SENATE FI NANCE COWM TTEE
March 16, 2012
9:03 a.m

9:03:57 AM

CALL TO ORDER

Co-Chair Stedman called the Senate Finance Commttee
nmeeting to order at 9:03 a.m

VEMBERS PRESENT

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

Senat or Denni s Egan

Senat or Donny O son

Senat or Joe Thomas

VEMBERS ABSENT

None

ALSO PRESENT

Senator Joe Paskvan; Senator Cathy G essel; Kara Moriarty,
Executive Director, Alaska Ol and Gas Association; Cathy
P. Foerster, Conm ssioner, Alaska Ol and Gas Conservation
Comm ssion; Doug Smth, President and CEO Little Red
Servi ces

PRESENT VI A TELECONFERENCE

Ri ck Rogers, Resource Devel opnent Council, Anchorage
SUVMVARY
SB 192 O L AND GAS PRODUCTI ON TAX RATES

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

HB 307 SUPPLEMENTAL/ CAPI TAL/ OTHER APPROPRI ATl ONS



CSHB 307 (FIN) was REPORTED out of conmittee with
a "do pass" reconmendati on.

#hb307
CS FOR HOUSE BILL NO. 307(FIN)

"An Act meking supplenental appropriations, capital
appropriations, and other appropriations; anending
appropri ations; repeal i ng appropri ations; maki ng
appropriations to capitalize funds; and providing for
an effective date."

9:05: 01 AM

Co-Chair Hoffman MOVED to report CSHB 307(FIN) out of
commttee with individual recomendations. There being NO
OBJECTION, it was so ordered.

CSHB 307(FIN) was REPORTED out of commttee with a "do
pass" reconmendati on.

#sb192
SENATE BI LL NO. 192

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

9:08: 18 AM

KARA MORI ARTY, EXECUTIVE DI RECTOR, ALASKA OL AND GAS
ASSOCI ATION (AOC&), presented a PowerPoint Presentation,
"Gl and Gas: Fueling Al aska's Econony" (copy on file).

Ms. Moriarty displayed slide 2, "AOGA Menber Conpanies.”
She stated that AOGA was a business trade associati on whose
mssion was to foster the long-term viability of the oil

and gas industry for the benefit of all Alaskans. She
stated that the nenber conpanies represented the majority
and account for the mpjority of the oil and gas
expl orati on, producti on, transportation, refining, and

mar keting activities in Al aska. The AOGA nenber conpanies
reflected the breadth and scope of the oil and gas industry
across the state. She enphasized that AOCGA required a 100
percent consensus of all nenber conpanies in order to allow
AOCGA to testify on matters of tax policy. She stated that
the Alaska Clear and Equitable Share Act (ACES) affected
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continued production decline on the North Slope and had a
negati ve inpact on the econom c future of Al aska.

Ms. Moriarty discussed slide 3, "Decoupling - Sections 5
and 11 of CSSB 192 (RES)."

AOCGA (pposes Proposed Language
- Proposed Language results in a tax increase.
- Recogni ze need to eventually resolve the concern that

conbining the value of gas wth that of oil when
significant gas sales occur wll reduce the tax on the
oil, unless they are decoupl ed.

-ACGA open to trigger nechanism but reserve right to
eval uate proposed | anguage.

Ms. Moriarty looked at slide 4, "Petroleum Infornatlon
Managenent System Sections 2 and 3 of CSSB 192 (RES).

-New section would blur the current clear authorities
and accountability of DOR (Taxation Power) & AOGCC
(Pol i ce Power).

-Coul d | ead to conpani es provi di ng t he same
information over and over or in different formats to
di fferent agencies.

-Proprietary/confidential information may not be
adequat el y saf eguar ded.

-Creates unrealistic expectations about public access
to certain specific kinds of information.

-May create federal disclosure issues.

9: 20: 56 AM

Senator MQuire wondered what possible opportunities the
menbers of AOGA woul d be open to regarding nore neani ngfu

financial disclosure arrangenents. She remarked that there
were sone concerns addressed in the Senate Resources
Commttee, wth respect to the ddeeson Agreenent. She
pointed out that there was an issue regarding proprietary
agreenents, and stated that it was only "proprietary" if
the conpany states it as such. M. Mriarty agreed to
provi de that information.

