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CRAI G HAYMES, Production Manager - Al aska

ExxonMobi | Corporation

Anchor age, Al aska

POSI TI ON STATEMENT: Expressed concerns with HB 2001.

MARI LYN CROCKETT

Al aska O | and Gas Associ ation

Anchor age, Al aska

PCOSI TI ON STATEMENT: Expressed concerns with HB 2001.
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Anchor age, Al aska

PCSI TI ON  STATEMENT: During hearing of HB 2001, answered
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conmttee to stay the course with the existing tax.

DUDLEY PLATT, Consultant

Eagl e Ri ver, Al aska

PCSI TI ON  STATEMENT: During hearing of HB 2001, provided
coment s.

ACTI ON NARRATI VE

COCHAIR CARL GATTO called the House Resources Standing
Commttee neeting to order at 9:17:06 AM Represent ati ves
Gatto, Johnson, WIson, Roses, Edgnon, Seaton, and Fairclough
were present at the call to order. Representative Quttenberg
arrived as the neeting was in progress. O her legislators
present were Representatives GGra, Harris, Johansen, Kelly,
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Meyer, and Senat or Wagoner.

HB 2001-O L & GAS TAX AMENDMENTS

9:17: 20 AM

CO CHAI R GATTO announced that the only order of business would
be HOUSE BILL NO 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 o0il and gas auditors and their imedi ate supervisors;
establishing an oil and gas tax credit fund and authorizing
paynment 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
oi l; making conform ng anendnents; and providing for an
effective date.” [Before the conmttee was CSHB 2001( C&G) . ]

CO CHAIR GATTO then reviewed committee procedure and introduced
the first speaker.

9:18:38 AM

CRAI G  HAYMES, Pr oducti on Manager - Al aska, ExxonMbbi
Cor poration, Anchorage, Al aska, paraphrased from a prepared
st at enent which read as follows [original punctuation
provi ded] :

| want to thank the commttee also today for the
opportunity to testify on this inportant issue in
front of wus. I'd like to nmention the packages we've
given you. We have an executive summary on the front
of our witten testinony and the executive summary is
about six pages long and that's to help facilitate the
di scussion today and hopefully wll help you follow as
we go along. | would like to start and tal k about
ExxonMobi | and ExxonMobil in Al aska.

ExxonMbbi|l| has had a presence in Al aska for over 50
years and has been a key player in the devel opnent of
Al aska's oil industry. We have spent and invested
over $20 billion dollars in Alaska. W are currently
very active wth our co-owers at Prudhoe Bay,
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Kupar uk, Duck Island, Ganite Point and Point Thonson

Qur current working interest share of production in
the State is approximately 150,000 barrels of oil per
day and we are also the l|argest owner of discovered
Al aska gas resources. W certainly look forward to
working with Al aska for many nore years to cone.

: 126 AM

| would like to state upfront that ExxonMobil believes
the current PPT tax rate and the proposed increase

will not result in the additional investnments required
to maxim ze devel opment of Alaska's resources. When
you consider Alaska's resource potential and the
current production decline, Exxonhbbi | does not

support the Admi nistration's proposed tax increase.

Al aska has significant undi scovered resources - both
oi | and gas; but oil production is declining.
Increasing investnent in Alaska s required to
mtigate production decline. Government and industry
have a common goal: to nmaxinmze economc resource
devel opnment of oil and gas. The full devel opment of
Al aska's resource potential wll require extensive
col | aboration and focus from all parties. W need to
work together - governnent, the industry, and the

people of Alaska to enhance the devel opnent of
Al aska's resources.

ExxonMobi| believes that Alaska needs a long term
resource developnent policy, a policy that wll
encour age i ncreasi ng i nvest ment - i ncreasi ng
investnment needed to mtigate production decline, a
policy that wll encourage the full devel opnent of
Al aska's oil and gas resources. Wth that | would

like to talk about Al aska and the significant oil and
gas resources it is blessed wth.

: 11 AM

To date Alaska has produced close to 17 billion
barrels of oil - a world class result. According to
the US Geol ogical Survey and the US Mnerals
Managenment Service, Alaska still has undiscovered
technically recoverable resources of over 53 billion
barrels of oil as shown on the chart, the barrel -
that's represented by the orange colors. This is in
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addition to the Department of Natural Resources'
estimate of known or proven reserves of 6 billion
barrels - that's shown in the dark green in the chart.
When you consider this resource potential, Al aska has

only produced one quarter of its resource. I n ot her
words, Alaska still has the potential to produce 59
billion barrels of oil.

9:23:22 AM

CHAI R GATTO asked M. Haynes if his nunbers include heavy oils.
MR. HAYMES sai d the nunbers include conventional oil only.

CHAI R GATTO asked how nmuch of the renmmining three-quarters of
Al aska's oil resource is recoverable.

MR. HAYMES said if one assunes a crude price of about $60 per
barrel, recovery of about half of the 53 billion barrels would
be econom cally feasible, according to the federal agencies. He
clarified the nunbers he quoted were based on the nean.

9:24:10 AM

MR. HAYMES conti nued:

| f you expand the resource assessnent to include gas,

on an oil equivalent basis, it doubles those 53
billion barrels. As you can see in the chart, there's
about 259 trillion cubic feet of gas according to the
u. S. Ceol ogi cal Survey and the u. S. M neral s
Managenent Servi ce. Al aska has significant oil and
gas resources. While Alaska's resource potential is

high, the Gl and Gas Journal and Energy Information
Adm nistration report that its world ranking of proved
reserves has dropped from 14th in 1977 to around 30th
t oday.

9:25:04 AM

CHAI R GATTO asked how nmany ranki ngs exi st.

MR. HAYMES noted every country in the world is ranked so the
nunber is probably around 100.

9:25:16 AM
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MR. HAYMES conti nued:

How can we comercialize Al aska's resource potential?
l'"d like to talk a little bit about Al aska's high cost
chal | enges. Al aska is a high cost environment that
chal  enges the pace of exploration and devel opnent of
both existing and new fields. Al aska al so has mature
producing fields wth significant challenges and

growing unit costs. Many factors contribute to
Al aska's higher costs. Sonme exanples include severe
Arctic conditions placing seasonal Ilimtations on
drilling and operations; a sensitive environnent

requiring significant and due diligence neasures to
protect it; renote location of its resource and
distance to market and current restrictions for
exploration activities. For any investor, higher
costs reduce the attractiveness of any opportunity.
W need to work together to reduce these high costs.

9:26: 33 AM
The effective application of technology is critical.
W have been quite successful in the past at using
technology to unlock Alaska's resources. Some
exanpl es include the installation of the ice resistant
platform at Ganite Point, which is still producing
oi | today. Anot her exanple is the conpletion designs
at Prudhoe Bay for pernmafrost conditions. Anot her
exanple is the installation of concrete oil and
drilling systens that we wused to drill the first
exploration wells in the ice-covered waters of the
Beaufort Sea. And, also, still in use today a 3D
full-field sinmulation nodel for Prudhoe Bay, which
conti nues to under pi n enhanced oi | recovery
opportunities and developnent drilling opportunities.
The application of technology wll continue to be
critical to the future pace of resource exploration
and devel opnment activity. It wll require significant

Il ong termresearch and i nvestnent.

9:27:59 AM

CHAIR GATTO asked about the different conditions that are
apparent in oil field developnents and whether the Arctic
environment is tougher because of distance to market. He noted

the Arctic condition also offers some advantages; a 48-inch
pi peline has plenty of roomin it and ice roads can be built.
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He questioned whether the Arctic condition is harder for an oi
conpany to develop by 2, 4, or 10 tines.

MR. HAYMES replied when the Arctic environnment is conpared to
other areas where nost of the oil and gas is being produced
today, it presents unique challenges that increase costs. The
remote location requires significant infrastructure to get the
product to market. The North Slope is inside the Arctic Circle
so drilling and operation and mai ntenance activities can only be
done during certain tines of the year. The increased costs are
due to what is known as "waste,” nmeaning a drill mght sit at a
| ocation for weeks or nonths while awaiting a w ndow of
opportunity. In addition the rigs typically cost $20 mllion to
nobi | i ze and w nterize because of severe conditions. Last, the
of fshore water sites nust deal with freezing and thaw ng ice.

9:30: 34 AM
MR. HAYMES conti nued:
I'd like to talk about Alaska's oil production.

Alaska is currently producing approxinmtely 750,000
barrels of oil per day from the North Slope - about

one third of its peak. The Departnment of Revenue
issued recently a forecast in the spring revenue
sources book. You can see that in the chart. It is
made of two conponents. Apparently current base

production is shown in the green and then future
“Under Devel opnent and Under Evaluation” is shown in
t he bl ue.

9:32: 27 AM

The departnent's forecast shows that the current base
production in the green is estinmated to decline at 9
percent per year and within 10 years wll be down to
around 360,000 barrels per day. The departnment's
forecast also shows that this production decline wll
be partially mtigated or offset by the blue edge -
“Under Devel opnment and Under Evaluation” conponent.
That includes future investnent opportunities, such as
satellite developnent drilling, enhanced oil recovery
from existing fields. Based on this forecast, 50
percent of the future production is not devel oped or
produci ng today. If you consider that nobst North
Slope projects take 5 to 7 years to bring to
production, new term investnent decisions for these
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activities wll be critical to underpin future
production as forecast here.

If you turn to the next slide, as | nentioned earlier,
the Departnent of Revenue's forecast is based on a 9
percent decline, as shown in the green, but this
decl i ne i ncl udes current producti on enhancenent
i nvestnment activities. The department forecast does
not highlight that this activity requires investnent
decisions that are no different than the “Under
Devel opnent and Under Evaluation” category. So, as
such, a nore accurate representation of the future
investnment levels required to achieve this forecast is
shown in the chart bel ow

9: 32: 55 AM
As this chart shows, Alaska's oil production could be
as low as 150,000 barrels per day in 10 years w thout
an ongoing increasing investnent. Based on this
forecast, within 10 years 75 percent of production
will come from new investnents. Wen you | ook at that
conmponent - the green hatched section and the blue
section - conservatively we estimate at |east $30 to
$40 billion of investnent is required to achieve this
production forecast. W think 10 years. That does
not include the billions of dollars of operating
expenditures that would be required to support those
devel opnents once they are producing. This is a
significant future investnent spending |evel and
substantially nore than is currently invested today.

9:34: 03 AM

MR. HAYMES conti nued:

l'd like to focus in a little nore on the production
and talk about Alaska's two largest oil fields -
Prudhoe Bay and Kupar uk. They have been producing
since 1977 and 1981, respectively. Today these two
fields account for over 70 percent of our production

on the North Sl ope. Wth continuing exploration and
investnment activity, these fields could remain at this
level for the next decade. These fields require
continuous investnment to keep the oil flowng and the
facilities operating at capacity. This is the sane

for any oil field in the world. During production of
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oil there are many changes - changes in reservoir

pressures, oi l, wat er, gas producti on | evel s,
operating conditions, facilities wutilization. I n
order to keep the oil flowing, ongoing additional
investment s required. Such is the historica

investnment that's been at Prudhoe Bay for gas and
wat er injection and gas conpression facilities.

Apparently the owners spent over $2 billion per year
to optimze and enhance production from Prudhoe Bay
and Kupar uk. That spending is in addition to the
investnments associated wth developnent drilling,
project activities and other enhanced oil recovery
opportunities. These operating expenditures are
critical to mtigate oil production decline. Pr udhoe
Bay and Kuparuk have the potential to continue to be
critical contributors to Alaska's oil production

They al so have the potential to remain hubs for other
activities on the North Slope, whether it's in the

pursuit of heavy oil, light oil, or gas.

9: 36: 07 AM
Now I'd like to talk about a couple of exanples of
where this has worked. Many of today's exploration
and devel opnent activities are occurring around
Prudhoe Bay and Kupar uk. Since the year 2000 there
have been nultiple Prudhoe Bay satellite devel opnents.
Most of those today are contributing over 40,000
barrels of oil today. These satellite devel opnents
woul d not have been possi bl e wi t hout t he
infrastructure of Prudhoe Bay and Kuparuk. They
simply woul d not have been economi C. As
infrastructure on the North Slope continues to expand,
it inproves and creates economic viability for future
satellite devel opments as the infrastructure continues
to grow
Anot her exanple is developnent drilling in Prudhoe Bay
and Kupar uk. Over the past 7 years, over 900 new
wel I s have been drilled in those fields. The drilling
of those wells has slowed the production decline from
9 to 12 percent, so 12 to 15 percent to 6 to 9 percent
-and alnmost 40 percent of today's production at
Prudhoe Bay is fromthese new wells.

9:37:17 AM
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CHAI R GATTO asked for clarification of the percentages.

MR. HAYMES apol ogi zed for the confusion and explained that if no
drilling activity occurred, Prudhoe Bay and Kuparuk would
typically decline at 12 to 15 percent. Drilling activity would
mtigate the decline to 6 to 9 percent.

9:37:42 AM
MR HAYMES conti nued:

For the past tw years, developnent drilling in
Prudhoe Bay al one has devel oped the equival ent anount
of resources as the inportant Oooguruk devel oprent.
Prudhoe Bay and Kuparuk have the potential to continue
to be critical contributors to the North Slope oil
producti on. They also have the potential to remain
key hubs - hubs that enable us in the pursuit of new
heavy oil, light ol and gas as | ment i oned.
Encouraging increasing investnment in these fields is
critical and inportant to the future. Wt hout these
two hubs, Alaska would be severely challenged to
realize the full potential of its resources.

9:38: 28 AM

Now 1'd I|ike to shift gears and talk about
ExxonMbbil's position on the enacted PPT. ExxonMobil
did not support the PPT that was enacted |ast year.
As we testified |ast year, we supported the concept of
a net-based tax structure, the proposed 20 percent tax
rate as per the original PPT bill, and we said that it
woul d not encourage a 20 percent full devel opnment of
Al aska's resource potential. W agreed with the 20
percent tax rate in order to support the progression
of a gas pipeline project. The PPT that was
ultimately enacted increased the 20 percent base tax
rate to 22.5 percent with progressivity, nore than
doubling industry's taxation. When conmbined with the
gross royalties and the high cost environment, it
produces the attractiveness of Alaska's resource
devel opnent s.

There has been a lot of discussion recently on PPT

revenues and forecasts, which has been used in part to
support the Admnistration's proposed tax increase.
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PPT has only been in existence for slightly nore than

one year. The Departnent of Revenue has not yet
conpleted its regulations around PPT, nor conpleted an
order. ExxonMbbi |, as well as a nunber of producers,

met with the Departnent of Revenue several nonths ago
to talk with them and hel p understand how we can help
them inprove their ability to forecast revenues.
W're willing to continue to work with the Departnent
of Revenue in that pursuit. W're also willing to
work with auditors and our partners to inprove the
understanding of joint interest billings.

9:40: 39 AM

| would now like to talk about the Adm nistration's
pr oposed t ax i ncrease. In anal yzi ng t he
Adm nistration's tax proposal, we found that virtually
all of the provisions of tax increases or further
increases in conplexity. In the sunmary you have in
front of you there's four exanples I1'd like to talk
about but, M. Chairman, and this is your call, the
first two | realize are not in the current bill in
front of you from the conmittee substitute, [Indisc.]
with 10 percent gross mninumtax, ring fencing of the

Legacy fields, and t he addi ti onal reporting
requirenents for exploration tax credits so, in the
interest of tinme | can nove past those or, if you'd
like wus to talk about our perspectives, | can

certainly do that.
9:41: 24 AM

CHAIR GATTO asked M. Haymes to describe ExxonMbil's
per specti ves.

9:41: 54 AM
MR. HAYMES said the 10 percent gross mninmum tax would be in

addition to the base royalty paynents. Wth the mninmm gross
tax, the state would be insulated from price and cost risks

while it would retain the upside potential from the
progressivity elenent. He explained the proposal would shift
the developrment risks to the producers. At low prices, the

producers woul d be penalized. He continued:

Progressing a tax policy that singles out and
penal i zes these fields wll discourage investnent, not
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only of these fields but would also inpact investnent
attractiveness to explore and devel op other Al aska oi
and gas resources because of their dependency on that
i nfrastructure. Conpanies are certainly willing to
accept the risks of long-term capital investnent but,
when there's a corresponding opportunity for upside
and potenti al, t he econoni ¢ risk i ncreases
significantly at a low price environnent with the 10
percent tax proposal.

9:43: 00 AM

CHAIR GATTO commented that at the prices where the 10% fl oor
woul d have existed, all parties wuld have been in severe
financial stress. However, nost people recognize that with oi

prices at $96 per barrel today, they wll probably never drop
that far again. He said he recognizes ExxonMbil's concern that
it doesn't want to be penalized with a gross tax when no one is
maki ng any noney. He said the legislature recognizes that
problem and did not include it in the bill.

9:44: 30 AM

MR. HAYMES conti nued:
The Adm nistration also proposed that all revenues and
expenses for the Legacy Fields, which I think they've

defined as Prudhoe Bay and Kuparuk, would have to be
accounted for separately, with separate taxes paid for

each unit and their satellites. This would include
Al aska's heavy oil resource, which already has
significant economc and technical hurdles. It's

interesting that no other fields, wunits, or regions
wthin the state would be subjected to these higher
tax and adm ni strative burdens.

9:46: 26 AM

Il wll talk a Ilittle bit about the additiona
reporting requirenments for exploration tax credits.
The Admnistration is proposing that in order to
qualify for the exploration tax credits, the explorer
has to agree in witing to release proprietary
information, such as seismc survey and core sanples.
Providing this type of proprietary information is not
the norm throughout North Anerica. Rel easi ng key
conpetitive and highly valued information would be of
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concern to any explorer. As you know, it often takes
decades to progress from exploration to devel opnent
and the release of proprietary and conpetitive
information before an asset 1is producing nmay not
al ways be appropriate so early in the phase and, so
this could decrease the value of the exploration
credit and may discourage an explorer from applying
for the credit. In addition, providing this type of
information would increase the costs for an explorer.
Core sanples are costly and in the bill it nmentioned
providing one-third of the core to the state. Cor es
can always be nade available upon request. A core
[sanple] can be easily damged. It's physically
damaging to gather it and inportant to retain it's
integrity. So, when you look at it, we feel these
requi rements go against the basic principle that if a
party is willing to take risks to collect information
they should be entitled to maintain confidential and
conpetitive information.

9:47: 07 AM

CHAI R GATTO asked if it would be fair to say that because the
state participates in the investnent by giving credits, it
shoul d be entitled to the data.

MR. HAYMES replied no one would disagree that the state should
see the data. He clarified that mnimzing the burden on the
explorer by keeping costs down and providing certainty that a
credit can be applied for and granted is what needs to be
consi der ed. The bill, as witten, contai ned specific
requirenents that a conpany nust neet to be eligible for the
credit, which created uncertainty about the availability of the
credit.

9:48: 18 AM

MR. HAYMES conti nued:

I'd like to talk about - in the bill, and | believe
it'"s in the commttee substitute, the elimnation of
the requirement for joint interest billings and, as a
starting point in particular, for audits. As a non-

operator for Prudhoe Bay, Kuparuk, Duck Island, and
Granite Point, we are on the receiving end of a |ot of
those joint interest billings. W fail to see how not
using those is to the State's advantage. | believe
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"it is to their advantage to use thenf is probably a
better way to say that. Al of the producers

deducti ble |ease expenditures are in accordance wth
the nonthly cost data charged by the field operator to

its co-owners. In addition, in a field s operating
agreenent, the working interest owners have specified
what cost an operator can bill to the co-owners. Each

year the operator is subjected to very detailed audits
by the co-owners and we do that to ensure conpliance
in accordance with those joint operating agreenents.

