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assessnment of oil and gas production taxes; relating to the
determination of oil and gas production tax values; making

conform ng anendnents; and providing for an effective date."
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SPONSOR(s): SENATOR(s) WAGONER
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W TNESS REG STER

BART ARMFI ELD, Vice President of Operations
Br ooks Range Petrol eum Cor poration
POSI TI ON STATEMENT: Testified in support of SB 85.

MARK R. LANDT, Executive Vice President

Land & Admi nistration

Renai ssance Al aska, LLC

PCSI TI ON STATEMENT: Testified on SB 85, and highlighted the
significant challenges to develop the Umat Ol Field

KEN THOVPSON, Managi ng Director

Al aska Venture Capital G oup LLC

PCSI TI ON STATEMENT: Testified on SB 85, and provi ded perspective
on how to re-incentivize investnment and increase Alaska's
conpetitiveness relative to other oil basins.

ED DUNCAN, President and Chief Operating Oficer
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Great Bear Petroleum LLC

Austin, Texas

POSI TI ON STATEMENT: Testified on SB 85, and focused on how unit
definition and pooling rules and regulations would apply to
unconventional resource devel opnent.

RYAN MOYNAGH, Vice President of Finance and

Chi ef Financial Oficer

Great Bear PetroleumLLC

POSI TI ON STATEMENT: Testified on SB 85 focusing on the
application of the developnent cost credit in unconventional
plays, and the proposed oil and gas conpetitiveness review
boar d.

GECRCE PI ERCE, representing hinself

Kasi | of, AK

POSI TI ON STATEMENT: Testified that SB 85 was the only way to go
and a good start.

PAUL KENDALL, representing hinself

Anchor age, AK

POSI TION STATEMENT: Testified on SB 85 and offered his
perspective on the future of energy.

ACTI ON NARRATI VE

3:32:59 PM

CO CHAIR THOVAS WAGONER called the Senate Resources Standing
Commttee neeting to order at 3:32 p.m Present at the call to
order were Senators Stedman, French, Welechowski, Stevens,
Paskvan, and Wagoner. Senator M Quire was excused.

SB 85-TAX CREDIT FOR NEW O L & GAS DEVELOPMENT

3:33:59 PM
CO CHAIR WAGONER announced SB 85 to be up for consideration.
[ CSSB 85( ), version 27-LS0484\E, was before the commttee].

3:34:12 PM

BART ARMFIELD, Vice President of Operations, Brooks Range
Pet rol eum Cor porati on (BRPC), observed that SB 85 was drafted to
provi de tax support for new field devel opnment, to encourage new
t hroughput into TAPS, and to encourage nore production. As
currently drafted, the .023 credits and the balance of the
qualified capital credits would bridge the tax inpacts for BRPC
But the largest inpact is that it would encourage and increase
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the activities associated wth surface projects that are
required to support field developnment. Things 1like gravels
roads, inter-field pipelines and surface facility construction
are the lifeblood of new field developnment. He highlighted the
diversity on the North Slope in operating area and business
agendas and observed that that the correct tax policy wasn't
necessarily going to be a one-size fits all. However, the design
should ultimately be to increase throughput and generate stable
tax revenues for ongoing state operations.

3:36:32 PM

MR. ARMFI ELD urged the conmittee to keep an open mnd regarding
the options, and to take time to realize that TAPS throughput
was declining at an alarmng rate with very few projects in the
wings to nmke any near-term course corrections. It's quite
possible that a wvariety of itens wll be needed to allow
exi sting Al askan conpanies and new entrants an opportunity to
select the best options for their individual conpanies. He
concluded that SB 85 provides an option for Brooks Range
Petroleum in that it covers the inpact associated with taxes
t hrough discovery drilling, delineation, gravel roads, pipelines
and facilities.

SENATOR FRENCH asked if the Brooks Petroleum Corporation that
was quoted in the Petroleum News |ast week was his conpany or
anot her one.

MR. ARMFIELD replied he couldn't say one way or the other
because he wasn’'t famliar with the article.

SENATOR FRENCH related that the conpany was quoted saying that
the state had been a good partner for new expl orers.

3:41: 14 PM

MARK R. LANDT, Executive Vice President, Land & Adm nistration

Renai ssance Al aska, LLC, said his testinony would address the
significant challenges Renaissance foresees in developing the
Unat Ol Field. He applauded Al aska's efforts to incentivize
drilling in the Cook Inlet, and suggested that simlar
| eadershi p and progressive action was required to revitalize oil
and gas activities on the North Slope. He highlighted that
Alaska was going to becone increasingly dependent on the
di scovery and developnment of snmaller fields, technically
chal l enged resources, and known reserves that are renote from
exi sting infrastructure.
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He explained that the Umat QI Field was discovered in the late
1940s and remai ns undevel oped today because of renoteness, |ow
reservoir energy, and the fact that part of the reservoir is in
permafrost. Renai ssance has addressed these challenges wth
t echnol ogy, but rempteness is still a key chall enge.

