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SENATE BILL NO 130

“"An Act relating to confidential information status and public
record status of certificates from the oil and gas tax credit
fund; relating to a mninmum for gross value at information in
the possession of the Departnment of Revenue; relating to
interest the point of production; relating to | ease expenditures
and tax credits for nunicipal applicable to delinquent tax;
relating to disclosure of oil and gas production tax credit
entities; addi ng a definition for "qualified capit al
expenditure"; adding a definition for information; relating to
refunds for the gas storage facility tax credit, the liquefied
"outstanding liability to the state"; repealing oil and gas
exploration incentive credits; natural gas storage facility tax
credit, and the qualified in-state oil refinery repealing the
[imtation on the application of credits against tax liability
for lease infrastructure expenditures tax credit; relating to
the mnimumtax for certain oil and expenditures incurred before
January 1, 2011; repealing provisions related to the gas
production; relating to the mninmum tax calculation for nonthly
installment nonthly installnment paynments for estimated tax for
oil and gas produced before paynents of estinmated tax; relating
to interest on nonthly installnent paynents of January 1, 2014;
repealing the oil and gas production tax credit for qualified
capi tal estimated tax; relating to I|imtations for the
application of tax credits; relating to oil and expenditures and
certain well expenditures; repealing the calculation for certain
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| ease gas production tax credits for certain |osses and
expendi t ur es; relating to limtations for expendi tures
appl i cabl e before January 1, 2011; nmaking conform ng anendnents;
and nontransferable oil and gas production tax credits based on
oil production and the providing for an effective date."
alternative tax credit for oil and gas exploration; relating to
purchase of tax credits.

- HEARD & HELD

HOUSE Bl LL NO. 247

“"An Act relating to confidential information status and public
record status of certificates from the oil and gas tax credit
fund; relating to a mnimum for gross value at information in
the possession of the Departnment of Revenue; relating to
interest the point of production; relating to | ease expenditures
and tax credits for nunicipal applicable to delinquent tax;
relating to disclosure of oil and gas production tax credit
entities; addi ng a definition for "qualified capita
expenditure"; adding a definition for information; relating to
refunds for the gas storage facility tax credit, the liquefied
"outstanding liability to the state"; repealing oil and gas
exploration incentive credits; natural gas storage facility tax
credit, and the qualified in-state oil refinery repealing the
[imtation on the application of credits against tax liability
for lease infrastructure expenditures tax credit; relating to
the minimumtax for certain oil and expenditures incurred before
January 1, 2011; repealing provisions related to the gas
production; relating to the mninmum tax calculation for nonthly
installment nonthly installnment paynments for estimated tax for
oil and gas produced before paynents of estinmated tax; relating
to interest on nonthly installnent paynents of January 1, 2014;
repealing the oil and gas production tax credit for qualified
capi tal estimated tax; relating to I|imtations for the
application of tax credits; relating to oil and expenditures and
certain well expenditures; repealing the calculation for certain
| ease gas production tax «credits for certain |osses and
expendi t ur es; relating to limtations for expendi tures
appl i cabl e before January 1, 2011; nmaking conform ng anendnents;
and nontransferable oil and gas production tax credits based on
oil production and the providing for an effective date."
alternative tax credit for oil and gas exploration; relating to
purchase of tax credit

- <PENDI NG REFERRAL>

PREVI QUS COW TTEE ACTI ON
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BILL: SB 130
SHORT TI TLE: TAX; CREDI TS; | NTEREST; REFUNDS; O & G
SPONSCR(s) : RULES BY REQUEST OF THE GOVERNOR

01/ 19/ 16 (S) READ THE FIRST TIME - REFERRALS
01/ 19/ 16 (S) RES, FIN

04/ 04/ 16 (S) RES AT 3:30 PM BUTROVI CH 205
04/ 04/ 16 (S) Heard & Hel d

04/ 04/ 16 (S) M NUTE( RES)

04/ 05/ 16 (S) RES AT 3:30 PM BUTROVI CH 205
04/ 05/ 16 (S) Heard & Hel d

04/ 05/ 16 (S) M NUTE( RES)

04/ 06/ 16 (S) RES AT 3:30 PM BUTROVI CH 205
04/ 06/ 16 (S) Heard & Hel d

04/ 06/ 16 (S) M NUTE( RES)

04/ 07/ 16 (S) RES AT 3:30 PM BUTROVI CH 205
04/ 07/ 16 (S) Heard & Hel d

04/ 07/ 16 (S) M NUTE( RES)

04/ 08/ 16 (S) RES AT 3:30 PM BUTROVI CH 205

W TNESS REG STER

KARA MORI ARTY, President and CEO

Al aska G| and Gas Associ ati on (ACGA)

Anchor age, Al aska

PCOSI TI ON STATEMENT: Testified in opposition to SB 130.

DAN SECKERS, Tax Counsel

ExxonMobi | Cor porati on

Anchor age, Al aska

POSI TI ON STATEMENT: Testified that SB 130 is a "very concerning
pi ece of |egislation.”

JOE REESE, Sr. Managi ng Tax Counsel

BP Al aska

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in opposition to SB 130.

SCOI'T JEPSON, Vice President

External Affairs

ConocoPhi I | i ps

Anchor age, Al aska

POSI TI ON STATEMENT: Testified on ConocoPhillips's fiscal and
devel opnent strategy and how SB 130 woul d affect it.

PAUL RUSCH, Vice President
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Fi nance

ConocoPhi |l l'i ps

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in opposition to SB 130.

DAVI D W LKENS, Sr. Vice President

Hi | corp Al aska, LLC

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in opposition to SB 130.

TOM WALSH, Menber

Board of Directors and Executive Conmittee

Al aska Support Industry Alliance (Al liance)

& Founder and Managi ng Part ner

Pet rot echni cal Resources of Al aska (PRA)

Anchor age, Al aska

PCOSI TI ON STATEMENT: Testified in opposition to SB 130.

ACTI ON NARRATI VE

3:30: 13 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:30 p.m Present at the call to
order were Senators Stedman, Costello, Coghill, and Chair
G essel .

SB 130- TAX; CREDI TS; | NTEREST; REFUNDS; O & G

[ Cont ai ns di scussion of conpanion bill HB 247.]

3:30: 38 PM

CHAI R d ESSEL announced consideration of SB 130. She wel coned
invited testinony from the Al aska G| and Gas Association
(AORA) .

3:30: 50 PM

KARA MORI ARTY, President and CEQ, Alaska O and Gas Association
(AOGA), Anchorage, Al aska, said her testinony today on SB 130
represents the thoughts and sentinents of each of the diverse
AOCGA nenbers. She related that on matters of tax, AOGA requires
unani nous consent for testinony.

She said there is no denying it; legislators have a trenendous
chal l enge facing them - cutting budgets, |oss of revenue, |aying
people off, and the oil and gas industry is facing simlar
chal l enges. Currently, the policy for the oil industry places an

enphasis on production, investnent and jobs. Wiile the Industry
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is responding and doing its best to weather the storm it also
recogni zes the value of investnent and jobs to Alaska, and is
doing its part to sustain what it can in the interest of |ong
term sustainability for everyone. Changing policies wll have
further negative inpacts on the industry, which will be costly
for the state in the long term

She said the |egislature has been asked for the sixth time in 11
years to examne and change oil tax policy. No other industry
has had so many changes to its fiscal structure in Al aska, and
she can find no other jurisdiction in the world that has
considered changing oil tax policy nore than Alaska has in the
| ast decade.

Neverthel ess, M. Mrriarty said, here they all are in a |ow
price environnent considering changes to the oil industry, and
the only reason the admnistration is asking the legislature to
change the policy again is because of low oil prices. Mre noney
is needed for government. Conm ssioner Hoffbeck said two nonths
ago that the notivation to look at oil tax credits was the
budget and that the notivation was not to redefine oil and gas
t axes.

But regardless of the notivation, the admnistration's final
proposal in SB 130 does both: it increases taxes on the industry
to generate nore governnent revenue and it redefines oil and gas
taxes. As they consider SB 130 she encouraged them to ask ACGA
and all the individual conpanies who wll testify, t he
adm ni stration and consultants four inportant questions:

1. WIIl the governor's proposal increase production?
2. WIIl it make Al aska nore or |ess conpetitive?

3. WIIl SB 130 provide predictability?

4. WIl SB 130 provide stability?

3:34: 34 PM

M5. MORIARTY stated that the last nmmjor change in tax policy
occurred three years ago in SB 21 and it was followed by the
referendumto repeal the new | aw in August, 2014. Voters deci ded
the state's current fiscal policy was good for Alaska and
i ndustry agreed. Since April, 2013, when the bill passed the
| egi sl ature, industry has announced nore than $5 billion in
addi tional spending across the state. That increased spending
coul d not have happened at a better time as the investnents nmade
in the last 18-24 nonths are hel ping the industry, Al askans, and
the state as a whole get through this | ow priced environnment.
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3:35:15 PM

bjectives like stability and predictability are inportant in
any business setting; but M. Mriarty enphasized, don't |ose
sight of the real prize: nore oil and gas production.

For the first time since 2002, production has increased (slide
3) from March 2015 to March 2016, an increase of over 4,000
barrel s/day (a 1 percent increase).

It is also inportant to look at the forecast for the outlying
years. Two and a half years ago in Decenber 2013, the production
forecast for this fiscal year was 487,600 barrels per day. In
about three nonths production will be increased by over 33,000
barrel s/day for a total of 520,000 barrels/day even though oil
prices have plunmeted. The next few years are forecasted to
bring simlar results even though the price forecast today is
$50 less per barrel than the price forecast was in 2013. The
spring production forecast, which was released yesterday, is
still about 55,000 barrels a day nore when |ooking out to 2022.
She concluded that nore production is always good for the state
regardl ess of oil price.

