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SUMVARY

CSSB 18(FIN) am
BUDGET: CAPI TAL

CSSB 18(FI'N) am was SCHEDULED but not HEARD

CSSB 21(FIN) am(efd fld)
O L AND GAS PRODUCTI ON TAX

CSSB 21(FIN) am(efd fld) was HEARD and HELD in
committee for further consideration.

#sb21
CS FOR SENATE BILL NO. 21(FIN) am(efd fld)

"An Act relating to the interest rate applicable to
certain anounts due for fees, taxes, and paynents nade
and property delivered to the Departnment of Revenue;
providing a tax credit against the corporation incone
tax for qualified oil and gas service industry
expenditures; relating to the oil and gas production
tax rate; relating to gas used in the state; relating
to nmonthly installnment paynents of the oil and gas
production tax; relating to oil and gas production tax
credits for certain |losses and expenditures; relating
to oil and gas production tax credit certificates;
relating to nontransferable tax <credits based on
production; relating to the oil and gas tax credit
fund; relating to annual statenents by producers and
expl orers; est abl i shing t he al and Gas
Conpetitiveness Review Board; and making conform ng
amendnments. "

1: 39: 02 PM

TARA SWEENEY, ARCTIC SLOPE REG ONAL CORPCRATI ON, ANCHORAGE
(via teleconference), spoke to the legislation. She read
from a docunent (copy on file) titled, "Testinony of Arctic
Sl ope Regional Corporation by Tara Sweeney, Senior Vice
President of External Affairs on CSSB 21 HRES Version K"

ASRC is Alaska's |argest Al askan-owned conpany, wth
approximately 10,000 enployees nationw de, of which
nearly half are Al askan jobs. ASRC represents 11, 000
| iupi at sharehol ders of the North Slope, and we have
been successful in striking a balance between
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representing t he busi ness interests Wi th t he

subsi stence needs of our sharehol ders. W have five
maj or business |ines: 1) energy support services, 2)
petroleum refining and marketing, 3) gover niment
servi ces, 4) construction, and 5) resource

devel opnent .

The work perfornmed by ASRCs famly of conpanies
within the oil and gas industry on the North Sl ope
returns tangible benefits to our shareholders and
t housands of Al askans. W are a $2.6 billion conpany
and our enterprise is heavily invested in this state.
| appreciate the opportunity to introduce to you sone
of the nmenbers of our famly of conpanies.

ASRC Energy Services perfornms an array of oil field
engi neeri ng, oper at i ons, mai nt enance, construction

fabrication, regulatory, permtting and other services
to sone of the world s largest integrated oil and gas
conpani es. Wth nore than 3,000 Alaska enployees,
Energy Services provides nore jobs in Al aska than any
other locally-owned enployer and has energed as the

state’s largest oil field services conpany. ASRC
Energy Services also has a presence in Louisiana,
California, Utah, Hawaii, Indiana, Wshington, and a

growi ng presence in North Dakot a.

Anot her menber of our famly of conpanies is Petro
Star. Petro Star is the only Al askan-owned refining
and fuel mar keting conpany. Petro Star’'s two
refineries located in North Pole and Valdez, draw
crude supply from the Trans Alaska Pipeline System
(TAPS) to produce highway, off-road and mari ne diesel,
as well as jet fuel and hone heating oil. The North
Pole refinery supplies the mning industry, mlitary
operations at Eielson Air Force Base, and it provides
heating oil to communities throughout I nterior
Al aska. The Valdez refinery produces and transports
marine fuels to coastal comrunities reaching as far as
St. Paul |Island. The Valdez refinery also produces
ultra-low sulfur diesel, and it supplies jet fuel to
commercial cargo carriers refueling at Ted Stevens
Anchorage International Airport and to the mlitary
operating at Joint Base El nendorf-Ri chardson. Through
its operations in Dutch Harbor, Petro Star supplies
fuel to the largest commercial fishery in the United
States. In addition to its refining and distribution
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assets, Petro Star also operates fueling stations,
conveni ence stores and heating oil distributorships.

W are a service provider and refiner. W are also a
resource owner, devel oper and explorer in this state.

Some of our ownership interests are subject to Section
7(i) of the Alaska Native Cdains Settlenment Act
(ANCSA), and our ability to explore, develop and
produce on those |ands benefit every region in this

state. The absence of a stable tax reginme and
positive investnment climate for the oil industry has a
mat eri al inmpact on how we devel op or not devel op those
| ands.

As a result of our land entitlenment under ANCSA, ASRC
owns nearly five mllion acres on the North Slope. In
nost cases, ASRC s subsurface holdings were primarily
selected for their natural resource potential.

We have a significant royalty position in the Colville
River Unit (CRU), hone of the Alpine oil field, one of
the largest oil producing fields on the North Slope

While the Alpine field production peaked four years
ago, the CRU satellite devel opnents have hel ped sl ow
the rate of decline. These satellites ~currently
account for nearly 35 percent of the oil production in
the CRU and are processed through the min Al pine
facility. Addi tional developnent in the CRU is
challenged by a conplex and wunfriendly permtting
regime that inpedes tinely devel opnent.

ASRC has also invested in the exploration and
devel opment of State-owned lands on the North Sl ope.
Wth investnent in the Badam and Placer Units, our
exploration conpany experiences the sanme tensions
regarding the State tax reginme simlar to other snal
producers and i ndependent explorers.

