SENATE FI NANCE COWM TTEE
March 13, 2012
9:01 a.m

9:01: 04 AM

CALL TO ORDER

Co-Chair Hoffrman <called the Senate Finance Commttee
nmeeting to order at 9:01 a.m

VEMBERS PRESENT

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

Senat or Denni s Egan

Senat or Donny d son

Senat or Joe Thonmas

VEMBERS ABSENT

None

ALSO PRESENT

Senator Joe Paskvan; Jeff Stepp, Staff, Senator Joe
Paskvan; Tim Grussendorf, Staff, Senator Lyman Hof f man;

SUMVARY
SB 192 O L AND GAS PRODUCTI ON TAX RATES

SB 192 was HEARD and HELD in commttee for
further consideration.

CSHB 307( FI N)
SUPPLENMENTAL/ CAPI TAL/ OTHER APPROPRI ATI ONS

CSHB 307(FIN) was HEARD and HELD in commttee for
further consideration.

#hb307
CS FOR HOUSE BILL NO. 307(FI N




“"An Act making supplenmental appropriations, capital
appropriations, and other appropriations; anmending
appropri ations; repeal i ng appropri ations; maki ng
appropriations to capitalize funds; and providing for
an effective date."

9:01: 56 AM

TI M GRUSSENDORF, STAFF, SENATOR LYMAN HOFFMAN, stated that
t he "f ast track suppl ement al " had been crafted
col | aboratively by the Co-Chair's offices, Legislative
Fi nance, and the admnistration. He noted the worksheet
prepared by the Legislative Finance Division (copy on
file). He explained that the items put forward by the
governor had been reviewed and that all capital projects
had been had renmoved and would be included in the Capita
Budget. He shared that four capital projects had been added
back into the budget; major naintenance for the Bethel
canpus water and sewer line repairs, the Cordova Hospita
roof repair and replacenent, the Anchorage/Chugiak Fire
Hal | replacenent, and the Inter-Island Ferry Authority. O
the four, two had been at the request of the governor. He
stated that operating budget itens had been renpved for
additional vetting and could be added back into a later
appropriation bill. He shared that the Operating Budget
itenms in need of additional vetting were: $3.4 mllion for
Cor porati on Business Licensing, $1 million in Student and
School Achi evenent, $250,000 for Alaska's Institute of
Technol ogy, and $20 mllion for a University of Al aska
| egal settlement. He reiterated that none of the itens had
been officially excluded entirely, and would be discussed
in conjunction with other appropriation bills. He relayed
that the funding for the supplenental included $57 nillion
in unlimted general funds, $1.2 mllion in designated

general funds, $6.4 nmllion in other funds, and $7.1 in
federal funds; totaling $71,969,800. The total was $36
mllion less than had been proposed by the governor. He

stated that all of the included itens in the fast track
suppl enmental had been approved by and retained the support
of the adm nistration.

9: 06: 16 AM

Co-Chair Hoffman noted that Senator MQuire had joined the
comm ttee.

9:06: 43 AM
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CSHB 307(FIN) was HEARD and HELD in conmittee for further
consi derati on.

9: 06: 53 AM
AT EASE

9:09: 23 AM
RECONVENED

#sb192
SENATE BILL NO. 192

"An Act relating to the oil and gas production tax
and providing for an effective date."

9:09:47 AM

Co-Chair Stedman noted that the commttee had received SB
192 from the Senate Resources Committee for first reading.
He observed that the commttee was in the process of
scheduling representatives from the Parnell Adm nistration

i ndependent contractor PFC Energy, and the 3 nmjor oil
producers in the state for testinony throughout the week.
He indicated the desire to make the process transparent and
under st andable for the public, and that the conmttee would
schedule tinme for public testinony on the legislation. He
warned that the scheduling specifics were subject to
change, but the general layout would remain as previously
nmentioned. He explained that norning comrittee neetings
woul d be dedicated to oil legislation, |eaving afternoon
nmeeti ngs open for normal finance comm ttee busi ness.

SENATOR JCE PASKVAN, introduced SB 192 and began a
Power Point presentation titled "Commttee Substitute for
Senate Bill 192 (RES) Gl and Gas Production Tax
Rat es" (copy on file).

Senator Paskvan spoke to slide 2 titled "CSSB 192(RES)
Overview." He stated that the presentation would reveal the
foll owi ng information:

e Intro: Alaska is and Owmer State

e Summary of DOR Reports

e Lessons Learned

e Basic Petrol eum Econoni cs

 DOR s "Facts To Begin the Conversation”
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e CSSB 192(RES): Rationale and Overvi ew
e Optimsmfor Al aska's Future

9:18: 25 AM

Senator Paskvan discussed slide 3 titled "Alaska is an
Owmer State." He quoted the preface from the book, "The
Taxation of Petroleum and Mnerals: Principles, Problens
and Practi ce:

"There are few areas of econom c policymaking in which
the returns to good decisions are so high - and the
puni shrent of bad decisions so cruel - as in the
managenent of natural resource wealth.”

Senat or Paskvan highlighted the inportance that the
determ nations nmade for the state pertaining to the oil tax
i ssue were made substantively and not enotionally.

9:19: 28 AM

Senat or Paskvan continued to slide 4 titled "Alaska is an
Owmer State." He quoted Chapter 4, Petroleum and Fiscal
Regi nes: Evolution and Challenges (page 89) of the
previ ously nentioned book:

"The central objective in designing petroleum fisca
regimes is easily stated. It is to acquire for the
state in whose legal territory the resources in
guestion lie, a fair share of the wealth accruing from
the extraction of that resource, whilst encouraging
investors to ensure optinmal economc recovery of the
hydrocarbon resources. How to achieve this balance is
a subject of enduring controversy."

Senat or Paskvan added that from an ownership standpoint the
state had to consider the receipt of oil revenues both as a
royalty share, and as a production taxing interest owner.

9: 20: 28 AM

Senat or Paskvan discussed slides 5 and 6 titled "Alaska is
an Owmer State." He noted the quote on slide 5 was fromthe
publication "Fiscal Systens for Hydrocarbons":

Chapter 5: Designing Efficient Fiscal Systens
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Al though the host governnent and the investor nmay
share one conmmon objective - the desire for the
project to generate high levels of revenue - their
ot her objectives are not entirely aligned:

Host Governnents aim to obtain the maxi num val ue (not
volune) for their countries over tinme in terns of net
receipts for treasury. Their goal is to maximze the
wealth from their natural resources and, at the sane
time, attract foreign investnment. Host governnents
al so have devel opnent and socioeconom c objectives,
such as job creation, transfer of technology, and
devel opnent of l|ocal infrastructure.

