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Consul tants for the Adm nistration

PCOSI TI ON STATEMENT: Conti nued expl ai ni ng petrol eum fiscal design
and answer questions relative to SB 49.

ACTI ON NARRATI VE

3:34:38 PM

COCHAIR JOE PASKVAN called the Senate Resources Standing
Commttee nmeeting to order at 3:34 p.m Al nenbers were present
at the call to order.

SB  49- PRODUCTI ON TAX ON O L AND GAS

3:35:14 PM

CO CHAI R PASKVAN announced the hearing on SB 49 would continue
and that they would next hear a presentation on petroleum fiscal
design from Bob George with Gaffney Cine & Associ at es.

BOB CGEORGE, Vice President and General Manager, Gaffney Cine &
Associ ates (GCA), consultants for the Adm nistration, said they
are a global petroleum consultant based in Houston. He said he
has about 38 years of experience in the industry; his origina

training was as a geologist, but his nmain area of experience is
nmore on the comrercial and strategic side of the business. His
work often involves two aspects of things, the evaluation work
relative to acquisitions and divestitures and finance raising
and fiduciary reporting and dispute resolution. Cients for this
type of work include major oil conpanies, independent oi

conpani es, banks, financial institutions and taxation agencies
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such as the I|IRS. QO her major areas of work he undertakes with
governments, mnisters and national oil conpanies advising them

in areas such as petroleum policy, licensing and fiscal design
Clients are from a nunber of major producing countries such as
Venezuela, Brazil, Saudi Arabia, Kuwait and Mexico and he is
currently engaged by the mnister of oil in Iraq.

3:38:57 PM

He said GCA was first engaged by the Al aska Departnent of
Revenue (DOR) in the mddle of 2007 when they did a conparative
anal ysis of several countries' fiscal reginmes. Follow ng that,
t hey engaged in ACES in 2008; they provided support on gas line
econonmcs, the AG A conference and subsequently the special
| egi sl ative hearings in the 2008. Since then, they have provided
ongoi ng support for the departnent on a nunmber of nostly fisca
issues. They are currently engaged by the DOR for two nore
years.

3:40: 20 PM
At ease from 3:40 PMto 3:41 PM

3:40: 50 PM

MR. GEORCGE said he would address sone issues and follow on
corments nade by his colleague, Rich Roggerio, about a nonth
ago. He wanted to go to issues that are facing everyone at the
nmonment. He showed a slide of the production history and short
term production outlook for the North Slope. It showed nothing
new, but brings out the question everyone is westling with if
the decline is a "function of nature or of nurture.” Is the
fiscal, contractual and regul atory system governing it?

SENATOR STEDVAN asked if this was a normal -type production curve
one woul d expect to see in any oil basin around the gl obe.

MR. CGECRGE answered that it's not unusual to see this kind of a
production curve. There are different shaped profiles,
particularly in areas of nore closely managed operations (North
Sea, for instance), but sone fields do get a "second life."

SENATOR STEDVMAN renarked that he could have npdeled this when
the North Sl ope basin first was opened.

MR. GEORGE agreed that the nodel is not an unusual shape.
SENATOR STEDMAN asked when he does a nodel to figure out the

fiscal system or a subconponent of it along the way, would he
use a nodel like this for timng and cash flow.
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MR, CGEORGE replied that you would be inportant to assune a
period of building production, whether you're applying it to a
field or to a basin, and then sone sort of plateau duration. You
woul d assune a period where the thing would decline away. It may
be a relatively steady decline or areas of build-up could happen
two or three nore tines, perhaps not quite as high as the peak,
but com ng up again before falling off at sone |ate stage.

SENATOR STEDVMAN asked if sonetine in the timefrane simlar to
where we are now, it could be expected that there would be a
review of the fiscal policy to see if the decline could be
stenmed to extend the life of a basin.

MR, GEORGE replied yes, that has happened in a nunber of
countries and continues to happen.

3:46: 24 PM

SENATOR FRENCH said it's alnmost |like Alaska has two different
uni verses, the Prudhoe universe and then everything else.
Wt hout Prudhoe, the highest year of production in 1988 had
about 500,000 other oil barrels flowing into the pipeline. Today
there is about 350,000 other oil barrels, an extrenely nodest
rate of decline over those years. He asked to what degree they
are |looking for smaller fields to fill the pipe besides Prudhoe
or are they trying to resurrect Prudhoe.

