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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 Departnent of Revenue, and
relating to the penalty for failure to file certain reports,
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 wviolating conditions
governi ng access to and use of confidential information relating
to the oil and gas production tax; relating to the deposit of
nmoney collected by the Departnent 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 determ nation 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 ternms for purposes of AS
43.55; making conformng amendnents; and providing for an
effective date.”
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W TNESS REG STER

JOHN ZAGER, General Manager - Al aska

Chevron Cor poration

Anchor age, Al aska

PCSI TI ON STATEMENT: Expressed concerns with regard to HB 488.

KEVI N TABLER, Manager

Lands and Governnental Affairs

Chevron Cor poration

Anchor age, Al aska

PCSI TI ON STATEMENT: Answer ed questions about HB 488.

MARK HANLEY, Manager

Public Affairs for Al aska

Anadar ko Petr ol eum Cor poration

Anchor age, Al aska

POSI TI ON STATEMENT: During hearing of HB 488, related Anadarko
Petrol eum Cor poration's vi ews.

PAT FOLEY, Manager

Land, Commerci al

Regul atory Affairs

Pi oneer Natural Resources

Anchor age, Al aska

POSI TION  STATEMENT: Testified in support of HB 488, but
requested that the tax credits be refundabl e.

JI M VEEKS, Al aska Operations Manager

Utra Star Exploration LLC

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in support of HB 488.
ACTI ON NARRATI VE

COCHAIR RALPH SAMUELS called the House Resources Standing

Commttee neeting to order at 12:38:58 PM Represent ati ves
Ranras, Sanuels, Gatto, Jdson, Seaton, Crawford, and Kapsner
were present at the call to order. Representati ve LeDoux
arrived as the neeting was in progress. Represent ati ves

Berkowitz, Croft, Gara, Gardner, Quttenberg, Kerttula, Kohring
(via tel econference), Neuman, Rokeberg, Salnon, and WIson were
al so in attendance.

HB 488-O L AND GAS PRCODUCTI ON TAX
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12:39: 09 PM

CO- CHAI R SAMUELS announced that the commttee would continue its
di scussion of 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 overpaynents under AS 43.55; relating to
the treatnment 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
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 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."

12:41: 35 PM

JOHN ZAGER, General Manager - Alaska, Chevron Corporation
("Chevron"), said his the conpany has had a relatively short
time in which to review the proposed profit-based petroleum
production tax (PPT), and therefore sone of the conclusions are
prelimnary. He then famliarized the commttee with Chevron's
asset base, which was formed when Chevron acquired Union Ql
Conmpany of California (Unocal) in August of this year. Bot h
conpani es, he noted, have been active in Alaska for several
years. In fact, both conpanies were active in the early
di scoveries at Cook Inlet. Currently, Chevron is the fourth
| argest producer in the state, although it's far below the
state's third largest producer in terns of total production.
Chevron is large enough that it would be treated simlar to the
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producers with regard to the PPT, but the conpany isn't snall
enough to reap the benefits ained at the smaller producers. M.
Zager infornmed the commttee that Chevron has 382 full-tine
enpl oyees or contractors, of which 272 are |ocated on the Kenai
Peninsula and the remainder in Anchorage. Wth the
aforementioned staff and a nore than $45 nmllion payroll, he
opined that it's obvious that it would have a l|arge inpact on
the economes of the earlier nentioned areas. The conpany al so
contributes to the econony by serving custoners such as Tesoro,
ENSTAR Natural Gas Conpany, Chugach Electric, Agrium and
Aur or a.

12:44: 54 PM

MR. ZAGER highlighted that Chevron is unique in that it's the
only producer in the state with a relative balance of production
between the Cook Inlet and the North Slope wth production in
the amobunt of 60 percent and 40 percent, respectively. Ei t her
stream of production alone is large enough to trigger the PPT.
Because of this, M. Zager opined that Chevron's Cook Inlet
assets are uniquely positioned to suffer fromthe PPT, in terns
of its low margin of business and difficulty to support an
addi tional tax. He then reviewed Chevron's assets on the North

Slope, as illustrated on slide 3, which are as follows: Al pine
- 1 percent; Geater Prudhoe Bay - 1 percent; Geater Kuparuk -
5 percent; Endicott - 11 percent; and Point Thonmson - 25
per cent . Additionally, Chevron is one of the owners of the
currently leased land within the Arctic National WIldlife Refuge
(ANWR). Chevron al so has exploration acreage on the North Sl ope

as well as a fairly extensive lease interest in the foothills.
He acknowl edged that Chevron did participate in a |lease sale in
Anchorage in which it spent approximately $7 nmillion acquiring
42 | eases, for a total of sone 480 square mles of new | eases in
the area from Kuparuk down sout h.

12: 47: 00 PM

MR. ZAGER, in response to Representative Gatto, explained that
the reference to "ORRI" stands for overriding royalty interest
and nmeans that the conpany doesn't pay any of the cost but
receives 1 percent of the production. He |likened this to the
royalty the state has on certain | eases.

REPRESENTATI VE BERKOW TZ surnised that if Chevron just spent $7

mllion to acquire 42 |eases, it wuldn't seem to be concerned
with the inplenmentation of a new tax regine.
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MR. ZAGER reminded the commttee that originally the |ease sale
was schedul ed for October and Chevron had decided to participate
in the |ease. However, the |ease sale was delayed until today,
which led the conpany to discuss whether it should change its
plans due to the possibility of a new tax regine. The conpany
deci ded that due to the many unknowns at this tinme, it's hard to
eval uate the conpany's econonic position based on what m ght be
the final formof HB 488. Since the state has al ways seened to
establish reasonable tax regi nes, Chevron decided that it was in
the best interest to proceed with the | ease sale.

12:48: 34 PM

MR. ZAGER then turned the conmttee's attention to slide 4,
which relates Chevron's nore conplicated Cook Inlet position.
He reiterated that Chevron, which is the dom nant operator in
the Cook Inlet, operates 10 of the 15 platforns in the area. He
noted that eight of its platforne in the Cook Inlet are
producing while two platforns have been shut in. He then
reviewed Chevron's onshore and offshore assets in Cook Inlet.
M. Zager highlighted that Chevron is 100 percent owner and
operator of the Swanson River field, which is the |ocation of
the Kenai gas storage facility where the gas is stored in the

sutmmer nonths until needed in the wnter. The gas storage
facility has proven to be very instrunental in neeting the peak
needs of the Cook Inlet area in the w nter nonths. He then

menti oned that Chevron is constructing a new storage facility at
Pretty Creek field. He then highlighted new exploration at the
Ninilchik Unit, which is operated by Mirathon and in which
Chevron has a 40 percent working interest, and the Happy Valley
field, which is a 100 percent Chevron asset. Chevron's total
production in the Cook Inlet is about 25,6000 barrels per day of
net oil and about 16,000 barrels per day of net production on
the North Sl ope.

12:51: 46 PM

MR. ZAGER, in response to Co-Chair Samuels, reiterated that of
the 10 platforns, eight are currently producing and two are shut
in and not producing. He then shared a photograph of the
Trading Bay Unit [on slide 5] and rem nded the commttee that
the North Slope isn't the only location with difficult operating
conditions in the state. The Cook Inlet also has its challenges
with its high tides and ice floes. M. Zager acknow edged the
notion of bringing in new producers to the state, and requested
that the commttee consider the inplications/risks of a nuch
smaller and perhaps thinly capitalized conpany behind these
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asset s. He highlighted that these operations require a |ot of
mai nt enance and integrity because no one wants an environnenta
i nci dent.

MR. ZAGER noved on to the graphs on slide 6, which is a
logarithmc scale that plots tine/years against production
rat es. He informed the commttee that in the 1970s Al aska was
just at 200,000 barrels per day of production as conpared to
today when there is about 13,000 barrels per day of production

Al though the aforenentioned illustrates that production is a
small fraction of what it used to be, operating costs have not
decreased at all, which is illustrated with the water cut Iline

that specifies that today a little over 90 percent of the fluid
being noved is water. The aforenentioned adds to the expense of
t he Cook Inlet.

12:55: 14 PM

MR. ZAGER turned the commttee's attention to simlar graphs on
slide 7, although they only refer to the Trading Bay Unit. The
graph illustrates that the peak production was about 120,000
barrels a day, which has decreased to about 7,000 barrels per
day. The water cut is up to about 95 percent of the production.
M. Zager informed the conmttee that Cook Inlet is a very high-
cost area in that its direct lift costs are $20-%$25 per barrel
and therefore including the transportation and indirect costs,
it amounts to nore than $30 per barrel to operate in the inlet.
Therefore, the breakeven on a cash flow basis is a bit nore than
$30 a barrel.

CO CHAI R RAMRAS asked if those figures include depreciation

MR. ZAGER replied no. He noted that this entire discussion is
focused on profit as defined by the PPT, which he referred to as
free cash flow However, in business, earnings are very
inmportant and it neans that another depreciation |ine would be
added. For the Cook Inlet [holdings], that anobunts to about
$10-$12 a barrel of additional noncash expense that is reported

for earnings purposes. He pointed out that |arge corporations
are especially graded on their earnings per barrel, the priced
earnings ratio. Therefore, a conpany generating barrels in

production but not earnings is an issue that would need to be
addressed in the portfolio of that conpany.

12:57: 34 PM

HOUSE RES COW TTEE -7- March 1, 2006



REPRESENTATI VE GARA reninded everyone that until a few years
ago, oil was at $18 and $20 per  Dbarrel. Therefore, he
guestioned whether Chevron was |losing noney on its Cook Inlet
operations at that tine.

MR. ZAGER answered that in certain parts of the Cook Inlet,
Chevron was |osing noney, as evidenced by the closing of two
platforns. The other platfornms were basically breakeven or in a
slightly positive position, but given the uncertainty in oil
prices and that things could get better, the conpany decided to
continue to operate those. He noted that once the decision is
made to cease production, it's irrevocable and "you really can't
go back and decide to start those platfornms up again.”™ At this
point, the decision to continue was the right decision because
at current prices Chevron is obviously nmaking sone profits.
However, when one reviews the anobunt of operations, resources,
capital, and expense that go into it, one nust question at what
point is that anount of profit irrelevant to the operations. He
expl ai ned that although the PPT will not take Chevron's profits
negative, it wll reduce themto the point at which the conpany
may decide to say, "enough is enough.” Furthernore, the PPT
will tend to drive Chevron's earnings per barrel into the
negati ve range. The aforenmentioned would all be considered in
deciding the future of the operations.

KEVI N TABLER, Manager, Lands and Governnmental Affairs, Chevron
Corporation, interjected that one nust also renenber that
production is continuing to decline.

REPRESENTATI VE GATTO inquired as to the cost to shut in a
pl at f or m

MR. ZAGER explained that to shut in a platform neans to cease
production on the platform permanently, which is an expensive

proposi tion. There is an initial cost to the platform during
the initial closure because the ©platfornms are cleaned
t horoughly. The cost to cease production and clean the platform
is several mllion dollars per platform However, if the
platformis abandoned, it could amount to a mllion dollars per
wel | . He noted that ultimately the platform would have to be
removed, which would be an expensive process. In further

response to Representative Gatto, M. Zager explained that once
the platformis shut in, it noves into the |ighthouse phase and
it will continue to have power in order to maintain the lights
and avoid the platform becomng a navigational hazard. The
af orenenti oned al one costs hundreds of thousands of dollars per
year per platform He noted that the conpany also periodically
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checks the shut in platforns to ensure that there aren't
pr obl ens.

1:01: 14 PM

MR. ZAGER related that if production continues to decline at the
rate that it will without additional capital spending, the life
of [Chevron's] platfornms will be fairly limted. Mor eover,

there are significant operational risks to nerely maintain these
platforns in Cook Inlet. Al though the risk of having a |arge
incident in Cook Inlet is very low, it could have a very high
impact if there was an incident. He rem nded the committee that
two platforns are shut in. He then explained that the platforns
are codependent and share overhead and the onshore facility is
| ocated in N kiski. When one platform becones econonmic, the
remai ning overhead and fixed costs nust be shared anongst the
remaining platfornms, which mnmakes it nore difficult for the
remai ning platforns to be viable. "So, once one starts to go,
there's going to be a cascading effect,"” he related. Therefore,
the Cook Inlet is very <challenging and <can't afford an
addi ti onal production tax.

