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Anchor age AK
POSI TI ON STATEMENT: Comrent ed on SB 2001.

ACTI ON NARRATI VE

CHAIR CHARLIE HUGA NS called the Senate Resources Standing
Commttee neeting to order at 10:10:30 AM Senators Huggins,
Wagoner, MCGQuire, Geen, Stevens, Welechowski, and Stednman were
present at the call to order.

Senators Davi s, Hof f man, Thomas, and French were also in
at t endance.

SB2001-O L & GAS TAX AMENDMENTS

CHAI R HUGE NS announced the considerati on of SB 2001.

WAYNE STEVENS, President and CEO, Alaska State Chanber of
Commer ce, Juneau, Al aska, said the Chanber is concerned about
the proposed <changes to the recently enacted petroleum
production tax enbodied in ACES. The Chanber believes changing
the tax structure so quickly wll have long-term negative
i mpacts on the future of Alaska s economny. They al so believe the
consequences of adopting ACES have not been fully considered
with regard to all business in Al aska.

He said the Chanber is a business advocacy organization whose
mssion is to drive positive change for Al aska's business
environnment and to inprove its menber organi zations by providing
| eadershi p, advocacy and support. The State Chanber nenbers have
a strong commtnent to ethical business conduct and understand
the legislature’s conmtnment to ethical conduct anong elected
and public officials. Because the l|legislators have heard from
Al askans’ that their faith in the current PPT is shaken, they
understand the desire to review it again. However, they also
believe this comes with great risk.

MR. STEVENS said they urged caution in the rush to find a fix
for sonething that is not broken. The concern is that while the
governor and legislature work to restore public faith, outcones
based nore on enption than economcs will further chill the oil
i nvestnent climate.

He said a second concern is the stated goal of generating nore
revenue for the treasury, but Chanber nmenbers fear that Al askans
will confuse the outcome of higher tax revenue with the goal of
fair share. Menbers believe tax debate creates unwelconme risk
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and stalls investrment planning and decisions. Taxes are a key
consideration in all business decisions and anytinme tax law is
debated, investnents can be delayed; the wong tax rate can end
all consideration of investnment. He said that working to induce
i nvestment such as the pipeline full of oil at $80 plus per
barrel would generate nore revenue at the current tax rate than
woul d a dwi ndling quantity of oil at a higher tax rate.

Most menbers of the Chanber do not understand the finer details
of petroleum exploration and production. However they all
understand two major trends in Alaska s oil patch. Taxes on the

oil industry have increased at a rate no other business segnent
could survive. But despite billions of dollars invested by the
oil industry on the North Slope and Cook Inlet, production

continues to decline at an alarmng rate. Many have noted this
decline and think that proposing a new increase to the
production tax is a risky policy given the desire to encourage
i ncreased production.

He said that a decade-old tax reginme in Cook Inlet is

encouraging very limted investnment and recent investnments on
the North Slope were commtted under the significantly | ower
economic |limt factor tax (ELF) and historically high oi

prices. Yet this exploration activity pales in conparison to
that taking place in Canada and the @lf of Mexico. He stated
that raising production taxes in light of limted investnent is
counter intuitive. Instead of referring to fiscal notes and
revenue projections, he urged them to set the policy outcones
they desire in the oil patch and then debate |anguage to achieve
t hose outconmes. He suggested: “Adopt an oil tax reginme that wll
generate reasonable revenue for state governnent whi |l e
encouragi ng maxi mumutilization of oil reserves.”

He said the State Chanber had advocated for decades for a state
fiscal plan and wllingness to check spending. A clear plan
however is not guiding spending or revenue collection or the
guestion of how the state can invest new revenue in projects
that will render a return on investnment. Gven today s oi
prices, the taxes the ACES proposes to collect go to revenue for
a fiscal systemthat results in increased spending, but lacks a
strategi c business plan for the state. This policy outconme does
not warrant worsening the investnent environment.

He said the State Chanber nenbers have a strong commtnent to
et hi cal business conduct and this includes many nenbers fromthe
oi | and gas industry. Gven the daily headlines and
investigations their concern is that many Al askans now view

SENATE RES COW TTEE -4- Oct ober 25, 2007



busi ness negatively. This inpression is further fueled by the
inplication that the oil and gas industry has sonmehow slighted
the state through its accounting practices. He encouraged them
to consider this dynamic and to avoid making unfair accusations
that fuel this distrust.

He said at the end of the day differences of opinions exist and
reasonable people can disagree. He offered the Chanber’s
assistance in boosting the state tax audit capabilities saying
they are confident that if industry can hire talent to
adm nister a wide range of conplex tax regines throughout the
world, Alaska can recruit the best and brightest to adm nister
its single tax regine. This expertise he said would be found in
a conbination of state enployees and private contractors.
Al though they are concerned with the proposed mninmm tax on
certain fields, they thanked the |egislature for recognizing the

wi sdom of a profits tax. He comment ed, “So  nmany today
illogically condemm petrol eum industry profits. Al askans should
cheer since those profits wll allow the sane conpanies to nake

the world class investnments Al aska needs to nobnetize our oil and
gas. ”

10:19: 13 AM

SENATOR W ELECHOWSKI said he is glad M. Stevens brought up the
idea of profits, because all the oil conpanies have nade huge
profits. However, he said, they are not spending these profits
increasingly in Alaska, but rather giving it back to their
investors. He wanted to encourage themto explore in Alaska with
nore of their profits because there are gl obal shortages of both
oil and gas. He asked how the Chanber thinks the producers could
be encouraged to develop the fields on the North Slope that are
profitable because they are not doing it now.

10: 20: 49 AM

MR. STEVENS responded that in looking at the one line item of
billions in profit, you |ose perspective of the costs and how
they relate to each other. He thought it was inmportant to focus
on an overall balance sheet - the percentages of incone,
expense, assets, liabilities, equities et cetera — so that they
don’t stray too far away from what other industries |ike banking
and national retail industries fall under.

He stated that Alaska is a significant sharehol der and on one
hand it slaps the industry around and tries to get nore revenue
fromthem yet the managers of our investnent funds - retirenent
funds or the Permanent Fund - if they didn't reach a certain
| evel of return on investnment from those holds, would be selling

SENATE RES COW TTEE - 5- Oct ober 25, 2007



them off with vigor because they weren't producing the kinds of
returns they want and that the citizens of Al aska share in as a
part of their dividend. Isolating a single item or sharehol ders
wi t hout acknowl edging that the state is a shareholder with a
significant portion of its portfolio invested in the oil
industry is not the right thing to do. However, the PPT was
designed with this prem se.

10: 22: 56 AM

SENATOR WAGONER said they have heard over and over again that
Al aska has the highest oil tax regime in North Anerica, but he
doesn’t buy into it. H's studies have shown himthat Al berta has
a 25 percent royalty — 24 percent of which is forgiven until the
conpani es recoup their investnent costs - then it goes back to
25 percent — in addition to other taxes. Alberta is now | ooking
at revanping its tax structure and their head advisor was Dr.
Pedro van Meurs. They are now looking at a three-tier tax
structure for oil, gas and oil sands. The figure he saw was
taxing the oil sands at 33 percent royalty. Wth figures I|ike
that, he didn't think Al aska was the higher of the tax regines.
Everyone else in the world is changing their tax structure to
take what they see as nore of a fair proportion of the revenues
from their resource. He said he used to be a retailer, so he
understood where the Chanber was comng from but he still
t hi nks the state needs to take its equitable portion.

10: 25: 05 AM

MR. STEVENS responded that he reads a lot of different nunbers
and depending on how they are portrayed, Al aska ends up in the
hi gher end of conparable tax reginmes. Wat doesn't get talked
about is the higher cost of doing business on the North Sl ope of
Al aska versus Al berta and the cost of an 800-mle transportation
systemto get to tidewater that Al berta or other Gulf of Mexico
entities don't have. It is difficult to conpare themwth Al aska

without filling in the conplete picture. He thinks it is good to
review the tax structure as a business person would to nake sure
it is right. They need to keep the pipeline full. It is designed
for 2.1 mllion/barrels a day and it is only using a third of

that capacity with a 6 to 12 percent annual decline. It doesn't
take very long to work the math down to get to that point where
it is not feasible to run the pipeline. That w ndow of tine
di m ni shing before a gasline starts that would increase sone of
that production is “pretty scary.”

10: 27: 30 AM
SENATOR WAGONER caut i oned:
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Don't get too scared about that, because a |lot of the
information being put out that that pipeline won't be
operational at 300,000 barrels/day is pure just
information that is not factual. Because all they have
to do is change the nechani cal makeup of that pipeline
and it can carry 300,000 barrels/day through chokes
and changes and punpi ng systens and things |ike that.

He said people in the oil industry have assured himthat that is
not a consideration at this time, but it’s being mde a
consideration in several presentations.

CHAIR HUGE NS comented that he saw it as their task to avoid
seeking the answer to that.

SENATOR STEVENS summarized M. Stevens’ comments that we haven’'t
really given PPT a chance and we don’'t really know the answers
yet and don’t have the data to decide whether it’s the right or
w ong approach. He was saying to give it a little nore tine to
see if it works or not.

MR. STEVENS responded that was correct.

10: 29: 54 AM
SENATOR WAGONER of fered hima copy of the Al berta proposal.

SENATOR STEDMVAN said the last round on the PPT di scussions spent
quite a bit of time conparing oil basins and the difference
between oil and gas and other production. Wiat we are dealing
with is a natural life-cycle of an oil basin where it peaks, in
this case, at 2 mllion barrels/day and now is substantially
bel ow that at less than 50 percent. Wiat they are trying to do
is extend the lifecycle. He didn't want the people at hone to
think that if they create the magic conbination of taxes and
incentives that would bring production back up to 2 mllion
barrel s per day. The odds of that happening are near zero unless
they find another Prudhoe Bay.

MR. STEVENS agreed and added that the oil industry would like to
nove east from Prudhoe Bay where there nay be sone opportunity
for that, but it has restrictions on it. Ofshore has other
restrictions and other considerations that drive up costs and
restrict access. They should try to strike that balance of an
appropriate tax structure that encourages people to take the
risk. He renenbered that the producer at MIne Point spent a
year exploring and found nothing but a dry hole. “Any good
busi ness person would try to balance risk and reward.”
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CHAIR HUGA NS said the one thing he |iked about what Al berta has
done which Alaska is not doing is taking the tine to conme up
with a solution. This is a special session and they have only 30
days. He said even the admnistration had to contract with an
outside contractor to wite the bill because people were doing
other things. Alberta has a very deliberate process over a tine
span to look at the ramfications of what they are being asked
to do. He adnoni shed:

Good for them and shanme on us, because we’'re doing
just the opposite. W re essentially saying - bring
t hose guys to Juneau, give ‘em 30 days and we want an
answer. My concern about that is the validity of what
we do and the durability of the results. And we know
there’s going to be a gas pipeline proposition that’'s
going to ask us to look at gas. And ny concern is the
timeframe that we're being asked to answer the
guestions will not allow us to get to the questions
that will stand the test of tine.

CHAIR HUGGA NS said he is concerned about the direction Al aska's
econony is heading and it is an understatenent to say Al aska's
real estate market is soft. Agrium with its 100-plus jobs has
closed its doors, and in Palner, the admnistration is helping
Mat anuska Maid to close its doors. He knows that Alaska has a
power generation challenge and Enstar has difficulty in getting
natural gas. The dynamcs of things that are com ng together
about the state’s econony are concerning to himalong with state

spending habits - whether they like it or not, the Public
Enpl oyees Retirement system is looking for $8 billion to $10
billion. He asked M. Stevens if he should be concerned fromthe

State Chanber’s perspective or not because of the nmagnitude of
the assets the state has.

10: 35: 23 AM

MR. STEVENS responded, “You should be very concerned.” There are
a nunber of very troubling trends. Al aska has enjoyed a |argess
from a nunber of sources like federal funding that is comng to
an end in the near future. Al aska has trenmendous fish, mneral
oil and gas resources at its disposal and at every turn business
is thwarted by those who don't want to allow the state to
devel op them The tourist industry seenms to be strong, but that
can change at a nonment’'s notice. He said the state is facing a
nunmber of issues including where its future enployees will cone
from People are reaching retirement age, but there is no
mechani sm to keep young people in Alaska or encourage them to
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avail thensel ves of vocational opportunities. He said Al aska has
done little about it.

MR. STEVENS said there is no fiscal plan and the state doesn’'t
have a comon goal; it has created a system that pays everyone
to just be here and that paynment is going to increase; yet we're
not attracting businesses that challenge us to create an econony
beyond governnent and distribution of conmon wealth. “And that’s
troubling. That’s very troubling.”

