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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 Iliquefied natural gas storage facility tax
credit, and the qualified in-state oil refinery infrastructure
expenditures tax credit; relating to the mininmumtax for certain
oil and gas production; relating to the mninmum tax cal cul ation
for nmonthly installnment paynents of estimated tax; relating to
interest on nonthly installnment paynents of estimted tax;
relating to limtations for the application of tax credits;
relating to oil and gas production tax credits for certain
| osses 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
fromthe oil and gas tax credit fund; relating to a m ninmm for
gross value at the point of production; relating to |ease
expenditures and tax credits for nunicipal entities; adding a

definition for "qualified capital expendi ture"; adding a
definition for "outstanding liability to the state"; repealing
oil and gas exploration incentive <credits; repealing the
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l[imtation on the application of credits against tax liability
for |ease expenditures incurred before January 1, 2011,
repealing provisions related to the nonthly install nment 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;
repealing the calculation for certain |ease expenditures
applicabl e before January 1, 2011; meking conform ng anmendnents;
and providing for an effective date."

- HEARD & HELD
PREVI QUS COW TTEE ACTI ON
BILL: HB 247

SHORT TI TLE: TAX; CREDI TS; | NTEREST,; REFUNDS; O & G
SPONSOR(s): RULES BY REQUEST OF THE GOVERNOR

01/ 19/ 16 (H) READ THE FI RST TIME - REFERRALS
01/ 19/ 16 (H) RES, FIN

02/ 03/ 16 (H) RES AT 1: 00 PM BARNES 124
02/ 03/ 16 (H) Heard & Hel d

02/ 03/ 16 (H) M NUTE( RES)

02/ 05/ 16 (H) RES AT 1: 00 PM BARNES 124
02/ 05/ 16 (H) -~ MEETI NG CANCELED - -

02/ 10/ 16 (H) RES AT 1: 00 PM BARNES 124
02/ 10/ 16 (H) Heard & Hel d

02/ 10/ 16 (H) M NUTE( RES)

02/ 12/ 16 (H) RES AT 1: 00 PM BARNES 124
02/ 12/ 16 (H) Heard & Hel d

02/ 12/ 16 (H) M NUTE( RES)

02/ 13/ 16 (H) RES AT 1: 00 PM BARNES 124
02/ 13/ 16 (H) -~ MEETI NG CANCELED - -

02/ 22/ 16 (H) RES AT 1: 00 PM BARNES 124
02/ 22/ 16 (H) Heard & Hel d

02/ 22/ 16 (H) M NUTE( RES)

02/ 24/ 16 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

CORRI FEI GE, Director

Central Ofice

Division of Gl & Gas

Departnment of Natural Resources (DNR)
Anchor age, Al aska
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PCSI TI ON STATEMENT: On behalf of the governor, co-provided a
Power Poi nt presentation entitled, "Alaska’'s Ol & Gas Industry
Overview & Activity Update."

PAUL DECKER, Petrol eum Ceol ogi st

Central O fice

Division of Gl & Gas

Departnment of Natural Resources (DNR)

Anchor age, Al aska

PCSI TI ON STATEMENT: On behalf of the governor, co-provided a
Power Poi nt presentation entitled, "Alaska's G| & Gas Industry
Overview & Activity Update."

KEN ALPER, Director

Tax Division

Depart ment of Revenue (DOR)

Juneau, Al aska

PCSI TI ON  STATEMENT: On behalf of the governor, provided a
Power Poi nt presentation entitled, "GOl and Gas Tax Credit
Ref orm HB247, Additional Mddeling and Scenario Analysis - Part
la. "

ACTI ON NARRATI VE
1: 02: 53 PM

CO- CHAIR BENJAM N NAGEAK called the House Resources Standing
Commttee neeting to order at 1:02 p.m Representatives d son,
Josephson, Seaton, Hawker, Talerico, and Nageak were present at
the call to order. Representatives Tarr, Johnson, and Herron
arrived as the neeting was in progress.

CO CHAI R NAGEAK and the conmmttee wi shed Co-Chair Tal erico happy
bi rt hday.

HB 247- TAX; CREDI TS; | NTEREST; REFUNDS; O & G

1: 04: 31 PM

CO CHAI R NAGEAK announced that the only order of business is
HOUSE BILL 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
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t ax credit, and t he qgual ified in-state oi | refinery
infrastructure expenditures tax credit; relating to the m ninum
tax for certain oil and gas production; relating to the m ninmm
tax calculation for nonthly installnment paynents of estinated
tax; relating to interest on nonthly installnent paynents of
estimated tax; relating to limtations for the application of
tax credits; relating to oil and gas production tax credits for

certain losses and expenditures; 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
fromthe oil and gas tax credit fund; relating to a mninmm for
gross value at the point of production; relating to |ease
expenditures and tax credits for mnunicipal entities; adding a
definition for "qualified capital expendi t ure"; adding a
definition for "outstanding liability to the state"; repealing
oil and gas exploration incentive credits; repealing the
l[imtation on the application of credits against tax liability
for lease expenditures incurred before January 1, 2011;
repealing provisions related to the nonthly install nment 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;
repealing the calculation for certain |ease expenditures
applicabl e before January 1, 2011; meking conform ng anmendnents;
and providing for an effective date."

1: 05: 06 PM

CORRI FEIGE, Director, Central Ofice, Division of Ol & Gas,
Department of Natural Resources (DNR), on behalf of the
governor, began a PowerPoint presentation entitled, "Alaska's
Ol & Gas Industry Overview & Activity Update.” She turned to
slide 2, "Overview," and advised that due to time constraints
the presentation has been broken into North Slope, Cook Inlet,
and Frontier Basins.

1: 05: 15 PM

PAUL DECKER, Petroleum GCeologist, Central Ofice, Division of
Ol & Gas, Departnent of Natural Resources (DNR), drew attention
to slide 3, "North Slope Resources Overview " and expl ai ned that
it shows the |and nanagenent areas on the North Sl ope. The
Nati onal Park Service adm nisters the Noatak National [Preserve]
and Gates of the Arctic National Park & Preserve. The U S. Fish
& WIldlife Service admnisters the Arctic National WIldlife
Ref uge (ANVR). The coastal plain [1002 area] of the refuge is
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shown in a different color because it's not yet permanently
protected and permanently off limts to oil and gas; he offered
his hope that it wll not conme to that. The other federal I|and
making up a big chunk of the North Slope is the National
Petrol eum Reserve- Al aska (NPR-A), which is about the sane size
as the State of Indiana. He then pointed out the state |ands on
the North Sl ope:

So, the state lands are those enconpassed by the red
lines where we have our annual areaw de |ease sales.
So starting along the shoreline from zero to three
mles off shore we have the Beaufort Sea areaw de
sale, in the Central North Slope onshore we have the
North Sl ope areawide sale, and then to the south the
Foothills sale. And vyou'll also notice inportant
acreage within the Foothills sale and also on the
extrenme western North Slope that is [Arctic Slope
Regi onal Corporation (ASRC)] surface and subsurface
estate, so yet another owner there. The coastal plain
areas that are in north of the dashed blue line, and
you can see that the black dots show a greater
exploration well density north of that blue line, so
that the coastal plain has been sonewhat better

expl or ed. The Foothills area to the south is a |ot
| oner exploration well density, | ess exploration
there, and what you'll also notice is two trends of
oil and gas accunulations, the oil in green and the
gas accunul ations in red. The main producing trend,
of course, is near the shoreline within say 30 or 40
kil onmeters of the shoreline. And that's Dbecause

that's underlain by a huge feature known as the Barrow
Arch, which is really, really good petrol eum habitat,
in essence. There is also a Foothills trend, nostly
gas accumrul ations discovered to date, Um ak being the
contrarian there, the exception. So, these are the
areas and nost of these areas have been assessed
i ndependently by the U S. GCeological Survey [(USGS)]
for their resource potential.

