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KARA MORI ARTY, Presi dent/ CEO

Al aska O | and Gas Associ ation

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in opposition during the hearing
of HB 288 and answered questi ons.

SCOIT JEPSEN, Vice President External Affairs and Transportation
ConocoPhi I l'i ps Al aska, Inc.

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in opposition during the hearing
of HB 288 and answered questi ons.

PAUL RAUSCH, Vice President Finance

ConocoPhi | l'i ps Al aska, Inc.

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in opposition during the hearing
of HB 288 and answered a questi on.

CARL d ESLER, CEO

Gacier Gl & Gas Corp

(No address provi ded)

PCSI TI ON STATEMENT: Testified in opposition during the hearing
of HB 288.

DAM AN BI LBAO, Vice President Commercial Ventures

BP

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in opposition during the hearing
of HB 288 and answered questi ons.

LEW S WESTW CK, Vice President Finance

BP

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in opposition during the hearing
of HB 288 and answered questi ons.

CORY QUARLES, Al aska Production Manager

ExxonMobi | Producti on Conpany

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in opposition during the hearing
of HB 288.

KATE BLAI R, Governnent and Public Affairs Manager

Andeavor in Al aska
Kenai, Al aska
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PCSI TI ON STATEMENT: Testified in opposition during the hearing
of HB 288 and answered a questi on.

BENJAM N JOHNSON, Presi dent/CEO and Director

Bl ueCrest Energy

Fort Worth, Texas

PCSI TI ON STATEMENT: Testified in opposition during the hearing
of HB 288.

PAT FOLEY, Senior Vice President

Al aska Operations

Cael us Energy Al aska

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in opposition during the hearing
of HB 288 and answered questi ons.

KEN ALPER, Director

Tax Division

Depart ment of Revenue

Juneau, Al aska

POSI TI ON STATEMENT: Gave remarks during the hearing of HB 288.

ACTI ON NARRATI VE
1: 10: 30 PM

COCHAIR GERAN TARR called the House Resources Standing
Commttee neeting to order at 1:10 p.m Representatives Tarr,
Birch, Parish, Talerico, Johnson, Drummobnd, and Josephson were
present at the call to order. Representatives Rauscher and Tuck
(alternate) arrived as the neeting was in progress.

HB 288-O L AND GAS PRODUCTI ON TAX

1:11: 01 PM

CO CHAI R TARR announced that the first order of business would
be HOUSE BILL NO 288, "An Act relating to the mninmm tax
i nposed on oil and gas produced from | eases or properties that
include land north of 68 degrees North latitude; and providing
for an effective date.”

1:12: 24 PM
KARA MORI ARTY, President/CEQO, Alaska G| and Gas Associ ation,

provi ded a Power Point presentation entitled, "HB 288 Testinony,"
dated 1/29/18. She infornmed the commttee the Alaska G| and
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Gas Association (ACE) is a private trade organization
representing the mmjority of conpanies exploring, producing,
refining, and transporting oil and gas in Al aska (slide 2). M.
Moriarty said AOCGA nenbers have reported two uninterrupted years
of increased production; increases in production have been
reported fromboth | egacy fields and newer fields (slide 3).

REPRESENTATI VE PARI SH asked for the percentages of the increases
reported in [2016 and 2017].

M5. MORIARTY said the increases are 1 percent to 2 percent,
followwing a historical decline of 4 percent to 8 percent
annual ly. She provided forecast information from Decenber 2012,
and fall of 2017, and pointed out the nore recent forecast is
for production of 546,360 barrels per day (bpd), which is over
103, 460 bpd higher than the forecast from five years ago. She
concluded increases in investnent have led to a nuch better
forecast, partly because previous tax systens, Alaska's Cear
and Equitable Share (ACES) [passed in the Twenty-Fifth Al aska
State Legislature] rewarded spending and Senate Bill 21 [passed
in the Twenty-Eighth Alaska State Legislature] incentivized
production (slide 4). As a conparison, AOGA reviewed projected
state revenue from royalties, production, property tax, and
corporate incone tax at the original forecast of 442,900 barrels
per day, and she noted the state would have received $300
mllion less in overall state revenue (slide 5).

1:16: 07 PM

CO- CHAIR TARR asked whether the new nodel wutilized by the
[ Departnent of  Natural Resources (DNR)] wll inprove the
accuracy of forecasts.

M5. MORIARTY said AOCGA relies on the Departnent of Revenue's
(DOR s) published forecasts; AOCGA supports forecasts that show a
range between 10, 50, and 90 percent probability to give a
better average, but AOGA does not have supporting historical
dat a.

CO CHAIR TARR pointed out (DNR) plans to utilize a ten-year
timeframe for a better understandi ng of events.