As part of our investnent in the Badam Unit, ASRC
Expl oration, LLC (AEX) owns a 32.5% working interest.
AEX and operator Savant Al aska continue to work toward

i ncreased production. However, due to the high cost
envi ronnent and current | ow throughput, it is
extremely inportant that the Small Producer Credit

stay intact and be extended in order for continued
investnment in the Badam Unit.
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The tax reform di scussion highlights good perspectives
and has spurred neani ngful debate. W ask that as you
go forward you remain mndful of the Al askan conpanies
involved in the industry. There has been a lot of
focus on the multi-national and independent explorers
and smal | producers, so sonetines the |ocal voice gets
muffled in the process.

As an enployer, service provider, resource owner,
expl orer, producer and devel oper, ASRC is in a unique
position to provide comments. | submit our comments
from the perspective of a local conmpany wth an
enterprise involved in the value <chain of oil
devel opment in this state, from exploration through
refining product and all services in-between.

This commttee substitute is an inprovenent over the
current ACES and al so the Senate version. There are
several provisions we support and areas that stil
need i nprovenent.

* We support the repeal of progressivity.
e W support the base rate change from 35%to 33%

e The comunity sharing provision is a good start, and
we encourage the Legislature to continue to consider
linking it to a percentage of the tax, versus the
current |language of a legislative appropriation. W
feel this is a nore objective approach to sharing
revenues with Al askan comunities.

e W support the 35% Loss Carry Forward (LCF) Credits,
as currently witten. They enable explorers, small
producers, majors and organizations |like ASRC to
receive carry-forward loss credit, through a transfer,
refund or tax deduction. This flexibility 1is
attractive to us.

e W support the Goss Value Reduction (GVR) formula

contained in the bill. It makes i nvestnent
opportunities even in marginal fields nore attractive
for conpanies |like ASRC. It encourages devel opnent of
new production for all producers, as well as new
entrants.
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We support linking the $5 per barrel tax credit to the
production subject to the GVR for the reasons |isted
above; this creates a nore level playing field for all
pl ayers.

W support the 10% service credit because it
stinulates the econony within the service industry.
Qur subsi di ary, ASRC  Energy Servi ces, enpl oys
t housands of Al askans, and this credit could help us
revanp our fabrication and construction services in
t he state.

W& support the AIDEA bonding capability — this wll
give new entrants another avenue to finance facilities
that have the capability to bring new production
onl i ne.

* The sliding scale provision for non-GYVR production
provides for tax benefits to producers at |ow oi
prices and increases the State’'s ‘take’ at higher oi
prices. This, again, provides the right type of
incentives in a changing price environment, and the
State benefits on the upside swing of prices.

* Refining the definition of Lease Expenditures on what
counts for tax filings provides necessary clarity to
both the explorers, producers and the Al aska
Depart ment of Revenue.

 Finally, 1 want to inpress upon the commttee the
i nportance of the small producer credit to ASRC. The
extension of this credit to 2022 goes a long way for

the “little guy”. Through our subsidiary, AEX, this
extension inproves our ability and that of the other
smal | producers, to maintain or grow existing
pr oducti on. This extension nakes it nore attractive

for conpanies like AEX to explore for and devel op oi
and gas deposits on |easeholds outside of our wunits
that could add new production to our unit positions.
This is good. Elimnation of this credit would inpact
how we choose to invest our capital in this conpany,
or if it makes nore sense to invest in other parts of
our busi ness.

There are two areas of concern for us. First, the
expiration of the Qualified Capital Expenditures (QCE)
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in 2014 is too soon. W support a phase out program
over a slightly nodified period, |ike 2015. This is
i nportant because investnments planned with the credit

as part of project financing will require replacenent
of this source of investnent capital or the project
will be shelved. Phasing this out over a |onger

period makes nore sense for the current explorers and
potential devel opers.

Finally, deletion of the proposed nodification of the
Exploration Tax Credit (ETC) that elimnated the 3-
mle buffer for drilling and extended the deadline for
ETCs to 7/1/2022 would renove any incentive for a
smal | producer to add new production to its unit or
create other opportunities for new production.

In closing, on behalf of Arctic Slope Regiona
Corporation, | want to thank you for your |eadership
on this issue. We appreciate your dedication to
public service and taking the tine to work to
reinforce Alaska’s econom c foundation. Wiile some
may be | ooking at this issue through a narrow | ens, we
have the fortune to see this issue from severa
i nportant viewpoints. ASRC strategically plans for a
sustai nable future in Al aska and we support a healthy
and robust oil industry here. Thank you for the
opportunity to provide our perspective.

Ms. Sweeney continued to discuss the nenbers of the
corporation including Petro Star. She noted that Petro Star
was the only Alaskan owned refining and fuel marketing
conpany. The conpany owned two refineries located in North
Pole and Val dez, which drew crude supply from the Trans-
Al aska pipeline to produce highway, off road and narine
diesel as well as jet fuel and honme heating oil. The North
Pole refinery supplied the mning industry, mlitary
operations at Eielson Air Force Base and provided heating
oil to conmmunities throughout Interior Al aska. Petro Star
al so produced ultra-low sulfur diesel fuel and supplied jet
fuel to commercial cargo carriers refueling at Ted Stevens
Anchorage International Airport and to the mlitary
operating at joint base El nendorf Ri chardson.

