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HB 247 was HEARD and HELD in committee for
further consideration.

Co- Chair Thonpson di scussed housekeepi ng.

5:10: 10 PM

#hb247
HOUSE BI LL NO. 247

"An Act relating to confidential information status
and public record status of information in the
possession of the Departnent of Revenue; relating to
interest applicable to delinquent tax; relating to
disclosure of oil and gas production tax credit
information; relating to refunds for the gas storage
facility tax credit, the liquefied natural gas storage
facility tax credit, and the qualified in-state oil
refinery infrastructure expenditures tax credit;
relating to the mninum tax for certain oil and gas
production; relating to the mninum tax calculation
for monthly installnment paynents of estimted tax;
relating to interest on nonthly installnent paynments
of estimted tax; relating to limtations for the
application of tax credits; relating to oil and gas
production tax «credits for certain losses and
expendi t ur es; relating to limtations for
nontransferable oil and gas production tax credits
based on oil production and the alternative tax credit
for oil and gas exploration; relating to purchase of

tax credit certificates from the oil and gas tax
credit fund; relating to a mninmum for gross value at
t he poi nt of producti on; rel ating to | ease
expenditures and tax credits for nunicipal entities;
addi ng a definition for "qualified capi tal
expenditure"”; adding a definition for "outstanding
liability to the state"; repealing oil and gas
expl oration i ncentive credits; repeal i ng t he
l[imtation on the application of credits against tax
liability for I|ease expenditures incurred before

January 1, 2011; repealing provisions related to the
monthly installment paynents for estimated tax for oil
and gas produced before January 1, 2014; repealing the

oil and gas production tax credit for qualified
capital expenditures and certain well expenditures;
repeal i ng t he cal cul ation for certain | ease

expenditures applicable before January 1, 2011; making
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conform ng anendnments; and providing for an effective
date."

KEN ALPER, DI RECTOR, TAX DIVISION, DEPARTMENT OF REVENUE,
asked if there were any questions on the fiscal note
section of the presentation.

Co-Chair Thonpson inforned the commttee that M. Al per
woul d be available to visit each nenber's office to review
the presentation slides that were discussed in the 1:30pm
nmeeti ng.

5:11: 06 PM

RANDALL HOFFBECK, COWM SSI ONER, DEPARTMENT OF REVENUE,
i ntroduced hinsel f.

5:11: 25 PM

M. Alper continued his presentation from the 1:30pm
nmeeti ng. He began with Slide 45:

| ntroduction to Scenario Anal ysis

e The Tax Division has devel oped a new nodel, | ooking
at project life cycles

e Cash flow over the 30-40 year |life of a project, for
the state’s production tax and credits, all state
revenue, the producer’s cash flow, and discounted
(NPV)

e Scenarios Analyzed at $40, $60, $80, and Fall
Forecast oil price

e Status quo nodel ed vs. Governor’s original bill

 Two full presentations on BASIS from previous
comittee

M. Al per explained that when nodeling credit and tax
changes in the past the tendency had been to |ook across
the North Slope as if it were one entity, which did not
capture the individuality of di fferent proj ects. He
hi ghlighted that the nodeling reflected the life cycles of
specific projects. He said that House Resources Committee
had seen several presentations on the status quo nodel,
versus the CGovernor's Oiginal bill, which were avail able
on BASI S.
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5:12: 55 PM

M. Al per turned to Slide 46
I ntroduction to Scenario Anal ysis

Fi el ds Anal yzed:
North Sl ope Scenari os:

e 50 mllion barrel North Slope QI
e 750 mllion barrel North Slope G| (20% GVR
Cook Inlet Scenarios
* 50 miIlion barrel Cook Inlet Gl (with and
Wi t hout tax caps)
Suppl enent al Scenari os

e 750 mllion barrel North Slope G| (30% GVR

e 750 mllion barrel North Slope Ol (50%
Private Royalty)

e 670 bcf Cook Inlet Gas
e 670 bcf Mddle EBarth Gas

M. Alper explained that the 50 mllion barrel North Sl ope
oil was analogous to the smaller, newer projects that had
devel oped 10 years ago at Oooguruk, Nikaitchug, and
projects by Brooks Range Petroleum the economcs of the
smaller fields that existed anong the bigger, older fields
in the North Slope. He relayed that the 750 mllion barre
North Slope G| econonmics were equivalent to projects by
Arnmstrong or Repsol. He said that for Cook Inlet, the
smaller oil field economcs applied, as no one expected to
find large fields in that area. He highlighted that the
nunbers had not been based on anyone's individual
econom cs, but on stylized projects, and the departnent had
exam ned what was perceived to be the typical and expected
econonmcs of projects in those areas of the state. He
expl ai ned the suppl enental scenarios. He relayed that under
SB 21, the GVR was a 20 percent tax reduction was standard,
but if the field in question was a very high royalty field,
wth |eases greater than 12.5 percent, the conpany would
receive a 30 percent GVR He noted that there were
docunents in commttee packets that explained how royalty
sharing worked in different areas of the state. He said
that the state received the production tax anywhere in
Al aska; the royalty that was collected was very specific to
the state being the |andowner. He said that the state had
been fortunate that past geologists had been thoughtful
enough to select the Central North Slope at statehood
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securing Prudhoe Bay on state land. He said that the
royalties that the state collected were specific He added
t hat royalty sharing arrangenents wth the federal
government varied around the different areas of the state.
He revealed that the departnment had done a nodeling run in
order to forecast what would happen if the North Slope
field were half state, and half private royalty. He
expl ained that the state did not receive private royalties;
for exanple, if there was an oil developnent on Native
Corporation land, they did not have any obligation to share
their royalties with the state. He said that the state did
have a tax on the royalty, which was 5 percent of their
gross royalty. He relayed that at 12.5 percent royalty the
state received the equivalent of six-tenths of 1 percent of
tax on the royalty. He furthered that if the royalty was
12.5 percent, whatever the royalty dollar was, the state
would collect a 5 percent tax on the royalty dollar;
effectively, the state's revenue would be 5 percent of the
12.5, slightly over six-tenths of 1 percent. He said that
gas fields in Cook Inlet and in Mddle Earth had al so been
nodel ed.

M. Al per turned to Slide 47, "Sanple of Scenario Anal ysis:
North Sl ope- 50 mmbo Status Quo, $60/bbl." He said that the
slide reflected the status quo analysis of a North Slope
small oil field. He pointed to the slide on the upper left,
whi ch charted the production tax cash flow He relayed that
there had been 5 to 6 years of devel opnent of construction,
and as conpanies spent noney they were eligible for tax
credits fromthe state. He stated that under the nodel the
North Sl ope was getting a 35 percent operating |oss credit;

if the conpany was spending $125 nillion per vyear to
develop their field, they would earn a 35 percent operating
loss credit. He said that years of production were

represented in blue bars.

