HOUSE FI NANCE COWM TTEE
January 27, 2004
2:51 P.M

TAPE HFC 04 - 13, Side A
TAPE HFC 04 - 13, Side B

CALL TO ORDER

Co-Chair WIllianms called the House Finance Commttee neeting
to order at 2:51 P. M

VEMBERS PRESENT

Representative John Harris, Co-Chair
Representative Bill WIlIlianms, Co-Chair
Representative Kevin Meyer, Vice-Chair
Representative M ke Chenaul t
Representative Eric Croft

Representati ve Hugh Fate
Representative Ri chard Foster
Representative M ke Hawker

Represent ati ve Reggi e Joul e
Representative Carl Mses
Representative Bill Stoltze

VEMBERS ABSENT

None
ALSO PRESENT

Wl liam Corbus, Comm ssioner, Departnent of Revenue; Tom
Boutin, Deputy Conm ssioner, Departnent of Revenue; Brett
Fried, Econom st, Tax Division, Departnent of Revenue

PRESENT VI A TELECONFERENCE

Chuck Logsdon, Chief Petroleum Econom st, Tax D vision,
Departnent of Revenue, Anchorage

GENERAL SUBJECT(S) :

Departnent of Revenue
Q1 Price Projections

The follow ng overview was taken in |log note format. Tapes
and handouts wll be on file wth the House Finance
Comm ttee through the 23rd Legislative Session, contact 465-
2156. After the 23rd Legislative Session they wll be
avai l abl e through the Legislative Library at 465-3808.
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DI SCUSSI ON

TAPE HFC 04 - 13, SIDE A

000

Co-Chair Harris

Convened t he House Finance Conmittee
neeting at 2:51 p.m in order to discuss
t he Departnent of Revenue's oil price
proj ecti ons.

Depart nent of Revenue

Q1 Price Projections

048

W LLI AM CORBUS
COW SSI ONER
DEPARTMENT OF
REVENUE

Provided the Commttee with a handout:
"ANS Spot Price and Forecast Prices Fal
2003 & January NYMEX Future Inplied" &
the "Al aska Departnment of Revenue Tax

Di vi sion Source Book". (Copy on File).
He stated that the price of oil on

1/ 26/ 04 was $43.44. The price of gas was
$5.71 per mllion BTU. He introduced
Deputy Conmi ssioner Tom Boutin and Brett
Fried, Econom st.

150

Conmm ssi oner Cor bus

Stated that the revenue forecast was
prepared | ast fall and nade public on
Decenber 12th, 2003. For FY04, it is
estimated that the price of oil will be
at $27.50; FY0O5 estinmated at $24. 65;
FY06- FY15 estimated at $22 per barrel,
which is at the |l ow end of the

Organi zati on of Petrol eum Exporting
Countries (OPEC) price range. Production
forecast estimates a nodest increase in
dai |y production between 2004-2007 to
978.0 thousand barrels per day.

400

Conmm ssi oner Cor bus

Conti nued, in 2011, about 20% of the
production of oil will cone from
identified reserves but not yet devel oped
reserves.

447

Comm ssi oner Cor bus

According to the revenue picture, for
FY0O4 revenues are estimated at $2.2
billion dollars. That nunber conpares to
$1.946 billion dollars for FY03. For
FYO5, it is estimated that oil revenues
will be $1.427 billion dollars. Excluded
fromthe FYO5 estimte are any revenue
enhancenents that the Governor may
propose. He estimated the Constitutional
Budget Reserve (CBR) wll run out in My
2007.

547

Comm ssi oner Cor bus

The maj or change in fall forecast is
potential production from new sources
including Central North Sl ope, Beaufort
Sea, NPRA, & ANVR

628

CHUCK LOGSDQON, CHI EF
PETRCLEUM ECONOM ST,
DEPARTMENT OF
REVENUE

Ref erenced t he Revenue Sources Book, and
chart "ANS Spot Price and Forecasted
Prices Fall 2003." He nmentioned the oi
price alternatives. Page 1 of the ANS
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Spot Price provides a "snap shoot" of the
closing futures prices on the New York
exchange on 1/27/04. 1n 1995, there was
a lot of volatility. Between 1995 and
2000, there was an average around $17
dollars per barrel and the crash of 1999
@ $12 dollars per barrel. Since 1999,
the chart indicates that the price has
aver aged over $20 dollars per barrel.

The State is doing better.

913 | M. Logsdon

D scussed OPEC actively nmanaging a price
band between $22 & $28. There have been
8 or 9 quota changes, which resulted from
an agreenent in 1999 to get the price
novi ng again. Since 2000, there have
been concerns with the uncertainty about
political stability inlrag. Ilraqis
currently producing about 2 mllion
barrels a day. The third big factor in
this decade is the economc growh in
China. By next year, China wll have
sur passed Japan in petrol eum consunpti on.

1044 | M. Logsdon

He provided information regarding the
peak and decline of very |arge oi

reserve discovered during the 1970's.