Co- Chair Stedman noted that Comm ssioner Butcher would be
testifying to the conmttee at a later date regarding
di sclosure issues. M. Mriarty |ooked forward to the
result of the disclosure issues conversations.
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Ms. Moriarty discussed slide 5, "Progressivity and 'base
tax rate, Sections 5, 7, and 8 of CSSB 192 (RES)."

-25 percent base rate is too high

-CS does not provide brackets — Dbrackets are
meani ngf ul .

-CS lowers starting slope by nerely one-eighth.

-The new cap will not be reached until approximtely

$244/ barrel .

Ms. Moriarty discussed Section 13 of CSSB 192 (RES). She
remarked that it was "essentially inpossible” to know in
advance exactly how successful an investnment would be. She
expl ai ned that ACES encouraged investnments by rewardi ng tax
payers to nake the decision to invest in Al aska, rather
than rewarding the successful production as a result of
investnment. She stated that ACES tax credits were simlar
to the tax credits given to novie producers. She expl ai ned
that CSSB 192 (RES) proposed to reward actual increases in
production from the prior year's level. This reward took
the form of a $10 a barrel reduction in the tax payer's
production tax value for a calendar year for each taxable
barrel produced over the production in the prior year. She
stated that sone North Slope fields may have decline rates
substantially greater than the 6 percent historical average
for the North Slope, so under CSSB 192 (RES) there woul d be
no reward for the success in keepi ng  production
significantly higher than it otherw se would have been.

Ms. Moriarty |ooked at page 19, sub-Section G of CSSB 192
(RES). She stated that the proposal would Iimt the effect
of the $10 a barrel reductions in the production tax val ue
by prevent the tax payer from being considered for purposes
of setting the progressivity tax rate. She remarked that
ACGA did not understand why the $10 all owance would not be
applied to progressivity. She stated that Senator Wgoner
had proposed a tax holiday conceptual anmendnment that would
provide a simlar, but nore effective reward for a
producer's success in slowng down its rate of decline. The
conceptual anendnent would set a target |evel of production
for each year, by applying the decline rate during the
three nost recent years to the producer's production in the
prior year. Therefore, if a production beats the target for
the year, the above-target production would receive a tax
holiday by excluding its gross value at the point of
production from the cal culation of the production tax val ue
for the producer's taxable production during that year. She
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stressed that the proposal would reduce the anount of
production tax values (PTV) subject to the tax, and if
progressivity were applicable, it would also reduce the
progressivity tax rate.

9:31: 33 AM

Ms. Moriarty discussed slide 6, "New Mninum Tax - or
"Floor', Section 13 of CSSB 192 (RES)."

-Only applies to legacy fields (Prudhoe & Kuparuk).
-Creates a disincentive to invest in |egacy fields,
especially at |ow prices.

-Requires allocation of costs anong the two fields & a
producer’s interest in their other fields.

Ms. Moriarty |ooked at slide 7, "Sunmary."

- AOGA Opposes CS SB 192 (RES).

-Overall governnment take for Alaska would still be too
hi gh under this CS.
-AOGA  supports meani ngf ul changes — such as

progressivity brackets.
-Tax Policy does affect business decisions

-CS wll not improve ability to attract nor e
i nvest ment .
-CSwill not lead to nore production.

Co-Chair Stedman noted that there was no limt to the

anmount of credits in the current tax structure. He stated
that FY 12 expected credits reaching approximtely $8
mllion to affect the treasury. He stressed that there
needed to be a solution, and was open to suggestions. He
stressed that it was a problem to have an exposure of an
over - abundance of tax credits. Ms. Mriarty stated that the
proposals would be evaluated, to determne the inpact to
the State.