M. Al per spoke to the upper right hand bar graph, which
charted annual state net gains and | osses at 20 percent GVR
at the $60 and price. The <chart on the upper right
reflected the annual state net gains and |osses at 20
percent GVR at the $60 ANS price. The green bars
represented the production tax, the blue bars represented
the royalties, the red bars represented property tax, and
the purple bars represented state corporate incone tax. He
said that the lower left hand graph illustrated the total
producer cash flows at 20 percent GRV at the $60 ANS price.
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The box in the |lower right hand corner summarized the three
data sets on the slide:

Life Cycle Totals $M I 1ions
Production Tax Credits Cashed 162
Production Tax Paid 183
Net Production Tax 21
Producti on Tax NPV 6. 15% -37
Total Annual State Losses 121
Total Annual State Gains 501
Net State Gain (Loss) 380
State NPV 6. 15% 136
Total Producer Cash Qut 327
Total Producer Cash In 731
Net Producer Cash Fl ow 404
Producer Cash NPV 6. 15% 112

M. Alper said that scenarios had been run using $40/ bbl
and that all resulted in lost noney, which Iled the
adm nistration to believe that no one would sanction a
substantial project in the state at $40/bbl. He noted that
at $60/bbl the state would break even, and things | ooked
nore robust at $80/ bbl .

5:22:05 PM

Co- Chair Thonpson queried the nost efficient way that the
commttee could ask questions about the scenario slides.

M. Al per responded that the slide cane in pairs: before HB
247, and after HB 247, and that now would be a good tine
for questions.

Vice-Chair Saddl er asked about the tinmeline of t he
scenari os.

M. Alper responded that the tineline began when the
conpany started spendi ng noney on the project. He said that
the upper left box was unique to just the production tax
system both taxes and credits, and did not capture the
| ease bonus paynent.

5:23:37 PM
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Representative Gara spoke to the calculation of the gross
revenue exclusion for the bigger fields, and the gross
val ue reduction for the smaller fields. He asked whether a
gross value reduction field was represented in the top |eft
hand corner.

M. Al per answered that it was a gross reduction field. He
furthered that the assunption in all of the nodeling was
that if it was a new field on the North Slope, where the
GVR was the law of the land, it would qualify for the GVR
because it was designed to benefit new fiel ds.

5:24:30 PM

Representative Gara noted that he had a report from the
departnment that said that for production taxes on GVR
fields (post 2002) the state did not receive a production
tax until approximately $73/bbl. He wondered why the slides
refl ected production tax revenue at $60/ bbl .

M. Al per replied that he would get back to the commttee
with the information. He noted that the nunbers were not
particularly large for an entire oil field over the course
of a vyear, but that they were positive nunbers. He
suggested that M. Stickle could further explain the
nunbers.

5:26: 14 PM

DAN  STI CKLE, CH EF ECONOM ST, DEPARTMENT OF REVENUE,
explained that the analysis that had been previously
provided to the comrmittee had |ooked at all GVR eligible
fields on the North Slope in the aggregate. He said that
the fields included a mx of conpanies that were operating,
as well as investing in capital expenditures. He stated
that the slide reflected a devel opnment scenari o where nost
of the capital expenditures took place up front, followed
by a period of time of spending only operating
expenditures. He relayed that the structure of the spending
profile brought the break-even down fromthe md-70s | evel.

Representative Gara remai ned confused.
M. A per offered to rephrase the response. He explained
that the field in the scenario was specific to a field

where the spending was "front |oaded". He said it the
capital spending in the oil field was spread evenly over 30
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years, there would be capital spending in 2010-13, which
woul d be enough to offset the tax and drive it down to
zero. He stated that when doing an aggregate analysis of
many different fields, in different stages of their life
cycle, one groups capital spending would always offset
anot her groups taxes. The slide did not reflect any capital
offsetting of the earnings for the later years, so taxes
were paid at a lower oil price.

Representative Gara understood that averaging out the early
spending and the |l ater revenues woul d show negative returns
for the state in the beginning and positive returns |ater,
and a zero production tax over the life of the field.

M. Al per responded that the analysis included multiple
fields at mnmultiple stages in their life cycles. He added
that sonme of the fields had a |Iot of capital spending that
when taken all together would offset the taxes from those
t hat were paying taxes.

5:29:43 PM

M. A per scrolled to Slide 48. He stated that Slides 47
and 48 were the same exact field, but Slide 48 included the
changes that had been in the original version of HB 247. He
said that the npbst substantial change to the econom cs of
the projects was the per conpany cap of $25 mllion. He
pointed to the chart in the upper left, which showed that
the production tax credits cashed/ paynents did not go bel ow
$25 mllion but they could be applied for nore years. He
spoke to the chart in the lower right, which offered the
life cycle totals in mllions:

Life Cycle Totals $M I1ions
Production Tax Credits Cashed 101
Production Tax Paid 155
Net Production Tax 54

Production Tax NPV 6. 15% -10
Total Annual State Losses 59

Total Annual State Gains 470
Net State Gain (Loss) 412
State NPV 6. 15% 163
Total Producer Cash Qut 362
Total Producer Cash In 746
Net Producer Cash Fl ow 384

House Fi nance Conmmittee 8 03/31/16 5:08 P. M



Pr oducer Cash NPV 6. 15% 93

Co-Chair Thonpson requested that nenbers to hold their
guestions until the end of the presentation.

M. Aper turned to Slide 49, which reflected a sanple
scenario of North Slope oil at 750 mrbo, under HB 247, and
Co- Chair Thonpson $80/bbl. He said that the scenario on the
slide was anal ogous wth the Arnstrong field, and peaked at
roughly 120,000 barrels per day. He said that $80 oil had
been used because that was the price point needed to secure
the investnent. He shared that spending by investors on a
new oil field was viewed in terns of capital expenditures
per dollar, per barrel of oil that would be produced. For

exanple, if the field was going to produce 750 mllion
barrels, at approximately $13 of capital expenditure per
barrel; the result was $10 billion worth of capital

spending on the North Slope to produce the field. He felt
that it was inportant that the conmttee understood the
state's commtnent to investors under the status quo | aw
He relayed that once spending was nade in the range of $1
billion, or nore, per year, the state would be spending
many hundreds of mllions of dollars in refundable tax
credits. He said that was sinply the way things worked
under the 35 percent operating loss credit. He pointed out
to the conmittee that the red bars in the upper left hand
graph reached over $800 nmillion in peak years of
construction on the project. He indicated the slide on the
upper right of the slide, and relayed that once production

was underway, the state would receive over $1 billion, per
year, in revenue. He insisted that $80/bbl o0il was
necessary for the state to get their $1 billion per year,

and that he held out hope that the price of oil would
bounce back. He added that the slide reflected a 40 year
time cycle, which neant that the tinme line would require
pati ence. He spoke to the box on the lower right, which
listed the life cycle totals related to the scenario on the
sl i de:

Life Cycle Totals $M I 1ions

Production Tax Credits Cashed 2,830
Production Tax Paid 8, 923
Net Production Tax 6, 093
Producti on Tax NPV 6. 15% 869

Total Annual State Losses 2,553
Total Annual State Gains 16, 623
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Net State Gain (Loss) 14, 069

State NPV 6. 15% 3,527
Total Producer Cash Cut 5, 247
Total Producer Cash In 17, 933
Net Producer Cash Fl ow 12, 686
Pr oducer Cash NPV 6. 15% 2,216