The wuse of these joint interest billings is the
foundation to determne what are allowable business
expenses, which provides greater predictability and
elimnates the need for the state to reorder new
information for the sanme nmaterials. Using joint
I nt erest billings Wil | reduce di sput es over
appropriate deductions, as well as the state's and the
producers' admnistrative and audit costs. W believe

: 56 AM

they should be used as a starting point. It doesn't
mean that's the ending point. ExxonMbil spends a |ot
of time auditing those joint interest billings.

I'd like to talk a little bit about joint information
requests. The Administration is proposing that they
require additional information to inprove their

ability to forecast future revenues under PPT. As |
mentioned earlier, we net wth the Departnment of
Revenue nonths ago and are willing to continue those
efforts to help themw th that focus. W believe that
additional information beyond that currently submtted
with our tax filings needs to be carefully considered.

There nust be sone limtation and reasonabl eness on
what data is requested. As an exanple, in addition to
nont hl y cost and producti on i nformation, t he

Department woul d now require a producer or explorer to
file each nonth “other records and information the

department considers necessary.” W recognize the
Departnment's need for additional data but we believe
the current legislation is too open-ended. It should

be anended to specify the required information and
existing data that is already submtted needs to be
strongly consi dered. There is a lot of information
that is shared currently wth the Departnment of
Revenue.
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9:51: 33 AM

| would like to shift gears and step back. I"d like
to address another inportant elenment of the business
environment for any investor - fiscal predictability.
ExxonMobil, and | believe the industry, values a
predi ctable fiscal environnment in which to nmake |ong-
term investnent decisions. Qur investnents are
capi tal intensive and typically evaluated over
timeframes of decades. A change in the fiscal regine
has a direct inmpact on how we view predictability of
the Al aska fiscal environnent. This directly inpacts
how we evaluate on a risk basis future investnent
decisions. The Administration's proposed tax increase
would represent the third significant change to
Alaska's fiscal ternms in the past three years.
Changing the fiscal environment for capital intensive
projects could take nmany years to generate a return
and can only reduce the attractiveness of those
i nvest ments.

9:52: 51 AM

CHAI R GATTO asked M. Haynes if he felt the first change nade a
couple of years ago to boundaries was significant and on par
with PPT.

MR. HAYMES said he recognizes the aggregated ELF was a
regul atory change, not a statutory change. As a taxpayer, any
change, be it statutory, regulatory, or municipal, is a change
to the fiscal regine. The aggregated ELF was a tax increase,
but not as substantial as the PPT or ACES.

CHAIR GATTO said he asked because M. Haynmes grouped it wth
three significant changes, rather than calling it one mnor, one
significant and one proposed change.

MR. HAYMES said on an industry |evel, the change from ELF to the
aggregated ELF to PPT to ACES would represent an over 350

percent increase in taxes. He noted each tinme taxes increase,
the attractiveness of any prospective well or proj ect
di m ni shes. For every well or project that does not progress

addi tional production of state revenues are foregone.

9:54: 26 AM
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MR. HAYMES conti nued:

ExxonMobi| expects to be involved in Al aska for many
years to cone. Policies established today and in the
future will inpact the attractiveness of potential
projects and the future of Al aska.

M. Chairman, |1'd like to wap up on the next couple
of summari es. Alaska needs a long-term resource
devel opnent policy.

9:54:41 AM

As | mentioned earlier, Al aska has significant
resource potential but it is a high-cost environnent.
Ol production is at one-third of its peak, but we've
only produced one-quarter of the total oil resource

potenti al . The gas resource potential is equivalent
to the oil. It wll take significant resources,
technol ogy, investnent, and teammrk to realize the
full potential. In ten years, 75 percent of the
future oil production needs over $30 to $40 billion,
conservatively, of new investnent. Prudhoe Bay and

Kuparuk represent currently 70 percent of the North
Sl ope production and they can continue to provide
significant levels of production if the right |evel of

i nvest ment conti nues. They can be the backbone for
future exploration-devel opnent activities, whet her
it's heavy oil, light oil, or gas. Al aska and the
industry collaboratively need to create a resource
devel opnent  policy. W propose a collaborative
approach to develop a sustainable long-term resource
policy that will encourage the increasing investnents
that are needed to build the future of Alaska for many
generations to cone. |'ve listed here sonme of the key

conponents we believe are inportant.

. Characterization of statew de resource potential.

. Identification of key issues challenging exploration
and devel opnent .

. Key factors that inpact resource value, such as

research, t echnol ogy, and exploration devel opnent
costs, regulatory and environnental considerations,
| and access.

. Est abli shnent of a fiscal policy that wll encourage
devel opnent of remaining resources.
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. Regul ar nmeet i ngs W th i ndustry and agency
representatives.

ExxonMbbi | | ooks forward to working wth the
Adm nistration, legislators, the industry and people
of Alaska in the future pursuit and devel opnent of its
oil and gas resources. Thank you again, M. Chairnman
and commttee nenbers, for the opportunity to testify
t oday.

9:57: 33 AM

CHAIR GATTO opened the neeting to questions from conmmttee
nmenbers.

REPRESENTATI VE ROSES asked M. Haynes to address the differences

in the bill before the commttee and ACES, on the progressivity
on the gross as opposed to the net. He noted M. Haynes
nmentioned the $30 to $40 billion that wll be necessary to
invest for future devel opnent production. He asked if

ExxonMbbi | produces in any other country or state that offer as
many credits and incentives as Al aska.

9: 58: 38 AM

MR. HAYMES said the gross progressivity is no different from a
gross tax. Gross does not take into account the different
chal l enges that face future investnment opportunities in Al aska
A low gross tax has worked in other countries; the 10 percent or

progressivity factor would danpen attractiveness. ExxonMobi |
woul d have to assunme the gross would apply when it |ooked at
future investnents. He said ExxonMbil considers various

factors when naking investnent decisions, such as the reserves
risk, the costs to explore, develop, and produce, including the
technol ogy required, the fiscal regine, the operating costs over
the life, and the costs of returning the site to an agreed
condi tion.

He explained the $30 to $40 billion required averages $3 to $4

billion per year for the next 10 years - that is in addition to
operating costs on the Sl ope. The industry currently spends
about $2 to $2.5 billion. That substantial increase will be

necessary to achi eve the Departnent of Revenue forecast.

10: 01: 21 AM

REPRESENTATI VE ROSES said he was not asking how or why the
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i nvestment would be made but whether ExxonMobil is offered the
sanme incentives that Al aska offers anywhere else in the world.

MR. HAYMES said nmany different fiscal policies exist around the
worl d: net, gross, credits. "They can all work," he said. He
said it is inportant that Al aska |ook at what others are doing
but each place is unique. ExxonMbil nust |ook at Al aska in the
context of its goal here, whether that be to develop the entire

resource and at what pace. If the 53 billion barrels was
produced at 1 mllion barrels per day, it would take 124 years
to produce. Producing the gas at 4.5 billion cubic feet per day
woul d take 150 vyears. He noted the resource potential 1is

massi ve but ExxonMobil's production is down to 750,000 barrels
per day. He stated there is no right or wong or nmagi c answer.

10: 03: 27 AM

REPRESENTATI VE W LSON comented that, considering the price of
oil today, Alaska is not alone in considering restructuring its
oil tax to get higher returns. She asked how many countries and
states are considering raising their taxes.

MR. HAYMES said when the crude price inflates; the 'pie share'
is scrutinized. A lot of countries are doing that. He said one
nmust step back and consider whether the price will remain that
high. Hi storically it has not. He said ExxonMbil believes the
net - based structure can work and that the tax rate to encourage
the full investnent of the resource potential is too high today.
The goal nust be the focus, whether that is to develop the
resource potential or the revenue stream He said those two
goals need to be bal anced. The biggest challenge facing the
industry is that it looks at tinelines of decades. Typical ly
governnents are in power for less than decades, as are
| egislators, so it is inportant to look at a policy that can
bridge the investnment tineline under consideration. Long term
per spectives nmust be kept in mnd by the oil conpani es.

10: 07: 39 AM

REPRESENTATIVE WLSON noted M. Haynmes did not answer her
guesti on.

10: 08: 09 AM

MR. HAYMES said he is not aware of a total nunber; he knows
Al berta is considering a change to its oil tax structure. He
offered to foll ow up on her question.
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10: 08: 36 AM

CHAI R GATTO t hanked M. Haynes for his presentation.

10: 09: 19 AM

The commttee took an at-ease from10:09 a.m to 10:21 a.m

10: 22: 21 AM

MARK  HANLEY, Public Affairs Manager, Anadarko  Petrol eum
Corporation, told menbers his goal is to educate the conmmttee
on what drives conpanies' decision nmaking processes so that it
can better develop its policy. He said he believes it is
inportant to review parts of the original bill because people
are considering whether to include them

[ MR HANLEY used a slide presentation to acconpany his
di scussion. ]

MR. HANLEY explained that Anadarko is an independent conpany
that explores for and produces gas around the world. It does
not own pipelines, refineries, or gas stations. Its focus is
the upstream He said Anadarko has been in Al aska a nunber of
years. It owns 22 percent of the Al pine field, which Conoco
Phillips operates. He noted it owns no interest in the gray
areas on the nmap. The brown and pink areas are areas in which
Anadarko has an interest but is not the operator. In general,
Conoco Phillips operated acreage runs from Al pine to National
Petrol eum Reserve-Al aska (NPR-A). Anadarko is a partner in a
majority of the wells in NPR-A The lighter brown areas are
acreage that Anadarko has an interest in. Its partners in the
Foothills are PetroCanada and BG Its partners on the North
Sl ope are BG and ASRC (Arctic Sl ope Regional Corporation).

10: 26: 26 AM

REPRESENTATI VE GUTTENBERG asked that the 68th parallel be
identified on the nap.

MR. HANLEY said it is not indicated on this map; however the
Foothills area is shown. He said the point of the maps is to
show Anadarko's significant acreage position and prospects in
mul ti pl e pl aces.

10: 27: 34 AM
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MR. HANLEY stated that, as a partnership corporation, Anadarko
is associated with ConocoPhillips, PetroCanada, BG ASRC, and
Pioneer and has partnered with BP and Exxon in the past.
Partnerships are typical because areas far from infrastructure
are high risk with potentially high reward plays, and thus
there's the desire to reduce the risk. He pointed out that
Anadar ko and Conoco Phillips relinquished about 300,000 acres in
NPR-A recently so its acreage equals about 4.9 mllion gross
acres and 1.4 mllion net acres.

10: 28: 18 AM

MR. HANLEY pointed out that Anadarko spent over $100 million on
| ease bonuses and drilling costs on the acreage that was
rel i nqui shed. He said it is inportant to keep in mnd the rate
of return nust cover a conpany's |osses and be commensurate with
the rate of risk. Model s that only show profit margins on
di scoveries do not take into consideration that risk. He noted
if one always takes it from a success case forward, one wll
assunme the conpany is nmaking too nuch noney. He said it is
inmportant to ask consultants where the risk is included in their
nodel s.

10: 31: 47 AM

REPRESENTATI VE FAI RCLOUGH asked if the industry average for
producing wells is one in ten.

MR. HANLEY said he has seen nunbers all over the board and those
nunbers can depend on whether it is true exploration outside or
in-field drilling. He said with new technology, gas and oil
will be found nore often but whether or not a well is commercia
is the question.

10: 32: 32 AM

REPRESENTATI VE FAI RCLOUGH said M. Hanley is asking Al askans to
consider what their fair share is as they |ook at billion dollar
profits for sonme conpanies. She said she would |ike to include
tangi ble statistics to provide a rationale in her newsletter if
she is to support M. Hanley's statenent.

10: 33: 16 AM

MR. HANLEY said he believed the Departnent mght have industry
nunbers; at this point he could only provide a nunber for
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Anadar ko. He said Anadarko has participated in over 40
exploration wells and has had sone discoveries but, to date,
none have been conmmercial. Each individual field has its own
econoni cs but averages provide general ball park nunbers.

10: 34: 51 AM

REPRESENTATI VE FAI RCLOUGH said she would be satisfied with a
nunber for Anadarko's experience in the North Slope that she can
include in a special session newsletter.

MR. HANLEY said he would provide those nunbers and talk to the
Depart ment about an average nunber.

10: 35: 27 AM

MR.  HANLEY continued with his slide presentation. Al aska
provides a world class petroleum basin wth significant
resour ces. The best place to find oil is where it's already
been di scovered. Anadar ko believes Al aska's resource potentia
is significant such that there is “legacy-type” prospectivity

and a nunber of fields that can support their own
infrastructure, which is Anadarko's focus. Anadar ko is | ooking
for the Al pine-size field.

10: 37: 07 AM

REPRESENTATI VE GATTO referred to the previous question on
success in drilling and said if one is drilling in Prudhoe Bay,
every hole in the ground wll produce. He said previous

speakers have said that one in eight wells produces but, if that
is true, the oil conpanies would be spending a |lot nore noney in
Prudhoe Bay and Kuparuk. He asked if the one in eight estimates
pertains to new exploration only.

10: 38: 08 AM

MR. HANLEY thought the in-fill drilling at Prudhoe Bay is not
included in those rates; they pertain to exploration drilling.
10: 38: 25 AM

REPRESENTATI VE FAI RCLOUGH stated, for the purpose of clarity,
that the speaker was offering a one-sided, corporate-biased
argunment of nunbers in the tax debate that is valid but again
asked for nore accurate nunbers.
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MR. HANLEY agreed to provide accurate nunbers to the conmttee.

10: 39: 41 AM

MR. HANLEY said Anadarko is bullish on Al aska' s resource
potenti al . New pl ayers have entered the field in the last four
or five years and six new exploration rigs have been brought to
the North Slope this wnter. The arrival of new conpanies in

the picture is a healthy situation as they provide new ideas.
He elaborated on how discoveries by various entities prove
hel pful to all, and spread the risk and support the successes.

10:42:21 AM

MR. HANLEY noved to page 4 and explained the challenges of
operating in Alaska. Alaska's basin is maturing, which neans it
is a smaller prospect. He said it is valuable to evaluate
Al aska's systemto other places but:

...1f you have a gutter that has 800 trillion cubic
feet [TCF] of discovered gas sitting <close to
tidewater with costs that you don't need at 800 or a
2500 hundred mle pipeline to get it to market and
their costs are sonewhat |ess, they can get a higher
rate. | f they had 800 TCF sitting on the North Slope
right now | think you could be getting a higher
government take so it's inportant not just to |ook at
t he average governnent take everywhere but | ook at the
prospectivity.

10: 43: 41 AM

MR. HANLEY conti nued:

...as you can see here, this is an Econ One
presentation during PPT from one of the |egislative
consultants that was out there. ...0One of the things
| wanted to point out because | think it's valuable
when we talk about this - what is the prospectivity of
Al aska - here is - these nunbers cone from USGS but if
you look at the top it says undiscovered technically
recoverable oil reserves. It is not gas, it's
technically recoverable. 1In other words, you may have
a field, oil in place of a billion barrels but you
can't get 100 percent of it out so this is the -
technically - they may have a 50 percent - | don't
know what their nunmbers use but it's what they think
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is technically recoverable. It doesn't nean it's

econonmically recoverable. That's why it says the
footnote at the bottom This is their slide but
what's interesting is we're just Ilooking at the
central North Slope - that's not [Arctic National
Wldlife Refuge] ANWR, that's not offshore and you can
see that they think there's 4 billion barrels of

technically recoverable remaining reserves so | think
that's a significant anount that's sitting out there.
That's not in-field, that's not the heavy oil. It's
already kind of sitting there. This is kind of the
exploration oil that's out there.

But look at the amunt in fields that's over one
billion barrels - zero. Look at the ampunt of fields
over 500 mllion barrels - 2 percent. That's the
anchor fields that | guess you' d say we were | ooking
at - the 4 to 500 mllion barrel fields. Look at the
amount in fields smaller than 64 mllion barrels - 51

percent. So, | think this helps put a little bit into
perspective why we think there's significant remaining
resource. They tend to be in smaller fields. They
tend to be in what we would consider the 64 nmllion
barrel satellite opportunities. The 64 mllion barre
field will not justify its own stand alone facilities
typically. So, if you're not within about - give or
take - 8 or 10 mles of an existing infrastructure,

you could have a 60 mllion barrel field that's just
not economic. That's why | say it's inportant to put

nunbers into perspective. Wile we do I|ike the
prospectivity, we do think there's sone of these
anounts over 200 mllion barrels - it isn't the
billion barrel fields that are sitting out there.

This is just a size distribution of the fields.

But here's one of the other things that | like to use
this slide to point out, is the economc inpact of
either price or, if you want to look at it in a

different way you can say taxes. W think taxes - |
think you' ve heard a lot of tinme that prospectivity,
risk, but price factors, volune factors and tax
factors all have an inpact on econom c decisions for
conpanies and how they nake their i nvest ment
decisions. If you |l ook here you can see that in rough
nunbers this is the sane North Slope - central North
Sl ope reserves that were 4 billion total potential,
you can see a different oil price is what they say is
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econonmi cally recoverabl e. This is a nodel. This is
why it's hard for a ot of us to come up here and tel
you exactly what's going to inpact specific issues.
W have to |l ook at our own fields. But this gives you
an idea that there is sone relationship between price
and the nunber of economcally recoverable reserves.

| just want to |eave people with the fact that if you
get another billion dollars of taxes, it's not a |ot
different from our perspective as if we got a billion
dollars less on those barrels of revenue. And you can
see that if you took $3 a barrel, which is roughly

$800 million dollars of new taxes on the existing
production | evel we have, that you m ght have a couple
mllion barrels in the central North Slope that is not

econoni ¢ now. Do they point out exactly where it is?
No, this is nore theoretical or estimated nodels but |
do think it's inmportant to point out that there is, to
the extent that you have a dollar inpact from your

taxes, it does inpact the anount of economcally
recoverabl e reserves. | can provide a copy of the
whol e report. I have in the past. This is a
| egi sl ative consultant report so you can see the whole
t hi ng.

So again, when we got to the point of - we do see a
ot of resource potential but it tends to be in
smal l er fields. We're looking for those snaller

nunbers of anchor-type facilities but the chall enges
that Al aska faces are the high costs, the extrenely
long lead tinme exploration, which is partly driven by

the seasonal drilling. Part of it is the cards you're
deal t. We're out there not drilling in the sunmmer
time and when there's sensitive activities out there.
For wus, being able to drill for four nonths of the
year conpared to other places, it does take longer to
explore for and develop oil and gas in Alaska than

al nost anywhere else in the world where we operate.

10: 48: 40 AM

MR. HANLEY continued with page 4 of the commttee hand out
entitl ed: " Seasonal drilling and regul atory timng
requirenents". He told commttee nenbers:

You can inmagine, if we have the sane prospectivity,
the net present value, which you' ve heard, if we have
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our noney tied up for an extra four years here versus
sonmewhere else and they're the sanme kinds of
i nvestnment decisions, it's a challenge. That' s why,
to be honest with you, the PPT system - and |'Il go
into this a little nore, but the net profits approach
systemis so valuable in our opinion. One of the big
challenges of Alaska is the tinefranme to get things
into market. The anount of time your capital is tied
up is longer here. What it's amobunted to is through
those incentives, through those credits, effectively
it's reduced our costs. Now we pay nore in the back
end. The tax rate is higher than it would be under a
gross system for exanple, but effectively we have
| ess noney up front, which neans that really does help
our net present value analysis so that's why the

system - and | think you' ve heard the Adm nistration
talk about if you had a gross that raises the sane
anount of noney - how does it affect investnent
deci si ons. Those charts were very valuable and we

agree wth those because you can raise the sane anount
of noney but you actually inprove through a system
i ke PPT your chances of conpanies actually investing
up here because it inproves our net present value
while you get the same anobunt of noney. That, to us,
is one of the real benefits of the system that has
been devel oped and we would encourage that it stay
with the net profits approach, and 1'Il go a little
bit nore into that.

