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Thank you for giving me the opportunity to speak with the Senate Finance Committee today about the oil and gas industry on the North Slope. We are a strong supporter of  SB 21 we believe that the passage of this bill will not only result in significant investment on the North Slope, it will serve as a catalyst to increasing production as well.  Some of you may have heard Bill Armstrong make a presentation to the Senate Resources Committee a couple of weeks ago.  If you heard that presentation you probably already know that it has been our opinion that you in the Senate have been inundated with so much information that I cannot begin to imagine how you can process it all. I have been in this business for more than 30 years and have experience in numerous states and some various other regions in the world and I have to tell you, it is incredibly difficult to keep up with all of the information that is being provided with regard to SB 21.  

For this reason I will not have a power point, I would rather talk to you and see if you think I have anything to add with respect to how Alaska can increase its production in a manner that is fair to Alaskans and is something that the oil companies can work with.   Today I would like to keep things pretty simple and  keep to the fundamentals.  The only thing that really tells the story on the North Slope is what does its production profile look like and is there anything on the horizon that will help it.  
As I was trying to get ready to talk with you about this I had an internal fight with myself.  It reminded me of my high school English class when we read the Dickens classic, A Tale of Two Cities.  The first part of  opening line of the book is "It was the best of times, it was the worst of times."   Guys this describes the oil industry on North Slope and where it is at this point in time better than anything I can think of.  
I know revenues to the State have been up over the last few years and I know that you as members of the legislature have an important duty to make certain that the State gets its fair share and maximizes the state's fiscal position.  The hard part of the story is when you look to the future and the fact that while the North Slope is one of the most remarkable petroleum provinces in the world, it is the only petroleum province in the US that is not enjoying the benefit of the amazing technological advancements in horizontal drilling and stage frac technology.  I know you have seen the same graph in probably ten different presentations of the North Slope's production decline  while Texas and North Dakota have production increases.  Last Friday the ADN reported on the front page that Texas has doubled its production since 2010, doubled its production in 3 years, amazing (especially given the fact that Alaska has experienced about a 6% annual decline during that period), and we all know North Dakota passed Alaska last year to become the second largest producer in the United States.  I never thought I would see that.  I know someone can look at that data set and feel that this is the worst of times because as we all know the states revenue is only as good as the production and if the production keeps dropping at this rate, soon the state will have big issues with its budget. 

 I don't know how long TAPS can last at the current decline rate and frankly that's not the question anyone should be asking, we should be asking, "How in the heck can we have one of the greatest petroleum provinces in the world and get beat out by North Dakota in daily production.  Guys as a petroleum system North Dakota is a Jr. High team and Alaska is Professional team, there is no way this should happen, but it has and we have to ask ourselves how did we get to this spot and what will it take for Alaska to take its rightful spot as the top producing state in the nation.

Before I give you anymore of my thoughts I should probably take a second to tell you a little about Armstrong Oil & Gas and what we have done in Alaska.  We are an independent oil and gas company headquarter in Denver, Colorado.  We would probably be considered a bit of new type of company for the North Slope as we are privately owned, we carry no debt and as such we do everything out of our own pockets, every decision we make is based on the bottom line and not what some stock analyst on Wall Street thinks or says. 

I am a minority owner in Armstrong and have been involved in Alaska since the beginning. We began studying the North Slope diligently in the late 90s, we made our first lease acquisition in the early 2000s.  Our business model is to establish significant exploration and development projects through the utilization of all of the technology available to our industry.  It is our opinion that we have the best scientist in the world these scientists have an extremely broad and diverse experience level that affords us a perspective that most people do not have.  Most of our Geoscientist spent their early years with Exxon.  

At any rate the first concept we pulled together on the North Slope was what is today the O3 field.  We initially established the concept through acquisition of leasehold and technical data and then we  brought in Pioneer to help us develop the field.  Subsequently we brought a company called Kerr McGee into to help us define and develop what is today known as the Nikaitchuq field that is operated by ENI.  We currently operate the North Fork Gas Field in South Central Alaska and on the North Slope we are partners with Repsol E&P USA where we currently have 3 rigs running on the North Slope.  

If I can I would like to take second to apologize for the lack of a polished presentation for you today.  The fact is I am not that  good of a public speaker and I didn't know I was coming here until a few days ago, so my apologies.  What you will hear from me are observations of what we as a company have found is the number one critical attribute any area needs in order to have a successful thriving oil and gas industry that will either sustain itself or grow even larger. 

