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HOUSE JO NT RESCLUTI ON NO. 9

Uging the United States Congress to pass legislation to open
the coastal plain of the Arctic National WIldlife Refuge to oi
and gas exploration, devel opnent, and production.

- MOVED CSHJR 9(RES) OUT OF COMM TTEE

HOUSE BI LL NO. 110

"An Act relating to the interest rate applicable to certain
anounts due for fees, taxes, and paynents nmade and property
delivered to the Departnent of Revenue; relating to the oil and
gas production tax rate; relating to nonthly installnent
paynents of estimated oil and gas production tax; relating to
oil and gas production tax credits for certain expenditures,
i ncl udi ng qual ified capi tal credits for expl orati on,
devel opnent, and production; relating to the Ilimtation on
assessnment of oil and gas production taxes; relating to the
determnation of oil and gas production tax values; nmaking
conform ng anendnents; and providing for an effective date."
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PREVI QUS COW TTEE ACTI ON
BILL: HIR 9

SHORT TITLE: ENDORSI NG ANVR LEASI NG
SPONSOR(s): REPRESENTATI VE(s) PRUI TT

01/ 18/ 11 (H READ THE FIRST TIME - REFERRALS
01/ 18/ 11 (H) RES

02/ 23/ 11 (H RES AT 1: 00 PM BARNES 124

BILL: HB 110

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

01/ 18/ 11 (H READ THE FIRST TIME - REFERRALS
01/ 18/ 11 (H) RES, FIN

02/ 07/ 11 (H RES AT 1: 00 PM BARNES 124
02/ 07/ 11 (H) Heard & Hel d

02/ 07/ 11 (H) M NUTE( RES)

02/ 21/ 11 (H RES AT 1: 00 PM BARNES 124
02/ 21/ 11 (H) Heard & Hel d

02/ 21/ 11 (H) M NUTE( RES)

02/ 21/ 11 (H RES AT 5:15 PM BARNES 124
02/ 21/ 11 (H) Heard & Hel d

02/ 21/ 11 (H) M NUTE( RES)

02/ 23/ 11 (H RES AT 1: 00 PM BARNES 124

W TNESS REG STER

JENNA CROUSE, Staff

Representative Lance Pruitt

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Presented HIR 9 on behalf of Representative
Pruitt, sponsor.

DI RK CRAFT, Staff

Representative Lance Pruitt

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT:  Expl ai ned the changes that would be nade to
HIR 9 by the proposed conmittee substitute.

BRYAN BUTCHER, Acting Conm ssioner
Depart ment of Revenue
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Anchor age, Al aska
PCSI TI ON STATEMENT: During the hearing on HB 110, answered
guesti ons.

M CHAEL HURLEY, Director

Government Rel ations and Conmunity Affairs

ConocoPhi |l l'i ps Al aska, Inc.

Anchor age, Al aska

PCSI TI ON  STATEMENT: During the hearing on HB 110, answered
guesti ons.

JOSEPH BALASH, Deputy Comnri ssi oner

O fice of the Conm ssioner

Departnent of Natural Resources

Anchor age, Al aska

POSI TI ON STATEMENT:  During the hearing on HB 110, described the
process for putting state land into oil and gas |eases, units,
and Participating Areas.

ACTI ON NARRATI VE
1: 06: 51 PM

COCHAIR ERIC FEIGE called the House Resources Standing
Commttee neeting to order at 1:06 p.m Represent ati ves Fei ge
Seaton, Gardner, Minoz, Foster, and Dick were present at the
call to order. Represent ati ves Kawasaki, P. WIson, and Herron
arrived as the nmeeting was in progress.

HIR 9- ENDORSI NG ANVR LEASI NG

1: 07:41 PM

CO CHAIR FEIGE announced that the first order of business is
HOUSE JO NT RESOLUTION NO 9, Urging the United States Congress
to pass legislation to open the coastal plain of the Arctic
Nat i onal Wldlife Refuge to oil and gas exploration,
devel opnment, and producti on.

JENNA CROUSE, Staff, Representative Lance Pruitt, Alaska State
Legislature, introduced HIR 9 on behalf of Representative
Pruitt, sponsor. She spoke as foll ows:

House Joint Resolution 9 wurges the United States
Congress to pass legislation to open the coastal plain
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of the Arctic National WIldlife Refuge to oil and gas
expl oration and devel opnent.

The Al aska National Interest Lands Conservation Act of
1980 prohibited |easing or other devel opnent | eading
to production of oil and gas from the Arctic Nationa
Wldlife Refuge. Today donestic demand for oil
continues to rise while donestic crude production
continues to fall, wth the result that the United
States inports additional oil fromforeign sources.

New technology has greatly reduced the environnenta
i npact of devel opment on the North Sl ope. I f Prudhoe
were built today the footprint would be as small as
1,526 acres. O 1 and gas devel opnent has al so proven
it can successfully co-exist on Alaska's arctic. The
Central Arctic Caribou Herd at Prudhoe Bay has grown
from 3,000 to as high as 23,400 in the last 20 years
al one.

HIR 9 mrrors previous legislative resolutions and
includes provisions for renewable and alternative
energy sources, protection of wildlife, and the use of
directional drilling. W encourage you to join these
past legislative efforts in sending this wunified
resol ution to Congress.

1: 09: 26 PM

DI RK CRAFT, Staff, Representative Lance Pruitt, Al aska State
Legi sl ature, explained the changes that would be made to HIR 9
by the proposed conmttee substitute [labeled 27-LS0379\B,
Luckhaupt/Bul | ock, 2/21/11]. He said the follow ng |anguage
would be added to page 1, line 1, to better reflect all the
| anguage included in the resol ution:

relating to oil and gas exploration, devel opnent,
production, and royalties; and relating to renewable
and alternative energy technol ogi es.