9:22: 02 AM

Senat or Paskvan continued to slide 6, which quoted "Fisca
Systens for Hydrocarbons":

Chapt er 5: Desi gni ng Efficient Fi scal Syst ens
(conti nued)

Ol conpanies aimto ensure that the return on capita
is consistent wth the risk associated wth the
project and wth the strategic objectives of the
cor porati on.

Senator Paskvan shared that the friction between industry
and government could be found in the areas in which the two
were not aligned; where host governnents ained to maxim ze
revenue and net receipts to the treasury, goal of industry
was to maxim ze the rate of return on investnent.

9:22:25 AM

Senator Paskvan discussed slide 7 titled "Meeting the
Chal | enge." He observed that at the tine of the formation
of Alaska's Constitution it had been understood that Al aska
was, and would remain, a resource rich state. Bob Bartlett
wrote during the Alaska Constitutional Convention:

"Where such vast resources potential exists one need
not be clairvoyant to foresee an influx of interests
wanting to devel op these resources...

This nonent will be a critical one in Al aska's future
hi story. Devel opnent nust not be confused wth
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exploitation at this tinme. The financial welfare of
the future state and the well-being of its present and
unborn citizens depend upon the w se admnistration
and oversi ght of these devel opnental activities.

Two very real dangers are present. The first, and nost
obvi ous, danger is that of exploitation under the thin

di sguise of developnent. The taking of Alaska's
mneral resources wthout |eaving sone reasonable
return for the support of Al aska governnental services
and the use of all the people of Alaska will nean a

betrayal in the administration of the people' s wealth.

The second danger IS t hat outside interests,
determined to stifle any developnent in Al aska which
m ght conpete with their activities elsewhere, wll
attenpt to acquire great areas of Alaska's public
lands in order NOT to develop themuntil such tinme as,
in their omipotence and the pursuance of their own
interests, they see fit. If large areas of Alaska's
patrinony are turned over to such corporations the
peopl e of Alaska may be even nore the losers than if
the | ands had been exploited."” (Novenber 8, 1955)

Senator Paskvan relayed that policymakers should be ever
vigilant as to the two aforenentioned dangers when drafting
any fiscal tax system

9:27:02 AM

Senator Paskvan continued to the Departnent of Revenue
(DOR) summary reports. He spoke to slide 9 titled "ACES
Status Report: Alaska Departnment of Revenue (January 14,
2010) ":

Letter from DOR Conmi ssioner Glvin to Gov Parnell:

» "The ACES Status Report eval uates whether ACES is
neeting its intended goals of providing a fair
share of revenue to the state while encouraging
investment in new oil and gas exploration and
devel opnent activities."

e "The status report shows that ACES successfully
allowed the state to share in the benefits of
high oil prices while accommodating fluctuations
in production costs and oil prices. ACES adjusted
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when oil prices tunbled and kept the oil
operations in Alaska highly profitable relative
to other oil provinces."

e "Since ACES passed the |legislature, over al
spending on oil and gas activities on the North
Sl ope has increased. However... it would Dbe
premature to attribute the increased |evel of oil
conpany investnent to the success of ACES."

9:29:02 AM

Senat or Paskvan di scussed slide 10, which provided further
i nformation on the 2010 DOR status report:

Letter from DOR Comm ssioner Galvin to Gov. Parnel
(cont):

"Gl taxes are clearly an inmportant factor in industry

i nvestment decisions. However, it is msleading to
isolate their influence from other key factors, such
as world oil prices, geologic potential, access to

| and, resources and markets, costs if infrastructure
and support services, and the |egal regul atory
framework. As noted in the report, the true nerit of
Al aska's current fiscal system can only be determ ned
when it is evaluated in conjunction with these other
vari abl es.”

9: 29: 59 AM

Senator Paskvan discussed slide 11 titled "ACES Status
Report: Al aska Departnent of Revenue (January 14, 2010)":

ACES Structure and Tax Rate (page 9-11):

"AS with any tax, ACES nay be evaluated using a
variety of different netrics, including 'effective,'
‘nomnal,' and 'marginal' tax rate conparisons. Wile
each of these can be helpful under the appropriate
ci rcunst ances, each is also subject to certain
l[imtations. It is inportant when using these netrics
to wunderstand their relative value and how they
reflect upon the objectives of the tax system.."

"The 'marginal tax rate' is the rate historically
applied to each dollar increase in oil price.Wth a
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net based tax system this netric shows a conpany the
i npact of nmaking additional investnent, because each
dollar they invest is 'subsidized by the governnent
based on the anmount of narginal tax they have avoi ded
paying on that dollar.For exanple, a marginal tax rate
of up to 87 percent initially sounds excessive.
However, at the same price level, the effective tax
rate is less than 40 percent. The marginal rate of 87
percent actually represents that state's 'portion' of
any new i nvestnent made at such high prices.™

Senat or Paskvan reiterated the inportance that t he
di fferences between the tax rates be observed.

9:31: 50 AM

Senat or Paskvan presented slide 12, which provided the
concl usi on of the report:

Concl usi on (page 15):

"Overall, the information reviewed by the departnent
indicates that ACES is performng as expected when it
was passed by the Legislature in 2007. The economc
provisions are resulting in the revenue |evels
anticipated, and the investnent incentives appear to
distribute the increased tax burden in a fashion that

continues to encourage reinvestnent, through the
experience with the credit program could be inproved
for new explorers. Chal | enges remain in t he
i npl enentation by the departnent, but they are

manageabl e and the departnent is positioned to neet
t hose chal | enges. "

9:33: 00 AM

Senat or Paskvan discussed slide 13 titled "Production Tax
Status Report to the Legislature by DOR (January 18,
2011)":

From the Executive Summary (pages 1 -2)
* Industry Investnent - Investnent in the form of
capi tal expenditures has increased in each of the

four fiscal years since inplenentation of the net
profits tax, however, it is unclear how much of
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the capital expenditures were drilling or well-
rel at ed and how rmuch were mai nt enance or
facilities-rel ated.

* | npact on Expl orati on, Devel opnent , and
Production - Exploration has generally increased
from 2003, when the EIC credit was inplenented,
but has dropped off in 2010. Devel opnment
continues in three relatively new North Slope
projects, yet production continues to decline.

* Industry Enploynent and New Entrants - |Industry
enpl oyment rose steadily from 2006 through 2009,
but dipped slightly in 2010. The nunber of
conpanies filing annual tax returns doubled
between 2006 and 2009, indicating interest by
conpani es that are either new or returning to the
Al aska oil and gas industry.

9: 35: 09 AM

Senator Paskvan continued to slide 14 titled "Production
Tax Status Report to the Legislature by DOR (January 18,
2011)":

From t he Executive Summary (cont.)

e Use and Expansion of Tax Credits - The anount of
credits used has increased annually since 2006
and we expect the trend to continue as new credit
prograns were added in the 2010 Ilegislative
sessi on.