10: 50: 52 AM

MR. HANLEY called attention to page 5, entitled, "Qur View of
PPT Recap of 2006 Testinmony," and said it was a significant tax
increase on existing fields. Anadarko was paying on net but it
wasn't able to utilize the credits and deductions that were

generated from building that facility. Anadarko felt its
exploration economcs inproved slightly under the new program
but that applied to a new field it has not started drilling in

yet because it will get the credits and deducti ons.

10:52:12 AM

MR. HANLEY stated that Anadarko supports a net profits approach.
Anadarko staff net with the Admnistration in My and June and
provided its ideas on net versus gross. It had no specific
proposal s but had val uabl e di scussi ons about why keeping the net
profits approach is beneficial for the industry and state.
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Anadar ko appreciates the fact that the state retained the net
profits approach. He explained that Page 6 contains four bullet
points, 3 on why this is a good approach. Wth a gross tax, one
could still pay taxes if costs exceed incone.

10: 53: 16 AM

MR. HANLEY presented a gross versus net tax exanple on page 7
and explained how it works per barrel price. If, at Field A
the cost per barrel is $10 and net inconme is $50 per barrel, and
at Field B the cost to produce is $20 and net incone is $40 per

barrel, a 15 percent gross tax wll be $9 on each field.
However, the tax rate on the net inconme will be 18 percent on
Field A and 22.5 percent on Field B. If a 20 percent net tax
was in place, Field A would pay $10 in taxes while Field B woul d
pay $8. This illustrates that the net systemtakes into account
costs. A gross system does not maxim ze state revenues because
sonme fields will be under taxed while others will be overtaxed.
There is a tipping point; taxing a very economc field, on a
gross basis, wll cause other less economc fields to be
overt axed.

10: 56: 07 AM

REPRESENTATI VE GUTTENBERG said this scenario has been presented
by all of the conpanies, but the state nmust conme up with a node

to fit all of +the conpanies' business plans. He said,
regardl ess of what the state does, it wll not be conpletely
fair. He asked M. Hanley how he proposes the state strike a
bal ance between the | arge and smal|l conpani es.

10: 57: 02 AM

MR. HANLEY said providing a net system should provide the best
opportunity to create a bal ance and provide naxi num revenue. He

agreed that no systemis perfect. He el aborated that the state
system with the PPT, will also have a gross system when the
royalties and property taxes are accounted for. The net system

does the best job of balancing the higher costs of new fields
with the lower costs of older fields and incorporates the
vari abl e costs involved in exploration and devel opnent.

10: 58: 41 AM

REPRESENTATI VE GUTTENBERG said if the state takes operating
costs off of the table that will conpensate everyone across the
boar d.
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MR. HANLEY admitted that does sound plausible. Costs are a
factor and the net system accounts for that, which is a
positive.

10: 59: 30 AM

REPRESENTATI VE GUTTENBERG asked how Anadarko's costs conpare
wi th other nenbers of the industry.

MR. HANLEY said industry groups publish standard nodels of costs
around the world so rough conparisons could be nade.

11: 00: 42 AM

MR. HANLEY continued with page 8, which pertained to the ACES
nodel . The original ACES proposal would inpose a significant
tax rate increase; the tax rate increase from22.5 to 25 percent
woul d have the biggest inpact. The progressivity change, which
Anadarko feels in an increase and elimnation of the transition
investnment credits, would also significantly inpact Anadarko
because of the investnents it has nade. Anadarko and Conoco
Phillips invested hundreds of mllions of dollars for a
satellite operation a year before the PPT took effect. Anadarko
made its decision based on the aggregation decision nade by the
governor earlier. Because of the tax change, Anadarko coul d not
get any tax credits for that project, which was a big hit.

11: 03: 39 AM

MR. HANLEY continued with page 8, and said the second bullet
poi nt about stability conmes into play Dbecause of t he
negoti ations that will be forthcomng on the gas issue. He said
in his view, everyone will be back within two years to discuss
gas taxes. Assumi ng one passes, an open season wll have to
occur within the next three years. Everyone has acknow edged

that the state has to know what the tax rate is on gas before
t he open season occurs. He said many consultants have testified
that gas is less valuable than oil so should have a different

tax structure. He said he can argue to nanagenent that
stability will be provided, however if a gas tax is opened up
two years from now, it is intertwwned wth oil so that
di scussion could be reopened. He pointed out Anadarko wi |l have

to take that issue into account when meking investnent decisions
in the next two years.

11: 05: 53 AM

HOUSE RES COW TTEE - 28- Novenber 1, 2007



REPRESENTATI VE FAI RCLOUGH agreed that oil and gas taxes will be
intertwned in the future but separating that issue out in the
next two weeks of this special session so that an oil tax
structure will not have to be exposed to changes may not prove
possi bl e. She said the credits seem to be causing the nost
di scussi on. She has talked to the Administration and comittee
menbers about creating oil production stability but repeated
that two weeks is probably not enough tinme in which to separate
the two but the concern has been recogni zed.

11: 07: 28 AM

REPRESENTATI VE W LSON asked if oil and gas taxes are treated the
same anywhere in the world

MR. HANLEY said he suspects so and offered to investigate the
answer .

11: 08: 20 AM

MR. HANLEY enphasized that stability wll be considered but it
is not the primary driver. He pointed out it is unfair to
require new legislators in two years to live by what was done by
this legislature, especially since a lot of new information wll
be avail abl e.

11: 09: 04 AM

MR. HANLEY described the chart on page 9, "Administration Field
Econom cs Estimates."” He explained that on the four fields
nodeled by the Admnistration, the economcs significantly
decr ease. The Adm nistration could argue that the value is
still high enough to nake the fields economic, but a $700
mllion increase in revenue, based on a $2.50 increase in the

price per barrel on today's production, is not insignificant. A
decrease of the net present cash flow of a field by 54 percent
is significant. He told nenbers it is inportant that the nodels
incorporate geologic and commercial risks, particularly when
| ooki ng at expl oration econom cs.

11:10: 53 AM

MR. HANLEY finished with page 10, and summarized three comments
on the Gl and Gas Conmittee version of CSHB 2001. Anadar ko
woul d prefer to have a progressive tax applied to net incone -
it supports the trigger as it was in the ACES plan. He
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expl ai ned:

We can debate the dollar - the rate, but as a policy
we think applying a tax actually, whatever it is, to
the net makes nore sense because it does take into
account costs. So, as | showed you on that one slide,
obviously if your goal is to get a certain anount of
revenue, then under this proposal | guess | would
argue you should apply it to the net, whatever the tax
rate is, and, of course, if you're trying to get the
same amount | wll acknow edge that that .225
escalator will have to be higher because it's on the
net . As | showed in that one slide, you're going to
have a higher rate and apply it to the net - at |east
it will take into account the costs. The higher cost
fields wll have those considered. So, that's one of
the things | suggest you would at |east take a | ook at
- is if you want to have that $50 trigger on the
wel | head price, at least figure out the progressivity
and apply it to the net incone.

11: 12: 30 AM

REPRESENTATI VE SEATON said M. Hanley's analysis is in direct
opposition to previous testinony, which preferred a trigger
point driven by the net. In previous testinony, the speakers
said they wanted to make sure the trigger point was triggered by
the net so that it included the profitability margin. He asked:

|"m hearing you say that you don't care - well, you
probably care but you care nore about applying it to
this increase - this progressivity tax considered a

separate tax - applying it to the costs of the state,
pi cks up additional portions of the cost that those
high prices, instead of naking sure that you' ve got a
profitable margin on the field before progressivity,
kicks in. |Is that where you're neaning to cone in the
testi nony here?

MR. HANLEY said the answer is yes, however either approach is
wor kabl e. He said sonething nust be changed so that at | east
one of the factors goes back to the net. Anadar ko Petrol eum
Corporation would prefer to go with the original ACES plan, he
rel at ed. If that is not possible, then either apply the tax to
the net, which would help account for costs or use the net as
the progressivity feature. Ei t her one would help nore than the
existing bill.
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11:14: 30 AM

REPRESENTATI VE SEATON followed up by stating that the risk to

the state has not been established. If the state applies the
progressivity tines the net, it wll be sharing in the
addi tional costs even at high prices. Hi s concern is that when
t he upper regions of progressivity are reached, it will be at 25

percent in all of the bills. He explained:

In all of the bills there's a 25 percent maxi num cap
so that we would actually be participating in the
costs with additional 25 percent of the costs we would
be absorbing at those high prices, so that would be 25
percent gain through the progressivity net in addition
to the 22.5 or 25 percent portion of the cost the
state is going to pick up. And then you add on the
credits and those things in addition and it seens that
ny concern is that the state starts taking a | arge net

present value risk for an expensive project - severa
billion dollars. Al of a sudden we'd be not only
putting in 40 to 45 percent of the costs but all of a
sudden we're putting in 75 percent of the costs. | t
seens that mght change behavior, as well as adding
risk to the state. Do you understand that the sane
way ?

MR. HANLEY said he is not sure he understands Representative
Seaton's concern. He pointed out this is not a base rate
change, so that does not affect Anadarko's increase in the net
i ncone but the tax rate increase has always nore than offset any
value it gets out of the credit or deductibility. Anadarko has
not seen a scenario in any of the proposals that provides an
incentive to invest a dollar because it receives nore than that
in credits el sewhere.

11:16: 59 AM

REPRESENTATI VE FAI RCLOUGH asked i f Anadar ko Pet r ol eum
Corporation is advocating ACES versus the former PPT on the 20
percent progressivity rate instead of 25 percent with the |ower
start price of $30 per barrel in ACES.

MR. HANLEY said Anadarko's nunber one preference is to maintain
the PPT. He furthered:

The approach versus the dollars - we still support the
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PPT and the ACES approach, which is calculated on the
net and applied to the net. So that approach, in both
PPT and ACES, is our preference. If you ask us
specifically, when we get into the policy call on the
dollars, our preference is to stay with the existing

PPT. It starts higher. It escalates faster. What
you find is just the nunmbers actually cross at about
$80 a barrel net. At that point, we haven't gotten

into the annualized versus nonthly, but just with the
progressivity itself, ACES versus PPT - they basically
cross at 80 so the state is actually taking nore at
the lower end and less at the higher end. Qur
preference would be to stick with the PPT and ACES
approach, figure it on the net, apply it to the net,
and our preference would be to stick with the PPT
policy, which started at 40, progressive .225.

11:19:10 AM

REPRESENTATI VE FAI RCLOUGH noted the approaches have different
curves and thanked himfor the clarification.

11:19: 24 AM

REPRESENTATI VE ROSES said two consultants told House G| and Gas
Commttee nmenbers the sanme thing - the state needs to try to
capture nore when profits and prices are much higher and capture
less when they are lower to encourage investnent. He
understands that is the reason why the comrittee dropped the 10
percent fl oor. It was also the reason the conmmttee noved the

trigger point from $30 and $40 to $50 and for going to a gross
progressivity as opposed to a net progressivity to capture the
dollars on the higher end. He then said he now hears the
different producers say they want net here and there but, when
it cones to credits, they want gross. He said he is struggling
with the consultants' testinmony with how the conpanies keep
picking this and that. He asked M. Hanley to talk about the
commttee's flawed thinking in dropping the floor to 10 percent
t o encourage investnent.

MR. HANLEY said he did not see inputs into the nodel but the 50

is now a well head price, not a net price. |If one conpares that,
it didn't actually increase from the $40 in the existing PPT.
| f costs are over $10 per barrel, it would actually start |ower.

He furthered:

When you tal k about the consultants, if that was their
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view that you should |eave sonme on the table, to the
extent that the costs considered in that calculation
were $15 or $20 per barrel, 1've heard those nunbers.
| don't know what they were then. The 50 equated to a
net is nore like - if it were 15 that would be a 35 so
it's actually - you know, you are taking nore in your
view starting at a lower price, which is what - at
| east your comments were the consultant said not to
do. How that conpares, you can get the guys to tel
you what the nunbers are. And then | would just argue
that applying it to the gross is differentially
affecting conpanies with higher costs to |ower costs.
You are leaving sonething on the table. If the
escalator is the correct nunber, then sone fields are
paying less than they should be paying and other
conpanies are paying nore because they have higher
cost fields. So those are the two criticisns | have
of the QI and Gas [Committee] version.

REPRESENTATI VE ROSES said conmttee nenbers have heard each
producer say that does include a scenario in which they could

pay taxes when they don't have a profit. He asked if the
progressivity trigger, which was changed from $30 in the ACES
bill to $50 in the House Ol and Gas Committee bill, wll have

to increase costs by $20 per barrel above the existing costs
before that scenario woul d happen

11: 23: 36 AM

MR. HANLEY said he would have to do the cal cul ati ons on paper to
det erm ne whet her costs would have to increase $20 per barrel

REPRESENTATI VE ROSES surm sed that Anadarko's concern is that as
prices continue to rise, it will be taxed through progressivity
when there is no profit. Therefore, the higher the taxes, the
hi gher the deductions at the base |evel. For instance, at the
22.5 base rate, and allow ng conpanies to deduct operating and
capital expenses and credits, the taxes will be reduced because
of the higher costs. He said he does not see it as a flat I|ine.
It will be a long way before the point to where gross
progressivity will tax when there is no profit. He added he
would like to see soneone run the nunbers because he thinks the
curve is a lot nore significant than people think.

MR. HANLEY offered to do the nunber crunching to answer the

Representative's question but thought unique circunstances would
have to occur for that to happen. He said if an oil conpany
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gets a lease today, it will need to do seisnmc and devel opnent
work, which can easily take ten years, while not knowi ng the
price of oil in ten years.

11: 27: 15 AM

REPRESENTATI VE ROSES offered that if oil were $30 per barrel
the commttee would not be neeting today, despite the other,
vari ous reasons that have been offered for this special session.

He noted: The fact is we're here because the prices

are high and | can guarantee if the prices fall back
to $30 a barrel, we'll be back discussing it because
we don't want the oil conpanies to |eave. So, what
triggers us to be here for the high price would also
trigger us to be back if the prices tank. So, |'m not
as concerned about predicting what the prices are
going to be in 10 years because we'll probably discuss

this two or three nore tinmes between now and t hen.

MR. HANLEY said the progressivity feature does create sone
stability in the system because it takes into account things
that cannot be predicted. He thought that because it is
increasing and the state is getting nore revenue at higher oil
prices, everyone is less likely to be back because people wll

feel like they are getting their fair share.

11:29: 37 AM

CHAIR GATTO felt progressivity <could be the single nost
i nportant aspect of the bill. He said no one involved in oil
production and profits is saying they need a break. Sone
i ndi vi dual s have suggested that at $120, the state should get it
al | . He said everyone nust find a conpromse so that all are

content with the product.

11: 30: 38 AM

REPRESENTATI VE SEATON asked if Anadarko feels the 22.5 or 25
percent deductibility plus the 20 percent investnent credit
provi des enough of an incentive to nmake a field go or whether it
feels the state should take a greater share of those costs.

MR. HANLEY referred to 2006 testinony about the PPT that | ooked
at internal rates of return for satellite versus an anchor field
proj ect. He conpared the 20:20 to the 20:25 and ELF system
Anadarko's view was that the 20:20 was the npbst encouragi ng and
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that the 25:20 was worse for exploration and the existing ELF
system He said ELF was a regressive system so that it took a
significant anmount of noney when prices were |ow. He added:

What happened was we gave up sone of the upside. The
PPT as it exists with the tax rate, as well as wth
the progressivity, particularly crossed that |line for
the ELF - conpared to ELF. The conpani es got the high
end on the ELF and gave up sonething on the low end -
we would argue overtaxed when prices were real |ow
Al the PPT did was shift that line so the state got
nore of the upside but did take some of the downside
risk and | think that's what people said. |If you take
away the downside and take away the upside it's not a
good system W argued that we had some downside risk
protection under the new system We gave up sone of
the upside but the prices were higher. That kind of
hel ped offset that so that overall it was a bal ance.
So, when you ask nme, as we started getting up into
those 25 percent tax rates, overall our view was not
as favorable to exploration as even the old ELF
system

11: 34: 02 AM

REPRESENTATI VE SEATON said all conparisons to ELF need to be off
the table at this tine because the reason for that discussion
was that Kuparuk, the second |largest field in the United States,
was going to be paying no tax. That system had been broken and
outdated for sone tine. He said he is wondering what anmount of
state incentive is reasonable for devel opnent activities Slope-
wi de. He also asked whether the extra 10 or 30 percent EIC
provi des adequate incentive when Anadarko i s maki ng deci sions.

MR. HANLEY said the current system works for Anadarko Petrol eum
Corporation, which is focused on exploration. He cannot speak
to heavy oil or infield drilling. He enphasized it is not
adequate for gas.

REPRESENTATI VE SEATON asked if Anadarko is supportive of the EIC
as it cane in the original ACES bill.

MR. HANLEY said he could spend a couple of hours on that

qguestion. He stated there are many small things in the bil

that don't rise to the level of the big policy calls for either
side, but they do have an inpact. He said overall the benefit
in the bill was extending the time franme under which one could
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drill and get the EIC credits. Now a conpany can probably dril

a second season and get those credits, which is a positive
t hi ng. However, all of the other things in ACES that relate to
that are negatives. As an exanple, he pointed out that
suspended wells were excluded fromEIC credits. He was not sure
what the rationale was behind that exclusion. He explained sone
of the difficulties of getting EIC credits for an existing well
because of the wde discretion the state would have in
determning "existing." He said Anadarko does not mnd
providing nore information, but the qualifier for receiving that
credit is unclear. He offered other exanples of points in ACES
that are confusing or do not indicate good rationale. He said
the flat out prohibition on requesting extended confidentiality
is problenmatic because sonetinmes unexplored acreage exists near
| eased acreage. Anadarko might want to |ease the unleased area

but would want to keep drilling information confidential,
otherwi se the state could say it wants to | ease the acreage for
nor e. He said the system works as is so he is not sure what

problemw || be sol ved.

11:45:56 AM

REPRESENTATI VE SEATON said the legislature is trying to fully
consider all of those issues so he hopes whatever passes is in
place for quite awhile. He said when PPT was being established,
he recalled, the legislature was |ooking for an expedited way
for explorers to turn transferable credits in through the Al aska

Retirement Board wth 92 percent on the table. Anadar ko
Pet rol eum Corporation supported that concept at the tine. He
asked whether Anadarko still supports an expedited way to get

the credits back by including that provision.

11:47: 53 AM

MR. HANLEY said the short answer is yes but it is not a
particular issue for Anadarko because it has production at
Al pi ne against which it can take nost of its existing credits

He said it is nore of a level playing field issue for sone of
Anadar ko's partners. He pointed out the House Ol and Gas
Commttee version of the bill did not address the net operating
| oss and he believes the two should be matched.

