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Difficulties in Existing Fiscal Structure

» The incorporation of progressivity into the Profit-Based Production
Tax (Net) in ACES creates two significant problems

Large-scale gas production at low gas prices could in the future

significantly reduce production tax revenue from existing oil production

- Resolvin_? this problem within the framework of ACES requires significant
complexity

mApproach to decoupling in CSSB 192 requires ability to split costs between
oil and gas production, creating high degree of administrative burden, and
limiting Capacity of state to effectively audit

Options for incentivizing new production are limited, and relatively

complex

m Proposed incentives within existing framework focus on either allowances to
reduce Production Tax Value , or revenue exclusions (tax holiday)
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Summary of Progressive Severance Tax (Gross) Structure

* A Progressive Severance Tax (Gross) option would instead remove
progressivity from the Profit-Based Production Tax (Net), instead
levying this tax at the flat, base rate of 25%

« To retain an element of progressivity, a new Progressive Severance
Tax (Gross) would then be added to the system. The tax would:

Be non-deductible for Profit-Based Production Tax purposes
Be levied on gross production (net of royalties)

Be levied solely on oil

The tax would use a progressivity structure not dissimilar to that under

the current system , with progressivity coefficients that apply at different

thresholds.
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Summary of Progressive Severance Tax (Gross) Options

» The first option for the Progressive Severance Tax would use the
following parameters:
- No severance tax below $65 Gross Value at Point of Production (GVPP)
- Progressivity of .25% commencing at a threshold of $65 GVPP

mAt $125 GVPP, a tax rate of 15% is reached. At this point, progressivity is
reduced to 0.05%

mProgressivity is capped 20%

e A second option, which would freeze government take at 70% at
$100/bbl might look like this:
m No severance tax helow $60 Gross Value at Point of Production (GVPP)
m Progressivity of .25% commencing at a threshold of $60 GVPP

mAt $100 GVPP, a tax rate of 10% is reached. At this point, progressivity is
reduced to 0.03%

m Progressivity is capped 20%
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0 0 0
Benefits of Progressive Severance Tax (Gross) Structure

* By removing progressivity from the Profit-Based Production Tax
(Net), and having the progressive element of the structure be a
Progressive Severance Tax (Gross), two things become much
easier to achieve

The issue of gas production reducing production tax revenue ceases to

be a problem without progressivity in the Profit-Based Production Tax

- Complex provisions to split costs between oil and gas production under
CSSB 192 are thus no longer required

Significant incentives can be provided to new production, by eliminating

or reducing the Progressive Severance Tax (Gross) for new production

 Awide range of levels of government take can be achieved using
this structure, depending on the parameters applied
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WTI Light Sweet Crude - Forward Curve

WTI Futures by Month and Year of Delivery Date

Feb-20 1
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FY 2013 Revenue Comparison
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CSSB 192 (FY 2013)
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Severance Tax - 20% Maximum (FY 2013)
25% progressivity from $65 to $125, then .10% progressivity
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Severance Tax - 20% Maximum (FY 2013)

.25% progressivity from $60 to $100, then .03% progressivity

¢ 2
é % I%—é - i & = =
= = O
= (&} &
- 5 8 S & 2 g E 5 & § g
- 2 I S T : Pl
0 &% I Hh 6 b % 9%
0 9% % 36 D 132 s 1427 66 The .
0 1% » 43 198 54 2527 0 B o o M B 96 T%
0 1479 &3 . % 2769 % 378 0 2% D ™ P T ™ @B
0 175 157 3 B4 3620 130 49 D% B % % B B @
80 1971 190 B 4B 4@ 162 634 o Do Db M T T B 6%
Q228 2747 3 50 58l 197 7807 0D W W ¥ B 5% ™ @
W 241 367 3%6 57 709 2208 93w W 1w 2™ ) &% 5% W 6%
W 2m 457 36 66 830 2466 10786 M % k) S % 6 %
W 297 5% ¥ 7B 939 2806 1215 W m™m aw 2% & o W %
B0 3204 594 % ¥4 1037 343 13470 0 ™ 3% X% &% 5% %
40 3450 6597 3% ol 11,345 3477 48R w oo W% X% & 5% %
50 366 729 3% o, 1237 388 16179 50 % % X% &% 5% [ )
160 393 79% 38 108 13408 415 17543 W W % M 5% B %
170 4189 8710 36 1168 14454 4459 18913 %g gf gf %ﬁ gf) gj) gﬁa gf
80 44%  94% 3% 1252 15509 470 20289 (¢ 6 ( o 0 0 0
0 462 1071 /6 135 1654 5007 2671 2 B P ke 4 s w6 6
D 490 1097 3 148 1760 541 23080 B % b M B B %
20 5175 1673 36 149 18738 572 2444 B B b e s 6
20 5@ 1249 0 36 150 1996 000 2585 6 W6 b & 6 B %
: : ; , 6/ : 20 B W W & % T
20 568 13216 3B 1659 NP 638 7262

90% Level & Composition of Relative Government Take

$m Level & Composition of Government Take
30.000 80%
25.000 0%
000 | Severance Tax 60% i Severance Tax
000 | Federal AT 50% i Federal CIT
i State AT 20% .
1000 - 0 iState CIT
| Property Tax . .
5000 | T 30% i Property Tax
i Royalty 2% i Production Tax
5000 10% | Royalty
OHRQBRYRRIOAPRBRPEREL OOCD 0%
ANSWest Coast Crude Price

ANS West Coast Crude Price

Alaska Discussion Slides | © PFC Energy 2012 | Page 13 | March 30, 2012 PFC Ene rgy



J \Vy

Incentives for New Production

« Significant incentives can be provided to new production, by
eliminating or reducing the Progressive Severance Tax (Gross) on
any combination of:

Production from new areas

Production from new plans of development (determined through the

regulatory process to be for “new production?”)

Production above a fixed decline rate

* Here, a reduced rate of Progressive Severance Tax has been
modeled, using the following parameters for new production:

Base rate of 0%

Progressivity of .05% commencing at a threshold of $65 (gross value at

point of production)
Progressivity is capped 5%

* Following slides show a new, high-cost 10 mb/d development under
The regular rate
The reduced rate (with a time limit of 7 years)

The reduced rate (with no time limit)
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Note on Impact of Inflation

 Under ACES, thresholds and coefficients for progressivity are
specified in nominal terms, without indexation

As a result, when economics over the long-term rather than just 2013

are examined, we see the effects of ‘bracket creep’or ‘stealth tax’

In real terms, as prices increase, thresholds for progressivity decrease,
and the higher take that comes with progressivity occurs at lower and

lower price levels

« Severance tax options are also currently shown assuming nominal
thresholds

As a result, in the charts, the impact of the severance tax can be seen
below the $60/$65 level at which itapplies - a result of bracket-creep

over the lifetime of a project

e It is strongly worth considering the application of price indexation to
thresholds for progressivity
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ACES (New Development)
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CSSB 192 (New Development)
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Severance Tax - 20% Maximum (New Producer)

.25% progressivity from $65 to $125, then .10% progressivity
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Severance Tax - 20% Maximum with first 7 years at 5% (New Producer)
.25% progressivity from $65 to $125, then .10% progressivity
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Severance Tax -20% maximum (New Development)

,.25% progressivity from $60 to $100, then .03% progressivity
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Severance Tax - 20% Maximum with first 7 years at 5% (New Producer)
.25% progressivity from $60 to $100, then .03% progressivity
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Severance Tax - 5% M aximum (New Producer)
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20 Year Revenue Impact of Reduced Rate for New Production

(Using Severance Tax Option 1)
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Regime C om petitiveness
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Regime Com petitiveness: Relative G overnmentTake

Average Government Take of Global Fiscal Regimes at $80/bbl
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Regime C om petitiveness

Average Government Take of Global Fiscal Regimes at $120/bbl

Uzbekistan

Syria
Pakistan
Azertaijan
Oren
Turkrenistan
Bolivia
Triniced
Angola
Algeria
Norway

\ietram
ACES (Bdsting Producer)
Kazakihstan

Indonesia

CSSB 192 (Existing Producer)

\erezuela

Melaysia

Theiland

Russia

Severance Tax - 20% mexinumwith 0.25% then 0.10% progressivity (Bxisting Producer)
Congo, Rep. of the

Severance Tax - 20% mexinumwith 0.25% then 0.03% progressivity (Bxisting Pr(ximrﬁr)
India

China
US - LA (Haynesville
US-TX (Eaglef
Cote dvoire
Netherlands
Yerren

L
Us- LA(wwﬂcrEII)(
Nigeria
Argentina
US - ND (Balden)
UAE
Avstralia

Philippines
US-1X (conventional)
Canada - Alberta

Alaska Discussion Slides | © PFC Energy 2012 j Page 27 | March 30, 2012

%

10%

2%

30%

R elative

40%

50%

60%

70%

80%

G overnment Take

D
Aaa

90% 100%

PFC Energy



Regime C om petitiveness

Average Government Take of Global Fiscal Regimes at $140/bbl
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R egime C om petitiveness: Relative G overnment Take

Average Government Take of Global Fiscal Regimes at $160/bbl
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Average Government Take of Global Fiscal Regimes at $180/bbl
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Regime Competitiveness: Relative Government Take
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $60/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $80/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $100/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $120/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $140/bbl
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Regime Competitiveness: Relative Government Take
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Regime Competitiveness: Relative Government Take
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $200/bbl
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CSSB 192 (Existing Producer)
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Severance Tax - 20% maximum (Existing Producer)

25% progressivity from $65 to $125, then

Cash Flow Analysis - $100 ANS West Coast Price NPV
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Severance Tax -20% maximum (Existing Producer)

.25% progressivity from $60 to $100, then .03%
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State Of AIaSka SEAN PARNELL, GOVERNOR

Department of Revenue %W"wghbyA‘lfgueé&"ﬁm

Juneau, Alaska 99811-0400
Phore: (907) 465-2300

Commissioner Bryan Butcher Fax: (907) 465-2389
The Honorable Bert Stedman March 30, 2012
Alaska State Senator

State Capitol, Room 516
Juneau, Alaska 99801

Dear Senator Stedman:

This letter is in response to a request from your office to provide a summary of all state revenues
generated from oil and gas activities in Cook Inlet, and all deductible lease expenditures and
applicable tax credits from oil and gas activities in Cook Inlet. You had requested that we provide
this information as forecasted for FY 2012 and FY 2013.

The Department of Revenue forecasts oil and gas production from Cook Inlet, and royalties
attributable to that production. The Department also forecasts property tax revenue by property,
and therefore has Cook Inlet-specific projections. The Department does not forecast other
revenues attributable specifically to Cook Inlet, for two reasons: (1) production tax received for
Cook Inlet production is less than one percent of the total production tax received by the State; and
(2) companies do not separate out state corporate income tax paid for Cook Inlet operations from
other oil and gas operations in the state. Credit activity for Cook Inlet is also difficult to
determine, as some companies have oil and gas operations in Cook Inlet and other parts of the
state, and credits are not always identified by the region in which they were earned.

We can, however, provide your office with a summary of estimates for the items you requested,
for historical years. It is important to note that this summary was compiled manually from
various sources, including monthly information reports, annual tax returns, property tax records,
and credit spreadsheets. Most of these sources contain unaudited, company-reported data that
may or may not be accurate. As such, the information in the enclosed table should be viewed as
estimates only.

The attached table shows estimated actual data for the fiscal years 2009, 2010, and 2011.

I hope this answer addresses your questions about Cook Inlet. Please let me know if you need
further information.

Sincerely,

Bruce Tangeman W
Deputy Commissioner



Estimated Lease Expenditures, Credits, and Revenue related to Cook Inlet Qil

FY 2009 FY 2010 FY 2011
Lease Expenditures

Operating Expenditures $201.31  $164.44  $190.14

Capital Expenditures $297.29  $161.94  $109.55
Total Lease Expenditures $498.60  $326.38  $299.69
Production Tax Credits $11.17 $9.13 $43.11
Production Tax Revenue after Credits <$10.00  <$10.00  <%$10.00
Royalty Revenue $81.31 $78.24 $78.63
Property Tax Revenue $3.51 $3.57 $3.49
Corporate Income Tax Revenue - indeterminate -

Total Revenue after Credits excluding
Sta{e Corporate Income Fax

Sources: Monthly Information Forms, Annual Tax Filings, Credit
spreadsheets, property tax records.

Notes: This information was compiled manually from unaudited,
company-reported data. Some of the information, such as the production
tax credit information, is not reported separately when companies have
oil and gas operations in Cook Inlet and other parts of the state. As such,
this information should be used for illustration only and be considered
estimates.

<$95.00 <$92.00  <$93.00
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Tax Credits Under ACES

Credit

AS 43.55.023(a)

Qualified Capital Expenditures Credit

AS 43.55.023(b)

Carried-Forward Annual Loss Credit

AS 43.55.023(1)
Well Lease Expenditure Credit

AS 43.55.025(a)(1-4)
Alternative Credit for Exploration

AS 43.55.025(a)(1-4)
Alternative Credit for Exploration

AS 43.55.025(a)(5)
Cook Inlet Jack Up Rig

AS 43.55.019
Education Credit

AS 43.55.023(i)
Transitional Investment Credit

AS 43.55.024(a)
Middle Earth Credit

AS 43.55.024(c)
Small Producer Credit

Rate

20%

25%

40%

30%

40%

Up to
100%

million

20%

$6

million
$12
million

Qualifying Expenditures

Qualified Capital Expenditures (including exploration)

Excess Lease Expenditures (where Production Tax
liahility is insufficient to deduct costs)

Wl Lease Expenditures (Intangible Drilling Costs)
below North Slope

Exploration expenditures for wells more than 3 miles
outside an existing area (if outside Cook Inlet)

Exploration expenditures for wells more than 25 miles
outside an existing area (10 miles in Cook Inlet)

First 3 unaffiliated wells drilled by same jack-up rig in
Cook Inlet

Cash donations to educational institutions

Expenses before March 31 2006 (pre-PPT)

Production below North Slope and outside Cook Inlet
(Bxpires 2016)

Producers with less than 50 m/d average production
(Bxpires 2016)

Alaska Discussion Slides | © PFC Energy 2012 | Page 2 | Apil 2, 2012

Certificates Can Be
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Yes



a
Total Impact of Credits

$mm Total Impact of Credits mDOR Historical CY and FY data and Forecast
1000 1---

] | -- N -
CY 2009 CY 2010 FY2011 FY2012

m Qredits dained agairst tax liddlity  * Qredits refunckd (1o tax lighlity)
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Exploration Credits
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Content

Recent Trends in Exploration A ctivity and B asin Focus

e Credits and Incentives: Lessons fromthe Past

N ational Energy Program (Canada)

Norwegian Continental Shelf (Norway)

e Development Cycle Time: Incenting the Required Activities
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Rebound Iin Exploration Spending

Exploration Spend as % of Total Upstream Spend"

Expl Spend—%oTotal
Upstream Spend W $/bbl
35% $120

Exploration Spend as % of Total Upstream Spend -¢-WTI

* Data reflects Total Consolidated Operations for BP, CVX, ExxonMobil (excludes purchase of XTO), TOTAL, Shell, Source: Upstream Competition Service
Eni (1992-2011 only), Anadarko, Apache, BG, ConocoPhillips, Devon, Hess, Marathon, Repsol, and Talisman
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Trend in Worldwide Exploration: Global Players

Exploration spending by many of the
Global Players accelerated sharply in
2005-2006 as focus shifted to
restocking the portfolio of development
projects

Statoil (North Sea) and Shell (Asia,
North America) were early movers,
guadrupling exploration spending since
2004

The growth represents real activity
gains, substantially outpacing the
Exploration & Appraisal (E&A) Index

Net Undeveloped Acreage
Global Players

Equity Affiliates
m Middle East
m Russia & Caspian
m Asia Pacific
m Europe
m Africa
m Latin America

m North America
Shell Eni TOTAL XOMChevron BP Statoil

Alaska Discussion Slides | © PFC Energy 2012 | Page 7| Apil 2, 2012

Total Worldwide Exploration Spending
Global Players

BP mChevron
mXOM -Shell
mTOTAL Statoil

Average E&A Well Cost

Shell is the leader in undeveloped
acreage holdings, at over 100 million
sg.kms, in keeping with their “Last Land
Grab” growth strategy.

* Majority of acreage held by the
Majors is in Asia and Africa; North
America is material undeveloped
acreage holding for Shell, XOM,

and BP H:C ErErgy



s\
k 1

Selected Global Players: Regions of Exploration Focus

« Setting aside the move by virtually all of the Global Players into the US/Canada onshore resource
plays (oil sands, shale gas. Shale oail), the focus of exploration interest is in the deepwater plays of the
Atlantic Basin

* Emerging interest in a return to the Arctic Resource play, led by Shell in the Chuckchi Sea, BP and
Statoil in the Norway and Barents Deepwater, and ExxonMobil securing a strategic association with
Rosneft in the Russia Arctic

» Of note is the near complete decline of the Middle East as a growth driver for these large companies

Alaska Discussion Slides | © PFC Energy 2012 | Page 8 | Apil 2, 2012 Hx: Erergy



Trend In International Exploration: Independents

* The International Independents
are a more disparate group when
it comes to exploration activity:

« Some, like Anadarko, have
been material exploration
players through the last
decade;

« Some, like BG and Apache,
have aggressively growth
their exploration activities
through the past decade;

» Others, like Occidental and
Noble, have focused on
development activity in a
small number of play areas

» Exploration spending by
Anadarko, BG, and Apache has
hovered around the $1.3-1.5 bn
mark for the last few years, high
for the Indies and -60% that of
the smaller Global Players

Alaska Discussion Slides | © PFC Energy 2012 | Page 9 | Apil 2, 2012

Total Worldwide Exploration Spending
International Independents

Repsol - Anadarko
Occidental - Noble
BG - Apache

Average E&A Well Cost
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Selected International Players:
Regions of Exploration Focus

* The Independents are similarly positioned in the US/Canada onshore resource plays (oil sands, shale
gas. Shale ail), and the deepwater plays of the Atlantic Basin

* The Independents are also at the forefront of new basin development, such as the Equatorial Margin,
East Africa Deepwater, South America “North Tier” deepwater play, Argentina shale gas, and Lake
Albert basin (Uganda)

* The Independents are not as prominent in the high cost, high risk exploration opportunities in the Arctic
offshore

0 Repsol
% Anadarko
0 Oy

0 Noble
0 BG

0 Tullow

G Apache
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|OC Growth Centered on Successful “New Frontiers”...

mboe/d Combined Portfolios, Largest IOCs*: 2000-2020

35,000

30,000

Australia
Russia-Caspian

Qatar © Growth
West Africa Deepwater .
Drivers,

US Unconventional
Canada Oil Sands 2000-2020

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

iNorth Sea iuUS Conventional US Deepwater m Canada Oil Sands
iUS Unconventional iWest Africa Deepwater iQatar i Russia-Caspian
iAustralia All Other

Source: Upstream Competition Service

* Includes: Anadarko, Apache, BG, BHP, BP, CNRL, Chevron, ConocoPhillips, Devon, EnCana, Eni, ExxonMobil, Hess, Husky Oil, Marathon,
Murphy, Nexen, Noble Energy, Oxy, Repsol, Santos, Shell, Suncor, Talisman, TOTAL, Woodside

Alaska Discussion Slides | © PFC Energy 2012 | Page 11 | Apil 2, 2012 H:C E‘H@/



...Financed by Redirection of Free Cash Flow

2003-2005: 2008-2010:
Sources & Uses of Cash Flow Sources & Uses of Cash Flow
$m $m
Cash Surplus Cash Deficit Cash Surplus Cash D eficit
$200,000 4 $200,000
Jor

$150,000 $150,000

$100,000 $100,000

$50,000 - $50,000

o o o J ||

o <#

Upstream Cash Flow m Capex Source: Upstream Competition Service m Upstream Cash Flow m Capex

Along with Europe, Sub-Saharan Africa is now a key cash generating region for the Global Players—with surplus cash flow
now supporting growth in North America

* Includes data from the following companies: Anadarko, Apache, BG, BHP, BP, CNRL, Chevron, ConocoPhillips, Devon, EnCana, Eni, ExxonMobil, Hess,
Husky Oil, Marathon, Murphy, Nexen, Noble Energy, Oxy, Petrobras, Repsol YPF, Santos, Shell, Statoil, Suncor, Talisman, TOTAL, Woodside
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Content

e Recent Trends in Exploration Activity and Basin Focus

Credits and Incentives: Sharing Exploration R isk
N ational Energy Program (Canada)

Norwegian Continental Shelf (Norway)

e Development Cycle Time: Incenting the Required Activities
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Exploration and Government Risk Taking

o Byand large, Governments have refrained fromengaging inthe
business of upstream risk

