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ACTI ON NARRATI VE
1: 03: 39 PM

COCHAIR PAUL SEATON called the House Resources Standing
Commttee neeting to order at 1:03 p.m Representatives Seaton

Feige, W/Ison, Kawasaki, Gardner, and Munoz were present at the
call to order. Representatives Herron, Foster, and D ck arrived
as the neeting was in progress. Representatives Gatto, Hawker,
and Johnson were al so present.
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OVERVIEW Al aska O & Gas Producers
[ Cont ai ns di scussion of HB 110]

1: 03: 55 PM

CO CHAI R SEATON announced that the only order of business is
presentations fromthe oil and gas industry.

1: 05: 05 PM

MARI LYN  CROCKETT, Executive Director, Alaska GOl & Gas
Association (AO&), noted that AOGA is the oil and gas trade
association in the state of Alaska. |Its nmenbers include the in-
state explorers and producers, the three in-state refiners, and
Al yeska Pipeline Service Conpany. She said AOGA's goal is to
have a vital oil and gas industry that contributes to a vibrant
econony for the state (slide 3). The association provides a
forum for discussion and consensus on various policy positions,
i ncl uding HB 110.

M5. CROCKETT related that production from currently producing

fields will continue to decline over the forthcomng years
(slide 4). The new oil projected to come on line in the future
i ncludes production from current units of these fields. She

expl ai ned that the apparent flattening of the production decline
is based on projections from the Departnent of Revenue (DOR),
and while the departnent does a good job of forecasting, no
forecast is 100 percent accurate.

1: 08: 55 PM

M5. CROCKETT, in response to Representative Gardner, said that
the new oil depicted on slide 4 does not include production from

the federally owned outer continental shelf (OCS). In further
response, she said she wll be showing slides later in her
presentation that depict what new production from the OCS woul d
do to the curve of the production decline. She clarified that

slide 4 is based entirely on DOR s projections.

M5. CROCKETT, returning to her presentation, pointed out that in
[ 2020] half of the state's production will conme from existing
fields and half fromnew oil.

IVS. CROCKETT conpared the Departnent of Revenue's 2005

production forecast with today's production forecast (slide 5).
For the year 2010, the 2005 DOR production forecast was for
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832,000 barrels of oil per day, while the 2010 DOR forecast was
for 644,000 barrels per day, a decline of 188,000 barrels a day.
For the year 2015, the 2005 DOR production forecast was for
762,000 barrels per day, while the 2010 DOR production forecast
was for 608,000 barrels per day. Wile DOR does the best it can
with the information it has at a particular point in tine, she
said that project economcs can shift. She therefore cautioned
to not get confortable with what appears to be a flattening of
the production curve on slide 4 because history has shown the
reality is that the production continues to decline.

1:11: 46 PM

M5. CROCKETT provided a further exanple of how production |evels
may not be reflected in the estimate prepared by the Departnent
of Revenue (slide 6). She related a recent announcenent that
production from the Liberty field has been delayed. The i npact
of Liberty's delay is a reduction from the 2010 DOR production
forecast of 5,000 barrels a day in 2012, another 39,000 barrels
per day in 2013, and 31,000 barrels per day in 2014.

M5. CROCKETT noted that in 10 years, half of Al aska' production
will come from new oil (slide 7). Even with this new oil,
however, the state will still experience a decline of 124,000
barrels per day in 10 years. Al nost 100 percent of the
production [in 2020] will cone from oilfields that are |ocated
Wi thin current unit boundaries. A great deal of the new oil
will conme from investnents within existing unit boundaries -
Prudhoe Bay, Kuparuk, and Al pine.

1:13:58 PM
V. CROCKETT addressed North Slope oil production wth

production from the OCS (slide 8). She noted that when this
slide was put together the production projection for 2007 was

greater than what actually happened. However, the slide is
still a good depiction of what woul d happen with OCS production,
which is that production would increase to nearly 2 mllion

barrel s per day.

M5. CROCKETT pointed out that a challenge faced by industry in
Alaska is the long lead tinme associated with devel opnent (slide
9). Alaska is very renote, has a tough climte, and is away
frominfrastructure. For exanple, N kaitchug took about 6 years
to cone on line fromthe tinme the field was di scovered, which is
an aggressive tine line. Qooguruk took 5 years from discovery
to production. Li berty was discovered in 1997, but production
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there has yet to start. It has been 10 years and counting since
the discovery at Al pine Wst (CD5). New production takes tine
to bring into the queue and no new projects are conmng into the
queue.

1:16:48 PM

M5. CROCKETT noted that to get to field discovery and new
production, exploration wells nust be drilled (slide 10). I n
2010 three exploration wells were drilled, but only one of those
was a true exploration well for oil. The other two were wells

drilled at Point Thomson and were categorized as exploration by
the Alaska O and Gas Conservation Conm ssion (AOGCC) because
that field is not in production right now. For 2011 only one
exploration well has been permtted.

M5. CROCKETT said another indicator of activity levels is the
status of |lease holdings (slide 11). The total acres under
| ease in Alaska include lands in the National Petrol eum Reserve-
Al aska (NPR-A), state offshore, federal offshore, and the North
Sl ope. In 2008 the total nunber of acres under |ease peaked at
just over 9 mllion acres, declining since then. [ Bet ween 2005
and 2010] the nunber of |ease acres relinquished to the state
has i ncreased dramatically.

1:18: 51 PM

REPRESENTATI VE KAWASAKI asked how many acres have been rel eased
in Alaska's arctic | eases versus other | eases across the worl d.

M5. CROCKETT replied she does not know, but will try to research
that information for menbers.

REPRESENTATI VE KAWASAKI said that to conpare Al aska's tax regine

to those across the world he would like to know whether
exploration wells outside of the North Slope are being actively
drilled as opposed to wthin Al aska. In response to M.

Crockett, he confirmed that he is talking about the nunber of
wells drilled as well as the anobunt of acres under | ease.

M5. CROCKETT said she will try to get the requested information
but that information on |ease holdings could be problematic
because sonme regi mes do not have a | easing program

1: 20: 16 PM
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REPRESENTATI VE HERRON asked whether the |leases that were
relinqui shed could have been an error in judgnent at the tinme of
their selection. He requested that this information be provided
to the co-chairs.

CO CHAI R SEATON surmi sed that Representative Herron is asking
whet her these | eases were explored, found nonproductive, and |et
go or whether they were let go w thout exploration.

REPRESENTATI VE HERRON r esponded, "That hel ps as well."

CO CHAI R SEATON further requested that M. Crockett provide the
acreage that was rel eased by each conpany.

M5. CROCKETT replied that the acreage released by conpany is
public information and she would provide menbers with a map in
this regard.

1:21: 44 PM

COCHAIR FEIGE, following up on Representative Kawasaki's
request, asked M. OCrockett to also provide a conparison of
acres under |ease that have been added to the totals. In
response to Ms. Crockett, he clarified that if conpanies are
relinquishing acres in Alaska it would be inportant to note
whet her they are also relinquishing acres in other provinces or
acquiring acreage in other provinces because this would give an
indication of the relative conpetitiveness of Al aska.

M5. CROCKETT agreed to try to provide this information.

CO CHAIR SEATON understood that this mght be a challenge
because many places have a production sharing agreenent in which
the agreenent is cancelled if things do not happen within a
certain tinmefrane.

1:23:14 PM

REPRESENTATI VE GARDNER commented that slide 11 inplies to her
that the |eases were released because of Alaska' s tax system
She rmai ntai ned, however, that there could be a host of reasons
for relingquishing the acreage and therefore she is interested in
who relinqui shed them and why.

M5. CROCKETT agreed that there are a nunber of reasons for why

the |eases were relinquished and said she wll provide that
characteri zation. However, she continued, there is no question
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in ACGA's mnd, or the mnds of sonme of the conpanies that have
left the state, that a nunber of factors inpacted their decision
to |l eave, including Al aska's fiscal regine.

1: 24: 31 PM

M5. CROCKETT, returning to her presentation, stated that AGCGA
supports HB 110 and supports the governor's goals of naking
Al aska nore conpetitive, creating nore jobs, and increasing
production (slide 12). She related that AOGA thinks the nunber
one threat facing Alaska right now is declining production
t hrough the Trans- Al aska Pi peline System ( TAPS).

MS. CROCKETT outlined AOGA's position on the elenments of HB 110
(slide 13). She said AOGA supports the provision for
progressivity rates, bracketing, and tax cap. Under the current
system each tine the production tax value (PTV) increases
beyond $30 [per barrel] all dollars prior to that anount are
taxed at the higher tax rate instead of just the increnental tax
rate. The bracketing in HB 110 would not reach back like the
current system and would add stability and predictability to the
t ax. As conpanies realize higher prices and greater production
tax value, the state would |ikew se continue to share in those
benefits. Additionally, HB 110 would cap the base rate and
progressivity at 50 percent of the conbined rate rather than the
current 75 percent; this would notivate conpanies to undertake
the high risk projects on which the future economc health of
Al aska w || depend. A business climate would be created where
the reward is comensurate with the risk and keeps the needs of
t he producers and the state in a nore appropriate bal ance.

1: 26: 41 PM

M5. CROCKETT offered AOGA's support for the provision in HB 110
that would change the calculation for the paynment of tax from
monthly to annual . The current system of progressivity creates
a huge msmatch by using each nonth's actual gross value at the
poi nt of production while deducting one-twelfth of the actual
expenses. This result is achieved at the annual true-up on
March 31 of the follow ng year. In making estimated nonthly
paynents the mismatch is conmpounded because taxpayers have used
the actual gross value at the point of production for the entire
year to calculate the PTV with the estinmated | ease expenditures,
thus resulting in a progressivity rate for the nonth.

CO CHAI R SEATON asked whether the annual true-up goes back and
cal cul ates the actual expenses per nonth.

HOUSE RES COW TTEE -7- February 16, 2011



M5. CROCKETT replied it does, but it does not annualize the
production tax value; it annualizes the | ease expenses that were
paid on a nonthly basis based on production and the gross val ue
each nonth, and that conponent does not true up on March 31.

CO CHAI R SEATON understood the true up goes back and does actua
expenses in the nonth they occurred.

M5. CROCKETT responded correct.
1:28:30 PM

M5. CROCKETT, turning back to her presentation, said AGCGA
supports noving from a nonthly calculation of progressivity to
an annual calculation to synchronize the revenues wth the
expenses, avoid the m smatching, and nore accurately reflect the
phi | osophy behi nd what a progressivity feature should | ook Iike.

M5. CROCKETT endorsed the provision in HB 110 that would expand

the 40 percent well |ease expenditure tax credit to production
on the North Slope, a credit that is currently available only to
qualified expenditures in the Cook Inlet basin. This credit
targets qualified capital expenditures for infield drilling,

whi ch woul d enhance production from currently existing fields
and this credit includes |abor costs, which would inpact jobs.
Additionally, the <credit is a recognized, convenient, and
readi |y accessi ble accounting designation. Al so, this proposal
has the advantage of an earlier effective date, thus potentially
junp starting production that is needed to stemthe decline.

M5. CROCKETT noted that the proposed effective dates are of
concern to AOCG, but not enough to oppose the bill. The
effective dates differ for the various provisions of the bil
and the delay of these effective dates in a staggered fashion
does not reflect the urgency of the need for this |egislation;
instead, the delayed effective dates wll protract commerci al
deci sions over the next several years. Production decline in
Al aska is an imedi ate issue and the del ayed effective dates for
provi sions that would enhance production ignore this immediate
probl em

1:31:16 PM
REPRESENTATIVE P. WLSON inquired whether M. Crockett is

suggesting that all of the effective dates happen at the sane
time or that they need to be sooner.
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M5. CROCKETT replied that in 2012 the anendnments for the tax
credit provisions becone effective, in 2013 the progressivity
provi sions becone effective, and in 2014 the statute of
l[imtations shifts from six years to four years. She said she
has provided supporting testinony for those provisions of the
bill that AOGA thinks wll nmake a difference in industry
i nvestnment, but sonme of those provisions would not go into
effect for two, three, or four years, which delays the certainty
associated with those particul ar provisions.

REPRESENTATI VE HERRON asked what the advantages are of an
i medi ate effective date.