1:18: 07 PM

M5. MORI ARTY advi sed AOCGA nenbers work with DOR to provide data
to support its forecasts.
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REPRESENTATI VE PARI SH asked for the percentage of the spending
incentivized by ACES that was directed toward new investnents
and future grow h.

M5. MORI ARTY said to answer she would need additional research
The ACES credit system was based on whether a conpany spent
noney but not necessarily upon activities |eading to production;
however, the per barrel tax credit is based on production. M.
Moriarty returned to slide 5, which further illustrated what
$300 mllion in additional state revenue could fund in the
current proposed state budget. She stressed increased
production helps the legislature appropriate funds for state
needs. Further, in fiscal year 2018 (FY 18), oil revenues are
projected to represent 75 percent of the state's unrestricted
general fund (UGF), and when conbined with restricted revenue
and property taxes, totals over $2.4 billion to state and |oca
governnments (slide 6). She discussed Alaska's nega resource
potential noting the total provided on slide 7 does not include
recent discoveries, but does include estimates for the Nationa
Pet rol eum Reserve- Al aska (NPR-A).

1: 23: 11 PM

M5. MORIARTY acknow edged oil production in Alaska faces
conpetition from the Lower 48 as the U S. becones the world's
| ar gest producer. In October 2017, production in the U S. was
over 9.6 mllion bpd; Al aska is producing 5 percent of the U S.
total. She pointed out Alaska's nmega resources wll only
continue to contribute to increasing US. production wth
investnment (slide 8). A DNR forecast from February 2017,
illustrated a long-term view of Alaska' s declining production
t hrough 2069 absent ongoing and increased investnment in al

fields (slide 9). Al though a short-term ten-year forecast
showed i nprovenent in production, the long-term outl ook remains
the sanme (slide 10). Ms. Moriarty provided a graph, from a

presentation by a representative of WlIlls Fargo Bank, which
showed investnment in production during the past ten years for
Al aska and the U S. She concluded in 2018 the oil and gas

industry in the US wll spend $120 billion in capita
expenses, of which less than 2 percent will be spent in Al aska
(slide 11). She questioned how Al aska could increase its share

of the total anount of noney spent by industry on capital
investnents in the U S.

M5. MORI ARTY cautioned another tax change will not help Al aska

attract additional i nvest nent ; as previous testinony has
reveal ed, there have been eight tax policy changes in the |ast
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thirteen years and six have been opposed by industry (slide 12).
Turning to HB 288, she said the bill would negatively inpact
i ndustry by increasing the cost of the m ninmum production tax by
75 percent, and would be the third straight increase to
production taxes in three years. |Increased taxes increase cost,
which reduces conpetitiveness for Alaska's projects when
conpared to national or worldw de projects. Ms. DMoriarty
stressed reducing conpetitiveness for the oil and gas industry
affects one-third of all jobs and wages in Alaska along wth
| ess production, state revenue, and economc growh (slide 13).
She said the industry recognizes the state's fiscal challenge;
however, the industry can contribute nore by growing oil and gas
production. M. Moriarty recalled Al aska's Econom c Devel opnent
Strategy contains a section on the resource extraction industry
that concluded in order to strengthen resource extraction
industries, the state nust pronbote a consistent Dbusiness
environnent that includes a stable tax regine. She said ACGA
does not envision HB 288 achieving the aforenmentioned goal
(slide 14).

1: 31: 25 PM

The commttee took a brief at ease.

1:31:25 PM

SCOrT JEPSEN, Vi ce Pr esi dent Ext er nal Affairs and
Transportation, ConocoPhillips Alaska, 1Inc. (ConocoPhillips),
provided a PowerPoint presentation entitled, "House Resources
Conmttee HB288," dated 1/29/18. M. Jepsen said his

presentation would include forward-looking statenents and
directed attention to a cautionary statenment and safe harbor
note (slide 2). He turned to ConocoPhillips' projects currently
underway on the western North Slope, including Geater Mboses
Tooth Unit 1 (GVIl), which nmay have production by the end of
2018 and peak production of 25,000-30,000 barrels of oil per
day. Anot her project, Geater Moses Tooth Unit 2 (GMI2), may
reach first production in 2021 and is of simlar size to GWVI],

enpl oying 700 construction jobs. In the [Colville River Alpine]
unit, developrment of Fiord Wst is now possible through the
acquisition of a nobile, extended-reach drilling rig, and first
production is expected in 2020. Finally, the WIlow D scovery

oilfield could produce 100,000 barrels of oil per day, with the
earliest production possible in 2023, and is a project that
coul d support thousands of construction jobs and several hundred
direct jobs (slide 3).
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REPRESENTATI VE PARI SH asked how nuch tinme would be needed for
the projects to reach peak production.

MR. JEPSEN estimated one to two years after initial production
[a project reaches peak production]. He said ConocoPhillips is
conducting its largest exploration program since 2002, drilling
five exploration wells, including wells in Wllow, Stony H I,
and Put u. Further, ConocoPhillips is undertaking a 250 square
mle seismc programon state land (slide 4).

