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Largest Oil Field in North America |n ioc™udo ™ * 9@~ Ja™" jull™

c\j&i- th 2'ud A A
Extensive and successful development A -
60 square miles
11 major facility locations
42 Drill sites
v - 1200 active wells

« Future challenges
Managing declining ail rate, and
increasing water and gas rates
Ongoing developments, light
and heavy all, to offset steep
natural decline

« Technology development and
deployment IS key
Arctic specific
Advanced reservoir processes
World class drilling and
workover
Facility upgrades



Bilions o Barrels QOil Produced

180 MacrMorteM
- Weword”
Prtuura
M«Int*nano«/Addftfonal WF

BoviT NQL/EOR Project GHX 2 (10S6)
y +2.5BCF
Watorflood (1981)

Original Recovery
Estimate (1977)

Cumulative Produced

Liquids

Ongoing well, reservoir and facility
development projects

Cumulative oil production exceeded
original forecast by 1997

Ongoing development investment at
$19 hillion and growing
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Central Compression Plant (top) and Central Gas Facility
(bottom) represent the largest gas plant complex in the
world

Gas handling expansion module
being moved from seaiift barge
to installation site.
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Shut-in Bottom Hole Pressure

y K?r: (SBHP) History >
4,500

Sea water used to " v
supplement

produced water to

meet waterflood
demand.

Produced water
guantity increases
and becomes
sufficient to meet
v -“waterflood demands

2,500
1976 1979 1982 1985 1988 1991 1994 1997 2000 2003 2006 2009

eInitial Production Area Seawater Injection (Thousands of Barrels of Water Per Day)
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ObjeCtive vwnainaor Oil Producer
elncrease Oil recovery through improved sweep efficiency

*Reduce produced w ater

Concept:

Polymer expands after deep penetration into reservoir,

effectively blocking the swept zones and forcing the

w ater into unswept oil zones. Timing for expansion and . . .
If harriers to vertical flow are partial or absent,

change in sweep is 9 months. Lab testing shows 2% - water bypasses the hlock

20% additional recovery.

2006 Highlights:

e NWFB Trial: limited response due to design and Water Injector v Oil Producer
operational difficulties

e« FS2 Trial: measurable response in 7 offsets

2007 Plan:

e« Continued monitoring of FS2 and NWFB trials
e Pursuing additional treatm ents

Tlw advantaue to HU treatment is (hat it tjncs
where water is
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Oil Produced Per Day

Barrels

Spend  ($mm)

Each year, the challenge to

GPB Well Investments 2002-2006

2002 Capital
2003 Capital
2004 Capital
2005 Capital
2006 Capital

delivering more barrels
becomes greater

39) O
Barrels (mmboe)



y . 5f 'fen </|S <ey-—e

Yo v f*2tre3
Drilling 1-1/2 mile over
A0 30 500 5000 ToooM

Technologies required to drill
and operate these multi-
lateral well did not exist eight
years ago

o\
sU

Now 15 are producing and
over 20 more are planned,
but not all are approved
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Kuparuk

NPRA

sterln Re |on

Covers Evoze 0e Bay
Uparu
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Northstar
Pt. McIntyre
Niakuk
Prudhoe ® .
| Bay | Lisburna Liberty
Endicott/

otential Gas Partial Processing Plan

Possible 2010 Startui



NPRA

Kupwuk

Alaska Heavy Oil: 25 - 30 billion
barrels ail in place

Creating new technologies to
overcome challenges

Pilot trials began decades ago

Only 100 million barrels (0.4%)
recovered to date - vw *0

Heavy Qil Fields are within the
existing ol fields

Alaska heavy oil is
light oil
biodegraded by

bacteria

Parmalrost '/ / B

Coastal Plain
(1002 Area)

ANWR
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BUSINESS IMPACT

PROPERTIES
Chemical
Hydrogen depleted Retool refineries Revenue
relative to light oil Take a lower pnce on market
High well density Ouch!