MR. ZACGER then updated the conmittee with regard to what has
happened since Chevron acquired Unocal, which occurred on August
10, 2005. At the tine, there was speculation that Chevron would
di vest the Al aska assets, especially the Cook Inlet assets. The
t hought was that a conpany of Chevron's size wouldn't see nuch
financial benefit in retaining those assets. From Cctober to
January, M. Zager said that he and his staff spent tine wth
Chevron's  managenent to famliarize them wth Unocal's
operations and opportunities in Cook Inlet. Through that
process, it was determined that there are increnental investnent
opportunities in the Cook Inlet, although they anobunt to the
| owest part of Chevron's portfolio in ternms of reinvestnent

opportunities. There was another |ist of projects that didn't
make the list, and thus at the end about 35-50 projects made the
list while a simlar armount didn't. In February, Chevron
decided to retain all of [Unocal's] Cook Inlet assets, with the
intent to begin a multi-year investnent program He related
that on a gross basis, spending with Unocal's partners, the
conpany envisions spending about $200 nmillion over a four-year
peri od. He noted that the aforenentioned spending is only in

the oil portion of the business.

1: 04: 49 PM
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MR. ZAGER inforned the conmittee that Chevron will retain the
current office locations and all its enployees. In fact, the
conpany anticipates that six nonths from now it wll have a
|arger in-state staff than currently. He noted that over 99
percent of the enployees are in-state residents and the conpany
anticipates that six nmonths from now there wll be an even
| arger in-state staff base. However, there's a bit of a problem
in that the conpany perforned its analysis several nonths ago
with the current severance tax paid to Cook Inlet, which is

essentially zero for these assets. When nodel ed under the
proposed PPT, it was determned that the proposed PPT affected
the econom cs of the conpany's projects. He explained that the
econonmcs for the best projects in the portfolio becane |ess
attractive. He attributed that effect to the fact that the
projects were generating lots of profits and would have to pay
the additional PPT. However, the projects on the bubble

benefited under the proposed PPT because the projects weren't
generating quite as nuch incone on which to pay taxes while
benefiting from the capital credit part of the investnent.
However, the benefit doesn't nmkeup for the increased tax on
sonme of the other investnents.

REPRESENTATI VE BERKOW TZ inquired as to which projects were
positively affected and which were adversely affected.

MR. ZAGER posed a hypothetical exanple in which a project had a
30 percent internal rate of return (IRR) and after running
through this proposed nodel, the additional taxes and the
capital credit would cause the IRR of the project to drop to 25
per cent . However, under the proposed PPT, a project with a 12
percent return that wouldn't normally neet the cut would see an
increase in IRR to about 15-18 percent. When all those are
added together wunder the 20/20 PPT, the entire package is
degraded sonewhat .

1: 08: 03 PM

REPRESENTATI VE BERKOW TZ characterized [HB 488] as a one size
fits all approach. Therefore, he inquired as to how M. Zager
would tailor it, if allowed.

MR. ZAGER opined that there are tw conponents that would
benefit, such as the upfront 20 percent that takes MV [ narket
place value] away from the project in the out years. For
i ncrenent al I nvest nent s, the ratio is going to be very
i nportant, he said.
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REPRESENTATI VE BERKOW TZ asked if M. Zager felt that there
m ght be a better taxing regine than the proposed PPT.

MR. ZAGER surnmised that the economic |imt factor (ELF) is off
of the table. He informed the commttee that Chevron hasn't
anal yzed other possible taxing scenarios. He highlighted that
the current taxing regine is one under which Chevron can live
wi t h.

REPRESENTATI VE GARA inquired as to the IRR that M. Zager felt
woul d be necessary on an oil and gas project in order to proceed
with it.

MR, ZAGER answered that he couldn't provide those nunbers
because they are held cl ose.

1: 10: 38 PM

REPRESENTATI VE GARA surm sed then, based on M. Zager's earlier
testinony, that a 12-13 percent |IRR peaks Chevron's interest.

MR. ZAGER commented that Representative Gara nmay be reading too
much into the earlier hypothetical investnent. M. Zager
continued by remnding the commttee that under the proposed
PPT, the portfolio overall was slightly degraded. Therefore, by
lowering the tax rate or increasing the tax credit or sone

conbination of the two would inprove the situation. The ot her
issue with regard to the PPT is related to the alignnment of
partners. Al though the current partners in the Cook Inlet can

already find ways in which to be msaligned, this proposal wll
create a direct financial msalignment because the partners wll
be in different tax positions depending upon whether the credit
is received and the anount of capital invested el sewhere in the
st at e.

1:12: 34 PM

MR. ZAGER noved on to the production profile for the Cook Inlet,
the Cook Inlet offshore production as presented in the graph on
slide 11. The graph relates the effects of the four-year
capital investnent program He explained that the green area
represents the base production wth no additional capital
investnment. The graph shows a decrease from 2,000 barrels a day
to about 4,000 barrels a day. "Even at current oil prices, I'm
pretty sure that that would be under water on a cash flow
basis,” he opined. The nodeling denonstrates that wth four
years of capital spending, production could be maintained at a

HOUSE RES COW TTEE -11- March 1, 2006



flat |evel for four years. The hope is that during those four
years of capital progr ans, Chevron could identify other

prograns. Furthernore, nore tax credits could help place sone
of the projects just below the threshold of investnent quality
over that threshold. Therefore, wth capital investnent, he

predicted that Chevron should be able to maintain current
production for that four years.

1:14: 39 PM

MR. ZAGER then turned attention to slide 12 regarding the
reasons to spur Cook Inlet investnent. Since the gas is running
out there needs to be a plan to neet the energy needs of
Sout hcentral Al aska. On the oil side, oil redevelopnment wll
mai ntain and add new jobs and will extend field life. Anot her
reason to spur Cook Inlet investnent is new exploration.

Currently, there is a lack of real significant exploration and
there seemto be a |inmted nunber of players |ooking for gas.

1:16: 45 PM

MR. ZAGER concluded by relating that HB 488 is a huge increase
in taxes. "When we nodel it, it looks like a mnimmof a two
times tax severance tax increase. And depending on sone of
these other levers ... as changing the tax rate, taking away the
transitional capital, it could be up to a four tines increase in
severance tax," he opined.

REPRESENTATI VE BERKOW TZ inquired as to Chevron's effective tax
rate under the current system versus under the PPT. He al so
requested that the answer distinguish between Cook Inlet and the
North Sl ope assets.

MR, ZACGER said that he nay be able to only answer parts of the
guesti on because Chevron and Unocal's financial systens have not
been integrated yet. On a statewi de basis, the Unocal portion
was about 1 percent. He recalled that on the Chevron side, it
was nuch hi gher, perhaps nore than 10 percent.

REPRESENTATI VE BERKOWN TZ asked if M. Zager felt that 1 percent
for the Kuparuk [River Unit] is fair.

MR. ZAGER said that he didn't want to specul ate regardi ng what
is fair. However, he acknowl edged that it's a big oil field
that generates significant profits under the current system

1: 18: 53 PM
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CO- CHAIR RAMRAS inquired as to what Chevron gives back to the
communities of Al aska each year.

MR. ZAGER said that he didn't have a specific figure. He
related that Unocal has been very active relative to its size
He noted Unocal's involvenent with the United Wy. He opi ned
that Unocal is doing its fair share, if not nore. He estimated
that for this year there is about a $300,000 budget as well as
ot her funds that conme fromthe "corporate.”™ |In further response
to Co-Chair Ranras, M. Zager estimated that [Chevron's]
profits, as defined under HB 488, are in the anount of
approxi mately $300 mllion in 2005.

REPRESENTATI VE KOHRI NG asked if V. Zager believes the
restructuring is a good concept, although the tax level in HB
488 is too high. He inquired as to M. Zager's recomrendation
as to how to nodify HB 488.

1: 20: 56 PM

MR, ZACER said that would be answered nonentarily. In summary,
M. Zager agreed that HB 488 proposes a |large tax increase. He
reiterated that the better projects in a conpany's portfolio
will be degraded and the poorer projects wll be enhanced.
Therefore, the legislation is increasing incentives to invest in
mar gi nal projects or projects wth a high risk. The
aforenmentioned wll inpact each conpany differently on a
portfolio basis. He expressed the need to review how those
proj ects conpete worl dw de and donestically.

REPRESENTATIVE GATTO inquired as to how rnuch of t he
approximately $300 mllion Chevron made in the state would HB
488 deduct.

MR. ZACGER estimated that a 10 percent deduction would not be
unr easonabl e, although it could be |l ess than or nore than that.

1:24:11 PM

MR. ZACGER, in response to questions, related that production is
about 40,000 barrels a day. The bill, as presented by the
governor, is something that [Chevron] can support. However, he

expressed concern that there are four major I|evers, which he
anticipated would be changed/nodified to nove into the state's
di rection. If all those |levers nove sinultaneously, it will be
a very different position than currently. Chevron, he opined,
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believes those to all be nmaterial |[evers. For the |arger

producers, the standard deduction is small to the conpany's
total business. For those conpanies that don't produce oil or
haven't invested in the state, the transition capital is an

irrel evant nunmber. M. Zager opined that Chevron, for its size,
has been producing and investing heavily or nore heavily than
anyone in the state.

CO- CHAIR SAMIJELS inquired as to the credits Chevron expected
fromthe transitional noney in HB 488, as it stands now.

MR. ZAGER answered that Chevron has spent in the range of $400
mllion over the last five years.

CO CHAI R RAMRAS inquired as to how nuch [Chevron] has spent over
the last two years.

MR. ZAGER estimated that [Chevron] spent in the range of $150
mllion.

1:27: 07 PM
MR. ZAGER said that [Chevron] has a few ideas. He expl ai ned

that Chevron is the only conpany in the state with a relative
bal ance of production between the Cook Inlet and the North

Sl ope. He explained that Chevron views the standard $73 nillion
deduction will be eaten up on Chevron's North Slope production
and thus |eave the Cook Inlet production to bear the brunt of
the petrol eum tax. However, Chevron's joint venture partners
and conpetitors in Cook Inlet are under the unbrella of the $73
mllion exenption. He opined that the state would want to

encour age investnent wherever possible in the state. Therefore,
M. Zager proposed that whatever standard deduction applies, it
could be narrowy applied to the Cook Inlet offshore oil or as
broadly as south of the Brooks Range in order to encourage those
who haven't had production in the North Slope to explore and
devel op elsewhere in the state and to be on equal footing as
t hose present.

CO CHAIR RAMRAS said that he didn't disagree with regard to
drawing a line south of the Brooks Range in order to address
Cook Inlet. However, he questioned how he could explain to
those in his comunity to allow [Chevron] $146 mllion before
the state takes a single dollar in severance tax.

MR. ZAGER clarified that it would only be 20 percent of $146
mllion. He opined that it's in the economc best interest of
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the state to keep the production on line in Cook Inlet. He
rem nded the commttee that it receives the severance tax as
well as the royalties, the property tax, and the economc
benefit of the jobs and the jobs associated with them

CO- CHAI R RAMRAS asked if it's in the best economc interest of
Chevr on.

MR. ZAGER replied yes.

CO CHAIR RAMRAS asked if it's in the best interest of the
Fai r banks Nort hstar Borough School District.

MR, ZAGER answered, "To the extent they're part of the state of
Alaska, | think it's in the best interest of the state to
encourage as nuch production everywhere in the state as
possi bl e, and encourage investnent everywhere in the state as
possi bl e because that benefits the entire state and ... | assune
they receive noney from the state to support the schoo
district."

1: 31: 23 PM

REPRESENTATIVE GARA inquired as to M. Zager's view of a
proposal in which the tax rate is reduced bel ow $20 a barrel and
the same equivalent for gas while raising the tax rate above $30
a barrel in order to protect the conmpany on the low end and
provide the state with a | arger share on the high end.

MR. ZAGER responded that the idea of a tiered systemis going to

add a lot of complexity with regard to tracking. In fact, he
suspected that it would create the need for additional staff to
monitor it. Therefore, he viewed keeping it sinple as a

definite advantage. Al t hough he said he wouldn't rule it out
he suggested the need to achieve a single rate for which
everyone coul d agree.

MR. ZAGER clarified his first proposal, which would take the
standard deduction and apply it not only to the North Slope but
to another area where there is a distinct and separate operation
such that everyone is on the same playing field. The second
proposal is around the rates such that the front-end rate is
lowered or the capital «credit 1is increased to encourage
investnment, or a conbination of the two. He highlighted the
i nportance of taking down the front-end rate because it wll
cone out of the base operation. He noted that additional
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credits on the back side wll <certainly help on increnental
proj ects.