In emerging basins, nascent National Oil Companies (NOCs) will
usually have “back-in provisions” within Poduction Sharing contracts,
allowing entry into development projects as an equity participant at the
point of sanction. Are prohibited from engaging in exploration activity
In more mature basins, the NOC may engage fully from license award
to production (Petora in Norway, ONGC in India, PDV SAin Venezuela)
assuming it has internalized the necessary degree of technical

sophistication and dry-hole tolerance

* Exploration credits/rebates are, inessence, a direct engagement by
the government in exploration risk. As such, they have been used

sparingly outside of the context of the tax and royalty regime

Alaska Discussion Slides | © PFC Energy 2012 | Page 14 | Apil 2, 2012 % E‘H@/



Canada’s National Energy Program: An Experiment in
Intervention Gone Awry

. The NEP was introduced to both enhance Canadian ownership in Upstream
activities, and to accelerate the discovery and development of dom estic
resources to enhance security of supply and support energy subsidies to

dom estic consumers

Jurisdiction  Petroleum Incentive Other Government Risk Comments
Payments: Sharing
Exploration Activity
Alberta * Cdn Ownership >50%: 10% * Development projects: * Incentives provided to
approved costs * Cdn Ownership > 10%: 10% both exploration and
* Cdn Ownership >60%: 25% approved costs development activities
approved costs » Cdn Ownership >65%: 20%
* Cdn Ownership >65%: 35% approved costs
approved costs » Same applied to al sands and
EOR developments
Federal Lands <« Cdn Ownership >50%: 35% * PetroCanada given 25% carried  « Incentive exploratory
approved costs back-in option, convertible up to well had to be >3
» Cdn Ownership >60%: 65% sanction decision. Paid by P-C miles from a cased
approved costs share of production (grossed up well, OR to a deeper
* Cdn Ownership >65%: 80% by 15% per annum to reflect horizon => incented
approved costs interest and inflation) deeper drilling in less

prospective areas
* 5 year Royalty holiday
applied on production

Alaska Discussion Slides | © PFC Energy 2012 | Page 15| Apil 2, 2012 H:C Ererw



National Energy Program (Canada) and Exploration Incentives

. NEP introduced substantial distortions into the E&P decision making
process. In particular, incented Upstream activity towards less prospective
and higher cost areas, and introduced “artificial”’dem and for Upstream

services

. Drilling costs (seismic, rigs, etc.) accelerated rapidly as demand soared

in new and unsupported exploration environments

. Many companies were effectively “drilling for PIP grants” with
commercial discoveries representing the Failure case
Atlantic O ffshore

Exploration Well Canadian Arctic

C osts
1966-1970 $4.3 mm $1.2 mm
1971-1975 $3.6 mm $3.8 mm
1976-1980 $24.4 mm $22.4 mm
1981-1985 $63.2 mm $45.8 mm
1986-1990 $44.2 mm $20.5 mm

Alaska Discussion Slides | © PFC Energy 2012 | Page 16 | Apil 2, 2012
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Canada’s National Energy Program:

. The decline in crude prices in the mid-1980s forced the withdrawal of

virtually all aspects of the NEP

. Alberta:
- PIP grants replaced by Royalty Tax Credits (75% rising to 90% with maximum
credit per well)
- Exploration Incentives restructured as either:
m 12 month Royalty holiday on eligible wells to a maximum per well;
B Royalty exemption on cumulative production, linked to well depth and location
m Exploration Drilling Incentive Program: 50% credit set off against subsequent royalties
- Moved away from credits/rebates outside of the royalty and tax environment =>

reward success, notsimply effort.

. Federal:
- PetroCanada back-in eliminated:

- Royalty linked to “payout” of development
- 1% royalty rising to 5% at rate of 1% per 18 months
B Royalty jumps to 30% net CF after Payout

- Exploration Tax Credit of 25% for well costs above $5 mm, used to reduce
Federal Income Tax. If not taxable => direct refund of up to 40% of non-utilized

credit

Alaska Discussion Slides | ©PFC Energy 2012 | Page 17 | Apil 2, 2012 H:C E”ergy



Norwegian Continental Shelf: Incentives ina Modern Context

Qil production in Norway peaked in 2001 and has fallen by ~45% since then. Growth

in gas production allowed BOE volumes to rise till 2004, and have been in decline
ever since

Fiscal system provides incentives for exploration activity

Initiative Comment

Base Production * 25% * Applied to net income from Petroleum activities

Tax

Special Tax * 50% * Applied to net income geenrated from petroleum activities, to capture

resource rent above ‘normal profits”

Government * Petoro » Engages in exploration and development activity as full equity partner;

Investment pays share of costs and receives 100% of revenue from its working
interest paosition

Exploration * 78% * Applies to companies in non-taxable position. Since government allows

Incentives uplift of loss carry-forward at a risk-free interest rate, it is indifferent

between refund or offset
* Introduced to expand the competitor landscape, bringing in new
Upstream companies
License access * All companies require pre-approval for financial, technical, and

operating capability prior to bidding on a License inthe Norwegian
Continental Shelf (NCS)
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 Recent Trends in Exploration Activity and Basin Focus
e Credits and Incentives; Lessons fromthe Past

N ational Energy Program (Canada)

Norwegian Continental Shelf (Norway)

D evelopment Cycle Time:
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Cycle Time to Production

Project Cycle-Time: Discovery to Com missioning

EOR Onshore

i
i
© i
o i
> .
- !
i
S O ffshore Tie-Back (3-5) K
2 W\
o |
o I
o Onshore Frontier (4-6)
e
o
2
g O ffshore Frontier (6-8)
a)

Integrated Mined Oil Sands (10+)

+ + + + + >

Years

Tool and Target: Direct Incentives to the Desired Outcome

Alaska Discussion Slides | © PFC Energy 2012 | Page 20 | April 2, 2012 H:C E‘Hgy



High Levels of Exploration Support under ACES

After Tax Effective Government Exploration Contribution With 40% Credit
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Reduced Levels of Exploration Support under Progressive
Severance Option

After Tax Effective Government Exploration Contribution With 40%6 Credit
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Levels of Exploration Support under Progressive Severance
Option with . . % Exploration Credit

After Tax Effective Government Exploration Contribution With 20% Credit
12006 = e
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Capital Credits
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Capital Credit - Return on Investment Under ACES atss. Qll

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $50 Oil

IRR NPV
State Govt 8% (36)
3% Stake 5% (110)

Divisible Incare (ex incorre taxes) mGOvt Take (ex Incore taxes)
Cashflow fran3oEqLity Stake
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Capital Credit - Return on Investment Under ACES ats..., Ql

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $100 Oil

o o o] [} e} o] e} [} ¢} o] o] o] o] o] o o] 0 o o [} 0 [} 0 o 0 o o
CNJ CNJ CNJ CNI CM CNI CNJ CNI CNI CNI CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNI CNI CM CNI CNJ CNJ CNJ CNJ CNJ

IRR NPV
State Govt  29% 588
35% Stake  17% 205

Divisible Incarre (ex incone taxes) -Covt Take (ex incon'e taxes)
sCshlovfran 36ty Stake
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Capital Credit - Return on Investment Under ACES ats.s., Qll

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $150 QOil

————————
oooooooooooooooooooooooooooo
CM CNJ CNJ CNJ CS) CS) CM CM CNJ CNJ CNJ CM CNJ CSJ CSJ CSJ CNJ CNJ CNJ CNJ CNJ CSJ CN CSJ CNJ CNJ CNJ

IRR NPV
State Govt  45% 1,314
35% Stake  26% 524

Divisible Incarre (ex income taxes) mGOuvt Take (ex incone taxes)
Cashflow fran 3o EqLity Stake
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Capital Credit - Return on Investment Under ACES at s..., Qll

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $200 Ol

5 o

o)
g

IRR NPV
State Govt  57% 2,120
35% Stake  33% 853

Divisible Incone (ex inco'e taxes) GO\t Take (ex incoe taxes)

sCxhflovfran3oEqLity Stake
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Capital Credit - Return on Investment Under Severance Option
, atsso Ql

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $50 Ol

IRR NPV

State Govt 9% (28)
35% Stake 5% (112)

Divisible Inoone (ex incon'e taxes) mGOvt Take (exincoe taxes)
Cashflow fram 336 Epity Stake
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Capital Credit - Return on Investment Under Severance Option
1 at $100 le

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $100 Qil

N len t D MTO o IGNJA MW Nn ’\NIHNCCDCN Ircalg Ilg l‘—Mc rca(;‘rcln(I)DONfo.OlmO 0*
D'ob 0'00 0'6"6"6"¢"°'0°DV'°C'C'TCO°D°"TG°6°0°0°0
CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNJ CNI CNJ CNI CNJ CNI CNI CNJ CNI CNJ CNJ CM CNJ CNI
IRR NPV
State Govt 28% 543

35% Stake 17% 200

Divisible Incone (ex incorre taxes) GO\t Take (ex incoe taxes)
sCxhflowvfran3oEquty Stake
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Capital Credit - Return on Investment Under Severance Option
1 at $150 GI

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $150 Ol

IRR NPV
State Govt ~ 43% 1,143
35% Stake  26% 503

Divisible Incon'e (ex incon'e taxes) mGOvt Take (e incoe taxes)
aCsflovfran 3o EqLity Stake
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Capital Credit - Return on Investment Under Severance Option

1at$200 O-I

(20

(40

10 mb/d new development: Project Cashflows ex income taxes, and returns
to State, at $200 Qll

doedi—00 1 oad g ENEABERTRBV X EPAAER R T BE PR
INMEMIMEMEMOVIERINONCVEANAVOV DIV ERAIM VR DA0ACVENIVDIEM

IRR NPV
State Govt 55% 1,724

35% Stake 32% 805

Divisible Incorre (ex incorre taxes) GOt Take (ex incoe taxes)
mCshflowvfron 3o EqLity Stake
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Blowisatede rddirgto aedits LmErASéBEﬁ tredladGs

Updated 1/17/12, DMG

Informal Title

Initial and Most Recent
Effective Date(s)

Credit Percentage /Amount

Description

DNR Data Requirements

Location Requirements

Regulations*

Combinations

Uses to Credit

Filing Requirements

AS 43.55.023(a)(1)

Qualified Capital
Expenditures Credit

4/1/2006, amended
7/1/2007

20%

A Qualified Capital
Expenditure (QCE) must be
a lease expenditure and
treated as a capitalized cost
under 26 IRC. For credits
south of 68 degrees North
latitude these are issued as
one certificate. For the
North Slope, these credits
are issued as two
certificates (one available in
year issued, the other
available the following
calendar year)

15 AAC 55.310-320

same expenditures may
also qualify for credit under
AS 43.55.023(b)

Applied directly to tax or
issued as a certificate and
then transferred, applied to

State under AS 43.55.028 -
or a combination of the

above. Note: the recipient of above. Note: the recipient of
a transferred certificate may a transferred certificate may
not "cash" out the certificate not "cash" out the certificate

with the State.

Form 0405-330 must be
submitted as well as all
backup required under
regulation to support the
credit claim.

Table of Tax Credits under AS 43.55 - The Alaska

ad

T

RerDedod pn

'IhSIS|

Credits that May be Issued as Certificates and Submitted to the State for Cash Purchase

AS 43.55.023(a)(2)

Qualified Capital
Expenditures Credit in
Relation to Exploration

4/1/2006, amended
7/1/2007

20%

A Qualified Capital
Expenditure (Q CE) must be
a lease expenditure and
related to exploration. For
credits south of 68 degrees
North latitude these are
issued as one certificate.
For the North Slope, these
credits are issued as two
certificates (one available in
year issued, the other
available the following
calendar year)

15AAC 55.310-320

same expenditures may

also qualify for credit under

AS 43.55.023(b)

Applied directly to tax or
issued as a certificate and

then transferred, applied to
tax. or "cashed" out with the tax, or "cashed” out with the
State underAS 43.55.028 -

or a combination of the

with the State.

Form 0405-330 must be
submitted as well as all
backup required under
regulation to support the
credit claim.

AS 43.55.023(b)

Carried-Forward Annual Loss
Credit

4/1/2006, amended 7/1/2008

25%
(pre-7/1/07 20%)

The carried forward annual
loss is calculated for each
segment by taking 25% of
excess lease expenditures
(lease expenditures not
deductable in calculating
production tax values). For
credits south of 68 degrees
North latitude these are
issued as one certificate. For
the North Slope, these credits
are issued as two certificates
(one available in year issued,
the other available the
following calendar year)

No

15AAC 55.310-320

same expenditures may also
qualify for credit under AS
43.55 ozs(a)‘g‘ or 025(a)(1

Applied directly to tax or
issued as a certificate and
then transferred, applied to
tax, or “cashed” out with the
State under AS 43.55.028 -

ora combination of the
above. Note: the recipient of
a transferred certificate may
not "cash” out the certificate
with the State.

Form 0405-330 must be
submitted as well as all
backup required under
regulation to support the
credit claim.

AS 43.55.023(/)(1)

Well Lease Expenditure
credit

7/1/2010

A Well Lease Expenditure
(WLE) must be a lease
expenditure, QCE, AND an
Intangible Drilling and
Development Cost (IDC)
south of 68 degrees North
latitude.

Yes - must be south of 68
degrees North latitude

Same expenditures may

also qualify for credit under

AS 43.55.023(b)

Applied directly to tax or

issued as a certificate and
then transferred, applied to
tax, or "cashed” out with the tax, or "cashed” out with the
State underAS 43.55.028 -

ora combination of the

AS 43.55.023(/)(2) AS 43.55 (
Well Lease Expenditure

Alternative

Credit in Relation to
Explo

Exploration
7/1/2010 2003, ameni
30% c
40%

(pre-7/1/08:

These credit:
defined by be

A Well Lease Expenditure
and regulati

(WLE) must be a lease
expenditure, QCE, AND an
Intangible Drilling and
Development Cost (IDC)
related to exploration south
of 68 degrees North
latitude.

directly relate
explorati
performing a
An explorat
receive eithi
40% dependi
and seismii
may receivt

Forsome ol
there aN

Yes - must be south of 68
s North latitude requiremer
wells a
15AAC!

same expenditures may same expe
also qualify for credit under

AS 43.55.023(b)

also qualify 1
AS 43.

Applied dir
issued as a

Applied directly to tax or
issued as a certificate and
then transferred, applied to then transfe
tax, or "cash
State under

or a comfc

State under AS 43.55.028 -
or a combination of the

above. Note: the recipient of above. Note: the recipient of above. Note:
a transferred certificate may a transferred certificate may a transferrer
not "cash" out the certificate not "cash" out the certificate not “cash” O

with the State.

Form 0405-330 must be
submitted as well as all
backup required under
regulation to support the
credit claim.

with the State. with t
Form 0405-330 must be Form 040."
submitted as well as all submitted
backup required under backup re
regulation to support the regulation
credit claim. crec

‘Other regulations under 15 AAC 55 may apply to these credits, this section only lists the regulations directly related. Please read all of 15 AAC 55 for complete information and treatments of thel




2 1

D IS CcCUSSIion

S lid e s
Janak M ayer,
M anager,

U pstream & G a s,
PFC E nergy

A p ril 3, 2 012



Discussion Slides:

Alaska Senate

Committee

April 3, 2012
Janak Mayer

Manager, Upstream & Gas
PFC Energy

Alaska Discussion Slides | © PFC Energy 2012 | Page 1j Awil 3, 2012

Finance

PHC BEnergy



0 0] 0]

Difficulties in Existing Fiscal Structure

 The incorporation of progressivity into the Profit-Based Production
Tax (Net) In ACES creates three significant problenms

Large-scale gas production at low gas prices could in the future
significantly reduce production tax revenue from existing oil production
- Resolving this problem within the framework of ACES requires significant
complexity
m Approach to decoupling in CSSB 192 requires ability to split costs between
oil and gas production, creating high degree of administrative burden, and
limiting capacity of state to effectively audit
Combination of high credits with high tax rates can produce excessive
levels of support for certain spending, and weak incentives for cost
control
- Effective After-Tax rate of Government support for exploration can be over
100% at high price levels
O ptions for incentivizing new production are limited, and relatively
com plex

m Proposed incentives within existing framework focus on either allowances to
reduce Production Tax Value , or revenue exclusions (tax holiday)

Alaska Discussion Slides | ©PFC Energy 2012 | Page 2 | Apil 3, 2012 PFC Eﬂw



» AProgressive Severance Tax (Gross) option would instead remove
progressivity fromthe Profit-Based Production Tax (Net), instead
lewying this tax at the flat, base rate of . s %

 Toretain an element of progressivity, a new Progressive Severance
Tax (Gross) would then be added to the system. The tax would:

Be non-deductible for Profit-Based Production Tax purposes
Be levied on gross production (net of royalties)
Be levied solely on oil

The tax would use a progressivity structure not dissimilar to that under
the current system , with progressivity coefficients that apply at different

thresholds.

 The proposed Progressive Severance Tax would use the follomng
parameters:
m No severance tax below $65 Gross Value at Point of Production (GVPP)
m Progressivity of .25% commencing at a threshold of $65 GVPP

» At $125 GVPP, a tax rate of 15% is reached. At this point, progressivity is
reduced to 0.05%

m Progressivity is capped at 20%

Alaska Discussion Slides | © PFC Energy 2012 | Page 3| April 3, 2012 % E‘Hgy
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Benefits of Progressive Severance Tax (Gross) Structure

By removing progressivity fromthe Profit-Based Production Tax
(Net), and having the progressive element of the structure be a
Progressive Severance Tax (Gross), two things become much

easier to achieve

The issue of gas production reducing production tax revenue ceases to

be a problem without progressivity in the Profit-Based Production Tax
m Complex provisions to split costs between oil and gas production under
CSSB 192 are thus no longer required

Much of the issue of excessive spending supportceases to be a

problem
» Even with 40% exploration credit, effective after-tax Government support for

exploration flat at 65%
Significant incentives can be provided to new production, by eliminating

or reducing the Progressive Severance Tax (Gross) for new production

* Awde range of levels of government take can be achieved using
this structure, depending on the parameters applied

Alaska Discussion Slides | © PFC Energy 2012 | Page 4 | April 3, 2012 HT: EH@/
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FY.... Revenue Comparison

$m Revenue from Production Tax (inc Severance) $m Cash to Companies
-— AXES — CSB1® —  Severance Tax (tian
CSB1Rvith4%6Cap  CSB 1R with eCp CB12withA%eCp  CSB1RwthIeCp
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FY...s Revenue Comparison

mmmH |
$m Total State Take $m Total Government Take
30,000
40 %0 60 0 & D 100 110 120 130 140 150 160 170 130 10 20
ANS West Coast Crude Price ANS West Coast Crude Price
-ACES CSSB12 -... Severance Tax Cptin -ACES CSB 1P ... Severance Tax Quticn
-CSSB 192 with40%6Cxp 19 with 3%6Cp -CSSB 12 with40%0Cxp 192 with S0%eCep
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ANS West Coast Oil Price
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FY...: Revenue Comparison

50
60
70
80
90
100
110
120
130
140
150
160
170
180
190
200

40
50
60
70
80
90
100
110
120
130
140
150
160
170
180
190
200

Alaska Discussion Slides | © PFC Energy 2012 | Page 7 | Apil 3, 2012

Production Tax

}_(ﬁ

o

<
(39)
222
653
1,109
1,831
2,692
3,691
4,827
6,102
7,515
8,614
9,684
10,787
11,925
13,098
14,305
15,546

Cash to Companies

7,292

CSsSB 192

289
461
653
1,106
1,792
2,599
3,527
4,575
5,744
7,035
8,445
9,512
10,601
11,723
12,880
14,072
15,298

1,780
2,538
3,157
3,703
4,178
4,581
4,911
5,170
5,357
5,749
6,128
6,487
6,825
7,143
7,440

Cap

89
61
53
1,106
1,792
2,599
3,527
4,575
5,340
6,030
6,720
7,410
8,100
8,790
9,480
10,170
10,860

o & o CSSB 12 with 40%

__CssB 192
& & with 4% Ccap

o]

1,780
2,538
3,157
3,703
4,178
4,581
5,152
5,769
6,385
7,001
7,617
8,234
8,850
9,466
10,082

© Cap

61

o ~ r CSSB 12 with 50%

1,106
1,792
2,599
3,527
4,575
5,744
7,035
8,445
9,327
10,189
11,052
11,914
12,777
13,639

CSSB 192

8,428

N
0 .
P © Severance Tax Option

(2000
[l
w

1,084
1,754
2,571
3,474
4,463
5,538
6,700
7,598
8,417
9,253
10,106
10,977
11,864
12,769

Severance

1,780
2,551
3,179
3,720
4,209
4,647
5,034
5,370
5,862
6,402
6,931
7,450
7,959
8,457
8,945

