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HOUSE BI LL NO. 337

"An Act relating to interest on certain underpaynents or
overpaynents for the oil and gas production tax, to certificates
for certain oil and gas production tax credits for qualified
capital expenditures, and to alternative tax credits for
expenditures for certain oil and gas devel opnent and expl oration
activities for the oil and gas production tax; relating to the
use of the oil and gas tax credit fund to purchase certain tax
credit certificates; and providing for an effective date."

- HEARD & HELD

HOUSE BI LL NO. 308

“"An Act relating to the tax rate applicable to the production of
oil and gas; relating to credits against the oil and gas
production tax; and relating to the period in which oil and gas
production taxes may be assessed.”

- HEARD & HELD
HOUSE BI LL NO 369

"An Act relating to an in-state natural gas pipeline, the office
of in-state gasline project manager, the Joint In-State Gasline
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Devel opnent Team and the In-State Gasline Steering Conmittee;
and providing for an effective date.”

- MOVED CSHB 369( RES) QUT OF COW TTEE
PREVI QUS COW TTEE ACTI ON
BILL: HB 337

SHORT TI TLE: O L AND GAS PROD. TAX: CREDI TS/ | NTEREST
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02/ 10/ 10 (H) READ THE FIRST TIME - REFERRALS
02/ 10/ 10 (H) RES, FIN
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SPONSOR('s): JOHNSON
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02/ 17/ 10 (H RES AT 1: 00 PM BARNES 124
02/ 17/ 10 (H) -~ MEETI NG CANCELED - -

03/ 10/ 10 (H) RES AT 1: 00 PM BARNES 124
BILL: HB 369

SHORT TI TLE: | N- STATE PI PELI NE/ COORDI NATOR / TEAM
SPONSOR(s): CHENAULT

02/ 23/ 10 (H) READ THE FIRST TIME - REFERRALS
02/ 23/ 10 (H) RES, FIN

02/ 26/ 10 (H) RES AT 1: 00 PM BARNES 124

02/ 26/ 10 (H Heard & Hel d

02/ 26/ 10 (H) M NUTE( RES)

03/ 01/ 10 (H RES AT 1: 00 PM BARNES 124
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03/ 01/ 10 (H) M NUTE( RES)
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03/ 08/ 10 (H) Heard & Hel d
03/ 08/ 10 (H) M NUTE( RES)
03/ 10/ 10 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

PAT GALVI N, Comm ssi oner

Depart ment of Revenue (DOR)

Anchor age, Al aska

PCSI TI ON  STATEMENT: Introduced HB 337 on behalf of the
adm ni strati on.

MARI LYN CROCKETT, Executive Director

Al aska O | and Gas Associ ati on (AOGA)

Anchor age, Al aska

POSI TI ON  STATEMENT: During the hearing on HB 308, suggested
changes to Version E and said the bill is an inportant first
step in a conprehensive review of Alaska's Clear and Equitable
Share (ACES) | egislation.

GREG VIG L, Executive Vice President

Savant Al aska, LLC

(No address provi ded)

POSI TI ON  STATEMENT: During the hearing on HB 308, provided
i nformati on about how Al aska's C ear and Equitable Share (ACES)
has affected his conpany both positively and negatively.

MARK LANDT, Executive Vice President - Land & Adm nistration
Renai ssance Al aska, LLC

Anchor age, Al aska

PCSI TI ON STATEMENT: During the hearing on HB 308, supported the
i ncreased access to capital credits for new explorers that would
be provided by both HB 308 and HB 337.

MARK HANLEY, Public Affairs Manager

Anadar ko Petrol eum Cor poration

Anchor age, Al aska

POSI TI ON STATEMENT: Supported HB 308 and reviewed the problens
hi s conpany has had with ACES and operating in Al aska.

DALE PI TTMAN, Al aska Production Manager

ExxonMobi | Producti on Conpany

Anchor age, Al aska

POSI TI ON STATEMENT: Testified that HB 308, Version E, is a good
first step toward exam ning Al aska's production tax structure.

BRI AN VENZEL, Vi ce President-Fi nance
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ConocoPhi | l'i ps Al aska, Inc.

Eagl e River, Al aska

PCSI TI ON STATEMENT: Supported HB 308 as a step in the right
direction for creating a nore favorable investnment clinate.

TOM WRI CHT, St af f

Representati ve M ke Chenaul t

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: During the hearing on HB 369, explained on
behal f of the sponsor, Representative Chenault, the differences
bet ween Versions S and E

REPRESENTATI VE M KE CHENAULT

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Spoke as the sponsor of HB 369.

ROBERT SVENSON, Project Manager

In-State Gas Project

Al aska Mental Health Trust Land O fice

Department of Natural Resources

Anchor age, Al aska

POSI TI ON  STATEMENT: During the hearing on HB 369, answered
guesti ons.

ACTI ON NARRATI VE
1: 05: 57 PM

COCHAIR CRAIG JOHNSON called the House Resources Standing
Commttee neeting to order at 1:05 p.m Representatives Seaton
P. WIlson, Edgnon, Neuman, and Johnson were present at the cal
to order. Representatives Quttenberg, Kawasaki, Tuck, and d son
arrived as the neeting was in progress.

HB 337-O L AND GAS PROD. TAX: CREDI TS/ | NTEREST

[ Cont ai ns di scussi on of HB 308]
1:06: 26 PM
CO CHAI R JOHNSON announced that the first order of business is
HOUSE BILL NO 337, "An Act relating to interest on certain

under paynents or overpaynents for the oil and gas production
tax, to certificates for certain oil and gas production tax
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credits for qualified capital expenditures, and to alternative
tax credits for expenditures for certain oil and gas devel opnent
and exploration activities for the oil and gas production tax;
relating to the use of the oil and gas tax credit fund to
purchase certain tax credit certificates; and providing for an
effective date."

1: 06: 34 PM

PAT  GALVI N, Comm ssi oner, Depart ment of Revenue (DOR),
introduced HB 337 on behalf of Governor Parnell, saying it is
the adm nistration's bill regarding oil and gas taxes. He said

HB 337 would introduce four distinct concepts, the first being a
30 percent credit for all well-related work. Under current |aw,
capital credits are 20 percent for capital expenditures and
expl oration incentive credits are 30 or 40 percent for work done
outside of existing fields. This first concept would nmake it a
30 percent credit for all well-related work, including well
wor kovers and other well work within existing fields that does
not currently qualify for a credit under the existing production
t ax. In response to Co-Chair Neuman, he said this credit would
apply to all well-related work statewi de and would include the
re-conditioning of old wells.

COWM SSI ONER GALVIN said the second concept of HB 337 would
allow for these credits to be applied in the first year, the
year in which they are earned, as opposed to current law in
which the credits are spread over two years.

1: 09: 12 PM
REPRESENTATI VE SEATON noted that the purpose of credits is to

stimulate work and the taking of risk. G ven that |ooking for
new reservoirs is riskier than work done within existing fields,

he said it seems to him that this differential incentive is
being elimnated. He inquired whether meking these two types of
work equal will stinmulate workover wthin current reservoirs

i nstead of exploration beyond the current reservoirs.

COWM SSI ONER GALVIN responded he does not believe the prem se

behind the current differential in credits is to incentivize
exploration at the expense of in-field work. The state
recognizes that risk is an inherent aspect of the econonic
anal ysi s. Because of the wuncertainty of the reward of any

particular investnent, the state's current system has a higher
credit on the exploration side because those risks are higher.
However, it does not nean that the decisions on whether to do
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in-field work are not driven by an economc evaluation that
woul d be inpacted by adding credits. In other words, there are
likely investnent decisions for in-field well work that are not
at a deci sion-maki ng threshold under the current system but for
which additional credits would become a "green |ight". The
intent is to nove the bar to get nore well work than would be
done without the credit and is not being seen as diverting
investment away from exploration towards in-field work. The
intent is to enhance the in-field work in addition to enhancing
expl orati on.

CO CHAI R JOHNSON encouraged Representative Seaton to ask this
guestion of industry representatives when they present testinony
to the commttee.

1:13: 33 PM
REPRESENTATI VE GUTTENBERG noted that HB 337 would provide for a

pre-drilling conference between the taxpayer and the Departnent
of Natural Resources (DNR). He asked whether this occurs now.

COW SSIONER  GALVIN replied vyes, it happens  under t he
exploration incentive credit program

1:14: 09 PM

COWMM SSI ONER GALVI N continued his introduction of HB 337, noting
the third conponent of the bill would elimnate the existing
requi renent that a conpany nake additional investnents in future
years to qualify for state reinbursement of a credit. This is

for conpanies that do not have current production tax
obligations to put their credits against and are |ooking for
ways to get conpensated for those credits. Conmpani es that are
currently working in the state imediately get the full val ue of
that credit by witing it off on their current tax obligations.
Thus, there is a disparity in the value that this credit holds
for these participants. A conpany that is looking to
potentially partner as just an investor in an exploration well
may be looking at the outcome of that investnent as a

determning factor in whether to invest again in Al aska. If a
conpany does not know whether it wll get the full value for
that credit, the conpany will discount the value of it in its

econoni ¢ analysis on whether to invest in this exploration well.
That is not in the state's interest because at the end of the
day it is going to reduce the state's revenue by the sanme doll ar
anount . By elimnating that reinvestnent risk, the state gets
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the same inpact to itself while boosting the value of that
credit to these potential investors.

1:16: 40 PM

COM SSI ONER GALVIN said the fourth conmponent of HB 337 would
provide for the waiver of interest charged on tax underpaynents
that are a result of retroactive regulations inplenenting the
[ 2007] Al aska's C ear and Equitable Share (ACES) legislation. A
provision in ACES provided that the regul ations inplenenting the
bill would be retroactive to the effective date of the bill
Currently, the Department of Revenue can waive a penalty that
may apply to an underpaynent if the departnment determ nes a good
faith effort was nade by the conpany to fully pay its obligation
while not yet aware of what the regulation would say at the tine
paynent was nmade. However, current statute does not allow the
depart nment to waive interest t hat may accrue on that
under paynent . This provision would provide for the waiver of
that interest when it is the result of a retroactive regulation
and the departnment finds the taxpayer in good faith nmade what it
believed was a full paynent.

CO-CHAIR JOHNSON noted there are elenents in HB 337 that are
simlar to HB 308.

1:18: 52 PM

REPRESENTATI VE SEATON i nquired whether the interest applies only
to the production tax credit.

COW SSI ONER GALVIN answered yes and the provision can be found
in Section 1 of the bill.

1:19: 27 PM

REPRESENTATI VE SEATON referenced the standard deduction clause
that was in effect until Decenber 2009 and inquired whether the
proposed change in law is only from 12/31/09 until now and
whet her it excludes Prudhoe Bay and Kupar uk.

COWM SSI ONER GALVI N responded that a nunber of regulations have
been put in place as a result of ACES beyond just the definition
of qualified | ease expenditures. He presunmed that that is what
Representative Seaton is referring to as being of less inpact to
t hose at Prudhoe Bay and Kuparuk that had the so-called standard
deduction that drove their operating expenditures. There is a
| arge range of regulations having to do with production tax
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liability, he said, and given the nature of the regulation
devel opnment process, he does not expect there to be a wde
devi ation between what conpanies paid in tax and what wll be
the actual tax due as a result of the regul ation change.

1:21:51 PM

REPRESENTATI VE SEATON requested the conmittee be provided with
an indication of the anticipated difference between what was
paid and the actual tax that beconmes due.

COMM SSI ONER GALVI N replied the Departnment of Revenue is not in
the position to estimate what that nunber would be. The
departnment expects the taxpayers had a good understanding of
what the tax would be and woul d have prepared their taxes at the
time based upon that expectation. Now that the retroactive
regul ations have been prepared, he said it my be nore
appropriate to ask the question of the taxpayers to see what
they think the difference will be.

CO- CHAIR JOHNSON pointed out that the penalties and interest
woul d be additional incone to the state, not a liability, and
therefore the state is not put in any sort of jeopardy.

COWMM SSI ONER GALVI N added that the Departnment of Revenue did not
include anything in the fiscal note in regard to this provision
because anticipated interest paynments or penalties are not
incorporated into revenue projections. Additionally, the
department is not in a position to identify that there would be
any particular inpact as a result of this. The departnent put
this provision in the bill as an elenent of fairness, not
because a significant dollar swing is expected.

1: 24: 50 PM

CO-CHAIR JOHNSON held over HB 337 and noted the commttee wll
deci de which vehicle to advance - HB 337 or HB 308. He said the
commttee will work with the admnistration to take the best of
both bills and advance sonething that everyone can |live wth.

The commttee took an at-ease from1:24 p.m to 1:25 p. m

[ Co- Chai r Johnson passed the gavel to Co-Chair Neuman. ]

HB 308-O L AND GAS PRCDUCTI ON TAX

[ Cont ai ns di scussi on of HB 337]
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1: 25: 58 PM

CO CHAI R NEUMAN announced that the second order of business is
HOUSE BILL NO 308, "An Act relating to the tax rate applicable
to the production of oil and gas; relating to credits against
the oil and gas production tax; and relating to the period in
which oil and gas production taxes may be assessed.” [ Bef ore
the commttee was Version E, the proposed commttee substitute
for HB 308, |abeled 26-LS1328\E, Bullock, 2/5/10.]

CO- CHAI R NEUVAN opened public testinony.

The commttee took an at-ease from 1:27 p.m to 1:28 p.m to
deal with technical difficulties in the tel econference system

1: 29: 44 PM

MARI LYN CROCKETT, Executive Director, Alaska GOl and Gas
Association (AOGA), noted that AOCGA is a trade association
conposed of 14 nenber conpanies with interest in Al aska. She
t hanked the sponsor for introducing HB 308 and said the bill is
an inportant first step in a conprehensive review of Al aska's
Cl ear and Equitable Share (ACES) |egislation [enacted in 2007].

1: 31: 44 PM

M5. CROCKETT began her PowerPoint presentation by stating that
AOGA sees three problems with ACES [slide 3], the first being an

excessive tax rate. Whil e many presentations have been given
about the ampunt of industry investnent in Alaska, she said a
nore telling statistic is the amount of new in-field drilling in

Al aska [slide 4. Newin-field wells decreased from 166 in 2007
to 147 in 20009. She related that North S|l ope operator, "BP",
has publically said its in-field drilling will be nore than 50
percent lower in 2010 than it was in 2007. She further rel ated
that according to a "ConocoPhillips" presentation at a recent
conference, about 450 mllion barrel-of-o0il equivalents (BOE)
were added to North Slope reserves in the last five years, but
only 35 mllion since ACES was enact ed. The telling conponent
of that is that giant fields have the worst fiscal ternms under
ACES. The news for exploration wells is not good either, she
added. The nunber of exploration wells drilled on the North
Sl ope has declined from11l in 2007 to only 8 in 2009.

