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PCOSI TI ON STATEMENT: Spoke in opposition to the tax increases in
SB 2001.

JOHN SHI VELY, President

Resour ce Devel opnment Counci

PCOSI TI ON STATEMENT: Spoke in opposition to the tax increases in
SB 2001.

DONALD BENSON
Pal mer, Al aska
PCSI TI ON STATEMENT: Spoke in favor of SB 2001.

JERRY MCCUTCHEON
Anchor age, Al aska
PCOSI TI ON STATEMENT: Spoke in favor of increased petrol eumtaxes.

LOVELL HUVPHREY,

Anchor age, Al aska

POSI TI ON STATEMENT: Spoke in opposition to tax increases in SB
2001.
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Anchor age, Al aska

PCSI TI ON STATEMENT: Spoke in opposition to tax increases in SB
2001.
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Anchor age, Al aska

POSI TI ON STATEMENT: Spoke in opposition to tax increases in SB
2001.

JOE MATHI' S, Owner

Mont ana Creek Canpground
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POSI TI ON STATEMENT: Spoke in opposition to tax increases in SB
2001.

W LLI AM HARVEY

Anchor age, Al aska

POSI TI ON STATEMENT: Spoke in favor of a gross tax.
RANDY SELMAN

Wasi |l a, Al aska

PCSI TI ON STATEMENT: Spoke in favor of the PPT.

TOM LAKCSH
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Anchor age, Al aska
POSI TI ON STATEMENT: Suggested an al ternative taxi ng nethod.

MARY NORDALE

Fai r banks, Al aska

PCOSI TI ON STATEMENT: Spoke on past auditing problens with the oil
and gas industry.

CHUCK LOGSDQON, Al aska Q| and Gas Associ ation (AOGA),
Pal mer, Al aska
PCSI TI ON STATEMENT: Spoke in opposition to SB 2001.

MAYNARD TAPP, Founder

Hawk Construction Consultants

Anchor age, Al aska

PCOSI TI ON STATEMENT: Spoke in opposition to SB 2001.

TOM WALSH, O| and Gas Industry Consultant
Anchor age, Al aska
PCSI TI ON STATEMENT: Spoke in opposition to SB 2001.

JOSEPH HEGNA, Vi ce President
Ol and Gas Sector, MM, Inc.
POSI TI ON STATEMENT: Spoke in opposition to SB 2001.

LYNN JOHNSQON, CEO and Co- Founder

Dow and- Bach Cor porati on

Anchor age, Al aska

PCSI TI ON STATEMENT: Spoke in opposition to SB 2001.

ACTI ON NARRATI VE

CHAIR CHARLIE HUGGE NS called the Senate Resources Standing
Commttee neeting to order at 9:05:38 AM Senators Huggins,
McGQuire, Geen, and Welechowski were present at the call to
order Stevens. Senators Wagoner and Stedman arrived soon after.

Also in attendance were Senators Davis, Thomas, Hoffman, Elton
and French and Representatives Gardner and Buch.

SB2001-O L & GAS TAX AMENDMENTS

CHAI R HUGA NS announced the consideration of SB 2001. He noted a
meno from Kevin Banks correcting earlier statenents.

JOHN P. ZAGER, Gener al Manager , Chevron North Anerica
Expl oration and Production, said it is a pleasure to represent
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t he i ndependent producers. He said Chevron is the fourth | argest
producer and the third largest operator in Alaska. Chevron is
the largest operator in Cook Inlet, operating 10 platforns with

8 producing, he said. “W are nostly 100 percent.worKking-
interest owners at Ganite Point with ExxonMbil owning 75
percent of one platform” In MArthur River, Chevron partners

with Pacific Energy Resources and has about 52 percent
ownership. Chevron also has gas fields that it operates on the
east and west sides. It is a joint-venture owner wth Marathon
on the Kenai Peninsula. There are about 500 enployees or
contractors and nost are on the Kenai Peninsula, he noted, so
Chevron is one of the largest private enployers on the Kenai.
Chevron is unique in having a balance of production in Cook
Inlet and the North Slope. Production in Cook Inlet is about
23,000 barrels of oil equivalent--two thirds is gas. Mst of the
peopl e work supporting the oil production. He said the platforns
are continuously staffed with 10 to 15 enpl oyees. Production in
Cook Inlet is about 15-16,000 barrels per day. Costs are very
hi gh because of the percentage of water, he said. On sone
platforns, the direct operating expense is over $40 per barrel.

SENATOR W ELECHOWSKI asked the Ilifting costs on the |egacy
fields for the North Sl ope.

MR. ZAGER said he believes it may be in the teens. Chevron al so
has interest in the North Slope—about 15,000 barrels per day
through the small working interest in Prudhoe Bay, Kuparuk, and
Endicott. Chevron is in the wearly stages of dramatically
increasing its capital investnment in Alaska. If prices were to
drop, those assets wuld be severely challenged to operate
profitably, he stated.

CHAIR HUGGE NS asked if he was tal king about oil or gas.

MR. ZACER said the gas production is primarily onshore and nore
profitable. The cost chall enges are about oil.

9:12: 57 AM

MR. ZAGER said Chevron is beginning a w de-spread exploration
program this wnter on the North Slope. It is the first
exploration there since the early 1990s, and he envisions a two-
w nter exploration programin the white hills.

CHAI R HUGE NS asked about Chevron’'s decision to invest.

MR. ZAGER said, “These decisions were nmade to invest using PPT
[profits-based petroleum production tax of 2006] as our tax
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assunption.” For some projects, Chevron took initial steps in
2005, “but when we actually nade the go/no-go decision sonetine
in the last 10 to 12 nonths, we were assum ng that PPT was our
tax regine.”

9:14: 32 AM
CHAIR HUGGA NS said if the decisions were spurred by the PPT, it
seens |ike a short decision cycle.

MR. ZAGER said Chevron has an annual capital budget, and it
devel ops projects over a period of tinme. Cenerally it uses “a
three-year plan that is pretty firm and then we extend it out
for a period beyond that just to get a longer |ook.” As projects
cone into the inventory, Chevron has a five-stage process. Stage
one is identifying viable opportunities. Stage 2 is conparing
and selecting the options, and the third stage is refining the
option and being ready for investnent. Stage 4 is execution, and
stage 5 is |ooking back. In 2005, the North Sl ope project was in
stage 1, and during the last 12 nonths it was put into stage 3,
so it is in the budget and ready to be approved.

9:16: 04 AM
SENATOR W ELECHOWSKI asked when Chevron requested the permts
for the North Sl ope exploratory wells.

MR. ZACER said he doesn’t have the exact date, certainly within
the last 12 nonths or so.

SENATOR W ELECHOWSKI said that DNR and DOR said the PPT had
little to do with Chevron’s deci sion on those new wel | s.

MR. ZAGER said “a nucleus” of those |eases was acquired seven or
eight years ago. Sonme dry holes were drilled by others and it
made Chevron rethink those projects. Since then, Chevron needed
to decide whether to drop the |eases. “W decided that we would
keep holding on to them because another concept had cone that
was different than the one that was condemmed by the other
wells. So, | believe our first significant additional |ease
purchases then were around.March 1 of 2006.” Chevron picked up a
ot of acreage then, and it has picked up additional acreage
since. The last round has been since PPT was in place. “So that
is spending the capital to acquire the |ease acreage, which was

really just the down paynent, if you will, on that play.” The
real investnent was six to eight mllion dollars acquiring those
| ease positions, he said, and that noney will be dwarfed by the
anount Chevron will spend drilling over two seasons. The real
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i nvestnment decision is committing to get the rig and nobilize
all the people and resources to eval uate the | eases.

9:19:14 AM

SENATOR W ELECHOWSKI noted that DOR and DNR said PPT did not
i npact those decisions. He requested a verification of the
tineline.

MR. ZAGER said he doesn’t know how the agencies would know when
Chevron nmade the decision—maybe fromthe fact that we took sone
of those l|eases prior to the passage of PPT.” They nmay surm se
that Chevron had made the drilling decision then, “but that was
not the case; that was only nmade in the last several...we
commtted to the rig probably a year ago because of long |ead
times. So they may have said, at that point, we’'re commtted to
drilling. But usually when you make a rig commtnent, you have
fal | back provisions; you can do other things with that rig, you
can get out of your lease, so you're trying to, all the tineg,
stay on the tineline, make what commtnents you need to, but
also have off-ranps along the way. And so when we
finally.conmtted to the full thing was certainly within the
| ast three to four nonths—where we got internal approval all the
way up to our board of directors to nmake that investnent.”

9:20: 51 AM

CHAIR HUGA NS said the conmttee is interested in Chevron's
perspective and if its activity is relevant to the PPT.
Expl oration investnent was the idea behind the PPT. In his
estimation, the challenge of exploration and production is the
future challenge to cut down the decline in production.

9:21: 30 AM

MR. ZAGER said the PPT was wused in making Chevron’s final
i nvestnment decision. It is hard to say what it would have done
if the PPT had not been there. It probably would not have nade
it uneconom c¢ but would have noved it down the queue of world-
wi de opportunities. It is a real challenge to convince a conpany
t hat has been successful internationally that it is time to cone
back to the North Slope—~where we’'ve left a |lot of noney over
the years without too nmuch to show for it.” Now is the tinme to
conme back and test the waters again.

SENATOR WAGONER asked how many wel ls are proposed.
9:22:39 AM

MR. ZACGER said Chevron is permtted for 15 or 16 |ocations, but
“that was done largely to provide optionalities as we nove
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forward.” He said he expects 6 to 9 over the next two seasons.
The first wells may cause Chevron to nake changes.

9:23:14 AM
CHAIR HUGA NS asked how nmuch it costs to drill a well.

MR. ZAGER said because of the infrastructure it would be hard to
determ ne cost per well, but the total commtnment for the two
seasons is about $150 million.

CHAI R HUGGE NS asked what the North Sl ope |abor force will be.

MR. ZAGER said it is hard to say, but probably 100. There are
probably 20-30 people now. GCetting the right people is “a rea

constraint.” Chevron is staging and waiting for snow to fall. He
showed a graph entitled “Chevron is increasing investnent under
PPT,” and it showed the increase in capital investnents of
Chevron. He said nost of it is in Cook Inlet gas. In 2007 begins
the increased efforts in the oil business and North Sl ope
drilling. In 2008 there will be a full program on the North
Slope with investnments of over $300 nmillion along with adding a
full rig line in Cook Inlet. In 2009, Chevron is planning to

bring a second rig line into Cook Inlet. Individual wells aren't
drilled; “you ve got to get a rig; you ve got to get a queue of
opportunities lined up in front of it so that crew can keep
working.” In today’'s world, a hiatus nmeans people may not be
there. The way to operate efficiently and safely is to have a
crew t hat has worked together.

9:26:11 AM
SENATOR W ELECHOWSKI asked if Chevron is looking for oil or gas
in Cook Inlet.

MR. ZAGER said both. Chevron intends “to flatten and then
hopefully increase the production on the oil side,” and it has
strong market commtnents for gas. To fill them Chevron nust
spend a lot of noney on exploration and devel opnment of those
resour ces.

SENATOR W ELECHOMSKI asked if there are a limted nunber of
arctic rigs for drilling.

MR. ZAGER said he is not the best person to ask, but there are a

[imted nunber. One rig does not fit every well, he added.
Chevron had a new rig built in Canada, and it is now drilling
gas prospects in Cook Inlet. It is drilling today and it wll

head north in Novenber. Anadarko may have the sane small nobile
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rig, designed to drill and nove nore efficiency. The comon
eneny is production decline. Not that long ago “we were here
slugging this through.” Chevron believes it is too early to tel
if the PPT is working. Chevron investnents show that it is
wor ki ng. A review has been scheduled for 2011, and that doesn’'t
give him confort, he said. He asked what Chevron is supposed to
assunme. He expressed concern about the Wite HIls prospect
drilled in 2007-2009, wth delineation work in 2009 and
conmmi ssioning in 2010.

9:29:41 AM

MR. ZAGER said knowing that there is a review of PPT in 2011
could influence the timng if taxes are expected to increase. A
spike in oil prices or an election between then and now may give
Chevron the confidence to go forward.

CHAI R HUGE NS sai d Senator Wagoner made that sanme comment.

SENATOR WAGONER said the admnistration said it will |eave gas
at 25 or 22.5 percent, and then take care of it in three years.
He asked if that has the sane kind of effect as the review in
2011. 1t will open up the tax policy of Alaska if gas prices are
not addressed at this time. He said he understands the nuance of
the gas |ine contract and negoti ati ons.

MR. ZAGER sai d anything that opens the discussion brings concern
to people who are investing potentially billions of dollars.

SENATOR WAGONER sai d, “W m ght be rushing to judgnent.”

CHAIR HUGA NS said, “Wat we' re doing.l characterize as a knee-
jerk—that we can’t qualify why we’'re doing it.”

9:32: 26 AM

MR. ZACER expressed the desire to balance taxes with an optimm
investnment climate. Corporations should operate safely, protect
the environnment, and increase value to sharehol ders. WMnagi ng
cash flow determ nes accunulated value. Cash is wused for
operating costs; i nvest nment for upstream downst r eam

t echnol ogy, or acquisitions; paying down debt and cash buil dup

di vi dends to sharehol ders; and buying back stock. He noted that
there are always nore opportunities and not enough capital to go
around. There is always a ranking process of projects where sone
get cut off at the bottom

9:36:45 AM
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MR. ZAGER said investnent decisions in Al aska consider the
government take, but it isn’t the nobst inportant thing. Al aska
has an asset that Chevron wants to |lease out in the market. To
value it, one first |ooks at the geology and the reserve
potential. The crown jewels have been found, and now Al aska
state land is “fair to mddling.” The oil industry spends a | ot
of time studying rocks. The cost of operation is another factor,
and Alaska is on the high end. Even Cook Inlet lacks a l|arge
infrastructure—at tinmes a tool has been flown in from Nova
Scotia. Tine is a factor. On the North Slope, it takes eight to
ten years before revenue conmes in. R sk and probability of
success are inportant. The fiscal regine defines how nmnuch
revenue the investor keeps.

9:41:35 AM

MR. ZAGER said he sonetimes gets lost in the mnutia of why
people are so fixed on governnent take when there are so nany
other things. The product needs to be priced appropriately in
the market. He said investnent decisions are made on the after-
tax net present value. That neans that the future cash flow is
di scount ed back, and opportunities are ranked, and certain ones
will get funded and sonme will not. Geat rocks can trunp poor
fiscal ternms, he stated. Pricing a Chevrolet like a Cadillac
won’t work. He showed a graph of Al aska |ease sales since 2002
conpared with the Gulf of Mexico. It is a good exanple, he said,
“because these are the exact sane conpanies you want bidding on
the North Slope.” They are large conpanies that can operate in
the deep water, and they are the nmjor producers here in Alaska
and the large independents. If this were baseball, the score
woul d be 72 for the Gulf of Mexico and 1 for Al aska.

SENATOR STEDVAN said the Gulf of Mexico is under a different tax
structure and he asked for a conparison of near shore versus

being out in federal waters. “Could you elaborate on that
because we’ve had Gulf of Mexico conversations nunerous tines
here, and | still have a conceptual difficulty in drawing a rea

tight correlation between the federal deep water in the Gulf of
Mexi co versus the Arctic?”

9:46: 00 AM

MR. ZAGER said he doesn’t have all the details of the leasing in
the deep water. They are federal sales, and state waters have
different ternms. From the investors’ point of view it is how
much they can keep. It doesn't matter, and this 1is the
conpetition that Al aska has. “This is the |eague we are playing
in.in terns of attracting investnment to Al aska.”
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SENATOR STEDVAN said he has a conceptual challenge. A lease in
the Arctic on state l|ands conmes under the state, property,
corporate incone taxes and the royalty system versus going
offshore that only has the federal environment and no state
financial burdens. Wwuldn't it lead to higher bonus bids to stay
conpetitive?

MR. ZAGER said that is correct. Industry is actually bidding
that governnent take up wth wupfront noney going to the
government. The rocks are so attractive and the fiscal terns
| eave noney on the table, so they put $2.9 billion upfront to
make sure they get a bite of the pie. Al aska used to attract
bonus rounds in the 1980s, because the rocks were that good

Ti mes have changed, he stat ed.

