SENATE FI NANCE COWM TTEE
March 5, 2013
9:07 a.m

9:07:18 AM

CALL TO ORDER

Co-Chair Kelly called the Senate Finance Commttee neeting
to order at 9:07 a.m

VEMBERS PRESENT

Senat or Pete Kelly, Co-Chair

Senat or Kevin Meyer, Co-Chair

Senat or Anna Faircl ough, Vice-Chair
Senator Cick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny O son

VEMBERS ABSENT

None

ALSO PRESENT

Kara Moriarty, Executive Director, Alaska Ol and Gas
Associ ation; Daman Bilbao, D rector of Finance, British
Petrol eumm Dan Seckers, Tax Counsel, Exxonhbbil.

SUMVARY

SB 21 O L AND GAS PRODUCTI ON TAX
SB 21 was HEARD and HELD in conmittee for further
consi derati on.

#sb21

SENATE BI LL NO 21

"An Act relating to appropriations from taxes paid
under the Alaska Net Inconme Tax Act; relating to the
oil and gas production tax rate; relating to gas used
in the state; relating to nonthly installnment paynents



of the oil and gas production tax; relating to oil and
gas production tax credits for certain |osses and
expenditures; relating to oil and gas production tax
credit certificates; relating to nontransferable tax
credits based on production; relating to the oil and
gas tax credit fund; relating to annual statenents by
producers and explorers; relating to the determ nation
of annual oil and gas production tax values including
adj ustnents based on a percentage of gross value at
the point of production from certain |eases or
properties; maki ng conform ng amendnent s; and
providing for an effective date."

9:07:41 AM

Co- Chair Meyer discussed the agenda for the day. He noted
that increasing oil production in Alaska was the top
priority.

KARA MORI ARTY, EXECUTIVE DI RECTOR, ALASKA AL AND GAS
ASSCCI ATI ON (AOC&A) , i ntroduced her sel f and shar ed
informati on about the organization. She provided a
Power Point presentation titled "GOl and @Gas: Fuel i ng

Al aska's Econony" dated March 5, 2013 (copy on file). She
read from a prepared statenent titled "AOGA Testinony to
Senate Finance on CSSB 21(RES)" dated March 5, 2013 (copy
on file):

The industry's greatest challenge today, which we
share with the State is the decline of oil production
from the North Slope. W believe that the greatest,
nost urgent issue facing this Legislature in 2013 is
how you will address this problem W cannot fix the
basic, inherent properties of any oil and gas field

that is that the resource is finite and production
will eventually decline. W can fix some of the
econonmic principles that drive the devel opnent of nore
and new resources. Corrections to the ACES tax regine
wll renove inpedinents to devel opnent and exploration
and assist the industry in investing in projects that
could both extend the life of TAPS and open up new
resources to long term devel opnent. Wien we look to
the future Al askans see a robust industry on the North
Slope growing like it is the rest of the United
States. W want the jobs here and not in the Lower 48.
W want to create developnents that wll Jlast for
decades nore, <creating jobs for our children and
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opportunities for our communities to flourish.
Al askans want to see the industry continue to support
the education and skills training that are needed to
qualify for many of those jobs. A healthy oil and gas
industry is one that sees the economc benefits of
continuing to invest in projects in Al aska and keeping
its enployees here, where they volunteer their tineg,
talent and treasure to nake Al aska a better place to
live for us all.

Ms. Moriarty addressed "The Tax "G ve Away" Fallacy" (page
2 of the prepared ACGA statenent):

W hear all too often of the $2 billion dollars that
will be a "give away" to the industry should the tax
regime be changed. It is a sinple and effective

communi cation that conpletely msstates the reality of
the tax structure and its inpact on the industry. It
is sinple to calculate how a change in a tax rate wll

i npact anmount of taxes collected if all "other"™ things
remai n constant. For exanple, if production does not
decline further, if lifting costs don't rise, if the
$2 billion dollars of annual investnent by the

industry to slow that decline continues, and if oil
and gas prices do not shift. Al of these "other"
itens seem to be considered a given in these

calculations and it 1is assuned they wll remain
unchanged in the future - the pundits of the "give
away" theory want you to believe it's that sinple. But
it is not.

However resourceful the State's revenue estimators
are, they cannot <control decline, |lifting costs,
future investnent, or the price of crude oil. As the
rest of the nation swins in new industry investnent
and devel opnent, Al aska |anguishes. The costs of
operations continue to rise as North Slope fields
decline. The $2 billion a year of industry investnent
spent in westling decline nust now conpete with nore
lucrative projects elsewhere, and wth growing US
production and supply of oil and gas and the future
price of that oil and gas is anyone's guess. Naysayers
to these necessary and fundanmental changes to our tax
structure | ook only to t he downsi de sinple
calculations they take from a Revenue Sources Book
they forget is only a "guesstinmate" of future revenue.
The upside potential of that change, though, is very
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real. If a restructuring and tax rate reduction nake
i nvestnments here nore conpetitive, conpanies wll want
to make nore investnents her for that upside. Deciding
to nake long-term investnments in Alaska's North Slope
requires the industry to see potential upside to their
i nvestnments and assessing the essential risks of those
investnments are offset by the opportunities afforded
in success. Wthout that potential opportunity in
Al aska, investnment dollars wll be spent elsewhere,
where risks are |l ess and opportunity is greater.

9:12:21 AM

Ms. Moriarty spoke to "Core Principles to Address North
Sl ope Production Decline" on page 3 of the AOGA statenent:

As you consider potential solutions to the challenge
that production declines creates for Alaska, AOGA
bel i eves Governor Parnell's four "core principles"
of fer an excellent cornerstone for this:

* First, tax reformnust be fair to Al askans.
» Second, it nmust encourage new production.

e Third, it must be sinple, so that it restores
bal ance to the system

e Fourth, it nmust be durable for the long term

W believe the addition of a fifth such principle
woul d be required to neet Al aska's goals, because the
challenge is not that there are too nmany conpanies
pursuing opportunities, but that here are too few
Al aska should therefore avoid tax changes that
artificially create "wi nners" and "l osers."

Ms. Moriarty shared that she would speak to several
features of the CS and would outline sone of the issues
that it did not address.

9:13:21 AM

V5. Moriarty discussed slide 6 @ of the  Power Poi nt
presentation titled "CSSB 21(RES) Conponent: Progressivity"
and continued reading frompage 3 of the AOGA statenent:

AOCGA endorses the elimnation of progressivity. The

i mpact of Progressivity as part of the ACES tax rate
in industry investment decision naking is the single
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nost influential conponent of Alaska's tax structure
negatively inpacting investnent decisions related to
Al askan projects. Taxes are paid by the industry in
virtually every jurisdiction in which we function and
so we are very famliar with how they work. But the
uniformty and consistency in the application of tax
inpacts as they relate to investnent decision naking
found in alnost every jurisdiction is mssing in
Al aska. As ny nenber conpanies have testified in the
past, investnent decisions are driven by conbining
high and |ow case scenarios where costs and revenues
are estimated and best case cash flows and worst case
cash flows are neasured, risked and analyzed. Each
potential project, in every jurisdiction, is neasured
and conpared and only sone are funded. As your
consultant, Roger Mrks pointed out yesterday, the
international investnent climate is characterized by
plenty of opportunities, fluid capital, but finite
capital. To choose what they can and cannot fund,
conpani es have conpared each potential project, no
matter the jurisdiction, by application of a uniform
i nvestnment decision neasuring fornula. Wen Alaska's
tax systemis quantified and added to this neasure for
proposed Al askan projects the best cases are always
burdened with an excessively high tax rate and as the
assumed high cases get better, the burden only
i ncreases.

Progressivity brings extraordinary conplexity to the
tax, not only in calculating what the tax is, but also
in analyzing what the anmount of the progressivity is
for any particular item that affects a taxpayer's
Production Tax Value (PTV). This conplexity exists
because the tax rate for progressivity depends on the
t axpayer's PTV per barrel, and then the resulting rate
is applied to the very sane PTV that set the rate

This <circularity in the tax calculation leads to
bi zarre effects. For instance, sinply the fact that
oi | prices fluctuate during a vyear instead of
remai ning perfectly flat increases the tax due even
t hough the average of the fluctuating prices is the
sane as the flat price - and the greater the
fluctuation, the greater the tax from progressivity
beconmes. There is no objective economc or financia

reason for the tax to go up; instead, this occurs
entirely because the progressivity calculation is
circul ar.
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9:16:

The repeal of progressivity is consistent with all

four <core principles outlined above. Its renoval
i nproves fairness because operators that increase
margins through efficiency wuld no [|onger be
automatically penalized. Its renpval encourages new
production because it reduces the tax burden on
investnment, as discussed above. Its renoval is a

significant step toward sinplicity. And, lastly, its
removal enhances durability because it satisfies the
three preceding core principles.

