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1. Calculating the Production Tax Liability.

2. How Does the Basic Progressivity Calculation
Work?

3. What are Some of the Problems with
Progressivity?

2/15/2013
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ACES Tax Liability =

[Production Tax Value *Tax Rate] - Credits

e Production Tax Value = (Value - Costs)

O Value = Volume of Taxable Oil & Gas Produced * Wellhead Value

0 Costs = Operating Expenditures + Capital Expenditures

e Tax Rate =25% +0.4% forevery s1 per barrel that this “net income
exceeds $30, Up t0$92.50, then 0.1%

e Credits = (20% *Capital Expenditures~1)+ (20% *Eligible Transition
Expenditures)™) + Small Producer Credit 3

Q) Spread over two years
(2) Limited to those credits earned while the PPT was in effect and could not be used

3) Credit is for companies producing less than 100,000 bbls/day. Available up to $12 million for North Slope and/or Cook Inlet
Producers, and $6 million for production outside of North Slope and Cook Inlet annually. Small producer credits cannot be
redeemed for cash certificates or carried forward.

Alaska Department of Revenue



k - The Progressivity Function CDOR

e Found In AS 43.55.011 (g)
e Based on the Production Tax Value (PTV)

e When the PTV exceeds $30 per barrel of ol
equivalent (BOE) the tax is levied at:
- 4% per dollar until the PTV/bbl = $92.50
- .1% per dollar that the PTV/bbl is greater than $92.50
- Maximum rate of 50% (in addition to 25% base tax)

e Calculated monthly
e A single statewide calculation on all oil and gas

2/15/2013



Progressivity: How it is Calculated.

® Based on page 108 Of ANS West Coast Price: $109.61
Tran rtation Costs: -$8.81
the 2012 Fall Revenue SRR R
Sources Book. GVPP: $100.80
e Taxable Production:

Deductible Lease Expend:

170,262,000

—_ Operating: -$16.32
‘GVPP—Gross V alue a't b 9 $
Capital: -$19.61
the Point of Produwuction.
PTV = v .0 a0 ction Tax Production Tax Value (PTV): $64.87
V alue.
Base Tax (25%): $16.22

2/15/2013 Illustration of tax calculation based on FY 2014 assumptions, Fall 2012 RSB appendix D-lc
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HS|~ Progressivity: How it is Calculated. /jjQ |,

Calculating the Progressivity with a PTV/bbl =$64.87
e $64.87 - $30 =$34.87

e Because the PTV/bbl <$92.50

e $34.87 x .004 ~13.95%

The 13.95% progressive tax is then applied to the PTV/bbl of $64.87 not to the
$34.87

$64.87 x 13.95% =$9.05 per barrel

Therefore: the $9.05 progressive tax +$16.22 (25%) base tax =$25.27
production tax per barrel before credits.

Multiplied by the taxable production (170,262,000 bbls) =$4,302 million



Observations

» Progressivity increases the overall tax rate as the

overall profitability (before state and federal income
taxes) rises.

e Remember, progressivity is company specific and each
company will have a different exposure because
progressivity Is sensitive to:

—The all price.
—Spending.
— Production.

e Progressivity is only one part of what makes the overall
system progressive; it is not a factor at low oll prices.

2/15/72013



Example 1. New Capital Spending In
Fiscal Year 2014

® BaSEd on page 108 Of the ANS West Coast Price: $109.61
2012 Fa” Revenue Transportation Costs: -$8.81
Sources Book.

e Taxable Production: GVPP: $100.80
170,262,000.

e Increased Capltal Deductible Lease Expend:
spending by $500 million
from $3,338.6 million to Operating: -$16.32
$3,836.6 million. Capital: $22.55

e CAPEX per barrel goes |
.I:rom $1961 tO $2255 Production Tax Value (PTV): $61.93
per barrel.

Base Tax (25%): $15.48

2/15/2013 Illustration of tax calculation based on FY 2014 assumptions, Fall 2012 RSB appendix D-lc



Example 1: New Capital Spending in
Fiscal Year 2014

Calculating the Progressivity with a PTV/bbl = $61.93

 $61.93-$30 =$31.93

. Because the PTV/bbl < $92.50

e $31.93 x .004 * 12.77%

The 12.77% progressive tax isthen applied to the PTV/bbl of $61.93 not to the $31.93

$61.93 x 12.77% = $7.91 per barrel

Therefore: the $7.91 progressive tax + $15.48 (25%) base tax = $23.39 production tax
per barrel before credits.

Multiplied by the taxable production (170,262,000) = $3,983 million

Therefore - capital spending went up $500 million and state revenues went down
$319 million before considering the credits.



e Progressivity based on the net production tax
Incentivizes spending.

e The level ofthe incentive depends on the price of
oil and the cost structure of the investor not the
project's economics.

e The value ofthe deduction often exceeds the
value of the tax credits.

e This benefit is only available to incumbent

producers and doesn't create a level playing field
with new entrants.

2/15/2013 10



Example 2: New Capital Spending in/ilnnx
Fiscal Year 2014 with lower oil price\v%

e Based on page 108 of the ANS West Coast Price: $99.61
2012 Fa-" Revenue Sources Transportation Costs: -$8.81
Book.

e Taxable Production: GVPP: $90.80
170,262,000.

® Oll PrlceS deCIlne $1O to Deductible Lease Expend:
$99.61

e Increased capital spending o perating: $16.32
by $500 million from Capital: 52255
$3,338.6 million to $3,836.6
million

Production Tax Value (PTV): $51.93

e CAPEX per barrel goes from
$19.61 to $22.55 per barrel.

Base Tax (25%): $12.98

2/15/2013 Illustration of tax calculation based on FY 2014 assumptions, Fall 2012 RSB appendix D-lc



Example 2: New Capital Spending in
Fiscal Year 2014 with lower oll price

Calculating the Progressivity with a PTV/bbl = $51.95
. $51.93-$30 = $21.93

+ Because the PTV/bbl < $92.50

e $21.93 x.004 «8.77%

$51.93 x8.77% = $4.56 per barrel

Therefore: the $4.56 progressive tax + $12.98 (25%) base tax = $17.54 production tax per barrel
before credits.

Multiplied by the taxable production (170,262,000) = $2,986 million

The same equation run without the additional capital spending (Capital at $19.61 / bbl) derives
$3,265 million.

Therefore the benefit of the deduction of an additional $500 million in capital spending at an oil
price of $109.61 was $319 million but at an oil price of $99.61 was $279 million.

12



Observations

e Since the value of a deduction is dependent on the price of
oil it is very difficult for a company to predict the va ue of
the deduction especially with long lead time projects.

= The reduction In taxes Is temporary, since as soon as the
spending is done the tax rate rises back to the higher rate.

= This effect can potentially create misalignments amongst
working interest owners in the same field.
- If one working Interest owner is spending and another isn't,
then the value of the Incremental spending to the company that
Is already spending will be less than to the one that isn't.
e Greater incentive to spend at higher prices than at lower

prices - the opposite of what is needed to make projects
economic.

2/15/72013 13



Example 3: Cutting Costs | DOR:

e Again, based on page
108 of the 2012 Fall
Revenue Sources Book.

e Taxable Oil Production:
170,262,000

e Reduce the capital cost
per barrel by $5.

ANS West Coast Price: $109.61
Transportation Costs: -$8.81
GVPP: $100.80

Deductible Lease Expend:

Operating: -$16.32

Capital: -$14.61

Production Tax Value (PTV): $69.87

Base Tax (25%): $17.47

2/15/2013 Illustration of tax calculation based on FY 2014 assumptions, Fall 2012 RSB appendix D-lc



Example 3: Cutting Costs (DOR!

o W_gsséiiv*

Calculating the Progressivity with a PTV/bbl = $69.87
« $69.87 - $30 = $39.87

e Because the PTV/bbl < $92.50

e $39.87 x.004 ~ 15.95%

$69.87 x 15.95% =$11.14 per barrel

Therefore: the $11.14 progressive tax + $17.47 (25%) base tax = $28.61 production tax per
barrel before credits.

Before the cost savings, taxes per barrel were $25.27

Therefore a reduction in capital cost per barrel of $5 leads to a tax increase of $3.34 per
barrel.

With progressivity, producer keeps $1.66 ofthe $5 in cost savings ($5-$3.34); without
progressivity, producer keeps $3.75 ofthe $5 in cost savings ($5-$1.25)

15



Observations

When cutting costs increases taxes it creates
distortions in decision making and behavior.

Technology that improves economic value will
create the same effect as cutting costs because it
Increases the production tax value and therefore,
the progressive tax rate.

Similarly, things that reduce the production tax
value reduce the tax rate.

Much stronger incentive to keep costs under
control without progressivity - good for both
producer and state.

2/15/72013
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Example 4: Gas sales
(the decoupling dilemma)

Based on page 108 of the ANS West Coast Price: $93.39
2012 Fa-" Revenue Sources Transportation Costs: -$13.60
Book.

Taxable Production: GVPP: $79.79
170,262,000.

Plus gas sale of 1 BCF/day Deductible Lease Expend:
(60,833,333 BOE for year)

Gas prlce Of $8/ mmboe Operating: -$16.32
and transportation of $4.50 ., ... 1961
/ mmboe

Costs per BOE same as for
oll - for illustration
purposes

Production Tax Value (PTV): $43.86

Base Tax (25%): $10.97

Illustration of tax calculation based on FY 2014 assumptions, Fall 2012 RSB appendix D-lc

17



Gas sales: The Decoupling Dilemma

The "Decoupling” problem was identified and thoroughly discussed during the 26th

Alaska Legislature.

Fundamentally, it isa problem exacerbated by the net based progressive function
when a high value product (light oil) is blended with a low value product (gas).

For the purposes of this example, we assumed 1 BCF/ day of gas sales in addition

to FY 14 oil production.

Gas price for the purpose of the example will be $8 per mmbtu (6 mmbtu =

barrel of oil equivalent). With transportation costs of $4.50 per mmbtu.
170,262,000 barrels of taxable oil are sold at $109.61 per barrel.
60,833,333 "barrels" of gas are sold at $48 per BOE.

This gives us a blended price of $93.39 per BOE and lower overall revenues.

-  GVPP/ BOE falls from $100.80 to $79.79

e due to both lower value and higher transport costs for gas
- Progressive tax rate falls from 13.95% to 5.55%
- Revenue before credits falls from $4,302 billion to $3,096 billion

This is an illustration only to demonstrate the decoupling dilemma.

1
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Summary

e Progressivity is not simple:

2/15/2013

It reduces the cash margin per barrel in ways that
leaves Alaska uncompetitive.

It is highly sensitive—making it difficult to predict for
the State of Alaska and taxpayers.

It creates misalignments between working interest
owners based on individual spending programs.

It incentivizes spending—but not necessarily
Investments that lead to production.

It mutes the incentive to save costs or utilize
technology.

It creates the decoupling dilemma.

19



Progressivity Inhibits a North Slope/

decline turnaround at high prices \
Hstarica Al AradLctionQunves with Nomired W Rice

5 l.ooo

0.000 0
% % % % % % % % % % % % \

Texas mAlaska *North Dakota mAlberta e e+ Price - WTI nominal
2/15/7201;



Thank You

Alaska Department of Revenue



Senate Resources Committee

Testimony re: SB 21/HB72
Feb. 18, 2013

J. Patrick Foley
Land and External Affairs Manager
Incoming President, Pioneer Natural Resources, Alaska

NYSE: PXD

www.pxd.com


http://www.pxd.com

Forward Looking Statements CAONEER

Except for historical information contained herein, the statements, charts and graphs
in this presentation are forward-looking statements that are made pursuant to the
Safe Harbor Provisions of the Private Securities Litigation Reform Act of 1995.
Forward-looking statements and the business prospects of Pioneer are subject to a
number of risks and uncertainties that may cause Pioneer's actual results in future
periods to differ materially from the forward-looking statements. These risks and
uncertainties include, among other things, volatility of commodity prices, product
supply and demand, competition, the ability to obtain environmental and other
permits and the timing thereof, other government regulation or action; the ability to
obtain approvals from third parties and negotiate agreements with third parties on
mutually acceptable terms, international operations and associated international
political and economic instability, litigation, the costs and results of drilling and
operations, availability of equipment, services and personnel required to complete the
Company's operating activities, access to and availability of transportation,
processing and refining facilities, Pioneer's ability to replace reserves, implement its
business plans or complete its development activities as scheduled, access to and cost
of capital, the financial strength of counterparties to Pioneer's credit facility and
derivative contracts and the purchasers of Pioneer's oil, NCL and gas production,
uncertainties about estimates of reserves and resource potential and the ability to
add proved reserves in the future, the assumptions underlying production forecasts,
quality of technical data, environmental and weather risks, including the possible
impacts of climate change, and acts of war or terrorism. These and other risks are
described in Pioneer's 10-K and 10-Cl Reports and other filings with the Securities and
Exchange Commission. In addition, Pioneer may be subject to currently unforeseen
risks that may have a materially adverse impact on it. Pioneer undertakes no duty to
publicly update these statements except as required by law.



Presentation Overview

m Pioneer overview

m Importance of a healthy industry
m Competition for capital

m SB 21/HB 72

m Incentives for Alaskan investments

m Closing thoughts

PIONEER



Pioneer NaturaljjResources

Corporate overview:

m $19 Billion enterprise value

m -3,500 employees

m 33 Billion capital budget

m  $2 Billion cash flow from operations
m Leading performer in peer group
North Slope |

| Horizontal WolfcampShale H Eagle Ford Shale  \ |

_J Operating Areas

PIONEER

~NATURAL RESOURCES

Alaska Operations Overview:

lstindependent operator on North
Slope

70+ full-time Alaska employees

$14+ million in annual wages
(employees)

150 - 300 Alaska contract workers
-$180 million 2013 capital budget
- 6,000 BOPD gross production

- 40% production growth
anticipated for 2014



Pioneer Alaska Profile: Oooguruk CAONEER

Exploration:

m 11 exploration wells 02 -’05

m 1 commercial project

Oooguruk Quick Facts:

m 70% Pioneer (operator) : 30% Eni
m -~$1 billion capital invested

m 12+ million barrels produced

m  ~$270 million in credits received

(~7 % of total credits issued by the state)

Oooguruk Project and Fiscal Policy Timeline

Exploration Sanction Const. Production Nuna?

The ELF
SB21/HB



W hat's Next?

Nuna Project:

Nuna-1 well drilled in 2012

-50 MMBO of resource potential
Nuna-2 drilling underway

Phase I development overview

- Q3 2013 sanction decision

- ~8%1 Billion capital required
- 2015 first oll

- 14 MBOIPD peak production

- Jobs and economic impact

Potential for 2rd drill site

Must compete for limited capital
against low-risk, fast-cycle
projects in Lower 48

iarrison

. PIONEER

~NATURAL RESOURCES

Island Drill Site

Nuna Onshore
Drill Site



PIONEER

Com petition For AIaSka _An Independent’s VieW ANATURAL RESOURCES

Alaska Relative to Lower 48 Resource Plays:

[ |
Resource Alaska Lower 48

Resource Report Card

Resouree Rotertid / /
Resaurce Gonpetitian

Gadagic Rsk

Al Bes

Regatay Rooess Bese /
Lard Ayisition /

f e (i
mrroTitamuly
Alaska Lower 48

Profitability Report Card

Gde Tines /Pajeadk

Becution Hsk

Qperaticrd Hexdhlity

Qperating Margirs /



Pioneer Competitive Resource Opportunities

WOLFCAVP / SFRAERRY

$1,650 MM Drilling Program
627 MMBOE Proven

Vertical Program
20 Wells ("13)
+1.5 BBOE Net Potential

Wolfcamp / Soraberry
30-40 Wells (*13)
+3.0 BBOE Net Potential

Wolfcamp Joint Interest Area
Drilling Programd)
120 wells (‘14)
+1.6B BBOE Net Potential

2013 Production (Growth):
75-80 MBOEPD (+14-21%)

>401igs umirng
=200 drilling locatias

PIONEER

~NATURAL RESOURCES

Barett Sde Cono

$185 AAM Drilling Program
33 MMBOE Proved
+300 MMBOE Net Potential

2013 Production (Growth):
9-12 MBOEPD (+22

Eege Fad SHe

$575 AAM Drilling Program

116 AAMBBOE Proved
86 Wells (‘13)
+340 MMBOE Net Potential

2013 Prodk ction (Qonth):
BLMED (136 3%



2013E Capital Spending and Cash Flow1

m Capital Program of $3.0 B
includes:

- Drilling capital: 2.75 B total
e $190 MM Alaska

(7% of pioneer drilling
capital)

m Capital program funded

from:

- $2.0 Boperating cash flow
- $0.6 Bjoint interest cash flow (2)

- $0.4 B capital markets

Cash Flow

Sensitivity to Commodity Prices ($ MM)

00 7000 0100) 0 10000 11000 1200
NYMEX Oil Price ($/Bbl)

2013 capital bessd on
$8/H ail ard SRE/MVBILI GBS

1) Capital spending excludes acquisitions, asset retirement obligations, capitalized interest and G&G G&A
2) Pioneer incurs 100% of capital costs from January 1< through estimated closing date of June 1st; Pioneer will be reimbursed by Sinochem for 40% of
this amount as an adjustment at closing (not credited to cost incurred); Sinochem pays 40% of capital costs and carries Pioneer for 75% of Pioneer’s

60% of capital costs post closing

PIONEER

~NATURAL RESOURCES



SB 21 / HB 72

Governors Guiding Principles

* Tax policy must be fair to
Alaskans

* Any changes to oil taxes should,
when taken together, be geared
to foster new production

e Changes should result in a more
simple tax system and restore
balance to our fiscal system

e Tax policy must make Alaska
competitive for the long-term

. PIONEER

~NATURAL RESOURCES

Positives:

Elimination of progressivity
Small producer credit extension
Gross revenue exclusion (GRE)

Escalating loss carry forward credit

Negatives:

Disadvantages smaller new projects
Loss of capital credits

Complicated carried-forward loss
calculation

No GRE for legacy fields

Advantage to legacy producers may
motivate consolidation of assets

10



PIONEER

Relative Rankings

NATURAL RESOURCES
Enterprise Value (Bn$)

450

400

350

300

250

200

150 i

Private
100 Companies

(Data not available)

50
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PIONEER

W hat is an Independent Oil and Gas Company? ANATURAL RESOURCES

Independents 1

- A non-integrated company “While their [smaller
Independents] production may
not seem significant, their

economic impact is. Some
- Come in large, medium and small varieties companies would have had to

- Primarily in the exploration and production side
of the industry (limited downstream)

- -18,000 companies in U.S. move their work to North Dakota
- . ) if it wasn’t for them.”
- Accounted for 2.1 million U.S. jobs in 2010

- First to drill in the offshore -Doug Smith, president, Little Red Services,

Testimony before TAPS Throughput

- Often first to adopt and develop new Committee Jan 13, 2013

technologies

- Independents account for 65% of total natural
gas production and 45% of total oil production in

the United States
“Independents compete on

- Independents drill close to 94% of America’s oil growth”
and natural gas wells

H : . -Tony Reinsch, PFC Energy
FInanCIaI Market Drlvers TAPS Throughput Decline Committee
- Independents are rewarded for production 1/31/13

growth and debt management

1 Source: The Economic Contribution of the Onshore Independent Oil and
Natural Gas Producers to the US Economy, IHS Global insight(USA), Inc, April

2011 12



PIONEER

Eagle Ford Operators and Companies NATLRAL RESOURCES

mAbraxas Petroleum aAlta Mesa Holdings aAnadarko aApache
Corp. aAruba Petroleum aAurora resources aAustin
Exploration (Aus-Tex Expl.) aBHP Billiton «BP aCabot Oil & Gas
mCarrizo Oil & Gas aChaparral Energy aChesapeake Energy
mCinco Resources mClayton Williams Energy BComstock
Resources aConocoPhillips- (Burlington Resources) raCNOOC
(China National Offshore Qil Corporation)aCrimson Exploration
mDevon Energy akagle Ford Oil & Gas Corp. bH Paso aEnduring
Resources aEnerjex Resources b EOG Resources aEscondido
Resources aEspada Operating aExxon-XTOaForest Oil aGAIL
(Gas Authority of India Limited) aGeoResources Inc. mGoodrich
Petroleum aGlobal Petroleum aHess Corporation aHilcorp
Resources aHunt Oil aJadela Oil aJapan Petroleum Exploration
= KNOC (Korea National Oil Corporation) aLaredo Energy al ewis
Energy Group (BP Partner) aLonestar Resources alucas Energy
m Magnum Hunter Resources aMarathon Oil aMarubeni
Corporation (Hunt Qil Partner) aMatador Resources mMitsui
mMurphy Oil aNewfield Exploration aNFR Energy aPenn
Virginia Corp aPeregrine Petroleum a PetroHawk a PetroQuest
mPioneer Natural Resources aPlains Exploration & Production
mRedemption Qil & Gas a Reliance Industries aRiley Exploration
mRock Oil Company aRosetta Resources aSan Isidro
Development (Acquired by Chesapeake)aSanchez Energy
mSandstone Energy, LLC mSaxon Oil Company aShell ibSM
Energy (St. Mary Land & Exploration)aStatoil aStrand Energy
mStrike Energy aSwift Energy aTalisman Energy aTexon
Petroleum aTidal Petroleum aTXCO Resources (Now, Newfield
& Anadarko)aUnit Corporation aU.S. Energy Corp. aWeber
Energy aWEJCO E&P aZaZa Energy

S/boe costs (Capex, Opex)

Conventiondl - Texas
Convertiondl « Louisiama
Unconvertional - Bamett - Texas
Unconventional - Haynesville - Louisianna
Unconventional - Eagleford - Texes
New Light Ol Alaska
MoHHigh Cost Development Alaska
Hh Cost Developent - Alaska

O 10 Z) SO 40 5C

m capex * Opex

Source: Alaska Discussion Slides, PFC Energy 212 February ]1,2013

http://eaglefordshale.com/companies/ I 3


http://eaglefordshale.com/companies/

PIONEER

SB21/HB72: Econ One Initial Project Evaluation ANATURAL RESOURCES

econ
Annual State Revenues and Producer Cash Flows at $100 West Coast ANS

Light Conventional Oil Alaska Development G\E
New Participant in Alaska

ACES SB21/HB72
$400
200
ii
I
2 (200) ol — — I 4 Total Cash Flows (SB21A4B72) $1,574M
NPV-12 (SB21/HB72) $309M +S115MM
(400) e Total Cash Flows (ACES) $981M
I 1 1 1 | ProducerCash Flows NPV-12 (ACES) $192m
(600)
1 2 3 4 5 6 7 8 9 1011 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29
$400
200
0
a
c
o]
1. (200) Total Revenues (SB21/HB72)  $1,629M
NPV-12 (SB21/HB72) $486M
(400) Total Revenues (ACES) $2,540M
NPV-12 (ACES) $666M
(600)
Econ One Research 42

14



Typical New Project Spend Profile ANETLQ'EEEECBS

Bqoenditures and Production by Year

mm
6,000

-

4,000

2,000

o

12 13 14 15 16 17 18 19 20 21 22

1 2 3 4 5 6 7 8 9 10 11 23 24 25

Palantir mmm Facilities mmmDrilling mmm Lease Opcosts Project Production

Typicd Pgect (after discovary):
1st year: front end engineering work
2nd year: 10096 of capital spent on facilities
3rd year: 75%bcapital is for facility work
Drilling begins late in 3rdyear, no production until 4th year
4th year: production begins
Peak production rate occurs during 5Sthyear after start of production
15



New Entrant - Stand Alone Project PIONEER

DISCOUNTED AFTER TAX CASH FLOW ($100/bbl ANS)

Under SB21 a standalone producer has to source more upfront capital in exchange for greater upside later L _] Pa I antir
MBOD
v 400 140 16
9 e
A -$92MM
aces B 80 12
1 300 / 60
250 40
sB21 111 20 8
200 K1K mSHI .
Credits & Upside
150 //// BTy Deductions  Gained 4
100 / st LUbl
50
0 H..w.,28 52 T7 T2 IT n 0 0 0 0 0
50 4)
-100 ®
-150
-200 12
-250
-300 (16)
*<>73 *>rs *°76 *Or> *0Ja *0j9 /N n n n N n n N * *(Bo *03]j *033 *O *(Bs ?Be N *(Ba
«»A CES Stand Alone ATCF mmmCredits & Deductions mmmGreater Upside Rate MBOPD
Held assunptias:
< 50 MMBO field NPV-12
= $1 billion Capex Gross revenue exclusion
= $10-$20/bbl variable Opex Small producer credit

= $100 ANS West Coast

16



Current Small Producer

DISCOUNTED AFTERTAX CASH FLOW ($100/bbl ANS)
Under SB21 a midsize producer has to source more upfront capital in exchange for greater upside later

(o]
0

i
\*

400
350
300
250
200
150
100

50

ACES
SB21 P M
%013 *7S*0le*07>*07s*0Ja*030 %03 *0A A A A *QA A

ACES Stand Alone ATCF

Held assunptias:

< 50 MMBO field

= $1 billion Capex

= $10-$20/bbl variable Opex
= $100 ANS West Coast

iCredits & Dedutions

= NPV-12
= Gross revenue exclusion
< Small producer credit

A\ A\ *03q *03j "

mGreater Upside

PIONEER

NATURAL RESOURCES

O Palantir

MBOD

16

SIS

©
o

-$66MM 12

B 8

Credits & Upside
Deductions Gained 4
Lost

° 38

oB

=0 0
@

G
(12)

(16)
AN~ *03e *03? 2038

Rate MBOPD
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Current Large Producer with GRE PIONEER

DISCOUNTED AFTERTAX CASH ALOW(SI00/d AN)

Under SB21 a large producer with gross value exemption Q Palantir
has to source more upfront capital in exchange for greater upside later VEOD
400 Lo oo e oo — S e 70 16
350 60 -$13M M
200  ACES M | L n b . 12
30
1 . Wiii mom HHI 1(6
00 SB2l FH L +8 o« N 0 . 8
/ Credits & Upside
150 Deductions  Gained 4
100 / . LUbI
50
0 MS Ml , Ms 22 17 12 & 4. 2- +  +-r 0
50 @
-100
-150 ®
-200 (12)
-250
-300 (16)

*13 *0U *0Js ?07e ?07>*Oja *OIQ 2d3q *03; ~ ~ ~ ~ ~ A~ A~ A 03g*03?2"~ A~ *03K*03$*03¢"~ A

ACES Stand Alone ATCF 1Credits & Deductions 1Greater Upside Rate MBOPD
Held assuptias:
< 50 MMBO field NPV-12
= $1 billion Capex Gross revenue exclusion
= $10-$20/bbl variable Opex Small producer credit

= $100 ANS West Coast



New Field: ACES vs. SB21/HB 72 Summary PIONEER

$140,000
$120,000
$100,000
$80,000
$60,000
$40,000

$20,000

New Entrant Small Producer Large Producer w/ GRE

| Credits & Deductions Lost = Upside Gained



Industry Spending on North Slope TONEER

Alaska Department of
Revenue:

5 year look back

= Godl: toamswer cxaital
oiture questios
ating to aredits

= Al industry caata
exoenditures by categary
= Categorized caitdl
equerd caa
m@/(ﬂf(IBIS

ated to crecht
gdicatias

Source: Dept, of Revenue presentation to
the Senate Resources Committee, Feb. 13,
2012

2/13/2012 Alaska Department of Revenue



PIONEER

Fostering New Production: Why Credits Matter ANATURAL RESOURCES

B Benefits to State Purpose of Tax Credit

- Credits encourage activity Provisions:

 Jobs, direct and indirect (9X multiplier)

“The fiscal impact of the tax
* More wells . .

credits was an investment
« More oil incentive that state must
« More royalties, taxes and throughput offer to secure a ‘long-term
stream of oil.

. Beneflts to Developer - Senate Finance Committee 5/13/2003

Source: DOR Presentation to Senate Resources

- Reduces investor risk :
Committee 2/13/2012

- Improves small project economics
- Improves financial performance

» Doesn’t increase debt
- Builds healthy industry

- Strengthens competitiveness

22



SB 21 Closing Thoughts:

Pros

Eliminates progressivity

» Shares upside potential

* Improves competitiveness
GRE reduces tax for new oil

Extends small producer credit

Cons

Elimination of credits increases investor risk

* Requires more upfront capital
Does not simplify tax calculations

* Complex carried-forward loss calculations
Does not strongly motivate additional investment

Does not create balance/equities among investors

SB 21 / HB 72 Suggestions

Targeted incentives for well related costs
Targeted incentives for new facilities (time limited)

Redeemable / transferable credits for new projects

Expand use of the gross revenue exclusion (legacy fields)

Simplify carry-forward loss calculation

PIONEER



2/18/2013

OIL & GAS: Senate Resources

FUELING Committee - SB 21
A GA ALAsKA'S
ECO NO M Y Kara Moriarty, Executive Director



AO G A M em ber Com panies

PIONEER *

NATURAL RESOURCES ALASKA

Statoil
d p a c¢c h e H
A
TESORO
Chevron
petroleum

AOGA | Work Together. Together.

E?£onMobil

bp
Alyesko pigglifig
F1int H irtts
RE5 UUUUUU
Alaska

2/18/2013



Alaska North Sope ProdLction

FY 2000-2012 and Forecasted FY 2013-2022

10

o
fee}

Millions barrels per day
o
(o))

o
~

forecast

| Currently producing

New oil

2016 2018 2020 2022

Source: Department of Revenue - Dec. 2012

2/18/2013



2/18/2013

Governor Lays out Principles for Oil Tax Reform

A nchorage D aily New s, \]an 6, 2013
Reform must:

« Be fair to Alaskans
e Encourage new oil production
e Be simple and restore balance

e Be durable and long-term in nature

AOGA | Work Together. Together.



2/18/2013

Governor Lays out Principles for Oil Tax Reform

Anchorage D aily New s, \]an. 6, 2013:
Reform must:

« Be fair to Alaskans

e Encourage new oil production

e Be simple and restore balance

e Be durable and long-term in nature

e AOGA Recommendation: Avoid changes that

artifically create “w inners & losers”

AOGA | Work Together. Together.



S B 21 Com ponent: Progressivity

 AOGA supports the elimination of
progressivity

1) Progressivity attacks and destroys one
of the few strategic advantages that
Alaska has, which lies In its economic
remoteness.

2) Progressivity bring extraordinary
complexity to the tax.

AOGA | Work Together. Together.

2/18/2013
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S B 21 Com ponent: Tax Credits

There Is no tax credit liability for the State until
the investor invests here

1) AOGA does not support repeal of Qualified
Capital Expenditure Credits (QCE)

a) Elimination of QCE would undo significant part of
competitive environment

b) Repeal likely creates “winners & losers”

AQGA | Work Together. Together.



SB 21 Component: Tax Credits

2) AOGA supports extension of Sm all-producer

tax credit

- Attracts new players to Alaska

- From testimony...has made a material difference for

some companies

3) AOGA Recommendation: Extend exploration

credits as well
- Support for the same reason as small-producer credit
- Exploration credits bring about exploration in a timely

fashion

AOGA | Work Together. Together.

2/18/2013
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SB 21 Component: Tax Credits

4) AOGAoOpposes the currentproposal to bar
almost completely the transferability of “Lo ss

Carry Forward”credit
'10 year shelf life is unrealistically short

-AOGA Recommendation:

Increase the shelflife to 15 years

AOCUI | Work Together. Together.



SB 21 Component: Gross Revenue Exclusion (GRE)

AOGA supports concept, butconcerned itwillnot

apply to majority ofcurrentproduction

- Misses 80-90 percent of potential production

- Fields likely to lose out from GRE: Prudhoe Bay,
Kuparuk, Lisburne, Milne Point, Endicott, Niakuk, Point Mclintyre,
Alpine, PBU Satellite fields (Aurora, Borealis, Midnight Sun, North
Prudhoe Bay, Orion, and Polaris) and Kuparuk satellites

(Meltwater, NEWS, Tabasco, Tarn and West Sak)

AOGA Recom mendation:

M ore needs to be done for these fields

AOGA | Work Together. Together.

2/18/2013
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EstirPa ed Un%s%?vered Conventional Qil Resources
on Alaska Nortnh Slope

Economically

Technically Recoverable Resources Recoverable

P95 Mean P5 @ $90/bbl
(Million Barrels)
@ @) ®) “
Central North Slope 2,800 3,400 3,900 3,000
Beaufort Sea 400 8,200 23,200 5,800
Chukchi Sea 2,300 15,400 40,100 9,900
NPRA 400 900 1,700 500
ANWR 5,900 10,400 15,200 9,900
38,300 29,100

Total

Source:
USGS Reports 2011-1103 and 2009-1112;

2/18/2013

econ

Expected
Typical
Field Size

32-64

64- 128

BOEM, Assessment of undiscovered technically recoverable oil and gas resources ofthe nation's outer continental shelf.

Econ One Research

AGXxA | Work Together. Together.

11



Components NotAddressed in SB 21

1) Minimum TaxX

AOGA Recommendation: Minimum Tax should be
repealed.

2) Statute of Limitations & Statutory Interest

At 3years: $0.38

$1 00 X [(1 +011 /4)~4 COMPouncinds Per Year times 3 years)

= $1.00 X [1.38478- 1]= $0.38.

At 6 years: $0.92

$100 X [(1 + 0. |1/4/4compoundings per year times 6 years) _

= $1.00 x [1.91763- 1] = $0.92.

AIQGA | Work Together. Together.

2/18/2013
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Components NotAddressed in SB 21

2) Statute of Limitations & Statutory Interest

- Itis the combination of a 6-year statute of limitation plus
the minimum 11% interest rate that is harmful.
- 6-year statute of limitations also creates uncertainty and

complicated audit assessments due to inconsistent terms in

regulation and inability to predict DOR’s calculations

-AOGA Recommendation: Either shorten the period for
DOR determinations from 6 years back to 3 years, or eliminate
the 11% minimum interestrate, or both

AOGA | Work Together. Together.



Components NotAddressed in SB 21

3) Joint-interest Billings:

- Instead of one audit of the expenses by a joint venture
(found in a joint-interest billing) for any given period, DOR audits
each participant separately for its respective share of the same

pool of expenses

-AOGA Recommendation: Restore language specifically
authorizing DOR torely onjoint-interest billings ifitchooses to do
SO.

AIQGA | Work Together. Together.

2/18/2013
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AOGA Supports Components ofSB 21

Cornerstone for significant and crucial
tax reform

-Support the elimination of progressivity

-Support the concept of gross revenue

exclusions

-Support the extension of the small

producer tax credit

AQGA | Work Together. Together.



2/18/2013

AOGA Concerns with SB 21

Serious concerns with how the bill addresses tax
credits (QCE elimination, no extension of exploration

credit, and changing the loss carry forward credit)

Gross Revenue Exclusions should be expanded to fit

the majority of projects in legacy fields

Identified other ways to improve policy (repeal
minimum tax, change statute of Ilimitations/interest

rate, and allow DOR to use joint-interest billings)

AQGA | Work Together. Together.

16



Alaska No

2000

-

th Slope

2002 2004

Production

2006

2008

2010

2012

2014

2016 2018 2020 2022

Source: Department of Revenue - Dec. 2012

2/18/2013
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Senate Resources Committee
Presentation on B 21

AVCG
(Alaska Venture Capital Group, LLC)

Ken Thompson, AVCG Co-Owner/Investor
February 18, 2013

AGENDA
*"Top 10" Facts About AVCG
* Land Position And Drilling Successes
» Capital Needs And Capital Fundraising
* Production Growth Possible
* What Can Most Help Us To Grow Production?



"Top 10" Quick Facts About AVCG JV LLC

1) Startup company (1999), restricted only to Alaska North Slope E&P...no current oil production

2) 105,000 acres in 3 core areas on North Slope in JV Partnership with Ramshorn Exploration

3) ~$ 190 MM invested to date in Alaska North Slope projects

4) Formed Anchorage technical/operations subsidiary, Brooks Range Petroleum Corporation (2004)

5) 6 discovery wells - 3 by AVCG/Ramshorn operated by BRPC - 3 drilled byother companies
(N Shore #1, Tofkat & N Tarn/Mustang - acquired Pete's Wicked, Pt Storkerson & E Mickelson)

6) 4 development projects in permitting/conceptual engineering stage

(44 MMBO Mustang Field anchor development...construction currently underway)
7) 4 State approved unitized blocks (45,000 unitized - 60,000 non-unitized)

8) 570 square miles of modern 3D seismic

(330 square miles of proprietary 3D shot by BRPC - 240 square miles purchased from others and re-processed)

9) AVCG/Ramshorn wells operated by BRPC account for 28% of all exploration activity on State
land over last 6 years (10 of 36 wells drilled from 2007-12)

10) First production and oil cash flow predicted on startup of Mustang in 3Q 2014



North Slope Leasehold Position AVCG LLC

Beechey Point Unit

Kachemach Unit

Tofkat Unit ) . .
Badami Unit Expansion

S. Miluveach Unit

Non-unitized Acreage



North Slope Drilling Results And Success

Tofkat Unit

~40 MMBO Kup C, ~ 20 MMBO Jurassic

Offset Alpine & Nanuq fields

Ran 3D after drilling indicates Kup C may extend
into Nanuq field

3 delineation wells drilled

Returning to delineate in Q 12014

COP drilled 4 wells into Jurassic at Nanuq

Less than 1 mile to Alpine CC pipeline

Upside defined in Brookian, new leases Nov 2012

FIRST OIL 2015 or 2016

Kachemach Unit

Beechey Point Unit

~ 26 MMBO Kup C & Ivishak

Adjacent to Prudhoe Bay and Midnight Sun

3-D definition on traps

3 discovery wells

Substantial commercial opportunities within drilling reach
East Shore prospect analog is Midnight Sun

Lease block win Nov 2011 increases resource expectations

FIRST OIL 2016

3-D seismic evaluation

Exploration drilling planning

S. Miluveach Unit- Mustang/ Appaloosa

44 MMBO Kup C Mustang, ~ 37 MMBO Appaloosa
Extension to KRU field

N Tarn well penetrated reservoir 2011, re-entered &
tested 2012 (20+ Kup C discovery)

N Tarn #1A confirmed quality C sand 10+ ft. oil test
Drilled confirmation Mustang #1 2012 20+ ft.
Confirmed communication with KRU 2M

Common carrier pipeline 700" from production pad

200 sg. miles proprietary 3D + 240 WBA license 3D
FRST OIL 2014

Badami Unit Expansion

~ 16 MMBO Flaxman Sst

Project area located between Badami & Pt. Thomson

E Mikkelson #1 tested 250 BOPD un-stimulated

Improved reservoir setting to Badami

Horizontal development strategy

Facilities and pipeline capacity in close proximity- no need
to build facilities

Pt. Thomson sand upside

FARST OIL 2015 or 2016

AV CG



AVCG CAPITAL FUNDRAISING EFFORTS I AVCG LLC

1)

2)

3)

4)

JV partners have spent $190+ MM to date, seeking additional third party capital to spread

capital risk, particularly for AVCG which is asmall company
a) AVCG seeking additional $100 MM for Mustang development project (aveg 38.6% working interest)

b) AVCG seeking an additional $150 MM commitment spread over 5 years for a continuous North Slope exploration
drilling program of 3-4 wildcats per year (avcg 50% working interest)

Have been working on the fundraising effort since September 2011
a) Hired world-class energy advisory firm, Tudor Pickering & Holt, to assist
b) Mailed materials, followed up with phone calls to 210 producers and private equity firms
c) Only 19 (9%) of the 210 firms showed an interest in investing in Alaska, asking for management presentations
d) Ofthe 19, only two companies and their investment partners remain interested
e) Discussions with these two contenders continue but are uncertain...both have asked to follow AK Legislative process
and the outcome on taxation certainty

Results have been eye opening about how other producers and private equity funds look at

capital investing in Alaska..."t/?ree 800-pound gorillas blocking the door to entry to most"
a) Pursuing Lower 48 source rock plays as perceive higher reserve stakes, lower capital spending risk, easier and faster
permitting, and less time from drilling to production startup (e.g., NY PE firms)
b) Source rocks plays, for many companies, allow sufficient reserve additions for them to stop conventional exploration
c) State taxation seen by most interviewed as "most complex and unfair” of any state. Progressivity likened to 80s’
Federal Windfall Profits Taxes that sent activity and jobs to foreign countries...ACES" bad PR cannot be overcome

But on the positive side...two companies remain interested and in discussions

a)  Feel "sweet spots™ of Lower 48 source rocks have been leased...re-interested in conventional exploration and Alaska
is seen as the "last frontier™ for onshore, U.S. exploration

b) AVCG/Ramshorn portfolio seen as a good mix of near-term development projects with positive cash flow by 3Q 2014
and mid- to long-term exploration upside

c)  The current development tax credits show the state has a stake in the game, lowers producer's eventual capital
needs and exposure...but state's investment returned via royalties and production taxes after startup

d) Belief in our confidence that the AK Legislature will make positive change to the oil tax structure in 2013



M ustang Development Production Curve AVCG LLC

Avg. Daily Production

2013 -

2014 7,116.4

2015 14,8415

12 producers - 11 injectors 2016 15,2735

15,000 BOPD 2017 12,772.0

2018 9,679.2

2019 7,721.3

2020 6,311.0

2021 5,158.3

2022 4,448.3

Backfill Mustang decline with 2023 4,023.3

production expansion from 2024 3,638.9

area success 2025 3.291.2

2026 2,976.8

2027 2,692.4

2028 2,435.1

2029 2,202.5

2030 1,992.0

2031 1,801.7
i i i [ r

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2028 2029 2030 2031

Wells Gross Cost
Exploration Dirilling 0 Already made

Development Drilling 23 $ (345,000,000)
Production Facility 1 $ (232,000,000)
TOTAL COST $ (577,000,000)

THIS CAPITAL OF —7$225 MM /YR COMPARES TO CONOCOPHILLIPS'OF —$750 MM /YR



Portfolio Production Plot AVCG LLC

Production Profile

(Mbbls/d)

m Mustang «Tofkat Beechey Point m Telemark aAppaloosa
60

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Between 2012 and 2011, North Slope oil production declined 50,768 BOPD. Developments such as
these, if repeated, could potentially help replace production fall off...AND ACHIEVE "NO DECLINE!
And these results representthose of only one small independent startup!

