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POSI TI ON STATEMENT: Testified and answered questions during the
presentation by the PFC Energy on G obal Strategy and portfolio
overvi ews of major Al aska producers.

ACTI ON NARRATI VE

1:27:30 PM

CO CHAIR PAUL SEATON called the House Resources Standing
Commttee neeting to order at 1:27 p.m Representati ves P.

Wl son, Herron, Dick, Mnoz, Gardner, Kawasaki, Feige, and
Seaton were present at the call to order. Representative Foster
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arrived as the neeting was in progress. In attendance from the
House Special Commttee on Energy were Representatives Pruitt,
A son, Saddler, Petersen, and Tuck. Also in attendance were
Representatives Fairclough, Johnson, and Doogan and Senator
G essel .

HB 3001-O L AND GAS PRCODUCTI ON TAX

1: 27: 48 PM

CO CHAI R SEATON announced that the only order of business would
be a presentation by the PFC Energy on dobal Strategy and the
Portfolio Overview of Major Al aska Producers.

1:29: 04 PM

TONY REINSCH, Senior Director, Upstream & Gas PFC Energy, stated
he wll review the global portfolios of the three mjor
producers in Al aska: BP Exploration (Alaska) Inc. (BP),
ConocoPhil l'ips, and ExxonMbil Corporation (ExxonMbil). He
said all three conmpanies are in the mdst of substantial
strategy changes which inpact their global operations and
portfolios. He characterized this as an unusual happening for
conpanies of this size in the oil and gas sector. Thi s

commttee and Al aska have been exam ning how Alaska fits into
the rapidly changing and wunusually dynamc global portfolio
situation for these conpanies as they nove forward to achieve
their target strategies and objectives. Further, the commttee
will consider how Alaska can position itself to be part of the
solution rather than potentially becom ng part of the problem

MR. REINSCH began his PowerPoint presentation on "d obal
Strategy & Portfolio Overview of Mjor Alaska Producers"” by
reviewing BP [slide 25]. He stated that BP is the second
| argest global oil conmpany in the world, second only to
ExxonMobil in ternms of annual production. BP secures roughly
half of its global production from Russia and Central Asia, in
particular, in Russia with its joint venture with TNK-BP. The
signature event for BP in the past few years was the Macondo oil
spill in the @l f of Mexico. This event has resulted in the
conpany restructuring its portfolio, divesting over $30 billion
in assets - upstream mdstream and downstream - with the vast
majority of its divestiture being upstream assets. He
hi ghlighted that BP acquired roughly $28 billion in assets in
other jurisdictions and arenas. He concluded that the conpany
took advantage of this signature event to restructure its
portfolio, which would ordinarily have drawn a very negative
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response from analysts and investors. He pointed out that BP
has been able to pare down the non-core elenents of its

portfolio, yet still wmaintain all on-going and prospective
capital projects during its geographic divestiture. As a
result, BP has been able to dedicate its production from the
Macondo oil spill to the fund oil spill reparations for the

damages i ncurred.

1:35:19 PM

MR. REINSCH sunmmarized that BP has pared down, in terns of the
nunber of conpanies and projects; however, it has bulked up in
terms of its future growh. He outlined BP has been focused on
three activities: deepwat er devel opnent, global gas, and
devel oping giant oil fields in Russia, lraq, and Al aska. The
conpany has committed $20 billion in net investnents into 16
projects in the past two years. This type of aggressive capital
spending will likely inmpact BP's return on capital enployed in a
negative fashion; however, it wll provide them wth a
conpetitive growh rate in ternms of their peers. He revi ewed
BP' s overview figures: 2011 reserves of 17,330 mllion barrels
of oil equivalent (mrboe); 2011 production at 3,400 barrels of
oi | equi val ent per day (mboe/ d); Apri | 2012 mar ket

capitalization cap at $133 billion; April 2012 price earnings
ratio of 6.15; 2011 corporate revenue at $375 billion; and 2011
upstreamcapital, which is estimated at $17 billion.

1: 36: 40 PM

CO-CHAIR SEATON asked for an estimate of the restructured
conpany's ability to expand investnent in Al aska.

MR. REINSCH explained his presentation would cover an initia
broad overview of each conpany - identify the drivers - and then
hone in on the Al aska assets and identify four or five
chal | enges each conpany faces that could affect developnment in
t he state.

MR. REINSCH turned to a map titled "BP d obal Areas of Upstream
Operations” that visually identifies BP's global ventures,
i ncluding production in 16 of 26 Countries, in which BP is
currently involved [slide 26]. He described the core as new
venture, focus, harvest, and exit areas. He highlighted that BP
has divested Pakistan and Chilean assets, and BP has tried to
di vest Argentina through the sale of BP's joint venture interest
in Pan Anerica Energy (PAE) and it would like to divest in
Argenti na. He pointed out the areas on the slide that are
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depicted in yellow, represent the mmjority of conpany grow h.
He stated that a nunber of harvest areas exist in which BP is
managi ng mature portfolios or mature field declines - which
woul d be the case in Alaska. The United Kingdom (UK) would be a
matter of a mature portfolio decline, which is nuch nore
W despr ead.

1: 39: 25 PM

REPRESENTATI VE SADDLER asked for a definition of core versus
f ocus.

MR. REINSCH answered that core would represent the areas of
current material production, or areas in which the mgjority of
the production occurs versus focus areas, which are areas that
are receiving a considerable anpbunt of capital injection wth
t he objective of building core areas into focus areas.

MR REINSCH noved to a mp titled "BP dobal Production
Portfolio - 2010" [slide 27] wth bubbles of various sizes
representing production |evels. He noted each circle is
segnmented by asset type which includes conventional onshore,
conventi onal shal | ow, deepwat er, oi | sands, ot her, and
unconventional production. For example, in Trinidad and Tobago
100 percent of BP's production has been conventional shallow
production whereas 100 percent of Russia's production is
conventional onshore production. He highlighted a few of the
maj or production areas, noting the US. is the second | argest
produci ng country, being driven by deepwater devel opnments in the
@ul f of Mexico. He pointed out that BP is a significant gas
producer in the onshore Lower 48, wth a growing focus on

unconventional production as is the case for all of the
countries wth significant acreage in the Lower 48 basins. He
predicted that the potential in Alaska is tied to Prudhoe Bay
resources and to gas commercialization at sone point. The

| argest producing country for BP is Russia, representing
approximately a quarter of BP's output with the potential for
devel opnment of nmature fields and strong interest in Arctic
expansi on.

1: 43: 14 PM
REPRESENTATI VE GARDNER asked M. Reinsch to discuss the

[imtations arising from the TNK-BP joint venture and whether
t he conpany is a Russian national conpany.
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MR. REINSCH said TNK-BP is a joint venture, which is how BP was
able to enter Russia. BP has only been allowed to operate in
Russia with TNK-BP as a partner. He recalled that about a year
ago BP attenpted to execute a joint venture with Rosneft - the
bi ggest Russian oil company - which was stopped by TNK-BP' s
threat of court action. He indicated that the purpose of the
proposed joint venture was to position BP for Arctic devel opnent
in the Kara Sea. He concluded by reporting that ExxonMobil
secured the joint venture with Rosneft in Novenber 2011. I n
further response to Representative Gardner, responded that TNK-
BP is a private venture.

1: 44: 56 PM

REPRESENTATI VE TUCK related his understanding that BP nay be
| eavi ng Russi a.

MR. REINSCH answered that BP wanted the joint venture wth

Rosneft. Clearly, not being able to secure the joint venture
will constrain BP, but the conpany has no intention of |eaving
Russi a. In fact, Russia has begun to generate good net cash

flow for BP, returns on the investnents have been nade, and BP
is moving forward in a nore confortable manner despite these
restrictions.

1:46: 20 PM

REPRESENTATI VE OLSON asked whet her any other conpany could have
survived the financial problems that resulted from BP's Gl f of
Mexi co Macondo event.

MR. REINSCH indicated that perhaps four or five conpanies could
have survived the $40 billion hit on their portfolios; however
BP has handled it in an artful manner. He suggested that if
anal ysts had been polled six nonths after the Macondo oil spil

t hey woul d have predicted the conpany woul d have been sold since
the share price had dramatically dropped.

1:47:45 PM

MR. REINSCH reported that an interesting devel opnent has been
BP's 2011 joint venture wth Reliance Energy, LLC - a private

corporation in India - in the deepwater offshore project on the
east coast of India, which is expected to hold a significant gas
resource that it hopes to market to India. He characterized

India as one of the fastest growi ng energy narkets in the world.
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This joint venture illustrates how BP has restructured its
conpany.

1:49: 06 PM

REPRESENTATI VE TUCK asked for exanples of projects that would
fit into the "Oher" asset types. He added none were |isted;
however he indicated M. Reinsch does not need to answer the
gquestion at this tine.

1: 49: 33 PM

REPRESENTATI VE SADDLER asked whet her any non-Chinese conpanies
are producing oil and gas in China.

MR. REINSCH responded that ExxonMbil, Shell Wstern E&P Inc.
(Shell), and BP are all hoping to position thenselves in China.
He pointed out that BP has tried on two occasions to establish a
j oi nt venture in China, with China National Pet r ol eum
Corporation (CNPQC) or the China National O fshore Ql
Corporation (CNOOC) - their deepwater conpany - simlar to the
one it has in Russia; however, BP encountered difficulty in
usi ng the sane approach. He suggested that BP is at the point
of strategizing for entry and growh, but all of the nmgjor oil
conpanies have an interest in supplying energy to China or
engaging in the basins. He related that Shell is likely the
nost advanced at this point.

1: 50: 51 PM

REPRESENTATI VE GARDNER noted that the high growh in Angola is
now chal l enged with startup of several unsanctioned projects.

MR. REINSCH answered that BP's Wst Africa portfolio has noved

into an alnost "treadm|I|" stage since BP nust add new vol unes
and projects sinply to keep up with the decline in the deepwater
projects under production. He explained the unsanctioned

projects represent projects that BP could bring into production,
but have not yet; however, he anticipated the projects would be
sequenced in and would effectively hold BP's production flat.

REPRESENTATI VE GARDNER asked whether there are any parallels
with Al aska in that franework.

MR. REI NSCH responded that there certainly wll be the
possibility since the African deepwater assets wll go into
rapi d decline. He noted the projects are built to have very

HOUSE RES COW TTEE -7- April 24, 2012



short peak periods to keep the net present value figures
conpetitive in BP's portfolio. In response to Representative
Tuck, M. Reinsch confirmed that BP's global production includes
oil and gas.

