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PCSI TI ON  STATEMENT: Provided a Power Point presentation
entitled, "House Resources Committee," dated 2/1/17, and
answer ed questi ons.

DAM AN Bl LBAO, Vice President
Commerci al Ventures

BP Al aska
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PCSI TI ON  STATEMENT: Provided a Power Point presentation

entitled, "Prudhoe Bay & Alaska Policy Enabling the next 40
years," and answered questi ons.
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POSI TI ON STATEMENT: Testified during the hearing of the status
of the oil and gas tax regine in Al aska, and answered questi ons.
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Anchor age, Al aska

POSI TI ON  STATEMENT: Provided a Power Point presentation
entitled, "Caelus Activity Update," dated 2/1/17, and answered
guesti ons.

ACTI ON NARRATI VE
1: 07: 04 PM

COCHAIR GERAN TARR called the House Resources Standing
Commttee neeting to order at 1:07 p.m Representatives Tarr,
Birch, Parish, Rauscher, Johnson, Westlake, and Josephson were
present at the call to order. Representatives Talerico and
Drummond arrived as the neeting was in progress.

PRESENTATI ON(S) :  UPDATE:  STATUS OF THE O L AND GAS TAX REG MVE
| N ALASKA

1: 07: 44 PM

CO CHAI R TARR announced that the only order of business would be
an update on the status of the oil and gas tax reginme in Al aska.

1: 08: 44PM

KARA MORI ARTY, President/CEO, Al aska Gl and Gas Association
(AC®), provided a PowerPoint presentation entitled, "House
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Resources Conmittee," dated 2/1/17. Ms. Moriarty informed the
conmmittee AOCGA is a private, professional trade association
representing the majority of the conpanies in the oil and gas
industry in Cook Inlet and on the North Slope [slide 2]. She
said a review of the changes in Alaska's tax system over the
past ten years revealed five guiding principles found in conmon:
production, investnent, conpetitiveness, revenue, and "fair
share"” [slide 3]. Production from fiscal year 2015 (FY 15) to
FY 16 increased 3 percent, and she pointed out that the present
production increase is the first since 2001-2002, after the

[Al pine oil developnent owned by ConocoPhillips 1Inc.] cane
online [slides 4 and 5]. Slide 5 illustrated oil production
from 2002 through 2016, record high and record low oil prices,
and changes in the oil and gas tax system Ms. Moriarty
provided a chart that illustrated that production increased in

excess of what was forecast; the 2013 fall forecast was for
487.6 thousand barrels per day and the actual production in 2016
was 514.9 thousand barrels per day, even as oil prices dropped
[slide 6]. In Cook Inlet, after passage of the Cook Inlet
Recovery Act [passed in the 26th Alaska State Legislature], oi

production went up 84 percent from its |lowest point in 2009

She noted that all of the oil produced in Cook Inlet is utilized
at the Tesoro Al aska Conmpany Refinery in Nikiski [slide 7]. The
next guiding principle is investnent, w thout which there is not
producti on. In 2003 as prices went up, US and worldw de
spending followed, but investnent by the industry in Al aska
"remained relatively flat" under the tax system of Alaska's
Clear and Equitable Share (ACES) [passed in the 25th Al aska

State Legislature]. She said the lack of investnent was the
impetus for Senate Bill 21 [passed in the 28th Al aska State
Legislature] [slide 9]. Slide 10 was a chart previously
provided by the Departnent of Revenue (DOR) - wth an added
colum for average oil price - which illustrated that from 2007
to 2012, investnent |levels are about the sane. She concl uded

that investnment in Alaska did not increase with rising oi
prices and investnent in the Lower 48, because the ACES tax
structure included high progressivity. However, in 2013 as oi
prices begin to decline, the level of investnment shown is higher
and nore stable because current tax policy is predictable and
geared toward production.