1: 33: 08 PM
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M5. CROCKETT said her recollection of the conpanies operating in
Al aska does not agree with the 2/16/10 testinony of Kevin Banks,
Director of the Division of Ol & Gas, in which he stated that
i ndependents are flocking to Al aska. She nmaintained the
i ndependent conpani es conducting exploratory drilling on the
North Sl ope have been around for a couple of years and are not
new players that have arrived since the enactnent of ACES. She
added that M. Banks' testinony also pronpts the question of
what conpanies are out there that could be investing in Al aska
but are not, and noted that of the 20 largest U S. drillers by
footage in 2009, only 7 have operations in Alaska or interest in
fields in Alaska [slide 5].

M5. CROCKETT said another disturbing trend is the closure of oil

and gas leases [slide 6]. She related that |ast year
"ConocoPhi | I'i ps” relinqui shed 800,000 acres of its leases in the
Nat i onal Petrol eum Reserve-Al aska (NPR-A). A total of 2 mllion
acres of state and federal |eases on the North Slope were

released in 2009 and over 1.2 mllion acres were released in
2008.

1: 35: 33 PM

M5. CROCKETT, in response to Representative P. WIson, stated
that the conpany nanes shown in black on slide 5 are conpanies
that operate in Al aska or have working interest ownership in a
field in Alaska ["XTO Anadar ko, ConocoPhillips, BP, Exxonhbbil,
Shel |, Marathon"]. The conpany nanes shown in blue do not have
operations in Alaska, have not participated in |lease sales in
Al aska, and are not drilling exploratory wells in Al aska
[ " Chesapeake, EOG Resources, EnCana, Devon, Noble, Questar,
WIlians Producti on, Utra Resour ces, Concho Resour ces,
Sout hwest ern Ener gy, Apache, Petrohawk, Laredo Petrol eun'].

1: 36: 38 PM

REPRESENTATI VE TUCK, in regard to slide 5, surmsed that while
only 7 of the 20 largest drillers in the US. are in Al aska,

there are other smaller conpanies that are drilling in Al aska.

M5. CROCKETT responded correct. She understood that two
conpanies not on this top-20 list, but that are conducting
exploration activities in Alaska, will be testifying today. The

point of slide 5 relates to the question of why are not nore of
these 20 largest U S. drillers conducting operations in Al aska
She clarified that the seven conpanies shown in black are either
expl orers, producers, or working interest owners in a currently
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produci ng field. In further response, she noted there are only
three conpani es conducting exploration on the North Slope that
are not on this list of 20 largest drillers.

1: 38: 23 PM

M5. CROCKETT, in response to Representative Kawasaki, explained
that the conpanies shown on slide 5 are explorers as well as
producers. She clarified that the conmpany nanes shown in black
have operations in Alaska and the conpany nanmes shown in blue
are not exploring or active in Alaska but are active in the
Lower 48. She said these are the top 20 conpanies for the
anount of footage drilled, so they are the 20 largest drillers
inthe US. for the year 20009.

1: 39: 34 PM

REPRESENTATI VE SEATON inquired which of these 20 conpanies
operates exclusively in coal bed nethane or shale natural gas.

M5. CROCKETT replied she does not know because she is unfamliar
with sonme of the conmpanies. However, she does know that sone of
these 20 are actively pursuing shale gas opportunities in the
Lower 48, but that is not their sole interest.

1:40: 11 PM

REPRESENTATI VE GUTTENBERG noted that nunmerous things would add
to the figures being shown, such as the total nunber of wells
drilled, whether it is private or public land, or that wells
drilled in Alaska tend to be deeper than el sewhere. He asked
whet her another slide will speak to this.

M5. CROCKETT answered she does not have a slide in this regard,
but the conpelling thing for AOCGA is that these conpanies are
very active and are drilling lots of wells in the Lower 48.
However, the conpanies shown in blue are not drilling any wells
in Al aska and have not bid on any |ease sales in Al aska, and the
guestion is why.

CO- CHAI R NEUMAN concurred with Ms. Crockett.

REPRESENTATI VE KAWASAKI said he would appreciate getting the
aforenentioned information offered by M. Crockett. He
understood shale gas requires the drilling of hundreds of wells
as conpared to reservoir gas and he does not think Alaska has
any shal e gas pl ays.
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M5. CROCKETT agreed to provide this information.
1:42:23 PM

M5. CROCKETT returned to her presentation, reiterating that a
great deal of |ease acreage has been released by conpanies in
Al aska [slide 6].

CO CHAI R JOHNSON presuned that rel eased neans the | ease has been
given back to the state because the conpany does not plan to
devel op that acreage.

MS. CROCKETT responded correct.
1:43: 26 PM

M5. CROCKETT said AOGA entitles the second problemwith ACES the
i npossi ble plight of non-operators [slide 7]. She recalled that
in testinmony before the legislature in 2007 regardi ng ACES, AOGA
expressed its concern about future conflicts that could result
from the [Departnent of Revenue] not using the joint interest

billings in working interest ownership and in fields where a
conpany has other partners. A non-operator is a working
interest owner that is not the operator of a particular
oi |l field. A non-operator pays the operator from a joint
interest billing and uses that invoice to file its tax return

The problemis that a non-operator does not have access to sone
of the detailed information that the operator has.

M5. CROCKETT explained that the level of detail conplicates
things even further. Over 20,000 cost codes are wused to
allocate cost in the Prudhoe Bay unit, but the Departnent of
Revenue's regulations for inplenmenting ACES only have 336 cost
code categories in which a conpany can deduct 1its |ease
operating costs. Thus, there is a great deal of uncertainty,
especially for non-operators, about what can or cannot be
deduct ed. There is virtually no way for a Prudhoe Bay non-
operator to determne which of the 20,000 cost codes fits into
the 336 categories. Additionally, one part of a cost code nmay
fit into one category and another part into another category.

M5. CROCKETT said the point is that ACES is a very conplicated
and conplex production tax system and the regulations that have
been developed and that are continuing to be developed are
equal ly conpli cated. When nmaking investnent decisions for the
future, neither the operator nor the non-operator will have a
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great deal of confidence in what the actual taxes will be, and
this will conplicate and influence investnent decisions.

1:46: 21 PM

CO CHAIR NEUVAN surmsed that an investnment may not be nade
because of this uncertainty.

M5. CROCKETT replied correct; the question is what kind of
influence this has when a conpany sits down to nmake a decision
for investnments in the future.

1: 47: 33 PM

REPRESENTATI VE KAWASAKI recalled that during consideration of
ACES there was discussion about the conplexity that would be
added by going from a sinple gross system to a profits-based
system Some nenbers at the table today voted for a standard
deduction, he related, the idea being to sinplify the system
He inquired whether AOGA is advocating for sonething like a
standard deduction system

M5. CROCKETT answered no, ACGA is not advocating for a standard
deduction system Her point is that a conplicated system is
already in place through the joint interest billings and the
unit operating agreenents, and this system is a well-tested
system of accounts that everyone is famliar with. She said the
Department of Revenue actually has the ability to rely on the
joint interest billings because this ability was not renoved by
ACES. However, the departnment also had the flexibility to adopt
anot her system which is what it did, and that is the point of
the comments she is naking. Creating another nore conplicated
system instead of wusing information that is readily available
does not seemto be productive from ACGA' s poi nt of view.

1: 49: 58 PM

M5. CROCKETT continued her presentation, noting that the third
problem with ACES is the inability of taxpayers to determ ne
with certainty the anpbunt of tax [slide 8]. She related that
t he Departnent of Revenue's regul ations have a set of provisions
that the conpany can use in determning its tax; however, those
regulations will also state that the department can determ ne
sonething el se. Therefore, the taxpayer does not have any great
deal of certainty even though it has gone through the list of
provi sions spelled out in the regulations; this, then, gets back
to the investnent decisions.
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1: 51: 06 PM

M5. CROCKETT discussed the six provisions proposed by HB 308
[slide 9]. Regarding the Al aska hire provision, she said AOGA
believes the Al aska industry already has a good track record of
Al aska hire because it makes good business sense to do so.
Should this provision is adopted, she would suggest that
Departnent of Labor and Workforce Devel opnent standards be used
rather than creating a new and substantially different process.
She further cautioned that while the rebate is a good idea, it
woul d create additional conplexity and anbiguity.

1:52: 12 PM

M5. CROCKETT, in regard to the progressivity provision, allowed
it is no secret that AOGA has opposed progressivity since
Governor Frank Murkowski first introduced it in the Petrol eum
Production Tax. Wiile AOGA continues to oppose progressivity,
it acknow edges that |essening the steepness of the slope would
reduce its negative effects; so, to that extent, Version E would
represent an inprovenent over the present situation.

M5. CROCKETT offered AOGA s support for the proposed 30 percent
tax credit for well-related expenditures.

1: 52: 48 PM

M5. CROCKETT said AOGA endorses the proposal in Version E to
change the statutory rate of interest because the present
interest rate is punitive in purpose and bears little, if any,
relation to either the state's or the taxpayer's actual harm
from not having had the noney.

M5. CROCKETT stated AOGA agrees with the proposed provision that
there be no interest on tax underpaynents arising from
retroactive application of new regulations. It is highly unfair
to have interest accrue on tax underpaynents that arise directly
fromthe retroactivity of a newy adopted tax regulation. Al so,
in light of the punitively high rate of the current statutory
interest, the accrual of interest on such an underpaynent
starting from the date the original tax was due would also
present constitutional issues. In response to Co-Chair Neunan

she said AOCGA reconmmends that Version E s proposed tine period
of 30 days for a taxpayer to determne and pay any additional

tax that is due after a retroactive regul ation becones effective
be changed to the second cal endar nonth after the nonth in which
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the retroactive regulation becones effective, except when the
regul ati on becones effective in the first quarter in which case
it should be May 1 because the beginning of the year is a busy
ti me when true-up paynents are being determ ned.

1:54: 53 PM

M5. CROCKETT further stated that AOGA supports Version E's
proposed change to the statute of limtations. She concluded by
saying that Version E would not elimnate all the problens that
ACES has, but it would be a good first step in inproving ACES.

M5. CROCKETT, in response to Representative Tuck, said that the
| ast paragraph on page 6 of her witten testinony provides
AOGA' s suggestions for inproving the provision in Version E
regarding no interest on tax underpaynents that arise from the
retroactive application of new regul ati ons.

The conmttee took an at-ease from1:56 p.m to 1:57 p.m
1:57: 06 PM

GREG VIGAL, Executive Vice President, Savant Alaska, LLC
("Savant"), began his PowerPoint presentation by noting that
Savant is a relatively small conmpany founded in 2006, but it is
an Al aska-only conpany in terns of its focus and scope [slide
2]. He said Savant has licensed quite a bit of seismc in the
state as a result of the charter agreenent between sone of the
"majors" in the state, and is focused primarily on the eastern
side of the North Sl ope east of Prudhoe Bay Field.

MR VIGL said Savant drilled an offshore exploration well in
2006 call ed "Kupcake #1", which was a dry hole. Follow ng that,
the conpany entered into a farnout agreenent with BP Exploration
(Alaska) Inc., which provided Savant w th exclusive access to
the Badam Unit. A year ago Savant opened an Anchorage
operations office staffed by several Al aska-resident enployees
who deal with field operations. In March 2009, the conpany
commenced the Red WIf exploration well from Badam gravel. An
apparent discovery has been made in two zones of that well and
flow tests will be conducted this sunmer.

MR VIGL stated that to date Savant has invested or caused to
be invested over $43 nmillion in Alaska exploration and
devel opnent. The conpany just finished drilling its first
Badam re-redevel opnent well, which is a horizontal sidetrack in
t he exi sting Badam Sand Participation Area.
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1:59: 41 PM

MR VIAL said Savant cane to Al aska because the North Sl ope
contains a prolific hydrocarbon system that has multiple stacked

pays available in that geologic section [slide 3]. The North
Slope's lightly devel oped east side presents opportunities for
Savant . Under ACES, the current 45 cents per dollar from

qualified capital expenditure and net operating |oss provides
Savant with significant incentive and is instrunental to the
conpany's continued investnent in the state. The existing
Badam infrastructure is also very advantageous to Savant in
that it provides a conpetitive advantage in ternms of turnaround
times for production fromfirst drilling.

MR VIAL sumarized Savant's tax credits under ACES [slide 4].
He said the conpany has redeened about $3.4 mllion in credits
to date in cash fromthe state. Savant currently has credits of

about $8 mllion that will be redeened the second quarter of
2010, and tonorrow it wll be filing an application for $6.6
mllion of tax credits. Fromits inception to date, Savant has

acquired, earned, or redeened approximately $19 mllion in ACES
tax credits. He said the secondary market for ACES tax credits
is relatively thin at best, and he believes that both HB 337 and
HB 308 attenpt to correct this unintended consequence.

2:01: 38 PM

MR VIGL reviewed Savant's plans for the next year [slide 5].
He said the conpany wll finish its drilling operations at
Badam in the next 30 days or so. This summer it wll restart

production at the Badam plant, resum ng some production from
the existing wells along with the two new wells that it drilled.

Results of the two new wells wll be evaluated and additional
delineation and developnment wells wll potentially be drilled
w nter 2011. He said Savant is transitioning from an explorer

to a producer, which neans that Savant is for real and is in
Al aska to stay.

MR VIAQL offered Savant's view of the ACES tax credit system
[slide 6]. In regard to exploration incentives, he said this
tax credit system has provided neani ngful inducement for Savant
to take risk in the state. Any enhancenents to the ACES system
would only inprove the conmpany's ability to continue exploring
and investing in Al aska. Savant generally supports the
governor's proposed anendnents [HB 337] because they would
i nprove sonme of these exploration incentives, which would be
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beneficial to his conpany. Speaking to prior testinony about
ot her independents that explore in the Lower 48, he said these
credits are little known or wunderstood in the Lower 48 and
getting the word out would be to the state's benefit.

2: 03: 48 PM

MR VIAL, in regard to the progressivity feature of ACES, said
Savant Al aska, LLC has remained silent on this issue because it
is not yet a producer. However, now that it wll be
transitioning to production nmode in 2010, Savant sees
progressivity as a disincentive to itself, as well as to all the
producers in the state, in that it results in dimnishing return
per increnmental barrel produced.

MR VIGL explained that slide 7 is a pictorial graph of the
ACES progressivity disincentive that Savant sees in its economc
nodel s. Under the ACES disincentive to success, Savant's
econom ¢ nodels drive the conpany to under-perform as opposed to
over-perform under certain econom c assunptions, which is not
good policy in Savant's opinion.