M. Al per turned to Slide 51, which incorporated into the
scenario the changes proposed by the Ilegislation. He
revealed that the nunbers indicated that the $25 million
cap on spending would greatly reduce the state's cash
outlay, and there would be a significant level of carry
forward credit. He said that once production began, the
built up, carry forward credits would cancel out production
taxes and would eventually result in the |oss of operating
|l oss credits for conpanies. He highlighted that the tota
production tax credits cashed would drop from $2.8 billion,
to $109 mllion, and the state's production tax discounted
cash flow woul d be double what it was under the scenario on
Slide 50. He pointed to the box on the lower right of the

slide, which reflected I|ife <cycle totals under the
scenari o:
Life Cycle Totals $M | lions
Production Tax Credits Cashed 109
Production Tax Paid 6, 533
Net Production Tax 6, 424
Production Tax NPV 6. 15% 1,743
Total Annual State Losses 100
Total Annual State Gains 14, 479
Net State Gain (Loss) 14, 379
State NPV 6. 15% 4,388
Total Producer Cash Qut 7,832
Total Producer Cash In 20, 317
Net Producer Cash Fl ow 12, 485
Producer Cash NPV 6. 15% 1,415

M. Alper admtted that the scenario was slightly
overstated; no single conpany was going to cone to Al aska
and spend $10 billion. He furthered that any conpany
interested in a project of that size would seek out several
partners. He said that if 4 partners were to develop the
project, using the Governor's bill as the wunderlying
system it would result in $100 mllion in credits per
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year. He disclosed that the state had |earned that the $25
mllion cap could work for smaller fields, but it would
need to be altered in order to accommodate |arger fields.

5:37:49 PM

M. Al per continued to Slide 51, which offered a sumary of
the North Slope scenarios. He said that field size and tax
regi ne nunbers, the first two colums, had been nodeled in
the scenarios on the previous slides. He reiterated the
nunbers as they related to the taxes at $40, $60, and
$80/ bbl oil, under both the status quo and HB 247, with the
varying field sizes. He relayed that the House Resources
Commttee had heard the slide presentation in February
2016. He turned to Slide 52, which reflected the sane
variables using the Cook Inlet scenarios. He opined that
the problem with Cook Inlet was that there would be an
i npending nonent in 2022, when the statutory zero taxes
went away, and a fork in the road was created. He said that
two different options were created: option A would have the
tax caps sunset and revert to the base tax of 35 percent,
with no per barrel credit or GV/R, the alternate was that
the caps did not sunset and the future |egislature chose to
maintain a zero tax in Cook Inlet. He said that the answer
woul d Iie somewhere between the two scenarios. He continued
to the suppl enental North Slope Scenario and the
Suppl emrental Cook Inlet and Mddle Earth Scenarios on
Slides 53 and 54.

Co- Chair Thonpson asked that the Departnent of Revenue
remain in the room until after the Departnent of Natural
Resources conpleted their presentation.

5:44:27 PM

PAUL DECKER, PETROLEUM GEOLOG ST, DIVISION OF OL AND GAS,
DEPARTMENT OF NATURAL RESOURCES, introduced the Power Point
Presentation: "Alaska's Ol and Gas Industry; Overview &
Activity Update."” He turned to Slide 2, "Overview'

Nort h Sl ope:
» Resources and Reserves
e Current Activity & New Devel opnents
* Wio's Wirking the North Sl ope?
» Leasing Activity

Cook I nlet:
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* Resources and Reserves

e Current Activity & New Devel opnents
* Who's Wirking the Cook Inlet?

» Leasing Activity

Fronti er Basins:
* Resources and Reserves
* Current Activity & New Devel opnent
* Who's Wrking the Frontier Basins?
« Exploration Licensing & Lease Conversion

5:46: 17 PM

M. Decker turned to Slide 3, "North Slope Resources
Overview." The slide provided an overview nap of the North
Slope. He noted that the area shown on the nmp was
approximately 500 mles fromwest to east. He said that the
3 mles into the Chukchi and Beaufort Seas were federal
Quter Continental Shelf (OCS) and were nanaged by the
Bureau of Ocean Energy Mnagenent (BOEM. He pointed out
that the green areas to the south were pernmanently
protected federal Iand. He furthered that the National
Petrol eum Reserve-Al aska (NPRA) was also federally owned
and run by the Bureau of Land Managenent (BLM. He said
that the Al aska National WIldlife Refuge (ANWR) 1002 was
not permanently protected, but could be by an act of
Congr ess.

5:47:30 PM

Representative GQuttenberg pointed out that the OCS was
further than 3 mles out.

M. Decker agreed that the shelf extended nuch farther than
3 mles. He clarified that the state's ownership only
extended from the shoreline to 3 mles out. He returned to
the map on the slide. He spoke the central North Slope
state lands; the state's 3 area wde |ease sales were
outlined in red on the slide. He said that there was a | ot
of private ownership within the foothills. He stated that
the main oil fields were shown in green and were strung
along the shoreline of the Central North Slope. He added
that there were a nunber or oil and gas fields along the
coastline, nostly gas fields near the foothills. He spoke
to the black dots, which represented all of the exploration
wells that had been drilled, to date, on the slope. He
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believed that the nmap showed a lot of room for growh in
the area of exploration.

5:49: 54 PM

Representative Pruitt understood that the dark green area
on the map included oil accunulations that were known to
exi st, but had not been produced.

M. Decker responded that there were several non-producing
fields contained within the dark green area, nobst notably
Hamrer head and Kuvliumin the eastern Beaufort Sea.

Representative Pruitt understood that the dark green areas
of the map were expected to increase.

M. Decker replied that if the projects becane sanctioned
and went into developnent, the dark green area would be
expanded.

Representative Pruitt asked whether there were other areas
that held resources that were not in dark green on the map.

M. Decker responded that there were very few such
exanples. He reiterated that the intent of the map was to
show | and that had been "di scovered by the drill bit".

M. Decker turned to Slide 4: "Arctic Alaska Ol & Gas
Resources." The slide offered a table of what the federa

governnment would estimate for undiscovered, technically
recoverabl e conventional resources in Arctic Al aska. He
said that the slide was not neant to indicate that all of
the volunes would be comrercially recoverable, but rather

would the volunmes exist in accunulations that could be
recoverable given the technology in current practice. He
pointed out to the conmttee that the slide showed 40
billion barrels of oil, and 207 billion cubic feet of gas.
He furthered that the gas was equally distributed between
OCS waters and onshore state |ands and waters. The nean oil
estimate reflected that there was nore oil in the offshore
than in the onshore.

5:53:25 PM

M. Decker continued to Slide 5, "Arctic Alaska Ol & Gas
Resour ces":
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Gas Reserves:

* Approximtely 30 trillion cubi c f eet of
associated gas is estimted to be recoverable
from producing or developing North Slope fields
nostly at Prudhoe Bay & Point Thonson. Wthout a
pi peline, nbst of that gas is best described as
contingent resource, not reserves.

e Approximately 5.9 trillion cubic feet of proved
associated gas reserves estimated in Al aska,
virtually all on North Slope (Energy Information
Adm ni stration(El A), 2014)

O | Reserves:

e Approximately 2.8 BBO of proved oil reserves
estimated on the North Slope (EIA 2014)

M. Decker stated that tis subset of gas would be used for
maki ng natural gas liquids that could be sold to the Trans-
Al aska Pipeline System (TAPS), and m nor gas sal es thorough
| ocal markets.