10: 38: 58 AM

KEN  THOVPSON, Managi ng Director, Brooks Range Petrol eum
Anchorage Al aska, read the following testinony [this is not
verbatim however]:

| am the Managing Director for Al aska Venture Capita
Group, or AVCG LLC, an independent oil exploration
conpany fornmed with a sole focus on the North Slope of
Al aska. AVCG is a privately held nmenber LLC conprised
of private equity investors made up of 15 independent
oil and gas conpanies and individuals from Kansas and
me as an owner/nmenber partner from Al aska. AVCG has a
techni cal and operational services’ subsidiary conpany
cal l ed Brooks Range Petroleum wth offices and staff
i n Anchorage. In Alaska and on the North Slope, we
oper at e under the nanme Brooks Range Petrol eum

AVCG has | ease holdings and explores currently only in
Al aska..and nowhere else. AVCGE Brooks Range Petrol eum
likes to think of our conmpany as ‘Al aska’ s | ndependent
O 1 and Gas Conpany.

AVCG LLC has been very active in the past seven North
Slope areaw de |ease sales and active in acquiring
acreage held by other conpanies where we see
potential. W and our partners currently hold over
300, 000 acres of expl oration | eases in five
exploration  prospect areas on the Sl ope. Qur
exploration strategy is to explore in the central part
of the North Slope for fields in the 10-100+ mllion
barrels range, fields that may be too small for the
gi ant producers but satisfy as niche fields that can

be ‘conpany makers’ for a small independent. W
believe there are hundreds of mllions if not billions
of barrels of oil left on the central North Slope in
smaller fields of this size for small independents
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like ours that want to take this type of exploration
risk.

Last year, AVCG LLC announced joint venture agreenents
with two Canadian independents, TG Wrld Energy and
Bow Valley Energy, and with a private exploration
conpany from Houston, Ranshorn Exploration. Together
as working interest co-owners we are exploring the
central part of the North Sl ope.

In the wnter of 2006, AVCG participated with an
ownership interest in the Cronus exploration well
about 10 mles southwest of the Kuparuk Field,
operated by Pioneer Natural Resources. Unfortunately,
that well was a dry hole.

This past winter for the first time, our operations
subsi di ary, Brooks Range Petrol eum operated the

drilling of tw exploration wells for our working
interest partners in the Gwdyr Bay area of the North
Sl ope, just northwest of Prudhoe Bay. One well, the

Sak River #1, was a dry hole, but we were excited to
announce earlier this year that our Northshore #1 well
nort hwest of the Prudhoe Bay Field did strike oil. W
plan to conplete and test this well this winter. In
addition, we ran a 130-square nile 3D seismc survey
over our acreage and surrounding area in the OGadyr
Bay area on the North Slope. In total this past

drilling season, our JV Goup invested over $44
mllion on land, seismic and drilling activities.
This winter our Joint Venture Goup will be anobng the

nost active of explorers as we plan to shoot over 200
square mles of new seismc data on the extrene
western and eastern sides of the Central North Slope

and to drill up to four exploration wells. W plan to
test the Northshore #1 well and also drill one or two
other exploration wells nearby to see if we can
di scover a sufficient volunme of o0il to warrant a
comercial devel opnent at Gywdyr Bay. W wll drill
our Tofkat #1 well south of the Alpine Field and al so
drill a fourth exploration well on a prospect to be
named. In total, our group will spend over $40 million
in seismc and exploratory drilling in winter 2008. If

our Northshore oil conpletion test is as suspected and
one of the wells strikes oil close by, we nmay proceed
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with Northshore developnent with nore substantial
capital investnent in the second half of 2008.

My comments today represent the perspectives of a
smal |, i ndependent exploration conpany that IS
actively exploring on the North Slope with a good
| evel of activity, generally on prospects that because

of smaller size no longer interests the nmajor
conpanies. At the end of next drilling season, AVCG
since 1999 and our partners since last year will have

jointly invested over $100 mllion in Alaska even
t hough none in our group have generated any revenues

yet from Alaska oil, so we sincerely appreciate being
listened to. W think in the long run we can bring
substantial, increnental value to the State of Al aska.

Pl ease wi sh us good | uck

Many of you al so know ne as the past President of ARCO

Al aska, I nc. from 1994-1998. I also served as
Executive Vice-President for ARCO and head of gl oba
oi | and gas exploration for ARCO I do have

exploration and production experience in 10 US.
states and in over 20 countries throughout the world,
so I'll also share ny perspective in how | see the
ACES bill in the context of conpetitiveness in the
United States and in the world.

General Comments on ACES Legi sl ation

At this point, | would like to address various key
points in the ACES legislation. First, our conpany
prefers that the PPT be allowed to run its course in
the next few years, and that ACES not be approved with
its current provisions. | agree with Dr. Pedro van
Meurs that in the light of declining oil production in
the state of Alaska and prospectivity trending to
smal ler field sizes, the State should not once again
increase its taxes after having done so |ast year. I
will tell you that when recruiting conpanies to join
in our Alaska ventures in 2005 and 2006, many were
concerned about the threat of tax increases in Al aska.
PPT proved tax increases were not a threat but a
reality. Adding yet another tax increase via the ACES
bill this year shows instability in Alaska s tax
policy which results in wuncertainty and risk when
maki ng i nvest ment deci si ons.
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| heard that <consultant Daniel Johnston differed
strongly from Dr. van Meurs and urged the oil industry
to understand the “cloud of corruption” over the
exi sting Petroleum Profits Tax, or PPT, and that this
alone provides a good reason to change PPT. |
chal | enge Dani el Johnston that the bushel should not
be thrown but because of a few bad appl es.

10:49: 31 AM

In fact, last year during the PPT debates, | recall
those who are guilty of paying bribes and sone who are
accused of taking bribes actually supported a 20
percent base tax rate, not the 22.5 percent base rate
that was finally adopted. In fact, 1'd like to think
that the alnobst all in the legislature and in industry
were honest, that they could be trusted in their
del i berations |ast year, and that the final answer of
PPT was a good answer and an honorabl e answer.

It is also very inportant to keep in nmnd that the
progressivity tax was added at high oil prices to
drive the real tax rate to even higher Ilevels than
22.5 percent, with a range exceeding 30percent now
possible at certain prices. And let’s not forget to
tack on the royalty, the corporate tax, the ad val orem
property tax, and environnmental and permtting fees.
It appeared to ne that the checks and bal ances in the
system worked in the Legislature |ast vyear, and |
appl aud the honesty of the legislators who in the end
made a positive difference.

But | sit here feeling as if the honest and
trustworthy investors in this industry are being
puni shed al ongside the guilty. | personally think this
wi || have negative consequences for Alaska in the |ong
haul in relationships and even in sustainable
increased value. | am politically astute enough to

know that the ACES train is noving fast down the
track, so | can stand out of the way or junmp on board

and try to make the ACES bill better before we reach
derailment in the long-termrel ationshi ps between this
industry I love and this State | love. So, | have sone

suggestions of things not to change and things to
change in the ACES proposal.

10: 50: 38 AM
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1) Keep the exploration and devel opment investnent tax
credits. For a small explorer startup conpany Iike
AVCG LLC, the exploration economics wth the
exploration tax credits ranging from 20-40 percent as
provi ded by PPT and with ACES are nore favorable with
an inprovenent in the investor’'s rate of return as
conpared with Alaska’'s old severance tax system
Near-term cash flow because of the investnment tax
credits is higher which inproves the return on
investnment. Plus refund of cash to conpanies |ike AVCG
and our working interest partners via the credits nean
that we can apply that cash to our capital budget the
next year to run adequate seismc and do additional
drilling that increases the chance of nore oi
production and reserves for us and for the State.

Li kewi se, the credits for losses for a startup conpany
like ours while we establish production - and also the
devel opment investnent credit - can take substanti al
risk out of developnent of smaller fields that our
conpany is focusing on. Many of these smaller fields
can add up over tinme and provide significant
incremental revenue to the State.

10: 52: 31 AM

2) Keep the standard tax deduction/exenption for smaller
conpani es. The small producer tax credit that exenpts
up to the first $12,000,000 in production taxes for
smal |l er conpanies can allow us to return a larger share
of our annual cash flow for exploration and investnent
while we build the conpany to a critical mass of
reserves and production necessary to expand staffing
and have a routine level of nmmjor capital spending each
year .

10: 54: 46 AM

3) Keep the new ACES tax credit allowance for qualified
delineation wells. A new proposal in the ACES bill that
was not in the PPT law is the possible tax credit
al l omance for the investnent in up to two delineation
wells followng a discovery. This would be very hel pful
to small explorers as well as for |arge conpanies on
the North Slope where often one well is not enough to
determine if field size is large enough to warrant
devel opnent .
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A real case in point is that should we have a
di scovery this comng winter at our Tofkat exploration
well on the western side of the Slope, we wll have to
drill one or two delineation wells to confirmif field
size is sufficient to develop the resource at this
remote |ocation. Oten, due to the nature of these
conpl ex stratigraphic traps where sands unpredictably
cone and go, the delineation wells can be al nost as

risky as the initial exploration well. Having a credit
where the State, in a real sense, is sharing in the
risk wll — 1 think — expedite delineation of new

fi el ds and advance devel opnent for revenues.

4) Keep the revised progressivity tax rate at 0.2 percent
per dollar increase in oil price. The PPT tax |aw had
an increnental tax rate of 0.25 percent per each
dollar increase in oil price above a trigger price
while the new ACES reduces this increnental tax rate
to 0.2 percent per dollar increase in oil price at a
trigger price. While we can debate all day long the
conpetitiveness of Alaska’s tax rate wth other
countries’ fiscal systens, giving sonme reduction in
this surcharge keeps the government take at nore
reasonabl e |evels. However, as 1’|l outline below I
woul d change the ACES trigger price back to $40 per
barrel net and not the proposed $30 per barrel net if
Al aska wants to better balance revenues with industry
capital investnment at low prices as |I’'ll nore fully
di scuss.

5) Do establish the G| and Gas Tax Credit Fund for the
purposes of purchasing certain tax credits from
explorers and producers. This ACES provision would
establish a procedure and standard for appropriation
into this fund and managenent of this fund. Having a
clear and transparent way for snall explorers to
receive their credits at full wvalue is extrenely
inportant for AVCG to then be able to plow those
credits back into seismc and exploration on the North
Sl ope.

10: 56: 53 AM

6) Change the recovery of tax credits from two years as
proposed in ACES back to the recovery of credits in
one year currently provided for in the PPT law. In the
PPT law, a conpany could file for the various credits,
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and if approved, would receive those full capital
credits not to exceed credits of $25 mllion per
conpany. In the new ACES law, while the cap has been
removed which is very positive, the credits are
refunded over two years instead of over one year; for
exanple, 50 percent of qualified credits can be
applied for in the first year once a well is conpleted
or abandoned and 50percent in the follow ng year.

10: 58: 48 AM

For a small conmpany |like ours, this wll definitely
affect our capital spending in a given winter as we
plow all the credit refunds back into seismc or
exploration drilling. As a very real exanple, AVCG and
our working interest owners are projecting to spend
$41 mllion in seismc and exploration drilling this

comng wnter and |ikely around the same in 2009. W
calculate that we could receive $16 million cash in
qualified credits in md-year 2008. So essentially,
our working interest owners are planning to provide
cash out of pocket of $25 mllion for the 2009
drilling season; this is a fixed nunber based on cash
availability in these small conpanies to spend toward
the Al aska portfolio. If the State refunds only one-
half of this credit in the first year, or only $8
mllion instead of $16 mllion, AVCG and our partners
will still provide $25 mllion out of our pockets as
now planned and budget ed..meani ng our overall spending
in 2009 will be $33 mllion, not $41 mllion, i.e. $25
mllion from our available funds and only $8MM from
the State. This would nmean one less well that will be
drilled by our group in 2009. And one |ess chance for
anot her  discovery that eventually could provide
revenues to us all.

11: 00: 46 AM

Wth snmall conpanies, this is just the way our cash
flow situation works. And for sone of our AVCG

investors |ike ne, when | say “out of pocket,” | nean
“out of pocket.” So, we hope the full credit can be
applied for and refunded in a given year. We hope
this happens for all of industry. As an innovative
conprom se, however, the legislature nmay consider a
smal | conpany refund provision that allows for
conpani es that neet the no production or | ow
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production neasures in the small conpany tax credit
provision of the PPT law - that remains in ACES - to
receive tax credit refunds that are fully refunded in
the first year for qualified costs. Once a conpany
grows in production beyond this ‘small conpany’
measure wth nore substantial cash flow, perhaps
refunds of 50percent each year would apply as outlined
i n ACES.

