


Question 71(e) - 25/25
Corporate Take at EIA Forecast Price (Avg $57/bbl)
Total Cumulative Revenues = $580 Billion (2005 Dollars)
25% Tax/25% Credit
High Volume Scenario
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Question 71(f) -15/25
Corporate Take at EIA Forecast Price (Avg $57/bbl)
Total Cumulative Revenues = $580 Billion (2005 Dollars)
15% Tax/25% Credit

High Volume Scenario

Alaska Department of Revenue, Tax Division
ATTACHVENT 03/13/2006



Question 71(g) - 22.5/22.5
Corporate Take at EIA Forecast Price (Avg $57/bbl)
Total Cumulative Revenues = $580 Billion (2005 Dollars)
22.5% Tax/22.5% Credit
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Question "2(a)
Price Corp Take @ 15% = $20.50/bbl ANS

Total Cumulative Revenues = $100 Cillion (2005 Dollars)
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20% Ta>720% Credit

Low Volume Scenario
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Question 72(b)
Price Corp Take @ 20% = $24.5u/bbl ANS
Total Cumulative Revenues = $121 Billion (2005 Dollars)
20% Tax/20% Credit

Low Volume Scenario
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Question 90(a) - 25/20
Cumulative Oil Severance Taxes 2007-2030
(Billions of 2005 Dollars)

Low Volume Scenario
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Question 90(b)-30/20
Cumulative Oil Severance Taxes 2007-2030
(Billions of 2005 Dollars)

Low Volume Scenario
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ANS West Coast Price ($/bbl) (2005 dollars)
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Question 90(c) -30/15
Cumulative Oil Severance Taxes 2007-2030
(Billions of2005 Dollars)

Low Volume Scenario
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Question 90(d)-15/20
Cumulative Oil Severance Taxes 2007-2030
(Billions of 2005 Dollars)

Low Volume Scenario

$20 $25 $30 $35 $40 $45 $50
ANS West Coast Price ($/bbl) (2005 dollars)
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Question 90(e) - 25/25
Cumulative Oil Severance Taxes 2007-2030
(Billions of 2005 Dollars)

Low Volume Scenario
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ANS West Coast Price (»t>bl) (2005 dollars)
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Questio; 90(f) -15/25
Cumulative Oil Severance Taxes 2007-2030
(Billions of 2005 Dollars)

Low Volume Scenario
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$15 $20 $25 $30 $35 $40 $45 $50 $55 $60 $65
ANS West Coast Price ($/bbl) (2005 dollars)
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Question 90(g) - 22.5/22.5
Cumulative Oil Severance Taxes 2007-2030
(Billions of 2005 Dollars)

Low Volume Scenario

Severance Tax
($Billions)
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ANS West Coast Price ($/bbl) (2005 dollars)
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Question 90(h)
Cumulative Oil Severance Taxes 2007-2030
(Billions of2005 Dollars)

Low Volume Sct.iario

$15 $20 $25 $30 $35 $40 $45 $50 $55 $60 $65

ANS West Coast Price ($/bbl) (2005 dollars)

sq 15/25 — 1520 20/20— 225/225 — 25/25 — 25/20 — 30/20 30/15
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Question 90(i) - CumulVJve Severance Tax Revenues, Low
Volume Scenario, No Gasline (in Millions of Dollars)

Tax Rate/Credit Rate $20/bbl $40/bbl $60/bbl
Status Quo 2,959 8,211 12,870
PPT 20/20 498 16.458 34,649
PPT 25/20 1,041 21,782 4" 521
PPT 30/20 1,614 27,107 54,393
PPT 30/15 2,133 28,317 55,603
PPT 15/20 43 11,134 24,777
PPT 25/25 622 20,572 43,311
PPT 15/25 - 9,930 23,567

PPT 22.5/22.5 560 18,515 38,980
PPT 19/20 399 15,793 32,674
PPT 20/19 580 16,700 34,891
PPT 20/21 424 16,216 34,407
PPT 21/20 605 17,523 36,623

Alaska Department of Revenue. Tax Division
ATTACHVENT 03/13/2006
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C om m e nts on S ubstantive

C hanges

m No Credit for Abandonment

e Inclusion would encourage timely

abandonment of operations

e State has benefited from the assets for
many years, it is i legitim ate cost of

production

e Another move against industry



C om m e nts O n S ubstantive

C hanges

m Private Royalties
. No comment

mAOGA technical changes
- Let's get it right

mContingency surcharge

e Another move against industry

m Effective Date

e Another move against industry



C om m e nts o n S ubstantive

C hanges

h Issues surrounding the $73 million

allow ance

e Another move against industry
Tax Credit Repurchase Program
e Helps a few, but not Chevron

Penalties on underpayment of less than 90%

of monthly tax liability

5% s punitive

Need market based interest rate

Another move against industry



B ig gest D isap@pointm e nt of A II

mThe unique value and challenged position of the

Cook Inlet is not recognized

m Revisions as proposed significantly lowers the

economics of capital investments in tne Cook Inlet

Puts Chevron's four year capital program in serious

jeopardy

 Without capital McArthur River Field is gone in ~4

years

e Critical mass is gone - Cook Inlet oil industry shrivels

and dies

* Industry produces out remaining proven gas reserves



Chevron 2005

State Industry

3 C

This bill has gone from being somewhat
balanced and thus having the "reluctant
support'™ of industry, to one that is lopsided In
favor of the state, and is therefore one that
Chevron cannot support.

10



BP Presentation gn Housie Bill 488 (PPTi
aska tate Ieg|s ature

e [ ittee
15 Varch 206

I am Angus Wallir mi Jam tlx- Con*nnt7a. “ice President of BP Alaska. Aktuiiride me trday
is Tom Williams. 1m f cunsel for BF .Abtska.

I would like to sumin thanking this Committee for the opportunity to jwn<ict Airtto testimony
on House Bill Scnae Bill 305.

I will not repeat car previous testimony hut *71) huild upon some key issue* tiflsii-and provide
our view of the sutwtuwn e changes this Committee is considering to House Bifc 48*

Fall Oil Production Forecasts
' ANS, Millions of Barrels per Day

FY99 fYMOt f»1 FY02 FV03  FYW  PY05 FYO06 FYO07 FVt»  fY» FVIC

One of the key irx«neni> in recent testimony was the slide Michael William* presented showing
the Department of Revenue forecasts of oil production made each year gcung hark to 1999. In

red is the actual pnrdixfion.



W hilst their's a lot of detail o* this slide, it highhghis the challenge 0? aaanacly forecasting
productic* Sinre 1999, both Industry and DOR kn» consistently overesniwHfd production and
have annually arvised production forecasts down v'sanficanily. This is of prxcnocem to us as ii
should he iryen. A one hundred thousand barrel per day drop in productns-wjresents a drop ir
state rcvtjue ct’around S500 million per yea; atc u m [INCCS.

acdlilr o xi, - \9'r
J.
L * N .
t-foaucT'or*r-orecélg*i‘f: ]
i. SXo. .
* . . - "_F y W -I
«n 198? 96 1993 °*» its 2008

HIStOI'ICal basin decline NaS been amoral 6% per year
Fattenlng of production from 20022001 due to Alpine &
isince 2004 haS mirrored historical basin decline

This chiiii Xkws a subset of the DOR forecasts iron. 20bi. 2003, 2(Hft atnng with the latest
view of itB Spring 2006 forecast against actual jmdnctioE in red. The dastoet'Imrs describe the
trajectories.<tfu.V*. b'7¢ and 159; decline.

W hilst development of Alpine. Jioithsiar. and tbt Prudhoe Bay Satellites retiiu.ni 2000 and 2(X)2
successfully flattened North Slope production lot 2Zmitnhei of years, 2005 -siv diclinc return tc;
the 6% net tOir has characterized this basin in the pea. Unfortunately for as. there are up
more fieldsAlpine or Northsiar's magnitude wanting jo hr developed.



Investment & Decfinr

Yoa will recognise the MBowjng slide from m presentation two- w ait agf when 1 oinliitfe ihe
canrnt reality of rbe Ntrfi Slope oil business

Dedraitfi 15% 9% 3%

15*% dedm - 6% decline decline

190 2B 2000 2X»» 230 2M 280

DOR Spring Forecastcannotbem etmrihoutsignificantwddfiemdinvestment

The vastmgterity otthatinvestmentm ustbe madam eah&na fields

W rii. no invcslmcu dir luiairai decline of the .iirtds would be the iovbji reel .for. With ihe cnrttni
Ineiis of invesunea tfc.i-15 b* / year) that dcchne will be around so jm x tt per year. The latest
XK2006 Sprint forecast translates into an ir)iprr<\imaie 391 dec bra.