5:55: 00 PM

M. Decker discussed Slide 6, "North Slope Current Activity
and New Devel opnent s":

 Accunul at e Energy
* Franklin Bluffs area shale play eval uation

e Drilled lIcewine #1 well in October-Decenber
2015

e Seismc survey of |lease area this wnter

« AEX (ASRQ)
e Placer Unit

e Currently drilling Placer #3 well —spud in
| ate January 2016

* BP
* Prudhoe Bay Unit
 Conpleted 8 new wells, 46 new sidetracks,
~420 well workovers in Initial Participating
Area (I PA), 2015

e Conpleted first wells in Lisburne PA in 9
years, 2015
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e Conpleted 3D seismic program in North
Prudhoe, 2015

5:56:51 PM

M. Decker advanced to Slide 7, "North Slope Current
Activity & New Devel opnents":

» Caelus Natural Resources
 Oooguruk Unit
e On-going developnent (4-5 wells/year; all
| ong-reach & frac’d)

¢ Nuna

e First production from Nuna Torok Phase 1 in
| ate 2018(7?)

* No construction activity this winter

e Smith Bay Exploration (shallow water ice pad)

e Second of two exploration wells nearly
conpl ete

» Conoco Phillips
e Colville River Unit
e Initiated first production at CD5 in 2015
e Plan for a total of 8 new wells in 2016

* G eater Moses Tooth Unit (Federal/ NPRA)
 Approved funding for $900MM GMI1 proj ect

e Plan to drill two Tinmaqg exploration wells
in western part of unit

M. Decker elaborated that PA nmeant participating area; the
subset of the leases within a wunit that were actively
contributing to production. He added that M stood for
m sci ble injection, a nethod used for enhanced oil recovery
purposes. He said that Caelus had sl owed the devel opnent of
the Nuna project due to the slunmp in oil prices.

He went on to explain Conoco Phillips' activity on slide 8,
“"North Slope Current Activity and New Devel opnents":

» Conoco Phillips
e Kuparuk R ver Unit

House Fi nance Conmmittee 15 03/31/16 5:08 P. M



* First wells cane online at Kuparuk DS-2S in
2015

e Significant drilling planned in 2016 for
Kuparuk PA, Tarn PA and Wst SakPA during
2015-16

e Exxonhbbi |
e Point Thonson Unit

e Completion of Initial Production System in
2016

 Conpl eted 22 mile l'iquid hydr ocar bon
pi peline from Point Thonson to Badam Field
whi ch connects to TAPS

e Start-up expected by md-May 2016 (10,000
bpd condensat e)

e Geat Bear Petrol eum
e Currently acquiring large 3D seism c dataset
(~450 sq m | es)
e Planning for additional work at Alkaid #1 in
2017

6:01:43 PM

M. Decker discussed Slide 9, "North Slope Current Activity
and New Devel opnent s":

* Hilcorp
* Northstar Unit
* Returned 2 wells to production
* MIlne Point Unit

e Drilled 3 new wells, started new G& plant
construction in 2015

e Plan to drill 10 new wells and conplete 16
wor kovers in 2016

* Repsol /Arnstrong
* Pikka Unit (Nanushuk Project Devel opnent)
e Drilled 3 exploration wells & sidetracked 1
in 2015 (total of 12 wells & sidetracks
since 2012)
e Commenced the project EIS under NEPA in June
2015
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e Plan to drill 1 additional exploration well
in 2017

6:03:12 PM

M. Decker turned to Slide 10, "North Slope Wlls Drilled
and Seism c Acquired":

* New Exploration and Developnment Wells Drilled 2004-
2014

* 110 Exploratory Wells and Wl | Branches

e 1,646 Developnent & Service Wlls and Well
Br anches

e 2D & 3D Seismic Data Acquired (Tax Credit Data) 2004-
2014

e Line Mles 2D (onshore/ shorezonei ce)~ 870
e Square M| es 3D (onshore/shorezoneice)~ 9, 945

M. Decker categorized the activity on the North Sl ope as
st eady over the past decade.

6: 04: 20 PM

M. Decker advanced to Slide 11, "Wwo's Wrking North
Sl ope?":

Large Majors (>%$40B Market Cap):
e BP Exploration, Inc.
e Chevron USA, Inc.
» ConocoPhillips Al aska
* Eni
e Exxon Mobil Corporation
» Shell Ofshore, Inc.

Large | ndependents & M d-Si zed Conpani es:
e Arnstrong Ol and Gas/70 & 148 LLC
 Anadarko E&P Onshore LLC
* BG Al aska E&P I nc.

e Caelus Natural Resources Al aska LLC
e Halliburton Energy Services

e Hilcorp Al aska, LLC

* Repsol
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M.

Decker relayed that there were three categories of

conpanies working on the North Slope: large majors, |arge

i ndependent s.

i ndependents & m d-sized conpani es, and smal |
6: 05: 35 PM
M. Al per advanced to Slide 12, which listed the snall

i ndependent conpani es on the sl ope:
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Smal | | ndependents:

Accunul at e Energy Al aska, Inc.
Al aska, LLC

Al askan Crude Corp.

ASRC Expl oration LLC

Aubris Resources, LP

AVCG, LLC

Br ooks Range Devel opnent Corporation
Bur gundy Xploration LLC
Caracol Petrol eum LLC

Chap- KDL, Ltd.

Colt Al aska LLC

Dew i ne Petrol eum LLC

Donkel G| & Gas, LLC

East| and Property and M nerals
GMI' Expl orati on Conpany LLC
Great Bear Petrol eum Ventures
MEP Al aska, LLC

Must ang Operations Center 1, LLC
Nor dAq Energy I nc.

Paci fic Lighting Gas Devel opnent
Petro-Hunt, LLC

Pinta Real Devel opnent, LLC
Petro-Hunt, LLC

Pinta Real Devel opnent, LLC
Ranshorn I nvestnents, Inc.

Red Technol ogy Alliance, LLC
Renai ssance Um at, LLC

Royal e Energy, Inc.

Sanmson O fshore, LLC

Savant Al aska, LLC

Sunlite International Inc.

The Eastland G| Conpany
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e TP North Sl ope Devel opnent, LLC
e Transworld Gl & Gas Ltd.

e Utrastar Exploration LLC

* URSA Major Holdings LLC

e Wodbi ne Petrol eum Inc.

» Wodstone Resources, LLC

M. Decker explained that 7 or 8 of the conpanies |listed on
the slide were actively exploring on the slope, but nost
were |ease holders waiting for activity to occur and were
not leading in the exploration of their |eases.

6: 05: 58 PM

Representative Gara pointed out that there were conpanies
listed, but not |isted as having any activity.

M. Decker replied that the activity slides were not
entirely conprehensive. He admtted that the slide did not
reflect Eni's continuing devel opnment at Nikaitchug. He said
that they were actively expanding in the area, doing
"prudent operator"” work.

6: 06: 43 PM

M. Decker turned to Slides 13, 14, and 15, "North Sl ope
Leasing Activity Trends." Each slide contained a bar graph
that illustrated the nunber of tracts that had received
either single or multiple bids on area wi de |ease sales in
the North Slope, Beaufort Sea, and Foothills areas. He said
that the area were held open for area wi de |easing and that
everything that was open cane up for |ease every year. He
referred to Slide 13, which pertained to the North Slope
He pointed out to the conmttee that there had been
aggressive leasing activity in 2014; Caelus had put in over
100 bids for leases along the Barrow Arch, and Arnstrong
had purchased approximately 100 leases in the same |ease
sal e.

