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PCSI TI ON STATEMENT: Presented information on Arctic and Al aska
O | Econom cs.

ACTI ON NARRATI VE

9:02: 44 AM

CO- CHAIR BERT STEDVAN called the joint neeting of the Senate
Resources Standing Conmmittee and the Senate Finance Standing
Commttee to order at 9:02 a.m Present at the call to order
were Senators Egan, Ellis, Thomas, Stevens, dson, Co-Chair
Wagoner, Co-Chair Paskvan, Co-Chair Hoffrman, and Co-Chair
St edman.

Presentation: Arctic and Al aska O | Econom cs

9:04: 33 AM
CO- CHAI R STEDMAN announced that the presentation would be on
Arctic & Alaska O | Economi cs.

SENATOR FRENCH and j oi ned the conm tt ee.

PEDRO VAN MEURS, Ph.D., President, Van Meurs Corporation,
presented information on Arctic and Alaska QI Economcs. He
explained that sone of his <credentials included being a
consultant in the Canadian oil industry, formng his own
consulting company in 1974, and advising world governnents about
petrol eum taxation and fiscal terns.

He shared that in 1997 he worked with Governor Know es on LNG
exports to Asia and the Al aska Stranded Gas Act, and in 2003, he
wor ked for Governor Miurkowski on the natural gas |ine contract
and PPT.

9:06: 20 AM

MR. VAN MEURS related that in Decenber of 2011, he was invited
by Representative Mke Hawker to present a seminar on current
conditions in the oil industry in Al aska. He maintained that he
has a good understanding of oil and gas issues in the state.

CO CHAI R STEDVAN expl ained that Representative Hawker is the

Chair of the Joint Legislative Budget & Audit Committee. M. Van
Meurs presented to the entire legislature in Anchorage.
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MR. VAN MEURS described the plan for the presentation which
woul d include four sessions that deal with policy options for
Alaska o0il and gas. He shared Governor Parnell's objective,
which is to achieve a Trans Alaska Pipeline System (TAPS)
throughput of 1 mllion barrels per day. He said he personally
believes that goal is achievable in the next ten to fifteen
years or so.

He stressed that HB 110 doesn't even cone close to getting
Alaska to that goal. He suggested that nore elaborate
| egislation would be required. He explained that mjor policy
and fiscal changes would be needed to encourage significant
additional |evels of investnent of about $7.5 billion per year.

SENATOR STEVENS asked if M. Van Meurs would be discussing the
goal of 1 mllion barrels per day in nore detail.

MR. VAN MEURS replied that he hoped to illustrate, step by step,
how t hat goal m ght be reached.

SENATOR STEVENS inquired if it was a good goal to try to achieve
for Al aska.

MR. VAN MEURS believed that it was for Al askan's to determne if
bringing new resources on stream to create new jobs and nore
busi ness was a good goal .

CO CHAI R WAGONER sunmarized that it would take $7.5 billion per
year of investnent above the current level to reach the goal. He
asked what it would take to get a constant |evel of 600,000
barrel s per day.

MR. VAN MEURS explained that in order to produce heavy oil and
ot her expensive resources, there would need to be about $30 per
barrel of investnent. For every $100,000 per day, $3 nmillion
must be invested because ongoing production would still be
declining. To stabilize at 600,000 barrels per day, an
addi tional 200,000 barrels per day woul d have to be produced.

CO CHAIR WAGONER related that the legislature has been told by
both major producers on the North Slope that they are not going

to produce heavy oil or viscous oil for eight to ten years.
Because of permafrost and other conditions, the producers feel
that they are not ready to extract that oil. He cautioned not to
i ncl ude heavy oil in the tabul ations.
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9:12: 40 AM

MR. VAN MEURS understood why those producers would not be ready
under current fiscal terns. He did not see any insurnountable
conditions in the North Slope where, with the correct fiscal
terns, producers would not invest in heavy oil.

MR. VAN MEURS related that nmajor policy and fiscal changes could
al so induce significant exports of Liquid Natural Gas (LNG
prior to 2025.