Ms. Sweeney continued that Petro Star supplied fuel to the
| argest comercial fishery in the U S. Fueling stations,
conveni ence stores and heating oil distributorships were
al so operated by Petro Star. The conpany was a refiner,
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resource owner, developer and explorer in Al aska. The
ability to produce on Native settlenents benefitted every
region in the state with ownership of approximtely five
mllion acres on the North Slope. She spoke to the
significant royalty position in the Colville River Unit
(CRU), hone of the Alpine oil field. Wiile the Alpine Field
Production peaked four years ago, the CRU satellite
devel opments helped slow the rate of decl i ne. The
satellites accounted for nearly 35 percent of the oi
production in CRU and were processed through the main
Al pine facility.

Ms. Sweeney explained that additional developnent in the
CRU was challenged by a conplex and unfriendly permtting
regi ne. She pointed out the Arctic Slope Regional
Cor por ati on ( ASRC) i nvest ment in expl oration and
devel opnment of state-owned lands on the North Slope.
Tensions regarding the state tax regi ne were experienced by
her conpany. The high-cost environnment and current |ow
t hroughput required that the small producer credit stay
intact and be extended in order for continued investnent in
the Badam wunit. She stated that the tax reform discussion
hi ghlighted good perspectives and spurred rmeaningful

debat e. She requested <consideration of the Al askan
conpanies in the oil industry.
1:43:18 PM

Ms. Sweeney stated that ASRC provided comments with the
perspective of a l|local conpany. She relayed that HCS CSSB
21(RES) was an inprovenment over the current system They
supported the 33 percent tax, and other itens related to
the bill. She spoke in support of the repeal of
progressivity. She supported t he community shari ng
provi sion and she encouraged the |egislature to consider
linking it to a percentage of the tax versus the current
| anguage, which was a nore objective approach to sharing
revenues with Alaskan comunities. She supported the 35
percent loss carry forward credit, which enabled owners to
receive carry forward loss credit through a transfer,
refund or tax deduction.

Ms. Sweeney continued that ASRC supported the GVR formul a
in HCS CSSB 21(RES), which allowed investnment opportunities
in marginal fields to be nore attractive for conpanies |ike
ASRC. The GVR formula encouraged the developnment of new
production for all producers including new entrants. She
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supported linking the $5 per barrel tax credit to the
production subject to the GVR which created a nore |evel
pl aying field. She supported the 10 percent service credit,
which stinmulated the econonmy within the service industry.
She supported the Al aska Industrial Devel opnent and Export
Authority (AIDEA) bonding capability, which allowed new
entrants another avenue to finance facilities. The sliding
scale provision for the non-GVR production provided tax
benefits for producers at low oil prices and increased the
state's take at higher oil prices.

1:46: 33 PM

Ms. Sweeney stressed the inportance of the extension of the
smal | producer credit to ASRC. The extension of the credit
to 2022 would inprove the ability of small producers to
mai ntain or grow existing production. The extension nmade
exploration for oil and gas deposits on | ease hol ds outside
of current units that could potentially add new production
to the wunit positions. Elimnation of the credit would
i npact capital investnent. She expressed concern regarding
expiration of the Qualified Capital Expenditures (QCE) in
2014. She supported a plan that would phase out QCE s by
2015. She supported the deletion of the proposed
nodi fication of the Exploration Tax Credit (ETC) that

elimnated the three mle buffer for drilling. She stated
that ETC woul d renove any incentive for a small producer to
add new production to its uni t or create other

opportunities for new production.

1: 49: 40 PM

Co-Chair Stoltze thanked ASRC for their contri bution.

1: 50: 09 PM

M CHELLE ANDERSON, PRESIDENT, AHTNA INC. , GLENNALLEN (via
tel econference) shared information about the conpany. She
noted that 55 mles of the Trans-Al aska Pipeline System
(TAPS) crossed Ahtna land. She pointed out that Ahtna
provi ded pipeline maintenance, construction and oil-spill
response over the last 40 years. She stated that Ahtna
encouraged the legislature to remain focused on the goal of
i ncreased production from both | egacy and new oil fields by
lowering the base tax rate from 35 percent to 33 percent
and extending the small producer credit to 2022.
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Ms. Anderson reported to the comrittee that 56 percent of
Al askan's supported oil production tax reform She stated
that SB 21 would help all Al askans have a prosperous future
by mnmaking Alaska nore attractive for private sector
i nvestnment. She noted that continuation of ACES would |ead
to continued declines in throughput. She supported revision
of the new frontier basin tax credits by stenmng the
exploration ternms and elimnating the 3 mle limt, nmaking
it conparable to the Cook Inlet Basin.

Vi ce- Chair Neuman asked Ms. Anderson to provide her witten
t esti nony.

1: 53: 20 PM

SARA OBED, DI RECTOR, GOVERNVENT RELATIONS, DOYON LI M TED,
provided information about the native corporation, which
was headquartered in Fairbanks. She stated that |and owned
by Doyon Limted spanned the Brooks Range in the north to
the Al aska Range in the south and extended to Norton Sound.
She stated that Doyon Limted had 18,700 sharehol ders and
2,700 enployees. She shared that Doyon Drilling was the
prem er conmpany that owned 7 advanced drill rigs
specifically designed to operate in Al aska' s northern
climates. The conpany prided itself as an industry | eader
anong support service contractors in Alaska. She continued
to discuss the conpany's structure and work. She testified
in support of the oil tax reform effort. She stated that
t he conpany was conprised of beneficiaries and participants
who knew oil and gas exploration was decli ning.