11: 02: 58 AM

SENATOR WAGONER asked if those credits only apply to the snaller
explorer and not nmuch to the mjors, because they have the
production to wite it off against - including Chevron. Wen
they are talking about purchasing back the credits, they are
only tal king about the smaller producers. Instead of being nore
conplicated, it would be sinpler for the state to just buy them
back at 100 percent, because that’'s what it would pay anyway.

MR. THOMPSON replied that would help for Brooks particularly if
it were in one year instead of two, because that is capital that
is put back into the business. For his size program that would
mean one nore well he could drill in every wnter. Mjor
producers can deduct the credits off their tax bill and this
woul d affect their capital profile, but it’s just |less cash flow
for them

MR. THOVWPSON conti nued reading his coments on the PPT tax rate:

11: 04: 43 AM

Change the base tax rate in ACES from 25 percent back
to the PPT tax rate of 22.5 percent, and re-review
again in 2011 after sone tine has passed as allowed
for in current law. As | mentioned in ny introduction

| felt the 22.5 percent base tax rate was reasonable
And the real tax rate is nuch higher with the tax
progressivity factor. But what is fair, and how
exactly is ‘fair’ determ ned?

| saw a copy of a presentation entitled ‘Quiding
Principles For A New Production Tax Systemi by the
Department of Revenue urging the changes in ACES,
arguing that the average governnent take in various
international countries averaged 67 percent for all
types of fiscal regines. So that the ACES governnent
take, at an oil price of $60/barrel net, is 68
percent. So these principles argued that that was fair
for Alaska to take 68 percent when the internationa
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average is 67. Sonmehow, the Departnent of Revenue
representatives concluded an average of 68 percent as
provided for in ACES would be close to the average of
67 percent for all types of reginmes internationally.

11: 06: 45 AM
On that sane slide show the DOR broke the fiscal
regines into two types: production sharing agreenments
where the governnent take averages 74 percent, but in
tax and royalty regines |ike Alaska s, for those
i nt ernati onal conpanies that had tax a royalty
regi mes, the average take was 55 percent as shown by

t he DOR

11: 07: 27 AM
First, the average recommended to Alaska is the
average of all regi mes, I.e. the averaging of

government take from tax and royalty regine countries
and governnent take from production sharing agreenent
(PSA) regines.

In the years | was with Arco and | managed a research
center and worked in 20 countries or so and al so when
| was executive vice president and also in charge of
gl obal exploration working in over 20 countries, |'m
very famliar wth different types of production
sharing reginmes, and actually the risk profile for
capital devel opnent was often nuch different than in
reginmes that use a tax and royalty system |i ke Al aska.

In sone of the PSA countries where | worked, it was
not unusual for a producer on capital projects to have
a very low initial tax burden wuntil the capital

investnment was fully recovered plus a negotiated rate-
of -return was achieved. So we would literally get all
of our noney back up front, pay out was often only two
or three years, unlike Alaska being 4 or 5 or nore -
in terns of payout. W’'d get our capital back and we’'d
get a preferred return. Then the governnment would
increase the take to the 74 percent. |'Il take that
deal any tinmne.

11: 08: 55 AM
SENATOR W ELECHOWNSKI asked what the general negotiated rate of
return was.

MR. THOWPSON replied that it would differ by whatever a conpany
could negotiate. A major corporation would calculate its cost of
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capital based on how rmuch the debt would cost and the cost of
issuing it and mai ntenance of equity. That mght be an average
of 8 to 10 percent. Investors that hold stock want nore return
than that from you because otherwi se they could just invest in
the market. So often the rate of return mght be 12 to 15

percent above the weighted average <cost of capital. Sone
conpanies, |ike exploration ventures with higher risks, often
were successful in negotiating a better preferred return and

sonetinmes for those kinds of interest that mght be 15 to 20
percent after all taxes and burden. Once your capital is paid
back and you have your preferred return, then the high take of
74 percent was taken. He further stated:

| don't feel what ACES does to ne is equitable and
fair because it’'s averaging in those types of regines
that pay back the capital and get a return along with
the tax and royalty. And again, i nt ernati onal
countries shown by the Departnment of Revenue on the
Governor’s website for a tax royalty regine, the take
is 55 percent. And ACES says 68 for a simlar type
system

SENATOR W ELECHOWSKI said he was intrigued by the profit sharing
concept. He asked how investors would think if the state had
nore of that type of system — it maxim zes investnents and the
take for the government, because it assesses each field. Both
sides negotiate so both sides know they are making noney. He
asked, “Wiy don’t nore devel oped nations do that and woul d that
be something that would be acceptable to do in Al aska, do you
t hi nk?”

11:12:16 AM

MR. THOWPSON replied one of the things that makes it difficult
for Alaska to switch to purely that type of system is when
you' re getting the capital paid back and the preferred return of
12 to 15 percent, the governnent take is very |low — maybe only
10 or 15 percent (not the 68 percent). So if Alaska wanted to
imediately switch to that system which he thought would
generate a lot nore investnent than either ACES or PPT, it would
take a few years for it to work out and they would have to fund
government from ot her sources |ike the Permanent Fund.

11:13: 27 AM

SENATOR WAGONER said the state already has the ability to do a
reduction in royalties — like Alberta does with the oil sands -
until the conpanies recoup their capital investnent, and asked

if that would be doing the sane thing.
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MR. THOWPSON replied that could be a conprom se. He thought if
Al aska switched to the other system it would get nore capita
projects going, but the problem is that the state would have
| ess revenues for a few years. For small fields like his it
woul d make an i npact.

11:15:16 AM

SENATOR STEDVAN recalled the previous discussions on PPT that
covered the Anerican tax and royalty reginme and outside-Anerica
profit sharing and rate of return scenarios. He urged them to
focus on the system at hand unless they wanted to spend a year
here in commttee working on sonething else. He said they are
working on refining the PPT and he personally wasn't interested
in going back and starting over. They are tal king about changing
t he governnent take nunber.

CHAIR HUGA NS said he concurs and he asked M. Thonpson to
proceed. He asked if M. Thonpson does sonething in spruce bark
beet| e work.

MR. THOWPSON replied he is a drumrer in a band called the Spruce
Bark Beetles and quipped that he does it on the side pending
revenue from new discoveries. He went back to the subject at
hand and said it is hard for Alaska to change to a different
system It should conpare to other countries, not lunped into a
unique world of production sharing agreenments wth special
arrangenents nade for capital payback and return up front. He
st at ed:

Anot her distinction in regards to ACES is that nost of
t he i ndi vi dual peopl e and conpany i nvestors
specifically in AVCG do not consider international
regimes as areas to consider as conpetition for
investnment dollars with Alaska. The nmain conpetition
for nmbst AVCG Owmners’ cash is in other states in the

US. | found it astounding and concerning that the
average of 67 percent for all international regines
did not consider weight-averaging in a little nore

strongly the mjor Anmerican producing states. As
exanples, the current governnent take in the Gulf of
Mexi co of fshore — one of the main conpeting areas for
Al aska investnment dollars — averages 45 percent. This
is under consideration by the U'S. governnment for
increase, but it is highly doubtful wth the boom
going on in deep water exploration and devel opnent
that the U S. government would increase the governnent
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take from 45 percent to ACES 68 percent. Although |
think the government will increase the 45 percent.

11:18: 57 AM

Now |l et me give you sone astounding figures as of this
week. Yesterday we participated in the North Slope
area wde all acreage held by the state - on the North
Slope was up for bid — anything not yet taken. There
were a |lot of bids and his conpany won six tracts. The
total of all bids is a little over $2 mllion. Cctober
3, just a few days ago, at the @ulf of Mexico sale
205, and that was just one area of the Gulf of Mexico,
the bids were $2.9 billion — 45 percent tax burden.
The State of Alaska right now is going to 68 percent?
The bids were $2 million!

11:20: 01 AM

SENATOR WAGONER asked what woul d be the governnent take if Shell
is allowed to proceed and strikes oil on their |eases in federal
water on the North Sl ope.

MR. THOWPSON said those are federal |eases and he didn't bid on
t hose. Most federal |eases have a 12.5 or 16.7 percent royalty
and other federal taxation. It may trend slightly higher than 45
percent with the higher royalty.

11: 21: 07 AM
MR. THOVPSON conti nued:

In other producing states that conpete for investnent
by our AVCG investors, the state and federal conbined
government takes in 2006 were as follows and averaged
45-57 percent:

US @lf of Mexico 45 per cent
Col or ado 51 percent
Wom ng 52 percent
Kansas 53 percent
Texas 53 percent
New Mexi co 53 percent
Ol ahoma 53 percent
California 53 percent
Loui si ana 57 percent

To ny know edge, these states do not have the added
progressivity surcharge tax, which further separates
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Al aska in governnment take from these conpeting states.
| would argue that Al aska should have a governnent
t ake of 55 per cent to mai ntai n | ong-term
conpetitiveness with these other states for investnent
dollars. Having said that, sonme of these states are
examning their own tax structures and the Departnent
of Revenue was to have obtained current figures for
2007 for these states as sone have changed their tax
rates. That would be good for the commttee to | ook at
when that's available. But |I don't think it’ll be the
68 percent of ACES. In fact if we were to just step
back a bit and look at tax and royalty reginmes
internationally, have a governnent take of 55 percent,
the @Qulf of Mexico is 45 - headed upwards sone and
then these other states average in the 50s, if Al aska
set a governnent take at 60 percent and 40 percent to
the investor, the ACES legislation should be anended
to allow for a base tax rate of 22.5 percent, not 25
percent, should be anmended to allow for a trigger
price of $40 per barrel and not $30, and then the
increnental progressivity tax rate increase should be
0.2 percent per dollar. | calculated that by hand -
that the state yield would be 60 percent take and that
can be verified by having the DOR run sonme of their
nodel s for those exanples that | gave.

| think the 60 percent would be conpetitive wth
states; it would increase above PPT slightly, but it
woul d al so be sonething that doesn’'t stop investnent
when people look at things like the @ulf of Mexico or
even federal waters offshore Alaska for investnent
dol | ars.

11: 23: 33 AM
SENATOR WAGONER asked what if the tax rate went to 25 percent on
both sides —tax and credits.

MR. THOVMPSON answered that wouldn’t be as conpetitive as sone of
these other total take tax burdens, but it could be |ooked at
wth the new data DOR will coll ect.

11: 24: 26 AM
MR. THOWSON said his final two points were on changing the
trigger price to $40 per barrel:

In particular there, if oil prices fall, many of the
small and nedium size fields that our conpany is
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| ooking at sinply would not pass nuster below $40 if
we did have the higher tax rate. And hopefully prices
do not fall that low, but it would nmake a big
difference if the trigger was $40 instead of $30.
There is a whole other wedge of snmaller fields that
could be brought on stream we think, if that trigger
price is left at the nore reasonabl e $40 net.

Then ny final point 4 on the |last page of ny coments
is it would be great if the state in ny opinion could
consi der somre type of “Transitional | nvest nent
Expenditure (TIE)” tax credit. This provision that was
in PPT was repealed in ACES. And this benefit or
provi sion does not greatly benefit our conpany, AVCG
because we did not have large seismic or exploration
drilling costs between Mrch 31, 2001, and April 1,
2006. In fact nost of our drilling was this | ast
winter in 2007, but it is inmportant to other nmjor
investors in Al aska.

As an exanple, the l|argest explorer and developer in
Al aska, ConocoPhillips, now with the ARCO heritage
assets, was hardest hit in tax exposure wth the
change from the old severance tax law to the PPT and
now once again to ACES. | think just allowing a good
steward who is the largest explorer in Al aska sone
transition allowance to ease the pain of greatly
increased taxes is the right thing to do and can only
build better, nore trusting relationships. Again, this
provision does not greatly benefit our conpany,
however .

This concludes ny remarks. | tried to share the
perspective of an independent exploration conpany that
only invests in Alaska. MW ultimate wi sh would be for
the state to leave PPT alone and re-review it under
the law as planned in 2011 or perhaps even in 2010
But if the ACES train has left the station and cannot
be stopped, | urge you to at |east consider the five
t hi ngs our conpany would not change in this bill and
the four things we woul d change.

The above comments are offered with a hope that there
can be an eventual win-win solution to this conplex
subject of the State realizing nore revenues at higher
prices while attracting exploration and devel opnent
investors who can also realize upside at higher prices
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for the substantial risk they have taken in the renote
and harsh environnment of the North Slope. In the end,
| hope both sides get a fair and equitable share at
all price |levels.

11: 28: 03 AM

SENATOR WAGONER asked the feasibility of a conpany his size or
bi gger exploring and producing a field of 25 mllion or 50
mllion barrels when it’s margi nal. He asked:

What effect on a marginal field will the upcom ng TAPS
settlenent have in the tax tariff case that’'s before
FERC? Wuld that have a positive effect on your
ability to go out there and produce one of those
fields that are margi nal right now?