Physical
High viscosity

Add heat to reservoir & transit lines

Add diluent to maior pipelines

Upgrading (partial refining)

Environmental Mitigation (e.g. CO, sequestration)
Water treatment

Sand Disposal

Wellwork

COLD-
PRIMARY RESERVOIR QUALITY-

FlalvBone Wela

frth oruihout Solven? 3007 Differential: ANS-Kem Rlvar

(incl. VAPEX)

WWW ////1171717]

InSitu
Combutbon

THERMAL
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CHOPS

Vertical View (Gl Heawy o raducion with Sand)
of Reservolr

Heavy drawdown against perforations delib-
erate” draws sand into tfte weflborw along
with ail. As sand production continues ‘wo-
rmholes' form in lhe reservoir colacttvaty
representing a multi-fold increase in surface
area. Sand production diminishes after an
initial pulse but continues at about 5to 10%
by volume for the life of the wel.

Wormholes
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SeawAtet
Injection Plant

Environment

Mhu

From exploration through development, operating and
transportation, the costs of doing business in a remote
Arctic environment are substantially higher than the
United States as a whole.

New technologies developed in Prudhoe Bay make
continued development feasible, but it is always in the
face of a higher cost structure.

Operating, transportation Alaska* Avg**
and production tax costs $16/bo $10/bo

* DOR Spr  Forecast and August PPT report

'*"Global U, jtream Performance Review" Published by John S. He old, Inc
and Harrison Lovegrove & Co. (Includes ops costs, trans costs and production
taxes)



Technology is Critical to

Developing and apply

Arctic Technology

M ajor Facility Project

A dvanced Reservoir

Optimize

ing new t

S

Processes

Drilling/W orkover Technology

Development has been

O il

production is m ature

1200 active wells

Declining oil rate and

Ongoing Projects Are N

Prudhoe Bay has a large

extensive

Recovery:

echnology at scale

Technology

and very successful

w ith over 11 billion barrels recovered

increasing w ater and gas rates

eeded to

part of A

O ffset Steep Natural Decline

laska's Future O pportunities

bP
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Sustained investm ent in light oil development is critical to

heavy oil and new fields

Source: DOR/DOG/USGS/BP

Produced

Viscous

0.09 _
Exploration

Viscous 0.5-1

Future

developing

YET TO BE
DISCOVERED

Known oil resource
potential within
EXISTING FIELDS



Millions o barrels/day

DOR Production History and Forecast

O New Developments
OAdditional Investment Existing Fields

m Infill Drilling/Wellwork Investments

annual investments
drilling and
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bp
Alaska needs a world scale level of ALL

investment to sustain thedutijre of oil p O

Prudhoe Bay and Kuparuk O ther
0) 1.4
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r
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E xisting Drilling and Long-Term W ith Not all

W ells W ellw ork Investm ents Investment Discovered

State 13 18 16 11

Revenue,

Sbillion>*

"assuming PPT terms and state revenue of S15/bbl at $60/bbl ANS



Sector inflation trigggred bygigh oil prices

real and substantial

example measures

"The Upstream Capital Costs Index, developed by Cambridge Energy Research Associates
(CERA), shows that costs for oil and gas production equipment, facilities, construction,
materials and personnel have increased 53% since 2005." (Source: PPT Implementation Status Report, August 2007)

2004-2006 U.S. Average Cost

Increases per barrel

153% on Finding and

Development costs (Capital)

e 58% Lifting costs (Expense)

(Source: "Global Upstream Performance
Review" published by: John S. Herold /Harrison

Lovegrove)

Oil and Gas Field Machinery and Equipment PPI
Source: U.S. Department of Labor

Month
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0 North Slope Contractor Jobs

2005

2006

2007

bp

0

e Since late 2004, BPXA staff has grown from 1300
to approaching 2000 employees

e Active drilling rig count on contract for BP has gone
from 9 in 2004 to 10 in 2007

e BP commissioned a new camp this summer and
rented 4 more, increasing our camp capacity by 30%

e Seismic acquisition activity brought in additional
100+ contractors to the Slope for the winter season

e Pickup truck rentals in support of NS operations
has gone up approximately 60%

e Preventative maintenance and inspection programs
on the 30-year old infrastructure are at an all-time
high

24



Economic impact of proposed bill on new -
Investments

e About 70% of future investment decisions are within Prudhoe Bay
and Kuparuk

* Minimum tax imposed on these fields causes a progressive
deterioration of economics at medium to low prices

e Asignificant number of investment opportunities in Prudhoe Bay
and Kuparuk will cross into marginal or non-economic territory,

raising costs and lowering nethacks for the rest of the North slope
production.

