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HOUSE BI LL NO. 72

“"An Act relating to appropriations from taxes paid under the
Alaska Net Income Tax Act; relating to the oil and gas
production tax rate; relating to gas used in the state; relating
to nonthly installnment paynents of the oil and gas production
tax; relating to oil and gas production tax credits for certain
| osses 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 statenments by producers and explorers;
relating to the determnation of annual oil and gas production
tax values including adjustnents based on a percentage of gross
value at the point of production from certain |eases or
properties; making conform ng anendnents; and providing for an
effective date."

- HEARD & HELD

HOUSE BI LL NO. 4

HOUSE RES COW TTEE -1- February 13, 2013



"An Act relating to the Al aska Gasline Devel opnent Corporation;
maki ng the Al aska Gasline Devel opnent Corporation, a subsidiary
of the Al aska Housi ng Finance Corporation, an independent public
corporation of the state; establishing and relating to the in-
state natural gas pipeline fund; nmaking certain information
provided to or by the Alaska Gasline Devel opnent Corporation
exenpt from inspection as a public record; relating to the Joint
In-State Gasline Developnent Team relating to the Al aska
Housi ng Finance Corporation; relating to judicial review of a
right-of-way |lease or an action or decision related to the
devel opnment or construction of an oil or gas pipeline on state
land; relating to the lease of a right-of-way for a gas pipeline
transportation corridor, including a corridor for a natural gas
pi peline that Is a contract carrier; relating to the
Corporation; relating to the review by the Regul atory Conm ssion
of Alaska of natural gas transportation contracts; relating to
the regulation by the Regulatory Comm ssion of Al aska of an in-
state natural gas pipeline project developed by the Al aska
Gasline Devel opnent Corporation; relating to the regulation by
the Regulatory Comm ssion of Alaska of an in-state natural gas
pipeline that provides transportation by contract carriage;
relating to the Alaska Natural Gas Devel opnent Authority;
relating to the procurenment of certain services by the Al aska
Natural Gas Developnment Authority; exenpting property of a
proj ect devel oped by the Al aska Gasline Devel opnent Corporation
from property taxes before the commencenent of comrercial
operations; and providing for an effective date."

- HEARD & HELD
PREVI QUS COW TTEE ACTI ON
BILL: HB 72

SHORT TI TLE: O L AND GAS PRODUCTI ON TAX
SPONSOR(s): RULES BY REQUEST OF THE GOVERNOR

01/ 16/ 13 (H) READ THE FIRST TIME - REFERRALS
01/ 16/ 13 (H) RES, FIN

02/ 11/ 13 (H RES AT 1: 00 PM BARNES 124

02/ 11/ 13 (H) Heard & Hel d

02/ 11/ 13 (H) M NUTE( RES)

02/ 13/ 13 (H RES AT 1: 00 PM BARNES 124

BILL: HB 4
SHORT TI TLE: | N- STATE GASLI NE DEVELOPMENT CORP
SPONSOR(s) : HAWKER, CHENAULT
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01/ 16/ 13 (H) PREFI LE RELEASED 1/ 7/ 13

01/ 16/ 13 (H) READ THE FI RST TIME - REFERRALS
01/ 16/ 13 (H) RES, FIN

01/30/ 13 (H) SPONSOR SUBSTI TUTE | NTRODUCED
01/ 30/ 13 (H) READ THE FI RST TIME - REFERRALS
01/ 30/ 13 (H) RES, FIN

02/ 04/ 13 (H) RES AT 1:00 PM BARNES 124

02/ 04/ 13 (H) Heard & Hel d

02/ 04/ 13 (H) M NUTE( RES)

02/ 06/ 13 (H) RES AT 1:00 PM BARNES 124

02/ 06/ 13 (H) Heard & Held

02/ 06/ 13 (H) M NUTE( RES)

02/ 13/ 13 (H) RES AT 1:00 PM BARNES 124

W TNESS REG STER

M CHAEL PAW.OWBKI, G| & Gas Devel opnent Project Manager

O fice of the Conm ssioner

Depart ment of Revenue (DOR)

Anchor age, Al aska

POSI TI ON STATEMENT: Provi ded a Power Poi nt overview of HB 72 and
answered questions related to the bill.

JOE BALASH, Deputy Conmi ssioner

O fice of the Conm ssioner

Depart ment of Natural Resources (DNR)

Anchor age, Al aska

PCSI TI ON  STATEMENT: Di scussed the proposed gross revenue
exclusion (GRE) provision in HB 72.

BARRY PULLI AM Econom st & Managi ng Director

Econ One Research, Inc.

Los Angeles, California

PCSI TI ON  STATEMENT: As consultant to the admnistration,
provided a PowerPoint presentation entitled, "Analysis of
Al aska' s Tax System North Sl ope | nvest nent and t he
Adm ni stration's Proposal, HB 72".

RENA DELBRI DGE, St af f

Representati ve M ke Hawker

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: On behal f of Representatives M ke Chenault
and M ke Hawker, joint prime sponsors of SSHB 4, continued
review of the sectional analysis.

TI NA GROVI ER, Attorney, Natural Resources and Energy Law

HOUSE RES COWM TTEE - 3- February 13, 2013



Birch Horton Bittner & Cherot

Counsel to Al aska Gasline Devel opnent Corporation (AGDC)
Anchor age, Al aska

PCSI TI ON STATEMENT: Answered questions related to SSHB 4.

DARYL KLEPPI N, Manager

Conmrer ci al Team

Al aska Gasline Devel opment Corporation (AGDC)

Al aska Housi ng Fi nance Corporation (AHFC)

Depart mnent of Revenue (DOR)

Anchor age, Al aska

PCSI TI ON STATEMENT: Answered questions related to SSHB 4.

FRANK RI CHARDS, WManager

Pi pel i ne Engi neering & Governnent Affairs

Al aska Gasline Devel opnent Corporate (AGDC)

Al aska Housi ng Fi nance Corporation (AHFC)

Depart nent of Revenue (DOR)

Anchor age, Al aska

PCSI TI ON STATEMENT: Answered questions related to SSHB 4.

ACTI ON NARRATI VE
1: 03: 47 PM

COCHAIR ERIC FEIGE called +the House Resources Standing
Committee neeting to order at 1:03 p.m Represent ati ves Tuck

Tarr, Seaton, O son, Hawker, P. WIson, Saddler, and Feige were
present at the call to order. Representative Johnson arrived as
the neeting was in progress.

HB 72-O L AND GAS PRCODUCTI ON TAX

1: 04: 06 PM

CO CHAIR FEIGE announced that the first order of business is
HOUSE BILL NO. 72, "An Act relating to appropriations fromtaxes
paid under the Al aska Net Inconme Tax Act; relating to the oil
and gas production tax rate; relating to gas used in the state;

relating to nonthly installnent paynments 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
explorers; relating to the determnation of annual oil and gas
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production tax values including adjustnents based on a
percentage of gross value at the point of production from
certain |eases or properties; making conform ng anmendnents; and
providing for an effective date."

Co-Chair Feige noted today would be a continuation of the
adm nistration's presentation from February 11, 2013.

1:04: 22 PM
M CHAEL PAW.OWBKI, G| & Gas Devel opnent Project Manager, Ofice

of the Conm ssioner, Departnent of Revenue (DOR), noted he is
the advisor for petroleum fiscal systens to the Departnent of

Revenue. He rem nded nenbers that during the conmmttee' s |ast
neeting he provided a PowerPoint review of the broad provisions
of HB 72 and where those are located within the bill, the

elimnation of progressivity, the elimnation of the North Sl ope
gualified capital expenditure (QCE) credits, and the North Sl ope

net operating loss credits. Continuing that presentation wth
slide 5, he turned to the provision for small producer tax
credits contained in Section 16 of the bill, page 16, line 26

The small producer tax credit is in current statute, he said
and is a credit consistent with the treatnment of other credits
in the North Slope in the governor's proposal in that it is a
nontransferable credit that may only be taken agai nst production
t axes. The current small producer tax credit is set to expire
in 2016 for new production, which nmeans new production under the
current law would have to conme into production before 2016 to
qualify for the credit. Page 16, line 29, proposes to change
the date to 2022. Thus, HB 72 would maintain the current snal
producer tax credit, but allows production to conme on line up to
2022 to qualify for the purposes of the credit.

1: 06: 19 PM

REPRESENTATI VE SEATON inquired whether there is any interaction
between the small producer tax credit extension and the changing
of when the credits can be applied for and received.

MR. PAW.OWSKI replied the interaction between the two credits
will be discussed later by M. Pulliam [of Econ One Research
Inc.] when he reviews the l|ifecycle econom cs of projects. The
smal | producer credit is for the first nine years of production.
The carry forward credit is for 10 years. They are simlar in
| ength, but there is not a direct nexus between the two.

1: 07: 19 PM
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REPRESENTATI VE SEATON said he is interested not only in the

aforenentioned, but also what classifies as new oil. He asked
whether there is a different definition of new oil that would
qualify for the small producer tax credit than the current

definition. He further asked whether there is a change in that
interaction that changes the applicability of the small producer
tax credit; for exanple, would sone of the current new oi
production that qualifies for small producer tax credit be
elimnated by restrictions on where the oil comes from

MR. PAW.OWBKI responded a deeper conversation my be needed
about the nuances of the relationship between the specific
projects being tal ked about by Representative Seaton. He said
the small producer credit is for any producer that did not have
commercial oil or gas production froma |ease or property in the
state before April 1, 2006. So, that is new production con ng

on line for purposes of this snmall producer credit. The
provisions in the governor's bill that relate to new oil are
specifically the gross revenue  excl usion, whi ch Deputy
Comm ssioner Balash wll speak to later. A producer would

certainly qualify for a small producer tax credit and the gross
revenue exclusion depending on where that production canme from
So, stepping forward, it would have to be a new participating
area or unit forned after 2003 to qualify. There is no taking
away of the credit, it is just extending the qualification
peri od.

REPRESENTATI VE SEATON requested a flowchart that explains how
the different credits interact to show whether one aspect of the
bill inpacts another.

1: 09: 49 PM

MR. PAW.OWSKI, returning to his sectional analysis, stated that
Section 24 is the main section of the bill for the gross revenue
exclusion (GRE) provision [slide 6]. He turned over discussion

of this section to Deputy Comm ssioner Joe Bal ash.
1:10: 09 PM

JCE BALASH, Deputy Conm ssioner, Ofice of the Conmm ssioner,
Department of Natural Resources (DNR), explained that Section
24, page 23, lines 1-10, is the primary incentive being provided
in HB 72 for the production of new oil. From the debate over
t he past couple years, he said he thinks there is a consensus on
a wllingness to provide reduced taxes and a tax relief for the
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production of new barrels. The mechani sm enployed in HB 72 is
t hrough the gross revenue exclusion, which starts at the gross
value at the point of production. The GRE reduces that value
before applying the costs in the determ nation of production tax
val ue against which the tax rate is applied. It basically has
the effect of reducing the tax rate. There are two ways to
qualify for the GRE on the barrels a taxpayer is producing. The
first is if those barrels are being produced from a unit that
was formed after January 1, 2003, and the second is if those
barrels are being produced from a participating area (PA) that
was approved by DNR after January 1, 2012. During cal endar year
2012 there were no new PAs approved, so there is not anything
that falls in between, it would be anything that is approved
prospectively. The language is clear that a taxpayer can
qualify one way or the other, but cannot double dip, cannot
qualify for two reductions.

1:12: 12 PM

MR. BALASH defined a participating area, explaining that when
DNR issues a lease, an oil or gas deposit found during
exploration of the |ease area does not confine itself to a
single |ease. It is generally present through nultiple |eases

and the |eases then are put together in a block called a unit.
Leases in units are neasured in tw dinensions as just an
outline on a map. A participating area neasures that property
in a third dinension with depth. For the property to be part of
the PA, it nust be contributing to production in the field, it
must be contributing to oil or gas in the wellbore. Tried and
true net hodol ogi cal practices are used by the geol ogists and the
petrol eum reservoir engineers to understand and agree on what is
in and what is not. A certain anmount of tension exists between
the various owners inside the field because each owner wants to
ensure that its barrels, its property, is getting counted if it
i s producing; the owner on the other side of the table wants to
ensure that the other owner is not getting an extra benefit by
counting barrels that the other owner is not actually producing.
Wthin those colums of earth are pockets of oil and gas that
are being tapped by the various wellbores. Any pool or separate
reservoir that is not penetrated by a well, and not contributing
to production, is not part of a PA Conpani es can cone back
|ater to apply for a new PA that is separate and distinct from
the existing production, and that is what is being tal ked about
here - a nethod to allow the GRE to apply to new oil inside the
| egacy fields, but not part of the sane | egacy reservoir.

1:14: 34 PM
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REPRESENTATI VE SEATON recounted his tour of the North Slope this
past year wth ConocoPhillips Alaska, Inc. where he saw a
working oil tube rig that was re-drilling existing wellbores and
putting out eight spiders in different directions to get to
pl aces where there was not good continuity because of fault
bl ocks and such, but it was the same sands, the sane area. He
asked whether the ends of each of those eight spiders would now
be consi dered new participating areas.

MR. BALASH said the answer would be no if it is for drilling
into the same reservoir and extending by using sophisticated
drilling techniques that were not possible 25 years ago. That

would be an expansion or extension of a PA because DNR s
managenment system for PAs tries to keep like rocks in the sane
system in the same PA Under the bill's current |anguage, an
expanded PA would not qualify; it nust be a new PA. That is not
to say there could not be a conversation about that kind of a
mechani sm Using the horizons at Prudhoe Bay to provide an
exanple, he explained that the initial production area in the
Sadl erochit Reservoir is where the nost prolific rocks are in
reservoir and production conmes from However, there are other
horizons that are separate and distinct reservoirs within the
Prudhoe Bay Unit and over tine there have been nultiple PAs

formed within the Prudhoe Bay Unit. It is those new areas
within that third dinmension of the unit that are being talking
about . Prudhoe Bay has been pretty heavily developed and

produced, but an exanple of sonething that likely would qualify
at sonme point would be the Ugnu Sands. Ugnu has not contri buted
to production to date in Prudhoe Bay, so a new participating
area could be forned for the Ugnu | ayer at Prudhoe Bay.

1:17:59 PM

REPRESENTATI VE SEATON understood BP was producing about 6,000
barrels a day of heavy/viscous oil from sands as a test pilot
[in the MIne Point Unit]. He asked whether that area would be
considered to have contributed production and therefore would
not qualify for the reduced tax rate of 20 percent.

MR. BALASH answered he will double check that specific case with
his staff, but offered his understanding that it is sustained
comerci al production of oil and gas that is being tal ked about.
He said he does not know off the top of his head whether what
was being tested at MIne is currently in, or was in, a PA He
suggested having Director Barron provide a presentation on how
DNR utilizes PAs wthin the wunits to nmanage the resource.
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Director Barron's presentation has an aninmated illustration that
shows the different horizons and the different pools that are
not the sanme reservoir in those horizons.

1:19: 45 PM

REPRESENTATI VE SEATON posited he can see a big incentive for
shutting down parts of the field for a while so there is no
| onger sustained production and then com ng back so as to reduce
the tax rate by 5-7 percent. He therefore requested that when
DNR comes back with a presentation he would |like to hear from
"l egal" as to what sustained production is and where it does and
does not apply.

MR. PAW.OWBKI directed attention to page 23, lines 8-9, which
state, "the participating area does not contain a reservoir that
had previously been in a participating area ...." So, he said

if it had sustained production at one point and was shut down,
it would have been in a participating area. That | anguage was
put in place to specifically prohibit the aforenentioned type of
scenari o. He stated he wll wrk with "legal" to get the
requested anal ysis for the conmttee.

1: 21: 27 PM

MR. PAW.OWSKI resumed his sectional analysis, noting the vast
majority of the bill is related to [Cook Inlet and Mddle Earth]
[slide 7]. Over the years, different tax ceilings and different
tax treatnents have been put into place for gas produced and
used in-state, oil produced from the Cook Inlet, gas produced
from the Cook Inlet, and gas produced from Mddle Earth, which
is the area not on the North Slope and not in Cook Inlet.
Because the legislature's work on those specific, distinct
policy calls nust be preserved, nuch of the |anguage in HB 72 is
conform ng | anguage to account for those different tax ceilings
and the way the |anguage noves around when progressivity is
repeal ed t hroughout the tax treatnent.

1: 22: 23 PM

MR. PAW.OABKI said the main change is on page 2, lines 19-24
[ Section 3] and that this presented a bit of a conundrum for the
departments in putting the bill together. Subsection (o) of the
production tax [AS 43.55.011] is where preference is given to
gas produced in-state and used in-state. Senate Bill 23, passed
[in 2012], included a separate ceiling of 4 percent gross for
gas and oil produced from the Mddle Earth. That separate tax
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treatment did not distinguish between gas or oil produced from
that area, so the Departnent of Law and the adm nistration went
with the nost recent treatnment of that specific type of gas with
the wunderstanding that during that process operators had
expressed concerned about having to do too nuch separate
accounting between the oil and gas that were comng out of the
same wel |l bore. The thought was that it was sinpler to have the

provisions that were passed in Senate Bill 23, which is AS
43.55.011(p) and which is the new | anguage seen on page 2, line
23. This clearly says that gas produced and used in-state is

subject to the existing ceiling, unless the gas conmes from
Mddle Earth and then it is subject to the Mddle Earth
provi sions that were passed |ast year. The relationship was
never dealt with in the statute when Senate Bill 23 passed.
Thus, this is the one place where there is a difference between
the treatnent of existing statute and recent statute.
Everywhere else is a conformng section. For exanpl e,
conformng Section 4, page 3, line 4, is the clarification
| anguage, "not subject to AS 43.55.011(0) or (p)" which gets
back to the different tax treatnents and preserving them

1: 24: 42 PM

MR. PAW.OWNSKI noved to conform ng Section 13, page 12, line 18.
He remnded nenbers that [Section 11] <changes the word
"certificates" to "certificate" because the bill provides that
the [qualified capital expenditure] credit will be issued in a
single certificate [whether for north of the North Slope or for
south of the North Slope]. Continuing, he stated that "there
was already a statute, AS 43.55.023(m, which said contrary to
the statute that says that you have to take a credit and divide
it into two certificates, if the credit is earned south of the

North Slope it can be taken as one certificate." The bill
repeals AS 43.55.023(m, so page 12, line 20, states "of this
section or former (m" in recognition that (m is being

r epeal ed. These conform ng sections nmake it clear the existing
credits that are retained can be taken as one certificate.

1: 26: 20 PM

REPRESENTATIVE P. WLSON referred to page 2 and said it is hard
to visualize because "in the bill ..., after this is all done
there is going to be a (p) even though in here there is not a

(p)".

MR. PAW.ONSKI replied that AS 43.55.011(p) was the provision in
Senate Bill 23 that passed in the last legislature and
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incorporating that provision throughout the statute is what is
goi ng on here.