M5. CROCKETT responded that the advantage is certainty. As
conpanies sit down to mmke investnment decisions they wll have
the certainty that they can nove forward based on the |aw that
is on the books.

1: 32: 50 PM

CO- CHAIR SEATON pointed out that it wll take time for DOR to
wite the new regulations, and the question in the nmeantinme is
how to have stability, continuity, and full know edge of the
details that would be provided by these regulations when the
conpani es are preparing their taxes.

M5. CROCKETT allowed that that is a valid point for new

| egi sl ati on establishing new ground rules. However, all of the
provisions in HB 110 already have a conplenmentary section in
statute and regulation that would be anended. Therefore, the
effort required by the Departnent of Revenue to produce
amendnents to the regulations and to get them adopted wll be
significantly less than it would be for a brand new taxation
regi e. The provisions in HB 110 would be relatively sinple

changes to the current regul ati ons.
1:35: 08 PM

CO CHAIR SEATON said he is less secure in this than is M.
Crockett, one reason in particular being the ring fencing that
woul d be introduced on the North Slope with any new devel opnents
within existing units. Conmpanies with both new and existing
fields will have two different [tax] rates and regulations wll
be needed to direct how those expenses are taken and categorized
because right now all the expenses and credits are conmpanyw de.
Additionally, there is the bracketing provision which was seen
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as a problem by industry in previous years when such junps were
bei ng consi dered. A trenmendous amount of restructuring wll
need to be done by DOR to incorporate those itens.

M5. CROCKETT concurred that the new rate for new fields is a new
concept, but said AOCGA does not see that as overwhelmng in
terms of regulation drafting. Al so, AOCGA does not see
chal  enges with bracketing progressivity.

1: 37: 57 PM

REPRESENTATI VE KAWASAKI comrented that [DOR] is still working on
sonme of the 2006 petrol eum production profits tax (PPT) filings.
He then noted the tax reginme has been changed twice in the four
years he has been in the |egislature. He inquired whether AGCGA
woul d rather have sone certainty for a period of years versus
changi ng the tax regi ne every other year.

M5. CROCKETT answered that AOGA would prefer that the State of
Alaska and the legislature adopt a policy position that
recogni zes that production is declining, i nvest ment is
declining, and sonething needs to be done about it. The two
af orenenti oned tax changes were significant tax increases on oil
and gas production; HB 110 represents a tax decrease on oil and
gas production and recognizes sone of the «challenges that
production faces in the state of Al aska. Thus, AOGA believes
that HB 110 is a step in the right direction to addressing sone
of those chall enges.

1: 39: 32 PM

REPRESENTATI VE KAWASAKI recalled previously DOR testinony that
during the first few years of Alaska's Cear and Equitable Share
(ACES) investnent was up, as was the nunber of jobs and capita
expenditures, and the price of oil was very high at the tine.
He cautioned that the proposed changes are being nade wthout
any clear and concise information from the Departnent of
Revenue.

M5. CROCKETT said AOGA's concern is that tinme is going to pass
both the industry and the legislature by. The quest for perfect
i nformati on sounds good on the surface, but perhaps once every
piece of data and information is on |legislators' desks,
production on the North Slope and in Al aska may have declined to
the point that there will be another problem to deal with in
ternms of production.
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1:41: 45 PM

REPRESENTATI VE P. WLSON noted that the proposed base tax rate
reduction from 25 percent to 15 percent would be for forever.
She asked whether it mght be wise to establish a tineline of 10
years.

M5. CROCKETT clarified that the aforenentioned provision is the
proposed new rate for new fields. She said AOGA supports this
provi sion because it is inportant for developing new fields and
new pl ayers. While the incentive would still be there for a
certain provision with an expiration deadline, the degree of
certainty associated with the provision would not be there.

1:43: 19 PM

REPRESENTATI VE GARDNER i nqui red whether the producers agree with
the state's forecast that half of Al aska's production wll be
from new oil (slide 7). She also requested additional
explanation regarding the statenent on slide 7 that 98 percent
of the production in 2020 will be from oilfields located in

current unit boundari es.

M5. CROCKETT replied that AOGA's observations were taken from
DOR s forecast book. She suggested that nenbers |ook at the
chart in the book's appendix that has the nunbers for production
anticipated year by year. Units and the satellite fields
associated with those units can be identified and the drilling
activity within those units characterized to see where sone of
this new oil would be comng from as opposed to brand new
fields. She offered to provide that information to nenbers.

REPRESENTATI VE GARDNER asked whether she is correct in
understanding that the concept of new oil from legacy fields is
that satellite fields reached from an existing unit would be
called new oil.

M5. CROCKETT responded that it is a conbination of all of those.
1:45: 23 PM

REPRESENTATI VE GARDNER surmised that sone of +the tineline
bet ween discovery and production has to do wth the US.
Envi ronnental Protection Agency (EPA) and the U S. Arny Corps of
Engi neers. She suggested that nenbers think about what the
| egislature can do in this regard, one such suggestion being to
get a permt coordinator at the federal level to try to keep
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t hings noving forward. She requested that AOGA provide the
commttee with suggestions in this regard.

REPRESENTATI VE GARDNER, regarding the nunber of exploration
wells drilled on the North Slope, stated that the inplication is
that there is a lack of interest because of the fiscal regine or
ot her reason. However, regarding the two wells at Point
Thonson, she said she heard there were actually five wells
pl anned but the EPA exerted jurisdiction over three of them for
permtting. Thus, not drilling those three wells may have been
for reasons other than those being discussed today.

1:48: 08 PM

The committee took an at-ease from1:48 p.m to 1:49 p. m

1:49: 24 PM

KEN SHEFFI ELD, President, Pioneer Natural Resources Al aska

(Pioneer Al aska), Pioneer Natural Resources, first offered his
conpany's support for HB 110, saying the bill would bring better

bal ance to the state's severance tax structure, increase
drilling activity, put nore oil in the pipeline, and produce
nore jobs for Alaskans. He said he wll be sharing sone

forecasts about Pioneer's future activity; hence he has included
a disclaimer slide in his presentation (slide 2).

1: 50: 21 PM

MR. SHEFFI ELD stated that while Pioneer Natural Resources is a
| arge i ndependent oil/gas conpany listed on the New York Stock
Exchange, it is about one-tenth the size of the other operators
on the North Slope (slide 3). Pioneer is in the top 10 of the
nost active drillers in the US.; last year Pioneer ranked
seventh in the U S in footage drilled. Like nost independents,
nost of Pioneer's assets are heavily focused on the Lower 48

with 95 percent of Pioneer's reserves and about 90 percent of
its production derived fromthe Lower 48.

1:51:10 PM

MR. SHEFFI ELD reported that Pioneer Al aska began its business in
Al aska from scratch in 2003 (slide 4). It has gone from no
enpl oyees to 60 full-tinme Al aska enpl oyees plus about 120 Al aska
contract workers on the North Slope. Pioneer Al aska nade a huge
coommitnment to the state in 2006 when it sanctioned the world
cl ass Oooguruk Project. In 2008, Pioneer Alaska becane the
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first independent operator on the North Sl ope. Qperating in a
chal I enging environnent, Pioneer Alaska is applying everything
that technology provides to make this successful. Hi s conpany
woul d not be where it is today without the solid support from
the State of Al aska and the other producers on the North Sl ope.

1:52: 24 PM

REPRESENTATI VE KAWASAKI inquired how Alaska's royalty relief
provi sions played into Pioneer Al aska's decisions to construct
and operate Ooogur uk.

MR. SHEFFIELD replied that Pioneer Al aska was granted royalty
relief prior to the sanction of this project. At that tine,
about 2006, oil prices were approximtely $30 per barrel and
Pioneer Al aska was |looking at sanctioning a project in the
hundreds of mllions in a very renote offshore arctic
envi ronnent . The conpany worked with the State of Al aska
through existing [law] to successfully secure royalty relief.

1: 53: 21 PM

REPRESENTATI VE KAWASAKI asked whether royalty relief was one of
t he conpany's main reasons for comng to Al aska.

MR. SHEFFI ELD responded that royalty relief was not what his
conpany was | ooking for. When drilling its exploration wells,
his conpany was hoping to hit large, high productivity oi
reservoirs that would not require having to apply for royalty
relief in order to sanction the project. However, a |low quality
reservoir was what was found and the econom cs were tough, so
the conpany applied for royalty relief. He pointed out that the
royalty relief phases out when the project pays out.

1: 54: 25 PM

REPRESENTATI VE GARDNER i nqui red whether the application process
for royalty relief was onerous or unnecessarily chall engi ng.

MR. SHEFFI ELD answered that it was a fairly exhaustive and
chal l enging process to denonstrate the economc need for sone
sort of relief. The conplexities of making a big decision like
that, the risks, what future prices are going to be, what
production is going to be, and what costs are going to be nake
it extrenely difficult for a producer and a governnent to get on
t he sanme page. But, the State of Alaska did work with Pioneer
and royalty relief was approved.
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1: 55: 34 PM

MR. SHEFFIELD, returning to his presentation, said Pioneer's
focus when it canme to Alaska in 2002 was on grow ng the conpany
t hrough exploration around the world (slide 5). At that tinme,
Pi oneer had an active exploration programin the deep water Qulf
of Mexico and on the continent of Africa, and had just started

exploration in Al aska. When considering entry into Al aska,
Pi oneer put together a scorecard to conpare Al aska against the
conpany's | egacy assets in the Lower 48 (slide 6). What stood
out was the trenmendous resource potential in Alaska and the

general lack of conpetition, although Pioneer recognized that
Al aska woul d be nore challenging from a regul atory perspective.
When | ooking at profitability in Al aska, however, Pioneer could
see there would be challenges, one challenge being the 1|ong
project cycle tines. For exanple, in Texas a well can be
drilled and put into production in just a few nonths, but in
Al aska it takes several years. Additionally, the execution risk
is challenging in Alaska as is the capital cost. But, Pioneer
t hought the operating margins in Alaska could potentially be
better than the Lower 48 given the zero severance tax for |ower
rate producing fields |ike QOooguruk under the Economic Limt
Factor (ELF) tax regine in place at that time. Plus, there were
exploration incentives in place at that tinme as well.

1:57: 45 PM

REPRESENTATI VE HERRON asked whether it would have taken big
ticket itens or small increnents to have nobved the checknmarks
from Al aska's colum to the Lower 48 colum, and vice versa.

MR. SHEFFI ELD replied that it was nore of a "back of a cocktai
napki n" type of analysis. Picking the best place to explore is

a lot like picking the best stocks. Wiile there is technica
and economc information, the noney is spent and the hope is
that the predictions are correct. Therefore, he allowed, such

an anal ysis i s somewhat subjective.

REPRESENTATI VE HERRON remarked that the scorecard' s two col ums
represent black and white to him yet there are hundreds of
shades of gray. So, to characterize sonmething as either on or
off seenms over-sinplistic to the conplex legislation that is
bei ng | ooked at.

MR. SHEFFI ELD said this scorecard was an internal assessnent of
the pros and cons of meking Pioneer's initial investnents in the
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Alaska and it really did not pertain to the fiscal policy,
al t hough that was one of the conmponents that was | ooked at.

2:00: 20 PM

REPRESENTATI VE GARDNER requested further elaboration about the
scorecard regarding the ternms oil bias, regulatory process ease,
and resource conpetition

MR. SHEFFI ELD expl ained that regarding the term oil bias, the
rocks in the North Slope are usually filled with oil rather than
gas, which is a good thing. The regulatory process is a
conbination of state, federal, and local jurisdictions, and in
Alaska the process is significantly nore conplex and tine
consuning than in the Lower 48. Regarding resource conpetition
he said the State of Al aska was and continues to hold regular
| and sales, which is a good thing. Pi oneer found that few
conpani es showed up at Alaska's lease sales relative to |ease
sal es held in other petrol eum provinces.

REPRESENTATI VE GARDNER conmented that menbers would |ike to hear
any suggestions Pioneer has about how to inprove the state's
regul atory process.