2: 04: 53 PM

MR VIAL, in response to Representative Seaton, said the
vertical axis on the graph in slide 7 represents the oil rate,
or offtake, from devel opnent at Badam . In response to further

gquestions from Representative Seaton, he noted that the
progressivity under ACES is on a net incone per barrel basis.
As a constant price, there is an incentive to under-produce on
rate because it results in lower overall net inconme per barrel
for the devel opnment and therefore a |ower overall severance tax
liability. Under the current system an optim zation nodel can
take place that dissuades a conpany from peak-producing a field
and to instead slowy develop the field over tinme to incur |ess
overall severance tax liability. He said he is pointing this
out because Savant thinks there should not be a disincentive to
develop a field, and progressivity, as currently constructed,
creates a disincentive.

2:07:44 PM
REPRESENTATI VE GUTTENBERG presuned that the calculation M.

Vi gi | iIs talking about would occur wth any Ievel of
progressivity.
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MR. VIAL responded yes. The slope of that progressivity has an

impact on any given econom c nodel. Changing only that
vari abl e, such as naking the slope shallower or the hurdle rate
| oner, definitely affects the outconme of the nodel. The nature

of progressivity is such that it is going to create this
di si ncenti ve.

2:08: 30 PM

REPRESENTATI VE GUTTENBERG surmised that even if there was no
progressivity a conmpany would still have to determ ne whether it
needs to produce nore oil today or tonorrow, assuming that the
prices would be different.

MR VIAL replied that under a constant prices and costs
econom ¢ analysis, lack of progressivity would |ead Savant to
develop a field, at Ileast on the maximm net present value
anal ysis or discounted cash flow rate of return; thus, Savant
would be inclined to try to develop the field as quickly and
efficiently as possible to maximze net present value for al
st akehol ders.

2:09:36 PM

MR VIAL, in response to Representative Tuck, explained that
the assunption used in the graph on slide 7 is that for a given
gquantity of oil, the area under the red curve is equal to the
area under the green curve. Using a constant prices and costs
econonmic analysis, the graph shows that wunder the current
progressivity of ACES, there is nore benefit to the producer to
produce a field or a well along the lines of the green curve as
opposed to the red curve. Due to the progressivity nature, a
lower net present value is derived by over-achieving and
followng a true net present value approach because a conpany
woul d have a higher severance tax liability under the red curve
devel opment as opposed to the green curve developnent. This is
especially true for a conpany that is crossing over from the
expl orer phase into the producer phase.

2:11:36 PM

REPRESENTATI VE TUCK asked M. Vigil to provide an exanple of how
many years it would take for the two lines to cross.

MR VIGL answered it would depend on the profile of any given

well or field; in Savant's case, it would be on the order of
five years.
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REPRESENTATI VE TUCK presuned this would be proportionally the
sane regardl ess of whether the scenario is five, ten, fifteen
or twenty years.

MR. VIAL responded yes; the intent of the slide is to show that
this progressivity feature creates this incentive when | ooking
at two different econom c nodels.

2:12:39 PM

REPRESENTATI VE TUCK inquired whether Savant Al aska, LLC also
participates in operations outside of Al aska.

MR VIGL replied yes; the original parent conpany name in the
Lower 48 is Savant Resources, LLC. The nature of the parent
conpany's business is to form specific-purpose entities for
different plays in basins that it gets involved in; it has
devel oped resources from Washi ngton State to Kentucky.

REPRESENTATI VE TUCK asked what percentage the Al aska operation
is of the parent conpany's overall operations in the U S.

MR VIAGL answered it is about 50:50 right now in terms of
i nvest nment .

2:13:40 PM

REPRESENTATI VE SEATON, in regard to the slide 7 graph, asked
whet her this would not also be a factor that would occur on any
profits-based tax. For exanple, a conpany that produces nore at
one time would have higher profits so nore taxes would be paid
versus spreading production out over tinme which would create
| ess profit margin and thus | ess tax.

MR. VIAL responded yes, that is a fair statenment. In response
to another question from Representative Seaton, he said that
since its inception in Alaska, Savant Al aska, LLC has drilled
about 35,000 feet of hole between its 3 wells.

2:15: 29 PM
REPRESENTATI VE KAWASAKI inquired whether Savant Alaska, LLC is

part of any of the closed |eases that were nmentioned in ACGA' s
testi nony.
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MR VIAQL replied that Savant dropped a few |eases around the
Kupcake exploratory well that was a dry hole, although he does
not have an exact nunber of acres. He said the acreage was
dropped because Savant felt like it had condemmed that acreage.

2:16: 23 PM

REPRESENTATI VE SEATON noted that the original version of HB 308
had a provision that would have let the Al aska Retirenent
Managenment (ARM Board purchase the tax credit certificates at
an 8 percent discount from the price. He asked whether this
rate would be attractive to Savant at the secondary market.

MR VIGL answered Savant has never sold its credits on the
secondary market; it has always redeened them with the state
because of the conpany's forward spend. However, to the best of
hi s know edge, those ternms would be the nost conpetitive that he
is aware of.

2:17: 25 PM

CO CHAI R JOHNSON i nqui red whether Savant Resources, LLC has run
across regines simlar to Alaska's in any of the Lower 48 states
where it is conducting business. He further asked M. Vigil to
rank Alaska in terns of ability and conplexity to do business.

MR VIGL responded that in regard to severance tax, Alaska is
unique wth its progressivity feature, and the state's overal
take is certainly the highest and nobst regressive. Hi s conpany
typically deals in constant severance tax terns in the Lower 48,
meaning the severance tax is fixed regardless of the anount
pr oduced.

2:18: 16 PM

CO- CHAI R JOHNSON i nquired whether Savant Resources, LLC expects
to continue its 50:50 investnment in Al aska.

MR VIAL replied Savant Alaska has a significant anount of
nmoney in the ground and is conmitted to get this plant re-

started and nake this project work. [ Savant Al aska' s]
i nvestment decisions are not the sane as a mmjor oil and gas
conmpany which has a portfolio of investnent projects. [ Savant

Resources, LLC] forned this conpany and financed it accordingly,
so those investnent decisions have already been nade and those
dollars are commtted to the project and will be invested in
Al aska.
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CO CHAI R NEUVAN presuned it is a nmake-or-break situation.
MR. VIG L answered correct.
2:19: 06 PM

MARK LANDT, Executive Vice President - Land & Admnistration,
Renai ssance Al aska, LLC ("Renaissance"), noted he is commenting
on both HB 308 and HB 337. He said Renai ssance was formed in
Novenber 2006, is headquartered in Houston, Texas, and has
conpleted the initial funding of a business plan that solely
focuses on growh in Al aska. H s conmpany's nmjor area of focus
is the Umat oil field on the North Slope. ARC Fi nanci al
Corporation, a private investnent managenent firm located in
Cal gary, Alberta, is the lead investor on the project and is
focused exclusively on the energy sector wth currently about
$1.4 billion under capital.

MR. LANDT noted that the Renai ssance team has extensive oil and
gas industry experience and over 80 years of experience directly
wor ki ng in Al aska. The team is conposed of proven oil finders
and value creators in Al aska and other basins worldw de. Under
previ ous enployers, the team nenbers have identified, captured,
funded, and developed oil and gas projects resulting in
curmul ati ve recoverabl e reserves of over a billion barrels. Many
of the team nenbers worked together on the discovery and
devel opment of the Alpine oil field on the North Sl ope. Si nce
its formation, Renaissance has acquired U S. Bureau of Land
Managenment and state oil and gas |eases on 19,358 acres |ocated
on the Umat oil field in the National Petrol eum Reserve-Al aska
and the Gubik gas field on the North Sl ope.

2:21: 15 PM

MR. LANDT infornmed nenbers that since 2006 Renai ssance has spent
in excess of $40 million conpleting exploration and eval uation
operations in Al aska. A significant anount of these funds was
focused on evaluating the existing oil field in Umat with a

nodern three-di nensi onal survey. He said the tax credits under
ACES are a significant reason why Renaissance has stayed in
Al aska, and the availability of those credits wll play a
critical role in attracting the required investnent to devel op
the Umat oil field. To date Renaissance has applied for a
total of $19.2 nmillion in tax credits: it has received $1.3
mllion fromthe state based on the future-spend, $7.45 nillion
from North Slope taxpayers, and has $7.6 mllion in
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certificates. A mjority of the $7.6 mllion in tax
certificates was received in July 2009, but to date Renai ssance
has been unable to nonetize those certificates.

2:22: 07 PM

MR. LANDT pointed out that Umat is a known oil accunulation
with potential for near-term devel opnent and a potential supply
of meaningful oil to the Trans-Al aska Pipeline System (TAPS).
He said Renai ssance believes it is on a path to comrerciality,
based upon its work and the activities being conducted by the

State of Alaska. In these types of devel opnents it is common to
have a Ilull in spending for two to three years for pre-
engi neering and permtting of the project before commencenent of
devel opnent drilling. Therefore, Renaissance wll need to
nonetize its existing tax credits with one of the existing
producers on the North Sl ope. However, none of the producers
are currently wlling, on reasonable terns, to acquire tax
credits from Renai ssance. There is no liquid market for the

credits, and one producer has indicated it would only consider
acquiring the credit at 50 cents on the dollar, he related. The
ot her producers have indicated they are not acquiring credits at
this tinme for various reasons, including a lack of clarity on
t he regul ati ons.

2:23:32 PM

MR. LANDT said Renaissance supports the increased access to
capital credits for new explorers. Renai ssance al so supports
the repeal of AS 43.55.028(e)(2) and AS 43.55.028(e)(3), as set
forth in Section 12 of HB 337. He said this statute requires an
explorer to have future spend within 24 nonths after applying
for the tax credit for the State of Alaska to purchase the
explorer's certificate. Renaissance supports the repeal of this
statute because it would provide greater certainty for new
investors in Al aska. Fi nanci al institutions and other
investors, including ARC Financial Corporation, need to have
greater certainty on when the tax credits can be received, from
whom and on what ternms in order for value to be determ ned;
otherwise it is not an incentive. The playing field needs to be
| evel ed between the new and existing operators. The state pays
100 percent of the tax credits regardless, so it does not cost
the state any additional noney. He urged elimnation of the
unfair double standard in which the state rewards the North
Sl ope producers with discounts that they have received from the
expl orers.
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2:24:54 PM

REPRESENTATI VE SEATON asked whether M. Landt would support
letting the Alaska Retirenent Managenent (ARM Board purchase
unlimted quantities of tax credits on the secondary market at
an 8 percent discount.

MR. LANDT responded he is supportive of anything that would
expand the market for the tax credits. Based upon the terns
Renai ssance has considered before from the tax producers, that
would be a better term However, since the state is still
payi ng 100 percent for the tax certificates, he does not see why
Renai ssance nust go through a third party market.

2:26: 01 PM

MR. LANDT, in response to Representative Quttenberg, agreed to
provi de nmenbers with a copy of his witten statenent.

REPRESENTATI VE KAWASAKI commented that the exploration tax
credit has been in effect since COctober 2009 and in regard to
clarity there should be an expl anation forthcom ng soon.

REPRESENTATI VE TUCK inquired what percentage of Renaissance's
new investnents since 2006 have been in Al aska versus other
operations in the Lower 48.

MR. LANDT said his conpany's business nodel is to focus
exclusively in Al aska, so every penny of capital that has been
expended has been in either the Cook Inlet or Um at.

2:27:42 PM

REPRESENTATI VE KAWASAKI said the state is pushing for a road to
Unat, which he thinks wll help in nonetizing known oi
resour ces. He requested M. Landt to expand on his previous

st at enent about Renai ssance being on "a path to comerciality".

MR. LANDT replied that since acquiring the l|leases in 2006 and
2007, Renaissance has been de-risking the process by bringing
nodern technology to the project, which included a three-
di nensi onal seismc program covering the entirety of the Um at
structure. A nunber of engineering studies have now been done
to provide cost estimtes based upon facilities, devel opnent
drilling, and a pipeline over to the Trans-Al aska Pipeline
System (TAPS). Renai ssance is trying to narrow the cost range
in terns of what this project is ultinmately going to cost, as

HOUSE RES COW TTEE - 23- March 10, 2010



well as de-risk the reserves. Wth the tax credits and support
on the road, he said Renaissance thinks it has a project that
could nove forward. Current plans are to start the permtting
process on the field developnment itself. That will run
simul taneously with the environnmental inpact statenent for the
transportation corridor over to TAPS.

2:30: 28 PM
MARK  HANLEY, Public Affairs Manager, Anadar ko  Petrol eum

Corporation ("Anadarko"), stated Anadarko is partners wth
ConocoPhil i ps and has 22 percent ownership in the Al pine field;

t hus, Anadarko has production. Anadarko is participating with
ConocoPhillips in nost of the NPR- A exploration, including the
CD-5 drill pad that was just denied a permt. Anadarko is also

exploring for gas in the Foothills where it has access to about
4 mllion gross exploration acres, which is 1.3 mllion net
acres to Anadarko. On a worldw de basis, Anadarko is considered
a relatively large independent, wth about 50 percent of its
busi ness in the U S.

2:32: 00 PM

MR. HANLEY said he thinks it is a given that production on the
North Slope is declining and eventually the inmrense Kuparuk and
Prudhoe Bay fields will be depleted. The goal for both the
state and his conpany is to make noney, so keeping the decline
rate as low as possible is critical to everyone. The issue and
guestion is whether the investnent is enough to keep that
decline rate slow or even reverse it, and he suggests not. For
exanple, just to offset one year of decline requires bringing on
one new project every year or tw that produces about 20,000
barrels a day at its peak, given that projects generally cone on

for five years to reach their peak and then decline. If there
is not enough investnent, sonething needs to be done to increase
it. As a conpany, Anadarko will invest where it can nake noney.
Overall, sonething is not right, and one thing that can be

controlled is the tax rate, unlike distance frominfrastructure.
2:34:57 PM

MR. HANLEY addressed the positives under the current system of
Al aska's Clear and Equitable Share (ACES), saying Anadarko
thinks the net system is a good system because it takes into
account higher-cost fields and newer exploration. However, any
system even a net system can have tax that is still too high
Anadarko also thinks the credits are a good thing because the
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credits help with the net present value by cutting the costs in

hal f. He cautioned, however, that some in the industry view
this as going to a store that has doubled its prices while
holding a 50-percent-off sale. He explained that in the
Foothills Anadarko is lucky to drill one 10,000-foot well per

year looking for gas. To gain an understandi ng of one prospect
can take four wells, which takes four to five years. The costs
in Alaska are generally nore than double than elsewhere; for

exanple, one rig in the GQulf of Mexico can drill four wells in
one season. Thus, while the credits are helpful, Anadarko is
still challenged in Al aska on a net present value basis because

of the short operating season.
2:37:09 PM

MR. HANLEY handed out a graph entitled, "Conparison of Estimated
Producti on Tax Revenue From ACES, PPT and ELF for FY 2007 - FY
2010" [page 15 from a 2/4/2010 presentation by the Departnent of
Revenue] . He noted that under the ACES system the state has
coll ected about $2 billion nore for each of those years than it
woul d have collected under the Economic Limt Factor (ELF)
system He acknow edged that there was not enough investnent
under ELF and argued that taking $2 billion nore out of industry
does not inprove industry's economicsS Or encourage nore
i nvest nent. Even with the ACES credits, the state is netting
out nmore noney than it did under ELF

2: 38: 50 PM

MR. HANLEY said that while ACES has nunerous good parts, it is
too much overall. He rem nded nenbers that when originally
testifying about the petroleum production tax (PPT), Anadarko
said PPT would inprove its exploration economcs slightly over
ELF, but would hammer the existing fields, including Anadarko's
Al pine field; thus, on balance, PPT was not great but it was
okay. Anadarko testified that ACES was even worse than ELF and
that is what is shown by the departnment's graph

MR. HANLEY offered Anadarko's support for HB 308, saying the
credits help, particularly in-field. The progressivity slope is
too high and needs changes. He provided an exanple of how
progressivity works: Under the federal incone tax system a
conpany making $50,000 mi ght be in the 20 percent tax bracket.
An incone of $50,001 might junp the conpany into the 25 percent
tax bracket, but that 25 percent would apply only to that one
dol lar. However, under ACES, that 25 percent tax would apply to
all $50, 001. Instead of just applying the extra progressivity
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to the dollar amunt over the $30 per barrel trigger, the
progressivity also applies to the $30, which is a disincentive.
He said it could be argued that there is sonewhat of an
incentive to keep a conpany's per barrel profits at $30 per
barrel or under, as was indicated by [M. Vigil].