MR. CRAFT expl ai ned that another change would be the deletion of

"any" from page 3, line 21, to elimnate redundancy. On page 3,
line 22, and page 4, line 5 the words "and alternative" would
be added. On page 3, line 29, the words "the Alaska State

Legi sl ature urges that oil and gas exploration, devel opnent, and
production” would be added for clarification.
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MR. CRAFT, in response to Co-Chair Seaton, clarified that the

| ast proposed change is located in the original bill on page 3,
line 29, and in the proposed conmmttee substitute (CS) the
change is |located on page 3, |line 28.

1:11:43 PM

CO- CHAIR SEATON noved to adopt the proposed CS, Version 27-
LS0379\ B, Luckhaupt/Bullock, 2/21/11, as the working docunent.
[ No objection was stated, therefore Version B was before the
conmmi ttee.]

REPRESENTATI VE GARDNER asked whether the sponsor would accept
the foll owm ng anendnent to the original bill:

Page 2, line 5:
Delete "state's"
| nsert "state and the nation's"

MR. CRAFT responded that the amendnent woul d be accept ed.

REPRESENTATI VE GARDNER el aborated that it is really about
national security. In response to Co-Chair Feige she said that
on Version B the anendnent would be located on page 2, line 6.
She said national security is one of the state's strongest
arguments with Wshington, DC, about the Arctic Nationa
Wl dlife Refuge (ANVR)

MR. CRAFT offered to have this anmendnent taken up in a future CS
if the conmttee did not have tinme to act on it today.

There being no objection the anendnent was adopt ed.

MR. CRAFT, in response to Representative Minoz, explained that
the difference between HIR 9 and [HIR 11] is that HIR 11
specifically opposes w | derness designation in Area 1002 of the
Arctic National WIldlife Refuge, whereas HIR 9 deals with the
nore general opening up of the refuge for developnent and
pr oducti on.

1:15: 04 PM
REPRESENTATI VE MUNOZ noved to report HIR 9, Version 27-LS0379\ B,
Luckhaupt/Bul | ock, 2/21/11, as anended, out of conmttee wth

i ndi vidual recomendations and the acconpanying zero fiscal
not e.
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CO- CHAIR FEIGE objected for purposes of the record and asked
that a roll be taken. Representatives Dick, Gardner, Kawasaki,
P. WIson, Minoz, Foster, Feige, and Seaton voted in favor of
reporting HIR 9, Version  27-LS0379\ B, Luckhaupt / Bul | ock,
2/ 21/ 11, as anended, out of conmttee. Therefore, CSHIR 9(RES)
was reported from the House Resources Standing Committee by a
vote of 8-0.

1:17: 01 PM
The conmttee took an at-ease from1:17 p.m to 1:19 p.m
1:19: 59 PM

CO- CHAIR SEATON nmoved to [rescind the commttee's action in
reporting CSHIR 9, Version B, as anended] fromconmttee.

REPRESENTATIVE MJUNOZ noved to [report CSHIR 9, Version 27-
LS0379\ B, Luckhaupt / Bul | ock, 2/ 21/ 11, as anended, out of
commttee with individual recomendations and the acconpanying
fiscal notes].

1:20: 47 PM

CO- CHAIR FEIGE asked that the roll be taken. Represent ati ves
Foster, Dick, Gardner, Kawasaki, P. WIson, Herron, Minoz,
Seaton, and Feige voted in favor of reporting HIR 9, Version 27-
LS0379\ B, Luckhaupt / Bul | ock, 2/ 21/ 11, as anended, out  of
comittee. Therefore, CSHIR 9(RES) was reported from the House
Resources Standing Commttee by a vote of 9-0.

HB 110- PRODUCTI ON TAX ON O L AND GAS

1: 22: 36 PM

CO- CHAIR FEI GE announced that the next order of business is
HOUSE BILL NO 110 "An Act relating to the interest rate
applicable to certain amounts due for fees, taxes, and paynents
made and property delivered to the Departnent of Revenue;
relating to the oil and gas production tax rate; relating to
monthly installnment paynments of estinmated oil and gas production
tax; relating to oil and gas production tax credits for certain

expendi t ur es, i ncl udi ng qgual ified capi tal credits for
expl oration, developnent, and production; relating to the
limtation on assessnent of oil and gas production taxes;
relating to the determnation of oil and gas production tax
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val ues; making conformng anendnents; and providing for an
effective date.”

1:23:14 PM

CO CHAI R SEATON drew attention to question 13 on page 16 of the
Department of Revenue's 2/21/11 letter responding to questions

fromthe commttee's 2/7/11 neeting. He read the question: "If
44% of respondents to the Frasier survey indicated that Al aska's
tax reginme deters investnent, what did the other 56% say?" He

said he asked this question because the main reason purported
for HB 110 is that Alaska is seen as unconpetitive with other
regions around the world. Results of the [Frasier Institute
2010 G obal Petroleum Survey] relating to Alaska's tax regine
[were presented to the commttee by the Departnment of Revenue on
2/ 7/11, slides 9-15]. Putting nore oil into the Trans-Al aska
Pipeline System (TAPS) is what everyone is trying to do, he
continued, and his concern is that the right lever be pulled for

getting the response that the state wants. In its answer to
question 13 the departnent provided a breakdown of industry
responses that were depicted on [slide 14]: 25 percent of
respondents said Al aska's tax regime "encourages investnent," 31
percent said Alaska's tax regime "is not a deterrent to
investnment," and 25 percent said Alaska's tax regine "is a mld
deterrent to investnment." [ Si xteen percent said Alaska's tax

regime "is a strong deterrent to investnent and three percent
said they "would not invest due to this criterion."]