MR, GEORCE replied that you would typically expect sone form of
distribution of size that would provide a fairly broad spread;
one particularly big outlier and lots of small ones is not
unusual . Yes, you would expect to find nore. Sonme people think
the North Slope still has significant volumes to find. The Gulf
of Mexico, for exanple, is where people have gone back to find
nore after everyone thought they were played out.

SENATOR FRENCH asked with respect to just the Prudhoe reservoir,
has there ever been a reservoir that didn't decline over tine.

MR. CGECRCE replied he didn't know that specific answer, but the
guestion goes to the mechanism of pressure depletion in the
reservoir. If it's a conpletely closed system no; it wll
decline. If you have very strong support from an aquifer, for
exanple, or a way of artificially keeping pressure you could
hold the rate up, but over tinme one would expect to see a
decl i ne.

3:49: 04 PM
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SENATOR W ELECHOWNSKI thanked him for his advice in the past
saying it had been invaluable in helping to develop ACES. He
asked if this slide took into account the inpacts of Repsol's
announcenent to spend $768 mllion in Alaska exploration; he
al so asked himto talk about the shale oil and if he thought it
(and other conpanies) could potentially bunp up the decline
peri od.

MR, CGEORGE answered no, the profile does not take into account
any of the exploration; it takes into account discovered
resources and those that are being devel oped or eval uated.

The shale oil resources are difficult to conment on. Al aska has
very rich source rock, but whether it's oil or gas is a huge
guestion. Ol is nore difficult to flow than gas out of the
resource plays; its pathway has to be created. The key issue in
this particular case, and in every single case, is going to be
the evaluation work, and the drilling and then the stinulation
of conpletion of the wells to see what sort of rates can be
flowed out. Wells that are being stinulated like this start at a
rate and then decline very rapidly and then typically have a
long tail. But one of the problens the industry has is that it's
all so new that a long tail is being projected, but there isn't
enough of a track record to say for sure.

He said he doesn't know if shale oil/gas will add significant
vol unes. Three years ago, the 2008 AGQ A conference had a |ot of
gas outlooks for the Lower 48 and gas pricing. At the tine it
was a fairly high price. You didn't hear one peep in the whole
of that conference about the inpact of shale gas on the Lower 48
supply. The extent of opportunities has taken the industry by
surpri se.

CO CHAI R PASKVAN recapped that the first slide depicts what is
in part a normal life-cycle of a | arge petrol eum basin.

MR. GEORGE agreed that it is not unusual.

3:53:59 PM

Slide 3 was on fiscal system design and the only point he wanted
to make is that this is not an exact science; nothing in it is
bl ack and white. It uses a |lot of judgnent. They try to build in
flexibility to be able to accomobdate changing environnental
factors.

CO CHAI R PASKVAN asked himto explain "basin maturity."
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MR. GEORGE replied that it's the degree to which you think you
have information with regards to how well you know a basin; the
nore you do there the nore you understand it. That perception of
maturity can change as new information cones to |ight. Sonetines
you're not as mature as you thought you were or sonetines things
start declining a ot faster than you originally thought. It's a
concept of the expected lifespan of a basin or an area.

CO CHAI R PASKVAN asked if he has an opinion on the maturity of
the North Sl ope Prudhoe/ Kuparuk region for conventional oil.

MR. GEORGE replied the area of the North Slope that has been
devel oped is probably into a fairly well-known stage; maturity
still has some conplexities, though, because a lot of oil and
gas resource has been discovered, but it is not subject to
commercial exploitation at the nonent; heavy oil would be a good
exanple. The volumes that are known to exist in the ground are
very large, but the degree to which they nmay be extracted
coommercially is a subject of greater question. That could change
the perception of maturity if the key to oil and gas is unl ocked
inthe relatively near future. Another life there is possible.

3:58: 39 PM

MR, CGEORCGE said it's not unusual for fiscal systenms to change
(slide 4). Conpanies are concerned about the issue of stability
and if they feel confortable that if they nmke an investnent
things are going to remain at least within a reasonable band
cl ose enough that they wll get the levels of return they
expected going into sonething. A lot of change was seen in
Al aska in the 2005-08 w ndow where fiscal reginmes were set up in
an era when people had a $20-o0il nentality.