1: 09: 10 PM

MR. DECKER explained that slide 4, "Arctic Alaska Ol & Gas
Resources,” rolls up all of those federal resource estimtes
from USGS onshore and the Bureau of Ocean Energy Managenent
(BCEM offshore for Arctic Al aska. The nunbers on the bottom
line of the chart are correct: the 40 billion barrels of oil is
the nean estinmate when conbining the onshore and offshore oil,
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and 207 or so trillion cubic feet (TCF) of undiscovered gas. He
reiterated that these nunbers are the nean estimates of a
probabilistic distribution accounting for a large degree of
uncertainty about how nmuch exactly remains in this category,
which 1is undiscovered, technically recoverable. These nean
estimates are not reserves and they are not necessarily
econonically recoverabl e. He pointed out a typographical error
within the blue block entitled, "Mean G| Estimate,"” and said it
should read mllions of barrels, not billions, thus the nunber
is read as 15,908 mllion or 15.9 billion barrels of oil. It is
relatively evenly split between onshore and offshore. On the
oil side, the Chukchi and Beaufort seas appear to have nore
undi scovered oil than the onshore acreage. Onshore is dom nated
by about 10 billion barrels in ANWR about 4.5 billion barrels
undi scovered in the central North Slope state |ands, and |ess
than 1 billion in NPR-A

REPRESENTATI VE HERRON asked whether the offshore estimtes are
within 200 m | es.

MR. DECKER replied yes.
1:11:20 PM

MR. DECKER stated that slide 5, "Arctic Alaska Ol & Gas
Resources,"” drills down to nore along the lines of reserves as
opposed to just undiscovered resource. There are approximately
30 trillion cubic feet of associated gas that is estinated to be
recoverable in the existing producing fields, and primarily
that's Prudhoe Bay with Pt. Thonmson |unped in, which is about a
3:1 ratio. Since there is not yet an Al aska Liquefied Natura
Gas (AK LNG line, a gas transportation systemis not in place
and it is best to consider those nunbers as contingent resource,
he advi sed, and not as reserves per se.

CO CHAI R NAGEAK requested an expl anation of contingent resource.

MR. DECKER explained that contingent resource is the resource
that has been discovered but not yet approved for comrercial
devel opnent, not yet sancti oned, not yet br ought into
devel opnent . So, it's discovered and it may beconme reserves in
the future with a denonstration that those volunes are economc
to produce.

CO- CHAI R NAGEAK asked what has to be done to make it so.
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MR. DECKER said that typically the threshold would be a sanction
decision, a final investnment decision (FID) in the case of AK
LNG

1: 12: 50 PM

MR. DECKER referred to the second bullet on slide 5, and said it
drills down within the actual currently producing fields and how

much is in the proved gas reserve category. He said that
according to the Energy Information Admnistration (EIA) there
is about 6.4 trillion cubic feet of proved associated gas

reserves, of which a little bit [about 0.5 percent] is Cook
Inlet gas and the bulk of which is North Slope gas in places
i ke Prudhoe Bay. He advised that the 6.4 trillion cubic feet
of reserves would be the portion of the gas in the existing
fields that actually has sonme sort of a market, and that's
really nmostly a local market wused on |ease or in adjacent
fields. Wth regard to the oil reserves, he explained that the
EIA's latest report as of year-end 2013 gives the North Sl ope
approximately 2.8 billion barrels of oil reserves in the proved
category, which is not too different from what the Division of
Ol and Gas estimated in recent history from its own decline
anal ysi s.

1:14: 24 PM

REPRESENTATI VE HAVWKER asked whether the division's definition of
"proved" resource requires being economcally recoverable or is
sinply the known proved existent resources.

MR. DECKER responded that proved reserves are specifically in
that economically recoverable, expected to be recovered, tranche
of volunes. Wen the division says proved reserves, it connotes
a 90 percent certainty that at least that nmuch gas wll be
pr oduced.

REPRESENTATI VE HAVWKER i nqui red about the division's standard for
econonmi cal ly vi abl e recoverabl e resources.

MR. DECKER replied that the economic hurdle is considered to be
met when, for exanple, a project is sanctioned, the gold
standard is when a project is sanctioned to go into devel opnent.

1: 15: 26 PM
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REPRESENTATI VE HAWKER concluded then that the entire 6.4
trillion cubic feet of associated gas reserves is a sanctioned
project that is behind pipe.

MR. DECKER replied no, that is a bit of an exception and is one
of the things about the North Slope that's a little odd. The
North Sl ope has its own |ocal nmarket where gas is sold back and
forth between the producers and used on site - things |like
m scible gas injectant or fuel use. He said he will have to ask
the EIA why it describes that as proved gas reserves, but his
understanding is that it's because it is part of a |ocal market
that is functioning on the North Sl ope.

REPRESENTATI VE HAVWKER surm sed that the 2.8 billion barrels of
oil reserves are currently in the process of being recovered
t hrough a sanctioned project.

MR. DECKER replied "through all the sanctioned fields ... that's
correct."

1:16: 36 PM

REPRESENTATI VE HERRON understood that the definition of a proven
reserve is 90 percent confidence in it.

MR. DECKER responded correct, 90 percent certainty that at |east
that volunme will be produced.

1:16: 58 PM

REPRESENTATI VE TARR surmsed that the oil reserves in the
sanctioned projects are over the life of that field. She asked
for specifics that break down [the nunber of 2.8 billion barrels
of oil (BBO].

MR. DECKER answered he does not have that nunber today, but said
the division could work it out in an approximte fashion. He

noted that the largest part of that will be Prudhoe Bay, then
Kuparuk and Colville River Unit, and so forth.

REPRESENTATI VE TARR said she woul d appreciate understanding the
breakdown better

1:17: 44 PM

M5. FEIGE turned to slides 6-9, "North Slope Current Activity &
New Devel opnents,” to outline the current and new activities of
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vari ous conpanies. She explained that Accunul ate Energy Al aska,
Inc. (AEA), is a newoner to the state and is partnered with 88
Energy and Burgundy Xploration. They canme into the state with
Burgundy Xploration acquiring a sizable |ease position in 2014
in the central North Slope area, and are predom nantly | ooking
at shale potential. They drilled the Icewine #1 exploration
well on the Franklin Bluff's pad, which is a pre-existing gravel
pad |ocated along the Dalton H ghway about 65 mles south of
Deadhorse. Based upon the results of the Icewi ne #1, Accunul ate
is now getting ready to comrence a seismc survey across its
| easehold in central North Slope, and it also participated in
t he Novenmber 2015 |ease sale and the partnership took about 130
additional tracts in that sale.

MS. FEIGE noted that ASRC Exploration, LLC (AEX), a wholly owned
subsidiary of the Arctic Slope Regional Corporation (ASRC), is
currently drilling an exploration well in the Placer Unit. The
Placer Unit is located imrediately south of the Oooguruk Unit
which is held by Caelus Natural Resources.

