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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 Iliquefied natural gas storage facility tax
credit, and the qualified in-state oil refinery infrastructure
expenditures tax credit; relating to the minimumtax for certain
oil and gas production; relating to the mninmum tax cal cul ation
for nmonthly installnent paynents of estimated tax; relating to
interest on nonthly installnment 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 limtations 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
fromthe oil and gas tax credit fund; relating to a m ninmm for
gross value at the point of production; relating to |ease
expenditures and tax credits for nunicipal entities; adding a

definition for "qualified capital expendi ture"; adding a
definition for "outstanding liability to the state"; repealing
oil and gas exploration incentive <credits; repealing the
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l[imtation on the application of credits against tax liability
for |ease expenditures incurred before January 1, 2011,
repealing provisions related to the nonthly install nment paynents
for estimated tax for oil and gas produced before January 1,
2014; repealing the oil and gas production tax credit for
qualified capital expenditures and certain well expenditures;
repealing the calculation for certain |ease expenditures
applicabl e before January 1, 2011; meking conform ng anmendnents;
and providing for an effective date."

- HEARD & HELD
PREVI QUS COW TTEE ACTI ON
BILL: HB 247

SHORT TI TLE: TAX; CREDI TS; | NTEREST,; REFUNDS; O & G
SPONSOR(s): RULES BY REQUEST OF THE GOVERNOR

01/ 19/ 16 (H) READ THE FI RST TIME - REFERRALS
01/ 19/ 16 (H) RES, FIN

02/ 03/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 03/ 16 (H) Heard & Hel d

02/ 03/ 16 (H) M NUTE( RES)

02/ 05/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 05/ 16 (H) -~ MEETI NG CANCELED - -

02/ 10/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 10/ 16 (H) Heard & Hel d

02/ 10/ 16 (H) M NUTE( RES)

02/ 12/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 12/ 16 (H) Heard & Hel d

02/ 12/ 16 (H) M NUTE( RES)

02/ 13/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 13/ 16 (H) -~ MEETI NG CANCELED - -

02/ 22/ 16 (H) RES AT 1: 00 PM BARNES 124
02/ 22/ 16 (H) Heard & Hel d

02/ 22/ 16 (H) M NUTE( RES)

02/ 24/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 24/ 16 (H) Heard & Hel d

02/ 24/ 16 (H) M NUTE( RES)

02/ 25/ 16 (H) RES AT 8:30 AM BARNES 124
02/ 25/ 16 (H) Heard & Hel d

02/ 25/ 16 (H) M NUTE( RES)

02/ 25/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 25/ 16 (H) Heard & Hel d

02/ 25/ 16 (H) M NUTE( RES)

02/ 26/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 26/ 16 (H) Heard & Hel d
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02/ 26/ 16 (H) M NUTE( RES)

02/ 27/ 16 (H) RES AT 10: 00 AM BARNES 124
02/ 27/ 16 (H Heard & Hel d

02/ 27/ 16 (H) M NUTE( RES)

02/ 29/ 16 (H) RES AT 1: 00 PM BARNES 124
02/ 29/ 16 (H Heard & Hel d

02/ 29/ 16 (H) M NUTE( RES)

02/ 29/ 16 (H) RES AT 6: 00 PM BARNES 124
02/ 29/ 16 (H Heard & Hel d

02/ 29/ 16 (H) M NUTE( RES)

03/ 01/ 16 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

DANI EL SECKERS, Tax Counsel, Upstream Busi ness Services
ExxonMobi | Cor porati on

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in opposition to HB 247.

J. Benjam n Johnson, President, CEO

Bl ueCrest Energy Inc.

Fort Worth TX

PCOSI TI ON  STATEMENT: Provi ded a PowerPoint presentation about
the investnment value of the current tax credits and the inpacts
t hat HB 247 woul d have on his conpany.

DAVI D W LKI NS, Senior Vice President

H | corp Al aska, LLC

Anchor age, Al aska

POSI TI ON  STATEMENT: During the hearing on HB 247, testified
that the current system of tax credits is an exanple of good
policy that has achi eved positive results.

BRUCE WEBB, Senior Vice President

Furie Qperating Al aska LLC

Anchor age, Al aska

PCSI TI ON  STATEMENT: Assisted in providing a PowerPoint
presentation regarding the inpacts that HB 247 would have on his

conpany.

DAVI D ELDER, Chief Financial Oficer

Furie Operating Al aska LLC

League City, Texas

POSI TI ON  STATEMENT: Assisted in providing a PowerPoint
presentation regarding the inpacts that HB 247 would have on his

conpany.
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ACTI ON NARRATI VE
1: 00: 00 PM

CO- CHAIR BENJAM N NAGEAK called the House Resources Standing
Commttee neeting to order at 12:59 p.m Represent ati ves
Nageak, Talerico, O son, Seaton, and Johnson were present at the
call to order. Representatives Josephson and Tarr arrived as
the neeting was in progress.

HB 247- TAX; CREDI TS; | NTEREST; REFUNDS; O & G

1: 00: 11 PM

CO CHAI R NAGEAK announced that the only order of business is
HOUSE BILL 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
t ax credit, and t he qgualified in-state oi | refinery
infrastructure expenditures tax credit; relating to the m ni num
tax for certain oil and gas production; relating to the m ninmm
tax calculation for nonthly installnment paynents of estinated
tax; relating to interest on nonthly installnent paynents of
estimated tax; relating to limtations for the application of
tax credits; relating to oil and gas production tax credits for

certain losses and expenditures; relating to limtations 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
fromthe oil and gas tax credit fund; relating to a m ninmm for
gross value at the point of production; relating to |ease
expenditures and tax credits for nunicipal entities; adding a
definition for "qualified capital expendi t ure"; adding a
definition for "outstanding liability to the state"; repealing
oil and gas exploration incentive <credits; repealing the
l[imtation on the application of credits against tax liability
for |ease expenditures incurred before January 1, 2011,
repealing provisions related to the nonthly install ment paynents
for estimated tax for oil and gas produced before January 1,
2014; repealing the oil and gas production tax credit for
qualified capital expenditures and certain well expenditures;
repealing the calculation for certain |ease expenditures
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applicabl e before January 1, 2011; nmeking conform ng amendnents;
and providing for an effective date.”

CO CHAIR NAGEAK noted that the committee will continue hearing
invited testinony from the oil and gas industry regarding the
potential inpacts of HB 247.

1: 01: 01 PM

REPRESENTATI VE JOHNSON requested that M. Seckers of ExxonMbobi
Corporation provide his qualifications as a tax expert.

DANI EL  SECKERS, Tax Counsel, Upstream Business Services,
ExxonMobi| Corporation, stated that was previously a chief
appeals officer for the Internal Revenue Service (IRS), has an
under graduate degree in accounting, a mnor in economcs, two
mast ers degrees, and two | aw degrees of which one is Msters in
Law on Taxation. He has worked for ExxonMobil Corporation
("ExxonMobi |l ") for nearly 30 years and has done Al aska taxes

i nternational taxes, and transactional taxes.

REPRESENTATI VE JOHNSON commented that he wants the conmmttee to
know it is dealing with people who are qualified.

CO- CHAI R NAGEAK requested that all wtnesses provide conment on
the inpacts that the changes proposed in HB 247 would have on
their respective conpani es.

1:02: 56 PM

MR. SECKERS thanked the commttee for listening to ExxonMbil's
views on this troubling |egislation. He stated that in today's

econom ¢ environnment, ExxonMobil is commtted to Al aska and
conti nues to actively pursue all attractive investnent
activities in the state. ExxonMobil has had a presence in
Al aska for over nine years, has invested over $20 billion to

date, and Alaska remains a very inportant part of ExxonMbil's
wor | dwi de i nvestnent portfolio. He recognized that |egislators,
as policy makers, have the very difficult task of trying to
resolve the state's budget problens, trying to nmaintain current
revenue streans, and yet trying to mintain Alaska as a
conpetitive and attractive place for conpanies to invest.

MR. SECKERS said tax policy decisions fundanentally inpact the
econom c health of Alaska and the conpanies that are doing
business in the state. ExxonMobi| believes that tax policy
decisions need to nove the state forward, not away from its
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vision of oil and gas devel opnent. It is «critical for
| egislators to naintain every stable and conpetitive investnent
envi ronnent . ExxonMobi| believes the question that really is
before the committee is whether or not to raise taxes on the oi
and gas industry at the very time when the conpanies are
reporting significant |losses on the very activities that HB 247
is trying to tax. Is it sound tax policy for legislators to do
t hat ? Do legislators believe that such action wll actually
hel p the state weather these hard tines or nmake matters worse?

1: 05: 01 PM

MR. SECKERS said he wll break down his comrents into three
ar eas: substantive |aw changes, procedural changes, and tax
policy changes. He said ExxonMbil agrees with yesterday's
testimony from the Alaska G| and Gas Association (AO&), and
from each of the other conpanies, that HB 247: represents a
significant tax increase on the oil and gas industry; wll not
i nprove Alaska's overall investnent climate; wll not lead to
nmore jobs or opportunities in the state; and wll not help,
mai ntain, or increase oil and gas production |evels. ExxonMbi
believes that HB 247 will do the exact opposite and for these

reasons ExxonMobi|l opposes HB 247.

MR. SECKERS first addressed the substantive provisions of the

bill. He said raising the mnimm tax from 4 percent to 5
percent is a tax increase of at |east 25 percent on conpani es on
the North Slope on their gross revenues. Rai sing taxes on

conpanies that are reporting record |osses, |osses on the very
activity that HB 247 is trying to tax, is not sound tax policy.
The hardening of the mninum tax floor is also very troubling.
Section 17 of the bill would prevent conpanies from realizing
the true economcs of their investnents by preventing critica
tax credits from being used to offset the mninmm tax.
Di sal | owi ng conpani es from using earned or available tax credits
to reduce the mnimm tax would represent an immediate and
significant tax increase. It would penalize conpanies that have
made prior year investnents even when they were |0sing noney.
It would penalize conpanies today that are continuing to nake
i nvestnments even though they are losing noney and that are
continuing to make investnents despite the low price
environment. The inpacts of Section 17 were sumred up well when
yesterday AOGA stated that both |large and small conpani es that
may have new oil tax credits, exploration credits, drilling
credits, tax loss credits, sliding scale credits, new oi

credits, and that may be in a loss due to low prices, are al

going to be at risk to having such valuable credits either
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deni ed or deferred. In either case, it is a current year tax
i ncrease.

1: 07: 31 PM

MR. SECKERS offered ExxonMbil's belief that in order to
maxi m ze investnment in Alaska it is critical to provide
investors the opportunity to capture the econom c benefit of the
i nvestnments they've nade, especially given the inherent downside
long-term risks of capital investnents on the North Sl ope.
Section 17 wll significantly and negatively inpact Al aska's
investment climate and the perception of Alaska' s investnent
climate to any future investors by announcing to the world that
Alaska is wlling to adversely affect the economcs of prior,
current, and future year investnments sinply for short-term
revenue needs.

MR. SECKERS said Section 17 is also troubling because it would
further increase taxes by preventing a conpany from fully
utilizing all available earned or available tax credits from any
nmonth to offset the tax for the entire cal endar year. This is
nothing nore than a disguised tax increase, he continued. The
production tax is an annual tax that is paid in nonthly
installments and it has been that way since this provision was
put on the books back with the production profits tax (PPT). It
is not and has never been a nonthly tax. But this change in
Section 17 would, in effect, convert, or at least mgrate, this
tax to nore of a nonthly tax. This is a significant change in
substantive |aw. Despite what the admnistration nay be
alluding to by focusing only on sliding scale tax credits, this
provision is much broader than that. This provision would
i npact every single tax credit available under the production
tax |aw. That neans conpanies with all the credits - small
producer credits, Mddle Earth credits, and tax loss credits,
all of them - would be at risk to having tax credits deferred,
or worse, lost forever. That is a tax increase.

1: 09: 25 PM
REPRESENTATI VE OLSON asked whether ExxonMbil has done any

nodels on Section 17 that are not proprietary and therefore
avai lable to the commttee.

MR. SECKERS responded that any nodeling done on the bill by
ExxonMobi| would have confidential data. However, he noted,
ExxonMbbi| agrees with the presentation provided by enalytica

and he therefore Representative dson could run his question
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t hrough enalytica for nodeling purposes. He reiterated that
Section 17 is troubling and is without question a tax increase.