CO CHAIR SEATON calculated that by adding the first two
responses together it can be seen that [56] percent of industry
respondents identified Alaska's current tax reginme as either
encouraging investnent or not a deterrent to investnent. By
adding the first three together it is seen that 81 percent
identified Alaska's current tax regine as either encouraging or

only a mld deterrent to investnent. He said the tax changes
proposed by HB 110 would run the state into deficit spending of
up to $2 billion per year after the bill's provisions are fully
i mpl enent ed. Therefore, he concluded, given that over half of
the survey respondents said the current regime either encourages
or is not a deterrent to investnent, it seens that running the
state into deficit spending is the wong lever to pull. Al aska
will not get the response it desires from the oil conpanies by

using this particular vehicle.

1: 28: 23 PM
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REPRESENTATI VE MUNOZ asked whether the 81 percent is of the 56
percent that responded favorably.

CO-CHAIR SEATON said he believes the departnent's answer
includes the full response fromindustry because addi ng together
the last three responses of 25, 16, and 3 percent equals the 44
percent [that was depicted on slide 14].

BRYAN BUTCHER, Acting Comm ssioner, Departnent of Revenue, in
response to Representative Minoz and Co-Chair Feige, explained
that the nunbers provided in the departnent's answer is a
breakdown of 100 percent of the responses. In further response
to Co-Chair Feige, he confirnmed that the breakdown includes all
of the survey's 645 respondents.

REPRESENTATI VE P. WLSON understood that the first two groups
[of 25 percent and 31 percent] add up to 56 percent.

ACTI NG COW SSI ONER BUTCHER nodded vyes.
1:31: 04 PM

CO CHAI R FEI GE asked whether any of the 645 professionals were
actually considering investing in Al aska.

ACTI NG COW SSI ONER BUTCHER sai d the Departnent of Revenue (DOR)
has not talked to the 645 respondents, but the state has done a
good job of getting information out about the tax credits
avai lable in Alaska. Many independents are excited about Al aska
as a result of this effort. Unfortunately, conpanies have cone
into Al aska, received |eases, and found oil, only to abandon the
| eases because they were unable to find partners. \Wen | ooking
at the lack of exploration and the continued decline of oil, one
can look at an opinion poll and glean sone things fromit, he
cont i nued. The departnent showed half of the opinion poll and
now the other half is being discussed, but it does not change
the bottomline of what is going on in the state.

1: 32: 02 PM

REPRESENTATI VE GARDNER said she appreciates the question asked
by Co-Chair Seaton because she thinks the departnent presented a
di stortion of what the Frasier study actually concl uded.

ACTI NG COW SSI ONER BUTCHER replied that when presenting the

slide the departnment stated 44 percent and did not try to nake
it sound like every respondent |ooked at Alaska's tax regine in
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a negative way. The departnent was pointing out that al nbst 50

percent of the 645 respondents |listed Alaska's tax regine as
either a mld deterrent, strong deterrent, or would not invest
under any circunstances. He said these were nunbers that the

departnment did not feel ~confortable about when discussing
Al aska's tax regine.

REPRESENTATI VE GARDNER contended that Al askans would want to
know that another way of |ooking at these nunbers is that 81
percent of respondents said Alaska's tax regine encourages
investnment, is not a deterrent to investnent, or is sinply a
mld deterrent to investnment.

ACTI NG COW SSI ONER BUTCHER appreci ated the point being nade but
countered that it could also be |ooked at as 25 percent of the
respondents saying it encourages investnent and 75 percent
saying it is either a negative or not a deterrent.

CO-CHAIR FEIGE commented that nunbers can be nade to reflect
about anything that is wanted.

1: 34: 26 PM

REPRESENTATI VE DI CK said that if he was a respondent he woul d be
counted as soneone with an opinion, but his potential to devel op

oil would be way smaller than one of the "big three."
Therefore, to nake an accurate assessnent, each response would
need to be weighted in ternms of the respondent's potential. For

exanpl e, each of the 25 percent of respondents listing Al aska's
tax reginme as encouraging investnment could be so tiny that it
would not matter, yet they are given the sane weight as soneone
who mght put billions of investnent in exploration. Therefore
t hese nunbers do not give hima true picture either

ACTI NG COW SSI ONER BUTCHER agreed, but said departnment was
trying to provide this information because it gets many
guestions about how Alaska is viewed. By no means was the
departnment stressing that this was a fool proof way of | ooking at
it, he added, it was just a piece of information.

CO CHAIR FEI GE asked whether it is known how the people holding
| eases in Al aska feel

ACTI NG COW SSI ONER BUTCHER replied he does not have an answer
ot her than what has been heard in conmttee.

1: 36: 34 PM
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CO CHAI R SEATON said the Frasier survey is of the oil industry,
not a random survey off the street. If the basis for [HB 110]
is the perception that Alaska's tax system nmakes it an
unfavorable place to invest, the data is that the mgjority do
not view it that way. The question is whether to pull the |ever
that shows not nuch effect on the industry's attitude towards
investing in Al aska. That is the point that should be | ooked
at, not the absolute details of the survey.

CO CHAIR FEIGE remarked that this is only one survey anong nany.
1:38: 18 PM

CO CHAI R SEATON drew attention to slides prepared by the Al aska
O 1 and Gas Conservation Conmm ssion (AOGCC) depicting production
and exploratory wells drilled between 1996 and 2010 [slides 9
and 10 of the AOGCC s 2/21/11 presentation to the commttee,
dated 1/4/11 and 2/24/10, respectively]. He said it used to be
that basically only three conpanies were exploring and producing
in Alaska, but the slides show that since ACES nmany nore
conpani es are now doing so. [ Further discussion on this topic
was interrupted until copies of the slides could be obtained,
see timestanp 1:56:44 p. m]

1:39:18 PM
The commttee took an at-ease from1:39 p.m to 1:42 p. m
1:42: 09 PM

REPRESENTATI VE P. WLSON asked for a review of item 10, page 8,
of DORs 2/23/11 letter responding to questions from the
commttee's 2/21/11 neeting. [Item 10 is the departnent's
response to the coommttee's request to, "Produce an estimate of
what the price of oil would have to be to cover the cost of the
Governor's proposed FY 12 budget were all the provisions of HB
110 in effect currently."]

