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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

SPONSOR SUBSTI TUE FOR HOUSE BILL NO. 4

"An Act relating to the Al aska Gasline Devel opnent Corporation
maki ng the Al aska Gasline Devel opnment Corporation, a subsidiary
of the Al aska Housing Finance Corporation, an independent public
corporation of the state; establishing and relating to the in-
state natural gas pipeline fund; making certain information
provided to or by the Al aska Gasline Devel opnent Corporation and
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its subsidiaries exenpt from inspection as a public record;
relating to the Joint In-State Gasline Devel opnent Team
relating to the Al aska Housing Finance Corporation; relating to
the price of the state's royalty gas for certain contracts;
relating to judicial review of a right-of-way |ease or an action
or decision related to the devel opnment or construction of an oil
or gas pipeline on state land; relating to the |ease of a right-
of-way for a gas pipeline 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 opnent Corporation; relating
to procurenent by the Al aska Gasline Devel opnent Corporation;
relating to the review by the Regulatory Conm ssion of Al aska of
natural gas transportation contracts; relating to the regulation
by the Regulatory Conmm ssion of Alaska of an in-state natural
gas pipeline project devel oped 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 Developnent Authority; relating to the
procurenent of certain services by the Alaska Natural Gas
Devel opnent Authority; exenpting property of a project devel oped
by the Al aska Gasline Developnent Corporation from property
taxes before the comrencenent of comrercial operations; and
providing for an effective date."

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

SHORT TITLE: O L AND GAS PRODUCTI ON TAX
SPONSOR(s): RULES BY REQUEST OF THE GOVERNCR

01/ 16/ 13 (H) READ THE FI RST 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

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

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

02/ 15/ 13 (H) RES AT 1:00 PM BARNES 124

BILL: HB 4

SHORT TITLE: ALASKA GASLI NE DEVELOPMVENT CORP; RCA
SPONSOR(s): HAWKER, CHENAULT
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01/ 16/ 13 (H) PREFI LE RELEASED 1/7/13

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

01/ 30/ 13 (H) SPONSOR SUBSTI TUTE | NTRODUCED
01/ 30/ 13 (H READ THE FIRST 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 & Hel d

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

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

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

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

02/ 15/ 13 (H RES AT 1: 00 PM BARNES 124

W TNESS REG STER

JANAK MAYER, Manager, Upstream and Gas

PFC Ener gy

Washi ngt on, DC

PCSI TI ON  STATEMENT: Presented a PowerPoint titled "Alaska
Fiscal System"™ and answered questions during discussion on HB
72.

TERRY H NMAN

Community Advisory Conmittee for Alaska Stand Al one Pipeline
( ASAP)

Heal y, Al aska

POSI TI ON STATEMENT: Testified in support of HB 4.

Bl LL SHEFFI ELD
Anchor age, Al aska
PCSI TI ON STATEMENT: Testified in support of HB 4.

KEN HALL
Fai r banks, Al aska
PCSI TI ON STATEMENT: Testified in support of HB 4.

W LLI AM WARREN
Ni ki ski, Al aska
POSI TI ON STATEMENT: Testified during discussion of HB 4.

RON LONG, Assistant City Mnager
Cty of Seward
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Seward, Al aska
POSI TI ON STATEMENT:

JI' M PLAQUET

Testified in support of HB 4.

Al aska | ndustry Support Alliance

Fai r banks, Al aska
POSI TI ON STATEMENT:

Testified in support of HB 4.

Rl CK ROGERS, Executive Director
Resour ce Devel opnment Counci

Anchor age, Al aska
POSI TI ON STATEMENT:

ALAN LEMASTER
Gakona, Al aska
POSI TI ON STATEMENT:

Testified in support of HB 4.

Testified in opposition to HB 4.

JASON HOKE, Executive Director
Copper Val |l ey Devel opnment Associ ation

d ennal | en, Al aska
POSI TI ON STATEMENT:

MERRI CK Pl ERCE
North Pol e, Al aska
POSI TI ON STATEMENT:
Bl LL WALKER

City of Val dez

Val dez, Al aska
POSI TI ON STATEMENT:
ACTI ON NARRATI VE
1: 02: 55 PM
COCHAIR ERIC

Hawker ,
the cal

FEI GE

Commttee neeting to order at

Tuck, Tarr,
to order.

P. WI son,

Testified in support of HB 4.

Testified in opposition to HB 4.

Testified during discussion of HB 4.

the House
1: 02 p. m
Seat on,
Representative Johnson

call ed Resources Standi ng
Representatives O son,
and Feige were present at

arrived as the

nmeeti ng was in progress.

HB 72-O L AND GAS PRODUCTI ON TAX

1: 03: 24 PM
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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
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."

1: 03: 46 PM

JANAK MAYER, Manager, Upstream and Gas, PFC Energy, noted that
PFC Energy was now in its second year consulting for the Al aska
State Legislature on oil and gas taxation issues and fiscal
reform He explained that PFC Energy specialized in oil and gas
consul tancy, specifically wth issues regarding above ground
risk. He noted that PFC Energy did not audit reserves or design

of f-shore infrastructure, but, instead focused on questions of
mar ket risk, geo-political risk, comrercial strategy, and other
econonmi ¢ issues and fiscal terns analysis. He pointed out that

his area of expertise was explaining how fiscal ternms affected
bot h governnent revenue and project econom cs.

1: 05: 21 PM

MR. MAYER declared that the discussion would first focus on the
fundanental sensitivities of Alaska's future petrol eum revenues
to oil price, production decline, and fiscal terns, as it was
inmportant to differentiate short and | ong termrevenue.

1: 06: 24 PM

MR. MAYER, directing attention to slide 3, "Gl Price is the
Major Determnant of Alaska's Future Petroleum Revenue,"”
declared that, although the price of oil was the nobst inportant
issue, it was conpletely out of Alaska's control. He pointed
out the difference in revenue to the state for various oi
prices, declaring that the production of oil did vary with the
price.
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1: 07:49 PM

MR. MAYER noved on to slide 4, "Decline Rate is the Qther WMjor

Determ nant,"” declaring that the decline rate of current
production was also a substantial determ nant. He stated that
the Departnent of Revenue (DOR) base forecast for average
decline was 6 percent from 2017 - 2022, which included new

produci ng areas. He theorized that a 3 percent decline or a 9
percent decline reflected a high mgnitude of variation in
revenue.

1:08: 50 PM

VR. MAYER presented slide 5, "Fiscal Terms Changes and
| nvestnent Inpacts,” and stated, although fiscal terns were a
significant determnant, they were a snaller inpact unless they
resulted in substantial new investnent. He reported that an
addi tional production of 20 mllion barrels each day would

flatten revenues in real terns.
1: 10: 23 PM

REPRESENTATI VE TUCK asked for the anount of investnment to reduce
the rate of decline from®6 percent to 1 percent.

MR. MAYER replied that he would report back, but he likened it
to annually bringing on-line a project simlar in size to
Ni akuk.

1:11: 04 PM

REPRESENTATI VE SEATON requested the price estinmates for the
annual increased i nvestnment be also forwarded to the commttee.

MR. MAYER agreed to do so.