He continued to explain the presentation topics: new policy

framework required, i nt ernati onal conpetitive environnent,
proposed terns for existing and new light oil, and proposed
terms for heavy oil, shale oil, and natural gas.

9:14:46 AM

MR. VAN MEURS reported on the new framework that would be
required in order to increase investnent in Alaska. He noted
that nmuch of the material he was presenting was from a |arge
international study entitled, "Wrld Rating of QI and Gas
Terms." Four of the six volunes of the 2011-2012 study rating
the fiscal ternms of nore than 140 countries have been conpl et ed.
Those include North American wells and shale plays, deep water,
the Arctic, and shall ow water.

Co- CHAI R STEDVAN requested nore background on the world rating
syst em

MR. VAN MEURS explained that his firm occasionally does a
conplete overview of all the fiscal systens in the world in
order to determne their attractiveness for investors. It is a
study of the fiscal rates of 140 countries. He enphasized that
the study requires conparisons of simlarly situated fiscal
systens. The purpose of the study is to provide governnents and
investors with an idea of how attractive particular fiscal
systens are to investors.

9:18: 04 AM
MR. VAN MEURS related that he wll propose new fiscal terns for
Alaska oil and gas in order to denonstrate how a new fiscal

system can be created and to indicate the order of nagnitude of
the anbunts and rates that woul d need to be adopt ed.

He explained that he will use the concept of "governnent take"
frequently during the discussion. He showed a sinple
denonstration of how governnment take is determned. If gross

revenues are $100 bbl, costs are $20 bbl, divisible incone $80
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bbl, and royalty is 10 percent, then the forrmula for governnent
take would be $10/$80 x 100% = 12.5% He sunmarized, "You take
paynents to governnment and divide it by the pre-tax profit." It
is a percentage of net. He added that governnment take is
presented on an undi scounted and real basis using an escal ation
and inflation rate of 2 percent.

9:20:17 AM

MR. VAN MEURS stated that he did not believe HB 110 would | ead
to increases in oil production. He predicted if better terns
were offered for new petroleum it could lead to investnent in
new light oil; however, that alone wouldn't change the trend in
declining oil production. In order to increase production, other
resources such as heavy oil, shale oil, and gas should be
t apped. Those resources will not be produced unless fiscal terns

are changed or defi ned.

MR. VAN MEURS related that significant political changes nmnust
occur in Alaska in order to attract new investnent. The nost
inportant factor is that the conpetitors in Al aska have changed,
so the style of doing business nust change. Al aska has to define
conpetitive fiscal terms for investors and offer fiscal
stability for |arge new projects.

He stated that Alaska is the only jurisdiction in the world
wi thout defined fiscal terns for mmjor oil and gas resources,
such as heavy oil, shale oil, and natural gas. He nuintained
that this is a major obstacle for new i nvestnent.

9:24:41 AM

SENATOR FRENCH inquired how the statenent regarding the state's
not having terns "squares" wth Al aska having an extensive
taxation/credit system on the books. He suggested that saying
the state has no terns is an overstatenent.

MR. VAN MEURS replied that the state has no viable ternms for
gas. The terns under ACES are designed for light oil and PPT

wasn't designed for heavy oil. He clarified that there are no
ternms designed for heavy oil |like there are in Alberta or North
Dakot a.

CO CHAIR STEDVAN recalled the first go round for PPT where there
was discussion of a 20 percent capital credit targeting heavy
oil in a net system

MR. VAN MEURS agreed that when PPT was designed there were
consi derabl e discussions about stinulating heavy oil. The main
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reason for shifting fromELF to a profit systemwas to create a
system that could be adjusted to include heavy oil. However, the
rates were set and reset on the basis of light oil econom cs,
not heavy oil.

9:28: 26 AM

MR. VAN MEURS stated that it will be very difficult to introduce
changes in the current, sonewhat unfavorable, political clinmate
in Alaska. He said that Alaska has structural problens when
devel oping policy. Policy evolves differently in small nations
versus large nations. There is also a somewhat unfavorable
dependency relationship on the three major oil conpani es which
creates resentnent.