ACTI NG COW SSI ONER BUTCHER replied that if the bill were to
pass today it would not have an effect on the fiscal year (FY)
2012 budget because the effective date takes place in the
future. However, he said he believes the intent of the question
was for if it was a full fiscal year, in which case it would be
approximately $90-$92 per barrel to balance what has been
submtted for the governor's budget for FY 2012.

HOUSE RES COW TTEE -10- February 23, 2011



1:44: 24 PM

REPRESENTATI VE P. WLSON asked whether that would be $90-%$92 a
barrel nore than it is now

ACTI NG COW SSI ONER BUTCHER clarified that wth passage of HB
110, neaning taking out the credits and with the tax reduction

it would be $90-%92 a barrel for that fiscal year and would not
be in addition to anything. Wthout HB 110 passing, it would be
$81 per barrel. In response to further questions, he said the
cost to the state for a full fiscal year would be $9-$11 per
barrel of oil.

REPRESENTATIVE P. WLSON surmsed that $9-$11 is what it would
cost even though the bill would not be in effect yet.

ACTI NG COW SSI ONER BUTCHER r esponded correct.

REPRESENTATI VE P. WLSON understood that even when it is not
into effect it will cost the state $12 a barrel. She asked what
the cost would be when it is in effect.

ACTI NG COW SSI ONER BUTCHER replied that if the changes in HB
110 were in full effect for the fiscal year, an increase of $9-
$11 per barrel of oil would be needed to balance the FY 2012
budget .

1: 46: 30 PM

REPRESENTATI VE P. WLSON presuned that if it would cost the
state $12 a barrel when the provisions are not in effect, then
when in effect it would cost the state nore.

ACTI NG COW SSI ONER BUTCHER answered that under the current
scenario it is $81. If HB 110 was fully in effect now instead
of current law, it would be $90-%$92. So the difference between
the status quo and the passage of HB 110, if it were in ful
effect for the fiscal year, would be $9-%$11.

REPRESENTATI VE P. WLSON understood that the $12 a barrel is if
HB 110 were fully in effect for a full year.

ACTI NG COW SSI ONER BUTCHER said, "Correct, $9-%$11."

CO- CHAIR SEATON requested the departnment to provide the
calculations for how it arrived at these figures. He noted that
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this does not show the difference in revenue between the two for
the year, it just shows how nuch underwater the state would be.

ACTI NG COW SSI ONER BUTCHER agreed to provide the information.
He said the departnent has had a lot of information to provide
and apol ogi zed that preparing the responses has taken | onger
t han hoped.

1: 48: 30 PM

REPRESENTATI VE MUNOZ asked how nuch revenue is represented by
the $9-$11 per barrel.

ACTI NG COW SSI ONER BUTCHER explained it is the per barrel price
that would be required in each of the two scenarios to reach the
anount of the governor's anended budget. It is a matter of how
the tax is affected, which determ nes whether the state needs
nore or |ess per barrel.

REPRESENTATI VE MUNOZ said she is trying to understand the real
dol | ar inpact because she has heard differing reports on what it
woul d be. She understood that at |ast year's price per barrel
the state is bringing in roughly $5.5 billion. Based on that
nunber she asked what the inpact of $9-$11 per barrel would be
goi ng forward.

ACTI NG COMM SSI ONER BUTCHER replied it would be approximately $1

billion, nore or less, in production tax, plus the $200-%$400
mllion estimate, for a total of $1.0-%$1.4 billion.
1:50: 53 PM

The conmttee took an at-ease from1:50 p.m to 1:52 p. m
1:52: 51 PM

REPRESENTATI VE P. WLSON inquired whether the proposed increase
in tax credits would result in the state receiving |ess noney.
She further asked about the reasons for setting the tax credits
as proposed.

ACTI NG COW SSI ONER BUTCHER explained that «credits for well
| ease expenditures are currently 20 percent for the North Slope
and 40 percent for the rest of the state. The bill would
increase this credit for the North Slope from 20 percent to 40
percent because the departnent believes it would increase
i nvest nment . The departnent estimates this would affect the
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state by approximately $200-3%$400 nillion annually. In further
response, he clarified that this $200-$400 nmillion would be in
addition to what the amount is currently.

1: 54: 55 PM

ACTI NG COW SSI ONER BUTCHER added that at the previous neeting
he estimated that changing the progressivity from nonthly to
annual would be $100-$400 mllion, which is not inaccurate.
However, he said he was thinking about what the nunber was under

the current scenario with the high marginal rates. Under HB
110, which would switch progressivity to brackets, it would be
much snmaller, at probable tens of mllions of dollars as opposed

to hundreds of mllions.

CO- CHAI R FEI GE understood that conpanies would not receive this
credit unless they had spent noney in the first place.

ACTING COW SSIONER BUTCHER responded that this particular
annual to nonthly would apply to the conpanies that are
produci ng on the North Sl ope and payi ng taxes.

1:55:42 PM

REPRESENTATI VE P. WLSON referenced the graph depicted on page 4
of DORs 2/23/11 letter responding to questions from the
commttee's 2/21/11 neeting. She said the graph conpares the
current nomnal tax rate under ACES and what that would | ook
like if it were a bracketed system However, she observed,
there appears to be no difference between the two.

ACTI NG COW SSI ONER BUTCHER answered that Representative Herron
had asked what it would look |ike if the current |aw was
bracketed wi thout any of the tax reductions proposed by HB 110.
That pretty much speaks to the 50 percent cap that would be
i npl enented by HB 110 as opposed to 75 percent under ACES, he
said, so the bracket would continue to go up as opposed to
reaching a plateau at 50 percent.