2:40: 59 PM

MR. HANLEY stated that even if the tax rate is reduced and the
progressivity maintained, or if the base rate is taken down, the
tax would still be too high overall. Al aska is not getting the
investnment and it is hard for Anadarko to conpete. For exanple,
Anadar ko just announced a 500-million-barrel discovery in the
@ul f of Mexico where there is a 12.5 percent royalty rate and no
severance tax and no corporate incone tax. For a lot of the
pl aces Anadar ko does business, Al aska does not conpete and what
that nmeans is that Al aska nust have bigger prospects to be able
to sustain this higher tax regine, but in its explorations
Anadarko is seeing a lot of smaller, 50-100 mllion barrel
fields.

2:42: 15 PM

MR. HANLEY pointed out that Anadarko is alnpbst a victimof its
own success w th announcenents of discoveries in CGhana, Brazil
and the @ulf of Mexico. Addi tionally, Anadarko is conducting
substantial drilling in the Marcellus Shales. The conpany is
putting a lot of cash into things that cone out right away or
within a year and a half; whereas, in Al aska, Anadarko has a
well that will take three to four years to test drill. He noted
that unlike Renaissance, Anadarko and its partners are able to
apply credits against their Al pine incone right away. However,
a partner with no production in Al aska would be wunable to
moneti ze the credit should Anadarko and its partners sit out one
year while analyzing well data. Changing this would not affect
the state, but would provide a benefit to the people spending
the noney. He urged nenbers to |ook at how nuch the state needs
just to offset the decline. He said Anadarko supports the
provisions of HB 308 given that production is declining and
i nvestment is inadequate.

2:44: 32 PM

CO- CHAIR NEUVAN agreed that the production decline could be a
difficult situation in the future.
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REPRESENTATI VE SEATON noted that there is nothing the state can
do about the conpetitive advantages of places where there are no
corporate or state taxes and drilling can be done year around.
He noted, however, that there is very little exploration and
investnment in Cook Inlet despite a very low tax rate. He asked
how this is explained and what is to say this would not happen
el sewhere in Alaska if taxes are |lowered there.

MR. HANLEY answered that Anadarko did operate in Cook Inlet, and
he thinks there are multiple factors of which one is the
resource potential; Anadarko did not see significant resource
potential left in Cook Inlet. If legislators think there are
resources to be found in Al aska, then the state nust still be
able to conpete, he advised. A 50-mllion-barrel field in the
@ulf of Mexico is a big find, but the sane size field on the
North Slope is not economc if it is nore than 10 mles from
exi sting infrastructure. It is just a recognition that there
are these challenges and if the taxes are reduced, starting with
HB 308, there would be nore investnent in Al aska, although it
may still need to go a bit |ower. VWile he thinks there is
resource potential on the North Slope, he said it is challenged
for nunmerous reasons, and one thing that can be controlled is
t he severance tax.

2:48: 22 PM

REPRESENTATI VE OLSON i nquired whether Anadarko is acquiring its
tax credits fromits partners.

MR. HANLEY responded Anadar ko has purchased sone credits but not
al | . As a small producer on the North Slope, the statute only
allows Anadarko to reduce its tax by 20 percent wusing these
credits. Thus, Anadarko has only a l|limted anobunt of tax
credits that it can actually purchase, although it has purchased
SOne. It is easier to have the state purchase the credits at
face value so there is no paperwork. In further response, he
said the state sees the same inpact and changing this part of
the statute would allow other explorers to receive full value
for the noney they are spending. For those explorers |ooking at
only one prospect that does not pan out, there is nothing |eft
to spend and the explorer may be unable to sell its credits.

2:50: 31 PM
REPRESENTATI VE GUTTENBERG asked what happened during the years

of ELF when the tax rate was so low, vyet there was no
expl orati on. He noted that this was the time period when M
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Hanley was a nenber of the legislature and asked why the tax
rate was not changed t hen.

MR. HANLEY replied that when he left the legislature the price

of oil was $10 per barrel. At some point the price is so |ow
that things are uneconomc, he said. Revenue for both the
industry and the state has gone up because the price of oil has
gone up, which has made prospects nore economcC. However, a
conpany nust still conpete and show a certain rate of return

so, if a project elsewhere is better a conpany will go there

Technically, he continued, a conpany can be |osing noney and
still have to pay severance taxes, which is why the net profit
system nmakes sense. For exanple, a system with just a fixed

rate on the production tines the price is a regressive system -
if a conpany makes $100, but it cost $100 to produce the oil and
the severance tax rate is 10 percent, the conpany still pays $10
even though it had no incone. Al though ELF tried to address
some of that, it was not a particularly elegant solution to sone
of the problens.

CO CHAI R NEUMAN qui pped that during the tinme of $10 oil the cost
of running state government was about $9.50 and now with $75 oi
t he cost of government is $74.

2:53: 00 PM

REPRESENTATI VE KAWASAKI inquired whether Anadarko is party to
any of the closed |eases depicted on the map that was presented
by Ms. Crockett.

MR. HANLEY answered yes, Anadarko gave up a couple hundred
t housand acres, as well as sone acreage in sone other areas. He

expl ai ned that Anadarko sees what is nost |likely and decides
whet her to pay rent on it. Sone sites are so far out that the
t hought may be never for drilling. He noted that not as many

wells are being drilled and only two exploration wells are being
drilled this winter.

2:54: 38 PM

REPRESENTATI VE KAWASAKI referred to slide 16 from the sane
2/ 4/ 10 Departnent of Revenue presentation that M. Hanley took
his graph from He noted that slide 16 shows higher North Sl ope
capital and operating expenditures for the sanme tine period [of
FY 2007 - FY 2010]. Therefore, he opined, the current mantra of
hi gher taxes nmeans | ess jobs does not seemto play out.

HOUSE RES COW TTEE - 28- March 10, 2010



MR. HANLEY allowed that sone things have been done because the
price of oil went up. He suggested, however, that a lot of work
has been spent on pipeline replacenent during this same tine
frame. Right after the first petroleum production tax (PPT) was
passed, sone things happened that required a |ot of maintenance
work. Wiile he is not discounting that there have been ups and
downs, the question is what the spending is on and whether it is
actually producing nore oil. The older fields have higher costs
just to maintain existing production, and the sane applies to
the agi ng TAPS pipeline. Anadarko will not spend noney just for
the purpose of getting credits, he said. | ncome nust Dbe
received from that expenditure. Spending will not happen if it
does not meke sense to spend as a conpany.

MR. HANLEY said the big picture to himis that noney is being
spent, yet total production is still declining in Prudhoe Bay,
Kuparuk, and the North Slope. \Wile the nunber of workers is a
consi deration, he urged nmenbers to not |ose sight of whether the
decline is being offset and whether there are things in the
state's control that can be used to attack it. Wile there is a
risk to whether lowering taxes wll actually result in nore
production, he said he thinks the lower the taxes the nore
likely nore production. He pointed out that to the extent the
state has risk, the risk happens at higher prices when
progressivity kicks in. Therefore, the state has sone
flexibility in changing the progressivity rate because that is
at the high end of prices, not the |ow end. He suggested this
is a risk wrth taking should new investnent and increased
production not happen.

2:58: 28 PM

CO CHAI R NEUMAN commrented that throughput in TAPS, and jobs and
production, probably run at about the sane |evel.

CO- CHAIR JOHNSON, in response to Representative Kawasaki, said
Pi oneer Natural Resources Alaska, Inc. ("Pioneer") was invited
to testify, but had a conflict.

REPRESENTATI VE KAWASAKI related that when Pioneer O Conpany
went on line at the Oooguruk Unit it applied for royalty relief

to nmake the econom c nodel work. [ Under HB 308], portions of
the two-year-old ACES legislation would be conpletely gutted
because it is being said there is less investnment. G ven there

are now royalty relief provisions in statute, he asked why
smal | er conpanies |ike Anadarko do not apply for royalty relief
to prove to the state it is not marketable.
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MR. HANLEY responded he cannot speak for Pioneer G| Conpany,
but pointed out that they were during the ELF peri od.

3:00: 24 PM

REPRESENTATI VE SEATON, in regard to exploring for oil, inquired
how big of a deal it is to not be able to sell the gas that
comes with the oil

MR. HANLEY replied it is pretty inportant. He said he thinks
having a gasline will help with oil recovery, exploration, and
gas expl orati on.

REPRESENTATI VE SEATON further inquired whether this is another
one of the qualifications where the Gulf of Mexico has gas sal e-
ability while Al aska does not.

MR. HANLEY answered yes.

CO- CHAIR NEUVAN pointed out that witten testinmony from Ken
Sheffield of Pioneer is in the commttee packet.

3:02:34 PM

DALE PITTMAN, Al aska Production Manager, ExxonMbil Production
Conmpany ("ExxonMobil"), noted that he commenced his position as
Al aska Production Manager in June 2009 and has been wth
ExxonMobi|l for nearly 30 years. He said he is |ooking forward
to continuing the current progress to devel op and operate Point
Thonson. He paraphrased from the following witten statenent
while making a PowerPoint presentation [original punctuation
provi ded] :

ExxonMobi | has been working in Al aska for nore than 50

years. W have been a key player in Alaska' s oil
i ndustry devel opnent, spending and investing well over
$20 billion dollars during that time. As you know, we

are currently active with our co-owners at Prudhoe
Bay, Kuparuk, Duck Island and Granite Point. W are
al so excited about our progress at Point Thonmson and
remain on track to achieve a 2014 production startup.
W look forward to being a part of Al aska for many
years to cone.

3:03: 57 PM
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At the outset, let ne say that ExxonMbil supports the
presentation you heard today from the Alaska G| and
Gas Associ ation. | do not intend to repeat the
t hor ough technical conments fromthat testinony.

As for our specific comments, | would like to state,
consistent wth our prior testinony during the
hearings on both the PPT and ACES, that ExxonMobil
believes Alaska's current production taxes are too
high to result in the additional investnment needed to

maxi m ze the devel opnent of Al aska's resources. It is
our belief that even the proposed 20 percent tax rate
that was in the original PPT bill would not encourage

the full devel opment of Al aska’s resources.

Alaska is rich in undiscovered resource potential. To
date, Al aska has produced nore than 15 billion barrels
of oil fromthe North Slope, and according to the DNR
there are approximately 6 billion barrels of known
resources remaining. These resources represent a
known opportunity, but their developnent is at risk
under the current tax system O production today is
one-third of the peak oil production of nore than 2
mllion barrels per day in 1988, and annual production
continues to decline.

3:05:24 PM

Spending on the North Slope has renmined relatively
flat since the enactnent of ACES, as you have heard in
prior testinony. But the majority of that investnent
has been for maintenance or production enhancenent

efforts for exi sting operations, not for new
exploration and devel opnment opportunities. In fact,
the industry currently invests nore than $1 billion

per year just to maintain North Slope oil production
at the «current decline rate of about 6 percent
annual | y. Wthout that continued investnent, the
annual production decline would not be 6 percent, but
woul d actually be closer to 12-15 percent annually.

What this nmeans is in just 10 years, the mpjority of
future oil production will need to flow from new
investnments - investnents that are at risk today under
Al aska's current production tax regine.

Let nme expl ain.
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Time in the oil and gas industry is not neasured in
busi ness cycl es. It is measured in decades and in
generations. Today' s production rates are the product
of government policies, technical work, and investnent
decisions that in many cases were nmade decades ago.
I ncreasing production rates in the decades to cone

Wil result from sound policies, decisions, and
commtnents that are nade today. As policy nekers,
you will need to decide whether Alaska' s current high
production tax reginme is the right course for Al aska
or — given the <current high <costs and steadily
declining oil production rates we face - if another
course is necessary to harness the remaining resource
potenti al .
3. 06: 37 PM

It is inportant to recognize that any decision nade
today inpacts nuch nore than tax revenue in the
future. Deci sions nade today inpact jobs for Alaskan
wor kers, revenue for many Al aska businesses, and
infrastructure that benefits Al askan conmunities and
extends the |ife of production in existing fields.

To encourage full devel opnent of Alaska s resources,
we believe production taxes should be | owered. The
high base tax rate and the higher taxes due to the
additional progressivity tax are nmjor disincentives
to the high risk investnent opportunities required in
Al aska.

3:07:17 PM

Conmpani es |ike ExxonMbil are willing to accept the
risks of long-term capital intensive investnents when
there is a stable tax structure that allows and
encourages investnment and ensures a corresponding
opportunity for upside potential. Upsi de factors such
as increased production and higher prices should be a
benefit for risks taken, because conpanies are
certainly negatively inpacted when | ower than expected
production or prices occur. Whien you take away the
upsi de potential that conpanies can achieve you reduce
the overall attractiveness of those capital intensive
i nvest ments.
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Al aska faces significant challenges. Costs are high,
exploration is down and production continues to
decline. W all need to work together to achieve the
right balance - a balance that nmaximnmzes the benefit
to Al askans while encouraging industry to continue to
i nvest in Al aska.

3:08: 09 PM

W advocate a collaborative approach to develop a
sustai nabl e | ong-term resource devel opnent policy that
will encourage the needed investnents to build the
future of Alaska for nany generations to cone.