MR. THOWPSON replied that the TAPS tariff increase that happened
| ast year was the | argest increase of burden of any type that he
faces as a smaller explorer to ship oil down the line. He
decl ar ed:

W have no interest in that line. W have no interest
in the tankers or refining profits on the other end

So we feel the full brunt in that that TAPS tariff
somehow could be reduced would be very significant in
devel opi ng margi nal fields.

Having worked for years at ARCO M. Thonpson said he saw the

thing that nost l|lowers the tax tariff per barrel is nore
production in oil down the Iline. So, whatever ACES does to
encourage investnment in exploration or allow fairness in

devel opnent projects increases the chances of nore oil down the
line. And that’'s fewer tariffs per barrel on everybody. His
conpany is not involved heavily in the settlenent, but the
i ncrease | ast year was very di scouragi ng.

11: 30: 10 AM

SENATOR W ELECHOWNSKI asked what inpact he saw on people com ng
back to Alaska to look for gas if a gasline contract goes
forward

MR THOWSON replied that they would nost likely see nore
activity in the foothills area of the North Slope. The | argest
reserves would be the existing reserves at Prudhoe and Pt.
Thonmson. Conpani es have been taking position over the last few
years hoping that the gasline deal noves ahead. ARCO felt there
was some significant gas potential in other interior basins in
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Al aska — a couple hundred mles from Fairbanks, for exanple. He
hoped there would be nore exploration in sone interior basins as

well. He also pointed out that smaller fields can be nore
econoni ¢ when they have two revenue streans - gas as well as the
oil. He hopes a good contract is turned in and that the state

noves ahead with it.
SENATOR STEDVAN sai d they were tal king about the Nenana basin

SENATOR W ELECHOMSKI stated that they should consider that the
state is likely to see a significant anount nore of investnent
and exploration in Alaska with an inpending gasline contract and
when they are thinking about |oading up investnent credit and
tax breaks, there’'s probably going to be a surge of investnent
com ng i n anyway.

11: 33: 06 AM

MR. THOMPSON responded that he has worked big oil and natura

gas projects all over the world. At the time Arco nerged with BP
in 2000, it was the third |argest hol der of natural gas reserves
in the Pacific Rim Basin. If Alaska does things right on the
investnment tax credits on encouraging additional oil exploration
not only on state |lands, but also offshore in federal waters and

the NPRA, there are still a ot of big oil fields and production
to conme. He thought that would start up nuch sooner than a
gasline. “In ny view, you need them both.”

11: 35: 03 AM recess 11:42: 27 AM

CRAI G HAYMES, Production Manager, ExxonMbil Al aska, Anchorage
Al aska, read the follow ng statenent:

Good norning. For the record, ny nane is Craig Haynes.
| am the Production Manager for ExxonMbil in Al aska,
a position I have held since January 2007. | have the
pl easure of living in Anchorage with ny famly. Prior
to January this year | was involved with Arctic oil
and gas projects on the East coast of Canada for
al nost five years. | want to thank the commttee for
the opportunity to express ExxonMbil’'s views today
regarding the Adm nistration's proposed tax increase.

Let ne state upfront ExxonMobil believes the current
PPT tax rate and the increase proposed by the
Adm nistration will have a negative inpact on resource
investnments in Al aska. ExxonMobil does not support the
proposed tax increase by the Adm nistration.
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W believe that Alaska needs to focus on a long-term
resource devel opnent policy. The policy should
encourage increasing investnent that 1is needed to
maxi m ze the devel opnent of Alaska’s resources.

Alaska is rich in undiscovered resource potential, yet
oi | production continues to decline from nmature
basins. Q1 production today is one third of the peak
of over 2 mllion barrels per day in 1988. Al aska
faces a significant challenge. W have a comobn goa

to maxim ze econom c resource devel opnment and need to
wor k together; Governnent, industry, and the people of
Al aska, to enhance the devel opnent of Alaska's rich
resources and the future.

EXXONMOBI L | N ALASKA

ExxonMobil invests all over the world to neet the
growing need for energy. Over the last 20 years we
have invested close to $280 billion dollars to search

for new supplies of energy, build new production
facilities, expand refinery capacity and deploy new,
envi ronnmental | y sound t echnol ogi es.

ExxonMbobi | believes technology innovation is the key
to neeting the world and Al aska s energy challenges

Technology is the lifeblood of our i ndustry.
ExxonMobi| currently spends close to $1 billion per
year on research and technol ogy. W have consistently
applied our technology in Alaska to unlock and devel op
resources. W have significant arctic experience
around the worl d.

Sonme exanples of technology applications that we have
contributed to Al aska are:

 The installation of the ice resistant Ganite Point
platformin Cook Inlet, which is still producing oi

e Significant research and engineering for the Prudhoe
Bay conpl etion designs for permnafrost

e The installation of the first Concrete Island Drilling
System (CIDS) to drill exploration wells in ice
covered waters in the Al aska Beaufort Sea

e The first full-field 3-D sinulation nodel of Prudhoe
Bay, l|eading to nmany enhanced oil recovery and
devel opment drilling prograns that are still being
pur sued t oday

The application of technology will continue to be a
key to the future of Al aska’s resource devel opnents.
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ExxonMobi|l has had a presence in Al aska for over 50
years and has been a key player in Alaska' s oi
i ndustry devel opnent, spending and investing over $20

billion dollars. W hold the |argest working interest
at Prudhoe Bay (36.4 percent) and our current worKking
interest share of oil production in the state is

approxi mately 150,000 barrels per day. W are also the
| ar gest owner of discovered Al aska gas resource.

W are currently active with our co-owners at Prudhoe
Bay, Kuparuk, Duck Island, Ganite Point and Point
Thonmson. Over the last two years we have participated
in the drilling of over 70 percent of the wells on the
North Slope - over 130 wells were drilled at Prudhoe
Bay alone - this drilling will add 50,000 B/ D of oi
production in 2007, an inportant contribution to help
mtigate production decline.

W are proud of the role that our conpany has played
in Alaska, which we believe has benefited both the
State and the industry, and we | ook forward to working
with Al aska for many years to cone.

ALASKA RESOURCE POTENTI AL 1S SI GNI FI CANT

| would like to take a few nmonments to discuss Al aska's
resource opportunities. Al aska has significant oil and
gas resources. According to the US Geol ogical Survey
and the US Mnerals Mnagenent Service, Alaska's
undi scovered technically recoverable resources are 53

billion barrels of oil. This is in addition to the
Departnment of Natural Resources estimate for known
remaining oil resources of 6 billion barrels. To date
Al aska has produced close to 17 billion barrels of oil
- this is a world class result — but is Iess than one
fourth of the potential total of 76 billion barrels.
That is, Alaska still has the potential to produce
another 59 billion barrels of oil. The gas resource

potential alnmost doubles this undiscovered potential
on an oil equival ent basis.

Whil st Alaska’s resource potential is high, the Gl
and Gas Journal and Energy Information Adm nistration
report that its world ranking of proved reserves has
declined from 14'" in 1977 to a position closer to 30'
t oday.
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ALASKA' s FUTURE O L PRODUCTI ON

Today Alaska is producing approximtely 750,000
barrels of oil per day fromthe North Slope, one third
of its peak production. The Departnment of Revenue's
production outlook, from their Spring Revenue Sources
Book, shows that they estimate a 9percent annual
decline in Alaska's current base production. As the
chart illustrates, at this decline rate, over the next
ten years Alaska's current base production, shown in
green, wll drop to around 360,000 barrels per day.
That is a production level of Iless than half of

t oday’ s.

The Departnent of Revenue also forecasts that this
base production decline will be partially mtigated
with the developnent and production of oil in
categories called "Under Devel opnent and  Under
Eval uation”, shown in blue on the chart. These
categories include future investnents, such as
devel opnent drilling, satellite devel opnents, and

enhanced oil recovery from existing fields. Based on
this forecast, over 50percent of the projected oi
production in 10 years will conme from new investnents.
Let me say that again, 50percent of future oil
production in 10 years is not even developed or
produci ng today. Considering that npbst new projects
take at least 5-7 years to bring to production on the
North Sl ope, i nvest ment deci si ons for t hese
activities, particularly in the near term wll be
critical to underpin the future of Alaska s oi
pr oducti on.

As | nentioned earlier, the Departnent of Revenue
forecast is based on a 9percent annual decline in
Al aska’s current base production. However, this
decl i ne assumes t hat producti on enhancenent

investments at the core Prudhoe Bay, Kuparuk and
Al pine areas continue. The Departnent of Revenue
forecast, as shown, does not highlight that this
activity requires investnment decisions that are no
different from the "Under Developnent and Under
Eval uation" categories. As such, a nore accurate

representation of the future oil production and
investnment levels required to achieve the Departnent
of Revenue forecast is illustrated in the follow ng
chart.
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As this chart shows, Alaska's oil production from the
North Sl ope could be as | ow as 150,000 barrels per day
within 10 years, (assum ng 1l5percent decline, which is

typical for large oil fields such as Prudhoe Bay),
wi t hout ongoing and increasing investnent. Based on
this forecast, wthin 10 vyears, 75 percent of
production will cone from new i nvest nents.

Conservatively, we estimate that at |east $30-40

billion of investnment is required within the next 10
years to achieve the Departnent of Revenue forecast.
This does not include the billions of dollars of

addi ti onal operating expenditures that would be
required to support the developnents once they are
pr oduci ng. This is a significant level of future
i nvest ment and spendi ng.

The high tax rate in PPT and the proposed tax increase
put this investnent at significant risk. Alaska needs
to encourage the increasing investnents required, not
only in exploration activities, but also in the
ongoi ng devel opnent of existing and new fi el ds.

11:52: 41 AM

SENATOR W ELECHOWSKI said ExxonMbil’s annual report recognized
that the easy stuff has all been found and from now on huge
investnments are required all over the world. He asked if that
was a fair statenent.

MR. HAYMES replied that it is fair to say that the challenge of

finding new oil and gas resources is becomng nore and nore
technically challenged, but there probably is still sone of the
easy oil out there. “W're all looking for it. There is no doubt

the level of capital investnent that’s required to explore and
develop the future resources for the generations to cone is
going to be very, very high.”

SENATOR W ELECHOWSKI asked if there are huge resource costs all
over the world. “It’s not just isolated to Alaska is it?”

MR. HAYMES replied, “Alaska has sone very unique aspects that
1’11 talk about alnost imrediately in ny testinony.”

11: 53: 56 AM

SENATOR W ELECHOWBKI said regardi ng governnment take that a chart
by Chevron on the Alberta Royalty Review Panels shows that every
jurisdiction is raising oil taxes.
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MR. HAYMES responded that it is useful to |ook at what others
are doing and learn fromit, but they need to decide what the
right take for Alaska is to encourage nore investnent.

SENATOR W ELECHONSKI said his point is if costs are going up in
every jurisdiction in the world, ExxonMbil is not going to
| eave every jurisdiction in the world. The cost of getting oil
is going up for industry all over the world, not just in Al aska
and oil take by government is going up everywhere in the world
as well. “So, it’s not just [in] Al aska that this is happening.”

MR. HAYMES said there is no doubt that there is increased cost
in inflation and costs have doubled. Costs go up when oil price
goes up, so it is fair to say that all regions are seeing cost
increases. He said they have to |ook at what makes Al aska a
hi gh- cost ar ea.

11:56: 23 AM
SENATOR WELECHOANBKI said it is also an extrenely profitable
regi on.

MR. HAYMES responded that production has declined to a third of
the peak. He said there gas potential doubles the remnaining
production and these resources aren’t Dbeing explored or
devel oped at a prudent pace. He said that governnent and
i ndustry don’t control all of the variables, but there are sone
things that can be controlled, which he would tal k about |ater.

SENATOR W ELECHOWSKI sai d ExxonMobi|l rnmade $40 billion last year
and asked hi m how nuch of that was nmade i n Al aska.

MR. HAYMES answered that ExxonMobil does not report its earning
on a state by state basis.

SENATOR W ELECHOWSKI said he knows that, but someone surely has
cal cul ated that figure.

MR. HAYMES responded that ExxonMobil is a global conpany and
reports its earnings on quarterly sumaries and in the annua
report.

SENATOR W ELECHOWBKI asked the question one nore tinme and got
t he sanme answer.

CHAI R HUGGE NS sai d they woul d nove on
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11: 58: 22 AM

SENATOR MCGUI RE digressed to say there is a question on where
Al aska sits on his conpany’s investnent tineline and ExxonMobil,
in particular, has been criticized for “warehousing” in Al aska.
She asked him to explain how Alaska fits into ExxonMbi
worl dwi de portfolio tineline. She invited him to nention
alternative energies it is looking into al so.