2:02: 56 PM

MR. SHEFFI ELD, continuing his presentation, noted that Pioneer
participated in 11 exploration wells from 2003-2007 (slide 7).
Some of the wells were operated by Pioneer and sone were
operated by ConocoPhillips with Pioneer as a mnority partner,
particularly in the NPR-A O those 11 wells, 1 had a
commercial discovery, which becanme the Oooguruk devel opnent.
Ol was found in nearly all of the wells, but the quality of the
reservoirs was generally insufficient to nake an economc
devel opnent .

MR. SHEFFI ELD said Pioneer spent a couple of years doing the
engi neering and assessnents for the Qooguruk project (slide 8).
Pi oneer sanctioned the project in January 2006 and went on to
make it a reality. The total cost of the project will be in
excess of $1 billion. Over 600 people were on the site during
peak construction in 2007. The first production was established
in June 2008 and average production in 2010 was about 10,000
barrels a day. Pi oneer sees the gross resource potential being
in the range of 120-150 mllion barrels, although how nuch of
that will be economc renmains to be seen. Pioneer is quickly
wrapping up the original project that was envisioned and over
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the next few years all of the wells originally planned will have
been drill ed. The challenge for Pioneer is finding that next
opportunity in Alaska to grow its business.

2:05: 28 PM

MR. SHEFFI ELD revi ewed changes that have occurred over Pioneer's
eight years in Alaska (slide 9). Technology continued to drive
opportunities in Pioneer's business. Ol and gas prices noved

much higher, along with the cost of doing business. Prices have
provided a financial incentive to develop sone of the lower tier
resources in North America and around the world. Resour ce
devel opment plays - shales, tight sand reservoirs, coal seans,
and such - have clearly taken center stage in the Lower 48 for
oil and gas investnent. Lastly, Alaska's severance tax system
changed twi ce during the |ast eight years.

MR. SHEFFI ELD related that the conbination of two technol ogies,
hori zontal wells and fracture stinulation, has created a boom of

activity across the Lower 48 (slide 10). Mul tiple stinulations
are now being done along the horizontal well bores in petrol eum
reservoirs. In 2004 less than 10 percent of the wells drilled

in the US. were horizontal wells, but by the end of 2009 that
nunber was nearly 50 percent (slide 11).

2:07:41 PM

MR. SHEFFIELD noted that rising prices and technology have
fueled the growh in resource plays, and represent the prinmary
conpetition for his Alaska team when it is conpeting for funds
(slide 12). Over the past eight years oil prices have gone up
fromaround $30 a barrel to over $100 and now back down to about
$80. Over that sanme tine period natural gas prices in the Lower
48 have gone up from about $3 to $8 and now back down into the
range of $4-$5. Gas prices have fallen because these successful

resource plays have increased the gas supply. Gl and gas
shales in the U S. have taken center stage and are attracting
tens of billions of dollars of capital (slide 13). The

geogr aphy of those shales happens to be near infrastructure and
in states with very favorable fiscal policies.

2:09:11 PM
MR. SHEFFI ELD reviewed the history of Alaska' s severance tax
over the past eight years (slide 14). Prior to 2007 the

economc limt factor (ELF) was in effect and was the regine
under which Pioneer sanctioned the Oooguruk project. Under ELF
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low rate fields paid low or next to no severance tax. |In 2007,
during the ~construction phase of (Oooguruk, the petroleum
production profits tax (PPT) becane law. The PPT allowed for a
20 percent tax credit on the front end, a 22.5 percent tax on
the net profits on the back end, and a progressivity elenent
In 2008, the first year of production at Oooguruk, Al aska's
Clear and Equitable Share (ACES) becane | aw. Under ACES the 20
percent investnent tax credit stayed the same, the base tax rate
increased to 25 percent, the progressivity becane aggressive and
was not indexed, and the maxi mumtax rate becane 75 percent.

2:10:56 PM

MR. SHEFFI ELD addressed the issues that Pioneer Al aska is facing
in the future as it tries to grow its business in Al aska (slide

15). He said the reservoirs being devel oped at the Oooguruk
island drill site are the Kuparuk and the Nuiqgsut. In the next
two to three years all wells will have been drilled and the
sanction devel opnent conpl eted. Pioneer Alaska is therefore
trying to build its next big thing, which it hopes will be the
Torok Reservoir - a very low quality, but fairly large

reservoir. One well was drilled into the Torok in 2009 and two
nore wells are now being drilled from the island to further
evaluate that reservoir and to install a waterflood pilot.
Based on the results of that waterflood pilot, Pioneer Al aska
hopes to develop the reservoir by building a gravel pad onshore
and directional drilling into the reservoir. Whet her to take
this next step is a half-billion-dollar decision.

MR. SHEFFIELD, in response to Representative P. WIson, said
horizontal drilling can reach out as far as 3 mles depending
upon how deep the reservoir is.

2:14:11 PM

MR. SHEFFI ELD el aborated further on the Torok devel opnent (slide
16). Two onshore drill sites will be tied into Pioneer Al aska's
exi sting infrastructure, and as many as 25 devel opnent wells may
be drill ed. Moving forward with devel opnent of this |arge, but
chal l enged, o0il resource is contingent wupon success of the
waterflood pilot and neeting the economic and conpetitive
hurdl es.

2:14: 56 PM

MR. SHEFFI ELD said his team conpetes agai nst other projects when
it goes before Pioneer's managenent and board (slide 17). The
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primary conpetition comes fromthe Spraberry field in west Texas
in which Pioneer is the |argest operator, producing about 46, 000
barrel s equival ent per day. Pioneer has over 20,000 devel opnent

| ocations in that field and these will keep Pioneer busy for 20
years or nore. They are high margin, predictable wells in a
fiscal environment of |ow taxes and no progressivity. Pi oneer
is currently running about 30 rigs in this area and wll be

ranping up to 40 rigs by 2013, the expectation being a doubling
of production. Al so conpeting with Pioneer Alaska is the Eagle
Ford shale developnent in south Texas, which has a gross

resource potential of about 150 trillion cubic feet (slide 18).
Over 100 rigs, of which 7 belong to Pioneer, are currently
running on this huge, profitable, liquids-rich play. Pi oneer's

production is only a couple of thousand barrels a day, but the
hope is to be running 16 rigs in that play by 2013 and the
forecast is for 40,000 barrels a day net, which is alnost eight
tinmes as big as what Pioneer Al aska has been able to develop in
Al aska over the |l ast eight years.

2:17: 07 PM

MR. SHEFFI ELD, in response to Representative Kawasaki, said the
Spraberry wells are oil wells that produce a lot of gas,
al t hough he does not know the exact split since that is not his
ar ea. Processing of that gas produces natural gas liquids and
he estimates that the barrel of oil equivalents fromthose wells
is alittle nore than 50:50. He offered to follow up further if
menbers desired.

MR. SHEFFI ELD, returning to his presentation, reviewed Pioneer's
scorecard for Alaska today (slide 19), saying that the greater
resource potential is now in the Lower 48. Additionally, given
Al aska's permtting challenges, Pioneer now perceives the
execution risk going forward as being greater in Alaska than it
was ei ght years ago.

2:19:23 PM

REPRESENTATI VE KAWASAKI asked whether Pioneer Al aska is an oil
conpany that is developing gas or a gas conpany that 1is
devel oping oil. He said his reason for this question is that
this would affect the scoring of the resource potential.

MR. SHEFFI ELD replied, "W are an oil and gas conpany.” He said
that Pioneer, |ike nost other independents in the Lower 48, is
shifting investnent nore toward the oil side because the price
differential for oil on a British Thermal Unit (BTU) equival ent

HOUSE RES COW TTEE - 18- February 16, 2011



basis is probably nore than three times the value of gas. Gas
is the nost abundant thing in the Lower 48 and Pioneer is not
moving conpleting away from gas, but in the near term
i nvestnments are quickly nmoving toward |iquids.

2:20: 53 PM

MR. SHEFFI ELD closed his presentation (slide 20), reiterating
that Pioneer Alaska is wapping up its original plans at

Qooguruk and in about two years wll be facing another ngjor
i nvest ment deci si on. He said he is hopeful the pilot for the
Torok Formation will be successful, but that if it is it wll

have to conpete against form dable conpetition for funding.
Pioneer's vision of the Oooguruk expansion is that it would be
in excess of 10,000 barrels a day. The new project would create
about 500 construction jobs and about 100 devel opnment | obs. He
said HB 110 will have a positive, material inpact on Pioneer's
deci si ons going forward. The conbi nation of the increased well
credits and the indexing of progressivity "really nobves the
needl e" and gets the tax system into what Pioneer feels is a
better bal ance.

2:22:35 PM

CO- CHAIR FEI GE inquired whether M. Sheffield has been contacted
by the Department of Labor & Wrkforce Devel opnent regarding
which jobs on the North Slope are for nmintenance and which are
for exploration.

MR. SHEFFIELD replied that he personally has not been contacted
and does not believe any of his staff has been contact ed.

2:23: 27 PM

REPRESENTATI VE GARDNER observed that the Oooguruk project has
spanned the ELF, PPT, and ACES tax regines. She asked how nuch
the state has participated in that capital expenditure in terns
of credits and did Pioneer participate in the transitional |ook
back when the state went fromthe PPT to ACES.

MR. SHEFFI ELD responded that Pioneer has been the beneficiary of
the credits from both PPT and ACES. He estimated that about

$180 million has been received since the beginning of Oooguruk
He offered his belief that sonme credits for transitional
i nvestment expenditures (TIE) were also received. In response

to Co-Chair Seaton, he agreed to confirm the exact anmounts of
the af orenentioned and get back to nenbers.
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2:25:10 PM
The committee took an at-ease from2:25 p.m to 2:29 p.m
2:29:43 PM

VENDY KING Vice President, External Affairs, ConocoPhillips
Al aska, Inc., said that by way of HB 110 the governor and his
team are choosing a brighter future for the oil and gas industry
than  what the status quo wwuld Jlead to (slide 2).
ConocoPhi |l l'i ps Al aska agrees with the admi nistration that HB 110
woul d make Al aska nore conpetitive, would create nore jobs for

Al askans, and would have the probability of i ncreasing
production into the Trans-Al aska Pipeline System (TAPS). She
enphasi zed that ConocoPhillips Al aska sees that there is nore

potential on Alaska's North Sl ope. The chall enge faced by the
industry is that the costs are higher today to produce a barre
of oil, the technology requirenents are greater, the reservoirs
are nore conplex, and finding the remaining oil is harder. For
exanpl e, at Kuparuk, a field operated by ConocoPhillips Al aska
the publically available figure is that about six billion
barrels of oil are in place. A 1 percent increase in recovery
at Kuparuk is 60 mllion barrels of oil, which would nmean 10, 000
nore barrels per day for 15 years. This is the kind of prize
t hat ConocoPhillips thinks is out there and is why HB 110 is a
step in the right direction.

2:32:24 PM

M5. KING allowed there are elenents of Alaska's Cear and
Equi t abl e Share (ACES) tax structure that are working and should

remain. The biggest challenge with the ACES tax structure is
the progressivity piece. This is because when oil prices are
hi gh conpanies are generating a significant cash flow by where
they can reinvest. But with the steep progressivity, that cash
flowis paid out in taxes rather than com ng back to the parties
to be able to reinvest. A look at what happened in Al aska

during the high oil prices of 2008 shows that what happened in
the Lower 48 did not happen in Al aska.

M5. KING pointed out that there is a lot of capacity in Trans-
Al aska Pipeline System (TAPS) due to the substantial production
decline (slide 3). But probably nore significant is the
challenge of keeping the pipeline operating once the flow
decreases to 500,000 or 300,000 barrels of oil a day. The
recent shutdown of TAPS showed that the challenge of noving a
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low flow is real. She said HB 110 would set out a framework by
where those | ow fl ow chal | enges coul d get pushed to the future.

2:34:59 PM

REPRESENTATI VE HERRON i nquired whether the difference should be
split between the historical decline rate and the Departnent of
Revenue's forecast, which sone say is overly optimstic.

M5. KING replied that she will address the uncertainty of the
production forecast later in her presentation. However, she
said there is no doubt the production forecast over the next 10
years is an uncertainty. ConocoPhillips |ooks at ranges and can
only ook at its own asset base for forecasting. For the North
Sl ope asset base, ConocoPhillips nust use the publically
avai l able information in the DOR production forecast.