11:49: 57 AM

CHAIR GATTO said the ACES bill is one of broad public policy
that is being addressed in a 30 day session, which wll be
followed by a 90 day session. He said no doubt sone details
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will need to be discussed |ater because of uni nt ended
consequences. The legislature is interested in fairness between
the producers and the state and anong the producers. The
| egi slature views this endeavor as a partnership and expects the
producers to conme back during the 90 day session if it
encounters an unforeseen probl em

11:51: 32 AM

REPRESENTATI VE HANLEY said he believes nost producers wll be
reluctant to cone back to ask for small changes because they
fear the risk of reopening the issue.

CHAIR GATTO said he was nmaking no prom ses but the legislature
m ght be willing to address certain probl ens.

MR. HANLEY thanked Chair Gatto for discussing that possibility.

11:54:15 AM

REPRESENTATI VE ROSES sunmarized various coments that he has
heard in the hallways about why the House Ol and Gas Conmittee
version will not work and he woul d appreci ate havi ng peopl e cone
forward to discuss that because the commttee cannot continue to
debate the theoretical

11:56: 01 AM

REPRESENTATI VE SEATON referred to the [AS 43.55].165(e) portions
of the nondeductible |ease expenditures. He asked the other
conpanies if, in the nodification of Section 6 in the L version
of the Gl and Gas commttee substitute, they would support
adding "violation of law' and clarifying that would include
crimnal negligence, and renoving Section 19, which pertains to
unschedul ed mai nt enance. He asked if Anadarko would support
t hose changes.

MR. HANLEY deferred to other conpany officials to respond to his
question and said a response will be provided to the commttee.

REPRESENTATI VE SEATON offered to get M. Hanley a copy of an
amendnent he had drafted to that effect.

11: 58: 20 AM

CHAIR GATTO referred to the 30 cent per barrel deduction, and
asked if that is an appropriate device to take care of
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unschedul ed mai nt enance.

MR. HANLEY said it is essentially a gross tax that affects al
conpani es, whet her they are doi ng adequat e nai nt enance or not.

12: 00: 17 PM

REPRESENTATI VE SEATON clarified that various factors cane into
play when the 30 cents per barrel rate was determ ned. That
rate was designed to cover nore than poor naintenance.

12: 01: 24 PM

CHAIR GATTO offered that the 30 cents could be spent on
mai ntenance or paid to the state in order to provide the
notivation for proper maintenance.

12: 01: 58 PM

CHAI R GATTO announced that the commttee would recess until 1:00
p. m

1: 08: 00 PM

CHAIR GATTO reconvened the hearing and introduced Marilyn
Crockett and TomWIlians, Al aska G| and Gas Associ ati on.

1: 08: 46 PM

MARI LYN CROCKETT, Executive Director, Alaska GOl and Gas
Associ ation (AOGA), informed nenbers that AOGA had distributed a
handout to acconpany her presentation. She informed nenbers
that AOGA is a private, non-profit trade association. The
menbers of AOGA represent the producers, explorers who hope to
be produci ng soon; conpanies that are just starting to test the
waters in Alaska - Agrium Alyeska Pipeline, and the three in-
state refiners.

1:09: 17 PM
M5. CROCKETT pointed out that when AOGA takes a position on an

issue, it requires a 5/6 vote of commttee nmenbers so that
| egi slators and regulators know that AOGA s positions represent

a broad mpjority of its nmenbershinp. The association has gone
one step further on tax issues. Its tax conmittee requires a
100 percent vote or no dissent on issues. She specified that

her testinony today represents the views of AOGA's tax
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conmittee. She told nenbers M. WIlianms has an extensive
background in oil and gas tax issues, and tax issues in genera
in the State of Al aska. He is an attorney for BP and was the
director of the tax division of the Departnent of Revenue from
1975-1979 and then becane conm ssioner of that departnent. She
cont i nued:

In these roles, he was the architect or co-architect,

if you wll, of many aspects of Alaska's oil and gas
revenues that are still in place today, from the
nmet hodol ogi es of determining gross versus net - (ross

val ue, excuse ne, at the point of production to the
nmet hodol ogy of determ ning shareable net profits under
the state net profit |eases system Tom wote the
regul ations that successfully inplenented the fornmer

separate accounting tax, as well as the statutory
| anguage in the state's present incone tax enacted on
the oil conpanies in 1981 to replace separate

accounti ng.

He supervised the first property tax devaluation of
[ Trans- Al aska Pipeline System TAPS when it cane into
production and he also admnistered the state's
tenporary two years' reserves tax in 1976 and 1977,
some 30 years ago. He was al so on the original board

of trustees for the Permanent Fund and, nost
not ori ously, Tom becane the father of ELF in Decenber
of 1976. He served as vice president and general

counsel for Cook Inlet Region, or CIR, for alnost
four years before joining BP in 1987. He is, if you

wll, ny tax expert. If | get questions that | am
unable to answer, and |'m certain there will be a
couple of them | wll defer to M. WIlianms to answer

t hose questi ons.
1:12:17 PM

M5. CROCKETT told menbers the focus of her testinony will be on
the practical inpact of the declining production levels on the
industry and state and on sone of AOGA' s concerns with the
| egi sl ation before the commttee. She continued:

Last year, when the |legislature passed the PPT - we're
here now a year later with the Admnistration telling
you that it's broken. They say it's too conplicated
to forecast, that it isn't bringing in the revenue
that was forecasted last year and they don't have
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enough capabl e auditors to enforce it.

In discussing the nerits of the proposal before you
today versus PPT and the Administration's concerns, we
must al ways keep our mind on the real world situation
that Alaska faces and that's the situation of

declining production. Production decline is a
cornerstone of the state's econony and - production is
the cornerstone - excuse me - and the decline is
eroding that cornerstone. Even with the nassive

investnments that have been nade on the North Sl ope,
production continues to decline at an average rate of
6 percent - in Cook Inlet at an average rate of 8
percent. Wthout those investnents on the North
Sl ope, that decline rate would be on the order of 15
percent so it is a significant contribution.

Wth respect to the future of the North Slope, there
is going to be a mmjor challenge for North Slope
production for Alyeska pipeline and TAPS when it gets
down to about 300,000 barrels a day. That's the
m nimum technical capacity that the new electronic
punps that are being installed is capable of handling.

1:13: 45 PM

CHAI R GATTO asked what action w Il happen when production gets
down to 300,000 barrels a day.

1:13: 59 PM

M5. CROCKETT explained that oil production is approaching
300,000 at a slow rate; Alyeska wll continue to develop
technol ogies and prepare for that declining flow rate. It's a

very, very challenging problem a nunber of options can be
pursued but the difference could be getting oil down the line to
Val dez in days - at peak production to weeks.

1:14: 55 PM

CHAI R GATTO asked if the issue is cavitation of the punp under
|l ow flows. He questioned why a punp that can nove 750,000
barrel s woul d have troubl e novi ng 300, 000 barrels.

1:15:11 PM

M5. CROCKETT said she could not answer that question but added
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the terrain is not flat and that nmkes a difference.
1: 15: 49 PM

TOM WLLIAMS, Alaska Ol and Gas Association, said "throwing a
switch and turning the pipeline off" at 300,000 barrels is an
extrenely unlikely possibility. That amount is the threshold on
which the new punps wll operate. He does not know that the
engi neers have cone up with solutions for an anmount |ower than
t hat . He said AOCGA is |looking at, with TAPS, cost structure to

nove oil to market. That may change when a point at which
sonmet hing different nust be done. That could mean transporting
oil in batches or heating oil but it wll probably be nore
costly.

1:17: 37 PM

CHAIR GATTO said the legislature has projections that show no
change at 300, 000 barrels.

1:18: 03 PM

M. CROCKETT said the 300,000 barrel threshold is focused on the
mechani cal ability avail able today. She conti nued:

Agai n, recognizing that additional work will continue,
especially if the decline continues at the rate that
we're seeing to ensure that the pipeline is
operational - but it's a data point that's out there

as a point of reference for us.
1:18: 30 PM

REPRESENTATI VE FAIRCLOUGH said nenbers were told in other
testinmony that 400-450,000 barrels are necessary to nmke it
economcal, so that economcs, as well as nechanics, are
i nvol ved in that decision.

1:19: 09 PM

M5. CROCKETT referred to a chart on page 3 of her testinony and
said it describes the inpact of different decline rates on
production with production [levels] starting today. She said at

the historical rate of 6 percent, it wll take 15 years to get
to the 300,000 barrel a day mark. If the decline rate drops to
3 percent, the time frane will be pushed out to 30 years, so the

rate of decline nmakes a dramatic difference. She stressed her
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chart

is not a prediction; it denonstrates the inpact of getting
to the 300,000 barrel a day |level fromthe | evel today.

17 PM

1: 20:

MR.

WLLIAVS pointed to a footnote about the mathematica
cal culations in the graph.

02 PM

1: 21:

IVS.

CROCKETT said the chart denonstrates the inportance of
i nvest ment necessary to extend the decline. She continued:

And, of course, as you've heard over the last few
days, there's three categories of investnent that wll
make a difference in keeping that pipeline full - one
is on exploration activities, of course, one is on
i nvestment and devel opnent in heavy oil and bringing
new fields on-line and, of <course, the third is
i nvest nment s in t he exi sting fields and t he
infrastructure to keep those production rates from
declining further.

Now you've heard a great deal of testinony in your
conmmttee and in other conmttees focusing on the
| evel of governnment take for exploring in Al aska and
the conpetitiveness of these terns relative to the

regines elsewhere in the world. This kind of who
takes nore analysis is faulty for a couple of
fundanmental reasons. First, it assunmes that the

geologic prospects for a comrercial discovery in
Al aska are conpar abl e to ot her regi mes and,

unfortunately, that sinply isn't true. The North
Sl ope has three major areas of significant oil and gas
potenti al . The first is the existing area where
activities are occurring now, between the Colville and
Canning Rivers. W also have [National Petroleum
Reserve- Al aska] NPR-A, of course, where conpanies are
exploring with, wunfortunately, sonme l|limted success.

|"'m sure that all of you have seen that there's been
about 300,000 acres of |eases turned back recently due
to poor exploration results in NPR-A but conpanies are

still exploring there so that's the other option. And
then, of course, we have ANWR but, as all of you are
painfully aware, the coastal plain of ANWR still is

not open to oil and gas exploration.
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1:22:40 PM

On the exploration front, that's certainly one of the
tools in the toolbox and it's an inportant one, it is
the activity that will bring the state production in
the future. Even when a commercial discovery is nade,
it takes years to bring us production on line and the
challenge for us today is imediate, not 8 and 10

years out. It's an inportant tool in the tool box, if
you wll, but it's not an imediate fix for us.
| nvestment in heavy and viscous oil developnent is
al so a solution. It's a md to long-term solution.
Spendi ng is underway, as you know, on evaluating sone
drilling that's been done on the North Slope in the
Ugnu formation to continue to develop the technol ogy
to get that heavy oil produced but, until then, we

have the production from West Sak to carry us for the
i mredi ate short term

: : 37 PM

So this gets us to investnment in existing fields. As
you've heard, the drilling that took place in 2006
resulted in an additional 70,000 barrels a day of
production from the Prudhoe field. If that was a
stand alone field, it would be the fourth |argest
field on the North Slope. 70,000 barrels a day of new
production frominfield drilling is a very significant

contribution to the production levels that we have
today and largely result in the snmaller decline rate
from1l5 to 6 percent that | nentioned a nonment ago.

: 15 PM

There are also nmajor investnments being nmade and yet to
be made in the renewal of surface facilities for the
existing fields. For exanple, the gathering centers
and flow stations for the Prudhoe Bay area have been
in service now for over 30 years. Prudhoe Bay and
ot her producing fields are to continue to produce for
the decades to cone. Their original facilities wll
need to be overhauled or replaced. Also, as an
i ncreasi ng anount of heavy and viscous oil cone into
production, these facilities will need to be nodified,
retrofitted, and replaced in order to mnimze the
operating problenms in handling this viscous oil.
Regardl ess of the stimulus or purpose for naking them
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renewal investments and production infrastructure
present a very simlar cash flow pattern, as there is
for investnents in the original infrastructure.
Consequently, an incentive that is effective for the
initial developnent is equally effective for renewal
as wel | .

So, again, the harsh reality all of us face, and I
know that you are very nuch aware of this, is the
decline of production. It's a big challenge for us

W are now in the process of grappling with it and
it's going to require nmassive new i nvest nents.

1:25:25 PM
M5. CROCKETT conti nued:
Turning now to the relative nerits of the bill that's

before you today versus PPT, AOCGA submts that there
are several self-evident principles of taxation that

should be used to test those nerits. First, a tax
must be fit for purpose - that is it nust do the
things that it was intended to do and it should do
them well. Second, the Admi nistration, in enforcenent
of a tax, nust be as efficient as possible, consistent
with ensuring conpliance by taxpayers. Third, a
taxpayer who wants to calculate and pay the correct
anmount of tax when it comes due - it has to be

possible for themto do that.

Regarding the first test, achieving what the tax is
supposed to achieve, nobst new taxes have as their
primary or only purpose new revenues. In the case of
PPT however, things were not so sinple. But as Pedro
van Meurs explained repeatedly in his testinony |ast
year and again at the beginning of the special
session, PPT was also designed to provide incentives
for investing in production and, in that way,
answering the threat of declining production.

Wth respect to the revenue side, no one disputes that
PPT has brought nore state revenues than the ELF
syst em woul d have.

1:26:29 PM

CHAIR GATTO said he has heard differently, that there are
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certain dollar levels at which ELF brought in nore revenue than
t he PPT.

M5. CROCKETT said she had not heard that but clarified the total
she is speaking to is in the aggregate. If one conpares the
production tax incone to the State of Al aska pre-ELF and post-
ELF, PPT has brought in increased revenue to the state.

MR WLLI AMS added:

That statement is based in the context of the prices
that we've actually had and those are above the range
where you're tal king about. It is possible, because
it's a net tax, for the net anpbunt to get to zero
before the gross anobunt would get to zero and PPT is
net, the ELF was gross. So, there are certain nunbers
where we make nothing under the net and the gross
never goes away.

1: 27: 21 PM
CHAI R GATTO asked if there is a cross-point.

MR. WLLIAMS said there is and noted it is also possible, when
oil prices are extrenely low, to get to zero with a gross tax.
He explained that is where the Wst Coast nmarket value is down
to the cost of transporting it there from the North Sl ope. He
noted on Decenber 23, 1998, the transportation cost was half of
t he market val ue on the West Coast.

1: 28: 05 PM

CHAIR GATTO said it nmust be handy to own a refinery, trucks, and
other parts, rather than just the raw resource.

1:28: 16 PM

MR WLLIAMS said it is handy and is the reason the state incone
tax doesn't look just at the upstream incone of a conpany, but
al so considers the vertically integrated conponents downstream
1:28: 33 PM

M5. CROCKETT conti nued:

According to the Departnent of Revenue, the increase
was nore than $800 million in the first nine nonths of
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2006 and, at that rate, it would have been over a

billion dollars in additional tax revenue for the full
year. DOR also said at the tine that the March 31
paynents were about $137 mllion less than the $950
mllion it had estinated. "Il conme back to the

guestions of forecasting in just a nonent.

For  now, my point is that PPT has certainly
outperformed the ELF tax, which is exactly what it was
intended to do. As a consequence of the fact that
field costs are higher than DOR predicted |ast year,
the Administration criticizes PPT for failing to
generate all of the tax revenues that the fiscal note
for HB 3001 predicted. It's even been suggested that
Al askans were somehow prom sed that PPT woul d generate
$800 nmillion nore this year than was projected and it
IS necessary, therefore, to raise the rate in order to
make good on that prom se.

: 31 PM

This whole line of reasoning is flawmed. First, DOR is
conplaining that they can't forecast PPT accurately
because it has so nmany variables that effect the
results. But if they can't forecast it accurately,
then why should reliance be placed on its current
forecast that shows the prior forecast was off by $800
mllion. If the first forecast was poor, what has
changed to nmake this one so good.

: 20 PM

As | explained a nmonent ago, the purpose of the PPT
was nore than just to attract the tax revenues that it
woul d generate. It was to create incentives for
attracting massive new investnents that will be needed
in order to neet the threat of declining production.
The system of tax credits that PPT  provides
significant incentives for investing in capital assets
to explore for, develop and produce oil and gas in
Al aska - for exanple:

there's a 20 percent tax credit on current capital
expendi tures

the transitional investnment credit for expenditures
undertaken prior to inplenmentation of PPT, which have
to be matched on a 2:1 basis for those prior capita
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expendi tures

. the tax credit for the carry-forward annual |o0ss
particularly benefits explorers who don't yet have
producti on

. the $12 mllion credit for small producers also is an
incentive for those producers to continue to explore
. and then finally the annual credit as an incentive for

expl oration and devel opnent

So, had these incentives under PPT worked - the
prelimnary results so far show that they have - DOR s
August 3rd report on PPT states that capi tal
investnments for FY 08 were 80 percent greater than
previously estimated, despite the fact that operating
costs were 101 percent over the prior projections.

1: 31: 22 PM

REPRESENTATI VE ROSES said when al nost every producer was asked
whet her the PPT drove their investnents during the |ast year,
they all said no because their planning started up to ten years
ago. He said the producers were then asked how | egislators
would know in the future whether the current incentives have
wor ked. The producers answered they hoped the state would be
able to tell because they would be producing nore oil and
drilling nore wells but they are planning ten years out at this
tinme. They said the incentives may cause them to speed things
up and bring on technol ogies that were not cost effective in the
past .

1: 32: 29 PM

M5. CROCKETT agreed Representative Roses is correct about
i nvest ment decisions being made out into the future, but noted
decisions to stop investing can be made very quickly, which is
the other side of the equation. Cearly no decisions were nade
to stop spending under the increase in PPT | ast year.

1: 32: 51 PM

REPRESENTATI VE ROSES said the |argest investor in many of the
exploration wells is the state. The producers can take credits
agai nst production they have in other |ocations, which takes
away potential revenue fromthe state. \Wien the state does get
a return on its investnment, it comes at a nmuch |lower rate and
sl ower pace.
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1: 33:48 PM

MR. WLLIAMS said he does not disagree but added the result wll
be production in the future for the next generation of Al askans
to benefit from By providing the incentives, the decline is
slowed, as is the problem of the 300,000 barrel threshold. The
mat hematics between a 6 percent or 3 percent decline provide
al nost enough tinme for a newborn Al askan to grow up. He said
AOCGA's point is that the focus has often solely been on the
dollars and cents this year and next rather than on the | ong-
termreasons for that policy.

1: 35: 48 PM

REPRESENTATIVE ROSES said if our objective should be to
encourage nore investnment, and sonme of those investnents are
riskier and therefore nore costly, it seens the credits should
be adjusted according to the risk. He stated:

In other words, those things that are going to be nuch
riskier, which is outside of the current existing
wel l's because we've heard the producers talk about
taking the current well that exists and then running
the horizontal wells out, we've heard them tal k about
t he technol ogy and how exact that science was and they
could conme literally within inches of hitting where
they thought they needed to be because of all the

seism c studies. It sounds to ne like that is a |ot
less risky than going 40 mles off somewhere and
drilling in an area where there are no existing wells.

So, why would we not add a higher percentage of
incentives for those types of wldcatting situations
and reduce the percentage of incentives for those that
are less risky potentials if we're talking about
i ncentives as the key.