M. Logsdon outlined the fundanentals in
preparing price forecast. The demand has
been far nore robust than was
anticipated. The economic growth in the
US. cane in strong in the 3rd quarter
and acconpanyi ng that was the oi
consunption in China. Also, the past
nont h has been very cold weat her on East
Coast creating a stronger than expected
demand growt h. OPEC offered to cut their
quota as of Novenber 1st, 2003 outside of
Irag. Actual production fell and is now
back up.

1256 | M. Logsdon

Stated that Iraqg is back up at 2 mllion
barrels per day. They are having trouble
getting oil out of their northern fields.
They are unable to ship through pipeline
they normally use through Turkey to the
Medi terranean. OPEC will neet on Feb. 10
to discuss quota, keeping the price

bet ween $22-28 dollars per barrel - they
have been outside that range since

Oct ober.

1421 | M. Logsdon

Since m d-Decenber, the supply has been

out wei ghing the demand. In the US., we
are still at the lowest inventory |evels
we have ever been.

1509 | M. Logsdon

Commented that currently, the US. is
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wat chi ng:

* d obal economic growth

* U S. currency deflation

* OPEC s production decisions

* lrag and the stabilization there

1628

M . Logsdon

Russia and West Africa are two of the big
areas that have had rapid expansion.
Russia is increasing their production by
approxi mately 10% a year for the past
three years. It is expected that West
Africa is going to be one of biggest
producers in world next year. It is
anticipated that oil could be as high as
$30 doll ar per barrel this year depending
on what OPEC does and the transition

bet ween heating and notor fuel tax.

1811

M. Logsdon

Spoke to the success of OPEC insuring a
price between $22 to $28 doll ars per
barrel. Last week, BP raised it price
assunption from $16 to $20 per barrel for
ANS oil.

1920

M. Logsdon

Comment ed on production. Referenced the
chart on Page 2, indicating a drop in
production. From 1995 to 2000, averaging
the drop was at about 8% a year. That
has now changed because of the new fields
and production in heavy oil. Forecasting
a slight decline over the next ten years
around 1%

2035

M. Logsdon

Ref erenced Page 3,the actual and
forecasted revenue from 1995 to 2000,
with the lower oil prices and higher
production. As a result, prices went up
in 2000 after the crash in 1999.
Currently, the prices are heading down to
the $2 billion dollars per year mark. He
suggested that the next plateau revenue
could be $1.5 billion and the slide down
| ower than that in the next decade.

2240

M. Logsdon

Ref erenced Page 4 of the handout, the
US. Cude Gl Stocks. The chart hel ps
interpret the price forecast. The shaded
area is the average range of U S. crude
oil stock for the last 15 years. Right
now, there are sone of the |owest crude
oi | stocks since 1973 as tracked by the
Depart ment of Energy. \When that

i nventory nunber noves up, the State can
expect oil prices to begin to weaken.

2402

M. Logsdon

Peopl e are holding | ow inventories, which
means that demand stays up and supplies
are not sufficient, it keeps cash prices
hi gh. Once the inventory nunbers come up
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that is a clue to start selling, which is
what OPEC fears.

2448

M . Logsdon

Ref erenced the chart that shows "ot her
revenues" for the FYO4/FY05 era with a
relatively constant non-oil conponent
around $300 million dollars per year.

M . Logsdon concluded his briefing on the
oi |l prices.

2536

TOM BOQUTI N, DEPUTY
COW SSI ONER
DEPARTMENT OF
REVENUE

Understood that the Commttee wanted

i nformati on on the background of the

| nvest nent Loss Trust Fund, the

suppl enental benefits system guarant eed

i nvestment contract in the anount of
about $132 nmillion dollars taken over by
the State of California regulators in
1991. AS 37.14.300 established the

i nvestnment |oss trust fund by borrow ng
$138 mllion dollars. The State has now
received from paynents back, $137 million
dollars fromthe investnent settlenents
plus a third party out of court.
Additionally, $36 million dollars. The

i nvestnment |loss trust fund has a cash

bal ance of about $6.45 mllion dollars
current bal ance sone of which has been
appropriated. Sone of the noney has been
invested in a short-term pool - treasury
bill.

2657

M. Boutin

Conti nued i ndicating the noney
investnments. The index is a 90-day T-
bill. He inquired if nore specifics were
needed.

2741

Co-Chair Harris

Asked if there was about $1 million
dollars left in that fund that has not
been earmarked. M. Boutin responded
that was correct and of the $6 mllion
dollars, $4.739 mllion has been
appropri ated but not spent. $1.606 is a
reserve that is required. Departnent of
Adm ni stration provides the liability

si de of the bal ance sheet and that
Departent is responsible for |ooking
after that.

2838

Representative Fate

Noted that the report has indicated that
OPEC is in a quandary to get the price
back to the $20 paraneter. He questioned
if that was possible and what woul d be
the prognosis for the LNG in the next
five years & the price of oil.

2942

M. Logsdon

Responded that LNG the issue revol ved
around supplying the North American

mar ket as the price of gas is higher than
the rest of the world. Wth the use of
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natural gas as the nost efficient way to
generate electricity and the demand for
electricity tends to soar, the utility
mar ket will absorb much of the LNG To
date, there has not been a breakthrough
of the use of oil. He admitted that
there is potential for conpetition.