1: 57: 09 PM

JAMES MERY, SENIOR VICE PRESI DENT, LANDS AND NATURAL
RESOURCES, DOYON LI M TED, spoke about areas the conpany was
exploring for hydrocarbons in |Interior Al aska (mddle
earth). He pointed to exploration credits that were not
addressed in the bill that sunset in 2016. He also
addressed a cap on production tax that applied only to
m ddle earth. He shared that the conpany was conducting
frontier exploration. He believed that areas in mddle
earth were capable of generating billions of barrels of
oil. He noted that Doyon Limted s efforts were focused on
finding oil for the Trans-Al aska Pipeline System (TAPS).
Anot her conpany goal was to find gas for local use. The
conpany's risk was shared with the state through the
expiring exploration «credits prograns. Wthout state
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assi stance, the conpany's exploration efforts would not
have been successful. He noted exploration in the Nenana
Basin, where the conpany held 400 thousand acres in state
| eases.

2: 00: 55 PM

M. Mry continued to discuss the conpany's exploration
efforts. He shared that Nenana was the conpany's highest
priority and was also exploring the Yukon Flats. He
mentioned two seismc prograns at Stevens Village. Success
in the Yukon Flats could lead to renewed exploration near

the Canadian border. These areas enjoyed significant
exploration by major oil conpanies a generation ago,
including Arco Al aska, Shel I, ExxonMbbi | , Anmoco and

Chevron. Smaller conpanies followed wth new hydrocarbon
finds. He believed that the five areas nmentioned held
hundreds of mllions of barrels of recoverable oil.

M. Mery respectfully requested a five year extension of
the 30-40 percent exploration credits. Wthout the state
sharing the risk, exploration by Doyon Limted would likely
cease. He nentioned legislation passed |ast session that
pl aced a cap of 4 percent of the gross value production for
a limted period of tinme on new production from mddle
earth. The provision was critically inportant to Doyon
Limted in navigating unknown permtting and litigation
risks during the capital investnent recovery phase of new
projects lacking production infrastructure. He advocated
for an extension of the sunset date to 2027.

2:05:13 PM

Vi ce-Chair Neuman requested witten testinony from Doyon
Li m t ed.

Representative WIson asked about the 4 percent tax on new
production and how certainty regarding taxes provided an
opportunity for the conpany to nove forward. M. Mry
answered that it was certainty and a lower rate for a set
period of time that allowed for exploration and production.
The sinplicity and certainty helped the conmpany in their
exploration efforts.

Representative WIson asked if location and tax certainty

were related. M. Mry replied that tax certainty was
advant ageous in any location. The situation was exaggerated
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in the case of his conpany because of their exploration
risk.

Representative WIlson was interested to know if mddle
earth was different than the North Slope. She asked if the
conpany would not nove forward if the two itens nentioned
in M. Mry's testinony were not in place. M. Mery
responded that the state was a great partner with respect
to the exploration credits. If the itens were not extended
t he conpany nmay not nove forward with frontier exploration.

Representative W/l son asked if other private entities m ght
be willing to partner with Doyon Limted. M. Mry replied
that his conpany was the only one interested in frontier
exploration in Alaska. H's conpany had nore reasons to
pursue frontier exploration because of their unique
| ocati on.

2:08: 05 PM

HELVI SANDVI K, PRESI DENT, NANA DEVELOPMENT CORPORATION (via
tel econference), spoke in support of the legislation. She
stressed that it was critical to address tax reformin the
current session. She communicated that the conpany's
sharehol ders nmade significant investnment in the oil
i ndustry. She noted that her conmpany was one of the |argest
enployers in the state, enploying approximately 4000
Al askans. She noted the conpany's practice of reinvesting
in new facilities and equi pment to sustain Nana oil field
services for the next 40 years. She spoke to the value of
| everaging the experience gained from work in the oi
sector leading to significant investnents in other state
industries. The conpany's priority was natural resource
devel opnent and support.

Ms. Sandvik expressed alarm at the decline in business
activity in conpanies serving the sector. Al aska talent was
mgrating elsewhere to pursue econom c opportunity in the
oil sector. She hoped that her children would have the
ability to work and live in Al aska. She recognized the
increase in activity seen in the Lower 48 and international
| ocations. Those |locations <created an environnment that
invited investnment as opposed to discouraging it. Wthout
investment, Alaska wll see no financial return. She
believed that SB 21 I|lent the nost promse for new
investment and increased production. She nentioned the
crisis in the North Wst Arctic Borough wth an
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unenpl oynment rate of approxinmately 15 percent. She spoke to
limted infrastructure and hi gh energy costs.

2:12:32 PM

Ms. Sandvi k expressed that her only hope for the future was
an increase in economc activity, opportunity and
stability. She urged the commttee to renenber that the
future of Al askans depended on the decisions nmade in this
| egi slature. She opined that the bill struck a balance
bet ween Al aska's short and long term needs. She supported
the mddle earth anendnents di scussed by Doyon Linmted that
woul d strengthen future devel opnment opportunities in areas
of the state with limted exploration and devel opnent. She
urged the passage of SB 21 to create a stable climte to
serve all Alaskans well into the future.

Vice-Chair Neuman asked M. Sandvik to provide witten
t esti nony.

2:13:52 PM

KIM REI TMEI ER, PRESI DENT, ANCSA REG ONAL ASSOCI ATION (via
tel econference) testified in favor of SB 21.