54 AM

Ms.

Moriarty noved to slide 7: "CSSB 21(RES) Conponent:

Increasing the Base Tax Rate" and read from page 4 of the
prepared ACGA st atenent:

vocal
She
Cr edi

AOCGA does not endorse increasing the base tax rate to
35% Let's go back to the industry investnent decision
process again. Increasing the base tax rate, besides
burdening every investnment case wth a higher tax
rate, now adds an additional burden to the worst case
scenarios when oil prices are |ow or project costs are
hi gh. Wen applying the current base tax rates to the
i nvestnment cases for a proposed project, until one
assunes a price collapse occurs and the m ninum fixed
rates apply, even when little revenue is assuned to be
generated, the base tax applies. The burden of a 35%
versus a 25% rate is easy to envision as every mddle
case and every worst case scenario is burdened with an
additional 10% tax rate. This assumed cost wll

negatively inpact the potenti al returns deened
avai l abl e for any Al askan pr oj ect and drive
investnments to be made el sewhere. Increasing the base
tax rate is contrary to the second core principle;

there is not any reasonable argunent that suggests
increasing the base tax rate would encourage new
pr oducti on.

Moriarty added that beginning in 2007, AOCGA had
ized that the 25 percent base tax rate was too high.
turned to slide 8: "CSSB 21(RES) Conponent: Tax
ts" and read frompage 5 of the AOCGA statenent:

In general, tax credits, because they act to offset a
part of the costs of certain investnents when the
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expenditure is nmade are an inportant tool in reducing
the deemed risks of those expenditures. Industry nakes
investnments to seek returns. Costs of any kind,
i ncludi ng taxes reduce those returns, so the offset of
tax cost by a tax credit provides imediate benefit to
the investnent return cal culation. Wether those costs
are for drilling a well, building a facility to gather
new oil, or installing a pipe to gather oil, a tax
credit represents an inmmedi ate and direct reduction in
the anmount that a potential investor puts at risk in
spending noney on equipnment and facilities that
benefit production.

Those tax credits are directly related to production
as investnents nust actually be made for the credit to

be wutilized and those investnents wll positively
i npact production. It is inportant to note that there
is no tax credit liability for the State at all unti

an investor invests here. The investnent has no other
purpose than creating return by positively influencing
production. So it costs the State nothing to offer the
credit until the investnment is nmade and at that point
the tax credit has already succeeded in what it is
supposed to do - nanmely to attract investnent dollars
here for investnents that wll act to increase
production and reduce decli ne.

Ms. Moriarty discussed the proposal to repeal the Qualified
Capital Expenditure (QCE) tax credit on page 5 of the
prepared AOCGA st atenent:

A. Repeal of the Qualified Capital Expenditure ("QCE")
Tax Credit.

AOGA does not support the repeal of the Qualified
Capi t al Expenditure Tax Credit. Even while the
elimnation of progressivity would inprove the
conpetitiveness of Alaskan investnents from the
present ACES tax, the elimnation of the QCE Credit
woul d claw back one inportant financial incentive and
a part of ACES that actually acts to inprove the
conpetitive environnent. The QCE Credit depends
entirely on how nuch is invested here, and provides

benefits for investnments even when oil prices are
lower. While the benefit from ending progressivity,
which depends on the price of oil relative to a

producer's |ease expenditures, helps when oil prices
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are higher the QCE provides benefits when prices are
not. In this md-range of oil prices the loss of QCE
Credit would outweigh the benefit from the end of
progressivity.

Repeal of the QCE credit is contrary to the second
core principle. Furthernore, because every producer's
costs are different and prices wll inpact them
differentially AOGA, fears the repeal of the QCE
Credit is worse than creating "winners" and "l osers"
because it only creates "losers" artificially anong
producers, and we see no sound t ax policy
justification for doing so.

For these reasons, AOGA believes the elimnation of
the QCE tax credits would be a mstake. Instead of
that, one possibility mght be to expand the scope of
the "well |ease expenditure"” tax credit under AS
43.55.023(1) so it is available to producers on the
North Slope. This <credit has several meani ngf u

advantages. First, it focuses investnent incentives on
subsurface intangible-drilling expenditures, which are
a reasonable proxy for direct spending on well
activity and, in turn, production. Second, the credit
is clear because it uses already established concepts
in the federal Internal Revenue Code. Third, it 1is
fair because it applies equally to well-related
spending in all areas of the state, wthout creating
wi nners and | osers nerely on the basis of geography.

Ms. Moriarty noted that the well |ease expenditure credit
was used heavily in Cook Inlet.

9:22:13 AM

Ms. Moriarty detailed slide 9: "CSSB 21(RES) Conponent: Tax
Credits" and read from page 6 of the prepared AOCGA
st at enent :

B. The $5 dollar per barrel tax credit.

AOGA is not certain that the potential benefit of a $5
dollar per barrel tax credit under AS 43.55.024(i)
will be offset by other burdens.

There are multiple issues to balance when taking in
the nunerous proposed changes found in CSSB21. The
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removal of progressivity, the increase in base rate,
early sunset of the QCE credit all create interrel ated
issues and while a $5 dollar per barrel tax credit
woul d provide benefits both in real tax costs and in
i nvestment decision making, the weight of the benefit
in respect to the other changes is hard to neasure.
AOCGA appl auds the concept of tying incentives to the
goal of increased production and as such allowing a
tax credit per barrel. One nust consider, though, what
the $5/bbl credit will nean to a small producer wth
little production as opposed to the |egacy producers
that already have established |arge scale production

In view of the investnent decision making process and
the Alaskan tax structure's inpact on it, we are not
certain that this benefit is offset by the other
burdens contenplated when striving for the goal of
i ncreasi ng production.

Ms. Moriarty addressed slide 10: "CSSB 21(RES)/ Conponent
Tax Credits" and read from on page 7 of the prepared ACGA
statenent :

C. Smal |l - Producer and Exploration Credits.

AOCGA endorses the proposal to extend the snmall-
producer tax credit under AS 43.55.024 and exploration
tax credits under AS 43.55.025 from the present sunset
dates in 2016 to a | ater date.

The State had sound policy reasons for creating these
smal | producer and exploration tax credits, and those
reasons are just as valid today as they were then.
AOGA believes these <credits have increased the
i kel ihood of participation by new industry players
and act to increase the opportunities that could be
found by expanding exploration. The purpose of the
smal | - producer tax credit was to attract new players
to Alaska who m ght otherwi se have been deterred from
com ng here by presunptions of increased risks and of
hi gher -t han-average costs and expenses. The success of
the credit in attracting new participants is a fact
t hat cannot be denied. AOGA sees this success in its
own nenbership, and in other conpanies that have cone
here and are now active. Smaller producers often have
a different perspective about the opportunities around
them and as such can bring with them new ideas and
opportunities. New participants with new ideas can

Senat e Fi nance Comm ttee 9 03/05/13 9:07 A M



only strengthen and inprove the Al askan petroleum
industry and help the state stem the decline in
production. W know from testinony that the snall
producer tax credit has nmade a material difference in
i ndi vidual conpanies' decisions to do business and
i nvest in Al aska.

The purpose and justification for the exploration tax
credits under AS 43.55.025 are equally clear. Huge
parts of this state remain unexpl or ed or
underexpl ored. Again, these tax <credits are only
earned when actual expenditures for exploration occur.
The credits tangibly reduce the risks faced by an
explorer and as such incentivize them to go out and
search for oil and gas that is much needed. |ncreased
exploration leads to increased devel opnent and these
credits act to increase exploration and should be
extended as well. Just as with the QCE credits for
capital investnents, there is no exploration tax
credit without real noney having first been spent on
exploration work that qualifies for these tax credits.

