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ACTI ON NARRATI VE
1: 07: 13 PM

COCHAIR PAUL SEATON called the House Resources Standing
Commttee neeting to order at 1:07 p.m Representati ves P.
Wl son, Dick, Foster, Herron, Feige, and Seaton were present at
the call to order. Representatives Minoz, Gardner, and Kawasaki
arrived as the neeting was in progress. In attendance from the
House Special Commttee on Energy were Representatives Foster,
A son, Pruitt, Saddler, Petersen, and Tuck. Also in attendance
were Representative Doogan and Senators G essel and Kookesh.

HB3001- O L AND GAS PRODUCTI ON TAX

1: 08: 08 PM

CO CHAI R SEATON announced that the only order of business would
be invited testinony from the oil and gas industry regarding
HOUSE BILL NO. 3001, "An Act relating to adjustnents to oil and
gas production tax values based on a percentage of gross val ue
at the point of production for oil and gas produced from | eases
or properties north of 68 degrees North latitude; relating to
monthly install nent paynents of the oil and gas production tax;
relating to the determnations of oil and gas production tax
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val ues; relating to oil and gas production tax credits including
qualified capital credits for exploration, developnent, or
production; making conform ng anendnents; and providing for an
effective date.”

ConocoPhi |l i ps Al aska, |nc.

1: 09: 15 PM

CO CHAIR SEATON invited ConocoPhillips Alaska, Inc. to provide
its testinony.

1:10: 17 PM
SCOTT JEPSEN, Vice President, External Affairs, ConocoPhillips

Al aska, Inc., reviewed an outline of the discussion that he and
M. dark intended to cover today, which included the | atest

fi nanci al performance of ConocoPhillips; the potential in
Al aska, particularly in terms of the |legacy fields; the existing
fiscal framework; and ConocoPhillips’ commitnment to spend

additional funds in Alaska if there are substantial changes to
the fiscal framework in Al aska.

1:11:13 PM

DAN  CLARK, Manager , Strategy and Portfolio Managenent,
ConocoPhillips Alaska, Inc., referring to slide 3 entitled
"Latest Financial Performance”, began by stating that although
ConocoPhillips Alaska, Inc. ("ConocoPhillips") does nmake noney

in Alaska, there are significant benefits to the State of
Al aska. For the first quarter of 2012 ConocoPhillips earned
$616 mllion and paid $1.5 billion in taxes and royalties, of
which about $1.2 billion went to the State of Al aska. On a
daily basis, $13.1 mllion of taxes and estimated royalties and
$16.5 mllion of total governnent take go to the state. He
acknowl edged that ConocoPhillips' first quarter earnings were
$173 mllion higher than they were for the fourth quarter of
2011 and attributed it to the four tankers in the water between
Val dez and the Wst Coast as of the end of Decenber, which
resulted in additional deliveries to the Wst Coast that were
beyond ConocoPhillips' production. Al though there have been
several conparisons in regard to the earnings in Alaska as
opposed to the Lower 48, he opined that such conparisons are
difficult because the makeup of the production is very
different. In fact, over half of ConocoPhillips' production in
the Lower 48 is natural gas production. When one reviews the
equi val ent per barrel oil price for gas in the first quarter,
it's around $15-%$16 per barrel versus $100-plus for oil.
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Furt her nore, when one consi ders ConocoPhi | |'i ps' liquid
production in the Lower 48, a good proportion of that is natural
gas |iquids. Those natural gas liquids are recovered from the
natural gas production and are a | ower val ue.

1: 13: 52 PM

REPRESENTATI VE ~ TUCK i nquired as to how many tankers
ConocoPhi | l'i ps run per year.

MR. CLARK said he didn't know, but offered to provide it to the
cormittee. He then informed the committee that a tanker equates
to about 900,000 barrels and with annual production of about
225, 000- 230,000 barrels a day one can sort of do the math.

1:14: 24 PM

MR. JEPSEN referred to slide 4 entitled "Production is Declining
in Alaska", which is a chart that shows Lower 48 production and
Al aska production. In terms of oil, the Lower 48 is going
through a Renaissance and has been on a substantial incline
since 2008 wth production increasing by about 25 percent.
Production has declined by about 15 percent during the sane
timeframe in Al aska. He attributed the increased production in

the Lower 48 to use of fracking/horizontal drilling for shale
gas, resource potential, and higher oil prices. In Al aska, the
resource potential, price, and technol ogy exist. However, the
problem with Alaska is that under Alaska's Cear and Equitable
Share (ACES) as oil prices change an investnent in Al aska
doesn't result in the sane upside as in other places. M.

Jepsen opined that the aforenentioned is the deciding factor
with regard to what's holding Al aska back because the
ingredients for a substantial increase in investnment in Al aska
are present and would have a substantial positive inpact on the
production from the North Sl ope. Moving on to slide 5 entitled
"Legacy Fields are Key to Future Production”, he highlighted
that the legacy fields accounted for about 90 percent of North
Sl ope production in 2011. Furthernore, future production on the
North Slope is by far the largest resource [in the state]. \V/ g
Jepsen inforned the conmittee that the data on slide 5 is from
the 2009 Departnent of Revenue (DOR) report that reviewed
production for the years 2010-2050. This report is used because
it was the last year in which the data is parsed in such detail

The data represents future cumulative production during 2010-
2050. The conbined production of Point Thonmson, Nikaitchuq,
Li berty, and Oooguruk don't conpare to the opportunities in the
| egacy fields. He highlighted that the cunulative production
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isn't riding the base decline into the ground, it's going to
require tens of billions of dollars to achieve it. \Wether that
production is achieved over the next 30 years is a function of
whet her Al aska can attract the capital investnent necessary to
make the investnents.

MR. JEPSEN continued on to slide 6 entitled "Qpportunities
within Legacy Fields" and noted that ConocoPhillips drills

desi gner wells. Coil tubing drilling units are used to drill a
sidetrack froman existing well. The sidetrack can be from 500-
3,500 feet long horizontal into targeted sands as thin as 10
feet. Therefore, ConocoPhillips is developing a field within a
field. For instance, in the Kuparuk River Unit there are
isolated fault blocks that are targeted with these designer
wel | s. This new horizontal drilling and targeting technol ogy
allows production in these isolated fault [ines. Thi s

technol ogy, he opined, has been extrenely |everaging for the
devel opnment of Prudhoe Bay and Kuparuk River Units and wll

continue to be a devel opnent opportunity in the future. Thi s
technology is also being used to drill into thin sands. When
considering the entire opportunity suite, ConocoPhi | l'i ps
believes there could be nore rigs drilling in Alaska if there

was the appropriate fiscal framework to nmke the case that
Alaska is as attractive for investnment as other |ocations.
ConocoPhillips is spending nore capital in the Lower 48 because
it doesn't see the upside for investnents in Al aska. However, he
enphasi zed that he didn't want to |leave the commttee with the
inpression that ConocoPhillips isn't drilling or pursuing
opportunities in Alaska as it spends about $900 mllion a year
in Alaska, which is ConocoPhillips' net shares for Al pine,
Prudhoe Bay, and Kuparuk units. Furt hernmore, ConocoPhillips is
drilling wells, shooting seismc, and pursuing facility
expansions where they nmake sense. Again, with a different
fiscal framework, he opined that there could be nore investnent
in Al aska. He then addressed viscous oil and stated that the
viscous and heavy oil reservoirs on the North Slope are an
i mrense resource. ConocoPhillips, its predecessor ARCO and BP
have spent the last 30-plus years trying to find technologies to
make viscous and heavy oil commercial. In fact, he recalled
that his first job in Alaska in 1982 was to find a way to nake
West Sak and Ugnu conmerci al . However, after enough data was
collected, it was determned that the heavy oil doesn't float
and thus the focus turned to the viscous oil in Wst Sak. In
the intervening years, technological advancenents have been
made. The best part of West Sak and Kuparuk is on stream and
produci ng about 14,000 barrels a day. M. Jepsen related that
al t hough there have been problens, a |ot has been | earned. For
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exanple, there was nmassive water breakthrough for which
technol ogy was developed and is being tried on a well-by-wel

basi s. Furthernore, progress is being nmade in regard to the
probl errs with drilling t he wel | s, punps, and sand.
ConocoPhillips" current plan is to expand its Wst Sak

production from the core area to the Eastern North East West
Sak. Although it's an area that doesn't have quite as good oil,
ConocoPhillips believes it can be produced with the technol ogy
that's available today. However, it's a high risk and
technol ogi cally chal |l engi ng area. He noted that the extent and
pace at which ConocoPhillips pursues that opportunity depends
upon being able to nmake the case that capital investnent in
Alaska is as attractive as other opportunities as other places
in the world and the Lower 48. In the price world of today wth
the technology that has been developed, ConocoPhillips is
opportunity rich that 1is ConocoPhillips doesn't have enough
capital to pursue every opportunity around the world.
Therefore, the conpany has to consider those places where one
woul d get the best return on the investnent. Alaska could do a
ot to inprove its position, he reiterated. M. Jepsen told the
commttee that exploration and satellite opportunities are still
avai l abl e, particularly in the Al pine and Kuparuk River Units.

As sone may know, ConocoPhillips has been active in |ease sales
recently and the hope is that there will be sufficient change in
Al aska's fiscal framework so that nore investnent wll be
attracted and ConocoPhillips can pursue sonme of t hose
exploration opportunities. He noted that ConocoPhillips is
advanci ng and pursuing engineering on some of the opportunities
in the legacy fields. However, ConocoPhillips won't nake the

long lead tine, highly capital intensive investnent necessary to
pursue those until the case can be made that these investnents
are the best place for ConocoPhillips to invest its noney.
ConocoPhillips will <continue to seek additional opportunities
[in Al aska], he said.

MR. JEPSEN then turned to heavy oil technologies. The heavy oil
is nmore viscous, and thus thicker and heavier than what is in
West Sak. Mich of this heavy oil is located in very cold parts
of the reservoir and sonme of the heavy oil just doesn't flow

Therefore, heavy oil is challenging, particularly in addition to
the environnental constraints in Al aska that require devel opnent
from central |ocations. Al t hough ConocoPhillips has been

reviewing ways to produce this heavy oil resource for over 30
years, the commercial technology that would allow production of
this heavy oil doesn't exist yet. Therefore, he cautioned tax
changes that target heavy oil because the technology to address
heavy oil doesn't exist yet and placing an enphasis on it won't
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bring that oil to market. Furthernore, he opined that long term
this isn't the prolific reservoir simlar to Prudhoe Bay and

Kuparuk River Units. The rate of the heavy oil wll be a small
percentage of what has been experienced with the light oil
reservoirs. Still, heavy oil is a Jlarge resource that
ConocoPhillips wll pursue, but the focus wll be on the

| ocations where results with significant inpact to Al aska and
North Sl ope production can be achi eved.

1: 28: 04 PM
MR. CLARK then directed attention to slide 7 entitled "ACES -

Hi gh Average Governnent Take" which presents a chart from PFC
Energy that conpares worldwide fiscal regines at $100 per

barrel . He noted that for those areas with private royalties,
the private royalties are included in the government take
nunbers. He highlighted that the red bars on the chart

represent ACES, while the gold bars represent other countries
included in the Oganization for Economc Cooperation and
Devel opnent (CECD) . Rel ative to the other OECD countries, ACES
at $100 per barrel is a high government take, he pointed out.
He further pointed out that at $140 per barrel, the red bars
representing existing and new devel opnent in Al aska under ACES
would nove up and there would be higher governnent takes.
Basically, the bar representing the existing producer in Al aska
woul d nove above Norway and the bar representing the new
devel opment in Alaska would nove up above Trinidad. The
aforenentioned highlights the effect of the progressivity
mechani sm wi t hi n ACES.

1: 29: 48 PM

REPRESENTATI VE PETERSEN asked if the chart on slide 7 takes into
account the tax credits offered i n Al aska.

MR. CLARK replied yes.
1: 30: 05 PM

REPRESENTATI VE HERRON inquired as to the location of the red
bars representing Al aska under ACES if HB 3001 were inplenented.

MR. CLARK said he hasn't seen such a chart from PFC Energy.

However, he opined that the fiscal outcome of the inplenentation
of HB 3001 would be simlar to that of HB 110.
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REPRESENTATI VE HERRON asked whet her ConocoPhillips has done any
nodeling on [the fiscal results of the inplenentation of
HB 3001] .

MR. CLARK answered that he would provide analysis during his
presentati on.

1: 31: 00 PM

MR. CLARK, referring to the chart on slide 8, remnded the
commttee that progressivity is a situation in which as oil
price or margin increases the state/governnent take increases.
He expl ained that the chart on slide 8 relates the percent share
of the industry, the federal governnent, and the state. Thi s
chart, he clarified, represents a marginal take rate.
Therefore, it nmeasures the take by a party as the price of oi
increases. For exanple, if the price of oil rises from $110 per
barrel to $111 per barrel, the total governnent take of that
increnental dollar would be over 86 percent under ACES while the
i ndustry share would be about 13.5 percent of that. M. dark
then highlighted that progressivity has been inpactful from $70-
$125 price range and takes a larger and larger share of each
increnental dollar. He pointed out that the chart on slide 8 is
based on Fall 2011 Revenue Source Book data for fiscal year
2013.