SENATOR MCCGUI RE asked how ot her governnments mx the two goals of
getting its fair share and attracting investnent/industry.

MR. GEORGE replied these goals are a "continuous conpetitive
tension" with pulls from both directions. It is weasy to
overreach; it is difficult to say whether Al aska has done that.
The tinmefrane has been so short especially when global issues
are changing all the time. Conpetition isn't always a question
of doing it either here or there; conpanies operate in different
countries at the same tinme. Alaska mght want it now, it m ght
not want to wait and therefore nake sone changes. It's not good
to swing too wldly between end points. But he thought the
tensi on woul d al ways conti nue.
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SENATOR W ELECHOWBKI asked how Al aska's governnent take conpares
to governnent take in countries |like Venezuela, Brazil, Kuwait
and Iraq.

MR. GEORCE replied that it would be less than on an average
basis than in Venezuel a, but Venezuela has a |ot of other issues
right now. When GCA was down there through the m d-1990s, things
were opening up and they were nmeking it easier for the
conpanies. They were creating structures that would allow a
sharing that attracted a | ot of nobney into the country.

In Brazil currently, the Alaska take would not be dissinmlar,
but possibly higher at current oil prices. Brazil is not geared
to oil price in the way that Alaska's fiscal regine is where the
progressivity has worked well. Ilraq's fiscal reginme where the
take is north of 90 percent is very different. Wat is actually
happening is that a nunber of contracts there are in existing
oil fields, one of which is doing around 1 mllion barrels a
day. The 90 percent is basically being kept by the host country.

Saudi Arabia's fiscal system was structured for the gas
i ndustry; they have activity but no gas production under it. The
rates went higher than here, but they were also based on a rate
of return concept and started out with somewhat |ower rates.

Kuwait has a service contract structure with a lot of known
resource being developed on behalf of the governnent and an
exact answer is not possible, but probably higher. Mst of those
structures are where you get your noney back and then an el enent
of profit on top of that.

4:08: 13 PM

How do you justify the change? M. George said when he does
these things he likes to see a range of outcones and build a
mental picture of where the responsiveness 1is and where
difficult areas are. Then the subjective calculations are trying
to make judgnments as to where in fact things may go, always a
difficult thing to do.

CO- CHAIR PASKVAN asked if it's accurate, whether it's an
objective or a subjective calculation, that it should be
overlaid on the basin nmaturity concept they previously
descri bed.

MR, GEORGE answered yes. He added that maturity is perhaps a

surrogate word for expectation, the degree to which you feel you
know sonet hi ng.
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4:10: 31 PM

He said it's hard to say which fiscal system is the best; you
hope that you' ve done the best you can but "shifting sands...."
You are continually assessing your conpetitive position and
making sure you're fulfilling all the things you do under the
gui se generally of maximzing the value or the benefits of the
resource in question to your honme jurisdiction, whatever it
happens to be.

SENATOR MCGQUI RE said she had introduced a bill setting up a
conpetitiveness review panel so there would be a continual
annual assessnent of those things. She has observed over the
| ast decade that the state doesn't do this very well and asked
where he had seen this done well and what kind of system has he
used to assess that worl d-w de conpetitiveness.

MR. GEORGE answered that a nunber of different approaches are
used and sone seens to appear during tinmes of "seeming crises.”
Under various systens regulatory bodies prepare reports; for
i nstance, the UK, Denmark and Norway do regular annual reports
t hat appear on a website.

SENATOR MCGUIRE said Alaska's problem is that it is ranked in
the bottomtier of the private reports that have been published
for conpetitiveness. Lawmkers get frustrated in trying to
figure out exactly what the ranking is based on. It could be
climate, difficult access to resource, fiscal reginme, regulatory
process et cetera. This bill tries to factor in all the things
from a private sector point of view She asked if he |ooks at
any particular universal guide or book and if when |ooking at
these regines, does anyone divide conpetitiveness with respect
to exploration and production.

MR. GEOREGE answered that he didn't know of a single book or
annual review that anyone would call definitive. But the nore
factors brought in the nore subjectivity is brought in as well,
and people will tend to go with things that can be treated
mat hematical |y, because you get an answer that cones out.