1:15: 57 PM
M5. MORI ARTY stated that increased investnent has led to higher
production and maj or new discoveries, even though low oil prices

have led to layoffs and job |osses [slide 11]. She questi oned
whet her Alaska's tax policy wll allow the new discoveries to
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reach production and increase the flow of oil into the Trans-

Al aska Pi peline System (TAPS) [slide 12]. M. Moriarty provided
a DOR slide entitled, "North Slope Repurchased Credits,” and
poi nted out the slide should be updated to reflect the potenti al

ultimate recovery from repurchased tax credits [slide 13]. She
opined credits have been a very worthwhile investnent for the
state. The next guiding principle is conpetitiveness, because
to attract investnent the state needs to be conpetitive;

however, the question is how the industry <can remain
conpetitive if the state is constantly changing tax policy. The
state has changed tax policy in the past ten years - and an
addi ti onal change was proposed - and all six changes except one
have been tax increases [slide 15]. She el aborated that Senate
Bill 21 was both a tax increase and a tax decrease under certain
condi ti ons. Ms. Moriarty disagreed with DOR that the Petrol eum
Production Tax (PPT) [passed in the 24th Alaska State
Legi slature] was neutral and that PPT doubled production tax
[slide 16]. Slide 16 was corrected as foll ows: FY 2016 to FY
2006; FY 2017 to FY 2007. She opined that during debate in
2007, no one disputed that PPT brought the state nore in tax
revenue than the Economic Limt Factor (ELF) [passed in the 12th
Al aska State Legislature and nodified by executive order in
2005], and that a correct fiscal note attached to the PPT bill

woul d have indicated PPT was alnost a 200 percent increase in
t axes over ELF.

1:21: 36 PM

M5. MORI ARTY turned to the challenge of renmining conpetitive in
Al aska's high cost environment due to factors - such as renote
| ocations and Arctic environnents - which restrict drilling to a
short period of tine. Further, costs don't decrease as quickly
as oil prices, and remain the sanme at |ower production. For
cal endar year 2016, the average oil price was approximately $43
per barrel, and the average deductible cost per barrel was

approxi mately $41. However, according to page 29, DOR Revenue
Sources Book (RSB) Fall 2016, total costs are over $48 per
barrel . This discrepancy explains why conpanies are cash-
negative in Alaska, and she enphasized that the $48 per barrel
cost is before taxes or royalty are paid, and only includes
transportation, operating, and capital expenditures [slide 17].
Alaska has a hybrid tax of a net tax at higher prices and a
gross tax at |low prices, denonstrated by a chart that showed at
an oil price of $40 per barrel, production tax value (PTV) is a
negative nunber, thus taxing "phantom inconme" even when
conpanies are losing noney [slide 18]. Finally, she presented a
graph that conpared Al aska's 2013 devel opnent costs to that of
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conpetitors in the Lower 48 [slide 19]. The next principle is
revenue and she advised that since statehood, oil has provided
85 percent of the state's unrestricted general funds (UG that
support government and a strong econony [slide 21]. Senate Bil

21 generates nore revenue to the state at |low prices than ACES
as reaffirmed during testinony before the conmttee on 1/30/17
[slide 22]. She then clarified that the industry pays nore in
governnent revenue than it receives in credits: total FY 16

revenue paid was over $2 billion; cashable credits or credits
used against tax liability were $598 mllion. Ms. Moriarty
stressed that the total tax credit liability after FY 20, for
cashable credits, is about $150 nillion per year after the
refornms of House Bill 247 [passed in the 29th Alaska State

Legi slature] [slide 23].
1:27:46 PM

CO CHAI R JOSEPHSON expressed his understanding that the tota
nunber of cashable and tax liability credits for FY 16 is over
$900 m |l li on.

M5. MORI ARTY responded that the credits shown on slide 23 are
those that were generated in FY 16 only; a higher nunber could
include sonme of the credits that were vetoed. Ms. Moriarty
recalled there are questions about whether earned credits need
to be paid, and she pointed out that the admnistration has
stated that the credits are obligations the state needs to pay.
She advised that if the governor had not vetoed certain credits,
the state's liability for FY 18 would be near $400 mllion,
instead of over $1 billion; in fact, the vetoes have inflated
the actual liability [slide 24]. Turning attention to net
operating loss credits, she explained that a net tax is a tax on
the difference between a taxpayer's gross revenue and the cost
of producing revenue, and to denonstrate the inpacts of a net
tax versus a gross tax, she gave the exanple of the costs and
profits of a restaurant business [slide 25]. Ms. Moriarty
concluded that taxes on net allow net operating loss from the
| oss year to carry forward to the follow ng year, and observed
that her organization could not find a net-based oil tax system
wi t hout some type of nechanism such as an NOL credit, to carry
forward | osses.