REPRESENTATI VE OLSON i nquired whether M. Seckers knows of any
other political subdivisions, provinces, states, countries, or
emrates that have a tax nechani smthat has changed six tines in
ten or eleven years.

MR. SECKERS replied, "Not to ny know edge."
1:10: 29 PM

REPRESENTATI VE SEATON referred to M. Seckers' statement that it
has not been nonthly since PPT. He said his recollection is
that the progressivity elenent in the taxes was specifically
nmonthly, so it would seem |like this elenent is conparative to
that nore than to PPT.

MR. SECKERS answered that Representative Seaton is correct that
the progressivity piece that was present under PPT and Al aska's
Clear and Equitable Share (ACES) was a nonthly determ nation of
the rate for that particular nonth, but tax itself was a year
tax. He said the tax itself is calculated on a yearly basis as
provided in statute and is the way the Departnent of Revenue
(DOR) has adm nistered the tax since its inception.

1: 11: 24 PM

MR. SECKERS continued his testinony regarding Section 17, saying
that the nonthly paynents made by ExxonMbil are estinates. A
ot of variables go into it - for exanple, estimates of the
conpany's expenses as well as estimates of one-twelfth of the
conpany's credits. There is then a final true-up at the end of
the year so the taxpayer can determ ne and pay the tax based on
the entire cal endar year of operations.

1:11: 58 PM

REPRESENTATI VE SEATON offered his understanding that t he
progressivity was a nonthly cal culation that was not trued up at
year end or annualized |ater. To his know edge, he conti nued,
the sliding scale was put in there specifically to be the
progressivity piece and reverse going at |low prices, but was
specifically put in there to enmulate the progressivity that was
had in the previous tax bill. It was pretty clear that that was
provi ding progressivity. He requested M. Seckers to coment in
this regard.
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MR. SECKERS responded that, in regard to the sliding scale tax
credits, he cannot address the intent behind the thoughts of
each | egislative nenber. He agreed it was put on the books as
an offset to the elimnation of progressivity. He said that the
regulations in law today, as well as the way the statutes work,
clearly allow that credits that could be used in one particular
nmonth are still available for the entire cal endar year. So,
while the sliding scale credits were determned on a nonthly
basis, should the economcs of that nonth change, and the
economcs for the entire year change, the credits that would
ot herwi se have been used that couldn't have been used in a
particular nmonth are still available for the entire cal endar
year. He said Representative Seaton is correct in the sense
that the determnation of the sliding scale credits is based on
nonthly production, but it is an annual tax in terns of its
actual determ nation for the year.

1: 13: 39 PM

MR. SECKERS returned to his testinony. He said Section 31 would
prevent the gross value at the point of production from going
bel ow zero, thereby increasing the production tax by changing
the way the gross value at the point of production is determ ned
and applied. He allowed that this change may sound harnmnl ess at
times, and that intuitively it may seem to nake sense that a
gross tax at the point of production should not go bel ow zero,
that there should not be a negative tax. However, he continued,
this provision represents another tax increase. It would
adversely inpact the economcs of investnments and penalize those
producers that made prior-year investnents and would create
uncertainty as to how a conmpany is to calculate its tax return.
Currently, if the price of oil fluctuates, or a conpany's marine
transportation or pipeline tariff costs are such that it forces
the gross value at the point of production to go negative at a
particular field or wunit, the economcs of that investnment are

not | ost. Why?  Because when a conpany files its tax return
under current law, it is not filed on a field-by-field or unit-
by-unit basis; rather, it is filed by segnents. |In Al aska there
are four segnents that were created under PPT: two for Cook
Inlet oil and gas, the North Slope, and Mddle Earth. For the
North Slope, ExxonMbil files a consolidated return for the
entire segment. So, if there is a negative gross value at the

poi nt of production because of an expensive investnment or an
investnment with troubled economcs, the negative gross val ue at
the point of production gets offset or conbined with the
conpany's gross value of the entire segnent and therefore the
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econonmics of that investnent are not |ost. That's a very
val uabl e thing when conpani es | ook at making investnents. Thi s
provi sion would instead say that those costs are now |lost, that
the gross value at the point of production from that field or
unit will now be limted to that field or unit. The |aw doesn't
say that, this provision just says it cannot go below zero.
There is no indication of how [DOR] is going to apply that.
Does that nean by segnent or by field? Based on what was
testified by the Departnent of Revenue, a conpany woul d have to

interpret it by field. If that's the case, then that's a
substantive change in the |law because it is not determ ned by
field - it is consolidated and a conpany files one return of al

the conpany's gross value at the point of production mnus the
expenses. This would be nothing nore than a tax increase.

1:15: 58 PM

REPRESENTATI VE TARR understood that the concern is whether it is
applied per field or per segnent since it is currently being
done by segnent. She asked whether ExxonMobil would stil
oppose the provision if it was instead nore specific to say that
it would be applied per segnent.

MR. SECKERS replied certainly, because it would still be a tax
increase. The only difference there is if the whole segnent is
goi ng negative for any big conpany, then everyone is in a world
of hurt. The point is that what will happen by applying this
section is that the investnents a conpany has made for its
pipeline, its tankers, and so forth - if it forces the econom cs
of that particular investnent to go negative - then the conpany
would | ose recovery of that part of its economc investnent,
which would be a change in the tax law and therefore a tax
i ncrease.

1:16: 59 PM

REPRESENTATI VE JOSEPHSON nai ntained that it is a transparent tax
increase, not a disguised tax increase as stated earlier by M.
Seckers. The adm nistration has a nunber of neasures to raise
revenue given the state's fiscal situation, he said, and these
were not hidden to M. Seckers and these are understood by M.
Seckers.

MR. SECKERS allowed Representative Josephson is right in the
sense that it would be apparent to soneone who knows what he/she
is looking at. However, the reason he chose those words is
because HB 247 is being couched as a tax credit reform bill
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[ Section 31] has nothing to do with tax credits, it goes to the
gross value at the point of production and substantively changes

the way a tax is calculated. When the bill was first testified
to, this was just glossed over as basically conform ng |anguage
and it was an alarmng provision for that reason. It wasn't
flushed out wuntil very later on, causing him concern that "a

fast one" was bei ng pull ed.
1:18: 25 PM

REPRESENTATI VE JOSEPHSON addressed the issue of nonthly versus
annual calculation raised by Representative Seaton. He argued
that if kept in its current form and price variability is such
t hat conpani es cannot use all the credits in a nonth and so sone
are carried over, then the state would bear that variability in
j ust about every instance.

MR. SECKERS responded, "Not wth the provision as drafted.”
There are nore variables that could cause that event, he said.
For exanple, a conpany's expenses can go up and down, sone
expenses are unknown until the end of the year and that's why
they are estinates. But, the law says that if, for exanple, a
conpany clains 12 credits in a given nonth but should have only
claimed 11, then the conmpany nust refund that back, it has
underpaid its tax at that point. This |law says, "oh by the way
you clainmed 11, you could have clainmed 12, you had 12, you can
only claim 12, sorry, you don't get to keep them" He noted
that consultant Janak Mayer of enalytica stated that this is a
one directional tax increase, it doesn't go back and forth.

1:19: 29 PM

REPRESENTATI VE SEATON referred to M. Seckers' statenment that if
this was applied by segnent [the costs] would be lost. He asked
whet her M. Seckers was neaning they were lost in that year or
woul d roll over as net operating |loss credit.

MR. SECKERS answered he is not certain this has ever been tested
because he's unaware of a tax credit that's had a negative gross
val ue at the point of production, but he is not saying it hasn't
happened. He explained that the calculation would start wth
the gross value at the point of production to the extent there
is negative to it, and then the |ease expenditures would be
subtracted to determ ne the net operating |oss. He offered his
belief that the net operating |oss would be increased by those
addi ti onal deductions and suggested that M. Al per [D rector of
t he DOR Tax Division] be asked this question.
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REPRESENTATI VE SEATON stated, "W would be doing basically the
sane thing as the net loss carry forward as we have now, it
would just be that the tax wouldn't go below zero in any one
year."

MR. SECKERS replied the law is very specific that a conpany
cannot have a negative tax, the worst it can go is to zero.

1:21: 00 PM
MR. SECKERS continued his testinony and offered his agreenent

with the comrents nmade yesterday by M. Foley of Caelus Energy
Al aska about the renoval of the gross revenue exclusion fromthe

determ nation of a net operating | oss. He said he agrees with
M. Foley that it is in the law and is an incentive to help
develop smaller fields and those with troubled econom cs. \V/ g

Seckers said it is a provision that is clearly a tax increase
and one that will make those fields nore difficult to produce.

MR. SECKERS stated that Section 8 of the bill raises significant
concerns in regard to the disclosure of tax credit information.

1: 21: 56 PM

REPRESENTATI VE TARR noted that the conmittee is trying to cone
up with a reasonable resolution that potentially neets in the
m ddl e. In regard to the proposed $25 million cap, she asked
whether there is an ampunt that M. Seckers would consider
reasonabl e. She recounted that yesterday no one who testified
woul d gi ve her a nunber

MR. SECKERS qualified he isn't sure he understands the question,
but said the proposed "$25 mllion annual linmt applies to the
ability of refundable credits for a conpany to say this is the
nost you can have the state refund in any given year subject to

other limtations - the local hire and things of that nature.”
ExxonMobi | has never qualified for that, he continued, has never
had a refundable credit and wll not ever have a refundable
credit as long as it can keep its production high enough. So

it my be unfair for ExxonMobil to comment on this provision.

REPRESENTATI VE TARR noted that ExxonMobil would have to use the
proposed change against its future tax liability. She inquired
whet her this is what ExxonMobil is considering a substantive tax
i ncrease.
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MR. SECKERS answered absolutely. From a general policy point of
vi ew when conpani es nake investnents and prices tank, they're in
a loss position through no fault of their own and they want to
recover sone of that econom c investnent. Yest erday the Al aska
Ol and Gas Association (AO®A) said that this is critical to
sonme of the conpanies to continue to make necessary investnents
in the state - those conpanies need the recovery today. To deny
that recovery by forcing them to be unable to use it against,
say, the mninumtax is a pretty big tax increase and, in his
opinion, is a nmgjor substantive change.

1:24:16 PM

REPRESENTATI VE JOSEPHSON recalled M. Seckers' statenment that
under Senate Bill 21 there can never be a negative tax. But, he
said, it's the credits that can drive it underneath the zero
fl oor and there have been sone instances where the net operating
| oss put the state in a position of paying nore than 100 percent
of the costs of devel opnent.

MR. SECKERS replied that the aforementioned is a two-part
guesti on. What he is neaning by a negative production tax, he
explained, is that a conmpany cannot go to the state saying it
has a negative production tax of $100 and is owed a check.
Under the law, a conmpany goes to zero and that's it; if there is
a loss it is carried forward to use against future opportunities
or against future production tax or is possibly certificated and
transferred. So, a conpany cannot get a negative current year
production tax. As for the ability of the Net Operating Loss
(NOL) to go above the cost of developnent, he said he is
uncertain how that gets there. That is not to say that a
conpany couldn't, for exanple, have a gross revenue exclusion or
stackable credits, of which the nunber can get pretty high.
But, in order to have an NOL, a conpany spends the $1 and gets a
35 percent recovery, so the conpany is still out 65 cents. To
the extent that that nunber can get over 100, he said he has not
seen it. He suggested asking a smaller conmpany this question.

REPRESENTATI VE JOSEPHSON asked whether M. Seckers would agree
that it is egregious if it was shown that it could [get over
100] .

MR. SECKERS responded it would depend on what the policy of the
state is in terms of trying to encourage whatever is causing
that investnent to go that low - it would have to be a pretty
risky investnment with a lot of costs. Froma tax practitioner's
point of few, he said he is not certain he has ever seen that,
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so his knee-jerk reaction is that it's pretty rare. However, if
the state says it's happening to certain taxpayers, then he
bel i eves the state but he has not seen it.