SENATOR MCGUI RE said the credit reginme that is in place anmounts
to upwards of $4 billion and seenms to be incentivizing
exploration very well, but it has not led to any increased
production; in fact, there is a decline that is expected to
continue for the next 10 years. Alaska mght want to keep part
of the fiscal system it has and repair another part of it. She
asked if there is any assessnent that tells one that a certain
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fiscal regine has it right when it cones to the produci ng phases
as well exploration.

MR. GEORGE replied that he didn't know of any. Tinme is needed to
| ook at successful countries; however, those nmanage for very
different circunstances. For instance, UK and Norway manage
their resources in the North Sea differently. UK has 50-60
mllion people and Norway has 4 or 5 mllion. In one it's a
maj or part of the econony and in the other it's nmaybe 5 percent.

4:20: 02 PM
SENATOR W ELECHOWSKI said when Gaffney Cdine presented to the
House Resources Conmittee in February they used a slide called

"Producers View of Fiscal Systens” that is not in this
presentation and one of the headlines says "never net a tax they
i ked.” Then he talked about Illinois and how it has the | owest
gover nnent take, but nobody investnents there because it doesn't
have very nuch oil. Then it had Iraq that has the highest

governnent take but lots of investnent. The slide also said to
al ways make conparisons to the Lower 48 as a best place to
i nvest; he renmenbered tal king about this quite a bit in the ACES
debate. So, he want to know who our peers are. He heard over and
over again that it was not appropriate to conpare us to the
Lower 48, because they aren't sovereign jurisdictions. And that
it was nore appropriate for Alaska to conpare itself to places
i ke Norway, UK or Russia. "lIs that still your view of things?"

MR. CGEORCE replied yes. There are two conponents to that. One is
the sort of conparison that Alaska owns the resource and
therefore has a very different duty in looking at it conpared to
nost of the rest of the US where private |and owners are the
financial beneficiaries. Another elenent is a structural one
within the industry where conpanies tend to put their budgets in
"regional pots." He said it wasn't irrelevant to | ook at other
parts of the Lower 48, but Al aska nanages its resource nuch nore
conparably to other nations.

4:22:32 PM

MR, GEORGE went to slide 6 | abeled "Where is Al aska today?"

1. Production continues to decline despite unprecedented prices.
2. TAPS (either operational |imt or economc |imt) - very
i nportant because it is the one connection the market.

3. Heavy oil potential under assessnent; Alaska has a |ot of
known resource. The technol ogy and econom cs of unlocking it are
critical.

4. New plays (shale oil) on the verge of being unl ocked?
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5. New resources viewed by sonme as "stranded" access to
infrastructure.

6. Logistical challenges and high costs renain.

7. Long lead tinmes to bring on new fields.

8. Large dom nant players - incunbents and new entrants - a |ot
of new players with different paraneters.

4:25: 24 PM

He went to Slide 7 | abel ed "Future Scenarios for Al aska."

1. Requires many assunptions that lead to "noise" tinme that
changes focus from di scussing and understand root causes and the
real issues

2. Lack of planning data

CO CHAI R PASKVAN said it seens |like Al aska doesn't have the data
transparency that many other reginmes have, and he asked him to
comment on Al aska's need for that.

MR. GEORGE separated the question into two parts, the data and
the transparency. He further wanted to separate out the idea of
financial data that belongs to taxpayers (generally backward
| ooking) and the operational or planning data that is not
related to the economcs of anything particularly and is nore
forward-1|ooking. The matrix is between the way information is
provi ded and the disclosure, which nay or may not occur as a
result. This was a 2007 issue with the ACES hearings. He
understands that it has inproved significantly, but he didn't
know if it is as good as other nations. He didn't think so yet.
UK regulations allow the mnistry to ask for "pretty much

anything they want” and they do ask for "quite a
lot...particularly in the early stages of field developnent...."
They will see the devel opnent plans and the production outl ook

and alternatives. But the disclosure on that is relatively
limted. So, for planning purposes they have a l|ot, but what
goes into the public domain is much less. So, if you' re talking
about transparency that is slightly harder to answer.