9:38: 57 AM

CATHY P. FOERSTER, COWM SSI ONER, ALASKA OL AND GAS
CONSERVATION COW SSION, read from a prepared testinony,
"I mpact of Section 3, CSSB 192 on the Alaska Ol and Gas
Conservation Conm ssion” (copy on file):

The AOGCC, an independent quasi-judicial State agency,
is the State’'s permtting and regulatory authority
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over hydr ocar bon and geot her nal wel | s. The
Comm ssion’s duties include ensuring the maximm
recovery of hydrocarbon and geothermal resources,
preventing hydrocarbon and geothermal waste, ensuring

wel |l safety, and protecting underground sources of
drinking water and correlative rights. G ven the
nat ure of t he Conmi ssion’s duties and
responsibilities, apart from support personnel, it is
staffed by expert petroleum engineers and petrol eum
geol ogi st s. Because its expertise is so carefully
tailored to its statutory duties and responsibilities,
the Comm ssion functions well and Al aska has an
unrivaled record wth regard to well safety and

pr oducti on.

Section 3 of the commttee substitute for SB 192 seeks
to effectuate a substantial change in the AOGCC by
requiring the Conmmssion to establish, operate and
mai ntai n an el ectronic petrol eum i nformation
managenent system conprised of available and non-
confidential information. The vast mgjority of the
information the Commssion nust include in the
petrol eum i nformati on managenment system has nothing to
do with the Commi ssion’s mission or function — “unit
and joint operating agreenents,” exploration |icenses
and | eases, “work prograns and budgets,” “devel opnent
pl ans, ” operating and capital expenditures and
projections, “oil and gas sales, revenue and pricing,”
transportation agreenents, abandonnent plans and
budgets, resident and non-resident hiring information,
training opportunities, and other information “the
commi ssion determ nes necessary and relevant to the
oil and gas production tax and to the exploration,
devel opnent, and production of oil and gas resources.”
Much of this information is currently already gathered
and maintained by other state agencies or is not
avai l abl e to any state agency.

After careful review and consideration of Section 3,
the AOGCC is of the view that Section 3 radically
changes the AOGCC s longstanding role as the State’s
petrol eum technol ogy and geol ogy experts and
j eopardi zes the Conmi ssion’s ability to discharge its
primary duties and responsibilities in those real ns.
The Commission has neither the expertise nor the
infrastructure to construct, mintain and operate
informati on managenent systens, conputer systens, and
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the gathering of information on other subjects not

related to the safe, ef ficient production  of
hydrocarbon resources from wells. | mpl enent ati on of
Section 3 will create — at a substantial fiscal outlay

— an additional distinct state bureaucracy within the
AOGCC which duplicates functions currently perfornmed
by ot her state agenci es.

The AOGBCC s non-confidential information is already
publically available on its website. O her agenci es
are currently wrking to provide simlar web
avai lability of their data. Once those agencies do
SO, the information wll be far nore readily

accessible to the public on those websites and at a
substantially reduced cost.

Co-Chair Stedman stated that there would be discussions
with the Departnment of Revenue (DOR), and noted a concern
regarding the information disclosure to the |egislature.
Comm ssioner Foerster replied that the AOGCC was doing
i mportant work to solve the issue of financial disclosures.

9:44: 48 AM

DOUG SM TH, PRESI DENT AND CEO, LITTLE RED SERVICES
introduced hinself. He encouraged the conmittee to ask
guestions. He presented a PowerPoint Presentation, "The
Al liance and CSSB 192" (copy on file).

M. Smith |ooked at slide 3, "Qur Story Hasn't Changed." He
stated that Alliance nenbers, at their own expense, have
traveled to Juneau nore than 10 tinmes during the 27th
Al aska Legislature. He furthered that they had consistently
advocated for significant tax reform He explained that
menbers and their enployees had participated in every
public testinony opportunity in 2011 and 2012. He stated
that the MDowell Report confirmed the facts they had
presented: Alliance conpanies average between 70 percent
and 90 percent Alaska hire; Alliance conpanies enployed
non-residents who were fornmerly |ong-term Al aska residents;
and record enploynment on the North Slope had not led to a
reduction in the production decline.