1:33:21 PM
M5. MORI ARTY addressed the last principle of fair share, which

is the nost subjective of the five guiding principles discussed.
She provided a chart that illustrated what is received by the
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i ndustry and state and federal governnents from a barrel of oil

at various prices. At under $40 per barrel, the industry
receives nothing, and governnent receives nore revenue than
i ndustry at any price [slide 27]. She sumarized as foll ows:

e production: there is nore production

e jnvestnent: there is nmore investnent than under the ACES
regi me
e conpetitiveness: I ndustry is attracted to Al aska, |eading

to maj or discoveries
e revenue: the current systemis bringing in nore revenue

« fair share: governnment receives the nobst at any price
scenario

M5. MORI ARTY suggested that proposed changes to the tax system
shoul d be wei ghed agai nst the foregoing principles.

REPRESENTATI VE BI RCH returned attention to slide 10 and observed
that the capital credits for 2016 are 6 percent of the total
spend, which is a relatively small percentage.

M5. MORIARTY agreed that the credits have spurred investnent
even though average oil prices are | ow

REPRESENTATI VE BIRCH recalled that Shell spent $7 billion and
| eft Alaska; investnents carry a significant risk.

CO- CHAIR TARR advi sed that the spending shown on slide 10 does
not reflect deductions for operating and capital expenditures.

REPRESENTATI VE PARISH surmsed that spending also includes
support of ongoing operations. He asked what cashable tax
credit certificates sell for.

1:39: 23 PM

MS. MORI ARTY responded that the amount for which a conpany sells
its cash certificate is proprietary data. In further response
to Representative Parish, she said a conpany is at |iberty to
disclose this information if it chooses to do so.

REPRESENTATIVE PARISH asked the industry to share this

information with the commttee in order to better inform its
deci si ons.
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M5. MORI ARTY, addressing an earlier statenent, clarified that
deductions are costs that have previously been paid by industry.

1:41:11 PM

SCOTT JEPSEN, Vice President, External Affairs, ConocoPhillips
Al aska, Inc., provided a PowerPoint presentation entitled,
"House Resources Conmmittee," and dated 2/1/17. He infornmed the
commttee he would address three basics aspects of Alaska's tax
f ramewor k: Senate Bill 21 has achieved the state's goals of
achieving a flatter tax rate over a broad range of oil prices
and certainty of revenue at |ower oil prices; there has been
i ncreased investnent resulting in jobs, production and revenue;
there is conpetition from the unconventional plays in the Lower
48, and Al aska should ensure it does not create a disadvantage
for additional investnment by changes in its cost structure
[slide 2]. He provided a graph that illustrated net cash flow
from negative -$4 billion to $12 billion, Al aska North Slope
(ANS) West Coast (WC) price of a barrel of oil from $30 to $100,
and bars representing investor, federal, and state shares of a
barrel of oil at various prices [slide 3].

1:44:16 PM

MR. JEPSEN, directing attention to slide 3, pointed out that at
any price, state share is the largest and is a positive share
when industry share is negative. The state share includes
royalty, production tax, state inconme tax, and property tax.
From the investor share is subtracted transportation, capita
expendi tures (CAPEX), operating expenditures (OPEX), royalty,
production tax, property tax, state incone tax, and federal

i ncome tax. The federal share consists of federal inconme tax.
M. Jepsen recalled that debate surrounding Senate Bill 21
raised the issue of revenue divided into equal thirds for the
state, federal governnent, and producers. In fact, about two-

thirds does go to governnment, and the present system provides
the state the |larger share of revenue, even when oil prices are
| ow. He acknowl edged that the graph did not reflect cashable
credits, small producer credits, or exploration credits, because
ConocoPhillips Alaska, Inc. is a large producer and does not
consider the credit incentive systemto be part of the basic tax
structure; the basic tax structure is the net tax the state
i nposes on those who produce and make a profit. The per barre

credit is included in slide 3 as it is an integral conmponent of
the overall tax system and he recalled that the per barrel
credit was inplenmented to create a |eveled tax rate over a broad
range of prices. M. Jepsen said ConocoPhillips Alaska, Inc
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considers the tax framework in Alaska each time projects are
proposed, and increases do not <create a good climte for