Note: Mustang delineated and development underway. Tokfat, Beechey Point; Telemark, Appallosa require delineation before sanctioning...not risked.

/



Current Investment, New Entrant Incentives Impactful | AVCG LLC

Qualified Capital Expenditures (QCE)

e 20% QCE tax credit for capital expenditures

* 50% of credit year 1 other 50% in year 2

« Credits do not expire and can be held, sold to third parties or sold
back to the state.

Carry Forward Loss (CFL) Credits

« 25% credit based on calendar year losses

e 50% of credit in year 1 other 50% in year 2

« Credits do not expire and can be sold to third parties or sold back
to the state

Small Producer Credit

« Small producers (less than 50,000 BOPD)

e Entitled to a $12MM per year production tax credit

e Credit is in effect for 10 years after start of production(need to start
production by 2016 to qualify).



Importance Of Tax Credits To Our Companies I AVCG LLC

AVCG/Ramshorn JV has invested $190+ MM to date
For this investment, JV has received refunded state credits totaling $69 MM

ALL CREDITS HAVE BEEN RE-DEPLOYED ON THE NORTH SLOPE FOR NEW
SEISMIC AND DRILLING...NONE HAS BEEN DIVIDENDED TO OWNERS

Credits re-deployed has allowed in some years the drilling of 3 wells instead
of 2...or 2 wells instead of |...and has expedited development, PV of Mustang

State will receive all credits back plus some within the first year of production

from Mustang...not only credits received on Mustang but all the $69 MM of
credits received on all AVCG/Ramshorn projects for the past few years

State will ultimately receive $1.2 billion in revenues from Mustang in terms of
royalties, production taxes, etc. vs. their investment of $69 MM credits

Presence of credits have allowed a new company to share the capital burden
with the state of Alaska...and is helping in attracting new funding...in return
for the state receiving future new revenues of $1.2 billion



W hat Can Most Help Us To Grow Production Re SB 217 | AVCG I—I—C

1)

2)

3)

4)

5)

6)

7)

8)

Do not eliminate 20% development tax credits on 12/31/13 but extend 43.55.023(a))
a)  Option 1: extend through end of 2014 or 2015 for all of industry
b)  Option 2: grandfather new approved development projects for credits until production start date
C) Option 3: or for "small producers™ extend to 2022...similar to the "Small Producer Credits" extension to 2022 being
considered (43.55.024(c))
d)  Option 4: certainly keep for those companies without current production until their first production start date

Allow for tax credit certificate payment in single year 43.55.023(a))

SB 21 contemplates eliminating Keep Carry Forward Loss Credit payments in cash...but keep CFL's

payable in cash for "small producers” or certainly those without current production 43.55.023(v))
Extend "Small Producer Credits" to 2022 (43.55.024(c))

Eliminate progressivity, maintain 25% base tax rate but resolve low oil price take scenario (43.55.011())
a) Progressivity single biggest "Fear Factor" externally about Alaska oil and gas production taxes...negative PR Outside

Allow 40% capital credit for all intangible well work not only for Cook Inlet but also for NS 43.55.023)
a)  Will increase well workovers and recompletions to stimulate more production, and potentially increase exploration

For new oil tax calculation, approve "20% Gross Revenue Exclusion"” but amend HB 21 to not limit
to non-unit lands post-2003...consider granting to new oil on all lands with 1/6 royalty (43.55.i60;

New idea notin SB 21: To increase pace of exploration drilling on North Slope, allow same

exploration well tax credits as now allowed for the Cook Inlet...a "conditional” 30-40% credit
a) AVCG/Ramshorn has never received any exploration well tax credits under AS 43.55.025...we drilled risky exploration wells
but none outside the 25-mile unit buffer (last of these credits last granted in 1994? And only for 22 wells in 1983-94?)

b) Adopt the same exploration well tax credit rules for the North Slope as currently exist for Cook Inlet
. 30% of the cost of an exploratory well if well target is pre-approved as an exploration well (use SEC definition?)...OR
. Credit increased from 30% to 40% if pre-approved as an exploration well AND well is at least 10 miles from any unit boundary

10



Brooks Range Petroleum Corporation

Presentation for:

Senate Resources Comm ittee
SB 21
Bart Arm field, Chief Operating O fficer

February 18, 2013

A y \\

Brooks Range Petroleum



SB 21 Support / Considerations

AS 43.55.023(a)

AS

AS

AS

AS

AS

S

43.55.

43.55.

43.55.

43.55.

43.55.

Allows for certificate payment in single year
Eliminates 023 credits after 12/31/13 (consider extension or .023 (I) redefinition of .025

to include exploration projects )

023 (I) (suggest adoption for North Slope )

Allows 40% capital credit for all intangible well work (consider adoption )

011 (e)

Eliminates progressivity maintains 25% base tax

023(b)
After 12/31/13, CFL credits no longer redeemed for cash must apply to tax burden

15 % interest on unused credits

024(c)

Extends Small Producer Credits to 2022

160
Gross Revenue Exclusion

"Does not contain land that was in a unit on January 1, 2003" (consider adjustment)

S Support # Consider Adjustment A A \
Brads Rae Rardeum



Reasons for Entering Alaska

e L48 oil price, reduced cash flows, lack of quality prospect inventory

. In 2000, oil price had dipped to very low levels

. Lower 48 average wells struggled to generate breakeven cash flow
. Prospect reserve base was not very attractive
. Deals were few and those that were being shopped didn't impact CFfor risk

e Drivers to Increase Cash Flow

. Big reserves with high production rates increases cash flow

. Acceptable cost of doing business

. Tax policy was not an impact consideration - ELF

. Expected eventual cycle change in focus with some majors lessening activity and

independents entering as occurred in;

Mid-continent, Rocky Mountains, Gulf of Mexico, North Sea

3 A A\
Bads Rae Rardeum



What does Alaska have to offer ?7?

W orld class reserve base
Accessible infrastructure

Costenvironment

Relative Oil Price
Meaningful SOA credit structure
Impacts of tax policy
Perception oftax consequences

Confidence in a5to 10 year business plan

ANA  LOAR4S

A A\
Brods Rarge Rdrdeum



Why more players are not in Alaska

3 Key Elements

Aggressive desire to be in Alaska

Knowledge base to understand

Financial capacity to fully execute

What Is the Reality

Most are content with core areas

High oil price provides superior cash flows
Established relationships with knowledgeable
investors and traditional capital sources
Insufficient cause to compel a change in their
operational focus

Many would prefer to control own destiny
Question internal geologic expertise for Alaska
Deficiencies of staff operational competence
Lack of fiscal comprehension

Unable to model minimum 5 year business plan
that is consistent

Current capital commitments on other projects
Alaska requires VERY patient capital

Perception that majors control and inability or
reluctance to compete

"Alada Ban educatioal process'”

5

A A\

Bads Rae Rardeum



Credits have helped keep us in the game

Qualified Capital Expenditures

20% QCE tax credit for capital expenditures

50% of crediltyear 1 other 50% in year 2

Credits do n<Dt expire and can be held, sold to

third parties or sold back to the state.

SPC - .024 (d)

Small Producer Credit

Small producers (less than 50,000 BOPD)

Entitled to a $12MM per year production tax

credit.

Credit is in effect for 10 years after start of

production

(need to start production by 2016 to qualify).

CFL - .023 (b)

Carry Forward Loss Credits
25% credit based on calendar year losses
50% of credit in year 1 other 50% in year 2

Credits do not expire and can be sold to third

parties or sold back to the state.

EIC - .025

Exploration Incentive Credits

40% credit depending on well location and the

prospect traits.

Can take EIC credit or the QCE credits, but not
both.

Work needs to be complete by July 1, 2016 to
qualify.

BRPC has never received this for exploration wells

A A\
Brads Rage Rdrdeum



AS 43.55.025 Limitations - 25 Mile Unit Buffer With 3 Mile Well Buffer



Tax Credits History & Forecast

$1,200
BRPC refunded credits TOTAL $ 69 M M
$1,000
$800
$615
$386
$600 490
$935 $
$360
$412
$400
$333
$200 $450 $353
BRPC Credit: $360 5490
1t $250
Received $193
<2009-18 MM $109
2009 -25 MM
2010 -10 MM Pre-2009 2009 2010 2011 2012 2013 2014+
2011 -7 MM
2012 -5 MM Tax Credit Certificates Refunded Credits Applied Against Production Tax Liability
2013 -3 MM
* Estimated pending final true-ups
** Fall 2012 Revenue Source Forecast
A A\

Brads Rarge Rerdeum



Impacts to Mustang Development Funding

350.0
300.0
250.0
200.0
150.0
100.0

50.0

350.0
300.0
250.0
200.0
150.0

100.0

20

ACES

1 20.3

Sunk

SB 21

1 SOA

61.2

2013

1 SOA

61.2

| BRPC

L,

| BRPC

63.5

2014

14

60.0

2015-16

21576,

700.0

600.0

200.0

100.0

700.0

600.0

500.0

400.0

300.0

200.0

100.0

li SOA

| BRPC

Under ACES, Mustang
SOA revenues
$1.2B Life of Field

Requires $ 123.4 MM
additional funding not
planned in sanction
process

A > A\

Brooks Range Petroleum



Forecast by Development Project

Mustang Development

Appaloosa Development

Tofkat Development

Beechey Point Development

Badami Expansion

Peak Throughput

14,806

12,722

8,667

12,000

6,900

55,095
Annual Average SOA Revenues
10 new entrants replicated

Annual Average SOA Revenues

10

SOA Rev. ( B)

1.2

1.0

0.7

0.9

4.4

0.293

10

2.933

Includes $ 561 MM
in credit support

A A\
Brads Rage Rdrdaum



Combined Development Projects and Throughput Forecast

1 A A\
Bads Rae Rardeum



One Size Does NOT Fit ALL

> Legacy Tier

> Mid-size Production and Development Tier

> Exploration and Discovery Tier

> New Entrants Tier

A A\
Brods Rage Rrdeum



SB 21 Support / Considerations

AS 43.55.023(a)
S Allows for certificate payment in single year
Eliminates 023 credits after 12/31/13 (consider extension or .023 (l) redefinition of .025

to include exploration projects )

AS 43.55.023 (lI) (suggest adoption for North Slope )

S Allows 40% capital credit for all intangible well work (consider adoption )

AS 43.55.011 (e)

S Eliminates progressivity maintains 25% base tax

AS 43.55.023(b)

. After 12/31/13, CFL credits no longer redeemed for cash must apply to tax burden

S 15 % interest on unused credits

AS 43.55.024(c)

S Extends Small Producer Credits to 2022

AS 43.55.160
S Gross Revenue Exclusion

. "Does not contain land that was in a unit on January 1, 2003" (consider adjustm ent)

S Support # Consider Adjustment yVy'Vx

Brooks Range Petroleum



TESTIMONY ON SB 21
by
THOMAS K. WILLIAMS
SENIOR ROYALTY AND TAX COUNSEL
BP EXPLORATION (ALASKA) INC.
to the
SENATE RESOURCES COMMITTEE

20 FEBRUARY 2013

Madame Chair, Members of the Committee:

Good Afternoon. For the record, my name is Thomas K. Williams and | am Senior Roy-
alty and Tax Counsel for BP Exploration (Alaska) Inc. Thank you for inviting us here to testify
on Senate Bill 21, which has been introduced by Governor Parnell and proposes to amend the so-
called “ACES” production tax on oil and gas produced in Alaska.

There are three primary changes that SB 21 would make to ACES: one, repeal
progressivity, which we think is good; two, change the system of tax credits that now exists,
which threatens to harm some producers even if it may help others; and three, create a new
“gross revenue exclusion” for new production that we view as innovative but largely
misdirected. My testimony today will review these changes in the context of the tax issues that
my employer faces under the present tax, which the Governor and apparently the entire
Legislature, with the introduction of Senate Bill 50, agree needs to be reformed.

First, progressivity. As you know, progressivity is a sliding-rate tax that runs quickly up
to a 25% rate and then rises more slowly above 25 percent. It is in addition to the basic 25% tax
that is also levied on the “production tax value” of a producer’s taxable production. Repealing
progressivity is a good idea for a number of reasons, which AOG A has identified in its testimony
on Monday and which other taxpayers will probably present to you as well. Many of those
objections are for effects from progressivity that were intentional as part of the way progressivity
was designed. What I'd like to do today is to describe two significant, unintended effects of
progressivity that seem largely unknown and even less understood. | have eight slides to present
that will show you exactly what these unintended consequences are.

To begin, let me quickly review how the tax is calculated for the example | will use.

Bbl $/bbl
USWC Price $1,000,000 10,000 $100.00
T ransportation $150,000 10,000 $15.00
GVPP $850,000 10,000 $85.00
Field Expense $300,000 10,000 $30.00
PTV $550,000 10,000 $55.00

25% Base Tax $137,500
Prog'y Rate 10.000%
Prog'y Tax $55,000
Total Tax $192,500

Slide 1. How ACES works



If you look at this first slide, you will see the tax calculation for a hypothetical producer with
10,000 barrels of oil who sells it on the West Coast for $100 a barrel and receives a million
dollars. It cost $150,000 - or $15 a barrel - to transport that oil from the field in Alaska to the
West Coast, which leaves $850,000 as the gross value at the point of production or “GVPP.”
The producer had $300,000 of allowable lease expenditures, or field expense, to produce the oil,
which leaves a taxable production tax value, or “PTV,” of $550,000 or $55 a barrel. The base
tax is 25% ofthe PTV, or $137,500.

The progressivity rate equals four tenths of a percentage point times the difference
between $30 and the producer’s PTV per barrel. Here the difference between $30 and $55 is
$25, and $25 times four tenths of a point per dollar equals 10 percent. Ten percent of $550,000
is $55,000 of progressivity tax. That plus the base tax of $137,500 equals a total tax of $192,-
500. So far there is nothing here that is new to you.

So now let me begin to show you something you probably have not seen before. This
scenario is not about what the producer has actually produced, but about an evaluation of what
could happen from the development of a new reservoir or field if the investment is made. And
let’s suppose that this producer sees three different ways that she could potentially improve this
investment. One is that she knows of a buyer willing to pay a premium of a dollar a barrel for
the oil delivered on the West Coast, the second is a way to save $20,000 in transportation costs,
and the third is a way to cut the costs for field operations by $30,000. If she can do all three,
what is the change in the tax?

Base
Base As Case Revised
Case Revision Revised Bbl $/Bbl $/Bbl Change in Tax
USWC Price $1,000,000 $10,000 $1,010,000 10,000 $100.00 $101.00 $35,640 Al 3
Transportation ~ $150,000  ($20,000) $130,000 10,000 $15.00 $13.00
GVPP $850,000 $880,000 10,000 $85.00 $88.00
Field Expense $300,000  ($30,000) $270,000 10,000 $30.00 $27.00
PTV $550,000 $610,000 10,000 $55.00 $61.00
25% Base Tax $137,500 $152,500
Progy Rate 10.000% 12.400%
Prog'y Tax $55,000 $75,640
Total Tax $192,500 $228,140
Change intax $35,640

Slide 2. Example - The three changes together

In this slide we see the three changes. The extra dollar a barrel in the price increases the sales
revenue from the oil to $1,010,000. The transportation savings reduces that cost from $150,000
to $130,000. Between the increased price and the transportation savings, the GVPP of the oil
back in the field is $880,000 instead of $850,000. And the reduction in upstream lease
expenditures raises the taxable PTV by another $30,000, for a total increase in PTV of $60,000
from $550,000 to $610,000.

The 25% base tax is now $152,500 instead of $137,500. And with PTV per barrel now
$61, the progressivity rate is $61 minus $30, or $31, times four tenths of a percentage point per
dollar, or 12.4 percent. Twelve-point-four percent of $610,000 is $75,640, and the total tax is
$228,140 instead of $192,500. This is an increase of $35,640.
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I have highlighted this change in yellow and recorded it in the upper right comer of the
slide in order to keep it on screen so we can remember what it was, because in this scenario the
producer next asks what the tax change is separately for each of these improvements to the
investment. This next slide shows the change resulting only from the extra dollar in the West
Coast price.

Base
Base As Case Revised
Case Revision Revised Bbl $/Bbl $/Bbl Change in Tax
USWC Price $1,000,000 $10,000 $1,010,000 10,000 $100.00 $101.00 $35,640 Al 3
Transportation $150,000 $150,000 10,000 $15.00 $15.00
GVPP $850,000 $860,000 10,000 $85.00 $86.00 $5,740  Price
Field Expense  $300,000 $300,000 10,000 $30.00 $30.00
PTV $550,000 $560,000 10,000 $55.00 $56.00
25% Base Tax $137,500 $140,000
Prog'y Rate 10.000% 10.400%
Prog'y Tax $55,000 $58,240
Total Tax  $192,500 $198,240
Change intax $5,740

Slide 3 Example - Price change only

The higher price increases the sales proceeds by $10,000 to $1,010,000. And as you go down
the “As Revised” column you see this $10,000 flowing down into the $860,000 GVPP and then
into the taxable PTV, raising it to $560,000. The 25% base tax on $560,000 is $140,000. The
progressivity rate is $56 minus $30, or $26, times four tenths of a percentage point per dollar,
which is 10.4 percent. Ten-point-four percent of $560,000 is $58,240 and the total tax is
$198,240, an increase of $5,740 from the base case. Again, | have recorded this at the right side
of the table so we can remember what it is without having to flip back and forth between slides.

The next slide shows the change in tax from the $20,000 savings in transportation costs.

Base
Base As Case Revised
Case Revision Revised Bbl $/Bbl $/Bbl Change in Tax
USWC Price  $1,000,000 $1,000,000 10,000 $100.00 $100.00 $35,640 A3
Transportation $150,000  ($20,000) $130,000 10,000 $15.00 $13.00
GVPP $850,000 $870,000 10,000 $85.00 $87.00 $5,740 Price
Field Expense ~ $300,000 $300,000 10,000 $30.00 $30.00 $11,560 Transpo
PTV $550,000 $570,000 10,000 $55.00 $57.00
25% Base Tax $137,500 $142,500
Prog'y Rate 10.000% 10.800%
Prog'y Tax $55,000 $61,560
Total Tax $192,500 $204,060
Change intax - $11,560

Slide 4. Example - Transportation cost savings

The $20,000 again flows straight down into the taxable PTV, increasing it from $550,000 to
$570,000. The progressivity rate is now $57 dollars minus $30, or $27, times four tenths of a
percentage point per dollar or 10.8 percent. That plus the 25% base rate on $570,000 of PTV
yields a total tax of $204,060, an increase of $11,560 from the base case. This, too, | have
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recorced onthe right sicke of the tade.

Finally, this next slide shows the effect of saving $30,000 in field expense. The PTV in-
creases by $30,000 to $580,000, the progressivity rate is 11.2 percent. The base tax and progres-

sivity add up to $209,960 — an increase of $17,460 from the base case.

Base
Base As Case Revised
Case Revision Revised Bbl $/Bbl $/Bbl Change in Tax
USWC Price $1,000,000 $1,000,000 10,000 $100.00 $100.00 $35,640 Al 3
Transportation $150,000 $150,000 10,000 $15.00 $15.00
GVPP $850,000 $850,000 10,000 $85.00 $85.00 $5,740 Price
Field Expense $300,000 ($30,000) $270,000 10,000 $30.00 $27.00 $11,560 Transpo.
PTV $550,000 $580,000 10,000 $55.00 $58.00 $17,460 Lease Exp
25% Base Tax $137,500 $145,000 $34,760
Prog'y Rate 10.000% 11.200%
Prog'y Tax $55,000 $64,960
Total Tax $192,500 $209,960
Change in tax - $17,460

Slide 5. Whole is greater than the sum of its parts

And here at last, this slide shows what it is that you probably have not seen before.

The

sum for the three changes separately is $34,760, which is in bold font to make it easier to spot.
This is less than the $35,640 change in tax when all three are factored in at once (also in bold
font). In other words, with progressivity, the whole is greater than the sum of its parts.

And that’s not all. The amount of tax that is calculated for each individual part changes,
depending on what order you look at them. Here’s a slide that looks at the $20,000 savings in

transportation cost and the $30,000 reduction in field expense together.

Base
Base As Case Revised
Case Revision Revised Bbl $/Bbl $/Bbl Change in Tax
USWC Price $1,000,000 $1,000,000 10,000 $100.00 $100.00 $11,560 Transpo. Only
T ransportation $150,000 ($20,000) $130,000 10,000 $15.00 $13.00 $17,460 Field Exp. Only
GVPP $850,000 $870,000 10,000 $85.00 $87.00
Field Expense $300,000 ($30,000) $270,000 10,000 $30.00 $27.00 $11,560 Transpo. 1st
PTV $550,000 $600,000 10,000 $55.00 $60.00 $17,940 Field Exp.2nd
25% Base Tax $137,500 $150,000 $29,500
Prog'y Rate 10.000% 12.000%
Prog'y Tax $55,000 $72,000 $12,040 Transpo. 2nd
Total Tax $192,500 $222,000 $17,460 Field Exp.1st
Change in tax - $29,500 $29,500

that is $150,000.

tenths of a percentage point per dollar, or 12 percent, times $600,000, which is $72,000.
From the previous cases where we considered each

Slide 6. ACES’s continuously changing tax effect

total tax change from the two is $29,500.
cost reduction separately, the tax increase with transportation only was $11,560 and for field

B
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The two cost reductions together increase PTV by $50,000, to $600,000. The base tax on
Progressivity for $60 of PTV per barrel is $60 minus $30, or $30, times four
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expense only was $17,460, and these appear in the upper right of the slide.

If we look at transportation first, it is equivalent to looking at it standing alone, and we
have already calculated what that is — $11,560. So $11,560 of the combined $29,500 tax
increase is from the change in transportation cost, and the rest - $17,940 - is for the change in
field expense. But this means the field expense is almost $500 greater than what it is when it’s
standing alone. And if you reverse the order, then the field-expense tax increase is the same as
when it stands alone, but now the tax increase for the transportation savings is different —
$12,040 instead of the $11,560 when it stands alone or is taken first.

What we have done here on this sixth slide is to look at the pair of cost savings for down-
stream transportation and upstream lease expenditures, and we’ve looked at that pair first, ahead
of the change in market price. If we go back to the previous slide, we see that if we take trans-
portation first and subtract its $5,740 from the total $35,640 tax effect for all three, then that
leaves a different number - $29,900 - for this pair of changes instead of the $29,500 we have
here on slide six when we calculate that pair back first.

There is nothing special about this particular pair of changes that creates this difference.
There would be a similar difference if we pair price with transportation or price with lease
expenditures. With either one, we’d get one set of tax effects for this pair if we calculate them
first, and a different set of tax effects if we calculate the effect of the unpaired change first. And,
as here, within each pair, there is a different cost for each change in that pairing depending on
whether its effect is calculated first or the other’s effect is first.

These examples involve atriplet of categories of change that could be made to improve
the economics of the project: an increase in price, a reduction in transportation costs to market,
and greater efficiency in field operations. But | have simplified these examples by using lease
expenditures genetically as a single cost category. In the real world a would-be investor would
look at capital expenditures separately from operating costs because the timing for when the two
kinds of cost are incurred is different and - especially important in the context of analyzing tax
effects - the capex generates a 20% Qualified Capital Expenditure tax credit in addition to
changing the PTV and the progressivity rate. So there are really four categories of change to
look at: changes in sales price, changes in transportation costs, changes in operating expense, and
changes in capital expenditures.

For each one of these four categories, its respective tax effect can be calculated separately
from the other three, either ahead of them or after them. And each such triplet of changes has the
same analysis and the same variations in tax effect for individual changes that we have seen in
the entire analysis that we have just gone through in this and the four earlier slides — namely,
the tax effect for the entire triplet being greater than the sum of the effects for the individual cate-
gories in it; the different amount for the unpaired category in each triplet relative to the pair of
other categories, depending on whether the effect of the pair is calculated first or second; and
within each such pair, the different amount depending on which category in that pair is calculat-
ed first. Each of these numerous variations and combinations will divide the $35,640 total tax
effect up into a different set of amounts calculated for the four categories. Yet even with all those
sets of calculated amounts for the categories, none of those sets will add up to the tax effect for
all the changes taken together as a whole.
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And all this complexity doesn’t begin to reflect the likelihood that there may well be sev-
eral different changes that could be made within one or more of these four basic cost categories.

These bizarre effects are not mere abstract curiosities. If you are an investor and you
have a variety of ways to try to improve the performance of an investment, these effects from
progressivity mean there is no single correct answer about how much each one changes the tax
and improves the investment. The more ways you have to improve the investment, the more the
change in tax for each one depends on where you put it in the sequence of calculating the
changes for all of the opportunities. This is because each opportunity in that sequence not only
increases the PTV, but it also increases the progressivity rate applicable to the base case PTV
plus all the PTV that has been added by the prior opportunities in the sequence.

Interestingly, the Department of Revenue has exactly the same problem when it audits a
taxpayer and makes multiple changes to figures reported on the tax return and increases the
amount of tax. The auditor can quantify the whole tax increase from all the changes, but he or
she cannot make a definitively correct determination of the amount of any one of those changes.
A taxpayer might have an interesting time in an appeal having an auditor admit, issue by issue,
that there is no correct amount for each one.

There is a second important consequence of progressivity that was generally unintended
or is greater than intended. | call it a tax on price volatility because it increases the tax when
prices change during a tax year even though the total PTV is exactly the same as if the prices had
stayed constant at the average price for the year.

PTV Prog'v'y

per VMM PTV Prog'v'y Tax

Bbl bbl (SMM) Rate $MM)
Jan  $61.25 2.00 $122.50 12.50% $15.31

Feb 61.25 2.00 122.50 12.50% 15.31
Mar 61.25 2.00 122.50 12.50% 15.31
Apr 61.25 2.00 122.50 12.50% 15.31
May 61.25 2.00 122.50 12.50% 15.31
Jun 61.25 2.00 122.50 12.50% 15.31
Jul 61.25 2.00 122.50 12.50% 15.31
Aug 61.25 2.00 122.50 12.50% 15.31
Sep 61.25 2.00 122.50 12.50% 15.31
Oct 61.25 2.00 122.50 12.50% 15.31
Nov 61.25 2.00 122.50 12.50% 15.31
Dec 61.25 2.00 122.50 12.50% 15.31
Full Year $61.25 24.00 $1,470.00 $183.75

Slide 7. Flat price scenario

On this slide we see such a “flat price” scenario. To fit conveniently within the space available
in a slide, the table omits columns for West Coast prices, transportation costs and field expenses,
and starts instead with the PTV that is calculated from them. Here the PTV is $61.25 per barrel,
and with 2 million barrels of production a month, the amount of the taxable PTV is $122.5
million a month.

Progressivity starts when the PTV per barrel exceeds $30, and it reaches 25% at a PTV
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per barrel of $92.50. | have chosen $61.25 as the PTV per barrel in this base case because it is
half way between $30 and $92.50. The progressivity rate at this price is $61.25 minus $30, or
$31.25, times four tenths of a percentage point per dollar, or 12.5 percent. This also is half way
between the zero rate at $30 and the 25% rate at $92.50. As you can see, each month the PTV is
$122.5 million, the progressivity rate is always 12.5%, and the progressivity tax is exactly the
same for each month as $15.31 million. Total progressivity for the year is $183.75 million.

PTV Prog'v'y PTV Prog'v'y
per MM PTV Prog'v'y Tax per MM PTV Prog'v'y Tax
Bbl bbl (SMM) Rate (SMM) Bbl bbl (SMM) Rate (SMM)
Jan $61.25  2.00 $1225 12.50% $15.31 $30.00 2.00 60.0 0.00% .
Feb 6125 2.00 $1225  12.50% 15.31 30.00 2.00 60.0 0.00%
Mar 61.25 2.00 $1225  12.50% 15.31 30.00 2.00 60.0 0.00%
Apr 6125  2.00 $1225 12.50% 15.31 92.50  2.00 185.0  25.00% $46.25
May 61.25 2.00 $1225  12.50% 15.31 92.50  2.00 185.0 25.00% 46.25
Jun 6125 2.00 $1225  12.50% 15.31 92.50  2.00 185.0  25.00% 46.25
Jul  61.25 2.00 $1225 12.50% 15.31 92.50  2.00 185.0  25.00% 46.25
Aug 61.25 2.00 $1225  12.50% 15.31 92.50  2.00 185.0 25.00% 46.25
Sep 61.25  2.00 $1225 12.50% 15.31 92.50  2.00 185.0  25.00% 46.25
Oct 61.25 2.00 $1225  12.50% 15.31 30.00 2.00 60.0 0.00% .
Nov  61.25  2.00 $1225  12.50% 15.31 30.00 2.00 60.0 0.00%
Dec 6125 2.00 $1225 12.50% 15.31 30.00 2.00 60.0 0.00%
Full Year $61.25 24.00 $1,470.0 $183.75 $61.25 24.00 1,470.0 $277.50

Slide 8. Progressivity increases taxes with fluctuating
price even when the economics don’t change

In this next slide the left half is exactly the same as the previous one with the flat-price
scenario. The right half of the table shows what happens when there are six months in the year
when the PTV per barrel is $30 and six when it is $92.50. In this case the first three months and
the last three have the $30 PTV per barrel, and the middle six from April through September
have the $92.50. This price profile resembles what actually happened with West Coast prices for
North Slope oil during 2008, when they peaked at the all-time record of $144.59 a barrel on July
3rd.

For the six months when the PTV per barrel is $30, the progressivity tax rate is zero
because $30 of PTV per barrel minus the $30 threshold for progressivity is zero. So, as you can
see, there is no progressivity tax for the first three months of the year and the last three. In the
middle six, the PTV per barrel is $92.50. That is $62.50 higher than the $30 threshold, so the
progressivity rate is four tenths of a percentage point times 62.50, or 25.00 percent. At $92.50 a
barrel, the progressivity tax on two million barrels a month is $46.25 million, so the total
progressivity tax for the six non-zero months is $277.5 million.

The progressivity tax under the changing-price scenario is 51% higher than the $183.75
million of progressivity for the flat-rate scenario.

This tax increase is entirely the result of the fact that prices changed during the year
instead of being flat. You can see this for yourselves. The total PTV for the year in the right-
hand column is 1,470 millions of dollars, or $1.47 billion — exactly the same as in the flat-price
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scenario on the left. Total production for the year is exactly the same — 24 million barrels.
Dividing $1.47 billion of PTV by 24 million barrels equals $61.25 per barrel, exactly the same.
But progressivity is 51 % higher.

And if you look at the monthly calculations in the changing-price scenario, you can see
that the monthly progressivity tax will be exactly the same for each of the $30 months no matter
what order you put those months in. The same is true for the $92.50 months. So this
phenomenon is different from what | showed you earlier about the whole being greater than the
sum of its parts, because here there are no changes in the actual progressivity calculation for a
$30 month or a $92.50 one.

The bottom line here is this. The year under the changing-price scenario is just as profit-
able as the flat-price one, and for the same amount of production. The tax base to which
progressivity applies is exactly the same for the year. Yet the tax is 51% higher when prices
change during the year.

Now, | have chosen these PTV-per-barrel figures so they would show the greatest amount
of tax increase resulting from prices that are not flat all year long. | did this because, if | showed
you an example with a smaller effect, someone would surely ask me what the maximum effect
could be. My example gives you that answer at the same time it explains the phenomenon.

Those of you who were here in the Legislature in 2009 may recall the surprise of the
Department of Revenue when the actual ACES tax collected during its first full year of operation
- the 2008 calendar year - came in about half a billion dollars higher than the Department had
forecasted. This tells you why: 2008 was a very volatile year for prices. While that volatility
did not generate the maximum 51% increase that my example illustrates, it did produce a very
substantial increase in progressivity tax - on the order of half a billion dollars - from the mere
fact that prices fluctuated during 2008, instead of being flat at the volume-weighted average
price for the year.

So, to summarize: Progressivity has two major unintended consequences. First, when
you are analyzing combinations of steps to take to improve an investment opportunity, the whole
is greater than the sum of its parts. Second, if you, as a potential inventor, do not take into
account the effect from price volatility during each year in an investment’s life, the progressivity
could turn out to be 50% higher than what you have estimated. Both of these effects promise to
increase the risks and reduce the competitiveness of an Alaskan investment relative to a compar-
able one elsewhere.

These negatives of progressivity complement what AOGA told you during its testimony
last Monday. Without repeating that testimony here, | will only list AOGA’s main points. One,
progressivity sacrifices the one advantage Alaska has from its economic remoteness - namely,
the greater improvement in financial performance for investments here if prices turn out better
than projected. This sacrifice occurs because progressivity taxes away more and more of that
improvement the better it turns out to be. And two, progressivity makes the tax extraordinarily
complex and inconsistent to compute, and to analyze.

For these reasons BP fully endorses the proposed repeal of progressivity that Senate Bill
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21 proposss.

Let me now turn to the second main feature in this Bill — the changes it proposes to the
present system of tax credits, and in particular to the sunset of the credit for “qualified capital
expenditures” or “QCE” at the end of this calendar year.

The first, and probably most important observation | can offer about tax credits in general
is they would not be so significant for the economics of oil and gas production here if the
production tax were not so high.

Second, the QCE tax credit depends solely on how much a company invests for oil and
gas exploration, development and production in Alaska. Period. If you want to address the
North Slope decline curve, there have to be investments here leading to more production — not
just by finding and developing new fields and new reservoirs, but also by getting more recovery
out of fields already in production. The QCE tax credit is a direct incentive for making these
investments. And it costs the State nothing unless there are investments: if investment is zero,
then 20% of zero is zero. The QCE tax credit arises only when it succeeds, and costs nothing if
it doesn’t.

The QCE tax credit is not affected by oil prices, the costs of transporting oil and gas to
market, nor the operating costs of the field. Consequently its value to a business like BP’s is the
same for a given amount of QCE expenditure, regardless of the price and the transportation and
field operating cost scenarios that the business estimates in its investment decisions. And it is
the same regardless of how prices and those other costs actually turn out. Progressivity, on the
other hand, is dependent on prices and costs in a twofold way: once in determining the amount
of PTV that is subject to tax, and again in calculating the tax rate that progressivity will apply to
that PTV.

Thus, the point where the cost of losing the QCE credit begins to outweigh the benefit
from repealing progressivity depends both on the price of oil and, for each individual producer,
on that producer’s own unique portion of the lease expenditures for the North Slope. For BP’s
own business and expenditures, this crossover comes at a higher price level - in the mid to upper
90s - than that which Econ One and others are presenting for North Slope producers as a whole.
So the improvement to our investment economics from the repeal of progressivity stands to be
substantially undone by the sunset of the QCE tax credit. Since | am a tax man who is here to
testify about this tax, | would ask, please, for your patience for just a few minutes if you have
questions regarding this point, so | can quickly finish up and Mr. Bilbao can testify.

The third major feature in SB 21 is its proposed “gross revenue exclusion” or “GRE”
which is something new. It would exclude from the taxable PTV (production tax value) a per-
centage of the gross value at the point of production for additional or new volumes of oil or gas
being produced. This concept could have significant potential, and indeed it may prove very
valuable for explorers and others who can bring new fields and reservoirs into production.

Unfortunately, the proposed GRE aims away from the significant opportunities for new
production that BP has identified for its business. SB 21 would allow a GRE only for production
“from a lease or property that does not contain land that was within a unit on January 1, 2003[,]”

8P (TK. Wliarrs) Tesimory S8 21
o ) sty

P9



or if it does have land that was in a unit before 2003, “the oil or gas is produced from a
participating area established after ... 2011 [that] does not contain a reservoir that had previously
been in a participating area established before ... 2012.”

BP’s business centers primarily around units that were established before 2003 — the
Prudhoe Bay Unit, Kuparuk River Unit, Duck Island Unit and Milne Point Unit. These units are
fully explored, and the likelihood is small that any significant new participating area will be
established in them that “does not contain a reservoir that had previously been in a participating
area established before ... 2012.” So these units are unlikely to receive any GRE, as the Bill
reads now.

The present focus of the proposed GRE is misdirected. Econ One a week ago told you
that an estimated 29.1 billion barrels of oil and barrel-equivalents of gas on the North Slope and
offshore in the OCS is “Economically Recoverable @ $90/bbl”. But, as AOGA pointed out it its
testimony on Monday, only 10% of that resource is in an area that Alaska has any direct econom-
ic stake in and control over — the central North Slope. Of the 3 billion barrels there that Econ
One identified, AGO A’stestimony (in which we and the other members of AOGA all concurred)
estimated that “2.5 billion barrels or more stands to come from Prudhoe Bay, Kuparuk and other
legacy fields already in production” that have little or no chance of getting any GRE under the
Bill.

