HOUSE FI NANCE COW TTEE

April 1, 2016
2:00 p.m

2:00: 25 PM
CALL TO ORDER
Co-Chair Thonpson called the House Finance Conmittee
nmeeting to order at 2:00 p. m
VEMBERS PRESENT
Representati ve Mark Neuman, Co-Chair
Representati ve Steve Thonpson, Co-Chair
Representati ve Dan Saddl er, Vice-Chair
Representati ve Bryce Edgnon
Representative Les Gara
Representative Lynn Gattis
Representative David Guttenberg
Representative Scott Kawasaki
Representati ve Cat hy Minoz
Representative Lance Pruitt
Representative Tanme W/ son
VEVMBERS ABSENT
None
ALSO PRESENT
Kara Moriarty, President and Chief Executive Oficer,
Alaska Q| and (Gas Associ ation; Scott  Jepsen, Vi ce
President, External Affairs, ConocoPhillips; Paul Rusch,
Vi ce President Fi nance, ConocoPhillips; Dan Seckers, Tax
Counsel, ExxonMobil; Joe Reese, Senior Tax WMnager, BP;
Dave W/ kins, Senior Vice President of Alaska, Hilcorp; J.
Patrick Foley, Senior Vice President of Al aska Operations,

Cael us;
Otiz.
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HB 247 was HEARD and HELD in committee for
further consideration.

| ndustry Testinony: Alaska Ol & Gas Association (AC&),
ConocoPhi | I'i ps, Exxon, BP, Hilcorp, Caelus Energy Al aska

Co- Chair Thonpson relayed the agenda for the day. He asked
Ms. Moriarty to approach the table.

2:03: 09 PM

#hb247

HOUSE BI LL NO. 247
"An Act relating to confidential information status
and public record status of information in the

possession of the Departnent of Revenue; relating to
interest applicable to delinquent tax; relating to
disclosure of oil and gas production tax credit
information; relating to refunds for the gas storage
facility tax credit, the liquefied natural gas storage
facility tax credit, and the qualified in-state oil
refinery infrastructure expenditures tax «credit;
relating to the mninum tax for certain oil and gas
production; relating to the mninum tax calculation
for nmonthly installnment paynents of estimted tax;
relating to interest on nonthly installnent paynents
of estimted tax; relating to limtations for the
application of tax credits; relating to oil and gas
production tax <credits for certain |osses and
expendi t ur es; relating to [imtations for
nontransferable oil and gas production tax credits
based on oil production and the alternative tax credit
for oil and gas exploration; relating to purchase of

tax credit certificates from the oil and gas tax
credit fund; relating to a mninmum for gross value at
t he poi nt of producti on; relating to | ease
expenditures and tax credits for nmunicipal entities;
addi ng a definition for "qualified capi tal
expenditure”; adding a definition for "outstanding
liability to the state"; repealing oil and gas
expl oration I ncentive credits; repeal i ng t he
l[imtation on the application of credits against tax
liability for |ease expenditures incurred before

January 1, 2011; repealing provisions related to the
monthly installment paynents for estinmated tax for oil
and gas produced before January 1, 2014; repealing the
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oil and gas production tax «credit for qualified
capital expenditures and certain well expenditures;
repeal i ng t he cal cul ation for certain | ease
expenditures applicable before January 1, 2011; naking
conform ng anmendnments; and providing for an effective
date."

Al ndustry Testinony: Alaska Ol & Gas Association (ACRA),
ConocoPhi I I'i ps, Exxon, BP, Hilcorp, Caelus Energy Al aska

Representative WIson asked if testinony would be based on
t he House Resources version of the bill or the governor's
bill.

Co- Chair Thonpson thought there mght be a conbination of
both. He directed industry to provide clarification in
their testinony.

KARA MORI ARTY, PRESI DENT AND CH EF EXECUTIVE OFFI CER,
ALASKA O L AND GAS ASSOCI ATION, indicated that the majority
of her comments were based on the commttee substitute from
the House Resources conmittee. She relayed that she would
be referencing the governor's bill version in certain
places in her testinony. She read from a prepared
st at enent :

"Good Afternoon, Co-Chairs Thonpson and Neuman, and
menbers of the Conmttee. For the record, ny nanme is
Kara Moriarty and |'m the President/CEO of the Al aska
Ol and Gas Association, comonly referred to as
“ ACGA” .

AOGA is a professional trade associati on whose m ssion
is to foster the long-term viability of the oil and
gas industry in Alaska for the benefit of all
Al askans. Thank you for the opportunity to testify
today on Commttee Substitute (CS) for House Bill 247,
Governor Wal ker’s oil and gas tax proposal.

Al though | am here on behalf of a varied and diverse
group of conpanies, ny testinony today represents the
t houghts and sentinments of each and every nenber. On
matters related to tax, AOGA requires unaninbus
consent on testinony.

There is no denying it — as legislators you have a
tremendous challenge in these economc tinmes. And
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whet her you want to believe it or not, the reality is,
the oil and gas industry is facing simlar challenges.
Loss of revenue. Cutting budgets. Laying people off.

Even in the face of these Ilow prices, industry
recogni zes the value of investnent and jobs to Al aska
and we are doing our part to sustain what we can in
this tough environnent - weather the storns and
continue operating at a loss in the interest of |onger
term sustainability. Do not make it harder for us to
sustain Alaska’s econony and jobs by adding additiona
costs and nore econom ¢ hardship. "

Ms. Moriarty turned to slide 2: "Gl & Gas Drives Al aska's
Econony." She read from her prepared statenent:

"Alaska’s oil and gas industry fuels our state’'s

econony. No other industry cones even cl ose.

e« 1/3 of all jobs in Alaska are attributed to the oi
and gas industry. Over 110,000 j obs.

 For =every direct job created by the conpanies
expl oring, producing, transporting, and refining oil
and gas in Alaska — 20 nore private and public
sector jobs are created.

e For every dollar in wage created by industry, $8
additional dollars in wages are creat ed.

e And, even though oil and gas revenue constitute 66%
of the state’'s wunrestricted revenue due to |ow
prices, for FY2017, 2/3 of the state's revenue wll
be fromone industry.

* In addition to state revenue, last year, the
industry paid $447 mllion in property taxes to
| ocal governnents.

e What other industry or individual Al askans are
currently contributing 2/3 or have contributed so
much to the state’s budget and |ocal governnments?
None. No one cones close. Qur detractors nay not
like it, but the fact is, the oil and gas industry
has been part of the solution and is currently
contributing a significant share to the state’s
budget . "

2:06: 01 PM
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Ms. Moriarty advanced to slide 3: "Questions to ask when
considering policy change."” She continued to read from a
prepared statenent:

"The industry and the state have a |ong standing,
mutual Iy beneficial partnership, but we are businesses
who respond to the policies you make. So, as you

deli berate changing oil taxes, again, please ask

yoursel f these four questions:

1) WIIl this policy change create nore production in
Al aska?

2) WII this policy change make Al aska nore or |ess

conpetitive on a gl obal scale?

3) WII this policy provide stability to the state of
Al aska and to the industry?

4) WIIl this policy provide predictability?"

Ms. Moriarty continued her statenment on slide 4: "Al aska
Ol and Gas Tax Policy Changed 5 tinmes in a decade"

"The House Resources Conmittee spent over 40 hours
hearing testinony from the Adm nistration, |egislative
expert consultants, and industry on the Governor’s
pr oposal . As a result, the Resources Conmittee
realized the detrinental effects of many of the
original provisions of HB 247, including the $25
mllion cap on refundable credits, the zeroing out of
tax credits in the Cook Inlet and mddle earth, and
the increase and hardening of the floor for m ninum
tax. Wiile this inproved the CS, the CS neverthel ess

is concerning to industry, in part, as it would
represent the 6th major change in tax policy in 11
years.

Two weeks ago, | was on the phone wth Jany
Rosenfield, the Senior Vice President of IHS - a

global consulting firm and co-founder of CERA wth
world renowned and best-selling author, Dr. Daniel
Yergin. W were discussing the global downturn and the
econonm ¢ challenges facing the oil and gas industry
across the globe. Wen | told him that the state of
Al aska was considering a tax increase and elimnation
of key incentives, his response was shock and
di sbelief. He was shocked that a state so dependent on
the industry would actually consider increasing taxes
in this price environnent.
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As your legislative consultant has said, and wll
likely testify to later today, he is not aware of any
other region that has considered so many tax changes
in the past decade."

Ms. Moriarty discussed slide 5: "If DOR forecasts hold for
FY 2016, production will increase for the first tinme since
2002." She provided her statenent:

"Objectives like stability and predictability can be
subj ective, | understand that. However, production is
production. W either have it or we don't. It won't
matter if prices go back up to $60 or $80 or $100 per
barrel if production goes back to the decline rates of

t he past.

So - what has happened to production in the current
fiscal systen? If the state’'s forecast holds for the
next three nonths, FY16 will see the first increase in
production since 2002. But — you cannot just |ook at

production today. It’s also inportant to |ook forward
and consider what the inpact of today’'s investnents
will have on future production. The black line is
hi storical production in Alaska for the |ast decade
the red line is the forecast from Decenber 2013, after
we started the current fiscal regine, and the blue
line is the forecast fromjust |ast week.

If you look at the chart to the right, to the year
2020, and conpare this year's forecast to the forecast
released in the fall of 2013 you wll notice that
after just over two years in our current system the
Department of Revenue is forecasting over 50,000
barrels per day nore than what they were forecasting
in 2013. To provide further context, the spring price
forecast is $50/barrel less for 2020 than it was in
the 2013 forecast. Think about that: Even with the
much |l ower price forecast, the production forecast is
still over 50,000 barrels per day nore four years from
NOW.

There has been a lot of conversation about “new oil”
or oil that qualifies for the gross value reduction or
“GVR'. The very purpose of the GV/R was to |lower the
effective tax rate on new oil as a way to incentivize
nore production. It was designed for the new oil to
pay a bit less in tax as an incentive, and it’'s
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wor ki ng, but it’s inportant to point out that
according to DOR's own estimates, the lion’s share of

our future production will continue to cone from the
| egacy fields that do not qualify for this additiona
incentive. Industry will be paying current tax rates

on 91-92% of the future production for at |east the
next 15 years."”

2: 09: 59 PM

Ms. Moriarty scrolled to slide 6: "Unprecedented Low QO
Price":

"The industry, just Iike the State of Alaska, 1is
experiencing the repercussions of an wunprecedented
drop in oil prices. Prices today are the |owest we ve
seen in nore than a decade. In less than two years,
the industry has experienced a 70% drop in oil prices.
You are well aware of the inpact this has had on the
State of Alaska s revenues. The State has historically
received 85-90% of its revenue from oil. As
significant as that is, it’s inportant to recognize
that the industry receives 100% of its revenue based
on the market prices for what it produces. As ny
friends in other industries wll tell you, we are
price takers, we are not price nakers."

Ms. Moriarty continued to slide 7: "Conpani es Have Negative
Cash Flow. " She continued with her prepared presentation:

"Invariably, conpanies are forced to operate despite
the current oil price environnment, and in doing so,
the oil and gas industry is <currently cash flow
negati ve, meaning, we are not collecting enough
revenue each day (represented by the green |ine which
represents oil price) to pay our bills (represented by
the blue line).

When businesses do not have enough cash flow to pay
their expenses, it results in cut backs. The oil and
gas industry is no different. W have seen a dramatic
increase in project delays, deferrals, and rigs going
idle. Most painfully, Al askans have |ost jobs, and not
just 40 or 50 of them Individual conpanies can give
you their specific job loss nunbers, but from June
2015 to June 2016, there wll be over 1,000 fewer
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direct enployees of the oil and gas industry. This
nunber does not include the multiplier effect.”

Ms. Moriarty turned to slide 8: "At «current prices,
i ndustry has negative cash flow before tax":

"To add insult to injury, Alaska has been and
continues to be, a high cost environment. Hi gh costs
make it even nore difficult to navigate during this
unprecedented |ow price environnment. According to the
Departnment of Revenue's Spring Sources Book, (page 10
specifically), the estinmated average cost of producing
a barrel of oil on the North Slope and getting it to
mar ket — before a conpany pays even one penny of tax -
is $50/ barrel .

Yet despite this, here we are, testifying about
| egislation to add costs for industry.

Let me be very clear: if additional taxes are |levied
on the industry, either in the form of increasing the
mninmum tax, hardening the mninmum tax floor or
elimnating tax credits, there wll be less oi
production and fewer jobs.

It is really quite sinple. Industry is cash negative.
They don’t have any nore noney to give for increased
costs from governnment. Some conpanies nay already be
burni ng through savings to pay for operations, and the
reserves are not unlimted."

2:13: 23 PM

Ms. Moriarty explained slide 9: "Admnistration Goal is to
Rai se Money." She continued with her statenent:

"As | nentioned earlier, the Admnistration’s proposa
represents the sixth nmajor tax change in the last 11
years. Prior changes cane from unprecedented high oil
prices, or ainmed to incentivize developnent in the
state and nake Al aska nore conpetitive.

However, the notivation behind this current proposal
is not to increase production, nmake Alaska nore
conpetitive or create stability or predictability.
Rather, it is purely driven by the state’s desire for
nore noney, NOW.
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Rai si ng taxes when prices go up, and then raising them
again when prices go down, undercuts stability and
predictability. The Admnistration acknow edges the
industry is suffering tough economc times; in fact,
according to their testinmony, if prices average around
$40/ barrel for 2016, the industry wll suffer just
over an $800 million “loss” in the state of Al aska.
That is a staggering nunber. |It’'s remarkable that
serious considerations are being nade to increase
taxes on the state’s largest private sector econonic
driver when that industry is facing a staggering
downt urn. "

Ms. Moriarty discussed slide 10: "Specific Concerns wth
CSHB 247." She rel ayed her statenent:

As | also nentioned earlier, the House Resources
Commttee Substitute does not have the sane |evel of
inpact as the Governor’s original proposal. But it
still causes industry concern.

AOCGA supports the current law with sinple interest for
overpaid and/or underpaid taxes. It is appropriate in
light of the lengthy statute of Iimtations which
gives the Departnment of Revenue six years to audit a
conpany’s production tax. Conpounding the interest
over a 6 year period, even at the current rate, would
add nore than 25% of the bill before the audit is
done.