2:36:23 PM

M5. KING addressed U.S. production changes between 2003 [and
2010] wusing data from the Energy Information Admnistration
(EIA) for those states that produce nore than 50,000 barrels of
oil per day (slide 4). Nort h Dakota, M ssissippi, and U ah had
the greatest production increases over the |ast eight years, she
rel at ed. Texas is still producing about 1 mllion barrels of
oil a day, which is roughly what it was producing back in 2003.
Over that sanme tinmeframe Al aska's production declined nore than
30 percent, a steeper decline than many of the other oi
producing states in the U S.

2:37: 38 PM

REPRESENTATI VE GARDNER observed that slide 4 does not depict
production, rather it depicts changes. The slide nmakes it
appear that North Dakota, Mssissippi, and Uah have huge
productions when they do not conpared to Alaska, rather they
just had a huge change in production.

M5. KING responded that this information is available on the
Energy Information Administration's website. She recalled that
production in Texas was about 1.1 mllion barrels a day in 2003,
declining to about 1 mllion [in 2010]. |In 2003 Al aska produced
1 mllion barrels of oil a day, but declined to about 650, 000
barrels over that sane tinefrane. She further recalled that
North Dakota is predicted to surpass Alaska' s production in the
future.
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2:38:42 PM

M5. KING reported that oil production in the Lower 48 declined
[ between 2003] and 2005, stayed steady wuntil 2008, then
significantly increased between 2008 and 2010 (slide 5). al
prices spiked in 2008, particularly in the third quarter, then
pul l ed back in 2009, and again picked up in 2010. The annual
average nunber of oil rigs working in the Lower 48 increased
from about 150 [in 2003] to over 500 [in 2010]. This increased
oil rig activity in the Lower 48 saw a correspondi ng increase in
production - oil prices went up, oil rig activity went up, oOi

production went up. Right nowin the Lower 48, a conbination of

different types of liquid-rich plays is driving this increased
drilling activity with the high price environnent.

2:40: 28 PM

M5. KING conpared Alaska's oil production for this sane tine

period and pointed out that Alaska's production declined from
about 1 mllion barrels of oil a day [in 2003] to about 600, 000
barrels a day [in 2010]. Over this sanme tineframe, the annual
average rig count in Al aska stayed flat - rig activity in Al aska
did not increase with the increase in oil price like it did in
the Lower 48. Another disturbing trend is that even though the
nunber of oil rigs has stayed flat, the production decline has
not been offset. This as a function of the oil prospects being
nore chal | enged. It does not nean that industry does not want
to pursue them it just neans that the zones being targeted may
have nore water in them or cross nultiple fault blocks or the
sand quality is not as good or the oil quality may not be as
good. That challenged oil inpact is starting to show in how the
wells are being able to offset what is happening in Al aska' s oil
production decli ne.

2:41:39 PM

MS. KING conpared the forecast for oil production in Alaska with
the forecast for the Lower 48 using information from the Energy
Informati on Adm nistration, Annual Energy OQutlook (AEQ 2011
Ref erence Case (slide 6). She explained that onshore production
is the biggest portion of oil production in the Lower 48, and it
is expected to grow another 26 percent over the 12-year period
[of 2008 to 2020]. Lower 48 offshore production is expected to
grow by 44 percent over this same tine period. She noted that
this forecast was put together after the @lf of Mexico spil

occurr ed. The forecast for Alaska is a decline of 39 percent
over the next 10 vyears, which calculates to about 400,000
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barrels of oil a day by the turn of the next decade. She
rem nded nenbers that Al yeska Pipeline Service Conpany has said
that low flow problens will start at 500,000 to 300,000 barrels
of oil a day. Thus, the EIA is saying that Alaska wll be
facing that lowflow problemin the next decade.

2:43:13 PM

REPRESENTATI VE KAWASAK] asked whet her t he af orenent i oned
f orecast includes new oil.

MS. KING answered that she cannot make an assunption because the
El A does not outline in the forecast where it the information,
it just has a plot of Al aska production.

REPRESENTATI VE KAWASAKI conmented that the Departnment of Revenue
forecast in the AOGA presentation shows a tapering off at
600, 000 barrels and not changing from today, and that forecast
i ncl udes new oil.

M5. KING said she wll be further discussing this projected
decline later in her presentation.

2:44: 09 PM

M5. KING returning to her presentation, directed attention to a
map depicting the nobst recent status of acreage on the North
Slope (slide 7). She noted that exploration activity is the
frontend of what the industry is; it is the feedstock for
finding new fields. The land is studied, acquired, explored,
and if successful it is appraised, and if economc or
coormercially viable it will be devel oped. ConocoPhi |l l'i ps has
been the state's largest explorer, particularly over the |ast
decade. Since 1998 ConocoPhillips has drilled 56 exploration
wells on the North Slope, 20 of them in the National Petroleum
Reserve- Al aska (NPR-A). For many years ConocoPhillips was the
state's | argest acreage hol der.

2:45: 50 PM

M5. KING addressed the ampunt of activity that took place under
the former ELF structure, saying that since developnent of
Al pi ne there have been a nunber of exploration wells and |ots of
activity trying to find and devel op new prospects. However, a
transition is now occurring. Wen a conpany acquires a |lease it
must determ ne whether it can convert the |ease into sonething
that is commercially viable in the termof that lease. At this
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time, approximately 50 percent of that |ease acreage has been
dr opped. The conclusion that could be taken is that there is
not potential on the North Slope; however, she said she thinks
it is conbination of factors that affect whether parties are
noving forward with those | eases. \What draws her attention are
the active leases that are still held, such as Prudhoe and
Kupar uk, which have potential and are sonme of the state's nost
val uabl e barrels. The publically available figure for Prudhoe
Bay is 30 billion barrels in place and 6 billion for Kuparuk.
One percent additional recovery at Prudhoe Bay woul d be 300, 000
mllion barrels. Thus, the potential is there and it is the
state |leases where the state has royalties, not federal |[ands
i ke the NPR-A.

2:47:46 PM

CO CHAI R SEATON asked how nuch of the dropped acreage bel onged
to ConocoPhil li ps.

M5. KING replied that she will have to look that up and wl
provide the commttee with the exact figure imediately after
t he heari ng. She added that ConocoPhillips went from being one
of the largest acreage holders on the North Slope to not, so a
si zeabl e portion of the dropped acreage was from her conpany.

2:48: 09 PM

CO CHAIR SEATON presumed that plays were not there in the
dropped parcels. He related that the main thing being | ooked at

in a tax rate change is to get production into TAPS. |If the tax
system i s changed, the dropped parcels would not be devel opabl e
until they go through another round of acquisition, in which

case the state is looking at a very long lead tine for those
dr opped parcels to cone into play.

M5. KING concurred that the highest probability for getting oil
in the short termis fromexisting units; significant potentia
is left in Prudhoe, Kuparuk, and Alpine, but it 1is nore
chal | enged. G ven a nunber of issues there is uncertainty in
NPR-A |easing, but there are active |eases around the Alpine
satellite areas (slide 7).

2:50:19 PM

REPRESENTATI VE KAWASAKI i nquired how much the Al pine West fields
pl ayed i nto ConocoPhillips's decision to drop acreage in NPR-A.
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M5. KING responded that since approval of the environnental
i npact statement (EIS) for Al pine West CD-5 in Cctober 2004, the
fiscal regine has changed three tines. Most expl oration
conpanies would consider [CD-5] the first comrercial oi
development in NPR-A, and the delays clearly indicate a risk
that all parties would consider when deciding whether to explore
in NPR A She said she believes that the permtting challenges
of CD-5 affect what is happening here. Additionally, in its
updated forecast for NPR-A the U S. Geol ogical Survey downgraded
the oil, saying there is nore likelihood of gas. There are
significant challenges on NPR-A with respect to upside bal ancing
because under the current fiscal regime the upside is gone if
oil is found.

2:52: 06 PM

REPRESENTATI VE KAWASAKI asked how oil in NPRA is treated in
regard to royalty.

M5. KING answered that it is a mxture of federal and private
royalties in NPR-A Some of ConocoPhillips's satellites have
private royalties to Native corporations and the rest have U S
Bureau of Land Managenent (BLM royalties. She under st ood that
a portion of the federal royalties on NPR A conme back to the
state through revenue sharing.

REPRESENTATI VE KAWASAKI surm sed that uncertainty in royalties
and a nunber of other factors are related to the reduction in
| ease hol di ngs.

M5. KING replied that there is no uncertainty in the royalty
because when a lease is acquired the federal or private royalty
terns are known. The challenge with [NPR-A] is uncertainty and
downside; the wupside is not necessarily seen. When deci di ng
whether to acquire a |ease, one nore step back creates a real
challenge in the balance of risk and reward. A lot of factors
are in play and a fiscal structure that takes away the upside
really mtigates how a conpany views an investnment decision to
cover the downsi des.

2:54:17 PM

M5. KING turning back to her presentation, explained that
ConocoPhillips conpiled its capital and operating expenditures
for Prudhoe, Kuparuk, and Alpine [from 2005 to 2009]. These

expenditures were divided into a maintenance/replacenent/repair
category and a devel opnent category that would add new barrels

HOUSE RES COW TTEE -25- February 16, 2011



(slide 8). The increase in investnent over these years is not

attributable to ACES;, rather, it is substantially associated
w th mai ntenance/repl acenent/repair activity. Thi s mai nt enance
activity is very inportant for keeping oil in TAPS and for

keepi ng base oil production, otherwise a nmuch larger production
decline would occur than what is being seen now. The drop off
in devel opment investnent from 2008 to 2009 is because of the
ri sk/reward bal ance.

M5. KING referenced a slide that the conmttee previously
received from the Departnent of Revenue outlining the total
capital expenditures going to new fields and those going to
al ready-producing fields. She said coupling that DOR slide with
slide 8 really outlines what is happening to investnent and
where that investnment is going in the three major North Slope
fields.

2:56:14 PM

MS. KING discussed the inpact of progressivity on a discounted
cash flow basis for a $1 billion investment on a federal
of fshore lease [in the outer continental shelf] conpared with a
State of Al aska onshore lease (slide 9). She explained that the
only variable in the two conparison graphs is the oil price; al
ot her possible variables remain the sane. Under the federal
of fshore environnent, both the investor's and the governnment's
returns increase as oil prices increase. Under the federal
fixed per cent age system nei t her party's I ncrease IS
di sproportionately bigger than the other's. However, this is
not the case under the Al aska onshore environnent. At a price
of $25, the investor |oses noney due to gross taxes and royalty.
At $50 the state receives revenue but the investor is still in a
negative position. At $75 and above the investor's increase in
revenue is disproportionately smaller than the governnment's
i ncrease. \Wen total governnent take is factored in at the one
peak spot, the marginal tax rate is $.92 on the dollar. Thi s
dramatic shift 1in governnent and investor take is because
progressivity applies to every dollar that is earned.

2:59:17 PM
REPRESENTATI VE P. WLSON surm sed the figures would be different
if the federal exanple was for onshore, such as the NPR-A

rat her than of f shore.

M5. KING explained that the federal exanple for the outer
continental shelf neans it is beyond the three-mle zone.
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Anything within the three-mle zone is subject to the ACES
production tax. The difference for the state is significant if
that $1 billion investnent is on NPR-A versus state |ands
because the state would get royalty; for industry, however, both
onshore NPR-A | eases and onshore state |eases are subject to the
sanme production tax. In further response, Ms. King reiterated
that NPR-A | eases are subject to the ACES production tax because
the reserve is within the state's taxing jurisdiction, therefore
the NPR-A is subject to the bottom graph depicted on slide 9.

3:00: 44 PM

M5. KING continuing her presentation, noted that the source for
the estimted nunber of barrels remaining on the North Sl ope, as
depicted on slide 10, is the 2009 DOR production forecast and
the graph represents the accunul ated production from 2010-2050
for various fields. When the sum of expected production from
the core fields of Kuparuk, Prudhoe, and Alpine is conpared to
the sum of the Point Thonson, N kaitchuq, Liberty, and Oooguruk
fields, it can be seen that even though the core fields are

declining they will still have a lot of production. This is not
to say that developing the other fields is uninportant, it is to
show that the big prize is wthin the core fields. She
recoll ected a saying she heard as a young engineer: "Big fields
get bigger."” Another way of saying this is, "You find oil where
you already found oil." That is why ConocoPhillips thinks there

is a prize to be had at Kuparuk, Prudhoe, and Alpine; it is just
that it will be nore costly and challenging to do so.