1: 34: 50 PM

REPRESENTATI VE ROKEBERG rel ated his belief that if HB 488 worked
for Chevron, it could work across the state. He inquired as to
the affect the PPT has on the Cook Inlet gas. He related his
assunption that under HB 488, Chevron would pay PPT on the gas
only portion of the conpany's portfolio.

MR. ZAGER noted his agreenment, and explained that when Chevron
reviewed the basis for the conpany's recommendations with regard
to the Cook Inlet oil, which is a low margin business, it
couldn't nmake the sane argunents for the Cook Inlet gas.
Therefore, it led to the earlier suggestion to provide relief to
the Cook Inlet oil segnent.

REPRESENTATI VE ROKEBERG rel ated his pleasure in hearing that the
| eases brought $7 mllion [in bids].

MR. TABLER conmented that the decision to bid on that was a | eap
of faith for which only tinme will tell whether it was a good
deci si on or not.

REPRESENTATI VE ROKEBERG recalled testinmony that the Chevron
board had approved or there had been a suggestion to make
substantial investnents. He inquired as to the type of
i nvestments being reviewed to boost the conpany's production.

MR. ZAGER remnded the commttee that Chevron had 35-50
i ndi vi dual projects that were wells off of existing platfornmns.

REPRESENTATI VE ROKEBERG related his understanding that one of
M. Zager's recomendations is to raise the tax credit for CO2
reinjection.

MR. ZAGER continued, and related his reconmendation that there
be an additional 5 percent incentive for certain types of
projects that are chall enged, such as the heavy oil devel opnent.
He noted that recently there has been discussion with regard to
using C®2 in the Cook Inlet for tertiary projects. He
enphasi zed that it's a very expensive proposition to take an old
field and turn it into a CO2 project, although there could be
mllions of barrels of additional resource. He then expressed
the need to have absolute clarity with regard to the terns and
definitions.
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CO CHAIR SAMIELS related that there have been discussions wth
the three major producers regarding having a plan for royalty
reduction rather than having the conflicts that arise with the
cost allocations for a certain type of oil.

1: 40: 09 PM

MR. ZAGER acknow edged Co-Chair Samuels concerns and related
that in a large area, an oil field could have several different
qualities of oil and lead to conflicts. Therefore, he suggested
that perhaps an area could be designated as a heavy oil area
bef or ehand. He then commented that other nechanisnms should be
considered, in ternms of how to approach the heavy oil or the CO2
proj ects.

REPRESENTATI VE ROKEBERG asked if the neasurenents of the center
coil of gravity could determne what is heavy oil and what
isn't.

MR. ZACER replied yes, but expressed concern that in an area
with a thick "pay" interval there could be different gravities
of oil in the same well or field. In further response to
Representative Rokeberg, M. Zager related his understanding
that those in Alaska use the terns viscous and heavy oi

i nt erchangeably, although technically they aren't. He specified
that he is referring to viscous oil developnent in which the
reservoir tenperature is relatively low and it's difficult to
flow the oil.

REPRESENTATI VE ROKEBERG rel ated that he has reviewed carving out
the Cook Inlet sedinentary basin for different treatnment in
order to enhance the investnent. He announced that he would be
willing to suggest that the state default to the ELF for oil in
the Cook Inlet. However, he inquired as to how one would
account for gas production in Cook Inlet. He pondered whet her
the PPT would be left in place for that. He then inquired as to
what woul d happen if a larger field was discovered.

MR. ZAGER said that he didn't have a silver bullet for that, and
noted that sonme of Chevron's fields produce both oil and gas.
Therefore, he suggested that perhaps it will have to nove to a
field-by-field basis designation.

REPRESENTATI VE ROKEBERG interjected that the |egislature has
done that in the past.
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1:42: 48 PM

REPRESENTATI VE GATTO turned attention to slide 2, whi ch
specifies the nunber of enployees and the conpany's payroll.
From that he extrapolated that the average payroll for each
enpl oyee is $125,000 per year. He asked if that's a typical
i ndustry standard.

MR. ZAGER opined that Chevron offers a conpetitive pay with its
peers. However, he noted that the figure presented nmay include
benefits and thus may not be the actual take-honme pay.

REPRESENTATI VE GATTO recalled the testinmony that Chevron's
production is 40,000 barrels per day, which anobunts to 14
mllion barrels per year. The reported $300 mllion in profits
woul d conme out to $20 per barrel, which is of concern because
$20 per barrel at these high prices would nmean that a $20 drop
in price would place Chevron at the "break over point." He
asked if that's reasonable.

MR ZAGER clarified that the [$300 million] in profit was
defined by the net profits tax, which neans that the capita
woul d need to be added in. Doing so would increase the price
per barrel by $5 or so. The point, he said, is that Chevron is
significantly nore challenged than those operating exclusively
on the North Sl ope.

1:45:18 PM

CO CHAIR SAMUELS asked if M. Zager believes that the state
should offer incentives for the renoval of a platform that has
sellable tax credits for that particular function.

MR. ZAGER highlighted that the state has benefited greatly from
the platforms or the facilities on the North Slope in that the
state has built an envious financial position. Therefore, he
indicated that when it conmes tine to cleanup, the state should
[ pay] its fair share.

CO CHAIR SAMUELS inquired as to whether M. Zager believes that
all of the royalty owners in the state should be treated the
sane.

MR. ZAGER said he couldn't answer that question.

REPRESENTATI VE GARDNER remn nded everyone that over the course of
this week, all of the major producers have cone before the
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committee with concerns, but ultimately in support of HB 488 as
witten. However, Chevron supports the legislation wth
stipulations. She inquired as to Chevron's position were HB 488
to pass as witten.

MR. ZAGER informed the commttee that since Chevron first heard
about the proposed PPT tax, it raised concerns with regard to

the Cook Inlet. The conpany has constantly been ensured that
the Cook Inlet will be taken care of. However, the proposal
doesn't seem to do so, from Chevron's perspective. Therefore

M. Zager said that he would be very disappointed if the
| egislation doesn't include sonmething to help the Cook Inlet,
and thus the conmpany put forward two ideas for consideration.
In further response to Representative (Gardner, i f t he
| egislation doesn't provide additional consideration for the
Cook Inlet, he said that he wuld have great difficulty
supporting HB 488.

1: 48: 07 PM

CO CHAIR SAMJELS asked if WM. Zager believes that the $73
mllion would nmake a difference if the conpany is only in Cook
I nlet. He noted that it has been argued that the $73 nillion
has addressed Cook Inlet, but Chevron, with its involvenent in
both Cook Inlet and the North Sl ope, has a unique situation.

MR. ZACER specified that if Chevron didn't have any North Sl ope
assets, its Cook Inlet severance taxes would double under the

proposed scenari o. M . Zager said:

| guess if | own a Cook Inlet conmpany, | would then
certainly take sone confort in the $73 mllion
deduction as being fair, relative to the other
producers. | still think we would have - and it's in
the best interest of Chevron, but it's also in the
best interest of the state ... to encourage everyone
to expand investnent opportunities in the Cook Inlet.
So, | would still be a proponent of considering
adjusting either the tax or the credit rate for the
Cook Inlet.

REPRESENTATI VE SEATON said that he has been concerned with the
inclusion of gas in the oil because the two are taxed at
different rates and receive different credits. He asked if M.
Zager was saying that HB 488 would have the sanme inpact on gas
and oil and thus he sees no difference in the two.
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MR. ZAGER replied yes, and explained that since it's a net
profits tax when one mnmakes a profit on gas, a profit is also
being made on oil. However, he said that he does draw a
distinction in Chevron's portfolio with regard to its Cook Inlet
assets and the cost basis between its oil and gas operations.
M. Zager related that from Chevron's perspective, the nost
critical aspect is the oil operations. If the [legislation]
wer e expanded to include the gas operations, he said he wouldn't
obj ect .

REPRESENTATI VE SEATON surm sed then that M. Zager didn't view
the difference in the oil tax rate and the gas tax rate on the
production tax as significant.

MR. ZAGER said that [Chevron] actually didn't do that analysis
and nerely reviewed Chevron's current severance tax w thout
breaking it down between oil and gas. Then, it was reviewed on
a conbi ned basis afterwards.

1: 51: 49 PM

MR. ZAGER rem nded the commttee that Chevron has been in Al aska
for a long tine and, as indicated by the results of the sale
today, Chevron hopes to operate in Alaska for a long tine.
However, that will depend, to sone degree, on the neasures taken
on the new petroleumtax. M. Zager opined that the state would
benefit if it could establish a formula to attract additional
capital

1: 53: 58 PM

The commttee took an at-ease from1:54 p.m to 2:03 p. m

2:04: 03 PM

MARK HANLEY, Manager, Public Affairs for Alaska, Anadarko
Petrol eum Corporation ("Anadarko"), began by informng the
commttee that Anadarko is a |large independent, which neans that

it explores for and produces oil and gas. CGeneral ly, Anadarko
doesn't have refineries or gas stations. He further inforned
the commttee that Anadarko is a $23 billion market cap conpany

with a little over 3,000 enployees. M. Hanley related that
Anadar ko is one of the |arger independents.

2:06: 00 PM
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MR. HANLEY highlighted that Anadarko is operating in Al aska

exclusively on the North Slope, as illustrated by the pink and
yellow areas on the slide entitled "Anadarko's Al aska Acreage
Position.” He noted that Anadarko partners wi th ConocoPhillips
Al aska, Inc. and Pioneer for which ConocoPhillips Al aska, Inc

is the operator. However, Anadarko also has interests in which
it's the operator in the amobunt of 2.2 mllion net acres, which
results in ConocoPhillips Alaska, Inc. and Anadarko operating
about the sane net acreage. However, that will shortly decrease
because Anadarko brought in a new partner, BG that is a |arge
wor | dwi de gas pl ayer. Anadarko, he opined, has multiple
opportunities and has developed a regional nodel in order to
nodel various areas. For the purposes of this PPT discussion,

M. Hanley characterized Anadarko as a bit of a hybrid. He
noted that although Anadarko doesn't have interests in Cook
Inlet, it does have production there.

2:08: 20 PM

MR. HANLEY related that Anadarko views the North Slope as a
worl d class petroleum basin in which nmuch oil has been found and
much remains to be found. Anadar ko, he further related, tends
to focus on legacy or anchor field opportunities that would
support stand-alone facilities. Furthernore, Anadarko views
Al aska as a favorable political environment. |In response to Co-
Chair Samuels, M. Hanley clarified that Alaska is a favorable
political environnent because it's a western denocracy in which
the risks aren't the same as in other areas. Mor eover, the
State of Alaska views devel opnent positively. Al so, Anadarko
vi ews the abundant new entrants as partnering opportunities.

CO CHAIR RAMRAS asked M. Hanley if [Anadarko] views the State
of Al aska as a partner or nerely a taxing agent.

MR. HANLEY answered that generally, [Anadarko] views the state

as a partner, and nentioned that the conpany has been able to
wor k col | aboratively with the state.

CO- CHAIR RAMRAS related his fascination with the exploration
credits and the opportunity to bring down the cost for explorers
and be in partnership financially.

MR. HANLEY said he would address that at the appropriate tine
during his testinony.

2:11:39 PM
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MR. HANLEY continued and added that Anadarko also views the new
entrants as a positive in order to explore the basin. "The fact
that there's new players with different ideas from us is a
positive for us," he stated. However, [the challenge] is that
it's a maturing basin with high costs, a lack of infrastructure
in some respects, |imted access at tines to facilities and
pipelines, extrenely Ilong lead-tine exploration, and short
operating w ndows. Therefore, there is a cost and the proposed
credits help to recover sone of those costs faster thereby
reduci ng the cost of the devel opnent.

2:14:14 PM

REPRESENTATI VE GARDNER poi nted out that although Anadarko views
new entrants and partnering as opportunities, it is conpetition
which is a chall enge.

MR. HANLEY clarified that the reference in the presentation to
conpetition is the lack thereof. However, he noted that one of
the reasons Anadarko |ooks for anchor fields is because it
doesn't necessarily want to access existing facilities and have
to deal with the satellite issues. It's a factor that Anadarko
consi ders, he said.

