HOUSE FI NANCE COWM TTEE
November 8, 2007
9:14 A M

CALL TO ORDER

Co-Chair Chenault called the House Finance Comm ttee neeting
to order at 9:14:50 AM

VEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Harry Crawford
Representati ve Ri chard Foster
Representative Les Gara

Representati ve M ke Hawker

Represent ati ve Reggi e Joul e
Representative Mke Kelly
Representative Mary Nel son
Representative Bill Thomas Jr.

MEMBERS ABSENT

None
ALSO PRESENT

Representative Craig Johnson; Representative Bob Buch;
Representative Kurt O son; Representative Paul Seaton; Kevin
Mtchell, Vice President, Finance and Adm nistration,
ConocoPhillips; Jim Taylor, Vice President, Comercial
Assets, ConocoPhillips; Caire Fitzpatrick, Commercial Vice
President, BP; Bernard W Hajny, Manager, Production Taxes
and Royalties Alaska, BP; Craig Haynes, Production Mnager,
Exxon Mobil Al aska; Dan Seckers, Senior Tax Counsel, Exxon
Mobil; Mark Hanley, Manager, Public Affairs, Anadarko-
Al aska; Pat Foley, mnmanager, Lands and External Affairs,
Pioneer Natural Resources; John Zager, General Manager,
Chevron- Al aska; Marilyn Crockett, Executive Director, Al aska
O 1 and Gas Association; Rich Ruggiero, Consultant, Gaffney,
Cine and Associates Inc.; Dudley Platt, Departnment of
Revenue; Barry Pulliam Senior Econom st, Econ One Research,
Contractor, Legislative Budget and Audit Commttee.

PRESENT VI A TELECONFERENCE

Edger Dunne, Manager AVCW Brooks Range Petrol eum President
Dunne Equiti es.

SUMVARY
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HB 2001 An Act relating to the production tax on oil and
gas and to conservation surcharges on oil;
relating to the issuance of advisory bulletins and
the disclosure of certain information relating to
the production tax and the sharing between
agencies of certain information relating to the
production tax and to oil and gas or gas only
| eases; anending the State Personnel Act to place
in the exenpt service certain state oil and gas
auditors and their i mredi at e supervi sors;
establishing an oil and gas tax credit fund and
aut hori zing paynent from that fund; providing for
retroactive application of certain statutory and
regul atory provisions relating to the production
tax on oil and gas and conservation surcharges on
oi l; making conform ng amendnents; and providing
for an effective date.

HB 2001 was HEARD & HELD in Commttee for further
consi derati on.

#HB2001
HOUSE BI LL NO. 2001

An Act relating to the production tax on oil and gas
and to conservation surcharges on oil; relating to the
i ssuance of advisory bulletins and the disclosure of
certain information relating to the production tax and
the sharing between agencies of certain information
relating to the production tax and to oil and gas or
gas only leases; anmending the State Personnel Act to
place in the exenpt service certain state oil and gas
auditors and their immedi ate supervisors; establishing
an oil and gas tax credit fund and authorizing paynent
from that fund; providing for retroactive application
of certain statutory and regulatory provisions relating
to the production tax on oil and gas and conservation
surcharges on oil; making conform ng anendnents; and
providing for an effective date.

KEVIN M TCHELL, VI CE PRESI DENT, FI NANCE AND ADM NI STRATI ON
CONOCOPHI LLI PS, provided a brief PowerPoint (Copy on File).
He summarized that CSHB 2001 (RES) represents a |ess
attractive <climte for investors in Alaska, wth a
significant tax increase, not only in the context of tax
rates and progressivity. He strongly enphasized that the CS
woul d have an inpact on investnent decisions.

M. Mtchell spoke to the proposed tax system He noted the
increased base rate from 22.5 to 25 percent and that
progressivity is significantly increased over PPT anounts

In addition, the progressivity has a tie to the gross
conponent to the absolute price. ConocoPhillips has been
consistent in enphasizing the need for all aspects of the
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tax rates to be on a net basis, whenever those rates have a
gross conponent that can have a distorting inpact. Net rates
adjust for changes in cost and margin; gross rates can be
negatively inpacted. Lastly, the reduction of transitiona
i nvestment expenditure (TIE) credits penalizes investors who
have been consistent in their investnent plans. He asserted
that TIE credits soften the inpact of tax changes and
provide stability for investors.

9:21:46 AM

JIM TAYLOR, VI CE PRESI DENT, COMVERCI AL ASSETS,
CONOCOPHI LLIPS, referred to Slide 3, “Tax System and
| nvestnents,” depicting a graph with the Departnent of
Revenue’ s eight year forecast of production. He noted that
ConocoPhi | I'i ps has been an aggressive investor in the North

Sl ope, investing over $12 nmllion and participated in all
| evel s of the upstream business. He maintained the graph
represents those elenments of the upstream business it wll
need to arrest the production decline occurring on the North
Sl ope. The green wedge on the graph represents new field
devel opnment, the yellow represents other currently operating
fields, and the red and blue represent the two large fields
that have been referred to as the | egacy assets.

M. Taylor asserted that investnment is the key to North
Sl ope production sustainability. Wthout investnent, the
blue area could decline as nmuch as 15 to 20 percent per
year. The red wedge represents investnent opportunities,

such as infill drilling, heavy or viscous oil, and handling
ever-increasing volunes of water and natural gas associ ated
with oil production. Infill drilling opportunities represent

| ess than 30 percent of the investnents required to sustain
production in the | egacy fields.

M. Taylor said originally estimates of North Slope oil were
around 24 billion barrels. Approximately 11 to 13 billion
barrels of that will conme out of the existing Prudhoe Bay
field. The investnents of the future are not the same as the
investnments of the past. The single |argest known reserve
potential in the North Slope contains approxinmtely 26
billion barrels and lies underneath the permafrost between
the current producing zones, in the viscous and heavy oil
layers. Drilling for and recovering this oil wll involve
many chal | enges, nore risk and hi gher costs.

M. Taylor sunmarized that about 40 percent of production in
the red wedge wll conme from the existing fields, and
consi st of handling water, gas, and heavy and viscous oil,
all of which cost nore to devel op

9:26: 07 AM

House Fi nance Conmmittee 3 11/08/07 9:14 A M



M. Mtchell Ilisted the provisions beyond the base rate
i ncrease that anmount to a tax increase and add conplexity to
adm nistration (Slide 4):

e (Qut of state exclusion
 Toppi ng plant excl usion

* DR&R [ di smant | ement, r emoval and restoration]
excl usi on

» “Reasonabl e” transportation costs
» Exploration confidentiality

* 6 year statute of limtations

e Retroactive inplenentation

M. Mtchell argued that many out-of-state costs are
legitimate expenses for a project. The topping plant
exclusion targets one aspect of North Slope operations and
adds conplexity to the process for both industry and
government, wth significant effect on operations. He
mai ntai ned that DR&R costs are legitimte expenditures and
are typically an allowable expenditure world wde. He
pointed out that the industry is already governed by two
regul atory authorities and “reasonabl e” transportation costs
add additional <conplexity of admnistration for both
government and i ndustry.

M. Mtchell discussed exploration data and confidentiality
provi si on changes. The provi si on restricting dat a
confidentiality to tw vyears is a disincentive to
exploration credits. The six year statute of |imtations has
the effect of extending the tinme it takes to conplete and

close an audit. Increased interest costs resulting fromthe
additional tinme allotted would result in a significant
penalty. It will also take tinme to devel op new regul ati ons

to cover additional provisions, especially the retroactive
i npl enentation. The industry is concerned about significant
costs in penalties and interest. He pointed out that tax
changes are generally phased in.

M. Mtchell sunmmarized the inpacts on the investnent
climate. He acknow edged that the enhanced exploration
incentive credits (EIC) would be beneficial. Mre is at

i ssue than a 25 percent base rate and higher progressivity.
Some of the issues are too conplex to be nodeled yet. He
concluded that the added provisions create barriers to
i nvest nment .

9: 33: 38 AM

Co- Chair Chenault |ed a discussion about question and answer
pr ot ocol .
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CLAI RE FI TZPATRI CK, COMVERCI AL VI CE PRESI DENT, BP, provided
a Power Poi nt presentation on the inpacts of CSHB 2001 (RES)
(Copy on File). She observed that BP was not able to fully
review the legislation and its inpacts because they received
the bill less than 48 hours previously. She acknow edged
that there are good business opportunities [in Al aska], but
expressed concerns.

Ms. Fitzpatrick reviewed the guiding principles for the
petrol eum production tax (PPT): fair revenue to the state,

creating an attractive investnent climate for new
exploration and reinvestnent, and transparency. She
mai ntained that the current bill and the HRES version are

making a trade-off between short-term gain and long-term
risk, but to different degrees. An attractive investnent
climate is one where the state recognizes the need to
increase investnments. Alaska still has the highest tax rate
in North Anerica. Future opportunities are not easy and the
cost base for the total activity set remains high

MVs. Fitzpatrick asserted that +the new admnistrative
provisions for transparency wll make it difficult to
forecast, administer, and conmply wth the tax law Fisca
systens globally recognize that it takes a couple of years
to inplenment and eval uate new systens. She nmmintained that

the bill turns what they thought was a manageabl e system and
noves it into an inherently noving target. She acknow edged
that some of the provisions will meke it easier for the

state to collect data, which they agree with as |ong they
are inplenmented correctly, but she questioned if conpanies
will be able to come up with consistent data, conply wth
unknown rules, and do forecasting to an accuracy of 0.1 or
0.2 percent.

9:40: 35 AM

Ms. Fitzpatrick conpared sone of the proposed neasures to
their perception  of the guiding principles. G oss
progressivity is a net trigger applied to the gross and adds
conplexity. She concluded that gross progressivity would
i npact investnment decisions. She expl ai ned that under nornal
ci rcunstances conpanies would expect to pursue new
technology and investnent opportunities iif the price
envi ronment remai ned above $52 per barrel for a sustained
period tine. She naintained that gross progressivity would
I npact these activities.