The most critical barometer for the health of a producing region is the rig count (it is the canary in the mine). Depending on the week, you see Alaska's fluctuate between 6 to 14.  Let me put that in perspective, the Permian Basin not all of Texas, just the Permian Basin is at 430.  That is around 43 times greater than all of Alaska by itself.  Assuming each area drills and completes a well in a couple of months that means in one year the Permian Basin brings on an additional 2580 wells while all of Alaska would bring on about 60.   With this metric in mind it is easy to see how Alaska is drifting the wrong direction with its production.  You can apply this metric to any basin or state and you will get the same answer (North Dakota is at 178 rigs, Oklahoma has 190), in order for Alaska to continue to be considered relevant in the petroleum industry something must be done to make it competitive with the other states and regions of the world.  

When I look at some of the public companies I see such amazing results.  Pioneer recently reported it had over 36,000 net resource locations with potential in excess of 8BBO.  EOG Resources has had  oil production growth of 35% in 2010, 52% in 2011 and 39% in 2012, they have a drilling inventory that will keep them busy for the next 15 years even if they do no new business.  My point is that this story is occurring in tons of companies all through the lower 48, states like Pennsylvania are on the rise and the state of Alaska needs to do something to make itself more competitive.  We feel like SB 21 is a great start to getting Alaska competitive with the rest of the world.  

I think it is important to note that SB 21 needs to be passed as it is and possibly with some minor improvements in order to make certain Alaska becomes competitive with the rest of the world.  We need to make certain the GRE stays in place as it is and is not limited to the first 7 years.  A study of the new fields on the North Slope show how time consuming and difficult it is to bring fields on line and as such you need the GRE to be effective throughout the life of the field.  The monetizing of the EIC will serve to continue to encourage new entrants with new ideas to come to the North Slope.  

The fact is the North Slope is remote, cold, expensive, with tremendous regulatory issues and SB 21 is needed or Alaska will not be considered competitive with the rest of the world. It is next to impossible to convince a substantial company to come to the North Slope to develop new fields when the states own  experts rate the state of Alaska worse than Kazakhstan for new field development. It is important to note that by supporting SB 21 as a new entrant we are actually helping the state's fiscal position.  We are walking away from the cash reimbursement from the state of the LCF and QCE, so that we can have a stable tax regime.  At the end of the day the state has only upside with regard to the new field portion of SB 21. 

We do think SB 21 simplifies the tax code, we think it is fair to Alaskans, that it is durable and that it makes Alaska competitive.  I believe that you need all parts of SB 21 for the state to be successful.  The state needs the legacy field provisions of SB 21 to pass so that the fields like Prudhoe  Bay and KRU can provide quick immediate barrels into TAPS and keep the transportation costs on TAPS from increasing.  

The state also desperately needs SB 21 to pass so that new entrants will be encouraged to come to the NS and invest, this is the future of the North Slope.  Currently 92% of all production from the North Slope comes from 2 operators, I know of no other significant petroleum province in the world that has this fact set.  As a comparison the top 20 operators in Permian make up 47% of the basins production and when I asked our research guys how many make up 92%, I was told that the number was so high that it would take a tremendous amount of time to figure that out.    On the North Slope the top two operators drilled 86% of all of the wells in the basin, in the Permian Basin the top 20 operators make up 35% of all wells drilled.  

None of this is the operators fault they are doing their job, but it does show that there is a desperate need for more players on the North Slope and in order to have any impact this change needs to be done now.  As an example from the time we started working on O3 until the first production came out of the field it took 10 years, so as you can see something needs to be done right now.  

Further evidence of the North Slope not being competitive can be found within its leasesales.  Since we made our first bid in Alaska in 2001, a very successful sale would be one that is considered to bring in around $10MM with around 6 successful bidders, compare this against the GOM sales that have more bidders and as an example on the last Central GOM sale had one tract that brought in $157MM  that one tract being well in excess of the last 10 state North Slope Leasesales.  This is evidence of a system that needs fixing.

So enough about the negative news.  The good news is I can tell you from the perspective of the company that brought Pioneer, ENI and Repsol to the North Slope that there are a lot of companies that would desperately like to do business on the North Slope but they have shied away because of the ACES tax system.  To be sure the costs concern them and I believe we need to work hard to streamline the permitting of projects on the North Slope, but I believe the primary thing that keeps them away is the current ACES tax system.  

SB 21 is a huge step in the right direction to getting new entrants on the North Slope as well as getting production from new fields up and running, increasing the life of TAPS and providing high paying jobs for Alaskans in the process.  There is an incredible step function change in our industry that is going on right before our eyes and if Alaska doesn't make the changes provided for in the Governor's bill this revolution has the potential to pass over Alaska.    So these are my thoughts, but I would really like to talk about this with all of you.  This is an amazing time in our business and I want to make certain that you guys ask any question at all that you feel should be discussed.  I love this business and think that is the best way to get the heart of the discussion so please ask me any questions you want about taxes, permitting, potential of the North Slope (it is huge)  or anything else you want to talk about.