He related that jurisdictions with small populations, with |ess
than mllion people, are often "project driven". They tend to
wait for someone to propose a project before deciding on
detailed ternms that are often conplex because nany | ocal
interests need to be dealt with. He gave exanples of snall
comuni ties.

9:31: 37 AM

He <continued to say that |arge populations have generic
petrol eum codes and tax laws which deal wth all petroleum
resources. Terns are identical for all investors and nmay be

adjusted for each bid round. Oten petroleum fiscal terns are
relatively sinple. He gave exanples of |arge popul ations.

MR. VAN MEURS turned to the conpetitive franmework for Al aska
over the last fifteen years. In 1997 oil prices were |ow,
European and Asian gas prices were |low, LNG trade was very
limted, the focus was entirely on conventional oil and gas, and
conventional oil production was declining in North Anerica. G|l
conpani es | ooked at Latin Anerican, African, and Asian countries
for new exploration. The nethod of doing business was by
negoti ati on of production sharing contracts with tough terns.

CO-CHAIR STEDVMAN asked for nore informnmtion about Al aska's
conpetitors, especially why Latin Anerica, Africa, and Asia were
nanmed.

MR. VAN MEURS explained that in 1997, U S. oil production was
declining and in order to find new |low cost conventional oil

investors had to go to new areas. The tendency was to go to new
countries to find low cost oil and gas. Al aska was conpeting
with these | ow cost countries. Negotiation of production sharing
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contracts was the style of business. Russia was still closed
because it didn't have a viable |egal system devel oped yet.

9:37: 02 AM

MR. VAN MEURS turned to the conpetitive framework for Al aska in
2012. It is an economc environnment with high oil prices, high
Eur opean and Asian gas prices, and a boom ng LNG trade. There is
a focus on unconventional oil and gas, and oil production in the
U.S. and Canada is increasing.

He related that Al aska is behind in adjusting to this new world.
The three major oil conpanies are now |looking at selling LNG to
Asia. Alaska is now conpeting with other states, such as North
Dakota, Texas, Arkansas, and OGChio. Canadian oil sands are
getting a lot of investnment and Russia has cone on board. The
mai n LNG conpetitor of Alaska is now Australi a.

He explained that all of Al aska's conpetitors have well-defined
fiscal systens and they don't need to negotiate anynore. The
terms are fixed and attractive. In Australia all you need to do
is find a buyer. Alaska is largely conpeting with O ganization
for Econom c Cooperation and Devel opnment (CECD) countries that
have defined and attractive fiscal terns.

9:42:11 AM
CO CHAIR STEDVAN requested a definition of conventional and
unconventional oil.

MR VAN MEURS replied that conventional oil and gas are
resources "as we know it" today. Exploration wells are drilled
to find oil and gas fields and reservoirs, and if they are
attractive enough, production begins.

He related that the |ocation of wunconventional oil and gas is
al ready known. Shale oil has already been located fromdrilling
projects. Heavy oil and oil sands don't need to be discovered,
but need new technol ogy to devel op. Unconventional resources are
not located in a reservoir, but in the original source rock

Wth high oil prices, new technology is developing very rapidly
in order to access unconventional oil and gas.

CO CHAIR STEDVAN asked why Alaska should pay attention to
national oil company inpact in the world.

MR. VAN MEURS stated that the nbst amazi ng devel opnent over the

last 15 years has not been the devel opnent of national oi
conpani es, but a new type of conpany called "state supported or
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state <capital conpany" Ilike Petrogas, which 1is officially
private, but wrks wth governnent support. That type of
conpetitor mght be interested in devel opi ng Al aska.

9:47:35 AM
SENATOR THOVAS asked if M. Van Meurs would cover how Al aska
stacks up agai nst Australi a.

MR VAN MEURS said he would address that issue in the afternoon.

SENATOR FRENCH noted that fiscal stability is a theme running
through the presentation. He questioned the fiscal stability in
Texas, Russia, and Al berta.