If you’'re going to hunt for eggs, you have to look where the hens nest. The same is true
for oil. If you are going to provide an incentive to increase production rates and ultimate
recovery, offer it where the oil is.

There are several problems with the present ACES law that SB 21 does not address, and |
will quickly brief you about them.

The first is the disallowance under AS 43.55.165(e)(19) of “costs incurred for repair, re-
placement, or deferred maintenance” of production facilities “in response to a failure, problem,
or event that results in the unscheduled interruption ... or reduction in the rate of ... production

. or in response to ... an unpermitted release of a hazardous substance or [natural] gas[.]” This
was enacted in 2007 in response to the partial shutdown of Prudhoe Bay in 2006 after two
corrosion-caused leaks were discovered. BP is not seeking change to the substance of the
disallowance itself, but we think the statutory language should be improved to establish clarity
about its applicability.

There are minor hiccups in production operations almost every day in fields around the
world, and Alaska’s fields are no exception. The present statute sets no standard of materiality
for an “unscheduled interruption .. or reduction” in production. If production at a facility is
“interrupted” for five minutes because of a temporary hiccup in operations, does that cause a
disallowed expense? |If production is “reduced” by five barrels a day for a field producing over
400,000 barrels daily, does that cause a disallowed expense? If production is interrupted for a
material period of time, but ultimately it turns out to cost only $10 to respond to it, is it worth-
while to identify and quantify this $10 so it can be disallowed? There is no answer to these and
similar questions in the statute, and the Department of Revenue has not adopted regulations that
answer them.

BP (T.K Wllian®) TesinoynB 2L
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We are not asking you to try to write the answers to these questions in the statute,
although you certainly could if you want do to all that work. But we suggest, instead, that you
expressly give the Department of Revenue not only the authority, but the duty, to adopt regula-
tions that set reasonable thresholds for materiality about how long an “interruption” has to last,
about how large a “reduction” in production has to be, about how much an unauthorized release
has to be or in what circumstances must it occur, and about how much the cost “incurred ... in
response to” such situations has to be, in order to trigger the disallowance.

As you know, | worked in the Department of Revenue some 30-odd years ago, and if |
had to administer this statute in light of the circumstances and controversy that led to its enact-
ment, | would be reluctant to adopt regulations on my own initiative to establish such thresholds
unless | had some kind of go-ahead or permission from the Legislature. Perhaps the Department
is waiting for such a sign from you.

The second unaddressed problem comes from the changes that ACES made to AS
43.55.150, the statute that determines the gross value at the point of production on the basis of
destination prices or values minus the costs of transporting the oil or gas to those destinations
from the point of production in the field. As amended, the actual cost that a producer pays to a
regulated pipeline carrier to ship the producer’s oil could be set aside if the producer and carrier
are “affiliated.” The Department has adopted regulations calling for “cost-based” tariff
calculations in lieu of the actual regulated tariffs that are paid.

But under those regulations these calculations of the “cost-based” tariffs are made by the
Department, not the taxpayer, and there is no deadline in the regulations or in AS 43.55.150 for
the Department to make its calculations and share the results with the taxpayer. The only dead-
line is the six-year statute of limitations under AS 43.55.075(a). We concur with AOGA'’s
testimony about the interplay between this six-year statute and interest at 11% APR,
compounded quarterly, for any tax underpayment that, in this regulated-pipeline situation, might
result from the Department’s calculation of a lower tariff than the one allowed by the
governmental regulatory agency having jurisdiction over that tariff. Six years at 11% almost
doubles-up the amount of a tax increase from such a “cost-based” tariff.

Further, the tax laws of the State are not an appropriate place for Alaska to try to regulate
pipeline tariffs. That is a function of the Police Power, and the Regulatory Commission of Alas-
ka has been established as the executive agency to exercise that regulatory power. The Federal
Energy Regulatory Commission has similarly been created by Congress to regulate pipeline tar-
iffs for interstate shipments under the Congressional power created by the United States
Constitution power to regulate interstate commerce. State tax authorities have no business trying
to supplant either of these agencies.

Any further matters regarding SB 21 that we would bring to your attention have already
been addressed by AOG A in its testimony to you on Monday.

Thank you for this opportunity to testify to you today.
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How ACES works

USWC Price
Transportation
GVPP

Field Expense
PTV

25% Base Tax
Prog'y Rate
Prog'yTax

Total Tax

USWC-U.S. West Coast

GVPP - Gross Value at the Point of Production
PTV - Production Tax Value

Prog'y - Progressivity

$1,000,000
$150,000
$850,000
$300,000
$550,000
$137,500
10.000%

$55,000
$192,500

Bbl

10,000
10,000
10,000
10,000

10,000

J>P

$/bbl

$100.00
$15.00
$85.00
$30.00
$55.00



Base Case Revision

USWC Price $1,000,000 $10,000

Transportation $150,000 ($20,000)
GVPP $850,000

Field Expense $300,000 ($30,000)
PTV $550,000
25% BaseTax $137,500
Prog'y Rate 10.000%
Prog'yTax $55,000
Total Tax $192,500

Change in tax -

USWC-U.S. West Coast

GVPP - Gross Value at the Point of Production
PTV - Production Tax Value

Prog'y - Progressivity

As Revised

$1,010,000

$130,000

$880,000

$270,000

$610,000

$152,500

12.400%

$75,640

$228,140

$35,640

Bbl
10,000
10,000
10,000
10,000

10,000

Base
Case

$/Bbl

$100.00

$15.00

$85.00

$30.00

$55.00

Revised

$/Bbl Change in Tax
$101.00 $35,640 All 3
$13.00
$88.00
$27.00

$61.00



Base Case

USWC Price $1,000,000

Transportation
GVPP

Field Expense
PTV

25% Base Tax
Prog'y Rate
Prog'yTax
Total Tax

Change in tax

USWC-U.S. West Coast

GVPP - Gross Value at the Point of Production

PTV - Production Tax Value
Prog'y - Progressivity

$150,000
$850,000
$300,000
$550,000
$137,500
10.000%
$55,000

$192,500

Revision

As Revised

$1,010,000

$150,000

$860,000

$300,000

$560,000

$140,000

10.400%

$58,240

$198,240

$5,740

Bbl
10,000
10,000
10,000
10,000
10,000

Base
Case

$/Bbl

$100.00

$15.00

$85.00

$30.00

$55.00

Revised

$/Bbl

$101.00

$15.00

$86.00

$30.00

$56.00

Change in Tax
$35,640 All 3

$5,740 Price



Base
Case Revised
Base Case Revision As Revised Bbl $/Bbl $/Bbl Change in Tax
USWC Price $1,000,000 $1,000,000 10,000 $100.00 $100.00 $35,640 All 3
Transportation $150,000 ($20,000) $130,000 10,000 $15.00 $13.00
GVPP $850,000 $870,000 10,000 $85.00 $87.00 $5,740 Price
Field Expense $300,000 $300,000 10,000 $30.00 $30.00 $11,560 Transpo.
PTV  $550,000 $570,000 10,000 $55.00 $57.00
25% Base Tax $137,500 $142,500
Prog'y Rate 10.000% 10.800%
Prog'yTax $55,000 $61,560
Total Tax $192,500 $204,060
Change in tax - $11,560

USWC-U.S. West Coast

J>P

GVPP - Gross Value at the Point of Production
PTV - Production Tax Value
Prog'y - Progressivity



Whole is greater than the sum of its parts

Base Case

USWC Price $1,000,000

Revision

Transportation $150,000
GVPP $850,000

Field Expense $300,000 ($30,000)
PTV $550,000
25% Base Tax $137,500
Prog'y Rate 10.000%
Prog'yTax $55,000
Total Tax $192,500

Change in tax

USWC - U.S. West Coast

GVPP - Gross Value at the Point of Production
PTV - Production Tax Value

Prog'y - Progressivity

As Revised

$1,000,000

$150,000
$850,000
$270,000
$580,000
$145,000

11.200%

$64,960
$209,960

$17,460

Bbl
10,000
10,000
10,000
10,000
10,000

Base
Case

$/Bbl

$100.00

$15.00

$85.00

$30.00

$55.00

Revised

$/Bbl

$100.00

$15.00

$85.00

$27.00

$58.00

J>P

Change in Tax

$35,640 All 3

$5,740 Price
$11,560Transpo.
$17,460 Lease Exp.

$34,760



ACES's continuously changing tax effect

Base Case

USWC Price $1,000,000

Transportation
GVPP

Field Expense
PTV

25% Base Tax
Prog'y Rate
Prog'yTax

Total Tax

Change in tax

USWC - U.S. West Coast
GVPP - Gross Value at the Point of Production
PTV - Production Tax Value

Prog'y - Progressivity

$150,000
$850,000
$300,000
$550,000
$137,500
10.000%
$55,000

$192,500

Revision

($20,000)

($30,000)

As Revised

$1,000,000

$130,000
$870,000
$270,000
$600,000
$150,000
12.000%

$72,000

$222,000

$29,500

Bbl
10,000
10,000
10,000
10,000
10,000

Base
Case
$/Bbl

$100.00

$15.00

$85.00

$30.00

$55.00

Revised
$/Bbl

$100.00

$13.00

$87.00

$27.00

$60.00

bp

Change in Tax
$11,560Transpo. Only

$17,460 Field Exp Only

$11,560Transpo. 1st
$17,940 Field Exo.2nd

$29,500

$12,040Transpo. 2nd
$17,460 Field Exp.1lst

$29,500



Flat price scenario

Jan
Feb

z

Jun
Xul

ug
Sep
Oct
Nov
Dec

Full Year

T

$61.25
61.25
61.25

61.25
61.25
61.25
61.25
61.25

61.25
61.25
61.25
6125
§61.25

MM bbl PTV g$MM
2.00 122.5
2.00 122.5
2.00 122.5
200 $1225
200 $1225
200 $1225
200 $1225
200 $1225
2.00 122.5
2.00 122.5
2.00 122.5
2.00 122.5
2400 $1470.0

R

Prog V'y Pr%gl\\//I [%Tax

12.50% 15 31
250% 1Ll
230% 1531
250% 153l
250% 1531
250% 13l
250% 13l
250% 13l
250% 1531
1290% 1531
1250% 1531
25% 1l

$183.75



Progressivity increases taxes with fluctuating o

price even when the economics don't change O
WM PV gy TR WM PV Progvy T
A S e o) B Dol (M) Rk (v

Jan  $615 200 31225 1250% $30.00 200 "60.0° 0.00% :
Fb 6L 200 31225 1250% 1531 3000 200 60.0 0.00%

Mar 6125 200 $1225 1250% 1531 3000 200 60.0 0.00%
6125 200 31225 1250% 1531 250 200 1850 25.00% $46.25
ay 0120 200 $1225 12509 1531 50 200 1850 25.00% 46.25

Jun 6125 200 1225 1250% 1531 9250 200 1850 25.00% 46.25

Jul 6125 200 $1225 1250% 1531 9250 200 1850 25.00% 46.25

Aug 6125 200 $1225 12500 1531 9250 200 1850 25.00% 46.25

P 6125 200 31225 1250% 1531 9250 200 1850 25.00%

Ot 6125 200 1225 1250% 1531 3000 200 600 0.00%
ov 6125 200 $1225 12500 1531 3000 200 0.0 0.00%

Dec 6125 200 $1225 12509 1531 3000 200 60.0 0.00%

Il Year $61.25 24.00 $1,470.0 $183.75  $61.25 24.00 1470.0 $277.50
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Alaska Decline Continues While Lower 48 Production Continues to Increase

TX, ND, K MBOPD

Source: US. Energy Information Administration \ ConocoPhillips



Alaska - A Challenging Investment Climate

Investment Criteria: How Alaska Ranks

Exploration * Expected field size/maturity
Prospectivity Crude quality
Exploration, development & production cost
Costs P P P
*Transportation costs to market
. *Time to production
Cycle Time o _
* Permitting/regulatory environment
*Tax rates given challenged location
Taxes
*Tax rates compared to other states & countries
Legacy Field *Billions of barrels left to be developed

Opportunities *Significant production volumes



Alaska Legacy Fields Still Provide Significant Opportunity

4.0
% 10 Legacy Legacy Fields are...
Fields: » About 90% of North Slope 2012 production
Kuparuk, * Lion's share of estimated future production
2.0 Prudhoe,

& Alpine » Key to offsetting ANS decline

areas

Billion Barrels Liquids (Cumulative)

Future Production 2010

Legacy Fields PtThomson  Nikaitchug Liberty Oooguruk

*Source: DOR 2009 production forecast 2010 - 2050 volumes @n(x:oph"llps



Alaska’s Days of “Easy Oil”Are Gone: High Costs and High

Government Take Present Challenges

$/boe costs (Capex, Opex)
Conventional - Texas
Conventional - Louisianna
Unconventional - Barmett - Texas
Unconventional - Haynesville - Louisianna
Unconventional - Bakken - North Dekota
New Light Ol Alaska
Md-High Cost Development Alaska

High Cost Development - Alaska

m Capex m Opex

Costs are significantly higher in Alaska than the Lower 48 - even compared to unconventionals. Meanwhile,
Alaska’'s Government Take has risen significantly over recent years, meaning new project economics can be

very challenging

Aaska Hydrocarbons Ascal §stemArdlysis | ©PFC Brergy 013 | January 2013 PFC Energy



"Easy Oil" In the Legacy Fields Is Gone

Challenged oil remains

Complex, high cost wells
Smaller reserve targets
Fault blocks, flank oil
Satellites, viscous oil

Most new wells produce oll
AND water

Initial Alpine Development

Facilities handling ~ three times as
much water as oll

A billion dollars does not go as far

as it used to...

2000 Alpine development ~80,000
BOPD

2012 CD-5 Dirillsite ~18,000 BOPD

CD-5 Type Development



ACES O bservations

Government and Industry Marginal Share in Alaska

Positive Elements

mTax credits help offset
Alaska's high cost
environment s

mTax credits provided for
both new and legacy

Bdsth

i 8
flelds ANS West Coast Ol Price - $/bbl
Negat|Ve Elements Earnings Per Barrel - ConocoPhillips
. Alaska and State of Alaska
mHigh average tax rates 1207
mHigh marginal tax rates s &
o h60 &
mGross minimum tax o
mil ax still paid if revenues o ;2
don't cover costs P20
W 18 ConocoPhillips Alaska Net Income

2007 2008 2009 2010 2011

Upper right plot based on Fall 2012 Revenue Sources Book data for FY2014

Lower right plot based on ConocoPhillips 2007 - 2011 10-K reports; State share is royalties (estimated), production tax, W"im
ad valorem tax and state income tax; oil prices are ConocoPhillips average realized prices on the West Coast



ConocoP hillips C apital Allocation

5.000

4.500

4.000

3.500

3.000

2.500

2.000

1.500

1,000

500

Source: ConocoPhillips 10K

Investment has tripled
in the Lower 48

Investment has
remained flat in Alaska

— *

2010 Budget 2011 Budget 2012 Budget 2010 Budget

2011 Budget 2012 Budget

ConocoPhillips Alaska Capital ConocoPhillips Lower 48 Capital

Investment flows where investor has upside

/ L] [1]
pp \ ConocoPhillips



Producer Share under SB21

Producer Share

ANS West Coast QOil Price, $/E3bl

r N

Based on Fall 2012 Revenue Sources Book data for FY2014 10 COI’]OCOPHi”ipS



Recap of ConocoP hillips Perspective

e ACES

mProgressivity takes the upside and discourages investment

milax credit investment incentives positive, but do not offset the negative
effects of ACES progressivity

e SB21 Positive Elements

mPositive step to improve Alaska's business climate
mGolves the high marginal tax problem
mi\akes Alaska more competitive at $100+ prices

e SB21 Areas for Improvement

mBill does not contain sufficient investment incentives for legacy fields to
offset Alaska's high cost environment

mDoes not encourage investment relative to ACES in a downward trending
oil price environment

N

7
11~ conocoPhillips
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Reguested Analysis:

Letter of Intent recommendation for evaluation point . -
Impact of continuing capital credits for well expenditures

mpact of combining well credits with bracketed
progressivity

mpact of instead using a . s % base rate tax, combined

with a production-based credit of $. /taxable bbl, claimable
only In year of production

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 2 P FC Energy



Government Take under SB21/HB72 and ACES - Capex

S ensitivity

Government Take under SB21 less Government
Take under ACES

GTSB21 less (Single Year) - Capex Sensitivity
GT ACES
For base production with low CAPEX
requirements ($10/bbl*), SB21 represents a
15% tax cut at all price levels above ~$75/bbl, and
a tax increase at prices below that level
10%
At a CAPEX level of $15/bbl*, the neutrality
506 point rises to ~$90/bbl
%

For assets in development (and in
existing units) with CAPEX as high

-5% as $25/bbl*, the neutrality point can
be as high as ~$110/bbl

-10%
-15%
-20%
60 70 80 90 100110 120130140 150 160170 180190 200 210 220 230
$/bbl ANS West Coast Crude
m $10/bbl Capex $15/bbl Capex ... $20/bbl Capex $25/bbl Capex

*All CAPEX figures are in gross bbl terms ($15 per gross bbl is roughly equivalent to DOR 2014
average North Slope forecast of $19.6 per bbl net of royalty, when adjusted for gross/net and for
capital expenditures by non-taxable entities)

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013

*As noted in PFC Energy testimony on 1/31/13,
at low oil prices, Relative Government Take
under SB 21 is higher than under ACES, due to
the impact of low or no progressivity, combined
with the elimination ofthe 20% capital credit
under SB 21

*The oil price level at which this occurs is
highly sensitive to annual levels of capital
spending, since CAPEX both reduces the oil
price level at which progressivity kicks in under
ACES, and determines the size ofthe available
capital credit under ACES

*Looking at a single year of production also
slightly raises this neutrality point, since over
many years, inflation reduces the real price
level at which progressivity starts under ACES

*For mature, producing assets with a low
ongoing CAPEX requirement ($10/bbl), SB21
represents a reduction in government take at
prices above ~$75, however for capital
intensive new developments in existing units,
that neutrality point can be as high as
$110/bbl

oIt is thus important to understand that one
impact ofthe removal ofthe 20% capital credit
under SB 21 is that for companies with high
development costs relative to overall
production, it can represent a tax increase at

doNnE 3 PFG ENGIQV



Fiscal Regime Com petitiveness

GTO Fiscal Regime Competitiveness - Government Take

Crude Price ($/bbl)

*OECD Average Royalty Regime Average «ANPSC Regime Average ®ACES SB21

Adlahduatnshse SdanAalas| GFCHaY/AT3 | Mxay 213 ScbNinw4 PFC Energy



A ssum ptions

e \Well Credit

- 50% of capex qualifies, credit level 25%
e Bracketed progressivity
- Thresholds and rates as under HB110:

Base tax 25%

<$30 PTV/bbl, 0% progressivity
$30-$42.5, 2.5% progressivity
$42.5-$55 - 7.5% progressivity
$55-$67.5 - 12.5% progressivity
$67.5-$80 - 17.5% progressivity
$80-$92.50 - 22.5% progressivity
>$92.50 PTV/bbl - 25% progressivity

Aslahimatwshsa Seealas| @rokey/A13 | Foay 213 JictNintw: 5

PFC Energy



Government Take Comparison
Incumbent, Base Production

GTO

Undiscounted Government Take comparison -
Incumbent - Base Production

ANS West Coast Price
ACES

N SB21
SB21 With 25% Well Credit
~"meSB21 With Bracketed Progressivity and 25% Well Credit
~NneSB21 With Bracketed Progressivity and No Credits
A~ SB21 with 35% Base and $5/bbl Production Credit

GT12

Astahimatwshise Saenalas| GFcHag/A13 | Faay 213

Discounted Government Take 12% comparison -
Incumbent - Base Production

ANS West Coast Price
»ACES

—  »SB21

SB21 With 25% Well Credit
«"~SB21 With Bracketed Progressivity and 25% Well Credit
m“ SB21 With Bracketed Progressivity and No Credits
AU»SB21 with 35% Base and $5/bbl Production Credit

ScNinw. 6



Government Take Comparison
$16/bbl New Development, Standalone

Undiscounted Government Take comparison - Discounted Government Take 12% comparison -
New Development, Standalone, $16/bbl Capex New Development, Standalone, $16/bbl Capex
GTO GT12
ANS West Coast Price ANS West Coast Price

n"mACES — ACES
nNSB21 sB21
— *SB21 With 25% Well Credit SB21 With 25% Well Credit
mm"SB 21 With Bracketed Progressivity and 25% Well Credit ~~mSB21 With Bracketed Progressivity and 25% Well Credit
" "mSB21 With Bracketed Progressivity and No Credits ~~mSB21 With Bracketed Progressivity and No Credits
~"mSB21 with 35% Base and $5/bbl Production Credit A~ SB21 with 35% Base and $5/bbl Production Credit

Aedahnimatwshss Semales| CRCEey/ 213 | oy 213 SNt 7



Government Take Comparison

$25/bbl New Development (with GRE), Standalone

Undiscounted Government Take comparison -

1O New Development, Standalone, $25/bbl Capex

ANS West Coast Price
— ACES

N~ SB21

SB21 With 25% Well Credit
AN"SB21 With Bracketed Progressivity and 25% Well Credit
mmm“ SB21 With Bracketed Progressivity and No Credits
~ANeSB21 with 35% Base and $5/bbl Production Credit

Adtahynimatwshsa Seenalas| G ey 213 | Foay 213

Discounted Government Take 12% comparison -
New Development, Standalone, $25/bbl Capex

ANS West Coast Price
ACES

N~SB21 With 25% Well Credit

~NneSB21 With Bracketed Progressivity and 25% Well Credit
mr™SB21 With Bracketed Progressivity and No Credits

“ n« SB21 with 35% Base and $5/bbl Production Credit

e\t 8



Government Take Comparison
$16/bbl New Development, Incumbent Producer Incremental Analysis

Undiscounted Government Take comparison - Discounted Government Take 12% comparison -
New Development, Incumbent Incremental

ANS West Coast Price

As o NES ACES ANS West Coast Price
— sB21 — SB21

— SB21 With 25% Well Credit — SB21 With 25% Well Credit
m""SB21 With Bracketed Progressivity and 25% Well Credit AN

SB21 With Bracketed Progressivity and 25% Well Credit
mm"SB21 With Bracketed Progressivity and No Credits
A~ SB21 with 35% Base and $5/bbl Production Credit

AsahimatwshsE Seealas| GFOiey/A13 | Foay213 ScbNintw: 9

mmm"SB21 With Bracketed Progressivity and No Credits
""S B 21 with 35% Base and $5/bbl Production Credit



Government Take Comparison
$25/bbl New Development, Incumbent Producer Incremental Analysis

Und|scounted Government Take Comparison DISCOUI"Ited Government Take 12% Comparison
New Development, Incumbent Incremental

ANS West Coast Price ANS West Coast Price
*ACES *ACES
'SB21 ®SB21
*SB21 With 25% Well Credit *SB21 With 25% Well Credit
*SB21 With Bracketed Progressivity and 25% Well Credit *SB21 With Bracketed Progressivity and 25% Well Credit
*SB21 With Bracketed Progressivity and No Credits mSB21 With Bracketed Progressivity and No Credits
*SB21 with 35% Base and $5/bbl Production Credit *SB21 with 35% Base and $5/bbl Production Credit

ActaRydmatwshs Seaalas| @ CHag/ 13 | Fuay 213 ScbNinw: D



NPV12/bbl & Cash Margin Comparison
Incumbent, Base Production

NPV12/ boe comparison - Incumbent - Base %%7—%&1-
Production | -Be

NPV12 / boe Cash Margin
ANS West Coast Price ANS West Coast Price

— ACES ACES

— SB21
SB21 With 25% Well Credit «NSB21 With 25% Well Credit

A""SB21 With Bracketed Progressivity and 25% Well Credit AN"SB21 With Bracketed Progressivity and 25% Well Credit

A~ SB21 With Bracketed Progressivity and No Credits AN"SB21 With Bracketed Progressivity and No Credits

" A« SB21 with 35% Base and $5/bbl Production Credit AN"SB21 with 35% Base and $5/bbl Production Credit

AalahyimatwsHse Seaals| GFCEaY/ A | Fauay 213 SickNirtar: 11



NPV12/bbl & Cash Margin Comparison
$16/bbl New Development, Standalone

NPV12/ boe comparison - New Development, % -n Z].?' W'MN
Standalone, $16/bbl Capex CHB(
NPV12 / boe

Cash Margin

ANS West Coast Price ANS West Coast Price
— ACES — ACES
— SB21
SB21 With 25% Well Credit
SB21 With Bracketed Progressivity and 25% Well Credit
m~"™SB21 With Bracketed Progressivity and No Credits

“ mmeSB21 with 35% Base and $5/bbl Production Credit

AalahyimatwsHse Seaials| CFCHaY/AD | Fauay 213 SickNinta: 2

SB21 With 25% Well Credit
"m“ SB21 With Bracketed Progressivity and 25% Well Credit NN
A~ SB21 With Bracketed Progressivity and No Credits
SB21 with 35% Base and $5/bbl Production Credit

NN s



NPV12/bbl & Cash Margin Comparison
$25/bbl New Development, Standalone

NPV12 / boe comparison - New Development, Gh N/ - %\-MN
Standalone, $25/bbl Capex (}[:B(

NPV12 / boe Cash Margin
ANS West Coast Price ANS West Coast Price

— ACES — ACES

SB21 — SB21

SB21 With 25% Well Credit SB21 With 25% Well Credit
A »SB21 With Bracketed Progressivity and 25% Well Credit mm“ SB21 With Bracketed Progressivity and 25% Well Credit
~ A SB21 With Bracketed Progressivity and No Credits “ ™3SB21 With Bracketed Progressivity and No Credits
mm"mSB21 with 35% Base and $5/bbl Production Credit ~m"SB21 with 35% Base and $5/bbl Production Credit
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NPV12/bbl & Cash Margin Comparison
$16/bbl New Development, Incumbent Producer Incremental Analysis

NPV12 / boe comparison - New Development, Cash Margin (2017 - 2022) comparison - New
Incumbent Incremental Analysis, $16/bbl Capex Development, Incumbent Incremental Analysis,
NPV12 / boe Cash Margin $16/bbl Capex
ANS West Coast Price ANS West Coast Price
— ACES «— ACES
— SB21 — SB21
— SB21 With 25% Well Credit — SB21 With 25% Well Credit
*"A"SB21 With Bracketed Progressivity and 25% Well Credit NNeSB21 With Bracketed Progressivity and 25% Well Credit
~ ~SB21 With Bracketed Progressivity and No Credits N A SB21 With Bracketed Progressivity and No Credits
mmmmSB21 with 35% Base and $5/bbl Production Credit ~ ' mSB21 with 35% Base and $5/bbl Production Credit
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NPV12/bbl & Cash Margin Comparison
$25/bbl New Development, Incumbent Producer Incremental Analysis

NPV12/ boe comparison - New Development, Cash Margin (2017 - 2022) comparison - New
Incumbent Incremental Analysis, $25/bbl Capex Development, Incumbent Incremental Analysis,
NPV12 / boe Cash Margin $25/bbl Capex
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ANS West Coast Price ANS West Coast Price
"ACES —  ACES
— sB21
SB21 With 25% Well Credit —  SB21 With 25% Well Credit

~ ot SB21 With Bracketed Progressivity and 25% Well Credit mmmmSB21 With Bracketed Progressivity and 25% Well Credit
«""SB21 With Bracketed Progressivity and No Credits ~"mSB21 With Bracketed Progressivity and No Credits
~"mSB21 with 35% Base and $5/bbl Production Credit AN"SB21 with 35% Base and $5/bbl Production Credit
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IRR Comparison
$16/bbl New Development, Standalone

IRR comparison - New Development,
Standalone, $16/bbl Capex

ANS West Coast Price
— ACES

SB21 With 25% Well Credit
* SB21 With Bracketed Progressivity and 25% Well Credit
«"SB21 With Bracketed Progressivity and No Credits
~m»SB21 with 35% Base and $5/bbl Production Credit
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IRR Comparison
$25/bbl New Development, Standalone

IRR comparison - New Development,
Standalone, $25/bbl Capex

A NS ANS West Coast Price

— »SB21

— SB21 With 25% Well Credit
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IRR Comparison
$16/bbl New Development, Incumbent Producer Incremental Analysis

IRR comparison - New Development, Incumbent
Incremental Analysis, $16/bbl Capex

ANS West Coast Price
— ACES

— SB21
SB21 With 25% Well Credit
AN"eSB21 With Bracketed Progressivity and 25% Well Credit
A SB21 With Bracketed Progressivity and No Credits
A~ SB21 with 35% Base and $5/bbl Production Credit
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IRR Comparison
$16/bbl New Development, Incumbent Producer Incremental Analysis

IRR comparison - New Development, Incumbent

Incremental Analysis, $25/bbl Capex
IRR

ANS West Coast Price
— ACES

— SB21

— SB21 With 25% Well Credit

~ A SB21 With Bracketed Progressivity and 25% Well Credit
"*SB21 With Bracketed Progressivity and No Credits

~ SB21 with 35% Base and $5/bbl Production Credit
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Conclusions

e Elimination of credit has a significant negative impact on project
economics at low prices, or high development costs - though for
new developments outside existing areas, this is more than offset by
the GRE.

e Partial reinstatement of credits (for instance more targeted well
expenditure credit) can partially mitigate this, but not fully.

e Bracketed progressivity a feasible approach to balancing revenue
iImpact of partial or full reinstatement of credits.

e Higher base tax and production-based credit an interesting
approach, and may help question of tax increase for base
production at low prices. Since credit does not contribute when costs
are incurred, does not address impact on higher-cost development.

Adlannmatnshsa Sdanalas| GF Ry 213 | oayX13 ScbNinw: D PFC Energy



Requested Analysis:

Impact of UK Brownfield Allowance

Alaska Hydrocarbons Fiscal System Analysis | © PFC Energy 2013 | February 2013 Slide Number: 21 PFC Ene rgy



Im pact of UK B rownfield Allow ance

The UK’s fiscal regime is a relatively simple one, UM‘QDM%ME

with two core components - a Corporate Income UKSRTO
Tax (CIT) of 30%, and a Supplemental Resource GTOE
Tax (SRT) of 32%, levied on the CIT tax base

The UK Brownfield Allowance is an income
exclusion, used in calculating the SRT Up to a
total £250mm of income can be excluded, with up
to 20% of the exclusion amount allowed in a given
year. For projects subject to the additional
Petroleum Tax (pre-1993 projects), the exclusion
is up to £500mm of income

Because it is a fixed exclusion, it has a greater
impact at lower oil prices

Projects are individually assessed for
qualification, and for the total amount of relief
available. Qualifying projects are incremental
projects increasing production from mature fields.

A 100mmb incremental development, with costs
of $25/bbl, could see its government take reduced
by to anywhere from 3 to 11 percentage points,

depending on the oil price level _ _
*UKSRTO UKZSRTfflvith&Brownfi eldO
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econ

Key Concerns Expressed by Industry and Legislators %

>  |ndustry
Tax Rate Higher Than ACES at “Low” Prices
Loss of Capital Credits
GRE Not Applicable to Legacy Fields

> Legislators
System Not Progressive (or Progressive Enough)
Overall Government Take May Be Too Low

Elimination of Credits May Harm New and/or Smaller Companies

Foon Oe Research



econ

Potential Changes to Tax Structure %

> Changes

Increase Nominal Tax Rate

Introduce Fixed Allowance for Every Barrel Produced
> Impacts

Reduces Effective Tax Rate at Low Prices

Provides Progressive Overall Government Take

Efficient Mechanism to Implement Progressive System

Foon Ore Research



econ

A verage Government Take
ACES v. SB21/HB72 and A lternative to SB21/H B72 for AIll Existing %

Producers (FY2015-FY2019) and O therJurisdictions

West Coast ANS Price ($2012 Dollars Per Barrel)
* Australia, Canada (Alberta Conventional), Norway, United Kingdom and United States.

Eoon One Research 4
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Tax Calculation Under Proposed M odifications

35% Tax R ate; $5/Bbl Production Allow ance

Taxable Barrels (Bbls) 50,000,000 50,000,000 50,000,000 50,000,000 50,000,000 50,000,000
West Coast Price ($/Bbl) $60.00 $80.00 $100.00 $120.00 $140.00 $160.00
Transportation ($/Bbl) 10.00 10.00 10.00 10.00 10.00 10.00
Gross Value ($/Bbl) $50.00 $70.00 $90.00 $110.00 $130.00 $150.00
Lease Expenditures ($/Bbl) 30.00 30.00 30.00 30.00 30.00 30.00
Per-Barrel Taxable Value ($/Bbl) $20.00 $40.00 $60.00 $80.00 $100.00 $120.00

Total Production Tax Value ($)

Prouction Tax Before Allowance @ 35%
Production Allowance @ $5/Bbl

Production Tax After Allowance

$1,000,000,000

$350,000,000
250,000,000

$100,000,000

$2,000,000,000

$700,000,000
250,000,000

$450,000,000

$3,000,000,000

$1,050,000,000
250,000,000

$800,000,000

$4,000,000,000

$1,400,000,000
250,000,000

$1,150,000,000

$5,000,000,000

$1,750,000,000
250,000,000

$1,500,000,000

$6,000,000,000

$2,100,000,000
250,000,000

$1,850,000,000

Nominal Tax Rate 35.0% 35.0% 35.0% 35.0% 35.0% 35.0%
Reduction in Tax Rate From Allowance 25.0% 12.5% 8.3% 6.3% 5.0% 4.2%
Effective Tax Rate After Allowance 10.0% 22.5% 26.7% 28.8% 30.0% 30.8%
Allowance as % of Gross Value 10.0% 7.1% 5.6% 4.5% 3.8% 3.3%

EFoon Ore Research
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Summary of Investm ent M easures for New Participant
Alaska Development

A CES v. SB21/HB72 and Alternative to SB21/H B 72

$16/Barrel De\elopment Capex $25/Barrel Development Capex

SB21/HB72 Alt SB21/HB72 Alt

West Coast SB21/HB72 SB21/HB72
ANS Price ACES With GRE Without GRE Allowance, 30% GRE) ACES With GRE Without GRE Allowance, 30% GRE
(1) @ 3 4 ®) (6) ™ (8
Producer NP\V-12/ BOE (Dollars Per BOE)
$80 $2.55 $2.54 $1.94 $2.81 ($0.35) ($2.18) ($2.28) ($2.11)
$100 $3.85 $6.18 $5.34 $6.57 $0.97 $2.04 $1.21 $2.12
$120 $5.48 $9.74 $8.71 $10.00 $2.58 $5.61 $4.59 $5.97
Profitability Index-12
$80 1.19 1.19 1.15 1.21 0.98 0.89 0.89 0.90
$100 1.29 1.47 1.40 1.50 1.05 1.10 1.06 1.10
$120 1.41 1.74 1.66 1.75 1.12 1.27 1.22 1.29
IRR (Percert)
$80 19.7% 17.1% 16.1% 17.5% 11.3% 9.0% 8.8% 9.1%
$100 23.4% 23.9% 22.6% 24.5% 14.0% 14.6% 13.6% 14.7%
$120 27.6% 30.0% 28.6% 30.4% 17.1% 19.1% 18.0% 19.4%
5-Year (2017-2021) Cash Margins (Dollars Per BOE)
$80 $25.84 $36.94 $34.44 $36.94 $28.03 $39.10 $39.10 $39.10
$100 $28.84 $45.89 $42.59 $47.86 $31.03 $51.15 $49.51 $51.15
$120 $33.13 $54.69 $50.89 $55.77 $35.32 $61.54 $56.95 $63.19
Govemment Take (Percent)
$80 70.8% 61.9% 66.0% 59.4% 71.6% 65.0% 66.7% 63.6%
$100 75.8% 61.1% 64.7% 59.6% 76.9% 60.7% 65.5% 60.0%
$120 77.2% 60.8% 64.0% 60.1% 78.1% 61.0% 64.7% 59.8%
State/Municipal NP\V-12/BOE (Dollars Per BOE)

$80 $6.67 $6.68 $7.60 $6.27 $3.24 $6.06 $6.21 $5.96
$100 $13.32 $9.72 $11.02 $9.13 $9.86 $8.21 $9.49 $8.08
$120 $19.46 $12.89 $14.48 $12.50 $16.02 $11.36 $12.92 $10.80

Eoon Oe Research



Summary of

A lask a

A CES v.SB21/HB72 and A

W est Coast
ANS Price

$80
$100
$120

$80
$100
$120

$80
$100
$120

$80
$100
$120

$80
$100
$120

$80
$100
$120

Investm ent M easures for

Development

ACES
@

$3.71
$6.14
$8.82

1.28
1.46
1.67

26.2%
41.1%
65.3%

$24.26
$27.22
$31.18

68.9%
73.0%
73.8%

$4.88
$9.79
$14.31

$16/Barrel Development Capex

Iternative to

SB21/HB72 Alt
(35% Rate; $5/Bbl.
Allowance, 30% GRE)

)

Incum bent

SB21/H B 72

ACES
®)

Producer NP\-12/ BOE (Dollars Per BOE)

$4.00
$7.27
$10.55

Profitability Index-12

1.30
1.55
1.80

IRR (Percert)

22.3%
29.5%
36.1%

$1.34
$4.68
$8.10

1.06
1.23
1.39

15.4%
27.2%
46.0%

5-Year (2017-2021) Cash Margins (Dollars Per BOE)

$32.07
$41.17
$50.27

Govemment Take (Percent)

59.3%
60.2%
60.6%

$26.45
$29.41
$33.37

67.8%
71.2%
71.6%

State/Municipal NPV-12/BOE (Dollars Per BOE)

SB21/HB72
With GRE Without GRE
&) 3

$2.71 $2.02
$6.20 $5.30
$9.69 $8.58
1.20 1.15
1.47 1.40
1.73 1.65
18.5% 16.9%
25.8% 24.1%
32.5% 30.6%
$30.63 $28.57
$40.27 $37.61
$49.90 $46.65
64.1% 68.1%
62.6% 66.1%
61.9% 65.1%
$6.42 $7.49
$9.70 $11.08
$12.98 $14.67

$4.44
$8.05
$11.66

$0.64
$4.15
$7.53

$25/Barrel Development Capex

SB21/HB72
With GRE Without GRE
(6) (7)
($1.08) ($1.77)
$2.41 $1.51
$5.90 $4.80
0.95 0.91
1.12 1.07
1.28 1.23
10.2% 9.0%
15.7% 14.4%
20.7% 19.2%
$32.79 $30.73
$42.42 $39.77
$52.06 $48.80
66.1% 71.0%
63.7% 67.7%
62.6% 66.2%
$4.36 $5.43
$7.64 $9.02
$10.92 $12.61

Note: Analysis of incumbent production includes “buy-down” impact for reduced taxes on existing production.

