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SENATE BI LL NO. 305

"An Act repealing the oil production tax and gas production tax
and providing for a production tax on the net value of oil and
gas; relating to the relationship of the production tax to other
taxes; relating to the dates tax paynents and surcharges are due
under AS 43.55; relating to interest on overpaynents under AS
43.55; relating to the treatnent of oil and gas production tax
in a producer's settlement with the royalty owner; relating to
flared gas, and to oil and gas used in the operation of a |ease
or property, under AS 43.55; relating to the prevailing value of
oil or gas under AS 43.55; providing for tax credits against the
tax due under AS 43.55 for certain expenditures, |osses, and
surcharges; relating to statenents or other information required
to be filed with or furnished to the Departnment of Revenue, and
relating to the penalty for failure to file certain reports,
under AS 43.55; relating to the powers of the Departnent of
Revenue, and to the disclosure of certain information required
to be furnished to the Departnent of Revenue, under AS 43.55

relating to crimnal penalties for violating conditions
governing access to and use of confidential information relating
to the oil and gas production tax; relating to the deposit of
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noney collected by the Department of Revenue under AS 43.55;
relating to the calculation of the gross value at the point of
production of oil or gas; relating to the determnation of the
net value of taxable oil and gas for purposes of a production
tax on the net value of oil and gas; relating to the definitions
of 'gas,' 'oil," and certain other terns for purposes of AS
43.55; nmaking conform ng amendnents; and providing for an
effective date.”
HEARD AND HELD

PREVI QUS COW TTEE ACTI ON
BILL: SB 305

SHORT TITLE: O L AND GAS PRODUCTI ON TAX
SPONSCR(s) : RULES BY REQUEST OF THE GOVERNOR

02/ 21/ 06 (S READ THE FI RST Tl ME - REFERRALS
02/ 21/ 06 (S) RES, FIN

02/ 22/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
02/ 22/ 06 (S) Heard & Held

02/ 22/ 06 (S) M NUTE( RES)

02/ 23/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
02/ 23/ 06 (S) Heard & Held

02/ 23/ 06 (S) M NUTE( RES)

02/ 24/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
02/ 24/ 06 (S) Heard & Held

02/ 24/ 06 (S) M NUTE( RES)

02/ 25/ 06 (S) RES AT 9: 00 AM BUTROVI CH 205
02/ 25/ 06 (S -- Reconvene from 02/ 24/ 06 --
02/ 25/ 06 (H RES AT 10: 00 AM SENATE FI NANCE 532
02/ 25/ 06 (S) Heard & Held

02/ 25/ 06 (S) M NUTE( RES)

02/ 27/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
02/ 27/ 06 (S) Heard & Held

02/ 27/ 06 (S) M NUTE( RES)

02/ 28/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205
02/ 28/ 06 (S) Heard & Held

02/ 28/ 06 (S) M NUTE( RES)

03/ 01/ 06 (S) RES AT 3: 30 PM BUTROVI CH 205

W TNESS REGQ STER

MARK HANLEY, Public Affairs Manager

Anadar ko Petrol eum

PCSI TI ON STATEMENT: Presented Anadarko’ s position on SB 305.

ACTI ON NARRATI VE
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CHAI R THOVAS WAGONER reconvened the March 1% neeting of Senate
Resources at 1:37:34 PMon March 2, 2006.

SB 305-O L AND GAS PRODUCTI ON TAX

1:37:34 PM

CHAIR THOVAS WAGONER announced SB 305 to be wup for
consideration. He said that M. Hanley would present Anadarko’s
position on SB 305.

MARK HANLEY, Public Affairs Manager, Anadarko Petroleum said
Anadarko is a large “independent” — meaning it is not integrated
and doesn’'t have downstream facilities or refineries. It also
does not have gas stations, which is the reason nobst people
don’t know its nanme. Anadarko has a market capitalization of $23
billion and has over 3,000 enpl oyees worl dw de.

