CALL TO ORDER

Co-Chair

HOUSE FI NANCE COW TTEE
January 22, 2008
1:35 P. M

Meyer called the House Finance Conmmittee neeting to

order at 1:35:35 PM
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M ke Hawker

Reggi e Joul e

M ke Kelly

Mary Nel son

Bill Thomas Jr.
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GENERAL SUBJECT(S) :

The follow ng
Handouts w ||
t hrough the
After

Acting Director, Dwvision of Gl & GGs,
Resour ces
overview was taken in log note format.

be on file with the House Finance Commttee
25th Legislative
the 25th Legislative Session they wl

contact 465-6814.
be avail abl e

Sessi on,

t hrough the Legislative Library at 465-3808.

APRESENTATI ON: O L AND GAS ACTI VI TI ES

TI VE SPEAKER DI SCUSSI ON
1: 36: 20 PM | Co-Chair Meyer | Convened the House Finance Committee in
order to take testinony from Kevin
Banks, Director, Division of Ol & Gas,
Departnent of Natural Resources on the
statewide oil and gas activities.
1:36:36 PM | KEVI N BANKS, | Provided nenbers wth a handout -
ACTI NG “State of Alaska, Division of G| and
DI RECTOR, Gas, Ol and Gas Activities”. (Copy on
Dl VI SI ON OF|File). He provided an overview of
aL & GAS, [current North Slope & Cook Inlet
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DEPARTNMENT OF | i nvest nent s.
NATURAL
RESQURCES

1:37:20 PM | M. Banks Ref erenced Page 29, the North Slope Gl
and Gas Activity from 2006-2008. Pi nk
boxes repr esent activity presently
occurring: Chevron, Wi te Hills
Pr ogram Renai ssance Um at pr oposed
drilling and seismc program and the
Anadar ko- Pet r 0- Canada, Bubi k/ chandl er
drilling program

He pointed out that the highlighted
prograns (15 of them) are intended for
drilling over the next two years.

1:39:51 PM | M. Banks Cont i nued, t he Renai ssance Um at
proposes a wnter trail south of the
Dalton Hghway for drilling into a
Nat i onal Pet r ol eum Reserve- Al aska
(NPRA) oil prospect. The Anadar ko-
Petro project is strictly gas. There
has been previous exploration in the
ot hers.

1:40:33 PM | M. Banks Indicated that there are new drilling
techni ques. Chevron has stepped into a
del i neati on program The delineation
stage of the process is as inportant as
the actual exploration and could be
nore costly, requiring nore drilling.
There are greater potential s for
failure as the oil does not flow as
well with other devel opnent situations.

1:42: 05 PM | M. Banks Mentioned the activities on the North
Sl ope and how the new tax bill affects
t hem He indicated it is too soon to
det erm ne how It affects new
i nvestnments; they are a deductable
cost. The Colville River unit is an
exploration well, intended to be noving
forward in February, 2008.

The Kuparuk River (KRU) project for
ConocoPhillips is advancing, as is the
West Sak Trader Bluff reservoir. They
have drilled eight developnent wells in
the Tarn reservoir wth the KRU,
resul ting in application for an
expansi on of the Tarn Area.

1:44:14 PM | M. Banks The Departnent anticipates good results
from the Oooguruk Unit. Production is
anticipated within the next six nonths.
A facility access agreenent wth the
owners is close to being reached.

1:45: 07 PM | M. Banks Ref erenced Page 33, which indicates the
Anadarko reentering the Jacob’s Ladder
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Vell Unit during the winter drilling
season with a deviated hole to the
Li sburne drilling target.

The Brooks Range Petrol eum conpany is a
prospect, which is north of Prudhoe
Bay. There have been concerns wth
facility access.

1:46: 12 PM | M. Banks

Indicated that EN, an oil Italian
conpany | ast year, drilled Rock Flour 2
and 3 wells and the Maggiore well. EN
Is the operator for the N kaitchuq
project, which was rewarded a royalty
nodi fication that |owered the |ease
rate to 5% when the prices dropped to
$42 dollars. The project will rely on
Its own standalone facility, delivering
oil directly to the Kuparuk pipeline.

1:47:43 PM | M. Banks

Addressed NPRA activities. The federa
government has not yet conducted a
second | ease sale. Conpanies will then
need to formalize those land positions
to be abl e advance expl oration
pr ogr ans.

1:48: 33 PM | Representative
Crawford

I nqui red about the royalty adjustnent
effect on the Pernanent Fund rate.

M. Banks explained that if it falls to
5% then 25% of that 5% would nove
directly to the Permanent Fund. The
Fund will share that reduction.

Representative
Crawford

Understood that wunder the Petroleum
Production Tax (PPT), indicated that
any | ease expenses paid to the owner of
a facility, would be required to count
as incone. He questioned if that
shoul d be repeal ed.