Eoon Qe Research
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SB21/HB72 Alt
(35% Rate; $5/Bbl.
Allowance, 30% GRE

®

$0.66
$3.94
$7.21

1.03
1.19
1.35

13.2%
18.6%
23.5%

$34.23
$43.33
$52.42

59.1%
60.1%
60.6%

$1.69
$5.29
$8.90
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Potential Solutions for New Participants %

> Expand State’s Ability to Assist Producers Through AIDEA or
Alternative Agency

>  Potential Vehicles Include
Loans
Acquiring Overriding Royalty Interest
Acquiring a Working Interest
> Royalty Relief
Successful in Moving Recent Projects Forward

> Relax Requirements For Exploration Credits

Foon Ore Research
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Potential Solutions to Target New Oil in Legacy Fields %

> Expand DNR’s Ability to Grant Royalty Relief
Can Only be Granted on Leases Notin Commercial Production

Allow Producers to Petition DNR for Royalty Relief for Approved
Projects That Target “New Oil”

o New PA | Unit or Expansion
(o] Targeted Development in Existing PAs | Units

DNR Would Grant Royalty Relief on Case-Specific Basis

> Allow Producers to Apply for GRE on Projects in Existing PAs
Allow DOR/DNR to Grant GRE for Expansions or Targeted Developments

Producers Must Apply for GRE Allowance

Producers Must Provide Sufficient Evidence to DOR/DNR
to Establish Proposed Development is New Production

Foon Oe Research
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Summary of Benefits %

> Change in Tax Rate Along with Production Allowance Provides Moderately
Progressive System

> Changes Maintain Competitive Government Take
> Allowances or “Credits” Tied Directly to Production
> Value of Allowance Varies Inversely With Price

Higher Value at Lower Prices (Where Needed)
Lower Value at Higher Prices (Where Not Needed)
> Avoids Problems Associated with High and/or Changing Marginal Rates

> Expansion of AIDEA Access Would Provide Capital to Viable Projects
If Needed Without Taxing State Treasury

> Granting DNR Royalty Relief Authority Allows Flexibility in Responding to
Challenged Development Projects

> Granting of GRE to Targeted Projects in Existing Units Allows DOR/DNR to
Aid Development

Eoon Ore Research 10



Overview of SB 21 P The Proposal (Highlights) *$K.
x

' 1. Eliminate Progressivity and Credits Based
I as
PI’OdUCtion TaX on Capital Expenditures.

"SSSWSmI\/IdH:I??]KfedI 2. Reform remaining credits to be carried
forward to when there is production.

3. Establish a "Gross Revenue Exclusion" for

newer units and new participating areas in
January 29’ 2013 existing units (NEW OIL).
AIaSka Department Of Revenue 4. Hold Cook Inlet and Middle Earth Harmless.

112812013 3

( ) P I " I Eliminate Progressivity & (BOB)
rl nCI p es Credits Based on Capital Expenditures

e Governor' Principles: Progressivity

-

-Tax reform must be fair to Alaskans.
Main Sections: 1,2,26

-Encourage new production. Conforming Sections: 5,6,22,23

-Simple so that it restores balance to )
North Slope QCE Credits

the system.

-Durable for the long-term. Main Sections: 8

Conforming Sections: 7,11,12

18713 2 18713 4
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Reform remaining credits to be carried CBOR; _ -iD@R
. . Cook Inlet and Middle Earth !

forward to when there is production. i 'v

North Slope Net Operating Loss Credits No Changes to Cook Inlet & Middle Earth
Main Sections: 9,15 Main Sections: 3
Conforming Sections: 10,19, 20 Conforming Sections: 4,13,14,17,18, 21, 25

Small Producer Tax Credits
Main Sections: 16
1/28/2013 7
Establish a "Gross Revenue Exclusion" for
newer units and new participating areas in

existing units.

Gross Revenue Exclusion (The GRE)

Main Sections: 24
Conforming Sections: 5



ConocoPhillips is using technology to

increase production in Alaska, Outside

Published: March 8, 2013
By ERIC LID JI— Petroleum News

Anchorage — ConocoPhillips says it plans to spend $2.5 billion in Alaska over the next five
years using innovative drilling technologies to mitigate declining production on the North
Slope.

Conoco, the largest oil producer in Alaska, believes it can get 35,000 barrels a day of
incremental production from its three legacy North Slope oil fields by using 4-D seismic,
coiled-tubing drilling and casing drilling to lower costs and reach additional deposits. However,
as with any discussion of investments, the company insists it could do more if Alaska
policymakers would lower oil taxes.

The 35,000 barrels a day would cut production declines to about 3 percent a year by 2017,
Matthew Fox, the company's executive vice president of exploration and production, told
analysts on Feb. 28. And, Fox said, if ConocoPhillips brings the Alpine West/CD-5 satellite
into production as scheduled in 2015-16, the annual decline could drop to about 2 percent.

The goal of the $2.5 billion program is to use newly perfected techniques to suck additional oil
out of Prudhoe Bay, Kuparuk River and Alpine.

The program involves two techniques "honed" in Alaska.

The first brings down the cost of developing smaller oil pockets. With it, ConocoPhillips uses
time-lapse 3-D seismic (or "4-D" seismic) to "illuminate pockets of oil that are in separate fault
blocks or for whatever reason are not producing into an existing well bore," according to
Executive Vice President of Technology and Projects Alan Hirshberg. It's too expensive to
reach such pockets with conventional drilling, he said.

With a small tool at the end of coiled tubing equipment, ConocoPhillips can "twist and turn
through the rock." This tool can turn more than 60 degrees over a 100-foot stretch of well,
which "allows us to go right to these pockets that we found with the 4-D," he said.

Using this technique, ConocoPhillips recently drilled an "octolateral” well at Kuparuk. The well
is a vertical hole with eight horizontal wells snaking out in different directions to target
bypassed deposits. "We've actually found eight different zones near this well bore that we could
go and hook up using coil-tubing drilling.... That's a very cost-effective way to get at those
zones that weren't producing before," Hirshberg said.



The second technique allows ConocoPhillips to access deposits once thought unreachable.
Using "steerable drilling liners," the company can drill through unstable reservoirs or low-
pressure formations to reach deeper targets. "Normally when you have these well-bore
instabilities, ifyou try to drill and then come back and run casing, you can't do it fast enough
because the well bore collapses. So here, we're actually using the casing to drill," Hirshberg
said. "And so the casings are already in place as we drill the hole.”

It's unclear whether the investment plan differs from normal fieldwork.

Earlier this year, ConocoPhillips said it planned to spend "about $1 billion" in Alaska in 2013 —
a slight increase over 2012 —to accommodate CD-5 development.

"When you look at the base development speed and pace inthe legacy fields, it's the same
(budget) as 2006," ConocoPhillips Alaska President Trond-Erik Johansen said.

Between 2005 and 2011, ConocoPhillips spent $733 million a year in Alaska, on average, with
a low of $666 million in 2007 and a high of $1.4 billion in 2008. At $2.5 billion, the announced
five-year plan amounts to $500 million a year, in addition to other activities in the portfolio,
such as CD-5 and Chukchi Sea exploration.

ConocoPhillips says it believes legacy fields are the key to stemming production declines, but it
can'tjustify the necessary investment under the existing tax system. The company says tax law
revisions proposed so far do not "contain sufficient investment incentives for legacy fields to
offset Alaska's high cost environment."

Meanwhile, ConocoPhillips is exporting its Alaska technology.

The $2.5 billion Alaska program is part of a larger effort by ConocoPhillips to increase
production across its portfolio by 600,000 barrels of "oil equivalent" a day by 2017.

"Ofthe growth that we're talking about, about half of it is going to come from oil production....
About 70 percent of that oil production comes from the Lower 48 and the rest of it is coming
from Malaysia and projects in Europe," ChiefFinancial Officer Jeffrey Sheets told analysts.
"And so where it's not coming from is places (where) we've had relatively higher tax rates, like
Alaska."
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Compass: Medicaid expansion is good for Alaskans

Comﬁass: Alaska needs governor's oil tax
overrfaur

Published: February 20, 2013
By BILL ARMSTRONG

Gov. Sean Parnell has introduced new oil and gas tax legislation. The governor's proposal is a huge
improvementover the currentlaw and is a major step in the right direction for Alaska - and Alaskans.

You may not have heard of Armstrong Oil & Gas, Inc., but we. and our affiliates, began extensive work
exploring new oil and gas potential in Alaska in 2000. Since then, we have been responsible for the
origination of three of the mostrecent stand-alone developments in the state: two on the North Slope and
one in Cook Inlet.

Our exploration efforts have provided significant revenues to the state, jobs for Alaskans, new oil
production for the Alaska Pipeline, and new supplies of natural gas for Southcentral Alaska.

Armstrong is now one ofthe largestleaseholders in the state and one of the state's largest investors. We

are true believers in Alaska's potential. But sadly, as we hear from so many of the companies that we try to
encourage to investin the state - Alaska is simply not competitive with other oil and gas provinces around

the world.

There is a major energy boom happening in the United States, but Alaska is not benefiting from this boom.
New drilling and completion technologies have been a godsend for the continental United States, and
specifically to states where these technologies are being putto use. This energy boom, which is thriving in
states like Texas, Oklahoma, North Dakota and Pennsylvania, has completely bypassed Alaska.

For the week of January 7, 2013, Texas had 830 active rigs drilling, Oklahoma had 183, North Dakota had
174, and Pennsylvania had 80. Alaska had 8. Alaska's constitution calls for maximum benefitfrom the
development of natural resources, but how do Alaskans benefit if the state tax structure makes potential
developers look elsewhere?

Oil production in Alaska is declining -- steadily and relentlessly. And yet, the entire state economy is based
on the income from this vast resource potential. Itis a resource that created the Permanent Fund, returning
hard dollars from production to every man, woman and child in the state. Alaskans must confront the fact
that prohibitive regulations, onerous permitting and an unprecedented tax burden are scaring away the kind
of investmentnecessary to maximize production potential that benefits all Alaskans.

This is bad news - butthe good news is thatthese are man-made problems and therefore, they can be
fixed. Gov. Parnell's proposed tax law starts to do just that.

W hile not perfect, the Governor's changes are a major step toward increasing exploration activity and
bringing substantial new investments to the state; investments that will increase production and generate
new jobs for Alaskans.

The governor's tax bill is certainly not a giveaway to "big oil". Itdoes notjeopardize the state's balance
sheet with tax credits, and itfirmly makes the state's fiscal regime com petitive with the rest of the world. Itis
aimed at making Alaska provide maximum benefit from resource development to all Alaska shareholders -
you and your family.
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Alaska needs ConocoPhillips, BP and Exxon to aggressively conduct business in the state, but Alaska also
needs new companies such as Pioneer, ENI, Repsol, Armstrong and others to compete and invest as well.

Gov. Parnell understands this, and he clearly has the state's long-term best interest at heart. The choice
for Alaskans is simple and clear. The current ACES tax burden has crushed development and new
investments and will jeopardize Alaska's economic health in the long-term. The governor's proposed oil and
gas tax changes will increase production, provide more high paying jobs, and increase revenues for the
state.

Armstrong Oil & Gas is a true believer in Alaska's energy potential, but we and the other new companies
looking at playing a role in Alaska's future need to see a stable tax structure we can confidently invest in.

It's time for Alaska to get back in the game, bring drilling back to the state, and reap the economic benefits
this will bring for all Alaskans. We look forward to being a part of an exciting new generation of
development.

Bill Armstrong founded Armstrong Oil & Gas, Inc. in 1985 from the attic of his 100 year-old garage/barn in
Denver. Armstrong Oil & Gas recent areas of activity are Alaska's North Slope and Cook Inlet Basin, the
Gulf of Mexico, the San Joaquin Valley, the Williston Basin, Michigan Basin and the Wyoming/Utah
Overthrust Belt.
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YEAR

2006

2007

2011

2012

Alaska Oil Tax History Since 2006
EVENT

In February Gov. Murkowski introduces both his Petroleum Profits Tax (PPT) and the gasline contract as a
package deal. The message to the legislature is, "Pass the PPT, and they will build a gas pipeline."

At the announcement press conference Murkowski and chief of staff Jim Clark debate the linkage of the two
bills —see Administration garbles oil tax message, Alaska Budget Report, Feb. 23 2006

As the debate rages on through the regular and a heated special session the PPT undergoes multiple
revisions. It passes on an emotional and frenzied Sunday night, August 6. The final product is an unwieldy
combination of taxes and credits that will prove dizzying for state auditors. Producers are unhappy with what
they see as a huge tax hike; Democrats are unhappy having lost the fight for a gross tax; Murkowski fears he
will end up with a big tax bill and no pipeline -- which iswhat happens.

A combination of FBl raids and indictments, historic unpopularity for a sitting governor and some key wins by
Democrats in the '06 elections changes the complexion of Alaska government dramatically. Sarah Palin
sweeps Murkowski aside with promises of ethics reform, a new approach to finally slaying the gasline dragon
and reform ofthe PPT that now carries the stigma of corruption and the realization that it will underperform
by $800 million in its first year. The Senate is now led by a coalition of 10 Democrats and five Republicans.

Republican Senator Tom Wagoner and Republican Representative John Coghill introduce legislation to
prevent producers from deducting repair costs for improperly maintained property and equipment, the bills
receive large-scale early support. Meanwhile Palin's new oil and gas team works on a new approach. By May
the Wagoner bill loses steam.

Palin rolls out her new oil tax plan for a special session in October - it is a significant departure from
Murkowski's regime, and it iswell received, particularly by many Democrats. "ACES" promises more
aggressive progressivity and less generous deductions and credits.

Palin's ACES bill passes in November with some notable modifications and represents a projected increase of
$1.2 to $2 billion over the previous PPT. Over the next five years the state would enjoy large revenue
surpluses, and more activity from explorers and small producers while the large producers argue that the
punitive tax structure will result in less investment and the continuing production decline.

As the 2011 legislative session begins Gov. Sean Parnell unveils bill to slash production taxes. The plan aligns
with large producers contention that to encourage investment and increase production Alaska must be more
competitive with other oil provinces. The bill meets strong resistance from House Democrats and the bi-
partisan coalition in the Senate. It does not pass in 2011 and is not on the special session call.

Though Parnell's tax bill was eviscerated by the Senate's bi-partisan coalition, the administration did little to
change its arguments in 2012. Holdover hard feelings between House and Senate leadership over budget and
oil tax disputes in 2011 led to an ultimate stalemate, and the bill died in the Senate Resources committee. No
special session was called.
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- How many/ much transferable credits have you secured from others and at what discounted price?

- How much incremental production have you developed with these 3 rd party credits?

- What isthe Probability of low side product price in the next 5-7 years and really how much will that

impact your business strategy for Alaskan investment as apposed to non-Alaskan investment?

- If production from PA expansion is included as an option for GRE, how will you measure the

incremental oil associated only with the expansion area?

- Will including PA expansion in the GRE, encourage you to advance PA boundary edge development?

- Should GREs be tied to EPC contracts with local contractors? If not, why not?

- How many PAs do you have which haven't been fully developed? What are your plans for the
explotation of these areas? What are the technical and non-technical hurdles preventing you from this

work today?

your portfolio balance determined between smaller less productive PAs and larger prolific PAs?

- What isthe blend (heavy to light crude) required to augment heavy and viscous development?



I r CL

roe.

X)9rs

A laska State Legislature
Senator Hollis French

February 12, 2013

.Senator Cathy Giessel
Chair, Senate Resources Committee
Capitol, Room 427

Dear Senator Giessel:

Please submit the following questions to our experts PFC or the Department of Revenue, as
appropriate:

L

Quantify the number of additional barrels of new production (factoring in the GRE for new
ail) it will take to olfset die loss of revenue under SB21 at $90, $110, $130/bbl oil.

Provide a detailed description of die tax credits for brownfields die U.K. is providing in die
Nordi Sea. Include die current government take before die credits, how die credits are
targeted, and whedier die tax credits go on forever or are capped (and if so, how).

What are federal tax implications for an oil producer in Alaska of any reductions in state
taxes? If die state reduces its oil taxes by $1 billion, for example, how much of diat is available
for reinvestment in Alaska?

When total government take is modeled by PFC and DOR, are federal taxes modeled in die
abstract, or are diey tied to actual federal taxes paid? Since federal tax payment information is
part of SEC tilings, can we see a model of government take diat reflects actual federal tax rates
paid?

Provide a chart of die effect on state revenues of adopting SB21. Using die annual production
and prices from FY07 dirough FY13, report die revenue for each year under ACES, under
PPT, and under SB21.

Senator Hollis French

State Capitol «Juneau, AK 99801 < (907) 465-3892 < Senator_Hollis_Frencli@legis.state.ak.us
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Heavy oil incentives, why did BP set heavy oil aside?
Water treatment facility. Isthere limited access? Ask CP is this true?
Barron-What is his read on shale? w

Credits to reduce tax - summarize what we have and what SB 21 proposes. Ask Big 3 if they will

work

Explorers' increased credits-Ask DOR how far off the target are we?

Legacy production credits

Some windfall tax rate (half ACES)-brackets (where do we change the slope of line at high end)
DOR-pros/cons,of OPEX deduction*, allow these for all "challenged" oil

Big 3-wKat incentives to reduce OPEX and increase production

PFC/Big 3-mainenance shut down-what is the industry standard for routine operating /predictable

p4do
equipment repairs?
McGuire
Can we adjust the $80-90 Gov Take?
A
Credits for well workovers, technical advances (to be used only on production
(pOw k flIWUU&od kit ® I)MUo - o
P

Set baseline for production, then give credits for oil above the baseline
Treat heavy differently 1’

Incentivize new producers



ALASKA STATE LEGISLATURE

Sen. Cathy Giessel, Chair State Capitol, Room 427
Juneau AK 99801-1182

Sen. Fred Dyson, Vice Chair
907-465-4843

Sen. Lesil McGuire
Sen. Anna Fairclough Fax: 907-465-3871
800-465-4843

Sen. Click Bishop
Sen. Peter Micciche
Sen. Hollis French

Senate Resources Committee

MEMORANDUM

Date: February 6, 2013
February 12, 2013 revised per request of JBUD

TO: Senator Fairclough, Chair
Legislative Budget & Audit Committee

From: Senator Cathy Giessel

Re: Questions for PFC Energy from Senator French

Herewith I am submitting two questions from Senator French which were raised in committee this
afternoon. He requests they be addressed by our consultant PFC Energy. Also attached is Legislative
Research Services brief dated January 17, 2013 (LRS Report 13.137), to which his questions pertain.

The questions as transcribed from Senator French's note:
1. Are these numbers accurate?
2. Why, if these #'s are accurate, isn't CP investing more in Alaska?
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ALASKA STATE LEGISLATURE

State Capitol, Room 427
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Click Bishop 800-465-4843
Peter Micciche

Hollis French

Senate Resources Committee

MEMORANDUM

Date: February 6, 2013

To:

Re:

Senator Fairclough, Chair
Legislative Budget & Audit Committee

Questions for PFC Energy from Senator French

Herewith | am submitting two questions from Senator French which were raised in committee this
afternoon. He requests they be addressed by our consultant PFC Energy. Also attached is Legislative
Research Services brief dated January 17, 2013 (LRS Report 13.137), to which his questions pertain.



in Z20O

8

<
<

N z
~1 N\
u
Aw._
S
y
c y- W
i 101 d 1l
1 IS e W
N € U
d pd -1 <
1| |
A
a o m N4 _A
LR
H i |



LEGISLATIVE RESEARCH SERVICES

Alaska State Legislature (907) 465-3991 phone

Division of Legaland Researcli Services (907) 465-3908 fax
State Capitol, Juneau. AK 99801

Research Brief
TO: Senator Hollis French
FROM: Chuck Burnham, Legislative Analyst
DATE: January 17, 2013
RE ConocoPhillips: Net Income per Barrel of Gil Equivalent, through Third Quarter, 2012
LRSReport 13.137

Youaskedthat we calculate ConocoPhillips' netincome per barrel of oil equivalentfor thefirst two
quarters of2012for exploration and production activities in Alaska, the Lower48states/Latin
America, andthe remainder ofits international operations.

Asthe attached table shows, in the first three quarters of 2012, the exploration and production activities of ConocoPhillips Co.
generated net income of roughly $1.71 billion in Alaska.1 This compares to approximately net income of approximately $556
million in the Lower 48/ Latin America, and $4.33 billion for its other international operations and those of its equity affiliates.
On a "barrel of oil equivalency" (BOE) basis, the value of Alaska production—$29.83 per BOE—is higher relative to those other
jurisdictions in part because of the recent high price of oil, existing infrastructure, and the fact that most hydro-carbons
produced in Alaska for market are in the form of crude oil, among other factors.2 By contrast, operations in the Lower 48/
Latin America produce a much higher proportion of natural gas, which has been selling at historically low prices recently,
resulting in a net value of $4.42 per BOE.

The company's overseas operations generate large volumes of crude oil and natural gas but have received heavy capital
expenditures. For example, in the first nine months of 2012, operations in Canada were the subject of capital expenditures
and investments of over $1.5 billion, while Europe and Asia Pacific/ Middle East regions each received investments of over $2
billion, compared to $596 million in Alaska. These large expenditures serve to decrease significantly the company's net
income per BOE in those geographical areas.

We hope this is helpful. Ifyou have questions or need additional information, please let us know.

1"E><p|oralion and production” income is derived from the extraction and sale of raw oil and gas. These "upstream" activities do not include

operations that are considered "mid- and downstream" businesses such as refining and retail gasoline sales.

2"Barre| of oil equivalent” (BOE) expresses the amount of a given fuel required to equal the amount of energy contained in one standard U.S.
barrel of crude oil (42 gallons). Forinstance, a generally accepted BOE approximation for natural gas is 5,800 cubic feet (5.8 Mcf). Please note,
however, thatthe amountofenergy provided by a given amount of crude oil (or any fuel) varies by production location or, more precisely, the

grade of oil produced. Therefore, BOE figures should be viewed as estimates.



ConocoPhillips: Exploration and Production Net Income per Barrel of Oil Equivalent
in Selected Areas, through 3rd Quarter 2012

Production
Net
L Net Income Income
Jurisdiction . Barrels of Oil  Total BOE per BOE Value
(Millions) per Day
(Millions) per Day Day
Alaska $ 1,706 $ 6.2 185,000 209,000 $ 29.83
Lower 48 /
$ 556 $ 2.0 119,000 452,000 $ 4.42
Latin America
International/ Equity
$ 4,329 $ 15.9 308,000 908,000 $ 17.18
Affiliates
Total (Selected Areas) $ 6,591 $ 24.1 612,000 1,569,000 $ 15.15

Notes: "Barrel of oil equivalent” (BOE) expresses the amount of a given fuel required to equal the amount of energy contained in one
standard U.S. barrel of crude oil (42 gallons). For instance, a generally accepted BOE approximation for natural gas is 5,800 cubic feet
(5.8 Mcf). Please note, however, that the amount of energy provided by a given amount of crude oil (or any fuel) varies by production
location or, more precisely, the grade of oil produced.

The figures in this table are the results of dividing net income by the aggregate BOE production of oil, natural gas, natural gas liquids,
and bitumen.

Due to the impact of rounding of daily production figures to the nearest thousand, area production may not sum to totals, and the
result of our BOE value calculations may vary from actual results by a small amount. As a result, these figures should be viewed as
estimates.

Sources: Income and production data are from ConocoPhillips' Quarter 3, 2012, "10-Q" filing with the U.S. Securities and Exchange
Commission. The report is available online by searching for "ConocoPhillips" at

http:/Awv.sec.goviedgar/searchedgar/companysearch.htm.

Legislative Research Services Report 13.137, January 2013 Page 2 0f 2
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Department of Revenue

COMMISSIONER'SOFFICE
Bryan Butcher, Commissioner

333 Willoughoy Avenue, 11 Hoor

Juneau, Alaska 99811-0400
Mairt 907.465.2300
Fax 907.465.2339
MEMORANDUM
TO: Alaska Municipal League

FROM: Bruce Tangeman
Deputy Commissioner \

DATE: February 21,2013
RE: Proposed changes to municipal revenue sharing fund under SB 21

There have been concerns raised by fhe Alaska Municipal League (AML)regarding proposed language
in SB 21 that would change the source of revenue that funds the community revenue sharing fund from
oil and gas production taxirevenues received under AS 43.55.011(g) to corporate income tax revenues
received under AS 43.20.030(c).

AS 43.20.030(c) states that “the total amount of tax imposed by this chapter is due and payable to the
department at thefsame time and in the same manner as the tax payable to the United States Internal
Revenue Service.* Although this section doesn’t specifically address the calculation of the tax due, it
does provide for tax payments. Furthermore, by adopting the payment scheme required under the
Internal Revenue Code, commubhity revenue sharing would be based on when the tax was paid and not
when the liability was calculated. Most corporate income taxpayers file returns based on a calendar year.
As such, the majority of corporate income tax returns are due April 15theach year and reflect the
corporate income tax liability for the previous calendar year. Corporate income taxpayers are required
to make quarterly estimated tax payments and then a final payment on March 15thofthe following year.
Our intent was to base community revenue sharing on actual payments made throughout the year and
not on the Stali liability determined on April 15* ofthe preceding year.
IS
During the past three fiscal years, the State of Alaska received aifaverage of $656 million in corporate
income tax revenue. Regardless ofwhether community revenue sharing is based on estimated tax
payments made or final liability determined at the end of the year, the Department believes there is
ample corporate income tax revenue to Cover file maximum revenue share of $60 million each year.
fts?" R |
We hope this addresses your concerns andjtjve clearly outlined our reasoning for identifying AS i A
43.20.030(c) as fit? statute governing th.] corporate income tax payments.



CS (working draft 2.22.2013)
for SB 21

February 26, 2013

Doug Smith, Alaska Support Industry Alliance

President, Board of Directors



Tax Rate

Change

SB 21: retains the 25% base tax rate currently in ACES

CS: substitutes a tax rate equal to 35%, minus $5/bbl
Effect of CS (compared to SB 21):

Attempt to address the tax neutral point at prices where projects are
evaluated

Levels out the tax rate but leaves a somewhat progressive feature
Comment:

Accomplishes needed change at lower end ofthe price range

Some concern about competitive effect of increased rate at the higher
end ofthe price range against our North American competitors

Perhaps an offset to the progressive nature is a slightly lower base rate



Expansion of GRE

Change

- SB 21. 20% GRE available for production from new units and
participating areas (PA's)

- CS: GRE available also for production from expansion of existing PA's
and increased to 30%

Effect of CS (compared to SB 21)

- Responds to the goal of leveling the playing field for new investments
that produce new oil within existing fields and increases the incentive
to develop new oil

Comment

- This is a step in the right direction however the known and currently
producing legacy areas are still the best opportunity for increased
production. Investment in the currently producing areas of the legacy
fields will be best stimulated by a competitive base rate. The correct
level of base rate is one that induces significant new investment in the
currently producing legacy areas.



Expansion of Exploration Credit

Change

- SB 21: does not change existing law, which limits
exploration credit to wells drilled beyond 3 miles from
previous well

- CS: eliminates 3 mile limitation; retains existing
requirement for advance DNR determination

Effect of CS (compared to SB . . ).

- Significantly expands geographic area available for the
credit

Comment:
Improves the economics of exploration in affected areas



Qualified industry service credit

Change
- SB 21: No similar provision

- CS: Establishes a credit to Alaska corporate income tax for
manufacture or modification in Alaska of tangible personal property
"used in the exploration, development and production of oil or gas"

Effect of CS (compared to SB 21):

- Intent is to encourage in state manufacture of tangible personal
property that will create jobs, stimulate our local economy, and make
local suppliers more competitive with companies outside of Alaska

Comment:

- This is a positive step towards local job creation and continued
improvement in the number of Alaskans working in the industry

- Most likely this will result in downstream property taxes and income
for businesses that will more than offset the value of the credits



e M embership Total Annual W ages and Average Employment, by Sector, ;

Total Annual Wages Average
(in Smillions) Employmer
'IZ\/I(;;:/?t?e,SOH and Gas Extraction, and Support $571.8 5 883
Construction $182.8 1,745
Manufacturing $22.0 389
Wholesale & Retail Trade $116.5 2,005
Transportation & Utilities $301.2 4,964
Information N/A N/A
Finance, Insurance, and Real Estate $161.5 2,738
Professional and Business Services $408.9 5174
Education and Health Services $21.0 545
Leisure and Hospitality $76.9 2,395
Other Services N/A N/A
State Total for Alliance Members $1,996.1 27,965

Source: ADOLWD, compiled by McDowell Croup,



Senate Resources Committee
Comments on PB 21 CS

Investors: AV CG (Alaska Venture Capital Group)

O perator: Brooks Range P etroleum

Ken Thompson
AVCG Co-Owner/investor
Former President, ARCO Alaska, Inc.

February 25, 2013

AVCG LLC

A A\
Bads Rrte Frdaum

A A\

Brooks Range Petroleum
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Brooks Range Petroleum

Why Consider Our Company's Perspectives ?

1) Most active exploration company exploring and developing solely on North Slope state lands
a) Drilled 10 of 36 exploration wells on state lands in 2007-12 (more than COP, BP, XOM, ENI, Repsol, Armstrong combined)

b) 105,000 leased acres in 3 core areas in JV partnership with Ramshorn Exploration (affiliate of large Nabors Industries)

2) ~ $200 MM invested to date in Alaska North Slope projects...3 discoveries, acquired discovery

3) Mustang development project under construction...$577 MM capital, 44 MMBO, 15,000 BOPD

future level of capital spending/yr same as Pioneer Natural Resources and one-third the level of COP capital spending
4) Three other development projects in permitting/conceptual engineering stages...> $1.5 B capital
5) First production and cash flow to state and our companies...startup of Mustang in 3Q 2014

6) On investment of $200 MM, received refunded tax credits totaling $69 MM but State will receive
back this amount+ in the first year of Mustang production...and $1.2 billion over field life
a) All credits have been redeployed on the North Slope for new drilling or seismic to find, develop oil...none sent Outside

b) Credits redeployed has allowed in some years the drilling of 3 exploration wells instead of 2...or 2 wells instead of only 1

C) Payment of credits in cash versus just an allowance against taxes critical to AVCG which has no current production
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Brooks Range Petroleum

What Difference Can Our Company Make?

"New work in existing fields to increase production above their

PrOdUCtIOn Proflle existing declines will not- by itself- level AK's oil production.

Production from exploration discoveries are needed also.

(M bolsld) Alaska still needs E&P...notjust P!"
IMustang  aTofkat ~ Beechey Point miTelemark mAppaloosa
60
s, 92 billion capital spending,
$4-5 billion state revenues
g 40
30
3
520
1
.10
0 -

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Between 2012 and 2011, North Slope oilproduction declined 50,768 BOPD. Developments such as the

above, ifrepeated, could help in replacing production fall off...AND ACHIEVE “NO DECLINE!"

Note: Mustang delineated and development underway. Tokfat, Beechey Point, Telemark, Appaloosa require delineation before sanctioning...not risked.



We See Positives In B 21 CSTo Help Grow Production Eﬁoks Lar}ge\ Petroleum

1) Increases "Carry Forward Loss Credit (CFL)" from 25% to 35% and interest on unused credits 43.55.023()...
v'  POSITIVE: incrementally more future cashflow to re-deploy into facilities & drilling

2) Extends "Small Producers"” Credits from to 2022...reduces small producers' tax bill by $12 MM/yr 43.55.024(C)...
V  POSITIVE: more cash flow for small producers to re-deploy into facilities & drilling

3) Specifies 20% QCE tax credit certificate payment in single year vs. 2 but does eliminate QCE on 12/31/13 4355.023(
S POSITIVE: more immediate cash to put into Mustang developmentfacilities and drilling 2014
V  NEGATIVE: no QCE payment in 2015 to redeploy into Mustang development drilling..."wish list" is extend
QCE and cash payment to 12/31/14...project was sanctioned assuming QCE, requiring less Owners'funding

4) Eliminates progressivity factor, increases base tax rate from 25% to 35% but provides $5/bbl produced bbl credit
42.55.011(e)...
S POSITIVE: Eliminating progressivity simplifies tax calculation and will be a public relations plusfor AK

S NEGATIVE: Increase in base tax rate from 25% to 35% not expected...but partially offset by...
S POSITIVE: $5/bbl produced bbl credit better balances relative state/producer takes at low oil prices

5) For new oil, increases "20% Gross Revenue Exclusion (GRE) " to 30% GRE and amends definition of leases that can

be included for this GRE 4355.160..
A POSITIVE: Should incentivize new oil production on more leases, also help during low oil price cycles

6) Removes old distance limitations and allows for a 40% "Exploration Incentive Credit" for exploration wells drilled

that target new oil discoveries regardless of location 43.55.023()..
v'  HUGE POSITIVE: For exploration companies like ours-will result in more companies & more oil on State lands

7) Overall? Thank you for the changes in the CS...this should help in attracting new capital & leveling oil production
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February 21, 2013

The Honorable Cathy Giessel
Alaska State Senator

Chair, Senate Resources Committee
State Capitol Room 427

Juneau, AK 99801

Dear Senator Giessel:

The purpose of this letter is to provide you with a response to questions posed by Senator French,
in writing on February 12, 2013. Please see questions in italics and our responses immediately
below the questions.

1 Quantify the number ofadditional barrels of newproduction factoring in the GREfor new
oil) it will take to offset the loss ofrevenue under SB21 at $90, $110, $130/bbl ail.

The legislature’s consultant PFC Energy addressed this question in testimony before the House and
Senate Resources Committees on February 15, 2013. On slide 5 of that presentation, PFC stated that at
$100 per barrel, “If an improvement in fiscal terms can stimulate sufficient new investment to stem
declines, it has the long run potential to increase revenue, despite the near-term cost of the change. To
maintain revenues to the state at a steady level in real terms, a reduction in government take such as
that under SB 21 would need to spur sufficient investment to reduce the North Slope base decline from
6% as currently forecast to 1%.”

Additionally, the DOR fiscal note for SB 21, on page 4, includes hypothetical examples of additional
production. The additional production scenarios compare additional production under SB 21 to ACES
without the additional production. At $90 per barrel, revenue is equal or greater than ACES with no
additional production. At $100 per barrel, revenue is greater than ACES under “Additional Production
Scenario B”, and at $120 per barrel, revenue is greater than ACES under “Additional Production
Scenario C.” These scenarios are not intended as forecasts, but give a helpful illustration of the order
of magnitude of new investment and production that would offset the reduction in government take
under SB 21.

2. Provide a detailed description ofthe tax creditsfor brownfields the U.K. isproviding in the
North Sea. Include the current government take before the credits, how the credits are
targeted, and whether the tax credits go onforever or are capped (and ifso, how).

It is our understanding that the expectation is for PFC to respond to this question. If not,
please let us know and we will work to provide it.



The Honorable Senator Giessel: Questionsposed by Senator French
February 21, 2013

Page 2

3. What arefederal tax implicationsfor an oil producer in Alaska ofany reductions in state
taxes? | f the state reduces its oil taxes by $1 billion, for example, how much ofthat is
availablefor reinvestment in Alaska?

Our modeling of producer take assumes a 35% federal corporate income tax rate. That is, a
reduction in state taxes of $1 billion would lead to a net increase in producer take of $650
million.

4. When total government take is modeled by PFC and DOR, arefederal taxes modeled in the
abstract, or are they tied to actualfederal taxespaid? Sincefederal tax payment information
ispart of SECfilings, can we see a model ofgovernment take that reflects actualfederal tax
rates paid?

Federal corporate income taxes are modeled using an assumption of a 35% federal corporate
income tax rate. Given the complexity and nuances of federal tax code and SEC required
filings, as well as activities outside of Alaska, we would caution against using SEC filings as
the basis for estimating the federal corporate income tax rate that is applicable to oil produced
in Alaska. Also, since the marginal 35% federal corporate income tax rate is typically used to
model government take, an Alaska government take number calculated using a different
assumption would no longer be comparable to calculations and benchmarks for other oil
producing jurisdictions.

5. Provide a chart ofthe effect on state revenues ofadopting SB21. Using the annual production
andpricesfrom FYO07 through FY13, report the revenuefor eachyear under ACES, under
PPT, and under SB21.

Shown below is a chart of the estimated fiscal impact of ACES, PPT and the proposed SB21
production tax systems. Production tax revenue under ACES has been reduced to illustrate
the impact of the credits that were refunded under ACES that would not have been refunded
under SB21. Production tax under PPT was reduced by the same amount, although the
amount of credits refunded under PPT would have been slightly less than the amount
refunded under ACES.

It is also important to note that the amount of production in each of these years might have
been different under SB21 than it was under ACES and PPT.



The Honorable Senator Giessel: Questionsposed by Senator French
February 21,2013

Page 3

Fiscal Impact of Production Tax Systems, FY07-13

=
&+
©

i PPT minus refunded credits*

-l%..
\l

IACES minus refunded credits

$6 |*SBZl J
LEL

" HlC &

54 1

* $ 3

I

E 2

X

12

'€

f so

£ FYO7 FYO08 FY09 FY10 FY11 FY12 est FY13 FC
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Note: Both credits refunded by the state, and credits taken against tax liability, are incorporated into this
chart.

I hope you find this information to be useful. Please do not hesitate to contact me if you have
further questions.

Sincerely,

Commissioner
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Introduction

The Arctic is defined as the Northern hemisphere region located north of the Arctic
Circle, the circle of latitude where sunlight is uniquely present or absent for 24
continuous hours on the summer and winter solstices, respectively. The Arctic Circle
spans the globe at 66.56° (66°34") north latitude (Figure 1).1

The Arctic could hold about 22 percent ofthe world’s undiscovered conventional oil and
natural gas resources. The prospects for Arctic oil and natural gas production are
discussed taking into consideration the nature ofthe resources, the cost of developing
them, and the political and environmental issues associated with their development.

Background

The area above the Arctic Circle encompasses about 6 percent ofthe Earth’s surface area.
While the Arctic is about the size of the African continent, most ofthe Arctic is oceanic.2
About one-third of the Arctic is occupied by land. Another one-third ofthe Arctic
consists o f offshore continental shelves located in less than 500 meters (1,640 feet) of
Arctic Ocean water. The remaining one-third ofthe Arctic is in Arctic Ocean waters
deeperthan 500 meters.

Jurisdictionally, the Arctic contains portions ofeight countries - Canada, Denmark
(Greenland), Finland, Iceland, Norway, Russia, Sweden, and the United States. Finland
and Sweden do notborder the Arctic Ocean and are the only Arctic countries without
jurisdictional claims in the Arctic Ocean and adjacent seas.

The sun does not rise above the Arctic horizon for days or weeks during the winter,
depending on how farnorth ofthe Arctic Circle you are. Sunlight hits Arctic surfaces at
an angle of much less than 90 degrees over much ofthe year, further diminishing the
amount ofincident solar radiation. Asa consequence, the Arctic experiences freezing
temperatures for most of the year with briefinterludes above freezing. For example, at

1US. GeoloRica_I Survey, “Circum-Arctic Resource Appraisal; Estimates of Undiscovered Oil and Gas .
North ofthe Arctic Circle,” USGS Fact Sheet 2008-3049, Washington, DC (2008), page 1. USGS website
URL s http:l/pub_s.usgis.gov/fs/2008/3Q49/ . ) ) .

2 Donald L. Gautier, et. al., “Assessment of Undiscovered Oil and Gas in the Arctic,” Science, May 29,
2009, Volume 324, page 1175- 1179, ] ) ) )

3 Sweden and Finland have onshore territory in the Arctic but none with any known or projected oil and
natural gas resources.

