SENATE FI NANCE COW TTEE
February 24, 2010
1:34 p.m

1: 34: 59 PM

CALL TO ORDER

Co-Chair Stednman called the Senate Finance Committee
nmeeting to order at 1:34 p.m

VEMBERS PRESENT

Senat or Lyman Hof f man, Co- Chair
Senator Bert Stedman, Co-Chair
Senator Charlie Huggins, Vice-Chair
Senat or Johnny Ellis

Senat or Denni s Egan

Senat or Donny d son

Senat or Joe Thomas

VEMBERS ABSENT

None

ALSO PRESENT

Pat Galvin, Conm ssioner, Departnment of Revenue; Dan
D ckinson, Legislative Budget & Audit Consultant; David
Wod, Legislative Budget and Audit Consultant; Senator Joe
Paskvan; Senator Gary Stevens; Senator John Coghill

PRESENT VI A TELECONFERENCE

None

SUWARY

2010 G| and Gas Production Tax Revi ew
Progressivity Profitability Parity Gas
G| and Gas in Al aska's Production Tax

Gas | ssues and Al aska's Fiscal Design
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AProgressivity Profitability Parity Gas

1: 35: 13 PM

PAT GALVIN, COWM SSI ONER, DEPARTMENT OF REVENUE, referred
to a handout entitled, "Progressivity, Profitability,
Parity Gas" (copy on file). He turned to slide 31 which
showed a graph that deals with production tax attributed to
gas under the proposed 15 AAC 90.220, or the AGA tax
i nducenent. He explained that the regulations nerely put
into place the way that the tax is figured. He enphasized
that the nunbers on the slide are being wused for
illustration only and do not represent reality.

1:39: 41 PM

Co- Chair Stedman asked how the production tax value (PTV)
on a barrel of oil (BOE) basis was calculated to arrive at
$47. Conmi ssioner Galvin explained that the PTV on oil and
gas was calculated using the conbined taxable volune. Take
ANS price on annual production and subtract the royalty
val ue and you get a taxable volune. Do the same for the gas
having to convert the volune into the BOE. He offered to
provi de the formul a.

Conmmi ssioner Galvin referred to slide 32 and rem nded the

comittee that the $300 million figure is nmeaningless in
actual value. He stressed that the value of the slide is to
denonstrate a nodel. He explained the AG A tax exenption

formula on slide 32.

Co-Chair Hoffman pointed out that the nodel locks in the
tax. He wondered if it takes away the state's ability to
raise the tax. He wondered why the state should raise
production taxes. He suggested setting the rate for the gas
tax exenption.

1: 45: 04 PM

Comm ssioner Galvin addressed two issues raised by Co-Chair
Hof fman. Al of the gas represented in slide 31 is being
transported on capacity acquired during the initial open
season. It is Ilikely that there wll be sone capacity
acquired during this open season and in subsequent seasons.
At that point if there is a change in production tax on gas
the exenption would only be available to those who acquired
capacity during the initial open season.
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Conmi ssioner @Glvin said Co-Chair Hoffman was correct in
that all of the gas is shipped on capacity acquired during
the initial open season. The effect of the exenption is
that the legislature could not raise the gas production tax
effectively above the figure that is calculated in this
nmet hod. He stated that he was presenting information in
order for the legislature to decide if it was acceptable.
The legislature will have to nmake a determnation as to
whet her this calculation nethod results in a gas production
tax that is |locked in being and | ow

Co-Chair Hof fman opined that the legislature mght want to
ook at options where it is not locked into a gas
production tax. He asked what options the I|egislature has
if it decides not to lock in a gas production tax.
Comm ssioner @Glvin was not prepared to answer that
guestion because of a legal issue regarding upstream
i nducenent .

Co- Chair Stednman commented on the amount of flexibility the
| egislature has after May 1. Conmm ssioner Galvin thought
the Ilegislature had the authority to nmke decisions
regarding the production tax. The question raised was
whether the |legislature can change the nature of the
i nducenment or elimnate the inducenent between now and My
1. Comm ssioner @Glvin did not have a legal opinion as to
the answer to that question.