1:54: 04 PM

MR REINSCH referred to a chart, titled "Total Portfolio
Evol uti on: BP vis-a-vis the Conpetition" [slide 28]. He
related that this slide represents BP' s peer group - it comnpares

t he annual production on the vertical axis and the blue lines on
the graph show the novenent over tine for each conpany
i ndi cat ed. He noted that BP and ConocoPhillips Conpany
(ConocoPhillips) are the only two conpanies who are forecast to
deliver production declines between now and 2015, while all of
the other conpanies are predicted to deliver volunme grow h. He
hi ghlighted the analysis covers two periods: 2000- 2010 and
2010- 2015. He explained that during the first period, BP grew
t hrough Russia, Trinidad and Tobago, |iquefied natural gas (LNG
devel opnent, and Angol a deepwater devel opnent. Thi s expansion
has been offset by declines in Europe - 600,000 barrels of
production loss - and in North America during 2000-2010 with the
Lower 48 onshore declines and Al aska's Prudhoe Bay declines. He
predicted that BP will decline in the short run due to post-
Macondo asset divestiture conmbined with curbed activity in the
@ul f of Mexico's deepwater.

MR. REINSCH predicted the net effect will be that BP will shrink
over the next few years. He discussed how BP's portfolio is
financed [slide 29]. He described the chart, noting anything
above the line represents a cash deficit and anything bel ow the
line represents a cash surplus. He highlighted this illustrates
that the U S. has been a |eading generator of cash flow for BP
during 2000-2010. The region that has noved nost from deficit
to surplus has been the West Africa portfolio, which generated a
significant anmpbunt of cash flow as the deepwater devel opnents
noved into production. He reported on the evolution of the
portfolio, which depicts anticipated future growh [slide 30].
He stated this chart exam nes seven mmjor regions from 2001-
2020, with the dotted line at 2012. He referred to Europe,
noting the initial core for BP has been in steady decline for

the |ast decade. He summarized that BP has been fighting a
decline rate where stability in production wuld be a
significant achievenent; however , the fight <can only be

mai ntai ned for a short period of tine. He enphasized that North
Anerica, Russia and Central Asia are the nmjor areas of
production for BP. He noted that Sub-Saharan Africa and Angol a
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proj ects have been substantial in adding to BP's cash flow, but
these projects are still a relatively small part of their gl oba
portfolio.

2:00: 17 PM

REPRESENTATI VE TUCK asked for clarification on whether this is
based on mllions of barrels of oil per day equival ent (nboe/d).

MR. REINSCH answered that it is based on thousands of barrels of
oil per day -equivalent (nboe/d). In further response to
Representative Tuck, M. Reinsch answered that natural gas is
included in the oil equivalent and the analysis includes all
i quids and gas production, including natural gas |iquids, crude
oil, and condensate. He indicated that gas is converted to an
oil equivalent in all of PFC Energy's work to a ratio of 6 to 1
- 6,000 thousand cubic feet (MCF) of gas to one barrel of oil.

REPRESENTATI VE TUCK commented that Alaska's tax structure has a
barrel of oil equivalency for natural gas, which he thought was
uni que to Al aska.

MR. REINSCH explained that sonme conpanies nay use slightly
different conversion rates, such as 6.2 or 6.3 to 1; however,
t hese conversation rates will be stipulated if they deviate from
the standard industry rate of 6 to 1

2:01: 44 PM

REPRESENTATIVE PRU TT referred to Sub-Saharan Africa on the
prior slide represents a substantial anmount of their cash flow
however, he said that slide 30 seens to indicate it does not
represent a substantial anount, which seens incongruous.

MR. REINSCH said that the Angola venture has been well invested
over the vyears to <create an infrastructure for deepwater
devel opnent . He stated that the fields are now producing and
Angola operates under production sharing contracts. As
production begins, the anount the conpany receives would cost
back at an accelerated rate, ranging from 60 to 80 percent of
the revenue, which is effectively a ceiling on capital recovery.
The remai ning 20-40 percent is split between the conpany and the
government on the basis of the fiscal ternms for revenue sharing.
Thus during the early vyears of production there is a
dramatically disproportionate share of cash directed to the
conpanies as a neans for them to recover their investnent
capital. He acknow edged that these projects | ook bad on paper
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until production. He highlighted that from the governnment's
perspective as production cones on the oil conpanies take 70-90
percent of the revenue being generated while the governnent
receives a relatively small anount; however the governnent does
not take any risk in the devel opnent. He concluded that the
conpanies take the risk so they get paid back first, which is
why it seens as though an inordinate anmount of cash flow is
comng out of Angola for a relatively small anount of
pr oducti on.

2:05: 51 PM

REPRESENTATI VE SADDLER asked how the tax regines wll change
over the life cycle of a region. He referred to West Africa and
the tax system in place at the start of the devel opnent and
asked whether the tax regine investnent would "chase the
profitability."

MR. REINSCH responded that an inbalance exists between the
institutional capacity of the governnments in Africa, Sub-Saharan
Africa, and parts of South Anerica. He enphasized that he has
not found any oil and gas conpany who would not prefer stability
and a conpetent partner to instability and a |ess conpetent or
sophi sticated partner when developing a basin or oil and gas
resour ces. However, many of these conpanies have no idea what
they are getting into so frequently a government will sign a
production contract for development with an expectation of a
certain nunber of barrels of resource. Later on governments
often will adjust or reallocate the contract if the production
reaches unexpected success. He enphasized that stability in
fiscal ternms is inportant, as the changes wll inpact the
devel opers and fi nanciers.

2:09: 15 PM
MR. REINSCH discussed "d obal Production: Country G owth

Project Analysis" [slide 31]. He explained this chart predicts
the nunber of projects in 2015 which are anticipated in a

specific jurisdiction. He pointed out the wvertical axis
indicates the thousands of barrels of oil equivalent per day
(mboe/d) in 2015 and the horizontal axis lists the nunber of
proj ects. He summarized that this chart |ooks at new sources

and ventures being entered into by BP including oil and gas. He
identified the circles or bubbles on the chart that indicate
crude oil versus gas or liquids versus gas. A bright red bubble
woul d represent 100 percent gas and a dark green bubble woul d be
100 percent oil. He reported that Azerbaijan's project is BP s
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Azeri—-Chirag—GQuneshli's (ACG oil project in the Caspian Sea;
Russia is a mx; and the Asia-Pacific Region consists of nore
gas devel opnent. He stated in the US. that 11 projects are
anti ci pat ed: nine deepwater and two in Alaska;, however,
hundreds of various wells are not shown in this analysis,
instead, this slide represents the discrete major capital
proj ects. He said that PFC Energy sees the unconventional gas
and oil sands delivering materiality for BP in a post-2020
timeframe versus being current drivers of BP's portfolio and
gr owt h.

2:12:18 PM

REPRESENTATIVE FEIGE inquired as to what is neant by AGS
wei ght ed.

MR. REINSCH explained it is a typo which should read "AGS gas
wei ghted. " In response to Representative Gardner, M. Reinsch
expl ai ned that zero percent oil is depicted with red circles and
100 percent oil depicted by dark green circles or bubbles.

2:13: 16 PM

MR. REINSCH discussed the BP in Alaska map [slide 32]. He
explained that the purple areas on the slide represent BP-
operated blocks and the blue ones represent BP-non-operated
| icenses or areas. He related that overlaid on the nap are the
maj or fields or horizons being developed with green being oil
and red bei ng gas.

CO CHAI R SEATON asked to have the colors on the slide defined
for those who are | ooking at charts w thout colors.

MR. REINSCH pointed out the locations on the North Slope and
expl ai ned the operations, including North Star, Liberty, Point
Thonson, and Prudhoe Bay. He summarized "BP Al aska Activity &
PFC Energy Assessnment” [slide 33]. He highlighted the greater
Prudhoe Bay area, conprised of a 26 percent working interest
operated by BP, and Point Thonmson, which is 32 percent BP
working interest and is a non-operated project. He descri bed
Al aska during the 2010 tinefrane, as referenced in the slide,
noting that BP produced about 173 thousand barrels of oi

equi val ent per day (mnmboe/d), which represents 17 percent of BP's
total U S. production and 5 percent of their global production -

all oil, all gas, all liquids on a global basis. He reiterated
that Alaska within BP's global portfolio only represents 5
percent and that figure is currently declining. He contrasted
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this with ConocoPhillips Alaska, Inc. (ConocoPhillips) whose
2010 production of 244,000 nboe/d represents 36 percent of
ConocoPhillips U S. production and about 14 percent of their
gl obal producti on. He predicted that the ConocoPhillips
production will rise as a share of their global production as
the ConocoPhillips portfolio becones nore focused. He noted
ExxonMobil - the smallest of the three producers in Alaska -
produced 117,000 nboe/d or 14 percent of ExxonMbil's U S.
production in 2010. He predicted this wll be a smaller share
in 2011 as the XTO Energy Inc. acquisition takes hold. He
related, in ternms of materiality, the overall global resources

represent three percent for ExxonMbil, five percent for BP, and
14 percent for ConocoPhilli ps. In further response to
guestions, he reiterated that ConocoPhillips's 2010 production

was 244,000 thousand barrels of oil equivalent per day (mnboe/d)
and BP' s Al aska percentage was 17 percent.

2:18:56 PM

REPRESENTATI VE SADDLER asked whether that information will be
provided in a chart.