1:11: 35 PM
MR. MAYER spoke about slide 6, "Context: [Investnent Conpetition
& Gobal Gl Price Environment." He declared that the biggest

sensitivity to Alaska's future revenues was the future oi
price, and the questions for the price forecast by the
Depart ment of Revenue (DOR).

1:12: 53 PM
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MR. MAYER decl ared that another key driver for oil price was the

conpetition for investnent dollars, slide 7, "Fixed-Royalty
Jurisdictions in US Lower 48 Are A Key Conpetitor to Al aska for
| nvestnent Dollars.” He noted that "an extraordinary revol ution

in North Anmerican production” had reflected a shift in the |ast
seven years ago from a source of cash flow for oil conpanies to
fi nance projects el sewhere. He declared that North Anerica was
now a mgjor region for re-investnent of cash from other
proj ects. He declared that this was relevant to the future of
oil and gas production in Al aska, as the cash surplus was com ng
from fixed royalty jurisdictions with relatively |ow governnent
t ake. The broader context of increased investrment in North
America was inportant to consider when discussing future drivers
of oil prices and the structure of the fiscal system

1:14: 49 PM

REPRESENTATI VE SEATON, directing attention to slide 7, asked
whet her PFC Energy believed that the major oil conpanies had not
targeted unconventional oil production in North America.

MR. MAYER replied that it was quite the opposite and it was rare
for a major oil conmpany not to be investing in shale production
and ot her unconventional oil production in the Lower 48.

1:15: 42 PM

REPRESENTATI VE SEATON asked if these mssed opportunities in
Al aska were a factor.

MR. MAYER replied that there was still a lot to be determ ned
for the future of unconventional oil production in Alaska, and
many other jurisdictions throughout the world. He declared that
oil shale did have prom se, but there were other questions for

its devel opnent. He pointed out that tens of thousands of oil
shale wells had been drilled in the Lower 48, however, no other
country had drilled nore than ten wells. He stated that the

Lower 48 did have specific circunstances which conbined snall
private |and holdings which small oil conpanies could afford to
buy so that an experinental solution could be attenpted wth
smal | capital expense.

1:18: 31 PM

REPRESENTATI VE TARR referred to slide 7, and asked about the
capital expenditures from 2008 - 2010 in North Anerica. She
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asked if the largest percentage was represented by investnment in
t he Lower 48.

MR. MAYER expressed agreenent, and stated that it was a
conbination of investnent in shale, oil sands, and other
unconventional oil production.

1:19: 22 PM
REPRESENTATI VE TUCK asked how Al aska would | ook in relation

MR. MAYER replied that, although Al aska was now a cash surplus
region, in 1980 it had been a cash deficit region. He noted
that the cycle of cash deficit to cash surplus was a fundanental
part of the dynam cs of the oil and gas industry.

1: 20: 08 PM

MR. MAYER returned to the presentation, slide 8, "Anerican
Energy Reset." He declared that it was the great Anerican
energy reset, as the growmh and forecast were a conplete about
face from the decades before 2005, and resenbled the boomin oi
production during post-Wrld War Il1. He reported that there had
not been such a steep increase in oil production in North
Anerica since, and, by 2020, the oil production would reach a
peak simlar to the md 1960s.

1: 21: 21 PM

MR. MAYER noved on to slide 9, "Anatony of the Physical Market
for Crude O1I." He declared that the framework of the world
mar ket for crude oil was dictated by demand for final product
consunption, which created the refinery demand for crude oil.
He reported that neeting the demand canme from either non- OPEC or
OPEC (Organi zation of the Petroleum Exporting Countries) crude
oil. He explained that the non-OPEC producers would only
produce at capacity given the narket economics; wher eas, the
OPEC producers functioned as a cartel, and played a bal ancing
role for adjusting the crude oil output by increasing or
decreasing the supply, thereby influencing the price of oil. He
pointed out that the demand from OPEC would influence the non-
OPEC supply, and the future price of crude oil

1: 23: 24 PM

MR. MAYER pointed to slide 10, "Non-OPEC Liquids WIIl Show
Substantial Gowh," and stated that non-OPEC production was
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i ncreasing substantially from a wi de range of supply, including
Canadi an oil sands, oil shale, and natural gas liquids and
condensate projects. These projects would have a large inpact
on the OPEC producers.

1:24: 33 PM

MR. MAYER discussed slide 11, "Shale GOl Mjor Factor in
Reducing OPEC s Share." He declared that shale oil, minly
North Anerican shale oil, was predicted to reach 4 mllion

barrels per day by the end of the decade, which was tw ce the
production of Alaska oil at its peak. He pointed out that this
was al so al nost double the Saudi Arabian oil production sw ng

as its marginal production cost was so low, allowing for a
profit at alnbst any oil price. He declared that shale oil was
rel evant because its supply was variable, as the sources were
not |arge and were short lived. This variability made shale oil
production very dependent on the price of oil. He reported that
shale oil would join the ranks of substantial world oil supply
bal ancers, thereby affecting the traditional role of OPEC

producers, and the increased production of oil in Iraq.

1:27:11 PM

MR. MAYER expl ained slide 12, "Initial Qutput Inplications for
Maj or OPEC Producers.™ He pointed to three OPEC producers,

Saudi Arabia, Iran, and Iraq. He stated that, although Iran
production had dropped off as a result of sanctions, the
increase of lraqi production with the increase of non-OPEC
producers, would force Saudi Arabia to drop its production from
9 mllion to 5 mllion barrels each day, in order to bal ance the
gl obal oil supply. He questioned, as this would not be
tolerable to Saudi Arabia, how OPEC would manage the nmarket to
keep the oil prices up.

1: 28: 49 PM

MR. MAYER discussed slide 13, "Character of US.  Gowh
Changi ng. " He stated that the future volatility of oil prices
woul d be influenced by the increased role of oil shale, noting
that the production would conpound just to maintain the prior
year's supply.

1: 30: 11 PM

MR. MAYER, addressing an earlier question for the breakeven
prices for Lower 48 shale oil, stated that it wuld vary
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enorrmously by quintile, the initial productivity of the wells
He pointed to slide 14, "Bakken Quintile Breakeven PV 10," and

explained that a first quintile well was "nmassively nore
productive in terns of initial productivity you get out of a
well,” than was a fifth quintile well. The result was a nuch
greater profit fromthe first quintile well. He decl ared that
al nost 33 percent of the production fromthe Bakken oil field in
North Dakota came from first quintile wells, and that drilling
woul d continue as long as there was the reliability to produce a
first quintile well. He acknow edged that other areas of Bakken
were not currently economically viable for drilling. He pointed

out that operating <cost was the break-even price which
det ermi ned producti on.

1:32: 28 PM

MR. MAYER, responding to Representative P. WIlson, defined
"quintile" as the inclusion of all of the wells drilled within a
specific time period, and dividing them evenly into five
"buckets." The top "bucket" was the nost productive wells, wth
the bottom being the |least productive by initial production
rate. He pointed out that the top quintile, the top 20 percent,
produced nore than 33 percent of the oil in Bakken.

