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Difficulties in Existing Fiscal Structure

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

— Large-scale gas production at low gas prices could in the future
significantly reduce production tax revenue from existing oil production

= Resolving this problem within the framework of ACES requires significant
complexity
= Approach to decoupling in CSSB 192 requires ability to split costs between
oil and gas production, creating high degree of administrative burden, and
limiting capacity of state to effectively audit
— Options for incentivizing new production are limited, and relatively
complex

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

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

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

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

— The tax would use a progressivity structure not dissimilar to that under
the current system, with progressivity coefficients that apply at different
thresholds.
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Summary of Progressive Severance Tax (Gross) Options

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

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

= Progressivity is capped 20%
» A second option, which would freeze government take at 70% at
$100/bbl might look like this:
= No severance tax below $60 Gross Value at Point of Production (GVPP)

= Progressivity of .25% commencing at a threshold of $60 GVPP

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

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

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

— The issue of gas production reducing production tax revenue ceases to
be a problem without progressivity in the Profit-Based Production Tax

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

— Significant incentives can be provided to new production, by eliminating
or reducing the Progressive Severance Tax (Gross) for new production

« Awide range of levels of government take can be achieved using
this structure, depending on the parameters applied
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FY 2013 Revenue Comparison

Production Tax Total State Take Total Government Take Cash to Companies FY 2013 % Gowvernment Take

n
3]
< 8]

20 @9 2 28 28 , , 139 (95) (95) @5  91%| 106%| 106%| 106%

50| 222 4 461 461 1,983 2 2,202 | 2202| 2,527 2,669 | 2,669| 1,010 868 868 868| 71%| 75%| 75%|  75%

60| 653 653 653 653| 2,769 | 2,769 | 2,769| 2,769| 3,728 | 3,728| 3,728| 3,728| 1,780| 1,780| 1,780 | 1,780| 68%| 68%| 68%| 68%

70| 1,09| 1,006 | 1,084| 1,157| 3577| 3575| 3,555| 3.621| 4,943| 4941| 4929 a4972| 2536| 2538| 2551 2,508| 66%| 66%| 66%| 66%

80| 1,831| 1,792 | 1,754| 1,909| 4631| 4595| 4560| 4702| 6,318| 6294| 6,272 6364| 3133| 3157| 3179| 3,087| 67%| 67W| 66%| 67%

