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ACTI ON NARRATI VE
COCHAIR JAY RAMRAS called the House Resources Standing

Commttee neeting to order at 2:09:31 PM Representatives
Sanuel s, Ranras, Seaton, LeDoux, Crawford, and Gatto.

CONFI RVATI ON HEARI N S)

Board of Gane

CO CHAIR SAMJELS announced that the first order of business
would be the confirmation hearing for Paul C. Johnson to the
Board of Gane.

PAUL C. JOHNSON, Appointee to the Board of Ganme, inforned the
commttee of his background, including that he has resided in
Unal akl eet for the majority of his life. He explained that his
famly nmoved to Unal akleet in 1964 because of the value they
pl aced on higher education. Comng from a famly wth 12
siblings, M. Johnson said that he understands the inportance of
hunting and gathering wild game and fish, which his famly

relied upon for years. Wth regard to formal education, M.
Johnson informed the conmittee that he attended four years of
col |l ege, although he doesn't have a degree. He related that
currently he is a small boat crab fisherman in Norton Sound. In
fact, he said he has fished since he was 17 years old. He
further related that he has served on several civic

organi zations and is «currently a class A assistant quide.
During the formation of the community devel opnment quota (CDQ
groups and the Norton Sound Econom c Devel opnment Corporation,
M. Johnson was the president of the [Norton Sound Econom c
Devel opnent Corporation] for a little over a year. Fol | owi ng
that, M. Johnson noted that he worked as the chief executive
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of ficer of the Unal akleet Native Corporation for 10-11 years.
During those years, he said he was integral in working with the
local tribe, the city, and the [Unal akleet Native Corporation]
to solve and address conmunity problens. He opined that his
work experience and serving on the Southern Norton Sound
Advi sory Community Council have provided a fair understandi ng of

the makeup of the state. In fact, he said having testified
before the Board of Game has provided him a fair understanding
of issues and how the board works. As illustrated by the

af orenenti oned, M. Johnson stated that he isn't a stranger to
public service locally and although he said he wasn't sure why,
he said he |looks forward to serving the state. He expressed the
hope that he could bring his personal experiences and comon
sense to managi ng the state's resources.

2:13:48 PM

CO CHAIR SAMUELS inquired as to M. Johnson's general thoughts
with regard to predator control.

MR.  JOHNSON opined that predator control is necessary when
warranted by the situation and the facts of a particular region.
He related that he is well aware of the inpacts of predators on
ganme, particularly with regard to noose and caribou in the
Unal akl eet region.

2:14: 37 PM

CO CHAIR SAMUELS inquired as to the other significant itens that
the Board of Gane will face over the next several years.

MR. JOHNSON said that beyond predator control he was not sure.
He related that he would take each issue individually and weigh
the facts of the issue and the needs of the region inpacted to
make a good deci sion.

2:15:17 PM

VIR L UWHENOUR related that he is a resident of North Pole,
and has known M. Johnson when he was involved with the Board of
Fisheries regarding the crab and herring fisheries in Norton
Sound. M. Umphenour concluded by noting his support for M.
Johnson's confirmation.

2:16: 16 PM
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CO CHAI R RAMRAS noved to advance the nane of Paul C. Johnson, as
Appointee to the Board of Gane, to the joint session for
consideration. Hearing no objection, it was so ordered.

HB 498- TAX CREDI TS NONCONVENTI ONAL O L/ GAS

CO CHAI R SAMUELS announced that the next order of business would
be HOUSE BILL NO 498, "An Act authorizing tax credits against
the production tax on oil and gas for qualified expenditures for
chal l enged or nonconventional oil or gas and for qualified
expenditures for nonconventional or renewable energy resources;
giving the Act contingent effect; and providing for an effective
date. " [Before the <conmttee is +the proposed conmttee
substitute (CS) for HB 498, Version 24-1LS1817\L, Chenoweth
4/ 20/ 06. ]

CO CHAIR SAMJELS remnded the conmmttee that [at the |ast
heari ng] several of the large itens were brought out. W t hout
going into the specific |anguage of Version L, he expressed the
need to have a sense as to how the conmttee would like this
| egislation to [be changed] in order that he can work with the
sponsor and the admnistration's staff to craft a conmttee
substitute for the committee' s consideration.

2:18: 20 PM

REPRESENTATI VE GATTO referred to page 5, lines 20-31, of Version
L and highlighted that it doesn't include nuclear energy.