« Tax Adm ni stration and Conpl i ance - The
departnment continues to wite regulations for the
new tax system and the first audits under the
net profits tax have been conpl et ed. The
department has, however, been hanpered in its tax
reporting and conpliance efforts by the lack of a
centralized database to house and nmanage the
| arge volunmes of oil and gas data it receives.

* Conclusions and Recommendations - Based on the
mul tiple changes to the tax |aws over the past
few years, drawing any conclusion about their
ef f ect on Al aska' s i nvest ment climte is
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difficult. However, what is clear is that
production continues to decline. The state should
continue to nonitor its conpetitiveness wth
other oil and gas jurisdictions worldw de and be
prepared to change its tax structure as needed.

9: 38: 05 AM

Senat or Paskvan discussed slide 15 titled "Production Tax
Status Report to the Legislature by DOR (January 18,
2011)":

Concl usi on and Recomendati ons (page 14-15):

"A governnent's fiscal regine is just one elenment for

oil and gas conpanies to consider when weighing
options for where to invest. Many other elenents, such
as resource risk, political risk, envi ronnent a

factors, and availability of |abor and equipnment, also
play a part in conpanies' decisions about where to
invest. It is very difficult to separate these factors
in order to determine the extent to which a
government's  fiscal system influences investnent
choi ces.

Wiile it is untenable to blame a tax system for the
lack of industry investnent, it is equally untenable
to claim that the tax system is the reason for
increased activity or investnent occurs. The past
three years have seen dramatic swings in oil prices
from a high of $134 per barrel to a low of $38 per
barrel just 6 nonths later. An economc recession
stifled investnent and business activity in the United
States and nuch of the developed world for over a
year. The economic activity of the past three years
may not have been the best benchmark by which to judge
the inmpact of a tax system..

.State officials should continue to nonitor the
state's conpetitiveness in oil and gas opportunities,
and be prepared to nodify it as the need arises.”

Senator Paskvan stressed that in neither the report from

DOR directly to Governor Parnell, or directly to the
Legislature, did not explicitly state that ACES was broken.
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9:40: 27 AM

Senator Paskvan directed attention to slide 16, which
illustrated that the DOR report on the status of ACES was
released to the Ilegislature on January, 18, 2011. He
pointed out that HB 110 was introduced on the House side
that sane day. The Senate conpanion, SB 49, was introduced
on January 19, 2011. He felt that the timng for the
reports from DOR and the introduction of the production tax
| egi sl ati on was significant.

9:41:10 AM

Senator Paskvan continued wth the "Lessons Learned"
section of the presentation.

9:41: 30 AM

Senator Paskvan spoke to slide 18 titled "Conprehensive
Plan and Feasibility Study by FAST Enterprises, LLC
(Cct ober, 2012)":

Excerpts fromthe Executive Summary

The Al aska Departnment of Revenue's Tax Division
(DORITAX) relies on a patchwork of 17 autonmated
systens and over 100 nmanual "si de-systens” to
adm ni ster 22 tax prograns.

e DOR/ TAX manages over $3 billion in Ol and Gas
Tax revenue using an eclectic mx of home-grown
side-systens that include nmultiple databases and
unsecured, unstable spreadsheets stretched well
beyond their intended wuse. Storing sensitive
taxpayer information in these databases and
spreadsheets poses a high security risk.

e The 17 systens used to adm nister different taxes
and functions have been pieced together over the
past 15 years w thout integration or an overall
architecture. The systens do not scale to neet
current needs and are inflexible and difficult to
mai ntain. Since the initial developnent of the
systens, nmany tax |aws have changed and the
systens have not changed accordingly.
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Senat or Paskvan felt it was inportant to highlight the
i nt ernal i ssues t hat state gover nient and state
pol i cymakers faced.

9:43:12 AM

Senat or Paskvan continued to slide 19 titled "Conprehensive
Plan and Feasibility Study by FAST Enterprises, LLC
(Cct ober, 2012)":

Excerpts fromthe Executive Summary (conti nued)

» DOR/ TAX enployees spend a higher proportion of
their time conpiling, organizing, and reconciling
dat a t han actual ly audi ti ng, exam ni ng,
anal yzi ng, forecasting, or managi ng tax prograns.

e The limtations and inflexibility of existing
systens inpose a burden on taxpayers. Current
reporting processes are I nefficient and

ineffective, and <create unnecessary work and
cost. As one taxpayer stated, "the Tax Division's
inefficiency makes taxpayer interaction wth the
division inefficient.”

e DOR/TAX cannot easily produce reports by the
| egi sl ature and policynmakers because the current
systens prevent tinely, conplete, and correct
extraction of data. Reports can be inaccurate and
m sl eading due to incorrect and inconplete data
and human error.

Senator Paskvan stressed that the Cctober 2010 study
indicated that the current tax system should be approached
with a high | evel of skepticism

9:45:46 AM

Senator Paskvan spoke to slide 20 titled "Departnment of
Revenue Additional Information":

Single Audit of the State of Al aska (Feb 28, 2011)

* Recommendation: "DOR s comm ssioner should ensure
staff within its Tax Division inplement controls
to inprove the auditing of oil and gas severance
tax revenues."

Senat e Fi nance Comm tt ee 12 03/13/12 9:01 A M



» Legislative Audit's Curr ent Posi ti on:
"Significant control deficiencies continued over
the auditing of oil and gas severance tax
revenues in FY10. A loss of experienced audit
staff during FY10 conpounded the struggles that
the audit section was already experiencing."”

Decision Following Trial De Novo: 2007, 2008, and 2009
Assessed Valuations of the Trans-Al aska Pipeline
System ( Decenber 30, 2011)

e "The Departnent's Pr oducti on Forecast s and
Reserves Estimates are Unreliable" (page 170)

Senat or Paskvan believed that the concl usion handed down by
the court should cause policymakers to consi der whether the
information received by the departnent was fundanentally
valid. He added that the court had also concluded that
DOR s system was broken and headed in the wong direction.

9:46: 45 AM

Senat or Paskvan continued to slide 21 titled, "U. S. Energy
Tax Policy (2011) (Chapter 9) State Tax Policy and Ol
Production: The Role of the Severance Tax and Credits for
Drilling Expenses." He explained that chapter 9 of the
publication "U S. Energy Tax Policy" addressed the role of
severance tax and credits for drilling expenses:

| nt roducti on

"Al t hough nost energy-producing states have |evied
taxes on the value of oil, natural gas, and coal
production for nmany years, changes in these taxes have
beconme headline news as state governnments grapple with
budget shortfalls brought about by the current
recession. For instance, Alaska has increased the
severance tax on the value of its oil production and
attenpted to sinmulate future production by allowng a
credit against this tax for expenditures on capital
itens, i ncl udi ng drilling rigs, infrastructure,
exploration, and facility expansion (Al aska Depart nent
of Revenue 2008)."