Speaki ng of prices, she said, they are the lowest in nore than a
decade, which of course, has had a huge inpact on the state's
revenues. Wile it is significant t hat the state has
historically received 85-90 percent of its revenue from the oi

industry, it's inportant to recognize that her industry receives

100 percent of its revenue from the price of oil. She related
that a friend said, "W are price takers; we are not price
makers. "

M5. MORI ARTY said these low prices are causing the industry to
be cash-flow negative. This means industry is not collecting
enough revenue each day to cover their daily bills, and the oi
and gas industry is no different than any other business that
does not have enough cash flow to pay its expenses. The cut
backs are seen in the dramatic increase in project delays and
deferrals, rigs going idle, and nost painfully, Al askans |osing
j obs.

3:38: 22 PM
M5. MORI ARTY said industry recognizes that state enployees are
also losing jobs in this tough environment. The House's

operating budget estimates 50-75 fewer state enployees. But for
the oil and gas industry the job | oss has been even nore severe.
By the end of June this year, over 1,000 Al askans will no | onger
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be working directly for the oil and gas industry and that does
not include the contractor workforce.

M5. MORI ARTY added that Alaska is a high-cost environnment and
according to the DOR Spring Sources Book (that has up-to-date
nunbers) the average cost of producing a barrel of oil on the
North Slope and getting it to market before a conpany pays even
one penny of tax is around $50/barrel. And despite this they are
here testifying about legislation to add significant additional
cost to the industry by raising the production tax and
elimnating incentives. She said, "Let me be clear. If you raise
taxes and/or reduce credits, there will be a negative inpact.
This is not about politics; it's about economcs.”

M5. MORIARTY said industry is cash-flow negative and sone
conpanies may already be burning through savings to pay for
operations. Their reserves are not unlimted. |If a conpany has

about $100 mllion to spend in Al aska and the governnent wants
to take another $10 or $20 mllion nore, they wll have no
choice but to further elimnate operating and/or capital
expenditures. This neans |ess investnent, |ess production, |ess

| ong-term state revenues, and even nore Al askans w thout a job.
In the interests of time, she wouldn't bel abor each section and

concern they have with the governor's bill, but a few key
concerns wll follow
3:40: 11 PM

The first key <concern is the mninum tax. The governor's
proposal would increases the mninmum gross tax from4 percent to
5 percent, and although a 1 percent point increase may not sound
significant, it represents at least a 25 percent increase for
those conpanies who already pay the mninum tax. Additionally,
the governor's proposal wll forbid conpanies from using any
earned or available tax credits to reduce the mninum tax bel ow
the new 5 percent floor. It is Ilikely that there wll be
conpanies, large and small, that have earned new oil tax credits
or loss credits from prior year investnents for exploration and
drilling and prior year |osses while also operating in the red
due to low oil prices, and using those tax credits is the only
way they can continue to invest in the state. This proposal
woul d del ay or possibly deny vital econom c recovery at the very
time conpanies need it the nost. In other words, raising the
m nimum tax affects everyone and the proposed increase is a
flagrant noney-grab that is large enough to cause substanti al
negative inpacts on all producers at today's oil prices.
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M5. MORIARTY said the snaller conpanies or newoners to the
state who have yet to nmake a profit in Al aska are not required
to pay the 4 percent mnimm production tax under the current
law, but wunder the governor's proposal, they would go from
paying zero (because they don't nake a profit) to inmmediately
being hit with a 5 percent gross val ue tax.

Additionally, the proposal would change the way the m ninmum tax
is determ ned and woul d prevent producers from taking the actual
tax credits available for a nonth to the extent they are greater
than the initially estimated anount. Both of these increnental
changes anmount to a fundanmental change in how the tax is
cal cul at ed, which actually accounts for a tax increase.

3:42:35 PM

Another mmjor concern even though the admnistration has
testified that it is preserving the NOL credits (net operating
loss credits), industry contends that they beconme virtually
usel ess under the proposal. It would prevent the use of the NCL
credits to reduce the mninmum tax. This change is analogous to
the federal governnment not allowing a conpany's |osses to be
applied against its corporate incone tax. Additionally, the
proposal inposes a 10-year limt on a conpany to apply unused
NCL credits. Al of these changes to the NOL essentially
elimnate the value of the credit in the first place, and that
wi |l inpact conpani es' deci sions.

3:44: 00 PM

Anot her change that causes concern is arbitrarily limting cash
credits to $25 mllion per conpany per year. Even the snall est
of projects cost in the $500 mllion to $1 billion range, and
inmposing a $25 million limt per conpany is unreasonable and be
a strong disincentive for future investnment. Elimnating or
di scouragi ng cash rebates for conpanies that may not yet have
production or profits strongly disadvantages new conpanies,
especially considering that they invested in good faith when
those investnents were nade. It is bad business for the state to
basically say after the fact that it is not going to allow
conpanies to realize the true economcs of their devel opnents as
originally prom sed.

Elimnating two inportant credits for Cook Inlet and Mddle
Earth is also dangerous. As for Cook Inlet, these tax credits
wer e unequi vocally the driver for several key investnents in the
region that have already lead to substantial increases in
production and jobs. AOCGA does not view these credits as a cost;
they are an investnent by the state, which reaps it clear

SENATE RES COW TTEE - 8- April 8, 2016



benefits. For exanple, one of the Departnment of Revenue (DOR)
many slides show that the state has paid out over $8 billion in
credits from FYO7 to FY16. However, that figure inplies a huge
capital investment of $30 to $40 billion by the private
industry, and during that same tineframe, the state has also
collected over $32.8 billion in total additional tax revenues.

V. MORI ARTY said AOGA fundanentally disagrees wth the
adm nistration that Cook Inlet has gas that is in search of a
market. DOR, DNR, and enalytica have all testified that

additional investnents are necessary to neet the increasing
demand of Al aska's residents. Wthout continued investnent, gas
production will rapidly decline and any decline will inevitably

result in higher utility rates for consuners and increase the
i kelihood of gas shortages.

One provision that isn't talked about nmuch, but 1is stil
inmportant, is section 39 that defines the state's outstanding
l[iability in the broadest of terns. It says that the state could
deny or delay tax credits paynents for virtually any outstanding
and alleged liability even if it was wth a state agency
conpletely unrelated to taxes.

3:47:03 PM

M5. MORI ARTY said although there are plenty nore aspects of this
bill that warrant further discussion, she wanted to concl ude by
addressing the proposed increase in the interest rate. It's

crazy for industry to have to conpound interest after it takes
the DOR six years to do an audit. AOGA supports the current rate
and believes it is reasonable, particularly considering the
lengthy statute of Ilimtations. Because the DOR has a track
record of taking all six years to conplete audits, under this
proposal, there could be scenarios where the interest paynent
could be nore than the actual tax bill, itself.

She explained that Governor Hammond was first to establish an
equitable policy for Alaska of one-third for the state, one-
third for the industry, and the remaining third for the federa
government. During the ACES reginme, governnent take clinbed to a
high level, which in turn was part of the reason SB 21 was
introduced as an effort to normalize total governnment over a
broad range of prices.

3:48: 44 PM

As M. Myer from enalytica described, governnent take is about
62 percent in a price range of $60-150/barrel. That is why it is
inmportant to look at the production tax in conjunction with the
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rest of the fiscal system As the Division of QI and Gas
Director, Corri Feige, stated in House Resources testinony,
conpanies lunp taxes and royalties all together in one bucket of
cost, and any increase in production taxes wll inpact overal
government take. At today's prices, due to the regressive nature
of royalty, governnent take exceeds 100 percent, and SB 130
woul d i ncrease governnent take for all fields and for gas as
wel | .

Finally, Ms. Moirriarty said, the governor's proposal wll not add
nore oil to the pipeline. There is no plausible scenario under
whi ch increasing taxes by $782 mllion will result in increased
production. Assumng the state sees a 10 percent production
decline because of |less investnent, it wuld also see a
reduction in royalties of $793 mllion over the next five years,

based on DOR Resource Sources Book data. This denpnstrates that
it doesn't matter if prices go back to $60 or $80/barrel if
production decli nes.

While the administration has testified that SB 130 will provide
certainty and predictability, she could assure them that none of
her nenber conpanies sees any certainty or predictability from

it. In fact, the nessage it would send is that Al aska my be
having a bit of an "identity crisis.” She asked how many
conpani es regardless of industry wll beat down Al aska's doors

to invest when they count on their taxes being increased at
times of high commodity prices and then again when prices are
| ow.

M5. MORIARTY said she is not before them asking for a tax
decrease or for relief while nenbers struggle through these
extrenely low oil prices and difficult economc tines. She only
asks that the legislature not "kick us while we're down because
of low prices." She asked that their policy encourage explorers
and new entrants and ensures that current producers remain
commtted to Al aska.

3:53:21 PM
CHAIR G ESSEL asked if carrying the NOLs forward is a |loss of
val ue to producers and how i nportant the NOL is to them

M5. MORI ARTY answered that the NOLs are extrenely inportant. The
NCL, itself, inplies that it's a loss. Being able to apply those
ensures that conpanies can continue investing when they are not
maki ng noney.
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CHAIR G ESSEL asked if the state's reinbursement fund for
credits were depleted and conpanies had to carry forward any of
the credits including the NOLs, what that would nmean in terns of
t heir val ue.

M5. MORIARTY answered that individual conpanies could talk
specifically to their own econonmics, but if they thought they
were going to be able to carry that loss forward and can no
| onger do that, it very nmuch changes their econom cs and whet her
they decide to invest in this |ow price environment.