CO CHAI R SAMUELS turned attention to the challenge, as specified
by Anadarko, of Ilimted access to facilities and pipelines.
Wth regard to the TAPS [Trans-Al aska Pipeline Systen]
settl ement nethodol ogy (TSM reopening in 2009 or 2011, he asked
i f Anadarko has a nethodology to [predict] the result of it. He
asked whether Anadarko factors in the aforenmentioned reopening
or has to utilize the economics of the current tariff when
runni ng the economi cs.

MR. HANLEY said that currently Anadarko is using the nunbers as
t hey are. He expressed hope that the state won't have to dea

with TSM because Anadarko is before the Federal Ener gy
Regul at ory Conmi ssion (FERC) challenging those rates. He opined
that well before 2009, there should be a decision. A judge wll

determine who is in the right in this case, and Anadarko is
fairly confident that interstate rates wll also decrease.
Therefore, the state may be able to reopen TSM because the FERC
may have set a just and reasonable rate.

CO- CHAIR SAMUELS nentioned that the TSM will play into the $73
mllion and the tax credits.

2:16: 57 PM
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MR. HANLEY continued with the challenge relating to the |ack of
a gas market. He specified that Anadarko is very supportive of
getting a gas line built in Al aska because it will inprove both
oil and gas economcs. In regard to Anadarko's view of the PPT,
M. Hanley opined that the admnistration did a good job
bal ancing the issues and the priorities. He related that from
Anadar ko' s perspective, the higher prices it mght pay fromits
Al pi ne production are offset by what the conpany generally views
as inproved econom cs for exploration and devel opnent as well as
protection on the downside. Therefore, overall Anadarko views
[this proposal] as a positive balance because it inproves the
conpany's exploration economcs and for that reason Anadarko
supports it.

REPRESENTATI VE GARA related, "It seens to ne that, as |'ve heard
from your conpany in the past and others, the prospects of mgjor
gas finds, assuming there is a gas pipeline and ... an open
season that lets you get gas into the pipeline, ... are so great
that nobody was talking about the need for these additional
credits before.” Therefore, he inquired as to what M. Hanley
could say to convince him that the conpanies really need the
proposed credits in HB 488.

MR. HANLEY rel ated that Anadarko believes there's trenendous gas
potential, although it's not a sure thing. He then highlighted
that there is a difference between finding a lot of gas and
whet her that gas is commercial. Conpared to the econom cs of
the existing gas, "ours is |less economc," he opined. Anadarko
has exploration risk, developnent risk, et cetera. He i nforned
the coommttee that there would have to be very large field sizes

that flow fairly well because Anadarko, in this high price
market, can't afford to drill many wells to obtain the gas.
Anadar ko, he opined, believes there's potential, and the

credits, particularly the exploration incentive credits, have
hel ped.

2:21:42 PM

MR. HANLEY pointed out that Anadarko has had the concept for a
couple of weeks and the legislation for a week. Therefore, he
said he would like to reserve the right for Anadarko to change
its mnd because the conpany isn't sure how HB 488 affects gas
econom cs. Under the old system the maxi num tax on gas was 10
percent and there was a different ELF. He explained that
general ly Anadarko, on both its oil and gas prospects, wll pay
a high ELF because Anadarko is |ooking for fields such as Al pine
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and large fields on gas. Mor eover, Anadarko's nodeling is
general ly based on hi gh severance taxes.

MR. HANLEY then turned the commttee's attention to the slide
entitled, "New Small QI Developnent,” which specifies that it
woul d have an ultimate recovery of 47 mllion barrels. He then

turned to the graph on the slide entitled, "Small Ol
Devel opnment - Rate of Return.” He specified that the red |ine
is the value of the $73 mllion. If one views the [small oi

devel opnent], one can see the inprovenent in the rate of return
in conparison to the current case. He then highlighted that the

green line is the sane nodel, wthout the $73 mllion. The
af orenenti oned, he said, is Anadarko because it would use the
$73 mllion against Alpine. "It gives you an idea of the

rel ati ve val ue between an existing player on this particular oi

devel opment and a new player who has the ability to use that $73
mllion as part of their economcs."” Therefore, there's a
fairly good delta there. He pointed out that the graph [with
the maroon line] assunes an existing producer at the 25/20 PPT.

The green line illustrates that Anadarko would have an
i nprovenent in its economcs. If the tax is raised to 25
percent, it actually reduces the economcs below the current

system He pointed out that Dr. Van Meurs' 11.6 chart for a 50
mllion barrel field for which Dr. Van Meurs predicts that at a
25/20 PPT without the $73 million still inproves the econoni cs.
Therefore, the differing nodel results needs to be addressed.
If the goal is to have nore wells drilled on the North Slope

and not enough are being drilled under the current system one
would think the [state] would need to inprove its econom cs.
However, raising the tax to 25 percent brings "it down to the

sane level," then that goal hasn't been achi eved.

2:26:32 PM

CO CHAI R RAMRAS requested that M. Hanley explain the graph on
the slide entitled, "Small G| Devel opnent - Rate of Return.”
He pointed out that the graph doesn't specify what happens if
the price of oil reaches $60 a barrel. He al so requested that

M. Hanley explain where Anadarko is with the production tax,
under the ELF.

CO CHAIR SAMJELS also requested that M. Hanley define what
Anadarko considers to be snmall oil developnment in ternms of the
nunber of barrels per day.

MR. HANLEY rem nded the conmmittee that the small oil field is a
47 mllion barrel recoverable field with a maxi num of 15, 000
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barrels of oil per day. Again, these are all variables and thus
the maxi mum doesn't nean it's the average. Furt hernore, how
fast the field cones on line and how quickly the conpany can
produce it make a difference in the econonics. He informed the
conmttee that Anadarko did try to wutilize sonme of [the

el ements] wused by Dr. Van Meurs. Al t hough Anadarko didn't
totally succeed in that respect, M. Hanley related that the
trends presented by Dr. Van Meurs are correct. For i nstance,

Dr. Van Meurs used the West Texas internediate (W) oil price
whi | e Anadarko used a well head price, which M. Hanley said Dr.
Van Meurs had to establish in order to determ ne the inpacts.
Therefore, he opined that everyone should be placing the
wel | head oil prices at the bottom of the graphs in order to
conpare apples to apples wthout the need for a conversion
figure.

2:29: 34 PM

MR. HANLEY then addressed effective rates, and inforned the
commttee that currently at Al pine Anadarko is paying just under
13 percent. Last year Anadarko was paying in the "low tens,"
whi ch he explained is because under the current systemthe first
five years of production a conpany has the ELF nultiplied by
12.5 percent and after that it's multiplied by 15 percent. He
characterized the current ELF that Anadarko pays as high and
suggested that the ELF for Prudhoe Bay may be the only field
with a higher ELF. He explained that under the PPT as it exists
today, if were it applied in 2005, Anadarko would actually pay
$13 mllion less than under the old system Part of the reason
t hat Anadarko would pay less under the proposal in HB 488 is
that it had a lot of capital investnents, which offsets those.
In further response to Co-Chair Ranras, M. Hanley specified
that over the last five years, Anadarko has invested in the $90
mllion range. He offered to determ ne how nuch the conpany has
invested in the |ast two years.

2:31:53 PM

REPRESENTATI VE GARA, referring to the lines on the graph that
represent the existing ELF tax and the 25/20 PPT, noted that the

two are very close. However, according to Wod MacKenzie the
rate of return in Alaska, under existing law, is higher than
nost places at $25, $35, and $40 per barrel. Therefore, he

guestioned whether, wunder existing law, too nmuch noney is
| eaving the state and thus he further questioned why sonething
better than 25/20 shouldn't be adopted if it also |eaves
Anadarko with a high rate of return.
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MR. HANLEY said that he couldn't comment on the Wod MicKenzie
st udy. However, he related that nost of the small oil field
devel opnents are very challenging and thus not many are drill ed.
He said he didn't believe the contention that a ot of noney is
left on the table that the state could tax nore under the
current systemand still have investnent.

REPRESENTATI VE NEUMVAN hi ghl i ghted that Anadarko's graphs seemto
stop at the $45 to $50 per barrel range. However, the reality
in recent tines has been that oil prices are $60 per barrel
Therefore, he inquired as to what the graph would |ook Iike at
$60 per barrel oil.

MR. HANLEY offered to provide a graph with $60 per barrel oil
However, he pointed out that the graph he provided is based on a
wel | head to about $43 per barrel of oil. He noted that Dr. Van
Meurs' graphs went to a $40 W, which equates to about a $32
wel | head pri ce.

2:35:19 PM

MR. HANLEY continued his testinony by highlighting that the rate
of return is just one neasure. He then referred to [the graph
on the slide entitled "Small G Developnent - Net Present

Val ue"], which includes a 12 percent discount rate on the after
tax net present value. GCenerally, the discount rate changes the

crossover points, but not necessarily in a relative manner. In
regard to what Anadarko uses for a hurdle rate, M. Hanley said
that it isn't sonething that the conpany discloses. However,

the nunbers can be run at various hurdle rates and he opined
that the legislature's consultants could do so and present a
tight range of the nunbers that conpanies will use. In concept,
the graph relates that at the high end, the state gets nore
while at the low end, the [state] takes sone of the risk [and
takes less]. Conpared to the current system at the high prices
there is |l ess net present val ue.

MR. HANLEY, in providing clarification, pointed out that the
graph discounts the value of the noney in the future at sone
rate. The [after tax net present value] is another way that
conpani es | ook at nmeasuring their return. He offered to get the
committee a better explanation.

2:39: 18 PM
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CO CHAIR RAMRAS surmised that the graph entitled "Small Gl
Devel opnent - Net Present Value" isn't about the state's take
but questioned what it is actually addressing.

MR. HANLEY expl ained that this graph is discussing the sane case

as before, just on a discounted basis. "I'f you value the cost
of nmoney into the future and the relative value of that as you
go forward, not just on a rate of return basis,"” he further
expl ai ned.

CO-CHAIR RAMRAS related his wunderstanding that Anadarko is
supposed to be speaking as the representative of smal

producers, and therefore "what's good for Anadarko is good for
the whole PPT theory." He related his further understanding
t hat Anadar ko, under the PPT system would pay $13 mllion |ess.
Therefore, PPT incentivizes small producers to explore nore. He

asked if the graph entitled, "Small QI Developnent - Net
Present Value" is showing four different scenarios a snal

explorer who wants to enter the Alaska market, as Anadarko
believes, may face if the net present value is utilized. He

then inquired as to the difference between the green line, which
refers to an existing producer for which the exenption is
applied elsewhere, and the red line, which refers to a new
entrant for which the exenption is applied to the eval uati on.

MR. HANLEY explained, "It's a relative inpact on us |ooked at
from a different way." He [turned attention to the graph
entitled "Small G| Developnment - Rate of Return"] which
illustrates that "they all were either better or about the sane
as the current system... [for] a small field, I guess you would
say."

CO CHAI R RAMRAS rel ated his understanding that the discussion is
inregard to the profitably for [the conpany] that is drilling.

MR. HANLEY stated his agreenent and nentioned that it could be a
smal | producer or a large producer. He specified that the
di fference between the green line and the red line is the $73
mllion in the green line is applied elsewhere with an existing
producer that won't have that exenption to help the [particul ar
field s] econom cs. However, [as illustrated by] the red Iline,
a new entrant would be able to apply the $73 mllion in its
econonics with regard to how the particular field is val ued.

CO CHAI R RAMRAS posed a situation in which Chevron says that it
used the $73 million in the Cook Inlet, but the $73 nillion
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woul dn't be available to use in another field unless the conmpany
is allowed to apply it tw ce.

MR. HANLEY indicated his agreenent and said that Chevron, in the

af orenenti oned case, would be the green Iline. Therefore, the
conpany would say it couldn't use the $73 mllion to evaluate
whet her a prospect is of value. He said that Anadarko would
probably view it that way on this particular prospect because
Anadar ko has used the $73 mllion el sewhere. However, anot her
conpany w thout production would use it and the $73 nmllion

woul d be of value to them

2:43: 42 PM

CO CHAIR RAMRAS surm sed then that the red |line appears to be
nore desirable because it's a higher rate of return, which is
why it refers to a new entrant.

MR. HANLEY replied yes.

