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ANGUS WALKER, Commerci al Vi ce-President
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PCOSI TI ON  STATEMENT: Presented BP Exploration (Al aska) Inc.'s
view of future oil production in Al aska.

SCOTT DI GERT, Resource Manager

M1l ne Point Unit

BP Expl oration (Al aska) Inc.

Anchor age, Al aska

PCOSI TI ON  STATEMENT: Presented BP Exploration (Al aska) Inc.'s
future plans to explore for and produce oil and gas in Al aska.

CARL LUNDGREN JR., Resource Manager
Li berty Subsurface Project

BP Expl oration (Al aska) Inc.

Anchor age, Al aska
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PCSI TI ON  STATEMENT: Di scussed devel opnent by BP Exploration
(Allaska) Inc. of a new oil producing area at Liberty Point.

DARREN JONES, Vice President, Comercial Assets

ConocoPhi |l I'i ps Al aska, Inc.

Anchor age, Al aska

PCSI TI ON  STATEMENT: Presented ConocoPhillips Alaska, Inc.'s
overvi ew of future oil production in Al aska.

ACTI ON NARRATI VE

CHAIR M KE HAWKER cal | ed the House Special Conmttee on Ways and
Means neeting to order at 3:30:44 PM Present at the call to
order were Representatives Ci ssna and Roses. Represent ati ves
Fai rcl ough, W/I1son, Guenberg, and Seaton arrived as the neeting
was in progress. Also in attendance was Representative Sanuel s.

PRODUCER PRESENTATI ONS: Production Decline Reality Check

3:31:43 PM

CHAI R HAWKER announced that the comm ttee would hear an overvi ew
of future oil production in Al aska by BP Exploration (Al aska)
Inc. ("BP"), and ConocoPhillips Alaska, Inc. ("Conoco"). Thi s
presentation is the second of a four-part overview of whether
the state faces a fiscal gap due to a probable future decline of
oi |l production in Al aska. Chair Hawker noted that the subject
of the first neeting wth the Departnment of Revenue ("DOR')
identified the disturbing trend of declining state oil

producti on. He remnded the committee that in 1989 oil
production was around two mllion barrels a day, but is now down
to sonething less than 800,000 barrels a day. Hi gh market

prices have masked the consequence of this decline, but as the
DOR noted in the previous neeting, oil production decline is a
serious issue for Al aska.

3:35:17 PM

ANGUS WALKER, Commercial Vice-President, BP Exploration (Al aska)
Inc., stated that the issue of future production was probably
the nost inportant issue to face the oil industry and the state
of Al aska. He then referred to a PowerPoint presentation and
committee handout titled "BP Presentation to the House Ways and
Means Committee, Juneau, 31st January 2007."

MR. WALKER drew the commttee's attention to the graph titled
"North Slope Production Decline" which showed a steady decline
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in oil production of around 6-7 percent from 1992 to 2006. This
decline, he noted, occurred despite the fact the producers have
been investing around $1 billion a year into the North Slope
Wthout this investnent, he opined, production would decline at
a rate of around 20 percent. \Wen the Al pine and Northstar Unit
("Northstar") fields came into production the rate of decline
was arrested, which shows how the devel opnent of big fields can
slow or stop production decline, at l|east for a short period
Despite the short surge in production due to Alpine and
Northstar, the decline trend has recently accelerated in the
| ast couple years to just above 7 percent, said M. Wl ker

MR. WALKER then referred to the graph titled "ANS production is
declining rapidly" which shows both production decline and BP' s
aggregate capital spending on the North Sl ope. If this decline
rate of 6 percent continues into the future, remarked M.
Wal ker :

"W would see that North Sl ope production could be as
low as 450,000 barrels a day wthin 10 vyears.
Clearly, that is of great concern to us...[and to0]
everybody else in the state. The issue is not
shortage of resources-Al aska has vast resources-the
issue is for Alaska to attract sufficient investnent
to stemthat decline in production.”