9:50: 50 AM
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Senat or Paskvan explained slide 22 titled "State Tax Policy
and G| Production: The Role of the Severance Tax and
Credits for Drilling Expenses" which presented questions
about the effects of state energy taxes:

e Do state taxes tilt the time path of energy
production to the present or to the future?

Do upstream subsidies for expl oration and
devel opnent work together wth downstream taxes
on production to influence the levels and tine
pat hs of production and tax coll ections?

 What are the inplications of these for the |ong-
term sustainable use of nonrenewable natural
resour ces?

Senat or Paskvan noted that the tilt of taxes to the past or
future, could manipulate the production process in a way
that could be detrinmental to the state.

9:51: 55 AM

Senat or Paskvan discussed slide 23 titled "State Tax Policy
and O Production: The Role of the Severance Tax and
Credits for Drilling Expenses":

Key Fi ndi ng #1:

e "QOIl production is closely linked to the size of
the reserve base and is relatively insensitive to

changes in oil prices. This outcone, which is
broadly consistent with experience in the U.S.
oil industry over the past 50 years, leads to the
conclusion that the severance tax has little

ef fect on production |evels (p.306)."

9:52: 58 AM

Senat or Paskvan spoke to slide 24 titled "State Tax Policy
and O Production: The Role of the Severance Tax and
Credits for Drilling Expenses":

Key Findi ng #2:
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e "The simulations suggest that a drilling expense
credit may  cost nmore than the increnental
severance tax revenue obtained, although such
credits may be worthwhile concessions if a
state's objective is to generate greater support
for increasing the severance tax rate (p.307)."

9:54: 04 AM

Senat or Paskvan continued to slide 25 titled "Additional
Resear ch":

"Ef fecti veness of Severance Tax |Incentives in the U S.
Ol Industry" (Mtch Kunce, International Tax and
Publ i ¢ Fi nance, 2003)

* "In general, results show that severance tax rate
cuts substantially reduce state tax revenue
coll ected, but yield noderate to little change in
oi | drilling and production activity. Thi s
out cone suggests that states should be wary of
argunents asserting that large swings in oi
field activity can be obtained from changes in
severance tax rates."

Senat or Paskvan thought that the finding was an appropriate
gui ding consideration when discussing changes in the oil
tax structure.

9:55:24 AM

Senator Paskvan spoke to slide 26 titled "Additional
Research":

"State Taxation, Exploration, and Production in the
US Ol Industry" (Mtch Kunce et al, Nov 26, 2001)

* "Results of this study suggest t hat oi
production is highly inelastic with respect to
changes in production taxes."

9:55:47 AM

Senat or Paskvan discussed slide 27 titled "Gas and Water
Handling Constraints.”™ The slide offered a transition in
topic to the issue of gas and water handi ng constraints:
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Gas and Water Handling Constraints

"While new oil is an issue in maintaining production
levels, there are also issues at existing fields,
where [Dudley] Platt said facilities expansion may be
needed. he said that the large facilities are 'maxed
out on how nuch gas they can handle and they're
getting close to being maxed out on how much water
they can handle.lf they don't expand their facilities
to handle that, the oil production will continue to go
down.'" ("Alaska Ql Forecast Shaky"™ By Kristen
Nel son, Petrol eum News - Wek of Novenber 18, 2007)

Senat or Paskvan believed that the quote spoke to the
guestion of why wells couldn't be easily expanded or dug
deeper.

9:58:10 AM

Senator Paskvan explained slide 28 titled "Gas and Wter
Handl i ng Constraints":

North Sl ope of Alaska Facility Sharing Study

Prepared for Division of al and Gas, Al aska
Departnment of Natural Resources By Petrotechnica
Resources Al aska, My, 2004.

"The North Slope processing facilities have specific
design capacity limts, indicating the amunt of oil,
wat er and gas which can be handled by the facility. If
the handling capacity of one of these streans is
reached for a given facility, it limts the overall
production output from that facility. Wile sone
facilities may be producing below capacity for oil,
they are often limted due to capacity constraints on
total water production or gas production.”

10: 00: 08 AM

Senat or Paskvan discussed slide 29 titled "Gas and Water
Handl i ng Constraints":

1989 Revenue Sources Book
Al aska Departnent of Revenue
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"The vast mmjority of Al aska production will continue
to cone from the now declining Prudhoe Bay field.The
decline in Prudhoe Bay production is now expected to
be nuch nore rapid than assumed 1in our Spring
forecast. This reflects a nore serious gas handling
constraint. As nore and nore gas is produced with each
barrel of oil, the anmount of gas which nmust be re-
injected back into the Prudhoe Bay field had increased
substantially. Since it is anticipated that there wll
need to be nore production downtine due to field and
TAPS nmai ntenance, the gas handling constraint wll
limt the ability to keep average annual oi |

production from falling. Installation of additional
gas handling equipnent, GHAX1 (gas handling and
expansion 1), is scheduled to start late in 1990. A

second expansion is in the planning stages. Once in
pl ace, the ability to re-inject up to 5.1bcf/day of
gas production will slow the rate of decline in oil
production. "

10: 02: 21 AM

Senat or Paskvan continued to slide 30 titled "Gas and Water
Handl i ng Constraints":

A Production Optimzation System for Wstern Prudhoe
Bay Field, Al aska

By D.A. Barnes, K Hunphrey, and L. Miell enberg of BPX
Anerica

Paper prepared for presentation at the 65th Annual
Techni cal Conference and Exhibition of the Society of
Petrol eum Engi neers held in New Ol eans, LA Sept 23-
26, 1990.

"For alnost a decade the Prudhoe Bay field on the
North Sl ope of Al aska has produced at a yearly average
offtake rate of 1.5 mllion stock tank barrels of oil
per day. As the reservoir depletes and field gas-oi
ratios (GORs) increase, gas handling constraints nake
it difficult to achieve oil rate targets."”

10: 03: 34 AM

Senat or Paskvan discussed the slide on page 31 titled "Gas
and Water Handling Constraints":
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Prudhoe Bay: Devel opnent History and Future Potenti al
By D.J. Szabo, BP Exploration (Al aska) Inc. and K O
Meyers, ARCO G| and Gas

Paper prepared for presentation at the SPE 1993
Western Regional Meeting, Anchorage, AK, 26-28 My
1993.

"Prudhoe Bay is seen by many as a mature oil field on
an inevitable and irreversible decline.The field s oil
production capacity dropped below 1.5 MVSTB/D in 1988
*officially* signaling the start of decline. The onset
of decline was a direct result of limted gas handling
capacity as opposed to Ilimted oil producti on
capacity."