3115

M.

Logsdon

OPEC has cut into the projection. Saudi
Arabi a has decided to accept | ower narket
share for prices. It is as lowas it has
been since 1986. There is a mgjor
difference now. Then the Saudi s had
fallen to less than 300 mllion barrels a
day; today they are producing well over 8
mllion barrels a day. The market is
noving forward at a rigorous pace. He
spoke to the dollar inflation.

3246

M .

Logsdon

He clainmed that they woul d keep
production about where it is. \Wether or
not there wll need to be a correction
made for the short-termoil production is
a wait and see what happens. That w |
happen in March & April.

3332

Representati ve Fate

Ref erenced NPRA as a source of revenue
and inpact in the future. He asked if
consi deration had been nmade to the
percentage that the State will receive
given the inpact litigation settlenents.

3353

M.

Logsdon

Stated that they have not done that. The
State is assum ng that under the current
negoti ati ons, 50% of any given royalties
will come to the State and the production
wll be subject to the severance tax.

3449

Vice Chair

Meyer

Commented on the lunch with the Al aska
Ol and Gas Association. The theme was
that in order to increase oil production
and investing in the State of Al aska,
there would need to be a stable tax rate.
Addi tionally, recommended not "nessing"
with the ELF forrmula. He thought ELF was
successful. He asked as nore production
conmes fromthe snmaller fields, has that
been factored into the revenue forecast.

3556

M.

Logsdon

Responded that the forecast before the
Comm ttee does make a projection of what
the ELF will be for each field going into
the future. Because nuch of the expected
production will be fromfields with ol der
ELFS, it has been factored at a

per cent age of severance tax into the
future

3650

Representati ve
Hawker

Comment ed on the short-termprice
prospects. He asked about the | onger-
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termprofile of $22 dollar per barrel.
He noted that historically, the industry
has predicted nore conservative nunbers
than the State for the revenue forecast.

3760

M. Logsdon

Advi sed that at present tine there is a
process in place to |l ook at the |ong-term
nunber once a year in the fall. M.
Logsdon was confortable with $22 dol | ar
per barrel for this year and that high
prices often result in a correction.
There are opportunities and comm tnents
made to start spending if it is projected
too high and then there is a correction,
many problens result. There can be
"robust" oil prices for a while. At this
time, there is no decision to change the
proj ected "$22" dollars per barrel price.

4025

Vice Chair Meyer

Fol |l owed up on the comments nade by
Represent ati ve Hawker. He asked how
Al aska's price conpared to other
countries prices for capital dollars.

4056

M . Logsdon

For devel opnents on shore, our cost
structures are fairly conpetitive. One
of the big concerns is that Alaska is
viewed as a "mature" oil province. The
price is probably smaller for a given
dollar outlay in Alaska. The opportunity
for the big "bonanza" could be nore
exciting in other places.

4359

Co-Chair Harris

Comment ed that ot her countries have a
reserve tax. He noted that Al aska does
not have that. Co-Chair Harris asked
what ot her countries do in that respect.

4450

M. Logsdon

Did not know about those agreenents. He
t hought that only Texas had that at the
local level. He did not think it was
common. He offered to | ook into that and
provi de that information.

4550

Co-Chair Harris

Suggested that if other countries are
doing that and we are not, it could be
better for our econony.

4618

Representati ve
Hawker

Comment ed on the short and |ong term
prices. He referenced Page 44 fromthe
2003 Revenue Source Book.

TAPE HFC 04 - 13, Side B

4653

Representati ve
Hawker

Asked about the variable the nunber

provi ded by Departnent of Revenue. He
enphasi zed the “sensitivity” of that
nunber. He stressed that these are "real
noney" nunbers. A small change in the
price of oil can have a significant
effect on the nunbers of the budget
situation. He reiterated how estinmates
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affect the | egislative budget process.

4419

Representati ve
Hawker

Questioned if the State was being too
conservation wth the nunbers being used.

4353

M . Logsdon

Expl ai ned that the forecast is a group
process and attenpts to arrive at a
consensus. He asked that Comm ssi oner
Cor bus answer the question as there is a
policy consideration.

4301

Comm ssi oner Cor bus

Noted that there is a group of 15 people
that participate in these negotiations.
They attenpt to nmake the best judgnent
and conclusion toward a nore conservative
si de.

4200

Representati ve
Hawker

Comment ed on the group neetings at
predictable intervals. He asked if they
shoul d be considering the input variable
in the budgeting process before the next
nmeeting or should the variable be used
that was provided fromthe fall neeting.

4107

Conmm ssi oner Cor bus

Reconmmended taki ng the variabl e provided
in the fall forecast and operate fromit.

4045

Representati ve
Hawker

Stated that he was not confortable
accepting that as fixed point of
r ef erence.

4004

Co-Chair Harris

ADJ OQURNVENT
The neeting was adjourned at 3:47 P.M
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