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ACTI ON NARRATI VE

3:30:12 PM
CO- CHAIR PETER M CCICHE called the Senate Special Commttee on
TAPS Throughput neeting to order at 3:30 p.m Present at the
call to order were Senators Gardner, MQiire, Co-Chair Dunleavy,
and Co-Chair Mcciche. Senator Fairclough arrived shortly
t hereafter.

COCHAIR MCCICHE announced that Senator G essel was al so
present .

SB 21-O L AND GAS PRODUCTI ON TAX

3:30:45 PM

COCHAIR MCCICHE stated that the purpose of the neeting is to
continue a discussion on SB 21 with a presentation by Barry
Pul liam from Econ One Research, Inc. He rem nded the conmttee
that it is looking at the bill to determne how it would affect
TAPS t hr oughput. He wel conmed Senator Faircl ough.

3:32: 05 PM

BARRY PULLI AM Economi st, Econ One Research, Inc., began a
presentation on the Analysis of Al aska's Tax System North Sl ope
| nvestnent and the Adm nistration's proposal. He related that he
has been working for several nonths with the Departnent of
Revenue (DOR) and the Departnent of Natural Resources (DNR), as
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well as the admnistration, on Alaska's oil tax system He
listed the conponents of his presentation.

MR. PULLIAM reviewed Econ One's role in the research. He
referred to those who have helped with the analysis. He rel ated
that he has provided information for the state on petroleum
related matters for over two decades. He said he worked for the
| egi slature on tax and gas devel opnent issues between 2005 and
2008. He reported that he has done work for other states and
i ndustry, as well. He listed the key points he would cover in
his presentation:

* North Sl ope Devel opnent, Production, and Resources

* Evolution of Alaska's Fiscal and Tax System

e Examination of North Slope Activity Over the Past Decade
* Benchmarking the North Sl ope Agai nst O her Areas

* Exam nation of North Sl ope |Investnent Cpportunities

» Exam nation of Proposed Changes to Tax System

3:37:32 PM

MR.  PULLIAM discussed the petroleum industry in Al aska. He
showed a chart that depicts the inpact of petroleum on state
revenues and total state revenues, excluding federal and
i nvestnment revenues, from FY 02 wuntil FY 12. The chart also
shows how the production tax has changed over tinme. He pointed
out that the petroleum industry is the largest contributor to
the state's econony. The industry accounted for 92 percent of
unrestricted revenues and 86 percent of restricted and
unrestricted revenues over the past decade. Production taxes
accounted for 61 percent of petroleumrevenues in FY 12, up from
27 percent prior to FY 07 when ACES was i ntroduced.

COCHAIR MCCICHE asked for «clarification on what rmakes up
petrol eum r evenues.

MR. PULLI AM expl ai ned that petrol eum revenue consi st of property
taxes and corporate incone tax.

MR. PULLIAM said that Alaska has produced approximtely 16
billion barrels of crude oil on the North Slope since 1977. Most
of that oil has come from two giant fields, Prudhoe Bay and
Kupar uk, which account for about 90 percent of production. The
production in these two fields is declining, though the decline
has been partially offset by the addition of smal | er
di scoveri es.
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He turned to opportunities that remain in Al aska. He noted that
many North Slope fields are now at mature stages. However, |ess

than half of its potential economic oil resources have been
produced to date. The federal governnent estimates that there
are about 40 billion barrels of additional recoverable resources

that are econom c at today's prices.

3:40: 54 PM

SENATOR GARDNER asked if the 40 billion barrels includes the
Nati onal Petroleum Reserve, Alaska (NPRA), Arctic Nationa
Wldlife Refuge (ANWR), and the Quter Continental Shelf (CCS).

MR. PULLIAM said that it does. He pointed out that the various
colors on the graph pertain to different categories. For
exanple, ANWR shows a little less than 10 billion barrels of
recoverabl e resources. The category of undi scovered conventi onal
resources includes the OCS, including the Chukchi and Beaufort
Seas.

SENATOR GARDNER i nqui red about the percentage of unconventiona
resources on |l and, versus under water.

MR. PULLI AM of fered that information in an upcom ng slide.
SENATOR FAlI RCLOUGH asked what price range nakes that econom cal .
MR. PULLI AM said the data was based on $90 per barrel (bbl).