Today is April 1, 15 days to tax day. Can you i magi ne
filing your taxes, utilizing your best interpretation
of the tax code, and 1 - 2 - 3 - 4 - 5 — 6 years
|ater, the IRS conmes back and says, |'’m sorry, we have
finally finished auditing your taxes, and not only do
you have to pay the tax bill, you have to pay
conmpounded interest on top it. This is the situation
industry currently faces wth this proposal. There
could be likely scenarios where the interest paynent
is more than the actual tax bill.

Anot her maj or concern relates to a so-called
“l oophole” in calculating a net operating |oss (NO.)
tax credit.

NCL tax credits are utilized both on the North Sl ope
and Cook Inlet and were established in part to help
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|l evel the playing field for new conmpanies trying to
get a foothold in Alaska. The NOLs arise before these
conpani es have enough production to cover their costs,
and the credit allows them to realize a benefit from
their | ease expenditures by getting tax-credit
certificates for them

For conpanies who qualify for the gross value
reduction, being able to wuse that reduction in
determining their NOL is a significant factor in their
project economcs. Losing the ability to use it wll
result in a tax increase for the very conpanies that
policy nakers wanted to attract to Al aska.

Yet anot her disincentive for future investnent is the
setting of arbitrary limts on credits of any dollar

anount per conpany, especially when even the
“smal | est” of projects range in the $500 million - $1
billion range. Elimnating or discouraging cash

rebates for conpanies that may not yet have production
or profits, would di sadvantage new conpani es that have
invested here in good faith based on the tax policy in
pl ace when the investnments were commtted.

Phasing out and elimnating two inportant credits for
Cook Inlet and “mddle earth” is also dangerous. Sone
argue those credits are no |onger necessary, but they
have attracted new conpanies here, and production has
i ncreased. Some conpanies have already entered into
contracts and nmade large financial commtnents for

spending over at |east the next year. Abruptly
term nating or changing those credits after the fact
will not attract these types of investnents in the
future.

The House Resources CS also creates a working group to
specifically focus on Cook Inlet. This group, in
addition to the Gl and Gas Conpetitive Review Board,
signals to industry that even if changes are nmade this
session, that additional changes are conming. Once
again, the State will be | ooking at making a change to
the fiscal system signaling to investors that the
state fiscal reginme is not be stable or predictable.

The proposed revisions in Section 17 of CSHB 247

define “outstanding liability to the state” broadly as
“an anmount of tax, interest, penalty, fee, rental,
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royalty, or other charge for which the state has
issued a demand for paynment that has not been paid

when due and, if <contested, has not been finally
resolved against the state.” Even though the House
Resources CS does try to mnimze the inpact of this
“outstanding liability” section, it still creates

uncertainty for conpanies when trying to detern ne
econom cs of a project.

Finally, retroactively appl yi ng regul ati ons is
concer ni ng and Wil agai n, cause addi ti ona
instability."

2:19:43 PM

Ms. Moriarty noved to slide 11: "Any change wll have a
negative inpact on industry.” She finished reading her
prepared statenent:

"Whet her or not the production tax is raised, the oil
and gas industry wll still be the |argest annual
contributor to state governnent by far.

The oil and gas industry wll contribute 7.5 tines
nore than the Governor’s proposed incone tax, 50 tines
nore than the proposed revenue from mning, and 37
times nore than from conmercial fishing.

In this environnent some conpanies may find thensel ves
in the position of borrowing noney just to keep the
doors open for business. W cannot enphasize enough
any increase in cost wll have a serious negative
i npact on industry and Al aska.

The industry is not before you today asking for tax
relief while we struggle though extraordinarily |ow
prices. W do ask, however, at this trying tine, you
do no harm™"

Ms. Moriarty concluded her presentation and nade herself
avai |l abl e for questions.

Representative WIson asked why other states did not offer

refundable tax «credits. It was her understanding that
Al aska was the only state to offer cash
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Ms. Moriarty recommended that Representative WIson direct
her question to the legislature's consultant. She thought
he had better know edge of different systens than she did.
She believed Al aska was one of the few states that had a
net tax system- credits were inherent of a net tax system

2:21:17 PM

Representative Gara nentioned that when he heard from his
constituents they recognized the fiscal gap and nost
t hought that everyone needed to step and contribute what
they could. He nmentioned two sets of fields on the North
Sl ope: those that paid a lower tax (Goss value reduction
fields - fields after 2002 and all future fields), and
those fields before 2002. He stated that according to the
Departnment of Revenue over the long term the gross value
reduction fields (GVR) fields paid no production tax at all
- a net zero production tax until the prices reached over
$73 per barrel of oil. They were not subject to the m ninum
tax floor and paid no production taxes. However, the state
was providing credits and the industry was asking that the
credits be mintained. He wondered if, from the state's
perspective of wanting nore revenue at higher prices, the
i ndustry should step up to the plate reconsidering the net
zero production tax rate.

Ms. Moriarty relayed that the state set the policy and the
i ndustry responded. The policy was set for the GVR because
the state wanted additional new oil production. The
i ndustry responded and nore production could be seen in
smaller fields. She believed that in Jlooking at the
forecast, 91 percent of the state's production in the
following 15 years would cone from the |legacy fields (the
fields that did not receive the GVR). For Alaska Ol and
Gas Association (AOCGA) it was a matter of policy. If the

state wanted incentives to get new oil, the association
woul d respond to the state's policy. If the state decided
to roll it back, the conpanies would respond. She added

that in |looking at the entire system rather than focusing
in on one conponent, the state was collecting revenues from
8 to 9 percent of production from the GVR fields. Royalty
went up as prices went up. Incone tax would theoretically
go up because of a higher income tax as prices went up.
Property taxes would also clinb. The association would
respond to policy if the legislature decided to change it.

2:24: 13 PM
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Representative Gara understood the current policy. He asked
if she thought it was fair for the state to have a net zero
production tax up to $73 per barrel of oil for the post
2002 and new fi el ds.

Ms. Moriarty asserted that the state determned its policy
and ACGA only responded to it. If the |egislature thought
the policy was unfair then the l|legislature would need to
change it. She added that if the state wanted to have GVR
oil to account for the 8 to 9 percent, there would be
conpanies testifying in the current neeting that were part
of the GVR oil that could talk nore directly about
fairness. Speaking for the industry collectively, she
responded that if the legislature did not think the policy
was fair it should change it. She reiterated that AOCGA
woul d just respond to the policy rather than commenting on
whet her it was equitable.

Representative Gara understood that raising taxes on oil
field conpanies was not very sensible at a tinme when
conpanies were losing noney with the price of oil at $20
per barrel. The mninum tax of 4 percent (an energency tax
of sorts) for the larger fields applied up to $76 per
barrel. At the Prudhoe Bay, Kuparuk, and Alpine fields
conpani es would only be paying a mninmum oil production tax
of 4 percent. He wondered if M. Mriarty thought it was
fair for the legislature to revisit the taxes for the
| arger fields.

Ms. Moriarty answered that the State of Alaska decided to
adopt a net tax system The state was taxing on the
economcs of the applicable fields. She explained that
costs were very high in those fields. Producers were cash
negative with the current price of oil and would continue
to be so for a while. She furthered that the floor was put
in place to protect the state when oil prices went down.
Wthout the floor in place today the state would actually
be collecting even |less revenue. She enphasized that the
conpani es that AOGA represented were cash negative. The net
tax was designed to tax on the economcs and, the fact
remai ned that presently the producers were | o0sing noney.

Representative Gara did not nmean the current day. He neant

when prices adjusted to the $50 or $60 per barrel |evel and
above when conpanies were naking noney. He asked if she
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thought it was fair for the state to keep the 4 percent tax
in place up to $76 per barrel for the larger fields.

Ms. Moriarty responded that she was not going to comrent on
whet her the state's policies were fair. Alaska G| and Gas
Association was responding to the state's policies. The
state had a net tax in place. It took the specified price
to make a profit (if that was Representative Gara's
assunption at $70 or $76 price per barrel). The |aw stated
that producers had to pay "the greater of" anount versus
the price of oil mnus the cost of transportation, m nus
deducti bl e expenses (producers had additional expenses that
were not deductible). Once a calculation was done the
producers were required to pay the higher nunber.

2:28: 00 PM

Representative Gara nentioned that she had gone through her
predictions of production anticipating it to be down bel ow
400,000 barrels in a few years under the existing system
and the forecast. He was aware that fields were com ng
online since the law was changed. He noted the CD5 field

but the announcenent of the field com ng online cane before
the | aw was changed. Point Thonpson was com ng online but
was based on a settlenent achieved in 2012 prior to the |aw
changi ng. There were other fields, Mose' s Tooth and Bear's
Tooth, which were being invested in before 2013. He
wondered if there were any fields where investnent had not
started prior to the tax | aw changi ng.

Ms. Moriarty relayed that about 91 to 92 percent of
production was coming from the legacy fields. Al of the
fields were in place and investnents were made in previous
tax fiscal systenms such as Alaska’s Cear and Equitable
Share (ACES), Alaska Petroleum Profits Tax (PPT), or Mbore
Al aska Production Act (MAPA) - the current tax structure
Prior investments were inpacting production, which wthout
them the state would be currently in a nore serious
financial strait than if the state was at the historic 6 to
8 percent decline. She explained that in terms of
production it was necessary to look at investnents being
made currently and how they m ght inpact production in the
future. Since the passage of SB 21 [legislation passed in
2013 relating to oil and gas production tax] the industry
had invested alnpbst $5 billion above and beyond what had
been invested in prior years. The inpact of investnent
m ght not be realized yet. However, if the state wanted to
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raise taxes on an industry that was 1losing noney she
guaranteed that the investnents would decrease and
production and jobs woul d be negatively inpacted.

Representative Gara clarified that he was asking questions
about taxes when conpani es were nmaking profits.

Vice-Chair Saddler asked if the state was paying the oil
industry to take oil out of the state.

Ms. Moriarty responded in the negative. She added that the
producers had to nmake investnents before they could apply
for any credits. She provided an anal ogous situation. The
state was not paying producers. Producers were |easing the
property from the state, producing oil and gas from those
properties, and after they made investnments they were able
to apply for sonme level of credit based on the system the
state had in place.

2:31: 22 PM

Vice-Chair Saddler asked if the state was paying the oil
i ndustry to give away Al aska's oil.

Ms. Moriarty responded in the negative. The state was
paying the industry «credit that producers earned by
investing noney, then applying for credits according to
statute.

Vi ce-Chair Saddler asked Ms. Mriarty about other sources
of income to the state that accrue from oil production in
addition to production tax.

Ms. Moriarty relayed that the oil and gas industry paid the
state four different revenue streans including royalties
(the state's share as the land owner), production taxes (a
net tax based on the econom cs), corporate incone taxes,
and property taxes.

Vi ce-Chair Saddler asked Ms. Miriarty to provide Al askan's
with assurances that |eaving the current tax system in
pl ace was to their benefit.

Ms. Moriarty recognized that it could be a challenging
argunment to make when the state was faced with a severe
budget crisis. She posed the question as to how the state
could afford to pay oil tax credits. Her response was that

House Fi nance Conmmittee 15 04/01/16 2:00 P. M



she was not sure if the state could afford not to pay the
credits. The credits were assuring that the industry was
investing in the future of Alaska. She wondered about a
growh plan for the state, about how Al aska's econony was
going to grow. She nentioned the mning bill and opined
that the mners would tell legislators that one new m ne
could produce nore revenue than the proposed increase in
the mning tax. She supposed the oil and gas industry was
really no different. The oil tax credits were a way to
incentivize behavior to make additional investnents and
produce nore oil. If production were to continue to hold
steady and slightly increase over the follow ng couple of
years and prices went up it wuld be a positive thing for
the state. However, if prices went up but production went
down, there may not be a net benefit for the state. Even
t hough there mght be an increase in price there m ght not
be a net benefit if production decreased. It was key for
producers but production went down a net benefit m ght not
occur. For producers keeping the current fiscal system in
pl ace was key to keeping production steady.

Vice-Chair Saddler asked if Ilosses by the industry in
Al aska were being balanced out by business operations
el sewhere in the world.

Ms. Moriarty responded that his questions should be
addressed to specific individual conpanies. She comented
that the price of oil was |ow everywhere. It was not just
low in Al aska. Conpanies were cash negative in Al aska and
were generating |less revenue in other regions. It was also
forcing regions to be nore conpetitive because there was
less investnment dollars available to invest in current
devel opment as well as future devel opnent.

2:35: 00 PM

Vice-Chair Saddler commented on the DOR revised Spring
Revenue Forecast. The forecast indicated that by 2026 the
state would have 217,000 or 277,000 barrels a day in the
pi peline. He wondered if it was a fair decline prediction
assumng there were no other capital investnents nade. He
asked if the industry would continue to produce oil in a
decl i ni ng producti on envi ronnent wi t hout signi ficant
addi ti onal capital expense.

Ms. Moriarty responded that it obviously becanme nore
expensive to produce as production declined. She believed
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all Alaskans should be concerned that producers were
currently operating the pipeline at |ess production than
the original start-up in June 1977. She expl ained that when
Al yeska Pipeline started production it was produci ng about
700, 000 barrels per day. Admral Barrett could confirmthat
there were operational challenges and costs at present at
500,000 barrels per day. For engineers it was an exciting
project. As nodifications arise they cane at a cost.

Vi ce-Chair Saddler noted that the nodels seenmed to predict
the effect of the tax credits infinitely wthout
accomodat i ng practical considerations.

Representative Pruitt asked if she had any know edge of any
other existing tax regime for which one of AOCGA s nenber
conpani es operated that was |ooking at increasing taxes in
the current environnent.

Ms. Moriarty thought his questions would be better answered
by the Ilegislature's consultant. She also nentioned a
recent article in the "Econom st"” on the sanme issue. There
were a few regions looking at increasing their tax rates
whet her having to do with production or royalties. She was
aware that sone of her nenber conpanies were operating in
those areas such as in Russia and N geria. However, she was
not aware of any state in the United States or province in
Canada planning to increase their tax rates.

2:38: 05 PM

Representative Pruitt asked Ms. Moriarty if conpanies would
be able to maintain the sane level of investnent and
production wi th increasing taxes.

Ms. Moriarty did not believe AOCGA' s nenber conpanies would
be able to maintain the same |evel of investnent if taxes
were increased or credits were elim nated.

Representative Pruitt asked if M. Mriarty thought that
the current tax policy was focused nore on production or
general fund nonies. Based on her answer to his first
question he wondered if the change the legislature was
contenplating adjusted the focus of the policy of the
st at e.