1:36:57 PM

MR, WLLI AMS responded there are fundanental types of areas of
investment to get nore oil from the existing fields: infield
drilling, replacing surface facilities that are close to 30

years old and were designed for 1.5 mllion barrels of oil per
day, and shoul d perhaps be redesigned to deal with the water and
gas devel opnent and heavy oil and exploration. Infield drilling
offers a short termability to add production but the others are
necessary as well. The known deposits of heavy oil and viscous
oil are under the Legacy fields. The renewal of the surface
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facilities is of concern and is a backdrop to this session. To
replace facilities so that they are adequate for 30 or 40 years

requires a different type of investnent than infield drilling
It's inportant to look at all of the puzzle pieces to find a
good solution, however AOGA wll nmke due wth what the

| egi sl ature deci des.
1:39: 04 PM

REPRESENTATI VE GUTTENBERG said for the 20-some years that ELF
was in place, the state's return intake was dimnishing,
theoretically because the investnment was there but production
has decli ned. Wiy is industry comng back now and asking for
nore incentives to stop the decline since the industry was not
maki ng those investnents to stem the decline when nost of the
returns were going to the industry, he asked.

1: 39: 56 PM

MR WLLIAMS said that is partially incorrect because
substantial investnents were nade in gas handling expansion and
a seawater injection facility was built that provides 2 mllion
barrels per day to keep the pressure up. He added that when he
was comm ssioner, the counterpart of AOGCC was then called the
Division of Gl and Gas. The division had a huge conputer node

that said the Prudhoe Bay field should produce 9.6 billion
barrels, yet production is 2.5 billion barrels nore than that
and that is the result of investnents. He conceded the ELF
formula was flawed but he wouldn't say people didn't invest in
Al aska to devel op the Sl ope.

1: 41: 27 PM
REPRESENTATI VE GUTTENBERG r epl i ed:

And | didn't say that either. That was nost of ny
work for 25 years. As far as investnent for stenm ng
the decline, and | don't know where that was or where
that cal cul ation was, but | know at the end of the day
the pipeline has lasted a | ot |onger than they thought

already and it has a longer life yet. O course
mai nt enance goes up ... | just |ook back and wonder -
we thought they were making those investnents then and
the decline has been down. Now we're asking to
i ncrease our investnment through the credits and all
t hose other things. It's a question we're asking

ourselves - how do we get to that? Wat is the right
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| evel of doing that when, from ny perspective, it
actually - when they had the advantage - nore
notivation to do that, that didn't happen. I
recogni ze that you have a different opinion.

1:42: 31 PM

MR. WLLIAMS said one thing the ELF didn't have was tax credits
- they are present here. After 1989, field size was the
dom nant element in the equation unless a field was close to
averaging 300 barrels a day per well. Kuparuk's wells were

going down to 300 barrels a day and, at that rate, the ELF
formul a becane zero.

1:43: 04 PM
CHAI R GATTO asked if that applied to all wells in the field.
MR. WLLIAMS said that is correct.

CHAI R GATTO said there was concern that a conpany could add a
few nore unproductive wells to get the tax rate to zero.

1: 43: 34 PM

MR. WLLIAMS questioned why a conpany would spend $1 to save 15
cents on taxes.

CHAI R GATTO noted that depends on how many years one could save
15 cents.

MR WLLIAMS said he could provide a fairly straightforward
denonstration, if nmenbers are interested.

1:44: 03 PM
MR. WLLI AMS agai n acknowl edged the ELF was fl awed and sai d:
The point is: that is not where we are now. And,

nmeanwhi l e, there was a lot of noney spent devel oping
fields, developing satellites, exploring for finding

successes like Endicott and finding things that are
| ess successful [|ike Badam . And, still there are
investments being made to develop new fields |ike

Nort hStar or Liberty.

1:44:52 PM
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REPRESENTATI VE GUTTENBERG said his point was that |egislators
are being asked to structure the oil and gas tax policy to
create a behavior when no historical reason for doing so exists.

1:45:14 PM

CHAI R GATTO asked what the output is of the Badam field.

MR WLLIAMS did not know.

CHAI R GATTO said he has heard Badam was a "di sappoi ntnment."

MR WLLIAMS said it was shut down for awhile and may still be.
He offered to get that information for the commttee.

CHAIR GATTO said he is curious about the purpose of shutting it
down and restarting it.

1: 46: 00 PM
REPRESENTATI VE SEATON st at ed:

...\ are in a position where tax policy does drive
behavi or, and previous tax policy drives behavior, and
there were a nunber of wells - our information was -
that were in Kuparuk that really weren't economc to
keep running but that were kept running because it
reduced the per-well production and so ELF went down.
That doesn't nean that's bad. \Watever system we set
up, you know, we have to | ook at those things and so a
gross tax system can be ganmed just |ike a net tax
system can. There are different ganmes in what we're
hopefully trying to do and work with you folks in
making sure we elimnate as nmany of those gam ng
possibilities as available under whatever tax system
we conme forward with. So, | don't think that we are
totally in opposition saying oh, well a gross tax
system ELF worked perfectly and didn't change behavi or
or didn't have unintended consequences and the sane

thing with the net tax system And, so, there will be
a nunber of anmendnents, |'m sure, offered to try to
restrict those possibilities so that the desired
outconme is there and | think that Representative

GQuttenberg's question about tax credits and all - |
think we are trying to influence behavior and that's
what the tax policy is for. Thank you M. Chairnman.

HOUSE RES COW TTEE -51- Novenber 1, 2007



1: 47:40 PM

M5. CROCKETT said she would agree that tax policy does drive
behavi or. She said legislators are attenpting to strike the
bal ance between influencing behavior so that the noney does not
get spent el sewhere as opposed to investing here. She submtted
that tax policy influences behavior in a positive way.

1:48: 23 PM
M5. CROCKETT continued with her presentation.

So, now noving on to the House bill, the commttee
substitute for HB 2001, how well does it stand up
under the standard of fit for purpose? Certainly it
woul d generate nore tax revenue than the PPT wll,
even in the short term but it is premsed on the
totally m staken notion that increasing the government
take from the economc pie wll encourage greater
investnment, or at |east not discourage it fromwhat it
woul d be anyway. No one has ever taxed economc
growh into existence and this bill wll not do so
ei t her.

The second standard for evaluating the legislation
versus PPT is the admnistration and enforcenent of
the tax nust be as efficient as possible, consistent
with ensuring conpliance by taxpayers. Here the two
chief objections to PPT have been, first that it is
not possible to forecast the revenues fromit with the
accuracy needed for state budget purposes and, second,
that the audit challenges of PPT |eave the state's
audi tors hopel essly out gunned. So the questions that
need to be answered then are how nuch nerit do these
criticisnse have and would the |egislation before you
now address these concerns.

Regarding the forecast for PPT, the Departnent of
Revenue cites two nmjor concerns with the forecast.
One is that while costs would be expected to increase,
the dramatic difference between what was predicted and

what has actually been experienced brings into
guestion whether the legislature made its decisions
based on appropriate information. That's a quote.
The ot her is that the departnent needs  cost

information about current and planned spending from
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the operators, producers, and explorers and this
al l egedly has not been forthcom ng fromthem

Addressing the matter of the difference between the
projected expenditures behind the fiscal note |[ast
year and what those expenditures have actually been,
when the prior Admnistration saw information about
expenditures |ast year, they chose not to rely on the
representations about the 2006 costs that i ndividual
conpani es gave the legislature in public testinony at
that time. Instead, they |ooked at what they believed
to be nore reliable information contained in the nost
recent partnership tax returns that had been filed for
the IRS. The federal partnership returns are not due
with the IRS until Cctober of the follow ng year so
even as |late as August of 2006, when the legislature
passed HB 3001; the nobst recent returns avail able were

for 2004.

1:51: 00 PM
On page 8 of the testinony, there's a chart show ng
the producer price index for oil and gas field
machi nery and equi pment during the |ast decade. You

can see, on the highlighted bar here and the graph
t hat marks 2004, when you | ook at that bar and conpare
it out to what 2006 - the costs of doing business in
2006 were, you can see that there's a dramatic
di fference between 2004 and 2006. Now there was
nothing sinister about what the Adm nistration did,
and | don't nean to inply that there was. The conpany
said that the 2006 costs were high but the last tax
returns at that time indicated the costs were
significantly less with a fairly lengthy track record
of gradual increases.

1:51: 28 PM
CHAIR GATTO noted oil prices increased by a 50 percent increase

bet ween 2006 and 2007, which had to make a dramatic change in
the net profitability of every conpany that had produced any

oil, as well as the state's revenue. He stated that has not
abated yet so he suspects that rapid rise in costs had to do
with decisions to take advantage of this high oil price
environment and "pull out all of the stops.” He asked whet her

it takes three nonths to increase or reduce production.
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1:52: 30 PM

M5. CROCKETT said when prices are high conpanies drill nore
wel | s because the return on the investnment is higher. However
nore activity increases the cost of doing business because of a
| abor shortage, |ess steel avail able, etc.

1: 53: 01 PM

MR. WLLIAMS explained that the graph shows what would have
happened to the whol esale/retail prices of equipnent over that
peri od. He said the scope of work has gone up, which also
i ncreases costs. More people are working on the Slope now than
for many years.

1:53:47 PM

CHAIR GATTO said |abor has increased in price. He assuned
drilling rig crews nust be inported from other places in the
wor | d.

1:54:10 PM

MR. WLLIAMS said that 12 to 14 rigs have multi-year contracts
on the Slope; the cost of the rig is set on the contract, but as
t hose contracts roll over, the new contracts reflect any changes
in |abor costs.

1:54: 36 PM
M5. CROCKETT continued with her presentation.

So back to the Departnent of Revenue's use of
information that it had before it at this tine.
Again, they relied on the information that was
reported in the tax returns and | suspect that, given
the same situation if Revenue found itself in today,
that they would do the sane thing. It's a reliable
source of information versus characterizations from
t he industry.

The other criticism that DOR makes of PPT is that
producers and other taxpayers are not providing
information that it needs to forecast wth sufficient
accuracy. Qoviously, AOCGA is not privy to what
taxpayers are reporting to DOR as they nmke their
nonthly installnment paynents and their annual true-up
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paynents, but that information is avail able.

DOR s second chief objection to the admnisterability
and enforceability of PPT is the audit challenges,
where it believes that it leaves its auditors
hopel essly out gunned. ACGA does not have a position
on the shifting of those classified positions to the
exenpt service. That's a decision for the legislature
to make but there are sone issues associated wth
audits and with PPT that we would like to address,
however . This has to do with the starting point for
determining how nuch a producer's deductible |ease
expenditures are. The PPT statutes currently allow
DOR a choice between starting wth the joint interest
billings and invoices that operators bill to other
participants or starting from a conprehensive set of
accounting rules and principles that DOR wites up.

What choice DOR chooses will determne nothing |ess
than the very success or failure of PPT as a tax and
for this legislation as well, if it is enacted. It's

i ke having a tax based on your federal inconme tax and
choosi ng between the federal return as audited by the
IRS as a starting point or starting with the Interna
Revenue Code, and leaving it up to you and DOR s
auditors alike to find out what the right answer m ght
be.

1: 56: 30 PM

From the taxpayer's perspective, this neans a near
certainty of continual assessnents year after year
with additional tax, interest, and perhaps penalties,
and may nmean a long series of |lawsuits and appeals as

wel | . From the state's perspective, these sane
troubles for the taxpayer wll mean that t he
incentives for investnment wll be seriously eroded.
The greater the wuncertainty about how nuch tax a
conpany owes, the greater the likelihood that the
incentives will turn out to be less than their face
val ue. A taxpayer's only recourse in this situation
wil | be to discount the face wvalue of those
investnments in running the economc analysis about
maki ng an investnent or not. So the effectiveness of
those incentives will be less than what they should be
and Alaska will fail to realize the full anmount of new

production it needs.
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The ot her choice that DOR could nake would be to start
with the operator billings to the other participants
on oil and gas operations - and please note that |
said start with those billings and not end. Anything
in those billings that are non-deductible under the
statute would have to be backed out. The central
concept of |ease expenditures is that they nmust be
direct and ordinary and necessary costs of exploration
devel opment and production. It would be nost
surprising if there was anything in those billings
t hat goes outside the standard.

How can Alaska be sure of this? Because the
participants in an oil and gas operation do not give
the operator a license to waste their noney. ' ve

heard a great deal of concern expressed during these
heari ngs about how conpanies mght sonehow gane the
system in order to reduce the tax that they wll pay
to the state. Wile so many are so worried about
efforts by their conpanies not to overpay the state,
why would nost of these sanme people think that the
conpanies want to overpay either one? | f anything,
since the operator wusually is a direct conpetitor,
t hey probably don't want to overpay that operator any
nore than they want to overpay the state. It's
reasonable to rely on the operators - on the non-
operators self interest to police and limt what the
operator can spend noney on and they do that policing
by auditing the operators' invoices to them

In the context of PPT, the Departnent of Revenue
should audit the audits to verify that operators do,
i ndeed, audit an operator's invoices on a regular
basis and that these audits are rigorous and at arms
l ength. But, once these things have been confirned by
the Departnent in its verification of the non-
operator's audits, there is little point to DOR to
spend the tinme and the effort to "replow that the
field that the conpany's audits have al ready pl owed.

Dani el Johnston, a consultant hired last year during
the Ilegislative debate on PPT, gave an infornal
presentation to mnenbers of the legislature, as you
know, on Cctober 19. During that neeting he praised
the expertise of joint interest auditors and the
ability for the state to utilize unit accounting. He
went on to say that it would be extrenely insightful
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for the state to get wunit accounting and nade the
observation that state auditors are vicious, but that
joint interest auditors are even nore Vicious.

O course for operations where there's only one

partici pant, the applicability of joint interest
billings doesn't really cone into play but those joint
interest billings, however, can be used as a basis for

verifying expenditures that are ordinary and direct
and | ease expenditures tied to a particular operation,
so, while you don't have the benefit of the joint

i nt erest billing itself for a single operator
situation, the returns from that single operator can
be nmeasured against the joint interest billings from
ot hers.

Unfortunately, in the legislation that we have before
us today in Section 37, the ability of DOR to utilize
the joint interest billings is being repeal ed. That
ability does not require the Departnent to use them
but rather authorizes the Departnent to utilize those
as one of the tools for auditing purposes. W believe
that this repeal will nean that the Departnent cannot
use those, even when DOR wants to allow their use.
DOR has testified in other hearings that sonehow they
will still be able to require or authorize the use of
operators' billings, even if the present statutory
provi sions are repeal ed. However, if you enact a |aw
specifically saying that DOR can do sonething and then
|ater on you repeal it, we believe that it neans you
cannot do that any |onger. But even if you're
persuaded by DOR that we're wong on this point, why
woul d you repeal those statutes and take the chance
that the courts won't agree?

|"ve spent so nmuch tinme on this particular topic
because of the situation a non-operator faces. Al of
the information it has about what's being spent on the
operation is what it gets from billings by the
operator plus whatever it nmay learn by auditing those
i nvoi ces. But, if such a non-operator cannot start
from those invoices, how can it figure out what to
report as the |ease expenditures for that operation?
Al of the books and records of the expenditure are
wth the operator and if a non-operator hasn't yet
audited the operator, they'll have no idea what those
books and records show It's not feasible for a non-
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operator to be auditing the operator nonth-by-nonth,
yet the non-operator nmust sonmehow have to be reporting
and paying installnments nonth-by-nonth throughout the
year. Even by the March 31 true-up of the follow ng
year, it is unlikely that any audit of the operator's
books and records w |l have begun by that date, nuch
| ess conpl et ed.

Thi s IS I nport ant because t he penal ty for
msestimating the installments is principally in the
difference between the rate of interest on overpaid
install ments and underpaid ones - by the Mirch 31
true-up, iIs a very serious business. Interest at an
APR of not less than 11 percent conpounded quarterly
begins to accrue and penalties of up to 30 percent for
negligence and failure to pay can be assessed on the
anount of any underpaynent continuing after the true-
up date. If a non-operator cannot rely on its
billings from the operator as the starting point for
t hese purposes, what is it supposed to use?

2:01:10 PM
Now this issue has been addressed by us and the

Adm ni stration during hearings as | nentioned a nonent
ago, and they've stated that it is their intent to

allow the use of the joint interest billings as one of
the tools. | would encourage the commttee to verify
t hat Wi th t he Adm ni stration during your
del i berati ons. In any event, if it is the intent to

allow these to be used, there's no reason to repeal
the specific authorization to do so.

2:02: 39 PM

And M. Chairman, |'ve attached to the testinony a
white paper that provides sone additional details
about why we believe this is inportant.

2:03:14 PM

REPRESENTATI VE SEATON referred to the joint venture billings and
asked if the joint partners pay for itens that are not
deducti bl e, such as |ease expenditures under PPT. He questioned
whet her those things are segregated out as to what is deductible
and non-deductible for our tax purposes or whether it is all
conbi ned and nust be torn apart. He noted there are up to 20
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non-deducti ble |ease expenditures that are chargeable to the
ot her partner.

2:04:26 PM

MR. WLLIAMS told nenbers a nunber of things are specifically
excluded in the statute that don't go into joint venture

billings - costs of disputes, arbitration between partners, etc.
Some costs, such as the ~cost of response clean-up and
remedi ation are not allowed. The billings have a |long series of
accounts so that each recipient can see each separate cost
involved in the renediation of a spill. The recipients will be
able to figure out what costs need to be renoved from the
deduction and the billing so the state would not be paying for
t hose. From an audit standpoint, that will ensure that what is

spent for a disallowed category has been renoved.
2: 06: 37 PM
REPRESENTATI VE SEATON r esponded:

So, we've got this huge stack of accounts and of
course there's no reason for the joint partners to be
separating those itens out that are non-deductible
agai nst PPT, so they're all going to be mxed in with
all of the things that are allowed to be deducted by
the joint partners - | mean allowed to be billed at
the joint partners. s that <correct or is it
segregated out so that it's fairly easily tracked
wi t hout going into each account category?

2:07:14 PM

MR. WLLIAMS explained the operator can't advise people that
certain accounts are disallowed costs. Each taxpayer has its
own tax departnent and responsibility for going through that.
At least it will know what costs have been spent. He said if a
cost can be argued either way that taxpayer will have to nmake a
call and the auditor wll check. However, in ternms of the
anount in each account, the question is whether those are direct
costs of running the field - are they ordinary and necessary

costs. Wth respect to those standards, a conpany won't give an
operator a license to waste its noney to run another field so
that won't include a jet at headquarters. That discipline wll
exi st anong the partners; however, it wll not exist for a
conpany with no partners. He pointed out one conpany m ght have
a 99 percent interest in a field and that is an area where DOR
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wi || have work. He added:

But, for a nunber of the fields in terns of the audit
wor kl oad, some of this can be made sinpler than for
these ones where you don't have the audits going at
all between partners... Even now, | would be stunned
if there was anything in the joint venture billings
for PPT currently or under the proposed ACES
legislation that is not a direct cost and not an
ordinary and necessary cost of running that field,
just because of each participant's desire to keep its
nmoney for itself and not to waste it, and not to |et
the operator waste it for them

2:10:16 PM
REPRESENTATI VE SEATON repl i ed:

I understand your point and the point of the

Adm ni stration. The Adm nistration is saying that
they're going to use the joint billings as part. Each
one of your conpanies on previous to the joint billing
statenents has to submt all of the tax, you know,
accounting at the true-up tine to the state. So, |
guess |I'mtrying to weigh this. Let's say Conpany X
has to file their PPT tax form on April 1st... and
then they may nodify it when things go down the line
and they get sonme nore billing or whatever - joint
billing statenent from the operator in Cctober.
They're still going to have to submt a revised PPT
billing if there's sonething different. So, | guess

the question is, does this nmake any difference as far
as the tax liability or the tax timng or is it just
sinply that AOCGA and the conpanies are wanting to have
the auditors first check the submtted tax - PPT tax

statenment from each conpany against the joint billing
statenent but it doesn't prevent them from going any
farther than that. Am 1 correct? | think many of us

are quite confused at what this big problemis to tel
you the truth

2:12: 07 PM
MR. WLLIAVMS explained the problem is that the existing
authority that says the departnment may authorize or require the

use of the amounts billed or billable by the operator (Section
165(c) & (d)), which will be repealed in the bill. | f that
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statenent is repeal ed, does that nmean DOR cannot use then? He
said as long as it is clear that the legislative intent is to
allow themto continue to use it, that |anguage can be renoved

However, if that |anguage is left by itself, it could create an
uni nt ended consequence that neither the Adm nistration nor AOGA

want . If a non-operator in a field cannot use the joint
interest billings, it has no starting point from which to report
and nmake its estimted paynents. If it turns out that during
the audit the auditor decides differently, the operator will be

on the hook for not being accurate.
2:13: 39 PM

REPRESENTATI VE SEATON questioned whether this is the real
criteria the non-operator needs to be able to rely on for the
PPT tax filing and to determne whether DOR has the |egal
authority to require that is the crux of the matter.