investnment. Since the passage of Senate Bill 21, ConocoPhillips
Al aska, Inc., added several rigs to the Kuparuk River Unit rig
fleet; two new rigs were delivered in 2016. Through the | ast

quarter of 2016, five rigs were running between Kuparuk and
Al pine, and through 2017 three rigs will be running in Kuparuk;

higher oil prices may l|lead to nore investnent. An ext ended
reach drilling (ERD) rig was sanctioned that neans 125 square
mles can be reached from an individual drill site. In
addition, work was restarted on the Northeast Wst Sak (NEWS) 1H
drill site at Kuparuk. Al so sanctioned was drill site 2S in

Kuparuk, and Geater Mwoses Tooth 1 in 2015, and the conpany
began the process of permtting Geater Moses Tooth 2.

ConocoPhillips Al aska, Inc. recently announced its WIIow
di scovery which may hold 300 mllion barrels of recoverable
resource. At the Decenber 2016 |ease sale, ConocoPhillips

Al aska, Inc. bought |eases over 400,000 acres of federal |and
and over 200,000 acres of state |and. He recalled that during
the ACES tax system from 2007 through 2012, the average
i nvestment by ConocoPhillips Alaska, Inc. was $800 mllion per
year; beginning in 2013 there was a "step-up"” in investnent, and
the percentage of the corporation's spend increased - even while
keeping its expenditures level - to an average investnent of $1
billion per year through 2016 [slide 4]. He opined that in
cal endar year 2016, the first growh in production in 14 years
was a function of the positive investnent climate as a result of
Senate Bill 21. M. Jepsen recalled his previous testinony
stating that if there is a positive investnent climte, the
state should expect the industry to react rationally and
i ncrease investnent, and it has done so. He turned to the topic
of conpetition, and advised that there is opportunity in
unconventional plays in the Lower 48 which is due to "all the
massi ve investnent,"” that is attracted by nearby infrastructure,
a shorter tinme from investnment to production, |ess regulation,
and a nearer nmarket. Also, wells are cheaper to drill and
operate; in Alaska, after the industry does its part to manage
OPEX costs, the role of the state in conpetition is that an
increase in taxes is an increase in cost, which wll send
investnment to other places than Al aska. M. Jepsen urged the
commttee to consider how Al aska can renmain conpetitive with the
Lower 48 and worl dw de [slide 5].

1: 54: 28 PM

CO- CHAIR TARR questioned whether M. Jepsen would provide
updated information related to the tinelines on slide 4. The
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committee has heard that although nost projects take years to
plan, "quick decisions” were nmade following the passage of
Senate Bill 21, and she requested the dates that the foregoing
projects listed on slide 4 were sancti oned.

MR. JEPSEN responded that all of the investnent decisions
illustrated on slide 4 were sanctioned after Senate Bill 21 was
passed.

REPRESENTATI VE TALERI CO asked whether the ERD rig is in
associ ation wth Doyon.

MR. JEPSEN sai d yes.

REPRESENTATI VE BI RCH questi oned whether the use of ERD rigs wll
reduce the cost of producing oil in Al aska.

MR. JEPSEN was unsure about the anobunt of savings, but ERD rigs
will enable his conpany to develop certain resources; for
exanple, ERD rigs wll allow the conmpany to access resources in
areas for which permts probably would not be secured, and al so
to reach areas that do not economcally justify drilling a new
rig, thus reducing the total nunber of drill sites.

REPRESENTATI VE PARI SH inquired as to the 50 percent difference
in the growth of North Slope production that was projected by
AOGA and ConocoPhillips Al aska, Inc.

MR. JEPSEN expl ai ned the ConocoPhillips Al aska, Inc. projection
was based on a cal endar year, and AOGA's was based on a fiscal
year .

REPRESENTATI VE PARI SH asked how much revenue was foregone by the
state in providing the per barrel credit.