3:02:35 PM

M5. KING noted that Alaska North Slope (ANS) gas and the OCS
Chukchi are significant prizes to be had (slide 11). However,
she continued, they have limted ability to influence Al aska's
production curve over the next 10 years. Al aska's production
changes will therefore cone fromthe current fields and fromthe
nore recent devel opnents. The natural decline rate of the
Kupar uk, Prudhoe Bay, and Alpine fields is between 10 and 16
percent, neaning that in 10 years the daily production will be
dowmn to 200,000 barrels. ConocoPhillips projects that the
decline rate can be reduced to 6 percent through significant
i nvestment, which ConocoPhillips estimates to be in excess of $3
billion per year. A 6 percent decline rate would nmean a daily
production of 400,000 barrels at the turn of the decade.
However, the Departnment of Revenue's |latest forecast is for a 2
percent decline rate over that tinefrane. These differences
illustrate that there is a level of uncertainty in the
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production forecast for the next 10 years. All of this is
significant because [HB 110] is a critical bridge to these
growt h projects. If the wunit cost per barrel goes up or the
North Sl ope costs must be borne by these increnmental projects,
the economc threshold for ANS gas and OCS will go up. The
governor's bill would provide steps to work with industry to
change the decline basis. The fiscal inprovenent outlined in HB
110 would lead to increased investnent, which in turn would
i ncrease production and extend the life of TAPS, increase jobs,
and lay a foundation for future growh through ANS gas and OCS
devel opnent .

3:06:12 PM

M5. KING related her conpany's reasons for supporting HB 110
(slide 12). She said that w thin ConocoPhillips's portfolio,
nost everything on which a discovery has been made has been
unitized, including leases in NPR-A Ther ef ore, ConocoPhillips
sees the bracketing of progressivity as a critical conponent of
HB 110 because it is one of the nost significant inpacts on
i nvest ment  deci si ons. Bracketing is a critical step in
supporting sonme of those longer-term gromh projects within the
core fields and existing units that would help to mtigate the
production decline. The inmproved well credits in HB 110 would
help with the short-term push by stinmulating workover activity
on the North Sl ope. She offered ConocoPhillips's suggestion
that the |language for well credits be clarified to say that well

wor kover activities are included. The bill's changes to the
audi t peri od, i nt erest rate, and nonthly versus annual
progressivity are admnistrative inprovenents. A concern,
however, is that an effective date for progressivity of 2013
will delay the effect of the whole bill as industry will delay
deci sions accordingly, given that the effective date could be
changed in the next | egi sl ative  session. Ther ef or e,
ConocoPhi | l'i ps suggests that the effective date be accel erated
by a year. She added that HB 110 is a step in the right
di rection. Alaska is at the point of nmmking a choice between
figuring out how fast production wll decline versus an
investnment policy that encourages noving new developnents
f orwar d. A balanced fiscal policy can achieve a different

future and create a bridge to bigger projects.
3:09: 50 PM

CO- CHAIR SEATON inquired as to how nuch ConocoPhillips has
invested in the federal OCS off of Al aska.

HOUSE RES COW TTEE - 28- February 16, 2011



M5. KING replied that right now her conpany's only portfolio is

in the Chukchi Sea where $506 million was invested in the |ease
round in 2008. Since then ConocoPhillips has spent tens of
mllions of dollars on gathering baseline science data and

engagi ng | ocal stakehol ders.
3:10: 33 PM

CO CHAIR FEI GE asked whether ConocoPhillips has been contacted
by the Departnment of Labor & W rkforce Devel opnent about a
breakdown on which jobs are going to maintenance and which to
expl oration and construction.

M5. KING responded that she has spoken to Conm ssioner Bishop
several tines over the past few weeks and has provided himwth
t he mai nt enance/ repl acenent/repair information shown on slide 8.
ConocoPhi Il i ps does not necessarily have a good handle on how
much of the jobs, but it wll provide a breakdown of the
spendi ng that is going between those buckets.

3:11: 20 PM

REPRESENTATI VE HERRON inquired whether the chairman/ CEO of
ConocoPhillips said anything about Al aska when he spoke at
yesterday's conference in New York. He further inquired whether
this dialog will be part of ConocoPhillips's annual analyst
nmeeting in md-March.

M5. KING answered that she did not see yesterday's presentation.
She added that one of the conpany's senior vice president's gave
a presentation recently and she does not renenber a specific
reference to Alaska in that presentation. Mich of the conpany's
focus has been on growing its liquid-rich plays in the Lower 48.
From her neetings with senior managenent she can say that the
mar gi nal tax rate definitely has an inpact on how ConocoPhilli ps
views the investnment climate, particularly when Al aska's project
risks are seen. Wile Alaska is a key part of ConocoPhillips's
portfolio, it is not necessarily where the conpany is focusing
in the short term as far as growh in production. However ,
Al aska is sonmething the conpany would like to see grow if a nore
bal anced fiscal structure can be had.

3:13:21 PM

M5. KING 1in response to Representative Mnoz, confirmed that
ConocoPhillips holds U S. Bureau of Land Managenent (BLM | eases
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within NPR-A, additionally sone are private Native corporation
| eases on NPR- A

REPRESENTATI VE MUNQZ asked whether those lands will be subject
to the federal inventorying for possible wild [and designation
[in NPR-A] that is currently happening through the BLM

M5. KING replied that it appears a wild |land designation could
affect the |eases that ConocoPhillips already holds, although
she cannot yet draw concl usions. ConocoPhillips is |ooking at
this right now and discussions are planned with the US.
Department of Interior.

REPRESENTATI VE MUNCZ, referencing the U S. production changes
depicted on slide 4, inquired whether ConocoPhillips is invested
in the states that are shown as having |arge production changes,
those states being North Dakota, M ssissippi, Uah, Colorado,
Kansas, and Mbont ana.

MS. KI NG responded she has been out of the Lower 48 for awhile,
but she can definitely say she has colleagues working in North
Dakota on the Bakken shale play and in offshore Gulf of Mexico.
Additionally, she is confident that ConocoPhillips has people
wor ki ng in Ckl ahonma, Texas, Utah, and Loui si ana.

3:15:34 PM

REPRESENTATI VE HERRON i nquired whether the commttee co-chairs
shoul d ask the Departnent of Revenue to carefully reconsider its
predictions on the rate of oil production decline.

M5. KING answered it is difficult for her to speak about what
the Departnent of Revenue should do on its production forecast
because the departnent has access to nore information than does

ConocoPhi | |'i ps. In its production forecasts, ConocoPhillips
tends to at a range - the probability of different outcones is
| ooked at and wei ghed. She said she does not know how the

department wei ghted and risked its production profiles.
3:16: 36 PM

REPRESENTATI VE FOSTER under st ood ConocoPhillips Al aska conpetes
for investnent dollars with other worldw de opportunities and
that altering ACES would nake its position nore conpetitive for
those doll ars. He asked whether a summary of ConocoPhillips's
wor | dwi de portfolio could be provided to nmenbers.
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MS5. KING replied that ConocoPhillips has put a nunber of reports
into the public domain, and the analyst's presentations are sone
of the nost helpful ways to get an indication of where the

conpany is investing in a particular vyear. Last week
ConocoPhillips announced a significantly strong budget for
investnment for exploration and production, and next week the
conpany w |l disclose what portion of that is Alaska. Once the
2010 actuals and the 2011 figure are in the public domain, she
wll prepare an update to the nmaintenance/replacenent/repair
graph (slide 8). The conpany is increasing investnent in

expl oration and production activity in a diverse set of assets
around the world. Wen naking an investnent decision in Al aska,
the nost inportant thing being |ooked at is whether that
i nvest ment decision stands on its own. Downsi de risks, such as
produci ng nore water froma well than was anticipated or hitting
gas instead of oil, are balanced against knowing that if they
occur there is also an upside. That risk/reward bal ance i s what
the industry is built on, but if the upside cannot be seen it is
difficult for those to be attractive investnment opportunities

She reiterated that ConocoPhillips is spending noney on grow ng
its liquids portfolio around the worl d.

3:19:25 PM

REPRESENTATI VE FOSTER inquired where Alaska falls in the
spectrum of conpetitiveness for ConocoPhillips.

M5. KING responded that Alaska has one of the highest nmargina

tax rates in ConocoPhillips's worldw de portfolio. If oil price
goes up a dollar, and 90 cents on that dollar goes to pay
governnments, it affects how the conpany makes an investnent
deci si on.

BOB HEINRICH, Vice President, Finance, ConocoPhillips Al aska,
Inc., offered to provide nenbers with a recent graph depicting
that information

3:20:16 PM

CO CHAIR SEATON, referencing a Departnment of Revenue graph
presented at an earlier hearing, related that at a price of $120
[ per barrel] the effective tax rates are about 34 percent. He
asked whether ConocoPhillips agrees that that is the effective
tax rate when the whole systemis nel ded together.

M5. KING said she thinks the graph that is being referred to
plots only the effective rate of production tax. There are two
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differences - the total governnment take and the narginal piece
of that. Wiile she has seen a marginal tax rate quoted as only
87 percent, she calculates that at the peak it is closer to 92
or 93 percent because federal income tax was not i ncorporated
into that. She said she is unaware of ConocoPhillips |ooking at
the analysis from the state and seeing the nunbers very
differently fromthe Departnment of Revenue.

MR. HEINRICH added that taking the credits into account reduces
the total line down, which inpacts where the endpoint is, but it
does not change the shape of the curve.

3:21:42 PM

CO CHAIR SEATON directed attention to the effective tax rates
reported on page 2 of the ConocoPhillips [Consolidated |ncone
Statenent for 2009 and 2010]. He noted that the effective tax
rate depicted for exploration and production (E&) for all of
2009 was 34.4 percent for the US. and 66.6 percent for
international; the effective tax rate depicted for E&P for all
of 2010 was 36.2 percent for the US. and 48.6 percent for

i nternational. He asked why it is being said that Al aska needs
to change its tax regime to be nore conpetitive with regines
that are taxing ConocoPhillips at twice the rate of Al aska.

M5. KING answered that 2008 is the year that sticks out because
in that year ConocoPhillips did not see the benefit of higher
oil prices within the state of Al aska. The oil price in third
quarter 2008 was about $115 and in fourth quarter 2009 the price
was $69, yet both quarters generated exactly the sane net
i ncone. That is the chall enge when ConocoPhillips |looks at its
financi al s. In 2008 ConocoPhillips paid $3.4 billion in
production taxes alone to the State of Al aska.

3:24:52 PM

CO CHAI R SEATON reiterated his previous question.

MR. HEINRICH said he believes the line itens in this report are
the federal taxes and do not include the production taxes paid

in states.

M5. KING added that royalty is also not included in those |ine
itens.

MR HEINRICH interjected that it would have to be broken apart.
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CO CHAI R SEATON requested that an explanation of the line itens
be provided to the commttee.

3:26: 25 PM

REPRESENTATI VE GARDNER recalled an earlier hearing at which
menbers heard that the information the Departnment of Revenue
receives on the returns from conpanies does not allow the
departnment to reach firm conclusions as to whether the credit
claims fall under nmaintenance/replacenent/repair investnent or
devel opnment projects. She asked whether ConocoPhillips Al aska
concurs with that.

MR. HEINRICH replied that ConocoPhillips does provide a |ot of
information to the Departnent of Revenue. He said he does not
believe that in the forecast basis the capital is broken out in
categories that separate maintenance from devel opnment capital.

As well, he said he does not believe that information for the
actual filings is built up in a way that wuld allow the
departnment to do that for the actuals. In response to Co-Chair

Seaton he agreed to confirmthis in witing.
3:28:18 PM

REPRESENTATI VE GARDNER expressed her concern about the provision
that reduces the audit period to four years. She under st ood
that under the petrol eum production profits tax (PPT) the audit
period took longer than that because of accommopdating that tax
change and a shortage of auditors. She asked how |ong the ELF
tax audits took on average.