However, the 39 decline .cannot be met without significant addition“unes-unem. in the auk? ot
2 K>3 billion dollars pm yeai. Unless thosn envesiments are mafk ksuay will repeat iwJf.
derime will continue S Ite current rate, and rbe DOR will be irvwmg <I* productior, fnrcosi

down yet again.

ITht real questkwt for vot to be asking indnsin and the consottants is what would rt 1ake
to, double investment tathe Alaska North Stupe?

Encouraging new expitirjfflon is good but it » a fact, acknowledge!! by afl who have testified,
tfcul the resources expected to be discovered itoough exploration will likeh be significantly liess
thuo the resources we airejdy know about. I_is investment in these knout) resources that ©filers
the greatest chance of stemming the decline |4 ANS produelion. At you look ai incentives 'or
exploration you must lift overlook incentives ior investments which St more likely to succeed



Decline Scenarios & State Rptrare

fhe tax regime yen approve will durai* infact how attractive Alaska is for investment and that
wxrll translate iiao *bat the future detiimr niiB be. It is i*th jjmrsl of all (lodusin and Alaska)
that we focus ru gnwing the pie ratixr&at increasing state like Isom a declining pie.

7he following slidt is an attempt it *i»w ttftw growing die pt hr< icceniivising investment U in
she isest interest of ibe stale over llie hntf awm

Decline Rate 15% 6 % 3%
Produced Barrels T3 bn 3 6 bn 7.5 bn
Capital Investment $1 bn 320 bn $60 bn

State Revenue
iBdmate}

$10 bn $30 bn $60 bn

M axim izing State Revenuemeans maximizing Production

|A like to drav vtur attention to fit* othtii investments necessary ir. each scenario and an

estimate of the totiii stale revenue 11N Nighest state revenue is derived from tht scenario
which delivers the greatest production IeQardless of whal severance tax 4PPFt you collect.
You could collect 410 severance tav .(PPT; and this would he a hewer outcome for the State than
«oe where wu collect a high scveranix.ta*. <PPriand ha>e less resource development.

The size ol the pit > the most imports, ~.nsideration Maximirint the value of resources for
Vlaskans means maximizing stale rtstmtt bv maximizing prodtetion. Resources left in the

ground are simph a wasted opportuhav

This should he llic focus of our dclikuutvis



US Margins! Rates
The good ne»s for Alaska K that there is a huge knew resource base m ft# North Slope.

The bad news >sthat it going » h t teChnlCa”y dkfCUMi to extract iba: resotira out of the grttund
Every barrel gets more difficult

Alaska is already ONE 0 the mua expensive plaits at the world to prMtaix oil and gas

Assuming ihr or* 2(V20 PP7 » pot in plate. Atntto would also becraof the area witt the
hlgheSt maremal tax ralt i tnt US. Needless I> say this introducer .ru: more_ barrar tt
attracting investment, 1NE IMarporatioB d_vet hlg}ﬁer tax rate to higher prices fa yet
another late from !ndustrK_y\eAcreates a bi/am! Tiscal re%lme, briwg Tegressive at tow
prices and gregressive al firik Frlct.s thus r-onchrg space Tor Laan and creating vet
mor barriers Inattracting nrvcl-nent

esks North America: Tex Rate Gomperison

mi

e* .

BI > Naskais already
91 82% BX SIX**@®**3* the highest cost

n regionto operate

* *
*Ah: ALBESTAHEAVY OtL - premdpost—parovtS #f ’[ /

Alaska will have the highest marginal tax rate

To maximize the value of the resources in the ground, the legislature snuold be focussed on
maximizing North Slope production by attracting imrsimcnl. The priority Jot the stale of Akoka
should be to encourage investments to help industry develop those known resources. not to nuke

it more difficult and risky than it already is.



"Ordinary measles of Government late rmaajtcut the 1990's made -j'le United )'jngtio~
Sjovernment appear Tarter crazy 3nd grespunrlﬂ{‘c The "gross oerefrts" to the UK
Gcevernment go way tecnd direct tax 'e.eru&anc royalties recer.eo “rom the upstrearr
sector of the petrolee” rdustry The ta W .impact ot the industrial hyperactivity
inthe UK setter of the tiorth Sea, a deedt werH ol the "lenient’ terms 0f the 1990°c.
is difficult to measure nirthermore. tr* artwy r ire UK started nlte iate 1980's anc

eedy 1990's when the JC Government itapsa the « -g fence fortv* 15% PRT before
Government take, as t* ordmanly Measina. vas crastically reducer. The UK offshore

tiecame the most active offshore piovw.v f lw wad. Reducing ttx. Government
take in the following years managed to nrtfamt*at boom Aden and employment r

the British petrolejn, sesor is healthy arc rrr.er '

D anielJohnston

23 0 ct2002, Washngzm DC
Petroleum Tax Design

Yoa have heard mudb iv.tr the recent vwartfcitirui ihe impacts of reducing ta;<e> in the KfL The
UXCS has been our bactyard for many ytaisiand »e couldn’t agrtt more with DanieJ ldtuislon
dun reducing taxes fnnth created and Mdvwjuenlly sustained ai. drthaomic boom. Thi UK'’s
decision to reduce Govcmmeni Take Itd nu. significant increase to activity in the Xudfc .Sea.
moie production, higherrevenues for the OovuTnreni and a rippk effect throughoui ihc 'whole

eciwomy.

Tht actions of the liK faring the 198ft'said! 199C's provide an eicdlent role modd v any
(kivernment hoping kc.attract investmem

Let us please not foigei the urgent neeid u>itiam decline and atuart significantly rnnn jriuai

(about twice what is Ivenig spent today) if’ Slope.

In order to maximise the Value of Alaska*, resources we heliexe sou should be ariotdm tax
rates lower than thow proposed by .the Governor. In so \ou would rroniimize
investment. maximize production and maximize ijobs for Alaskans You would also tike am
important slep towardstreating a heattin® business which wfil be the foundation for ges.

Wt recognize the bucdtn. on your shoulder* b.making these decisions. There are many people
advising you to increase taxes, which w?E siitied increase state revenue, but for how long' One

year? Two years? bicat what cosl to hrum-jiroduction?



Our key obtfsuiiro 10 the proposed changes are:-

I. Tibrjinked progressive tax system is inappropriate givrc* AbsSLt's CKUtmstances.
diiiLnged resource last

hiA coy environment

itaance to market

nairssive nature of the rest Of the fiscal regime

Mjcni need to attractvm large amounts of capital» ymt dcxifott

~—~ o ~+ ——

2 Aims jv*t> propos'd change d this CS amounts to at- increase ?n uLr on die mdiKiry
firm tb previews proposal. Tht-e changes represent « StmeM inraeue in lat across
thr hiaaijnd »il-' not help anract 11/e additicMiai jnves&utna leqpured »t stem decline of

the Abe*

A. Ttte iihmwtr is ihe effective dau means this lax will be iu'tplrmtrtrfed Stehae it is marled
bftta."J*aslaJare.

4 Ttu ttamttion provisions, included for gixrd reason it rle* fimtnwn's hill, hanr been
signiiavath reduced making vie implementation unfair eni 'tijrtonc inrverti X

5. Theitnitu aral interest proposed under note 1) are inaffiitiriaJf.

t. At thi- tmtroJ roiling this tcstsnony. v»e have not yet seta the C5. ov which of AOCIiA's
jntftoh®iiir.jnges have been adr”ed

I would lda it' larre ym with the key messages /rom this testimony.



The UK is a great rote modeJ for reducing taxes to

increase investment production and revenue

Wc hcltevt ttr proposed amendments ko HB 488. if enacted, would be a >cnous nn>mi for
Alaska and wi tnrge yon not to adcpfl .them

Inam tsantt "f will continue to panjeipait fulb in the legislative DMISI. and will be urging the
legisbttmr artto enact the substanmr fhaaprs being considered to xtiif Committee, bin locnaci
insteatl nM Jxtose in structure to Mr erigasi} Bill, but with tax lcvdt lower than the 2W< first

proposer!