Total State Take

noER

1,352
1,983
2,769
3,577
4,631
5,811
7,117
8,549
10,108
11,794
13,192
14,563
15,965
17,399
18,864
20,361
21,890
FY 2013

ACES

91%
71%
68%
66%
67%
68%
70%
71%
73%
75%
75%
76%
76%
7%
7%
78%
78%

% Government Take

CSSB 192

106%
75%
68%
66%
67%
68%
69%
70%
2%
73%
75%
75%
76%
76%
7%
77%
78%

g
O
1,660
2,202
2,769
3,575
4,595
5,725
6,966
8,318
9,410
10,433
11,457
12,480
13,503
14,527
15,550
16,573
17,597

CSSB 12 with 40%

Cap

CSSB 192

with 4%

106%
75%
68%
66%
67%
68%
69%
70%
70%
70%
70%
70%
70%
70%
70%
70%
70%

SSB 12 with 50%

C
C

1,660
2,202
2,769
3,575
4,595
5,725
6,966
8,318
9,781
11,354
13,037
14,236
15,417
16,599
17,780
18,961
20,143

5 CcssB 192
2 vith 5% Cap

75%
68%
66%
67%
68%
69%
70%
2%
73%
75%
75%
75%
75%
75%
75%
75%

Severance Tax Option

i

N

N o
S o
N ©

2,769
3,555
4,560
5,699
6,918
8,215
9,592
11,047
12,261
13,402
14,559
15,732
16,921
18,126
19,346

5 Severance
[*2] .
X Tax Option

75%
68%
66%
66%
67%
69%
70%
71%
2%
2%
2%
73%
73%
73%
73%
73%

Total Government Take

to

1,427
2,527
3,728
4,943
6,318
7,775
9,314

10,935

12,638

14,424

16,023

17,604

19,205

20,827

22,470

24,133

25,816

c
£ £ g
o
g 3 o
< <
H E &
8 8 8
j=
S
s} [
g B 3
O O (6] ]
1,660 1,660 1,660
2,669 2,669 2,669

3,728 3,728 3,728
4,941 4,941 4,929
6,294 6,294 6,272
7,719 7,719 7,703
9,216 9,216 9,184
10,785 10,785 10,718
12,184 12,425 12,302
13,539 14,138 13,939
14,895 15,922 15,417
16,250 17,391 16,849
17,605 18,849 18,291
18,960 20,307 19,744
20,315 21,765 21,207
21,671 23,223 22,680
23,026 24,681 24,163

Note: Consistentwith DOR methodology, these revenue numbers
do notinclude payments for tax credits which are notclaimed
againstcurrent production, as these are accounted for separately
in the budget. In 2013, DOR forecasts a potential liability of

$400mm forthese credits.
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FY...s Revenue Comparison - Adjusted for Credits Not
Claimed Against Current Production

Production Tax Total State Take
c [
o o
L 2 = S 5 2
S 3 o = 3 o
. 5 § 8 5
& g & 8 & 9 8 :
(7p] — [72] o
L ai] fa) o) [} Ll m m fa'a} o
5] 0N QL 0 2 Y n N N o S
< 3 88 488 3 < 8 B8 48 3
40 (439) (111) (111) (112) (112) 952 1,260 1,260 1,260 1,260
50 (178) 61 61 61 61 1,583 1,802 1,802 1,802 1,802
60 253 253 253 253 253 2,369 2,369 2,369 2,369 2,369
70 709 706 706 706 684 3,177 3,175 3,175 3,175 3,155

80 1431 1,392 1,392 1,392 1,354 4,231 4,195 4,195 4,195 4,160

90 2,292 2,199 2,199 2,199 2171 5411 5,325 5,325 5,325 5,299
100 3,291 3,127 3,127 3,127 3,074 6,717 6,566 6,566 6,566 6,518
110 4,427 4,175 4,175 4,175 4,063 8,149 7,918 7,918 7,918 7,815
120 5,702 5,344 4,940 5,344 5,138 9,708 9,381 9,010 9,381 9,192
130 7,115 6,635 5,630 6,635 6,300 11,394 10,954 10,033 10,954 10,647
140 8,214 8,045 6,320 8,045 7,198 12,792 12,637 11,057 12,637 11,861
150 9,284 9,112 7,010 8,927 8,017 14,163 14,006 12,080 13,836 13,002
160 10,387 10,201 7,700 9,789 8,853 15,565 15,394 13,103 15,017 14,159
170 11,525 11,323 8,390 10,652 9,706 16,999 16,814 14,127 16,199 15,332
180 12,698 12,480 9,080 11,514 10,577 18,464 18,265 15,150 17,380 16,521
190 13,905 13,672 9,770 12,377 11,464 19,961 19,748 16,173 18,561 17,726
200 15,146 14,898 10,460 13,239 12,369 21,490 21,262 17,197 19,743 18,946

ANS West Coast Qil Price
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Impact of Rising Operating Costs

Revenue Difference Between ACES and Progressive Severance Option under Different
Opex/bbi Assumptions

Alaska Discussion Slides | ©PFC Energy 2012 | Page 9| Apil 3, 2012
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Data on Operating Costs

$hoe
$14,000

$hoe

U ConocoPhillips Alaska Production Costs (From 10K)

North Slope Historical Costs (DOR Data)
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« Under ACES, thresholds and coefficients for progressivity are
specified in nominal terms, without indexation

As a result, when economics over the long-term rather than just 2013

are examined, we see the effects of ‘bracket creep’or ‘stealth tax’

In real terms, as prices increase, thresholds for progressivity decrease,
and the higher take that com es with progressivity occurs at lower and

lower price levels

« Similarly, unless progressive severance thresholds are indexed to
inflation, progressive severance will apply at steadily lower
thresholds over time

Indexing thresholds will also go som e way to addressing the cost

sensitivity issue

Alaska Discussion Slides | © PFC Energy 2012 | Page 11 | April 3, 2012 PFC Energy
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Incentives for New Production

 Significant incentives can be provided to new production, by
eliminating or reducing the Progressive Severance Tax (Gross) on
any combination of:
Production from new areas

Production from new plans of development (determined through the

regulatory process to be for “new production?”)
Production above a fixed decline rate

« One possibility for a reduced rate of Progressive Severance Tax is:
No severance tax below $65 G ross Value at Point of Production (GV PP)
Progressivity of .05% com mencing at a threshold of $65 GV PP

Progressivity capped at 5%

Alaska Discussion Slides | © PFC Energy 2012 | Page 12 | Apil 3, 2012 PFC Energy
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Production Above a Decline - Fixed v Annual Calculation

nbd Production Above Rolling Average Decline, Determined Annually
0
RuldioApeRirgAaapAna Drire
RuldicnBioARlirgAaaeAnd Ddie

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2008 2029 2080 208 2082

Alaska Discussion Slides | © PFC Energy 2012 | Page 13| Apwil 3, 2012

Production Above Fixed 6% Decline

RaldinAnefaldire
sHuldnRlovelCire

2012 2013 2014 2015 2016 2017 2018 2019 2000 2021 2022 2023 204 2025 2006 2027 2028 2029 2030 2031 2032

PFC Energy



Discussion
Slides:
Janak Mayer,
Manager,
Upstream & Gas,
PFC Energy
April 4, 2012



Discussion Slides:

Alaska Senate Finance
Committee

April 4, 2012
Janak Mayer

Manager, Upstrea m & Gas
PFC Energy

Alaska Discussion Slides | © PFC Energy 2012 | Page 1| April 4, 2012 PFC Energy



FY 2013 Revenue Comparison

-ACES CSSB 192 mHB110
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FY 2013 Revenue Comwparison

m Total State Take

ANS West Coast Crudke Price

mACES CSSB 192 =HB110
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MNS West Coast Qi Price

FY 2013

Revenue

Production Tax

]

020
N8
60 513
0 9%
80 1736
0 2613
100 3628
10 4782
120 6073
130 7503
140 8550
150 9623
160 10,730
170 11873
18 13,049
190 14261
200 15506

®

;

92
265
513
944

1,574
2,384
3,281
4,263
5332
6,488
1431
8,205
9,089
9,941
10811
11,697
12,601

0
458
143

288
729
1,204
1,763
2,387
3,075
3,828
4,648
5910
6,372
1,235
8,097
8,960
9,822
10,685

Comparison

Total State Take

/

1,413
2,148
2,989
3,878
5,002
6,252
1,629
9,132
10,761
12,517
13,922
15,352
16,813
18,306
19,830
21,386
22974

171
2,315
2,989
3831
4,854
6,042
7,310
8,057
10,082
11,587
12,903
14,099
15,310
16,537
17,780
19,038
20,312

Total Government Take

©

¢

1,616
2,803
4,060
5,347
6,787
8,308
9913
11,599
13,367
15,218
16,841
18,479
20,138
21,818
23,518
25,239
26,980

&

0 00) g?

o ¥ p
1,482 378 184
2,669 1218 1,109
3,926 1,988 1,988
5,188 2,127 2,758
6,470 3,314 3411
7,802 3,819 3,955
9,173 4241 4,448
10,583 4,582 4,890
12,031 4,840 5,281
13,518 5,016 5,620
15,031 5,420 6,082
16,544 5,808 6,622
18,057 6,175 7,152
19,570 6,522 7,672
21,083 6,849 8,182
22,596 7,155 8,681
24,109 7440 9,170

Cash to Companies

0
()

X

512
1,352
2,122
2,886
3,631
4325
4,981"
5598
6,176
6,716
7,230
7,743
8,257
8,770
9,284
9,797

10311

FY 2013 % Government Take

©

¢

81%
70%
67%
66%
6%
69%
70%
2%
3%
5%
76%
6%
1%
1%
%
8%
8%

g

i
91%
2%
6%
66%
66%
67/%
69%
70%
1%
2%
3%
3%
3%
3%
3%
3%
3%

Note: Consistent with DOR methodology, these revenue numbers do not include payments for tax credits which are not claimed against current

production, as these are accounted for separately in the budget. In 2013, DOR forecasts a potential liability of $400mm for these credits.
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FY 2013 Revenue Comparison - Adjusted for $400mm Credits
Not Claimed Against Current Production
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(858)

(543)

(112)
329
804
1,363
1,987
2,675
3,428
4,248
5,110
5,972
6,835
7,697
8,560
9,422
10,285

Total State Take

/\OE8

1,013
1,748
2,589
3,478
4,602
5,852
7,229
8,732
10,361
12,117
13,522
14,952
16,413
17,906
19,430
20,986
22,574

o888 R

1,311
1,915
2,589
3,431
4,454
5,642
6,910
8,257
9,682

11,187

12,503

13,699

14,910

16,137

17,380

18,638

19,912

807
1,541
2,383
3,234
4,115
5,073
6,091
7,168
8,305
9,502

10,738
11,974
13,211
14,447
15,684
16,920
18,157
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Total Government Take Comparison Tncluding New Production

Incentives
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Summary of Progressive Severance Tax (Gross) Structure

« A Progressive Severance Tax (Gross) option would instead remove
progressivity from the Profit-Based Production Tax (Net), instead

levying this tax at the flat, base rate of 25%

« To retain an element of progressivity, a new Progressive Severance
Tax (Gross) would then be added to the system. The tax would:

Be non-deductible for Profit-Based Production Tax purposes
Be levied on gross production (net of royalties)

Be levied solely on oil
The tax would use a progressivity structure not dissimilar to that under

the current system , with progressivity coefficients that apply at different
thresholds.

« The proposed Progressive Severance Tax would use the following

parameters:

m No severance tax below $60 Gross Value at Point of Production (GVPP)

mProgressivity of .27% commencing at a threshold of $60 GVPP
mAt $120 GVPP, a tax rate of 16.2% is reached. At this point, progressivity is
reduced to 0.03%

m Progressivity is capped at 20%
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FY 2013 Revenue Comparison

dm Revenue from Production Tax dmm Cash to Companies
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FY 2013 Revenue Comwparison
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MS West Coast Oll Price

FY 2013

Revenue

Production Tax

j

0 (29
58
0 53
0 9%
80 17%
0 2613
10 3628
10 4782
120 6073
130 7503
140 8550
150 9623
180 10730
0 11813
18 13049
190 14261
200 15506

92
265
513
985

1,756
2,620
3977
4,621
5110
6,934
7,114
8,504
9,304
10,114
0.
11,766
12,608

729
1,204
1,763
2,387
3,075
3,828
4,648
5910
6,372
7,235
8,097
8,960
9,822

10,685

1,413
2,148
2,989
3,878
5,002
6,252
7,629
9132
10,761
12,517
13,922
15,352
16,813
18,306
19,830
21,386
22974

Total State Take

N

1711
2,315
2,989
3,868
5021
6,259
1,582
8,990
10,484
11,9%
13,157
14,327
15,506
16,695
17,894
19,101
20,319

Comparison

1,616
2,803
4,060
5,347
6,787
8,308
9,913
11599
13,367
15218
16,841
18479
20,138
21,818
23518
25,239
26,980

Total Government Take

g
iog

1810
2912
4,060
5,340
6,199
8,313
9,882
11,507
13187
14,879
16,343
17,813
19,289
20,771
22,259
23,754
25,254

378
1,218
1,988
2,121
3,314
3819
4,241
4,582
4,840
5,016
5420
5,808
6,175
6,522
6,849
1,155
7440

Cash to Companies
0]

P B

—
[en]

512
1,352
2,122
2,886
3,631
4,325
4,981
5598
6,176
6,716
7,230
1,143
8,257
8,710
9,284
9,797

10311

FY 2013 % Government Take

]

81%
70%
67%
66%
6/%
69%
70%
2%
3%
5%
76%
76%
%
%
1%
8%
8%

Y
91%
2%
6/%
66%
67%
69%
70%
1%
2%
4%
3%
3%
3%
3%
3%
3%
3%

Note: Consistent with DOR methodology, these revenue numbers do not include payments for tax credits which are not claimed against current

production, as these are accounted for separately in the budget. In 2013, DOR forecasts a potential liability of $400mm for these credits.
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FY 2013 Revenue Comparison - Adjusted for $400mm Credits
Not Claimed Against Current Production

Production Tax Total State Take
M &

@& 0 ° @® @© 0

19} a3 V- H @ T

o] a3 @ 0 @ @

< (0] X < 0 X
40 (633) (308) (858) 1,013 1,311 807
50 (318) (135) (543) 1,748 1,915 1,541
60 113 113 (112) 2,589 2,589 2,383
70 596 585 329 3,478 3,468 3,234
80 1,336 1,356 804 4,602 4,621 4,115
90 2,213 2,220 1,363 5,852 5,859 5,073
100 3,228 3,177 1,987 7,229 7,182 6,091
110 4,382 4,227 2,675 8,732 8,590 7,168
120 5,673 5,370 3,428 10,361 10,084 8,305
130 7,103 6,534 4,248 12,117 11,596 9,502
140 8,150 7,314 5,110 13,522 12,757 10,738
150 9,223 8,104 5,972 14,952 13,927 11,974
160 10,330 8,904 6,835 16,413 15,106 13,211
170 11,473 9,714 7,697 17,906 16,295 14,447
180 12,649 10,535 8,560 19,430 17,494 15,684
190 13,861 11,366 9,422 20,986 18,701 16,920

200 15,106 12,208 10,285 22,574 19,919 18,157
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Issues with Tax Floor for Large Fields

« Two significant issues with specifying the tax floor for large fields
only

Specifying particular units to which a floor applies means that costs then
need to be allocated at the unit level - costs for Prudhoe and for

Kuparuk need to be calculated separately to that for all other production
The 100 mb/d production threshold may create an undesirable incentive

« An administratively easier approach would be to make the
distinction at the company, rather than the asset level

Ifthe desire is simply to ensure that small producers do not face this

floor, this can be more easily accom plished directly

One option would be to use the existing definition of a “small producer”

for credit purposes, and exclude such producers from the floor

Alaska Discussion Slides | © PFC Energy 2012 | Page 7| April 4, 2012 PFC Energy



 Significant incentives can be provided to new production, by
eliminating or reducing the Progressive Severance Tax (Gross) on
any combination of:
m Production from new areas

m Production above a fixed decline rate

« One possibility for a reduced rate of Progressive Severance Tax is:
m No severance tax below $60 Gross Value at Point of Production (GVPP)
m Progressivity of .05% commencing at a threshold of $60 GVPP
m Progressivity capped at 5%

m Reduced rate applied for 7 years

« Since Production above a decline curve cannot have a specific time
limit, one option would be an intermediate regime with no time limit
for incremental production, for instance:

m Progressivity of .14% commencing at a threshold of $60 GV PP

m At $120 GVPP, a tax rate of 8.4% is reached. At this point, progressivity is
reduced to 0.03%

m Progressivity is capped at 10%
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Production Above a Decline - Fixed v Annual Calculation

bw Production Above Rolling Average Decline, Determined Annually nbtl Production Above Fixed 6% Decline
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Production Above a Decline - Fixed v Annual Calculation

ntid Production Above Rolling Average Decline, Determined Annually
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Approximate Decline Rates to 2010 by Start Year
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Approximate Decline Rates to 2010 by Start Year
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Regime Competitiveness: Relative Government Take

Average G(?vernm?nt Takle of Glolbal Fisc>al Regimes at $60/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $80/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $100/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $120/bbl
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Regime Competitiveness: Relative Government Take

AvFrage Glovernmlent Tak|e of Glo|bal Fiscal Regimes at $140/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $160/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $180/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Filscal Regilm es at $200/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $60/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Reg|im es at $80/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $100/bbl
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Regime Competitiveness: Relative Government Take
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $140/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $160/bbl
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Regime Competitiveness: Relative Government Take

Average Government Take of Global Fiscal Regimes at $180/bbl
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Regime Competitiveness: Relative Government Take

e
( - axD
_ﬁﬁgi mmmm Ada

Av?rage GO\llernment'Take of (|3Iobal Fi?cal Regimes at $200/bbl

a
I
(%) 10% 20% 30% 40% 50% 60% 70% 80% 90% 1%
Note: CSSB 192 have not been adjusted for impact of indexing to inflation

Alaska Discussion Slides | © PFC Energy 2012 | Page 21 | Awil 5, 2012 PFC Energy




25

Department of
Revenue Comments
on CSSB 192 (FIN)

Version O

April 6, 2012



O

Comments on

CSSB 192 (FIN)

Work Draft 27-LS1305

CSSB 192{FII\l) Work Draft 27-LS1305\0



Presentation Organization (DOR)

DOR comments on components
of CSSB 192(FIN) Version O

DOR comments on complexity
of tax law changes and
additional requirements for
Department

CSSB 192(FIN) Work Draft 27-LS1305\0



Questions To Consider W Wy

Does this hill make Alaska more
competitive?

Does this bill make Alaska more
appealing to potential investors?

Does this hill make our tax structure
less complicated & more
understandable to investors?

Are these changes meaningful enough
to compete for investment capital?

CSSB 192(FIN) Work Draft 27-LS1305\0
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CSSB 192 (FIN) Changes from

Current Law N

Change to progressivity calculation

For currently producing fields

For production from currently producing
flelds exceeding a production target

For new fields
Change to minimum tax
Change to lease expenditure allocation
Petroleum information management

system

CSSB 192(FIN) Work Draft 27-LS1305\0



Impact of Change to Progressivity (DOR
on Production Tax Liability

Tax Is increased for many companies
below s .o« per barrel

Tax Is about the same as current law at

s100 Per barrel (on average)

Tax is a small reduction for many
companies above s .o . per barrel

Tax change will immpact all companies
differently

CSSB 192(FIN) Work Draft 27-LS1305\0



Progressivity

Tax effect of progressivity change on currently
producing fields iISv.«y, <cnsiive t0 @ producer's
lease expenditures

- Appears to reduce incentive to invest in North Slope
fields

- Appears to reduce incentive to develop high cost fields

- Appears to encourages harvest mode and keeping
development costs low

- Appears to reward those that did the least to stem the
decline during ACES

CSSB 192(FIN) Work Draft 27-LS1305\0
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Comments on Minimum Tax y™ m“”%

Provision creates a substantial tax
Increase at lower prices
(<$60/barrel).

Creates a disincentive to investment
for qualifying producers

Could create incentive to stay below
50,000 BOE/day

CSSB 192(FIN) Work Draft 27-LS1305\0



Petroleum Information DR
Management System (PIMS)

Requires the Department to have the information
management system in place by January 1, 2014

Competes with core mission of the Tax Division,
which isto assess and collect taxes

Competes with daily staff goals of interacting with
taxpayers, forecasting revenues, and auditing tax
returns

Will likely delay the completion of those core duties
and result in slower responses to legislative policy
guestions

CSSB 192(FIN) Work Draft 27-LS1305\0



PIMS Continued DOR'!