CHAIR G ESSEL said M. Al per showed them a chart yesterday of
his projection of the .028 fund out of which credits are paid. A
formul a based in statute (depending on the price of a barrel of
oil) determ nes how much noney is in that fund, and this year
$73 mllion was appropriated to it. Last year the fund had $700
mllion, because additional noney was appropriated. If the fund
were |limted and conmpanies had to carry credits forward, he
didn't know what that would nean in fiscal terns.

M5. MORI ARTY answered that each conpany has different econonics
and the DOR conm ssioner was comm ssioner when that statute was
created. Wien he testified to House Finance, he tal ked about the
intent of the fund. But talking about econom cs, obviously not
being able to have that credit and then not being able to apply
it is like it goes away. For those conpanies it wll have a
severe inpact on whether they are able to invest in Al aska.

3:56: 56 PM

SENATOR COGHI LL said they have to figure out how to work with an
industry that already is |osing noney, because there wouldn't be
any great use for a net operating |oss w thout |osses. They have
gone into this negative valley both as a state and an industry
and he didn't think it was wong for them both to |ook for ways
of dealing with it.

One of the ways he tries to balance the discussion is
illustrated by the state's partnership with industry in raising
taxes but also incentivizing things that were beneficial to the
state. Because he wanted to be able to nmake "value calls" on
what the state wants and what the industry needs, as well as the

cash call, he asked what the tineframe was for industry's $5
billion investnent.

M5. MORI ARTY answered since SB 21 passed on April, 2013, there
has been an additional $5 billion of investnment announced from

the industry both in the Cook Inlet and on the North Sl ope.
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SENATOR COGHI LL said that significant investnment is what brought
the oil curve from a stand-even to a lowpositive 1 percent
raise in the decline rate, which is not a decline rate right
now. That was a win for both in a high price environnent. But
neither the industry nor the state anticipated the current |ow
price environnent. However, the state also nmade sone significant
investnments and stated that he woul d be watching where that cash
flow balance is. A lot of the $5 billion investnent went into
i nfrastructure, operations and nmintenance, and what are
considered "sunk costs.”™ The NOL carry forward, because it's
really not a credit, just stacks up and beconmes nunbers that
will have to be paid back sone day, and because of that their
value is mnimal.

He doesn't mnd stacking the credits up and going through the
valley as long as the infrastructure remains whole and healthy,
and is able to produce when they get to the other side of the
valley. He didn't want the infrastructure - the cash investnent

and the "sunk costs" - to be of no value. The NCOLs and increased
base tax eat into available cash right now, but the sunk costs
are still there he reasoned. He was faced wth nmaking the

j udgenent call of how to "kind of hunker down" with industry to
go through this valley of low oil prices wthout nessing that
field up.

4:02: 03 PM

CHAIR QESSEL said she wunderstands the inportance of M.
Moriarty's policy questions (referring to slide 2), and stated
that |egislators have three questions of their own that relate
to all taxes:

1. How does it affect Alaska fam|lies?

2. Howw Il this affect Al aska busi nesses?

3. WII it affect Al aska jobs?

Last week Chair G essel said she talked to a registrar of over
10 years in one of her district's schools who said in January
she had five famlies w thdraw and she had never had that many
w t hdraw before. Four of them were famlies that had |ost jobs

in the oil industry and they were noving out of state. So,
| egi slators see the inpact of the low price environnment and the
decisions industry has to nake, but it affects their
constituents, as well. That is the balance they are |ooking for,
t 0o.

4:03:19 PM
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SENATOR COSTELLO asked if M. Mriarty's nenber conpanies had
rel ated comunications fromthe investnment community in relation
to the price environnment or just having this bill before them
Specifically, she was interested in the conpanies that m ght be
eligible for the cashable credits.

M5. MORIARTY answered that the investor community 1is very
nervous. They first started getting extrenely nervous after the
governor's veto of the $200 mllion in the credit fund, because
it was conpletely unexpected. That caused a ripple effect
through the investnent comunity, whether it's private equity
firms, banks, and so on, and that has not gone away.

She said that one of her nenber conpanies was ready to go
forward with a gas project in Cook Inlet, but decided to wait
until they see what is happening in Juneau. That could be seen
in the letter from Cael us.

4:05: 27 PM

SENATOR COSTELLO asked if the oil price rebounds slowy, which
is anticipated, would those conpanies put their plans on hold or
exit Al aska.

M5. MORI ARTY answered that it depends on what the |egislature
does with tax policy. Prices can go up, but if conpanies don't
feel Alaska is a stable environnment, and if it is going to
continue to raise taxes, the oil price my not nmatter.

CHAI R G ESSEL thanked Ms. Moriarty for her testinony and invited
M. Seckers to testify.

4:06: 15 PM

DAN SECKERS, Tax Counsel, ExxonMbil Corporation, Anchorage,
Al aska, said SB 130 is a "very concerning piece of legislation."
Addressing Senator Costello's question, he said ExxonMbil is
commtted to Al aska. They had been here for many years and wl|
continue to pursue attractive investnent opportunities; they
| ook forward to being here for many years to cone. Al aska
remains a very inportant conponent of ExxonMbil's investnent
portfolio.

He underscored that ExxonMbbi | recognizes the difficulty
| egi sl ators face as policymakers in tackling the state's current
budget problens while still trying to protect current revenue

streans and trying to keep Al aska as a very conpetitive place to
do business. Tax policy decisions fundanentally inpact the
econom c health of the state and those conpanies that are doing
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business in the state. Those tax policy decisions wll nove
Al aska either towards or away fromits vision of the future for

oil and gas developnent. The need for Alaska to maintain a
conpetitive and stable fiscal regime that attracts and
encour ages | ong-tine, critical i nvestnent s and future

investnments to develop its resources especially in today's |ow
price environnment is one of the nost inportant issues the state
faces, ExxonMobil believes.

MR. SECKERS said they appreciate the need to close the state's
fiscal gap, but ExxonMbil believes that any tax policy change
shoul d be wei ghed against the potential negative inpacts on the
state's long-term investnent climate. The real question before
| egi sl ators seens to be whether or not raising taxes on the oi
and gas industry at a tinme when the DOR has testified that the
conpanies are losing noney is consistent with their vision of
Al aska's future, and if they believe that such action will |ead
to nore jobs, lead to nore investnment, |lead to nore production
and lead to nore long-term sustainable state revenues, or wll
it in fact, just nmake matters worse?

MR. SECKERS said ExxonMbil supports AOGA' s testinony that SB
130 represents a significant tax increase on the oil and gas
i ndustry. They also agree wth the comments nade by the
| egislative consultants, enalytica, that SB 130 represents
further instability in Alaska's tax and fiscal policy, and
underm nes the econom cs and investnents that were nade in the
past and those that are being contenplated for today and into

the future. SB 130 will not inprove Al aska's overall investnent
climate; it wll not lead to nore industry jobs; it wll not
help maintain or increase production, and it will not lead to
sust ai nabl e, long-term revenues for the state. In fact,

ExxonMobi | believes it will do the exact opposite.

4:10: 25 PM

He said SB 130 will create a major disincentive for conpanies to
invest in the high cost, high risk, environment that is Al aska
and reduce Al aska's global conpetitiveness. For those reason
ExxonMobi | opposes SB 130.

MR. SECKERS said the inpacts of SB 130 can be sunmarized into
three categories: one is substantive |aw changes, another are
procedural changes, and the other is the overall state policy
concerns. SB 130 affects each and every one of those categories
in a profoundly negative way. Wile ExxonMbil believes SB 130
as a whole is a bad bill, its key inpacts are first: it raises
the mninmum tax from 4 to 5 percent, which represents a
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substantial regressive tax increase. It represents a m ni num of
25 percent increase. As the legislature's consultant testified
that under today's low prices, the state is already at or above
100 percent of total governnent take. Raising taxes on comnpanies
in that scenario on the very activity of producing oil and gas
is not a wse nor a long term feasible solution and it is not
sound tax policy.

Secondly, M. Seckers said, hardening the mninmum floor 1in
section 17 wll prevent conpanies from realizing the true
economcs of their investnents by preventing critical tax
credits from being used to reduce or offset the mninmm tax

Di sall owi ng conpanies from using any earned or available tax
credits to reduce their mninumtax would represent an imedi ate
and significant tax increase, and it wuld penalize those
conpani es who made prior year investnents even while they were
| osing noney. It would also penalize conpanies that continue to
make current investnents or are planning to make future
investments from realizing the true economcs of their
i nvestnment despite the low price environnent. He said that AOGA

summed it up correctly in saying that this provision wll affect
|arge or small conpanies; those that have new oil tax credits,
exploration credits, loss credits, and who may be in a |oss

position today because of low prices and who are depending on
those credits to help continue to make investnments in the state.

Further, this provision would deny that econom c recovery when
they need it the nost. This provision, by announcing to the
world that Alaska is willing to adversely affect the econonics
of prior and future investnents sinply for short term revenue
needs, would significantly and negatively inpact Al aska's
investment climate and the perception of Alaska' s investnent
climate to any future investor.

4:13:09 PM

MR. SECKERS stated that section 17 of SB 130 doesn't stop there.
"This 'bad boy' has a doubl e-edged sword." Preventing a conpany
fromfully utilizing its tax credits from any nonth against its
total production liability for the year is nothing but a
"di sgui sed tax increase."

He explained that the production tax is an annual tax, not a
nmonthly tax. It is paid in nonthly installments from nonthly
estimates. This proposal would, in effect, mgrate the tax into
nmore of a nonthly tax which is a significant change, and the
repeated suggestion that this bill only affects the per-barrel
credits or the legacy field credits is sinply not true. This
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section of the bill has the potential to inpact every single tax
credit. This nmeans that conpanies wth small producer tax
credits, exploration credits, and loss credits could each be at
the risk of losing tax credits, or worse, having them deferred
or actually losing them and "that is a tax increase."