1: 33: 03 PM

CO CHAI R SEATON pointed out that the chart specifies the prices
are based on Alaska North Slope (ANS) West Coast oil prices
al though the percentages are based on production tax value,
whi ch subtracts all costs. Therefore, he surmsed that it would
be conpany specific such that the chart rel ates an average.

MR. CLARK replied yes, adding that since the chart is based on
Revenue Source Book data it's an amal gamation of the industry.
For this fiscal year, the price [of ANS West Coast oil] is about
$32 per barrel of oil.

MR. JEPSEN clarified that the chart is relating the increnenta
dol | ar after all the costs and tax credits have been
subt r act ed. Therefore, it's the marginal share of the profit.
Once a $110 per barrel is earned, for the next dollar earned
after $110 there are no nore costs, tax credits, or capital
costs to be subtracted from that dollar. Therefore, a pure $1
goes to the conpany and of that next dollar, at $110 per barrel,
the state and federal government will take about $0. 86.
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CO CHAIR SEATON said nenbers are famliar with effective tax
rates on the overall barrel price sale versus the marginal that
nerely looks at an increnental price difference between one
barrel and anot her. Al t hough the nunbers used on the chart on
slide 8 my be from the Fall 2011 Revenue Source Book, he
surmsed that they're conpany specific in terns of the
production tax value and that's from where increnental value
cones.

MR. CLARK offered that this slide could ve wutilized the
production tax value margin (PTV), which would nean that $32
woul d be subtracted from each of the price points to obtain the
mar gi n.

1: 35: 27 PM

REPRESENTATI VE SADDLER asked if this <chart refers to the
mar gi nal share of the entire barrel of oil, not the profit.

MR CLARK said that the basic presunption is that the
incremental dollar is all profit and nothing else is changing
For further clarification, M. Cdark specified that both profit
and the increnental price per barrel are the sane.

1: 36: 03 PM

REPRESENTATI VE TUCK asked whether the chart assunes the
particul ar conmpany isn't taking advantage of the tax credit as
it lowers the tax rate on progressivity in addition to what the
conpany can subtract for the credit.

MR. CLARK explained that the tax works as follows: t he West
Coast revenue is calculated, transportation costs are subtracted
as are all the qualified operating and capital expenses to reach
a PTV, which is where the tax is calcul ated. Furthernore, for
gqualified capital expenditures there is tax credit, depending
upon the type of expenditure. Once the tax is calculated, [the
qualified capital expenditures] can be deducted. He further
explained that in this particular analysis, when the price
increases by $1, there is no change in credits, investnent, or
costs. Therefore, there's no particular inpact on this margina
share take in that scenario.

REPRESENTATI VE TUCK surmsed then that in relation to this

chart, it's irrelevant whether a conpany took advantage of the
tax credits.

HOUSE RES COW TTEE -10- April 25, 2012



MR CLARK clarified that at an oil price of $110, the tax
credits would' ve already been taken advantage of because there
is no change in cost when going from $110 to $111 per barrel of
oil. In further response to Representative Tuck, M. dark
confirmed that whether a conpany takes full or partial advantage
of the tax credits, the chart remains the sane.

1:37:58 PM

MR. CLARK, returning to the presentation, directed attention to
the chart on slide 9, which further illustrates the inpact of
progressivity. This chart uses dollar per barrel in order to
take out the effects of changes in production. He highlighted
that the green line representing ConocoPhillips' net incone
stays in a fairly tight range of plus or minus $20 per barrel
regardl ess of oil prices. Therefore, it illustrates that the
upside isn't with the investor, ConocoPhilli ps. However, the
state's share, represented by the red line, tracks fairly
closely with oil price and thus when the oil price is up, the
upsi de/ share goes to the state. Moving on to slide 10
entitled "HB 3001 Provides Mrre Equitable Split", he explained
that the graphic illustrates the split of a barrel of oil in

terms of costs, industry share, federal incone tax, and Al aska's
share at three different prices. Under ACES, when the price of
oil rises from $100 to $150 per barrel the industry share
increases from $20 per barrel to $28 per barrel, whereas the

Al aska share increases from $37 to $75 per barrel. Agai n,
that's the inpact of progressivity in which the state takes the
predom nant share of the upside. In conparison, the graphic

illustrates that under HB 3001 when oil is $100 per barrel the
industry share increases from $23 to $36 per barrel while for
the state the increase is from $32 per barrel to $62 per barrel.
Al t hough under HB 3001 the predom nant portion of the upside
still goes to the state, ConocoPhillips believes HB 3001 offers
a nore equitable split between the state and the industry.

1:41:46 PM
REPRESENTATI VE GARDNER recal l ed that one of the goals of ACES is

to encourage investnent of [the investor's] profits thereby the
tax rate is reduced on every dollar earned. She asked:

Does that do that at all in your first, say, $100
barrel oil wunder ACES you have $37, the state's got
$32. If you take ... $7 of those $37 invest in

Al aska, the state picks up however nuch in the credits
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so of the $7 you invest it's roughly what would it be
that we pay for and then it takes your total tax
percentage rate down all the way, right?

MR. CLARK renm nded the commttee that the deductions for ACES
for capital and operating expenses are generous and all can be

taken in the first year. That and the credits are avail able
because the tax rates are so high. Wiile this reflects a
simlar level of investnent, if a conpany increases its

investnment it would reduce their tax rate. However, the conpany
woul d have to operate under the presunption that it's investing
in sonething that will generate a return

REPRESENTATI VE GARDNER enphasi zed, "That's the whole point."
She opined that it provides an extra reason to invest and the
expectation is that a conpany would invest in sonething that
generates return, whether it's under ACES or HB 3001.

MR. JEPSEN explained that tax credits lower the tax bill, but
don't change the tax rate. The tax credits are applied after
the tax is calculated. M. Jepsen related his understanding

that Representative Gardner is referring to the effective tax
rate in which the tax paid is divided by taxable revenue, which
will change as a function of tax credits. However, the
statutory tax rate doesn't change and the marginal tax rate is
gui t e hi gh.

REPRESENTATI VE GARDNER rel ated her understanding that the point
of progressivity is based, in part, on the level of profit. | f
the conpany's profit is less, then the progressivity decreases.

MR. JEPSEN specified that as the PTV decreases so does the
progressivity. Under ACES, the base rate is 25 percent unti
the mninmum is reached. M. Jepsen opined that t he
af orenenti oned nakes Alaska a good place for investnent. | f
there was ACES, with no progressivity, there would be nore
investment in Al aska, he further opined.

1:45:10 PM

CO- CHAIR SEATON recalled the statement that the credits and
i nst ant aneous deductibility need to be high because the tax rate
is high. In order to balance the aforenentioned, does the
credit and instantaneous deductibility need to be lowered so the
two bal ance, he asked.
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MR. JEPSEN answered that the commttee should review that and
determne the appropriate balance between tax rates and tax
credits. He rem nded the commttee that ConocoPhillips reviews
the total governnent share and the industry share and whether
it's sufficient to attract increnental capital.

1:46: 15 PM

REPRESENTATI VE GARDNER clarified that she neant that spending
| oners a conpany's tax rate and asked if that's correct.

MR. JEPSEN replied that is correct.
1:46: 33 PM

REPRESENTATI VE HERRON referred to the historical data on slide 9
and asked if HB 3001 passed, would ConocoPhillips' net incone
and the state's share remain the sanme [as it does under ACES].

MR. CLARK said that although he hasn't done that specific
calculation, the line representing ConocoPhillips' net incone
and the state's share would nove closer together and track
simlarly.

1: 47: 22 PM

REPRESENTATI VE MUNCZ inquired as to how the return on capital in
Al aska conpares to that of the Lower 48.

MR. CLARK, reviewing 2011 nunbers for ConocoPhillips, related
that in Alaska the cash margin was about $31 per barrel, while
pl ays such as the Eagle Ford and the Bakken in the Lower 48 have
significantly higher cash margins, closer to $50 per barrel.
Al though the earnings are less in the Lower 48, when one reviews
specific oil plays there are nmuch higher returns and that's what
attracts the capital in ConocoPhillips.

1: 48: 41 PM

CO CHAI R SEATON requested an explanation of adding depreciation
back in and how that influences the fact that Al aska has no
depreci ati on because Al aska allows the capital to be witten off
inthe first year.

MR. JEPSEN specified that Co-Chair Seaton is referring to net

income according to generally accepted accounting principles
( GAAP) rul es. The deductibility under ACES affects
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ConocoPhillips' tax rate, but doesn't inpact the conpany's

federal depreciation. Therefore, it's basically an after tax
calculation that takes into consideration state and federal
t axes. Wil e ConocoPhillips is able to deduct operating and

capital costs fromrevenue in order to determne the tax rate in
Al aska, it's not the sane as the depreciation for the federa
tax return. Basically, it's the units of production, depletion
of ConocoPhillips' capital invested over the North Sl ope. He
said that it's a nunmber that stays relatively constant over
tinme. [ Depreciation] is added back in because it reaches a
[more accurate] cash position after tax than if it's subtracted.
M. Jepsen said that's how the accountants require
ConocoPhi |l lips account for incone as a |arge corporation. I n
further response to Co-Chair Seaton, M. Jepsen agreed to
provi de further information on the aforenentioned cal cul ati on.

1: 50: 35 PM

MR. JEPSEN, continuing on to slide 11 entitled "ConocoPhillips
Capital Expenditures"”, directed attention to the chart that
rel ates ConocoPhillips' <capital investnent profile in Al aska
versus the Lower 48. As the chart indicates ConocoPhillips’
investment in Alaska is fairly flat, which he attributed to the
lack of returns in Alaska versus what is available in other
pl aces. The capital is going to places in the Lower 48 such as
t he Bakken, Eagle Ford, and Permi an Basin. He noted that nany
of these |locations are very mature basins. For instance,
Perm an Basin has been abandoned four to five times over the
course of its history and reopened due to a technological or
price breakthrough. Currently, Perman Basin is being reopened
due to technological and price breakthroughs. M. Jepsen
related his belief that there is a simlar opportunity set in
Al aska, and to sonme extent it's not realized how good it could
be because Al aska doesn't have the sanme profit environnment that
oi | conpani es experience in the Lower 48.

MR. JEPSEN concluded with slide 12 that is a letter to all
Al askans from ConocoPhillips. He acknow edged that there is
concern with regard to how the state can be certain that oil
conpanies wll invest nore noney and produce the results
expected by the state enacting a tax change. However, by the
nature of corporations and the size of investnents required,
it's difficult to sign a contract and nove through the steps to
the conm tnment desi red. He partially attributed the
aforenentioned to the fact that a lot of these projects aren't
at the point of going to the board of directors for approval

This letter attenpts to place a |I|ot of ConocoPhillips’
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credibility on the table by saying that if it observes changes
in Alaska's fiscal system simlar to those proposed in HB 110,

ConocoPhillips wll pursue nore drilling activities in the North
Sl ope, nore satellite devel opnent and nore exploration
opportunities, and work with partners at Prudhoe Bay. He opined
that the nost underappreciated is that the $5 billion associ ated

with the aforenmentioned opportunities is the tip of the iceberg
and not the entire opportunity suite. Drawing fromhis years in
the business, M. Jepsen enphasized that ConocoPhillips doesn't
know today what it will be doing 20 years from now. The oil
industry isn't that predictable, particularly since advances in
t echnol ogy continuously create new opportunities. For instance,
in 1982 ConocoPhillips thought it would be done wi th Prudhoe Bay
and Kuparuk River Unit by now. In fact, it was thought that the
Trans- Al aska Pipeline System (TAPS) would be shut down by now.

However, the situation is far from the aforenentioned. M .
Jepsen closed by relating that if Al aska inplenents a fiscal
framework that allows investors to invest in the best
opportunities, it will result in the best situation for the oil
conpanies as well as the state. Such a change in the fiscal
framework wl| result in nore production, i nvestnment in
[opportunities] wth the nearest-term inpact and the nost
profitability. Q1 conpanies are resource focused, and thus
they will continue to focus on heavy oil; there is no need for
special legislation or tax breaks to incentivize the oil
conmpanies to invest. G| conpanies have been doing so for 30
years, wthout the tax focus. Rat her, he enphasized that oil
conpani es need a tax regine that nmakes Al aska welcomng in terns
of investing noney and applies across the board. In parting,
M. Jepsen related that the legacy fields hold the key to
Al aska's future. Al though the North Slope Basin has such

potential, the fiscal framework in Al aska poses a chall enge.
1:56: 15 PM

CO- CHAI R SEATON highlighted charts from the Alaska G| and Gas
Conservation Conm ssion (AOGCC) regarding the nunber of wells
drilled by ConocoPhillips, which doesn't seem to have any
relationship to the price or the tax regine. Therefore, he
guestioned why the legislature should anticipate that a change
in the fiscal framework would result in a change in the nunber
of wells per year that ConocoPhillips drills.