M. Smth discussed slide 4, "Alliance Menber Conposition."

-The Alliance is conprised of 460 nenber busi nesses.
- 35, 000 enpl oyees.
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9:

50:

-Qur nmenbership is conprised of businesses in 43
different sectors from Autonotive to Wl ding.

-Qur mssion statenent is to “pronote responsible
expl oration, developnment and production of oil, gas
and m neral resources for the benefit of al |
Al askans. "

52 AM

M

Smith l|ooked at slide 5, "The Current |nvestnent

Climate I npact on Alliance Menbers.™

1. Continued decline in projects.

-Three largest fabrication shops in the state are
currently operating at a loss, with little to no work,
in order to keep core enployees on staff.

2. Al askan conpanies are looking for work, resulting
in mny relocating or shifting resources and
i nvest ment to t he | ower 48 (C R, Sol sten
Fai r weat her, Bui l ders  Choi ce, Northern Industrial
Training, Carlile, Lynden, Peak OQIlfield Services,
Cruz Construction, etc.).

M. Smth discussed slide 6, "Jobs."

9:

57:

1. As indicated in the MDowell study, record high
enpl oyment on the North Slope does not represent a

thriving oil industry.

A. 2000 - 108,000 barrels of annual production for
every job.

B. 2010 - 28,000 barrels of annual production for
every job.

2. Loss of highly trained professionals to outside
conpetition.

3. Reduction of jobs based in Anchorage and Fairbanks
i ke engineers, fabrication work, etc.

01 AM

M.
Servi ces. "

Smith |ooked at slide 7, "My Conpany - Little Red

1. Letter in your conmittee packet (copy on file).

Dear Senator Stedman:
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| am witing on behalf of nyself and the 90+
Al askans we enploy at Little Red Services. W are
requesting your support of ACES tax reform that
will result in substantial new investrment in our
primary oi I fields t hat are decl i ni ng in
production at a very concerning rate.

Qur conpany engages in work activities that are
substantially subsurface, from the well head
down, and are usually associated with production
related activity. AN issue that many |egislators
are struggling with is the enploynent statistics
that denonstrate that enploynent is up on the
North Slope after the inplenentation of ACES.
This | believe is an undeniable fact and should
be enbraced as such. The concern is what are the
jobs and do they result in new or increased

production benefits. | cannot speak for all
sectors of business conducted on the North Sl ope
but | can provide a short view into a specific

instance within our conpany that indicates a
shift from production rel at ed effort to
mai nt enance.

After the enactnent of ACES the production based
activity of ConocoPhillips slowed in Kuparuk and
we had to renove a truck from service resulting
in the layoff of 13 people in 2009. W eventually
found work for the truck in Prudhoe Bay.
Unfortunately for Alaska, this work was not our
usual production related support. Instead the
truck was put to us heating water from a |ake on
the west side of Prudhoe to support the washing
of snow and ice from flow lines so they could be
i nspected for corrosion. This adaptation may help
to maintain our revenue but it also clouds the
enpl oyment view of the North Slope and nasks the
real issue of the significant nunber of jobs that
are related to non-production activities.

A recent jobs study conducted by the MDowell
Goup denmonstrated the negative trend in the
producti on and j obs rel ati onship. The
rel ati onship between production and jobs on the
North Slope had steadily decreased since peak oil
production in 1988. In 1987 the barrels of oil
produced per North Slope job was at 255,000
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barrels per job (nmeasured on an annual average
basi s). In the year 2000 North Slope oil
production totaled approximately 108,000 barrels
for every oil and gas industry job. By 2010 North
Slope oil production had further declined to
approximately 28,000 barrels for every oil and
gas industry job on the North Sl ope.

Wil e Al aska has maintained a reasonable |evel of
enpl oynment, our production decline and current
level s of investnment is concerning and needs a

response from our legislature to stinulate
addi ti onal investment from the existing and
potential new producers on the North Slope. The
| egislature and all Al askans are aware of
thousand significant activity and investnent
occurring in the other conpeting oil and gas
regions of Canada and the United States. It is

our long termfuture and fiscal stability that is
of concern. Now we Jlook to our legislative
| eadership to find the correct balance of fisca

ternms that can extend our oil production and
bridge our fiscal needs to the possible
devel opnent of gas, wunconventional oil and OCS
resources that will offset our declining |egacy

fields and Al aska's treasury.