CO CHAI R SAMUELS posed a situation in which TOTAL E&P USA, | NC.
(TOTAL) wants to partner with BP. However, once they run the
econonics on the sane project, they would have different

results. The major producers pointed this out and thus the
argunent can either be that it's philosophically unfair or that
there will be nore problenms with joint ventures. Wth the $73
mllion, there is also the argunent that the state will get what
it asks for and thus there will be many [players], all with the

$73 mllion exenption and the ELF revisited.

MR.  HANLEY remarked that [the $73 mllion] is also an

enti cenent. He recalled testinony relating that Norway is
actually giving people a check for $78 for every $1 [spent] to
every new entrant. CGenerally, the conpanies comng to Al aska,

after their first exploration, beconme an existing player.

CO CHAIR SAMUJELS, in regard to the 12 percent discount rate,
asked whet her that's what Anadarko uses.

MR. HANLEY reiterated that Anadarko doesn't inform others of the
di scount rate it uses, although [consultants] could inform the
comm ttee how di scount rates are used.

CO- CHAI R RAMRAS asked whether the lines would shift down if the
di scount rate is 10 percent.
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MR. HANLEY said that if the discount rate is decreased, the
lines will shift up. Therefore, the higher the discount on the
dollars, the less the val ue overall

CO- CHAIR RAMRAS related his wunderstanding that wunder the net
present value one |l ooks at the return six years from now, such
that the dollar is discounted back. Therefore, at 12 percent
per year, that dollar would be worth $.28 in today's doll ars.

MR. HANLEY said he agreed with Co-Chair Ranras' understanding
However, he suggested that others could better explain this. He
poi nted out that under "this nodel, the higher the price, nore
of the people ... are underneath as far as the return based on
this nmethod of evaluating it, conpared to the current system"”
Therefore, at higher prices, the state receives nore and "you
see under this system sone of those better prospects they had
get taken down at the high prices."

2:48: 42 PM

REPRESENTATI VE CROFT returned to the chart entitled, "Small Ol
Devel opnent - Rate of Return,” which illustrates that all of the
lines have the sane curve. Al though there is a difference

between the lines in terns of the rate of return, it doesn't
seemto fluctuate by oil price. However, the curves produced by
the net present value discount causes radically different curves
and thus there are different results for different oil prices.
Representative Croft inquired as to what curve is desirable if
the goal to have a snmall oil devel opnent with a good net present
val ue. He assuned that one would want a good net present val ue
at a range of prices and a relatively flat curve in order to
ensure that there is a good return at $20 and $40.

MR. HANLEY pointed out that if the tax rate is reduced, then the
econonmcs will be approved, even under the net present value
If the credits are increased, the same can be acconplished.
Combi nations of what one does wunder the system wll have
different inpacts and the question is regarding what is [the
state's] goal. If the desire to have all the scenarios produce
a better net present value than the system then at all prices
the state would take | ess noney. He rem nded the commttee that
Anadarko believes that while the conmpany may pay nore on its

production in the future, it will be balanced by the fact that
the state is taking nore at high oil prices and it's a bal ance
under sonme neasures. If the goal is to obtain nore noney at
high oil prices, balancing that off against the economc

indicators that allow the conpanies to take nore at the |ow end
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while there is an inprovenent 1in the economcs [counter]
bal ances payi ng nore, he said.

2:52: 08 PM

REPRESENTATI VE SEATON surm sed that these graphs are presenting
[the take] from Anadarko's view. He related his understanding
that at $25 there is a crossover breakeven point. He asked if
the sensitivity <calculation is nerely a different set of
nunbers.

MR. HANLEY clarified, "This is this proposal, the PPT, based on
t hose nunbers.”

REPRESENTATI VE SEATON further surmised then that with the PPT at
20/ 20, the red line, no matter the price, the conpany has a
hi gher after tax present value than under the current system
Under the 20/20 proposal with higher oil prices, the state is
supposed to receive nore. He asked if the aforenentioned is a
function of change in noney from the federal governnent to the
state governnent. He inquired as to how the conpany nakes out
better in every scenario while the state does so as well.

MR. HANLEY attributed [the difference in the green and red
lines] to the $73 mllion deduction. As [the prices increase],
it gets closer to the existing system he pointed out.
Therefore, eventually "all of those”™ wll crossover and at a
certain high price even the red line wll fall wunder the
exi sting system he opined.

REPRESENTATI VE SEATON posed a situation at $50 Alaska North
Slope (ANS) price and surmsed that the graph illustrates that
the conpany has higher profits, al t hough that doesn' t
necessarily mean that the state is receiving |ess noney than
under the current ELF. He asked if the graph illustrates that
in the developnment of a snall oil developnent at $50, it's
absolute that the red line specifies that the oil conpany wll
make nore noney in conparison to the state.

MR. HANLEY said he didn't know the answer because it would be a
cash flow analysis versus the net present val ue. M. Hanl ey
then noved on to the graph entitled, "Medium Ol Prospect -
Ri sked Rate of Return."” The aforenmentioned presents a simlar
type of approach based on a larger field. He expl ained that
it's a risk analysis and thus there is a certain chance of
success. He pointed out that the graph illustrates that for a
| arger field, the PPT inproves the after tax rate of return line
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for all the cases. Furthernore, the difference between the red
and green lines isn't as significant as in the earlier graphs.

2:56:48 PM

CO CHAIR RAMRAS inquired as to what it would take to support the
sane line, increase credits, and reduce the $73 mllion. He
then inquired as to whether the $73 nmillion could be in place
for a few years and then sunset it and place the conpany under

the 20/20 proposal. |If the aforenentioned is an option, then he
inquired as to the nunber of years that a credit would need to
be provided and still enjoy new entrants who are then phased

into the regular PPT plan that is applicable to the majors.

MR. HANLEY opined that in one view the $73 mllion credit is

equal across the board because everyone gets it. However,
conpani es W thout production don't receive the credit, although
it helps the exploration econom cs. He specified that 20
percent multiplied by $73 mllion is $15 mllion in val ue,
regardless of the size of the producer. Therefore, in that
respect it's a level playing field. In regard to the relative

value, he posed a situation in which a conpany has 20,000
barrel s per day of production and, for the sake of argunent, the
$73 mllion is equivalent to 5,000 barrels per day at $40.
Therefore, 25 percent of the aforenentioned conpany's production
woul d be tax free whereas a conpany with 250,000 barrels per day
woul d receive 2 percent tax-free production. M. Hanley then
provi ded the foll ow ng exanpl e:

If you want to get rid of the $73 million and use the
tax rate, | don't have a tax credit. If you want to
use the tax rate to keep them whole ... effectively

for the 20,000 barrel a day person you get rid of
the $73 million you' ve got to lower the tax rate from
20 percent to 15. That keeps them whole. For the guy
with 250,000 barrels a day, if you lower it a half a
percent, it keeps them whol e.

MR. HANLEY surm sed that it was all part of a package to conme to
an overall dollar anpbunt in which the tax rate was figured in
with the $73 mllion. He related his belief that if the |arger
conpani es receive a 1 percent rate reduction in the tax or could
prevent a 1 percent increase those conpanies would give up the
$73 mllion. However, if a conpany gives up the $73 mllion and
can't decrease 5 percent, there is an adverse inpact on the
smal | er pl ayers.
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3:01: 07 PM

MR. HANLEY related that there seens to be an assunption that
there's a level playing field already. He suggested that to the
extent there is a tilted playing field, [under HB 488] it's
still heavily tilted away from some of the snmaller, newer
pl ayers and toward the |arger players. M. Hanley pointed out
that this is a net back approach in which one would normally be
able to deduct expenses. He explained that if Anadarko puts oi

down the pipeline and it costs the conpany $4 to send it to

Val dez, that's what the conpany pays. However, an owner has a
return on that and will, under the proposed system be allowed
to deduct a profit as an expense. He <characterized the
aforenentioned as an unlevel playing field. Therefore, M.

Hanl ey said he wouldn't argue that it unfairly tilts the playing
field against the large players, although it does have an
I npact . He suggested that even wthout this there may be
different conpanies in the sane fields paying different tax
rates under this proposed system He reiterated that whether a
conpany is exploring or not inpacts the value of the credits
under the proposed tax structure.

3:03:34 PM

CO CHAIR RAMRAS surmised then that if the $73 mllion were
reduced while continuing to incentivize small entrants, the tax
rate could be lowered or the anobunt of credits could be raised.
However, he opined that lowering the tax rate and reducing the
tax credit would [be received] poorly in many of the districts.

MR.  HANLEY, in response to Co-Chair Ranras, infornmed the
commttee that Anadarko has over 3,000 enpl oyees [worldw de] and
mar ket capital of over $23 billion. M. Hanley acknow edged
t hat Anadarko is a | arge conpany.

CO- CHAI R RAVRAS pointed out that Anadarko would be the | argest
conpany in Alaska were it based in Al aska, although it's being
referred to as a snmall conpany.

MR. HANLEY nentioned that the view one takes of this proposa

depends upon whether the conpany has production and what it's
| ooking to find. Again, the difference, under HB 488, for a new
entrant versus an existing producer is less for a [nedium oil

prospect as illustrated on the graph entitled, "Mdium Gl

Prospect - Risked Rate of Return"]. Therefore, there is |ess of
an inpact on the conpany's econom cs as it goes forward.
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3:05:29 PM

CO CHAI R SAMUELS recalled M. Hanley's testinony that if the $73

million is elimnated, Anadarko would want to have a |ower tax
on a certain anmount of barrels or revenue. Still, the conmpany
woul d effectively end up at the sanme place in that the benefit
woul d still be given to the | arge conpani es.

MR. HANLEY said, "To the extent that you want to incent new
conpanies, this is a much bigger issue and nmuch nore valuable to

the conpanies.” He suggested that many conpanies, particularly
t hose wi thout production, would view the elinination of the $73
mllion with a 1 percent decrease in the tax rate to be a much

wor se system
3:07:17 PM

REPRESENTATI VE GARA surm sed that on one hand M. Hanley's and
Dr. Van Meurs' presentations say that at a 25/20 PPT at $40 per
barrel, the state would take nore noney than it does currently.
On the other hand, M. Hanley's graph shows that under the 25/20
PPT the conpany's rate of return is higher at $40 per barrel
than it is currently. Therefore, he inquired as to how the
conpany and the state can be making nore noney at the sane tine.

MR. HANLEY offered to provide the cormittee with an explanation
[at a later tinge].

REPRESENTATI VE CRAWFORD rel ated his understanding that the after

tax rate of return axis is the return to the conpany. The
existing ELF is lower in all cases on the graph, although the
committee has been told that this is a tax hike. However, the

conpanies receive a larger after tax rate of return regardless
of the proposals presented on the graph.

MR. HANLEY explained that the graph views the field as a new
prospect such that the conpany is allowed to use all of its
credits against the prospect. The tax increase, he further
expl ai ned, cones from the existing fields. He related that a
conpany would have past capital that's invested and thus if a
conpany were to do a new Prudhoe Bay, its econom cs woul d change
because the conpany has a higher tax rate. Furthernore, there

would also be the many credits against the capital. The
aforementioned is why there is reluctance from the existing
pr oducers. He opined, "It's essentially hamering existing
production. ™" In sonme respects, under the 20/20 proposal, the

state is paying for 40 percent of the cost of devel opnent, which
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nore than offsets the higher tax rate. Therefore, the dollars
are coming fromthe tax increase on existing production.

3:11:10 PM

REPRESENTATI VE  CRAWORD characterized this as a "scary
proposition" because if the state is very successful with this,
the state could receive a lot less in the future.

CO CHAIR SAMUELS related his understanding from econom sts that
getting many new entrants with the | engthy necessary exploration
lead tine will result in the $73 mllion losing its value over
time.

REPRESENTATIVE GARA opined that the wearly tax credit is
inmportant in achieving a higher rate of return and nore taxes
under the analysis. Therefore, he surmsed that the early tax
credit is alnost nore inportant to a new devel oper than the tax
rate once a field becones profitable. He then posed a situation
in which the 25/25 system that was raised to 30/25 such that the
conpany is protected on the downside and receives a |larger tax
credit when the situation is riskier. Therefore, it would be
worth the extra tax the conpany pays when the situation becones
profitable. He asked whether he can assune that by raising both
5 percent, a new devel oper would be better off than if neither
were raised.

MR. HANLEY related his wunderstanding that if there is a 5
percent increase, there would be a decline in the economcs
because the tax rate is nore valuable than the «credit
I ncreasi ng. In regard to the crossover point, M. Hanley said
that it's based on nmany variables. He offered to nodel it.