BERNARD W HAJNY, MANAGER, PRODUCTI ON TAXES AND ROYALTIES
ALASKA, BP, expressed concerns about using joint interest
billings as a starting point for what is deductible under
PPT. The <current bill wuld repeal the Departnment of
Revenue’'s (DOR) statutory authority under AS 165 (c) and (d)
to authorize the operator’s wuse of [joint interest]
billings. He echoed concerns put forth by Conoco Phillips
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regardi ng deductions of out of state costs. The current
| egislation requires that costs nost be physically |ocated
in the state, while renoving |anguage clarifying that the
costs do not need to be in located on or near the unit
field or exploration prospect.

M. Hajny discussed issues related to transportation costs.
He maintained that there is not a problemthat needs fixing.
Any retroactive tariff adjustnent applicable to any of BP's
taxable oil would be adjusted in future tax returns, along
with any associated interest. He stressed that the
Regul atory Comm ssion of Al aska (RCA) and Federal Energy
Regul ator Comm ssion (FERC) are already charged with the
task of determning “just and reasonable” tariffs. He
t hought the nost straightforward approach is to continue
utilizing the Trans Al aska Pipeline System (TAPS) tariff
Ms. Fitzpatrick added that BP executed the year’'s activity
in good faith that the tax principles were in place. She
suggested the committee answer the question whether the
retroactivity application is “reasonable” or “fair”.

9:44: 47 AM

Ms. Fitzpatrick noted that infill drilling noting 1is
profitable to both the state and industry, but enphasized
that infill drilling is only one element of future
devel opnent. The future is going to also require satellite
devel opnment, heavy oil, new technol ogy, and infrastructure.
Bui I ding new, nore efficient facilities will nmake the North

Sl ope viable for both existing and new devel opers.

Ms. Fitzpatrick addressed the issue of heavy oil and said
the current gross progressivity structure acts as a (ross
tax when conpani es are nmaking i nvestnment decisions. If there
is little or no upside potential, there is no incentive for
conpanies to increase risk for challenging projects |ike
heavy oil.

MVs. Fitzpatrick discussed long-term planning and the
vari ables that inpact the process. Increased taxes reduce
the cash available to fund business. She stressed that BP
will continue to do business in the state. The anount of
i ncreased devel opnment and exploration will be determ ned by
how nmuch risk the conpany feels they can take under a given
tax reginme. She maintained that the pace and scale of what
the conpany is able to do would change according to the
| egi sl ature’s actions.

9:48: 13 AM

CRAI G HAYMES, PRODUCTI ON  MANAGER, EXXON MOBIL ALASKA,
presented an executive sumrary on HB 2001 (RES). He reviewed
witten testinony and gave a Power Poi nt presentation (Copies
on File). He observed that Alaska has great resource
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potential and oil and gas with world class results. He
poi nted out that currently production |evels are down to one
third of its peak, which was 2.1 mllion barrels per day in
1988. According to the U S. GCeological Survey and the

M neral s Managenent Service, Al aska still has undiscovered
recoverabl e resources of over 53 billion barrels of oil and
259 trillion cubic feet of gas. Only one quarter of this

potential has been produced. Alaska s world ranking of
proven reserves has dropped from 14" in 1977 to 30"
currently. Prudhoe Bay and Kuparuk represent over 70 percent
of the current total North Slope production. These fields
Wil continue to act as hubs for future satellite
devel opments that would not be economc wthout their
i nfrastructure.

M. Haynmes described Al aska as a high cost environnent due
to its severe climate, renote |ocation, sensitivity of the
envi ronment , and expl oration restrictions. Effective
application of technology is critical to future devel opnent.
He gave exanples of |eading-edge technology that has been

successful. In ten years, 75 percent of oil production wll
cone from new investnments, which would require over $30 to
$40 billion, or double the current investnment |evels per
year.

M. Haynmes nmaintained that Al aska needs a | ong-termresource
devel opment policy, including (Slide 3):

e Characterization of state-w de resource potenti al

* ldentification of Kkey issues challenging exploration
and devel opnent
e Determination of key factors that inpact resource
val ue
0 Research and technol ogy required
o Exploration devel opnent costs
o0 Regul atory and environnental considerations
o Land access chal |l enges

» Establishnment of goals and nmeasurenment of progress

« A fiscal policy that wll encourage devel opnent of
remai ni ng resources
* Regqgul ar nmeet i ngs W th i ndustry and agency

representatives

M. Haynmes proposed a collaborative approach to develop a
sustainable policy. The question is how Alaska' s ful
resource potential can be commerci ali zed.

M. Haynes pointed out that industry needs a predictable

fiscal environment. Investnents are capital intensive and
typically evaluated over decades. Changing the fisca
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environment for capital projects reduces the attractiveness
of investnents.

9:55:16 AM

M. Haynmes expl ained that Exxon Mbil supports the concept
of a net-based tax structure. He said that PPT has only been
in existence for just over one year; DOR has not conpleted
regul ati ons nor commenced a PPT audit. Exxon Mobile nmet with
DOR to inprove the ability to forecast revenues and is
willing to keep wrking to inprove the departnment’s
understanding of joint interest billings. Exxon Mbbile
believes the policies established today wll inpact the
attractiveness of potential future projects.

9:56: 29 AM

M. Haynes stated that the proposed tax increase is nore
conplicated than a tax increase. First, it would cause
uncertainty in the foll ow ng ways:

» Sections 34(b) and 34(c) propose a nunber of different
reporting requirements for exploration tax credits. The
credit qualifications are linked to the release of
proprietary data. He argued that this is not the norm
t hroughout North Anmerica and that the release of
proprietary data would concern to any explorer, in
addition to increasing their costs. This wuld create
nore uncertainty as to whether credit would be applied
for. In addi ti on, expl oration confidentiality
protection is dimnished to a very short two years.

» Section 44(f) proposes additional information requests,
which they feel are anbiguous. “OQher records and
information the departnent considers necessary” is of
concern. He maintained that any information required
beyond what is submtted with their current tax filings
needs to be carefully consi dered.

» Sections 48 and 49, which propose that the departnent
can, at any tine, substitute the determ nation of
reasonable costs for transportation instead of the
t axpayer’s actual costs.

e Sections 53 and 54 propose a limt on qualified |ease
expenditures, restricted to those incurred on the | ease
produci ng oil and gas. Exxon Mobile believes this wll
decrease the attractiveness of opportunities and create
uncertainty.

» Page 42, subsection (19) proposes the disallowance and
[imtation of costs associated with refineries or heavy
oil topping plants. He pointed out that there are
si gni ficant costs associated wth neeting the
regul atory requirenment of upgrading topping plants to
conply with the state and federal mandates for ultra
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low sulfur diesel. He noted that they could deduct
costs if they trucked out the diesel at an additiona
envi ronment al cost. The pot enti al envi ronment al
exposure and risks fromincreasing truck traffic on the
roads needs to be seriously considered.

9:59: 25 AM

M. Haynmes continued that second, the proposed tax increase
woul d i ncrease adm nistrative burden.

Section 36 proposes to increase the statute of
l[imtation from three to six years. He spoke against
t he change and pointed out that extensions have been
historically granted when requested. The change would
i ncrease the conpany’ s adm nistrative burden and costs.

Section 59 elimnates requirenents for joint interest
billings as the starting point for audits. He thought
this woul d be a di sadvantage as each year operators are
subjected to extrene audits. Exxon Mbobile spends over
100 staff weeks each year auditing joint interest
billings.

M. Haynes added that the CS has a nunber of unreasonable
excessi ve comnponents:

Section 29 reduces the transitional tax credits from
Six to three years. This provision was put in place in
recognition of the long term investnent requirenent,
and to encourage increasing investnent.

Sections 25 and 45 have excessive late filing and
docunent subm ssion penalties. For exanple, there is a
$1,000 per day penalty for “each report, statenment or
docunent” that is not produced “at the tinme required.”
He nmaintained that the provision could result in
anounts that are disproportionate to the severity of
t he of f ense.

Section 57 proposes the publication of certain
proprietary tax information when the information is
aggregated anong three or nore producers or explorers.
He supported the desire to obtain additional
information wunder the PPT franmewrk, but expressed
concern that the aggregation of three conpanies would
all ow conpetitors to determne proprietary information
He stressed the inportance of protecting tax payer
confidentiality.

M. Haynmes cl osed by enphasizing the need to coll aborate on
a long-term investnent devel opnent policy that increases
i nvest nent devel ops resour ces, mtigates producti on
decline, recognizes the high cost environnment, and provides
fiscal predictability for industry.
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RECESSED: 10: 03: 16 AM

RECONVENED: 10:18: 52 AM

Co-Chair Chenault invited questions for the panel of
i ndustry representatives.

Co-Chair Meyer asked for «clarification of definitions
regarding infill drilling, joint interest accounting, TIE
credits, and the discounted price for oil.

M. Taylor defined infill drilling as the initiation of the
drilling of a new well in an existing oil reservoir. The
geological risk is greatly reduced when a new well is begun

in a known deposit.

M. Hajny explained that joint interest accounting 1is
inportant to PPT as a basis for cost deduction. One of the
principles behind developing PPT was the ability for
producers to use the joint interest billing statenents as a
basis for deducting cost. The majority of North Sl ope fields
use joint operating agreenents. These agreenents set out
procedures by which BP, as operator for Prudhoe Bay, bills
interest owners for their share of legitinate costs
associated with BP's operation of the field. A bill is sent
every nonth to Exxon Mobile, ConocoPhillips and Chevron for
their percentage share of the costs. This is the only basis
the conpanies have for determning what costs should be
deducted when filing estimted paynents.

10: 24: 00 AM

Representati ve Hawker asked about the internal audit
procedures within the conpanies. M. Hajny observed that the
billings have a three year audit provision. There are
different audit provisions within each conpany. Conpanies
are billed as the costs are incurred by the operator.
I nterest owners can deduct these costs fromtheir PPT.