Ms. Moriarty stated that the current policy was focused on
getting nore oil in the pipeline. It was focused on naking
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Al aska a conpetitive environment while allowing a return to
the state and its citizens. If prices were to return to the
sane levels as when SB 21 was passed the governnent take
woul d be around 62-63 percent. She referred to Governor Jay
Hanmond' s phil osophy of one-third, one-third, and one-
third: one third to the federal governnent, one-third to
state governnment, and one-third to industry. At those
prices, SB 21 achieved that ratio. At current prices the
government take was al nost 100 percent and for sone fields
it was 100 percent. The Alaska QI and Gas Association
noticed the state Jlooking at tax policy from the
perspective of how to achieve nore production, rmaintain
conpetitiveness, mneke the policy sinpler, and one other
conponent . The admnistration stated that i f prices
returned to the $80-%$100 range it might not be having a
conversation about changing the current tax policy. The
adm nistration's focus has been on how to get nore noney in
the current |low price environnent recognizing that the
i ndustry was |osing noney. She opined that a change in tax
policy was nore about state finances rather than getting
nore oil in the pipeline.

2:41:04 PM

Representative Pruitt asked whet her investnents and
production would increase if prices were to go up again,
based on her answers regarding the potential decrease in
i nvestnments.

She coul d not guarantee what conpanies would do when prices
i ncreased. However, it wuld be extrenely difficult to
attract capital back to Alaska if the state raised taxes
when prices went up and raised taxes when prices went down.
Most conpani es woul d have to plead their case to a board of
directors although for sone only one person would need
convincing. The first question from board nenbers would be
whether a conpany made noney in Alaska in the previous
year. The response mght be that at $40 oil the company did
not make noney, but if prices were to go up it mght be
possible to make noney. Questions about taxes m ght ensue
making it nore difficult to argue in favor of further
investnment in Alaska. She noted that the legislature would
be hearing from Cook Inlet producers in the follow ng week.
She relayed that it would be very difficult to get the
jack-up rig back to Alaska in the followwng 5 years or at
all if it were to |eave the inlet
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2:43:46 PM

Representative Quttenberg enphasized that Al aska owned the
resources although he thought that some people attributed
revenue to the oil industry. He pointed out that the
industry obtained |eases for the state's resources. The
state and industry prospered together, rising and falling
together. Alaska had always been a resource extraction
state. Alaska had several different resources including,
furs, fish, tinber, coal, gold, and copper. He thought that
Ms. Moriarty viewed the franmework based on taxes. He saw
credits as the nmeans of driving behavior. He asked her to
speak to direct production resulting from tax credits. He
coomented that he wanted to see production continue in
Prudhoe Bay. He wondered if she could identify credits that
produced nore oil. He nentioned consistently hearing
producers talk about being in Alaska for the long-term
The credits were designed to change behavior. He wondered
if she could expound on when production wuld stop as a
result of tax credits halting.

Ms. Moriarty responded that the commttee would be hearing
from industry participants who would report that their
production was a direct result of the credits. She used
Cook Inlet as an exanple. The production was down to about
8,000 barrels per day. Sonme of the legacy rigs were only
produci ng 600 barrels per day. Legislation that was passed,
often referred to as the Cook Inlet Recovery Act, enticed
conpanies to Al aska. Sone Cook Inlet producers would claim
that the credits were the reason for comng to Al aska.
There had been a 100 percent production increase in Cook
Inlet. There were conpanies like Hilcorp, BlueCrest Energy,
and Furie Operating Alaska who were either producing or
close to production. In the past there have been other
North Slope producers that have invested and have
experienced an increase in production due to the tax
credits. She could not provide each conpany's percentage of
production because of confidentiality issues. However, she
suggested |looking at the fields and the nanes of the
conpani es on the Department of Natural Resources (DNR) area
wi de leasing map and those conpanies had testified in the
past that there had been a direct correlation between the
credits and production.

2:49: 07 PM
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Representative QQuttenberg conmented that Cook Inlet was
very different fromthe North Slope and both were different
from Mddle Earth. He thought that how the credits applied
to Mddle Earth were very inportant because not only were
they inportant for conpanies doing exploration but thought
it was a ganme changer for the state in ternms of the
di versification of supply. He thought it was key to driving
the cost of energy down throughout the state. He believed
there were many benefits in Cook Inlet and in Mddle Earth

He opined that what Doyon Ltd. and Ahtna Inc. were doing
was very inportant as well. He had a very tough tine
hearing that the admnistration <could only provide
aggregated nunbers. Legislators had been told that the
state was paying 85 percent of operating costs. He
cormented that anyone would be investing in Alaska if 85
percent of their costs were being paid. He wanted to
understand the econom cs of each of the industry conpanies
but he was not able to without nore information.

Representative Quttenberg told of receiving an enmail from
Alyeska Pipeline that reported daily production to be
547,000 barrels per day. He understood that the nunber was
not a yearly average but a daily high.

Co- Chair Thonpson thanked Ms. Mriarty and invited Conoco
Phillips to the table.

2:52: 02 PM

SCOrIT JEPSEN, VI CE PRESI DENT, EXTERNAL AFFAI RS
CONOCOPHI LLI PS, appreciated the opportunity to provide its
perspective on the various tax changes being considered. He
addressed a PowerPoint presentation titled "House Finance
Comm ttee: CSBH247" dated April 1, 2016 (copy on file). He
began with his agenda on Slide 2. He relayed that he would
be presenting sonme of the conpany's key concerns with the
original bill, in part, because there had been a great dea
of testinony on the original bill in front of the House
Fi nance Comm ttee.

M. Jepsen turned to slide 3: "Activities Since Tax reform
(MAPA) Passed." Since Mire Al aska Production Act (MAPA) was
passed in 2013 ConocoPhillips had added 2 rigs to its dril

fleet. There was another order in place for 2 additiona

rigs of which one had already been delivered. The second
rig would be delivered later in the current year. Conoco
had already proved and constructed a new drill sight at
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Kuparuk, Drill Site 2S (DS 2S), the first new drill site at
Kuparuk in about 13 years. Once it was fully on stream it
woul d add about 8,000 barrels per day to production from
the field. The cost was about $500 mllion to construct it
and it added about 250 construction jobs while it was being
built.

M. Jepson continued to explain slide 3. He reported that

ConocoPhillips was currently also involved in expanding its
viscous oil operation. It had approved a project called 1H
News - 1H stood for the drill site being devel oped and News

stood for Northeast West Sack. Once the site was on stream
it would add about 8,000 barrels per day, simlar in
magni tude of DS 2S. However, due to the downturn in oil
price CP differed its drilling on the new well. The nodul es
were built and transported to the North Slope. Currently,
the conpany had had to respond to what it saw in the world
econoni ¢ environnent. Conoco Phillips decided to defer the
drilling until the follow ng year and estimated having oil
at the site in 2017.

M. Jepsen reported pursuing new developnents in the
Nat i onal Petrol eum Reserve Alaska (NPRA). The conpany was
pursui ng a devel opnent of Greater Mose's Tooth 1 (GMI1), a
project in which the investnent decision was nade l|late in
the prior year. The project would cost about $900 nillion
to construct and woul d add approxi mat el y 600- 700
construction jobs and would add about 30,000 barrels of oil
per day once it was on stream The first oil was
anticipated in 2018.

M. Jepson furthered that with GWMI1 underway the conpany
was doi ng the engineering and ordering long lead materials.
It was also permtting another new devel opnent referred to
as GV 2. Geater Mose's Tooth 2 (GMI2) was about 9 mles
Sout hwest of GMI1. It was not as far along as GMI 1 in
ternms of engineering and cost estinmating. However, the cost
would be in excess of $1 billion and slightly larger than
Guri. There would Ilikely be 600-700 jobs during the
construction phase.

M. Jepson reported that ConocoPhillips had also been
active in exploration. The conpany drilled 2 exploration
wells in NPRA in 2014, acquired seismc data for GVI1 in
2015, and 3 exploration wells would be drill in 2016 in
NPRA. Two of the three wells were about 9 niles Wst of
Guir2 and the third was being drilled off of the CD5 dril
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site. He noted that one mjor project underway that was
comng on stream at present was CD5. The conpany had
decided to pursue CD5 before SB 21 was passed in |arge part
because it had spent about 10 years trying to obtain the
permts. Everything was in place and a decision had to be
made whether to pursue it. ConocoPhillips elected to go
ahead wth the project because of all of the other
investnments that had been nade in trying to get the permts
in place. Also the conpany had hoped there would be a
change in oil taxes away from Al aska' s Cear and Equitable
Share (ACES) to sonmething nore reasonable based on the
recent discussions that had been in play.

2:56: 23 PM

M. Jepsen continued to address slide 3. He pointed to the
activities ConocoPhillips currently had going on in Kuparuk
- it had 5 rigs running. Before the passage of SB 21 the
conpany only had 3 rigs running. Under the current |ow
price environnment in ConocoPhillips' entire Lower-48
operation it had 4 rigs running and anticipated going to 3
rigs in the followng nonth conpared to 5 rigs in Al aska.

Al aska had been differential in terns of its investnent
phi | osophy. He also nentioned that there had been severa

comments made about all the new fields comng on stream
since 2002 or 2003 and qualifying for the GVR

ConocoPhi |l l'i ps added new production at drill sites 2S, 1H
News, and CD5 and had not filed for the GYR on any of the
rel ated production. At drill site 2S and CD5 there was sone

production that could potentially qualify for the GVR but
when it took a look at the requirenents for neasurenent,
the cost, and conpounding it out with the difficulty in
trying to determne how nuch oil cane from an existing pa
and a new pa, the conpany decided not to pursue the GVR for
CD5 or DS 2S.

M. Jepsen continued that regarding 1H News, there was
testinmony on behalf of the state that it thought that the
site would qualify for the GVR but the way the regul ations
were witten the site did not qualify. He enphasized that
there was no GVR production <comng from any of
ConocoPhillips' existing fields and there was no GVR
production in NPRA However, GMI1 would qualify, and it
woul d be nuch easier to isolate the production and prove to
the state where it cane from and that it canme from a new
participating area.
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2:58: 06 PM

M. Jepsen addressed slide 4: "Capital Spending Trends." He
wanted to discuss the present econonmc environnent that
ConocoPhillips was in and conpare it to what it had been in
the past. He pointed to the plot on the bottom left hand
side of the graph representing the steep decline in oil
prices. He suggested conmparing the graph to the bar chart
right above it which tracked the corporation's capital
spending during the same period. He noted that in 2014
ConocoPhi |l I'i ps peaked at about $17 billion of capital spend
and as oil prices dropped the capital spend declined to a
current estimate of about $6.4 billion for 2016 - a drop of
about 63 percent since 2014.

M. Jepsen noved to the right portion of the slide.
Statistics were provided describing what the conpany has
been doing in Alaska. He pointed to the top bar chart
depicting what the conpany has been spending on capital
since 2012. The last year of ACES was 2012. During the
entire time of ACES, from 2007 to 2012, the conpany was

spending about $800 nmillion per year in Alaska. In
testinmony over that period of time the conpany indicated
t hat i f t here was a better i nvest ment climte
ConocoPhillips wuld nmake nore of an investnent. The

conpany stepped up its investnent in 2013, 2014, and 2015.
Some of the spending in 2014 was from CD5 but much of it
was from the drill rigs in place and from new investnents
such as DS 2S and 1H News. Oiginally, the conpany had
announced the capital budget for Alaska in 2016 of about
$1.3 billion. However, due to a steep price drop and in
recognition of being in a negative cash flow position, the
conpany reduced its costs. The conpany reduced its Capex
(capital expenditures) in Alaska to about $1 billion for
2016. He remarked that the investnent renained healthy and
nore than what the conpany was spending during the years of
ACES and nore rigs were running. In terms of discussing
capital, a neasure of how nmany jobs were being created and
how nuch was being invested in new resources, adding oil to
the field really had to do with how nmany rigs were running.
ConocoPhi | I'i ps had managed to keep its rig count high

M. Jepsen noved to the bottom right hand plot which showed
the percentage of ConocoPhillips capital spent in Al aska
Spending had steadily ranped up to the point of where in
2016 the conpany was at about 16 percentage of the
corporation's total Capex. He commented that the trend was
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significantly different in other regions. The change in
capital seen in Alaska was down about 23 percent from where
the conpany had anticipated being at the start of the year.
In many other regions of the corporation it was down much

nore than that. He reenphasized that ConocoPhillips was
still investing differentially in Al aska and in Al aska the
corporation was in excess of $100 nillion negative cash

flow in the previous year. He remarked that it was not a
| ong-term business plan for the conpany but it hoped to
manage through it and hopefully see a return in oil prices.

M. Jepsen advanced to slide 5: "North Slope Investors
Negative at Current Pricing." He thought the slide
summari zed what the industry was currently facing and what
the state was facing. In the range of prices currently at
hand industry was in a negative cash flow position. He
noted that the left hand side of the plot represented cash
flow and that the "X' axis showed ANS West Coast price. The
data used to construct the plot came from the Spring 2016
Revenue Sources Book. The orange blocks estinated state
cash flow, the green represented federal taxes, and the
bl ue showed the producers cash flow The plot did not
include any reinbursable tax credits the state mght pay
back to other producers who were in a non-tax paying
position. The plot represented the free cash flow the state
received and also represented the cash flow position the
i ndustry was in. He reenphasized what Ms. Moriarty stated.
The conversation currently was about potentially increasing
taxes on the oil and gas industry, an industry in a
negative tax flow position. If the state taxed the industry
it meant that there would be less noney for investnent.
Conpani es woul d respond rationally |Iike any conpany woul d.

3:02:52 PM

M. Jepsen turned the presentation over to his colleague
who woul d discuss ConocoPhillips' key concerns about the
original bill. He mnmentioned that they were going to go

t hrough the issues because there had been a fair anount of
testinmony in front of the cormittee on provisions that were
not included in the commttee substitute that were included
in t he ori gi nal bill. They want ed to provi de
ConocoPhi | |'i ps' perspective as to why sonme of the
provi sions woul d not have been very hel pful.

PAUL RUSCH, VICE PRESI DENT, FI NANCE, CONOCOPH! LLI PS,
addressed slide 6 "Key Concerns with Oiginal HB 247". He

House Fi nance Conmmittee 24 04/01/16 2:00 P. M



relayed that there were several points the conpany had
raised in the previous testinony to the House Resources
Commttee identifying the major concerns that the conpany
had with the original bill. He wanted to wal k through those
concerns. He stated that the first item was increasing the
mnimum tax from 4 percent to 5 percent. The industry was
clearly in a position where it was |losing noney. If taxes
were increased it would conme out of sonewhere else within
the industry. The second item was the hard mnimm tax
floor. He explained that within HB 247 there was a proposal
that was particularly concerning that inpacted the use of
net operating losses to go below the floor. 1In the
conpany's view the net operating |osses were very custonmary
in federal i1ncone taxes and in a nunber of other fiscal
reginmes. By renmoving the ability to utilize those |osses to
go below the floor during periods where the industry was
| osing noney was a true increase in taxes.