SENATOR W ELECHOWBKI said he sees it differently. The rocks have
not changed from 2002 to 2007, and yet the nunber of |eases has
i ncreased. The fiscal terns were |ower in 2002-2005, and there

was |ess investnent. “Now that we've raised the fiscal terns,
we’'ve actually had nore investnment. A person can cone to a |ot
of concl usi ons, but Al aska raised taxes and got nor e
i nvestnent.”

9:49: 23 AM

MR. ZACGER said that oil prices have a lot to do with it. He said
to | ook at governnent take in the @ulf. |If Alaska s rocks were

that attractive, why didn't it attract at |east a few hundred
mllion? Libya got over 100 bids in the first two rounds. People
were bidding on an excess of 90 percent governnent take—+t’s
what you’'ve got left at the end of the day that drives those
deci si ons, he stat ed.

SENATOR WAGONER said the @lf of Alaska has been little
expl ored. He asked if anyone will go back there in the future.

MR. ZAGER said he has not heard any talk about that. It is not
on the top list of basin potential, but he does not know. But
generally, a conpany wants to get a concept that another conpany
doesn’t have and be the first in to capture the opportunity.

SENATOR MCGQUI RE asked how other things factor in. She said she
doesn’t discount the value of basic geology. The stock market is
based on reality and perceptions. She asked how perceptions play
a role on deciding to invest in Al aska. Mwybe Al aska is the
fal | back, because Libya-type places are unstable and need to be
got while they can.
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9:52:42 AM

MR. ZAGER said he disagrees. There are hundreds of energy
conpanies scranbling for opportunities, so Alaska won't be
deferred if the opportunities are good. The oil business has a
herd nentality, and everyone follows success. That is seen in
Angola and West Africa now |If Anadarko and simlar conpanies
are showing great returns in Alaska, several other conpanies
that size would follow “W follow success.” He doesn’t think
Al aska is being nothballed, because it is too conpetitive of a
busi ness.

SENATOR STEDMAN asked if a gas line would spur nore activity
from firns the size of Anadarko, since the two big oil pools
have been tied up for several decades.

9:54: 46 AM

MR. ZACGER believes that is right. “W are fighting an oil and
gas business with a hand tied behind our back, and basically the
gas hand is tied behind your back.” He said access to the gas is
requi red before anyone will invest.

CHAIR HUGEA NS said he likes that conment because it “appeals to
my strategic mndset.”

SENATOR W ELECHOWSKI asked if a gas line will spur a lot nore
drilling and then nore gas and oil w Il be found.

MR. ZAGER said geologists sonetines think they know nore than
they do. The conventional wi sdom is there is nore gas to the
south. At tines, the industry has drilled for oil and found gas.
Putting nmore wells in the ground will Ilead to serendipitous
di scoveries, which happens frequently, he said.

9:56:42 AM
SENATOR W ELECHOWBKI said it seenms that the gas line is really
critical, and herd nentality will shift to Al aska because there

will be 10 percent of the U S. supply of gas punped down that
pi peline. Are incentives and tax breaks really needed?

MR. ZAGER said it is a presunption that there will be a gas |ine
before declining oil creates fiscal problens. The assunption
that the tariff of such a pipeline wll |eave conpetitive
returns for grassroots exploration on the North Slope should be
studied if not challenged. Costs will be high, the tariff wll
be several dollars, and prospects are renote. Unless there are
worl d-class reservoirs, it will be a challenge to attract a |ot
of capital for a gas drilling frenzy on the North Sl ope.
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SENATOR W ELECHOWBKI sai d your conpany has pl opped down 15 wells
| ooki ng for gas.

MR. ZAGER asked who said they are |ooking for gas.

9:59: 14 AM
CHAIR HUGGA NS said he is a cheerleader for a gas pipeline.
“Contract doesn’t equal gas pipeline,” and that scares him

MR. ZAGER showed a “risk (or decision) tree,” which is a way to
value a future investnment opportunity and the probability of
success or failure. Sone of Chevron’s nodels have hundreds of
vari abl es, but his exanple uses four. He gave an exanple of the
decision to drill an exploration well wth an 85 percent
probability of failure, which would cost Chevron $20 nillion
after taxes. “Then how you figure the expected values, you
multiply by the probability of failure, so that gives you your
val ue. Your expected value at that point is mnus 17.” The
success side gets nore conplicated, because success neans oil
was found but volunmes vary. “There is a P10 discovery,” nmeans
there is only a 10 percent chance that the accumulation wll be
smaller than that. A P50 is “kind of the mddle of this whole
distribution of outconmes from virtually nothing to sonething
very big.” The P90 is “the upside case—that’s kind of how big
you think it can be.” 90 percent of the tinme the anount will be
smaller than that. The chance of getting a P90 discovery is 15
percent tinmes 10 percent, or 1.5 percent. “W take the average
of this distribution and we multiply it by 15 percent and you
come up with an expected value of 20.625.” To get the expected
value for Chevron’s decision, he adds those values and gets a
positive 3.6, “so the answer would be, yes, drill the well.”
Sonme people see those as excess profits and want a bigger take
fromthe state. But he said | ook what happens if he changes the
“3000 to “200” because of taxes: the expected value goes to
mnus 0.9, and the well doesn't get drilled. ®“You can drive
something from positive to negative sinply by changing the tax

rate on the nost successful outcone.” I|If taxes are expected to
change, a risk factor needs to be added, which could cause a
change in an investnment decision. Mst likely a tax would nove

it down lower in the queue of opportunities.

10: 05: 35 AM

SENATOR STEDVAN said the legislature spent a lot of time on
forecasting and progressivity. One concern is that the tax
regime didn't “start taking off some of the higher end too
early.” There were price ranges used in the nodels, including
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optimstic and stress values. “W set sone of these triggers
above the optimstic arena so the industry would not use the
progressivity in their financial nodeling.” “W spend quite a
bit of time.to try to insulate the industry from that but stil
put the state in a position that if we had excessively high oi
prices, the state would not have their percent of the pie
di m ni sh.”

MR. ZAGER said there are many other uncertainties used in the
nodel besides oil prices. If there are good rocks, the oil price
could stay the same, and Chevron would end up with nore profits.
It is just a risk factor.

CHAIR HUGE NS said he is concerned about the wunintended
consequences of the knee-jerk of failing to look at all aspects
of a proposal. The luxury tax on boats to get noney from
af fl uent people didn't work because it put people out of a job.

10: 09: 21 AM

MR. ZAGER showed a nodel of the investnent needed to maintain
production at reasonable |levels. The blue |line shows a 6 percent
decline, and the nodel assumes devel opnent costs to be $15 per
barrel. It assunmes $1 or $2 billion additional annual capital
spending. It assumes spending keeps going and that there is
adequate inventory. “So you kind of |ook at the kind of capita
you'll need to attract, in order to keep decline at a nore
reasonabl e--or alnost a flat--decline for a nunber of years.”

SENATOR W ELECHOWSKI asked if the PPT is left in place, what
assurances wl| Chevron provide to continue substantial
i nvestnents in Al aska?

MR. ZAGER said oil conpanies put noney where the best returns
are, and the nore attractive Alaska is, the nore noney wll flow
t here. No guarant ees.

SENATOR W ELECHOWSKI asked if the PPT will keep the graph at the
green line.

MR. ZAGER said he can’'t say that.

SENATOR W ELECHOWNSKI said, “And you can't tell wus that if we
went to ACES, we're not going to stay at the green |ine?”

MR. ZAGER said he can only tal k about probabilities.
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SENATOR W ELECHOWSKI said, “But you can tell us that if we do go
to ACES, there is going to be nore noney conming into the Al aska
treasury.”

MR ZAGER said ACES will likely increase tax inconme in the short
term but “in the year 2010 to 2015, | think that’s probably not
a probability and you' Il see |less nobney comng into the Al aska...
He said Chevron will not run away from Al aska production, and
there is no doubt that short-term state revenue wll go up. For
the next two to three years, that would be the way to go, he
said. For future generations and “sone reasonable |evel of
production, then you need to be nore circunspect in your answer
and think long term about how do we maintain production.” Take
care of your goose that laid the gol den egg.

10: 13: 45 AM
SENATOR WAGONER asked if M. Zager’'s nodel has the current tax
structure, with credits, figured in.

MR, ZAGER said no, he looked at a couple of reports to get a
feel for where current finding and devel opnent (F&D) costs are
running. Fifteen is about as good a nunber as he could pick, but
it is not necessarily for Alaska. It is nmore of a North America
nunber. F& is “how nmuch it takes to explore for, and then
develop, the oil and gas resources.” It includes drilling,
infrastructure and whatever is required to get to production. A
| oner nunber is better for both the state and producer.

SENATOR STEDMAN asked M. Zager to discuss the inpact of a
credit on that nunber.

MR ZAGER said it would lower the after-tax F&D. The credit is a
partial return of the capital investnent.

SENATOR STEDVAN asked if the industry considers the nunber after
all the taxes and transaction costs are taken out.

MR. ZAGER said it depends on the source. H's nunbers cane from a
report of industry-wide surveys. It is public data. Internal
i nvest ment decisions would be |ooked at on an after-tax basis

and F&D costs would just be one of several paraneters in that
decision. The next chart is from the Wod Mckenzie CGovernnent
Take study, and it ranks fiscal attractiveness against fiscal
uncertainty. Alaska is at the bottom of fiscal certainty, but
that is not why he is showing the slide. He said there are
government takes of up to 90 percent, and those countries that
have hi gh governnent take have the best rocks in the world and
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they are OPEC nenbers. They generally have national oi
conpanies. The terns are pretty onerous for international
conpanies. Libya is one of the least attractive places in the
world, but there was a rush to get in there. The rocks are good
enough. Countries with less than a billion B.OE [barrels of oi
equi val ents] want to attract investors. The others can afford to
turn them away. The gulf coast apparently has sonething going
for it because industry voluntarily increased the governnent
take. Alaska is in the mddle, he said, and it can nove to
conpete with the best rocks in the world or nove the other way
to attract investnent. “Do we want to nake Alaska even |ess
fiscally attractive?” It wll be hard to attract nore
i nvestment, he concl uded.

10: 22: 09 AM

SENATOR STEDVMAN noted that Alaska is put in the |ower quadrant
[fiscally uncertain]. He said both the state and the industry
agreed to change the ELF [economic limt factor] system If the
state didn’t change ELF or adopt the PPT, he asked if Al aska
woul d be next to Saudi Arabia on the chart.

MR. ZAGER sai d nmaybe.

SENATOR STEDVMAN said the legislature is |like a board of
directors and in charge of maximzing the wealth of
shar ehol ders—t+he people of the state. Alaska had to conme to the
table with industry to change the tax structure under ELF
| ndustry and the state agreed to nove on the chart. He suggested
that is different from“a scenario where a state may just happen
to create a tax structure.for whatever reason.”

10: 25: 01 AM

MR. ZAGER said the changes to date are understandable, “but if
this gets to be an annual trend, then we’ve got a real problem?”
Gas taxes wll be looked at in 2010. He suggested sending a
signal that Alaska is disciplined enough to see if PPT works
before changing it. Investors went into countries wth high
fiscal terms with eyes wi de open—they ran the econom cs and the
deal hasn’t change since they got in.

SENATOR STEVENS noted that ELF was advantageous to industry and
“there was still precious little exploration and devel opnment.
Why woul d t hat be?”

MR ZAGER said ELF didn't have the credit incentive. The reward

is small er because of the tax increase, but the risk is snualler.
The super majors can take on any size project, but the snaller
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conpanies are concerned about exposure, so the investnent
incentives are nore inportant.

10: 27: 36 AM
SENATOR STEDVAN spoke of another chart he would like to see:
“d obal state take versus pre-take.at ten.”

MR. ZACGER said he needs permission to use the graphs. Energy
conpani es have the responsibility to invest where there is the
best risk/reward ratio. He has heard people say that oil
conpanies are threatening to withhold investnent in Al aska, but
“that is absolutely not true.” He said he will work hard to get
as nmuch noney for Al aska as he can, “but you' re making the job a
lot nore difficult if you increase governnent take—tower the
returns.” “It’s not that we’'re threatening to wthhold
investnent, it'’s just a fact.that if the state takes nore,
they’re less attractive investnents.” He has 500 people working
with him who want the conpany to keep investing in Al aska.
I nvestnent is the only way to stem decline. Sell Al aska s Chevy
as a Chevy, and don’t price it |ike sonething el se, he said.

10: 32: 04 AM

SENATOR W ELECHOWBKI said obviously raising taxes costs Chevron,
but every world-renowned, independent expert hired by the state
has said raising taxes will not substantially inpact investnent.

SENATOR GREEN said, “1I would sonmewhat question the fervor wth
which you' ve nmade that statenent, because | think there were
other things to balance that that would have offset the
increase.” It wasn’t that carte blanche, she stated.

SENATOR W ELECHOABKI said he wll be happy to recount the
testinmony. Pedro Van Meurs said the state could increase the tax
to 25 percent, plus 8.5 progressivity at $50 per barrel--0.25.
Dr. Johnston, another world-renowned expert, said it can be
increased to 30 or 35 percent, plus 0.25 at $30 or $40 a barrel;
Gaffney Cdine & Associates said ACES wuld not have a
substantial inpact. Dan D ckenson and Steve Porter agreed with
the experts. “Do you disagree with that?”

MR. ZAGER said we are only argui ng about the order of nagnitude.

No one has said that increasing taxes will increase investnent.
The conm ssioner of DOR said it won't attract nore investnent;
in fact it will hurt investnent in Alaska. If you are perfectly

happy with current investnent, and if you are in it for the
short term “by all neans.”
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10: 34: 40 AM

SENATOR STEDMAN asked how spent Chevron spent nobney to create
their credits. He asked about Chevron’'s ability to use the
credits and how they are handled from Cook Inlet to the Arctic.

MR. ZACGER said Chevron has been drilling oil and gas wells to
generate credits. Operating expenses are high in Cook Inlet. The
tax is based on the ELF system which is good and justifiable.
Gas storage wells are not deductible for credits. Chevron has
sufficient cash flow to use its own credits, so it doesn’t trade
t hem

SENATOR STEDMAN asked what inpact Chevron would be subjected to
if the credits were split so that only 50 percent could be used
in the year they were created, which would give the treasury
nore predictability.

10: 37: 29 AM

MR, ZAGER said it wuld be far down the list of financial
i npacts, because it is only the net present value of half its
credits for one year. It my be a bigger issue for smaller
conpani es, he surm sed.

CHAI R HUGGE NS asked about the cl aw back provision

MR. ZAGER said it is a justifiable provision. It is a fairness
issue to the people investing over the years. The taxes changed
in the mddle of the gane. “We went from no tax to taxing

basically cash flow” Federal incone tax is on inconme. For
i ncome tax purposes, conpanies can depreciate their assets, so
even investing in 2005, they are still recognized as offsets in

2008 or 2009. PPT is a tax on annual cash flow, so if it was
spent last year, it doesn't count for this year. It is probably
an advantage to do it on an annual basis since it can be done
i mredi ately, but during the transition period of going from one
system to another, conpanies that invested heavily get the short
end of the stick. “There are al so provisions put in where you ve
got to earn that capital back again through double the
reinvestnment rate.” There was a |ot of discussion around this

he said. PPT had nore sense of partnership between the state and
the industry by sharing in the wupside and risking in the
downsi de. That has been elimnated by putting a floor in, so the
state is running away from the risk and continuing to take on
the upside. The clawback provision is about fairness. There has
to be recognition that the cash flow now is largely the benefit
of the investnents that were nmade over the past five years.
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10: 41: 59 AM
CHAI R HUGE NS asked about “the fl oor”

MR. ZAGER said the floor was put in to mtigate the state’'s
ri sk, so when things get bad there is sone mniml assurance by

getting 10 percent of the gross. It noves the risk to the
producers, he said. Cook Inlet is not included because it is
heritage fields, but someday the heritage fields wll have high
l[ift costs. Putting a floor in wll shorten the life of those
fields. He said to think what the incentive is. A gross tax is
regressive, like a flat tax, and is not a good tax policy. The

poor fields end up being taxed a hi gher percentage.

