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Alaska's Clear and Equitable Share

:letd Tax Analysis - NPV Impact
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radle Grave” Government Share of Pre-Tax Incom e

Discounted at 10% @ $60 (Applicable to New Fields)
|
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M edian Government Take By Tax Structures
M edian

(Mid-Point)

All Governm ents 48 %
Profit Sharing Governm ents 76 %
Tax Royalty Governm ents 50%

Norway 81%

68% to 74%

Alaska - ACES Six Potential New Field s
(M edian 70% )

65% to 72%

Alaska - PPT Six Potential New Fields
(M edian 68 % )

UK 51%

Gulf of M exico 48 %

Source: PFC Study September 2007, Alaska data by DOR "
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Conclusions

. New Fields would likely not be

tax system
. Credits essential

. A CES levels the playing

new entrants

Alaska's Clear and Equitable Share

developed under a gross

field for small producers and

- 100 cents on the dollar for credits

Can monetize losses at sam e

rate as large producers



Alaska's Clear and Equitable Share

A nalysis of M ature Fie ld s



7 Economic Evaluation of Mature Fields ! C E S

Alaska's Clear and Equitable Share

Hampered by lack of specific knowledge

Recognize that reinvestment requires
substantial capital

Considertwo modes:

- Harvest: allow field to decline naturally (15% decline)
- Reinvestment: invest to stem decline (3% decline)

Treateach mode as a separate (mutually
exclusive) project

Compare the NPV of Reinvestment with the
NPV of Harvest



toid Scenarios

Alaska's Clear and Equitable Share

Reinvestm ent Mode (3% decline)

W ED G E

Harvest Mode (15% decline)



Legacy Field Reinvestm ent Com parison @ $40
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Alaska's Clear and Equitable Share

Sustain Production Harvest Mode Difference
Mode
Decline Rate 3% per year 15% per year
Oil Produced (mm 2026 854 1172
Barrels)
NPV10 ($M) NPV10 ($M) NPV Difference Implied Investment
(M) Decision
Net Cases:
ACES 8235 6893 1342 Reinvest
PPT(SQ) 9176 7133 2042 Reinvest
35% tax rate 8022 6130 1892 Reinvest
Gross Cases:
13% + no credits 6860 7207 (348) DO NOT Reinvest
16% + no credit 6248 6889 (641) DO NOT Reinvest
16% + 20% credit 7180 7027 152 DO NOT Reinvest
19% + no credit + no 6246 6706 (460) DO NOT Reinvest

progressivity

mP

Assumes: 20 year horizon, OPEX+CAPEX=$5/BOE for Harvest, $15/BOE for Reinvestment. All cases assume 26
proaressivitv unless noted.



How Much of a $1.00 Oil Price Increase is

Captured by Producer
(Mature fields - In production >10 years) A C E S

Alaska's Clear and Equitable Share

Governmental Tax Structures

Median
(Mid-Point)

All Governments 570
Production Sharing Governments 150
Tax Royalty Governments 570
Norway 220
Alaska - ACES 350
Alaska - PPT (Status Quo) 390

UK 500

Gulf of Mexico 570

Source: PFC Study, September 2007. Alaska data by DOR using FY 2008 estimates



Marginal Government Take @ $60
Tax & Royalty Tax Regimes (excluding GOM)
Mature Fields
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Sensitivity to Alternative Assumptions

AC

N 60 Alaska’s Clear and Equitable Share

North Slope Production Tax Revenues in M illions of Dollars

Relative to A CES

FY FY FY FY FY FY

2008 2009 2010 2008 2009 2010
A CES 1421 1977 2170 - - -
ACES w/ 22.5% rate 1320 1748 1928 -102 -229 -242
ACES w/ PPT Progressivity 1356 1826 2011 -65 -151 -159
ACES w/ TIE Credits in 1315 1789 1972 -107 -188 -198
ACES w/ credits all in first year 1324 2003 2160 -97 26 -9
ACES w/ 27% rate 1503 2160 2363 81 183 194