MS. FEIGE said [BP Exploration (Al aska) Inc.] is one of the long
time foundation producers on the North Sl ope and continues to be
very aggressive at expanding and nmintaining devel opnent and
production out of the Prudhoe Bay Unit. She pointed out that BP
has completed 8 wells, 46 new sidetracks, and well over 420
wor kovers just in the Initial Participating Area (I PA) in 2015.
The conpany conpleted additional wells in the Lisburne
Participating Areas (PA) and also sone in-unit seismc in the
Nort h Prudhoe Bay in 2015.

1: 20: 24 PM

M5. FEICGE reported that Caelus Natural Resources [Caelus Energy
Al aska, LLC] (slide 7) entered the state in 2013, acquiring
Pi oneer Natural Resources position in the Oooguruk Unit. Cael us
continues wi th ongoing devel opnent and production at Oooguruk
with four to five long-reach wells drilled each year that are
stinmulated through Jlarge multi-stage fracks. Cael us has
performed work recently optimzing that frack to optimze and
increase recovery in those wells. She said Caelus Natural

Resources is also wundertaking the Nuna Developnent, a new
proj ect devel opnent. The surface facilities sit wthin the
Kuparuk Unit imrediately outside of the Oooguruk Unit, although
the accunulation is wthin the Oooguruk Unit itself on the
sout heastern flank of that wunit. Caelus's first production is
on track for late 2017. Caelus installed a gravel road and pad
| ast winter but is not performng construction work at Nuna this
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W nter. | nstead, Caelus, with its partner NordAq Energy Inc.,

is in Smth Bay drilling the second of two exploration wells.
Those wells are being drilled froma grounded ice pad in shallow
water just off shore. Smith Bay is |ocated approximtely 80

m | es sout heast of Barrow.
1: 22: 11 PM

MS. FEIGE stated that ConocoPhillips Alaska, Inc. (slide 7), a
very active conpany on the North Slope, is working in the
Colville River Unit and initiated production at CD5 in Cctober
2015, with that production rapidly exceeding its expectations.
Conoco plans to drill eight new wells in 2016 on the CD5
devel opment. In |ate 2015, Conoco sanctioned the G eater Moses
Tooth Unit (GVI1), which wll be a new devel opment | ocated
inside the NPR-A Conoco also continues work at the Kuparuk
River Unit with the first wells at drill site 2S com ng online
in late 2015 and with significant drilling planned for 2016
t hroughout the unit.

MS. FEICGE reported the exciting news that ExxonMobil Corporation
will comence production of natural gas liquids (NGs) in the
Pt. Thomson unit by md-May 2016. Construction of the Initial
Production System (IPS) has been conpleted, as has construction
of the pipeline that connects Pt. Thonmson into the Badam Field.
The Badam pipeline then connects to the Trans-Al aska Pipeline
System (TAPS) and the sail I|ine.

M5. FEIGE advised that Geat Bear Petroleum is currently
acquiring a very large three dinensional (3D) seismc survey.

Great Bear is another shale player located to the north of

Accunul ate in the central North Slope region. Great Bear plans
to re-enter its A kaid #1, drilled in 2014, and perform
additional well work after the conpletion of its seismc this
year and the Alkaid will conme next year.

1:24: 02 PM

REPRESENTATI VE HAWKER recalled that G eat Bear was noving ahead
rapidly with this developnent wth the support of Al aska
| ndustrial Developnent Authority funds, but its third-party
financing withdrew after the veto of the state tax credits |ast
year. He asked whether that has conprom sed the project, or the
division's assessnent of its future viability.

M5. FEIGE replied she can't speak to whether it has conprom sed
the future viability, but that Geat Bear did tell the division
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that it has inpacted the schedule under which it is taking
future work. The Alkaid #1 work was originally scheduled for
2016, and now has been pushed back to 2017. The division is
aware that Geat Bear is in the process of bringing other
partners into its programon the North Sl ope.

1: 25: 03 PM

MS. FEIGE noted that Hilcorp Alaska LLC (slide 9), a large actor
in Cook Inlet, has noved onto the North Slope wth the
acquisition of the North Star Unit where it pronptly returned
two wells to production. Hi |l corp acquired a portion of the
MlIne Point Unit where it is now operator and in partnership
with BP has drilled three wells and undertaken sonme new facility
construction there. Hilcorp has plans to drill 10 new wells and
conplete a slew of workovers in 2016.

M5. FEIGE said Repsol and Arnstrong Gl & Gas (slide 9) are
wor ki ng on the Nanushuk Project devel opnent, which the division
refers to as the Pikka Unit. Repsol and Arnstrong formed the
Pikka Unit in June 2015 and to date, from 2012 to current, they
have drilled a total of 12 exploration wells and sidetracks on
that acreage, which led to the unit application. They have now

commenced the environnental inpact study and the National
Environnental Policy Act of 1969 (NEPA) review for the overall
proj ect devel opnment. The division expects that if there are no
hi ccups, production will cone online in five to seven years,

al though they may try to fast-track that.
1:26: 33 PM

M5. FEIGE turned to slide 10, "North Slope Wlls Drilled &
Seismic Acquired,” to provide a 10-year summary for the years
from 2004 to 2014. During this tinme period on the North Sl ope,
110 exploratory wells and well branches were drilled, along with
[ 1, 646] devel opment and service wells and well branches. She
noted that two dinensional (2D) and three dinensional (3D) data
is acquired through tax credit data under the rules of the tax
credit prograns. During 2004 and 2014, about 870 line mles of
2D data was acquired and just shy of 10,000 square mles of 3D
data acquired. This is both onshore and near shore ground and
i ce acquisition.

REPRESENTATI VE HAWKER recalled that in prior years the commttee
woul d receive a colorful bar graph depicting, by year, the rig
count for exploration and devel opnment wells drilled. He further
recalled that there was one winter where no exploratory wells
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were drilled. He asked whether Ms. Feige could obtain the rig
and well count data from the division's archives and prepare an
updat ed graph for the commttee.

M5. FEIGE agreed to provide a by-year breakdown. She expl ai ned
that for purposes of summary and tine for today's presentation
the division rolled the nunbers up into totals.

REPRESENTATI VE HAWKER recalled it may have been the Alaska Gl
and Gas Conservation Comm ssion (AOGCC) that prepared the graphs
he is thinking of, but surm sed Ms. Feige knows what graphs he
i s requesting.

MS. FEI GE confirnmed she knows which graphs are being requested.
1:28: 54 PM

M5. FEIGE drew attention to slides 11-12, "Who's Wrking North
Sl ope?" to review which conpanies are investing and working in
the North Slope and what this shows about the evolution of the
basin or region. She described Al aska as having a very healthy
and robust cross-section of conpanies working on the North

Sl ope, and fundanentally that says the industry still views the
resource endowrent and the environnment of investing in Al aska as
being a good place to be. In terms of |arge conpanies, these

are predomnantly the state's foundation producers, big |egacy
producers, and for the purposes of breakout here the division
has classified these as conpanies wth greater than a $40
billion market capitalization. These |arge conpani es include
BP, Chevron, Conoco, Eni, Exxon, and Shell. Behind the majors
are the large independents and md-sized conpanies, such as
Arnstrong and its subsidiary 70 & 148, Anadarko, Caelus, Repso
[and BG Al aska, Halliburton, Hilcorp]. She advised that the
listing of Apache is an error and should be taken off this I|ist
because it only operates in Cook Inlet.

REPRESENTATI VE HERRON i nquired whether ExxonMbil Corporation
woul dn't now be called an "ultra-nmajor" rather than a |arge-
maj or.