MR. SECKERS explained that the production tax is an annual
estimated tax that a conpany files 12 nonthly installnents for,
and a lot of variables go into that. One is the fact that
conpanies can only claim one-twelfth of its estinated expenses,
not actual expenses, every nonth. They can only take one-twelfth
of fixed credits or carry overs froma prior year in any given
month. That is why the paynents are called estinmates. "True ups”
are filed at the end of the year and on March 31 of the next
year and those reflect the total economcs of the entire year of
operations. This bill would require alnost perfect estimates to
be filed for nunbers they can't possibly know. If they don't hit
it exactly, any credit they could have clainmed the next nonth or
at the end of the year will either be deferred or it wll be
| ost forever, and sone of these credits do not carry forward.

4:16: 28 PM

Anot her hidden tax increase is in section 31 that keeps gross
value at the point of production from going below zero. He
explained that the production tax is not filed on a field by
field basis like the Economic Limt Factor (ELF) used to be; it
is a segnment by segnent tax. When PPT was put in place, which is
the foundation of the current law, it created four segnents:
Cook Inlet, Cook Inlet gas, Mddle Earth and the North Sl ope
Separate returns are not filed for Prudhoe Bay, Kuparuk or
Endicott; they file one for the entire segnent, which is the
North Slope. Thus if a conpany is producing froma renote field,
the gross value of that unit goes negative (because of marine
transportation costs or pipeline costs, the value of those
investnments (in a pipeline or in marine tankers) are not |ost,
because it is all consolidated at the end of the year as one
econoni ¢ segnment of activity. This provision says no, the gross
val ue can't go below zero, and therefore the costs that drove it
there are now lost forever. "That is a tax increase. That they
never tell you; that is a disguised tax increase.”

4:18:19 PM

MR. SECKERS said section 8 addresses confidentiality and this
provision would allow the DOR to make significant taxpayer
confidential and sensitive information available to the public.
This information is <currently confidential and rightly so.
ExxonMbbi |, even they are partners with BP and ConocoPhillips in
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various fields, remain conpetitors with them and are prevented
by federal law from discussing and disclosing «certain
information. In addition, they are bound by their sharehol ders
from disclosing sensitive proprietary, and naybe comrercially
advant ageous, information. The section 8 provision would allow
the DOR to rel ease al nbst anything regardi ng conpany activities,
and this is particularly inportant in looking at the net
operating loss (NOL), which is determned by |ooking at what a
conpany sold a product for all and all its costs way down
through the value chain. Wuld that make their contracts open
for disclosure, because that is how they get their revenue?

4:20:13 PM

MR. SECKERS said along with all the tax increases, SB 130 has
procedural changes that could also raise taxes. Section 2, the
hardening of the mninmum tax floor and the inability to use
credits on a nonthly basis, is nmade retroactive to January 1 of
the year. That nmeans by the tine this bill reaches its ultimte
conclusion, taxpayers would have already filed a nunber of
estimated installments based on current |law Retroactively
applying these changes onto conpanies that have already filed
install ments coul d expose themto punitive action.

SB 130 would reduce Alaska's overall global conpetitiveness.
Rai sing taxes when many conpanies are reporting record | osses on
the very activity that this bill is trying to tax is poor tax

policy, and Ms. Moriarty nunbers are correct: it costs conpanies
nore to produce a barrel of oil on the North Slope than the oi
is currently worth. Al are losing nobney. Raising taxes on

conpanies like that at that tinme wll force them to reexam ne
short and long-term investnent behavior and is inconsistent with
the state's long term vision of pronoting oil and gas

devel opment .

MR. SECKERS said ExxonMobil is commtted to Al aska and wants to
be here for a long tine. They |ook forward to investing in all
attractive investnment opportunities, but if taxes are increased,
especially in this economic environnment, they wll have no
choice but to reevaluate all their investnent decisions.

4:24:28 PM

SENATOR COSTELLO asked him what is happening in other areas of
the world. How are other governnents responding to the |ow
commodity prices?

MR. SECKERS answered that he couldn't speak about all the
jurisdictions, but when he talked to the |egislative consultant,
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M. Myer, he said nobst countries' regines are |looking to
incentivize or encourage continued investnment in their states
He is not aware of any jurisdiction that is trying to raise
t axes or governnent take when conpani es are | o0sing noney.

4:25: 35 PM

SENATOR STEDVAN said when |egislators look at tax code, no
matter which one Alaska is in - PPT, ACES or SB 21 - conplexity
is eneny to both, and instability doesn't do anybody any good

Currently, the systemis way too conplex. Even the |legislature
has a hard tine understanding under certain price environnments
what its side of the table is going to | ook |ike.

The current tax code provides for a 35 percent tax with sone
credits nmoving around. He personally had never seen a firm pay
the 35 percent tax rate since the state has had it and didn't
think he ever would, because of the deductions it allows. In
trying to find a way of stabilizing this environment, he was not
so sure they shouldn't go back and listen to some previous
testinony from another major back during PPT when the proposal
was 8, 10, or 15 percent or even zero.

SENATOR STEDVMAN said he had a 13-page anmendnent that would just
have a time out on taxes below $55. It would get rid of all the
credits and conplexity and allow the state to collect royalties
and incone tax (which he doubts there is any at |ow prices)
property tax, which you can't get away from and zero out
severance. Wuld that increase or decrease stability?

4:28: 27 PM

MR, SECKERS comented that it's hard to provide a detailed
response w thout seeing the entire proposal, because of all the
variables. Wuld prior investnent be grandfathered or would the
| osses just disappear all of a sudden? He also cautioned that
when conpanies | ook to invest, they ook at the total governnent
take, the bottom line. But he admtted that it was an
i nteresting concept.

He wunderscored the desirability of stability and said that
constantly reviewing tax law is troubling. He strongly suggested
running it by a consultant and getting an idea of how it would
rank Al aska globally in terns of fiscal conpetitiveness.

SENATOR STEDVAN said it wouldn't be retroactive and woul dn't
take place until the end of this cal endar year. But he wanted to
know if M. Seckers thought it would be a tax increase or a tax
decrease in this price environnent.
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MR. SECKERS replied that it is hard to project that on every
conpany, because they are all different. It my be a tax
decrease for a conpany that is in a current taxpaying position
For companies with a lot of credits it nmay be neutral, but they
m ght | ose the benefit going forward.

4:32: 34 PM

CHAIR G ESSEL said section 27 provides that a conpany gets a
transferable or <cashable credit based on percent of Al aska
resident hire of and asked if it applies to ExxonMbil .

MR. SECKERS answered that provision relates to cashable,
refundabl e credits and under |aw, ExxonMbil doesn't qualify for
them and he also has a concern about the constitutionality of
such a provision. However, he said that ExxonMbil has a very
hi gh | evel of Al askan enpl oynent.

SENATOR STEDVAN said he has very few constituents who work in
the oil patch, but a couple of young guys worked at Point
Thomson and were very inpressed with the operation there and
want to stay working in the industry.

CHAIR G ESSEL said one of her constituents announced at a
community meeting that she is a contract housekeeper at the
Poi nt Thonson devel opnent and was very excited about it.

4:35: 44 PM

JOE REESE, Sr. Mnaging Tax Counsel, BP Al aska, Anchorage,
Al aska, said BP is a nmenber of AOGA and supports the testinony
Ms. Moriarty provided earlier today on SB 130. He said the
success of Alaska's oil and gas tax policy is critical to BP, to
the AKLNG Project, and to all Al askans who depend on the
successful exploration, developnent, and production of Al aska's
oil and gas resources. A durable, predictable, adm nistrable tax
policy nust be in place to unlock those benefits.

From BP' s perspective, he said a durable tax policy neans that
BP can count on it being the sanme tonorrow as it is today. A
predictable tax policy nmeans it can be nodeled and from an
i nvest ment perspective BP can deternmine how the tax policy wll
i npact their investnment decisions. Adm nistrable nmeans they can
file their tax return accurately and when it's due. These are
the three things BP thinks about when they consider tax policy.

MR REESE said BP is conmtted to mintaining a safe and
conpliant business in Alaska that is sustainable. Over the past
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two years there has been a 70 percent drop in oil price. In
2015, BP paid approximately $263 nillion in taxes and royalties.
That resulted in a financial loss of $194 nmillion. These are
publically avail able nunbers that are in their 20F filing.

Under the current market conditions, he said BP's business in
Al aska is spending nore than it is bringing in and that is not
sustainable. As a result, BP is taking the very difficult
decision to undertake a 17 percent reduction in force and is
working with their Prudhoe Bay working interest owners to
analyze the activity level at Prudhoe Bay and adjust it
according to the current price environnment.

SENATOR M CCI CHE joined the commttee.

4:38:40 PM

MR. REESE said a 1l-percent increase in the mninmm tax equates
to approximately six nmonths of rig time at Prudhoe Bay;, it's a
significant increase in taxes and cost to their business. He
repeated that operating under a predictable, durable, and
adm nistrable oil and gas tax policy is essential to maintaining
the activity level of Prudhoe Bay and the long termviability of
t he AKLNG Proj ect.

SENATOR COSTELLO said the adm nistration is asking to go from 4
to 5 percent and sone are considering that to actually be a 25
percent increase and asked what he neans when he says a 1-
percent increase.

4:40: 49 PM

MR. REESE clarified that the 1 percent raise from4 to 5 percent
is a 25 percent increase in the mninmumtax. He added that BP is
commtted to conplying with tax laws in a responsible manner and
to having open and constructive relationships with tax policy
makers. One of the major costs of BP' s business in Alaska is the
oil production tax, and while BP is currently cash-flow
negative, they still pay oil production tax, because certain
cash costs are not deductible such as their investnment in the
AKLNG Project and other specifically delineated restrictions.