1: 33: 26 PM

MR. MAYER assessed slide 15, "Eagleford Quintile Breakeven PV
10," stating that the producers in the Eagleford shale oil field
in Texas had an even greater variation in its well economcs, as
its first quintile wells were very profitable but its fifth
quintile wells would nost likely not be profitable in the
foreseeabl e future.

1: 33: 52 PM

REPRESENTATI VE SEATON asked how the acreage costs by class,
listed on the slide, related.

MR. MAYER expl ai ned that both the acreage costs by class and the
royalty rates related to the quintile, specifically when
negoti ati ng the econom cs.

1:35:16 PM

MR. MAYER noved on to slide 16, "Ganite Wash Quintile Breakeven
PV 10," which was a significantly |ess economc producer in
Texas. He pointed out that the nobst productive wells in the
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Granite Wash oil fields in Cklahona, the first quintile, were

"only just worth drilling at current prices." He rem nded the
commttee that a change in oil price potentially had a
significant effect on drilling activity and future production.
1:35:49 PM

REPRESENTATI VE TARR asked how the information on shale oi
devel opnent was used to conpare with the oil developnent in
Al aska, as the Al aska oil was so different.

MR. MAYER responded that there were a nunber of points of
conpari son. He agreed that a decision to drill in oil shale in
Texas was very different than drilling on the North Sl ope. He
said that price signals and fiscal terms could quickly affect
behavi or. He opined that the North Slope producers, as there
was a concentrated industry structure wth joint operating
agreenents, were economc and rational, and responded nore
slowy to market signals.

1: 38: 30 PM

COCHAIR FEIGE offered his wunderstanding that, as oil prices
drop, the oil shale investnent woul d di m nish.

MR. MAYER replied that this was correct up to a certain point,
noting that the least productive oil wells and acreage would
drop off, but that the nost productive would continue.

1: 39: 14 PM

MR. MAYER reviewed slide 17, "Risks to Price Forecast,"” and
stated that the wupside price risk was that strong globa

economc growh and instability would increase denmand and
tighten the oil supply. He pointed to the downside price risk

whi ch included the US production boom which left little roomfor
additional growth from other countries, an econonic slowdown,
the challenge to OPEC to manage supply given the non- OPEC supply
comng on-line, and the premum price given to Wst Coast crude
over WI, as the boom had created a greater supply than pipeline
capacity in the Lower 48. He opined that as long as the United
States was a crude oil inporter, then the inpact of price on the
West Coast crude would be |imted.

1:42: 04 PM
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MR. MAYER projected slide 18, "What Is the Potential Floor for
ANS West Coast Crude?" He explained that the answer depended on
the tinme frane. He said that prolonged |ow prices would use a
| ot of supply, and would eventually bring the price back up. He
offered his belief that the global price floor for Wst Coast
crude could be sustained as |low as $70-$75 per narginal barrel
if certain supply circunstances exi sted.

1:44:12 PM

MR. MAYER, in response to Representative Seaton, said that the
US constrained price of $55-$60 per marginal barrel could be
possible if the US net its own supply needs, and was not
exporting any crude. He opined that $70-$75 was nore likely if
the margi nal barrel was inported.

1:45: 25 PM

REPRESENTATI VE SEATON asked to clarify that if North America
beconmes energy independent then the floor price would be $55-%60
per margi nal barrel

MR. MAYER indicated this was not a l|likely scenario and was
nmerely used as an exanple of the disconnect for the global crude
oi | markets.

1:46: 10 PM

REPRESENTATI VE TARR asked if that scenario was a result of no
exports of crude because of increased production elsewhere, or
the need to inport to neet demand.

MR. MAYER replied that the scenario would result from a
conbination of the North Anerican supply being sufficient to
nmeet denmand and ongoi ng restrictions on exports.

1:47: 01 PM

MR. MAYER brought attention back to slide 20, "ACES: 5 Kkey
probl ens. " He declared that Alaska's fiscal system Alaska's
Cl ear and Equitable Share (ACES), had five fundanental problens,
which he listed: the high levels of governnent take reduce the

conpetitiveness for capital investnent, especially at high
prices; high marginal tax rates reduce incentives for spending
control; a conplex system makes it difficult for neaningful

econonmi ¢ anal ysis and conparison; significant state exposure in

HOUSE RES COW TTEE -12- February 15, 2013



low price environnents and for high cost devel opnents; and the
substantial inpact of |arge scale gas sales on tax rates.

1:48: 30 PM

MR. MAYER expl ained slide 21, "Reginme Conpetitiveness: Aver age
Government Take At $80 Per Barrel." He declared that the
benchmark of Alaska's fiscal system in conparison wth global
fiscal systens for overall governnent take for oil at a range of
prices was substantially higher, even with production sharing
contracts (PSC) a bit over 70 percent. At $80 per barrel,
Al aska was substantially higher than the gl obal averages. He
poi nted out that capital spent by an existing producer could be
witten off against the tax bill, whereas capital spent on new
devel opnent attracted capital credit, but not the same reduction
in rate. He stated that ACES was the second |east conpetitive
CECD regime for new devel opnent, after Norway.

1:51: 37 PM

MR. MAYER addressed slide 22, "Reginme Conpetitiveness: Aver age
Governnent Take At $100 Per Barrel," which identified that new
devel opnent was now the hi ghest government take regine in OECD
He acknow edged that it was | ower for an existing producer.

1:52: 36 PM

MR. MAYER noved to slide 23, "Regine Conpetitiveness: Aver age
CGovernnent Take At $120 Per Barrel,"™ but, wupon review, noted
that there may be an error on this slide.

1:52: 55 PM

REPRESENTATIVE TUCK asked to clarify that governnent take
reflected total payout, as the private royalties were also

i ncl uded.

MR. MAYER expressed agreenent, and reported that the system of
private royalties was only in the United States.

1: 53: 38 PM

REPRESENTATI VE SEATON asked to clarify that a new devel opnent
was a non-| egacy producer.

MR. MAYER said this was correct when analyzed on a stand-al one
basis, rather than a part of the portfolio of a base producer.
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REPRESENTATI VE SEATON stated that this was not the Alaska tax
regine, as everything on the North Slope was part of the

conpany.

MR. MAYER acknow edged this, although a new devel opnment had to
be looked at for information on capital all ocation and
i nvest ment deci si ons.

1: 55: 16 PM

VR. MAYER, returning to his presentation of slide 24,
"Difference Between New Investnent Versus Base Production is
Critical,"” noted a frequent question for how there could be a
reasonabl e profit. He directed attention to the net incone per
barrel, which was substantially higher in Al aska than the Lower
48 for ConocoPhillips in 2011.

CO- CHAIR FEI GE asked to clarify that this was per barrel of oil
MR. MAYER replied that it was per barrel of oil equival ent.

CO CHAIR FEI GE asked to clarify that this would include gas.

MR. MAYER agr eed.

CO CHAIR FEIGE asked to clarify that the distinction would be
necessary if a conpany produced nore gas than oil in one area
as the figures would be distorted.

MR. MAYER agr eed.