9:25: 04 AM

Ms. Moriarty turned to slide 11: "CSSB 21(RES) Conponent:
Tax Credits" and read from pages 7 and 8 of the AGCGA
st at enent :

D. Limting the transferability of "carried-forward
annual |oss" tax credits.

ACGA does not support t he [imtation on
transferability of t hese | osses. W have sone
reservation about the proposal to bar al nost
conpl etely t he transferability of t he current
"carried-forward annual loss" tax credits under AS

43.55.023(b). New participants and new explorers are
many times not yet producing in the state or only
producing small volunmes of oil and gas and as such
have little or no production tax liabilities. The
ability to transfer their losses to others allows them
to nonetize the investnents they have already nade,
both reducing their cost exposure on the original
expenditure and hopefully at the sane tine acquiring
additional capital for nore investnent. These credits
arise every year for any active explorer wuntil it
finds oil or gas and finally incurs production taxes
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to apply the credit against. At present explorers can
only realize imrediate benefit from these credits by
selling them to other taxpayers or cashing them in at
the state Gl and Gas Tax Credit Fund established in
AS 43.55. 028.

Under the Bill as proposed, transfers would cease and
expl orers would have to hold on to |losses for up to 10
years for possible use against taxes on their own
production. The potential that a loss could not be
of fset against tax expenses or nonetized in the near
term places nore risk on the decision to invest and as
such makes such activities less likely to occur. |If
the transferability nust cease, then the cost of the
expiration of the loss carry forward after only 10
years, where on the North Sl ope exploration success to

production can easily take longer, is another factor
that negatively inpacts investnent decisions. Although
the annual addition for interest will allow the | osses

to retain sonme value, we also believe that a 15 year
period before expiration of the loss carry forward is
t he mnimum  timeframe t hat shoul d apply i f
transferability is renoved.

9:27:29 AM

Ms. Moriarty noved to slide 12: "CSSB 21(RES) Conponent:
Tax Credits" and read from pages 8 and 9 of the AGCGA
statenent :

E. The "Anti -stackabl e" section

AOGA does not think this new section is necessary. In
Section 22 of the CS, AS 43.55.025 is anended by
addi ng a new subsection to read:

(q) An exploration expenditure incurred after
Decenber 31, 2013, to explore for oil or gas
| ocated north of 68 degrees North |atitude that
is the basis for a credit under (a)(l1l), (2), or
(3) of this section may not also be the basis for
a credit clainmed under AS 43.55.023 or this
secti on.

AOCGA does not understand why this new section is being
proposed as it is our understanding the concern this
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new | anguage is to trying address is already covered
in existing statutes.

F. New credit for Manufacturing

ACGA supports the new proposed nmanufacturing credit.
Al though this credit is directed to the incentivizing

of developnment and manufacture of drilling and
exploration nmethods and materials, it may not have a
gr eat i npact on the reduction of the current
production decline. However, it is a step in the right
di rection to i ncentivize j obs and addi ti onal

investnment, and having nore jobs and investnent in
Al aska is never a bad thing.

9:28:54 AM

Ms. Moriarty discussed slide 13: "CSSB 21(RES) Component:
G oss Revenue Exclusion (GRE)" and read from page 9 of the
ACGA st at enment :

4. G oss Revenue Excl usion.

AOGA endorses the proposed 30% gross revenue exclusion
or GRE, but has concerns on breadth of applicability.

The GRE woul d, in cal cul ation of the taxable
Producti on Tax Val ue, exclude 30% of the Gross Val ue
at the Point of Production of what we'll call "non-

| egacy” production. Thus the CGRE provides incentive
for finding new oil and getting it produced. As much
as AOGA supports this proposal we are also concerned
that it is too narrowWy focused. This narrow focus and
application to only certain areas, especially those
outside existing Units where the best prospects of new
oil are likely to be found, needlessly restricts the
benefits that such a proposal could have on increasing
production. Fields likely to lose out on getting any
GRE are Prudhoe Bay, Kuparuk, Lisburne, MIlne Point,
Endi cott, N akuk, Point MlIntyre, and Al pine; as well
as the Prudhoe Bay satellite fields Aurora, Borealis,
M dni ght Sun, North Prudhoe Bay, Oion and Polaris and
the Kuparuk satellites Mltwater, NEWS, Tabasco, Tam
and West Sak.

Econ One Research, Inc. has previously provided this

body a presentation entitled Analysis of Al aska's Tax
System North Sl ope | nvest nent and The
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Adm nistration's Proposal, HE 72. In that presentation

oil and gas resources described as "Economcally
Recoverable @ $90/bbl" total 29.1 billion barrels of
oil and barrel-equivalents of gas of which 3 billion

are in the central North Slope where all the currently
produci ng and therefore ineligible fields are. O this
3 billion barrels, an estimated 2.5 billion or nore
stands to cone from Prudhoe Bay, Kuparuk and other
| egacy fields already in production. The Governor's
second "core principle” for tax legislation is that
"it must encourage new production.” But, in order to
get results from such encouragenent, the tax
| egislation nust incentivize the best opportunities
that Alaska has for getting results. The GRE as
proposed may get some results but in terns of what it
attenpts to "encourage,"” it |leaves out at |east 80 -
90 percent of the 3 billion barrel opportunity in the
central North Slope that Econ One has identified.

AOCGA is continuing to search for ways to adapt the
Gross Revenue Exclusion to include legacy fields in a
way that m ght be acceptable to the Admnistration and
the Legislature. It may turn out, however, that a
di fferent approach may be necessary to "encourage new
production” fromlegacy fields.

9:31: 07 AM

Ms. Moriarty pointed to slide 14: "CSSB 21(RES) Conponent:
Conpetitiveness Review Board" and rel ayed that AOCGA did not
support the concept. She read from page 10 of the ACGA
st at enent :

Ol and Gas Conpetitiveness Review Board

The proposed Board provides an oversight and review
process that we believe would be burdensone to the
industry and contravenes the Governor's principles
relating durability in the long term The perspective
that the proposed changes found in the Bill would
provide a long term solution to problens we know exi st
are placed in jeopardy because the very certainty that
is required for sound investnent decision making woul d
be placed in question with each annual report of the
Board. Instead of noving forward with projects that
m ght help stem decline, industry resources would be
used to assist the Board in collecting and
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understanding conplex information  of long term
consequence on a quarterly Dbasis. Finally, t he
docunentation and information the Board m ght request
or require is of the highest proprietary value to oil
and gas conpanies and confidentiality concerns and
related conplexities would hinder the efforts of the
industry as well as the Board. While we appreciate the
ability to represent industry on the proposed board,
our concerns cause AOGA to question both the viability
and the effectiveness of the proposed Board and as
such we cannot support its proposed formation.

9:32:44 AM

Ms. Mriarty detailed slide 15: "Conponents Not Addressed
in CSSB 21(RES)" and read from pages 10 and 11 of the AOGA
st at enent :

There are several significant problens in the present
ACES tax that are not addressed in CSSB 21, and | wll
address a few of themthis norning.

A Mnimum tax for North Slope production. AS
43.55.011(t) sets a mnimum tax that is targeted
solely against North Slope production. That tax is
based on the gross value of that production instead of
the regular tax based on "net" Production Tax Val ue

The rationale for adopting it was to protect the State
agai nst | ow petrol eum revenues when prices are | ow.

The mnimum tax only conplicates potenti al new
i nvestors' anal yses of what their tax would be if they
i nvest her e i nst ead of sonepl ace el se, and
consequently it has, if anything, driven investnents
away. AS 43.55.01 1 (t) should be repealed or
consideration given to significantly reducing the rate
of the m ninumtax.

B. Statute of |limtations & statutory interest. Here
we have two concerns that are interrelated, but not in
an i medi at el y obvi ous way.

The statute of I|imtations under AS 43.55.075(a) is
six years from the date when the tax return was filed
for the tax being audited, while the Ilimtations
period for other taxes under AS 43.05.260(a) is three
years from the filing date of the tax return. Under
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both statutes, the period may be extended by nutual
consent of the taxpayer and the Departnent of Revenue
(DOR) .

The statutory rate of interest under AS 43.05.225(1)
for tax underpaynents is "five percentage points above
the annual rate charged nenber banks for advances by
the 12th Federal Reserve District as of the first day
of that calendar quarter, or at the annual rate of 11
percent, whichever is greater, conpounded quarterly as
of the last day of that quarter[.]" Currently the
Federal Reserve rate is very low, so 11% APR is the
applicable rate.