MR. REINSCH offered to provide it.
2:19: 27 PM

MR. REINSCH identified the challenges that BP is faced with in
order to achieve the —conpany's objectives and exercise
strategies [slide 34]. He pointed out six core issues. First,
BP nust re-establish its operator profile in the globa
deepwat er arena. Clearly, BP suffered as a global deepwater
oper at or. He stated that BP acquired the deepwater Devon
devel opment in Brazil, prior to the Mcondo incident; however,
Brazil substantially delayed the approval of the project.
Despite the Macondo incident, BP has greater deepwater exposure
than any of its peers. He offered his belief that BP wll
continue to rely on deepwater as one of its core growth drivers.
Secondly, BP will need to resolve the sharehol der relationship
issues within the TNK-BP Joint Venture. This joint venture has
constrained BP's ability to grow in Russia. Third, BP nust
conplete the portfolio rationalization process. At sone point
BP nust start growing again and exploit the assets it has
accurul at ed. Fourth, BP nust determne a path forward in the
Brazil deepwater. One of the major resource discoveries are the
“pre-salt” fields in the Santos and Canpos basins, which has
been unfolding in the energy sector, yet it is one of the nost
technically challenging to devel op. He noted that Brazil's
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state owned conpany, Petrobras, has been awarded operatorship of

all pre-salt developnents in the area. Thus BP has been
examning how it can grow since it cannot operate in Brazil

Fifth, BP  rnust accel erate devel oprent of U. S onshor e
unconventional gas resources. BP sold its entire Perm an Basin

and Western Canada assets to Apache Corporation (Apache),
t hereby downsizing its conventional oil and gas position in the

US at a very high value; however BP still has substantial
resources - 10 trillion <cubic feet (TCF) of resources -
remaining in the Shell gas plays to accelerate devel opnent.

Finally, BP nust accelerate devel opnent of its oil sands | eases.
He noted BP has significant |ease holdings in the oil sands in
Canada. These are asset developnents that nake a |ot of sense
for their portfolio, which would provide a stable asset over
long periods of time to offset their substantial gl oba
portfolio conprised of deepwat er devel opnent with high
production rates and steep declines. He enphasized that it wll
be inportant for BP to have this balance in their portfolio as
they continue to expose thensel ves to deepwater devel opnent.

2:24:46 PM

CO CHAIR SEATON asked for the analyst's perspective on the
chal | enges. He asked how nuch of an effect a tax change woul d
mean for the conpany in the next 3-5 years and if tax regine
changes woul d be the driving determi nation for BP

MR REINSCH answered that s a sinple question wth a

conplicated nuanced set of answers. First, Alaska has three
assets types: the legacy fields, the new devel opnents of | ower
quality crude oil, and natural gas. He suggested that any

conpany woul d need to consider these areas separately each with
a set of unique values. He said he has been a fan of tools and
targets in the realm of fiscal regines. He acknow edged t hat
incentives are necessary to accelerate production in a |egacy or
mature field in decline. He predicted that a change in the tax
royalty regine will inpact the econonics of those devel opnents
and to the extent it could enhance the conpetitiveness of the
returns of the projects, it should attract increnental capital
from the corporate budget. He pointed out that all conpanies
look to maximze the efficient use and allocation of their
avai l abl e capital resources, which represents the dial ogue and
di scussion in the business and corporate |evel. Certainly, a
tax change would inprove the climate, but it is unknown as to
whether it would attract the capital investnent.

2:29: 20 PM
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CO CHAIR SEATON reiterated that it would be good to have advice
about each conpany on the probability of what would tip the
scal es.

MR. REINSCH said that part of the challenge wll be the
particular joint venture is operating agreenent's structure in
Al aska with respect to the |arge assets. He noted it is not a
majority rules decision on whether to undertake capita
expenditure prograns, but unanimty. Al aska woul d need to | ook
for the weakest |[ink. He identified ExxonMbil as the weakest
link, in terns of for whom Alaska is the least relevant in terms
of the current production as part of their global portfolio. He
al so suggested that in terns of natural gas assets, it could

al so be ExxonMbil, as well. When considering field-by-field
within portfolios, attracting capital to a project devel opnent
must be agreed upon by all parties involved. He reviewed the

post - Macondo acti ons. He said PFC Energy thought it was clear
that BP would need to divest a large part of its portfolio in
order to nove forward. In that regard, Al aska absolutely stood
out, since Al aska would have a | ot of value for a company who is
an advanced oil recovery specialist. He briefly discussed that
BP divested its Forties Field - its crown jewel asset in the
North Sea - years ago to Apache, since the conpany is a
specialist in recovering any last bit of value out of an asset.
He stated that an enhanced recovery specialist would want to

operate wherever the conpany puts its capital. He descri bed
getting into this specific joint operating agreenent as a
difficult the environment, plus it wasn't likely BP would want

to | eave, but they may have been interested in divesting certain
assets that were less suitable than the direction BP was

headi ng. He was uncertain about what conversations actually
t ook pl ace. He acknow edged he is nerely sharing PFC Energy's
external thought processes. He recapped that it represents an

environment that doesn't lend itself to what normally woul d take
pl ace, which is asset churn in and out of the portfolios on a
field-by-field basis. He related the dialogue is different and
it makes Co-Chair Seaton's question nore difficult to answer in
a definitive, objective way.

2:33:21 PM

CO CHAI R SEATON acknowl edged it is a difficult question that
requires speculation to answer. He said one of the underlying
assunptions is this will mke a difference with all three

parties in the field in [Prudhoe] Bay. He reiterated that if
all the conpanies nust agree to changes it is inportant to
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understand the various and significant pulls for the conpanies
with respect to their portfolios. He recalled M. Reinsch
mentioned the UK's Forties Field in the North Sea. He asked
when it was divested, since that project is as an exanple of a
mature basin that experienced an increase, following a rate of
decline due to the Apache Corporation's (Apache) technol ogi es.

MR. REINSCH answered that Apache bought the Forties Field from
BP based on an agreenment on the remaining reserves. He recalled
that about ten years ago Apache produced the reserves, yet the
remai ning reserves are l|larger than they were when it was taken
over. He did not attribute this additional resource to magic,

but rather that Apache's managenent and focused ability on the
further developnent of a field differs from BP s globa

portfolio interests. He speculated that it was nore inportant
for BP to put their managenent towards Russia and deepwater Culf
of Mexico productions. He |ikened Apache's work as a classic
exanpl e of what enhanced recovery and focused devel opnent can
nmean to a | arge nature asset.

2:36:19 PM

REPRESENTATI VE PRUI TT queried whether BP has had the ability to
spend what is needed to maintain its investnents, and whether it
will inpact Alaska's investnents if BP does not have the funds
to invest.

MR. REI NSCH answered the way BP executed its restructuring post-
Macondo has allowed BP to enter areas in earlier stages of
devel opment and nove forward w thout the financial stress that
had been anti ci pated. He pointed out BP is involved in high-
cost frontier developnents in the lower tertiary - ultra-
deepwater - the Brazil deepwater, noting the TNK-BP Russia
venture is also cash generating. He returned to the chart "How
the Portfolio is Financed: Sources and Uses of Cash" [slide
29] . He stated that what is saving conpanies is the current
$100 plus per barrel price of oil that has shifted the line
bet ween cash deficit and cash surplus. The vast mgjority of the
BP portfolio has been in a cash surplus. He stated that BP is
not stressed from a financial or a debt perspective; however,

the dividend and share buyback policies inpacted the conpany's
treasury and cash flow All of these conpanies create capita

di scipline through hurdle rates that basically have dividend and
share buyback as the opportunity cost of each dollar of capita

i nvest ed. The conpany reaches a point at which either the
internal rate of return or the net present value accruing to the
capital investnment cannot conpete with the value the conpany
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gets from dividend or buying back shares and the inpact that
will have on the share price. He pointed out that the
treasury's function is set the criteria and identify the capital
BP has available and to informthe units it may not have all the
free cash flow and capital at its disposal for upstream oil and
gas developnent. Wthin that context Alaska is no nore or |ess
conpetitive. He said that BP did sell off a certain anount of
producing properties and has seen its production decline so
produci ng assets have value and while no one is looking to get
rid of producing assets, the state wll still conpete. He
concluded that BP is not capital constrained.

REPRESENTATI VE PRU TT questioned why BP did not get rid of the
Al askan assets when BP was divesting its assets.

MR. REINSCH cautioned that PFC Energy was not party to the
di scussi on; however he would have expected it to be a
consi derati on. Still, the Alaskan assets nay not have been on
the table due the structure of the joint operating agreenent in
Al aska. He highlighted that the operating agreenent was
structured to keep the three core conpanies in place, which
m ght have been a bl ocking factor. Al aska has benefited over
the decades from the agreenment, but it also makes it difficult
for other conpanies to enter.

REPRESENTATI VE PRU TT and how nany conpanies can step in wth
that structure in place that would have the capital to invest.

MR. REINSCH answered it would be a small set, Ilikely 8-10
conpani es, but there are options.

2:43: 54 PM

REPRESENTATI VE SADDLER asked whether the conplex ownership
situation in Alaska is unique and if it should be sinplified.

MR. REINSCH responded that the joint operating agreement is not
unique and is quite conmmon in global portfolios. He expl ai ned
it would not be common for smaller field devel opnments or bidding
on leases, but in a large field like Alaska this structure is
often seen. He could not conmment on the conplicated unw nding
t hat woul d be necessary.

CO- CHAIR SEATON related his understanding that only one other
agreenent has the veto power by the participati ng owners.

MR. REINSCH noted the unanimty aspect i s sonewhat uni que.
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2:46: 31 PM

REPRESENTATI VE SADDLER inquired as to whether over time sone
conpanies will mgrate towards natural gas fields while others
will mgrate towards oil devel opnent.

MR. REI NSCH asked for clarification on whether he is speaking to
t hese three conpanies or to other conpanies.

REPRESENTATI VE SADDLER answered that he is interested in both.

MR. REI NSCH responded that the book of how basins mature and how
conpetitor |andscapes changes over tine is «currently being
played out in both Wst Texas and Alberta in the western
sedi nentary basin. Again, he noted those are onshore basins
with nmultiple play types and nmultiple field sizes. He said that
Al aska and the MacKenzie Delta regions are sonmewhat uni que since
they are very large field developnents with a very high cost of
capi tal expenditures. He did not think a small startup conpany
woul d nove assets to production, nor does Al aska have the
exi stence of thousands of fields of varying sizes with onshore
asset churn. He suggested that isn't even the environment in
the North Sea, which arguably could be a closer anal ogy. Even
in the North Sea l|large nunbers of fields consist of different
si zes. Additionally, technology ranges from shallow to
deepwat er devel opnment, which has beconme nuch nore w despread
anong the service sector and oil and gas conpanies that have

enriched the conpetitor | andscape. However, the 25-26 | argest
publically traded E&P conpanies or upstream oil and gas
conpani es account for over 80 percent - noving towards 90
percent - of the North Sea production, including Norway and

Nor wegi an shelf, the UK and North Sea conbi ned. He summari zed
that the nunber of conpanies is a relatively small nunber of
very sophi sticated pl ayers.

REPRESENTATI VE SADDLER said he is not advocating breaking up
owner shi p.