1: 37: 33 PM

REPRESENTATI VE TALERI CO asked how many jobs would be generated
for the exploration projects.

MR. JEPSEN sai d approxi mately 400.

REPRESENTATI VE PARI SH asked for the potential royalty share from
the Stony Hi Il devel opnent.

1: 38: 04 PM

MR. JEPSEN said royalty would be either 12.5 percent or 16.7
percent on state land and there would be a 50/50 split of all
federal oil and gas revenues; however, a portion of the revenue
would be dedicated to mtigating inpacts to villages in the
Nat i onal Petrol eum Reserve- Al aska (NPR-A). In further response
to Representative Parish's question as to the proportion of
revenue dedicated for mtigation, he explained the anpbunt is
unknown until grant requests are received from villages within
the North Sl ope Borough, and he described the grant process.

CO- CHAIR TARR suggested information on revenue dedicated for
mtigation is detailed in the state budget.

1: 39: 14 PM
REPRESENTATI VE Bl RCH asked how nmuch it costs to drill a well.

MR. JEPSEN answered the cost of an individual exploration well

can be tens of mllions of dollars. He then referred to
previous testinony by the Departnent of Revenue stating that the
m nimum tax does not apply to new oil; however, he said the
m nimum tax does apply to ConocoPhillips projects because its
projects are subject to state severance tax. Slide 5 was a nmap
which illustrated many activities ongoing on the North Sl ope,
i ncluding projects by ConocoPhillips and other conpanies such as
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BP, Hilcorp, Repsol/Arnmstrong, Brooks Range Petro, Caelus, and
the Alaska LNG Project. He said the five projects furthest
along would spend over $13 billion in capital expenditures
(CAPEX) and cautioned that the facilities at Al pine, Kuparuk,
and Prudhoe Bay nust have investnent in order to provide the
infrastructure needed to support new devel opnent. He provided a
graph that illustrated production forecasts to 2027 as
i nfluenced by increased investnent: the encircled portion of
the graph from 2014 to 2027 contained projections of additiona
production he attributed to the tax framework of Senate Bill 21.
| ncreased production was indicated in the near-term and in the
long-term including significant revenue and jobs due to a

conpetitive tax framework. M. Jepsen said what would have
happened w thout the influence of Senate Bill 21 is unknown;
however, he assured the conmttee the tax regine is a part of
i nvest ment deci si ons made by ConocoPhillips (slide 6).

1:44:23 PM

REPRESENTATI VE RAUSCHER questioned whether there are further
i npacts of legislation enacted after Senate Bill 21.

MR. JEPSEN said the increases are encircled on slide 6, although
subsequent changes have been nade regarding tax credits and to
"fringes of the core tax structure.” He pointed out the
forecast was provided by DOR after DOR gathered data from the
conpani es on the North Sl ope.

REPRESENTATI VE PARI SH expressed his interest in a graph that
woul d show investnent that has occurred in the past few years.
A previous tax system ACES, encouraged investnent and spendi ng,
and he questioned where the investnent attributed to ACES is
shown.

MR. JEPSEN explained he does not have access to all industry
data but would supply data for ConocoPhillips' spending profile.
He pointed out ACES did not encourage cutting costs because 90
percent of industry savings went to the state. M. Jepsen
turned to Alaska's oil and gas industry conpetition from
unconventional plays found in the Lower 48, that have enornous
resource potential, and which are closer to market, easier to
permt and are governed by stable fiscal policies. He said oil
and gas plays in the Lower 48 are setting investnent costs,
especially in Texas. Al though - due to its efficiencies and
i nvestments - ConocoPhillips in Al aska renmains conpetitive, any
increases in tax cost decreases its conpetitiveness.
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1:49: 35 PM

PAUL RAUSCH, Vice President Finance, ConocoPhillips Al aska,

Inc., directed attention to the financial aspects of producer
and governnment profit share. As illustrated on slide 8, tota

net cash flow from the North Slope at various oil prices from
$30 to $100 per barrel of oil was divided between producers, the
federal governnment, and the state governnent. The estimates
were generated from Fall 2017 Revenue Source Book (RSB)
assunptions and a 21 percent federal tax rate for the entire
fiscal year. He stressed total Al aska governnent take is not
only production tax but includes income tax, property tax,

royalty, and production tax. M. Rausch noted total governnent
share is greater than producer share at all prices, and at
prices of $30 to $35 per barrel of oil, the producers' profit is
negative, and an increase in mninum state tax would be
particularly difficult.