1: 57: 06 PM

MR. MAYER, returning to slide 24, noted that the Al aska net
income per barrel was "not particularly any higher than in many
ot her parts of ConocoPhillips portfolio." He pointed out that

ConocoPhi |l i ps had extensive gas holdings in the Lower 48. He
pointed to the production taxes, which reflected the inpact of

ACES on the barrel of oil in Al aska, as the State of Al aska nade
nore revenue per barrel than ConocoPhillips rmade from net incone
per barrel.

MR. MAYER, in response to Representative Tuck, said the colums
refl ected the breakdown of revenue, and added up to the revenue
of a barrel of oil equivalent.
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REPRESENTATI VE TUCK asked to clarify the Canadi an inconme tax per
barr el

MR. MAYER explained that this was solely because, in that
particul ar year in Canada, ConocoPhillips had a tax | oss.

2:00:17 PM

REPRESENTATI VE TUCK asked to clarify that African nations
received their revenue from incone tax, and that the purple bar
reflected the operating cost of doing business.

MR. MAYER replied "broadly speaking that's correct.”
2: 00: 56 PM

MR. MAYER stated that the figures really did not clarify the
conpetitiveness of the fiscal reginme, because these were the
result from existing base production, not the economics for a
new i nvest nent. He explained that, although ConocoPhillips had
a |lot of gas production in the Lower 48 with a small revenue per
barrel, it continued to invest nore in the Lower 48 than in
Al aska. He explained that there could not be a conparison of
investment as the base portfolio was not indicative of the
investnments in the Lower 48. Those investnents were in |iquids,
which had very different econom cs. He noted that the net
income per barrel in Alaska reflected capital investnent from
many years ago, with fully depreciated assets, and now produced
cash. He pointed out that any current investnment in Al aska
woul d not result in the sane net incone.

2:03: 03 PM

MR. MAYER, in response to Representative Tuck, explained that
DD&A was depl etion, depreciation, and anortization. He agreed
that, as this was a small anmount, there could be postulation
that old assets in Al aska were nostly depreciated as opposed to
newer investment, and higher DD&A, in other places. He noted
that only judging the net incone per barrel did not reflect the
econom cs of new i nvestnent.

2:03:52 PM
MR. MAYER addressed slide 25, "ACES: 5 key problens,” and shared
that the high marginal tax rates which reduced incentives for

spending control was the second of the five key problens. He
suggested taking the ACES production tax conmponent and the
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i mpact of progressivity to marginal rates. Under ACES, the
initially steep conponent of progressivity, which eventually
flattened out, created a jagged spike in marginal rates. He
noved on to slide 26, "ACES: Average and Marginal Production
Tax Rates,” and explained that progressivity and marginal tax
rates tapered off after a peak at $92.50 per barrel of
production tax val ue. He shared that the nmarginal tax rate was
not necessarily a neasure of conpetitiveness of the system
al though it influenced the different price environnents in after
tax cash flow He pointed out that oil at $120 per barrel
refl ected reduced taxes for 95 percent of expenditure.

2:06: 20 PM

REPRESENTATI VE SEATON asked to clarify that ACES was designed in
this way to create incentive for reinvestnent on the North
Sl ope, although it appeared counter intuitive. He asked what
incentive could be offered for reinvestnment in Al aska.

MR. MAYER stated that this was an excellent question that | eads
to his next point regarding the conplexity of the system slide
29, "ACES: Standal one versus Increnental.” He declared that
there were nmany perspectives for understanding this problem He
expl ained that an econom c analysis from an increnental basis
took the cash flow fromthe base portfolio, and |layered in a new
devel opnent on top. At the end, the difference of the two would
be determ ned, and the econom cs would be reviewed on the basis
of the difference of the two cash flows. He declared that these
i ncrenental economcs were crucial from the state perspective

as it determned how nuch the state would receive, or not
receive. However, increnental economi cs were not as inportant
to a producer for a large project, as its investnment decisions
were determned by cash flow, not tax equity or future tax
lTability. He expressed agreenent that reduction of future tax
liability was desirable, but not fundanental to an econonic
deci si on. He reported that economc decision meking at the
busi ness unit level, or reinvestments of cash flow in short term
decisions for tax reasons, was very different from investnents
for the long term which needed to have the fundanental econom cs
for a sensible stand-alone basis. He noted that a review of the
increnental basis could determne that a project nove "further
in front of the queue,” although the decision was not nade
solely on the increnmental econom cs. He declared that ACES was
a system under which the state would forego significant revenue
for investnent, although that did not necessarily nake a project
nore conpetitive for attracting capital. He opined that "in
some ways you could argue it's the worst of all worlds, where
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the state foregoes significant revenue but it doesn't actually
get rmuch nore for the revenue that it foregoes.”

2:12:58 PM

MR. MAYER presented slide 30, "Portfolio Efficiency: Return on
Capital Enployed (ROCE)," and said that this could be argued to
be the nost inportant netric for a large oil and gas conpany at
the corporate |evel. He noted that this netric was not
i nfluenced by increnental analysis, or any return on investnent
t hrough taxes. He explained that the economi cs was not based on
the after tax cash flow, but sinply on the return on the capital
invested in the operation. He declared that this was an exanple
wher eby ACES woul d forego revenue for the state conpared to what
it mght otherwise receive in return for investnent, although it
was unclear whether this would inprove the economcs for an
i nvest ment .

2:14: 18 PM

REPRESENTATI VE TARR asked if the credits were less reliable
because of possible political change.

MR. MAYER replied that there were a nunber of conponents, and he
referred to slide 29, which reflected the dramatic variation of
the increnental econonm cs dependent on price. He noted that
this variation was sonetines counter intuitive, explaining that
it was a better return at $125 per barrel than at $130 per
barrel. He referred back to slide 26, which depicted the spike
in the marginal rate. He speculated that, as an investnent in a
20 year project did not know the future oil price, an investor
would want to know performance in a range of scenarios,
especially the long term cash flow generated and the upside of
capital. He said that, |ooking solely at increnmental basis, the
internal rate of return (IRR) could be excellent at a particul ar
price range, slide 29. Al though this would take away future
cash flow, it would elimnate the spending necessary to generate
it. He stated that IRR was only a wuseful netric for
standardi zing things, and did not guarantee the creation of
econoni ¢ val ue. Creating econonmic value for a conpany required
the use of large anpbunts of capital to generate |arge anounts of
cash flow He explained that this system on an after tax cash
flow basis, was to reduce the anpunt of necessary capital to

justify a smaller future cash flow He stated that a large
investnment needed large, long lived assets with a substanti al
future cash flow He allowed that any tax benefit would be
appreciated, although the tax bill was not the fundanental
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driver of the investnent decision. He explained that
fundanmental econonmics of the project would affect the global
all ocation of capital, and not the after tax cash flow, because
the investnment was not to buy tax equity. He conpared this
investnment to those investnents of property investors, who would
not buy negative cash flow properties to reduce their tax bill
He said that large oil and gas conpanies were not |ooking to
reduce their tax bills with investnents in |arge projects.

2:19: 47 PM

MR. MAYER returned attention to slide 31, "ACES: 5 Kkey
problens,” and reported that the fourth key problem with ACES
was for significant state exposure in low price environnents,
and for high-cost devel opnents. He said that, for Al aska, the
incremental analysis was the nost inportant because it was all
revenue to the state treasury, even as it presented risks in |ow
price environnments and hi gh cost projects.