6: 08: 14 PM

Representative WIson whether the conpanied were required
to act on the leases in a certain amount of tinme, or could
they bide their time while paying a fee to retain the
| eases.
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M. Decker stated that sonme of the |eases that had been
i ssued had been acconpanied by certain work commitnents.
Generally, the lease hold in Alaska required an annual
rental fee that escal ated considerably after several years,
whi ch worked as an incentive to either develop or drop the
| eases in a tinely manner.

6: 09:19 PM

M. Decker noved to Slide 14. He noted that 2006 had been a
big year for leasing in the area, and in 2011

M. Decker spoke to Slide 15. He noted that in 2001 and
2002, there had been a burst of activity that coincided

with interest in natural gas potential in the area. He
noted the next burst in 2006, but felt that since then
investors had decided to wait wuntil further progress was
made on the gasline. He inforned the conmmttee that the
area was gas prone, and not oil prone, and that its

fortunes would be linked to a gasline.

6: 11: 25 PM

M. Decker pointed to Slide 16, "Cook Inlet Resource &
Reserves Overview." The slide pictured a map show ng where
the U S. GCeological Survey had assess the resources. He
said that the federal estimtes were the undiscovered,
technically recoverable resource of oil and gas:

e Undi scovered, Technically Recoverable QI and Gas
(USGS, 2011):

* nean conventional oil 599 MVBO
* nean conventional gas 13.7 TCF
* nean unconventional gas 5.3 TCF

* Natural Gas Reserves (ADNR, 2015)
1.18 TCF (Proved and Probabl e)

e 1.2 TCF additional mean resource assessed in OCS
waters (BOEM 2011)

M . Decker el aborated on the unconventional gas areas.

6:13: 08 PM
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Representative Pruitt asked how nuch gas the state was
expected to produce in the future in Cook Inlet. He also
queried how nmuch gas had been produced out of Cook Inlet
over the past 40 years.

M. Decker believed that approximately 8 TCF had been
produced in Cook Inlet to-date. He said that the 1.18 TCF
remaining proved and probably reserve was a significant
fraction of the avail able gas. He added that the nunber had
not dropped, and was higher than previous estimates from
2010. He said that wth activity, expl orati on, and
aggressive devel opnent conpanies had been able to book
additional reserves. He was encouraged that there was still
a significant lifespan of resource, but that it would
depend on the rate of investnment in getting it out of the
gr ound.

M. Decker addressed Slide 17, "Cook Inlet Current Activity
& New Devel opnent s":

Apache Al aska Cor porati on:

* Ceasing all seismc acquisition and other
exploration activity in Al aska

e Intend to hold | eases until expiration

Conoco Phillips:
* Recent sale of interest in Beluga R ver Unit

Furie Operating Al aska
* Kitchen Lights Unit:
* Set nonopod platformin 2015;

e Conpleted onshore gas facilities & pipeline
in 2015

* Commenced production in Decenber 2015

* Randolf Yost, 2ndjack-up rig, arrived in
Homer early March, plan to drill t wo
devel opnent wells in 2016

Bl ueCrest Energy, Inc.
e Cosnmp Unit:

* Planned arrival of new |and-based drill rig
for oil devel opnent in 2016

e Plan 1st oil in md-2016 (oil production
will be from onshore)
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* Possible offshore drilling for gas (Spartan
151 jack-up rig) in 2016

M. Decker stated that Apache Al aska Corporation had hoped
to develop prospects to be drilled in the next few years,
but were ceasing exploration activity in the state due to
low oil prices. He said that a skeleton crew would remain
in Anchorage offices in order to maintain their assets. He
said that Conoco Phillips had been slowy exiting the basin
gradual ly. They had sold their share of the interest in the
Beluga River Unit to Chugach Electric and the Anchorage
Muni ci pal Light and Power (M&P), increasing M&Ps share
maki ng them the dom nant owner. He furthered that Furie was
currently selling gas to Honmer Electric and had plans to
drill nmore wells within the com ng year

6:18: 05 PM

Representative WIson asked whether conpanies were relying
on tax credits when securing financing for exploration and
whet her the departnent knew when the credits switched from
exploration to devel opnment credits.

M. Decker replied that there were different types of tax
credits. He said that in Cook Inlet nmost of the credits
that had been used had applied to both exploration and
devel opnment; the 023(1) well |ease expenditure credits. He
added that many conpanies were dependent on receiving
timely reinbursements from credits in order to use that
noney in the next phase of exploration or devel opnent.

Representative WIson assuned that conpanies filed plans
with DNR before beginning their process. She asked whet her
part of the plan covered financing, or if finance
di scussion were [imted to DOR

M. Decker answered that the main plans that were submtted
to the state had to do with obtaining permts to use the
land, or in a unitized area the Division of Gl and Gas
woul d be tasked with overseeing a plan of devel opnent. He
said that DOR would had additional insight into the
fi nanci al aspects.

6: 20: 35 PM

M. Decker noved to Slide 18, "Cook Inlet Current Activity
& New Devel oprent s":
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Hi | corp Al aska, LLC
« Cannery Loop Unit:
e Conpleted 2 new wells in 2015
* Planned 2 workovers in 2016

* Deep Creek Unit:

e Drilled 1 new well in 2015 and 2nd is
pl anned for 2016

e Nnilchik Unit:
e Conpleted 3 new gas wells in 2015 and 7 new
gas wells in 2014

* Trading Bay Unit:
e 19 workover jobs in 2015 and 3 new wells in

2016
* Purchased XTO Energy, Inc. assets in southern
Cook Inl et
e Projected ~$120 MM investnment in Cook Inlet in
2016

M. Decker said that Hlcorp A aska was the dom nant
operator in the Cook Inlet basin. He stated that there
woul d not be as much progress witnessed in the Cannery Loop
Unit had a | ess assertive and anbitious producer taken over
the fields when they canme up for sale. He said that Hilcorp
proj ected spend for 2016 was $120 mlli on.

M . Decker advanced to Slide 19, "Cook Inlet Wells Drilled
& Seism c Acquired":

New Expl oration & Devel opnent Wells Drilled 2010-2014
e 24 Exploratory Wells and Wl |l Branches
e 65 Devel opnent & Service Wells and Well Branches

2D & 3D Seismc Data Acquired (Tax Credit Data) 2004-
2014

* Line Mles 2D (onshore/offshore) ~ 725
e Square Mles 3D (onshore/offshore) ~ 660

M. Decker noted that the ti me wi ndow used on the slide had

been used because that was a tine when the basin had been
perceived to be in crisis.
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M. Decker scrolled to Slide 20, "Wwo's Wrking Cook
Inlet":

e Large Majors (>$40B Market Cap):
o ConocoPhillips Al aska

e Md-Sized I ndependents:
o Hilcorp Alaska, LLC
o Apache Al aska Corp.

e Small | ndependents & LLCs:

Al aska Energy Alliance Inc.
Al X Energy LLC

Al aska LLC

Aurora Gas LLC

Aurora Exploration LLC

Bl ueCrest Energy Inc.