Representative Hawker asked if an audit process was in
pl ace. He spoke to the perm ssive |anguage in the origina
PPT allowing the use of the joint interest billings. M.
Fitzpatrick commented that each joint billing is subject to
an audit each year by the parties who are not the operators.
For exanple, Prudhoe Bay would be audited by Exxon Mbbile,
ConocoPhillips, and Chevron. The auditing 1is thorough,
detailed, and rigorous, and done from people outside the
or gani zat i on.

10: 27: 58 AM

Representative Nel son asked for nore clarification regarding
joint interest billings. M. Fitzpatrick explained that
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there are different teans working on each field. Audit teans
bring in additional challenges. Auditing occurs externally
as well; there are a nunber of checks and bal ances.

Representative Nelson asked about the external auditing.
Ms. Fitzpatrick reiterated that they are audited by
i ndependent conpanies and the results are publicly reported.
She observed that DOR has not started PPT auditing. She
pointed out that the departnment nust wait until after the
conpany has filed to begin. She did not believe the
department was behi nd.

10: 30: 48 AM

M. Mtchell explained that TIE credits were put in place in
PPT legislation to provide sone form of conpensation for
those who had invested in the past under a previous tax
reginme but were noving into a new tax environment. The
credits apply to investnents, for exanple, that took place
in the 2003-2005 tineframe when there were no capital
deductions or credits on the investnents. By the tinme the
assets were producing revenues, they were in the PPT
environment and being taxed at a 22.5 percent rate. The TIE
credits allowed for a five year |ook-back period and
additional credit could be taken that provides sonme form of
conpensation. The credits require historic investnent during
the timeframe and future investnent in order to be
appl i cabl e.

10: 32: 56 AM

Representative Joule asked about the increase to Exxon
Mobile' s profit. M. Haynes answered that Exxon Mbil e does
not release earnings statenents for Al aska, only quarterly
and annual reports. He stated that they had received
Representative Gara’'s letter requesting profit anmounts and
were preparing a response. At today’'s prices, ACES would
represent a production tax increase of 350 percent since
2005. Wth the HRC version of HB 2001, the production tax
woul d i ncrease by 470 percent since 2005. In the U S., taxes
pai d have exceeded earnings for the conpany. Since 2001 to
2005, Exxon Mobile profits were $40 billion. In that sane
time frane, $60-70 billion of taxes were paid.

Representative Joule referenced the issue of audits and
guestioned why the state should not be ruthless in the
auditing process also. M. Fitzpatrick thought they should
be but was not sure they would be. Representative Joule
recall ed that the perm ssive | anguage was a conprom se.

DAN SECKERS, SENI OR TAX COUNSEL, EXXON MOBIL, agreed. The
| egislation would repeal Sections 165 (c) and (d). Those
sections, which are not mandatory, provide that DOR can
start its audits by |looking at the joint interest billings.
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It does not have to, but can. He thought that was a good
action because the joint interest billings are thoroughly
audited. There is no economi c incentive for anyone to pay
anybody else any nore noney than necessary. There are
internal rules, zero tolerance policies that do not allow
payi ng one cost fromone field to another.

M. Seckers stated Exxon Mobile’s concern regarding
repealing the sections. If the legislature grants authority
and then renoves it, the concern is that DOR will no | onger
| ook at the joint interest billings.

Representative Nelson understood that. M. Seckers stated
that a cost has to be valid in order to be paid. Their
accounting rules and internal ethics will not allow another
action.

Representative Kelly asked Exxon Mbile’ s opinion about what
the admi nistration said regarding the provision. M. Seckers
replied that the adm nistration has indicated that auditing
is mandatory; however, 165 (c) and (d) are not nandatory,
but permssive. He did not understand why. The industry
expects to be audited. He thought it would be a waste of
time. Representative Kelly noted that the adm nistration has
said that they are not trying to elimnate the provision and
asked why they wanted it renmoved. M. Seckers did not know.
He reiterated that it is perm ssive.

M. Haynmes added that if a DOR auditor requested a |isting
of paynents, there is nothing to go by except the joint
interest billings as a starting point. The industry spends
many staff hours and al nost $500, 000 dollars a year auditing
the other conpanies. He urged joint interest billings as the
starting point. The current |anguage makes it exclusive and
Ccreates anbiguity. He stressed that joint venture billing
experts do the auditing. They know what to | ook for.

10: 44: 32 AM

Representative Hawker wanted the external professional
standards applicable to internal auditors. M. Seckers
assured him that joint issue billings are |ooked at in
accordance with GAP [CGovernnment Accountability Project]
standards, which has specific guidelines as to what is
al l owabl e as an expense.

Representative Crawford requested guarantees and descri bed
his experience wth failed expectations of guarantees
related to the oil industry. He stated concerns about
keeping taxes |low w thout guarantees that noney wll be
reinvested in Alaska. He recomrended a higher tax rate to
hel p create incentives to explore and develop nore oil. M.
Taylor replied that there are no guarantees. He thought
encouraging investnment and raising taxes had already
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occurred since PPT nmechanisns are in place to raise taxes
and introduce progressivity. Industry is saying that the
changes already took place last year and are Dbeing
revisited, creating uncertainty. He thought the investnents
were there, but the elevated price is causing the industry
to reevaluate Al aska comm tnments. Investnents are occurring
and the el enent of progressivity has already been
i ntroduced. He enphasized that changes slow the process
down.

Representative Crawford pointed out that his question was
answered by ConocoPhillips, the conpany that has done the
nost investnent. He wanted to see nore investnent in Al aska
fromthe other conpanies. Ms. Fitzpatrick argued that BP has
i ncreased investnent; depending on what is passed, they wll
continue consideration. She suggested extending rather than
curtailing TIE credits.

10: 54: 37 AM

M. Haynmes added that Exxon Mdbil has invested over $20
billion dollars in Al aska, with 900 new wells in the |ast
seven years. He stated that they invest on a par with BP and
ConocoPhil i ps. Exxon Mbile believes that the devel opnent
of resources is global and conpetitive world wide. There is
significant resource potential, but Al aska has unique

chall enges. He stressed that Exxon Mbile wants nore
conpetition on the North Slope; the nore devel opnent, the
lower the cost for infrastructure and operation, and the
nore oil that can be produced for everyone. He urged
encour agenment of i ndependent conpanies.

M. Taylor agreed that investnment is happening. Mobilizing
takes tine and the market is expanding. He believed that
letting the system work would bring new players, ranging
fromsmaller consortiunms |ike Brooks Range Petrol eumt hrough
maj or international oil and gas conpanies |ike Anadarko. He
spoke agai nst raising taxes because they create instability.

Representative Crawford understood that to nmean that taxes
should not be lowered. M. Fitzpatrick responded that
accel erating the pace was not on the table.

11: 00: 06  AM

Representative Gara asked about the 350 percent tax increase
mentioned earlier by Exxon Mbile. He was concerned wth
conpanies msleading the public to undermne the efforts of
the legislature. Public relations information put out by
Exxon Mobil e has suggested that ACES would triple industry’s
taxes. He requested accurate information. According to his
calculations, the total tax burden has increased |ess than
30 percent under ELF [Economic Limt Factor], prior to PPT.
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He asked for an estimation of total tax burden in the
current year conpared to that under the ELF system

M. Haynes responded that the comment was in regard to
production tax. Using the DOR nodel, at the current oil
price, under the ELF system the tax burden for the industry
woul d have been $1.1 billion. Under the ACES proposal, that
nunber would be $4.9 billion, a 350 percent increase.
Conparing the $1.1 billion under ELF at today’s prices with
the HRC version, it is currently at $6.4 billion, a 470
percent increase.

Representative Gara reiterated that the total tax burden
i ncludes royalties, corporate incone tax, and property tax.
There have been ads supported by Exxon Mobile saying that
their tax burden has already tripled. He asked if conparing
the total tax burden under the ELF and |ast year under PPT
woul d translate closer to 25 percent. M. Haynes comrented
t hat pr esent testi nony specifically ref erenced t he
production tax. The nunbers are accurate with respect to the
ELF system of 2005. Wen additional taxes such as federa
and state corporate taxes, property taxes, and the
royalties, the anpbunt of tax increases significantly.

Representative Gara requested totals for tax paynents under
the current system conpared to paynents under the ELF. He
stressed that the taxes have not tripled as nedia ads are
claimng. M. Haynes agreed to get he totals. He asked to
di scuss total government take as well.

M. Hajny comented that the inpact to BP was an increase
from approximately $180 mllion under ELF to over $520
mllion under PPT for the last three quarters of 2006,
nearly a tripling of taxes during that period. He did not
know the inpact of the state incone tax; the property tax
has also increased from roughly $3.3 billion to $4.5
billion. The $1.2 billion dollar increase was at a mll rate
of two percent.

Representative Gara pointed out that production tax
i ncreased under the ELF because at al nost every field in the
state they were zero. He referred to annual reports by BP

and ConocoPhillips from the previous year. Profit margins
were reported of 36 and 37 percent respectively, roughly
over $2 billion in profit from Al aska on roughly $6 billion

of income. He asked if Exxon profits margins were higher
than those reported by BP. M. Haynes stated that they are
not required under the Securities and Exchange Comm ssion
(SEC) to disclose profits. They are not attenpting to hide
the information; they do not report it that way. Current
production is 150,000 barrels per day. He understood the
desire to see the information to help with projections for
tax and revenues; Exxon Mbile is wlling to work with DOR
to provide it.

House Fi nance Conmmittee 14 11/08/07 9:14 A M



Representative Gara stressed that not having the nunbers
makes it difficult for the state to adopt a fair profit tax.
The state’s consultants say the internal rate of return is
an inportant nunber as well as the profit margin nunber. He
requested information fromthe three conpanies for the past
fiscal year.

M. Haynes responded that internal rate of return is only
one neasure used to look at profitability of investnents.
There are other factors considered. The internal rate of
return is confidential, conpetitive, and proprietary
i nformati on. However, the annual report does indicate those
nunbers on a world w de basis.

Ms. Fitzpatrick explained that internal rate of return is an
investnment netric over a long period in the life of a
project. On an annual basis it would be return on capita
enpl oyed. She offered to calculate that based on public
i nformation.