MR. JEPSEN inforned the commttee that from 1996 to now there
has been a significant difference in the type of wells drilled.
In the past, ConocoPhillips drilled rotary wells with a big hole
and a single bore, whereas now they mght enter 15 well bores
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and drill three to six horizontal wells from that individual

wel | bore. Therefore, the wells ConocoPhillips drills today are
nore cost effective wells. The difference between 1996 and
today is the type of well drilled and how they are counted.
ConocoPhillips is not drilling 66 new holes in the ground from
the surface down every year, rather the total nunber of wells
includes the well bores being drilled from existing wells.
From 1996 until a few years ago, there was a relatively stable
oil price environment. Although the price of oil has increased

dramatically since 2007/2008, the response that has been
experi enced el sewhere hasn't occurred in Al aska. He attributed
the aforenentioned to the fact that Al aska doesn't have the sane
overall econom c inpact of other |ocations.

1: 59: 02 PM

REPRESENTATI VE SADDLER surm sed then that in 1996 ConocoPhilli ps
drilled 60 wells and now it's drilling nultiple well bores from
those 60 wells. Therefore, it's 60 tines a factor of three to
five.

MR. JEPSEN replied no, and clarified that ConocoPhillips m ght
have 10-15 existing well bores from which multi-laterals are
drilled. In further response, M. Jepsen said that he would
need to review the AOGCC data set before answering further
because there are nmany ways in which to define wells.

REPRESENTATI VE SADDLER then asked if nore drilling is occurring
now.

MR. JEPSEN answered no, but confirmed that nore well bores are
being drilled fromexisting wells. Again, he expressed the need
to review t he AOGCC dat a.

2:01: 05 PM

REPRESENTATIVE P. WLSON inquired as to how long after a new tax
regime is in place would the state see an increase in revenues
because of an increase in production.

MR.  JEPSEN explained that when ConocoPhillips increases its
capital i nvest nment one would I|ikely observe nore |obs,
busi nesses, and a boost in the local econony across the state

However, he cautioned that it takes tinme to get a drilling rig
to the North Slope. In fact, if a rig has to be built it could
possibly take two to three vyears, whereas refurbishing a
drilling rig fromthe Lower 48 mght only take a year. |If there
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is the need for a substantial capital investnent in a new

facility, it could take five to eight years before ful
producti on. Ther ef or e, the timefrane depends upon how
conplicated the project. M. Jepsen confirned that there won't
be an instantaneous response in terns of production as a result
of increnental capital investnent, although there wll be a
response in the |local econony. He told the committee that
ConocoPhillips nakes it a point to hire as many Al askans as it
can.

REPRESENTATI VE P. WLSON asked if ConocoPhillips could provide
any idea how long it would take to nmake the pipeline fuller than
it i's now

MR. JEPSEN said that ConocoPhillips shares that goal of making

the pipeline fuller. However, how long it wll take to flatten
and potentially reverse the decline will be a function of the
type of fiscal framework the state inplenents. In his opinion

ACES doesn't wrk and is broken from the standpoint of
attracting additional investnment in places where necessary. M.
Jepsen opined that the response from the producers wll be
proportional to the change in the fiscal framework.

2:04: 37 PM
REPRESENTATI VE PETERSEN request ed an expl anati on of
ConocoPhillips reported 11,000 barrel per day increase in

pr oducti on.

MR. CLARK rem nded the commttee that there was a shutdown on

TAPS for over a week, which was related to a |eak. The
af orenenti oned was a significant inpact to production, and thus
ConocoPhi |l i ps production |ast year was understated because of

t he shut down.

REPRESENTATI VE PETERSEN, referring to slide 11, pointed out that
the chart illustrates that the investnent increases in the Lower
48 while remaining steady in Al aska. He asked whether
ConocoPhillips is drilling in the North Dakota area where he
recalled there is shale oil that requires drilling nore often to
ensure constant production. In such a situation Representative
Pet ersen surm sed that ConocoPhillips would need to invest nore
in order to mamintain production as conpared to traditional oil
wel | s such as those on the North Sl ope.

MR. JEPSEN acknow edged that shale wells typically have steep
decl i nes. If the goal is to maintain a flat or an increasing
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production profile, one nust drill at a fairly steady pace in
order to build upon past results. Therefore, Representative
Petersen's conclusion is fairly accurate. However, he noted
that on the North Slope the base decline in the existing fields
is about 15 percent and when horizontal wells are drilled there
are fairly steep declines after initial production as well.

2:07: 07 PM

CO CHAIR FEIGE remarked that the commttee is reviewing all the
factors that go into investnent decisions that conpanies make in
order to determne what the legislature can do with the state's
tax regine to encourage nore production on the North Sl ope. He
then asked if the commttee is going down the right path of
anal ysi s.

MR. JEPSEN answered that it's appropriate for the commttee tp
pursue the issues it believes necessary to better understand
where ACES ranks in conparison to other opportunities around the
world while trying to wunderstand what's inportant to the

conpani es. The aforenentioned is why ConocoPhillips wanted to
provide its insights to the commttee in terns of how it makes
decisions with regard to where to invest capital. M. Jepsen
enphasi zed that ConocoPhillips isn't a single variable decision-
making conpany that is ConocoPhillips doesn't just review
present worth and rate of returns of a given project and invest.
ConocoPhillips <considers political stability, size of the
resource, and long-term cash flow that mght be generated from
t hat investnent. In Al aska, when a conpany invests it receives

the capital and the tax credit, but once production begins the
[well] is part of the base and subject to the high tax rates of
ACES. M. Jepsen said that the long-term cash flow
opportunities in Alaska don't match up with other opportunities
that ConocoPhillips has. To the extent the commttee can
understand and focus on the aforenentioned, it would be hel pfu

in understanding what it wll take to change the investnent
climate in Al aska, he opined.

2: 09: 44 PM

CO CHAI R SEATON rel ated his understanding that Al aska represents
about 58 percent of ConocoPhillips' liquid production in North
Anmerica and 63-65 percent of ConocoPhillips' profits. He asked
how Al aska would balance that in terns of cash flow when the
reports that the cash flow per production from Al aska is higher
than that of the other investnments ConocoPhillips makes.
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MR. JEPSEN expl ai ned that when one reviews the data in ternms of
liquids to liquids, Alaska isn't higher than the Lower 48 and
the places where ConocoPhillips is investing its noney today.
Statistics that indicate Alaska is better include natural gas
production and natural gas |iquids. There is a substanti al
portion of ConocoPhillips business in the Lower 48 that account
for a lot of ConocoPhillips' production. Therefore, when all
those things are rolled together on an amal gamated basis for the
Lower 48, it anmounts to a net incone or cash margin per barre

that's less than Al aska. However, if the low value portions
that ConocoPhillips isn't investing in any nore are stripped out
and only ConocoPhillips' liquid plays are considered, it's an

entirely different story.
2:12: 05 PM

REPRESENTATI VE =~ GARDNER, referring to slide 12 and the
cormitments to Alaska if HB 110 or simlar legislation is
passed, asked whether the inverse statenments are true if nothing
passes or nothing simlar passes.

MR. JEPSEN responded that if things stay the sane, Al aska should
expect the same focus as exists now. ConocoPhillips is stil
drilling, shooting seismc, and considering other opportunities.
The difference is in terns of how fast the opportunities will be
pursued and whether ConocoPhillips can fully exploit those
opportunities. M. Jepsen opi ned:

So, really changing ACES is about realizing potential

that we have here in the state. If you don't change
ACES, ... we're not noving everything out of Al aska
t onor r ow. W're still here, but you're basically

going to see the sanme kind of investnment that we see
today. And | think we can have a nmuch better future,
a stronger econony, nore jobs, nore  busi ness
opportunities in this state if we have a robust oil
and gas busi ness here.

2:13: 43 PM

REPRESENTATI VE FOSTER recalled the nention of the potential
reversal of the decline, and requested that ConocoPhillips
comment on that statenent versus merely slowi ng the decline.

MR. JEPSEN reiterated that the results ConocoPhillips achieves

will be proportional to the changes in the fiscal framework. A
robust fiscal framework that allows investors to invest where
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they think the Dbest opportunities are wll resul t in

opportunities that may not have been thought of earlier. He
expressed hope that shale oil, Geat Bear, wll be successful.
Al t hough he acquiesced that there is nore potential in the

| egacy fields than the oil conpanies are willing to discuss, he
was fairly confident that there won't be nuch change in what's
happening in these fields if the fiscal structure doesn't
change. He pointed out that going from 6 percent to 4 percent
or 2 percent represent a substantial change to the state as it
enhances the econom c future of the state and oil busi ness.

2:15: 03 PM

REPRESENTATI VE TUCK inquired as to ConocoPhillips' definition of
reasonabl e profit in order to result in nore activity.

MR. JEPSEN clarified that ConocoPhillips has always and wll
continue to neet its |lease obligations. The discussion today is
regarding how to make Al aska a nore attractive place for capita
i nvest nment . Under all the variables used to make investnent
deci si ons, Al aska i s handi capped by ACES.

REPRESENTATI VE TUCK then inquired as to what percentage of every
dol l ar Al aska gives to the industry is reinvested in Al aska.

MR. JEPSEN said he couldn't answer that at this tinme, but
of fered that ConocoPhillips' response would be proportional [to
Al aska's fiscal framework]. He then encouraged the conmttee to
keep in mnd that ConocoPhillips invests in Al aska because it
does nmake a profit. Al though he predicted additional
i nvestnment, he nmaintained that ConocoPhillips wll still have
profits that come out of the state.

2:17:07 PM

REPRESENTATI VE SADDLER inquired as to how |ong ConocoPhillips
will continue to do [business] in Alaska if there's no change
[in the fiscal framework]. More specifically, he inquired as to

what kind of future ConocoPhillips would predict for Al aska if
the pipeline continued for 50 years, as has been assured by a
judge, with no changes [in the fiscal framework].

MR. JEPSEN responded that he didn't want to discuss ongoing
l[itigation. Wth regard to how |l ong ConocoPhillips will do what

it's doing, M. Jepsen said that wll be a function of the price
envi ronnment, costs, profitability, and technical risks that tend
to increase as the fields mature. In further response to
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Representative Saddler, M. Jepsen confirmed that the comittee
can't assunme that if the state does nothing, things will be fine
forever.

2:18: 27 PM

COCHAIR FEIGE related his understanding that there is a limt
on the well spacing allowed in the Kuparuk River Unit, and asked
whether it would be a factor. Specifically, he asked whether
ConocoPhillips would be able to increase production if the well
spaci ng was reduced.

MR.  JEPSEN, noting his presunption that Co-Chair Feige was
referring to well spacing for producers and injectors, he said
he wasn't aware that additional well spacing requests were
rej ect ed. Typically, if a case for closer well spacing can be
made, it's brought before an entity such as AOGCC who determ nes
whether that's the best way to recover the resource from the
reservoir. M. Jepsen further said that he wasn't aware that
ConocoPhillips had any issues with well spacing, particularly in
t he Kuparuk River Unit.

2:20: 00 PM

CO- CHAIR SEATON asked whether ConocoPhillips considers the
reduction of the maxi mum production tax rate from 75 percent to
60 percent in HB 3001 as significant.

MR. JEPSEN remarked that if the nmaxi mum production tax rate was
reduced to the point that inpacted the price range in which
ConocoPhillips is operating would be beneficial. However, if
the reduction only inpacts the $180-$220 per barrel environnent,
then it's not very hel pful.

2:20: 55 PM

REPRESENTATI VE MJUNQZ requested exanples of ConocoPhillips'
decision not to proceed with certain projects due to ACES.

MR. JEPSEN replied that the Eastern North East Wst Sak (NEWS)
project is very much at risk. Al t hough ConocoPhillips may
pursue part of the Eastern NEWS project under ACES, no change to
ACES may inpact how fast and the extent to which it's pursued.
The aforementioned is probably the case for nobst potential
proj ects. Currently, the magnitude of the state tax is fairly
significant, he remarked.

HOUSE RES COW TTEE -21- April 25, 2012



2:21:57 PM

CO- CHAI R SEATON hi ghlighted that a royalty reduction application
is available for an unecononic project. He inquired as to why
that isn't a factor for a project that's marginally economc

MR. JEPSEN advi sed that he's not an expert on what's required to
seek royalty relief, but opined that the royalty relief statute
wasn't crafted to address [the fact] that every field, even with
a change in ACES, will have sone accunul ation that's unecononi c.

CO CHAI R SEATON encouraged M. Jepsen to investigate the royalty
relief statute further.

2:22:57 PM

REPRESENTATI VE OLSON inquired as to states, provinces, or plays
in North America where ConocoPhillips is currently aggressive.

MR. JEPSEN answered that ConocoPhillips is aggressive in the oil
sands of Canada, the Bakken, Perm an Basin, and Eagle Ford, al
of which are liquid plays and located in places with nmuch nore
favorabl e tax regi mes than Al aska.

2:23: 39 PM

MR. JEPSEN, in response to Representative Foster, explained that
Eastern NEWS is the next tranche of West Sak or viscous oil that
ConocoPhil l'ips is considering devel opi ng.

2:24: 03 PM

REPRESENTATI VE HERRON recalled that at the hearing yesterday
consultants advised the conmttee to negotiate a decline curve
and incentivize increnmental production. He asked if a 2 percent
decline curve would be reasonable to negoti ate.

