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SENATE BI LL NO. 305

"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 val ue 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 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 Departnment of Revenue, under AS 43.55

relating to crimnal penalties for violating 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;
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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 anmendnents; and providing for an
effective date.”
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ACTI ON NARRATI VE
CHAIR THOVAS WAGONER called the Senate Resources Standing

Commttee neeting to order at 3:34:36 PM Present were Senators
El ton, Dyson, Stedman, Ben Stevens and Chair Wagoner.

SB 305-O L AND GAS PRODUCTI ON TAX

CHAI R WAGONER announced SB 305 to be up for consideration and
that this was the second day of the stakeholders neeting. The
first presenters would be from ExxonMbil - Richard Omaen, Marty
Massey and Dan Seckers.

RI CHARD OWEN, Production Manager and Vice President, ExxonMbbi
Al aska, introduced Marty Massey, Joint Interest Manager for

ExxonMobi | U s, who was |eading the gasline contract
negoti ations, and Dan Seckers, ExxonMbil tax counsel for
Al aska. He said if this neasure were sinply a tax increase,
ExxonMobi|l would actively oppose it. At current prices, he

expected ExxonMbil’s production tax paynents would increase by
$50 mllion to $100 million per year. But the proposed system
bal ances revenues to the state and producers across a range of
oil prices. It provides incentives for new investnents and
includes a transition provision for recent investnents. Most
inmportantly, the PPT provides a predictable and durable tax
system which, along with the appropriate gas pipeline fiscal
contract terns would allow Al aska natural gas pipeline project
to nove to the next phase.

Specific concerns about the bill centered around whether the
high tax rate and resulting increase in taxes would hinder the
full developnment of the remaining oil resources on the North
Sl ope.

ExxonMbil in Al aska
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MR. OVNEN said that ExxonMobil has had a presence in Al aska for
over a century and has invested nore than $11 billion in the
state’s econony. Over the vyears, EM explored nost of the
hydrocarbon plays in Alaska and participated in the 1968 first
Prudhoe Bay discovery well. He is proud of the role EM has
pl ayed n Al aska through exploration, initial field devel opnents,
construction of TAPS, developnment of new technology and the
pronotion of efficient reservoir nmanagenent practices.

Currently, EM has working interests in Prudhoe Bay,
Kuparuk, Endicott and Ganite Point. W are the
operator of the Point Thonmson Unit and the | argest
interest holder in the Prudhoe Bay field. Qur current
working interest production is approximtely 180,000
B/D and we are the largest owner of discovered gas
resource. Qur production from Alaska represents
approximately 4 percent of EMs worldwi de oil and gas
production. Qur Al askan production is primarily from
Prudhoe Bay and the near-by satellite fields. Prudhoe

Bay, along wth Point Thonson, has significant
remai ning potential, but it conmes at higher cost and
risk.

3:38:33 PM

SENATOR SEEKI NS arri ved.
MR. OVEN conti nued:

Hi stori cal Context

One of ExxonMbbil’s objectives in both the gas
pi peline fiscal contract negotiation and the debate on
oil taxes has been to reduce the risk associated with
fiscal changes by working with the State of Al aska to
establish a predictable and durable fiscal environnent
in which to make long term investnent decisions. To
that end, any change in the fiscal regine for oil has
a direct inpact on how we view the stability of the
Al askan fiscal environment, which in turn, inpacts how
we eval uat e ongoi ng i nvestnent deci sions.

We understand the State’s desire to obtain additional
tax revenue at higher prices. One of the nost
challenging tasks that the Legislature can undertake
is how to change the oil tax system w thout danmagi ng
the industry. As Governor Mirkowski has correctly
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stated on many occasions, the North Slope is one of
the nost expensive places in which our industry
operates. Tax systens need to be carefully designed to
ensure that the desired objectives are achieved and
that any change does not result in unintended
consequences, such as reduced investnents and | ower
reserve recovery.

3:40: 33 PM
One of the many questions that we are asked is why are
ExxonMobi| and other producers Seekins durability and
predictability for oil in parallel with negotiating a
fiscal contract for a gas pipeline. The answer is
fairly sinple. The gas on the North Slope is contained
in the sane reservoirs as the oil and is produced
through the sanme facilities. For a gas project to be
viable, we need the fields that produce both oil and

gas to be viable - wunderpinned by predictable and
durable fiscal terns. A commtnent of billions of
dollars to build the natural gas pipeline requires
confidence that the base oil business wll remin

healthy for the long term

3:41:17 PM
Exi sting System ELF
Wth that context in mnd, 1'd like to nmake a few
comments about the current oil production severance

tax system — the Economic Limt Factor or ELF and, in
particular, how it has been effective at encouraging
i nvestnment and mtigating production decline.

The ELF was designed to allow the state to increase
the production tax while not stifling investnent in
mar gi nal fields. The ELF scared down the production
tax rate when a field becane nore marginal, reducing
the econonmic limt to which a field could be produced
and ultimately allowi ng nore reserves to be recovered.

The 1989 ELF anendnent significantly increased the
production tax on Prudhoe Bay and Kuparuk while
providing an incentive to encourage the devel opnent of
smal ler fields. That 1989 anendnent worked as i ntended
with many small and marginal fields comng on stream
over the past 17 years. The ELF lowered the tax rate
on those fields supporting their comercial viability.
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Wile we would like to have nore Prudhoe Bay' s and
Kuparuks, we, and the rest of industry, haven’t found
any. Consequently, the focus for the past ten years
has been on the devel opnent of these smaller satellite
fields. Satellites are generally not economc as
stand- al one devel opnents and have required both new
technol ogy and connection to existing infrastructure
to be comercially viable. Miny of these fields
produce viscous oil contained in lower quality
reservoirs requiring significantly higher costs, which
adds to the risks for developnent. This is especially
true for the Polaris and Oion viscous oil

devel opnments wth oil that literally flows [Iike
nmol asses. Developing these fields has required new
technol ogy, nore expensive drilling and conpletion

techni ques, new production-equipnment and extensive
nodi fications to existing facilities to process these
Vi scous production strearns.

Si nce 2000, ExxonMobil has invested over $250 million
in the engineering, drilling and construction of
associated facilities for the devel opnent of Aurora,
Borealis, Mdnight Sun, Polaris and Orion. Significant
additional capital is required over the next severa
years to fully develop these resources. These fields
are mtigating the decline of oil production on the
North Slope, contributing 50,000 B/D gross and are
expected to recover over 500 mllion barrels gross.

Under the ELF fornmula many of these smaller satellite
fields paid little or no production tax. Even though
these fields were paying little production tax, they
did and continue to and contribute substantial anounts
to the state in royalties, property taxes and incone
taxes, and in jobs for Al askans.