CHAI R HAWKER queried as to how low a flow of oil the Trans-
Al aska Pipeline System (TAPS) coul d sustain.

MR. WALKER replied that although he did not have the expertise
to answer that question, he agreed that there is a point, which
has he heard is "around 500,000 barrels a day, where we may have
to start investing in TAPS to change the nature of its
oper ati ons. Clearly, the lower the flow rate in TAPS goes, the
nore we'll have to think about how that pipeline operates.”

3:43:41 PM

MR. WALKER referred to the graph titled "Al aska has adopted the
hi ghest marginal tax rate in the North Anmerica" which shows the
mar gi nal tax of oil-producing Anerican and Canadi an regions.
M. Walker noted that Alaska's adoption of the production
profits tax (PPT) resulted in it adopting the "highest margina
tax rate, by sone considerable margin" of any state or Canadi an
province. M. Walker referred to Alberta and the Gulf of Mexico
as areas which, through nore conservative fiscal policy, have
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attracted vast amounts of investnent. As a result, those areas
are "boom ng," while Al aska production continues to decline.

MR. WALKER opi ned that the structure of PPT could work very well
for Alaska since it is a net tax, which taxes the reality of the
busi ness. Despite significant inprovenment on PPT by in 2006 by
the legislature, the single biggest problem with PPT is the
scale of the tax, he said. BP continues to believe the PPT rate
is too high and wll deter investnent in Al aska; therefore
Alaska may be better served by adopting a lower tax rate,
suggested M. Wl ker.

3:45: 33 PM

REPRESENTATI VE SEATON questioned whether all taxes, such as
royalties paid to private |andowners, were included in
determning the marginal tax rates for other states.

MR. WALKER replied that it 1is his wunderstanding that the
marginal tax rate is indeed calculated using all the taxes
i nposed on producers, including royalty, production, state and
federal incone taxes.

3:47:22 PM

MR. WALKER noted that BP's vision for the future is shown on the
page titled "BP Al aska-Building for the future.” Sinply stated,
BP's vision in Alaska is to create a business that will remain a
material part of BP's portfolio for a very long tine to cone.
Al t hough past production has focused on extraction of light oil,
future production will focus on other segnents of Al aska's vast
resource base. Future projects may not be easy, but with the
ri ght cooperation between industry and governnment, there should
be a very bright future for BP and the state, sumarized M.
Wal ker .

MR. WALKER confirned Chair Hawker's summation that BP's future
vi sion depends on new investnent. If BP continues with its
current level of investnment North Slope production will continue
to decline by 6-7 percent annually.

CHAI R HAWKER further queried about whether Al aska has provided
BP adequate incentive to make further investnents in the state.

MR. WALKER replied that governnent provides the environnent

Wi thin which industry invests. Wthin the given environnent,
industry's role is to do "as nuch business as we can possibly
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do." and BP plans to continue "to do as nuch good business as we
can possibly do in Alaska," M. Wl ker infornmed the conmttee.

MR. WALKER said BP is evaluating certain future projects, but
the state's decision to adopt a higher tax rate clearly is a
burden on the projects. In response to Chair Hawker's inquiry
about the effect of tax rates, M. Wl ker replied that BP would
continue to invest in Alaska, but as a matter of econom c theory
a nore conservative tax reginme would increase investnent by all
producers.

MR WALKER agreed wth Representative Sanmuel's point that
devel opment of the gas pipeline would increase investnent;
i ndeed the "nobst inportant thing that we can do is nake the gas
proj ect happen.™

REPRESENTATI VE WLSON queried whether developnent of the gas
line will stem production decline.

MR. WALKER opi ned that devel opnent of the gas pipeline may all ow
anywhere from 20 to 40 nore years of oil and gas production on
the North Sl ope.