MR. JEPSEN answered that a 2 percent decline curve would take a
ot of investnent. Furthernore, he didn't believe it would
change much
2:24.52 PM
REPRESENTATI VE GARDNER asked if a reduction in taxes by 30

percent would result in ConocoPhillips experiencing an increase
in investnent by 30 percent.
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MR. JEPSEN explained that the changes wouldn't be proportiona
since the changes would be a function of the avail able projects

that nmake sense in the existing fiscal franmework. M. Jepsen
clarified that he's saying that making the fiscal framework
better will result in nore investnent whereas a snmall change in
the fiscal framework will likely not result in any change in

behavi or [fromthe producers].
2:26:09 PM

COCHAIR FEIGE inquired as to the best nethod to incentivize new
production in ternms of the decline curve.

MR. JEPSEN responded that he would want to give that answer sone
t hought and consi derati on. ConocoPhilli ps believes there needs
to be a blanket change to the tax framework that applies to al

production in order to avoid conplications arising from managi ng
a decline curve and tracking new, old, and increnmental oil.

ConocoPhillips is looking for a way forward that nakes Al aska a
good place to invest. M. Jepsen said that the focus of
ConocoPhillips is to establish a franework simlar to what's in

Australia where the industry takes 40 percent of the net
[profits].

2:28: 48 PM

CO CHAI R FEI GE acknow edged that each well has its own decline
curve, but opined that tracking each individual well's decline
curve wouldn't be the nobst efficient nmethod. He highlighted
that the North Slope has a decline curve that's aggregated over
all the conpanies and the fields across the North Slope. |If the
state was to set a decline curve, what would be the appropriate
| evel of aggregation, he asked.

MR. JEPSEN again related the need to give additional thought to
t he questi on.

2:30: 23 PM

CO CHAI R SEATON encouraged M. Jepsen and the upcom ng industry
representatives to nmke all the considerations and get the
information back to the commttee.

2:31: 00 PM

REPRESENTATI VE SADDLER  expressed t he need to provi de
ConocoPhillips the opportunity to dispel any msconceptions or
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fall aci es about ConocoPhillips and its operations in Al aska that
have been portrayed in the public discussion.

MR. JEPSEN agreed that here has been a lot of rhetoric, but
didn't believe there was any particular point worthy of focus

He expressed hope that the testinony today illustrates that
ConocoPhillips is a diligent operator that's here to stay,
although it would like a different tax environnment so that there
could be nore investnent in Al aska. Wth regard to the
di scussi on surrounding "harvest", M. Jepsen opined that harvest
isn'"t drilling wells, shooting seismc, considering new recovery
t echni ques, and pursuing technol ogy. He nentioned that he has

worked in places where there has been harvest assets and there
is a large difference between what's done with a field that's on
its last leg and is about to be divested versus what's occurring
in Al aska.

2:32:59 PM

CO CHAIR SEATON asked if the unanimty aspect of sone of the
wor ki ng interest owner agreenents on the North Sl ope has been a
pr obl em

MR. JEPSEN, drawing from his experience working in Al aska since
the early 1980s when nuch of his work was with partners and
peers, said he wasn't aware of a situation when partner
differences delayed or put off production or investnment in
| ocations that were good investnents. Although there were tines
when conpanies had different positions from an analysis
perspective, they all had the same goal of reserve additions,
production, and generating net incone for the conpanies.
Cenerally, those things line up and nove ahead.

2:35:03 PM
REPRESENTATI VE = FOSTER  asked whet her out si de of Al aska
ConocoPhillips is subject to an incentive program that involves

decl i ning curves.

MR. JEPSEN and MR CLARK both said they weren't aware of any
ot her location with such an incentive program

2:35:43 PM
The commttee took an at-ease from2:35 p.m to 2:49 p. m

BP
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2:50: 06 PM

CO- CHAIR SEATON invited BP to provide its testinony.
2:51: 01 PM
DAM AN BI LBAO, Head of Finance, Devel opnents and Resources, BP,

began by relating that BP believes HB 3001 would deliver
meani ngful tax change for Alaska and result in a progression as

much as $5 billion in new projects, as a first step. Ref erri ng
to slide 3, he highlighted that BP opened its office in
Anchorage in 1959. A year |ater geologists arrived and began
wor ki ng on opportunities on the North Sl ope. In the last 10
years BP has invested over $13.4 billion just with Al aska firns,
whi ch doesn't include BP's total investnment over the last 10
years. Along with the investnent has been a lot of |[|earning,

including a deep understanding of the opportunity to partner
with the state in the devel opnent of |ocal talent and resources.
Over the last 10 vyears, BP has worked closely wth the
University of Alaska system and other institutions to support
the capability in the state. Currently, BP in Al aska has over
2,100 enpl oyees, of which over 80 percent are Al aska residents.
He characterized hiring Al askans as just good business. He then
hi ghlighted the 275 Alaska Process Industry Careers Consortium
(API CC) students that have been hired in the last 10 years, the
54 internships BP has offered over the last five years. M.
Bil bao related an exanple that illustrates why BP believes its
partnership/work with the state's institutions has paid off. In
addition to the 2,100 enployees BP has over 6,000 contractors
who work primarily on the North Sl ope. O  those 6,000
contractors, about 5 of 6 work to renew the infrastructure on
the North Slope in order to ensure that the infrastructure is
fit for the next 30 to 50 years of opportunity that BP foresees
in Alaska. One of the six or about 1,000 contractors is focused
on bringing new barrels into production, which reflects the
investnment climate in Al aska. He then highlighted BP's $70
mllion of direct conmunity investnment since 2001.

2:57:18
2:58: 01 PM

MR. BILBAO turned the commttee's attention to how BP nmnakes
i nvest ment deci si ons. He noted that he listened to the hearing
in which PFC provided a presentation regarding how investnent
deci sions are nade. While BP doesn't agree with PFC on every
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point, PFC s analysis was sound and based on deep experience
with the industry. Therefore, he said he is confortable talking

within the framework PFC presented to the commttee. He then
echoed ConocoPhillips' testinony that the investnent fund isn't
an unlimted amount of noney. In the year prior to a project,

the corporation determ nes what the appropriate total |evel of
investnment for the next year is based on factors including the
view on oil price, the suite of opportunities, circunstances
around the globe, and the obligation to manage the bal ance sheet
and neet the commtnment to sharehol ders and other stakehol ders.
The year begins in conpetition for a defined anpbunt of noney,
which is particularly inmpactful on the growh projects given the
fact the underlying activity to support the safe and efficient

managenent of the fields wll occur as needed. The growth
projects, in particular, have to conpete globally for the
[imted anmount of funds. M. Bilbao nmoved on to the graph on
slide 5 entitled "Aobal investnent is limted and goes to the
nost attractive regions." The chart shows production curves for
the followng four different oil producing regions: Texas,

Al aska, North Dakota, and Alberta as well as the price for each
barrel of oil over that tinme. The chart spans the tinefranme of

1977 to 2010. He nentioned his understanding from the
Department of Revenue's (DOR) testinobny that just |ast week
North Dakota passed Alaska in total production volune. The

graph relates just four exanples of regions conpeting for
i nvestnment, and thus growh projects from these regions or other
regions have to conpete for the sane group of funds on a
consi stent set of netrics. The chart illustrates that despite
the increasing price of oil globally over the last few years,
production in Al aska has declined and continues to do so whereas
the other three regi ons have experienced increased production.

3:01: 03 PM

REPRESENTATI VE KAWASAKI recalled from PFC s testinony that of
all three majors on the North Slope, BP's portfolio illustrates
nore of a harvest situation for upstream investnent. He

inquired as to how to guarantee under HB 3001 that Al aska would
get nore noney for future developnent if BP is spending nore
noney where there is grow h.

MR. BILBAO clarified that the growmh follows the investnent
opportunity, and thus if the investnment <clinate is nore

attractive, the funds and investnent will follow and result in
gr ow h. The growth won't occur wthout the appropriate
i nvestnment clinate. M. Bilbao enphasized that Al aska renmains

BP's largest resource base globally, wth the exception of
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Russi a. Therefore, it's not a question of opportunity and
resource but rather is a question of investnent attractiveness.
If Alaska isn't conpeting in BP's portfolio as the graph
illustrates, then the investnent will not conme to Al aska at the
same velocity it does to other regions and as a result there
won't be grow h.

3:03:13 PM

CO CHAIR SEATON recalled that in the 1990s it was said that
[BPs focus was] harvest, and questioned then why one would
anticipate a reversal if the state changes the tax regine.

MR. BILBAO specified that there are periods of tinme in any field
where funds will flow in to build the infrastructure and the
wells, as was the case in Alaska, and during those tinmes funds
cone out of other regions to fund the infrastructure on the

North Sl ope. After that nmmssive initial investnment, there's a
period of production during which funds are used for ongoing
operations and growh in other areas. He said that's how all

conpanies work as it's managing the portfolio. Therefore, it's
inmportant to <consider the Jlonger term investnent in that
cont ext . Wth regard to what will change going forward, M.
Bil bao stated that if Alaska is conpetitive globally, the funds
will flow However, <currently Alaska is not conpeting for
growh projects. As the graph illustrates, Al aska in conparison
to three other North American oil producing regions, the funds
aren't flow ng. Furthernore, Alaska's production decline for
the past five years continues to drop. In fact, fromlast Apri
to this April, BP's production has dropped by 8 percent.
Therefore, the [tax reginme] has a real inpact on how BP conpetes
for those funds with other |ocations.

3: 05: 34 PM

MR. BILBAO, in response to Representative Saddler, stated that
the chart is froma DOR slide that's BP felt was representative
of a broader process. For BP, there would be alternatives such
as Russia and Angola where there have been a production
i ncrease. Al t hough the messages/conclusions would remain the
sane, he offered to provide the commttee wth further
information if it so desired.

3:06: 26 PM

REPRESENTATI VE KAWASAKI poi nted out that ConocoPhillips' slide 7
entitled "ACES - H gh Average Governnent Take" shows that
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Azerbaijan's tax rate is well above that of Al aska under ACES
new devel opnent. Furthernore, the chart shows that Angola' s tax
rate is simlarly placed with Alaska wunder ACES for new
devel opnent and Russia's tax rate falls slightly below Al aska
under ACES for existing producers. Representative Kawasaki
opined that although taxes nmy nbve conpanies in a certain
direction sonewhat, BP is working in places wth higher taxes
t han Al aska. Therefore, he invited discussion on that point.

MR. BILBAO inforned the committee that over the last three years
he has been working wth Indonesia supporting sone of BP's
I iquefied natural gas (LNG operations. |ndonesia is conparable
to Alaska on the chart presented on slide 7. However, the chart
doesn't relate that the production sharing contract framework
| ndonesia enploys allows conpanies to cost recover their
investnment earlier on, which is a significant inpact on the
econom cs. Simlarly, the fiscal nechanism of other areas on
the chart allows the economics to be conpetitive. He
acknow edged that the total governnent take is higher overall,
but pointed out that to be the case because there is an

incentive earlier on to make the investnment. The aforenentioned
isn't the case in Al aska. M. Bilbao enphasized the need to
consider the entirety of the structure, not just individual
pieces, in order to obtain a good sense of the investnent
deci si on.

REPRESENTATI VE = KAWASAKI coormented that |egislators haven't
received nuch [detailed] information from the adm nistration or
ot her [stakehol ders], and therefore legislators don't have nmnuch
detailed i nformation.

3:09: 37 PM

REPRESENTATI VE TUCK directed attention to the obligation that BP
may have wth Russia and the nmmintenance of the existing
pi pelines BP acquired in Russia. Wth BP's desire to build
assets el sewhere, he questioned how the state can be assured
that the noney Al aska gives BP won't be used el sewhere.

MR. BILBAO said that Russia is a great exanple of a joint
venture that has had difficulties, but the financial performance
of the unit has been strong. Furthernore, to a |large extent the
venture has self-funded nmuch of its own growh. Wiile the
fiscal system in Russia does present certain limts, the unit
has remained effective and the material is a very strategic
material part of BP s portfolio. M. Bilbao surmsed that
Representative Tuck is inquiring as to how to ensure Al aska w ||
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receive the benefit from a neani ngful tax change. He echoed M.
Jepsen's coment t hat good proj ects nove f orward.
Unfortunately, projects [in Alaska] aren't in the conversation
because they don't conpete gl obally.

REPRESENTATI VE TUCK pointed out that recently the oil industry
has been making nore due to the rising price of oil rather than
production itself. Therefore, he pondered whether producing

nmore works against the conpany's best interest because there
woul d be nore available supply and reduced price, which would
decrease the profit per barrel. Besi des conpetitiveness, he
inquired as to what other nmajor factors are reviewed for
strategy pl anni ng when consi deri ng markets.

MR. BILBAO specified that BP doesn't enter and control markets
as a first |eader. Although BP my be the |argest
producer/| easehol der when it enters a market and takes a
mat eri al position, BP doesn't control the rmarkets. He
reiterated that BP progresses good projects. Furthernore, BP
never | ooks to consider the inpact of its decisions to the price
of oil globally. As a conmpany, BP's total production is a smal
portion of the global oil production, and therefore one project
isn't going to inpact the global price of oil. Therefore, BP
considers projects and does what it can to ensure the projects
| everage the best technology and are efficient, and the projects
nove forward if they are good projects.

