SENATE FI NANCE COW TTEE
April 11, 2012
5:56 p.m

5:56: 38 PM

CALL TO ORDER

Co-Chair Stednman called the Senate Finance Committee
nmeeting to order at 5:56 p.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

Darwin Peterson, Staff, Senate Finance Comrittee; Janak
Mayer , Manager , Upst ream and Gas, PFC Ener gy;
Representative Les Gara; Cerald Kepes, Partner, PFC Energy;
Senator Hollis French; Senator Tom WAgoner; Senator Linda
Menar d.

SUMVARY
SB 25 Al DEA SUSTAI NABLE ENERGY PROGRAM
CSSB 25(FIN) was REPORTED out of commttee with a

"do pass" recommendation and with the previously
publi shed zero fiscal note: FN2 (CED), one new

fiscal inpact note from the Senate Finance
Commttee, and one forthcom ng zero (EDC) fiscal
not e.

SB 192 O L AND GAS PRODUCTI ON TAX RATES



SB 192 was REPORTED out of committee with a "do
pass” recomendati on and with new fiscal inpact
notes fromthe Departnment of Natural Resources,
t he Departnent of Administration, and the
Depart ment of Revenue.

HB 302 CONTRI BUTI ONS FROM PFD:  UNI V/ AUDI TS
HB 302 was SCHEDULED but not HEARD.

HB 366 DI SASTER PLANNI NG AND SERVI CES
HB 366 was SCHEDULED but not HEARD

HCR 23 ALASKA ARCTI C POLI CY COW SSI ON
HCR 23 was SCHEDULED but not HEARD.

#sbh25
SENATE BI LL NO 25

"An Act relating to participation by the Al aska
| ndustrial Devel opnent and Export Authority in energy
projects.”

5:57:52 PM

Co-Chair Hoffman MOVED to ADOPT the proposed conmttee
substitute for SB 25, Wirk Draft 27-LS0290\S.

Co- Chair Stedman OBJECTED for purpose of discussion.

DARW N PETERSQN, STAFF, SENATE FI NANCE COWM TTEE, expl ai ned
the changes for CS SB 25 version S. He stated that Sections
3,4, and 5 had been added to the bill, and would exclude
the value of the l|ease hold interest on AIDEA owned
properties for the purpose of determining the full and true
value by the state only if the |ocal governnent chooses to
exenpt that property form the taxation. He furthered that
Al DEA owned 5 nmjor properties in Al aska that were |eased
to private operators: the aircraft naintenance facility at
the Ted Stevens International Airport, the Skagway Oe
Termnal, the Ketchikan Shipyard, the Red Dog Road and
Port, and the Snettisham Hydroelectric Dam and Power
Station. He said the full and true value determ nation was
important to nunicipal governments in a nunber of ways; it
determ ned the magnitude of the required | ocal contribution
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conmponent of state education aid, it inpacted the required
| ocal share for school construction and nmjor maintenance,
it effected the anpbunt of federal inpact aid to which
muni ci pal school districts were entitled, and it Ilimted
property taxing capacity. He relayed that the exenption of
the Red Dog Road and Port from the determ nation of the
full and true value had allowed the Northwest Arctic
Borough to avoid a loss of education funding estimted at
$1 mllion annually. He concluded that the 1egislation
woul d treat the rest of the Al DEA owned properties equally,
giving the nunicipalities the choice of inposing property
taxes or opting for the reduction in the |ocal education
contri bution.

M. Peterson discussed further changes in the bill

Section 6 The following changes were nade to new
section 6/old section 3:

1. No changes

Section 7 The following changes were nade to new
section 7/old section 4:

1. No changes.

Deletion Section 5 (page 4 lines 1-15 of the X
version) was renoved fromthe bill

1. The subsequent sections wer e r enunber ed
accordingly.

Section 8 The language in section 8 retains the
| anguage found in section 6 of the X version with the
fol | owi ng changes:

1. Replaced “energy project” wth “qualified energy
devel opnent” on page 6, line 28 and page 7, |line 23.
Section 9 The language in section 9 retains the
| anguage found in section 7 of the X version with the
fol | om ng change:

1. Replaced “energy project” wth “qualified energy
devel opment” on page 8, l|ine 20.

Section 10 The language in section 10 retains the
| anguage found in section 8 of the X version with no
changes.

Section 11 The language in section 9 retains the
| anguage found in section 9 of the X version with no
changes.