Anadarko is listed on the S& 500 Exchange; it canme to Alaska in
the early 90s and first partnered wth Exxon in an offshore
well, called Thetis Island. Since then, it has partnered wth
many other conpanies in Al aska from BP to EnCana. (A nmap
di spl ayed Anadarko’s ownership positions in its Al askan fields.)
It is now partnering with a new worldw de gas conpany to Al aska
— the BG G oup.

MR. HANLEY said that Anadarko has 2.2 mllion net acres in
Al aska, probably running neck and neck wth ConocoPhilips in
terms of net acreage on the North Slope. He thought that Al aska
still had a lot of different plays and the conpany had prepared
a regional nodel to try and understand how the whole system up
here works. He expl ai ned:

Just to give you a rough idea of what we think about
Alaska. W think it’s a world-class petrol eum basin.
We think it has significant remaining resource. It is
probably not in the — you know, we don’t think there’'s
a Prudhoe Bay to be found out there, but we think
there are a nunber of Alpine size fields — 400 MB and
an awful lot of, you know, 50 MB to 150 MB fields out
there. So that we think there is a lot of resource,
but it’s not huge and sone of it is far from
infrastructure in interesting areas.

As you see, we think there are anchor-type fields — an

anchor field being sonething that would support its
own facilities. So you wouldn’t have to come back into
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an existing facility to tie in. You could support the
cost of producing your own oil and treat it. That's
generally where Anadarko is looking. W tend to |ook
for larger fields, an anchor field. They tend to be
further frominfrastructure and they tend to be higher
ri sk, but also higher reward.

We see Alaska as a favorable political environnent. W
do business around the world and | would say that
despite the fact that we are going through a tax
change that has sone inplications for us, generally
speaki ng this is a very favorabl e politica
environnment. W’ ve had very good reception on a |ot of
issues for exploration interests. W're trying to
increase the tundra travel seasons to try and get
regul ations reduced to inprove our ability to go out
and do our work. So, generally speaking we see this as
a favorable political environnment.

As | talked about earlier, we see the abundant new
entrants as partnering opportunities here in Al aska
and we see that as a good thing.

He said that Alaska is very under-explored and everyone would
benefit from nore wells getting drilled, no matter what conpany
does it, because the new information would either confirm or
condenm assunptions. New conpanies conming to Alaska all have a
slightly different idea and that benefits the state as well as
t he industry.

1:44:. 48 PM
CHAI R WVAGONER asked when Totale drilled its exploration well.

MR. HANLEY replied it drilled a well three years ago.

CHAIR WAGONER said he thought that work fell wunder SB 185
[exploration incentive legislation fromthe 23" Legi sl ature].

MR. HANLEY replied that it did. He continued on saying that
Al aska has other challenges, such as the fact that it is a
maturing basin and that it has high costs relative to other
places and a Jlack of infrastructure and conpetition for
facilities. He also enphasized that from first thought to first
production takes longer in Alaska than anywhere else Anadarko

does business around the world - largely because of the wnter
season. In other places, three wells can be drilled in one year,
but it would take three years for themto drill the sanme nunber
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of wells in Alaska. However, he added that |engthening the
tundra travel season has mtigated that sonewhat, but sonme of

the issue was still if youre farther from the market, it’s
going to cost you nore. This long lead-time has an inpact on
what this bill does. You can count on the credits for recovering

sone of your noney faster, which helps your net present val ue
or you can tal k about reducing your costs.

The | ast challenge he wanted to nention was the lack of a gas

mar ket . Anadarko supports getting a gas line built because it
would inprove both gas and oil exploration because when you
drill for oil, a lot of times you find gas. So having a market

for that gas instead of it being just a cost now would inprove
t he economcs for oil.

1:47:.27 PM

MR. HANLEY said he felt the Governor did a good job bal ancing
the issues and priorities of both the state and the conpanies in
the PPT. Under this system the state would pick up nore noney,
and even though Anadarko woul d pay nore, nost of its exploration
econoni cs are inproved.