Cl Rl Production Conpany

Cook Inlet Energy LLC
Cornucopia Ol & Gas Conpany LLC
Corsair Ol & Gas Conpany LLC
Furie Operating Al aska LLC
New Al aska Energy LLC

Nor dAq Energy LLC

Taylor Mnerals LLC

Whodst one Resources LLC

o

OO0 00000000 O0OO0OO0OO

M. Decker relayed that Hilcorp would remain active, but
t hat Apache would not. He reiterated that sone of the snall
i ndependents were actively exploring, but nost were hol ding
their | ease positions and waiting to see what happened wth
the price of oil. He turned to Slide 22, which contained a
bar graph of Cook Inlet area wide |ease sale results, 1999
t hrough 2015. The slide reflected 2011 as the biggest year,
since then participation had decli ned.

6:24:39 PM

M. Decker turned to Slide 23: "Frontier Basins Tax Credit
Areas." He relayed that the basins were sonetines referred
to as "Mddle Earth". He said that the terns could be
confused and were not always interchangeable. He detailed
that the nap showed the 5 regions in which the Frontier
Basin Tax Credit [43.55.025(a)(6-7)], a form of super-
credit for seismc and well drilling, could be clained.
Under current statute the credits would sunset in 2016.
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6:26:12 PM

M . Decker turned to Slide 24, "Statew de Resource
Assessnent s - Undi scover ed, Techni cal |y recoverabl e
resource.”

Regi on Mean O | Estinate Mean Gas Estinate

(Mllion Barrels) (Billion Cubic Feet)

Onshore Arctic 15, 908 98, 960

O fshore Arctic 23, 750 108, 180

I nterior Basins* 234 5, 641

(only partially

assessed)

Upper Cook Inl et 599 19, 037

Ot her Sout hern Al aska** 2, 859 23, 458

TOTAL 43 BBO 255 TCF

*Includes Yukon Flats and Kandik basins (Nenana,

Kot zebue, Copper River, Holitna, & Susitna basins not

assessed)

**Mainly federal OCS waters, m nor AK Peninsul a

onshore

6:27.:12 PM
M. Decker scrolled to Slide 25, "Exploration License
Pr ogr ant':

e The program supplenents the state's oil and gas
| easing efforts & encourages exploration outside of
known oil & gas provinces

e Every April, DNR accepts proposals to conduct
exploratory activity outside existing | easing areas

* The DNR Conm ssioner may issue a notice requesting
proposals to explore a designated area (encourages
conpetition)

e The applicant has up to 90 days to submt their
pr oposal

e Three exploration |icenses have been converted to
| ease: Susitna I, Copper River, & Nenana

6:28: 17 PM
M. Decker advanced to Slide 26: "Wwo's Wrking The

Fronti er Basi ns?":

Aht na
» Copper River Basin, Tolsona Exploration License:
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* Reprocessed 2D seismc data & acquired new
Tol sona 2D seismc in spring 2014

 Plan to drill Tolsona #1 gas exploration
well in early 2016; follow up to the Ahtna
#1-19 well drilled in 2007-2009 (Rutter &
W | banks)

Doyon
e Nenana Basi n:

e Drilled Nunivak #1 and #2 exploratory wells,
2009- 2013

* Acquired 2D and 3D seismoc, gravity,
magneti cs, and | akebed geochem cal surveys,
2005 -2014

e Converted exploration |license to |eases
bet ween 2013 & 2014

* Additional 2D seismic in progress
* Plan to spud Toghotthele #1 this June

M. Decker continued to Slide 27, "wo's Wrking The
Frontier Basins?":

Doyon
* Yukon Fl ats Basi n:

e Acquired 2D seisnmic, gravity, magnetics, and
| akebed geochem cal surveys

NANA
» Kot zebue Basi n:

* Evaluating and marketing prospects based on
| egacy industry seisnc

Usi belli Coal M ne Inc.
* Healy Basin Gas-Only Exploration License:
e Drilled one shallow exploration well in 2014

M. Decker stated that Doyon had not drilled any wells, but
had conducted geophysical and geochem cal surveys. Doyon
owned nuch of the land, which neant that there would be no
expiration license in the Yukon Fl ats.

6: 30: 28 PM

M. Decker noved on to Slide 28: "Frontier Basins Wlls
Drilled & Seismc Acquired”:

House Fi nance Conmmittee 26 03/31/16 5:08 P. M



New Exploration Wells Drilled 2004-2014
e 7 Exploratory Wells and Well Branches

2D & 3D Seismic Data Acquired (Tax Credit Data) 2004-
2014

* Line Mles 2D (onshore)~ 1,220
e Square Mles 3D (onshore)~ 340

M. Decker believed that 3 of the 7 exploratory wells had
been in the Nenana Basin, 3 in the Copper River Basin, and
1 in Healy.

6:31:13 PM

M. Decker reviewed Slide 29, "Frontier Basin Exploration
Li censes”, which listed the 5 locations for each |icense
and the details of: ADL file nunber, acres, conmtnent,
effective date, term and status. He revealed that Cook
Inlet Energy had relinquished their Susitna 5 license due
t o bankruptcy.

6: 32: 38 PM

CORRI FEIGE, DIRECTOR, DIVISION OF OL AND GAS, DEPARTMENT
OF NATURAL RESOURCES (via tel econference), pointed out that
the slides that showed the smaller conpanies working in
Cook Inlet and on the North Sl ope had business nodel s that
differed greatly from the nodels of the |ager and nmgjor
conpani es. She noted that on the North Sl ope, several snall
conpanies at a tinme could join together on a single
project. She said that conpanies often bundled together in
groups in order to spread the investnent and raise the
capital necessary to undertake the project.

6:34: 32 PM
AT EASE

6:42: 28 PM
RECONVENED

Co- Chair Thonpson indicated that M. Al per and Conm ssioner
Hof f beck were avail abl e for questions.

M. Al per stated that the remainder of the slides had to do

with inplenentation of the legislation. He turned to Slide
56, "Inplenentation: Transition":
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e Oiginal bill was witten with an effective date of
7/1/16 for nearly all changes

« CS noves nost changes to 1/1/17, wth the full

repeal of the Wll Lease Expenditure credit on
1/1/18
e The bill’s original fiscal note included a fund

capitalization for $926,575.0 to the .028 fund.

e This is the difference between what is in the
operating budget and $1 billion.

e This wuld have covered all expected credit
l[iability before the effective date.

e Wth +the changes mde in the CS, additiona
appropriation will be needed

6:45: 35 PM

M. Al per discussed Slide 57: "Inplenentation: Connection
to Fiscal Plan":

e HB247 was introduced as one of 10 bills that
conprised the governor’s fiscal plan.

« Al the bills taken together, wth anticipated
budget cuts, proposed a bal anced budget by FY19

e The broader fiscal package, and the specific tax
credit bill, are intended to add certainty to
industry regarding what support the state can
provi de and how we’'re going to continue to pay for
gover nnent

* Oiginal bill also assumed conpanion “AlDEA Loan”
bill to help with projects that lost funding with
credit changes

e HB246 would create a new “fourth fund” at AIDEA to
concentrate on oil and gas devel opnent |oans, for
proven reserves

e Envisioned $200 mllion initial fund capitalization

M. Alper relayed that in the first conmttees of referra

for the initial hearings on all of the governor's bills the
adm nistration had worked to put the bills in context of
each other. HB 247 was one of 10 bills that conprised the
governor's overall fiscal pl an: the Permanent Fund
Protection Act (SB 128), the income tax bill(SB 134/ HB
250), the AIDEA loan bill(SB 129/HB 246), the three
consunption tax bills - alcohol, tobacco, and notor fuel (SB
131/ HB 248; SB 133/HB 248; SB 132/HB 249, and the three
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business tax bills - mning, fisheries, and the cruise ship
head tax(SB 137/HB 253; SB 135/HB 251; SB 136/ HB 252). He
solicited questions fromcommttee nenbers.