10: 43: 53 AM
SENATOR WAGONER said, in terns of the clawbacks, the conpany
still anortizes the costs against federal taxes. The state does

not disallow the deduction at the federal |evel.
MR ZAGER said it would not.

SENATOR WAGONER added that if the state allows it to be deducted
from production taxes, then it is a two-for-one. They continue
to get the anortization for federal taxes.

MR. ZAGER said that is the way the system works. “You net out
state taxes and that takes the bite out of the federal tax, so
essentially by elimnating this deduction, vyou re taking a
partial bite out of the federal taxes as well.

SENATOR W ELECHOWSKI said he agreed that the rich fields
shouldn’t be taxed the sane as the poor fields. Chevron’s goa
is to maximze the noney for shareholders. The state needs to
maxi m ze incone, investnent and Al aska jobs. He said that can be
acconplished with a two-tiered tax system that taxes |egacy
fields higher than the nore expensive exploration fields.

10: 47: 03 AM
MR. ZAGER said his statenent is that a gross tax would tax one
hi gher than another. “lI don't think |I said they should be taxed

differently.” He thinks he was inplying that a net tax would
take those differences into account.

SENATOR W ELECHOABKI asked if a multi-tier system nmakes sense.
MR. ZAGER said the PPT system handles it with its net system A

| ess-profitable field will be taxed at a lower rate. There are
also exploration credits. A viscous oil credit was considered
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but not added. The net-tax system is designed to take those
di fferences into account.

10: 48: 56 AM
CHAIR HUGE NS said this was one of the npst engaging
conversations with an oil conpany. Slide 6, 9, and chart 14
revealed a nunber of elenents that haven't yet been presented
coherently.

The comm ttee recessed from 10:49:48 AMuntil 11:03:52 AM

PAT FOLEY, Manager, Land and External Affairs, Pioneer Natura

Resources, Al aska, Inc., said Pioneer is still a relatively new
pl ayer in Al aska. The Oooguruk project is Pioneer’s North Slope
cornerstone. The PPT program provides a nodest incentive for
future investnent and achieves the goal of increasing state
revenue. He asked for no negative changes to the PPT for this
speci al session.

SENATOR WAGONER asked if ACES nmade any positive changes.
MR. FOLEY said sonme are positive, but nost are not.

11: 06: 38 AM

KEN SHEFFI ELD, President, Pioneer Natural Resources, Al aska,
Inc., said Pioneer is a large U S. independent operating around
the world. It doesn’'t have any production in the state, but he
hopes to see that change. He spoke of a growi ng gas business in
South Africa and oil in Tunisia. Conpany production is a little
over 100,000 barrels per day of oil equivalent. Pioneer’s assets
are focused in North Anerica, with over 90 percent of production
and reserves there. “That 1is our primary conpetition for
capital,” he said. Each fall, the Pioneer business units present
opportunities to the senior managenent conmttee. Pioneer and
nost of the independents prefer Lower 48 projects because they
are lower risk and lower cost. The cycle tinmes are shorter,
creating cash flow in the same year as investnent. He said his
team advocates for Alaska budget dollars. From all the
i nvestment opportunities around the world, the commttee picks
projects that neet the corporate goals.

MR. SHEFFIELD said sone of the drivers for that selection
i ncl ude production growh, with a ten percent growh each year.
Pi oneer wants to replace 100 to 150 percent of what it produces
each year. The nmanagenent team | ooks at econom c and financi al
metrics, and the probabilistic range of outcones.
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11:11: 58 AM
MR. SHEFFI ELD said, looking at the budget for 2008, about 75
percent of the projects that were put forth for consideration

will get funded, and the balance will either be deferred or...
Rising oil prices have inproved the margins, but rising costs
have taken a bite out of that. “The tide for new projects is
still lifting all boats,” he said. That has raised the

profitability of lower-risk opportunities in the Lower 48, so
budget dollars are flowing to coalbed nethane, tight sand
reservoirs, and shale gas, thus there has been |ess enphasis on
high-risk exploration. The current commodity cycle allows
Pi oneer to have a | ess aggressive portfolio.

CHAI R HUGE NS asked where Al aska projects fall.

MR. SHEFFI ELD sai d Pi oneer explores around the world, “and we do
have sonme high-risk opportunities here in Alaska, as well as
down in the Lower 48. W' ve drilled, over the |ast decade, wells
in West Africa.” Five percent of Pioneer’s projects are high
ri sk, and sone of that noney has been allocated to Al aska.

CHAIR HUGE NS said Alaska's objective is to double Pioneer’s
production in Al aska.

11: 15: 50 AM

MR. SHEFFIELD said Pioneer’s projects in Alaska are conpeting
agai nst lowrisk, short-cycle projects, including oil and gas
drilling in Texas, shallowgas drilling in Col orado, high-margin
gas in South Africa, and successful oil drilling in Tunisia.

Pi oneer also has a business devel opnment group that scours the
| oner-48 | ooking for new resource plays. So Al aska is conpeting
with existing and new projects. The governnment take in Alaska is
somewhere in the range of the md 60s, “and people said it’s
kind of in the mddle of the road in the schene of the whole
world of opportunities.” But for Pioneer in Alaska, the primary
conpetition is the Lower 48, with |ower costs, shorter cycles,
and | ower [governnment] take.

SENATOR W ELECHOWSKI asked about Oooguruk with 30 mllion to 90
mllion barrels, and if it is one of Pioneer’s larger fields.

MR. SHEFFI ELD said, “Qur Oooguruk project at 70 to 90 mllion
barrels is a nunber that we’ve made public, is toward the higher
end of new projects that Pioneer’s undertaking world wide.” It
is a significant step out for a conpany the size of Pioneer. The
conpany | ooks at economics and puts together a swat analysis—a
tool to weigh the strengths, opportunities and threats of any
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new busi ness decision. Alaska,, in 2002, had a great petroleum
system—=geol ogi sts just |ove Al aska because of the petroleum
system” Pioneer saw a potential for high-inpact opportunities
and liked the state’s fiscal policy. The state was courting the
i ndependents with the ELF regine, saying there would be |[|ow
severance taxes unless “you hit a honme run, and then you would
pay significant severance taxes.” The exploration incentive
credits were in play at that tinme, and the conbination of those
factors was a plus for Pioneer.

11:19: 58 AM
SENATOR W ELECHOWSKI asked if “prolific petroleum systenf neans
the sane as “good rocks.”

MR. SHEFFI ELD said yes, and the North Slope petrol eum systemis
charged with hydrocarbons, “which neans.that npbst anywhere you

drill a well on the North Slope, you have a really good chance
of finding some hydrocarbons. Maybe  not in conmerci al
quantiti es, which is a real chal | enge, but there are

hydrocarbons in the system and that contrasts to nany other
petrol eum systens in the world where you have a hard tine
finding...”

SENATOR W ELECHOWBKI said the majors say the rocks in Al aska are
not good. He asked if the rocks are good for independents. Is
this the el ephant for independents |ike Pioneer?

MR. SHEFFI ELD said that is not a fair assessnent, because the
rocks are the same for everyone. He said Pioneer found that the
rocks aren't as good as was thought. There are |large
accunul ations, but the oil quality is low. There are |arge
fields, “but they're on the margin.” Rocks are a challenge to
t he econom cs and the recovery in those reservoirs.

11: 22: 08 AM
SENATOR W ELECHOWEKI asked if he is tal king about heavy oil

MR. SHEFFI ELD said, “Yes, the oil quality has sonething to do
with it, but | think our experience through the drilling that
we’ ve done--and we’ve participated in a nunber of wells across
t he sl ope--has been just | ow rock quality.”

CHAI R HUGGE NS asked when the state courted i ndependents.

MR. SHEFFIELD said it was under the Mirkowski adm nistration,
and Mark Myers was the Director of the Division of Ol and Gas.
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In 2003 or 2004 he recalled having some informative neetings
with DNR and DOR, tal king about how to do business in Al aska.

CHAIR HUGGA NS said he would like to continue that practice. It
is nore inportant than ever to Al aska’s future.

11: 24: 29 AM

MR. SHEFFI ELD said business opportunities are opening up to
Pi oneer; larger conpanies are |ooking for partners. The downside
is high operating and transportation costs. The |ong project-
cycle times are nearly unacceptable to independents, he added.
Pi oneer wouldn’t put serious noney into sonmething with a |ong
lead tine. At that time there were thoughts that the tax policy
m ght be changing. In a frontier area, project delays and
potential for cost overruns needs to be considered. The
reservoirs turned out to be at the lower end of what was
expected. The reqgulatory process has been nore tinme consum ng
that was expected. Costs canme out higher as well. Pioneer is
about hal f-way through with the spending on the Qooguruk project
and, to date, it is over budget by 25 percent, or $70 mllion.
Most of Pioneer’s 11 exploration wells have ~cone in
significantly over budget.

11: 27: 45 AM
SENATOR W ELECHOWSKI asked if the increased cost was particular
to Al aska or worl dw de.

MR, SHEFFIELD said it is a conbination. The price of steel has
gone through the roof. The logistical challenges of the North
Sl ope can snowball because of the short w nter season and the
transportation challenges. It is true of any renote area.

CHAI R HUGGE NS asked about the expanded days for exploration

MR. SHEFFIELD said that is generally good for the industry. The
expanded drilling season allows for nore work and anortizing
over nore wells. A rig on the North Slope can drill nore wells
and get nore value. “Five years later the tax policy is still
bei ng di scussed.” Pioneer drilled three exploration wells in the
shallow waters of the Beaufort Sea in 2003, which becanme the
Qooguruk project. An extended-reach appraisal well was drilled
on the Kenai Peninsula near Anchor Point, three mles under Cook

Inlet. It is called Cosnopolitan and is a known oil discovery.
Over the last two years, Pioneer took over as operator and
increased its interest to 100 percent. “W upped the ante on
this project based upon PPT.” It is a challenged resource and

the conpany thought it had a decent chance under the PPT.
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Mai ntaining that tax structure is critical to the project. |If
the project is successful, it could be simlar to Oooguruk.

11: 32: 47 AM

MR. SHEFFI ELD said Pioneer owns an interest in 1.5 mllion acres
in Alaska, and nost is in the North Slope, including Prudhoe Bay
and the NPRA. Pioneer has participated in 11 North Slope wells
over the last 5 years, but it doesn’t have a lot to show for it.
Pi oneer has 35 staff in Anchorage.

SENATOR STEVENS asked about Cosnopolitan.

MR. SHEFFI ELD said if the appraisal well is successful and it

meets the economic criteria, it likely wll result in the
construction of an onshore facility near Anchor Point, a dozen
wells, and a long-life oil field. There wll be significant
econom c activity during construction and drilling, and then
Pioneer will need two or three operators per hitch.

11: 35: 07 AM

CHAIR HUGE NS said Cook Inlet is an inportant basin

SENATOR W ELECHOWSKI asked how Cook Inlet projects were affected
by PPT or would be affected by ACES.

MR. SHEFFI ELD said the PPT established incentives—a 20 percent
tax credit--that significantly affected Cook Inlet.

SENATOR W ELECHOWBKI asked if that is changed by ACES.
MR. SHEFFI ELD said he thinks Cook Inlet is being |eft alone.

CHAIR HUGE NS said one exception is “you can’t take Cook Inlet
factors and transfer themto your northern operations.”

11: 36: 49 AM

MR. SHEFFI ELD said Oooguruk is near the end of its construction
phase, and it is the largest single capital project in Pioneer’s
history. Pioneer is the operator with a 70 percent working
interest, at a cost of over $0.5 billion. First production my
be in 2008, with 15,000 to 20,000 barrels per day by 2010.

SENATOR WAGONER asked if the facility access agreenent is final.

MR. SHEFFI ELD said it is nearly conpleted, with only mnor |ega
nuances left.
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SENATOR WAGONER asked the I ength of that negotiation.

MR. SHEFFI ELD said Pioneer sent a formal request to the KRU
[ Kuparuk River Unit] owners in May of 2005.

MR. FOLEY said two years is the tine frame. It is conplex and
this is the first time that the owners have contracted
production wth a third party, so they are cautious. He
suggested that the agreenent will be the basis for many future
agreenents, so there is a huge desire to get it right.

11: 39: 44 AM

SENATOR W ELECHOWSKI said facilities access is critical for
bringing in nore independents. He asked if that is a weakness
and if there could be sonme legislation on facilities access to
better open up exploration in Al aska.

MR. SHEFFIELD said Pioneer is quite experienced at dealing with
it. Usually there is sufficient comercial incentive for the
facility owner to bring in the third party production and mnake
sonme noney off of it. The North Slope is nore conplicated as it
is a secondary and tertiary operation, and nost of the
facilities are being operated to the maxi num extent. The new
pl ayers need to provide enough incentives to actually displace
some of the facility owner’s own production. That is the
conplicated part that took so long to work out. He has run into
facility access issues on both sides, and the free nmarket has
al ways been able to work things out. Once this deal is nade

others will follow in an easier fashion.

CHAIR HUGEA NS asked if Pioneer is being tortured by the process.

11:43: 09 AM

MR SHEFFI ELD said Pioneer’s oil from Qooguruk wll be
di splacing production from KRU and that mekes it a fairly
uni que agreenent. The KRU ownership has been reasonably fair.
The facility is full, so obviously they want the proper
incentives in order to displace its own production. He said he
has been on the other side of it. Wthout the infrastructure
that the KRU provi des, Pioneer couldn’t nove forward.

SENATOR WAGONER asked i f Pioneer woul d have ot her choi ces.

MR. SHEFFI ELD said the obviously option would be to build a
stand-alone facility, but the economcs wouldn’t support it.
Most of the systenms within the KRU are at capacity, but there
are other systens—gas lift, injection water, oil handling, water
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separati on—we need all those things to operate our field, and
sonme of the systenms within KRU are not at their capacity.” It is
a conpl ex sharing arrangenent.

11: 45: 33 AM
SENATOR WAGONER asked the feasibility of expanding the existing
unit and creating nore capacity.

MR. SHEFFI ELD said that is an option in the future, as well as
building a facility owned by Pioneer. He wants to see how the
wel |'s produce before commtting nore capital. It my make sense
eventual |y, he expl ai ned.

SENATOR W ELECHOWBKI said North Slope is declining, and he asked
about di spl aci ng 20,000 barrels instead of adding to 2
T

MR. SHEFFIELD said it will only displace a few hundred barrels a
day. The gross production comng into the facility is nmaxed out.
The KRU will have to shut in sonme wells that are naking 99
percent water, but it will displace a small anount.

CHAIR HUGA NS said there is a |ot of water

MR. SHEFFI ELD said marginal wells in the KRU have greater than
95 percent water.

CHAIR HUGA NS said the cost of doing business is exceptional —a
little bit of oil and a | ot of water com ng out of sone wells.

11:48: 46 AM
MR. SHEFFI ELD said Pioneer has cone a long way from its first
well in 2003. It has evaluated and sanctioned a major offshore

project in the Arctic in less than three years; permtted a
conplex project wth governnent agencies and stake holders;
constructed a gravel island offshore in 2006/7, installed a
conpl ex sub-sea flow line bundle, fabricated and installed the
facilities in a renote setting, and at peak construction,
Pi oneer had over 600 workers on the North Slope. Pioneer | ooks
forward to seeing its first oil production in 2008. Oooguruk is
a precedent-setting event for Pioneer and for Alaska. “Wre

poised to becone the first independent oil producer in the
state, and.the first to enter into a third party processing
agreemrent wth the existing fields.” Oher investors are

watching, he surmsed. The benefits to the state are the
royalties, 30 percent of the net profits, PPT revenues, state
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income tax, property tax, and the construction and contractor
benefits to the econony.

11:51: 20 AM
SENATOR W ELECHOABKI asked if DNR provided royalty relief or
incentive credits.

MR. SHEFFI ELD said Pioneer was shooting for a big Kuparuk play,
but ended up getting a lower quality reservoir in the Jurassic.
So DNR pointed out that it was the kind of resource that the | aw
was i ntended to help.

SENATOR W ELECHOWNSKI noted that DNR has other tools that aren’t
goi ng to be changed.

MR. SHEFFI ELD said, “No |I don’t believe that there's any talk of
changing the royalty relief law”

CHAI R HUGGE NS asked what tools he was tal king about.