Over the past five years, we and other working
interest owners have al so extended the primry Prudhoe
Bay enhanced oil recovery (EOR) technology to sone of
these satellite fields. Since 1998, Since ExxonMbbil
has invested over $30 nillion in tertiary recovery
projects at Point MlIntyre, Eleen Wst End and
Borealis, which are expected to produce an additiona
60 mllion barrels gross. Wiile tertiary projects
recover additional oil, the production profile results
in a slower oil recovery and |onger payout periods.
These satellite EOR projects are in the early stages
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of devel opnent. The nmjor investnments have been made,
but the oil production benefits will not be received
until many years out. The ELF provision of the
exi sting producti on severance t ax made t hese
econom cal ly chal l enged projects commercially viable.

3:44: 40 PM

Taken together, the recent Prudhoe Bay satellite and
EOR devel opnent projects developed over 560 mllion
barrels. Wiile the resulting state’'s production tax
under ELF was relatively mnor, the state’'s royalty
oil would total 70 mllion barrels, what at today’s
oil price is worth roughly $4 billion. The bottom |line
is that the ELF system has worked well for industry
and for the state of Al aska by encouragi ng significant
new i nvest ment .

However, it is also recognized that ELF can be
considered a sonewhat regressive system in that it
does not reflect profitability or cost in the division
of gross revenues between the state and producers as

oil prices rise and fall. The assunption that a well
is marginal at 300 B/D does not necessarily hold in
the current high oil price environnent. Yet this

assunption typically <contributes to a reduced ELF
factor based on the current forrmula. As a global oi

and gas producer, ExxonModbil operates across a w de
array of fiscal systens. It is nost inportant that the
system recogni ze the quality of the resource so that

the potential developnment will be commercially viable
and attract capital. Wwen | say the quality of the
resource, | nean the size and nature of the oil and

gas reservoirs, the cost and technology required to
devel op those reservoirs, the distance to market, as

well as the tax and royalty system that applies
including the long-term stability of that system
Countries t hat are re- experiencing significant

i ndustry investnment have achieved the proper balance
in their fiscal regines.

ExxonMobi | s assessnment of the remaining oil resource
suggests future growh opportunities will cone from
conpl ex enhanced oil recovery projects, devel opnent of
smaller, nore marginal oil accunulations and the
i nnovative devel opnent of viscous and heavy oil
resour ces. These opportunities wll require the
devel opmrent and application of new technol ogy, higher
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unit devel opment costs and nore conplex operations to
deliver a given production rate. These resources are
much lower in quality as conpared to Prudhoe Bay and
Kuparuk, though they face the simlar challenges
associated with arctic conditions and distance to
mar ket. Therefore, as stated earlier, we are concerned
that the adm nistration’s proposal is weighted towards
a higher tax, which may prevent sonme of Al aska’'s
chal | enged resources from bei ng devel oped.

3:47:14 PM
MR. OWEN continued to conment on the PPT proposal

This proposal represents a tax based on profits,
which results in a sharing of the risks and the
rewards across a range of prices. The state wll
receive a higher share of the revenues when
prices are high and wll accept |ower taxes
during periods of |ow prices. The proposal noves
from the regressive ELF system to a progressive
system ExxonMbil affiliates have significant
experience in profit-based progressive systens
around the world and they work well as l|long as
they are properly taking into account the nature
of the resource base.

PPT system Transition

This bill represents a mmjor-step change in Al aska' s
current production tax system The bill appropriately
addresses this step-change by including a transition
plan so that recent investnent decisions are not
adversely inpacted. This bill provides a transition
al l omance over the next six years based on capital
investnments nade in the last five years. W believe
this transition plan s appropriate because the
benefits from these recent investnents have no yet
been fully received. Ol and gas conpanies invest
| arge suns of noney years ahead of first production
and are at risk for pri ce, devel opnent cost,
production rates and ultinmate reserve recovery. 1In
nost cases it takes many years, often nore than five
years, for a return on oil or gas investnment to occur.

3:49:10 PM
For exanpl e, satellite and tertiary recovery
i nvestnent decisions nmade during the last five years
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were made under the ELF structure anticipating a | ower
tax relative to that proposed under the PPT bill. The
state appropriately provided this incentive, the ELF
so that these challenged and costly projects could be
made comercially viable. It is not appropriate to
suddenly increase the taxes on these investnents
wi thout providing sone form of consideration. The
transition provisions recognize that past investnents
were made under the ELF structure and sonmewhat reduces
the increased tax treatnment to which these projects

will now be subjected. To avoid penalizing these
recent investnments, the transition provisions included
inthis bill are essential.

3:50:17 PM

CHAI R WAGONER asked for exanples of any other state or country
that have transition provisions for a change in taxation.

DAN SECKERS, Tax Counsel for ExxonMbil Al aska, replied wth
several exanples. One exanple was our own federal governnent
that repeal ed percentage depletion for integrated oil conpanies
in its 1975 Tax Reform Act. It provided provisions allow ng
those with contracts to continue to use percentage depletion for
t he duration of those contracts.

Anot her exanpl e was when investnent tax credits were repeal ed by
the federal government in the 1980s - at first a conpany was
allowed to recover an investnent over five years and then the
law was changed to three years. That tax credit was stil
allowed for five years, but additional investnments were no
| onger eligible for themand got |ess favorabl e depreciation.

3:52:15 PM

SENATOR STEDMAN said he didn't hear an answer to the question
and asked again what countries use transition provisions in
relation to the oil industry.

VR. ONEN replied that ExxonMbi l has production sharing
contracts around the world and tax changes don’'t apply to them
because their activities are covered by those contracts. He said
he would 1look for exanples of this +type of transition
arrangenent .

3:53:15 PM

SENATOR BEN STEVENS asked if he neant the terns of their
contracts around the world locked in their royalty paynents and
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severance taxes for a period of time so that any nodification
woul dn’t apply to them

MR ONEN replied yes; nobst of those contracts are single
governnent-type arrangenents wth severance tax, royalty and
income tax built-in and, “It doesn’'t change over tine.”

SENATOR BEN STEVENS asked how | ong a typical contract ran.

MARTY MASSEY, Joint Interest Manager for the United States,
ExxonMobi| Corporation, replied that it varied across the board
and depended largely on the quality and life of the resource -
but sone are for 50 to 60 years. Sone contracts are witten
until every barrel has been produced out of the entire bl ock.

SENATOR BEN STEVENS asked if the contractual ternms that are
entered into prior to production are |locked in during the life
of that contract.

MR. MASSEY replied yes.

SENATOR STEDVMAN asked if reopeners are a standard clause in
t hose contracts.

MR. MASSEY replied that ExxonMbil’s contracts have been
negotiated around the world and their terns vary accordingly.
Sonme of them have reopeners and sonme of them don't - depending
on what allowed the investnent to go forward

3:55:50 PM
SENATOR SEEKI NS remarked, “Some of those reopeners, | think, are
call ed revol utions, Senator Stedman — regi ne changes.”

3:56: 08 PM
SENATOR THERRI AULT arri ved.

