M NUTES
SENATE FI NANCE COWM TTEE
April 4, 2006
9:07 a.m

CALL TO ORDER

Co-Chair Lyda Geen convened the neeting at approximately
9:07: 13 AM

PRESENT

Senat or Lyda Green, Co-Chair
Senator Gary W/ ken, Co-Chair
Senat or Con Bunde, Vice-Chair
Senat or Fred Dyson

Senat or Lyman Hof f man

Senat or Donny O son

Senator Bert Stedman

Al so Attendi ng: SENATOR GARY STEVENS; SENATOR TOM WAGONER;, STEVE
MARSHALL, President BP Exploration Al aska, Inc.; AGNUS WALKER,

Commercial Vice President, BP Exploration Alaska, Inc.; TOM
WLLI AMS5, Senior Tax Counsel, BP Exploration Alaska, Inc.;

RI CHARD  OVEN, Production  Manager, ExxonMbbi | , and Vice
Presi dent, ExxonMbil Al aska Production;

Attending via Teleconference: There were no teleconference
partici pants.

SUMVARY | NFORMVATI ON

SB 305-O L AND GAS PRCDUCTI ON TAX

The Committee heard from industry representatives. The bill was
held in Commttee.

#SB305
9:07:29 AM

CS FOR SENATE BI LL NO. 305( RES)
"An Act providing for a production tax on oil and gas;
repealing the oil and gas production (severance) tax;
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relating to the calculation of the gross value at the point
of production of oil or gas and to the determ nation of the
value of oil and gas for purposes of the production tax on
oil and gas; providing for tax credits against the tax for
certain expendi tures and | osses; relating to the
relationship of the production tax on oil and gas to other
taxes, to the dates those tax paynments and surcharges are
due, to interest on overpaynents of the tax, and to the
treatment of the tax in a producer's settlenment with the
royalty owners; relating to flared gas, and to oil and gas
used in the operation of a |ease or property under the
production tax; relating to the prevailing value of oil or
gas under the production tax; relating to surcharges on
oil; relating to statenents or other information required
to be filed with or furnished to the Departnment of Revenue,
to the penalty for failure to file certain reports for the
tax, to the powers of the Departnent of Revenue, and to the
di scl osure of certain information required to be furnished
to the Departnent of Revenue as applicable to the
admnistration of the tax; relating to crimnal penalties
for violating conditions governing access to and use of
confidential information relating to the tax, and to the
deposit of tax noney «collected by the Departnent of
Revenue; anending the definitions of ‘'gas,'" 'oil,'" and
certain other terns for purposes of the production tax, and
as the definition of the term 'gas' applies in the Al aska
St randed Gas Devel opnent Act, and addi ng further
definitions; making conform ng anendnents; and providing
for an effective date.”

This was the fourth hearing for this bill in the Senate Finance
Conmi ttee.

9:07:41 AM

Representatives of BP Exploration, Alaska gave a presentation
utilizing a handout titled, "BP Presentation on CSSB 305 (PPT),
Al aska State Legislature, Senate Finance Conmttee, 4th April
2006" [copy on file].

STEVE  MARSHALL, Pr esi dent, BP Exploration Al aska, I nc.
i ntroduced his co-presenters and nade the foll owi ng statenent.
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Over the last few weeks as we've been working through the
various comm ttees, both on the House and Senate side, and
being in Juneau neeting with a nunber of legislators, ['ve
becone increasingly concerned about the direction the bills
are taking. Seens to be and to BP that things are heading
in the wong direction.

There is clearly a focus on short-term revenues to the
State. My worry is that is being done at the jeopardy of
the longer-term revenues. And to sonme extent | suppose we
have not done as good a job as we could have in convincing
those that we've talked to about the I|inkage between tax
rate, investnment and that investnent |inkage to production.

The comon ground that the industry and the citizens of
Al aska and the |legislature have in common is production.
Qur singular purpose, if you boil it down to sonething very
sinple, is to maxim ze the recovery of oil and gas fromthe
oil fields in Alaska, and in our case, on the North Sl ope.

The natural decline of an oil field or a gas field is
inevitable. It's sonething in the range of 15 percent for
the fields that we have on the North Slope. Through the
efforts of our staffs and teans and the investnents and the
i deas and the innovation and the technol ogy, we are able to
arrest that decline to about six-percent.

For the industry that represents about a billion and a half
dollars investnment per year; capital investnent, wells,
flow lines, new facilities, to be able to not only produce
oil and gas but to also handle the water, the solids, the
inevitable challenges that cone with working in mture
fields 20 to 30 years ol d.

In addition to that we spend as an industry, in excess of
somewhere in the range of $2 billion just to operate those
fields. So again the ongoing mai ntenance, keeping the wells
productive, stinmulating the wells to make sure they
maxi m ze the production, that represents the investnent.
About a billion and a half capital, sonething in the range
of about $2 billion just to operate those fields.

What | think is happening right now is that all of those

efforts, because there are no big projects, they get |ost.
The wells that we drill every year, the side tracks of new
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wel I's, about 100 penetrations is the hard peddling we do.
It's a bit like, if you think the industry is like a
m |l pond, the ducks just sailing along and the oil keeps
comi ng. Actually we're paddling very hard underneath the
surface ...to offset that decline.

| think the decline is somewhat nasked by the high prices
we're experiencing. That's the good news. It benefits us

all, clearly the industry, BP is no exception, we're making
very good profits - very good profits. There is no doubt
about that. Resetting the balance there | think is
something that is <clearly the challenge before us:

achi eving that bal ance.

But the high prices are | think offsetting a very worrying
trend. The industry's track record, I wsh |I could say was
exenplary in neeting its forecasts, not only our own
internal forecasts, but also the DNR forecasts. W've
experienced over the last four or five years, we have
m ssed those in a negative sense every year

Wy is that? | think it's from a nunber of reasons:
drilling wells that have taken |onger, projects that have
been delayed maybe for technological reasons, naybe for
ot her external factors, operational upsets, small discrete
investnments that may take a little longer to mature. Every
year as we submt our business plan it includes many many
di screte individual investnments. The $600 nmillion that
we're spending this year probably represents maybe a
hundred different projects. Al of which have their own
economcs and their own relative attractiveness. It's our
job to mature those to the point where we're confident we
can actually deliver on what we say we're going to do

t here.

Any time we change one factor, that could be a
technol ogical factor or any other factor, it makes the
relative conpetitiveness of t hose i nvest nment s | ess
attractive. Cearly tax is one aspect of that. So | think
the delays to projects, all it does is further underm ne

the production. It accelerates the decline and when we | ose
that nmonentumit's very difficult, if not inpossible to get
back.
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| think we've shown as individual conpanies and as an
i ndustry, once we |ose the a particular project for
what ever reason it's delayed, we have nothing there to kind
of put in its place. We'lIl get that production eventually,
but it just slides further into the future. That's the
underlying decline that we're seeing exaggerat ed.