W are asking that, if the Departnment chooses to not
exercise its authority in providing certainty to the
taxpayer to allow them to be able to calculate the
correct ampunt of tax due, then the doubling-up of
that uncertainty through statutory interest should be
| essened - either by shortening the period for making
Department "determ nations” from six years back to the
usual three, or by elimnating the 11% m ninmum
interest rate on the statutory interest rate, or both.

C. Joint-interest billings. Qur concern about joint-
interest billings is also primarily a problem caused
by the approach the Departnment has chosen to take with
its tax regulations. Instead of starting with the
joint-interest billings that participants in a unit or
other joint operation receive from the operator, the
regulations reflect an assunption that each non-
operating participant has information, in addition to
the operator's billings to them that allows them to
determ ne which expenditures are deductible as all owed
"| ease expenditures" under AS 43.55.165 and which are
not. This assunption is wholly unrealistic. And even
if there were sone nerit to it, the regulations opt to
audit each participant separately regarding that
participant's interpretation of which expenditures are
deducti ble and which are not, instead of auditing the
system of accounts used by the operator and telling
all participants which cost itens in that accounting
system are deductible and which are not. 1In other
words, instead of one audit of the expenses by a joint
venture for any given period, the Departnment audits
each participant separately for its respective share
of the same pool of expenses.
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W are not asking for legislation to put the
Departnent's regulations on a different track. But
there are sone in the Departnent who believe that the
repeal by the 2007 ACES | egislation of AS 43.55.165(c)
and (d) -which specifically authorized the Departnent
to rely on joint-interest billings nmeans the
Department cannot legally rely on them now Wile we
disagree with this position (which is also at odds
with what the Departnent testified to during the
enactment of the 2007 ACES |egislation), we do think

it woul d be appropriate to restore | anguage
specifically authorizing the Departnent to rely on
joint-interest billings if it chooses to do so.

9:37:11 AM

Ms. Moriarty concluded with slides 16 through 17: "AOGA
Supports Conponents of CSSB 21(RES)" and "AOGA Concerns
wth CSSB 21(RES)." She read from page 12 of the AGCGA
st at enent :

W support the proposed elinmnation of progressivity,
but we have great concern with the increase in the
base tax rate to 35% and with the m xed proposals for
tax credits allowing a new $5 per barrel credit but
removing qualified capital credits. The trade-off
between repealing progressivity and losing the QCE
credit is not a net benefit for industry at |ow oil
prices, and wll create a greater barrier to
i nvestment from existing and new i ndependent pl ayers.

W also agree wth the coment by Roger Marks
yesterday when in one slide he pointed out the tax
system should not favor investing in certain cost
fields over others, which in our view is the sane as
saying we encourage the legislature not to devise a
tax systemthat creates "w nners" and "| osers".

The concept of the Goss Revenue Exclusion has
consi derabl e potential, but its narrow focus m sses 80
-90 percent of the opportunity in the central North
Sl ope described by Econ One. W will continue to work
with you and the Admnistration to find a fair and
reasonable way to expand its scope, or to find an
alternative that will address the central North Sl ope
appropriately.
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The reasons that led the State to create the small -
producer tax <credit under AS 43.55.024 and the
exploration tax «credits wunder AS 43.55.025 remain
valid today. We are pleased that CSSB21 wll provide
some mninmum extension to the sunset date for the
smal | - producer and exploration tax credits.

W believe it is up to you, and the CGovernor, to shape
a conpetitive oil fiscal policy that is supported by
strong principles that will work to arrest North Sl ope
production decline and wll l|ead Al aska towards a
prosperous future for the long-term Overall, the Bill
represents a base for significant and crucial tax
structure reform that nove toward Governor Parnell's

four "core  principles" - fairness for Al askans
encouragi ng new production, sinplicity wth bal ance,
and durability for the long term but as | have

outlined today, AOGA nenbers believe there is still
many structural changes that should be included for
this bill to truly change investnent behaviors to the
benefit of Alaskans. You have a difficult task ahead
and AOGA stands ready to assist you throughout this
process.

9:38: 39 AM

Co-Chair Meyer recognized that AOGA did not support
progressivity and surmsed that the organization did not
support a bracketed progressivity. He opined that
progressivity was currently out of control. He asked
whet her AOGA would want a nechanism in place to address
high oil prices. He believed the failure to address the
issue currently neant it would need to be addressed at a
later time, which nmay not be advantageous. He believed that
oi | conpanies would take confort that Al aska had addressed
prices on the high-end with the bracketed progressivity,
showing that it had a nore stable tax policy than other
i nvestnment | ocati ons.

Ms. Moriarty responded that the challenge was for the state
to create the policy it wanted for a range of prices. She
st at ed t hat ACGA support ed t he el imnation of
progressivity, but t he organi zation had supported
bracketing in the past depending on the tax structure. She
added that AOCGA' s preference would be no progressivity. She
recogni zed that the policy call was difficult to nake.
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9:41: 03 AM

Co- Chair Meyer asked which of AOGA s suggestions was nore
apt to achieve the goal of increasing oil in the pipeline.
Ms. Moriarty responded that the best strategy was a nore
conpetitive tax system She relayed that it was difficult
to pick one conponent of a tax system and encouraged
relying on the legislature's consultants. She shared that
ACGA menber s had comuni cat ed t he i mportance of
conpetitiveness wth other i nvest ment | ocati ons. She
pointed to several challenges facing Al aska including
di stance-to-nmarket, high cost environment, and other. She
stressed that the nobst conpetitive environnent would result
in the nost production.

Senator Dunleavy asked whether the AOGA nenbership had
di scussed other policies that may inpact the desire to
invest in Alaska. He wondered if AOGA nenbers believed that
the state's spending policy or any other behaviors were a
deterrent to investnent.

Ms. Moriarty responded that several factors were out of the
state's control including the high <cost environnent,
di st ance-t o- mar ket , and ot her; however, t axes and
regulation were controllable. She relayed that ACGA
menber's felt that the current tax structure was the
| argest inpedinent to increasing investnent and production.
She noted that other issues could be inproved, but
increasing the conpetitiveness of the tax structure would
make the nost significant difference.

9:44: 56 AM

Senat or Bishop requested a copy of MVs. Moriarty's
testimony. Ms. Moriarty replied that she would provide the
testinmony to the conmttee.

Senat or Bi shop asked for upcomng testifiers to show what
increased investrment and production would look like if
conpetitiveness increased.

9:45: 58 AM

Senator Hoffrman di scussed that nost nenbers felt the need
to examne the progressivity aspects of the bill. He
referred to prior testinmony by PFC Energy that there were
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jurisdictions |looking at forns of progressivity, primrily

to address tines when oil prices were high. He believed
there was value in considering the issue in order to avoid
further deliberation about oil taxes in the future. He

recall ed that changes had been made to the tax structure
many times in the past. He believed there was potential to
consider progressivity; he was disnmayed to see that ACGA
did not support any forns of progressivity. He believed the
option could help to avoid revisiting tax structure issues
in the future. He pointed to nunerous slides in the AOGA
presentation that expressed various forns of opposition to
the current and proposed tax structures. He wondered
whet her AOGA believed there were conponents in the CS that
woul d wor k.

Ms. Moriarty replied that slide 16 summarized the
conponents of the legislation that AOGA supported; slide 17
outlined its concerns. The organi zation recogni zed that the
| egi slature would make changes and form what it felt was
the best policy for the state.

Senator Hoffman observed that the governor and the Senate
Resources Comrittee had both presented a bill that they
believed represented the best policy for Alaska. He
percei ved that AOGA was vastly opposed to mmjor portions of
the current version of the bill.

Ms. Moriarty agreed that AOGA had concerns with sonme of the
conmponents included in the current bill. The organization
believed that there were structural changes that would
allow a nore conpetitive environnment for oil production in
Al aska; AOGA did not believe the current bill would neet
the legislature's expectation of a significant change in
i nvestnment behavior. The organization had concern over
portions of the original bill as well. She stated that AOGA
| ooked forward to working with the commttee and the
| egislature to create the best tax policy for Al aska.