00| 2,692| 2599 | 2571| 2,747| s5811| 5725| 5699| s5861| 7,775| 7,719| 7,703| 7.807| 3.648| 3,703| 3720| 3.615| 68%| 68%| 67%| 68%
100| 3,691| 3,527 | 3474| 3671| 7.117| 6,966| 6,918| 7,009| 9,314| 9216| 9,184 9302| 4080| 4178| 4209| 4,002| 70%| 69%| 69%| 69%
110| 4,827| 4575| 4463| 4577| 8549| 8318| 8215| 8320 10,935 | 10,785 | 10,718 | 10,786 | 4,430 | 45581 | 4.647| 4579| T1%| T0W| 70%| 70%
120| 6,102 | 5744| 5538| 5240] 10,108 | 9,781| 9,592 | 9,319 12,638 | 12,425 | 12,302 | 12,125| 4,698 | 4,911 | 5034| 5212| 7I%| T2Wm| 71%| 70%
130| 7,515| 7,035 | 6,700 | 5,914| 11,794 | 11,354 | 11,047 | 10,327 | 14,424 | 14,138 | 13,939 | 13470| 4884| 5170| 5370| 5838| 75%| 73W| 72%| 70%
140| 8,614 | 8445| 7,598 | 6,597 | 13,192 | 13,037 | 12,261 | 11,345 16,023 | 15,922 | 15,417 | 14,822| 5257| 5357 | 5862| 6458 T5W| TEW|  T2m| 70w
150| 9,684 | 9,512 | 8417 | 7,291 14,563 | 14,406 | 13,402 | 12,372 | 17,604 | 17,502 | 16,849 | 16,179 | 5,647 | 5749| 6,402 7,072| 76%| T5W| 72%| 70%
160| 10,787 | 10,601 | 9,253 | 7,996 | 15,965 | 15,794 | 14,559 | 13,408 | 19,205 | 19,004 | 18,291 | 17,543| 6,017 | 6,128| 6,931 7,679| 76%| 76W| 73%| 70%
170| 11,925 | 11,723 | 10,106 | 8,710| 17,399 | 17,214 | 15,732 | 14,454 | 20,827 | 20,707 | 19,744 | 18,913| 6,367 | 6,487 | 7.450| 8281| Tr%| TeW| 73%| 70%
180| 13,008 | 12,880 | 10,977 | 9,435| 18,864 | 18,665 | 16,921 | 15,509 | 22,470 | 22,340 | 21,207 | 20,289 | 6,696 | 6,825| 7,959 | 8,876| TI%| TTwm| 73%| 70%
190| 14,305 | 14,072 | 11,864 | 10,171 | 20,361 | 20,148 | 18,126 | 16,574 | 24,133 | 23,994 | 22,680 | 21,671 | 7,004| 7,143| 8457 | 9.465| 78W| TTW| 73W| 7O%
200| 15,546 | 15,298 | 12,769 | 10,917 | 21,800 | 21,662 | 19,346 | 17,649 | 25,816 | 25,668 | 24,163 | 23,060| 7,292| 7,440| 8,945 10,048] 78w| 78%| 73%| 70%
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Note: Consistent with DOR methodology, these revenue numbers do not include payments for tax credits which are not claimed against current
production, as these are accounted for separately in the budget. In 2013, DOR forecasts a potential liability of $400mm for these credits.
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FY 2013 Revenue Comparison
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ACES (FY 2013)
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so| 123 222 386 143| 1983 544| 2507
60 1,479 653 386 251 2,769 959 3,728
700 1725 1109 386 3| 3577 1366 | 4,943
go| 19711 183 386 42| a3 1687| 6318
o 2218 2692 386 515| 5811 1964| 7,775
10| 2464 3691 386 56| 7,117 2197| 9314
10| 2711 4827 386 625| 8549 2386 | 10935
120 2957 6102 386 663| 10108 2530 12638
130| 3204 7515 386 689 | 11,704 2,630 | 14424
140| 3450 8614 386 72| 13192 2831| 16,023
150| 3696 9,684 386 797| 14563 3041 | 17,604
160| 3943 10787 386 849 | 15965 3240| 19,205
170| 4189 11,05 386 898 | 17,30 3428 | 20827
180| 443 13,008 386 45| 18,864 3,605 | 22470
190| 4682 14305 386 88| 20361 3771| 24133
200 4929 15546 386 1029 21,890 392 | 25816
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120 17% 35% 2% 4% 58% 15% 3%
130 17% 39% 2% 4% 61% 14% 75%
140 16% 40% 2% 3% 62% 13% 5%
150 16% 42% 2% 3% 63% 13% 76%
160 16% 43% 2% 3% 63% 13% 6%
170 15% 44% 1% 3% 64% 13% 1%
180 15% 45% 1% 3% 65% 12% 7%
190 15% 46% 1% 3% 65% 12% 8%
200 15% 47% 1% 3% 66% 12% 78%
210 15% 48% 1% 3% 67% 12% 78%
220 15% 49% 1% 3% 68% 11% 79%
230 15% 50% 1% 3% 68% 11% 79%
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CSSB 192 (FY 2013)
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Severance Tax — 20% Maximum (FY 2013)

.25% progressivity from $65 to $125, then .10% progressivity

x 2
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40 986 289 386 - 1,660 - 1,660
50 1,232 461 386 122 2,202 467 | 2,669
60| 1,479 653 386 251 2,769 959 | 3,728
700 1725 1,084 386 360 | 3,555 1,373 4,929
80| 1971 1754 386 449 | 4560 1,712 6,272
9 2218 2571 386 525| 5,699 2,003| 7,703
100| 2464 3,474 386 504| 6918 2,267| 9,184
110| 2,711 4,463 386 656 | 8,215 2,502 | 10,718
120 2957 5538 386 710 9,592 2,711 12,302
130 3204 6,700 386 758 | 11,047 2,891 | 13,939
140| 3450 7,598 386 827 | 12,261 3,157 | 15417
150| 3,696 8417 386 903 | 13,402 3,447| 16,849
160| 3943 9,253 386 978 | 14,559 3732 18201
170| 4,189 10,106 386 1,051 15732 4,012 | 19,744
180| 4,436 10,977 386  1,123| 16,921 4,285 | 21,207
190| 4,682 11,864 386 1,193 18,126 4,554 | 22,680
200 4929 12,769 386 1,262 19,346 4,817 | 24,163
210 5175 13,692 386  1329| 20582 5074 | 25,656
220| 5421 14,631 386  1,395| 21,834 5326 | 27,160
230] 5668 15588 386 1,460 | 23,102 5572 | 28,674
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110 18% 29% 3% 4% 53% 16% 70%
1200 1% 32% 2% 4% 55% 16% 71%
130 17% 35% 2% 4% 57% 15% 2%
140 16% 36% 2% 4% 58% 15% 2%
150 16% 36% 2% 4% 58% 15% 72%
160 16% 37% 2% 4% 58% 15% 73%
170 15% 37% 1% 4% 58% 15% 3%
180 15% 38% 1% 4% 58% 15% 73%
190 15% 38% 1% 4% 58% 15% 73%
200 15% 39% 1% 4% 58% 15% 73%
2100 15% 30% 1% 4% 50% 14% 73%
220 15% 39% 1% 4% 59% 14% 73%
230 15% 40% 1% 4% 59% 14% 73%
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Severance Tax — 20% Maximum (FY 2013)