CO CHAIR SAMUELS related his understanding that there will be a
nmotion to delete that entire [subsection] of Version L. He
related his further understanding that there isn't a lot of
willpower to offer these credits only to oil conpanies to do
t hese types of projects.

2:19: 28 PM

CO- CHAIR SAMJELS then began reviewing his list of concerns,
beginning with credits for research and devel opnent. He related
his concern with regard to how research and devel opnent wll be
audited, even if it's perforned in the state. Furt her nore,
research and devel opnent credits may or may not lead to the
devel opnment of heavy oil, which is the intent of this

| egi sl ati on.

REPRESENTATI VE GATTO, regarding the aforenentioned concern
related his concern with use of the word "or" on page 2, lines
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25-27. “If you put 'or' in, then research ... is wide open if
it doesn't | ead to devel opnent," he opined.

CO CHAI R SAMUELS noted his agreenent and indicated the desire to
elimnate any credit on any research and devel opnent work that
the i ndustry may do.

REPRESENTATI VE SEATON noted his agreenent, adding that this
research and developnent is really research and devel opnent of
t echni ques not devel opnent of a field.

2:21: 00 PM
REPRESENTATI VE CRAWFORD al so noted his agreenent.

REPRESENTATI VE  NORMAN  ROKEBERG Al aska State Legislature,
sponsor, opined then that the conmttee's desire is to broaden
the application of this |egislation.

CO CHAIR SAMUELS related his view that if a devel opnent credit
is to be offered, it should be based on field geography. He
opined that it will be difficult for the state to link research
activity directly to [devel opnment in] Al aska.

REPRESENTATI VE ROKEBERG said he has no problem with that because
it provides direction and a foundation for the remai nder of the
| egi sl ati on. He assunmed then that HB 498 could duplicate the
provisions in HB 488 for inplenenting and auditing those
credits.

CO CHAIR SAMJELS said, "I would assune that that |anguage would
be identical, it would just be another credit for a specific
area at a specific depth.”

2:23:19 PM

CO- CHAIR SAMUELS then turned the commttee's attention to the
rate of the credit depending on the proposed production profits
tax (PPT). He indicated that until final action on HB 488 or SB
305 occurs, it would be difficult to reach consensus on this
i ssue.

REPRESENTATI VE ROKEBERG opined that clearly the rate of the
credit has to be related to the baseline in the primry
| egi slation [HB 488/ SB 305]. For example, if HB 488 or SB 305
had a 25 percent credit, then it would be appropriate to |ower
the credit in HB 498.
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2:24:40 PM

ROBYNN W LSON, Director, Tax Division, Departnent of Revenue,
surm sed that if the PPT rate is 20 percent and the credit rate
proposed in HB 498 is 15 percent, then the total credit would be
35 percent. Therefore, she suggested that HB 498 could be
drafted such that the credit rate is equal to 35 percent |ess
the credit rate in the specified section [of statute as
specified in HB 488 or SB 305].

CO-CHAIR SAMUELS then turned to the matter of how to detern ne

what heavy oil is. He recalled that at yesterday's neeting, the
commttee cane to consensus with regard to namng the specific
areas that are currently heavy oil areas. The depart nent

i ndi cated agreement with the aforenentioned notion. However, he
recalled that the debate was in regard to the future when there
is the desire to add a new area and whether it would be the
| egislature or the comm ssioner that would approve such an
addi ti on. He acknow edged that there are pros and cons to both
pat hs.

2:27:35 PM

REPRESENTATI VE ROKEBERG nentioned that M. Van Dyke had issued a
menor andum whi ch nay be appropriate for the conmittee to have.

CO CHAIR SAMIJELS said the commttee could work wth DNR to
determ ne the current areas of heavy oil to be specified in the
| egi sl ati on.

REPRESENTATI VE SEATON said he didn't view this as a crucial
deci sion that needs to be nmade by the comm ssioner at a certain

poi nt .. Rat her, he opined, that due to the long lead tine
required for these projects, the industry should have tine to
approach the |egislature. He highlighted that one of the
devel opnents will be $2 billion, which anmounts to $300 mllion

in credits. The aforenentioned determnation is of a size that
shoul d come before the |egislature, he suggested.