3:14: 25 PM

REPRESENTATIVE TUCK inquired as to what happened under the
economc limt factor (ELF) when 15 out of 19 wells weren't
payi ng any production tax. More specifically, he inquired as to
what deci sions prevented nore investnent in the state.

MR. BILBAO responded that he isn't prepared to answer that
question as his experience is primarily under the ACES
envi ronnent . Under ACES, BP is running fewer rigs than in the
past and hasn't sanctioned a nmjor resource progression project
since the passage of ACES. However, BP is investing to ensure
that the infrastructure is renewed for 30 years and would |ike
to invest in projects that use that infrastructure for 30 years,
but ACES doesn't that allow to happen.

3:15:19 PM

CO CHAI R SEATON highlighted that Al aska has the nunber one or
two ranked credit system in the world in terms of credit
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al l omances on capital infusion as well as imrediate deduction
and no depreciation. Therefore, Co-Chair Seaton inquired as to
how the return on capital [in Azerbaijan] is quicker than the
100 percent deduction and the credit system that's allowed in
Al aska.

MR. BILBAO said he could discuss the production sharing contract
BP has with Indonesia, with which he is nore famliar. Si nce
it's trenmendously conplicated, he agreed to do so in witing.
M. Bilbao remarked that in BP's view, it isn't able to attract
the investnment it would Iike. In terms of oil and gas rates,
Al aska is |ast.

3:18:12 PM

MR. BILBAO, returning to his presentation, directed attention to
slide 6. He told the committee that Al aska has really good
rocks and it's BP's largest resource base outside of Russia.
The three things that nove the opportunities to production
grow h/ addi ti onal investnent include efficiency, technology, and
tax change. Efficiency and technology are within the producer's
control. He noted that efficiency ensures that the appropriate
peopl e are working on the appropriate things in the appropriate
way. Alaska hire is one way to achieve the aforenentioned.
Wth regard to technology, M. Bilbao said that Al aska has a
fantastic track record of developing and inplenmenting new

technol ogies, which he would continue to expect. The third
lever is the fiscal environnent, which is the tax change that is
within the legislature's control. Therefore, BP does what it

can with the first two levers, efficiency and technol ogy.
However, the nore the lever on tax change is pulled, the |ower
the obstacles surrounding efficiency and technology becone.
Al though it's a conbination of the three that result in nore

investnment, it's ultimately a tax change that wll determ ne how
many projects nove out of the funnel. As has been publicly
stated by BP Alaska's president, there is a mninum of $5
billion in first phase devel opment of potential projects that
woul d nmove forward with meaningful tax change. However, if
taxes don't change, the hurdles for efficiency and technol ogy
becone larger. Frankly, if the taxes don't change, the business
will have to change because the hurdles around efficiency and
t echnol ogy becone nuch | arger. M. Bilbao pointed out that the
$5 billion in projects has been consistently nentioned by the
three producers and wll be pursued once the efficiency and
t echnol ogy chal |l enges have been overcone. Still, a reduction in

taxes woul d make those technology and efficiency challenges |ess
difficult to overcone.
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3:22: 01 PM

REPRESENTATI VE PETERSEN inquired as to the tineframe of the
potential $5 billion in new investnent.

MR. BILBAO responded that the majority of the new investnent

woul d be over 5-10 years. He noted that nobst of the activity
listed on slide 6 will be drilling led, and thus it wll depend
upon getting the rigs on the North Sl ope. M. Bilbao stated
that BP would start the drilling the day after a tax change
passed.

3:23:19 PM

MR. BILBAO in response to Representative Gardner, clarified
that the day after a tax change passed BP would nove forward
with the projects [listed on slide 6] by getting the equi pnent
to the North Slope. |If BP knew the right fiscal environnment was
in place, BP would work on procuring and noving nore rigs to the
Nort h Sl ope.

REPRESENTATI VE GARDNER asked whether BP would have to perform
the calculations to determ ne whether projects are conpetitive
or have those cal cul ati ons al ready been done.

MR. BILBAO said that although BP would have to go through the
process, there have been internal and external conversations on
many of these. Therefore, BP has a fairly good idea of where it
stands on the projects. Drilling opportunities are anong the
least difficult conversations as they tend to be nore about
equi pnrent availability and | ess so about econom c hurdles. Once
drilling opportunities becone econom cal ly vi abl e and
conpetitive, they tend to progress nore quickly.

3:24:51 PM
CO CHAI R SEATON asked whet her the Parker rigs were a problem

MR. BILBAO said that BP always ensures that all the equipnent
that it uses is ready to be used in the manner expected. Once
the Parker rigs are deened ready to be put into service, BP
would need to decide whether they should be added to the
existing fleet or replace existing less efficient rigs in the
fleet to mintain the overall | evel of activity. The
af orenent i oned will revol ve ar ound how many of BFP' s
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opportunities are econonmic, and therefore it's nore about
equi pnent than the econom c threshol d.

3:26:16 PM

REPRESENTATI VE GARDNER recalled hearing from all the conpanies
repeatedly that no one can prom se that a project can be green
lighted [nmerely because of a tax change], although it wll
i nprove the possibility/opportunity. She clarified that she's
asking whether this spending commtnment has already been nmade
and it's just a matter of timng or does the project, due to a
change in the economcs of the project, have to obtain approva
to nove forward.

MR. BILBAO answered that those projects haven't been green
I ighted because they aren't economc currently. | f econom cs
change through inproved efficiency, technology, or a tax change,
BP woul d reeval uate the projects. He clarified that his comrent
was that those discussions about drilling opportunities tend to
be less difficult because the technology and efficiency
chal l enges are typically better understood as is the inventory.
The conmpany knows there are great rocks it just needs to ensure
that it's pursuing econom c projects.

3:27: 24 PM

CO- CHAIR SEATON, referring to the deploynment of capital
inquired as to the availability [of capital] for Prudhoe Bay or
any of the North Slope developnents in terns of being able to
sanction those projects.

MR. BILBAO replied no, the only challenge BP faces in Al aska for
attracting nore capital is the investnent clinmate.

CO CHAI R SEATON asked if any projects have been delayed by one
of the three partners not being in alignment with the others.

MR. BILBAO related his experience that good projects nopve
f orward. Al t hough he acknow edged that the partners my not
al ways agree on the technical details and execution of the
project, he opined that the cunulative debate is best for the
state and the producers.

CO CHAIR SEATON surmsed that M . Bilbao agreed wth
ConocoPhillips that sonme projects my have been del ayed, but
those delays were due to internal debates. He further surm sed
that there weren't projects that were canceled by one party

HOUSE RES COW TTEE -32- April 25, 2012



being in a different strategic point in tinme as the investnents
wer e goi ng forward.

MR. BILBAO replied that he wasn't aware of such

3:29: 57 PM

REPRESENTATI VE PRUI TT inquired as to the neaning of additiona
drilling in Jlegacy fields and how BP wuld differentiate
additional drilling in legacy fields fromthe drilling BP would

do if there was no change in the tax structure.

MR. BILBAO clarified that additional drilling at the |egacy
fields nmeans that there are drilling opportunities at Prudhoe
Bay and Kuparuk River Unit that currently don't neet BFP s
thresholds to conpete for funds globally, which is why BP has
less rigs running on the North Slope than it has historically.
If costs continue to increase on the North Slope, those
i ncreases would put further pressure on the opportunities, which
woul d nmean BP would continue to nonitor those in terns of the
gl obal conpetitiveness of those opportunities.

REPRESENTATI VE PRUI TT asked whether there are certain types of
drilling that's absolutely off the table. For instance, is BP
doi ng down hole work, but not new wells starting at the surface.
O, are there opportunities in the legacy fields that are
productive under the current system such that drilling can start
at the surface, he asked.

MR. BILBAO replied yes, adding that the |argest opportunities on
the North Slope are within the |egacy fields. However, he noted
that BP is on an ongoing basis entering and sidetracking
existing well bores. The biggest addition of new rate is when a
new reservoir or a new pad is constructed. The aforenentioned
are the type of growth investnents that have the nost difficult
time conpeting under ACES globally. For exanple, constructing a
new pad on the west side of Prudhoe Bay would be a significant
i nvestnment because of the high wupfront capital investnent
required for such a project. VWiile it would be the nost
effective way to nmanage the decline, it would be anong the nost
chal I enged for investnent under the current tax regine.

REPRESENTATI VE PRU TT surmsed then that there are stil

opportunities, "ground down infrastructure”, in the |egacy
fields that have not been touched.
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MR. BILBAO opined that what's lost in the conversation is the
appreciation for how nmuch work goes into reaching that 6-8
percent. Considering the rock itself with no investnent and
only ensuring that the operations were safe and efficient, M.
Bil bao related that the rocks would produce 16-18 percent |ess
the next year than the year prior. He then enphasized that BP
invests a significant amount of noney with a [ot of people just
to reach the 6-8 percent decline. The aforenentioned is one of
the reasons not to ignore those operations and only focus above
a certain decline rate. He surm sed that Representative Pruitt
is getting to the point that the best place to look for oil is
in the [legacy] fields. There are billions of barrels left in
the legacy fields within Prudhoe Bay and Kuparuk River Unit,
which is why BP focuses on that and doesn't explore outside of
the | egacy fi el ds.

3:36: 05 PM

REPRESENTATI VE P. WLSON surm sed that BP neans that it wants to
wait to develop wuntil it's economic as conpared to other
projects in the U S. and the world.

MR. BILBAO clarified that when he says that [Alaska's] projects
aren't conpetitive globally he's saying that while BP continues
to work on projects [in Alaska] to better understand what can be
done with the efficiency and the technology, the gap between
where the projects stand now conpetitively and where BP would
like them to be as even an option versus where they would need
to be to materially conpete is quite |arge. Al though BP is
reviewi ng ways to gain efficiency and technology to address the
gap, the gap can be narrowed significantly with the appropriate
tax systemin place.

REPRESENTATI VE P. WLSON mai ntai ned that because the tax regine
is better elsewhere, it's nore economic for BP to do business
there than in Al aska. The economics aren't related nerely to
whet her a project can be done in Alaska rather it's whether a
project is economc in the broad schene.

MR. BILBAO agreed with Representative P. WIson's summtion
broadly, but added that Alaska is a high cost operating
environment with one of the nost restrictive fiscal environnments
on the planet.

3:39:19 PM
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REPRESENTATI VE SADDLER asked whether the term "economc" is a
relative or absolute term when BP uses it.

MR. BILBAO answered that it's a conbination, but noted that

there are certain mninmum expectations. He recalled that PFC
testified that conpanies wll have mninmm expectations in
regard to what a project will deliver.

REPRESENTATI VE SADDLER asked whether BP has to reshuffle the
deck every year and conpare opportunities globally.

MR. BILBAO explained that typically the conpany has a fairly
good idea of where [projects/opportunities] are from the
previ ous year. Typically, the analysis wll be in regard to
what has changed whether it is efficiencies, new technol ogy, or
a tax structure change.

3:41: 03 PM

COCHAIR SEATON recalled being told that conpanies have
different hurdle rates, although the testinobny has been that
projects haven't been canceled [because one partner is at a
different point]. Therefore, he surmsed that the goal [for
Al aska] is to nake sonething work for the toughest in the group
[ of producers].

MR. BI LBAO pointed out that the various producers are discussing
the same projects and nagnitude of changes, which is a fairly
strong statenment given the legal constraints the producers are
under . He specified that tax change is one aspect of the
chal | enges that nust be overcone [in Al aska].

3:43: 28 PM

MR. BILBAO, returning to his presentation, announced that he
would now focus on what growth in investnent could nean for
Al aska's future. He then directed attention to slide 8, which
presents a graphical representation of the OVB data that
conpares state revenue versus state expenses. In response to
Co-Chair Seaton, M. Bilbao explained that the 4 percent growth
line represents a 4 percent growmh on expenses. Therefore, the
OVB data assunes that from 2014, expenses grew by 4 percent. He
pointed out that BP added sone lines to OWB s graph. BP had
concerns with regard to the forecast in revenue versus the track
record of production decline over the last several years.
[ Alaska] has experienced a 6-8 percent decline and the revenue
forecast is largely a flat Iine. The line for revenue at a 6

HOUSE RES COW TTEE - 35- April 25, 2012



percent decline provides an idea of what the difference would be

if production wasn't flat but was declining at 6 percent. The
graph illustrates that if prices were flat and production
declined at 6 percent, one would expect a budget deficit in 2018
of about $1.8 billion. BP also added a line that denotes a 4
percent decline. If there was a way to nmnage the production
decline at 4 percent through additional investnment, the deficit
woul d be just under $1 billion less than it would be with a 6
percent production decline. M. Bilbao then recalled DOR
Comm ssioner Butcher's testinony estimating that next year the
break-even price for the budget to be $95 per barrel of oil. He

further recalled DOR testinony relating that over the last five
to six years the price of oil has been above $100 per barrel
about 20-30 percent of the tinme and bel ow $100 per barrel 70-80
percent of the time, which raises concerns with regard to the
reliability of $100-$110 price forecasts. Furt hernore, that
chal l enge can't be nmanaged overnight and one can't wait unti

2017 or 2018 to produce nore. More production has to begin now
because projects take four to six years before they bring forth

mat eri al production. M. Bilbao then told the commttee that
with a 6 percent decline, the only way the general fund revenue
forecast works is to assume the price of oil is rising by 6
percent per year. “If you assume production continues to

decline at 6 percent, then the only way the revenue stays flat
is if the price of oil goes up 6 percent every year, which
basically would nmean that the state is betting its future on a

high oil price." He suggested that there's an opportunity for
the state and the producers to work together to begin to
progress sone of the projects that will deliver an inpact to the

projected deficit now, not in five or six years.
3:48: 50 PM

CO CHAI R SEATON asked whether a change from a 6 percent decline
to a 4 percent decline would be a realistic change if HB 3001
was enact ed.