SENATOR W ELECHOWSKI said DNR has the ability to give small
i ndependents royalty relief and to create other terns to make a
project nore attractive. “W’'re not changing that with ACES.”

CHAIR HUGE NS asked if Pioneer has received royalty relief.
MR. SHEFFI ELD said yes, in early 2006.

MR. FOLEY said the DNR royal reduction application was a one-
year process, and DNR concluded that the project was chall enged
and royalty relief was granted. Prices were significantly | ower
at that tine, he stated. Sone |eases at Oooguruk are 1/8 royalty
and sone are 1/6. The 1/8 royalties have an additional conponent
of a 30 percent net profit—=they are sonme of the nost heavily-
burdened leases in the state.” The state did grant the relief
down to five percent until pay out—and pay out is the sane tine
Pi oneer begins making paynments under net-profit share |eases.
Over a three-year period, it starts phasing up, he said. “Even
in light of a royalty, Oooguruk is the highest governnent-take
project that we’'re aware of in Alaska.”

11:55: 24 AM

SENATOR STEDVAN said prior to PPT there were royalty relief
mechani snms, and after PPT there was the stimulus of a 20 percent
credit. Since ELF, the calculations of attractive projects have
changed, and the state will take that into account.
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CHAIR HUGA NS asked if there were no investnent incentives, only
royalty relief.

MR. SHEFFI ELD said that is correct.

SENATOR W ELECHOWBKI said it is inportant that royalty relief is
still available for independents, and it is a good thing. This
project probably wouldn't have happened without it, he added.
ACES isn't affecting any of that.

CHAIR HUGE NS said ACES does sonething to the clawback, but
Al aska has enhanced making “profitability work for you.”

11:57: 41 AM

MR. SHEFFIELD said PPT was rolled out wthout any consultation
with Pioneer, which had already commtted to Oooguruk and had
significant exploration commtnments in the central North Sl ope
and the NPRA. After the “initial shock of seeing the rates going
from basically zero to over 20 percent, we worked through the
PPT nmechanics and.found it to be a balanced system where the
investnment tax credits helped to offset the higher tax rates.”
The PPT is a nodest incentive, encouraging devel opnent of the
abundant |owered-tiered resources that are challenged by |ow
quality or location. Looking at a wde range of investnent
opportunities, PPT is fair and sustainable because the net-
profit aspect Ilevels the playing field, whether it 1is an
exploration investnent, a new satellite field, or heavy oil
project. It is not perfect, but it is fair and balanced. In the
long term PPT will grow the pie and give Al aska a bigger slice.

CHAIR HUGGE NS said sone see Pioneer as the type of conpany
Al aska needs in order to flatten the curve of production.

VR. SHEFFI ELD said Pioneer sees Alaska as a business
opportunity. There were few operators and not nuch conpetition
when Pioneer arrived. Historically the role of independents has
been to comercialize the smaller opportunities.

CHAIR HUGGE NS said Al askans needs to hear what Pioneer is
saying—w th a caveat that it has a business interest. Conpanies
like Pioneer will likely lessen oil production decline.

12: 02: 33 PM

MR. SHEFFI ELD said ACES erodes sone of the nodest incentives of
PPT. The cunulative effect of the tax-rate change, t he
aggressive progressivity, and the TIE [transitional investnent
expendi t ur es] results in significant er osi on. “Prior to
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yesterday, we were of the opinion.that we would not be able to
recover the roughly $100 million that we sunk into Al aska prior
to the initiation of PPT. W now think that naybe we wll be
able to.Maybe we’'ve made it just under the wire.” He said he
will need clarification. “That $100 million that we got sunk.we
spent that noney prior to PPT, but since that tine we’ ve spent
over $200 mllion, and we think we'll spend over $200 nmillion
prior to the end of 2007, | guess, which is the next cut off
date.” Wth a little bit of clarity, perhaps the clawback
provi sion won’t adversely inpact Pioneer, he stated.

MR. FOLEY said Pioneer is striving to clarify when it earned the
credit. He said it spent transition capital and expended over
$200 million under the PPT, “so under the interpretation of the
PPT and under ACES, we would be allowed to utilize that credit.
Now the reality is, because we don't have production, because
we're not paying taxes, we haven't actually nonetized that
credit.” So Pioneer wants to clarify if it has earned it and if
it can retain it even though ACES repeals the TIE.

SENATOR STEDMAN asked if Pioneer will sell its credits.

MR. FOLEY said Pioneer has about $80 mllion in credits and has
sold all of themat a price it was confortable with

12: 06: 38 PM

SENATOR STEDMAN surm sed that Pioneer could sell its credits at
a good enough price and did not feel it needed to hold on to the
credits until Pioneer had the production to use themwth.

MR. FCLEY said Pioneer has sold them at a value that was higher
t han the val ue that woul d be recei ved under ACES.

SENATOR WAGONER said he doesn’t wunderstand because the ACES
of fers 100 percent of the value of the credits.

MR. FOLEY said, under ACES, only half the credits can be used in
one year and the other half the next year. “So a very sinple
cash flow analysis, the value of those credits on a net present
worth basis is about 95 cents on the dollar if you discounted it
10 percent.”

SENATOR WAGONER said Pioneer got nore than 95 percent of the
val ue.

MR. FOLEY said that would be a reasonabl e deducti on.
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SENATOR W ELECHOMSKI said that Chevron wasn’t concerned about
the two-year split in using the credits because of its size. He
asked if it is a bigger inpact on the independents, and
suggested that it be required for sone fields and not others.

12: 09: 00 PM

MR. SHEFFI ELD said it has a significantly higher inpact of the
i ndependents. But Pioneer mght be a bit different because it
has a significant volune of credits, “which gives us maybe a
little nmore clout than some of the other guys that just m ght
have $5 million or sonmething like that.”

The comm ttee recessed from 12:09:40 PMto 1:17:25 PM

CHAI R HUGGE NS reconvened the hearing. Al nenbers were present.

1:17:39 PM

MR.  SHEFFIELD showed slide 12, and said increased taxes
jeopardize lower-tiered projects. That is not good for the
state. He also expressed concern about the returns on Oooguruk
“Qur lease has a 30 percent net profits on top of the royalty,”
and Pioneer is concerned that ACES will |ower those returns and
make simlar projects less likely. ACES does retain the net tax
framework for the non-legacy fields, and that is the only thing
t hat makes sense with tax rates as high as 20 percent. Also, the
feature in ACES that allows the credits to be nonetized at full
value is a positive thing, although the delay would probably
nore than offset the par value of cashing in credits.

CHAI R HUGGE NS asked for perspective on information sharing.

MR. FOLEY suggested that he was referring to information a
t axpayer nust provide to the state to help it with forecasting.
That is not a problem Pioneer wll provide any information
that's hel pful, assumng it will be kept confidential.

SENATOR WAGONER asked if Pioneer would like the bill to allow it
to sell credits imediately “or have the option of going to the
state over two years.”

MR. SHEFFI ELD said that sounds |i ke best of both worlds.
SENATOR WAGONER said it wouldn't cost the state any nore. He

t hen asked which changes are the nost egregious of the five that
Pi oneer has |i sted.
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MR. SHEFFIELD said the top two are the tax rate and the change
in progressivity. The change in TIE credits would be third.

SENATOR WAGONER said the adnministration wants to make it a nore
defined system of all owabl e deducti ons.

MR. SHEFFIELD said the tax increases are nore onerous than
providing nore information. He discussed the slide on ACES
inpact on new projects. Taking it in aggregate of the four
projects, the net present value is decreased by about 50
percent. “If these projects were in our portfolio, we believe
they would have nuch |ess chance of being funded wth that
deterioration in value.” ACES reduces conpetitiveness of Al aska
projects and will nmake it nmore difficult for Pioneer to build a
busi ness in the state.

1:23:47 PM
SENATOR STEDVMAN asked what stress oil price was wused in
anal yzing PPT. He suggested it was bel ow 40.

MR. SHEFFI ELD didn't recall the prices then.

SENATOR W ELECHOWBKI said this doesn't take into account the
potential for DNR giving upfront royalty relief, which would
make it nore profitable.

MR. SHEFFIELD said that is true if the risk had already been
taken. But that's not going to be a driver on the front end
because the conpany is not hoping for that scenario.

CHAIR HUGGA NS said he will ask DNR how often royalty relief is
used.

1:27: 05 PM

MR. SHEFFI ELD reiterated that Pioneer’s Alaska projects conpete
primarily with the lowrisk ones in the Lower 48. It has been an
aggressive investor to date. It sanctioned the Oooguruk project
under the ELF system and it “anted up and significantly
increased our position in the Cosnopolitan opportunity under

PPT.” For Pioneer to take the next step, it wll need nore
fiscal stability. PPT provides the balance and stability to grow
Pi oneer’s Al aska business. It works across all investnent types.

The cunul ative effect of ACES erodes incentives put in place by
PPT. Raising taxes jeopardizes |ower tiered investnents.

SENATOR WAGONER said everyone is asking for tax stability, and
this regine will be in place for 10-15 years, |ike ELF. “At the
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end of ELF, we should have..changed ELF | ong before we did, cause
we had Kuparuk coming up paying no production tax, so.what |’'m
| ooking at is where do we set the tax so we don't have to go
back short term and change the tax system again if the world
changes--if the price of oil goes wup dramatically.” A 2.5
percent increase could stabilize Alaska's tax system for 10 to
15 years—maybe that isn’t a bad thing.”

MR, SHEFFIELD said it is a tall task, and “you have to kind of
strike a balance.” Stability for independents is very inportant.
He doesn’t see that a higher tax nakes it nore stable.

SENATOR W ELECHOWSKI hypot hesized if ACES passes and Pioneer
finds a field that is marginal, there is still the ability of
DNR giving royalty relief.

MR. SHEFFI ELD said the field in Oooguruk isn't the one Pioneer
was |l ooking for. “It didn’t provide the incentive for us to take
that exploration risk. W were looking for a conpletely
different target. So really the way | see it, the royalty relief
is a safety net if you get not what you re looking for and it’s
down near the bottomsonething that you can’'t commercialize
otherwise.” It is nore of a safety net rather than an incentive.
It won't attract investnent dollars.

SENATOR W ELECHOWSKI asked if he is saying that QOooguruk is a
crunmy investnment with a lowrate of return

MR. SHEFFI ELD said if oil prices had remained | ow, Pioneer would

not have noved forward with it. It wasn't willing to take the
risk without the royalty relief, which protects them on the
downside. “But if prices are higher, it wll pay out nore
quickly and the state's interest will revert. It will get its

full royalty back plus a 30 percent net profit. So, it was, |
think, a win-win for Pioneer and the state.”

CHAIR HUGGE NS expressed concern that the data used for any
assunptions mnust be accurate and reviewed by nultiple people,
and he isn't convinced that's the case. “Wat we’'re being asked
to do will not be durable.” PPT was passed |ast year and a new
per son—the governor--came in, who was not involved in the
process, and said to redo it. Comm ssioner Glvin is also new
“The tenptation to put your fingerprints on sonmething just
because you're the new person, or because there's a perception
that it’'s not doing what it should do, if that's, in fact, the
case, then we need to see the data that.substantiates that. And
ny concern is that what we're |looking at, may be part of the
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data..and we should, in all good faith, be able to look you in
the eye and be able to give you some sem -assurances there’s
going to be sonme durability involved, understanding that part of
the statute right now says a review period in 2011. My concern
is we’'re not going to be able to do that.”

1: 37:16 PM
CHAIR HUGEA NS said he has requested transcripts of what M. Van
Meurs said

At ease from1:37:58 PMto 1:42:09 PM

MARK  HANLEY, Manager , Public Affairs, Anadar ko Petrol eum
Corporation Alaska, said Anadarko is a large, worldwde
i ndependent based in Houston. |ndependents explore and produce.
They are not integrated and typically have no pipelines,
tankers, refineries, nor gas stations. There are niche markets
for everyone. In Alaska, Anadarko is exclusively on the North
Sl ope. He showed a map showing where it has interest. It owns
22% at Alpine and is a partner in NPRA with ConocoPhillips. In
the foothills and to the east, Anadarko is the operator wth
partners including BG Petro-Canada, and ASRC—an equity partner

Anadar ko has | ots of acreage, plays, and opportunities. He noted
that about 300,000 acres of Ileases in NPRA was relinquished

recently—that was the Anadarko, Pioneer and ConocoPhillips
partnership. “W bought the |eases, we did research, and we give
sonme of that up. Sonmetinme you just don’t think it’s
prospective.” Returns on sone fields nust cover |osses on
ot hers.

1:47:16 PM

SENATOR WAGONER asked whi ch acreage was given up

MR. HANLEY said it's in NPRA Alaska is a world-class petrol eum
basin and has significant remaining resource potential that
tends to be in smaller fields. Anadarko believes there are sone
| egacy-type prospectivity—er anchor fields. It is |ooking at the
Al pi ne-si zed, which there should be a few |left to be found. “W
tend to be far away from infrastructure; we' re |ooking at what
we call higher-risk, but potentially higher reward.” The past
risk is often discounted if nice returns are made.

SENATOR W ELECHOMNSKI asked if the world-class basin refers to
the future or past.

MR. HANLEY said both. He referred to an Econ One presentation
from April 5, 2006 during the PPT debate. He showed a United
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States Ceological Survey chart of undiscovered technically-
recoverable oil reserves. The nmean estimate of reserves on the
Central North Slope is 4 billion barrels of oil. There are no
fields over 1 billion barrels, and 2 percent are fields over 500
mllion barrels, and 51 percent are smaller than 64 mllion. “W
have a lot of oil out there.but it’s in a lot of small fields.”
A field with 50 mllion barrels is not economic if there is no
infrastructure within 10 m | es.

MR. HANLEY said there are not many 500 mllion-barrel fields,
but he thinks there are Alpine-sized fields yet to find, which
could spawn satellite fields. He said a tax hike has to have an
i npact on recoverable oil. He said there is huge potential in
gas as well. Big conpanies have to find new places, and he asked
if they will go after a 50 million-barrel field when they really
need the production out of a billion-barrel field. He said it
takes the sanme nunber of geologist to look for the big fields.
“But you get Pioneer |ooking for.100 mllion-barrel fields,” and
ot hers that he |isted.

1:58:13 PM

SENATOR W ELECHOWSKI noted that nuch of the acreage where
Anadarko is looking for oil and gas is further than 10 mles
out. He asked how to do that econom cally.

MR. HANLEY said that is exactly the point. Anadarko is focused
on those larger fields. “Wre not |ooking for 50 mllion-barrel
fields out there.” BP wouldn't be interested in such a small
field. Anadarko drilled a well by Barrow last winter, and “if
you found 500 mllion barrels, | suspect it’s not economc
because it’s way out there.” There may be ways to get the
infrastructure closer. He said he is optimstic, but it has to
be put in perspective. Regarding tax policy, “800 tcf of
di scovered gas, pretty close to tide water, costs are not as

expensive to drill as they are here, that’s not a significant
factor. But honestly, you' ve got 800 tcf. If we had 800 tcf
sitting at Prudhoe, | think government could extract a little
hi gher rent.”

2:01: 54 PM

MR. HANLEY said there is a lot of gas, but no transportation
network, and that is a real challenge. The new entrants and
partnering opportunities are very positive. Each learns fromthe
other. He noted a conpany that spent $100 mllion in NPRA for
one well drilled and then gave up the l|leases and left. *“That
tells us sonmething.” Nothing was noving west until Al pine, he
added. There's good prospectivity but the fields are snmaller.
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The long lead tinme and seasonal restriction—that’s a killer.”
Doi ng business in Alaska takes nmuch nore time and thus costs
nmore. There's a lack of infrastructure and conpetition. The PPT
credits have been hel pful because they reduce costs. “In the
end, we're going to pay a higher tax rate; we don't get to use
those credits against that production |ater on. But just because
you have so nuch capital stranded up front, it can really affect
your net present value economics, and that has really hel ped
with the issue that you can’t do nuch about, which is the w nter
drilling and the |onger seasons.” A gross systemthat raised the
same noney isn't as good. “It helps us with our front-end costs
and helps our net present value even though you're getting the
sanme anmount of noney.”