2:29:27 PM

M5. WLSON, in response to Co-Chair Samuels, opined that if the
conmi ssioner were given enough guidelines and criteria, the

confort |evel increases. She noted her concern with |anguage
such as "the commi ssioner shal | determ ne"”  without t he
appropriate criteria upon which to make such a judgnent. She

HOUSE RES COW TTEE -7- April 21, 2006



then related her belief that DNR woul d be the appropriate agency
to determ ne what fornmations are heavy oil.

BILL VAN DYKE, Acting Drector, Dvision of Gl and Gas,
Departnment of Natural Resources, said that he is fairly
confortable leaving the decision [whether to add an area as a
heavy oil areal] with the admnistration. He nentioned that the
decision could be reported to the Legislative Budget and Audit
Comm ttee, whi ch S currently t he case for royalty
nodi fi cati ons.

2:31:43 PM

REPRESENTATI VE CRAWFORD, referring to the proposed definitions
and guidelines for heavy oil, pointed out that it refers to an
American Petroleum Institute (API) gravity of 22 while the
| egi sl ation specifies an APl gravity of 25. He inquired as to
the pros and cons of either APl gravity. He related his
understanding that in other instances of challenged oil the
[state] has the ability to apply for royalty relief. He asked
if this legislation would be in addition to royalty relief.

VR. VAN DYKE said there is no single definition for

chal | enged/ vi scous oil. However, he pointed out that the United
States Geol ogical Survey (USGS) uses an APl gravity of 22 as a
standard for heavy/viscous oil. He nentioned that the gl ossary

of terns related to the PPT includes a definition for heavy oil
with the standard of 20 APl gravity. The staff at DNR feel nore
confortable with the standard of an APl gravity of 22. Wth
regard to royalty nodifications, royalty nodifications could be
granted on top of these proposed credits. "But certainly when
we do the economic analysis, we wll take into consideration
that the project was earning tax credits in the economc
eval uation," he said.

CO- CHAI R SAMUELS rel ated his understanding that the only royalty
relief the state has granted was the recent Pioneer royalty
relief at Uguruk, although it wasn't for heavy oil by
definition. The program he commented, is relatively new

2:34: 37 PM
MR. VAN DYKE said that Co-Chair Sanuels is correct under the
traditional royalty nodifications, although he noted that there

are mechanical royalty nodifications for Cook Inlet that are
based on production rates per platform Again, he agreed wth
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Co-Chair Sanuels that the Pioneer request was granted on the
basis of lowrate wells.

REPRESENTATI VE ROKEBERG recalled his time as chair of the House
Special Commttee on Gl and Gas in 1995 when he had the
privilege of wrking on legislation that was a rewite of
statute that included the ability for the comm ssioner to grant

royalty relief to marginal oil fields. He opined that the
Senate made the statute unworkable and unintelligible, such that
the only grant requested wasn't granted. Representati ve

Rokeberg cautioned the commttee with regard to providing the
commi ssioner discretion in granting these credits because the
credits aren't always granted. He then related his belief that
the conm ssioner of DNR, due to his/her conpetency with regard
to geol ogy, should nake the reconmendati on.

2: 38: 50 PM

CO CHAIR SAMIJELS posed a scenario in which the |legislation
provides the discretion to the conmssioner, but specifies
parameters such as a specific APl gravity.

REPRESENTATI VE SEATON referred to the second paragraph of page 2
of M. Van Dyke's coments regarding proposed definitions and
gui del i nes. That paragraph says: "The comm ssioner nmay grant
credits for challenged oil produced fromthe areas excluded from
eligibility in the definition (i.e.,#1) above for challenged oil

if that oil is produced using enhanced oil recovery techniques
or other approved non-conventional recovery and production
met hods ...." Therefore, it would seem that the applicability

could be for anything the conm ssioner approves with such a
definition. He opined that [the |legislature] hasn't had trouble
getting credits through.

2:40: 43 PM
REPRESENTATI VE ROKEBERG pointed out that M. Van Dyke nade

recommendations regarding the identification of areas and units
simlar to those identified by the oil producers, including the

exclusion of drill sites 1C, 1D, 1E, and 1J of the Wst Sak
formation as well as drill site S in Schrader Bluff. He
inquired as to why the aforementioned drill sites should be
excl uded.