Now BPs plans over the next ten years are to spend $14
billion. That was the plan that we put together in the
sutmmer of last year. It clearly represents a significant
investnment in gas. But that gas only represents about half
of that $14 billion. There's another $7 billion tied to oil
projects. That represents alnost a doubling of upstream
investnment - the investnent on the North Slope and what
we' ve experienced in the |last few years.

We spend quite a considerable amount in the |ast few years
on what we call our mdstream One billion dollars on new
tankers, the four new tankers that are comng into the
fleet [and] the nodernization of the punp stations on the
pi peline, are just two exanples where we're nodernizing our
infrastructure. Mdernizing our infrastructure for the next
30 years, but at the sanme time, investing to |lower wunit
costs.

That's one of the big challenges that Al aska faces: an
incredibly high fixed cost of infrastructure to get oil to
market. Unlike many places, the distance to market is a big
handi cap for Al aska. The actual cost of doing business is
high, but it's not extraordinarily high. The cost to get
the product, oil or gas, is considerably higher than just
about anywhere el se BP operates. | suspect the sanme is true
for anybody in the industry.

That two-tines spend that we're looking at there is what |
want to make sure we're not putting in jeopardy. The 20/20
proposal that the governor proposed a few weeks ago, | have
to say was at the outer edge of where BP had been thinking.
Prior to that time, we'd been talking about 12 1/2 percent
as a production tax. So 20 percent represents a big change.
And 20/20 - 20 percent tax and 20 percent credit, in 2006
and with oil prices that we currently have, and with the
capital plans that we currently have this year, $600
mllion, it represents about a 13 percent production tax.
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If you strip it down, the tax and the credit represents
about a 13 percent tax - effective tax on production.

Under ELF [economic I|imt factor], under the sane
circunstances, the sane scenario, that's about 5 1/2
percent. So it's essentially a doubling of that tax rate.

The Senate bill, as it currently stands, represents al nost
a three-fold increase in production tax over ELF. So
perhaps that's one way of explaining our concern about -
| ess about the revenues for the State, but nore about what
i mpact that will have on future investnent.

That's our mssion. That's what the 1,700 direct and 5,000
indirect enployees working for BP do everyday is paddle
very hard to keep maxi m zi ng that production.

Certainly our thinking prior to the governor's bill com ng
out was that an approach that provided the State wth
consi derable upside at high prices. That we accepted and
recogni zed the State's need for that [as] something that we
supported [and] providing some protection at the downside
under low prices. Agnus will show that certainly in the $20
to $25 price range, our business nmakes very little profit
if any. We'll cone to that in nore detail because | know
that's been an issue that's had quite a bit of press
recently and | think is worth an exam nation of what's
really driving the business there. W want to provide as
much transparency on that as we possibly can.

Qur approach was to provide the State with upside at high
prices, sonething the State has not enjoyed and needs to
and should [and] sone protection at the downside. The
m ddl e ground is where we thought the ganme needs to be won
or lost. Preserving to the extent we can the investnent and
the investnent climate over that md-range of prices that
we' ve been operating under for the last two years is the
area where we're nost concerned about. So we would argue
for something less than 20 percent in that range. But that
would be true progressivity. Wuat it boils down to is
increasing the size of the pie, not just increasing the
slice of the pie that the State gets.

| think that where we all win is a bigger pie that we can
all share in. I worry that the focus so far has been just
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on increasing the slice of the pie. That to ne would be
| ess than [an] optimal outcone for the State of Al aska.

9:20: 06 AM

Senator Hoffrman referenced the witness' coment that the Senate
Resources Conmittee substitute provisions for a 25 percent tax
and 20 percent credit would result in a tax increase of three
times that of the current rate. He asked if this calculation
i ncludes the progressivity factor.

9:20: 23 AM

M. Mrshall responded that progressivity is not included in the
assertion.

9:20: 27 AM

Senator Hoffrman asked the percentage of the increased tax
i ncluding the progressivity.

9: 20: 33 AM

AGNUS WALKER, Commercial Vice President, BP Exploration Al aska
Inc., responded that he did not have figures, but that the
i mpact woul d be "obviously significantly nore".

9: 20: 45 AM

Senator Dyson requested conments pertaining to provisions of the
commttee substitute that wuld be "less attractive" in
encouraging investnment, particularly relating to credits and
transition provisions.

Senator Dyson relayed a "rule of thunmb" that five tinmes the
anount of credits is equal to one percentage of tax. He invited
the testifiers to express their agreenent or disagreenent wth
this theory. He asked also if the rule would apply to oil prices
of both $60 per barrel and $25 per barrel.

9:22: 06 AM
M. Mrshall affirnmed that the tax rate would "al ways out trunp”

credits. Credits assist in mtigating tax. A fornula providing a
20 percent tax and a 20 percent credit calculates to
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approximately 13 percent tax. The tax rate is "always out
trunped” by production. If successful in attracting additional
investnment, a situation could result in which no Petroleum
Production Tax (PPT) revenue would be collected, but nore incone
woul d be generated for the State.

9:23:49 AM

M. Wal ker provided his testinony referencing the aforenentioned
handout and wutilizing a visual aid. The docunent includes
information shown on the visual presentation interspersed wth
witten testinony.

9: 24: 28 AM
Page 5
DOR Producti on Forecasts

[ Line graph depicting ANS Ol Production (nbd) for the
years 1978 through 2015. Actual production is shown
for the years 2005 and earlier; projected production
forecasts for years following 2000 are shown for Fal
01, Fall 03, Fall 05 and Spring 06.]

e Historical basin decline has been around 6%

e Flattening of production from 2002-2004 due to
Al pine & Northstar

e Decline since 2004 has mrrored historical basin
decl i ne

M. Walker noted the decline in production has been occurring
since 1988.

M. Wal ker pointed out that the Department of Revenue forecasts
have been systematically adjusted and that previous forecasts
were too "optimstic" and forecasted higher production rates
than was actually realized. The Spring 2006 forecast also
predi cts higher production than would actually occur.

M. Walker stressed that this should be of concern to al
parties. Production of 100,000 barrels per day equates to
$500, 000 in revenues to the State of Al aska.

9:27:15 AM
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M. Walker surmised that certain factors were proving nore
difficult than industry had anticipated, thus causing production
rates that were "failing to neet" forecasts. Developnent of
viscous oil is an exanple that sonme projects are requiring nore
time to execute. Additionally, the environment at Northstar is
chal l enging. A significant investnent was made in another field,
whi ch has provided no return.

9:28:16 AM

M. Walker reported that the forecasts are nmde utilizing a
nunber of "real projects” with "real reserves"” |ocated on the
North Sl ope. However, the forecasts are not based on a realistic
capital forecast. "No restraint” is exercised in the preparation
of these forecasts to consider whether industry has available
capital, capacity, and support structure to undertake projects.

9:29: 30 AM
Page 6
| nvest ment Offsets Decline

[Line graph showing the downward trend from approxi mately
1.75 MIlions of barrels per day to less than .5 nmillion
for years 1990 to alnbst 2050. Delineated for the years
foll ow ng 2005 are projections of a 15% Decline rate of 1.3
billions of barrels produced and Zero |Investnent; the
Status Quo with a 6% Decline rate, 3.6 Billions of barrels
to be produced and an investnent of $1 - $1.5 billion per
year; and a 3% Decline rate with 7.5 Billions of barrels to
be produced and an investnent of $2 - $3 billion per year.]