Al aska’s resource devel opnment policy should identify
and characterize st at e-wi de resource potenti al,
identify Kkey issues challenging exploration and
devel opnent and encourage investnent needed to
mtigate production decline. Such a policy should
al so consider key factors that inpact resource val ue,
such as research and technology, exploration and
devel opnent costs, regul atory and envi ronment al
consi derations, and |and access. A reassessnent of
Al aska's high production taxes is a critical part of
t hat | ong-termresource devel opnent policy.

3:09: 03 PM

Commttee Substitute to House Bill 308 is best
characterized as a first step toward what we believe
should be a conprehensive examnation of Alaska's
production tax structure.

It will take everyone working together to achieve that
| ong-term policy. Gover nent | eaders, i ndustry
representatives, contractors and citizens all stand to
benefit from devel opi ng Al aska' s resources.

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 Alaska's oil and gas resources.

3:09:41 PM

REPRESENTATI VE P. WLSON agreed that it wll take conprehensive
exam nation and working coll aboratively, which has been tried in
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t he past. She inquired whether M. Pittman believes that this
time collaborative work can be done so that both the state and
i ndustry benefit, and that things will not be like they were in
t he past.

MR. PITTMAN responded that as a newconer he cannot judge the
past and allowed that it is very conplex problem He said
ExxonMobi| focuses on large, long-term projects and therefore
| ooks at 30- to 50-year tine horizons, although sone in the
i ndustry are looking for returns in the next two to five years.
The state nust appeal to both types of investors, he advised, as
well as those that are mddle-terminvestors. Wile he does not
understand all of the taxes and their inplications, he is
worried that it is bigger than everyone in this room He
suggested that the state needs a long-term policy that people
can understand as they begin to nake those investnent decisions.

3:12: 30 PM

REPRESENTATI VE SEATON related that when ACES was being
considered, the mantra from ExxonMobil and others was that taxes
needed to remain stable and should not be changed. This is now
an internediate change, because once a gasline goes through
there will need to be negotiation on those taxes. He asked
whether M. Pittman is now saying that stability on the tax
system does not nean anything and the taxes should be changed.

MR. PITTMAN replied he appreciates that view and has heard it
bef ore. He said ExxonMbil is suggesting that sonmeone needs to
make that investnent decision know ng what that tax structure is
going to be for the next 30 years. If this is it, and it wll
never be changed, ExxonMbil can nake those decisions now.
ExxonMobi| has stated its opinion that the taxes are too high
and that it would help the state to |ower those taxes. He said
he thinks it would be beneficial if the state could tell people
what taxes will look like for the next 30 years and that those
taxes will not change, at least from the investnment decisions
that are made today. Taxes and fiscal policy are only one part
when nmeking a decision. The other parts include resource
potential in a prospect, whether it is gas or oil that is being
| ooked for, and political stability.

3:14: 22 PM
CO- CHAI R NEUMAN commented that ExxonMbil did ask for a stable

tax base and the legislature increased taxes with ACES, and now
after a couple of years there is concern by folks like the
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sponsor and the governor that production nmay have been affected.
He inquired whether industry is receptive to the provisions in
HB 308, such as nore and different credits.

MR. PITTMAN answered absol utely. He added, however, that there
is still a benefit to stability and he does not want people to
think that ExxonMobil is |ooking to change taxes every two years
only if it benefits the conpany.

3:15:25 PM

REPRESENTATI VE SEATON pointed out that there is the stable
system under statute to apply for royalty relief if a project is
uneconomni c. He asked whether the royalty relief is not
functional for ExxonMbil such that it prefers to have the taxes
changed.

MR. PITTMAN responded that the hypothetical answer to this
hypot hetical question is that ExxonMobil has to l|ook at the

econom cs of that particular project. If royalty relief is
needed to nove the project forward, ExxonMobil would obviously
entertain that. He said his overall nessage, however, is that

| egislators nust strike the right balance for Al aska and the
right balance for the state's investors, and then find a way to
make that a stable policy that can be counted on for the future.

CO- CHAIR NEUMAN remarked that in regard to royalty relief there
is a price for everything.

MR. PI TTMAN agr eed.
3:16: 53 PM

REPRESENTATI VE KAWASAKI inquired whether the $1 billion in
annual investnment nentioned by M. Pittman is for the oi
i ndustry as a whol e.

MR. PITTMAN replied that the nunmber is very conservative and he
suspects others would say a much |arger nunber. He said his
focus there was on the noney ExxonMbil spends just on well
enhancenents and workovers to try to keep that decline rate at
the 6 percent |evel. In further response, he said the $1
billion is ExxonMobil's best guess for the North Sl ope producers
that it is involved wth.

3:17:58 PM
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REPRESENTATI VE KAWASAKI  asked whether ExxonMbil would be
willing to provide legislators with a 10-year capital spending
plan if the entire legislature agrees not to change anything now
and agrees to not touch taxes for ten years.

MR PITTMAN answered that that would be a <challenge for
ExxonMbbi| as a conpany, and certainly for himas an individual.

CO CHAI R NEUMAN i nqui red whet her there are any guarantees on how
much oil and gas ExxonMobil will find in the next 10 years.

MR. PI TTMAN r esponded no.
CO- CHAI R NEUMAN sai d he did not think so.
3:18: 54 PM

REPRESENTATI VE KAWASAKI asked whether M. Pittman's statenent on
page 4 of his testinony that exploration is down refers to
ExxonMobi|l and the folks it does business with dollar-w se, or
is about the nunber of wells drilled, or about contracts.

MR PITTMAN replied his personal view is talking about the
decline rate and knowing how the State of Al aska is dependent
upon those revenues. Declines rarely go above 6 percent, and
while it can be larger, he is worried about what things wll
ook like in 10 years at even a 6 percent rate.

CO CHAI R NEUVAN recessed the neeting to a call of the chair.
6: 05: 39 PM

CO CHAIR NEUWAN called the neeting back to order at 6:05 p.m
Representati ves Kawasaki, P. WIlson, O son, Johnson, and Neuman
were present at the call back to order. Represent ati ve Seaton
arrived as the neeting was in progress.

6: 06: 34 PM

BRI AN WENZEL, Vice President-Finance, ConocoPhillips Al aska,
Inc. ("ConocoPhillips"”), stated that ConocoPhillips supports HB
308 as a step in the right direction for creating a nore
favorabl e investnent climate. He qualified that HB 308 does not
address all of the conpany's concerns with the current ACES tax
structure and the proposed anendnents are not an optimal
structure. He added that a nore favorable investnent climte
woul d create increased business confidence which would lead to
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i ncreased investrment in Alaska, which in turn would lead to nore
j obs and purchases of goods and services from Al askans, and nore
royalties and production taxes to the state.

6: 08: 52 PM

MR. WENZEL began his PowerPoint presentation with a map of
ConocoPhillips' assets on the North Slope [slide 2]. He said

ConocoPhillips is a 5 percent owner in Point Thonson, a 36
percent owner in Prudhoe Bay where "BP" is the operator, a 55
percent owner in Kuparuk where ConocoPhillips is the operator,

and a 78 percent owner in Alpine. Al of these assets, as well
as the conpany's assets in Cook Inlet, are subject to various
forms of governnent take, such as property tax, royalties,
production tax, state corporate income tax, and federal incomne
t ax. On average, governnment take in Al aska ranges from 65-75
percent, based on oil prices between $70 and $115 [per barrel].
This means that for a given $100 of net cash flow the producer
keeps only $25-$35 and the rest is governnent take of one form

or anot her. He explained that progressivity is dramatic when
| ooking at an incremental dollar. For exanple, if the price per
barrel goes up by $1, the narginal take on that increnental
dollar can be as high as 93 percent, |eaving the producer wth

only 7 cents fromthat $1.
6: 09: 46 PM

CO CHAI R NEUMAN requested M. Wnzel to address the concept that
while all the forns of government take mght total 80 percent,
the producer is left with a 20 percent net margin and nost
conpani es woul d consider a 3-4 percent margin as doing well.

MR.  WENZEL responded that the total take by the various
governnment forms is 65-75 percent of the net cash flow Wi | e
sone people mght view the producer's net nmargin as a
significant margin, it is ConocoPhillips' view that it is the
one taking the risk. At times, larger returns are received and
at other times the returns are zero or negative.

6:11: 33 PM
MR. WENZEL returned to his presentation, stating that HB 308
attenpts to partially rectify the extreme nature of the

progressivity that creates a marginal tax rate of 93 percent.

MR. VENZEL expl ained that as a result of investnent, the decline
profile shown on slide 3 is shallower than it would otherw se
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be. Everyone is looking to the day when technology allows the
devel opnment of heavy oil, Alaska North Slope (ANS) gas, and the
Quter Continental Shelf; however, this technology is at l|east 10

years away. ConocoPhillips is concerned about how to bridge the
gap between now and then so that production does not fall so
precipitously that it creates problens. ConocoPhillips believes
it is going to take another $40 billion in expenditures over the
next decade just to deliver the profile shown on slide 3. Less
investment will nean a faster decline rate.

6:13: 36 PM

COCHAIR NEUMAN related that at a presentation on 3/9/10,
Al yeska Pipeline Service Conpany ("Alyeska") said the decline
woul d reach 300,000 barrels [per day] within 8-10 years. He
asked for an explanation as to why the decline depicted on slide
3 is an additional 20 years out.

MR. VENZEL replied he has not listened to all of Alyeska's
comments, but he wunderstands that Alyeska has said that
significant operating issues [for TAPS] begin at 500,000 barrels
per day and 300, 000 barrels per day is worse.

6:14: 34 PM

CO- CHAIR NEUMAN offered his wunderstanding that at 300, 000
barrels a day the pipeline cannot be operat ed.

MR. WVENZEL answered he nust have m ssed that because he would
have thought Al yeska would say that [TAPS] can be operated, but
it just comes wth additional cost and difficulty, which is
sonmething everyone is concerned about. The point is that
Alyeska is questioning whether it wll be economc to operate
the pipeline at that point, and ConocoPhillips would agree. He
noted that the data on slide 3 is from the Departnent of
Revenue, not ConocoPhillips. He said ConocoPhillips would agree
that it is one nore reason for not letting production fall too
far before bringing on heavy oil or the Quter Continental Shelf.

CO- CHAIR NEUVAN added it is not just the economc, but also
actual physical properties such as viscosity, water, waxes, and
such.

MR. VEENZEL agr eed.

6:15:42 PM
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CO CHAI R JOHNSON observed that slide 3 is data forecast by the
Department of Revenue, and Alyeska's forecast at its 3/9/10
presentation was |less than projected by the departnent. He
i nqui red whet her ConocoPhillips has conducted a forecast or is
dependi ng upon the Departnent of Revenue.

MR. VENZEL responded ConocoPhillips is probably not depending
upon the Departnment of Revenue exclusively, but it did choose
the nunbers depicted on slide 3 because they are public nunbers.

ConocoPhil lips has not put out its own nunbers; it is a way for
the conmpany to get a total industry view as opposed to sinply
t aki ng ConocoPhillips' view and factoring it up.

6:16: 32 PM

MR. WVENZEL resuned his presentation, noting that slide 4 uses
production at the Kuparuk and Alpine oil fields to illustrate
the inportance of additional investnent. He explained that the

orange-colored portions of the two graphs depict the base
production off the initial asset investnent and the green-
colored portions depict the increnental investnent. The
increnental investnment is additional project developnent that
i ncreases production beyond what was originally expected and is
the type of investnent that helps to mtigate production
decl i ne.

MR. VWENZEL pointed out that the new projects being discussed

such as Point Thonson, Nikaitchuq, Liberty, and Oooguruk, are
relatively small in terms of remaining barrels over the next 40
years from 2010-2050 [slide 5]. According to a 2008 Depart nent
of Revenue forecast, the vast mgjority of remaining barrels wll
come from the core fields of Kuparuk, Prudhoe Bay, and Al pine.
Therefore, when structuring fiscal policy to incentivize
additional barrels, it is the view of ConocoPhillips that those
core fields are what should be | ooked at.

6:18:40 PM

MR. WENZEL noted that the 2009 Departnment of Revenue forecast
predicts a 20 percent reduction in production from the core
fields [slide 6]. The departnent steepened its decline rates
because it is now expecting |less recovery. He rem nded nenbers
that in a February [2010] presentation the Departnment of Revenue
showed a slide depicting investnment falling off dramatically in
the core fields. He said it is ConocoPhillips perspective that
the two are inextricably tied - |oosing investnent increases the
st eepness of decline.
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MR.  VENZEL reviewed ConocoPhillips' concerns regarding the

| eading indicators of problens in Al aska [slide 7]. He pointed
out that ConocoPhillips has been the state's |eading explorer
for many years. However, it wll not be drilling an exploration
well in 2010, the first time in 45 years that it has not drilled
an exploration well. O industry's four wells that are
permtted for 2010, he is wunsure whether all of them wll
happen. The dramatic decrease in industry exploration wells
[depicted by the graph on the left side of slide 7] cannot be
i gnor ed. He said the [14 percent] decline in industry well
conpletions [from 2007-2009] is a leading indicator to
ConocoPhillips of problens within the state. If wells are not

being drilled and are not being conpleted, new barrels of oil
are not being found and brought on.

6: 20: 55 PM

MR. VENZEL, in response to Co-Chair Neuman, said ConocoPhillips
is not drilling an exploration well in 2010 for a nunber of
reasons that are conbined together when naking decisions. One
reason is ConocoPhillips' view of prospectivity in some of its
acr eage. Anot her reason is that ConocoPhillips is spending a

fair anmount of noney in getting ready for exploration in the
comng years in the Chukchi Sea. An additional reason is the

fiscal system As ConocoPhillips looks into the uncertainties
of the future, and the average and margi nal take by the State of
Al aska, it gets to a point where it does not make sense. He

noted that ConocoPhillips is doing things in-field because that
is seen as a nuch nore efficient way to bring on additional
barrels.

6:22: 12 PM

REPRESENTATI VE KAWASAKI inquired as to ConocoPhillips' activity
levels in the other countries in which it operates.

MR. VENZEL responded he does not have a full laundry list, but a
few nonths ago Larry Archibald, Vice President of Exploration,
stated in a presentation that ConocoPhillips sees its operations
in the @lf Coast off Texas and in Australia as being nore
attractive reginmes for its exploration dollars than Al aska.

MR. VENZEL continued his discussion of leading indicators in
regard to drilling activity [slide 8. He drew attention to the
black line at the top of the graph depicting historic oil prices
and the green |line below that which depicts the US. oil rig
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count [from 2005 through 2009], and pointed out that they nove
up and down in tandem although the oil rig count is somewhat
delayed in its reaction given it takes awhile to get rigs
engaged or di sengaged. He said the troubling thing is that the
rig trend for core fields in Al aska, depicted by the red bars on
the graph, is flat or down from second quarter 2006 through
fourth quarter 2008, while the U S. oil rig count increased

steadily over this sane time frane. Addi tionally, oil prices
went up in late 2009 and the US. rig count responded
accordi ngly, but Al aska's rig count decl i ned. For
ConocoPhillips, this is a leading indicator of problens yet to

cone in Al aska, he said.
6: 24: 39 PM

MR. VENZEL, in response to Representative Kawasaki, explained
that the core fields being depicted on slide 8 are Kuparuk,
Al pi ne, and Prudhoe Bay, as was also depicted on slide 5. The
core fields represent 90 percent of North Slope production in
2009 and also represent the vast mpjority of expected remaining
barrels over the next 40 years relative to sonme of the other
projects that are going on today. He said ConocoPhillips thinks
the core fields are the areas of opportunity in ternms of
i ncentivizing new investnment and new producti on.