MR. VAN DYKE explained that his exclusion listed in item one
under the first definition of challenged oil would exclude areas
where projects are well underway and will occur with or wthout
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these credits. He opined that it probably isn't necessary to
grant credits in areas and formations where there is a core area
within a viscous reservoir that is already producing today and
prom ses nore developnent in the future. However, he opined
that it's necessary to consider credits outside of the core
areas and in formations such as Ugnu where there is no regular

production today and the oil is very viscous. Therefore, the
first definition attenpts to carve out the "sweet spots" under
devel opnent today. He related his belief that it would nake

sense to grant credits for enhanced oil recovery in the sweet
spots and credits for devel opnent outside of the sweet spots in
t he reservoirs.

2:43: 11 PM

CO- CHAI R SAMJUELS commented that the commttee can work with DNR
as the legislation is drafted.

REPRESENTATI VE SEATON recalled discussions with regard to the
PPT when the DNR comm ssioner related his belief that the
| egislature wouldn't want to place big noney decisions, wth
regard to the buybacks, on the comm ssioner. The conm ssi oner
has seened to indicate that such considerations should be |eft
to the |l egislature.

REPRESENTATI VE ROKEBERG opined that if by definition particular
areas should be specified, then the only discretion conmes about
for new areas applying for consideration. Therefore, he opined
that the conm ssioner should be able to do nmake such deci sions
if sufficient guidelines are in place.

2:44:56 PM

M5. WLSON highlighted the inportance of specifying the process
and approval iif the conm ssioner is given the discretion to
certify an area as heavy oil.

CO CHAI R SAMUELS asked if the concern is that a devel oper won't
know whet her there's heavy oil until the first exploratory well
is drilled in a new area. He recalled that testinmony from the
engi neers related that there is sonme knowl edge as to whether an
area has heavy oil, although nothing is certain until the first
well is drilled.

M5. WLSON, referring to page 2, explained that the credit is
envi sioned for exploration. Therefore, once an area 1is
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identified as a potential target, the question of timng should
be specifi ed.

CO-CHAIR SAMUELS said he would talk to the comm ssi oner of DOR

who recomended not | eaving such determnations to the
di scretion of the conm ssioner. As far as identifying the
current areas, he announced that he was available to work with
anyone interested, including the industry, to develop the

| anguage. Co-Chair Sanuels then recalled that the rate floating
with the price is of a concern for Representative Craw ord. He
also recalled that there was a question as to whether the
credits are transferable.

2:48: 18 PM

REPRESENTATI VE ROKEBERG related his understanding that the
consensus was to not nake the credits transferable.

REPRESENTATI VE SEATON suggested that if [the notion is to allow
credits] for exploration, then they need to be transferable.
However, if the exploratory aspect is elimnated, then the
transferability isn't of concern. "But if we are |eaving
exploratory stuff in, we don't want to cut out all the small
guys that don't have big production going, and saying this is
only for the big guys," he said.

REPRESENTATI VE ROKEBERG noted his di sagreenent. He opi ned that

the assunption is that the mgjority of this wll inpact the
| ar ger producers. The issue is whether the snmaller
producers/explorers have the cash flow to offset [the
devel opnent]. "If we just neke it a standard on that issue that
they have to have, before they can take any credit, | think
that's okay," he said. He related his wunderstanding that
Representative Seaton is suggesting that it should Dbe

li beralized and transferable.

REPRESENTATI VE SEATON related his disagreenent. He clarified
that if the exploratory part is included, it would need to be
transferabl e because explorers aren't necessarily | ar ge
entities.

REPRESENTATI VE ROKEBERG sai d he doesn' t under st and
Representative Seaton's | ogic.

CO CHAIR SAMUELS interjected that two separate issues are being

di scussed. He related his understanding that the consensus at
the prior hearing was to nake the credit nontransferable. Wth
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regard to the exploration, the question was whether to have
anot her 15 percent exploration credit "because this doesn't say
heavy oil on that line." Therefore, the aforenentioned was
going to be elimnated because it referred to the devel opnent of
heavy oil whereas for exploration one wouldn't know whether the
exploration is for heavy oil or not. He then inquired as to how
it would be determned that an exploration expense is |ooking
for heavy oil when, by definition, exploration is occurring. He
rem nded the commttee that for a wildcatter, the .185 credits
are up to about 60 percent in the PPT.

2:50: 55 PM

REPRESENTATI VE ROKEBERG hi ghlighted that it's known that Chevron
has a heavy oil prospect south of the Kuparuk River Unit. The
af orenentioned site/area isn't included in the |ist because it's
a prospect at this point. Therefore, he questioned why

addi ti onal heavy oil exploration should be di scouraged.