On bMtutd 0J iiP 1would like K>ibarit vc* a this opportunity to testify
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Good afternoon Co-Chairman Samuels and Ramras, Committee Members. My name is
Tim England. I am Senior Manager, Global New Ventures for Talisman Energy Inc.,
which is the group in Talisman that searches for exploration opportunities internationally
I led the entry into Alaska for Talisman in 2003. With me today are my colleagues Rod
W ade, General Manager, International Operations, and Jon Handforth, International
Operations Commercial Analyst.

This afternoon | would like to provide you with a briefdescription of Talisman Energy,
our current activity in Alaska, through our FEX L.P subsidiary, and the potential impact
ofchanging the Alaska fiscal regime on our future investments in Alaska

Talisman is a Canadian independent company with production and exploration activity
around the world. We have an enterprise value of US $23 billion, and have a capital
investment program ip the order of US $3 to 4 billion per year. We currently produce
and/or explore in North America, the North Sea (UK and Norway), Malaysia, Vietnam,
Indonesia, Australia. TrinitHd, Peru, Colombia, Qatar, Algeria, Tunisia, Gabon and

Romania.

We are a new player in Alaska. We entered in 2003 and have since invested over US $30
million in land and over US $100 million in drilling and seismic acquisition. The wells
we are drilling in Alaska have cost in the order of $30 to 35 million each. Due to the
remoteness of our exploration activity and other factors, a commercial discovery would
take 5 to 10 years to put on production, that is, it would take a long time from initial
investment to begin to recoup the investment. The front-end investment in exploration is
risky and, or course, comes with no guarantees for returns.

Our decision to enter Alaska was based on the curren: fiscal regime continuing for the
duration ofour activity in Alaska. Talisman accepts the risks associated with commodity
price volatility as well as the risks ofrising and changing costs. But fiscal stability is
important if we are to successfully manage tiiesc risks

The proposed fiscal changes will have several predictable impacts from the perspective of
explorers in Alaska such as Talisman: first many exploration ventures w'hich were
economic under the previous fiscal regime will no longer meet our economic hurdles for
investment (even after taking the proposed incentives into consideration); second,
investment proposals for Alaska will not be able to compete as effectively with
investment proposals in other countries and jurisdictions; and third, bonus bids paid for

Talisman Energy Inc. addresses Alaska House Resources Commit:*-” March 15, 2006 1



land will be reduced. Increasing the tax/royalty take after initial investments have been
made docs not bode well to promoting a stable environment for future commitments.

In summary, Talisman is a global oil and gas producer who has made a significant
exploration investment in the last three years and has plans to invest heavily in the near-
term. Alaska is a high-risk, high-cost exploration area. If Alaska taxes and royalties are
increased, potential resources that would have been economic to explore for under the
existing fiscal regime would have to be larger to attract investment dollars. In the
exploration business one thing is sure: the chance of finding larger potential resources is
much less than smaller potential resources. If Alaska taxes and royalties are increased,
attracting investment dollars to Alaska in competition with otherjurisdictions will be,
simply put, more difficult. If Alaska taxes and royalties are increased, more oil will be

left in the ground.

Ifincreasing exploration activity in order to add production for the future benefit of the
Alaska people is an objective of the Alaskan government, Talisman submits that the
proposed increases in the tax and royalty structure will not serve this objective well.

In closing, Talisman would like to express our appreciation for the opportunity to address

the House Resources Committee this afternoon.

Talisman Energy Inc. addresses Alaska House Resources Committee March 15, 2006 2



March 15,2006

Testimony before the House Resources Committee offered by:

J. Patrick Foley
Manager - Land & External Affairs
Pioneer Natural Resources Alaska, Inc.

Representative Ralph Samuels and other members of the House
Resources Committee:

Thank you for the opportunity to share Pioneer’s views regarding
HB 488.

Pioneer is a relatively new inves'or m the State of Alaska and we
appreciate the opportunity to participate in this process.

A member of this Committee wisely stated in previous hearings on
this matter, that when considering changes to the existing tax
system, the Legislature could shoot a little high or shoot a little
low, this committee chooses to shoot a little low and leave a
vibrant industry left to invest in the State. Pioneer believes that the
Committee has missed the mark in the suggested changes to HB
488 that may likely appear in the Committee Substitute.

1 The proposed changes to the tax rate structure and the
reduction in the value of the exemption do not create the
same investor friendly climate that the administrations’

original legislative proposal intended.

2. The progressive tax rate structure fails to take into account
the fact that at higher oil prices the investors’ costs increase
dramatically. In 2005 Pioneer’s costs to drill development
wells in the lower 48 increased by 50%. Additional cost



increase will be experienced in 2006. The Industry’s profit
margin does not directly widen with price increase.

. The 10 extension to the EIC program created by SB 185 is
helpful, but in a rather limited way. The 40% credit rate that
applies to certain investments translates to an effective credit
of closer to 30% due to the exclusive of certain costs that are
not eligible for the calculation of credits. A more effective
tool to mitigate the effects of the high tax rate would be to
increase the credit percentage rate under the PPT, which
applies to both exploration as well as development.

. The offer to buy annually up to $ 10 MM in credits from each
company is helpful, but again, in only a modest way. This
would help small explorers, but would not have big impact
on those that develop the successful exploration results.
Pioneer will spend roughly $100MM each year for the next
two years at Oooguruk alone. 2008 and 2009 will likely see
capital investment of roughly $50MM or more at Oooguruk.
This development program, combined with a robust
exploration program, will develop credits well in excess of
the $10MM considered by the Committee’s purchase
proposal. Pioneer’s excess credits must be sold into the
market at an unknown discount. A standing offer to purchase
all available credits at a fixed discount would better ensure
Pioneer’s ability to timely monetize its earned credits and
enjoy more fully their intended benefit. Additionally, an
expansion of the pool into which credits could be sold and
utilized would be helpful. Specifically, we ask the
Committee to consider a modification that would allow the
credits to be used to offset any income taxes paid in the State
of Alaska. This would expand the pool of potential buyers
beyond the oil industry large producers.

. I the bill must have a progressive tax rate structure and if oil
price is used to benchmark rate changes, the price should



include an inflation adjustment to make the real dollar value
derived from that price have equivalent purchasing power
that exists today. We would also suggest that the trigger
points be tied to an ANS West Coast price rather that WTI, to
be consistent with proposed Sections 53.55.160(g) and (h)
that relate to transitional capital.

Thank you for the opportunity to express Pioneer’s views on the
proposed changes to HB 488



TESTIMONY OF RICHARD OWEN
ON PROPOSED CSHB 488 TO THE HOUSE RESOURCES COMMITTEE

March 15, 2006

Mr. Chairman, Members ofthe Committee:

Good afternoon. My name is Richard Owen and | am the Production Manager for

ExxonMobil in Alaska and Vice President of ExxonMobil Alaska Production

I am here today to express ExxonM obil’s concerns with the proposed Comm ittee
Substitute to HB 488 On February 28 ,1testified about our key concerns with HB 488 as
originally proposed. While we have not yet seen the substitute bill, we have been made
aware ofthe key changes being considered by this Committee. These changes exacerbate
the concerns | described on February 28 Specifically, I will make comments on two

areas the proposal to change the tax rate; and the proposal around reduced transition

provisions.

HB 488, as originally proposed, represented a dramatic tax increase on the industry. As |
previously testified, we expressed concern that the higher tax rate included in the bill
could prevent some of Alaska's challenged resources from being developed We

understand the Comm ittee is now considering even higher tax rates.

Too high a tax rate discourages investment. Companies are willing to accept the risks of

long-term, capital intensive investments when there is a corresponding opportunity for



upside potential through a variety of factors, such as increased production or higher
prices. When you cap or limit the benefit that Companies can achieve from the upside
factors, you reduce the attractiveness ofthose investment opportunities The proposal to
increase the already high base tax rate as prices increase does reduce or limit the upside
potential and will result in Companies recalibrating investment decisions. Reduced
investment will result in reduced resource recovery, diminished state revenues and fewer

employment opportunities, with a resultant negative impact on the state's ecu; omy.