1: 26: 31 PM

MR. SECKERS resunmed his testinmony about Section 8 of the bill

whi ch woul d allow the Departnment of Revenue (DOR) to make public
informati on concerning a taxpayer's uses of tax credits as well
as information concerning the activities of that taxpayer that
gave rise to those tax credits. This information is currently
confidential and for good reasons. ExxonMbbi|l is partners wth
BP, Conoco, and others at Prudhoe Bay and other fields. As
partners, certain information is shared in the co-devel opnent of
the field. But, on a global scale the conpanies are conpetitors
and, as such, are bound by certain laws to keep certain things

confidential; for instance, prices and taxpayer sensitive
i nformation. To now allow DOR the liberty of publishing this
kind of data, wth who knows what I|imt or no limt, 1is

troubl i ng. He said he agrees with yesterday's testinony by BP
AOGA, Conoco, and others that this is a troubling section.
Going down this path opens it up to a risk of full disclosure of
t axpayer sensitive, as well as confidential, information.

1: 27: 42 PM

REPRESENTATI VE TARR imagined that if this legislation went
forward as witten, the regulations inplenenting this provision
would be nore specific and the conpanies wuld have an
opportunity to participate in that process to define it. She
asked whether this gives M. Seckers any level of confort that
ExxonMobi|l would be able to participate or whether M. Seckers
thinks it needs to be nore clearly defined in the statute.

MR. SECKERS answered that the admnistration of the tax |aw
bel ongs to the Departnent of Revenue, but the regulatory process
is not always a give and take. Many tinmes industry will present
comments that don't go anywhere. Hi s personal preference is
that there always be |anguage in the statute that is extrenely
clear, extrenely point, so that the regul ations cannot vary from
it. | f open-ended |anguage is given to allow the departnent to
interpret it and issue regulations, those regulations can get
changed without legislators knowing it and therefore there is
not as nuch check and balance as going through the statutory
process.
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REPRESENTATI VE TARR requested M. Seckers to suggest sone
changes that would make this grey area nore clear.

MR. SECKERS agreed to look at it and said he will try to run it
through ACGA so that it would be a consolidated view from the
i ndustry.

1: 29: 24 PM

REPRESENTATI VE SEATON recall ed conversation from yesterday that
divulging Net Operating Loss Credits wuld vyield taxpayer
i nformation. He asked whether excluding those from the process
woul d have that sane consequence to ExxonMbil where it woul dn't
relate to taxpayer information, it would sinply be the anount
that the state is paying to individual conpanies and projects.
He pointed out that legislators are at a |oss wthout know ng
where hundreds of mllions of dollars are being spent; the noney
is just gone and |l egislators cannot find out to make policy.

MR. SECKERS allowed it is a good point and said he understands
t he concerns. Clearly, he continued, the Net Operating Loss
Credit is one of the nbst concerning because in order to get to
that nunber there could theoretically be a lot of data as well
as sensitive data relating to how that credit was earned. The
general notion of publishing information by specific taxpayers
raises red flags in that it nmay allow one conpany to gain favor

over another in public press and things of this nature. The
devil is in the details, it depends on howit is witten and how
it is admnistered and what it actually relates to. He

suggested that it could possibly be done by field or unit as
opposed to individual conpanies because conpanies are investing

jointly in that well. That may be a way to provide information
that is not so concerning but vyet gives legislators the
information they need regarding credits. It is really nore

field or unit specific in this case, he reiterated, than it is
t he individual taxpayer

REPRESENTATI VE SEATON said he would appreciate it if M. Seckers
coul d suggest a reasonable conpromse in this regard.

MR. SECKERS replied he will go back to ACGA to see if |anguage
can be found that everyone agrees with - sonething that is good
for one should be good for all. He said he isn't trying to hide
behi nd AOGA, but an advantage of AOGA is that it is |ooking at
it from a global industry perspective, and the stronger the
industry is in the state, the stronger is everyone.
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1:32: 41 PM

REPRESENTATI VE OLSON asked whet her, from ExxonMbbi | ' s
perspective, there is anything in HB 247 that is sal vageabl e.

MR. SECKERS responded that ExxonMbil believes that as a whole

HB 247 is a bad bill. He said he is not certain he sees
anything in the bill that would make Al aska's investnment clinate
better or that would lead to nore jobs or nore production. From
t he perspective of ExxonMbil it is troubling |egislation.

1:33:32 PM

MR. SECKERS returned to his testinony to discuss the procedura

matters of HB 247. As if the bill isn't bad enough, he said

two of the provisions are nmade retroactive to January 1. Any
time there is a retroactive tax provision there is concern from
a tax practitioner perspective. He pointed out that, not only
from a business perspective and a policy perspective about
investnments and judging the regine, by the tinme the bill was
passed taxpayers would have already filed several nonthly
install ments under the current |aw This retroactive change

would put all the taxpayers at risk of having filing incorrect
monthly installnents and put all taxpayers at potential risk of
penalties and interest through no fault of their own. It would
al so jeopardize investnent decisions that the conpanies are
maki ng, commtnents on expenditures, and so forth. Maki ng any
law retroactive is troubling and is bad tax policy.

MR. SECKERS reiterated ExxonMbil's belief that enacting HB 247
woul d I npact Al aska's gl obal overal | ef fectiveness and
conpetitiveness. Rai sing taxes when many conpanies are
reporting record |osses, losses on the very activities that HB
247 is trying to raise taxes on, is poor tax policy. This bil
will force conpanies to re-examne short-term and |ong-term
i nvestment behavior and is inconsistent with the state's |ong-
term vision of pronmoting oil and gas devel oprent. The state
enacted the PPT and ACES in recent years with the goal of
i ncreasing taxes as prices rose. Enacting HB 247 will signal to
the global investnment community that Alaska's tax policy is to
raise taxes when industry makes noney and then again when
industry |oses noney. ExxonMobi| believes Alaska needs to
remain globally conpetitive for critical capital investnents.
I ncreasing taxes on conpanies that are losing noney today wll
not lead to nore jobs, will not lead to nore investnent, wl
not lead to nore production, and will not lead to nore |long-term
sust ai nabl e state revenues.
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1: 36: 12 PM

MR. SECKERS again said Al aska renmmins a very inportant conponent
of ExxonMobil's worldwi de portfolio; that the conpany has been
in Alaska a long time and |ooks forward to being in the state
for a ot longer. ExxonMbil will continue to pursue attractive
i nvestment opportunities in the state, but if HB 247 is passed
and the state raises taxes when the conpany is |osing noney on
the North Slope, then all those opportunities are di m ni shed.

MR. SECKERS concluded by stating that the need for Alaska to
maintain a conpetitive and stable fiscal environnent that

attracts and encour ages critical long-term investnents,
especially in today's low price environnent, is one of the nost,
if not the nost, inportant issues facing the state. As policy

makers, legislators need to decide whether increasing taxes on
conpani es that are |osing noney, |osing noney meking investnents
that every Al askan needs the conpanies to make, including his
own conpany, is sound long-term policy and will lead to jobs,
i nvestments, and sustai nabl e revenues. Is it sound tax policy?
ExxonMobi | believes the answer to that question is no.

The conmttee took a brief at-ease.
1: 38:47 PM

J. Benjamn Johnson, President, CEO, BlueCrest Energy Inc.,
began his PowerPoint presentation on HB 247 by noting that while
BlueCrest Energy Inc. ("BlueCrest") is a Texas-based conpany
now, it has Al askan roots. He said he grew up in Kenai,
graduated from school there, and worked his way through college
on the Cook Inlet platforns and on Prudhoe Bay. After college
he worked for ARCO and worked on sone of the early engineering
studies for Prudhoe Bay and Kupar uk. Bl ueCrest rmanagenent has
over 40 collective years of experience in Al aska. Si nce
Bl ueCrest only operates in the Cook Inlet, he said he will limt
his testinmony to those issues that apply to BlueCrest. He noted
that BlueCrest concurs wth the Alaska O and Gas Association's
(AOGA' s) presentation to the conmittee yesterday. He continued:

First, | want to enphasize that with regard to what
BlueCrest is doing in the Cook Inlet, the tax program
has been a very, very good investnment for the State of
Al aska. The credits have been a trenmendous success in
attracting outside investnent in the industry, and
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nost inportantly, generating significant royalty and
tax incone for the state throughout the future.

As 1'Il explain today, BlueCrest is in Alaska as a
direct result of the state’s incentive prograns. And
it is the state’'s investnent - in the forns of the
credits - that have facilitated our success in the
Cosmopolitan Unit. |"m going to show you that the

state’s investnments in Cosnopolitan tax credits wll
provide high returns to the state even at |ow oil
prices. In fact, the tax credit investnents under the
current laws can actually provide higher rates of
return to the state than the average investnents of
t he permanent fund.

Secondly, 1'd like to just give you a really quick
overview of Cosnpo, [the Cosnopolitan Unit], and 1’'1]
explain the difference between our onshore oil and our
of fshore gas devel opments. And I'll show you ... both
BlueCrest's calculations and our sunmary of the DOR s
calculations on the value of the tax credits. Lastly,
"1l wap up with just our specific factors in the
existing draft of HB 247 and their inpact to Bl ueCrest
in particular.

1:41: 30 PM

MR, JOHNSON turned to slide 2, "Cosnopolitan Project Area," to
describe this project that is located in the Cook Inlet. He
said the field is three mles offshore and is just a few mles
north of Anchor Point. All of these are state |eases, he noted.
Bl ueCrest also has an onshore surface-use |ease where the drill
site and production facilities are | ocated. Moving to slide 3,

"1967: Pennzoil Found the First Gl - Drilled from Ofshore," he
outlined the history of the Cosnopolitan Unit. Pennzoil first
di scovered the Cosnopolitan oil accumulation in 1967 when it
drilled an offshore well at Anchor Point. However, that well

just barely clipped the edge of the accumulation and there was
no way Pennzoil could know what was there. And since 1967 was
about the time that Prudhoe Bay was di scovered, everyone’s focus
subsequently turned to the North Sl ope.

1:42: 24 PM
MR. JOHNSON drew attention to slide 4, "2007: ConocoPhillips and

Pioneer had drilled 3 wells and 3D," to continue the history of
the Cosnopolitan Unit. He said:
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In the late 1990’ s, ARCQO ConocoPhillips got interested
in the area again, and they called it the “m ssed-pay”
prospect thinking that Pennzoil my have just m ssed

it. Well, in 2001 and 2003, ConocoPhillips drilled
two new wells, and Pioneer purchased ConocoPhillips’
interest and drilled another new well. Pi oneer al so

acquired 3-D seismc over the area and what that
showed was that it |ooked |like there was a big done
dowmn there, but they couldn't see anything in the
mddle of the dome on the top because it had what
| ooked like it could be a gas cloud. There was no way
Pioneer could really tell what the shape of the top of
it |ooked Iike. They knew there was definitely
produci ble oil down at the bottom but they didn't
know, couldn't know what was up top. By 2010, Pioneer
had al ready devel oped a plan to develop the field they
were ready to go when in 201 their board of directors
decided to invest in Wst Texas shale plays rather
than in the Cook Inlet.

Well, about that tinme, BlueCrest had just fornmed by a
group of former nmjor oil conpany executives, each of
whom have extensive experience in developing |arge oil
and gas assets. So, our plan was to look for, to find
some oil and gas properties that could potentially be
i mproved using our backgrounds and know edge of
i ndustry technol ogy. Now, we evaluated dozens of
acquisition opportunities around the US (offshore
California, Gulf of Mexico, Womng, Colorado, Texas

Loui siana and Al aska). Al aska’ s huge handi cap was,
and it continues to be, that the exploration,
devel opnment and operating costs in the state are at
| east 300 percent of any other major hydrocarbon basin

in the US. But we ultimately decided to invest in
Al aska because, through the credit prograns, the state
was investing in itself, and that investnent - the
state’s credits — offset the higher cost of drilling
and devel opnent. So we acquired our interest in Cosno
in 2012, and our team cane up with a new idea. Qur
concept was to drill a vertical well offshore.
1:44: 45 PM

MR JOHNSON noved to slide 5, "2013: BlueCrest Drilled a
Vertical Well from O fshore," and conti nued:
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In 2013, we drilled the Cosnopolitan State Number 1
wel | . It passed through every geologic zone from the
sea floor down to about a mle and a half deep. As it
turns out, alnost every sand we penetrated down for
the mle deep was full of producible natural gas. And
then all the sands below that to the bottom of the
well were full of oil. So, we also conpleted a
vertical seismic profile in the well and then we were
able to clear up sone of the questions about the
previ ous seism c dat a. W flowtested several of the
|arger new gas sands and a couple of the newy
di scovered oil zones. W took sanples of the rocks,
gas, and oil. In sumuary, not only did we confirmthe
exi stence of the two previously known oil sands that
Pennzoil, ConocoPhillips, and Pioneer had encountered,
we also discovered at least six new |large gas zones
and four nore oil zones.