CO CHAI R SAMUELS inquired as to how to differentiate between al
exploration and exploration for heavy oil.

REPRESENTATI VE ROKEBERG replied, "W could nake it a delayed

effect. They'd have to prove-up and ... neet the standards and
guidelines ... because that would be outside the area of naned
area. " He related that the conpany <could turn in a

retrospective application, which is not uncomon.

M5. WLSON related her understanding that to give credit for
heavy oil exploration seens to assune that the purpose is heavy

oil, which doesn't mnake sense. She preferred there [to be a
credit] for all exploration or no exploration rather than trying
to prove. She expressed concern with the intention and the

primary purpose.
2:53: 25 PM

CO- CHAIR SAMUELS inquired as to the conpany's perspective and
how it goes about exploring heavy oil.

M CHAEL HURLEY, ConocoPhillips Alaska, Inc., explained that
oftentimes when a conpany sets out to explore it's |ooking for
whatever oil it can find. He specified that often all that the

conpany has is seismc data and other data that wll indicate
that hydrocarbons wll be in a particular area. However,
nothing is guaranteed until drilling takes place. Still, in

areas that are relatively shallow and close to the perma frost,
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one can expect it to be relatively viscous oil. Again, drilling
offers the only know edge as to what type of oil is actually
present .

CO- CHAI R SAMUELS posed a scenari o under which Conoco explored in
a new area and found sonething that it thought would be heavy

oil. After drilling and finding it to be heavy oil, Conoco
would apply for the area to be included in the heavy oil tax
credit. In such a scenario, he questioned how nuch of the tota

cost of exploration would Conoco have already expended to that
poi nt .

MR. HURLEY answered that it would be a relatively small anount.
Devel oping a heavy oil resource includes a lot of expense for

devel opnent wel | s. For the first exploration well, depending
upon the nearest infrastructure, the cost anobunts to about $10-
$30 mllion. Wth regard to developnent of that well, the

additional developnent wells and the construction of the
facilities are where the cost |ies.

MR. HURLEY, in response to Representative Rokeberg, noted his
agreenent that when a conpany drills shallower areas, it's
likely to be viscous oil because of the nature of the crude and
the proximty to the permafrost.

REPRESENTATI VE ROKEBERG interjected that if it's light oil per
t he gui delines, then the conmpany wouldn't receive the credit.

CO CHAIR SAMIJELS surmised that a snmall anmount of noney was
expended to find this heavy oil, while developnment of it
requires a |large anount of noney. Therefore, once the heavy oil
is found, the conpany can approach the appropriate entity to
request the credits proposed in HB 498. Co- Chair Sanuel s
suggested that the policy call is whether to do the
af orenentioned or only [allow the credit] for devel opnment.

2:58:12 PM

REPRESENTATI VE ROKEBERG comrent ed that Representative Seaton has
a good point if there is trouble identifying the heavy oil or
the conpany runs into | enses of heavy oil during drilling, which
he suggested is the nore common occurrence. He then returned to
the case in which a conpany would attenpt to produce heavy oil
from the beginning, which would result in the construction of
the |l acking infrastructure.
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CO CHAIR SAMUELS reiterated that devel opment would still be the
| ar ge expense.

2:59:22 PM

REPRESENTATI VE SEATON clarified that his problem is in a
situation in which a conpany explores for gas and finds a little
heavy oil and thus can receive the additional 15 percent tax
credit.

REPRESENTATI VE ROKEBERG said he doesn't disagree with that |ine
of t hi nking.

CO CHAIR SAMUELS opined that if nost of the noney [expended] is
in the developnent, he didn't mnd having a credit for it.
However, he expressed concern with regard to the possibility of
a conpany going back and forth depending upon what is found in
the well. He highlighted that there are already exploration tax
credits on the books and incentivizing it separately would seem
to be an entirely separate policy.

3:00:18 PM

REPRESENTATI VE ROKEBERG said, "If we identify let's say West Sak
- we use the geographic definitions and the wunits ...; the
boundaries are clear by AOGCC and DNR, then there's recognition

if you were exploring the shallower depths there, are you
saying you don't get the credit for that? Like, ... you have to
di scover it first or can you discover it? That's kind of the
guestion.™

CO CHAI R SAMJELS opined that once the area is determned to be
heavy oil, then it wll be considered devel opment rather than
expl orati on. He asked that if a heavy oil field is designated,
woul d everything done in that field be considered as devel opnent
or would sone of it be considered exploration. He opined that
once the area is deternmned to be heavy oil, then the credit
woul d be received.