ExxonMobil is concerned with the significant change from the ELF based system to the
PPT system and the need for sufficient transition provisions to mitigate the adverse
impact on recent investments. We understand tl ' Committee is considering reducing
those transition provisions. W hile the benefits from a typical oil and gas investment take
many years to be realized, the Administration's proposed five year transition into the
higher tax PPT system represented a reasonable transition. The Committee Substitute's
proposed transition provisions do not sufficiently address the significant increase in tax

burden these past investments will now have to bear.

Despite our concerns with HB 488 as originally proposed, we are prepared to move
forward under that system since it sought to provide a balance ofrevenues to the state and
producers across a range of oil prices, provided sufficient incentive for producers to
undertake exploration and development risks, and included reasonable transition

prov isions for past investments. And, most importantly for ExxonM obil, oil fiscal
contract terms consistent with the Adm inistration's proposal would provide the

predictability and durabili.y necessary to advance the gas project to the next phase.



It is important that the quality ofthe resources, the risks undertaken by a producer, and
the impact on the state's overall investment climate be factored into the design ofthe tax
system W hile industry needs predictably and durability under which to gauge

investment decisions, the attractiveness ofthat predictably and durability is lost if it

comes at too high a cost.

As | mentioned earlier, the Committee's proposed substitute exacerbates our key concern
regarding both tax rates and transition provisions. We urge this Committee to support

HB 488 as originally proposed.

Thank you again Mr Chairman for the opportunity to testify today
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Co-Chairmen Samuels and Ramras, members of the committee:

Good afternoon. My name is Brian Wenzel, and | am the Vice
President, Finance & Administration, for ConocoPhillips Alaska.
I would like to present ConocoPhillips’ views on this committee’s

proposed changes to HB 488. Based on the SUDStantive Changes document
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handed out yesterday at the meeting of this committee, the Committee
Substitute (CS) you are working on is going to have a negative impact on the
attractiveness of Alaska for ConocoPhillips’ investment dollars.
ConocoPhillips absolutely opposes this CS and any proposal that increases
our industry’s taxes beyond the $1 billion per year proposed by the
Governor. The proposal before us today increases oil taxes by an annual
average of $1.8 billion - if today’s prices continue, this is $18 billion over
the next 10 yrs. The approach reflected in this Committee Substitute is
clearly to maximize short term State revenue while putting at risk long term
production, State revenue, jobs for Alaskans and growth of the private
sector. The CS you are considering destroys the balance in the original bill.

We realize you have come to this conclusion after listening to the
advice of various consultants. Ifwe understand your consultants’ testimony,
they are suggesting that you can jettison the balance of the original proposal
and adopt an approach like that reflected in the CS with no adverse
consequence on investment. Indeed, they suggest you will actually increase
investment in the State by doing so.

We also have hired a number of consultants and will use their input as
we lay out for the House and Senate Finance committees the same points we

were unsuccessful in demonstrating to you. However, at the end of the day
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neither your consultants nor ours must make or live with the decision
currently before the Alaska State Legislature. Similarly, none of these
consultants ever has, or ever will, m-ke an investment decision on behalfof
ConocoPhillips. To the extent your consultants are telling you that the CS
you are considering will not have a negative effect on ConocoPhillips’
investment decisions going forward, I can tell you they are 100% wrong.

Taking billions of dollars from our industry will have a negative
Impact on investment. Taking away a significant portion of the upside
potential in a basin with lead times (from initial investment to first
production) of a decade or more, in an area with low prospectivity and
higher costs than almost anywhere in the world, will negatively affect
investment - and consequently, production, state revenues and jobs. This is
a natural consequence of a action you are taking.

Moreover, the negative effect on our decision-making, and on the
decision-making of others, will not result just from the increased tax burden
you are seeking to impose. There is also the question of our and others’
confidence in the future investment climate in the State. Adverse changes in
the key parameters of the originally proposed bill will result in a
fundamental shift in the balance of risks and rewards for investments in

Alaska. Unreasonable changes like those imbedded in the CS will cause not
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only ConocoPhillips but also other investors to question N0t Whether, hut
When, Alaska will again change its fiscal regime and impose unfair and
unreasonable burdens on those who have taken great risks and invested
billions to help develop the State’s resources.

It is irrelevant whether that future change will be in the State’s
production tax, its property tax, its corporate income tax or in the creation of
some entirely new tax. The point is that investors will now need to consider
another significant risk in making their economic decisions in Alaska - the
risk that Alaska will not approach future fiscal policy changes in a
reasonable manner that recognizes the commitment and contribution of
companies like ConocoPhillips.

As an example of the type of thinking that will negatively affect
potential future investors’ view of Alaska, ConocoPhillips received a letter
this morning from Representative Gara and Senator French concerning our
recent media ads. Ifyou haven't already received a copy of the letter, 1am
happy to share it with you. This letter suggests that somehow private sector
company profits are bad, that the State ovemment has not shared in the
benefit of higher oil prices, and that our commitment and long term
investment in Alaska, one of the largest for our company anyw'here in the

world, is essentially irrelevant. We disagree with each of those suggestions.
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The antipathy toward industry expressed in this letter is what concerns us
most about the current debate on oil taxes - it has become for some an
exercise in seeing how much the State can take from the private sector for no
reason other than to simply take more.

Unfortunately, this CS seems structured to take more from the very

Industry participants that are most committed to Alaska’s future.

According to the Substantive Changes document, you have changed nearly
every key parameter in the original bill in a one-sided way that benefits the
State and is at the expense of ConocoPhillips and the other major North

Slope producers. You have destroyed the balance previously represented in

the bill.

Through the CS, you propose to further increase the PPT tax rate on
the industry via a surcharge at high prices - in effect a windfall profits tax.
At current prices the additional surcharge will more than triple, the effective
tax rate over the current system. This is essentially’another SIB per year at
today's prices on top of the average $1 billion already raised by the original
proposal. This change is neither fair nor reasonable to current investors and

will be viewed as unfair and unreasonable by potential future in\ istors.
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You have severely reduced the intended transition plan such that investors
with large, recent capital investment projects (which haven't even begun
producing yet) are penalized for apparently investing in Alaska 00 early and
being 100 OPLIMIStIC about the future of Alaska. | want to emphasize this
point ...this CS penalizes the very companies that have been investing,

creating jobs and building the resource base in the State.

You have extended the current statutory exploration tax credits available to
explorers, but as one of the few companies who have actually applied for
credits under the current statute, our experience is that, in fact, current
regulation effectively reduces the value of these credits to 70% or less of
their stated value. Further, these credits only affect about 4% of the DOR's

expected future sources of production and investment in Alaska.

You have reduced by over 30% the effective value of the base allowance

which is intended to encourage small explorers and new entrants.

You have moved the effective date of this bill back to a date that is

completely impractical -- the necessary regulations, procedures and
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computer systems can not possibly be adopted and put in place by April 14
of this year which means that production tax payers in Alaska will have to
guess at their tax liability and make un-supported payments of tax in an

uncertain attempt to avoid punitive interest costs.

And, you have suggested a punitive interest penalty rate of 5% on top of a

statutory tax rate of 11%

In our view, these changes from the original bill are completely inconsistent
with the goals of a fair and reasonable fiscal policy, increased long-term
investment in Alaska and a vibrant, secure Alaska oil industry. We urge you
to reconsider the long-term impact of this bill on the future of the State
Alaska. We urge you N0t to move this bill out of Committee until it can be

re-crafted with a more balanced, long-term perspective.

Thank you for considering our views.
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March 16, 2006, Written Comments To The House Resources Committee
Response To The Committee’s List Of Changes Dated March 14, 2006

By Ken Thompson

Personal Background

For the record, my name is Ken Thompson. | reside in Anchorage, Alaska. |am the
Managing Director of Alaska Venture Capital Group, or AVCG LLC, an independent
oil exploration company with a focus on the North Slope of Alaska. AVCG isa
consortium of 15 independent oil and gas companies and individuals from Kansas
and me as an owner/investor from Alaska. AVCG has a technical and operational
services’ subsidiary company called Brooks Range Petroleum, with offices in
Anchorage. |am the former President of ARCO Alaska, Inc.