9:50: 02 AM

Senator Hoffrman wondered whether AOGA had addressed how
much investnment would be required to increase oil
production and what the range would be. He recalled that
the legislature had di scussed making simlar changes to the
tax structure on April 16 of the prior year. He relayed
that Dale Pittman of ExxonMobil had testified; he cited a
guestion that had been posed to M. Pittman:
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Taking into consideration the bottleneck in the
processi ng facilities and ot her t echnol ogi cal
challenges in recovering nore oil regardless of the
tax rate, how rmuch investnent do you believe is needed
to increase production so we can stabilize the flow in
the pipeline and if possible reach 600,000 barrels a
day?

Senator Hoffrman shared that M. Pittman had stated that it
woul d require an investment of $3 billion to $5 billion per
year to have enough new production to stabilize the flow
rate.

Ms. Moriarty stated that AOGA was unable to weigh in on
some 1issues on investnent |evels, price forecasts, and
other due to antitrust reasons. She relayed that the two
nost recent fields (Oooguruk and Nikaitchuq) had cost
approximately $1 billion; the fields were producing 10,000
to 15,000 barrels per day. She had heard M. Pittman state
that three or four fields |ike Oooguruk and Nikaitchuq
would need to cone online each year if the production
decline was 40,000 barrels per day per year.

9:53:22 AM

Senator Hoffrman believed that a cost of $3 billion to $5
billion in order to increase production to 600,000 barrels
per day was a staggering nunber. He did not know if the
anount woul d be achi evabl e t hrough any | egi sl ati on.

Co-Chair Meyer offered that Senator Hoffman's questions
woul d be good to pose to the industry during its testinony
t hr oughout the day.

Senator O son discussed testinmony from a consultant that
the continuation of the 20 percent capital credit would
provide nore investnent incentive than the GRE. He asked
for AOGA's perspective. M. Mriarty replied that if the
GRE was expanded it would work |ike a 20 percent tax credit
in some ways. She stated that it was difficult to say which
option would be preferable w thout seeing the other tax
structure conponents as well.

9: 55: 30 AM

Senat or Dunl eavy stated that one of the cornerstones of the
governor's proposal was to allow durability into the
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future. He wondered how AOCGA would construct a durable
policy without some formof progressivity and flexibility.

Ms. Moriarty answered that it was inmportant to take an
entire policy into consideration. She stated that other tax
regines that AOGA's nenbers conpeted against did not change
from year to year. She referenced the effectiveness of a
prior Econ One slide showing how current investnents had

changed in Alaska conpared to the Lower 48 and
internationally as the price of oil i ncreased. She
communi cated that the other regions were seeing major new
i nvest nment, whereas investnment levels in Al aska had

remained relatively flat. She stated that a durable tax
policy would offer the industry a return on its investnent
and a steady cash flowto the state for the long-term

9:57: 59 AM

Co-Chair Kelly discussed slide 59 of a prior PFC Energy
presentation that focused on reinbursing the royalty and ad
valorum tax related to governnent take [PFC Energy
presentation: "Senate Finance Conmttee: Alaska Fiscal
System Discussion Slides" dated March 4, 2013] . He
suggested that Alaskans wanted predictable and reasonable
systenms that allowed for a generous governnent take. He
asked AOGA to analyze the slide and follow up with the
conmittee.

Ms. Moriarty agreed.

9:59: 26 AM

Vi ce-Chair Fairclough echoed an earlier request for a copy
of Ms. Moriarty's prepared remarks. She pointed to slide
[15] titled "Conponents Not Addressed in CSSB 21(RES)." She
asked the departnment to provide its understanding of the
reliance on the joint interest billing. She believed the
goal was to save the departnment from reinventing the wheel
every time it audited a particular section of findings. She
spoke to statutory limtations and cautioned that DOR had
provided an exanple related to the transition from the
Petrol eum Production Tax (PPT) to ACES; Federal Energy
Regul atory Comm ssion (FERC) findings and transportation
costs had changed. Additionally, in 2010 structural changes
related to anmounts owed continued to result from the 2007
tax return. She communicated that if the system continued
on a net profit tax, the auditing division needed
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sufficient time for the work. She believed that unless
there was a nove to a gross system noving the nunber was
unadvi sabl e.

Vice-Chair Fairclough addressed slide 14 related to the
conpetitiveness review board. She wondered whether the
Al aska O 1 and Gas Conservation Commi ssion (AOGCC) woul d be
an appropriate venue for the board. She had envisioned that
the entity would be an investnent board that would | ook at
beneficial partnerships for Al aska versus |ooking at the
state's gl obal conpetitiveness. She believed that AOGCC had
the confidence of the industry and legislature in its
review of oil and gas statistics and the function of how
wells operate. She was interested to know whether varied
production in the scenarios skewed data to nmke smaller
producers |ess viable. She noted that the |egislature had
not been shown a significant nunber of nodels on various
production |levels. She wondered whether varied production
| evel s woul d skew the 35 percent and $5 per barrel credit
scenari o.

10: 03: 39 AM

Co-Chair Meyer stated that PFC Energy and Roger Marks,
Legi slative Consultant, Legi sl ative Budget and Audit
Commttee would look at the issues raised by Vice-Chair
Fai r cl ough.

Senator (O son asked whether AOGA would support the
conpetitiveness review board if it included an AOGA nenber
Ms. Moriarty responded that the current bill allowed AOGA
to hold a seat on the board. She stated that the
organi zation had too many concerns wth the current
structure of the board.

DAM AN BI LBAO, DI RECTOR OF FINANCE, BRI TISH PETROLEUM
introduced hinself and expressed appreciation to the
committee for the invitation to participate. He presented
the PowerPoint: "BP Testinony to Senate Finance" dated
March 5, 2013. He relayed that the presentation would focus
on how Al aska did or did not conpete for investnent in the
gl obal marketplace. He spoke to BP's history in Al aska; the
conpany had operated production on the North Slope for over
35 years. He discussed the conpany's nakeup and relayed
that over 80 percent of its enployees in Al aska were Al aska
residents. He discussed that Prudhoe Bay continued to be
the largest oil field in North Anerica; when the field had
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begun producing experts estimated that it contained
approximately 9 billion barrels of oil. He furthered that
the conpany had produced over 12 billion barrels from the
area and saw potential for the production of an additional
2 billion barrels. He stated that the CS took a positive
step forward in defining the policy that would allow the
addi tional production to occur. He furthered that the CS
provi ded an opportunity to i ncrease Al aska' s
conpetitiveness by decreasing the base rate and including
the GRE, which did not apply to legacy fields. He felt that
SB 21 woul d make Al aska nore conpetitive in the oil and gas
mar ket .

10: 07: 57 AM

M. Bilbao |looked at slide 3 titled "Decline is Eneny #1,"
whi ch showed DOR s Decenber 2012 production forecast. He
noted that production had declined at a rate of 6 percent
to 8 percent since 2000. He stated that the graph depicted
two different futures: the first showed a continued 7
percent decline in production, the second included new oil
and production. He stressed that Al aska was not currently
conpeting for investnent on the global |evel; investnent
was flowing to other jurisdictions.

10: 09: 19 AM

M. Bil bao highlighted slide 4 from an Econ One
presentation titled "Estimated Capital Spending for
Expl orati on and Devel opment Al aska North Slope vs. United
States and Wrldw de Spending 2003 - 2012." The graph
conpared total spending on the Alaska North Slope, the
United States, and Worldw de from 2003 to 2012. The slide
also included the WC ANS Crude index to show how the
jurisdictions conpared over tine. He stressed that the

price of oil had the greatest inpact on investnment. He
pointed out that the different investnent alternatives
increased together as the price of oil increased between

2003 and 2007. He stated that investnent in 2006 was
approximately twice what it had been in 2003; the other
jurisdictions were largely aligned at the tine. He rel ayed
that the alignnment had stopped in 2007. He pointed out that
the price of oil continued to increase in 2008, but as
wor | dwi de spending continued to increase, the spending in
Al aska began to flatten. He conmmunicated that when the
price of oil dropped to an average of $60 per barrel in
2009, global investnent fell back into alignment; however,
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as the price of oil began to increase investnment in the
Lower 48 and worl dw de surpassed investnent in Al aska. He

reiterated that despite the increase in oil prices and
increased investnment globally, spending in Al aska had
remai ned flat. He enphasized that BP | ooked for

opportunities that delivered the greatest return when
consi dering where to invest.