3:57:57 PM
CHAI R HAWKER asked whether there was any basis to predict nore
optimstic gas production than is illustrated by the red gas

sector on the page titled "BP Al aska-Building for the future.™

MR. WALKER replied that the graphic assunes the Prudhoe Bay and
the Point Thonmson gas that is known today with the expectation

that nore gas will be discovered once the gas pipeline project
is underway. M. Walker confirned that the green segnment on the
chart represents some currently unknown |light oil resources,
while the red sector represents currently known, but
undevel oped, gas resources. M. Wal ker cautioned that w thout
the gas pipeline and technol ogical breakthroughs, sonme of the
predi cted future production of gas and heavy oil wll not occur;
therefore the predicted developnent on the chart wll not

proceed as desired.

MR. WALKER responded to Representative Seaton by confirm ng that
the aforenentioned chart shows only BP's predicted future
production. He rem nded the conmttee that in the past BP had a
"hi gher equity share of Prudhoe Bay before the alignnent wth
ARCO, " so the BP share of future oil S slightly
di sproportionate to its past share of production.
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REPRESENTATI VE SEATON asked whether BP had any plans to devel op
gas-to-liquid (GIL) absent devel opnent of a gas pipeline; noting
that BP and other producers have GIL production plants in other
ar eas.

MR. WALKER replied that BP's base assunption is that future gas
devel opment will be a gas pipeline project because that has
consistently been the only project that has been denonstrated to
be viable and economic. However, BP is open to any economc
ways to devel op Al aska's gas. M. Walker did note that BP has
been testing technologies at its $84 mllion facility in
Ni ki ski, but has not yet identified a GIL technol ogy which would
work on the scale required for the North Sl ope.

4:03: 23 PM

SCOIT DI GERT, Resource Manager, MIne Point Unit, BP Exploration
(Al aska) Inc., noted that in about 10 years or so BP expects its
production to be approximately one-third each of Ilight oil,
vi scous or heavy oil, and gas. M. D gert characterized heavy
oil as a trenendous resource; future devel opnment of which is one
of the nobst exciting opportunities on the North Sl ope. He
further explained that the Prudhoe Bay and Kuparuk River units
are both Ilight oil reservoirs and wunderpin North Slope
producti on. These reserves are shown on the map titled "Known
Qpportunities on North Slope.” The Alpine field and Northstar
unit, which caused the recent upward trend in production, are
not BP fields and thus are not shown on the nap, he said. M.
Digert said that BP has developnents in Tarn Field, Meltwater
Participation Unit, Point MlIntyre, and N akuk, as well as newer
devel opnments at Endicott, MIne Point Unit, and Badam . M.
Digert comented that Badam is an exanple of aggressive
devel opment where BP tried some new techniques to bring on a

mar gi nal field. Despite these efforts and investnent of
hundr eds of mllions of dol | ar s, Badam has been a
di sappoi nt nent . Current high oil prices allow Badmai to remain

in production, but at a very |low rate.

MR. DI GERT said the resources at Prudhoe Bay include heavy oil

reserves under the Kuparuk River and MIne Point Units. Thi s
heavy oil tends to be found at shallower levels, and is colder
and thus nore viscous than light oil. He then showed conmittee

menbers sanples of heavy crude fromthe MIne Point Unit.

MR. DIGERT referred to the page titled "Status of Known Al aska
Gl," which shows how oil can be placed into categories of
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viscosity which illustrate the thickness of oil and the ease at

which it flows. Approximately 40 percent of light oil reserves
have been produced to date, with a remaining potential target of
about 10 percent, or 3.5 to 4 billion barrels. M. D gert
explained that the remaining 50 percent of light oil reserves

are not accessible through current technology; therefore BP is
working on new techniques to tap these known, but currently
i naccessi ble, reserves of light oil. These technol ogi es include
use of displacenent techniques such as low salinity water
fl oodi ng or gas injection.

VR. DIGERT informed the <conmittee that BP is currently
recovering "tremendous anounts of oil at Prudhoe Bay from the
recycling of the gas at Prudhoe Bay. It's been a phenonenally
efficient recovery nechanism..." I ndeed, he continued, gas
"has been put to terrific use so far, and it wll continue to be
put to use in the future" at Prudhoe Bay and other fields as
wel | .

