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3:33: 58 PM

CHAIR CATHY GQESSEL called the Senate Resources Standing
Commttee neeting to order at 3:33 p.m Present at the call to
order were Senators French, Dyson, Mcciche, and Chair G essel.

3:34:49 PM

CHAIR G ESSEL said she received a letter from Senator French in
which he nmade an interesting request, that they put people
speaking to them today under oath. But this is unprecedented and
i nappropriate. Springing an under-oath requirenment on invited
citizens at the |ast mnute is not only unfair, but
unprof essional. She consulted other Senators on the conmttee
and none supported the <crimnal justice approach to this
nmeeting. The people speaking to them today were asked to share
trend lines that they see based on the econonic clinate and the
work that is being done on the North Slope during this just-now
concl udi ng wi nter work season.

SENATOR FRENCH rai sed a point of personal privilege.
CHAI R G ESSEL said he was out of order.
At ease from3:34 to 3:36 p.m

Presentation: Spring Revenue Sources Book
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3:36:42 PM

CHAIR G ESSEL said today's agenda included hearing from the
Depart ment of Revenue (DOR) and sone of the conpani es producing
up on the North Slope. She wel conmed Deputy Conm ssioner, Bruce
Tangeman. She asked committee nenbers to hold their questions
until the end.

BRUCE TANGEMAN, Deputy Conmm ssioner, Departnent of Revenue
(DOR), Anchorage, Al aska, said their spring forecast update
concentrates on the production side of the forecast. He would
start with some of the changes they nmade to it. They saw | ooki ng
back over the last 20 years that the previous nethodol ogy was
overly optimstic. So, they decided to put a nore conservative
forecast out for the wunderstanding and the benefit of the
deci si on nmekers, because this is used for budgeting and to give
a sense of revenue streans. H's personal goal was to put a
predi ction out there and beat it, for a change.

3:38:47 PM

Hi storical forecast: Back when oil first started flowng there
were only two pockets, Prudhoe Bay and Kuparuk, and they were
fairly easy to forecast off of. But then in the late 1990s nore
production cane on, nostly in smaller quantities, and that made
maki ng forecasting nore difficult.

3:39:48 PM

MR. TANGEMAN said slide 4 speaks to why a change in the
nmet hodol ogy in production forecasting was required. He renenber
in 2011 comng out of House Finance and then director of the
Division of Ol and Gas Bill Barron telling him there was a
better way to do it. That is what started the process of putting
a nore accurate forecast together.

He explained that in 2005 and 2007 (when it mssed by 150, 000
barrels) the departnment used to project 10 years out; in 2009
they mssed by 95,000 barrels. So, fall of 2011 was the |ast
year the old nethodol ogy was used. They realized that while sone
things do cone on at the projected level, sone things don't, and
not everything happens as predicted. And the state was relying
on information which led to inaccurate forecasts to be used as a
budgeti ng tool.

3:42:10 PM
So, fall of 2012 was the first year of using the new
nmet hodol ogy. M. Tangeman explained that wells that are

currently producing are nuch nore predictable. Those under
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devel opnent and under evaluation are what is possible. Under
devel opnment is a little nmore solid; it usually has sone funding
attached to it and a lot nore analysis, but still mght get
ki cked out. For exanple, Liberty was once under developnent; a
budget was attached to it and everything was always two years
out, but it never came to fruition.

3:43: 24 PM
SENATOR MCGUI RE j oi ned the conmmttee.

MR. TANGEMAN expl ained that under evaluation is a little nore
skeptical. It's known, but not necessarily on the budgeted I|i st
quite yet. Under the old nethodol ogy those would be added to the
production forecast. The state would always take what was hoped
for, and assuned the upper end.

3. 44: 54 PM
So, for the fall 2012 forecast, with the help of Bill Barron,
they put in a risk factor for new oil. Currently producing was

not risked, because the wells had been operating and were fairly
predi ctabl e going forward. Under evaluation was risked not quite
as aggressively as under developnent, but the bottom line was
they were putting in place a production forecast that was not as
rosy as in the past. It was not responsible to put out the nost
optimstic forecast and know they were not going to hit it,
because those figures will affect future budget deci sions.

3:46: 32 PM

The Revenue Sources Book now has a high-case/a forecast case/and
a low case scenarios. In the past, the high case was the old
nmet hodol ogy. The forecast line is now simlar to the high case,
because nost of that is the currently producing oil. The risk
really starts with production that is seen as possible but not
to bank on for budgetary purposes; the |low case is just the
currently producing oil if no new oil came on line.

He pointed out that in Decenber they were forecasting about a
4.1 percent decline in production for FY14, and after eight
months of "actuals,”" they are now looking at a 1.8 percent
decline, so this was his first chance to say they beat the
forecast. Basically, he summarized that his job is to put a
conservative nunber out there, and it's industry's job to beat
it.

3:49: 03 PM

MR. TANGEMAN said in order for a project to make it into the
forecast there has to be well data confirmng a reservoir, a
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conpany has to be actively pursuing developnent, and a budget
should be in place. Basically, he needs to have confort that
they are far enough down the road that they can start counting
barrels in anticipation of production.

Projects are considered under developnent if a conpany has
partner alignnment and/or senior nanagenent approval and the
project has been allocated funds in the conpany budget. Under
evaluation is nore that the resource is known and bei ng pursued,
but financial hurdles have not been net. So, many of the recent
announcenents by BP and ConocoPhillips are included in this, but
production estinmates starting in FY17/18 (sone of the lead tines
required) are still being risked.