MR. VAN DYKE related his belief that if the definition of Wst
Sak formation within the Kuparuk River Unit is used, then any
West Sak activity would be creditable.

3:01:58 PM
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CO CHAIR SAMJELS turned to alternative energy and expressed
concern with giving the credits to the big producers and not to
ot hers.

REPRESENTATI VE = SEATON remarked that this legislation is
conplicated enough with only addressing heavy oil, and therefore
he opined that [the alternative energy provisions should be]
exci sed.

REPRESENTATI VE ROKEBERG rel ated his belief that [the alternative
energy provisions] were worth including, especially due to the
source of funds being created. However, he noted his
sensitivity to piling on [with |egislation].

3:03:25 PM

REPRESENTATI VE CRAWFCRD opined that there is a reason to do a
heavy oil credit, but there is a price at which the heavy oil
won't be developed no matter the credits avail able. There is
also a point, perhaps $50-$55 per barrel, at which all oi
beconmes economi c. [This legislation] influences the band in
between the aforenentioned and will lead to nore oil devel opnment
and oil in the pipeline. Representative Crawford said that he
didn't see a reason to provide for nore advantages after a
certain price.

3:05:40 PM

REPRESENTATI VE SEATON conmented that price prospectivity is
difficult to gauge. He related his understanding that this is
bei ng viewed sonewhat on history and thus if there was a three-
year past average price such that the credit wouldn't apply if
the average is over $50 per barrel. Therefore, if for three
years the range is $50 per barrel, the conpanies are naking
decisions based on the credit on what the nmarket is really
doi ng. At that point, the state doesn't need to pay this
proposed credit.

3:06: 31 PM

REPRESENTATI VE ROKEBERG expressed concern with review ng history
to determ ne sone predictors. The problem with that is that
currently the price has hit an all tinme record high and the
state isn't famliar with the situation and where it's headi ng.
Representative Rokeberg then related that he doesn't believe
there is any need for a floor because it's self-fulfilling.
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REPRESENTATI VES CRAWFORD AND SEATON clarified that they weren't
referring to a floor.

REPRESENTATI VE ROKEBERG then reminded the commttee that the
| egi sl ation I ncl udes a 10-year sunset . Havi ng t he
aforenentioned will result in incenting the devel opnent now and
provide the legislature the right to cone back and nake an
adjustnment. Therefore, he recommended not having a cap.

3:09:45 PM

CO CHAIR SAMUELS inquired as to whether there is a tax nechanism
that would incent [developnent] wthout placing an investor in
the position of being unsure about the econom cs.

M5. WLSON expressed concern about having the credit based on
price because it is difficult to apply it since there is the
potential for "bunmping up and down over the trigger." From a
tax admnistration point of view, a sunset in a reasonable
anount of tinme nmakes sone sense. She highlighted that had the
committee had this discussion six years ago, no one would' ve

imagined this price and the trigger would be different. It's
difficult to look into the future and specify the appropriate
cutoff. Therefore, she opined that she would support the notion

of a sunset before a price cutoff.

JEFF SPENCER, Heavy Q| Specialist, ConocoPhillips Al aska, Inc.,
remnded the commttee that these projects need to be
conpetitive with other investnent opportunities wthin each
conpany's portfolio. At a given price, say $50 per barrel, a
light oil will be nore likely to be pursued because of the |ower
operational costs, the higher recoveries and rates, and the
better price for the product. Therefore, he agreed that there
is no need to place a cap on the price as it would be very
difficult to manage and woul d increase uncertainty. |In fact, he
said he couldn't even envision how to factor that into his
econoni ¢ anal ysis of a heavy devel opnent project.

REPRESENTATI VE GATTO questioned how it would work to inplenent

an equival ency between light oil and heavy oil. He specified
that heavy oil is worth less and is nore difficult to get, and
t hus when heavy oil reaches the market the noney collected is
less than that <collected by selling crude oil. If the

difference [in value] between the two was known, as the price of
oil drops, the state would sinply get the royalty share. "
guess the question is: the equivalent value of a barrel of
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heavy, when you take away this extra cost and the |ower selling
price," he said.

3:15:12 PM

MR. SPENCER opined that such would be conplicated and difficult
to adm nister. He highlighted that the price of oil changes
wi dely within one day.