Millions of data elements would have to be manually
uploaded to the system , in various formats including
electronic copies of Excel spreadsheets, PDFs, W ord

documents, and in hard copy format

Determination would have to be made as to the
confidentiality of each item for uploading to the system , which

would take thousands of em ployee hours

Department currently has only begun long-awaited Tax
Revenue M anagement System (TRMS) project, which s

expected to take 3 -5 years to complete

PIMS would likely delay the implementation of that important

tax-specific project

W ould require significant funding and additional staff

resources for the Department

CSSB 192(FIN) Work Draft 27-L.S1305\0
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Effective tax rates fOR;

Effective Production Tax Rate (Post-Credits)

ANS W est Coast ($/bbl)

Assumes FY 2013 Transport costs of $8.56/ bbl, Opex of $13.75 per taxable barrel, and Capex of $15.36 per taxable bbl.

CSSB 192(FIIM) Work Draft 27-L.S1305\0
10



0
Effective tax rates DOR

Im pact of producing 25% over target (i.e. 1/5 of
Odd-04" 'V

production at lower rate)

Effective Production Tax Rate (Post-Credits)

ANSWest Coast ($/bbl)

Assumes FY 2013 Transport costs of $8.56/ bbl, Opex of $13.75 per taxable barrel, and Capex of $15.36 per taxable bbl.

CSSB 192(FIN) Work Draft 27-L.S1305\0
11



Effective tax rates |
High-cost producer HH

Effective Production Tax Rate (Post-Credits)

100%
90% *ACES
80% *CSSB 192 (FIN)
70% *CSHB110 (FIN)
Unitized Fields
60%
50%
40%
30%
20%
10%
0%

$60 $80 $100 $120 $140 $160 $180 $200

ANSWest Coast ($/bbl)

Assumes FY 2013 Transport costs of $8.56/ bbl, Opex of $20 per barrel, and Capex of $25 per bbl.
CSSB 192(FIN) Work Draft 27-L.S1305\0
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summary of DOR Comments on__ MR

CSSB 192 ( FIN ) b

Changes move in the wrong direction - they discourage
Investment and encourage harvest mode

Changes to progressivity do not adequately address
government/ producer take imbalance

One of the most complicated tax structures in the world will
be made even more complicated

Additional duties of PIMS will add a significant burden to a
Department already dealing with years of significant tax

changes

This change will likely require a complete overhaul of the
70+ regulations put in place over the past 4 years

There appears to be potential constitutionality issues

CSSB 192(FIN) Work Draft 27-LS1305\0 14



Questions

CSSB 192(FIN) Work Draft 27-LS13Q5\0
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Alaska Oil and Gas Association

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

6 April 2012

The Honorable Bert Stedman, Co-Chair
The Honorable Lyman Hoffman, Co-Chair
Senate Finance Committee

Alaska State Capitol

Juneau, AK 99801

Re: Work-Draft “O” of CSSB 192(FIN)
Dear Senators Stedman and Hoffman and Members of the Senate Finance Committee:

On behalf of the member companies of the Alaska Oil and Gas Association, who account
for the majority of oil and gas exploration, production, transportation, refining and marketing in
this state, 1 would like to offer the following comments regarding work-draft “O” of a Senate
Finance CS for Senate Bill 192. Despite the diversity of our membership, my comments reflect a
100% consensus among them.

On March 16 we testified to you about the Senate Resources version of the Bill. At that
time we told you that, unless one is satisfied to see North Slope oil production continue to
decline at about 6% a year or more, meaningful changes need to be made to the present ACES
tax. We pointed out a number ofmeasures that the Resources CS could have taken but didn’t, as
well as a number of things that it proposed to do that would be counterproductive.

Despite all the time and effort that have gone into work-draft “O”, we have to say that
this new CS also falls short of the meaningful tax change that is called for in order to meet the
challenge of stopping decline, much less the even harder goal of getting back to a million barrels
a day flowing through the TAPS oil pipeline.

The CS does indeed provide a slightly less onerous tax treatment for new fields and
increases in production. But we would remind you that two very new fields — Oooguruk and
Nikaitchug — are each expected to peak at around 20,000 barrels a day. This year the North
Slope at a 6% decline will decline by roughly 40,000 barrels a day, as much as these two new
fields combined. In other words, to offset the decline, two new fields like Oooguruk and
Nikaitchug would need to come into production each year. These slight improvements are not
likely to generate even this level of development.

The producers of the existing non-legacy fields on the Slope, and the developers of any
new fields that may be discovered, need as much production as possible flowing from the legacy



Senate Finance Committee

Re Work-Draft “O” for CSSB 192(FIN)
6 April 2012

Page 2

fields through the TAPS oil pipeline in order to keep the costs affordable to ship their oil from
the Slope to its refinery destinations. Unaffordably high transportation costs could cripple the
economics of any new fields that might be found, as well as the economics of non-legacy fields
currently in production.

In other words, the North Slope oil province is like a tree, with the two great legacy fields
being its trunk, and with the other fields being branches rising out of the trunk. 1fone peels the
bark off all the way around the trunk and make it unhealthy, all the other branches will become
unhealthy too, no matter how robust they might have been if the trunk had stayed strong.

It has been openly acknowledged during the Committee’s hearings that the intent is to
keep the tax essentially the same as the present tax for the legacy fields at $100 oil, and work-
draft “O” reflects that intent. But that intent is just the opposite of what we urged you to do in
our March 16thtestimony on the Resources CS, and it is the opposite of what we urge you to do
now.

Throughout the Twenty-seventh Legislature, AOGA and others have been testifying
about what is happening with their businesses on the North Slope, about the interrelationship
between the level of new investment each year and the rate of decline in ANS production, and
about the effects taxes have on investment decisions. These explanations are not threats, but
they are not bluffs either. They have been candid attempts to describe to you how those
companies evaluate their investment opportunities here against their opportunities elsewhere, and
how Alaska’s tax regime can influence the decisions about which opportunities to take.

Those decisions reflect the expectations of the companies’ respective shareholders that
each company will chose the opportunities that it perceives to be best, all things considered -
including taxes. Ifan Alaskan opportunity is better than one elsewhere and there is enough
budgeted money only for one of them, the shareholders expect, and in a very real sense demand,
that the Alaska opportunity be taken. The reductions in the level of companies’ investments in
Alaska since the enactment of ACES are not any kind of retaliation for ACES’ enactment, nor
does a company cut back here to spite its face. The investments are nothing more, and nothing
less, than the result of the competition of the Alaskan opportunities against opportunities
elsewhere.

Any one is free to believe that the declining investments and declining production on the
North Slope are due to something other than these reasons ... but they will be mistaken.
Unfortunately, by the time they are proven to be mistaken, the opportunity for Alaska to have
addressed the situation will have passed. And there aren’t any “do overs.”

Without meaningful tax relief for the legacy fields as well as the other production, the
bark will continue to be peeled off the tree trunk, harming the entire tree. Work-draft “O”
threatens harm for every member in AOGA.

Thank you, Mr. Chairman and Members of the Senate Finance Committee, for this
opportunity to share our deep and grave concerns with you about work-draft “O” of the Finance
CS. We respectfully ask you to take another look at what it would do, and to replace it with a CS
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that would provide meaningful tax change to enable the additional investments the state and its
future need.

In closing, let me repeat that these comments have the unanimous support of AOGA’s
members: Apache, BP, Chevron, eni petroleum, ExxonMobil, Flint Hills, Hilcorp, Marathon,
Petro Star, Pioneer, Repsol, Shell, Statoil, Tesoro, XTO Energy, and Alyeska Pipeline Service
Company. Thank you for this opportunity to share them with you.

Very truly yours,

Alaska Oil and Gas Association

Executive Director

Cc: Governor Sean Parnell
All Members of the Alaska State Legislature
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Oil Progressivity Table
Cumulative Progressivity

Price Rates Rate
Base Tax 25.0%
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Meaningful Tax Change
Oil Progressivity Table
Cumulative Progressivity
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FISCAL NOTE

STATE OF ALASKA
2002 LEGISLATIVE SESSION

Identifier (file name)

SB192CS(FIN)-DOA-AOGCC-4-6-12
Oil and Gas Production Tax Rates

Title
Sponsor Senate Resources
Requester Senate Finance
BExpenditures/Revenues
Note: Amounts do not include inflation unless otherwise noted below.
Included in
FY13 Governor's
Appropriation FY13
Requested Request
OPERATING EXPENDITURES FY13 FY13
Personal Services 150.0
Travel
Services
Commodities
Capital Outlay
Grants, Benefits
Miscellaneous
TOTAL OPERATING 150.0 0.0
FUND SOURCE
1002  Federal Receipts
1003 GF Match
1004 GF 150.0
1005 GF/Prgm (DGF)
1037 GF/MH (UGF)
1178 temp cede (UGF)
TOTAL 150.0 0.0
POSITIONS
Full-time
Part-time
Temporary 1

CHANGE IN REVENUES

Estimated SUPPLEMENTAL (FY12) operating costs

(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY13) costs

(discuss reasons and fund source(s) in analysis section)

Bl eI CSB1P
Fiscdl NteNnfoer
() Rbish e
_Dept. Affected Administration
Appropriation AQGCC
Allocation Alaska Oil and Gas Conservation
Commission
OMB Component Number 2010

(Thousands of Dollars)

Out-Year Cost Estimates

FY14 FY15 FY16 FY17
150.0 150.0 150.0 150.0
150.0 150.0 150.0 150.0

(Thousands of Dollars)
150.0 150.0 150.0 150.0
150.0 150.0 150.0 150.0
1 1 1 1

FY18
150.0

150.0

150.0

150.0

(separate supplemental appropriation required)

(separate capital appropriation required)

Why this fiscal note differs from previous version (if initial version, please note as such)

Prepared by Jody J. Colombie

Division
Approved by

(calir/asot]

Alaska Oil and Gas Conservation Commission
John Cramer, Deputy, Commissioner

Phone (907) 793-1221
Date/Time 4/7/12 1:08 PM

Date 4/6/2012

Page 102



FISCAL NOTE

STATE OF ALASKA BILL NO. CBI®
2002 LEGISLATIVE SESSION

Analysis

CSSB 192 states that the Alaska Oil and Gas Conservation Commission is responsible to provide the Department of
Revenue its non-confidential data in a format usable by the Department of Revenue's system. In order for the Alaska
Oil and Gas Conservation Commission to accomplish this they must hire one contract employee to establish and
maintain a link to Department of Revenue's database, as well as to answer questions and provide other
miscellaneous support.

(alir/dees) Pagp2f2



FISCAL NOTE

STATE OF ALASKA aost * oocks Bl Vasan CSSB12(HN
012 LEGISLATIVE SESSION Fiscal Note NUnfoer
RAdish e
Identifier (file name) SB192CS(FIN)-DQR-TAX-04-07-12 Dept. Affected Revenue
Title Qil and Gas Production Tax Rates Appropriation Treasury and Taxation
Allocation Tax Division
Sponsor (S) RES
Requester (S)FIN OMB Component Number 2476
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
Included in
FY13 Governor's .
Appropriation FY13 Out-Year Cost Estimates
Requested Request

OPERATING EXPENDITURES FY13 FY13 FY14 FY15 FY16 FY17 FY18
Personal Services 943.9 943.9 943.9 943.9 943.9 943.9
Travel 50.0 50.0 50.0 50.0 50.0 50.0
Sen/ices 12,532.6 1,037.6 1,037.6 1,037.6 1,037.6 1,037.6
Commodities 4.0 4.0 4.0 4.0 4.0 4.0
Capital Outlay
Grants, Benefits
Miscellaneous

TOTAL OPERATING 13,530.5 2,035.5 2,035.5 2,035.5 2,035.5 2,035.5
FUND SOURCE (Thousands of Dollars)

1002  Federal Receipts

1003 GF Match

1004 GF 13,530.5 2,035.5 2,035.5 2,035.5 2,035.5 2,035.5
1005 GF/Prgm (DGF)

1037  GF/MH (UGF)

1178  temp code (UGF)

TOTAL 13,530.5 0.0 2,035.5 2,035.5 2,035.5 2,035.5 2,035.5
POSITIONS
Full-time 8.0 8 8 8 8 8
Part-time
Temporary
Fkk Fkk Fkk Fkk Fokk Fokk

CHANGE IN REVENUES

Estimated SUPPLEMENTAL (FY12) operating costs (separate supplemental appropriation required)
(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY13) costs (separate capital appropriation required)
(discuss reasons and fund source(s) in analysis section)

Why this fiscal note differs from previous version (if initial version, please note as such)
Updated to reflect changes provided for in the CS, version U.

Prepared by Dan Stickel and Cherie Nienhuis, Economists Phone 907-465-3279
Division Tax Date/Time 04/07/12 2:40pm
Approved by Bruce Tangeman, Deputy Commissioner Date 4/7/2012

Department of Revenue

(eERIZN 08 Page 10F3




FISCAL NOTE

STATE OF ALASKA BILLNO. CSSB 12N
2012 LEGISLATIVE SESSION

Analysis

The revenue impact of this hill is indeterminate.

This bill makes several changes to the oil and gas production tax system. Each of the major changes, along with its
potential revenue impact, is discussed below.

1. Creates three different progressive surcharge tax rates that are based on the gross value at the point of
production. Under this bill, the progressive surcharge is changed from one based on the net value of oil and gas production
to one based on the gross value at the point of production (GVPP) of oil. The three rates are as follows: for ail in fields that
are currently under production, the rate is 0.27% per dollar when the GVPP reaches $60 per barrel, and then decreasing to
.03% per dollar ata price $60 over the initial threshold, up to a maximum progressive tax rate of 20%. For the first 7 years
of production for oil produced from a lease or property containing land that was not in a unit or commercial production prior
to January 1, 2008, the rate is 0.05% per dollar when the GVPP reaches $60 per barrel up to a maximum progressive tax
rate of 5%. For producers that increase oil production above a company-specific production target based on each
company's decline rate from 2008 and 2011, the rate for that incremental production is 0.14% per dollar when the GVPP
reaches $60 per barrel, and then decreasing to .03% per dollar at a price $60 over the initial threshold, up to a maximum
progressive tax rate of 10%. The initial $60 progressive surcharge tax thresholds would be adjusted annually by the
increase in U.S. consumer price index for all urban consumers. Under Fall 2011 forecast assumptions, these provisions
would impact revenue by the following amounts.

Change in State Revenue due to Progressivity Provisions of CSSB 192(FIN) in $millions

FY FY FY FY FY FY
2013 2014 2015 2016 2017 2018
"Base" production from currently producing fields -110 -75 +25 -150 -225 -200
"Incremental” production from currently producing fields -10 -75 -75 -125 -150 -175
Qualifying new fields 0 0 0 0 0 -150
Total -120 -150 50 -275 -375 -525

2. Implements a 10% gross minimum tax for companies with average daily production of more than 50,000 BTU-
equivalent barrels per day. This provision of the hill creates a minimum tax of 10% of GVPP for companies producing
more than 50,000 BTU-equivalent barrels per day. There are currently three companies that are subject to this provision.
Under Fall 2011 revenue forecast assumptions, this provision would not result in a tax increase for any companies, unless
oil prices are $80 per barrel or below. At a $50 per barrel oil price, the increase in revenue to the state ranges between $500
million and $650 million per year over the time horizon of this fiscal note.

3. Requires thatthe Department of Revenue develop regulations to allocate lease expenditures between oil and
gas. This provision of the bhill instructs the Department of Revenue, when lease expenditure allocation is necessary, to
allocate lease expenditures between oil and gas based on gross value at point of production "to the extent possible." This
provision is expected to impact revenue to the state by less than $10 million per year.

4. Provides for a new Petroleum Information Management System to be implemented by the Department of
Revenue. This provision of the hill provides for a new information management system for publicly available oil and gas
information, to be operational before January 1, 2014. This provision is a major new responsibility for the Department, to be
implemented on an accelerated timeframe, and will compete with the core mission of the Tax Division, which is to assess
and collect taxes.

The bhill has an effective date of January 1, 2013.

Agency Costs for Implementing Changes to Production Tax

This bill would require the Department of Revenue to draft and pass several new regulations to address the changes in
progressive surcharge tax rates, the minimum tax rates, and the allocation of costs between oil and gas. The Department ot
Revenue expects that itwould need a reimbursable services agreement with the Department of Law and other costs totaling
$495,000. With passage of this bill inthe 2012 legislative session, the workshop and public forum process would likely begin
inthe summer or fall of 2012, and the majority of the regulation costs would be incurred in FY 13.

(continued on next page)
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FISCAL NOTE

STATE OF ALASKA BILL NO. CSSB 12N
2012 LEGISLATIVE SESSION

Analysis Continued

Specific costs for each major regulation project include the following:

$75,000 for contracted professional services for regulation consulting.

$270,000 for regulations costs including Department of Law, public notice and registry.

$150,000 for public forums for education of taxpayers and public participation, including preparation materials and legal
support, and possibly travel.

In addition to the one-time costs, the provisions of this bill will require four additional auditor positions to handle the
increased complexity of the tax law created by this legislation. The positions would be at the Oil and Gas Revenue Auditor
IV (Range 24) level, at an annual cost of $546,000 for payroll and benefits, with additional cost for office space, supplies,
travel, etc.

Agency costs for Petroleum Information Management System

Estimated one-time costs to the Department of Revenue for the Petroleum Information Management system are
approximately $12 million. This includes an estimated $10 million for contract services to procure, design, build, and
implement the system. An additional $2 million is estimated for procurement of new hardware (data storage devices,
servers, etc.) to create a robust system that can be replicated for access in both Juneau and Anchorage. An increased
annual cost of $1 million per year is estimated for ongoing system maintenance, support, storage, server space, and
licensing.

Additional staff resources would be required to oversee the information management program, and maintain the data
warehouse and disaster recovery plans. We estimate that we would need the following new positions: one Petroleum
Economist Il (Range 22), one Analyst Programmer V (Range 22), one Database Administrator (Range 15), and one Office
Assistant lll (Range 11). The total annual cost for these four positions is $397,900 for payroll and benefits, with additional
cost for office space, supplies, travel, etc.

(apehlZZ108 Page 3cf3



FISCAL NOTE

STATE OF ALASKA Bl \aIm CHI2AN
A2 LEGISLATIVE SESSION Fse Note Nt
() RHishDie
Identifier (file name) CSSB192(FIN)-DNR-Q&G-04-06-12 Dept Affected Natural Resources
Title Qil and Gas Production Tax Rate Appropnation Qil and Gas
Allocation Qil and Gas
Sponsor SenateResources Committee
Requester Senate Finance OMB Component Number 439

Expendltures/Revenuea

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

FY13
Appropriation
Requested
OPERATING EXPENDITURES FY13
Personal Services 743.4
Travel
Services 139.0
Commodities 75.0
Capital Outlay
Grants, Benefits
Miscellaneous
TOTAL OPERATING 957.4
FUND SOURCE
1002 Federal Receipts
1003 GF Match
1004 GF 957.4
1005 GF/Prgm (DGF)
1037 GF/MH (UGF)
1178 temp code (UGF)
TOTAL 957.4
POSITIONS
Full-time 8
Part-time
Temporary

CHANGE IN REVENUES

Estimated SUPPLEMENTAL (FY12) operating costs
(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL ?FYlS) costs o
(discuss reasons and fund source(s) in analysis section)

Why this fiscal note differs from previous version (if initial version, please note as such)

Included in
Governors
FY13
Request
FY13

0.0

0.0

0.0

(Thousands of Dollars)

Out-Year Cost Estimates

FY14 FY15 FY16 FY17 FYy18
743.4 743.4 441 2 441.2 441.2
139.0 99.0 47.5 47.5 47 5
882.4 842.4 488.7 488.7 488.7

(Thousands of Dollars)
882.4 842.4 488.7 488.7 488.7
882.4 842.4 488.7 488.7 488.7
8 8 5 5 5
idc# Fkk *_P\' Fkk
0.0 (separate supplemental appropriation required)
0.0 (separate capital appropriation required)

The Senate Finance committee substitute moves the petroleum information management system from the Department of Administration
to the Department of Revenue. The Division of Oil and Gas develops, stores, and maintains much of the information identified for

inclusion in the system.

Prepared by William C. Barron, Director

Phone 907-269-8800

Division of Qil and Gas
Daniel Sullivan, Commissioner

Division
Approved by

Date/Time 4/6/12 5:00 PM
Date 4/6/2012

Department of Natural Resources
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FISCAL NOTE

STATE OF ALASKA BILL NO CSB192H
A2 LEGISLATIVE SESSION &

Analysis

CSSB 192 version U has an indeterminate impact on state royalty revenue. There are tax benefits for new fields,
and for old fields at certain price and cost combinations. However, at low oil prices or at high operating costs, the
proposed tax incentives become burdens. Itis difficult to determine whether the proposed changes will increase or
decrease oil production, and therefore, royalty revenue to the State.

Section 10 amends AS 31.05 by adding a new section (AS 44.25.025) which requires the Department of Revenue
(DOR) to develop and maintain an electronic petroleum information management system (PIMS) to archive state oil
and gas information. The system will only include non-confidential information identified in this bill and other
information identified in section 10 relating to oil and gas exploration, development, and production. The Division of
Oil and Gas (DO&G) collects and maintains much of the information and materials listed in the proposed bhill.