MR. DI CERT addressed the status of viscous oil, a heavier crude
rather |ike cold maple syrup. O the 6.5 billion barrels of
this oil, BP is currently recovering about 10-15 percent.

Recovery could be raised to about 25 percent wth new
technol ogy; therefore, BP has been working to develop this
resource since the md-1980s and has had some success in
Schrader and West Sak fiel ds.

MR. DI GERT explained that this type of oil flows nore like cold

nol asses. He noted that there nmay be as nmuch as 20 billion
barrels of this heavy oil below the existing oil-producing
infrastructure. M. Digert pointed out that BP is very nuch in
action to devel op ways to produce heavy oil. To this end, BP is
establishing Alaska as a center of excellence for heavy oil
pr oducti on. In 2007, BP expects to spend about 25 mllion in

pilot tests of some newer technol ogy such as "CHOPS--cold, heavy
oil production and sand,” a technique where |arge anmounts of
sand are produced with the oil. On the surface the sand is
separated out and the oil warned up so it can be transported
with the light oil, explained M. Digert.

MR. DI GERT described to Representative WIson sonme of the

differences between oil production in Alaska and Alberta,
Canada, by noting that the Alaska reserves can be quite deep,
around 2,500-3,500 feet. This depth nmakes sone nethods of

extraction, such as steaminjection, inefficient. Additionally,
there tend to be layers of shale in Alaska's ground which also
affect the ease of resource extraction.
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4:22:29 PM

CARL LUNDGREN JR., Resource Manager, Liberty Subsurface Project,
BP Exploration (Al aska) Inc., directed the commttee's attention
to the map titled "Proposed Liberty Devel opnent,"” and expl ai ned
that Liberty, a 100 mllion barrel offshore oil devel opnent, is
one of the | argest undevel oped light oil reservoirs on the North
Sl ope. Future plans include developnent of this field wth
Utra-Extended Reach Drilling (uERD) technol ogy, explained M.
Lundgr en. This new drilling technique allows devel opment of
of fshore fields through the existing infrastructure on the North
Slope, in this case the Endicott field. M. Lundgren |ikened
the length of the proposed wells to the Liberty devel opnent as
akin to drilling a well from downtown Juneau to the Juneau
I nternational Airport, a length of about 8 mles.

MR. LUNDGREN responded to Chair Hawker by explaining that the
Li berty ERD Developnment ("Liberty") is predicted to peak at
about 40, 000 barrels a day, therefore it wll not be as |arge
as the Alpine field. M. Lundgren confirnmed Chair Hawker's
observation that developnent of Liberty would help mtigate
decline, but would not stem oil production decline. M.
Lundgren inforned the commttee that BP intends to invest $30
mllion in Liberty during 2007, with total investnent in the
proj ect expected to be $1 billion. He said BP hopes to begin
construction of a new, state-of-the-art drill rig in 2008, wth
production slated to begin in 2010.

MR. DI GERT explained that future BP production plans include
devel opnment of heavier oil than has been produced in the past.
He observed that "the easy barrels are behind us,"” and that
continued production will require "inmagination, innovation and
determ nation."

MR. WALKER cl osed by enphasizing that North Slope production is

and will continue to decline until there is a step-change in
i nvest nent . He stated that BP is focused on bringing forward
technology to make the npbst of Alaska's resources. He

enphasi zed the inportance of the gas pipeline, developnent of
which will wunderpin the future of the North Slope and enable
many ot her projects in both oil and gas devel opnent. M. WAl ker
concluded by noting that industry and governnent should work
together to create a bright future for the state and oi

i ndustry.