2:49: 48 PM
REPRESENTATI VE FEIGE referred to the slide 29 chart titled, "How
the Portfolio is Financed: Sources and Uses of Cash." He asked

what price the dotted black line represents.

MR. REINSCH answered that the dotted line reflects the novenent
of prices over tine and clearly these are data points over the
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| ast decade. He related that is a creation of a line of cash
flow equal to capital expenditures. He explained that if al
else is equal when the oil prices increase the line tends to
shift up so for the same anobunt of capital expenditure the
conpany would have an increased cash flow In response to
Representative Feige, he agreed if the price dropped the I|ine
woul d go down and regions in cash surplus would shift into cash
deficit.

REPRESENTATI VE FEICGE then referred to the operating agreenents
in Prudhoe Bay and said that it seens unlikely an independent
conpany such as Apache would cone in and function on its own.
He asked whether any of the three big producers could afford to
give up the cash flow in Prudhoe Bay.

MR. REINSCH responded that it a qualitative question. He
referred to the materiality nunbers for Al aska within the gl oba
portfolios. Clearly, ConocoPhillips would be the conpany that
woul d be nost reluctant to do so. Additionally, he said he
woul d argue that Alaska is core to ConocoPhillips, rather than
being in a harvest status, since Alaska is a nmaterial part of
this conpany's global portfolio to a greater degree than for the
ot her conpani es. None of the conpanies have an interest in
nmoving away from the prospectivity and the opportunities in
Al aska, nor has he heard any of the conpanies nmake a suggestion
they wish to exit. However, he has heard the conpani es say they
have opportunities and need to attract capital. He pointed out
that different kinds of opportunities attract capital and
conpetition within different parts of each conpany's portfolio.
He suggested the dialogue is likely that they need to structure
to be robust across a range of prices to nove forward and w |
see what they can acconplish rather than to say if Al aska
doesn't do what they say they'll |eave.

2:53:35 PM

REPRESENTATI VE GARDNER recalled other BP |awsuit i ssues
i ncluding msadventures on the North Slope, and asked whether
sone conpanies would be reluctant to nove forward with BP as a
part ner.

MR. REINSCH said that BP is considered a conpetent partner,
al though a series of red flags have been raised. Even so, the
conpany has addressed the issues, and restructured to focus on
efficiency and capabilities versus financial and corrective
actions have been taken.
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REPRESENTATI VE GARDNER pointed out BP has had issues including
fines for sacrificing pipeline maintenance for dividend paynents
and the threat of a lawsuit with the TNK-BP group. She pointed
out that BP is an operator on the North Slope and asked whet her
these problenms have nmade other conpanies question the
part nership agreenent.

MR. REI NSCH answered he would be surprised if that were the case
since BP is well regarded as a conpetent technically-able
conpetitor. He suggested that a series of incidents have raised
red flags; however, BP has responded by changing its interna

processes, managenent structures, and putting into place a
different type of internal decision-naking process wth a
greater focus on efficiency and technical capabilities and a
| esser focus on financial enhancenents. He reiterated that BP
has recogni zed deficiencies and has taken actions to address
t hem In further response to Representative Gardner, he
answered that the global players and |arger players prefer to
have control over their assets; however, the reality is that no
i ndi vi dual conpany, including ExxonMbil has the personnel,

manageri al project managenent, or technical <capability to
operate everything in their portfolios. He pointed out that is
the reason operator/non-operator positions are a part of this
busi ness. He said it is better for conpanies to focus their
energies on the parts they operate and to nonitor their joint
operator closely. He noted non-operators nust shadow everyt hing
the other conpanies are doing. He concluded that one of the
uni que aspects of the arrangenent is the conpanies can nake
t heir opi nion known and can stop things.

2:58: 10 PM

REPRESENTATI VE TUCK recalled M. Reinsch's earlier discussion on
striving to nmake the legacy fields economcally conpetitive. He
further recalled he had pointed out that BP is not a specialist
in getting the last oil out of an area. He asked whether it
woul d be beneficial for Alaska to ensure that tax credits are
invested in Al aska. He clarified that the state doesn't know
the conpany's desire to devel op assets el sewhere or if any other
obl i gations exist. He asked for the best way to ensure the
i nvest ments happen in Al aska.

MR. REINSCH responded that question relates to one of his
col | eague's area of experti se; however he related his
under st andi ng t hat Al aska's short term two-to-four-year
requirenent is to obtain an increase in production so tools and
targets suggest that the focus should be to reward any increnent
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to production as directly as possible and inplenment any fisca
changes to do so. He cautioned that the farther away from the
targeted activity, the less likely it is that the outconme wll
be the one antici pated.

3: 00: 09 PM

REPRESENTATI VE OLSON noted that 70 percent of BP' s stock is held
in pension plans in the UK and U.S. and for that reason alone
t he governments have not been taking any action likely to force
the conmpany into bankruptcy. Additionally, Alaska has a
significant anount of stock in the Public Enployees' Retirenent
System (PERS), the Teachers' Retirenment System (TRS), and the
Al aska Permanent Fund. Thus everyone in the room has a piece of
BP. He reiterated that everyone wants to work with them

3:01:15 PM

CO CHAI R SEATON asked to focus on the job of incentives of tax
changes to increase production. He returned to M. Barron's
chart on the Forties Field. He related his understanding that

the production turned around when BP sold their interest in the
Forties Field to an operator with enhanced oil recovery ability.
He asked why the state would expect a tax reginme to have an
effect on BP since this is the sanme operator who spun off the
Forties Field when BP could not turnaround the decline.

MR. REINSCH answered that the core of the answer goes to the
guestion of materiality. When BP nmade the decision to divest
the Forties Field, the field had declined to the point that it
was a fairly small producing asset in a large asset portfolio
and BP was in the process - as does each conpany - of high
grading its portfolio. He surm sed BP assessed where to direct
its managenent expertise although he acknow edged BP had the

technical ability to focus on the Forties Field. However, the
Forties Field becane Apache's nunber one or nunber two globa
asset . Thus transiting the asset to a snaller conpany it now

becanme Apache's core within their worldw de operations, whereas
it had ceased to be that for BP. He enphasi zed that at 166, 000
barrels per day Alaska is very material for BP. He offered his
belief that these volunmes are inportant to these conpanies, the
| egacy fields are a transition asset, the conpanies prefer not
to divest, and all three have the capabilities to attract
capital and conduct enhanced recovery.

REPRESENTATI VE GARDNER comented that there may be elenents of
t he deci sion-nmaking process not related to the internal rate of
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return or net present value and possibly elements exist over
whi ch Al aska has no control of whatsoever. She said there may
not be tools in Alaska's tool box that the state hasn't dreaned
of yet.

3:06: 39 PM

MR. REINSCH turned to ConocoPhillips Alaska, Inc., to review a
simlar set of charts. He described the conpany overview and
substantive restructuring it underwent from 2010-2012 which he
characterized as remarkable [slide 35]. In March 2010,
ConocoPhillips faced declining production, a declining share
price, and lagging financials so it announced a pathway that
sone terned a shrinking-to-grow strategy. The conpany took a
hard look at their portfolio and divested the elenents that were
not going to nove the conpany forward. ConocoPhi |l i ps targeted
a $15 billion asset reduction and focused largely on upstream
assets, but also sone refining and downstream assets. The
conpany took returns and paid down debt, issued dividends to

shareholders to retain their loyalty, and positioned itself for
future growh from a smaller, but higher value asset portfolio
on a global basis. In July 2011, ConocoPhillips de-integrated
itself from an upstream pure exploration and production (E&P)
conpany and took its downstream and product assets to a separate
st and-al one conpany called Phillips 66. He characterized the
conpany in 2006 as one too large to conpete wth independent
conpani es such as Apache and Anadarko Petroleum Corporation
(Anadar ko), but too small to conpete with ExxonMobil Corporation
(ExxonMobil) and Shell d obal (Shell) on the basis of
efficiency, since ConocoPhillips was not involved in big capital
projects that would have given it row (c) efficiency nunbers.
I n 2006, ConocoPhillips bought Burlington Resources, Inc., which
has headed off growing production and reserves; however,
unfortunately, nonths before the peak of U S. gas prices. Thus
ConocoPhi | I'i ps bought a very large conventional gas portfolio in
the U S. and has been fighting that ever since. He pointed out
their reserves indicate the conpany is exactly where it was five
years earlier so in many respects they have "returned to where
they canme from"

3:13:18 PM

MR. REINSCH offered his belief that ConocoPhillips is still too
|arge to conpete with the independents and too small to conpete
on efficiency with the global players. He said their new CEO
has been charged with charting a new strategic path forward.
ConocoPhillips's portfolio has been built on global gas, a
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liquid natural gas (LNG portfolio, a maturing oil sands
portfolio in Canada built around in-situ devel opnent based on

steam assisted gravity techniques - underground as opposed to
the big mning operations other conpanies have pursued - and on
unconventional resources, including shale gas and shale oi

pl ays. Currently, of the three conpanies being reviewed today
within that portfolio, Alaska is the nobst rmaterial to
ConocoPhi | i ps. He characterized Al aska as an obvious role for
ConocoPhillips's portfolio. He pointed out that at $93 billion
ConocoPhillips is snmaller than BP and ExxonMbil. He enphasized

that the startling inpact of the rationalization programis the
very large negative conpound average growh rate over the |ast
three years of negative 30.68 percent. He explained the result
has been to enhance the inportance of Alaska in ConocoPhillips's
gl obal portfolio.

3:12: 45 PM

MR. REINSCH provided a map titled "ConocoPhillips: d obal Areas
of Upstream Operations" [slide 37]. This map indicates
ConocoPhillips's portfolio, including that it is active in 22
countries, with production in 15, and North Anmerica, including
Alaska as its core. He said one of ConocoPhillips's calling
cards, is - uniquely anongst its peer conpanies - that
ConocoPhillips derives over 75 percent of its production from
Organisation for Econonmc Co-operation and Devel oprment (OECD)
countri es. The benefits of that are stability, security, and

protection; however, they are involved in |argely mature basins,
whi ch have hi gh costs.

3:13:36 PM

REPRESENTATI VE TUCK recalled him defining the difference between
core and harvest. He noted what nay be a harvest for sone
conpanies may be a core for another. He assuned that it my be
the attitude held by the conpany which determ nes whether it is
a core or harvest node. He recalled the core area as the area
of material current production and the harvest area as one to
derive capital to nove into the core areas. He asked for

further clarification.