2: 06: 22 PM

MR. HANLEY said Anadarko got hit with a tax increase at Al pine
and didn’t get to use the credits. “The existing fields got hit
hard.” New fields were slightly inproved by the PPT, he added
“W started off with a 20/20 [tax rate/credit rate in the
PPT] ..and we were conparing it to the old ELF system People said
there wasn’t enough investnment under the old ELF system And
that’s why | said that the gross system was not getting the
investnment. The PPT helped with these credits, even though you
m ght have got simlar anmounts of noney. But for us..20/20 was an
i nprovenent; 25/20.the economcs for exploration were worse
under the old system and that was before the progressivity was
put in.” It ended up in the mddle with progressivity, and
Anadarko found it to be a slight incentive. “It did help with
our NPVs on some of our prospects, so we were supportive in the
end of the overall systemthat’s out there.”

MR. HANLEY said he'd already touched on the net profits
approach. He appreciated that the admnistration |et Anadarko
talk to them about sticking with the net system “W did pitch

if youre going to go to a gross system.and we appreciate the
fact that | think they did their own analysis after |istening
and canme to sonewhat of the same conclusion that the gross
system does not encourage the investnent, and frankly, if you're
going to have it, to get to the kind of investnent that you
want, you're going to have to have credits with a gross system”
Capital credits need to be differentiated. He spoke of four
categories: existing large fields, satellites, heavy oil, and
frontier exploration. A gross system nust understand the
econom cs of each. A net tax works it out. A gross doesn't
encour age devel opnent, and there are taxes even when you're not
maki ng noney. The royalty is a gross tax, and property taxes are
t he value of the property.
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2:12: 26 PM

MR. HANLEY said negatives outweigh the positives in ACES. The
positives include: expanding the time to qualify for exploration
incentive credits—but t hat is dimnished by the extra
adm nistrative processes and getting good auditors that
understand the industry. He said stability is a factor. He said

the rates are a problem for gas and will need to be addressed
| ater--and then everything will be open again. The progressivity
escalator is a stability factor in making it less likely that
government will raise taxes when prices go up. He sees that as
positive.

CHAIR HUGEA NS said, “W would have been nmuch wser to have
conbined oil and gas at a future date that has sone rationale.”
It is inmportant to know when gas will be addressed.

2:19: 03 PM
CHAI R HUGGE NS recogni zed that Senator Therriault had arrived.

MR. HANLEY said he hopes to conme back in two or three years to
address the gas issue, and thus oil will be discussed again.

MR. HANLEY said the tax rate increase is of nbst concern,
escalator is second, and the transition credits are third. On
the eve of the PPT com ng out, Anadarko sanctioned a satellite
project around Alpine. It was |less econonc than a stand-al one
field. “We would have nuch rather done it under the PPT nodel
but we got hit with the higher tax rate.” He said devel oping
t hat satellite was deferred Dbecause of the governor’s
aggregation decision at Prudhoe Bay, because Anadarko had to
negotiate how the state was going to deal with the satellites.
He said the “two for one—you' ve got to spend two dollars to
bring a dollar forward that you spent in the past to create that
pool, effectively you get a 10 percent credit for every dollar
you spend.” He said that has an inpact. For the next two years
there’s an extra ten percent credit on noney that Anadarko
spends. It was one of the things pitched regarding the foothills
project, and getting the extra ten percent was a positive.” But
prices nake nore of an inpact, but he can’t control prices. “So
on the TIE credits, | would just say our view is that it was a
fairness issue..and we rather they not be elimnated.”

CHAI R HUGGE NS asked about the ten percent floor

MR. HANLEY said the floor doesn't affect Anadarko directly at
this point. Sone have suggested calling Alpine a legacy field. A
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floor is a concern because if it's a 10% gross, “the way we read
the bill.clearly you can't use credits fromthat field to |ower
that tax rate.” But if Anadarko is drilling |like mad everywhere
el se, it can’'t use those credits either, which is a real problem
because Anadarko essentially ends up with a 22.5 percent gross

tax with an escalator on what it’s exploration drilling.

2:26:31 PM

MR. HANLEY said that when he reads: notw thstanding any contrary
provision of law, he highlights it, “because basically that says
it doesn't matter what anybody else says anywhere else in the
statute, this is what’s controlling.” He noted the base floor
| anguage is Section 16, page 11. It doesn't directly affect
Anadar ko, “but | expect sone of the sane stuff mght occur with

the guys at Prudhoe.they m ght have other incone against which
to offset things, but they could be affected the same way.” He
read: “a producer may not apply tax credits to reduce its tota
tax liability under (e) of this section.for oil or gas produced

from all |eases or properties within the unit or non-unitized
reservoir below 10 percent of the total gross value at the point
of production of that oil and gas.” It appears tax credits can't

be wused, so it's problematic and could have unintended
consequences. ELF was regressive, but one of the benefits of PPT
is its nore progressive system The 10% fl oor takes away the | ow
side risk to the state, so it is regressive on the |low end and
progressive “as it gets up above whatever that nunmber is.” Wen
the crash hit in the 1990s, “conpani es got hammered.we were not
quite as aggressive on our expenditures.”

2:30: 08 PM

MR. HANLEY showed a chart of different field nodels from the
adm nistration where the gross system with capital credits “has
| ess npv [net present value] than raising the sanme anount of

money.” From that perspective, he liked the chart, but for
project economcs, “it's hard to argue that a 50 percent
reduction in the economcs of the field doesn’t have an inpact.
You can argue there’'s still enough left there, but as | pointed

out, at some point there's always sonmething on the edge, and
it’s gotta have an inpact.”

2:31:53 PM
SENATOR W ELECHOWSKI asked what kind of npv Anadar ko needs.

MR. HANLEY said it depends on the geologic and commercial risks.
Every field and circunstance is different. Ri sks are assessed
and a “percent chance of comrerciality” is determ ned. Cash flow
analysis is another consideration. Risk for heavy oil s
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different—+t is nore of a commerciality risk rather than a
geologic risk. A gross tax should |Iook at the econom cs of every
single field. Net doesn't necessarily address risk, but it takes
care of a lot of those issues.

2:36:49 PM
CHAI R HUGE NS asked if the unknowns of heavy oil could nake the
state revisit this issue.

MR. HANLEY said he thinks it’s challenged, but he hasn’t done
the economcs on the North Slope. “If it’s not getting devel oped
at the rate you think it is at the prices.This is where you get
sonme experts.and figure out what is the challenge and is there
anything you can do about it?” Tax credits my or may not be
enough. The tax and progressivity increases outweigh the
potential benefits of the program The progressivity is taken
froma nonthly to an annual calculation. Averaging is a benefit
to the conpanies because it reduces anount the state would
collect. He finds it to be a significant increase in taxes, even

though it is expected to be neutral to the state. “If our view
is right.this will raise quite a bit nore noney than is being
projected.”
2:40: 37 PM

SENATOR STEDMAN asked about marketable credits.

MR. HANLEY said Anadarko uses its own credits and has not bought
any either. The problem he said, is Anadarko can’t reduce its
tax liability below 80 percent of what it would normally pay
“W have partners that have credits.that’s our di rect
experience. So we haven’'t had to go out into the market to try
and sell them” It gets conplicated because Anadarko has to
predict what credits of its owmn it will use in a year.

SENATOR WAGONER said there have been discussions on whether
annual or nonthly would be best. Dan D ckinson showed the |arge
up-kick and down-kick in one nonth, and when that is averaged
over a year, it wouldn’'t nean nuch to the state. But three or
four of those would. It is difficult to predict. He said he's
conflicted on whether it should be done annually, nonthly, or
quarterly.

MR. HANLEY said that is one issue and the rate is another. He
gave an exanple of “at $40, the new systemis a 2 percent higher

tax.” “At $50 the proposal goes to 39, and then the old system
woul d have been at 27.5, and.they cross.at $80 they becone the
sanme.” Above $80 net, it's better for the conpanies and worse
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for the state. QI prices are high now, “but we still are not
pl anni ng our capital projects based.on $80 a barrel.” He said it
doesn’t matter the price today, it is the prediction 10-30 years
from now. Anadarko won't divulge what it bases its econonics on

“al though there’s usually a price that you think is going to be
out there and then people do sensitivities kind of above and
bel ow just to see how it goes.”

2:48:11 PM
MR. HANLEY said people are |ooking at accounting nodels, but
ri sks and potential are also factors.

CHAIR HUGE NS asked about not being held accountable for
progressivity under the annual system

MR. HANLEY said, “l guess you're right.we don't have the error
rate-—we’'re going to know nore what it is after the fact, but it
is what it is.” The annualized aspect has a benefit, but wth
the tax rate increase over the $50 to $60 to $80-net range, the
annual i zed i ssue doesn't hel p near as nuch.

The commttee took an at-ease from2:51:30 PMto 3:02: 36 PM

3:02:47 PM
MARI LYN  CROCKETT, Executive Director, Alaska GOl & Gas
Association (AOCGA), said her conpany represents 17 nenber

conpani es—the instate refiners, Al yeska Pipeline, Agrium
explorers, and producers. It provides a forum for nenbers to
adopt industry positions on legislative and regulatory

proposals. A position requires a 5/6 majority vote of nenbers
present. Tax proposal positions require unani nous support. *“Wat
l’m going to be telling you today has the 100 percent consensus
of our tax conmttee menbers with no dissent.”

M5. CROCKETT said the ability of the DOR to use joint interest

billings as a tool for audit is an inportant provision to
retain. There have been inappropriate changes to the
interpretation of the statute of limtations on production tax

assessnment, which would nake it retroactive to matters currently
being litigated. There are also challenges with extending the
statute of limtations fromthree to six years.

3: 06: 36 PM

TOM WLLIAMS, Chair, AOGA tax conmittee, and an enployee of BP
said he worked for the state in the Attorney General’s office in
litigation over royalties from Cook Inlet. In 1975, the DOR put
him in charge of running the oil and gas tax laws. He cane up
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with the idea for ELF but not the fornmula. He nade the separate
accounting tax work and nade the tenporary reserves tax work. He
did the property tax for the pipeline after it was finished. He
was commi ssioner of DOR under Governor Hanmond. There are parts
of his legacy that are good and parts that ®“have conme back to
haunt ne.”

3:08: 39 PM
CHAIR HUGA NS asked when M. WIllianms |eft DOR

MR. WLLIAMS said he left at the end of 1982 and then he worked
for Cook Inlet Region for al nost four years before joining BP

MS. CROCKETT said Al aska's greatest challenge is the decline of
oil production even with massive investnents. There will be a
maj or challenge when the North Slope production gets down to
300,000 barrels per day. The m nimum nmechani cal capacity of the
punps is at that l|level. She showed a graph of that happening at
2022 if the rate of decline remains the same. She said it is not
a prediction.

3:10: 54 PM

M5. CROCKETT said the difference in a six percent decline rate
and a three percent rate, works out to fifteen years.
Expl oration, investnent in existing fields, and investnent in

technol ogy and new infrastructure for heavy oil can slow the
rate of decline on the North Slope. There are three mmjor areas
of significant oil and gas potential on the North Slope:
central, National Petroleum Reserve-Alaska (NPRA), and the

coastal plain of the Arctic National WIdlife Refuge (ANVR). In
the NPRA there have been 300,000 acres of lands recently
relinqui shed because of di sappointing exploration results.

3:12:10 PM

M5. CROCKETT said it is unwise to depend too much on investnent
as a solution to production decline. There is no assurance that
spending a dime will get you a dine. Even with the discovery of
a comercially viable field, it will take years to production.
I nvesting in exploration can nake a significant contribution in
the longer term but results are needed in the short term Heavy

oil is a solution in the long term as the first test well was
drilled only this year at MIne Point, and it is still being
eval uated. Until then, Wst Sac will be the only comercial
vi scous opportunity. There are investnments in existing fields
that can be nade to slow the decline. This infield drilling wll
accelerate the drainage of the oil from the rock below the

existing wells. Last year, the developnent wells that were
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drilled resulted in an additional 70,000 barrels a day from the
Prudhoe Bay fi el d.

3:13:37 PM

M5. CROCKETT said if that were a stand-alone field, it would be
the fourth largest oil field on the slope. There are investnents
in the renewal of surface facilities for existing fields. The
gathering centers and flow stations for Prudhoe Bay have been in
service for over 30 years and need to be overhaul ed or repl aced.
Heavy oil will require nodifications too.

3:15:24 PM

M5. CROCKETT said that wll add to the cash flow risk. An
incentive effective for initial developnment is also effective
for renewal. “The harsh reality is that we find ourselves in a
declining production node that we have to grapple with.” Massive
new investnents in the three aforenentioned categories are the
only way to deal with it.

M5. CROCKETT said, regarding ACES, a tax nust do the things it
is intended to do; enforcenment of a tax should be consistent and
efficient; and a taxpayer nust be able to calculate the anpunt
of tax due. Mdyst new taxes are designed to bring new revenues to
government, but in the PPT, things were not so sinple. Partly it
was to bring in revenue because legislators viewed the ELF
system as outdated and unduly generous to producers. But Pedro
Van Meurs explained that PPT was also designed to provide
incentives for investnent. No one disputes that PPT has brought
in nmore revenue than ELF would have. According to DOR, the
increase was nore than $800 million in the last 9 nonths of
2006. DOR also said that the March 31 paynents were about $137
mllion less than projected. But her point is that PPT has
out performed the ELF tax.

3:17:51 PM

M5. CROCKETT said it has been suggested that Al askans were
prom sed that the PPT would generate $800 mllion additional
this year than was being projected, so it necessary to raise the
rate. That is flawed because DOR has said it can't forecast PPT
accurately because it has so nany variables. “If they can't
forecast accurately then why should so nuch reliance be placed
on its current forecast that shows that the prior forecast was
of f by $800, 000, 000. 00?” The purpose of PPT was also to create
incentives, and it provided significant incentives for investing
in capital assets. Current capital expenditures generate a 20
percent tax credit in addition to being imrediately deductible
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as | ease expenditures. Such front-end benefits have the greatest
ef fects because of the tine val ue of noney.

M5. CROCKETT said the incentive to invest sooner is increased
with the transitional investnment expenditure (TIE) credit.
Taxpayers only have until 2013 to use those credits. The 20
percent tax credit for carried forward annual |oss particularly
benefits explorers and those bringing new fields to production
but don’t yet have the production to deduct costs against. The
Section 024(c) credit of up to $12 mllion per year for
producers with less than 100,000 barrels a day is an incentive
for independents. The $6 mllion annual credit is incentive in
areas outside of the North Sl ope.

3:20:18 PM

M5. CROCKETT said these incentives have worked under PPT. The
adm nistration has stated that capital investnment for FYO8 are
80 percent greater than previously estinated despite the fact
that operating costs are up by 101 percent. There's a question
of whether the inability of explorers to sell credit
certificates near face value has been a problem but they aren't
serious enough to anend the PPT.

CHAI R HUGGE NS asked if anyone has had probl ens.
SENATOR STEDVAN asked Ms. Crockett to repeat her position.

M5. CROCKETT said SB 2001 wll generate nore revenue in the
short term

3:22:45 PM

M5. CROCKETT said the two chief objections to the PPT are the
difficulty in forecasting revenues and that the DOR auditors are
hopel essly outgunned. The dramatic difference in forecasts and
what the PPT brought in puts forth the question that the
| egi sl ature nade decisions based on inappropriate information.
Also DOR needs cost information about spending from the
operators, producers, and explorers, which allegedly has not
been forthcomng from them Wen the DOR staff sought
i nformati on about expenditures, they chose not to rely on the
2006 costs but |ooked at the partnership tax returns. Federa
partnership returns are not due until OCctober of the follow ng
year, so the nost recent returns avail able were from 2004.

CHAIR HUGE NS said the 2004 date is used by the adm nistration
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M5. CROCKETT said yes. She showed a graph of increased costs for
field machinery.

3:25:46 PM

M5. CROCKETT said AOCGA is not privy to what taxpayers are
reporting to the departnent as they neke their nonthly
install ment paynents and their annual true-up paynents. DOR s
second objection to PPT is the audit challenges. “It is not for
us to comment..on the proposal to put auditors in the exenpt
service, but what we can address is the dinension of the PPT
audits,” which has to do with the source or starting point for
determ ning how nuch a producer's deductible |ease expenditures
are. The PPT allows DOR a choice of starting with a joint
interest billing and invoices that operators bill to other
participants in an oil and gas field venture or start from the
conprehensive set of accounting rules that DOR prepares. That
choice will determne the success or failure of PPT or SB 2001.