1:49: 10 PM

Senator Thomas returned to the gas ratio scenarios
previously discussed. He wondered if the inducenent, in the
form of a reduction in production taxes, is noney that
stays with the industry. Commissioner Galvin said yes.
Senator Thomas suggested offering credits in the form of
in-field drilling or some shaving of progressivity. He
suggested these ideas as a way of savi ng noney.
Comm ssioner Glvin remnded the commttee that the slide
is just an exanple of a scenario. He suggested |ooking at
the state's take wunder various scenarios. At different
ratios the state would fare I ess well.

1: 52: 46 PM

Co-Chair Stedman w shed for nore infornmation about the
inmpact of the royalty inducenent. Conm ssioner @Glvin
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expl ai ned t hat t he royalty i nducenent provi des a
nmet hodol ogy for establishing the market value of gas for
royalty calculations purposes wusing a nethodology that
would be nore easily calculated by the producer than the
current nethod. Under the inducenent for value, there would
be a cal cul ati on based upon published prices in the market.
The change in the royalty value is a product of how closely
the published prices are to the actual sales contracts. In
an efficient market there would be little deviation in that
val ue under either nethodol ogy. The benefit to the taxpayer
is nmore predictability. The second royalty inducenent has
to do with the state's ability to switch between in-kind
and i n-val ue.

1:56: 02 PM

Comm ssioner @Galvin discussed the value issue. If it were
to be taken in-kind, the state is obligated to nmeet the in-
value price. The nunbers should be simlar at the end of
the day. The benefit of the inducenent is based on the
certainty on the part of the producer as to whether or not
the state is going to take their gas in-kind or in-value.
Under the current |eases, the state is able to switch with
only a few nont hs noti ce.

Co-Chair Stednman asked about the exanple and how the
royalties apply if taken in-kind. Conm ssioner @Glvin
explained that royalty in-kind neans taking the state's
contractual right to a royalty in the formof gas. The only
way that an in-kind take on the part of the state is going
to effect the bottom line on the chart, is if the state
chose to take its tax in-kind. He suggested several ways of
maki ng that «calculation. Co-Chair Stedman requested that
the comm ssioner provide nore information. Conm ssioner
Gal vin continued to explain taking tax val ue in-Kkind.

2:00: 39 PM

Comm ssioner Galvin turned to price expectations and
forecasting challenges. He turned to slide 34, which shows
a graph on oil/gas price parity. He questioned what would
happen in the future.

2:02: 56 PM

Comm ssioner Glvin explained slide 35 - U S. DOCE Energy
Information Administration (EIA) forecasting, which is
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wi dely quoted, but wusually not accurate. He related the
history of EIA's forecasting since 1980. He showed how
EIA's forecasting is not even close - slides 36 and 37.

2: 05: 15 PM

Comm ssioner @Glvin reviewed slides 38 and 39. In the past
five years, the state has gone from an expected mmjor gas
shortfall to awash in gas. The question of what happens
from 2020 to 2030 depends on what the relationship of oil
to gas mght be at that tinme. He concluded that the state
needs an approach that adapts to any nunber of possible
future states.

2:06:59 PM

Comm ssioner Galvin concluded by discussing policy issues
associated with the gas tax. Slide 41 shows the gas tax
policy options by 2014: the state's appropriate cash flow
from a pipeline, the risks the state is wlling to bear,
and the level of certainty the state wll provide. The
fiscal systemis a policy consideration and entails risks.
The current system could be left as is, accepting that gas
price risk is an incentive for producers. The state could
elimnate the risk that conbined oil and gas tax revenue
woul d be less than the current oil tax. It could reduce the
oil tax thus reducing the effect of price parity. O, the
state could separate or ringfence gas production for state
production tax purposes.