2:14: 08 PM

MR WLLIAVS said that is correct. The non-operator pays the
billings; that is the cash out of his pocket.

2:14: 27 PM

M5. CROCKETT continued with her testinony.

Progressivity, as you know, is a feature of the PPT.
It's an addition to the PPT tax. Li ke the existing
PPT, the present progressivity tax is based on the
“net value” of production. But, unlike the basic tax,
it is conputed nonthly instead of on an annual basis.
The rate for progressivity in the current system is
zero when the “net value” per barrel is $40 or |ess,
and it rises linearly at a 0.25 percent point per
dollar that the net value of the equivalent barrel
rises above $40, then up to a maxinmum rate of 25

per cent . The 0.25 figure, which sets the rate at
which the tax rate rises, is known as the “slope.” |
should repeat that what |'ve just described here is

the current system and not the system that's enbodi ed
in the commttee substitute for you at this tine.

2:15: 26 PM

The rationale for progressivity boils down to little
nore than, at these prices, that the oil industry can
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afford to pay nore. If affording to pay is the
rationale for setting taxes, then who was arguing not
even 9 years ago to give the industry a break when the
spot price for a barrel of ANS on the Wst Coast after
spending the $4.26 for transportation to get it there
crashed to $8.16 in Decenber of 98. Nobody. It is
this asynmetry t hat makes progressivity SO
objectionable to the industry. W have put all of the
capital and taken all the risks in nmaking that
i nvest nent . Periods of high oil prices are not only
an opportunity for industry to catch up for periods of
low prices, but they are also an opportunity to nake
up for expensive investnents that prove to be
unsuccessful . The one exanple that |'ve included in
my testinony today is the Mikluk prospect. | ndustry
paid over $1 billion in bonus bids for that prospect
in 1982, then it spent another $135 mllion installing
a gravel island and drilling an exploratory well,
whi ch turned out to be, unfortunately, a dry hole.

2:16: 34 PM

REPRESENTATI VE ROSES agreed with Ms. Crockett's statenent about
spending $135.6 nmillion in 1982, but said today, a considerable
anount of credits under PPT and ACES would reduce the liability
for that conpany to an anmount considerably below $135 mllion.
He stated the state has made a considerabl e amount of investnent
to help provide oil conpanies the incentive to do exactly that.
He suspected that Ms. Crockett's statement, "W have put up all
of the capital and taken all of the risk in nmaking the
investnent ..." IS inaccurate. He recounted that severa
producers have said one of eight or ten wells drilled are
productive and said if the state is allowing exploratory credits
at 20 percent and 22.5 percent off of capital investnents on all
ten wells, the state probably has taken an equal anount of risk
in ternms of the anpbunt of noney put up and probably has fairly
significant investnents. While he agreed with the concept, he
felt it inaccurate to say the industry is putting up all of the
capital and taking all of the risk.

2:18:32 PM

REPRESENTATI VE FAIRCLOUGH said she is on the sane page as
Representati ve Roses as she construed Ms. Crockett's coments as
a request to take the credits back off the table and that the
i ndustry would repay all of the costs the state has allowed as
credits. She said there is sone balance in the progressivity
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| anguage to incorporate ACGA's truth and the state's truth.
2:19:13 PM

REPRESENTATIVE ROSES clarified that he appreciates MVs.
Crockett's and M. WIllianms' work but clarified his point is
that a | ot of people do not realize the anpbunt the state invests

to ensure the oil continues to flow The | egislature's nost
difficult task is to find the balance between the state's return
on investnent and the industry's return on investnment. He noted

the fact is the state and industry are partners with investnent
and risk. The state nust determne a point where it encourages
i nvestment and captures the maximumreturn for the state for its
i nvestment and ri sk.

2:21: 07 PM

CO- CHAIR GATTO offered his opinion regarding public perception
on the oil taxation issue:

The public hears we want to take even nore noney from
the oil conpanies. And | think it is inportant to
recogni ze that the noney comes fromthe oil. It's our
oil and we share in the resource and the oil conpanies
get a share and we get a share. And the debate may be
over what's the fair way to put it. If we put in 50
percent of the noney, do we only get 40 percent of

the revenue, and if you put in |less noney you get nore
of the revenue, et cetera. And that's the debate.

But the statenent that we take from the oil conpanies
is very far from truthful because we both take from
the resource and it's only the way the allocation is
made that determnes who gets what percent. :
There are things that the public hears - sonetines in
sinmple things like letters to the editor or talk show
callers or newspaper articles or certainly trade
publications, which are very strong depending on what
side they're on. They're usually on the side of the

oil conpanies and they have the nobst sway - how much
nore do you want to take from the oil conpanies?
Well, we haven't taken any yet, so we're not taking

any nore. And, to me, that's an inportant distinction
and Representative Roses and Representative Fairclough
and the rest of us recognize that that distinction is
very clear to us because we deal with it all the tine.
It should be clear to you because you deal with it all
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the tine.

And | think, in all fairness, when we do speak to the
public at-large or wite articles in the paper, that
we ought to be at |east sonmewhat nore careful in
descri bing what we take fromthe oil conpanies and the
fact that you take all the risk and, yet, of the smal

anount of noney being nade that we take even nore from
you. That puts us in a horrible Iight. And 1'd be
willing to be in that horrible light if it was true
and say | need to defend nyself now, because what
we're doing is unfair, is greedy - and, by the way, we
get called greedy all the tine, too. And I'mthinking
- who gets nost of the nobney here conpared to the
i nvestnment they nmake? Are we greedy for demanding for
our sharehol ders what they deserve? And can we assign
the term to sone other partner of ours and saying,
"You know, you're taking away from those single nons
with three kids who are sick at honme today and don't
know what they are going to do for the next dollar."
And they deserve sonething better than to be called

gr eedy.

So, | know we're kind of dunping on you about this,
but you are ... with AOGA, not just with them | nean
you're inportant. And you get that nessage to any
t housands of people. And I'm not sick of all the ads
that have shown wup, but | kind of smle at them
soneti mes because | recognize that this group here -
and the building at large is responsible for making
the nost significant decision of the decade ... and

maybe because many of us were here for the previous
one, that we're involved in the nost significant
i ssues of the decade for us - declining production et
cetera, high oil prices et cetera.

And ... we're going to make that decision based on
solid information that we get. But then there's all
that stuff that goes out over the air waves that's - |
don't want to say it's hurtful - but, it's inaccurate
and we don't respond with a mllion dollar ad canpaign
saying, "You know, BP did not give us these parks."
The oil in the ground gave us the nobney so that BP
could get a share of that noney and then give a little
bit back to the comunity. "1l give you that. But
sonetines the information is out there that, "You

know, we're enjoying these parks because of an oil
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conpany.” And |I'm not sure that's fair, because we're
enj oyi ng the parks because of the oil resource that we
own. And what we're doing is asking the conpanies to
cone out and say want to nmake sone noney? You want to
make sonme good noney? Cone on out here, bring sone

drilling rigs. We'll get sonebody to build a
pipeline, we'll ship the oil, and we'll sell it to
sonebody el se. And we'll all make noney. And not

that we are greedy for asking a share of the noney
since we started with the oil and other people brought
in nmoney and made a consi derabl e anount of noney.

And, 1'm going to apologize for all of this, but at
sonme point, certainly as the week drags on, | really
woul d like you to understand our position on this. I
feel sonetines we're taken to be a little bit slow in
that you nake sone accusations, we don't respond, you
nmake sone nore accusations, we don't respond.
Because, even though we don't believe them and we
hope Ilots of people don't believe them sonetines
responding just creates ill wll and then we start a
war in the nedia about who said what. And | want to
t hank ny col |l eagues that we don't do that.

2:26: 46 PM

M5. CROCKETT said she agrees with a lot of the points Chair
Gatto raised but said AOCGA s advertising that has occurred over
t he past nmonth has had one goal, that being to give the public a
heads-up that the nunber one issue facing Alaska today is
decl i ning production. Therefore, it is inportant to strike the
bal ance Representative Rose just spoke to.

2:28: 08 PM
REPRESENTATI VE GUTTENBERG adm tted he finds ACGA' s

advertisenments to be offensive. He noted |ast year at the close
of the session, M. Hosie, a successful oil and gas attorney and

successful litigant against the [oil] industry, talked to
| egi sl ators about the obligations under the contracts. The
state owns the oil and gas. It is not a producer, devel oper, or

construction outfit. Wen the state enters into a contract with
a successful bidder, they get 87.5 percent of the royalties;
they are then obligated to look out for the state's best
interest, no their own. That only happens when folks cone in
and convince legislators that it is nore inportant to change the
tax structure and give tax breaks.
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He surmsed if the industry was | ooking out for the state's best
interest in the long term the state would not be |ooking at
such a steep decline in production because maintaining
production is in the state's best interest. He said the state
has been encouraging nore exploration, developnent, and new
technol ogies for the last 20 years. Had the industry lived up
to its end of the bargain, nobody would be having this
di scussi on today. Al aska could have been the |eader in oil
technologies, but it is not. He agreed with Chair Gatto's
comments about the partnership but said he has found the
relationship to be disappointing in nany ways because it has not
al ways been above board.

2:32:15 PM

REPRESENTATI VE JOHNSON pointed out the two basic ways to
distribute the oil wealth are through taxation and | obs. He
said the state needs its fair share but it also needs to keep
peopl e enpl oyed. He said he does not believe the inportance of
t he enpl oynent issue has been discussed and shoul d be consi dered
in the bal ance.

2:33:44 PM

REPRESENTATI VE WLSON said as she listens to all of the oil
conpani es now, she recalls how the sanme industry representatives
said the PPT would cause all kinds of problens when it was first
adopt ed. Now they are saying it is wonderful. She said it is
all relative. Now they are asking legislators to keep the PPT
and not adopt ACES. She understands their positions but finds
the situation to be ironic.

2: 35: 08 PM

MR. WLLIAMS said he doesn't want to respond to the statenents
that were made as such because, as Chair Gatto said, a response
can sonetines be counterproductive. He noted in a fundanenta
sense, the industry is repeating what it said |last year - that
somewhere between a tax system where the state takes nothing and
where it takes 100 percent is a sweet spot. AOGA said |ast year
it thought PPT overshot the mark; it is now saying the sane
t hi ng. AOGA' s point is that a sweet spot exists and ACGA is
telling legislators where it sees that spot. That spot nust
consider the trade-off between jobs today and jobs tonorrow and
revenue today and revenue tonorrow. At the end of the day, that
point is the legislature's decision and everyone respects that.
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No one neans to denean that or the difficulty of the task. He
said industry representatives are urging legislators to get to
that spot, despite the rhetoric.

2:37:36 PM

CHAI R GATTO asked what the advertisenents are saying.
MR. WLLIAMS said he did not know.

2:37:39 PM

REPRESENTATI VE EDGVON agreed with M. WIIlianms' characterization
of the situation. He said the discussion confuses him because
it appears the progressivity theory gets both the state and
producers to the sweet spot. He asked if AOGA does not support
progressivity but agrees in concept that the state should get
nore on the wupper end when the producers are getting nore
profit, and conversely both share at the |ower end when oil
prices dip. He asked what AOGA would support if it does not
support progressivity.

2:38: 30 PM

M5. CROCKETT said AOGA's position is that PPT should not be
changed. It contains a progressivity piece, sonething ACGA did
not support last year, but it is current state |aw AOGA

believes the system in place today provides the sweet spot
nment i oned.

2:39: 00 PM

REPRESENTATI VE EDGVON asked why Ms. Crockett's witten statenent
says the asymetry makes the progressivity so objectionable to
the industry.

2:39:16 PM

M5. CROCKETT said AOGA supports the PPT in force today, which
has a progressivity feature in it. She said AOCGA doesn't really
like progressivity as a general concept, but that is immterial.
The fact is the state law contains a progressivity feature and
AOCGA is willing to live with that |aw It does not want that
i ncreased.

2:39:45 PM
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CHAI R GATTO noted Ms. Crockett's opening page says AOGA requires
a 6/6 vote to adopt a tax policy - that being no dissent. He
asked if the entire AOGA tax policy commttee accepts the
progressivity clause in the current PPT law, but objects to it
in ACES, he would assunme the entire comrittee objects to
progressivity.

2:40: 28 PM

M5. CROCKETT expl ained the progressivity clause is an increased
tax in the ACES | egislation.

CHAI R GATTO asked if the entire tax policy conmttee objects to
progressivity in the ACES | egi sl ation.

M5. CROCKETT said that would depend on what the progressivity
contained in it. She said AOCRA is living with a tax that
contains a progressivity feature; its menbers have agreed that
tax should not be changed. However, when you get into changing
bits and pieces of it, AOGA has to step back and make a judgnent
call on whether it likes or dislikes the proposed changes. She
repeated AOGA's position is that PPT should not be changed.

2:41: 35 PM

CHAIR GATTO said no one considers M. Crockett to be
di sagreeabl e but when the conmittee reads sonething in print
that requires AOGA nenbers to support it, nmenbers nust ask the
tough questions and AOCGA nust "slug it out"” and support its

stat enments. Those exchanges provide a golden opportunity to
take the legislature' s nmessage back to the association that sone
statenents need to be clarified. He questioned whether AOCGA

does not support any anmount of progressivity in the ACES
| egi sl ati on.

2:45: 37 PM

REPRESENTATI VE FAI RCLOUGH sai d she appreciates the difficulty of
representing so many industries wthin AGCGA She noted M.
Crockett was the benefactor of an earlier discussion on
progressivity and gross and net tax and how inportant it is for
each legislator to represent their districts and all Al askans
and that the commonality is that everyone wants to do the right
thing for Al askans and the state.

2:47:15 PM
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M5. CROCKETT told nembers ACGA is concerned that the House bil
before the commttee does not neet the fit for purpose standard.

AOCGA is also concerned about the decline of production. ACGA
hopes the legislature continues to strive for the balance
di scussed during the neeting. She thanked nenbers for the

opportunity to testify.
2:48: 17 PM

REPRESENTATI VE ROSES said his point was that he finds the
producers' comments about their partnership with the state to be

a bit disingenuous when they say they have nmde all of the
investnments and taken all of the risk. He repeated the word
"all" bothers him because the state shares in that risk.

2:49: 18 PM

CHAI R GATTO congratulated M. Crockett on her appointnment to
AOGA's executive director position and apologized if his
coments were aggressive. He repeated the frontal conversations
must occur.

M5. CROCKETT inforned nenbers a staff nmenber from AOCGA s
production departnent is available to answer questions.

The comm ttee took an at-ease from2:51:13 PMto 3:08: 38 PM

3:08: 51 PM

CHAIR GATTO reconvened the neeting and announced that the
commttee received a witten response from Marcia Davis of DOR
to a conmmttee nenber's question

3:09:49 PM

PAT FOLEY, Manager of Lands and External Affairs, Pioneer
Natural Resources Alaska, told menbers he would like to re-
famliarize them with Pioneer as a corporate entity and give a
status update of its projects in Al aska. He then said he would
address the existing PPT |egislation. [M. Foley's testinony
acconpani ed a Power Poi nt presentation.]

3:10: 20 PM
MR FOLEY said Pioneer would like the commttee to resist the

tenptation to nmakes changes to the existing tax |legislation. He
noted, in regard to previous questions about how quickly the
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i ndustry can react, he would liken the industry to a steanship.
It cannot start, stop, or turn on a dinme, he noted. He said PPT
is a tax system that wll notivate investnent but it is too
early to see any behavioral changes from that tax policy. He
submtted it may take several years to see any changes.

3:11: 24 PM

MR,  FOLEY infornmed nenbers that Pioneer is a large US
i ndependent with operations in Al aska and the "Lower 48," which
is its breadbasket. Pioneer does a lot of work in Texas, both
oil and gas onshore, and has large coal bed nethane assets in
the Raton Basin [in Colorado] and it does business in South
Africa and I ndonesi a.

3:11: 51 PM

CHAIR GATTO asked M. Foley to clarify whether his conpany
repl aced the Evergreen Resources operation in the Mit-Su Vall ey
and, if so, to summarize the transition

3:12:18 PM

MR FOLEY told nenbers his conpany did acquire Evergreen
Resources, primarily for its coal bed nethane assets in
Col or ado. Evergreen's Al aska business did not fit Pioneer's

busi ness nodel so, when it took over, it surrendered Evergreen's
| eases within a year.

3:12: 54 PM

CHAI R GATTO asked if Pioneer obtained some |eases on the other
side of the Castle Muwuntain fault.

3:12: 57 PM

MR. FOLEY said it did not. He expl ai ned anot her conpany naned
Pioneer G| cane in and placed bids on some of those |eases as
soon as Pioneer Natural Resources Al aska surrendered them

3:13: 36 PM

MR. FOLEY jested his conpany is the little conpany spending all
t he nmoney on the North Sl ope right now

3:13:52 PM
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MR. FOLEY told nenbers Pioneer Natural Resources Alaska has
about 1600 enployees worldwide, nost are located in its
headquarters outside of Dallas. In 2006 its revenue was about
$1.6 billion. Its market cap is about $6 billion. I n
conpari son, ExxonMobil's market cap is about $500 billion.

3:14:46 PM

MR. FOLEY said Pioneer entered the state in 2003 and acquired
sonme | eases. Pioneer drilled three exploration wells that have
led to its Oooguruk devel opnent - Pioneer's flagship project on
the North Slope. It has a 70 percent interest in that operation
and is partnered with ENI, the Italian national oil conpany.
Pioneer is also working on another project in Cook Inlet called
Cosnopolitan in Anchor Point. That resource was discovered
decades ago. Pioneer has acquired 100 percent of the |eases; it
has an appraisal rig working at that |ocation today. It should
finish drilling very soon and then spend several nonths testing
the well. Hopefully that wll |ead to another development. He
noted that Cosnopolitan is roughly simlar in scope and scale to
its project on the North Sl ope.