M. Mtchell added that the cal culation would be difficult,
although the financial results are disclosed in the SEC
filings by region, including Al aska. There is a variety of
information, including historic invested capital.

M. Taylor stated that the planning horizon is an ongoing
process in a conpany. ConocoPhillips is constantly | ooking
for investnent opportunities that wll benefit sharehol ders
and other recipients of benefits, including state and | ocal
governnents. In the past three to five years there has not
been an $80-90 price horizon. The market is heavily
influenced by geo-political factors. There are profits
associated with the actual profits. Wen | ooking at Al aska’'s
potential, the question is how Al aska conpetes. The | argest
resource on the North Slope continues to be in nore
chal l enging projects. That situation is different than in
the past, but price encourages taking nore risk and higher
costs from capital exposure and operating costs. The
investnments of the future are different than those of the
past. Considering the changes, uncertainty causes investors
to pause. He concluded that the internal rate of return
ranges from the very high nunmbers suggested in previous
simul ations to very chall enged nunbers.

11:15:17 AM

Representative Gara comented that keeping tax rates down
does not lead to nore investnent, which is why investnent
credits and bigger deductions are being considered. Under
the ELF system a virtually zero percent tax rate did not
i ncrease investnent. Keeping the tax rate down has not kept
the noney in Al aska. G ving noney back seens to the only way
to encourage industry to invest in Al aska. He asked why so
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much noney left the state under ELF and PPT, and if the
conpanies would be nore likely to invest with incentives
like the credit and deduction systens.

M. Taylor reiterated that a change had already occurred in
terms of raising taxes and progressivity with PPT | ast year.
He enphasized that stability is the best thing to continue
devel opnment. He did not think raising taxes woul d encourage
investnment. Incentives do help, but the legislation is
getting nore confusing, making it difficult for investors
and sl ow ng investnent down.

Ms. Fitzpatrick agreed.

M. Haynes echoed M. Taylor’s comments. He thought the net
structure is a step in the right direction. The issue is
conplex; Alaska is a high cost environment wth unique
chal l enges. There is a lot of |and access not available for
exploration activities. Industry exists to find, develop,
produce, and market energy and will continue to do that as
long as it is attractive and nakes sense.

M . M tchel | added that investnment does not happen
overnight. A change in tax structure does not bring sudden
investnment. It has been only a year since PPT has been
i npl enented. More changes create uncertainty.

11:21:11 AM

Representati ve Kel |'y strongly encour aged i ndustry

profitability but want ed to guar ant ee t hat sane
profitability for Al aska. He was convinced that what is
being offered is a robust and profitable system He believed
the changes being worked through would guar ant ee
profitability for both the state and the industry.

11: 24: 04 AM

Representative Hawker stated concerns about the credibility
of t he process, especially a statenent regar di ng
significantly inflated cost <clains with the intent to
deceive DOR He asked if any of the industry present had
intentionally inflated their nunbers. He asked for
assurances that they would not or could not inflate nunbers
because of internal accounting controls. He referred to the
Sar banes-Oxl ey Act, which establishes consequences for
m sl eadi ng financial reporting.

11: 28: 07 AM

M. Seckers declared that Exxon Mbil has strict interna
policies prohibiting falsifying records or returns; the
consequence is imediate termnation and severe penalties.
The joint interest billings are audited independently and
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scrutinized in accordance with GAP. Tax returns are filed in
accordance with the | aw.

M. Hajny echoed M. Seckers. He stated definitively that
wi thin Exxon Mbile there has been no intent to inflate or
file erroneous tax returns. Wien PPT was put in place, it
was highly scrutinized because it was a new tax. Policy was
created to make the tax work. He noted that not al
regul ations were currently out.

Ms. Fitzpatrick explained that Sarbanes-Oxley requires that
conpani es docunent internal controls to ensure there is
appropriate financial reporting and that all the risks are
identified and key controls in place. There nust be both
nonitoring and verification of those processes and controls.
There is an internal group in BP as well as an externa
group that confirmthat activities and controls are in place
and operating as they should. There are also third-party
external auditors.

M. Mtchell explained that ConocoPhillips has clearly
defined Sarbanes-Oxley procedures and controls that are
audited annually in addition to the standard external audit.
In addition, every enployee is required to adhere to an
internal code of ethics and nake an annual attestation that
t hey have conplied. This covers a broad range of aspects of
the law. By the time the SEC filings are made, they are
signed off on at a corporate |level by a conptroller and a
chief financial officer, wth crimnal penalties for
fraudul ent statements.

Representative Hawker maintained that there is a l|legal as
wel | as administrative control systemto assure results.

11:35: 05 AM

Representative Gara wanted assurances that tax returns would
be as creditable as possible. He questioned if there were

penal ti es under Sarbanes-Oxley for state fillings or just
SEC filings. Ms. Fitzpatrick responded that Sarbanes-Oxley
governs a conpany’'s financial reporting under SEC

gui del i nes. Wth respect to PPT filings, the sane
informati on goes into external reporting; a subset goes into
the PPT filing. The actual costs are clained wth good
faith. There are situations where interpretation of a
guideline is subject to debate. If they have clarity about
what they are filing against, BP's objective is to file a
100 percent conpliant tax return for any of the taxes.

Representative Gara asked if there were Sarbanes-Oxley
penalties for overstating deductions or credits under the
PPT return in SEC filings. M. Fitzpatrick explained that
Sar banes-Oxl ey does not apply to state tax filings. She
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t hought there were other provisions that covered the filing
of state tax returns.

M. Seckers explained the process in nore detail. Wen BP
for exanple, sends Exxon Mbile a joint interest bill, the
conptroller along with the engineers go over it repeatedly.
It is then reviewed by the |aw departnent to make sure it
conplies with the joint interest billings that are allowed
under the unit operating agreenents. Then the tax
accountants look at it before sending it to the tax |awers
who nmake sure it conplies with the PPT tax law. The return
is prepared. The return is reviewed by the superiors of all
the auditors, tax accountants, and |lawers to nake certain
it is correct. Then the return is signed and sent out. Every
year Exxon Mbil e enpl oyees have to sign an ethics agreenent
to make sure they are conplying. In addition, the state of
Al aska has other penalties, interests, and fines in place
for fraudulent and late returns and so on. Federal |aws al so

apply.
11: 39: 28 AM

Representative Gara reiterated concerns that the PPT
projections understated costs and overstated revenue. He
felt that the industry should have advised the |egislature
if they felt costs were understated during the PPT debate.
Ms. Fitzpatrick believed her counterparts had repeatedly
attenpted to discuss the costs. Current nunbers for both
capi tal expenses and costs are blended for the whole of the
North Sl ope. She added that BP nunbers are higher than the
nunbers listed for 2007, and will be higher still in 2008.
M. Mtchell added that ConocoPhillips testified during PPT
hearings regarding the trend toward an increase in costs.

11: 42: 38 AM

Co-Chair Chenault invited closing statements from panel
menbers.

M. Taylor of ConocoPhillips agreed that profitability is
not a bad thing and added that a healthy investnent
envi ronnment shoul d benefit the state as well. Changes in the
tax structure cause disruption. He stressed that whether
taxation and progressivity are applied to the net or to the
gross is an inportant distinction. Net taxation would create
a healthy investnment environnment; taxation to the gross
would be very challenging, especially to higher cost
potential devel opnment.

Ms. Fitzpatrick asserted that BP did not think the original
bill at the start of the special session inproved new
i nvest ment or rei nvest ment . The HRES ver si on IS
significantly worse and would require themto revisit their
busi ness plans. She enphasized that the quality of the oil
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as it gets thicker affects costs. At one point there was a
$14 difference between ANS crude and heavy crude. That price
difference may be larger still, and this is one of the many
chal l enges that face the conpany as they try and conme up
with an economcally viable project for a challenged
product .

11:46:10 AM

M. Haynes of Exxon Mobile stressed that in 10 years 75
percent of oil production will conme from new oil that
conservatively needs $30-40 billion in new investnent. The
resource potential for Alaska is significant. Policies
established today will inpact the attractiveness of future

projects. The proposed CS of HB 2001 adds |ayers of
conplexity, increased taxes, and other neasures that have
been discussed. He pointed to detailed wite-ups on those
issues in submtted testinony. For the production tax, ACES
proposes a 350 percent increase since 2005; the current bill
woul d mean an increase of over 400 percent.

11:47:57 AM

Representative Gara pointed out that the | ower the tax rate,
the nore unstable it wll be. He spoke in support of
proposal s by Representative Kelly.

RECESS: 11:49: 40 AM

RECONVENED: 12:47: 24 PM

Co-Chair Chenault introduced the second panel of presenters.
ANADARKO

MARK HANLEY, MANAGER, PUBLIC AFFAIRS, ANADARKO PETROLEUM
CORPORATI ON- ALASKA  spoke  in  support of net taxation
Anadarko feels a flat gross system over-taxes sone fields
and under-taxes others. Costs are not included. The new
i nvest ment needed, whether for exploration, infill, or heavy
oil, tends to be nore costly than for existing fields. The
net systemattenpts to incorporate costs.

M. Hanley pointed out that the net system however, does
not necessarily take risk into account. An infill well
cannot be profitable in the current environnment. To
establish a tax rate on that would cause over taxation.
Heavy oil does not have the sanme econom cs. He acknow edged
that credits hel p. Anadarko supported PPT as an i nprovenent
in exploration econom cs, but preferred the progressivity be
on the net.

M. Hanley warned that the 0.2 escalator on the gross is
nore like a 0.25 on the net if the tax rate is 25 percent,
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and represents a significant increase. He described the
change from an annual basis to nonthly as an added
difficulty.

M. Hanl ey supported the net operating |loss carried forward
as an equity issue that was adequately addressed in the HRES
version. Anadarko also supports an in-state gas use
provi sion. GCenerally, they support the changes made to the
exploration incentive credits, although they are retroactive
to January 1, 2007, which is not the benefit it seens. The
new program under the EIC requires permssion from the
conmi ssioner before drilling a well to get those credits;
wells drilled the previous year could not technically get
per m ssi on.

