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under AS 43.55; relating to the powers of the Departnent of
Revenue, and to the disclosure of certain information required
to be furnished to the Departnent of Revenue, under AS 43.55;
relating to crimnal penalties for violating conditions
governing access to and use of confidential information relating
to the oil and gas production tax; relating to the deposit of
noney collected by the Departnment of Revenue under AS 43.55;
relating to the calculation of the gross value at the point of
production of oil or gas; relating to the determnation of the
net value of taxable oil and gas for purposes of a production
tax on the net value of oil and gas; relating to the definitions
of 'gas,' 'oil,'" and certain other terms for purposes of AS
43.55; nmaking conform ng amendnents; and providing for an
effective date."

- HEARD AND HELD
PREVI QUS COW TTEE ACTI ON
BILL: HB 488

SHORT TITLE: O L AND GAS PRODUCTI ON TAX
SPONSOR(s): RULES BY REQUEST OF THE GOVERNCR

02/ 21/ 06 (H) READ THE FI RST TI ME - REFERRALS
02/ 21/ 06 (H RES, FIN

02/ 22/ 06 (H) RES AT 12: 30 AM HOUSE FI NANCE 519
02/ 22/ 06 (H) Heard & Held

02/ 22/ 06 (H M NUTE( RES)

02/ 23/ 06 (H) RES AT 12: 30 AM HOUSE FI NANCE 519
02/ 23/ 06 (H) Heard & Held

02/ 23/ 06 (H) M NUTE( RES)

02/ 24/ 06 (H) RES AT 12: 30 AM HOUSE FI NANCE 519
02/ 24/ 06 (H) Heard & Held

02/ 24/ 06 (H M NUTE( RES)

02/ 25/ 06 (H) RES AT 10: 00 AM SENATE FI NANCE 532
02/ 25/ 06 (H Joint with Senate Resources

02/ 27/ 06 (H) RES AT 12: 30 AM CAPI TOL 124

02/ 27/ 06 (H) Heard & Held

02/ 27/ 06 (H M NUTE( RES)

02/ 28/ 06 (H) RES AT 12: 30 AM CAPI TOL 124

W TNESS REG STER

Rl CHARD OVEN, Al aska Production Manager
ExxonMbbi | Cor porati on;

Vi ce President, ExxonMobil Al aska Production
Anchor age, Al aska
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PCOSI TI ON STATEMENT: Testified in support of HB 488.

MARTI N MASSEY, U.S. Joint Interest Manager
ExxonMobi | Cor porati on

Houst on, Texas

PCOSI TI ON STATEMENT: Testified in support of HB 488.

DAN SECKERS, Al aska Tax Counse

ExxonMobi | Cor porati on

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified that research has indicated that
under PPT, ExxonMobil's tax would increase by approximately $100
mllion.

KEN KONRAD, Vice President of Gas

BP Al aska

Anchor age, Al aska

PCOSI TI ON STATEMENT: Testified in support of HB 488.

TOM W LLI AVS, Al aska Tax Counse

BP Al aska

Anchor age, Al aska

PCOSI TI ON STATEMENT: Testified in support of HB 488.

ANGUS WALKER, Commerci al Vice President

BP Al aska

Anchor age, Al aska

PCOSI TI ON STATEMENT: Testified in support of HB 488.

RAYMOND HALL, Senior Tax Econom st

BP G oup

Aber deen, Scotl and

PCSI TI ON STATEMENT: Testified that renoving ELF and replacing
it wth the proposed PPT is a nove in the general direction of
improved sinplicity. Discussed the fiscal reginmes of Norway and
the U K, and conpared themto Al aska.

ACTI ON NARRATI VE

COCHAIR RALPH SAMUELS called the House Resources Standing
Commttee neeting to order at 12:34:37 PM Represent ati ves
Ranras, Samuels, Gatto, O son, and Seaton were present at the
call to order. Representatives LeDoux, Crawford, and Kapsner
arrived as the neeting was in progress. Also in attendance were
Representatives Berkowtz, Croft, Gara, Gardner, Joule, Kohring,
and Rokeber g.
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HB 488-O L AND GAS PRODUCTI ON TAX

CO CHAI R SAMUELS announced that the only order of business would
be HOUSE BILL NO 488, "An Act repealing the oil production tax
and gas production tax and providing for a production tax on the
net value of oil and gas; relating to the relationship of the
production tax to other taxes; relating to the dates tax
paynents and surcharges are due under AS 43.55; relating to
interest on overpaynments under AS 43.55; relating to the
treatment of oil and gas production tax in a producer's
settlenment with the royalty owner; relating to flared gas, and
to oil and gas used in the operation of a |ease or property

under AS 43.55; relating to the prevailing value of oil or gas
under AS 43.55; providing for tax credits against the tax due
under AS 43.55 for certain expenditures, |osses, and surcharges;
relating to statenents or other information required to be filed
with or furnished to the Departnment of Revenue, and relating to
the penalty for failure to file certain reports, under AS 43.55;
relating to the powers of the Departnment of Revenue, and to the
di sclosure of certain information required to be furnished to
t he Departnment of Revenue, under AS 43.55; relating to crimna

penalties for violating conditions governing access to and use
of confidential information relating to the oil and gas
production tax; relating to the deposit of noney collected by
the Departnment of Revenue wunder AS 43.55; relating to the
cal cul ation of the gross value at the point of production of oil
or gas; relating to the determnation of the net value of
taxable oil and gas for purposes of a production tax on the net
value of oil and gas; relating to the definitions of 'gas,"
‘oil," and certain other terms for purposes of AS 43.55; making
conform ng anendnents; and providing for an effective date."

12: 36: 31 PM

RI CHARD OVEN, Al aska Production Manager, ExxonMbil Corporation

Vi ce President, ExxonMobil Al aska Production, relayed that if HB
488 was sinply a tax increase, ExxonMbbi | Cor por ati on
("ExxonMobil") would actively oppose it. At current prices,
ExxonMobi| expects its production tax paynment would increase by
$50-$100 mllion per year. However, ExxonMbil is prepared to
nmove forward under the proposed system since it balances
revenues to the State of Al aska and producers across a range of
oil prices, provides incentives for new investnment, and includes
a transition provision for recent investnents. He remarked that
nmost inportantly for ExxonMbil, the Petroleum Production Tax
(PPT) proposal provides a predictable and durable tax system
which along with the appropriate gas pipeline fiscal contract
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terms will allow the Al aska Natural Gas Pipeline project to nove

forward to the next phase. As far as specific concerns about
this bill, they center around whether the high tax rate and
resulting increase in taxes will hinder full devel opnment of the

remaining oil resources on the North Sl ope.

12: 38: 38 PM

MR. OWNEN noted that ExxonMobil has had presence in Alaska for
over a half century, investing nore than $11 billion in the
State of Al aska's econony. ExxonMbil's activities date back to
1954 when it conducted a conprehensive study of the territory's
oil and gas potential. Over the years, ExxonMobil explored nost
of the major hydrocarbon plays in Alaska including: the Gulf of
Al aska, St. George and Navarin Basins, Norton Sound, Beaufort
Sea, Cook Inlet, and of course, the North Slope where it was a
participant in the 1968 Prudhoe Bay nunber one discovery well

ExxonMbbil 1is proud of the role it has played in Al aska -
exploration, initial field developnment, construction of the
Trans-Al aska Pipeline System (TAPS), devel opnent of new

technol ogy, and the pronotion of efficient reservoir nanagenent
practi ces.

MR. OWNEN further noted that currently, ExxonMbil has working
interests in Prudhoe Bay, Kuparuk River Unit, Endicott, and
Granite Point. It's the operator of the Point Thonmson Unit and
the largest interest holder in the Prudhoe Bay. ExxonMbbi | ' s
current working interest oil production is approximtely 180, 000
barrels per day (B/D), and it's the |argest owner of discovered
gas resources. ExxonMobi|l's Al aska production represents
approximately 4 percent of its worldw de oil and gas production,
and is primarily from Prudhoe Bay and near-by satellite fields.
He remarked that Prudhoe Bay and Point Thonson have significant
remai ni ng potential, but at higher cost and ri sk.

MR. OVEN stated that one of ExxonMbil's objectives in the gas
pi peline fiscal contract negotiations has been to reduce the
risk associated with fiscal change by working with the State of
Al aska to establish a predictable and durable fiscal environnment
in which to make long term investnent decisions. Any change in
the fiscal reginme for oil had a direct inpact on how ExxonMobi

views the stability of the Al aska fiscal environnment, which

impacts how it evaluates ongoing investnent decisions. He
rel ayed that ExxonMobil understands the State of Al aska's desire
to obtain additional tax revenue at higher oil prices. He

opined that one of the nobst challenging tasks that the
| egi sl ature can undertake is how to change the oil tax system
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wi t hout damaging the industry. He remarked that as Governor
Mur kowski has correctly stated on nany occasions, the North
Slope is one of the nobst expensive places in which the [oil and
gas] industry operates. He added that tax systens need to be
carefully designed to ensure that the desired objectives are
achieved without resulting in unintended consequences, such as
reduced investnments and | ower reserve recovery. One of the many
questions that ExxonMbil is asked is, why is it and other
producers seeking durability and predictability for oil in
parallel with negotiating a fiscal contract for a gas pipeline.

12:41: 43 PM

MR. OWNEN answered that the gas on the North Slope is contained
in the sane reservoirs as the oil and is produced through the
sane facilities. He explained that for a gas project to be
vi abl e, ExxonMobil needs the fields that produce both oil and
gas to be viable, underpinned by predicable and durable fisca

terms. A commtnent of billions of dollars to build the natura
gas pipeline requires confidence that the base oil business wll
remain healthy for the long-term In regard to the current oil

production severance tax system the Economic Limt Factor
(ELF), he opined that it has been effective at encouraging
investment and mtigating production decline. He stated that
the ELF was designed to allow the State of Alaska to increase
the production tax while not stifling investnment in marginal
fields. The ELF scaled down the production tax rate when a
field becane nore marginal, reducing the economc |[imt to which
a field could be produced and ultimately allowi ng nore reserves
to be recovered. He further stated that the 1989 ELF anendnent
significantly increased the production tax on Prudhoe Bay and

the Kuparuk R ver Unit, while providing an incentive to
encourage the developnment of smaller fields. That 1989
amendnent worked as intended, with many small and nmarginal

fields comng on stream over the past 17 years. The ELF | owered
the tax rate on those fields, supporting their comrercial
viability.

MR. OVEN relayed that while ExxonMbil would like to have nore
Prudhoe Bays and Kuparuk River Units, it and the rest of the

i ndustry haven't found any. Consequently, the focus for the
past ten years has been on the developnent of these smaller
satellite fields. Satellites are generally not economc as

stand al one devel opnments and have required both new technol ogy
and connection to existing infrastructure to be comercially
viable. He stated that many of these fields produce viscous oil
contained in lower quality reservoirs requiring significantly
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hi gher costs, which adds to the risks for devel opnment. He added
that this is especially true for the Polaris and Oion viscous

oi |l devel opnents, with oil that literally flows |ike nolasses

Developing these fields has required new technology, nore
expensive drilling and conpletion techniques, new production-
handl ing equi pnment, and extensive nodifications to existing
facilities to process these viscous production streans. He
informed the commttee that since 2000, ExxonMbil has invested
over $250 mllion in the engineering, drilling, and construction
of associated facilities for the developnent of Aurora,
Borealis, Mdnight Sun, Polaris, and Oion. He added that

significant additional capital is required over the next several
years to fully devel op these resources.

12: 44:39 PM

MR. ONEN remarked that today these fields are mtigating the
decline of oil production on the North Slope, contributing
50,000 B/D gross and are expected to recover over 500 mllion
barrel s gross. Under the ELF fornula, many of these smaller

satellite fields paid little or no production tax. Even though
these fields were paying little production tax, they did, and
continue to, contribute substantial amunts to Alaska in
royalties, property taxes, incone taxes, and jobs for Al askans.
Over the past five years, ExxonMbil and other working interest
owners have also extended the primary Prudhoe Bay enhanced oi
recovery (EOR) technology to sonme of these satellite fields. He
informed the commttee that since 1998, ExxonMbil has invested
over $30 mllion in tertiary recovery projects at Point
McIntyre, Eileen West End, and Borealis, which are expected to
produce an additional 60 mllion barrels gross. VWiile tertiary
projects recover additional oil, the production profile results
in slower oil recovery and |onger payout periods. These
satellite EOR projects are in the early stages of devel opnment.
The major investnents have been made, but the oil production
benefits will not be received until many years out. The ELF
provision of the existing production severance tax nade these
econonmi cally chal l enged projects comercially viable.

MR OWNEN stated that taken together, the recent Prudhoe Bay
satellite and EOR developnent projects developed over 560
mllion barrels gross. Wile the resulting production tax under
ELF was relatively mnor, Alaska's royalty oil would total 70
mllion barrels, which at today's oil prices is worth roughly $4

billion. He opined that the ELF system has worked well for
industry and the State of Al aska by encouraging significant new
investnment. However, he explained it's also recognized that ELF
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can be considered a somewhat regressive systemin that it does

not reflect "profitability" or "cost"” in the division of gross
revenue between the state and the producers as oil prices rise
and fall. He said that the assunption that a well is nargina

at 300 B/D does not necessarily hold in the current high oil
price environnment, yet this assunption typically contributes to
a reduced ELF factor based on the current fornula. He added
that as a global oil and gas producer, ExxonMbil operates
across a wde array of fiscal systens.

12:47:10 PM

MR OMNEN relayed that it's nost inportant that the system
recognize the quality of the resources so that the potential
devel opnments will be commercially viable and attract capital.
The quality of resource pertains to the size and nature of the
oil and gas reservoirs, the cost and technology required to
devel op those reservoirs, the distance to market, as well as the
tax and royalty system that applies, including the long-term
stability of that system He explained that countries that are
experiencing significant industry investnent have achieved the

proper balance in their fiscal regines. He inforned the
committee that ExxonMbil's assessnment of the renmining oi
resource suggests future growth opportunities will conme from

conpl ex EOR projects; devel opnent of smaller, nore marginal oi
accurrul ations; and the innovative developnment of viscous and
heavy oil resources. These opportunities wll require the
devel opment and application of new technology, higher unit
devel opnent costs, and nore conplex operations to deliver a
given production rate. These resources are nuch lower in
quality as conpared to Prudhoe Bay and Kuparuk River Unit,
t hough they face the simlar challenges associated with arctic
conditions and distance to nmarket. Therefore, he reiterated
t hat ExxonMobil is concerned that the admnistration's proposa
is weighted towards a higher tax, which may prevent sone of
Al aska's chal | enged resources from bei ng devel oped.

MR ONEN, in regard to the admnistration's PPT proposal

explained that this proposal represents a tax based on profits,
which results in a sharing of the risks and the rewards across a
range of prices. The State of Alaska will receive a higher
share of the revenues when prices are high and will accept |ower
taxes during periods of low prices. The proposal noves fromthe
regressive ELF system to a progressive system He added t hat
ExxonMobi| affiliates have significant experience in profit-
based progressive systens around the world and they work well

as long as they have properly taken into account the nature of
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t he esource base. In regard to the key features of the PTT
proposal, he commented that HB 488 represents a mnmmjor step-
change in Alaska's current production tax system He opi ned
that the bill appropriately addresses this step-change by
including a transition plan so that recent investnment decisions
are not adversely inpacted. The bill provides a transition
al l onance over the next six years based on capital investnents
made in the last five years. He stated that ExxonMbil believes
that this transition plan is appropriate because the benefits
fromthese recent investnents have not yet been fully received.

12:50: 04 PM

CO- CHAIR RAMRAS inquired as to the amount of nobney ExxonMbbi l
has i nvested over the past five years.