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

x 2
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Price 14 o o (%] — L
40 986 289 386 - 1,660 - 1,660
50 1,232 461 386 122 2,202 467 2,669
60 1,479 653 386 251 2,769 959 3,728
70 1,725 1,084 386 360 3,555 1,373 4,929
80 1,971 1,754 386 449 4,560 1,712 6,272
90 2,218 2,571 386 525 5,699 2,003 7,703
100 2,464 3,474 386 594 6,918 2,267 9,184
110 2,711 4,463 386 656 8,215 2,502 10,718
120 2,957 5,538 386 710 9,592 2,711 12,302
130 3,204 6,700 386 758 11,047 2,891 13,939
140 3,450 7,598 386 827 12,261 3,157 15,417
150 3,696 8,417 386 903 13,402 3,447 16,849
160 3,943 9,253 386 978 14,559 3,732 18,291
170 4,189 10,106 386 1,051 15,732 4,012 19,744
180 4,436 10,977 386 1,123 16,921 4,285 21,207
190 4,682 11,864 386 1,193 18,126 4,554 22,680
200 4,929 12,769 386 1,262 19,346 4,817 24,163
210 5,175 13,692 386 1,329 20,582 5,074 25,656
220 5,421 14,631 386 1,395 21,834 5,326 27,160
230 5,668 15,588 386 1,460 23,102 5,572 28,674
$mm Level & Composition of Government Take
30,000 ~
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140 16% 31% 2% 4% 53% 16% 70%
150 16% 31% 2% 4% 53% 16% 70%
160 16% 32% 2% 4% 53% 16% 70%
170 15% 32% 1% 4% 53% 16% 70%
180 15% 32% 1% 4% 53% 16% 70%
190 15% 33% 1% 4% 53% 16% 70%
200 15% 33% 1% 4% 53% 16% 70%
2100 15% 33% 1% 4% 53% 16% 70%
220 15% 34% 1% 4% 54% 16% 70%
230 15% 34% 1% 4% 54% 16% 70%
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Incentives for New Production

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

— Production from new areas

— Production from new plans of development (determined through the
regulatory process to be for “new production”)

— Production above a fixed decline rate

Here, a reduced rate of Progressive Severance Tax has been
modeled, using the following parameters for new production:
— Base rate of 0%

— Progressivity of .05% commencing at a threshold of $65 (gross value at
point of production)

— Progressivity is capped 5%

Following slides show a new, high-cost 10 mb/d development under
— The regular rate

— The reduced rate (with a time limit of 7 years)

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

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

— As a result, when economics over the long-term rather than just 2013
are examined, we see the effects of ‘bracket creep’ or ‘stealth tax’

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

e Severance tax options are also currently shown assuming nominal
thresholds

— As aresult, in the charts, the impact of the severance tax can be seen
below the $60/$65 level at which it applies — a result of bracket-creep
over the lifetime of a project

* Itis strongly worth considering the application of price indexation to
thresholds for progressivity
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ACES (New Development)

3 2
$mm Cash Flow Analysis - $100 ANS West Coast Price NPV IRR = E 5 -
S = 8 ]
500 1 $40$  (308) 0% > g %‘ o n =
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400 1 Price & a a n 2 &
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200 - 60 32% 10% 13% 3% 58% 11% 70%
70 26% 22% 9% 3% 60% 12% 73%
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(100) 4 110 19% 42% 4% 3% 68% 11% 79%
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CSSB 192 (New Development)
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Severance Tax — 20% Maximum (New Producer)

.25% progressivity from $65 to $125, then .10% progressivity

$mm Cash Flow Analysis - $100 ANS West Coast Price NPV IRR
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Severance Tax — 20% Maximum with first 7 years at 5% (New Producer)

.25% progressivity from $65 to $125, then .10% progressivity
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Severance Tax - 20% maximum (New Development)

.25% progressivity from $60 to $100, then .03% progressivity
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Severance Tax — 20% Maximum with first 7 years at 5% (New Producer)

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

$mm Cash Flow Analysis - $100 ANS West Coast Price NPV IRR
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Severance Tax — 5% Maximum (New Producer)
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20 Year Revenue Impact of Reduced Rate for New Production

(Using Severance Tax Option 1)

20 Year NPV of Cash Flows - Severance Option 1
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Regime Competitiveness: Relative Government Take