1:56: 44 PM

CO- CHAIR SEATON returned to his earlier discussion about the
nunber of new conpanies investing in oil exploration in Al aska
between 1996 and 2010, as depicted on Alaska G| and Gas
Conservation Comm ssion slides [Co-Chair Seaton distributed
slides 8 and 10 dated 1/4/11 and 2/9/11 in the bottom right
corner, respectively, and dated 2/22/11 in the bottom center].
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He reiterated that in the earlier years there were basically

only three conpanies drilling production wells, but that in
|ater vyears many nore players have cone in and drilled
production wells (slide 10). This sane scenario can be seen for

exploratory well permts (slide 8). He cautioned that there not
be confusion between permts and wells and drew attention to the
graph on page 6 of DOR s 2/23/11 letter responding to questions
from the commttee's 2/21/11 meeting, which depicts the nunber
of exploration wells actually drilled on the North Slope between

the years 1995 and 2010. In the four years after ACES was
instituted, an average of 12 exploration wells per year were
drilled. In the four years preceding ACES, an average of 7.8

exploration wells per year were drill ed.
2:00:18 PM

CO CHAI R FEI GE mai ntained that the variety of new explorers that
came into Al aska corresponded to the spike in oil price. From
2001- 2002 the price was below $20 a barrel, but after that the
price was generally upward. He drew attention to the spike in
exploratory wells drilled in 2007 depicted on page 6 of DOR s
2/23/'11 letter responding to questions from the conmttee's
2/ 21/ 11 neeting.

CO CHAIR SEATON said he wants to mmke sure the commttee is
| ooking at the data for what those averages are, not just
expl anati ons of why the averages are the way they are.

CO- CHAI R FEI GE under st ood.
2:02: 01 PM

CO CHAI R FEI GE asked how many years it takes, in general, from
the tine a decision is made to drill a well until the well is
actually drilled on the North Sl ope.

M CHAEL HURLEY, Director, Governnent Relations and Comrunity
Affairs, ConocoPhillips Alaska, Inc., explained that after a
wel | is planned, the permtting, environnental, and site
cl earance work nmust be done. An ice road often has to be
constructed if the well is in an area of no devel opnent. The
timng wll wvary, but the quickest would be about 18 nonths.
However, it could be up to 2.5 years because of the seasonality
when the decision is nmade; for exanple, there may be a wait for
the season to construct the ice road. In further response, he
agreed that the average length of tinme would be about 2 years.
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2:03: 04 PM

COCHAIR FEIGE inquired whether conpanies wll change their
plans or stop their plans once the decision to drill has been
made if sonething changes in the short termwith the econony or
price of oil.

MR. HURLEY replied that it depends on the nature of the
decisions. An exanple of being commtted and going through with
the developnent anyway is the Oooguruk field developed by
Pi oneer Natural Resources. He said he thinks Pioneer was at the
point of no return when the tax |aws were changed in 2007. Once
to a certain point and enough dollars have been sunk into a
process, whether it is developnent or an exploration well, the
conpany nmust look at it point forward and continue despite the
econom c conditions at the tinme. He added that a conpany al ways
| ooks point forward in its econom cs.

CO CHAIR FEIGE returned to the graph on page 6 of DOR s 2/23/11
letter responding to questions from the commttee's neeting of
2/ 21/ 11. He drew attention to the 2007 and 2008 spikes in the
nunber of exploration wells drilled and surmsed that the
decisions to drill those wells were nmade, on average, in 2005
and 2006.

MR. HURLEY responded, "That is quite likely."

CO- CHAIR FEIGE further surmsed that the decisions to drill the
exploratory wells drilled in 2009 and 2010 were therefore nmade
in 2007, 2008, and 2009.

MR. HURLEY answered, "Yes."
2: 05: 29 PM

REPRESENTATI VE P. WLSON, followi ng the aforenentioned train of
t hought, presunmed that this could be illustrated in a graph by
sliding the nunbers of exploratory wells over by two years so it
could be seen that what happened in 2008 was because of
deci si ons made in 2006.

MR. HURLEY replied, "CGenerally, on average, that is true." Mich
of it depends upon the particular decision being nade and the
time of the decision relative to seasonality for the field work
t hat needs to be done at a new site.
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REPRESENTATIVE P. WLSON surmsed that the activity occurring
two years after the [2007] enactnent of ACES was unrelated to

the bill's passage; however, the big drop in activity in the
third and fourth years afterward would be related to the bill

She asked how long it would take after a bill's passage for the
state to see the shift in activity related to that bill by a

conpany | i ke ConocoPhillips Al aska, Inc.

MR. HURLEY responded that ConocoPhillips Alaska, 1Inc. goes
t hrough a budgeting process pretty nuch every year. During this
annual process, the wvarious exploration and devel opnent
opportunities are ranked. He rem nded nenbers that ACES was
passed in Novenber 2007, so ConocoPhillips Alaska, Inc. was
already commtted to the things it was going to do in 2008 and
partially into 2009. The budgetary process for exploration
wells and other short-term decisions wusually starts in the
spring, he continued, so the rankings for these types of
projects occur each year even though the projects my not be
undertaken until the next spring. Long-term devel opnent
projects becone part of the ongoing budget in subsequent years
once a commtnent has been nade to the project and the
aut hori zations for expenditure (AFE) have been signed.

REPRESENTATIVE P. WLSON commented that this neans about two
years.

2:09:49 PM

CO- CHAIR SEATON, in regard to exploratory well permts, noted
t hat ConocoPhillips Al aska, Inc. drilled only one exploratory
well in 2007, which neans the decision for that well was made in

2005. He contended that ConocoPhillips Alaska, Inc. therefore
stopped exploration decisions prior to enactnent of the 2006
production profits tax (PPT) and [2007] ACES. Bet ween 2003 and
2005 "BP'" had zero exploratory wells and it had only one
exploratory well in 2006, he observed, so BP s decisions for
that tine period would have been nmade under the fiscal regine
previous to PPT and ACES, under which there was very |ow
production tax.