AVCG LLC has been very active in the past six North Slope (NS) areawide lease
sales and we have acquired over 160,000 acres of exploration leases in five
exploration prospect areas, including new acreage we acquired in the recent March
1, 2006, NS lease sale. Our exploration strategy is to explore in the central part of
the North Slope for fields in the 25-100+ million barrels range, fields that may be too
small for the giant producers but fields that can be produced profitably by smaller
companies like ours. We believe there are hundreds of millions if not billions of
barrels of ail left on the North Slope in smaller fields of this size and these fields near
infrastructure can be brought on more quickly. Our first exploration well in
partnership with Pioneer Natural Resources - the Cronus #1 - is currently drilling
about 10 miles southwest of the large Kuparuk Field.

Let me focus my comments on the March 14, 2006, document written by the House
Resources Committee listing 11 changes beinn considered after many hearings and

debates.

AVCG Owners’ Perspectives

First, let me say that while | am Managing Director of AVCG LLC, our other owners
disagree strongly that any change should be made to the 20/20 PPT formula. The
20% PPT tax rate and the 20% credit originally presented in the Governor's hill
should be the tax rate and credit enacted. The AVCG owners representing 15 new
exploration investors in Alaska are concerned enough that the current system is
being revised after they have made almost $10 million investment in North Slope
leases and other costs and are planning a 3-year $46 million exploration program
with our first well now drilling. Quite honestly, the AVCG owners listened in disbelief
when | told them the production profits tax rate being considered by the House
Resources Committee could escalate at high ail prices to 50% in addition to the 12 5
16.7% royalty, the ad valorem property tax, the 3-9% corporate income tax, the
ongoing annual lease bid amounts and the rentals expenditures, and the Federal
Income tax rates averaging 20-35% of taxable income. It all adds up, and AVCG

Owners are saying, ‘enough is enough."

03/16/2006 Comments By Ken Thompson to HB488 Revisions Pape Llof7



My Personal Perspective

Now let me shift gears in my written comments to you. Because | could not get buy-
in for any alternatives from the AVCG owners except the 20/20 case, | have decided
to speak out alone. As an Alaskan, | am concerned and feel | must try to share a
personal perspective trying to balance what is best for my continued involvement in
spending my family's personal money for exploration on the North Slope in balance
with how the State must change its system to be competitive in the world and realize
more government share at high prices like so many other countries are doing.

| realize by stepping out like this, | could jeopardize my management status with
AVCG and perhaps even jeopardize how | am viewed by the major oil companies
and my friends in the independent company sector. But | have taken such personal
risks in the past, and | don't mind doing so again today to simply do what I think is the
right thing to do regardless of others’ opinions. | often do not "run with the herd."

So, let me tum my attention to the March 14, 2006, document prepared by the House
Resources Committee and let me share my perspective on the 11 suggested
changes to the original HB 488. Again, my views are not supported by AVCG
owners; rather they are my personal views.

1) Make Tax Rate Progressive

When the Governor's office first announced a 25% tax rate then amended that to
20%, | could see the move by legislators to somehow bridge the gap from 20% to
25%. However, the approach being currently considered by the House Resources
Committee based on the outside consultants work of last week is simply too complex
and will be arduous to implement. |think - and perhaps all of you think - the Federal
tax code is too complex....the changes to HB488 are also too complex and will lead
to different interpretation, "gamesmanship” possibly by some companies because of
the unwieldy progressive tax structure formula, and future costly lawsuits when the
State disagrees with a company’s calculations. And the number of accountants to
keep track of these complexities on both sides will balloon! | urge you to simplify,
simplify simplify...yet still have some progression that you seem set on.

For my company which drills the smaller traps that may add up over time, we do not
have a lot of upside potential in seeing these smaller fields grow much larger over
time. So our main upside is in ail price escalation to offset exploration risks and to
offset the cycles of ail prices downward, a reality over time for any commodity. |find
it disturbing - and personally unfair - that the Committee has tax rates going as high
as 50% at high prices. |found it so interesting to see the Econl consultants and
consultant Daniel Johnston saying the government should take more and more at
high prices when not one member of the Committee asked them a very important
guestion they should have been asked: “how much are you investing in Alaska?" |
was shocked to see that these consultants, when calculating the future revenues to
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the State at various escalating rates, used the same oail production curves. In reality,
less capital will be spent by industry at exorbitant tax rates (tax rates above 25%
when coupled with all other payments such as royalty, corporate income tax, ad
valorem tax, lease costs and rentals, etc.). With less capital spending, the production
curve will be lower...an increasingly higher tax rate may not in the end yield the
forecasted revenues for the State.

On a related note, our company plans to go into the private or public equity markets
to raise funds and capital for any future development. Such equity investors invest in
the oil markets to be exposed to crude price upside. When they look at investments
all over the world, and see that Alaska could tax at a 50% rate at much higher crude
prices, they will place their capital elsewhere to continue their exposure to higher
crude in investments without alternative taxing structures such as the Lower 48
states, the Gulf of Mexico deep water with royalty relief, or other countries. The
consultants did not address this issue that | face month in and month out...the private
and public equity markets and the desire for such investors to fully benefit from
upside commaodity price swings without hedging or excessive, escalated taxation.

| could not believe the consultants did not show capital spending elasticity graphs
from different countries. They did you a disservice by not doing so. Their work
showed a biased perspective in my opinion; if they get the House Resources
Committee to adopt a complex progressive tax rate structure the consultants will feel
they have been successful...but not one of these consultants will be around to
defend their views in the future when capital spending does decline at exorbitantly
high and unfair tax rates above the 25% level.

Bottomline: there is a point of unfair taxation which causes rebellion as our early
settlers in America experienced first hand!

My first suggestion to the progressive tax dilemma: the cap on the tax rate
should be cpped atthe 25% level...continue to keep in mind added to this at high
prices will be the 12.5-16.7% royalty, ad valorem taxes, corporate income taxes,
Federal income taxes, etc.

Secondly, | do not thii.k the “trigger point”that increases the PPT tax rate from 20%
should be based on West Texas Intermediate (WTI) oil price. The ‘trigger point"
should be when a company’s average realized wellhead price in Alaska exceeds $50
per barrel. Some say lower, but I do think there is strong merit that those who have
invested and taken exploration risk and exposure to low prices should be able to
benefit from increased profits at higher prices..."share the pain, share the gain"...to
this $50/barrel wellhead level. However, | personally am fine with the State
increasing the tax rate eventually to a cap of 25% when wellhead prices exceed $650/
barrel. Having said this, you need to know that | do not know anyone else in industry
who thinks this; everyone | know continues to press the 20/20 formula.
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Why should you tie the PPT calculation to a company’s realize wellhead price? In
reality on the North Slope, not one company sees WTI prices. Every crude ail in
Alaska is difL.ent in quality with viscous crude receiving less and oil produced from
wells farther away from infrastructure receiving less wellhead value due to higher
shipping costs. Conversely, ail in the Cook Inlet is close to actual refining or on the
water to ship out of state and thus realizes on average much higher wellhead value
than most North Slope crude oils, a substantial plus to Cook Inlet operators who face
higher operating costs with maturing fields. Our company’s .rude when discovered
on the North Slope will be farther west, and when we have to transport the ail via the
major producers’ gathering system lines to TAPS pump station #1, we will pay the
majors a certain tariff of $0.50-1.00/barrel or more, giving us a lower wellhead value
for our crude while they make a profit on shipping in their crude lines. The majors
further make profits from tariffs for shipping down TAPS and in their marine tankers.

So lask, why should the tax rate increase with WTI price when there is such a
variance in crude oil pricing factors on the Slope at the wellhead affecting each field's
economics and economic limit differently? The production profits tax rate should not
goupatthesa’  ime for those who produce viscous crude or ail from a farther
distance as con .red to those who have good quality oil right next to the TAPS line.
If there is a "trigger point", it should be one based on a company’s average monthly
realized wellhead price for production.

My second suggestion to the progressive tax dilemma: the “trigger point”
should be $50 per barrel realized wellhead price based on a monthly average
and not based on $50 WTI, thus allowing explorers and producers to share in
the upside profits at prices to this level with no higher burden than the 20%
PPT tax rate (plus burden of royalty, corporate income tax, ad valorem tax,

Federal tax, etc.).

Thirdly on this issue, let me address a way to transition from the 20% tax rate to the
25% tax rate without getting too complicated. |found the formula suggested by the
consultants with the incremental rate being calculated dollar by dollar and based on
revenues, not profits, to be unfair. This wasn’t a production profits tax change, but
really - inaway - a change to increase the royalty rate on production, in my view.
Bottomline: keep the production profits tax rate simply that...a tax on production
profits. Having the PPT at higher prices being a mixture of taxation of profits and a
separate incremental tax on incremental revenues is unwieldy and an accounting

nightmare.