He enphasized that there is a lot of oil left, but it remains
chal | enging due to higher costs to access it.

MR. PULLI AM showed a chart that depicts the estimted anount of
undi scovered onshore and offshore conventional oil resources on
the North Slope. He pointed out that the Central North Sl ope
(CNS) consists of onshore state land production. It is estimted
that there are about 3 billion barrels left of economcally
recoverable oil at $90/bbl in the CNS. He said that the oil sits
in relatively small fields; 30 mllion to 60 mllion barrel
fields.

He related that there are close to 6 billion barrels in the
Beaufort Sea, 10 billion in the Chukchi Sea, half a billion in
NPRA, and about 10 billion in ANWR The total of conventiona
resources on the North Slope is just shy of 30 billion barrels.

3:44: 23 PM
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MR. PULLI AM noted that there are al so undevel oped unconventi ona
oil resources on the North Slope. Wrk is just beginning on
Shal e devel opnent. The USGS, in 2012, recently estimated that
there are 1 billion bbls of technically recoverable barrels. He
cautioned that the estinmates are prelimnary. He said there are
about 25 billion bbls of in-place viscous and heavy oil in the
North Sl ope, with an estinmated 15 percent econonical ly
recover abl e.

CO- CHAIR M CCI CHE asked if the unconventional resources are part
of the 40 billion recoverable resources.

MR. PULLI AM sai d yes.

CO-CHAIR M CCI CHE noted the arrival of Senator French

3:46: 11 PM
MR. PULLIAM turned to the topic of current and potential ANS
producers. He listed the mjors, the explorers, and other

producers. He said the three |arge producers account for nore
than 90 percent of the state's current production: BP,
ConocoPhillips, and ExxonMbil. He related that the mgjors
account for approximately 9.5 mllion BOED of production
wor | dwi de and for nore than 90 percent of North Sl ope production
- about 400,000 barrels a day net in Al aska.

He reported that BP is involved in developing resources from
existing fields and in facility renewal. BP has suspended work
in Liberty due to technical issues. ConocoPhillips is devel oping
the Kuparuk and Colville River fields and is expanding to the
West as soon as it gets permts to do so. It has recently
received permts to develop CD5 which is thought to hold about
50 mllion bbls. ExxonMbil's major focus is on devel opi ng Poi nt
Thomson. None of the three mmjor producers are actively
expl oring outside of these areas.

He al so discussed production outside of Alaska by the big three
who are focused on high margin areas.

3:49: 59 PM
COCHAIR M CCICHE asked if there could be a discussion on high
mar gi ns and where Al aska st ands.

MR. PULLIAM offered to provide that information later in the
presentati on.
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SENATOR GARDNER asked how many of the conpanies |isted on page
15 were exploring in Al aska before 2006.

MR. PULLI AM responded that Arnstrong, Anadarko, and Pioneer were
expl oring before 2006.

He addressed non-major current and potential ANS production. He
listed activity by each conpany. Pioneer and EN are devel oping
OGooguruk and N kaitchug, respectively. Anadarko, the fourth
| argest producer, acquired additional foothill |eases. Repsol
has a multi-mllion budget and has drilled three exploration
wells in 2012. Brooks Range is developing the Mistang field.
Great Bear is exploring shale potential, Linc Energy is
exploring Umat in NPRA and Savant is operating and devel oping
Badami .

3:53:26 PM

MR. PULLI AM di scussed offshore explorers by conpany. Shell has
been the nobst active and acquired leases in the Chukchi and
Beaufort Seas. ConocoPhillips also spent noney to acquire |eases
in the Chukchi Sea. Statoil has spent noney on offshore | eases.

SENATOR FAI RCLOUGH asked what percentage the small producers
pr oduce.

MR. PULLI AN thought it might be |l ess than 5 percent.

SENATOR FAI RCLOUGH suggested it was i nportant t hat t he
| egislature look at the larger producers regarding revenue
i npact to the state.

MR. PULLI AN agreed. He said that smaller players don't have much
i mpact on state revenue. He stressed that it is inportant to
make the environnent attractive to the |large conpanies, as well
as to the small conpani es.

SENATOR GARDNER conmmented that the developnments in the Chukchi
and Beaufort Seas also have little inpact on Al aska' s treasury
because they are federal |eases.