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

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

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

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

Uzbekistan |
Syria
Pakistan
Azerbaijan |
Oman
Turkmenistan |
Bolivia |
Trinidad | OECD
Angola | EEE  Alaska
Algeria |
Norway
Vietnam
ACES (Existing Producer) |
Kazakhstan |
Indonesia |
CSSB 192 (Existing Producer) |
Venezuela |
Malaysia |
Thailand |
Russia
Severance Tax - 20% maximum with 0.25% then 0.10% progressivity (Existing Producer) |
Congo, Rep. of the |
Severance Tax - 20% maximum with 0.25% then 0.03% progressivity (Existing P rod ucer) |
India |
China
US - LA (Haynesville) |
US - TX (Eagleford) |
Cote d'lvoire |
Netherlands |
Yemen |
Egypt |
Libya |
US - LA (conventional) |
UK
Nigeria |
Argentina |
US - ND (Bakken) |
UAE
Australia |
Philippines |
US - TX (conventional) |
Canada - Alberta Conv. |
US - TX (Barnett) |
Equatorial Guinea |
Colombia |
Canada - Alberta OS |
Brazil |
Gabon
Denmark |
Canada - Nova Scotia |
US-GOM |
New Zealand |
Peru
Ireland

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

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



Regime Competitiveness: Relative Government Take

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

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

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

Average Government Take of Global Fiscal Regimes at $200/bbl
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Regime Competitiveness: Relative Government Take

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

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

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

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

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

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

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

Average Government Take of Global Fiscal Regimes at $200/bbl
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ACES (Existing Producer)

2
S 3 i
$mm Cash Flow Analysis - $100 ANS West Coast Price NPV o E o =
2 = 8 o =
10,000 - $40$ 2812 = 3 g 3] ) @ 0]
< ) = =
$0S 8011 _ 5 3 s & g 3 5
8,000 - G 0045 Price "4 o o [42] = L =
20 30% 9% 11% 2% 54% 16% 71%
5000 4 50 23% 16% 7% 5% 51% 17% 68%
' 60 20% 22% 5% 2% 5206 17% 69%
000 | 70 19% 27% 4% 4% 54% 16% 70%
: 80 18% 31% 3% 2% 56% 15% 72%
% 17% 35% 3% 4% 59% 15% 73%
2000 1 100  16%  39% 2% | 61|  14% 75%
| En 110 16% 41% 2% 3% 63% 13% 76%
B A RNUUNHUUNBUNUNUNUNNNRNN 120 16% 2% 2% % 4% 13% 770
130 15% 46% 2% 3% 66% 12% 78%
(2,000) - 140 15% 47% 2% 3% 67% 12% 79%
150 15% 49% 1% 3% 68% 11% 79%
w0o0) 1 160 15% 50% 1% 3% 69% 11% 80%
2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 170 14% 51% 1% 3% oo 11% S0
180 14% 52% 1% 3% 71% 10% 81%
190 14% 54% 1% 3% 72% 10% 82%
W Opex = Capex  mmRevenue ATCF 200 14% 55% 1% 3% 2% 10% 82%
210 14% 55% 1% 2% 73% 9% 82%
220 14% 56% 1% 2% 74% 9% 83%
230 14% 57% 1% 2% 74% 9% 83%
90% Level & Composition of Relative Government Take
age 0
$mm Level & Composition of Government Take
400,000 - 80% -
350,000 - 70% -
300,000 - 60% -
250000 W FederalCIT M Federal CIT
i 0, .
200000 W State CIT 50% M State CIT
i 7 0, 4
M Property Tax 40% P WT
, M Property Tax
150,000 = Production Tax 30% -
100,000 - B Royally 20% - ™ Production Tax
50,000 - I
- ! I inl il 10% - = Royalty
. jmm B I EEEESEEENNRNERENEERSE
O O O O O O O O O O O O O OO OO O O O 0%'_ T 1 7T T T T 7T
TEBRBISTISIBECEETI]T

ANS West Coast Crude Price
ANS West Coast Crude Price

Alaska Discussion Slides | © PFC Energy 2012 | Page 40| March 30, 2012 PFC Energy



CSSB 192 (Existing Producer)
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Severance Tax - 20% maximum (Existing Producer)

.25% progressivity from $65 to $125, then .10% progressivity

$mm Cash Flow Analysis - $100 ANS West Coast Price NPV
10,000 - $40$ 3,209
$60$ 8,458
8,000 1 $100$ 16,757
6,000 -
4,000 4
2,000 4 | |
L
AN NN
(2,000) 4
(4,000) -

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

BN Opex W Capex WEEERevenue ====ATCF

Alaska Discussion Slides | © PFC Energy 2012 | Page 42| March 30, 2012 PFC Energy



Severance Tax - 20% maximum (Existing Producer)

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

Price NPV
$408% 3,117
$60$ 8,420
$100$ 16,768
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