6: 48: 25 PM

Vice-Chair Saddler queried the required criteria for |oans
fromthe Al DEA devel opnent fund.

M. Al per responded that the loan would be for up to 50
percent of a projects value. He said that there would need
to be a proven reserve and a resource evaluation obtained
by AIDEA from an external consulting service that would
prove the legitimacy of the project. He added that the cost
of the services would be rolled into the | oan and woul d be
paid back. He deferred further explanation to an Al DEA
representative.

Co- Chair Thonpson understood that a proven reserve needed
to exist in an effort to nove toward devel opnent and
producti on.

M. Al per explained that to the extent that the state was
still providing credits, those credits could focus on
exploration work; the state should not be |ending noney
agai nst a project that m ght not be able to pay it back.

Vice-Chair Saddler «clarified that M. Al per had been
speaking to 50 percent of the project cost.

M. Al per replied in the affirmative.

6: 50: 14 PM

Representative Quttenberg about the relevance of the AlDEA
| oan concept to the version of the bill that came out of
House Resources Committ ee.

Comm ssioner Hoffbeck responded that it would be |ess
rel evant because of the intent that it would replace sone
of the cash credits with a loan program He said that the
credits were being used to |everage |oans for projects. He
said that the legislation would mke for a nore direct
loan, at rates that were conpetitive. He stated that the
state would not expect repaynent on the debt until actua
producti on began, which would be attractive to devel opers.
He expressed the desire to see conpanies nove toward the
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| oan program versus direct «credits. He relayed that
initial provisions in HB 246 stipulated that if a conpany
took the loans then they would no longer be eligible for
the credits.

6: 51: 46 PM

Representative (Quttenberg surmsed that the original
version of HB 247 had included the |oans, but that they had
been replaced by the direct credits.

M. Alper clarified that the original HB 247 had not
directly referenced the Jloan program they had been
introduced as a package. He said that the original bill
greatly reduced the expected credit support, which pronpted
t he need for the new | oan program

Representative QGuttenberg probed the difference between a
| oan package and a direct payout. He wondered how the
state's fiscal situation would be affected if there was no
return to the state with a direct payout, and if the |oan
package woul d becane a revol ving | oan fund.

Conmi ssi oner Hof fbeck comented that that admnistration
had viewed the legislation as a long-term solution to the
fiscal crisis. He said that the revolving loan fund woul d
need to be endowed to begin wth, and additional
appropriation wwuld be necessary depending on the
popul arity of the program He stated that the capital would
return to the state eventually, and then could be re-
| oaned. He noted that a direct cash payout would require
continual appropriations.

Co- Chair Thonpson rem nded the commttee that HB 247 was on
the neeting agenda and that HB 246 woul d be debated during
a different commttee neeting.

Representative CQuttenberg rebutted that the evolution of
the bills was relevant to discussion on HB 247 and direct
credits. He said that he was curious about the sol vency of
the state with noney "going out the door with no return on
it."

6:55: 01 PM

Representati ve Gara under st ood t hat t he governor's
intention in Cook Inlet was to allow the net operating |oss
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to continue for conpanies that had not nade noney in order
to encourage them to explore, but to elimnate the capita
expenditure and well | ease expenditure credits for
conpanies that were nmeking a profit and were not paying
production taxes. He summarized that credits would be given
to conmpanies that were not making noney and no credits to
conpani es that were maki ng noney.

M. Al per explained that the credits were not neant as
encour agenment for exploration, but nore of a support to the
conpanies while they were under devel opnent. He added t hat
as originally proposed the net operating loss credit meant
that the state would be refunding 25 percent of a conpany's
costs up to the point of profitable production.

6: 56: 28 PM

Representative Gara surm sed that conpanies that were doing
wor k, but not meking noney, would be supported by a credit
in Cook Inlet; conpanies that were producing, but were not
paying production taxes in Cook Inlet, would |ose the
capital and well |ease expenditure credits.

M. Al per responded in the affirmative.

Representative Gara wunderstood that the governor had
proposed limting the annual credit paynent to $25 mllion

per conpany.

M. Al per responded yes. He added that current statute did
not contain a defined limt.

Representative Gara summari zed that the other proposal from
the governor was to have a hard mninmum tax floor for
fields that paid the mninum tax. He contended that there
was currently no minimum tax for GVR fields, but that the
pre-2003 fields would floor that could not be | owered using
the net operating |loss credit.

M. Alper replied that for new oil that enjoyed the gross
value reduction, and could currently pay at zero, the
intention was to nmake them pay at zero. The adm nistration
hoped to harden the floor so that an operating loss credit
would not result in reducing paynents to below the floor
for the legacy fields that already paid at the floor.

Representative Gara continued to interpret the |egislation.
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M. Al per responded that Representative Gara seened to
understand the maj or provisions of the |egislation.

Representative Gara asked whether there would be any
ongoing costs to the state related to the Al DEA | oans.

M. Alper did not believe that any ongoing costs would be
added by passage of the legislation. He furthered that the
bill would create the statutory authority for a new fund
with separate nmanagenent, and a fourth parallel structure
inside the governing AIDEA |law. He said that the fiscal
note attached to the bill would establish the initial $200
mllion to begin issuing |oans.

7:00: 07 PM

Representative Gara spoke of what the state could expect in
production taxes over the next several vyears if the bil
did not pass. He asked, if the bill did not pass, what the
state was projected to receive in production taxes after
tax credits were deducted.

M. Al per responded that the production taxes were quite
| ow at present, and were expected to drop further. He said
that it was expected that all of the major producers would
have operating |losses in 2016, and the production tax would
drop to zero by 2018. He said that there was $825 nillion
in estimated production tax cost for FY 17, updated from
the spring forecast; $450 million in FY 18; $375 in FY 19.

7:01: 26 PM

Representative Gara wondered whether tax credit paynents
woul d exceed all oil revenue if thing remained the status
quo.

M. Aper clarified that when the governor released the
spring forecast the revenue for unrestricted general fund
of all oil and gas sources added up to a nunber that was
expected to be less than the anticipated credit spend. He
added that this was unique to FY 17, in FY 18 the state
woul d again be in the bl ack.

7:02: 42 PM

Co- Chair Thonpson understood that the current version of
the bill had a $200 million credit limt per conpany.
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M. Al per responded in the affirmative.

Co- Chair Thonpson hypot hesi zed that 4 conpanies could cone
together to work on one project, on one pad, and could each
receive the $200 mllion credit, totaling $800 million in
credits.

M. A per replied yes. He added that in order for that to
happen the conpanies would have to be spending over $2
billion.

7:03:16 PM

Representative WIson understood that the governor's
original bill would elimnate gas tax credits in Cook
I nl et.