REPRESENTATI VE KAWASAKI asked whether the rig count has a direct
correlation to the volune of oil

MR WENZEL replied vyes, there is probably sone natura
correlation but it is not a direct I|inear formula. As an
i ndustry, the goal is to have nore rigs drilling because nore
rigs either finds nore barrels or brings on nore barrels when
conducting in-field drilling.

6:26: 32 PM

MR. VENZEL, in response to another question from Representative
Kawasaki, explained that the green line for the US. rig count
does not depict the actual nunber of rigs. He explained that he
normalized the line and forced it to neet the top of the red bar
for Alaska for the first quarter of 2005. The total nunber of
US. rigs is much larger than the red bars; he just brought the
green line down so the correlation could be seen. For exanpl e,
t he peak nunmber of U S. rigs for fourth quarter 2008 is 145.

6:28: 10 PM
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MR. WENZEL returned to his discussion of |eading indicators,
saying that the second |l|eading indicator of concern to
ConocoPhillips is the overall spending |evel. He said
ConocoPhillips has a different view than does the adm nistration
regarding the increasing levels of expenditures which have |ed
the admnistration to conclude that it is too early to decide
whether there is a problem com ng. He explained that the red
bars on slide [9] represent the industry's total capital and
operating expenditures, which increase from fiscal year 2007 to
2009 and which are forecast to decrease in fiscal year 2010.
The yellow bars adjust those expenditures for inflation and
these bars indicate that in reality those expenditures are flat
over this tinme frame, which is not indicative of a growi ng and
vi brant industry.

MR. VWENZEL noved to slide [10] and pointed out that investnent
is flat in devel opnent projects, which are the new production
projects that bring on new barrels. However, investnment is
increasing for rmaintenance/replacenent/repair projects, which
are projects that maintain current-|evel production. Thus, |ess
and less of the total expenditure is on rate-adding production
that puts nore barrels down the pipeline and brings nore revenue
to the state.

6: 30: 15 PM

REPRESENTATI VE SEATON noted that due to deflation the cost of
drilling wells and installing pipe has decreased. In regard to
slide 9, he surnmsed that this would raise the red bars fromthe
prior year where the costs were unitized higher.

MR. WENZEL answered the yellow bar, yes. To the extent that
deflation was seen, it would possibly reflect in a higher nunber
t here.

CO- CHAIR NEUVMAN asked whether ConocoPhilli ps’ year-to-year
operati ng expenses have ever decreased.

MR. WENZEL responded they have not in the recent past, but he
does not know further back than that.

6: 32: 00 PM
MR. VENZEL, in response to Representative Seaton, said the
expenses shown on slide 10 are not adjusted for inflation. He

said he thinks if they had been adjusted, the devel opnent
projects would be down a Ilittle and the maintenance/

HOUSE RES COW TTEE -42- March 10, 2010



repl acenent/repair would still be increasing but at a flatter
rate. He pointed out that for 2008 and 2009 nore than half of
the expense was going for nmaintenance/replacenent/repair as
opposed to rate-adding.

CO CHAIR NEUMAN inquired how the declining throughput in TAPS
for the years 2005-2009, would equate to the graph on slide 10.

MR. VWENZEL replied there would be a steady downward decline of
production through TAPS, so the costs per barrel are increasing

dramatically. In further response, he said the goal should be
to increase the height of the red bars [on slide 10] over tine
because ConocoPhillips believes that wll lead to nore
production which then |essens the slope of production decline;
however, there would still be production decline.

6: 33: 40 PM

REPRESENTATI VE W LSON observed that many factors happened at the
sane tinme, such as pipeline leaks that needed to be repaired
coupled with the econony falling and the declining production
She asked whether ConocoPhillips had to therefore shift its
noney from devel opnent to mai ntenance and repair.

MR. WENZEL presuned the question is whether ConocoPhillips has
some pre-set idea of how rmuch it is going to spend per year in
Al aska. He said that is not case; ConocoPhillips will spend as
needed to affect the necessary repairs and be able to operate
safely. At the sane time, the devel opnent projects in Al aska
conpete independently with other projects around the world and
those funds wll be allocated according to where it is nost
economc wth the |east amount of risk and uncertainties. Par t
of ConocoPhillips' concern in Alaska is that as that proportion
of mai ntenance and repair is masked by the overall increase, it
sees a greater decline in the future. ConocoPhillips wll get
through this repair of its 30-year-old assets and this bubble
will come off in 3-4 years, but addressing how to incentivize
devel opnent projects needs to be started now or it will be even
nmore difficult in the future.

6:36:12 PM

REPRESENTATI VE SEATON understood that nost of the production is
in the core fields, but that does not nean that nost of the
investnment is necessarily in the core fields. He inquired
whether there is a graph looking at the total investnment that
i ncl udes Poi nt Thonson and the other devel opnent projects.

HOUSE RES COW TTEE - 43- March 10, 2010



MR. WENZEL answered he does not have anything that splits out
the investnent by core field versus other fields. However,
pointing back to slide 5, he noted that the opportunity is in
the core fields; thus, he recomends setting up a fiscal system

that incentivizes nore investnment in those core fields. The
opportunity in Point Thonson, N kaitchuq, Liberty, and QOooguruk
is relatively small in ternms of remaining barrels. He said HB

308 makes sense because it expands the tax credit system to
apply to investnents in those core fields.

REPRESENTATI VE SEATON requested M. Wwnzel to provide the
commttee with material that |ooks at the total investnment for
both core and new projects.

6: 38: 08 PM

REPRESENTATI VE KAWASAKI asked how much of the nmmintenance
investment [on slide 10] is due to new requirenents by the
Departnent of Transportation & Public Facilities or other state
agenci es.

MR. VENZEL responded he does not have those nunbers and will get
back to nmenbers with that information

MR. VENZEL commenced his presentation with discussion of a third
| eading indicator - oil and gas enploynment [slide 11]. He
related that the admnistration sees increasing |evels of
enpl oynment . Enpl oynent peaked in md-2009, but has fallen in

the last few nonths. He said ConocoPhillips is of the view that
part of that enploynent increase is also driven by the increase
in spending on repair and refurbishment activities. He al so

noted that usage of the Kuparuk canp is down 20 percent.

REPRESENTATI VE KAWASAKI related that according to the |ast
[ Department of Labor & Workforce Devel opnent] report the tota

nunber of nonresident hires in the oil industry is increasing

He further related that another report regarding econonic trends
shows that the |argest percentage of increase in the oil sector
of new hires is from nonresidents. He requested M. Wnzel to
address this fromthe perspective of the industry as a whol e.

MR. WENZEL offered to speak to this when he gets to slide [16].

6: 40: 44 PM

HOUSE RES COW TTEE -44- March 10, 2010



VR. VENZEL resuned his presentation and addressed the
adm nistration's talk about additional projects that are being

approved and noved forward. He rem nded nenbers that Oooguruk
was sanctioned prior to ACES beconing effective, so there was no
chance to change the investnent decision. Bot h Oooguruk and

Ni kai tchuq had royalty relief to help their econom cs. Li berty
is not subject to the ACES tax system He said ConocoPhillips
is anare of $2 billion in projects that have been deferred since
t he passage of ACES. These projects include the [Prudhoe Bay]
| -Pad and gas partial processing project, [Wst Sak] 1N and 1P,
and the ultra | ow sul fur diesel (ULSD) topping plant.

REPRESENTATI VE KAWASAKI inquired with M. Wmnzel is alleging
that ACES is the cause of the deferral of these projects.

MR. VWENZEL replied he is indicating that $2 billion of projects

has been deferred since ACES was passed. Wil e he cannot say
why ConocoPhillips' working interest partners cane to their
conclusions, he can say that ConocoPhillips supported these

deferrals and the ACES tax | aw was part of that deci sion.
6:42: 36 PM

REPRESENTATI VE KAWASAKI asked whether changing ACES woul d nean
t hese projects would cone off the shelf.

MR. VENZEL answered he cannot prom se the projects would cone

off the shelf because ConocoPhillips is only a working interest
owner . However, ConocoPhillips supports HB 308 because it
provi des addi ti onal i ncentives for t hese proj ects and
ConocoPhillips would definitely re-evaluate these projects. | f

they net ConocoPhillips' hurdle rates, the conpany would try to
convince its working interest partners the sane.

6:43: 35 PM

MR.  WENZEL commenced his presentation with a $1 billion
i nvest ment exanpl e. He said the first exanple applied to an
of fshore project like the @lf of Mxico or the Chukchi Sea
where there is no production tax [slide 13]. The yellow bars on
the graph are the industry keep of the increnental cash flow of
profits off the project and the red bars are the governnent
t ake. It can be seen that as oil prices increase the investor
keep and governnent take are about the sanme, nmaking it a win-win
si tuation. However, for this same scenario of investnent and
oil prices in Alaska [slide 14], the investor keep renmins
relatively flat even when high oil prices are reached, resulting
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in a very unbalanced sharing of the upside. Thi s unbal anced
sharing is caused by progressivity in which the state governnent
takes a greater share of the net profits as oil price goes up.
He said investors in ConocoPhillips are not |looking for a
profile like the one on slide 14; investors are |ooking for
exposure to upside prices and a profile that is nore bal anced
i ke the one on slide 13.

6: 45: 23 PM

REPRESENTATI VE SEATON offered his hope that M. Wwnzel is not
suggesting Al aska should have the profile of zero production tax
and no royalty. He pointed out that slide 14 shows there is
protection on the downside at low oil prices when there is no
production tax, sonething that industry support ed.

MR, WENZEL responded ConocoPhillips would suggest that Al aska
find a way to provide a nore bal anced sharing of the upside. He
said HB 308 by no neans creates this profile, but is a step in
the right direction. As long as there is progressivity, there
is always a greater share going to the governnment on the upside.
In regard to industry support for protection on the downside, he
said ConocoPhillips at that time was not arguing for protection
on the downside. ConocoPhillips saw the natural balance of
having the downside be exposed also, but ConocoPhillips would
much rather be fully exposed or at I|east have a balanced
approach to the upside. He said investors believe in upside
price appreciation and understand the risk if prices go down.

6:47: 56 PM

REPRESENTATI VE SEATON presumed ConocoPhillips would be wlling
to have a per barrel flat tax when the price is below $50 as a
bal anci ng nechani sm

MR. VENZEL replied he cannot speak for the whole industry, but
should a nore balanced approach be created for the upside,
ConocoPhillips would definitely be willing to tal k about shaping
an appropriate tax systemthat applies to the downside. He said
that can already be seen today in ACES where there are
protections, and in royalty fees which are flat regardl ess of
oil prices. Additionally, ACES has a graduated floor tax that
currently provides protection for the state on the downsi de.

REPRESENTATI VE SEATON said it is production tax that is being
tal ked about here, not the state's ownership share in royalties.
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He said he appreciates M. Wnzel's comments and as things go
forward he will |ook at the taxes bel ow $50.

CO CHAIR NEUMAN stated that other conpanies that have testified
have said it is not so nuch production tax but the nyriad of
ot her things that al so happened in ACES.

The conmttee took an at-ease from6:49 pm to 6:56 p. m
6: 56: 39 PM

MR. WENZEL pointed out that the charts he is displaying show
total governnment take, not just production tax. Production tax
drives the progressivity. Total governnent take includes state
i ncome tax, property tax, production tax, and royalty.

MR.  WENZEL discussed another l|eading indicator - production
[slide 15]. He said the historical production decline rate is 6
percent, and Conoco Phillips believes it will take another $40
billion over the next decade just to deliver that 6 percent
decline rate. W t hout t hat $40 billion i nvest nment,
ConocoPhillips believes the natural decline rate would be 10-16
percent, which would rmake it very difficult to run TAPS.

6: 58: 05 PM

MR. WENZEL noted that his whole presentation is about the
i nportance of investnent for delivering production and for
delivering jobs. He pointed out that the Departnent of Revenue
forecast is for only a 2.5 percent decline rate. Delivering a
2.5 percent decline rate requires finding a way to incentivize
new, additional investnent above the $40 billion, he said. It
is not just about whether enough is being invested today, but
al so about what is being done to increase investnent.

MR. WENZEL addressed Representative Kawasaki's question about

enpl oyment [slide 16]. He said 88 percent of ConocoPhillips
direct enployees are Al aska residents. However, the vast
majority of people working on ConocoPhillips operative assets

are enployees of subcontractors and the majority of those
enpl oyees are al so Al aska residents [ASRC Energy Services - 81.5
percent, Doyon Universal Services - 92.9 percent, Kuukpik Arctic
Catering - 92.8 percent, Doyon Drilling - 89.8 percent,
Hal I i burton Energy Services - 74.3 percent, and Nabors Al aska
Drilling - 78.1 percent].

7: 00: 02 PM
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REPRESENTATI VE SEATON, in regard to slide 15, asked what the
ltability risk is for dismantling, renoval and restoration
(DR&R) should the conpanies decide not to invest and the TAPS
t hroughput subsequently goes bel ow t he necessary m ni num

VR. VWENZEL answered the dismantl|enment and refurbi shnment
activities are not a risk, but a reality; the conpanies have

that obligation at sone point in tine. It is to the advantage
of both the industry and the state to delay that period as |ong
as possible because that would nean oil is still being produced
and shi pped.

REPRESENTATI VE SEATON inquired whether ConocoPhillips |ooks at
investing in well-related activities so as not to incur the
significant costs of DR&R sooner rather than |ater.

MR. VENZEL responded no, that is not part of ConocoPhillips'
consideration in terns of how quickly it mght be faced with its
DR&R liabilities. ConocoPhi | l'i ps knows those are out there and
is accruing for them ConocoPhillips is very nmuch notivated by
production, just as the state is, and wants to increase
production wherever, whenever, and as quickly as possible. For
ConocoPhillips it is all about how to continue or increase
production in an econom c fashion.