Prudhoe Bay, Alaska,dwinter temperatures can fall below -50 °F (-45 °C), while July
temperatures range between 37 and 54 °F (3 to 12 °C) (Appendix A). The central Arctic
Ocean is ice-covered year-round, and snow and ice are present on land for most ofthe
year.5

The cold Arctic air inhibits evaporation so little precipitation occurs, with much of the
Arctic having an average annual precipitation rate of 100 mm (4 inches) or less,6mostly
in the form of snow.

FIGURE 1
Region within the Arctic Circle
(North America is to the leftand Eurasia is to the right.)

Source: National Geaphysical Data Center, Marine Ge,olo%;y and Geophysics Division, website:
http://www.ngdc.noaa.govimgg/bathvnictryfarctic/arctic.himl

4 Latitude: 70.2552778 (70-15"19" N) and Lon%itude: -148.3372227 (148-20"14" W); source:
http://www.lat-long.com/Latitude-Longitudc-1408327-Alaska-Prudhoe Bavhtml =

5 National Snow and Ice Data Center website at: http://nsidc.org/arcticmet/basics/arctic definition.html
6 Arctic Council, “Arctic Climate Impact Assessment,” Cambridge University Press, 2005, page 10.
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Because limited sunlight, limited heat, and snow and ice are all unsupportive ofplant and
animal metabolism, biological activity is limited. Harsh weather and low biological
fecundity has limited human activity in the Arctic. In 2000, about 3.5 million humans
lived in the Arctic,7mostly on lands bordering the Arctic Ocean.

“In the 20th century, immigration to the Arctic has increased dramatically,
to the point where non-indigenous persons outnumber indigenous ones in
many regions. The new immigrants have been drawn by the prospect of
developing natural resources, from fishing to gold to oil, as well as by the
search for new opportunities and escape from the perceived and real
constraints of their home areas.”8

Discovered Arctic Oil and Natural Gas Resources

The best place to find oil and natural gas is where oil and natural gas have already been
found. So the large, existing Arctic oil and natural gas fields are reviewed prior to the
discussion ofthe undiscovered Arctic oil and natural gas resource base. In this review,
“large” oil and natural gas fields are those that exceed 500 million barrels of oil
equivalent ofrecoverable oil and natural gas.9

Large Arctic oil and natural gas fields are particularly crucial with respect to future oil
and natural gas developmentbecause the costof developing oil and natural gas fields in
the Arctic is so high that large fields are initially necessary to pay for the infrastructure
required to later develop the smaller oil and natural gas deposits. For example, the
Prudhoe Bay Field with 13.6 billion barrels ofrecoverable oill0made the construction of
the Alyeska Oil Pipelinell commercially viable. Withoutthe Prudhoe Bay Field, itis
unlikely that the smaller Alaska North Slope oil fields would have been developed.

Arctic infrastructure development is sufficiently expensive that many large Arctic fields
remain undeveloped. Forexample, 35.4 trillion cubic feet12(6.3 billion barrels of oil
equivalent) ofthe discovered Alaska North Slope natural gas resources remain
unexploited due to the absence oftransportation infrastructure. About two-thirds of this
natural gas is in the Prudhoe Bay Field.

g m Tablel%).l, page 14.

id. page 13.

9 The exact recovery of oil and natural gas from a field is not known with certainty until that field has been
ﬁermanentl abandoned. Actual recovery is often greater than the original estimate, as the producer learns
ow to apply technology to enhance recavery rates, Ultimate field reCovery rates are also affected by ol
and natural gas prices, With h_|qher prices resulting |n,h|?her recovery rates.” Consequently, the exact
number of Iar?e discovered figlds aboye the Arctic Circle can only be approximate. Large field data
source: Petroleum Source to Reservoir, Giant Oil and Gas Fields database, Version 14,2009, website
address: http:/Avww.sourcetoreservoir.com/index.html o )

] F|%ure does ot include natural gas. Source: Alaska DePartmentofNaturaI,Resource, Division of Oil &
Gas, Alaska Oil and Gas Repart, Jull_)(,200_7 Anchorage, Alaska, Table I11. 1(0il and Gas Reserves), page 3-
2and Table (113 (Qil Production - Historic), page 3-5.

11 Also known as the TransAlaska Pipeline System (TAPS).

2 Op. cit. Alaska Department of Natural Resources, Tablé 111.1, page 3-2.
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Large Arctic oil and natural gas discoveries began in Russia with the discovery ofthe
TazovskoyeI3Field in 1962 and in the United States with the Alaskan Prudhoe Bay Field
in 1967. Approximately 61 large oil and natural gas fields have been discovered within
the Arctic Circle in Russia, Alaska, Canada’s Northwest Territories, and Norway. 14
Fifteen ofthese 61 large Arctic fields have not yet gone into production; 11 are in
Canada’s Northwest Territories, 2 in Russia, and 2 in Arctic Alaska.

Forty-three ofthe 61 large Arctic fields are located in Russia. Thirty-five of these large
Russian fields (33 natural gas and 2 oil) are located in the West Siberian Basin.15 O fthe
eight remaining large Russian fields, five are in the Timan-Pechora Basin, two are in the
South Barents Basin, and one is in the Ludlov Saddle.

Ofthe 18 large Arctic fields outside Russia, 6 are in Alaska, 11 are in Canada’s
Northwest Territories, and 1is in Norway.

Arctic Undiscovered Technically Recoverable, Conventional Oil and Natural Gas
Resources

In 2008, the United States Geological Survey (USGS) released an assessment o f Arctic
undiscovered technically recoverable,16 conventional oil and natural gas resources.17 The
assessment excluded from consideration any sedimentary provinces that were less than 3
kilometers deep. Ofthe 33 Arctic provinces that surpassed this depth and that were
evaluated by the USGS, 8 were not “quantitatively assessed” because they had less than a
10-percent probability ofhaving an oil and/or natural gas deposit larger than 50 million
barrels of oil equivalent in any of their assessment units.18  The USGS therefore
provided quantitative estimates ofundiscovered oil and natural gas resources for 25
Arctic sedimentary provinces.

Because some ofthe sedimentary provinces evaluated by the USGS lay both above and
below the Arctic Circle, the USGS apportioned the total resource base within those
provinces into estimated resources above and below the Arctic Circle. Only the Arctic
portion of each province’s resource estimate is shown in Table 1.

13 There are often multiple variations for the English sh)ellin offoreign oil and natural gas fields.

14 This number is approximate because it depends on the latitude coordinates provided in the Giant Oil and
Gas Fields database. The oil and natural gas fields’ latitude in the database had to be greater than the
66.56° latitude to qualify as Arctic fields, ) )
1 All sedimentary province names are those used b% the United States Geological Survey.

16 Technically recoverable resources are resources that can be produced usm? current technolo_?y.

17 US. Geolagical Survey, “Circum-Arctic Resource Agprmsal:_ Estimates of Undiscovered Oil and Gas
North ofthe Arctic Circlé,” USGS Fact Sheet 2008-3049, Washington, DC (2008). The USGS is currently
pregarlng amore extensive report regarding their Arctic assessment,

8 Saurce: Personal communication with Ronald R. Charpentier of the USGS on May 12,2009. Seven of
the eight provinces that were not quantitatively assessed have only one assessment unit. The Franklinian
Shelfprovince has three separate assessment units



TABLE 1

Arctic Mean Estimated Undiscovered

Technically Recoverable, Conventional Oil and Natural Gas Resources

By Arctic Province, Ranked by Total Oil Equivalent Resources
USGS Petroleum Province  Crude Oil  Natural Gas

Name (billion (trillion

barrels) cubic feet)

W est Siberian Basin 3.66
Arctic Alaska 29.96
East Barents Basin 141
East Greenland Rift Basins 8.90
Yenisey-Khatanga Basin 5.58
Amerasia Basin 9.72
West Greenland-East 797
Canada '

Laptev Sea Shelf 3.12
Norwegian Margin 1.44
Barents Platform 2.06
Eurasia Basin 1.34
North Kara Basins and 181
Platforms '

Timan-Pechora Basin 1.67
North Greenland Sheared 135
Margin ’

Lomonosov-Makarov 111
Sverdrup Basin 0.85
Lena-Anabar Basin 191

North Chukchi-Wrangel

Foreland Basin 0.09
Vilkitskii Basin 0.10
Northwest Laptev Sea Shelf 0.17
Lena-Vilyui Basin 0.38
Zyiyanka Basin 0.05
East Siberian Sea Basin 0.02
Hope Basin 0.002
Northwest Canadian Interior 0.02

Basins
Total 89.98 1

44,

Source: U.S. Geological Survey, “Circum-Arctic Resource Aé)prmsal: Estimates of
Gas North of the Arctic Circle,” USGS Fact Sheet 2008-304

Note: The column totals donoteaualthesum ofthe rows due to rounding. USGS website URL is: ~

. The relative location of these provinces is identified in Appendix B.

htt&:l/pubs.usgs,.go,vlfsl2008/304
1/Natural gas liquids are composed of ethane, propane, and

2/ The USGS uses a natural gas to oil conversion factor in w

equals Lbarrel of crude oil.

651.50
221.40
317.56
86.18
99.96
56.89

51.82

32.56
32.28
26.22
19.48

14.97
9.06
10.21

1.16
8.60
211

6.07

5.74
4.49
1.34
151
0.62
0.65

031
668.66

Washington, DC (2008), Tab

butane

Natural Gas Total
Liquids 11 Resources,
(billion 0il
barrels) Equivalent

2l

(billion
barrels)

20.33 13257
5.90 A
1.42 61.76
8.12 31.39
2.68 24.92
0.54 19.75
1.15 17.06
0.87 9.41
0.50 1.32
0.28 6.70
0.52 5.11
0.39 4.69
0.20 338
0.27 3.32
0.19 2.49
0.19 2.48
0.06 2.32
011 1.20
0.10 116
0.12 1.04
0.04 0.64
0.04 0.34
0.01 0.13
0.01 0.12
0.02 0.09
06 412.16
Undiscovered Oil and

le E,p@ge4.

hich 6 thousand cubic feet of natural gas

The USGS Arctic assessment estimated a total oil and natural gas resource o412 billion
barrels ofoil equivalent, with 78 percent ofthose resources expected to be natural gas
and natural gas liquids (NGL). The composition of undiscovered Arctic hydrocarbons is
largely determined by the West Siberian Basin and East Barents Basin, which hold 47
percent o fthe undiscovered Arctic resources, with 94 percent ofthose resources being
natural gas and NGL.

According to the USGS mean estimate, the Arctic holds about 22 percent ofthe world’s
undiscovered conventional oil and natural gas resource base, about 30 percent ofthe
world’s undiscovered natural gas resources, about 13 percent of the world’s undiscovered
oil resources, and about 20 percent of the world NGL resources.19

The fact that the Arctic is particularly rich in natural gasand NGL may impede the
exploitation ofits resources, because the world’s natural gas consumers live far from the
Arctic and the long-distance transportation ofnatural gas and NGL is considerably more
expensive than oil transportation due to the significantly lower energy density of these
fuels relative to crude oil. Although the low energy density of natural gas and NGL can
be offset by liquefaction or pressurization, transportation as liquefied natural gas (LNG)
is particularly expensive due to the large capital costs required to build the liquefaction
facilities and the LNG tankers.

W hile the Arctic is rich in undiscovered oil and natural gas resources, the resources are
concentrated injust a few sedimentary provinces. Table 2 illustrates the Arctic’s
cumulative oil and natural gas resource concentration for those provinces with the largest
share ofthe Arctic resource base. Forexample, the 3 largest Arctic provinces account for
65 percent ofthe total Arctic oil and natural gas resources, and the largest 10 oil and
natural gas provinces account for 93 percent of the total. The remaining 15 provinces
(outof25 qualitatively evaluated provinces) are estimated to hold only 7 percent ofthe
Arctic resource hase.

TABLE 2
Arctic Crude Oil, Natural Gas, and Natural Gas Liquids Resource Concentration
for Provinces with the Greatest Share of Total Resources,
Based on the USGS Mean Estimates

LargestArctic Resource Provinces Cumulative Percent of Total Arctic Oil,
Natural Gas, & NGL Resources

(Percent)
Largest Resource Province 32
Largest 2 Resource Provinces 50
Largest 3 Resource Provinces 65
Largest 5 Resource Provinces 78
Largest 10 Resource Provinces 93

Source: Table L

9USGS Newsroom release dated July 23,2008, USGS website URL: ) ]
hltp.7/www.uses.govincwsroairifarliclc.asp?ID~1980&fi~om-rss_home. Figures do not include or consider
world unconventional oil and natural gas resources, such as Rocky Mountain oil shale, Canadian oil sands,
Venezuglan Qrinoco heavy oil, etc. - Inclusion of these unconventional resources would reduce the Arctic
proportion of total world oil and natural gas resources.
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Arctic oil and natural gas resources are not evenly distributed among the Eurasian and
North American continents (Table 3). Eurasia is estimated to hold about 63 percent of
the total Arctic resource base, while North America holds about 36 percent. The
Eurasian resource base is predominantly natural gas and NGL, which account for about
88 percent ofthe total Eurasian resource base. The Eurasian W est Siberia Basin and East
Barents Basin account for 194.3 hillion barrels of oil equivalentofundiscovered
resources, which is 74 percent of the total Eurasian resource base.

TABLE 3
Regional Concentration of Arctic Oil and Natural Gas Resources
By Continental Land Mass,
Based on the USGS Mean Estimates

Region Crude Oil Natural Gas Natural Gas Total
(billion (trillion cubic Liquids Resources, Oil
barrels) feet) (billion Equivalent

barrels) (billion bbl)
Eurasia 30.70 1,219.39 21.55 261.49
North America 58.09 435.40 16.20 146.85
Indeterminate 1.20 13.87 031 3.82
Total 89.98 1,668.66 44.06 412.16
Eurasia 34.1 % 731 % 62.5 % 63.4 %
North America 64.6 % 26.1 % 36.8 % 35.6 %
Indeterminate 1.3% 0.8 % 0.7% 0.9%
Total 100.0 % 100.0 % 100.0 % 100.0 %

Source: Table L. The column totals might not equal the sum of the rows due to rounding.
Indeterminate regions are those that could not conclusively be assigned to either continent; includes:
Lomanosov-Makarov, Hope Basin, and North Chukchi-Wrangel Foreland Basin.

W hile the Eurasian side of the Arctic is more natural-gas-prone, the North American side
ismore oil-prone. The North American side ofthe Arctic is estimated to have about 65
percent ofthe undiscovered Arctic oil, but only 26 percent ofthe undiscovered Arctic
natural gas.

The Arctic Alaska region is estimated to hold the largestundiscovered Arctic oil deposits,
about 30 hillion barrels. The second largestoil province in the Arctic is the Amerasia
Basin, located just north of Canada, and estimated to have about 9.7 billion barrels of
undiscovered oil. The third largest Arctic oil province is the East Greenland Rift, which is
estimated to hold about 8.9 billion barrels ofundiscovered oil. Collectively, these 3
North American provinces are expected to hold about 48.6 billion barrels o f undiscovered
oil, which is about 54 percent of the total undiscovered Arctic oil. Approximately 2.5
billion barrels ofoil have already been discovered in large fields in both the Amerasia
Basin and the Northwest Canadian Interior Basins that are not yet being produced.20

There is considerable uncertainty regarding undiscovered Arctic oil and natural gas
resources. Table 4 illustrates the wide variation in oil and natural gas resource estimates
for the 2 assessment units within the most prolific Arctic province, the W est Siberian

20 Op. cit. Source to Reservoir,

Basin.2L Inboth assessment units, the 95-percent probability estimates are about one-
fourth the mean estimate, while the 5-percent probability estimates are over twice the
mean estimate and about 10 times greater than the 95-percent probability estimate.22

TABLE 4
USGS Assessmentofthe Oil and Natural Gas
Resource Probability Distribution

For the Arctic Portion of the West Siberian Basin23
Resource Mean 95-Percent 5-Percent
Category Estimate Probability Probability
Estimate Estimate
AssessmentUnit 1
Crude Oil (billion barrels) 1.15 0.22 2.93
Natural Gas (trillion cubic feet) 29.28 7.48 68.39
Natural Gas Liquids (billion barrels) 0.85 0.22 1.98
Assessment Unit 2
Crude Qil (billion barrels) 251 0.57 6.02
Natural Gas (trillion cubic feet) 622.22 157.86 1,409.29

Natural Gas Liquids (billion barrels) ~~ 19.48 486 44.85
Note: The 95-Bercent an S-E]ercentprobablllt figures cannot be arithmetically added, whereas the mean
estimates can be added together. With respectto the 95-percent and 5- ercentB_rqbabllmeslthe roper
interpretation of these probability estimates is that they represent an “X™ proba |I|t% offinding “Y” or
reater volume of undiscovered resources. For example, there is a 95 percent probability that the West
iberian Assessment Unit 1will contain 0.22 billion barrels or greater ofundiscovered oil resources.

Though there is considerable resource uncertainty, the allure ofthe Arctic is great
because ofthe significant oil and natural gas deposits that have already been found and
the large areas thathave not yet been explored. Forexample, Cairn Energy PLC24notes
that the sedimentary provinces offshore of West Greenland are three times larger in
extentthan the North Sea basin and yet only six oil and natural gas exploration wells
have been drilled off of West Greenland.25 Offshore West Greenland is particularly
intriguing to Caim Energy due to extensive offshore oil seeps, thick organic shale beds,
and oil shows in prior drilling. The company currently plans to commence a W est
Greenland exploratory drilling program in 2011, Only as more wildcat exploration wells
are drilled in the Arctic will the actual Arctic oil and natural gas resource base hecome
apparent.

2 lhid.

2 From the perspective of mathematical probability and statistics, the resource probability distribution is
skewed, such that the median value is less than the mean value. ) o

23 Donald L. Gautier, et. al., “Assessment of Undiscovered Oil and Gas in the Arctic,” Science, May 29
2009, Volume 324, page 1175 - 1179, Sgecn‘lc numbers came from the Excel spreadsheet file assoctated
with the Science article, labeled as: “1169467TableSls.xls”.

24 Caim Energy PLC is headquartered.in Edinburgh, Scotland. S

% Caim Energy PLC presentation, “OQil, Deserts, and Ice; A Focus on Challenges and Rewards in India and
Greenland,” présented by Dr. Michael Watts at the Scottish Oil Club on May 26,2009, Slide 38. Available
at: http:/fwww.caim-energy.plc.uk/downloads/ScottishQil Clubwebopt. pdf
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Arctic Development Costs and Risks

Even ifthe Arctic oil and natural gas resources eventually prove to be considerably
greater than the USGS estimates, they will be expensive to develop. Asnoted earlier, 15
large Arctic oil and natural gas fields are awaiting development. Mostwere discovered in
the 1970s and 1980s. Thirteen of the undeveloped fields are located in North America,
where oil and natural gas field development is governed by market-based economics,
with fields only being developed ifand when they are expected to generate sufficient
profits. O fthe 17 large Arctic fields located in North America, only 3 have been so-
developed, all located in Alaska, around the Prudhoe Bay Field complex.

In contrast, Russia’s Arctic resources were predominantly developed under a Soviet
command-and-control economy. Many ofRussia’s large producing Arctic fields might
nothave been commercially viable under market-based economics, when they were
originally developed.2

Finding large Arctic oil and natural gas deposits is difficult and expensive; developing
them as commercially profitable ventures is even more challenging. Arctic oil and
natural gas resource exploration and development are expensive because;

+ Harsh winter weather requires that the equipment be specially designed to withstand
the frigid temperatures

+OnArctic lands, poor soil conditions can require additional site preparation to prevent
equipment and structures from sinking

+The marshy Arctic tundra can also preclude exploration activities during the warm
months of the year

+ In Arctic seas, the icepack can damage offshore facilities, while also hindering the
shipment ofpersonnel, materials, equipment, and oil for long time periods

¢+ Long supply lines from the world’s manufacturing centers require equipment
redundancy and a larger inventory of spare parts to insure reliability

+ Limited transportation access and long supply lines reduce the transportation options
and increase transportation costs

+ Higherwages and salaries are required to induce personnel to work in the isolated and
inhospitable Arctic.

Economic studies involving onshore Alaska North Slope project development costs
invoke a capital cost factor ranging from 1.5 to 2.0 relative to similar oil and natural gas
projects undertaken in Texas 27 The development ofnew Alaska North Slope fields near
existing fields is economically benefited by the ability to use whatever infrastructure
already exists, for example, roads, railroads, harbor facilities, air fields, electric power
generation, and living quarters. Even so, Arctic oil and natural gas project costs and
schedules can prove to be significantly greater than originally planned due to supply

2 The future development of Russia’s Arctic resources in a market-based economy is greatly facilitated by
the extensive Arctic oil and natural gas, infrastructure that was built under the Soviét re?lme.
21 E.P. Rabertson, Idaho National qglneenng and Environmental Laboratory EBechte BWXT Idaho,

LLC), “OémonsforGas-To-L|qU|ds echnology in Alaska,” INEEL/EXT-99-01023, December 1999, page
vii.; and Charles B, Thomas, et. al., Idaho National Engineering and Environmental I_aboratorg (Lockheed
Martin), “Economics of Alaska North Slope Utilization Options,” INEL-96/0322, August 1996, page B-19.
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chain delays, abnormal weather conditions, and court challenges emanating from
environmental concerns.

Asanexample ofsupply chain difficulties, the multinational Italian-based petroleum
company, Eni S.p.A. originally announced that the Nikaitchug oil field on the Alaska
North Slope would start production by year-end 2009.28 More recently, Eni announced
that the field would not begin production until year-end 2010 partly because the company
had missed the summer season opportunity to ocean barge the field’s processing and
operations modules to the North Slope from a Louisiana fabrication yard. Such supply
chain.del_%)l/s increase project costs and reduces the rates of return as expensive equipment
remains idle.

Abnormal weather can increase costs by hindering transportation and drilling activity.
The early onsetof warm weather on the Alaska North Slope during April 02009
stranded equipment and precluded some exploration well drilling. 9 Similarly, a late
onset of winter weather delays construction of the ice roads required to transport heavy
equipment across the tundra.

Court challenges stemming from environmental concerns can also increase Arctic project
costs. Shell Oil has paid over $2.2 hillion since 2005 to secure Federal oil and natura
gas development leases offshore of Alaska (Appendix C) and was planning to drill three
wells in its Beaufort Sea leases during the summer 0f2007. On July 19,2007, those
plans were suspended by the Ninth Circuit Courtof Appeals in response to law suits,
filed by the North Slope Borough and the Alaska Eskimo W haling Commission,
regarding the potential impact of Shell’s offshore drilling on subsistence hunting and on
the environment.3l

Aspartofits 2007 Beaufort Sea exploration drilling program, Shell had reactivated and
towed the Kulluk arctic drilling ship to the Beaufort Sea,32 constructed the Nanug, a 300-
foot, ice-strengthened oil-spill response vessel, and chartered the Arctic Endeavor, a 200-
foot, 500,000-barrel, double-hulled tanker to hold any oil recovered from a spill.33 In
total, Shell Oil employed 24 vessels and hundreds ofpeople just forthe purpose of
responding to an accidental offshore oil spill. Although public figures are not available,
itwould be reasonable to assume that Shell had also already spenthundreds of millions
of dollars on its Beaufort Sea exploration program, in addition to the lease bonus
payments. Shell currently hopes to begin its Beaufort Sea and Chukchi Sea drilling

2183Eric Lidji, “Nikaitchug oil in 2010,” Petroleum News, Volume 14, Number 21, May 24,2009, pages 1,

2 Yereth Rosen, “Sudden Springjolts Alaska’s oil exploration,” Thomson Reuters, June 3, 2009.

30 The movement of heavy equipment in the Arctic to drilling locations is usually confined to the winter
months when the tundra is frozen. During the rest of the year, the tundra is too marshy and boggy to permit
the off-road transgorta_non_ of heavy equipment. .

3 Alan Bailey, “9tCircuit suspends Shell’s Beaufort Sea drilling program,” Petroleum News, Volume 12,

Number 30, July 29,2007 pages 115,

2 Alarll gglley, “Shell wells stil possible,” Petroleum News, Volume 12, Number 37, September 16,2007,
ages 1,22,

p3gAIan Bailey, “Shell: Prepared for the worst,” Petroleum News, Volume 12, Number 35, September 2,

2007, pages 9-11.
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program in 2010.34 Ifthese drilling plans come to fruition, the drilling program will have
been delayed 3 years at a substantial cost.

The long lead-times required for Arctic projects also add considerable risk because the
business environment can change dramatically between a project’s initiation and
completion dates. Forexample, oil and natural gas prices could be considerably lower
when an Arctic project begins producing than was anticipated at the planning stage.
Also, ata given level of capital investment, longer lead-times reduce the return on that
investment, all else being equal. Arctic oil and natural gas projects can exacerbate this
problem by requiring considerably larger investments than comparably productive
projects pursued elsewhere in the world.

As the Shell and Eni experiences demonstrate, already long lead-times can become even
longer. A Deutsche Bank (DB) analysis notes that development of the Russian Shtokman
natural gas project in the Barents Sea could take 5 to 8 years from the initiation of
substantial capital investment to full production.3The DB analysis notes that “With the
technical and environmental complexities involved in the development, we see a high
risk ofdelays and cost over-runs.”3

The Arctic physical environment presents special challenges not experienced elsewhere
in the world. Several oil and natural gas fields have been discovered on Russia’s Yamal
Peninsula buthave not been developed because ofthe daunting physical challenges. As
noted in a Cambridge Energy Research Associates report37 on this matter:

“Intermittent permafrost hecomes continuous, winds rise to a steady 40 m
persecond, wind-driven water up to 10 m deep covers the low-lying land
several months of the year, and solid ground gives way to friable sand that
offers little support to drill pads or to pipelines and other infrastructure. In
winter, instead of soil there is a frozen mixture ofone part sand to four
parts of ice, shot through with salt. At greater depths one encounters
cryopegs— liquid saltwater lenses that slide under pressure, further
weakening the load-bearing capacity ofthe soil....The most difficult part
is gett_inlg_gas and liquids to market as well as getting equipment and
materiel in.”

Currently, Gazprom is considering the construction ofa new railroad line and a new
harborto move men and material Into the Yamal Peninsula. The requirementto
undertake such expensive efforts as a precursor to actual developmentunderscores the
high cost of developing the Yamal Peninsula oil and natural gas fields.

Arctic operating costs are also increased by the ice-pack conditions that extend over
much ofthe Arctic Ocean. The requirement forice-resistant tankers and ice-breaker

3 Kay Cashman, “Shell pushes drilling out to 2010, '11,” Petroleum News, Volume 13, Number 52,

December 28,2008, page 3. .

K3 DavleATht{r%wzisg etal., “Shtokman - The big cod,” Deutsche Bank Company Research, March 22, 2006,
aqes - .

B hid, page 19.

ki Camt?riggie Energy Research Associates, “Conquering Yamal,” October, 2007, Cambridge,

Massachusetts, page 14. ﬂ-
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escorts adds to the cost oftransporting oil and natural gas through Arctic waters. To deal
with the ice-pack, Russian companies use ice-resistant tankers in conjunction with ice-
breaker escorts to transport oil in Arctic waters throughout the year.3 For example,
Rosneft purchased 30,000 deadweight double-hulled, ice-reinforced shuttle tankers to
transport oil to the Russian port of Arkhangelsk.39 Asof2008, the Russian Arctic ice-
breaker fleet consisted of 28 ice-breakers.4

Additional costs mightbe imposed on future oil and natural gas developmentifa
warming ofthe Arctic region melts the permafrost and turns currently firm soils into
marshes and bogs. On the otherhand, warmer Arctic temperatures would shrink the
ocean icepack 4 thereby facilitating and reducing the cost ofwater transportation and
offshore drilling.

The high costofdoing business in the Arctic suggests that only the world’s largest oil
companies, most likely as partners in joint venture projects, have the financial, technical,
and managerial strength to accomplish the costly, long-lead-time projects dictated by
Arctic conditions.

Arctic Oil and Natural Gas Development Issues

Arctic oil and natural gas development also faces political and environmental issues.
Political issues stem from the overlapping and disputed claims of economic sovereignty.
The environmental issues pertain to the preservation of animal and plant species unique
to the Arctic, particularly tundra vegetation, caribou, polar bears, seals, whales, and other
Arctic sea life.

Arctic Economic Sovereignty Claims

Denmark, Canada, Norway, Russia, and the United States have overlapping economic
sovereignty claims in Arctic waters. The existence ofthese offshore boundary disputes
could forestall Arctic oil and natural gas resource development in areas where the
sovereignty claims overlap.

Some ofthe competing claims stem from the fact that the 1982 United Nations
Convention on the Law ofthe Sea (UNCLOS) permits countries to claim economic
sovereignty as much as 350 nautical miles (403 U.S. statutory miles) beyond the point
where the sea depth exceeds 2,500 meters (8,200 feet) of water.&2 The existence of
extensive Arctic continental margins43and numerous subsea ridges possibly related to
those continental margins, permit the littoral nations to make competing claims for most
Arctic waters (Figure 1).

%ggrah Hurlsé, “Varandey Arctic oil terminal starts up,” Petroleum News, Volume 13, Number 25, June 22,
, age 10, s . .

&Nor\Fn)/eg ian Barents Secretariat, “Oil transport from the Russian part of the Barents Region, Status per
Januaéy 09,” Kirkenes, Norway, 2009, page 50.

40 Ibid., Norwegian Barents Sectetariat, page 31, )

41 National Snow and Ice Data Center, “Arctic Sea Ice Down to Second-Lowest Extent; Likely Record-
Low Volume,” Boulder, Colorado, October 2,2008. )

& Part VI, Article 76, at http://www.un.org/Depts/losiconvention agrcements/texts/iunclosfunclos c.pdf
43 Defined in the UNCLOS, ANNEX 115 being any water depth less than 200 meters (~656 feet).
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Denmark, Norway, and Russia have made claims ofeconomic sovereignty in Arctic
waters under the auspices ofthe UNCLOS. Norway’s recent territorial claims are
separately located in the Barents Sea, the Norwegian Sea, and Arctic Ocean.44 Russia’s
UNCLOS claims ofeconomic sovereignty extend through much ofthe Arctic Ocean,
based on the existence ofthe Lomonosov Ridge that extends from Russia’s coast across
the Arctic Ocean to Greenland 45 Viewed in reverse, this situation makes Denmark a
potential claimant to the same Arctic regions claimed by Russia.

Although the existence ofthe UNCLOS has increased the number ofoverlapping claims
ofeconomic sovereignty in Arctic waters, two pre-existing claims also remain
unresolved 46 One disputed offshore boundary exists in the Barents Sea between Norway
and Russia. The other disputed offshore boundary exists between Canada and the United
States in the Beaufort Sea.

Arctic Environmental Policies and Regulations

The extent to which environmental laws and regulations impact Arctic oil and natural gas
development will depend on the specific laws and regulations of each nation having
economic sovereignty over Arctic areas. However, the experience in the United States
indicates that such policies can preclude the development ofsignificant Arctic oil and
natural gas resources.

Inthe Alaska Arctic, oil and natural gas development is bamied within the Arctic
National Wildlife Refuge (ANWR). ANWR is located on the northern coast o f Alaska
due east of Prudhoe Bay. ANWR was created by the Alaska National Interest Lands
Conservation Act (ANILCA) in 1980. Section 1002 of ANILCA deferred a decision on
the managementofoil and natural gas exploration and developmentof 1.5 million acres
ofpotentially productive lands in the coastal plain of ANWR. The coastal plain area
represents about 8 percent ofthe total area of ANWR.

In 1998, the USGS estimated that between 5.7 and 16.0 billion barrels of technically
recoverable oil are in the coastal plain area 0f ANWR, with a mean estimate of 10.4
billion barrels. These USGS resource estimates include State and Native lands in and
adjacent to the Federal lands in ANWR.

Several legislative attempts have been made to open ANWR to oil and natural gas
development, butnone have been successful. The lack ofsupportto open ANWR to oil
and natural gas development comes from the concern that caribou migration and breeding
could be detrimentally affected by ANWR oil and natural gas development and the
concern that the ANWR is a unique, yet fragile wilderness thatwould be damaged by oil
and natural gas development and production.

44 Norwegian Petroleum Directorate, “Continental Shelf Submission of Norway,” 2006,

httR://www.relglerlngen.nojupload/kl delud/Drm/2006/0374lddd/pdfv/299461—sokkel.pdf

1360 Jssi)c%ego Orgss, ‘Ru%lan Navy Staking Arctic Ocean Sea Bed,” Petroleum News, Volume 12, Number
,July 29,2007, page /. . . .

&6 Inte%,nathnal Bo%r?da,nes Research Unit, “Maritime gurlsdlctlon and boundaries in the Arctic region,”

Durham University, United Kingdom, August 15,2008. http:/iwww.dur.ac.uk/resources/ibru/arctic.pdf
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Similarly, the environmental challenge to Shell’s offshore drilling program was
motivated by concern that noise and potential oil spills could be harmful to migratory
whales and the Beaufort Sea ecosystem.

Conclusions

The Arctic presents a “good news, bad news” situation for oil and natural gas
development. The good news is that the Arctic holds about22 percent ofthe world’s
undiscovered conventional oil and natural gas resources, based on the USGS mean
estimate. The bad news is that; (1) the Arctic resource base is largely composed of
natural gas and natural gas liquids, which are significantly more expensive to transport
over long distances than oil; (2) the Arctic oil and natural gas resources will be
considerably more expensive, risky, and take longer to develop than comparable deposits
found elsewhere in the world; (3) unresolved Arctic sovereignty claims could preclude or
substantially delay development ofthose oil and natural gas resources where economic
sovereignty claims overlap; and (4) protecting the Arctic environmentwill be costly. The
high costand long lead-times of Arctic oil and natural gas developmentundercut the
immediate importance of these sovereignty claims, while at the same time diminishing
the economic incentive to develop these resources.

Given that the Arctic resource base is predominantly composed of natural gas and natural
gas liquids, the importance of Arctic oil and natural gas resources is likely to be affected
by the growing realization that shale beds in existing petroleum provinces around the
world might be capable ofproducing 5,000 to 16,000 trillion cubic feet of natural gas.47
This potentially large shale gas resource could significantly defer the future development
of Arctic natural gas resources. Ofcourse, there could be exceptions. Hypothetically,
growing European demand for natural gas, the depletion of existing North Sea and
Russian natural gas fields, and disappointing European shale gas exploration and
developmentresults could act as a strong incentive to develop Russia’s Arctic natural gas
resources in the W est Siberian Basin and East Barents Basin.

Other aspects ofthe estimated Arctic oil and natural gas resource base are more neutral in
character. Forexample, the fact that the expected undiscovered Arctic resource base is
largely confined to a few sedimentary provinces mightbe more reflective of the fact that
little, ifany, oil and natural gas exploration drilling has been conducted in those
provinces with low resource estimates. On the other hand, if the estimates for these
unexplored and underexplored provinces prove correct, and they have little or no oil and
natural gas, then the drive by nations to claim economic sovereignty over these offshore
provinces would diminish.

The bottom line for Arctic oil and natural gas potential is that high costs, high risks, and
lengthy lead-times can all serve to deter their development in preference to the
development of less challenging oil and natural gas resources elsewhere in the world.
Also, the less abundant Arctic oil resources will be more readily developed than the
Arctic’s natural gas resources. Thus, while the Arctic has the potential to be amore

47 Barhara Shook an_? Leslie Palti, “Shale Gas Developed in U.S., Canada; Yetto be Exploited
Worldwide,” Oil Daily, April 7,2009, page 4.
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important source of global oil and natural gas production sometime in the future; the
timing of a significant expansion in Arctic production is difficult to predict.
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Appendix A
W eather Conditions at Prudhoe Bay, Alaska

Average Average Mean Average  Record High  Record Low
High Low Temperature Precipitation Temperature Temperature

Temperature Temperature (Year) (Yearg
-11°F - 23°F -17°F 0.151n. 35°F (1991) - 62°F (1989)
- 13°F -26°F -20°F 0.131in. 39°F (1989) - 57°F (1987
- T°F - 22°F - 15°F 0.14in. 34°F (1998) - 54°F (1995
1°F - 8°F - LI°F 0.101n. 43°F (1988) - 4T7°F (1986
21°F 16°F 20°F 0.08 in. 55°F (1996) - 19°F (1992
44°F 31°F 3°F 0.371n. 83°F (1991 18°F (1997
54°F 31°F 46°F 0.721in. 82°F (1994 28°F (1996
51°F 36°F 44°F 0.95 in. 80°F(1994)  23°F (1996
38°F 28°F 33°F 0.65 in. 67°F (1986 1°F(199%)
21°F 10°F 15°F 0.40in. 45°F (1991) - 30°F (199
2°F - 10°F - 4°F 0.14in. 39°F (1997) - 45°F (1986
- T°F - 19°F - 13°F 0.19 in. 34°F (1998) - 47°F (1990

4.021in

Source: http://www.weather.com/weather/wxclimatologv/nionthlyluSAK0197
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Appendix B

Location of U.S. Geological Survey Arctic Provinces
Based on the Maps Shown in the USGS Arctic Assessment

USGS Petroleum Province
Name

W est Siberian Basin

Arctic Alaska

East Barents Basin

East Greenland Rift Basins
Yenisey-Kliatanga Basin
Amerasia Basin

West Greenland-East Canada

Laptev Sea Shelf
Norwegian Margin
Barents Platform

Eurasia Basin

North Kara Basins and
Platforms
Timan-Pechora Basin
North Greenland Sheared
Margin
Lomonosov-Makarov

Sverdrup Basin
Lena-Anabar Basin

North Chukchi-Wrangel
Foreland Basin

Vilkitskii Basin

Northwest Laptev Sea Shelf
Lena-Vilyui Basin
Zyryanka Basin

East Siberian Sea Basin
Hope Basin

Northwest Canadian Interior
Basins

Note: The designation ofthe closest country or countries does notimply territorial or economic sovereignty

Countries Located Nearest
To USGS Petroleum

Province

Russia

United States

Norway, Russia

Greenland (Denmark)

Russia

Canada, United States

Canada, Greenland

(Denmark)

Russia

Norway

Norway

Norway, Russia

Russia
Russia
Greenland (Denmark)

Canada, Greenland
(Denmark), Russia
Canada
Russia

Russia, United States

Russia
Russia
Russia
Russia
Russia
Russia, United States

Canada

Onshore/Offshore

Onshore and Offshore
Onshore and Offshore
Offshore

Mostly Offshore
Onshore

Offshore

Offshore

Mostly Offshore
Offshore
Offshore
Offshore

Offshore
Mostly Onshore
Offshore

Offshore

Onshore and Offshore
Onshore

Offshore

Offshore
Offshore
Onshore
Onshore
Offshore
Offshore

Onshore

by these countries over the petroleum province associated with them. Source: Op.cit, USGS, “Circum-
Arctic Resource Appraisal: Estimates of Undiscovered Oil and Gas North of the Arctic Circle”
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Appendix C
Shell Oil Offshore North Alaska Lease Purchases

MMS Lease Sale Date of MM S Offshore Region  Value of Winning

Number Lease Sale Bids
(million dollars)
195 March 30, 2005 Beaufort Sea $44.4
202 April 18, 2007 Beaufort Sea $39.3
193 February 7,2008 Chukchi Sea $2,117.8
Total Bonus Bids $2,201.5

Source: U.S. Minerals Management Alaska leasing website at http:/fwww.mms.gov/ld/AKsales.htm
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In fiscal year 2014, Alaska’s state government can afford to spend about $5.5 billion. That’s an estimate
of the level of Unrestricted General Fund spending the state can sustain over the long run, based on the
current petroleum nest egg of about $149 billion—a combination of state financial assets (the Permanent
Fund and cash reserves) and the value of petroleum still in the ground.