1: 52: 50 PM

MR. JEPSEN turned attention to the inpacts of HB 288. Pr evi ous
DOR testinony was that at $72 per barrel of oil the equival ent
gross tax to Senate Bill 21 net tax is about 7 percent. [If oi

prices increase, HB 288 would not have nuch inpact; however, HB
288 is a tax increase at |low prices thus when industry is |osing

cash, the legislation would disincentivize investnent. Al so,
the core Senate Bill 21 tax system has been in place for about
four years which has been helpful to ConocoPhillips' investnent
deci si ons. M. Jepsen agreed with earlier industry testinony
that investnent is a key elenent to managi ng the budget gap and
nmore production leads to jobs and state revenue. Finally, he

observed the industry on the North Slope is close to significant
devel opment, spending, and new production, and he expressed
opposition to HB 288.

1: 56: 27 PM

COCHAIR JOSEPHSON recalled DOR has reported that |ease
expenditures in sonme |egacy fields have been reduced from $50 to
| ess than $30 and he returned attention to slide 11 of the ACGA
Power Poi nt presentation that showed total capital expenditures
in Alaska are |lower, but production has increased. He
guestioned where ConocoPhillips' capi tal expenditures are
reflected in the informati on that has been provided.

MR. JEPSEN said he has not provided a representation of capita
i nvestnents; however, if ConocoPhillips had not reduced its
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| ease expenditures, it would not have invested in Al aska. By

i ncreasing efficiencies, ConocoPhillips continued to invest in
Alaska during the downturn [of oil prices], and remains
conpetitive. He <cautioned that new parties would invest
el sewher e. Al though he said he did not have information on

where all the capital is being spent, over $400 mllion in
i ncrenental investnent has been spent in CD5. Further, advances
in technol ogy have brought efficiencies in drilling.

CO- CHAIR TARR related previous testinmony that oil production in
Alaska requires a lead tine of five to ten years, yet
ConocoPhillips stated the four-year term of Senate Bill 21 has
led to increased production and a positive business environnent;
she inquired as to the discrepancy between the differing
timelines.

MR. JEPSEN said ConocoPhillips nmekes investnent decisions based
on assunptions of oil price, costs, tax rates, and reserves; in
addi tion, assunptions about state tax policy are predicted for
two years, and all are factors affected by uncertainty. The
industry 1is accustomed to uncertainty, however, stable tax
policy is desired.

MR. RAUSCH returned attention to slides 5 and 6, noting that
ConocoPhillips projects are |long-term such as the WIIow
project, and shorter term such as GMI 1 and GMI 2.

MR. JEPSEN cautioned that ConocoPhillips is not commtted to
develop WIllow and the project will not be pursued under certain
ci rcunst ances.

2:03:19 PM

CARL G ESLER, President/CEOQ Gdacier Ol & Gas Corp (d acier),
stated his intent to provide a small conpany perspective to the
di scussion of HB 288. He informed the commttee d acier has
small oil operations on the west side of Cook Inlet and gas
operations on the Kenai [Peninsula]l; on the North Slope, 4 acier
operates the Badam field, processing plant, and pipeline west
of Point Thonson. Also in the Badam field, Gacier is drilling
an exploration well, Starfish, which is the first well drilled
in that field in nore than five years. M. GCeisler acknow edged
the state's budget quandary; however, he said HB 288 is not a
good solution at this tine due to its substantial harm to the
industry and to the state's reputation. The oil and gas sector
in Alaska has had recent good news: maj or di scoveri es;
increased ice road activity; increases to the Trans-Al aska

HOUSE RES COW TTEE - 10- January 29, 2018



Pi peline System (TAPS); a purchase by QI Search Ltd.; rising
oil prices; opening of the Arctic National WIldlife Refuge 1002
ar ea. However, for small conpanies, the foundation of the
state's oil and gas ecosystem is eroding due to an exodus of
producers and vendors, and less capital and jobs; in fact, the
nunber of entities in the oil and gas sector is declining which
means there are fewer service conpanies and it becones difficult
and costly to get work done. For exanple, in Cook Inlet, there
is only one conpany l|left to provide water transportation to the
job site for workers.

2:08: 05 PM

MR. CEl SLER continued to a second issue which is financial firns
and banks have become wary of investing in Alaska; in fact,
Al aska banks declined to invest in the Cook Inlet reservoir
basin because there are too few producers. Further, thirteen

banks in the Lower 48 that were contacted by d acier were not
interested in assets in Alaska because of their perception of
[state] policy and the lack of small comercial opportunities
M. GCeisler said anything that deters new capital and new
conpanies from comng to Alaska is not hel pful because of its
effect on job growh. He pointed out Al aska's unenploynent rate
is a percentage point below 49 states, which would not be hel ped
by an increase in the tax rate. Previous testinmony has
described HB 288 as one change, however, the bill would nore
likely make two changes: the working group formed | ast year has
not started its work, thus a change made by HB 288 would be
foll owed by further changes from the working group, which would
be probl emati c.