2:20: 54 PM

MR. MAYER noved on to slide 32, "High state exposure for high-
cost devel opnents,” which conpared the economcs of an
increnental basis with the economcs of no production tax. He

said that the producer would get a reduction in the overall
production tax liability, which, although it mattered to the
state, did not inprove the project economcs for the investor.

2:23:01 PM

MR. MAYER explaining slide 33, "ACES: 5 key problens,"” and slide
34, noted the inpact of |arge-scale gas sales on tax rates. He
declared that this was not the ideal design for a hydro carbon
fiscal system

2:24:05 PM

REPRESENTATI VE SEATON asked to clarify that the offsetting
expense against oil tax would not be a consideration for
investnment, even if it allowed nore noney to stay in the
company. He asked if the project would be viewed on a stand-

al one basis for cash invested and the return on capital.

MR. MAYER replied that a |large scale investnent over a long tine
horizon would require that the project "nmade sense on its
fundamental economcs in the broadest possible range of oi

prices, of gas prices, of possible changes by the legislature to
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the fiscal ternms, of a very wide range of things." He declared
that this required an assessnment for the nerits of the project
on its fundanmental economcs, not on the tax treatnent in any
gi ven year.

2:25:36 PM

REPRESENTATI VE SEATON asked to clarify that it was necessary to
fix the oil economcs over a long period in order to nove
forward on the gas project. He asked why there was a push for

oil tax certainty, as well.

MR. MAYER apol ogi zed for any m sunderstanding, stating that
stability was absolutely essential because the fiscal terns
determ ned the project econom cs. He declared that reductions
in taxes did matter, but it was not the fundanental driver for
i nvestment in the project.

2:27: 23 PM

REPRESENTATI VE SEATON asked if the economcs for the return on
capital invested for a gas line project would be analyzed on a
stand-al one basis, and whether the idea of a fix for the oi
system was separate and shoul d not be part of the consideration.

MR. MAYER expressed his agreement for the return on capital
enpl oyed, as it was a huge investnent, and was not affected by
i ncrenental econom cs. He detailed that the investor was
measured by the return of its capital enployed, and that
i ncrenmental econom cs did not help the project.

2:29: 23 PM

MR. MAYER introduced slide 35, "ACES: 5 key problens - available
solutions,” which detailed solutions to the aforenentioned five
probl ens. He pointed to the high l|evels of governnment take,
suggesting that ei t her progressivity could be reduced,
bracketed, or elimnated, or that the base rate could be
reduced. For high marginal tax rates and the inpact on spending

control, he suggested, again, that progressivity could be
reduced, bracketed, or elimnated, or that credits could be
reduced, restricted, or elimnated. He pointed out that the

conplexity made neaningful economc analysis and conparison
difficult, as it was often msinterpreted. He declared that the
conplexity was for which basis to assess the investnent, and
would look different to the state than to a conpany. He
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suggested sinplifying the overall system design, especially the
interaction of progressivity with credits, and inproving the
econom cs for new devel opnent, as proposed in HB 72.

2:33:21 PM

MR. MAYER addressed the significant state exposure in |low price
environments, and suggested that sone or all of the credits
could be reduced or elimnated; the ability to claim credits
from the state treasury could be elimnated; or the credits
could be carried forward to production.

MR. MAYER spoke about the inpact of |arge-scale gas sales on tax
rates, and suggest ed to el imnate progressivity; | evy
progressivity on a gross, rather than net, basis; or use a
progressi ve G oss Revenue excl usion.

2:34:57 PM

MR. MAYER directed attention to slide 36, "ACES. 5 key problens
- SB21/HB72 Solutions,"” and addressed the solutions for each of
t he af orenenti oned probl ens. He suggested that the elimnation
of progressivity and sone credits, while restricting that use of
| ost credit could only be clained fromthe future, would resol ve
t he probl ens. He noved on to slide 40, "CGovernnent Take under
SB21/HB72 and ACES - Capex Sensitivity." He said that
elimnation of the capital credit in the following year would
have a substantial inpact on tax rates at current prices under
ACES. He reported that extending the analysis out for 20 years
woul d reduce the inpact because progressivity was not |inked to
inflation under ACES. He announced that proposed HB 72 woul d
have a range of points in a single year of production to nove
between a tax increase and tax decrease, with the fundanental
point being the level of capital spending. He declared that
this was the inpact of the capital credit. He noted that the
nore spent, the higher the point of transition from tax cut to
tax increase, and the higher the actual oil ©price when
progressivity starts.

2:39:27 PM

MR. MAYER declared that the question was for incentives to
devel opnment given the current w de range of capital spending.
Those conpanies in the asset developnent stage, rather than
harvesting the cash flow, had the highest |evels of spending.
He stated that conpanies with high spending would see a tax

HOUSE RES COW TTEE - 20- February 15, 2013



increase relatively higher on the price scale, and he suggested
giving this nore consideration.

CO-CHAIR FEIGE declared that this area had received the npbst
i nformal push back fromthe oil and gas industry.

2:40: 43 PM

REPRESENTATI VE TUCK asked to clarify that this was a crossover
between ACES and the proposed bill, and that as the capital
expenses increased, the crossover noved to a higher oil price in
order to equali ze. He asked if this was due to the |oss of
capital credits, which were elimnated in the proposed bill.

MR. MAYER expressed agreemnent.
2:41: 36 PM

CO CHAIR FEIGE asked what affect the addition of credits for
certain capital expenditures would have on the crossover points.

MR. MAYER replied that the addition of sonme form of capital
credit woul d reduce those crossover points.

CO-CHAIR FEIGE noted that the crossover points at all Ilevels
woul d nove to a | ower price.

MR. MAYER offered his belief that they would shift closer
together, with less sensitivity to capital spending.

2:42: 51 PM

REPRESENTATI VE TARR asked what M. Mayer suggested for the |ow
price point to reduce significant state exposure.

MR. MAYER replied that it would vary, dependent on the cost of
t he resources bei ng devel oped.

2:44:11 PM

REPRESENTATI VE SEATON asked to clarify that the idea of adding
capital credits back in was being proposed as a reduction of the
state's liability at Jlow prices, which would increase the
state's liability at higher prices as there was no |onger any
progressivity to offset it during price sw ngs. He pointed out
that there was discussion for the addition of capital credits
and the elimnation of progressivity, which would reduce the
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cash flow at high prices and maintain the exposure at |[|ow
prices. He questioned the balance to the state.

MR. MAYER answered the original proposal was put together by
Pedro van Meurs, and called for a flat 25 percent profit based
tax with a 20 percent capital credit. He declared that this was
different than the current tax reginme, and recalled that these
tax credits were not allowed to be clained directly from the
state treasury when there was not any tax liability.
Progressivity actually creates sonme of the downside, w thout the
guestion of the capital credit. He stated that the necessity
for capital credit to only be clained against future production
would mtigate the problem He opined that for an overal
anal ysis of governnent takes with a baseline that was not an
abstract design of a reasonable and conpetitive system when
conpared wth the ~current system both progressivity and
mai nt enance of the «credit wuld create a bigger delta in
government  revenue. He questioned whether this was an
acceptable delta in revenues, and that a balance requiring sone
form of progressivity would be a fundanental question of policy
direction.