3:51:17 PM

MR. TANGEMAN expl ai ned what is not included in the forecast are
undi scovered resources (the potential on the North Slope is
tremendous), technologically challenged oil, heavy viscous shale
(three times the size of the Bakken but wth devel opnment
chal l enges), and regulatory burdened or otherwise difficult
(federal issues with OCS and ANWR) resources.

3:53:10 PM

A five year | ook at the Decenber forecast and the Spring updated
forecast indicates that in FYl4 the barrels were up to 13, 600.
Based on conpany information, the sumrer field maintenance is
expected to be deeper than originally anticipated, but a |ot of
that is in preparation for the capital investnents they have
announced. So, while it's nmore or less even for this comng
fiscal year (FY15), those capital investnments do show up in the
Fal | forecast.

3:54:22 PM

MR. TANGEMAN said that future production varies greatly based on
projects currently under devel opnent or evaluation. Today they
recognized it but they don't bank on it. The potential for
significant production increases exist, but forecasting it wll
occur is not prudent. Likelihood of developnment increases with
better economc conditions (price, costs, and taxes). And many
t hi ngs can cause a project to be delayed or abandoned.

3:56: 14 PM

MR. TANGEMAN reviewed his slides 14-16 that illustrated the
current tax systemin place and the capex forecast for the next
10 years. He explained that capex is risked just |ike production
in the out years.
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He noted that the change between the two tax systens took about
20 percent capital credit off the table, and questions were
rai sed about whether expenditures would be accelerated to take
advantage of that. But the forecast for Spring FY14 was a little
| ess. Between Spring FY14 and Spring FY15 they forecasted $800
mllion of additional investnment and $1.3 billion. He pointed
out that even though the 20 percent credit was taken off the
table, but there is still an increase in capital investnent.

3:59: 27 PM

SENATOR FRENCH objected to the <chair's wuse of the word
"unprofessional” to describe his letter. He then focused on
slide 11 that indicated 536,000 barrels will be produced in FY14
and said that M. Tangeman is claimng that is an increase. But
for him to believe it really is an increase neans he has to
ignore the other two nost recent forecasts for FY14; one said
we'd nmake the sanme about (536,000 barrels) and the other says
we'd make 540,000 barrels. And that gets them back to the
forecast froma year ago, Spring 2013.

MR. TANGEMAN responded by going back to slide 8 and saying that
everyone had been using 6 percent as a decline rate for the past
several years, but it was really was 7.2, 6.6, 3.4, and 8.2
percent; the decline was accelerating a l|ot quicker than
anticipated. So, to get back to those original nunbers in the
previ ous forecast was a nuch bigger uphill clinb for them which
really nakes getting to 1.8 percent that nuch nore incredible.

SENATOR FRENCH asked if he was aware that one year ago
ConocoPhillips" vice president told a gathering of investnent
anal ysts the conpany was planning on a 2-3 percent decline rate
fromits North Slope operations in the next few fiscal years.

VMR. TANGEMAN replied that he had heard that.

SENATOR FRENCH remarked that so, they are seeing what they
predicted: a | ower decline rate.

MR. TANGEMAN replied that other conpanies are involved on the
North Sl ope, but the bottomline is that no matter who you talk
to in this building, nore production was the goal. So, he was
ent hused by the 1.8 percent.

4:02:10 PM

SENATOR M CCICHE said he used to run a little city and recited
this parable: <city managers historically give |low revenue
predictions and are conservative in budgeting. Then when it
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comes at the end of the year, everyone is really happy with the
hi gher revenues. For years, the state didn't operate that way,
and everyone wasn't excited at the results. Now they have nore
accurate revenue predictions, which he always supported. But
spendi ng should be matched accordingly. Now, people use those
accurate nunbers against legislators as if it were a bad thing.
He asked if he saw other areas for inprovenent.

MR. TANGEMAN responded that the departnent relies on what
industry tells them for their capex predictions. The reason it
is risked is because the state is under a net tax system So,
the dollars they anticipate spending do affect the revenue
streamto the state.

SENATOR M CCICHE said they want to do the best they can to
under stand future expenditures.

MR. TANGEMAN said that the Spring forecast does show an increase
in about $374 nmillion for FY14, and that is good news.

CHAIR GQESSEL found no further questions and thanked M.
Tangeman for his presentation.

4:05: 49 PM
Presentation: Updates fromthe Field

4:06: 02 PM
CHAIR G ESSEL invited M. Hardhamto present Repsol's update.

Bl LL HARDHAM Al aska Project Manager, Repsol E&P USA, Anchorage,
Al aska, said they are a relatively new player on the North
Slope. They are currently engaged in the exploration and
apprai sal phase. Repsol E& USA is the US upstream operating
subsidiary of Repsol SA, an integrated international oil and gas
conpany headquartered in Madrid, Spain, wth 25,000 enployees
wor |l dwi de, and exploration and production activities in 31
countries. Repsol is ranked the 112th on the 2013 Fortune 500

List. It has a history with high political risk countries, and
has suffered several exanples of contracts being changed,
expropriation of assets, and civil wunrest leading to |ost

busi ness opportunities and erosion of value. As a result,
several years ago, Repsol decided to rebalance its portfolio in
favor of lower risk opportunities such as those found in OECD
type of countries.

Repsol has been | ooking at the Alaska North Slope for some tine
and took leases in the federal waters of the Beaufort and
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Chuckchi Seas, but due to the unconpetitive fiscal terns for the
Al aska North Slope, the economcs were not attractive and they
did not enter.