DO&G will be a major contributor to the petroleum management system - likely designing, developing, and
maintaining the system and associated materials. DO&G currently houses the following information on: 1) unit and
joint operating agreements, 2) state oil and gas exploration licenses and oil and gas leases, 3) exploration activities
including seismic data, drilling reports, logs, geological models and maps, 4) development activities including
development plans minus expenditure projections and reservoir characteristics, 5) facility maps and studies, and 6)
abandonment plans and progress reports. DO&G will conceivably have a role in contributing other information DOR
needs for oil and gas exploration, development, and production. DO&G stores and maintains more than 40 years of
information from Alaska's oil and gas activities. We find the directives in the proposed hill to initiate a significant
undertaking by our department and others involved in supplying the requested information.

It is assumed our information will need to re-integrated into new formats compatible with a sophisticated system
easily navigated by the public. The DOR and DO&G data collection and management systems may be different in
scale and scope, and synchronizing the systems will take considerable resources. In some cases, information could be
linked or transferred to the PIMS site quickly; however, the information requested in the bill will demand extensive
time and resources to adapt, redact, and restructure records and materials before inclusion in the PIMS.

Developing and maintaining a petroleum information management system will not likely provide any more
information to the public than is currently available from our division. Non-confidential oil and gas information is
currently available on DO&G's website or upon request in electronic and hard copy formats. We estimate the
proposed bill will initially require eight new FTEs in the division and funds necessary to hire contractors for
information technology work.

The division would need five new natural resources specialists (2 NRSII and 3 NRS Ill) with one administrative
assistant (range 12) and two analysts (range 20) for ITfunctions during build-out starting in FY13. In addition to staff
increases, approximately $75,000 in funding for software, licenses, and back-up systems is needed. Storage for
DO&G seismic data (2-3 terrabytes) would need to be contracted to electronic storage provider which could cost
hundreds of thousands of dollar annually. After the system build-out and population, we should be able to maintain
the system with 4-5 FTEs. We project roughly $75,000 for contract services in FY13 and FY 14, $35,000 in FY15, and
potentially no funds thereafter. Since we are not forecasting additional state revenue for these sections of the
proposed bill, the significant costs incurred in developing and maintaining a new location for DO&G information
results in a negative fiscal impact to the state for years to come.
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Cost Sensitivity - From April 3 Testimony and Discussion

Impact of Rising Operating Costs

Revenue Difference Between ACES and Progressive Severance Option under Different
Opex/bbl Assumptions
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Some Goals Are Mutually Exclusive

Achieve decoupling

Reduce high levels of support for spending, and poor incentives for

cost control

. Minimize complexity, including need forseparate cost accounting

. Reduce government take on new/incremental production

. No increases on any taxpayers

. Revenue neutral at $100+ /bbl

. More even split between state and companies above $100/%$120 /
bbl
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Some Goals Are Mutually Exclusive

ACES with 40% Cp

. Minimize complexity, including need for separate cost accounting
. No increases on any taxpayers
. Revenue neutral at $100+ /bbl

M ore even split between state and companies above $100/$120 /

bbl

Mleska Disoussion Slicks | ©PFC Erergy 2012 | Pege5 | Al 9 2012 PFC Energy



Some Goals Are Mutually Exclusive

ACES with 40% Cap &SB306-style decoupling

A chieve decoupling

Revenue neutral at $100+ /bbl

More even split between state and companies above $100/%$120 /

bbl
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Some Goals Are Mutually Exclusive

HBL10

. Reduce high levels of support for spending, and poor incentives for

cost control

. Reduce government take on new/incremental production

e« No increases on any taxpayers

. More even split between state and companies above $100/%$120/

bbl
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Some Goals Are Mutually Exclusive

CSSB1R?

. A chieve decoupling

. Reduce high levels of support for spending,

cost control

. Minimize complexity, including need for separate

. Reduce government take on new/incremental

. Revenue neutral at $100+ /bbl
. More even split between state and companies
bbl
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Regime Competitiveness:. Relative Government Take

Average Government Take of Global Fiscal Regimes at $100/bbl

Syria _
Uzbekistan
Pakistan
Bolivia
Oman
Trinidad
Azerbaijan

Turkmenistan Cm)
Angola Axda

Algeria
Vietnam
Norway
Indonesia
Kazakhstan
Malaysia
ACES (Existing Producer)
Venezuela
CSSB 192 (Existing Producer)
Russia
Congo, Rep. of the
Thailand
HB110 (Existing Producer)
US - LA (Haynesville)
China
US-TX (Eagleford)
India
Cote d'lvoire
Netherlands
Yemen

Egypt.

US - ND (Bakken) .
US - LA (conventional)
UK

Libya .
Australia
UAE
Nigeria
Canada - Alberta Conv.
Philippines
US - TX (conventional)
Argentina
US - TX (Barnett)
Equatorial Guinea
Colombia
Canada - Alberta OS
Brazil
Gabon
Denmark
US- GOM
Canada - Nova Scotia
New Zealand
Peru
Ireland

0% 10% 20% 30% 4 RV o ™ 0 D 100%

Note: CSSB 192 have not been adjusted for impact of indexing to inflation
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FISCAL NOTE

STATE OF ALASKA Bll\Gsan CHI2AN
012 LEGISLATIVE SESSION Fiscl Nete NUnioe
ORMishCre
Identifier (file name) CSSB192(FIN)-DNR-Q&G-04-06-12 Dept. Affected Natural Resources
Title Qil and Gas Production Tax Rate Appropriation Oil and Gas
Allocation Oil and Gas
Sponsor Senate Resources Committee
Requester, Senate Finance OMB Component Number 439

Expenditures/Revenues

(Thousands of Dollars)

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

Included in
FY13 Governor's
Appropriation FY13
Requested Request

OPERATING EXPENDITURES FY13 FY13
Personal Services 743.4 0.0
Travel

Services 139.0

Commodities 75.0

Capital Outlay
Grants, Benefits
Miscellaneous
TOTAL OPERATING 957.4 0.0

FUND SOURCE
1002 Federal Receipts
1003 GF Match
1004 GF 957.4
1005 GF/Prgm (DGF)
1037 GF/MH (UGF)
1178 temp code (UGF)
TOTAL 957.4 0.0

POSITIONS

Full-time 8 0
Part-time

Temporary

CHANGE IN REVENUES

Estimated SUPPLEMENTAL (FY12) operating costs
(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY13) costs
(discuss reasons and fund source(s) in analysis section)

Why this fiscal note differs from previous version (if initial version, please note as such)

Out-Year Cost Estimates

FY14 FY15 FY16 FY17 FY18
743.4 743.4 441.2 441.2 441.2
139.0 99.0 47.5 47.5 47.5
882.4 842.4 488.7 488.7 488.7

(Thousands of Dollars)

882.4 842.4 488.7 488.7 488.7
882.4 842.4 488.7 488.7 488.7
8 8 5 5 5
Fkk *kk Fkk Fkk Fkk
0.0 (separate supplemental appropriation required)
0.0 (separate capital appropriation required)

The Senate Finance committee substitute moves the petroleum information management system from the Department of Administration
to the Department of Revenue. The Division of Oil and Gas develops, stores, and maintains much of the information identified for

inclusion in the system.

Phone 907-269-8800

Prepared by William C. Barron, Director
Division Division of Oil and Gas
Approved by Daniel Sullivan, Commissioner

Date/Time 4/6/12 5:00 PM
Date 4/6/2012

Department of Natural Resources
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Pae 1G2



FISCAL NOTE

STATE OF ALASKA BILL NO. CSBI9H
A2 LEGISLATIVE SESSION N

Analysis

CSSB 192 version U has an indeterminate impact on state royalty revenue. There are tax benefits for new fields,
and for old fields at certain price and cost combinations. However, at low oil prices or at high operating costs, the
proposed tax incentives become burdens. Itis difficult to determine whether the proposed changes will increase or
decrease oil production, and therefore, royalty revenue to the State.

Section 10 amends AS 31.05 by adding a new section (AS 44.25.025) which requires the Department of Revenue
(DOR) to develop and maintain an electronic petroleum information management system (PIMS) to archive state oil
and gas information. The system will only include non-confidential information identified in this bill and other
information identified in section 10 relating to oil and gas exploration, development, and production. The Division of
Oil and Gas (DO&G) collects and maintains much of the information and materials listed in the proposed bill.

DO&G will be a major contributor to the petroleum management system - likely designing, developing, and
maintaining the system and associated materials. DO&G currently houses the following information on: 1) unit and
joint operating agreements, 2) state oil and gas exploration licenses and oil and gas leases, 3) exploration activities
including seismic data, drilling reports, logs, geological models and maps, 4) development activities including
development plans minus expenditure projections and reservoir characteristics, 5) facility maps and studies, and 6)
abandonment plans and progress reports. DO&G will conceivably have a role in contributing other information DOR
needs for oil and gas exploration, development, and production. DO&G stores and maintains more than 40 years of
information from Alaska's oil and gas activities. We find the directives in the proposed bill to initiate a significant
undertaking by our department and others involved in supplying the requested information.

It is assumed our information will need to re-integrated into new formats compatible with a sophisticated system
easily navigated by the public. The DOR and DO&G data collection and management systems may be different in
scale and scope, and synchronizing the systems will take considerable resources. In some cases, information could be
linked or transferred to the PIMS site quickly; however, the information requested in the bill will demand extensive
time and resources to adapt, redact, and restructure records and materials before inclusion in the PIMS.

Developing and maintaining a petroleum information management system will not likely provide any more
information to the public than is currently available from our division. Non-confidential oil and gas information is
currently available on DO&G's website or upon request in electronic and hard copy formats. We estimate the
proposed bill will initially require eight new FTEs in the division and funds necessary to hire contractors for
information technology work.

The division would need five new natural resources specialists (2 NRS lland 3 NRS Ill) with one administrative
assistant (range 12) and two analysts (range 20) for ITfunctions during build-out starting in FY13. In addition to staff
increases, approximately $75,000 in funding for software, licenses, and back-up systems is needed. Storage for
DO&G seismic data (2-3 terrabytes) would need to be contracted to electronic storage provider which could cost
hundreds of thousands of dollar annually. After the system build-out and population, we should be able to maintain
the system with 4-5 FTEs. We project roughly $75,000 for contract services in FY13 and FY 14, $35,000 in FY15, and
potentially no funds thereafter. Since we are not forecasting additional state revenue for these sections of the
proposed bill, the significant costs incurred in developing and maintaining a new location for DO&G information
results in a negative fiscal impact to the state for years to come.
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CSSB 102

Approximated Company

Targets

BP - Historical and CSSB 192 Approx Future

niobd ConocoPhillips « Historical and CSSB 192 Approx
Target

Future Target

Tn

1)
b“ 8

bRERREEERG LG OOEYNE

v
mBP mBP-Target

6s BRBAEREE L EEEHEEE

m ConoooPhillips— mConoooPhillips - Target

Decline-Based

Production

ExxonMobil - Historical and CSSB 192 Approx
Future Target

5 b DEBEE By sociinaR:

m BoonViiil - m Boanivithil - Target

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
BP 369 343 318 349 356 342 309 260 242 228 209 180 167 155 144 133 124 115 107 99 92 85 79 74 68 63
ConocoPhillips 411 386 412 404 395 373 365 325 326 305 292 248 232 216 202 189 176 165 154 144 134 125 117 109 102 95
ExxonMobil 296 276 247 234 224 206 188 151 156 153 146 130 124 119 114 109 104 99 95 91 87 83 79 76 72 69
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ACES
($34/bbl Capex New Development

<
Price NPV IRR S K
= 3 =
$mm Cash Flow Analysis - $100 ANS West Coast $40 $ <459) -8% - [ - 2 o -
5 [
600 $60 $ (288) 1% %\ § g o @ = 1)
s0 s ) e S g g g 2 g
Price o [ o %] = w =
40
50
60 77% -45% 48% 0% 79% 0% 79%
70 44% -3% 24% 2% 66% 6% 72%
80 34% 13% 16% 2% 65% 9% 74%
90 28% 24% 12% 2% 66% 9% 75%
100 25% 30% 9% 3% 67% 10% 77%
110 23% 34% 8% 3% 67% 10% 77%
120 22% 37% 7% 3% 68% 10% 78%
130 20% 40% 6% 3% 68% 10% 78%
140 19% 42% 5% 3% 69% 10% 79%
150 19% 44% 5% 3% 70% 10% 79%
160 18% 46% 4% 3% 71% 10% 80%
2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 170 18% 47% 4% 2% 71% 9% 81%
180 17% 49% 4% 2% 72% 9% 81%
mmmOpex mmsCapex mmmRevenue — ATCF 190 17% 50% 3% 2% 73% 9% 82%
200 17% 52% 3% 2% 74% 9% 83%
210 16% 53% 3% 2% 75% 9% 83%
220 16% 54% 3% 2% 76% 8% 84%
230 16% 56% 3% 2% 76% 8% 84%
100% Level & Composition of Relative Government Take
$m Level & Composition of Government Take
80%
m Severance Tax 60% | m Severance Tax
[
Federal OIT s m Feckrdl AT
0
m State AT
mSate dT
m Property Tax
. % | m Proparty Tax
m Production Tax
m Prodkction Tax
= Royalty 0
u Ryelty
Ao

IRSREH LRRRARREPRRIR
AV Qe QueRice
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CSSB 192 20% Max Rate
($34/bbl Capex New Development)

sMHMHMIiIMHHaM M IMnn

<
Price NPV IRR m ; y o
$mm Cash Flow Analysis - $100 ANS West Coast $40 $ (459) -8% c S = % 5
= —
600 i $60 $ @79) 2% E) g 2 G & = o
© —_ = —
s0 s ) ™ s E 8 % g 2 g
Price 4 o o [72] [t w [t
40
50
60 77% -56% 48% 0% 69% 0% 69%
70 44% -15% 24% 2% 55% 7% 62%
80 34% 5% 16% 3% 57% 11% 68%
90 28% 17% 12% 3% 60% 11% 71%
100 25% 25% 9% 3% 63% 12% 75%
110 23% 33% 8% 3% 67% 11% 78%
120 22% 38% 7% 3% 69% 11% 80%
130 20% 39% 6% 3% 68% 11% 79%
140 19% 39% 5% 3% 67% 12% 78%
150 19% 39% 5% 3% 65% 12% 7%
160 18% 39% 4% 3% 65% 12% 77%
2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 170 18% 39% 4% 3% 64% 12% 76%
180 17% 39% 4% 3% 63% 12% 75%
WTMDpex tAMECapex mmmRevenue —  ATCF 190 17% 39% 3% 3% 63% 13% 75%
200 17% 39% 3% 3% 62% 13% 75%
210 16% 39% 3% 3% 62% 13% 75%
220 16% 39% 3% 3% 61% 13% 75%
230 16% 39% 3% 3% 61% 13% 74%
100% Level & Composition of Relative Government Take
$m Level & Composition of Government Take
80%
80D « Severance Tax 60% i Severance Tax
S .
8000 redera €It : i Fecral T
«State CIT 40% J
4000 sSate AT
: mProperty Tax .
20D i % | i Property Tax
Production Tax

«Royalty 64 ; Production Tax

(200
§8SSggfgggg % 1

ANS West Coast Crude Price .
ANVt Goet QuckRice
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CSSB 192 5% Max Rate for 7 yrs
($34/bbl Capex New Development

a\VIBHWE BO— HIMUmMNIiMH
Q
) x <
Price NPV IRR < il
. = s -
$mm Cash Flow Analysis - $100 ANS West Coast $40 $ (459) -8% - [ . g o -
$60 $ (279) 2% > 2 2 o 7] = o
[ =) [7] — P —
s0 s 6y e S 3 : g ;3
Price 4 a o 9] = w =
40
ao;
60 7% -56% 48% 0% 69% 0% 69%
70 44% -16% 24% 2% 54% 7% 62%
80 34% 3% 16% 3% 55% 11% 65%
920 28% 13% 12% 3% 56% 11% 68%
100 25% 21% 9% 3% 58% 12% 70%
110 23% 28% 8% 3% 62% 11% 73%
120 22% 32% 7% 3% 63% 11% 74%
130 20% 32% 6% 3% 62% 11% 73%
(600) 140 19% 33% 5% 3% 61% 12% 73%
150 19% 33% 5% 3% 60% 13% 72%
(800) 160 18% 33% 4% 3% 59% 13% 2%
2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 170 18% 33% 4% 3% 58% 13% 72%
180 17% 33% 4% 4% 58% 14% 72%
mmmOpex bmkCapex mmmRevenue — — ATCF 190 17% 33% 3% 4% 58% 14% 71%
200 17% 34% 3% 4% 57% 14% 71%
210 16% 34% 3% 4% 57% 14% 71%
220 16% 34% 3% 4% 57% 14% 71%
230 16% 34% 3% 4% 56% 15% 71%
10% Level & Composition of Relative Government Take
$m Level & Composition of Government Take
80%
m Severance Tax 60% | mSeverance Tax
n Federal CIT mFecd AT
u State CIT 40%
m S dT
m Property Tax Zp/ j T
0 m Pgerty Tax
m Production Tax
x Royalty . m Prod.tion Tax
00 |
m Rty
%

1889998989898y
ANS West Coast Crude Price
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CSSB 192 5% Max Rate for 10 yrs
($34/bbl Capex New Development)

Price NPV
$mm Cash Flow Analysis - $100 ANS West Coast $40 S (459)
600 4 $60 $ (279)
$100 $

(800)
2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030

mmmOpex MamcCapex mmmRevenue —— ATCF

Level & Composition of Government Take

m Severance Tax
m Federal CIT

u State CIT

m Property Tax

m Production Tax

m Royalty

(200
*ttOtD SCO Ch G 2 HLCP P D € RiCR O B AR

ANS West Coast Crude Price
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<
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u ® =
5 = g © [
2z B 2 © @ = ©
S 3 g g E 2 E
Price & a a 7] 2 b °
40
50
60 77% -56% 48% 0% 69% 0% 69%
70 44% -16% 24% 2% 54% % 61%
80 34% 1% 16% 3% 53% 11% 64%
90 28% 11% 12% 3% 54% 11% 66%
100 25% 18% 9% 3% 56% 12% 68%
110 23% 25% 8% 3% 59% 12% 70%
120 22% 28% 7% 3% 59% 12% 71%
130 20% 29% 6% 3% 58% 12% 71%
140 19% 29% 5% 3% 57% 13% 71%
150 19% 29% 5% 4% 57% 14% 70%
160 18% 30% 4% 4% 56% 14% 70%
170 18% 30% 4% 4% 55% 14% 70%
180 17% 30% 4% 4% 55% 15% 70%
190 17% 30% 3% 4% 55% 15% 70%
200 17% 30% 3% 4% 54% 15% 70%
210 16% 31% 3% 4% 54% 15% 69%
220 16% 31% 3% 4% 54% 15% 69%
230 16% 31% 3% 4% 54% 16% 69%
100% Level & Composition of Relative Government Take
80%
60% m Severance Tax
m Feckrd AT
40%
mSate AT
% m Property Tax
Y « ProdLtion Tax
0
m Ryydlty
-2
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CSSB 192 5% Max Rate, $90 Threshold, for 10 yrs
($34/bbl Capex New Development)

% <
Price NPV IRR & < =
Cash Flow Analysis - $100 ANS West Coast $40 $ (459) -8% c i - % E
= —
600 w $60 $ (279) 2% > 2 > o) & = o
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$100 § @) %% . 5 3 g g g 3 g
Price 4 o o %] [ w s
40
50
60 77% -56% 48% 0% 69% 0% 69%
70 44% -16% 24% 2% 54% 7% 61%
80 34% 0% 16% 3% 53%: 11% 63%
20 28% 10% 12% 3% 53% 11% 65%
100 25% 17% 9% 3% 54% 12% 67%
110 23% 23% 8% 3% 57% 12% 69%
120 22% 26% 7% 3% 57% 12% 69%
130 20% 27% 6% 3% 56% 13% 69%
140 19% 28% 5% 4% 56% 14% 69%
150 19% 29% 5% 4% 56% 14% 70%
160 18% 30% 4% 4% 56% 14% 70%
2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 170 18% 30% 4% 4% 55% 14% 70%
180 17% 30% 4% 4% 55% 15% 70%
mmmmOpex m m»Capex mmmRevenue "mmATCF 190 17% 30% 3% 4% 55% 15% 70%
200 17% 30% 3% 4% 54% 15% 70%
210 16% 31% 3% 4% 54% 15% 69%
220 16% 31% 3% 4% 54% 15% 69%
230 16% 31% 3% 4% 54% 16% 69%
100% Level & Composition of Relative Government Take
$m Level & Composition of Government Take
80%
8000  Severance Tax 60% m Severance Tax
oo m Federal CIT ™ mrd ar
G m State CIT %
4000 m State AT
: m Property Tax
_ N m Property Tax
200 ® Production Tax A
m Royalt m Rrocdction Tax
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ACES
($25/bbl Capex Incremental Development