Section 12 The language in section 9 retains the
| anguage found in section 10 of the X version with the
fol | om ng change:

1. Deleted the word “energy” preceding “loan” on page
9, line 17.
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Section 13 The language in section 13 retains the
| anguage found in section 11 of the X version with the
fol |l ow ng changes:

1. Deleted the word “energy” preceding “loan” on page
9, line 19.

2. Deleted the word “energy” preceding “loan” on page
9, line 28.

3. Deleted the word “energy” preceding “loan” on page
10, line 12.

Section 14 The language in section 14 retains the
| anguage found in section 12 of the X version with the
fol | owi ng change:

1. Deleted the word “energy” preceding “loan” on page
10, line 11.

Section 15 The language in section 15 retains the
| anguage found in section 13 of the X version with no
changes.

Section 16 The language in section 14 retains the
| anguage found in section 14 of the X version with the
fol |l ow ng changes:

1. Replaced “energy projects” with “qualified energy

devel opnent” on page 11, |ine 9-10.

2. Replaced “energy projects” with “qualified energy
devel opment” on page 12, line 2.

3. Replaced “energy projects” with *“qualified energy
devel opnment” on page 12, line 3.

4. Replaced “energy projects” with “qualified energy
devel opment” on page 12, |line 7-8.

5. Replaced “energy projects” with “qualified energy
devel opment” on page 12, |ine 13-14.

6. Replaced “energy projects” with “qualified energy
devel opnent” on page 12, |ine 17.

7. Inserted New Subsection (8) granting AIDEA the
power to pay off the principal and interest on bonds
issued by a nmunicipal public utility and retain the
paynments fromthe utility in a sinking fund.

8. Replaced “energy projects” with “qualified energy

devel opment” on page 13, line 1.
9. Replaced “energy projects” with “qualified energy
devel opnent” on page 13, |ine 8-9.

Sect. 16 (Cont.)
10. Replaced “energy project” with “qualified energy

devel opnent” on page 13, line 11-12.
11. Replaced “energy project” with “qualified energy
devel opnent” on page 13, |ine 14-15.
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Section 17 Section 17 retains the |anguage previously
found in section 15 of the X version wth the
fol |l ow ng changes:

1. Replaced “energy project” wth “qualified energy
devel opment” on page 13 line 19.

2. Inserted “conservation” preceding “storage’” on page

13, line 21.

3. Renobved the conversion of natural gas, coal or
bi omass to liquids (page 11, line 8), the processing,
refining, or upgrading of oil (page 11, line 9) and
enhanced oil recovery or carbon sequestration (page
11, line 11) from the definition of “qualified energy

devel opnent . ”

New Sect. 18 Added a new section 16 repealing Sections
2 and 8 of ch. 10, SLA 2010 (the |anguage exenpting an
integrated transportation and port facility owned by
the authority from taxation and the sunset of the
exenption.)

Section 19 Section 19 retains the |anguage previously
found 16 of the X version.

6: 02: 31 PM

Co-Chair Stednan W THDREW his OBJECTION. There being no
further objection Wrk Draft 27-LS0290\S was ADOPTED

Senator MQiire remarked that the changes in the bil
correctly reflected the current financial <climte. She
relayed interest in partnering with venture capitalists
across the globe. She hoped that the |egislation would
contribute to the diversification of the state's econony.

6:04:13 PM

Co-Chair Stednman clarified that the legislation created a
stable energy and transm ssion supply devel opnent program
intended to generate nore energy and electricity for the
st at e.

Co-Chair Stedman noted the two fiscal notes: FN2 (DCCED);
NEW FN (SFIN). He added that a new fiscal note from the
Department of Education and Early Childhood Devel opnent
that reflected the changes made in Sections 3, 4, and 5 was
forthcom ng.

Co-Chair Hoffman MOVED to report CS SS SB 25 (FIN) out of
comi ttee wth i ndi vi dual reconrmendati ons and t he
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acconpanyi ng fiscal notes. There being NO OBJECTIQN, it was
so ordered.

CSSB 25(FIN) was REPORTED out of conmittee with a "do pass”
recommendation and wth the previously published zero
fiscal note: FN2 (CED), one new fiscal inpact note fromthe
Senate Finance Conmttee, and one forthcom ng zero (EDC)
fiscal note.

6: 05: 36 PM
AT EASE

6: 07: 56 PM
RECONVENED

#sb192
SENATE BILL NO. 192

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

6: 08: 09 PM

Co-Chair Hoffman MOVED to ADOPT Conmittee Substitute for
Senate Bill 192, Wrk Draft 27-LS1305\Y (Nauman/Bull ock
4/ 11/ 12) .