REPRESENTATI VE GARA said that if the answer isn't clearly in the
affirmative, then such a nodel isn't necessary.

3:14:14 PM

MR. HANLEY opined that there would have to be significantly
| arger incentives on the back end to make up for tax increases.
He stated that Anadarko absolutely prefers a lower tax rate
because it inproves the conpany's economn cs. This is a policy
call for the legislature.

REPRESENTATI VE GATTO commented that it doesn't natter what the

tax rate is if the conpany is paying zero. However, under sone
scenario it's possible to take the credits and pay a tax rate
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that's higher and do better, although he wasn't sure that nost
of the companies would fit such a scenari o.

3:15:19 PM

MR. HANLEY related his understanding that it seens that there's
concern that people made decisions based on low oil prices.
However, the prices have been higher and [the conpanies] have
been able to pay back their capital such that one would question
why the | ookback should be allowed. |In response, he highlighted
the Alpine field in which a project, tw satellites, was
sanctioned in Decenber of 2004 during a high oil price

envi ronment . The satellites are due to cone online this year
and thus there hasn't been a decrease of dollars comng in to
of fset those. Therefore, one could argue that they are taking

the high side from Anadarko. Wth regard to an earlier coment
that price is what drives many of the issues, he acknow edged
that the price is a variable and the tax needs to be fixed.

3:17:49 PM

MR. HANLEY clarified that some have said that the tax rate is
insignificant conpared to the swings in the price of oil.
However, M. Hanley reiterated that the price is the variable
and everyone has to deal wth that. Therefore, he said he
woul dn't encourage a 40 percent tax rate because if the price
increases to $60, one has to review the variable price, which if
it decreases, will have a larger inpact. Wth regard to prices,
M. Hanley indicated that w thout being able to deternine the
price of oil between 2014-2034 or have protections on the price
during t hose tines, [ Anadar ko] woul d be conservati ve,
particularly in an environment in which production in Al aska
takes longer from startup to production. Therefore, he opined
that conpanies are probably nore conservative wth price
estimates in Al aska. Despite the fact that prices are up, from
a conpany's perspective, conpanies could argue that the state
has been receiving higher than it should for a while. M.
Hanley informed the commttee that one of the reasons Anadarko
can support HB 488 is because there is sone protection in sone

cases and sonme downsi de protection. Dependi ng upon the nodel,

the state is going to take |ess noney than under the current

system However, "if we think that 10 years from now when the

price goes down, they're going to change it back and take that
that hasn't helped us." He noted that such wouldn't be

nodel ed.

3:21:30 PM
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REPRESENTATI VE BERKOW TZ, in regard to nodeling conservatively,
opined that it nust nean that Anadarko has sonme estimates as to
what the conpany believes the price will be in the future.

MR. HANLEY agreed that is the case. He said that on interna
rates of return, hurdle rates, discount rates, and prices one
can put those on graphs in order to review the ranges. The
consultants can provide the commttee with ideas as to what
conpani es m ght use.

3:22:45 PM

MR. HANLEY commented that independents are sensitive. In one
respect independents don't have as broad a portfolio, but
i ndependents tend to want to "confirm and condemm." Therefore,
things that the legislature does will inpact independents, and

perhaps to a | arger extent than sone |arger conpanies.

REPRESENTATI VE BERKON TZ recalled that one of the earlier
presenters suggested that independents need higher rates of
return than the majors. He asked if M. Hanl ey agreed.

MR. HANLEY opined that each conmpany's different. He suggested
that the commttee ask its consultants to determne the cost of
finding versus the cost of capital. He highlighted that those
who are looking for new oil and gas on the North Slope are the
i ndependents and new entrants, which he attributed mainly to the
internal hurdle rate on the size of the field. For sone of the
| arger conpanies, the expected size of fields aren't in Al aska
However, he further opined that it does take a mx that one
needs "to balance that off." He expressed the need to have the
investment in the existing fields in order to have the
infrastructure and the pipeline in order to nove oil down it.
Still, some conpanies will not look for things that others wll
and thus the commttee should be aware of the mx of heavy oil
as well as small fields and frontier fields.

3:25: 40 PM

MR. HANLEY then discussed the credits that aren't. He noted
that Anadarko would be able to utilize credits since it has
i ncome, and therefore he said that he would speak in regard to
conpanies that don't have existing incone against which they
could use these credits. To the extent that the aforenentioned
is the case, the new conpanies have to discount the credits.
Therefore, it's not a level playing field if conmpanies wth
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existing incone can use the credits at 100 percent while the

newer conpani es cannot. In fact, the new conpanies would have
to sell the credits to the [existing conpanies] and thus the
[existing conpanies] will take 10 percent nore and the newer
conpanies will receive 10 percent |ess. Furthernore, the state
incents the sanme anpunt of noney. M. Hanley then suggested
that a refundable credit should be considered. If it's costing

the state the sane, he questioned "why not just cut the check."
The aforenentioned would level the playing field for the new
entrants. To the extent the conmttee views refundable credits
as a problem he suggested expanding the taxes and paynents
agai nst which conpanies can utilize those. He further suggested
that it could be utilized against corporate incone taxes and

bonus bi ds. In fact, there is a precedent for such, as
denmonstrated by the broader incentive credits under the
Departnent of Natural Resources (DNR). M. Hanl ey enphasized

the need to keep the tax credit level for the players that don't
have production, which he opined is best acconplished with a
refundabl e credit.

3:29: 02 PM

REPRESENTATI VE GARA expressed his disconfort wth the $73
mllion. To that end, he inquired as to why a lower tax rate
during the first few years of production wouldn't be continued
versus the free $73 million credit in profits.

MR. HANLEY clarified that the $73 mllion is an allowance
deducti on. Al though the state can structure this any way it
wants, it wll be difficult for the newer players to replace the
$73 mllion because of the relative value, as described earlier.

REPRESENTATI VE BERKOW TZ pointed out that although there has
been discussion with regard to incentives, there hasn't been any
real discussion in the way of punishment for the failure to
perform He asked if M. Hanley has any thoughts on the
af orenenti oned. He suggested that perhaps a "use it or lose it"
provision could be utilized in terms of whether a lease is
devel oped or not.

MR. HANLEY said the aforenentioned can be done because there is
already a process by which the state can increase or decrease
the length of termof a | ease. However, he said that incentives
are a better way to encourage devel opnent.

3:32:47 PM
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REPRESENTATI VE CRAWORD recalled the charts the commttee has
been given that relate the state's oil production if there isn't
a gas line by 2012 to 2015. He related his understanding that
the state's oil production is enhanced if it has a market for
its gas. He suggested that it would be best if a gas line is
built and producing during that tinmefrane.

MR. HANLEY comented that for Anadarko's purposes, the sooner

the gas line is built the better. He then continued with his
presentation in regard to the state needing to be careful in
regard to what it asks because what the |egislature decides wll
drive behavior. Anadarko would like to drill nore wells and to
have nore exploration economcs as well as nore sharehol der
value, all of which he didn't believe to be mutually exclusive
fromthe state's goal. He then expressed the need to review how
much the economics decrease if the tax rate is increased. He

al so expressed the need to review how nuch the m ni num econom c
field size for certain areas increase as the tax rate 1is
i ncreased. Al things being equal, M. Hanley opined that as
the tax rate is increased the econom cs decrease, which can be
of fset by certain credits or incentives. Drawing to concl usion,
M. Hanley urged the conmttee to do what it wants and nesh that
with what [the conpanies] want. Furthernore, he expressed the
need for all the players to talk in order to cone to a comon
understanding of the legislation otherwise the policy call and
i npacts can't be reached.

3:36: 50 PM

MR. HANLEY then recomrended using sone type of a work session
during which a range of the various elenents can be chosen in
order to nodel for the various players and scenarios. He
related his belief that currently there wll be unintended
consequences because the nodels being presented vary because of
the differing assunptions. Al though M. Hanley said that he
seens to understand the intent of HB 488, it doesn't seemto be
clear in the statute.

3:39: 55 PM
REPRESENTATI VE GATTO related that it would be fair to assune

that the large oil conpanies would really enjoy a very conpl ex
system because they have a lot of certified public accountants

(CPAs) and attorneys. Therefore, he questioned whether the
course to take should be to forget the incentives, specify the
tax, and specify the percentage the state will give the conpany

that | ooks for a well.
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MR. HANLEY acknowl edged that such a course could be taken and
t he conpanies could nodel it. However, the problemis that one
size doesn't always fit all. M. Hanley echoed his earlier
comment that the proposal enconpassed in HB 488 is a "decent
mx." Again, the question is in regard to what the state is
trying to incent. From Anadarko's perspective, while it my pay
nore, the legislation as it's witten actually seens to inprove
t he conpani es econom cs and inprove the downside. Therefore, he
suggested that sone of Anadarko's prospects are nore likely to
be drilled than they were before the |egislation.

3:43: 11 PM
The committee took an at-ease from3:43 p.m to 3:48 p. m
3:48: 35 PM

PAT FOLEY, Manager , Land, Conmerci al, Regul atory Affairs
Pioneer Natural Resources ("Pioneer"), paraphrased from the
following witten testinony [original punctuation provided]:

Pi oneer began its investnment in Alaska in early 2003
with the drilling of 3 exploration wells in the
shallow waters of the Beaufort Sea. Pi oneer
significantly expanded its Alaskan inventory at the
Oct ober 2003 Al aska State Lease Sale where it was the
| ar gest partici pant and successf ul bi dder on
approxi mately 150,000 acres. W opened an office in
Anchorage in early 2004 and now enploy 26 persons in
Al aska. In 2004, Pi oneer concluded exploration
agreenents with ConocoPhillips and Anadarko across a
vast portion of NPR-A In 2005, Pioneer acquired a 10
percent working interest and the option to acquire up
to an additional 40 percent working interest and
possi bly succeed ConocoPhillips as the operator of the
Cosnopolitan Unit |located in the Cook Inlet. Pi oneer
has significantly invested in the state and has
assenbled a substantial portfolio with an interest in
approximately 1.6 mllion acres of |easehol d.

On  February 6, 2006, Pi oneer announced that it
approved and is conmencing the devel opnent of QOooguruk
field on the North Slope of Al aska. Pioneer is the
operator of the field, which is in the shallow waters
of the Beaufort Sea approximately eight mles
northwest of the Kuparuk River Unit. Pi oneer has
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commenced operations to install an offshore gravel

drilling and production site and we expect to conplete
gravel hauling activities by the end of wnter.
Following construction of the gravel drilling and
production, a subsea flowine and facilities will be

installed during 2007 to carry produced three-phase
liquids to existing onshore processing facilities at
t he Kuparuk River Unit.

CO CHAI R SAMUELS turned attention to the transitional phase, and
inquired as to how much Oooguruk is going to cost Pioneer to
develop in the last five years and two years. He al so inquired
as to whether Pioneer has any other nmjor devel opnents.

3:51: 21 PM

MR. FOLEY answered that currently Pioneer is exclusively focused
on the Qooguruk project. However, he related that this summer
Pioneer is likely to make a decision regarding what it will do
to continue work on Cosnopolitan. He highlighted that Pioneer
is heavily involved in exploration and has drilled five wells to
dat e. This wnter Pioneer has been involved in three
exploration wells. He said that on a long-term basis, Pioneer
woul d expect to have a capital program simlar to the |ast
several years. In regard to Pioneer's investnent in the state
to date, he estimated it to be roughly $100 mllion over the
| ast three years. He returned to his testinony and paraphrased
from the followng witten testinony [original punctuation
provi ded] :

Pioneer plans to drill approximately 40 horizontal
wells to develop 50 million to 90 mllion barrels of
estimated gross oil resources. Total gross capital to
be invested in drilling and facilities is expected to

range from $450 million to $525 mllion

MR. FOLEY added that Pioneer has a 70 percent interest in
Qooguruk and is a partner with Eni on this project.

REPRESENTATI VE GATTO inquired as to whether there is any
connection between Evergreen Resources and Pi oneer.

VR. FOLEY replied yes, explaining that Pioneer acquired
Evergreen Resources in 2005.

3:53:14 PM
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MR. FOLEY returned to his testinony and paraphrased from the
following witten testinony [original punctuation provided]:

The wells are expected to be brought on production as

drilling progresses, wth peak rates of approximtely
15,000 to 20,000 barrels of oil per day expected by
2010.

