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ACES and SB21: Issues and Aims

ACES - Issues SB21 - Aims

» High Government Take and high degree of « Overall neutrality at a competitive level of
progressivity means uncompetitive for Government Take, while further improving
investment at current prices competitiveness for new projects

» Credits create significant downside exposure  + Limit downside risk to state from credits
to state in low price environments, for high
cost projects, and projects not on state lands

*  “Buydown” effect means incremental and » Balance system with even impacts for
standalone economics very different — with incumbent vs new producer
very different impacts for incumbent vs new
producer

« High marginal rates mean little incentive for * Neutral regime creates low, constant marginal
producer efficiency rates — strong incentive for producer efficiency

« Complex system, with often counter-intuitive « Simplify the fiscal system
effects
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ACES and SB21: Key Changes

Base Tax Rate

Progressivity

Maximum Tax Rate

Incentives for New
Production

$/bbl Allowance
Capital Credit

NOL Credit

Small Producer Credit

Exploration Credit

25%
0.4 % per dollar of per barrel-PTV from

$30 to $92.50; 0.1% per dollar of per
barrel-PTV above $92.50

75%

None

None
20% of all qualified capital expenditures
25% for Carry-Forward Annual Loss

Credit, monetizable for small producer
over 2 years

Expires 2016

Expires 2016
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35%

None — although $/bbl allowance creates an
implicit ‘reverse’ progressivity that counteracts
regressive nature of royalty, leading to overall
neutrality

35%

Gross Revenue Exclusion (GRE): In calculating
the PTV, a producer’s 20% of gross revenues
from eligible production are excluded. Oil is from

new PA, PA expansions, and areas in legacy
fields not previously contributing to production.

$5
Eliminated after Dec 31 for North Slope

35% for Carry-Forward Annual Loss Credit,
monetizable for small producer over one year

Expires 2016

Expires 2016
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ACES and SB21: Government Take Comparison

Base Production

Undiscounted Government Take for Existing Production

GTo ACES and SB21

76%

74%

72%

70%

68%

66%

64% -

62% 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
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a=mACES =SB 21
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ACES and SB21: Government Take Comparison

$18/bbl New Development, Standalone

Undiscounted Government Take for new $18/bbl Development,

GTo Standalone - ACES and SB21

80%

75%

70%

65%

~—

60%

55% 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
60 65 70 75 80 85 90 95 100 105 110 115 120 125 130 135 140 145 150
e==ACES =SB 21
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Government Take Competitiveness

Alaska@overnmentfTake@ompetitivenessETL omparableRegimesl

85%0

80%0

50%0

45%(2

40%(@-

USEBOME CanadaB® Brazild CanadalE CanadalB@ USEITXE USERlaskaRAustralia® USEEINDE uKka USEAAR  Egypt® USERlaska® Indial Russia® USMAlaskaB@Malaysial Indonesia® NorwayR USRAlaskaER

Novald Alberta@SE Albertal SB21MNewd SB21Masel ACES@Basel ACESINewl
Scotial Conv.@

$80/bbl2  $100/bbl@  $120/bbl2  $140/bbld
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Regressive and Progressive Regimes

= 2 potential reasons to desire a progressive element in Alaska’s fiscal regime:
— To counteract regressive elements in the regime to achieve something close to neutrality

— To go beyond neutrality, to ensure a higher level of take for the state in high price
environments

= Regressive and Progressive regimes imply a very different outlooks on risk and
reward, for government and the private sector:

— Regressive regimes limit risk to the state, placing large downside risk on the private sector,
protecting the state in low price or high cost environments

— Inreturn, regressive regimes offer outsized returns in high price environments

— Progressive regimes involve the state bearing more price and cost risk, in return for a higher
share of returns in good times

= Perhaps the single biggest problem with Alaska’s current fiscal regime is that it
involves elements that are both strongly regressive and strongly progressive.

— It seeks to place downside risk on the private sector, while taking most of the returns in high
price environments.

— It is this combination that makes it particularly unattractive from an investment perspective
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Regressvity, Progressivity, Neutrality

Undiscounted Government Take for Existing Production

GTo ACES and SB21

75%

70%

65%

60% -

55%

50%

45% 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
60 65 70 75 80 85 90 95 100 105 110 115 120 125 130 135 140 145 150

e=»ACES @#==»SB 21 es==Royalty Only
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$5 production allowance is like reverse progressivity,

to counteract effect of royalty

Taxable@roduction e [ 0,000,000

ANSEVestLoast
Transportation

Grossalue@t@Point®f@Production [R,500,000,000 [B,500,000,000 [HiB,500,000,000 [B,500,000,000
LeaseExpenditures [, 500,000,000  [#H,500,000,000 [E#E,500,000,000 [E,500,000,000