11:59: 35 AM
MR. HAYMES replied that ExxonMobil wll always |ook at every
opportunity in the world to pursue energy. Its demand is

significantly increasing. It |looks at many factors: the resource
potential, the technology required to develop that resource that
i ncl udes exploring appraising and devel oping, marketability, and
costs to develop the facilities.

They | ook at cost for an investnent over the entire life of the
project - decades. The decisions are nade. He said the nost
inmportant thing is the fiscal policy including predictability.
Because the investnents are capital intensive and take quite
sone time to generate a return they need to | ook at things over
decades. Alaska is an area ExxonMobil constantly |ooks at and
eval uates. The future of Alaska is not just gas, but oil and
gas. According to federal studies, half is oil and half is gas.
Currently they do not have a way to get the gas to narket.
That’s a challenge, but ExxonMbil continues to be active in
| ooki ng at ways to comrercialize Al aska s gas.

12: 02: 53 PM

SENATOR MCGQUI RE renenbered a presentation she heard in House
Resources when she first started serving in the legislature in
2001 or 2002 that a representative from ExxonMbil said the
price of gas at the tinme didn't nmake devel opnent of Pt. Thonson
economc. Clearly today the price nmakes it econom c. She asked
himto illustrate their decision making over that period of tine
and explain why those | eases aren’t being devel oped.

12: 03: 57 PM

MR. HAYMES said he didn’t nention price earlier in his
assessment and the reason is because ExxonMbil doesn’t contro
it. It is a comodity that goes up and down all the tine. The
gas market is far nore volatile than crude. Crude has gone up
recently and gas has gone down. Wen ExxonMbil |ooks at
economcs for any project they l|look at sensitivities around
price, but focus on the aspects they can control |ike costs,
proj ect execution, assessing the resource, the technol ogy needed
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to develop it and ongoi ng operations required. The government is
in control of the fiscal policy.

Wth respect to Pt. Thonpson, he said, it is a gas field and it
needs a gas pipeline to comercialize it. He repeated that
ExxonMbbi|l continues to evaluate ways to comrercialize Pt
Thonmson and is currently working off-take studies with the other
owners and the AOGCC. They have continued their technical work
and have conplied with all of the |ease agreenments, the statute,
regulations and the Pt. Thonmson agreenent. It is unfortunate
there is a dispute, but they wll continue to do what 1is
necessary to nove that al ong.

SENATOR MCGUI RE said that’'s the | egal answer, but she wanted to
know why they don’t want to get that gas in a line and get it

goi ng.
MR. HAYMES repli ed:

W are absolutely keen to commercialize Pt. Thonson
W have invested over $800 mllion and drilled 19
wells in the field. W are as keen as anybody to seek
a return on that investnent. Pt. Thonson has a |ot of
significant challenges - high pressure, reservoir
quality chall enges; the technology required to devel op
it is leading edge and of <course it needs a gas
pi peline to produce the gas.

12: 06: 24 PM

SENATOR WAGONER said it is interesting that ExxonMbil won’'t
disclose profits they neke in Alaska because BP and
ConocoPhillips did. He came down here with an open mnd to cone

up with a solution to the difference between PPT and ACES. The
fact that he is not disclosing their profits leads him to be
suspect when all oil conpanies conme before the legislature and
say they are partners in producing and marketing Al aska s oil

and stated, “lI don’t think that’s the way a partner acts.”

12: 07: 40 PM

MR. HAYMES responded that Alaska is a high-cost region. Many
factors contribute to that including the severe climate,

sensitive environnent, renote |ocation and current restrictions
for future exploration opportunities. Al aska has two l|large oil
fields: Prudhoe Bay and Kuparuk. They have accounted for over 70
percent of the North Slope oil production. Assum ng exploration
and investnent activity continues in these fields, they could
remain at this level of production for the next decade. The
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|l egacy fields require continuous investnent to keep the oi
flowng. This is the same for any oil field in the world. During
the production phases there are nmany changes in operating
paranmeters such as reservoir pressure changes, oil, gas and
wat er production changes and changes in operating conditions and
on-goi ng technical challenges. He said in order to keep the oi
flow ng, these changes require additional investnents, such as
the addition of water and gas injection and gas conpression
facilities, which are historically significant investnents at
Prudhoe Bay.

MR. HAYMES conti nued:

Currently, the owners spend over $2 billion dollars to
optim ze and enhance production from Prudhoe Bay and
Kuparuk. These spending levels are in addition to the
capital investnments pursuing new wells, projects, and
enhanced oil recovery opportunities. These operating
expenditures are essential to mtigate production
decline at these significant fields, which are
critical to the future of Alaska’s North Slope oi
producti on.

Many of today's exploration and devel opnment activities
are occurring in and around Prudhoe Bay and Kupar uk.
As an exanple, since the year 2000 there have been
mul tiple Prudhoe Bay satellite fields developed -
Aurora, Borealis, Mdnight Sun, Polaris, and Oion -
which are currently contributing over 40,000 B/ D of
oi | production. These devel opnents woul d not have been
possible wthout the infrastructure and facility
sharing of Prudhoe Bay, which reduced the devel opnent
and operating costs of these satellites. As satellite
fields are developed it reduces exploration and
devel opnment costs for future new projects, as the
infrastructure on the North Slope expands. |If the
maj or Prudhoe Bay and Kuparuk developnments did not
exist, these satellite fields would not have been
econom ¢ to devel op.

As anot her exanple, for the past seven years over 900
new wells have been drilled in Prudhoe Bay and
Kuparuk. The drilling of these new wells has slowed
the overall production decline from 12-15 percent to
an estimated 6-9 percent. Al nost 40 percent of Prudhoe
Bay' s production today is fromthese new wells.
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12:11:56 PM

SENATOR STEVENS said he keeps hearing about reduction of oil
flow on the TAPS and that 300,000 barrels/day mght not be
optimal to keep it going. He assuned that was an enornous part
of ExxonMbil’s costs. He asked, “Can you just give ne a little
insight as to how you decide what volunes you want to have
nmovi ng t hrough that pipeline? And what woul d be optimal ?”

MR. HAYMES replied that any oil field in the world simlar to
Prudhoe Bay typically declines at 15 percent plus if you do
nothing. So they pursue as nmany opportunities as they can. He
said the decline rate is a challenge for everybody because as it
goes down, the unit operating costs go up. Typically a certain
anmount of those costs are fixed and while technology can help
reduce those costs, “that decline is constantly against you.” He
said the ExxonMbil |ooks at every investnent on its own nerits
and the full life cycle.

SENATOR STEVENS asked what factors ExxonMbil takes into account
in getting the volunme up or allowing it to go down.

MR. HAYMES replied that the full life cycle of a field includes
different operating costs, capital investnments, and different
sensitivities. It’'s a little |ike chasing your tail, when costs
go up they need to produce nore oil. Each investnent decision
rests on its own nerits.

CHAI R HUGGE NS recogni zed Senator Thomas in attendance.

12:16: 26 PM

MR. HAYMES conti nued:
For the past tw years, developnment drilling at
Prudhoe Bay has achieved the equivalent of the
i mport ant Qoogur uk devel opnent . Thi s exanpl e
highlights the inportance of exploring for and
devel oping new oil in and around the Prudhoe Bay and
Kuparuk fields - all are inportant to the economc

benefit and future of Al aska.

Let ne re-enphasize that Prudhoe Bay and Kuparuk have
the potential to continue to be critical contributors
to Alaska’s oil production. They have the potential to
remain key hubs and enablers for exploration and
devel opnent of heavy or viscous oil, Ilight oil and
gas. Encouraging increasing investnent at these Kkey
fields is as inportant as encouraging investnent in
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exploration and devel opnent of new fields. Wthout
these two hubs, Alaska will be severely challenged to
realize the full potential of its resources.

Progressing a tax policy that singles out and
penalizes these fields w Il discourage investnent not
only at these fields but wll also inpact future
investnment attractiveness to explore and devel op ot her
Al aska oil and gas resources.

PROPOSED TAX | NCREASE MORE COWVPLI CATED

In analyzing the Administration's tax proposal, we
found that virtually all of the provisions are sinply
tax rate increases or further increases in conplexity.

As an exanple, under the Adm nistration's proposed tax
increase the two so-called |egacy fields, Prudhoe Bay
and Kuparuk, would have a separate 10 percent gross
m ni mum tax and be segregated from each other and all
other North Slope fields. This gross tax would be in
addition to the base royalty paynents. Wth this
mnimum gross tax the state would be insulated from
price and cost risks, whilst retaining the upside
pot enti al from the progressivity el enent . The
Adm nistration is sinply proposing to increase its
take while shifting the developnent risks to the
producers. Essentially, at |ow price, producers are
penal i zed.

Conmpanies are wlling to accept the risks of 1ong-
term capital intensive investnments when there is a
correspondi ng opportunity for wupside potential and a
sharing of risk should prices fall. Under the
Adm ni stration's proposed tax increase, investors wll
need to assume a higher economic risk when naking
fundi ng decisions for future investnments and spendi ng.

The Adm nistration has also proposed that all revenues

and expenses for the Legacy Fields will have to be
accounted for separately, wth separate taxes paid for
each unit and their satellites. This would include
Al aska's heavy or viscous oil reserves produced from
those Legacy Fields - a resource that already has
signi ficant econoni ¢ and t echni cal hur dl es to

overcone. No other fields, units or regions within the
state would be subjected to these admnistrative
bur dens.
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The ring-fencing of the Prudhoe Bay and Kuparuk Units
makes the tax proposal nore conplex than the existing
PPT.

EXXONMOBI L POSI TON ON THE ENACTED PPT

| believe it is inportant that | clarify ExxonMbil's
position on the current PPT. ExxonMbil did not
support the PPT that was enacted |ast year. As we
testified |ast year, we supported the concept of a net
based tax but stated that the proposed 20percent tax
rate, in the original PPT bill, would not encourage
the full devel opnent of Alaska's resources. W agreed
with the 20percent tax rate in order to support the
progression of a gas pipeline project.

The PPT that was ultimately enacted increased the
al ready high 20 percent base tax rate to 22.5 percent
with progressivity - nmore than doubling industry's
taxation. Alaska' s current PPT tax rate is too high

When conbined with the gross royalties and the high
devel opnment and operating costs, it nakes Al aska one
of the npbst expensive regions to invest.

There has been a lot of discussion recently on PPT
revenues and forecasts, which has been used in part to
support the Admnistration's proposal to increase
taxes. PPT has only been in existence for slightly
nore than one year. The Departnent of Revenue has not
conpleted its PPT regulations or started any PPT
audi t. ExxonMbobi |, like a nunmber of the other
producers, nmet with the Departnent of Revenue severa

nmonths ago to discuss ways to help the State better
forecast its expected PPT revenues and we are wlling

to continue those efforts. W are also willing to
work with DOR auditors to inprove their understanding
of joint interest billings.

12:21: 39 PM

FI SCAL PREDI CTABI LI TY | S | MPORTANT

| would now like to address another inportant elenent
of the business environment - fiscal predictability.
ExxonMobil and, | believe, the industry values a
predi ctable fiscal environnent in which to make | ong
term investnent decisions. Qur investnents are capital
intensive and are evaluated over tinmeframes of
decades. Any change in the fiscal regine has a direct
impact on how we view predictability of the Al askan
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fiscal environment, which in turn directly inpacts how
we evaluate on a risk basis future investnent
decisions. Let ne reenphasize this point. Because of
the nature and magnitude of the risks associated with
any oil or gas investnent, coupled with the anount of
time required to recoup that investnent, fiscal terns
that are predictable are Kkey to any investnent
deci si on.

The Administration's proposed tax increase would
represent the third significant change to Alaska's
fiscal ternms in the past three years. Changi ng the
fiscal environnent for capital intensive projects,
that can take many years to generate a return, can
only reduce the attractiveness of future investnents.
Each time taxes are raised, the attractiveness of any
prospective well or project dimnishes and the
i kelihood of it not being funded increases. For every
wel |l or project not progressed, additional production
and State revenues are lost. As nentioned earlier, to

mtigate oil production decline Alaska needs to
i ncrease investnment. The Adm nistration’s proposed tax
increase wll reduce investnent.

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

ALASKA NEEDS A LONG TERM RESOURCE DEVELOPMENT PCLI CY

As | mentioned earlier, A aska has significant
resource potential, but with many unique cost
chal | enges. It will take significant resour ces,
technol ogy, investnment and teammrk from everyone to
realize the full potential. Alaska and industry
col |l aboratively need to create a resource devel opnent
policy that encourages i nvestnent for | ong-term

production and growh. This is a conplex issue and
needs significant tine and effort from all parties.
It is beneficial to | ook at what others have done.