3:44:50 PM

MR. LANDT said Renaissance has also focused on a plan of
devel opment and contracted wth third parties on pipeline
routing costs, facility layout and cost, horizontal/lateral
devel opnment techniques and obtained an independent reserve
report. The report estimated 250 million barrels of recoverable
oil from the shallow zones at Umiat with peak field production
of about 50,000 barrels per day. In addition, the University of
Al aska, Fairbanks (UAF) has a $3 mllion DCE grant to confirm
cold gas injection as the preferred maintenance nechanism He
expl ained that one of the devel opnent considerations is to bury
the pipeline on the shoulder of the road to l|lower costs and
| essen the visual inpact. The oil is produced cold to elimnate
the risk of nelting the permafrost and then heated to pipeline
specifications at the TAPS connecti on.

He said the project's unique characteristics and distance from
infrastructure has made it difficult to conpete for investnent
capital. Clearly there is risk, but the Roads to Resources and
specifically the Departnent of Transportation preparing the
envi ronnmental inpact statenent for the transportation corridor
between Um at and TAPS goes a long way to reduce the risk. The
current estimate to bring Umat to production is $1.3 billion,
and to date Renai ssance has spent $43 nillion. He concluded that
the proposed anendnents to ACES to create developnent tax
credits under SB 85 will nake Al aska nore conpetitive as an oi
produci ng state.

SENATOR STEDMAN asked how nmuch Renai ssance had received fromthe
state in credits.

MR. LANDT answered Renai ssance Um at received a little npore than
$15 mllion in tax credits.

SENATOR STEDVAN asked if that was inclusive or if nore was due.
MR. LANDT explained that sone of the credits were under appeal
Responding to a further question, he said if Renaissance

prevails on all the appeals the credits will total about $18
mllion on the $43 nmillion in expenditures.
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3:49: 46 PM

KEN THOWPSON, Managing Director, Al aska Venture Capital G oup
LLC., (AVCG, said this was the parent corporation and owner of
Brooks Range Petroleum Corporation (BRPC), Al aska's main
expl oration conpany. He said he would provide his perspective on
re-incentivizing investnment and increasing the conpetitiveness
of Alaska relative to other oil basins. The common goal is to
make a larger pie of revenues wth both the state and industry
sharing fairly.

MR. THOWSON said that over the last few years the tax credits
have been very hel pful, but fundanental inprovenents to ACES are
needed. The experinment has continued Iong enough to see
production decline even though the resource base in the Cook
Inlet and on the North Slope is sufficient to | evel the decline.
He said the "next frontiers" for major devel opnents on the North
Sl ope are:

e Exploration with smaller fields sharing regional processing
facilities.

* Lowperneability sands that would perhaps have 10-20
percent recovery.

» Source rock shales. AVCG has studied this for over nine
nont hs and has substantial acreage to the west of the North
Slope that has high potential. Geological studies are
underway | ooking at a project the next winter or two.

* North Slope viscous oil for which there is substantial
upsi de potenti al.

* Major projects in existing fields, including North Slope
of fshore oil and natural gas, which are nost probably for
t he maj or producers.

SENATOR PASKVAN asked him to define "regional processing
facilities" and the concept of "sharing” in that context.

MR. THOVWPSON expl ained that for smaller fields it's difficult to
get economes of scale in facilities. AVCG would |like to share
facilities at some of the major fields |ike Prudhoe Bay and
Kuparuk, but many are at capacity, particularly for handling
natural gas, water and water injection. AVCG would like to build
its own scaled up, nodular facilities that can accomodat e ot her
near by exploration and production conpanies. The capital credits
proposed under SB 85 could facilitate that construction. Wth
the right fiscal structure, AVCG would be wlling to post
processing rates and allow others to see the costs. This would
only be practical and fair for new facilities.
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3:57:20 PM
CO CHAI R PASKVAN asked if he saw the potential in Al aska to have
mul ti pl e regional processing facilities.

MR. THOWPSON answered yes, and AVCG intends to test the concept
of getting other conpanies to feed into their facility.

CO CHAI R WAGONER recogni zed that Senator Joe Thonmas had | oi ned
the commtt ee.