GVPP/bbl
Leasef@Expendituresibbl

PTV
PTV/bbl PEPPETRFERE?
Productionfrax@vithoutfAllowance [HE50,000,000 00,000,000 [H#,400,000,000 [, 750,000,000

Production@Allowance EmmEs0,000,000 250,000,000 [FIZS0,000,000 [EHHES0,000,000
ProductionfTax [FE00,000,000 (50,000,000 [RE,150,000,000 [@,500,000,000
NominalfTax®Rate 35% 35% 35% 35%
Rate@fterfAllowance 10.0% 22.5% 28.8% 30.0%
ProgressivelfTax@Rate@eductionf 25.0% 12.5% 6.3% 5.0%
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Marginal and Average Rates

Tax Rate ACES and SB21 - Marginal and Average Rates
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«====ACES Marginal Rate == ACES Average Rate

==SB21 Marginal Rate —=SB21 Average Rate (with $5/bbl allowance)

Alaska Hydrocarbons Fiscal Systems | © PFC Energy | Page 10| 25 March 2013 PFC Enel’gy



ACES - Base Production

ACES, 12.5% Royalty, Base Production

100% Level & Composition of Government Take 55000 Split of Net Present Value of Production
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SB21

Base Production

SB 21, 12.5% Royalty, Base Production

Level & Composition of Government Take
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Split of Net Present Value of Production

16000
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Sfbbl ANS West Coast
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Economic Summary
GTO NPV/boe IRR Cash Margin
$80/bbl 64.22% 4.37 19.77
$100/bbl 64.54% 6.18 2811
$120/bbl 64.71% 8.0 36.45
$140/bbl 64.81% 9.82 44.78
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GRE increases the price level at which production tax,

and ‘progressivity’, apply

Taxable@roduction

ANSEVestLoast
Transportation

Gross/aluet@Point®fProduction iR, 500,000,000 ii8,500,000,000 [s,500,000,000 [, 500,000,000
LeaseExpenditures [, 500,000,000 @, 500,000,000 [Ad,500,000,000 [@E,500,000,000
GVPP/bbl

Leasef@Expendituresiibbl

PTVibeforefRE [, 000,000,000 [R,000,000,000 fttid,000,000,000 [S, 000,000,000
Prod@ax@vithoutfRE 50,000,000  rRmmF00,000,000  [fd,400,000,000 [, 750,000,000
GRE 30% [mmmEs50,000,000 [#fE,050,000,000 [,650,000,000 [,950,000,000
PTV 20,000,000

PTV/bbl ‘ i

Production@ax@vithoutfAllowance (SR 2,500,000

[, 067,500,000

ProductionBA\llowance

EHIPS0,000,000  HHRES0,000,000 EHHIES0,000,000

ProductionTax [FEERTR 2 , 500,000 572,500,000 17,500,000

Nominalfax®Rate 35% 35% 35% 35% 35%
Rate@fterfAllowanceEndfGRE 0.0% 4.1% 14.3% 16.4%
ProgressivelfTax@®Rate@eductionl 35.0% 30.9% 20.7% 18.7%
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ACES - $18/bbl New Development, Standalone
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Split of Net Present Value of Production
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Economic Summary
GTO NPV/boe IRR Cash Margin
$80/bbl 69.25% 144 16.15% 2.2
$100/bbl 73.03% 321 20.95% 27.06
$120/bbl 75.13% 478 24.84% 30.83
$140/bbl 76.52% 6.27 28.18% 34.71
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CS SB21

$18/bbl New Development, Standalone, with GRE
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Split of Net Present Value of Production
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$/bbl ANS West Coast
— Federal —— Company — State
Economic Summary
GTO NPV/boe IRR Cash Margin
$80/bbl 60.56% 167 15.83% 26.56
$100/bbl 60.60% 483 22.23% 35.76
$120/bbl 60.76% 7.89 27.63% 44,59
$140/bbl 60.81% 10.95 32.47% 53.36
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Credits — NOL, Exploration & Small Producer

= Impact of ACES on project economics is very different for an incumbent vs a new
producer

— At current prices, incumbent experiences experiences impact of ‘buydown’ effect,
with new spending reducing tax rate from levels above 25% (plus also impact of
capital credit)

— New producer receives only impact of 25% NOL credit (plus capital credit)
= Fully monetizable NOL credit for small producers evens this playing field

— All producers receive effective 35% government support for spending, whether new
or incumbent

* Flat, low marginal rate maintains strong incentive for efficiencies and cost control
* No undue exposure to the state from higher cost projects at low prices