2:11: 38 PM

DAM AN BI LBAO, Vice President Commercial Ventures, BP, provided
a PowerPoint presentation entitled, "Testinony before House
Resources - HB 288," dated 1/18/18.

2:12:57 PM

LEWS WESTWCK, Vice President Finance, BP, provided brief
per sonal background i nformation.

2:13: 34 PM
MR. BILBAO said BP opposes HB 288. He presented slide 2 which

included a graph of total worldwide oil demand from 2000 to
present - about 92 mllion barrels per day - and a forecast that
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oil demand w Il peak around 2035-2040. M. Bilbao said the
worl d econony drives oil denmand, however, increased efficiency,
new technol ogi es, and changes such as ride sharing, wll [|ower
the demand so that industry will beconme nore conpetitive than it
is today. Al so shown on slide 2 was a graph of technically
recoverable oil resources of approximately 2.5 trillion barrels
wor | dwi de, and oil demand through 2050, which is 1.2 trillion
barrel s. He cautioned if Alaska's resources are not devel oped
at conpetitive prices, its oil wll remin in the ground as
undevel oped resources. He pointed out Al aska produces |ess than
1 percent of worldw de oil production and |ess than 5 percent of
total oil production in the U S M. Bilbao said HB 288 nmakes
Al aska |ess conpetitive because as costs increase, econonics
wor sen and i nvestnent goes el sewhere in the world.

2:18: 08 PM

REPRESENTATI VE BI RCH expressed his understanding North America
has nore technically recoverable resources than are shown on
slide 2.

MR. BI LBAO explained 400 billion barrels is a trenmendous anount
of resource in North America and npbst production is comng from
the U S.; although the graph shows Central and South Anerica
have a greater anmount of recoverable resources, in Venezuel a,
heavier oil does not attract investnent due to poor econom cs
and political climate, which illustrates that investnent goes to
the nost attractive resource. He stressed BP wants a higher
proportion of US. investnment in Al aska. In response to
Representative Parish's question as to what countries are
indicated by CS, he said the Commonweal th of Independent States
(CA'S) includes nost of the former Soviet Union.

CO- CHAIR TARR asked how the advantages of BP's ownership
interest in TAPS influences its investnent in Al aska.

MR. BI LBAO advi sed said advantages are a msperception in that
BP nmust pay for pipeline and marine transportation of its
pr oduct s. He explained BP conpares its investnents in Alaska
with opportunities around the world and wll always operate
responsi bly in Al aska and el sewhere.

COCHAIR TARR inquired as to whether access to established

infrastructure would be a positive factor when BP considers
i nvest ment deci si ons.
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MR. BILBAO said the final cost of projects is conpared and the
final cost coul d i ncl ude t he cost of bui | di ng new
infrastructure; the cost of operating on the North Slope is very
expensive without the factors of taxes and increasing taxes.

2:24: 21 PM

MR. BILBAO presented slide 3 which depicted two North Slope
decline curves, a 1 percent decline and a 6 percent decline.
Using a TAPS throughput indicative point of 300,000 barrels
[shown by a dotted line], at which transporting oil through TAPS
beconmes nore expensive, he pointed out at a 6 percent decline
rate the indicative point is reached in 10-15 years; at a 1
percent decline, the indicative point is not reached for over 40
years. Also showmn was that at a 6 percent decline, tax and
royalty to the state is $11 billion, and at a 1 percent decline,
tax and royalty to the state is $66 billion. He concluded the
industry and the state benefit from mtigating oil production
decline as does the Senate Bill 21 tax system

REPRESENTATI VE RAUSCHER asked for BP' s response to previous
testinony related to $85 mllion in profits made by BP.

MR. WVESTW CK expl ai ned BP's annual report for 2016 indicated $85

mllion which represents a "slice of our Alaska business"; in
fact, the anount excludes TAPS and nmarine entities. He said BP
in 2016 reported a loss in Al aska of al nost $200 nmillion.

REPRESENTATI VE RAUSCHER referred to an article that reported the
state got $464 nmillion in taxes and royalties in 2016 [docunent
not provided]. He surm sed when the industry seeks to increase
their profits through technology, the state |ooks for an
addi ti onal share.

MR. WESTWCK said BP strives to be as efficient as possible; HB
288 represents an increase in taxes which degrades the
profitability of the oil.

REPRESENTATIVE PARISH said the article referred to by
Representative Rauscher reported 74 percent of BP s global
profits cane out of Alaska [docunent not provided]. He
guestioned how 74 percent of BP's reported global profits could
come only from Al aska's 1 percent of gl obal production.

MR. WESTW CK further explained $85 million is a portion of BP s

Al aska business; the entirety of Al aska's BP businesses |ost
al nrost $200 mllion in 2016, which is not disclosed in BP's
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annual report for legal reasons, and which would not represent
75 percent of its global profits.