CO- CHAIR M CCl CHE suggested a discussion on tariff be done at a
| ater date.

MR.  PULLIAM pointed out that nore oil in the pipeline would
reduce tariff and would establish a footprint - a hub and spoke
operation - in the offshore area, which would draw nore

attention to opportunities in the North Sl ope.
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3:57:17 PM
CO- CHAIR M CCI CHE asked if offshore devel opnent would help with
tying in other state | and potential discoveries, as well.

MR. PULLIAM said it could, particularly around the federal/state
border. He pointed out that Northstar developnent is currently
on both state and federal property. Pipelines are needed for
offshore platforms and could allow tying in of snmaller
devel opnents. He added that production in an area would attract
the interest of other players. Even though there is not a direct
tax benefit, offshore production is still inportant.

MR. PULLIAM turned to data on the historical volunes of oil by
year. He pointed out that production peaked in 1988 and has been
declining since. Since 2007 North Slope production has dropped
by about 27 percent from about 700,000 barrels a day to about
500,000 barrels a day. The snmaller areas have dropped
significantly nore. He stressed the need to arrest decline.

4:01: 31 PM

He said the next graph shows the North Slope estimate ultinmate
oil recover (EUR) by discovery year (1969 - 2010). Most of the
oil that has been discovered was done so prior to 1970 in the
large fields. Since then the discoveries have tended to be in
smal l er fields.

SENATOR FAI RCLOUGH asked if there was nore exploration prior to
1970 than after 1970.

MR PULLI AM did not know.

4:03:11 PM

SENATOR MGUI RE requested nore data from other jurisdictions
with which to conpare Al aska regarding how many wells per year
are drilled. She recalled hearing that Texas drilled 115 wells
conpared to 4 in Al aska the sanme year.

MR PULLIAM said that information was available later in the
presentati on.

SENATOR Mc@QUJI RE suggested that nore drilling would increase the
chances of discovery. She recalled that Shell's discovery of
Prudhoe Bay was an accident. She opined that there is hope that
anot her large field exists.
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MR. PULLIAM turned to the topic of the history of Alaska's
production tax system for the North Slope from 1977 to 2007. He
rel ated that when production first canme on there was a gross tax
systemwith a maximum rate of 12.25 percent. Mst of the United
States still operates on a gross tax system

SENATOR GARDNER recalled the debate regarding the change to a
gross tax when the legislature was persuaded that it was the
"way of the future."” She requested M. Pulliam s opinion whether
Al aska woul d be better served today by a gross tax system

MR. PULLIAM said he prefers the "net" system because it does a
good job of aligning the econom cs between the producer and the
state, making the system nore efficient, although it is nore
difficult to admnister. He noted that the rest of the world
operates under a net tax system Sone states have not changed to
a net system

He discussed Al aska's Economc Limt Factor (ELF), which was
introduced in 1977 to try and bring the gross tax rate down when
fields becane |ess economc. A challenge occurred in 2005 when
ELF was reducing the tax rate to very low levels. Trying to
address that concern was one reason Alaska changed to a net
system In 2006 the Petroleum Production Tax (PPT) was
i ntroduced, which set a base tax rate of 22.5 percent, included
progressivity at 0.2 percent over a $40 net price, and a 20
percent capital credit. It had a maxi numrate of 50 percent.

In 2007 PPT was anended to the current system Alaska's Clear &
Equitabl e Share (ACES), and the base rate was increased to 25
percent, the trigger point at which progressivity starts was
decreased from $40 to $30, progressivity was increased to 0.4
percent per $1 over $30 net, and to 0.1 percent per $1 over
$92.50 net. The maxinmum rate was set at 75 percent, one of the
hi ghest ranges in the world.

4:09:41 PM

MR. PULLI AM reported that the ACES tax changes had significant
effects on state revenue. He showed the estinmated production tax
revenue from 2007 to 2012 under ACES, as well as what was
proj ected under PPT and under a gross tax system The difference
bet ween what was collected under ACES and what would have been
col | ected under a gross system was about $20 billion.

COCHAIR MCCICHE noted oil price variations from 2008 to
present .
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MR. PULLI AM agreed that profit is price and vol une rel at ed.

SENATOR GARDNER requested a graph that would depict production
tax revenue under ACES, PPT, and gross at a stable oil price.