REPRESENTATI VE GATTO said the price of oil doesn't matter
because the equivalent value is going to be a specific anount
|l ess and the state will nake up the difference.

M5. WLSON noted her agreenent that it would be nore difficult

to adm nister such. She then expressed concerns with settling
on the prevailing value of all of it as well as the
differential. Ms. WIlson opined that it's not workable and

doesn't seemto justify the advantage specified.
3:17:26 PM

REPRESENTATI VE SEATON noted that M. Spencer said the difference
in cost is the only incentive that makes it nore difficult than
light oil. The legislature could say it is a certain anount per
barrel, and thus there doesn't have to be any worry about
per cent ages.

REPRESENTATI VE GATTO agreed, adding the value of the product
woul d al so be incl uded.

M5. WLSON said that if the conmttee wanted to go that way and
[ specify] the nunmber that is the cost differential, it would be
easy to adm nister. However, if the desire is to divvy up costs
and assign them to either light or heavy oil on a field-by-
field, nmonth-by-nmonth basis, it would be an auditing nightmare.

3:20:10 PM

MR. HURLEY opined that it's simlar to incenting devel opnent of
a differential type crude. The aforementioned can be
acconplished in one of two ways. The incentive can be

acconplished by providing sone credit for devel opnent costs or
by determning the differential per barrel on the product.
However, he didn't believe there would be a single nunber [that
would fit] the different fields. M. Hurley related his
understanding that the sponsor originally went with providing an
incentive on the devel opnent dollars because there would be nore
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incentive [to develop] the Ugnu field because nore devel opnent
dollars wll have to be spent. Therefore, 15 percent of
devel opment dollars will be larger at Ugnu than it would be at
West Sak, for exanple.

REPRESENTATI VE GATTO sai d:

But Ugnu has a nunber that's stuck on the nane Ugnu of
$8 and West Sak has a nunber that's nailed right into

the side of the barrel and it's called $7. Then
whoever produces it in whatever quantities, ... it's a
pretty sinple calculation that says this ... barrel
has a bounty on it and it's a $7 bounty - you get that
just by turning it over. And now it's up to you to
say, "You know what, | like that bounty, |1'm going to
produce what | can ...." You don't have to calcul ate

much; it comes out of the ground and you put it in a
wood stave barrel, we know what it's worth to us that
we have to pay ....

3:23:18 PM

MR. HURLEY noted his agreenment that the aforenentioned is a way
to do it. However, when using that method experts have to be
utilized to determ ne the correct nunber on the correct barrel

REPRESENTATI VE OLSEN opined that there is a certain appeal to
this nmethod because the credit wouldn't be given until the
product comes out of the ground.

MR. SPENCER pointed out that it will be many, many years before
Ugnu is comrercially developed. Wth regard to the proposed 10-
year sunset, M. Spencer opined that the incentive would no
| onger be avail able when Ugnu is finally devel oped. He rel ated
that it could 10 years before the first barrel is produced, and
the conpany wouldn't recover anything until nmany years |ater
under a per barrel scenario. However, if the investnment can be
made within the next 10 years, there would be an incentive to
accel erate that devel opnent.

3:25: 07 PM

REPRESENTATI VE ROKEBERG opined that the aforenentioned sounds
deceptively sinple. However, the difficulty lies in determning
the cost of the various formations and how the cost would be
assi gned. Such a nethodol ogy would cause an ongoi ng auditing
situation, which would be | abor intensive.
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REPRESENTATI VE GATTO said there could be a nunber that doesn't
sunset. Furthernore, it could be determned that after the
first 10 mllion barrels, the remaining barrels could have a
different [cost] assigned.

CO CHAIR SAMUELS indicated that Representative Gatto's proposa
woul d be appropriate in separate |egislation.

REPRESENTATI VE SEATON returned to the notion of +the rate
floating with the price. He opined that it's problematic if
conpanies aren't incentivized to enter into projects when oil is
$50 per barrel for three years, for exanple.

3:27:10 PM
CO CHAI R SAMUELS sai d:

If they're looking at investing over a five-year
timeframe and having no hope of getting oil ... unti
year six or seven, do you incorporate this into the
math or do you not incorporate it into this math? And
how would you know? Say you're at $70 a barrel now,
you're right ... we're throwi ng noney away, no doubt
about it. And then next year we're at $50 and the
year after that we're down to $35 again and all of a
sudden they didn't incorporate it into the math, the
proj ect doesn't go forward.