4:39:32 PM
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MR. WALKER responded to Chair Hawker regarding ways to assure
adequate future production by noting that decline wll continue
at 6-7 percent or higher annually absent further investnent and
a major project, such as the gas pipeline. M. Wal ker noted
that BP's interest in developing future projects is an attenpt
to flatten production; however, it is wunrealistic to assune
production decline will stop in the short term

DARREN JONES, Vice President, Conmercial Assets, ConocoPhillips
Al aska, Inc. ("Conoco"), pointed out that Conoco is Alaska's
nunber one explorer, and started two new fields (Fiord and
Nanuq) in 2006. M. Jones referred to a PowerPoint presentation
and commttee handout titled "Testinony to AK House WM
Comm tt ee- ConocoPhil lips." As shown on the page titled "NS
Production Decline,"” past production forecasts have been 5-10
percent higher than actual production.

4:51: 08 PM

REPRESENTATI VE Cl SSNA questioned whether the past tendency to
over estimate production was due to difficulty in getting the
oi | out.

MR. JONES replied that the historical tendency to overestimte
production is due to a conbination of factors. For exanpl e,
fields can take |longer to produce than originally thought, or
actual production rates of some heavy oil may be slower than
pl anned.

MR. JONES noted that devel opnent of new satellite fields is the
key to slowing oil production decline. He cautioned that the
bigger fields are found first which | eaves snaller, nore renote,
fields available for future developnent. As a result, noted M.
Jones, nore investnent by the producer is needed to find and

produce oil. This is illustrated by what he terned the
"“creanm ng curve" shown on the graph titled "Satellite D scovery
Si zes Down." This type of decline is typical for oil basins,

which is why other oil producing areas such as the Lower 48 or
Al berta are trying to "make sure a lot nore wells get drilled,
so [they] get a whole bunch nore of the little things. Here in

Al aska we have much harder tinme doing that," explained M.
Jones.
MR JONES suggested that not all of the aforenentioned

production shortfall was due to overly optimstic projections.
He expl ained that economi c factors guide producer investnent and
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devel opnent decisions, making sone projects nore econonically
attractive than others. Current "hyper-inflation" in the
construction industry has resulted in rising costs which have
not declined even as the cost of crude oil has declined, noted
M. Jones. He also referred to the need to update the
facilities at Prudhoe Bay.

CHAI R HAWKER asked whether Lisburne is under-producing due to
the age of its facilities.

MR. JONES replied that the only problem he is aware of at
Li sburne concerns a pipeline with some corrosion problens. | t
has been shut in and will be replaced, perhaps by summer 2007.
This effects flow of about 12,000 barrels a day. A few wells in
that area are being worked on, he said. But overall Prudhoe Bay
is operating as expected, he concl uded.

MR. JONES assured nenbers that capital maintenance of Prudhoe
Bay and Kuparuk has been ongoing under a renewal plan which
al l ows updates and replacenents to be done in an intelligent and

wel | thought-out plan and manner. He further explained that the
operator of each field plans and oversees maintenance for that
field. He went on to say that higher levels of production
activity are needed to slow production decline. In addition, a
conpetitive and predictable fiscal reginme, a nore streanlined
permtting process, and access to acreage will draw investnent,
he opi ned. He said the state's area-wi de |ease sales have

hel ped the producers get access to acreage. M. Jones pointed
out that the state could assist devel opnent, but he cautioned,
the state "could do probably a lot nore to nake the decline
accel erate. ™

5:08:37 PM

MR. JONES responded to a question by Chair Hawker by stating
that each producer faces a different rate of future oi
production decline, dependent on that producer's Ilevel of
devel opment and exploration. In response to further inquiry, he
stated that given Conoco's current |level of investnent, its
predi cted future production decline would be around 6-7 percent.
In response to a query about future plans, he stated that Conoco
intends to work on devel opnent of the gas pipeline as nmuch as
possi bl e. He did note that further technologic advancenents
could help devel op heavy oil, and that the producers are worKking
on many different techniques to extract oil.
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MR. JONES responded to a question by Representative Seaton about
whet her Conoco has any GIL plans for the North Slope by stating
he could get information on GIL projects to the commttee.

ADJ QURNVENT

There being no further business before the commttee, the House
Special Committee on Ways and Means neeting was adjourned at
5:16: 44 PM
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