M5. KING offered her belief that the audit period under ELF was
three years and she is confident that the audits woul d have been
conpleted within that tinme period.

CO- CHAIR SEATON interjected that under ELF it was just a tax on
per barrel, so there was no net and no costs.

REPRESENTATI VE GARDNER cl arified that her question is whether it
actually took three years to do those audits.

MR. HEINRI CH explained that the audits did not occur during the

full three-year period; they tended to begin sonetine during
that period and end prior to the three years.

CO CHAI R SEATON suggested that DOR be asked this question when
it is before the commttee next week.
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REPRESENTATI VE GARDNER said this does not give her a great dea
of confidence that a four-year audit period can be net. She
noted that because many of the auditors at the departnment are
new it has been hard to get definitive answers in this regard.

3:30: 23 PM

REPRESENTATI VE GARDNER posited that what the state is trying to
do with its tax structure is encourage reinvestnment in Al aska
when oil prices are high. For exanple, if the price of oil goes
up and puts ConocoPhillips into a higher marginal tax rate, the
conpany could reinvest that extra dollar of value into a capital
project in Alaska to lower its tax rate

MR. HEINRI CH responded that capital expenditures are part of the
calculation that determnes a conpany's petroleum production
profits tax (PPT) value. So, in effect it is a reduction of PPT
val ue which sets where a conpany is on the progressivity curve.
He agreed that those dollars spent would have the effect of
reduci ng the current year or current nonth progressivity rate.

M5. KING added that just prior to this hearing she |ooked at a
plot showing the effect of and the increasing of capital
expenditure credits on that. However, the progressivity portion
of this curve is so steep at those higher ends that even though
the capital expenditure credit provides an elenment, it does not
change the shape of the curve and does not bal ance that risk and
reward. It a valuable conponent during |ower prices, but at
high prices the progressivity really drives the shape of the
gover nnent take.

3:32: 00 PM

REPRESENTATI VE GARDNER not ed that because the North Sl ope is not
ring-fenced the cost of developnent for other fields can be
applied against the taxes that mght cone out of the North
Sl ope. She asked whether this means that a ngjor investnent in
a challenged field could effectively cut ConocoPhillips's tax
bill to the state. She further asked how nuch that factors into
i nvest ment deci si ons.

M5. KING agreed there is no ring-fencing across the North Sl ope
and that ConocoPhillips is a net taxpayer. There is a benefit
in that, she said. It is notivating in helping other
devel opnments nove forward whether or not they are in the fields
t hensel ves, so challenged oil could be wthin Kuparuk; therefore
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all of those are projects that would be valuable if they could
conpete for the investnent.

3:33:17 PM

CO CHAIR SEATON asked whether ConocoPhillips would consider
chal l enged oil that is not currently developed in Kuparuk to be
new oil from a new reservoir and therefore subject to the
proposed new oil tax rate or would the conpany say that that oi
woul d be under the existing tax regimne.

MS. KING answered that the statute as drafted in HB 110 is clear
that that is wthin an existing unit and would get the

provi sions of an existing unit. Froma practical point of view,
ConocoPhi |l lips would not want to conplicate the tax by trying to
do that if the oil is going through the same facilities.

3:35:11 PM

CLAI RE FI TZPATRI CK, Senior Vice President for Al aska Qperations,
Chief Financial Oficer, BP Exploration (Al aska), Inc. (BP
Al aska), stated that the passage of ACES increased BP Al aska's
overal | tax burden and from her perspective it is an
unsustai nable level if her conpany wants to access Al aska's
resour ces. The ACES production tax is BP Alaska's l|argest tax
and not its only tax as it also pays state royalties, state
income tax, state property tax, and various other state
assessnents. Thus, when making investnment decisions BP |ooks
through the lens of all of the taxes not just a single tax. BP
Al aska conpetes for investnents and conpetes against other U S
and worldw de projects inside BP. Those other people are
equal |y passionate about getting funding for developing their
resources and progressing their projects. From where she is
sitting, Alaska is not wnning that conpetition. The
risk/reward balance is not helping as there is insufficient
upside. There has not been a constructive dial ogue around being
in partnership for the commobn goal of devel oping the resources
and getting barrels in the pipe. Additionally, ACES limts the
commercial viability when conpared to other opportunities around
the world. She further pointed out that as an operator at
Prudhoe she only owns 26 percent, so when she is enthusiastic
about sonething she nust ensure that the other working interest
owners are al so equally enthusiastic about that the sane item

3:38:16 PM
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M5. FITZPATRICK related that independent evidence shows Al aska
is unconpetitive (slide 1). The 2007 Wod Mackenzie Petrol eum
Fi scal I ndex Report ranked Al aska at 97 out of 103 jurisdictions
around the world. The 2010 report ranked Al aska 117 out of 129.
She said her focus is not on Alaska's specific ranking, but on
whet her she can get the amount of investnent needed to progress

the opportunities in Al aska. If the answer to that is no, then
the key for her is how to make Al aska nore conpetitive so she is
nore successful in getting the funds to get those projects
novi ng. A lot of factors go into investnent decisions: t he

price cannot be controlled, the geology of the reservoirs cannot
be controlled, and costs cannot be controlled, although she
wor ks hard to influence that.

3:40: 54 PM

M5. FITZPATRICK said this is about how to nake Al aska
conpetitive. There are variables within the legislature's gift
to decide whether to nove Alaska to a nore conpetitive position
(slide 3). She said her colleagues in BP around the U S. can be
di sm ssive, saying Alaska will never produce all the things it
thinks it is going to. When taking forward activities to seek
investnment, she is conpeting with other projects and is at
di sadvant age because the Al aska projects are always going to
underperform relative to the other Lower 48 states. G ven
Al aska's location and its high costs, she is not as successfu

in getting investnment dollars as she wants to be and she is
confident that she is not as successful as Alaska's legislators
want her to be.

M5. FITZPATRI CK pointed out that production is rising in the
Lower 48, but declining inside [Al aska] (slide 4). Sone of that
is being driven by price and that wells in the Lower 48 can be
brought on line faster than can nost wells in Alaska. There is
a steady uptick in activity in the Lower 48, yet BP Al aska's
operated footage in Alaska is steadily declining (slide 5). She
related that during testinmony on ACES in 2007, she stated that
BP Al aska would not stop its activity, but she clearly stated
that ACES would inpact her ability to attract the |evel of
investment to actually make a difference in the decline curve.

3:42: 05 PM

M5. FI TZPATRI CK pointed out that it is not just the value of an
isolated well; the revenue generated from a well or wells nust
also fund the cost of actually running the North Sl ope. The

facilities on the slope are old and she nust keep |ooking at
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when and how to upgrade the facilities as the mx of oi
changes. The canps, roads, and large infrastructure nust be
mai nt ai ned. Putting all of those things together is when she
starts to ook at Alaska's conpetitiveness relative to the other
opportunities within BP's portfolio.

3:43: 06 PM

REPRESENTATI VE KAWASAKI, regarding the return BP receives on its
Al aska investnments as conpared to its returns from other states
(slide 3), surmsed that BP does not nake a decision based
specifically on Al aska versus the U 'S. because BP is a gl oba

conpany.

MS. FI TZPATRICK replied that the decisions are nade on a variety
of bases. As a gl obal company BP wants a global portfolio and
will look to keep its activities in Al aska going. Decisions are
al so nade on a strategic basis regarding where to nove sone of
its investnments, in which case it |looks at both a global and a
US. portfolio and the m x across the two. So, when bringing a
project forward she may be conpeting agai nst sonething in Angol a
and also sonething in any of the other Lower 48 states.
Deci sions are nade on two |evels: one is the totality of her
business and its health and the other is the individual project.

3:44: 24 PM

CO CHAIR SEATON requested Ms. Fitzpatrick to provide the
committee with a slide that depicts her conmpany's Al aska return
conpared to the returns on its international investnents. He
said such a slide wuld help in understanding Al aska's
conpetitiveness on both a U S. and international basis.

M5. FI TZPATRI CK responded that she can provide details of BP s
gl obal portfolio. In regard to fiscal ternms around the world

she related that the Wod Mckenzi e database gives the details
of the fiscal regimes in every location around the world. She
noted that some investnments are individually negotiated
contracts with commercially sensitive terns that she is not in
the position to share.

CO CHAIR SEATON clarified that it would be acceptable for the
slide to depict conpany share data in the sane format as on
slide 3. He said he is aware that I|Indonesia has an 85:15 split
and lraq has a 98:2 split.

3:46: 16 PM
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REPRESENTATI VE GARDNER understood that the terns of earlier
| eases do not have deadlines but they do have a duty to devel op.
She asked how this duty to develop is factored into decisions
when BP is weighing international opportunities.

M5. FI TZPATRI CK, answering specifically to Al aska, offered her
belief that the duty to develop is for things that are
coomercially viable, and this is the developnent that BP is
continuing. Regarding obligations under the lease to do certain
activities, BP does factor those in, but does this in ternms of
what the consequences would be if they were not done, what the

value is of that in ternms of commercial viability. There will
be times when it is determined that sonething is not
commercially viable for BP and BP will choose to relinquish that

particular |ease, and this could be in Alaska or elsewhere
internationally.

3:47:44 PM

REPRESENTATI VE = KAWASAKI noted that ConocoPhillips provides
consolidated reports and breaks out its level of investnents in
Al aska versus other provinces, but BP does not do that. He
i nquired whether BP could show a limted nunber of people the
nunbers to prove the case of the level of investnent in Al aska.

M5. FITZPATRICK replied that BP does not provide the details
publically about Al aska because it is not required to do so
under U.S. Securities and Exchange Conmi ssion (SEC) regul ations.
However, ConocoPhillips is required under SEC regulations to
release this information because of the size of its Al aska
business relative to its global portfolio. Regarding whether BP
would be willing to release sone information, she said it would
depend on what information is specifically requested.

3:48: 51 PM

COCHAIR FEIGE, in relation to the duty to develop econonic
projects, asked whether a lowering of the tax rate would nake
nore of BP Al aska's existing reservoir econonic to devel op.

MS. FI TZPATRI CK responded that specific projects were pushed off
as being no longer viable once ACES passed. If HB 110 is
passed, she would go back to look at their viability and would
then see whether her own internal organization as well as the
other working interest owners are willing to get on board to
progress them
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3:49: 32 PM

CO CHAI R SEATON recalled that in 2005 M. [David] Van Tuyl was
asked how things could be <changed to incentivize nore
devel opment and his response was that BP was fully investing in
every project that nmade sense at the tine. Co- Chair Seaton
surmsed that M. Fitzpatrick is saying that BP is now not
investing in those projects or that there are projects BP is not
investing in because of ACES. He inquired whether it is the
aspect of ACES that at high oil prices the marginal profit is
not hi gh enough, because obviously projects are profitable and
econonm c to do. He requested an explanation of how it is that
BP is saying it is not going to invest in economc projects
unl ess there is a tax change to make them nore economi cal .

MS. FI TZPATRICK answered that she would not say that BP is
saying that it is not investing in things that are economc.
Rather, it is the definition of economc, the definition of
comercially viable. If 1 cent is nmade is that worth the
investnment and the risk? For some of the projects deferred in
2007 and 2008, BP was not yet at the stage in 2005 of actually
saying it was ready to invest in them Sonme of that is going to
be around technol ogy evolved; also, when doing planning, there

is the long lead tine in activities. Ol prices in the 10-15
years prior to 2005 probably averaged $20-%$25. She esti mat ed
that future prices will be in the ranges of $60 and $80 and said

things that were marginal at that tinme mght now be econom c.
She nust |ook at the totality of an investnment plus the
potential upside for doing that investnent, and if that is not
conpetitive relative to other opportunities then she wll be
unable to conpete to get the noney to progress the project. She
said there are projects that she would like to get the noney to
progress if she can have the opportunity to denonstrate that
they are nore conpetitive relative to other opportunities.

3:52:46 PM

CO CHAIR SEATON said he still does not understand why a conpany
woul d not go forward with an econom c project because it is not
as conpetitive with someplace else in the world, given that the
20 percent credit and 80 percent tax deduction in Al aska would
equal the full cost of the project.