M/ name is Kim Reitneier, President of the ANCSA
Regi onal Associ ation. The ANCSA Regi onal Association’s
menbership includes the CEGCs of the 12 | and-based
regional Al aska Native Corporations. Qur corporations
are owned by over 100,000 Alaska Native people and
were formed under the Al aska Native Cains Settlenent
Act of 1971. Qur mission is to collaborate in creation
of a sustainable socioeconomc future for Al aska
Nat i ve peopl e.

| would like to thank Co-Chair, Rep Bill Stoltze for

extending a personal invitation to our Regiona
Corporations to participate today. You' ve heard from
of our Regi onal Cor por ati ons this af t er noon

unfortunately, many of our CEGs are traveling today,
and extend their regards for not being able to
participate in this very inportant | egi sl ative
di scussi on.

On March 28th the ANCSA Regi onal Association issued a
press release calling for a robust oil and gas
industry with a stable tax reginme. Tax reform for the
oil and gas industry that truly results in increased
production wll give comunities across the state
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access to inportant econom c opportunities. W can't
stress enough the inportance of new and increased
production with long-term benefits to Al askans. W
hope that the final bill wll benefit all Al askans,
including our rural residents.

Qur nenbership recognizes the inportance of a robust
oil and gas industry for our state, and for our
people, to thrive. It’s about sustainability - and
wthout it the entire state treasury is in jeopardy.
Al aska Natives have |lived here for 10,000 years, and
we wll be here for 10,000 nore. A healthy oil and gas
industry is vital for all Alaskans. As you go forward,
we ask that you be guided by the values of
responsibility to our comunities and cooperation to
sustain our connection to the |and; and have tangible
results for all of Al aska.

In closing, on behalf of ANCSA Regional Association,
would like to thank you for your |eadership on this
issue. We appreciate your dedication and work to
ensure Alaska's economc future. Thank you for the
opportunity to provide our conments.

Representati ve Edgnon t hanked t he ANCSA Regi ona
Association for prioritizing the survivability of rural
Al aska.

Representative WIlson asked if the benefits of the
| egi slation outweighed the risks. Ms. Reitneier answered in
the affirmative. Representative WIson asked if additiona
j obs woul d becone available for all Al askans as a result of
the legislation. Ms. Reitneier answered yes.

2:18: 04 PM
AT EASE

2:19: 52 PM
RECONVENED

M CHAEL PAW.OWBKI , ADVI SOR, PETROLEUM FI SCAL  SYSTEMS,
DEPARTMENT OF REVENUE, introduced Econ One's presentation
on oil production decline rates. He stressed the goal of
mtigating those decline rates.

BARRY PULLI AM MANAG NG DI RECTOR, ECON ONE RESEARCH | NC.

provided a PowerPoint presentation titled "Additional
Comments on HCS CSSB 21(RES)" (copy on file). He explained
that he had reviewed various decline rates in preparation
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for the presentation. He pointed to slide 2 and the red
line projecting production on the North Slope under rates
ranging from 6 percent long-termto no decline (blue line).
He noted that a 6 percent decline rate would include a
reduction from 500 thousand to 100 thousand barrels of oil
per day. Mtigation of the decline rate to 3 percent would
change the overall production considerably by adding
approximately 900 mllion barrels of total recovery over
t he next 30 years.

M. Pulliam continued that a further reduction to 1 percent
woul d add another billion barrels. |If decline could be
stenmmed altogether, the recovery would include 5.5 billion
barrels of total recovery over the next 30 years.

2:24: 16 PM

Representative WIson asked if the graph depicted the
barrels of oil required to prevent a decline in production.

M. Pulliamclarified that the graph followed the long term
decline path and would include production of approxinmately

3 billion barrels. If decline was stemmed, the oi
conpani es would recover an additional 2.5 billion barrels,
or 5.5 billion total barrels.

M. Pawl owsKi added that the Departnent of Natural
Resources (DNR) estinmated production in legacy fields at
approximately 3 billion barrels. There was an estimted 3
billion barrels that were yet to be discovered on state
| ands. The <chart took into account legacy fields and
undi scovered oil

Representative WIson asked if the state could predict
anple oil resources through 2042 in the absence of a
decline rate.

M. Pulliam replied in the affirmative. He added that the
guestion was about oil discovery and recovery.

Representative Gara asked about responses to questions the
commttee had posed. He pointed to a question related to a
conparison in revenue between HCS CSSB 21(RES) and ACES
using a range of realistic prices.

2:27:59 PM
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M. Paw owski apologized for not including the range of
guestions in the presentation. He offered to present the
information using different price scenari os.

Representative Gara stated that he would appreciate answers
to his questions.

BRUCE TANGENMAN, DEPUTY COW SSI ONER, TAX DI VI SI ON,
DEPARTMENT OF REVENUE, stated that the departnent provided
responses to nenbers' questions over the weekend. He
interpreted that Representative Gara wi shed to receive data
regarding a 3 percent decline rate. He pointed out that the
departnment had worked hard on the issues for the conmttee
and he apol ogi zed for the msinterpretation.

M. Pawl owski surm sed that the departnent nust address the
gquesti ons.

Representative Gara noted that his questions were in
writing.

Representative WIson added that she had not received
answers to her questions either.