He said Norway requires that conpanies report twice a year on a
spreadsheet of a forecast. You can't see all the nunbers
underneath it, but you can see the form of reporting by going
onto the website. Iraq is one country that would substitute for
a lot of others where everything you do is subject to submtting
plans and having them approved so that the regulator knows
what's going on. But the disclosure on that is relatively
limted; it doesn't go outside of the mnistry, for the nost
part. He hoped that answer hel ped.
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CO-CHAIR PASKVAN said he would invite him back for nore
speci fics.

MR. GEORGE said he is on the road for the next two weeks, but
woul d work with the commttee.

4:30:17 PM

SENATOR W ELECHOWSKI said the February presentation also had a
section that said "lack of data transparency that many reginmes
have" and another that talked about data transparency and that
Al aska relative to other regines is handicapped in its decision-
making by the snmall anmount of either confidential or reliable
public data on energy operations. Has that situation been
alleviated in the last nonth? Is it still a handicap for Al aska?
He has asked the Departnment of Revenue on ways to close the gaps
on data transparency for the last three weeks and is still
waiting for the information.

MR. GECORCGE commented that it is his understanding is that it is
i nproved fromwhere it was in 2007, but it wasn't at a very good
| evel then. It probably has a lot further to go to be conparable
to nost other countries outside of the US including Canada.
Again, he said he would separate transparency from data
provi sion and taxpayer from planni ng and operational data.

4:32:11 PM
MR, GEORGE went to Slide 8 labeled "The Inportance of QI to
Al aska."

e In Alaska (2010) oil taxes and royalties account for al nost
90 percent of wunrestricted general fund revenue. Scale is
different for the different parties.

e For the Big 3 (2010) Alaska profits and production
accounted for 5 - 30 percent of their "econony."

4:32:59 PM
Sonme big questions are:
1. Is it necessary to change ACES?

2. WII | get the same investnent and production if | do not?

3. If I get nore investnent and production, how rmuch nore

4. WIIl TAPS obtain oil from "sonmewhere" to keep flow ng
regardl ess?

5. How can | delay before being confortable that | know the

i kely outcones?
6. What can | influence? How?

4:34:55 PM
Slide 10: Sone very high |evel netrics:
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- Difference between 3 and 6 percent decline. Conpanies have
i ndicated that 3 percent ought to be achievable given the right
level of investnent. It depends on when you take the TAPS
econonmic limt to be; maybe it's 1.5-2 billion barrels.

- 150,000 barrels of oil per day difference in production for 20
years (the |evel between the 3 and the 6 percent decline) is the
difference of 1 billion barrels of oil.

- Del ays cost noney; value hal ves depending on the discount rate
used sonewhere between plus or mnus 10 years.

- $100 a barrel (today's nmarket price) is worth approximtely
$40 to the state and under the ACES regine about $30 depending
on whether it's a new field or an existing field under SB 49.

- At $150/barrel it's worth somewhere between $50 to $75.

- Put another way, getting 150,000 barrels a day for 20 years
woul d be worth about $30 billion to the state.

4:37:08 PM
SENATOR FRENCH asked what that 150,000 barrels would be worth to
t he i ndustry.

MR. CGEORGE said that is a good question and he had the nunber,
but not in his head. He'd get it for him

- Changing to SB 49 if the state would have got it anyway costs
$10 million to $25 million.

- Wat's the value of delaying, getting sonething you m ght
otherwise get, leaving aside the issue of what happens wth
TAPS, about $20 billion to $40 billion.

- Examne the "what if" economc inpacts to try and assess sone
possi bl e goal posts:

- what happens if the North Slope generally declines at 6
percent a year and what happens if it perforns according to the
DOR fall 2010 forecast - and the difference between those over
the tine to 2050 is a bit under 2 billion barrels

- Do nothing and decline is actually around 6 percent -
relatively early dem se to TAPS but through making a change you
are able to achieve a profile like the departnent's and you
manage to keep TAPS goi ng | onger through appropriate investnent,
there is about a $100 billion potential gain

4:39:35 PM

SENATOR W ELECHOWSKI asked why he chose a 6 percent decline when
the DORis predicting 2 or 4 percent.
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MR. CGEORGE replied the decline depends on the shorter term or
the longer term The average of 3 percent is out to 2040. The 6
percent is the average level for the last two or three years.
It's a nunber the industry has used in prior times for current
i nvestnent; but at higher levels they say they can hold it at 3
per cent .