The size of that nestegg fluctuates, depending on the state’s forecast of petroleum revenues, earnings on
investments, and other factors. This Web Note presents the latest in a series of estimates of the
maximum amount the state can spend and still stay on a

SUStalnable bUdget path' ALASKA 10-YEAR FISCAL PLAN

Right now, the state is on a path it can’t sustain. Growing

spending and falling revenues are creating a widening o 178 CASH RESERVE
fiscal gap. In its 10-year fiscal plan, the state Office of . twonewon
Management and Budget (OMB) projects that spending ~ **° 1= 3DOROIL REVENUES
the cash reserves might fill this gap until 2023, as the
adjacent figure shows'. Butwhat happens after 20237 ¢ ' I oNon ol

—_ GF SPENDING: 4.5%

Reasonable assumptions about potential new revenue
sources suggestwe do not have enough cash in reserves
to avoid a severe fiscal crunch

soon after 2023, and with that

fiscal crisis will come an

economic crash. The figure on

the right shows the growing

General Fund fiscal gap—even

assuming new revenues from

natural gas production and

more oil production—if

spending increases at a rate of

4.5% annually.

What can the state do to avoid ) ) .
a major fiscal and economic crisis? The answer is to save more and restrict the rate of spending growth.
All revenues above the sustainable spending level of $5.5 billion—including Permanent Fund income,
except the share that funds the dividend—would be channeled

into savings. SAVINGS TARGET

If Alaska had $117 billion in cash reserves and the Permanent
Fund by 2023, the state would be on the path to sustainable
spending far into the future. But as the adjacent figure shows,
that’s twice what the state has in financial assets today. So the
state needs to sharply step up its savings rate, starting now.

3 15 17 19 21 23

This research is part of ISER’s Investingfor Alaska’s Future
research initiative, funded by a grant from Northrim Bank.

Northrim Bank
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The graphs below show additional evidence of why the state needs to save more and restrict spending.
New broad-based income and sales taxes (purple) would postpone but not eliminate the fiscal crunch.

C=CASH RESERVE
E=IJNEWTAXES

1=3 NATURALGAS
dHUNEWOIL
t=JDORO1L REVENUES
DNONOIL

m— GFSPENDING: 4.5%

Even using the entire Permanent Fund would notavoid the crunch, with the fund (brown) running out
soon after 2038.

Alternatively, holding growth of the budget to the rate of inflation would reduce the size of the crunch
when itarrived, but postpone it for only 5 years.8
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What is Maximum Sustainable Yield (MSY)?

Maximum sustainable yield is the amount the state can spend each year from its petroleum endowment,
ornestegg, and still sustain the value of that nest egg for future generations. The nestegg is a
combination of the state’s financial assets and the estimated value of petroleum still in the ground. The
amount the state can safely spend each year depends on the size of the nest egg, the return it can achieve
through prudent management of that nest egg, and the time over which it will need the nest egg to
sustain public spending.

The table below shows that if the petroleum nestegg has a value of $149 billion, if it can be managed to
generate a 5% return (net of inflation), and if it is to increase over time to account for population growth,
the maximum sustainable yield would be $5.95 billion.

MAXIMUM SUSTAINABLE YIELD CALCULATION FOR FY 2014

TOTAL NEST EGG (Billion) $148.7
Financial Assets $60
Petroleum in the Ground $88.7

Rate of Earnings (net of inflation) 5%

Draw Rate (Earnings net population growth) 4%

MSY FY2014 (Billion) $5.95

Currently, spending from the petroleum nest egg goes to the General Fund and the Permanent Fund
dividend. Constrained to no more than the maximum sustainable yield of $5.95 billion, the split would
be $4.99 billion to the General Fund and $.96 billion to the dividend (based on the current formula for
determining dividends). Including the $.540 billion of non-petroleum revenues in the General Fund, the
maximum sustainable yield for the General Fund would be $5.53 billion.

GENERAL FUND MAXIMUM SUSTAINABLE YIELD SPENDING FOR FY2014

1 MSY FY2014 (Billion) (2+3) $5.95
2 PFD $.96
3 GF $4.99
4 Non petroleum revenues $.54
5 GENERAL FUND MSY FY2014 (Billion) (3+4) $5.53

The difference between the actual General Fund appropriation and the maximum sustainable yield is the
“fiscal burden” passed to a future generation of Alaskans. Itis the amount future generations will pay to
cover current spending above the sustainable level. The “nestegg deficit” is amount the nest egg falls
shortof being able to support a sustainable spending path.
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Forexample, as shown below, if FY 2014 General Fund spending were to be $7 billion, the fiscal
burden on future generations would be $1.5 billion. Furthermore, it would take an additional $37.5
billion in the petroleum nestegg for that level of spending to be sustainable.

FISCAL BURDEN AND NESTEGG DEFICIT ATDIFFERENT GF SPENDING LEVELS
FY2014 GF Spending (Billion) $6  $65 $7.0 $75  $8.0
Fiscal Burden (Billion) $5  $1.0 $15 $20  $25
Nest Egg Deficit (Billion) $12.5 $25  §375 $50  $62.5

Fiscal Burden and Nest Egg Deficit assume future budget growth constrained to be the
combined rate of inflation"and population increase.

In contrast to business-as-usual, there is no fiscal cliff associated with the maximum sustainable yield
strategy. Enhanced financial resources, combined with new revenues from long-term petroleum
developments, would be sufficient to cover General Fund spending growing with population.

MAXIMUM SUSTAINABLE YIELD: GENERAL FUND SPENDING (BILLION §)

13 15 17 19 21 23 25 27 29 31 33 35 37

The petroleum nest egg would also increase at the combined rate of inflation and population. Over time,
the declining value of oil and gas in the ground would be replaced by the growing value of financial
assets.

MAXIMUM SUSTAINABLE YIELD: COMPOSITION OF THE NESTEGG (BILLION §)
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On this sustainable path the combined earnings of all the financial assets (solid black line) would
initially all be reinvested, except the amount set aside to pay the Permanent Fund dividend, which would
increase with inflation and population (orange)*. The financial assets would gradually become the most
important source ofrevenues for the General Fund (red)v. Retained earnings (light blue) would offset
inflation and population growth.

MAXIMUM SUSTAINABLE YIELD: USE OF FINANCIAL EARNINGS (BILLION §)

Financial account deposits would transform depleting petroleum revenues into a sustainable asset.

MAXIMUM SUSTAINABLE YIELD: DEPOSITS IN FINANCIAL ACCOUNTS (BILLION §)

$31— - - B — — —

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, O PERMANENT

13 15 17 19 21 23 25 27 29 31 33 35 37

What's In the Nest Egg?

The nest egg consists of financial assets accumulated from past saving of petroleum revenues as well as
the current value of the estimated revenues from future petroleum production.

The current value of financial assets is easily estimated at about $60 billion, mostly in the Permanent
Fund, and in cash reserves—the Constitutional Budget Reserve and the Statutory Budget Reserve.

The value of revenues from future production is $88.7 billion. W e determine this value by estimating
future taxes and royalties for 50 years, assuming the current fiscal structure and energy prices as well as
reasonable estimates of economically recoverable reserves, both known and unknown. We convert
these revenue flows to their net present value at a discount rate equal to the rate of return on financial
investments. (This method is similar to monetizing the flow of revenues that assets can produce by
calculating their net present value.)

The value of revenues from future production is broken into three categories—oil in known fields,
unconventional and new oil, and natural gas.

The values for these categories are modest for three reasons. Future production is likely to be more
costly than current production on state lands, and production on federal lands generates no royalties
directly for the state and is exempt from some state taxes. Therefore, the revenue “take” per barrel will
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be lower than that on current production. Finally, the discounting of revenues that will not be received
formany years reduces their value today.

NET PRESENT VALUE: FUTURE PETROLEUM REVENUES,
50-YEAR TIME HORIZON (BILLION §)

TOTAL $88.7
OIL INKNOWN FIELDS $67.1
2014-2022 31
2023-2063 $240
unconventional and new oil $9.9
Conventional from New Fields in Central North Slope $438
Shale Oil $L7
Viscous and Heavy Qil $1.7
0Cs $L7
ANWR 0
NPRA 0
NATURAL GAS $11.7

QOilin Known Fields is estimated through 2022 from the annual forecast of the Alaska Department of
Revenue. This is almost entirely conventional oil on state lands, but also includes small amounts of
production on federal lands (OCS and NPRA) and private lands, as well as some unconventional oil
(viscous ail). After 2022, we project production to decline at 5% annually and revenue per barrel to
increase at 1%—ahout half the rate of inflation (2.5%). Based on these assumptions, the 50-year
cumulative revenues would be $168 billion (net present value of $67.1 billion), generated from
production of 3.5 billion barrels of oil.

DOR Projected ANS West Coast
Price ($ per barrel)

2010 2012 2014 2016 2018 2020 2022
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DOR Projected Oil Revenues
(Million § Nominal)

<10*000
T
$4000
$2,000 -

10 0 30 200 50 2ci0

Unconventional and New Oil is divided into six categories, with revenues in each based on production
and per barrel revenue—or “take” —assumptions summarized below.

Viscous New Central
0CS & Heavy ANWR  NPRA  Shale Oil NS

oil Conventional
START OF PRODUCTION 2026 2018 2200 2200 2016 2022
PEAK PRODUCTION IN BPD (000) 400 50 500 0 50 100
ANNUALDECUNERATE 4.0% 3.0% 5.0% 5.0% 5.0% 6.0%

REVENUE PER BARREL IN 2013 s 28 10 s 25 § 30 s 10 § 20
REVENUE PER BARREL GROWTH RATE (Nominal)  2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Estimated revenues assume no production from ANWR. OCS revenues exclude royalties and
production taxes. And although there is no production separately indicated for NPRA, there is NPRA
production, as well as a small amount of viscous oil production, built into the DOR forecast. These
assumptions produce an estimate of $52 billion in revenues over the next 50 years (net present value of
$9.9 billion), based on production—both on and offshore—of 5.2 billion barrels of oil.

Viscous New Central
ocs & Heavy ANWR NPRA  Shale Oil NS TOTAL

0il Conventional
REVENUES FOR 50 YEARS (Billion $) $ 124 8 8.7 § - $ $ 6.5 §$ 248 § 523
PRODUCTION FOR 50 YEARS (Billion Barrels) 3.48 0.53 0.43 0.77 5.21
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Projected Unconventional / New Field
Qil Production (000 bpd)

L 1)

Projected Unconventional / New Field
Oil Revenue per Barrel

Projected Unconventional / New Field

m) Qil Revenues (Nominal Million $)

$1,800
$1,600

$800
$600

B

2014 2024 2034 2044 2054

Projected Unconventional/ New Field
Revenues
(NetPresent Value in 2014 (Million $)
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Natural Gas isassumed to be monetized through a pipeline to tidewater, exporting 3.5 bcf per day
starting in 2023. Because of the high cost of getting the gas to market, the netback value on the North
Slope—which is the basis for taxes and royalties—is small. So the “take” at start-up is about $1.25 per
mcf. The net present value of that gas production over the 50-year period is estimated at $11.7 billion.

Projected Natural Gas Revenue

Projected Natural Gas Revenues
(Mi lion $)

$3000

$1500
$1000 r
$500

$- m
2(14 2024 234 2C144 2 54 2 64

Projected Natural Gas Revenues
(NetPresentValue in 2014 (Million $)
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Tracking Maximum Sustainable Yield (MSY)

The estimated size of the nest egg has fluctuated over time, but it has stayed in a range between $126
and $160 billion. Consequently, the General Fund MSY has varied between $5 billion and $6.4 billion.
Part of the reason for the upward revision in the size of the nestegg during FY 2012, from $126 billion
to $155 billion, was the strong recovery in value of the Permanent Fund after the financial crash. This
investment performance is not likely to be duplicated in future years.

Nest Egg General Fund

Calculation . . Fiscal
Y Financial ~ Petroleum in Actual Source
- Tota Assels  the Ground MY Spend Burden
FY2012  $126 845 w0 st0 s20 RIS
FY2012  §155  $55 $100 $6.2  $7.0 $8 March 2012, WebNote 10
FY2013  $160  $60 $100 $64  $76 $1.2  August2012, WebNote 13
FY2014  $149  $60 $89 $5.5 ? ? Jan. 2013, WebNote 14

Inboth FY 2012 and FY 2013, actual spending exceeded the MSY, creating a fiscal burden for future
generations. The nest egg estimate for FY 2014 is $11 billion lower than last year’s estimate, mostly
because the Alaska Department of Revenue’s forecast of petroleum revenues between FY 2014 and FY
2022 is $8 billion lower than it was last year. The value of financial assets is the same in FY 2014 as in
FY 2013, partly because of the $1.2 billion fiscal burden passed forward from the previous year. The
_GeneraIdFund MSY has also fallen because the expected Permanent Fund dividend amount has
increased.

Sensitivity of Estimates

Opinions will differ about the value of the petroleum nest egg, based on different assumptions about
future energy prices, production, and government policies. Different assumptions about return on
investment and the growth rate of spending also will influence the size of the MSY.

A partial set of possible scenarios generates a range ofnestegg values from $145 to $195 billion—
shown in the higher and lower scenario tables below—although the value could fall outside that range.
Combining different assumptions about return on investment and rate of growth of the budget results in
a General Fund MSY thatranges between $2.5 billion and §7.4 billion. Although that range is quite
wide, the actual General Fund budget of $7.6 billion in FY 2013 would have been non-sustainable under
any of these scenarios.

HIGHER SCENARIOS NESTEGG GF MSY FY2014
ANWR @ 500 Thousand Barrels per Day $175 $7.0
ANWR + OCS @ 500 Thousand Barrels per Day $182 $6.8
with Shared Royalties
Double Estimate of Post 2022 Revenues $195 $7.4

Page 10 of 14
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LOWER SCENARIOS NESTEGG GF MSY FY20l4
Lower Investment Return (4%) $160 $4.4
Lower Investment Return (4%) + No Gas Revenue $145.2 $3.9
Lower Investment Return (4%) + No Gas Revenue + $145.2 $2.5

General Fund Growth 1% Real Per Capita (4%)

Other Forms of Petroleum Wealth

The state has put $45 billion of the $170 billion of petroleum revenues collected through FY 2012 into
financial assets that today have a value of $60 hillion.

The state has spent much of the rest to enhance the well-being of Alaskans through investments in
physical capital like roads, harbors, and utility systems, and in human capital through spending on health
care, education, and other services. Estimates of the value of those investments are not available, but
they certainly enhance the size of the petroleum nest egg.

And although the value of those investments has not been quantified, the MSY fiscal strategy does not
ignore them: the sustainable flow of eamings from the financial nestegg provides the state with the
funding to continue to invest in the well-being of both present and future generations of Alaskans.

The strategy also provides a framework for deciding when an investment in physical or human capital
would provide more benefitthan a financial investment. That would be the case when it could be
demonstrated that the flow of benefits from such an investment would exceed the flow of benefits that
would come from spending the income from the financial investment.

Page 110f 14
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1The OMB plan includes four illustrative projections, all assuming the FY 2014 General Fund appropriation will be
$6.5 billion—8$L.1 hillion below FY 2013." Three are clearly not stistainable. This graph assumes FY 2014 General
Fund spendmglwnl be the same as last Zyear and that revenues will equal the Alaska Department of Revenue

projection published in December 2012.
“ This case would be sustainable with the inclusion of income and sales taxes.
“ This assumes all financial assets would be invested to generate an average over time of 5% (net of inflation).

i Earnings to fund General Fund appropriations would come from any combination of cash reserves and the
Permanent Fund.
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Technology Impact on North Slope Fields

Scott Jepsen, VP External Affairs
Bob Heinrich, VP Finance

Alan Campbell, GKA Reservoir and Planning Supervisor
ConocoPhillips Alaska
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e Technology and innovation have played a key role in the
development and increased recovery of North Slope
legacy fields and satellites

e The legacy fields provide the resource base to continue
development and implementation of new technology

= Application of new technologies is not inexpensive - costs
can be high

» Alaska’s oil tax system puts the North Slope business
climate at a disadvantage
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Acronyms

BHA = Bottom Hole Assembly

BOPD = Production rate in Barrels of all
per day

CTD = Coil Tubing Dirilling

DS = Drill Site

EOR = Enhanced Oil Recovery
GKA = Greater Kuparuk Area
ICD = Injector Control Device

IWAG = Immiscible Water Alternating
Gas

KWS = Kuparuk West Sak Survey

LSEOR = Large Scale Enhanced Oil
Recovery

MMBO = Million barrels of all

MSTBD = Production rate in 1000’s of
stock tank barrels of ail per day

ConocoPhillips
Alaska

Multi-lat = Multilateral well

MWAG = Miscible Water Alternating
Gas

NEWS = North East West Sak
NS = North Slope

NGL = Natural Gas Liquids
Octa-lat = Octalateral well
Perm = Permeability

Quad-lat = Quadralateral well

SSEOR = Small Scale Enhanced Oil
Recovery

STP = Seawater Treatment Plant
WAG = Water Alternating Gas
WK = Western Kuparuk Survey
WNS = Western North Slope
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Sharon Long

From: Cindy Smith

Sent: Thursday, February 21,2013 10:39 AM
To: Sharon Long

Subject: amendment descriptions i<

A.9 Caps the gross revenue exclusion at 7 years ~
A.10 Deletes new Net Operating Loss credit provisions, leaving the current in place
A.11 provides asunset for the provision of SB21 of December 31, 2017, with provisions to revert to current law. / »< I'M

A.12 replaces the provisions of SB21 with the provisions of SB50 where they are different —

A.13 adds a provision for state participation through AIDEA in oil and gas development work kcht c
A.14 extends the well work credit currently available ii\Cook Inlet at 40% to the North Slope at 20%__ ly
Cindy Smith

Office of Senator Hollis French
(907) 465-3892
alaskasenatedems.com
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2/19/13

AMENDMENT

OFFERED IN THE SENATE BY SENATOR FRENCH

10: SB2A

1 Page 23, line 3, following "section,":
2 Insert "for the first seven years immediately following the commencement of

3 production subject to tax under AS 43.55.011(g),"
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AMENDMENT

OFFERED IN THE SENATE
70: SB2

Page 10, line 19, through page 11, line 3:
Delete all material.

Renumber the following bill sections accordingly.

Page 11, ling 29:
Delete "sec. 11"

Insert "sec. 9"

Page 13, line 15, through page 16, line 25:
Delete all material.

Renumber the following bill sections accordingly.

Page 18, line 14, through page 19, line 4:
Delete all material.

Renumber the following bill sections accordingly.
Page 23, line 15:

Delete "Sections 2,5,6,22 ¢ 24, and 26"
Insert "Sections 2, 5,6,18 - 20, and 22"

28-GS1647\A .10
Bullock
2/19/13

BY SENATOR FRENCH
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Page 23, line 17.
Delete "Sections 3 and 21"
Insert "Sections 3 and 17 of this Act"

Page 23, line 18:
Delete "Sections 7,11 13,14, and 25"
Insert "Sections 7,9,11,12, and 21"

Page 23, line 20:
Delete "Sections 9,10,12,15, and 20 ofthis Act apply"
Insert "Section 10 ofthis Act applies”

Page 23, line 24:
Delete "Sections 3,7,11,13,14,17,21, and 25"
Insert "Sections 3,7,9,11.12,14 17, and 21"

Page 23, line 3L
Delete "Sections 1,2.5,6,9,10,12,15,20,22 - 24, and 26"
Insert "Sections 1,2,5.6,10,18 - 20, and 22"

Page 24, line 2
Delete "sec. 30"
Insert "sec. 26"

28-G S 1647\A.10
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AMENDMENT

OFFERED IN THE SENATE BY SENATOR FRENCH
70: SB2

Page 2, following line 7:
Insert a new bill section to read:
"* Sec. 2. AS 29.60.850(h), as amended by sec. 1ofthis Act, is amended to read:

() Each fiscal year, the legislature may appropriate to the community revenue
sharing fund an amount equal to 20 percent of the money received by the state
during the previous calendar year under AS4355.011(g) [AS 43.20.030(c)]. The
amount may not exceed Z \ W

(1) $60,000,000; or
(2) the amount that, when added to the fund balance on June 30 of the
previous fiscal year, equals $180,000,000."

Renumber the following bill sections accordingly.

Page 2, following line 18:
Inserta new bill section to read:
"* Sec. 4. AS 43.55.011(¢), as amended by sec. 3 ofthis Act, is amended to read:

() There is levied on the producer of oil or gas a tax for all il 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), (0), and
() ofthis 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) fAS 43.55.160(a)] multiplied by 25 percent: and
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(21 the sum, over all months of the calendar year, of the tax

1

2 amounts determined under (a) of this section."”

3

4 Renumber the following ill sections accordingly.

5

s Page?, following line 24:

1 Insert new bill sections to read:

s *Sec.6. AS4355.011(0), as amended by sec. 5 ofthis Act, is amended to read:

9 (0) Notwithstanding other provisions of this section, for a calendar year before
10 2022, the tax levied under (e) of this section for each 1,000 cubic feet of gas for gas
1 produced from a lease or property outside the Cook Inlet sedimentary basin and used
12 in the state [, OTHER THAN GAS SUBJECT TO (p) OF THIS SECTION,] may not
13 exceed the amount of tax for each 1,000 cubic feet of gas that is determined under
14 (j)(2) of this section.

15 *Sec. 7. AS4355.011 is amended by adding a new subsection to read:

16 (q) For each month of the calendar year for which the producers average
17 monthly production tax value under AS 43.55.160(aX2) of a BTU equivalent barrel of
18 the taxable oil and gas is more than $30, the amount of tax for purposes of (€)(2) of
19 this section is determined by multiplying the monthly production tax value of the
20 taxable oil and gas produced during the month by the tax rate calculated as follows:

21 (1) if the producer's average monthly production tax value of a BTU
22 equivalent barrel of the taxable oil and gas for the month is not more than $92.50, the
23 tax rate is 0.4 percent multiplied by the number that represents the difference between
24 that average monthly production tax value ofa BTU equivalent barrel and $30; or

25 (2) if the producer's average monthly production tax value of a BTU
26 equivalent barrel of the taxable oil and gas for the month is more than $92.50, the tax
21 rate is the sum of 25 percent and the product of 0.1 percent multiplied by the number
28 that represents the difference between the average monthly production tax value of a
29 BTU equivalent barrel and $92.50, except that the sum determined under this
30 paragraph may not exceed 50 percent."

3
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Renumber the following bill sections accordingly.

Page 5, line 27.
Delete "sec. 4"
Insert "sec. 8"

Page 8, following ling 24:
Inserta new bill section to read:
"* Sec. 10. AS43.55.020(a), as amended by secs. 8 and 9 of this Act, is repealed and
reenacted to read:
() For a calendar year, a producer subject to tax under AS 43.55.011(g), (f),
(h), (1), (p), or (q) shall pay the tax as follows:
(1) an installment payment of the estimated tax levied by
AS 43.55.011(e), 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 ofthe following amounts, less 1/12 ofthe tax credits that are allowed by lawto be
applied against the tax levied by AS 43.55.011(¢) for the calendar year, but the amount
ofthe 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
AS4355.011(0) or (p), other than leases or properties subject to
AS 4355.011(1), the greater of

(i) zero; or

(ii) the sum of 25 percent and the tax rate calculated for
the month under AS 43.55.011(q) multiplied by the remainder obtained
by subtracting 1/12 ofthe 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
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payment is calculated;
(B) for oil and gas produced from leases or properties subject
to AS 43.55.011(f), the greatest of

(i) zero;

(i) zero percent, one percent, two percent, three
percent, or four percent, as applicable, ofthe 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) the sum of 25 percent and the tax rate calculated for
the month under 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;

(C) for oil and gas produced from each lease or property
subject to AS43.55.011(j), (k), (0), or (p), the greater of

(i) zero; or

(i) the sum of 25 percent and the tax rate calculated for
the month under 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 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
(A) subject to AS 4355.011(j), (K, or (o) may not exceed the
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product obtained by canying out the calculation set out in AS 43.55.011OK)
or (2) or 43.55.011(0), as applicable, for gas or set out in AS 43.55.0L1(kXI)
or (2), as applicable, for oil, but substituting in AS 43.55.011(j)0XA) 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 43.55.011QO0XA) or (2)(A), as applicable, the amount of
taxable ol produced during the month for the amount of taxable oil produced
during the calendar year,
(B) subject to AS 43.55.01 I(p) may not exceed four percent of
the gross value at the point of production of the oil or gas;
(3) an installment payment of the estimated tax levied by

AS 435501 1(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

(A)  the applicable tax rate for oil provided under
AS 43.55.01 100" multiplied by the gross value at the point of production of the
oil taxable under AS43.55.011(i) and produced from the lease or property
during the month; and
(B)  the applicable tax rate for gas provided under
AS 4355.011(1), multiplied by the gross value at the point of production of the
gas taxable under AS 43.55.011(0 and produced from the lease or property
during the month;
(4) any amount of tax leviedoy AS43.55.011(g) or (i), net of any

credits applied as allowedhy law, that exceeds the total of the amountsdue as
installment payments of estimated tax is due on March 31 of the year following the
calendar year of production.”

Renumber the following bill sections accordingly.

Page 9, following line 11.
Insert a new bill section to read:



28-G S 1647\A.11

"* Sec. 12. AS 43.55.020(c), as amended by sec. 11 ofthis Act, is amended to read:

1
2 (d) In making settlement with the royalty owner for oil and gas that is taxable
3 under AS 43.55.011, the producer may deduct the amount of the tax paid on taxable
4 royalty oil and gas, or may deduct taxable royalty oil or gas equivalent in value at the
5 time the tax becomes due to the amount of the tax paid. If the total deductions of
6 installment payments of estimated tax for a calendar year exceed the actual tax for that
! calendar year, the producer shall, before April 1 of the following year, refund the
8 excess to the royalty owner. Unless otherwise agreed between the producer and the
9 royalty owner, the amount of the tax paid under AS4355.01He), ffl. and (q)
10 [AS 43.55.011(¢)] on taxable royalty oil and gas for a calendar year, other than oil and
1 gas the ownership or right to which constitutes a landowner's royalty interest, is
12 considered to be the gross value at the point of production of the taxable royalty oil
13 and gas produced during the calendar year multiplied by a figure that is a quotient, in
14 which
15 (1) the numerator is the producer's total tax liability under
16 AS 43.55.01He), ffl. and fa) [AS 43.55.011(¢)] for the calendar year of production;
17 and
18 (2) the denominator is the total gross value at the point of production
19 of the oil and gas taxable under AS43.55.01He). (f). and (a) [AS43.55.011(¢)]
20 produced by the procucer from all leases and properties in the state during the
21 calendar year."

22

23 Renumber the following bill sections accordingly.

24

25 Page9, line 30:

26 Delete "sec. 7"

21 Insert "sec. 13"

28

29 Page 10, following line 18;

30 Inserta new hill section to read:

31 "™ Sec. 15. AS43.55.023(a), as amended by secs. 13and 14 of this Act, is amendled to read:
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(@) A producer or explorer may take a tax credit for a qualified capital
expenditure as follows:

(1) notwithstanding that a qualified capital expenditure may be a
deductible lease expenditure for purposes of calculating the production tax value of oil
and gas under AS 43.55.160(a), unless a credit for that expenditure is taken under
AS 38.05.180(1), AS41.09.010, AS43.20.043, or AS4355.025, a producer or
explorer that incurs a qualified capital expenditure may also elect to apply a tax credit
against a tax levied by AS4355.011(e) in the amount of 20 percent of that
expenditure; however, not more than half of the tax credit mav be applied for a
single calendar year;

(2) a producer or explorer may take a credit for a qualified capital
expenditure incurred in connection with geological or geophysical exploration or in
connection with an exploration well only ifthe producer or explorer

(A) agrees, in writing, to the applicable provisions of
AS 43.55.025(f)(2); and

(B) submits to the Department of Natural Resources all data
that would be required to be submitted under AS 43.55.025(f)(2) |;

(3) A CREDIT FOR A QUALIFIED CAPITAL EXPENDITURE
INCURRED TO EXPLORE FOR, DEVELOP, OR PRODUCE OIL OR GAS
DEPOSITS LOCATED NORTH OF 68 DEGREES NORTH LATITUDE MAY BE
TAKEN ONLY IF THE EXPENDITURE IS INCURRED BEFORE JANUARY 1
2014]."

Renumber the following bill sections accordingly.

Page 10, following line 29:

Insert a new bill section to read:

"* Sec. 17. AS 43.55.023(b), as amended by sec. 16 of this Act, is amended to read:

(b) A producer or explorer may elect to take a tax credit in the amount of 25
percent of a carried-forward annual loss [; EXCEPT THAT A TAX CREDIT BASED
ON LEASE EXPENDITURES INCURRED AFTER DECEMBER 31, 2013, TO

i/ULdn
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EXPLORE FOR, DEVELOP, OR PRODUCE OIL OR GAS DEPOSITS LOCATED
NORTH OF 68 DEGREES NORTH LATITUDE IS SUBJECT TO THE
PROVISIONS OF (p) - (u) OF THIS SECTION], A credit under this subsection may
be applied against a tax levied by AS 43.55.011(g). For purposes of this subsection, a
carried-forward annual loss is the amount of a producer's or explorer’s adjusted lease
expenditures under AS 43.55.165 and 43.55.170 for a previous calendar year that was
not deductible in calculating production tax values for that calendar year under
AS 43.55.160."

Renumber the following bill sections accordingly.

Page 11, following line 3.

Insert a new bill section to read:

"* Sec. 19. AS 43.55.023(c), as amended by sec. 18 ofthis Act, is amended to read:

(c) A credit or portion ofa credit under this section may not be used to reduce
a person's tax liability under AS 43.55.011(¢) for any calendar year below zero, and
any unused credit or portion of a credit not used under this subsection may be applied
ina later calendar year [, EXCEPT AS OTHERWISE PROVIDED UNDER (p) - (u)
OF THIS SECTION]."

Renumber the following bill sections accordingly.

Page 11, line 29:

Delete "sec. 11"
Insert “sec. 20"

Page 12, following ling 17:

Insert a new hill section to read:

"* Sec. 22. AS 43.55,023(d), as amended by secs. 20 and 21 ofthis Act, Is amended to read:

(d) A [EXCEPT FOR A TAX CREDIT BASED ON LEASE
EXPENDITURES INCURRED AFTER DECEMBER 31,2013, TO EXPLORE FOR,
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DEVELOP, OR PRODUCE OIL OR GAS DEPOSITS LOCATED NORTH OF 68

1
2 DEGREES NORTH LATITUDE, A] person that is entitled to take a tax credit under
3 this section that wishes to transfer the unused credit to another person or obtain a cash
4 payment under AS 43.55.028 may apply to the department for [A] transferable tax
5 credit certificates [CERTIFICATE]. Anapplication under this subsection must be in a
6 form prescribed by the department and must include supporting information and
1 documentation that the department reasonably requires. The department shall grant or
8 deny an application, or grant an application as to a lesser amount than that claimed and
9 deny it as to the excess, not later than 120 days after the latest of (1) March 31 of the
10 year following the calendar year in which the qualified capital expenditure or carried-
1 forward annual loss for which the credit is claimed was incurred; (2) the date the
12 statement required under AS 43.55.030(a) or (g) was filed for the calendar year in
13 which the qualified capital expenditure or carried-forward annual loss for which the
14 credit is claimed was incurred; or (3) the date the application was received by the
15 department If, based on the information then available to it the department is
16 reasonably satisfied that the applicant is entitled to a credit the department shall issue
17 the applicant two [A] transferable tax credit certificates, each for half of
18 [CERTIFICATE FOR] the amount of the credit. The credit shown on one of the two
19 certificates is available for immediate use. The credit shown on the second of the
20 two certificates may not be applied against a tax for a calendar year earlier than
21 the calendar year following the calendar year in which the certificate is issued,
22 and the certificate must contain a conspicuous statement to that effect. A
23 certificate issued under this subsection does not expire."
24
25 Renumber the following bill sections accordingly.
26
27 Page 12, following line 3L
28 Insert a new bill section to read:
29 "™ Sec. 24. AS 43.55.023(g), as amended by sec. 23 of this Act, is amended to read:
30 9) The issuance of a transferable tax credit certificate under (dl. fvl. [OF

3l THIS SECTION] or former (m) of this section or the purchase ofa certificate under
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AS 43.55,028 does not limit the department’s ability to later audit a tax credit claim to
which the certificate relates or to adjust the claim if the department determines, as a
result of the audit, that the applicant was not entitled to the amount of the credit for
which the certificate was issued. The tax liability of the applicant under
AS 43.55.011(e) and 43.55.017 - 43.55.180 is increased by the amount of the credit
that exceeds that to which the applicant was entitled, or the applicant's available valid
outstanding credits applicable against the tax levied by AS43.55.011(e) are reduced
by that amount If the applicant's tax liability is increased under this subsection, the
ncrease bears interest under AS 43.05.225 from the date the transferable tax credit
certificate was issted. For purposes of this subsection, an applicant that is an explorer
I considered a producer subject to the tax levied by AS 43.55.011(¢)."

Renumber the following hill sections accordingly.

Page 13, following line 14;

Insert a new bill section to read:

"* Sec. 26. AS 43.55.023(n), as amended by sec. 25 ofthis Act, is amended to read:

(n) For the purposes of (/) and fvl of this section, a well lease expenditure

incurred in the state south 0f 68 degrees North latitude is a lease expenditure that is

(1) directly related to an exploration well, a stratigraphic test well, a
producing well, or an injection well other than a disposal well, located in the state
south of 68 degrees North latitude, if the expenditure is a qualified capital expenditure
and an intangible drilling and development cost authorized under 26 U.S.C. (Interal
Revenue Code), as amended, and 26 C.F.R. 1.612*4, regardless of the elections mace
under 26 U.S.C. 263(c); in this paragraph, an expenditure directly related to a well
includes an expenditure for well sidetracking, well deepening, well completion or
recompletion, or well workover, regardless of whether the well is or has been a
producing well; or

(2) an expense for seismic work conducted within the boundaries of a
production or exploration unit."

10-
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Renumber the following bill sections accordingly.

Page 16, following line 25:
Insert a new subsection to read:

"(v) Fora lease expenditure incurred in the state south of 68 degrees North
latitude alter December 31,2017, that qualifies for tax credits under (a) and (b) of this
section, and for a well lease expenditure incurred in the state south of 68 degrees
North latitude that qualifies for a tax credit under (/) of this section, the department
shall issue transferable tax credit certificates to the person entitled to the credit for the
full amount of the credit. The transferable tax credit certificates do not expire."
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Page 17, following line 21

13 Insert a new bill section to read:

14 "™ Sec. 30. AS 43.55.028(e), as amended by sec. 29 of this Act, is amended to read:

15 (e) The department, on the written application of a person to whom a
16 transferable tax credit certificate has been issued under AS 43.55.023(d) or tv) or
17 former AS 43.55.023(m) or to whom a production tax credit certificate has been issued
18 under AS 43.55.025(f), may use available money in the oil and gas tax credit fund to
19 purchase, in whole or in part, the certificate ifthe department finds that

20 (1) the calendar year of the purchase Is not earlier than the first
21 calendar year for which the credit shown on the certificate would otherwise be allowed
22 to be applied against a tax;

23 () the applicant does not have an outstanding liability to the state for
24 unpaid delinquent taxes under this title;

25 (3) the applicant's total tax liability under AS43.55.011(e), after
26 application of all available tax credits, for the calendar year in which the application is
21 made is zero;

28 (4) the applicant's average daily production of oil and gas taxable
29 under AS 43.55.011(g) during the calendar year preceding the calendar year in which
30 the application is made was not more than 50,000 BTU equivalent barrels; and

3l (5) the purchase is consistent with this section and requlations adopted
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1 undler this section."

2

3 Renumberthe following bill sections accordingly.

4

5 Page 17, following line 31

6 Insert a new bill section to read:

7 ™ Sec. 32. AS43.55.028(g), as amended by sec. 31 ofthis Act, is amended to read:

8 (9) The department may adopt requlations to carry out the purposes of this

9 section, including standards and procedures to allocate available money among
10 applications for purchases under this chapter and claims for refunds and payments
1 under AS43.20.046 or 43.20.047 when the total amount of the applications for
12 purchase and claims for refund exceed the amount of available money in the fund. The
13 requlations adopted by the department may not, when allocating available money in
14 the fund under this section, distinguish an application for the purchase of a credit
15 certificate issued under AS 43.55.023(vl or former AS 43.55.023(m)4or a claim fora
16° refund or payment under AS 43.20.046 or 43.20.047."

17

18 Renumber the following bill sections accordingly.

19
20 Page 18, following line 13:
2 Insert a new bill section to read:
22 " Sec. 34 AS 43.55.030(e), as amended by sec. 33 ofthis Act, is amended to read:
23 (6) An explorer or producer that incurs a lease expenditure under
24 AS 43.55.165 or receives a payment or credit under AS 43.55.170 during a calendar
25 year but does not produce oil or gas from a lease or property in the state during the
26 calendar year shall file with the department on March 31 of the following year a
21 statement, under oath, in a form prescribed by the department, giving, with other
28 information required, the following:
29 (1) the [EXPLORER'S OR] producer's qualified capital expenditures,
30 as Cefined in AS4355.023, other lease expenditures under AS43.55.165, and
3l adjustments or other payments or credits under AS 43.55.170; and
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(2) i the explorer or producer receives a payment or credit under
AS 43.55.170, calculations showing whether the explorer or producer is liable for a
tax under AS 43.55.160(dl) or 43.55.170(b) and, if so, the amount."

Renumber the following bill sections accordingly.