2:10: 17 PM

Co-Chair Hoffman asked if the options are available
regardl ess of what happens in the open season. Comm ssioner
Galvin said they were, to the extent that the gas
production tax for the gas shipped on capacity is capped
based wupon the earlier nmethodology. Co-Chair Hoffman
wondered how the lock-in coincides with the Al aska State
Constitution, which says legislation cannot bind future
| egi slatures from setting tax policy. Conmm ssioner @Glvin
t hought the legislative record was clear that the AG A tax
i nducenent was crafted with that in mnd, in good faith.

Co-Chair Hoffman restated a statenent that Conmm ssioner
Gal vin nmade, "Except for the provisions of the fornula that
were set in AGA we can mani pulate the gas tax structure.”
Co-Chair Hoffman asked which statenment was accurate.
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Comm ssioner Galvin explained that the statenment was nmade
assuming that the legislature would want to honor the
exenption in the AG A statute. Each |I|egislature, noving
forward, has the authority to decide to renobve that
exenpti on.

Co-Chair Stedman asked if there was any recourse the
industry could bring against the |egislature. Conmm ssioner
Galvin did not think so. He said that the legislature could
deci de whether or not to keep the exenption in place.

Co-Chair Stedman pointed out the May 1 deadline has no
validity next January 20, 2011, when the legislature is
back in session. Hypothetically, the |legislature could
scrap the whole thing and rewite the gas tax. Comn ssioner
Galvin stated that it has as nuch validity as the
| egi sl ature chooses to give it.

2:14:41 PM AT- EASE
2:18:44 PM RECONVENED

A"Ql and Gas in Al aska's Production Tax

DAN DI CKINSON, LEG SLATIVE BUDGET & AUDI T CONSULTANT,
referred to a handout out entitled, "GOl and Gas in
Al aska's Production Tax"(copy on file). He began with slide
2 - "Way are we going through all these nunbers?" He |isted
the foll owi ng questions:

s this system stable or robust and likely to be
vi abl e over a wide range of conditions (including a
good environnent for a gas project)?

Are the cross subsidies clear and rational ?

How wi Il the state react if there are large drops in
tax revenue? To whomw |l it |ook for revenue?

He noted that there were two ways of neasuring the issue:

How nmuch does gas “drag down” or “conpensate” oi
progressivity?

How much will tax revenues fall because a gas project
i s added?

2:26: 10 PM
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M. D ckinson posed a scenario where the fall in revenues
IS so great that it eats up all the royalties due to the
state. Co-Chair Stedman asked what nunbers M. D ckinson
was referring to.

M. Dickinson enphasized that he was tal king about oil and
gas values that have been seen in the market place in the
Lower 48 and the kinds of costs it will take to achieve
those values and who wll bear the risks to do so. M.
Di cki nson restated that the nmain points remai n how nuch oi
sells at the market, which has fluctuated greatly.

2:27: 31 PM

M. Dickinson explained slide 3 to explain how the conbined
oil and gas tax works. He detailed an oil-only scenario
when oil is at $80 per barrel. He explained the formula to
get to $4.2 billion, which is the total tax rate.

2:33: 09 PM

M. Dickinson detailed how the scenario would change if gas
were added. He explained the formula to get to $821.6

billion total tax rate for stand al one gas.

Co-Chair Stednan conmented that additional information
would be added with the ratio of gas to oil in various
scenari os.

M. Dickinson related that he chose this scenario because
it depicts a 50/50 ratio of oil to gas.

2: 36: 46 PM

M. Dickinson pointed out that gas is not worth what oil is
worth on an energy equival ent basis. He pointed out that in
the exanples he uses he has listed all upstream costs on
the oil side. The cost of noving gas is borne by oil.

M. Dickinson continued to explain the tax fornula using a
conbi ned scenario. He explained that the |aw considers the
t axabl e value of everything. The total tax for the conbined
gas and oil scenario is $4.1 billion, which is less tax
than is generated by oil alone. He noted that credits would
change the total dollar amount, but the relationships would
be the sane.