MR. PULLI AM said he could provide that information. He expl ai ned
that the results would vary depending on the price that was
chosen. He suggested using three different prices for
conparison; |low, mddle, and high.

4:11:58 PM

MR. PULLI AM tal ked about Al aska North Slope production by unit
from 2001 until 2012. He showed a graph broken down by mature
units and new units that have cone on line since 2003, primarily
Ooogur uk and N ki at chuqg.

He turned to a graph that showed reported capital spending over
the last decade in the North Slope. Capital spending decreased
in the m d-2000s, began to rise in 2005, and has been relatively
flat the last five years. On the other hand, capital spending
el sewhere in the world has expl oded.

CO- CHAIR M CCI CHE connected the tie between |ess production and
nore capital spending; conpounded reduction in state revenue.

MR. PULLI AM added that per barrel spending has increased, which
results in a lower tax rate and nore credits. Mre capital
spending or the sanme |evel of capital spending has to be covered
by | ess producti on.

SENATOR GARDNER requested information about any new wells that
came into production when the severance tax was very low in
2005.

MR. PULLI AM acknowl edged that there were new wells at that tine
and he offered to provide nore information Jlater in the
present ati on.

4:14:58 PM

MR.  PULLIAM showed a graph that depicts reported capita
spending by North Slope producers, large and others. He showed
anot her graph that broke down that information by mature units
and new units. Most of the increase in capital spending has been
for the new units. Spending for mature units has been relatively
flat.
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He di scussed Al aska North Slope oil and gas industry enploynent.
Enpl oyment was stable until about 2005 when it began to grow in
06 and '07. It has remained relatively flat since then. There
were major incidents that occurred on the North Slope in 2006,
such as corrosion in Prudhoe Bay, resulting in attention to
facility renewal and increased enpl oynent.

SENATOR GARDNER asked what role tax credits played in investnent
deci sions during that tine.

MR. PULLI AM thought the tax credits, along with the tax rate
did play a role in making investnent decisions.

COCHAIR MCCCHE asked if a percentage of the increased
enpl oyment was part of the capital deductions.

MR. PULLIAM said they were operating expenses, but still a
deduction. He added that he would provide nore information
regarding how Al aska fares as a result of changes in oil price
and ot her econom c conditions.

SENATOR FAIRCLOUGH inquired if credits buy exploration but not
production under ACES.

MR.  PULLI AM distinguished between exploration credits and
capital credits.

SENATOR FAI RCLOUGH asked if there is information about the risk
to Alaska if the state continues offering credits that are not
bei ng applied agai nst actual production.

MR. PULLI AM of fered to provide that data.

4:19: 55 PM
MR. PULLI AM addressed declining drilling on the North Slope back
to 2002. Alaska has been generally declining in drilling

activity. In 2002 about 200 wells per year were drilled and that
has since decreased to about 150 wells per year.

SENATOR GARDNER asked if the drilling was done by the major
producers during the peak of 2004.

MR. PULLIAM replied that nost of the drilling was devel opnent
drilling done by the mgjors.
He turned to a chart that showed drilling activity in the North

Slope by well-conpleted date. The majors do account for the
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maj or portion of activity. Mre recently the drilling nunbers
i ncreased for ENI and Pi oneer.

SENATOR FAI RCLOUGH inquired if, due to technology, in the future
sonmet hing other than wells m ght be a nmeasure of exploration.

MR. PULLI AM expl ai ned that productivity of the wells is key. He
agreed that technol ogy has advanced.

SENATOR FAIRCLOUGH clarified that she was thinking nore along
the lines of 3D technology and the ability to look at a
reservoir without having to dig a well.

MR. PULLI AM agreed, "You can do a lot nore of your work before
you ever drill a well." He said technol ogy increases the chance
of finding oil.

SENATOR FAI RCLOUGH comment ed that since technol ogy has advanced,
it mght be deceptive to conpare the nunber of wells drilled in
the past wth future nunbers.

MR. PULLI AM agr eed.

SENATOR FAI RCLOUGH asked if the state has access to producer
i nformati on about production credits for potential fields.

MR. PULLI AM t hought that was a question for DNR

4:24:13 PM

SENATOR GARDNER asked if the chart includes horizontal drilling
and conpani es that produce shale oil, such as G eat Bear.