DOR Spring Forecast cannot be net wthout significant
addi tional investnent

The vast nmmjority of that investnent nust be nmade in
existing fields

M. Walker outlined the history of decline in production on the
North Slope. If no additional investnents were nade, production
from existing facilities would end by 2012 or 2013. 1In
actuality, investnents are currently made at $1 to $1.5 billion
per year. A continuation of this rate would continue the trend
of a six-percent annual decline in production.
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M. Wil ker stressed that BP Exploration desires a "healthy oil
business” in Alaska for decades in the future and that would
enabl e the construction of a natural gas pipeline. To acconplish
this, annual investment nust be $2 to $3 billion per year.

M. Wl ker considered the issue to be how to double the current
| evel of investnent.

9:32:42 AM

M. Wal ker reiterated that the Departnent of Revenue Spring 2006
forecast would be revised to reflect a |ower production rate
because the projected rate requires a significantly higher
i nvestnment than currently bei ng made.

9:33: 09 AM

Senator Hoffrman asked the average anounts invested by BP
Expl oration and the industry as a whole in the past five years.

9: 33: 23 AM

M. Wal ker reported that the industry has been investing between
$1 and $1.5 billion annually. O that amount, BP Exploration has

been investing approximately $400 million annually in "upstream
operations”". The conpany is also investing in "mdstreant
activities. The total investnent of BP Exploration is $3.5
billion for the previous five years.

9:34:13 AM

Senator Hoffman asked about the conpany's stated objective to
i ncrease investnent an additional one billion dollars regardl ess
of proposed changes to the tax structure. He asked if this is a
result of higher oil prices.

9:34: 43 AM
Senator Hoffman asked +the underlying reason to increase
investment in future years, given that only $400 mllion was

i nvested annually in the past five years.

9: 35: 06 AM
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M. Walker clarified that the investnment figures quoted on the
graph represent the total industry.

9:35:43 AM

Senator O son asked if the cited investnent anounts are |limted
to investnments made in North Slope activities or whether they
al so include investnents in the transportation process, such as
t he pipeline and ships.

9:36: 15 AM

M. Wal ker replied the figures represent the investnent industry
has made in North Slope activities only. Industry is also
investing in other aspects of the business to ensure it is
"heal thy. "

9: 36: 34 AM

Senator (O son asked if the renovation of tanker ships is
included in these efforts. his

9:36:45 AM

M. Wl ker responded that those expensed are not included in
these figures. This data pertains only to upstream activities.

M. Wal ker repeated that the future of the resource devel opnent
would be determined by industry's "ability to attract
i nvestnent . "

9:37:22 AM
Page 7
A 50 year vision
[ G aph delineating BP Net Production (nboe/d) of Light OI,
Viscous Ol, Heavy G|, and Gas, for the years 1975 through
2050. ]
M. Walker spoke to efforts BP Exploration is undertaking to
address the issue of declining production. The strategy is to

create a 50-year future for the business by focusing on known
resources. Acconplishing this would be challenging but possible.
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One chal l enge would be to "nornalize" the viscous and heavy oils
to transport to nmarket. Production of viscous oil has started
and efforts have started for production of heavy oil. The
conpany also intents to take natural gas to market.

9:38:46 AM

M. Wal ker contended that the "future is very different fromthe
past”. Future activities would involve three businesses: |ight
and heavy oil, and gas. Al nust be interdependent and each nust

be "healthy" for the long termfuture of the North Sl ope.
9:39: 13 AM

M. Walker told of many challenges that nust be net and
overcone. These efforts are underway. Technology 1is being
identified to increase productivity from existing fields; to
develop the state's vast viscous resource and transport it to
mar ket from the arctic environnment. The conpany is working to
ensure its fleet of ship and the pipeline infrastructure is
adequate for future use.

M. Wal ker remarked that BP Exploration enploys 200 people in
Al aska.

9:40: 33 AM

M. Wl ker relayed the BP Exploration plan to expend $14 billion
in the next ten years. A significant portion of that investnent
would be related to natural gas devel opnent. The investnent in
oil resources in the North Sl ope woul d doubl e.

9:40: 56 AM

M. Wl ker expressed concern that the future of these plans
woul d be jeopardized by the proposed increased taxes.

9:41: 09 AM
Page 8
Producti on Drives Revenue

[ Spreadsheet expounding on the information depicted on Page
6 regarding the decline in production and industry
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i nvestment anounts. Operating Expenses are listed at $30
billion for 1.3 billion barrels produced; $50 billion for
3.6 billion barrels produced; and $100 billion for 7.5

billion barrels produced. Also shown is State Revenue
(estimate) Assuming 20/20 $40 ANS of $10 billion from a
decline rate of 15% and $1 billion Industry Investnent; $30
billion froma decline rate of 6% and $20 billion I|ndustry
I nvestment; and $60 billion from a decline rate of 3% and
$60 billion Industry Investnment. Pie charts for the three

scenari os denonstrate the portion of revenue derived from
the proposed PPT conpared to Al other non-PPT state
revenue. |

Maxi m zing State Revenue nmeans maxi m zi ng Production
M. Wal ker outlined the additional information contained on this
page. Industry would incur the operating expenditures "to keep

North Sl ope running for the duration.™

M. Wl ker pointed out that if successful in achieving a three-

percent decline in production goal, a $60 billion investnent
would be required. This amount is three-tines the current
forecast. Additionally, $100 billion in operating expenses would

be required; an anmount twi ce the current forecast.

9:42: 50 AM

M. Walker relayed that private business interests outside the
oil industry caution against underestimating the inpact of the
oil industry on the econony of Al aska.

9:43: 24 AM

M. Wil ker stressed the direct inpact of oil devel opnent on
State revenue. Property tax, royalty and income tax revenues are
all based on production. Production through a pipeline is the
significant factor.

9:44: 18 AM

M. Walker, referencing the pie charts, noted that revenues
generated from the proposed PPT would conprise |less than one-
guarter of total State oil revenues. A severance tax of zero
could be adopted if determined to be the best nethod to
facilitate investnent in Alaska. Such investnent could provide
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the State with higher income from property taxes and royalty
t ax.

9:45: 09 AM

M. Walker stated that the «current six-percent production
decline is historically driven by the current economc limt
factor (ELF) tax structure. According to the basic l|aw of
econom cs, less investnent would be nmade if the proposed 20/20
PPT structure were adopted. This would result in an investnent
decline of six to 15 percent.

9:45: 53 AM

M. Wl ker contended that State officials should be considering
met hods to double the current rate of investnment in Al aska
rat her than how much to i ncrease taxes.

9:46: 12 AM

Senator Hoffrman returned to M. Walker's earlier coment that a
production reduction of 100,000 barrels of oil would cause a
revenue reduction of $500 mllion. Senator Hoffnan asked the
price of oil this calculation is based upon.