2:47:56 PM

MR. MAYER continued his presentation with slide 42, "Assessnent
of DOR Price Forecast Methodology.”" He noted that he could not
el aborate on the production forecasting nethodology, as the
revised risk approach appeared sound. He discussed price
forecast methodol ogy, noting that with any forecasting exercise,
it was necessary to distinguish between the overall trend and

the degree of volatility. He stated that it was inportant,
especially with a flat forecast, to not be lulled into thinking
that also inplied little volatility. He declared that wld
price swings were still possible, and he opined that it

overwhel m ngly appeared to be the case that volatility would be
the normin the foreseeable future.

2:49: 48 PM

CO CHAIR FEI GE remarked, "we're one silkworm nissile away from a
| ot of noney."

2:49: 57 PM
REPRESENTATI VE TUCK, referencing an wearlier comment for the

ability of North America to self-sustain, asked to clarify that
the normfor the price of oil would be $70 - $75 per barrel.
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MR. MAYER clarified that this had been a specific answer for a
specific question regarding a realistic floor price for oil, and
it was not a likely forecast.

2:50: 33 PM

MR. MAYER, resumng his presentation of slide 42, declared that
with any forecast it was necessary to account for the volatility
of any trend.

2:50: 50 PM

REPRESENTATI VE TARR, asking if M. Myer had determ ned that the
new Departnent of Revenue (DOR) nethodology for the nobst recent
forecast was sound, questioned whether the nethodology for
previ ous DOR forecasts had been reviewed and conpared to actua
results. She offered her belief that, although there had not
been significant deviation, DOR had desired -even greater
accuracy.

COCHAIR FEIGE asked to clarify whether the question was
regarding price prediction or oil production prediction.

REPRESENTATI VE TARR replied that it was for oil production.

COCHAIR FEIGE stated that the discussion was for price
predi ction.

MR. MAYER clarified that he had begun his discussion wth
production prediction, prior to noving on to the price
prediction. In response to Representative Tarr, he acknow edged
that, although he did not have expertise for these predictions,
he had judged these predictions to be sound from his review of
the materials.

2:52: 06 PM
REPRESENTATI VE SEATON expressed his curiosity regarding the
i nportance of volatility, as the proposed tax paynent was for

t he annual nean, w thout progressivity or a windfall tax.

MR. MAYER replied that it was the biggest determ nant regardl ess
of progressivity for future revenues.

REPRESENTATI VE SEATON asked to «clarify that this was for
volatility over many years, and not just for a single year.
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MR. MAYER replied that he had considered the volatility for all
time franes.

REPRESENTATI VE SEATON asked to clarify, if this was an annual
tax wth no nonthly progressivity, what was the conponent of
volatility between nonths, and how did that affect the annual
revenue.

MR. MAYER explained that it was not a question of rate, but a
guestion of the base revenue and its application on the incone.
He pointed out that in a low oil price environnment, there was
very |little revenue to the state, but in a higher price
environnment, there was an enornous anount of revenue, even wth
a flat tax structure.

REPRESENTATI VE SEATON asked to clarify that the volatility
within the year woul d generate a different return.

MR. MAYER replied that it would not.
2:54: 25 PM

MR. MAYER continued his presentation with slide 43, "Assessnent
of DOR Price Forecast Methodol ogy," explaining that a blended
forecast was a good approach which provided a nore accurate
forecast. He expressed his agreenent with DOR that WI (West
Texas Intermedi ate) was no | onger a good global indicator of the
oil market, and that consideration of supply, geopolitics, and
the financial market was best for the projected forecast. He
noted that the possible risks for the DOR nethodol ogy i ncluded
the use of futures prices and the EIA (US Energy Information
Adm ni stration) as forecast tools. He stated that group
forecasting for a consensus view could result in a "herd"
behavior, and that a flat price forecast should understand the
fundanmental question of volatility, and the difference between
trend and novenent around this trend.

2:57:28 PM

MR. MAYER turned to slide 44, "dobal LNG Demand Driven by
Asia," and explained that the potential future demands for
Liquid Natural Gas (LNG would be into Asia, the world' s |argest
gas nmarket. He declared that Asia was a desirable market for
LNG as it had historically been priced wth reference to oil,
frequently to parity, which was dramatically higher than the gas
price in North Anerica. He pointed out that this high price
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made the prospect potentially econonmc for getting North Slope
gas to Asia.

2:59: 09 PM

MR. MAYER declared that the project list for proposed LNG
capacity was largest in North America, slide 45, "Proposed LNG
Capacity by Country.”™ He noted that sone of the re-gasification
pl ants were now converting to LNG export facilities. He pointed
out that Australia had the next |argest capacity for production
of LNG estimated at 100 mllion tons each year.

3:00: 47 PM

MR. MAYER addressed slide 46, "PFC Energy Ri sked LNG Supply
Qutl ook by Country,” which reviewed the risk and projection for
the main suppliers and the capacity to cone on |line before 2025.
He conpared this risk analysis for capacity with the contracted
capacity on slide 51, "Share of Contracted Capacity by Country."
He reported that LNG was sold on 20 year long term take or pay
contracts, which allowed the <capital for financing these
enornous projects to be raised. He questioned the existing
capacity in 2025, and how rmuch woul d be contract ed.

3:02: 57 PM

MR. MAYER reviewed slide 52, "Share of Contracted Capacity by
Country," which depicted the expected available capacity,
especially in Australia, Canada, and the United States, for new
un-contracted vol unes.

3:03: 36 PM

MR. MAYER explained slide 53, "Conpetitive Landscape for LNG
Sales to Asia,” and stated that PFC Energy projected a
sufficient rising demand for LNG in Asia. He noted that the new
I iquefaction projects in North Anmerica, Australia, Qatar, and

East Africa would be 1logical conpetitors. He stated that
Al aska, factoring in all the required capital, wuld be a
relatively high priced gas exporter. He noted that the

econonmi cs for conpetitive pricing would be affected by a link to
oil pricing, rather than the Henry Hub pricing.

[HB 72 was hel d over. ]
The neeting was recessed at 3:06 p.m to a call of the chair.

3:40: 05 PM
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CO CHAI R FEI GE brought the commttee back to order at 3:40 p.m
Representatives Seaton, Hawker, and Feige were present at the
call back to order. Representative Johnson arrived as the
meeting was in progress.

HB 4- ALASKA GASLI NE DEVELOPMENT CORP; RCA

3:40: 16 PM

CO- CHAIR FEI GE 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 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 natura
gas pipeline fund; making 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
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 opnent Corporation; relating to procurenent
by the Alaska Gasline Devel opnent Corporation; relating to the
review by the Regulatory Commi ssion of Al aska of natural gas
transportation contracts; relating to the regulation by the
Regul atory Conm 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 Developnent Authority; relating to the
procurenent of certain services by the Alaska Natural Gas
Devel opnent Authority; exenpting property of a project devel oped
by the Al aska GGasline Developnent Corporation from property
taxes before the comencenent of comercial operations; and
providing for an effective date."