A third suggestion to the progressive tax dilemma: Keep the production profits
tax simply that...a tax on production profits, and not an underhanded way to
further burden gross revenues...that is done through the royalty rate on leases

at lease sales.

Lastly iet me address a simpler way of getting the progressive rate from 20% to 25%
without the dollar to dollar treatment complexity and without the complexity of taxing
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production profits while also incrementally and differentially taxing gross revenues
one more time.

geetsotlion fo the (E)JO ressive fax dilemma to i plig,

A foyrth and f| al su

3|mP|  SImplity is |owmr%r. uction pro |ti,taxsched le that gveryone
could understard and im erge |&hthe Sta rea|zn]% upside at higher
prices et not too much Upside Is taken away from explorers/producers:

Up to monthly average wellhead price of $50/barrel for acompany:  PPT rate of 20%
When monthly average wellhead price is between $50-7o/harrel: ~ PPT rate of 22.5%
When monthly average wellhead price exceeds $75/harrel: PPT rate of 25%

By the way, if the State were to pass a complex, unwieldy Broduction profits tax like
that one proposed by last week’s consultants and favored by some on the Resources
Committee with escalating production profits tax rates of up to 50%, | predict Alaska
willmake the cover ofthe industry-wide influential magazine “The Oiland Gas
Journal”and perhaps even a coverspot in the “Wall Street Journal." And I don't
mean this media coverage in a positive way...Lthink all in mdu,st(riy will say the State
is taking advantage of industry at high prices. Whetheror not in ustr% makes money
or not and good, solid returns is not the issue with such extremes...the Eerce[ved_
fairness of taxation in a high cost, remote area like Alaska is the issue. Keep in mind
that America's early settlers were still taking money home to their families...it was
just the tax rate from England had crossed the point of fairness not from England's
perspective but from the settlers'perspectives. And rebellion began!

Now, let me move the discussion forward to the second item on the list of 11 House
Resources Committee changes.

2) Reduce Transitional Money As Deductible Allowance

| think this compromise to a four-year staged and tiered "look back" is fair. You are
right...many investments made over 2001-2005 were based on oil prices of $20-
40+/barrel and actual prices have been much higher with all companies - and the
State - obtaining more cash flows than predicted when originally approved.

3) Exploration enhancement

Thank you very much for extending the SB 185 exploration tax credits for the next 10
years.

4) No credit for abandonment costs

Iwould prefer that abandonment costs would be eligible for tax credits; these costs
are a cost of doing business and an essential part of a field development’s
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expenditures for the life of a field. Having such credits may expedite more timely
abandonment of wells and facilities rather than wells and facilities being “mothballed"
or simply shut-in for longer periods of time while operators postpone abandonment
and delay expenditures that, in some cases, may indeed be needed sooner.

5) Private royalties

| believe overriding royalties should also just have the burden of a 5% tax rate. |
understand that ASRC was a big driver in seeing this lower tax rate for "private
royalties." While some ASRC royalties are indeed "private royalties" where they have
owned subsurface lease rights and leased land out to explorers/developers keeping
a straight royalty, | do believe that ASRC and a few other Alaska Native Corporations
have acquired "overriding royalties" in production by virtue of demanding overriding
royalties in subsurface ail production in exchange for granting use of their surface
rights and surface access. |think it would be fair to them - and to any company
owning overriding royalties - that the tax rate is only 5%.

Commonly, even an overriding royalty owner that has ‘farmed out" their leases to
others to drill due to high perceived risk would be taxed at 20% and not be able to
receive the benefits of investment capital credits even though they may have made
substantial investments in lease bonuses, lease rentals and seismic before they
converted their working interest to an overriding royalty interest. A lower rate of 5%
even for overriding royalties would be appropriate.

6) AOGA Technical Changes

| have not reviewed the AOGA technical changes, so could not address those.

1) Contingency Surcharges

Surcharges are just one more example that government take in Alaska is comprised

of many different components - royalty, corporate income tax, ad valorem tax, lease

bonuses, lease rental payments, etc. - emphasizing that the production tax is not the
sole source of revenue to the State off ail production.

8) Effective Date

The State has made far more money at high prices than anyone ever dreamed. The
State had, in away, received a rich windfall at high ail prices. The change inthe
production profits tax is controversial in its own right. 1would not dare “pour salt in
the wound" by making the tax effective on April 1, 2006, but allow the transition as
originally planned to a July 1, 2006, date. This will also give all of us time to hire
additional accountants to do the monthly, complex filings!

9) Issues Surrounding The $73 Million Allowance
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I would prefer the $73,000,000 annual allowance, but accept the $50,000,000 annual

allowance as a reasonable compromise...provided the above amended PPT tax rate

schedule listed above with a trigger point at $50 wellhead price and capped at 25% is
concurrently amended.

I do think it is wise to convert this for communication purposes to the public as a $10
million credit. |also remain supportive of expressing this as a 5,000 barrels of oil per
day allowance if you have to go that way for buyin in the Legislature and with the

public.
10) Tax Credit Repurchase Program

Thank you for this approach. Our company would be willing to return these funds to
purchase leases, run seismic and drill wells to find us both some more ail!

11) Penalties On Underpayment Of Less Than 90% Of Monthly Tax Liability

This is understandable and helps enforcement. But this is yet another reason to
keep the original implementation date at July 1, 2006, to help all in industry get ready
for the increased accounting workload and avoid wrong tilings of this new system.

Concluding Remarks

The above comments are my personal views offered with a hope there can be an
eventual win-win solution to this complex subject of the State realizing more
revenues at higher prices while attracting exploration and development investors who
can also realize upside at higher prices. Many - if not most - in industry would
disagree with some - if not all - my personal views expressed above. But | did feel
compelled at this point to “tell it like it is' from my perspective.

Respectfully submitted by:

Ken Thompson
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24-GH2052\Y .4
Chenowcth
3/16/06

AMENDMENT

OFFERED INTHE HOUSE

TO: CSHB 488(RES), Draft Version ”Y"

Page 21, lines 3 - 4:

Delete "any payment or credit"

Insert "certain payments or credits received by the producer, as provided in this

subsection. If, during a month or, under (f) of this section, during a calendar year, a producer
receives one or more payments or credits subject to this subsection and if either the total
amount of the payments or credits exceeds the amount of the producer's lease expenditures or

the producer does not have any lease expenditures, the producer shall nevertheless subtract

the payments or credits from the lease expenditures or from zero, respectively, and the

producer's adjusted lease expenditures for that month or calendar year are a negative number.
The producer shall apply that negative number to the calculation made under (a) of this
section. The payments or credits that a producer must subtract from the producer's lease

expenditures, or from zero, under this subsection are payments or credits that"
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24-GH2052\Y .5
Chcnowetfa
3/16/06

AMENDMENT

OFFERED IN THE HOUSE

TO: CSHB 488(RES), Draft Version "Y"

Page 24, lines 3 - 4:

Delete "may apply a tax credit against that liability under this section.”

Insert "and, during the calendar year, has incurred a qualified capital expenditure, as

that term is defined in AS 43.55.024, may apply a tax credit, in an amount that does not

exceed the amount of that expenditure, against that liability under this section. An unused

portion of a tax credit may be applied to the extent otherwise allowed under this section for

one or more months during the same calendar year."