CO CHAI R PASKVAN asked how much each of the regional processing
facilities is estimated to cost.

MR. THOWPSON replied the cost estimate for one facility that
woul d potentially process 25 mllion barrels of oil was $238
mllion. The costs haven't been optimzed and that was the only
facility that AVCG anal yzed.

3:59:47 PM

Continuing with the presentation, he displayed a map of the
240,000 acre AVCG joint venture |easehold portfolio. He pointed
out that drilling was currently taking place near the Kuparuk
River Unit, a small scal e devel opnment was under consideration at
| vi shak and seismc work was planned next winter on a |arge area
to the east. He clarified that BRPC handles the field operations
for the joint venture.

MR. THOWPSON said his main job was to attract new investors and
capital to Alaska and that gives him good insight as to what is
being said on the street about Alaska. For exanple, Dana
Petroleum was asked to participate in AVCGs North Slope
operations, but elected to invest in the North Sea instead
because that tax and fiscal reginme is far better than Al aska's.
Each new field developnent in the North Sea is exenpt from high
taxation until it has earned $1.3 billion in profit. He noted
that AVCG ended up buying Dana Petroleum and was still | ooking
for another partner.

AVCG recently approached a mmjor independent because of their
technology in oil source rock shales and | ow perneability sands.
That conpany said no to Al aska, but it does have a nmmjor gas
di scovery offshore Israel where the tax rates are low until 200
percent of the capital investnent has been recovered. In another
effort, AVCG showed its properties to conpanies that attended
the Houston North Anerican Prospect Exposition. One hundred
conpani es stopped to look, 11 expressed interest in comng to
Al aska, and 1 is still interested. Al 11 of those conpanies are
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invested in North Dakota where the incentives are good,
i ncludi ng deferred severance tax for the first 18 nonths.

4:04:27 PM

SENATOR FRENCH asked if he had considered wupdating the
information on slide 5 in light of the recent news that the
Uni ted Ki ngdom was taking steps to increase their oil taxes.

MR. THOWPSON responded that the U K increases and decreases
their tax depending on activity, and he can guarantee that
industry will stop spending when the taxes are increased. |If
Al aska makes the right changes, it can potentially attract
conpani es that no | onger want to invest in the UK

SENATOR FRENCH asked himto comment on the news that the Mdrid-
based conpany Repsol was pledging to make substantial new
i nvestnments on the North Sl ope.

MR. THOWSON said he didn't know nuch about the deal and how
much Repsol would actually invest, but he understands that they
and ot her conpani es saw the potential for change and were com ng
on the bet.

4:08: 05 PM

CO CHAIR PASKVAN referred to the North Dakota and Al aska
conmparisons on slide 5, and asked if the reserve estinmate of 13
billion barrels for Prudhoe Bay was a conventional oil reserve.

MR. THOMPSON replied nost of the reserves in North Dakota are in
the Bakken and for the nost part it's considered an
unconventional oil resource. To get things going, North Dakota
literally had a tax holiday; there were no severance taxes for
the first 18 nonths of production for new wells that were
drilled horizontally and fracked. He offered his belief that
sonme of the shales on the North Slope would also be able to use
t hat technol ogy.

CO- CHAI R PASKVAN asked if he had an estimate of the shale oil
reserves in the central North Sl ope area.

MR. THOWSON answered no, and suggested he ask Geat Bear
Pet r ol eum

Continuing with the presentation, he displayed data from the
Frasier Institute 2010 d obal Petroleum Survey that conpared 133
jurisdictions worldwide in terns of overall attractiveness for
investnment, and noted that Alaska was in the mddle. Al though
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there is nothing intrinsically wong with being in the mddle,
he said Al aska probably needs to be in the top quartile to |evel
pr oducti on.

MR. THOWPSON said AVCG supports the SB 85 devel opnent cost
credit for a credit of up to 100 percent of qualified capex. But
because AVCG develops facilities in nodular stages, it would
like the 100 percent credit to apply to all capex in the
approved field devel opnment plan rather than just until the start
of production. He suggested that perhaps this could be limted
to two years after initial production startup. He reiterated
that to | evel production, conprehensive change nust address all
the "next frontiers." Because SB 49 addresses all oil sources,
he asked the commttee to consider nmerging it with SB 85.

4:13: 30 PM
SENATOR STEDVMAN asked if he was suggesting the commttee
consider a 100 percent capex credit.

MR. THOMPSON replied his understanding was that it could add
credits up to 100 percent for the capital expenses until the
start of production. That would be particularly helpful on
things |ike regional processing facilities.