In 2011, when oil tax reform was introduced, it becane apparent
that Alaska was serious about mnmeking the North Slope nore
conpetitive and that is when Arnstrong GOl and Gas presented an
opportunity for Repsol to establish a material North Slope
position. There were risks associated with comng in at this
time before the certainty of oil tax reform but it was a good
opportunity that was a good fit for Repsol strategy.
Additionally, if Repsol would have waited for nore certainty in
regards to oil taxes, the opportunity would likely have been
lost or the price of entrance would have gone up. So, at that
time, Repsol took a bit of a calculated risk in counting on oil
tax reform and cane to Alaska in March 2011 acquiring 70 percent
interest in approximately 500,000 acres on the North Sl ope.

So, Repsol imediately set out to aggressively explore and
appraise the acreage, all the while keeping an eye on oil tax
reform They are now conpleting their third winter season of
activity and as the map shows, they have drilled nine wells on
the North Slope and have acquired a significant amount of 3D

seismc data and increased their acreage position to
approxi mately 750,000 gross acres. They have invested nore than
$500 million in their Al aska project and have announced three

di scoveries fromlast year's canpai gn.

4:10: 49 PM

MR. HARDHAM sai d the passage of the new tax l|law |ast year gave
Repsol the <confidence to nove forward wth an aggressive
canpaign this winter, including three wells drilled with three
drilling rigs and two large 3D seismc acquisition projects.
They put a significant nunber of people to work and have nore
than 600 positions and $250 million in investnent on the North
Sl ope associated wth this program

He noted that the DOR forecast doesn't include Repsol's
production. This 1is because the appraisal of Jlast year's
di scoveries needs to be conpleted before making a devel opnent

decision. If they appraise well, and if the tax |aw stands, he
was optimstic that a project wll get approved internally.
Hopefully, this wll be the first of several North Slope

devel opnment projects for them He enphasized that the state oil
tax structure is vitally inportant to Repsol's continued
activity on the North Slope, and that under SB 21, the current
tax structure is conpetitive. That increases the chances that
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noder at el y-si zed opportunities and marginal fields, ones that
weren't comrercial under ACES, have a nmuch better chance of
bei ng devel oped under the new tax | aw.

4:13: 47 PM

SENATOR FRENCH said that M. Hardham had nade statenents about
how Repsol was encouraged by the tax reduction and that it gave
them the confidence to go forward. He wanted to know what their
internal rate of return is on their investnents, their hurdle
rate, and how the tax structure, which they have been told is
taking in nore now (than wunder ACES), plays into their
deci si ons.

4:14:18 PM

MR. HARDHAM answered that Repsol doesn't operate under a m ni num
rate of return per se; it's nore about an evaluation of the
i nvestnment opportunities they have in front of them and it
would have to be positive. They have a limted budget for
investnments around the world, so any North Slope projects are
going to have to conpete against the opportunities that Repsol
has in the rest of the United States and the 30 or so other
countries around the world that they are in.

SENATOR FRENCH asked what projects they are considering pursing
now that are econom c under SB 21 that were not econom c under
ACES and then asked him to explain the econonmc rationale
bet ween the two.

MR. HARDHAM expl ained that it's still early in the evaluation
process to nmake those decisions. Their opportunities are not
fully characterized from a geoscience or engineering perspective
right now to where they are ready to make those deci si ons.

However, that being said, the first opportunity they are pursing
is one in the Coleville R ver Delta where they announced the

di scoveri es; he called it a collective opportunity for
devel opnent. The two wells there will be finished this wnter
and it wll take a nunber of nonths to analyze the results. At

that tinme, they hope to have enough information to nmake a
deci si on.

SENATOR FRENCH asked if the current high tax rate is hurting
Repsol's ability to invest in Al aska.

MR. HARDHAM answered that |ooking at a full cycle of econom cs,
SB 21 is nore favorable.
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4:18: 02 PM

SENATOR M CCI CHE thanked him for being here and remarked that
Repsol - and smaller conpanies - were sort of a targeted fan of
ACES, and asked what changed their nmnds specifically with the
current tax reginme that made them conme up here, and what kind of
success Wi ll keep them around and draw nore investors of their
mar ket cap si ze.

MR. HARDHAM expl ai ned that when Repsol |ooked at opportunities
in Al aska under that tax structure, it was not advantageous. One
of the benefits of that tax structure was getting tax credits to
offset initial investnments, but that, while inportant to sone
conpanies that m ght have constraints on acquiring financing,
wasn't the case wth Repsol. It had nore to do with the basics
of full-cycle econonmics, which just didn't conpete. SB 21 is
much nore conpetitive in their view.

SENATOR M CCl CHE asked what sustainable economcs would draw
other smaller conpanies - no matter what the size, as long as
they can operate in a safe manner - to Al aska.

VR. HARDHAM answered that the current tax structure s
conpetitive and should attract other investnents to the North
Sl ope. Stability is also inportant.

SENATOR M CCICHE asked if they are seeing good things in test
wel | s.

4:21:48 PM
MR. HARDHAM replied that they are very encouraged wi th what they
have seen so far and that they had di scovered good quality oil.

CHAIR GQ ESSEL observed that Repsol would qualify under
exploration and possible developnment for the gross value
reduction credit.

4:22:34 PM

SENATOR MCGQUI RE said she wanted to see increased production in
Al aska and asked if the repeal of SB 21 would alter their
i nvest ment deci sions in Al aska.

MR. HARDHAM answered that a repeal of SB 21 would negatively
af fect Repsol's investnment decisions going forward. SB 21 nmkes
Al aska nore conpetitive and a noderately-sized opportunity on
the North Sl ope nore conpetitive, as well.
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SENATOR MCGUI RE asked how paying higher taxes on production
affects future devel opnment pl ans.