REPRESENTATI VE SEATON noted his disagreenent and said that the
project would go forward because the credit would be received if
oil falls to $35 or $45.

CO CHAIR SAMUELS inquired as to when the noney is spent and how
much would be spent. Practically speaking, how would one
adm ni ster when the series of expenditures for exploration or
devel opnent woul d occur.

3:28:10 PM

M5. WLSON reiterated her earlier testinony that this is a
timng issue that could result in the anmendnment of clainms. She
opined that [the credit] via an oil price trigger would be
probl emati c.

REPRESENTATI VE CRAWCRD opined that the conmittee is [|osing
sight of what it's after. If the credit has a price ceiling
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then there's a guarantee that when the price of oil falls bel ow

the specified anount, the [conpanies] w Il receive the credits.
However, the conpanies don't need the credits at the price per
barrel of over $55. Therefore, if the price goes above [the

specified price], the conpanies don't need the credit because
t hey' ve had plenty of incentive.

REPRESENTATI VE SEATON rem nded the commttee that the notion is
to use a three-year calendar average, and thus won't fluctuate
madl y. He stressed that when the credits don't apply because
the price of oil 1is higher than the specified price, the
conpani es are naki ng noney hand over fist.

3:30:41 PM
CO CHAI R SAMUELS asked:
You're idea would be they'd get the credits on all of

the expenditures that they've had. At [$]70, it's one
thing to sit here and have the discussion, but let's

say we put the pivot point at $50. Wen ... three
weeks ago when we all sat in this roomon the PPT, we
used ... $60 a barrel it was going between [$]59 and

[ $] 61. What are you going to do when your nmagic
nunber is $50 and you get a 15 percent credit. Well,
it drops down to your tenth and all of a sudden a 15
percent credit would get $40 million and all of sudden
you don't get it

REPRESENTATI VE SEATON interjected that it would be based on
t hree-year cal endar averages.

REPRESENTATI VE ROKEBERG hi ghlighted that if a cap is specified,

that cap will be ganed. He explained that if the price went
t hrough the gap, he would, were he running the field, shut down
any new investnent, al though production would continue.

Therefore, the conpany would wait to continue production until
the price decreases.

REPRESENTATI VE SEATON opi ned that a conpany wouldn't do that at
$50 per barrel.

REPRESENTATI VE ROKEBERG begged to differ, and highlighted that
price fluctuates.

REPRESENTATI VE SEATON renminded the conmittee that it's a year-
| ong aver age.
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REPRESENTATI VE ROKEBERG opined then that the field would be shut
down for a |l onger period of tine.

3:32: 37 PM

REPRESENTATI VE SEATON related his belief that with a three-year
average price on a calendar year, everyone has the planning
stages they need. He further related his belief that such a
nmet hodol ogy woul d be self-correcting and not sonething that can
be ganed

REPRESENTATI VE ROKEBERG enphasi zed that the intention is to get
investnment in heavy oil. There are 20 billion barrels in Ugnu
just sitting there. He then reiterated his belief that a three-
year average can be ganed. Furthernore, there is no history to
utilize in setting it.

REPRESENTATI VE SEATON pointed out that there are three-year
average prices for Wst Texas Internediate and Alaska North
Sl ope West Coast, all of which are known nunbers cal culated in
average prices.

3:35:27 PM

CO CHAIR SAMUELS turned the conmttee's attention to his |ast
maj or concern, which was the reference to gas in the title. He
recalled that the engineers testified that generally speaking
there isn't a lot of gas associated with heavy oil, which he
said satisfied him

REPRESENTATI VE SEATON commented, "As long as they put the 5,500-
foot Iimt in there and identifying the fields, | don't have a
probl em"

3:36: 35 PM

REPRESENTATI VE ROKEBERG requested that M. WIson true up on
subsection (f) on page 3 to HB 488 in terns of its application.

CO CHAIR SAMUELS related his understanding that the outstanding
issues are in regard to whether the determ nation of the credit
should be left to the conmm ssioner or the |egislature, and the
rate floating with the price. Co-Chair Sanuels, in response to
Ms. WIlson, confirmed that there was consensus that this won't
be exploration tax credit |egislation.
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[ HB 498 was hel d over.]
ADJ QURNVENT
There being no further business before the conmttee, the House

Resources Standing Conmttee neeting was adjourned at 3:38:58
PM
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