1: 59: 35 PM

MR. JEPSEN said none. Per barrel credits are part of the tax
rate put in place in order to have a reasonable tax on
producers; unlike other credits, a per barrel credit is not
rei mbursabl e and cannot be carried forward, but is a nechanism
agreed to in Senate Bill 21 legislation. In further response to
Representative Parish, he said the state determnes a fair tax
rate to achieve revenue, nore jobs, a healthy econony,
investnment, and oil in the Trans-Al aska Pipeline System he
opi ned incentives for investnent create a healthy econony and
encour age new i nvest nent.
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2:02: 52 PM

DAM AN BILBAO, Vice President, Conmercial Ventures, BP Al aska,
provided a PowerPoint presentation entitled, "Prudhoe Bay &
Al aska Policy Enabling the next 40 years." M. Bilbao said he
supported the testinony of the previous speakers, M. Mriarty
and M. Jepsen. He directed attention to graphs |abeled
"I nvestnment trends by region" and "Production trends by region"
that illustrated global, U S., and Al aska trends, and expl ai ned
t hat both graphs were indexed to a common starting point to show
how each region noved relative to each other. He pointed out
that from 2008-2009, investnment in the Lower 48 was nuch higher
- relative to global investnent - due to new technology and
devel opnents, and although globally there was an increase, in
Al aska investnment was "flat" until about 2013 when the Al aska
profile began to increase; in fact, investnent globally and in
the Lower 48 began to decline as prices fell in 2014, but
investment in Alaska continued to clinb. Looking at the
production graph, increased investnent in the Lower 48 resulted
in dramatic increases in production in the Lower 48, global
production increased, and in Al aska production continued to
decline by an average of 4 percent to 6 percent until 2013-2014,
when the production trend in Alaska flattened out. M. Bil bao
advised that in 2014, there was a material shift that brought
investnment into Alaska, and with that an associated inpact to
production [slide 2].

2:08: 05 PM

MR. BILBAO presented an exanple of the distribution of one
barrel of oil in Al aska priced at $43 per barrel: in 2016, of
$43, royalty and state taxes were $7, and OPEX, CAPEX and
transportati on were $48, which resulted in a loss to industry of
$12 per barrel; despite the industry's loss, the state was still
receiving revenue [slide 3]. Fromthe perspective of BP, |osses
were over $1 mllion per day, pronpting inproved efficiencies to
its operations. To illustrate how Senate Bill 21 attracted
i nvestment and activity, M. Bilbao provided a graph that showed
that investnment in Prudhoe Bay drilling from 2010 to 2012 was "a
broadly flat |evel." In response to Senate Bill 21, the
industry quickly increased drilling activity and spending in
Prudhoe Bay beginning in 2013 through 2015, even though oil
prices continued to decline [slide 4]. He acknow edged that
spending in 2016 has decreased as a result of low oil price

concluding that policy has its limtations. Overal |, however,
Senate Bill 21 has resulted in increased activity, production,
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new di scoveries, and nore revenue to the state than under the

ACES system further, he opined that Senate Bill 21 is not
conplicated to admnister and drives behavior in the best
interest of the state. Regardi ng policy, BP neasures policy

against the follow ng set of principles [slide 5]:

» encourages nore North Slope oil down TAPS

e extends the life of the backbone fields which provide the
bul k of production

 encourages nore independents to | ook for oil and gas
e does not pick winners and | osers, but remains neutral

2:14: 18 PM

CO CHAI R TARR asked whether BP has used any of the credits that
are currently avail abl e.

MR. BILBAO said since 2006, no. He referred to an opinion
letter recently issued by the Departnent of Revenue which he
said, "certainly discourages the opportunity” [docunent not
provi ded] .

MR. BILBAO, in response to Representative Parish, clarified that
BP has not acquired any credits to offset tax liability.

REPRESENTATI VE PARI SH surm sed BP has used tax credits, but has
not purchased them from small er conpani es.

MR. BILBAO said BP uses per barrel offsets to reduce its tax
l[Tability. Senate Bill 21 increased the tax rate from 25
percent to 35 percent; however, in order to encourage a focus on
nore production, the legislation also created the per barrel
credits, and for every barrel produced, BP uses per barrel
credits to offset its tax liability.

REPRESENTATI VE PARI SH asked what BP would pay to purchase
transferrable tax credits froma snmall independent producer.

