($1.6 Billion)

Royalty
35%

Property (Munis)
5%

Property (State)
1%

State corp

income tax
12% B,N,on)

Production tax

47°
($2.3 Billion)
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General Fund Unrestricted Revenues < o t

FY 2007 -$4.9 Billion

Investment
Other 2%



Producer Share Of Revenues

FY 20009
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FY 2009 rlm_l

Producer Revenues Under PPT

FY 2009
$ MM w B0
Sales Revenue 18125 1009 06.30

less Shipping 470 3% 1.72
TAPS — 4% 2.46
Royalty ZjCcJrs 11% 7.59 TAPS COSt Shown
Gross Value At PoP 14,907 82%  54.53 IS actual cost.
Capex 2,029 11% 7.42 However’
Opex 2,063 11% 7.55 5
Property Tax 312 2% 1.14 deducuon
Net Value At PoP 10,503  58%  38.42 allowed for PPT
less Production Tax (T69E) 9% 6.19 1S apprOX”'n ately
Detail Base Production Tax 13% 8.36 $5 /Bbl
Progressivity 115 1% 042
Small Prod Credit 49 0% (0.18)
EIC (50) 0% 018
Capital Ciedit (406) -2% (149
TIE Credit (203) ml% (O
Pre-CIT Revenue 8,810 49% 32.23
less State Income Tax 763 4% 2.79
Federal Income Tax 2,574 14% 9.42

Producer Income 5473  s0% 20.02

Assumes 749.000 Bopd at official forecast $66.30/bhl ANS West Coast

8 November 5. 2007



FY 2009 B[R

Producer Revenues Under Senate CS W

W
\
% - FY 2009
* $ W - s

Sales Revenue 18,125 100% 6630
less Shipping 470 3% 1.72
TAPS 673 4% 2.46
Royalty 2,075 11% 7.59

Gross Value At PoP 14,907 82% 54.53
Capex 2,029 11% 7.42
Opex 2,063 11% 7.55
Property Tax 312 2% 1.14

Net Value At PoP 10,503 58% 38.42
less Production Tax 2,778 15% 10.16
Detail Base Production Tax 2.628 14% 961
Piogrcssivity 654 4% 2.39

Small Piod Cicdit 48 0% (0.18)

EIC (50) 0% (0.18)

Capital Cicdit (406) -2% (1-49)
TIE Ciedit 0 0% 000
Pre-CIT Revenue 7,725 43% 28.26
less State Income Tax 700 4% 2.56
Federal Income Tax 2,361 13% 8.64

Producer Income 4,664 26% 1706

Assumes 749,000 Bopcl at official forecast S66.30/bbl ANS West Coast

9 November 5. 2007



FY 2009 Producer Income (DOR)
PPT Compared To Senate CS

FY 2009, $MM

PPT  Senate Iff

-

Sales Revenue 18125 18125 0
less Shipping 470 470 0
TAPS 673 673 0
Royalty 2,075 2,075 0
Gross Value At PoP 14,907 14,907 0
Capex 2,029 2,029 0
Opex 2,063 2,063 0
Pioperty Tax 312 312 0
Net Value At PoP 10,503 10,503 0
less Production Tax 1,693 2,778 1,085
Detail Base Production Tax 2,285 2,628 343
Progicssivity 115 654 539
Small Prod Credit m (49 0
EIC (50) (50) 0
Capital Credit (406) (406) 0
TIE Credit (203) 0 203
Pre CIT Revenue 8,810 7,725 (1,085)
less State Income Tax 763 700 (63)
Federal Income Tax 2,574 2,361 (213)

Producer Income 5473 4,664 (809),

Assumes 749.000 Bupd at official forecast 366.30/bbl ANS West Coast

].0 November 5, 2007



FY 2009
Sharing Of Sales Revenue 'Ctr

Comparison Of PPT and Senate Judiciary CS

100%
" Government Take
oo s (Alaska and Federal) ' ABA)
60%
' Costs ancf
1o . 29% Reinvestment 29%
(Shipping/TAPS, Capex, Opex) :

20 g

0 Producer 0
30% Net Cash Flow 20%

PPT Senate CS

0%

O Producer Take ¢ Shipping & TAPS e Costs HProd Tax O Royalty & Property Tax O Income Taxes

Assumes 749,000 Bopcl at official forecast S66.30/bbl ANS West Coast
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Government Share Of
Revenues

FY 2009



FY 2009
Government and Alaska Share

PPT
FY 2009
%
Net Cash Flow 12,890 47.15
Producer share 5,473 42% 20.02
Government Take 7,417 58% 27.13
Federal Income Tax 2,574 20% 9.42
R°yaityu 2,075 16% 7.59
Proddetfsn Tax 312 2% 1.14
Pffi&efiffFTax 1,693 13% 6.19
State Income Tax 763 6% 2.79
Alaska State Take 4,843 38 % 17.71

Assumes 749,000 Bopd at official forecast $66.30/bM ANS West Coast
13 November 5. 2007



FY 2009
Government and Alaska Share

Senate Judiciary CS

4 FY 2009

I . $ MM oy ¢ $/BbhI

Net Cash Flow 12,890 47.15
Producer share 4,664 36% 17.06

Government Take 8,226 64% 30.09
Federal Income Tax 2,361 18% 8.64
Royalty 2,075 16% 7.59
Property Tax 312 2% 1.14
Production Tax 2,778 22% 10.16
State Income Tax 700 °% 2.56

Alaska State Take 5,865 45 % 21.45

Assumes 749,000 Bopd at official forccasl SGG.oO/hbl ANS West Coast

14

CBORI
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FY 2009
Governm

$/BD

3
30
25
20
15
10
5

0

20°/c

38%

ent and Alaska Share _

Comparison Of PPT and Senate Judiciary CS

27 13 30.09
' 18%
Federal
Income Tax
45%
Alaska
PPT Senate CS

m Production Tax mRoyalty O Property Tax O Stato Income Tax O Federal Income Tax

Assumes 749,000 Bopd at official forecast $66.30/bbl ANS West Const

15 Novemb
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FY 20009 UAU
Change In Production Tax T

1 - EY 009
< $ MM % $/BDI
Prod Tax under PPT 1,693 100% 6.19
Base /28 1)\ 17% 1.04
Progressivity \4 M / 26% 1.61
TIE Credit 203 12% 0.74
TAPS tanff <3B> 9% 0.58
Prod Tax under Senate 2.778 164% 10.16

TAPS tariff impact reflected in both
Base and Progressivity

Assumes 749 000 Bopci at official forecast $66.30/bbl ANS West Coast

16 November 5. 2007



FY 2009 B:R

Key Changes Within Senate CS

Production Tax and TAPS Tariff Impacts

14

12
Start $40 ~ B30 i,
art$40 ~ % 239

8 10.16
6 Base Tax
6.19 Rate 22.5% -» 25%

Credits and Deductions i
4

W5$

Base O Progressivity m Other credits m TIE Credit O TAPS tariff

Assumes 740.000 QojxI at official forecast S66.30/bbl ANS West Coast

i/ November 5, 2007



FY 2009 BIR

Share Of Sales Revenue - rojd-QINYS

100%

80%
nG

60%
40%
20%

0%
$60 Senate $80 Senate $100 Senate

$40 Senate PPT
PPT Oil Price (Real 2007$J

a Alaska O Fed Tax O Producers O Costs
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FY 2009 B:R

Share Of PrOfit(R evenue Less Costs)

100%

$40  Senate Senate $80  Senate $100 Senate

PPT
PPT Oil Price (Real 2008%) PPT

Alaska nFIT O Producers