1:45:40 PM

MR. JOHNSON turned to slide 6, "Cosnopolitan Unit Devel opnment
Concept," and expl ai ned:

The Cosnopolitan Unit is really two separate
devel opnment projects, just one on top of the other,
they' re not connected. The oil zones are deep enough
that we can reach them from an onshore drill site
about three mles away using a very powerful drilling
rig. The gas zones are just sinply too shallow to
make drilling from [onshore] a possibility. So the
gas zones wll need to be developed by drilling gas
wells offshore with a jack-up rig and then producing
that through platfornms and back to our onshore oil
production facility.

G ven the success of our 2013 drilling program
with the Cosnb well, we then were faced with the
chall enge of how to pay for the devel opnent of this
new field. | mean right now, BlueCrest is a snall
private conpany with a single focus of developing the
Cosnopolitan Unit. The nenbers of our managenent team
now all have extensive technical and busi ness
experience in developing projects like this, but the
potential costs of Cosnmob far exceeded our personal
financial capabilities. So we teanmed with a group of
oil industry investors and then we ... very carefully
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created our plan for financing the devel opnent of
Cosnopol it an.

1:46: 58 PM

MR.

JOHNSON outlined the life-cycle cash flow of a typical
proj ect . Di splaying slide 7, "Typical Project Life-Cycle
Fl ow, " he stat ed:

This next chart shows the cunul ative cash flow over

time for a typical life cycle of a successful oil or
gas devel opnent. The very beginning here is the
expl oration phase. And when you see this [curve] go
down bel ow the horizontal axis that means that ... the
conpany at this point is spending nore noney than
they're bringing in. So, if it's pointed down we're
| osi ng noney. If it's pointed up we're starting to
i ncrease. What's inportant to understand is that we
never get to the point where we break even until we're
all the way back up over that horizontal axis. Only

at that point can we nake the very first profits on
this deal.

W need to understand that the first part of any
project is exploration and it is spending noney that
we rmay or may not get back. At this stage there's no
assurance, in exploration there is no assurance that
anything is going to be found. The only way to know

that an area will be productive is to spend noney to
drill expensive wells, and then test themif it |ooks
like there's sonething there. The vast mmjority of
exploration prospects are, in fact, dry holes - the
noney spent will never be recovered. Just because you
drill a lot of wells doesn't nean you're going to
di scover anyt hing. | nmean if there’s nothing down
there, drilling wells won't make it appear. On the

ot her hand, and very inportant to understand, you’l
never be able to get to the devel opnent phase of a
successful project if you haven't nade the discovery
and haven't drilled those exploration wells. So, both
pi eces are very inportant.

1:48: 45 PM

MR. JOHNSON continued his explanation of slide 7:
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But in the mnority situation, like we're in now with
Cosnpb, where the exploration process was successful,
the really huge cost of developing the field cones
into play. In other basins of the world, people
aren't so concerned about the environnent and the way
things are done, and that's not the way it's done in
Al aska. W take a very strong stance on the
environment and safety and it costs noney to that, but
we do it right. ... Before we sell the first barrel
of oil froma well, we have to be ready to make that
work and that's what we're doing with Cosno right now
W've got a well that would produce, but we've been
working two years on the facilities to be able to turn
it on and produce it - the gas pipeline that's
connected, all of that has to be done up front. So,
it's inportant to understand that no profits can be
generated on an oil and gas devel opnent project unti
that curve has crossed back up and becone positive.

Renmenber this represents a successful exploratory
project that has been devel oped. The vast mmjority,
industry statistics now at two-thirds to 90 percent of
all exploration projects do not find econonmic oil or
gas. So, for the industry to survive, we have to be
at least able to generate enough profits on successful
devel opnents to pay for the |losses on the exploration
phase.

1:50: 11 PM

MR, JOHNSON addressed slide 8, "Cosnopolitan Progress as of
03/01/2016," to talk specifically about Cosnopolitan. He said:

Right now, we're just a couple of nonths away from

starting up. We' Il have production from that first
old well that was drilled. In order to do that, we
have spent two vyears building these production
facilities and the drill site. Then we bring in our
new drilling rig (in fact it's the nost powerful
drilling rig in Alaska) and start spending over $40
mllion a well to bring on this new oil and gas. So

here we are in March. After years of working on this
project and investing all the nobney we have, we're
just about ready to start the new drilling. And that
new drilling is going to occur nostly in the second
half of this year. And HB247 is proposing that tax
credits end on July 1 of this year, even though that
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is just the culmnation of what we have been working
on.

These pictures show you the progress we've nade. .
W're 38 acres on the site ... we've got room for 20
wel | s. The first phase of this is 10,000 barrels a
day of capacity. W have a 50-person man canp. W're
al so designed to allow for a lot of expansion of this
facility as needed. ... We are on schedule and on
budget for starting the first oil production in Apri
of this year

1: 51: 37 PM
MR. JOHNSON conti nued his di scussion of slide 8:

Wth regard to the offshore gas, we're at a point now
where we could begin the drilling the gas wells this
year and set one or tw platfornms next year. Wthout
the benefit of the tax credits, the gas is just sinply
too expensive to do right now W could begin
production of the Cosnb gas in 2018 if we started
ri ght now. The issue is if we're not able to start
this year, we risk losing the existing offshore
drilling rig that's been ... in Seward right now
waiting for us. |If the rig owners take the rig out of
Al aska, we're afraid that it could be a long tine
before we're able to get another one back in the Cook
Inlet that would be available for us to use; we
understand there could be others in, but one that we
coul d use.

Thanks to the work that H lcorp has done in the
Cook Inlet, there are sufficient supplies of gas in
the Cook Inlet that have already been developed to
neet t he requi renments for sever al years for
Sout hcentral users. There is not enough gas devel oped
to allow re-opening of the Agrium facility or allow
for significant new wuses such as mnes or LNG
distribution throughout the rural comunities of
Al aska. As this Commttee has heard in previous
presentations, there is a lot of Cook Inlet gas that
has recently been discovered, including Cosno in those
nunbers. But discovery is just the first phase of
actually bringing new gas to market. It takes many
years to bring a new gas field on production, and if
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we don't get started soon, we're risking a serious
shortage years down the road.

1:53:16 PM

MR, JOHANSON drew attention to slide 9, "Tax credits for
devel opnment of previously discovered proven reserves are a

solid, lowrisk investnent for Al aska." He di scussed what the
tax credits nmean to Al aska from a successful devel opnent project
I i ke Cosnopolitan. He said that when used for devel opnent of
new proven reserves in the state, the tax credits are w thout
guestion a valuable lowrisk investnent. He rmaintained that
speaking of the credits as costs or a give-away ignores the
value that is received by the state. The tax credits nmake

projects work and they bring new sources of |ong-term revenues
to the state for decades to cone.

MR. JOHNSON turned to slide 10, "Summary of DOR Anal ysis Cook
Inlet G| Devel opnent 2/19/2016, Net Cash Benefit to State Wth
Continued Tax Credits at Various Ol Prices," and continued:

At Cosnpb, we're sitting on a large proven resource of
future oil and gas that now sinply requires additiona
investnments to bring it to full production. Last
Decenber, Representative Seaton here asked the
Department of Revenue for its analysis on the inpact
to the state on devel opnment of a new Cook Inlet oil
field. On February 19, DOR produced its analysis and
DOR s analysis nodeled an exanple Cook Inlet field

that is basically wequivalent to a conservative
forecast for Cosnopolitan. It assumed 50 mllion
barrels of wultimate oil recovery and a naximum oil

producing rate of about 17,000 barrels a day, which
would represent the low side of our future Cosno
expectations. The total capital costs it assuned were
about $600 mllion, and it assunmed that the full tax
credits under existing |law would continue indefinitely
into the future. So, it assunmed no changes to the tax
| aw.

This chart is a summary of the calculations the DOR
provided in their letter to Representative Seaton. | t
includes a sunmary of the total net benefit received
by the state and nunicipalities, including taxes and
royal ties. W contend that you certainly need to
consider the entire benefit of the state to |ook at
the return on the investnment from the tax credits
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her e. You can’t reasonably exclude the bulk of the
value - that is the royalties that are received as a
benefit of these credits. So this chart shows that
the tax credits for this exanple Cook Inlet field
break even at about $35 a barrel. At about $60 a
barrel, the state would net double the amount of the
tax credits paid. Basically that would be $900
mllion received for the $300 mllion in tax credits,
or a net of $600 million on that chart.

1:55: 50 PM

MR. JOHNSON noved to slide 11, "Summary of DOR Analysis Cook
Inlet G| Devel opnment 2/19/2016, Conparison to Permanent Fund
NPV Return (6.15% to State at Various Q| Prices Assunng Al
Tax Credits are Continued In Full." He stated:

DOR also provided the calculations that showed the
i npact of the tax credits as a pure investnment, with a
head-t o- head discounted-cash-flow conparison to the
i nvestnments by the pernmanent fund. According to DOR
the permanent fund' s Septenber 2015 earnings were at
6. 15 percent. So if an alternative investnent earns
less than 6.15 percent, it wuld have a worse
performance than the average investnments in the
per manent fund. On the other hand, if it earned nore
than 6.15 percent, it would be a better investnent
than the average of the permanent fund.

So, this chart shows that, even in the case where
there are never any changes to the tax system in the
Cook Inlet (that is, all credits stay in place forever

and there's no oil production taxes until 2022), the
state’s investnent in those credits for the exanple
field is still better than the average investnment in
the permanent fund as long as oil prices over the next
30 years average about $44 a barrel. And it nmakes a
profit for the state at any price greater than about
$35 a barrel.
1:56: 54 PM

MR. JOHNSON drew attention to slide 12, "Specific Comments on HB
247 - Section 21," to provide coments on the specific portions
of the bill that apply to BlueCrest and the Cosnopolitan Unit.
He sai d:
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First of all, the termination of the 023(a) and (I)

credits wll result in a significant reduction of our
ability to continue nmking the investnments in the
Cosmb wells in particular in a low oil price
envi ronment . It's been said that the NOL credits in
the Cook Inlet are sonehow duplicative with the (a)
and (l) credits, but ... it's not really the case for
Bl ueCrest. From the beginning of 2017, we'll be on

production with our two new wells and we may not be in
an NOL situation at that point depending on oil price.
To make matters even any worse, in the event that the
023(a) and (l) credits were termnated and we were to
be able to claiman NOL credit in the future, the NCL
credit would only be 25 percent instead of the 35
percent that ... would apply to the North Sl ope.

W’ ve done sonme interesting analyses of the value to
the state in keeping the 023(a) and (I) credits as

they apply to Cosnopolitan. W |ooked at the
effective return using just a sinple and a
conservative cal cul ati on | ooki ng at only t he

increnental royalty for each new Cosno well drilled
And this calculation doesn't include production taxes
that would be paid after 2022 under the existing |aw,
nor does it include property taxes.

O course, we’'ve also |ooked at the inpact the |oss of
the (a) and (I) credits would have on us. W could be

drilling Cosno wells for the next five to seven years,
we have a lot of locations to be drilling to there

For each new well we have to decide if the return to
BlueCrest is worth spending the investnent. The
bottom line is that, particularly in periods of |ow
oil prices, these (a) and (l) credits allow us to
continue drilling the Cosnopolitan oil wells at

approximately $10 a barrel lower oil prices. So, that
woul d encourage us, it would allow us then, to be able

to drill at lower oil prices and get these wells on
producti on. And that's likely to be an inportant
factor in our 2017 drilling program next year.

1:59: 03 PM

MR. JOHNSON addressed slide 13, "State's Investnment Return From
| ndi vi dual New Cosnopolitan Wel|l Royalties.” He said the chart
depicted on the slide is an undiscounted cash flow including
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only

the royalties from the .023(a) and (l) credits.

reviewed the chart as foll ows:

A 100 percent on investnment here neans that 100
percent of the tax credit would be repaid out of
increased royalties over the life of the new well.
And what this shows is that these (a) and (I) credits
break even at about an average oil price of $24 a
barrel. At $40 a barrel the total return would be 170
percent, and at $60 a barrel the return is about 250
percent. Now this is BlueCrest’s analysis, not DOR s

but it's actually pretty simlar to DOR s cal cul ation
that they had done for their entire exanple Cook Inlet
field. They showed about 300 percent return at $60
oil. So you can see that continuation of these credits
for Cosnb, at |east for Cosno, are likely to be a good
investnment for the state.