MS. FEI GE agreed that ExxonMobil Corporation and Shell with the
acquisition of BG Goup could be called ultra-majors as they are
clearly greater than $40 billion market capitalization.

1: 30: 47 PM
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M5. FEIGE continued her review of who is working on the North
Slope (slide 12). She explained that a cadre of smal

i ndependents have noved into Alaska as the exploration cycles
and production have begun to mature in the regions. She
explained that that many of the conpanies listed on slide 12
wi |l partner together in devel opnents. For exanpl e, Accumul ate
Energy Alaska is a partnership of Burgundy Xploration and 88
Ener gy. She noted that Burgundy Xploration also holds |eases
i ndependently of the partnership. Brooks Range Devel opnent
Corporation is wundertaking the Mustang Developnent and its
partners are Caracol Petroleum Ranshorn Investnents, and a
nunber of others. She explained that the nature of the snaller
conpanies is that they will be very fluid and their nunbers wll
grow when comodity prices are high and their nunbers wll
shrink a bit as commodity prices fall because they partner up
and sell their assets between thenselves. For sonme conpanies it
becomes too high a cost environnment, so they sell or partner
with others to manage those economic realities. Overall, the
state has a broad and healthy cross-section of players still
wor ki ng on the North Sl ope.

1: 32: 14 PM

REPRESENTATI VE HAVWKER referred to slide 12, and said that there
are issues in Cook Inlet where people cone in, incented to be
there, but really were not able to perform were not able to
provide the state the proper assurance for their financial and
environmental responsibility. He requested assurance as to what
the state is doing to be certain the folks on the North Sl ope
are economically capable and certainly have the ability to
provide the due diligence the state would want to have of
sonmeone undertaking these sort of activities.

MS. FEIGE replied that the Division of Ol & Gas admnisters the
di smantl ement, renoval, and restoration (DR&R) program which is
the end of economic life closure period for fields that are in
producti on. She said DR&R includes renoval and renediation of
facilities, infrastructure, roads, pads, and so forth. Under
the | eases, the lessees, and in this case the unit operators and
their partners, are required to work with the state at the end
of life in DR&R planning. The state works wth them to
determ ne which assets the state deens valuable that it my want
to keep and carry forward, or which of the assets should be

removed and the area renediated. That final plan is put
together with a DR&R estimate that is maintained throughout the
life of the field. As | eases are transferred and new parties

come in, or there is a shuffling of the interest, the parties
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work with the division to establish a Financial Assurances
Agreenent, a DR&R agreenent that |ooks to the end of that
field s life. The parties either provide a bond or pay into a
Si nki ng Fund as production devel ops, so there is a pool of nobney
available to wundertake that DR&R activity at the end of the
field life and the state does not find itself in a position
where a conpany may falter or fail and end up going under or
going away before the DR&R s work is finished. Thus, there is a
kitty or fund available for undertaking that work should that
ci rcunstance occur.

1: 34: 59 PM

REPRESENTATI VE HAWKER asked about the current activities wth
regard to the smaller entities where safety practices have been
conprom sed and the challenges that can conme from an inability
to financially conplete their work up front Iet alone the
backside of life. He further asked whether the division is
focused on the front end of field life.

M5. FEICGE confirmed that the division is doing this. She said
that in unit activities as well as lease hold activities, the
division has authority to request performance bonds to ensure
that not only is the activity undertaken but that the activity
is then renediated on the backside. The Alaska G| and Gas
Conservation Conmi ssion (AOCGCC) for anything downhole has a
bonding requirement as well that would cover the plugging and
abandonment of wells if the conmpany can't perform and the
division has and utilizes that sane authority for the ongoing
early stage activities.

1: 36: 15 PM

M5. FEIGE turned to slide 13, "North Slope Leasing Activity
Trends, North Slope Foothills Areawi de Lease Sale Results,” to
show the generalized activity levels and interest in taking
| eases since the beginning of the areaw de | easing program  She
expl ained that the North Slope Foothills region is predom nantly

a gas prone area just north of the Brooks Range. Its areaw de
| easing began in 2001 with a flurry of activity with |ease
taking in that area in the first couple years. She said these

woul d have been |eases with the primary term of 10 years, but
over the life of leasing within the North Slope Foothills there
has not been nuch activity. She offered the division's belief
that this is due to the renoteness, no infrastructure, and very
hi gh cost operati ng. She opined that until there is an AK LNG
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or some sort of neans to get that gas resource to a narket the
state will see subdued activity.

1: 37: 25 PM

M5. FEIGE noved to slide 14, "North Slope Leasing Activity
Trends, Beaufort Sea Areawi de Lease Sale Results," and advi sed

that this area is zero to three mles out. The Beaufort Sea
areawide |leasing began in 2000 with a fairly robust and
consi stent |evel of |easing. These were 10-year primary terns
on the | eases. So, for exanple, if it was leased in 2000 and
wasn't developed and was allowed to cone back into the |ease
sale, it would not have been available again until 2011, and
that spike is seen on the graph. She opined that |easing for

the Beaufort Sea is sonewhat hanpered by the fact that beyond
three mles the federal governnment is not consistent in how
frequently it is wlling to l|lease that acreage. Ther ef or e,
there is a bit of an artificial boundary at three niles. So, a
di scovery near that margin that extends past the three-mle mark
would be into federal territory, and without a |ease to continue
it is too risky because the explorer doesn't own the resource

Clearly, that has an inpact on leasing in the Beaufort Sea.

M5. FEIGE discussed slide 15, "North Slope Leasing Activity

Trends, North Sl ope Areawi de Lease Sale Results.” She said that
this areawide |easing program comenced in 1998 with 10-year
primary terns on the | eases. These track oil prices pretty

consistently knowi ng that conpanies are nmaking those |easing
decisions and setting those finances aside, designating those
funds, at l|east one to two years in advance. She reiterated
that there is a robust ready sort of crew that is comng to
participate in the North Sl ope, and the graph indicates that the
interest and belief in the endowrent of the resource renains.

1: 39: 21 PM

REPRESENTATI VE HAWKER referenced Ms. Feige's statenment that the
trend lines were largely tracking oil prices, and asked whether
that is really what explains this very significant profound
growh from 2007-2011, the fall-off in 2012, but then that
incredi ble spike in 2014. He said that the 2014 spike seens
contrary to a claimof that kind of a proportionate increase in
oi |l prices.

MR. DECKER pointed out that beginning in 2010 the state had its

first shal e pl ay bi ddi ng wherein t he state recei ved
approximately 100 bids of that 117. That was a wakeup call to
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the division and to the industry globally that Al aska may have a
shale play. Due to that flurry of activity in 2010, by 2011 the
di vision adopted a strategy whereby the division took its forner
ni ne-square-mle tracts in the area deened geologically
appropriate to the shale play, and cut its existing |lease tracts
into four smaller tracts. He described it as a very deliberate
decision to protect the state's interest in order that |arge
areas would not be held wthout actually producing or being
penetrated by successful wells. |In other words, he said, a well
woul d be needed on each lease to hold it forever and by naking
smaller tracts they would have to drill nore wells to hold the
same acreage, which is appropriate to the shale reservoir
behavi or because one well does not drain nine square mles.
From that point on, the division has had the smaller tract
scheme in place and in 2011, 140 tracts were sold and part of
that is because to | ease the sane nunber of acreage they had to
bid four tracts and not just one. He said that in 2014, the 212
tracts offered were to parties |ike AD8 Energy, Accumulate
Energy, and Repsol bidding in sonme other areas. So partitioning
of lease tracts into smaller blocks neans the selling of a
| ar ger nunber of tracts.