MR. PULLIAM said it does include horizontal drilling, but not
shale oil. Great Bear is in the "others" category.

MR.  PULLIAM noted inportant points about the tineline of
significant events on the North Slope since 2005. He related
that in 2005 the ELF aggregation decision for Prudhoe Bay was
made. At the sane tinme ConocoPhillips applied for the CD5
permt. He stressed that permitting is an issue: ConocoPhillips
just received the CD-5 permt. He opined that the state is doing
a good job in the permtting process, but the federal governnent
is not. There have been federal permtting delays with offshore
devel opnment, as well.

SENATOR GARDNER asked if there would be another opportunity to
ask nore questions.
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CO- CHAIR M CCl CHE sai d yes.

4:29:22 PM

MR.  PULLIAM began a discussion of benchmarking North Sl ope
activity against other areas. He showed profiles of crude oil
production, capital spending, petroleum sector enploynent and
drilling in Al aska's North Sl ope.

He conpared profiles of crude oil production, capital spending,
petrol eum sector enploynent and drilling in the Northwest Europe
area (North Sea) to Alaska. He then conpared Al aska to the Lower
48 in the sane areas, followed by a conparison with Canada.

4:32:44 PM
CO- CHAIR M CCl CHE asked when the shale oil surge began in Texas.

MR. PULLI AM said 2010-11. He added that shal e gas preceded shale
oil in Texas.

COCHAIR M CCICHE asked about conventional oil spending in
Texas.

MR. PULLIAM replied that, in addition to shale activity, Texas
has spent a lot on looking for new pockets of oil in
conventional fields. He added that there was not a lot of growth
in California, but there was a |lessening of the decline due to
exploration for new pockets in existing fields.

He related that Canada has seen growth in production, capital
spending, and in drilling. He said Australia' s oil production
has been declining, but LNG production has increased, as has
spendi ng.

4:35:09 PM

MR. PULLIAM turned to a graph that conpared |ocations by
i ndexi ng. He defined indexing as using a base year of 2002 and
| ooki ng at production values and calibrating themto an index of
100 in order to see, over tine, how production changes.

COCHAIR MCCICHE said it allows a conparison of "apples to
appl es".

MR. PULLI AM agr eed.

SENATOR GARDNER thought the conparison should also include
prospectivity neasures and a neasure of tax take.
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MR. PULLI AM said those categories would be included later on in
the presentation.

He continued with a look at conparing crude oil production in
Al aska with Europe, Canada, Australia and the rest of the United
St at es.

COCHAIR MCCCHE asked about the 25 percent increase in
production in the Gulf of Mexico between 2008 - 2009.

MR. PULLIAM replied that the increase in the Gulf of Mxico was
a result of an increase in oil price. The decrease in production
whi ch foll owed was because of the drilling noratorium due to the
Hori zon acci dent.

MR.  PULLI AM conpared capital spending in Alaska to the four
areas, Northwest FEurope, Canada, Australia, and the United
States. In all four areas capital spending has increased.

4:41: 05 PM

He showed a slide that conpares capital spending for exploration
and devel opnent of the North Slope with the United States and
wor | dwi de spending. It also shows the price of oil. He tracked
spendi ng i ncreases el sewhere when it remains flat in Al aska.

SENATOR GARDNER asked if it was full dollar spending.
MR. PULLIAM said it was.

He showed enploynent conparisons of the North Slope to other
areas. He noted that Alaska is doing fairly well in enploynent,
even as production is declining.

CO- CHAIR M CClI CHE asked how capital spending for exploration and
devel opnent, increased spending for |abor, and decreased
production rel ate.

MR, PULLIAM said there were |abor costs inbedded in capital
activity.

He conpared drilling and devel opnent activity to other areas.

Al aska has not kept pace with the rest of the country or the
wor | d.

SENATE TTP COW TTEE -13- January 24, 2013



SENATOR GARDNER asked about Norway's high drilling activity in
2009, versus Alaska's much lower activity. She noted Norway's
hi gh tax and governnent take.

MR. PULLIAM replied that he could not explain that difference in
nunbers. He commented that Northwest Europe is currently very
unhappy with its drilling nunbers. He suggested keeping in mnd
that Statoil is the big player in oil in Norway and is
gover nnment owned.

SENATOR GARDNER pointed out that Statoil is a new producer in
Al aska.