MR ONEN replied approxinmately $800 nmillion. In further
response to Co-Chair Ranras, he said that ExxonMbil has
generated over $22 billion in corporate profits over the past

five years.

COCHAIR SAMIJELS inquired as to the profits ExxonMbil has
generated over the past five years in Al aska.

MR. OVNEN expl ai ned that ExxonMobil doesn't separate its profits
by state, but stated that ExxonMbil's production in Al aska
represents about 4 percent of its worl dw de production.

CO CHAI R RAMRAS asked how nuch [nobney] ExxonhMbbil has invested
as well as earned in Al aska.

MR ONEN answered that ExxonMbil has invested $800 million.
Its worldwi de profits have been approximately $22 billion per
year. He said that ExxonMbil's worl dw de earnings in 2005 were
$36 billion and added that it invested $170 mllion in Al aska.
In response to Co-Chair Ranras, he answered that BP produced
180, 000 barrels of oil.

12: 52: 23 PM

MR. OVNEN restated that ExxonMbil believes that this transition
plan is appropriate because the benefits from these recent
investnments have not yet been fully received. Ol and gas
conpanies invest large sunms of noney years ahead of first
production and are at risk for price, developnment cost,
production rates, and ultimte reserve recovery. He added t hat
in nost cases, it takes many years, often nore than five years,
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for a return on oil or gas investnent. For exanple, satellite
and tertiary recovery investnent decisions during the last five
years were made under the ELF structure anticipating a |lower tax
relative to that proposed under the PTT bill. He opined that
the State of Alaska appropriately provided this incentive so
that these challenged and costly projects would be comercially
vi abl e. He remarked that it's not appropriate to suddenly
i ncrease taxes on these investnents w thout providing sone form
of consideration. The transition provision recognizes that past
investments were made under the ELF structure and sonmewhat
reduces the increased tax treatnment to which these projects wll
now be subj ect ed.

12:53: 23 PM

MR  OAXEN remarked that to avoid penalizing these recent
investnments, the transition provisions included in this bill are
essenti al .

REPRESENTATI VE GARA comented that a few countries have
increased their taxes in recent years and asked which of those
countries where ExxonMobil invests have granted a credit for
investnments prior to the tax change.

MR. OVEN answered that he didn't have that information with him
In nost cases, when countries nake a mmjor change in their tax
provi sions, they provide sone kind of transition arrangenent in
order that there isn't just this step-change in the tax system

MARTI N  MASSEY, U. S. Joi nt | nt er est Manager , ExxonMbbi

Cor por ati on, expl ai ned t hat ExxonMobi | has contractua
arrangenments with countries such that the ternms are solidified
for the lifetime of the resources. Countries mght change tax
reginmes, but it has no inpact on those arrangenents. He added

that in nmany cases there is sone sort of a transition.

REPRESENTATI VE BERKOW TZ asked for an exanple of a reginme that
has changed its taxing, and the correspondi ng | ookback.

MR ONEN clarified that the |ookback investnent attenpts to
consider the inpact of the higher tax rate on the revenue stream
from previous investnents. He added that to sonme extent, it's
recognizing a transition fromthe current average tax rate to a
substantially higher one. Rat her than adversely inpacting sone
of those recent decisions, a transition arrangenment arises. He
explained that one of the weasiest ways to generate the
transition arrangenent is by neans of a production profit tax,
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which is a deduction for recent spending on investnments over the
previous five years.

REPRESENTATI VE BERKOWN TZ comented that when there's an
assertion nade that there's a certain course of conduct that's
taking place in other jurisdictions, it would be helpful if [the
State of Al aska] could get sonme substantiation for that in order
that it have a nore superior nethod of devising its own policy.

MR. MASSEY responded that ExxonMbil already has contractual
arrangenments wth regines around the world, which results in the
predictability and stability of its investnents regardl ess of
changes in price.

REPRESENTATI VE BERKOW TZ said it would be helpful to know what
those regines are and the nature of those contractua
arrangenments. He added that it would also be hel pful to know of
regi mes where ExxonMbil doesn't have contractual arrangenents,
what the reginmes are, and the | ookback provisions that have been
made.

12:57: 21 PM

CO CHAI R RAMRAS asked what the effective ELF rate ExxonMbil is
paying to aggregate the oil production in Al aska is.

DAN SECKERS, Exxon Tax Counsel, ExxonMobil Corporation, replied
that for ExxonMbil's Al aska operations, it's approximately 9
per cent .

REPRESENTATI VE SEATON commented that there was a recent 10
percent tax rate increase in the United Kingdom (U K.). He
asked, "Did they nmake any kind of backward | ooking adjustnment on
that, or do you have investnents in the U K ?"

MR. OVNEN confirnmed that ExxonMbil does have investnents in the
U K., but added that he didn't have that data with him

REPRESENTATI VE SEATON inquired as to whether ExxonMbil has a
contractual arrangenment wth the U K such that ExxonMobi
remai ned at the previous [tax] rate, even though the U K has
increased its tax rate.

MR. MASSEY explained that ExxonMobil doesn't operate under a
contractual arrangenent in the U K He added that the U K
[tax] system has been in place, and oil and gas investnent
activities have existed there, for many years. He said, "You're
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basically operating under a system that has been nodified year
after year." ExxonMbil pays the taxes under the current system
[in the U K]

1: 00: 11 PM

MR. OVEN di scussed the tax rate and investnent tax credits. He
expressed ExxonMbil's concern that a 20 percent tax rate wll
not support the growh opportunities remaining on the North
Sl ope, which he described as primarily conplex EOR projects,

devel opnent of smal | oi | accunul ati ons, and innovative
devel opnent of viscous and heavy oil resources. He noted that
these opportunities have challenged econom cs. Wiile the
investnment tax credit of 20 percent wll enhance the present

val ue econom cs of new investnents, the 20 percent tax rate wll
result in lower overall cash flow. He stated that the inpact on
all economc paraneters nust be carefully weighed before a
decision to invest is nade. The conbination of a 20 percent
credit along with a 20 percent tax rate may not be adequate to
support devel opnent of all of the remaining opportunities.

1:01:17 PM

MR. OVNEN strongly recomrended that the |egislature not increase
the proposed tax rate or reduce the proposed tax credits. He
di scussed another feature of the PPT bill, which is royalty
settlenment net hodol ogy. HB 488 addresses many of the
| ongstandi ng issues that have divided the State of Al aska and
the industry over the years. For exanple, too nmany years and
too much noney have been spent in disputes over how to value a
single barrel of crude oil or a single nolecule of gas. He
opined that it nmade little sense in the past and it nmakes little
sense today for the State of Alaska to have separate divisions
determning the value of oil and gas - one for royalty and one
for taxes. There is only one value in the narket place. He
explained that HB 488 allows the State of Alaska to value a
producer's oil and gas using the producer's royalty settlenment
agreenent, which was negotiated wth, and approved by, the

Department of Revenue (DOR). This wll provide certainty to a
producer on the value on which to pay its royalty and production
taxes and will reduce the adm nistrative and audit costs to both

the State of Al aska and the industry.
1:02: 27 PM

MR. OVEN noted that under current prices, the industry wll pay
nore in taxes as conpared to the current production tax system
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However, ExxonMobil needs predictability and durability under
whi ch to gauge investnent decisions. He said that no one wants
to invest noney in a project to have the rules changed, reducing
the attractiveness of the investnent. He remarked that the
transition provision is an inportant feature of this bill
necessary to provide relief for the abrupt change caused by the
new PPT system The State of Al aska decided to weight the
proposal to a higher tax, which may nmake it difficult to
progress the remaining future devel opnent opportunities. It's
nost inportant that the quality of the resources be factored
into the design of the tax system He informed the committee
that ExxonMobil wouldn't support a higher tax rate or |ower
credits than proposed in the bill.

1: 03: 22 PM

MR. OVEN expl ai ned that HB 488 seeks to bal ance revenues to the
State of Alaska and the producers across a range of oil prices
and provides incentives for new investnents, which is a clear
objective of the State of Al aska. Most inportantly, ExxonMobil
believes that the new system coupled wth appropriate gas

pi peline fiscal contract ternms, will lead to a predictable and
durable tax system which will enable the Al aska gas pipeline
project to nove forward to the next phase. He noted that
potential changes to the features of the PTT bill nust be
carefully considered to avoid upsetting the balance contained
within the bill. He concluded that HB 488 is inportant for
Al aska and the producers. It is one part - a very inportant
part - of a series of related issues that the legislature wll
need to address to wultimately provide the necessary fiscal
environnent to stinulate oil production and to progress the

Al aska gas pi peline project.
1:04: 23 PM

MR. OWNEN explained that the fiscal contract that 1is being
finalized under the authority of the Stranded Gas Devel opnent

Act will incorporate this PPT legislation by reference in order
to provide fiscal stability. ExxonMobi|l is currently working
with the administration on how best to incorporate this bill
into the fiscal contract. He noted that the fiscal contract
wll soon be released for public and |I|egislative comment.
Followi ng the regul ar session, ExxonMbil understands that the
governor will call a special session so the |legislature can vote
on the contract. He further noted that for that reason, it's

important that HB 488 be enacted in its present form prior to
t hat special session. ExxonMobil has been in Al aska for over 50
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years and its future business plans show continued activity in
Al aska for at |east 50 years. He informed the commttee that
ExxonMobi | is on the verge of taking the next step to
commercialize Alaska's North Slope gas and asked the conmittee
to support the adm nistration's efforts in this regard.

1: 05: 27 PM

CO CHAI R SAMUELS stated that the first $73 million made is tax-
free and inquired about ExxonMbil's position on that.

VR. ONEN responded that ExxonMbbi | understands why the
adm ni stration proposed a $73 mllion allowance - it is trying
to reduce the barriers for new entrants and explorers in the oil
and gas [industry] in Al aska. To sone extent, ExxonMobi

believes that HB 488 has the potential to create an unlevel
playing field. However, he reiterated that Exxonhbbi |
understands - and agrees with - what the admnistration is

trying to do.

1:06: 57 PM

REPRESENTATI VE BERKOW TZ comrented that a threat - if the
| egi slature adjusts the oil tax, the producers wll walk away
fromthe gas pipeline - is inplicit in M. Omen's testinony. He
asked, "lIs that an accurate assessnent?"

MR. MASSEY said he wouldn't characterize it as a threat.
ExxonMobi| believes that the admnistration has proposed a bill
that provides the predictability and durability that it needs.
The focus of the negotiations has been to arrive at a
predi ctable, durable reginme, under which conpanies are able to
make their investnents. He added that ExxonMbil believes that
the tax rates may be too high and that there nay be devel opnent
opportunities on the North Slope that wll not go forward
because of the tax rate the governor/adm nistration sel ect ed.

REPRESENTATI VE BERKOW TZ renarked that the only people who are

unaware of what's in this proposed gas pipeline bill is the
| egi sl ature. It is being asked to craft a gas tax wthout
having seen a pipeline deal, which he opined, is going to be a
difficult thing to do. He relayed that he'd feel nore
confortable if the gas pipeline bill were produced in order that

the | egislature conduct an analysis how it fits into an oil and
gas tax.
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1: 08: 55 PM

CO CHAIR SAMUELS clarified that the legislature is discussing HB
488 and instructed the conmttee to refrain from discussing
extraneous oil and gas issues.

1:09: 58 PM
REPRESENTATI VE GARA comented that for the tax system to be

fair, the legislature needs to research what the resulting
profit margins would be for the various conpanies. The current

profit margins are "massive." He relayed that consultants have
advi sed that producers need to be able to project, with sone
confort, in the range of 15 percent or nore profit margin on
devel opnent . He inquired as to the profit margin ExxonMbi

needs to project in order for a project to be a "go."

MR. ONEN infornmed the commttee that ExxonMbil doesn't consider
single paraneters in its economc analyses. ExxonMbbi

considers a range of paraneters: internal right of return, net
present value, actual value, the anount of noney the project
woul d generate, the quality of the resource, and the technica

and geological risks that exists. [ The econom c anal ysis]
depends on all of those paraneters and/or risks weighed
together, which results in how ExxonMbil feels about noving
forward wth an investnent. In further response to
Representative Gara, in regard to ExxonMbil's earnings, he

expl ai ned that when one | ooks at them as cents earned on dollars
of sales, they vary from 1 cent per dollar of sales up to about
20 cents per dollar of sales. 1 cent per dollar of sales is
i ke the autonotive industry, while 20 cents per dollar of sales
is like the pharnmaceutical industry. The oil industry, and
Exxon Mbil, are around 8-10 cents per dollar of sales, which is
right in the mddle of the pack. He clarified that there's a
| ot of noney being invested and there are a |lot of sales, so the
total earnings are very |arge nunbers. However, when the
nunbers are nornalized on the cents per dollars of sales,
they're actually in line with nost of the [industries].

1:13: 09 PM

REPRESENTATI VE GARA renmarked that wunder the current system
ExxonMbbi| can anticipate essentially a 0O percent production tax
for nost fields it devel ops. He surm sed that ExxonMbil's
profits have probably increased by "hundreds of percent” as oil
prices increased from $20 [per barrel] to $60 [per barrel]. He
observed that the aforenmentioned doesn't seem to have affected
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ExxonMbbil's current investnent decisions because they seem
somewhat simlar this year to what they were three years ago
He sai d:

In the face of that, why should we believe that
adopting a new tax structure that slightly increases
the tax and gives you a 20 percent credit is going to
cause you to change your investnent behavior, nore
than a system that charged you essentially a O percent
tax on new fields and in which you' ve seen profits go
up multiple fold, but investnents haven't gone up
mul tiple fol d.

1: 14: 09 PM

MR. OVNEN surm sed that Representative Gara's question is whether
this [bill] wuld change ExxonMbil's investnent into the
future. He responded that ExxonMbil believes that this 20
percent tax rate is a significant increase and my lead to it
not developing all of the resources that exist on the North
Sl ope. He added that when ExxonMbil considers sonme of its
near-term investnents, this PPT proposal results in a credit
which helps the present value of investnents, but [the PPT
proposal] significantly increases the tax which is paid over the

| ong-term Wen one considers the analysis that the
adm nistration's consultant conducted, it was all around certain
size opportunities and quality opportunities. He relayed that
there are sonme nmarginal investnents in which it's not clear
whether this proposal will allow all of themto go forward due
to the tax rate. In near-term ExxonMbil is continuing to
advance. Prices are currently quite high and ExxonMbil is
currently investing simlar to previous years, although it has
increased its activity in drilling. In the long-term when
ExxonMobi| faces the challenged areas - heavy oil opportunities,
ECR, and very small pools - they are going to be narginal
i nvestments. He reiterated that ExxonMbil is concerned about

this [proposed] tax rate.
1:16: 22 PM

COCHAIR RAMRAS inquired as to how nuch [noney] ExxonMbbi l
donated back to the communities in Al aska in 2005.

MR  ONEN answered approximately $500, 000. He added that

ExxonMobi| currently has about 20 enployees in Al aska, which
isn't a |large enpl oyee base.
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CO CHAI R RAMRAS requested that M. Oaen inform the comrittee as
to what the ELF tax paynment was in 2005, or projected in 2006,
versus what it would be under the PPT regine.

1:18: 30 PM

MR. SECKERS replied that in 2005, ExxonMbil's production tax
was approximately $300 million. He added that research has
i ndicated that wunder PPT, ExxonMbil's tax would increase by
approximately $100 mllion. Under PPT, the tax would be

calculated by subtracting ExxonMbil's cost associated wth
produci ng the particular revenue fromits total revenue.

1: 20: 12 PM

REPRESENTATI VE CROFT commented that it nakes a great deal of
difference whether the legislature is talking about a stand
al one PPT | aw of general application wapped into a 10-, 15-, or
20-year contact, or as a precondition to the gasline contract.
He asked, "Does ExxonMobil see passage of HB 488 in it's current
form or sonething very near it, as a precondition to the gas
agreenent that you've apparently concl uded?”