25
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Key Messages & O
_ - Mo b o)

«

Production, not tax rate, is the major factor in determining state
revenue for the future years

Delivering the production forecast will require tens of billions of
Investment

Investment decisions are made on the basis of strategy,
resources, technology, economics, and risk, including fiscal
stability

SB/HB2001 significantly deteriorates economics on 70% of
Investment options in the next 20 years

Higher prices and developing technology could give the Alaska
fields a new lease on life, but huge investments are needed

The focus of the tax policy should be on encouraging large
Investments in existing fields as well as exploration

The proposed bill creates uncertainty for taxpayers and
potentially distorts business decision making

26



millions of barrels per day

1992

1995

1998

2001

2004

“JSpring 2007 DOR Forecast
m6% Production Decline starting 2008
mActual Production

2007 2010 2013 2016 2019 2022

2025
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Chevron

Juneau, A laska

O ctober 23, 2007

£ Chevron 2005



Chevron's Alaska Presence

« 4th largest producer in state

« 3rd largest operator

« ~500 employees or full time contractors
1 >300 on the Kenai Peninsula

« Chevron is the only producer in the state with a relative
balance of assets in the Cook Inlet and on the North Slope

1 Cook Inlet production - 23M BOPD
e Old oil production, very high lifting cost

1 North Slope production - 15M BOPD

1 In early stages of increased capital program
e Extend life of Cook Inlet O&G production
e North Slope exploration on state lands
e [nvestment decisions made under PPT



Chevron 15
under PPT
=
=

2006

increasing investm ent

Capital Investment
Actual  Plan

2007 2008 2009



Chevron

Introductory Comments

We do have a common enemy - decline

Disappointing to be back so soon after passage of PPT
I Lack of actual PPT results to revise tax policy
I Review scheduled for 2011

I Too soon for a change

« Need to strike a balance between tax rate and

investment climate

c _~ievron 2005 4



Factors that affect investment decisions

1 Corporations have a responsibility to operate safely,

seek returns, and increase shareholder value

B Corporate Cash Flow Management

« Corporate uses of cash:

4

4

Operating Costs

Investment: upstream, downstream,

technology, acquisitions
Pay down debt, build cash
Pay dividends to shareholders

Buy back stock



Chevron

Upstream Investment Decisions M
« Always more opportunities than can be funded or staffed

« Key Factors - How do Alaska state lands stack up?

I Rocks - What is the reserve and production potential?

Cost - How much will it cost 10 find, develop, and produce?

Time - How long will it take to realize revenue?

Risk - What is the probability of success?

Fiscal regime - How much revenue does the investor get to

keep?

« Economic models are developed, opportunities ranked, and
investment decisions are made on an After-Tax Net Present

Value (NPV) basis
81 Does the investor get enough to justify the investment?
« Great rocks can trump poor fiscal terms

How does Alaska stack up? Let's look ata real data point!



How attractive 1S Alaska as an investment?

Let's look at results of recent lease sales as a

scorecard: This is industry voting with their dollars

3,500
AK State Areawide
7\ 3.000 -- Sales
Gulf of Mexico
2,500 — Areawide OCS Sale
</>
3 2,000
C
@)
Q3 1,500
0
IS 1,000 929
0
-J
500

2002 2003 2004 2005 2006



Exploration - How taxing the upside can
deter investment decision

ACES EXAMPLE

RISKED ECONOMIC ANALYSIS, 4pt Economic Model

ATAX
NPV
PO 30
POS
MEAN EXPECTED VALUE 150% PO 100
36 Value
2065 P10 )
DRILL WELL ?
YES
POF
B FAILURE -20

Value



Exploration - How taxing the upside can
deter investment decision

ACES EXAMPLE

RISKED ECONOMIC ANALYSIS, 4pt Econom ic Model

ATAX
NPV
P30 200
POS
MEAN EXPECTED VALUE 15.0% PS0 100
09 Value
1615 P10 5
DRILL WELL ?
NO
POF
86.0% FAILURE -20

Value



Ihevron 2005

Investment IS Needed to M aintain
Production at Reasonable Levels

Alaska Production Foiecast Estim ate

(NCNJCNJCNJCNJCNCVICNJCNJOSIJCNCNJIJCNfNJCNJCNCM

@™

Chevron

10



Chart 14- Hiscal Attractiveness Rating versus Fiscal Stability Rating

Fiscal Attractiveness vs Fiscal Stability
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-ievron 2005

Summary Comments

Chevron

* You have the power to increase short term state revenue

through raising taxes

« Energy companies have the responsibility to invest

where they see the best risk/reward ratio

« The common enemy is decline,

« Investment is the only way to stem decline
« How do you price Alaska's product ?