3:56: 59 PM
SENATOR SEEKINS recapped his understanding of ExxonMbil’s
testinony:

| made this investnent decision when | knew the
severance tax was going to be an average of 7 percent
based on the ELF or however it cane down. Now, we're
going to go to 14.5 percent with the 20/20 program

roughly. That’'s a rough approximation from what 1|’ ve
heard. So...1'd like to have sone consideration for
that. I'm not entitled to it wunder any government
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program It isn't that |I'’m going to |ose some of ny
ot her standard deductions in either state or federa
income tax. It’s just good faith.... AmI| correct?

MR. ONEN replied yes. It is just a mechani sm by which to achieve
sone consideration for previous investnents. However that
concept my be deceptive, because sonme of them were nade in
fields, which may have been paying no production tax at all and
woul d now be paying 20 percent. Part of it is the underlying
health of the investnent climate and if they would regret sone
of the investnents they made. They want a transition plan so
t hey can nove fromone tax regime to anot her.

SENATOR SEEKINS remarked that they wouldn't regret it as nmuch if
oil stays at $60-plus a barrel as they would if it declined to
what nore people are predicting will be the long-termrate.

MR. O/NEN replied that was right. \Wen those decisions were made,
the focus was on what the price risk would be, not on what the
tax structure would be.

3:59:15 PM

MR. OVEN said that he was al so concerned that the 20/20 rate may
not support devel opnent of all opportunities remaining on the
North Slope, which are now primarily conplex devel opnent of
vi scous and heavy oil. He expl ai ned:

These opportunities have chall enged economcs and with
investnment credits of 20 percent wll enhance the
present value economcs of new investnents. The 20
percent tax rate will result in a |lower overall cash
flow. The inpact on all of the econom c paraneters
must be carefully weighed before a decision to
progress an investnent is made. The conbination of a
20 percent credit along with a 20 percent tax rate may
not be adequate to support the devel opnent of all of
the remaining opportunities. It’s with this in mnd
that we recomend that the |egislature not increase
the proposed tax rate or reduce the proposed tax
credits.

MR. OWNEN said that this bill also addressed many of the |ong-
standing issues that have divided the state and the industry
over the years. He said:

It made little sense in the past and makes little
sense today for the state to have separate divisions
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determ ning the value of oil and gas — one for royalty

and one for taxes. There is only one value - in the
mar ket pl ace. SB 305 allows the state to value a
producer’s oil and gas using the producer’s royalty

settlenent agreenent, which was negotiated with and
approved by the Departnent of Natural Resources. This
will provide certainty to a producer on the value in
which to pay its royalty and production taxes and will
reduce the admnistrative and audit costs to both the
state and industry.

Under current prices, ExxonMbil and industry will pay
nore in taxes as conpared to the current production
tax system However, as | said in ny opening coments,
we need predictability and durability under which to
gauge investnent decisions. No one wants to invest
nmoney in a project only to have the rules changed,
reducing the attractiveness of the investnent. The
transition provision is an inportant feature of the
bill necessary to provide relief for the abrupt change
caused by the new PPT system

The adm nistration decided to weight the proposal to a
hi gher tax, which may meke it difficult to progress
the remaining future devel opnment opportunities. It is
nost inportant that the quality of the resources be
factored into the design of the tax system G ven our
view of the resources, we would not support a higher
tax rate or lower credits than proposed in the bill.

SB 305 seeks to bal ance revenues to the state and the
producers across a range of oil prices and provides
incentives for new investnents, which is a clear
objective of the State of Al aska. And nobst inportantly

for ExxonMobil, we believe the new system coupled
with appropriate gas pipeline fiscal contract terns
will lead to a predictable and durable tax system
which will enable the Alaska Gas project to nove
forward to the next phase. Potential changes to he
features of the PPT bill nust be carefully considered
to avoid upsetting the balance contained within the
bill.

In conclusion, this bill is inportant for Alaska and
the producers. It is one part — a very inportant part
of a series of related issues that the legislature
will need to address to wultimately provide the
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necessary fiscal envi ronnent to stinul ate oi
production and to progress the Alaska gas pipeline
proj ect .

The fiscal contract that is being finalized under the
authority of the Stranded Gas Devel opnent Act wl|
incorporate this PPT legislation by reference in order
to provide fiscal stability. W are currently working
with the Admnistration on how best to incorporate
this bill into the fiscal contract.

4:03: 33 PM

CHAI R WAGONER stated that sonme people have said the tax credits
aren’t high enough and asked if he would support a higher credit
rate.

MR ONEN replied that he wunderstood the balance this bil
created between the tax rate, the credit rate, the transition
and other provisions. H gher tax credits would change the bil

and its inpacts would need scrutiny. However, he said, in
general, incentives help investnent.
4:04: 45 PM

SENATOR STEDMAN said he has heard a lot of discussion on
predictability and durability of the tax reginme for business in
the state and he understands that the proposal is progressive
and the royalty and property taxes are regressive, but together
they are fairly neutral. He asked M. Onen to coment on that.

MR. OVNEN stated that he would have to review a new proposal to
see if it provided the sane bal ance this bill has.

SENATOR STEDVMAN asked if it was in the best interest of both
parties to have a fair system that would not put one party or
anot her at a di sadvantage in the |ong run.

MR ONEN replied yes and ExxonMbil wants a system that is
viewed as fair and equitable by all parties. He thought everyone
was | ooking at the proposal across a wi de range of prices to see
whet her they believe it achieves that end.

4:08:18 PM

SENATOR ELTON said he struggles wth sone of M. Owen's
conclusions. A major one is what the state does now with the oi
tax will enable the Al aska gas project to nove forward to the
next phase and, “W don’'t know what the next phase is on this
side of the table.”

SENATE RES COW TTEE - 13- February 28, 2006



Senator Elton el aborated that M. Omnmen has testified that he was
working with the admnistration currently on how to best
incorporate this bill into a fiscal contract he felt |like he was
bei ng asked to make a decision w thout knowi ng what Plan B was -
assumng the oil tax was Plan A That situation conpels himto
look at the tax as a stand-alone issue. He asked if they
woul dn’t prefer the legislature to just consider a fair stand-
alone oil tax that could be rolled into a gas pipeline contract.

MR. MASSEY replied yes, the legislature should ook at how this
tax would do what the State of Alaska wants in ternms of
encouragi ng investnment and allowi ng the remaining opportunities
to come on stream He expl ai ned:

VWat we want to comunicate with you is that as part
of the gas pipeline fiscal contract negotiations, we

believe this bill, if incorporated in the contract,
will provide the predictability and durability we need
to advance to the next phase of a gas pipeline
project. | know at this point in time, many of you
don’t have the terns... of what we’ve negotiated with
the fiscal contract. And | hopeful wthin the next
couple of weeks here we’'re able for everyone to see
what the gas pipeline contract ternms |ook like....

That was the reason for our comments.

SENATOR ELTON asked if he is suggesting that he doesn’'t see a
gas pipeline contract happening without this bill.