10: 04: 52 AM
AT EASE

10: 12: 39 AM
RECONVENED

Senat or Paskvan explained that the focus on the water
handling constraints was the result of information gathered
about throughput. He Dbelieved that wunderstanding the
hi story of the declining throughput in the North Sl ope was
necessary for public wunderstanding of the relationship
between engineering issues, t reat nent facilities and
t hr oughput .

10: 13: 35 AM

Senat or Paskvan discussed slide 32 titled "Gas and Water
Handl i ng Constraints":

Prudhoe Bay Field: Facility Consolidations Pave the
Way for an Econom c Future
By K D. Eager, BP Exploration; MD. Briscoe, ARCO
Al aska; R A. Bol duc, Exxon

Paper prepared for presentation at the 1998 SPE Annual
Techni cal Conference and Exhibition held in New
Ol eans, LA, 27-30 Sept 1998.

"The Prudhoe Bay Field on Alaska's North Slope has

produced for twenty-one years. Prudhoe's gas and water
production rates are at historic highs, but the oil
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production rate has declined to |ess than one-half of
the peak rate achieved in the 1980s. As a result,
significant excess oil treating capacity exists, wth
water and gas handling <capacity constraining the
current oil production rate. The owners of the Prudhoe
Bay Unit developed a major facility consolidation plan
in 1997 designed to rationalize this excess oil
treating capacity while preserving existing gas and
water handling capacity. The reconfigured facilities
are expected to provide sufficient capacity at a |ower
cost to accommpdate projected oil, water and gas
production rates over the remaining life of the
Prudhoe Bay Field."

10: 16: 48 AM

Senat or Paskvan continued to slide 33 titled "Gas and Water
Handl i ng Constraints":

Prudhoe Bay Field: Facility Consolidations Pave the
Way for an Econom c Future
By K D. Eager, BP Exploration; MD. Briscoe, ARCO
Al aska; R A. Bol duc, Exxon

Paper prepared for presentation at the 1998 SPE Annual
Techni cal Conference and Exhibition held in New
Ol eans, LA, 27-30 Sept 1998.

(Cont i nued)

"Ql production rates are projected to continue to
decline in the future. In developing the field
devel opment and nmanagenent plans for 2000 and beyond,
the PBU Wrking Interest Owmers recognize the need to
reduce lifting cost comensurate with the decline in
oil production to mamintain an econom c assert for as
| ong as possi bl e. The Pr udhoe Bay Facility
Optim zation Project will play an inportant role in
achieving reduced lifting costs.”

10:17: 36 AM

Senat or Paskvan discussed slide 34 titled "Gas and Witer
Handl i ng Constraints":

Optim zation of Production from Mature Fiel ds
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By P. Wvng & K Aziz of Stanford University and M L.
Litvak of BP, USA 17th Wrld Petroleum Congress,
Septenber 1-5, 2002, R o de Janeiro, Brazi

"GOl production in the Prudhoe Bay and Kuparuk River
fields is constrained by the gas handling limts of
the surface facilities.™

2003 Ol and Gas Report (for the period ending
Decenber 31, 2002)

Al aska Departnment of Natural Resources (Tom Irw n,
Comm ssi oner)

Division of Ol and Gas (Mark Myers, Director)

"From the beginning of Prudhoe Bay production,
di ssol ved gas and water were separated from the crude
oil and injected back into the reservoir. Over tinme
the reservoir's proportion of both gas-and-water to
oi | i ncreased. Eventual | y, oi | pr oducti on was
constrained by the rate at which the separating plants
coul d process gas and water."

10: 18: 52 AM

JEFF STEPP, STAFF, SENATOR JOE PASKVAN, interjected that
one of the key points to the "Optimzation of Production
from Mature Fields" article was cost reduction. He pointed
out that the |anguage was not about "increased" production,
but "optim zed" production in a mature field. He offered to
provi de the conplete article to the conmttee upon request.

10:19: 52 AM

Senator Paskvan spoke to slide 35 titled "Gas and Wter
Handling Constraints.” The slide detailed the follow ng
guestion and answer session:

Q Does DNR agree that oil throughput at Prudhoe Bay
is constrained by the ability of field operators to
process and re-inject associated natural gas?

A: Yes, gas processing is a significant constraint in
Prudhoe Bay. Wile new wells could be drilled wth
lower GOR's, other high GOR wells have to be shut-in
because of the gas processing l[imtation.
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Q As of the early 1990's, does DNR agree that Prudhoe
Bay was past the point where well drilling could stave
off a falling oil rate?

A: Yes. The Prudhoe Bay Unit WO had a very aggressive
drilling program in 1986-1992. In addition, a nmajor
gas handling expansion (GHX-1) occurred in the late
1980s which hel ped stem decline. Significant delay in
t he production pl ateau woul d have been difficult.

( Sour ce: Meno from DNR to Senator Paskvan re
"Responses to the 30 questions from Septenber 22,
2011" (January 17, 2012)).

10: 22: 03 AM

Senat or Paskvan di scussed slides 36 - 39 titled "Overvi ew
of the d eason Deci sion":

« Market Structure
e The Life of TAPS
e Access To Information

Senator Paskvan relayed that the PowerPoint presented by
Robin Brena, as well as the deason Decision had been
included in conmttee packets (copy on file)[Secretary
note: Both the Brena presentation and the d eason report
can be found on BASIS and in the SB 192 binders |located in
t he Senate Finance Conmittee Roonj.

Senat or Paskvan shared that the big three oil conpanies
(Exxon, BP, and ConocoPhillips) had market dom nance in the
Central North Slope to the extent that it was no l|longer a
free market. He said that due to the passage of PPT and
ACES the state had observed an increased interest of other
conpani es, but that there were still barriers, particularly
in the area of treatnent facility access.

10: 27: 14 AM

M. Stepp added that in 2003 the Murkowski Admnistration
had established the goal of increasing production 3 percent
per year. The director of the Division of Gl and Gas at
the tinme, Mark Meyers, prepared a white paper titled,
"Meeting the Governor's Goal: Increasing QI and @Gs
Production by Three Percent Per Year." The paper identified
the problemw th the market structure on the North Sl ope:
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"Mergers and market concentration on the North Slope have
created a non-conpetitive environnment in which three najors
have a near nonopoly that gives them a |arge conpetitive

advantage in exploration, developnent, production, and
transportation. It is this uneven playing field that has
raised the  barrier to new entrants, from smaller

i ndependents through large integrated majors. As long as
these mmjors invested sufficient capital for exploration

and devel opnent activities, the State accepted the
consequences of the oligopoly. Since the existing mgjors no
longer are wlling to invest sufficient resources on

exploration or developnent, the State nust | ook el sewhere.
The State nust |ook beyond the existing mpjors to the new
wave of 1ndependents and remaining majors. This situation
parallels the experience in other oil and gas basins
wor | dwi de, several of which have successfully nmade this
transition.”