1:27:19 PM

MR. PAW.OASKI, proceeding with his sectional analysis, stated
these conform ng sections continue throughout HB 72. For
exanpl e, Section 17, page 17, lines 3-21, references that at one
point AS 43.55.023(nm) existed. In that there was a credit

i ssued under AS 43.55.023(m that a conpany waited several years
to bring back to the state, there needs to be a reference in
statute that at one point a section did exist that allowed that
credit to be issued as a single certificate rather than two
certificates.

1: 28: 12 PM

REPRESENTATI VE SEATON noted that HB 72 pushes to limt capita
credits so during low prices the state is not obligated to take
money out of its savings to pay for credits. However, during
times of low prices and a poor econony, would this requirenent
for taking the credits in one year instead of two be opposite
the philosophy to limt the state's liability, he asked.

MR. PAW.OWNSKI explained those sections preserve the existing
treatment of tax credits south of 68 degrees [North latitude],

meani ng not the North Sl ope. It is for activity in Cook Inlet
and Mddle Earth, which under current |law are already allowed to
be taken in one year. In further response to Representative

Seaton, M. Pawl owski explained that the credit for the North
Slope that had to be divided into two years was the qualified
capital expenditure credit and that credit is being elimnated.

1: 30: 09 PM

REPRESENTATI VE SEATON drew attention to Section 23, page 22,
lines 12-31, and inquired whether the gross revenue exclusion
(GRE), which effectively lowers the tax rate from 25 percent to
18 percent, has a sunset or wll new oil be treated at 18
percent forever.

MR, PAW.OABKI cautioned agai nst picking specific nunbers because
each tax rate wll functionally depend on the actual capital
costs of that specific project because it is still in that
system The provision is saying that future devel opnent wll
get a benefit of 20 percent of the gross value of that future
producti on. There is no sunset for two reasons. First, in
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|l ooking at the lifecycle economics of these nore chall enged,
hi gher cost projects, there needs to be that help to the

econom cs and the governnent take. Second, in |ooking at
previous efforts that stopped or tine limted that benefit, it
was seen that it takes time to drill out a prospect; all of the
wells for a prospect are not drilled in one year. From the
start of sustained production, it takes 10-15 years to truly
drill out the prospect, so it becones functionally the same over
time anyway. The concern with a tineline was that a conpany

woul d be unable to realize the benefit that the gross revenue
exclusion is actually trying to put on the table.

1: 32: 23 PM

REPRESENTATI VE SEATON stated that if the tax rate is going to
functionally be changed permanently from 25 percent to nore or
| ess 18 percent, depending upon the capitalization of a project,
he would like to see the effect on the point in the future at
whi ch 50 percent of the oil is considered new oil. Because this
is for new oil and the state is counting on new oil, the bill as
structured would, over time, drastically reduce the tax if there
IS no sunset date.

MR. PAW.OABKI answered that DOR will work on that and bring it
back for presentation to the commttee, but explained that it
gets back to the nexus of that participating area approach

1: 34: 07 PM

BARRY PULLI AM Econom st & Managing Director, Econ One Research
Inc., began his presentation regarding Alaska's tax system
North Sl ope investnment and the administration' s proposal, HB 72.
He noted he has been working for and with the admnistration
the Departnent of Revenue, and the Departnment of Natural
Resources on this tax issue to help analyze what has been
occurring on the North Slope, to look at Alaska's tax system
relative to other areas, to look at what has happened wth
respect to investnment in production in Alaska, and to think

about appropriate changes to that system He said he wll be
di scussing the work that has been done over the |ast severa
nmonths and how the changes proposed in HB 72 wll affect the

activity going on in Al aska.

MR. PULLI AM stated Econ One provides econonmc research to a
variety of industries, with the energy industry being the area
he works in [slide 2]. It has worked for and with the State of
Al aska for about two decades on a variety issues, and has worked

HOUSE RES COW TTEE -12- February 13, 2013



for the admnistration as well as for the |egislature. He said
he spent a lot of time in Alaska in 2006 and 2007 when the
| egi sl ature was considering the production profits tax (PPT),
Al aska's Clear and Equitable Share (ACES), and gas |ine issue
In addition to Alaska, Econ One works for several oil producing
states, the federal governnent, and energy conpani es.

1: 36: 48 PM

MR. PULLIAM first provided some background on the North Slope
[slide 4], stating that to date the North Slope has produced
about 16 billion barrels of oil. Approximately 5.5 billion
barrels of economically recoverable oil are believed left in
currently known fields. The vast mmajority of oil produced from
the North Slope has cone from the giant fields of Prudhoe Bay
and Kuparuk [River]. About 90 percent of the resources
di scovered to date were discovered prior to 1970.

1:38: 11 PM

VR. PULLI AM explained that slide 5 puts the historica
production in context with what is believed to still exist on
the North Sl ope. Estinates are that the North Slope contains
about 40 billion barrels of additional economcally recoverable
resources at today's prices and about 5.5 billion barrels sits
in fields that have already been discovered. Another 19 billion
barrels sits in fields that are yet to be discovered on state
and federal Ilands, according to the U S. GCeological Survey

(USGS) . Responding to Co-Chair Feige, M. Pulliam said he is
tal ki ng about both onshore and of f shore.

1: 39: 18 PM

MR. PULLIAM in response to Representative Tuck, stated that the
red portion of the pie chart on slide 5 depicts the anount of
oil produced to date, and the red and green portions together
represent [the total discovered resources] to date depicted on
slide 4. Responding further, he confirmed that the purpose of
HB 72 is to incentivize [production] from the [discovered
conventional resources estimated at 5.5 billion barrels of oil].
The bill would also incentivize part of the [undiscovered
conventional resources estinmated at 19.2 billion barrels] and
potentially the the unconventional resources [estimated at 5.5
billion barrels]. The aforenentioned is everything that has not
been produced to date that Alaska's tax system covers. He
further confirmed that unconventional resources neans shale and
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heavy and viscous oil, which is not the light, conventional oi
t hat has been produced to date.

1: 40: 47 PM

REPRESENTATI VE SEATON understood that in the pie chart on slide
5, the J[undiscovered conventional resources], the [Arctic
National WIldlife Refuge (ANWR)], and the [unconventiona
resources] would all be subject to the gross revenue excl usion.

MR. PULLI AM answered that part of the [undiscovered conventiona
resources] is federal or offshore production that the state does
not tax and which would not be subject to HB 72. The portion
that is on state property would be subject to HB 72.

REPRESENTATI VE SEATON requested that at sone future date this be
delineated for the commttee.

MR. PULLIAM replied that the next slide shows a breakdown that
will be helpful in this regard.

1:42: 10 PM

REPRESENTATI VE TUCK referenced a report handed out to the
conmttee on 2/11/13 that denonstrated the current natural
decline of the mmjor fields of Prudhoe Bay and Kuparuk. He
i nqui red whether this natural decline can be prevent ed.

MR. PULLI AM responded it is ultimately unpreventabl e because the
anount of oil there is fixed, although the exact extent of that
oil is unknown. Fi nding new resources within the field itself
is something that can be done and it can be done to slow the
decline rate or it can be done to also increase the production

But that is going to require getting at pockets of oil wthin
those fields that have not currently been gotten to. Sone of
that decline has to do with the way those fields are constructed
and the facilities that are there. There is a certain anount of
gas handling capacity, particularly at Prudhoe Bay, that limts
what can be produced over tine. As oil is produced, the ratio
of gas to oil increases, which is a natural occurrence, and with
that fixed capacity in place there is sone |limtation there.
But if that capacity is changed, nore oil can be produced. | f
the capacity to handle gas was doubled, then a lot nore oil
coul d be produced.

1: 44: 21 PM
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REPRESENTATI VE TUCK surmi sed the aforenentioned would affect the
[ di scovered conventional resources] and [historical production]
sections depicted in the pie chart on page 5.

VR. PULLI AM answered it woul d  af fect the [discovered
conventional resources] but not the [historical production].
The [discovered conventional resources] is an estimte based on
the technol ogy known today. It is inportant to keep in mnd, he
continued, that these fields have produced nuch nore oil than
had been thought possible; technology has done wonders and

prices have played a part as well. As technol ogy gets better
these portions of the pie wll grow, particularly for the
estimated 5.6 billion barrels of oil for discovered conventional
resour ces.
1: 45: 36 PM

MR. PULLIAM resunmed his presentation, discussing the |ocations
of undi scovered conventional oil resources [on the North Sl ope,
slide 6]. According to the U S. Geological Survey (USGS), he
reported, at $90 per barrel there are about 3 billion barrels of
econom cally recoverable oil on onshore state lands, 5.8 billion
barrels in the Beaufort Sea, almost 10 billion in the Chukchi
Sea, about 0.5 billion in the National Petroleum Reserve-Al aska
(NPR-A), and close to 10 billion in the Arctic National WIldlife
Refuge (ANWR), for a total of about 29 billion barrels. He
noted that $90 per barrel is a little less than the price of
today. He said the size of these fields is likely to be in the
range of 50 mllion barrels, which is a lot smaller than the
typical field producing on the North Slope today, but in line
with the nore recent discoveries that Alaska has had.
Responding to Co-Chair Feige, he explained that the columms on
slide 6 for "P95" and "P5" indicate probabilities. If all the
oil was found, P5 neans a 5 percent probability that there would
be nore than that amount of oil, and P95 neans a 95 percent
chance that there is nore than that vol une. For exanple, the
estimate for the Central North Slope is that there is a 95
percent chance of at least 2.8 billion barrels left and only a 5
percent chance of nore than 3.9 billion barrels left; however,
the nean in that range is about 3.4 billion barrels, which is a
pretty tight range.

1:47: 55 PM
REPRESENTATI VE TARR referred to slide 6 and inquired whether the

figures in the economcally recoverable colum are under HB 72
or under ACES.
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MR. PULLIAM replied he thinks this analysis was done under the
current |aw of ACES.

1: 48: 21 PM

MR. PULLIAM returning to his presentation, summarized the
unconventional oil resources [on Alaska's North Slope, slide 7].
Not rnuch is yet known about shale, he said. A [2012] USGS
report put the nean technically recoverable barrels at about 1

billion. 1t has not been shown to be econom c and that estimate
is very prelimnary. He noted that the early estinates by the
USGS of recoverable shale oil in the Lower 48 were nuch |ower
than what they have turned out to be and what is being thought
now. Regarding viscous and heavy oil, he said it is known there
is a lot of that oil in place, sonewhere in the range of 25
billion barrels, but the current estimate is that only 15
percent, 4-6 billion barrels, is economcally recoverable. He

reiterated that, historically, technology advances and allows
getting nore of that original oil out than was once thought, so
it would not be surprising to see that nunber i ncrease.

1:49: 54 PM

REPRESENTATI VE TARR observed that the estimated 5.5 billion
barrel s of unconventional oil resources depicted on slide 5 is
| ess than what is depicted on slide 7.

MR. PULLI AM responded slide 5 depicts the md-point of heavy
oil, whichis 3.6-5.6, plus the 1 billion for shale.

1: 50: 27 PM

MR. PULLIAM resumng his presentation, provided a history of
Al aska's production tax systemon the North Slope [slide 8]. He
said the state began with a gross system when oil first started
flowwng in 1977 at a nmaxinmum tax rate of 12.25 percent, which
was the highest rate in the country at the tine. The econonic
limt factor (ELF) was also introduced at that tine. In 1981
the maximum rate was increased to 15 percent, which was again
the highest rate in the country. New fields were given a 12.25
percent rate for the first 5 years of production. Modifications
to ELF occurred in the late 1980s. Not ruch happened between
then and 2003, at which tinme exploration credits [of 20-40

percent] were introduced. In 2005 the Prudhoe Bay fields were
aggregated for purposes of calculating ELF, which raised the
effective tax rate on the satellites around Prudhoe Bay. In
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2006, the petroleum profits tax (PPT) was introduced. The PPT,
[a net-based tax systen], was a fundanental shift from the gross
system which many at the tine recognized had sone real flaws,
one being the operation of ELF and how it reduced the tax rate
in areas where it was not really necessary. The other flaw was
that the gross system did not always align the economcs of the
producers with the economcs of the state and was thought to be
i nhi biting production, particularly high cost production.

1: 52: 34 PM

MR. PULLIAM continuing the history of Alaska' s production tax
system said the PPT, being a net-based tax system allowed the

deduction of operating and capital costs. The PPT legislation
as originally introduced had a 20 percent base rate with a 20
percent credit. During the course of the 2006 sessions, that

was ultimately changed to a 22.5 percent base rate with a 0.25
percent progressivity piece that kicked in when the net taxable
value was $40 per barrel, for a maxi mum conbined rate of 47.5
per cent . In 2007, PPT was anended to the current system under
Al aska's Clear and Equitable Share (ACES). Key differences
bet ween ACES and PPT were that the base rate was changed to 25
percent, the progressivity was increased to 0.4 percent and the
trigger point was dropped to $30. At over $92.50 net, the
progressivity flattens out to a 0.1 percent increase and the
maxi mum rate was increased to 75 percent, which is not reached
until very high prices. However, he pointed out, the 75 percent
nunber gets published and people associate that nunber wth
Al aska.

1:54: 14 PM

MR. PULLI AM noved to discussing the benchmarki ng done for Al aska
North Slope (ANS) activity and how it has behaved over the past
decade conpared to other areas [slide 10]. To control for
price, technology, and general economc conditions that inpact
activity, the North Slope activity was benchmarked agai nst ot her
producing areas in countries belonging to the Oganisation for
Econom ¢ Co-operation and Devel opnent (CECD). Since no two areas
are exactly alike, benchmarking |ooks at places that have as
much in comon as possible to allow for the nost neaningful

conpari sons. Areas used for benchmarking the North Slope
include the North Sea, the rest of the US and sone key
produci ng states, Canada, and Australia. These areas are
conparable to Alaska in that they have simlar political and
| egal structure and they all have significant prospectivity,
meaning there is a lot of oil left to find. However, the easy
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oil has been produced in all of these areas and what remains is
|argely high cost conventional and unconventional oil. Al so
common to these areas is that their resources are devel oped for
the nost part by the private sector, so the people |ooking for
and producing oil all respond to simlar types of incentives.

1: 56: 40 PM

MR. PULLI AM said the aspects |ooked at for the benchmarking were
crude [oil] production, capital spending, [petroleum sector]
enpl oynent, and drilling activity [slide 11]. Production on the
Al aska North Sl ope has declined to just over 40 percent of what
it was a decade ago. Capital spending on the North Slope
increased in the md-2000s and has renained fairly level for the
| ast 4-5 years. Enpl oynment in the North Sl ope petrol eum sector
i ncreased in about 2006, partly in response to corrosion events
and then the efforts to rebuild and renew nuch of the North
Slope facilities, particularly in the |egacy fields. Drilling
activity has declined as production has gone down.

1: 58: 19 PM

REPRESENTATI VE TARR inquired whether the 2006 increase in
petrol eum sector enploynent could have been related to either of
the two changes in the tax system

MR. PULLI AM answered the activity on the North Slope has been
largely related to facility renewal, and some of that may be
driven and aided by ACES. The increase in enploynment has not
seen a corresponding increase in drilling. There is a very real
need to update many of those old facilities on the North Slope
and ACES has been hel pful, and the state has provided a |ot of
t he funding for doing that.

1: 59: 46 PM

REPRESENTATI VE SEATON, in regard to benchmarking against OECD
countries, asked why not benchmark agai nst areas where industry
is investing, such as Russia, because where industry is putting
its capital would tell what is inportant to them

MR.  PULLIAM replied it wll be seen in comng slides that
industry is putting a significant anount of capital into all of
t hese OECD areas that the benchmarking is |ooking at. Regarding
Russia, a nice thing about the OECD areas is that a lot of
trustworthy data is available; outside of that it is harder to
find the same type and quality of information to do those
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compari sons. For all of the reasons sumarized on [slide 10],
such as simlarity of legal and political systenms, the OECD
areas | ooked at do provide a good benchmark w thout having to go
out si de of those areas, such as to Russi a.

2:01: 34 PM

MR.  PULLIAM continued his presentation, summarizing the four
activities for the benchmark areas [slides 12-15]. He noted
that the appendi x provides these sane conparisons in detail. He
said the North Sea (slide 12) is a good conparison to Al aska
because the two are alike in nmany ways. The North Sea was
di scovered and developed about the sane tine [as the North
Sl ope] . North Sea production has historically cone from |arge

fields and then smaller discoveries in and around those |arge
fields. The North Sea has experienced the sanme kind of decline
as has Al aska, being a mature basin in many areas, but yet wth

lots of oil still in the ground. The North Sea had the sane
pattern in capital spending as Alaska until the |ast few years
when capital spending increased in the North Sea. Drilling in

the North Sea declined then stabilized in the |ast few years.
2:03: 32 PM

CO- CHAIR SADDLER returned to the history of Alaska' s production
tax system on slide 8 and asked what the overall effective tax
rates were for ELF, ELF Il, and PPT so the comrittee can have a
basis for conparison of the take over those years.

MR. PULLI AM responded it changed over tine and was different for
each field, but said for 2005 he recalls an average tax rate of
about 10 percent; with the rate being higher at Prudhoe Bay,
| oner at Kuparuk River Unit, and lower at the other fields. In
further response, he confirmed that was on a gross basis and
that today Al aska would be at a 20 percent or nore tax rate on a
gross basi s. He agreed to calculate the gross tax rate for the
decades between 1977 and 2007 and provide that information to
the conmittee.

2:05: 01 PM

REPRESENTATI VE TUCK said it appears from research he has done
that the North Sea is naturally declining like Al aska. He
related that according to a recent news story in London's
Guardian, the North Sea's oil and gas reserves are running out
fast. Since conparisons of capital spending and drilling for
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the North Sea and Al aska are good ones, he inquired whether the
North Sea has reduced or reversed its production decline.

MR. PULLIAM answered the United Kingdom (UK) has targeted
several programs, one being the Brownfield A lowance, which is a
reduction in the tax rate for approved devel opment spending that
is designed to get additional barrels out of existing fields.
This would be |ike the Goss Revenue Exclusion (GRE). The
al l omance significantly inpacts the economcs for producers and
there has been a | ot of response fromthat.

2: 07: 03 PM
MR. PULLIAM returned to his presentation and reviewed the four

areas for the U 'S. excluding Alaska North Slope [slide 13].
Crude oil production has increased in the U S., as opposed to

Al aska's decline. Capital spending has increased in the U S
Moving to slide 14, he said an increase in production has also
occurred in Canada, much of that being from heavy oil in

Al berta, an exanple of technology and prices comng together to
allow this increased production. Turning to slide 15, he noted
that in Australia nuch of the activity in recent years has gone
from nostly producing oil to developing |iquefied natural gas
(LNG fromthat country's significant gas resources. He offered
to wal k through the details of these conparisons that are in the
appendi x with any comm ttee nmenber wi shing to do so.