MR. BI LBAO said he woul d not specul at e.
REPRESENTATI VE TALERI CO asked how nmuch BP reduced its workforce.
MR. Bl LBAO answered that BP has reduced its workforce

approximately 17 percent over the last several years to 1,700
enpl oyees.
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REPRESENTATI VE BI RCH asked whether the existing infrastructure
is accessible to others in the industry that may have a new
di scovery.

MR. BILBAO suggested the question should be asked of the
i ndependent s. He opined BP has nmde progress in creating
standard third-party facility terns that can be |everaged;
currently, at Prudhoe Bay water managenent is an issue, however,
commercial terns are managed nore efficiently than in the past.

CO CHAI R TARR passed the gavel to Co-Chair Josephson
2:21: 04 PM

MR. DAN SECKERS, Tax Counsel, ExxonMobil Corporation, inforned
the commttee ExxonMobil Corporation is comrtted to Al aska and
has been a key player in the devel opnent of Alaska's oil and gas
resources, spending over $20 billion dollars in the state over
many years. Al aska remains an inportant conponent in ExxonMbi

Corporation's worldw de portfolio; however, for Alaska to
maxi m ze the benefits of its resource potential, the state mnust
remain globally conpetitive and needs a long-term and stable
fiscal environnent that attracts industry and provides the state
and industry a fair share of revenue. He opined that Senate
Bill 21, [also known as the Mre Al aska Production Act (MAPA) )]
has nmade Alaska nore globally conpetitive and has led to
i ndustry investnent and increased oil production. He stated his
support of the previous testinony offered by Ms. Miriarty, M.
Jepsen, and M. Bilbao, and added that MAPA has sinplified
Al aska's production tax regine, thereby providing nore
confidence to industry and investors. The policy goals of MAPA
are being achieved such as providing a nore predictable and
conpetitive tax regime and attracting additional investnent,
nmore production, and corresponding benefits to Al askans. \V/ g
Seckers recalled that in 2013 at the tine MAPA was proposed, he
stated that MAPA would nmake significant progress in nmaking
Al aska nore globally conpetitive, and has done so by providing a
nor e bal anced tax production tax structure by offsetting aspects
of the ACES tax regine; for exanple, elimnating the punitive
progressivity feature of ACES. In addition to being an
excessive tax, the progressivity feature was cal cul ated nonthly,
so projects could not be evaluated, and the elimnation of
progressivity sinplified the production tax reginme; on the other
hand, MAPA increased the tax rate to 35 percent, conpared to
12.25 percent in Louisiana. Al though high, the tax rate is
predi ctable, so industry can nake easier investnent decisions

MAPA also renmoved a 20 percent tax credit on capital expenses
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tied to investnent - not necessarily to production - which was
replaced by the per barrel credit that helped incent production
at | egacy and econom cally-chal |l enged new fi el ds. | mportantly,
MAPA preserved the critical net-based tax structure of PPT and
ACES which allows the recovery of ordinary and allowable
expenses. M. Seckers stressed that in Al aska deductions and
credits are necessary to offset a 35 percent gross tax rate;
furthernore, MAPA preserved a net operating |loss feature that
allows a balancing of revenue and expenses: a cornerstone
feature of all net-based tax systens. He concluded that MAPA
has resulted in the first overall production increase since
2002, a nore conpetitive investnent clinmate, and nore
predi ctabl e production taxes; therefore, ExxonMbil Corporation
believes allowng the refornms brought by MAPA to continue wll
lead to nore increased investnent and production, and nore
benefits to Al askans.

2:28:51 PM

[ Al t hough not stated on the audio recording, Co-Chair Josephson
returned the gavel to Co-Chair Tarr.]

REPRESENTATI VE PARI SH asked what percent of gross value at the
poi nt of production ExxonMobil Corporation paid to the state
| ast year.

MR. SECKERS answered he did not know and taxpayer information is
confidential. In further response to Representative Parish, he
said he did know they have paid their fair share.

REPRESENTATI VE BI RCH asked for an update on Point Thonson.

MR. SECKERS said Point Thomson is on schedule and is producing.
Poi nt Thomson has uni que econom cs and pressures, and he added
that under the ACES tax system ExxonMobil Corporation would have
paid |ess tax, however, the current regine is nore stable and
favor abl e.