1: 21: 49 PM

MR. MASSEY responded that "precondition" and "threat" are not
words that he would use. He added that once the terns of the
contract are witten, consistent with the bill, it wll allow

ExxonMbbi|l to nove to the next phase of the gas pipeline.
REPRESENTATI VE CROFT asked, "Do you have a legal right wunder
what ever you've signed on the gasline agreenent to pull out if
we make significant changes?"

MR. MASSEY responded that the admnistration has arranged to

first address the bill. Once the bill is addressed, how the oi
bill is witten into the contract and the actual contract itself
will be nade available for public comment, legislative review,

and a decision to ratify it in order that the governor is able
to signit.

REPRESENTATI VE CROFT remarked that it either is or isn't a
conmponent of the gas pipeline agreenment, which [the |egislature]
hasn't seen

MR. MASSEY stated that it is ExxonMbil's position that the oil
fiscal stability will be addressed in the gas pipeline contract.
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1: 25: 37 PM

CO- CHAIR SAMUJELS clarified that HB 488 does nothing for fisca
certainty, which will be a separate discussion.

REPRESENTATI VE LEDOUX observed that ExxonMbil keeps using the
terms "predictability” and "durability.” She asked, "Actually,
woul dn't any bill, as long as it was enconpassed in a contract,
provi de you with predictability?"

MR. ONEN answered that one of the fundanmentals is the health of

the oil industry. The reason that ExxonMobil wants to see the
predictability and durability long-term is that the underlying
healthy oil business is needed for the gas business. He noted

that oil and gas are inextricably Iinked.

REPRESENTATI VE LEDOUX clarified that as long as that was
enconpassed in some sort of contractual provision, it would
provide predictability and durability.

1: 27: 36 PM

REPRESENTATI VE SEATON noted that ExxonMbil said that its ELF
was approximtely .9 in Al aska. He inquired as to whether the
ELF stinul ated Al aska investment or whether PPT, with the credit
and full al | owance, w | better stinul ate ExxonMobi | ' s
i nvestnent in Al aska.

VR. ONEN confirmed that the ELF encouraged investnent
ExxonMobi| invested and developed a large nunber of satellite
fields and progressed EOR projects. He said that the way in
which PPT is structured provides sone incentive. There are sone
projects that would do better under ELF, and sonme projects that
would do better under PPT. Under PPT, there may be sone
projects that aren't comrercially viable.

1:29:37 PM

REPRESENTATI VE SEATON clarified that HB 488 applies to gas
production across the state, not just the North Slope gas
pi pel i ne.

1: 30: 48 PM

MR. MASSEY relayed that ExxonMbil's focus on the gas side has
been to define the terms through the gas pipeline fiscal
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contract. ExxonMbbi | recogni zes and understands that gas needs
to be dealt with in the PPT deal because there may be sone gas
that isn't part of a fiscal contract. Wth its North Slope gas,
ExxonMobil intends to work wth the admnistration and the
| egislature on how to deal with it and the royalties and taxes
associated wth the gas through the fiscal contract.

1: 31: 28 PM

REPRESENTATI VE SEATON asked, "At this point in time, do you even
care whether gas is changed from the gas ELF system and gas
credit systemto the PPT systen? |Is this PPT systemthat is set
for oil totally applicable to gas production?”

MR. MASSEY, in regard to gas on the North Sl ope, relayed that
it's ExxonMbil's position to deal with that through the fisca
contract.

1: 32: 14 PM

REPRESENTATI VE SEATON cl arified that ExxonMbil is not concerned
about gas in this PPT bill because its gas is going to be
associated with the contract on the North Sl ope.

REPRESENTATI VE ROKEBERG inquired as to whether ExxonMobi
expects any changes in its investnents due the change in
| eadership in the conpany.

MR. OVEN replied no. He noted that ExxonMobil is continuing
with the way it currently does business and opined that it's
been a very seanless transition. ExxonMobil w |l continue to

eval uate opportunities with its partners on the North Sl ope.
1:33:18 PM

REPRESENTATI VE ROKEBERG i nquired as to whether, under the terns
of PPT, ExxonMbil would be receptive to an increased tax credit

for viscous oil in the frontier exploration.

MR. ONEN replied that there are opportunities that exist that

ExxonMobil is concerned about, which would be difficult to
progress under the current 20 percent tax rate and 20 percent
credit rate. Therefore, there may be some opportunities that
would be enabled if there were higher «credits for those
activities and |likew se for exploration. He noted that there
are already incentives for exploration and «credits for
expl orations that exist. In regard to heavy oil, ExxonMobi l
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thinks it's one of the opportunities in which it's going to be
difficult to progress, as well as nore challenging than sone of
t he others. He said, "If you're asking nme will extra credits
hel p projects nove forward, | think the answer is yes."

REPRESENTATI VE ROKEBERG continued that if the legislature were
to increase the tax credit for sonething specific, would
ExxonMobi| be receptive to a change in the tax rate that would
be nore aggressive in the account of high oil prices.

1:35:23 PM

MR. OVEN explained that at this stage, ExxonMobil has | ooked at
this proposed bill and it has sone reservations about the tax
rate and whether it wll allow all of the devel opnent
opportunities. ExxonMobi|l believes that this bill currently
bal ances the needs of the State of Alaska's with the needs of
the producers. Therefore, he stated that ExxonMobil is able to
nove forward with this bill. He noted that any changes to this
bill will have to be | ooked at very carefully to see what i npact
they will have on the overall ability to progress the resource
base. He clarified that Representative Rokeberg discussed two
different concepts - differentiating credits and increased

progressivity on the price - which would have to be | ooked at to
determ ne how they balance out in ternms of whether a healthy
i ndustry is maintained.

REPRESENTATI VE ROKEBERG asked how this tax would effect the
Poi nt Thonson devel opnent .

MR. OWNEN answered that the nost |ikely developnent of Point
Thonmson option is through the gas pipeline.

1: 38: 15 PM

REPRESENTATI VE BERKOW TZ stated that DNR j ust filed an
application for a right-of-way through Point Thonmson and asked
whet her ExxonMobi| had any comrent on that.

MR. OVEN relayed that ExxonMbil has been waiting for DNR to
issue it for public comrent, and now that it has been issued
ExxonMobil will review it and then conment on it.

1: 38: 43 PM

COCHAIR SAMJELS, in regard to the royalties, asked whether
ExxonMobil thinks that private royalties should be treated
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differently than State of Alaska royalties by the industry.
Currently in HB 488, the private royalties and state royalties
are treated differently in ternms of cost recovery from the
i ndustry. He asked, "How do you bal ance out the fact that the
royalties fromthe State of Al aska get treated one way and the
private royalties get treated anot her way?"

MR. O/NEN responded that it's not an area that ExxonMbil has
really delved into.

1: 39: 54 PM

REPRESENTATI VE GARA relayed that the noney from the production
tax eventually is deducted from the State of Al aska corporate
i ncone tax. He clarified that when the committee asks how nuch
nore noney will it raise, the conmttee neans in total, not how
much nore noney will it raise in the severance tax prior to that
bei ng deducted from the State of Alaska corporate incone tax

He further clarified that the conmttee is referring to the
total net to the State of Al aska, not the pre-deduction net.

REPRESENTATI VE SEATON further clarified that the tax would be
due nonthly and that there's a provision that if a conpany pays
90 percent of the tax, it won't owe interest on it until March
of the following year. Federally, if one underpays his/her
t axes, he/she owes interest, but there isn't a penalty if he/she
is at that 90 percent. He asked, "Do you have any problens with
proceeding in that sanme |ike manner with the state?"

1:42: 04 PM

MR. MASSEY stated that wunder the current bill, there's a
provision that allows ExxonMbil to pay its taxes based on 90
percent. If ExxonMobil is within that 90 percent, it would not

have any interest or penalties due, which is very simlar to the
federal |aw The federal |aw has a nunber of different tests
one can use - 100 percent of the prior year's tax and 90 percent
of the current year's tax.

1: 42: 53 PM

REPRESENTATI VE SEATON, in regard to the federal tax, clarified
that if a conmpany is wthin 90 percent, it doesn't owe a
penalty, but it still owes interest on the tax due. He asked,
"If this is due nonthly, why should the state say you're not
going to owe interest on the underpaynent?” He furhter asked,
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"Is there any reason that you can see why the State of Al aska
shoul dn't work under that sane systen®"

MR. MASSEY answered that it's nore of a policy call for the
State of Al aska.

1: 44: 50 PM

MR. SECKERS, explained that in 2005 using current prices,
ExxonMobi | s production tax gross revenue from Al aska woul d have
been approximately $3.1 billion. From that, the royalty that
ExxonMobi | woul d have paid woul d be subtracted. Under ELF, $500

mllion in royalties would have been subtracted from the $3.1
billion total revenue. He added that the gross revenue for 2005
woul d have been about $2.8 mllion. He said that the effective

tax rate for ExxonMbil's gross operations in Al aska under the
aggr egat ed ELF woul d have been ar ound 11.2 percent.
ExxonMobil's tax in 2005 would have been approximately $350
mllion. Under PPT, ExxonMbil would start with the taxable
revenues and subtract the $73 nmllion allowance, subtract its

t ot al | ease operations expenses, which would have been
approxi mately $400 million. Next, ExxonMobil would apply the
flat tax rate of 20 percent, resulting in a $537 mllion dollar

t ax. The credit is only 20 percent of ExxonMbil's qualified
capital expenditures, which is approximately $190 nillion.
ExxonMobil's credit would have been approximately $40 mllion,
leaving it an extra tax bill of approximately $500 mllion, with
an effective tax rate close to 16 percent.

REPRESENTATI VE GARA remarked that's the additional production
tax ExxonMobil wll pay, but then it's deducted from its
corporate inconme tax. He clarified that the commttee wants to
know how nuch extra the State of Alaska will receive.

MR. SECKERS responded that if ExxonMbil then subtracted it from
its corporate inconme tax, it would probably renove approxinmately
anot her . The maximum tax rate in Alaska is 9.4 percent.

Assuming that ExxonMobil was at that rate, the rmaxinmm
additional reduction it would get would be approximtely 9
percent of that total armount, which would be approxinmately
anot her $50 mlli on.

CO CHAIR SAMIJELS added that ExxonMobil would save [noney] in
federal taxes al so.
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MR. SECKERS informed the conmittee that wunder the current
aggregated ELF system the corporate income tax would be
approxi mately $100 - $120 nmillion for the State of Al aska.

1:50: 14 PM

REPRESENTATI VE GATTO clarified that what ExxonMbil's figures
show is that under PPT, it's going to pay nore taxes.

MR. SECKERS noted that it's never advantageous to pay nore taxes
just to get the deduction.

REPRESENTATI VE GATTO asked, "What is your penalty, not just from
the State of Al aska, but overall?"

1: 53: 33 PM

CO CHAIR RAMRAS remarked that he advocates this transition to
PPT, and said the commttee is discussing total governnent take
and the state taking nore at the expense of the federal
gover nment . He opined that it's beneficial to Alaska and
perhaps detrinental to the portion of Al aska revenues which are
paid to the federal tax return. He requested that ExxonMobil
di scuss the shift in tax paynents to the State of Al aska as well
as the deductibility on the federal return.

1: 55: 49 PM

MR. SECKERS explained that from the gross revenue, the first
governnment take that ExxonMbil pays would be a royalty to the
State of Al aska. O that total revenue, ExxonMbil would pay
property tax, which is about 2 percent, corporate incone tax,
and production tax. Production tax is a deductible itemfor the
calculation of state incone tax. He nentioned that Al aska | ooks
at ExxonMobil worl dw de inconme and takes a portion of that based
on a nunber of factors. Wien ExxonMobil calculates its
wor |l dwi de taxable income on its federal return, it takes
deductions for the anobunt of severance tax it paid to Al aska as
well as other taxes it paid. Then ExxonMobil cal culates the
federal taxable income based on that. It is reduced by what
ExxonMobi|l paid to the State of Alaska, but it's not dollar for
dol | ar, because it's a deduction off of the tax.

1:57: 50 PM

CO CHAIR SAMJELS relayed that the committee has gotten the
i npression that at $60 per barrel, the biggest loser in this tax
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plan was ConocoPhillips and the second biggest |oser was the
federal government. He asked whether that was correct.

REPRESENTATI VE CRAWORD observed that the oil and gas industry
is cyclical. The higher the highs are, the lower the |lows are.
He noted that current prices are really high and said that he
woul d like to know what PPT, as proposed, would collect at $12,
$24, $36, and $48 per barrel as well as at the current prices.
He said, "I don't trust that oil prices are going to stay as
high as they are today. | think that they're headed down at
sonme point and | think they're going to head down |ike a rock."

2:00:17 PM

REPRESENTATI VE SEATON referred to the effective tax rate of PPT
versus the current ELF. At $20 per barrel, effectively it's at
half the current tax rate, which would be 7 percent under ELF
and 3.5 percent under PPT. He asked, "How significant is that
downsi de protection at low oil prices in the PPT fornmula for
Exxon[ Mobi '] ?"

MR. OVEN remarked that PPT is a tax on profit or profitability,
so it's hard to design a profit-based tax system that doesn't do
t hat . He described it as progressive by nature; as profits
becone | ower, the take becones lower too. It's all part of the
shift from one system to another system and there's a natural
progressivity with a PPT system in that it provides |ower tax
take for the State of Al aska at |ower prices and higher tax take
at higher prices. He opined that it's inportant because it's
part of the step to a new structure.

REPRESENTATI VE SEATON reiterated his interest in determ ning how
significant the downside protection when prices are |ow or |ower
is in agreeing to a PPT-style system He asked, "Does that
really matter nuch to you at all?"

2:02:54 PM

MR. OVWEN confirnmed its significance. He added that ExxonMobi l
has considered this [PPT] system and ExxonMbil believes that
it ultimately provides balance across a range of prices,
i ncluding both low and high prices. He expressed ExxonMobil's
understanding of the desire to shift from a regressive ELF
systemto a nore progressive PPT system

2:03: 37 PM
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REPRESENTATI VE BERKOW TZ inquired as to ExxonMobil's | ong-range
forecast for the price of oil and the associated probability.

MR. OVEN declined to answer.

REPRESENTATI VE BERKOWN TZ explained that the conmttee is
attenpting to put together a tax rate/tax proposal that's
supposed to be sustainable over a wide range of tine and prices.

MR. MASSEY responded that ExxonMbil doesn't have an idea as to
the future price [of oil]. He opined that the key is whether
the legislature has designed a system given its assessnent of
the resources that remain to be developed on the North Slope
that will attract investnent to those opportunities and enable
them to nove forward. He explained that ExxonMobil doesn't use
one price, rather it looks at investnents across a range of
prices in order that it can understand how viable an opportunity
is going to be.

The commttee took an at-ease from 2:07: 05 PMto 2:20:55 PM

KEN KONRAD, Vice President of Gas, BP Alaska, inforned the
conmmittee that Jlast week, after nore than tw vyears of
negotiations and a lot of hard work on all side, BP reached a
very finely balanced agreement with the admnistration on a
predi ctable and durable fiscal contract wth the State of
Al aska. The fiscal contract wll establish <clear rules
governing paynents-in-lieu of taxes BP would nake to the State
of Alaska, including a PPT paynment incorporated by reference
fromthis |egislation. He noted that once ratified, the fisca
contract will enable a gas pipeline to advance in partnership
with the State of Alaska as an equity participant. Much of
what's contained in the PPT |legislation was born in part out of
the fiscal contract negotiations BP has been in wth the
adm ni stration.