At current prices, Prudhoe Bay doesn't currently receive oil
production tax credits, but BP doesn't support Ilimting the
production tax credits under SB 21. That is because it would
negatively inpact the oil and gas industry as a whole including
the many conpanies that nade investnents, created jobs, and
added production in Al aska based off of that tax policy.
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Just as the industry is struggling to make ends neet, the state
al so faces severe budget shortfalls and BP recognizes that.
Wi | e reasonabl e people my disagree about how to nake changes
to inprove the current oil and gas tax policy, now is not the
right time to increase taxes on businesses that are struggling
to make ends neet, and it would further inhibit their ability to
mai ntain their activity level at Prudhoe Bay. Near term changes
in the state's oil and gas tax policy wll have long term
consequences for all.

4:41:55 PM

MR. REESE said the presenters before him had hit the highlights
of the issues with SB 130 and he wanted to touch on six itens.
He woul dn't bel abor them because they had been stated before.

One is the admnistration has proposed an increase in the
mnimum tax from 4 to 5 percent and it does represent a 25
percent tax increase that equates to approximately six nonths of
rig time at Prudhoe Bay. It would have a chilling effect on
addi tional investnent in Al aska.

Second, the administration is proposing an artificial limtation
to the use of credits. Their concern that |aw provides for
production tax to be calculated on an annual basis using
forecasted prices and estinmated costs as opposed to actual
nunbers, and having an end-of-the-year "true-up." The new
provision in SB 130 would cap the anmpbunt of credits that could
be used based on what a conpany clainms in a given nonth. BP
doesn't believe that would lead to a predictable or
adm nistrabl e tax policy, because it would be inpossible to file
tax returns correctly at the tinme they are due.

Third, the admnistration is proposing a material increase in
the interest rate for tax overpaynents and underpaynents. The
current rate is 3 percent over the federal fund rate and it is
cal cul ated using sinple interest nethodol ogy. The adm nistration
has proposed a significant increase to that and for the interest

to be conpounding. However, M. Reese pointed out, the
admnistration typically takes the full six years of the statute
of limts to provide conpanies with their assessnents and as

that interest clicks along, 7 percent conpounded could be up to
$.55 per dollar, a significant amount of interest before a
conpany ever knows there is an issue. That does not allow for
predictability when they nodel their activities.

Fourth, the adm nistration proposed a limtation on use of the
Net Operating Loss (NCOL) tax credit, which would penalize people
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who made investnent decisions based on the tax [aw and now that
they are in a position where the cash flow doesn't neet the
expenses, they wouldn't be allowed to utilize that NOL going
forward. BP believes that is not durable or predictable.

Fifth, M. Reese said, the admnistration has proposed an
erosion of taxpayer confidentiality. M. Reese enphasized that
the production tax is a self-reporting tax nmuch |like the incone
tax, and the quid pro quo for that is that the taxpayer, because
they give the information to the DOR or the IRS, in return they
get confidentiality of that data. It's different than a property
tax, for instance, where the government |ooks at market
indicators of a property, sets the value, assesses the tax, and
you pay the tax. That's public. The difference really cones down

to anti-conpetitive behavior. How will that infornmation be used?
WIIl their conpetitors be able to see BP' s commercial dealings
and will that lead to anti-conpetitive behavior? And secondly,

there is a constitutional question around violating privileges
and immunities to be forced to provide confidential information
and have that be disclosed by soneone.

For both reasons, BP believes that taxpayer confidentiality and
t he erosion of taxpayer confidentiality is bad tax policy.

4:45: 45 PM

Last, M. Reese said, retroactive and m d-year changes to |aw or
regul ations make it extrenely difficult if not inpossible to
admnister the tax. BP can't file its returns accurately if the
game changes nid-way. Again, he said BP is commtted to
mai ntai ning safe operations in Alaska that are sustainable and
they are commtted to conplying with tax |aws and devel oping
relationships wth tax policy nakers. They  support a
predi ctable, adm nistrable oil and gas tax policy and that's why
t hey do not support SB 130.

4:46: 32 PM

SENATOR M CCl CHE sai d everyone agrees that transparency with the
public is good when possible, and asked him to explain the
problenms with taxpayer confidentiality.

MR. REESE explained the best analogy to use is everyone's
i ndi vidual income taxes. The federal incone tax is a self-
reporting system This nmeans the taxpayer wites down on his
return his inconme, deductions, and credits and submts that
under penalties of perjury to the IRS, and then they review and
determ ne whether it has been reported accurately or not. That
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is a very simlar systemto the production tax, which is a self-
reporting system

The concern is that the appetite for disclosure is never
satisfied until everything is disclosed, and as an individual in
the community, he would not want his inconme taxes shown to his
nei ghbor; it's none of their business. In the business context,
there are anti-trust laws that require BP to act in a
conpetitive way, and if they are forced to disclose their
commercial relationships to their conpetitors, especially in a
place |like Alaska where there aren't as nmany conpetitors as
there may be in the Lower 48, one can quickly get to a spot
where there is anti-conpetitive behavior going on that would
viol ate federal |aw.

Secondl vy, a conmpany has a constitutional right to not
incrimnate itself regardi ng whether they know about a violation
of the law or not and they can't be forced to give up their
constitutional right to keep confidential information that wll
be used only to adm nister the tax.

SENATOR M CCI CHE said that was a partial answer, and asked if he
were to disclose details of a commercial contract how that could
di sadvantage BP in conpetition with other conpanies.

MR. REESE answered that he is not an anti-trust attorney, but he
could share a sinple exanple of how that information could be
used to manipulate the marketplace. If a party was forced to
di sclose their contract for a helicopter, and they had retained
that helicopter to perform services for them and they paid them
a certain anount. If their conpetitors were to have access to
that information, then they could go to the sanme helicopter
operator and say | want a better deal, $99 instead of the $100
that the first party was charged. So now it's no longer a free
mar ket, conpetitive environnent. Private information can be used
to mani pul ate the market pl ace.

CHAIR GQESSEL said one of the argunents nade by the
admnistration to increase the interest rate and conpound it for
tax returns is their assertion that conpanies short-pay their
taxes. So, this would be a notivator for conpanies to not do
that. She asked if that is a realistic argunent.

MR. REESE answered that is just false and a little bit
of fensi ve. He el aborat ed:
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They are basically accusing us of lying or maybe even
| ess than basically, and we have every incentive to
pay our tax when it is due. W want to pay the right
anount of tax. W want to pay the right anmount of tax
when it's due. W sign a return under penalties of
perjury, and none of wus would intentionally do
anything that would jeopardize ourselves in that
regard.

Secondly, he said, many laws are already in place to discourage
short-paying taxes. "BP does not short-pay their taxes,"” M.
Reese stated. A provision would have to be created to resolve
uncertain tax issues.

4:54:19 PM

SENATOR STEDVMAN said this is the sane question he asked the
ExxonMobi| representative. Wiy not take the severance tax to
zero in trying to get sonme stability and fairness in the state's
tax structure. H's anendnent uses the trigger price of $55 and
it 1s not retroactive.

MR. REESE responded that a sinple tax policy is easier to
adm nister, but he wuld have to nopdel Senator Stednman's
proposal to see how it inpacts business. He said there are four
areas of governnment take in Alaska, at a mninmnum one is
royalty, one is production tax, one is property tax, and the
last is state corporate incone tax. Those all represent costs to
the business and the nore their costs go up the less activity
they are able to conduct in the state. If their costs go down,
then they can make judgnments about increasing their activity.

SENATOR STEDMAN sai d severance tax, of the four conponents they
struggle with, is the hardest to resolve. That is where the
instability lies, and nmaking it zero would sinplify that matter.
He asked M. Reese to comment.

MR. REESE agreed that the production tax gets the npbst attention
and it has been the nost volatile of the four taxes. For them
the equation is sinple: an increase to the production tax
increases their costs and reduces their investnent; a reduction
to production tax reduces their <costs and allows them to
i ncrease their investnent.

4:58: 20 PM

SCOIT JEPSON, Vice President, External Affairs, ConocoPhillips
Anchor age, Al aska, introduced hinself.
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PAUL RUSCH, Vice President, Finance, ConocoPhillips, introduced
hi nsel f.

MR. JEPSEN related that ConocoPhillips is not a nmenber of AQOGA,
so they may have sone slight differences of perspective, but by
and large they are basically aligned.

He wal ked them through the activities that ConocoPhillips has
enbar ked upon since SB 21 was passed in 2013 and then took a few
mnutes to talk about how ConocoPhillips has reacted to the
current economc environment. M. Rusch would wal k them through
SB 130 and talk about their key concerns. They would concl ude
with a few observati ons.

Since SB 21, M. Jepsen said, ConocoPhillips has done a nunber
of things: added two rigs to the Kuparuk rig fleet, which hel ped
stem the decline out of the Kuparuk River field, and ordered two
new rigs to be built, one which has already been delivered. The
other one will be delivered later this year. Prior to SB 21,
ConocoPhillips had three rigs in its rig fleet between Al pine
and Kuparuk. Since then, they have averaged about 5 - 6 rigs for
the two fields, but they are down to four right now One rig was
sent over to BP, but they will pick up another rig later this
year and be back up to 4 rigs later this year. Mre rigs |eads
to nore production.

ConocoPhillips has also invested $500 million in bringing on
stream the first new drill site at Kuparuk in 13 years, drill
site 2S. It will produce about 8,000 barrel s/day. They have al so
enbar ked upon expanding their viscous oil production at Wst Sac
in the Kuparuk field called 1H News (North East West Sac). It is
simlar to drill site 2S in ternms of the kind of production they
expect to get, the anobunt of noney it cost to develop, and the
people they used to construct it. However, they have deferred
drilling on 1H-News in response to low oil prices.