I Lowest possible taxes anu stability will encourage

investment

« Chevron intends to invest and grow in Alaska, but ACES

makes investing in Alaska more difficult



nevron 2005

Chevron
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SB2001 Testimony
October 24, 2007

ConocoPhillips Alaska

Kevin Mitchell

Vice President, Finance & Administration

Jim Taylor

Vice President, Commercial Assets

ConocoPhillips
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ConocoPhillips

In Alaska Today

e Alaska’s Largest Producer

- 2006 ail production: 280,000 barrels of oil per day
- 2006 gas production: 145 million cubic feet per day

e Alaska’s Largest Lease Holder

- Interest in 1.7 million gross (federal) acres in the NPRA

- Nearly 2.6 million gross undeveloped acres in total outside
of producing fields

e Alaska’s Leading Explorer

- 60 exploration wells since 1999, including 17 wells in
NPRA

e Alaska’s Largest Industry Community
supporter

- 2006 >$12 Million Contributions
- 2007 >$14 million (projected)

e Alaska’s Largest Royalty and
Taxpayer
- 2006 taxes paid to government: $2.3 billion
- 2006 royalties: $730 million

ConocoPhillips



Summary Comment

e Interest between state and industry should

be aligned
e Too early to change PPT

e Tax changes will impact investment

Increased tax take

Effect of 10% legacy floor
Uncertainty with frequent tax changes

ConocoPhillips

10/24/2007-Slide 3



$ Billions

10/24/2007-Slide 4

Revenue Forecasts

FY 2007

DORS-06 PPT Fiscal DoRS-07
Note

Revenues meeting
targets despite
forecasting uncertainty
associated with:

 Price

e Production

e Operating costs
e Capital costs

Too early to change

ConocoPhillps



Impact of the 10% Legacy Floor

e The 10% minimum gross on the legacy fields can
have a broader impact than simply downside
price protection

e Minimum tax can be triggered by:
- Low prices

- |Investment

10/24/2007-Slide 5 ConocoPhillips



Base Rate vs 10% Legacy Floor

Level of Investment

Low

Base Tax Calculations

Wellhead Revenue $ 50.00
- Opex $ 210.00;
- Capex $ (10.00
= Net Profit $ 30.00

25% Net Profit Tax $ .50 - o50* %30 «
-20% Capital Credits $  (2.00) =20% *$10 «

= Net Tax After Credits

Net Exceeds Min:

Min Tax Calculations
Tax Due = $5.50

Wellhead Revenue
x Gross Tax Rate

= Min Tax (%)

10/24/2007-Slide 6 ConocoPhillips



Investment C an

Base Tax Calculations
Wellhead Revenue

- Opex

- Capex

= Net Profit

25% Net Profit Tax
- 20% Capital Credits

= Net Tax After Credits

Min Tax Calculations
Wellhead Revenue
X Gross Tax Rate

= Min Tax (9)

10/24/2007-Slide 7

Trigger Legacy Floor

& AP & A PP

Level of Inves
Potential

Low

50.00
(10.00)
(10.00)

30.00

7.50
(2.00)

5.90

50.00
10%

5.00

$
$
$
$
$
$
$

$
$

50.00
(10.00)
(20.00)

20.00

5.00
(4.00)

1.00

50.00
10%

5.00

Min Exceeds Net:

Tax Due = $5.00

ConocoPhillips



Potential Kuparuk Tax Calculation

Level of Investment

DOR Potential

Base Tax Calculations

Wellhead Revenue $ 2800 $ 2,800
- Opex $ (450) $ (450)
- Capex $ (400) $ (800)
= Net Profit $ 1,950 $ 1,550

25% Net Profit Tax $ 488 $ 388
- 20% Capital Credits $ (80) $ (160)
= Net Tax After Credits $ 408 $ 228
Min Tax Calculations

Wellhead Revenue $ 2,800 $ 2,800
X Gross Tax Rate 10% 10%
= Min Tax ($) $ 280 $ 280

Data based on State DOR Spring Revenue Forecast 2007 for Kuparuk 2009 production and wellhead price

Opex of $7.75/bbl and capex of $6.81/bbl based on Aug 3, 2007 PPT Status Report

10/24/2007 - Slide 8 COTIOCOPHIllipS