MR. KONRAD said oil and gas co-exist in the same underground
reservoirs. They are produced together through the sane wells,
flow together through the sanme flowines, and are processed
together in the sane facilities. Sone fields have nore oil than

gas and sone fields have nore gas than oil or condensate. He
noted that it is exceedingly rare that one is produced wthout
t he other. Because oil and gas co-exist physically and are

produced together through the same investnents nmade in well and
facilities, they are also |linked economcally.

2:24: 08 PM
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MR. KONRAD continued that this inextricable physical and

economc linkage is wdely recognized by governnments and
i nvestors around the world. North Anerican royalty contracts
cover both oil and gas. Internationally, production-sharing
contracts include terns for both oil and gas. He relayed that

general oil and gas tax laws across the U S. and internationally
al ways address both oil and gas. Governnents want to know how
much noney they wll receive from oil and gas production.
Simlarly, investors need to know how much they wll pay
governnments when oil and gas is produced and sold, and nake
their investnments accordingly. The econom c linkage of oil and
gas is particularly acute in Al aska when considering a gas
pi peline, given the unique operating challenges on the North
Slope and the criticality of economes of scale. He i nforned
the commttee that the producers and the State of Al aska
currently have a problem Alaska North Slope (ANS) oi
producti on has been declining for over 15 years and has been on
an unsustainable trajectory. He noted that investnent by the
i ndustry has been insufficient to limt decline.

2:25: 37 PM

MR. KONRAD conjectured that wunless the entire industry, in
partnership wth the State of Alaska, is able to nmaintain
econonmic levels of oil production to support and maintain vita
North Slope infrastructure for nany decades to cone, a gas

project can't be successful - it sinply can't be burdened with
the <cost of unecononmic oil producti on. I nvestors need
confidence that the fiscal regime  wll be sufficiently

conpetitive to attract the -enornous anopunts of additional
capital needed to mamintain economc levels of ANS oil production
for decades. He said that providing this confidence benefits
both the State of Al aska and investors against its common eneny
- production decline. Building a gas pipeline is effectively a
commtrent by the major producers to maintain vital North Slope
infrastructure for another 40-50 years, which he opined is a
daunti ng chall enge. He relayed that there is a question as to
whet her there will be enough investnment to stem the long-term
decline in ANS production, sufficient oil production to keep the
unit costs of operating the Trans-Al aska Pipeline System (TAPS)
at an economcally viable level, and sufficient oil production
to cover the operating and nmaintenance investnment costs of
operating aging production facilities. He said that answer can

be yes because BP knows the oil is up there. Billions of
barrels of oil that mght otherwi se be left behind in producing
fields can be accessed. Viscous oil in and around existing
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infrastructure that was discovered decades ago holds prom se.
Expl oration near existing fields and beyond in areas |ike
Nat i onal Petrol eum Reserve- Al aska (NPR-A) may have potenti al

2:27:19 PM

MR KONRAD remarked that the aforenmentioned is all very
difficult. ANS production is declining for a reason - not for
lack of oil, but for a lack of profitable ways to extract it.

The totality of industry costs and taxes are high. However, BP
believes that with the right technology and the right fiscal
reginme, these historically unprofitable investnents can be made
viable so industry can convert resources into production to
sustain ANS infrastructure. He relayed that this is why oil
taxation policy should appropriately balance risks and rewards

to enable this additional investnent. Even prior to this
proposed tax increase, investnment has been insufficient to
prevent ongoing production decline. He opined that the

| egi slature needs to very carefully consider the inpacts of a
very large tax increase on future investnent and |ong-term
producti on. He further opined that this is an inportant
decision and it shouldn't and can't be a shortsighted decision
based on next year's budget or political calcul us.

2:28:33 PM

MR. KONGRAD posed the questions whether North Slope investnent
W ll increase or decrease as a result of significantly higher
taxes and whether the long-term decline in oil production wll
increase or decrease as a result. He also asked what the
"knock-on" revenue effects on royalty, State of Al aska corporate
income tax, and ad valorem taxes (AVI) if investnment 1is

i npacted; and whether a high tax rate at nodest prices 1is
appropri ate. He discussed the evolution of PPT and the fiscal
contract negotiations. Since the onset of the fiscal contract
negoti ati ons and years before, BP has sought to nake clear the
i mportance of having a conpetitive and durable fiscal platform
for both oil and gas to underpin a nmassive gas investnent. He
stated that including both in the fiscal contract is inportant
for two fundanmental reasons anong others. First, it provides
confidence that the level of taxation will be conpetitive to
enabl e the additional investnents needed to mtigate the ongoing
decline in ANS oil production, so vital infrastructure can be
mai ntai ned for another 40-50 years. Second, it protects BP from
after the fact tax increases on its business after a gas
pi peline has been built and it has no choice but to pay and
produce regardl ess. He noted that is what happened as TAPS
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entered service sone 30 years ago. He reiterated that both a
conpetitive and durable tax reginme are essential and should
align well wth the goals of the State of Al aska.

MR. KONRAD said that in the summer of 2005, the admnistration
advised BP that although it respected the inportance to
investors of having conpetitive and durable rules for both oi

and gas in the fiscal contract, it didn't see the ELF regine as
properly suited as a |long-term sol ution. The concern being the
tax base underpinning ELF was declining with tine. He expl ained
that the concept of a PPT-type structure was proposed by the
adm nistration to fix the so-called ELF problem BP responded
that if populated with bal anced nunbers, PPT could be a viable
long-term structure with potentially positive attributes for
both the state and the industry. In this regard, BP agreed to
nove off its preferred position, which was to sinply utilize the
existing ELF-based system for the duration of the fiscal

contract. At that time, the mutually agreed upon goals of both
sides for PPT included: all barrels should be subject to
taxation, the state should receive a balanced and proportionate
share of the price/profit wupside, and additional investnent

shoul d be stinmulated to reduce |ong-term production decline.
2:32:12 PM

MR. KONRAD rel ayed that proposals were discussed intermttently
t hrough year-end, and it was clear that there was a significant
di fference of opinion as to what nunbers woul d create a bal anced
PPT that net these goals. During that tine, the State of Al aska
initially proposed and held to a 20 percent tax rate. The
sponsor group had proposed a tax rate of 12.5 percent, which BP
estimated would have increased State of Alaska revenues by
hundreds of mllions of dollars per year at current prices and
tens of billions of dollars over the long termrelative to ELF

BP believes that it would also have stinulated nore investnent,
nore jobs, and nost critically, nore | ong-term production.

MR. KONRAD stated that on Saturday, February 18th, following a
long and, at times, difficult negotiation, BP was able to agree
[with the administration] and conclude the gas portion of the
fiscal contract with the state. The follow ng day, BP nade
anot her PPT proposal for the Alaska to consider in advance of
t he planned executive neeting. He said that this proposal nade
a very substantial nove towards the admi nistration's position

while providing nore support for investors at low to noderate
prices, where everyone agrees Alaska investnents are extrenely
chal | enged. On Monday, February 20th, the governor outlined to
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BP executives his 20/20 PPT proposal. The proposal BP had nade
to the admnistration the day before was rejected. BP has
agreed with the governor that it wll not oppose rates and
figures in the proposed PPT |egislation. BP has mmde the
extrenely difficult decision to accept the governor's terns as a
means to finalize a fiscal contract. BP believes that this PPT
is at the far outer fringe of what should be seen as a
reasonabl e or plausible range of outcones. He remarked that BP
also needs to be very frank with this legislature by saying
upfront that it doesn't believe the 20 percent rate wll
maxi m ze investnment or in turn maximze long-term production.
He opi ned that although the PPT structure has significant nerit,
and BP supports it, the overall size of the tax increase
out wei ghs ot her benefits and goes well beyond optinmm

2:35:11 PM

CO CHAI R RAMRAS asked what happened with TAPS 30 years ago.

TOM WLLIAMS, Al aska Tax Counsel, BP, explained that there's a
list of one dozen changes that were made in the decade after the

pipe was ordered in 1968 that inpacted Prudhoe Bay, the
pi peline, or both. He noted that the changes are published in

the Anchorage Chanber of Comrerce report. There was a 3
percent/4 percent severance tax and disaster severance tax that
had been enacted following the flood in Fairbanks. It repl aced

a stepped-rate severance tax/consolidated severance tax in 1972.
There was also a cents per barrel floor that was put in and a
credit for state royalties on the cents per barrel floor, which
had the effect of setting a floor on the conbined royalty and

severance tax revenues. In 1973, after there was legislation in
Congress and threatened |egislation in Congress about the del ays
over building the oil pipeline due to litigation, a special
session was called by Governor Egan, in which AS 43.56 property
tax was enacted. In addition, the conservation tax was enacted,
the right-of-way |easing act was anended, the cents per barrel
royalty credit was repealed, and the rates were changed. I n

1974/ 1975, the severance tax was changed to say that if the
sales price that sonmeone is selling his/her oil and gas for
doesn't represent the prevailing value, the departnent could
require the tax to be paid on the basis of that prevailing
val ue. Previously, it had been on the basis of prevailing
pri ce. Also in 1975, there was an enactnent of a tenporary 2-
year tax on oil and gas reserves. In 1977, ELF was enacted and
a tax increase replacing these tiered steps with a base rate of
12.25 percent times the ELF for oil, and a base rate of 10
percent for gas, with a slight different ELF formula for ELF.
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In 1978, there was separate accounting. He added that there
were also a couple of changes to the inconme tax, which had
i npacts on Prudhoe Bay. They were not directly targeted, but
t hey did have adverse effects.

2: 38: 56 PM

REPRESENTATI VE BERKON TZ inquired as to who was present at the
PPT negoti ati ons.

MR. KONRAD responded that BP, ConocoPhillips, and ExxonMbbi l
were present at the PPT negotiations, along with the
adm ni stration.

REPRESENTATIVE BERKOWN TZ inquired as to whether it's BFP s
understanding that the | egislature establishes the tax.

MR. KONRAD confirmed yes and added that it was always the intent
that the | egislature woul d endorse and approve [the tax].

REPRESENTATI VE BERKOW TZ expressed his concern in regard to M.
Konrad's characterization of this as a negoti ation.

VR. KONRAD clarified that BP was negotiating wth the
adm ni stration.

COCHAIR SAMIJELS clarified that HB 488 is before the conmttee
and the legislature will nake the final determ nation.

2:41: 56 PM

REPRESENTATI VE CRAWORD rel ayed that he's not convinced that a
20/20 regine is the correct one. It seens to him that the
hi gher the |legislature nmakes the credit, the nore incentive
there is for conpanies to drill and produce. Therefore, he
surmsed that the |legislature should possibly increase the
credit. He said that BP stated that at 12.5 percent, the State
of Alaska would maximze its tax dollars or revenue over the
long term In regard to the 12.5 percent tax rate, he noted
that he'd like to see the charts that BP used to make that case
during negotiations with the governor. He remarked that he
wants to maximze the revenue for the State of Al aska as well as
have a healthy oil industry. He reiterated that he would I|ike
to see BP's charts that exenplified how a 12.5 percent tax rate
woul d be nore beneficial than a 20 percent tax rate.
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MR. KONRAD clarified that BP thought [the 12.5 percent] tax rate
woul d maxi m ze investnment, not that it was optinmum

REPRESENTATI VE CROFT, in regard to what happened in the 1970s

explained that the State of Alaska had a tax system for Cook
Inlet, which was not ready for Prudhoe Bay. He said that he
keeps hearing the idea that the legislature needs to |ock-in and
take away the right to change the tax structure for 30 years, or
sonme discrete period of tinme, because of sonething that happened
in the 1970s. He inquired as to whether it's BP' s position that
changes in the 1970s created a tax regine for the pipeline that
it couldn't nake an adequate profit on. He added that it seens
to him there has been a "pretty unbroken series" of tax
concessi ons. He said that every time the industry has brought
forward a particular instance in which a tax concession was
needed, the |egislature responded.

2:47:33 PM

MR. KONRAD responded that the gas pipeline is a large, risky
project and that stability and risk reduction is inportant to
t hat project.

REPRESENTATI VE CROFT noted that the |egislature has been able to
establish a tax structure which is responsible as well as to
gi ve concessions where they're needed over the last 30 years,
and he believes that the legislature will be able to do so [in
the future].

2:48: 31 PM

REPRESENTATI VE SEATON, in regard to HB 488 pertaining to oil and
gas, nmentioned that he was presumng that the tax structure for
ANS pipeline gas would be negotiated at a different tine. He
remar ked that what he's hearing from BP is that even though the

base tax rate of oil is 12.5 percent and the base tax rate of
gas is 10 percent, in rolling gas into the PPT bill, the
consideration isn't on current production of gas, rather on the
future [production of gas]. He questioned whether BP is going

to analyze PPT as it applies to gas production and whether it's
beneficial, other than in the case of a potential pipeline.

MR. KONRAD answered that today BP plans to focus entirely on oil
and added that it expects to begin debate when the fiscal
contract is released in 2-3 weeks.

2:50: 13 PM
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REPRESENTATI VE SEATON explained that his problem with the bil
is that there is a tax on both oil and gas and no one is
di scussing the ramfications of PPT on gas in Al aska. He
expressed his concern regarding rolling gas into HB 488 w thout
any known analysis to the commttee of what the effect on the
current gas industry would be. He noted that ELF for gas is
different than ELF for oil.

COCHAIR SAMJELS interjected that Representative Seaton's
guestion woul d be nore appropriate for DOR

2:51:54 PM

CO CHAIR SAMUELS nentioned that BP only produces gas on the
Nort h Sl ope.

MR. KONRAD confirnmed that BP only produces gas on the North
Sl ope.

REPRESENTATI VE SEATON asked whether BP cares that current gas is
in HB 488.

MR. KONRAD said BP does care that current gas is in HB 488.

REPRESENTATI VE SEATON surnised that BP is only interested in gas
in relation to a future contract, not in the current gas
pr oducti on.

MR. KONRAD corrected that BP is interested in all of it because
of the commobn goal

CO CHAI R SAMUJELS added that BP's gas tax structure will be in a
contract.

MR. KONRAD further added that it's also inportant that the
i ndustry be successful because BP is designing a project that's
dependent on a third of its throughput from gas that hasn't yet
been found and devel oped.

2:53: 25 PM
REPRESENTATI VE ROKEBERG nentioned that as a nmenber of the
Anchor age business community in the 1960s and 1970s, there was

significant discussion regarding the Jlack of stability of
petrol eum taxes at that tine. He added that other factors
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i ncl uded: stop and start, ability to nove forward on TAPS,
typical oil patch problens, and volatility of prices.

2:55: 09 PM

CO CHAIR SAMUELS requested that M. Konrad state BP's position
on the connectivity between [HB 488] and the gas contract,
realizing that the legislature could pass [HB 488] and vote no
on connectivity. The legislature could also pass [HB 488], vote
yes on connectivity, and no on the gas pipeline contract because
it doesn't like that particular contract.

2:56: 37 PM

MR. KONRAD inforned the conmmttee that BP supports full review
of anyt hi ng related to the fiscal contract by the
admnistration, full legislature, the people of Al aska, and the
court systens. He remarked that has nothing to do with fiscal
stability, rather being conpetitive and attracting investnent
for 40 nore years. Because this is a large, quite risky, and

low return investment, BP is trying to reduce the risks and
fiscal stability of its paynents is inportant in allowing the
proj ect to advance.

REPRESENTATI VE CRAWFORD inquired as to how HB 488 w |l affect
gas.

CO CHAI R SAMJELS asked BP's view if there isn't a gasline.
2:59:49 PM

MR. KONRAD, in response to Representative Crawford, infornmed the
commttee that BP doesn't have gas in Cook Inlet or Nenana.

CO CHAIR SAMJELS asked what BP's view would be on the |anguage
on gas in HB488 if a liquified natural gas (LNG Iline or third
party pipeline were proposed.

MR. KONRAD said BP hasn't | ooked at it through that |ens.