10: 12: 33 AM

M. Bilbao continued with slide 5 from an Econ One
presentation titled: "Crude G Production Alaska North
Slope vs. United and OECD Countries 2003-2012." The graph
showed that production in the North Slope, the Lower 48,
and Organisation for Econom c Co-operation and Devel opnent
(CECD) countries was all in alignment in 2003. Production
began to decline over tinme; however, as the price of oil
and investnent increased, production and investnment began
to flatten and increase in the Lower 48 and OECD countri es.
Production in Al aska continued to decline at a 6 percent to
8 percent rate and was approxinmately half of the 2003
level. He addressed why Alaska had fallen behind. He
enphasi zed that Alaska had rich resources and talent, but
| acked conpetition because of current policy.

10: 14: 59 AM

M. Bilbao discussed a PFC Energy slide titled: "Alaska
Peer G oup CGovernnent Take at $110/bbl Market Price" (slide
6). The slide showed various investnent |ocations (e.qg.
US @lf of Mexico, Brazil, and other) conpared by
government take (including all taxes and royalties). The
slide placed Alaska just behind of Norway as the |ocation
with the second highest governnent take. He stressed that
the policy did not attract investnent. He stated that when
i nvestnment options were considered, Alaska was discussed
last. He relayed that an average governnent take placed
Alaska in the "mddle of the pack," but did not overcone
t he uni que geographic and cost chall enges. He stressed that
under the current circunstances Al aska failed to conpete

He enphasi zed that Al aska needed to be in the top quartile
in order for conpanies to consider investnent in the state.
He communicated that the conversation needed to center on
the appropriate policy that would nmake Al aska a preem nent
destination for investnent.

M. Bilbao detailed slide 7 titled "I n Summary":
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* Alaska currently fails to conpete globally for
i nvest ment
e Positive shift in the conversation to a policy that
focuses on Alaska's future
» The CSSB 21 (RES) structure could work, however
o the base rate is too high
o the GRE does not apply to |legacy fields

M. Bilbao elaborated that BP did not see any benefit to
the proposed GRE in the current CS. He stated that the CS
continued to reflect a tax increase in the prices BP used
to nodel its business and opportunities.

10: 19: 14 AM

Co-Chair Meyer responded to M. Bilbao's statenent that the
base rate in the CS was too high. He pointed out that the
base rate was tied to the $5 per barrel tax credit. He
stated that the finance committee nodel showed that the two
itens of fset each other.

M. Bilbao responded that slide 4 showed the inpact that a
25 percent base rate with the credits had on investnent in
Al aska relative to other jurisdictions. He stated that 25
percent was a high base rate; BP understood that it would
be offset by credit. The conpany al so recogni zed that under
the CS the burden of earning the credits shifted to the
producers related to production. He comunicated that BP
saw the CS as a tax increase.

Co- Chair Meyer asked for the dollar amount of investnment in
the state by BP and overall. He guessed the nunber was
close to $100 billion. M. Bilbao would follow up with the
i nformati on.

Co- Chair Meyer believed the information would be val uabl e.

Senat or Dunl eavy asked if BP would increase investnent in
Alaska if the base tax rate was |lowered and the proposed
GRE was extended to legacy fields. M. Bilbao responded
that the final |egislation would be reviewed, the conpany's
current nodel focused on the CS. He relayed that the base
rate was the conpany's primary concern. He pointed to slide
4 and highlighted that the investnent profile for Al aska
was unconpetitive. He furthered that if a new policy nmade
Al aska globally conpetitive, investment would flow to
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destinations that <conpeted nost effectively for the
capi tal

Senat or Dunleavy asked if BP would invest if the right
policy was in place.

10: 22: 28 AM

M. Bilbao responded that BP would absolutely invest if
Al aska was conpetitive. He stated that Al aska's subsurface
certainty, talent, and infrastructure were not present in
many gl obal |ocations. He conmunicated that policy was the
only reason Al aska was not conpeting with the rest of the
world. He relayed that if the policy was corrected and
Al aska becane conpetitive, an increase in investnment would
occur.

Vice-Chair Fairclough had heard from nedia that capital
investnment on the North Slope was currently at an all-tine
hi gh. She asked for comment on the statenent.

M. Bilbao replied that the current |evel of investnent and
enpl oyment was very high on the North Slope. He detailed
that 5 out of 6 people working on the North Slope were
focused on projects that sustained rate rather than
bringing on new rate. He furthered that the mmjority of
i nvest ment was ainmed at renewi ng the 30-year ol d
infrastructure. He expounded that before ACES had been
i npl enented, BP's rig fleet rate was approxinmately 11 rigs
per year; subsequent to the inplenmentation of ACES, BPs
rig rate decreased to approximately 5 or 6 per year. He
added that production | evels had been inpacted as a result.

10: 24: 46 AM

Vice-Chair Fairclough referred to BP' s regular and contract
enpl oyees in Alaska and M. Bilbao's testinony that over 80
percent of BP's enployees were Alaskan residents. She
wondered if the contract enployees were included in the 80
percent figure.

M. Bilbao replied that the 80 percent figure applied to
BP' s enpl oyees. He stated that sonme of BP's contractors had
a simlar ratio, but others did not. He relayed that the
conpany was commtted to continuously inproving the
figures; contractors were encouraged to follow the
conpany's | ead.
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Vi ce-Chair Fairclough asked about |ocal hire related to
BP's contractors. M. Bilbao responded that he would foll ow
up with the information

Vi ce-Chair Fairclough asked why the conpany's investnent
costs had increased, while production had renained the
samne. She referred to M. Bil bao's testinony that
i nvestnment equaled production. M. Bilbao replied that
inflation pressures were factored into costs of operating
on the North Slope. He did not have a specific breakdown
rel ated to cost increases.

10: 27: 14 AM

Vice-Chair Fairclough asked whether the capital credits
were part of the scenario. M. Bilbao replied that the
spending reflected the direct contribution from the
corporations. He expounded that there was a tax result
related to where «credits were obtained and how the
conpany's tax paynment was calculated. He did not know what
percentage of the total spending was a capital credit. He
explained that the conpany looked at its cash flow and
spending on an absolute basis; BP |looked at the total
inmpact on the business of what it believed to be an
excessively high tax.

Vi ce-Chair Fairclough wondered whether the conpany | ooked
at the total take on a project, the base tax rate, or a
spread on the tax rate when considering investnment. M.
Bi |l bao responded that BP |ooked at the economcs of a
project and the cunulative inpacts of the tax policy on the
project. The conpany also considered what the cunulative
inpact would be on the cash flow of the business. The
conpany considered the quality of an individual opportunity
and the inpact to the overall business.

10: 29: 10 AM

Senator Dunl eavy asked whether BP' s ideal i nvest ment
portfolio would consist of exploration or iif a vast
majority focused on accessing discovered oil. M. Bilbao
responded that BP's focus was on legacy oil fields. He

el aborated that nost of the opportunity on the North Slope
existed in currently producing areas. He stated that the
greatest opportunity for locating a new oil field was in an
existing field. He furthered that the conpany's rig fleet
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produced the equivalent of multiple new smaller satellites
each year. He communicated that it was inportant to include
the continuing source of production in order to offset what
ot herwi se would be a decline of nmuch greater than 6 percent
to 8 percent. He remarked that a significant anmount of
i nvestment was needed to maintain the current decline rate.

Senat or Dunl eavy asked for verification that an exploration
credit would not currently interest BP. M . Bi | bao
responded that BP did not engage in exploration on the
Nort h Sl ope.

Senator Bishop requested an exanple of capital investnents
that could inprove production on the North Slope in an
anenabl e investnment climate. M. Bilbao replied that BP had
nore resources in Alaska than it did anywhere else other
than the Lower 48. He enphasized that the conpany was not
| acking in opportunity; BP did not have a policy that mde
the opportunities conpetitive globally.

10: 31: 31 AM

Senat or Dunl eavy asked when the uptick in investnent would
occur following the inplenmentation of new |egislation. He
wondered if durability and flexibility factored into the
decision to increase investnent.