9:46: 29 AM

M. Walker replied the current price of $60 per barrel was used
in this anal ogy.

9:46: 35 AM

Senator Hoffrman asked if the reverse would be true that the
State would receive $500 mllion for each 100,000 barrel
production increase.

9:47:26 AM

M. Walker responded that the factors change over tine. The
af orenenti oned calculation is based on an econom c nobdel over
the next 40 years. Although production declines, operating costs
do not; therefore costs per barrel increases.

9:48: 16 AM
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Page 9

US Margi nal Tax Rates
North Anerica: Tax Rate Conpari son
Al aska is already the highest cost region to operate

[Bar graph listing the Mrginal Tax Rate percentages of
ot her states and Canada as foll ows:

Al b.1 39%
coV 45%
CO 51%
WY 52%
KS 53%
X 53%
NM 53%
(014 53%
CA 53%
Al b. 2 54%
AK (ELF) 56%
LA 57%
(Alb: Alberta Heavy Q| - pre and post-payout)

Margi nal Tax Rate percentages of PPT proposals are also
listed as foll ows:

20/ 20 61%

Senat e:

<$40 63%

$100 67% I ncreases with oil price]
Al aska will have the highest marginal tax rate

M. Walker answered his own question that the tax rate is
i mportant.

M. Wil ker defined the marginal tax rate as applying to
addi tional earnings after all costs are covered.

9:49:21 AM
M. Wil ker noted the states listed are the top ten producers in
the United States. Alaska currently has the second highest tax

rate under the existing ELF system

9:49: 53 AM
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M. Wl ker pointed out that the original 20/20 proposal would
increase the marginal tax rate to 61 percent, which would be the
hi ghest rate in the United States. The marginal tax rate under
the Senate Resources Conmittee substitute would be higher stil
and the progressivity provision would allow for continued
i ncreases for higher oil prices.

9: 50: 39 AM

Senator Stedman asked the marginal tax rate of the Senate
Resources Conmittee substitute at a price of $100 per barrel not
i ncluding the progressivity factor.

9: 50: 55 AM

M. Wal ker answered that the marginal tax rate would remain 63
percent and would not increase with price increases.

9:51: 21 AM

Senator Stedman indicated he would have additional questions at
a later tine.

9:51: 28 AM

M. Wil ker declared it "unthinkable" that high tax rates would
yi el d additional investnent.

9:51:45 AM

M. Walker directed attention to Alberta and the @ulf of Mexico
where "business is boom ng" and investnent is attracted. Al berta
is "open for business”" and inposes a royalty tax of only one
percent .

9:52: 36 AM

Senator Bunde identified the need for fiscal certainty as a
conplication to the legislature in determning specifics of a
PPT structure. A few Alaskans would be making a decision that
woul d remain unchanged for nany years. He asked about fiscal
certainty for the citizens of Alberta and the amount of tine
before current decisions could be changed.

9:53: 26 AM
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M. Wal ker was unsure of the exact terns of the tax structure in
Al berta, although he assuned the governnment had sone assurances.
Alaska is in the wunique position of wanting a $20 billion
natural gas pipeline, which is a "driving need" for long term
fiscal certainty.

9:54: 04 AM

Senator Stedman agreed that the marginal tax rate for Al aska
woul d be "huge", but remnded that royalty and property tax
rates are utilized as a nethod of "selling our resources”. The
figures cited in this presentation are simlar to those reported
by the Departnent of Revenue. However, the aggregate corporate
profit margin would be 35.5 percent on prices of $40 per barrel
under the 20/25 PPT proposal contained in the Senate Resources
Comm ttee substitute conpared to 37.9 percent under the current
ELF system This difference in profit is marginal. He recognized
that the profit margin is different for each conpany and could
be | ower for BP Expl oration.

Senator Stedman acknow edged that, at $60 per barrel, the
current aggregate profit margin is approxinmately 42.8 percent
and would be 32.7 under the 20/25 nethod. However, wth prices
of $20 per barrel the profit margins would be 18.5 percent and
23 percent respectively. The profit mrgins would actually
i ncrease under the proposed system

Senat or St edman enphasi zed this information should be considered
along with the issue of "top down view of governnment take versus
industry take and where is this balance point." The balance
poi nt would be determ ned through the use of taxes and royalties
and would be utilized as a "selling point”™ of resources in the
gl obal market. This differs from the scenario of an incone tax
i nposed by the federal governnent.

9:57: 03 AM

Co-Chair WIlken recalled that the |egislature conm ssioned the
Wod MKenzie Goup a couple years prior to provide an analysis
of the investnment climte of oil and gas activities in Al aska.
M. Wal ker contended that Alaska is one of the npbst expensive
places to produce and transport the resources; however, the
commi ssioned report concluded that Alaska is also one of the
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nost profitable l|ocations. He asked if the witness agreed with
this finding.

9:57: 58 AM

M. WAl ker responded that industry nust be profitable to invest.
The real issue is whether opportunities exist in Alaska to
attract industry capital. These opportunities, "obviously" do

not exist due to the annual six-percent declining in production
on the North Slope. The focus should be to determ ne the proper
fiscal system necessary to attract investnment, rather than how
much the State could "take" from oil conpanies. The issue should
be "what is right for Al aska.”

9:59:15 AM

M. Marshall gave his recollection that the aforenentioned study
made a conparison of the profitability of individual projects.
Projects in Alaska include high costs to transport the resource
through the pipeline and on ships. These are unique expenses.
Production in Alaska is attractive due to the profits that could
be realized at higher oil prices.

M. Wal ker agreed with Senator Stedman that achieving bal ance is
the goal. However, providing adequate product to sell is also
important. He cautioned against creating a situation in which
| ess product is sold.

10: 01: 36 AM

Senat or Dyson asked if the marginal tax rate depicted on Page 9
reflects all governnment "take", or just those taxes |evied by
state governnents.

10: 01: 53 AM

M. Walker replied this includes corporate incone tax and
royalty. The data al so includes federal taxes.

10: 02: 13 AM

Senator Dyson requested a listing of the anmount of recoverable
oil in the states shown. He expected this information is
factored into business decisions as well.
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10: 02: 39 AM

Senator Dyson relayed that a representative of a partner conpany
to BP Exploration operating on the North Slope inforned himthat
the "present l|ifting cost", the cost of producing a barrel of
oil, from Prudhoe Bay is currently between $13 and 14, and could
increase to $15 or $16 with the change of the tax structure. He
asked if the witness agreed with this estimation.

10: 03: 09 AM

M. Walker alluded to difficulties in providing a response. The
"break even point" for BP Exploration operations is $22 per
barrel. Operating expenses for each barrel produced equals
approximately $10, capital costs are $6 per barrel and taxes
amount to $7. Profits are achieved after those expenses are
covered. Business is becomng nore difficult and expensive.

10: 04: 56 AM

Senator Dyson took offense to comrents suggesting greed is the
notivation for changing the current tax structure. In actuality,
| egislators are attenpting to obtain a "fair return"” to Al askans
for the loss of a "one-tine" resource. The issue is not about
how nmuch noney could be collected to spend on governnent, but
rat her what amount would be fair to the people of Al aska.