M. Rusch pointed to the third bullet point on the slide
surrounding the increase in interest rates that applied to
taxes that were either due to or from the state dependi ng
on the audit position. There was a 6-year statute of
l[imtations that applied. He relayed that ConocoPhillips
just recently closed out its 2006 production tax audit,
over 9 years fromthe end of that tax year. Interest would
apply to that entire period. It would be nore than 6 years.
He also nentioned that the conpany had just received its
2009 production tax audit, wthin the statute of
limtations, but to the date. The system had a built-in
del ay on when the audits would be settl ed.

3:06: 02 PM

Representative Gattis referred to the audits. She wondered
about the interest charges that accrued and whether they
were due to the conpany falling behind. She al so asked who
performed the audits.

M. Rusch explained that the 6-year period was a statute of
limtations within the current tax |law and governed by the
st at e.

M. Jepsen added that the conmpany received its first audit
under the state's control at the time M. Rusch nenti oned.

Co- Chair Thonpson clarified that it was the Departnment of
Nat ural Resources' audit.
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M. Rusch confirnmed that it was a DNR audit.

Representative Gattis understood that the state was | ooking
for nmoney and it was taking the state 6 years to perform
audits. It seened that if the audit was perforned in a
qgui cker tinmefranme, especially in the state's current budget
crunch, the state would receive its noney in a tinelier
manner. She would call on the admnistration to find out
why audits took so long. She wanted to clarify whether it
was the conmpany's problemor the state's problem

Representative Gara remarked that in past years the
adm nistration has asked for nore auditors in order to
avoid mssing the statute of limtations. He reported that

the | egislature had not always responded to the requests.

M. Jepsen conmented that ConocoPhillips tried to pay its
taxes as accurately as possible. However, the system in
pl ace was highly subjective and not crystal clear. There
woul d always be differences of opinion. In sonme instances
the state could owe ConocoPhillips noney. He thought it
wor ked better for all parties if the time period for audits
was shortened considerably.

M. Rusch continued with slide 6. He pointed to the bullet

poi nt concerning per barrel credits. He explained that, in
the original bill version, there was a restriction on the
use of per barrel credits in the nmonth earned. In the

conpany's view it nmeant the state was noving nore towards a
m ni mum tax. The production tax was clearly a yearly tax.
In the current process the conpany nmade nonthly install nment
tax paynents. It was based on an estimated tax for the ful
year. He added that as part of that estimate the conpany
took the per barrel credits that it was entitled to,
di vided the nunmber by 12, and applied it to the nonthly tax
installnents. It was a fairly conplicated process. At the
end of the year the full allotnment of credits would be
applied to the final tax calculation. The way in which the
conpany was addressing installnment paynents and the yearly
true up was based on statute and the state's tax
regul ati ons.

3:09:42 PM

Vi ce-Chair Saddl er asked about the inpact of the nonthly
tax limtation conbined with the inpact of not allow ng the
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gross value at the point of production to go below zero. He
understood that there was a conbi ned effect.

M. Rusch answered that the restriction on the per barrel
credits was strictly an issue around nonthly fluctuations
in price. He noted that at the end of the 2014 or 2015 tax
year there was significant volatility in the oil price
whi ch inpacted the nunber of per barrel credits that could
have been used if the nonthly restriction had been applied
as opposed to the full year entitlenent.

Representative Minoz asked M. Rusch to explain how the
|l oss credit functioned and whether the |osses were specific
to ConocoPhillips' investnents in Al aska.

M. Rusch asked if Representative Minoz was referring to
t he NCOL's.

Representative Minoz responded that she was referring to
the 35 percent loss credit, how it worked in conjunction
with the 4 percent mninum and whether the |osses were
specific to Al aska.

M. Rusch answered that the 35 percent net operating |oss
was specific to Al aska based on the Al aska's production tax
regime. It was conpletely separate from any state incone
tax. He explained that in a year where a conpany was in a
net operating position from a production tax standpoint,
the conpany would be paying mninmm tax. However, there
woul d also be a calculated net operating loss. Wthin the
current tax law a conpany was allowed to apply the 35
percent net operating loss to its taxes in the follow ng
year or years.

3:11:56 PM

Representative Minoz asked if there was a limt on the
nunber of years which the credits could be applied.

M. Rusch did not believe there was a |limt but within the
proposed bill there was a 10 year limt.

M. Jepsen thought the provision was in the original
version of the bill.

M . Rusch concurred.
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M. Rusch drew attention to the last bullet on slide 6.
There was a question about confidentiality. He was aware
t hrough various discussions a concern was raised about the
| ack of transparency nostly around the reinbursable tax
credits. He understood the challenges the I|egislature had
around confidentiality. In the original version of HB 247
the confidentiality issue was addressed very broadly
potentially opening up the tax payer's entire tax return to
public disclosure or disclosure governed by confidentiality

agreenents. In ConocoPhillips' view it would potentially
open up a nunber of issues. The conpany's major concern was
in making sure that, if the legislature had an issue, the

wording was very specific to the particular issue rather
t han i ncl udi ng broad | anguage.

M . Jepsen noved to the final slide, slide 7:
"Observations." He relayed that when ConocoPhillips saw
significant changes in the tax law that occurred every
other year or 18 nonths it caused the conpany great concern
about the state's ability to inplenent a stable oil and gas
fiscal policy. It had only been about 19 nonths since SB
21 was ratified by the voters and already significant
changes in the state's oil tax were being discussed. Long-
term investment required a durable, ©predictable, and
reasonabl e fiscal framework. He relayed that the investnent
time horizon in Alaska was nuch |longer than in other parts
of the United States. He opined that with the proposed
changes in the original bill ConocoPhillips thought it sent
a very clear nessage to the conpany's corporate fol ks that
Al aska was not a place that it could depend upon. He noted
that the tax changes since the passage of SB 21 positively
influenced the investnents the corporation has made in
Al aska.

M. Jepsen discussed the last point on slide 7. In terns of
the commttee substitute, the corporation thought it was a
significant inprovenment over the original version of the
bill. He nentioned that it did have sone itenms that could
potentially represent a cost increase. ConocoPhillips did
not qualify for reinbursable tax credits. Many of the
things that inpact the small producers or the non-tax
payers did not affect the corporation. The things that
i mpacted ConocoPhillips were relatively mnor. He concl uded
that al though the conpany favored keeping the status quo,
the commttee substitute was an inprovenent. He asked if
there were questions from nmenbers.
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3:15:17 PM

Vi ce- Chair Saddl er comrented that ConocoPhillips was one of
"The WMjors" still aggressively exploring in Alaska. He
wondered how the proposed oil tax credits changes affected
t he conpany versus its friendly conpetitors.

M. Jepsen ConocoPhillips did not explore based on
exploration credits. The conpany was exploring prior to the
credits existing, it was exploring currently, and it would
be exploring after the credits expired. The credits were a
help but not a deciding factor in whether the conpany was
going to drill a well in NPRA. The ultinmate investnment the
conpany was going to make was nuch larger than any sort of
help it mght get with the initial investnment credit.

Vi ce-Chair Saddler nentioned hearing a discussion as to
whether CD5 was influenced by the tax credit issues. He
wanted to provide M. Jepsen with the opportunity to answer
the followi ng question. He wondered if the provisions of
the bill have any potential to affect CD5's current or
future econom cs.

M. Jepsen responded that in terns of the conmttee
substitute he did not see any inpacts.

Representative Pruitt asked if there was any other regine
with which the corporation was operating under that was
currently looking at increasing a tax on oil and gas
producti on.

M. Jepsen responded in the negative.

Representative Pruitt asked that if the legislature were to
nmove forward with the initial version of the bill would it
have an influence on ConocoPhillips' investnent in Al aska
and, if so, he wondered what it would | ook |ike.

M. Jepsen answered that it would have an inpact on the
conpany's investnent particularly at low oil prices. If the
cost of doing business increased it would have to conme out
of somewhere. It would likely cone out of the investnents
t he conpany was currently maki ng. The conpany woul d have to
take a look at everything it was doing in Al aska and decide
what it would do less of. In the long-term he thought it
sent a chilling nessage to all investors that Alaska was a
pl ace that when oil prices declined it would increase taxes
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and when oil prices rose the state would also increase
taxes. He did not believe it was the nessage Al aska wanted
to send to investors.

3:17:51 PM

Representative Pruitt wondered how difficult it would be to
return to the current production |level of 500,000 barrels
per day if the state went forward with the |egislation and
the state w tnessed decreased production.

M. Jepsen answered, "It depends really how far you let it
go." He elaborated that it was difficult to predict the
future. He reported that there were high tax franmeworks
particularly when there were increases in taxes at |ow
prices. Activity would drop off and rigs would be put
aside. It would be difficult to bring those rigs back. It
woul d be a function of price, whether the state changed its
fiscal framework again, and what the framework would | ook
like if it was changed. Representative Pruitt's question
was a very subjective question which he could not answer
with confidence. He remarked that it would place Alaska in
a hole and the state would be risking the loss of a
significant anmount of infrastructure.

Representative GQuttenberg referred to slide 3. He asked who
ConocoPhi | l'i ps acquired GVMI1 from

M. Jepsen responded that when he stated acquired he neant
that ConocoPhillips shot it - the ~conpany hired a
contractor to go out and shoot it - referred to as data
acqui sition.

Representative Quttenberg nmentioned that typically acquire
meant getting sonething from sonepl ace el se.

M. Jepsen under st ood.

Representative CQuttenberg relayed that the |egislature had
been conplaining for years about audits. It had been a
| ong-term problem for the legislature as well as for those
bei ng audited. He synpathi zed.

3:20: 09 PM

Representative Gara conveyed that he had bristled when
hearing that Al aska taxed high at low prices and high at
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high prices. He did not agree. He renmarked, "Certainly
nobody in state governnent or in the oil industry is doing
very well at current prices. Everybody is |osing noney at
$30 and $35 per barrel and prices around there." He thought
the state needed to be careful wth whatever it did.
However, in |ooking at ConocoPhillips annual reports and
because of SEC [Securities and Exchange Conm ssion] rules
he believed it was the only oil conpany that produces in
Al aska that reported its Al aska profits. In prior years the

conpany's Alaska's profits were in the $2 billion range
while last year the conpany was down to zero to $400
million in profits without witing off its Chukchi Sea

| eases. He asked if he was correct.

M. Jepsen responded that it reflected ConocoPhillips' net
i ncome but did not represent the conpany's cash fl ow

Representative Gara asked himto explain his point.
M. Jepsen indicated that he brought a handout that m ght
help in providing a response for Representative Gra's

guesti on.

Representative Gara asserted that no one was saying

ConocoPhi |l li ps had earned nmuch noney the previous year. He
went on the say that net incone was either $400 mllion or
zero if it wote off the Chukchi Sea |eases. He asked if

he was correct.
M. Jepsen responded affirmatively.

Representative Gara's nentioned that Al aska had been told
to tax simlar to North Dakota. He had read in the annua
report that the conpany had lost $1 billion in the Lower
48. He wondered if he was accurate.

M. Jepsen did not have the nunbers in front of him but
would agree with the report if +the representative was
| ooking at it correctly.

Representative Gara understood that in North Dakota the
conpany paid a private royalty - private land owners owned
the land unlike in Alaska - and a state tax. He added that
the nunbers were on the gross, a percentage of the value
rather than of profits. He asked if M. Jepsen knew the
average private royalty that the conpany paid in North
Dakot a.
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M. Jepsen responded that the information Representative
Gara was asking about was confidential. He nade it clear
t hat ConocoPhillips was not drilling in North Dakot a.

Representative Gara remarked that the call that Al aska
would be nore |ike North Dakota from a few years ago [M.
Jepsen interrupted Representative Gara with a response].

M. Jepsen clarified that the previous conversation was
held when ACES was being discussed. At the tinme ACES was
considerably higher than North Dakota. The conpany was
putting itself in a conparison perspective in terns of what
the tax framework | ooked |ike around the United States and
ot her places around the world. He furthered that currently
in ternms of conparative places to invest Alaska was a
pretty good place. However, when prices go up the conpany
woul d be paying nore than in other places. The good thing
about being in a good place from a conpetitive point of
view was that the conpany was seeing nore activity in
Al aska than other regions around the world or the Lower 48.
He thought it was due to the current tax policy and because
of sone other issues around doing business in Al aska.
Things could change if the state changed its tax policy.

3:23: 59 PM

Representative Gara wanted to clarify that at current
prices the state received a 4 percent gross mninmum tax on
the older field and a 12.5 percent royalty on the
percentage of the value of the oil. He wondered if the
private royalty and tax the conpany paid in North Dakota
was substantial ly higher

M. Jepsen believed the current severance tax in North
Dakota was 5 or 6 percent. Royalty paynents were based on
what had been negotiated. It could range anywhere from 12.5
percent to sonething higher. It was very conpany specific
and | ease specific. The drilling location was a function of
what kind of royalty and taxes were bei ng paid.

Representative Gara indicated he had another question about
Nort h Dakot a.

Co- Chai r Thonmpson rem nded Representative Gara that
ConocoPhi | I'i ps was not in North Dakot a.
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Representative Gara remarked that North Dakota was very
rel evant when they wanted to | ower their taxes. He asked if
M. Jepsen woul d concede that the gross private royalty and
the tax that the conpany paid in North Dakota was higher
than in Al aska.

M. Jepsen responded that it probably was at preset.
He reiterated that the company's activity in North Dakota
was about nil. ConocoPhillips was drilling in Alaska. |If
the legislature wanted to see the kind of actives that
Representative Gara was seeing in other places where there
was a higher tax framework and a tax policy could be set
t hat woul d drive those results.

Representative Gara asked if M. Jepsen would have any
problem with the state noving the 4 percent mnimm floor
nodestly higher when prices were in the profitability range
agai n.

M. Jepsen referred back to slide 5 and enphasi zed that the
state was al ways naki ng nore noney than ConocoPhillips even
under the current bill. The conmpany was not there to talk
about what was fair and unfair or whether it had a problem
with the state increasing its taxes. He was there to tel
legislators that if the state took certain actions the
industry would take certain actions. |If the state made it a
nore hostile environnment, a difficult place, or increased
taxes the conpany would reevaluate its investnments in
Al aska. It was a hypothetical question. The state would
need to determne what kind of tax policy it wanted which
woul d drive investnents.