2:08: 27 PM

MR. PULLI AM next provided a side-by-side conparison of crude oi
producti on between the Al aska North Slope, the rest of the U S

and OECD countries [slide 16]. He said he indexed the val ues
depicted on the graph to the 2003 level so as to put the
conpari sons on a conparable basis. In 2003, the North Slope

produced about 950,000 barrels a day; by 2012, the North Sl ope
produced a little over 500,000 barrels a day. During this sane
time period, production in the US. rose and overall the OECD
declined a Ilittle bit, although after going down the OECD
responded upward a bit as prices went up after the mddle part
of the decade. The U.S. increase has cone at the same tine as
prices have cone up and it has stayed high from 2008 forward.

2: 09: 54 PM
MR. PULLI AM then conpared capital spending [for exploration and

devel opnent] between the North Slope, the U S., and worldw de
[slide 17], saying he again indexed to 2003. From 2003-2006
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spending in Alaska and elsewhere in the world was pretty
simlar, rising at a simlar rate. But a big shift occurred in
2007 when spending in Alaska stayed relatively flat while the
rest of the world junped up as oil prices went up, including
Prudhoe prices. In 2008, Alaska had a little increase in
spending and the rest of the world had a bigger increase. In
2009, spending in Alaska, the US., and worldw de was back
together again as oil prices dropped dramatically. However, as
oil prices cane up and stayed high in 2010, 2011, and 2012,
Al aska's spending has stayed about the sanme while spending
el sewhere really expanded. He clarified this conparison is
limted to exploration and devel opnent spending for putting
assets in place to get the oil out of the ground; therefore, the
conpari son does not include spending to acquire conpanies.

2:11:17 PM

MR. PULLIAM noved to reviewing how the ACES tax calculation
wor ks, stating it is inportant to understand the differences
between ACES and HB 72 [slide 19]. He said ACES is a net tax,
with the tax calculated on the net value of taxable production.
Taxabl e production is total production mnus the royalties. The
net value that is taxed is the gross wellhead value, which is
the West Coast price mnus transportation, mnus the cost of
producti on. Costs of production are the operating and capita
costs necessary to pull the oil out of the ground. The base
rate under ACES is 25 percent and this rate applies across the
price spectrum Additionally, ACES has a progressive rate: as
the taxable value of the oil rises over $30 per barrel, an
additional 0.4 percent of tax is added for each dollar [of
i ncrease] . Another way to think of the progressive tax is to
add 4 percent for every $10 increase. Once the price is over
$92.50 per barrel, the rate beconmes 1 percent for every $10.
For exanple, at a production tax value of $100 per barrel, which
is roughly a Wst Coast ANS price of $135 per barrel, the base
rate is 25 percent, plus a progressive rate tax of 25.75

percent, for a total tax rate of 50.75 percent. In addition to
the tax, ACES provides a 20 percent credit, taken over 2 years,
against the tax obligation. Smal | producers have a credit of
$12 mllion per vyear that is phased out as a producer's
production increases over 50,000 barrels per day. The state

purchases the credits and net operation |osses (NOLs) from those
conpani es that have no tax obligation - purchasing 45 percent of
capital expenditures and 25 percent of operating expenditures.
The mmjority of expense for nost exploration and devel opnent
conpanies is capital related, he noted.
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2:14: 30 PM

MR. PULLI AM next reviewed the nechanics for calculating the tax
under ACES and the effective tax rate after credits for 50
mllion barrels of production at three Wst Coast ANS price
scenari o0s: $80, $100, and $120 per barrel [slide 20]. At a
transportation cost of $10 per barrel, the well head val ue woul d
be $70, $90, and $110, respectively. At operating costs of $15
per barrel and capital costs of $15 per barrel, the taxable
val ue would be $40, $60, and $80, respectively. The ACES base
tax rate for all three prices is 25 percent. The progressive
tax rate (on the taxable value over the trigger price of $30 per
barrel) is 4 percent at the price of $80, 12 percent at $100
and 20 percent at $120. [The total tax rate is 29 percent at an
ANS price of $80, 37 percent at $100, 45 percent at $120.] The
total wellhead value is calculated by nultiplying the well head
value per barrel tinmes the production volune of 50 mllion

barrel s. The total operating and capital expenditures are
calculated by multiplying these per barrel costs tinmes the
production volume of 50 mllion barrels. The total production

tax value is calculated by subtracting the total operating and
total capital expenditures from the total wellhead val ue. The
production tax before credits is calculated by nultiplying the
production tax value tinmes the [total] tax rate. The production
tax after credits is calculated by subtracting the capital
credit (20 percent tinmes the capital expenditures) from the
production tax before credits. He noted the deduction happens
over a 2-year period, but for sinplicity in the exanple he is
showing it all in one colum. The production tax after credits
is thus $430 nmillion at a price of $80, $960 million at $100
and $1.65 billion at $120, for an effective tax rate after
credits of [21.5] percent, 32 percent, and [41.3] percent,
respectively.

2:17:36 PM

REPRESENTATI VE TUCK surmi sed taxable value is the sanme thing as
profit.

MR. PULLI AM concurred taxable value is a proxy for profit.
REPRESENTATI VE TUCK concluded that at a price of $120 per
barrel, making $80 in profit, a conpany could spend $20 per

barrel nore on capital expenditures within the state of Al aska
and drop itself to [$60 in profit] per barrel.
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MR. PULLIAM concurred, saying he wll show this in a later
sli de.

REPRESENTATI VE TUCK further concluded that by investing back
into Al aska, a conpany can significantly reduce its taxation by
8 percent or nore.

MR. PULLIAM confirmed a conpany can buy down the tax rate by
spendi ng nore in Al aska.

2:18: 39 PM

REPRESENTATI VE SEATON inquired whether the credit, taken over
two years, is applied to the tax liability as well.

MR. PULLIAM replied the tax liability in a given year is going
to be based on half of a conpany's capital spending from prior
year plus half of the conpany's capital spending from the
current year. In the exanple on slide 20, he is assumng the
putting of those two together, which ambunts to $15 a barrel
over the current production, so the conpany's credit would be
cal cul ated that way.

2:19:39 PM

MR. PULLI AM resuned his presentation, noving to the calculation
of tax under ACES at a West Coast ANS price of $100 per barre
and varying costs [slide 21]. At [a constant transportation
cost of $10 per barrel] and conbined operating and capital costs
of [$20, $35, and $50] per barrel, the effective tax rate after
credits is [38.1 percent, 29.5 percent, and 19 percent,
respectivel y]. At a West Coast ANS price of $80 per barrel
[slide 22], and the sane aforenmentioned costs of $20, $35, and
$50, the respective effective tax rates after credits are [29
percent, 18.4 percent, and 5 percent].

2:21:11 PM

MR,  PULLIAM denonstrated the inpact of additional [capital]
spendi ng on the tax obligation under ACES using an exanple of 50
mllion barrels of annual taxable production at an initial
expenditure of $1.5 billion plus an additional expenditure of
$250 million [slide 23]. At a Wst Coast ANS price of $80, the
t axabl e val uabl e before that additional expenditure is $40. The
additional expenditure of $250 million ambunts to $5 per barre
of production, reducing the taxable value from $40 to $35. The
tax rate before that additional expenditure is 29 percent, which
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is the 25 percent base rate plus 4 percent progressivity. The
tax rate after that additional expenditure drops from 29 percent
to 27 percent because the $5 in additional expenditure reduces
the taxable value from $40 to $35, which reduces the tax rate

The production tax would then be calculated based on the [27]
percent and the $35 tax value, so a lower tax rate applied to a
| ower taxable value after the expenditure. Thus, a $250 nillion
additional expenditure reduces the tax obligation at $80 per
barrel by about $157 million, a 63 percent reduction; 20 percent
of that is due to the credits and 43 percent is due to the
change in tax obligation prior to the credits. That reduction
increases as the price per barrel increases: at $120 per barrel
the total reduction in taxes after credits rises to $237
mllion. Thus, the credit remains the sane, the spending
remains the sane, but at higher prices the anobunt of the tax
reduction for a given spending gets nuch higher. At $120 per
barrel the tax obligation is reduced by 95 percent.

2:24: 48 PM

CO CHAIR FEI GE conmented "not a bad deal” and asked whether the
spendi ng under ACES leads directly to nore production or is
bei ng spent on production.

MR.  PULLIAM responded it does not have to be spent on
production, as long as it is a capital expenditure it qualifies
for the credit. An operating expenditure also still qualifies,
but would not get the 20 percent. So, the buy-down effect stil
applies whether it is an operating or capital expenditure, but
the additional credits come in for the capital expenditure.

CO CHAIR FEI GE understood the nobney the state has been giving
away to conpanies for credits and reduction in taxes has not
resulted in any further oil for the state to tax down the road.

VR. PULLI AM answered the industry in general is making
investnments both in drilling and a lot in facilities. He said
he thinks industry would argue that those investnents are all
necessary to support production today and in the future.
However, he continued, the state is providing a significant
pi ece of that spending.

2:26:14 PM
REPRESENTATI VE TARR i nquired whether this sane nodeling could be

done for a West Coast ANS price of $60 since that was the
approximate price in 2009.
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MR. PULLI AM agreed to do so.
2:26: 32 PM

REPRESENTATI VE TUCK understood the lower tax rate is based on
the lower tax value. He related that industry talks quite a bit
about lucrative in-field projects. observing from the chart on
slide 23 that at a price of $80 per barrel, an expenditure
increase of 17 percent reduces the taxation by as nuch as 63
percent, he asked why nore oil is not being produced.

MR. PULLI AM replied people thought this would be a big incentive
when ACES was being put together, but forthcomng slides wll
show why this is maybe not the case.

2:27: 37 PM

MR.  PULLIAM continued his presentation, turning to a graph
[slide 24] excerpted from PFC Energy's 1/31/13 presentation to
the Senate Special Conmmttee TAPS Throughput, which depicts
estimates of capital and operating expense on a per barrel basis
[for projects in Texas, Louisiana, North Dakota, and Al aska].
He noted that the bar depicting capital costs of about $16 for
new light oil in Alaska is pretty consistent wth what he used
in his work for this presentation. The bars for capital costs
for md-high cost developnment and high cost developnment in
Al aska depict about [$25] and $34 per barrel, respectively.

2:28: 46 PM

MR.  PULLIAM next reviewed the effective tax rates for new
devel opnment by an incunbent producer with a |arge anount of
production typical of the legacy fields [slide 25]. For [|ight
conventional oil at a Wst Coast ANS price of $70 per barrel and
a cost of $16 per barrel, the tax rate after credits is 20
percent on the additional production value; the tax rate after
credits rises to about 50 percent at a price of $140. For high-
cost light oil at a cost of $34, the effective tax rate, or
additional taxes paid on that new production, is negative unti
the price rises above $90 per barrel. Another way of |ooking at
it is that at lower prices the state's tax revenues fall if the
producer nakes this investnent. Taxes for high cost |ight oi
do not increase until the price per barrel is over $90, [rising
from -40 percent effective tax rate at a price of $80 to 40
percent effective tax rate at a price of $140].
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2:30:42 PM

REPRESENTATI VE SEATON understood that high cost light oil would
be at a base case limtation of 25 percent of profit.

MR. PULLI AM confirmed 25 percent would be the base, but pointed
out that the aforenmentioned is additive to a producer's existing
production. These areas are going to be places where a producer
will be in a progressivity |level anyway, so adding this higher
cost oil wIll reduce a producer's progressivity and give a
producer credits to apply against that even if the producer is
in a base case.

2:31: 57 PM

REPRESENTATI VE SEATON requested an explanation of the mnus
per cent ages shown on the graph for the effective tax rate [slide
25], given there is a 25 percent base case and a producer gets
credits and deducti ons.

MR. PULLI AM expl ai ned the graph is showing the additional tax
that the incunbent would pay as a percentage of the value of the
oil that the conpany is developing, so that production tax
val ue. The additional tax is actually negative in these cases
of high cost and | ow price.

2:33: 04 PM

REPRESENTATI VE SEATON presuned if the tax is negative it means
t he conpany is getting noney.

MR. PULLIAM replied the conpany is not getting a refund, just
paying |l ess in taxes.

REPRESENTATI VE SEATON understood, then, that a negative tax
means the conpany is paying less in taxes than it would be
ot herwi se. So, not only does the conpany have the value of the
oil, but it gets to reduce the tax on the rest of its oil.

MR. PULLIAM confirmed it is comng that way and through the

credits provided by the state. He posed a scenario in which a
conpany starting with a tax obligation of $1 billion nakes this
investment and reduces its total tax to $900 mllion. Thus,

this conpany's taxes have gone down, the value of the oil that
has been produced has gone up.
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REPRESENTATI VE SEATON concluded that the negative 1is very
positive to the conpany because it is getting the value of the
oil plus reducing its taxes on all its other oil, neaning the
conpany has a ot nore noney in its pocket.

MR PULLI AM answered correct.
2:34: 21 PM

REPRESENTATI VE P. WLSON surm sed the conpanies have therefore
been receiving credits for maintenance costs that they would
have had to do anyway.

MR. PULLI AM replied, "Yes, those investnents needed to be nade
anyway. "

2:34: 59 PM

CO- CHAIR SADDLER requested further explanation on how to read
the graph on slide 25.

MR. PULLI AM posed a scenario to explain: A conpany starts out
owing $1 billion in taxes. It invests in new production. After
maki ng this investnment in new production, the conmpany's tax bill
goes down to $900 million. The conpany has saved $100 mllion
in taxes, but the value of that new production is positive. The
graphs shows, as a percentage, the increnental tax generated
fromthis new production. The tax is a percentage of the val ue
of that new production. I f a conpany's tax goes down, then the
rate is negative. In further response, he agreed to neet wth
Co-Chair Saddler later for additional explanation.

2:36: 19 PM

MR.  PULLIAM resunmed his presentation, noving to analysis of
investrments in Al aska under ACES relative to investnents in the
North Sea, Canada oil sands, and the Lower 48's Eagle Ford and
Bakken. Displaying a graph depicting the production profiles of
these five areas [slide 27], he noted that production for Al aska
and the North Sea |ook simlar: conventional plays that reach
peak production in the first few years and then decline over
time, wth a long tine period between making an investnent to
initial production. However, the Bakken and Eagle Ford, where
much activity is currently being seen, are different: very high
production at the outset that falls off very quickly, with a
very short time period between making an investnment to initial
producti on. The difference in the tinme period between

HOUSE RES COW TTEE -27- February 13, 2013



investment and initial production is inportant in how the
econoni cs conpare, he expl ai ned.

2:37:45 PM

MR. PULLIAM in response to Representative Tuck, said that wells
in the Eagle Ford and the Bakken can be drilled very quickly,
getting to production very quickly.

2:37:56 PM

REPRESENTATI VE TUCK inquired whether the reason for that is the
seasons and being unable to drill in Al aska year round.

MR. PULLI AM responded it is the seasons, the facilities, and the
availability of the types of rigs. 1In the Lower 48, nuch of the
equi pnent is interchangeable, which is not the case in Al aska.

REPRESENTATI VE TUCK concl uded that when |ooking at what to do
going forward, it nust be considered that Alaska has a |onger
time period conpared to these other investnent scenarios that
are being | ooked at.

MR. PULLI AM answered that is the case relative to the Lower 48,
but less so for the North Sea.

2:38:45 PM

MR. PULLIAM returned to his presentation, noting that the
investnment netrics used in the analysis of how Al aska's tax
system stacks up relative to el sewhere included: net present
val ue (NPV) i nt ernal rate of return (IRR), cash
generation/margin, profitability index, and government take, as
well as the net present value of the state's revenues [slide
28] . Information for these nmetrics is collapsed into the chart
depicted on slide 29, he continued, and details of the
information can be found in the appendi x. Information for
Al aska is located to the left side of the vertical line in the
chart and information for all of the other areas is to the right
of the vertical Iine. Each netric was analyzed at three West
Coast ANS prices: $80, $100, and $120 per barrel. The nunbers
in the top line of the chart reflect the net present value (NPV)
of the investnment to a producer. He explained that NPV is the
taking of all future positive and negative cash flows and
bringing them back to today at the industry's standard di scount
rate of 12 percent. At $80 per barrel, developnent of 50
mllion barrels [of |ight conventional oil] in Al aska would have
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a net present value of $2.55 to a new participant and [$3.71] to

an incunbent. The NPV is higher to an incunbent because of the
buy-down effect in progressivity, which a new participant does
not have. Devel opnent of 50 million barrels of heavy high cost

oil at $80 per barrel in Alaska [has an NPV of mnus $4.51 for a
new participant and mnus $2.43 for an incunbent], so it does
not pencil out and would not be undertaken at this price. At a
price of $100 and $120 [the NPV for a new participant is mnus
$2.45 and minus $1.09, respectively; for an incunbent the NPV is
positive $2.48 and positive $6.53, respectively]. However ,
these positive NPVs for the incunbent producer under ACES cone
at a cost to the State of Alaska [of $7.81 at a price of $100,
and a cost of $4.31 at a price of $120].

2:42:55 PM

MR. PULLI AM then drew attention to the NPV figures on the chart
for the Eagle Ford, Bakken, Canada oil sands, Norway, and the
UK. He noted the UK has two different tax rates, one for pre-
1993 fields and a lower one for fields brought into production

post - 1993. At $80 per barrel, the NPV of a post-1993 UK
devel opment is $2.41, fairly equivalent to that of a new
participant in Alaska for light oil. The UK s recently
i mpl enent ed Brownfield Al | owance greatly i ncreases t he

attractiveness of investnent, with the NPV rising to $4.62 at a
price of $80. At a price of $100 for light oil, Al aska projects
do not stack up as well for a new participant as conpared to the
benchmark areas; for an incunbent participant the projects are
nore in line with the other areas but not as attractive as the
UK brownfi el d. At a price of $100 for heavy oil, the NPV of
$2.48 for an incunbent in Al aska does not |ook so attractive
when conpared to that of the other areas. So, while ACES
increases the attractiveness of heavy oil in Al aska, it does not
pencil out when an incunbent I|ooks at what 1is available
el sewhere at a price |evel of $100.

2:45: 26 PM

MR. PULLIAM still referencing the chart on slide 29, he further
noted that the profitability index, internal rate of return,
cash margi ns, and governnent take are other inportant things the
producers | ook at when naking investnents. The takeaway from
the chart is that the econom cs are probably not yet quite right
for Al aska heavy oil. For light oil, the econom cs under ACES
are not great relative to opportunities elsewhere, particularly
for new participants. Beside |ow NPVs, the cash margins for

both new and incunbent participants in A aska are not generally
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as attractive as el sewhere. Additionally, Al aska' s governnent
take is fairly high, particularly for a new participant. For
soneone wondering why Al aska does not have nore activity and
nore conpani es participating, he would suggest that Al aska does
not | ook attractive relative to much of the rest of the world.

2:47:16 PM

MR. PULLIAM in response to Representative Tarr, confirnmed that
the governnent take depicted on slide 29 includes the top
federal tax rate of 35 percent.