[ Co- Chair Neunan passed the gavel to Co-Chair Johnson. ]
7:02: 53 PM

MR, WENZEL reiterated that ConocoPhillips supports HB 308,
saying that while the bill does not go far enough, it is a step
toward creating a nore favorable investnent climate that builds
busi ness confidence [slide 17]. The bill woul d reduce
progressivity which would create a nore balanced risk/reward
environment, incentivize new investnent in core and new fields,
and support increased long-term jobs and investnent in riskier
proj ects. The bill would provide expanded credits for expense
activities which would incentivize well-related activity inside
the core fields. The bill would provide for restoration of the
3-year audit period, sonething that is inportant to the state as
well as the taxpayer to ensure that both are aligned in their
interpretation of the tax law and the regul ations. The bi l
woul d provide waiver of interest due to delayed regulations,
which is the only fair way to do this. Lastly, HB 308 would
provide a nore reasonable interest rate that is nore in keeping
with other states and ot her commercial contracts.
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7:05:17 PM

MR. VENZEL summarized, stating that ConocoPhillips sees severa
| eading indicators that cause it concern. It is past time to
make a change to the production tax systemin Al aska because the
government take is too high. The nost |everaging way to adjust
that, while still creating a senblance of a bal anced sharing of
the upside wth the state, is to adjust the progressivity, and
HB 308 attenpts to do that. The nunber of wells and rigs are
down, expenditures on the North Slope are flat after taking out
inflation, developnment expenditures are down, enploynment s
trending down, canp usage is down 20 percent, and there are $2
billion in deferred projects that are partly due to ACES.
Production decline is key to everyone, he stressed. It will
require $40 billion over the next decade just to maintain the 6
percent decline rate, yet the state is projecting only a 2.5
percent decline; therefore, a way nust be found to incentivize
dramatically nore investnent on the North Slope. He said HB 308
is an opportunity to create a climte that is nore favorable
toward future investnent, future jobs, and future revenues for
both the industry and the state.

7:07:04 PM

REPRESENTATI VE SEATON asked whet her ConocoPhi |l l'i ps has
estimation that it will be able to declare actual expenses now
that there is no longer the standard deduction for the core
fields. He understood that actual expenses exceeded the

standard deduction that was put in place during the tine period
t hat ACES regul ati ons were not yet adopt ed.

MR. VWENZEL replied he believes the nunber put out by the
Department of Revenue was $300-$400 nmillion in expenditures that
were not allowable because of the standard deduction. Thus,
those expenditures will cone into play and wll reduce the
profitability per barrel, which reduces the progressivity going
into 2010. He said it is not a standard deduction like a state
incone tax and is not a sinple way to take just one deduction

and not have to prove it. In reality, all expenses nust stil
be proved up to that nunber, which neans it does not save
effort. Rather, it is a cap on expenditures and ConocoPhillips

believes it is an inappropriate cap because all expenditures are
legitimate and shoul d be deductible against a net profits tax.

[ Co- Chair Johnson returned the gavel to Co-Chair Neuman. ]
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7:09:35 PM

REPRESENTATI VE SEATON said he does not disagree with M. Wnzel
He inquired whether M. Wnzel knows how rmuch the profitability
nunbers wi Il be noved downward

MR. VENZEL answered he has not done that calculation to see what
it does in ternms of changing the production tax value (PTV) per
barrel of oil equivalent (BOE). He offered to provide the
cal cul ation for nenbers.

7:10: 37 PM

REPRESENTATI VE KAWASAKI asked how nuch ConocoPhillips intends to
spend for capital infrastructure in the state of Al aska over the
next 10 years under the current ACES provisions.

MR. VENZEL responded that nunber has not yet been set.
REPRESENTATI VE KAWASAKI inquired how much ConocoPhillips would
intend to spend on capital infrastructure in the state of Al aska

if HB 308 was passed.

MR. VENZEL replied he cannot say, but that he can say it would

create a nore favorable business climte and will, in the view
of ConocoPhillips, incentivize new investnment.
7:11: 34 PM

REPRESENTATI VE KAWASAKI asked why M. Wenzel has not nentioned
the local hire provision of HB 308 as one of the reasons for
ConocoPhi | I'i ps' support of the bill.

MR. WENZEL answered there was a fair anmount of debate on that
provision at earlier hearings and he does not want to start that

debat e. If the provision stays in the bill, ConocoPhillips
woul d be happy to see it there because it has a defensible and
i npressive record on Al aska hire. That aside, ConocoPhillips
woul d support the bill for the reasons he has suggest ed.

7:12: 30 PM

REPRESENTATI VE KAWASAKI inquired whether ConocoPhillips has
cal cul ated how much nore noney it would have nade if ACES and
progressivity not been in place.
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MR. VENZEL responded no. He said the question is nulti-fold as
to whether to go back to ELF or PPT, and it is not considered a

| oss because ConocoPhillips pays its taxes under the |law of the
day. However, ConocoPhillips talks to nenbers and recommends
changes it thinks are necessary for creating a healthy and
vi brant oil industry and econony for Al aska.

7:13:19 PM

CO CHAI R NEUMAN asked whet her ConocoPhillips knows how nmuch oi
and gas it is going to produce in the next 10 years.

MR. VENZEL replied no.

CO CHAI R JOHNSON said he thinks nenbers are asking M. Wnzel to
give certainty in an area that no one could give certainty to,
and the crux of the argunent is if the legislature does this,
then what w Il ConocoPhillips guarantee. However, guarantees
are few and far between, whether for the state or industry.

7:14: 03 PM
REPRESENTATI VE SEATON inquired at what point ConocoPhillips

woul d decide that this is an unstable tax regine because it is
bei ng changed every two years or so.

MR. WENZEL allowed that Representative Seaton is correct. At
the tinme of the nopbst recent change, ConocoPhillips was
definitely concerned, and is still concerned, about the business
climate in Al aska. He said ConocoPhillips is not |ooking for
stability at the tax system that exists today. Wi | e

stabilization of the tax system today would provide certainty
for decision making, he is afraid it wuld be a negative
decision for ConocoPhillips. He strongly suggested that the
state and legislature find a way to change this tax system and
create one that provides a nore balanced sharing of the upside
and a nore incentivizing environnent.

7:15:51 PM

CO- CHAIR NEUMAN understood that M. Wnzel 1is before the
comm ttee because ConocoPhillips is concerned about the effects
ACES has had over the past two years and woul d accept changes to
ACES to nmake a nore appropriate business environnent.
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MR. VENZEL answered correct, ConocoPhillips thinks there is an
opportunity to bring nore investnent and production to the state
than there would be w thout the change.

7:16: 35 PM

CO CHAI R NEUMAN hel d over HB 308.

The commttee took an at-ease from7:16 p.m to 7:18 p. m

HB 369- | N- STATE Pl PELI NE/ COORDI NATCR / TEAM

7:18: 54 PM

CO CHAI R NEUMAN announced that the third order of business is
HOUSE BILL NO 369, "An Act relating to an in-state natural gas
pi peline, the office of in-state gasline project manager, the
Joint In-State @Gasline Developnent Team and the In-State
Gasline Steering Conmttee; and providing for an effective
date." [Before the committee was Version E, the proposed
commttee substitute for HB 308, |labeled 26-LS1527\E, Cook,
3/2/10.]

7:19: 08 PM

COCHAIR JOHNSON noved the conmittee adopt a new proposed
commttee substitute for HB 308, |labeled 26-LS1527\S, Cook,
3/10/10 ("Version S"), as the working docunent.

CO- CHAI R NEUVAN obj ected for explanation purposes.

TOM WRI GHT, Staff, Representative Mke Chenault, Alaska State
Legi slature, explained that the changes incorporated into
Version S are nostly deletions of items from Version E. The
provision for an In-state Gasline Steering Commttee was
removed, the duties of the steering conmttee were noved to
subsection (a) of the provision for the Joint In-state Gasline
Devel opnent Team and the conflicts of interest and ethics
provision for steering commttee nenbers was renoved.

7:20:15 PM

CO CHAI R NEUMAN asked whether Representative Seaton's concerns
are addressed by Version S.

MR. WRI GHT responded he would prefer to let the sponsor discuss
t hose concerns | ater.
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COCHAIR JOHNSON inquired why the provision for a steering
comm ttee was renoved.

MR WRIGHT replied a nunber of nenbers thought the steering
commttee would be sonmewhat cunbersone. The reason for having
the steering commttee provision was to ensure good public
participation in the devel opnment of the gasline. Renoval of the

commttee does not preclude the Joint In-state Gasline
Devel opnent Team from calling on others with the expertise or
calling on affected communities when the need arises. In
response to Co-Chair Neunman, he added that the sponsor hopes
there will be a |lot of public participation in this process.
7:22:27 PM

CO- CHAI R NEUMAN renmoved his objection to Version S. There being
no further objection, Version S was before the conmttee.

The commttee took an at-ease from7:23 p.m to 7:24 p.m
7:25:01 PM

REPRESENTATI VE SEATON noved Anmendnent 1 witten as follows
[original punctuation provided]:

Page 3, line 18, following "comunities,"”
Insert "the cost of transporting natural gas to
ot her locations in the state,"

Page 3, line 26, followng "tidewater":

Insert "in the state and to other locations in
t he state”
Page 5, line 5, following "state":

I nsert "and to other locations in the state"
CO- CHAI R JOHNSON obj ected for discussion purposes.

REPRESENTATI VE SEATON expl ai ned that the proposed Joint In-state
Gasline Devel opnent Team would exist for quite sone tine and
after a North Slope pipeline is constructed to tidewater, a
nunber of in-state gaslines nay be devel oped. Anmendnent 1 would
give this team the authority to look at these other in-state
pipelines to provide natural gas to residents at reasonable
cost. He said there are three different places where |anguage
woul d be inserted into Version S

HOUSE RES COW TTEE - 53- March 10, 2010



7:27:08 PM

REPRESENTATI VE SEATON, in response to Co-Chair Neuman, noted
that the first insertion on page 3, line 18, does not nean the
state would be subsidizing; rather the state would be conputing
and | ooking at plans for delivery and costs.

REPRESENTATI VE M KE CHENAULT, Al aska State Legislature, sponsor
of HB 369, stated that while he supports the idea of the cost
for transportation, he is concerned that it would dilute the
maj or focus of costing out an in-state gasline so that it can be

nmoved forward. The provisions of Anmendnent 1 would need to
becone a part of the process if this process does go forward
but now may not be the right tinme to include them He is

concerned about spending tine and effort to study these other
transm ssion lines rather than getting to the real problem of a
main line for in-state gas.

7:29: 51 PM

CO- CHAIR NEUVMAN surmised it is the sponsor's intent that once a
big in-state gasline is devel oped, gas be delivered to as many
comunities as possible.

REPRESENTATI VE CHENAULT answered correct.

REPRESENTATI VE SEATON argued that Anmendnment 1 does not dilute
anything, given all the team duties that are outlined on page 3,
starting at line 11.. The intent and structure of Amendnent 1
is for after an in-state gasline is built, so its provisions
woul d not come ahead of building a gas pipeline.

7:32: 24 PM

REPRESENTATI VE CHENAULT reiterated his agreenent wth where
Representative Seaton is headed because, in tine, every area of
the state will need to be |ooked at. However, his concern is
that the state nmust first focus on developing and building a
mai n |ine before | ooking at the other options.

CO CHAI R JOHNSON added that the reason for HB 369 is because the
state has taken its eye off building an in-state gasline. He
said Amendnment 1 did not concern himat first, but after hearing
the sponsor's concern he nust agree about staying focused,
al t hough he, too, supports where Representative Seaton i s going.
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CO- CHAIR NEUMAN offered his support for where Representative
Seaton is going, but said he agrees with staying focused.

7:34:41 PM

CO- CHAIR JOHNSON noved that Anmendnent 1 be divided into three
parts: lines 1 and 2 becomng Anendnment 1, lines 4 and 5
becom ng Amendnent 2, and lines 7 and 8 becom ng Amendnent 3.

REPRESENTATI VE SEATON said he would consider that a friendly
amendnent .

CO CHAIR NEUMAN opened discussion on the new Anmendnment 1
consisting of lines 1 and 2 of fornmer Anendnent 1, witten as
follows [original punctuation provided]:

Page 3, line 18, followng "comunities,"”
Insert "the cost of transporting natural gas to
ot her locations in the state,”

7:35:39 PM

REPRESENTATI VE SEATON said that if the bill does not |ook at the
communities he represents, then they will be out of the picture
forever because there would be no authorization in statute to do
so subsequent to conpletion of the main in-state gasline. Thus,
he would like to request that lines 16-18 on page 3 of Version S
be del eted, because they would also deflect from the main focus
of constructing an in-state gasline. He noted that l|ines 16-18
do exactly the same thing for other comunities in the state as
Amendnent 1 would do for his communities.

7:37: 04 PM

REPRESENTATI VE OLSON inquired whether Honer and Seward are
consi dered coastal conmunities.

REPRESENTATI VE SEATON offered his belief that the construction

of line 18, page 3, Version S, "Yukon river and coastal
comunities" would probably be tied together as the coastal
communities along the Yukon River. Addi tionally, the pipeline
specified in line 18 is for liquefied natural gas or propane

not natural gas.

7: 38: 00 PM
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CO- CHAIR JOHNSON inquired whether Representative Seaton 1is
| ooki ng for propane to go to his communities as well.

REPRESENTATI VE SEATON reiterated that the coastal conmunities on
line 18 are in reference to liquefied natural gas or propane.
H's comunities would be served by a transm ssion pipeline after
a mainline has been built from the North Slope and ties into
Sout hcentral . If it is being said that the parallel [|anguage,
"the cost of transporting natural gas to other |ocations", is
superfluous and detrinmental to a pipeline, then the same could
also be said of the language on lines 16-18 which states,
"delivery and costs of natural gas to communities along the
pi peline route, nmanufacturing opportunities for gas-to-liquids

pl ans for delivery and costs of liquefied natural gas or propane
to Yukon river and coastal comunities".

7:39: 30 PM

CO- CHAIR NEUVAN stated that lines 16-18 relate to being along
the way of a main in-state gasline.

CO- CHAIR JOHNSON renmoved his objection to Anmendnent 1, saying
the nore this has been explained to himthe nore he likes it.

CO- CHAI R NEUVAN obj ected to Anendnent 1.

REPRESENTATI VE CHENAULT, after looking at how lines 16-18 are
witten, said he can nore or |ess agree with Representative
Seat on. He changed his objection and accepted Amendnent 1,
saying he does not want nenbers of the legislature or residents
of Al aska to feel shortchanged.

CO- CHAI R NEUVAN wi t hdrew his objection. There being no further
obj ection, Anendnent 1 was adopt ed.

7:41:49 PM

REPRESENTATI VE SEATON noved Anendnent 2 witten as follows
[original punctuation provided]:

Page 3, line 26, following "tidewater":
Insert "in the state and to other locations in
the state"

REPRESENTATI VE SEATON explained there was earlier discussion
about whether tidewater could be a Canadian port or sonething
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el se. Amendrment 2 clarifies that "tidewater” is a tidewater
port in the state as well as other locations in the state.

7:42:53 PM

CO CHAIR NEUMAN noted that the duty of the team is to consider
all aspects. He asked how far out those duties would extend;
for exanple, tankers associated with a liquefied natural gas
(LNG facility.