10: 29: 06 AM

Senat or Paskvan addressed slide 38 titled" Overview of the
G eason Decision,” which addressed the |ife of TAPS. He
stated that one of the wunaninous pieces of information
received in the Senate Resource Conmmttee was that fields
mat ured wunder the concept of a "hyperbolic curve." He
explained that all of the Alaska North Slope basins were
experiencing a hyperbolic curve decline and were entering
into a flattening period that would last nmany years. He
cited the Brena PowerPoint, page 39, which stressed the
i nportance of examning the value of the reserves; the
current value of the reserves was greater than any other
tinme in history. He said that at $100 per barrel, the 7
billion barrels of proven reserves would result in a $700
billion dollar profit. He asserted that it was a fiction
that TAPS was facing an i mm nent shut down.

10: 31: 34 AM

Co-Chair Stedman clarified that a shut-down did not infer
to a nmechanical shut down, but rather the anount of oil
remaining in the basin that would not cone down the
pi pel i ne.

10: 31: 39 AM

Senat or Paskvan stated that the d eason Decision detern ned
the estimated |ife of the proven reserves that were
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technically, economically and legally deliverable into the
TAPS system He stated that the decision was a conservative

one; based only on proven oil reserves as required by
statute. The decision did not include conventional oil (not
yet discovered), heavy oil, shale oil, ANWR, National

Pet rol eum Reserve- Al aska (NPRA), Chukchi or Beaufort, and
Poi nt Thonson. He reiterated that the G eason determ nation
of 7 to 8 billion barrels of proven reserves was very
conservati ve. He expressed concern that i nconsi st ent
information had come from DNR, AOGC, and internal oil
i ndustry sources. While industry information was publicly
avai lable, it was unreliable. He noted that the court had
been forced to sopeana industry to gain access to docunents
concerning proven reserves and production forecasting. He
di scussed the issue of low flow studies. He cited a 2005
JTG study that indicated that production would eventually
sl ow down to 135,000 barrels per day (page 65 of the BRENA
Report.) He shared that the determ nation made by Judge
G eason was that the TAPS system would stay in operation
t hrough 2065. He cited pages 56 and 57 of the BRENA Report
whi ch contained a graph that addressed that as oil prices
increased, the concept of economcally recoverable oil
increased; every 10 dollar increase in the price of a
barrel of crude resulted in a 5.5 year increase in the
economc life of the TAPS structure.

10: 36: 57 AM

Senat or Paskvan di scussed slide 39 titled "Overview of the
d eason Decision: Access To Information." He reiterated the
chal | enge  of gathering substantive information from
i ndustry without a sopeana.

10: 37: 43 AM

Senat or Paskvan explained slide 41 titled "Expanded Basic
Pet r ol eum Econonmi cs: Course Level - Basic":

About the Course:

e Could you answer the following three questions for
your next project:

v What will it cost?
v What is it worth?
v - WIIl it earn sufficient profit?
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» Before wundertaking any project, these questions
shoul d be answer ed.

He believed that the legislature was consistent in
examning the first question, but that all three questions
should be examned in order to create a conprehensive
fiscal system

10: 39: 28 AM

Senat or Paskvan di scussed slide 42 titled "Exanple":

 Estimates of drilling cost per well range from
$132,907 in Kansas, where wells tend to be
shallow, to $3,881,600 in Al aska, where the

drilling experience is very different as conpared
to the |l ower 48 states.

e Mrginal reserve additions from drilling range
from 11,051 barrels per well in Kansas to 177,067
barrels per well in Al aska.

e Thus, while drilling a well in Alaska is markedly

nore expensive than Kansas, Al aska experiences a
greater payoff from these nore costly exploration
and devel opnent efforts.

He said that while the drilling costs in Alaska were nore
expensi ve, but yielded a higher return.

10: 40: 14 AM

Senator Paskvan spoke to slide 43 titled "WII it earn
sufficient profit?" He discussed what the split between the
state, the federal governnent, and investors:

"Gl Industry Profitability in Alaska 1969 through

1987"
The oil industry received an estimated $42.6 billion
in profit from production and transportation

activities in Alaska from 1969 through 1987.Al aska
North Sl ope (ANS) production contributed $29.1 billion
to profit, wth $27.8 billion of this anount
attributable to Prudhoe Bay and $1.3  billion
attributable to Kaparuk. TAPS provided $12.4 billion

Production in Al aska other than ANS production added
$1.1 billion in profit.
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Shares. The $42.6 billion in after-tax profit that
accrued to the oil industry conpares to $29.3 billion
in State of Alaska receipts from oil i ndustry
activities during this period. During the sane period,
Federal governnment receipts were $25.8 billion from
these activities (page | and 11).

(Source: "Gl Industry Profitability in Al aska 1969
t hrough 1987," Prepared for the Departnent of Revenue,
State of Alaska, by Edward Deakin, D stinguished

Enterprise Professor and Director, Institute of
Pet rol eum Accounting, University of North Texas, March
15, 1989.)

10:41: 29 AM

Senator Paskvan discussed slide 44 titled "WII it earn

sufficient profit?" He stated that in 1989 a report
concluded that production profits do not stop at Al aska's
boundari es:

"GOl Industry Profitability in Alaska 1969 through
1987"

Addi tional Benefits of ANS O
ANS Producers receive profits from Al aska Q| outside

of Al aska which provides and additional bonus beyond
what it would cost if they had to purchase inported

oil. An additional profit of approximately $0.7
billion went to the producers through the operation of
the U S. Departnment of Energy crude oil entitlenment

program Producers are believed to earn additional
profit through the refining of ANS crude because,
anong other things, they have access to a secure
source of crude oil. If they did not have the ANS
crude, it would be necessary for themto acquire crude
from foreign sources.

O hers estimate that profits on tanker operations and
the trans-Panama shipnent activities added between
$.25 and $1.00 profit per barrel of ANS crude
produced. These additional profits would have been

received on the nearly 6 billion barrels of ANS
production. These added profits are not included on
the $42.6 billion of total oil industry profit on

Al aska covered in this report (page 13).
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These downstream profit issues are beyond the scope of
this project. They do indicate, however, that the
producer's econom c benefits of Al aska oil production
extended beyond the profit obtained wthin the
boundaries of the State of Al aska (p.T-70).

(Source: "Gl Industry Profitability in Al aska 1969
t hrough 1987," Prepared for the Departnment of Revenue,
State of Alaska, by Edward Deakin, D stinguished

Enterprise Professor and Director, Institute of
Pet rol eum Accounting, University of North Texas, March
15, 1989.)