M. Banks expl ained the inpact of a net
tax on the facility sharing agreenent,
caused by revenue or incone paid by the
conpany wanting access. That anount
woul d count against the revenue for the
PPT taxes. The margins could grow
before facility sharing, increasing the
facility pr oducti on t ax. The
Departnment did not realize that there
are “hol d-harm ess” arrangenents and as
a consequence, the company entering
makes the owner “whol e” in the
arrangenent . By isolating revenue of
the facility owner, the problens could
be sol ved.

1:52:36 PM | Co-Chair
Chenaul t

Asked the difference of offering a
royalty reducti on ver sus a t ax
reduction.
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M. Banks replied that the royalty
nodification is a tool available to the
Departnment and the applicant. The
Depart ment eval uates the project, using
the nmobst recent tax statutes in which
the applicant mnust provide a clear
showing that the royalty reduction is
efficient and effective, changing the
econonics of the project. The royalty
nodi fication can lead to a change of
behavi or.

1:55:17 PM

Co- Chai r
Chenaul t

worried that a royalty reduction could
reduce the Permanent Fund anount.

M. Banks suggested that it would vary
depending on each case and involves
econom c scrutiny. That  appli cant
I nformati on can be daunti ng.

1: 56: 37 PM

Representati ve
Gar a

Asked if it was essential that the
project be clear and economc. \V/ g
Banks said it was.

Representati ve Gara encour aged
consideration is made for switching to
a tax relief system

1: 57: 34 PM

Representative
Hawker

Voi ced confusion with regard to the
royalty relief, which |essens the
gover nnment t ake. During  Speci al
Session, there was discussion framng
the Adm nistration’s perspective that
hi gher t ax rates Create a nore
attractive investnent climte. He
guestioned the change in philosophy to
reduce t he rate, encour agi ng
I nvest nent .

M. Banks explained that decision had
been based on the date provided by the
applicants and the downside risk
affecting applicant’s behavior. At
hi gh prices, the project is economc at
the existing lease rate. The full
| ease rate is 12.5%16 2/3% The
proposed is triggered above the $42
dollars, at which the lease rate wll
drop to 5% The plan targets one
aspect and one set of outcones in the
eval uati on.

2:01: 24 PM

Representative
Hawker

Asked if it wuld be “universally
appl i cabl e”. M. Banks did not know.
He added that the project is unique and
I nvol ves many wel | s.

Representative Hawker noted that when
prices decline, the arrangenent would
not be economcally beneficial to the
gover nnent . He asked if there were a
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normal i zation of oil prices, would
t here be nor e requests by t he

Depart ment for royalty relief
appl i cations. M. Banks thought that
was a possibility. Representati ve
Hawker stressed t hat st at enmrent

contradicts testinmony taken during the
Speci al Sessi on.

2:03:46 PM | Representative
Gar a

Poi nted out that the cost of facilities
access was higher than anticipated,
questioning if it could be addressed
through the explorer royalty relief
wi t hout changi ng statute.

M. Banks responded that changing the
royalty rate (between 12.5% and 5%
woul d be addressed on a case by case
base.

2:05:12 PM | Representative
Gar a

Recal | ed testinony regarding the higher
rate, t he nor e attractive t he
I nvest nent IS and guesti oned why
consideration had been nmade to reduce
royal ty. The higher the tax rate, the
nore the applicant gets to deduct.

M. Banks interjected that if that was
not enough, royalty relief could be an
opti on.

2:06:52 PM | M. Banks

Addressed activity in the Cook Inlet.
I'n t he Bel uga Ri ver Unit,
ConocoPhi Il l'i ps conduct ed a seismc
survey determning that the area is a
gas prospect. There was an agreenent

between the State and ConocoPhillips
for the LNG |icense. In that
agreenent, ConocoPhillips and Marathon
will drill at the Beluga River and
Ni nichik Unit. Mar at hon has al so nade
a commtnment to drill three wells at
the Kenai gas fields. Bot h conpani es
have agreed to sell seismc data for
ot hers com ng in for expl oration

prospects and are addressing unnet
needs of the local utilities.

2:09:47 PM | M. Banks

There is a plan for exploration in the

Nort h Al exander - Esci oet a proj ect,
deci sions nade independently. Not
having a jack-up-rig is a major
I mpedi ment for t he of f-shore

devel opment in Cook Inlet. Those costs
can not be bore by a single well,
requiring a nmulti year program

M. Banks pointed out that Arnstrong
gas, North Fork Unit was noving ahead
with a second well being drilled.
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The Aurora Gas/Ni colai Creek Unit is
currently active.

2:11:55 PM | M. Banks

Conti nued, Pages 25 & 26, indicate the
status of exploration licenses in the
Interior noting the status reports on
licensing in the Interior.

The Nenana Basin was |licensed by Andex
Resources and is looking for new
partners for that prospect.