The Canadian province of Al berta has enornous

unconventi onal crude oil resour ces. Al berta's oi
sands represent the potential of over 170 billion
barrels of crude, and, |ike Alaska's resources, are

|ocated in higher cost, renote arctic regions that
require significant investnments to devel op.
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Al berta  adopted a resource devel opnent policy
approach, designed to increase industry investnent and
production. Their approach has proven successful due
to a nunmber of key factors:

* Col l aborative pursuit of resource devel opnent
obj ecti ves

» Devel opnent of technologies jointly wth industry to
reduce costs, increase oil recovery, and upgrade
vi scous oil to marketabl e products

e Creation of a level playing field for all projects

e Sharing risks with the investors by nmintaining a
| ower gross revenue based tax, that 1is, |owering
royalties significantly

e Providing long termfiscal predictability

Al berta's success suggest s t hat Al aska  shoul d
seriously consider what other regions are doing to
encour age i nvestnent.

A | ong-term sustai nabl e resource devel opnent policy is
required to enable Alaska to maxim ze its oil and gas
resource. There are many factors that need to be
considered. It is a conplex issue. | hope that Kkey
poi nts addressed in ny testinony are consi dered:

e Alaska has significant resource potential, but it is
in a high cost environnment

e Ol production is already one third of its peak, yet
we have only produced one fourth of the oil resource

pot enti al

* In 10 vyears, 75 percent of Alaska's future oi
producti on needs over $30- 40 billion of new
investnments - investnents that are needed sooner than
10 years.

e Prudhoe Bay and Kuparuk are the ‘hub’ of the North
Sl ope, they represent 70 percent of North Slope oil
production for the next 10 plus years, can be the
backbone for future expl oration and econom ¢
devel opnent s, whether it is existing production
future light oil, heavy oil, or gas. They need
i ncreasing investnments to achieve their potential.

* Developrent drilling at Prudhoe Bay and Kuparuk over
the last 2 years has added 50,000 B/D of new oi
production in 2007.
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W propose a collaborative approach to develop a
sustainable long term resource policy that wll
encourage the needed increasing investnents and build
the future of Alaska for many generations to cone.
ExxonMbbi | | ooks forward to working wth the
Adm nistration, the legislators, industry and the
peopl e of Alaska in the future pursuit and devel opnent
of its oil and gas resources.

To encourage full devel opnent of Alaska s resources,
the PPT tax rate needs to be |owered, and should not
include a gross revenue based conponent. Increasing

i nvestment fuels the econony.

Thank you again M ster Chairman for the opportunity to
testify today.

12:27:49 PM

CHAIR HUGEA NS said ExxonMobil’s imge in Al aska has sone
negatives, but it continues to be the state s business partner.
He heard on the radio that the nunmber two investnent return for
the Permanent Fund was from ExxonMobil. He didn’t think it was
appropriate for everyone to ask how nmuch ExxonMbil nmakes in
Al aska, which could be proprietary information; rather it is
inmportant to figure out how to nake ExxonMbil successful.
Sonetinmes people take exception to the way ExxonMbil does
busi ness, but he hopes to continue doing business with them in
the future.

CHAIR HUGGE NS recessed the commttee to the call of the chair at
12: 30: 04 PM

2:42:11 PM

CHAIR HUGA NS cal l ed the neeting back to order at 2:42:11 PM and
said they would have a roundtabl e discussion on issues in ACES

Commttee nmenbers present were Senators Huggins, Stevens,

McGQuire, Welechowski, and Stedman. In addition, he said LB&A
consultants, Dan Dickinson and Steve Porter; BP's daire
Fitzpatrick; ConocoPhillips’, Kevin Mtchell; ExxonMbil’'s Craig
Haynes; Al aska Venture Capital Goup; Range Petroleunis, Ken
Thonmpson; Anadarko’s Mark Hanley; from the Adm nistration — DOR
Comm ssioner Patrick Galvin and Gaffney Cline & Associates’ Rick
Ruggi ero were in attendance.

Roundt abl e

2:43: 34 PM

CHAIR HUGGA NS asked M. Ruggiero to coment on anything he
want ed to hi ghlight about SB 2001.
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RICK RUGE ERO, Gaffney Cine and Associates, said the issue he
wanted to make sure gets proper airing is that it is very
inmportant to have the best possible information possible and
that it 1is very inportant to take care of the date of
di scl osure. Wien he first met with Comm ssioner Galvin and his
team he was “aghast at the void of data that they had to do
their job.”

He said there was a |lot of press about a shortfall, but what he
saw as the conpanies cane to the table is all of their data were
DOR figures. This was what they were using knowi ng that the
| egi slature would possibly be noving mllions or billions of
dol l ars across the balance fromthemto you or the other way. He
was di sappointed that they did not take the opportunity to cone
forward with the best possibl e data.

2:47: 20 PM
SENATOR WAGONER j oi ned conmitt ee.

MR. RUGE ERO said new data is essential to making good nodels
and therefore good decisions. He was a bit taken aback by the
way the industry gave the DOR the right cost data the last tine
around, although it was buried in footnote 8 of the AOGA
presentation, which says you should have gotten this and that
the DOR should have been able to figure out by doing the
mat hematics that it does in the footnote, that the real cost
associated was in the $11 to $13 range instead of $7 to $8 range
— a major difference in trying to do predictions. These were
major differences that were known at the tinme that the
| egislature should have had at its disposal to nake a good
choi ce on how to set taxes going forward.

He said they need to have the right words in whatever they do
with the ACES bill to nake sure the proper data does nove wth
violation of any SEC rules or anti trust rules. “There is
information that takes place that is transferred between oil
conpani es and governnments around the world that you don’t have
here and that you really need to have to manage your asset.”

He repeated, “You deserve to have the best data known at the
time to nove forward. You can't bet the bank on forecast data,
he advised the commttee, but you manage your business as the
government the same way these conpanies nanage their business
with their one, three, five and 10-year forecast. They deserve
to have the collective wisdom of the various conpanies in order
to do that business. The beauty of getting it from nultiple
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pl ayers is you kind of see how they do their estimation and get
an idea of what is robust and what’s not.

2:53:21 PM
CHAIR HUGE NS said that's easier said than done. He is
fl abbergasted wth how little the state's knows — especially

after a special session has been call ed.

SENATOR W ELECHOWBKI said he is equally frustrated with the |ack
of information the state has to adm nister the systemit has now
— and also to decide whether the system is working and whether
it needs to be inproved. He said:

W can’'t even get the profits from Exxon from | ast
year; it’s sonething that | could probably figure out
with a calculator and about five mnutes. And we're
sitting here and we have two senators asking that
guestion. W can't get that information and we wonder

why Alaskans — | nmean | get emails every day, phone
calls every from constituents. Go to the gross, go to
the gross. You can’t trust the oil industry. And when
| see behavior |ike where | can't get sinple

information. That’'s why Alaskans are saying that.
That’s why Alaskans are hesitant and they are
distrustful and think we should go to the gross -
because they think we’'re getting ganed. |If we can get
the information, maybe there is a better way to do it,
but if this 1is the way the relationship, t he
partnership, is going to be, then it’s no wonder why
nost Al askans want to go to the gross.

CHAIR HUGGA NS asked if the DOR has the answers to what the
different organizations’ bottomline within the state is, but at
any rate the departnent could cone up with the figures on its
own “with 15 m nutes of homework.”

COM SSIONER  GALVIN responded that he revealed profits for
ConocoPhillips and BP as far as Al aska operations go. Most of
those operations take place in partnership wth Exxon and the
mat h coul d be done based on ownership percentages, but he hasn't
done that because the nunmber isn't relevant to his position on
this issue and nobody has asked themfor it.

CHAIR HUGE NS asked if his was the appropriate agency to deduce
t hose nunbers.
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COM SSI ONER GALVIN replied that probably the DNR would be the
department to do that calculation because it knows the
per cent ages of ownership.

2:57:16 PM

MR. DI CKINSON said three specific questions were addressed. The
first question dealt with the notion of penalties, interest and
what happens when conpani es under declare. He clarified that the
current law has two interest regines — one deals with estimates
and interest on overpaynent or underpaynent through March 31.
The interest rates there are IRS interest rates, which neans
there are four. One rate is for a “large overpaynment” - if the
amount of tax that was underpaid is over $100,000, it’'s the
hi ghest of the four rates. If the anount that is due that nonth
is under $100,000, then it’s a slightly lower rate. If the state
owes noney (an overestimation in a nonth) there's another rate.
The fourth rate is for under $10,000 or $15,000. There are four
rates in all; all of those rates are lower than the state's
rate. And on March 31 you take everything that has happened so
far and that becones a single amount of tax due — or underpaid
or overpaid - typically if history is any indication - the
amount underpaid. That then bears the rate found in the genera
tax statute. That rate is San Francisco discount rate federa
funds rate plus five points or 11 percent. Typically for nost of
the year since that went into effect it has been at the 11
percent conpounded quarterly. He said that back in the early
80's the state’s rate was 8 percent sinple and there was a sense
that the state could be essentially used as a bank. It nade
sense to under declare because you could earn a lot nore than 8
percent sinple el sewhere.

3:00: 17 PM

MR. DI CKINSON said the point he wanted to nake is after March
31, those rates apply to all other tax types save one. He said
the sane rate is applied to all taxpayers.

He said that people get confused because of the IRS that has
separate and distinct civil penalties that can be levied if you
purposely ignore the law or if there is msconduct and things
like that. And then finally there are actually very severe
penalties for fraud. Were there is an honest dispute between
the taxpayer and the governnent as to whether a deduction was
appropriate or how nmuch tax is owed, that is the 11 percent
conpounded quarterly and that can go higher if market rates go
above 6 percent.
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He said that sane question here was how that conpares w th other
states — and it is higher than what other states have; but he
didn't get a chance to conpare it to other peer nations |ike the
UK or Norway.

CHAIR HUGG NS asked if the state is using the IRS practices in
its penalties.

MR. DICKINSON replied only in a year for underestimations or
overestimati ons of the anpunt.

CHAIR HUGA NS asked if there are distinct statutes or provisions
for people that by design or omi ssion did sonething.

MR. DI CKINSON replied yes and that could be up to a 25 percent
penalty. He said if there’s any nmessing around or proof of bad
faith on an item that penalty can apply to the total anount
underpaid, not just that item

CHAIR HUGA NS said it appears that it’s a nore whol esone task
than one would want to bite into in 30 days to rejuvenate the
penalty factors, because there are a lot of noving parts and the
synchroni zation of that is such that you need tinme and it’'s best
nmeasured in nonths, not days, to pull that off.

COWM SSI ONER GALVI N answered it depends on what their objective
is. If it's to have a fairly straightforward penalty apply in a
particular situation, it's sinple, but if it's going to be nore
integrated into the entire system that would apply across other
tax types, it would take nore tine.

CHAIR HUGGA NS said the provision this bill contenplates takes
t he $100 per day to $1000, which is a tangential piece.

MR. DICKINSON replied that really applies to information so you
can't take a percentage. Wth a six-year expanded statute of
limtations that basically says nonthly reporting is required,
that starting six years from now in its nost extrenme case the
state could level a new penalty of $2 mllion every nonth
($1000/day X 365/days/yr X 6/yrs = $2,000,000). This is a very
heavy penalty for underreporting especially if you don’t notify
the conpany until six years |ater.

SENATOR W ELECHOWSKI said if they're paying only interest, they

have that noney, say $1 mllion. They can take that $1 nillion
and invest it somewhere else and with a discount rate of 10
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percent, it’s basically a break even proposition. 1It’'s not
costing them anyt hing el se.

MR. DICKINSON said if their discount rate is 10 percent, they
are | osi ng noney.

SENATOR W ELECHOMNSKI said 1 percent and they have heard profit
rati os of 35 — 45 percent fromall the conpanies.

CHAIR HUGGE NS conmented that didn't sound like a very good
i nvest ment strategy.

3:05: 37 PM
KEVIN M TCHELL, ConocoPhi | |'i ps, coomented that 11 percent
interest is a significant rate. He would view that as “quite the
penalty.” So from his perspective, there is no incentive to
overclaim expenditures and be subject 11 percent interest
conmpounded.

3:06: 39 PM
M5. FI TZPATRI CK added that with the proposal to nove the statute
of limtations to six years, an audit could take them out to 8

or 9 years. To be told after 8 or 9 years what you had done in
good faith at the tinme is now wong, then they stand the best
chance of not over or under claimng, but actually doing it

properly.

CHAIR HUGEA NS asked if she said that BP needs regulations to
conpl y.