4:25: 37 PM
MR. HARDHAM answer ed Repsol doesn't conpartnentalize exploration
and devel opnent in |ooking at investnents; it |ooks at the whole
pi cture. The current tax structure is just much nore
conpetitive

4:26: 20 PM
SENATOR FAI RCLOUGH j oi ned the conmitt ee.

CHAIR G ESSEL thanked M. Hardham for his presentation and
invited M. Jepsen to give his presentation.

4:26:58 PM

SCOTT JEPSEN, Vice President, External Affairs, ConocoPhillips
Al aska, said he would talk today about ConocoPhillips's
activities on the North Slope fields they operate. He cautioned
that their future performance could differ materially from the
expectations outlined today, and the risk and uncertainties that
affect their performance were outlined in "legal ese” that he had
provi ded t hem

4:27:52 PM
MR. JEPSEN said that first he would tal k about what is happening
in 2014; second, he would give them an exploration update on

what happened last wnter with their exploration drilling, and
| astly, he would touch upon the plans to spend $2 billion in new
i nvestnments that ConocoPhillips had announced since SB 21 was
passed.

He said ConocoPhillips's 2014 budget is $1.7 billion, about $600
mllion nore than it was in 2013 and about double what it was in
2012. In 2014, their net capital budget covered all activities
for Kuparuk, Alpine, Prudhoe Bay, Pt. Thonson, Alaska Gas
Project, and Cook Inlet. All the rest of the nunbers he would
tal k about are gross nunbers.

MR. JEPSEN said that CD5 is a big part of the budget. They spent
about six years trying to get it permtted and once they did
they spent a lot of tinme and effort going through the process,
and decided to go ahead and proceed regardless of the tax

framework. It is a $1-billion gross project. About $400 million
wll be spent this year; they are now in the process of building
the bridges and laying down the gravel. About 600 people are
enpl oyed on the project. First production wll be seen in 2015
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at a peak rate of about 16,000 barrels/day, if all goes as
pl anned.

4:29:24 PM
He said the other big chunk they are spending in 2014, about
$400 mllion, is on renewal projects; probably one of the

biggest one is replacing 14 mles of 30-inch pipeline that
brings water from their seawater plant back into the mddle of
the field for pressure maintenance in the Kuparuk field. They
also are installing additional pigging facilities, which wll
allow themto maintain their pipelines.

Wth the exception of CD5, these projects are representative of
the type of projects ConocoPhillips has done over the l|ast six
or seven years when ACES was in place. Now, since SB 21 was
passed, they are starting to see the tip of the iceberg of newer
projects that are going before the board for approval. One of
those is Drill Site 2S in Kuparuk where they are spendi ng about
$70 mllion this year to put gravel down for a new drill site
They have also brought in two additional rigs; one is doing
nostly workovers that has added about 2,000 to 3,000 barrel s/day
of production in 2013. The other rig started up in January and
will be doing new drilling.

4:31: 02 PM

MR. JEPSEN said in terns of jobs, this means bringing in 1,750
new people to the North Slope; about 1,100 are working on CD5
and the seawater pipeline and about 275 are working on the
projects they have announced since SB 21 was passed. About 480
are coming fromthe union halls in Fairbanks and there are about
900 non-union jobs. Another 350 engineering and fabrication jobs
are going on in both Anchorage and Fairbanks. He provided a |ist
of about 40 of the bigger conpanies they are doing business with
saying that their work has a big inpact on the whole Al aska
busi ness comunity.

4:32:29 PM

Slide 6 mapped ConocoPhillips's exploration wells. M. Jepsen
said this last year they drilled tw wells: Flat Top and
Rendezvous 3. They are planning a new drill site in NPRA called
Greater Moose's Tooth 1 (Gvir 1), which he would talk about
|ater. The Flat Top well is an accunulation different than the

GMI' 1 accumul ation, but it could potentially be devel oped from
the GVl 1 pad.

The Rendezvous 3 well is the third in a series, the first two
havi ng been drilled in 2000 and 2001. This is the followup well
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to get nore data, and if that |ooks good, it could lead to
another drill site to the southwest. If GMI' 2 is successful, it
woul d be sequential after GMI 1. The idea is to level-load their
resources, because stacking them all on top of each other would
put a big strain on nmanpower, equipnent, and engineering
resources in the state. Hopefully, wusing this business nodel,
they can do nore in the long termin Alaska than if everything
was stacked toget her.

4:34:51 PM

Since SB 21 passed, he said that ConocoPhillips had brought two
rigs into the Kuparuk field. The workover rig is doing about 25-
30 workovers a year and the drilling rig is drilling 10 per-year
grass roots wells, a |lot slower process.

Drill site 2S, the Shark Tooth well, is the result of
exploration work ConocoPhillips did in 2012. If they are
successful in getting funding, that would be a $600 nmillion

proj ect enploying 240 people during construction, and w th about
8,000 barrels/day peak production in 2016. He said these
projects will be taken to the board and executive nanagenent
late in 2014 for approval.

The next one, GMI 1, is an interesting prospect. It's going to
be fairly substantial in terns of volune, potentially as nuch as
30,000 barrels/day when it cones on line in 2018. It is simlar
in scope to CD5, except the bridges don't have to be built. It
will cost about $900 million, and 500-600 people will work on it
during construction.

Lastly, they have recently announced additional investnent in
the viscous oil field in the Kuparuk River Unit called the West

Sak and they are drilling sone additional wells off of an
existing 1 Hdrill site in Kuparuk where additional gravel wll
be put down and then they will nove out of the core area of West

Sak into an area called the Northeast Wst Sak. They expect
about 9,000 barrels/day from that investnent in 2018; about 150
people will construct it for about $450 million.