There is no easy answer but dealing wth
progressivity and provi di ng reasonabl e t ax
brackets and base rates are good steps in the
right direction. W do not believe industry needs
to be unfairly subsidized nor should treasury be
upside down on oil and gas activities in our
state. W do support neasures that place us in a
conpetitive post ure W th ot her ar eas of
i nvestment opportunity in North Anmerica |ike
those contained in HB 110. An effective fiscal
structure can only be neasured in the form of
i ncreased production that slows decline or
actually increases levels of production for the
next several years.

W applaud your conmitnment to the people of
Al aska and dedication to public service. Please
act wisely and swiftly during this session on our
behal f and help us preserve a healthy oil and gas
industry in Al aska for decades to cone.

Senat e Fi nance Comm tt ee 10 03/16/12 9:03 A M



Si ncerely,
Douglas Smth

-Rel ocating an asset from production-related activity
to maintenance activities that do not increase
producti on.

2. Financi ng.

-Banks outside of Alaska are concerned about our
current tax policy and its potential inpact on future
financial forecast of our service conpany.

M. Smth D scussed slide 8 titled "The Future of Alliance
menbers in the oil Business."

Ol tax reformnust address the foll ow ng:
-Existing light oil production

-New light oil production

- Vi scous

- Expl orati on

-New conpani es and investnent in the Al aska market

M. Smith spoke to a slide on page 9 titled "Cbservations."

Exi sting production

-Lowcost light oil (existing production)

“CGovernnment take of 70-75 percent is reasonable. It is
maybe slightly on the high side.” (PVM slide 28,
presentation to Al aska Support Industry Alliance)

10: 02: 00 AM

M. Smth explained the slides on pages 10 and 11 titled
"Observations."

New production

-The allowance for production increases in CSSB 192
does not reflect the recommendation of Dr. van Meurs:
“the 60-65 percent governnent take for nore costly new
light oil resources as proposed in HB 110 and HB 17 is
a reasonable level from an international perspective.”
(PVM slide 38).

-Dr. van Meurs includes in-field drilling of existing
fields as new high-cost light oil production (PVM
slide 16).

-Dr. van Meurs “The nmain reason for nmjor conpanies to
be in a harvest node is that projects outside Al aska
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M

are nore attractive. No large attractive projects
available in Alaska under current fiscal terns for
maj or oil conpanies” (PVM slide 15).

-Both Gabon and Trinidad applied an approxinate 12
percent drop in order to attract new investnent in an
effort to offset declining production (PVMslide 31).

a. Marginal governnment take in Gabon at $100/bbl is 52
percent .

b. Marginal governnent take in Alberta is 57 percent.

c. Marginal governnment take in Alaska under ACES is
over 80 percent (PFC Energy, slide 49).

Smith did not see Alaska "giving in" to a harvest

mentality and indicated that Alaska's resources oil
resources were vast.

10: 05: 51 AM

M.

Smth discussed a slide on page 12 titled

"(bservations."

1. Viscous (called heavy by Dr. van Meurs)

-Dr. van Meurs “To be conpetitive Al aska would have to
of fer governnent takes for heavy oil at 55-60%" (PVM
Slide 42).

2. Exploration

-Tax credits have stinmulated significant exploration
this season

-WIIl this result in the required investnent to bring
new di scoveries to production under the current ACES
tax structure?

M. Smth | ooked at slide 13, "(Observations."

New conpani es in the Al aska market

-CSSB 192 does not sinplify our tax structure for
conmpani es looking to invest in new markets and it does
not meke us conpetitive for new projects.

-ACES does not conpete well when devel oping higher
cost light oil (PVMslide 37).

-“ACES inhibits the developnment of new projects and
resources that mght help stem or even reverse
decline.” (PFC slide 28).

M. Smth discussed slide 14, "Observations."
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There is probably a point where industry and the State
share the pain of |ow prices:

-Industry should not have to give up total profits to
t axes.