3:49: 24 PM
MR. BILBAO, in response to Co-Chair Seaton, directed attention

to the chart on slide 9. He explained that the bar on the left
represents 2012 production and is broken down between the

natural base decline and the continued well work and drilling
The drilling and well work that occurs annually generates 40-
50, 000 barrels a day. In the context of the North Slope, the

Qooguruk field is currently producing 6,000 barrels a day.
Therefore, annually there would need to be about eight new
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fields producing at the level of the Oooguruk field to replace
what BP is bringing in new drilling and well work annually. He
then turned to the bar representing 2020 production, and
highlighted that the natural base decline is 16 percent plus

Therefore, if BP did nothing production from the North Sl ope
woul d be about 150,000 barrels a day. He opined that it's only
because BP is spending billions of dollars with many capable
people that BP manages the decline at closer to 6-8 percent.
Turning to the continued well work and drilling in 2020, M.
Bi | bao pointed out that continued well work and drilling makes
up two-thirds of the production in 2020, which is generated from
activity between 2012 and 2020. The activity and nature of the
chal l enge to deliver production froma 16 percent decline to a 6
percent decline is significant. Furthernore, one nust keep in
mnd that those barrels of oil are slightly nore expensive than
the prior year because of the inpacts of inflation and the fact
that the best wells are drilled first. He encouraged
consideration of not only the investnment and production above
the 6 percent decline but also the ongoing, increasingly nore
expensive and nore marginal activity that gets to the 6-8
per cent . In response to Co-Chair Seaton's question about the 4
percent decline, he pointed out the portion of the 2020
production bar representing the $5 billion in new projects wth
meani ngful tax change as represented in HB 3001. As has been
nmentioned before, the $5 billion is the first opportunity/phase.
He confirnmed that it would be possible with |egacy and non-
| egacy opportunities to manage that decline to closer to 2
percent. Further, it's probable that w th neani ngful tax change
[the production decline] could get closer to 4 percent with the
$5 billion. Al though it will take nore than just the |egacy

fields, it will have to start with the legacy fields because
that's where nost of the oil is |ocated.
3:53: 29 PM

MR. BILBAO, returning to slide 6, enphasized that to nove from
today to the 2020 profile would nean that BP would have to do a
lot with efficiency and technol ogy, which will only happen wth
meani ngf ul tax change.

3:54:17 PM

REPRESENTATI VE PETERSEN, referring to slide 9, inquired as to
what BP consi ders additional opportunities on the 2020 bar.

MR, BILBAO clarified that the $5 billion of projects is the
first step and represents the projects that BP has worked nost
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t horoughly and understands nore definitively. Beyond those,

nore opportunities will be found when the econom c environment
is right. The first place one will find opportunities is in the
existing fields. Due to the current economc environment, BP

doesn't have the attention it could to the next phase. Wth the
right investnent climate, nore opportunities could be found and
noved forward. However, he noted that BP has a sense of sone of
the candidates for the additional opportunities, where they
would fall in BP's natural progression of projects, and what it
woul d take to nove them forward. He opined that it's premature
to specify the opportunities because they could very easily be
passed over.

3:55:53 PM

MR. BILBAO, referring to slide 10 entitled "Key Messages,"
concluded his presentation. He related BP's opinion, which he
said the evidence supports, that ACES is a no growh policy as
growm h projects don't conpete for investnment. Furthernore, ACES
bets Alaska's future on high oil prices. He further related
that any ability to manage the decline has to start with the
| egacy fields since that's where nost of the oil is |ocated and
the infrastructure already exists. The legacy fields are the
only near-term option for new production. If the taxes don't
change, BP's business wll have to change, he opined. M .

Bil bao then highlighted that other regions, such as Alberta,
have worked cooperatively between the state and the producers to
reduce taxes and increase investnment and production.

3:57:48 PM

REPRESENTATI VE HERRON  rem nded t he conmittee of PFC s
recommendation for the state to negotiate a decline curve wth
the majors and then incentivize production. He asked if 2
percent is legitimite or are [the percentages] presented by BP
nor e reasonabl e.

MR. BILBAO returned to slide 9 and the opportunity set with the
$5 billion in investnment that could achieve the 4 percent
decl i ne. Al t hough BP also sees opportunities beyond that, to
acconplish that the base business has to be healthy. As
illustrated on slide 9, two-thirds of the production in 2020
will cone from activity taking place between 2012 and 2020. To
ignore the aforenentioned and try to incentivize activity beyond
that would create a foundation on top of which it would be
difficult to support increnental |arge spending that projects
require. He then explained that when there is a differentiation
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above and below a certain line, the concern is that it creates
certain unintended consequences. If, as was the case with SB
192, there is an attenpt to apply a different decline target for
each producer, there is the risk of giving different producers
incentive to nove projects fromone field versus the other. The
producers, he explained, want to hit their target and [w ]
nove] when they can reach their target nore effectively in one
field than another. Simlarly, the result of establishing a
certain decline rate in a field or the North Slope is different
for each producer because they decline at different rates due to
the blend of their portfolios. Therefore, establishing specific
decline rates may result in a tax break wthout additional
effort for one producer while another producer my need a

significant anmount of investnent to reach that rate. Mor e
fundanmental than the aforenentioned, when BP runs the econom cs
for the next project, he questioned how BP w Il know whether
that's the project that achieves the 6 percent or above the 6
per cent . He further questioned what assunptions would be used

He said BP would have to run the econonmics on a nore
conservative higher tax system Ther ef or e, M. Bi | bao

encouraged the comittee to develop an alternative that
considers the business as a whole. Again, he told the conmttee
that if the investnment climate is attractive, projects will nove
forward

4:01:18 PM

REPRESENTATI VE HERRON, referring to slide 10, asked whether the
benchmarks presented for Al berta remained the sane as introduced
or were they whittled down or up

MR. BILBAO responded that he didn't know specifically. However,
he offered that the conversations he has had with the industry
and Al berta have related that it was a collaborative effort
bet ween the producers and the state, such that they determ ned
what would deliver additional investnent while still allow ng
the state to manage certain fiscal requirenents. He said that
it only works when there is a conversation.

4:02:48 PM

CO CHAIR SEATON directed attention to the provision in HB 3001
t hat changes the maxinumtax rate from 75 percent production tax
to 60 percent. He then asked whether BP considers that a
signi ficant/ meani ngful piece of the |egislation.
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MR. BILBAO said that it takes everything in the legislation to

make it work. Therefore, when BP considers its economcs, it
considers the entirety of the |egislation. The | egislation, he
opined, wll shift BP's projects into a nore conpetitive
conversati on. Picking and choosing will result in legislation
that may incentivize sone |evel of activity, but won't approach
the over $5 mllion worth of opportunity that's avail able.
4:03:46 PM

REPRESENTATI VE GARDNER hi ghlighted the option under ACES for
royalty relief when a field is deened worthy of devel opnent
except for the tax rate. She asked if there has been discussion
of asking for royalty relief.

MR. BILBAO related that internal conversations w thin BP suggest
that typically royalty relief wouldn't be offered to the
projects BP is considering. However, he expressed the need to
review the mtter further and provide the commttee nore
i nformation.

4:05:18 PM

REPRESENTATIVE P. WLSON inquired as to with whom BP woul d dea
if it takes advantage of the royalty relief option.

CO- CHAIR SEATON explained that the |legislature authorized
royalty relief that 1is admnistered and granted by the
Department of Natural Resources (DNR). The intention of royalty
relief was to provide an opportunity for projects that aren't
econom ¢ under conditions to becone econom c and nove forward

If royalty relief isn't working, then the |egislature may need
to consider policy changes.

4:06:47 PM

REPRESENTATI VE PETERSEN informed the committee that nore
smal l er/ m dsi zed oil conpanies have cone to Alaska to work in
the oil fields. One of the reasons for the aforenentioned is
the generous tax credits of ACES. In fact, he related his
understanding that [Alaska]l] under ACES nay be the second best
place for tax credits. I f other conpanies view ACES as working
because of the tax credits, why would BP not view it the sane.

MR. BILBAO answered that fundanentally it's distinguishing

between an exploration period and a production period. Duri ng
an exploration period, which can take 7-10 years, the activity
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tends to be drilling a well, shooting seismc, analyzing the

seismic, and drilling a well all the way to the point of making
a devel opnent decision and prior to the construction of a
facility, roads, or pipeline. It's only at the point of the

decision to make a large infrastructure investnent when the
conpany would begin to consider the inpact of ACES on the
econonmi cs [of the project]. M. Bilbao specified that ACES is
very generous for the period of tine prior to producing a barrel

of oil, when the conpany is trying to find oil. Certainly, ACES
has attracted new players. However, ACES isn't very generous
for the period of the life of a field when the conpany tries to
get the barrel out of the field and into the narket. In fact,
during the aforenmentioned tine period, ACES is quite
prohi bitive.

4:09:17 PM

REPRESENTATI VE GARDNER inquired as to an estimation of the
investnment it would take to reduce the decline from the |egacy
fields by 2 percent across the board.

MR. BILBAO explained that to reduce the decline by 2 percent
would rmean that it would decline from 6 percent to 4 percent,
which is equivalent to the $5 billion in investnment that BP has
already commtted to publicly.

4:10:10 PM

REPRESENTATI VE PRU TT, referring to slide 10, inquired as to
what BP will have to do if taxes don't change.

MR. BILBAO opined that the inpact of no tax change and no
investnment increase in Alaska will be felt far beyond the direct
oil and gas industry. The three producers generate 90 percent
of the revenue for the state, but nore inportantly they generate
a large part of the jobs, both directly and indirectly. He
rem nded the committee that last year's MDowell report said
that for every direct oil industry job nine indirect jobs are
created in the state. Wth nore investnent, there would be nore
indirect jobs and it would nmean that property owners woul dn't
have to be concerned about a reduction in property value nor
woul d the legislature have to be concerned about finding a new
way to bring in revenue to the state. If the oil industry
experiences a challenge to investing, the average citizen wl
experience it day-to-day in many ways.

4:14: 06 PM
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The commttee took an at-ease from4:14 p.m to 4:23 p. m

Pi oneer
4:23:14 PM

CO-CHAIR SEATON invited Pioneer Natural Resources, Alaska to
provide its testinony.

4:24:04 PM

TODD ABBOIT, President, Pioneer Natural Resources, Al aska, began
by drawing attention to slide 2 entitled "Forward Looking

Statenents. " He then informed the commttee that Pioneer
Nat ural Resources, Al aska ("Pioneer Alaska") is a wholly owned
subsidiary of Pioneer Natural Resources ("Pioneer"). Pi oneer

Al aska is headquartered in Anchorage wth about 70 full-time
Al aska enployees and 120 Al aska contract workers in Anchorage
and the North Slope. M. Abbott highlighted that Pioneer Al aska
is the first independent operator on the North Sl ope, which was
achieved with the Oooguruk project that commenced production in
the fall of 2008. Currently, Oooguruk produces about 6,900
barrels a day and over the life of the project Pioneer Al aska
will invest about $1 billion. Referring to slide 4, he
explained that the slide illustrates what Pioneer |ooked I|ike
from 1997-2005, which was a tinme with the Lower 48 fields were
considered mature and oil prices were nuch lower than they are
t oday. Therefore, conpanies were going abroad seeking growth
projects as the projects in the Lower 48 weren't economc.
Pioneer was no different as it explored abroad in Wst Africa,
drilled in Tunisia and South Africa, it had operations in
Argentina, and worked in Canada. Pioneer also did a |Iot of work
in the deepwater of the @lf of Mexico, which was quite
successful, and of course, Alaska as well. He then related that
Pi oneer entered Alaska to grow its business because its Lower 48
holdings were mature and Pioneer felt its fields were in
decline. Alaska, with its very large oil resources and prolific
oil and gas basin, fit the bill. Furthernore, the state was
actively courting independents to join the nmmjors in Al aska.
The aforenentioned |left Pioneer feeling as if it could enter
Alaska with a nore independent m ndset. Pi oneer entered Al aska
wth a [ower cost structure and nore agility in terns of quick
deci sion nmaking. Moreover, things that are |less material to the
maj or producers are very material to Pioneer Al aska, which |eads
Pi oneer Al aska to aggressively pursue options that may not be
[ economi c] for the nmjors. In fact, Pioneer Al aska does well
when it can cone in after the mgjors and pickup things that
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weren't material to the nmajors. Referring to slide 6 entitled
“"North Slope Exploration History", M. Abbott told the conmttee
that from 2003-2007 Pioneer Alaska drilled 11 exploration wells
that resulted in one project, QGooguruk. Expl oration is
difficult, even in a basin as prolific as the North Slope.
Al t hough Pioneer Al aska found hydrocarbons in alnost all of the
11 exploration wells, to have a comercial project one nust find
the right kind of hydrocarbons in the right types of reservoirs
and in | arge enough accunul ations by the right infrastructure.