M. Jepsen tried to put things in perspective. At the tine
di scussi ons ensued about changi ng ACES $73 was consi dered a
very low price. Currently it was being discussed as a high
price. He reiterated that he thought the state was better
of f under SB 21. He encouraged nenbers to go back and | ook
at the data. As the price curve had gone down the tax
policy had been beneficial. If the state wanted to discuss
trying to increase taxes again as the prices went up it
woul d have a direct inpact on the conpany's short-term and
| ong-terminvest nents.

3:27:12 PM

Vi ce-Chair Saddler nentioned a provision that had not been
di scussed nuch which was the condition of sone of the

House Fi nance Conmmittee 33 04/01/16 2:00 P. M



credits on Alaska hire percentages. He asked for M.
Jepsen's thoughts on the issue and wanted him to provide
ConocoPhi | I'i ps' Al aska hire percentage.

M. Jepsen answered that the provision regarding Al aska
hire did not apply to the conpany because the conpany did
not receive the reinbursable tax credits relating to Al aska
H re percentages. He told of ConocoPhillips of having an
overall percentage of Alaska hire of 70 percent. 1In
Anchorage the conmpany was up to 85 to 90 percent. On the
North Slope the percentage tended to be lower in part
because people had the option to |ive outside of Al aska and
in part because the conmpany had to hire people wth
specialized skills that do not live in Al aska. He added
that the conpany asked the question of all of its
contractors and |looked at it weach tinme it issued a
contract. The conpany tried to make a conscious decision
that it had a bias towards Al aska hire and buyi ng.

Representative Gattis asked what nmotivated the oi
conpanies to do business and what notivated conpanies to do
business in Alaska. She did not distinguish oil conpanies
from any other business. She thought it was nore about what
notivated businesses. As a snall business owner she | ooked
at various aspects trying to plan ahead to avoid knee jerk
reactions. She did not see oil conpanies being any
different than any business that mght be sitting in front
of the commttee being asked the sanme questions. She also
did not think it mattered whether it was a business in
Nort h Dakota or Al aska: businesses react the sanme way.

Co- Chai r Thonpson t hanked t he presenters from
ConocoPhillips. He invited the presenter from ExxonMbil to
t he table.

3:30:12 PM

DAN SECKERS, TAX COUNSEL, EXXONMOBI L, thanked the committee
for the opportunity to cone before the commttee. He
stated that the commttee substitute before nenbers was a
very concerning piece of legislation. He reenphasized
sonething he had stated many tines in the past. He thought
it was worth repeating in the current econom c environnent,
whi ch was that ExxonMobil was conmtted to Al aska and woul d
conti nue to actively pur sue attractive i nvest nment
opportunities. The conmpany has had a presence in Al aska for
over 90 years and invested over $20 billon to-date. Al aska
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remai ned an inportant conponent of the conpany's worl dw de
investnment portfolio and it |ooked forward to being in
Al aska for many years.

M. Seckers continued that the conpany recognized the
difficulty the legislature faced as policy nmakers in
tackling the state's current budget issues while trying to
protect the current revenue streans and trying to make
certain that Alaska renmained a conpetitive place to do
busi ness. ExxonMobi |l appreciated how difficult and how hard
the legislature's task was. The tax policy decisions
fundanmental ly inpacted the economic health of the state in
all the industries that did business in the state. From
ExxonMobil's view tax policy decisions that would nove
Al aska either toward or away fromits vision for the future
- its vision of pronoting oil and gas devel opnent - should
not be taken lightly. The need for Alaska to maintain a
conpetitive and fiscal regine, one that attracted and
encouraged ongoing investnments and future investnents
especially in the current |low price environnment, was one of
the nost inportant issues the state faced. Wiile Exxon
Mobi | appreciated the need to close the state's fiscal gap,
it believed that any tax policy change should be weighed
agai nst the potential negative inpacts on the state's |ong-
term investnent climte. From the conpany's perspective,
the question that was before the commttee was whether
raising taxes on the oil and gas industry at a time when
t he Departnent of Revenue had confirmed that conpanies were
reporting significant |osses was consistent with Al aska's
future and the legislature's belief that such actions would
hel p Al askans weat her the econom c downturn or nmake matters
Wor se.

M. Seckers pointed to the commttee substitute before
House Finance nenbers. He started by confirmng that
ExxonMobi | supported the testinony presented by the Al aska
Ol and Gas Association (AOGA) and by ConocoPhilli ps. He
relayed that while the conmittee substitute represented a
substantial inprovenent over the original bill introduced
by the adnministration it remained a very concerning piece
of legislation. Despite the inprovenents nmade by the House
Resources Commttee, the conmttee substitute was troubling
because it would represent another significant change in
Al aska's oil and gas policy within the past 11 years. It
woul d raise the interest rate on over and under paynents of
taxes while not addressing the core issue raised by AOCGA
and ConocoPhillips which was the length of tine on audits.
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It would not inprove Alaska's overall investnment climate.

It would not I|ead to nore industry jobs or nore
opportunities in the state. It would not lead to nore
production, or |ong-term sustainable oil and gas revenues.
In fact, Exxon Mbil believed the conmttee substitute
would do the exact opposite. For the reasons he has
presented ExxonMobil opposed the committee substitute.

Wil e he nentioned that the conpany believed the conmttee
substitute as a whole was troubling he wanted to highlight
two provisions that gave him as ExxonMobil's tax counsel
concern. The first was that for any tax policy to be
successful and to neet the state's long-term goal of
sustainable oil and gas production and revenues such tax
policy needed to be stable, predictable, and provide
confidence to tax payers and investors that the underlying
rules of the gane would not be changed repeatedly to
adversely affect the economc investnents already nade and
those being considered for the future. Like any business
large or small ExxonMbbil valued a very predictable
environment in which to make long-term investnents. The
conpany's investnents were very capital intensive and span
many years. He relayed that any change in the regine that
went forward would affect the wviability of t hose
investments and the conpany's view of investnents going
forward

M. Secker highlighted another significant change being
proposed: The raising of the interest rates. He reported
that in the previous day, |ike ConocoPhillips reported,
Exxon Mobil received its 2009 assessnent 6 years after the
conpany filed its return. He could not reveal the anmount of
interest because it was confidential but he confirned that
t he anbunt was staggering. ExxonMobil thought it was w ong.
The legislature was proposing to adjust the interest rate,
but the wunderlying problem was not being addressed. The
effect was | essening the incentive of the state to expedite
audits. The conpany felt the state was going in the wong
di rection. ExxonMobil thought the current rate worked.

M. Seckers reenphasized that the commttee substitute
represented a troubling bill. He highlighted a couple of
the provisions that were in the original bill that were
removed by the House Resources Comrittee because of its
extensive examnations into those provisions and their
damaging effects. He pointed out the hardening of the
mnimum tax floor. The committee substitute was a
substantial inprovenent because it did not attenpt to raise
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taxes by hardening the mninmum tax floor. Preventing
conpanies from realizing the true economcs of their
investnments by preventing critical tax credits from being
realized to offset the mnimum tax would have represented
an imrediate and significant tax increase. It would have
penal i zed conpanies who had nmade prior year investnents
even when they were losing noney, it would also have
penal i zed those conpanies who wanted to continue to nmake
potential current year investnents despite the |ow economc
environnment. For those conpanies, large or snall, that
m ght have new oil tax «credits, expiration drilling
credits, and tax loss credits from prior year investnents
and that mght be in a loss position today because of
current prices and thus were depending on the credits to
continue funding their current i nvestnments - t hat
provi sion, alone, could have delayed or possibly denied
that economc investnent to those investnents at the very
time the conpanies needed it the nost. In order to naximn ze
i nvestment opportunity in Alaska, he thought it was
critical to provide investors the opportunity to capture
the econom c opportunity of those investnents especially
given the long-term outlook and the risks involved in the
i nherent high-cost environnent that was Alaska. That
provi sion, alone, would have significantly and negatively
i npacted Alaska's investnent climate in the perception of
the investnent clinate to any future investor by announcing
to the world that Alaska was willing to adversely affect
the economcs of past and future investnents solely for
short-termrevenue needs.

3:37:47 PM

M. Seckers spoke to the raising of the mninmm tax. The
change would have resulted in a very substantial tax
increase and a regressive tax increase because it was based
on gross revenues rather than net inconme. Raising taxes on
conpani es who were reporting record |osses, |osses on the
very activity the legislature was trying to tax under HB
247, was not a wise or feasible long-term solution or a
wi se long-termtax policy.

M. Seckers noved on to discuss another of the provisions
that was renoved from the conmittee substitute: the
application in the termnation of the gross revenue at the
poi nt of production. The provision wuld have also raised
taxes on the industry. He understood that it did not seem
intuitive for the gross revenue at the point of production
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to go bel ow negative. However, currently the price of oil
fluctuated. There were costs such as nmarine transportation
and pipeline costs which were the only deductions that
could be taken to determine the gross value at the point of
production which <could cause the gross value to go
negative. If the gross value could not go below zero, then
the economc investnents in marine transportation and
pi peline costs would potentially be |ost. Conpanies did not
file a field-by-field tax return but rather a segnent
return. He used the North Slope as an exanple. For the
North Slope it included all of the economcs of the North
Sl ope. Therefore, a loss in one area, would possibly be
offset by income in another to represent the econom cs of
that segnent for a conpany. The bill provision would have
prevented the gross value at the point of production from
goi ng bel ow negative w thout an explanation of what would
have happened to those investnents costs [deductions]. It
woul d have changed the substance of the |law of how the tax
was determned, how the gross value at the point of
production was applied, and would have been nothing nore
than a tax increase.

M. Seckers brought up the issue of taxpayer confidential
information. The problem with the original bill was that
the provision would have allowed very confidential and
t axpayer sensitive information to be released. Although
ExxonMobil was partners with BP and ConocoPhillips at
Prudhoe Bay and other fields but they were conpetitors
donmestically and internationally. The conpanies were bound
by federal |aw of what they could or could not disclose or
share. ExxonMbbi | could also not share proprietary
sensitive business information. The provision in the
original bill would have opened the door for the disclosure
of very troubling and possibly unlimted information. He
concluded that he discussed the original bill because he
wanted to acknow edge the inprovenents nade to the original
bill by the House Resources Conmittee, but to discourage
the legislature from reintroducing those provisions into
any bill wunder consideration. He opined that reintroducing
any of those provisions would dramatically reduce Al aska's
overall global conpetitiveness by raising taxes when nany
conpanies were reporting record |osses. The | osses were on
the very activity the legislature was trying to tax, which
woul d be poor tax policy. Reintroducing those provisions
would force conpanies to reexamne short and long-term
i nvest ment behavior and was inconsistent with the state's
long-term vision of pronoting oil and gas devel opnent.
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Previously, the state enacted a petrol eum production tax in
ACES when prices were rising to raise revenue. He
communi cated that enacting those same provisions wuld send
a clear signal to the entire global investnment comunity
that Alaska's tax policy was to raise taxes when industry
made noney and again when it |ost noney just for short-term
revenue needs. Al aska needed to remain globally conpetitive
for critical capit al i nvest nment . He furthered that
increasing or inposing a tax on conpanies in a negative
cash position would not lead to nore jobs, to nore
investnment, to nore production, or to |ong-term sustainable
state revenues. Alaska remained a very inportant conponent
of ExxonMobil's worldwi de portfolio. The conpany had been
in Alaska a long tine and wanted to remain in Alaska for a
long time to cone. However, as ConocoPhillips had
i ndi cated, when the state raised taxes it raised costs for
conpanies to do business. Every opportunity that ExxonMobi l
| ooked at in the future would becone less attractive and
woul d di m ni sh

M. Seckers concluded his testinony. The need for Alaska to
maintain a conpetitive and stable fiscal reginme that
attracted and encour aged ongoi ng critical future
i nvestnments especially in the current |ow price environnment
was one of the nost inportant issues facing the state.
Policy makers needed to decide whether increasing taxes on
conpanies that were |losing noney would lead to nore jobs

nore investnents, nore production, and nore l|ong-term
revenues was a w se state tax policy. ExxonMbil believe
the answer was, "No." If the commttee substitute reverted
back to the original bill the answer would be enphatically,
"No!" He was happy to answer any questi ons.

3:43: 03 PM

Vice-Chair Saddler asked if the changes in the oil tax
credit bill proposed in the conmttee substitute had any
potential for affecting the |I|ikelihood of getting to a

front end engineering decision (FEED) decision for the
AKLNG pr oj ect.

M. Seckers responded that the AKLNG project was obviously
a very critical project and a very expensive project. He
commented that fiscal stability undercutting the state oil
and gas regine was inportant because a decision could not
be based on an unstable oil and gas structure. Any change
in the structure would have an effect. The conpany would
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ook at it very carefully. It was difficult for conpanies
to want to invest $60 billion when the risk of tax changes
was constantly a possibility.

Vi ce-Chair Saddl er asked about the role that any of the
various credits mght have played in the construction of
t he Point Thomson unit.

M. Seckers responded that Point Thonmson was part of a
settlenment that was ongoing. It was al so an underpi nni ng of
the gas project that ExxonMobil was |ooking at. In terns of
the credits that Point Thomson enjoyed but prior to SB 21
there was the Capex tax credit that was no |[|onger
avai |l able. There were no other credits in play because the
unit was not currently up and running. At the tine that it
was running a $5 new oil per barrel credit wuld be
avai l able to the Point Thomson producti on.

Vi ce-Chair Saddler asked M. Secker for his assessnment of
the effect of not allowng the gross value at the point of
production to fall below zero mght have with the nonthly
tax regi ne proposed by the governor's original bill.

M. Seckers was uncertain of the context of Vice-Chair
Saddl er's question. He responded that he was unsure of the
effect on a nonthly basis of the gross value at the point
of production. He suggested that if the gross value at the
poi nt of production went negative on one particular field
the taxpayer, assumng that they had nore activity on the
Sl ope, would consolidate it when they nade their nonthly
paynment with their other filings. The anobunt of nonthly tax
would go up if the deductions were taken away resulting in
a tax increase.

Representative Pruitt asked if there was any other regine
that ExxonMobil was currently operating in that was
proposi ng to increase taxes.

M. Seckers encouraged him to ask the state's consultant
that would be testifying later in the same day. He would
likely have nore detail. He responded that to his know edge
t he answer was "no."