3:01:32 PM

ANGUS WALKER, Commercial Vice President, BP Al aska, noted that
BP only has |eases on the North Slope and in the Beaufort Sea.
He referred to slide 1, a profile of historical production from

1977 through 2005. The North Slope has produced over 15 billion
barrels of oil to date, and while BP | ooks back with envy at the
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days of peak production, it is clear that the business today is
very different than it was 20 years ago. He stated that to
date, BP has invested $24 billion to create the Al aska business
exi sting today. BP has paid over $32 billion of tax to the
State of Alaska and $24 billion of tax to the federa
gover nnment . In total, BP estimates that the North Slope
partici pants have generated $120 billion in taxes for the State
of Alaska and the federal governnment since first production in
1977. In addition, as an industry, nore than 34,000 jobs are
generated in Al aska every year.

3:05:43 PM

REPRESENTATI VE BERKOWN TZ inquired as to how nuch profit BP has
made during that time period.

MR. WALKER responded that he doesn't have that nunber [with
him, but would be able to nake it avail abl e.

3: 06: 05 PM

MR. WALKER continued that the harsh reality is that since
production peaked in 1988, production has declined at an average
of 6 percent. He noted that natural decline of these fields is
around 15 percent. The industry has nmanaged to stem decline to,
on average, 6 percent over the last ten years by investing $1-
$1.5 billion per year in the North Slope [oil and gas] business.
He stated that ELF has worked as intended. Many of the smaller
fields on the North Slope would not have been devel oped w thout
ELF. Wiile not all of this production pays production tax, it

all pays property tax and royalty and state incone tax. He
remar ked that ELF has and continues to encourage investnent in
these small or less productive fields, and has played a
significant role in stemming overall North Slope decline.

However, BP recognizes that ELF was designed as a surrogate for
profitability and while it has been effective, it is not perfect
in today's price environment. It is for that reason that BP is
supportive of adopting the PPT structure proposed by the
adm ni strati on.

3:07:43 PM

MR. WALKER rel ayed that one of the nobst inportant issues for the
commttee to consider is the inpact PPT will have on the decline
of the Alaska North Sl ope. He referred to slide 2 from Roger
Mar ks' presentation |ast week. He explained that it shows two
forecasts of future production - the |lower blue forecast
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represents a future wthout gas and the upper pink line
represents a future where the oil business is revitalized by
gas. In response to Representative Croft, he clarified that the
blue line is without a gas |ine.

CO- CHAIR SAMJELS added that doesn't include the barrels of oil
equi valent (BCE), just the excess oil stimulated through gas
expl oration and devel opnent.

MR. WALKER confirned that Co-Chair Sanmuels was correct and added
that he is referring to oil only.

3:09: 07 PM

MR, WALKER, in regard to what it wll take to keep the oil
busi ness healthy, said the sinple answer is to stem decline. He
expl ained that the black line on slide 3 displays the history of
North Sl ope production and the colored lines |ook forward to the
future. Wth no investnent, the natural decline of the fields
would be the lower red line and within 10 years, the business
woul d be gone. In response to Representative Croft, he further
expl ained that the slide represents the North Slope in totality.
The production is gross production on the North Slope and the
i nvestnments are gross investnents by industry.

3:11: 24 PM

MR. WALKER nentioned that the green |ine assunes that [the
industry] carries on investing at the rate it is currently
investing, which is $1-$1.5 billion per year and the decline
continues along the same historic trend. [ The industry] has
declined at an average of 6 percent per year for the last 15
years. He added that there's no reason to believe that woul dn't
be the sane story in the future with the sane investnent into

the industry. In that scenario, the industry has a life out to
2025, which he noted is not |ong enough to support a gas
pipeline project. In order to support the gas pipeline project,

he said that the oil business needs to be healthy and the life
of the oil business has to be extended for as long as possible -
at least wuntil 2050. The oil industry would need to stem
decline of the North Slope to an average of 3 percent per year,
which BP estimates would require $2-$3 billion of capital - or
twice the capital that's currently being invested. In response
to Representative Quttenberg, he clarified that the assunption
in the case of the red line/zero investnent line is that there
are no new oil fields; in the case of the 3 and 6 percent
decline lines, wth higher investnents, that oil wll either
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come from the existing fields, or it my cone from new oi
fields.

3:13: 47 PM

MR. WALKER relayed that BP shares the challenge of keeping
Al aska conpetitive and believes that Al aska's part 1is to
mai ntain stability and keep it attractive to investors, while
the industry's part is to provide technol ogy, innovation, and
i nvest nment . In BP's opinion, the tax regine the |egislature
approves will directly inpact how attractive Al aska is and what
the future decline will be. He opined that it's in the interest
of all that Al aska focus on growing the pie, rather than taking
an increasing share of a declining pie. In response to the
guestion, where wll the industry find all this oil to stem
decline, he said Alaska has a huge resource base. To date, BP
has produced 15 billion barrels, but there are 17.5 billion
barrels remaining that it's aware of. The renmaining 14 billion
barrel s consist of: 3.5 billion barrels of light oil in the
existing reservoirs, 1 billion barrels of viscous oil which BP
has started to produce, 3 billion barrels of heavy oil lying in
shal l ow formations below the permafrost, and 6 billion barrels
of gas which BP is working "so hard" to get to narket.

3:15:34 PM

CO CHAIR SAMUJELS added that currently in the bill, there isn't
an exclusion or extra tax credit for heavy oil. He expl ai ned
that in Alaska, there is a nethod for royalty reduction
negotiations. He said that instead of tal king about a different
tax/ cost recovery nethod for heavy oil, where there already is a

royalty reduction, and realizing that the chances of making a
profit are smaller, the State of Alaska wants to incentivize
that through a royalty reduction, rather than going through the
battle of cost-shifting back and forth and a constant fight
between the industry and the State of Al aska. He asked, "Do you
think that's a realistic "big picture" view of how [the State of
Al aska] could incentivize the heavy oil devel opnent through
royalty reduction, rather than cost recovery?"

3:17:12 PM

MR. WALKER responded that BP considered very |long and hard about
whet her there should be a separate credit for viscous heavy oil
versus conventional activity, and it recommended very strongly
to the adm nistration that that be the case. He opined that al

of the work of the analysts has shown that heavy and viscous
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oils are very difficult to produce and need extra help. Havi ng
different levels of credit would work because it has very
capabl e processes in place for tracking where it spends capital.
In regard to royalty relief, he stated that many countries are
introducing either royalty abolition or royalty reduction where

they want to stinulate activity on an enduring basis. As a
result, investors can make l|arge investnents, knowi ng what the
rules are for the future. He said, "Absolutely, if you could

find a way of changing royalty and nmake that enduring, then it
woul d be a very effective thing to do."

3:18: 42 PM

MR. WALKER continued that the scale of this known resource
greatly exceeds that expected from future exploration. Fut ure
di scoveries are expected to be of the order of 50-150 mllion
barrels. He noted that it's not to say that exploration should
stop, rather exploration to stem the decline of the North Sl ope

can't be relied wupon. Wile BP isn't exploring in the
conventional sense, it is adding barrels. BP is not only
| ooking to develop its share of the 1.75 billion barrels, but
it's also looking to make it even bigger. Every time BP
i ncreases the recovery efficiency by just 1 percent, it accesses
an additional 600 mllion barrels. He noted that every 1

percent is equivalent to another Al pine.
3:19: 50 PM

REPRESENTATI VE CROFT asked what M. Wal ker neant when he said
that BP is not exploring in the traditional sense.

MR. WALKER answered that BP is exploring in the sense that it's
spending large anounts of its capital applying innovative
technologies wthin the boundaries of the field which it

currently operates. He added that sonme of these technol ogies
are risky. For exanple, the $100 mllion BP is going to spend
at Endicott on its innovative EOR program If it works, BP

could apply that across the whole of the North Sl ope.

REPRESENTATI VE CROFT stated that a tax reginme has a particul ar
effect on the |level of investnent. Expanding the exploration in
the summer or a reduction in the TAPS tariff would have as nuch
i npact, particularly those two conbined, as a change in the tax
structure. He said tax structure isn't the only thing that
moves the legislature along those lines - there's significant
things that the legislature can do in terns of regulations or in
terns of the cost of bringing the oil to market.
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3:21:59 PM

MR. WALKER renarked that at the end of the day, BP needs to get
nore barrels through the pipeline and whatever it can do to do
so hel ps. Sonme of that is going to cone from exploration, but
the United States Geological Survey (USGS), on every resource
assessnent that BP has seen, says that it doesn't have the big
exploration prospects or fields left to be found in Al aska.
Therefore, the explorers will be finding things, and BP hopes
they find things because it wants them to fill up TAPS. He
added that BP wants them to keep as nuch oil going through the
system as possi bl e. He further added that the harsh reality is
that BP can't rely on exploration, but it wll help.

REPRESENTATI VE CROFT inquired as to whether reducing the TAPS
tariff would help fill the [pipe]line.

MR. WALKER said the TAPS tariff is set by the tax settlenent
met hodol ogy (TSM and reflects the costs of running TAPS.

REPRESENTATI VE CROFT asked whether a reduction would help spur
i nnovati on.

MR. WALKER surmised that it would, theoretically, if that was
t he appropriate thing to do.

3:23: 09 PM

REPRESENTATI VE GARA stated that M. Wlker talked about the
possibility of a different tax on heavy oil than regular oil and
the way the proposal is currently structured, it's the sanme tax
regardl ess of whether the oil is heavy or 1light. He asked,
"What woul d you say about a system that taxed conventional oil a
little bit higher than is being proposed, but then had a
special, lower tax for harder to develop fields and heavy oil ?"

MR. WALKER acknowl edged that there are many other structures
that could be thought of and BP is open to consider those.

REPRESENTATI VE GARA nentioned that he's heard generalizations
regarding the price of oil which is necessary to nake heavy oil
commercially viable. Acknow edging that it's different from
field to field, he requested a "general thunbnail” of the price
at which BP believes that heavy oil production on the North
Sl ope woul d be profitable.
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MR. WALKER responded that it's very different from field to
field. He surm sed that Pedro van Meurs' analysis showed that
the point at which one can neke heavy oil economc is
significantly higher than it is for conventional oil because of
t he course and flow rates invol ved.

3:25:04 PM

CO- CHAIR SAMJELS asked what BP thought would be the nost
efficient way, if it was cost neutral, to avoid the litigation
and the constant conflict between the State of Alaska and
industry, if the legislature wanted to incentivize heavy oil.

MR. WALKER answered sonething that is clear and durable. The
abolition of royalty would be clear, durable, and easy to
adm nister. As soon as conplexities are introduced, the systens
have to be designed to match. He opined that systens can be
managed where costs for different fields are being tracked in
order that the credit system BP proposed would be the next
easiest thing to admnister, and the final conplexity would be

having different tax rates for different fields. He clarified
the order - royalty abolition, then differential credits, then
different tax rates. He acknow edged the inportance of

sonmet hing that genuinely stinmulates investnent.
3:26:56 PM

REPRESENTATI VE  ROKEBERG opined that it's time for t he
| egislature to negotiate with the producers. He expressed his
interest in a proposal that would increase the tax rate as a
matter of progressivity on the high side, and to raise tax
incentives for viscous oil, heavy oil, and frontier exploration.
He asked, "Could we not balance that by keeping within the sane
structure?" He added that therefore, there's a |inkage between
any tax increase with a credit increase outside the realm of
royalty reduction because those wouldn't be in the same specific
area of taxation. He further asked, "Should we balance it
within this bill?"

3:28:30 PM

MR. WALKER replied that there are many levers in [HB 488] and
the governor's proposal sets all of the levers in a certain
pl ace. He nmentioned that it's inportant that it's bal anced and
there is an enduring tax system that is able to offer the
appropriate conpensation for those who take a risk by investing
in the industry.
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3:29:26 PM

REPRESENTATI VE CRAWCORD, in regard to enduring, attenpted to
clarify whether M. Walker is referring to the ceiling and not
the fl oor on taxes.

MR. WALKER said that it's within [the |legislature' s] purview to
offer incentives to stinulate any particular activity.

3:30: 08 PM

MR. WALKER inforned the comrittee that to develop the 14 billion
barrels that BP knows about would require well in excess of $100
billion. He noted that kind of investnent can only cone from
the major oil conpanies of the world. He said:

It thus nystifies us why so much of the testinony
given to this commttee by Pedro van Meurs focused on
the inmpact of PPT on new entrants when the future of
the North Slope is dependent on naking Al aska
attractive to mgjor oil conpanies.

MR. WALKER concluded that this is the reality of the industry,
the 6 percent decline, and the large capital investnents that
the industry is going to have to make to stemthat decline.

3:31:18 PM

REPRESENTATI VE GATTO, in response to $100 billion to [devel op]
14 billion barrels, surmsed that the first barrel would be a
| ot cheaper than the last barrel, and that BP has no intention
of getting the very last barrel, which he said could easily cost
$1 mllion. He asked, "In your estimate of that 14 billion
remai ni ng, how nuch is a reasonable anount to get out before you
just give up?"

3:31:48 PM

MR- WALKER clarified that the $100 mllion is a "headline"
nunber . He said BP doesn't know what it will take and whether
it's even possible to produce sone of that oil. Wth a 3
percent decline to 2050, BP would produce 7.5 billion barrels of
the 17.5 [billion barrels] left.

REPRESENTATI VE GATTO renarked that the other oil, not classified
as heavy, but solid, that exists on top isS an enornous resource.
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He asked, "lIs there anything that you have/that anyone has even
suggested as a way to tap into that, prior to the tinme when you
sinply exhausted your presence in Prudhoe Bay?"

3:33: 06 PM

MR. WALKER acknow edged that is a huge challenge to devel op that
very heavy, solid oil. He noted that BP has a team of people
wor king collaboratively across the industry. [ The team is

|l ooking at all of the technologies that have been applied in
Venezuel a and Canada. He added that over the next 10 years, BP
is going to conduct a series of pilots on the North Slope in
order to test which technology is appropriate for the North
Slope for inplenmentation in an Arctic environnment and the Kkinds
of reservoirs in Al aska. After that period of trials, BP hopes
to have identified the technology and the way it can apply it to
exploit that resource base. He noted that's a huge resource
base - 20 billion barrels in place. At the nonment, BP is
assuming up to 15 percent recovery. If one is able to get 25
percent of it, that would be an extra 2 billion barrels.

3:34:11 PM

REPRESENTATI VE GARA stated that over the last few years,
according to State of Al aska projections, as oil has gone from
$20 per barrel to $60 per barrel, profits have increased six
fold on the North Slope from approximately $1 billion to $7
billion this year. That hasn't affected the mmjor producers’
investnment decisions in a simlar way - investnents haven't
i ncreased as much as profits have. He asked, "Wat can you tel
us about why they're giving you $73 nmillion tax-free under this
proposed bill, and whether that $73 mllion in profit that we
give you tax-free wll lead to increased investnent given the
track record?"

MR. WALKER said that the $73 million has not been put in HB 488

for [BP's] benefit. He said, "W don't like it." He elaborated
that the $73 mllion provision creates an uneven playing field
for the increnmental investnents that BP nmakes versus the

i ncrenental investnents that a small conmpany woul d nake.

REPRESENTATI VE GARA said that the additional noney BP has
received in the past few years hasn't increased its investnent
substantial ly. He asked whether he is reasonable in assum ng
that offering $73 mllion tax-free in profit won't lead to a
substantial increase in investnent.
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MR. WALKER infornmed the commttee that the inclusion of the $73

mllion will nake no difference to BP's investnments in Al aska
He added that the structure of the tax, the ultimate structure
of the fiscal regine, will make a difference in its investnents

and the industry as a whol e.
3:36: 53 PM

REPRESENTATI VE BERKOW TZ nentioned his assunption that BP has
conducted an analysis as to the optiml incentive. He asked

"If taxes decreased to zero, would you be able to tell ne that
all kinds of devel opnent woul d happen in Al aska?" He said, "O
if the taxes increased to 100 percent, |I'm sure you' d say
everything would stop and there's a continuum along these." He
expressed his curiosity in regard to what that continuum
resenbles for BP

MR. WALKER responded that it's too difficult because BP is
unable inform [the legislature] as to the correct structure -
where the tipping point is when BP gets exactly the correct
bal ance between industry take and state take to stinmulate the
future that BP desires. He added that large increases in taxes
won't attract large increases in investnent in Al aska.