M. Bilbao responded that the right policy should be
applicable at any oil price. For exanple, if the policy
returned 65 percent to the governnment the percentage would
remain the sane regardless of the cost of oil. He rem nded
the commttee that the price of oil had never averaged
greater than $110 dollars per barrel. He pointed to slide 4
related to spending and noted that the price of oil had
i ncreased from 2008 to 2010. He stated that given the right
policy BP could respond relatively quickly, particularly
around drilling opportunities. He elaborated that sone of
the larger scale infrastructure expansion would take a
couple nore years, but activity should be expected in the
near-term

10: 34: 05 AM

Senat or Hof f man wondered whether BP (as a nenber of AOGA)
was concerned about what would happen in 5 to 7 years if
the tax policy was not successful and Al askans felt that
oil revenues had been given away. He noted that BP did not
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explore in the North Slope. He stated that given data
provided to the commttee by DOR it was contenplating the
removal of the current progressivity clause. He stated that
fromFY 11 to FY 15 there were estimates that progressivity
would bring in $11.3 billion to the state, which averaged
to $2.25 billion per year. He noted that he did not vote
for ACES, but believed that elimnating progressivity would
lead to great expectations for Alaskans to l|level off oil
production to 600,000 barrels per day (or to the governor's
expectation of 1,000,000 barrels per day).

10: 36: 27 AM

M. Bilbao directed attention to slide 3. He stated that
BP' s greatest concern was that production would continue to
decline. He pointed to slide 4 and stated that Al aska was
conpeting for the great opportunity on the North Slope. He
stated that the status quo was not attracting investnent
and that a new policy was necessary to deliver a different
future for the state.

Senator Hoffrman repeated his question. He believed that
giving up $2.25 billion per year for 5 years created the
expectation that nore oil would be added to the pipeline.
He stated that many Al askans felt that there should be no
reduction w thout new production. He wondered whether BP
was concerned about what woul d happen if new production did
not occur. He reiterated that giving up over $11 billion in
a 5-year period raised expectations by Al askans.

M. Bilbao understood the challenge facing the commttee.
The conpany's concern was that the production decline would
continue. He detailed that declining production raised the
costs of operations and nade opportunities such as heavy
oil difficult to inpossible. He stressed the inportance of
creating a policy that would attract investnment. He noted
that the current future under ACES was continued decli ne.

10: 40: 29 AM

Senator Bishop requested commtnment from the industry to
provide information on projects that would increase
producti on.

Co-Chair Kelly remarked on the production decline occurring

under ACES. He stated that the current system was too
conplicated and took too nmuch. He surmi sed that the goal of
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the former policy makers had been to extract nore from the
producers. He believed it was inportant to |ook at what
woul d be best for Alaska and how to fill the pipeline. He
was confortable reducing the governnent take in order to
achieve increased production. He stressed his interest in
i ncreasi ng productivity.

Co- Chair Meyer discussed slide 3 and testinony that BP was
not exploring on the North Slope. He surmsed that any
increased investnment by BP would involve extracting nore
oil out of the existing Prudhoe Bay reservoir. He |ooked at
slide 2, which indicated that cunulative Prudhoe Bay

producti on had exceeded 12 billion barrels. He wondered how
much oil BP believed was still remaining. He wondered what
incentive would allow for nore oil extraction from the
field.

10: 44: 29 AM

M. Bilbao responded that recent assessnments showed $2
billion barrels of recoverable oil remaining in Prudhoe
Bay. He shared that the remaining oil was nore difficult to
extract. He stated that the legislature's consultants had
shared information about the inpact of higher cost
devel opnents relative to the different tax considerations.
He expounded that investnent would flow to Alaska in a nore
conpetitive nature if a policy was in place that nmade
Al aska conpetitive. He communicated that the CS structure
could work; however, BP believed the base rate was too
hi gh. He suggested that the conmttee consider the decline
that was occurring with the 25 percent base rate under ACES
and credits that would be necessary to offset the high tax
rate. He relayed that the conpany would provide a nodel
once a policy had been deci ded upon.

10: 46: 12 AM

Senator Dunleavy discussed the history of production in
Prudhoe Bay. He pointed to a peak in production in the late
1990s followed by a natural decline that had not been
stopped by an increase in investnent. He wondered whether
there had been any investnent at the tinme to produce nore
oil. He referred to M. Bilbao's testinony that the
environment was a function of price. He pointed to ACES and
the current price and tax policy increases. He surm sed
that it was necessary to exam ne what had occurred in the
past 5 years under ACES. He asked for verification that BP
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believed the decline could be stemmed or increased for an
undet er m ned peri od W th i nvest ment and current
t echnol ogi es.

M. Bilbao replied that investnent flowed to the best
opportunities. He stated that nore production would result
if Al aska was conpetitive on a global |evel. He enphasized
that the tax policy needed to incentivize all potential
i nvestors.

Senat or Dunl eavy pointed out that decline had existed under
prior tax structures. He surmsed that the prices at the
time had not warranted investnent. He asked for
verification that the current price environnent mnade
i nvestment worthy to BP

M. Bilbao responded that there had been opportunities
taken at |ower prices because costs had also been |ower
(e.g. North Star and Prudhoe Bay satellite devel opnments,
which had been conpetitive globally). He stressed that
investnment would flow towards opportunities when they were
conpetitive and the econom cs worked. He pointed to slide 5
that showed spending conpared to other jurisdictions. He
enphasi zed that Alaska was not conpeting globally for
i nvestnent; therefore, production continued to decline.

10: 50: 06 AM
AT EASE

11: 01: 55 AM
RECONVENED

DAN SECKERS, TAX COUNSEL, EXXONMOBIL, provided testinony
regarding SB 21. Exxon supported the prior AOCGA and BP
testinmony. He stated that Alaska's fiscal reginme was not
conpetitive. The ~conpany believed it was up to the
| egislature to decide whether ACES or a revised tax system
was the right course for Alaska in the near-term and into
the future. He stated that a revised tax structure could
enabl e Alaska to conpete globally for capital investnents;
Exxon hoped the legislature would chose to revise the
system He relayed that Exxon believed the |1egislation,
i ncl udi ng t he el imnation of progressivity, made
signi ficant progress t owar ds i ncreasing Al aska's
conpetitiveness. He stated that the high marginal rates
resulting from progressivity adversely affected the
investnment climate, capital intensive investnents needed in
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the state, and the optim zation of operations on the North
Sl ope.

M. Seckers stated that elimnating progressivity would fix
one of the nost penalizing aspects of Alaska s fiscal
policy. He nmentioned the GRE and shared that Exxon
supported tying incentives to increasing production. He
communi cated that nost of the near-term investnent in the
| egacy fields would not be in new exploration or benefit
fromthe GRE. He enphasized that the | egacy fields were the
cornerstone of Alaska's future. Exxon believed that
increasing investnment to nmaintain the health and strength
of the legacy fields was as inportant as encouraging
devel opnent and exploration in any new field.

M. Seckers addressed the $5 per barrel credit included in
the legislation. He relayed that Exxon supported tying
incentives to increasing production and supported AOGA s
concerns that the $5 per barrel credit may not sufficiently
offset the significant increase caused by the increase to
the base tax rate. He stressed that the policy should
provi de balance across a wde spectrum of prices. He
reiterated the conpany's support for the |egislation, but
noted that it also had concerns. He underscored that Exxon
believed the base tax rate was nuch too high; the increase
fromthe current 25 percent up to 35 percent under the bill
was "going in the wong direction.” He stated that Al aska
faced obstacles that other markets did not, including high
cost, Arctic environment, distance to market, and other.
The conpany believed that global attractiveness was cruci al
to increasing investnent.

M. Seckers spoke to the conmpany's support for tax credits.
He stated that <credits provided a useful tool to offset
costs for expensive investnents needed in Al aska and hel ped
to balance a fiscal regine over a broad range of prices.
The conpany supported efforts by the Parnell adm nistration
and t he | egi sl ature to i ncrease Al aska' s gl oba
conpetitiveness. Exxon recognized the difficult challenge
facing the legislature to bal ance |long-term revenue needs,
budget concerns, and to increase production. He stressed
that the need for Alaska to develop a conpetitive and
stable fiscal system was one of the nost critical issues
facing the state. Exxon believed that the CS represented a
crucial step in the right direction; however, it believed
nore needed to be done. He communicated that Al aska
remai ned an essenti al conponent in Exxon's gl obal
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portfolio; it had done business in the state for over 50
years and |ooked forward to nmany nore years. He concl uded
that it was up to the legislature to decide whether ACES or
a new tax system was the right answer to bring critica
investnments to the state; Exxon hoped a new system woul d be
i npl enent ed.