M. Hanl ey spoke to costs. He stated frustration with debate
during PPT that conpanies were over-estimating costs in
order to make returns | ook |Iower. He disputed the idea that
increased taxes nmeke it nore attractive for conpanies to
i nvest.

M. Hanley mamintained that legitimate costs should be
allowed to be deducted. He questioned Section 53, which he
says nodifies Section 52 due to the potential of court
proceedings. He felt the bill went too far.

1: 02: 34 PM

Pl ONEER NATURAL RESOURCES

PAT FOLEY, MANAGER, LANDS AND EXTERNAL AFFAIRS, Pl ONEER
NATURAL RESOURCES ALASKA, presented a brief PowerPoint
presentation (“Pioneer’s View of CS HB 2001 (RES),” Copy on
File). He noted the difficulty of the issues. He focused on
the wunique aspects of Oooguruk and its net profit share
| eases, consisting of a government take of 83 percent. He
asked that the net profit share paynent be creditable
agai nst the progressive el enent of PPT.

M. Foley explained that Pioneer entered Alaska in 2002 to
drill exploration wells at Oooguruk that |led to a successful
devel opnment. Pioneer also owns an asset in Cook Inlet called
Cosnopol i tan where they hope to have a devel opnent project.
They have 1.5 mllion acres on the North Slope, nostly on
the National Petrol eum Reserve Alaska (NPRA). Their
exploration partners are ConocoPhillips and Anadarko
Pi oneer has drilled 11 exploration wells and has | ocal staff
of 35. Oooguruk, their cornerstone project, is an off-shore
devel opnment that is about 70-90 mllion barrels in size.
Production should start in 2008 and at peak should produce
bet ween 15,000 to 20,000 barrels per day for a period of 25
years.

1: 05: 59 PM
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M. Foley explained that Pioneer is the first independent
North Sl ope operator. Production will go through a line and
connect to the Kuparuk River unit, which will process their
crude. He said many potential investors are assessing the
success of this project.

M. Foley spoke to the condition of |ocal industry. Pioneer
thinks there is limted activity for new players. The North
Slope has been domnated by the major producers. He
questioned if Al aska was attractive to independents for
investnment. He provided a list of the conpanies that dril
the nmost wells in the |ower 48. Pioneer and Anadarko are the
only ones on that list that are in Al aska. He thought Al aska
should decide if their policies are attractive to
i ndependent investors.

M. Foley explained that in the Lower 48, there is a shorter
cycle time and profits are greater. One of the reasons is no
progressivity, so conpanies can capture the price upside.

1:11:13 PM

M. Foley stressed that progressivity is an attenpt to
capture the windfall of wupside prices. He maintained that
for leases with a net profit share paynent, the upside is
already being captured. At Oooguruk, |eases have a 30
percent net profit paynent. They pay a royalty, a net
profit, PPT, state, and federal taxes. The conpany take is
17 percent. The governnment take on Oooguruk is 83 percent
based on total life cycle costs and a $70 deck, and it is
all discounted. There is alnbst nothing that can reduce the
government take at Oooguruk to | ess than 80 percent.

M. Foley explained a pie chart on Slide 6 that details the
nunbers:

» 18 percent to Al aska royalty;

e 8 percent to property tax;

» 18 percent to net profits;

* 9 percent to progressivity;

» 4 percent represents the base tax; and
« 15 percent to PPT.

M. Foley asked for a change in the bill that would allow a
net profit paymnent directly creditable agai nst
progressivity.

1:15: 34 PM

M. Foley displayed a map with the | eases and nunbers from
the Division of Ol and Gas website with 2006 net profit
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share payments totaling $87 million. The biggest payee is
BP.

M. Foley discussed concerns wth changes to the EIC
program He nmaintained that the proposed program would be
cunbersone and reduce incentives and concluded that a

program w thout certainty discourages investnent and
exploration drilling. He pointed out that the bill requires
geologic logs and “all derivative work products.” He

contended the inpossibility of conpliance.

1: 19: 53 PM

M. Foley concluded that Pioneer has been an aggressive
investor in Alaska and hopes to continue to pursue their
goals. They worry about the balance tipping. Currently, the
vast majority of Pioneer’s investnent opportunities are not
burdened by progressivity. Their price upside is retained.
He enphasized that at higher prices, Al aska opportunities
are less conpetitive. Under progressivity, if the piece is
taken off the upside in Alaska but not in Texas for a
conparable project, the investnent wll be diverted to
Texas. He reiterated their request to have the net profit
share | ease be credited against the progressive elenent of
the production tax. Pioneer has earned all of the allotted
TIE credits. The noney was spent on wells, which resulted in
Qoogur uk. Pioneer would lose $33 million with a cutoff date.

M. Foley asked nenbers to consider if the bill notivates
t he desired behavior.

1:24:18 PM

CHEVRON

JOHN ZAGER CENERAL  MANAGER, CHEVRON- ALASKA, provi ded
menbers with a PowerPoint presentation (“Testinmony on
SB2001/ HB2001,” Copy on File). Chevron is increasing
investnment in Cook Inlet and North Slope exploration under
PPT. He stressed that they have over 500 enployees and
contractors, which wll increase if their operations
conti nue.

1: 26: 53 PM

M. Zager pointed out that taxing the upside wll deter
investnment. Slide 3 depicts possible outcones for well
success and failure. He denponstrated the concern that the
tax is being added after conpanies have taken a carefully
calculated risk and succeeded. Even the nobst positive
outcone is significantly inpacted. A change to the tax
changes the risk and will influence decisions to drill.

1: 30: 51 PM

House Fi nance Conmmittee 22 11/08/07 9:14 A M



M. Zager asserted that the legislation has noved in only
one direction. He thought the base tax rate wll likely
i ncrease. Al aska has a resource that it is trying to sell or
| ease. The custoner is the oil and gas industry. The price
is the governnment take, which nust be conpared on a
wor | dwi de basis. He gave exanples of sales and asserted that
industry is sending the nessage that the product and price
in Alaska is not conpeting. He asked for consideration of
that while determ ning the base tax and progressivity.

M. Zager stated concerns about TIE credits. He clarified
t he usage of the terns incone, earnings, and profit. Profit
is related to PPT. Both earnings and inconme have
depreciation included in the calculation. Early on it was
decided that depreciation would not be allowed in the
cal cul ation under PPT. This nmeans that credit could not be
gotten for noney invested in the previous year, and becones
a tax on cash flow. The decision was made to include the TIE
credits as a proxy for that. The new bill would reduce or
elimnate TIE credits.

M. Zager spoke against the retroactive effective date. He
did not think the inpacts fromthe disall owance of costs are
known. It would either disallow very inportant costs—n
ef f ect, a tax increase—er create incentive to be
inefficient. The |anguage in SB80 and ACES had problens.
Di sall owi ng unanticipated downtime is problematic. Things
such as conpressors fail in the normal course of a project.
He cautioned that the | anguage shoul d be kept sinple.

1: 39: 11 PM

M. Zager cautioned that provisions weakening tax payer
confidentiality are problematic. He discussed the multiple
| ayers of penalties for mspaynent or errant reporting. He
guestioned the reasonabl eness of the |egislation.

1: 41: 25 PM

M . Zager addressed conmittee nmenber concerns about industry
m srepresentation of costs. Slide 5 includes excerpts from
2006 testinony to the House Finance Conmttee regarding
accelerating costs. He asserted that industry had been very
cl ear about rising costs.

M. Zager closed with questions for the nenbers (Slide 6):

e To what degree are you willing to risk future oil and
gas investnents in Alaska? He differentiated between
PPT and ACES. He thought PPT put incentives in place to
encourage investnent. He did not think the new
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| egislation would; the discussion was the degree to
which it would hurt investnent.

 To what degree are you wlling to risk the Al askan

econony?
* |Is Alaska “open for business”?
 WII Al aska have nore or |ess opportunity for our
children after this bill passes?
1:45:54 PM

ALASKA VENTURE CAPI TAL GROUP/ BROOKS RANGE PETROLEUM

EDGER  DUNNE, MANAGER, ALASKA VENTURE CAPITAL GROUP
(AVCG) / BROOKS RANGE PETROLEUM PRESI DENT DUNNE EQUI TI ES,
(testified via teleconference), read testinony by Ken
Thonmpson, AVCG Managing Director (taken from “Comments on
ACES Petrol eum Tax Proposal, Cctober 2007,” Copy on File):

Al aska Venture Capital Goup is a privately held
menber conmpany with a technical and operational
services’ subsidiary conpany called Brooks Range
Petroleum wth offices and staff in Anchorage. In
Al aska and on the North Slope, we operate under
t he nane Brooks Range Petroleum AVCG has |ease
hol di ngs and explores currently only in Al aska,
nowhere el se. AVCH Brooks Range likes to think of
our conpany as “Alaska’ s |ndependent Ol and Gas
Conpany.” W have been very active in the past
seven North Sl ope area wi de | ease sal es and active
in acquiring acreage held by other conpanies where
we see potential. W and our partners currently
hol d over 300,000 acres of exploration |eases in
five exploration prospect areas on the Slope. Qur
exploration strategy is to explore in the central
part of the North Slope for fields in the 10-100
mllion barrels range.

This past wnter for the first tine, our
operations subsidiary, Brooks Range Petroleum
operated the drilling of two exploration wells and
ran a 130-square mle 3D survey over our acreage
and surrounding area in the Gwdyr Bay area on the

North Slope. This past drilling season, our group
invested over $44 mllion on l|and, seismc and
drilling activities. This winter our group will be

anong the nost active of explorers as we plan to
shoot over 200 square ml|les of new seismc data on
the extrene western and eastern sides of the
Central North Slope and to drill wup to four
exploration wells. Qur group will spend over $40
mllion on seismc and exploratory drilling in
wi nter 2008. At the end of next season, AVCG since
1999 and our partners since last year will have
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jointly invested over $100 mllion in Al aska even
though none in our group have generated any

revenues yet from Alaska oil, so we sincerely
appreciate being listened to. W think in the |ong
run we can bring substantial, increnental value to

the State of Al aska.