2:31: 06 PM

M. Paw owski apol ogi zed.

M. Pulliam pointed to slide 3 titled "Inpact of New
Drilling on Production 10 New Wells Drilled Annually 2013 -
2042." He nodel ed a decrease of a 6 percent decline rate to
3 percent, which would require additional developnment. The
additional requirenent would occur over tine and the
expected recovery was depicted in slide 3. The slide
illustrated an increase of 10 wells annually. The wells
were expected to produce at a rapid rate initially and then
decrease over tine. He expressed that the plan outlined in
the slide would allow for the needed 30 mllion barrels of
devel opnent per vyear, which would stem the decline at 3
percent .

M. Pawl owski added that the focus of barrels per day for
production targets nust be supplenmented by the production
| evel s of already existing wells. Wlls that were drilled
in previous years were still contributing to production,
which created the "layering effect” illustrated in slide 3.
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Ten wells drilled annually would create the production
needed to limt the decline from®6 percent to 3 percent.

M. Pulliam agreed that the chart displayed wells that
contributed to al ready existing production.

Representative WIlson interpreted the chart to show that of
the 300 wells drilled, only 26 woul d produce.

2:35:18 PM

M. Pulliam replied that the base |evel of production was
represented by the color red and depicted 1000 producing
wel | s. Each additional year's color represented 10 wells.

Representative Wl son asked if the state required 600 wells
to prevent any decline whatsoever.

M. Pulliam opined that the goal of 20 additional wells per
year was realistic.

Representative WIlson <clarified that the state would
require 600 new producing wells to stem decline between
2013 and 2042.

2:37:09 PM

M. Pulliam noved to slide 4 "Inpact of New Drilling on
Production 20 New Wells Drilled Annually 2013 - 2042." He
explained that the increase in wells drilled would stem
decline to approximately 1.5 percent annually.

Representati ve Edgnon asked what the slide depicted inside
and outside of the legacy wells. He recalled earlier
testinmony from Pioneer that 11 oil wells nust be drilled to
arrive at one functioning well.

M. Pulliam responded that the data in slide 4 assuned
successful devel opnent of the drilled wells.

Representative Edgnon asked if the chart accounted for
| ocation of the well.

M. Pulliam responded that the chart did not represent a

prediction, but instead the activity necessary to stem
decl i ne.
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Representati ve Edgnon understood that the effort of HCS
CSSB 21(RES) was to increase devel opnent and activity.

2:38:40 PM

Vice-Chair Neuman asked if DOR staff could respond to
guestions |like Representative Edgnon's. M. Tangenman
replied that he had staff online responsible for noting the
i nportant questions posed.

Representative Gara asked how many oil wells existed on the
North Sl ope in 2006.

M. Pulliam asked if Representative Gara was referring to
produci ng or new wells drilled.

Representative Gara responded that he was interested in the
wells drilled annually in 2006. M. Pulliam replied that
approximately 100 wells were drilled annually in 2006.

Representative Gara noted that the decline rate was between
5 and 8 percent per year between 2004 and 2007 despite the
fact that 100 wells were drilled annually.

M. Pulliam responded that that the base level was nuch
greater between 2004 and 2007. In 2013 the base |evel was
500 thousand barrels per day, as opposed to 1 mllion
barrels per day in 2004 - 2007.

2:40: 38 PM

Vice-Chair Neuman asked if a new well meant a new site.

M. Pulliam replied that he was referring to a new well
Addi tional production could be obtained from an existing
wel | .

Representative Thonpson asked if the graph on slide 4
depicted 20 new producing wells versus 20 wells drilled
annual | y.

M. Pulliamreplied 20 new produci ng wells.

Representati ve Kawasaki wondered about the assets provided

in the 100 existing producing wells. He wondered how many
new wells were built and capped or reworked and capped. He
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asked the cost per conpany for the 20 producing wells
drilled annually.

M. Pulliam estimated the cost to be $15 mllion per well.
He anticipated that the conbination of production and
injector would cost $25 to $30 million.

Representative Kawasaki clarified that the total cost was
approximately $300 mllion for the industry.

M. Pulliam responded $600 mllion annually for 20 new
produci ng wel Il s per year.

2:43: 20 PM

Representative Gara thought that the nunber of wells
drilled was not one-to-one. He clarified that the
anticipation was for 20 new produci ng wel | s.

M. Pulliamreplied in the affirmative.

Representative Gara wondered how many exploratory wells
were required to find 20 produci ng wells.

M. Pulliam responded that he heard testinony that a
handful of exploration wells drilled led to approximtely
20 wel | s.

Representative Gara expressed difficulty understanding M.
Pulliams answer. He recalled testinony stating that 20
wells nust be drilled to arrive at new oil.

2:45: 06 PM

M. Pulliam disagreed. He stated that once a pool of oil
was found, multiple wells were then drilled. He added that
much of the initial work was perforned above the ground
with the use of seismic tests prior to drilling.

Representati ve Kawasaki expressed surprise because prior

testinony stated that "dry holes" were part of the
industry's cost. He understood that the industry was aware
of the location of 2 billion barrels of recoverable oil and

the commttee hoped for the production of that oil.
M. Pulliam replied that drilling in an exploration and

apprai sal fashion would eventually yield a pool of oil. The
pool would be initially located through seismc test, which
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advanced in recent years. He noted that once the oil was
di scovered, the reservoir wuld be further devel oped
leading to multiple wells. He noted the difference between
drilling in a new area w thout any existing discoveries.
Drilling in those areas was often referred to as
wi | dcatting and could potentially lead to dry hol es.