MR VAN MEURS replied that those entities have fixed and
attractive fiscal ternms. He agreed with Senator French that none
of Alaska's conpetitors offer fiscal stability. In many
jurisdictions investors are wlling to invest wthout fiscal
stability because they believe the governnents of those
jurisdictions will act reasonably. Russia may be the exception.

9: 50: 44 AM
CO- CHAI R PASKVAN asked if North Dakota's fiscal terns fit into
MR. Van Meurs' definition of fixed, attractive fiscal terns.

MR. VAN MEURS replied that for shale gas in North Dakota the
fiscal terns are about 60 percent governnment take, which is

quite attractive when conpared to conventional oil ternms in
Al aska. In nost states there are three classes of |and; federal,
state, and private. On the state and federal |Iands, the

royalties are fixed; on the private lands the royalties nust be
negoti ated. Once the |lease is concluded, the terns are fixed.

CO CHAI R STEDMAN t hought those conditions referred to shale oil
MR. VAN MEURS agr eed.

CO CHAI R PASKVAN asked if the fixed fiscal ternms were based on a
defined royalty and a defined production tax based on a
per cent age of gross revenues.

MR. VAN MEURS explained that nobst states have four fiscal
conmponents: royalty, corporate and state income tax, production
tax, and property tax. The terns are known for all of those
conponent s.
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CO CHAI R WAGONER noted that one of Alaska's problens is sticking
with one tax system He asked how nany systens are figured on
net tax systemrather than a gross tax system

MR. VAN MEURS pointed out that the huge difference between
royalties in Canada and royalties in the United States is that
in Canada the royalties are based on formulas, with some on net
profits, and in Alaska they are based on a fixed nunber. In
Australia sonme taxes are simlar to PPT. Brazil has profit
sharing somewhat simlar to Alaska. Sonme conpetitors have
financial terns based on gross and sone are based on profits
simlar to Al aska.

9:54:.28 AM

MR. VAN MEURS reported that the project by project approach in
Al aska is a lengthy process, which is unfortunate because gas is
an aggressive market. He shared two exanples where the |engthy
process resulted in loss of a mjor project. Under Governor
Know es the developnent of the Stranded Gas Devel opnent Act
resulted in Asian buyers going elsewhere. Under  Gover nor
Mur kowski's gas line project, the process was dragged out and
didn't go forward.

He stressed that gas markets change rapidly and buyers are
practical, so Alaska must be aggressive if it wants a gas
project. Currently, Alaska's process is too long for it to be an
aggressi ve pl ayer.

SENATOR FRENCH pointed out that the public and the |egislature
didn't hear about Miurkowski's gas line until 2006, not 2003 as
in depicted in slide 18 He said he was not sure that project
was a m ssed opportunity, in light of current gas prices.

9:57.:46 AM

MR. VAN MEURS agreed. He clarified that the negotiating process
started in 2003 and |l asted until 2006 when it was brought to the
| egi sl ature. He noted the process was too slow |If the gas line
had been approved in 2004, it would have cost $14 billion.
Al aska woul d not have nmade nmuch noney. |f gas prices go back up,
it is a major |ost opportunity.

MR. VAN MEURS suggested that Alaska needs to start conpeting
with its conpetitors by defining terns for all of its resources:
existing light oil, new light oil, heavy oil, ultra heavy oil
shale oil, new natural gas, and associ ated natural gas.
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He added that Al aska al so needs an "open for business" brochure
that sets out all ternms for investing in oil and gas in Al aska.
He mai ntai ned that deal by deal negotiations are far too sl ow.

He questioned what happens if nobody responds to those terns.
Al aska would still have valuable information about the market
and about investors.

10: 01: 08 AM
MR. VAN MEURS related that no inplenentation neasures need to be
taken for existing or new production for light oil unless the

project involves major new investnents, such as the devel opnent
of Point Thonson. Sinply publishing the new terns would be

adequate. Wth respect to heavy oil, shale oil, natural gas, and
gas-to-liquids, it is unlikely that investors wll conmt to
large multi-billion dollar progranms unless there is a degree of

fiscal stability in a contractual framework. He stressed the
i mportance of Alaska's nmoving to fiscal stability.