10: 05: 57 AM

M. Walker responded that tax rate is only one factor in
attracting investnment in Alaska. Consultants have wutilized
various figures and conparisons. He expressed concern that this
information provides an "inpression that's the answer". The
quantity and quality of oil and gas yet to be discovered and
devel oped nust be considered. The country of Norway has a
significantly high tax rate but has experienced 20 years of
continuous production growh. The reservoirs and wells at that
| ocation are very productive. A simlar sized reservoir |ocated
in Wstern Texas or Alaska wuld require nore wells to
“liberate” the oil and gas, which involves higher capital costs
and provides |lower profitability.

10: 08: 10 AM
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Senator Bunde addressed the underlying principles in the
assunptions used in this process. He asked if the w tness agreed
that the long-term oil price would likely be approximtely $40
per barrel.

10: 09: 56 AM

M. V&l ker answered that BP Exploration is "not in the business”
of forecasting future prices. The corporation takes risks wth
regard to future oil prices. The "prevailing view' of the
industry is that prices would decline fromthe current |evels.

10: 10: 37 AM
Page 12
PPT | npacts

Gover nment Take (%

[Pie Charts and spreadsheet depicting the distribution of
funds based on the price per barrel as follows:

Price per barrel - $20

State
Status Quo 143%
PPT (20/ 20) 97%
Feder al
Status Quo 1%
PPT 18%
BP
Status Quo 0%
PPT 0%
Price per barrel - $40
State
Status Quo 40%
PPT (20/ 20) 44%
Feder al
Status Quo 23%
PPT 22%
BP
Status Quo 37%
PPT 34%
Price per barrel - $60
State
Status Quo 32%
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PPT (20/ 20) 40%

Feder al
Status Quo 25%
PPT 22%
BP
Status Quo 43%
PPT 38%

M. Walker indicated this should address Senator Stedman's
concern regarding relative share. At prices of $20 per barrel,
proceeds are insufficient under the existing tax systemto allow
BP Exploration to earn a profit. The "breakeven point" is
currently $22.50 per barrel.

M. Wal ker surm sed that the information generated and utilized
by the Departnent of Revenue as "corporate profit" and which
Senator Stedman referenced is not actually corporate profit as
i ndustry considers it to be. He is working with the Departnent
of Revenue to "clean up" the information, which is m sleading.
BP Exploration financial information is accurate, although it
differs fromthe Departnent.

10: 13: 39 AM

Senator Stedman appreciated the collaboration between the
conpany and the Departnent of Revenue. The  Depart nent
i nformation coincides within one percent of the figures provided
by BP Expl orati on.

10: 14: 07 AM

M. Walker stated sone discrepancies exist. The Departnent of
Revenue cal culates industry earning a reasonable profit at oil
prices of $20 per barrel.

10: 14: 29 AM

Senator Stedman clarified the conparable figures are based on
prices of $40 and $60 per barrel. He agreed the discrepancy is
greater at $20 pri ces.

10: 14: 53 AM

M. Wal ker remarked that accurate information is needed to base
deci si ons on.
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10: 15: 02 AM

Senator Bunde asked if the status quo indicated on the pie
charts pertains to the current tax structure, rather than five
years in the future with the ELF system el i m nat ed.

10: 15: 23 AM

M. Walker answered the information is based on 2006 data and
assunes an effective ELF tax rate of 5.5 percent.

10:15:40 AM

M. Wl ker continued detailing the pie charts. At oil prices of
$40 per barrel, the State share is still greater than the BP
Expl orati on share. At $60 per barrel, the BP Exploration share
is greater than the State's, as it should be under a regressive
tax. A regressive tax provides "relative assurance"” to the State
during lower oil prices.

10: 16: 54 AM

M. Wil ker pointed out that the initial 20/20 PPT proposal does
not include progressivity. At $20 price per barrel, the federa
government would receive nore than under the ELF status quo
system BP Exploration would not earn a profit.

10: 17: 27 AM

M. Wl ker continued outlining the shares received by the State,
federal governnent and BP Exploration at prices of $40 and $60
per barrel under the 20/20 proposal. In each instance, PPT would
provi de the greatest share to the State.

10: 18: 52 AM

CSSB 305: Key |ssues

* The increase of the base tax rate to 25% wll be a
serious barrier to investnent

e The proposed progressivity in the tax rate conbined
with the significant base rate increase in noving from
W.F to PPT (25/20) is inappropriate given Alaska's
ci rcunst ances
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e Several of the newy introduced terns are unbal anced
and wil| cause probl ens

e Failure to provide for the full transition will harm
the State's reputation with investors
 The current version of the Bill adds significant

conplexity to one of the nobst conplex fiscal regines
in the world

W do not believe this Bill as drafted achieves the
mutual goal of increasing investnment & stemm ng
decline

e« Alaska has lots of oil & gas but production is

declining! Decline is our comon eneny!

e Significant additional investnent is required to stem
decline

* Maximzing production will maxim ze State revenues and
benefits to Al aska

 Wth a 20% tax rate Alaska wll have the highest tax
rate & the highest cost structure in the US ... (25% i s
even worse!)

* The bill as drafted will not nmaximze benefits to
Al askans

e The UK and Alberta have successfully attracted
significant investnent and increased production by
reduci ng taxes and are thus great role nodels

M. Walker overviewed this information provided in addition to
t he presentati on handout.

10: 22: 05 AM

Senator Stedman perceived an indication that industry predicts
i npl enentation of the "two for one" provision would be
problematic. The goal is to decrease the declining production
rate at Prudhoe Bay. He asked a "one and a half to one" or a
"two and a half to one" or other variation would provide nore

enticenent for industry to increase investnment from $1 billion
to $2 billion annually.
10: 23: 00 AM

Co-Chair Geen asked if Senator Stednan's conments pertained to
the tax rate or the PPT system

10: 23: 06 AM
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Senat or St ednman answered he was speaking to both issues.

10: 23: 08 AM

M. Wal ker responded that BP Exploration was "still fornulating
our views on this". However a provision to allow for transition
would be appropriate. He understood the logic of Ilinking

transition benefits to future investnent. The provision could be
sinplified in a manner in which the corporation could support.

10: 24: 04 AM

Senat or St edman asked whether BP Exploration intended to provide
an exanple of an acceptable provision. He requested input on
this matter fromboth smaller and | arger producers.

10: 24: 36 AM

Senator Bunde expressed interest in further considering the
State's reputation with investors. He understood the wtness'
testinmony that if a five-year transitional period, such as that
contained in the original PPT proposal, were not adopted the
reputation with investors woul d be harned.

10: 25: 20 AM

M. Walker infornmed that a "common base" for investors includes
a transitional period. The Governor's proposal was not the only
acceptable option, but sone transitional provisions nust be
al | oned for

10: 25: 53 AM
M. Marshall announced that BP Exploration would provide
detailed coments on several provisions in the bill. The

underlying issue is the relative econom c attractiveness today
conpared to any scenario. This is a key differentiator. The tax
rate is a significant factor; however, other factors could
aneliorate the inpact of the tax structure change.