MR. HURLEY said he follows the co-chair's chain of |ogic, but
that he cannot speak to whether "BP' or "ExxonMbil" made those
ki nds of decisions in those tinme franes.

CO- CHAIR FEIGE noted that ConocoPhillips Al aska, Inc. drilled

four wells in 2006, one well in 2007, and three wells in 2008.
He asked whether there was any particul ar reason.
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MR. HURLEY answered that it is always about the availability of
opportunities and where the rocks are seen. Sonetinmes there are
projects that are ready to drill and sonetines it takes severa
years of seismic work, along wth acquiring land positions in
the | ease sale so a conpany knows it has the |land where it wants
to drill. Those things can take tine, so it can take years to
devel op a prospect to the point where it is ready to be drill ed.

CO-CHAIR FEI GE asked whether those wells could have been an
aberrati on.

MR. HURLEY said, "It could easily have been."
2:12:23 PM

CO CHAI R SEATON sai d devel opnent and service wells can be | ooked
at without backing up two years because acquiring the land and
access is not a consideration for those types of wells. Al so,
with infield drilling there is no |ooking for the resource. He
observed that for conpanies doing infield drilling, the nunber
of production wells was |low during the years 2005-2007, which
was a tine of generally rising oil prices [AOGCC slide 10].
This could not have been driven by consideration of a profit tax
rate because it was before the PPT, he maintained. The
phi | osophy behind HB 110 is that dropping the state's tax rate
will result in a different response than what happened during
those years of |ow production, low tax rates, and rising oil
prices. Based on this, it appears that the wong |ever is being
pulled to reach the desired goal of putting nore oil into the
pi pel i ne.

2:15: 24 PM

REPRESENTATI VE GARDNER i nqui red whether ConocoPhillips Al aska,
Inc. would be drilling exploration wells this year in the
Nat i onal Petrol eum Reserve-Al aska (NPR-A) had it received the
permts that it had expected to have by now.

MR. HURLEY explained that the CD5 field is a devel opnent
opportunity, not an exploration opportunity. Expl oration wells
are not needed because discovery wells have already been drilled
and the area delineated. It is sinply a question of when the
field can be devel oped. ConocoPhillips Al aska, Inc. has not yet
signed and commtted the authorization for expenditure (AFE) to
do the devel opnent because it is waiting on the permit fromthe
US. Arny Corps of Engineers. Once that permt is received a
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deci sion nust be made on whether the economics still stand up
for that particular project given any stipulations that may be
put on the permt and the conditions at the tine.

2:17: 05 PM

CO- CHAIR FEIGE drew attention to the AOGCC graph for exploratory
well permts (slide 8) and noted that in 1996 four conpanies
were engaged in exploration, the nunber expanded quite a bit by
the m d-2000s, and then in 2010 the nunber of conpani es was down
to five and only one well was drilled out of those five permts.
He said he recognizes sonme of the conpany nanes listed on the
slide because of his former work and some of the nanes include
conpanies in Cook Inlet, but that many of these conpanies have
pul l ed out of Al aska. For exanple, "FEX' drilled a nunber of
exploration wells in NPR A which have now been plugged and
abandoned and the |eases turned back to the state. "Fower GOl
and Gas," a coal bed nethane developer in the Matanuska-Susitna
Val | ey, never got off the ground. "Renai ssance" folded up and
went hone, although it may still exist on paper.

CO- CHAIR SEATON pointed out that three exploration wells, not
one, were drilled in 2010, and that one exploration well is
projected for 2011.

COCHAIR FEIGE said tw of the three wells were at Point
Thonsen.

2:19:16 PM

REPRESENTATI VE GARDNER turned to Item 3 of the analysis page in
Fiscal Note 1 regarding the change in calculating the tax rate
annual ly rather than nonthly. She observed that Item 3 lists
the revenue inpacts [for the fiscal years 2013-1017 that would
result from passage of HB 110].

2:20: 03 PM

The commttee took an at-ease from2:20 p.m to 2:22 p.m

2:22:39 PM

REPRESENTATI VE GARDNER asked what the price per barrel of oil
woul d have to be to balance this budget in FY 2017.
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ACTI NG COW SSI ONER BUTCHER said he does not have that nunber

off the top of his head and will provide it to nenbers |ater
t oday.
2:23:43 PM

REPRESENTATI VE P. WLSON referenced an electronic mail docunent
from Linda Hay dated 2/23/11, 10:29 AM to which a two page
docunment from DOR was attached entitled, "Revenue |npact of
Provisions of HB 110 and SB 49 as conpared to Fall 2010
Forecasted Revenue." She observed that page 2 of the docunent
states the revenue inpact of HB 110 for FY 2013 would be -$582
to -$782 nillion, whereas Item 3 of Fiscal Note 1 states an
i npact of -$382 mllion.

ACTI NG COW SSI ONER BUTCHER explained it is the same nunbers as
in the analysis section of the fiscal note; the analysis takes
it issue by issue, whereas this docunent puts those nunbers into
a spreadsheet format rather than a narrative.

2:25:43 PM

REPRESENTATI VE DI CK described a graph with one line being state
revenue and one line being the oil production decline. He
understood that at $90 per barrel the state's income wll
decline because of the production decline. He further
understood that what is being tal ked about here is reducing that
income for a time, but at some point that incone wll either
increase or be at a lower rate of decline. G ven a best case

scenario in which exploration actually takes place, he asked how
many years would it take before the two lines crossed and how
many years beyond that would it take for the state to recover
the noney that it had | ost.