REPRESENTATI VE BERKOWN TZ inquired as to whether it would be |ess
true if they are masked with large increases in tax incentives
for investnent/exploration devel opnent.

MR. WALKER replied that BP | ooks at the package as a whole - the
increase in tax wth the benefit that it wuld get for

i nvesti ng. He noted that BP is currently investing between
$600-$700 million per year, and $450 nmillion of that is in the
upstream thus it would benefit from this credit. He rel ayed

that BP takes that into account when it calculates its tax.

REPRESENTATI VE BERKOW TZ expressed his frustration regarding the
lack of information provided for the |egislature. He rel ayed
that the |egislature doesn't know whether a 15, 20, 25, 30, or
50 percent tax incentive nakes a difference.

MR. WALKER responded that BP doesn't know what the bal ance point
iS. He nmentioned that the core principle is that if taxes are
increased, there wll be a reduction in investnent because
Al aska will be | ess conpetitive.

3:40: 07 PM
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REPRESENTATI VE BERKOW TZ, in regard to the percent of market

val ue, described the "nmother of all nodels,” which is a
conbination of probability and outcone determ nation. He
relayed that it seenms to him that when the legislature is
di scussing billions of dollars, that sonewhere soneone has run

that kind of nodeling. He expressed his skepticismin regard to
that kind of nodeling not being nade available to the
| egi sl ature, which nmakes him question a |lot of the assunptions
that are being put forward.

MR. WALKER relayed that BP is able to nodel the inpact on its
business with certain devel opnment scenari os. He referred to
DOR s production curves, in which it has nodeled four different
cases for different outcones, depending on the anount of
resource that's devel oped. He added that BP can't predict the
link between the fiscal regine, the resource, and the investnent
made, but there's definitely alink - it's cause-and-effect.

3:41:45 PM

REPRESENTATI VE BERKOWN TZ, in regard to investnment decisions,
coommented that the paraneters seem to revolve around nmarket
conditions, cost of extraction, and the fiscal regine. The
focus that the legislature has had in the hearings thus far has
solely been on the fiscal conponent of it. He said that the
cost conponent of extracting Al aska's resource will decrease in
part because the TAPS settlenent is going to be restructured
shortly. He noted that there is also a significant change in
the market - there's no |onger highs of $30 [per barrel], rather
| ows of $30 [per barrel] are being projected. He opined that in
that new regine, there should be a greater inpact on investnent
deci sions and whatever "tinkering" around the |egislature m ght
do with the tax rates on the margin in the severance tax. He
expressed his wish that there'd be nore attention paid to that
conponent of BP's investnent decisions, rather than solely
making it seem as if the legislature "tinkers" with 5 or 10
percent on the severance tax.

MR. WALKER corrected that the legislature isn't "tinkering" with
it, rather doubling it, and even tripling it if BP were not to
i nvest. It's a significant increase in tax and the burden on
the industry. He reiterated that he is unable to inform the
committee as to what the link is between the increase in tax and
BP"s investnment, or the tax reduction and what it does to the
i nvestnment, but assured the commttee that there's a |ink.

3:43: 43 PM
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CO CHAIR SAMJELS commented that M. Walker is correct in saying
that the legislature is considering, depending on what the
effective tax rate is, doubling or tripling it, depending on the
i nvestnment | evel. He clarified that the total governnent take
is not being doubled or tripled, it's 5-10 percent and the
| egislature is only tweaki ng one conponent.

3:44: 57 PM

CO CHAI R RAMRAS asked what the severance tax rate is that BP
pays when it aggregates its Al aska oil fields.

MR. WALKER answered that it's currently 5.5 percent. He noted
that wunder the 20/20 provision, it would increase to 13.2
per cent . |f BP chose not to invest capital in that year, then
it would be 17 percent.

CO CHAI R RAMRAS further asked, "If you chose not to invest any
capital, why wouldn't it be 20 percent?"

MR. WALKER answer ed because BP receives deductions for operating
expenses.

3:46: 11 PM

REPRESENTATI VE BERKOW TZ remarked that the operating expenses
are currently deductible under the corporate incone tax. The
deducti ble under the federal incone tax is the basis for BP's
state corporate income tax, and then there's another subsequent
opportunity to deduct the operating expenses again.

MR. WLLIAMS explained that it's a different tax. BP deducts

its expenses for state inconme tax and federal incone tax
purposes - two different taxes. If one is taxing a net incone
or profit, then in order to calculate that, one has to |ook at
what the expenses are. He remarked that if as a phil osophica

matter, that's unacceptable, this structure isn't a good one to
be pursuing. He added that it's a function of the structure of
the proposal before the commttee - it's on net value, not on
gross value. The ELF was the gross value approach in attenpt to
deal with rising costs over tine. The PPT structure attenpts to
deal with rising costs directly by subtracting them out. He
noted that it's the standard of mneasure that the legislature
chooses to use on which its going to levy the tax.

3:47: 40 PM
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MR. WALKER, in response to Representative Seaton, explained that
the pink on slide 5 is the assunption that once a gas pipeline
is built, BP will want to fill its capacity in it. He added
that is yet to find gas. He noted that slide 5, "A 50 year
vision," is the graphic BP uses when it describes its vision for
its business in Al aska. It displays BP's net production from
the Al aska North Slope from 1977 to what it hopes it will be out
to 2050. He said that the future will be very different than
the past with three businesses - light oil, viscous/heavy oil
and gas - built on top of each other, all of which nust be
healthy. He noted that in the past, there was only one business
- the light oil business.

3:49: 55 PM

CO- CHAIR RAMRAS requested that M. Walker explain how the
transition provision is strategic in this 50-year vision.

MR. WALKER responded that the transition provisions in the PPT

bill aren't strategic over a vision for 50 years. The
transition provisions are a recognition of the very significant
increase in tax that the PPT bill represents, and a conpensation

for the fact that BP had made sone very |arge investnents.

CO- CHAIR RAMRAS inquired as to whether M. Wl ker would be able
to quantify how much that was over the |ast five years.

MR. WALKER replied that over the last five years, BP has spent
$3.5 billion, $2.4 billion of which was in the upstream busi ness
and therefore, would carry forward from the transition
provi sions which are in the bill.

3:51: 21 PM

REPRESENTATI VE BERKOW TZ, in regard to the $2.4 billion,
guesti oned whether any of it has been acconmpbdated under the ELF
structure. He noted that sone of that $2.4 billion is five
years old and has had five years of benefiting from ELF. He
opi ned that there should be sone "l addering".

MR. WALKER clarified that the five years is a recognition of the
significance of the tax increase and with BP having nmade nmjor
investnments, it softens the "blow' of it. He noted that it's
part of the package which was negotiated with the governor
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REPRESENTATI VE GARA commented that it's his position that in the
past five years, BP has benefited financially from [the
| egi sl ature's] decision to under-tax its oil. He suggested that
M. Wl ker explain how [the five years] isn't a second benefit.

MR. WALKER inforned the commttee that BP doesn't nmake any
profit at low [oil] prices. At $20 [per barrel], BP makes zero
profit. BP is in Alaska because in the "good years" it makes a
decent profit. He relayed that BP has to have a few "good
years" to conpensate for the "l ean years."

3:53:51 PM

REPRESENTATI VE CROFT described his conception that 1in the
decline of nmajor oil fields, independents become nore inportant.
He asked, "Wy am | m staken about that for Prudhoe Bay?" He
opined that the paradigm should be one in which the nmgjor
conpani es hand off their big finds in order that the independent
conpani es exploit it.

3:54:41 PM

MR. WALKER acknow edged Al aska's huge resource base, which is
yet to be exploited. BP's conviction that Al aska needs major
oil conpanies is due to the scale of the investnents and the
technol ogi cal challenge, in order to fully exploit the resource
base. He added that it's not to say that the independent/snal

conpanies are not inportant. They have a real role to play and
will do things which BP won't focus on - I|ike exploring for
these small [oil] fields which are yet to be discovered. In
further response to Representative Croft, he relayed that BP is
on the verge of sone mjor investnents. He said, "You could
al nost say the basin is going to recreate itself on the back of
viscous oil and gas." He noted that the normal |life cycle of a

basin is not "playing out” on the North Sl ope.

3:56:18 PM

MR. WALKER nentioned that once the [gas] pipeline is built, it
will be BP's intention to keep its share of the pipe full. He
clarified that the shaded portion of slide 5 represents the gas
it would take to fill up the pipeline.

REPRESENTATI VE LEDOUX, in regard BP not making a profit at $20
per barrel, asked if [HB 488] was in effect, at $20 per barrel
whet her the State of Al aska would receive any revenue.
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MR. WALKER replied that under the current system at low [oil
prices] BP still pays royalty, corporate inconme, property, and
production taxes. Therefore, at low [o0il] prices, BP still pays
considerable revenues to the State of Alaska and the federal
governnent, regardless of whether it is making a profit.

REPRESENTATI VE LEDQUX asked, "Wat about wunder this new PPT at
$20 per barrel ?"

MR WALKER answered that at $20 per barrel, BP would nake a
smal|l profit. The nature of that change is that at |ow prices,
the State of Al aska receives slightly less and BP makes a snall
profit, estimated to be approximately 5 percent of the total
t ake. Wien the legislature nmoves from $20 per barrel at the
status quo to the PPT, BP will actually nake a small profit.

REPRESENTATI VE LEDOUX asked, "At $20 per barrel, is the State of
Al aska better off under the current system or better off under
this new PPT?"

MR. WALKER responded that at $20 per barrel, the State of Al aska
woul d get nore revenue under the current system He surm sed
that a well-constructed profit-based tax would be better for the
State of Alaska in the long term to stinulate investnent and
activity.

3:58:45 PM

REPRESENTATI VE SEATON comrented that BP' s graph displayed 25/50
as the crossover point at which the State of Alaska is taking
nore on the production tax side under ELF than it would under
PPT. He continued that if the legislature remained at DOR s
long-tinme projection and with the 5-year clawback provision, the
State of Alaska would not only be receiving |ess [noney], but
woul d actually be paying $170 million per year in tax credits.

3:59:45 PM

CO CHAIR RAMRAS explained that BP isn't allowed to receive the
credit when the price of oil falls bel ow $40 per barrel.

MR WALKER confirnmed that Co-Chair Ranras is correct. The

transition credit wouldn't be available until the price of oil
was above [$40 per barrel].
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REPRESENTATI VE GATTO inquired as to whether the clawback
provision is elimnated if the price of oil remmins above $40
per barrel for the next five years.

MR. WALKER explained that the bill is structure in a way such
that if the price of oil is above $40 per barrel, on average
through the vyear, then BP wll receive the benefit of the
transition credit. |If the price of oil is below $40 per barrel

then that credit rolls forward to a future year in which the
price of oil is high.

CO CHAI R RAMRAS suggested that BP "rethink it" and added that it
reads poorly.

4:01:11 PM

MR. WALKER responded that it was a result of a negotiated
outcone. BP's early proposals to the admnistration didn't have
any transitions provisions in them because the headline tax rate
was nore reasonable - 12.5 percent. He continued that BP faces
enornmous challenges in creating this future, and attractive and
stable fiscal terns are key in making this happen; wthout it
BP's vision will not cone true.

4:01: 56 PM

RAYMOND HALL, Senior Tax Econom st, BP G oup, opined that when
fiscal reginmes are being conpared, it's inportant to focus on
the basin in context. For exanple, how mature the basin is, the
cost structure that prevails in the basin, what the geology
| ooks |ike, how big and risky the prospects are, whether there's
infrastructure in the basin, and how close it is to markets. He
remarked that as a general rule, one can meke the observation
that a high tax burden wll generally equate to |ower investnent
| evel s and conversely, a lower tax rate will generally equate to
hi gher investnent |evels. He relayed that BP is |looking to see
whether the reginme is equitable for both the investors and the

gover nnment . BP is also looking to see whether the regine is
sinple to wunderstand and adm nister. He noted that nost
countries don't score very well on the sinplicity criteria. He
said that Alaska has a fairly conplex "cocktail of taxes."

Renoving ELF and replacing it with the proposed PPT is a nove in
the general direction of inproved sinplicity.

4:07: 04 PM
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CO CHAIR SAMIJELS, in regard to the allocation of overhead and
cost recovery, asked, "Do you think that we invite a l|ot of
l[itigation down the road?" He further asked, "How do you
mtigate that wunder the context of you want the plan to be
si npl e and under st andabl e?"

4:07:44 PM

MR. WLLIAVS replied that one of the things that mtigates it is
that the wheel has already been invented in this area. BP is
t he operator of Prudhoe Bay and incurs expenditures on behal f of
itself and its partners operating the unit. BP bills those out
to its partners and doesn't have a license fromits partners to
spend their noney. Things |ike that don't show up in those
joint venture billings to BP' s partners. There's a set of
accounting rules which have been agreed upon for the Prudhoe Bay
operating unit regarding what goes in and out. He said this

legislation allows flexibility for DOR to exam ne those rul es.

CO- CHAIR SAMUELS inquired as to whether the State of Al aska
woul d be able to access those audits.

MR. WLLIAMS explained that the legislation grants [DOR] the
authority to ensure that the audit systemis as it's represented
anong the partners, and also is working as it's intended. The
[DOR] also has the authority to deal with situations in which
there may be partners, but they' re not substantial enough for it
to be in their economc interest to incur the cost of an audit.

4:11: 43 PM

CO CHAIR SAMUELS relayed that he's been approached by sone who
want to have nobre in statute and sone who want to have nobre in
regul ati on. He asked, "Wiat would be your view as far as the
rules on cost and overhead all ocati on?"

MR WLLIAMS inforned the comrittee that there are operating

agreenents. He nentioned that there's also the Council of
Petrol eum Accountants Societies (COPAS), which is a set of
accounting principles for billing between partners.

4:13: 00 PM

CO CHAI R SAMJELS expressed his concern regarding the possibility
of COPAS in statute, and if/when the [principles] are changed,
[the |l egislature] would have to return to the process yet again.
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MR. WLLIAMS relayed that the objective is as much certainty as
possible in order that the tax functions as the State of Al aska
expects, and the industry is aware of what it owes and is able
to calculate it correctly. He remarked that the problem with
being sinple is that this is a tax of general application. He
noted that this is aimng to attract new [investors] to Al aska.

REPRESENTATI VE BERKOWN TZ nentioned that [the [|egislature]
i medi ately assuned that it had to go in a PPT direction. He
further nmentioned that he hasn't heard nuch discussion as to
whether that's the only course the legislature could take, or
whet her there are better courses. He asked, "Do increases in
the corporate inconme tax nmake sense? Are there other options?"

4:16: 01 PM

MR. WALKER responded that there are a nunber of different
options that [the legislature] could look at in terms of
changing [the State of Al aska's] fiscal regine. He opi ned that
the key issue is how to stinmulate investnment on Alaska's North
Slope to mitigate the historical decline. He added that PPT,
with the structure that was presented by the adm nistration,
could work very well for Alaska over the long term granted [the
| egi slature] "gets the nunbers right." He said, "It's a well-
considered proposal, it's a well-considered structure and we
believe it would work, provided that the nunbers are right."