ACES w/ 30% rate 1625 2435 2653 203 458 484
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(separate” targets and
ding the time alio s from 50 days to 540 days
[AS 43.55.025(K)] Vo

ACES maintains 40% credits for wells
North Slope: drilled more than 25 miles from an existing unit
Cook Inlet: drilled more than 10 miles from an existing unit
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ACES extends time to submit requested data [AS 43.55.025(1)]

Credits are to be remitted only after the state has received the
data [AS 43.55.025(1)]
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Payout



W hat is expectation as to

initial investm ent?

e Simple answer - As soon as

possible!

e Rule ofthumb - from date
of first production plus:

> Oil - 3 to 6 years

> Gas - 5 to 9 years
(combination of higher costs

and lower B O E)

Gaffney One & Associates
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Other Countries - P SZC

e Production Sharing Contracts

> Recovery of costs is commonly known as “Cost Oil”

> Range of annual cost recovery varies
« Some put no cap on cost recovery
+ Others may cap cost recovery at say, 40% of revenue
> To compensate for particular situations the recovery m ay
be ‘tweaked’
. Uplift
* Share of First Tranche Petroleum (aka Royalty)

« The “tweaks”are to provide some compensation for the

time value ‘loss’of longer recovery times

f,,.,v Clme & Associates
October 2007



Other Countries - Tax & Royalty

e Basically speed of deduction and credits
> Depreciation period
« 1,3,10 years
> Depreciation method
« Straight line
« Declining balance
« Depletion (based on production to remaining reserves)
> Credits

« An additional deductions equal to a percentage of

gualifying investment

CaAnp. Clme 8 Associates
October 2007



A nother key Iim pact

e The “Ring Fence” can provide very different value to

the oil company

> Consolidated by taxing district (e.g. the entire State of

Alaska)

« Immediately write off against other income stream s

* Progressive system s provide possible increased benefit
> Ring Fenced say by individual field or reservoir

*+ Usually have to wait until a discovery is turned into a
development and revenue starts before the oil company

can begin to recover their costs

Cafy-ipy C'me & Associates
October 2007



Attractiveness of
Exploration Credits



Alaska Exploration Investm ent Cred.its

e One ofthe stated goals is to attract new exploration,
new investment

e How does Alaska compare to other regimes?
> Compares very favorably on a global basis

> State / Feds effectively becomes a major ‘investor’

e« Comes close to leveling the playing field between
incumbents and new entrants

> A feature that is not available in most countries

> Uswually there is a high barrier to entry



A laska is offering

e Depending on parameters such as start date and
distance from other existing oil and gas units and
wells, investors can:
> Earn credits of 20% up to 40% ofqualifying expenditures

Deduct money spent against current state and/or federal

income tax liability
e« Ifno current PPT/ACES income can request and receive
loss carry forward credits

> Achieve favorable potential outcome after State/Federal
Income Tax impactis considered

+ Contractor share - 21 to 36%

+ State/Federal share - 64 to 79%

Cime & Associates
October 2007






Exam ple of tim ing of take

e Assumptions
> Investment of 20
>1 0 years of flat cash flow = 100
10 per year

Overall State gets 68, Oil Co gets 32

e How does timing impact IRR (Internal rate of return),
IOC NPV and State NPV?

~ gffop, Cline & Associates
October 2007



Case 1- IRR 10%

Ettftr ~

IOC NPV1IO =0 State NPV5 = 52

100%

Oil Com pany

Cagney Cline & As80cT



Case 2 - IRR 14%

 |OC NPV10 = 2.2 State NPV5 = 50,7

100%

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

10%

Gaf*npV cime & Associates
October 2007



Case 3 - IRR 19%

e |OC NPV10O = 4 state NPV5 = 49.5
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>nffnpy Cline & Associated
October 2007



C ase 4 - IR R 26 %

IOC NPV1IO = 5.7 State NPV5 = 49.3
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October 2007
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The Cost Story