REPRESENTATI VE TARR requested M. Pulliam to provide exanples of
how a producer could affect its federal tax rate based on its
i nvestments in Al aska.

MR. PULLIAM replied he could break down the take by state and
federal, but advised that it is irrelevant from the investors'
standpoi nt because the investors are interested in what they
wll walk away wth. Al aska has no control over what that
federal rate is. Wile it is true that tax paid to the state is
deductible from the federal tax, the investor does not care
where it is going when it is going soneplace besides the
i nvestor's pocket.

2:48:28 PM

REPRESENTATI VE  SEATON understood the aforenentioned chart
enconpasses every kind of tax, including Al aska's 9.4 percent
corporate inconme tax. He pointed out, however, that a conpany's
effective corporate incone tax rate could be 6.6 percent.

MR. PULLI AM responded he used 6.5 percent in the analysis, given
that is closer to what the conpanies effectively pay.

REPRESENTATI VE SEATON presuned the [state/nmunicipal NPV] is not
i ncluded [for the benchmark areas] because it is included within
t he percent of governnent take.

MR. PULLIAM confirmed it is in the total governnment take. He
said he included the state/municipal NPV for Alaska so it could
be seen how Al aska's system works for the state.

REPRESENTATI VE SEATON inquired whether private royalties are

included in the governnent take section for the Eagle Ford and
Bakken areas.
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MR. PULLI AM confirmed the government take is generically used
for all royalties and taxes, and said it is correct that in the
Eagle Ford and Bakken areas nost of the production is from
private |l ands and subject to private royalties.

2:50: 22 PM

MR. PULLI AM continued his presentation, stating that even under
ACES the economcs of high cost heavy oil devel opnent are not
yet quite right [slide 30]. Referring to the top left chart on
the slide, he said that as prices clinb above $90 the net
present value for an incunbent is positive under ACES, rising to
nearly $8 per barrel and then tapering off. But for the state
(bottom |l eft chart), the NPV is negative as a result of the buy-
dowmn and a result of the credits going out. He said he
therefore looked to see if there was a system the state could
put in place that would help nake that a better deal. He found
that even if the state had no taxes and no credits the NPV for
hi gh cost heavy oil is still not very attractive until very high
price |evels. However, he qualified, that is for today; it
could be different in the future as technology advances nmaking
it cheaper and easier to get at heavy oil. But, right now, even
a no-tax system probably would not bring on sone of that heavy
oil. Moving to slide 31, M. Pulliam noted that the econom cs
for high cost light oil developnent are a little bit better than
for heavy oil, but still not yet quite ripe even with no taxes.
The state could pay conpanies to produce by giving credits, but
that nmay not be sonething the state wants to be doi ng.

2:53: 19 PM

MR. PULLI AM next | ooked at projected cash generation from other
jurisdictions and ongoing North Slope production under ACES,
based on the Departnment of Revenue's production forecast for the
period 2017-2021 [slide 32]. He explained the chart depicts
what woul d happen if investnent was made today to bring on this
producti on. As the price of oil goes up, the cash generation
under ACES is not as attractive as it is in [Canada, Eagle Ford,
Bakken, Norway, and the UK]. This is a result of Al aska' s cost
structure and the progressivity, he said.

2:54:14 PM

REPRESENTATI VE SEATON asked whether the line on the chart for
ACES assunes no buy-down on the tax rate by re-investnent
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MR. PULLIAM answered there is sone buy-down going on in the
depiction because it assunes a continued |evel of investnent and
operating cost in Alaska and the advancing of new investnents
coming on. The line depicting ACES is done as an overall slope
nunber, so it assunes a projection of the new investnents that
are going to be taking place in this tinme period.

2:55: 02 PM

REPRESENTATI VE SEATON said the current system was designed to
stimul ate investnent because prior to PPT and ACES there was not
the level of investnent that Al aska wanted to see. He said he
i s asking whether the analysis was done |ooking at investnent in
the status quo or looking at a stinmulation of investnent. If it
considered stimulation in investnent then it would al so include
the corresponding credits the state is paying out. G ven the
state is paying out a billion dollars in credits per year, he
mai nt ai ned that increased investnment appears to be happeni ng.

MR. PULLIAM clarified that [slide 32] is for the producers, not
the State of Al aska. The graph |ooks at the cash that producers
woul d expect to take out of Alaska assuming all of that activity
occurs, so it does assunme credits in there as well. Thi s goes
to Representative Tuck's question, he said. Wiy is Al aska not
getting what was hoped for out of the ACES systenf? He suggested
one reason is that when conpanies |look at their Al aska

operations, they see what is shown on this chart - Al aska does
not generate a lot of cash relative to what the conpany can do
el sewher e. That is an inportant aspect for conpanies that are

looking to pay shareholders and to provide funds for
rei nvest ment, he stressed.

2:57: 08 PM

CO CHAIR SADDLER asked whether the cash mnmargin per barre
depicted on the graph is the same as profit per barrel.

MR. PULLI AM responded it is different than profit; it is the

anmount of cash that the producer gets. It is profit wth
depreci ati on added back in, which is an expense against profit
and which is not an outflow of cash. It is a deduction when

cal cul ating a conpany's accounting profit. \Wen |ooking at what
a conpany's cash flowis, that deduction is added back in.

2:57: 46 PM
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REPRESENTATI VE SEATON returned to slide 29 and observed the 5-
year cash margins for new and incunbent producers in Al aska
conpared to the Eagle Ford. He asked why the cash margins
depicted on the chart on slide 32 are |ower than the nunbers
shown on slide 29.

MR. PULLI AM answered that the slides are two different pieces of
analysis. The table on slide 29 |ooks at the economics of a new
investnent; it |ooks at just that investnent on a stand-al one

The graph on slide 32 |ooks at cash flow for the whole North
Slope for this [sane tinme period of 2017-2021], so it is nore
than just the new investnent and is across all operations - both
ongoing and new. In further response, he said the difference in
the two is that [slide 29] is for a single investnent whereas
[slide 32] is the cash flow for all ongoing operations so there
is nelding that is going on. He agreed to provide further
expl anation to Representative Seaton at a later tine.

3:01:47 PM
CO-CHAIR FEI GE announced the conmmittee would stand in recess

until 3:30 p.m [HB 72 was taken up again at 7:49 p.m this
same day. ]

3:35:14 PM

CO- CHAIR SADDLER reconvened the House Resources Standing
Comm ttee neeting. Represent ati ves Hawker, Seaton, P. W]Ison,
O son, Feige, and Saddler were present at the call back to
or der. Representatives Johnson, Tarr, and Tuck arrived after
the call back to order. Representative Chenault was also
present .

HB  4-1 N-STATE GASLI NE DEVELOPMENT CORP

3:35:27 PM

CO CHAI R SADDLER announced that the next order of business would
be SPONSOR SUBSTI TUTE FOR HOUSE BILL NO 4, "An Act relating to
the Al aska Gasline Devel opnent Corporation; making the Al aska
Gasline Devel opnment Corporation, a subsidiary of the Al aska
Housi ng Finance Corporation, an independent public corporation
of the state; establishing and relating to the in-state natura
gas pipeline fund; nmaking certain information provided to or by
the Al aska Gasline Devel opnent Corporation and its subsidiaries
exenpt from inspection as a public record; relating to the Joint
In-State Gasline Developnent Team relating to the Al aska
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Housi ng Finance Corporation; relating to the price of the
state's royalty gas for certain contracts; relating to judicia
review of a right-of-way |ease or an action or decision related
to the devel opment or construction of an oil or gas pipeline on
state land; relating to the lease of a right-of-way for a gas
pi peline transportation corridor, including a corridor for a
natural gas pipeline that is a contract carrier; relating to the
cost of natural resources, permts, and |eases provided to the
Al aska Gasline Devel opnment Corporation; relating to procurenent
by the Alaska Gasline Devel opnent Corporation; relating to the
review by the Regulatory Conm ssion of Alaska of natural gas
transportation contracts; relating to the regulation by the
Regul atory Commi ssion of Alaska of an in-state natural gas
pi peline project developed by the Al aska Gasline Devel opnent
Corporation; relating to the regulation by the Regulatory
Comm ssion of Alaska of an in-state natural gas pipeline that
provi des transportation by contract carriage; relating to the
Al aska Natural Gas Developrent Authority; relating to the
procurenent of certain services by the Al aska Natural Gas
Devel opment Authority; exenpting property of a project devel oped
by the Al aska GGasline Developnent Corporation from property
taxes before the comencenent of commercial operations; and
providing for an effective date."

3:36: 06 PM

RENA DELBRI DGE, Staff, Representative M ke Hawker, Alaska State
Legi slature, continued her sectional analysis of SSHB 4 on
behal f of the joint prine sponsors, Representatives Chenault and
Hawker . She said SSHB 4 proposes a regulatory framewrk and
hi ghli ghted reasons why the state regul ates. The | egislature
decides if sonething should be regulated, how it should it be
regul ated, and who should regulate it, she explained. Generally
speaking, the legislature has delegated that regulation to the
Regul atory Comm ssion of Alaska (RCA) for public utilities in
the state and for oil and gas pipelines. There are overall good
reasons to regulate sonmething that provides a service to people,
especially when there is little conpetition to provide that
service. Thus, regulation protects the provider of the service,
the consuners of the service, and nenbers of the public when the
public has a benefit fromthat service.

3:37:55 PM
M5. DELBRIDGE pointed out the particular things the RCA does

when regul ating. The RCA certifies that soneone wanting to
provide a service is qualified to do so. The RCA ensures that a
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provi der offers safe, adequate services and facilities, and that
those services are provided at reasonable rates, terns, and
condi tions. The RCA also ensures that while providing for
reasonable rates, the service provider has an opportunity to
make a reasonable rate of return on its investnment in providing
t hat service. The RCA |ooks out for people needing access to
that service by ensuring there is not undue discrimnation in
charges and in services. The RCA ensures that the carrier has
enough financial ability to provide the service it is asking to
provi de. The RCA further provides a structure through
regul ation so the carrier can set out contract ternms and provide
changes to those terns as circunstances change over tine.

3:38: 54 PM

M5. DELBRI DGE rem nded nenbers of the need for an Al aska Gasline
Devel opment Corporation (AGDC) pipeline to operate as a contract
carrier. Al aska currently has no regulatory franmework for an
in-state gas pipeline that operates as a contract carrier. Thus
SSHB 4 creates that framework, essentially giving the RCA a new
class of pipelines to regulate - contract carrier gas pipelines.
This proposed regulatory structure applies to any contract
carrier gas pipeline, not just AGC, and applies only to gas,
not oil, pipelines. This proposed regulatory structure does not
apply to a pipeline that falls within a federal regulatory
jurisdiction, such as that of the Federal Energy Regulatory

Comm ssion (FERC). Further, a pipeline regulated under this new
contract carrier chapter is exenpt from regulation under other
regul atory chapters. Also included in SSHB 4 are housekeeping

sections needed by the RCA in the chapters under which it
regul ates. These tell the RCA it can do the regulating job the
| egislature has told it to do, such as appointing panels to hear
matters and including in an annual report its regulatory
activities under a given chapter.

3:40: 32 PM

M5. DELBRIDGE directed attention to the new regulatory structure
specifically proposed by SSHB 4, starting with Section 29, page
38, through the end of Section 33, page 51. She related that
over the past year and a half, the sponsors worked closely with
AGDC and with the Departnment of Law attorneys assigned to the
RCA to structure this framework. She related that the RCA told
the sponsors it was very inportant to be clear in how the
| egislature would like it to regulate and to then give the RCA
the direction and authority to carry out that regulation. This
section is not perfect, she said. The sponsors are stil
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talking with attorneys assigned to the RCA and wth
adm nistration to ensure the appropriate accountability
included in the bill to protect all parties involved.

3:41: 53 PM

V5. DELBRI DGE revi ewed the provisions of SSHB 4 that enpower
paraphrasing from the sectional anal ysis [original
punct uati on provided]:

RCA,

Section 29 (RCA, conform ng), anends AS 42.04.080(a),
Public Wilities and Carriers and Energy Prograns,
Regul atory  Commi ssion  of Al aska, Deci si on- maki ng
procedures, to allow the RCA to appoint a panel for
heari ng matters under the new 42. 08.

The RCA needs the statutory authority to appoint a
panel and hear a nmatter that cones before them under
one of two existing regulatory statutes. This adds the
new regul atory chapter created in HB 4, 42.08, to that
statutory direction, so the RCA will be able to act on
matters that come up under the new regul atory chapter

Section 30 (RCA review of public utility contracts),
amends AS 42.05, Public Uilities and Carriers and
Energy Prograns, Alaska Public Utilities Regulatory
Act, by adding a new section related to RCA review of
contracts entered into by a public utility wth AGC
for transportation or for contracts public utilities
sign to purchase gas or store gas transported on an
instate natural gas pipeline regulated under 42.08.
Public wutility contracts with AGC my include a
covenant for public utilities to collect rates
sufficient to neet contractual obligations. Contracts
to buy or store gas to be shipped on an instate
natural gas pipeline regulated under 42.08 nust be
subnmitted to the RCA before they take effect. The RCA
has 180 days to disapprove contracts as presented or,
if contracts are found not just or reasonable, to
di sapprove the contracts. Contracts approved are not
subject to further RCA review. The RCA may extend the
180 day review period if a public utility fails to
provi de supplenental information that is available to
the public utility.

This section provides an interface between regulation
of public wutilities, and regulation of a contract
carrier natural gas pipeline. If the RCA approves a

t he
is

t he
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contract involving a utility and the pipeline carrier,

the utility has assurances that it wll be able to
recover its costs in rates charged to utility
cust oners.

Section 31 (RCA conformng) anmends AS 42.05.711,
Public Uilities and Carriers and Energy Prograns,
Al aska Public Uilities Regulatory Act, Exenptions, to
exenpt a pipeline subject to regulation under 42.08
fromregul ati on under 42.05.

Section 32 (RCA conformng) anends AS 42.06, Public
Uilities and Carriers and Energy Prograns, Pipeline
Act, by adding a new section to article 7 exenpting a
pipeline subject to regulation wunder 42.08 from
regul ati on under 42.06.

3:42: 23 PM

M5. DELBRIDGE el aborated on Section 30, explaining that the
provisions are |like a pre-approval process, which nore and nore
utilities are shifting towards. For exanple, when enbarking on
its extensive Southcentral Al aska power project, Chugach
El ectric Association, Inc. sought pre-approval from the RCA for
that expenditure so the utility would know the noney it invested
in these upgrades and new facilities would be "certified" as
things the RCA knew needed to happen and that the utility could
pass on [to consuners]. Simlar to this was the Cook Inlet
Nat ural Gas Storage Al aska, LLC (CINGSA) facility, where the RCA
essentially granted utilities pre-approval so they would know
that if they paid for storage the expense could be passed on to
CONSUNers. Under Section 30 a contract between a utility and
AGDC can include a covenant that the public utility will be able
to recover its costs in the rates charged to consuners. This is
a good backstop for protecting consunmers, as well as protecting
the electric and gas utilities that wll hopefully be
participating in this pipeline.

3:45: 00 PM

REPRESENTATI VE TUCK inquired whether this proposed structure is
identical to an existing gas utility.

M5. DELBRIDGE replied the structure is very different. The RCA
currently regulates gas or other public wutilities wunder AS
42.05, Public Uility Regulation. The RCA can also regulate
pi pel i nes under AS 42.06, the Pipeline Act, which addresses oil
pi pelines or common carrier pipelines. Thus, SSHB 4 creates AS
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42.08 for contract carrier in-state gas pipelines. Section 30
of the bill is the interface between this new structure and the
way the RCA already regulates public utilities for tariff rates
that can be passed on to consuners.

3:46: 01 PM

REPRESENTATI VE TUCK posed a scenario in which ENSTAR purchases
gas froma supplier that is shipping on this pipeline. He asked
whet her RCA will have jurisdiction over this purchase.

MS. DELBRI DGE responded the RCA will have jurisdiction over all
shi pping contracts on the AGDC pipeline. | f ENSTAR procures a
supply of gas from a producer in Cook Inlet, the RCA does not
necessarily have to approve that supply contract, but the RCA
does approve the second part where ENSTAR gets the gas to its
cust oners. When, in delivering gas to its utility customers,
ENSTAR | ooks to recover its costs of getting the gas in the
first place, the RCA nust go by the best information that ENSTAR
and the producer had a reasonable agreenent for that. ENSTAR
m ght ship gas on the pipeline or it mght buy gas that was
shi pped by soneone else on the pipeline, so its contract m ght
not be with AGC for shiprment. However, if ENSTAR has a rel ated
contract, SSHB 4 allows another |evel of RCA review of those
contracts so the utility has assurance that it will be able to
cover those costs l|ater.

3:47: 46 PM

REPRESENTATI VE SEATON charged that the RCA's gas distribution
regulation is not at all transparent. He said the RCA does not
seek to |limt costs and nmany tines the tariffs are agreed to by
stipulation, thereby preventing the public from getting the
background information from the RCA Two cities he is dealing
with are having this problem with gas distribution systens, he
rel at ed. Two years ago there was $1.21 in unallocated | abor
costs per foot of line being put in, which increased to $21.00
the next year, but backup and justification information cannot
be accessed because the tariff was adopted by stipul ation. He
urged a provision be put into SSHB 4 requiring that background
information for stipulated tariffs be made publically avail able
and maintained by the RCA Rat her than regulating and | ooking
at the costs as it is supposed to do, the RCA acts like an
adj udi catory authority. When one utility is objected to by
another, the lawers argue it out in front of the RCA and the
RCA nmekes a decision, but all the background material then
becones confidential and is held by those separate conpanies.
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He said he wants to ensure that this same systemis not put in
place [under SSHB 4] because it is a way for data that is
supposed to be public to be hidden by the RCA process. G ven
SSHB 4 is a work in progress, it mnust be ensured going forward
that if the public has questions about those contracts or
distribution of that gas there is a way to find it. Cl ear
criteria nust be developed that things nust be naintained
transparently in the new RCA regul ati ons.

3:51: 24 PM

REPRESENTATI VE OLSON inquired whether anyone from the RCA is
onl i ne.

CO CHAIR SADDLER replied there is not today but the plan is to
have soneone fromthe RCA talk to the conmttee at sone point.

MS. DELBRI DGE stated the Departnent of Law attorney for the RCA
Stuart Goering, is following the hearings and paying close
attention, and would be glad to answer questions at the
appropriate tine.

3:52:15 PM

M5. DELBRI DGE, continuing the sectional analysis, explained that
Section 33 lays out the new structure for regulating an in-state
natural gas pipeline. She paraphrased from the sectiona
anal ysis [original punctuation provided]:

Section 33 (RCA natural gas pipeline contract carrier)
adds a new chapter to AS 42, Public Wilities and
Carriers and Energy Prograns, to create Chapter 08,
In-state Pipeline Contract Carrier. Chapter 08 applies
to an instate natural gas pipeline providing contract
carriage, and exenpts an in-state natural gas pipeline
subj ect exclusively to federal jurisdiction.