4. 46: 59 PM

MR. PULLIAM nmoved into an analysis of the attractiveness of
i nvestment under ACES. He explained that crude oil prices need
to be included in the analysis. He recalled the prices
consi dered under the anal ysis of PPT.

4:48: 18 PM
At ease.

4:57:15 PM
CO-CHAIR M CCI CHE cal | ed the neeting back to order

MR. PULLIAM showed a graph of oil prices over tinme. Prices
peaked in 2008 and then dropped about $100/barrel over six
nmonth. He opined that the price range Al aska should now consi der
for analysis is from $80 to $130 per barrel because it is likely
to be long term and sustainable at that range. Sustained prices
bel ow $80 nmake many projects unecononmc and reduce supplies.
Sust ai ned prices above $130 start to attract nore oil supply,
reduce demand for petroleum products, and encourage substitutes.
There is a self-correcting nechanism that keeps prices at the
$80 - $130 range. He concluded that producers will stress test
projects near the |ower end of that range.

CO CHAI R DUNLEAVY asked if there was a certain technol ogy that
the $80 oil price would inpact.

MR. PULLIAM said it would be the horizontal drilling for shale.
SENATOR GARDNER asked about the inpact of cont ract ual
obl i gations on devel opnent and how they would be rated, such as

profit, hurdle rate, and risk, in addition to oil price and tax
rate.
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MR. PULLI AM said those are all factors. The price of oil affects
everyone. Profit is an inportant factor. The present value of
the project, the discount rate, and margins are also inportant.
The ability to throw off lots of cash is inportant, as is
reinvestnent. The stability of a producing area is very
inportant. He could not say which is the npbst inportant factor;
it depends on the project.

COCHAIR MCCICHE asked if it's correct to say that the stable
political climate of Al aska has been rewarded, whereas other
areas of the world without political stability have to pay a
penal ty.

MR. PULLIAM said yes. He noted he has used simlarly stable
areas when maki ng conpari sons to Al aska.

5:05:40 PM

MR. PULLI AM di scussed a summary of production profiles exam ned
for Alaska and benchmark devel opnents. He showed a graph that
depicts the percentage of oil expected to be produced in a given
year from various developnents. He used Eagle Ford in South
Texas, Bakken, North Sea, and Canada as exanples in conparison
to Alaska. Qpportunities in each area are different; Lower 48
areas are very attractive recently because a |arge anount of
production conmes on very quickly.

CO CHAI R DUNLEAVY asked if it was shal e production
MR. PULLI AM sai d yes.

5:07:32 PM
MR. PULLI AM addressed the different factors conpanies |ook at
when maki ng i nvest ment deci si ons:

* Producer NPV-12 (Net present value at a 12 percent discount
rate per barrel of oil - BOE)

* Internal Rate of Return (IRR

» b5-year Cash Margins

e Profitability Index-12 (an index that |ooks at investnent
efficiency)

» Covernnent Take

« State NPV-12 Per BCE

5:09: 38 PM
MR. PULLIAM turned to a graph that depicted investnent neasures
related to the devel opnent of conventional oil reserves. He
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explained that gross royalty tax at both 20 percent and 30
percent and ACES, for incunbents and for new participants, are
showmn. He related that the old tax system under PPT was a gross
system

5:11:52 PM

MR. PULLI AM di scussed NPV-12, IRR cash margins, and governnent
take across the different systens. The take away from the top
left panel is that on an NPV basis the ACES system gets higher
NPVs in the |ower price range. The NPV drops at the higher price
range because of progressivity.

COCHAIR MCCICHE clarified that it was "net present value back
to the producer.™

MR. PULLIAM said the producer is going to look at costs, how
many wells will be drilled, how the oil wll be produced, what
profit will ensue, and what kind of cash flow the conmpany wl|
receive. The graph takes all cash flows across tinme to figure
out the net present value at the time that decision is paid. He
said the higher the NPV, the better.

5:15: 34 PM

MR. PULLI AM di scussed the internal rate of return (IRR). As the
price increases, the IRR increases relative to the old system
and to what a new participant would see. Wien a conpany invests
under ACES, it receives a credit, and additional spending
reduces the tax rate. As prices get hi gher, due to
progressivity, the value of the reduction gets higher. Sonetines
it gets so high that the state pays for the entire investnent.