M5. FITZPATRICK replied that there are two aspects. One is that

the marginal tax rate applies to revenue, not investnent.
Therefore, the tax shield from an investnent is actually
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considerably lower than that. There is still a tax shield that
woul d be based off the base rate, the progressivity at the tine

of making the investnent, plus the tax credit - and it could be
45, 50, or 55 percent depending on the price. The other aspect
is the full life cycle. Wien nmeking an investnent, a
consideration is the revenue stream once the investnent actually
turns into production. If that revenue is taxed at the margi na
tax rate the totality of the |life <cycle mght not be
coommercially viable relative to sonething else. Thus, on the

pure investnment, she said she does not actually get the
af orenenti oned 80 percent scenari o.

3:54:41 PM

CO CHAIR SEATON surmsed that M. Fitzpatrick's commercia
liability is based on relative value versus elsewhere in the
world, instead of whether she is actually neking noney in
Al aska.

MS. FI TZPATRI CK responded that it is both, depending on the size
of the project, the risk, the time scale, and a range of other
factors. She will be able to progress a project that has a
short life <cycle and that |ooks good. However, a nore
chal l enged project that requires investnment in technology to
progress it nust have the whole life cycle taken into account,
and that may not be commercially viable.

3:55: 26 PM

REPRESENTATI VE GARDNER asked how nuch exploratory acreage BP
hol ds in Al aska. She requested a history of BP's exploratory
wells for the last two years of ELF and any exploratory wells
under PPT and ACES. She further asked whether BP's interest in
hol di ng exploratory acreage or drilling wells would change if
the fiscal regine changed dramatically.

MS. FI TZPATRI CK agreed to get back to nenbers with the specific
data itens, but said the general answer is that BP does not do
traditional exploration wells. Wthin its existing units, BP
believes there are significant resources and prefers to focus
its attention on how to access them rather than focusing on what
BP believes would be smaller pockets of resource el sewhere. She
said she thinks that would be a better option for getting nore
barrels into the pipe, particularly within a shorter timefrane.

3:56: 38 PM
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REPRESENTATI VE KAWASAKI requested that a slide simlar to [slide
5] be provided that shows the nunber of wells drilled worldw de
and in Al aska. He said the point [in slide 5] appears to be
that there is less drilling in the fields operated by BP Al aska.

MS. FITZPATRICK answered that the trend is generally |ess,
although it was up a bit in 2010 depending on the amount of
multi-laterals that BP had to drill to try to access the
targeted vol unes.

3:57:44 PM

REPRESENTATI VE KAWASAKI, [regarding slide 5], noted that for
[the footage drilled] in 2006, the tax season would have been
2005 in which the decisions were nade and woul d probably have
been under ELF. In 2006 it would have been under PPT, and ACES
is 2009. He observed that there was an increase in the footage
drilled in 2010 and asked the reason for that increase.

M5. FITZPATRICK replied that the footage depicted includes all
of the footage associated with multi-laterals, and when severa
sidetracks nmust be done to access the targeted hydrocarbons it
i ncreases the footage drilled w thout necessarily increasing the
barrels in the pipe. She said she will make a valiant attenpt
at getting the worldwide wells drilled, but she cannot commt to
actually achieving it.

3:58:49 PM

M5. FITZPATRICK, turning back to her presentation, pointed out
that BP Al aska's actual spend on revenue generating, i.e. that
which would directly put barrels into the pipe in the short
term is flat to declining (slide 6, top graph). \Wen adjusted
for price inflation based upon the producer price inflation
i ndex, the spend on a real basis is actually going down even
though in real ternms it is looking like it is flat (slide 6,
bottom graph). That reflects the basis that there are still
good wells to be drilled. However, investnent decisions are
made ahead of tine: in 2005 the average price was about $30 or
$32 and that was the anobunt of noney she was spending. |In 2010
the price was near $65 or $70. Logic would tell her, however,
that if there was a |ot of good opportunities and they were
conpetitive, that woul d have been a substantially higher nunber.

4:00: 06 PM
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REPRESENTATI VE HERRON i nquired whether the committee co-chairs
shoul d ask the Departnent of Revenue to carefully reconsider its
proj ections.

M5. FITZPATRI CK responded that she has not personally gone
through the study in detail. She said she does not know what
assunptions were wused in the departnment's decline curve
regarding existing fields versus new activities, and that is
where the commttee's questions would be better addressed. I n
further response, she said she could not encourage or discourage
whether the co-chairs ask the departnent to reconsider its
proj ections.

4:01: 59 PM

M5. FI TZPATRI CK, continuing her presentation, offered her belief
that there is a lot of opportunity in Alaska if sonmething is

done to make the state nore conpetitive (slide 7). She not ed
that there is a lot of challenged oil as well as a lot of I|ight
oil. The question is how projects in Alaska stand out relative
to other |ocations. Last year BP committed $20 billion of net

i nvestnment and not a single one was an Al aska project. She said
it is not from lack of trying that she is unable to get the
dol | ars needed for Al aska.

4:02:51 PM

REPRESENTATI VE FOSTER asked how long it mght be before an
increase in exploration investnents would be seen if changes
were made to ACES wth an effective date in two years. He
further asked Ms. Fitzpatrick's opinion about a sunset of the
changes and going back to ACES if in four years there was no
activity.

MS. FITZPATRICK, regarding a tinmeline, answered that it depends
on the type of activity, so there would be things across the

entire timefrane. Drilling activities, subject to access to
risk, could be progressed faster, and there could be sone of
t hose opportunities. Projects on which work was done but then
they were deferred mght not be as long. Projects starting from
pure exploration could be 5-7 years. Regarding a sunset, she
expl ai ned that she nmust make investnent decisions based on the
tax regine that is in place at the tinme. |If there is a sunset,
t hen she would have to assune in her entire economcs that it is
going to sunset. Therefore, a sunset provision would hanper

i nvestnent decisions in the short term
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4:05:14 PM

REPRESENTATI VE KAWASAKI inquired what the lead time was for the
sanctioned projects listed on slide 7 [@ulf of Mexico, Egypt,
North Sea, Azerbaijan, Canada, North Africa, Angola, TNK BP].

MS. FI TZPATRICK replied that from discovery to sanction the tine
will vary, but based on the industry average it would range from
three to six years depending on the size, scale, and conplexity.

REPRESENTATI VE KAWASAKI understood that the @Qulf of Mexico would
be a favorabl e place; however, Angola, North Africa, Azerbaijan

Russia, and Egypt would not at all be favorable. He asked how
Ms. Fitzpatrick would justify $20 billion in sanctioned projects
in those unfavorable areas while at the sanme tinme saying that
Al aska i s unconpetitive.

MS. FI TZPATRI CK responded that many, many factors go into naking

an investnment decision. "It is not a straight on-off swtch,
nor is it a case of if the answer is 42 it is yes." It depends
on the size of the resource, the quality of the resource in
ternms of any price differential, its location relative to
infrastructure, the cost of doing business in that |ocation, and
the quality of the rocks. Wiile nothing can be done about

Al aska's location from market or the conplexity of the
hydrocarbon structures on the North Sl ope, which of the numerous
factors can be influenced if the objective is to nake Al aska
nore attractive for investnment?

4:08: 02 PM

REPRESENTATI VE KAWASAKI inquired where Alaska would stand in
overall conpetitiveness with BP if its tax reginme was changed to
be one of the nost conpetitive in the world.

M5. FI TZPATRICK answered that it is only going to be relative
how far up the curve Alaska wants to go. From her perspective

HB 110 will neke a positive step in the right direction and wl|
gi ve opportunities to bring new and nore activities into Al aska
and get nore barrels in the pipe. She allowed that she would
like the bill to go further. It is whether the state wants to

take the step to see if it is actually going to get sone of the
things it wants, and if that has not nade Al aska conpetitive
enough, further changes can be nmade to make the state even nore
conpetitive.

4:09: 09 PM
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M5. FI TZPATRI CK, concluding her presentation, noted that due to

the limted time left in the hearing she wll address the
technicalities of the bill in a letter to nenbers. However, she
said that, overall, HB 110 will nmake a difference and is a step
in the right direction. Sonme of the things that she thinks wll
come back in as a result of the bill and will be helpful to both
BP Alaska and the state include drilling, increased well work,
and the gas partial processing plant, which is a $1.7 billion
project with 50 wells and new pad. The sooner the bill takes

effect the sooner she can get an answer from the head corporate
office in terns of getting nore funds. Alaska is unconpetitive.
It has lots of resource, but the resource is high cost and
chal | enged. It is a choice of whether the state wants to work
together to get nore barrels in the pipe, and if so, then HB 110
is a step that wll help get there.

4:10: 54 PM

CO CHAI R SEATON asked whether BP Al aska has a position on noving
the tax floor. In response to Ms. Fitzpatrick, he confirmed he
is meaning the point at which the mninmnumtax takes effect.

M5. FITZPATRICK replied that BP Al aska recognizes that if there
is going to be a risk/reward switch, which BP Al aska is
supportive of at one end, she would like there to be no floor;
however, she appreciates fromthe state's perspective the desire
to have one.

4:11: 34 PM

REPRESENTATI VE KAWASAKI expressed his desire to see Al askans
hi r ed. He cited a 2009 report on oil industry top enployers
which states that 26 percent of BP Al aska's workers are
nonresi dents. The report also states that the average quarterly
wages for nonresidents in oil and gas extraction is roughly 30

percent nmore than for residents. The report's appendi x states
that 48 percent of new hires for oil and gas are nonresidents
and 42 percent for oil field services. He said he wll be

providing further data that shows Al askans are not being hired.
M5. FI TZPATRI CK agreed to provide a response in witing.
4:13:51 PM

CO CHAIR FEI GE inquired whether BP Al aska has been contacted by
the Departnent of Labor & Wirkforce Devel opment regarding the
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nunber of jobs in the various categories of naintenance and
construction.

MS. FI TZPATRI CK responded that she will check and get back to
the conmttee in this regard.

4:14: 23 PM
DALE PI TTMAN, Al aska Production Manager, ExxonMobil, paraphrased
from the following witten statenment [original punctuation

provi ded] :

Let ne start by saying that Alaska has been and
continues to be an inportant conponent of ExxonMbil's

wor |l d-wi de investnment portfolio. W have had a
presence in Alaska for over 50 years and have been a
key player in Alaska's oil industry devel opnent,
investing over $12 billion dollars to date. W are

the operator of Point Thonmson, hold the |[argest
working interest at Prudhoe Bay (36.4% and the

| ar gest | ease hol der of di scovered Al aska gas
resour ces. W expect to be involved in Alaska for
many years to cone and wll <continue to evaluate

potenti al devel opment opportunities.

At the outset, so our position is clear, let ne say
t hat ExxonMobil supports the presentation you heard
today from the Alaska Ol and Gas Associ ation. | do

not intend to repeat the thorough 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, and on the proposed
tax reform legislation |ast session, that Exxonhbbi l
believes the changes made to Alaska's oil and gas
production tax since 2005 have had a negative inpact
on business activity in Alaska and Alaska' s overall
investnment climte. Alaska' s current production taxes
are sinply too high to stinulate the additional
investnment required to fully develop Alaska's oil and
gas resources.

It is for this reason ExxonMbil is pleased to see
that the Administration recognizes the need for
material change to Alaska's current oil and gas

production tax system W are encouraged by Governor
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Parnell's desire to see increased investnments and
further oil and gas devel opnent. We support his
efforts to reform ACES and believe HB 110 is a good
first step towards what we hope is a thorough review
and revision of Alaska's production tax regine to
allow the state to fully develop its vast resources.