2: 00: 07 PM

MR, JOHNSON turned to slide 14,

Section 26," to comment on the proposed $25 mllion per
[imtation. He said this |imtation doesn't recognize
differences in qualified investnent nmade by different parties.
He conti nued:

MR, JOHNSON noved to slides 15-16,

This [$25 million limtation] is particularly damagi ng
to small conpanies |like BlueCrest who have invested in
good faith based on the tax policy in existence when
we entered into the commtnents on our investnents.
We cane to Al aska based on these credits. W invested
our cash, we borrowed a |lot of noney and commtted to
spending a lot nore — all based on these tax credits.
The timng of the receipt of those paynents for the
credits is paramount in our ability to nake the
paynment s on the loan used for maki ng those
i nvest ments.

- Section 27," and sai d:

Bl ueCrest, along with the ... entire rest of the
industry, tries really hard to hire as many Al askan
workers as is practical. ... Adding in the further

restriction of reducing the credit paynent by anount
of the percentage of non-Al askan workers is just
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sinply inpractical. In our case, for exanple, we've
hired 100 percent Al askans for our full-time operator
positions at Cosnopolitan. And, to ny know edge, |
think our drilling staff is the same percentage.
W' ve always offered Al askan conpani es the opportunity
to bid on new contract jobs and we've have enployed

over 100 di fferent Al askan conpani es in t he
construction of our Cosnmo facilities. But Al aska
conpani es have got to be conpetitive, of course, both
from a cost and quality standpoint. Sonetimes there
are specialized fields that are needed in construction
and drilling that [is] just sinply not available from
Al askan conpani es. So, we’'ve tried to do everything
we can to ... let Alaskan crafts people work. For
exanple, we've given Al askan welders several extra
tries to pass the required welding quality test. we
didn't do that to other people, but we have for
Al askans. Now, of course, we're zero tolerance on

drug testing, no matter where the worker is from
Bottom |line, we support Alaska hire, but it doesn’'t
make sense to penalize conpanies after-the-fact for
t heir business decisions ....

2:02: 22 PM

REPRESENTATI VE JOSEPHSON remarked that M. Johnson made a good
case relative to BlueCrest's oil fields on the net return to the
state, essentially arguing it's a win-win, which is conpelling.
He asked whether M. Johnson has any argunents relative to the
gas credits.

MR. JOHNSON replied that BlueCrest has those calculations and
they look simlar to the oil calculations. However, he said,
the gas is a function of when it's going to be sold, what wll
the price be in the future, and right now there are a lot of
uncertainties about that. Bl ueCrest has not commenced the gas
devel opnent at this phase.

2:03: 18 PM

REPRESENTATI VE TARR requested M. Johnson to talk about the
relative inportance of Wel| Lease Expenditure Credits, given she
t hinks those and the other Capital Credits are what will go away
for BlueCrest's Cook Inlet operations and then BlueCrest would
have to rely on the net operating loss (NO). She noted that
the commttee has tried to talk about the different phases of
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devel opnent and meking sure the state has enough activity in
each phase for providing supply going forward.

MR. JOHNSON responded that AS 43.55.023(a) and (l) are the Well
Lease Expenditure Credits: 20 percent is rebated on tangible
type equi pnment, which is pipeline facilities, and 40 percent is
paid on the intangibles, which is the mgjority of drilling of
the wells. BlueCrest will be finished with the facilities by
July 1 or certainly by the end of this year. However, the
really big costs begin with drilling. Each well is roughly $40
mllion and the credits received, even without the NOL if the
conpany is in a cash positive position, are really significant
for BlueCrest determ ning the economcs of whether it can afford
to drill the wells. In high oil prices the economcs are great
whether or not the credits are there. In low oil prices it
really nmakes a difference and BlueCrest's discounted cash flow
anal ysis showed that these credits effectively nake a difference
of anywhere from $10 to $14 a barrel price difference, so it is
inmportant to Bl ueCrest.

2:05:35 PM

REPRESENTATI VE TARR posed a scenario in which the 20 and 40
percent credits were scaled back rather than elim nated. She
asked whether there is a way to assess the relative inpact of
the credits becom ng | ess generous; for exanple, the 40 percent
credit being scaled back to 20 percent.

MR. JOHNSON answered that BlueCrest would have to |ook at each
one of those. He said 20 percent is certainly better than zero
because maybe it nakes a difference of $4 a barrel in the oil
price versus the $10 that was calculated for the 40 percent. He
advised that BlueCrest will have to base its spending in the
future on whatever changes, if any, are nade to these credits.

2: 06: 37 PM

MR. JOHNSON reviewed slide 17, "Specific Comments on HB 247 -
Section 46." O all of the bill's provisions, he said, the
single nost inportant point to BlueCrest is the timng of the
i npl enentation of the changes, whatever those changes may be.
He expl ai ned:

It's now March, and the proposed changes are supposed
to take place on July 1. Bl ueCrest being small as we
are has had to be very, very careful in our financial
pl anni ng process. Before we ever started the oil
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devel opnent project, we nade sure that we'd have
enough funds to allow us to conplete construction of

everything - the onshore drill site facilities, bring
in the nost powerful drilling rig, and to drill at
least the first two new oil wells. So, our

cal culation showed that we would need approximately
$525 million to get to that point of self-sufficiency
where we wouldn't have to be going and borrow ng nore
money or asking our investors for nore, and that
should occur in early 2017 for us, depending on oil

price. In order to nmake ... that work, our
sharehol ders invested approximately $200 mllion in
cash. We've borrowed $30 nillion from [Al aska
| ndustrial Devel opnment and Export Authority (Al DEA)]
for a loan on the drilling rig.... W obtained a $150
mllion high-interest devel opnent | oan. ... To date

we have received $24 mllion in tax credits, and that
goes into that fornmula, and the balance is $121

mllion to get us up to $525 [million]. That $121
mllion is what ... we would receive, hopefully we
will receive, fromthe tax credits on the investnents
that we've made basically for 2015 and 2016 spending
under the current tax |aws. W' ve spent a lot of
noney to get to the point where we can now start
drilling, but an abrupt termnation of these tax

credits on which we've based our entire financial
pl anni ng woul d be devastati ng.

2:08: 35 PM
MR JOHNSON conti nued:

We've finally reached the point, by conpleting all
this work and spending all this noney, to where we'l
finally have our drill site and rig ready to drill the
second half of this year. W need the production from
the first new wells to pay for the costs we have spent
so far. Those drilling costs, at |east through early
2017, are all based on the assunption that we wll be
able to obtain the credits under existing law for
those investnents and be fully paid for those credits
on tine. W've done all this work and we've spent all
this noney to date, and it only seens reasonable for
us to ask to be able to claimthe existing credits for
the spending that is the result of our investnents
made in good faith based on the expectation that the
state woul d honor its share of the investnents.
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W need to be able to be able to get to the finish
line here. Not paying the credits that were the basis
for the investnents we’ve made over the |ast couple of

years, as close as we are, is kind of |ike saying
“well, you can spend the noney for a new house, but
you can never nove into it." W've got to get to the

finish |line.
2:09:39 PM

MR. JOHNSON concluded with slide 18 which states, "Wwen we are
driving on slippery icy roads, the npbst dangerous thing we can

do is suddenly slamon the brakes!"™ He said:
In conclusion, 1'd like to reenphasize the inportance
of phasing into any changes over a reasonable tine
peri od. Everyone in this room today understands that
when we are faced with driving on dangerous, icy,
slippery roads - like the State of Al aska and Al aska’s
oil and gas industry is faced with right now - the
nost dangerous thing we can do is suddenly slam on the
br akes.

2:10: 09 PM

REPRESENTATI VE SEATON inquired whether M. Johnson is asking
that the credits earned through the credit expiration date be
paid on tinme or asking that those credits be extended beyond
their statutory expiration date.

MR. JOHNSON replied yes, BlueCrest is definitely expecting that

it wll receive the credits in a tinely manner as they have been
earned under current |aw A change in current law on July 1
will result in a huge inpact to BlueCrest in terns of the anount
of credits because the last half of 2016 is the conpany's
| argest, nost expensive drilling expenditure tine. By the end
of 2016, early 2017, BlueCrest will have to nmake an econonic
deci sion about what to do drilling-w se. But, he pointed out,

Bl ueCrest has already conmtted that noney for all of 2016, the
conpany has already signed contracts for the noney to be spent
the last half of 2016.

2:11:26 PM

REPRESENTATI VE TARR recalled M. Johnson nentioning that the Net
Operating Loss Credit should be 35 percent like it is for the
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North Sl ope producers. She noted that BlueCrest has different
levers it can pull here. The state is trying to incentivize
certain behaviors. Say, for exanple, the Wl | Lease Expenditure
Credit and the .023(a) and (lI) credits go away, and then that
ot her change happens sinultaneously. That is different once
Bl ueCrest is producing net positive. She asked how that nakes
things | ook favorability-w se.

MR. JOHNSON responded that the NOL Credit is inportant for a
conpany just getting started and has been inportant for
Bl ueCrest. The .023(a) and (l) credits are inportant as
Bl ueCrest goes down the road drilling and continuing to drill.
BlueCrest has five to seven years of drilling that it could do
at Cosmo. The .023(a) and (l) credits facilitate drilling at a
| ower oil price, these credits make the econom cs nore feasible
to drill those wells.

2:12:53 PM

REPRESENTATIVE TARR surmsed M. Johnson is anticipating a
situation where BlueCrest is net positive but continuing to

drill, and so the conpany is ineligible for a Net Operating Loss
Credit but wants to have a credit that would help incentivize
the continued drilling activities.

MR. JOHNSON answered yes, and that is what the .023(a) and ()

credits do. For exanple, if BlueCrest had $10 nmillion of
positive cash flow, what would the conpany do with that? The
conpany's plan is to reinvest everything it gets. If that is

applied against an NOL Credit in a new well that costs $40
mllion, then instead of being able to claimthe credit on all

$40 mllion BlueCrest would get credit on only $30 mllion of
it. But if the conpany is in a positive cash flow of, say, $40
mllion and it drills one well, that just brings the conpany to
$0 and the conpany never gets a credit at all. That's why the

.023(a) and (l) credits are inportant for continued devel opnent
after a conpany has started up and finally nade it to the
positive point.

2:14:14 PM

REPRESENTATI VE TARR renmarked that she is trying to think about
what other opportunities there are for how to address this
wi t hout unintended consequences that are nore costly than the
state can afford. She posed a scenario in which a conpany could
claimcredits for its drilling activity for a certain nunber of
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years, and asked whether M. Johnson would see that as being an
appropriate application.

MR. JOHNSON replied that that's a tough decision legislators are

faced wth. He said industry will take whatever is done into
account and wll make actions based upon that. Most
importantly, he cautioned, is that the action taken not be done
i medi ately - that industry be given sone tinme so it can plan
accordi ngly. For exanple, a few nonths to July 1 is inpossible
to plan for, but one to three years can be planned for. [If the
credits go down, the result wll be |ess developnent; if the
credits apply to exploration, then the result wll be Iless
exploration also. That's a choice that legislators have to
make.

The conmttee took an at-ease from2:16 p.m to 2:20 p. m
2:20:19 PM

DAVID WLKINS, Senior Vice President, Hilcorp Al aska, LLC, noted
that he is fairly newto Alaska and is a petrol eum engi neer with
30 years of industry experience all over the world and U. S. He
said he noved his famly to Anchorage l|ast sunmer to lead the
Hil corp Alaska, LLC, ("Hilcorp") team and |ooks forward to
continuing the |egacy of responsible developnent of Alaska's
resources so that his children mght also have the opportunity

to live and work here. He noted that Hilcorp is the |argest
privately held oil and gas conpany in the U S., is headquartered
in Houston, Texas, and operates in the Qulf Coast of Texas and
Louisiana as well as the Northeast U. S Hi |l corp entered into

the Cook Inlet in 2012 and into the North Slope in 2014.
Founded in 1989, Hilcorp has over 1,350 full-tinme enployees.
Just over 500 enployees support Hilcorp's operations in Al aska
of which 90 percent are Al aska residents.