MR. ABBOTT, noving on to slide 7 entitled "Al aska's Severance
Tax" explained that Pioneer decided to enter Al aska under the
ELF. The Oooguruk project was sanctioned under ELF and
construction began under the petroleum production profits tax
(PPT). Drilling began and the first oil was reveal ed under
ACES. Therefore, slide 7 illustrates that it's a long lead tine
from exploration to first production and that Pioneer Al aska was
al ways chasing a noving target on the tax structure. He
enphasi zed that certainty [with regard to the tax structure] is
critical when a conpany is mnmmeking decisions to sanction a
project, especially when there is such a long lead time prior to
production. Referring to slide 8 M. Abbott addressed what has
changed in the ensuing eight years after [the first oil at
Qoogur uk] . The first change is that oil prices have increased
dramatically and gas prices have decreased dramatically. The
hi gher oil price allows Pioneer Alaska to use the horizontal
drilling and facturing technology that has been available for
sone tine, although it has been extrenely expensive to use unti
now. The aforementioned has created the shale boomin the Lower
48 and now the |andscape has changed such that the Lower 48 is
no |onger considered mature. Conmpanies are no |onger going
[abroad] to find an econom c project because now it can be done
in the U S where there is a stable tax structure. He then
directed attention to slide 9 entitled "Fi xed- Royal ty
Jurisdictions in US Lower 48 Are A Key Conpetitor to Al aska for
| nvestnent Dol lars", which he borrowed from PFC Energy. The
slide illustrates that from 2003-2005 North Anerica was
exporting cash while from 2008-2010 capital is returning to the
U S. and being invested in the U S. because of the higher [oil]
prices, technology, and the tax structures available in the
Lower 48.

4:31:45 PM
MR. ABBOIT, continuing with slide 10 entitled "Current Pioneer

Operations Footprint”, informed the conmittee that Pioneer's
current operations are only in the U S., which is a nuch sinpler
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operation with fewer contractual issues. Pi oneer has sold off

its holdings abroad and has, to a large extent, left the high
risk exploration gain [operations] and is focused on resource
potential, shale plays, and even conventional resources. He

then told the commttee that his job as president for Pioneer
Alaska is to bring capital and investnent to Al aska. Slide 11
highlights Pioneer's plays in Texas and provides sone
perspective of what Pioneer Alaska is up against. He i nforned
the conmttee that the following three plays in Texas are shale
pl ays: the Barnett Shale, Eagle Ford Shale, and Horizontal
Wl fcanp Shal e. The Spraberry Vertical in Texas can be
considered nore of a conventional play as there are vertical
wells that are fractured. Pioneer is probably the |argest
acreage holder, by far, in the Spraberry Vertical. Furthernore,
Pi oneer has 20,000-plus drilling locations yet to drill. He
related that the Horizontal Wl fcanp Shale is the nost simlar
well to that of a well Pioneer Alaska would drill in Al aska.
M. Abbott highlighted the scale of activity in the Lower 48 and
the economc inpact apart from the state revenue. The
af orenenti oned operations in Texas have a very |ow geologic risk
simlar to what exists in Alaska and have very short project

cycle tinmes as conpared to Al aska. He explained that in the
Lower 48 when a conpany makes an investnent, the conpany can
drill five wells and decide to stop drilling after those five
wel | s. However, in Alaska the operations are nore |ike
deepwat er operations in that the conpany has to invest hundreds
of mllions of dollars before the first few wells are drilled.
Therefore, in Alaska a conpany will have a lot of nobney on the
table before getting significant results from devel opnent
projects in Al aska. Therefore, the executive conmttee of

Pi oneer has to have trenmendous confidence in the econom cs of
projects in Al aska because they won't take a lot of risk with
such a large stake on the table before getting results. Mving
on to slide 12, he reviewed a graph that illustrates the
conpetition for capital with the wells in Texas versus all the
North Slope wells and reviewed the economic inpact felt in
Texas. M. Abbott noved on to slide 13 entitled "2012E Capit al
Spendi ng and Cash Flow', and explained that the chart on slide
13 allows Pioneer to predict its cash flow for any given year.
One can select the oil and gas price for next year, which wll
be Pioneer's corporate cash flow, including hedging and costs.

For example, at current market prices [Pioneer will have] about
$2.2 billion of cash flow and will spend about $2.4 billion in
capital. Pioneer will spend about $1.8 billion in the Perm an
Basin, nost of which will be spent in the vertical play of the

Spraberry Basin and a significant portion in the horizontal
wel | s. He then highlighted that Pioneer is spending about $135
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mllion, which is roughly 6 percent of Pioneer's capital budget,
in Alaska versus $1.8 billion and an additional investnment in
the Eagle Ford and Barnett Shale plays. He opined that the
conpany's decision to make the Dbest return for their
shar ehol ders speaks vol unes.

4:38:56 PM

MR. ABBOIT, referring to the map on slide 14, reviewed the
Qooguruk site. Pioneer Al aska continues to drill at QOooguruk as
there is one rig on site. The next step with Oooguruk is the
Tor ok area. Pi oneer Alaska drilled two wells this year, one of
which was an unrelated exploration well and the other was an

appraisal well from the Nuna-1 drill site. Wth regard to
what's next for Pioneer or the incremental investnment for
Pioneer that could be inpacted by tax policy, Nuna-1 is the
answer . Nuna-1 has been drilled, test production has been run

the results are being evaluated now, and the reconmendati ons are
bei ng prepared. He acknow edged that there are a w de range of

outcones that could result from Nuna-1 with the nost |ikely
outcones being that tax policy has a trenmendous i npact. As
noted on slide 15 Nuna-1 is one or tw onshore drill sites
dependi ng upon the extent of the devel opnent. Nuna-1 is |arge

and is nore like an oil shale project that would be in the Lower
48 as it's highly lam nated shale. For Nuna-1 Pioneer Alaska is
drilling long horizontal wells and the largest frack job on the
North Slope is in one of these wells. The [Nuna-1] project
could result in a significant amount of jobs for Pioneer as well
as for the service and construction conpanies that work in the

ar ea. Still, this project is up against projects in the Lower
48 that have |ower operating costs, a better tax structure, and
vast resources of which Alaska once had the nonopoly. As

related by slide 16, both Al aska and the Lower 48 have resource
potential while Alaska would be nore favorable in terns of
resource conpetition because it doesn't have the nunber of
i ndependents as there are in the Lower 48. Wth regard to oil
bi as, he opined that Al aska has a tremendous anount of oil ready
to be produced. However, the ease of the regulatory process is
better in the Lower 48 while in terns of |and acquisition Al aska
is in a better position than the Lower 48. Al t hough Al aska
| ooks fairly good from a resource perspective, Al aska is |acking
from the profitability side, which includes «cycle tines,
execution risk, operational flexibility, and |ow operating cost.
Therefore, Alaska needs a better tax structure than what's in
the Lower 48, he opined. The aforenentioned, he said, is
illustrated on slide 17 entitled "Average Governnent Take",
whi ch the commttee has already seen in previous presentations.

HOUSE RES COW TTEE - 45- April 25, 2012



4:43:50 PM

MR. ABBOIT, referring to slide 18, stated that there are sone
aspects to HB 3001 that are a good start, such as that it
incents a wde array of projects, reduces the negative inpact of
progressivity, and makes Alaska projects significantly nore

conpetitive. However, an inprovenent to HB 3001 would be to
include the small producer tax credit extension because it nmakes
a real difference for small producers such as Pioneer. He noted

that the small producer tax credit is really a reduction of the
smal | producer's tax liability. M. Abbott opined that Pioneer
has sonme good projects in Alaska that it would like to forward.
He said he wants to bring additional capital to Al aska, and

therefore he will do his absolute best to do so. Tax policy, he
enphasi zed, would go a long way in ternms of supporting the
capital comng to Alaska otherwise it's an uphill battle. Wth

regard to the Qooguruk expansion, M. Abbott clarified that the
Torok expansion is not a done deal and Pioneer Alaska is not
anywhere near sanctioning the development. The hope is that the
expansion is so good that tax policy doesn't nmatter, although

it's nore likely that tax policy will matter. There are a |ot
of other projects on the North Slope |ike the Torok expansion
and for them tax policy matters. He noted that Torok would
bring new barrels into TAPS and <create construction and
devel opnment j obs. In closing, M. Abbott reiterated that
HB 3001 will have a positive and a material inpact.

4: 46: 24 PM

REPRESENTATI VE GARDNER asked if when ACES went into effect
Pi oneer was one of the conpanies eligible for the claw back
provisions. |If so, what was that worth, she asked. She further
asked whether Pioneer was one of the conpanies that received
royalty relief, and if so, she inquired as to the experience of
it.

MR. ABBOIT said that he didn't know the answer to the question
regardi ng the claw back, but offered to obtain it and provide it
to the commttee. He confirmed that Pioneer did apply and
receive royalty relief for the Oooguruk project. The receipt of
the royalty relief was primarily driven by Pioneer's 30 percent
net profits lease in addition to ACES. As far as quantifying
the value of the royalty relief, he offered to research that and
provide the information to the conmttee. In further response
to Representative Gardner, M. Abbott explained that the 30
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percent net profits |lease is an additional burden placed on the
Qooguruk | ease, basically it's an incone tax on Qoogur uk.

CO- CHAIR SEATON interjected that the 30 percent net profits
| ease was a bid termon the |ease at the tinme, prior to Pioneer
pi cking up that |ease. He explained that there are conpetitive
| ease sales and bonus bids. At the time, the bidder bid the 30
percent net profits as part of the bonus bid to obtain the
| ease. He asked if that bid term also applies to the expansion
proj ect .

MR. ABBOIT related his understanding that it would apply to
anything within that |ease, which includes Torok. In further
response to Co-Chair Seaton, M. Abbott clarified that it was a
royalty reduction not royalty elimnation. Therefore, Pioneer
pays royalty and once it pays out it will pay a [30 percent] net
profits | ease. He further clarified that the 30 percent net
profits is in addition to the reduced royalty.

CO CHAI R SEATON asked whether the royalty was reduced through
royalty relief for a period of time until a certain point, such
as when profitability is reached.

MR. ABBOTT said he would have to review the specifics of the
terms.

CO CHAIR SEATON remarked that he would appreciate the
information because it wuld help the commttee determne
whet her the existing royalty relief provisions function well or
not .

MR.  ABBOIT, returning to Representative Gardner's earlier
guestion regarding the difficulty of the process, related his
understandi ng that the process was extraordinarily difficult and
there was quite a bit of docunentation work. Royalty relief
isn't an easy admnistrative process as it's sonething that
takes a |lot of data, tine, and anal ysis.

4:51:13 PM

CO CHAI R SEATON asked if the 30 percent net profits portion of
the lease is after the production tax and all other property
t axes. He further asked if the profit is before or after
corporate incone tax.
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MR. ABBOIT clarified that [the 30 percent net profits |ease] is
after and in addition. He offered to prepare information to
provide to the commttee.

4:52: 04 PM

CO CHAIR SEATON inquired as to whether the change from the 75
percent maximum tax to the 60 percent maximum tax s a
significant piece in the calculation for being able to draw
capital to a project in Al aska.

MR. ABBOIT responded that it's hard to say wi thout the specifics
for Torok. However, nore broadly, the <change is a good
provision, but he said he didn't know if it's material enough to
achi eve the type of investnment being sought.

4:53: 07 PM
CO- CHAI R SEATON asked if Pioneer has a process facility sharing
agreenent with existing producers or does Pioneer have its own

processing facility.

MR. ABBOTT confirmed that Pioneer has an agreenent such that all

of Pioneer Alaska's crude production oil, water, and gas is
processed t hr ough ConocoPhi | |'i ps' production facilities.
Pioneer has a facilities sharing agreenent to do so. |In further

response to Co-Chair Seaton, he confirnmed the facilities sharing
agreenent would likely remain for any expansions, although it
depends upon the size. He explained that it would have to be an
extraordinarily large find for Pioneer to justify building its
own processing facilities rather than availing thenselves of
t hose of ConocoPhilli ps.

CO- CHAIR SEATON surmised that when incentivizing multiple
t hi ngs, including legacy fields that are water or gas
constrained, there could be issues. He then nentioned that
Br ooks Range approached the state about a state loan for funds
to construct nobile processing facilities that could process
about 15,000 barrels per day. If that was available for an
Al aska project, he asked whether that would materially inpact
t he sanctioning of a project.