MR. REINSCH replied that the allocation of countries or basins
into these categories requires a bit of art. Part of what PFC
Energy would provide is the role of assets within the different
portfolios. He related from an external, objective standpoint
or perspective and assessnent of ConocoPhillips, Alaska is core
and material to this conpany and this assessnment is expected to
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remain so into the future - both for its current producing
assets and for the growh opportunities that ConocoPhillips
seeks. Additionally, it has become even nore material due to
t he downsi zi ng of ConocoPhillips global portfolio. He turned to
BP and ExxonMbil, in particular, and said that setting aside
the gas, Alaska represents a relatively small part of their
portfolio. He pointed out these conpani es have been managi ng a
decline as efficiently as possible, which has generated
significant cash flow He pointed out that part of that cash
fl ow has been put towards other opportunities in their portfolio
- just as Alaska was built from free cash flow from other
produci ng jurisdictions. The PFC Energy sees a difference in
Al aska's role within the three portfolios.

3:17:17 PM

CO CHAI R SEATON recalled that Al aska represents about 36 percent
of ConocoPhillips's U S. production, but Al aska represents about
two-thirds of their liquid production since US. gas is not

val uable. He asked how that affects their materiality with such
a high percentage of liquids rests in Al aska.

MR. REINSCH acknow edged the absolute nunber is inportant, but
the fact that ConocoPhillips is liquids-focused in the current
mar ket environnent nakes it even nore inportant. He suggested
that conparing the nunbers three or four years ago m ght have
changed the opinion - when Henry Hub was $8-9 per barrel,
heading to $12 per barrel and in a high gas future forever. He
pointed out the industry responded by producing a lot of gas
whi | e consuners have been using a lot less, too. He predicted a
time will come in which crude oil prices are in the $40-60 per
barrel range and "much hand winging" will be made of the fact
that this is a liquids-rich environnment where conpanies should
be produci ng gas. He characterized this as a reality of market

nmovenent; however, certainly the crude oil intensive nature of
production to date in Alaska is absolutely a "checkmark” for the
i nportance of these assets within the ConocoPhillips portfolio.

He said, "There's no question about it."
3:19:15 PM

MR. REINSCH turned to a slide titled, "ConocoPhillips d obal
Production Portfolio - 2010" [side 37], which indicates the
magni tude of the portfolio and the asset types wthin the
portfolio. He said what junps out immediately is the size of
the circles or bubbles in Canada, the U S., UK and Norway.
Clearly, this represents the strength of the ConocoPhillips
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portfolio, whi ch is st rengt hened even further by
ConocoPhillips's decision to divest its wequity interest in
LUKOL Q1 Conpany - the Russian oil and gas conpany . This has
reduced its remaining exposure to the Russian upstream to about
three percent of its total portfolio in 2011, versus over 20
percent just two years prior. He characterized ConocoPhillips
today as a nmuch smaller player with much | ess exposure.

3:20: 20 PM

REPRESENTATI VE FEI GE asked what happened wth LUKOL and
ConocoPhi | |'i ps.

MR. REINSCH explained the relationship was an equity ownership

as opposed to a joint venture. The value proposition behind
their initial positioning was that by combining these
portfolios, ConocoPhillips would be exposed to new devel opnents
in Russia and LUKOL would be exposed to new devel opnents
outside Russia through its affiliation wth ConocoPhillips.
However, in 2010, the value proposition had not yet been
realized. ConocoPhillips had better places to put its funds and

LUKOL had not really nmade any inroads in the international
arena and nore inportantly, the areas they wanted to go weren't
necessarily areas in which ConocoPhillips was active. The
decision to divest the equity position was part of a |larger
portfolio rationalization activity.

3.22:21 PM

MR. REI NSCH  di scussed t he "Tot al Portfolio Evol uti on:
ConocoPhillips vis-a-vis the Conpetition" [slide 38]. He
proj ected ConocoPhillips's production in 2015 was bel ow the 2010
producti on. He pointed out the Burlington acquisition was
inportant as was the 20 percent stake in LUKO L. The
restructuring and significant divestnent in assets and joint
venture exposure was expanded from $15 billion to $20-25

billion, which has shrunk the ConocoPhillips portfolio to a much
smal ler level than in 2010. He highlighted that selling assets
and giving dividends to shareholders is not a long-term
strategy. The industry and analysts are keenly awaiting the
direction the new executive mnanagenent team and board of the
new y created i ndependent exploration and production (E&P)

3:24: 15 PM

MR. REINSCH discussed the slide titled "How the Portfolio is
Fi nanced: Sources and Uses of Cash" [slide 39]. He stated that
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unlike the equivalent chart for BP, this slide illustrates how
much | onger a nunber of the ConocoPhillips operating areas were
in cash deficit positions. He highlighted that the inprovenent
in crude prices has definitely helped this portfolio nove into a
cash surplus situation. He related that the U S. and Canada, in
particul ar, have been contributing cash flow in 2009-2010, after
spendi ng  nost of the decade in a deficit si tuation.
ConocoPhillips has been using its UK and North Sea portfolio
position as a "cash cow' for financing operations and capital
i nvest ments el sewhere.

3:25:32 PM

REPRESENTATI VE TUCK noted the values are different than the BP
chart. He related the angle between cash deficit and cash
surplus seem to be 1:1 ratio. He asked whether the noney
ConocoPhillips invests has been a better return on investnent.

MR. REINSCH answered no, that the scales on the two charts are
different since the capital expenditure on the BP chart peaks at
$12 billion and this <chart peaks at $20 billion since

ConocoPhillips had the big acquisition of Burlington Resources
in 2006. Thus the capital is skewed and was accommobdat ed by the
val ue changes on the vertical axis. He pointed out the zero
line is still 1:1 ratio. In further response to Representative

Tuck, M. Reinsch said it's deceptive.
3:27:37 PM

MR. REINSCH provided the evolution of the portfolio [slide 40].
He recalled that this underscores the dom nance of North Anmerica
and the inportant role of the CECD s basins in ConocoPhillips's
portfolio. He pointed out that Sub-Saharan Africa, Russia and
Central Asia, and Latin Anerica have alnpbst nothing in the way
of material production in any of the jurisdictions. He
concl uded ConocoPhillips is still a global player, but has a
much nore consolidated or narrow y-focused global portfolio and
grow h portfolio than BP' s portfolio.

3:29:43 PM

MR. REI NSCH expl ai ned the country growth project analysis [slide
41] . He referred to the red single project in Qatar. He
expl ained that ConocoPhillips has been involved in an LNG
devel opment in Qatar - the last project that country wll
develop under its current and ongoing noratorium on gas
devel opnent . He predicted the project wll reach peak
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production in 2012. He referred to slide 40, to the Mddl e East
and North Africa region, noting the orange bar represents that
proj ect . He highlighted this as ConocoPhillips's one major gas
devel opnent, which is nore of a manufacturing devel opnent, while
the majority of its other large-scale projects are very oily.
He pointed out that the shale gas and liquids production in the
Eagle Ford basin is largely an oil or |iquids play, as opposed
to a gas play.

3:30: 53 PM

MR. REINSCH projected that the ConocoPhillips Asia-Pacific
deepwater projects will be a significant producer. He rel ated
the oil sands joint venture with Canadi an Cenovus Energy, Inc. -
the spinoff conpany from EnCana Corporation - when they

separated those two conmpanies from a gas play and oil sands
entity. He shifted to the Alaska-North Slope slide [slide 42].
He described the portfolio as a sonewhat |arger portfolio -
arguably a nore exploration-oriented portfolio - wth |[large
| ease holdings in the Chukchi Sea and the National Petroleum
Reserve - Alaska (NPRA), as well as the ~core assets.
Interestingly, ConocoPhillips executed sonme creative asset
swapping with Statoil - Norwegian oil conpany - to introduce its
deepwater expertise into Alaska in exchange for further
positioning ConocoPhillips in the Gulf of Mexico deepwater. He
suggested that marrying these two conpanies wll strengthen
their interests. Additionally, ConocoPhillips has both operated
and non-operated assets in the Cook Inlet area [slide 43].

3:32: 05 PM

MR. REINSCH di scussed the "ConocoPhillips Al aska Activity & PFC
Energy Assessnent” [slide 44]. ConocoPhillips's |argest
producing area has been the greater Prudhoe Bay area.
ConocoPhil l'i ps and BP had been proposing the Al aska Gas Pipeline
or Denali Pipeline for commercialization of the Prudhoe Bay gas
resources, but that proposal has officially been wthdrawn.
This places uncertainty around the gas portfolio, but releases
the resource for consideration in conpeting or alternate
comerci al i zati on prospects.

3:33: 04 PM
REPRESENTATI VE GARDNER read from the discussion page, which

read, "Production frommaterial mature Al aska portfolio has been
in slow decline since 2004." She asked why the date was
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selected since the field has been in decline |onger than that
dat e.

MR. REINSCH offered to provide a clarification at a | ater date.

3:34: 04 PM

MR. REINSCH turned to the slide, titled, "PFC - Identified
Chal | enges” [slide 46]. He outlined the challenges for
ConocoPhi | |'i ps. First, ConocoPhillips needs to conpete as a
"pure play" upstream exploration and production conpany as
rat her than being an integrated nmjor. He was uncertain as to
whet her ConocoPhillips would return to a conpetitor space in the
m d-2000s and if it is not successful, whether it would survive.
He pointed out that $93 billion is still a big conpany, but
guestions remain about ConocoPhillips's future. Second,
ConocoPhillips nust re-establish a value proposition through

this fairly significant change in strategy direction and
restructuring - one that can conpete with peer group nenbers in
light of continuing challenges of production costs, operating
costs. The flipside of this is the CECD intensive portfolio
consists of a lot of mature basin operations and the inpact that
will have on their costs. Third, ConocoPhillips rmust inprove
their operational per f or mance. ConocoPhillips has shown
i nprovenents in funding devel opnent costs, but continues to rank
near the bottom of its peer group in sone pretty key areas such
as net inconme for BOE, production costs for BOE, and upstream
return on capital enployed. He highlighted that ConocoPhillips
has a reasonable portfolio of nmjor capital projects that it is
currently executing on. As those projects nove to
comercialization and begin to generate production, volunes
shoul d boost their operational netrics and return on capital

enpl oyed figures. He reiterated that one of the challenges
ConocoPhillips currently faces is it is in transition, which
means all aspects of their operation are in transition
including the performance netrics. Finally, this conpany nmnust

show it can deliver volume growmh on a consistent basis,
relative to its peers - arguably a snmaller set of aggressively-

growi ng independents - such as Apache Corporation and Anadarko
Pet r ol eum Cor porati on. Certainly, ConocoPhillips appears to
have a portfolio of significant assets to develop. It boasts 10
billion barrels of oil equivalent (BOE) resource to nove from
resource to reserves and reserves to production through further
apprai sal and project devel opnent. Agai n, ConocoPhillips has
been prom sing strong organic growh and the question is whether
it can deliver. He suggested that ConocoPhillips's perfornmance
in Eagle Ford basin wll be a good indicator; however
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ConocoPhillips needs to be growing production to continue to
pl ease their investors and analysts that the conpany is noving
forward

3:38:13 PM

REPRESENTATI VE HERRON stated that ConocoPhillips has a rich
history in Alaska and has provided many things, including a
cancer center. He asked him to grade their road map forward

In response to a question, he clarified that if the snapshot is
an A, B, or C He asked whether this is a good plan or an okay
pl an.