10:42: 19 AM

Senat or Paskvan continued to slide 45 titled "WII it earn

sufficient profit?" The slide discussed the hourly profit
rate:

"Gl Industry Profitability in Alaska 1969 through
1987"

Hourly Profit Rate

"Looking at these profits as an hourly earning nunber
may bring the anbunts into better perspective. After-
tax profits have been earned by the producers at the
rate of $463,144 per hour, twenty-four hours per day
for each day of the first ten and one-half years of
ANS Production (page 19)."

(Source: "Gl Industry Profitability in Al aska 1969
t hrough 1987," Prepared for the Departnment of Revenue,
State of Alaska, by Edward Deakin, D stinguished

Enterprise Professor and Director, Institute of
Petrol eum Accounting, University of North Texas, March
15, 1989.)

10: 42: 43 AM

Senat or Paskvan discussed slide 46 titled "WII it earn

sufficient profit", which contained a letter from the Chief
Executive of BP

Lord John Browne, Chief Executive, BP
Address to shareholders (April 15, 2004)
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“In periods of high oil prices such as the one we find
ourselves in today, the group generates significant
"Excess free cash flow after capital expenditure and
di vidends. Rather than wusing this cash to reduce
debt .we are conmtting to return..100 percent of this
excess free cash flow to our investors for as long as
oil prices remain above $20 a barrel, all other things
bei ng appropriate (Sarah Takes on Big O, page 16)."

10: 43: 56 AM

Senat or Paskvan continued to slide 47 titled "WIIl it earn
sufficient profit?" He noted that the slide harkened to an
earlier slide discussing the harvest node analysis that had
risen out of the 1997 pl an:

"Alaska's role in BP's portfolio is to provide a
stabl e production base and cash flow to fuel growth
el sewhere in the business while inproving margins and
returns.”

Senator Paskvan pointed out to the conmttee that the
information on the slide was consistent with the analysis
of Pedro Van Meurs. He believed that the statenents shoul d
be viewed pragmatically. He continued with the slide:

Si denot e:

"Over the past three years the TAPS Oamners and Al yeska
have studied a nunber of potential business efficiency
opportunities.Prelimnary engineering studies have
also confirmed electrifying and automating all 4 punp
stations will allow Alyeska to elimnate over 285 ful
time positions, many of those in field |ocations where
wage and |l ocations premuns are very high. Currently,
renote crews at these punp stations require expensive
catering, transportation and other costly support
service syst ens. El i mi nati ng t hese positions
transl at es to an annual i zed expense savi ngs
i mprovenent of over $41nm gross (+16nm net BP) by 2007
over APSC 2003 Base O&M "

(Source: BP, Alaska Business Unit, Md-Stream Al aska
Trans- Alaska Pipeline Punp Station Electrification,
2004, Page 13)

10: 46: 02 AM
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M. Stepp pointed out that both the Senate Resources
Commttee and the Senate Finance Commttee would be subject
to a series of bar graphs, but indicated that the
statistical graphs did not tell the whole story. For
exanple, when the commttee saw graphs pertaining to
unenpl oynent |evels on the North Slope decisions designed
to increase business efficiency, such as the one found on
slide 47, were not represented and needed to be consi dered.

10:47:30 AM

Senat or Paskvan continued with his presentation and spoke
to slide 48 titled "WII it earn sufficient profit?" The
slide was intended to provide perspective on profits under
ACES:

Gene Therriaul t,

Senior Policy Advisor on |In-State Energy, Parnel
Adm ni stration

Emai | Correspondence, August 2, 2010

“"Maj or producers |ike ConocoPhillips and BP have
reported strong profits from their Al askan operations
under the ACES system For exanpl e, in 2009,
ConocoPhillips' Alaska activity accounted for 12
percent of its worldw de production but 29 percent of
its corporate profits. In addition, the August 1, 2010

edition of Pet r ol eum News recently detail ed
ConocoPhillips <current year earnings and concluded
t hat " ConocoPhi l i ps’ exploration and production

activities continue to be nore profitable in Al aska
t han across the Lover 48.'"

Senator Paskvan reiterated that at the tinme of the
correspondence there was nothing to indicate that ACES was
"broken."

10:48: 31 AM

Senat or Paskvan discussed slide 49 titled "WIIl it earn
sufficient profit?" The slide highlighted the correl ation
between the BP Prudhoe Bay Royalty Trust and the profits
fromthe operation on the central North Sl ope:

BP Prudhoe Bay Royalty Trust (BPT)
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“In the past 10 years, BPT has earned a total return
of 2,246 percent. A $5,000 investment just 10 years
ago would be worth $117,400 right now.To give you an
idea of how strong a return that is, integrated oil
giant Chevron returned 231 percent over that sane
period. That would have turned $5,000 into $16, 550.
Not bad, but nowhere near what BP Prudhoe Bay Royalty
Trust did."

"And those royalties are on top of capital gains.
BPT's share price gained 667 percent during the past
10 years thanks to rising oil prices, while Chevron's
stock price went up only 137 percent."”

"The thing is, BPT not only beat Chevron.it beat out
just about every major oil conpany over the sane
period. And that's only part of the equation. Go back
a few nore years, and the mmjor oil and gas conpanies
aren't even in BPT s |eague."

"BPT has generated total returns of 5,089 percent
since 1990 -- beating the "big" nanes in the oil and
gas industry. Chevron..Exxon..Shell .you nanme it."

(Source: Seeking Alpha website, "BP Prudhoe Bay
Royalty Trust: Wy Wrry about This H gh Yielder?,"
January 25, 2102)

10: 49: 32 AM

Senator MQ@iire highlighted that the perspective being
presented to the commttee was that of Senator Paskvan. She
felt that there were other reliable docunents available
that woul d provide fodder for a counter position. She noted
that that sane website attributed to slide 49 also stated
that the BPT was a short term overval ued opportunity. She
believed that a presentation could be put together show ng
a different perspective, yet using the same website. She
noted that sonme industry experts believed that ACES was a
hi ghly penalizing tax regine.

Co-Chair Stedman renmnded the commttee that there were
many available websites, providing nmany opinions on the
issue of traded securities. He believed that the fact
remai ned that the value of the BPT had increased over tinme.

10: 51: 49 AM
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Senator MQ@iire agreed. She suggested that offering many
opi nions for discussion could be helpful. She hoped that
nore opinions, dialogue and facts could be brought into the
committee for future discussions. She stressed that it was
the work of the conmttee to determine the right tax regine
based on a variety of factor and opinions.

Co- Chair Stednman pointed out the presentation was the first
of many. He thought that sone of the issues raised in
resources mght not surface in finance. He said that if it
could be reasonable concluded that there were sufficient
resources in the Arctic to facilitate the operation of TAPS
beyond the next 20 years; the conmittee would work under
that assunption. He asserted that the conmttee would be
diligent in providing factual information for the purpose
of discussion at the table, and for the public. He strongly
rail ed against delivering msinformation to the public.