3:16: 07 PM

CHAI R GATTO asked if that project is simlar to an on-land oil
pl at f or m

3:16: 09 PM

MR. FOLEY said that is a very good analogy; it is on land
al though the resource lays offshore, as far as 3+ mles, so

Pioneer's entire devel opnent plan would be onshore drilling with
extended reach wells. He said Pioneer is also an exploration
conpany. It owns about 1.5 mllion net acres on the North
Slope, the vast mgjority of it is in NPRA It has an
exploration joint venture with Conoco Phillips and Anadarko.
Since Pioneer entered the state, it has participated in the
drilling of 11 exploration wells. He told nenbers, "To be
frank, we haven't hit the ball out of the ballpark yet."
Qooguruk was originally a well that targeted a Kuparuk
formati on. That well failed in that target but a Jurassic
resource was discovered, which is the focus of the Oooguruk
devel opnent . The resource did not |lie upon the |eases Pioneer
drilled; the vast mgjority was on adjacent |ands owned by Conoco
Phill'ips. Through a series of transactions, Pioneer now owns

them Pioneer enploys 35 people in Al aska.
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3:17:50 PM

MR. FOLEY discussed a statistical summary of what Oooguruk is
all about, and characterized it is an oil play. Pi oneer is the
operator with a 70 percent interest; its partner ENl has a 30
percent interest. The resource is in the 70-90 mllion barrel
range. Pi oneer has been working on the project for several
years and if all goes well, production will begin in 2008. It
w Il produce about 15,000 barrels per day at its peak and has a
25 year field life.

3:18: 34 PM

CHAIR GATTO noted Alaska wll have oil for a long tine. He
asked if Pioneer's Cook Inlet area is a good one because it has
a high likelihood of success.

3:18: 37 PM

MR. FOLEY said the Chair's question is actually focused on
expl orati on. Cosnopolitan is a discovered resource. The
ori gi nal wel | was drilled several decades ago but was

uneconom cal to develop at that tine. Pi oneer has not yet nmade
a devel opnment conmitment but it is on the "radar screen.”

3:18: 42 PM

REPRESENTATI VE EDGVON asked what w Il becone of the Kuparuk
i sland when the project is conplete.

3:19: 45 PM

MR. FOLEY told nmenbers the island consists of 500,000 cubic
yards of gravel that sits in 5 feet of water. The edge of the
island is nade from 4 cubic yard gravel bags that provide slope
protection and prevent erosion. At the end of project life, the

bags will be renpved and it will be abandoned in accordance with
the state's resource agencies at that tine. It is possible that
t he best abandonnment plan will be to leave it intact and let it

erode naturally.
3:20: 38 PM
CHAI R GATTO asked about an abandonnent plan known as the Cook

I nl et hotel. He asked if any other use exists for a piece of
| and so beautifully isolated other than to abandon it.
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3:21: 05 PM

MR. FOLEY pointed out that Oooguruk is in the Beaufort Sea, not
in Cook Inlet.

CHAI R GATTO recalled he was thinking of the on-land Cook Inlet
proj ect .

MR. FOLEY said Pioneer sanctioned Oooguruk in 2006. It has
constructed a gravel island, set nodules on the platform and
installed a buried subsea flow |line. Pioneer is weeks away from
beginning a 3-year developnment program and very proud of its

acconplishnents there. It bought the |eases in 2002 and drilled
exploration wells. Hopefully oil wll be flowing in 2008 so
that in a 5-year tinefrane, it will have gone fromfirst well to

producti on.
3:22: 34 PM

MR. FOLEY said during the past wnter, Pioneer had over 600
contractors working on its project on the North Slope [Slide 6].
The total <capital investnment in that project wll be $550
mllion plus. He noted the benefits of a project |ike Oooguruk
are tax dollars, jobs, and state incone taxes. It also has
i ntangi bl e benefits. Pioneer will be the first independent oil
producer on the North Sl ope. It will enter into a facility
access agreenment with the Kuparuk River Unit making it the first
third party owners to rely wupon existing infrastructure to
process its crude. A nunber of conpanies are watching closely
to see if this endeavor is successful. Pioneer's |eases are
unique in that they have a net profit conponent, neaning 30
percent of net profits are paid to the state.

3:23:40 PM

MR. FOLEY discussed slide 7, which refers to governnent take -
the piece of the profit that the governnent enjoys. The
reciprocal is the conpany take, the share kept by the investor.
He said the punch line is that governnment take is dependent upon
costs and burdens.

3:24:58 PM
MR. FOLEY referred to a book authored by Daniel Johnston, an
esteened academ c who testified before the legislature. One of

M. Johnston's books details different elenments of petroleum
fiscal systens. In that book he highlights the sinple point
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that high cost fields have a differentially high governnment take
if a royalty conmponent is included.

3:25:31 PM

MR. FOLEY focused on the first two columms of the chart and told
menbers he nornmalized everything at 100. A royalty that behaves
as a gross tax cones right off the top. Most leases in the
state are 1/8th royalty. Al of the newer |eases have a higher
royalty rate, nost are 1/6, and a few scattered |eases have a
net profit conponent.

MR. FOLEY said to calculate one would subtract the royalty from
100 to get the net revenue. The next task is to renove costs.
To differentiate the high fromthe | ow, he assuned costs were 20
percent of the gross revenue. The high end costs were assuned
to be 50 percent. He said M. Johnston highlighted the Gulf of
Mexico in his book, which provides a nuch sinpler exanple
because those operations are not subject to state incone tax,
property tax, a PPT, etc.

3:26: 48 PM

MR. FOLEY explained that once costs are deducted, the result is
a taxable net incone. Then the state would take its taxes - a
state income tax, a PPT tax, and a federal income tax deduction.
The AFIT is what remains after everything is paid. The conpany
take would anobunt to the piece of the pie left over divided by
the sum of gross revenue mnus costs. The low cost would be
28.3 divided by 80 (100-20). The divisor in the high cost would
be 50 percent, in the formof costs.

3:28: 00 PM

REPRESENTATI VE FAI RCLOUGH questioned why the chart shows a $1
di fference between the high and | ow property tax.

3:28:12 PM
MR. FOLEY said there is a difference between the high and | ow.
Property tax is a function of depreciated capital, simlar to a

percent age of the assessed val ue of a house.

REPRESENTATI VE FAI RCLOUGH questioned whether the higher cost
woul d be due to a higher cost of infrastructure.

MR FOLEY said that is correct.
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3:28:47 PM

REPRESENTATI VE ROSES asked what the nunbers | ook |ike when you
start adding credits back for exploration. He asked if the
whol e dynam ¢ would change as the percentages would start to
shift toward the contractor.

3:29:13 PM

MR FOLEY said it wuld and that he nade an attenpt to
incorporate credits in this analysis. The nunber under PPT is
28 percent, which equals 22.5 percent plus the progressivity.
For the purpose of this calculation, he assunmed 30 percent of

the total cost. Then, he credited back 30 percent of the tota
cost of <capital investnent so the PPT is credited with 20
percent of the assunmed capital. He stressed the nunbers are

hypothetical but this nodel has attenpted to incorporate the
credits so the PPT paynent shown is net of credits.

3:30: 37 PM

CHAI R GATTO asked if 30 percent of the cost represents capita
i nvest nment .

3:30: 46 PM

MR, FOLEY said that is just an exanple; it my be that the
typical project will have a percent of total costs to be 50
percent operating and 50 percent capital, eligible for PPT
credits.

3:31:17 PM

REPRESENTATI VE ROSES asked about the PPT tax rate.

3:31:30 PM

MR, FOLEY said it is 22.5, but under existing PPT there is a
progressive elenment that has both a trigger point and a sl ope.
He thought that to be 2/10ths of a percent per dollar.

3:32: 02 PM

REPRESENTATI VE ROSES clarified it is 2/10 percent on the net so

that operating and capital expenses are renoved before the
progressivity kicks in. He pointed out that M. Foley's chart
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goes from 22.5 to 28 percent, which neans that the 5.5 percent
i ncrease should have decreased if credits were taken into
account .

3:32:35 PM

MR. FOLEY replied:

: Again, the 28 percent is not - if you were to
open this up as a workbook, you'd see that this nunber
- 17 - is not 28 percent of taxable incone. It's 28

percent of taxable incone but there is also a credit.
| think the nunber actually calculated at 19 or a

nunber like that - | don't recall exactly - but it
takes into account the credits that you'd enjoy by
making a capital investment. W just selected - your

capital investnent will be roughly 30 percent costs.
3:33:20 PM
REPRESENTATI VE ROSES asked to see that breakdown |ater.
3:33:35 PM

MR. FOLEY clarified that his point is that high cost and |ow
cost fields have different conpany takes.

3:33: 53 PM

MR. FOLEY said the colum on the right illustrates a project
with a 30 percent net profit conponent. He tried to keep the
ot her variables the sane. He explained that under the net

profit system an additional 10 percent is paid to the state,
which affects the governnment take and increases it up to 80
percent in this exanple. If the debate is about what is a fair
and equitable share, not every field has the sanme fiscal regine
if you want to inplenent a constant fair and equitable take
across all investnents.

3:35: 01 PM
REPRESENTATI VE WLSON asked if the net incone was derived by
dividing the 28.30 by 80. She asked if others needed further

expl anat i on.

3:35:28 PM
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CHAIR GATTO said the conmttee would work through and reach a
conclusion and that Representative Fairclough would explain
| at er.

REPRESENTATI VE FAI RCLOUGH repl i ed:

M. Chairman, absolutely not. | think there is a
variable of assunptions up there that are already
being challenged and so we need to take it just as
illustrative to understand that all of those variables
- which we could go back and chall enge. There's a
different assunption - well, it my be the sane
assunption but there's an assunption on the cost of
the assets or value of the assets and there's an
assunption on sone credits that our resi dent
mat hematici an has pointed out that we mght not all
agree so | think that we need to take it as it is and
conti nue.

3:36: 18 PM

REPRESENTATI VE SEATON said he also has sone questions on the
mat hematics of the high cost of |ow gas but thought M. Foley

was trying to illustrate that the bid taken with a 30 percent
profit sharing program would have a different governnent take
than the standard operation across the sl ope. He questioned

whet her the difference between the right-hand colum and the
other two is that the governnent take for the QOooguruk project
with a contract with a 30 percent net profit share is different
than for normal fields across Al aska.

3:37:18 PM

MR. FOLEY said that is correct. He said the sinple point is the
government take is affected by cost and affected dramatically if
a net profit conmponent is involved. The governnent take is the
hi ghest when there is a high cost devel opnent with a net profit
conmponent . He added that although Qooguruk is not represented
exactly, it is very simlar to the right col um.

3:38: 14 PM

REPRESENTATI VE ROSES asked whether that entity wth which
Pi oneer negotiated agreement with the state for the well
mentioned will be affected by changes to the taxation policy.

3:38:34 PM
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MR. FOLEY said that is incorrect. Pioneer has a contract and an
oil and gas lease wth a royalty conponent and a net profit
conponent and it is subject to PPT and state incone tax |aws.
REPRESENTATI VE ROSES asked if that additional.

MR FOLEY affirmed that is correct.

3:39: 07 PM

MR. FOLEY continued with slide 8, which describes where the net
profit |eases are | ocated. Sonme are located in the Colville
River Unit; 4 of the leases in Oooguruk are net profit |eases;
Ni kai chug; some are close to Duck |Island. This graphic

representati on shows the net rates.
3:40: 08 PM

MR. FOLEY showed slide 9, which differentiates the |eases by
operator on the sane nap.

3:40: 51 PM

REPRESENTATI VE WLSON asked if Pioneer does not want a net
profit situation.

3:41: 09 PM

MR. FOLEY said the legislature is considering a tax change and
the basis of that change is for the state to get a fair and
equi tabl e share. He submtted on North Slope projects that have
a net profit conponent, the governnent take today is 80 percent
so those projects sinply cannot afford to pay an increased tax.

3:41: 50 PM

REPRESENTATI VE JOHNSON asked what the benefit is and why anyone
woul d enter into a | ease that pays nore.

3:42:13 PM

MR. FOLEY answered the State of Al aska had nunerous | ease sales
in the 1960s. Al of the original sales had a 1/8th royalty.
In the early 1980s, oil prices were high so the state started
offering | eases that had a net profit with the royalty. Most of
those |eases never got developed because the difficulty of
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adm nistering that type of lease is fairly high. St acked next
to a lease with a 30 percent net profit, it is the |ease wthout
the net profit that would attract the investnment dollars. The
state had 3 or 4 sales with net profits and then returned to a
flat 1/8th royalty or a 1/6th royalty.

3:43: 20 PM

REPRESENTATI VE JOHNSON asked about the anobunt of oil being
produced out of the net profit |eases and where they exist in
the history of an oil project.

3:43: 37 PM

MR. FOLEY pointed to a red block on the far left of the map on
slide 9 that contains leases in the Colville River Unit. He did
not know if production is allocated to those |eases. He told
nmenbers the Departnment of Revenue publishes a report of income
from net profit I|eases that would contain the information
Representative Johnson is |ooking for. He pointed out the
Qooguruk |eases are colored pink; they are net profit |eases.
He did not know whether production is allocated to | eases on the

northern end of the Kuparuk River unit. He said MIne Point and
Duck Island have sone net profit |leases. Al of the |eases that
are still in existence today with a net profit conponent either
have a certified well that holds them or they are wthin a

produci ng unit, otherw se they would have expired years ago.
3:44: 55 PM

REPRESENTATI VE JOHNSON asked what the effect of excluding net
profit | eases fromthis |egislation wuld be.

3:45: 13 PM

VR. FOLEY said Pioneer wuld be thrilled as it would
dramatically inprove the econom cs of its projects.

3:45: 25 PM

REPRESENTATI VE JOHNSON asked if that would equalize projects
across the slope but not give Pioneer a benefit.

3:45:35 PM

MR. FOLEY said it would put Pioneer on a level playing field.
He stat ed:
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For absolute disclosure here, Pioneer also has sought
and we have received royalty reduction for our
project, so for a period of tinme, our royalty falls
dowmn to 5 percent and then escal ates. The reason it
does is our project is marginal. It would not have
been funded in a low price world and because of this
addi ti onal burden of net profit, it was unecononi c.

3:46:16 PM

REPRESENTATI VE JOHNSON asked if Pioneer would be better off with
a 5 percent reduction in royalty or with a net profits | ease and
the 5 percent reduction.

3:46: 29 PM

MR. FOLEY replied that Pioneer would trade its royalty reduction
for the elimnation of net profit in a heartbeat.

3:46: 45 PM
REPRESENTATI VE FAI RCLOUGH added:

In response to Representative Johnson's line of
t hought, the advantage is that this acts like a
license and the licensee knew that there was a fine
[line] there that was uneconomical to devel op and went
in and devel oped that knowi ngly, and we had a previous
owner that received benefit or a lack of benefit when
they had to go sell the property under those sane
terms. And so, there could be said that whoever owned
the lease prior to the current ownership took a net
loss with those conditions over the course of the
years that were applied on to it. And so, while | do
recogni ze the value of your questioning and what it
would do for the State of Alaska to encourage
devel opnment and exploration and production of those
wells, we should be careful in our thought process
before we nove forward on that wthout speaking to
| egal counsel as to the litigation that mght cone
forward afterwards. It certainly is wthin our power
to change the taxing policy but there are contracts
out there wth other explorers that wuld be
inplicated with that type of a decision - but being
treated in a different manner al so. It depends if
they're the original holder of the |ease.
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3:48: 07 PM

REPRESENTATI VE JOHNSON said he would like to find a way to | evel
the playing field for small producers.

3:48: 29 PM

MR. FOLEY said his point is a project with a heavy net profit
can't afford additional tax burden. He said Pioneer is not
specifically asking the legislature to reconsider its net profit
interest; however he'd be pleased if it did.

3:48: 49 PM

MR. FOLEY noved to slide 10, which pertains to the existing PPT
| egi sl ati on. When Pioneer entered the state, it spent roughly

$100 mllion between its first investrment and the time PPT was
enact ed. Pi oneer sanctioned its Oooguruk project prior to PPT
Pioneer views PPT as durable, -equitable, and balanced. He

explained that PPT is a tax increase over ELF but the benefit of
the credits for snaller, nore marginal projects is huge.
Pioneer is taking PPT credits into effect when making investnent
deci si ons. He thought the new explorers trying to dril
exploration wells are doing so too. He believes the credits are
an indication of a true partnership.

3:50: 22 PM

MR. FOLEY told nenbers the state is an investor in this project
under PPT and the credit program

3:50: 36 PM

MR. FOLEY said when Pioneer entered Al aska, it was attracted by
the prolific petroleum system \Wen it started its exploration
program here, it found all of its resources, although |large, are
chal | enged, either by viscosity, location, oil quality, or size.

The odds are Pioneer's finds will be less attractive than it
hoped. The PPT and credits enable marginal projects to go
forward

3:52: 04 PM

REPRESENTATI VE JOHNSON asked if rmannmade obstacles, such as
access to the pipeline, wll nmake putting oil in the pipe
probl emati c.
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3:52:53 PM

MR. FOLEY told nenbers a basin goes through a natural nmaturity
process. It is typical for large conpanies to nake early
i nvest nments. Simlar to the @lf of Mexico, he believes the
North Slope oil basin wll wundergo a change in which the
activities of larger conpanies will decrease and the activities
of smaller conmpanies wll grow Pi oneer has been negotiating
for facility access with the Kuparuk River unit for facility
access into its fields.

3:53:47 PM

MR. FOLEY informed nenbers Pioneer has avoided making capital
investnments to build its own production facilities. Instead, it
is going to lease capacity from the Kuparuk River unit. The
agreenent is not yet signed but he is 100 percent confident it
will be and allow Pioneer to stay on schedul e and have first oi
in 2008.

He explained that TAPS is the Kuparuk River pipeline - they are
common carrier open access lines, which sinply neans the
pi peline has to take any barrel. It has a regulated tariff.

3:54: 50 PM

REPRESENTATI VE ROSES said he appreciates that what Pioneer
expected to find was not what it found. He asked if Pioneer is
planning to drill nore wells.

3:55: 09 PM

MR. FOLEY said yes, Pioneer still has 1.5 mllion acres gross on
the North Slope and has hopes for a continued exploration
program

3:55:23 PM

REPRESENTATI VE ROSES asked if Pioneer would nake the sane
decision to purchase its original |eases, knowing what it knows
t oday.

3:56: 04 PM

MR. FOLEY said he cannot answer that question wthout nore

t hought . He said the cost environnment on the North Slope is a
bit higher than it expected and, because of inflation and
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pressure on the industry, costs are even higher. He added the
price of oil is also a lot higher. Regardi ng tax policy, when
Pioneer entered this state, it nmade a commtnent to develop
OQooguruk under the old ELF regine. Under ELF, QOooguruk would
have paid zero taxes. Wthin days of sanctioning the project, a
dramatic tax change under PPT was announced. He pointed out
there are cost and price scenarios where Pioneer is better off
under PPT than it was under ELF.

3:57:21 PM

REPRESENTATI VE ROSES asked, given the situation under the House
Ol and Gas bill - not ACES, would Pioneer make that sane
i nvestment today. He asked at what point the state wll provide
enough incentives to get a conpany |ike Pioneer to drill a
mar gi nal field. He said M. Foley's inability to answer gives

the public a sense of how difficult it is for the commttee
because it is dealing with hypothetical nunbers. Al t hough it
has been getting nore accurate information, that data has
mar gi ns of error.

3:59: 20 PM

MR. FOLEY said he still is not going to answer the question. He
appreciates the difficulty of the legislature' s task. Pi oneer
is a for-profit conpany; Pioneer's task is sinple - the

| egislature has to look after the state's resources and nake
decisions that are in the best interest of Alaska' s citizens.
He noted as taxes increase, the investnments will wane so the
question is how many investnents the state is willing to forego.

4:00:31 PM

REPRESENTATI VE SEATON said the commttee is actually |ooking at
a very unique situation in which soneone sanctioned a project
that is 30 percent net profit above PPT and went forward. The
di scussion about the change in ACES involves 2.5 percent. He
said he understands M. Foley's concern about addi ng another 2.5
percent but ACES would be 55 percent. He said the project with
the 30 percent net profit is not a normal one, but he feels the
commttee should consider a 2.5 percent increase under ACES on
fields that already have the 30 percent net profit share.