MR. JEPSEN explained that these devel opnments represent the tip
of the iceberg: ConocoPhillips is to a point where they are
ready to submt permts and start talking actively with their
partners about funding and putting the process in place to take
them to executive managenment for funding later this year. They
are working on nore projects, but those have not been matured to
t he point where they can be tal ked about publicly.
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4:37:16 PM

The production profiles for the three projects are nore than
40, 000 barrels/day of new production in 2018; if CD5 is added,
that is another 10,000 barrels/day. So, the investnment is
significant in terns of billions of dollars and nore enpl oynent.
In retrospect, sone good things have been announced since SB 21
passed and he thanked them for passing it. However, if the
ref erendum passes, they will have to go back and take a nuch
harder look at all of these projects. It wuld have a very
negati ve i npact.

4:40: 08 PM

SENATOR FRENCH rem ni sced about CPF 1 at Kuparuk (slide 4) where
he had worked for eight years, and said that he viewed the $400
mllion worth of renewal projects M. Jepsen talked about
spending in 2014 to replace the seawater |ine, the pigging, and
other renewal projects as nmmintenance projects, which he
supported. He was glad they could talk about them in the open
this year, because |ast year maintenance was a horrible thing to
be spending noney on. Now, it's okay, because SB 21 passed. He
asked M. Jepsen to comrent on future naintenance-style projects
ConocoPhillips will be doing, not only at Kuparuk, but at other
i nvest ment s.

MR. JEPSEN responded that ConocoPhillips has always tal ked about
how nuch noney they spend on renewal or nmintenance projects, so
he disagreed that they were comng out of the closet, but he
just didn't know what was com ng down the road. To sonme extent
it depends upon what kind of issues are uncovered, as they saw
some corrosion in this line and it becane tine to replace it.
This is a replacenent of a big piece of pipeline, not just a
repair.

He added that these oil fields are beyond what their expected
lives were. They have been here about 40 years and hopefully,

they will be here another 30-40 years, and he thought over tine
bi gger equipnment will be replaced on the North Slope, because
they have outlived their wuseful |ife. He thought they would

continue to see a fair anount of investnent on maintenance
projects on the North Slope, as well as nore enpl oynent.

SENATOR FRENCH clarified that he wasn't aimng his maintenance
remark at M. Jepsen or anyone in the industry, but it was ained
mainly the debate heard in the building |ast year about passing
the bill and how sonehow mai ntenance was bad. He apol ogized if
it came out wong. He turned to a nore substantive point on page
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7 where "the rubber meets the road" and asked which of those
projects were not econom c under ACES.

MR. JEPSEN responded by asking to go back to their conversation
from last year in which he described how ConocoPhillips makes
i nvest ment decisions. They | ook at a nunber of economc netrics:
MPV, ROR, and cash flow, and one of the biggest issues under
ACES was that it really captured cash flow Wen you get to a
certain point, basically all the upside went to the state. That
put investnment in Alaska at a serious disadvantage, because
other places had better investment climates. That's what the
debate over ACES was all about: progressivity really killed the
investnment climate in Al aska. There was no price sensitivity; as
the price goes up they didn't make any nore noney. SB 21 changed
t hat .

SENATOR MCGUI RE stated her concern wasn't that the industry was
spendi ng noney on mai ntenance, but rather that the state wanted
them to spend nore on drilling and production. That was the
point of SB 21 for her; but nmaintenance is inportant, too.

4:46: 02 PM

SENATOR M CCICHE related how sone of his constituents enjoyed
the benefits of SB 21, which was nanifested by keeping nore
enpl oyees working in the winter. He asked if the job nunbers on
page 5 and the projects nunber on page 7 was significantly
hi gher since passing of the new tax reginme, and would they be
adversely affected significantly by going back.

MR. JEPSEN answered that ConocoPhillips will have a substantia
mai nt enance and renewal program for the foreseeable future. The
thing that's different is CD5 has 600 jobs, and it is a proxy
for all the other projects he tal ked about. The difference is in
those 600 or so jobs because of the projects that are noving
forward since SB 21 was passed. He thought a decrease in
enpl oynent on the North Slope would be seen if SB 21 would be
r epeal ed.

CHAIR G ESSEL thanked him for his coments and invited Ms. Wng
to testify for ExxonMobil

4. 48: 44 PM

SOPHI A WONG, Manager, Infrastructure and Pipeline Project, Pt.
Thonmson Project, ExxonMobil Devel opnent Conpany, said she had
been working on the project since 2009. They are currently
wrapping up their second wi nter season of construction and have
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conpl eted a nunber of infrastructure mlestones that denonstrate
their ongoing commtnent to Al aska's energy future.

She said although Pt. Thomson is an initial production system
the estimted cost for the infrastructure, for the gas
processing facility and the wells, is expected to be in the
range of $4 billion. To date, ExxonMbil has invested about half
of that, of which about 70 percent has been spent in Al aska.

ExxonMobi|l is excited about what the project is contributing to
Al aska. First, it is opening new portions of the North Sl ope
second they are establishing infrastructure for future
devel opnent, and they are investing in Al aska's human resources.

4:51:22 PM

M5. WONG said one of the things that makes Pt. Thonson uni que,
even on the North Slope, is its location. It is about 60 mles
to the east of Prudhoe Bay and the TransAl aska Pipeline (TAPS)
and right next to the Arctic National WIldlife Refuge (ANVR). A
chall enge they face is producing this large resource space in a
safe and environnmentally sound manner. However, they have taken
steps to ensure a mninmal environmental footprint wth sumer
coastal barging, w nter ice roads, and conprehensive mitigation
nmeasures to mnimze inpact on the tundra, wldlife, acquatic
resources, and subsistence activities.