M. Al per responded that the governor's bill would have
elimnated the 20 percent capital credit (QCE) and the 40
percent well |ease expenditure credit (WE). He said that

those were the credits tied to expenditure that could be
stacked with the operating loss credit. The operating | oss
credit was left intact at 25 percent. He explained that
from the point of view of a conpany that was under
devel opnment, the current 60 percent |evel of state support
woul d be reduced to 25 percent state support. He furthered
that the conpany that was generating profit would be
receiving no credit support fromthe state.

Representative WIson asked whether any of the credit
expendi tures had been witten into SB 21.

M. Alper replied that SB 21 did not touch upon any of the
credits outside of the North Sl ope.

Representative Wl son thought that now could be a good tine
to review the credits. She noted that there would be
anot her review in 2022.

M. Al per responded that he had spoken to Senator G essel's
resource working group over the interim about the idea of,
"maybe in Cook Inlet it's time to declare victory and nove
on." He said that there had been push back regarding the
sentiment. He believed that Representative WIson nade a
valid point; the issues of supply anxiety were |ess severe
than they had been 7 years ago, and the sponsors of SB 21
had admtted that enhanced credits for Cook Inlet had been
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an extrenme neasure, neant to sound an alarm He thought
that the m ssion had been partially acconplished because it
had spurred conversation about ranping down the credits.

7: 05: 52 PM

Representative WIson wondered how nmuch noney further
ranpi ng down of the credits would save the state.

M. Alper believed that the original fiscal note had
refl ected approximately $150 mllion.

Representative Wl son requested a chart that would show the
tax credits that were in SB 21 that would be affected by
the legislation, versus how the credits that had not been
in SB 21 would be affected.

M. Alper pointed out that the departnent had presented to
the Joint Resources Conmittee in June, a docunent that had
the information that Representative WIson sought. He said
he woul d supply the docunent to the conmittee. He believed
he had sent it to the Co-Chair's office the previous
eveni ng.

7: 06: 59 PM

Vice-Chair Saddler referred to Slide 47. He requested that
t he departnment provide the analysis to $20, $30, $110, and
$120/ bbl .

M. Alper clarified that the information could be provided.
He asked whether Vice-Chair Saddler wanted the Cook Inlet,
small field scenario, or a wider range of scenari os.

Vice-Chair Saddler referred to Slide 51. He thought
nodel i ng of the sanme could be done using the nunbers he had
request ed.

M. Alper agreed to provide the information. He added that
just a $40/bbl showed red on the chart, $20 and $30/ bbl
woul d reflect even | ess optimstic nunbers.

Vi ce- Chai r Saddl er asked whether the capital expenditure of

$18/ bbl was averaged over the 30 year lifespan used in the
nodel s.

House Fi nance Conmmittee 34 03/31/16 5:08 P. M



M. Al per responded that the nunbers were drawn from node

fields that provided known information. He said that any
new oil field would had a lot of capital spending in the
first several years. He continued to say that the operating
expenditures tended to be ongoing as the field was in
production, and was attached to the per barrel charge, from
year to year. He stated that each of the sets of scenarios
had a full slide of assunptions. He clarified that what was
being | ooked at, specific to the field on Slide 47, was a
field where all of the oil produced over the entire 30 year

lifespan would add up to 50 mllion barrels of oil. He
added that 50 nmultiplied by $18/ bbl would be equal to $900
mllion dollars, which neant that the total capital spend

to get the project going was $900 mllion.
Vice-Chair Saddler confirmed that the net state gain
reflected on the slide included royalties, property tax,
production tax, and corporate incone tax.

M. Al per responded in the affirmative.

7:11: 03 PM

Vice-Chair Saddler asked about the first bullet under
"Interest Rate Reforni on Slide 34. He asked why the error
was consi dered techni cal

M. Al per answered that the original version of SB 21 that
had been proposed by Governor Parnell intended to reduce
the interest rate from 11 percent to 3 percent over the
federal discount rate. He added that previous |aw had
conmpound interest, and the original version of SB 21 kept
the conpound interest. He stated that when the bill made it
to the Senate Floor, and passed with the 3 percent, over
di scount rate, conpound interest. He relayed that the
contentious legislation failed to garner an effective date
vote on the Senate Floor. The bill mde its way to the
House Resources Committee, which <crafted a comittee
substitute that included work around |anguage to deal wth
the lack of an effective date. He summarized that drafting
errors pertaining to the interest rate and conpound
interest would be changes to better reflect the original
intent of the |egislation.

7:13:57 PM
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Representative Pruitt wondered whether the departnent had
communi cated with other oil resource states about how they
wer e addressing the downturn in oil prices.

Comm ssioner Hoffbeck replied that tax structures in
vari ous states had been exam ned. He said that Alaska was
unique in its net tax, other states were on a gross tax
basis. He relayed that the Ol and Gas Conpetitiveness
Revi ew Board had not spoken to the issue to-date, and that
sonme provision changes had occurred in other states.

M. Al per explained that the other states that produced oi
in Anerica were all on the gross, Alaska was the only state
on the net. He added that Al aska was also the only state
that offered refundable cash credits. He said that
conpanied were |osing noney in Oklahoma, North Dakota, and
Texas right now because that price of oil was the sane
there as it was in Alaska, and they were paying a gross
severance tax to those state of wup to 11 percent. He
asserted that Alaska had a 4 percent gross tax at the
current oil price, the net tax was a theoretical upside
shoul d prices recover.

7:15:50 PM

Representative Pruitt stated that effectively the state was
increasing its tax by reducing the tax credit. He wondered
which other states were increasing taxes during this tinme
of low oil prices.

Comm ssi oner Hof f beck cont ended t hat there was a
fundamental disagreenent on whether the renoval of a
subsidy should be considered an increase of the tax. He
asserted that a tax was a demand from a governnment entity
for repaynent, but in this case the state was payi ng noney
out and reducing the anount of subsidy that it paid. He did
not believe it should be classified as an increased tax,
rat her a subsidy reduction.

Representative Pruitt argued that the bill would not only
adjust the credits but would also increase to 5 percent
and harden, the floor. He asked his question again.

Conmi ssioner Hoffbeck stated that he did not believe any
other state was raising the tax. He admtted that the
hardening of the floor at 5 percent could be categorized as
a tax increase.
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M. Al per continued to Slide 59: "I nmpl erent ati on:
Admi ni stration":

* The changes anticipated in this bill still require
somewhat substanti al reprogrammng of the Tax
Revenue Managenent System (TRMS) and Revenue Online
(ROL) which allows a taxpayer to file a return
online and update the current tax return forns

W have received a prelimnary estimte from the
sof tware devel oper, and currently assume a one-tine
cost of about $1.2 million to acconplish this

e W do not anticipate any additional <costs to
adm ni ster the tax program

e There will also be a need for substantial amendnents
to existing regulations to fully inplement the
changes

SB 247 was HEARD and HELD in commttee for further
consi derati on.

7:19: 58 PM

Representative Gara pointed out that there was a statutory
formula for what the state was required to pay on all tax
credits, under current law. He requested docunentation of
what the state was statutorily required to pay on tax
credits.

M. Alper agreed to provide the information to the
comm ttee.

Co- Chair Thonpson di scussed housekeepi ng

#
ADJ QURNVENT

7:20:56 PM

The neeting was adjourned at 7:21 p.m
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