SENATOR W ELECHOWSKI said his nodel also assumed no new nmjor
investment and he asked if he could renpbdel this taking into
account the $768 nmillion that Repsol has said they plan on
investing on the North Slope as well as the investnment proposals
made by G eat Bear.

MR. GEORGE replied that he could nake those assunpti ons.

SENATOR W ELECHOWSBKI asked why he used an undi scounted cash flow
for this slide. Is that standard practice for a business when
conparing two different investnment scenarios over tinme?

MR CGEORGE replied no. But he agreed when one is making
i nvestment decisions one wouldn't look at the undiscounted
nunbers. The reason it was done at the tinme is to try and get
away from issues of what discount rate to use for the state and
whether it would be the sanme for the conpany. He said you would
get absolute nunbers for the same general picture if you used a
di scount rate.

SENATOR W ELECHOMWBKI asked if he could use a discounted slide
flow.

MR, CGEORGE answered that he would be happy to look at a couple
of discount rates rather than saying this is the right one. It's
a sensitive issue for individual parties as to what the
appropriate discount rate is.

CO CHAI R PASKVAN returned to slide 10 that indicates at $100 a
barrel the state's take is approximately $40. Sone people are
saying the state's take at $100 a barrel is 82 percent. Wiy are
sone saying it's $40 and others are saying it's 82 percent?

MR. GEORGE apol ogi zed for not providing enough explanation. That
$40 was over the life of an investnment assuming $100 a barrel
It takes out the factor of costs coming out as well. Sonme other
nunber is typically a share of the revenue after costs.

SENATOR W ELECHOABKI asked what TAPS enhancenent he is referring
to in slide 14.
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MR, GEORGE replied whatever would be necessary to keep it
flow ng through to 2050; it's non-specific. The object on these
was to try and set out some goal posts at each end of the field
that said what if this or that.

SENATOR W ELECHOWBKI asked what fields will be discovered under
SB 49 that will not be di scovered under ACES.

MR, GEORGE replied that is not what "discovered” neans there. It
means the existing producing fields and the existing discovered
fields, as well.

SENATOR W ELECHOWSKI asked if they pass SB 49, which fields
woul d be devel oped as opposed to if it doesn't pass.

MR, GEORCE replied that he didn't know.

SENATOR W ELECHOWSKI asked if he could predict how nmuch nore oi
w Il be produced under SB 49 as opposed to ACES.

MR, GEORCE replied that he would love to be able to tell him
but he didn't know what the difference woul d be.

4:46: 10 PM

CO CHAI R PASKVAN said he just did a rough calculation that at
600, 000 barrels a day or 200 mllion barrels per year it takes
five years to punp 1 billion barrels. That neans it takes us 40
years to punp 8 billion barrels. On page 14 out 40 years from
now, that 8 billion barrels - the reserves are currently 5
billion barrels and then the undi scovered potential recovery are
another 4 billion barrels. So we only have 9 billion barrels

whet her they're incentivized or not according to the facts. So,
if we're out 40 years punping 600,000 barrels, we're within a
billion barrels of the end of the reserves in the end of
undi scovered potentially recoverable. Is that accurate?

MR. GEORGE replied that the actual ultimate recovery under SB 49
colum is about 5-5.5 billion barrels; it's not constant at
600, 000 a day (going back to slide 13).

CO CHAI R PASKVAN asked if this is total or total plus enhanced.

MR. CGECRCE replied the assunption in this set of slides is that
5.5 billion barrels is what you achieve for total production.
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CO- CHAI R PASKVAN said then that total assunmes all of the known
reserves currently.

MR GEORGE replied you have to be careful wusing the term
"reserves," because it also is a term of art and has certain
connotations. It is certainly not all the reserves and resources
that are known to be out there. It is certain fields that are
either currently producing or wunder developnent or are under
appraisal and are identified by the DOR in its fall forecast. It
doesn't have any heavy oil for exanple.

SENATOR W ELECHOABKI  said under assunptions for continued
decline slide 14 says that no new mgjor investnents wll occur.
Bei ng that since they passed ACES three years ago, the state has
seen a 50 percent increase in capital investment on the North
Sl ope and have projections of continued increases on capital
expenditures in 2011 and 2012, he asked if M. George could
recreate this slide assum ng the new |level of investnents they
have actually seen in the | ast four years.