10: 27: 25 AM

Senator Stedman understood the different inpact of a 25 percent
tax rate. Econ One, the consultant retained by the legislature
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is calculating the inpacts of 25 percent and 30 percent credits.
He requested input from BP Exploration on this and an assessnent
of how "hel pful” increased credits woul d be.

10: 28: 42 AM

M. Wl ker gave his initial reaction that higher credits "are
good”. The corporation's original proposal to Governor Mirkowski
included a 12.5 percent tax rate and a 25 percent credit for
many facilities. BP Exploration supports a credit rate higher
than the tax rate. A credit system to "incentify" investnent
woul d be beneficial to Alaska; however, the credit rate could
not be increased to an amount to fully conpensate for the tax
rate.

10: 29: 53 AM

M. Wl ker asserted that the |anguage of this legislation is too
conplex for the fiscal regine. He recomended anmending the bill
to provide greater sinplicity.

10: 30: 23 AM

M. Wal ker declared that the provisions of the Senate Resources
Conmittee substitute would not achieve the nmutual goal of
i ncreasing investnent. The State and industry should be
"entirely aligned” in determning what is in the best interest
for Al aska.

10: 30: 55 AM

M. Wl ker addressed the proposed retroactive effective date of
the tax structure change. This is not appropriate. The effective
date shoul d be no sooner than July 1.

10: 31: 29 AM

M. Wal ker concluded his presentation by saying that a better
tax system could be achieved and offering to work wth the
| egi sl ature to acconplish this.

10: 33: 30 AM

Senator Stedman requested further discussion on the issue of
base allowance. The current proposal would provide for no tax
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| evied on production of 5,000 barrels or less and tax |evied on
an expediential curve for production rates up to 30,000 barrels.
He asked the opinion of BP Exploration on this provision.

10: 34: 31 AM

M. Walker replied that the resulting $73 nillion tax-free
provi sion was not considered for the benefit of BP Exploration

The focus should be in establishing a reginme that would benefit
all producers. A rate that is appropriate for this corporation
should be appropriate for all producers. The Senate Resource
Commttee substitute excludes |arge producers from the base
al | omance benefit. A new tax system should have a "l evel playing
field".

10: 35: 48 AM

M. Marshall informed that original discussions on this issue
were focused on providing a geographical specific base allowance
applicable to all producers operating on the North Slope. A
different system could be adopted for operations |ocated in Cook
I nl et.

10: 36: 25 AM

Senator Stednan noted the proposed 95 percent "true-up"
provision that would require producers to submt 95 percent of
the estimated tax on a nonthly basis. He requested comment from
industry on this issue as well as any other "burdens" or issues
of concern.

10: 36: 48 AM

TOM W LLI AMS, Senior Tax Counsel, BP Exploration Alaska, Inc.
testified that he was previously enployed as Assistant
Comm ssion of the Departnent of Revenue. The 95-percent true-up
provision is "extrenely unfair". Feder al t axpayers remt
quarterly paynents of estimated tax with a true up of the actual
tax due March of the followng year. No penalty is assessed on
under esti mat ed t axes.

10: 38: 01 AM

M. WIllians stated that the proposed PPT structure "resenbl es”
an incone tax. The provisions of the Senate Resources Conmttee
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substitute would require the taxpayer to predict the tax wth
95- percent accuracy, based on future oil prices. Additionally,
costs, which would be accounted as deductions, would be unknown.

M. WIIlians continued that capital costs would be accounted as

credits and woul d reduce t he t ax l[Tability. However
unantici pated events during the vyear, such as a delay in
obtaining equipnent, would result in different capi tal

expenditures than planned. Lower production rates could result
in lower operating costs. Lower operating costs would garner
| ower deductions. These issues and challenges are simlar to
t hose encountered with federal corporate incone tax returns.

M. WIllianms detailed the accommobdations provided for federal
returns, including a nine-nonth period to reevaluate estinmated
t axes. Thi s | egi sl ati on, in conpari son, woul d require
significant accuracy each nonth. The true-up should be 90
percent and cumulative to the end of the calendar year. This
met hod would be "workable” and would provide the State regul ar
cash fl ow.

10: 43: 28 AM

Senator Stedman surm sed the corporation prefers the true-up
provision contained in the original PPT proposal to the Senate
Resources Conmittee substitute.

10: 43: 37 AM

M. WIliams corrected that the legislation introduced at the
request of the governor would create the sane difficulties.
Al though the true-up is 90 percent, penalties would still be
assessed for underestimations.

10: 44: 03 AM

Senat or Stedman informed he would review this nmatter.

Senat or St edman asked the corporation's position on the proposal
to increase the oil spill surcharge fee rate by one cent and
i npl enent ot her changes to the existing program

10: 44: 25 AM
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M. WIlianms explained the Senate Resources Committee substitute
proposes to |lower the surcharge collected for the GI and
Hazar dous Substances Spill Response (470) Fund from the current
amount of two cents to one cent. The bal ance of this fund is $50
mllion and therefore has "gone to sleep", and the surcharge
woul d not be | evied unless the bal ance was reduced.

M. WIIlianms concluded that a reduction in the surcharge anount

woul d "nove away from where the State would want to be."” In an
incident in which the fund were drawn against, it should be
repl eni shed expedi tiously, rat her t han remain bel ow

repl eni shnent for an extended period. The proposed reduction
woul d double the Iength of time before the fund was repl eni shed.

10: 46: 10 AM

Senator A son, referencing the pie charts on Page 12, realized
that industry profits and the State benefits from high oi
prices. However , residents of the election district he
represents would be inpacted by the high price. He requested
consideration of the greater context of the issue. He al so asked
the inpact of the proposed increase from a 20 percent tax to a
25 percent tax.

10: 48: 06 AM

M. Wl ker responded that a 25 percent tax would place a
"significant additional burden on industry". Revised pie charts
denonstrating the inpact of a 25/20 PPT would be prepared and
provi ded.

Senator O son surmsed that high oil prices are in the best
interest of industry.

M. Wl ker agreed and furthered that high oil prices are in the
best interest of all parties.

Senator A son countered that high prices are not in the best
interest of |ocal consuners.

M. Wal ker advocated for the State's decisions in expending its
revenue generated fromthe high oil prices.

10: 49: 26 AM
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Co- Chair Green announced that the Committee could develop a list
of questions for BP Exploration.

10: 49: 52 AM

M. Wal ker indicated he woul d be avail abl e to address these.

10: 50: 02 AM

Co-Chair Geen intended input "from all sides" of the proposed
PPT i ssue.

AT EASE 10:49:50 AM/ 10:57:25 AM

10: 57: 41 AM

RI CHARD  OVEEN, Producti on Manager , ExxonMobi |, and Vice
Presi dent, ExxonMbil Al aska Production, read testinony into the
record as foll ows.

| am here today to discuss ExxonMbil's concerns with the
conmttee sSubstitute to SB 305. Before | go into our
specific concerns, | would like to take a few mnutes to
descri be ExxonMbil's history in Al aska, how tax systens
i mpact investnents, and our assessnent of the remaining
resource potential on Alaska's North Sl ope.