Page 24, lines 6 - 7:

Delete "before applications for any credits under this chapter'

Insert "for any month"

Page 24, line 23, following "qualified":

Insert "capital"
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AMENDMENT

OFFERED IN THE HOUSE

TO: CSHB 488(RES), Draft Version "Y"

Page 29, line 31, following "REGULATIONS":

Delete V
Insert "AND RETROACTIVITY OF REGULATIONS, (a)"

Page 30, following line 3:
Insert a new subsection to read:

"(b) Notwithstanding any contrary provision of AS 44.62.240, a regulation adopted

by the Department of Revenue to implement, interpret, make specific, or otherwise carry out

the provisions of secs. 5, 6, 8 - 11, 13 - 15, 17 - 20, 22, and 25 - 41 of this Act may apply
retroactively as of April 1, 2006, if the Department of Revenue expressly designates in the

regulation that the regulation applies retroactively to that date.”
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AMENDMENT

OFFERED IN THE HOUSE

TO: CSHB 488(RES), Draft Version "Y"

Page 29, lines 5 - 6:

Delete "the sections of this Act that are not effective April 1, 2006"

Insert "secs. 8 and 13 of this Act"

Page 29, lines 14 -15:

Delete "the sections of this Act that are not effective April 1, 2006"

Insert "secs. 5 and 6 of this Act"

Page 29, line 17, following "Act,":

Insert "or AS 43.55.030(e), added by sec. 22 of this Act,"”

Page 29, lines 18-19:

Delete "the sections of this Act that are not effective April 1,2006"

Insert "secs. 20 and 22 of this Act"
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AMENDMEF\T

OFFERED IN THE HOUSE

TO: CSHB 488(RES), Draft Version "Y”

Page 4, line 9, following "for":

Insert "all"

Page 5, line 31:
Delete "AS 43.55.011"

Insert "AS 43.55.011(a)"

Page 30, line 22:

Delete "24,"



OFFERED IN THE HOUSE
TO: CSHB 488 (RES)

Page 4, line 9:

delete "or gas"™ "and gas"
Page 4, line 10

delete "and gas”

Page 4, line 12
delete "and gas”

BY REPRESENTATIVE OLSON
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OFFERED IN THE HOUSE

TO: CSHB488(RES)

Page 9, line 24:
Delete "April 1, 2006"

Insert "January 1,2006"

Page 16, lines 2 - 3:
Delete "April 1,2006"

Insert "January 1, 2006"

Page 18, line 15:
Delete "April 1, 2006"

Insen "January 1, 2006"

Page 18, lines 26-27:
Delete "April 1, 2006"

Insert "January 1,2006"

Page 18, line 28:
Delete "April 1,2006"

Insert "January 1, 2006"

Page 18, line 29:
Delete "April 1. 2006"

Insert "January 1, 2006"

% C.

24-GH2052\F. 1
Chenowetb
j_2Zi5/06"

amendment

BY REPRESENTATIVE KAPSNER
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23
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25

26

27

28

29

30

31
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Page 19, line 1
Delete "April 1, 2006"

Insert "January 1, 2006"

Page 19, line 2:
Delete "April 1,2006"

Insert "January 1, 2006"

Page 19, line 8:
Delete "April 1, 2006"

Insert "January 1, 2006"

Page 21, line 23:
Delete "March 31, 2016"

Insert "December 31, 2015"

Page 25, line 1:
Delete "April 1,2006"

Insert "January 1, 2006"

Page 25, lines 6 - 24:

Delete all material and insert:

"TRANSITIONAL PROVISIONS, (a) For oil and gas produced before January 1,
2006, the provisions of AS 43.55, and regulations adopted under AS 43.55, that were in effect
before January 1, 2006, and that were applicable to the oil and gas continue to apply to that oil

and gas.

(b) Notwithstanding any provision in this Act to the contrary,

(1) areport and payment of production tax on oil and gas due under AS 43.55,
as enacted by this Act, for any period before the effective date of this Act is due on the last

day of the month following the month in which the effective date of this Act occurs; and
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(2) penalty provisions of AS 43.55.020(h), added by sec. 13 of this Act, and of
AS 43.55.030(d), amended by sec. 17 of this Act, apply to taxes that are dueand unpaid and

reports that are not filed by the date described in (1) of this subsection.”

Page 26, lines 13 - 20:
Delete all material and insert:

"* Sec. 42. The uncodified law of the State of Alaska is amended by adding a new section to

read:

RETROACTIVITY. Sections 5, 6, 8 - 11, 13, 14, 16 - 18, and 22 - 37 are retroactive

10to January 1, 2006, and apply to oil and gas produced on and after that date.

11* Sec. 43. This Act takes effect immediately under AS 01.10.070(c)."
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CONCEPTUAL AMENDMENT
OFFERED IN THE HOUSE BY REPRESENTATIVE KAPSNER

TO: CSHB 488 (RES), Version Y

Delete sections relating to transitional investment expenditures.

11



AMENDMENT
OFFERED IN THE HOUSE BY REPRESENTATIVE KAPSNER

TO: CSHB 488 (RES), Version Y

Delete Sec. 27, page 16, line 23 through page 17, line 17.
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AMENDMENT

OFFERED IN THE HOUSE BY REPRESENTATIVE

TO: CSHB 488 (RES) Fo'AF
c'Afsweg.

Page 31, line 1
Add the following:
“Sec. 49. AS 43.55 is amended to read:
Sec.43.55.400. High energy cost offset fund.
(a) The high energy cost offset fund is established as a separate fund in the general fund.
The fund consists of all money appropriated to it.

(b) The high energy cost offset fund shall be invested by the Department of Revenue so

as to yield competitive market rates, as provided in AS 37.10.071. Money in the fund may
be appropriated to provide cost offsets for high energy costs of consumers.

(c) Nothing in this section creates a dedication of funds
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CONCEPTUAL AMENDMENT

OFFERED IN THE HOUSE

TO: CSHB 488 (RES) Draft Version Y

This amendment would prevent a deduction from taxable income for the clean-up of oil
spills, as in existing law Sec. 43.55.150 (c)(1) on the severance tax.

The existing language reads "the amount of loss of or damage to, or ofexpense incurred
due to the loss of or damage to, a vessel used to transport oil if the loss, damage, or
expense is incurred in connection with a catastrophic oil discharge from the vessel into

the marine or inland waters ofthe state".

In addition, unless prohibited elsewhere in this bill, a provision should be added
preventing a taxpayer from deducting the cost of any oil-spill related damage or penalty

payments to a governmental or private party.
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0il axd Gas Production Taxes and Qil Surcharge I 43.55.150

4355.110. Adm inistration, (a) The department may adoptregulations for the
,ofmaking and filing reports required by this chapter and otherwise necessary to
forcement of this chapter.

The departmentmay require a sufficient bond from every person charged with the
rand filing ofreports and the paymentofthe tax. The bond shall run to the state

he conditioned upon the making and filing ofreports as required by law, upon
ice with the regulations ofthe department, and for the prompt payment, by the
on the bond, ofall taxes due the state by virtue ofthis chapter.

[freports required have notbeen filed, or are insufficient to furnish the inform ation
Iby the department, the departmentshall institute, in the name ofthe state upon
~sfthe department, the necessary action orproceedings to enjoin the person from

lining operations until the reports are filed.

"Upon showing thatthe state isin dangeroflosing its claims orthe property is being
laged, dissipated or concealed, a receiver shall be appointed at the suit of the

(} 13 ch 7 ESLA 1955)

S. 43.55.120 —43.55.130. Noncomplianctand false reports. [Repealed, § 46 ch 113
[1980. For criminal penalties, see AS 43.05.290.]

43.55.135. Measurement. For the purposes ofAS 43.55.011 — 43.55.150, oil
[be measured in terms ofa “barrel of 0il” and gas shall be measured in terms ofa
foot of gas." (5 16 ch 101 SLA 1972)

mote™— A refaraeAS 43.56.00- section in 1986 © reflect e enactment of AS
11*was sustituted far "'this dgpter* inthis  43.55.200— 43.55.240.

43.55.140. [Renumbered as AS 43.55.900J

43.55.150. Determination of gross value, (a) For the purposes of AS

i.011 — 43.55.150, the gross value shall be calculated using the reasonable coBtsof

irtation ofthe oil or gas. The reasonable costs oftransportation shall be the actual

except

when the parties to the transportation ofoil or gas are affiliated;

when the contract for the transportation of oil or gas is not ar arm’s length
Baction or is not representative ofthe marketvalue ofthat transportation;

when the method oftransportation ofoil or gas isnotreasonable in view ofexisting
native methods of transportation.

If the department finds that the conditions in (aX1I), (2), and (3) of this section are
ent, the departmentshall determine the reasonable costs oftransportation, using the
market value of like transportation, the fair market value ofequally euident and

t>ealternative modes oftransportation, or other reasonable methods. Transporta-
icosts fixed by tariffrates properly on file with the Regulatory Com mission ofAlaska

Tether regulatory agency shall be considered prim a facie reasonable.