She said that the Pt. Thonson project will provide access to the
Thomson Sand Reservoir, which contains an estimated 8 tcf/gas
and 200 mllion barrels of condensate, which is premum |iquids

i ke diesel (about 25 percent of the known reserves of gas on
the North Slope). Pt. Thonmson builds on the expertise and
success of other North Sl ope devel opnents, |ike Prudhoe Bay, and
ExxonMobil's Arctic experience from around the world is hel ping
to execute the project.

The initial production facility consists of three primary wells:
one producer and two injection wells, which are directionally
drilled from shore to minimze the environnmental footprint. The
gas processing facility is going to have the capacity to cycle
200 million cubic feet of gas and produce up to 10,000 million
barrel s per day of condensate. They are also building a 12-inch
export pipeline linking Pt. Thonson to the Badam common carrier
pi pel i ne.

M5. WONG stressed that the 10,000 barrels per day is only the

initial amount of condensate. When conpleted the pipeline has
the capacity to transport 70,000 barrels per day; so ultimtely
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Pt. Thonson is a double win. It's gas for the LNG project and
i ncreased throughput for the TAPS. Additionally, the Pt. Thonson
project establishes the «critical infrastructure for future
expansi on t hat i's essenti al to Al aska nat ur al gas
conmerci al i zation

4:54: 00 PM

She showed them a picture of the site back in October 2012 when
the Corps of Engineers issued their main 404 permt; it was just
a photo of a 13-acre "rig matts,” a small helipad, and two
orange wel | head covers for the PTU 15 and 16 wells they drilled
in 2010. She showed them another picture taken a few nonths
|ater when they were barging in tw sealift nodules for
permanent fuel storage. One year |ater another picture showed a
little village there. She pointed out the key conponents of the
service pier where they offloaded the four diesel storage tanks,
and a per manent oper ati ons canp, as wel | as their
tel econmuni cations tower. To the left were the tenporary
construction canps.

A photo taken a couple of weeks ago showed the ice road right-
of-way to the export pipeline and the west gathering line to the
central pad facilities. Another photo was of the central pad and
its continued expansion of additional canps for the pipeline
scope of work, two cold storage tents, and foundations for two
bui | di ngs: one a warehouse and the other for ACS nmai nt enance.

M5. WONG said they had laid about 750,000 cubic yards of the
mllion yards that they are doing the next season, so they are
in good shape. They just started the foundation work for the
war ehouse and ACS buil dings and the sealift bul khead.

In the 2015 w nter season, she said ExxonMobil w1l have the
drill rig cone back to the central pad reconpleting the PTU 15
and PTU 16 wells, as well as drilling the disposal well. Piles

will be installed for all the process nodul es.

M5. WONG said one of the significant m | estones conmng up wll
be in the summer 2015 when they barge in four l|arge sealift
nodul es about the size of a football field. Those wll be
connected like legos in what is called "plug and play."” By 2016,
they plan to produce through the initial production system and
into TAPS. She remarked that the picture nmakes it | ook sinple
but it will take strong contractors and a strong teamto execute
the project, and including their permanent operations canp at
the end of the project, they will have |everaged the skilled
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wor kforce and available facilities to build over 130 truckable
nmodul es i n Al aska.

4:58:41 PM
The Pt. Thonson "contractor tree" indicated that 92 conpanies
were involved with the project, 73 conpanies were Al askan.

4:59: 39 PM

M5. WONG highlighted a few of the contractors: Alaska Frontier
Constructors (AFC) built a 48-mle ice road from Endicott to Pt
Thomson. This ice road was wused to transport equipnent,
personnel, and materials to the Pt. Thonson site. Fifteen mles
of ice roads were built around the central pad to support
construction. AFC is an Al askan conpany that constructed and

mai ntains ExxonMobil's ice road infrastructure, which is
critical to supporting construction during the winter. It 1is
al so extending the central pad to about 50 acres and expects to
haul an additional 1 mllion cubic yards of gravel. They are

going to help themfinish the sealift bulkhead that will be used
to offload the facility nodules in the sumer of 2015, as well
as helping install the foundations for the other buildings.

M5. WONG recapped that one of the things AFC recently concl uded
was the construction of their west pad and they are now close to
finishing the road to the west pad including the three bridges.
At peak, just a few weeks ago, AFC had 240 people at the central
pad; they are a key player in all fronts of their infrastructure
devel opnent .

5:01: 33 PM

M5. WONG highlighted a second contractor, Doyon Associ ated that
is helping ExxonMobil build their pipeline. They are building
upon the work they did in installing approximtely 2,300
vertical support nenbers between Badam and Pt. Thonson. Just a
coupl e of weeks ago at peak, Doyon had about 315 people working
on the pipeline scope. ExxonMbil is anticipating by the end of
this nmonth that the 22-mile 12-inch export pipeline will be
conpl eted; that includes 27 mles of ice pads along the pipeline
route. Al the double joining work for this pipeline was
conpleted in the last few nmonths in Fairbanks by Flow Line,
anot her Al askan conpany.

M5. WONG highlighted a third conmpany, Pacific R m Logistics
(PRL) that is their main logistics provider at Pt. Thonson; they
manage the flow of people, material, and equi pnent. PRL has seen
tremendous grow h over the |ast few years and has 120 people at
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site and 200 nore working for their sub-contractors, of which 95
percent are Al askan.