Alaska Departm ent of Revenue

O ctober 21, 2007
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Production Tax Revenue
Involves Three Unknowns

mProduction
mPrice

mCosts —Operating
and Capital



2000 PPT Costs

C ost A ssum ption S ources:

m Historical data from 2002 - 20014

m Published reports from consulting firm s

C onsultations w ith in d u stry

R eview edd by Legislature's

C on sultants fcCoy\ 1 j Navew ek j



PPT Forecast Timeline

Fall Aug N ov

2005 2006 2006

| 1--mmme
PPT cost DOR Fal
assum ptions Revenue
developed
and ground -

truthed

HB 3001
Fiscal N ote
issued |,
using Fall
2005 cost

estim ates

Forecast

Feb Apr Apr
2007 2007 2007
I
True-Up
returns
received
from o il
com panies
First PPT
M onthly
Reports .
DOR Spring

Received

Revenue

Forecast

\q

Vxt'ol'C-

Estim ate

Nov 1, 2007

.

DOR Fall
Revenue

Forecast



How our Assumptions
Changed

Costs have been adjusted based on

actual PPT tax return filin g s

Costs are now expressed in nom inal

dollars (have inflation com ponent)

A dditional data has becom e available on

w hich to base future costs



Capital Spending as Reported in PPT
Tax Returns, M arch 2007 and

2 00 7 Forecast

Calendar Capital Spending in Alaska

Year in (millions nominal
2002 $1,296.7
2003 $1,186.8
2004 $1,136.9
2005 $1,268.0
2006 $1,665.3

1 2007 $1,817.0 B



Cost Forecasts

North Slope Production and Costs FY 2008,
per HB 3001 Fiscal Note and Spring 2007 Forecast
I{—CIL!%*339>QX% Spring 2007
Fiscal Note Forecast

Production (barrels per day) 802,000 764,000
Operating costs ($millions) $1,076 $2,160
Capital costs ($millions) $1,052 $1,900
Total Costs $2,128 $4,060
Total Costs per Barrel $7.27 $14.56
Oyperating costs per barrel $3.68 $7.75

Capital costs per barrel $3.59 $6.81



Current Revenue Forecasts

Actual DOR Forecast
IEstimated Production Tax Payments (in (millions) Three Month Tax Calculation
July 2007 $184.5 Average Price $72.96
1 Aug 2007 $2135 | ess Transport -$6.44
Sep 2007 $166.7 Wellhead Value aM
Total Payments - Quarter $564.7 Times production 0.702407
less estimated credits arefunds  * Q@ Times days inQtr . 82
Total Quarter t $514.7) Total prod velue  §----- $4,298.4
Less Royalty -$537.3
$roduction mmBbls/day Total velue at Pt. of Prod. $3,761.1
July 2007 0.724636
Aug 2007 0.724564 Capex/bbl $7.80
j  Sep 2007 0.658021 j Opex/bbl $8.35
w ~02,000 |. Average 0.702407 Total Capex $513.0
Total Opex $525.0
X Price j$/bbl ANS WC Production Tax Value $2,723.1f
July 2007 $69.11
'Aug 2007 $75.93 Tax Rate 22 5%
Sep 2007 $73.83; | Tax b/fcredits & progressivity $612.71
Average $72.96 _Progressivity tax rate 2.0%
IProgressivity Surcharge $54.5j
Tax before credits $667.2!
Capex credits + -3:E eu”h US341
1 o otal after credits ($513.3 )



Tools for Forecasting
Costs

m *Require cost reporting (currentand

forecast)

m *M onitor data subm itted to D OR

m *M onitor data subm itted to other agencies

(e.g. plans ofdevelopm ent)

m M onitor publicly available inform ation
(e.g. economic indicators, labor and

m aterial costs)

¢New Enhanced Tool Under ACES



Three Cost Forecasts

A Il C o s ts i N N om in al D olla rs

F o re casts re fle ct diffe re n t

assum ptions about unplanned

m aintenance costs, spending
behavior; not sim ply a + /- 20 %
C osts and in vestm ents reflect o il

p rice ¢ h anges

10



Impact of Low, Mid, and High
Forecasts on Tax Revenues

Cumulative Forecasted Production Tax Revenues, FY (8-10 at $o0/arrel ANS
WC, under Three Cost Scenarios

Md .
Cost Scenarios