MR CGEORGE replied that he would be happy to look at sone
addi ti onal cases and sone additional assunptions.

SENATOR W ELECHOWSKI asked, "When are you assuming that TAPS
will cease it carry oil in this assunption?”

MR. GEORCE answered in these particular exanples, the bar that
has 95 on it assunes that TAPS ceases to operate at 250,000
barrels a day; the one that says 110 goes to 200,000 barrels a
day.

SENATOR W ELECHOWSKI asked at what year they achieve 250,000
barrel s per day.

MR. GEORGE replied in the md and | ate 2020s.

SENATOR W ELECHOWSKI asked what it would cost to enhance TAPS to
carry 250,000 barrels per day and what the cost benefit analysis
would be if the oil conpanies would strand 250,000 barrels
versus maki ng the adjustnments to enhance that.

MR, CGEORGE replied that he had done no work on that; he didn't
know if it's a very easy question to answer. But he accepts that
it is a very inportant one.

CO- CHAI R PASKVAN asked what volune of reserves would still be
left in the ground and what is the volune of undiscovered
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potentially recoverable that would still be left in the ground
after a shut down under either scenario on slide 14.

MR. GEORGE replied that he would have to get back to him It
depends on shutting down to what level. If you took it down al
the way to zero he could get the answer fairly quickly, but it's
the difference between 200,000 and 250,000 and sone other |eve
where you're able to operate it down to. He didn't think anyone
coul d answer how nmuch undi scovered oil is not there.

SENATOR W ELECHOWSKI asked if conpanies would |eave the |arge
anmounts of oil and shale oil in the Chukchi and Beaufort Seas
stranded.

MR. GEORGE answered no; he didn't think anyone would |eave
anything stranded if they thought there was a viable economc
proposition and regulatory regine that would allow them to get
after those wells.

4:54:12 PM

MR. CGEORCE recapped that the goal post at one end under those two
conditions might be $100 billion of wupside and asked on the
downsi de what happens if you nmake a change such as SB 49 but
not hing changes and you carry on with the 6 percent decline
bef ore TAPS abandonnent. Then you've foregone about $20 billion
in fiscal take for the state. |If you make no change or you kept
ACES and you got the investnment necessary to do what provides
the DOR profile, the difference is $50 billion.

SENATOR FRENCH asked when the two lines cross where Al aska
starts giving the noney back this year and starts getting the
i ncreased production tax value in future years.

MR. CGEORCE replied the expectation as to when you mght start to
get nore, at relatively small volumes you could do it in a year
or two afterwards if it's infield activity. In terns of revenue
from new exploration, a little bit longer. The North Sl ope needs
a long lead tine from discovery, planning et cetera and ten
years mght not be an unreasonable expectation for starting to
get meani ngful flows fromexploration activity there.

SENATOR FRENCH sai d when you start calculating in the tine val ue
of noney it gets harder and harder.

MR. GEORCE replied that it depends on the volune you attract at
the end of the day; it is very vol une-dependent.
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SENATOR WELECHOMNSKI said if he is reading these nunbers
correctly, they have heard varying nunbers about what SB 49 will
actually cost the state. From M. George's testinony and what he
reads, this slide says that from 2011-2020 if SB 49 passes, it
will cost the state $20 billion; and from 2011-2050 it wll cost
the state $50 billion. "Is that accurate?"

MR, GEORCE replied that would be if nothing changed as a result
of SB 49 passing.

SENATOR W ELECHOWSKI asked if this passes and everything stays
the same, the state loses $50 billion from 2011-2050 and then
M. GCeorge testified that he didn't know that SB 49 will add a
single drop of oil in production or that it wll result in a
single new exploration well being drill ed.

MR. GEORGE replied he wasn't sure that he would put it quite
like that. He didn't know exactly what result it would have. He
assuned directionally it will give inprovenent because there is
nore noney in the system He didn't know what would cone out at
the end of the day. That is a question the conpanies have to
give a better indication of.

4:59:49 PM

CO- CHAIR PASKVAN found no further questions and thanked M.
Ceorge; he adjourned the neeting at 4:59 PM
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