CO CHAI R FEI GE opened public testinony on HB 4.

3:40: 37 PM
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TERRY HI NMAN, Community Advisory Commttee for Alaska Stand
Al one Pipeline (ASAP), paraphrased from a prepared statenent
[ I ncluded i n nenbers' packets]:

| live north of Healy in the Denali Borough and

r epr esent Denal i Borough on the ASAP Comunity
Advi sory Commttee. M tine and nmy expenses are borne
by nyself. I'"'m not funded by any entity or any

affiliation.

| believe the Alaskan "Resident" pipeline is at this
time the only real pipeline project wth tangible
substantial assets including route, right of way, and

envi ronnental inpact study. Further, | feel we are at
a critical tinme with energy costs, certainly in the
I nterior, and depending on the discovery and

devel opnment of nore gas in SouthCentral and the Cook
Inlet Basin, potentially all of Alaska is at risk for
excessi ve energy costs.

| believe the Alaska Stand Alone Pipeline project
offers a long term approximately 100 vyears, of
solution for the largest nunber of Al askans. Tr ue,

the pipeline itself would traverse a relatively small

portion of the state, but the pipeline would serve a
| ar ge popul ati on. Also, with the lean gas scenario

which is now proposed for the Stand Al one Pipeline,

whi ch includes nethane and propane, so the ability to
deliver propane at a much lower cost via the river
system hi ghway system and ocean exi sts.
Additionally, the ability to generate nuch |ower cost
electricity delivered via the grid. The energy
situation in the Interior is critical. Sonme smal |

busi nesses have cl osed due to excessive costs and nore
may al so. Personally, | have seen ny energy costs
soar to the point | have to make a decision on how
long | can afford to live here. | am retired so |
live on a fixed inconme, yet with increasing light and
heat costs | am at the juncture to go back to work or
| eave where | Iive. |'"m fortunate that physically I
can go back to work, for others that is not an option.
Many who watch their savings and finances erode at an
increasing rate just to stay warm are at the breaking
poi nt .. When staying or |eaving becones solely cost
driven with the |argest expense being energy the math
and decision becone obvious. To sone the |oss of
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retirees or other residents is of little consequence
however nore than the inpact of +the loss of a
participant in the econony is the loss of the skill,
knowl edge, w sdom and experience. The greatest |o0ss
is the hours of volunteering. HB 4 is a huge step in
taking action to nove forward with an energy pl an.

3:46: 30 PM

REPRESENTATI VE SEATON enphasized that the State of Alaska did,
i ndeed, consider that seniors, and others, were valuable to the
st ate.

MR HI NMAN clarified that it was difficult to place a value on
those contributions to the conmunities and the state. He stated
that there were many people who had to consider departure from
Al aska because of the high cost of |iving.

3:48: 23 PM

Bl LL SHEFFI ELD declared that he was in support of the in-state
gas line, and that he had spoken to many groups throughout the
state in pronmotion of the gas Iine. He stated that it was
inmportant to Al aska and Al askans. He reported that Al aska had
been granted statehood nore than 50 years ago because the state
had resources to "take care of ourselves, and it's time w
started to do it." He pointed to the inportance of gas, and
noted that Anchorage was "running out of gas.” He listed sone
| arge businesses that had a shortage of gas, and shared the
inportance to the railroad of gas shipnent on it. He suggested
that nore jobs would be created with manufacturing expansion,
i nstead of shipping out gas. He announced that it was inportant
to Al askans, and that the |egislature should appropriate the
necessary $320 mllion for the Alaska Gasline Devel opnent
Corporation (AGDC), in order to nove into the open season, at
whi ch point the questions would be answered. He opined that
this commtnent would result in a contract by 2016, with gas in
Fai r banks by 2019. He stated that gas could be trucked, and
propane could be nade available on the river systens. He urged
nmoving forward to get AGDC into the open season.

3:52:50 PM
KEN HALL declared that this was a trenmendous opportunity for the
gas line to nove forward, and that proposed HB 4 was an

i mprovenent over previous proposals. He stated that it would be
a travesty to not allow this to nove forward, as it provided an
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opportunity to get gas into Fairbanks and devel op businesses.
He offered his belief that the |egislature had concerns for the
anmpunt of control to relinquish to the AGC, and recomended
that AGDC be run as a state operated corporation, simlar to
Al aska Housing Finance Corporation (AHFC). He opined that it
woul d then run nore snoothly. He expressed support for proposed
HB 4, as it benefitted all Al askans.

3:55:51 PM

W LLI AM WARREN stated that the past failure to bring natural gas
to Alaskans had resulted in a "full blown crisis, not just a
tough spot, but a crisis.” He declared that he would need to
inport gas to run his ranch. He pointed out that the Cook Inlet
natural gas supply was still an unknown. He |isted the previous
advocates and prograns for a gas pipeline. He stated, "this is
our way out." He announced that it was necessary to nove to

open season in order to better "know what we have" and that he
supported a high pressure pipeline to transport the natural gas
[iquids (NGA&Ss). He acknow edged his support for other forns of
energy, including tidal and wi nd tunnels, but enphasized that it
was now necessary to nove forward with this program He
endorsed the proposed bill.

4:00:43 PM

RON LONG Assistant Gty Manager, Cty of Seward, shared that he
was al so a nenber of the Community Advisory Conmttee for Al aska
Stand Al one Pipeline (ASAP). He affirnmed that Seward did not
have natural gas, and that home heating costs were very high

often higher than a nortgage paynent. He reflected that,
al though ASAP would not imediately bring gas to Seward, it
woul d keep electricity costs from increasing so dramatically.
He surmsed that this project was "not inconpatible with the
governor's big line proposal... nor was it inconpatible or a
disincentive to the folks that are doing sone pretty exciting
things in Cook Inlet." He opined that this was the only
solution for bringing Al aska gas to Al askans first. He urged
that this pipeline project be noved along toward an open season
as expeditiously as can responsibly be done. He decl ared that
many chall enges existed to obtain |ow cost energy and prevent
cost increases.

4:03:43 PM

JIM PLAQUET, Alaska Industry Support Alliance, declared that
"Alaska needs energy and HB 4 provides the Al aska Gasline
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Devel opnent Corporation to serve as Alaska's natural gas
pi peline corporation, giving Alaskans the needed energy they
need for space heating and econom c survival." He cited that
the proposed bill would direct AGC to carry 500 million cubic
feet of gas per day, at the |owest possible cost, fromthe North
Sl ope to Fairbanks and SouthCentral Al aska. He comented that
proposed HB 4 would also consider other in-state gas pipeline
projects, as well as participation in a larger pipeline to
tidewater with a liquid natural gas export conponent. He
detailed that the proposed bill would avoid duplication of state
efforts and spending, while calling on state and |ocal agencies
to assist and share information. He expressed that this
| egislation would reduce the rates paid for gas. He reported
that proposed HB 4 would waive property taxes during pipeline
construction, requiring that local resources be nade avail able
at usual rates, and not rolled into the costs Al askans woul d pay
for the gas. He sunmarized that proposed HB 4 was the vehicle
to supply the energy needs for Al askans.