MR. JEPSEN said they had built the nodules and transported them

to drill site 1H on the North Sl ope. They are powered up to stay
warm for drilling next year and 1H News should see first oil in
2017.

MR. JEPSEN said that ConocoPhillips has al so been pursuing their
new devel opnents in the National Petrol eum Reserve Al aska (NPRA)
having received the key permts for Geater Moses Tooth (GVI) 1
and have made the decision to nove forward on it. It is about 9
mles west of CD-5 (this developnment is nmoving west). It wll
cost about $900 million to develop and a peak gross rate of
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30,000 barrels a day is expected. Hundreds of construction jobs
will be generated and first oil is anticipated in 2018. Ri ght
now they are in the process of ordering materials and finalizing
t hei r engi neeri ng.

5:03: 26 PM

ConocoPhillips has another developnment 9 niles west of GV
called GVMr-2. It will be a bigger developnent than GMI-1, but
its engineering is not as far along as it is for GUI-1. It wll
cost in excess of $1 billion and take about 700 people to
construct it. He didn't have an estimated production rate at
this tinme.

MR. JEPSEN said ConocoPhillips made the decision to pursue CD-5
in 2012 before SB 21 was passed having spent quite a few years
since 2002 trying to get it permtted. They were hopeful that
they had made a good deci sion.

5:04: 07 PM

The last thing M. Jepsen said they had done since 2013 is drill
two exploration wells at NPR-A They shot seismc over the GWI-1
area so they could better ascertain the size of the field and
plan its devel opnent. This year they are drilling three wells in
NPR-A; two of them are about 9 mles west of GMI-2 and the
other, called Hyperion, is off of CD5.

MR. JEPSEN said he wanted to correct the record about a nunber
of things. One is that none of their production qualifies for
the GV/R Sonme of it <could potentially, but they felt the
regul atory requirements would be difficult and expensive to
meet, and didn't even file for it. So, the coment that all
fields since 2002 are getting the GVR is not accurate.

To put things in context, ConocoPhillips has a total of three
rigs in the Lower 48: one in the Bakken and 2 in the Eagl eford.
One of the reasons they are continuing to pursue their
devel opnment in Alaska is because of the positive investnent
climate, especially after SB 21 was passed. Ranping down
activity in Alaska is not easy. It's not like in the Lower 48
where you have short-term rig contracts and can go pick up a
Jones rig next week. There is a lot of nmonmentum when things are
rolling and it is difficult to shut them down.

Right now BP is their key partner at Kuparuk and Anadarko is
their key partner at NPR-A, and BP supports ConocoPhillips in
t hese decisions. They have nmonmentum and want to try to keep that
nmoment um goi ng and hopefully outlast this trough in oil price
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If the price doesn't go up, they will have to take nmeasures to
try to get back to a neutral cash flow, at |east.

5:07: 00 PM

He said slide 4, |abeled "Capital Spending Trends," had a |ine
plot that showed oil price versus time and a bar chart in the
upper left corner that showed ConocoPhillips's corporate capita
expenditures during the sane tine period. They peaked at about
$17 billion in 2014 and have been ranping down at a steady
decrease that mrrors the price of oil since then. Their capex
i s down about 63 percent from 2014.

Slide 4 provided a graph of ConocoPhillips's investnents in
Al aska since 2012 and a graph of the percentage of their Al aska
investnments relative to ConocoPhillips's total corporate capital

expenditures was below it. During the key ACES years of 2007-
2012, and when oil prices were considerably higher than they are
t oday, ConocoPhillips averaged about $800 million per year.

After SB 21 passed, in partial response to the better investnent
climate, ConocoPhillips started to ranp up its investnents. This
year (late 2015) they had anticipated spending about $1.3
billion in Alaska, but that has been ranped back to about $1
billion, still a pretty heal thy-sized investnent.

MR. JEPSEN said the bottom plot showed the percentage of their

Al aska  expenditures relative to their t ot al cor porate
expendi tures, which has been coming up as a total percentage.
The take away nessage here is that ConocoPhillips is investing

differentially in Alaska and for all the reasons he nentioned
earlier.

5:09: 20 PM

He said that slide 5 graphed the "crux of the issue.” The "Y"
axis shows net cash flow, the "X' axis shows ANS Wst Coast
price and the different colored bars show how nuch the state is
maki ng, how nuch the federal governnment takes in incone tax, and
how much the investors get fromthe North Slope in the blue.

The state's share excludes tax credits other than the per barrel
production tax credits. The reason? It's pretty difficult to
figure out how and when they are going to be taken, or if the

state will allow them or not. It's one of the discretionary
itens that the state has in its control. In the current price
environment the state has positive cash flow and the investors
are negative. It stays that way up until somewhere north of
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$50/ barrel. But even above that price, the state's share is
| arger than the investor's share under the current tax regine.

MR. JEPSEN said that there have been conmments that severance tax
isn'"t high enough or it should be higher, but ConocoPhillips and
others in the industry don't just |ook at severance tax when
they nake their investnents, they |look at total governnent take.
It plays the biggest part in their assessnment of the fiscal
framework in the areas in which they invest. Severance tax goes
up as the price goes up, and it's a majority of the free cash
flow He turned the presentation over to M. Rusch to give his
perspective on these key itens.

5:10: 52 PM

MR. RUSCH said slide 6 identifies key concerns with SB 130, a
nunber of which have been detailed by previous presenters.
However, these represent sone very inportant issues for the
i ndustry. The previous slide denonstrating that the industry is
losing nmoney is the strongest argunent against increasing the
mnimm tax from 4 to 5 percent and wll continue in that
position until upwards of $50/barrel.

ConocoPhillips' net cash flow last year was a negative $100
mllion-plus, at $52/barrel. Ql price is now south of
$40/ barrel. 1f prices don't inprove they wll be in an even
worse position that will result in reduced investnment in Al aska.

The concern they have with hardening the floor is that they wll
| ose the ability to use those |osses, and those are real |osses
on expenditures made in Alaska at a tine when the industry is
| osi ng noney. ConocoPhillips continues to be commtted to Al aska
and wants to invest for the future, but with that restriction
t hose investnments effectively got nore expensive.

5:13: 17 PM

MR. JEPSEN commented that just because they are in a negative
cash flow does not mean they incur net operating |losses. A fair
anount of expenses and costs don't get included when cal cul ating
NOLs. Last year, for exanple, ConocoPhillips was not in an NOL
situation. He wasn't sure about this year.

5:13:36 PM

MR. RUSCH said they just received their tax audit from 2009
which was six years and three nonths after the end of that
cal endar year. Interest was accruing for that entire period.
That interest clock doesn't start when the audit is done; it
starts in the first nonth of the year
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ConocoPhillips also just closed out their 2006 audit, but the
appeal process took nine years. That is not a trivial anpunt of
time and conpound interest conponent can actually be greater
than the underlying audit issues.

He said the current system partly because it is a net tax
system has a fair |evel of uncertainty about the deductibility
of certain expenses. In one year an item may be deductible and
the following year it may get challenged. The bottom line is
that uncertainty nakes it very difficult to predict what the
final tax assessnment will be.

5:15:35 PM

MR. RUSCH said the DOR has expressed concern that oil conpanies
m ght mgrate the per-barrel tax credits across nonths. The tax
law is very clear that it is an annual tax, and the suggestion
that it isn't goes against the clearer guidelines that are
already in statute.

He also pointed out that a significant anpunt of confidentia
data is already being reported to the DOR and the DNR about and
conpanies are in no way saying they aren't going to conply with
t hat .

5:17: 27 PM

MR. JEPSEN observed in summary that any significant change in
the tax |aw just reenphasizes their concern about the inability
of the State of Alaska to inplenent a stable oil and gas fisca
policy. It's only been 19 nonths since SB 21 was ratified by the
voters. They understand the state's fiscal I ssues, but
ConocoPhillips is basically in the sanme position. Everyone has
to do sonething to nanage their way through this, and asking
just industry to solve the problemis not fair.

He said ConocoPhillips makes multiple billions of dollars of
investnments in Alaska and since 2007, it has paid over $26
billion to the State of Al aska. However a pattern of tax

instability raises the question whether or not Alaska actually
conpetes for capital relative to other places where their noney
can be invested. The nobst damagi ng thing about continual changes
in tax policy is what it does to a corporations' long-term
phi | osophy for investing in Al aska.

MR. JEPSEN added that they thought the House Resources Commttee

Substitute (CS) was a vast inprovenent and anmendnents are being
taken right now So, they wll see what cones out of that and
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tell them what they think. He repeated if there are increases in
tax that increase their costs, they will take it out of what
they are spending today. They don't have excess cash flow to
spend on taxes.

5:19: 33 PM

SENATOR STEDVAN asked to go back to slide 5 and said it is
hel pful for industry to use the sane dataset as the state does,
the Revenue Sources Book. It shows in FY17 there will be $570
mllion in credits but when they get applied is up in the air.
The Revenue Sources Brook used $39/barrel and the chart wuses
$40/ barrel. It would be helpful to have that bar chart parsed
when the NOLs are discussed.

SENATOR STEDMAN said the state continually tries to get a stable
tax environnment, but they never seem to get there and it m ght
actually be making it worse, to the point where the state has
troubl e understanding it. He asked M. Jepsen's thoughts on just
getting rid of the severance tax - "Take it to zero."

5:21: 32 PM

MR. JEPSEN responded that he would have to look at that in terns
of their past investnents, their current investnents, and the
price framework they intend to be in, and see if it nmakes sense.
"I's it substantially better, and is it worth going down that
pat h?" It sounds intriguing, but one of the concerns would be
that it is just another substantial change in the tax franmework,
and there is no guarantee that after next year soneone woul dn't
think they gave away the farmwith a zero severance tax and want
torevisit it.