REPRESENTATI VE GARA nentioned that BP has chosen to conpare [the
State of Alaskal] to one regine that taxes at a higher rate,
Norway, and four reginmes that tax at a lower rate. He rel ayed
hi s understandi ng that nost places wth substantial reserves of
oil have a 60 percent or higher tax rate. He asked for exanples
of "bigger oil-producing places” which have a higher than 60
percent rate. He further asked, "Can you tell us why you' ve
chosen not to conpare Al aska to the places with higher taxes?"

4:18:16 PM

MR. HALL explained that his presentation is based on conparing
tax and royalty regines in which the basin is at a simlar stage
in its life cycle. He note that Alaska started out in the
1970s, simlar to Norway and the U K To that extent, [ Norway
and the U K] are conparable and all three of these basins have

already entered a decline, a mature phase. He further noted
t hat a production-sharing contract regine has different
dynami cs. For exanple, the overall level of take is quite | ow,

and a lot lower than Alaska. Conversely, at high [oil] prices,
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the take may well be higher. He nmentioned other factors
i ncluding the cost structure and the size of the resource.

4:19:42 PM

MR. WALKER added that BP was conscious of Pedro van Meurs'
report as he chose Norway and the UK as the two boundary
conditions for his analysis. He opined that it's appropriate
that BP focuses on the sane regines.

REPRESENTATI VE GARA expressed his concern regardi ng comnparisons
being nmade to places in which the taxes are lower and not to
places in which the taxes are higher. He opined that it's
creating the inpression that [the legislature] is adopting a
very high tax, rather than adopting a very low tax in conparison
to many other places [the conmttee] is not discussing.

MR. WALKER replied that it's certainly BP's opinion that [the
| egislature] is adopting a high tax for the resources on the
Al aska North Sl ope.

4:21:06 PM

MR. HALL discussed the principles of a fiscal reginme designed
for profit, in which the preference is to see taxes levied on
profits, rather than on revenues. He mentioned the changes BP
has seen in a nunber of mature basins, in which taxing has noved
away from revenues/royalties to exclusively profits. He
remarked that conpetitive is probably the nost inportant
attribute. In designing a fiscal reginme, one nust ensure that
the regime reflects the realities of the basin including: cost
structure, level of maturity, what the exploration resenbles,
whet her one is able to nmake discoveries and whether they will be
small, whether it's high or low risk, whether it requires new
technology or whether it can be done wth conventional
t echnol ogy. Therefore, there's a whole range of factors that
need to be considered in assessing whether the basin is
conpetitive. He noted that there are hundreds of different

fiscal reginmes around the world and there is no one regine
that's best for all circunstances.

4:22:49 PM
MR. HALL explained a chart which ranks the leading oil and gas
producers around the world in 2004. The U S. is nunber two in

the world, while Norway is nunber six, and the U K is nunber
ni ne. Therefore, these are very inportant basins in terns of
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production of both oil and gas. He noted that the Lower 48 is
still a nassive producing province on a global basis. 1In regard
to the marginal tax rates which apply in these basins, he
informed the conmittee that there is a nmarginal tax rate of 45
percent in the Gulf of Mexico and 50 percent in the UK

4:24:45 PM

REPRESENTATI VE GARA expressed his understanding that in sonme of
these countries, the oil is privately owed and one pays an
additional portion to the private owner. He asked, "For the
countries where the oil is privately owned and you're making a
private paynent, is that included in the rate?"

MR, HALL replied that it's included in the rate, but there's
virtually no privately-owed petroleum in the U K or Norway.
He said that under the current ELF regine, Alaska's tax rate is
56 percent, and the proposed PPT would increase its tax rate to

61 percent. Norway's tax rate is 78 percent. He relayed that
the manner in which capital is treated and depreciation operates
al so needs to be considered. For exanple, in the UK, a
conpany receives 100 percent relief from its investnent as it
spends it. For a new project in the UK , a conpany won't pay
any tax until that project has achieved payback on the

investnment. He noted that Norway provides uplift of 30 percent.

REPRESENTATI VE BERKOW TZ expressed his understanding that
production rates in the U K and Norway are in decline, despite
these nmassive incentives for investnent. He opined that
incentives for large-scale projects are of mnimal wutility in
creating investnent.

MR. HALL relayed that in his experience, the sinplest way to
incentivize investnent is by neans of a low tax rate. He
coomented that a low headline tax rate predomnantly attracts
i nvest nent . He noted that there has been a trend in mature
basins away from taxes on revenues to taxes on profits. When
the U K started in the 1960s, there was a royalty with a rate
of 12.5 percent which applied to all production. That was
progressively abolished for new devel opnents in 1983 and for all
devel opnents in 2003. Simlarly in Norway, there was a royalty

rate ranging from 8 to 16 percent. That was abolished for new
devel opnents in 1986, on all gas production in 1992, and will be
phased out for all oil fields by the end of this year. He
mentioned that there are provisions to exenpt the Qulf of
Mexi co's production in deep water from royalty. It applies up

to the first 88 mllion barrels of cunul ative production.
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4:29:13 PM

REPRESENTATI VE = BERKOW TZ, referring to recent controversy
regarding short paynent of royalties in the Lower 48, asked
whet her that would affect these nunbers.

REPRESENTATI VE GARA asked, "Aren't these places that you're
conparing us to nmuch nore mature than Al aska is?"

MR. HALL contended that they'd straddle Al aska. He remarked
that Norway is probably significantly less mature than Al aska
and the UK 1is at an equivalent state of nmaturity. There is
still significant offshore exploration potential left in the
UK, on the order of 9 billion BOE. In Norway, the exploration
potential is significantly greater than that, on the order of 20
billion BOE. He noted that there are |arge parts of Norway that
are yet to be explored.

4:31:17 PM

MR. HALL, in regard to the U K production profile, explained
that there was an initial peak in the early 1980s, followed by

decline and a second peak in the 1990s. Governnment policy in
the U K has always been focused on trying to ensure that the
basin is self-sufficient - all the requirenents to consune oil

and gas are net by donestic consunption. The real challenge the
basin currently faces is that it's likely that the UK wll
beconme a nmmjor inporter of oil and gas in the years ahead. He
relayed that the overall direction of policy has been to
maxi m ze recovery and encourage exploration and as nmany players
into the basin as possible. He noted that the U K has 142
| i censees. The resource ownership is spread anongst a |arge
nunber of players.

4:33: 08 PM

MR. HALL stated that the U K has been very successful in
attracting exploration activity. During the md to late 1990s,
there were nore exploration and appraisal dollars spent in the
UK than virtually any other basin in the world. It has
subsequently fallen due in part to a tax increase in 2002. The
U K attracts a disproportionate anount of exploration activity
"on the back of" an attractive and appropriate fiscal regine.
He explained that there was a very significant fiscal reformin
1993, which reduced the marginal tax rate from an excessive 80
percent to 30 percent, enduring for approximately 10 years. For
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that 10-year period, the tax regime for oil and gas producers
was exactly the sane as the tax reginme for any other part of
British industry. He stated that this tax regine led to a
dramatic increase in investnent in the basin and production.

4:35:19 PM

CO CHAI R SAMUELS observed that the upper trend started earlier
and asked whether there were other factors invol ved.

MR. HALL responded that it's very difficult to say what the
evolution of the production would have been had the tax not
changed, but there's a great deal of anecdotal evidence fromthe
maj or producers and the new entrants that canme into the basin,
citing the tax change as the principle enabling factor | eading
to their dramatic increase in investnent in the basin.

4:37:00 PM
CO CHAIR SAMUELS asked whether the UK., in addition to
decreasing the tax rate, provided incentives in the five-year

peri od between 1989 and 1994.

MR. HALL responded that when this change occurred in 1993,

essentially all incentives were swept away for new investnent
and projects. It was the tax reginme that applied to any other
i ndustry.

CO CHAIR SAMJELS remarked that in PPT, [the legislature] is
examning the tradable tax credits. He noted that as the tax
rate dropped in the UK, it also had incentives.

4:38:22 PM

MR. HALL responded that for a new entrant in the basin in the
UK in the 1990s, there were no specific incentives that cane
along without investnment. There was sinply a very low tax rate
of 30 percent.

REPRESENTATI VE BERKOWN TZ inquired as to whether there was
anything else happening in the early 1990s that would have
af fected exploration and production.

MR. HALL responded that there was a continuous profile of

activity. He noted that there was the Piper Al pher disaster in
the North Sea in 1988, which led to a significant focus on
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safety. As a result, the focus on new devel opnents was dil uted
during that tine period.

4:39:33 PM

REPRESENTATI VE BERKOW TZ asked, "If you were to draw that |ine
backwards prior to 1985, would the slope of the line, aside from
that dip that happened as a result of the environnental
probl ens, would that be nore linear?" He surmsed that the dip
at that point was a deviation from where events woul d have gone
and that there was a factor that brought the production down.

MR. HALL replied that one very inportant factor is oil price

He said, "If we go back in real terns in 1980, the oil price was
significantly higher than it is now In real terns the price in
1980/ 1981 was about $90 in today's noney." He noted that there

was a catastrophic collapse in the oil price in 1986, falling to
$10 [per barrel] in nomnal ternms. That huge change in the oi
price, in the span of about 18 nonths, transfornmed the econom cs
overnight - there was a worldwde crisis in the industry. He
added that a lot of investnments which were previously econonc
when the oil price was $90 [per barrel], overnight, were no
| onger econom c.

4:41:17 PM

REPRESENTATI VE BERKOW TZ asked, "O the factors that led to the
increase in production, which would you weigh as nore
significant: the increase in market price or the reduction in
the tax rates?"

MR. HALL contended that it's conprehensively the reduction in
the tax rate.

REPRESENTATI VE GARA said he'd nuch rather have |ong, stable
production at a high tax rate than short-term production at a
low tax rate with nothing left in 20 years. He surmised that if
[the U K] kept the rate at 80 percent, production would have

increased slightly, remained level, and | asted nuch | onger. He
further surmised that [the U K. ] reduced [the marginal tax rate]
to 30 percent and produced all of its oil in a span of 15 years
and all of a sudden, it declined in 2005. He asked, "Is that a

possibility of what happened - you spent all of your oil because
you attracted it at a |low tax rate?"

MR. HALL disagreed. He explained that since the production
peaked, a lot of the major operators are finding that the fields
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in production, as they mature, are beginning to decline much
faster than anticipated. He noted that there was also a tax
increase in 2002, which led to a reduction in investnent, which
al so had an inpact on the subsequent evolution of production in
the basin. This is what happened to the governnent tax revenue
from the oil and gas industry over a simlar period. The tax
change occurred in 1993 and subsequently, the tax yield fromthe
basin increased. For exanple, in 2001, the overall tax yield in
the basin was five tinmes what it was in 1991, even though the
oil price was broadly the same in real terns. He further
explained that it's an exanple of a governnent cutting taxes and
tax rates and encouraging investnent and activity, which led to
hi gher production, which gave the governnment nore tax. He said
that this is a classic exanple of how cutting tax can benefit
all of the parties engaged in the industry.

4:45: 20 PM

MR. HALL contended that the differences between Norway and
Al aska are nmuch greater than the simlarities. Eleven of the 14
|argest fields in the North Sea are in Norway. These fields are
of very hi gh qual ity and have very good reservoir

characteristics. He noted that the Statfjord field has a
recovery factor of 70 percent. He further noted that Norway is
very close to the mmjor markets in Europe. Nor way's over al

production is still growi ng, although oil production has been
declining for the last 3-4 years. However, gas production is
still rising very dramatically. He surm sed that Norway's
production will continue to increase for another 3-4 years. He
noted that the state plays a very significant role in Norway
through its ownership of resources. The Norwegian state

directly owmns one third of the resources in existing fields.
There are two mmj or Norwegi an conmpani es, which have a very | arge
state ownership - Statoil, which is 70 percent owned by the
Nor wegi an state and until 2000, was 100 percent owned; and Nor sk
Hydro, which is 44 percent owned by the Norwegian state. He

relayed that this is inportant in the ~context of the
i npl enentation of policy. Wien the state owns so nmuch of the
resource base, directly or indirectly through its agents, it

tends to own a lot of the prime acreage, operate all of the key
fields, and mnmeke nost of the key decisions, which effect
devel opment of the basin. He said it's easier to sustain a high
tax rate when the mpjority of the participants paying that tax

are governnent. This largely explains why Norway has been able
to hold its tax rate at the level it has - the state has such a
strong role in the basin. The international oil conpanies own
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about one third of the resource base in Norway. However, there
is no state conpany or state-owned conmpany in the UK

4:49: 50 PM

REPRESENTATI VE ROKEBERG inquired as to the amount the British
governnment, as well as the royal famly, own of BP

MR. HALL answered that the British governnent doesn't have any

ownership in BP. In further response to Representative
Rokeberg, he relayed that there's a history of the British
government having a large stake in BP. He opined that the

government's remaining stake in BP was diluted in the 1980s so
it got rid of its remaining stake in BP in the 1980s.

REPRESENTATI VE SEATON asked, "Wat difference does it make to
the profitability or the investnent by an international oi
conpany that two thirds of the oil in those basins are owned by
another state or a different oil conmpany?’ He remarked that if
they're willing to pay those tax rates and devel op those fields,
he would presune that if it wasn't a profitable venture for them
and they wanted to participate, Statoil and Norway State would
be devel oping all of the oil there.

4:51: 32 PM

MR. HALL said the big difference between the perspective of an
i ndependent conpany and a governnent investing is that
governments tend to have much | ower cost of capital. Therefore,

[ governnents] are able to afford projects that conpanies can't.

REPRESENTATI VE SEATON added that if there's sonme relationship
that changes, the international oi | conpanies are still
participating at that tax rate in those fields.

MR. HALL said the conpanies that are in Norway are there because
they like the quality of the opportunities. One can gain access
to sonme very large, high quality fields and reserves. He noted
that there are relatively few foreign conpanies involved in
Norway and there are only 34 foreign |icensees. The Norwegi an
government is taking significant steps to encourage nore
conpanies to enter the basin. For exanple, it recently
announced an exploration incentive about 18 nonths ago. | f one
is not paying tax in Norway and is a new conpany/new entrant

spending $100 on exploration in a given year, the government
will reinburse $78 at the end of that year. He remarked that
the exploration drilling density on the U K side of the nedian
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line in the North Sea |ooks conpletely different from the
corresponding exploration drilling density on the Norwegian
si de. He reiterated that there has been a very |ow exploration
density in Norway and the governnent is concerned wth
attracting nore exploration activity into the basin. He said
the view across the industry is that [the Norwegi an governnent ]
will continue to struggle to attract new conpanies, even with a
tax of 78 percent; one can nake nore noney elsewhere for the
same i nvestnent.

4:54:44 PM

REPRESENTATI VE ROKEBERG surm sed, "lIs that not why the Norwegi an
governnment spun off their interest in Norse Hydro and Statoil,
which are now two publicly traded conpanies, so [the Norwegi an
government] could generate nore private sector participation?”

MR. HALL surmsed that the Norwegian governnent is trying to
make Statoil, in particular, act |ike an international oi
conpany. In addition to devel oping resources in Norway, Statoi
now has a very active international investnment program Statoi
is diversifying and trying to create a conpany which is
conparable to all other international oil and gas conpani es.

MR. WALKER added that Norway can afford to charge such a high
margi nal tax rate because it has the resources that conpanies
are still wlling to invest in. Norway has been growing its
production for 30 years. Qppositely, [Alaskal] has been
declining for 15-17 years at 6 percent, and the investnent isn't
flowing to Alaska to stem that decline. He said, "To envy the
tax rate of a country with such high quality resources, | would
offer to you woul d be a dangerous thing to do."

REPRESENTATI VE LEDOUX inquired as to whether BP had the
opportunity, when Norway was instituting its taxes, to negotiate
with or speak to the Norwegian governnment, and if so, what BP
told it about its tax structure.