Co- Chair Stedman OBJECTED for purpose of discussion.

6: 08: 57 PM

M. Peterson discussed the changes reflected in the
commttee substitute (CS). He shared that the first change
was | ocated on Page 5, line 10, subsection (a), which dealt

with the increnental production rate above the producer
targeted decline rate. He stated that the previous trigger
price on progressivity for increnental production was $60;
the sane as for existing production, and had been changed
to $75. He added that conform ng changes could be found on
Lines 18 and 21. He relayed that the next change could be
found on Page 5, |I|ine 23, which extended the | owest
progressivity rate for new production from 7 years to 10
years. He continued that Line 31 reflected the increase in
the progressivity trigger for the price of a barrel of oil
for new production to $90. He concluded that on Page 6,
section 4, the adjustnent price for progressivity for the
cal cul ation of the Consuner Price Index (CPl) would include
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the $75 trigger price for increnental production and the
$90 trigger price for new production.

6:10:41 PM

Co-Chair Stednan W THDREW his OBJECTION. There being no
further objection Wrk Draft 27-LS1305\Y was ADOPTED

6: 11: 42 PM

JANAK MAYER, MANAGER, UPSTREAM AND GAS, PFC ENERGY,
i ntroduced the PowerPoint Presentation, "Discussion Slides:
Al aska Senate Finance Commttee, April 11, 2012 (copy on
file).

Co-Chair Stedman requested a definition of the term
"upstreant as it would be used in the discussion.

M. Myer explained that "upstreant was a term used in the

oil industry to refer to all activities from the initial
phases of exploration; from the devel opnment of projects to
the production of crude oil. Aternately, "downstreant

activities were considered the activities onward, from
crude oil production to refinenent.

6:12:48 PM

CERALD KEPES, PARTNER, PFC ENERGY, shared that PFC Energy
was an oil and gas expertise consultancy wth gl obal
government entity, national oil conpany, and private sector
clients.

6:13: 39 PM

M. Myer |ooked at Slide 2: CSSB 192- Approxi nmat ed Conpany
Decl i ne-Based Production Targets. He explained that the
decline curve analysis on the slide multiplied the nost
recent 2010 Departnent of Natural Resources analysis by the

wor king interest of the three min conpanies: BP,
ConocoPhi |l l'i ps, and ExxonMbil. He stated that the decline
curve in the bill had been based on the nethodol ogy; any

producti on above the green wedge on the graph would receive
the |ower level of progressive tax on gross. He added that
any production below that would receive the full 20 percent
capped rate. He spoke of the decline rate and the forward
bendi ng curve, which he believed mrrored one another. He
said that the target, using the equation of a 6 percent
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decline rate at 200 thousand barrels per day, would be
established by multiplying the 200 thousand barrels per day
by 94 percent; or 1 mnus the 6 percent decline rate.

6: 17: 43 PM

Co-Chair Stednman interjected that the equation used the
inverse of the year date. M. Myer responded that the
curve forecast forward was to the power of the year date;
determning the decline rate, the inverse would be used. He
furthered:

"Cal culating the question: "Wiat is the decline
rate?” It is the exact inverse of that calculation. In
this case taking a fixed nunber of years, 2011 and
2008, and determning the difference between those two
nunmbers. We'll put the later nunber over the first
nunber and raise it to the inverse of the nunber of
years and calculate what that effective decline rate
is. It's doing exactly the opposite of what we did
when we forecasted the curve forward, and again it's
the same math that goes wth calculation ones
effective interest rate on a nortgage paynent."”

6: 18:52 PM

Co-Chair Stedman explained to the commttee that he had
requested that M. Mayer present a slide wth the
production nunbers in order to review the decline curve
cal cul ation. He thought that the fornmula had been presented
as conplicated; he believed it was straight forward. He
suggested likening the fornmula to conpounding interest,
only backwar ds.

6:19:48 PM

M. Mayer stated that the renmmining slides in the
presentation focused on the econom cs of how changes in the
rates applied to new devel opnent and i ncrenment al
production. He pointed to Slide 3: ACES ($34/bbl Capex New
Devel opnent.) M. Mayer referred to previous discussions
about the cost of new devel opnent and the concerns voiced
that noving to the gross would increase the sensitivity of
the tax both in ternms of OPEX and CAPEX. He noted concerns
that due to the high cost of devel opnent, new devel opnents
should be incentivized as well as developnment in |egacy
fields. He shared that he had run projections for new

Senat e Fi nance Comm tt ee 8 04/ 11/ 12 5:56 P. M



devel opnent using capital expenses at $34 per barrel. He
relayed that the result of the projections | ooked
chal l enging for industry; they were net present value (NPV)
negative at $100 per barrel and faced high rates of
governnent take under ACES. The governnent take under ACES
ranged from 77 percent over the lifecycle at $100 per
barrel, to as high as 84 percent at |evels above $200 per
barrel. He stated that under the structure of shifting the
tax to the gross, high-cost fields could |ook even worse
for industry because of the sensitivity when the tax was
done on the net. He stressed that if the new rate were to
be considered the high-cost would have to be conpensated
for and significantly |ower rates should be applied to new
devel opnent .