<
Price NPV 3 °
[ x
< =
5 = = g o ~
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< =} (7] = @ T
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Price [\ [ a - w =
40
50 91% -60% 50% 0% 81% 0% 81%
60 44% -7% 21% 2% 60% 8% 68%
70 33% 10% 13% 3% 59% 11% 69%
80 27% 21% 9% 3% 60% 11% 72%
90 24% 29% 7% 3% 63% 11% 74%
100 22% 34% 6% 3% 64% 11% 75%
110 21% 37% 5% 3% 65% 11% 76%
120 20% 39% 5% 3% 66% 11% 7%
130 19% 42% 4% 3% 67% 11% 78%
140 18% 43% 4% 3% 68% 11% 78%
150 18% 45% 3% 3% 69% 11% 79%
160 17% 47% 3% 3% 69% 10% 80%
2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 170 17% 48% 3% 3% 70% 10% 80%
180 16% 50% 3% 3% 71% 10% 81%
mmmOpex Cxpex mmRevenue — ATGF 190 16% 51% 2% 2% 72% 9% 81%
200 16% 52% 2% 2% 73% 9% 82%
210 16% 54% 2% 2% 74% 9% 83%
220 16% 55% 2% 2% 75% 9% 83%
230 15% 56% 2% 2% 76% 8% 84%
100% Level & Composition of Relative Government Take
$m Level & Composition of Government Take
0%
m Severance Tax 6P0o | m Severance Tax
u Federal CIT n F@rd arTr
40% ;
m State AT !
m3ate dT

m Property Tax % I - Tax
m Proolotion Tax

m Ryelty
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CSSB 192 20% Max Rate
($25/bbl Capex Incremental Development

m=VHVUHHS
(]
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Cash Flow Analysis - $100 ANS West Coast $40 S (308) -5% - — . 2 5 -
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Price o [ [ 4] = i =
40
50 91% -61% 50% 0% 80% 0% 80%
60 44% -14% 21% 2% 54% 9% 62%
70 33% 1% 13% 3% 50% 13% 63%
80 27% 13% 9% 4% 53% 14% 67%
20 24% 22% 7% 4% 57% 13% 70%
100 22% 28% 6% 3% 60% 13% 72%
110 21% 35% 5% 3% 64% 12% 76%
120 20% 39% 5% 3% 66% 11% %
130 19% 39% 4% 3% 65% 12% %
140 18% 39% 4% 3% 64% 12% 76%
150 18% 39% 3% 3% 63% 13% 76%
160 17% 39% 3% 3% 63% 13% 76%
2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 170 17% 39% 3% 3% 62% 13% 75%
180 16% 39% 3% 3% 62% 13% 75%
memQex mmCapex mmRevenue — AIG- 190; 16% 39% 2% 3% 61% 13% 74%
200 16% 39% 2% 3% 61% 13% 74%
210 16% 39% 2% 4%; 61% 13% 74%
220 16% 39% 2% 4% 60% 14% 74%
230 15% 39% 2% 4% 60% 14% 74%
100% Level & Composition of Relative Government Take
$m Level & Composition of Government Take
80%
m Severance Tax 60% m Severance Tax
u Fede
ral CIT o m Feckral AT
0
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m Property Tax 1 T
0 L] X
® Production Tax Hq:th
» Royalty m Proddtion Tax
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CSSB 192 10% Max Rate
$25/bbl Capex

€ ekt

Incremental Development
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40
50 91% -61% 50% 0% 80% 0% 80%
60 44% -14% 21% 2% 54% 9% 62%
70 33% 0% 13% 3% 49% 13% 62%
80 27% 9% 9% 4% 50% 14% 64%
90 24% 16% 7% 4% 51% 15% 66%
100 22% 20% 6% 4% 52% 15% 67%
110 21% 24% 5% 4% 54% 15% 68%
120 20% 26% 5% 4% 54% 15% 69%
130 19% 27% 4% 4% 54% 15% 69%
140 18% 28% 4% 4% 53% 15% 69%
150 18% 28% 3% 4% 53% 16% 69%
(500) 160 17% 28% 3% 4% 52% 16% 68%
2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 170 17% 28% 3% 4% 52% 16% 68%
180 16% 28% 3% 4% 52% 16% 68%
mmm Opex m » Capex MMMRevenue — —-ATCF 190 16% 29% 2% 4% 51% 16% 68%
200 16% 29% 2% 4% 51% 17% 68%
210 16% 29% 2% 4% 51% 17% 68%
220 16% 29% 2% 4% 51% 17% 68%
230 15% 29% 2% 4% 51% 17% 67%
1% Level & Composition of Relative Government Take
$mm Leve| & Composition of Government Take
 Severance Tax B Severance Tax
G(ID m Federal CIT ] Fﬁbrd ar
m State CIT 40%
2000 m State AT
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CSSB 192 10% Max Rate, $70 Threshold
$25/bbl Capex Incremental Development
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50 91% -61% 50% 0% 80% 0% 80%

60 44% -14% 21% 2% 54% 9% 62%

70 33% -1% 13% 3% 48% 13% 61%

80 27% 6% 9% 4% 47% 15% 62%

90 24% 13% 7% 4% 48% 15% 63%

100 22% 17% 6% 4% 50% 15% 65%

110 21% 21% 5% 4% 51% 16% 67%

120 20% 25% 5% 4% 53% 15% 68%

130 19% 27% 4% 4% 54% 15% 69%

140 18% 28% 4% 4% 53% 15% 69%

150 18% 28% 3% 4% 53% 16% 69%

160 17% 28% 3% 4% 52% 16% 68%

2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 170 17% 28% 3% 4% 52% 16% 68%

180 16% 28% 3% 4% 52% 16% 68%

mmmOpex Capex m « Revenue —  ATCF 190 16% 29% 2% 4% 51% 16% 68%
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IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-SEVENTH LEGISLATURE - SECOND SESSION
BY THE SENATE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): SENATE RESOURCES COMMITTEE

A BILL
FOR AN ACT ENTITLED
"An Act relating to the oil and gas production tax; providing for a minimum tax on oil
and gas production so that the state receives a minimum production tax of 10 percent of
the gross value at the point of production for certain oil and gas production; relating to
that part of the monthly production tax on the gross value at the point of production of
oil produced by a producer that produced oil in 2008 and 2011 but did not produce a
volume of taxable oil in excess of a defined target volume or that did not produce taxable
oil before January 1, 2008, and produced taxable oil for more than seven consecutive
years during a specified time period, and providing that the applicable tax rate on the
gross value at the point of production on that category of oil production is 0.27 percent
multiplied by the number that represents the difference between the average gross value
at the point of production for a barrel of oil and $60 or, if the average gross value at the

point of production is greater than $60 above the base amount of $60, that the applicable
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tax rate is the sum of 16.2 percent and the product of 0.03 percent multiplied by the
number that represents the difference between the average monthly gross value at the
point of production for a barrel of oil and $60 above the base amount of $60, except that
the tax rate applicable to that category of oil production may riot exceed 20 percent;
relating to that part of the monthly production tax on the gross value at the point of
production of oil produced by a producer that produced oil in 2008 and 2011 and
produces a volume of taxable oil for the year in excess of a defined target volume, and
providing that the applicable tax rate on the gross value at the point of production for
that category of oil production is 0.14 percent multiplied by the number that represents
the difference between that average monthly gross value at the point of production for a
barrel of oil and the base amount of $60 or, if the average gross value at the point of
production is greater than $60 above the base amount of $60, that the applicable tax rate
is the sum of 16.2 percent and the product of 0.03 percent multiplied by the number that
represents the difference between the average monthly gross value at the point of
production for a barrel of oil and $60 above the base amount of $60, except that the tax
rate applicable to that category of oil production may not exceed 20 percent; relating to
that part of the tax on the gross value at the point of production of oil produced by a
producer during the first seven consecutive years after the start of sustained production
or during the first seven consecutive years of sustained production after December 31,
2012, whichever is later, from a lease or property containing land that was not or
previously had not been within a unit or in commercial production before January 1,
2008, and providing that the applicable tax rate on the gross value at the point of
production for that category of oil is determined by multiplying the monthly gross value

at the point of production of the taxable oil produced during the month by the tax rate
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determined by multiplying 0.05 percent by the number that represents the difference
between that average monthly gross value at the point of production for a barrel of oil
and the base amount of $60, except that the tax rate determined for that category of oil
production may not exceed five percent; relating to payments of the oil and gas
production tax; relating to an adjustment to the base amount of $60 based on an
increase in the United States Consumer Price Index for all urban consumers for the
most recent year; relating to the allocation of lease expenditures and adjustments to
lease expenditures; relating to the duties of the Department of Revenue; relating to a
petroleum information management system; relating to the duties of the Alaska Oil and
Gas Conservation Commission, the Department of Natural Resources, and the
Department of Labor and Workforce Development that relate to providing the
Department of Revenue with certain information relating to oil and gas; and providing

for an effective date.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43.55.011(e) is amended to read:

(e) There is levied on the producer of oil or gas a tax for all oil and gas

produced each calendar year from each lease or property in the state, less any oil and
gas the ownership or right to which is exempt from taxation or constitutes a
landowner's royalty interest. Except as otherwise provided under (f), (j), (k), and (o) of
this section, the tax is equal to the sum of

(1) the annual production tax value of the taxable oil and gas as
calculated under AS 43.55.160(a)(1) multiplied by 25 percent; and

(2) the sum, over all months of the calendar year, of the tax amounts
determined under (g) of this section on the gross value at the point of production of
oil.

* Sec. 2. AS 43.55.011(f) is repealed and reenacted to read:

3 CSSB 192(FIN)
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(f) Except for oil and gas subject to (i) of this section and gas subject to (0) of
this section, the provisions of this subsection apply to oil and gas produced by a
producer that had average daily oil and gas production during the most recent calendar
year of more than 50,000 BTU equivalent barrels. Notwithstanding any contrary
provision of law, a producer may not apply tax credits to reduce its total tax liability
under (e) and (g) of this section for oil and gas produced from all leases or properties
below 10 percent of the total gross value at the point of production of that oil and gas.
If the amount of tax calculated by applying the tax rates in (e) and (g) of this section to
the total production tax value of the oil and gas taxable under (e) and (g) of this
section produced from all of the producer's leases or properties is less than 10 percent
of the total gross value at the point of production of that oil and gas, the tax levied by
(e) and (g) of this section for that oil and gas is equal to 10 percent of the total gross

value at the point of production of that oil and gas.

* Sec. 3. AS 43.55.011(q) is repealed and reenacted to read:

(g) For each month of the calendar year for which the producer's average
monthly gross value at the point of production for a barrel of taxable oil is above the
base amount of $60, the producer shall determine the tax for the purposes of (e)(2) of

this section as follows:

(1) for oil not subject to (2) or (3) of this subsection produced by &

producer that produced oil in 2008 and 2011, for oil not subject to (3) of this
subsection produced by a producer who did not produce oil in 2008 and 2011, and for
oil production that was subject to (3) of this subsection but is no longer subject to (3)
of this subsection, the amount of tax is determined by multiplying the monthly gross
value at the point of production of the taxable oil produced during the month by the

tax rate calculated as follows:

(A) if the producer's average monthly gross value at the point

of production for a barrel of the taxable oil for the month is not more than $60
above the base amount of $60, the tax rate is0.27percentmultiplied by  the
number that represents the difference between that average monthlygross

value at the point of production for a barrel of oil and the base amount of $60;

or
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(B) if the producer's average monthly gross value at the point

of production for a barrel of taxable oil is more than $60 above the base
amount of $60, the tax rate is the sum of 16.2 percent and the product of 0.03
percent multiplied by the number that represents the difference between the
average monthly gross value at the point of production for a barrel of oil and
$60 above the base amount of $60, except that the tax rate determined under
this subparagraph may not exceed 20 percent;

(2) for oil not subject to (3) of this subsection produced by a producer

that produced taxable oil in 2008 and 2011 that is in excess of the target volume

determi

ned under (q) of this section, the amount of tax on the volume of oil above the

target volume is determined by multiplying the monthly gross value at the point of

production of the taxable oil produced during the month by the tax rate calculated as

follows:

(A) if the producer's average monthly gross value at the point
of production for a barrel of the taxable oil for the month is not more than $60
above the base amount of $60, the tax rate is 0.14 percent multiplied by the
number that represents the difference between that average monthly gross
value at the point of production for a barrel of oil and the base amount of $60;
or

(B) if the producer's average monthly gross value at the point
of production for a barrel of taxable oil is more than $60 above the base
amount of $60, the tax rate is the sum of 8.4 percent and the product of 0.03
percent multiplied by the number that represents the difference between the
average monthly gross value at the point of production for a barrel of oil and
$60 above the base amount of $60, except that the tax rate determined under
this subparagraph may not exceed 10 percent;

(3) for oil produced by a producer during the first seven consecutive

years after the start of sustained production or during the first seven consecutive years

of sustained production after December 31, 2012, whichever is later, from a lease or

property containing land that was not or previously had not been within a unit or in

commercial production before January 1, 2008, the amount of tax is determined by
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multiplying the monthly gross value at the point of production of the taxable oil
produced during the month by the tax rate determined by multiplying 0.05 percent by
the number that represents the difference between that average monthly gross value at
the point of production for a barrel of oil and $60, except that the tax rate determined
under this paragraph may not exceed five percent; after the rate determination of this
paragraph no longer applies, oil produced from a lease or property that was subject to
the rate determination under this paragraph is subject to the rate determination under
(1) of this subsection; in this paragraph, "sustained production' has the meaning given

in AS 43.55.025(/).

* Sec. 4. AS 43.55.011 is amended by adding new subsections to read:

(p) Beginning on March 1, 2014, and on March 1 of each year thereafter, the
commissioner shall adjust the base amount of $60 in (g) of this section by the percent
increase in the annual United States Consumer Price Index for all urban consumers for
the most recent year. The index for January 2013 is the reference base index. The
commissioner shall publish the percent increase and the adjusted base amount on the
department's Internet website as soon as is practicable after the commissioner
determines the adjusted base amount. The adjustment made by the commissioner is
retroactive to January 1 of the year in which the adjustment is made. The department
shall adopt a regulation providing for the payment of the increase in an installment
payment required under AS 43.55.020(a) that results from the retroactive application
of the adjustment to the base amount of $60 in (g) of this section.

(9) When determining whether a producer is subject to (g)(1) or (2) of this
section,

(1) the target volume is determined under the following formula,
where V is the volume of the oil produced by the producer in 2011, D is the decline
percentage calculated by taking the cube root of the ratio of the volume of taxable oil
produced by the producer in 2011 to the volume of taxable oil produced by the
producer in 2008, and Y is the year, expressed in four digits, for which the target
volume is being determined:

Target Volume =V x D (Y'201l); and

(2) the target volume for a producer that increases its volume of
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production through the purchase, merger, or other acquisition of another producer is
the sum of the producer's target volume and the target volume for the producer that is
purchased, merged with, or otherwise acquired; however, if the producer that is
purchased, merged with, or otherwise acquired did not have production in 2008 and
2011, the volume of the increased production that is attributable to the purchase,
merger, or other acquisition may not be considered for the purpose of determining
whether the producer that acquired the additional production has increased the volume

of production above its target volume.

* Sec. 5. AS 43.55.020(a) is amended to read:
(a) For a calendar year, a producer subject to tax under AS 43.55.011(e) - (i)

shall pay the tax as follows:

(1) an installment payment of the estimated tax levied by
AS 43.55.011(e) and (g), net of any tax credits applied as allowed by law, is due for
each month of the calendar year on the last day of the following month; except as
otherwise provided under (2) of this subsection, the amount of the installment payment
is the sum of the following amounts, less 1/12 of the tax credits that are allowed by
law to be applied against the tax levied by AS 43.55.011(e) for the calendar year, but

the amount of the installment payment may not be less than zero:

(A) for oil and gas produced from leases or properties in the

state outside the Cook Inlet sedimentary basin but not subject to
AS 43.55.011 (0), other than leases or properties subject to AS 43.55.011(f), the
greater of
(i) zero; or
(i) the sum of the tax determined under
AS 43.55.011(g) on the gross value at the point of production for oil
produced for the month added to the product of 25 percent and
[THE TAX RATE CALCULATED FOR THE MONTH UNDER
AS 43.55.011(g) MULTIPLIED BY] the remainder obtained by
subtracting 1/12 of the producer's adjusted lease expenditures for the
calendar year of production under AS 43.55.165 and 43.55.170 that are

deductible for the leases or properties under AS 43.55.160 from the
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gross value at the point of production of the oil and gas produced from
the leases or properties during the month for which the installment
payment is calculated;

(B) for oil and gas produced from leases or properties subject

to AS 43.55.011(f), the greater [GREATEST] of

(i) 10 percent of the gross value at the point of
production for oil and gas described in AS 43.55.011(f) [ZERO;

(i) ZERO PERCENT, ONE PERCENT, TWO
PERCENT, THREE PERCENT, OR FOUR PERCENT, AS
APPLICABLE, OF THE GROSS VALUE AT THE POINT OF
PRODUCTION OF THE OIL AND GAS] produced [FROM ALL
LEASES OR PROPERTIES] during the month for which the
installment payment is calculated; or

(i) [(iii)] the sum of the tax determined under
AS 43.55.011(g) on the gross value at the point of production for oil
produced for the month added to the product of 25 percent and the
tax rate calculated for the month under AS 43.55.011(g)
[MULTIPLIED BY] the remainder obtained by subtracting 1/12 of the
producer's adjusted lease expenditures for the calendar year of
production under AS 43.55.165 and 43.55.170 that are deductible for
those leases or properties under AS 43.55.160 from the gross value at
the point of production of the oil and gas produced from those leases or
properties during the month for which the installment payment is
calculated;

(C) for oil and gas produced from each lease or property

subject to AS 43.55.011 (), (k), or (0), the greater of

(i) zero; or

(ii) the sum of the tax determined under
AS 43.55.011(g) on the gross value at the point of production for
the oil produced for the month added to the product of 25 percent
and [THE TAX RATE CALCULATED FOR THE MONTH UNDER
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AS 43.55.011(g) MULTIPLIED BY] the remainder obtained by
subtracting 1/12 of the producer's adjusted lease expenditures for the
calendar year of production under AS 43.55.165 and 43.55.170 that are
deductible under AS 43.55.160 for oil or gas, respectively, produced
from the lease or property from the gross value at the point of
production of the oil or gas, respectively, produced from the lease or
property during the month for which the installment payment is
calculated;

(2) an amount calculated under (1)(C) of this subsection for oil or gas
produced from a lease or property subject to AS 43.55.011(j), (k), or (0) may not
exceed the product obtained by carrying out the calculation set out in
AS 43.55.01 1(j)(1) or (2) or 43.55.01I(0), as applicable, for gas or set out in
AS 43.55.01 1(k)(1) or (2), as applicable, for oil, but substituting in
AS 43.55.01 1(J)(D)(A) or (2)(A) or 43.55.01 I(0), as applicable, the amount of taxable
gas produced during the month for the amount of taxable gas produced during the
calendar year andsubstituting in AS 43.55.01 I(k)(1)(A) or (2)(A), as applicable, the
amount oftaxable oil produced during the month for the amount of taxable oil
produced during the calendar year;

(3) an installment payment of the estimated tax levied by
AS 43.55.01 I(i) for each lease or property is due for each month of the calendar year
on the last day of the following month; the amount of the installment payment is the
sum of

(A) the applicable tax ratefor oil provided under
AS 43.55.011 (i), multiplied by the gross value at the point of production of the
oil taxable under AS 43.55.011 (i) and produced from the lease or property
during the month; and

(B) the applicable tax ratefor gas provided under
AS 43.55.011 (i), multiplied by the gross value at the point of production of the
gas taxable under AS 43.55.011 (i) and produced from the lease or property
during the month;

(4) any amount of tax levied by AS 43.55.011(e) and (g) or (i), net of

9 CSSB 192(FIN)
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any credits applied as allowed by law, that exceeds the total of the amounts due as
installment payments of estimated tax is due on March 31 of the year following the

calendar year of production.

* Sec. 6. AS 43.55.160(c) is amended to read:

(c) Notwithstanding any contrary provision of AS 43.55.150, for purposes of

calculating the tax due under AS 43.55.011(g) [A MONTHLY PRODUCTION TAX
VALUE UNDER (a)(2) OF THIS SECTION], the gross value at the point of
production of the oil and gas is calculated under regulations adopted by the department
that provide for using an appropriate monthly share of the producer's costs of

transportation for the calendar year.