ExxonMobi|l has had a presence in Alaska for over half a
century, investing nore than 11 billion dollars in the
State's econony. Currently, ExxonMbbi | has wor ki ng
interests in Prudhoe Bay, Kuparuk, Endicott, and Ganite
Point. We are the operator of the Point Thonpson Unit, and
we are the largest interest holder in the Prudhoe Bay
field. Qur current working interest oil production is
approxi mately 180,000 B/D (Note: EMAN 159,000 EMNI), and we
are the largest owner of discovered gas resource. W are
proud of the role our conpany has played in Al aska through:
exploration; initial field developnents; construction of
TAPS [Trans-Al aska Pipeline Systenl; developnent of new
technology; and the pronmpotion of efficient reservoir
managenent practices. Today, our production from Al aska
represents approximtely 4% of ExxonMbil's worldw de oil
and gas production.
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Qur Al aska production is primarily from Prudhoe Bay and
near-by satellite fields. Prudhoe Bay, along wth Point
Thonmson, has significant remaining potential, but it cones
at a higher cost and risk.

One of ExxonMobil's objectives - in both the gas pipeline
fiscal contract negotiation and the discussion on oil taxes
- has been to reduce the risk associated wth fiscal
changes by working with the State of Alaska to establish a
predi ctabl e and durable fiscal environment in which to make
long term investnent decisions. Changes in the fiscal
regime for oil directly inpacts how Senator Elton eval uate
ongoing investnment decisions. Tax systens need to be
carefully designed to ensure the desired objective of

resource developnment is achieved. To that end, it 1is
critical to take into account the quality of the remaining
resource otherwwse a change may result in unintended
consequences, such as reduced investnments and | ower reserve
recovery.

Wien | say quality of resource, | nean: the size and nature

of the oil and gas reservoirs; the cost and technol ogy
required to develop those reservoirs; the distance to
market; as well as the tax and royalty system that applies,
including the long-term stability of that system Countries
experiencing significant industry investnent have achieved
the proper balance in their fiscal reginmes. ExxonMbil's
assessnment of the remaining oil resource suggests future
grow h opportunities will cone from conplex enhanced oil
recovery (EOR) projects; development of smaller, nore
mar gi nal oil accunul ations; and the innovative devel opnent
of viscous and heavy oil resources. These opportunities
will require the developnent and application of new
technol ogy, higher unit devel opnent costs, and nore conpl ex
operations to deliver a given production rate. These
resources are nmuch lower in quality as conpared to Prudhoe
Bay and Kuparuk, though they face the simlar challenges
associated with arctic conditions and distance to market.

Therefore, we are concerned the Administration's original
proposal is weighted towards a higher tax, which could
prevent sonme of Alaska's challenged resources from being
devel oped. The committee substitute contains even higher
tax rates, which nmay prevent nore of these challenged
resources from bei ng devel oped.
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On February 28, | testified before the Senate Resources
Comm ttee about our key concerns with SB 305 as originally
proposed. On March 18, | testified again before the Senate
Resources Committee about how the proposed changes
incorporated in the commttee substitute bill exacerbate
our concerns. | do not intent to cover all of ny previous
testinmony, but | wll provide comments on these areas: the
i ncrease of the base tax rate and addition of a progressive
tax rate conponent; the conmmttee substitute's transition
provisions; and the elimnation of royalty settlenent
agreenents as a determ nation of market val ue.

SB 305, as originally proposed, woul d represent a
significant tax increase on the industry. And as | just
outlined, we are concerned the higher tax rate could
prevent sonme of Alaska's remaining challenged resources
from being devel oped. The comrittee substitute bill
increases the already high cost base tax rate to 25% and
then further increases it as oil prices increase.

Hi gher tax rates discourage investnent. Conmpani es are
willing to accept the risks of long-term capital intensive
investnments when there is a corresponding opportunity for
upside potential through a variety of factors, such as
i ncreased production or higher prices. Wen you limt or
reduce the benefit conpanies can achieve from the upside
factors, you reduce the attractiveness of those investnent
opportunities. The proposal to increase the already high
base tax rate and then further increase it as oil prices

increase, reduces or limts the upside potential, which
will result in conpani es recal i brating i nvest ment
deci si ons. Reduced investment wll result in reduced

resource recovery, dimnished state revenues, and fewer
enpl oyment opportunities, with a resultant negative inpact
on the state's econony. Again, let ne reenphasize this
point. While higher taxes may bring in additional revenues
in the short-term any reduction in investnent and

subsequent  production wll significantly inpact those
revenues in the longer term W think the focus of the tax
bill should be encouraging investnent and grow ng

production, which is not acconplished with the higher tax
rate and increasing the tax rate with oil price.
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| would now like to discuss the comrittee substitute's
transition provisions. The benefits from a typical oil and
gas investnent take many years to be realized. Satellite
and tertiary recovery investnent decisions by our conpany
during the last five years were nmade wunder the ELF
structure, anticipating a l|lower tax relative to that
proposed wunder the PPT bill. The State appropriately
provided this incentive so these challenged and costly
projects could be comercially viable. SB 305, as
originally proposed, recognized it is not appropriate to
suddenly increase taxes on these prior investnents wthout
provi ding some form of consideration. The Senate Resources
Commttee included transition provisions in the conmttee
substitute bill, but proposed a deduction based on recent
investments with the pace of the deductions Ilinked to
future spending. As | stated, the purpose of the transition
is to address the sudden increase in taxes on recent
hi storical investnments. Future investnents decisions wll
be made under the new tax system based on the balance
between the new tax rate and the credit rate. For this
reason, we think the Adm nistration's proposal of providing
a deduction based on recent investnents, not Ilinked to
future spending, is nore appropriate.

Finally, 1 would like to express our disappointnment that
the provision allowing the use of a producer's royalty
settlement agreenent to determne the value of oil and gas
has been renoved from the commttee substitute bill. That
provi sion addressed a |ongstanding issue that has divided
the State and the industry over the years. Too many years
and too much noney have been spent in disputes over how to
value a single barrel of crude oil or a single nolecule of
gas. It made little sense in the past and it makes little
sense today for the State to have separate divisions
determning the value of oil and gas - one for royalty and
one for taxes. There is only one value in the market place.
SB 305, as originally proposed, allowed the State to val ue
a producer's oil and gas wusing the producer's royalty
settlenment agreenent, which was negotiated wth, and
approved by, the Departnent of Natural Resources. That
provision was inportant to industry as it provided
certainty to a producer on the value on which to pay its
royalty and producti on t axes whi |l e reduci ng t he
adm nistrative and audit costs to both the State and the
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industry. W urge this <conmmttee to reinstate that
provi si on.

In summary, the quality of the resources, the risks
undertaken by a producer, and the inpact on the State's
overall investnent climate nust be factored into the design
of the tax system Wiile industry needs predictability and
durability under which to gauge investnent decisions, the
attractiveness of that predictably and durability is |ost
if it comes at too high a cost.