SENATOR GARDNER | i ked the breakout of data shown in the graphs.
She inquired if the state agrees to elimnate credits, as
proposed in SB 21, whet her new participants would Dbe
di sadvant aged.

MR. PULLI AM said the opposite would occur. New participants are
di sadvantaged in that they do not have the ability to "buy down"
their tax rate, but they would have a slightly higher cash
mar gi n. The bigger issue is that the flip side of high IRRs is
a relatively flat cash margin line under ACES. As prices rise,
the state receives an increasing anount of that rise, resulting
in lower margins with | ess cash available for reinvestnent or to
pay out to sharehol ders.

He tal ked about the graph on governnent take. Gross systens have
a |lower governnent take and they are declining over tine
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(regressive system. A net systemwith a single rate would be a
neutral system Royalties make it slightly regressive. He said
ACES is a progressive system

5:21: 37 PM

CO-CHAIR M CCI CHE asked if a new participant is disadvantaged in
government take because of the buy-down conpact available to
| ar ger conpani es only.

MR. PULLIAM said new participants can't buy down taxes on
exi sting production, but they are subject to the production tax
when production begins. He pointed out that all of the nmetrics
are worse, except for a slightly higher cash margin, for a new
partici pant under ACES.

MR. PULLI AM expl ai ned i nvest ment measur es, conpari ng
conventional oil production in Alaska to unconventional oi
production in the Lower 48. He conpared Bakken, Eagle Ford, ACES
New Participant and the ACES incunbent in four categories:
producer NPV-12/BOE, internal rate of return, cash margins and
government take. He pointed out oddities with IRR and cautioned
that it is not good to over focus on a single neasure. He noted
that IRR is a good conparison neasurenent.

5:25:21 PM
SENATOR GARDNER asked for information on the conpanies' IRR
hurdl e rates.

MR. PULLIAM did not think the conpanies would share that
information. He thought they were higher than 12 percent.

COCHAIR MCCICHE asked if the larger, integrated conpanies or
the smaller, independent conpanies generally require a |arger
return.

MR. PULLIAM did not know if there was a general rule on that. He
spoke of the variety of opportunities and resources conpanies
have.

SENATOR GARDNER inquired if there should be a conparison between
unconventional oil production in Alaska with unconventional oi
producti on el sewhere.

MVR. PULLI AM  maintained that conparing conventi onal oi
devel opment in Alaska wth unconventional oi | devel opnent
el sewhere is better because that is where the investnment dollars
are going. West Texas is also attracting investnent dollars.
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SENATOR GARDNER asked how hi gher production costs in
unconventional plays in a gross profit tax system were treated
in the anal ysis.

MR. PULLI AM said those costs were factored into the anal ysis.

5:29:42 PM

MR. PULLIAM turned to the topic of investnent netrics and a
conpari son of conventional oil developnent in Al aska with that
in the North Sea (United Kingdom with Brownfield Allowance). He
again used the four categories for conparison. He noted it was
worth | ooking at the situation in the UK due to the Brownfield
Al l owance which was designed to attract investnent and stem
decline. Governnment take in the UK is |ower than governnent take
found under ACES. A significant anount of investnent is being
freed up with the Brownfield Al owance.

He highlighted the summary of investnment neasures using al
metrics with three different price points. Also included in this
conparison is the state NPV-12/BCE under the different systens.
It conpares how ACES stacks up with the other entities. He
hi ghl i ghted the pre-Brownfield and post-Brownfield all owance.

5:34: 45 PM
MR. PULLI AM di scussed the admi nistration's proposed changes. He
listed the key aspects:

» Establishes 25 percent flat net tax rate; no progressivity
e Elimnates the capital credit and state purchase of | osses

» Establishes 20 percent gross revenue exclusion (GRE) to
i ncent production of new oil

* Losses may be carried forward and applied against tax
obl i gati on when production occurs

e Extends new entrant credits through 2022
No change outside of the North Sl ope.