* Sec. 7. AS 43.55.160 is amended by adding new subsections to read:

(f) For purposes of (a) of this section, a lease expenditure is applicable to oil
or gas produced from a lease or property, or to oil or gas produced from leases or
properties in an area of the state, if the lease expenditure is

(1) a cost to explore, develop, or produce oil or gas from that lease or
property, or to explore, develop, or produce oil or gas from one of those leases or
properties in that area of the state, respectively; and

(2) incurred on or after the commencement of commercial production
of oil or gas from the lease or property.

(9) For purposes of (a) of this section, a lease expenditure incurred during a
calendar year to explore land that is not a lease or property, or to explore or develop a
lease or property before commencement of commercial production of oil or gas from
the lease or property, shall be allocated as provided in a regulation adopted by the
department under AS 43.55.165(h) to and among oil, gas subject to AS 43.55.01 I(0),
and gas not subject to AS 43.55.011 (o) produced by the producer during that calendar
year from leases or properties in the same area of the state as the land being explored
or the lease or property being explored or developed, respectively.

(h) For purposes of (f) and (g) of this section, an area of the state is one of the

following:
(1) land north of 68 degrees North latitude;
(2) land outside the Cook Inlet sedimentary basin not including any
CSSB 192(FIN) -10-
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land north of 68 degrees North latitude; or

(3) the Cook Inlet sedimentary basin.

* Sec. 8. AS 43.55.165(h) is amended to read:

(h) The department shall adopt regulations that provide for reasonable

methods of allocating costs between oil and gas, between gas subject to
AS 43.55.011 (o) and other gas, and between leases or properties in those
circumstances where an allocation of costs is required to determine lease expenditures
that are costs of exploring for, developing, or producing oil deposits or costs of
exploring for, developing, or producing gas deposits, or that are costs of exploring for,
developing, or producing oil or gas deposits located within different leases or
properties. When adopting a regulation for determining a reasonable method of
allocating lease expenditures between the production of oil and the production of
gas, the department shall, to the extent possible, provide for the allocation of
lease expenditures in proportion to the gross value at the point of production for

oil produced and gas produced.

* Sec. 9. AS 43.55.170 is amended by adding a new subsection to read:

(d) The department shall adopt regulations that provide for reasonable

methods of allocating the adjustments to a producer's lease expenditures in (a) of this
section and the payments and credits described in (b) of this section between oil and
gas, between gas subject to AS 43.55.011 (o) and other gas, and between leases or
properties in those circumstances where an allocation of costs is required to determine
lease expenditures that are costs of exploring for, developing, or producing oil
deposits, or costs of exploring for, developing, or producing gas deposits, or that are
costs of exploring for, developing, or producing oil or gas deposits located within
different leases or properties. When determining a reasonable method of allocating the
adjustments to a producer's lease expenditures between the production of oil and the
production of gas, the department shall consider allocating the adjustments in
proportion to the lease expenditures allocated to the production of oil and the
production of gas under regulations adopted by the department under

AS 43.55.165(h).

* Sec. 10. AS 44.25 is amended by adding a new section to read:

11- CSSB 192(FIN)
New Text Underlined [DELETED TEXT BRACKETED]



© o N o O B~ W N =

W W N DD NN DN DN DD NN NN NN
kK S5 © ® N o 0 R W N R o b kb R HEEREBRES

WORK DRAFT WORK DRAFT 27-LS1305VU

Sec. 44.25.025. Petroleum information management system, (a) The
Department of Revenue shall develop and maintain an electronic petroleum
information management system to collect, secure, distribute, store, retrieve, and
archive information related to oil and gas exploration, development, and production in
the state. The purposes of the petroleum information management system are to
improve the administration of the oil and gas production tax and to facilitate
exploration, development, and production of oil and gas resources. The petroleum
information management system shall be accessible by the public.

(b) To the extent the information is available and is not confidential, the
petroleum information management system must include the following information:

(1) unit and joint operating agreements;
(2) state oil and gas exploration licenses and oil and gas leases;
(3) for exploration activities,
(A) exploration work programs and budgets;
(B) seismic data;
(C) drilling reports;
(D) logs;
(E) well tests;
(F) geological models and maps;
(4) for development activities,
(A) development plans with operating and capital expenditure
projections;
(B) construction progress reports;
(C) drilling reports;
(D) reservoir characterization;
(5) for production activities,
(A) production work programs and budgets;
(B) oil and gas sales, revenue, and pricing;
(C) transportation agreements;
(D) production data;

(E) injection data;
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(F) operating and capital expenditures;
(G) facility maps and studies;
(6) for abandonment of oil and gas wells, leases, and production and
transportation facilities,
(A) abandonment plans and budgets;
(B) progress reports;
(7) for oil and gas related employment information,
(A) the number of resident and nonresident hires for each year;
(B) training opportunities; and
(8) other information the Department of Revenue determines necessary
and relevant to the oil and gas production tax and to the exploration, development, and
production of oil and gas resources.
(©) The Alaska Oil and Gas Conservation Commission, the Department of

Natural Resources, and the Department of Labor and Workforce Development, in

consultation with the Department of Revenue, shall provide information described in

(b) of this section that is not confidential and within the control of the commission and

each department to the Department of Revenue for inclusion in the petroleum

information management system. The information provided by the Alaska Oil and Gas

Conservation Commission or by a department under this subsection shall be in a form

suitable for the Department of Revenue to include in the petroleum information

management system.
* Sec. 11. AS 43.55.160(a)(2) is repealed.
* Sec. 12. The uncodified law of the State of Alaska is amended by adding a new section to
read:

IMPLEMENTATION OF THE PETROLEUM INFORMATION MANAGEMENT
SYSTEM. The Department of Revenue shall develop and implement a work plan for the
development of the petroleum information management system required by AS 44.25.025,
enacted by sec. 10 of this Act, so that the system is operational before January 1, 2014.

* Sec, 13. Sections 1-9 and 11 of this Act take effect January 1, 2013.
* Sec. 14. Except as provided in sec. 13 of this Act, this Act takes effect immediately under
AS 01.10.070(c).
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CS FOR SENATE BILL NO. 192(FIN)

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-SEVENTH LEGISLATURE - SECOND SESSION
BY THE SENATE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): SENATE RESOURCES COMMITTEE

A BILL
FOR AN ACT ENTITLED
"An Act relating to the oil and gas production tax; providing for a minimum tax on oil
and gas production so that the state receives a minimum production tax of 10 percent of
the gross value at the point of production for certain oil and gas production; relating to
that part of the monthly production tax on the gross value at the point of production of
oil produced by a producer that produced oil in 2008 and 2011 but did not produce a
volume of taxable oil in excess of a defined target volume or that did not produce taxable
oil before January 1, 2008, and produced taxable oil for more than seven consecutive
years during a specified time period, and providing that the applicable tax rate on the
gross value at the point of production on that category of oil production is 0.27 percent
multiplied by the number that represents the difference between the average gross value
at the point of production for a barrel of oil and $60 or, if the average gross value at the

point of production is greater than $60 above the base amount of $60, that the applicable
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tax rate is the sum of 16.2 percent and the product of 0.03 percent multiplied by the
number that represents the difference between the average monthly gross value at the
point of production for a barrel of oil and $60 above the base amount of $60, except that
the tax rate applicable to that category of oil production may not exceed 20 percent;
relating to that part of the monthly production tax on the gross value at the point of
production of oil produced by a producer that produced oil in 2008 and 2011 and
produces a volume of taxable oil for the year in excess of a defined target volume, and
providing that the applicable tax rate on the gross value at the point of production for
that category of oil production is 0.14 percent multiplied by the number that represents
the difference between that average monthly gross value at the point of production for a
barrel of oil and the base amount of $60 or, if the average gross value at the point of
production is greater than $60 above the base amount of $60, that the applicable tax rate
is the sum of 16.2 percent and the product of 0.03 percent multiplied by the number that
represents the difference between the average monthly gross value at the point of
production for a barrel of oil and $60 above the base amount of $60, except that the tax
rate applicable to that category of oil production may not exceed 20 percent; relating to
that part of the tax on the gross value at the point of production of oil produced by a
producer during the first seven consecutive years after the start of sustained production
or during the first seven consecutive years of sustained production after December 31,
2012, whichever is later, from a lease or property containing land that was not or
previously had not been within a unit or in commercial production before January 1,
2008, and providing that the applicable tax rate on the gross value at the point of
production for that category of oil is determined by multiplying the monthly gross value

at the point of production of the taxable oil produced during the month by the tax rate
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determined by multiplying 0.05 percent by the number that represents the difference
between that average monthly gross value at the point of production for a barrel of oil
and the base amount of $60, except that the tax rate determined for that category of oil
production may not exceed five percent; relating to payments of the oil and gas
production tax; relating to an adjustment to the base amount of $60 based on an
increase in the United States Consumer Price Index for all urban consumers for the
most recent year; relating to the allocation of lease expenditures and adjustments to
lease expenditures; relating to the duties of the Department of Revenue; relating to a
petroleum information management system; relating to the duties of the Alaska Oil and
Gas Conservation Commission, the Department of Natural Resources, and the
Department of Labor and Workforce Development that relate to providing the
Department of Revenue with certain information relating to oil and gas; and providing

for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43.55.011(e) is amended to read:

(e) There is levied on the producer of oil or gas a tax for all oil and gas

produced each calendar year from each lease or property in the state, less any oil and
gas the ownership or right to which is exempt from taxation or constitutes a
landowner's royalty interest. Except as otherwise provided under (f), (j), (k), and (o) of
this section, the tax is equal to the sum of

(1) the annual production tax value of the taxable oil and gas as
calculated under AS 43.55.160(a)(1) multiplied by 25 percent; and

(2) the sum, over all months of the calendar year, of the tax amounts
determined under (g) of this section on the gross value at the point of production of
oil.

* Sec. 2. AS 43.55.011(f) is repealed and reenacted to read:
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(F) Except for oil and gas subject to (i) of this section and gas subject to (o) of
this section, the provisions of this subsection apply to oil and gas produced by a
producer that had average daily oil and gas production during the most recent calendar
year of more than 50,000 BTU equivalent barrels. Notwithstanding any contrary
provision of law, a producer may not apply tax credits to reduce its total tax liability
under (e) and (g) of this section for oil and gas produced from all leases or properties
below 10 percent of the total gross value at the point of production of that oil and gas.
If the amount of tax calculated by applying the tax rates in (e) and (g) of this to the
total production tax value of the oil and gas taxable under (e) and (g) of this section
produced from all of the producer's leases or properties is less than 10 percent of the
total gross value at the point of production of that oil and gas, the tax levied by (e) and
(9) of this section for that oil and gas is equal to 10 percent of the total gross value at

the point of production of that oil and gas.

* Sec. 3. AS 43.55.011(g) is repealed and reenacted to read:

(g) For each month of the calendar year for which the producer's average
monthly gross value at the point of production for a barrel of taxable oil is above the
base amount of $60, the producer shall determine the tax for the purposes of (e)(2) of

this section as follows:

@ for oil not subject to (3) of this subsection produced by a produce

that produced oil in 2008 and 2011 but failed to produce a volume of taxable oil for
the year in excess of the target volume determined under (q) of this section, for oil not
subject to (3) of this subsection produced by a producer who did not produce oil in
2008 and 2011, and for oil production that was subject to (3) of this subsection but is
no longer subject to (3) of this subsection, the amount of tax is determined by
multiplying the monthly gross value at the point of production of the taxable oil

produced during the month by the tax rate calculated as follows:

(A) if the producer's average monthly gross value at the poin

of production for a barrel of the taxable oil for the month is not more than $60
above the base amount of $60, the tax rate is 0.27 percent multiplied by the
number that represents the difference between that average monthly gross

value at the point of production for a barrel of oil and the base amount of $60;
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or
(B) if the producer's average monthly gross value at the poi
of production for a barrel of taxable oil is more than $60 above the base
amount of $60, the tax rate is the sum of 16.2 percent and the product of 0.03
percent multiplied by the number that represents the difference between the
average monthly gross value at the point of production for a barrel of oil and
$60 above the base amount of $60, except that the tax rate determined under
this subparagraph may not exceed 20 percent;
@) for oil not subject to (3) of this subsection produced by a produc
that produced taxable oil in 2008 and 2011 and produces a volume of taxable oil for
the year in excess of the target volume determined under (q) of this section, the
amount of tax is determined by multiplying the monthly gross value at the point of
production of the taxable oil produced during the month by the tax rate calculated as
follows:
(A) if the producer's average monthly gross value at the poil
of production for a barrel of the taxable oil for the month is not more than $60
above the base amount of $60, the tax rate is 0.14 percent multiplied by the
number that represents the difference between that average monthly gross

value at the point of production for a barrel of oil and the base amount of $60;

(B) if the producer's average monthly gross value at the poi
of production for a barrel of taxable oil is more than $60 above the base
amount of $60, the tax rate is the sum of 8.4 percent and the product of 0.03
percent multiplied by the number that represents the difference between the
average monthly gross value at the point of production for a barrel of oil and
$60 above the base amount of $60, except that the tax rate determined under

this subparagraph may not exceed 10 percent;

(3) for oil produced by a producer during the first seven consecuti\
years after the start of sustained production or during the first seven consecutive years
of sustained production after December 31, 2012, whichever is later, from a lease or

property containing land that was not or previously had not been within a unit or in

5
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commercial production before January 1, 2008, the amount of tax is determined by
multiplying the monthly gross value at the point of production of the taxable oil
produced during the month by the tax rate determined by multiplying 0.05 percent by
the number that represents the difference between that average monthly gross value at
the point of production for a barrel of oil and $60, except that the tax rate determined
under this paragraph may not exceed five percent; after the rate determination of this
paragraph no longer applies, oil produced from a lease or property that was subject to
the rate determination under this paragraph is subject to the rate determination under
(1) of this subsection; in this paragraph, *‘sustained production™ has the meaning given
in AS 43.55.025(7).

* Sec. 4. AS 43.55.011 is amended by adding new subsections to read:

(p) Beginning on March 1, 2014, and on March 1 of each year thereafter, the
commissioner shall adjust the base amount of $60 in (g) of this section by the percent
increase in the annual United States Consumer Price Index for all urban consumers for
the most recent year. The index for January 2013 is the reference base index. The
commissioner shall publish the percent increase and the adjusted base amount on the
department's Internet website as soon as is practicable after the commissioner
determines the adjusted base amount. The adjustment made by the commissioner is
retroactive to January 1 of the year in which the adjustment is made. The department
shall adopt a regulation providing for the payment of the increase in an installment
payment required under AS 43.55.020(a) that results from the retroactive application
of the adjustment to the base amount of $60 in (g) of this section.

(q) For purposes of determining whether a producer is subject to (g)(1) or (2)
of this section, the target volume is determined under the following formula, where V
is the volume of the oil produced by the producer in 2011, D is the decline percentage
calculated by taking the cube root of the ratio of the volume of taxable oil produced by
the producer in 2011 to the volume of taxable oil produced by the producer in 2008,
and Y is the year, expressed in four digits, for which the target volume is being
determined:

Target Volume =V x D (Y 201)

* Sec. 5. AS 43.55.020(a) is amended to read:
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@ For a calendar year, a producer subject to tax under AS 43.55.011(e) - (i)
shall pay the tax as follows:
(1) an installment payment of the estimated tax levied by
AS 43.55.011(e) and (g), net of any tax credits applied as allowed by law, is due for
each month of the calendar year on the last day of the following month; except as
otherwise provided under (2) of this subsection, the amount of the installment payment
is the sum of the following amounts, less 1/12 of the tax credits that are allowed by
law to be applied against the tax levied by AS 43.55.011(e) for the calendar year, but
the amount of the installment payment may not be less than zero:
(A) for oil and gas produced from leases or properties in the
state outside the Cook Inlet sedimentary basin but not subject to
AS 43.55.011 (0), other than leases or properties subject to AS 43.55.011(f), the
greater of
(i) zero; or
(i) the sum of the tax determined under
AS 43.55.011(g) on the gross value at the point of production for oil
produced for the month added to the product of 25 percent and
[THE TAX RATE CALCULATED FOR THE MONTH UNDER
AS 43.55.011(g) MULTIPLIED BY] the remainder obtained by
subtracting 1/12 of the producer's adjusted lease expenditures for the
calendar year of production under AS 43.55.165 and 43.55.170 that are
deductible for the leases or properties under AS 43.55.160 from the
gross value at the point of production of the oil and gas produced from
the leases or properties during the month for which the installment
payment is calculated;
(B) for oil and gas produced from leases or properties subject
to AS 43.55.011(f), the greater [GREATEST] of
(i) 10 percent of the gross value at the point of
production for oil and gas described in AS 43.55.011(f) [ZERO;
(i) ZERO PERCENT, ONE PERCENT, TWO
PERCENT, THREE PERCENT, OR FOUR PERCENT, AS

-1

: CSSB 192(FIN)
New Text Underlined [DELETED TEXT BRACKETED]



© 00 N oo o1 b~ W N

W oW NN NN RN RN NN NN N N N
R 8 8 ® N o M N R o b bBR B G RBRKLES

WORK DRAFT

CSSB 192(FIN)

WORK DRAFT 27-LS1305\0

APPLICABLE, OF THE GROSS VALUE AT THE POINT OF
PRODUCTION OF THE OIL AND GAS] produced [FROM ALL
LEASES OR PROPERTIES] during the month for which the
installment payment is calculated; or

Oil [(ii))] the sum of the tax determined under
AS 43.55.011(g) on the gross value at the point of production for oil
produced for the month added to the product of 25 percent and the
tax rate calculated for the month under AS 43.55.011(g)
[MULTIPLIED BY] the remainder obtained by subtracting 1/12 of the
producer’'s adjusted lease expenditures for the calendar year of
production under AS 43.55.165 and 43.55.170 that are deductible for
those leases or properties under AS 43.55.160 from the gross value at
the point of production of the oil and gas produced from those leases or
properties during the month for which the installment payment is

calculated;

© for oil and gas produced from each lease or propert
subject to AS 43.55.011 (j), (k), or (0), the greater of

(i) zero; or

(i) the sum of the tax determined under
AS 43.55.011tg) on the gross value at the point of production for
the oil produced for the month added to the product of 25 percent
and [THE TAX RATE CALCULATED FOR THE MONTH UNDER
AS 43.55.011(g) MULTIPLIED BY] the remainder obtained by
subtracting 1/12 of the producer’s adjusted lease expenditures for the
calendar year of production under AS 43.55.165 and 43.55.170 that are
deductible under AS 43.55.160 for oil or gas, respectively, produced
from the lease or property from the gross value at the point of
production of the oil or gas, respectively, produced from the lease or
property during the month for which the installment payment is
calculated;

(2) an amount calculated under (1)(C) of this subsection for oil or gas
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produced from a lease or property subject to AS 43.55.011Q, (k), or (0) may not
exceed the product obtained by carrying out the calculation set out in
AS 43.55.011(j)(I) or (2) or 43.55.011(0), as applicable, for gas or set out in
AS 43.55.01 I(k)(1) or (2), as applicable, for oil, but substituting in
AS 43.55.01 1(J)()(A) or (2)(A) or 43.55.011 (0), as applicable, the amount of taxable
gas produced during the month for the amount of taxable gas produced during the
calendar year and substituting in AS 43.55.01 I(k)(1)(A) or (2)(A), as applicable, the
amount of taxable oil produced during the month for the amount of taxable oil
produced during the calendar year;
(3) an installment payment of the estimated tax levied by
AS 43.55.011 (i)for each lease or property is due for each month ofthe calendar year
on the last day of the following month; the amount of the installment payment is the
sum of
(A) the applicable tax rate for oil provided under
AS 43.55.011 (i), multiplied by the gross value at the point of production of the
oil taxable under AS 43.55.011(i) and produced from the lease or property
during the month; and
(B) the applicable tax rate for gas provided under
AS 43.55.011 (i), multiplied by the gross value at the point of production of the
gas taxable under AS 43.55.01 I(i) and produced from the lease or property
during the month;
(4) any amount of tax levied by AS 43.55.011(e) and (g) or (i), net of
any credits applied as allowed by law, that exceeds the total of the amounts due as
installment payments of estimated tax is due on March 31 of the year following the

calendar year of production.

* sec. 6. AS 43.55.160(c) is amended to read:
(©) Notwithstanding any contrary provision of AS 43.55.150, for purposes of

calculating the tax due under AS 43.55.011(gl [A MONTHLY PRODUCTION TAX
VALUE UNDER (a)(2) OF THIS SECTION], the gross value at the point of
production of the oil and gas is calculated under regulations adopted by the department

that provide for using an appropriate monthly share of the producer's costs of
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transportation for the calendar year.

* Sec. 7. AS 43.55.160 is amended by adding new subsections to read:

(f) For purposes of (a) of this section, a lease expenditure is applicable to oil
or gas produced from a lease or property, or to oil or gas produced from leases or
properties in an area of the state, if the lease expenditure is

(1) a cost to explore, develop, or produce oil or gas from that lease or
property, or to explore, develop, or produce oil or gas from one of those leases or
properties in that area of the state, respectively; and

(2) incurred on or after the commencement of commercial production
of oil or gas from the lease or property.