M5. CROCKETT said it is like have a tax based on your financia
book inconme and choosing between your audited financial
statenents or starting wth generally accepted accounting
principles and finding the right answers. From the taxpayer
perspective it means a near certainty of continual assessnents

for nmore tax, interest, and penalties, and, depending how
l[itigious a conpany is, it may nean a long series of lawsuits
From the state's perspective, incentives for investnments will be

seriously eroded. The taxpayer’s recourse is to discount the
face value of the incentives in deciding to invest. The other
choice that DOR could nmake is to start with the operator bills.
Anything that is non-deductible would have to be backed out. The
central concept of |ease expenditures under 165 (a) is that they
must be direct, ordinary, and necessary. “It would be nost
surprising if anything in those billings would go outside that
standard.” Al aska can be sure of this because the participants
do not give the operator a license to waste their noney.

3:30:13 PM

M5. CROCKETT said the non-operating participants don’t want to
pay any costs that are not related to the exploration of that
prospect. It is reasonable to rely on the non-operator’s self
interest to police. In the context of PPT, DOR ought to audit
the audits to verify that the non-operators do audit operator
invoices. Once it is confirnmed that these are arns |ength, DOR
should not spend additional time to redo the conpany audits.
Dani el Johnston praised the expertise of joint-interest auditors
and the ability for the state to use wunit accounting. This
approach will be inapplicable for those with operations with no
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audits. Section 64 would repeal DOR s authority to require or
authorize the operators’ joint-interest billings as a starting
point for conputing the anmount of the other producers
deducti ble |ease expenditure for that unit. W expect that DOR
will testify that they will still be able to require the use of
these billings anyway, but AOGA doesn’t think so.

3:33: 02 PM

M5. CROCKETT asked the commttee to delete the last two
sentences on page 10 of her witten testinmony, which she is
reading. The reason she is spending time on this issue is:
“Consider the situation that a non-operating participant faces.
Al of the information it has about what’s being spent for that
operation is what it gets fromits billings from the operator
plus whatever it may learn by auditing those invoices. But if
such a non-operator cannot start from those invoices, how can it
figure out what to report as a |ease expenditure for that
operation?” It is not feasible for a non-operator to be auditing
the operator nmonth by nmonth, yet it wll have to pay
install ments nonth by nonth. Even wth the true-up, it 1is
unlikely that the audit will have begun by that date. There are
penalties of wup to 30 percent for negligence that can be
assessed on any underpaynent after the true-up date. “If a non-
operator cannot rely on its billings from the operator as a
starting point for those purposes, what is it supposed to use?”

3:35:49 PM
CHAIR HUGA NS asked if it was discussed with the adm ni stration

M5. CROCKETT said no; AOGA has not had an opportunity.

SENATOR W ELECHOWEKI asked if AOGA was declined an opportunity.
M5. CROCKETT said there have been scheduling difficulties. “W
did not, however, have any contact as an association from the
adm ni stration about sitting down to walk through the bill and

answer any questions until about a week and a hal f ago.”

SENATOR W EL ECHONEKI asked i f t he adm ni stration IS
intentionally refusing to see AOGA

M5. CROCKETT sai d no.
CHAIR HUGA NS said he will remnd the DOR that it's inportant.

It is for the betternment of the state because AOGA i s a business
partner. It’s nmandatory.
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3:37:56 PM

M5. CROCKETT asked why a provision in Section 1 dealing wth
confirmng the interpretation of the limtation of assessnents
is there. She said AS43.05.260 is the existing statute of
[imtation for auditing all state taxes and she asked what is
being confirnmed. The new section has two parts, and one
addresses decisions that retroactively change the paraneters for
calculating the tax, and the second requires producers to report
decisions to DOR wthin 60 days. The curious thing about the
existing statute of limtations in AS43.05.260 does not pertain
to either. She pointed to her testinony that includes subsection
(a), which sets three years as the period for the DOR to audit
and assess any additional tax. It bars suits to collect
additional tax if it is not assessed within the three years. (b)
says that if a taxpayer files a return early, the three-year
period starts running before the due date. (c) has three
exceptions including false returns to evade tax, failure to file
a tax, and for extensions that are nmutually agreed upon. “Wich
of these provisions have anything to do with tax effects for a
retroactive decision? Wich has anything to do with having to
report such decisions to DOR in filing anmended tax returns?” She
believes that it is a stealthy attenpt to l|legislate an outcone
to nmatters that are already being litigated. In 1999, DOR
anended one of its production regulations so that it reads |ike
that being enacted in the bill.

3:41: 20 PM

M5. CROCKETT showed a side by side on page 13. The regulation
deals with “decisions of regulatory agencies, courts, or any
ot her preenptive authority” while the proposed statute addresses
“decision of a regulatory agency, court, or other body wth
authority to resolve disputes.” The regulation deals wth
retroactive adjustnents in costs of transportation, sales price,
prevailing value, or consideration for quality differentials

relating to the commingling of oils or of oil and NGs. The
proposed statute addresses a retroactive change to the very sane
t hi ngs, plus any change to a |ease expenditure. The

interpretation is when interest begins accruing on a tax
i ncrease or decrease that results from one of these retroactive
decisions. The Director of the Tax Division told AOCGA that DCR
was interpreting the amendnent to mean interest would start to
accrue as of the original due date of the tax, not the date of
the retroactive decision. The adnmnistration intends to have

this interpretation confirnmed in the bill. “Do you really want
to confirm this?” she asked. Confirmng it would set a
destabilizing precedent because it wll nean that |aws can be

rewitten to deal wth subjects that they did not originally
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deal, and this can be done clandestinely by confirmng such
interpretations and determ ning the outcome of judicial matters.
She questioned the separation of powers and Al aska's sense of
justice and fair play.

3:44:13 PM
M5. CROCKETT said another confusing thing in SB 2001 relates to
the new statute of l|imtations for production tax only. She

guestioned the extension to six years, when the three-year
period can be extended mnmultiple tinmes. She said auditors’ work
will expand to fill the tine allowed. The |onger the audits run
the greater the accrued interest. After six years, interest goes
up to $0.92 for every dollar of additional tax. The |onger

limtation periods will neke it easier to justify litigation.
The purpose of a statute of limtations is to bar clains that
are so old that the records are lost. The old statute of
limtations has worked for nmany taxes, including separate

accounting, which involved incone from interest in oil and gas
pi pel i nes and was nore conpli cat ed.

3:46: 12 PM
SENATOR STEVENS asked if the extension has to be agreed to by
both parti es.

MR. WLLIAMS said usually the auditor has nore questions or the
t axpayer asks for nore tine. It is a docunent signed by both
parties. It can be renewed again.

SENATOR STEVENS asked if that has happened.
MR. WLLIAMS said he believes it's common.

SENATOR W ELECHOMSKI noted that the state said it had to
negotiate for nore tine.

MR. WLLIAVMS said both nust agree, but if there's a jeopardy
assessment to disallow everything, it’s in the taxpayer’s
interest to grant the extension.

SENATOR W ELECHOWSBKI suggested that a jeopardy assessnment can’t
be issued unless there is sonmething to back it up.

MR. WLLIAMS said no, the state can make a jeopardy assessnent
because the taxpayer has been stonewal | i ng.

SENATOR W ELECHOWSKI  asked what conpanies ask for in the
ext ensi on negoti ati ons.
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MR, WLLIAMS said if it involves material that his conpany can
still find, it asks for nore tinme to look for it. Mre often it
is requested from the auditor. He said that BP has given
auditors up to five extensions.

SENATOR W ELECHOWSKI  asked if conpanies ask for financia
conprom ses.

MR. WLLIAVS said interest can’t be conprom sed. If there is any
conprom se, it cones after the assessnment. The attorney genera
has to approve it.

3:52:15 PM

CHAIR HUGA NS said there was sonme reason the admnistration put
this in and he was suspect of it. Going from 38 cents to 92
cents on the dollar is a powerful inflation. Wat could you do
to avoid the adm nistration fromtaking the six years?

MR. WLLIAMS said the law is very clear about interest, and it
starts accruing form the date the paynment was due for the tax.
That is a sinple matter of 11 percent conpoundi ng each cal endar
gquarter. After six years there are twice as nmany conpoundi ngs
and the rate is accelerating as it grows.

SENATOR W ELECHOWSKI said the noney will be in the conpany’s
possession and could be invested, so it's not like it's a
conplete |l oss to the conpany.

MR. WLLIAVS said he is not conplaining about the interest rate.
The question is whether six years as a starting point is
necessary.

CHAIR HUGA NS said he is concerned because the consequences of
“what we’re doi ng” are unknown.

3:55: 50 PM
MR. WLLIAVS the state could be wanting it for pending disputes
or if anything like that arises in the future. “I think they're

hoping that this legislature would grant them the authority to
go back to the first due date when you had no idea that there
was going to be such a decision, rather than the date when the
decision actually came out. And if you give themthat, then they
would like to have six years.because once a period closes and
the statute of limtations has run, everybody agrees that that’s
it. If there’s anything later turns out that was not pai d—unless
there was fraud—+t can’'t be reopened.”
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CHAI R HUGE NS said, “W owe you an answer.”

SENATOR WAGONER sai d, “That’'s the exact scenario explained to us
yest erday.”

M5. CROCKETT continued with her conclusion on page 15. She said
SB2001 fails two of the three standards for evaluating the tax,
while PPT passes two of them and would pass the third if the
agency adopts the appropriate regulations. SB2001 worsens the

overall tax climte; can’'t be admnistered efficiently; and
doesn’t allow a taxpayer to pay the correct amount of tax when
it becomes do, which will destroy the value of the renmining tax

incentives. If investors cannot tell what they owe, they cannot
put a reliable figure on the value of the incentives. Production
has declined and she has shown the conmttee the purely
mat hematical results about how long it is before hitting the
TAPS nmechanical threshold. Alaska is fortunate to have the
Qooguruk project on the horizon. Half of Al aska s production
will conme from new oil needing additional investnment. ACGA's 17
menber conpani es unani nously agree that SB2001 does not provide
a framework for encouraging that additional investnent.

4:00: 10 PM

SENATOR WAGONER referred to Steve Porter's testinony where he
said conmpanies were not as worried about the tax rate as they
are worried about increased state spending with no fiscal plan.

M5. CROCKETT said he's half right. Business is concerned that
the state doesn't have a fiscal plan, but “we're worried about
bot h,” she said.

SENATOR W ELECHOWSKI asked if she's seen nodeling for the
proj ected production decline under PPT vs. ACES. He stated that
he wunderstands the argunent that increasing governnent take
decreases the incentives for investnent, but he asked for a
nodel that woul d show how t he decline would speed up.

MS. CROCKETT said it is inpossible to prove what future projects
won't be taken. It's the decision naking that is inmpacted by the
tax rate. “The correlation isn’t there.”

SENATOR W ELECHOWSKI said that’'s the problem he is making a
decision in a vacuum “If the decline would be instead of 6
percent, maybe it would be 7 percent, but the take to Al aska
i ncreases substantially. That would be sonething I would want to
know.” He suggested that any producer would want that anal ysis.
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MR WLLIAVS said the 6 percent decline was under ELF, that’s
the enpirical evidence. Large projects in this decade flattened
that out, but from 1990 through 1999, it was 6 percent, and now
it’s back to 6 percent. It's 8 percent for Cook Inlet.

SENATOR W ELECHOWSKI said it was 6 percent under ELF, and PPT
was designed to increase investnent.

MR WLLIAMS said the 6 percent decline is there. The PPT
appears to have increased the l|level of investnment to slow the
decline. People are hoping to add barrels to the production and
slow the decline rate from6 to 5, 4 or “whatever they are able
to do.” You see investnment is up, but it's too early to see
barrel s com ng out of the ground, he stated. The PPT is new.

4:06: 18 PM

SENATOR WAGONER said at 700,000 barrels a day, a 6 percent
decline would be 42,000 barrels. M. Crockett said |ast year in-
field drilling was bringing another 70,000 barrels.

MR. WLLIAMS said the decline for Prudhoe Bay is 9 percent, so
addi ng satellites slows the decline.

SENATOR WAGONER said he is dealing with total nunbers, so a 6
percent decline would nean only 42,000 barrels. He asked for an
expl anat i on.

4:08: 13 PM
CHAIR HUGG NS asked him to figure it out later and said ACGA s
col l ective voi ce Wil | add sone efficiency to t he

adm ni stration’s communi cati ons.

4:08: 30 PM

PAUL LAIRD, General Manager, Alaska Support Industry Alliance
described the alliance as a trade organization that represents
conpanies and individuals providing goods and services to
Al aska’s oil, gas, and mning industries, including small |oca
contractors, Native Corporations, and subsidiaries of nmulti-
nati onal service conpani es.

MR. LAIRD said alliance nenbers don't meke the multi-billion
dollar investnments in oil and gas devel opment—they make the
investnments work. He said his nenbers are deeply concerned about
constant changes in fiscal policy that put some investnents at
risk. He doesn't know what tax rate, escalators, and credits is
the right balance to ensure that the state gets its fair share
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of oil revenues and encourages long-term investnent. He said
nobody knows. The first returns of the current tax haven't been
audited so there is no evidence that it is broken.

VR. LAIRD said there was little proof behind the many
projections. The PPT has generated an additional $1 billion in
revenues. The increase that's proposed would be the third mjor
severance tax increase in three years. “Every dollar in
additional taxes is a dollar that wn't be invested in
sustaining production, in creating business opportunities for
Al aska conmpanies, |ike alliance nenbers, in generating good-

payi ng private sector jobs for Al askans.” He said through-put in
the trans-Alaska pipeline has declined by two-thirds despite
multi-billion dollar investnents by the industry. Wthout the
i nvestrments, TAPS will reach its economic threshold in the next
15 or 20 years, instead of the next 50 or 60 years.

MR LAIRD said his nenbers want to be here long after the
adm nistration’s consultants are gone. “They’'ll be the ones to
bear the consequences if higher taxes and higher costs really do
result in less investnent—a novel econom c concept to be sure.”
The tax will do nothing to encourage new oil production and
construction of a gas project. He suggested this discussion
shoul d be about ensuring “our fair share of |ong-term jobs and
busi ness opportunities for Al askans, rather than how nuch nore
noney we can extract from the private sector wthout further
risking our long-term future.” The PPT calls for a review in
2011 to see howand if it is working. It will take several years
to responsibly make that determ nation. He suggested hiring nore
auditors to nmake the PPT work and authorizing the state to buy
back nore credits, but, on behalf of his nmenbers and Al aska's
econom c future, he told the conmttee to reject changes to the
PPT that will increase taxes that jeopardize the econom cs of
critical long-terminvestnents and put production at risk.

4:14:46 PM
CHAIR HUGA NS said there are 35,000 of them who have high-paying
jobs, “and | thank you for the verbiage here because | think

it’s one of those that each of us need to read nore than one
time and realize that we just can’'t blindly go doing sonething,
extracting noney.we know that bureaucracies and taxes can be
onerous and sonetines just for the sake of.we extract noney out
of the private sector and we just spend it wlly-nilly.like
drunken sailors.but I wll read this again, and | respect you
very much for your perspective.and | hope that the rest of our
| egi sl ati ve body does that.”
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4:16: 08 PM

JOHN SHI VELY, President, Resource Developnent Council (RDC)
said the RDC includes businesses, Native corporations, unions,
| ocal governnments and i ndividual s.

CHAI R HUGGE NS asked about his previous experience.

MR SH VELY said he was <chief of staff for Governor Bil
Sheffield and the comm ssioner of natural resources under
Governor Tony Know es.

CHAIR HUGGA NS said it is inportant to recognize the M. Shively
has served Alaska in nmultiple capacities.

MR. SHI VELY said this tax review has ramfications beyond the
oil industry. He senses growing pessimsm from the business
community about Al aska’s future. That is because virtually every
maj or resource industry is under attack. He noted forestry and
then said to ook at what's happening with Kensington [mne]. He
said there is a mning initiative that would assure that there
would be no nore mines. The environnmental comunity says no to
coal. The fishing industry is facing sone of the sane
chal l enges. Environnmental groups have closed vast areas to
fishing and they provide msinformation about Al aska fishing to
try to reduce the incone of Alaska's fishing industry. “Does it
sound famliar to you?” H's own industry, the cruise industry,
is still assessing the economc inpacts of an initiative by
Al aska voters. These things worry the business community.