The Healy Coal Bed license has been
recei vi ng support from | ocal
governnent, being transferred to the
Paci fic Energy.

Currently, there are t wo new
applications for Crooked Creek-Circle
and Houston-WIlow |icensing. The
licenses will be awarded based on the
size of a work comm tnent. During the
work, the area is explored and then
converted to an oil and gas | ease.

2:13:52 PM | M. Banks

Addressed comrercial concerns and the
know edge of the Departnent’s resource
eval uation staff experience in oil and
gas.

The New Petroleum Systens Integrity
Ofice (PSIO developed a nonitoring
program PSIO is noved to the North
Sl opes when incidents occur needing
coordi nati on.

The Division anticipates requesting
reservoir nodeling performance.

2:16:42 PM | M. Banks

Spoke about the gas produced on the
North Slope mnimzing oil |ose and how
gas in Prudhoe Bay mght contribute to
ot her units, whi | e attenpting to
optimze projects for the wuse of
natural gas. The timng issues are
i nportant to the Division of Ol and
Gas.

2:17:36 PM | Co-Chair
Chenaul t

Inquired if reservoir nodeling would be
a one tine issue.

M. Banks responded that the initial
request was for $3 mllion with a total
of $10 million dollars; a mmjor portion
of t hat S rel at ed to payi ng
consultants to design and build. He
did not anticipate requesting $3
mllion every year

Co-Chair Chenault worried about the
request becom ng an operating expense
presently, it is Ilisted under *“other
funds”.

Co- Chai r Chenaul t ref erenced Cook
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Inlet, Marathon drilling in the areas
of Beaver Creek/ Wl f Lake. He assuned
that gas injection wells into Swanson
River field area were needed during

col der times  of the year. He
guestioned the efficiency of t he
proj ect.

Co-Chair Chenault nentioned the LNG
license extension proposed by the
Adm nistration and worried about the
anount of novenent that has appeared on
the concerns. A unique feature is
backing the gas out as perforned by
ConocoPhi I l'i ps.

He acknow edged that many issues renain
on the table, yet appl auded the
novenent taken by certain conpanies.

2:23:03 PM | Co-Chair Meyer

Voi ced concer ns regarding wldlife
pl aced on the endangered species |ist
and how that could affect work on the

Nort h Sl ope.

M. Banks agr eed t hat proposal s
affecting the Beluga whale were of a
particul ar concern. It mght affect an

entire area boundary between the Quter
Cont i nent al Shel f and the Susitna
Ri ver. He reiterated that it is a
concern of the Departnent.

He anticipated that polar bears would

not be affected by oil and gas drilling
activities contributing to loss of
their habitat. The Continental Shelf

area plays a significant role in the
vitality of the industry in Al aska.

2:25:44 PM | Co-Chair Meyer

Inquired if the Admnistration was
attenpting to protect those areas while
at the sane tine, addressing the
speci es concerns.

M. Banks attenpted to provide the best
I nformati on avail able when responding
to each major species designation; the
Adm ni stration pl ans to t ake an
aggressive position when responding to
f ederal governnent designations.

2:27:01 PM | Representative
Joul e

Commented that the beluga popul ation
was i ncreasing.

M . Banks understood that was correct,
however, pointed out there renmains
concern. Representative Joule said
that he had spotted sone young grey
bel ugas during the recent sumrer
nont hs, whi ch was unusual .

2:28:18 PM | Vice-Chair

Commented on a hearing in the Honer

House Fi nance Conmmittee

7 01/22/08 1:35 P. M




Stoltze

area with the federal governnment to
di scuss the issues.

2:29:10 PM

Co- Chair Meyer

I nqui red about oil and gas activity in
t he Nenana area.

M. Banks advised that Shell Q1 had
acquired |eases south of the “sweet
spot” in the off-shore North Al eutian
basi n. There exists potential gas in
that small and isol ated area.

The last lease sale in the Peninsula
area was in Spring 2007 and it received
one bid. There w il be another one
soon. There is now a licensing in the
Nenana area, however, it is specul ative
to explore in that region.

2:31:46 PM

Co- Chair Meyer

Recalled that the first oil discovered
in Alaska was in Yakutat. M. Banks
reported that the first was in the
Copper Mne in Endicott and did not
know of any current activity there.

2:32: 22 PM

Co- Chair Meyer

Asked if the Division was satisfied
with the current activity on the North

Sl ope.
M. Banks nade clear that there had
been nore activity in 2007 than

anticipated is anticipated in 2008.
The prograns are expensive wth a
process that involves an exploration
phase, delineation, & pre-devel opnent
phase. Al'l of which, involve a large
expenditure of noney.

It has been advantageous for the NRPA
to have the net tax systemin place.

2: 34: 48 PM

Co- Chair Meyer

ADJ QURNMENT

The neeting was adjourned at 2:36 PM

House Fi nance Conmmittee

8 01/22/08 1:35 P. M