MR. REINSCH responded he is suggesting that if Al aska wants to
be part of the solution the state nust understand that what

ConocoPhillips wants is growmh. The nore Al aska and the Al aska
portfolio can deliver in near-term and |ong-term production
gains, the greater Alaska's role will grow in ConocoPhillips's
portfolio in terns of significant relevance and materiality
relative to its peers. He said if sonmeone had asked that
guestion 24 nonths ago, he would have given ConocoPhillips a
grade of troubled; however, today the assessnent would be that
ConocoPhillips's position has significantly inproved. One
significant weakness in the ConocoPhillips's portfolio has been
that it divested in conpanies; however, this has becone their
strength due to the portfolio churn previously nmentioned. | t
has left ConocoPhillips with a narrower, better focused, and

arguably stronger portfolio to deliver growh noving forward.
He enphasi zed the question of whether ConocoPhillips can deliver

a two-percent production growmh nunber. This would be a pretty
good performance relative to the integrated mjors and be
benchmar ked against them or ConocoPhillips wll be asked to

deliver five to seven percent growh and be benchmarked agai nst
a smaller nore agile set of independents such as Anadarko
Petrol eum Corporation - which has been noving towards a 1
mllion barrel per day mark - at a time when ConocoPhillips has
been dropping back and is now repositioning to grow again.
These are the great uncertainties that the conpany faces and
investors wll determ ne.

3:42:58 PM

CO CHAI R SEATON asked whether the challenges, such as reliance
on profit generation from Al aska, includes the ability to
further concentrate the conpany's profitability in Al aska or if
ConocoPhillips would have a liability - structurally - with too
much focus in one region. He said he's trying to figure out the
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relationships of the three players and whether nassive
rei nvest mnent woul d happen with a mgj or tax regi ne change.

MR. REINSCH offered his belief that A aska and the Al aska
portfolio is the heart of the wheel house for ConocoPhillips. It
is branding itself as a conpany wth substantial material
assets, in safe haven operating environnents, close to ngjor
mar ket s. He said, "That's Al aska." He stated that if the
gquestion is whether the conpany is overexposed to shutdown, that
guestion is a technical issue he wuld expect any board
conversation to discuss how to ensure that doesn't happen and
keep the pipeline operating. Simlarly, he would expect nore
attention will be focused on how to grow nore production in
Al aska because of materiality and the core nature of this
portfolio to ConocoPhillips. He said if the question is whether
ConocoPhillips is too heavily leveraged in Alaska and
ConocoPhi | l'i ps should be |ooking el sewhere he would answer that
woul d appear to be counter to the conmpany's strategy.

CO- CHAIR SEATON queried whether there is anything in the
ConocoPhillips's structure that would give Al aska pause in terns
of ConocoPhillips's perspective on massive reinvestnment in the
Prudhoe Bay and Kuparuk reservoirs that is different from the
ot her two conpani es.

MR. REINSCH reiterated that the Al askan assets are of nore
importance to ConocoPhillips's gl obal portfolio and would
attract nore attention and if necessary, sone type of strategic
premum within the overall portfolio that isn't seen within the
ot her two.

3:47:52 PM
The commttee recessed from3:47 p.m to 4:05 p. m
4:09: 34 PM

CO- CHAIR SEATON reconvened the neeting. He recognized
Represent ati ves Johnson, Doogan, and Fairclough in the audi ence.

4:10: 06 PM

MR REINSCH turned to the final conpany to be reviewed,
ExxonMobi | Corporation (ExxonMbil). He said he previously
mentioned all three conpanies have been in a state of transition
and crossroads in terns of their strategies, which is certainly
true for ExxonMobil. He pointed out that nost people find it

HOUSE RES COW TTEE -29- April 24, 2012



difficult to fathom a conpany of this size could ever be in
trouble or have a strategy crisis. However, that was the case
for ExxonMbil 12-18 nonths ago. ExxonMobil is the |argest
global, integrated oil and gas conpany outside of the national
oi | conpani es. ExxonMobi | 's average production in 2011 was 4.5
mllion barrels per day oil equivalent (mmboe/d). Its gross
strategy has been based on scale - basin dom nance and execution
excel | ence. He related that ExxonMobil nobves in a |arge way,
dom nates the area and prides thenselves on their ability to
devel op and produce assets. The flip side is that ExxonMobil
nmust continually look for and secure opportunities of
significant materiality. The conpany had been driving its
gl obal volume growh through the conmi ssioning of a series of
large scale liquefied natural gas (LNG projects in Qatar
exploiting the North field - a gas field offshore in shallow
water that is the largest single gas field on the face of the
eart h. However, in the mddle of the |ast decade, Qatar placed
a noratorium on the project since it struggled with what to do
with the revenue the field generated. That noratorium exists
today and Qatar represents ExxonMbil's gromh engine. In 2010-
2011 ExxonMobil conm ssioned the |ast pieces of that portfolio
so while production continues from Qatar new source production
does not.

4:13: 23 PM

MR. REINSCH said at the sane tine its European and Asia Pacific
portfolios were drifting away as the mature assets noved into
decl i ne. The conpany was also positioned to venture into the
extra heavy oil developnment in Venezuela, but unilateral terns
by the governnent as well as the requirenent that PDVSA - the
national oil conpany - take a 60-percent ownership were terns
that were not acceptable to ExxonMbil. Oher areas of interest
to ExxonMobil Corporation include Brazil pre-salts devel opnent
of significant scale, but with Petrobras receiving a |egislated
requirenent to operate all pre-salts developnent, Exxonhbbi l
guestioned its role in the venture. He sunmarized that
ExxonMobi | doesn't want to invest a |lot of capital in a basin in
which it won't be the operator. Addi tionally, ExxonMbil tried
to position itself in the offshore West Africa Equatorial Mrgin
Cote d'Ivoire-Ghana, but was rebuffed by the governnent.

4:15:31 PM

REPRESENTATI VE SADDLER asked about the use of the term
"materiality."”
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MR. REINSCH answered that "materiality" is defined as a
significant absolute volune volunetric - a meani ngful percentage
of resource base or a neaningful percentage of total production.
4:15: 57 PM

REPRESENTATI VE FEI GE queri ed about the term"pre-salt."

MR. REINSCH described "pre-salts.” He explained that in Brazi

they found significant accumulations of high quality oils
positioned below very thick salt depositions. In order to
access the resource, the drilling occurs in deepwater depths of
3,000-5,000 feet, but requires drilling through a thick salt
|ayer to get into the producing horizons. He pointed out that
drilling through the salt l|ayers makes it very difficult to

i mage what is bel ow Thus standard seismc techniques do not
happen as efficiently and if anything untoward happens - such as

a blowout or a leak - it can represent a difficult and unique
envi ronment . Sonme conpani es produce through salt formations in
the Gulf of Mexico, but nothing on the scale and magnitude of
the multi-billion barrel fields discovered in Brazil. He

described the deepwater sites as technically challenging, big
i nvestnment, and big production volunmes, which are tailor made
for ExxonMbbil . He speculated if PDVSA had not been granted
operatorship over the developnments that ExxonMbil would have
been one of two or three conpanies Brazil would have turned to
in developing its resource.

MR. REINSCH continued to explain how ExxonMobil energed fromthe
problens it had been facing, which involved taking an aggressive

nmove into unconventional shale gas exploitation. ExxonMbbi

made two conmm tnents. First, ExxonMbil made a conmtnent to
i medi ate growth, which happened with the acquisition of XTO
Energy, Inc. (XTO - a multi-billion dollar acquisition - that
brought ExxonMbil into shale gas and coal bed nethane it had
not previously had exposure to. He characterized this as the
materiality nove ExxonMbil is known for, but the surprise was
that ExxonMobi | noved into unconventional resources. He
hi ghlighted that ExxonMobil is known for big field, mjor
capital project devel opnents. He related that XTO has been a
separate conpany w thin ExxonMbil, which is absolutely unique

in the history of the conpany. Thi s nmeans ExxonMbil not only
envisions a U S. onshore resource play, but a global resource
pl ay. It could mean ExxonMbil wll be leading the charge to
access hundreds of trillion cubic feet (TCF) of gas on a gl oba
basis. Another recent nove was a joint venture with Rosneft in
Russian Kara Sea in the Russian Arctic. He described this as a
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pl ace-holder in the emerging Arctic region portfolio in which
Al aska clearly has a role to play. He predicted this is where

Alaska fits into ExxonMbil. He reported the 2011 reserves
production narket capital figures are over the $400 billion
mar Kk, whereas  ConocoPhillips is at $93 billion. He
characteri zed ExxonMdbil as a conpany of a different scale and
magni t ude. He also reported ExxonMobil's corporate revenue at
$343 billion.