MR. MASSEY replied that this bill provides on the oil side what
they need to progress the gas pipeline. If it were changed in
sonme way, it would have to be reevaluated. He also specul ated
that if the legislature determned what would encourage
investment and nmamintain a healthy oil business for the state,
t hat woul d probably work for the fiscal contract. He said:

W’ re on the verge of commercializing this gas. W're
going to invest billions of dollars for this thing to
go forward. W need to nmke sure we understand the
fiscal regine under which we’'re going to nake those
i nvestnments.

4:13:55 PM
SENATOR DYSON asked if he neant to inply that if the |egislature
and the governor offered them a 30-year contract under existing
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oil tax law, ExxonMbil wouldn’t have been able to go forward
with the contract.

MR. MASSEY replied that the governor never made that offer to
ExxonMobi |, but he recognized that the state’s oil tax system
needed to be overhaul ed.

SENATOR DYSON said, “I think you just said no,” and asked if
this bill did anything, particularly concerning investnent
credits, to nake a gas pipeline contract nore probable.

MR. ONEN replied that one aspect of it that does help is the
credits and how they apply to Pt. Thonpson, particularly,
because it wuld be a mjor contributor of the gas for a
pi pel i ne project.

SENATOR DYSON asked if it would be clearer to say this tax
system is necessary to progress the pipeline if it is a
provision in the contract that extends for 20 or 30 years.

MR. OWEN replied that is exactly what he is saying. He wants to
incorporate this bill in with the contract because alone, it
provides no certainty that the tax won’t be changed in the near
future.

4:16:51 PM

SENATOR THERRI AULT referred to page 10 of M. Oaen’s comments on
the valuation issue and said he understands that there are
different systens - the Departnment of Revenue’'s and the
Department of Natural Resources’ - and they may result in as
much as a $1 difference in the value of a barrel of oil and the
PPT proposal is the lower of them He asked if the price
di fferences in the nethodol ogi es are correct.

MR. OVEN replied that small differences do occur and those are
| argely due to whether prices are rising or falling and are not
a fault of the fornula, itself.

SENATOR THERRI AULT said he thought this part of the bill stil
wasn’'t clear to him and the comrittee might want to consider
usi ng the higher nunber of the different nethodol ogi es. He asked
if M. Ownen had an opinion on the $73 mllion tax-free
al | owance.

MR OMNEN replied no. He elaborated that he understood the

adm ni stration proposed a $73 nmillion allowance to address sone
of the barriers for new entrants into the market and he agrees
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that there are barriers to exploration and developnent in
Al aska, but he does have sone concerns about whether that would
create an unlevel playing field, especially in formng
partnerships. He felt it was the admnistration’s policy
deci si on.

4:20:11 PM

CHAI R WAGONER said the all owance doesn’t inpact big corporations
the sane as small ones and asked if there are other ways to put
that incentive in the bill.

MR. OVEN replied that should be addressed by the adm nistration

4:21: 08 PM
CHAIR WAGONER asked if the $73 mllion allowance would
i ncentivize ExxonMbil to do nore.

MR. OWNEN replied that the $73 mllion would be the first of
t heir deductions. It wouldn't play in the exploration step.

SENATOR THERRI AULT said, relative to the |ook back provision,
that yesterday BP used a graph of expenditures for devel opnent
of one of their fields that was relatively flat for four years
and then spiked in the fifth year. He asked if ExxonMbil’s
expendi tures had been flat or had peaks, as well.

MR. OWNEN replied about their expenditures over the last five
years had been relatively flat at about $190 million per year.

MR. MASSEY added that it’'s inportant to understand not only the
|l evel of investnment, but also the kinds of things they are
investing in. ExxonMbil has been investing in devel oping
viscous oil fields and those take a long tine to receive the
benefits from those investnents. That’'s why the transition
provision is so inportant.

4:23:18 PM
CHAI R WAGONER asked what additional incentive would help for
devel opi ng viscous oil.

MR. ONEN replied that an increase in credit would help inprove
the cash flow of any investnent because it represents the
ability to offset sone of the upfront investnent. H gh credits
help the cash flow economcs, although that is not the only
paraneter they | ook at when maki ng decisions. The tax rate takes
a |l ot of cash out of the project.
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4:24:55 PM

SENATOR THERRI AULT asked if this level of credit encourages
ExxonMobi|l to spend additional dollars on the gas pipeline. \What
| evel of incentive causes themto change their decision.

MR, OVEN replied that it is very conplex question. They have a
whol e range of resource opportunities, sonme are nore chall enged
than others. They also have a whole range of investnent
paranmeters in looking at whether a project is commercially
viable or not. “W are that the tax rate that is being proposed
at the nonent and the credit rate — that conbination may not
allow us to develop all of the resource on the North Sl ope.”

4.28:23 PM

SENATOR STEDMAN asked if the industry is sensitive to how the
government take is sliced up, because consultants have | unped
them together in one category.

MR. ONAEN replied that they are focused on what their return is
and are | ess focused on how the governnent take m ght be divided

up.

MR. MASSEY added that there are varying |evels of take across
the globe and there is a good reason. They |ook at the quality
of the resource that is wthin a basin and figure out how nuch
the governnent could take and still attract investnent. The
countries that have a lot of investnent activity have the
bal ance ri ght.

4:29: 54 PM
SENATOR STEDVAN said they would have nore debate on conparing
i nvestment climtes. He asked how uni que he thought Al aska is.

MR ONEN replied that is the heart of the question. The
resources are becom ng nore uni que. Kuparuk and Prudhoe Bay have
been developed and the remaining resources are snaller and
chal | enged opportunities in a harsh environnent.

SENATOR STEDMAN said Norway and Britain cone up a lot as a

conparison and asked if those are just a rabbit trail. As policy
makers, they are trying to strike a balance. He stated,
“Clearly, we want the oil industry to stay here and we want you
to expand. W’ ve got the same general goals.” But, he felt a

real hesitation in their wllingness to share information wth
the | egislature.
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MR OMEN replied that you can find different levels of
government take around the world. Sonme of those have |ow
government take and are struggling and others have high
government take and are doing well. The ones that work have
found the right balance between their tax system and their
resources. Al askans need to find the right systemthat will work
in Alaska. He wasn’t sure that studying nore countries over seas
woul d help in those deliberations.

SENATOR ELTON asked if tradability of the credits makes this a
better bill than if they weren't there from the perspective of a
maj or producer on the North Slope and of a snaller conpany.

MR. ONEN replied that tradability of credits is an inportant
feature, especially for the snaller conpanies that have to get
through the first expensive years. It's less inportant for |arge
conpanies with lots of assets. He would hope to have the
production to offset the credits.

4:36:11 PM

SENATOR THERRI AULT said the legislature doesn’'t want the tax
system to becone destabilized with changing gas and oil prices,
because that would drive investnent away or create pressure from
constituents to change the system which is what is happening
with ELF today. He understood that at |east one conpany advanced
a tax proposal that was progressive with regards to price and he
asked what opinion M. Owen had about the currently proposed
flat 20 percent tax whatever the price of oil and gas goes to.