For independent conpanies |like Pioneer, the challenges
to building a business in Al aska are formdable. The
remaining North Slope resources are nothing like the

billion barrel fields that opened the Sl ope. The new
wave of developers are working to commercialize: a)
smaller, lower quality oil reservoirs, b) viscous oil

resources, c) renote resources in NPRA, the foothills
and offshore and d) natural gas resources, which wll
not have a market until the next decade. All of these
resources are challenging to comercialize, but it is
a challenge that nust be nmet to insure new sources of
supply for the state.

The North Slope is one of the highest cost areas in
the world. Renpte geography translates to sone of the
hi ghest capital, | ease oper ati ng and pr oduct
transportation costs in the world. Addi tionally,
North Slope projects have conparatively long cycles
[sic] tinmes. From buying a lease to selling oil takes
5 to 10 years depending upon drilling success and
di stance to existing infrastructure.

MR. FOLEY interjected that Pioneer's Oooguruk devel opnent wl|
be at the shorter end. However, he rem nded the conmttee that
OQooguruk was a resource that was discovered in the |late 1970s
and early 1980s and renai ned undevel oped until now He then
continued his testinony and paraphrased from the follow ng
witten testinony [original punctuation provided]:

The largest challenge independents face on the North
Sl ope is arguably uncertainty. To be successful, we
nmust properly assess and make provision for a nunber
of wuncertainties related to exploration risk, future
oi | and gas prices, fiscal poli cy, regul atory
processes and access to infrastructure.

3:55: 59 PM
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The long cycle tines for Alaska projects require that
we nmake our investnent decisions based upon a |ong
term price projection. Al though current prices exceed
$50 per barrel, the 10 year average price for North

Slope crude is approximately $25 per barrel. For
Pioneer's Al aska Projects, the price of oil in 2006 is
irrel evant. The prevailing price in the next two
decades w Il determne future cash flow for new
proj ects.

MR. FOLEY, in response to Co-Chair Sanuels' query, related that
Pioneer, in general, has an aggressive view toward price. He
then returned to his testinony and paraphrased from the
followng witten testinony [original punctuation provided]:

Accurate assessnent of risk is critical to the success
of an exploration portfolio. WIl the value of the
fields we ultinmately discover offset the cost of dry
hol es, land, seismc data and devel opnent costs? For
many of the renpte exploration areas in Alaska, it is
difficult to project acceptable full cycle returns.

3:57: 37 PM
In 2003, the state initiated exploration incentive
credits for certain qual i fyi ng expl oration
expendi t ur es. These incentives encouraged Pioneer to

invest significantly in infrastructure challenged
areas such as NPR-A

CO CHAIR SAMIJELS noted that Pioneer has taken advantage of sone
exploration tax credits already; and asked if those are also
avai l able for developnment tax credits. He further asked if
Pioneer would benefit from the proposed provisions in the
transi ti onal noney.

MR. FOLEY clarified that Pioneer has yet to be issued a tax
certificate and the [exploration] credits were derived from work
that was perfornmed |ast wnter. Therefore, the conpany has not
yet nonetized those credits. M. Foley said that a conpany |ike
Pi oneer woul d benefit fromthe transitional capital.

REPRESENTATI VE SEATON inquired as to the rate of credit for
whi ch Pioneer has applied and believes it qualifies.

MR. FOLEY specified that the wells Pioneer drilled last w nter
should qualify for the 40 percent tax credit rate. He nentioned
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that this winter Pioneer is drilling one exploration well that
the conpany believes will also qualify for exploration incentive
credits, which should be creditable at a rate of 20 percent.

4:00: 08 PM

MR. FOLEY again returned to his testinony and paraphrased from
the followwng witten testinony [original punctuation provided]:

When Pioneer was considering its first investnents in
Al aska, state officials were pronoting the resource
nerits of Al aska basins. Al aska certainly contains
world class petroleum systens. Additionally, the
officials pronoted the fiscal policy including the ELF
formula and exploration incentives. Under the ELF
formula, only very Jlarge new fields wuld pay
severance tax and qualifying exploration expenditures
in remote areas would receive exploration incentive
credits at either a 20 or 40% rate. Wth this fisca

systemin place, Pioneer invested heavily in the state
over the last several years. Wen we |earned that a
new severance tax policy was under devel opnent, we
were quite concerned that any new system would be
detrinental to our future investnments and a departure
fromthe fiscal system pronoted to the independents by
t he state.

We recognize that the existing severance tax policy,
as it applies to the large fields on the North Sl ope,
is likely not sustainable and we are pleased that the
proposed PPT taxes profits rather than revenues.
G ven that the state collects royalties right off the
top, it mekes sense that any additional governnent
take should be assessed after costs have Dbeen
recovered. This concept is inportant to the snaller,
| oner productivity and renote resources which are
critical to future production growh. Al t hough the
proposed production tax rate of 20% is quite large
when |ayered upon the other burdens of royalty, ad
val orem tax, state inconme tax and federal incone tax,
the inpact of the large tax rate is tenpered by the
al | onance of cost recovery, investnent tax credits and
t he proposed taxabl e i nconme threshol d.

CO CHAIR SAMUELS turned the conmttee's attention to the tax
rate at Oooguruk, and related his understanding that Pioneer
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received a royalty reduction on that particular field and after
cost recovery Pioneer will pay 30 percent in that particular
field. He then inquired as to what Pioneer would consider its
effective tax rate.

MR FOLEY said that he doesn't know Pioneer's total effective

tax rate. When Pioneer nade its investnent decision on
Qooguruk, it was with an expectation that the severance tax
woul d be zero. He informed the committee that sonme of the

| eases at Oooguruk were a one-sixth royalty flap and others were
a one-eighth royalty with a 30 percent net profit conponent.
The 30 percent net profit conponent is preserved and the royalty
reduction has taken all of the royalties down to 5 percent unti
payout at which point they would increase linearly over a four-
year period to reach the rates today.

4:04:15 PM

MR. FOLEY continued with his testinmony and paraphrased from the
followng witten testinony [original punctuation provided]:

Pioneer is pleased to see the provision included in
the proposed legislation regarding the deductibility

of transitional capital. The provision serves to
conpensate those conpanies, including Pioneer, who
have made significant capital investnments over the

past five years based upon the fiscal terns in place
at that tine.

W have reviewed the testinony of the admnistration

and agree that the PPT, as proposed, wll provide
incentives for new investnent by all conpanies
Economic netrics for new investnents wll inprove

under the PPT versus existing tax |aw This shoul d
encourage the devel opnment of marginal fields and wl|
reduce the mninmum economc size for exploration
prospects, thus pronpting nore exploration and
increasing the chances of finding comercial-sized
fields. In addition, it should encourage reinvestnent
in existing fields. W believe the PPT as proposed
will entice nore conpanies to Alaska and increase
conpetition. More conpanies and nore ideas will |ead
to smarter field devel opnent nethods, smarter drilling
and production equipnment, which wll further reduce
the m ni num econom c size of exploration prospects and
grow t he resource pie.
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4:05:42 PM

The tradable tax credits are a particularly effective
incentive for the exploration and devel opment of new
resour ces. Under the proposed PPT, the higher risk,
hi gher cost and log project cycle tines associated
with new resource exploration and devel opnent are
partially offset by the ability to nonetize these

credits shortly after investnent. In an exploration
portfolio, the large mmjority of projects are not
successful resulting in a total loss from all |ease
acquisition, seismc and drilling costs. The tradable

tax credits would Ilessen the negative financial
consequences of the inevitable dry holes explorers
will drill.

A significant concern to Pioneer is the potential for
a lack of liquidity for the tradable tax credits.
Pioneers' outlook is to continue with very |large
capital expenditures in the state over the next

several years. Wth only a handful of very Ilarge
producers as potential buyers for the credits, and the
proposed limt that a conpany nmy utilize purchased

credits to offset no nore than 20% of its tax, we are
concerned that the market for the credits may not be
conpetitive.

4:07: 02 PM

CO-CHAIR SAMJELS surmsed then that Pioneer's concern wth
regard to the credits is that the three [major producers] wll
buy enough of the credits and the value of each individual
credit wll decrease. In that scenario, the [three nmgjor
producers] becone the driving nmarket force.

MR. FOLEY indicated that to be the case as well as the inperfect
nature of a market with so few buyers.

REPRESENTATI VE SEATON asked whether Pioneer views oil prices
below $40 per barrel as wuntradable wthout a significant
di scount . He asked if the aforementioned has been considered in
relation to the credits.

4:07:53 PM

MR. FOLEY said Pioneer has not considered the consequences of
t hat .
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REPRESENTATI VE SEATON said that he mght be mxing things
because the tradables are down to 20 percent and the investnent
cl awback is at $40.

CO CHAIR RAMRAS clarified that the transition provision has a
$40 threshold while there is no threshold for the use of the
credits.

4:08:31 PM

MR. FOLEY returned to his testinony and paraphrased from the
following witten testinony [original punctuation provided]:

New i nvestors could face selling credits at a discount
to taxpayers who would in turn cash them in to the
state at full value. We appreciate that a buyer of
tax credits should recover its transition costs, but
we are concerned that the required discount mght be

substantially greater. W respectfully ask the
| egi sl ature to consi der i npl enenti ng r ef undabl e
credits with appropriate limtations to protect the

state's cash flowin the event of low oil prices. The
program could provide that credits be refunded at a
nodest discount to face val ue. This would allow the
State, and not a third party producer, to benefit from
any discount that a seller would be willing to accept.

4:09: 24 PM
CO CHAI R RAMRAS inquired as to what a nodest di scount woul d be.

MR. FOLEY said it would be close to 100 percent; and the cl oser,
the better. He related that during his career he has been
involved in purchasing and selling several credits, which often
sel|l at a discount of only a few percentage points.

4:10:13 PM

MR. FOLEY continued with his testinmony and paraphrased from the
following witten testinony [original punctuation provided]:

W believe that the PPT as proposed inproves Al aska's
conpetitive position with respect to other investnent
opportunities around the world. M. Van Meurs'
testinmony indicated that the proposed PPT would
i nprove Al aska's conpetitiveness versus a nunber of

HOUSE RES COW TTEE - 46- March 1, 2006



nostly large, international investnment opportunities
around the world. To attract conpanies of Pioneer's
size and smaller, we believe that Alaska nust
effectively conpete with US. lower 48 opportunities
as well. Wth higher prevailing natural gas prices in
the |l ower 48, gas resource plays (tight sands, shales
and coal bed nmethane) are attracting huge anounts of
capital due to the relatively low risk, |low cost and
short project cycle tine relative to exploration. The
size of sonme of these resources is quite large
resulting in increased conpetition in the US. for
i ndependent's capital. |If Alaska wants to inprove its
conpetitive position and attract new investors, we
believe that the |egislature should take great care in
maki ng changes to the administration's proposal that
woul d make it | ess conpetitive.

4:11: 36 PM
For new investors to Alaska, particularly smaller
conpanies, exenpting the first $73 mllion of cash
flow from taxation is a valuable feature of the PPT.
The obstacles to new investors are high. Most  new

i nvestment opportunities in Alaska are either small,

infrastructure chall enged, risky (exploration) or sone
conbi nati on of these factors. New investors are also
handi capped by not owning the existing infrastructure
and they lack the economes of scale enjoyed by the
| ar ge operators. To be an effective operator in the
state requires a huge commtnent in highly conpensated
personnel to effectively navigate the regulatory and
operational challenges that are wunique to Al aska.

Under existing law, it is unlikely that an explorer
woul d pay significant production tax unless a huge
field was discovered. A nunber of new conpanies were
recruited to Alaska by the state and made substantia

i nvestnments based on the existing tax |aw. Under the
proposed PPT, exenpting the first $73 MM of cash flow

from taxation will help deliver an investnment climate
nore consistent with the system that initially
encouraged Pioneer to explore in Alaska and will help

of fset the high "start-up" costs.

In general, we believe the proposed PPT is a bal anced
program with appropriate incentives to encourage new
investnment in the state. W encourage the |egislature
to carefully evaluate the proposal and take care to
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insure that it results in fiscal policy that rmakes
Al aska nore conpetitive. W also respectfully request
your consideration to neke the tax credits in this
bill refundable to allow the new investors the full
i ntended advantage of the tax credit program Thank
you for this opportunity to express Pioneer Natural
Resource's views on HB 488.