He continued to say that the adm nistration's proposal:
* Provides a bal ance between the state and producers
e Sinplifies the tax system and provides clarity for planning
* Mai ntains alignnment between state and producer incentives

* Provides incentives for developnent of new resources
W thout taxing state treasury

» Sends an extrenely positive nmessage to potential investors
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He pointed out that Alaska is viewed as an expensive place with
a questionable tax system

5:40: 36 PM
MR.  PULLI AM showed that wunder ACES, the governnent take was
highly progressive. At $70 oil, governnent take was at 60

percent and it reached close to 75 percent at $140. In SB 21,
t he average governnent take noves from progressive to relatively
neutral. The slight regressivity is caused by the gross royalty
system In the price range from $80 oil to $130 oil, governnent
take is within a 3 percent band. It is nore neutral than what is
found in the Lower 48.

COCHAIR M CCI CHE asked if there was a plan and a governnent
take goal in the process of developing the bill.

MR.  PULLIAM replied that governnent take was one of the
statistics that was |ooked at. He said the goal was to have a
conpetitive governnment take in the 60 percent to 65 percent
range for Organization for Econom c Cooperation and Devel opnent
(CECD) .

5:43: 30 PM

MR. PULLIAM turned to a graph that showed annual state revenues
and producer cash flows at $100 West Coast ANS 50 million barrel
conventional oil (MvBO for an incunbent participant under ACES
and under the proposed tax (SB 21). Under SB 21, as production
starts in year 5, the proposed cash flows are higher for the
producer than under ACES. Earlier on, investnent outflows are
bi gger because the state is not subsidizing that portion as it
does under ACES. For an incunbent, the cash flows under SB 21
woul d increase considerably and the NPV-12 would be about the
same. The state would have lower cash flows under the new
proposal, but the NPV-12 would be about the same as it was under
ACES.

He explained that the next graph shows the sane conparison data
but for a new participant in Al aska. Under SB 21, both cash
flows and NPV-12 increase, which brings the new participant up
to the level of the incunbent regarding investnent opportunity.
The state's revenues and NPV-12 will both be | ower.

5:46: 37 PM

MR. PULLI AM showed a graph that depicts the results from the
previous two graphs, but at different prices - $80, $100, and
$120 West Coast ANS pri ce.
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He explained that the next series of graphs show investnent
nmeasures for the devel opnent of conventional oil reserves under
the new tax proposal. There are increases in NPV-12 relative to
ACES, IRR is increased for new participants, cash flows are
significantly higher under the new proposal, and governnent take
is significantly lower and remains in the 60 percent to 65
percent range.

MR. PULLI AM hi ghlighted graphs that show investnent neasures in
Al aska under SB 21 with respect to the Lower 48. It puts Al aska
"in the game" on an NPV basis and cash flow basis, a significant
i nprovenent particularly to new participants. He noted when
conparing the sane investnent neasures in Al aska under SB 21 to
the United Kingdom with Brownfield Allowance, Norway, and
Canada, it is apparent that the NPV and cash nmargins are much
nore in |line.

MR. PULLIAM showed a graph that was a summary of investnent
measures for a new participant in conventional oil devel opnent
in Alaska under ACES and SB 21, in conparison with opportunities
el sewhere in the world. He concluded that investnent prospects
under SB 21, relative to ACES, have inproved. He suggested
conparing margin increases under SB 21 with ACES. He said a $40
per barrel increase in oil price yields an $8 per barrel
i ncrease in margin.

CO-CHAIR M CCI CHE asked if oil sands were bracketed.

MR. PULLI AM explained that the oil sands system is relatively
conplicated and includes sonme "plateauing.” He offered to
provide further information.

He referred again to the $8 increase under the proposed tax and
noted with gross revenue exclusion (GRE) the price increases to
$18 per barrel. He said as prices rise, investnment opportunities
are better for a producer, particularly a new producer. He
concluded with the last graph that shows investnent nmeasures
fromthe standpoint of the incunbent.

COCHAIR MCCICHE summarized the state's goal to get nmaxinum
val ue for Al askans, while encouragi ng new devel opnent. He stated
that the commttee's task is to ook at the nost effective ways
to stem decline. He requested that conmttee nenbers submt
decline-rel ated questions for further discussion.

CO- CHAIR M CCl CHE t hanked M. Pulliamfor his presentation.
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CO-CHAIR MCCICHE held SB 21 in commttee.

5:55: 55 PM
There being no further business to cone before the commttee,
Co-Chair M cciche adjourned the Senate Special Commttee on TAPS

Thr oughput at 5:55 p.m
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