3:46: 27 PM

Representative Pruitt asked how ExxonMbil's investnent in
Al aska would be influenced if the state went forward wth
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the hardening of the floor and sone of the other
adj ustnments to the actual tax.

M. Seckers answered that the provisions in the bill were
troubling and would result in significant tax increases.
The conpany took into account anytinme taxes went up or a
regime becanme unstable and would affect the conpany's
investnments going forward. He reiterated that when the cost
of doing business in the state increased because of
i ncreased taxes there had to be an offset. Cenerally, there
were 4 levers that would be evaluated: efficiencies,
scaling back of activity, discretionary spending, and
| ayoffs. ExxonMobil had not had to lay off its enployees
yet. An increase in costs would negatively inpact these 4
ar eas.

Representative Pruitt recognized that reducing investnent
woul d inpact the percentage of decline. He wondered if the
state would ever be able to recover once it started seeing
| ess investnment and a decline in production.

M. Seckers stated that when costs and taxes were raised

i nvestment behavior changed. It also changed people's
outl ook and increased concerns that investnments nmade in the
present would be adversely affected going forward. |If

production and investnment declined each conpany would have
to approach its board to determ ne whether to invest again
in Alaska. He thought it would be a difficult argunment to
nmake to a board of directors if the state had already
rai sed taxes when prices were down and conpanies were
| osing noney. Board nenbers would be |ooking for
assurances. He concluded it would be difficult to get
i nvestment and production back.

3:49:46 PM

Vice-Chair Saddler wanted to understand how credits given
in one year did not return benefits to the state by
investnment. He wondered about the time horizon that the
state should expect to see returns from a state investnent
from foregoi ng sone taxes.

M. Seckers thought it was a difficult to answer from one
conpany al one because each conpany's devel opnent scenari os
were different. Credits affected behavior and it depended
on the type of credit and type of investnent. The purpose
of credits was to incentivize an activity especially given
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Al aska's tax reginme. Under SB 21 Alaska's fiscal reginme was
rat her conpetitive, whereas, under ACES it was not. Anytine
a tax regine was changed it would have an adverse inpact.
The credits were designed to increase activity. It was
particularly inportant given the fact that Al aska' s base
tax rate was 35 percent, alnost 3 tines higher than any
other state in the country. Alaska had a very conplicated
system due in part because it had a high base tax rate. If
Al aska did not have such a high base tax rate or if did not
have the credits and deductions he wondered what the tax
rate would be. Credits had a trenendous inpact on
investrment and |eveled the field. The tineframe of recovery
depended on the type of investnent. He assured the
conmmttee that it was an incentive to notivate investnent
and increase production which he thought the state was
| ooki ng for.

Vi ce-Chair Saddler wondered if he was accurate in saying
that if the tax credits were designed to incentivize a
decision to drill, a decision was made to drill, oil was
found, and oil was produced the decision would pay
di vidends throughout the lifetinme of the production through
the well rather than for just one year.

M. Seckers responded in the affirmative. He added that the
drilling of the well would give rise to additional property
taxes, additional incone taxes, and additional royalties.
He suggested that the focus be nore on |ocal governnent
take. At the current price of oil the local governnent take
in some instances was over 100 percent. It was an
unsust ai nabl e busi ness nodel for anyone running a business.
Increasing it further would not be sound policy.

Co- Chair Thonpson thanked M. Seckers for his testinony.

3:53:15 PM

JCE REESE, SENI OR TAX MANAGER, BP, introduced hinself and
read froma prepared statenent:

Co-Chairs, Menbers of the Comrittee: For the record ny
name is Joe Reese and | am Senior Mnagi ng Tax Counsel

for BP Alaska. | am very pleased to be here today to
provide BP's views on tax policy and, in particular,
the bill before you. BP is a nenber of AOCGA and

supports the testinony provided by AOGA earlier today.
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The success of Alaska's oil and gas tax policy is
critical to BP, to the AKLNG Project, and to the many
Al askans who benefit, both directly and indirectly,
from the successful exploration, developnent, and
production of Alaska's oil and gas. A durable,
predi ctable, and adm nistrable oil and gas tax policy
must be in place to unlock those benefits.

BP is commtted to naintaining a safe and conpliant
business in Alaska that is sustainable. Over the past
two years, there has been a 70 percent drop in oil
price. Under the current market conditions, BFP s
business in Alaska is spending nore cash than it
brings in, and this is not sustainable. As a result,
BP is evaluating the activity level at PBU [Prudhoe
Bay Unit] in order to adjust expenditures in response
to the lower price environnent. |Inproving our cost
base is essential to maintaining our activity |evel at
Prudhoe Bay and the long-term viability of an AKLNG
Proj ect.

BP is conmtted to conplying with tax laws in a
responsi bl e manner and to having open and constructive
relationships with tax policy nmakers. One of the major
costs to BP's business in Alaska is oil production
t ax.

At current prices, BP receives no oil production tax
credits fromthe State of Al aska, nor does Prudhoe Bay
production have any oil production tax credits under
the mninmum tax. While BP doesn't currently receive
production tax credits, we don't support limting the
production tax credits provided in SB 21 because it
woul d negatively inpact the oil and gas industry as a

whol e, including the many other conpanies that have
made investnents, created jobs, and added production
in Al aska.

Just as the industry is struggling to nmake ends neet,
the State also faces severe budget shortfalls. Wile
reasonabl e people may disagree about how to inprove
the current oil and gas tax policy, now is not the
right time to nmke changes to increase taxes and
further undercut our ability to nmaintain the activity
| evel at Prudhoe Bay. Near-term changes to the State's
oi | and gas tax policies wll have long-term
consequences for all of us.
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Now, 1'd like to provide a few conments specifically
about the bill before you:

1. The M ninmum Tax: The Resource Conmmttee's CS does
no harmto the 4% mnimumtax rate.

2. Change to the interest rate calculation for tax
over paynments and underpaynents: Currently, the
interest is calculated at a rate that is 3 %
points above the federal funds discount rate,
using sinple interest. The Resource Conmttee CS
has interest conpound at the end of each cal endar
guarter. Such a conmpound rate would reward the
Department of Revenue for being slow in its
audi t s. This would increase the uncertainty in
Al aska's tax system

3. Net Operating Loss Tax Credit: The Resource
Commttee's CS is an inprovenent to the
Adm ni stration's proposal because it continues to
allow the use of net operating loss tax credits
to reduce the mnimum tax. In other words,
conpani es that nade inportant investnents in the
prior year, even when they nay have been spendi ng
nore cash than they were bringing in, still would
be allowed to recover part of that investnent.
NCL tax credits are utilized by a broad range of
conpanies both on the North Slope and in Cook
Inlet, and changing their value wuld be a
di sincentive for future investnent decisions.

4. Confidentiality: Current I aw al | ows t he
Depart nent of Revenue to publicly disclose
information about tax credits on an "aggregated"
basis for a group of three or nore taxpayers, and
the Resource Commttee CS does no harm to
t axpayer confidentiality.

5. Retroactivity: The Resource Conmttee CS allows
for regulations to be applied retroactively to
the effective date of the |aw This is neither
predi ctabl e nor adm nistrable by the taxpayer and
thus is not sound tax policy.

Agai n:

e BP is commtted to nmmintaining a safe and
conpliant business in Al aska that is sustainable;

* BP is commtted to conplying with tax laws in a
responsible manner and to having open and
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constructive rel ati onshi ps Wi th t ax policy
makers; and

e BP supports dur abl e, predi ctabl e and
adm ni strable oil and gas tax policy.

M. Reese thanked the conmttee for hearing his testinony
and offered to answer questions.

3:58: 38 PM

Representative Pruitt asked if BP had experienced any tax
increases in any other regine it operated under.

M. Reese was not aware of any.

Representative Pruitt asked if there were any regines that
BP operated under that were offering incentives or |owering
their tax.

M. Reese was aware that the 2017 UK [United Kingdom
budget included provisions to reduce the tax in the North
Sea.

Representative Pruitt stated that BP had been vocal in
terms of what to expect in the current vyear regarding
enpl oynment. He thought the conpany anticipated a 17 percent
reduction in its workforce. If the bill passed he asked if
BP would continue to decrease its workforce and respond
accordingly if the state increased taxes.

M. Reese answered that the conpany was currently in the
process of nmaking a 17 percent reduction. BP was exploring
all available options to reduce costs. The conpany had
hoped to maintain the level of investnents at all of the
| ocations it participates in Al aska. He added that it was a
very sinple equation that if taxes went up increasing costs
it would inmpact the conpany's investnent decisions.

Representative Pruitt asked if M. Reese saw the Al aska
mar ket recovering its current level if investnent was
reduced.

M. Reese replied that from a tax policy perspective and
from an investnent governance perspective BP required a
predi ctable, durable, and adm nistrable tax policy. It was
difficult for the individuals in the organization that nmake
t he conpany's investnent decisions to continue to ranmp back
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up or increase expenditures when they were uncertain of the
rul es.

4:01: 27 PM

Vi ce-Chair Saddl er had seen BP's statistical outlook on the
energy industry for the past couple of years. He had heard
that the large major international oil conpanies |ooked out
decades rather than a few years. He asked if the conpany
saw the cash negative net |losses in Alaska as a short-term
blip or a fundanmental change in the oil market that Al aska
shoul d take steps to acconmpdate in its tax policy.

M. Reese admtted he was not an econom st but offered that
the conmpany did not foresee market conditions changing
significantly in the near-term Therefore, BP' s situation,
being in a negative cash flow position, would remain
const ant .

Representati ve Quttenberg asked about conversati ons
regarding the mniml |evel of yearly production increases
needed in order to maintain the facilities and the Trans-
Al aska Pipeline System (TAPS). He asked M. Reese to
provi de his comrents.

M. Reese was unaware of such conversations as he dealt
mai nly Wi th t axes at BP. He woul d rel ay t he
representative's question and follow up with a response.
Representati ve Guttenberg wondered about the liabilities if
production did not increase and sonething happened to
facilities in the line causing it to shut down.

M. Reese replied that he would follow up.

4:03:39 PM

DAVE WLKINS, SENIOR VICE PRESIDENT OF ALASKA, H LCORP,
read froma prepared statenent:

For the record ny nanme is Dave WIlkins, | am the
Senior Vice President for Hlcorp Al aska. M. Chairmn
and nenbers of the commttee thank vyou for the
opportunity to address you today about the committee

substitute for HB 247. | have previously testified on
HB247 in the House Resources Conmittee on March 1st of
this year.
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For those of you who are not famliar wth our
conpany, Hilcorp is the largest privately-held oil and
gas conmpany in the United States. Headquartered in
Houston, TX, Hilcorp has operations in the Gulf Coast
of Texas and Louisiana, the Northeast United States,
and Alaska's Cook Inlet and North Slope. Hilcorp was
founded 1989 and has nore than 1,400 full-tinme
enpl oyees. Just over 500 of those enployees support
our operations here in Alaska and | am proud to say
that nearly 90 percent are Al askan residents.

Here in Alaska we operate approxinmately 53,000 gross
barrels of oil per day and 150 mllion cubic feet of
gross gas per day from approximately 500 producing
wells, for a total net production to Hilcorp of
approximately 57,000 barrels of oil equivalent per
day.

Hilcorp's assets are primarily (al t hough not
exclusively) older fields with extensive production
hi stories, steady and predictable performance that
carry incredible opportunity for getting nore oil and
gas out of the ground safely and responsibly while
extending production Ilife through efficiency and
t housands of smaller scale projects. W think the
State needs to attract nore conpanies |like Hilcorp as
fields and infrastructure continue to age.

That brings nme to why Visit before you here today.
Hilcorp's producti on in Al aska represents
approximately 40 percent of what we produce conpany-
wi de, so our success here in Alaska is critical to
Hi | corp's overall success.

| can say from Hilcorp's perspective, the credits in
guestion have resulted in nore investnents here in
Al aska, both on the North Slope and the Cook Inlet
basins. Starting with the Cook Inlet area, it's no
secret that Hilcorp has been a big part in reviving
energy security in Southcentral Al aska.

During the past 4 years, we have invested over $1
billion in projects and have drilled over 50 wells in
the Cook Inlet Area. As a result of this investnent
and the increased production, we are sending nore oil
to be refined and used in Alaska. On the natural gas
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side, due to our significant investnment over the past
four years, we are now maeking gas supply commtnents
with local utilities into the year 2023. W stand by
our commtment to serve Alaskan's energy needs first
and are working to ensure a reliable and affordable
energy source for Alaska's |argest popul ati on hub.

As you are well aware, prior to Hilcorp's entry into
Al aska, there was w despread concern of "brownouts"
and that utilities would need to inport natural gas to
neet demand. | have spoken to many who nmade electric
generator purchases during this tinme expecting service
i nterruptions.

Hil corp’'s success certainly did not cone wthout
chal | enges. Devel oping oil and natural gas in the Cook
Inlet basin carries a very high cost of production
coupled with decline rates that vary from 15-50
percent annually depending on the field. The sinple
fact is that if we are not spending noney on projects
that bring on new production we cannot curb these
declines. So we believe it 1is in both our best
interest and the state's best interest that we
continue to spend dollars on trying to produce nore
oi | and gas.

It's also no secret that Alaska's tax credit system
and the Cook Inlet Recovery act were key drivers in
bringing Hilcorp to Alaska and in our investments to

date. Since 2012," Hlcorp has spent approximtely
$3.2 Billion dollars in capital and acquisition costs
here in the State of Alaska. Those investnents were
aimed at one primary goal - increasing oil & gas

production. Since 2012, we have increased overal

production by approximately 40 percent. A lot of
people like to ask us how we do it, and the answer is
sinple. W have and continue to nake significant

investnments; investnents that were encouraged by the
State's tax credit program and investnent that did
just what the credits were neant to do, increase

energy supply for Al askans.

| would argue that our success has been neaningful to
many, including the State. Increased production |evels
of oil and natural gas in the Cook Inlet basin has
resulted in increased royalty rates, property taxes,
jobs and nore. One exanple of this is looking at our
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Monopod offshore platform In January 2012, right
after Hilcorp took over operations, the realized oil

price was approximately $95 per barrel. Production was
approximately 600 barrels of oil per day; a nargina

rate for an offshore platform that has a high
operating cost. Because of this marginal rate and | ow
profitability, the Mpnopod qualified for royalty
relief under HB 185 passed in 2003.