4:56:40 PM

MR. HALL relayed that in recent years, there have been a nunber
of efforts made by the industry to engage in dialog wth the
Nor wegi an governnent to convince themto reformits tax system
encourage nore investment, and encourage nore conpanies to enter
into the basin. The Norwegi an governor has yet to respond. He
said Norway is a small country, with a small population and a
fantastic resource base, unlike the UK , which has a large
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popul ation and is consum ng nobst of what has been produced.
Norway is able to export nearly all of that production and earn
a fabul ous anount of inconme from doing so. Therefore, [ Norway]
hasn't seen the sane pressures that the U K faces.

REPRESENTATI VE LEDOUX asked if BP has been telling the Norwegi an
government the same thing it has been telling the Alaska - if
its taxes remain high, it's going to di scourage investnent.

MR. HALL confirnmed yes and added that the figures support that
on exploration. He reiterated that the U K has been very
successful in attracting exploration funds. Thr oughout the
1990s, there was nore exploration and appraisal investnment in
the UK than in virtually any other basin in the world. I n
contrast, the investnent in Norway has been nuch | ower. Ther e
was only one large discovery in Norway during that period and
outside that discovery, there hasn't been nuch success. Hence,
the Norwegi an governnent is now very nuch actively addressing

the need to encourage nore exploration activity. He rel ayed
that [Norway] is still focusing on incentives in hope that it
doesn't have to adjust the headline tax rate. He surm sed that
Norway w |l struggle to attract nore exploration dollars into
the country until it addresses the headline tax rate.

4:59: 08 PM

MR. HALL di scussed the deepwater province of the Gulf of Mexico.
During the period of 1993-2004, the @ulf of Mexico had the
hi ghest |evel of exploration and appraisals of any basin. He
noted that [BP] has been very successful in discovering reserves
[in the Gulf of Mexico], which had the second highest volune of
di scovered reserves during that period. The aforenentioned has
translated into very rapid growh in production. In the md-
1990s, [ BP' s] production [in the Qlf of Mexi co] was
approxi mately 200,000 barrels per day. [ BP s production] has
already increased to approximately 1.5 mllion barrels per day
and is projected to be 2.5 mllion barrels per day within a few
years. He explained that the fiscal regine has played a part in
bringing this about. The tax rate in the GQulf of Mexico is 45
percent at its highest. If one receives deepwater royalty
relief, [the tax rate] is about 35 percent. He stated that [the
@Qulf of Mexico] is an exanple of a low tax environnment in the
U.S., which has been very successful at attracting investnent
and exploration dollars and translating that into production.

MR. HALL said [the Gulf of Mexico] isn't an easy environnent and
BP is using sonme very challenging technol ogy. He said water
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dept hs are absolutely phenonenal. BP has developed fields in
excess of 2,000 neters of water with cutting edge technol ogy.
He opined that this is very inportant to the US. in order to
boost donestic production and in the context of the global

concern regarding energy security. He described it as an
exanple of a low stable tax involvenment encouraging activity.
He discussed heavy oil in Al berta, Canada, and stated that in
the m d-1990s investnent was fairly nodest in this basin. It
significantly increased, and by 2005 the investnent was $7
billion in one year. The prediction is for that to increase to
nearly $10 billion in a few years. He noted that investnment in

Al aska is approximately $1-$1.5 billion. He explained that oil
price has had an inpact, but that it's inportant to highlight
the very key fiscal reform that the Canadian governnent

introduced in the md-1990s. Essentially, the way the regine
works is that the royalty rate is 1 percent until that project
has secured payout. That payout calculation includes an
al l omance for a risk-free rate of return. In addition to that,
one wll pay the federal and state taxes, which total
approximately 39 percent. In regard to post-payouts, the
royalty rate is increased to 25 percent. He expl ained that the

margi nal tax rate on this heavy oil production is at a maxi num
of 39 percent pre-payout, and at a naxi nrum of 54 percent post-

payout . He added that it needs to be recognized that there
al ready are phased reductions in federal tax in Canada, which
will reduce both of those rates by approxinmately 4 percent by
2007. Thus, if one invests in heavy oil in Canada, in a few
years the pre-payout will be approximtely 35 percent, and post-
payout will be approximately 50 percent.

5:04: 25 PM

MR. HALL continued that this is leading to a huge increase in
activity, both in investnment and in production. By 2010,
production from the heavy oil province in Al berta, Canada, is
expected to reach approximately 2 mllion barrels per day.

REPRESENTATIVE GARA, in regard to the 50 percent tax rate,
inquired as to whether that's exclusively for heavy oil.

MR. HALL confirnmed yes; that is a reginme which is specifically
desi gned to encourage heavy oil.

5:05:25 PM

MR. HALL discussed various fiscal reginmes in North Anmerica in
conpari son to Al aska under the current ELF and the proposed PPT.
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Margi nal tax rates include: 39 percent pre-payout in Alberta;
45 percent in Q@lf of Mexico deepwater; |low 50s percent in
Col orado, Wom ng, Texas, Gklahoma, and California; and 61
percent [under the proposed PPT] in Al aska [conpared to 56
percent under the ELF]. He concluded that in conparing fisca
regines, one needs to go beyond just |ooking at headline tax
rate by looking at the context of the basin. He acknow edged
the clear relationship between the fiscal policy and the overal

| evel of basin activity. A higher tax burden wll generally
lead to less investnent, while a |ower tax burden wi |l encourage
investnment - as denonstrated by the UK, @lf of Mexico, and

Al bert a. He said one of the risks that mght energe is Al aska
bei ng perceived as having the highest tax rate as well as cost
structure in North Anerica. He surmsed that those two el enents
may nake it difficult for Alaska to attract the investnent it
needs to ensure that its potential is fully devel oped.

5:08: 09 PM

MR. WALKER defined governnment take as the ratio of the total
taxes BP pays to the total taxes plus the profit it nakes - the

government's share of the proceeds from the industry. In
Al aska, BP pays a royalty, production tax, property tax, and
incone tax, and in addition, a federal incone tax. He noted

that sone of the Alaska taxes are deductible for federal incone
t ax. He discussed a chart which displayed the total governnent
take at different oil prices for both the current ELF-based
system and PPT. He noted that the status quo, which is the
current ELF-based system is the blue dashed line and the 20/20
PPT is the green line. At low prices, BP doesn't nmake a profit.
He nmentioned that regardless, BP continues to pay royalty,
property tax, and state incone tax, which results in a
governnent take of greater than 100 percent.

5:11:52 PM

REPRESENTATI VE BERKON TZ inquired as to the nunber of barrels BP
produces in Al aska.

MR. WALKER answered that this year, BP expects to produce
approxi mately 262,000 barrels per day. He noted that 262,000 is
BP's net share and not all of that goes down TAPS because sone
is used as natural gas liquids (NG&s) on the [North] Slope for
injecting for EOR, and BP noves some gas over to the Northstar
Unit for enhanced oil recovery. Therefore, the sales volunme is
probably closer to 250,000 barrels per day on average.
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REPRESENTATI VE GARA stated that according to the DOR, which has
a nodel displaying corporate profits at various [oil] prices, at
$20 per barrel, it's projected that next year, North Slope [0il]
conpanies will make approximately $950 million in profit on $4.3
billion in gross revenue, which is a 20 percent profit margin.
He added that BP is estimating sonething quite different.

5:13: 34 PM

MR. WALKER clarified that BP is discussing profit in the true
sense of profit after it has deducted the associated expenses
that acconpany that profit. He stated that BP' s annual expenses
in Alaska total $1.1 billion.

5:14:31 PM

MR. WALKER explained that in calculating its profit, BP has to
[subtract] all of the expenses, <capital <costs incurred to
produce/ devel op those barrels, transportation costs - the net

cost of flowing through the pipeline as well as the shipping
and the taxes it pays.

5:15:35 PM

REPRESENTATI VE BERKOW TZ stated that ConocoPhillips Al aska, Inc.
estimated its total costs as approximtely $10 per barrel and
added that he can't inmagine BP' s cost differing significantly.

MR. WALKER reiterated that to calculate the profit, one needs to
factor in the total cost, operating cost, capital cost,
transportation cost, tax <cost of royalty, production tax,
property tax, state income tax, and federal incone tax.

5:16: 13 PM

MR. WALKER continued that wunder PPT, the governnent take is
approximately 70 percent at the noderately high price of $30 per

barrel . He described this governnent take as very high. At
current oil prices, the governnent take is approximtely 60
per cent . Under the [PPT] regine, it would be approximately 61
percent at $60 [per barrel]. He advocated that it's very

i nportant that BP nakes a good, reasonable prices when the [o0il]
prices are high. He said that if [the legislature] takes that
away, there's no reason to be in Al aska.

5:17:36 PM
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REPRESENTATI VE SEATON surm sed that M. Wlker is saying that
BP's investnent over time on the North Slope is based on the
anticipation that oil will be $50 or $60 per barrel.

MR. WALKER replied that BP is presenting the reality of its
busi ness today, with the kind of costs that it has to produce
oil on the North Slope. He said, "It's absolutely the case that
in Alaska you have a few good years, as you |ook back through
hi story, and then you have a lot of years where we've nmade a
very marginal return.” He added that BP needs those good years
to average out [the bad years] and receive a reasonable return

He said Alaska is a mature business with a chall enged resource.
In BP's opinion, [the legislature] should be concerned about
overtaxing the industry, rather than under taxing it.

5:19:13 PM

MR. WALKER di scussed the inmpact of noving fromthe status quo of
the ELF-based system to PPT. At $20 per barrel under ELF, BP
doesn't nmake a profit. At $60 per barrel under ELF, BP' s share
is greater than the State of Al aska's share, which is how the
systemis currently designed.

CO CHAIR  RAMRAS, in regard to PPT, remar ked that [the
| egi sl ature] has the opportunity, i f it handl es things
correctly, to be partners with the oil conpanies in risk as well
as to reap the [benefit] during high cycles of oil prices.

5:21: 08 PM

MR. WALKER, in response to Representative Rokeberg, infornmed the
commttee that BP has investnents all over the world and each

investment will have a different set of characteristics. When
[oil] prices are low in Alaska, BP is "making a loss" and is
being carried by other places around the world. When [oil]
prices are high, BP has to make a good/reasonable profit in
order to nmake Alaska attractive to be in BP's portfolio. In

response to Representative LeDoux, he explained that the norna
convention is that the industry nakes a profit and the
government takes a share. Wen the governnment take is above 100
percent, the industry profit is negative. Therefore, the tota
tax reduced by BP's loss is greater than 100 percent.

5:23:41 PM
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REPRESENTATI VE GARA stated that by DOR s [calculations], there
is a nmuch greater corporate share than state share at $40 and
$60 per barrel, even under PPT.

5:24:53 PM

MR. WALKER, in regard to the inpact on governnent take under
PPT, noted that at $20 [per barrel], BP would nmake a very nopdest
profit, which he acknowl edged as the inpact of introducing a
profit-related tax. At $60 [per barrel], BP and the State of

Al aska's shares are approximately equal. He stated that the
overall inpact of PPT and the tax rates that have been chosen in
the bill is to "squeeze” BP' s profit fromthe status quo to PPT.

He said, "W're paying nore tax, therefore we have |less profit."”
5:26:09 PM

MR. WALKER di scussed what the inpact of PPT would be on future
investnments. He acknowl edged that it's true to say that in nost
cases the rate of return increases wth the PPT system
However, rate of return is just one econom c neasure and BP
considers a suite of econom c mneasures: rate of return, net
present value, and total cash flow from any project. He
remarked that at the end of the day, BP would be paying nore
tax, therefore it would be making less [of a profit]. | nst ead
of going to the investor, the noney would be going to the state.

MR. WALKER said decline is a problem Al aska has been in
decline because profitability has been insufficient to attract

capital, not due to a lack of resources. He noted that |arge
increases in investnent are required. To stem ongoi ng decline
and attract the required investnent of $50-$100 billion, PPT
must work for the nmmjor investors. He noted that capital is
nmobil e, and international investnent flows to basins where it
can earn a profit. He opined that profit-based taxes are

superior to revenue-based taxes. He further opined that the PPT
structure has nmerit and could serve Alaska well for the I|ong-
term He further noted that higher taxes neans |ess investnent.
He opined that the 20 percent tax rate is very high and will not
maxi m ze i nvestnment and production on the Alaska North Sl ope.

REPRESENTATI VE BERKOW TZ asked, "What rate woul d?"

MR. WALKER answered that it's very difficult for BP to say which
one woul d, but certainly |ower than 20 percent.
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REPRESENTATI VE BERKOW TZ, in response to BP s statenent that
[the 20 percent tax rate] isn't going to maximze investnment
surmsed that there's a point at which BP believes it wll
maxi m ze i nvestment.

MR. WALKER said the existing tax regine is attracting between
$1-%$1.5 billion to the North Sl ope. In order to stem decline
and create a future that underpins gas, $2-$3 billion needs to
be attracted to the North Sl ope. He commented that the concept
of adding an additional $1 billion of tax onto the existing tax
bill goes against the notion of attracting nore investnent.

5:30: 09 PM

REPRESENTATI VE BERKOW TZ relayed that sone of the independent
[conmpanies] wll point to the high cost of transportation
t hrough TAPS and on BP, ExxonMbil, and ConocoPhillips tankers
as being a significant barrier to entry. He noted that it goes
beyond the State of Alaska's tax as well as sone of the
privately erected barriers to entry.

MR. WALKER agreed that small conpani es/independents have a very
inmportant role to play. He reiterated that the majority of the
investnment is going to have to conme from the major [o0il]
conpani es.

5:32: 01 PM

MR. WALKER noted that oil needs gas and gas needs oil. |In order
for the gas project to proceed and for the gas [industry] to be
healthy, it needs to be wunderpinned with a healthy oi
[i ndustry].

REPRESENTATI VE  GARA requested i nformation r egar di ng BP' s
statenent that it doesn't nmake a profit at $20 per barrel

MR. WALKER assured Representative Gara that BP is |o0sing noney
in A aska at $20 per barrel. He noted that BP has a portfolio
of assets and Alaska is only one of them

REPRESENTATI VE GATTO comented that in order to have naxi num
investnment, the tax [rate] needs to be reduced to O percent and
in addition, a bonus needs to be offered.

5:33: 59 PM
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CO CHAIR RAMRAS asked, "As good corporate citizens, how much
does BP give back to the conmunities across the state annual |l y?"

MR. WALKER answered that in 2005 BP gave $7.6 mllion [to
Al aska]. He added that will be substantially higher in 2006.

CO CHAIR SAMJELS asked, "Do you think that all royalty owners
shoul d be treated the sanme under the | aw?"

VR. WLLIAVMS responded that the private royalties are
probl emati c because the typical royalty owner doesn't bear a
share of the costs. However, the cost of producing oil from
that private |land reduces the tax burden for the oil conpany.
He asked, "How do you allocate the benefit of those costs? Do
you al l ocate any benefit of those costs to the royalty interest,
which isn't paying any of those costs?'" He answered, "You could
say no, why not have a flat-rate royalty, say 5 percent tax for
private royalties where the |landowner is the royalty collector.”
Eventual Iy, when one gets to the end of fuel life or there are
low oil prices for a tenporary period of time, the working
interest owner, the oil conpany, may have zero PPT. At the sane
time, the royalty owner pays in full because it's based on the
gross value of the royalty. On the hand, the royalty owner
isn't paying any tax. He nentioned that if the [legislature' s]
goal is to have the royalty owners' share to be the sane under
the new system as it was under the old [systen], then a tweak
needs to be nmade to HB 488. He stated that the sinplest thing
is to break it out as a separate rate for private royalties.

[ HB 488 was hel d over]
ADJ OURNNMENT

There being no further business before the commttee, the House
Resources Standing Comm ttee neeting was adjourned at 5:38 PM
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