ACTI NG COW SSI ONER BUTCHER replied that DOR has done work on
that, but it is difficult to make an estimate on where the two
lines would cross because so nmany different variables could be
consi der ed. For exanple, one variable is the price. If the
price went up to $120-%$130 per barrel for a couple of fiscal
years these nunbers would conpletely change, just as they would
change if the price went in the opposite direction and dropped
to $50 per barrel. It is so conplex that every one of DOR s
assunptions in a best guess estimate could be questioned. He
said DOR would be happy to work with nenbers in devel oping
possi bl e scenarios to determ ne where the Iines m ght cross.

2:27:52 PM
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REPRESENTATIVE DICK said it would help him get a better picture
even if a scenario stuck with just $90 per barrel. He surm sed
that where the lines would cross in a best case scenario m ght
be three or four years down the road, and perhaps another four
years beyond that before the state gained what it would have
invested into this. Thus, in a best case scenario it would be
ei ght or nine years before the state broke even.

ACTI NG COW SSI ONER BUTCHER agreed it would be a nunber of years
and it would be determined by how quickly the anticipated
increase in exploration and devel opment occurred under the bill,
as well as the size of the fields that are found. The state
could be pleasantly surprised or not. He added that M. Bal ash
is available to address the discussion that occurred in a
previous conmmttee nmeeting about what constitutes a unit.

COCHAIR FEIGE recalled that M. Bart Arnfield of Brooks Range
Petrol eum Corporation brought up that issue during his [2/18/11]
testi nony.

2:29:49 PM

JOSEPH BALASH, Deputy Comm ssioner, Ofice of the Conm ssioner,
Department of Natural Resources, said the state has the right to
nmake state land available to |lessees. This is done by dividing
bl ocks of land into individual |eases that are nade avail able at
conpetitive sales once a year. The state's oil- and gas-prone
regions are broken into five areas: the Beaufort Sea, North
Sl ope, North Slope Foothills, Cook Inlet, and Al aska Peninsul a.
A sale occurs for each area once a year, so five area-w de sal es
occur at different tinmes throughout each year. Al of the
available leases within an area are available for bid at that
area' s annual sale.

MR. BALASH explained that once a lease is obtained the conpany
has a maxi mum of 10 years under state law to exclusively explore

the land on that | ease. If after 10 years the conpany has not
obtained a certified well or successfully put that lease into
production, the termwll end and the lease will term nate, cone
back to the state, get a new | ease nunber, and be offered at the
next area-w de | ease sale. If the lease is drilled and oil is
found, the lease itself is unlikely to be the only place where
the oil is located, so there will probably be additional |eases
for the area surrounding that well. This collection of |eases
is grouped together, put into a unit, and a single operator
identified to develop that wunit. The wunitization process is
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therefore a neans for efficiently developing a pool of oi
underlying multiple | eases.

2:33:22 PM

MR. BALASH said a unit can be forned through the Division of Ol
& Gas, or the Alaska G| and Gas Conservati on Conm ssion, or,

for federal lands, the U S. Bureau of Land Managenent. If the
unit contains all state acreage or sone state acreage it can be
formed and filed at the Departnent of Natural Resources. Once

that unit is petitioned and agreed to be fornmed by the Division
of Gl & Gas, the conpany nust provide either a Plan of
Exploration (POE) or a Plan of Devel opnent (PCD). Under the
regulations at the Dvision of Ol & Gas, there is no
di stinction between an exploration unit and a devel opnent unit.
It is just a matter of whether the unit is being operated under
the terns of a Plan of Exploration or a Plan of Devel opnent.

MR BALASH related that if oil in the unit has been delineated

and is ready to be produced, the Plan of Devel opnent wll [|ay
out the facilities that need to be constructed and a tineline
under which they will be constructed and put into production.
However, if all that is present in the unit is a discovery, then
additional drilling needs to be done to delineate the oil field
or pool. In this case, a Plan of Exploration is submtted that
guides the developnment or delineation of the field. The
departnment tracks what is going on and nakes sure that it is
occurring. If the unit does not go into production wthin five

years it is subject by law to termnate. Any |leases within the
unit that are beyond their primary term would then term nate and
go back into the pool for the next area-w de | ease sale.

2: 35: 58 PM

MR. BALASH stated that once a specific unit is formed and a
reservoir is identified within that unit, then a Participating
Area (PA) is defined to locate the exact position of where that
area is. A Participating Area is alnost always smaller than the
unit. There can be nultiple Participating Areas within the
unit, but once the Participating Area has been formed within the
unit, any leases within the wunit that are not part of the
Participating Area are then contracted out of the unit, unless
there is a plan of exploration to further explore those |eases

within the unit. If those |leases are at the end of their
primary term they wll termnate and go back into the genera
pot for the next area-wi de |ease sale. Wien they are nade

avai l abl e for re-leasing, they get a new | ease nunber.
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REPRESENTATI VE GARDNER i nquired whether an area that has been
contracted out but then re-leased to a new owner would
automatically be part of the operating area or on its own within
a Participating Area.

MR. BALASH clarified that when a lease wthin a wunit is
contracted out, the unit's boundary shrinks to just the |eases
that are in the wunit, which is roughly the size of the
Participating Area or the Plan of Exploration for any other
| eases that are part of the Participating Area. A Participating

Area is a subset of the unit. In further response, M. Bal ash
explained that within the collection of leases in the unit,
there may be nore than one Participating Area. There may be

some gaps where there are leases that are not part of a
Participating Area, but these gaps with |eases would require a
Pl an of Exploration. The gap is either subject to a Plan of
Exploration or is part of a Participating Area and, if it is
neither, it goes back into the pool of avail abl e |eases.

MR. BALASH, in response to Co-Chair Seaton, agreed to provide
his witten crib notes.