The royalty rate was reduced to help namintain
profitability for the platform so it would not be
shut-in and/or permanently abandoned. As the royalty
owner, the state's take from the Mnopod at that tine
was approximately $90,000 per nonth again, when oil
was about $95 per barrel. Over the past 4 years,
Hi| corp has done over 150 projects on the Mnopod,
nmost of which were smaller in scope, and has increased
production to a current rate of approximately 3,000
barrels of oil per day.

Because of the increase in production, the state's
royalty share is back up to the standard 12.5 percent
and even with oil prices at $35 per barrel, the
state's royalty take from the Mnopod has increased to
approximately a half a mllion dollars per nonth.
That's over a 5 tines nore in royalty dollars going to
the state, despite oil prices declining nore than 60
percent. Furthernore, and probably nore inportant, our
success at the Mnopod has added 20+ vyears of
production life and 8 mllion barrels of future oil
pr oducti on.

4:10: 40 PM

The Monopod is not an isolated anomaly. Si nce
Hlcorp's entry into the Cook Inlet area in 2012, oi
production has doubled, which has increased oil

royalty to the state of over $70 million. Furthernore,
even though oil prices are lower this year, estimted
oil royalties will be approximately $10 mllion nore

this year than what they were right before Hlcorp's
entry when oil prices were high. Hlcorp's success in
increasing oil production over the last 4 years also
has increased future estimated oil production by 20-30
mllion barrels, neaning increased future royalties
for the state.
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| would offer, we need nore results like this: nore
production. | wll also offer that the state needs a
system in place that is stable, predictable and
incentivizes, not jeopardizes, continued investnents.
Hi | corp’'s Cook Inlet success is a really good exanple
of the State putting good policy in place ainmed at
achieving a positive result and getting one.

| can tell you today that the credits Hilcorp earned
were absolutely reinvested in the resource. Qur
current production rates prove it. W have nmanaged to
work our way above the 50K Barrel threshold both
t hrough acquisition and a lot of hard work. Breaking
the 50K per day nmark neans we can no |onger cash in
the very credits that this legislation proposes to
take away. But other budding conpanies can, and
Hlcorp is a conpany that always welcones conpetition
in the nmarket. W want to help pronote a healthy
industry throughout the state. An active industry
means additional service conpanies will be attracted
to Alaska which creates conpetition and wll help
drive down costs.

A lot of the discussion regarding credits has involved
the Cook Inlet basin, primarily because of the notable
increase in production and activity that the existing
tax structure intended to generate was wldly
successful. Qur success in Cook Inlet is what fueled
Hilcorp's interest in expanding to the North, and we
did just that in Novenber of 2014 when we purchased
three of BP's assets on the North Slope: MIne Point,
Endi cott and Northstar fields. Wwen we took over
operations, we were producing approximtely 36,000
gross barrels of oil per day from these three fields
and now we produce approxinmately 37,000 gross barrels
of oil per day.

After a year of working with these assets, | am so
excited about the anmount of opportunity up there. W
have a conprehensive list of projects we can invest in

projects that will put nore oil in the pipeline and
support literally hundreds, if not thousands, of jobs
for Al askans. W currently have one drilling rig
running on the slope and would like to pick up a

second rig by the end of the year
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But, in today's price environment and in the face of
an uncertain state fiscal structure, it is to be
determ ned what projects nove forward and when. W
have to be very thoughtful with every penny we spend.
| nvest nent budgets are shrinking and conpete wth
other oil and gas producing areas throughout the
world. | want Hilcorp's investnent dollars to cone to
Al aska. W have to continue to work hard to build
efficiencies and cut costs, while ensuring we do it
safely and w thout causing harm to the environnent.
Cutting costs, not corners, is the only way we wll
survive the current downturn

4:17:48 PM

| know that we are not the only ones faced wth
difficult deci si ons and realities during this

challenging tine. | also recognize the nmenbers of this
committee and the legislature have nmuch to consider
about what is best for the state and our future. | ask
you t oday to recogni ze t hat change creates
uncertainty, and wuncertainty deters investnent and
affects jobs. Investnent, whether for exploration or
devel opnment, is the only way to increase production

and increased production is the only way we can help
get out of this situation.

Over the past 30 years, | have worked in several other
basins throughout the United States, and | can say
wi th confidence Al aska has changed its tax policy nore
in the last few years than other areas have in

decades. | want to keep Alaskans working, | want to
increase production but the conpany sinply is not
going to continue to invest hundreds of mllions of
dol | ars in Al aska, especially in this price
environment, when the fiscal structure continually
changes.

So, in closing I wuld just Iike to say again that the
uncertainty we are currently facing threatens our
ability to plan our investnents and that the decisions
you make today wll inpact the economcs of the
opportunities to increase tonorrow s production both
in Cook Inlet and on the North Sl ope.

M. WIkins thanked the comm ttee.
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Vice-Chair Saddler stated that the other co-chairs had to
| eave the current neeting and that he was given the gavel
to continue with the neeting.

Representati ve Pruitt under st ood from M. W | ki ns’
testinmony that approximately 40 percent of Hlcorp's
investment was in Al aska. He wondered if there was another
tax reginme in which the conpany operated that was inposing
additional tax increases at the current tinme and in the
current price environnent.

M. WIKkins responded in the negative.

Representative Pruitt felt that Hlcorp was slightly
different than the three major oil conpanies and would be
adjusting his questions. Yesterday the |legislature had
heard fromthe admnistration that H | corp was heral ded for
turning around investnent which M. WIkins had highlighted
in his testinmony in the Cook Inlet and on the North Sl ope.
He first asked about how Hilcorp was able to increase
production. He also asked about the inpact the bill mght
have in Hilcorp's ability to maintain simlar increases.

M. WIkins responded to his first question about "how " He
stressed that it was a lot of hard work by sonme very
dedi cated enpl oyees. Many of the enployees were acquired,
through Hilcorp's acquisition of Chevron, Marathon, and BP
They were very highly trained, highly dedicated, and highly
noti vated enployees. He enphasized that all of the credit
went to the enployees who paid attention to the snal
details. He spoke again about the nonopod and the fact that
150 projects were conpleted. The key with the ol der assets
was to work them hard and to understand them

4:22:20 PM

Representative Pruitt asked how the legislation would
i npact increasing production. He reiterated that Hilcorp
was different than other conpanies that had been di scussed.
M. WIkens had been talking about increases while the
di scussion had been about stemm ng decline. He wanted to
better understand how he saw the legislation potentially
impacting M. WIlkins' ability to increase.

M. WIlkins relayed that Hilcorp would live within its cash

flow. H's boss would not let himtake a |oan out to pay the
conmpany light bill or tax bill. Currently the conpany had
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two drill rigs operating, one in Cook Inlet and one on the
North Slope. The conpany would like to operate nore.
However, if the state's policy decision was to increase
taxes it would place pressure on the operation of the
second rig. He would have to decide whether the conpany
could afford the second rig. He would rather take the noney
and drill additional wells in Alaska. It not only nade
sense for Hilcorp, it also made future sense for Al askans.
He saw nothing in HB 247 that encouraged the conpany to
spend nore noney in Alaska over the current law. Both
versions woul d di scourage further investnent in Al aska.

4:24:25 PM

Representati ve Munoz t hanked M. W | ki ns for hi s
presentation and for Hilcorp's success in Al aska. The
| egi sl ature appreci at ed t he conpany' s efforts. She

nmentioned that M. WIkins had spoken about investing in
Prudhoe Bay and Cook Inlet. In Prudhoe Bay the base rate
was 35 percent and in Cook Inlet there was no production
tax. She asked if he thought it was appropriate for the
State of Alaska to consider a rate simlar to the Prudhoe
Bay and the Cook Inlet when the tax cap went away.

M. WIkins responded that whether it was royalty taxes

property taxes, or inconme taxes he | ooked at what the costs
were to Hilcorp. He l|ooked at the total cost of doing
busi ness then decided whether he could afford to do
busi ness. He concurred with what Ms. Mriarty had stated
that the state made policy and industry responded to that
policy. If his costs went up it would likely drive down
activity, capital costs would be reduced, and there would
be a reduction in jobs and production. He also agreed with
ConocoPhillips that any one decision nade by the state
woul d not necessarily cause a correspondi ng response but
woul d inpact Hilcorp' s decisions. He would not be making a
shear investnent decision based on the tax structure but it
woul d certainly be a consideration.

Representative Minoz reported hearing testinony that Cook
Inlet was sufficiently incentivized because of the |ack of
a production tax. She asked for his coments.

M. WIkins responded that the tax incentives in the Cook
Inlet did exactly what they were intended to do: increase
production of oil, giving the state additional royalties,
and gas, giving a stable price to the gas supply for hones
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and utilities thus, avoiding brown outs. Gas prices could
have double had the state had to bring gas in from
sonewhere el se. He thought the tax credit system encouraged
many projects and investrment noney to Alaska resulting in
i ncreased production.

4:27:24 PM

Representative Minoz tal ked about the mnimm tax on the
North Slope. She asked iif he thought it would be
appropriate for the state to consider a tinme certain for
the net operating loss to be carried forward.

M. WIlkins replied that the state could nmake any policy it
wanted and he would react to it. He was new to Al aska
having only been in the state for a year. The idea that oil
conpanies had a lucrative deal in Alaska lead him to pose
the question as to why nore oil conpani es were not poundi ng
down the door to do business in the state. He noticed that
nore conpani es have left Alaska than conme to Alaska in the
previous 4 to 5 years. He added that Al aska was a difficult
environment to operate in.

Representative Gattis asked if Hlcorp had operations
el sewhere in the world.

M. WIkins answered in the affirmative. He relayed that
the conpany did business in the @lf Coast and the
Northeast - primarily in the United States.

Representative GGattis suggested that Hilcorp had other
options. If Alaska took advantage of tax policies that
all owed the conpany to take fuller and better advantage of
ot her options (code-speak for the conpany could pick up and
go sonmewhere else). Alaska would have no advantage at that
point. The state could tax Hilcorp "until the cows cone
home", but if the conmpany was not in Alaska to be taxed it
would not natter. She thought the bigger challenge for
Al askans to look at was that nmany industry conpanies had
other places to do business. She wondered whether Al aska
was open for business. She conveyed that she would
appreciate having Hlcorp's business so the state could pay
for all of the things Al askans have becone accustoned to.

Vice-Chair Saddler thanked M. WIlkins for his testinony

and asked himto provide a copy of his witten coments to
staff. He invited M. Jepsen from ConocoPhillips back up to
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the table. There was a correction he would like to nake on
the record.

4:30:40 PM

M. Jepsen comrented that Vice-Chair Saddl er had previously
asked about the percentage of Alaska residents enployed by
ConocoPhillips. He mght have provided sone information
that could have been m sleading. He relayed that there were
about 1200 enployees hired directly by ConocoPhillips and
about 85 to 90 percent of those enployees were Al aska
resi dents.

Vi ce-Chair Saddl er comented that the number had seemed a
little | ow

4:31: 23 PM

J. PATRI CK  FOLEY, SENFOR VICE PRESIDENT OF ALASKA
OPERATI ONS, CAELUS, would try to respond to the questions
asked earlier in the neeting. He asked nenbers to listen
for and to nmake their own determ nations about whether a
conpany |ike Caelus was part of the solution or genuinely
part of the problem He suspected Caelus was not the
problem He provided some background information. He cane
to Alaska in 1983 and had spent nore than half of his adult
life in the state. He had worked in every oil and gas
jurisdiction in the Lower 48 and spent about 4 vyears
working internationally. He had sone experience in the
rel ated issues. He wanted to rem nd nenbers of who Cael us
was, what the conpany had acconplished, and to provi de sone
insight into what the conpany's future would hopefully | ook
like. He also wanted to share wth nenbers what the
proposed changes to tax policy would have on his conpany.
Sadly, he thought he mght be the expert in net operating
| oss transferable credits. He wished he was not in a |loss
position. Caelus bought the Pioneer Natural Resources Co.
(Pioneer) assets. Therefore, when he discussed Caelus

hi story Pioneer's history was included. He conveyed that he
had personally opened the office for Pioneer 14 years
previ ously. The conmpany had been in the state for 14 years,
made substantial investnents, but had not yet nmade a
profit. The conpany was still operating at a |oss. He asked
menbers to consider what a net operating |loss neant in the
context of a production tax system He relayed that all in
meant was that Caelus nade nore expenditures (the conpany
invested nore capital and paid additional nobney) every year
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than generated revenues. Al busi nesses started out
simlarly.

4:33:49 PM

M. Foley introduced his PowerPoint Presentation: "House
Finance CS HB 247 (RES) Testinony." He began with slide 2
"Caelus Energy Alaska: Key Facts & Information.” He

rem nded nenbers that when he was discussing Caelus he was
al so including Pioneer's history. Since the conpany canme to
the state in 2002 it had invested over $2 billion in
capital. In 2016 the conpany had a capital budget of $300
million. Currently the conpany had 70 full-tinme enployees
in Al aska and had approximately 400 contractors working on
the Slope at present. Wen he summed the information
together and took into account the fact that it took 2
bodies to do 1 position and sone of the jobs were seasona
it represented about 600 full time positions.

M. Foley spoke to the acconplishnments of his conpany. The
conpany had produced 23 mllion barrels of oil since 2008.
In 2015 the company nmade 4 mllion barrels of oil. Mny
peopl e questioned Caelus' snall size and conmented about
its safety records and technical expertise. However, he was

proud of the conpany's safety record, its environnental
record, and its technical standpoint. The conpany was
drilling some of the longest wells on the North Slope. In

all of its wells the conpany enployed super giant frack
technol ogy. The conpany punped about 2.6 mllion pounds of
proppant in its wells. It was the largest frack job on the
North Slope. Not only was he the expert in Net Operating
Losses, he was also becom ng the expert in trying to make
noney on tight crummy reservoirs (that was all the conpany
had). The conpany's reservoirs, the Torok and the Nuigsuk

required very intensive capital and fracking. The conpany
took reservoir rocks that would make a small anmount of
production and enpl oyed very large fracks on them (costing
about $10 nmillion to frack a producer). The results were
that the wells had initial production IP rates in the 5000,
6000, and 7000 barrels per day. After a year the wells had
sustai ned rates of about 1500 barrels per day. Caelus had
found a way to take difficult reservoirs that had been |eft
behind by other conpanies on the North Slope and found a
way to be profitable requiring very large capital. The
conpany was profitable at reasonable prices. However, today
oil was not at reasonable prices. He admtted that his
conpany was struggling to exist. He thought he could say
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the sane about every other oil conmpany. He thought it was
probably the same for the State of Al aska. He reported that
in the current day the price of oil was $37 per barrel
Al though the conmpany was struggling to exist it did not
mean the conpany was at risk of going out of business. It
meant that Caelus was at risk of not being able to make
further capital investnments and continue to grow its
busi ness.