10: 53: 46 AM

Senator McCQuire reiterated that the senator was |aying out
one perspective that did not reflect the consensus of the
conmittee as a whol e.

Co-Chair Stednman declared that the docunents currently at
the table had been presented in resources and were part of
the public domain. He regarded that each nenber held strong
opinions on the mtter. He believed that the docunents
before the comm ttee provided useful, factual information.

10: 51: 38 AM

Senator Paskvan explained slide 50 titled "WIIl it earn
sufficient profit?,"™ which provided a chart illustrating
how BPT had trounced the major players in the oil industry.

Senat or Paskvan continued to slide 52 titled "Departnment O
Revenue's Facts to Begin the Conversation”

e« Ol Prices Began to Cinb to Al-Time H ghs Starting
M d- 2000s

* TAPS Throughput Continues Steady Decline

e Oher Ol Producing Regions Enjoying Production and
Enpl oynent Boons

e Conpetition is Hgh - Mny Oher Areas To Invest
Around the Wrld
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(Source: Senate Resources Conmittee (February 10,
2012))

10: 55: 38 AM

Senat or Paskvan discussed slide 53 titled "Q 1l Prices Began
to Cinb to ALl -Time H ghs Starting M d-2000s":

Chapter 7: Evaluating fiscal regines for resource
projects: An exanple fromoil devel opnment

"The unprecedented rise in the internationally traded
prices of «crude oil and natural gas (petroleun)
bet ween 2003 and 2008, and the sudden fall after July
of 2008, have concentrated attention once again on how
petrol eum revenues are shared between owners of the
resource in the ground (usually governnents) and the
conpani es that extract the petrol eum (page 187)."

(Source: The Taxation of Petroleum and M nerals:
Principles, Problens and Practice)

10: 56: 38 AM

Senat or Paskvan addressed slide 54, which spoke to fisca
regimes in a volatile oil price era:

Fiscal Reginmes in a Volatile Ol Price Era: Wat
Options Exist for Balancing the Interest of the
Resource Country and I nvestor Conpany?

By Hunmphrey Onyeukwu, SPE, Centre for Ener gy,
Petroleum Mneral Law and Policy, University of
Dundee

Paper presented at the CPS/SPE International Gl and
Gas Conference, Beijing, China, June 2010

"The challenge of a fiscal policy in a volatile price
oil era is ensuring a high share of value is secured
for the Governnent. At the sane tine, the fiscal
policy strives to encourage the exploration of these
valuable resources wthout harmng the comercial
interest of the oil conpanies. Price wvolatility
fundanmentally alters the sharing formula; it is
therefore inperative for a correct balance to be
achi eved between the conpeting state interests and the
oil conpanies. The question beconmes how equilibrium
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can be achieved in a petroleum fiscal system design,
whi ch guarantees a suitable governnent take and avoids
the negative effect of instability and re-negotiation
of fiscal terns."

10: 57: 49 AM

Senat or Paskvan spoke to slide 55 titled "TAPS Throughput
Conti nues Steady Decline":

Revenue Source Book (COctober, 1988)
Al aska Departnent of Revenue

"It is inportant to enphasize that the North Slope
producers, while not agreeing on the exact date, have
concluded that North Slope production will commence to
decline in either FY89 or FY90."

10: 58: 22 AM

Senat or Paskvan discussed slide 56 titled "TAPS Throughput
Conti nues Steady Decline":

Revenue Source Book (Fall 1989)
Al aska Departnment of Revenue

"The fall in oil production neans that the inevitable
decline in the huge Prudhoe Bay field had started
sooner than we predicted.. This forecast assunmes that
production from the Prudhoe Bay field will continue to
fall steadily, and will drop to less than half its
present level in less than 10 years."

"Sone observers may believe that exploration wll
di scover another Prudhoe Bay. Prudhoe Bay is the
| argest oil field in North Anerica, and finding such a
‘supergiant' is extrenely rare.”

"The State of Alaska is standing on a precipice. Only
a conbi nation of budget cuts, nore efficient prograns,
and new revenues will keep that State from falling a
| ong way..."

"The decline in production for the Prudhoe Bay field
is a central issue for Alaska.The decline in Prudhoe
Bay production is now expected to be much nore rapid
t han assuned in our Spring forecast."
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Senat or Paskvan recommended that the commttee should | ook
to the value of the state's resources and not only the
rates of decline.

10: 59: 57 AM

Senat or Paskvan continued to slide 57:

Revenue Sources Book (Spring 1992)
Al aska Departnent of Revenue

"The long-term revenue outlook is domnated by the
depl etion of petrol eum reserves of the Prudhoe Bay oil
field.Despite the start of the irreversible decline at
the Prudhoe Bay field this year, continued success in
reservoir managenent in all fields will hold statew de
production decline throughout fiscal year 1995 to |ess
than 9 percent total (3 percent per year)."

11: 00: 28 AM

Senat or Paskvan addressed slide 58:

Revenue Sources Book (Spring 1994)
Al aska Departnment of Revenue

"The Prudhoe Bay field, which accounts for two-thirds
of Alaska statewide production, is in irreversible
decline."

Senator Paskvan noted that DOR has been aware of the
production decline for well over a decade.

11: 00: 39 AM

Senat or Paskvan spoke to slide 59:
Wth Prudhoe Bay in Decline, What's Next for Al aska?
By Janes M Davis (Senior Vice President for
Exploration and Land) & Jerry R Pollock (Mnager,
Prudhoe Bay Engi neering) of ARCO Al aska, Inc.
Ol and Gas Journal, August 3, 1992

"By any definition, Prudhoe Bay is declining and w ||
continue to decline..
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"To accountants, Prudhoe decline began during 1998
when the field was no longer able to make its nmaxi mum
allowable rate of 1.5 mllion b/d of oil. To
engi neers, the decline began | ong before that...

"Unfortunately, adding nore wells can't keep the oil
production rate up forever. W're already past the
point where drilling can stave off a falling oil rate.
Ol reserves are finite..."

"As the field matures, the production facilities reach
t heir maxi num capacities to handl e produced water and
gas. Wells wth falling oil rates and increasing
produced water and gas volunes have to be shut-in.
Total field production drops."

Senat or Paskvan stressed t hat t he decl i ne was an
engi neering issue.

Co-Chair Stedman interjected that due to tinme constraints
the presentation would be continued during the afternoon
nmeeti ng.

SB 192 was HEARD and HELD in commttee for further
consi derati on.

#
ADJ QURNVENT

11: 02: 54 AM

The neeting was adjourned at 11:02 AM

Senat e Fi nance Comm tt ee 34 03/13/12 9:01 A M