(el In determining the gross value ofoilunder (a) ofthis section, the department may

jallow as reasonable costs of transportation e

the amount ofloss of or damage to, or of expense incurred due to the loss of or
je to, a vessel used to transport oil if the loss, damage, or expense is incurred in
lection with a catastrophic oil discharge from the vessel into the marine or inland

Era of the state;

2) the incremental costs oftransportation ofthe oil thatare attributable to temporary
to oforchartered orsubstituted service prodded by another vessel due to the loss ofor
ftniage to a vesselregularly used to transport oil and that are incurred in connection
5% acatastrophic oil discharge into the marine or inland waters of the state; and

C\jc

A7



o

[N

24-GH2052\Y .8
Chenoweth
3/16/06

AMENDMENT

OFFERED IN THE HOUSE BY REPRESENTATIVE SEATON

TO: CSHB 488(RES), Draft Version "Y"

Page 4, line 16:
Delete "50"
Insert "45"

Page 4, line 18:
Delete "$50"
Insert "$45"

Page 4, line 19:
Delete "$150"
Insert "$145"
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Conceptual Amendment

OFFERED IN THE HOUSE
TO: CSHB 488 (RES), Draft Version “Y"

This amendment would substitute the progressive 20% income tax with a 25% income
tax which increases at the same rate and at the same price points as provided in the

current version of HB 488.

'w iTHi>R4 VI a)
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Consultant Statements On An Appropriate PPT Tax "ate

Daniel Johnston, Legislative Consultant:

(Joint House Resources / House Finance Committee - March 6, 2006)
(Quoted in the Anchorage Daily News - March 7, 2006):

“l am just not happy with 20/20. 25/20 is a starting point, and then it’s got to be
progressive from there.”

Barry Pulliam, EconOne Consultant

(House Resources Committee - March 13, 2006):

“Our view, we sat down with the administration folks who came up with the PPT,
Dr. Van Meurs, and considered those very questions when he was first submitting
his recommendations. And in our view certainly the 20/20 was very safe. Very

safe. The 25/20 we even thought was safe.”

“But you don’t want to lose a lot of interest and as, as economists who have
worked with forecasting, and looking at decision-making, | think our view would
also be you don’t want to be in a position where you’re... you’ve calculated that
you’ve taken every last penny ofwhat’s available. You want to leave

something... YOU Want to make it attractive. You want to leave enough to make
it attractive. Keeppeople reelinterested. We don *tthink the 25/20 ?oes beyond
that at all, and then with some increment above that, we think it still stays real
attractive. Now, in thinking about the sliding scale. What would you do? I think
ourview in general would be ifyou’re thinking about starting it lower, have a
lower increment. Ifyou’re thinking about starting it higher, have a higher
increment. | think that’s probably... just as a general thing. Otherwise, ifyou
start real low and have a real high increment, you go pretty steep. So, that would

be our...
Rep. Samuels: Representative Gatto.

Rep. Seaton: Thank you. And, sojust to be clear, within these scenarios, are
there any of them that you’ve projected here that you think are, from your
standpoint, in your analysis, that would be detrimental to investment in the

industry here in Alaska?

Barry Pulliam: no. Looking at these,. don't see any that would be, that would
fall into the detrimental area. | put, as | look at this, I try to put these into a

historical context - look at what the rates have been at given price levels. And as
you look at those, even as you look at the highest one ofthese that you’d have,
which would be the 35 threshold with a .35% increment, you see as you...you
know, when you’re at 40 dollar prices there your tax rate is only 11.4%. That’s at
a higher price level, that’s a lower percentage than your historical average. You
start to ratchet up beyond there, but you have some pretty high prices that those
are associated with. So, there might be a little bit of stuffaround the margin that
would look at that and say that’s not of interest. | don’t think for the majority of

what you have that would be the case. But, | can see reasons why you wouldn’t

do that either. You might have a more cautious approach.”



Dr. Tony Finizza, EconOn< Consultant
(House Resources Committee March 13,2006):

“And, to illustrate this question that was raised earlier about is 25/20, could it
look betterfor aproducer, and in afunny kind ofway it does. I’'m saying...
lets... no one’s going to drill a one well program, butjust say you did, and it was
20 million dollars - and that’s the number I’'m actually going to use for a well, 20
million - it’s pretty expensive, but this is an expensive state and they’re low
product wells, etc. and eventually we have the high cost assumptions to make. If
you did this well exploration - 20 million dollars - with a pattern I put in here
under a status quo your negative cash flow would be roughly 20 million dollars.
There’s inflation in there that makes it higher, and then there’s some tax
sheltering that goes on. In the other cases, the PPT, you get to deduct capital as a
credit, etc. and sell it and all that stuff. So naturally in actuality the producer or
the explorer has less cash flow. Negative cash flow. And by this calculation,
marginally better o ff with 25/20 than 20/20."

Rep. Gara: Just a follow up so I’'m clearer in your answer to Representative
Berkowitz. i”e asked you, you said at 25/20, you might be, that might be the point
where you start maximizing revenues before you start hitting diminishing returns.

Is that, did | understand that fairly?

Dr. Finizza: 1said that | had a gut reaction that that was a point ofdiminishing
returns, and that’s... for an exploration, yup. | wouldn’t think that you would
have to go further than that to encourage or, you wouldn’t, and then take a greater

risk yourself.

Rep. Gara: Am lwrong in assuming... If1’'m looking for the point where’s
you’ve started to maximize your long term state revenue but before you start
losing money because you’re taxing too much - that’s your gut reaction on 25/20

or am | missing...?
Dr. Finizza: That’s my gut reaction, yeah.

Dr. Pedro Van Meurs, Consultant
(House Resources Committee - February 23,2006):

"The 25/20 and the 20/20 both are very competitive systems, that you could see
from the investment. If | say competitive, it means that both systems would be

considered quite attractive by investors.”

“Whether you start the tax on January 1or July 1really has no impact on the
competitiveness of the system. Because new investors would look at new
investments and would not even have to pay tax for now, for awhile. So
consequently whether you have a July or January start day, that would not have
impact on new investors. So would be equally, say, attractive either way. The
only difference between the January 1and the July 1start date is that of course it
has enormous impact on existing production. So as far as existing production, you
would have 6 months more  revenues if you moved the date back to January Int

of this year.”
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AMENDMENT

BY REPRESENTATIVE SEATON

OFFERED IN THE HOUSE
* N

TO: CSHB 483(RES), Draft Version "YM

Page 18, line 31, through page 19, line L
Delete "April 1, 2C06"
Insert “January 1, 2006"

Page 28, line 10, following "TRANSITIONAL PROVISIONS.":
Insert "(@) Notwithstanding anycontrary provisionof AS 43.55.024(a), enacted by

sec. 14 of this Act, a producer orexplorer may applyfor a credit  underAS 43.55.024based
on a qualified capital expenditure incurred on or after January 1, 2006."

Reletter the following subsections accordingly.

Page 29, line 21.
Delete "()(1)"

Insert "(g)(1)"

Page 29, line 23;
Delete "(N(2)"

Insert "(g)(2)"

Page 29, line 25;
Delete "(0(1)"

Insert "(g)(1)"
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24-GH2052W.12

Page 29, line 26:

Delete "(g)(1)"

Insert “(h)(1)"

Page 30, following line 16:
Insert a new bill section to read:
"* Sec. 46. The uncodified law of the State of Alaska is amended by adding a new section to

read:

RETROACTIVITY OF CERTAIN EXPENDITURES USED TO SUPPORT

PRODUCTION TAX CREDIT CLAIM AND DETERMINATION OF PRODUCTION TAX

VALUE OF OIL AND GAS. AS 43.55.160(c)(1), enacted by sec. 28 of this Act, applies to

allow a producer to claim as lease expenditures certain expenditures incurred on or after

Januai® 1, 2006, and before the effective date of AS 43.55.160, added by sec. 28 of this Act,
and sec. 43(a) of this Act applies to authorize a producer or explorer to apply for a credit
under AS 43.55.024, enacted by sec. 14 of this Act, based on a qualified capital expenditure
incurred on or after January 1, 2006, and before the effective date of AS 43.55.024, enacted

by sec. 14 of this Act. To the extent these provisions give legal effect to prior conduct, they

are retroactive to January 1, 2006 "

Renumber the following bill sections accordingly.

Page 30, line 19:
Delete "sec. 48"

Insert"sec.49"

Page 30, line 22:
Delete "46"

Insert"47"

Page 30, line 24:

Delete"sec.47"