4:19: 37 PM

MR. SHI VELY said there were 102,000 students in Al aska' s schools
in 1988 and 133,000 in 1999-a respectable growth. But from 2000
to 2006 the nunber flattens or declines. “That’s not a sign of
growh.” In the last 11 years, out-mgration prevailed for 8
years. Juneau has a huge inventory of houses on the narket and
value is decreasing. Anchorage has an increase in inventory and
a decrease in building. Agrium closing is another thing that
worries the business comunity. The gasline, which is a huge
part of Alaska' s economc future, was recently described as
uneconomic by a consultant. “Many people are looking for a
bridge, right now, to get us frombeing reliant primarily on oil
to having gas that also helps support our econony and our
governnent.”

MR, SHI VELY said he was told that geology was in the rocks, and

you can’'t do anything about the rocks. “And unfortunately for
us, the rocks haven't been very kind recently.” “W haven't
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found a lot of oil, so we're looking at trying to deal with the
existing fields and putting substantial investnents into those
fields.” Even with those investnents, there has been a decline.
He said to think about the time Al aska had a personal incone

tax. If it was still the primary driver of state revenue and
provided a surplus, he asked if the legislature would be in
special session to raise the tax. “l suspect not.” That is an

issue “that’s often lost here, and it’s one of the things that’'s
really bothered ne about the debate on this tax, and that is the
fact that tax is not the way you show ownership, otherw se |oca
governnents would own all of our houses. Tax IS a sovereign's
right to get a fiscal benefit to pay for governnent.” He said he
believes there is suppose to a tension between raising revenue
and providi ng services.

4:23:58 PM

MR, SHI VELY said this discussion is happening without a fiscal
plan for the state. He has things he believes the legislature
could do to start giving the business community confidence. “The
easi est being the establishment of the percent of market val ue
approach to distributing noney from the pernmanent fund, but we

don’t hear any discussion at all, anywhere, about that.” It's
wrong, he said, and it makes the business conmunity nervous. The
tax debate is anusing because the perfect tax wll never be

found. Taxes are just one variable. From a public policy point
the legislature nust decide how to approach it. He said to
deci de on the conservative side since there is a surplus.

SENATOR STEDMAN said Alaska has a fiscal plan. There are $40

billion in the Al aska permanent fund, and he hopes it wll be
nore when the state needs to rely on it. There is about $2.5
billion in the CBR [ Congressional Budget Reserve] to cushion the

state through the fiscal gap. “We, in the |ast couple of years,
put $400 nmillion forward for future capital budgets so when we
have an inplosion in the oil prices we can have a capital budget
to push the econony through the dip.” There is $300 mllion or
maybe $1 billion in surplus in 2008 that wll be appropriated
into forward budgets. “W’ve put $930 million forward for school
funding.” It is accurate to say the legislature has not namde a
deci sion between incone tax, sales tax, and drawing on the
permanent fund, but it is a premature decision. If assets are
adm ni stered prudently—+the problem is the growh of the
operating account--with luck the gap to the gasline can be
bridged without an income or sales tax. If Alaska can get there
w thout taking from the permanent fund, it wll be the first
state “to be sitting on a virtual endownent that would allow us
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to run in perpetuity.” Saying Al aska doesn’'t have a fiscal plan
is a nice sound bite, but it can’t be further fromthe truth

4:28:32 PM

MR. SHI VELY said Al aska has assets, which is another reason not
to raise taxes. There are problenms with all those assets, and
t he busi ness community doesn't know how they' ||l be spent.

SENATOR STEVENS asked how to cone close to a fair share.

MR. SHIVELY said finding a fair share is not the way to
determ ne tax policy. That's an ownership issue and that's where
the debate has gotten off center. Governnent generally raises
taxes for services it needs to pay for. “Here, we sorta al nost
do it backwards; we try to go out and get as much revenue as we
can..and then we go out and figure out how we can spend the noney
and if we’'re going to save any.”

4:30: 55 PM
SENATOR W ELECHOWSKI said he appreciates the dialog, but the
constitution requires the maxi mum benefit to Al askans. “That is

what our nmandate is.” It's called a tax, but it's what the
mar ket bears for Alaska's oil. |If the market should bear a few
hundred mllion nore or less, “then, to me, that's what the

constitution means: nmexi mum benefit for Al askans.”

MR, SHI VELY said maxi mnum benefit can be defined in a nunber of
ways. The benefit traditionally cones from the royalties. It is
debat abl e whether the constitution considered taxes to be part
of that. If the legislature makes a mstake, then there isn't
maxi mum benefit fromthe resources.

SENATOR W ELECHOWBKI noted that the m stake could be made in the
other direction, and the state could end up in a $3 billion
deficit in 2015.

SENATOR WAGONER said Al aska also has a lot of debt. “W owe $5
to $6 billion to the CBR and another $8 to $10 to the PERS/ TRS
problem A list of assets and liabilities isn't a fiscal plan.

SENATOR STEDMAN relayed that the finance committee will review
the ampunt of debt the state is carrying next session. The PPT
was about getting a fair share.

4:35:22 PM

SENATOR WAGONER said the intent of PPT was to get a pipeline
with a certainty on oil and gas taxes--not to get a fair share.
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MR. SHI VELY said just because two admnistrations have used the
term*“fair share” doesn’'t nean it is the right term

CHAIR HUGA NS noted that M. Shively said the tinber industry is

gone. “I recall in finance we allocated nobney to ocean rangers
with the assurance it would paid back.and | read in the paper
today..not going to meke it—+evenue’'s not going to neet the
bill.” Governnments don’t get things right nost of the tinme. The

permanent fund is one it got right. He said this adm nistration
is at the helm when Agrium and WMat-Maid are going away. He
nmentioned a fish processing plant in Anchorage that is now owned
by a church. *“The point—+t appears in retrospectively, if you
| ook at the wi sdom exercised by the state, you could be suspect
on a nunber of occasions. There are probably some great success
stories.” He said PERS is a huge problem The state is facing a
dilemma for power generation. He said the |egislature has a very
conpressed tinmefrane to cone to a conclusion without durability.
He said he is wasting tine because it can be done later, and he
woul d rather work on a gasline.

The conm ttee recessed 4:39:13 PM

6:17:12 PM

CHAIR HUGA NS called the neeting back to order. Senators G een
McGQuire, Stevens, and Huggins were present at the call to order.
Al'l other menbers showed up shortly thereafter.

DONALD BENSON, Palner, said the oil and gas tax needs to be
reexamned to restore the public trust and to bring a fair share
for future generations. He said 72 percent of the public polled
by a news service said Alaskans weren't getting their fair
share. The public Ilacks confidence. Everyone needs to work
together. The current corruption cases have sneared all of the
good nanes of hardworking |egislators. Their confidence should
be restored by revisiting the PPT. Legislators’ decisions should
be based on what is best for Al aska, rather than private
interests. Alaskans are ready to take back Alaska to the days
before the oil conpanies influenced sone of the |egislature.
Follow the will of Al askans by passing ACES, he concl uded.

6: 19: 56 PM
SENATOR STEVENS asked if he wants taxes raised on the oi
i ndustry.

MR. BENSON said he listened to petrol eum representatives and the
adm nistration, and he feels that oil conpanies have the best
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accountants in the world. ACES gives them even nore of a chance
to wite off their North Slope expenditures, so he isn’t saying
this is a tax increase.

6:21: 03 PM
CHAIR HUGG NS said the legislature is wading through it seven
days a week.

6:21:40 PM
JERRY MCCUTCHEON, Anchorage, said taxes are far too |ow
Increasing the state's percentage will decrease federal take. He

said that Dr. Van Meurs testified that the state should take
nore, and that the revenue from PPT and ACES declines wth
increasing oil prices. “And they thought that was stupid; the
state’s percentage should increase.” Dr. Van Meurs said
government take of 75 to 85 percent is usual and customary, and
a take of 90 to 95 percent is not unusual. Sone countries take
98 percent, and still the oil conpanies show up. The gross take
from Alaska’s oil should approach 90 percent. A contract on
North Star was a little over 90 percent when oil was $18 a
barrel. “Those were wlling bids—obody held a gun to their
heads.” Both Van Meurs and Johnston pointed out that the threat
of the oil conpanies |leaving Al aska may not be a bad thing. It
mght be in the state’s best interest if some of the oil
conpanies did |leave. He remarked that the FBlI hadn't conpleted
its investigation. He urged themto adopt a gross tax and nodify
it after the investigation is conpleted. [The end of this
testi nony was not deci pherable.]

6: 25: 23 PM
LONELL HUMPHREY, Anchorage, said he is opposed SB 2001. He said
the proposed changes wll not increase oil production. It

puni shes the industry for the investnents it has made under the
PPT. It dramatically increases the taxes for the third tine in
five years—and for what purpose?” He said he has six children
and is concerned about their future. For the state econony to
prosper, production nust be encouraged. It's not wong for the
oil industry to make a |l ot of noney; the state is al so gaining.
He said the increased revenue from ACES will not be saved for
the future. Increased production increases job opportunities and
saves for future generations.

6: 28: 02 PM

CHRI S HUWPHREY, Anchorage, said he is the son of the previous
testifier and he has three children. Now is not the tine to
raise taxes. W nust encourage production. PPT mght need
adjustnents in the operating nechanics to nmake sure there are no
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| oopholes. The review in 2011 is the appropriate tinme to
consider nmajor nodifications based on performance data. Mre
will be known about the gas pipeline as well. The bigger focus
shoul d be on naking the PPT perform and nmaki ng the gas pipeline
a reality. No matter how it is packaged, increasing taxes wll
i npact future investnent. Wthout billions of dollars in annua
i nvestnments, oil production will decline. The state should pay
its fair share for developing the resources wth a stable and
conpetitive tax structure as one way to share in those costs.

6: 29: 54 PM

DAVI D LAWER, Senior Vice President and General Council, First
Nat i onal Bank of Al aska, Anchorage, said his bank has 750 full-
time enployees. It is self-insured, pays retirenment benefits,
and donates to charitable and conmunity organizations. It paid
$4 mllion in state corporate taxes and nore $1 million in other
taxes. It serves small businesses, not oil producers. But the
bank’s success and the enployees’ well-being are directly tied
to the econom c devel opnent that comes with the oil producers’
devel opment in Alaska. Shell QO1l’'s exploration and devel opnent
activities were halted by the Ninth GCrcuit Court of Appeals,
whi ch caused it to postpone investnment in a facility of one of
his custoners. “That’s noney our custoner expected to use to
repay noney he borrowed from First National Bank.” Another
custonmer had arranged construction financing to pay for a
building to lease to Shell GOl who decided not to conmt the

| ease. The same thing wll happen if the other producers
voluntarily halt exploration by reasons of increased costs and
taxes. No one is saying that raising taxes will cause the major

producers to abandon Al aska, “but all of us can cone to the
| ogical <conclusion that an increase in taxes.conbined wth
ongoing increase in the cost of exploration and production wll
have an adverse inpact on investnment decisions.” No one can say
if the PPT will increase exploration in Alaska. “The policy
decision to be nmade is whether the current tax reginme, PPT,
should be given tine to operate to see if it encourages
investment in oil exploration and production in Alaska or
whet her it can be amended in such a way to ensure that result.”

6:34:11 PM
SENATOR STEVENS asked if he preferred a gross or net tax.

MR LAWER said a gross tax has no advantage in pronoting
devel opnment, but a net tax offers that possibility.

6:34: 52 PM
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JOE MATHI'S, Owner, Montana Creek Canpground, Anchorage, said he
and his wife have seven enployees. They also nmanage a state
park. A business owner needs certainty in taxes. He had a
damagi ng flood and has faced a high cost of fuel. He has seen a
huge decline in travelers to Alaska arriving from the Alcan
H ghway. These risks are nothing conpared to what the
| egislature is contenplating. Alaska can't afford the risk of
di scouraging future investnment when 50 percent of production in
ten years wll conme fromnew oil. Mre information is needed on
how PPT is working. He doesn’t reconmend naking decisions based
on enotion and rhetoric. Alaska should be focused on increasing

oil production. If investnments are slowed, the decline in
production will increase to 15 percent. Increased taxation wll
not stinulate the econony. It will not inprove the business in
his canpground. In the past year there have been nore than

enough negatives that have consunmed the public process and
diverted energy from |long-term econom c issues. He would rather
be testifying on a long-term fiscal plan. It is a good tinme to

encourage small independent oil conpanies to cone to Al aska.
“I"'m sure that they now have a wait-and-see attitude. If you
start changing the rules again, it will be a long, long wait.”

He doesn't think the state can survive this third change in
t axati on.

6: 39: 22 PM

W LLI AM HARVEY, Anchorage, said he built roads years ago in
Savoonga where contractors tal ked about how the |egislature was
controlled by the oil industry. He spoke of the high oi
industry profits and suggested sinply putting a nmeter in Val dez
and then taxing the oil by vol une.

6:41: 07 PM

RANDY SELMAN, Wasilla, said he worked on the North Slope when he
came to Alaska in 1983. It has been very good to him The PPT is
not tainted. Al taxes are a burden on every capital project
and projects need to conpete with every other project. The PPT
may need sone administrative inprovenents, but he is against an
increase in taxes. Alaska can’t afford to lose a single future
barrel, and raising taxes jeopardizes that potential. Keep taxes
as |ow as possible in order to conpete on the world oil market.

6:43: 51 PM
CHAIR HUGGA NS said he and Senator Geen wsh they were in
Wasilla with him

6:44:16 PM
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TOM LAKCSH said he is an Alaskan citizen representing hinself
and he read fromthe following witten testinony:

My alternative to ACES is called TRIPS, Taxes, Royalties and
Infrastructure for the Petrol eum Sector. There are sone, albeit

f ew,

sections of ACES that wuld be wuseful but the basic

principles at work that require a wholesale reworking of the

Bill

are:

Virtually all oil bearing structures on state | ands have
been explored so there’'s little reason to provide
incentives to the industry to explore where they have

al ready exploited everything they could. BP nmade this clear
in their statenent that 70% of their future investnent
woul d be in the greater Prudhoe area where they are
obligated to wi sely extract the hydrocarbons pursuant to

t he applicable | eases and AOGCC gui delines. |f producers
don’t provide full and efficient extraction in the
operation plans submtted to the Division of G| and Gas,

| eases may be subject to revocation and “there’s al ways
other fish in the sea”. W should not give existing
producers ki ckbacks where they' re obligated to do the job
properly and within technol ogical feasibility and econonic
limts under their existing | ease contracts and applicable
law. Wth the price of oil above $80 there should be little
| eft to recover in our |legacy fields and we nust denand

t hat the ADOG conduct the mandated eval uations of the
econom c feasibility of heavy oil extraction now while we

still have light oil to mx into TAPS shipnents and the
price is still high enough to warrant extracti on w thout
subsi dy.

| f absolutely necessary, we can subsidize production of
hydrocarbons that are difficult to devel op by adjusting
royalty rates instead of taxes. This would allow for |ease
by | ease evaluation that is clearly nore sensible than the
broad subsidies to all operations. The royalty rates apply
to gross production so the 19% range |’ ve suggested has
nore than enough val ue avail able to provide incentive for
devel opnent of heavy oils and renote gas shoul d existing

| essees submt, or new | essees sign on, to the new adjusted
royalty rates that express the relative accessibility and
mar ketabil ity of specific | ease types at specific distances
from established infrastructure.