He turned to the topic of contractual relationships. |If
investors feel that fiscal stability is required for their
investnments, the state should be authorized to sign contracts
wi thout further legislative approval. The process would be
simlar to the approval of oil sands plant in Al berta.

He suggested that the fiscal stability period could range from
10 to 25 years, depending on the nature of the contract. In
exchange for being offered fiscal stability, the investor would
have to commit to a substantive work program It is understood
that the matter of whether or not Alaska can offer fiscal
stability, is an issue to be decided by the Al aska Suprene
Court.

SENATOR FRENCH stated that the constitution is black and white
about this issue. It says the state's tax authority can never be
surrendered, suspended, or contracted away. He thought it was
politically unrealistic to expect that it would ever happen.

10: 06: 44 AM

MR. VAN MEURS brought up other great difficulties in achieving
Al aska production increases. The main difficulty is that the
three major oil conpanies are in a "harvesting node", which
nmeans their main objective is drawing cash out of Alaska to
invest elsewhere. Conpanies don't see major large projects
avai lable in Al aska, but do see them in other countries. He
pointed out if conmpanies had an interest in investing in Al aska,
t hey would be investing $50 bbl instead of $10-15 bbl.
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CO- CHAI R STEDMAN asked when the harvest npde started.

MR. VAN MEURS reported on three phases of investnent in a new
petrol eum basin: the investnment node, the sustained presence
nmode (reinvesting nost of their <cash), and harvesting nobde
(reinvesting a small anpbunt of their inconme). He stated that the
oil industry has been in harvest node for a long tinme. The whol e
reason PPT was introduced in 2006 was to try to nake Al aska nore
attractive and reverse sone of the harvesting node.

10:11: 04 AM
CO- CHAI R PASKVAN inquired if the corporate philosophy regarding
the harvesting node is influenced by not finding nore |arge
reservoirs.

MR. VAN MEURS answered that there are still possibilities in
Al aska for investnment, even for new light oil. He opined that
there still could be about 1 billion barrels of new high cost
light oil production available through discoveries as a result
of new exploration, small discovered fields, and infill drilling
of existing fields. Major conmpanies are already infill drilling.

SENATOR W ELECHOWSEKI j oi ned the conmitt ee.

CO CHAIR PASKVAN asked if Alaska is in transition from only
three mjor conpanies to nore independents and other world
maj ors.

MR. VAN MEURS replied yes. He said it is normal for mature
petrol eum production to attract smaller conpanies. Norway and
Britain are exanples of that. He predicted that |arge investnent

by the major oil conpanies could still be val uabl e.

10: 15: 23 AM

CO CHAIR HOFFMAN referred to Point Thonmson's heavy oil. The
i ndustry says that they are not ready for heavy oil. He

guestioned how Al aska could be nore aggressive in encouraging
the industry to invest in producing heavy oil.

MR VAN MEURS offered to present a detailed strategy for
addressi ng that issue.

SENATOR THOMAS inquired if M. Van Meurs would also discuss
commtnents to a substantive work program and | ease terns.
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MR VAN MEURS said he would not be addressing the issue of
substantive work progranms because that is a broad policy change,
not a targeted change. The broad concept is to offer fiscal
stability in order to attract work commtnents. In nobst nations
work commtnents are |arge and structured in phases.

10: 18: 48 AM

CO- CHAI R PASKVAN inquired why the focus is on investnent instead
of production. He used the exanple of Alaska's investing of $4
billion in the North Slope under PPT and ACES, yet there is
still a declining throughput. He asked if, for fiscal stability,
the focus should be on production instead of anmount of
i nvest nment .

MR. VAN MEURS replied that the work program in various nations
is defined in different ways: anount of work, production, or
i nvest ment .

10: 20: 40 AM

There being no further business to conme before the commttee,
Co- Chair Paskvan adjourned the joint neeting of the Senate
Resources Standing Conmttee and Senate Finance Standing
Conmittee at 10:20 a.m
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