REPRESENTATI VE CHENAULT, in regard to Amendnent 2, said Version
S states to select a route for an in-state natural gas pipeline
from the North Slope to tidewater. It is his intention the
conpletion of that pipeline is at tidewater in the state of
Al aska and not in Canada or el sewhere.

7:44. 12 PM
COCHAIR NEUVAN related that "Shell" intends to put LNG
facilities on floating platforns. He presuned the sponsor's

intent is not to have a floating platform for an LNG export
facility in the northwestern corner of the state, but to bring
gas to the core area of the state through the Rail belt.

REPRESENTATI VE CHENAULT responded his intent is tidewater in the
Sout hcentral region of the state. He said it is not the
intention of HB 369 to go to the Bering Sea in any form or
fashion with the main pipeline. Addi tionally, he believes any
ports in the Chukchi or Beaufort seas would be too shallow to
accommodate an LNG tanker. In further response to Co-Chair
Neunman, he said that when originally proposed, the in-state gas
pipeline was to go to Valdez because that is a deepwater port
that can handle tankers |large enough to economcally carry the
LNG all over the world. Cook Inlet is not as deep as Prince
W1 1liam Sound, which requires the use of smaller tankers for the
LNG facility that is shipping to Japan.

There bei ng no objection, Amendnent 2 was adopt ed.
REPRESENTATI VE SEATON el ected not to offer Anendnent 3.
7:48: 17 PM

REPRESENTATI VE KAWASAKI noved to adopt Anendnment 4 witten as
follows [original punctuation provided]:

Page 3, line 22:
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Delete "by July 1, 2011, and take actions
necessary"

Page 3, line 23:

Del ete "2015."

I nsert "2016. The devel opnent team shall neke a
commercial offering by July 1, 2011. The comrerci al
of fering nust consist of the issuance of a request for
proposals to potential in-state natural gas pipeline
project developers who wll ow the project or a
portion of it. The request for proposals nust require
that commercial evaluations in the proposals be based
on engineering and permtting conpleted by the state
and its contractors and that proposal s include
rei nbursenent for the cost incurred by the state of
engi neering work and gathering and interpreting data.
The request for proposals nust include notice that
proposals will be analyzed by the state, together with
terns and conditions for selection. The devel opnent
team shall report to the legislature on the date the
comercial offering is ready."

Page 4, line 8:
Delete "for construction of"
Insert "to neet construction deadlines for"

Page 4, line 15:

Delete "by July 1, 2011, and report to the
| egi sl ature by that date"

Insert "to enable natural gas to flow down the
pi peline by 2016"

CO- CHAI R JOHNSON obj ect ed.
7:48: 41 PM

REPRESENTATI VE KAWASAKI expl ai ned that Anendnent 4 is simlar to
an anmendnment to Version E that was offered [and w thdrawn] by
Co- Chair Johnson on [3/8/10]. He said Amendnent 4 is conformng
| anguage as nentioned by M. Bob Swenson, In-state Gas Project
Manager [on 3/8/10]. The amendnment would require that the
entity building the pipeline reinburse the state for its
engi neering costs.

CO CHAI R JOHNSON nai ntai ned his objection to Arendnent 4.

7:50: 04 PM
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CO- CHAIR NEUMAN said he strongly objects to Amendnent 4. He
recal l ed that during discussions on [3/8/10] there was a probl em
with the word nust. If the state nust receive 100 percent
rei nbursenent of its engineering expenses through purchase of
the permits for the pipeline, and the purchase offer does not do
this, then this pipeline could not happen. He argued that the
purchaser will be spending billions of its own dollars to build
the gasline and diversify the state's econony; thus, it does not
hurt the state to have its own noney in the game, which is
sonet hing that states and communities do all around the world.

7:52:37 PM

CO CHAI R JOHNSON agreed with Co-Chair Newran, saying Amendnent 4
could exclude a viable builder of the in-state pipeline. Thi s
should be a decision that is nmade by nmenbers of the |egislature
at that tine should the purchase offer not be for a 100 percent
rei mbur senent. He said he wants to send the signal that Al aska
is invested in this project and wants to make it happen. There
could be negotiations at the time to get the noney back through
tariffs. He said he objects to Arendnent 4 for the sane reasons
he had on [3/8/10].

7:53:51 PM

REPRESENTATI VE SEATON, on behalf of Representative Chenault,
moved friendly Anmendnent 1 to Anendnent 4, as follows:

Li ne 13:

Del ete "state"

Insert  "Joint [ I n-state] Gasline Devel opnent
Teant

CO- CHAIR NEUMAN objected, reiterating his opposition to the
requirenent that the state be reinbursed for 100 percent of its
expenses. In response to Representative Seaton, he renoved his
objection to Anmendnent 1 to Anendnment 4, but nmaintained his
obj ection to Anendnent 4.

There being no objection, Amendnment 1 to Amendnent 4 was
adopt ed.

7:57:28 PM

COCHAIR NEUMAN said his interpretation of Anmendnent 4, as
anended, is that if the state does not receive a purchase
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pr oposal that provides 100 percent reinbursenent of its
expenses, the in-state project will not go forward.

CO CHAIR JOHNSON said he does not read the amendnent quite like
that, although he did at first and for which he apol ogizes. He
pointed out that the |anguage says "include reinbursenent”; it
does not say full reinbursenent. Thus, a proposal of just $1 in
rei mbursenment would qualify.

CO- CHAIR NEUMAN said he would be nore confortable with line 9
stating "may" require instead of "nust" require.

REPRESENTATI VE CHENAULT agreed wi th Co-Chair Neunan.

8: 00: 32 PM

COCHAIR JOHNSON said it is inmportant to retain the word "nust"”
on line 9 to ensure proposals are based upon engineering and
sound econom CS. He suggested the word "may" be inserted on
line 11 after "proposals" because that would acconplish the sane
goal of not requiring full reinbursenent of the state's
expenses, but still requiring that the commercial proposals be
based upon the state's engineering and permtting. He offered

Amendment 2 to Anmendment 4 as fol | ows:

Line 11, after "proposals":
| nsert "may"

REPRESENTATI VE KAWASAKI accepted the anendnent. There being no
obj ection, Amendnment 2 to Anmendnent 4 was adopt ed.

8:03:40 PM

REPRESENTATIVE P. WLSON asked why Representative Kawasak
believes the followng Ianguage needs to be included in
Amendnent 4:  "proposals may include reinbursenent for the cost
incurred by the state of engineering work and gathering and
interpreting data."”

REPRESENTATI VE KAWASAKI replied the state spends a |ot of noney
collecting data that is utilized by the public, such as aeria
mappi ng and right of way information. Since public noney is
being used for this project, it is fair to ask that the private
conpany undertaking this project repay the state in return for
recei ving val uabl e i nfornmation.

8: 06: 05 PM
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REPRESENTATI VE SEATON added he is nore confortable wth
Amendnent 4 as now anended because the word "may" allows the
latitude to not collect full reinbursenment should the project
not be fully econom c.

REPRESENTATI VE OLSON i nquired whether the naker of the anmendnent
objected to the Alaska Gasline Inducenment Act's $500 nillion
si gni ng bonus.

REPRESENTATI VE KAWASAKI answered he does not renenber.
8:07: 43 PM

CO CHAIR JOHNSON nmoved Anendnent 3 to Anendnent [4] to delete
lines 1-2.

REPRESENTATI VE KAWASAKI obj ect ed.

CO CHAIR JOHNSON opined that renoval of the deadline date from
HB 369 would soften the wurgency of building the pipeline.
Pressure needs to be continued and the team needs enpowernent to
nove as qui ckly and expeditiously as possible.

CO CHAIR NEUMAN agreed, saying the purpose of HB 369 is to
provi de dates and ensure that work toward a pipeline continues
as fast as possible. He would Iike to see construction ready by
July 1, 2011; therefore, he wants to see deadlines and an
aggressive tinmeline.

8:09: 40 PM

REPRESENTATI VE CHENAULT, in response to Representative Seaton,
said Anendnent 4 is the sanme as an anendnent that was seen on
[3/8/10], and it would delay the project. He said he objects to
Amendnent 4 and agrees with the co-chair about noving an in-
state pipeline forward on an aggressive schedul e. He related
that he told the admnistration he has no problem with the
proposed fiscal note of $380 mllion, given that $500 mllion
was provided for the pipeline project outside of this one.

8:11: 38 PM
REPRESENTATI VE KAWASAKI nai nt ai ned hi s objection.

A roll call vote was taken. Representatives P. W/ son, Johnson
Seaton, dson, and Neuman voted in favor of Amendnent 3 to
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Amendrent 4. Representati ve Kawasaki voted against it.
Therefore, Amendnment 3 to Amendnent 4 passed by a vote of 5-4.

8:13:17 PM

CO CHAI R JOHNSON nmoved Amendrment 4 to Amendnent 4 to delete the
entirety of |ines 16-22.

REPRESENTATI VE KAWASAKI obj ect ed.
CO- CHAIR JOHNSON said this anmendnent speaks to the sane thing of
| engthening the dates, and the purpose is to construct a

pi peline as qui ckly as possible.

REPRESENTATI VE KAWASAKI wi thdrew his objection. There being no
further objection, Amendnent 4 to Amendnent 4 was passed.

8:14: 44 PM
CO- CHAI R JOHNSON noved Anmendnent 5 to Amendnent 4 as fol |l ows:

Li ne 5:
Delete "Delete '2015.'"

Li ne 6:
Del ete "2016."

There being no objection, Arendnent 5 to Amendnent 4 was passed.
8:16: 27 PM

REPRESENTATI VE OLSON noved Amendnent 6 to Anendnent 4 to delete
lines 6-14.

REPRESENTATI VE KAWASAKI obj ect ed.

CO- CHAI R NEUVAN supported the anendnent.

REPRESENTATIVE P. WLSON said she thinks lines 6-14 are good
because the comrercial proposals and the evaluations need to be

based on facts.

[ Menbers di scussed the protocol of Anmendnment 6 to Anendnent 4
versus voting for Amendnent 4, as anended. ]

A roll call vote was taken. Representatives O son and Neuman
voted in favor of Anmendnent 6 to Anendnent 4. Represent ati ves
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Kawasaki, P. WIson, Seaton, and Johnson voted against it.
Therefore, Amendnment 6 to Amendnent 4 failed by a vote of 2-4.

8:21:28 PM

COCHAIR JOHNSON wi thdrew his objection to Anmendnent 4, as
anended.

REPRESENTATI VE OLSON obj ected to Amendnent 4, as anended.

A roll call vote was taken. Representatives Seaton and Kawasaki
voted in favor of Amendnent 4, as anended. Represent ati ves
A son, P. WIson, Neuman, and Johnson voted against it.
Therefore, Anmendnent 4, as anended, failed by a vote of 2-4.

8:23:57 PM

REPRESENTATI VE SEATON noted that at an earlier neeting he had
i nquired about how an open season would be conducted by the
Regul atory Commi ssion of Alaska (RCA) and whether the pipeline
woul d be a common carrier or a contract carrier under HB 369.

CO- CHAIR NEUMAN said the information Representative Seaton had
requested about pipeline corridor statutes on comon carriers
was delivered just prior to the start of this nmeeting, and those
corridors are not included in HB 369.

8:25:17 PM

REPRESENTATI VE SEATON clarified he is referring to the July 1,
2011, date on page 4, line 15. He said M. Swenson was to
report back about whether the pipeline would be a common carrier
or contract carrier and how HB 369 would deal with that.

CO CHAI R NEUVAN sai d he believes that is yet to be determ ned.
REPRESENTATI VE CHENAULT agr eed.

ROBERT SWENSON, Project Manager, In-State Gas Project, Al aska
Ment al Health  Trust Land Ofice, Depar t ment of Nat ur al
Resources, stated he does not have the expertise to answer the
guestion. He did visit wwth M. Balash and his understanding is
that an in-state pipeline would be required to be conmon carrier
pi peline that is regulated by the RCA

8:27:37 PM
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CO CHAI R NEUMAN presuned that current plans include bringing in
collector pipes and to re-distribute gas throughout the state to
act as a conmon carrier.

VR. SVENSON responded correct; it is to mximze the
distribution of gas to consuners within the state.

REPRESENTATI VE SEATON inquired whether under RCA jurisdiction
any new gas finds would be excluded from being carried in the
pipeline or rolled into the pipeline.

MR. SWENSON understood that if a producer and a consuner are
using 100 percent of the pipeline and another producer wants
access to that line to provide gas to a consuner, then that
access would have to be allowed in a commopn carrier system
Under a contract carrier system the contract would take
precedence and access to that pipeline would then have to be
t hrough expansi on.

8:29: 34 PM

REPRESENTATI VE SEATON said he thinks it is very inportant for
nmenbers to be able to tell the people of the state that this is
an open access pipeline under HB 369.

CO CHAI R NEUMAN comment ed that having as nuch deliverable gas as
possible will keep the costs down.

REPRESENTATI VE SEATON said he is unfamiliar with pipelines that
woul d be regulated by the RCA and since that is the intention
with this pipeline it is good to know that information.

CO- CHAIR NEUVAN opened public testinony, then closed it after
ascertaining that no one wished to testify.

8:31: 22 PM

REPRESENTATI VE P. WLSON asked whether the intent is still to
have requests for proposals, given that Amendnent 4 fail ed.

REPRESENTATI VE CHENAULT answered that is exactly what he is
after. Wen a proposal is put together, decisions wll be mde
whether to have a pipeline conpany or the state build the
pi peline. The reason for HB 369 is because he would like to see
the state get to this point sooner rather than later. Thi s
project is only one of several options, but it cannot be an
option without information on whether it is a viable project
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He is interested in providing gas to communities throughout the
state at every opportunity possible. The intent is to get to a
project that can actually be |ooked at by conbining the talents
of the agencies that have been |ooking at a pipeline over the
past years.

8:35:13 PM

REPRESENTATI VE CHENAULT, in response to Co-Chair Neuman, said it
seens like the state continues to delay on this project and wll
be in the position of wshing it had started earlier.

CO- CHAI R NEUVAN opined that HB 369 is about thousands of good-
payi ng jobs throughout Al aska. This project would enpower
communities and enable them to finance their own destinies
rather than relying on state funding, and it is a priority
project for 82 percent of Al aska's residents. He warned that 90
percent of Alaska's revenue is comng fromjust three conpanies,
and the state nmust diversify its econony to change this.

8:38:26 PM

CO- CHAIR JOHNSON noved to report HB 369, Version 26-LS1527\S
Cook, 3/10/10, as anended, from the commttee wth individual
recommendati ons and any acconpanying and forthcomng fiscal
not es. There being no objection, CSHB 369(RES) was reported
fromthe House Resources Standing Comm ttee.

ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 8:38 p. m
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