2:32: 05 PM

CORY QUARLES, Al aska Production WManager, ExxonMbil Production
Conpany ( ExxonMbbi |), i nf ormed t he comittee hi s
responsibilities as production manager include overseeing
ExxonMobil's interests at Prudhoe Bay, Kuparuk, Endicott, and
Poi nt Thonson. He acknow edged the |egislature' s challenge of

searching for solutions to the budget shortfall and inproving
the state's econony; however, ExxonMbil opposes HB 288, which
proposes tax increases that are not good for the oil and gas
i ndustry or for Alaska' s econony. Firstly, HB 288 would stall
the industry's growing nonmentum he referred to a report
published by the MDowel l Goup that indicated industry
indirectly or directly provides about one-third of the jobs in

Al aska [docunent not provided]. Secondly, HB 288 would make
Al aska |l ess able to attract and retain investnent. M. Quarles
said Alaska is a resource state wth an abundance of oil and
nat ural gas. He directed attention to a diagram on a slide
provided in the commttee packet entitled, "Wrking Together for
Al aska's Econony." The slide illustrated state and federal

governments must work with industry to ensure a healthy econony
in a resource state: state and federal governnments mnust provide
access to resources and a stable and conpetitive fiscal policy;
industry is responsible for the safe devel opnent of resources.
He suggested HB 288 would slow and perhaps stop industry's
recent nonentum The federal government has piqued interest
fromthe industry by increasing access to ANVR and NPR-A, and by
a reduction in federal corporate incone tax, but Al aska remains
one of the nost unstable fiscal environnents in the world, based

on the changes over the past 12 years. Fiscal policy is a
choice of the legislature in what it wants to achieve, the |evel
of conpetitiveness, and where to conpete. The slide also

illustrated hypothetical states with various conparisons in the
costs of federal tax, state tax and royalty, operations, and
devel opnent . He concluded states with |ower operations costs
are nore conpetitive. M. Quarles cautioned legislation to
raise taxes wthout an understanding of short- and long-term
econom cs 1is counterproductive. He advised the purpose of
previous legislation was to address the issue of repeated
proposals to increase taxes through a working group; Exxonhbbi l
suggests HB 288 and other proposed tax legislation should be
evaluated by the working group based on objective data and
expert analysis to educate |egislators and the general public on
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Al aska's tax structure. He restated ExxonMbil's opposition to
HB 288.

2:40:11 PM

KATE BLAIR, CGovernnent and Public Affairs Mnager, Andeavor in
Al aska, fornmerly known as the Tesoro Corporation. She said
Andeavor is not a producer but operates ten refineries in the
western U.S. with a conbined refining capacity of over one
mllion barrels per day. Andeavor is growing from its first
refinery built by Tesoro in N kiski, enploys approximtely 250
Al askans at locations in Nikiski, Anchorage, and Fairbanks, and
mai ntains a greater than 97 percent Alaska hire rate. Furt her,
t he Andeavor Foundation invests in comunity grants and in 2017,
the foundation funded over $700,000 in conmunity grants; in
2018, Andeavor w Il invest $900,000 in comrunity prograns across
the state. M. Blair said Andeavor owns a 69-mle pipeline from
Ni ki ski to the Ted Stevens Anchorage International Airport, and

to the Port of Alaska, that transports jet fuel, ultra-Iow
sul fur diesel, and gasoline which are stored until further
transported by railroad or truck. Andeavor also has termnals

in Fairbanks and relies on consistent in-state production to
manufacture jet fuel and fuel for cars throughout the state's
road system in fact, Andeavor refines all the oil produced from
the Cook Inlet basin and buys additional crude oil from Val dez.
She said the increased investnent and production since the
enactnent of the Cook Inlet Recovery Act [passed in the Twenty-

Sixth Al aska State Legislature] and Senate Bill 21 has resulted
in a stable | ocal supply of 90 percent of the crude purchased by
Andeavor . Therefore, declining production in Cook Inlet or on

the North Slope would necessitate inporting nore crude to neet
the demands of the Alaska nmarket and make refining in Al aska

| ess economical than inporting refined products. Ms. Blair
urged the conmmttee to consider how the bill wuld affect
production and thereby affect in-state nanufacturing. She

agreed with previous testinony that Alaska is a high-cost
busi ness narket, for exanple, the cost of natural gas is three
times higher in Alaska than for Andeavor's refineries in the
Lower 48. She advised that to attain a goal to keep hundreds of
jobs in Alaska, and to keep conpanies investing in conmunities,
the commttee should focus on mtigating production decline and
to continue current policies that support |ong-term production
and in-state refining.

2:45: 27 PM

REPRESENTATI VE RAUSCHER asked for Andeavor's refining capacity.
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2:45:39 PM

M5. BLAIR said Andeavor's total refining capacity is 1.2 mllion
barrels per day; in Kenai, Andeavor has a refining capacity of
72,000 barrels per day.