1:42: 37 PM

REPRESENTATI VE JOSEPHSON asked whether the aforenentioned was
done adm nistratively, and further asked for background on the
policy to create four units out of what had been one.

MR. DECKER clarified it was not four wunits, but rather four
| ease tracts out of a single tract. The reason for that is that

with shale wells a horizontal well is drilled and fracked, but
one well can only drain a very limted area in the immedi ate
vicinity of that well. There is no way in shale play that one

wel |l could adequately drain a nine-square-nmle |ease tract, so
the division carefully thought through the decision with the
conm ssioner's blessing that for the sales beginning in 2011
that would be part of the ternms and conditions.

REPRESENTATI VE JOSEPHSON said it begs the question then that
that woul d have been true 50 years ago, so why the policy change
now. He asked whet her soneone was being dilatory.

MR. DECKER answered that the reason for the change is that now
the division was |ooking at shale plays as opposed to
conventional plays. Great Bear cane in and then Royal e Energy
and AD8 Energy canme in and have forthrightly stated that they
are there to develop the shale plays, so that by itself requires

HOUSE RES COW TTEE -16- February 24, 2016



a different way of I|ooking at the reservoirs and potential
reservoirs.

1:44: 22 PM

REPRESENTATI VE HAWKER commended the division's foresight and
said the change was a "really w se decision" given the great
di fference between shale developnent and the rest of the North
Sl ope. Since the restructuring was done in 2010-2011, he
continued, it cannot account for the incredible spike in 2014.
He asked what accounts for the spike in 201, and whether there
is a graph for 2015.

M5. FEICGE replied that once the division finishes issuing all of
those |eases and has fully adjudicated nunbers, it wll update
the graph for 2015 for the commttee. Speaking to the spike in
2014, she said it is a conplex relationship and a conplex
t hought process that goes into naking the investnent decision to
t ake | ease assets. Looking toward the future and planning for
that exploration work and nore inportantly the funding of that
exploration work. She asked the comrittee to bear in mnd that
deci sions woul d have been nmade a year or better in advance wth
regard to taking a significant acreage position, and the
division believes that prior to that precipitous crash that
started in late 2014 with oil prices, the planning would have
been done and they would have pulled the trigger. Cearly, she
poi nted out, there was a tax change within that tine period, the
i npl enentation of Senate Bill 21, the Mdre Al aska Production Act
(MAPA), that becane effective January 2014. She opined that the
conversation leading up to MAPA would have been factored into
deci sions by conpanies as well, and she encouraged the commttee
menbers to speak to the conpanies and |essees directly about
some of those decisions that are made.

1:46: 40 PM

MR. DECKER noved to slide 16, "Cook Inlet Resource & Reserves
Overview," noting that the map cones out of the U S. Geol ogica
Survey's 2011 resource assessnent for undiscovered, technically
recoverable oil and gas, which is not reserves and is not
necessarily comercial but just what s the undiscovered
resource out there that <could be extracted wth today's
technol ogy. The USGS cane back with a fairly robust estimte on
Cook Inlet in both oil and gas, he reported. The USGS believes
the basin has approximately 600 mllion barrels of oil to be
di scovered and approximately 19 trillion cubic feet of gas to be
di scover ed. That is broken out by between about 14 trillion
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cubic feet of conventional gas split between the Tertiary and
Mesozoic reservoirs, and about 5 trillion cubic feet of
unconventional gas split between Mesozoic sandstones and the
coal bed nethane play that has never quite gotten off the ground
in Cook Inlet, but is still there with resource potential.

MR. DECKER then pointed to information released by the division
in late Septenber 2015 regarding the current natural gas
reserves in the basin, which is gas in the legacy fields for

which there is a 50 percent or better I|ikelihood of producing.
He expl ained that these are called "2P" or "proven and probable”
reserves and that estimate is 1.18 trillion cubic feet. So

that's not too different than the nunber that the division cane
up with about five years ago, and is even a little bit higher.
While there's sone plus or mnus in the estimtes, that says
that "we're holding relatively steady on our reserve space wth
the investnent that's going on in the basin; in fact, probably
increasing our reserve base slightly even though we've been

producing gas at the sanme tine." So it's a good trend. The
di vision doesn't know how | ong exactly the reserve's growh can
continue to be the case, but it's certainly a good trend. M.

Decker drew attention to the southern portion of the map beyond
the Iimts of the areawide sale or the state |ands where the
words "Cook Inlet" are witten. He advised that that is outer
continental shelf and is assessed by the BOEM and BOEM gives
that area a nean undiscovered resource potential of about 1.2
trillion cubic feet, as well as sone oil but nostly gas.

1:49: 33 PM

M5. FEIGE drew attention to slide 17, "Cook Inlet Current
Activity & New Devel opnents,” and advised that Apache Al aska
Corporation cane into Cook Inlet in 2011 with a very aggressive
acreage taking in the Cook Inlet |ease sale. Apache continues
its extensive seismc acquisition program both onshore and
offshore, and is in the process of permtting for a new well
which could be drilled in late 2016. ConocoPhillips recently
announced the sale of its interest in the Beluga River Unit to
the Minicipality of Anchorage, Anchorage Mnicipal Light and
Power (M.&P), and Chugach Electric Association. Furie Operating
Alaska is the newest producer in Cook Inlet at the Kitchen
Lights Unit. In sumrer 2015, Furie set the offshore nonopod
platform conpleted all of its onshore facilities and pipelines,
and commenced first gas production from the Kitchen Light Unit
i n Decenber 2015. A second larger jack-up rig is scheduled to
reach Cook Inlet in md-My [2016]. Furie needed that |arger
pi ece of equipnment for drilling of the devel opment wells off the
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nmonopod in that it is necessary for it to cantilever over the
top and anchor very securely. The smaller Spartan 151 rig would
be floating sonewhat on the tide and anchored only by barges,
which would |l eave themwith only 1 or 1.5 feet of clearance over

the nonopod, which is a very dangerous situation. So Furie
decided to contract the second larger jack-up rig, and Furie
will utilize that rig over the next couple of years to drill out
the full field developnent and undertake sone additional

exploration within the unit area.

M5. FEI GE pointed out that BlueCrest Energy has the Cosnopolitan
(Cosnmp) Unit and will be bringing a | arge ground-based drill rig
for extended-reach wells into Cook Inlet in April 2015, and wll
produce oil from the Cosnb Unit from onshore facilities rather
than offshore. BlueCrest would Iike to wundertake gas
devel opment and if BlueCrest does choose to undertake the
investnment for developnent of the gas cap it could potentially
use the smaller Spartan 151 jack-up rig from offshore. However,
shoul d Bl ueCrest choose not to proceed in the near termwth the
gas devel opnent the Spartan 151 will |eave Cook Inlet.

1:52:11 PM

REPRESENTATI VE SEATON asked where the jack-up rig originated
from and whether it had been active or inactive before comng to
Al aska.

M5. FEICGE replied that Furie Operating Alaska reported to the
division that the rig is conmng out of Singapore and has been

actively drilling on deep water prospects there. It had not
been torn down and stacked out in storage as the Endeavor had
been. It is currently on a vessel com ng from Si ngapore.