House Bill 4 provides for a new category of gas
pi peline carriage, contract carriage, and includes a
new regulatory framework for a contract carrier gas
pi peline. The new 42.08 is a shift from traditiona
cost-based regulation, and directs the Regulatory
Conmi ssion of Alaska to instead evaluate whether
negotiated contracts are fair and reasonable. Checks
and bal ances are included to set basic rules ensuring
fair and open processes; to pronote exploration and
devel opnent of Alaska’s gas basins; to protect the

HOUSE RES COW TTEE - 39- February 13, 2013



public welfare; and to require heightened scrutiny for
contracts entered into by affiliated parties.

M5. DELBRIDGE noted this is the only place in this regulatory

structure in which special qualifications are included just

AGDC. She continued paraphrasing [original punct uati on

provi ded] :

Sec. 42.08.010, Application of chapter; exenption,
applies this chapter to an instate natural gas
pipeline providing service as a contract carrier.
Exenpts an instate natural gas pipeline subject
exclusively to federal jurisdiction.

Sec. 42.08.020, Qualification of the Al aska Gasline
Devel opnent  Corporation; findings, determnes that
AGDC is financially and managerially fit, willing and
able to provide service under 42.08. States that an
AGDC pipeline is required by public conveni ence and
necessity. Directs the RCA to determ ne whether any
entity applying under 42.08 is technically fit,
willing and abl e.

The findings nade on behalf of the RCA in this section
are findings that the RCA usually needs to nake in
issuing a pipeline building permt — a Certificate of
Publ i ¢ Conveni ence and Necessity. The advance fi ndi ngs
are not valid for an applicant other than AGDC. For
AGDC and any applicant, the RCA will need to determ ne
whether the entity is technically able to build the
project and provide the service proposed.

3:54:29 PM

V5. DELBRI DGE noved to review of the general instructions to the
RCA in Section 33, paraphrasing [original punctuation provided]:

Sec. 42.08.220, Ceneral powers and duties, provides
enabling direction for the RCA under 42.08. Requires
permts for construction, interconnections, expansions
and abandonment. Enables the RCA to intervene in
di sputes that where not accounted for in contractual
di spute resolution mechanisms, and that threaten the
public safety and welfare. Prohibits the RCA from
requiring rates or tariff regulations, except as
provided in the chapter, and from conducting further
review of contracts approved under 42.08.
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3:56:35 PM

REPRESENTATI VE SEATON understood AGDC w Il be negotiating tariff
rates with particular utilities. He asked whether "prohibits
the RCA from requiring rates or tariff regulations”™ neans the
RCA really has no authority on requiring those tariffs or rates.

V5. DELBRI DGE responded a regulatory body can regulate using a
cost-based approach or can regulate contracts that use a
negotiated rate type approach. Typically, in sone cases, the
RCA has been able to decide what rates m ght be. Because SSHB 4
sets up the structure for an in-state gas contract carrier
pipeline, it is trusting to contracts to create rates that are
reasonable for the parties entering the contracts. Thus, the
RCA woul d no | onger need to go in and nake the rates.

3:57:52 PM

REPRESENTATI VE SEATON posed a scenario in which AGC is not the
full financial contributor and the pipeline is built primarily
by private enterprise. He asked whether in this situation the
RCA woul d have input on the rate of return. He further asked
what the RCA's duty and power would be in looking out for the
public interest in those negotiated rates.

M5. DELBRIDGE answered the public interest can be defined as,
one, the people using gas provided by public utilities or, two,
the people shipping on an AGDC pipeline, i.e. AGC s custoners,
which nmay or may not be gas that goes to public utilities. For
a shipper with a contract for gas that is not going to a public
utility, this chapter essentially says that as long as there was
no duress or fraud or an affiliate relationship between those
parties, then that contract is just and reasonable because two
people said "this is the price we are willing to sell/this is
the price we are wlling to pay". If a public utility is
involved, there is this additional standard of review that
essentially requires the RCA to give a deeper look to the pre-
approval that the utility will be able to pass that on to its
cust oners.

3:59:39 PM
REPRESENTATI VE SEATON noted that with FERC there is a generally
approved rate of return. However, given SSHB 4 is for contract

carriage, he asked whether there is anything in the bill that
prevents a negotiated rate of return of 25 percent.
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M5. DELBRIDGE replied it will be seen in later discussion that
the carrier nust start with a recourse rate, which is a rate
avai l able to any shipper on the pipeline as a starting point for
negoti ati on. The recourse rate is supported by a cost-of-
service study that includes a rate of return. The RCA standard
of review includes making sure that negotiations from that
[starting] recourse tariff are done so in a reasonabl e way.

4:00: 51 PM

CO CHAI R SADDLER understood the starting point is based on a
reasonable rate of service, but inquired whether there is
anything to prevent a contractual agreenent between the shi pper
and the pipeline owner from having a generous rate of return.

V5. DELBRI DGE responded [the shipper] entering into the contract
will be able to see the rate of return being proposed by the
carrier. To some extent, it is highly unlikely that [a shipper]
would sign a contract that creates a 20 percent rate of return
for the carrier. She said SSHB 4 provides a nuch higher |evel
of scrutiny for contracts that are between affiliates; it
essentially reverts to the RCA's standard |evel of review under
AS 42.06, Pipeline Act, which goes into a full rate-based study.

4:02: 37 PM

TINA GROVIER, Attorney, Natural Resources and Energy Law, Birch
Horton Bittner & Cherot, Counsel to Alaska Gasline Devel opnent
Corporation (AGDC), confirmed M. Delbridge's aforenentioned
statenent to be correct.

4:02:57 PM

REPRESENTATI VE SEATON requested Ms. Govier to re-state the
i ssue and el aborate on why Ms. Del bridge is correct.

M5. GROVI ER understood the concern is about affiliated entities
and whether there is a tool in SSHB 4 for the RCA to take a
cl oser | ook at that. She directed attention to page 45, lines
3-8, which state that if the parties are affiliated and it is
not an arns-length transaction, then "the comm ssion shal
determ ne whether the precedent agreenent or related contract is
just and reasonable using the standards normally applied under
AS 42.06.140", which is the existing RCA commbn carriage statute
t hat regul ates pi peli nes.

4:04: 37 PM
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M5. DELBRI DGE requested Ms. Grovier to address whether the rate
of return that a pipeline carrier creates for itself is limted,
or can the carrier sign contracts giving itself a 20 percent
rate of return that the RCA has no review over regardless of
whet her the parties are affiliated.

M5. GROVI ER answered that, as she understands it, the recourse
tariff being filed will specify the rate of return in the cost-
of -service study. |If the RCAis reviewing that recourse tariff,
that is the opportunity where that woul d be revi ened.

4:05: 33 PM

REPRESENTATI VE SEATON understood the tariff is to pay back the
peopl e who have firm shipping contracts. If that is the case
will they be receiving a return on that investnent, he asked.

M5. DELBRIDGE replied the pipeline will do its work over the

next few years and before recruiting shippers it will do a cost-
of -service study that contains a mnmassive |ist of things,
including its rate of return opportunity. The study is the

foundation for the rate and the rate is part of the tariff.
Al so part of the tariff is all the other ternms and conditions of

servi ce. For sonme shippers, having a greater volune avail able
is nore inportant than the rate, so there is room to negotiate
some of the terns. The tariff, to start with, is called a
recourse tariff. This recourse tariff goes to the RCA and all

potential shippers, providing a starting point that is eligible
for everybody to play on. Because no one wants to pay nore than
is reasonable, the <cost-of-service study nust support the
elenments in the tariff. During the open season the carrier is
asking shippers to buy space in the pipeline. The recourse
tariff is the starting point and the fine points are then
negoti ated because different shippers have different priorities;
for exanple, a shipper may be wlling to have its service
interrupted at times in return for a better rate. The hope is
that the negotiations end up with a precedent agreenent and that
precedent agreenent would include the negotiated rates and the
negotiated ternms and conditions. Those precedent agreenents are
the contract and that contract has some conditions attached to
it, such as the carrier needs to ensure its project is within a
certain cost range, mnust start operations by a certain date,

must obtain certain permts, or any nunber of things. For the
next year or tw after signing the precedent agreenents and
filling up the pipeline during open season, work is begun on

resolving the conditions. Once the conditions have been net and
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the financing is there, the precedent agreenents are turned into
firm transportation agreenents and that is when the project is
sanctioned and construction begi ns.

4:10: 07 PM

REPRESENTATI VE SEATON said the concern he is trying to get at is
when the shippers are actually the financiers or the owners of
the pipeline or owners of major pieces of the pipeline, the
Trans- Al aska Pipeline System (TAPS) being an exanple. He said
he wants to ensure that the structure of SSHB 4 will ensure the
tariffs are as low as they can be for generating a generous
return to the financiers.

MS. DELBRI DGE understood the concern and said she will point out
where those extra levels of precautions have been nade as she
goes along in her review She acknow edged the possibility for
shi ppers to be potential owners, as with any pipeline, and said
the bill has additional backstops for this. That is also where
the firewalls conme into play, she continued; for exanple, "BP
Producer™ and "BP Pipeline Conpany" cannot give thenselves
unfair advantages either. If the pipeline is being financed
t hrough revenue bonds, the people rating those bonds and then
financing the pipeline are going to take a very, very good | ook
at these contracts to ensure it is a legitimte investnent for
them to nake; part of that is whether the financier has a chance
to earn a reasonable rate of return

4:12: 50 PM

M5. DELBRIDGE, responding to Co-Chair Saddler, said Section
42.08.220 is on page 29 of the bill. Resumi ng her review, she
par aphrased from the sectional analysis [original punctuation
provi ded] :

Sec. 42.08.230, Conmm ssion decision-making procedures,
directs the RCA to appoint a panel to consider and
decide matters under 42.08, and to expeditiously
adj udi cate matters.

Sec. 42. 08. 240, Publication of reports, or ders,
decisions and regqgul ations, is the standard RCA
direction for publishing reports, orders, decisions
and regul ati ons.

Sec. 42.08. 250, Appl i cation of Adm ni strative
Procedure Act, is the standard RCA exenption from
Adm ni strative Procedure Act adjudication procedures.
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Instead, the RCA's adjudication procedures would
apply. The rest of the Adm nistrative Procedures Act
still applies to regul ati ons adopted by the RCA

Sec. 42.08.260, Annual report, requires the RCA to
include in its annual report activities related to
42. 08.

Sec. 42.08.300, Open seasons, sets rules a carrier
must follow when holding an open season. Provides
paraneters for holding an open season to ensure
fairness and openness for all interested potential
shi ppers, including advance notice. Requires a carrier
to hold an open season for pipeline expansion when the
carrier has received requests for firm service from
potential shippers that would enable a comrercially
reasonabl e expansion. Provides that expansions may not
violate the terms of AGA Alows a carrier to make
pre-subscription agreements before an open season
begi ns. Requi res a carrier to awar d firm
transportation service w thout undue discrimnation or
pr ef erence.

4:14: 02 PM

MS. DELBRI DGE el aborated that the advance public notice required
by Section 42.08.300 nust include the recourse tariff, the

proposed form the agreenents wll take in the end, and
information about such things as pipeline route, capacity,
operating pressures, and quality specifications. The notice

must also be clear as to how the carrier is going to allocate
capacity to the bidders. Any pre-subscription agreenents before

an open season begins would still be based on the recourse
tariff.
4:16: 06 PM

CO CHAI R SADDLER inquired who would nake the determ nation that
an expansion is commercially reasonabl e.

M5. DELBRIDGE answered the determnation would be presented
t hrough the RCA. If there was any question as to whether the
opportunity was conmercially reasonable, an arbitrator would be
there to decide that.

4:16:32 PM
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M5. DELBRIDGE turned back to paraphrasing from the sectional
anal ysis [original punctuation provided]:

Sec. 42.08.310, Transportation service, provides that
firm service can only be nade available through
presubscription agreenents or open seasons. Requires a
carrier to offer a recourse tariff wth rates
determined on a cost-of-service basis. A lows that
negotiated firm transportation rates may be different
from recourse rates. Requires a carrier to provide
interruptible service in capacity not wused in firm
servi ce.

M5. DELBRI DGE expl ained a carrier must provide a recourse tariff
devel oped from a cost-of-service basis. The carrier nmnust be
able to roll in rates for expansion, so long as resulting rates
for the current shippers do not exceed the maxi muns under their
contracts. The carrier nust file the recourse tariff with the
RCA. Starting with that recourse rate, AGDC and each potentia
shi pper can negotiate the rates, the ternms, and conditions for
that given contract. She said this section also requires that
t hi ngs be done fairly. So, AGC can negotiate, but it has to do
so keeping in mnd that that next |evel of RCA oversight is
going to ensure that these negotiations were done fairly and
that they are responsible and non-discrimnatory. The earliest
contracts rmust include a dispute resolution procedure. Secti on
42.08.310 also requires the carrier to provide interruptible,
maybe short-term service, for any capacity that is not being
used in firm service. For exanple, gas and oil fields mght go
t hrough seasonal shutdowns for nmaintenance, |eaving capacity
avai l able that could be filled during that shutdown peri od.

4:18: 58 PM

REPRESENTATI VE TARR, returning to Section 42.08.300, asked how
"hol ding an open season to ensure fairness and openness for al
interested potential shippers" and "pre-subscription agreenents”
work together to ensure fairness for all interested parties.

M5. DELBRIDGE replied a carrier will be negotiating privately
with different shippers, whether in a pre-subscription agreenent
or in an open season, and both opportunities nust start wth

that recourse tariff. The contracts coming out of these wll
all be managed the sanme way - as precedent agreenents going
forward

4:20: 00 PM
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REPRESENTATI VE SEATON i nqui red whether the negotiated tariffs in
the contracts are generally lower than the recourse rate based
on cost-of -servi ce.

MS. DELBRI DGE responded she thinks it m ght be the opposite, but
deferred to a representative from AGDC for an answer.

4:20: 35 PM

DARYL  KLEPPI N, Manager , Conmer ci al Team Al aska Gasline
Devel opnent Cor por ati on (AGDQ) , Al aska Housi ng Fi nance
Corporation (AHFC), Departnent of Revenue (DOR), understood the
question to be whether a rate negotiated off the recourse tariff
could be lower than the recourse tariff. He said the answer
woul d be yes, depending upon other terns and conditions as there
are a lot of other issues besides the rate that a [shipper] may
find inportant and may be willing to pay nore or |ess depending
upon those terns and conditions.

4:21:14 PM

REPRESENTATI VE SEATON pointed out that if negotiations can be
for a tariff that is higher than a recourse rate that is based
on cost of service and a fair rate of return, then that will be
a cost to the consuners or whoever is on the other end of the
pi pe. He asked whether the potential here is for a higher rate
or a lower rate and said it raises sonme concern if it is higher
than the cost-of-service tariffs with no limtation.

M5. DELBRI DGE answered she thinks this is getting to the review
of certain contracts by the RCA in which the RCA |ooks at how
far above or below that recourse tariff the parties went and how
that rate change was conpensated for wth other terns and
conditions that are of value. For exanple, a utility shipper
m ght feel that a long-term supply of gas is worth a little bit
nore than having less gas than it thinks it is going to need and
payi ng | ess. There is a value in having certain ternms and
conditions nmet, she said, the price is not everything.

4:23.00 PM
REPRESENTATI VE SEATON stated he is trying to understand why a
shipper would bid for a higher tariff, although a shipper m ght

bid for a higher price from the seller. He suggested getting
together for further explanation |ater.
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M5. DELBRI DGE agreed to do so.

CO CHAIR SADDLER surmi sed the recourse rate sets the benchmark
fromwhich to negoti ate depending on other terns and conditions.

V5. DELBRIDCGE replied correct and added that it is fairly comon
to let the rate fluctuate a little bit because a benefit is
being gained in the terns and conditions.

CO CHAI R SADDLER conmmented the provisions are that the contracts
are revi ewabl e.

4:23:58 PM

M5. DELBRIDGE continued her review, paraphrasing from the
sectional analysis [original punctuation provided]:

Sec. 42.08.320, Review of <certain contracts by the
conmi ssion, requires a carrier to submt all precedent
agreenents to the RCA;, precedent agreenents with other
than a public utility may be kept under seal. The RCA
has 180 days to approve or disapprove precedent
agreenents as just and reasonable. Sets the standard
for determining if a contract is nmade at armis length
and allows additional RCA scrutiny of contracts nade
between affiliated parties that are not substantially
simlar to transactions nade between unaffiliated
parties. Approved contracts are not subject to further
revi ew.

M5. DELBRI DGE noted Section 42.08.320 has a decision tree: the
RCA | ooks at the contract and if it was done at arms length
between two parties, this structure says that that contract is
just and reasonable unless the RCA finds that there was sone
kind of unlawful activity or fraud. If a contract was nade at
arms length it is good to go. However, it nust be decided what
makes it arms length. Under SSHB 4, a contract is arms length
if it incorporates the recourse tariff.

4:25:23 PM

CO- CHAI R SADDLER i nquired whether a contract below the recourse
rate will automatically be considered not at arm s | ength.

M5. DELBRI DGE responded such an agreenent woul d be considered as

not neeting that standard of incorporating the recourse tariff.
[CGting from page 44, lines 27-31, and page 45, lines 1-13 of
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SSHB 4], she said an agreenent that does not include the
recourse tariff would be considered armis length if it 1is
between two state-owned parties or between private parties that

are not affiliated. An agreenent between two affiliates would
be considered armis length if substantially simlar to contracts
made between wunaffiliated parties. An agreenent between

affiliates that is not substantially simlar to other contracts
woul d not be at arms length, so the RCA would conduct a higher
| evel of review of that contract.

4:26: 25 PM

CO CHAIR SADDLER asked who within the RCA would nake these
eval uations, decisions, and judgnents.

M5. DELBRI DGE believed the RCA as a whole would use its existing
procedure, but said she is wunsure whether that includes the
whol e commi ssion or an admnistrative |aw judge. Oten the
conmi ssion begins hearing a matter and then del egates the foll ow
through to an adm ni strative | aw judge.

4:26:57 PM

REPRESENTATI VE P. WLSON read page 44, lines 24-26 of the bill
which state "a contract that is approved or considered approved
under this paragraph and the associated firm transportation
agreenent are not subject to further review by the comm ssion.”
She noted this is stated nore than once and asked why.

M5. DELBRIDGE replied it was inportant to structure a regulatory
framewor k that honored that contracts could be nmade between two
parties to ship gas on a pipeline. Having a third party that
can keep com ng back to review that contract negates the concept
that contracts freely entered into by people that are not under
fraud are fair.