2:45: 58 PM

BENJAM N JOHNSON, President/CEO and Director, BlueCrest Energy,
said although BlueCrest only operates in Cook Inlet, it has an
interest in HB 288 because the stability of Alaska s taxing
regime affects every conpany operating in the state. He opi ned
HB 288 sends the wong nessage and would be detrinental to all.
Currently, BlueCrest is developing one field in Cook Inlet;
however, its shareholders owmn oil and gas assets worldw de and
Bl ueCrest seeks to bring nore investnent to Al aska. He advi sed
the primary consideration of BlueCrest's investors is obtaining
the highest return, which is dependent wupon the cost of
production and is not affected by the large volune of oil Al aska

has in the ground. The base cost to develop and produce
Al aska's new oil reserves is higher than elsewhere for many
reasons and taxes add to the high cost of production. He
referred to new shale producers that - due to technology - are
now cashflow positive, and reported that US. oil production
will soon exceed 10 mllion barrels per day. He acknow edged

Al aska has trenendous resources in the ground that can be
responsi bly devel oped to secure Al aska's fiscal health; however

the state nust create an environment of confidence for gl oba
capital markets. M. Johnson warned Alaska is known for
policies that are detrinental to industry whether oil prices are
high or low, for exanple, billions have been invested in Al aska
based on tax laws that subsequently were changed. He restated
the need for stability and urged the conmttee to oppose HB 288.

2:50: 40 PM

PAT FOLEY, Senior Vice President, Al aska Operations, Caelus
Energy Al aska, spoke in support of earlier testinony and opined
the state is in very imedi ate need of a conplete fiscal plan to
solve its fiscal problem however, HB 288 should not be part of
that fiscal plan. M. Foley reviewed activities by industry on
the North Slope and said Caelus has two projects, operating
Qooguruk wunit - producing about 12,000 barrels of oil - and
devel oping the Nuna Project (Nuna). Nuna is expected to produce
first oil late in 2019 after a cost of $1.3 billion, and at peak
wi |l produce 35,000 barrels of oil per day into TAPS. M. Foley
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said Caelus is encouraged by oil price stabilization at $70,
even though Caelus investors consider the |ong-term value of
projects at oil prices down to $59-$60 per barrel. Al so, Caleus
is encouraged by working with its contractors on pricing and by
the administration's efforts to pay outstanding tax credits.
M. Foley noted that the state owes tax credits of over $700

mllion, of which Caelus holds 25 percent, and he expressed hope
that the funds would be paid in a tinmely manner so that Caelus
can reinvest the noney into Nuna. O, wusing the statutory

m ni mum paynent, the tax credits would be paid over seven years.
He reviewed the state's history of policies that encourage
exploration and devel opnent, as opposed to HB 288 which is a 75
percent tax increase, and which has ended Cal eus's conversations
wth its investnment partners. He said the problemwth Al aska's
reputation is real because of changes to tax policy that are
directed at the oil and gas industry and because of the program
that induced new investnents by issuing credits that remain
unpai d. Shortly, the North Anerica Prospect Expo (NAPE) in
Texas will be attended by the Division of Ol and Gas, DNR, and
he said he would be surprised if presentations by DNR nention HB
288.

2:57:13 PM

MR. FOLEY concluded the state should prioritize paying the tax
credits and not change the tax if the state seeks oil and gas

activity and investnents, and to repair its reputationa
pr obl em Repaynment of the tax credits would allow new projects
to advance and create new revenue from royalty and taxes. He

pointed out there are only seven operating conpanies on the
North Slope, as conpared to hundreds in Texas, and questioned
whet her Al aska gets its fair share of investnment dollars. He
said it does not and asked the commttee to work with Caelus to
find resol ution.

REPRESENTATI VE PARI SH asked how nmuch Cael us has received in cash
subsi di es.

MR. FCOLEY said Caelus has not received subsidies. In further
response to Representative Parish, he said Caelus has received
tax credits in an investnment bargain in which the state agreed
to help Caelus wth its early investnments in exchange for
additional jobs, work, and oil revenues. He stressed the tax
credits were earned and resulted in nore oil from Oooguruk, a
di scovery in Smth Bay, and advancenent for Nuna.
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REPRESENTATI VE PARI SH asked how much noney Caelus has received
fromthe state.

MR. FOLEY said he did not know.

CO CHAIR TARR said Hilcorp submtted witten testinony that wll
be provided to the commttee. She reviewed questions that would
be addressed at subsequent hearings of HB 288.