2:23: 06 PM

MR  WLKINS said that Hlcorp operates approximtely 53,000
gross barrels of oil a day in Alaska and 150 mllion cubic feet
of gross gas per day from approximately 500 producing wells, for
a total net production to Hlcorp of approximately 57,000
barrels of oil equivalent (BCE) per day. He continued:

Hilcorp's assets are primarily, al t hough not
exclusively, older fields with extensive production
histories, steady and predictable performance that
carry an incredible opportunity for getting nore oil
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and gas out of the ground safely and responsibly while

extending production |I|ife through efficiency and
t housands of smaller scale projects. We hope the
state sees a need to attract nore conpanies |ike

Hlcorp as fields and infrastructures continue to age
here in Al aska.

That brings me to why | sit 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. | absolutely agree wth
all of what the Alaska G| and Gas Association
[ (AOGA)] presented yesterday on HB 247. It's our view
that the credits in question have resulted in nore
investnments here in Alaska and we stand by our
commtnment to serve Al aska's energy needs first.

It's no secret that H lcorp has been a big part of
reviving the energy security in Southcentral Al aska.
Over the past four years we've invested over a billion
dollars in projects and have drilled over 50 wells in
the Cook Inlet Area. As a result of this investnment
and the positive results, we're sending nore oil to be
refined and used here in Alaska and we're currently
maki ng gas supply conmitnents into the year 2023 with
local wutilities and continue to work to ensure a
reliable and affordable energy source for Alaska's
| argest popul ation hub. As you are well aware, prior
to Hilcorp's entry into Alaska, there was w despread
concern that wutilities would need to inport natural
gas to neet demand. I"ve heard nunbers 1like LNG
[liquefied natural gas] inports being on the $10-3%20
per MCF [thousand cubic feet] basis, which would have
been a very bad inpact on the economies in
Sout hcentral Al aska.

2:26: 01 PM
MR. WLKINS continued:

These commtnents certainly don't come W thout
chal | enges. Devel oping oil and gas in the Cook Inlet
basin carries a very high cost of production coupled
with decline rates that vary from 15-50 percent
annual |y depending on the field. Let ne restate that.
W have wells in areas in the Cook Inlet that |ose
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hal f of their production in one year. The sinple fact
is that if we are not spending noney on projects that
bring on new production we cannot curb these declines
and we will very quickly get back into the situation
we were in prior to 2012 to where supplies were in
guesti on. So we believe it is in both Hilcorp' s best
interest and the state's best interest that we
continue to spend dollars on trying to produce nore
oil and gas in the Cook Inlet as well as on the North
Sl ope.

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 investnments to
dat e. Since 2012, Hilcorp has spent $3.2 billion
dollars in capital and acquisition costs here in
Al aska. Those investnents were ained at one primry
goal - increasing oil and gas production. Since 2012
we have i ncreased our or gani c, meani ng non-
acqui sition, production by approximately 40 percent in
the Cook Inlet. A lot of people ask how we do it, and

the answer is sinple. First, we have talented and
dedi cated people here in Al aska and, second, we have
and conti nue to make signi ficant i nvest ment s;

investnments that were encouraged by the state's tax
credit program and investnments did just what the
credits nmeant to do - increase energy supply needs for
Al aska.

2:28: 14 PM
MR. WLKINS continued:

| would argue that our success has been neaningful to
many, including the state. | ncreased production
levels of oil and natural gas in the Cook Inlet basin
has resulted in increased royalty, property taxes,
jobs, and nore. One exanple of this is |ooking at our

Monopod offshore platform In January 2012, right
after Hilcorp took over operations, the realized oil
price was approximately $95 a barrel. Production from

the platform was approximately 600 barrels of oil a
day, a nmarginal rate for an offshore platform in high
operating costs. As the royalty owner, the state's
take from the Mnopod at that tine was approxi mately
$90, 000 per nonth - again, that was when oil prices
were $95 a barrel. Because of this marginal rate and
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low profitability, the Mmnopod qualified for royalty
relief under House Bill 185 that was passed in the
year 2003. The royalty rate was restructured to help
maintain profitability for the platform so that it
would not be shut-in and/or permanently abandoned.
Over the past four years, Hilcorp has done over 150
projects on the Mnopod alone, nobst of which were
smaller in scope, and we have increased production to
a current rate of approxinmately 3,000 barrels of oil a

day. Because of this increase the state's royalty
share is back up to the standard 12.5 percent take and
even with oil prices at $35 a barrel, the state's

royalty take from the Monopod has increased from
$90,000 a nonth to over a half a nmllion dollars a
nont h. That's over a ten tinme increase in royalty
barrels and a five tinme increase in dollars going to
the state despite oil prices declining 60 percent.
Furthernore ... the Monopod platform was probably one
to two to three years from being plugged. Because of
the increase, we have increased and extended the
Monopod 15-20 years and added on the reserves on the
books 8 mllion barrels of oil.

2:31: 01 PM
MR. WLKINS continued:

| would offer we need nore results like this. | would
also offer that the industry needs a system in place
t hat i ncentivizes, not j eopar di zes, conti nued
investnment of this type of activity. It's a really
good of exanple of the state putting good policy in
pl ace ained at and achieving a positive result and we
delivering the result.

| can tell you today that the credits Hilcorp earned
were absolutely reinvested in Al aska. Qur current

production rates prove it. W have nanaged to work
our way above the 50,000 BCE per day mark through
acquisition and a lot of hard work. Breaki ng the
50,000 mark means we can no longer cash in the credits
that HB 247 proposes to take away. But ot her budding
conpanies, |ike you heard from BlueCrest and Furie
you're going to hear form can. And Hilcorp is a
conpany that always welcones conpetition in the
mar ket . W want to help pronote a healthy industry
t hroughout the state. As others have said, an active
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i ndustry nmeans additional service conpanies wll be
attracted to Alaska, which creates conpetition and
will help drive down costs.

A lot of the discussion around HB 247 has involved the
Cook Inlet basin, primarily because of the notable
increase in production and activity that the existing
tax structure intended to generate and was wldly
successful . Qur success in the Cook Inlet is what
fueled Hilcorp's interest in expanding to the North
Slope. And we did just that in Novenber 2014 when we
pur chased 20 percent of BP's assets on the Sl ope.

2:33: 04 PM
MR W LKINS conti nued:

It's been over just a year since we arrived on the
North Slope and | am very excited about the anmount of

opportunity we see on the Sl ope. W have a
conprehensive list of projects that we can invest in -
small and big - facility reconpletes, drilling, we see
| ots of opportunity. Projects that will put nore oi

in the pipeline and support literally hundreds, if not
t housands, of jobs in the state of Al aska.

But, in today's price environment and in the face of
an uncertain state fiscal structure, it's difficult to
determ ne what projects will nove forward and when.
We have been very, very thoughtful with every penny we
spent. W have to continue to work hard to build
efficiencies and cut costs while ensuring we do it
safely and protecting the environnment. Cutting costs,
not corners, is the only way we wll survive the
current downturn.

| know we aren't the only ones faced with difficult
decisions and realities during this challenging tine.
| also recognize the nenbers of this conmttee and the
| egi sl ature have nuch to consider about what's best
for the state and our future. In closing, |I'd just
like to remnd you that the uncertainty we are
currently facing threatens our ability to plan our
investnments and that the decisions you nmake today wl|
i npact the economics and the opportunities to increase
tomorrow s production both in the Cook Inlet and the
Nort h Sl ope.
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2:34:50 PM

REPRESENTATI VE OLSON inquired whether the platforns in Cook
Inlet are all being worked on.

MR WLKINS replied that Spark, Spur, D llon, and Baker have
opportunity to them but are not producing right now. He said
Hilcorp is doing everything it can to |lower the costs and save
them for another day. Currently, Hlcorp is looking as to
whet her it can nmake investnents to turn those platfornms back on.

REPRESENTATI VE OLSON asked whether platforms A and C belong to
Hi | corp.

MR. WLKINS responded yes, Hilcorp recently acquired platfornms A
and C from XTO Energy Inc., but right now those platforns are
not meki ng noney.

2:35:49 PM

REPRESENTATI VE JOHNSON commented that it is heard from both big
and small producers that they want stability, and he 1is
interested in stability for his constituents. He asked whet her

HB 247 would enhance stability for his constituents so there
woul d be no need for rolling blackouts.

MR. WLKINS answered that over the last four years Hilcorp has
invested a lot of noney, especially in oil production. I n
regard to natural gas production, the issue in 2012 was that
there wasn't availability, especially over a longer period of
time, to give confidence in the narket. He said he thinks
Hi | corp has denonstrated through significant investnment that it
has brought stability and extra capacity to the market, as well
as deliverability in the places it needs to be. Hilcorp is
convincing the local utilities that, yes, that capacity is there
and at the same time Hlcorp is providing that gas at an
affordable rate for the custoners. |If Hlcorp doesn't spend the
continued investnents the wells are going to decline and it
could very quickly return to the situation where there isn't
enough gas to neet the narket denmands. He, too, is concerned
going forward about the stability, but as long as Hilcorp keeps
doing what it is doing and bringing on new gas....

2:37: 53 PM
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REPRESENTATI VE JOHNSON understood that Hilcorp is working on
contracts to the year 2023. He inquired as to what effect, if
any, HB 247 would have on Hilcorp's ability to fulfill those
contracts.

MR. WLKINS replied that Hilcorp is very confident it has the
projects to bring on to neet the demands in the future. Hilcorp
doesn't execute on those projects today because it doesn't need
to deliver the gas today. But Hlcorp is very confident that
when it needs to deliver that, it will do the projects, spend
the noney, and bring the gas on. Al that said, Hlcorp hasn't
stopped | ooking for new gas. Hilcorp is drilling exploration
wells and will continue to |ook for new gas and new oil in the
Cook Inlet basin. Hlcorp wll be drilling a new well on the
Monopod in the next two weeks and Hilcorp plans to do an
exploration well or two in the Kenai area. Hi | corp just
finished drilling an exploration well in the Kenai area that
unfortunately wasn't successful. Hilcorp spent over $12 mllion
on that well, but the geology there is very conplex and Hilcorp
is trying to enploy new technology to find new oil and gas in
t hat area.

2:39:25 PM

REPRESENTATI VE JOSEPHSON renmarked that the testinonies of M.
Wlkins and M. Johnson have been very interesting. He
recounted that the legislature's consultant, Janak Mayer of
enalytica, told the conmttee that the Cook Inlet credits are
exceptional ly gener ous and M. Mayer guesti oned their
sustainability. Representati ve Josephson further recounted that
M. Mayer seened to be speaking as the secondary source as if
he'd spoken to soneone who is a primary source of the data.
Representative Josephson further recounted that yesterday M.
Arnstrong noted that this is the nost generous tax reginmen in
the world. He asked whether M. WIkins thinks these are
sust ai nabl e.

MR. WLKINS responded that all he knows from his perspective is
that they've worked, they've done what they intended to do.
Hlcorp is in a little different situation. It has invested
billions of dollars and is not |ooking to get that noney back in
a year or two; Hilcorp is making |long-term decisions. R ght now
Hilcorp is looking to get its noney back over a five to ten year
peri od. Hlcorp is all the tine projecting its |long-term
investment and what Hlcorp desires is predictability and
sustainability in the fiscal regine so it can nmake decisions.
From the tax credit standpoint, he would still argue that
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Hi | corp has done exactly what the state wanted it to do and the
state benefitted fromthe work that Hil corp has done.

REPRESENTATI VE JOSEPHSON t hanked M. WI kins for that work.
2:41: 59 PM

REPRESENTATI VE OLSON understood that Hilcorp now has sone of the
| onger gas contracts in the inlet, primarily to ENSTAR Natura
Gas Conpany ("ENSTAR"). He inquired whether, if +the tax
structure changes during that period, Hlcorp is allowed to pass
that on to ENSTAR or Hilcorp is stuck with whatever was in
effect when it signed the contracts.

MR. WLKINS answered that Hilcorp has nultiple contracts and al
the time Hilcorp is renewng and giving contracts. He said the
price of gas is actually com ng down because Hilcorp has been
successful . Hi | corp | ooks to be successful and provide energy
needs to Southcentral Al askans that's affordable and reliable.