MR. HANLEY further summari zed:

So, that neans everything else being equal, we mght
be able to drill nore wells. So, that’s a positive
thing for us. That could create nore revenue for the
state, as well.

That balanced with the fact that at low oil prices
the state is actually going to pick up some of the

risk. It wll, as you ve seen in sonme of the
presentations before, at lower oil prices, t he
conpanies will pay less than they do under the current

system So, balancing off the fact that we are paying
nore with the fact that exploration economcs have
i mproved and we have sone downside risk protection,
we’'ve given up the upside, essentially, is what it’s
done. W think this is a good bal ance.

MR. HANLEY stated another inportant factor that nost people
don’t recognize is that the big oil conpanies are not one big
nmonolith. He described their relationship as a “tenuous truce”
and that while they all support |lower taxes as a way to inprove
their exploration economcs, there are differences between the
conpani es. Sone big conmpanies have said the tax rate is quite
tilted towards the small guys, but sone of the smaller players
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have a little overactive imagination and were concerned that
this bill was negotiated by the big three oil conpanies who were
| ooking out for their own interests. Sonetinmes those interests
are aligned with Anadarko’s, but many tines they are not.

He said he had nodeled generic small and nediumsized fields

very nmuch like Dr. Van Meurs’ presentations, but he canme out
with different nunbers, especially regarding his chart, 11.6. He
used this to illustrate his point that they need to get together

on the same page regarding assunptions and how the nodels were
put toget her.

1:51:46 PM

MR. HANLEY showed the commttee his nodels of the bill’s 20/20
proposal for an existing producer and a new entrant and a 20/ 25
for an existing producer. He explained that Anadarko, an
exi sting producer, already has incone at its Al pine field and
woul d benefit from the $73 mllion allowance and the proposed
system | ooked worse for an existing player at 20 and 25 percent
than the current system Anchor field-type prospects had a snall
i nprovenent with a larger tax rate and at real high prices, no
one woul d be better off than with the existing system

1:57: 08 PM

MR. HANLEY'S main point, however, was that Anadarko sees
i ncreased econom c opportunity for exploration and devel opnent
projects under the current bill. But as the tax rate is raised,
if that is all that’s done, the economcs are decreased and
could actually be less beneficial than the current system for
small fields and it would make a large field | ess val uabl e.

MR. HANLEY said he had heard on the “look-back” that Anadarko
made investnment decisions at |low prices and prices have been
high and they have been able to capture sone of the value
because of that. However, he countered that Anadarko hadn’t had
production, yet, on devel opnents that were nade under that other
syst em

1:59: 11 PM

SENATOR ELTON said he could make the argunent that the | ook-back
goes too far back and that it should go back only to when prices
went up.

MR. HANLEY replied that that was the state’s policy call and

that some people had not recovered at all on those previous
decisions. He stated the price is inportant and when the narkets
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fell last time, it had a big inpact and conpani es are now payi ng
down on debt to get ready for the next downsw ng.

He said the $73 mllion |ook-back is very inmportant to the
smal | er producers and Anadarko, particularly, where it could be
used immediately against Alpine. It would help the explorers
that don’t have production, and even though it mght take a
conpany three to five years before it finds sonething, it
woul dn’t cost the state a dinme during that tine. The allowance
can only be wused against production and can't be carried
forward

2:07:31 PM

He said that the ability to transfer the credits was a good
concept, but the conmpany that buys them at 90 cents to the
dol lar benefits - while the state still loses the dollar and the
conpany it wants to benefit |oses the 10 cents. He thought the
idea of a refundable credit was appropriate because that would
cut out a mddleman and woul dn’t cost the state any nore noney.
He al so suggested expanding the use of the credits to be applied
against, for instance, corporate taxes or bidding at a |ease
sal e.