MR. OVNEN agreed that they are after a systemthat would create a
healthy industry that is fair to all parties at a range of
prices and the |egislature needs to nake sure the PPT neets the
needs of both parties. The question of increased progressivity,
price tiers and things |ike that have been di scussed, but aren’t
in the proposed bill from the adm nistration. Producers would
have to |look at any other proposals and ask if it would still
allow themto nove forward with predictability and durability.

SENATOR THERRI AULT asked if tax incentives are constitutional
He mentioned the Kuno v. Daimer Chrysler case that is currently
before the U S. Suprenme Court could turn tax incentives across
the nation on its head.

MR. OWEN responded that he was not famliar with the case,
nei ther was M. Seckers.
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SENATOR THERRI AULT said one of the l|egislative consultants said
that shut down costs would be part of the |life of a field, but
the bill allows shut down and renoval of facilities that have
been in place for 30 years to be against the production tax. He
wasn’'t sure of the legitimacy of sonething |like that or dragging
the expense forward to the point where production starts going
down naturally and any revenue the state mght receive goes to
expenses of shut down costs.

MR. OWNEN replied that as shut down costs occurred they would
flow through | ease expenditures and be a deduction for the PPT.
This is distinct from reserves, which are usually done as book
entries when you haven't actually spent the noney.

SENATOR THERRI AULT asked if he saw differentiating between new
facilities they put in place under PPT versus all of the old
infrastructure that has been in production for 30 years.

MR. MASSEY replied they are trying to put a systemin place that

wll be here for many years. He was not anticipating najor
abandonnment costs. They would be paying tax for 30 to 50 years
under this new system until abandonnment would occur. So, he

thought it would be appropriate for those investnents to be
i ncluded under this bill.

CHAIR WAGONER explained that one of the reasons Senator
Therriault asked that question is while his field is younger,
Cook Inlet has four platforns that are currently shut in and
they are concerned about how those expenditures wll be
account ed.

MR. MASSEY responded that his coments were directed to Prudhoe
Bay that would be there for a long tine.

4: 46: 05 PM
SENATOR ELTON asked if he deducted denpbilization from net
profit.

MR. ONEN replied that he didn't think abandonnent costs would
generate a credit; rather they would be |ease expenditures.
Reserves are usually carried as book entries and this bill is
about nodeling cash investnents.

SENATOR ELTON asked on if the denobilization deposits to an
account woul d be deducted fromgross profit.

SENATE RES COW TTEE -19- February 28, 2006



MR. MASSEY replied when earnings are set aside, the noney has to
be set aside from earnings in a particular year. Money is not
set-aside in an account, it conmes out of your cash flow in a
gi ven year.

MR. SECKERS added from a federal tax point of view, you can’'t
take an expense for dismantlenent on the tax return until the
expense was actually incurred.

4:48: 52 PM

SENATOR ELTON asked if the state determnes net profits under
PPT, they would not include anything that was set aside for
future abandonnent.

MR. OVEN replied yes.

SENATOR STEDVAN asked if there is anywhere else on the planet
with which to conpare Al aska and how can | egislators establish a
confort range w thout doing that.

MR ONEN replied that the legislature’s and the governor’s
consultants have provided a |arge data base show ng government
take across a range of countries and different environnents.
Going through the <conmttee hearings is exactly the right
process. He thought that once the |egislature goes through the
same deliberations the governor did, they would come up with a
sim | ar concl usion.

4:52:53 PM

SENATOR THERRI AULT said that he tried to get people who had
worked for the industry to be part of the legislature’s team for
perspective. One of the things they have told them to expect is
when people are in a deal-making nood to put everything on the
table and see what you can add to it. He asked what they asked
to have added to the deal

MR. MASSEY replied nothing was added after the nmjor provisions
of the gas contract were conpleted on Saturday.

As Richard said, we think it will give us the bal ance
we need, the predictability and durability we need
when we wite it into the fiscal contract to allow the
gas to go. Wien you think about it, that’s got to be
the major thing that we’'re working on - getting the
gas to go. And in the end we got confortable with it.
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SENATOR THERRI AULT asked how many dollars are spent in Al aska
procuring equi prent as opposed to spent out-of-state.

MR. OVNEN replied that nost of their investnents in Al aska are
operated by others and those procurenent activities are
conducted by others. Mst of their dollars flow through joint
venture accounts to operators in Al aska.

SENATOR THERRI AULT said he was trying to understand the econony
that would cone into being wth the buying and selling of
credits and said the smaller independents that don't have
production on which to offset their credits would be marketing
them They would be bought at sonmewhat of a discount, so there
woul d be sone |eakage of the investnent noney that would have
occurred to the state treasury. He asked if they should rely on
the market or should the state have a refund so the treasury has
no | oss.

MR. OVEN replied that he thought any |eakage would be [ost from
the new entrant who wasn’t able to capture the full value of
their credit.

SENATOR THERRI AULT explained that the new conmpany would get 90
cents on the dollar and the conpany that bought it gets the full
dollar. But the dollar gets expensed back to what would have
accrued as PPT tax. So it, in effect, comes out of the treasury.
I nstead, an explorer could nake their investnent. They don’t
have PPT tax to offset, so they would just cone to the state for
a rebate directly fromthe treasury.

MR. OVEN replied that could probably be done, but that would be
a policy question for the |egislature.

SENATOR THERRI AULT asked if they got into a |low price scenario
where the state wasn't generating a l|ot of taxes, would
producers likely stop playing in the credit-buying market.

MR. O/EN replied that that was a hypothetical question that was
difficult to answer, because he wouldn’t know what the nmarket
woul d | ook |i ke or any nunber of other things.

SENATOR THERRI AULT asked if they currently buy credits under the
exi sting system

MR. ONEN replied yes.
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SENATOR THERRI AULT said he wanted the departnent to give them an
i dea of what the going rate is for credits.

CHAI R WAGONER asked if those credits had been purchased under SB
185, exploration credits.

MR. OVEN replied yes.

5:01: 10 PM Recess 5:49:41 PM

CHAIR WAGONER announce that BP Alaska would start its
presentation with Current Realities on the North Sl ope

Ken Konrad, Vice President of Gas for BP Al aska introduced ANGUS
WALKER, Commrercial Vice President, BP Al aska, who recognized
that the PPT and the subsequent gas contract were sonme of the
nost inportant things comng before the |egislature. He
i ntroduced Ray Hall, Senior Tax Econonist, and Tom WIIlians, Tax
Counsel, who is widely credited as the creator of the economc
limt factor (ELF).

MR. WALKER started on slide 6, which was a view of production
from the North Slope since 1977 through 2005. It has produced

over 15 billion barrels of oil to date. BP has invested $24
billion creating the business it has today and has paid $32
billion in tax to the state of Al aska and $24 billion in tax to

t he federal governnent.

Since peaking in 1988, production has declined on an average of
6 percent per year. The ELF has worked as intended and the
production profile shows snall wedges that conme from satellite
fields that would have otherw se been chall enged to devel op. ELF
has and continues to encourage investnent in these small or |ess
productive fields and has played a significant role in stemm ng
overall North Slope decline.