CO- CHAIR TARR inquired as to whether ExxonMbil Corporation has
used any credits that are currently avail abl e.

MR. SECKERS stated that ExxonMobil Corporation has used credits
to the extent they were avail abl e.

COCHAIR TARR clarified that net operating |losses are a feature

of every net tax system - as related to corporate inconme tax -
but not as a feature of a severance tax. She pointed out that
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net operating losses as a feature of a severance tax, in
addition to a corporate inconme tax, are unique to Al aska.

MR. SECKERS rem nded the commttee that the state's tax system
is a conbination of a gross and a net system which is
predom nately a net system and thus has an essential net
operating loss feature to allow balancing of revenues and
expenses, and to allow conpanies to recover costs of investnents
in the future, "otherw se, sonme investnents won't get nmde, and
you'll start causing a different dynamc approach to the
anal ysis of investnents in the state.”

CO- CHAIR JOSEPHSON surm sed that ExxonMbil Corporation has
invested $3 billion in the Point Thonmson Unit with the hope of
supplying a natural gas pipeline in the future.

MR. SECKERS agreed that Point Thonson is primarily a gas field
to anchor a gas pipeline, but it 1is also inportant for
delineating the reservoir and possibly other uses on the North
Sl ope.

CO- CHAIR JOSEPHSON noted Point Thonmson has the advantage of
being closest to the Arctic National WIdlife Refuge (ANVR).

MR. SECKERS was unsure as to Point Thonmson's application to ANVR
or other areas.

2:36: 37 PM

PAT FCOLEY, Senior Vice President, Caelus Energy Al aska (Cael us),
provided a PowerPoint presentation entitled, "Caelus Activity
Update," dated 2/1/17. M. Foley stated Caelus is a conpany
that is in Al aska because of the fiscal climte created by
Senate Bill 21; in fact, Caelus has earned several tax credits
and his presentation would show how the state al so benefits from
tax credits as a co-investor. Caelus is a privately-held
conpany and he provided brief background information on its
president and on prior conpany activities. Three factors in
Al aska that attracted Caelus to purchase Pioneer Al aska assets
are: the petrol eum system and opportunities for discovery; the
contractor community of services; the investnent clinmate [slide
2]. He directed attention to the conmpany's portfolio, noting
that Caelus operates QOooguruk River Unit as its 70-percent
owner, producing approxi mately 15,000 barrels per day. Onshore,
the Nuna project was sanctioned after the passage of Senate Bil

21; Nuna is a project of approximtely 25,000 barrels at peak
production after a future investnment of approximately $1
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billion, and Caelus will drill 30 wells during phase 1. Cael us
has purchased eastern exploration |eases totaling 350,000 acres
and anticipates drilling two projects "in the next wnter or
two." The Caelus Smith Bay discovery is approximately 125 mles
outside of the Colville Rwver Unit and 70 mles from
Barrow Ut gi agvik, located in a very sensitive waterfow habitat
area [slide 3]. M. Foley provided Caelus' major mlestones: in
2013, Senate Bill 21 passed; in 2014, Caelus purchased Pioneer
Al aska assets and acquired 320,000 acres in l|eases; in 2015,
sanctioned Nuna project; in 2016, idled drilling rig 1in
Qoogur uk, reduced workforce, and announced discovery at Smth
Bay [slide 4]. An overview of the Nuna project revealed that
peak production would be about 25,000 barrels per day, and that
the project is nowidled due to low oil prices and concern about
the fiscal policy in the state. The project is searching for
i nvestnent dollars and he expressed his hope that pipelines wll
be installed this winter with first oil late in 2018. Wthin
the terns of House Bill 247, the project will acquire and earn
$150 million in cashable tax credit certificates from the state
in exchange for $2.2 billion in revenue fromroyalty, net profit
share |ease paynents, production tax, and ad valorem which
equates to a 15.8 tines over return on investnment [slide 5].

2:45:30 PM

CO CHAI R JOSEPHSON inquired as to how the outlay of $151 mllion
in state tax credits was cal cul at ed.