2:48: 11 PM

Representative Munoz understood that it would take between
three to five years to see new production in the state. She
wonder ed about the possibility of transitioning the credits
to depreciate over a three to five year period.

M. Pulliam asked if she was speaking about capital
credits.

Represent ati ve Munoz nodded.

M. Pulliam replied that the capital credits would be
elimnated with the passage of HCS CSSB 21(RES) at the end
of 2013.

Representative Minoz asked if there were other deductible
expenses that could be depreciated over tine in HCS CSSB
21( RES) .

M. Pulliam responded that the option of depreciating
capital over tine was proposed, but he did not advocate for
that choice. He opined that HCS CSSB 21(RES) proposed a
cleaner and nore robust system He stated that a
depreciation of capital would conplicate the system
consi der abl y.

M. Paw owski el aborated that the capital depreciation idea
mght lead to a tax increase for <certain types of
devel opnent over the current system (ACES)

2:52: 13 PM

Representative Gara heard runors that Al aska was unique in
allowing all of the deductions and capital expenditures to
be taken in one year.

M. Pulliam replied that petroleum taxes based on the net

were comonly deducted in one year. He suggested that the
guestion be posed to M. Myer from PCE
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Representative Gara understood that the United States taxed
on the gross, which allowed deductions to cone out of their
income tax. He wondered if those deductions cane out of
income tax rather than royalty.

M. Pulliam answered that Al aska's severance tax was a net
tax, while the Lower 48 had a gross tax. The incone tax in
Al aska and the Lower 48 capital was depreciated over tine.

Representative Gara pointed to a gross tax in the Lower 48
the deductions given for capital were derived from the
income tax, which depreciated over a nunber of years. In
Al aska the main deduction was on the profits tax, which
came in one year.

M . Pulliam stated that Alaska had a fundanentally
different tax rate than in the Lower 48.

Representative Gara clarified that the gross tax on oil in
the Lower 48 with an incone tax that also applied, the
deductions for <capital were deducted over a nunber of
years.

M. Pulliamreplied that it was correct in the Lower 48 and
in Alaska. In both places the capital deduction was
depreciated over tinme. Against the severance tax the
capital deduction was not an issue in the Lower 48, but in
Al aska was deducted in one year.

Representative Gara asked if there was a place in the Lower
48 where capital expenses could be deducted in one year.

2:56: 05 PM

M. Pulliamreplied that there was not a place in the Lower
48 with a tax systemsimlar to that of Al aska.

Representative WIson understood that even in the event of
an oil discovery, a well nust first conpete with other
projects for investnent. She stated that Al aska nust revise
the tax structure to allow for better conpetition.

M. Pulliamreplied in the affirmative.

Representative WIlson stated that a snmall producer would
benefit nost froma change in the tax structure.
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M. Pulliamreplied that smaller conpanies would often | ook
for capital outside of the firm where |arge conpanies
possessed efficiencies.

Representative Wl son noted that the state was conpeting in
a gl obal market.

Representative Costello asked if increased production from
| egacy fields had been included in slide 4.

M. Pulliam answered that the analysis assuned that the
|l egacy fields were producing in the base production. The
colorful wedges were representative of devel opnment outside
of the |l egacy fields.

M. Paw owski added that the first two slides related to
production. The decline was based on the currently
producing legacy field infrastructure. He noted the
possibilities for additional production from those |egacy
fields.

3:00: 26 PM

Representative Costello clarified that the industry's
interest in Alaska would equate to wells drilled. The
increase in wells would stemthe decline.

M. Pawl owski answered that the intent was to provide
information on the scale of activity. The admnistration
believed that the nunber of wells proposed in slide 4 was
achi evabl e.

Representative Costello clarified that the slide should
i ndi cate 10 annual production wells.

M. Pulliam noved to slide 5: "Estimted Average 2013 -
2042 State Q1 Revenues ($2012 Billion Dollars) Under
Potential Production and Tax Scenarios ACES v. HCS CSSB
21(RES) $100 West Coast ANS ($2012)." The graph's blue bars
depicted a 33 percent base tax rate. He explained that the
graph illustrated state revenues under ACES wth a 6
percent decline and displayed annual average revenue of
$3.3 billion. Wth the passage of HCS CSSB 21(RES) and a
decline rate of 3 percent the revenue would increase to
$3.6 billion annually. Wth a 1 percent decline rate, the
revenue would increase to $4.4 billion annually. Wth a
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zero percent decline rate the revenue would increase to $5
billion annually. The slide assuned that all of the barrels
produced over the base decline would be developed with the
GRE.

M. Pulliam continued that the green bars depicted the
revenue inpact difference with a 35 percent base rate. The
revenue would increase by approximately $100 mllion
annually with the increased base tax rate.

Representative Gara requested nodeling an assunption using
$120 per barrel.

3:04: 36 PM

M. Pulliam replied that the graph's bars would al
increase with the wuse of $120 per barrel and the gap
between the ACES bar and the others would narrow with the
i ncreased price of oil.

Representative Gara asked why $100 had been used in the
present ati on.

M. Pulliamreplied that the figure was a typical reference
price used in presentations that was conparable to the
price of oil in 2013. He offered to run the data using
alternative price scenari o0s.

Vi ce-Chair Neunman requested the data run using $110, $120
and $130 as the price of oil.

M. Pulliam clarified that his use of $100 per barrel of
oil was stated in "real" dollars. He assunmed 2.5 percent
inflation annually.