REPRESENTATI VE OLSON posed a scenario in which the tax goes up
significantly and Hilcorp is in the mddle of a contract. He
asked whether that is an allowable itemthat Hilcorp can pass on
t o ENSTAR

MR WLKINS replied that he would see it that way. He said
Hi | corp incorporates the tax credits into its overall long-term
decisions and investnent decisions. Hlcorp is a little
different than sone of the other conpanies that are using the
tax credits because Hlcorp incorporates that in its decision

meki ng. Hlcorp is going to spend noney in Al aska doing
projects and doing them economically as Hilcorp sees it can.
So, the tax credits going away wll have an inpact on Hilcorp's

investnments, on the level of Hilcorp's investnents, but he still
sees Hilcorp neeting the energy needs and neeting the market for
the foreseeable future for the life of its contracts.

2:43:58 PM

REPRESENTATI VE SEATON recal led that enalytica told the committee
that $5-%$7 per thousand cubic feet (MCF) is sufficient price to
produce the nobst expensive gas in the world. He noted that the
[ Novenmber 2012 consent decree between the State of Alaska and
Hlcorp Alaska, LLC,] wll go [until sonetime in 2017]. He
further noted that Hlcorp is working on contracts through the
year 2023. He stated that [legislators] are in a dilemmma with a
$3.8 billion deficit and yet these refundable tax credits were
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$500 mllion this last year and are estimted to be $623 mllion
next year. Taking $1,000 from every resident's dividend would
just about equate to the $623 million that will be provided in
rei nbursable tax credits. Therefore, he is trying to figure out
where, as a policy, [the legislature] breaks this where the
credits are needed. He said it seens to himthat the credits
for gas in Cook Inlet are liked, but given the price structure
of Cook Inlet gas, they're really not needed. He requested M.
Wl kins to comment on this statenent.

MR. WLKINS responded that Hilcorp is an exanple of where the
tax credits worked and both benefitted. He said he appreciates
that the state needs to make difficult choices, but all of the
conpanies are faced with the same dilemma. There isn't a magic
elixir decision here. WIIl renoving the tax credits inpact
investnment in Al aska? Yes. How much? It will depend on the
| evel s that are being tal ked about.

2:46: 31 PM

REPRESENTATI VE SEATON related that he has been thinking about
how to parse which credits to pay and which credits nust be
wi t hdr awn. He asked whether M. WIlkins would see it as being
reasonable if those people who have conmitted to fina
investnment decision (FID) and have a DNR-approved plan of
devel opnent were grandfathered for sonme period of tine.

MR. WLKINS answered that it is tough for him to say wthout
knowi ng all the specifics. He said Hilcorp would welcone the
opportunity to evaluate and provide conment. He added that he
agrees with ExxonMobil's coment that a response can be provided
from an industry perspective through AOGA because he does not
want to make a coment that is favorable to Hilcorp but
detrimental to another conpany.

REPRESENTATI VE SEATON clarified that he is not asking a "gotcha
guestion” but is trying to figure out how to nove forward in the
current econom c environnent, what is the state's net present
value on investnents, and how to give conpanies enough |atitude
to anortize their investnment and decision naking. The state
cannot invest in everything. He urged M. WIlkins to talk with
others and provide the conmmttee with ideas on how to parse
t hi ngs.

2:49: 07 PM
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REPRESENTATI VE TARR offered her wunderstanding that Hilcorp's
devel opment for the Cook Inlet is separate from the conpany's
devel opnent for the North Sl ope. She said she thinks she is
seeing very different scenarios for these two areas in terns of
the generosity of the credits. She inquired as to which credits
have been used by Hil corp.

MR. WLKINS replied he is not a tax person and therefore doesn't
have specific line-by-line answers. But, he said, Hlcorp takes
the tax credits very seriously and the credits get incorporated
into all of Hlcorp's investnent decisions. Wthin a conpany
like Hilcorp, dollars can go several places and he would |ove
for capital dollars, investnent dollars, to cone to Alaska to
where Al aska benefits and to where Hilcorp benefits. Hi |l corp
takes everything into account when nmaking those investnent
deci si ons because they can go to Texas, Louisiana, or el sewhere.

2:50:34 PM

REPRESENTATI VE TARR stated that the very generous bonuses that
went to Hilcorp enployees is sonething her constituents have
reacted to. This is a consideration here, she said, because she
represents an area where 39 percent of the famlies in one of
t he nei ghbor hoods make | ess than $25,000 per year. So, for her
constituents it seens there is opportunity to make adjustnents
in the systemthat seemfair.

MR. WLKINS responded that if the inplication is that Hlcorp
took noney fromthe state to pay the bonuses, the answer to that
is categorically no. He explained that Hilcorp uses any kind of
tax credit to pronote the projects within Al aska and increase
production, which Hlcorp has denonstrated. He said he has been
with Hilcorp for 10 years and the aforenentioned bonus program
was the | atest of two bonus prograns.

REPRESENTATI VE TARR understood the other bonus program was a
car.

MR, WLKINS continued his response and said that Hilcorp net
both of its bonus prograns. This |ast program was started five
years ago in 2010 before Hilcorp was in Alaska. Hilcorp went to
its enployees and told themit wanted a |ong-termincentive goal
to incentivize the behaviors that the conpany wants. For five
years Hilcorp planned on paying those by having a systematic
measure to reward the enployees when they were successful.
Hilcorp also views that as a conpensation; it's a long-term
conpensation incentive within Hlcorp and the conmpany benchmarks
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t hose agai nst other conpanies. Lots of conpanies in the U S
have long-termincentive prograns. Sonme give stock options, but
Hi | corp gives what it calls "a BHAG bonus - Big Hairy Audicious
Goal" and it's a five-year goal. The actual program is to
double the size of the conpany: doubl e production, double
reserves, double equity value of the conpany. When | ooking at
the structure of the program on a per-year basis, the goal is
actually less per enployee than what Hlcorp provides 1in

heal thcare and so is not out of line at all. What does the
conpany get when its enployees do that? It gets 1,350 enpl oyees
pulling every day for a common goal. Wen the goal was started

in 2010, did Hilcorp anticipate oil prices crashing? No. The
conpany had to decide whether to honor its comm tnent because it

i npacted the bottom line and it hurt. Over half of Hlcorp's
enpl oyees are field workers, hard-working folks that got
energi zed about this goal. Wen he talked to enployees about

what they did with their bonus, sone people said they paid down
debt, sonme sent kids to college that otherwi se wouldn't have,
and one person bought a house. He said he knows Hilcorp did the
right thing - a deal is a deal - and he is proud of doing that.

REPRESENTATI VE TARR appreciated M. WIlkins response and said
nmenbers feel simlarly in terns of the expectations of Al askans
of having a deal on receiving a permanent fund dividend or other
programs. It is a challenge to balance those things, she added,
and it will be difficult to work through.

The commttee took a brief at-ease.
2:56: 59 PM

BRUCE WEBB, Senior Vice President, Furie Operating Alaska LLC,
explained that Furie Operating Alaska LLC ("Furie") started out
as Escopeda O Conpany buying the first l|leases in the Cook
I nl et between 2002 and 2006. The president at the tine, M.
Danny Davis, fornmed a unit and tried to get investors involved
in what would be a very expensive endeavor bringing a jack-up
rig to explore the offshore Cook Inlet resources. Escopeda
found such an individual, a German citizen with a German
i nvestment conpany, and in Cctober 2010 Escopeda becane Furie
Operating Al aska LLC The conpany's nmain investnments came from
Germany and those investnents were raised by touting the State
of Alaska as its business partner. The state, through the tax
credit program basically subsidized Furie's exploration and
devel opnent. It was wdely praised in Europe that the State of
Alaska was a partner in trying to get nore exploration and
devel opment in the Cook Inlet. Furie was able to bring up the
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Spartan 151 jack-up rig in August 2011, the first time in 20
years that a jack-up rig had been in the Cook Inlet. Furie has
been on the |eading edge of everything throughout this project,
there has been one hurdle after another. Furie is proud to say
that it has drilled five different wells in five years and put
inthe first platformin the Cook Inlet in about twelve years.

MR. VBB pl ayed a video showi ng the magnitude of the project and
t he nunber of enployees and contractors involved in the jack-up

rig. The video starts in Corpus Christi, Texas, he explained,
with the nonopile structure being mde and then all the
facilities being constructed. The rig noves from the @ilf of

Mexi co through the Panana Canal up to Seattle and then into the
Cook Inlet.

3:03:16 PM

MR. WEBB stated that, w thout a doubt, this project would not
have happened without the tax credit program \While other Cook
Inlet explorers have talked about wells that cost $12-3%40
mllion, he continued, drilling a well in the offshore Cook
Inlet is $60-$80 nmillion - a huge investment. Wen Furie went
into this with the tax credit program it had a 10-year goal in
mnd and certain financial commtnents to nake along that goal

If the tax credit program goes away, he said, it wll have a
significant inpact on the conpany. Furie just set the platform
and first production was in Novenber [2015]; to date about 700
mllion cubic feet (MMCF) has already been produced. Furie's
first real contract starts in April, but even that contract
doesn't neet just the debt commtnent. Furie's debt conm tnent
doesn't fully get net until the contract that was just signed
| ast week that starts April [2018]. So, between 2016 and 2018,
Furie has this period of being at the bottom of the curve (the

curve as was di scussed by M. Johnson of BlueCrest) and will not
start noving up until 2018, and that is with the tax credits

If the tax credits go away, Furie's ability to explore and do
further devel opnents will really be hindered.

3:04: 44 PM

MR. WEBB, regarding the unintentional consequences nentioned by
Representative Tarr, noted that the Kitchen Lights Unit is
83,000 acres; Furie just developed a 300 acre area that's going
to have significant gas reserves and the gas price in the Cook
I nl et has al ready gone down. But, if Furie doesn't continue to
nmeet exploration and developnment targets, the Departnent of
Nat ural Resources w |l systematically reduce those 83,000 acres
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down to just what is the producible area. What does that nean
to the state? That nmeans that those |eases go back up for bid.
How many conpanies are going to bid on a |ease with the price of
oil at $30? Then, when they do start getting the |eases there

is going to be a non-contiguous ownership so it wll probably
t ake decades before a contiguous unit is forned and a conpany
has the ability to bring up another jack-up rig. Furie has a
new jack-up rig that wll be arriving in Honmer next week.

Wthout the tax credit program Furie probably won't be able to
keep that rig here. That's just the econom cs. The exploration
and devel opnment window in the Cook Inlet is only six nonths, so
Furie nmust pay for that rig during the six nonths that it is not
using it. It is too costly [to keep the rig] unless a conpany
has a goal and a financial structure in place that can be relied
upon. The bottom line is that Furie cane into this with a tax
structure that it thought was reliable and could be counted on,
and now it's being changed in the mddle of Furie's gane. Thi s
is not going to be good for the conmpany. |In just the |last year,
two Cook Inlet producers have already filed bankruptcy and one
has left the state. This is a very expensive environnent,
especially the offshore, and the offshore is where the biggest
resources are. Furie has huge wells, but they are very
expensive to get to the market and it is going to take Furie 10
years before it starts seeing a profit.

3:07:05 PM

DAVID ELDER, Chief Financial Oficer, Furie Operating Al aska
LLC, began the PowerPoint presentation regarding the inpacts
that HB 247 would have on Furie Operating Al aska LLC Tur ni ng
to slide 1, "Overview Tax Credits = Jobs,"” he said the bottom
line is that Furie never would have undertaken a project as
large as this without the tax credits. Furie did exactly what
the tax credits were intended to do: a small independent
exploration and production conpany that could nove quickly and
was willing to make these commtments came to the Cook Inlet
and over a five-year period it developed and began producing
significant new natural gas reserves. The tax credits support
investnment in the state, they create jobs, they bring revenue,
and Furie is just at the phase now where it wll begin making
its repaynment back to the state for the benefits it has
recei ved. Furie has invested $700 million in Al aska over the
last five years, and over the next tw to three years wll
i nvest another planned additional anount of approximtely $300
mllion, depending on what happens with the credits.
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MR. ELDER noted that Furie's investnment horizon has to be |ong.
The unique nature of the Cook Inlet gas markets, the contract
structures that are in place, nmean that it takes a while for
Furie's cash flows to build up to the point where it breaks even
and neets all of its obligations to the state as well as to
| enders and investors. Furie is looking at probably a seven to
ten year horizon before it has recovered its investnent in the
Cook Inlet. Furie estimates that it enployed over 300 people in
Al aska at the peak of its construction phase |ast year. Furie
likes to conpete, it's a little guy that has conme on the scene
to help conpete and |ower prices. The declining prices in the
natural gas nmarket in Southcentral Alaska reflect, in part, what
Furie has done, as well as other people's investnents. |If Furie
doesn't have these tax credits going forward, the conmpany wll
be forced to significantly reduce its investnent, probably to
absolute mninmum |l evels. The ability to continue to explore and
devel op the 84,000 acres could be significantly lost to Furie.