5:22:59 PM

SENATOR STEDVAN said both sides of the table are trying to get
stability, because this isn't good for the state's business nor
the industry's business, and they are in business together. So,
jointly nobody wins in this gane.

He asked if CD-5 is on private |land and how that works with the
tax code. It's not a |oaded question, but nore of an
i nformational question, because nost of the tinme they tal k about
what is on state | and.

MR. JEPSEN responded that CD-5 is a conmbination of Arctic Slope
Regi onal Corporation (ASRC) mnerals and federal mnerals. So
production there is predomnantly coming off of state l|ands and
ASRC |ands. ASRC obviously gets the royalties from their
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production and 50 percent of the royalties from the federal
production conme back to the State of Al aska. Those royalties is
directed to be spent on the villages in the National Petroleum
Reserve Alaska (NPRA) that surround that, basically for the
benefit of the North Sl ope Borough.

CD-5 is located on Kuukpi k Corporation surface land, so it's the
first development that is on Native-owned surface |and.
ConocoPhillips has worked very closely with the Village of
Nui gsut and Kuukpi k Corporation and the ASRC in its devel opnent.
So far, they are drilling wells and fully expect to see their
initial expectation of about 16,000 barrels a day of average
producti on.

SENATOR STEDMAN said he thought it was good to point it out,
because it is a significant issue that the conmttee and the
public should know about .

MR. JEPSEN enphasi zed that they do pay severance tax even if the
devel opnent is on private |land or federal |ands.

5:25:39 PM

CHAI R G ESSEL pointed out an inportant fact: that ConocoPhillips
does sonething that the other two majors don't. It reports its
quarterly profits and losses in a procedure that is called
"separate accounting." She asked him why ConocoPhillips does
t hat .

MR. JEPSEN corrected her that it's not "separate accounting;"”
it's called "segnent reporting.”

CHAI R G ESSEL asked himto explain why they do that.

MR. RUSCH answered that they don't do it voluntarily, because it
puts a bit of a mcroscope on their results. It's purely driven
by Securities and Exchange Conmi ssi on ( SEC) reporting
requi renents. Wiat triggered it for ConocoPhillips was their
upstreani downstream busi ness, which sinply made their upstream
business smaller. As they created the segnents to report, Al aska
becane a nmaterial segnment for SEC reporting.

SENATOR M CClI CHE asked why ConocoPhillips is investing heavier
in Alaska than in the rest of the Lower 48. ConocoPhillips'
Al aska capex went from 6 percent in FY12 to 13 percent in FY15
and to 16 percent in FY16.
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MR. JEPSEN answered that ConocoPhillips ranped up investnments in
Al aska after passage of SB 21 and have a |ot of nonentum going
now and think they have some good opportunities here. Monentum
is inmportant because it's difficult to get the permits and rigs
in place as well as alignment with the partners. Once a project
gets started, ranping down is equally difficult. If you think
there's an opportunity you want to maintain that optionality to
continue with the level of investnent that you have. Right now
they have a lot of stuff in place and are "investing in the
future,” although they aren't naking noney in Al aska.

5:29:16 PM

DAVI D W LKENS, Sr. Vice President, Hi | corp Al aska, LLC

Anchorage, Alaska, said Hilcorp is the largest privately held
oil and gas conpany in the US. It is headquartered in Houston

Texas, and has operations in the @lf Coast of Texas and
Loui siana, the northeast U S. in Ohio and Pennsylvania, as well
as Alaska's Cook Inlet and the North Slope. It was founded in
1989 and has 1400 full time enployees. Just over 500 of those
enpl oyees support their Alaska operations and 90 percent are
Al askans i ncl udi ng hinself.

MR WLKENS said Hlcorp operates approximtely 53,000 gross
barrels of oil per day and 150 mllion cubic feet of gross gas
sales per day from approximately 500 producing wells for a net
production of approximately 57,000 barrels of oil equival ent per
day. Hilcorp's assets are primarily, although not exclusively,
older fields wth extensive production histories of steady and
predi ctable performance that carry an incredible anmunt of
opportunity for getting nore oil and gas out of the ground. It's
the conpany's business nodel. They do it safely and responsibly
whi | e extendi ng production lives through efficiency in thousands
of small-scal e projects.

MR. WLKENS said the state needs to attract nore conpanies |ike
Hlcorp as its infrastructure continues to age. Hilcorp's
production in Alaska is approximately 40 percent of what it
produces conpany-w de. So, their success in Alaska is critica
to their overall conpany's success. From Hilcorp's perspective,
the credits in question have resulted in nore investnents in
Al aska, and nore production both on the North Slope and in Cook
I nl et.

He said it's no secret that Hlcorp has been a big part of
reviving energy security in Southcentral Al aska. Over the past
four years they have invested over $1 billion in projects and
have drilled over 50 wells in the Cook Inlet area. As a result
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of this investnent and the increased production, they are
sending nore oil to be refined and used in Al aska.

5:33:11 PM

Due to Hilcorp's significant investnents over the past four
years, M. WIkens said, they are now neking |onger term gas
supply commtnents at a lower price out into the year 2023. They
continue to stand by their commtnent to serve Al askan's energy
needs first and are working to ensure a reliable and affordable
energy source for Al aska's |argest popul ation hub.

MR. WLKENS rem nded them that prior to Hlcorp's entry into
Al aska in 2012, brown outs were a w despread concern as well as
the need for wutilities to inport natural gas to neet demand.
Expecting outages, nany people bought electric generators, but
he is proud that with Hilcorp's results none of those generators
wer e needed.

He said that Hilcorp's success certainly didn't cone wthout
chal  enges. Developing oil and natural gas in the Cook Inlet
basin carries a very high cost of production coupled wth annual
decline rates that vary from 15-50 percent. The sinple fact is
that if they did not continue spending nobney on projects that
bring on new production the declines cannot be curbed. So,
Hilcorp believes it is in their best interest and the state's
best interest to continue spending dollars on trying to produce
nmore oil and gas in the Cook Inlet basin. Victory can't be
declared or Alaska wll be back in the sanme boat it was in at
the end of 2011. It's also no secret that Alaska's tax credit
system and the Cook Inlet Recovery Act were key drivers in
bringing Hlcorp to Alaska and their investnents to date.

Since 2012, M. WIkens said, Hilcorp has spent $3.5-4 billion
total in capital and acquisition costs in Alaska. Those
investnments were ained at one primary goal: increasing oil and
gas production. And since 2012, they have increased production
by about 40 percent. How do they do it? The answer is sinple
They have and <continue to nmake significant investnents,
investnments that were encouraged by the state's tax credit
program and investnments that did just exactly what the credits
were intended to do: increase energy supply for Al askans.

Their success has been neaningful to many, including the state.
| ncrease production levels of oil and natural gas in the Cook
Inlet basin has resulted in increased royalty rates, property
taxes, and jobs. One exanple of this is | ooking at their nonopod
of fshore platform In January 2012 right after Hlcorp took over

SENATE RES COW TTEE - 33- April 8, 2016



operations, the realized oil price was approxinmately $95/barrel.
Production on the nonopod was 600 barrels per day, a nargina
rate for an offshore platformthat has a high operating cost.

5:37: 07 PM

Because of the marginal rate and low profitability from the
nmonopod, it qualified for royalty relief under HB 185 that was
passed in 2003. The royalty rate was reduced to help nmaintain
profitability for the platform so it would not be shut in or
per manent|ly abandoned. As the royalty owner, the state's take
from the nonopod at that tinme was approxinmately $90,000 per
nonth. This was when oil was $95 a barrel

Over the past four years, M. WIkens said Hlcorp has done over
150 projects on the nonopod, nost of which were snaller in
scope, and has increased production to approximtely 3,000
barrels of oil a day. Because of the increase in production, the
state's royalty share is back up to the standard 12.5 percent
and even with prices at $35/barrel, the state's royalty take
from the nonopod has increased to about a half-mllion dollars
per nonth, five tines nore royalty going to the state despite
prices declining by 60 percent. Furthernore, and probably nore
important, their success at the nonopod has added 20-plus years
of production life and approximately 8 mllion barrels of future
oil production. The nonopod is not an isolated anonmaly. Since
Hilcorp's entry into the Cook Inlet area in 2012, oil production
has doubled, which has increased oil royalty to the state in
t hese four years by over $70 million. And even though oil prices
are lower this year, estimated oil royalties wll be
approximately $10 mllion nore this year than what they were
right before Hilcorp took over.

5:39:46 PM

Hilcorp's success in increasing oil production over the past
four years has also increased future estimated oil production by
20-30 mllion barrels in the Cook Inlet area. That is just the
oil. That's neaning future royalty to the state. He said, "W
need nore results like this."

He also offered that the state needs a system in place that is
stabl e, predictable and incentivizes - not penalizes - continued
investnments. Hilcorp's Cook Inlet success is a good exanple of
the state putting good policy in place aimed at achieving a
positive result and then getting one.

MR WLKENS remarked that the <credits Hlcorp earned were
"absolutely reinvested in the state." They have nmanaged to work
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their way above the 50,000/ barrel/day mark through both projects
and acquisitions and a Jlot of hard work. Breaking the
50, 000/ barrel/day mark neans they can no |longer cash-in the
credits in question, but other budding conpanies can still use
those credits, and Hlcorp is a conpany that always welcones
conpetition and encourages other conpanies, especially in
Al aska, to succeed. Hilcorp wants to help pronote a healthy
i ndustry throughout the state, because an active industry neans

additional service conpanies will not only stay but maybe even
come to Alaska, which will in turn | ower costs.
5:41:24 PM

MR. WLKENS said a lot of the discussion regarding the credits
has involved the Cook Inlet basin, prinmarily because they were
wildly successful. Their success in the Cook Inlet is what has
fueled Hlcorp's interest in expanding to the north in Novenber
2014, when they purchased three of BP's fields on the North
Slope: MIne Point, Endicott, and North Star. Wen Hilcorp took
over operations there, al | three fields were producing
approximately 36,000 gross barrels/day. Today, they are
produci ng about 37,000 gross barrels/day and after a year of
wor ki ng these assets, he is very excited about the opportunities
he sees. They have a conprehensive list that they can invest in
for years to conme: wells needing to be drilled, projects that
will put nore oil in the pipeline and support hundreds if not
t housands of jobs in Al aska.