6: 23: 14 PM

M. Myer looked at slide 4. CS SB 192 20% Max Rate
($34/ bbl Capex New Devel opnent.) He explained that under
this scenario the |evels of governnent take were |ower, but
t he econom cs were worse because the instance of the tax in
those first years would be high during a time of ongoing
drilling costs. He warned that a higher tax during the
crucial first economic netric years wuld cause the
econom c i npact to deteriorate.

6:24:49 PM

M. Myer discussed slide 5: CSSB 192 5 percent Max Rate
for 7 years ($34/bbl Capex New Devel oprment.) He said that
dropping the max rate to 5 percent for 7 years could
marginally inprove the economics. He pointed out the
scenario still presented challenges of being NPV negative
at a 10 percent discount rate.

6: 25: 23 PM

M. Mayer |ooked at slide 6: CSSB 192 5 percent Max Rate
for 10 years ($34/bbl Capex New Devel opnent.) He relayed
that to further stinulate the economics wthin the
structure, progressivity on new developnent could be
conpletely renoved, or the 5 percent rate period could be
extended. He shared that the CS extended the 5 percent rate
from 7 to 10 years, which dropped the rates of governnent
take to 70 percent at the highest price |evels and reduced
the NPV from negative 50 to negative 34.
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6:26: 26 PM

M. Mayer discussed slide 7: CSSB 192 5 percent Max Rate,
$90 Threshold, for 10 yrs ($34/bbl Capex New Devel opnent.)
He explained that the price levels at which progressivity
kicked in could be adjusted. He relayed that the CS
increased the price level to $90 in the first 5 year
period. He stated that progressivity would begin at the $90
threshold and would continue at the 0.5 rate until reached
the 5 percent maxi num

6: 26: 57 PM

Senator Ellis queried how nmuch the big three oil conpanies
would pay at the top rate in 2025 under the |egislation.
He asked if it would be close to 227,000 barrels.

M. Mwyer agreed to provide the information at a later
dat e.

6:27: 41 PM

Senator MQ@uire wondered whether it would be worthwhile to
elimnate the 10 year cap. She queried what the rate would
revert to after 10 years. She understood that it would
depend on the decline curve at the tine.

M. Mayer replied that under the CS the rate would be the
full 20 percent maxi num

Senator Mc@iire recomended that the rate be reduced to the
increnental level. She worried that a rate increase in 10
years woul d affect initial investnent decisions.

6: 28: 55 PM

Co- Chair Stednman requested an explanation on the inpact of
the timng of the cash-flow as the scenario noved from?7 to
10 years.

M. Mayer responded that nmany things could be done to
further inprove the equation. He shared that the easiest
solution would be to renove the tine limt altogether, or
to extend it further. He stated that what happened in the
first 10 years would be npbst crucial. He relayed that
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extending the tinme period further would be easier than
changing the rate after 10 years.

6: 30: 29 PM

Senator MQuire stressed that industry should not be
penalized with a less attractive rate after 10 years.

6: 31: 41 PM

Co- Chai r Stedman requested an approxi mation  of t he
sensitivity using a $30 and $28 CAPEX, and wth increnental
dol lars at $100 NPV.

M. Mayer divulged that a $17 dollar per barrel scenario
had been run while working with the profile of capital cost
and production represented in the presentation. He shared
that the result had been NPV positive, with a 16 to 17
percent rate of return. He added that that was the |eve
that would be required to pass the threshold hurdle rate,
but would probably not "set the world ablaze" in terns of
conpetitiveness for capital on an international basis. He
furthered that as capital costs went up the NPV and rates
of return lowered. He cautioned that the undertaking was
highly stylized, and that the actual spendi ng and
production profiles of anything being currently considered
were well north of $17. He stressed that the nunbers
reflected in the slides were not necessarily indicative of
the projects being considered by any of the conpanies. He
rem nded the commttee that the intent of the anal yses was
to provide indicative ideas of sensitivities about how the
nunbers reflected the different rates of governnent take
He thought that any of the lower rates for new devel opnent
woul d be an inprovenent over ACES however, they did not
necessarily make high cost developnents conpetitive for
capi tal