Qur conpany prefers that the PPT be allowed to run
its course in the next few years, and that ACES
not be approved with its current provisions. Here
are sone suggestions of things not to change in
t he ACES proposal:

1) Keep the exploration and devel opnent investnent
tax credits. For a small explorer startup conpany
like AVCG the exploration economcs wth the
exploration tax credits ranging from 20-40 percent
as provided by PPT and wth ACES are nore
favorable with an inprovenent in the investor’s
rate of return as conpared with Alaska' s old
severance tax system

2) Keep the “standard tax deduction/exenption” for
smal | er conpanies. The “Small Producer Tax Credit”
that exenpts up to the first $12 mnmillion in
production taxes for snmaller conpanies can allow
us to return a larger share of our annual cash
flow for exploration and investnent while we build
the conpany to a critical nmass of reserves and
producti on necessary to expand staffing and have a
routine level of mmjor capital spending each year.
3) Keep the new ACES tax credit allowance for
qualified delineation wells. A new proposal in the
ACES bill that was not in the PPT law is the
possible tax credit allowance for the investnent
in up to tw delineation wells followng a
di scovery. This would be very helpful to small
explorers as well as for large conpanies on the
North Sl ope where often one well is not enough to
determine if field size is |arge enough to warrant
devel opnent .

4) Keep the revised progressivity tax rate at 0.2
percent per dollar increase in oil price.

5) Do establish the Ol and Gas Tax Credit Fund
for the purposes of purchasing certain tax credits
from explorers and producers. This is extrenely
inmportant for AVCG to then be able to plow those
credits back into seismc and exploration on the
Nort h Sl ope.

Four things to change in ACES:
1) Change the recovery of tax credits from two

years as proposed in ACES back to the recovery of
credits in one year currently provided for in the
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PPT law. For a small conmpany like ours, this wll
definitely affect our capital spending in a given
winter as we plow all the credit refunds back into

seismc or exploration drilling. W hope ful
credit can be applied for and refunded in a given
year.

2) Change the base tax rate in ACES from 25
percent back to the PPT tax rate of 22.5 percent,

and re-review again in 2011 as allowed for in
current law. In other producing states that
conpete for investnent by our AVCG investors, the
state and federal conbined governnent takes in
2006 averaged 45-57 percent. This was from the
@ul f of Mexico, Colorado, Wom ng, Kansas, Texas,
New Mexico, Gklahoma, California, and Louisiana

Those figures include a 12.5 percent royalty.
These states do not have the added progressivity
surcharge tax which further separates Alaska in
government take from these conpeting states.
Al aska shoul d have a governnment take of 55 percent
if we were to maintain long-term conpetitiveness
with these other states for investnment dollars.
Sonme of these states do not have the prospectivity
of Al aska, so Al aska could command sonme prem umin
t ake, but not as high as being proposed in ACES.

3) Change the trigger price to $40 per barrel net
and not $30 per barrel. If the governnent take is
to be the fair and equitable 60 percent and not
the unfair 68 percent, the trigger price should
stay the sane as in the PPT law, i.e. $40 per
barrel net. If Alaska is to share in high prices
with the progressivity surcharge tax, then Al aska
shoul d share in the pain of |ow prices.

4) Consider sone type of TIE credit. This
provision allowed for in PPT was repeal ed in ACES.
While this provision does not greatly benefit our
conpany because we did not have large seismc or
exploration drilling costs between March 31, 2001,
and April 1, 2006, it is inportant to other nmjor
investors in Alaska. As an exanple, the |argest
expl orer and devel oper in Al aska, ConocoPhilli ps,
now with the ARCO heritage assets was hardest hit
in tax exposure with the change from the old
severance tax law to the PPT and now to ACES.
Allowng a good steward who is the |argest
explorer in Alaska sone transition allowance to
ease the pain of greatly increased taxes is the
right thing to do and can only build better, nore
trusting relationships.

In  concl usion, we've tried to share the
perspective of an independent exploration conpany
that only invests in Alaska. My ultimate w sh
woul d be to | eave PPT alone and re-review it under
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the law as planned in 2011 or perhaps even in
2010. | wurge you to at least consider the five
t hi ngs our conpany would not change in this bil
and the four things we would change.

1: 57: 39 PM

ALASKA O L AND GAS ASSOCI ATl ON

MARI LYN CROCKETT, EXECUTIVE D RECTOR, ALASKA O L AND GAS
ASSCClI ATI ON (ACGA), read from testinony (“Testinony of ACGA
to the House Finance Conmittee Regarding CSHB 2001 (RES)
Novenber 8, 2007,” Copy on File). She described AOGA as a
trade association for the oil and gas industry in Al aska
with 17 menber conpanies, including the Agrium plant,
Alyeska Pipeline Service Conpany, and three in-state
refineries. These conpanies account for the majority of oil
and gas expl orati on, devel opnent, producti on,
transportation, refining, and marketing activities in the
state.

Ms. Crockett explained that when AOGA voices a position,
regul ators and legislators can be assured that it is the
position of the overwhelmng mpjority of Alaska s oil and
gas industry because AOGA provides a forum for its nenbers
to reach agreenent about industry positions. On tax issues,
the AOGA tax commttee requires conplete consensus

Therefore, there is no dissent anong AOGA nenbership
regarding this testinony.

2: 00: 08 PM

Ms. Crocket pointed out that AOGA has focused their comments
on two key areas: first, declining production |evels and the
importance of investnent to address that; and second,
through the tax commttee, which has many nenber conpanies
and extensive experience, AOCGA wants to respond to technical
i ssues raised by the new | egislation. She added that the tax
conmmttee has not had the time to generate qualitative
anal ysis on the proposed options and will submt that |ater.

Ms. Crockett commented on accusations that industry intends
to take advantage of the state and cheat on their taxes
even to the point of deducting costs such as |obbying
expenses. She pointed out that this would be against the |aw
and is an insult to the enpl oyees of the conpani es.

Ms. Crockett described the rigorous auditing provisions
within the industry. Individuals would not cheat on their
taxes if they knew there was a 100 percent chance of being
audited, as oil conpanies are. Every return filed by the oi

industry is audited by the state by high qualified auditors.

2: 03: 04 PM
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Ms. Crockett stated concerns about the Gaffney Kline

economc nodel. It was designed to focus on a single
i nvestnent decision in |egacy fields and does not take into
account investnents in heavy oil and the investnent

chal | enges of exploration activity, and other things. She
cautioned agai nst using only that nodel and its results.

Ms. Crockett addressed declining production |evels. Nearly
90 percent of the state’s discretionary noney cones fromthe
oi | and gas industry, maki ng production levels the
cornerstone of Alaska's economc future. She referred to a
chart on page four of her witten testinony depicting
declining North Slop gas production. North Slope production
has declined at a rate of 6 percent between 1997 and 2007,
Cook Inlet has declined by 8 percent during the same tine.
She maintained the 6 percent rate is the result of continued
i nvestnment by the conpanies, and woul d have been 15 percent
wi t hout these investnents.

Ms. Crockett spoke to the mechanical capacity of TAPS, which
is 200,000 to 300,000 barrels per day. Different decline
rates are outlined in the charts on page 5. The chart of the
| eft shows the tinme to decline from 740,000 barrels per day
in FY 2007 to a 200, 000-barrel -per-day threshold, the one on
the right shows the tine to get to 300,000 barrels per day.
At a 6 percent rate of decline the 200, 000-barrel threshold
is hit in 21 years, but at a 3 percent decline it would take
43. |If the threshold is 300,000 barrels per day, it would be
hit after 15 years at 6 percent and 30 years at 3 percent.

Ms. Crockett stated that opportunities exist that should
allow the rate of decline to be slowed to below 6 percent.
These opportunities are in oil and gas exploration, in the
devel opnment of the huge resources of heavy and viscous oil
that are already known to exist, and in the renewal and
continued devel opnent of existing fields. She referred to
previ ous testinony explaining different kinds of investnents
and production levels needed if Alaska is to neet the
chal | enge of production decline.

Ms. Crockett enphasized that heavy and viscous oil lie
within the areas of the so-called “legacy fields,” as does
the preponderance of the remaining opportunities for
obt ai ning nore “conventional” oil out of currently producing
fields. The renewal of the existing fields wll becone
i ncreasingly i mportant, as the existing production
facilities need to be adapted, retrofitted, or even repl aced
in order to be fit for service for the com ng decades.

Ms. Crocket added that infill drilling to drain the spaces
between the existing wells, or develop new oil, offers the
best promse of slowing decline in the short term The
pattern and timng of the cash flows are very different
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between infill drilling and renewal of major production
facilities on the surface. Even within a legacy field,
W thout considering its resource of heavy and viscous oil,
there is significant variation anong the investnments to be
made, the economcs for those investnents, and the
incentives. She felt it would be a serious mstake to treat
the legacy fields as economc nonoliths, inpervious to how
they are taxed and unaffected by the incentives that may be
granted or w thhel d.

Ms. Crockett spoke to stability. In 2005, the industry was
faced with a $120 mllion tax increase. She pointed out that
i npl enentation of PPT increased the tax by $800 million
during the first nine nonths of 2006. The HRES version
proposes to increase the production tax again to $1.5
billion, over the PPT currently in place.

MVs. Crockett mai nt ai ned t hat t here are serious
m sconceptions about the nodels that are being used to
denonstrate potenti al inpacts of a tax increase on
i nvest ment deci sions. She stressed that there has been a
serious underestimating of the effects on future investnent,
especially regarding exploration, heavy and viscous oi
devel opnment, and renewal of conventional fields. The | aws of
econom cs stipulate that there will be an adverse effect on
investnment decisions if the House CS becones |aw. She
asserted that the future of Al aska was at stake and urged
the legislature to pull back.