3:09: 55 PM

MR. ELDER addressed slide 3, "Tax Credits Help Al askans by
Supporting Devel opnent,” and said the lower energy prices are
going to benefit the people of Southcentral Alaska. It is going
to help produce new jobs and every nonth it will save famlies
when they pay their utility bills. Furie uses over 100 | ocal
conmpani es as vendors. Furie is lowering the risk of shortfalls

in natural gas in the future. While Furie respects what other
people have said on their ability to continue to increase
reserves, the conpany's studies show that it is going to be
critical to the Southcentral region that Furie continue to
devel op these resources offshore.

MR ELDER stressed that all of the tax credits have benefitted

Furi e. The conpany needed the 20 percent credit for tangible
spending, he said, and the 40 percent on intangibles has been
critical because of the high cost of drilling a well in the Cook
Inlet. O fshore is automatically nore expensive. Furie totally
agrees with the figure of at |east 300 percent nore expensive
that was presented earlier. Regardi ng keeping rigs on contract
365 days a year, he noted that Furie brought sone of the first
new supply vessels back up to the Cook Inlet. A lot of these
resources materials, as well as sone specialized skills, must be
brought up from the Lower 48. The 25 percent loss credit is
critical in the early phases of devel opnent. Provided that the
other credits are retained, Furie wll be very happy when it

gets to a point where it no longer qualifies for loss credits
and becones a positive taxpayer.
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3:12: 07 PM

MR. ELDER noved to slide 4, "Benefits for Alaska," and
reiterated that Furie helped create 300 jobs this [past] sumer.
He provided sone exanples of the results of Furie's investnent
and the payback that Furie will begin giving to the state. For
the first five years, Furie paid $3 nmillion in local property
t axes, an average of $350-3%600 a year. Furie estimates that in
2016 it wll be paying close to $5 mllion annually, which
reflects the investnment in property, plant, and equipnent that
t he conmpany has done. Furie has paid lease rentals to the state
of about $1.6 nmillion, and is very conservatively predicting
that it will be paying royalties of $300 mllion to the state
[over the |ife of the reserves].

3:13:14 PM

REPRESENTATI VE SEATON recalled that enalytica, the legislature's
consultant, provided commttee nenbers wth three different
scenari os, of which one was a constrai ned market for gas in Cook
I nl et. In that scenario, he related, the state was in a net
present value loss over the entire life of the devel opnent,
regardl ess of the gas price; it was only with an unconstrai ned
mar ket that it turned around the other way. He asked whether a
constrained market will be mintained such that it will be a
huge investnment up front that will not be recovered. He said
commttee nmenbers are trying to balance the scenarios provided
by the consultants to putting massive anounts of credits for a
|arge project if it isn't going to pay the state back over tine
unless it is an unconstrai ned market.

MR. ELDER replied that Furie recognizes and appreciates the

constraints had by the state. I ndustry is now going to see a
ot of hurt and loss of jobs and Furie appreciates that the
state has residents who struggle and work hard. He said his

answer to the question is that in the early phases Southcentra
was having brownouts, prices were rising, and there were
shortages that justified generous incentives at the tine because
of having to nobilize. Furie sees significant resources that
will enable it to justify the investnment and deliver the supply.
However, he pointed out, to the largest conpanies it is not
| arge enough. Conpanies like Furie that are capital constrained
nmust pay nore for those investnent dollars. So, at least in the
begi nning of these developnents, the credits were absolutely
critical. Part of the challenge of this market is that it is a
uni que, | ocalized nmarket. But, because of the contracting of
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the utilities and the need to lock in supply, a cycle is being

seen of where there is now gas supply but it will take a couple
of years to get that supply into the narket. So, there is
continued need of these credits to do that. Over the long run

Furie could see the credits being phased reduced at sonme point
in time, but his nessage today is that Furie needs certainty in
the next few years to conplete what it has already started.

3:16:41 PM

REPRESENTATI VE SEATON i nqui red whether plans of devel opnment and
final investnment decisions is the correct point for decision
maki ng of where a tineframe is given to continue, but the state
would no longer be able to financially do speculation and
| easing of new areas wthout there being a final investnent
deci si on.

MR. VBB responded that that is very hard to answer because if
the state gives certainty to Furie for this current devel opnment,
it gets the conmpany over the hurdle and allows it to neet its
commtnments for its future gas contracts and do sone additiona

devel opment drilling to maybe get nore gas contracts in the
future. However, the problem is that future exploration and
devel opnent is so expensive. Until Furie gets to where it has

profit, it is unable to commt to the type of investnent needed
to find another field and set another platform Furie cannot do
that out of its pocket.

3:18:23 PM

MR. ELDER resuned his presentation. He drew attention to the
list of about 100 | ocal businesses on slide 5, "Alaska Partners
Supporting Exploration and Developnent,” and said that these

busi nesses provi ded both services and goods to Furie. He noted
that the list includes |ocal operations of nulti-national oil
and gas service conpanies as well as local hardware stores and
vendors that rely upon incone from Furie's operations to help
enpl oy peopl e and support their businesses.

MR. ELDER turned to slide 6, "Tax Credits Helped Furie Bring
Cheaper Gas to Southcentral Alaska,” and said the tax credits
have done what |[the legislature] told Furie it wanted the
conpany to do. Furie developed nore natural gas which increased

suppl y. Under its first contract wth Honmer Electric
Association Furie is selling significantly Ilower than the
consent decree pricing. The other day Furie signed a new gas
contract that wll provide a large anmount of gas significantly
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bel ow the Hilcorp pricing and below the pricing in the renewed

Hi | corp and Chugach Electric Association contracts. The tax
credits have done that. Furie estimates that that is worth $75
mllion a year to the residents of Southcentral Al aska and that

does not take into consideration the jobs that can be retained
t hrough | ower cost energy sources.

3:20: 13 PM

MR. ELDER noved to slide 7, "Ceneral Coments about HB 247," and
specified that these coments are from a Cook Inlet perspective
only. He said that repeal of the 40 percent and 20 percent
credits [AS 43.55.023(a) Qualified Capital Expenditure (QCE)
Credits and AS 43.55.023(1) Wwell Lease Expenditure (WE)
Credits] wll definitely have a negative inpact on future
investnent, at l|east for Furie. Retention of the 25 percent
| oss credit [AS 43.55.023(b)] is helpful, but it is not adequate
with the repeal of the other credits, especially with the $25
mllion [imtation on purchase of the cash credit certificates.
The proposed changes have really hit and hurt Furie's ability to
finance its operations. Smal | conpani es have to borrow noney
and get conpetitive noney, he explained, and Furie has to pay
back that noney this year. |f changes are not nmade [to HB 247's
proposal s], Furie will have a hard time paying back its |enders.
He al so noted that the proposed change of July 1, rather than a
phase-out over a reasonable tinme period, wll cause confusion
and | oss because Furie put its plans in place two years ago.

3:21:42 PM

REPRESENTATI VE OLSON asked whether HB 247 will have any i npact
on Furie's long-term contracts that are already in place; for
exanpl e, whether Furie will be able to pass that on to Honer
El ectric Association and others that it has sold gas to.

MR. WEBB answered no. The contracts are based on firm prices
and firm conmtnents, so there is no way for Furie to re-enter
the negotiation and say it now wants a higher gas price because
the tax credits changed and now Furie is at a loss. Furie would
be stuck, it negotiated a gas price and has to stick with it.

3.22:21 PM
REPRESENTATI VE OLSON postul ated that depending upon the length
of the contract, Furie could have new gas comng into it that

was done under a different structure. He asked whether Furie
woul d still have to sell that gas at the original price.
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MR WEBB replied that if Furie had a new contract it could
negotiate a different price and that price would be based on
what Furie's investnents and capital costs are. However, for
the contracts that Furie has right now, the price is set.

REPRESENTATI VE COLSON presuned that Furie doesn't have 100
percent of the gas for the contracts, so Furie would have gas
comng in that was under a different well, but he understood
that Furie would have to sell that gas at the sane price.

MR. WEBB responded correct, under Furie's last contract it has
todrill three nore wells.

REPRESENTATI VE OLSON concluded that Furie could then be
conpeting on that.

MR. WEBB answered right, Furie has to drill the wells no matter
what .

3:23:12 PM

REPRESENTATI VE JOSEPHSON i nqui red whether the contracts with the
Honer Electric Association are confidential or public.

MR. WEBB replied that they are public through the Regulatory
Comm ssi on of Al aska (RCA)

3:23: 27 PM

MR. ELDER returned to his presentation. He displayed slide 8,
"Tax Credits Enable Devel opnent Conpanies to Access Low Cost
Capital ,” and noted the inportance of the tax credits to
fi nanci ng. Regardi ng uni ntended consequences, he stated that
the actions last year on the line-item veto and the confusion
that that generated throughout the financial comunity froze
Furie's borrowings at that time. Furie is thankful that menbers
of the legislature, the governor's office, and the Departnent of
Revenue took tinme to neet with potential |enders, because only
through that was Furie able to access that funding. Those
actions instantly cost Furie $30 million in funding and hit
Furie right in the |argest devel opnent phase it had ever done
Furie was eventually able to get a lot of that back through
di scussions with the state. The problem Furie has right now is
that |enders are unsure whether Furie will get paid the 2015
credits it has earned and | enders have stopped | ending in 2016.
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3:24:29 PM

REPRESENTATI VE JOSEPHSON al |l owed the veto was very significant
in terms of its inmpact, but said that if he were counsel to the
oil conpanies he would have advised each tine he nmet with his
client that the statute says the state only has to pay 10
percent. He inquired whether Furie was aware of this.

MR. ELDER responded that Furie was aware. But, he added, the
state had a history of not doing that and there was faith in

t hat . Wen Furie started the applications were submtted
gquarterly and were processed and paid within about six or seven
nont hs. Furie recognized that changes were occurring and

restructured its prograns. Al Furie is trying to do is use the
existing programto finalize and fund a programthat started two
years ago. Furie is asking for certainty. A question was asked
earlier about what is nost inportant - the absolute |level of the
credits or this current system and dependability? He would say
that a conpany like Furie has to have that certainty because it
has to neet its financial obligations. Furie needs the credits,
but certainty is needed too.

3:25:53 PM

REPRESENTATI VE TARR observed the bullet on slide 8 about being
able to access | ow cost capital and pointed out the provision in
HB 247 for a fund under the Al aska Industrial Devel opnent and
Export Authority (AIDEA) from which conpanies could borrow.  She
asked whether that fund could be simlarly used to |everage |ow
cost capital for the investnents.

MR ELDER answered that the $25 mllion limt is not enough.
The cost of capital for a devel opnent stage conpany is extrenely
hi gh, he explained, and such a conpany also has the constraints
of how to fit in a different lender with the conpany's other
| enders that don't want to get any collateral or consideration

of anybody else. Just $25 mllion won't do it, especially when
conbined with the $25 mllion cap on these credits. Wi | e
hel pful, it isn't enough. Furie has talked to AIDEA in the
past, but it was explained that the risk of oil and gas

i nvestnment doesn't necessarily fit what AIDEA s investnent
profile is.

3:27: 04 PM

REPRESENTATI VE TARR pointed out t hat anot her pi ece of
legislation [HB 246] would capitalize the aforenentioned fund

HOUSE RES COW TTEE -51- March 1, 2016



and woul d provide another opportunity to revisit the cap, at
which time Furie could provide comrent as to what would be nore
favorable to advancing its projects.

MR. ELDER replied that he does have sone good ideas on that but
didn't have a chance to talk about them during his last visit
with [DOR Comm ssioner] Hoffbeck. He suggested that a fund be
structured that financed these credits; this would allow the
state sone flexibility and give industry certainty.

MR. ELDER thanked the commttee for the opportunity to comrent
on HB 247.

[ HB 247 was hel d over. ]

3:28:17 PM

ADJ QURNIVENT

There being no further business before the commttee, the House

Resources Standing Conmmittee neeting was adjourned at [3:28]
p. m
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