REPRESENTATI VE SEATON related that when the Endeavor cane to
Al aska it had been out of the water for a nmonth or so, but there
were encrusted nol |l usks and other things on the jack-up rig when
it arrived in Kachenak Bay. He asked whether the rig from
Si ngapore has been inspected for invasive species.

MS. FEI GE responded that she does not know the answer to the
guestion of inspection for invasive species but she does know
that AOGCC has a robust rig inspection and rig certification
program for new ground-based and offshore rigs conming into

Al aska, and AOGCC will be responsible for performng the initial
sign-off prior to operations. She said the division wll
i nqui re about whether invasive species wll now be part of that

i nspection process, given the history wth the Endeavor.
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REPRESENTATI VE SEATON offered his appreciation because there is
nothing worse than getting held up by court filings, and
currently Al aska does not have a statutory requirenent.

1:54:18 PM

REPRESENTATI VE HAWKER noted that slide 18, "Cook Inlet Current
Activity & New Devel opnents,” shows the significant anmount of
work that Hilcorp is doing in Cook Inlet. He inquired about the
current and anticipated proportion of production com ng out of
Cook Inlet today that is allocable to each of the participants,
and requested a guideline as to how nuch of that proportion is
oil and how nuch is gas.

M5. FEI GE responded that the division will drill down on that,
but said notionally fromtoday's activity update: Apache Al aska
is not producing, Conoco is producing gas, Furie is gas only,

Bl ueCrest Energy wll be oil but nothing on production
currently, and Hlcorp Alaska is clearly in production. At
present, Cook Inlet oil is nearly 18,000 barrels a day, which is
the highest level it has been at since 2005 wth a steady
i ncrease since 2009. She said that the increase in production

can be attributed to Hlcorp's activities.
1:55:55 PM

REPRESENTATI VE SEATON asked whether West Eagle plans to perform
seismc workovers with regard to Buccaneer's previous attenpt
out there.

M5. FEIGE offered her belief that West Eagle was acquired by Al X
Energy, which is on the division's |list of operating conpanies.
Al t hough, the division has no active applications at the present
time so if AIX is planning work it has not brought it to the
division's attention at this point in tine.

REPRESENTATI VE SEATON i nqui red whether Al X would have to cone to
the division before it does seism c work.

M5. FEIGE answered yes, the conmpany would be required to have
either a mscellaneous |and use permt or, if it is on an oil &
gas lease, the requirenent is a l|lease plan of operations
approval fromthe division.

1: 57: 03 PM
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M5. FEIGE returned to slide 18, "Cook Inlet Current Activity &
New Devel opnents,” and said Hilcorp has been working diligently
t hroughout the basin bringing both gas and oil production on
l'ine. Notably in late 2015, Hilcorp acquired the mddle ground
shoal assets from XTO Energy, which is offshore in southern Cook
Inlet and included onshore facilities and one platform Hi |l corp
reports it has a projection of spending approximtely $120
million in the Cook Inlet region in 2016.

MS. FEIGE noved to slide 19, "Cook Inlet Wells Drilled & Seismc
Acquired,"” to sunmarize the exploration and devel opnent wells in
the 2010-2014 period. She noted that 2010 would have been just
before the Cook Inlet Recovery Act cane into play. During the
period of 2010-2014, 24 exploration wells and 65 devel opnent
service wells and well branches were drill ed. She reiterated
that the seismc data acquired in Cook Inlet conmes into the
division via the tax credit progranms, and 2004-2014 takes in the
entire tinme period where the division would have been receiving
credit-rel ated data. Approximately 725 line mles of 2D data
and roughly 660 square mles of 3D data was acquired for both
onshore and of f shore.

1:58: 46 PM

M5. FEIGE reviewed slide 20, "wWwo's Wrking Cook Inlet?" She
advi sed that ConocoPhillips is the one large najor left in Cook
Inlet. Conoco has announced the sale of the Beluga River Unit,
and its North Cook Inlet Unit assets are still for sale. M d-
si zed independents that are still operating include Hlcorp and
Apache Al aska. Hilcorp has done a fine job of driving its

operating costs in the inlet down. Because Hilcorp owns such a
suite of properties it is able to aggregate its activities into
areas around the basin or into type of activity - so rather than
drilling one or two wells, which is the highest cost program it
aggregates those and drills 10 wells, or does 15-20 workovers at
a time. This enables Hilcorp to obtain volunme pricing fromthe
| ocal service sector and if Hilcorp is not pleased with the
| ocal pricing, it has been able to successfully bring additiona

service conpanies into Cook Inlet thereby growi ng conpetition in
that service sector in the inlet. She said it has been a very
successful nodel for Hlcorp and the division fully anticipates
Hi | corp enploying the sane practices on the North Sl ope. MVs.
Feige noted that the small independents and LLCs in Cook Inlet
are partnered in devel opnents around the inlet, and include Al X
Energy from West Eagle, NordAq Energy, Furie Operating Al aska
and Bl ueCrest. She pointed out that Furie's partners in the
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inlet are Corsair Ol & Gas Conpany LLC and Cornucopia Ol & Gas
Conpany LLC

2:00:45 PM

MS. FEI GE discussed the graph on slide 22, "Cook Inlet Leasing
Activity Trends," depicting the trends since the commencenent of
areawi de leasing in Cook Inlet between 1999 and 2015. Not abl vy,
the big spike in the graph indicates when Apache canme into Cook
Inlet in 2011. It can be seen that a robust presence and |eve
of activity continues across Cook Inlet. Interestingly, |eases
in Cook Inlet have a primary term of seven years as opposed to
ten years because the exploration to developnment cycle wthin
Cook Inlet is shorter than on the North Sl ope because the inlet
is closer to infrastructure and there is less of a seasonal
control on access in the Cook Inlet than on the North Sl ope.

2:01:47 PM

REPRESENTATI VE HAVWKER observed that the graph on slide 22 shows
a precipitous decline of activity between 2004 and 2009 and then
the jump in 2010-2011 with Apache comng in and then a fairly
robust activity continuing in the inlet. He asked whether DNR
has a sense of how efficacious the financial incentives awarded
under the Cook Inlet Recovery Act were in turning around the

2004- 2009 decline and sustaining the level of investnent
currently and whether DNR believes those incentives are still
needed and still working. G ven that DNR does the forecasting

and the Departnent of Revenue (DOR) is no longer part of the
forecasting, he further asked how the passage of HB 247 would
affect DNR s forecasting for Cook Inlet.

M5. FEI GE responded:

| think first of all, we can see in Cook Inlet when
Cook Inlet actually stopped being over-supplied and
started actually behaving like a supply and demand
driven market. And you see that really start to take
hold in about 2002, and there was a ... fairly massive

robust entrance of conmpanies into Cook Inlet
because now you could actually sell your gas and there
was a market for the gas. Clearly, over tinme and in

Cook Inlet and it is a wunique market, it 1is not
attached to the Lower 48.... Henry Hub today | think
is $1.87, or sonething like that, and we're about
$6.56 or something ... in Cook Inlet. So we're very

separate, but our market tends to becone constrained
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fairly rapidly because the mjority of our demand

comes from those utilities. And we have, over tine,
had large industrial anchors |ike Agrium and | ooking
forward we could again see Agrium ... and in a few
years we could hopefully see a Donlin Creek Mne also
needing to source gas out of the Inlet. So,
absolutely | think that those narket dynam cs have
played a role over tinme in Cook Inlet. And we were

clearly, as was part of the discussion in the Cook
Inl et Recovery Act, we were behind the power curve in
terms of investnent and drilling to nake sure that we
had enough ready supply of gas to neet our base
utility needs and that then precipitated the Cook
I nl et recovery. And we saw, | think, an upswing in
activity associated with that. | think we're seeing a
couple of things leading into the downturn in 2015

Again a little bit of market constraint going on,
we're beginning to see our utilities out to ... sone
five year contracts. Uilities really like, as you
all know, to have contracts out at 10 years as a
mnimumand ... in the last few years the best they've
been able to do is 18 nonths, maybe 2 years, and then
very recently we've seen a few 5 year contracts
trickle out. So I think we're seeing the effects of a
bit of market constraint here...