He referenced slide 8 that shows two DOR scenarios for oil
devel opnment on the North Slope. One was production if the gas
line wasn’'t built and the other showng a forecast of oil
production assuming a gas pipeline is built.

He agreed with DOR that the future wthout gas |ooks very
different than with it. Wthout gas, the future is definitely
shorter and less exciting. “But, it’s clear, also, to us that
the foundations of the gas business wll be on top of the oil
busi ness and to have a healthy gas business, we need to nmaintain
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a healthy oil business for the next 45 years. Both parts of the
busi ness nust be health.”

5:56:40 PM

To keep the business healthy, M. Wlker said the decline nust
be stemmed. If BP were to stop investing on the North Slope
today, the fields that have been devel oped would decline at 15
percent or greater per year. But, BP and industry is investing

as an industry $1 billion to $1.5 billion per year in existing
fields.
5:59:43 PM

CHAI R WAGONER asked at what point in barrels per day does the
pi peline cease to be economcally viable to operate.

MR  WALKER replied that 1is not known, but  significant
investnments will have to be nmade as certain flow rates get
reached. He said that 17.5 billion barrels are left of known oil
and gas resource, but the challenge is developing it and getting
to market. He enphasized that nothing in his presentation
relates to ANWVR and that the inpact of the tax on the major
producers should be an inportant part of their consideration
along with the snmaller investors. He said that the real
opportunity is to exploit the known resource on the North Sl ope,
which is three tines larger than the estinmate of what is left to
be found.

6: 04: 43 PM

He concluded with a picture of their 50-year vision, which shows
that the future is very different than the past. The chall enges
of the decline on the North Slope and devel opnent of a viscous
resource are enornous, but a good fiscal regine is key.

RAYMOND HALL, Senior Tax Econom st, BP Al aska, said he would try
to put Alaska in a global context and conpare it to simlar tax
reginmes around the world. He said it is critical to understand
the context in which it was designed. Critical factors are the
basin maturity, basin <cost structure, +the nature of the
opportunities thensel ves, where is the basin |located in terms of
markets. In general, a higher tax burden will result in |ess
i nvestnment and, conversely, lower tax burden wll result in
greater investnment. The reginme should be equitable and should
provide returns to the investor consistent with the risks he is
undertaking. It should be sinple, although nost are not sinple.
The PPT is a step in the right direction, being sinpler than
ELF. Stability is another inportant characteristic. The tax
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should be levied on profits and not revenues. He pointed out
that royalty is a tax on revenue.

Trends can be noticed in nmature basins that the royalty burden
is alleviated or renoved altogether. Perhaps the nost inportant
feature is that the regime nust be conpetitive and efficient. It
should reflect the nature of the opportunities that are present.
Context is critical.

6:12: 12 PM

Slide 4 indicated that the United States is the second | argest
producer of oil and gas in the world with the vast bulk of it
comng from the Lower 48 states. Norway is the sixth |argest
producer of oil and gas and UK cones in at ninth. The tax rate
conparison slide showed the ELF at 56 percent and the PPT at 61
per cent .

SENATOR FRENCH clarified that those figures accounted for tota

governnent take including federal; and in reality the PPT
accounted for a 5 percent increase in total governnent take, but
the federal tax would go down.

6:15: 27 PM
SENATOR BEN STEVENS clarified that they are referencing industry
financials, not just BP

MR. HALL agreed.

SENATOR THERRI AULT reflected that ConocoPhillips said the tota
government take went up to 67 percent under the PPT and sone of
Dr. van Meurs’ graphs indicate just under 60 percent. He asked
if BP had conferred with other conpanies and if they have a
di sagreenent on the total governnent take.

MR. HALL replied that there are different nunmbers. This graph
represents marginal take, which is the take on the extreme -
nmeaning if a conpany nmade an extra $100, how nuch of that would
go to the governnent. He said he could check them against
ConocoPhi | I'i ps’ nunbers.

6:17: 20 PM

MR. HALL said the marginal tax rates tell only part of the
story. One should also contenplate the treatnment of capital cost
relief. For exanple, in the UK following tax reformin 2002, a
conpany gets 100 percent relief for capital investnent. This
translates into no tax whatsoever until the project has secured
payback on the investnent. Norway has a conbination of “uplift”
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and a high tax rate that results in 93 percent relief for every
$1.00 spent. The UK has no royalty at all. Both UK and Norway
levy all their taxes on profit. He reiterated that conpanies
| ook for tax based on profit rather than revenue.

MR, HALL said the UK wants to be self-sufficient in its energy
needs. So, the initial developnent of the basin proceeded very
rapidly in the 1970s. Self-sufficiency was secured by 1980 and
has endured until now But, UK will need to start inporting oi
and gas within the next few years. Governnent policy has been
focused on maxi m zi ng devel opnent and exploration in the Basin.

He said in 1993 the tax was substantially refornmed which reduced
the marginal rate on new devel opnents from in excess of 80
percent down to 30 percent. That attracted nore investnent than
any other basin in the world, 142 |icensees. The 30 percent rate
has endured for nearly 10 years.

6:23: 15 PM
CHAIR WAGONER asked if there was a |ag between devel opnent and
producti on when the UK tax cut took place in 1993.

MR. HALL replied he yes, but the rate at which it increased
subsequent to the tax change in 1993.

SENATOR ELTON asked when the marginal tax rate in the UK went
from30 to 40 in 2002 did that include a claw back provision on
the 100 percent capital all owances.

MR HALL replied that the inportant change in 2002 that
acconpani ed that increase was that the governnent changed the
way it allowed depreciation. Prior to 2002, only 25 percent of
investnments could be witten off per year. It took a significant
nunber of years for that investnment to secure relief against
tax. The UK government gave the conpanies the ability to offset
their investnents fully in the year it occurred. He clarified
t hat :

There was no need for a transitional arrangenent. |f
you make an investnent in a new project in the UK, you
pay no tax on that project wuntil you have secure

paper, which is to say, very wunusual if you |[|ook
around the worl d.

CHAIR WAGONER said that is simlar to Alaskas royalty
reducti on.
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6:27: 14 PM
SENATOR SEEKINS disclosed that his daughter’s husband is
enpl oyed by BP.

MR. HALL explained regarding slide 9 that indicated |ower tax
created nuch nore devel opnent and production. In short, he said:

The government reduced it share of the pie, but
produced a nuch-increased pie that it nore than
conpensated for the reduction in the headline rate.
So, it just sort of denonstrates that if we can focus
on making the pie as big as possible, that’s a much
nore productive conversation than getting into a
di scussi on around who gets what slice.

6: 30: 19 PM

He thought there were far nore differences between Al aska and
Norway than there are simlarities. Norway has sonme wonderful
|arge fields that have been discovered and they are nuch |ess
mature than in the UK

In Norway, oil production has peaked, but gas production is
growing rapidly and will probably keep going for the next three
or four years before it starts to flatten out. However, one of
the big differences in Norway is the role of the state, which
directly owns one-third of the resource and owns a significant
stake in the two largest players. It is able to sustain a high
tax rate because it is essentially going from one pocket of the
state to the other pocket of the state. “This is a very
important distinction and | think it explains a lot....”