SENATOR STEDVAN said there's a difference between allow ng 100
percent recovery of expenditures before escalating to a higher
royalty or higher base tax or higher progressivity and having a
100 percent capital credit. If the state is going to pay for all
the capital that's invested, he questioned the point at which it
shoul d take an equity ownership position as a sovereign.

MR. THOWPSON responded that's sonething the state should
probably always consider, but sharing in part of the risk via
the capital credits is a good alternative.

SENATOR STEDMAN clarified that he wasn't advocating the state
change its fiscal structure and start taking an equity ownership
position, just pointing out that some of the requests for
capital credits were excessive.

CO CHAI R PASKVAN asked if Al aska shale could be developed in a
process substantially simlar to the shale oil developnment in
North Dakota, and if the devel opnent costs were potentially
conpar abl e.

MR. THOVPSON replied the North Dakota shales nay be nore simlar
to the Eagle Ford shales in Texas where the devel opnent is |ong
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hori zontal wells. AVCG s 100,000 acre holding to the west could
be prospective in shales, but in the near termthe focus will be
on the 16 conventional exploration plays on that sanme acreage.
Any focus on shal es probably wouldn't be until 2013.

4:20: 32 PM
CO CHAI R PASKVAN asked how the cost structure in Al aska conpares
to the Eagle Ford shale oil devel opnent.

MR. THOWSON said G eat Bear Petroleum nay have an answer, but
AVCG woul dn't finish its cost analysis until later in the year.

Conti nuing the presentation, he reiterated the notion of nerging
SB 49 and SB 85. In particular, AVCG supports the foll ow ng:

* Revise the progressivity surcharge to the "bracketed tax
structure” wth calculations nmade annually rather than
nmont hl y.

e Cap the total tax at 50 percent when oil prices top
$92. 50/ bbl

 For new field developnent outside existing production
units, set a base tax rate of 15 percent instead of 25
percent and a total tax cap at 40 percent.

* Accelerate the paynment for exploration and other qualified
capital investnents to one year versus two years to
stinmul ate exploration activity.

* Increase the tax credits for qualified capital investnents
fromthe current 20 percent to 40 percent.

* Extend the small producer tax credit for another 5 years to
May 1, 2021. HB 110 does that.

4:23:48 PM

MR. THOVWPSON recapped that there are sonme great "next frontiers”
of devel oprment including: smaller field exploration wth
regional processing; |lower-perneability sands & source rock
shales; growing existing fields bigger; and viscous oil. The
concern with SB 85 is that it alone will not stem the production

decline. SB 49 nmerged with SB 85 is the conprehensive change
that's needed for everyone to share in a mnuch bigger pie of
revenues.

SENATOR STEDVMAN asked how nmuch of every dollar would the state
and the federal government return if the capital credit was
increased to 40 percent and there was an inmediate wite off.

MR. THOWPSON said the conbined governnment take can exceed 70
percent, but wth the credits Alaska is sharing part of the
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risk. He reiterated that since the credits started, AVCG has
redepl oyed them directly into the drill bit and seismc. They
woul d continue to do that with the additional credits.

SENATOR STEDVAN said he didn't hear an answer, but it would have
to be calculated if the commttee decided to go down that road.

CO CHAIR WAGONER thanked M. Thonpson and said perhaps the
commttee could discuss his suggestions in nore detail at sone
later tine.

4:27:52 PM

ED DUNCAN, President and Chief Operating Oficer (COO, G eat
Bear Petroleum LLC ("G eat Bear"), Austin, Texas, said he and
M. Mynagh woul d provide their perspective of SB 85 and respond
to questions. He noted that the technical information on the
conpany was the sane as when they presented to the commttee
about a nonth ago.

MR. DUNCAN said G eat Bear has nost recently been working on a
commercial nodel of Alaska's fiscal reginme that can be "fl exed"
to accommobdate changes proposed under SB 85 and HB 110. O
particular interest is how unit definition and pooling rules and

regulations will apply to unconventional resource devel opnent.
Great Bear's specific business focus in Al aska is unconventional
resource play developrment of both oil and gas. It is

volunetrically the largest oil and gas play yet to be devel oped
in Alaska and provides the state the best opportunity to build a
growing production profile over the long term Geat Bear was
undertaking a permtting process that would Ilead to an
exploration programthis year.

4:34:26 PM

RYAN MOYNAGH, Vice President of Finance and Chief Financial
Oficer (CFO, Geat Bear Petroleum LLC, thanked the conmittee
for the opportunity to discuss aspects of SB 85 that directly
impact Great Bear. He said that their view is that the |essee
shoul d not be burdened or inpacted by |ack of success or |ack of
activity from previous operators. Certainly one thing they would
like to see is that the application of the cost credit would not
be inpacted by a qualification under sustained production.