M. Foley explained that the state received production out
of the producers that received the state's tax credits. The
state also received royalty nonies equaling close to $70
mllion and production taxes of about $60 million to date.

4:37:13 PM

M. Foley noved to slide 3: "North Slope Exploration &
Devel opnent Program " He pointed to the left top portion of
the slide. He reported that out at Smth Bay in Tulimniq
Caelus had drilled 2 very exciting exploration wells. The
wel l's were very expensive and the conpany woul d be spendi ng
well over $100 mllion to drill the 2 wells. He reported
that currently the operations were finishing, the conpany
was encouraged by the results, and it had started naking
plans to be back in the near future to continue its
apprai sal. At Oooguruk, the cornerstone of the conpany's
busi ness, the costs were higher than nost of the North
Slope fields because it was a renote island site. The
conpany produced anywhere from 10 thousand to 20 thousand
barrels per day because of the frack nature of production
Caelus drilled wells all year, fracked them and brought
them online. The conmpany saw really high production rates
in the summertime and then they depleted. In the follow ng
year they would drill all over again. He pointed to the
next picture of Nuna, a project in the process of being
devel oped. It was a project Caelus commtted to at higher
oil prices. He adnmitted that the conpany was struggling to
keep the pad that had nothing on it. Lastly, the conpany
had acquired a 325 thousand acre block in the far eastern
portion of the North Slope. It was to the East of Prudhoe
Bay and to the west of Point Thonson. Even before the oi
and gas leases were issued Caelus had begun a high
resolution seismic 3D acquisition program Caelus was
chasing the same reservoirs at Smth Bay, Oooguruk, Nuna,
and in the East. They were the sanme type crummy reservoirs
that the conpany thought it would be the naster of
unl ocki ng.
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Vice-Chair Saddler asked about the term he had used,
"crummy" reservoir.

M. Foley responded, "Sadly | did say crumy."

Vi ce-Chair Saddl er thought there was sonme technical term he
was m Ssi ng.

4:39:48 PM

Representative W/ son asked about the odds of Caelus com ng
back if the state started changing its tax regine again.

M. Foley indicated that he had a slide that specifically
addressed Nuna, potential opportunities, and what would
have to happen for Caelus to nove forward wth its
i nvest ment .

M. Foley turned to slide 4: "Alaska: An Attractive
| nvest nent Qpportunity?" He had nentioned before that he
had worked internationally as a negotiator and in a
strategic planning group. The group evaluated new
opportunities by answering several questions that were
listed on the slide. The questions included whether the
resource was world class, whether there was access to
infrastructure, whether there were |eases available,
whet her there was an expert comunity of contractors, and
whet her the regulatory environnent could be managed. Al aska
received fairly high marks in the answers to these
guestions. However, there were sone downsides to investnent
opportunities in Alaska. First, Al aska was an expensive,
cold, and renote operating environnment. Another question
his group answered was whether Al aska's fiscal reginme was
favorable. He relayed that wunder SB 21 it was very
favorabl e. The changes currently being contenplated would
make the regi ne unfavorabl e. Another question to answer was
whether the fiscal regine was stable and predictable. In
his history he had seen about 5 or 6 tax regine changes in
the prior 10 years. Alaska received very poor marks in
fiscal regine stability. Caelus was a conpany that went to
outside sources for its capital. The conpany's investors
needed to have confidence in the system He reported that
investors were very nervous about continuing to invest in
Al aska.

4:42: 43 PM
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M. Foley advanced to slide 5: "Alaska Gl Tax Policy -
I ntegrated Tax System " He acknow edged that the slide was
borrowed from enalytica. The slide showed the governnent's
take over a broad range of prices. He explained that
government take was determned by profit and distribution
Gross revenues mnus costs equaled profit which was then
shared. He relayed that SB 21 reflected a fiscal system
that was flat over a very broad range of prices. He pointed
to the dotted I|ine on the chart that depicted the
governnment take over a range of prices. He highlighted that
from $70 and up the governnment take remained shockingly
flat. At the lowest end, reflecting current prices, 100
percent of the take went to the state. There was nothing
left for the investor.

Representative WIson wondered if there was an issue wth
SB 21 or with the price of oil

M. Foley answered that the conpany was struggling first
because of price. Secondly, the conpany was concerned about
what woul d happen in the future. He furthered that under SB
21, an integrated balanced system conpanies were allowed
to earn tax credits by doing work. He suggested nenbers to
think of it as an early assistance provided by the state to
fund and nove projects forward. In exchange, conpanies
woul d pay a |arger piece once a project got off the ground
and becane profitable.

Representative Wl son had heard of the benefits of SB 21 at
high oil prices such as $90, $100, and $120. The reason a
change was being considered was because the |egislature had
not properly considered the regine at |low prices of the
present day. She asked if M. Foley agreed wth her
st at enent .

M. Foley agreed that oil at high prices was the only
scenario people had envisioned. He did not think that
anyone had contenplated oil at $37 per barrel.

4:46: 04 PM

Representative WIlson asked if M. Foley thought the
changes being considered would fix the situation the state
was in.
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M. Foley thought the changes exacerbated the problem
rat her than hel ping the problem

Vi ce-Chair Saddler asked if the dark blue or purple on the
chart represented the producer take.

M. Foley suggested directing the question to enalytica.
The dark blue was not represented in the key.

M. Foley noved on to slide 6: "Tax Program Changes &
| mpacts to Caelus." He explained that the slide represented
the inpacts that the original bill, HB 247, would have upon

Cael us. The slide showed the net present value (NPV) on a
life-cycle basis of the conpany's current proj ect
inventory. It included Oooguruk and Nuna using strip prices
simlar to current prices. Over the course of the follow ng
5 years the price would creep up every year until, in about
5 years, the price would be about $52 and it would be flat
forever. He thought it was unsustainable. The slide tried
to wal k through the additive inpacts of the various pieces
of the initial bill offered by the admnistration. The
first inpact was the GVR fix. Caelus was one of the conpany
that earned a net operating loss. The way the statues and
regul ations were witten they allowed Caelus to basically
increase its net operating loss by applying the GVR Sone
people clained it was an unintended consequence and needed
to be renoved. From his prospective he had assuned it was
an intended consequence because the taxes were starting to
i ncrease under SB 21 and the credit system was changi ng. He
saw it as sonething that could balance them He understood
the legislature's belief and the public's concern and
suspected he would lose on the issue the result of which
woul d erode the value of his business by about 13 percent.
The bars on the graph denonstrated the inpact on an NPV
basi s created by each proposed change.

4:49: 44 PM

Vi ce-Chair Saddl er asked about his NPV rate assunption and
to define "strip price."

M. Foley responded that the graph represented a NPV
di scounted at 10 percent. The strip price was what the
financial markets predicted would be the price of oil.
Currently, they predicted that the price wuld be what it
was at present. It assuned a very nodest increase each year
for the following 5 years at about $52 per barrel.
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Vice-Chair Saddler remarked that NPV at 10 percent was a
fairly high assunption. He asked M. Foley to coment.

M. Foley answered that when conpanies nmade economc
eval uations they considered what they would |ook I|ike at
various NPV anpbunts. The next bar depicted the negative
i npact of hardening the floor. At present, because the
conpany was at a NOL position and because it was a small
start-up business it could actually use all of its credits
to go below the floor. He confirmed there was a (ross
mnimum tax floor but the credits allow the conpany beneath
that floor. Presently Caelus did not pay a production tax.
If the legislature changed legislation resulting in the
creation of a 4 percent hard floor it would erode the val ue
of his business by (plus the GVR fix so they were additive)
31 percent. The next piece showed the inpact of a $25
mllion transferable credit [imt which eroded the
conpany's value down to 77 percent erosion. The final
el ement of change that inpacted the conpany's val ue was an
increase in a hard firm floor from 4 percent to 5 percent.
At the end of the day wth the proposed changes his
busi ness would be worth 17 percent of what it was worth
prior to HB 247.

Vice-Chair Saddler asked iif he had any information
regarding the effect on his business at the $200 mllion
credit limt.

M. Foley reported Caelus having a capital budget of about
$300 mllion and the conmpany would earn NOL plus EIC
credits equal to about $100 million.

4:52:41 PM

M. Foley continued to slide 7: "Nuna: A Project on the
Bubbl e.” He explained that the project was ready to go: the
gravel was installed, all of the engineering design was
conplete, and equipnment was queued up for purchase.
However, the project was placed on hold due to the oil
price decline. The project would remain on hold until oil
prices recovered and Alaska stabilized its tax policy.
Oiginally, Caelus had anticipated having first oil for the
Nuna project in the fourth quarter of 2017. Unfortunately
the conpany would not be able to neet the tineline. He
estimated at |east a year delay. He relayed details of the
project. Caelus owned 100 percent of the working interest.
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There was just nore than 100 mllion barrels of reserves.
At peak production it would generate 20 thousand to 25
t housand barrels of oil per day. It would enploy about 300
fulltime contractors for the first 2 years during
construction. It would have 300 fulltinme enployees for 4 to

5 years of the drilling phase. He commented on all of the
econom ¢ benefits the state would enjoy because of all of
the direct jobs and the 20:1 nultiplier effect. In
addition, the project would bring future revenues to the
state of approximately $1.75 nmillion. The paynments cane
from the integrated fiscal system create by the state.
There would be $900 mllion royalty paynments as well as
$500 million in net profit share |ease paynents. There
woul d al so be future production tax paynents in the anount
of about $250 mllion and property tax payments of about

$100 mllion.

M. Foley reported that one question regularly posed was
whether the state provided nore credits than the conpany
paid back 1in production tax. It showed that the Nuna
project at the current prices earned NOL transferabl e cash
paynments of about $250 mllion and in the future Caelus
woul d pay that noney back. Coincidentally, at the current
price it would equal about $250 mllion paid in future
production tax paynents. He considered it a wash. In
addition, Caelus would pay $1.5 billion in royalty, net
profits, and property tax paynents to the State of Al aska.

4:55:54 PM

Representative Gara asked if Nuna was a GVR fi el d.

M. Foley answered that both Nuna and Oooguruk were GVR
fields. He rem nded nenbers that they were GVR fields at
the rate of 20 percent. At the tine SB 21 cane about it was
a field intended to be eligible for a 30 percent GVR
However, SB 21 was witten such that it excluded any | eases
with a field with a one-eighth royalty. At the tine he
believed that his | ease would qualify because it was a one-
eighth plus |ease. However, it turned out that he was not
eligible for a 30 percent GVR

Representative Gara asked what oil price M. Foley had

assuned in his estimation of $1.7 billion in future
paynent s.
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M. Foley responded that the work was done at $70. He noted
that it did not nmake sense to do it at strip prices because
ot herwi se Nuna would not |ikely happen.

4:58: 05 PM

M. Foley turned to slide 8. "Cosing Thoughts.” He urged
menbers, as they contenplated changes, to make sure that
t he changes the | egislature nmade would incent the behaviors
that the state wanted. He believed SB 21 was a very
bal anced system He thought that SB 21 and the credit
system were the reasons why Caelus was in Alaska. He
reported that when Caelus had evaluated opportunities in
Alaska it canme to the conclusion that there were great
opportunities even though prices were high and the fiscal
regine was unfriendly. Under SB 21 because of the credit
system it incented Caelus to close on the purchase wth
Pioneer and to commt to the Nuna project, buy 325 thousand
acres of leases in the East, shoot a high resolution 3D
and drill 2 exciting exploration wells at Smth Bay.

Representative WI|son asked if he had been consulted by the
adm ni stration about any possible proposals and their
potenti al inpact.

M. Foley indicated that he had had nore than one
opportunity to speak with the administration. He was able
to share his concerns. He could not say anything nore than
the bill was what it was.

Representative WIson asked about the per barrel price it
woul d need to reach to be profitable and to allow for the
continuation of the project.

M. Foley stated that the work was done at $70 per barrel
oil. He was unsure of the price necessary to nove on wth
the project. He estimated that it was in the neighborhood
of $70 mllion.

5:00: 34 PM

Representative Pruitt asked if he had seen an increase in
taxes in any other regi nes Cael us operat ed.

M. Foley relayed that the conpany only acted in Al aska.
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Representative Pruitt referred to slide 7 and pointed to
the $250 million in NOL cash paynents from the State of
Alaska as well as the other benefits. He asked about
whet her the project would nove forward if the legislation
noved forward

M. Foley answered that, in regards to tax |aw changes, the
conpany needed to reach a certain economc threshold. The
nmore erosion the conpany suffered due to tax change the
nore the price would have to increase to offset costs. For
exanple, if the project was done at $70 per barrel and the
system changed it woul d take a hi gher price.

Representative Pruitt asked if the company was |ooking to
i nvest in other projects.

M. Foley responded in the affirmative. He added that
Caelus' large exploration block out to the East was one of
them He hoped to drill sonme wells in the future. He hoped
for a follow up season at Smith Bay which he also hoped
would lead to developnent. He nentioned that the one
underlying thene that keeps coming about was the concern
that the paynent of transferable NOL credits was a drag on
the system There was a fear that the anmount of nonies that
the state would have to pay for the credits would be very
high. He argued that it was a problem that sadly was self-
correcting. He explained that at high prices the projects
woul d go forward and would likely earn credits but it would
be in a tinme when Al aska's econony was nore robust and the
state would have the ability to fund those credits. In a
very low price environment l|like the state was currently,
sadly the projects would not go forward and there woul d not
be investnments and there would not be NOL's that the state
had to rei nburse.

Representative Pruitt asked if Caelus had already received
credits from the state for the Nuna project and Oooguruk
project. He wondered if it was fair to say that if the
projects did not go forward the state paid nobney on
sonething it would not receive a benefit.

M. Foley responded, "Yes, we have nade expenditures on a
project |ike Nuna. W have incurred |osses. W have earned
transferable NOL credits and, you are exactly right, if the
project does not go forward, there would be no future
revenue to the state for that project.”
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Vi ce-Chair Saddl er thanked M. Foley for his testinony. He
directed himto submt his witten testinony.

SB 247 was HEARD and HELD in commttee for further
consi derati on.

Vi ce-Chair Saddler discussed the agenda for the follow ng
nmeeti ng.

#
ADJ OURNVENT

5:05:41 PM

The neeting was adjourned at 5:05 p. m

House Fi nance Conmmittee 65 04/01/16 2:00 P. M