M5. FITZPATRICK clarified, “I said if we're actually when we're
doing our filings, knowi ng what the regulations are, that neans
we stand the best chance of know ng whether or not we are making
a conpliant filing or not.”

SENATOR GREEN arrived - all present

3:09:40 PM

MR. DICKINSON said the request was to nodel a 22.5 percent
versus 25 percent wthout a floor, but wth an aggressive
progressivity. On that issue, he observed that the anount of
revenue available for division anong the parties (whatever the
rules are) when they are down in the range of $9/barrel and the
state is taking 62 percent of sone profit piece from that is
literally a question of cents or a dollar. Wen you are up at
the current range of ten tinmes that (way above the lifting cost)
at that point if the state has a nore assertive progressivity,
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the anount that will be picked up may equal what it will give up
(if you view those as a trade off) over five or six years as at
low prices. It’s not symetrical to nove sonething at |ow and
pick it up

And | believe that the state essential if they pick up
the windfall profits or the spikes, you can do a snal

nunber of profits. Spikes will make up for many years
in which you have a policy where if investnents are
being — the conbination of investnent, cost and |ow

price leads the state to have a very very |ow take.
So, it’s ny observation that the floor nay have a very
chilling effect when prices are low and if it’s a
revenue issue, that you may pick it up at the other
end. If it’s a sufficiency of revenue issue, the only
ot her observation | would nmake and | think I made this
for your commttee before, and | hesitate to make it
again, because it’'s stepping a little outside of ny
area of expertise, but when the state was young it
maybe made sense to have a regressive fiscal system
when the oil was sort of first flowng in because that
really was the state’s only source. As you know, three
years after Prudhoe Bay started producing there was
the first price spike and at that tinme the state
repealed its person incone tax and repealed its gross
recei pts tax on business and decided this was the new
frame of reference. And | don’'t know that we need that
any nore. The state has put a significant, a quarter
of all the royalties, have been put aside. You as the
| egi sl ature have added certain increments to that so
theres a lot of noney sitting there over and above
the protected corpus. There's dollars that are sitting
there that could be drawmm on, the CBRF is sitting
there. So it may be that if | can put this in sort of
betting terns, the state's risk tolerance may be such
that you're willing to accept sone of that high side
and when prices are |ow and everyone is chall enged we
don’t need to say well — as | believe you can show in
1999 for a couple of nonths, we were taking 110
per cent of the economic rent. That’s just an
observation on those two and | know you want sone nore
guantitative and if | have the chance I will certainly
do that and present that to you

3:12: 00 PM

CHAIR HUGG NS said there's not a lot of affection anongst sone
on the floor because of what he just described. Sonebody said it
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would be like upping property taxes in the late 80s. Nobody
woul d |i ke that very much; nobody had nuch noney to pay it and a
| ot of people were out of jobs.

3:12: 42 PM

CRAI G HAYMES, ExxonMobil, said the challenge of the 10 percent
gross floor is when you |look at your forward investnents, as
i nvestors they would need to assune that kicks in and be able to
use that as a basis for econom cs.

And that’s a significant deterrent when you |ook at a
return on a significant capital investnment that takes
decades to get a return. So the problemis whilst we
may not be at the floor today, because the crude price
is at ridiculous levels, the dynamcs of the oi
fields and the costs and commodity price w |l change.
W never know where it’'’s going to go, but for
i nvest ment deci sion purposes, we would need to assune
that floor kicks in — given unit costs on mature
fields will continue to increase — given the comodity
prices. If you look at history it shouldn’t be above
$40 or $50/barrel and given currently the production
is declining. So, for us it would be if it was in
there, even though it may not be happening today, we
woul d be assuming it is going to happen. So, it would
reduce the attractiveness of future investnent
opportunities.

3:14:14 PM

KEVIN M TCHELL, ConocoPhillips, echoed those sentinents about
the floor. He is concerned that the floor would be triggered in
a lowprice environnent which nmakes a very regressive tax. So
they would be getting effective tax increases at the tinme when
the industry can least afford it. The second is that the
potential investnent opportunities could be inpacted by that
floor and in testinony yesterday he outlined how they could be
at the floor sinply because of trying to pursue investnents that
will drive sone growh. This is a significant area of concern

CHAIR HUGGE NS inserted that tonorrow they would get together
with the administration to di scuss what scenari os would activate
the fl oor.

M5. FI TZPATRICK said BP, to err on the side of caution, would be
making its decisions assumng the floor kicks in. |If they pursue
investment to get nore barrels, that mght in fact trigger the
fl oor, which neans she would question the value of naking the

SENATE RES COW TTEE -45- Oct ober 25, 2007



investment in the first place — making it a viscous cycle at
t hat point.

3:16:15 PM

COWM SSI ONER GALVIN commented that their level of investnent in
order to kick in the floor would exceed what the state has seen
in the past. He said the admnistration has acknow edged from
the get-go is that there is a trade off.

You can take the side of wanting to protect the
state’s interest when prices are low and mnimze the
risk of having the significantly | ow revenues in tinmes
of low prices and we recognize the opportunity to take
a greater take on the upside when prices are high. And
what i nfluenced our decision was nore  of a
conservative view that we would rather protect the
state when there are low prices. But again we said

fromthe get-go that this is a policy call in terns of
that risk/reward trade off that 1is up to the
| egislature to respond to. | think | hear the sane

hal lway chatter with regard to the floor and we're
open to discussion about the wvalidity of that in
repl acenent for higher on the upside, but in the end,
| think it’s a responsible thing for us to consider in
terns of a trade off there — and make a reasoned
decision that we’'re going to do sonething el se.

SENATOR WAGONER said he has heard a |ot of good debate on both
sides. He thinks it's only fair if the state shares in the
upside it should share in the downside.

3:18: 57 PM

CHAIR HUGEA NS said his perspective is that sonme parts of the
bill need nore airing and there are two other commttees for it
to go through. Its nerits will continue to be revi ened.

3:19: 24 PM

MR. DICKINSON said M. Mtchell made an interesting observation
in a simlar roundtable and one idea people like is the hybrid
of a gross and a net and if there’s sone way of conbining them
t hat makes sense. V. Mt chel | said that progressivity
essentially acts like a gross, but maybe it could be redesigned
to have the elenents of a gross at the very high end because at
that point it becones very close.

3:20: 24 PM
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MR. M TCHELL el aborated he believes that the marginal basis the
net structure with progressivity behaves very |ike a high gross
rate. If you look at today's $80-plus barrel price, costs
haven’t junmped by $20/barrel over the last three nobnths as
prices have noved from $60. So there is a bigger margin, but
that entire margin is being taxed from a production tax at 27 -
28 percent rate plus the progressivity. That’s in addition to
the royalty and the other taxes of corporate taxes and property
taxes. He said the state gets the best of both worlds by sharing
on the high side and getting the investnents through the tax
credits.

3:21:48 PM

MR, DICKINSON said the third topic was a request to provide to
the Senate Resources Committee an explanation or illustration
regarding the $800 million shortfall — what it’'s based on and

how the DOR arrived that nunber. Wile he said the conm ssioner
of the DOR could better explain that nunber, he wanted to
summari ze several ways of |ooking at the gap. He referenced a
handout |abeled “Sumrer ‘06 versus the Spring ‘07 Forecast for
Fi scal Year 2008.~

The fiscal note indicated for two different prices: one said at
a price of $46.90 that the state would bring in $1.5 billion and
it gave a high side estimate of $60 and said they could expect
to bring in $2.4 billion. Eight nonths later in 2007 the spring
forecasts cane out and a nunber of adjustnents had been nade -

and it said they could expect to raise roughly $1.billion. H's
point is the difference between the revenue forecast at $1
billion and the fiscal note from eight nonths earlier at $1.5

billion is roughly $500 mllion.

Anot her way of looking at it is clearly recognizing the effect
that prices have. And what would the fiscal note have been if
the price forecast used had been $54.72? That suggests it would
have been roughly $2 billion in revenue instead of the $1
billion forecast by the DOR So there is a $1 billion gap on
this very sinplistic basis. He had not doubt there are a |ot of
other tweaks that can account for the smaller differences
bet ween t hose.

MR. DI CKI NSON asked if the mmjor issue that everyone is focusing
on is cost, what difference would a doubling of costs from $2
billion to $4 billion produce. He answered:

So, we start with an increnental $2 billion. Wat’s
the tax effect going to be? Let’'s further assune
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really sinmply that $1 billion of that was higher Opex
and $1 billion of that is higher Capex. Okay, what’s
going to happen? The Opex, if there’'s $1 billion extra
dollars, that’'s going to make taxes go down by $225
mllion. It’s that sinple. If your tax rate is 22.5

percent and there’s $1 billion nore in deductions,
it'’s $225 [million]. So you can think about your own
incone tax when | have $100 deduction, | save $22.50

in tax. You know, it’'s the same idea.

Capital investnents, though, capital spending, starts
out with the sane thing because that’s also
deductible. Then you have the ability to take a 20
percent credit - so that gets added on - and then
finally another very sinplifying assunption |’ve made
here is that in this the second year of the PPT, that
there’s enough TIE investnent available so that t he
two for one match is fully wutilized. So whatever
credit there was essentially, TIE, to match it cones
in and the net effect is you add additional 10
percent. So | added 22.5 and 20 percent and 10
percent. So the effect of an additional capital dollar
is the state basically gets $.52.5 less in tax or to

go back to ny analogy if there’'s $1 billion in extra
capital spend, that should knock $525 nmillion out of
the tax receipts.... So, you take the 22. 5 and the

52.5 and you conbine them and it’s an average of 37.5
and you nultiply that tinmes $2 billion and you get
$750 mllion.

All I'"’mtrying to do with this sinplistic thing is say
sitting back, the Departnment of Revenue has seen this
$2 billion increase and yes you d expect everything

el se being equal for that to be about $800 mllion. |
think it’s very inportant to distinguish that kind of
analysis from the revenue's efficiency analysis — the
nunbers that you |ooked at then you pass budgets and
items |ike that.

3:28:45 PM

COWM SSI ONER GALVIN said the gap exists and M. Dickinson just
showed them two ways that validate those nunbers. The question
is noving forward that acknow edging that the folks from BP and
ConocoPhillips said their nunbers match up wth the state's.
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MS. FI TZPATRI CK agreed and added when BP | ooks at current costs
as an individual conpany, it has only part of what the state is
| ooking at. But she felt confortable with the 2007 nunbers.

MR. M TCHELL pledged to work with the adm nistration in sharing
dat a.

MR. HAYMES pl edged to not be so anbi guous.

MARK HANLEY, Anadarko, echoed previous coments on adequate and
correct information.

3:34:53 PM

COWM SSI ONER GALVI N said the nature of actually getting to that
desire of sharing of information cones down to the state saying
it wants this information and then it gets a reaction from the
conpanies asking if the information is really critical and
necessary. There is a different perception between the state and
conpani es when it cones to how valuable it is. There needs to be
statutory authority that information needs to be provided.

That’'s why it’s in the bill. There needs to be very
clear statutory authority that says the taxpayer shal
provide this information in a way that avoids having
i ndividual conflicts over whether or not certain
aspects of certain types of information are really
meant to be provided in a very general statenent about
how they shall provide whatever information is
necessary for the state and you end up with conflicts
on a daily basis over whether that’s really necessary
or not. That’s why we're trying to provide in the
statutory |anguage sone clear definitions of what
needs to be provided.

SENATOR W ELECHOWSKI said one of the things he's confused about

in the overall argunment is PPT was supposed to raise $2.2
billion and it actually raised $1.4 billion. But |ast year the
i ndustry expected to pay $2.2 billion in taxes and it ended up

paying $1.4 billion.

COWMWM SSI ONER GALVIN corrected that last year in FY' 07 it was
supposed to bring in $2.2 billion if all the nunbers were |ined
up; but it brought in $2.0 billion; when you look at FY' 08 wth
the current costs they are looking at a $800 million shortfall.

SENATOR W ELECHOWSKI said that ACES would have them pay |ess
than they expected to pay under PPT.
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MR. HANLEY said he raised this issue upstairs as well and a |ot
of what was debated during PPT was how nuch is the right
government take and for the conpanies to have. One thing seens
to be forgotten and it's the fact that if conpanies paid |ess
than they expected to pay, it was because their costs were
hi gher and it cost them nore. Wen everyone figured out the 22.5
percent tax rate, that was based on having a |lower cost as well.

Results show they had a |ower return than was expected, too. “It
is inportant to renmenber that while the state | ost noney, so did
the conpanies - if that’'s the case.” There is also the
di fference between a cost and investnment and part of the reason
there’s $200 mllion less is that people went out and spent $500
mllion nore in drilling new wells, not just new cost increases.
3:39:52 PM

COWMM SSI ONER GALVI N responded that it’s inportant to reflect on
who knew what when. The conpanies clearly paid less than the
state expected and it’'s true that a conpany’s margins are going
shrink with increased costs. From a year ago, they nay have paid
exactly what they thought they were going to pay, it just
wasn’t’ necessarily what the state thought they would pay. It’s
an inportant distinction.