He highlighted that the definition of "pools" and "fields" was
nore appropriate for conventi onal oi | and gas fields.
Unconventional resources are different in geologic nature and
cannot be appropriately defined using conventional term nology.
He asked the conmittee to review whether or not the definitions
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in t he | egi sl ation really capture t he unconventi onal
per specti ve.

CO CHAIR WAGONER said the conmttee was trying to address that
point and the Alaska G| and Gas Conservation Comm ssion (AOGCC)
was review ng how other jurisdictions define what a production
unit is in shale plays.

MR. MOYNAGH said the intent of the legislation is to increase
oil production, and Geat Bear wants to mnmmke sure that al
pl ayers, regardless of business strategy, have access to the
i ncentives.

4:39: 24 PM

He said that one difference between conventional and
unconventi onal devel opnent is the wndow for qualified
devel opment expenditures under the tax credit. Those costs are
sort of quarantined between the first discovery well and the

start of sustained production as determned by the AOGCC
Conventional field developnent typically requires a very large
up-front capital expenditure to bring the field into production
followed by mniml naintenance capex going forward, whereas
unconventional devel opnent activity requires sustained capital

expenditure throughout the Ilife of +the project. Under the
current wording, the proportion of developnent costs of an
unconventional prospect would be quite small in conparison to

the capital expenditure that would be incurred over the life of
the project. Part of Geat Bear's business strategy is to bring
production on as quickly as possible, but there may be instances
where the legislation may dis-incentivize early production or a
stage devel opnent. The legislation may sonetines force people to
del ay product sanctioning or start up in order to qualify nore
costs, which isn't necessarily good for all parties concerned.
Great Bear would wel cone anything that expedites the devel opnent
and brings oil production forward as qui ckly as possi bl e.

4:42:10 PM

MR. MOYNAGH characterized the oil and gas review board as an
excel lent idea, because it's an overwhelm ng task for any one
person or even the largest of conpanies to understand and
conpare the nearly 200 fiscal reginmes the world over. However
it 1s incredibly inportant to understand the reality of one's
fiscal conpetitiveness and how it is viewed by others. He was
pl eased to learn of the efforts in the Division of Gl and Gas
to produce commercial nodels that are available to the industry.
Anything that can be done to advance the understanding of the
fiscal regime is to be encouraged.
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Utimately, Al aska's fiscal conpetitiveness will be judged on
the basis of its success in attracting new investnent.
Expl oration going forward is the |eading indicator of whether or
not the fiscal reginme is being conpetitive on a global scale. He
encouraged review in light of how industry is nobilizing.

CO- CHAI R WAGONER t hanked M. Mynagh and M. Thonpson for taking
time to express their views on SB 85.

MR. THOMPSON said Great Bear was happy to be in Al aska and feels
the future there is bright for the oil and gas industry. Their
plans are to play a large role in that future.

4:47:21 PM
GECRCE PI ERCE, representing hinself, said his opinion is that SB
85 is the only way to go and a good start. By conparison, HB 110

gives too nuch away. The talk 1is about investnents and
incentives. Making an investnent is always a challenge, and the
incentive is the potential to nmake billions of dollars. He

suggested the conmttee level the playing field and give
Al askans their fair share. "W don't want the taxes |owered,"” he
stated. Gve a little to get new investors, but nmake it
wort hwhil e to Al askans.

4:50:11 PM

PAUL KENDALL, representing hinmself, said all the laws need to be
scratched and an "Open for Business" sign posted, because energy
will be so volatile in the future that there won't be nodels of
predictability. New territory is ahead as carbon-based energy is
| eft behind. He cautioned that |egislators were being played by
i ndustry that was portending brave new oil frontiers, and that
it was folly to believe that the big oil conpanies didn't own
the playing field.

MR. KENDALL said Alaska has a chance to lead the world and he
woul d suggest the state invest in 100,000 electric vehicles for

use in the Anchorage area. This would save about 2.5 mllion
barrels of oil per year and keep $400 million in the comunity.
Clearly the new econony wll be to replace carbon-based
ener gi es.

In conclusion he expressed concern about transparency in
conducting the public's business, and that his emils to
| egi sl ators were never acknow edged.
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CO CHAIR WAGONER thanked M. Kendal | and closed public
testinmony. [SB 85 was held in conmttee.]

4:56: 38 PM

There being no further Dbusiness to cone before the Senate
Resources Standing Commttee, Co-Chair Wagoner adjourned the
neeting at 4:56 p.m
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