2:41:15 PM

CO CHAI R SEATON understood from previous testinony before the
commttee that Alaska is not equal to other jurisdictions around
the world in its requirenent for submssion of data from
conpanies for |eases on state |and. He requested that the
Department of Natural Resources let the commttee know what data
the departnment would like to have and provide an analysis for
what would be a reasonable length of time for that data to

remai n confidential. He further requested that the departnent
provide its position on whether data from an abandoned | ease
shoul d becone the property of the state. Data from abandoned

| eases would help make the state nore conpetitive, he opined,
because that information could help lower the cost of future
devel opnment of the state's resources.

MR. BALASH pointed out that a variety of seismc and geol ogic
geotechnical information 1is <collected on any given |ease.
Additionally, the departnent draws a line in the treatnment of
information that has to do with interpretation by the |essee or
a contractor for the |essee. He asked for clarification about
whi ch information the co-chair would |ike indentified.
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CO CHAI R SEATON said he would |ike Alaska to be conpetitive and
have the sanme information that the producers and explorers are
required to give to other jurisdictions in the world, such as
Norway or the United Kingdom For exanple, he understood that
some jurisdictions require field-by-field data. He would like
to know what data the Departnent of Natural Resources thinks
woul d be useful and reasonable for the state to require.

2:47: 22 PM

REPRESENTATI VE HERRON noted there is a variety of opinion on the
bill, with sonme people saying it is a huge leap of faith. He
asked whet her Acting Conm ssioner Butcher believes that HB 110,
as currently witten, is the correct size parachute for Al aska.

ACTI NG COW SSI ONER BUTCHER responded that he believes this is
the way forward for the state. He related that in delving into
the issue, the departnent kept conming back to three things that
are known definitively: there is oil to be found in Al aska,
production is continuing to decline in the state and, as the
price of oil has gone up over the last few years, exploration
has risen considerably in other states but not in Al aska. He
allowed that there will be changes nade to the bill through
anendnents, but said the three |ynchpins of HB 110 are: the 15
percent tax rate for new explorers, the change to brackets for
progressivity, and the increase to 40 percent for well credits

on the North Sl ope. It has now been nearly four years under
ACES and there are sonme positives to it that the governor
believes should not be thrown out; for exanple, independent

operators have conme into Alaska as a result of ACES. However
there is also an alarmngly low amount of exploration in the
state as a result of ACES. The adm nistration believes this is
a critical time in the state's history and this 1is an
opportunity to change the direction in which the state is going.
If the bill passed today, there mght not be a flood of noney
within a year fromtoday, but at that tine the industry could be
invited to address the | egislature and say what is going on.

2:52: 37 PM

REPRESENTATI VE GARDNER recalled that in testinony before the
commttee Brooks Range Petroleum expressed concern about being

excluded from the bill's provision for wunitized devel opnent
because its |eases were unitized before 12/31/10. She inquired
whet her the admnistration will be proposing any |anguage to

al | ow Brooks Range Petroleumto participate in this benefit.
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ACTI NG COW SSI ONER BUTCHER answered that the departnent has had
conversations about this issue and is open to discussing a
change in this regard.

CO CHAIR FEIGE pointed out that there are several units within
the state that do not yet have any production. He provided an
anendnent, |abeled 27-GHLIO007\A. 2, Bullock, 2/22/11, to Acting
Comm ssioner Butcher for his coment prior to the anmendnent
being offered on 2/25/11. He said the anmendnent is an attenpt
to encourage production in areas that are not yet producing,
whet her or not they are in a unit.

2:55:09 PM

COCHAIR FEIGE said that after listening to testinmony and
talking to many people, he has taken this apart in as many
different ways as possible and he keeps comng back to the
governor's bill. It is well crafted |egislation, he opined, and
strikes a good conprom se between the revenue needs of the state
and trying to relax the fiscal terns of the state so that nore
devel opnent and production are encouraged on the North Sl ope.

2:57:24 PM

CO CHAIR SEATON inquired as to the status of the department's
response to his question that the fiscal note does not take into
account the proposed 15 percent tax rate in the future.

ACTI NG COW SSI ONER BUTCHER replied that the response has been
dropped off in the co-chair's office.

2:58:26 PM

The neeting was recessed at 2:58 p.m wuntil 7:00 p.m that
eveni ng.

7:05:23 PM

COCHAIR ERIC FEIGE called the House Resources Standing
Commttee neeting back to order at 7:05 p.m Represent ati ves
Feige, Seaton, D ck, Kawasaki, P. WIson, and Herron were
present at the call back to order. Representatives Minoz,
Foster, and Gardner arrived as the neeting was in progress.

REPRESENTATI VE HERRON asked the Departnent of Revenue whether
any of the commttee's requested information is still pending.
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ACTI NG COW SSI ONER BUTCHER responded that the departrment will
provide the remaining information to the conmttee as quickly as
it can. In further response, he nodded to confirmthat there is
still one nore packet of information yet to be provided.

7:07:14 PM

REPRESENTATI VE DI CK requested that the commttee be provided
wth a projection of how nmany years after passage of HB 110 it
woul d take for the state's investnment to equal the return under
best-case and worst-case scenari 0s.

ACTI NG COW SSI ONER BUTCHER answered that the departnment wll
try to put together that information. He said the departnent
will also use testinmony provided by Geat Bear Petroleum to
project industry response if HB 110 was passed.

7:10: 01 PM

CO CHAI R SEATON presuned the departnent would do this by | ooking
at oil production status quo conpared to a change resulting from
the bill.

ACTI NG COW SSI ONER BUTCHER said correct. The departnment would
keep the sane assunptions on oil price and same assunptions on
production forecast out into the future, and then incorporate
what mght be an increase in production as a result of the
passage of the bill. In further response, he said the
department will try to provide a side-by-side graph of where the
state would expect to be under the status quo and with the
passage of HB 110.

[HB 110 was hel d over.]
7:11:41 PM
ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 7:11 p. m

HOUSE RES COW TTEE -25- February 23, 2011