ExxonMobi| supports HB 110, and if enacted in its
current form we would expect investnent activity in
Alaska to increase, resulting in a corresponding

benefit of nore work for Al askans. Wth passage of
t he Governor's proposed changes to ACES in its current
form we anticipate that industry will reexam ne the

inventory of Alaska North Sl ope opportunities and nove
forward with those projects that are nade conpetitive

by the reduced production tax burden. For exanpl e,
the proposed enhanced in-field drilling tax credits
and reduction to the progressivity tax would allow us
to consider additional drilling and well work activity
at the Prudhoe Bay Unit. This kind of devel opnenta
drilling in the core field on the North Slope is
critical to Alaska's future, particularly over the
next five to ten years. Production decline nust be
stenmed wuntil new developnments can be discovered,

progressed and brought on production.
4:17:56 PM
Wiile the enhanced in-field drilling tax credits and

reduction to the progressivity tax are nuch needed
revisions to ACES, we would urge earlier effective

dates to accelerate the resulting ranmp wup in
investnment activity, Alaskan jobs and future state
revenues.

However, nerely providing additional tax credits while
keeping the overall effective rate of the ACES tax too
high is not the long term solution to inproving
Al aska's investnent climate. Wiile the system of tax
credits under ACES does provide significant incentives
for investing in capital assets to explore for,
devel op, and produce nore oil and gas, the deduction
of | ease expenditures or the allowance of a tax credit
is sinply part of the calcul ati on about how nuch tax a
producer owes. The bottom line is that, between PPT
and ACES, the industry's production tax obligations
have nore than tripled over the past five years.
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ExxonMobi| supports the Governor's proposal as an
inportant first step, but additional reform of ACES is
needed.

Additional reforns are needed to inprove Alaska's
overal | investment climate over the long term
Evaluation of a further reduction in the production
tax rates should also be considered. Even with the
Governor's proposal, Alaska's production taxes are
high in conparison to other investnent alternatives,
maki ng Al aska one of the npbst expensive states in
which the oil and gas industry does business.

As you have heard in prior testinony or nay have read
in recent newspaper articles, spending on the North
Sl ope has remained relatively flat since the enactnent
of ACES. But what needs to be clarified is that the
majority of that investnment has been for maintenance
or production enhancenent efforts for exi sting
operations, not for new exploration and devel opnent
opportunities that would bring on new production. It
is also worth noting that costs for this investnent
activity have gone up, so while sone may argue there
has been additional investnent, it doesn't necessarily

translate into nore activity. For exanple costs to
drill a well have increased over the years, so higher
spend on drilling does not necessarily nean nore wells

are being drill ed.

: :06 PM

Alaska is currently producing approxinmtely 600,000
barrels of oil per day fromthe North Slope. Industry
currently invests nore than $1 billion per year just
to maintain current North Slope oil production decline
at six to seven percent. Wthout that continued

i nvestnment, the annual production decline would be in
the range of 12 to 15 percent annually.

The Al aska Department of Revenue is forecasting the
production from Alaska's currently producing fields to
decline by 60,000 barrels of oil per day this year.
It goes on to predict that current field production
will decline to half of its current 600,000 barrels of
oil per day in just seven years, a decline of over



4

HOUSE RES COW TTEE -48- February 16, 2011

21

300,000 barrels of oil per day. Allow ne to put the
chal I enge of stenmm ng that decline in perspective.

Al aska's newest devel opnent, the N kaitchug field, is
scheduled to produce first oil early this year. The
field has been nore than six years in planning,
devel opnment and construction and carries a total cost
of over $2 billion dollars. The field is forecasted
to reach production of about 25,000 barrels per day
four years fromnow So using this as an exanple, it
would take the startup of two to three Nikaitchuq
equivalent fields every year in perpetuity just to
hold North Sl ope production at 600,000 barrels of oil
per day. Pioneer's Oooguruk field is another exanple.
It would take three to four fields the size of
Qooguruk every year to match the forecasted North
Sl ope production decline. Clearly, the current
outl ook for developnent falls far short, and new
fields are urgently needed to stemthis decline.

Such developnment will only occur if there is an
i nprovenent in the Alaska investnment clinmate. Al aska
production tax policy is key to fostering a favorable
i nvestment climate.

: 52 PM

Al aska's overall high production tax rates discourage
i nvest ment . Conpani es |ike ExxonMbil are willing to
accept the risks of long-term capital intensive

i nvestnments when there is a stable and conpetitive tax
structure that encourages investnment and ensures a

correspondi ng opportunity for upside potential. When
you take away the upside potential through a high
progressivity t ax you reduce t he over al

attractiveness of those capital intensive investnents,
which in turn could lead to reduced investnent and
resource recovery and, in the long-term dimnished
state revenues. Let nme reenphasize this point, while
hi gher taxes may bring additional revenues in the
short-term it's reasonable to anticipate that any
reduction in investnment wll decrease production and
significantly reduce those revenues in the |onger
term

As many of you heard ne testify last year, tine in the
oil and gas industry is not neasured in business



cycles. It is measured in decades and in generations.
Today's production rates are the product of governnent
policies, technical work, and investnent decisions
made years ago. | ncreasing production rates in the
decades to cone will be a direct result from sound
policies, decisions, and commtnents that are nade
t oday. The Governor's proposed ACES changes are
clearly a significant step in the right direction
towards much needed reform of Alaska's high oil and
gas production tax system

4:23:16 PM

Al aska needs a long-term resource devel opnent policy
that will encourage increasing investnment to maxim ze
its resource potential while receiving a fair share of
the resource revenues; addressing its high level of

government take is a start. The reform of ACES needs
to result in a conpetitive, stable and predictable
fiscal environnent that w1l encourage investnent,
recogni ze t hat t he remai ni ng resour ces are

econom cally chall enged, including both new fields and
resource devel opnment opportunities in existing fields.
The primary driver of Alaska's long-term resource
devel opnent policy should be to nmaximze the
devel opnent of its resource base, not just naxinze
short-term state revenues.

Let ne conclude ny testinony by reiterating that while
we hope to continue to pursue investnent opportunities
in Alaska in the future, the resource and cost

structure in Al aska is becom ng i ncreasingly
chal | engi ng. Governor Parnell's proposed changes to
ACES are a good start to needed fiscal reform - but
nore is still needed.

Exxonhbbi | | ooks forward to working wth the
Adm nistration, the legislators, industry and the

people of Alaska in the future pursuit and devel opnent
of Alaska's oil and gas resources.

4:24: 32 PM
CO CHAI R SEATON referenced the upside potential nentioned in M.
Pittman's testinony and inquired whether ExxonMbil considers

the provision in HB 110 to reduce the floor for downside
potential to be a significant factor.
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MR. PITTMAN replied that ExxonMbil has not considered it at
this point to be significant, but he will check and get back to
the committee with a specific answer.

4:25: 25 PM

REPRESENTATI VE HERRON rel ated that sonme people believe there is
time until 2018 to fill the pipe. However, he said he thinks it
is much earlier. He asked whether 2013 is nore realistic for

the state to do sonething

MR. PITTMAN responded that 2013 would be appropriate as far as
to act. He said he finds the suggestions that TAPS wll
continue to produce through the md-2020s with no additional
investment to be optimstic. There are sone downsi de cases that
suggest that may be only 7-8 years away.

4:26: 26 PM

REPRESENTATI VE HERRON recalled testinony by a consultant to the
governor, saying he thought the consultant was know edgeabl e.
He related that a question asked of the consultant was whether
HB 110 as currently witten would effectively translate into
guaranteed exploration and the consultant's answer was no. He
asked whether M. Pittman agrees with this answer of no.

MR PITTMAN replied that he would not agree wth no, but he
would agree that it may not directly correlate because of the

other factors that have been discussed today. Cost, commodity
prices, and supply and demand in other areas of the world nake
it hard to say that HB 110 will guarantee increased exploration

One of the various factors inpacting those decisions that cannot
be controlled is the Mther Nature aspect, such as not finding
the quality of rock that was expected. However, between the
state and producers there are four prine factors that can be
controll ed: technol ogy, state and federal governnent take,
devel opnent cost, and operating cost. He said he thinks
industry and the state should be aligned to help mnimze those
to inprove the opportunity for Al aska resources.

4:28:14 PM
REPRESENTATI VE KAWASAKI commented that he has not yet heard any
convincing evidence from any speaker that the investnment wll

come back to Alaska, that there will be nore Al aska jobs, and
that industry will explore nore. He noted that a graph put out
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by the Department of Revenue shows that the production decline
started in 1987, and between 1987 and 2005, when the very
favorable ELF gross production tax was in effect, there was
still not the production required to fill the pipe. Therefore
in substantive terms, how wll industry's investnent change
should HB 110 pass and ACES is rewitten.

MR. PITTMAN responded that the decline curve is currently as
flat as it has ever been since peak production; Alaska has a
world class resource capable of inmmense volunmes of production
To answer the question about continuing to invest or increasing
the need to invest, he said he is convinced that [ExxonMbil] is
clearly aligned to keep the pipeline flowng; that is good for
the state and good for future resource recovery. The kind of
vol une increases that are possible on the scal es that ExxonMobi
is currently working are pretty challenging to affect the kind
of slopes that are seen when starting at 2 mllion barrels a
day. However, it is possible today to affect 100,000 barrels
over a year. Sonme of it is going to take things that we do not
yet know how to do, and nore interest needs to be attracted in
maki ng those investnents.

4:31: 08 PM

CO CHAI R SEATON noted that the percent decline in production was
steeper when Al aska had |ower tax rates. The sl ope of decline
was greater under the lower PPT rate than it has been since
instituting ACES. According to information the commttee just
received from the Alaska G| and Gas Conservation Comi ssion
(ACGCC), the decline in production/devel opnental wells occurred
in 2004 and then leveled off, so that drop occurred before the
PPT. He allowed that there are other factors as well, but said
he is having a hard tinme making the link wth ACES, as portrayed
by industry, when the nunber of developnental wells went down
prior to the enactnent of PPT and ACES. He requested that the
conpani es submt a witten explanation of this to the conmttee.

4:34: 30 PM
CO CHAIR FEIGE, regarding the changing nunbers of devel opnenta

wells and when they occurred, inquired whether the correlation
was with the price of oil

MR. PITTMAN answered that there are so many variables it will be
difficult to draw a direct <correlation to any individua
variable, but ExxonMobil wll do its best not to have just
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supposition and will look at the data. He agreed that the price
of oil is a factor.

CO CHAI R SEATON pointed out that the AOGCC data does include in
the background the price of oil, so the price of oil can be
directly | ooked at.

4:35:35 PM

REPRESENTATI VE HERRON asked whether the conmittee co-chairs
shoul d request the Departnent of Revenue to conduct a careful
reconsi deration of its production rate decline graph.

MR. PITTMAN replied that he cannot tell the co-chairs what to
tell the comm ssioner, but when he looks at the data the
questions that conme to his mnd are what the assunptions were
that went into that data and what are the current assunptions
that would add to that data.

4:36:45 PM

REPRESENTATI VE KAWASAKI inquired whether ExxonMbil has an exit
strategy for the North Sl ope.

MR. PI TTMAN responded no, ExxonMbil intends to be in Al aska and
intends to find ways to work with its coll eagues, industry, and
Al yeska Pipeline Service Conpany, but that is tenpered with his
knowl edge and experience of how long it takes to effect those
changes.

4:37:32 PM

CO- CHAIR SEATON, regarding M. Pittman's testinony that the
remai ni ng resources are economcally challenged, noted that the
current tax reginme is a conmpanywi de reginme. No tax occurs bel ow
all costs rolled out and then the base rate applies for the next
$30. For an economcally challenged field that takes $60 to
produce, the base tax rate is 25 percent on the next $30 above
that, so there is no progressivity for Al aska North Slope $90

Regar di ng econonical ly chal | enged oil, he asked how
progressivity becones the crucial factor in decision maki ng when
it does not start until $30 after all expenses are rolled out.

VR. PITTMAN answered that when |ooking at i nvestnents,
ExxonMobil runs a full suite of possibilities and nmany of those
will be at the higher-end prices, which will only occur 15-20
percent of the tine. Coupled with the downside prices that
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occur 15-20 percent of the tinme, it does inpede the viability of
future projects. Many of them could be on the edge and that
coul d be enough to push them over, and the aforenentioned is one
of those types of projects.

4:39: 38 PM

CO- CHAI R SEATON offered his appreciation to all of the w tnesses
for their testinony.

4:40: 23 PM
ADJ QURNIVENT

There being no further business before the commttee, the House
Resources Standing Conmmttee neeting was adjourned at 4:40 p. m
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