SENATOR W ELECHOWSKI asked how nuch of the state’s information
he was relying on when the state’s estinates were nmade and if
this is one of the things ACES is going to fix.

COM SSI ONER GALVIN replied in a way. A year ago the state cane
up with estimates and provided them to the conpanies that kind
of said well naybe you're a little |low here or over there, but
the information didn't conme from the conpanies per se. They
didn't actually report anyt hi ng; they didn't sign any
certificates; it’s not like this year when they had actually
filed returns where they certify these are their costs and
provided them to the state and that's what it is basing its
i nformati on on now.

SENATOR W ELECHOWBKI asked if it'’s fair to say the state
suffered a shortfall because the departnment underestinated how
much their expenses woul d be.

COM SSI ONER GALVIN replied the departnent underestinmated what
their costs actually were.

SENATOR W ELECHOWSKI said the departnent got its information
fromthem
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COMM SSI ONER GALVIN replied that the got its information based
on a variety of sources; he then had conversations with the
conpani es; and that they didn't correct it is probably the nore
accurate was of putting it — as opposed to that they didn't give
it to him

CHAIR HUGE NS said when he listened to Dan describe his old job
with the Dvision of Tax, that the projections were surprisingly
accur at e.

MR. DI CKI NSON added that on one level it was a classic case of
the division overestimting volune, which it had done 18 out of
19 of the past tines, and underestimating expenses and
underestinmating price. The net effect of those was the nunber
that came within 8 percent of the projected nunber. He added
t hat Conm ssioner Galvin described the process exactly, but one
step further - the information he had from conpani es was bl ended
from a lot sources including partnership returns for unit
investnments on the North Slope. That’s really the only
information the conpanies provided. Qher estimtes were put
t oget her from Whod MacKenzie, for instance. Anong the people who
reviewed it were the conpanies, but also the |legislators’
consultants — | ooking at ballparks and sensitivities. “l guess |
woul d just characterize it there was a |lot of discussion about
them but no flags about whether they were way off, but you're
right. Nobody put soneone under oath and said do these nunbers
represent X, Y and Z.”

SENATOR MCGUI RE renenbered that there was a clear policy
decision to incentivize their industry.

But the spirit | would like to convey when you think
about legislative intent and the debates that went on
for eight nonths of last year is that there was a very
clear policy decision to incentivize your industry and
| think you should really wal k away feeling good about
that. The l|egislature has debated taxes in my tenure
on al cohol and tobacco and car dealerships and all

kinds of things. And in no case have | ever heard a
desire on the part of |awrakers across the state to
say let’s incentivize this industry. | nean we are not

saying to liquor stores we're going to go ahead and
give you sonme credits, because we would like to see
nmore people drink. And so - but | think it’s an
inmportant thing to point out that with that benefit
conmes trenmendous responsibility. And that what we're
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expecting is not — and I'"mnot inplying it’s occurring
— but not a ganme of cat and nouse or battleship, but
rather that focus on the partnership part and that we
are wanting to help you incentivize your industry. And
so when you’'re thinking about what kind of costs or
investnments go in, then it’'s really a matter of are
you investing in the state? Is it sonething that’s
going to grow your industry, create nore jobs, bring
more profits for vyou, but also for the State of
Al aska. And so | |ook forward to a better sharing of
data, but if it gives you the spirit of what we're
t hi nki ng about, we nmay not get it right every tinme, we
may not get every word in the right spot of what we're
trying to define. | think that’'s the difficulty of a
citizen legislature; we're not econonists; we're not
petrol eum engineers; we can’'t identify everything;
neither can the departnent frankly. But the spirit is
please work wth wus; we’'re trying to grow your
industry for the benefit of all of us.

3:47:07 PM
M5. FI TZPATRI CK said everyone was collectively in agreenent with
each other on the principle of getting sonething workabl e.

COW SSI ONER GALVIN said that the state needs to make it clear
exactly what is required.

3:50: 27 PM

SENATOR WAGONER commented that ConocoPhillips’ chief econom st,
Mari anne Kah, |ast year sat in this same conmttee room and said
sonething that was probably very inportant and that they didn't
pursue very nmuch - that costs were on the increase and could
double. He asked her if l|abor was included in that and she
replied probably not. He thought they needed to be nore thorough
on both sides when the forecasts are being nmade - and be a
little nmore honest with each other because she had it pegged
pretty well.

MR. M TCHELL agreed that Ms. Kah is sharp and very accurate.

3:51: 55 PM

MR. HANLEY recalled that a little bit of the pressure |ast year
is that the conpanies were padding their costs to make their
returns look Ilower. So, this vyear, they are sitting here
listening to the legislature is telling them they didn't tell
them t he costs were high enough.
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3:53:48 PM

CHAIR HUGA NS said as he understands it there is a little bit of
change in how they are going to state deductions. Instead of
exclusions, the law will say what you can deduct.

COWM SSI ONER GALVI N agreed and explained that the state through

regul ations will identify what can be deducted.

SENATOR GREEN asked if they will still have excl usions.

3:54:36 PM

MR. DICKINSON replied that the structure still starts with a
high level statement (in section 165); it says it has to be a

direct cost of producing, exploring for or developing oil or gas
in the state and all the other qualifiers. Then section (e) sets
out the current 17 (and this bill would add two nore) specific
exclusions - so that no mtter what, those are no |onger
deducti bl e. The change, as the conm ssioner said, is there’ s not
going to be an internediate step which says the departnent has
to wite regulations and unless the departnent’s regulations
allow for it, it is prohibited as a deduction. So the departnent
is taking the general notion of a direct cost of exploring for
devel opi ng or producing oil or gas in the state (with four other
qgqualifications) and turning those into regul ations.

3:56: 29 PM

SENATOR GREEN recalled from the previous years that they were
sort of the warned not to list too many things one way or the
other for fear that sonmething would inadvertently be omtted and
therefore becone |litigious. She asked if the goal he was
shooting for was to avoid listing too many itens.

COWM SSI ONER GALVIN replied that it really depends on the nature
of the definitions. As M. Dickinson said, you can define things
in the broad category and l|leave a lot of open room for
interpretation within them The |imtation is if you try to
identify all of the nits and you mss sonething, then there’'s an
inverse interpretation that you intended to exclude that nit
The balance is to find things in such a way that you insure that
you have maxi mum i nclusion of what you are trying to include and
mnimze things that you clearly don’t want to have in there. He
said his regulations would be two or three steps down in that
fine tuning.

SENATOR GREEN asked if that could be done w th maxi num accuracy

and fairness or does it advantage the departnent to be able to
define passed | egislation in regulation.
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COWM SSI ONER GALVIN replied that the regulatory process allows
nore interaction wth the taxpayers being able to have a
di scussion of the technical details in a context that allows for
them to be fleshed out a bit nore. It adds a level of avoiding
unexpected exclusions and flexibility to have the conversations
with industry before going through litigation.

3:59:11 PM

CHAIR HUGA NS foll owed up saying his concern was nore el enentary
and if the departnent hadn’t been able to do audits, how well
could it do definitions.

COMM SSI ONER GALVI N replied that the |anguage of the statue and
the intention of the effort is going to be based upon industry
st andar ds, not upon going into the audits and deciding
retroactively what should or shouldn’t be included.

4:00: 10 PM

MR. HAYMES said he was concerned that the draft bill was
anbi guous. He said the 30-cent allowance was objective, but any
time you get into prescription it’s going to be very subjective.
It will create a lot of confusion and anbiguity and auditing of
auditors. He was very concerned that regulations could be easily
nodi fied. “And again it kind of gets back to if there’s a |ot of
anbiguity;, then we need to assune a worse-case scenario in
future investnments — not knowing how it will be treated unti
you're way down the pipeline so to speak.” He inplored them to
make the definitions as objective and transparent as they can.

4:01:41 PM

SENATOR W ELECHOWBKI asked Commi ssioner Galvin if his position
has evolved in any way after hearing the testinony about credits
over one year versus two years. It seens it benefits the smaller
i ndependents to go one year and the larger conpanies say it
doesn’t have that big of an inpact.

COM SSIONER GALVIN replied that his position never really
evol ved. He recognized that it was basically a trade off issue
and the difference going from one year to two years is sinply a
matter of taking 50 percent and discounting it by time value of
money in one year. Clearly a project would have to be fairly
marginal for that to nake a difference between whether you're
maki ng noney or not. But it's just whether the value to the
state is really offset by that. He saw value in the snoothing
aspect of it in terns of blending variable costs from one year
to the next for sinple forecasting.
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MR. DI CKI NSON enphasi zed that the value to the state is really
small for a technical reason. He explained that the projections
the state has to deal with are based on a fiscal year. So, as
you nmake an investnent in the later part of a cal endar year and
then are forced to nove half of it into the next cal endar vyear,
it’s still going to be on the sane fiscal year plate. So,
instead of half being noved forward, it’s nore that quarter gets
nmoved out to that next fiscal year and three quarters of the
effect of it could be in that first fiscal year.

4:05:28 PM

SENATOR WAGONER said it's the sane dollars in the end to the
state no matter how the pie is cut. He wanted to sinplify
anywhere they coul d.

SENATOR WAGONER said this provision only affects the explorers.
The producers take those credits against their production tax.

COMM SSI ONER GALVI N said they only get half.

4:06: 07 PM
MR MTCHELL said it's not a huge financial inpact, but it’s
still a formof tax increase and an erosion in value if you | ook

at project economcs. However, the allowng credits to be
deducted over two versus over one year is not a huge factor in
consi dering whether a project gets done or not.

MR. HAYMES said the key for Exxon is that it adds a lot nore
adm ni strative burden to both the investors and the DOR |If the
intent is to incent nore investnents, this doesn't do it.

SENATOR STEDVAN said he would be considering this along wth
forecasting and planning the state’s budget cycle in the Finance
Commttee. He wanted to get as much predictability into the
process as possi bl e.

CHAI R HUGE NS announced that Senators Thomas, French, Hoffman
were in attendance.

4:08: 44 PM

CHAIR HUGGA NS went to the issue of changing from nmonthly to
annual reporting and asked the conmissioner to explain the
rati onal e behind that.

COMWM SSIONER  GALVIN  expl ai ned t hat in cal cul ating t he
progressivity he realized that they are asking the conpanies to
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do a little bit of an artificiality where they would take their
antici pated annual costs and have to divide that by 12 nonths
and calculate their income for a particular nonth. That would
establish their net value, which wuld then kick in the
progressivity. Thinking through the basic fairness of it wth
constantly changing prices and price spikes that may |ast a week
or two, the inherent randomess of having a spike that takes
pl ace between the 10'" and the 30'" of the nmonth may create a
tremendous progressivity paynent whereas if it took place
bet ween the 20'" of one month and the 10'" of the followi ng nmonth

it may have no inpact at all. And he thought there was just a
basic fairness aspect to having progressivity calculated over
the entire year — have it be the annual price and have it apply

basically to one chunk on an average basis.

He said when he ran the nodels for last few years, prices were
pretty volatile and he figured the state would be out $10
mllion to $20 mllion per year fromdoing it on annual basis.

Basi cal | y gi ven t hat we are I ncreasi ng t he
progressivity across the board, it was sort of one of
those trade off things that was well okay, it wll
make it a little bit easier to calculate and a bit
nore fair in its application and although it does cost
the state in the end, it was from ny perspective an
appropriate tradeoff.

4:11: 35 PM

MR. HANLEY said annualizing it generally saves the conpanies
noney, which neans it would cost the state sone noney. And that
in itself wasn't hugely significant, but it’s inportant to point
out that in his view the changes that were made to the starting
point and the escalator were actually a significant tax increase
at a $60 price.

4:13: 28 PM
COW SSIONER GALVIN said it was not the intent to make these
equi val ent tradeoffs and he recognized the change in

progressivity that would bring the state significantly nore
noney. Going to the annual was a nod to fairness and a little
bit easier calcul ation.

CHAI R HUGG NS asked if they agree that annualization is sinpler

MR. HANLEY replied yes.
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MR DICKINSON added in that the <creation of the nonthly
progressivity was one of the uglier things in PPT, but having
said that, one of the reasons it was done was because there was
a definite focus on capturing spikes. “If that’s not a concern,
then clearly an annual return is nuch sinpler than 12 nonthly
returns.”

CHAIR HUGA NS t hanked everyone for their comments and adjourned
the neeting at 4:15:43 PM
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