2:05:39 PM

MR. DECKER al so responded to Representative Hawker's questions

Regarding the first question he said there is no doubt that the
credits were efficacious and helped stinmulate sonme of the
drilling activity and reserve replacenent activity. Al so, the
price has been a |everaging factor. The Hilcorp takeover is
anot her pretty obvious point in that it is a single conpany that
can manage the basin as alnost a portfolio. Anot her factor is
gas storage. Expansion of gas storage at the Cook Inlet Natural
Gas Storage Al aska (CINGSA) facility helps provide a little nore

incentive for conpanies to drill a well - they may not be able
to sell the gas directly to the utilities year-round but they
can sell it into storage. Regarding the forecasting going
forward, M. Decker said his section of the Division of Gl &
Gas, the reservoir engineers, wll be working wth the
comercial section, as well as with sonme of the people in DOR s
Tax Divi sion. He said DOR s contribution is still inmportant in

that it has the rapport and history of going to the conpanies to
speak off the record about confidential issues for projects that
are under devel opnment or under evaluation. The goal is to
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prepare a nore probabilistic forecast that recognizes the
uncertainty at every |level, whether the currently producing, the
under devel opnent, or the underval uation

2:07: 39 PM

REPRESENTATI VE HAWKER offered his appreciation for DNR working
with probabilistic nodels. He asked when sonething like that
m ght be available to assist the commttee in judging the true
i npacts and consequences on production volumes of the tax
proposal that is currently before the commttee.

MR. DECKER estinmated that the change is intended to take place
intime for the fall revenue forecast.

REPRESENTATI VE HAWKER understood M. Decker to be saying that
DNR is the forecasting entity for the State of Alaska, with a
tiny amount of forecasting done by DOR, and that the |egislature
will not have forecast information on the consequences of HB 247
until the fall revenue forecast.

MR. DECKER replied that this is his understanding, unless it is
contained in the spring DOR Source Book update.

MS. FElI GE added correct.
2: 08: 55 PM

REPRESENTATI VE OLSON, regarding Ms. Feige's nention of market
constraints, inquired whether she was referring to the
Regul at ory Conmm ssion of Al aska (RCA) cutting back on the length
of the gas sales to Japan.

MS. FEI GE responded she thinks that certainly had an inpact at
the tinme; it was clear that when the RCA lifted that restriction
nore fluidity and flow in the devel opnent of the local utility
contracts was seen. After confirmng that Representative O son
was specifically referring to the export to Japan through the
Ni ki ski facility, she said she does not have an answer and wl|
have to look into that. However, she continued, once the RCA
in general, |ifted some of the constraints that were broadly
seen across Cook Inlet, there was nore activity in that it was
one less barrier to devel opnent and sal e of the product.

REPRESENTATI VE OLSON noted there was | ess demand as wel | .

M5. FEI GE agr eed.
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2:10: 03 PM

REPRESENTATI VE SEATON noted he is trying to figure out the five-
year contract period. He surm sed as follows:

Means that people bringing gas on right now unless
t hey have sone other sales are sitting there with gas

not ready to sell if there's a five year filling of
the market, wunless Donlin Creek or sonething else
comes on |ine. So, first of all, is that a correct
analysis of that wth if the market is fully
subscribed and with a five-year contract, people that
bring gas on right now, unless it would go ... through

ConocoPhillips' N kiski plant, there's really not a
sal e for that gas.

MS. FEIGE answered that the five-year contract she referred to,
that DNR has seen, was for one of the Southcentral utilities and
it doesn't actually start until 2018, so it was forward | ooking

past the expiration of another contract. She said she thinks
Representative Seaton's assessnent is correct in that DNR has
heard from Furie that it will need to scale the pace at which it

does its devel opnent based upon the conpany's ability to sell
its gas, which makes perfect financial sense that that is the
driver. In the event Furie can't sell the gas and recoup its
cost on drilling the wells and doing the devel opnent activity,
it does beconme a hindrance to that developnment work and the
timely fashion in which that devel opnent gets done.

2:11: 38 PM

REPRESENTATI VE SEATON asked about the inpact of credits versus
no credits and HB 247 on that nodeling. He further asked
whet her nodeling by the Division of Ol & Gas incorporates those
el ements and how that would influence actual wells drilled.

MR. DECKER replied that the question of how HB 247 wll i npact
the forecast has not come up in the division's technical
di scussions with DOR about how the division intends to pursue
forecasting.

MS. FEIGE added that in the nodeling the Division of QI & Gas
undert akes, the assessnment of the inpacts of the tax credits and
the costing is outside the scope of what the division's
comercial section normally does. She explained that DNR does
not have access to the cost data that DOR has access to.
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However, DNR notionally keeps a working inventory or sense of
how heal t hy production is at the various units around the state.
Therefore, DNR knows that in a |low price stress environnent |ike
t oday, sone production mght be taken off line or there m ght be
a shortening of the economic life of a field. She said the kind
of analysis the conmttee has asked for is what D rector Al per
and his team at DOR have been working on and are planning to
present over the next couple of days. This type of analysis on
bill inmpacts would not be sonething DNR would nornally take up
in the scope of its activities because DNR does not have access
to that costing information.

REPRESENTATI VE SEATON said he wants to be sure the comittee
does not have expectations that the report it wll receive is
"“on sonething other than their nodeling."

2:14: 03 PM

REPRESENTATI VE HAWKER poi nted out that Ms. Feige and M. Decker
are the experts tasked with doing the production projections.
He asked whether there is concern that these projections are
being done in a vacuum by not having access to the information
"that would seem really relevant to these production levels."
For exanple, DNR s charts depict very distinct changes in
| easing and resultant production as a result of policy calls
made in major tax increases and decreases in the state over
recent years. He asked whether Ms. Feige and M. Decker have
confort in their ability to prepare accurate nodeling wthout
better information as to the consequences of these policy
deci si ons.

M5. FEICGE stated that Representative Hawker nakes an absolutely
valid point in that access to good information is needed and to
work with DOR in nmaking those projections. She said the
division tries to drive its information and its |ook at how
industry is doing by talking directly with industry. She noted
that industry is forthcomng on its perceived inpacts to what
i ndustry has planned. She said, "W are in a bit of a box
because of the information and ... | think that's where |I'd have
to leave it."

2:16: 04 PM

REPRESENTATI VE HAWKER asked whether DNR has any position or
counsel for conmttee nenbers on HB 247.