3:01: 35 PM

KEN ALPER, Director, Tax Division, DOR said a required annua
report of the anpunts of cash that conpanies received was a
provision of HB 247 [passed in the Twenty-Ninth Al aska State
Legi slature] and took effect in 2017; the first report published
in [April 2017] reported the total $74 million paid in cal endar
year 2016 and to whom Anot her report related to cash paid in
2017 will be published in [March or April 2018]; $77 mllion was
appropriated by the legislature |ast session and the report wll
identify each conpany that was paid.

[ HB 288 was hel d over.]

3:02:36 PM

CO CHAIR JOSEPHSON informed the commttee he would request that
the conmittee introduce as a committee bill a forthcom ng bil
entitled, "An Act relating to penalties for discharges of oil
and other pollution violations; relating to oil discharge
prevention and contingency plans; and for comercial notor
vehicles transporting crude oil; and providing for an effective
date. " He noted penalties for pollution violations have been
eroded by inflation and the proposed bill would inflation-adjust

the civil penalties for spills, expand certain authorities of
the Departnment of Environnental Conservation (DEC), require

spill contingency plans for the transportation of crude oil by
truck, and other provisions. He asked whether there was
objection to the introduction of the commttee bill as proposed.
3:04: 20 PM

REPRESENTATI VE TALERI CO obj ect ed.

3:04:26 PM
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REPRESENTATI VE BI RCH al so objected and stated his preference is
for legislation to be sponsored by the Representative who brings
the bill forward.

CO- CHAI R JOSEPHSON said the concept of the forthcomng bill was
developed in [the fall of 2017] with participation from experts
in the adm nistration.

REPRESENTATI VE JOHNSON inquired as to how a bill becones a
commttee bill.

CO CHAI R JOSEPHSON expl ained a conmittee bill forms as noted in
Mason's |[Manual of Legislative Procedure] Section 625 and as
described in a nmenorandum from Doug Gardner, Di rector,
Legislative Legal Services, Legislative Affairs Agency, [dated
1/ 22/ 18] . He recalled a past dispute about conmttee bills and
stated his experience "is they would sinply be presented, and
| eft unchall enged, largely." He said a committee bill can be
formed during a [House floor session] or during a commttee
meeting and stated his request that the committee support the
i ntroduction of the bill.

3:05: 57 PM

COCHAIR TARR said the mtion wuld be limted to the
introduction of only the aforenmentioned |egislation and would
not constitute a broad authority for commttee bills.
REPRESENTATI VE JOHNSON asked to see a copy of the bill.

3:06: 43 PM

The conmmittee took a brief at-ease.

REPRESENTATI VE BI RCH pointed out the commttee does not have a

copy of the bill yet is supposed to vote on its support for the
bill. He suggested the process should be that the sponsor or
t he governor should distribute a bill for review by the public
and the commttee, rather than introducing a commttee bill "as
if the entire commttee supports it." He stressed it is
inmportant to "accept some ownership” by sponsoring a bill and

expressed his objection to "this process.”

CO-CHAIR JOSEPHSON directed attention to [AS 24.08.060(a)

I ntroduction of Bills]. He noted the conmttee was notified of
the request for permssion to entertain the bill on the norning
of 1/29/18. He further described aspects of the bill as
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fol | ows: inflation has eroded the value of the civil penalties
by one-half; DEC responded to 20 spills in fiscal year 2017 (FY
17); penalties would rise with inflation annually; the m ninmm
penalty inmposed by a court would be doubled; requires crude oil
trucks to file spill contingency plans; would insert produced
waters as one of the factors of total spillage.

CO- CHAIR TARR recalled her experience that committee bills are
i ntroduced without comment from commttee nenbers; she suggested
the legislature may revisit this issue and noted past attenpts

to nmake the issue less political, however, she said the
cormmittee will follow the existing process.
3:10: 39 PM

REPRESENTATI VE Bl RCH r enmar ked:

| was asked mnmy opinion as to whether | object or not

| really can't say as to whether | object or not
havi ng not seen, read, or evaluated what the co-chair
has proposed. So, | think it's, it's premature to
advance it ... but if you're going to ask ne ny
opinion, | would prefer to, to actually review
sonmet hing before | sign on as a co-sponsor through the
commttee process ....

3:11: 41 PM

COCHAIR TARR mde a notion to authorize Representative
Josephson, co-chair of House Resources Standing Commttee, to
introduce as a commttee bill an Act relating to penalties for
di scharges of oil and other pollution violations, relating to
oil discharge prevention and contingency plans for comerci al
notor vehicles transporting crude oil, and providing for an
effective date.

CO CHAIR TARR stated Representative Birch previously objected.
3:11: 48 PM

A roll call vote was taken. Representatives Tuck (alternate),
Drunmond, Parish, Josephson, and Tarr voted in favor of the
aut hori zati on. Represent ati ves Johnson, Rauscher, Talerico, and
Birch voted against it. Therefore, the authorization passed by
a vote of 5-4.

3:13: 03 PM
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ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Conmmttee neeting was adjourned at 3:13 p.m
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