She said that last Saturday she attended the open house for
PRL's new facility in Kenai that conmbined with remarks from the
Ket chi kan Visitor's Bureau, showed how their work on the North
Sl ope is inpacting the whole state.

As ExxonMbil conpletes the infrastructure and the pipeline
work, they wll transition to focus on installing the gas
processing facilities. Another Al askan conpany, CHZM H Il wll
begin to nmobilize and install the flow lines from the well heads
to the facility. They wll also do the facility nodule
installation in 2015 (in previous graphics).

Morris Engineering based in Juneau provided the design and
construction oversight services for all the construction of
their airstrip, M. Whng said, and Builders Choice |ncorporated
out of the Matanuska Susitna Valley constructed their Pt
Thonmson permanent operations canp, which currently houses 200
people and will be the long term housing for the operations
team Builders Choice has expanded to over 300 enployees wth
operations in the Dakotas, as well.

5:04: 29 PM

At peak manpower, that happened just a couple of weeks ago at
central pad on the North Slope, they had nore than 729
positions; a lot of those positions are rotational. Statew de
they have about 1,200 positions of which 85 percent are
Al askans; they use 92 conpanies of which 73 are Al askan.

In sunmary, Ms. Wong said, she had showed them the progress nade
at Pt. Thonson to conplete the infrastructure m |l estones needed
for first oi | into TAPS by early 2016. Through this
i nfrastructure, t hey are maki ng i nvest ment t oward
commerci alization of the gas, and through the support and hard
work of all of their contractors it is clear that Pt. Thonson is
an Al askan project, built by Al askans, for the benefit of
Al aska.

SENATOR FRENCH commented that his tour of Pt. Thonson was one of
the highlights of 2013. The noney that is being spent is
i npressive and the attention to safety is as high as he has seen
in his tinme on the North Sl ope.

SENATOR M CCICHE asked what the ultimte hopes are for Pt.
Thonson.
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M5. WONG answered that because SB 21 passed it provides fiscal
stability the industry needs for future phases at Pt. Thonson
and ot her Al askan opportunities. ExxonMbil has done sonme of the
pre-investnment as the pipeline is designed for up to 70,000
barrels per day (BPD), and that is the hope. The prize is to be
able to produce 8 tcf of gas, enough energy to heat all hones in
Al aska for nore than 88 years.

SENATOR M CCI CHE sai d he appreci ated her testinony.

CHAIR 4G ESSEL thanked her and then welconed Frank Paskvan to
comment for BP Al aska.

5:07:39 PM
FRANK PASKVAN, Al aska Technol ogy Manager, BP Exploration Al aska
Inc., Fairbanks, Alaska, related that he had been doing

reservoir engineering and oil field devel opnent planning for 29
years. He was born and raised in Fairbanks and went to the
University of Alaska for a petroleum engineering degree and is
on the University Foundation Board of Trustees and the College
of Engineering and M nes Advisory Board. His report was based on
a snapshot of their plans, which are subject to change fromtine
to tinme.

BP is actively investing on the North Slope oil fields; they are
acquiring new seismc data in the Northern Prudhoe Bay field and
are adding 2 new rigs which will bring on 200 new jobs and $1
billion over 5 years. They are currently operating seven rigs on
the North Slope and that will bring it up to 9. In addition to
the rigs, BP is investing in new developnment technol ogy
conpl etions, which will help advance their developnments in the
challenging oil fields Iike the Sag Ri ver resource.

MR. PASKVAN said BP had started developnent drilling in MIlne
Point in 2014 and are in the appraise and select phase of
engi neering for the Wst End of Prudhoe Bay with has potenti al
startup in 2018, a $3 billion investnent, with peak production
estimated at 40,000 BPD. In addition to the new facilities, they
are also making major facility investnents commtted to safe and
sust ai nabl e operations. For exanple, the turnarounds in 2014 are
a substantial piece of work; they are enploying 700 people on
the North Slope to deliver that work, which took two years to
plan for. An exanple of that would be the GC2 nodule built at
Nana's Big Lake facility (79 jobs at $13.5 nmillion with a
potential of 2,000 BPD).
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5:10: 50 PM

All in all BP's capital investnent increased in 2014 by 25
percent to $1.2 billion. This includes a 40 percent increase in
capital spend for activities that increase oil production,
namely drilling well work and maj or projects.

Slide 3 showed the Prudhoe Bay and MIne Point Units where nost
of his discussions today centered. They are acquiring seismc
data in the Northern Prudhoe Bay offshore area this summer
foll owed by an onshore program this winter. He said BP operates
over 1,600 wells wthin the Prudhoe Bay footprint and keeps
seven drilling rigs running there 24/7/365. He said they also
have a drilling rig restarting the devel opnent at M| ne Point.

5:11:59 PM

MR. PASKVAN explained that seismc data is kind of Iike an
ultrasound inage; it lets them inage and renotely assess the
potential oil field drilling locations. It takes a few years to
go from the data acquisition through the processing,
interpretation, and devel opnment planning stages before actually
starting the developnment drilling that follows fromthat.

The first well based on the 2014/15 data acquisition my be
starting in 2017. The seismc acquisition should involve 150
jobs and around $178 million in spend, and inmage across four
different production horizons, which have about 55 mnmillion
barrel s of resource potential.

He explained that the Prudhoe Bay fields are close to the
shoreline; some are onshore and extend into the near shore
region. So, the seismc survey acquisition plan, therefore, is
both an onshore and an of fshore program The offshore part uses
boats for deeper water and an "Arctos vehicle" for the shall ower
water. BP wll acquire 190 square mles of offshore data this
sumer and around 220 square nmiles during the winter season to
i mage the area accurately enough to enable precise well planning
and devel opnent assessnents.