Senat e Finance Committee 7 02/ 24/ 10 1:34 P. M



2:40: 49 PM

M. Dickinson explained that there are different ways to
nmeasure the tax. The first total is the sum of stand al one
oil and gas; the second nunber is the gain or loss in
production tax from using current gas versus the stand
al one analysis; and the third figure is the gain or loss in
production tax form addi ng gas stream under current |aw.

Co-Chair Stedman asked M. Dickinson to point out the
differences in the adm nistration's plan.

M. Dickinson noved on to slide 4 which shows the previous
scenari o using nunbers from January 2010. The tax is again
| ower by conbining oil and gas.

Co-Chair Stedman asked if the figures were actual market
values. M. Dickinson said they were. He stated that he
took the nost favorable of the nunbers provided by
TransCanada.

M. Dickinson nmoved on to slide 5: "Looking Forward:
Conmbi ned Progressivity Tax (CPT)". The graph is based on
real nunbers from June of 2008. Gas and oil exported from
the state are taxed at the sanme rate. Both are part of a
conbi ned progressivity calculation. Price swings in one can
affect the tax on the other. Gas is shown converted to oi
on a Btu basis, roughly six to one. Progressivity is
triggered by $30 BOE PTV. He explained the calculations
shown on the graph.

2:45: 50 PM

M. Dickinson noted that he was using several Gaffney Cine
slides in his presentation.

Co-Chair Stednan asked if the presentation was given to the
Joi nt Resour ces Commi ttee. M . Di cki nson recal |l ed
presentations to LB&A, Joint Resources, Senate Finance, and
Resour ces.

M. Dickinson turned to slide 7 to explain the response to
M. Dickinson from Gaffney Cine. The basic elenents were
introduced in the 2006 tax changes; the focus was on oil
and gas was "on hold® waiting for the release of the
"Stranded Gas Devel opment Act" contract (May 2006).
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2:48: 17 PM

M. Dickinson showed slide 8 a Gaffney Cine slide, which
depicts cross subsidies and |ess tax. The cross subsidy
i ssue caused by progressivity was also discussed at great
length and it was shown how, under certain circunstances,
the "effective" rate of tax on a higher cost/I|ower
profitability devel opment (such as gas or heavy oil) could
be lower than the base rate. It was also noted that any
eval uation invol ved many commercial and economic paraneters
that would need to be evaluated across a range of expected
val ues.

M. Dickinson showed another Gaffney Cine slide. Slide 9
shows that pricing parity is key. One way to predict the
future is to look at the past. The graph shows that the
past was not a good predictor of the future.

M. D ckinson showed slides 10 - 12, updated Gaffney dine
slides under different scenari os.

M. Dickinson explained that slide 13 portrays a scenario
where Jless conbined tax is collected. It shows that
nodifying the oil/gas price parity is revealing. Around 13
is the point to declare the gas tax unnecessary.

2:53:26 PM

M. Dickinson described slide 14, another scenario where
| ess conbined tax is collected. Tax revenues fall with a
parity ratio of 25. The amount collected equals |ess tax
and overwhelns the royalty that would be paid. The higher
parities result in less tax, not nore.

Co-Chair Stedman asked if paynents are nmade nonthly. M.
Di cki nson responded that there is still a net cash flow to
the state. The amount of tax has fallen so nuch that the
state would still receive a royalty check, but it would be
very small. Production tax and royalties are paid nonthly,
but would result in a net loss in revenue to the treasury.

M. D ckinson addressed slide 15, the inpact of varying
both oil and gas production and price ratios. Wen the oi
and gas volunes are equal, there is maximum dilution at a
gi ven price.
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2:57:22 PM

M. Dickinson noted the effects of volune. The nunbers used
in the graph that reflect future projections will not be so
dramati c.

M. Dickinson summarized Gaffney dine's findings and added
his own comments on slide 17. A range of possible outcones
caused by ACES structure was identified, reviewed and
built into the final design of ACES to provide incentives
to both existing SOA producers, as well as to new entrants
He questioned if these were well-targeted incentives.