6:34:13 PM

M. Mayer noted that all of the slides reflected that
despite having noved the threshold wup to $90, the

progressive severance tax on gross still kicked in above
the $60 level. He said that the figures were undi scounted
figures that ranged across the 30 Ilife-cycle of the

project. He furthered that the 10 year limt neant that the
threshol d becane |ess sensitive to novenent in the case of
new devel opnent. Because there was no tine limt on the
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different rate for the increnental production, noving the
threshold had a greater affect.

6: 35:28 PM

M. Mayer di scussed Slide 8: ACES ($25/ bbl Capex
I ncrenmental Devel opnent.) He explained that a higher cost
new devel opnent, assuming $25 per barrel in capital costs
for an increnental devel opnment, would prove NPV positive at
$100 per barrel with an 11 percent rate of return.

6:37: 01 PM

M. Mayer explained Slide 9: CSSB 192 20 percent Max Rate
($25/ bbl Capex Increnental Devel opment.) He stated that the
full 20 percent maxinmum rate resulted in little change in
the economc netrics, but an overall slight reduction in
government take at high levels could be gleaned. He noted
that the change was not great, and in sone cases would be
mar gi nal ly worse at the given price |evels.

6:37:31 PM

M. Mayer discussed Slide 10: CSSB 192 10 percent Max Rate
($25/bbl  Capex Incremental Developnent.) He said the
scenario presented a lower tax burden and a higher cash
flow at the tail end of production; the only costs being
operating and mai ntenance, but a slightly higher tax burden
and |l ower cash flowin the early years.

6: 38: 28 PM

M. Mayer continued to Slide 11: CSSB 192 10 percent Max
Rat e, $70 Threshol d ($25/ bbl Capex | ncr enent al
Devel opnent). He explained that the legislation noved the
threshold to the $75 level at which progressivity at the 10
percent maxinmum rate kicked in. He shared that the
presentation did not contain a slide for $75, but did for
$70 and $80 [see Slide 12], and the result would logically
fall halfway in between. He noted that slide 11 showed t hat
when the threshold was noved to $70 the progressive
severance tax on the gross kicked in only above the $70
level. He said that when the threshold noved up to $80
governnment take was further reduced. He reiterated that the
hypot heti cal showed the nunbers just approaching the basic
hurdle rate for capital; not necessarily highly conpetitive
on a broader basis, but an inprovenent.
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6: 39: 55 PM

Co-Chair Stedman requested that a slide be created
detailing the $75 threshold. M. Mayer replied that he
woul d do so.

Co-Chair Stedman noted the three new fiscal notes: NEW FN
(DOR), NEWFN (DNR), NEW FN ( DOA)

Co-Chair Hoffman MOVED to report CS SB 192 (FIN out of
comittee Wi th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal notes. There being NO OBJECTIQON, it was
so order ed.

SB 192 was REPORTED out of comrmittee with a "do pass”
recommendation and with new fiscal inpact notes from the
Depart ment of Nat ur al Resour ces, the Depart nent of
Adm ni stration, and the Departnment of Revenue.

#hb302
CS FOR HOUSE BILL NO. 302(FIN) am

"An Act requiring each canmpus of the University of
Alaska to apply to be included on the contribution
list for contributions from permanent fund dividends;
requiring a university to pay an application fee for
each canpus separately listed on the contribution I|ist
for contributions from permanent fund dividends; and
repealing certain audit requirenments for entities
recei ving contributions from per manent fund
di vi dends. "

HB 302 was SCHEDULED but not HEARD

#hb366
HOUSE BI LL NO. 366

"An Act establishing an Alaska intrastate mutual aid
system and relating to the duties of the Al aska
di vision of honeland security and energency nmanagenent
and the duties of the Alaska State Energency Response
Comm ssi on. "

HB 366 was SCHEDULED but not HEARD

#hcr 23

Senat e Fi nance Comm tt ee 13 04/ 11/ 12 5:56 P. M



CS FOR HOUSE CONCURRENT RESCLUTI ON NO. 23(FIN)

Establishing and relating to the Alaska Arctic Policy
Conmi ssi on.

HCR 23 was SCHEDULED but not HEARD
#

ADJ OURNVENT
6:41:18 PM

The neeting was adjourned at 6:41 PM
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