Norway is also trying to encourage new conpanies into their
basin and has recently introduced an incentive for exploration
such that if you are a newconer and not currently paying tax and
you spend $100 on exploration, they will send you a check at the
end of the year for $78. They are also trying get nore acreage
to new entrants to encourage them But iif you talk to new
entrants, the 78 percent tax rate is a nmjor continuing barrier
to attract new entrants into the basin when just next-door at
the UK, they would pay a nmuch | ower t ax.

The @ulf of Mexico (GOM had the nost active global exploration
in 1993 to 2004 and the second highest volune of discovered
reserves of any basin the world. It had rapid growh in
production despite a challenging deep-water environment. A key-
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enabling factor has been the low tax rate of 45 percent that
applies there. The deep-water royalty relief is 35 percent. He
enphasi zed that production of oil is very |eading edge because
of the depth and extreme weather conditions there. But, this is
an exanple of a low tax rate encouraging and pronoting high
activity levels.

6: 35: 33 PM

SENATOR ELTON said that previous testinony has acknow edged t hat
nobody expects to find any nore big fields in Al aska. He thought
it mght be easier to nake an investnent decision in the Gulf,
not because of the tax rate, but because of the possibility of
finding |larger quantities of oil.

MR. WALKER responded that the Al aska resource base is huge, but
it is challenged by conparison. It is that challenge conbined
with the fiscal terns that not attracting investnent.

SENATOR ELTON restated that he heard before that Al aska has no
other huge bodies of gas and oil and he asked if |arger
conpanies weigh the possibility of finding a larger resource
base in their decision on where to devel op.

MR. WALKER replied that he was right. There is a fundanenta
di fference between the resource base in the GQulf of Mexico where
there is a good chance of finding sone large fields through

exploration. In Alaska, the fields that can be found wll be
smal | and possible marginal. Activity needs to be stinulated on
the 14 billion barrels of oil they know exi sts.

It'’s a different resource base, but we would advocate

the principal is the same. W still need investnent
dollars and they need to be spent on developing the
oil and gas that’s discovered already rather than

exploring for new oil and gas, which is clearly nore
appropriate in the Gulf of Mexico.

6: 38: 01 PM

MR. HALL continued by conparing Al aska to Al berta, Canada, where
an investnment boomis taking place in their heavy oil industry,
about $10 billion annually. Alaska' s investnent is between $1
billion and $1.5 billion. In A berta, production is expected to
exceed 2 nmllion barrels a day in a few years and go on to in

excess of 3 mllion barrels a day within the next 10 years.

To encourage that devel opnent, the Canadian governnent
introduced a major fiscal reformin 1995 consisting of 1 percent
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royalty wuntil a project achieves payback, which includes an
al l owance for a nomnal return based on the risk-free Canadi an
bond rate. Federal and state taxes have to be paid in addition
and those take the marginal rate to 39 percent; post payback the
rate woul d increase because of the higher royalty to 54 percent.
The federal tax rate already has a phased reduction that wl
reduce the marginal tax rate further so that by 2007 it wll be
around 35 percent. The top tax rate post payout would be around
50 percent. “This reform has had a major inpact in stinmulating a
huge anmount of investnent and a huge anmpbunt of activity in this
heavy oil province.”

6:41:41 PM

MR, HALL said that slide 13 conpared tax rates in other states
and Canada. Al bert heavy oil has 39 percent pre-payout, GOM has
45 percent and nost of the other 48 states are around the | ow 50
percents. Alaska with the proposed changes would be 61 percent,
the highest marginal tax rate in North Ameri ca.

6:42: 30 PM
SENATOR FRENCH asked how BP is confortable with Al aska's tax
rate if it’s the highest in North Anmerica.

MR. VWALKER replied that is what concerns BP. Alaska needs to
attract twice as nmuch capital as it is attracting today to stem
the decline and to extend the Slope another 50 years. The PPT
structure has merit and could serve Alaska well over the |ong
term but the 20 percent tax rate is too high. “That is one of
the key points in our testinony today.”

6:44. 25 PM

SENATOR ELTON asked of how nuch of the governnent take in the
three states of Texas, Oklahoma, California is attributed to
royalty oil. It seens that a large part of Al aska PPT is royalty
oil.

MR. HALL said he didn't have those figures with him In sunmary,
he said there is a clear correlation between stable fiscal
policy and basin activity and Alaska is noving to the position
where it wll have the highest nmarginal tax rate in North
Anerica and in conbination with the highest cost structure in
North American nmay not be conducive to investnent.

SENATOR ELTON said his whole thene is higher taxes nean | ower
production and asked to explain his use of “may.”
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MR. WALKER replied that there is a hard link between fiscal take
and activity.

MR. KONRAD added that the PPT has many positive attributes, and
BP will stand by their word on the 20/20, but he didn't know if
that would ultimately attract capital to the basin.

6: 50: 01 PM

SENATOR BEN STEVENS asked to go to slides 5 6 and 13. He
expl ai ned why the nmarginal rate that applies to profit in the UK
conparison is not valid in Alaska - because the UK has 100
percent cost recovery and that puts it in another realm where
all the capital costs have been absorbed. In Al aska, the cash
flow or marginal revenue is taxed immediately, but in the UK it
woul dn’t be taxed until all capital costs were fully recovered.

MR. HALL replied there are many different ways of expressing
relative taxes and he chose to do it on a marginal tax rate,
because that is sinpler. Another way to do it would be to | ook
at the average tax rate or the overall governnment take over the
life of the project. But he thought those would give the sane
relative positions and Al aska’s ranki ng woul d be unchanged.

6: 53: 38 PM
SENATOR BEN STEVENS said the only other country with a higher
cost structure than Al aska is Canada’s heavy oil sands.

MR. HALL responded that the exanple he showed the conmttee was
just a heavy oil tax regime. There are other tax reginmes in
ot her provinces of Canada. But they are |less than the proposed
change in Al aska.

SENATOR BEN STEVENS didn't disagree, but wanted to point out
that other regions with a higher cost structure appear to have
incentivized investnment by deferring royalty until after payout
and deferring the tax rate to prepay out and basing them on the
rate of return (ROR), a nore conplicated system

MR, HALL said the ROR isn’'t that conplicated and was used w dely
in production sharing contracts around the world; a lot of the
new ones are being negotiated are based on an ROR nechani sm
“Canada has gone down that road in a major way and it has proven
to be very successful.”

SENATOR BEN STEVENS observed:
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| just find that the information is intriguing in the
fact that the areas that have had the nobst increase in
production...that are in the top producing regions of
the globe - the areas that have had the |argest
increases in production may also have a higher tax
rate, but they have a significant nmechanism for
capital cost recovery, whether it be a CCR or an
uplift agreement or a ROR nechanism that is not
i nbedded in this proposal. Those are the areas that
have attracted the investnment to increase production

W should <consider that if our objective is to
mai ntai n or increase production.