4:06:42 PM

RI CK ROGERS, Executive Director, Resource Devel opnent Council,
pointed out that the Resource Devel opnent Council (RDC) was a
statewi de business association which represented the forestry,
oil and gas, mning, tourism and fishing industries, with a
mssion to grow Alaska's econony through responsible resource
devel opnent . He affirmed that RDC supported proposed HB 4, and
he reflected on the diversity of RDC, in order to appreciate the

significance of its support. He explained that RDC represented
the producers of energy resources, and included devel opnent and
exploration conpanies of all sizes. He noted that RDC also
represented rural, wurban, comrercial, and residential energy
consunmers. He reported that RDC closely reviewed proposed HB 4,
to ensure that the bill "did not pit one energy resource against
the other.” He established that the best energy solutions for

Al askans were the ones that provided the best value for
consuners, and balanced |low cost with reliability over the |ong
term He offered that the "invisible hand of the free market”
would result in the best energy solutions for Al askans. He
indicated that the proposed bill would supply the necessary
organi zation structure, tools, and resources to advance an in-
state gas project to an open season. He declared that the open
season would allow a project to succeed or fail on its econonic
merits. He expressed hope for a large dianeter pipeline to
tidewater, which would render the stand-alone gas pipeline
unnecessary. He noted that proposed HB 4 would then allow AGDC
to assist with expansion of intrastate gas transportation. He
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suggested that the AGDC enabling legislation be nodified to
consi der sunset |anguage should its m ssion becone obsolete. He
ascertained that the project viability would be uncertain until
it reached an open season. He observed that the deliverance of
reliable and cost effective energy to Alaskans was critical to
future prosperity, and he declared support for the proposed
bill. He referenced a letter of support from RDC, dated
February 1, 2013 [Included in nmenbers' packets.]

4:10: 44 PM

ALAN LEMASTER reported that his business operations costs had
i ncreased every year, "nost of which can be directly attributed
to the ever increasing cost of energy, both heating oil and
el ectrical power." He described the ad hoc organization, the

Al aska Natural Gas Pipeline Coalition, which had formed to bring
to the attention of the legislature that the best route for
providing the | owest cost energy to nost Al askans was the Trans-
Al aska Pipeline System (TAPS) along the Richardson H ghway
corridor. He listed the nmenbers of this coalition to include
the Cities of Valdez, Delta Junction, North Pole, and Fairbanks,
as well as the North Star Borough, Copper Valley Chanber of
Conmer ce, Copper Valley Electric Association, the Al aska
Muni ci pal League, and the Copper Valley Devel opnent Associ ati on.
Each nmenber had witten a resolution which stated support for an
Al Al aska Natural Gas Pipeline fromthe North Slope to Val dez,
with a spur line to Anchorage, to supply 80 percent of the
popul ati on of Alaska with | ow cost energy. He declared that it
woul d be necessary to export a significant anmount of the natural
gas in order to nake the project economncal. He opined that
these profits could exceed the value of the Permanent Fund. He
endorsed continued opposition to any efforts for developing a
natural gas |line along the Parks H ghway corridor, and stated
support for the route along the aforenentioned R chardson
Hi ghway corri dor.

4:13:46 PM

REPRESENTATI VE SEATON requested copies of the aforenentioned
resol utions.

MR. LEMASTER agreed to send in the resolutions.
4:14:57 PM

JASON HOKE, Executive Director, Copper Valley Devel opnent
Associ ation, declared that the proposed bill would advance
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Al aska, and was the first in many increnmental steps to nove all
the regions of the state into devel opnment and prosperity. He
clarified that the Copper Valley Devel opnent Association was in
support of an in-state gas pipeline, and "we are agnostic about

pl acenent." He suggested that this "is the first domno for the
state that will set off a bunch of other energy solutions for
Rural Al aska." He declared support for proposed HB 4,
suggesting that it was tinme for "getting sonmething done; | think

we all need to stop bickering about who controls what and where
it's gonna go, and let's just get 'er done."

4:16: 43 PM

MERRI CK PI ERCE declared that "the bullet line is an uneconomc
boondoggl e. The project does not have econony of scale and
seeks to convey gas to a region of Alaska that has a 200 year
gas supply.”™ He pointed to the abundance of dry natural gas, 19
trillion cubic feet in Cook Inlet, as estinmated by scientists at
US Geol ogi cal Survey (USGS) and the Departnment of Energy, which
was perfect for honme heating and electrical generation. Based
upon the use of 240 mllion cubic feet of use per day, this
woul d last for nore than 200 years. He conpared the PFC Energy
capital expenditure estimate of $2 billion over ten years for
drilling out Cook Inlet with a high end cost estimate for the
bullet line of $10 billion. He reported that a bullet line
supplying 500 mllion cubic feet of gas per day would envision

no nore natural gas from Cook Inlet, and that in-state gas
consunption would double in the near future, which he stated was
"ridicul ous." He shared that the AGDC had privately stated it
woul d export any surplus gas, but he pointed out that the Henry
Hub price for gas was very |ow. He declared that noney should
not be wasted on this project as it was "patently uneconomc,"”
and, instead, focus on a short term solution for Fairbanks,
which was to pipe natural gas from Big Lake and an existing
Enstar pipeline with unused capacity. Using a publicly owned
right of way traded by AGDC from Big Lake, a pipeline could be
built within a year for $200 million, which was half the cost
the proposed bill was seeking solely for studies. He spoke
about a big pipeline, and noted that there were alnost 19 LNG
export projects in North Anmerica either under review or under
construction, which would conpete with Al aska. He declared that
the key to success were a pipeline and tankers big enough to
have econony of scale. He explained that the deep water, ice-
free Port of Valdez had the existing infrastructure. He opi ned
that it was better to invest in an All-Alaska gas line, if the
20 year LNG contracts could be secured. He sunmarized that,
instead of spending the noney from proposed HB 4, the sane
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anount of noney should be used to build the aforenentioned smal
bore pipeline fromBig Lake to Fairbanks, while a |arge pipeline
should also be started so that Alaska did not lose the world
mar ket contracts.

4:21:20 PM

Bl LL WALKER expl ai ned that proposed HB 4 had norphed into a $7 -
$10 billion, 36 inch nega-project, which would be the |argest
pi peline project built in America. He reported that it was
estimated to take 10 years to build, but that Fairbanks needed
gas rmuch sooner. He declared the need for a nore efficient

qui cker project and referred to an earlier study which projected
the cost for LNG to Cook Inlet to be about $80 nillion, and
conpleted within 18 nonths. M. Wal ker expressed his concern
that an earlier open season on Septenber 14, 2012 had not
generated any response [fromthe |egislature], as there had been
a focus, instead, on the proposed HB 4 project. He suggested
that nore imedi ate options for gas to Fairbanks from Cook Inlet
were ready to nove forward, and did not require $400 nmillion of

st udi es. He declared that a 10 year construction project did
not resolve the imedi ate needs for Fairbanks or Cook Inlet. He
asked that all other options be considered prior to funding

anot her nega- proj ect.
[HB 4 was hel d over.]
4:25:52 PM
ADJ QURNIVENT

There being no further business before the commttee, the House
Resources Standing Conmttee nmeeting was adjourned at 4:26 p. m
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