The testinony clearly enforced the principle that “if you
build it they will come”. Angola got a $1 billion for its

| eases and rabid gl obal conpetition because the oil co's
knew there was oil to develop. If there’s oil/gas to be
found, the state should find it and define the field before
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it puts out |eases so it can garner the highest bids anong
many conpetitors. The state would al so be better able to
predi ct devel opnent, classify fields to establish proper
royalty rates and determ ne appropriate deadlines for
relinqui shment. The nore we inprove information on
prospective fields and insure access, the | ess we need
specul ators that demand high rates of return. Wen we
elimnate the discovery and access inpedi ments we
essentially only need contractors to build the production
facilities and punp the oil as regulated by ADNR and AOGCC.

e If we have to subsidize the industry we should do it in a
way that benefits other businesses and public interests.
Taki ng noney fromroyalties to inprove transportation to
the fields/pipelines floats everybody' s boat. The heavy
l[ift helicopters and | ow inpact transport would al so reduce
tundra i npacts, allow a | onger exploration season and year
round deliveries to isolated drilling/production pads. They
woul d al so be extrenely effective tools for getting spil
response equi pnent to renote sites and hel p repair gl obal
war m ng damage in renote areas that is directly caused by
the oil we peddl e.

e Qur economc future through 40 - 60 years depends on our
ability to market gas and the gas will not be marketable
until the relative BTU val ue of gas approaches the price of
oil BTUs, (PVMsaid it was at 40% of oil because Northern
Ti er coal conpanies successfully marketed their coal to
power plants). The relative BTU val ue of gas can only be
i ncreased by de-valuing coal as a power plant fuel with a
federal carbon tax. The carbon tax would also likely save
us as nmuch in damages to infrastructure from gl obal warm ng
as we would nmake on oil exports, billions and billions in
prevent ed damage that we woul dn’t have to spend our revenue
on to mtigate.

e Providing tax incentives to explore on federal land w |
nostly provide returns for the federal gov't, |eaving us
wi th enornous devel opnent bills and not nuch revenue to
show for it.

» The |l east inpact to exploration on federal |and/ OCS can be
acconpl i shed by increasing the corporate incone tax on
hazar dous operati ons because an increase in state corporate
tax is used as a direct offset to federal incone taxes so
there’ no net increase in taxes on the oil co’s. This tax
will affect new fields and existing fields that we’ve been
getting a raw deal on, (i.e. the 90/10 vs 50/50 split,
justice wo a court).
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* If we allowthe oil co's to wite off their Al askan
expenses it would tend to increase the price of our
hydrocar bons and nmake them | ess conpetitive on the open
mar ket . Taxes do have an effect on corporate behavi or and
only taxing the gross at the point of export or in-state
delivery will serve to keep a market check on expenditures
in-state and therefore keep our hydrocarbons as cheap as
possible in the market. W would surely have a strong case
for uphol ding the gross tax where it neasured value IN
ALASKA. Both PPT and ACES are inviting fly by m ght
wildcatters that will sell their credits and | eave. The
majors wll be just as susceptible to the notion that
spending controls are less of a priority given that they
can sell the credits for nmarginal projects if they fail.
Way not just take the noney we’'d spend on credits and
provi de the needed oversight to exploration contractors we
hire on a conpetitive bid?

e The whole TRIPS schene is designed to enhance certainty of
devel opnment, (pre-defined | eases and inproved access),
while alleviating risk due to |l ow prices but elimnating
any windfalls to industry, (the progressive production tax
spanning a $190 price range). Although | haven’t done a
preci se analysis of the total governnent take, | strongly
suspect that these rates woul d keep us bel ow t he Norwegi an
standard of 78% up to about $70-$90/bbl and | woul d suggest
| owering the base production tax and/or raising the new
cl ass of corporate incone tax until this parity was
reached. |I'’m sure that the Norwegi ans never anticipated the
blistering oil market we have today and so did not include
progressivity. The gas problemcan only be rectified with a
carbon tax and then all else will be controlled by the
hi gh, stable gas val ue generated by a proper val uation of
this external cost of our hydrocarbon econony. Mre
stringent particulate regulation would also likely help gas
prices.

Producti on Taxes: The gross tax on hydrocarbons produced in
Al aska shall be set at the value of the hydrocarbons at the
Al askan term nus of export or point of sale within Al aska, (e.gqg.
Val dez Marine Terminal for TAPS oil, Drift River or KPL Dock for
Cook Inlet oil and gas, at the Canadian border in the case of
gas transport by pipeline, at any in-state refinery or point of
sale), in order to provide a market check on production costs
and pi peline tariffs in furtherance of t he relative
conpetitiveness of Alaskan resources. This tax system would al so
encourage export of value added petrochemcal and refined
products. The tax rates for crude oil are as foll ows:
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1. There shall be a mnimum PT of 15% of gross val ue for oi
prices between $0 and $20/ bbl ;

2. At $21/bbl the PT increases to 15.5% and i ncreases by a
rate of 0.5% for each $1/bbl increase in price to $30

3. At a price of $31/bbl the PT shall be raised to 20.2% of
gross value and shall increase at a rate of 0.2% for each
$1 in value per barrel until a price of $110/bbl at which
point the tax will have accunul ated increases to provide a
rate of 36% of val ue;

4. At a price of $111/bbl the PT shall be assessed at 36. 1% of

val ue and shall increase at a rate of 0.2%for each $1 in
val ue per barrel until a price of $210/bbl at which point
the production tax will have reached its nmaxi numrate of

46% of val ue.

Corporate Inconme Tax: A distinct class of Al askan corporations
shal | include those operations that handl e substanti al
guantities of hydrocarbons and other hazardous naterials, as
classified by the ADEC, and be subject to a corporate incone tax
of 14% The safety and security 1issues presented by these
operations require significant oversight, security and public
safety assets that warrant an enhanced |evel of corporate
classification in such regard.

Royalty Rates: Lease bidders wll proffer a signing bonus
paynent and a bid above an adjustable royalty floor/m ninum
established between 1% for the |east marketable hydrocarbon,

(e.g. inaccessible, undefined gas fields), to a maxinmum of 20%
for the highest wellhead val ue hydrocarbon, (e.g. well defined,

light and accessible liquids such as those at Point Thonpson).

Each | essee shall consent to an adjustnent of its royalty rate
every 5 years after production startup that reflects any
increase or decrease in the market valuation of the BTU content

of the hydrocarbon(s) under devel opnent and/or by a substantia

i nprovenent in accessibility of |eased properties as generated
by state efforts. Lessees shall provide all necessary
information needed to assess the relative BTU values of Al askan
hydr ocar bons.

Hydr ocar bon Expl orati on, Pr oducti on and Transport Lease
Provisions: All new |eases shall have relinquishnment provisions
that reflect the realistic developnment tinelines given the
difficulty perfecting necessary permtting and devel opnent

tasks. Al |essees consent to regulation and assistance by the
ADEC to effectively utilize and otherwi se abate or sequester
gr eenhouse gases rel eased by exploration, production, transport,

power generation and refinery operations associated with its
| eases. Lessees shall proportionately supply all necessary fuel
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for state aircraft and vehicles used to assist and adm nister
| essees’ operations.

Expl oration Commtnent: In order to exact the highest signing
paynents and royalty bids and to provide for a nost efficient
and predictable devel opnment of Al aska s hydrocarbon resources,
the ADNR will conmit to obtaining the services of exploration
experts, whether contracted or enployed, with the nbst advanced
geol ogi ¢ mappi ng and analysis capability to define hydrocarbon
resources to their greatest practicable extent prior to |easing
of hydrocarbon fields to enhance “prospectivity”.

Infrastructure Commtnent: The ADOT in an MOU with DNR shall
enploy all due diligence in coordinating interested state and
federal agencies to develop, subsidize or otherwise facilitate
transportation of exploration and production materials to
proposed leasing areas and for access of gas by Alaskan
communities. A dedicated 4% portion of total royalty paynents
shall be set aside for this Safe Transport Devel opnent fund. The
ADOT shall mnimally provide heavy |ift helicopters and other
| ow i nmpact vehicles to advance preservation of sensitive areas

enhance spill response, protect wildlife and maintain security
in leasing areas as training for their primary public safety and
security duties that shall include repair and prevention of

G obal Warmng inpacts across Alaska. The ADOT shall also
advance pl anning and construction of ports, port services, rai
systens and pipelines necessary to pronote efficient materials
transport along established Alaskan transport corridors and
extensions along the A A certified RONS).

Carbon Conservation Conmitnent: The state shall enploy all due
diligence with appropriate funding of |egislative and regul atory
efforts to establish in state and federal |aw establishing a
transferable <carbon tax and to additionally advance COl
sequestration and secondary wutilization, nethane capture and
abat enment and Arctic-appropriate car bon- neutr al ener gy
generation technologies using a dedicated 4% portion of tota

royalty paynment s. The ADEC  shall devel op regul ati ons
establishing a <carbon tax, appropriate em ssions standards
and/or other carbon limting constraints wupon hydrocarbon
| essees. The ADEC shall conduct the necessary analyses to
establi sh abatenment technol ogy standards and pursue advancenent
of the best available technologies with a bi-annual $3 nillion
grant funding that may accumul ate beyond the $3 nmillion level to
ensure appropriate funding of appreciably superior and effective
t echnol ogi es.
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CHAI R HUGE NS asked himto fax his proposal to the conmttee.

6:52:40 PM

MARY NORDALE, Fairbanks, said one of her concerns with PPT stens
from when she was conm ssioner of the Departnent of Revenue
(DOR) from 1983 to 1986. The 12 years of wunresolved audits
representing about $8 million were the biggest problem Auditing
was overwhel m ng because DOR and the Departnent of Law were
under staffed, under equipped, and not well enough trained. PPT
is far nore conplicated and would require adequate resources in
the agencies to insure it generates the appropriate revenue.

6: 55: 36 PM

CHUCK LOGSDON, Al aska G| and Gas Association (AOGA), said he is
concerned about falling production and increasing taxes. He
spoke of the ELF being regressive, and now it is stil
regressive at the low prices but nore progressive at the high
prices. “Heads--revenue goes up; tails--revenue goes up.” A
serious problem w th the proposed changes is the ring-fencing of
the legacy fields. It creates admnistrative inefficiency. The
| egacy fields have the nost challenged resources and the high

floor rate will be counterproductive. Basically every dollar of
tax reduces a dollar of producer investnment. The PPT nade the
system nore sensitive to the upside. H gh profits are
significant incentives to reinvest in Alaska. He urged them to
be careful in weighing the balance between picking up state

revenue now and future econom c devel opnent.

7:01: 01 PM

MAYNARD TAPP, Anchorage, said the state will raise nore taxes by
i ncreasing production. The state gets 75 percent of the 12.5
percent royalty. The fair share to Alaskans is the other 25
percent paid into the permanent fund. He has a consulting firm
and nmuch of his work has to do with the trans-Al askan pipeline,
and he and his enployees benefit from new production. He said
raising the tax would give the state noney that the corporations
could use for three new production wells. He would rather see
the tax lowered to 10 or 20 percent to mneke Alaska nore
conpetitive with Canada and the @ulf of Mexico. He recognized

that we are partners with the producers. He said the bill should
be a developnment bill not a tax-generation bill. “Alaska is big
oil. W are partners wth the producers.” Alaska's fair share is

created by jobs. Hi s conpany is Hauke Consultants.

7:05:16 PM
TOM WALSH, O| and Gas Industry Consultant, Anchorage, Al aska
said his clients include mjor oil conpanies, independents,
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Native corporations, and governnment agencies. “W provide a w de
variety of services.” He is worried about his enployees and
about the future of oil and gas business in Al aska. The proposed
tax increase is a threat to oil and gas devel opnent. Hi s conpany
does commercial analysis of oil and gas opportunities, “and
we’'ve been doing this a lot lately.” H's clients say the tax
structure is a key factor in marginalizing their prospect
economcs, and the legislation wll worsen the situation. The
conpanies are doing their honmework on |ooking at plans and
econonmics, and they are finding their projects don't work wth
escalating costs and tax increases. He has recently lost two
clients who were discouraged by the business climte in Al aska.
“This trend, we believe, will continue and will accelerate as we
continue to be burdened by greed and paranoia rather than by
rational nmanagenment of our resources.”

MR. WALSH said spending or saving taxes is not a clear strategy
and he inplored the committee to develop a fiscal plan to
determ ne what services the state should provide to Al askans

The current tax structure is working, he said. A conpany report

of the inpact of liquid production on the major fields of the
North Slope pointed out that the declining liquid hydrocarbon
production would likely become sub-economc before a gasline

could be built. This would be disastrous for the industry and
the state. We are headed in a direction of suffering greatly.
“W should be trying to conpete for nore interest in our
resources rather than for a greater share of a shrinking pie.”

7:09: 04 PM
SENATOR W ELECHOWSKI asked if he thought the PPT was working if
his clients are leaving the state wunder the current tax
structure.

MR. WALSH replied that he thought PPT is too burdensone, “and I
think the reason for that is that | don’'t believe we really know
what |evel of taxation is required to provide services, and |
just don’t think that we ought to be taxing to create a surplus
sinply for the fact that we can tax at a higher rate.”

SENATOR W ELECHOWBKI noted that there is conflicting testinony,
and he is concerned that conpanies are |eaving under PPT.

MR. WALSH said he knows of two conpanies that have |eft because
the tax is too burdensone. “I don't know whether they feel that
there’s a way around that in the future, or what, but it is a
huge concern to them.their nunber one concern.”
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SENATOR W ELECHOWABKI asked who they are.

MR. WALSH said one conpany was | ooking at a margi nal prospect in
the interior basin and there was no help available wth
incentives. The tax structure was driving the project to be sub-
econoni c.

SENATOR THOMAS joined the commttee.

7:12:11 PM

JOSEPH HEGNA, Vice President, G| and Gas Sector, MM Anericas,
Inc. said his conmpany is a global construction conpany with over
6000 enpl oyees in 30 countries, including Anchorage. “W’'re very
bul l'i sh about the oil and gas business,” and the conpany intends
to invest in Alaska, Calgary, the Front Range of the Rockies,
and the GQulf of Mexico. It will follow investnent dollars. He
said he is excited to grow his sector of MM, and he has four
sons getting into the professional world. The PPT was put
together to fix problems wth ELF and enable a gas project. W
don’t have a gas project and yet the tax is being changed. One
reason is the cloud [of political corruption] and the other is

that PPT needs to be fixed. “I think honestly that you do have
to step forward and renove that cloud; you do need to restore
trust.” He doesn’t know how to do that. He doesn’'t believe [the

PPT] is broken. He has 35,000 enployees that are menbers of the
Alliance and he is proud of Paul Liard s testinony. PPT has
already generated $1 billion in state revenues — “That’'s a |ot
of noney, folks.” The Trans Al aska Pipeline throughput has
declined by two thirds. So, there isn’t enough investnent and
that won’t be fixed by fooling around with the tenets of PPT.

7:16: 15 PM

LYNN JOHNSON, CEO and Co-Founder, Dow and-Bach Corporation

Anchorage, said his <corporation is an Al askan-based niche
manuf acturing conpany with 25 enployees. He said 71 percent of
its revenue is derived from the oil and gas industry. He said
his payroll spins off about $1.6 mllion per year into the
Anchor age econony. He said Dow and-Bach got the 2002 exporter of
the year award. He said he is the past president of the Alliance
and a staunch RDC nenber. He said he is president of the board
of the Alaska’s Red Cross. He said non-profits depend on the oil
i ndustry for donations. He wurged the commttee to proceed
cautiously and give PPT a little nore tinme to see if it works

He said the tweaking of taxes sends a bad nessage, and it is
hard to know when they go too far. The gas line is further away,
and federal funding is on the decrease. He has two kids and he
would i ke themto return to Al aska after coll ege.
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7:21:16 PM
MR, JOHNSON said people in Southeast and Kodiak think they are
not affected by the industry. He said a lot of revenue fromthe

oil industry goes to the state. “If our tax revenue drops to
zero, | would say that the marine highway system. s obviously at
risk.” He said to take the long view and don't |[|ook for

i medi ate gratification. Businesses with shareholders can't do
that, but he has been fortunate to be able to do that in his
busi ness. He suggested bridging the decline in oil wuntil the
state can get to the gas pipeline with continued investnent. “W
do have a surplus—that’s been stated many tines today—take the
| ong vi ew—encour age i nvestnment—eur future depends on it.”

7:22:55 PM

CHAIR HUGE NS said he appreciates the rem nder to take a |ong-
term perspective. Anericans’ natural tendency is to deal wth
t hi ngs when bunped into, and what the comrittee is doing now is
a knee-jerk reaction based on questionable data, at best. He
said his son is going to denolition school and will be going to
I raqg.

The commttee took an at-ease at 7:24:37 PM until 7:27:07 PM
The conmm ttee adjourned at 7:27:12 PM
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