4:22:16 PM

MR. REINSCH provided a map to indicate ExxonMbil's gl obal areas
of upstream operations [slide 48]. The corporation has gl obal
reach with operations in 41 countries and production from 21
countri es. The core projects are in the U S., Canada, the

Net herl ands, Norway, Nigeria, and Qatar. He reviewed the gl obal
portfolio in ternms of the relative size of production and asset
type [slide 49]. He pointed out the very large bubbles for the
US and CQatar. The U.S. bubble has grown wth the XTO
acqui sition. He hi ghl i ght ed t hat t hree smal | scal e
unconventional acquisitions have occurred since XTO, which
represent the cornerstone for growh for ExxonMbil. He pointed
out that Qatar represents 20 percent of global output in 2010
and while the comm ssioning of new liquefied natural gas (LNG
capacity has cone to a tenporary end due to the noratorium the

| evel of production will continue for sone years into the future
delivering significant cash flow to the conpany as it noves
f orward. The UK and North Sea represent a mature declining
asset portfolio. He related that ExxonMbil divested a
significant nunmber of its UK assets to Apache recently. In
Russi a, ExxonMobil has been primarily an east coast player with
the LNG natural gas developnents in Sakhalin; however,
ExxonMobil is also positioned to consider developnent in the

northern Arctic region.
4:24: 43 PM

MR. REINSCH viewed the chart on production growh and said
ExxonMobi| Corporation is the |leader [slide 50]. He stated that
BP was poised to take the lead, but fell back with the Mucondo
event and divestiture. ExxonMobil has not been in a growth
stance, but its domnant netrics have been shareholder return
t hrough dividends and buyback progranms and return on capital
enpl oyed. ExxonMobi|l continues to lead its peer group by a
significant margin. However, in 2011 the return on capital
enpl oyed figures slipped back for ExxonMobil as the XTO busi ness
nodel begins to take a nore prom nent position wthin the gl obal
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portfolio, which will bring a new mx. He highlighted nodest
growh projections of $4.5 nboe/d in 2015, which is not nmnuch
different from 2010; however, the conpany has been guarded as to
how quickly it plans to grow the XTO portfolio. He related it
is US. gas market dominated and while it can focus on |iquids
rich shale gas clays, ExxonMobil has the option to slow down the
devel opnment of that resource base given the other assets and
el ements within its global portfolio. The PFC Energy predicts
fairly slow growh in the XTO portfolio, but if ExxonMbbi
changes its plan the gromh figures could nove very quickly.

4:27:45 PM

REPRESENTATI VE PETERSEN asked whet her part of the slow growh is
due to the abundance of shale gas which has caused the cost of
gas falling bel ow the cost of production.

MR. REINSCH responded that all conpanies involved in Lower 48
gas production are considering the situation and strategizing.
Some conpanies are diverting upstream capital prograns to the

liquids rich shale gas devel opnents. Further, a nunber of
conpanies are involved in "cash and carry" joint ventures, in
which a total has been brought in as a partner, and the conpany
has been paying $.50 on the dollar for subsequent drilling and
activity until the remainder of the purchase price is worked
of f. He said these ventures are still in place and allow
conpanies to be less sensitive to the gas prices. He reported

that the mpjority of the deals are unwound this year, and next
year and he anticipated another ratcheting down of upstream
activity if low prices continue. He concluded that ExxonMobi
has the ability to slow down and wait for market prices to
correct.

4:29: 56 PM

MR. REINSCH di scussed the slide "How the Portfolio is Financed
Sources and Uses of Cash" [slide 51]. He acknow edged that the
chart could have been adjusted from $10 billion to $60 billion
but that would have flattened out the dotted Iine. He stated
that the U S. capital expenditure (U S. Capex) was $60 billion
in 2010, nostly related to the XTO acquisition. He hi ghlighted
that virtually all of the areas except for the U S in 2010 have
been in cash surplus situations, in particular, the Africa and
Europe portfolios, which have been generating significant cash

flow volunmes for an extended period of tine. He noted that
ExxonMobi|l was one of the first to venture into the Wst Africa
deepwat er projects. He stated that Canada/South Anmerica is
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really Canada and reflects the significant investnent in

Canadi an oil sands developnent, in particular, and the Kearl
integrated sands or Syncrude Canada, Ltd. (Syncrude) capital
expendi t ur es. He pointed out that as this project cones into
production it wll represent a significant and |ong-standing

cash flow generator for the conpany.

4:31:45 PM

VR. REINSCH reviewed the ExxonMobi l " d obal Producti on:

Evolution of the Portfolio" [slide 52]. He noted that

ExxonMbbil is not present in Latin Anmerica. It is unclear how
ExxonMobi|l w Il nove forward, but Latin America plays a m ninal

rol e. He pointed out the energing shale gas play in Argentina
and it is not clear whether ExxonMbil wll decide to proceed

t here. The M ddle East and Africa will be ranping up in 2011-
2012 and represent the Qatar LNG portfolio - 1 nboe/d which wll
generate cash flow for years. In North Anerica the significant
i npact that XTO has had on ExxonMbil's portfolio represents a
shift in materiality.

4:33:36 PM

MR. REINSCH turned to new source production, "d obal Production:
Country G omh Project Analysis" [slide 53]. He said that 2011
will be the last year ExxonMbil w Il show new source growth out
of Qatar, wth a large nunber of discrete projects being
developed in the US. for growh into 2015, as well as a large
nunber of snmaller - 100-150 nboe/d - oily projects in Iraq,
Angol a, Nigeria, and Canada.

4:34:26 PM

MR. REINSCH revi ewed "ExxonMobil in Alaska - North Slope" [slide
54] . He suggested ExxonMbil's portfolio is simlar to BP's
portfolio on the North Slope, including greater Kuparuk, G eater
Point Mlintyre, Geater Prudhoe Bay, and the Point Thonson
devel opnment, which forns the heart of ExxonMbil's portfolio.

ExxonMobil has been the |l|argest holder of discovered gas
resources on the North Slope, and long-term potential for
ExxonMobi|l in Alaska which also fits their global strategy - in

terms of a potential for a material developnent in an area of
LNG [slide 55]. He enphasized that gas developnent is an area
of ExxonMbbil's conpetence and | eadership on a gl obal basis.

4:35:43 PM
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VR. REINSCH noved to the final presentation slide, the
chal l enges faced by ExxonMbil [slide 56]. First, ExxonMbbi l
has made a significant bet on unconventional resource plays on
shale gas and oil developnent in the US. and globally.
ExxonMbbil's nove to wunconventional resource goes counter to
ExxonMobil's historic growh through organic devel opnent. | t
was fornulated on a mjor acquisition of a conpany that
ExxonMbbi| has been allowng to operate essentially outside of
itself - looking to |leverage what it does well - to the benefit
of the |arger conpany. However, wth the continued weak gas
environment in the U S and substantive concerns over shale gas
exploitation outside of the U S and with noratoriums in France
in South Africa, delivering on this is far from a sure thing.
Second, the conpany has been involved in a suite of significant
Asi a-Pacific LNG projects - the largest is Gorgon LNG operated
by Chevron, and Papua New Guinea (PNG LNG and the potenti al
Scar borough field in the Carnarvon Basin. Al of these projects
sell gas into the energy hungry Asia markets of China, Japan

and Kor ea. He pointed out wth Qatar at a standstill

ExxonMobi|l needs to nove forward on the LNG portfolio. Third
ExxonMobil rnust maintain |eadership in share buy-back and
di vi dend performance. The conpany has spent just under $115
billion on share repurchase during 2006 to 2010. However, the
guestion has been raised whether ExxonMbil can maintain its

| eadership position given its enphasis on unconventional
resource play, which has been a different type of nodel fromthe
| arge Capex and cash flow projects that the conmpany has been
i nvol ved in. Finally, ExxonMbil nust replace volunme growh
from CQatar North Field in comercialization wthin its
portfolio. He stated Qatar contains significant captured gas
resource that renmmins stranded. The Mackenzie Valley gas
pi peline project was finally approved in 2011, after 24 years of
constant regulatory processes, at a tinme when it isn't desirable
to nove the gas to the Lower 48. He characterized this as a
| esson in how not to conduct business and a |esson the Canadi an
governnent is taking to heart as it |ooks to other devel opnents
such as the Gateway oil pipeline to the Wst Coast.

4:40: 12 PM

MR. REINSCH pointed out that the stranded aspect of these
various gas resources has rekindled interest in Alaska' s LNG
expansi on. He reiterated that Alaska is the only jurisdiction
for whom recovery and Henry Hub gas prices would not have any
inmpact on a LNG devel opnent noving volunes to the Asia gas
mar ket . He characterized it as an absolute decision as opposed
to a relevant one. ExxonMobi| has significant reserves in the
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Caspian region that it has attenpted to nove forward to

devel opment, but has faced aboveground risks and resource
national i sm chall enges. Whi l e ExxonMbil was successful in
securing the Wst Qurna-1 devel opnent project in lragq, it is

al so having challenges in noving the project forward due to
obstacles in terns of takeaway infrastructure capacity and the
devel opnment of a project of that size in Iraqg. He pointed out
t hat ExxonMobi| nade an aggressive nove into Kurdistan, securing
six exploration blocks in |ate 2011, which appears to have cost
them a spot in Iraq's fourth Iicensing round. He characterized
this as a volatile area and it is not clear this is the position
ExxonMobi | thought it would have at the onset of the Iraqg war.

4. 42: 35 PM

MR. REINSCH summarized ExxonMbil by referring to slide 47,
titled "ExxonMobil: Conmpany Overview. " He suggested that two
stories are simlar for ExxonMbil and BP, in terns of placing
Al aska wi t hin gl obal portfolios. He rel at ed t hat
ConocoPhillips, is very different. He explained that in
reviewing the portfolios and the trends, all else being equal
production from Alaska wll becone |less material for BP and
ExxonMbbi |, and could becone nore inportant for ConocoPhilli ps,

depending on how successful the conpany is in restarting its
grom h engine after two years of asset sales, divestitures, and
shrinkage in their upstream

4. 43: 42 PM

CO- CHAIR SEATON asked, given the challenges and structura
differences for ExxonMbil in the declining |egacy fields,
whether a change in the tax regine would affect ExxonMbil in
ot her ways than it would BP and ConocoPhilli ps.

MR. REINSCH said that addressing the decline in the |egacy
fields of Alaska is a conpetition for capital w thin ExxonMobi

Corporation as everywhere else. However, ExxonMbil has the
greatest strategic interest in gas comercialization - through
LNG - of these three conpanies. He suggested that it should be
of nore interest to ExxonMbil than building a pipeline to the
Lower 48. Wth the pipeline set aside, this project could be a
"dial turner" for them He said one of ExxonMbil's unique
operating practices is that once a project or resource has been
approved and sanctioned for developnent one team of workers
takes over from the other and it is efficient in that way.
Addi tionally, ExxonMobil Corporation may be the nost disciplined
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corporations to avoid capital destruction since every nonetary
aspect is considered for its highest val ue use.