Hilcorp has one drilling rig running on the North Slope today
and would like to pick up a second before the end of 2016. But
in today's price environnent and in the face of an uncertain
state fiscal structure, it is yet to be determ ned what projects
nmove forward and when. They have to be very thoughtful wth
every penny they spend.

MR. WLKENS said investnent budgets are shrinking and they
conpete with other oil and gas producing areas throughout the
world, and wthin Hlcorp, as well. He wants Hilcorp's
investnment dollars to cone to Al aska. They have to continue to
work hard to build efficiencies and cut costs while ensuring it
is done safely and wthout causing harm to the environnent.
"Cutting costs, not corners, is the only way we wll survive
this downturn," he said

5:44:12 PM

He asked legislators to recognhize that change ~creates
uncertainty and uncertainty affects investnents and jobs, and
i nvestnments, whether for exploration or developnent, are the
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only way to increase production. Increasing production is the
only way to get out of this spot. Alaska can't afford to have
| ess production.

MR. WLKENS said that he had worked over the past 30 years in
several other basins throughout the U S. and internationally and
can say with confidence that Al aska has changed its tax policy
nore in the past few years than he has seen in other areas in
decades. He wants to keep Alaskans working and to increase
production, but his conpany sinply isn't going to continue to
invest hundreds of mllions of dollars in Alaska nor is his
owner going to let himtake a |loan out to pay his tax bill. That
is just not what they are going to do, and the only other choice
is to cut sonething out.

He <concluded by saying that the wuncertainty they are in
threatens their ability to plan their investnents, and the
decisions they make today wll inpact the economcs and the
opportunities to increase tonorrow s production both in the Cook
Inlet and the North Sl ope.

5:45: 23 PM

SENATOR COSTELLO related that the director of the Alaska Tax
Division, Ken Al per, cane before the commttee and basically
said they tried to incentivize activity and that happened. The
state got what it wanted with the credits, and nowit's going to
pull them back. She asked him to respond to that way of
t hi nki ng.

MR. WLKINS answered that in his view the tax credit system
incentivizing the behavior the state wants worked beautifully
for the Cook Inlet. Wthout them Cook Inlet would have had an
"out of business"” sticker in 2011/12. The state propped it up
with wonderful success. If the inplication is that they are
going to call victory and be done, Cook Inlet will be back in
the sanme boat very soon. He added that policy that incentivizes
the behavior the state wants can work on the North Slope, as
well. He explained that Hlcorp reacts to policies the state
sets and the tax credit systemis one of the things that brought
themto Alaska in the first place.

5:47:50 PM

CHAIR G ESSEL said SB 130 addresses transferable credits in
section 27 and bases them on Al aska resident hire, and asked if
Hi | corp takes advantage of those and if so, how he feels about
the requirenment that they will be based on the percent of Al aska
hire.
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MR. WLKINS responded that he isn't the tax person and that
Hilcorp is proud of the fact that they have 90 percent Al askans
working. He could see where tying the credits to that would
result in changing nunbers and tying it to sonmething arbitrary
like that mght not be sound tax policy. There is also the
constitutional question.

SENATOR M CCI CHE asked him to comment on the effect commodity
price of gas has on Hlcorp and others if the incentives had
been lower if they kept the attractive delta with Henry Hub that
they had | ast year.

MR WLKINS answered that Hlcorp can no |onger take the
cashable credits as they have worked thenselves out of those.
But ot her conpanies are budding that can take advantage of them
and they are very inportant to them On the gas side of
Hi | corp’'s business, their investnent decisions to drill all the
wells were based on predictability and stability. Hlcorp is not
a "build and flip" type of conpany. Wen they nmake a decision
they enter in and their track record is that they are in for the
long haul. Their business nodel uses a 5 to 10 year period to
get their noney back. Before they cane into Al aska they studied
the fiscal |andscape, and the gas side is nore stable than on
the oil side and that is a good thing.

SENATOR M CCICHE said Hilcorp operates largely in his district,
its effects on his community with the resurgence in the Cook
Inlet has been undeniable and positive. They are very
appreciative not only of the -energy supply but for the
enpl oynent, increased property taxes, and all kinds of other
t hi ngs.

CHAIR G ESSEL noted that where M. WIkens works used to be her
district and recognized how nmuch his conpany contributes to the
comunity in not just jobs, but to non-profit organizations |ike
senior centers and other conmunity endeavors.

MR. WLKINS accepted her recognition on behalf of the Hlcorp
enpl oyees.

5:52: 25 PM

TOM WALSH, nenber of the Board of Directors and Executive
Comm ttee, Alaska Support Industry Alliance (Alliance), said he
is also the founder and nmanaging partner of Petrotechnical
Resources of Al aska (PRA), but he is testifying on behalf of the
Alliance in opposition to SB 130 based on the negative inpacts
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to client conpanies and his own conpany. He said that PRA had

experienced a decline in activity and revenue nuch |ike many
other Alliance nenbers in every sector of the industry in Al aska
from major and small independent oil and gas producers and
explorers to Native corporations, state, local and federa

gover nnment agenci es, and the Southcentral Alaska utility
compani es.

In 2010-12 M. Walsh said he was in Juneau stating that Cook
Inlet was running out of gas and now they are seeing a major
turn-around because of the credits. The oil and gas business in
Al aska has a trenendous breadth of skills and experience across
the full spectrum of disciplines. Tw of PRA s enployees are
recogni zed experts in the current oil tax statutes, regulations
and processes. PRA was established in 1997 and has grown
steadily over the vyears to a peak staffing level of 102
enpl oyees in early 2012. Recently, due to the depressed oil
price and associated crisis in the industry, enploynment nunbers
have declined to |l evels not seen in the past decade.

5:54:57 PM

MR. WALSH said PRA's payroll is down to 48 enployees and they
haven't seen the bottom yet. Last year, PRA had 55 contract
enpl oyees supporting the Prudhoe Bay unit oper at or, BP
Expl oration Al aska, Inc., and presently they have 15 contract
enpl oyees at BP. Activity levels have crashed in the |ast year
i npacting everyone in the oil and gas industry including the
maj or producers and |large and small independents, alike. The
service industry has been hit very hard. It has seen significant
| ayoffs at CH2M and Parker Drilling anong others. The Alliance
has surveyed nenber conpanies and can account for over 2,000
| ayoffs in the industry in the |ast year. PRA has |ost over one-
hal f of its business and enpl oyees.

He said that |ast week, BP faced one of the nost difficult tines
in nmenory wth respect to enployee layoffs in Alaska, and
globally. After significant cuts |ast year, approximately 17
percent of the remaining enployees in Al aska were informed of
their pending |ayoffs. H's phone had been ringing all week wth
severed enpl oyees | ooki ng for work, which sinply does not exist.

On another sad note, M. Wilsh said, Caelus Energy announced
this week that they will delay devel opnent of its Nuna Field for
at |least one year due to the low oil price and the uncertainty
of Alaska's tax structure. Al of PRA's clients have been
impacted by this continual uncertainty in tax structure; even
the perception of instability has major inpact on the industry.
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The investnent comunity, which has been backing exploration and
devel opnent projects, has all but vanished in Al aska making it
difficult to inpossible to finance oil and gas projects.

He said SB 130, if adopted, could nortally wound an already
critically ill oil and gas industry in Al aska. Raising taxes and
removing credits is a bad idea under any circunstance and is
fatally flawed policy in the current price environment. Raising
taxes on the industry in this nonent is analogous to selling oil
stocks at a low point in the market. Alaska is heavily invested
in oil and gas even to a fault, and selling out now by raising
taxes and further crippling the partners who have devel oped the
state's nost valuable resource in good tinmes and have for the
| ast six decades, and who are now in a cash negative status is
sinply irrational, he said.

He countered that since PRA is down by 50 percent in contracts
and revenue, perhaps he should double his hourly consulting
rates to correct for that downturn in business and see how many
of his clients agree to pay it. He didn't think many woul d.

5:58: 59 PM

SENATOR COSTELLO asked how M. Walsh would respond to community
| eaders across Al aska whose nessage on an hourly basis is to do
it all: cut the budget, address the credits and taxes, raise
revenue, and change the Pernmanent Fund, and if you don't do it
all you are not representing what the people of Al aska want you
to do. This has been a constant and consistent nessage since the
begi nni ng of session and before. He nust be aware of it. People
are joining arnms and marching in |ock-step saying every industry
must pay and fairness nmust be the value they put forward when

in fact, all they have heard in this comrittee neeting is that
taxing an industry that is losing noney just doesn't get you a
good result.

MR. WALSH responded that the challenge is trenmendous, but her
last point is the critical one. The industry is henorrhaging;
all the conpanies he is aware of are in a cash negative
situation with these low oil prices, and that's not just in
Al aska, but globally. So there is a mmjor ongoing crisis and
raising the taxes is absolutely the wong thing to do at this
point. It wll just accelerate the decline of the industry in
Al aska, and we can't afford to do that.

CHAI R d ESSEL t hanked M. Wal sh.
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6: 02: 26 PM
CHAI R G ESSEL adjourned the Senate Resources Standing Conmittee
nmeeting at 6:02 p.m
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