\V/ g Di ckinson continued. Wwen evaluating ACES and a
possible gas line, reasonable results are obtained when
real world input values are wused. Reasonable results
include material potential tax revenue |osses from a gas
l'ine. He stated that nobody has brought forth expected,
sustai nable scenarios to show that ACES needs to be
nodi fi ed.

M. Dickinson turned to slide 18 - solutions. He suggested
changi ng AS 43.55 before the open season. Wen revenues are
actually inpacted, add a recoupnent factor outside of AS
43.55 - for exanple, in Incone Tax or in a new section. He
mai nt ai ned that |ocking down current production taxes under
AS 43.55 is not prohibiting any additional revenue
enhancenments in relation to a gas project.

He requested that AS 43.55 be left alone; instead, a
revenue raising statute could be witten.

3:03:28 PM

Co-Chair Stedman stated that the interest is not so nmuch to
i ncrease state revenue, but rather to prevent a |eakage or
erosion of the entire gas revenue stream

3:04: 09 PM AT EASE
3:10: 33 PM RECONVENED

A"Gas |ssues and Al aska's Fiscal Design

3:10: 56 PM
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Co- Chair Stedman introduced David Wod whom the | egislature
hired a year and a half ago to help with an oil and gas tax
structure.

DAVI D WOOD, LEG SLATIVE BUDGET AND AUDI T CONSULTANT,
referred to a handout entitled, "Gas Issues and Al aska's
Fiscal Design" (copy on file). M. Wod reported that he
brings an i ndependent, detached perspective to the issues.

3:13:22 PM

M. Wod began with slide 2 - a presentation structure
whi ch focuses on the key issues pertaining to natural gas
in Alaska in the context of establishing a | ong-term and
enduring fiscal design:

What are the issues for Al aska's fiscal reginme when
applied to gas?

What are the fiscal designs applied by other
countries?

What are the risks and opportunities for

i nternational gas suppliers?

Al aska’s Prevailing Fiscal design Conplications of
conbined oil and gas progressivity tax (CPT).

Mul ti-year and nulti-scenario fiscal performance cash
fl ow nodel s.

Concl usi ons and recomrendati ons.

3:15: 50 PM

M. Wod turned to the issues for Alaska' s fiscal reginme
when applied to gas. He explained that Alaska is one of
several potential |long-term suppliers of natural gas to the
Lower 48 - slide 4. He noted that fiscal terns are one of
several factor that influence the delivered price of gas
into a market and it is inportant to understand differences
anong conpeting sources. He pointed out that the |ong-term
conpetition to deliver natural gas to the Lower 48 is
intense. He noted that the mjor conpanies that are
invested in Alaskan oil are also involved with |arge gas
investnments in conpeting countries. He questioned why the
Al askan project was not yet sanctioned.

3:17: 36 PM

M. Wod offered a slide which shows that international gas
mar kets are growi ng, and conpetition for gas is increasing
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- slide 5. North Anmerica is a relatively snall nmarket
relative to other nmarkets. He |abeled the 2020 and 2030
forecasts as optimstic.

M. Wod pointed out that the major IOC s are signing |ong-
term binding international gas agreenents - slide 6. He
showed a list of some of the large LNG sale and purchase
agreenents struck in 2009. He concluded that there is
ent husiasm by the gas buyers and the international oi
conpanies to enter into | ong-term gas agreenents.

3:20: 48 PM

M. Wod turned to slide 7 - worldw de new gas |iquefaction
devel opnments to 2013 and beyond. He detailed several
projects. The arrows show newly sanctioned operations. He
noted that the volume of new gas increased worldw de by 12
per cent between Novenber and Decenber 2009.

M. Wod noted that gas inports to the U S. declined in
2008 for the first tinme in nore than a decade - slide 8.
The reason is primarily fromthe inpact of shale gas in the
Lower 48. Slide 9 shows that LNG inports to the U S. are
down. The U S. market is out of synch with the rest of the
worl d. Shale gas is the key factor.