11: 09: 29 AM

Co-Chair Meyer agreed that ACES required changes, but
Al askans needed assurance that increased production would
occur. He stated that no one had provided a guarantee that
the changes would result in increased production. He
pointed out that sonme individuals believed naking changes
was unnecessary if production did not increase. He asked
about Exxon's current activities in Al aska; he understood
that the conpany was not undertaking exploration. He asked
about potential prospects Exxon had in Al aska that would
pronote nore production.

M. Seckers replied that Exxon renmained bullish in Al aska
and was noving ahead w th devel opnment at Point Thonpson.
The conpany was also the largest |ease holder in Prudhoe
Bay and the |argest owner of known commercial gas on the
North Slope. He stated that Exxon was exploring in and
around the legacy fields to increase overall recovery in
the area. The conpany believed that a small increase in the
total recovery from Prudhoe Bay would dwarf any new field
found on the North Slope. Exxon supported efforts by
operators going forward and would work to do everything it
could under the policies inplenented by the |egislature. He
did not have specifics to provide, but the conpany believed
that the nore conpetitive the tax policy was the nore
i nvestment woul d increase from existing and new conpani es.

11:12: 16 AM

Vice-Chair Fairclough stated that Alaska's tax policy
changed nultiple times in the past decade. She asked why a
change to the current policy would incentivize Exxon to
increase investnent. M. Seckers responded that conpany
valued stability and agreed that the state's history of
reexamning its tax structure was troubling from a
statutory and regulatory point of view The conpany hoped
that the legislature would determ ne that Al aska was not
currently conpetitive going forward and that a durable
policy would be inplenmented that was balanced over a w de
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range  of prices. Exxon appreciated the deliberate
exam nation the | egislature had undertaken.

Vice-Chair Fairclough remarked that Al aska's unstable tax
structure woul d be a di ng agai nst its gl oba
conpetitiveness; however, she had been convinced that
Al aska was not conpetitive in attracting investnent capital
under the current tax structure. She noted that she had not
supported ACES because of her belief that it took too nuch.
She recalled that when ACES had passed, the |egislature had
not known that the system would take close to $1.5 billion
per year over what was expected. She asked about the
difference between the GRE and cost recovery. She pointed
to testinony that the conpany valued the qualified capita
credits.

11:15: 39 AM

M. Seckers replied that tax policy was just math; it was a
way to get to a bottom line. He stated that a GRE could
work and is based on production. The exclusion included a
timng value; making an investnent and recovering the noney
|ater through the GRE. Alternatively, a tax credit is nore
i mredi ate; therefore, the inpacts are nore pronounced on a
present value basis. He opined that the goal for policy
nmakers was to create a policy that was bal anced over a wi de
range of prices. He believed there were a variety of
different options that could work, but it came down to how
conpetitive the state wanted to be.

11:17: 03 AM

Co-Chair Meyer stated that the goal was for the new policy
to last 10 to 15 years. He wunderstood there was the
potential for a world crisis to dramatically increase the
price of oil. He wondered if Exxon would feel confort
knowing that a new tax policy addressed the possibility
with a type of bracketing progressivity. He discussed that
w t hout addressing the potential for nuch higher oil prices
the policy may need to be revisited again in the future.

M. Seckers replied that the policy considered by the state
shoul d bal ance over a wide range of prices. He understood
that many other jurisdictions faced the sane question and
had remained relatively stable for many years. He was not
convinced that an immediate adjustnment would be necessary
if a good policy was put in place at present; it was
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difficult to project for an unknown gl obal catastrophe in
the distant future, which could also decrease the price of
oil. The conpany hoped the legislature would create the
best policy for the present time that was as bal anced as
possible to withstand price fluctuations.

Co-Chair Meyer surmsed that Exxon was not opposed to a
bracketed progressivity at high oil prices as long as the
total package made Al aska's investnment climate stable and
conpetitive. M. Seckers replied that Exxon was respondi ng
to the CS that had elimnated progressivity, which it
supported. He communicated that the conpany had supported
| egislation the prior year (HB 110), which had included a
bracketed progressivity. Exxon believed the elimnation of
progressivity in the CS was a positive and critical step
forward. He reiterated his prior coments that Exxon's
primary concern was that the structure was balanced and
conpetitive.

11: 20: 52 AM

Vi ce-Chair Fairclough wondered whether Exxon was involved
with any global tax system that was not regressive. She
mentioned the regressive nature of past taxes. She
di scussed that progressivity had been one answer, but she
did not believe it had worked well. She pointed to other
previous tax legislation; HB 110 woul d have placed a cap on
progressivity. She addressed the Senate Resources Conmttee
version of SB 21, which had proposed a 35 percent base tax
and a $5 per barrel credit. She noted that the conmmttee
had heard skepticism at best regarding the structure. She
wanted to find a non-regressive taxing structure. She
stressed that conmttee nmenbers were working to find a
solution supported by constituents, which included a fair
share for Alaska. She did not believe the state's current
share was helping it conpete for investnent. She believed
the 35 percent base tax/$5 per barrel credit had | ooked
like an attractive sol ution.

M. Seckers appreciated the struggle facing conmttee
menbers. He imagined that Exxon was actively engaged in
sone |locations with progressive elenents. He would follow
up with detail on the question.

11: 23: 25 AM
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Vice-Chair Fairclough wondered whether Exxon would be
supportive if the legislation allowed the adm nistration to
negoti ate participating areas for a termof 5 to 15 years.

M. Seckers asked for clarification on the question.

Vi ce-chair Fairclough asked if the conpany would support
the contracting of a specific price for a period of 5 to 15
years to create increased certainty. M. Seckers replied
that Exxon valued long-term stability; many jurisdictions
where the conpany worked had the stability. He believed the
goal could be acconplished in Al aska wthout radical
changes. He furthered that the legislature had the ability
to make any proposed change prospective only; it could
gr andf at her-in certain t ax treatments on exi sting
investnments or fields. He stressed that the legislature did
not have to change anything wth respect to existing
investments. He noted that many options existed that would
achieve certainty. He stated that the conpany val ued
certainty and durability in any fiscal regine.

11: 25: 43 AM

Senator Hoffman recalled that when ACES had been considered
it had initially not been regressive at the |lower end. He
pointed out that there were ways to inplenent sonething
simlar; however, he believed progressivity would stil
need to be | ooked at. He asked if Exxon was |ess concerned
with the regressive nature at the lowend than it was with
hi gh progressivity.

M. Seckers answered that progressivity was the nost
crippling part of ACES.

Senat or Hof f man asked whether Exxon would continue to have
maj or concerns about the legislation if it was non-
regressive and mnor tweaks were nmade. M. Seckers replied
that the conpany would | ook at any proposal advanced by the
| egislature. He stated the conpany shared the legislature's
goal for a globally conpetitive and attractive system

11:27: 17 AM

Co- Chair Meyer asked whether the current CS [(CSSB 21(RES)]
made Al aska conpetitive on a global basis. M. Seckers
responded that the CS represented a strong step forward in
inproving the state's conpetitiveness; however, there were
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continued concerns about the legislation including a high
base rate. He opined that the bill was a significant
i nprovenent over ACES. Wether the bill nade Al aska as
conpetitive as it desired was a question the |egislature
would need to decide. The conpany sensed that given
Al aska's obstacles the state should be as attractive and
conpetitive as possible.

Co-Chair Meyer noted that the conmmttee would exam ne the
35 percent base rate. He rem nded M. Seckers that the base
rate had been offset by the $5 per barrel credit; the
credit was only available if oil was produced. He surm sed
that in Exxon's opinion, the $5 credit did not sufficiently
of fset the higher base rate.

M. Seckers replied that Exxon believed the current 25
percent base rate was too high. He enphasized that
increasing the rate to 35 percent was a step in the wong
direction. He stated that the $5 credit was sinple and
creative; however, Exxon shared AOGA's concerns that the
policy may not be as conpetitive as it should be.

Co- Chair Meyer discussed the afternoon's schedul e.

#
ADJ OURNVENT

11: 29: 43 AM

The neeting was adjourned at 11:30 a. m
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