3:06: 01 PM

M. Pawl owski clarified that early reductions in state
revenues were illustrated in the fiscal note. Slide 5
depi ct ed average state revenues over 30 years.

Representative Gara pointed to the use of a 6 percent
decline rate under current law when  ConocoPhillips
testified to a projected 3 percent decline rate under ACES.
He pointed to Prudhoe Bay, Kuparuk, Alpine and other
fields. Econ One used low price of oil and a 6 percent
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decline rate. He believed the presentation was crafted to
provide a result that the consultants wanted to show.

M. Pulliam noved to slide 6: "Estimted Average 2013 -
2042 State Q1| Revenues (%$2012 Billion Dollars) Under
Potential Production and Tax Scenarios ACES v. HCS CSSB
21(RES) $100 West Coast ANS ($2012)." Slide 6 depicted a 3
percent decline rate. The long-term decline on the North
Sl ope was 6 percent.

Vi ce-Chair Neuman clarified that individual conpanies m ght
anticipate 3 percent decline, but the data was based on
overal | throughput through the Trans-Al aska Pipeline with a
6 percent rate of decline.

M. Pulliam replied in the affirmative. The scenarios
depicted in slide 6 utilized a 3 percent decline until
2017, which was consistent with DOR projections.

\V/ g Pawl owsKki stated that the additional devel opnent
predicted above the decline was included for all GRE
barrels, which would derive |ower revenue per barrel for
the state. The slide illustrated the |owest possible tax

rate at the prices to underrepresent the potential revenue
under standi ng that production from the |egacy fields would
i ncur a higher revenue rate.

M. Pulliam discussed slide 6 and the 3 percent decline
scenario. Under ACES, a 3 percent decline rate would yield
$4.3 billion per year. If the decline was stemmed to 1
percent, revenue would increase to $4.5 billion annually.
He added that a decrease from 3 to 1 percent required 10
addi ti onal new producing wells per year.

M. Pawl owski clarified that the consultants were not
presenting base rates as reconmendati ons.

3:11:14 PM

Representative Holnmes asked for verification that the
slides included a 3 percent decline until 2017 and were
t hen adj ust ed.

M. Pulliamreplied in the affirmative.

Representative Hol mes asked about different tax rates. She
noted that the zero percent decline rate under the
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different tax rates were the sanme, yet the 1 percent
decline rates appeared to be "off."

M. Pulliam replied that the slide assunmed that the
increnental oil was taxed at the |ower GRE rate.

Representative Holmes clarified that slide 5 assunmed a siXx
percent base for the various percentages of decline,
whereas slide 6 assunmed a 3 percent decline noving from 1
percent to zero percent.

M. Pulliamreplied in the affirmative.

Representative WIson pointed to slides 5 and 6. She
wonder ed about potential conparisons to other slides in the
present ati on.

M. Pulliam recommended that slides 5 and 6 be conpared to
slide 2. He noted that the different production scenarios
provided a valuable conparison with the various decline
rates when used within ACES and HCS CSSB 21( RES).

Representati ve W | son asked for verification t hat
producti on woul d continue through 2042.

M. Pulliamreplied in the affirmative.

3:14: 41 PM

Representative Gara pointed to slide 6. He understood that
the difference between the 33 percent and 35 percent
decline rate was $200 million per year, yet the slides in
the Econ One presentation depicted a $100 million per year
di fference.

M. Pulliam answered in the affirmative. He el aborated that
both figures were correct and conpatible. H's presentation
depicted inflation-adjusted dollars where the $200 nillion
difference was illustrated in nom nal dollars.

Representative Gara wondered about the practice of placing
ACES in a 6 percent decline rate while HCS CSSB 21(RES)
illustrated a lower decline rate. He wondered if M.
Pulliam received industry input on the projected decline
rate if HCS CSSB 21( RES) passed.
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M. Pulliam replied that the scenarios were intended for
illustrative purposes only.

Representative Gara asked if Econ One would provide
nodeling for comm ttee nenbers' questions.

Vi ce-Chair Neuman woul d speak to Co-Chair Stoltze about the
request .

Representative Gara believed that nodeling scenarios would
be hel pful for the commttee.

Representative Thonpson expressed appreciation for the
departnment's cooperation and qui ck response.

3:18: 02 PM

Represent ati ve Kawasaki asked about Al berta's tax reduction
and the availability to access the rel evant data.

M. Pawl owski replied that the data was | ocated in a |arger
packet of responses. He offered to present it to the
committee nenbers. He noted that the data was an excerpt
from an Exon One presentation for the public. He pointed
out that the information could be found on BASIS with a
search for the February 13, 2013 in the presentation
rel ated to benchmar ki ng.

Representative Gara clarified the process for subntting
guesti ons.

Vice-Chair Neunan replied that the questions nmnust be
submtted to the Co-Chair Stoltze' office for efficiency.

CSSB 21(FIN) am(efd fld) was HEARD and HELD in conmttee
for further consideration.

#sb18

CS FOR SENATE BILL NO. 18(FIN) am
" An Act maki ng, anmendi ng, and repeal i ng
appropri ations, i ncl udi ng capi tal appropri ations,
suppl erment al appropri ations, reappropri ations, and
ot her appropri ations; maki ng appropriations to
capitalize funds; and providing for an effective
date."
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CSSB 18(FIN) am was SCHEDULED but not HEARD

#
ADJ OURNIVENT

3:20: 22 PM

The neeting was adjourned at 3:20 p. m
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