MR. FOLEY explained that Caelus' projections come from econom c
nodel s; the values are generated at $70 per barrel of oil and
estimate a net operating loss credit of 35 percent of a negative
cash flow stream before becomng cash flow positive. He
remar ked:

Al of these are estimates, all of these are wong,
but directionally, it's going to give you the right
ballpark of what a project Ilike this can, can
contribute to the state of Al aska.

MR. FOLEY stated two exploration wells were drilled at Smith Bay
| ast year that discovered a resource with a thickness of about
1,000 to 1,500 feet, and a gross sand thickness of about 200
feet. He characterized the discovery as a tight reservoir;
however, the oil sanple extracted was 43 degree gravity oil,
which is a very low viscosity of twce the quality of nobst North
Sl ope oil production, and which indicates that Smith Bay is a
commerci al project. The goal next winter is to drill another
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appraisal well wth additional testing, at a cost of $140

mllion [slide 5]. Thus, oil in place on Caelus |leases is siXx
billion barrels and, if estimating recoverable oil at between 20
percent and 30 percent, the project could deliver 1.8 billion to
2.5 billion barrels of oil. He placed Smth Bay field on par

with Kuparuk River Unit, supplying 200,000 barrels of oil per
day and supported by 2,000 direct jobs at peak production. The

total cash contribution to the state would be $28 billion from
royalty, production tax, and ad val orem He acknow edged first
oil is not expected until 2022 or later, and the project wll

only progress under a tolerable oil price and a durable fisca

system[slides 6 and 7]. M. Foley restated that in [2000] TAPS
had alnmost 1 nmillion barrels flowing through, and currently
about one-half of that flows through: at around 300,000 barrels
per day TAPS becones chal l enged [slide 8]. He provided a chart
that illustrated increased oil production projected fromall new
projects except [ConocoPhillips Alaska, Inc. WIIlow discovery]
[slide 9]. Turning to recent and proposed tax changes, M.

Foley provided a project nodel that illustrated how fiscal

regi me changes and proposed changes affect the value of the Nuna
project; due to changes made by House Bill 247, the Nuna project
is now worth $0.62 on the dollar to Caelus, and under changes
proposed in Senate Bill 5005 the project would never happen
[slide 10]. He offered key drivers that are inportant to the
state and industry [slide 11].

2:54:52 PM

CO CHAIR JOSEPHSON directed attention to slide 10 and inquired
as to what royalty relief Caelus had al ready received for Nuna.

MR. FOLEY said Caelus received royalty relief; Nuna is a project
with a conbination of |eases: one-sixth royalty |eases and one-
eighth royalty |eases, plus a 30 percent net profit conponent.
He remarked:

So, the royalty nodification that was granted took all
of those base royalties and rolled them down to a flat
5 percent until we received a nmultiple of our tota
investnment. ... One of the conditions of that royalty
nodi fication said first oil had to comrence by X date.
w wil not make that dat e, so that royalty
nodi fication will expire wi thout having any activity
done.
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CO CHAIR JOSEPHSON surmised that Caelus will not receive any
benefit from the <contracted royalty relief due to its
expiration.

MR. FOLEY advised that the Division of Gl and Gas, Departnent
of Natural Resources, wIll receive a renewed application to
extend the aforenentioned royalty nodification.

REPRESENTATI VE BI RCH asked how sanctioning is defined.

MR. FOLEY explained that after a conpany conpletes a rigorous
econonm c evaluation of a project, it seeks financing, thus
sanctioning is a culmnation of the financing request and the
commtnment to the project.

REPRESENTATI VE BIRCH inquired how Caelus plans to access
privatel y-owned existing infrastructure on the North Sl ope.

MR. FOLEY recalled that at the Oooguruk River Unit, Caelus
contracted with owners for third-party processing. He said the
details of the <contract are confidential, however, Caelus
avoi ded capital expenditures and in exchange, rented capacity in
t he exi sting system by paying fees.

REPRESENTATI VE RAUSCHER asked for Caelus' policy on Al aska-hire
and for the nunber of Cael us enpl oyees who are | ocal.

MR. FOLEY answered that Caelus has 70 enpl oyees in Anchorage and
on the North Slope; he estinmated that 80-85 percent are |ocal.

3:02:19 PM
The House Resources Standing Commttee neeting was recessed at

3:02 p.m to be continued at 6:00 p.m [ The neeting never
reconvened. |
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