4:48:26 PM

REPRESENTATI VE GARDNER indicated that other consultants have
expressed surprise at the Ilimted information Alaska has
avai l able about the industry, in ternms of confidenti al
i nformation. She described the difficulties 1in obtaining
i nformation, besides financial information, which conpanies are
not required to furnish to the |egislature. She asked him to

speak to this.

MR. REINSCH answered that the sophistication on behalf of the
government doesn't necessarily guarantee smart decisions. He
pointed out the UK sonetinmes stunbles and they are the nost
interventionist, fiscal policy player in the energy matrix. He

characterized the UK as trying to fine tune projects. He said
the Al berta governnent engages the industry, still, they have
stunbl ed and the speed of policy decisions is often overtaken by
events. Having said that, he related there is a tinme in the
life of a basin devel opnent, particularly one of Prudhoe Bay's
magni tude - whose |argess was al nost uninmaginable and the flow
and return to the governnent was so substantial - that there was
less of a need early on for a true, sophisticated dialogue with
t he conpani es. He suggested this is a different tinme now, and

while it does not nmean that what happened earlier was faulty or
incorrect, these discussions have brought into focus that the
Al aska upstreamis getting increasingly conplicated. The m x of
assets should not be treated or examned as single-basin,

si ngl e-asset deci si ons. The di al ogue has been changing and is
becom ng nore sophisticated so the dialogue with conpani es mnust
get nore sophisticated. He stressed that Alaska wll need tools

to engage in that dial ogue. He suggested using nodels with the
same output and assunptions helps, as does a continually
i mprovi ng understanding of the technical aspects of the industry
that the conpanies nust confront. Thus when one hears that a
conpany is not an oil-producing conpany, but is a water-handling
conpany, it could inprove the conversation if the legislature

understands the term nol ogy. He summarized by stating that
better data, better integrated-data, and nore sophisticated
techni cal -analysis nodeling wll inprove the dialogue and the
deci si on- maki ng. He enphasized the expertise needed is

internalized expertise rather than external expertise.

4:54:15 PM
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REPRESENTATI VE FEIGE said the state is trying to extend out the
years that the state can enjoy revenue from oil. He asked what
factors will be the nost significant ones for the state to focus
on to try to inprove oil production.

MR. REINSCH responded that there are three issues on the table.

First, how does Al aska extend the asset |ife of its producing
legacy fields and stem the decline or reverse it through
aggressive exploitation of the fields. The second issue would

be explore for and or comercialize new field devel opnments. The
third issue would be natural gas commercialization. He focused
on the first, and said Al aska needs to address the decline rate

and inprove production. The target for that in many
jurisdictions is to negotiate a decline and incentivize
i ncrenental production. He said it is not wunusual and many

conpanies deal with this using a tried and true nethod; however,
it is necessary to incentivize the increnental production. At
the end of the day it is critical how a governnment is perceived
to have secured a fair deal for the people of the state, but it
is equally or nore inportant that the flow continue. He
enphasi zed that he would focus the attention on this issue. He
enphasi zed the need for a balance which nust be struck in order
to make this decision.

4:57:43 PM

REPRESENTATI VE FEI GE asked whether he could cite exanples by any
other countries where a negotiation on a decline rate and
incentives to spur production have occurr ed.

MR. REINSCH referred to Shell's Mikhaizna field, which was a
field that produced 15-20,000 barrels per day. Ccci dent al
t hrough negotiations on the decline rate agreed to increase
production to 150,000 barrels per day wthin a three-year
period, which they did. He pointed out a long list of these
types of projects exist, but they are project specific and not
basi n devel opnment projects.

5:00: 06 PM

REPRESENTATI VE FEI GE asked whether the negotiations for the
decline rate were contentious.

MR. REINSCH responded that the nice thing about the negotiations
is the history, so looking at the last three to five years to
determne the rate. The argunment by the conpany has to be that
all capital they have been investing is conmmercial capital.
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Conmpanies don't wllingly engage in value destruction so
what ever the conpany has invested to inpact the decline has been
invested in conpetition with global portfolio opportunities.
That process would provide the state with historic data and
evi dence. He stated that it appears to be a situation in which
an avenues exi sts. He concluded by stating that conpanies wll
know.

5:01: 27 PM

CO- CHAIR SEATON related that Alaska's tax regine is based on
i ndi vi dual comnpani es. He asked whether a basin or project
decline rate would be external to the existing tax.

MR. REINSCH answered that the mechanics would involve isolating
the fields in question and carving themout to create a separate
set of arrangenments, simlar to how the state currently is
incentivizing exploration activity separate from other activity
in the basin. He suggested that a special set of criteria and
fiscal terns for the legacy fields would need to be defined in
this context. He deferred to his colleague to answer in nore
detail .

CO CHAI R SEATON asked for a response in witing of any exanples,
whi ch woul d be hel pful to the commttee.

5:03:12 PM

REPRESENTATI VE SADDLER asked for an opinion on the bill that is
before the commttee and whether it is an effective tool.

MR. REINSCH deferred to his colleague. He did not think this
was his area of expertise.

5:04:15 PM

REPRESENTATI VE DI CK suggested M. Reinsch has a sense of the
pul se of the conpanies. He related his wunderstanding that
currently a wi ndow of opportunity exists. He asked whether M.
Rei nsch could estimate and quantify the w ndow of opportunity
and if it is two to three years.

MR. REINSCH related that he has heard a nunber of opinions on
the state of the Trans-Al aska Pipeline System (TAPS) and its
ability to manage |ower flows. He stated that he is an
econonmst and is not qualified to assess which opinion is
correct; however, he offered his belief that the window is the
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length of tinme that reliable production can flow through the
pi peline and at what volune. He viewed the decision as a set of
devel opnents and not just one. He said there is not any end to
t he di al ogue since the considerations consist of short, nedium
and | ong-range considerations, which will develop over tinme. He
suggested that the legislature will not likely nmake a decision
and see what happens, that it is nore likely to be increnental
Clearly, the focus needs to be on the one to three year tine
frame. He cautioned against fixing sonething that wll take
another two to three years to assess the inpact. He also stated
that if the decline is irreversible, decisions on the size of
government can be nade.

5:08: 30 PM

REPRESENTATI VE PETERSEN returned to the point of negotiating the
decline, and asked how it works.

MR. REI NSCH expl ai ned how the decline rate can be projected into

the future. He said that the negotiation is around a decline
rate. The historical data is present and can be projected into
the future. That volunme of production would be taxed at one
rate while every barrel increnmental to the decline would be
taxed differently - in a lighter manner. The incentive would be
to increase the production as far as possible. He suggested

avoi ding negotiating sonmething different in the future than has
not historically been seen since the discussion can unravel and
lead to reservoir mechanics and rock fluid properties. He
predicted that the state is interested in nore production.

REPRESENTATI VE PETERSEN stated that since there are different
conpanies with different |eases for each field, the negotiations
will need to occur with each conpany separately; however, one
tax rate could apply to all current production. Anot her rate
could apply to production past a certain level of cunulative
vol unes, which is the structure and fornulation or the art of
putting the policy together.

MR. REINSCH answered that the nmechanics would apply the sanme to
each conpany. The structure and formul ati on approach woul d not
change. He related that different negotiations would occur for
new fields or exploratory areas, a different negotiation would
occur.

5:13: 08 PM
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REPRESENTATI VE P. W LSON questioned whether it is appropriate to
increase taxes if the decline continues.

MR. REI NSCH enphasi zed it does not make any econom c sense for a
conpany to wthhold capital that would create value for the
conpany. Therefore to penalize conpanies for doing that would
not nmake any sense. He said the state wants to incentivize them
to drive costs down or change the field devel opnent netrics for
the increnental barrels in a way that wll attract capital. He
apol ogi zed to keep returning to this, but this is how business
i s conduct ed. He predicted if a conpany is left on its own to

decide there will be a pay set in which production will continue
given the current fiscal system He sensed the comittee is
reluctant to give oil conpanies nore noney and hope sonething
happens. However, if the state could change the economics to

change the comrercial conparisons of the investnent activity in
this activity versus sonmewhere else in the portfolio it should
elicit a response, and if it doesn't then nothing existed. He
suggested that this wuld lead to a different set of
conversati ons.

5:15:57 PM

REPRESENTATI VE PRU TT related his understanding that a conpany
woul d not w thhold profit. He asked whether there any reason
why the three conmpanies on the North Slope would not produce the
resource that exists.

MR. REINSCH responded that a nore likely scenario would be the
conpany woul d decide there was nothing nore for them to do for
the |l egacy fields since the conpany did not have the capability,
managenent focus, or technical teanms to bring to bear relative
to other opportunities in its portfolio. The logical next step
would be to consider divesting the assets. He said, "These
assets have value. | nean, there's lots of resource left." The
only reason to not to produce it would be if the conpany reached
a decision that it would be worth nmuch nore if it were nonetized
today or else a conpany thinks it could obtain a reasonable
share of the net present value through divestiture. He pointed
out what is tricky with this particular arrangenent is the
unanimty issue and to make this an interesting acquisition from
an enhanced oil recovery specialist viewoint. He suggested
that due to the infrastructure, it would be hard to unwi nd and
coul d becone a conplicated and nessy situation. However, he has
never heard of any conpany who was willing to | eave value in the
gr ound. At the end of the day, conpanies nust answer to the
shar ehol ders and board of directors. They cannot destroy val ue
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and capital since they have a fiduciary responsibility. He
concl uded that his answer woul d be no.

CO CHAIR SEATON summarized this goes back to an earlier
conversation, which recognizes that different conpanies have
hurdl e rates and may nake different decisions, but the conpanies

will not destroy val ue. He highlighted that conpanies may have
strategic reasons for their decisions. He did not want to
suggest that conpanies are destroying value when they nmake
econoni ¢ deci si ons. He said the state may decide to nake
changes to the tax system to nmake it nore economical for
conpani es, which, in turn, could affect their decisions. He

concluded by stating that is what we are all talking about here
t oday.

[ HB 3001 was hel d over.]
5:19:20 PM
ADJ OURNMENT

There being no further business before the conmttee, the House
Resources Standing Commttee neeting was adjourned at 5:20 p. m
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