-The State treasury should not collect zero tax at |ow
prices.

A healthy partnership should exist on both ends of the
price spectrum

M. Smith | ooked at slide 15, "Observations."

-Decoupling may be in the State’'s best interest if it
is revenue-neutral to industry.

-The Alliance feels this bill, in its current form
does not go far enough to encourage a significant
shift in investnent.

-Al t hough we have touched on several points from Dr.
van Meurs on different types of production and
corresponding tax rates it would be difficult to
i npl ement t he approach.

-The nethod and levers to be adjusted is the challenge
before the senate but we support a magnitude of change
that would place us in the mddle of a conparative
chart produced by PFC Energy.

10: 11: 50 AM

Co-Chair Stedman stated that PFC Energy had been asked to
exam ne Gabon and Trinidad, so there would be further
information forthcom ng regarding the issues in slide 11.
He felt that Alaska had followd Gabon and Trinidad' s
exanples to stinulate investnent. He commented that the
State did not have the ability to parse out individual
enploynent in the service conpanies, because they dealt
with labor issue on a macro level. He added that Exxon,
ConocoPhilips, and British Petroleum were often referred to
as the "big three" because the intricate details of each
conpany were unknown. He recognized that the enploynent
nunbers were at maxi mum capacity, there was still the issue
of increnmental production, which required a different type
of work force. M. Smth replied that his conpany was
fortunate, because the enploynent had been relatively flat
over the years. He felt that flat enploynent was "a wn"
because there was declining production. He noted that the
nore concerning issue was the |ow production, despite high
enpl oynent .
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10:17:16 AM

RI CK ROGERS, RESOURCE DEVELOPMENT COUNCIL, ANCHORAGE (via
tel econference), read froma prepared testinony.

Good norning Co-Chairs Stedman and Hof f man and nenbers
of the commttee. My nane is Rick Rogers, Executive
Director of the Resource Developnent Council for
Alaska (ROC). ROC is a statew de nenbership-funded
non-profit trade association representing the conmon
interest of the Forestry, Fishing, Tourism M ning and
Ol and Gas industries in Alaska. Qur nenbership is
truly a broad cross section of Alaska businesses
including the aforenentioned industries as well as
comunities, al | twelve Alaska Native Regional
Corporations, organized |abor, wutilities and support
business that recognize the inportant role resource
devel opnent plays in our econony.

RCC thanks the commttee for this invited testinony. |
regret being unable to be with you today in Juneau,
and appreciate the LIO and staff facilitating
testinmony from Anchorage. | have prepared no Slides
for today's presentation.

ROC is appreciative of this conmttee's recognition of
the need to inprove the investnent climate in Al aska's
oil and gas industry to stem TAPS throughput decline.
| hope to enphasize the sense of urgency and the broad
base of support from ROC nmenbership towards mneani ngful
adjustnent to the production tax to achieve a nore
attractive investnment climate in Al aska. Sone of the
nost vocal proponents of production tax reform anong
our nenbership are not directly involved in the oil
and gas industry. The business comunity is fearful
what conti nued TAPS throughput decline will do to our
econony as a whol e.

W are convinced that ACES in its current form is
retardi ng i nvest ment and contributing to an
accelerating production decline. Alaska is sitting on
the edge of a fiscal cliff. A sobering outlook can be
found in the Governor's budget, the ten-year budget
projection that shows several plausible scenarios with
significant budget deficits by 2014. While neani ngful
tax reformwill result in short-term revenue decli ne,
long term it is inperative that we sacrifice sone
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short-term tax revenues to reinvigorate production.
From the ROC perspective, this is about acting in the
| ong-terminterest of Al askans.

10: 28: 48 AM

Senator Ellis noted the state's base tax rate of 25
percent. He wondered what the ideal base tax rate would be,
from the perspective of the nenbers of the Resource
Devel opnent Council. M. Rogers replied that it would be
difficult to determ ne the base tax rate w thout |ooking at
the progressivity formula and the entire structure and
regi e.

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

#
ADJ QURNVENT
10: 30: 21 AM

The neeting was adjourned at 10: 30 AM
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