2:11: 56 PM

Co-Chair Chenault referenced the Gaffney Kline economc
nodel and noted that M. Rch wuld be provided an
opportunity to testify at a |later date.

RECESSED: 2:13:19 PM

RECONVENED: 2:16:29 PM

Representative Hawker questioned the rules related to net
profit share |leases (NPSL). M. Foley explained that NPSL
are 30 percent of net profits paid directly to the state in
addition to 12.5 royalties. The cost of doing business is
royalty plus net profit share, deductable against PPT and
state incone tax. There is a difference between a deduction
and a credit.

Representative Hawker observed that the standard royalty
paynent is 12.5 percent. He pointed out that Pioneer has
filed for and secured royalty relief, so it is not 12.5
percent. M. Foley agreed and explained that 80 percent of
t he Oooguruk resource falls on four NPSL with a one-eighth
royalty and a 30 percent net profit. He added that 20
percent of the resource falls on other |eases with a one-
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sixth royalty. Royalty reduction was received and takes al
of the royalties to a floor of 5 percent until payout, which
is at the sane tine that the net share profit account pays
out. The royalties begin to increase with the NPSL paynents
over a level three-year period back to current rates. At
payout, the royalty junps from 5 percent to 6.875 percent.
There woul d be additional increases of 1.875 percent in each
of the next two years, which takes them to their ful
royal ty anount.

Representative Hawker understood that the royalty relief
provi sions phase out over tinme. M. Foley stated it was
totally dependant upon price. At $70 dollars, the effective
royalty rate paynents, discounted at the weighted average,
is alittle nore than 8 percent plus 30 percent net profit.
Wthout royalty relief the effective rate would be closer to
13.5 percent.

2:22: 55 PM

Representative Hawker summarized that NPSL are unconmon in
Al aska at this tine. M. Foley agreed that they are fairly
uncommon. In the 1980s, the state started issuing |eases
with a fixed net profit conponent, such as the North Star
| eases. The North Star |eases were subsequently anended and
a sliding scale was applied. Pioneer is unique in that nore
than 80 percent of their resource falls on net profit share
| eases. He nanmed other units that had NPSL.

Representative Hawker wondered at the uniqueness of the
ci rcunst ance and questioned if NPSL should be considered for
Point Thomas in the future. M. Foley responded that the
issue is appropriate for all NPSL. The progressivity is an
attenpt to capture the price upside. A large portion of the
upside would already be captured by NPSL, greater than
t hrough progressivity.

Representati ve Hawker acknow edged the nerit of the debate,
but encouraged nenbers to look for parity. He summarized
that the excess of the aggregate paynent over 12.5 percent
woul d be applied to relief, but would not be applied agai nst
base state taxes, just progressivity. M. Foley agreed and
hoped it wuld be applied against progressivity. He
enphasi zed the inportance of having a relatively |evel
playing field. He referred to Oooguruk with a governnent
take of 83 percent, even wth the benefit of royalty
reduction. Wthout royalty reduction, the nunber would be
even nore favorable to the state.

2:28:12 PM

Representati ve Hawker argued that the issue of equity was
merited.
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Representative Gara clainmed that DNR woul d have a different
perspective. He observed that royalty relief was granted to
Pi oneer under the prior admnistration just bef ore
i npl ementation of PPT. According to DNR, the econom cs of
OQooguruk after royalty relief was better wunder PPT than
under ELF. The net present value increased because they
could wite off their deductions and credits right away,
whi ch they could not do under the old ELF system Departnent
staff recommended a |ess generous royalty relief than the
prior conm ssioner had granted. He concl uded that the dollar
val ue of Oooguruk doubled in terns of net present value from
ELF and royalty relief to PPT.

M. Foley stressed that their request for royalty relief was
made t hrough an open and transparent process, but enphasized
that the pricing environment is different today. Actual
costs were higher. Determ nations are nmade on estimtes, but
oil has not been produced yet. Wien the royalty reduction
was granted, the project showed a nodest rate of return. He
mai ntai ned that the project would not have happened w t hout
royalty reduction. The type of return their project delivers
is dramatically less than sone of the nunbers suggested
woul d apply for an infill well in the North Slope field.

2:32:45 PM

Representative Gara assuned that Pioneer did everything
properly. He observed that progressivity does not apply
until there is $30 in profit above costs. M. Foley stated
that originally under PPT, progressivity was designed to
counteract the regressive nature of royalty. Take woul d stay
relatively constant as price increased, but the take goes up
as the progressivity amunt is increased. He felt there was
a shift between PPT and the current conversation.

Representative Gara observed that Oooguruk would be nore
profitable now than under ELF at |ower prices. M. Foley
acknow edged the higher prices, but questioned if they would
remai n over tinme.

2:34: 52 PM

Representative Kelly asked about the uplift credit, which
was intended to help launch the project. He proposed that
progressivity is what a conmpany shoul d be payi ng.

Co- Chair Chenault suggested that nenbers interested in the
subject get together with DNR and M. Foley to address the
i ssue.

2:37:11 PM
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Representative Foster referred to an interaction he had with
Chevron in rural Alaska in the late 1970s that illustrated
that the price would never go down.

Co- Chair Meyer pointed out that Chevron, while sitting with

the small conpanies, is one of the largest. M. Zager
expl ained that Chevron is the second |argest U S. -based
conpany with a market cap of $200 billion and interests

wor | dwi de. Co-Chair Meyer questioned how Al aska |ooks in
conparison to other places in terns of investnents. M.
Zager observed that U. S. production is about 320,000 barrels
per day and noted that Chevron has nmajor operations
t hroughout the world. He detailed sone of their operations.
He reports to [Chevron’'s] North America organization. Most
of the capital conpetition is with other areas in the Lower
48. However, the North Slope exploration program was
eval uat ed agai nst other projects around the world.

Co-Chair Meyer asked about investnents in Africa versus
Al aska. He questioned Al aska’ s conpetitiveness. M. Zager
answered that Alaska is having difficult conpeting for
capital. He pointed to | ease sales, and observed that people
are not comng to Al aska. Mdst of those in the |ease sale
were already in Alaska. There are large resources in the
other international countries such as Angola that have | arge
government takes. He acknow edged security risks, but
stressed that they are mnimzed by being offshore. Security
risks are not huge in ternms of financial risk. Gover nnent
takes cannot be viewed independently of the resource. He
suggested that there would be aggressive bidding on ANVR
because of the perception that it is a world class field.
O fshore terns in the gulf are also attractive.

2:46: 06 PM

Representative Gara observed that Gaffney Kline's nodel is
for a five-year drilling program This would explain the
results Ms. Crockett obtained when she put zero in as a
val ue.

Representative Crawford asked if who controls the |ease
field would affect the | ease sal es. He observed that control
of the deep Gulf is not yet established, which would explain
the interest. M. Zager agreed that there is conpetition for
infrastructure in the deep Gulf. New fields in the North
Sl ope are assuned to be small enough to be dependent on the
current infrastructure. Producers would not be concerned
about going through Kuparuk or Prudhoe Bay if they thought
there was a billion barrel field.

Representative Crawford acknow edged that billion barrel
fields are comon, but felt 50 mlIlion barrel fields could
pay if there were not barriers to access. M. Zager stressed
the difficulty of facility sharing agreenments, which require
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conplicated negotiations. He naintained that being an owner
does not guarantee access.

2:53: 06 PM

Representative Kelly asked if the access issue was in the
real m of reasonable. M. Fol ey observed that there have been
| engthy negotiations with Kuparuk related to access. He was
pleased wth their progress and anticipated positive
results. He did not feel the current owners were a barrier
to entry, although there were challenges to the process. The
agreenent is conplex and inportant, and takes tine.

2:55: 00 PM

Representative Kelly referred to the House version of
progressivity with a net trigger and gross application that
result in a higher effective rate. Sonething that appears to
be 0.2 is actually 0.25. He questioned if Pioneer would
prefer renoval of the floor, or to pick up two tenths on
progressivity, assumng the gross would be adjusted to
reflect two tenths.

M. Hanley responded that the |ower progressivity would be
better for Anadarko, although he had not nodeled the
proposi tion because the floor did not affect them M. Fol ey
noted that Pioneer was also not an owner and would not be
affected by the floor. He would trade a floor for
progressivity. Pioneer is affected by progressivity, but he
did not think it was a fair exchange. M. Zager noted that
they are small owners in Prudhoe Bay. He thought that
Chevron woul d oppose the floor based on a structural issue.
He suggested that there wuld be a relatively snmal
financial inpact. He was opposed to the floor on principle.
He observed that PPT is a statewide tax that allows credits
to be noved. Profits cone out of Kuparuk and Prudhoe Bay.
The inability to transfer credits can cause problens. He
felt that the floor should be renoved and progressivity
reduced.

3:01: 24 PM

Representati ve Gara suggested that the imedi ate recei pt of
deductions and credits to new exploration was a positive
aspect of ACES or PPT, which is not a common feature nost
pl aces. M. Zager acknow edged that inmediate receipt is a
favorable feature. He observed that production sharing
contracts (PSC) vary depending if it is current or existing.
Revenue is generally divided into cost or profit oil. M.
Hanl ey added that Alaska’s winter drilling season is an
addi tional challenge. The exploration programties noney up
| onger and the renmedy would provide a slight benefit and
hel p offset the chall enges of doing business in Al aska.
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RECESSED: 3: 05: 09 PM

RECONVENED: 3:13: 37 PM

RICH RUGE ERO, CONSULTANT, GAFFNEY, CLINE AND ASSOCI ATES
I NC., reviewed the nodeling they provided. He explained that
nodi fiers do not change history, except on capital expenses.
Al the noney spent on the drilling program through 2006
denonstrates that extra oil and sales result in a 156
percent rate of return on investnent. The control page shows
fixed prices. Field revenue is showm in line 16. The price
of oil only affects the future. Gl conpanies have
acknow edged that the nodel is an accurate reflection of
their infill drilling program The nodel pertains to the
infill portion of the North Slope. ConocoPhillips and BP
testified that infill drilling represents 30 percent of the
oil or the business that is possible on the North Sl ope.