4:13:41 PM

CO CHAIR RAMRAS inquired as to M. Foley's view if the state
offers to [make the tax credits refundable], but will not refund
the credits for a specific amount of tinme. |In such a situation
the state would benefit fromthe tine value of the noney, while
[delaying the refund] acts as a backstop. Therefore, the

conpany could determne whether to redeem the credits for
production, sell themto a major producer at a discount, or wait
the specified anount of time and redeem them with the state for
98 percent face val ue. He asked if that would be an attractive
appr oach.

MR. FOLEY replied no, pointing out that if a conpany doesn't
realize the value of the credit for two or three years, the MV
of that credit would be Iess. He opined that the [discounted]
credit could be sold into the nmarket sooner and would be
di scounted | ess than the program Co-Chair Ranras descri bed.

CO CHAIR RAMRAS noted that he didn't disagree.

MR. FOLEY said the fundanental concept is that noney is being
left on the table. In other words, a seller mght be willing to
sell its <credits at a discount, and therefore it seens
appropriate for the state to take advantage of that discount.

4:15:57 PM

CO CHAI R SAMUELS posed a situation in which the state offers to
provi de the conpany a 100 percent [tax credit] if it continues
to reinvest those funds into capital in Al aska. If not, the
conmpany could take its chances with selling it privately [to the
maj or producers].

MR. FOLEY said that anything better than what is expected from
the market is an inprovenent.

4:17:32 PM
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REPRESENTATI VE SEATON opined that Pioneer is in an interesting
position due to its Cosnopolitan hol ding, which he presunmed wll
be a gas play. He asked if M. Foley has analyzed the PPT on
the sole gas operation that Pioneer has in Cosnopolitan versus
an oil play on the North Sl ope. He further asked if the
differing tax structures and credits nean that the relationship
and advantage or disadvantage is different for the two resources
or are the two considered the sane.

MR. FOLEY related his understanding that the Cosnopolitan
devel opnment has both oil and gas potential. Pi oneer has
consi dered Cosnopolitan in a hypothetical success portfolio and
doesn't differentiate the value of a gas nolecule or oi
nol ecul e other than to make them (indisc.) equival ents.

4:18: 38 PM

REPRESENTATI VE SEATON said this is a concern for himin the Cook
Inlet where there are a nunber of gas plays that are strictly
gas. He expressed concern that there hasn't been any review of
any differential effect of +the changes from the gas tax
structure, which differs from the oil tax structure, to the
uni fied tax structure. Therefore, he requested that M. Foley
review that and determne if there is a differential inpact or
not .

REPRESENTATI VE GATTO highlighted that the snaller the player,
the nore excited they are about going to the PPT.

REPRESENTATI VE SEATON noted the $73 mllion credit.

REPRESENTATI VE GATTO pointed out that when Pioneer acquired
Evergreen, Evergreen held |eases know as Pioneer that he
recal l ed were coal bed nethane | eases. He then asked if Pioneer
is going to drill for anything else in that Pioneer unit.

4:20:12 PM

MR. FOLEY clarified that the Pioneer Unit held by Evergreen that
was acquired by Pioneer was nanmed the Pioneer Unit because of
[the proximty to] Pioneer Peak. M. Foley informed the
commttee that Pioneer has surrendered all of its leases in the
Mat anuska- Susi tna Val | ey. Al of the leases held by Evergreen
were focused on coal bed nethane, and that was a project that
Pi oneer decided not to pursue. In further response to
Representative Gatto, M. Foley explained that Pioneer, the
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parent corporation, acquired Evergreen for which the

majority of its assets were in Col orado.

4:21: 07 PM

vast

JIM WEEKS, Alaska Operations Mnager, Utra Star Exploration

LLC, paraphrased fromthe following witten testinony:

M. Chairman, distinguished nenbers of the House

Resources Committee. My name is Jim Weks, and | am
here today representing UtraStar Exploration LLC a
very small all Al askan owned independent explorer,

with strategically located | eases on the North Sl ope.
UtraStar is based in Anchorage, with offices at 3111
C Street, Suite 500. The Conpany was forned in 2002
by me, John Wnther, and Dale Lindsey, for the primry
purpose of exploring and developing |eases on the
Nort h Sl ope. UtraStar is 100% owned by Al askans. I
am Managing Menber, and noved to Anchorage in 1984
with ARCO and have had a presence here ever since.
Dal e, whom nost of you know, was born and raised and

still lives in Seward. John, whom nost of you also
know, was born in Fairbanks and raised in Juneau. He
currently lives in Petersburg. Thanks for the

invitation to testify on this inportant |egislation.

First of all, I'd like to comend the Governor and
menbers of the Admnistration for addressing this
i ssue, and your Conmittee for the tinmely and thorough
review it is being given. During the |ast several
days, I|'ve listened to a lot of testinmony on the
pr oposal . Some witnesses wanted the Conmittee to
delay decisions on this issue. There should be no
delay, nor should there be a rush. This is a very
i nportant piece of legislation, and you need to get it
right, less it results in unexpected and/or un-desired
out cones. You are doing it right, giving the bill a
t horough and fair hearing in a tinely fashion.

| will now offer a few specific comments on the bill.
You've heard lots of testinony supporting the 20-20
tax and exploration/devel opnent incentive split, and
the argunments in favor of these provisions have been
articulated very thoroughly and clearly, and |
certainly cannot enbellish on them so | won't even
attenpt to. "Il just add UtraStar's strong support
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for the positions of the existing producers and
i ndependents and explorers on these issues.

John Wnther testified to the Joint House and Senate
Commttee hearing |ast Saturday, echoing UtraStar's
support for the 20/20 provisions, and the $73 mllion
deduction allowance in the bill. Since then, we've
| earned that the $73 million allowance, granted to all
conpanies in Alaska regardless of the size of their

cash flow streans, may be a difficult pill for you and
your colleagues to swallow. Thus, you may want to
elimnate it from the bill. | encourage you not to
jettison it entirely, but consider an alternative that
Wil | provi de i ncentives for expl oration and

devel opnent of snmall fields.

It's generally agreed that the big Prudhoe Bay and
Kuparuk sized fields have been found. The big
structures have been drilled, and what remains are the
10-100 mllion barrel accunulations. These are nodest
by North Slope standards, but can add up to

significant amounts of oil and related economc
activity. The st ock mar ket rewar ds reserve
repl acenent. The current producers are huge, publicly

traded conpanies that have becone so large that their
reserve replacenent needs cannot be net by chasing
smal|l satellites on the North Sl ope. For i nstance,
ExxonMobi| produces 20 mllion barrels in 10 days.
W'd do junping jacks in downtown Juneau if we found
that rmuch oil on our |eases.

But smaller accumulations can be attractive to snal

i ndependents |ike us, provided the right incentives.
Rather than the $73 nillion allowance for all
conpanies, | suggest you consider establishing a
ceiling above which |arge conpanies would not get the
$73 mllion allowance, and below which snaller
conpanies would. There is a precedent for this in the
"Charter for Developnent”, a 1999 agreenent between
the State, BP and ConocoPhillips that nade the
conbi nati on of ARCO and BP possi bl e. There are many
provisions in the Charter, but none of them requires
BP and ConocoPhillips to give preferential treatnent
to small producers, called "qualified producers”. The
Charter defines qualified producers as those wth
wor |l dwi de assets of less than $1 billion dollars, and
establishes 5000 barrels per day as a nmaxi num anount
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of crude oil that a qualified producer can produce to
receive the preferential treatnent.

MR. WEEKS, in response to Co-Chair Sanuels' question as to how
UtraStar would define |arge and small conpanies, opined that it
would do so by calibrating a conpany by size and a threshold
anount of oil per day.

4:26: 44 PM

MR. WEEKS then continued with his testinony and paraphrased from

the following witten testinony [original

4

27

| realize that the provisions of the Charter were
devel oped for a different purpose, but certainly it
di stingui shed between "little guys", and "big guys",
and established a nmaxi mum production |evel for which
the benefits apply. Whether $1 billion dollars or
5000 barrels per day are the appropriate ceilings for
the PPT is subject to nore debate, but such a two-

tiered approach wll acconmplish what | believe you
want : to provide incentive for entry by small
newconers Wwthout giving an un-deserved w ndfall to

the established players. Pl ease don't throw the baby
out with the bath water by elimnating the $73 million
al | owance al t oget her.

: 126 PM

My last issue is pretty specific, but could be
significant for small independents. It regards the
excl usi on of "amount s pai d for pur poses of
indemification.” on line 15 of page 14 of the bill.
Smal | i ndependents |like UtraStar wll need to
indermmify facility owners and operators who wll
process our oil through their facilities. W wll
need to purchase real, third party, arns |length
insurance to satisfy these requirenents. W wll also

need insurance to neet the bonding and financial
responsibility requirements of the Departnment of
Nat ural Resources and Environnental Conservation, and

the Alaska QI and Gas Conservation Conmm Ssion.
Dependi ng upon the circunstances, nenbership in an oil
spill clean up cooperative nmay also be required. Al l

these costs can broadly be characterized as costs for
t he purposes of indemification, and could arguably be
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excluded when direct costs are calcul ated, as defined
at line 21 on page 13.

Nearly 15 percent of the cost of the Wnstar
exploration well at diktok Point in 2003 was for
i nsurance prem uns, so these indemification costs can
be significant for the little guy, and should clearly

be deductible to determne direct costs. In his
letter transmtting this | egi sl ation to this
committee, the Governor said that a nunber of indirect
costs are listed in the bill, and are to be excluded
fromthe calculation of direct costs. | ndemmi fi cation
is one of the indirect costs |isted. Trust nme, M.
Chai r man, there was nothing indirect about t he
$370,000 check | wote for the insurance prem um on
our last well. The nmoney went directly from our bank
account into theirs. | urge you to clarify your
i nt ent on this issue, and allow real, i nvoi ce
supported, arnms length indemification costs to be
i ncl uded.

Thanks for the opportunity to testify at this
i mportant proceeding.

REPRESENTATI VE KERTTULA thanked M. Weks for remnding the
conmi ttee about the charter, which she said he is correct about.

MR. WEEKS related that UtraStar holds the view that the charter
enabl es his conpany to |ook for small satellite accunul ations.

4:30:31 PM

REPRESENTATI VE SEATON recalled that the $73 million [credit] was
based on a 5,000 barrel field by $40 [wel |l head]. Representative
Seaton related his understanding that M. Weks is saying that
although the 5,000 mght be an adequate distinguishing
production value, perhaps a nore long-term projection of price
shoul d be used to arrive at a | esser figure.

MR. WEEKS said it would not be related to price. He suggested
that the 5,000 barrel a day was in the charter and it nay be a
coi ncidence that the sane figure was used to calculate the $73
mllion. M. Weeks opined that there should be a threshold in
the maxi mum |l evel that's excluded until new entrants can start a
busi ness and build a production stream from which they can begin
to pay taxes.
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REPRESENTATI VE BERKOW TZ asked M. Weks if he believes the ELF
i s broken.

MR. WEEKS replied yes. For exanple, the |easehold that
UtraStar now holds that abuts the western boundary of the Point
Mcintyre participating area can be drilled from a deviated well
from Point Mlintyre No. 1, which is in the Prudhoe Bay unit.
Currently, UtraStar is negotiating wwth BP, as the operator of
the unit, for access to the drill site and the production
facilities that would process any oil found. Before the
governor's reinterpretation of the ELF in 2004, M. Weks said
that his economic nodel/assunption was that any pool under
UtraStar's |ease would be a separate reservoir from an ELF
standpoint and carry little or no severance tax. However, after
the reinterpretation to include the satellites with the facility
pool s, the aforenentioned becanme uncl ear. Therefore, M. Weks
changed his assunptions such that any pool held by UtraStar,
since it wuld be produced and processed by Prudhoe Bay
facilities, would attract the crude oil. M. Weks said that
the proposal in HB 488 is a cl eaner nethod.

4:34: 00 PM

REPRESENTATI VE BERKOWN TZ asked if M. \Weks knows of any
mechani sm besi des the ELF and PPT that would be better.

MR. VEEKS said he hadn't given such any thought, but would do so
and share any ideas on that.

[ HB 488 was hel d over. ]
4:36: 12 PM
ADJ OURNMENT

The commttee recessed at 4:36 p.m to March 2, 2006, at 12:00
p. m
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