MR. ABBOTT nentioned that in his last position with Pioneer he
was vice president of corporate finance. He then inforned the
commttee that Pioneer neasures the profitability of its
projects as a discount return on investnment (DRI), which is the
value divided by the discounted capital. For every dollar
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i nvested, one wants to obtain the highest value for that dollar.
Therefore, having sonmething that's a |ower cost of debt through
the state woul d decrease the anount of capital the conpany woul d
have to deploy and decrease the discount rate against which the

project is measured. The aforenmentioned is positive, but the
guestion is regarding the ratio of that piece of capital versus
the overall project size. In further response to Co-Chair

Seaton, M. Abbott opined that the way it's being described
really isn't a relief of capital but rather it's a financing

mechani sm In that case, the conpany would still pay the
dollars and the interest rate would make the difference. A
change in the interest rate on a $200 mllion investnment could

help over the life of a project, but it would need to be a
project that's [already] very close to being econom c.

4:58:15 PM

REPRESENTATI VE HERRON posed a scenario in which the 40 percent
gross reduction is reduced, and asked when it wouldn't be
meani ngf ul when only changi ng that.

MR. ABBOIT responded that is very difficult to answer. The
corporation reviews [HB 3001] in ternms of its overall value, and
thus [to only consider the percent gross reduction] would be
proj ect dependent.

REPRESENTATI VE HERRON appr eci ated Pioneer, which is a ninble and
successful conpany, providing coments today.

5:00: 37 PM

CO CHAI R SEATON recalled that there had been questions regarding
decline curves, and asked whether that would apply to Pioneer's
proj ects.

MR. ABBOIT said that reviewing a decline curve segregation in
terms of new oil versus old oil is an interesting way to | ook at
it. Although he said he likes the idea, he said it's difficult
to coment wuntil he has the details. For sonething |Iike
Qoogur uk, Pioneer produces out of several different horizons
each of which has its own decline. Pi oneer's production
profile, he related, would historically increase, decrease
slightly, and then start increasing again. As the wvarious
reservoirs deplete at different rates and the water flood
inpacts at different tines, there wll be wvarying rates.
Therefore, the challenge is how to determne the schedule of
future volumes based on existing production. He opined that
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it's a difficult nunber to ascertain and negotiation of it would
be quite an exercise between the state and the conpanies.
Again, if inplenented correctly, it could work.

5:03:22 PM

REPRESENTATI VE PETERSEN recall ed hearing that sonme of the new
pl ayers on the North Slope had found inpedinments to growth and
potential due to difficulties accessing facilities and excessive
costs for shipping oil down the pipeline. He asked if Pioneer
has experienced such.

MR.  ABBOIT acknow edged negotiations to wuse ConocoPhillips’

facilities were difficult and took a long tine. He further
acknow edged that fromtine-to-tinme there are disagreenents, but
it's a business transaction and is worked out. ConocoPhi Il l'i ps
has worked wth Pioneer on its facilities. For exanpl e,
ConocoPhillips is doing capital planning for a couple of years
out and has inquired as to Pioneer's needs. Al t hough the
rel ati onship between Pioneer and ConocoPhillips is a business

relationship, it works.
5: 05: 27 PM

REPRESENTATI VE GARDNER commented that it's interesting that M.
Abbott could conceive of a play that would be so wonderful and
econonmi c that tax policy wouldn't matter.

MR. ABBOTT indicated that he's an optim st.
5:05: 54 PM

CO- CHAIR SEATON related his wunderstanding that Pioneer would
like the small producer tax credit included in HB 3001. He
asked if an expiration of 2022, a 10-year extension, would
provi de enough tinme to recruit the capital.

MR. ABBOTT replied yes, adding that 2022 would be a reasonable
timeframe for the extension. Having nore certainty would hel p.

CO CHAIR SEATON recalled comrents that the small producer tax
credit wasn't inflation proofed. He asked if M. Abbott saw any
need to change that fromthe $12 mllion to $15 million or is it
immaterial for nost small producers.

MR. ABBOIT opined that $3 nmillion a year of an $800 million
project is unlikely to change Pioneer's decision on a project.
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Al though [the small producer tax credit] helps wth QOooguruk,
tweaking it reaches a point of dimnishing returns, he remarked.

ACGA
5:08: 25 PM

CO- CHAIR SEATON invited testinmony from the Alaska G| and Gas
Associ ati on (ACE) .

5:08:47 PM

KARA  MORI ARTY, Executive Director, Alaska Gl and Gas
Associ ation (AOZ)), began by informng the conmmttee that AOGA
is a business trade association with the nmission to foster the
long-term viability of the oil and gas industry for the benefit
of all Al askans. The association's 16-nmenber conpanies are a
di verse group and the conmttee has heard fromtwo of the nenber
conpani es today. She infornmed the commttee that AOCGA's nenber
conpani es have both an onshore and offshore presence and are
|ocated in the Cook Inlet and the North Sl ope. Furt her nore,
AOCGA nenber conpanies are on federal and state | ands. The
nmenber conpanies include |egacy conpanies, new entrants, three
in-state refineries, and the Al yeska Pipeline Service Conpany.
In total AOCGA's nenbers hold nore than 1.2 mllion acres of
| and. Therefore, there's little doubt AOGA represents the
majority of oi | and gas expl orati on, devel opnent,
transportation, refining, and marketing activities in the state.
She pointed out that one of the key purposes of any trade
organi zation, especially ACGA, is to provide a forum for the
di scussion of matters of general interest for its nenbers. She
hi ghlighted the policy of AOGA to have 100 percent consensus on
tax policy matters, and enphasized that all 16-nenber conpanies
concur with the statenents she's going to nmake today.

M5. MORI ARTY rem nded the conmttee that AOGA didn't support the
tax changes that were nmde in 2006 and 2007 because ACGA
believed then and now that the current tax system s
unconpetitive for investnent dollars, |ong-term devel opnent, and
production. Furthernore, all of AOCGA s nenber conpani es believe
t hat nmeani ngful changes to the tax system are necessary to stem
the decline in production. In fact, today's testinony marks the
sixth time that AOCGA has testified before the Twenty-Seventh
Al aska State Legislature regarding the need for oil tax reform
Throughout AOCGA's testinony to the legislature and the public it
has stressed the graph entitled "Production Decline is Real",
which illustrates that declining production is a problem that
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cannot be ignored. She acknowl edged that [the |egislature]

isn't ignoring it. The graph shows the historical production in
the past decade with DOR s forecast for the next decade. Upon
exam ning the past three years a bit closer, one will find that

production is declining by just under 40,000 barrels per day.
Furthernore, the DOR forecast noving forward is that al nost half
of the new production will be fromnew oil that is oil yet to be
devel oped. In fact, the recently released DOR spring 2012
forecast forecasts that in 2013 71,000 new barrels per day wll
need to be in production.

5:12:22 PM

M5. MORIARTY stated that as a trade association, AOCGA'sS main
guestion is fromwhere this new oil is going to cone, especially
in the short term She infornmed the conmttee that Oooguruk and
Ni kaitchug, new fields, are each expected to peak at around
20, 000- 28,000 barrels per day. She then reiterated that the
current production decline is about the sane as these two new
fields conbined each year. 1In other words, to sinply offset the
current decline two new fields |ike Oooguruk and Ni kaitchuq need
to come on each year. Moreover, to reach DOR s forecast for
2013 three fields of this size need to cone on line in the next
year. Unfortunately, she knew of no new fields expected to
produce oil in the next three to five years. She recalled that
in 2006 and 2007 nany conpanies testified that ACES woul dn't
attract the investnent Alaska needed to stem the production
curve. Not only did that prediction cane true, production is
significantly |ower today than what was forecast when ACES was
passed in 2007. As the chart entitled "Forecast in 2007 vs.
2011 Actual Production" shows the Departnent of Revenue
predicted that in 2011 Al aska woul d produce 754,000 barrels per
day, but production was only at 603,000 barrels per day. Moving
on to the chart entitled "Current Industry Investnent", M.
Moriarty pointed out that the chart relates the total operating
expenses in Alaska industry wide and the capital investnent.
The chart relates that the industry investnment totals has
remai ned stagnate over the last three years. Capital investnent
has averaged $1.7 billion, which resulted in a loss of about
40,000 barrels per day over the sane three years. Ther ef or e,
current investnent levels aren't even stemming the production
decline, never mnd increasing production. Wthout bold and
nmeani ngful reforns Al aska's production will continue to decline
at a rate, according to the Ofice of Mnagenent & Budget, that
woul d create potential deficits as early as 2015 that would
increase in each succeeding year. From AOGA s perspective,
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there's a production problem that's going to soon result in a
serious revenue problemfor the state.

M5. MORI ARTY pointed out that AOCGA s nmenber conpani es and others
have testified about what's happening with businesses on the
North Slope, the interrelationship between new levels of new
i nvestnment each year and the rate of decline in Alaska North
Sl ope production as well as the inpact of taxes on investnent
deci sions. "These explanations are not threats, but they're not
bluffs either,” she stressed. Rat her, the testinony has been
candid attenpts to describe how those conpanies evaluate
i nvestment opportunities in Al aska versus elsewhere and how
Al aska's tax reginme can influence decisions regarding which
opportunities to take. She further recalled that recently the
| egislature's own consultants explained to this conmttee how
i nvestment decisions are made and provided a simlar conclusion
that 1investnent decisions reflect the expectations of the
conpany's respective shareholders and that conpanies will choose
the opportunities they perceive to be best, all things
considered, including taxes. M. Miriarty stated that the |eve

of investnment in Al aska since enactnent of ACES isn't
retaliation rather the investnments are nothing nore than the
results of the conpetition of opportunities in Al aska versus

t hose el sewhere. Therefore, AOGA believes that declining
production is a slope-wde problem that needs a slope-wde
sol uti on. John Norman, the comm ssioner of the Alaska G| and
Gas Conservation Conm ssion, recently described Al aska' s |egacy
fields as an "anchor tenant." Ms. Moriarty said that AGCGA

continues to use the analogy that the North Slope is like a tree
with the two great |egacy fields being its trunk and the other
fields branching out and rising out of that trunk. Therefore
if one peels the bark off all the way around the trunk and nakes
the tree unhealthy, all the other branches wi |l beconme unhealthy
as well, no matter how robust they m ght have been if the trunk
had stayed strong.

5:18: 07 PM

VS. MORI ARTY, referring to the slide entitled "Rich In
Resources"”, said that if one considers the resources remaining

on the North Slope, one should be encouraged. In fact, the
| egacy fields, the conventional line of 5 billion barrels of oil
remai ni ng, hold the nost promse in the short term

Additionally, during this tinme of record high oil prices Al aska
should see a flurry of activity and increased investnent |evels
to get these resources to market. The producers of the existing
non-l egacy fields on the North Slope and the devel opers of any
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new fields that may be discovered need as mnuch production as
possible flowng fromthe |egacy fields through TAPS in order to
mai ntain affordable costs to ship oil from the North Slope to
refinery destinations. She confirnmed Representative Petersen's
concern for high transportation costs and characterized it as a
real concern that could cripple the economcs of any new fields
as well as the economcs of any non-legacy fields currently in
producti on. Ms. Moriarty enphasized, "So, we believe that
Alaska and Alaskans need to appreciate the North Slope
production with a great level of concern and react with bold and
meani ngful reforns.” Wthout conprehensive reform for the
| egacy fields as well as other production and future production,
the entire North Slope will be harned. As M. Abbott told the
commttee, tax policy does inpact business decisions and the
conpetition for investnment dollars is real. Therefore, AOCGA
encourages the commttee to put Alaska in a better and nore
conpetitive position for near-term and |ong-term devel opnment.
The legislation, HB 3001, before the committee does recognize
the overall government take in Alaska is too high and does
provi de neani ngful reform Ms. Moriarty acknowl edged that a
solution that benefits all fields may not be achieved this
speci al session because it appears the legislature is fragnented
on this issue. However, ACGA will continue to work with the
| egislature wuntil nmeaningful tax reform is reached for al
fields on the North Sl ope.

5:20: 37 PM

REPRESENTATI VE FOSTER inquired as to how nmany barrels have gone
t hr ough TAPS.

M5. MORI ARTY answered that over 16 billion barrels of oil has
gone through TAPS. If one were to include production for Cook
Inlet, just over 17 billion barrels of oil has been produced
si nce st at ehood.

5:21:13 PM

REPRESENTATI VE HERRON inquired as to when a decrease in the
percentage al one is not meani ngful to ACGA

M5. MORIARTY said that's difficult for her to answer because she
has to have 100 percent consensus. In all of the discussions,
reduci ng the base rate and changing progressivity would provide
t he nost neani ngful reform

5:23: 03 PM
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CO CHAI R SEATON directed attention to the conmttee packet that

includes testimony from the ExxonMobil Cor poration whose
representative couldn't be present today. He told the commttee
menbers could submt questions for ExxonMbil Corporation. He

reviewed the commttee's upcom ng schedul e.

5:25:18 PM

MR. BILBAO, in response to Representative Gardner's question
regarding a discrepancy in the decline curve BP presented versus
that of DOR, noted that he has sent a text to his office to
confirm whether the data submtted by all the producers included
the projects associated with the increnental $5 billion and

whether that accounts for the difference in production.
Therefore, M. Bilbao said he would Iike to double check that.

[ HB 3001 was hel d over.]
5:27.00 PM
ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Conmttee nmeeting was adjourned at 5:27 p.m
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