(g) For purposes of (a) of this section, a lease expenditure incurred during a
calendar year to explore land that is not a lease or property, or to explore or develop a
lease or property before commencement of commercial production of oil or gas from
the lease or property, shall be allocated as provided in a regulation adopted by the
department under AS 43.55.165(h) to and among oil, gas subject to AS 43.55.01 I(0),
and gas not subject to AS 43.55.01 (o) produced by the producer during that calendar
year from leases or properties in the same area of the state as the land being explored
or the lease or property being explored or developed, respectively.

(h) For purposes of (f) and (g) of this section, an area of the state is one of the
following:

(1) land north of 68 degrees North latitude;

(2) land outside the Cook Inlet sedimentary basin not including any
land north of 68 degrees North latitude; or

(3) the Cook Inlet sedimentary basin.

* Sec. 8. AS 43.55.165(h) is amended to read:

(h) The department shall adopt regulations that provide for reasonable

methods of allocating costs between oil and gas, between gas subject to
AS 43.55.011(0) and other gas, and between leases or properties in those
circumstances where an allocation of costs is required to determine lease expenditures
that are costs of exploring for, developing, or producing oil deposits or costs of

exploring for, developing, or producing gas deposits, or that are costs of exploring for,
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developing, or producing oil or gas deposits located within different leases or
properties. When adopting a regulation for determining a reasonable method of
allocating lease expenditures between the production of oil and the production of
gas, the department shall, to the extent possible, provide for the allocation of
lease expenditures in proportion to the gross value at the point of production for

oil produced and gas produced.

* Sec. 9. AS 43.55.170 is amended by adding a new subsection to read:

(d) The department shall adopt regulations that provide for reasonable

methods of allocating the adjustments to a producer’s lease expenditures in (a) of this
section and the payments and credits described in (b) of this section between oil and
gas, between gas subject to AS 43.55.011 (0) and other gas, and between leases or
properties in those circumstances where an allocation of costs is required to determine
lease expenditures that are costs of exploring for, developing, or producing oil
deposits, or costs of exploring for, developing, or producing gas deposits, or that are
costs of exploring for, developing, or producing oil or gas deposits located within
different leases or properties. When determining a reasonable method of allocating the
adjustments to a producer's lease expenditures between the production of oil and the
production of gas, the department shall consider allocating the adjustments in
proportion to the lease expenditures allocated to the production of oil and the
production of gas under regulations adopted by the department under

AS 43.55.165(h).

* Sec. 10. AS 44.25 is amended by adding a new section to read:

Sec. 44.25.025. Petroleum information management system, (a) The
Department of Revenue shall develop and maintain an electronic petroleum
information management system to collect, secure, distribute, store, retrieve, and
archive information related to oil and gas exploration, development, and production in
the state. The purposes of the petroleum information management system are to
improve the administration of the oil and gas production tax and to facilitate
exploration, development, and production of oil and gas resources. The petroleum
information management system shall be accessible by the public.

(b) To the extent the information is available and is not confidential, the
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petroleum information management system must include the following information:
(1) unit and joint operating agreements;
(2) state oil and gas exploration licenses and oil and gas leases;
(3) for exploration activities,
(A) exploration work programs and budgets;
(B) seismic data;
(C) drilling reports;
(D) logs;
(E) well tests;
(F) geological models and maps;
(4) for development activities,
(A) development plans with operating and capital expenditure
projections;
(B) construction progress reports;
(C) drilling reports;
(D) reservoir characterization;
(5) for production activities,
(A) production work programs and budgets;
(B) oil and gas sales, revenue, and pricing;
(C) transportation agreements;
(D) production data;
(E) injection data;
(F) operating and capital expenditures;
(G) facility maps and studies;
(6) for abandonment of oil and gas wells, leases, and production and
transportation facilities,
(A) abandonment plans and budgets;
(B) progress reports;
(7) for oil and gas related employment information,
(A) the number of resident and nonresident hires for each year;

(B) training opportunities; and
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(8) other information the Department of Revenue determines necessary
and relevant to the oil and gas production tax and to the exploration, development, and
production of oil and gas resources.

() The Alaska Oil and Gas Conservation Commission, the Department of

Natural Resources, and the Department of Labor and Workforce Development, in

consultation with the Department of Revenue, shall provide information described in

(b) of this section that is not confidential and within the control of the commission and

each department to the Department of Revenue for inclusion in the petroleum

information management system. The information provided by the Alaska Oil and Gas

Conservation Commission or by a department under this subsection shall be in a form

suitable for the Department of Revenue to include in the petroleum information

management system.
* Sec. 11. AS 43.55.160(a)(2) is repealed.
* Sec. 12. The uncodified law of the State of Alaska is amended by adding a new section to
read:

IMPLEMENTATION OF THE PETROLEUM INFORMATION MANAGEMENT
SYSTEM. The Department of Revenue shall develop and implement a work plan for the
development of the petroleum information management system required by AS 44.25.025,
enacted by sec. 10 of this Act, so that the system is operational before January 1, 2014.

* Sec. 13. Sections 1- 9 and 11 of this Act take effect January 1, 2013.
* Sec. 14. Except as provided in sec. 13 of this Act, this Act takes effect immediately under
AS 01.10.070(c).
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CS FOR SENATE BILL NO. 192(FIN)
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-SEVENTH LEGISLATURE - SECOND SESSION
BY THE SENATE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): SENATE RESOURCES COMMITTEE

A BILL
FOR AN ACT ENTITLED
"An Act relating to the oil and gas production tax; relating to the minimum tax on oil
and gas production; relating to the tax rates applicable to the production of oil as the
gross value at the point of production of oil increases above $65; relating to payments of
the oil and gas production tax; relating to the allocation of lease expenditures and
adjustments to lease expenditures; relating to the duties of the Department of Revenue;
relating to a petroleum information management system; relating to the duties of the
Alaska Oil and Gas Conservation Commission, the Department of Natural Resources,
and the Department of Labor and Workforce Development that relate to providing the
Department of Revenue with certain information relating to oil and gas; and providing

for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 43.55.011(e) is amended to read:
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(e) There is levied on the producer of oil or gas a tax for all oil and gas
produced each calendar year from each lease or property in the state, less any oil and
gas the ownership or right to which is exempt from taxation or constitutes a
landowner’s royalty interest. Except as otherwise provided under (f), (j), (k), and (o) of
this section, the tax is equal to the sum of

(1) the annual production tax value of the taxable oil and gas as
calculated under AS 43.55.160(a)(1) multiplied by 25 percent; and

(2) the sum, over all months of the calendar year, of the tax amounts
determined under (g) of this section on the gross value at the point of production of
oil.

* Sec. 2. AS 43.55.011(f) is repealed and reenacted to read:

() Except for oil and gas subject to (i) of this section and gas subject to (0) of
this section, the provisions of this subsection apply to oil and gas produced from each
lease or property within a unit or nonunitized reservoir that has cumulatively produced
1,000,000,000 BTU equivalent barrels of oil or gas by the close of the most recent
calendar year and from which the average daily oil and gas production from the unit or
nonunitized reservoir during the most recent calendar year exceeded 100,000 BTU
equivalent barrels. Notwithstanding any contrary provision of law, a producer may not
apply tax credits to reduce its total tax liability under (e) and (g) of this section for oil
and gas produced from all leases or properties within the unit or nonunitized reservoir
below 10 percent of the total gross value at the point of production of that oil and gas.
If the amount of tax calculated by multiplying the tax rates in (¢) and (g) of this
section by the total production tax value of the oil and gas taxable under (e) and (g) of
this section produced from all of the producer's leases or properties within the unit or
nonunitized reservoir is less than 10 percent of the total gross value at the point of
production of that oil and gas, the tax levied by (e) and (g) of this section for that oil
and gas is equal to 10 percent of the total gross value at the point of production of that

oil and gas.

* Sec. 3. AS 43.55.011(g) is repealed and reenacted to read:

(g) For each month of the calendar year for which the producer's average

monthly gross value at the point of production for a barrel of taxable oil

CSSB 192(FIN) 2.

New Text Underlined [DELETED TEXT BRACKETED]



© 0O N o o B W N R

W W N N N DN NN DN NN R R R R R R = =
REB >N RB®NPRLOBEYSLBGEREBRSES

WORK DRAFT WORK DRAFT 27-LS1305YT

(1) produced from each lease or property within a unit or nonunitized
reservoir that has been in production for more than seven years or has cumulatively
produced 1,000,000,000 barrels of oil by the close of the most recent calendar year
and from which the average daily oil and gas production from the unit or nonunitized
reservoir during the most recent calendar year exceeded 100,000 barrels of oil is more
than $65, the amount of tax for purposes of (e)(2) of this section is determined by
multiplying the monthly gross value at the point of production of the taxable oil
produced during the month by the tax rate calculated as follows:

(A) if the producer’s average monthly gross value at the point
of production for a barrel of the taxable oil for the month is not more than
$125, the tax rate is 0.25 percent multiplied by the number that represents the
difference between that average monthly gross value at the point of production
for a barrel of oil and $65; or

(B) if the producer's average monthly gross value at the point
of production for a barrel of taxable oil is more than $125, the tax rate is the
sum of 15 percent and the product of 0.05 percent multiplied by the number
that represents the difference between the average monthly gross value at the
point of production for a barrel of oil and $125, except that the sum determined
under this subparagraph may not exceed 20 percent;

(2) not included in (1) of this subsection is more than $65, the amount
of tax for purposes of (e)(2) of this section is determined by multiplying the monthly
gross value at the point of production of the taxable oil produced during the month by
the tax rate determined by multiplying 0.05 percent by the number that represents the
difference between that average monthly gross value at the point of production for a
barrel of oil and $65, except that the tax rate determined under this paragraph may not

exceed five percent.

* Sec. 4. AS 43.55.020(a) is amended to read:
€)) For a calendar year, a producer subject to tax under AS 43.55.011(e) - (i)

shall pay the tax as follows:
(1) an installment payment of the estimated tax levied by

AS 43.55.011(e) and (g). net of any tax credits applied as allowed by law, is due for
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each month of the calendar year on the last day of the following month; except as

otherwise provided under (2) of this subsection, the amount of the installment payment

is the sum of the following amounts, less 1/12 of the tax credits that are allowed by

law to be applied against the tax levied by AS 43.55.011(e) for the calendar year, but

the amount of the installment payment may not be less than zero:

CSSB 192(FIN)

(A) for oil and gas produced from leases or properties in the

state outside the Cook Inlet sedimentary basin but not subject to
AS 43.55.01 I(0), other than leases or properties subject to AS 43.55.011(f), the

greater of

(i) zero; or

(i) the sum of the tax determined under
AS 43.55.011(gf on the gross value at the point of production for oil
produced for the month added to the product of 25 percent and
[THE TAX RATE CALCULATED FOR THE MONTH UNDER
AS 43.55.011(g) MULTIPLIED BY] the remainder obtained by
subtracting 1/12 of the producer's adjusted lease expenditures for the
calendar year of production under AS 43.55.165 and 43.55.170 that are
deductible for the leases or properties under AS 43.55.160 from the
gross value at the point of production of the oil and gas produced from
the leases or properties during the month for which the installment
payment is calculated,

(B) for oil and gas produced from leases or properties subject

to AS 43.55.011(F), the greater [GREATEST] of

(i) 10 percent of the gross value at the point of
production for oil and gas described in AS 43.55.011(f) [ZERO;

(i) ZERO PERCENT, ONE PERCENT, TwWO
PERCENT, THREE PERCENT, OR FOUR PERCENT, AS
APPLICABLE, OF THE GROSS VALUE AT THE POINT OF
PRODUCTION OF THE OIL AND GAS] produced [FROM ALL
LEASES OR PROPERTIES] during the month for which the

installment payment is calculated; or

-4-
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(in [(iii))] the sum of the tax determined under
AS 43.55.011(g) on the gross value at the point of production for oil
produced for the month added to the product of 25 percent and the
tax rate calculated for the month wunder AS 43.55.011(Q)
[MULTIPLIED BY] the remainder obtained by subtracting 1/12 of the
producer's adjusted lease expenditures for the calendar year of
production under AS 43.55.165 and 43.55.170 that are deductible for
those leases or properties under AS 43.55.160 from the gross value at
the point of production of the oil and gas produced from those leases or
properties during the month for which the installment payment is

calculated;

© for oil and gas produced from each lease or property

subject to AS 43.55.01 1(j), (k), or (0), the greater of

(i) zero; or

(i) the sum of the tax determined under
AS 43.55.011(g) on the gross value at the point of production for
the oil produced for the month added to the product of 25 percent
and [THE TAX RATE CALCULATED FOR THE MONTH UNDER
AS 43.55.011(g) MULTIPLIED BY] the remainder obtained by
subtracting 1/12 of the producer's adjusted lease expenditures for the
calendar year of production under AS 43.55.165 and 43.55.170 that are
deductible under AS 43.55.160 for oil or gas, respectively, produced
from the lease or property from the gross value at the point of
production of the oil or gas, respectively, produced from the lease or
property during the month for which the installment payment is

calculated;

2 an amount calculated under (1)(C) of this subsection for oil or gas

produced from a lease or property subject to AS 43.55.011(j), (k), or (0) may not
exceed the product obtained by carrying out the calculation set out in
AS 43.55.011(j)(I) or (2) or 43.55.011(0), as applicable, for gas or set out in
AS 4355.01 1(k)(I) or (2), as applicable, for oil, but substituting in
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AS 43.55.011(j)(D(A) or (2)(A) or 43.55.01 1(0), as applicable, the amount of taxable
gas produced during the month for the amount of taxable gas produced during the
calendar year and substituting in AS 43.55.01 I(k)(1)(A) or (2)(A), as applicable, the
amount of taxable oil produced during the month for the amount of taxable oil
produced during the calendar year;
(3)an installment payment of the estimated tax levied by
AS 43.55.011 (i) for each lease or property is due for each month of the calendar year
on the last day of the following month; the amount of the installment payment is the
sum of
(A) the applicable tax rate for oil provided under
AS 43.55.01 I(i), multiplied by the gross value at the point of production of the
oil taxable under AS 43.55.011(i) and produced from the lease or property
during the month; and
(B) the applicable tax rate for gas provided under
AS 43.55.01 (i), multiplied by the gross value at the point of production of the
gas taxable under AS 43.55.011(i) and produced from the lease or property
during the month;
(4) any amount of tax levied by AS 43.55.011(e) and tel or (i), net of
anycredits applied as allowed by law, that exceeds the total of the amounts due as
installment payments of estimated tax is due on March 31 of the year following the

calendar year of production.

* Sec. 5. AS 43.55.160(c) is amended to read:
(c) Notwithstanding any contrary provision of AS 43.55.150, for purposes of

calculating the tax due under AS 43.55.011(g) [A MONTHLY PRODUCTION TAX
VALUE UNDER (a)(2) OF THIS SECTION], the gross value at the point of
production of the oil and gas is calculated under regulations adopted by the department
that provide for using an appropriate monthly share of the producer's costs of

transportation for the calendar year.

* Sec. 6. AS 43.55.160 is amended by adding new subsections to read:

(f) For purposes of (a) of this section, a lease expenditure isapplicable to oil

or gasproduced from a lease or property, or to oil or gas produced from leases or
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properties in an area of the state, if the lease expenditure is

(1) acost to explore, develop, or produce oil or gas from that lease or
property, or to explore, develop, or produce oil or gas from one of those leases or
properties in that area of the state, respectively; and

(2) incurred on or after the commencement of commercial production
of oil or gas from the lease or property.

(g) For purposes of (a) of this section, a lease expenditure incurred during a
calendar year to explore land that is not a lease or property, or to explore or develop a
lease or property before commencement of commercial production of oil or gas from
the lease or property, shall be allocated as provided in a regulation adopted by the
department under AS 43.55.165(h) to and among oil, gas subject to AS 43.55.011 (o),
and gas not subject to AS 43.55.011 (0) produced by the producer during that calendar
year from leases or properties in the same area of the state as the land being explored
or the lease or property being explored or developed, respectively.

(h) For purposes of (f) and (g) of this section, an area of the state is one of the
following:

(1) land north of 68 degrees North latitude;

(2) land outside the Cook Inlet sedimentary basin not including any
land north of 68 degrees North latitude; or

(3) the Cook Inlet sedimentary basin.

*Sec. 7. AS 43.55.165(h) is amended to read:

(h) The department shall adopt regulations that provide for reasonable

methods of allocating costs between oil and gas, between gas subject to
AS 4355.011(0) and other gas, and between leases or properties in those
circumstances where an allocation of costs is required to determine lease expenditures
that are costs of exploring for, developing, or producing oil deposits or costs of
exploring for, developing, or producing gas deposits, or that are costs of exploring for,
developing, or producing oil or gas deposits located within different leases or
properties. When adopting a regulation for determining a reasonable method of
allocating lease expenditures between the production of oil and the production of
gas, the department shall, to the extent possible, provide for the allocation of
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lease expenditures in proportion to the gross value at the point of production for
oil produced and gas produced.

* Sec. 8. AS 43.55.170 is amended by adding a new subsection to read:

(d) The department shall adopt regulations that provide for reasonable

methods of allocating the adjustments to a producer's lease expenditures in (a) of this
section and the payments and credits described in (b) of this section between oil and
gas, between gas subject to AS 43.55.01 1(0) and other gas, and between leases or
properties in those circumstances where an allocation of costs is required to determine
lease expenditures that are costs of exploring for, developing, or producing oil
deposits, or costs of exploring for, developing, or producing gas deposits, or that are
costs of exploring for, developing, or producing oil or gas deposits located within
different leases or properties. When determining a reasonable method of allocating the
adjustments to a producer’s lease expenditures between the production of oil and the
production of gas, the department shall consider allocating the adjustments in
proportion to the lease expenditures allocated to the production of oil and the
production of gas under regulations adopted by the department under
AS 43.55.165(h).

* Sec. 9. AS 44.25 is amended by adding a new section to read:

Sec. 44.25.025. Petroleum information management system, (a) The
Department of Revenue shall develop and maintain an electronic petroleum
information management system to collect, secure, distribute, store, retrieve, and
archive information related to oil and gas exploration, development, and production in
the state. The purposes of the petroleum information management system are to
improve the administration of the oil and gas production tax and to facilitate
exploration, development, and production of oil and gas resources. The petroleum

information management system shall be accessible by the public.

(b) To the extent the information is available and is not confidential, the

petroleum information management system must include the following information:
(1) unit and joint operating agreements;
(2) state oil and gas exploration licenses and oil and gas leases;

(3) for exploration activities,

CSSB 192(FIN) e

New Text Underlined [DELETED TEXT BRACKETED]



© o ~N O o b W N R

& K B B

14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

WORK DRAFT WORK DRAFT 27-LS1305YT

(A) exploration work programs and budgets;
(B) seismic data;
(C) drilling reports;
(D) logs;
(E) well tests;
(F) geological models and maps;
(4) for development activities,
(A) development plans with operating and capital expenditure
projections;
(B) construction progress reports;
(C) drilling reports;
(D) reservoir characterization;
(5) for production activities,
(A) production work programs and budgets;
(B) oil and gas sales, revenue, and pricing;
(C) transportation agreements;
(D) production data;
(E) injection data;
(F) operating and capital expenditures;
(G) facility maps and studies;
(6) for abandonment of oil and gas wells, leases, and production and
transportation facilities,
(A) abandonment plans and budgets;
(B) progress reports;
(7) for oil and gas related employment information,
(A) the number of resident and nonresident hires for each year;
(B) training opportunities; and
(8) other information the Department of Revenue determines necessary
and relevant to the oil and gas production tax and to the exploration, development, and
production of oil and gas resources.

(c) The Alaska Oil and Gas Conservation Commission, the Department of
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Natural Resources, and the Department of Labor and Workforce Development, in

consultation with the Department of Revenue, shall provide information described in

(b) ofthis section that is not confidential and within the control of the commission and

each department to the Department of Revenue for inclusion in the petroleum

information management system. The information provided by the Alaska Oil and Gas

Conservation Commission or by a department under this subsection shall be in a form

suitable for the Department of Revenue to include in the petroleum information

management system.
* Sec. 10. AS 43.55.160(a)(2) is repealed.
* Sec. 11. The uncodified law of the State of Alaska is amended by adding a new section to
read:

IMPLEMENTATION OF THE PETROLEUM INFORMATION MANAGEMENT
SYSTEM. The Department of Revenue shall develop and implement a work plan for the
development of the petroleum information management system required by AS 44.25.025,
enacted by sec. 9 of this Act, so that the system is operational before January 1, 2014.

* Sec. 12. This Act takes effect January 1, 2013.
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