Despite our concerns with the original SB 305 we are
prepared to nove forward under that system as originally
proposed, since it sought to provide a balance of revenues
to the state and producers across a range of oil prices,
provided sufficient incentive for producers to undertake
exploration and devel opment risks, and included reasonable
transition provisions for past investnments. And, nost
inmportantly for ExxonMobil, oil fiscal contract terns
consistent with the Adm nistration's proposal would provide
the predictability and durability necessary to advance the
gas project to the next phase. Potential changes to the
Adm nistration's PPT bill should be carefully considered to
avoi d upsetting the balance contained in the bill - changes
would require a reexamnation to ensure the wunderlying
health and stability of the oil business is sufficient for
a gas pipeline project.

As I nment i oned, the proposed conmittee substitute
exacerbates our key concerns regarding both tax rates and
certainty. For these reasons and the need to nove ahead
with the review of the Gas Pipeline Fiscal Contract, we
urge this comittee to support SB 305 as originally
pr oposed.

11: 08: 38 AM

Senator Stedman referenced the wtness' testinony to the
potential inpact of a PPT system on negotiations for a natural
gas pipeline, as well as exploration and devel opnent over the
next five years. Wiile he recognized the potential inpact on oil
devel opment, he questioned the influence of either a 20/25 or
20/30 PPT system or the status quo wuld have on the
est abl i shnment of a natural gas pipeline.
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Senator Stednan cited data of the Departnment of Revenue,
calculating that at a price of $40 per barrel, profitability
woul d decline under a PPT system However, the decline would be
relatively mnimal; from $3.8 billion to $3.4 billion. The
di sparity increases with higher oil prices.

Senator Stedman contended that Alaskan's, as the owner of the
resource, should receive a fair share of profits. However, the
tax system should also ensure that, at Ilower oil prices,
i ndustry woul d be unable to produce and expand operati ons.

11:11: 41 AM

Senator Hoffman qualified that the figures listed by Senator
St edman do not include progressivity. Progressivity woul d change
t he amounts significantly.

11:12: 05 AM

Senator Stednman agreed that progressivity levied on $60 per
barrel prices would inpact profits. At below $40 per barrel
prices, progressivity would not be triggered. The act ual
i mpacts woul d be studied during this process.

11:12: 51 AM

M. Ownen expressed concern for the "health” of the "oi
business” in the long term which depends on nore than just
profitability.

11: 13: 38 AM

Senator Bunde identified the underlying issue of the long term
viability of the oil industry is based on the price of oil. He
asked the Exxon Mobile prediction of the long termprice of oil.

11:14: 05 AM

M. Owen responded that the conpany would not share its outl ook
on prices. A range of prices is utilized in its forecasting.
Mar ket conditions do support the current prices.

Senat or Dyson ascertained the wtness' inplication that the

original version of the bill, introduced at the request of
Gover nor Murkowski, could not be inproved.
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11:15: 05 AM

M. Owen responded that inprovenents possibly could be nmade to
the original version. ExxonMbil has offered suggesti ons on sone
aspects through the Alaska G| and Gas Association. The conpany
has had anple time to review the Governor's proposal and the
bal ance it would create between producers, explorers, |arge and
smal| parties, etc. The original bill is acceptable and would
provi de the necessary predictability and stability.

11:15: 48 AM

Senator Dyson asked if the witness deenmed the original version
superior to the commttee substitutes under consideration in
this Coomittee and the House of Representatives.

11:16: 05 AM

M. Onen affirned.

11:16: 10 AM

Senator Dyson asked how the recommendations of the Alaska Q|
and Gas Association were presented to the Commttee.

11:16: 25 AM

M. Onen replied that the Association testified primarily about
t he "mechani cs" of the bill.

11:16: 38 AM

Co-Chair Geen inforned that the Association testified before
the Senate Resources Conmm ttee.

11:16: 46 AM

Senator Stedman noted that the issue of the royalty settlenent
agreenents was addressed significantly in the Senate Resources
Commttee. He requested the w tness explain why ExxonMobil was
di ssatisfied wwth the provisions relating to this issue included
in the commttee substitute. This matter could be easily
over | ooked.
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11:17: 48 AM

M. Onen paraphrased his earlier testinony, explaining that the
royalty settlenent agreenments provide "a very clear and well
defined" process to value production. This process has been
successful and has agreenent by the Departnent of Natural
Resources. It provides producers the ability to calculate val ue
as well as dispute resolution through a re-opener process for
destination val ue and deducti bl e costs.

11:18: 27 AM

Senator Stedman surm sed the witness' assessnent that excluding
the existing royalty settlenment agreenent provisions would
result in a nore cunbersone process for industry that is subject
to disputes and litigation.

11:18: 46 AM

M. Omen affirmed that if the |anguage were renoved from
stat ut e, royalty provisions wuld have to be conpletely
recreated. Industry would prefer the ability to value according
to the provisions of the royalty settlenent agreenent.

11:19:12 AM

Senator Stedman comented that this issue could be worthy of
di scussi on.

11:19: 31 AM

Co-Chair Geen asked the witness would respond to questions
conpiled by the Commttee.

11:19: 50 AM

M. Onen answered he would be available to do so.

11:19: 53 AM

Senator Stedman referenced the inpact of a credit rate of 20
percent, 25 percent or 30 percent in relation to the decline in
production. He asked ExxonMbil's position as to whether a
higher credit percentage wuld assist in mtigating the
si tuation.
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11: 20: 53 AM

M. Ownen responded that credits are beneficial and reduce the

"barrier to investnent" in offsetting some upfront costs for
i nvestnment. However, the "total project” is also inportant,
including "revenue streanf. If the overall tax rate is too high

and "takes so nuch of that revenue streamt it would inpact the
"attractiveness" of those projects. A balance is necessary.

11: 21: 50 AM

Senator Stednan spoke to previous testinony as well as the
nodel i ng conplied by Econ One and the declining production from
the North Slope. The Commttee has been told that regardl ess of
its actions regarding tax rates and credit rates, Al aska could
never adequately conpete in "Exxon's world" against conpetitors
wor | dwi de t hat have "vastly" w der pools of resources. Alaska is
at a conpetitive disadvantage due to the size of its oi
reserves. He asked if the witness agreed with this assertion.

11: 22: 47 AM

M. Ownen responded that ExxonMbil is "very active" in Al aska
has drilled extensively, and supports Prudhoe operations. The
conpany is pursuing "all econonmic opportunities" available and
would continue to invest in the state and toward progress in
overcom ng technical challenges. He disagreed that Al aska is not
conpetitive, but rather stressed that Alaska has ExxonMbil's
investnments and the conpany intends to retain those investnents.
The issue is whether the new tax structure would allow this.

11: 24: 49 AM

Senator Dyson distributed an article published in The Econom st
on the fiscal regine of the North Sea.

#SB305
ADJ OURNIVENT

Co- Chair Lyda G een adjourned the neeting at 11:25:15 AM
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