= Aim is to even the playing field and limit the level of support for exploration as well as
other forms of spending

— Allowing the Exploration credit to sunset, but having the fully monetizable 35% NOL
credit means 35% government support for exploration spending
— Again, even impact between incumbent vs new producer

= When the impacts of the system are even between incumbent vs new producer, strong
argument that extending ‘small producer’ credit is less warranted

= Overall impact is to significantly simplify the system PFC Energy
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ACES and SB21: Issues and Aims

ACES - Issues SB21 - Aims

High Government Take and high degree of
progressivity means uncompetitive for
investment at current prices

Credits create significant downside exposure
to state in low price environments, for high
cost projects, and projects not on state lands

“‘Buydown” effect means incremental and
standalone economics very different — with
very different impacts for incumbent vs new
producer

High marginal rates mean little incentive for
producer efficiency

Complex system, with often counter-intuitive
effects
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Overall neutrality at a competitive level of
Government Take, while further improving
competitiveness for new projects

Limit downside risk to state from credits

Balance system with even impacts for
incumbent vs new producer

Neutral regime creates low, constant marginal
rates — strong incentive for producer efficiency

Simplify the fiscal system

PFC Energy



Government Take Competitiveness

Alaska@overnmentfTake@ompetitivenessETL omparableRegimesl
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Notice

This material is protected by United States copyright law and applicable international treaties including, but not limited to, the Berne Convention
and the Universal Copyright Convention. Except as indicated, the entire content of this publication, including images, text, data, and look and feel
attributes, is copyrighted by PFC Energy. PFC Energy strictly prohibits the copying, display, publication, distribution, or modification of any PFC
Energy materials without the prior written consent of PFC Energy.

These materials are provided for the exclusive use of PFC Energy clients (and/or registered users), and may not under any circumstances be
transmitted to third parties without PFC Energy approval.

PFC Energy has prepared the materials utilizing reasonable care and skill in applying methods of analysis consistent with normal industry
practice, based on information available at the time such materials were created. To the extent these materials contain forecasts or forward
looking statements, such statements are inherently uncertain because of events or combinations of events that cannot reasonably be foreseen,
including the actions of governments, individuals, third parties and market competitors. ACCORDINGLY, THESE MATERIALS AND THE
INFORMATION CONTAINED THEREIN ARE PROVIDED “AS IS” WITHOUT WARRANTY OF ANY KIND, EITHER EXPRESS OR IMPLIED,
INCLUDING BUT NOT LIMITED TO THE IMPLIED WARRANTIES OF MERCHANTABILITY, ACCURACY, OR FITNESS FOR A PARTICULAR
PURPOSE. Conclusions presented herein are intended for information purposes only and are not intended to represent recommendations on
financial transactions such as the purchase or sale of shares in the companies profiled in this report.

PFC Energy has adjusted data where necessary in order to render it comparable among companies and countries, and used estimates where
data may be unavailable and or where company or national source reporting methodology does not fit PFC Energy methodology. This has been
done in order to render data comparable across all companies and all countries.

This report reflects information available to PFC Energy as of the date of publication. Clients are invited to check our web site periodically for new
updates.

© PFC Energy, Inc. License restrictions apply. Distribution to third parties requires prior written consent from PFC Energy.
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PFC Energy Locations and Contact Information

NORTH AMERICA

PFC Energy, Washington
1300 Connecticut Avenue, NW
Suite 800

Washington, DC 20036, USA
Tel +1 202 872 1199

Fax +1 202 872 1219

PFC Energy, Houston

2727 Allen Parkway, Suite 1300
Houston, Texas 77019, USA
Tel +1 713 622 4447

Fax +1 713 622 4448

EUROPE

PFC Energy, France
19 rue du Général Foy
75008 Paris, France
Tel +33 1 4770 2900
Fax +33 1 4770 5905

RUSSIA

PFC Energy, Moscow

10 Vozdvizhenka Street
Voentorg building, Suite 341
Moscow, 125009

Russian Federation

Tel +7 (495) 797 3733

www.pfcenergy.com | info@pfcenergy.com
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ASIA

PFC Energy, Kuala Lumpur
Level 27, UBN Tower #21

10 Jalan P. Ramlee

50250 Kuala Lumpur, Malaysia
Tel +60 3 2172 3400

Fax +60 3 2072 3599

PFC Energy, China

89 Jianguo Road

China Central Place # 4-1602

Chaoyang District, Beijing 100025, China
Tel +86 10 6530 7010

Fax +86 10 6530 5093

PFC Energy, Singapore

15 Scotts Road

Thong Teck Building, #08-04
Singapore 228218

Tel +65 6736 4317
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