4:02:32 PM

REPRESENTATI VE JOHNSON pointed out this project was sanctioned
under zero taxes with a 30 percent profit.
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4:03: 00 PM

REPRESENTATI VE SEATON questioned whether Representative Johnson
is saying Pioneer would be willing to trade PPT for a 30 percent
net profits tax.

REPRESENTATI VE JOHNSON said he msspoke; his point is it was
sanctioned under a zero tax.

4:03: 20 PM

REPRESENTATI VE FAI RCLOUGH said she recognizes the zero percent
but it was followed up by a PPT and the investnent credits,

which made it even nore beneficial. She noted the old |eases
present an interesting dilemm when considering whether the
| egislature's actions today wll nmake them nore or |less

econoni cal for devel opnent.

4:03:51 PM

CHAI R GATTO noted the state does not grant grandfather rights
4:04: 02 PM

REPRESENTATI VE FAlI RCLOUGH sai d:

It is an additional risk, but it is also another
battle that we, as a resource conmttee, are
chal l enged to nmake the best decisions in the bal ance
that's [been] spoken of. And | feel obligated to say,
wel | when people use the word partnership around here,
we need to be very careful. So, for the record, we
don't own anything on the North Slope because | don't
want to have to take it down nor be liable for it so

this partnership is incentive. If we have a
partnership interest, some mnmght think that we own
sone capital and we don't. W own resource that's in

the ground that we are nonetizing with incentives.

Just for clarification on our partnership, | certainly
am not indebting the state to have to pick up those
pi eces and renmove them in that type of a partnership

for future liability. It is a partnership in
investing in Alaska's future, providing jobs and
enpl oyment  opportunities, providing incentive for
devel opnent . I just want to be clear for all of us
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that are using that termthat | wouldn't want to hold
the state responsible for dismantlenment, restoration
and such in that type of neaning for the word
part nershi p.

So, for the legal record, any future litigations, we
don't own a piece of that pipeline, a piece of the
property that's up there. W are offering incentive
credits for devel opnent. Thank you M. Chair.

4:05:32 PM

CHAI R GATTO noted the legislature set aside 5 cents per barrel
for dismantl ement, renoval, and restoration (DR&R).

4:06: 14 PM

MR. FOLEY said the next slide [11] is juxtaposed to Chair
Gatto's comrent about grandfather rights. During the transition
period addressed wunder PPT, Pioneer made $100 mllion of
expendi t ur es. That anmpbunts to $20 million in credits Pioneer
will hopefully be able to enjoy when it starts paying PPT taxes.
One el enent of the House version of ACES elimnates about 1/3 of
t hose investnent dollars. It would have an effective date of
April, 2003, so that any capital spent after that would be
eligible for the credit. Bet ween Decenber of 2002 and April of
2003, Pioneer spent about $30 million. It drilled 3 exploration
wells that I|ed to the developnment of Oooguruk. Those
investments would be elimnated under the current House CS for
ACES.

4:07:56 PM

MR. FOLEY said ACES makes a change to progressivity. One
fundamental change under consideration by the legislature is to
have that based on a gross tax rather than a net tax. As a

rem nder, he told nenbers a net tax rewards investnents and
pl aces a higher burden on fields that make a high profit. The
opposite applies to a gross tax; it treats an aggressive
investor in the same way a harvester is treated. He questi oned
whether that is the policy the legislature wants to notivate. A
gross tax would disproportionately place a burden on a narginal
proj ect . He pointed out that viscous oil and Wst Sak are
chal | enged projects that cannot w thstand additional tax burden.
He encouraged nenbers to keep the progressivity tax based on a
net system
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4:09: 27 PM

REPRESENTATI VE SEATON asked if a marginal project has not
recovered the percentage of net profits to trigger the
progressivity tax so that even though the conpany has not built
up a profit margin, whether that be ACES/ 30 or PPT/40, the
progressivity tax is triggered when low profits have been nade
on a marginal field.

4:10: 03 PM

MR. FOLEY said the point he is trying to make is that right now,
if the tax is based on net, so the trigger point is also based
on net that takes into account that all barrels are not created
equal . Sonme barrels on the Slope enjoy a high profit margin
while others don't. The progressivity nunber for a high profit
field today is higher than the nunber calculated for a |ow
profit field. 1t does help level the playing field.

4:11: 03 PM

MR. FOLEY progressed to slide 13, which contained his final
conclusions. He said Pioneer has been an aggressive investor in
Al aska and hopes to continue to be one. To continue to attract
capital, Pioneer wll need to denonstrate that Alaska has a
stable fiscal regine. Pi oneer believes that PPT is a very
bal anced, durable, fair, and equitable program that produces
revenues to the state while providing a nodest incentive for new
expl orati on. Furthernore, the [PPT] helps marginal fields get
over the threshol d. The House CS version would elimnate one-
third of Pioneer's transitional capital that was invested on
Qoogur uk. He asked nenbers to avoid any kind of a tax that is
attached to the gross.

4:12:32 PM

REPRESENTATI VE GUTTENBERG said M. Foley highlighted nany of
committee nenbers' concerns. They want to reach out to the
i ndependents and nake sure they are not harnmed by Al aska's
policies. Legislators are trying to get to a point where people
|l ook to Alaska and say it's settled dowmm and will be stable for
awhi | e.

4:14: 42 PM

REPRESENTATI VE EDGMON said M. Hanley of Anadarko Petroleum
Corporation told nenbers that 64 percent of North Sl ope reserves
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were tied to fields of 1 mllion barrels or |Iess. That was
based on USGS prospectivity. He asked whether M. Fol ey thought
ot her independents were watching Pioneer and to talk nore about
his statenent that the North Slope basin wll increasingly
attract small producers.

4:15:48 PM

MR. FOLEY said Dr. van Meurs gave a presentation to the Senate
in which he used the term "basin master.” Although it has a bit
of a negative connotation, he disagrees. He said typically,
only the | arge conpani es have the courage to go out in the world
and find and develop new basins. When they establish that
position, they want to maintain and benefit from it. That is
what happened on the North Slope and that is not a negative
t hi ng. Three conpanies developed the North Slope; snal
conpanies would not have the opportunity to explore the North
Slope if it weren't for the existence of the pipeline and big
field. He stated there is a natural evolution of a basin; it is
domnated in the early years by the investors that took the
risk. As time goes on, fewer big opportunities exist. Smaller
conpanies work on smaller projects. He felt sonme of Alaska's
policy needs to be directed at notivating new conpanies to comne
spend their investnent dollars here.

CHAIR GATTO said M. Foley used the term "took all the risk."
He asked if any places exist where a company goes in and is
conpletely free to do what it wants wthout governnent
i nvol venent .

4:18: 30 PM

MR. FOLEY replied not to his know edge but that may have been
the case 40 years ago.

4:18:45 PM

REPRESENTATI VE SEATON questioned whether M. Foley had any
suggestions to help the legislature find a nore streamined way

for small producers to take net operating transferable |oss
credits and refund those through the Retirenment Board at a 92
percent rate. He questioned whether that would have value to

Pi oneer or whether the current system of credit refunds works
wel | enough.

4:19:45 PM
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MR. FOLEY said speaking just for Pioneer, the current system

wor ks just fine. Pi oneer has generated nearly $80 million in
capital credits on its Oooguruk project so far. It has sold $25
mllion to the state at full face value. The rest has been

pl aced at a discounted nunmber that Pioneer is fine with. Having
said that, he said it is a relatively thin mrket for the

purchase of credits. Pioneer is able to sell its credits but in
| arge dollar anounts. He can imagine that conpanies with a
smal | er nunber of credits would absolutely welcone an
opportunity to sell credits. The type of legislation

Representative Seaton suggested would create a floor for that
type of market.

4:20: 55 PM

CHAIR GATTO said it is good to hear that Pioneer got 100 percent
value on selling its credits. He furthered:

.1 think Representative Seaton is saying here's a
good deal - you've got credits, sell themfor 92 cents
on a dollar, and get that today instead of borrow ng
nmoney at 85 <cents on the dollar to continue
exploration. The goal is one nore forgiveness of sone
kind for you so that you can proceed in the sane
direction you are currently proceeding in and do
better than you would ordinarily, or not do it and say
92 cents is okay but we can turn these into sonething
better than that in 6 nonths and that's our decision
It's one nore way to assist. As | said, we're all for
i ndependent producers to cone in. I  think we
recognize it's our future as well as anyone recognizes
it. Wen you get down to a certain nunber of barrels,

the biggest guys who have billions of dollars in
capital values go sonewhere else and the snaller guys
say what an opportunity. It's there - we know how

much is there and we're nore efficient so we can still
operate the resource and then we'd like to be here to
help in any way we can, including the capital credits.

4:22:38 PM

REPRESENTATI VE JOHNSON recalled this issue was discussed in the
House GO and Gas conmittee. He questioned whether any
conpani es do not buy credits as a function of policy.

4:23:05 PM
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MR. FOLEY replied he has personal know edge of two conpanies
that have nade attenpts to purchase credits.

REPRESENTATI VE JOHNSON t hought BP had a corporate policy to not
buy credits, which thins that market.

4:24:07 PM

CHAI R GATTO said this situation is providing a great opportunity
in one day to go from the big guy to the little guy and the
organi zation in between.

4:25:28 PM
CHAI R GATTO i ntroduced the next speaker
4:25:46 PM

MR. DUDLEY PLATT, a petroleum engineer, told menbers he has
lived in Eagle River for 27 years. He has worked for Arco
Al aska, the US M nerals Managenent Service, the State of Al aska
and as an independent consultant. He told nenbers, for the
record, that he has nunerous clients, one of them being the
Depart ment of Revenue.

4:26:48 PM

MR. PLATT told nenbers petrol eum engineers can get involved in
many facets of the oil industry - wupstream transportation,
exploration, refining, or shipping. His career began doing
reservoir nodeling for Arco Alaska in the Kuparuk field. He

then went on to field engineering.

REPRESENTATI VE SEATON said the commttee heard about the ability
of TAPS to transport oil and at what |evel of production it
woul d beconme problematic for the punping system He asked for
further information about the new electric punps and their
capacity.

4:26:59 PM

MR. PLATT said many nunbers have been thrown around over the
|ast 20 years as to the mininmum throughput for the TransAl aska

Pi peline System He thinks of that as a nechanical mninum
t hr oughput . He recalled hearing referenced testinony today
about the fact that an economic limt nay be higher than the
mechanical limt. However, the fact is that no one knows what
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that nunber is. They passed through that mninmum on the way up
and never had a chance to pass through it on the way down.
Various governnent reports have used a nunber of 300,000 barrels
a day. He has seen other governnent reports that say 200,000 to
400, 000. The range of the new electric punps is 200,000 barrels

a day to 1.1 mllion barrels a day. They act like a dimer
switch - faster or slower. Any time crude oil is shipped
through a very cold place issues arise, punp cavitation being
one nentioned earlier. One of the biggest problens is the
punpabi lity. To deal with that, heat is added to the cold
vi scous material. Chem cals can also be added but that is
expensi ve. Wth a capital investnent and increased operating

costs, Alyeska should be able to put lined heaters in to pronote
the flow The oil could also be "batched" down the pipeline.
H s thought on mninmum flow is if 300,000 barrels per day is
taken as the prem se for the m ni mum t hroughput, the question is
how much wuld the shippers be wlling to spend to
i nstantaneously acquire the |leases to explore for crude oil, be
a successful bidder, put together an exploratory plan, find oil,
successfully delineate that field, do the 4 to 5 year design,
construction and engineering to build facilities to produce an
oil field at 300,000 barrels a day.

4:27:06 PM

MR. PLATT said his arithnetical exercise is to nultiply 300, 000
barrels per day times 365. At $50 per barrel, the gross revenue
is $5.5 billion. For every dollar increase in barrel price, the
revenue is increased by $110 mllion. He said his guess is heat
will be added to send the oil down the pipeline. He is sure
something will be done; otherwise $5.5 billion in revenue wll
be lost. The higher the mninmminput nunber, the easier it is
to justify sonme remedy for the perceived problem

4:27:55 PM

REPRESENTATI VE SEATON asked at what point the |ower volune
beconmes problematic for the punping system

MR. PLATT said when trying to depreciate TAPS for property tax
pur poses, 200,000 barrels a day was used |ast year because that
was the | ow end of the range of the punp.

4:33: 09 PM

REPRESENTATI VE SEATON said the bid specification on the punps
200,000 to 1.1 mllion, is probably an accurate nunber so that
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the limtation would be sonmething other than the punps being
able to punp as little as 200,000 barrels a day.

MR. PLATT said that is his opinion.
4:33: 35 PM

REPRESENTATI VE GUTTENBERG said his last job at Alyeska was
taking Punp 6 off line. He related that he has tal ked to other
peopl e about the nunmber of punps taken offline and the risk,
regardl ess of the punps. He asked whether there is a plan for
Al yeska and for the producers to recognize there will be a | ower
nunber of barrels going through the pipeline and whether the
punp shutdowns are an indication of sonething else.

MR. PLATT said he thought Alyeska is trying to be as efficient
as possible by using the nobst current technol ogy. He doesn't
believe Al yeska would do anything to prohibit it from continuing
to make the profits it makes by shipping oil.

4:35: 06 PM

REPRESENTATI VE GUTTENBERG said he heard M. Hanley say earlier
that when Anadarko considers developing in a renpote field,

facilities access is an issue. It wouldn't be building its own
facilities until it had a find of 400 to 500 mllion barrels

He said Pioneer is thinking about 100 mllion barrels. He
questioned the possibility of a scenario where oil is found far
away that would warrant another facility being built, 1like

Prudhoe Bay.

MR. PLATT asked if Representative CGuttenberg was speaking to a
stand- al one fi el d.

REPRESENTATI VE GUTTENBERG said it wouldn't be one field, it
would be a cluster of fields, and it would be a cooperative
venture to build a facility.

4:37:18 PM

MR. PLATT cited sone historical nunbers: BP devel oped Badam at
atinme it thought it could get about 30,000 barrels per day from
it. He thought BP believed Badam held about 100 mllion
barrels at that tinme. The Al pine Field was scheduled to conme on
line at 60,000 or 70,000 barrels per day wth a tota

recoverable anmount of 265 million barrels. That project cost
between $1 to 1.3 billion. Forced G| spent a couple hundred

HOUSE RES COW TTEE -91- Novenber 1, 2007



mllion dollars on the west side of Cook Inlet chasing about
25,000 barrels a day at Redoubt Shoal, which never materialized.
He noted that the nunbers have to be adjusted up to today's
dollars to nake sense. Farther west in the NPR-A FEX hit a
di scovery but it's too far west. [ FEX] believes it is 300 or
400 mllion barrels, which they claimis not conmmercial due to
the lack of infrastructure.

4:39:10 PM
CHAI R GATTO asked if that is the case at $96 per barrel.

MR. PLATT said they have been silent over the |ast couple of
weeks. He reiterated that at the higher level, the farther away
fromexisting infrastructure, the greater the hurdle.

4:39: 37 PM

REPRESENTATI VE SEATON said he heard that high chromum pipe is
being used in the "workovers" in Prudhoe and Kupar uk. He asked
M. Platt if he has any insight on high chromum pipe and what
expense it would entail conpared to other pipe.

MR. PLATT asked if he is referring to drill pipe or the actua
casi ng.

REPRESENTATI VE SEATON sai d the actual production pipe.

MR. PLATT said chronme pipe is nuch nore expensive than carbon
steel, at l|east 50 percent nore, sonetinmes double, but it does
not rust.

4:40: 48 PM

REPRESENTATI VE SEATON asked what chrom um pipe would enable a
conpany to do in those fields versus steel pipe.

MR. PLATT said it would provide confort and | ongevity.
4:41: 18 PM

CHAI R GATTO asked if using chromiumis a phenonenal deal if the
plan is to use the pipe for the next 40 years.

MR. PLATT said that for the long haul, one can either buy cheap

or buy quality. He thought that, regardless of the industry,
conpanies would tailor the types of materials and engineering to
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t he pl anned duration of the project.
4:42:12 PM

CHAI R GATTO said these people are making a 100 percent increase
in their investnent dollar for pipe. He questioned the
justification and asked M. Platt where he has seen this happen.

MR. PLATT said there is a big distinction between a petrol eum
geol ogi st and a petrol eum engineer. He repeated if the planning
horizon is a long tinme, one would plan accordingly.

4:43: 08 PM

REPRESENTATI VE SEATON asked if one was planning on produci ng gas
and increasing the percentage of CO2 into the well that would
normal ly be done so that the carbonic acid would not affect the
wel | s.

4:43: 39 PM

MR. PLATT said CO2 is reinjected back into the well for severa
reasons. First, it is inert so it cannot be burned. Second, it
has corrosive properties. Third, it is a wonderful solvent for
use in enhanced oil recovery.

CHAI R GATTO said soneone might buy the privilege of putting CO2
in the ground if carbon caps or taxes are inplenented 10 years
from now.

4. 44: 32 PM

REPRESENTATI VE GUTTENBERG said there is a lot of heavy oil at
Pr udhoe. Canadi ans have nmade advances in technology to extract
oil from the tar sands. He asked if M. Platt sees any
i ndi cation that new technol ogi es are on the horizon.

MR. PLATT pointed out that one has to distinguish between heavy

oil and viscous oil. Water has an APl gravity of 10 and fl ows
easily. Viscous oil is very different - simlar to Vaseline.
Al aska has incredible resources. BP is trying very hard to
commercialize the Ugnu resource. Various technol ogies can be
used - one is called cold heavy oil production with sand and is
currently being used in a pilot project. When he has asked

about incorporating new technologies into his work, he has been
told to wait two or three years.
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4:46:49 PM

MR. PLATT said attenpts to put heat in the ground generate other
pr obl ens. He is optimstic about the vast resources. Wth 25
billion barrels at Ugnu, 1 percent would equal another Endicott.
He believes if any resource needs help on the North Slope, it is
t he viscous oils.

4:48: 00 PM

CHAI R GATTO thanked M. Platt and announced a neeting at Friday
at 9:00 a.m, during which the commttee would be hearing from
the Adm nistration and woul d address anendnents. He planned to
group anendnents with a simlar purpose together. The conmttee
woul d work of f of the House G| and Gas Committee version.

REPRESENTATI VE ROSES voiced concern that after a comittee
substitute is distributed, sone nmenbers may not understand what
the commttee did, as happened in a prior commttee. He
suggested having a work session on Sunday, open to the public,
whereby the committee substitute is presented and nenbers have
the opportunity to ask questions or make further changes and to
nmake sure everyone on the committee supports it.

4:50: 30 PM

CHAI R GATTO said the commttee will have finished the roundtable
by then and hoped that would enable nenbers to understand the
committee's resolution on oil and gas taxes.

4:50:43 PM

REPRESENTATI VE ROSES |ikened the situation to what happened in
the House State Affairs Standing Commttee when a huge pile of

anendnents was before the commttee. He suggested putting a
small group of nmenbers together who could give a presentation to
the commttee to ensure nenbers understand the changes. That
would also be instrunental in showing the public what and why
the commttee did and it wll help the next commttee of

referral as well and save tine.
4:52:33 PM
CHAI R GATTO said he was agreeable to doing that.

[ HB 2001 was hel d over.]
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4:54:17 PM
ADJ OURNVENT

There being no further business before the conmttee, the House
Resources Committee neeting was adjourned at 4:54 p.m
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