5:13: 47 PM

MR. PASKVAN said the drilling and well operations are one of the
nost visible and significant areas of investnent and that BP
operates a fleet of well-service equipnent with which they
perform over 500 rate-inproving jobs per year in those 1,600
wells. Two of their seven rigs are workover rigs, which are used
to repair and maintain existing wells, and two coil tubing
drilling wells, an Al aska devel oped and natured technol ogy that
consists of a continuous coil of steel tubing which can be nore
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than 15,000 feet Ilong that goes down through the existing
wel | bore and drills to a new target that can be up to a half
mle away fromthe parent wellbore. It's a very efficient way of
accessing targets and inproving oil rate fromwthin the |egacy
field.

BP has three rotary drilling rigs, which drill new wells from
the surface, or they can drill side tracks simlar to the coi

tube drilling process. Wth this fleet in 2014, BP plans to
drill up to 61 new targets and work over 61 new wells. They have

started up three new rotary rigs since 2011, rigs that were
built specifically to neet the North Slope needs, and they are
pl anning for another two big rotary wells, which would bring
themup to nine rigs. These new rigs would involve 200 jobs and
$1 billion of investnent over five years, and wll take their
rig level fromthe five rigs in 2012 to nine.

MR. PASKVAN said the logistics of this operation are enornous.
One exanple of this is that the roads have to be specifically
built for the size and weight of the drilling rigs. Substantia
investnments are being nade in road upgrades this year to nore
easily and efficiently nove rigs around both sunmer and w nter.

5:15:51 PM

He said BP had started developnent drilling at MIne Point and
has finished four wells, is going on the fifth, and has two nore
pl anned. They plan simlar levels of drilling for the next

several years. He noted that the last new wells were drilled in
2011, so that activity is picking up there.

5:16: 40 PM

In the West End of the Prudhoe Bay field BP is working hard on
the select stage phase of the project. This nmeans they are doing
the engineering that is needed to nmake the best investnent
choices that will enable them to manage production for the |ong
termon the West End. He showed on slide 6 an inmage of iPad, the
first new pad in Prudhoe Bay in nore than a decade. It would add
production to two other existing well pads that were shown in
t he upper right hand side of the image. Plus they are optim zing
their facilities by increasing flow line capacity and adding
other surface facility equipnent. This would collectively add
over 100 new wells in the Wst End of Prudhoe Bay and about 200
mllion nore BPO Wst End's potential startup in 2018 with $3

billion of investnent would bring on an estimated 40,000
BPQ day.
5:17:50 PM
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Another very big activity in Prudhoe Bay this year is their
pl anned facility shut downs (turnarounds), which start in July
and are expected to last between 30 to 50 days depending on the
facility. These are nmaintenance and system upgrade projects in
three major facilities: the biggest being the Central Gas
Facility, Flow Station 3 and Gathering Center 2

VR. PASKVAN  expl ai ned that these operations are well
choreographed and took over two years of planning. They wll
have 700 people in the field in and around those facilities; the
operation is managed so to get the work executed in the m ninmm
anount of time to mnimze the production inpacts and get it
done safely. The kinds of wrk they are doing during this
operation are refurbishing aging conpressors, naking process and
safety inprovenents, repairing heating exchangers, and replacing
old valves to set these facilities up for long-term snooth-
runni ng operations.

He explained how |aser point cloud is used to generate inmages
for super accurate neasurenents. The facility is scanned before
doing any design work to very accurately position all of the
equi prent . Before cutting into any pipes or doing any
fabrication or design work, they get that accurate scan and
ensure a perfect fit for the new repl acenent equi prment.

MR. PASKVAN summarized that taken together, BP's capita
i nvestment has increased 25 percent for 2014 to $1.2 billion;
this includes a 40 percent increase in capital for rate-adding
activities.

SENATOR DYSON asked if they are getting into sone heavier oi
the farther west they go.

MR. PASKVAN answered yes, and those are being evaluated;
engineering analysis is being done for the heavy oil. In
particular, they learned the heavy oil Chops Pilot at MlIlne
Point S Pad is definitely ongoing to have technical and
commercial challenges, nostly because of the artificial [lift.
This is when a rotating rod runs from a surface drive through
the well. However, that abrasive novenent with netal on neta
rapidly wore holes in the side of the tubing, which was very
expensive to replace. So studies are being done to inprove the
run life.

SENATOR DYSON renmar ked that he was encour aged.

MR. PASKVAN added, "So are we."
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5:21: 53 PM
SENATOR FRENCH went to slide 5 and asked which investnents woul d
not be econom cal to nake under ACES.

MR. PASKVAN said that really sits within a different wheel house,
but as an observer, he could say they are nobving ahead wth
t hose devel opnents now.

5:22: 59 PM
SENATOR M CCICHE asked if their increased investnent happened
because of SB 21, and wll it be somewhat retracted if the

investnent climate is | ess favorabl e.

MR. PASKVAN responded that the increased investnent is real.
They are actively planning on getting ready for this equipnment.
But a change in the business climte would cause them and their
co-owners in the ventures to go back and relook at everything
under whatever the changes m ght be.

SENATOR M CClI CHE asked how he would conpare this rig count to
t he days when Al aska had very heal thy exploration.

MR. PASKVAN replied that it's on a par, at least within BP
operated assets, with running 11 rigs in 2006.

5:25:54 PM

CHAIR G ESSEL, finding no further questions, thanked everyone
for their presentations and adjourned the Senate Resources
Conmttee nmeeting at 5:25 p.m
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