4:27:51 PM

MS. DELBRIDGE resuned the sectional analysis, reiterating that
if a contract is not at arms length, the RCA will go into a
much deeper |evel of review and will use the sane standards that

it would apply in reviewing a contract under the Pipeline Act,
which is existing regulation for comon carrier pipelines,
allowing the RCA to actually make just, fair, and reasonable
rates or to require those. She said Section 42.08.320 is clear
that the carrier nust provide the RCA with a cost-of-service
study so that the RCA actually has the tool it needs to do this
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extra level of review The section further provides that when
contenpl ati ng approving or disapproving these contracts, the RCA
nmust consi der the consequences of failing to approve a contract.

4:29: 09 PM

M5. DELBRIDGE noved to Section 42.08.330, paraphrasing from the
sectional analysis [original punctuation provided]:

Sec. 42.08. 330, Cont r act carri age certificate,
requires a certificate of public convenience and
necessity (CPCN) for a carrier to construct a pipeline
and to transport gas. The RCA has 180 days to issue a
CPCN once application is made, providing that the
applicant is found fit, willing and able to perform
the services proposed. The RCA may attach conditions
to and anend, suspend or revoke a CPCN Operating
authority may not be transferred and service nay not
be abandoned w t hout RCA approval .

M5. DELBRIDCGE el aborated that the CPCN describes the service
area and the scope of operations that are allowed. The RCA nust
do a full course of fit, willing, and able if the applicant is
sonmeone ot her than AGDC. She allowed the 180 days for the RCA
to issue a certificate is a tight tineline, but said it is
reasonable and the point is to not delay a project with overly
long tinmelines. The RCA may include terns and conditions in the
CPCN if those nutually benefit both the carrier and the public.
If a conplaint about the service being provided is filed, the
RCA can nodify, suspend, or revoke the CPCN if there is good
cause.

4:31:11 PM

REPRESENTATI VE JOHNSON i nquired whether it is automatic approva
shoul d the RCA not act within 180 days.

M5. DELBRI DGE responded she does not see that standard in the
bill | anguage.

REPRESENTATI VE JOHNSON asked [what happens if the RCA does not
act within 180 days].

M5. DELBRIDGE replied she does not know how to answer the

guesti on. In other instances in SSHB 4, she noted, the failure
to approve within a certain tineframe is inherent approval.
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4:32:06 PM

REPRESENTATI VE JOHNSON i nquired of the sponsor whether this is
somet hing that should be put in the legislation because there is
no notivation for the RCA to do it unless there is automatic
approval .

REPRESENTATI VE HAWKER responded by asking M. Delbridge whether
the question is driven by page 45 of the bill, lines 28-29,
which state that "within 180 days after receiving an application

a contract carriage certificate shall be issued ... if the
[commi ssion] finds ... the applicant is fit, willing, and able
o Regardi ng what happens if the RCA does not act wthin
that tineframe, he asked Ms. Delbridge whether page 46 of the
bill, lines 4-6, provide that if the commssion fails to find
the applicant fit, wlling, and able, the application nust be
deni ed.

V5. DELBRI DGE confirnmed that they do.
4:33. 24 PM

REPRESENTATI VE JOHNSON expressed his concern that in a situation
where the RCA did not want to grant a permt, the comm ssion
could stall past 180 days and it would be automatically denied.
He said he would prefer |anguage that grants automatic approva
of the application if the RCA stalls past 180 days because he
wants to build pipelines, not give people reasons not to build
pi pel i nes.

MS. DELBRI DGE answered there are sone other instances where [the
sponsors] have incorporated that concept. Speaking for the
sponsors, she said they would |ike to | ook at doing so.

4:34:26 PM

M5. DELBRIDGE returned to the sectional analysis, closing her
review of Section 42.08.330 by stating that the rest of this
section is housekeeping. She continued paraphrasing from the
sectional analysis [original punctuation provided]:

Sec. 42.08. 340, Filing requirenents; public
i nspection, requires an instate natural gas pipeline
carrier to file all recourse tariffs, rul es,
regul ati ons, terms and conditions pertaining to
service, and all <contracts wth shippers. Requires
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changes in tariff rates/rules and service conditions
to be filed with the RCA

Sec. 42.08.350, Uniform system of accounts, requires a
carrier regulated under 42.08 to maintain records and
accounts in accordance with the wuniform system of
accounts.

Sec. 42.08.360, Expansion; dispute resolution, enables
contracts to provide for expansi on, unl ess an
expansion would violate the terns of the Al aska
Gasline Inducenent Act. Requires contracts to include
procedures for resolving disputes.

Sec. 42.08.370, Regulatory cost charge, inplenments the
standard RCA assessnent of a user fee on regul ated
entities; includes a cap and directs adm nistration of
t he user fee.

Sec. 42.08.380, Effect of chapter on taxes and
royalties, declares that nothing in 42.08 wll change
the calculation of production taxes or of royalties
due the state.

4:35:11 PM

M5. DELBRI DGE el aborated that Section 42.08.380 is special to
SSHB 4. She said that just because the RCA and the carriers
have determ ned a cost of transportation, the bill does not take
away the ability of the Departnent of Revenue and the Departnent
of Nat ur al Resources to determne their own reasonable
transportation costs for purposes of a production tax or
royal ty.

CO CHAI R SADDLER surm sed Ms. Delbridge to be saying the bill is
not setting a precedent.

4:35:48 PM

REPRESENTATI VE SEATON requested clarification about whether the
pi peline woul d be subject to property taxes.

M5. DELBRIDGE replied that Section 42.08.380 is strictly about
oil and gas production taxes and royalty valuation of the gas.
She requested the question be held for the appropriate section.

4:36:42 PM
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M5. DELBRIDGE continued her review, paraphrasing from the
sectional analysis [original punctuation provided]:

Sec. 42.08.400, Public records, requires RCA records
be available to the public, except as provided by |aw
Precedent agreenents wll be kept confidential. Firm
transportation and other contracts wll be public,
except for information that the carrier and the RCA
agree could cause conpetitive harm

4:37:17 PM

REPRESENTATI VE SEATON observed there are several places in the
bill regarding public information and that it can be viewed at
the RCA or by pay copying costs. He noted, however, that al nost
everything is now submtted electronically. He asked whether
this could be re-structured so that the material is required to
be provided to the public electronically.

M5. DELBRIDGE allowed that is a good point and said she wl
consult with the RCA about what its existing regulations are and
whether that is already provided for. If it is not, she said
she will try to find a way to make el ectronic filing work.

CO CHAI R SADDLER noted that could be added to the questions for
the RCA when it comes [before the conmittee].

4:38:20 PM

M5. DELBRIDGE resuned paraphrasing from the sectional analysis
[original punctuation provided]:

Sec. 42.08.410, Investigations, allows the RCA to
investigate matters in 42.08, and maintains the role
of the Departnent of Law s Regulatory Affairs and
Publ i ¢ Advocacy secti on.

Sec. 42.08. 510, Desi gnation  of service agents,
requires an instate natural gas pipeline carrier to
file a naned, permanent resident as its agent
(standard RCA provi sion).

Sec. 42.08.520, Effect of regulations, states that
regul ati ons adopted by the RCA under 42.08 have the
ef fect of |aw (standard RCA provi sion).
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Sec. 42.08.530, Judicial review and enforcenent, makes
RCA final orders subject to standard RCA judicial
review, except in the circunstances set forth in HB 4,
Section 13, addressing the devel opnment, construction
and initial operation of a natural gas pipeline by
AGDC.

Sec. 42.08.540, Joinder of actions, allows appeals to
be joined under applicable court rules (standard RCA
provi si on).

Sec. 42.08.900, Definitions, defines terns standard to
the RCA (conm ssion, conmi ssi oner, record) and
includes HB 4 terns (instate natural gas pipeline,
instate natural gas pipeline carrier).

4:38: 56 PM

REPRESENTATI VE TARR requested further elaboration of Section
42.08. 530.

M5. DELBRI DGE responded Section 42.08.530 essentially says that
final orders of the RCA are subject to judicial review, except
as provided for under AS 38.35.200, which is the place earlier
in the bill [Section 13] that limts judicial review If an
appeal is not taken froma final order of the commission within
10 days after an investigation, the comm ssion can apply to the
superior court for enforcenent of the order of the conm ssion

That is essentially a standard RCA provision that lets the
comm ssion have a little bit of an outlet for enforcing its
deci si ons.

4:39:46 PM

CO CHAI R SADDLER inquired whether this issue was addressed in
t he responses included in the conmttee packet.

M5. DELBRIDGE answered the packet should have a response from
Legislative Legal Services related to judicial review and
specifically to Representative Tarr's previous question as to
whether the legislature can [imt a court's jurisdiction.

CO- CHAIR SADDLER noted that that is a February 12, [2013],
letter fromDon Bullock to Representative Hawker

4:40: 40 PM
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REPRESENTATI VE SEATON understood the property tax exenption
under Section 34 is only for the duration during construction
and that the private sector would need to pay property taxes
regardl ess of the ownership structure in a pipeline with AGC.

M5. DELBRI DGE responded to Representative Seaton by paraphrasing
fromthe sectional analysis [original punctuation provided]:

Section 34 (property tax exenption) adds a new
subsection to AS 43.56.020, Revenue and Taxation, O/
and Gas Expl orati on, Producti on and Pi peline
Transportation Property Tax, Exenptions, exenpting an
AGDC-owned or financed project from state and | ocal
property taxes during construction.

This is one way the state can help an AGDC project
succeed. Waiving property taxes for a period of tinme
will help keep construction costs down during a highly
risky time in pipeline developnent. Cost savings
during construction would be reflected in the tariffs
pai d for gas shipped on an AGDC I|i ne.

4:41: 44 PM

M5. DELBRI DGE continued paraphrasing from the sectional analysis
[original punctuation provided]:

Section 35 (repeal er) repeals 11 statutes.

* Repeals AS 36.30.850(b)(45) Public Contracts,
State Procurenent Code, Application of this
chapter, a prior exenption that applied to an
AHFC pi pel i ne.

* Repeals AS 38.34.030, Public Land, In-State
Natural Gas Pipeline, Joint In-State Gasline
Devel opnent Team 38. 34. 040, Duties of t he
Devel opnment  Team 38. 34. 050, Cooperation and
access to information; and 38.34.060, Conflicts
of interest, all of which were part of [House
Bill] 369 in 2010 and relate to the Joint In-
state Gasline Devel opnent Team

* Repeals AS 41.41.030, Public Resources, Al aska
Nat ur al Gas Devel opnent  Authority, Term of
of fice; 41. 41. 040, Renoval and vacanci es;
41.41. 050, Quorum and voting; 41.41.080, Legal
counsel ; 41.41.100, Budget; and 41.41.990(4),
Definitions, all related to the transition of
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ANGDA [ Al aska Natural Gas Devel opnent

Aut hori ty]

to a marketing role and to an AGDC subsi di ary.

4:43:16 PM

Section 36 (repealer) repeals Section 1 of 2002 Ball ot
Measure No. 3, the findings of which are no

necessary with ANGDA s revised authority.

Section 37 (transition and intent) expresses
legislative intent that the existing state
way | ease between AGDC and DNR is anended to
the contract carrier covenants in HB 4 (the Al aska
Constitution bars the Legislature from passing
that apply retroactively to contracts in place).
expresses intent for a snmooth transition for
its status as a subsidiary of AHFC, to an independent

cor porati on.

Specifically, this section includes:

 The intent is that this repositioning does not

interfere with, delay or disrupt AGDC s work.

* The intent that the governor should appoint
new AGDC board within 90 days of the effective

dat e.
e The AHFC board will remain in place until a new
board is appointed; and will cooperate with the

new board in a snmooth transition

* The intent is that the transition is a change in
pl acenent only, and wll not require dissolving

AGDC and creating a new corporation.

* The intent is that AGDC, including enployees and
directors, continue in-place while the boards are
transitioning. This is not explicitly stated but

rather is inplied.

Section 38 is revisor’'s instructions

Section 39 sets an i mMmmedi ate effective date.

4:45:45 PM

REPRESENTATI VE SEATON drew attention to page 5,
and answer, of the [undated] letter to the

| onger

t he
ri ght- of -
refl ect

| aws

Al so
AGDC from

t he

second question

co-chairs

from

Representative Hawker [answering questions from the 2/4/13 and
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2/6/13 conmittee neetings]. He recalled conmttee discussion

about tinelines for release of confidential information and
noted the answer in the letter states that the bill "does not
restrict the confidentiality by time, this informati on nmay be of
public benefit once a pipeline is operational."” He said what
was being | ooked for wth the question was having tinelines for
release of information that no longer needs to be held
confidenti al . He requested that such an answer be prepared and

brought to the commttee for incorporation into the bill.
4:47:13 PM

CO CHAIR SADDLER requested Representative Seaton to re-state
what information he is requesting.

REPRESENTATI VE SEATON read the first sentence in Representative

Hawker's answer: "HB 4 allows for certain information to be
held confidential, and does not set time limts for that
protection.” However, Representative Seaton continued, the

guestion posed was whether a provision can be put into the bil
for releasing confidential information once it no |onger needs
to be held confidential. For exanple, release of that
confidential information after the pipeline beconmes operationa
or at certain other time periods identified by AGDC.

4: 48: 53 PM
The commttee took a brief at-ease.
4:49: 05 PM

FRANK RI CHARDS, Manager, Pipeline Engineering & Governnent
Affairs, Al aska Gasline Devel opnent Corporate (AGC), Al aska
Housi ng Fi nance Corporation (AHFC), Departnent of Revenue (DOR),
: at the request of Co- Chai r Saddl er, responded to
Representative Seaton's question. He explained that a variety
of items would be deemed confidential, such as information in
commercial agreenents, information held by third party or other
state entities that has been deened confidential and that AGDC

would gain access to through the bill's provisions, and
information that AGDC acquires through its own work or has
contracted for that will be held confidential. As identified in
the response [on page 5], comrercial ternms in precedent

agreenments, for exanple, would be released after going through
the RCA process to the extent that the individual shippers did
not hold comercial interest or wanted that to be held
confidential. A specific listing and a timeframe for when that
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information will be released would be hard to ascertain at this
tinme. Currently, AGDC holds information that it acquired from
the predecessor of the project, ENSTAR, and that information is
hel d confidential by AGDC as it works this process forward until
the point of actually constructing and conpleting the process.
Then it will have been used by AGDC as a public entity and it

woul d then have gone into the public realm When accessing
information held by another departnment, AGDC is wunable to
control the release of that information. M. Richards offered

to address specific information that Representative Seaton would
like and provide a tinmeframe that ACDC thinks it mght be able
to release it.

4:51: 09 PM
REPRESENTATI VE SEATON noted that a lot of information on this

project is confidential and said he thinks the public's
confidence in the process becones nuch greater if it is known

that information not required to be held confidential wll be
released at sonme point, such as when the pipeline becones
oper ati onal . He agreed to discuss this issue further to see if

speci fic areas can be identified.

MR. RICHARDS said he would be glad to talk with Representative
Seaton and with AGDC s commerci al nanager about which specific
comercial issues would likely be held confidential through the

precedent agreenents. He added that AGDC will also be acquiring
information as a state entity that will be held as confidentia
up to a certain point and, once released, will be a benefit to

the citizens of the state.
4:53: 01 PM

CO CHAIR SADDLER held over SSHB 4, saying it wll be taken up
again on 3/15/13. He then recessed the neeting to a call of the
chair.

7:49: 24 PM

COCHAIR FEIGE reconvened the House Resources St andi ng
Commttee. Representatives Seaton, P. WIson, Johnson, Saddler
and Feige were present at the call back to order.
Representatives Tarr and Tuck arrived as the neeting was in
pr ogr ess.

HB 72-O L AND GAS PRODUCTI ON TAX

HOUSE RES COWM TTEE - 58- February 13, 2013



7:49:32 PM

MR. PULLI AM continued his review of projected cash generation
per barrel from ongoing production under ACES in conparison to

other jurisdictions [slide 32]. He explained the graph is an
average across all of the North Slope and is not reflective of
an increnental investnent. Cash is generated from all ongoing

activity and the graph conpares it wth the cash that is
avai l able from other locations, and it can be seen on the graph
that the effect of progressivity keeps the cash generation |ower
in Alaska than in other jurisdictions.

7:50: 27 PM

COCHAIR FEIGE inquired why the line depicting Canada is stair-
stepped while the lines depicting the other areas are snooth.

MR. PULLI AM replied Canada has different brackets in the way its
very conpl ex systemis applied.

7:50: 52 PM

REPRESENTATI VE SEATON noted Norway has a 78 percent tax and a 28
percent [indisc.]. bserving from the graph that at $100 per
barrel the cash margin for Norway is $40, he concluded this
depicts a tax rate of 60 [percent].

MR. PULLI AM responded no, there is still that [78 percent] tax
rate at least in the initial period. He explained Norway has
some uplifts and sone recovery of costs that add to the
producer's margin in the first nunber of years of production, so
the conplexity of Norway's overall system gives the | ook seen on
the graph. That higher margin is a function of the uplifts and
the recovery of that initial investnent against the different
taxes in Norway.

7:52:12 PM

REPRESENTATI VE SEATON rel ated that when [Al aska | egislators] net
with Norway's oil finance mnister, the mnister said the uplift
was to partially mmc or get to where Alaska is with allow ng
deductibility in the year. Gyven that Al aska's and Norway's tax
rates are very simlar, he asked why the graph depicts such a
huge discrepancy between the two areas. He further asked
whet her the graph depicts the initial years for Norway rather
t han t he ongoi ng.
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MR. PULLI AM answered the graph is for the initial years in and a
lower margin will probably be seen later in the lifecycle in
Nor way .

7:53: 05 PM

MR. PULLI AM resunmed his presentation, specifying it is inportant
to think about investnent opportunities as well as industry's
perception of Alaska's system [slide 33]. He related that
reports published about the different systens around the world
tal k about Alaska's tax rate being between 25 and 75 percent
which is an accurate description. For exanple, in 2011 the
consulting firmIHS CERA did a report for the U S. Departnent of
I nterior. [ Page 225] of that report describes Alaska's fiscal
system and states Alaska's profit tax is between 25 and 75
percent . People looking at this kind of report do not scratch
down through the surface to figure out what rate applies, they
see the report and that is their initial perception of the
st ate. This is consistent with what Conm ssioner Sullivan is
reporting about his talks with conpanies interested in Al aska -
their inpression right off the bat is that Alaska's tax rates go
up pretty high

7:55: 09 PM

MR. PULLIAM noted the 2011 IHS CERA report also ranked fisca

systens throughout the world to help the U S. Departnent of
Interi or gauge the conpetitiveness of the federal system [slide
34] . Al aska's fiscal system was ranked second to the highest,
which is not a good place because from an investor's perspective
the lower the ranking the better. \Wile he does not necessarily
agree with the conplex way that this rating system was done, he
said it is published and is what people are seeing when | ooking
at participating in Al aska. Responding to Co-Chair Saddler, he
said the parameters used in this ranking include governnment
take, profitability index (Pl), internal rate of return (IRR)

and progressivity/regressivity. He explained the nmethod used in
this ranking gives a poorer score to systens that are highly
progressive or regressive, so relatively neutral systens get
better scores from an investor's standpoint. Anot her paraneter
used is revenue risk, which has to do with the timng of when
the sovereign receives its nobney. Also used as a paraneter is
the stability of the system over time, which considers the types
of change that have occurred in the fiscal system as well as
the applicability, degree, and frequency of change. There is
subj ectiveness to the way the ranking is done, but this is what
people are looking at and from an investor's standpoint Al aska

HOUSE RES COW TTEE - 60- February 13, 2013



is at the tougher end of the spectrum This ranking is
consistent with what is seen in governnent take statistics
generally in which Alaska has sone of the higher nunbers in
gover nment take.