Page 22, following line 11;
Insert a new bill section to read:
"* Sec. 38. AS 43.55.160(a), as amended by secs. 36 and 37 of this Act, is repealed and
reegnacted to read:
() Except as provided in (b) of this section, for the purposes of
(1) AS 43.55.011(e), the annual production tax value of the taxable oll,
gas, or oil and gas subject to this paragraph produced during a calendar year is the
gross value at the point of production of the oil, gas, or il and gas taxable under
AS 43.55.011(e), less the producer’s lease expenditures under AS43.55.165 for the
calendar year applicable to the oil, gas, or oil and gas, as applicable, produced by the
producer from leases or properties, as adjusted under AS 43.55.170; this paragraph
applies to
(A) oil and gas produced from leases or properties in the state
that include land north of 68 degrees North latitude, other than gas produced
before 2022 and used in the state;
(B) oil and gas produced from leases or properties in the state
outside the Cook Inlet sedimentary basin, no part of which is north of 68
degrees North latitude; this subparagraph does not apply to
(i) gas produced before 2022 and used in the state; or
(i) oil and gas subject to AS 43.55.011(p);
(C) ol produced before 2022 from a lease or property in the
Cook Inlet sedimentary basin;
(D) gas produced hefore 2022 from a lease or property in the
Cook Inlet sedimentary basin;
(E) gas produced before 2022 from a lease or property in the

-13-
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state outsice the Cook Inlet sedimentary basin and used in the state;

(F) oil and gas subject to AS43.55.0ll(p) produced from

|eases or properties in the state;

(0) oil and gas produced from a lease or property no part of

which is north of 68 degrees North latitude, other than oil or gas described in
(B), (C), (D), (E), or (F) of this paragraph;
(2) AS4355.011(q), the monthly production tax value ofthe taxable

(A) oil and gas produced during a month from leases or
properties in the state that include land north of 68 degrees North latitude is the
gross value at the point of production of the oil and gas taxable under
AS 43.55.011(g) and produced by the producer from those leases or properties,
less 1/12 of the producer's lease expenditures under AS 43.55.165 for the
calendar year applicable to the oil and gas produced by the producer from
those leases or properties, as adjusted under AS 43.55.170; this subparagraph
does not apply to gas subject to AS 43.55.011(0);

(B) oil and gas produced during a month from leases or
properties in the state outside the Cook Inlet sedimentary basin, no part of
which is north of 68 degrees North latitude, is the gross value at the point of
production of the oil and gas taxable under AS 43.55.011(g) and produced by
the producer from those leases or properties, less 1/12 of the producer's lease
expenditures under AS 43.55.165 for the calendar year applicable to the oil and
gas produced by the producer from those leases or properties, as adjusted under
AS4355.170; this subparagraph does not apply to gas subject to
AS4355.011(0);

(C) oil produced during a month from a lease or property in the
Cook Inlet sedimentary basin is the gross value at the point of production of
the oil taxable under AS 43.55.011(e) and produced by the producer from that
lease or property, less 112 of the producer's lease expenditures under
AS 4355165 for the calendar year applicable to the oil produced by the
producer from that lease or property, as adjusted under AS 43.55.170);

(D) gas produced during a month from a lease or property in

14-
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the Cook Inlet sedimentary basin is the gross value at the point of production

1
2 of the gas taxable under AS 43.55.011(e) and produced by the producer from
3 that lease or property, less 1/12 of the producer’ lease expenditures under
4 AS 43.55.165 for the calendar year applicable to the gas produced by the
5 producer from that lease or property, as adjusted under AS 43.55.170;
6 (E) gas produced during a month from a lease or property
1 outside the Cook Inlet sedimentary basin and used in the state is the gross
8 value at the point of production of that gas taxable under AS 43.55.011(g) and
9 produced by the producer from that lease or property, less 1/12 of the
10 producer’s lease expenditures under AS43.55.165 for the calendar year
11 applicable to that gas procuced by the producer from that lease or property, as
12 adjusted under AS 43.55.170."
13
14 Renumber the following bill sections accordingly.
15
16 Page 22, following line 3L
17 Insert anew bill section to read;
18 "™ Sec. 40. AS 43.55.160(e), as amended by sec. 39 ofthis Act, is amended to read:
19 (e) Any adjusted lease expenditures under AS 43.55.165 and 43.55.170 that
20 would otherwise be deductible by a producer in a calendar year but whose deduction
21 would cause an annual production tax value calculated under faVU [(a)] of this
22 section of taxable oil or gas produced during the calendar year to be less than zero
23 may be used to establish a carried-forward annual loss under AS4355.023(b).
24 However, the department shall provide by regulation a method to ensure that, for a
25 period for which a producer’ tax liability is limited by AS 43.55.0110), (k), (0), or
26 0)), any adjusted lease expenditures under AS 43.55.165 and 43.55.170 that would
21 otherwise be deductible by a producer for that period but whose deduction would
28 cause a production tax value calculated under (@VIMCI. (DL /EI. or (FI [(8)(3), (4),
29 (5), OR (6)] of this section to he less than zero are accounted for as though the
30 adjusted lease expenditures had first been used as deductions in calculating the

3l production tax values of oil or gas subject to any of the limitations under
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AS 43.55.0110), (K), (0), or (p) that have positive production tax values so as to
reduce the tax liability calculated without regard to the limitation to the maximum
amount provided for under the applicable provision of AS 43.55.011(j), (K), (0), or (p).
Only the amount of those adjusted lease expenditures remaining after the accounting
provided for under this subsection may be used to establish a carried-forward annual
loss under AS 43.55.023(b). In this subsection, “producer" includes "explorer.™

Renumber the following bill sections accordingly.

Page 23, following line 12;
Insert a new hill section to read:
"% Sec, 44, AS43.55.023(p), 43.55.023(q), 43.55.023(r), 43.55.023(s), 43.55.023(t),
43.55.023(u), 43.55.030(q), and 43.55.160(f) are repealed."

Renumber the following bill sections accordingly.

Page 23, line 15
Delete "Sections 2,5,6,22 - 24, and 26"
Insert "Sections 3,9, 11,37,39.41, and 43"

Page 23, line 17.
Delete "Sections 3 and 21"
Insert "Sections 5 and 36 of this Act"

Page 23, line 18
Delete "Sections 7,11,13,14, and 25"
Insert "Sections 13,20,23,25, and 42"

Page 23, line 20:

Delete "Sections 9,10,12,15, and 20"
Insert "Sections 16,18,21,27, and 35"

-16-
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Page 23, following line 21.

Insert new subsections to read:

"(e) Sections4,6,7,10,12,38, and 40 ofthis Act apply to oil and gas produced after
December 31,2017.

() Sections 17,19,22, and 26 of this Act and AS 43.55.023(v), enacted by sec. 27 of
this Act, apply to expenditures incurred after December 31,2017."

Page 23, line 24:
Delete "Sections 3,7,11,13,14 17,21, and 25"
Insert "Sections 5,13,20,23,25,29,36, and 42"

Page 23, ling 3L

Delete "Sections 1,2,5,6,9,10,12,15,20,22 - 24, and 26 of this Act"

Insert "Sections 1, 3, 9, 11, 16, 18, 21, 35, 37, 39, 41, and 43 of this Act, and
AS 43.55.023(p) - (u), enacted by sec. 27 of this Act,"”

Page 24, following line L
Insert anew bill section to read:
"* Sec. 49. Sections 2, 4,6, 7, 12, 15, 17, 19, 22, 24,26, 30, 32, 34, 38, 40, and 44 of this
Act, and AS 43.55.023(v), enacted by sec. 27 ofthis Act, take effect January 1,2018."

Renumber the following bill section accordingly.
Page 24, ling 2:

Delete "sec. 30"
Insert “secs. 48 and 49"
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AMENDMENT

OFFERED IN THE SENATE BY SENATOR FRENCH

TO: SB 21

Page 1, lines 1-2:
Delete"relating to appropriations from taxes paidunder the AlaskaNet Income
Tax Act;"

Delete"relating to gas used in the state;”

Page 1, lines4-7:
Delete"for certain losses and expenditures; relating to oiland gasproductiontax
10 credit certificates; relating to nontransferable tax credits based on production; relating
11 to the oil and gas tax credit fund; relating to annual statements by producers and
12 explorers"

1
2
3
4
5 Page 1, line 2:
6
1
8
9

13 Insert"; amending the minimum tax on oil and gas production”

14

15 Page 1, lines 8-9:

16 Delete “including adjustments based on a percentage of gross value at the point of
17 production from certain leases or properties; making conforming amendments"

18 Insert "; relating to the financing of oil processing facilities on theNorth Slope by
19 the Alaska Industrial Development and Export Authority"

20

21 Page 1, line 12, through page 24, line 3;

22 Delete all material and insert:

23 " Section 1. AS 38.05.180(h) is amended to read:
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() The commissioner shall [MAY] include terms in a [ANY] lease that

1
2 impose [IMPOSING] a minimum work commitment on the lessee to Implement the
3 plan of development submitted bv the lessee with a bid for an oil and gas or gas
4 only lease. The terms of the minimum work commitment must [. THESE TERMS
5 SHALL BE MADE PUBLIC BEFORE THE SALE, AND MAY] include appropriate
6 penalty provisions to take effect in the event the lessee does not fulfill the minimum
1 work commitment If it is demonstrated that a lease has been proven unproductive by
8 actions of adjacent lease holders, the commissioner may set aside a work commitment.
9 The commissioner may waive for a period not to exceed one two-year period any term
10 of a minimum work commitment if the commissioner makes a written finding either
1 that conditions preventing drilling or exploration were beyond the lessee's reasonable
12 ability to foresee or control or that the lessee has demonstrated through good faith
13 efforts an intent and ability to drill or develop the lease during the tram of the waiver.
14 *Sec. 2. AS 38.05.180(x) is amended to read:
15 (x) A lessee conducting or permitting any exploration for, or development or
16 production of, oil or gas on state land shall provide the commissioner access to all
17 noninterpretive data obtained from that lease; shall provide the commissioner access
18 to all information necessary to perform an economic analysis under of this
19 section, including the capital, operating, production, and development costs and
20 an estimate of total reserves: and shall provide copies of that data and information,
21 as the commissioner may request. The confidentiality provisions of AS 38.05.035
22 apply to the information obtained under this subsection.
23 *Sec. 3. AS 38.05.180 is amended by adding new subsections to read:
24 (hh) The commissioner shall require each bidder for an oil and gas lease or gas
25 only lease and each lessee applying for an extension or renewal of an oil and gas lease
26 or gas only lease to submit a plan of development for exploring, developing, and
21 producing from the lease within the period of the lease or the extension or renewal of
28 the lease. The commissioner shall review each plan of development and determine
29 whether the proposed plan of development is reasonably expected to develop the lease
30 in the best interest of the state. The plan of development shall be included in a lease
3l along with penalties for failing to comply with the plan of development and other
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terms of the lease. A hidder may not be a qualified bidder for the purposes of (f)(L) of

this section if the commissioner finds that the bidder has not submitted a proposed

plan of development that is in the best interest of the state or that the person that

submitted the plan of development is not reasonably capable of implementing the plan.
(if) The commissioner shall

(1) review each oil and gas lease or gas only lease each year for the
purpose of determining whether a lease is being developed in the best interest of the
state, whether the lessee is complying with the plan of development applicable to the
lease, and whether revision of a plan of development, including the planned rate of
development, would provide the maximum benefit to the people ofthe state;

(2) every five years, perform an economic analysis on each
participating area and determine whether the participating area is capable of increased
production in paying quantities over the current rate of production or plan of
development;

(3) enforce the terms of each oil and gas lease or gas only lease,
including imposing any applicable penalty or other remedy for noncompliance, within
a reasonable time after finding that a lessee is out of compliance with the terms of the
|ease;

(4) submit a report to the legislature before the first day ofeach reqular
session that lists each oil and gas or gas only lessee that is found to be out of
compliance and the action by the commissioner to bring the lessee hack into
compliance or to terminate the lease.

(jj) Forthe purposes of (hh) and (ii) of this section, a plan of development for
a cooperative or unit under (p) of this section is the plan of development for a lease
within the cooperative or unit, except where a different plan of development is
established for a lease within the cooperative or unit.

(kk) Forpurposes of (ii) ofthis section,

(1) "participating area" means that part of an oil and gas lease unit area
to which production is allocated in the manner described ina unit agreement;

(2) "production in paying quantities” means production in quantities
sufficient to yield a return in excess of drilling, development, and operating costs.
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*Sec. 4. AS 43.55.011() is amended to read:
(6) 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), (o), and
() 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 43.55.160faVI\ as adjusted bv AS 43.55.162. multiplied by 25
percent; and

© -~ o Ol B~ o N e

(2) the sum, over all months of the calendar year, of the tax amounts
determined under (g) ofthis section,
12 *Sec. 5. AS43.55.011(f) is repealed and reenacted to read:

—
o

=
[N

13 (f) Except for oil and gas subject to (i) of this section and gas subject to (o) of
14 this section, the provisions of this subsection apply to ol and gas produced from each
15 lease or property within a unit or nonunitized reservoir that has cumulatively produced
16 1,000,000,000 BTU equivalent barrels of oil or gas by the close of the most recent
17 calendar year and from which the average daily oil and gas production from the unit or
18 nonunitized reservoir during the most recent calendar year exceeded 100,000 BTU
19 equivalent barrels. Notwithstanding any contrary provision of law, a producer may not
20 apply tax credits to reduce its total tax liability under (g) and (g) of this section for oil
21 and gas produced from all leases or properties within the unit or nonunitized reservoir
22 below 10 percent of the total gross value at the point of production of that oil and gas.
23 |f the amount of tax calculated by multiplying the tax rates in (g) and (g) of this
24 section by the total production tax value of the oil and gas taxable under (¢) and (g) of
25 this section produced from all of the producer's leases or properties within the unit or
26 nonunitized reservoir is less than 10 percent of the total gross value at the point of
21 production of that oil and gas, the tax levied by (e) and (g) of this section for that ol
28 and gas is equal to 10 percent of the total gross value at the point of production of that
29 oil and gas.

30 *Sec.6. AS 43.55.011(g) is amended to read:

3 (9) For each month of the calendar year for which the producer’ average
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monthly production tax value under AS 43.55.160(aX2) of a [PER] BTU equivalent
barrel of the taxable oil and gas is more than $30, the amount of tax for purposes of
(e)(2) of this section is determined by multiplying the monthly production tax value of
the taxable oil and gas produced during the month, as adjusted bv AS 43.5S5.162. by
the tax rate calculated as follows:

(1) 1f the producer's average monthly production tax value of a [PER]
BTU equivalent barrel of the taxable oil and gas for the month is not more than
$92.50, the tax rate is 0.4 percent multiplied by the number that represents the
difference between that average monthly production tax value of a [PER] BTU
equivalent barrel and $30; or

(2) ifthe producer's average monthly production tax value of a [PER]
BTU equivalent barrel of the taxable oil and gas for the month is more than $92.50,
the tax rate is the sum of 25 percent and the product of 0.1 percent multiplied by the
number that represents the difference between the average monthly production tax
value of a [PER] BTU equivalent barrel and $92.50, except that the sum determined
under this paragraph may notexceed  [50] percent.

* Sec. 7. AS 43.55.020(a) is amencled to read:

(a) Fora calendar year, a producer subject to tax under AS 43.55.011(e) - (i)
or (p) shall pay the tax as follows:
(1) an installment payment of the estimated tax levied by
AS 43.55.011(e), net of any tax credits applied as allowed by law, is due for each
month ofthe calendar year on the last day ofthe following month; except as otherwise
provided under (2) of this subsection, the amount of the installment payment is the
sum ofthe following amounts, less 1/12 of the tax crediits 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
ofthe installment payment may not be less than zero:
(A) for oil and gas produced from leases or properties in die
state outside the Cook Inlet sedimentary basin but not subject to
AS 4355.011(0) or (p), other than leases  or properties subject to
AS 43.55.011(f), the greater of
(i) zero; or
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(i) the sum of 25 percent and the tax rate calculated for
the month under AS 43.55.011(g) multiplied by the remainder obtained
by subtracting /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 and 1/12 of
the adjustment to production tax value for the calendar year under
AS 43.55.162 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(0, 10 percent of the gross value at the point of production
ofthat oil and gas [THE GREATEST OF

(i) 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) THE SUM OF 25 PERCENT AND THE TAX
RATE CALCULATED FOR THE MONTH UNDER AS 4355011 (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 4355165 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 ol and gas produced from each lease or property
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1 subject to AS 43.55,011(j), (K), (0), or (p), the greater of

2 (i) zero; or

3 (i) the sum of 25 percent and the tax rate calculated for

4 the month under AS 43.55.011(g) multiplied by the remainder obtained

5 by subtracting 1/12 of the producer's adjusted lease expenditures for the

6 calendar year of production under AS 43.55.165 and 43.55.170 that are

! deductible under AS4355.160 and 1/12 of the adjustment to

8 production tax valne for the calendar year under AS 43.55.162 for

9 oil or gas, as applicable [RESPECTIVELY], produced from the lease
10 or property from the gross value at the point of production of the oil or
il 0aS, as applicable [RESPECTIVELY], produced from the lease or
12 property during the month for which the installment payment is
13 calculated;
14 (2) an amount calculated under (1)(C) of this subsection for oil or gas
15 produced froma lease or property
16 (A) subject to AS4355.011(j), (k), or (0) may not exceed the
17 product obtained by carrying out the calculation set out in AS 43.55.0110X1)
18 or (2) or 43.55.011(0), as applicable, for gas or set out in AS43.55.01100(1)
19 or (2), as applicable, for oil, but substituting in AS 43.55.011 (jXI XA) or (2XA)
20 or 43.55.011(0), as applicable, the amount of taxable gas produced during the
21 month for the amount of taxable gas produced during the calendar year and
22 substituting in AS 43.55.011(kX1)(A) or (2XA), as applicable, the amount of
23 taxable oil produced during the month for the amount of taxable oil produced
24 during the calendar year,
25 (B) subject to AS43.55.011 (p) may not exceed four percent of
26 the gross value at the point of production ofthe oil or gas;
21 (3) an installment payment of the estimated tax levied by
28 AS 4355.011(1) for each lease or property is duefor each monthof the calendaryear
29 on the last day of the following month; the amount of the installment payment is the
30 sum of

3l (A)  the applicable tax rate for oil provided under
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AS 435501 1(1), multiplied by the gross value at the point ofproduction 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 uncer
AS 43.55.011(1), 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) 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 3L of the year following the
calendar year of production.

* Sec. 8. AS 43.55.024(d) is amended to read:
(d) A producer may not take a tax credit under (c) of this section for any
calendar year after the later of

(1) 2022120161 or

() 1fthe producer did not have commercial oil or gas production from
a lease or property in the state before April 1, 2006, the ninth calendar year alter the
calendar year during which the producer first has commercial oil or gas production
before May 1,2022 [2016], from at least one lease or property inthe state.

*Sec. 9. AS 43.55 is amended by adding a new section to read:

Sec. 43.55.026. Heavy oil research and development tax credit, (a) A
taxpayer may apply 20 percent of the taxpayer's expenditure attributable to this state
for research and development related to improving methods of producing heavy oil in
the state for the taxable year that exceeds the base amount, but not to exceed
$10,000,000, as a credit against the state tax liability imposed on the taxpayer under
this chapter.

(b) Research and development expenditures in this section are attributable to
this state if the research and development is being conducted in this state or the payroll
of employees conducting the research and development is in this state. In this
subsection, payroll of an employee is in this state if compensation is paid to an
employee in this state and reported as paid in this state in the quarterly contribution
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report under AS 23.20 to the Department of Labor and Workforce Development

1
2 (c) Ifthe tax credit under this section exceeds the taxpayer's tax liability after
3 other tax credits are taken under this chapter for the year in which the expenditure is
4 incurred, the excess ofthe tax credit over the liahility may be carried forward for up to
5 seven years. If an unused credit is carried forward to a tax year from an earlier year,
6 the credit arising in the earliest year is applied first against the tax liability for the year.
! (d) A person may not claim a credit under this section for research and
8 development expenditures that were deducted in the calculation of tax liability under
9 AS4355.011(e).
10 (e) Each year, ifthree or more taxpayers claim the credit authorized under this
11 section during the immediately preceding year, the department shall report to the
12 legislature the number of taxpayers who claimed credits under this section in the prior
13 year, the total cumulative amount of credits granted to all taxpayers under this section
14 for the prior tax year, a description of the research and development projects for which
15 the credit was granted, and the total cumulative number of employees conducting the
16 research and development for which all taxpayers claim the credit.
17 (f) The commissioner shall establish in regulation a method for apportioning
18 research expenditures of a producer related to heavy oil production in and outside of
19 the state. When developing the regulations, the commissioner may consider the
20 relative amounts of heavy oil the producer is seeking to produce in areas in and
21 outside of the state or consicler another reasonable basis on which fairly to apportion
22 costs for research related to in-state oil production and oil produced outside of the
23 state.
24 (9) In this section, "base amount” means the average of research and
25 development expenditures related to improving methods of producing heavy oil and
26 attributable to this state for the three tax years immediately preceding the taxable year
21 for which the credit is being claimed.

28 *Sec. 10. AS43.55.030(a) is amended to read:

29 (a) A producer that produces oil or gas from a lease or property in the state
30 during a calendar year, whether or not any tax payment is due under AS 43.55.020(a)

3l for that oil or gas, shall file with the department on March 31 ofthe following year a
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statement, under oath, in a form prescribed by the department, giving, with other
information required bv the department under a regulation adopted bv the
department, the following:

(1) adescription of each lease or property from which oil or gas was
produced, by name, legal description, lease number, or accounting codes assigned by
the department;

(2) the names of the producer and, if different, the person paying the
tax, if any;

(3) the gross amount of oil and the gross amount of gas produced from
each lease or property, and the percentage ofthe gross amount of oil and gas owned by
the producer;

(4) the gross value at the point of production of the oil and of the gas
produced from each lease or property owned by the producer and the costs of
transportation of the oil and gas;

(5) the name ofthe first purchaser and the price received for the il and
for the gas, unless relieved from this requirement in whole or in part by the
department;

(6) the producers qualified capital expenditures, as defined in
AS 43.55.023, other lease expenditures under AS 43.55.165, and adjustments or other
payments or credits under AS 43.55.170;

(7) the production tax values of the oil and gas under AS 43.55.160;

(8) any claims for tax creditsto be applied; [AND]

(9) calculations showing the amounts, if any, that were or are due
under AS 43.55.020(a) and interest on any underpayment or overpayment; and

(10) for each expenditure that is the basis for a credit claimed
under AS43.55.023 or 4355,025. a description of the expenditure, a detailed
description of the purpose of the expenditure, and a description of the lease or
property, for which the expenditure was incurred: notwithstanding
AS40.25.100(a) and AS43.05.230(a), information submitted under this
paragraph mav be disclosed to the public and shall be disclosed to the legislature
in a report submitted within 10 davs after the convening of the next regular

10
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legislative session following the date a statement is filed under this section,

1
> *Sec. 11 AS43.55.030(e) is amended to read:
3 (e) An explorer or producer that incurs a lease expenditure under
4 AS 43.55.165 or receives a payment or credit under AS43.55.170 during a calendar
5 year but does not produce oil or gas from a lease or property in the state during the
6 calendar year shall file with the department on March 3L of the following year a
1 statement, under oath, in a form prescribed by the department, giving, with other
8 information required bv the department under a regulation adopted bv the
9 department, the following:
10 (1) the producer's qualified capital expenditures, as defined in
1 AS 43.55.023, other lease expenditures under AS 43.55.165, and adjustments or other
12 payments or credits uncer AS 43.55.170; [AND]
13 (2) if the explorer or producer receives a payment or credit under
14 AS 43.55.170, calculations showing whether the explorer or producer is liable for a
15 tax under AS 43.55.160(c!) or 43.55.170(b) and, if so, the amount; and
16 (31 for each expenditure that is the basis for a credit claimed under
17 this chapter, a description of the expenditure, a detailed description of the
18 purpose of the expenditure, and a description of the lease or property for which
19 the expenditure was incurred: notwithstanding  AS40.25.100(a) and
20 AS 43.05.230(a). information submitted under this paragraph may be disclosed to
21 the public and shall be disclosed to the legislature in a report submitted within 10
22 davs after the convening of the next reqular legislative session following the date
23 a statement is filed under this section.
24 *Sec. 12, AS43.55.160(a) is amended to read:
25 €)) Except as provided in (b) of this section, and subject to adjustment
26 under AS 43.55.162. for the purposes of
21 (1) AS 43.55,011(e), the annual production tax value of the taxable oil,
28 0as, or oil and gas subject to this paragraph produced during a calendar year is the
29 gross value at the point of production of the oil, gas, or oil and gas taxable under
30 AS 43.55.011(e), less the producer’s lease expenditures under AS 43.55.165 for the
3l calendar year applicable to the oil, gas, or oil and gas, as applicable, produced by the
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producer from leases or properties, as adjusted under AS 43.55.170; this paragraph
applies to
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(A) oil and gas produced from leases or properties in the state
that include land north of 68 degrees North latitude, other than gas produced
before 2022 and used in the state;

(B) oil and gas produced from leases or properties in the state
outside the Cook Inlet sedimentary basin, no part of which is north of 68
degrees North latitude; this subparagraph does not apply to gas

(1) produced before 2022 and used in the state; or
(i) oil and gas subject to AS 43.55.011(p);

(C) ol produced before 2022 from a lease or property in the
Cook Inlet sedimentary basin;

(D) gas produced before 2022 from a lease or property in the
Cook Inlet sedimentary hasin;

(E) gas produced hefore 2022 from a lease or property in the
state outside the Cook Inlet sedimentary basin and used in the state;

(F) oil and gas subject to AS43.55.011(p) produced from
leases or properties in the state;

(G) oail and gas produced from a lease or property no part of
which is north of 68 degrees North latitude, other than oil or gas described in
(B), (C), (D), (E), or (F) of this paragraph;

(2) AS43.55.011(g), the monthly procluction tax value of the taxable

(A) oil and gas produced during a month from leases or
properties in the state that include land north 0f68 degrees North latitude is the
gross value at the point of production of the oil and gas taxable under
AS 43.55.011(e) and produced by the producer from those leases or properties,
less 1/12 of the producer’s lease expenditures under AS43.55.165 for the
calendar year applicable to the oil and gas produced by the producer from
those leases or properties, as adjusted under AS 43.55.170; this subparagraph
does not apply to gas subject to AS 43.55.01 1(o);

(B) oil and gas produced during a month from leases or

212
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properties in the state outside the Cook Inlet sedimentary basin, no part of
which is north of 68 degrees North latitude, is the gross value at the point of
production of the oil and gas taxable under AS 43.55.011() and produced by
the producer from those leases or properties, less 1/12 of the producer’s lease
expenditures under AS 43.55.165 for the calendar year applicable to the oil and
gas produced by the producer from those leases or properties, as adjusted under
AS4355.170; this subparagraph does not apply to gas subject to
AS 43.55.011(0);

(C) oil produced during a month from a lease or property inthe
Cook Inlet sedimentary basin is the gross value at the point of production of
the oil taxable under AS 43.55.011(e) and produced by the producer from that
lease or property, less 1/12 of the producer's lease expenditures under
AS 43.55.165 for the calendar year applicable to the oil produced by the
producer from that lease or property, as adjusted under AS 43.55.170;

(D) gas produced during a month from a lease or property in
the Cook Inlet sedimentary basin is the gross value at the point of production
of the gas taxable under AS 43.55.011() and produced by the producer from
that lease or property, less 1/12 of the producer's lease expenditures under
AS 43.55.165 for the calendar year applicable to the gas produced by the
producer from that lease or property, as adjusted under AS 43.55.170;

(E) gas produced during a month from a lease or property
outside the Cook Inlet sedimentary basin and used in the state is the gross
value at the point of production of that gas taxable under AS 43.55.011(¢) and
produced by the producer from that lease or property, less 1/12 of the
producer's lease expenditures under AS43.55.165 for the calendar year
applicable to that gas produced by the producer from that lease or property, as
adjusted under AS 43.55.170.

* Sec. 13, AS 43,55 is amended by adding a new section to read:

Sec. 43.55.162. Adjustments to production tax value, (a) The annual

production tax value of oil produced from a lease or property north of 68 degrees
North latitude by the producer is reduced, during the first seven consecutive years

*13%
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after the start of commercial production by 20 percent of the gross value at the point of
production of oil produced during the calendar year. This subsection does not apply to
a lease or property that

(1) was in commercial production before January 1,2007;

(2) 1s located within a unit area that has never had commercial
production; or

(3) s located within a unit for more than 20 years before the first
commercial production onthe lease or property.

(b) The annual production tax value of oil or gas produced by a producer is
reduced during the first five consecutive years after the start of commercial production
by 10 percent if the oil or gas is produced from a participating area established after
December 31, 2012, that is within a unit formed under AS 38.05.180(p) before
January 1, 2003, if the participating area does not contain a reservoir that had
previously been in a participating area established before January 1, 2012. This
subsection does not apply to production from a lease or property located within a unit
for more than 20 years hefore the first commercial production on the lease or property.

(c) The annual production tax value of heavy oil produced by a producer is
reduced by 10 percent of the gross value at the point of production of heavy oil
produced, for the calendar year, from a lease or property that is located within a unit
area existing on January 1,2014,

(d) For a calendar year after 2012, the annual production tax value of ol
produced by a producer that produced oil in 2012 is reduced by 10 percent ofthe gross
value at the point of production of the volume of oil produced during the calendar year
in excess of the total volume produced by the producer in 2012. The volume of oil
produced by a producer in 2012 is the average daily statewide production of the
producer, excluding from the calculation the days on which production is significantly
reduced, multiplied by the number of days in the calendar year. For the purposes of
this subsection, production is significantly reduced when the production volume of oil
for the day is less than one-half of the quotient of the total volume of oil production
that is produced by the producer for the year and the number of days in the calendar
year. A producer that increases its volume of production through the purchase, merger,

“14-
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or other acquisition of another producer is the sum of the producer's total target
volume and the total 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 a target volume determined under this section, 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.

(e) A reduction in production tax value provided by this section may not be
combined with any other reduction in production tax value provided by this section in
the same year. Oil or gas from a lease or property that produces oil or gas that results
ina production tax reduction under (a) ofthis section is ineligible for a production tax
reduction under (b) and (c) of this section and may not be used in the calculation of
production volume under (d) of this section.

(f) A reduction in production tax value provided by this section may not
reduce the production tax value ofa producer below zero.

(9) The rate of tax under AS 43.55.011(g) shall be determined before the
application ofthe adjustment provided by this section.

(h) Inthis section,

(1) "“commercial production” means the production of oil for the
purpose of sale or other beneficial use, except when the sale or beneficial use is
incidental to the testing of an unproved well or unproved completion interval;

(2) "participating area" means that part of an il and gas lease unit to
which production is allocated in the manner described in a unit agreement,

* Sec. 14, AS 43.55.990 is amended by adding a new paragraph to read:

(14) "heavy oil" means oil with an American Petroleum Institute
gravity of less than 18 degrees.

* Sec. 15. AS 44.88.080 is amended by adding a new paragraph to read:

(32) to acquire an interest in a project as necessary or appropriate to
provide working or venture capital for an oil or natural gas development project uncer
AS 44.88.800 and 44.88.810, whether by purchase, gift, or lease.
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* Sec. 16. AS 44.88 is amencled by adding new sections to read:

Article 9A. Interest in Oil and Gas Resources.

Sec. 44.88.800. Acquisition of interest in businesses, (a) The authority may
acquire, through purchase or other means, an interest in a lease held by a corporation
or other business entity inan oil or natural gas field in the state that has been explored,
but only if the authority determines the leaseholder has made reasonable efforts to
obtain financing from the private sector to develop the lease and those efforts have, in
whole or part, been unsuccessful. The authority shall exercise due diligence in
acquiring a leasehold interest under this section.

(h) If the authority acquires a leasehold interest under this section, the

authority may use the authority's assets, as appropriate, to aid in the development of
the oil or natural gas field inwhich the business entity has a leasehold interest,

Sec. 44.88.810. Alaska resource development fund, (a) The Alaska resource
development fund is established in the authority for the purpose of developing oil and
gas resources, and consists of appropriations to the fund. The authority shall manage
the fund and may create separate accounts within it Income of the fund or of
enterprises of the authority shall be separately accounted for and may be appropriated
to the fund.

(h) The authority may use money from the fund to carry out the purpose of the

fund set out in (a) of this section.

* Sec. 17. AS 44.88.900(10) is amendled to read:

(10) “project” means

(A) a plant or facility used or intended for use in connection
with making, processing, preparing, transporting, or producing in any manner,
goods, products, or substances of any kind or nature or in connection with
developing or utilizing a natural resource, or extracting, smelting, transporting,
converting, assembling, or producing in any manner, minerals, raw materials,
chemicals, compounds, alloys, fibers, commodities and materials, products, or
substances of any Kind or nature;

(B) a plant or facility used or intended for use in connection
with a business enterprise;

-16-
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(C) commercial activity by a business enterprise;

(D) aplant or facility demonstrating technological advances of
new methods and procedures and prototype commercial applications for the
exploration, development, production, transportation, conversion, and use of
energy resources;

(E) infrastructure for a new tourism destination facility or for
the expansion of a tourism destination facility; in this subparagraph, "tourism
destination facility" does not include a hotel or other overnight lodging facility;

(F) aplant or facility, other than a plant or facility described in
(D) of this paragraph, for the generation, transmission, development,
transportation, conversion, or use of energy resources,

(G) a plant or facility that enhances, provides for, or promotes
economic development with respect to transportation, communications,
community public purposes, technical innovations, prototype commercial
applications of intellectual property, or research;

(H) a plant or facility used or intended for use as a federal
facility, including a United States military, national guard, or coast guard
facility;

() infrastructure for an area that is designated as a military
facility zone under AS 26.30;

(J)  development of an oil and gas field bv providing

working or venture capital in exchange for an equity interest;

* Sec. 18. The uncodified law ofthe State of Alaska is amended by adding a newsection to

APPLICABILITY, (a) Section 1of this Act and AS 38.05.180(hh), enacted by sec. 3
of this Act, apply to a proposed lease sale and the renewal or extension of a lease on or after
the effective date of this Act.
(b) The reduction in production tax value under AS 43.55.162, enacted by sec. 13 of
this Act, applies to oil or gas produced after December 31,2013.
* Sec. 19. The uncodified law of the State of Alaska is amended by adding a newsection to

-17-
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LEGISLATIVE APPROVAL; NORTH SLOPE OIL PROCESSING FACILITY, (a)
The Alaska Industrial Development and Export Authority may issue a loan to a producer of
oil or gas to finance the construction and improvement of an oil processing facility on the
Alaska North Slope and flow lines and other surface infrastructure for the facility. A loan
under this section shall
(1) be issued to a producer that produces less than 100,000 barrels of oil a day;
(2) be issued for the purpose of financing a facility to facilitate production
from a unit established after January 1,2014; and
(3) have an interest rate that does not exceed the prime rate of interest plus one
percent
(b) In this section, "prime rate" means the lowest United States money center prime
rate of interest that is published in the Wall Street Journal.

* Sec. 20. Section 19 of this Act is repealed June 30, 2017. Repeal of sec. 19 of this Act
does not affect loans issued by the Alaska Industrial Development and Export Authority under
sec. 19 ofthis Act before June 30,2017.

* Sec. 21. This Act takes effect January 1,2014."

L —18=
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Nauman/Bullock
2/19/13

AMENDMENT

OFFERED IN THE SENATE BY SENATOR FRENCH
TO: SB 21

Page 1, line 9, following "properties;":
Insert "relating to the financing of oil processing facilities on the North Slope by

the Alaska Industrial Development and Export Authority;"

Page 23, following line 10:
Insert new bill sections to read:
"* Sec. 25. AS 44.88.080 is amended by adding a new paragraph to read:
(32) to acquire an interest in a project as necessary or appropriate to
provide working or venture capital for an oil or natural gas development project under
AS 44.88.800 and 44.88.810, whether by purchase, gift, or lease.
* Sec. 26. AS 44.88 is amended by adding new sections to read:
Article 9A. Interest in Oil and Gas Resources.

Sec. 44.88.800. Acquisition of interest in businesses, (a) The authority may
acquire, through purchase or other means, an interest in a lease held by a corporation
or other business entity in an oil or natural gas field in the state that has been explored,
but only if the authority determines the leaseholder has made reasonable efforts to
obtain financing from the private sector to develop the lease and those efforts have, in
whole or part, been unsuccessful. The authority shall exercise due diligence in
acquiring a leasehold interest under this section.

(b) If the authority acquires a leasehold interest under this section, the
authority may use the authority's assets, as appropriate, to aid in the development of
the oil or natural gas field in which the business entity has a leasehold interest.

Sec. 44.88.810. Alaska resource development fund, (a) The Alaska resource
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development fund is established in the authority for the purpose of developing oil and
gas resources, and consists of appropriations to the fund. The authority shall manage
the fund and may create separate accounts within it. Income of the fund or of
enterprises of the authority shall be separately accounted for and may be appropriated
to the fund.

(b) The authority may use money from the fund to carry out the purpose of the
fund set out in (a) of this section.

* Sec. 27. AS 44.88.900(10) is amended to read:
(10) "project” means

(A) a plant or facility used or intended for use in connection
with making, processing, preparing, transporting, or producing in any manner,
goods, products, or substances of any kind or nature or in connection with
developing or utilizing a natural resource, or extracting, smelting, transporting,
converting, assembling, or producing in any manner, minerals, raw materials,
chemicals, compounds, alloys, fibers, commodities and materials, products, or
substances of any kind or nature;

(B) a plant or facility used or intended for use in connection
with a business enterprise;

(C) commercial activity by a business enterprise;

(D) a plant or facility demonstrating technological advances of
new methods and procedures and prototype commercial applications for the
exploration, development, production, transportation, conversion, and use of
energy resources;

(E) infrastructure for a new tourism destination facility or for
the expansion of a tourism destination facility; in this subparagraph, "tourism
destination facility" does not include a hotel or other overnight lodging facility;

(F) aplant or facility, other than a plant or facility described in
(D) of this paragraph, for the generation, transmission, development,
transportation, conversion, or use of energy resources;

(G) a plant or facility that enhances, provides for, or promotes

economic development with respect to transportation, communications,
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community public purposes, technical innovations, prototype commercial
applications of intellectual property, or research;

(H) a plant or facility used or intended for use as a federal
facility, including a United States military, national guard, or coast guard
facility;

() infrastructure for an area that is designated as a military
facility zone under AS 26.30;

(3) development of an oil and gas field bv nroviding

working or venture capital in exchange for an equity interest:"
Renumber the following bill sections accordingly.

Page 23, line 15:
Delete "26"
Insert "29"

Page 23, line 18:
Delete "25"
Insert 28"

Page 23, line 24:
Delete "25"
Insert "28"

Page 23, line 31:
Delete "22-24, and 26"
Insert "22-27, and 29"

Page 24, line 2:
Delete "sec. 30"

Insert "sec. 33"
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Bullock
2/20/13

AMENDMENT

OFFERED IN THE SENATE BY SENATOR FRENCH
TO: SB21

1 Page 12, following line 31:

2 Insert a new bill section to read:

3 7+ Sec. 14. AS 43.55.023(/) is amended to read:

4 (/) A producer or explorer may apply for a tax credit for a well lease
5 expenditure incurred in the state [SOUTH OF 68 DEGREES NORTH LATITUDE]
6 after December 31.2012 [JUNE 30,2010], as follows:

7 (1) notwithstanding that a well lease expenditure incurred in the state
8 [SOUTH OF 68 DEGREES NORTH LATITUDE] may be a deductible lease
9 expenditure for purposes of calculating the production tax value of oil and gas under
10 AS 43.55.160(a), unless a credit for that expenditure is taken under (a) of this section,
1 AS 38.05.180(i), AS41.09.010, AS43.20.043, or AS43.55.025, a producer or
12 explorer that incurs a well lease expenditure in the state [SOUTH OF 68 DEGREES
13 NORTH LATITUDE] may elect to apply a tax credit against a tax levied by
14 AS 43.55.011(e) in the amount of 20 percent for a well lease expenditure incurred
15 in the state north of 68 degrees North latitude and 40 percent for a well lease
16 expenditure incurred in the state south of 68 degrees North latitude [OF THAT
17 EXPENDITURE]; a tax credit under this paragraph may be applied for a single
18 calendar year,

19 (2) a producer or explorer may take a credit for a well lease
20 expenditure incurred in the state [SOUTH OF 68 DEGREES NORTH LATITUDE] in
21 connection with geological or geophysical exploration or in connection with an
22 exploration well only if the producer or explorer
23 (A) agrees, in writing, to the applicable provisions of
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AS 43.55.025(f)(2); and
(B)

28-GS1647NA.14

submits to the Department of Natural Resources all data

that would be required to be submitted under AS 43.55.025(f)(2).n

Renumber the following bill sections accordingly.