3:24: 01 PM

M. Wod reported that Canadian gas inports to the U S are
down - slide 10. Slide 11 depicts the global LNG
suppl y/ demand forecast to 2020. The expectation is a period
of low gas prices and a natural gas surplus. Sanctioning of
the Alaska gas line wll take place during this trend.
Looking forward from 2014 to 2020, there wll be an
international gas deficit. He suggested considering the
| ong-term val ue of LNG

3:26:44 PM

M. Wod discussed the U S. oil-to-gas price ratio and what
range fiscal designs should consider - slide 12. The price
parity nunbers have risen to the 20 | evel in recent nonths.

M. Wod |ooked at the EIA forecast - slide 13. The | atest

U S. governnent forecast shows high oil-to-gas ratios
t hrough 2035. He maintained that a price spike in a couple
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of years would have a significant inpact on gas value. He
concluded that it would lead to cross subsidy dilution.

3:30:11 PM

M. Wod exam ned what fiscal designs are applied by other
countries and what the risks and opportunities were. Slide
15 is a summary of international wupstream oil and gas
fiscal designs. Slide 16 |ooks at Norway, which has a
m neral interest system in fiscal ternms. He nade the point
that they are progressive systens and do not have fiscal
el enents such as bonuses or royalties. There are also
incentives such as credits in the system He said the state
take is 80 percent, higher than Alaska's take, and it still
attracts foreign business for investnent.

3:33: 36 PM

M. Wod related the fiscal terns of Papua New Guinea -
slide 17. The fiscal system is also a mneral interest
system and a progressive fiscal system Upsurge in interest
in large LNG projects led to legislative changes offering
progressivity and stability. Slide 18 exam nes Australia's
fiscal terms. It also has a progressive system He said
Australia's fiscal take is simlar to Alaska's. He
suggest ed Al aska consi der these designs.

3:36: 30 PM

M. Wod turned to slide 19 - Alaska gas conpared on an
i nt ernati onal scale of risk versus opportunity. The
di aneters of the bubbles are proportional to proved natural
gas reserves.

M. Wod turned attention to Alaska's prevailing fiscal
design. Slide 21 highlights elenents of Al aska's prevailing
oil and gas fiscal design. He explained the graph. The
three points on the left stand out as regressive el enents.
Al aska is unique because its regressive elenents are nore
significant than other countries’ el enent s. No ot her
country gives inducenents at "this end of the scale". M.
Wod said it is nore logical the way Alaska applies
aggressive el enents conpared to other countries.

3:40: 41 PM
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M. Wod explained the regressive and progressive elenents

of Alaska's design - slide 22. It is not comon to see
i nducenents rolled into a fiscal structure |ike Al aska
does.

M. Wod highlighted key regressive elenents in Alaska's
design - slide 23. He suggested consideration of de-Ilinking

oil and gas in progressivity. The inducenents at the
progressivity end won't help investnents being nmade in
heavy oil, marginal fields, and when prices are |ow

3:43:15 PM

M. Wod tal ked about how progressive and flexible fisca
designs help to pronote investnment - slide 24. He referred
to slide 25 and maintained that progressivity should work
well for Alaska. He conpared fiscal take in Alaska wth
international conpanies. It's the regressive elenents that
need relief. The producer take is substantially less than
the Alaska take under the current system Conbi ned
progressivity is acting as an inducenent. He suggested an
area where inducenents could help. He concluded that
international conpanies are wlling to be involved in
projects that offer a far lower return than Alaska's
current fiscal design. Putting a subsidy at high oil/gas
pri ces does not nake sense.

3:47: 30 PM

M. Wod said that high discount rates suggest higher
governnent take of revenues - slide 26. It is appropriate
for governnents to use |lower discount rates than producers.
H gh discount rates inpact long-term divisible profits and
operating costs nore than upfront capital costs dimnish
producer take.

3:49: 38 PM

M. Wod turned to conplications of conbined oil and gas
progressivity tax (CPT). Slide 28 deals with problens with
Al aska's current progressivity tax from the natural gas
per specti ve.