7:58:11 PM

REPRESENTATI VE TUCK noted chapter 4 of the book, [The Taxation
of Petroleum and Mnerals: Principles, Problenms and Practice],
di scusses that the effectiveness of a tax reginme cannot be
| ooked at by the tax rates alone. He therefore asked what else
| egi slators should be considering with the fiscal system of
Al aska when conparing slides 33 and 34.

MR. PULLIAM replied the chart [on page 34] looks at a lot of

different categories. The take is a neasure of the tax rate

The type looks at whether it 1is progressive or regressive
system The PI and the |IRR neasure whether the system is
designed in a way that provides acceptable profitability for the
i nvest or. The four categories of [type, applicability, degree,
and frequency of change] neasure how stable a systemis and how
responsive it is. Stability and conpetitiveness are inportant

conmponents for investors in thinking about a fiscal system So,
yes, the tax rate is inportant, as are the conpetitiveness of
t he governnent take and the degree to which the systemis going

to stay in place and not be subject to change. A frequently
changi ng system makes it difficult to plan, so the risk of the
investnment is greater. People want to see a system that is
durable and wll last for as long as is reasonable.
Crcunstances in the world change and that necessitates at tines
that systems change. | nvestors appreciate that systens are
dynamic in sone ways. A key factor is that investors can be
confident that if changes occur, the system wll remain

conpetitive and attractive relative to what the investor can be
doi ng el sewhere.

8:01: 28 PM

MR, PULLI AM next addressed the adm nistration's proposed changes
in HB 72 [slide 36]. He outlined key aspects of the proposal,
saying it woul d: establish a 25 percent flat [net tax] rate
which is the current base rate, and elimnate progressivity;
elimnate capital credit and state purchase of |osses; establish
a 20 percent gross revenue exclusion (GRE) to incent production
of new oil; allow producers to recover losses from the
devel opnent phase by carrying them forward to when production
occurs and a tax obligation is incurred to count them against;
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extend the new entrant or small producer credit through 2022
and not change the tax structure outside the North Sl ope.

8:03: 05 PM

MR. PULLIAM reviewed benefits of HB 72, specifying it would
provide a balance between the state and the producers [slide

37] . Reduction of tax rates at higher prices would be bal anced
wth elimnation of «credits. The state would continue to
receive the | argest percentage of oil production revenues at any
price - Jlarger than the federal share and larger than the
producer share. The bill would provide tax relief and higher
margins in a sustainable price range, which is about $80 to $140
per barrel. He noted that prices above and bel ow those |evels
woul d be hard to sustain on an ongoing basis, but that does not
mean such prices mght not occur from tine to tine. Anot her
benefit of the bill is that it would greatly sinplify Al aska's
tax system and provide better clarity for planning. It will be
easier to factor in how the system is going to inpact
investnments, will elimnate the high marginal tax rate, and wl|
elimnate the uncertainty of what a producer's tax wll be at
different prices. It elimnates incentive for producers to

"gold plate" by spending noney less efficiently at high prices
when the state's share of spending rises to al nbst one for one.

8: 05: 58 PM

MR. PULLIAM continuing his review of the bill's benefits, said
it maintains an alignnment between the state and the producers'
econom cs by staying with a net tax system The gross revenue
exclusion (GRE) provides a way to lower the effective tax rate
for new developnent w thout the treasury having to provide
significant funds upfront to do the sane. The GRE substitutes
economcally for those credits that the state provides because
it allows the producers to keep a greater share of what they
produce when it actually conmes on |ine. Finally, the bill wll
send a very positive nessage to potential investors as well as
to those already here. It will encourage broader participation
on the North Slope, which is something the state needs. The
bill will nove the econom cs of new participants closer to what
t he i ncunbents enjoy.

8:07:47 PM
REPRESENTATI VE SEATON, in regard to maintaining the incentives,

recounted that when the legislature was developing the
production profits tax (PPT) and Alaska's Cear and Equitable
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Share (ACES), the conpanies testified that tying investnent
credits to production would not incentivize them because of the
long lead tines; that it was nobst appropriate to tie it to
i nvest ment because those investnents are made up front and are a
known quantity. He inquired whether industry told the
| egislature wong, given that now the proposal is to tie the
credits to production.

MR. PULLI AM responded that is a good recollection of the history
and said he can understand from the beneficiary's viewpoint why
the beneficiary would rather have that credit guaranteed by
tying it to the outlay of capital as opposed to performance-
based production. However, he continued, what is being talked
about here is elimnating the credit itself and the need to
provide that outlay, but rather letting the producer keep a
greater portion of the profits that cone from the production
itself. Sonme people say that the credits do not offset the
i ncreased take of progressivity at prices of $90 per barrel and
hi gher. Progressivity bites nore than the credit provides from
t he producers' standpoint. Under HB 72, elimnating the credit
and also elimnating the progressivity maintains the appropriate
econom ¢ incentives, and inclusion of the GRE enhances those
incentives without having to provide that credit up front.

8:11:17 PM

REPRESENTATI VE SEATON recalled testinony before the committee
about new oil where the conpanies stated that if expenditures
were nade in a new field that turned out to be dry there would
be no help fromthe state and so no security. The testinony was
that to incentivize developnent it was nuch nore appropriate to
have it tied to investnent. Now it is being said they wll
i nvest, when before the conpanies said it would not stimulate
i nvest nment .

MR. PULLI AM answered he does not think the context of what was
put forward to the conpanies before was whether they would
rather have the credits and pay a higher tax rate or not have
credits and pay a lower tax rate. VWhat is being tal ked about
here, he said, is a credit versus a higher tax rate tradeoff

The system proposed under HB 72 maintains appropriate econom cs
for the incunbents to continue and expand investnent by |owering
the tax rate even though the credit is being renoved. Also, it
enhances those economcs particularly for new participants even
t hough the state is not going to be buying those credits from
them up front, because it renpbves progressivity and offers them
the GRE and allows an wuplift on their initial outlays for
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devel opnent . Al of those things factor in to enhancing the
i nvest ment deci si on.

8:13: 50 PM

REPRESENTATI VE TARR said a criticismof the credits is that they
are being applied to maintenance costs and things not related to
producti on. However, [the state] needs the conpanies to keep
maki ng those maintenance investnments for sone period of tine
until the new production conmes on. So, it appears there is a
timng issue where there is a disincentive now for sone of those
costs because the conpanies would not have the credits. She
requested M. Pulliam to speak to how other jurisdictions dea
with credits and whether they are up front.

MR. PULLIAM replied that from his review, where those types of
things are offered they are typically taken against production
and taxable incone. He surm sed that inmbedded in the question
is a concern that renoving the credits renoves the appropriate
i ncentives to continue with necessary nai nt enance.

8:15:10 PM

REPRESENTATI VE TARR agreed that is correct in part, but said it
seens to her that the timng is not totally in sync with ongoing
costs that mght be happening in the near termrelated to what
happens when new producti on conmes on.

MR. PULLI AM responded part of any business endeavor involves
making an investnent up front in hopes of making a profit on

that investnent, and the oil industry is very typical that way.
The conpani es nmake an investnent up front - they explore, shoot
seismc, drill exploratory wells, and then develop. The | argest
part of the expense is in the devel opnent and then after that
the conpany gets production. The industry is very well
accustomed to footing the bill for that development in
anticipation of receiving a profit on it down the road. When

Al aska went to the PPT system and nore so when it went to ACES,
the state said it was going to provide conpanies a bigger
incentive to namke that wupfront investnent by giving them this
credit, but would recover that by taking nore of the profit down
the road. The state tried to tilt the scale to accelerate that
investnment, thinking that by providing nore up front, it would
be sufficient for industry to forego a bigger piece of the
revenue stream down the road; however, it has not worked. The
proposed |legislation, he continued, renoves those upfront
credits and significantly reduces t he anount of t he
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progressivity down the road when the production actually cones
on. This would put Alaska to being nore |ike what the conpanies
experience in the rest of the world, which is the normand is an
envi ronnent in which the conpani es know how to play.

8:17:47 PM

REPRESENTATI VE TUCK stated that at high oil prices nore capita
is available for producers to buy down their tax rates by making
sure they invest in Al aska. It does not help theminvesting it
outside of Alaska, but it greatly benefits them here in Al aska
There is 17 percent nore investnment from one year to the next,
and by adding that 17 percent, industry can get 63-95 percent
nmore tax break [slide 23]. He said it seens that reducing the
tax rates at high prices and then balancing that wth
elimnating the credits is doing just the opposite - the state
is giving nore profit back, but there is no guarantee that that
is going to be spent in Alaska, especially when those tax
credits are elimnated. [ For new participants] the state has a
10-year period in which those tax credits can be carried. The
span between investnent and start of production is nmuch |onger
in Alaska than el sewhere due to the seasonal limtations on when
work can be done. Gving upfront credits frees cash for the
conpany to invest next year. He asked whether the problem [the
adm nistration] has with this provision of ACES is that it is
hard to know whether [the credits] will lead to production. He
further asked why the state would not want to have nore
investnment in Alaska and let industry determne what is best to
get oil down the line, given that is what industry wants to do.

8:20: 02 PM

MR. PULLI AM answered industry wants to make noney and getting
oil down the line is industry's way to make noney, but only if
it can keep a conpetitive portion of what it puts down the |ine.
He agreed that noving the tax rate down and elimnating the
credits is opposite of where the state is now Provi di ng those
big credits and having the progressivity neans that as long as a
conpany brings that noney back to Alaska, then it is a good
deal. But if the conpany decides not to, then it is not a good
deal. If you were an investor |ooking at where to invest, would
you want to invest soneplace where you have the freedom to
respond to oil and market opportunities and reinvest your profit
where it makes sense? O, would you rather spend your noney in
a place that says it will let you earn those profits, but only
if you keep them here? Alaska's current system provides for
bringing the funds back to Al aska, but that does not produce the
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same quality of profit that can be produced el sewhere. That is
i ke owi ng noney to soneone and aski ng whether that person would
like cash or a gift certificate. Whi ch woul d you rather have

which is nore valuable? The norm el sewhere is you get the cash.
| nvestors would find it nuch nore valuable and would find Al aska
much nore attractive as an investnent opportunity if they have
the freedom to use their profits in the best way possible.
Wiile there would be no guarantees that they would reinvest in
Al aska, the state can provide a conpetitive system that allows
investors to then respond to normal market incentives to put
t hat noney back here. If investors can earn in Al aska what they
can earn elsewhere, the state ought to see it put back here

Alaska is allowing them to earn essentially gift certificates,
and giving them sonething they can get el sewhere. He said he
thinks that is part of the reason why Al aska is not seeing the
behavior it thought it would see under ACES.

8:23:19 PM

REPRESENTATI VE TUCK said he is having a hard tinme with bringing
down Al aska's systemto the | owest conmmon denom nator and hopi ng
to see investnents in Al aska. Al activity on the North Slope
| eads to production at sonme tinme because everybody wants to be
profitable. It al nost nmakes nore sense that getting conpanies
to produce and then reducing wll guarantee that noney cones
into Alaska and is reinvested in Al aska, he argued. During the
days of the economc limt factor (ELF), Alaska's fields, sone
of the largest fields in North America, still declined and did
not flatten out. The declines are natural and Prudhoe Bay has
been [producing] for 35 years. He asked how long the North Sea
has been [ producing].

MR. PULLIAM replied they were devel oped about the same tine.
8:24:59 PM

REPRESENTATI VE TUCK stated he does not see the North Sea curving
up any differently than is Al aska.

MR. PULLI AM responded the United Kingdom (UK) has recently nade
significant changes to its systemto try to address that. The
UK and other places got caught up with trying to increase taxes
as those natural declines were occurring and prices went up.
They found that it continued to scare off investnent and, unlike
in many other places, as prices have conme up the UK has not
gotten the kind of response it was |ooking for. North Sea
production is down just like it is in Alaska and the UK has
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taken neasure to address that. Recogni zing that not everyone
will agree with him he said he thinks it is a fundanental
matter of economcs that incenting activity requires being
conpetitive with the other opportunities that are out there.
Al so, he continued, a systemthat does not attach strings to the
profit earned is better quality and nore attractive. Those are
the appropriate kinds of incentives to provide to profit-seeking
conpanies to meke investnents. Wen those freedons are not
allowed, there is not the same quality of opportunity that
exists elsewhere and a natural result of that is that the
desired kind of activity will not be seen.

8:27:13 PM

REPRESENTATI VE SEATON disagreed with M. Pulliams earlier
statenment that the reaction under ACES was not as anticipated or

was not very good. He pointed out that a nunber of new
conmpani es, such as "Repsol, Brooks Range, ENI, Stat GO, Loyal,
G eat Bear, Savant," are now on the North Slope that were not
there before [ACES] and just about half of the total investnent
credits are in that investnent. He allowed that tweaks could be

made, but asked how it can be said that ACES has not had the
desired effect given that activity and that many new conpanies
have cone into Al aska.

MR. PULLI AM mai nt ai ned a great nunber of those conpanies were in
Al aska before enactnment of ACES. He said Pioneer is a conpany
t hat has gone through ELF, PPT, and ACES and is still here.
REPRESENTATI VE SEATON noted he did not nention Pioneer.

MR.  PULLI AM continued, saying EN bought 1its interest in

Ni kai tchuq before ACES was in place. Repsol was courted and
attracted to Al aska by Arnstrong, the sane folks that attracted
ENI . He said he thinks the interest is due to the resource and

gi ven where prices have gone there would have been nore interest
had there been a nore sinple system without the high take that
Al aska has.

8:29:28 PM

REPRESENTATI VE TARR said the 7-10 year tinmeframe that has been
di scussed as the anmobunt of tine it takes to bring on production
is affirmed in HB 72 because the proposed certificates are good
for 10 years. She therefore asked whether the situation is
bei ng assessed prematurely because there has not yet been the
typical tineframe to bring on new production.
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MR. PULLIAM answered that is certainly sonmething to keep in
m nd, but said he does not think it premature to look at the
effects five years into ACES and six years since PPT passage.
As indicated by the slides wearlier in his presentation
production was | ooked at along with other neasures of activity,

such as drilling and investnent, and those things have not
i ncreased under ACES as they have elsewhere in the world. As
prices have gone wup, those activity levels have gone up
el sewher e. Looking at all of that in conbination is

instructive. Gven the kind of price increase and what is seen
el sewhere, it would be expected to have a bigger increase in
Al aska and the question is why not. He charged that ACES has
been an inpedinment to nore activity and to putting Alaska in a
nore robust situation.

8:31: 31 PM

REPRESENTATI VE P. W LSON cautioned nmenbers about going under the
prem se that ACES was totally planned out and that it planned
for certain things to happen. She pointed out that amendnents
were made on the floor with no clue as to how they would
interact with each other, so there is no way to | ook at ACES and
say there was a pl an.

MR. PULLIAM replied he was less involved with the ACES debate
than he was with PPT. The PPT was a major change from the prior
system and a |lot of thought went into it, he said. It was new
ground that was being charted and a lot of analysis and
consideration was paid to what was an appropriate tax rate and
what kind of progressivity could be put in place so that if
prices went up substantially the take would go up. Wile he was
| ess involved with ACES, where he was involved he was telling
people to be very careful about noving up that progressivity
pi ece. A lot of the reason for noving it was based on sone
analysis strictly involving internal rate of return. Wi | e
internal rate of return is a nmeasure to use, it is certainly not
a deciding nmeasure and one that he would be very cautious in
using on its own. He recalled that the nove from 0.25 percent
progressivity to 0.4 percent cane very quickly at the end of
session and the ramfications of the 0.4 were not as well
considered, particularly given the kind of changes in price.
Back then people did not think high prices of $100 per barrel
could happen and that if they did it would not be sustained for
nore than a nonth every three or four years, and therefore the
hi gh progressivity would not do nmuch damage. However, it is a
different situation if that is where the price is on a regular
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basi s. He offered his agreenent with nuch of Representative P
W son's characterization.

8:35:29 PM

REPRESENTATI VE SEATON pointed out that credits were adopted
before PPT and ACES, and then noted that nothing is being said
about the balancing act that took place when PPT and ACES were
bei ng di scussed. Under the previous gross tax, a conpany paid
tax whether it nmade or |ost noney. The conpani es asked for
protection on the downside, but he is not seeing any bal ance
with the downside protection comng back in with taking away the
progressivity. The two elenments of balance - giving downside
protection while taking nore of the upside - are not being
| ooked at. He requested M. Pulliamto discuss this.

MR, PULLI AM addressed the request by noving to slide 38 in his
presentation regarding the average government take under ACES
versus HB 72 for all existing North Slope producers for fisca

years 2015-2019. He explained that under ACES the percentage of
government take rises [as the price per barrel rises]: at just
above $80 per barrel, governnent take reaches [approximtely 64
percent], which is the take al so envisioned under HB 72 at that
price; the take continues upward until reaching 75 percent at
hi gher prices [of $150 and above]. Under HB 72, governnent
take at [$70 per barrel] is actually greater [about 66 percent]
than under ACES [about 62 percent], then it [decreases] and
flattens out as prices increase [about 62 percent take at $160
per barrel]. So, HB 72 actually has a little nore downside
protection than there currently is under ACES.

8:38:31 PM

MR. PULLI AM next conpared the average governnment take at $100
per barrel for jurisdictions throughout the world for fiscal
years 2015-2019 (slide 39 prepared by PFC Energy). He said he
used PFC s data from slide 39 to develop the graph on slide 40
[ depi cting average governnment take for all existing producers in
Al aska under ACES and under HB 72, and the average of governnent
take for the other jurisdictions]. The average governnent take
for the other jurisdictions stays at about 65 percent [at prices
ranging from $70 to $160 per barrel]. Looking at only the major
CECD jurisdictions, the average government take starts at about
65 percent [at $70 per barrel] and falls to about 63 percent as
prices go up [to $160 per Dbarrel]. He said this decline
reflects a slight regressivity due nostly to the effect of the
gross-based royalty and tax system used in the Lower 48 which
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gives a sonmewhat regressive take. [ Uhder HB 72, the average
governnent take begins at about 65 percent at $70 per barrel
falling to about 62 percent at $160 per barrel; under ACES, the
average governnent take begins at about 62 percent at $70,
rising to about 75 percent at $160.]

8:40: 05 PM

REPRESENTATI VE SEATON i nquired whet her the aforenentioned graphs
i ncl ude downside protection in credits, as he does not see any
change in HB 72 as far as changing the production tax downside
protection.