Page 13, line 3:

Delete "south of 68 degrees North latitude”
Insert "[SOUTH OF 68 DEGREES NORTH LATITUDE]"

Page 13, line 6:

Delete "south of 68 degrees North latitude”
Insert "[SOUTH OF 68 DEGREES NORTH LATITUDE]"

Page 23, line 15:
Delete "Sections 2,5,6,22 - 24, and 26"
Insert "Sections 2,5,6,23 - 25, and 27"

Page 23, line 17:
Delete "Sections 3 and 21"
Insert "Sections 3 and 22 of this Act"

Page 23, line 18:
Delete "Sections 7,11,13,14, and 25"
Insert "Sections 7,11,13 -15, and 26"

Page 23, line 20:
Delete "Sections 9,10,12,15, and 20"

Insert "Sections 9, 10,12,16, and 21"

Page 23, line 24:
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Delete "Sections 3,7,11,13,14,17,21, and 25'
Insert "Sections 3,7,11,13 - 15,18,22, and 26'

Page 23, line 31:
Delete "Sections 1,2,5,6,9,10,12,15,20,22 *24, and 26"
Insert "Sections 1,2,5,6,9,10,12,16,21,23 - 15, and 27"

Page 24, line 2:
Delete "sec. 30"

Insert "sec. 31"

28-GS1647\A.14



Testimony
Senate Resources Committee - Tax Reform
February 20, 2013

By
Dave Harbour, Publisher
Northern Gas Pipelines

Twenty years of tax and investment climate stability began in Alaska with a press
conference on March 18, 1981, along with associated legislation. lwould ask you to
enter this video link of the press conference to your record in this proceeding:
https://vimeo.eom/10293150.

This new era of tax and investment climate stability followed about a decade of annual
tax increases as Alaskans struggled to define the 'fair share' of oil and gas revenues
that would have them achieving their constitutional mandate to maximize natural
resource benefits.

The press conference featured: Governor Jay Hammond, Senator Jay Kerttula
(Senate President), Senator Don Bennett, Senator Ed Dankworth, Representative
Jim Duncan (House Speaker), Representative Hugh Malone, Representative Sam
Cotton and Representative Tony Vaska.

Together they announced that with bi partisan legislation (i.e. which they jointly
supported) they had achieved for Alaska a "fair share" of oil revenues: 30%b. Infairness,
we should note that the general sentiment seemed to be that Alaska's share should not
be 'less than 30%'. Citizens should also understand that while this group of officials
made a decision and established a tax policy, such action does not automatically bind
future legislatures to adopt or maintain the same policy. A student of government would
also appreciate that while government policies may be changed, the degree that they
remain stable orunpredictable affects the reliability of the investment climate and the

resulting inflow ofinvestment.

The first ten years of Y2K resulted in a very large, retroactive industry production tax
(i.e. severance tax) increase, contentious debates among taxpayers and tax authorities,
a return to tax instability and lack of clarity for investors who were considering gas
pipelines and other projects. By 2013, Alaska's undiversified operating budget has
become 90% dependent on oil revenue. Therefore, the fact that the Trans Alaska
Pipeline System (TAPS) is nearly 3/4 empty and becoming further depleted at a rate of
about 7% annually has put the social and economic future of our state in significant
jeopardy. (Detroit has become fiscally insolvent and has lost over half its population, as
reported this week. Part of its problem is an unfunded pension liability exceeding $6
billion; Alaska's unfunded pension liability, with a population similar to Detroit's, is over
twice that of Detroit.)


https://vimeo.eom/10293150

Compounding Alaska's Post-Y2K anti-investment message was a 'natural gas reserves
tax' voters’ initiative sponsored by several Alaska lawmakers. The initiative failed in
2008, but its sponsors vowed to support it in upcoming election cycles.

Last year, legislators began talking of new, anti-industry legislation that would convert
the State's oil and gas income tax from an ‘apportionment formula' to a 'separate
accounting' income tax. The 1981 press conference documented in the video,
memorializes the Legislature's and Governor's successful effort to repeal a "separate
accounting" income tax experiment that resulted in a lawsuit the government felt it
would lose. While changing from "separate accounting" back to "apportionment"”, among
other things, the Legislature increased the severance tax from 12.25% to 15%p, including
an economic limit factor to encourage production from depleting fields. Such stability led
to much more oil production than the proven reserves (i.e. 9.6 billion barrels) upon
which the original field development and Trans Alaska Pipeline System investments

were based.

Alaska production is now dropping quickly as production blooms in competitive oil and
gas regions. At the time of the 1981 press conference, Alaska was America's leading oail
producing state, transporting about 2 million barrels per day through TAPS. The 49th
State was providing the United States with about 20%6 of all domestic oil production.
Now, Alaska provids less than half of domestic oil production and has fallen from its
position as top domestic producer to 'also-ran' status behind North Dakota, Texas and
possibly even California.

Thus, as Alaska had by 2008 become among the most costly places to engage in the oil
and gas business, it had also become one ofthe most risky venues for new investment
based on its uncertain initiative process and its unreliable—if not hostile--tax and
regulatory policies.

Much ofthe anti-investment climate atmosphere here flows from a highly disciplined
cadre of environmental activists. Some, but not all, labor unions oppose tax reform and
seem to be more interested in short term, tax-revenue-supported, Davis-Bacon capital
projects than in the State's long-term, economic sustainability.

Many private sector citizens and organizations have confronted this challenge but with
the Obama Administration also executing a withering array of regulatory and lease sale
policies and attacks, hope for free enterprise nourishment from Federal land activity in
and around Alaska is also uncertain.

If asked what course of action to follow, in view of my observations over the last several
decades, Iwould suggest that the Legislature and Governor:

1. Take appropriate steps to make Alaska a more competitive oil producing state
and investment destination, by



2. Clarifying, simplifying and stabilizing Alaska’s tax structure.

3. Ifurther recommend that decision makers: recognize and appreciate Alaska’s
competitive liabilities, including: remoteness to the markets, high logistical costs,
high labor costs, climactic and volcanic risk, added cost of pipeline and tanker
transportation, etc., and

4. Recoghnize the strengths of competitors, almost all of whom have lower labor
costs, great resource potential, are closer to markets (i.e. and, are mostly located
near transportation hubs or at tidewater), operate in friendlier climates (i.e. many
of which are tropical), have experienced and less expensive labor forces, have
shorter logistical chains, and

5. That they carefully evaluate competing oil and gas jurisdictions using various
tools, including statistical surveys performed by organizations like the Fraser
Institute, and

6. That they agree on an oil and gas taxing regime that puts Alaska, statistically, in
the low median rangelof our competitors -- in the eyes of investors -- and

7. That they seek a way to offer guaranteed tax regime stability for one to two
decades, perhaps by boldly creating a constitutional amendment permitting the
Legislature more flexibility when trying to develop Alaska’s resources in a world
full of aggressive competitors.

To follow energy-related economic and energy activity in Alaska, rely
upon:northernqaspipelines.com/content/todav-important-anniversarv-29-vears-
ago-todav-alaskas-leaders-defined-fair-share-oil-and-qa

1“Low median” placement is intended to compensate for the non-statistical liabilities noted under 3. above.



Testimony of Resource Development Council for Alaska to
Senate Resource Committee,
Regarding SB21
February 18, 2013

Good evening, Madam Chair Giesseland members ofthe
committee. My name is Rick Rogers, Executive Director ofthe
Resource Development Council. RDC is a diverse statewide
business association representing forestry, oil and gas, mining,
tourism, and fishing industries.

Stop the give away! The real give away isthe oillocked in the
ground because we're simply looking atmaximizing short-term
tax revenue atthe expense ofencouraging investmentand
production. Considerthatsince 2007 we have lostover 210
million bbls. ofproduction, with a gross value atpointof
production ofover $17 billionl. Ifaless aggressive tax regime
could cutourdecline rate in half, over 8 billion new dollars
would be circulating in oureconomy. The give away is giving
away our future for shortterm and clearly unsustainable tax
revenue.

Some ofthe mostvocalproponents ofproduction tax reform
among ourmembership are from those notdirectly involved in
the oiland gas industry. The business community is fearful
whatcontinued TAPS throughputdecline will doto our
economy as awhole.

The Governor has shown leadership in outlining four guiding
principles thatwe firm Iy support: fairness to Alaskans;
encouraging new production; simplification and durability over
the long term .

1Production from table C-2a, real 2012 dollar values from tablesB-la 2012 DOR Revenue Sourcebook
ROC Senate Resources, SB2L February 18 2013, Page 1



The discussion needs to bhe how to encourage more production,
amore long-term view. Taxing ourselves to prosperity isnota
strategy. We remain concerned thatthe legislative process will
resultin atax policy thatistoo timid and does notencourage
substantive investment. We urge you to keep your eyes on the
prize, more investmentleading to more production. Itis of
utmostimportance thatsuch ameaningfultax reform bill passes
this session.

Soin closing on this President's day | leave you with two quotes
thatlhope can help guide your deliberations, notfrom
Washington or Lincoln, butfrom Lyndon Johnson and Calvin
Coolidge.

LBJ said, "The mostdangerous thing you can do to any
businessman in America is keep him in doubtand to keep him

guessing onwhatourtax policy is."

Coolidge said, "The method ofraising revenue oughtnot
impede the transaction ofbusiness, itoughtto encourage it."

Thatconcludes my comments, thank-you for hearing from me
on behalfofRDC.

RDC Serate Resources, SB21 February 18, 2013, Page2
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Good Evening, members of the Senate Resources committee; thank you for the  Fairhanks Daily News-Miner

opportunity to testify this evening. For the record, my name is Lisa Herbert and Iserve as  Fairbanks Memorial Hospital &

: : . Denali Center
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1) That it must be fair to Alaskans; l%t%ﬁr?ggkcred” Union
2) That it must encourage new production from ALL sources; Sumitomo Metal Mining Pogo LLC
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General Teamsters Local 959
On behalf of the Chamber’'s Board of Directors and membership, thank you for your

leadership on this critical issue facing our state. |appreciate the opportunity to comment  Hale &Associates, Inc
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Good evening. |appreciate this opportunity to speak to the committee.

| am Cynthia Henry. 1 live in Fairbanks, and have no affiliation with any
oil company or any of the stakeholders on the North Slope. | have
owned and managed a retail business for more than 30 years. Even
though we have no connection to the oil industry, my company and my
family depend on a healthy Alaskan economy. |am here to support and
encourage your work on new oil tax legislation that will make Alaska
competitive again.

The decline in throughput in the pipeline indicates a problem with
Alaska's current tax policy - with ACES. Itis a basic business tenet that
if you are selling something, and you are not competitive, your
customers will go somewhere else. That's exactly what has happened
with the oil industry in Alaska.

| will close by urging you to move the legislation forward to
ensure it passes this session. | fear that waiting longer could have dire
consequences.

Thank you.



From: Linda Leary

Sent: Monday, February 18, 2013 3:56 PM

To: Sen. Cathy Giessel; Sen. Fred Dyson; Sen. Peter Micciche; Sen. Click Bishop; Sen. Lesil McGuire; Sen. Anna
Fairclough; Sen. Hollis French

Subject: Support for SB 21

Dear Chair Giessel and members of the Senate Resource Committee,

| am writing in support of SB 21 re ardmgrmcreased oil production, My support comes from my business
experience in running a company, Carlile Transportation, which relies on revenue from the ol and %1_as ingustry
-not just prodycers but the support companies that accompany them as well. - This is not gur only sice of the
pie in Alaska; however, I and our 650 employees are gravely concerned over the course of this industry as we
plan for our own futures. It represents an extremely important industry and market for us.

As a sfate, we need to be competitive for investment dollars in a world market. When we are looking a
changing our tax structure we need to keep in mind that these companies are competing with markets all over
the world. They have the option of coming or going -we want them here!

The Governor’s proposal supports fair progressivity. This is a must for a win- win situation.

Alaska’s tax policy needs to encoura(ry_e investment in legacy fields,_as well as new fields. The Governor’s
proposal encourages this new production. It takes an average of 5-7 years to reach production when an
exploration well is successful.” It doesn’t just happen overnight. We don’t have time to keep waiting.

Tax policy changes of the Past have certainly had a reduction effect on new revenues. Three out of every four
dollars being spént currently, are on reﬁalrs and maintenance instead of enhancements. We should be abile to
lsgr)]/ gtr%gr%Jposne IS true and"we can. Change the tax structure to be fair and encourage new production for the

The oil left in the legacy fields such as Prudhoe and Kuparuk requires significant investments to recover it, and
we need it, to fill the p|Pe., The short term work going on is nice, but for the long term viability of The State,
bottom line is we need to increase production.

It is more important to our children and grandchildren than to us. That is what legacy is all about. Now is the
time to take action and create a plan that'is sustainable for the long term.

Qur managers at Carlile are reading a book titled A sense of Urgency, in the book author John Kotter stresses
the imporance of "a determination to move, and win, now." [ts an ambitious determination to push beyond
the obstacles. 1 ask, with urgency, that you support SB 21" We need this win for Alaska, our economy, our
citizens and generations to come:

Regards,
Linda Leary

President _
Carlile Transportation Systems



CEA Ak Testimony
Senate Resources Committee - Tax Reform
February 18,2013

Thank you, Madam Chsirfor allowing public comment on tax reform. My name IsSteve Pratt,
Executive Director of Consumer Energy Alaska, a regional chapter affiliated with the national
Consumer Energy Alliance. We believe there are several reasons why we need to look at tax
code revisions:

Business and residential consumers of energy have a direct interest in consuming competitively
priced energy supplied from domestic sources, and also have a direct interest in robust overall
economic activity to maintain livelihoods.

According to the Alaskt Institute for Social and Economic Research, at least 30% of working
Alaskans are dependent upon oil and gas exploration and development for employment.

Unfortunately, oil production has declined from a peak of over 2 million barrels a day to a little
over 500 thousand bar”els, and is in freefall at the rate of 5 - 7% per year. Remarkably, these
declines have occurred during times of high and increasing oil prices.

Alaska is capable of making a substantially greater contribution to U.S. domestic oil production
and gross domestic pnolduct than it does today.

Madam Chair, a sustairable increase of only 500,000 bbls/day from today's levels, at $100/bbl.,
would add $1.5 Billion >er month to overall U.S. economic activity. It might also reduce the
export of 1.5 Billion U.: . consumer dollars per month to OPEC nations.

Developing Alaska's abundant natural resources and oil production potential are vital to the
energy security of the gntire nation as well as the state.

However, new explora ory and development drilling is both a risky enterprise and necessary to
stem the decline in Alafelka oil production. Just as Alaska North Slope natural gas will need to
compete globally if it is to secure export markets, Alaska needs also to compete globally for
investment dollars. Yo jr work here can enable that ability.

The rates and progress Vity structure of Alaska's current tax regime provide a disincentive to
attracting risk capital t >the state as evidenced by declining production during times of high oil
prices. Increased pricejs have resulted in substantial increases Inoil production in other
locations around the Unlted States, but not in Alaska, and not because more oil is not available.

Increased investment through increased global competitiveness will enhance Alaska's ability to
fulfill its constitutional mandate to develop natural resources for the maximum benefit of the

people.
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Alaska's remoteness froim the markets, Arctic climate, high labor and logistical costs argue for a
more competitive tax aid regulatory structure.

Consumer Energy Alliar ce - Alaska is in favor of the Alaska State Legislature reviewing and

approving revisions to tlhe Alaska Tax Code that we»4d improve the investment climate in
Alaska. v/

Something is terribly whong and Ithank you, Madam Chair and members of the Senate
Resources Committee, dr taking on the task, with the Governor, of coming up with useful
changes.

VV-i
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FEB-18-2013 HON 06:56 AM ANCHORACGE LIO FAX NO 907 269 0229 P. 01/01

GOOD EVENING MADAAM CHAIRMAN AND MEMBERS OF THj; SENATE
RESOURCE COMMITTEE - THANK YOU FOR GIVING THE PULICTHE
OPPORTUNITY TO TESTIFY THIS EVENING.

MY NAME IS GAIL PHILLIPS; | AM A FORMER MEMBER OF THEJLEGISLATURE
AND AM SPEAKING TONIGHT ON MY BEHALF AND ON BEHAUf OF MY YOUNG

GRANDSONS. |

I SUPPORT THE WORK THIS COMMITTEE IS DOING ON TRYING TO FIND A
REASONABLE AND LONG-TERM SOLUTION TO OUR OIL TAX CONFLICT. WHEN |
SERVED IN THE LEGISLATURE, WE WERE FORTUNATE IN THATjWE HAD A STABLE
TAX REGIME AND DIDN'T HAVE THE GRAVE ISSUE OF SERIOUSLY DECLINING OIL
PRODUCTION THAT YOU FACETODAY. AT THAT TIME, WE DIDNT HAVE TO
WORRY ABOUT ALASKA'S COMPETITIVE STATURE IN THE WORLD MARKET - WE
WERE STRONG AND PRODUCTIVE AND COMPETITIVE.

TODAY, ALASKA'S STANDING ISTOTALLY DIFFERENT. IT ISUPTO YOU TO SET
POLICY THAT WILL INSURE A COMPETITIVE REGIME THAT WIJLTURN THINGS
AROUND AND MAKE US ONCE AGAIN A LEADER INOIL PRODleTION.

FINDING A LONG-TERM SOLUTION TO AN ECONOMICALLY-BEjNEFICIAL TAX
POLICY IS CRITICALLY IMPORTANT TO ALASKANS - ESPECIALLY THOSE OF US
WHO, LIKE MANY OF YOU, HAVE CHILDREN AND GRANDCHILDREN HERE WHO
WE HOPE WILL BE ABLE TO MAKE THEIR HOMES AND HISTORY IN ALASKA

I RESPECTFULLY URGE YOU TO "STAY THE COURSE" AND FINtj A WORKABLE
SOLUTION THAT WILL CHANGE THE CURRENT ACES LAW THISISESSION. |
PERSONALLY DO NOT BELIEVE WE HAVE MUCH TIME LEFT BEfORE ITWILL BE
TOO LATETO TURN THE DECLINE CURVE AROUND AND MAK™ ALASKA
COMPETITIVE ONCE AGAIN.

THANK YOU FOR YOUR ATTENTION AND TIME.
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February 20, 2013

To the Members of the Senate Resources Committee,

I'm Doug Schwartz, employee of Arrowhead Transfer, agents for Alaska Marine
Lines and Lynden Transport. |simply want to state my support for a fair oil tax
reform. In my opinion, Alaska needs to be #1 again in oil production!

Doug Schwartz

Box 19

Wrangell, Alaska 99929
907-874-3314

Cell: 907-305-0383



70 & 148, LLC

* 1421 Blake Street » Denver, 080202 ¢
Phone 303-623-1821 « Fax 303-623-3019

February 20,2013

Senator Cathy Giessel

The Alaska State Legmlature Senate
State Capital Room 427

Juneau, AK 99801

Re: Senate Bill 21

Dear Chairperson Giessel,

Thank you for the opportunity to testify to the Senate Resources Committee concerning Senate
Bill 21. | would like to commend your committee on its diligence in assessing the key Issues
surrounding increasing activity and production on the North Slope of Alaska.

70 & 148, LLC (hereinafter referred to as "Armstrong") is_astronﬁ supporter of Governor

Panell's Senate Bill 21 and his efforts to increase production on the North Slope. Armstrong

supports the Governor's proposal to offer a more equitable tax policy for the legacy fields as this

will provide the quickest new barrels on the North Slope, however as we are not a working

tiﬂteg_elslt owner in any legacy field, we feel it is inappropriate for us to comment on this portion of
e hill.

We do feel that the bill does need some modifications in order to place Alaska in a more
competitive position relative to the rest of the U.S. and other producing provinces around the
world. As such we would recommend the following modifications:

1. Keep the Qualified Capital Expenditure Credit and the cash purchase of the same in
place until January 1,2015. This will allow those projects that are based on a business
plan that incorporates this concept time to transition more smoothly to the new system.

2. Extend the abiIitWo utilize the Loss Carry Foiward Credit from ten (10) years to

fifteen (15) years. We believe this is very important gwen how Ion? It takes to:

ﬁsanctlon a pr(gect for development, b)successfully drill and complete wells on the
orth Slope and ¢)bring production on line.

3. Increase the Gross Revenue Exclusion for new fields from twenty percent (20%) to
twenty five percent (25%). This will assist new entrants economics in overcoming the
high costs and long lead times associated with getting a new project sanctioned.

Please note we believe that this is the minimum the legislature should do to incentivize new
production on the North Slope. The activity level on the North Slope will be driven by the oil
and gas production tax and ease of permitting for projects. Further any accommodation made for



new field development will result in a gain in revenue for the state as currently the state is
receiving no revenue in these areas.

Armstron? thanks you for the opportunity to comment on Senate Bill 21. We look forward to the
passage of meaningful tax reform which will f)ave the way for us and our partner to work
towards sanctioning developments which will boost the state's revenue, increase the life of TAPS
and provide high paying jobs for Alaskans.

President
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February 20, 2013

To the Members of the Senate Resources Committee,

My name is Ron Rice. Iwould like to see the Governor's Bill require some
specific performance from the oil companies to qualify for the lower tax. 1want
to see increase in dollars Invested in Alaska. Big oil already has tax credits.

Increasing oil production is a function of oil demand not lower taxes.
Ron Rice

Box 1451

Wrangell, Alaska 99929

907-874-4242



3521 Andree Drive
Anchorage, AK 99517

February 20, 2013
RE: Testimony to Senate Resources Committee on SB 21
Madame Chair Giessel and Senators on the Committee:

My name is Peter J. Stokes a professional petroleum engineer working for Petrotechnical Resources of
Alaska.

Thank you for your service and for letting me and others of the public testify on this important piece of oil
tax reform that is needed to increase investment and new production in Alaska.

I live and work in Anchorage. | am on the Board of the Alliance and Chair of the UAF’s CEM Advisory and
Development Council.

I am testifying on behalf of myself, my wife, my 3 offspring who work in Anchorage and my 2 grandsons
and their future.

I grew up on the Kenai Peninsula, went to college in Fairbanks and have worked in oil and gas, starting in
Alaska, with jobs in other states and overseas and working for the last 10 years in Anchorage.

| support the Governor’s concepts to make Alaska more competitive in attracting increase investments to
increase Alaska North Slope production and | urge passage of legislation to make meaningful reforms this
year.

Mr. Bill Armstrong, of Armstrong Oil and Gas made some compelling arguments on Monday explaining
why there isn’t more drilling activity in exploration in the state.

Senate Bill 21 is a good start to achieve this goal, especially the elimination of progressivity but
modifications should include:

1) Ensure that there is no “increases” in tax (or government take) in changing ACES for existing
producers for price ranges from $50-90 per barrel.

2) Incentivize development within existing PA’s by making more new oil production eligible for GRE
credit. These existing PA’s are the areas that can bring the quickest and largest increases in
production.

3) Allow new explorers to continue to sell loss credits generated from exploration prior to production.
Taking away this ability will negatively impact those that are currently exploring as it will change
the terms which were used to attract exploration funding, it will significantly increase the cost of
exploration, and in the unsuccessful case will mean that credits are not redeemable, thus
changing the economic risk and rewards of exploration in Alaska. Without these new explorers,
the production growth from exploration outside of the existing units will not occur, as Armstrong
and Brooks Range Petroleum have testified.

In summary, | applaud you in your efforts to allow Alaska to become more competitive in investments for
new oil production for both explorers and existing producers. Without new exploration and the continued
development of new production within existing PA’s, the efforts to lower or flatten production decline will
likely not occur.

Madame Chair and Senators, thank you again for all of your efforts.



Testimony (as prepared) delivered to Senate Resources Committee
Chair Senator Cathy Geissel
The 28th Alaska State Legislature, 1st Session

Good Evening Chair Geissel and committee members. [ am waiu Eric Fox, Vice President of
Operations for Camp Services at NMS, a NANA Development Corporation subsidiary. NANA
Development Corporation is the business arm of NANA Regional Corporation, owned by the
12,500 Inupiag people who originated in Northwest Alaska. 1am proud to call myself one of
them. | started working for NANA as a security officer 20 years ago on the North Slope. | take
great pride in being an owner/shareholder of my employer.

| support changes in Alaska’s oil tax structure to bring more business to the NANA subsidiaries
tlp]at V\fl10r|l(<i inthe oil industry in Alaska, which in turn brings economic opportunities to NANA’s
shareholders.

As you all are aware, unemployment is a problem in most of the 11 villages in our Region, as it
is in most of rural Alaska. As a shareholaer and a manager at NANA, I work to provide

opportunities to Feopl_e from my home region. 1take NANA’s mission, to improve the quality of
life for our people seriously. 1am here to represent the interests of my company, my Region and
my people. The tax structure that was passed in 2007 is having a negative impact on all of them,

NANA began workinion_th_e North Slope not long after the passage of the Alaska Native Claims
Settlement Act. NANA Qilfield Services Inc. or NOSI and NANA Management Services have
been serving the industry for over thirty five years. More recentl}/, companies like NANA
Worley Parsons have designed and engineered new North Slope facilities and NANA
Construction is building modules for use in Alaska’s oilfields.

My companx, NMS, sees the direct impact from the growth, or lack of growth, ofthe oil and gas
industry in Alaska.

A maf!or part of our mission is to provide employment and career acvancement for NANA
sharenolders. 1 am an example ofthe NMS’ commitment in this area. Nearly a quarter of our
workforce is Alaska Native. We work with the oil industry to provide air transportation for
NANA shareholders to travel from their villages to North Slope jobs. Any contraction of the oil
industry reduces work opportunities and earnings for our entire workforce but especially Alaska
Natives living in rural Alaska. As the oil and gas industry declines, so do opportunities for
Alaska Natives to work close to home.

Oil industry investment fuels the contracts for the NANA companies, and the jobs those
contracts create. We are seeing those opportunities going to places in the Lower 48 - like North
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Dakota and Texas - where the oil industry is booming. In fact, NMS has opened a Houston
office to pursue work in Texas. Alaska’s investment climate is driving away business. We do not
have a lack of oil in Alaska. We have a lack of investment.

We have heard that the industry has billions of dollars in projects that could be done in Alaska if
the tax structure was more competitive - projects that would increase il production but more
importantly, projects that NMS and the other NANA companies have the skills, experience, and
people to carry out. We’d like a chance to do that.

Chair Geissel, thank you for this opportunity. | would be pleased to answer any questions.
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ConocoPhillips Alaska
Senate Resources Committee
CSSB21 - February 25, 2013

Madam Chair, members of the committee, for the record my name is Bob Heinrich, and
I am the Vice President of Finance for ConocoPhillips Alaska. 1 want to thank the
committee for inviting ConocoPhillips to provide brief testimony today on the committee
substitute adopted this past Friday. While we have not had time to do an in-depth

analysis, we do have some initial thoughts we would like to share.

First, we appreciate the committee’s efforts to incorporate the feedback and testimony
of those who have come before the committee. We understand the committee’s desire
to develop an oil and gas production tax framework that fits with the governor’s
principles for oil tax reform. Namely, reform that is fair to Alaskans, encourages new

production, is simple and balanced, and is durable.

In our prior testimony, we have advocated for changes to ACES that eliminates
progressivity; that creates a flat tax rate over a broad price range; and that provides the
business climate to attract investment and overcome Alaska’s inherent cost
disadvantages. The committee substitute introduced Friday moves towards achieving
several of these goals. In particular, the CS clearly has resulted in a relatively flat tax
rate with only a slightly progressive nature over a broad price range - something we

view as a positive step.



The increase in the GRE and the ability to apply the GRE to production from expansions
of participating areas within existing units is also positive. However, at this point, we

have not yet had time to fully evaluate the impact on potential projects.

We do have a few areas of concern, however. As your consultants showed you in their
analysis on Friday, the CS under consideration remains a tax increase relative to ACES
at lower price levels. That could be fixed by decreasing the base rate, which we are
concerned is too high. Also, even though the overall level of government take, as
estimated by Econ One, appears to be in the ballpark with the average government take
in other jurisdictions, the question remains whether that will be enough to compensate
for the high costs in Alaska. We have not done enough analysis to tell you if we can
answer that question from ConocoPhillips’ point of view. The answer is likely to be
different for every company given each company’s differences in cost structure,

economic hurdle rates, and suite of opportunities.

Our comments today have been brief as requested and have focused on those
elements of the bill that are of most interest to ConocoPhillips. We appreciate the

opportunity you have provided today to present our initial impressions.

We look forward to working with the legislature as the governor’s bill continues through

the committee process.



REPSOL

Repsol E&P USA Inc.
Statement on Proposed Alaska Senate Bill CS SB 21 (RES.)
To the Senate Finance Committee
March 6, 2013

Repsol E&P USA Inc. is the US upstream operating subsidiary of Repsol S.A., an
integrated international oil and gas company headquartered in Madrid, Spain,
with exploration and production activities in 31 countries worldwide. It is now the
15th largest petroleum refining company in the world according to the Fortune

Giobai 500 iist, and employs over 25,000 people worldwide.

Repsol strongly supports Governor Parnell’s efforts to improve the investment
climate for the North Slope and endorses CS SB 21 (RES.) (the “Bill”). We
welcome the opportunity to present this statement of our views and opinions of
CS SB 21 (RES.). This statement reflects the specific views of Repsol based on
its own perspective as a new entrant to the North Slope that is engaged in the

discovery and development of new fields in Alaska.

The most salient aspect in our view, and one that is shared with our co-members
of AOGA and much of the rest of Alaska, is the undeniable decline in production
from Alaska’s North Slope and the negative impact that this will have on the
continued viability of what is arguably currently one of Alaska’s main assets,
TAPS, the Trans-Alaska Pipeline System. Regardless of one’s view of how long
TAPS can continue to operate without action to increase production, the
tremendous negative impact of the loss of TAPS cannot be denied. The State

must actively seek ways to encourage additional production.

Repsol E&P LBAIN:

2001 Tinberlach SLite 3000
Tre Woodards, TX77390
Tel: 824421000

WW H'.rensol.com



Repsol is a new player on the North Slope. We came to the North Slope in 2011,
after many years of reviewing numerous opportunities and turning them down.
We considered the North Slope to be an especially promising area that has
shown to be oil rich and with lower exploratory risk than other regions. Itis an
area that met Repsol’s objectives to balance our exploration portfolio with lower
risk, in onshore oil opportunities in a stable environment, preferably in OECD
countries. Offsetting these positive aspects were the extreme climate, and a
short exploration season in a remote, expensive and environmentally sensitive
area with little established infrastructure. The biggest negative factor, however,
was a tax system that did not encourage long-term investment. Repsol has
invested in offshore Alaska, both in the federal waters of the Beaufort Sea where
we have interests in 71 blocks and the Chukchi Sea where we have 93 blocks.
However, with regards to investment in onshore state lands, we found that in all
but the best scenarios, the progressive nature of the ACES petroleum tax
structure did not allow for returns that were competitive with opportunities in the

lower forty-eight states or other parts of the world.

This view changed in early 2011 when it appeared that serious reform of the
ACES tax structure would be enacted. House Bill 110 was introduced on the
18th of January, 2011. Repsol viewed the terms of the proposed HB 110
favorably and we were convinced that the State of Alaska was serious about
providing the necessary incentives for new investment. We were also convinced
that if we waited for meaningful tax reform to be enacted, we would risk being
lost in the rush of companies to Alaska to invest in North Slope exploration and
development projects. By the 7th of March, 2011, Repsol completed
negotiations to secure its North Slope position and announced its entry into the
State of Alaska lands through a partnership with Armstrong Oil and Gas and

GMT Exploration.

The process of meaningful oil and gas tax reform has continued over the last two
years. Repsol firmly believes that Governor Parnell’s new proposal now before

the Senate Finance Committee as CS SB 21 (RES.), addresses many of the
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shortcomings of ACES that were causing Alaska to be uncompetitive in attracting
oil and gas investment. First and foremost, it proposes to remove the
progressive nature of ACES which is what deterred investments in Alaska at the
very time that investment was being stimulated in other states by rising oil prices.
It is counterintuitive that Alaskans would want investment to leave their state and
go to North Dakota, Texas, California or Oklahoma as oil prices increased, yet
that is exactly what ACES encourages. Repsol believes that Alaska should reap
the benefits of higher oil prices, but that the increase should be shared fairly and
that investors should be encouraged to invest more, rather than less, as prices
increase. Repsol and other companies have long argued that the current
progressive tax structure is detrimental to new investment in Alaska and we

endorse the repeal of progressivity that is proposed in CS SB 21 (RES.).

Repsol and other companies look to benefit from several tax credits, namely the
Qualified Capital Expenditure Credit, or QCE credit, the Small Producer Credit
and the Exploration Credit. These credits have encouraged newcomers like
Repsol to come to Alaska in what would otherwise be an unattractive investment
climate. The credits have the effect of reducing our initial capital investments in
the early phases of investment, especially during the exploration phase. With
these credits, Alaska was subsidizing our initial investment in return for a larger
piece of future production revenues for Alaska, if any. In essence, the taxpayers
of Alaska were partially insuring and mitigating our potential losses from an
unsuccessful exploration program in order to stimulate more exploration and to
develop marginal fields that might otherwise be uneconomical to develop. The
credits have certainly encouraged Repsol and its partners to enter into a robust
exploration program that will result in total investments of some half billion dollars
in our North Slope leases by year end of 2013. The credits do not, however,
encourage long term developments of any discovery when those developments
must compete against developments in states with more favorable tax regimes.
These credits help to reduce the cost of coming to Alaska, but we invest in
exploration with the expectation that we can have a long term, economical

development of any discovery. Oil companies must consider the full life cycle
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economics of a project when making investment decisions, not just the early
economics of exploration. While the credits have encouraged exploration, in
most cases they are not enough to offset the negative aspects of progressivity
when considering the full life cycle economics of development and production,
which are the stages where more intensive investment and job creation occur.
We are encouraged that the Bill proposes the extension of the Small Producer
Credit and the Exploration Credit. These credits will continue to motivate new
players and new exploration. We would like to see the continuation of the QCE
in some form, at least for the near term, but we recognize the tradeoff that is
offered by the Bill. We must acknowledge that there are scenarios in which the
terms of the Bill are less favorable to new developments. Those scenarios occur
when oil prices are low. The threshold value will vary somewhat between
companies, depending on their individual circumstances. While we wouia prefer
that the Qualified Capital Expenditure Credits continue, we view that the value
from elimination of the progressivity at higher oil prices will offset the protection

offered at lower oil prices by the QCE credit.

Our analysis in the preceding paragraph is based on Repsol’s individual
circumstances. We understand that there could be situations besides low oail
prices in which the continuation of the QCE will be more attractive for some
investments than the elimination of progressivity will be. Some companies with
limited access to capital, or those that are investing in marginally economic
projects, may find that the QCE credit is preferable to the elimination of

progressivity. This is not Repsol’s case.

Repsol makes investment plans on a multi-year cycle, looking ahead more than
one year at a time. Major investment decisions are based on full life cycle
economics, as was our decision to invest in onshore North Slope exploration.
Future investment decisions to develop any discovery will also be based on full
life cycle economics that result from a number of assumptions including, among
others, our forecast of the future price of oil. Our major investment decisions are

based on our long term outlook for oil prices, capital costs, operating costs,
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availability of investment capital and other major factors. We do not change
those investment decisions based on short term price fluctuations, but only if our
long term projections change. With Repsol’s current forecasts, the provisions of
the Bill are more favorable to Repsol for future investments and will encourage

more investment than under the current terms of ACES.

Repsol views the “carry-forward annual loss” tax credit, with compounding
interest rate, as a positive step to address the loss of the buy-back of QCE
credits by the State. However, Repsol has concerns about the proposed 10 year
“shelf life” of the carry-forward annual loss, especially given that we will no longer
be allowed to transfer those credits to other companies. In many cases, it may
take an oil company more than 10 years from initial investment in exploration
until significant production revenues are earned to claim the credits. Repsol
views the 10 year limitation on use of the credits as too restrictive and strongly
encourages the legislature to increase the period of time that an investing
company may use these credits to 15 years or to allow transfer or sale of the

unused credits to other taxpayers.

As stated earlier, the positions in this statement represent the views of a
newcomer to the North Slope. While Repsol has a favorable opinion of the Bill,
we must not forget that new production is not the only contributor to TAPS
throughput. We have not attempted to analyze the Bill from the perspective of
the established producers. We encourage and support the State to continue its
efforts to incentivize increased production from the existing legacy fields. This
production is vital to maintaining sufficient oil volumes in the pipeline. Legacy
producers, new explorers such as Repsol, and all Alaskans need and want the

same thing - increased production in TAPS.

Repsol is pleased that Governor Parnell has taken steps to address many of the
concerns that Repsol has with the Alaska tax structure under ACES. While we
believe that there is still substantial room for improvement, overall the proposed
bill is a viable cornerstone for tax reform that we consider significant and

meaningful in returning Alaska’s competitiveness for investment opportunities.
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The proposed reform is fair to Alaskans and will encourage more production as
well as investment. The proposed Bill goes a long way to simplify what was a
very complex tax regime and itwill restore a balance in which the State and the
companies investing in Alaska will both benefit from in the longer term. Alaskans
will see more investment in the North Slope if CS SB 21 (RES.) is passed and
signed into law. This additional investment can only lead to more oil in TAPS,
and in the long term, more revenue for Alaska and more high paying jobs for
Alaskans. Our hope is that the legislature and all Alaskans will see the wisdom

in this approach to North Slope investment.

Thank you.
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Senate Resources Testimony in Support of SB 21; Committee Substitute

My name is Deborah Brollini, I'm a 37 year Alaska and | am testifying on behalf of
myself, and my two children L ndseh/, and Van. 1would first liketo thank the
committee fortheir work on SB 21 the Governor’s il tax reform bill. Although |
may not agree with all the committees' decisions... 1do respect the process, and
Alaskans ¢an be proud ofthe due diligence Senate Resources is taking regarding oil
taxes because 710,000 Alaskans livelihoods are at stake.

|was pleased to learn that the Competitive Review has been included asa
committee substitute to SB 21. Ithas been something that |'ve been advocating for
several years now and 1am encouraged that this might be the year that a
Competitive Review board is implemented, and that'we can start making sound
business decisions rather making decisions based on politics and emotions.

|am supFo_rt_lve of the Competitive Review because it takes the EO|IIICS out ofthe
debate. |visited with Ben Parks last spring who is the former CEQ of Boeing. |
Boeing won the national Baldrige Award for manufacturing excellence under his
leadership. Ben Parks now resides in Homer. lasked him'whether or not the
state's natural resources could be managed by a Baldrige model, and ifa o
Competitive Review Board could mana?e, and make recommendations on what is in
the best interest of the state in terms of our oil and gas resources. His answer was
an overwhelming yes.

The reason it was a yes is because data is not personal. When we look at this
country’s well data the only thing that we can get worked up about.... is that North
Dakotd, Texas and California are kicking our behinds. The well data is not personal.
It is.my hope that a Competitive Review will help lawmakers make long-term
business decisions, and provide my children with a future they deserve.

Again, [appreciate your due diIi%ence and including the Competitive Review as part
ofyour committee Substitute. Thank you.
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