M. Ruggiero agreed that 300 percent is the actual capita
expenditures (CAPEX) since BP testified that they spent an
additional two dollars on injections and facilities for

every dollar spent producing a well. He nmaintained that
there would be a 22 percent return if all the oil is shut
off at the end of 2006. There would be a 55 percent return
for oil in the $40 range going forward. Al the nultipliers

aside from the CAPEX only inpact the future from 2007. Any
result fromputting in zero is the noney the oil conpany has
already made frominfill drilling.

3:19: 08 PM

Co-Chair Chenault clarified that CAPEX is on a five year
investnment. Each year is an investnent. He questioned why
conpanies are not investing in Alaska if the rate of return
is 53 to 55 percent. He concluded that it nust nore
profitable to invest elsewhere. He wondered what he was
m ssing. M. Ruggiero suggested that it is a reflection of
prospectivity. There are significant |ogistical issues to
operations in Al aska. People are the scarcest resource.
Qpportunities nust be significantly better to warrant the
novenent of peopl e.

3:23: 26 PM

M. Ruggiero observed that the nodel would vary base rate
and a single progressivity factor, and stated that they
woul d attenpt to allow for multiple progressivity factors.

DUDLEY PLATT, PETROLEUM ENG NEER, DEPARTMENT OF REVENUE
(DOR), clainmed that the Alaska fields are healthy with a
reduction over the next eight years of 67,000 barrels per
day, including both state and federal oil. Filtering out the
federal oil, the state reduction is 39,000 barrels per day
for the next five years, when payback begins.
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M. Platt constantly eval uates the producing characteristics
of the fields. The state of the fields is healthy; Prudhoe
Bay and Kuparuk are capable of producing. He verifies the
timng of new devel opnent projects, such as Oooguruk and
heavy oil. Adjustnents result in a slight delay of six
nmonths to a year, which is normal in new projects. The pace
of heavy oil devel opnent was slowed to reflect challenges
and commercial issues. The largest change falls into these
conponents. A larger expectation was included for downtine
attributed to both planned and unpl anned events. Additional
downtinme was been added for the inpact of infrastructure
renewal . He concluded that there will be significant changes
inthe five to eight year tine frane.

3:27:21 PM

Co-Chair Meyer observed that the true challenge is the
decline of production, which has been masked by high oil

prices. He asked if raising taxes on the oil industry would
solve the problem of declining production. M. Platt was
unable to respond. In response to a question by

Representative Kelly, he said 25,000 to 30,000 barrels per
day is related to the two biggest factors of decline.

3:29: 22 PM

Representative Gara asked for an estimate of daily
production for the next two years. M. Platt estimted FY
2008 production at 732,000 barrels per day, barring
unantici pated additional downtine and depending on w nter
conditions. He did not know the estimate for the follow ng
year.

3:29:57 PM

Co-Chair Chenault noted that it was not the intent of the
Resource Conmittee to delete the 25 percent cap from
progressivity.

BARRY  PULLI AM SENI OR ECONOM ST, ECON ONE RESEARCH

CONTRACTOR, LEG SLATIVE BUDGET AND AUDI T COW TTEE,

explained that he would detail the effects of different
conponents of the legislation working through the House,

usi ng Power Poi nt presentation “Estimating Financial I|npacts
of Various Approaches to Current (PPT) Provisions,” (Copy on
File). He reviewed the chart on Slide 2 depicting the base
tax rate change in different versions of the |egislation
from 2008 to 2014, including HB 2001, the House QI and Gas
(HO&G) version, and the House Resources (HRES) version. He
observed that the columm of nunbers beneath HB 2001 shows
t he annual average difference attributable to noving from
the 22.5 percent rate in the current PPT to the 25 percent
in HB 2001. The next colum, HB 2001 (OG&35, did not change
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the base rate from 22.5 percent, nmaking those figures zero.
The HRES version was changed to 25 percent, so those nunbers
match the HB 2001 colum. He noted that the vol umes included
come fromthe state estimates and wi |l change.

3:34: 02 PM

M. Pulliam spoke to the inpact of the progressivity in the
various versions of HB 2001 (Slide 3). The Governor’s
version starts at $30 dollar net and has a flatter (0.2
percent) slope. Mre noney would be raised at the | ower
price levels because the slope is smaller than the current
PPT; the progressive portion does not bring in as nuch as
the current PPT does, translating to positive nunbers at the
$60 and $80 dollar per barrel |evel and negative nunbers at
the $100 and $120 dollar level. The HO&G version has a
steeper slope that is tied to the gross, resulting in
greater revenue generated on the progressive piece. In the
HRES version (without a cap), progressivity is triggered at
di fferent stages ($30, $40, $50, and $60 net) at different
factors (0.2 - 0.5 percent) applied to the gross. The HRES
version is the nost progressive, even with the cap.

Representative Kelly asked if the cap would affect only the
bottom line. M. Pulliam thought it mght affect the $100
| evel as well.

3:37:08 PM

M. Pulliam spoke to the TAPS tariff (Slide 4), which
applies in the HRES version. The current PPT and H®&G
versions have the tariff deducted based on whatever is filed
and approved by FERC. The HRES version also contains a
provision that allows the state to determne the just and
reasonable rate of the TAPS tariff based on actual costs,
regardless of the FERC outcone. |If the state were to
determine the rate, and the nunbers coincide with the DNR
estimate of $2.50 per barrel, there would be a reduction of
several dollars relative to what is currently on file with
FERC. These filings have been chall enged by producers and
the state; the result of the regulatory FERC process could
be tariffs in line with intrastate tariffs. If the tariffs
remain as filed, the average tariff over the period through
2014 would be 90 cents per barrel |lower than the current
projects over a nunber of years. That would generate around
$53 mllion dollars a year; nost of the difference would be
in the next couple of years.

Representative Kelly wondered if only producers or TAPS
owners that would be affected, excepting Anadarko, who has
no pipe. M. Pulliam affirmed that would be true if they
actually ship and pay the higher rates.
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Representative Gara thought the change may be worth $100
mllion a year. M. Pulliam did not think that the change
would rise to that level, but noted there could be greater
value in the next couple of years. The tariffs currently on
file are $5 per barrel. If FERC follows through with staff
recomrendations, those tariffs would fall $2-3 per barrel
and generate, in the near term around the $100/year. The
settlenent is about to expire; the assunption is that rates
will fall with the expiration. He observed that $53 million
reflects an average.

3:41: 54 PM

M. Pulliam spoke to how the different versions of the bill
approach TIE credits (Slide 5). The original HB 2001 version
does not provide for TIE credits, which would result in a
difference of $176 mllion per year over the 2008 to 2014
period. The credits phase out in 2013 for those that have
had production. Both the HO&G and HRES versions would limt
the TIE credits to a three-year period beginning in 2003

This limtation would result in $47 mnmllion annua

difference relative to the current |aw.

3:43: 15 PM

M. Pulliam spoke to the effective tax rate on the gross
value of the oil at different ANS price levels (Slide 6). He
conpared different tax rates on gross taxable value. He
observed that PPT provides the lowest rate on average; HB
2001 raises the effective tax rate at lower prices. As a
result of lower progressivity, the difference narrows at
hi gher prices. The HO&G version is closer to PPT at |ower
prices, but crosses over at $80 per barrel at higher
progressivity. The HRES version has the highest effective
tax rate overall because it conbines a higher initial tax
rate and high progressivity. A cap of 50 percent would cone
at just before $120.

3:45: 22 PM

Representative Gara observed that the Governor has expressed
support for a 0.4 progressivity. M. Pulliamstated he woul d
provide information regarding the Senate JUD version of a
$30 dollar net trigger with a 0.4 progressivity.

Representative Kelly asked if the $30 net trigger with a 0.4
progressivity would be inposed on the graph and distributed
to the group. M. Pulliam agreed.

Representative Gara questioned if the 0.4 progressivity
proposal would start higher at the lower prices ($60 - $70
per barrel), but be lower at higher prices than the HRES
version. M. Pulliamobserved that it would flatten out with
the cap. The HRES version would show nore acceleration,
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while the SJUD would be nore linear in its increase if both
were capped. Representative Gara asked for clarification.
M. Pulliam thought the SJUD version would cross the
Governor’s proposal at $55 per barrel. The HRES version
woul d be in the $50 to $55 per barrel range.

3:48:35 PM

M. Pulliamreviewed tables on Slides 6 and 7 regarding the
estimated average effective tax rate on gross taxable val ue,
and government share, rmarginal governnment share, and
estimated annual revenue inpacts relative to current |aw
He differentiated between the $80 and $100 | evels; previous
charts topped out at $80 per barrel.

M. Pulliam highlighted that government share differs, but
relationships mrror the previous chart. Margi nal governnent
take was introduced by DOR and represents the share of
revenues that would go to state and federal governnents when
prices rise by $1 per barrel wi thout any other changes. The
HRES version at $80 to $100 dollar per barrel results in
extremely high marginal takes. The collective take could
exceed the increase without a cap. He added that there would
be a volume adjustnent of approximately 38,000 barrels per
day over the next six years, which would inmpact the revenue
forecast.

3:52:41 PM

Representative Hawker clarified that the sane data points
were used throughout the report. M. Pulliam noted that
vari ance result fromthe inpact of the floor.

Representative Kelly asked a question about real dollars.
M. Pulliam explained that the per barrel prices were in
real terms with inflation of 2.75 percent a year. Revenue
statistics are in nom nal dollars.

3:55:18 PM

Representative Hawker asked if the fiscal note nunbers were
consistent with DOR fiscal notes. M. Pulliam observed that
Econ One’s analysis is within two percentage points of the
DOR s. He acknow edged that the departnment has nore specific
i nformation.

3:57:16 PM

M. Pulliam referred to a chart provided for the Senate,
whi ch showed SJUD crossing the Governor’s proposal around
the $50 to $55 per barrel range. He observed that the
hi ghest rate tops out at 85 percent and then declines and
flattens as a result of the cap.
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The neeting was adjourned at 3:58 PM
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