MR.  PULLIAM responded vyes, credits are factored into this
analysis as they are part of the governnment take. Under ACES
the state provides a tax credit of 20 percent even when prices
go down and that is a big part of what is being seen.

REPRESENTATI VE SEATON surm sed that [HB 72] does not change the
downsi de protection in the production tax, but just takes away
t he upsi de.

MR. PULLI AM understood current |law has a floor of 4 percent on
the gross and said he does not think the proposal changes that.
The base | evel of 25 percent is maintained [in HB 72], so at |ow
prices the tax is 25 percent without credits, which provides a
hi gher take than currently under ACES.

8:41: 55 PM

REPRESENTATI VE SEATON observed that slide 40 is for all existing
producers and asked whether M. Pulliam will be addressing the
effect of the GRE when it beconmes a | arge percentage of the oil.

MR.  PULLIAM answered he wll have analysis later in his
presentation that |ooks at how the GRE would play out. He
pointed out that the gross revenue exclusion does apply here
because it is a forecast of fiscal years 2015-2019 and sone of
the production during those years will qualify for the GRE

REPRESENTATI VE SEATON asked whi ch production is included.

MR. PULLI AM replied N kaitchug and Oooguruk would qualify for
t he GRE. In further response, he said those two fields are on
ri ght now.

CO CHAIR FEIGE noted the unit was forned after January 1, 2004.
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8:43:13 PM

REPRESENTATI VE TARR observed slide 40 only goes down to a price
of $70 and inquired whether M. Pulliam thinks prices will not
go down bel ow that. Per haps the prices should go down | ower,
she suggested, in the interest of being cautious given that
during the ACES debate no one predicted that oil prices wuld go
so hi gh.

MR. PULLI AM agreed to provide an expansion of the graph, but
cautioned against putting too much weight on it because the
challenge of $60 per barrel is whether it is a sustainable
nunber . That price would be wuneconomc, he explained, and
therefore a lot of production that is occurring now would just
fall off. That is not to say there would be no tine periods in
which the price could fall below $70, he continued, because in
2009 prices dropped $100 per barrel in the course of 6 nonths,
but they did not stay there very |ong.

8:45: 00 PM

MR. PULLI AM resuned his presentation, noving to slide 41. He
pointed out that under [HB 72], cash generation [from ongoing
North Sl ope production during fiscal years 2017-2021] noves up
[as prices increase from $70 to $160 per barrel]. He said this
cash generation is in the range seen elsewhere in the CECD a
positive for the investnent community.

MR. PULLI AM next posed a hypothetical scenario of a 50-mllion-
barrel field of 1light conventional oil developed by a new
participant in Al aska [slide 42]. He conpared the annual state
revenues and producer cash flows of ACES with HB 72 for this
hypot hetical field at a Wst Coast ANS price of $100 per barrel.
He said he used this field size because it is the kind of field
that is recently being discovered and which is expected to be
seen nore often than a large field. Under ACES, the NPV is $192

mllion and the cash flow for the producer over the course of
the project would be [$981 million]. Under HB 72, the NPV is
$309 mllion and the producer's cash flow would increase to
[nearly $1.6 billion]. For state revenues, there would not be
the large outflow under HB 72 like there is under ACES during
t he devel opnment peri od. This is because under HB 72 the state

woul d not be buying back the credits and the NOLs; however, the
state would be allow ng recovery of those |osses when production
starts. As a result, the NPV of state revenues would be reduced
[from an NPV of $666 million and total revenues of $2.5 billion
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under ACES to an NPV of $486 million and total revenues of $1.6
billion under HB 72].

8:47:54 PM

MR. PULLIAM then posed this sane hypothetical scenario for an
i ncunbent participant [slide 43]. For producer cash flows under
ACES, an incunbent's NPV would be $307 million and under HB 72
it would be $310. For state revenues, the NPV would also be
pretty conparable [$489 million under ACES, $485 under HB 72].
What these two graphs show is that HB 72 would have the effect
of enhancing the new participant's economcs and bringing them
in line with what an incunbent already enjoys. In response to
Co-Chair Feige, he explained that $0 in the Y axis represents
when the first spending starts to occur, so the decision to
proceed to devel op would have been nade shortly before that and
sonme production would start in year four.

8:49: 22 PM

MR. PULLI AM sunmari zed investnent netrics for a new participant
in a hypothetical I|ight conventional oil developnment in Al aska
under ACES and under HB 72 versus the other benchmark areas
[slide 44]. At a [West Coast ANS] price of $100 per barrel, the
NPV under ACES would be $3.85 a barrel. Under HB 72 the NPV
rises to $6.18 with the GRE, which a new participant should
qualify for and which conpares favorably with the Lower 48 and
the UK [$6.75 in Eagle Ford, $4.29 in Bakken, $6.04 post-1993 in
UK, $8.25 post-1993 with Brownfield Allowance in UK]. The other
metrics [under HB 72] are inproved as well; for exanple, wth
the GRE the government take falls [to 61.1 percent] and w thout
the GRE it is [64.7 percent], both of which are significantly
lower than is currently the case under ACES [75.8 percent],
making it attractive relative to what exists el sewhere.

8:51:46 PM

REPRESENTATI VE SEATON noted the governnent take, both with and
wi thout the GRE [under HB 72], is lower than the Eagle Ford,
Bakken, and ot her provinces.

MR, PULLI AM responded it is |ower than sone provinces and higher
t han ot hers. The average for all OECD countries is around 63
percent and the average for all jurisdictions is 65 percent, so
Al aska woul d be a bit better than that, which is a good thing.

8:52:35 PM
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MR. PULLIAM continued his presentation, |ooking at the sane
hypot hetical scenario but this tinme from the standpoint of an
i ncunbent [slide 45]. At $100 per barrel, the NPV under ACES is
$6.14 conpared to [$3.85] for new participants. He reiterated
that [HB 72] brings up the economcs for new participants to
where an incunbent is. For an incunbent under HB 72, the NPV
[of $6.20] is conparable to ACES and at a higher price [$120]
the NPV is better than ACES [$9.69 versus $8.82]. This conpares
favorably to other devel opnent opportunities in the rest of the
world. Thus, it can be seen that the cash margins are enhanced
quite a bit under HB 72 relative to ACES. Governnent take under
HB 72 is a little different [62.6 percent at $100/barrel] for an
i ncunbent than for a new producer since new producers have a tax
credit that the incunbent does not have.

8:54:11 PM

REPRESENTATI VE TARR, observing that the five-year predictions
are for fiscal years 2017-2021, inquired whether it would be
nore appropriate to be |ooking forward for the comng years in a
closer timeframe given that HB 72 woul d take effect inmediately.

MR. PULLI AM answered he |ooked at the period of 2017-2021 for
this hypothetical devel opnent because the field was devel oped
out in that [earlier] time period and the producer is starting
to earn revenues during the 2017 peri od. It should not [ ook
different if a different five-year period is used |ooking at
t hat same devel opnent cycl e.

8:54: 59 PM

REPRESENTATI VE TARR said it seens |ike the heavy investnent cost
that conmes in those early years would affect this.

MR. PULLIAM specified that what is being |ooked at is once
production gets on |ine because nargins are not generated unti
production gets on line. A hypot hetical devel opnent started
this next year would be on line and producing in about 2017, so
that is the reason for using the tine period of 2017-2021. A
devel opnent started before now and just now begi nning production
under this system should show the sanme picture. In further
response, he confirmed it would show the sane picture even
t hough the elimnation of credits.

8:55: 53 PM
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REPRESENTATI VE TUCK surmnised that of the jurisdictions listed on
slide 39, the North Sea is close to what Al aska has in Prudhoe

Bay. He asked whether any of the other jurisdictions are
simlar to Prudhoe Bay or the North Sea, and whether any of
those have reversed their decline. He said he does not think

the North Sea's decline has yet been reversed.

MR. PULLI AM responded he knows some reversal has occurred in the
North Sea. The enphasis, though, is that there has not been an
aggregat e turnaround. Turning around a basin is a different
issue than turning around a field, he stressed. Fi el ds have a
nat ural decline and naking that decline go as slowy as possible
is the goal. Prudhoe Bay has produced much | onger than anybody
ever expected; the decline has been extended and extended. | t
is one of the nost prolific fields in the history of the world.
He said he does not think the view is that it can be turned
around by adding a significant anount of gas handling capacity.
The decline can be stemmed by doing certain things and is
sonmething people would like to see happen. But the decline
overall is really a basin-wde thing and to stem that, oil nust
be brought in fromother areas. As far as pointing to a field,
he said there have certainly been sone, such as Apache doing
that in a North Sea field. But, in general, the effort there is
to incent oil production in and around existing fields and find
new oil. He said his experience is that turnaround is nore
basi n-wi de or area-wide than it is field-wde.

8:59: 24 PM

MR. PULLI AM concl uded his presentation by directing attention to
the appendix [slides 46-62], which provides nore detailed
conpari sons of Alaska activity to places el sewhere in the world.
He pointed out that many of the investnent netrics he reviewed
in tabular formare in chart and pictorial formin the appendi x.

9:00:48 PM

REPRESENTATI VE SEATON recalled an earlier discussion with the
Departnent of Natural Resources conm ssioner about the Forties
Field, the only exanple of a turnaround field. A | egacy
producer that was been in decline for years sold the Forties
Field; so, the only turnaround was one that came due to a change
in the culture of the operating conpany. It has been stated in
testinmony, he related, that the conpanies' strategic view of
Alaska is to generate incone for other investnents around the
world. Therefore, he asked, how does going from ACES to [HB 72]
function to actually change the decision making culture that has

HOUSE RES COW TTEE -74- February 13, 2013



been ongoing on the North Slope since pre-PPT and is continuing
in the | egacy fields.

MR. PULLIAM rather than talking about a culture, replied that
these conpanies are in the business of meking noney and the way

t hey make noney is by producing oil. To the extent that [HB 72]
is an attractive, profitable proposition, the conpanies can be
expected to respond to the incentives. The conpanies should

respond if Alaska puts the right incentives in front of them
the opportunity to nake noney, to nake a conpetitive return on
their investnment simlar to what they are getting elsewhere.
Some of the nore mature basins do attract other conpanies that
are not the conpanies that devel oped those basins. That is what
is wanted in Al aska. A system can be provided that is as
wel coming to those conpanies as possible. The changes being
tal ked about in HB 72 do exactly that.

9:04:22 PM

MR. PULLIAM continuing his response to Representative Seaton,
said exanples simlar to what was done in the Forties Field can
be found in California where Cccidental bought out the interests
of conpani es that had devel oped fields and that those conpanies
had decided no longer fit with their strategic interest. Al aska
cannot really do anything to determi ne who the producer is or is
not . But Alaska can try to nmke it attractive for them to
operate here and do so in a way that nekes the opportunity in
Al aska conpetitive with what they have el sewhere, whether it is

a new or incunmbent producer. Culture notwithstanding, it can be
expected that rational investors would respond to that. There
isS no reason to believe that these folks are not rational. They

may not always do things that Alaska |ikes and they may do them
in a different time frame, but they are rational investors and
if incentives are put in front of them to earn in Al aska what
they can elsewhere, then [policy nekers] have done their job

And if they get down the road and decide an asset no |longer fits
with their strategic desire and they want to sell out to a
smal | er conpany, then Al aska would have the right system for
themto operate in.

9: 06: 36 PM
REPRESENTATI VE TUCK agreed with the statenment that conpanies are
rational investors; they want to nake noney. He said Al aska's

aggressive tax credit systemis one of the best in the world and
he is led to believe the conpanies are making rational decisions
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in investments on the North Sl ope. More investnments are
happeni ng now t han under prior tax regines ...

MR. PULLIAM interjected, stating he disagreed. Al aska has seen
a higher level of investnent, he said, but when the worldw de
increase in prices is controlled for, Al aska does not have a
significantly higher |evel of investnent. | nvestnent in Al aska
has | agged relative to that elsewhere in the world. Yes, it is
hi gher than it was in, say, 2003, but it is higher everywhere
and the increase is nuch, much higher elsewhere than it is in
Al aska. So, he sees that as a slowdown and that Al aska has not
kept pace. It has becone nobre expensive to operate in this
hi gher-price world, he continued, so just the sane things a
conpany was doing back in 2003 cost nore today and because of
that, nore has to be spent to maintain the same kind of
activity.

9:08: 10 PM
REPRESENTATI VE TUCK pointed out that nore conpanies are now in

Al aska and said nore may have sprung up around the world because
the profits are so high. He understood that existing producers

will not put thenselves out of business any quicker than they
have to, so they are going to naximze the price that they can
per drop of oil. It may not be in their best interest to just
produce, produce, produce, especially if they can nmintain those
prices high - the basic |laws of supply and denand. He noted
that tankers are comng back to Valdez with their hulls stil

full because the refining capacity is full. Wat is in the best

interest of the conpanies may be against the best interests of
what Al aska wants to see. So, there is this balance of trying
to get to that mllion dollar barrel a day that the governor has
put forth. It would be nice to have nore concrete ways of
getting there, but it goes back to making sure the investnents
stay in Al aska as best as possible.

MR. PULLI AM responded that, from his perspective, he would say
it alittle differently: It is not to nmake sure the investnents
stay in Alaska, it is to nake sure Alaska attracts the
investnments. What is wanted is for the people who are here now
to have nore incentive to invest here and for the people who are
not here to have incentive to invest here. He said he thinks
Al aska would do a better job with that under HB 72 than the
current system VWiile there are nore conpanies on the North
Sl ope, what is wanted is even nore. The proposed changes woul d
nove Alaska in that direction in a real positive way.
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9:10: 56 PM

COCHAIR FEIGE offered a correction regarding the tankers,
saying the reason they cane back to Valdez with oil in their
hol ds was because the storage facilities at the refineries could
not take it. Part of that was a capacity problem due to two
fires, a nmajor one being at Cherry Point, Wshington, that shut
down the refinery from February-June 2012. Another was a
mai nt enance issue at the refinery in QCakland, California. The
tankers had to return, not necessarily because the refineries
could not take their oil, but because Al aska needed those
tankers back in Valdez to take oil out of the tanks because the
Trans- Al aska Pipeline System (TAPS) was approaching 90 percent
fill. Had those tankers not conme back, wells would have had to
be shut in, which would have adversely affected the state's
production of oil.

9:12: 14 PM

CO- CHAIR FEI GE understood M. Pulliam to be saying that while
ACES incentivizes spending, there is nothing in ACES that
ensures that that spending results in production. Even though
there is no guarantee in ACES, that guarantee has led to a |ot
of new pipes and many well nmaintained facilities, but ACES has
not led to production, and production is what the State of
Al aska makes its noney on in the future. He said he thinks M.
Pul l'iam has highlighted very nicely that credits nust be tied
much nore closely to production and, hence, future tax revenue
for the State of Al aska.

9:13:10 PM

REPRESENTATI VE SEATON requested runs be made for when Al aska
reaches 50 percent new oil because if the state is trying to
have a durable system the econom cs nust be known for the tine
when half of the state's oil is at an effective tax rate of 18
or 20 percent instead of 25 percent.

MR, PULLIAM said he will talk with the nodeling folks at the
Depart nent of Revenue who can run those types of scenari os.

REPRESENTATI VE SEATON further requested that those runs be done
goi ng down to $50 per barrel

MR. PULLI AM agreed to do so.

9:14: 09 PM
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REPRESENTATI VE TARR conmmented she is still having trouble with
the idea that, given it is so expensive to invest in Al aska, why
the tax credits are not a good idea. She asked whether [the
adm nistration], when first contenplating a proposal, considered
adjusting progressivity for the higher prices that were not
anticipated at the tinme ACES was passed.

MR. PULLI AM answered that reducing progressivity was an option
he and others considered, such as going back to what the state
had under PPT or what was proposed originally under ACES before
the progressivity was increased or another way of reining in

that progressivity. In looking at all of the options, it was
concluded that a cleaner system one that acconplishes the goals
over all t hat is wanted, is the one that el i mi nat es
progressivity. The proposal elimnates sone of the strange
incentives that are caused under progressivity and at the sane
elimnates the credit. It is a nore straight forward system and
it matches better wth what is seen elsewhere. From the
standpoint of a conpany, the planning and investnent decision
making will be cleaner and nore straight forward. It renoves

sone of the problens with the decoupling issue, which is the
i ssue about when gas cones in and the effect on the state's tax
revenues. A simlar issue to that, but on a snaller scale, is
the high cost heavy oil that he tal ked about and which has the
effect of reducing the tax rate and dramatically reducing the
state's revenue. He said he and the people at DOR and DNR felt
that this proposal is a "better nousetrap".

9:17: 02 PM

CO CHAIR SADDLER said he has heard it argued in conmttee and
el sewhere before that the economc |imt factor (ELF) is proof
that | ow taxes do not affect production because taxes were | ower
under ELF and there was declining throughput. Under ELF the tax
rates were different for larger and snmaller fields; taxes on
large fields rose and production from those fields decreased,
satellite fields sprung up and net production from those fields
i ncr eased. He requested M. Pulliam to provide an analysis of
the argunment that ELF proves that tax rates do not affect the
decline in oil production.

MR. PULLI AM replied he does not think a conclusion can be drawn
that low tax rates do not affect production and do not affect
investnent, it is nonsensical. Cearly, there is a relationship
between the tax rate and the attractiveness of that investnent,
it is basic economcs. There is no causality between a decline
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in production while there is a lowtax rate. The tine period of
ELF was a period of relatively low oil prices, about $30 per
barrel, and the cost for noving that oil to the Wst Coast was
$8 per barrel, for a netback of $22. Additionally, there were
t he production costs, so what was |left over was not a lot. This
was the sanme for both Al aska and el sewhere. | nvestnent in
Alaska was going on at that time - Alpine had just been
devel oped and satellites around Al pine and Kuparuk were being
devel oped. Referring to the capital spending depicted on slide
17, he pointed out that investnment in Al aska tracked the rest of
the world from 2003 to 2006 and it increased as prices went up.
Yes, production continued to decline during that period, but
that does not nean there was no activity going on. Newer fields
were being brought on, they just were not replacing all of the
oil that was going away from the declining large fields. So
there was activity and investnent going on in new fields during
those tines of lower tax rates and it was consistent with that
in the rest of the world. In his view, he continued, the
decoupling occurs from 2007 forward, when the rest of the world
accel erates and Al aska stays fl at.

9:21: 00 PM

REPRESENTATI VE TUCK requested that slides 20-23 be done in the
same manner as was done for ACES, but for HB 72. He further
requested that colums be added for oil prices up to $140 and
down to $60.

MR. PULLI AM agreed to do so.

REPRESENTATI VE TUCK thanked M. Pulliam for his presentation,
the new i nformation, and the opportunity to ask questions.

9:23: 33 PM
[HB 72 was hel d over. ]
9:23:40 PM
ADJ QURNIVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 9:24 p.m
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