M. Wod explained that slide 29 discusses the inpact of
natural gas on conbined oil and gas production tax.

3:51:13 PM
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M. Wod turned to a graph on slide 30 - natural gas
dilution effects on conbined oil and gas production tax. He
showed the dilution affect at under various scenarios. The
| ower the gas production tax value, the greater the |oss,
internms of the cross subsidy.

M. Wod referred to a presentation by Gaffney Cine &
Associ ates (GCA) on February 22, 2010. He said he worked
with their nodel and transfornmed it to calculate oil and
gas conbined BOE - slide 30. He stressed the inportance of
wide ranges. Gas price parity should be taken into
consideration. He spoke of calculating the production tax
val ues. He denonstrated cal cul ations, described what they
wer e doi ng, and showed a graphical version of the data.

3:58: 07 PM

M. Whod described the nodifications nmade to the GCA node
to calculate BCE - slides 32, and 33. He discussed slide
34. He enphasi zed the inportance of |ooking at stability at
wi de ranges when devel oping a fiscal design.

3:59:48 PM

M. Wod explained the production tax rate analysis for
1728 macro scenarios for conbining oil and gas - slide 35.
The state can end up with a huge range of production tax
rates. The gas dilution effect is nmuch less inportant at
| ow prices.

M. Wod described his conclusions from the conbined oil
and gas production tax nodel - slide 36. He said he knew of
no other country where a governnent would give a producer
billions of dollars of subsidy through this type of
mechani sm He stressed that individual snapshots are
i mportant, but represent only one particular possibility.
He suggested considering a whole spectrum of possibilities.

4:02: 06 PM

Co-Chair Stedman corrected that the nodel was from the
Depart ment of Revenue, not Gaffney Ci ne.

4:03: 00 PM
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M. Wod explained slide 37 - natural gas production tax
dilution effects inpacted by reinvestnment. If sone of the
PTV is reinvested, the reduction in production tax paid is
significantly greater. The graph shows the inpact of a 10
percent reinvestnent.

M. Wod pointed out in slide 38 that the natural gas
production tax dilution is different depending on the
reinvestnment scenario. He spoke of the difficulty of
predicting progressivity. There are nmany unknowns. Over a
mul ti-year period, the oil-to-gas ratio of the North Sl ope

wi |l change as gas progressively replaces oil. Each conpany
will have a different oil-to-gas ratio per field.
4:05: 25 PM

M. Wod skipped to slide 41 - the inplications of conbined
oil and gas production tax analysis. The analysis suggests
that the prevailing production tax system has the foll ow ng
conplications to address:

1. It is difficult to predict (fromtax authority &
producer perspectives) and rel ati onshi ps between oil
and gas tax liabilities are non-linear;

2. The magni tude of conbi ned production tax inpact
caused by adding a gas production streamvaries with
relative oil and gas PTVs, oil and gas vol unes and
percentage of PTV re-invested,

3. Wthout detail ed analysis (and specul ative
forecasting of oil and gas prices and BCE
contributions) Al aska s production tax outcones can
be counterintuitive (e.g. higher prices can lead to
| ower tax revenues collected by the State in sone
scenari 0s).

M. Wod did not think this type of structure was stable in
the |l onger term

4:07:39 PM

M. Wod turned to slide 42 - a diagram of Alaska oil and
gas fiscal take and funds flow It |ooks at what could
potentially be done to address the issue of conbined
progressivity. The sinplest solution is to de-link oil and
gas conponents.
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M. Wod explained slide 43 - alternative drivers of gas
progressivity tax evaluated by fiscal nodel. The easiest
first step is to separate gas and oil. If incentives are
deenmed to be needed to attract investnent, the inducenents
should be directed at the regressive end of the spectrum
not into the progressivity area.

4:09:17 PM

Senator Egan asked what the deadline should be to nake
changes to the production tax. M. Wod believed that
before May 1 woul d be i deal

#
ADJ OURNVENT

The neeting was adjourned at 4:09 PM
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