SENATOR STEDVAN asked if the ROR is a fairly progressive system
versus the regressive nature of the royalty and tax scenari o.

MR. HALL responded that wth ROR the tax burden is nuch |ess
with low price than it would be at high prices. Al so, nargina
projects would have a |ower tax burden because the overall tax
take is based on the rate of return creating an automatic
bal anci ng nmechani sm

SENATOR STEDMAN asked what kind of stinmulus Al aska should use to
extend production out 50 years.

MR. WALKER replied that the balance of the PPT conponents mnust
be right and only time will tell. Basically he feels that the
tax burden is at the high end of the scale, but the credit
system effectively stimulates investnent.

SENATOR BEN STEVENS said they have to |ook at how other
countries attract investnent.

SENATOR THERRI AULT asked if he neant they should | ook at other
systens or the overall take.

SENATOR BEN STEVENS cl arified that he nmeant they have to keep in
m nd how different reginmes approached adding production and why
they may have had a higher tax system as the end result. They
offered greater wup-front incentives than what Al aska has ever
had or what is contained in the bill.

SENATOR THERRI AULT asked if he participates in ROR systens and
what is the rate of return. Does it vary w dely?

MR. HALL replied BP participates in a nunber of ROR production
sharing contracts — Angola, Azerbaijan, in particular. They vary
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significantly and are matched to the individual opportunities
within each of the countries. Governnment take wll vary
significantly.

SENATOR THERRI AULT said the problem with the current system is
because it wasn't sensitive to price and that’'s unfair to the
state. The system itself, caused the instability which brought
them to changing the tax.

MR. WALKER remarked that there is very little profit to be nade
in Alaska at low prices and, therefore, at nedium to high
prices, they have to nmke a reasonable profit. That is why
progressivity in Al aska is very dangerous.

SENATOR THERRI AULT countered that at high prices, the state's
take m ght go down. That’'s not stable for the governnent.

7:07:36 PM

SENATOR FRENCH said that earlier he nentioned BP had invested
$24 billion to create their Alaska business and they had paid
over $32 billion in taxes to the state of Al aska and $24 of tax
to the federal government. The nunber m ssing was how nuch his
conpany had profited.

MR. WALKER replied, “We were asked exactly the same question in
t he House and we said that we’'d go back and look. | think it’s a
public record - our profits. So, therefore, we would go back and
make that avail able.”

SENATOR STEDVMAN said the tax could be considered unfair to one
side or the other at different tines and they didn't want a tax
that would put the industry in the position of retarding its
gr ow h.

MR. WALKER responded that he shares that concern. One of the
great things about profit-based structures is that they are
taxes on profit. He hoped a system that was designed on that
woul d be durabl e.

7:10: 22 PM
MR. WALKER used his last five slides to explain the effects of
PPT on BP' s business in Al aska.

7:10: 56 PM

SENATOR FRENCH couldn’'t resist mnmentioning that part of his
equation required him to calculate their profit, but yet he
didn’t have that figure handy.
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MR. WALKER responded that he wanted their profits for the |ast
30 years.

SENATOR FRENCH asked if he had it for all the relevant periods
he was illustrating.

MR. WALKER replied that he used real data to project profit for
2006. [He expl ained his graphs of governnent take.] The proposal
allows BP to make a nodest profit at low prices, but at nedium
to high prices, the government take is increased. At $30, the
government take is 70 percent on BP s business in Al aska.

7:13:38 PM
SENATOR ELTON asked what the cross-over point is for ELF and
PPT.

MR. VWALKER replied for BP it is $30 - ANS, Wst Coast.

SENATOR ELTON was startled that BP doesn’'t nmake a profit at $20
per barrel. “You just need to convince ne.”

7:15: 44 PM

MR. WALKER replied that he would be happy to show him and he
wi shed it were different. Back at his charts, he reiterated that
Al aska is a tough place to make noney at |low to nedium prices

because of the cost environment and the fiscal reginme. The
reason people invest in Alaska is that in the years when price
is higher, they will nmke nore. Those years have to cover the
| ean years. “W need to |eave a reasonable profit for the
i ndustry at nmedium and high prices, because we certainly don’t
get it at low prices.”

7:16: 29 PM
SENATOR FRENCH referenced a DOR chart that indicates at $20 a
barrel, industry profit is 22 percent. He asked himto reconcile

those figures with BP' s.

MR. WALKER replied they should check whether the DOR figures
i nclude capital depreci ati on, a key elenent in profit
cal cul ati ons.

7:19:20 PM
SENATOR THERRI AULT asked what happens at $100 a barrel.

MR. WALKER answered that he would have to devel op nunbers at
$100.
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7:21: 07 PM

MR, WALKER concluded his remarks saying that decline is a
problem and large increases in investnment are required to stem
the tide — up to $100 billion would be required in their Al aska
busi ness. He believed the PPT system has nerit and could work
well for Alaska and the industry for a long tinme to come but,
“Clearly the nunbers have to be right.” Hi gher taxes nean |ess
investment and the 20 percent tax rate wll not maxim ze
i nvestment and production from ANS. Finally, he said, “QG | needs
gas and gas needs oil. For gas to work, we need a healthy oil
business and we need a healthy oil business that’s going to be
there for another 40 or 50 years to underpin gas.”

MR. WALKER t hanked the chairman for the opportunity to testify.

7:23.15 PM
SENATOR STEDMAN asked if fiscal regines around the world are
uppi ng their take.

MR. HALL replied yes, but it’'s a bit patchy. It’'s inportant to
take a long-term view. Six years ago the price of oil was $10
Hi story shows that you don’'t get sustained periods of high
commodity prices. They go in cycles and prices will eventually
go down.

7:25:31 PM

SENATOR THERRI AULT said the PPT proposes using the producers’
royalty settlement agreenment of DNR and Departnent of Interior,
but they can vary as nmuch as $1. He understands that this is the
| onest nunber. He asked him to coment on the different
val uati on met hodol ogi es.

TOM WLLIAMS, Tax Counsel, BP, replied that there are three
settlements with DNR - Arco, BP and Exxon. ConocoPhillips is
heir to the Arco settlenment. Everyone else on the North Slope
who has a royalty settlenent has chosen one of the three. They
don’t conme to the same netback value, but they all have a
provision that allows DNR to reopen the nethodology that is
being used to calculate the netback price. The idea for the BP
royalty settlenent canme from the administration and using the
Department of Interior settlenent is only available if you don’t
have state lands. The point is that BP is already using this
nmet hodology to report to the state so, “W don't have to
reinvent a wheel.”
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This legislation gives the Departnent of Revenue a |lot of
di scretion about what nethodology it would use. BP wants a
system that they understand and report and pay and know it was
done right. The royalty approach in the PPT has a mechanism to
allow for changing markets and that is lacking in sonme of the
ot her approaches.

CHAI R WAGONER t hanked them for their presentation and adjourned
the neeting at 7:32:07 PM
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