2:11: 50 PM

He summarized that raising the tax rate could cut back on
exploration and conpani es would have to find larger fields to be
econonmi ¢ enough to develop. Dr. Van Meurs’ chart showed better
nunbers for a small field case than Anadarko’s and he suggested
that everyone should start with the same assunptions and nunbers
for accuracy of conparison. He also advised that the state would
get nore revenue with credits than taxes.

2:15:36 PM

SENATOR BEN STEVENS comented that he didn't think the five
| argest producers would share their internal nodeling wth
conpetitors or the state.

MR. HANLEY suggested using a public nodel that wasn't specific
to any one conpany. His concern was that they were so far apart
right now on the baseline that it was problenmatic.

SENATOR BEN STEVENS asked himto rank the bill’s four mechani sns
— the rate, the credit, the floor and the transition period in
terns of their inpact on his conpany.

MR. HANLEY replied that he would try to do that, but right off
he could say that hammering existing production with a big tax
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increase to inprove exploration econonics was a double-edged
situation for Anadarko, because it does both. The $73 mllion is
quite inportant, because it'’s worth a 5 percent tax rate
decrease. He thought their exploration economcs would go down
with a 25/25 ratio and that nore credits would be required to
make up for the sane tax increase.

2:19: 37 PM

SENATOR STEDMAN returned to the net present value slide where
the lines cross at about $32 and asked if they should try to
make the |ines nore horizontal.

MR. HANLEY responded that that chart was show ng that bel ow the
$32 well head value, at a 25/20, their prospects |ooked better,
because the state woul d be picking up nore ri sk.

SENATOR STEDVAN said he thought the crossover point needed to be
established as a matter of policy.

2:28:33 PM

SENATOR THERRI AULT said the state had nade positive regulatory
changes, expanded the wi nter season and now the price was up on
the commodity and yet |awmakers keep hearing from other
conpanies that the state is barely attractive on a worldw de
basis. He remarked that Anadarko was here before those changes
were put in place and it continues to pick up acreage and says
Al aska has a politically favorable environnent and asked himto
comment on its view conpared to other conpanies’

MR. HANLEY replied that Anadarko thinks Alaska has a lot of
resource potential. However, it has a lot of prospects that are
uneconom ¢ and sonething has to be done to help those. For
instance a 150 MB field, if it is 100 mles from existing
facilities, is probably not economc - the sane for a 500 MB
field. He thought the rising price hel ped and new conpani es were
comng to the state. He said that every conpany has its niche
and different parts of the proposal would affect sone of those
prospects nore favorably than others. Every conpany also has a
basi ¢ phil osophy about the mninmm size field it will |ook at -
everything el se being equal. Sone of the |arger conpanies would
say, “If we don’t have a billion barrels of recoverable oil in a
prospect, if we don’t think it’s in that magnitude, then we're
not going to focus on it.” The size of the conpany sonetines
drives what they are looking for and he thought Al aska needed a
m x of conpani es.

2:37: 43 PM
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SENATOR THERRI AULT asked him to comrent on the drive of the
conpanies to replace reserves either through increased
exploration or just purchasing other conpanies.

MR. HANLEY responded that Anadarko has the need to book those
reserves and different conpanies had different requirenents.
They all need to book the reserves, but Anadarko tends to dril
nore for them

2:39: 00 PM
SENATOR THERRI AULT asked him to conment on his |level of concern
with the terns that aren’'t defined in SB 305.

MR. HANLEY replied that the details needed to be worked over.

2:42: 05 PM

SENATOR BEN STEVENS stated that for the anobunt of noney that has
been spent on running different scenarios by business analysts
and consultants they could have funded a Hol |l ywood novie called
“Dueling Econom sts” and the scenarios, while useful, were all
“what if” scenarios. He exhorted that |egislators nust get back

to the objective of the bill, which was to maintain a healthy
oil industry for the next 25 years or they would waste mllions
nore. This bill reaches that objective of having something for

al | conpani es.

CHAIR WAGONER said this was the last of the stakeholders’
presentations and thanked -everyone for their coments. He
adj ourned the neeting at 2:45:47 PM
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