M5. FEI GE responded:
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From DNR s standpoint and the division's standpoint, |
woul d just stress that balance is the key. W have to
keep a bal ance noving forward between exploration and
ongoi ng producti on. The exploration wells of today
and the exploration successes of today, and the next 5
years or so becone the production 10, 15, 20 years
down the road. So, where we really want to focus in
and be very, you know, on the spot and sonewhat
myopic, | think we have to be cautious not to take
that tact because we have to keep our eye on what's
going to be our production 5, 10, 15,... 20 years
down the road. | think that we can absolutely say
that incentive credit prograns worKk. W saw it work
in Cook Inlet, but again it comes back to bal ance.
It's a balance of what can the state afford to sustain
going forward and | think that we have to keep talking
to our conpanies, hearing from them because that's
going to be the response to us all as we work through
this and try to nmake that decision of what can the
state afford to do going forward. Trying to keep our
eye on what is our production source going to be

10, 15, 20 years down the road.

REPRESENTATI VE HAWKER noted he heard Ms. Feige say to "keep your
eye on the ball."

M5. FEI GE replied absolutely.
2:18: 01 PM

REPRESENTATI VE TARR addressed the statenent about nmaking sure
the state is holding | ease sales so there is always that ongoing
activity. Regarding maintaining a balance in the current |ow
price environnment, she asked how the departnent plans to keep
t hings noving forward fromthe | ease sale side of things.

MS. FElI GE answered that the division undertakes a review of its
terms and conditions within about six nonths prior to each |ease
sale, be it North Slope or Cook Inlet. The team | ooks at Cook
Inlet, for exanple, from the standpoint of the resource and
reserve and what the division understands about it. It |ooks at
the conmmercial side of things and what's the price projection
how supplied is the Cook Inlet basin, and all of those conplex
factors that can cone to bear on the behavior of conpanies and
their participation in the |lease sales. The division then sets
the terns and conditions for each |lease sale and the
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commi ssioner has the authority to raise or |ower mninmm entry
bids to reflect what the division believes may be stress points
on the industry. For exanple, she said, there shouldn't be a
mnimum entry bid that is too high in a price stressed market
when conpani es do not have a lot of surplus cash sitting around.
It is in the state's interest for conpanies to take that acreage
and be able to hang onto it and perform their exploration
pl anning through the period of downturn and then be positioned
to really ride the wave as prices begin to cone back up again.
Those are all factors the division considers and works through
in making its reconendation to the comm ssioner to engender and
establish a robust level of leasing activity across the state.
She pointed out that it is inportant that conversations |ike
this certainly conme into play in those assessnents of those
terns and conditions.

2:20: 32 PM

REPRESENTATI VE HERRON inquired whether M. Feige believes her
division was able to get its opinion across to the
adm ni stration about how HB 247 wll inpact the industry. He

further inquired whether M. Feige could share any of the
concerns that industry has expressed to DNR about the bill.

M5. FEIGE replied that she and Director Al per spoke several
times during the developnment of the legislation; he would call
and ask questions about existing credits on the books, how | ong
t hey' ve been used, and did DNR perceive that there would be an
impact to industry if certain older credits were repealed. The
Departnment of Revenue would ask DNR s opinion as to how industry
may react if a credit program went away. She advi sed that she
and her division were not intimately involved in the devel opnent
of the bill that is before the conmttee, but DNR did add input
as it was asked of it from DOR and Director Alper's team Wth
respect to the second question, she said the division has heard
fromindustry that taxes generally are lunped into the bucket of
cost for the overall project developnent or working in a
specific area. In the event costs go up conpanies need to be
able to conpensate, and at a tine when prices are very |ow that
sets off some alarm bells and the division has certainly heard
that from industry. The concern is over making big changes to
tax policy at a tinme that prices are very low, and at a tine
when prices are not expected to come back into the $100 realm
anyti nme soon. Ms. Feige said the division has also heard from
conpanies that are halfway way through a developnent drilling
programin which they have factored the tax credit prograns into
their expenditure equation, and if the credits go away their
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worl d changes at that point. She said it's comng back to the
constant thene of stability, what can the conpanies expect?
They need to be able to plan nore than six nonths out, they need
to plan one or two years out in order to line up their funding
and ensure that they can undertake those activities wthout
i nterruption.

REPRESENTATI VE HERRON commrented that there has been discussion
about if there is a change "where do we stop it but not inpact
the ones that are in play?" That is an inportant part of
factoring in amendnents to the proposed | egislation.

2:24:30 PM

REPRESENTATI VE SEATON remarked that there are two different
conversations, one on gas and especially Cook Inlet gas, and the
rest on oil. He noted there is gas at about $1.87 Henry Hub,
and worl dwi de LNG long-term contracts |ess than $5.00 spot. He
asked whether there is any place in the United States or
wor |l dwi de that has a better profit margin for producing gas than
Cook Inlet, which is selling at $6.85, with winter prices higher
t han that.

M5. FEIGE responded that the answer clearly is no. The Cook
Inlet is at $6.50, the Lower 48 is $1.87, and currently Japan is
|l ess than one-half of what it was two or three years ago in
terms of LNG inport. Cook Inlet is a good place to be for being
in the gas business. "Qur problem is that we Ilack those
i ndustrial anchors,” she said. Those |arge consuners, just like
in the power sector, shoulder the developnent of a big power
plant. An industrial anchor allows power generation at a steady
rate and then others can cone into the power stream once the
plant is up and going. That sane nodel applies to gas in Cook
Inlet. Cook Inlet has great resource and has a | ot of conpanies
doing a lot of good work, but at the present tinme it runs out of
of f t akes.

REPRESENTATI VE  SEATON surm sed that "the rmarket is the
determner of what is happening in Cook Inlet, but that
people drill, and if they have a nmarket for it, is probably
about the best in the world."

MB. FEI GE agr eed.

2:26: 58 PM
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REPRESENTATI VE TARR surmised that if the Agrium [fertilizer
facility] came back on line it would be large enough to be
consi dered an anchor.

M5. FEIGE replied yes. She noted that Agrium has two trains at
its facility and each train takes 24-25 billion cubic feet per
year, so if the full facility cane on that would be 50 billion
cubic feet [per year]. Right now, the utility, field gas, and
refinery-based demand in Southcentral is 80 billion cubic feet a
year. Donlin Creek Mne would add another 12 billion cubic feet
a year. So, those large anchor potentials are out there.

2:27:43 PM

REPRESENTATI VE HAWKER referred to M. Feige's response to
Representative Seaton that the gross sales price for the
extracted resource in Cook Inlet is higher than Henry Hub
pri ces. He asked whether M. Feige would cone to the sane
conclusion when |ooking at the net income of a conpany
performng in Cook Inlet and when the cost structures are
consi der ed. If a conpany develops gas in Cook Inlet and wants
to sell it to Japan, there is a large ocean in between. He
asked whether Ms. Feige was addressing the net profitability of
a company coming into Cook Inlet and operating, or was it nore
in the context of a high gross price and at the end of the day
t he conpany's gross doesn't matter, the net matters.

M5. FEIGE confirmed Representative Hawker is correct and said
costs have to be a consideration in any business decisions, and
both Cook Inlet and the North Slope are higher cost operating
environnments in that |abor costs nore, services cost nore, and
transportation costs from an export standpoint will certainly
cone into play. | f conpanies |look for an area where they can
make a good return on the gas, their internal rates of return
will drive that. She said she still thinks that with a robust
mar ket, Cook Inlet and Alaska are good places to be. She
stressed that Representative Hawker's point is very well taken
in that the net and the end-of-the-day margin matter and that is
driven by cost.

REPRESENTATI VE HAWKER identified hinself as the sponsor of the
Cook Inlet Recovery Act and said it truly was the intent to nake
the basin conpetitive, attractive, and attract the |evel of
production that has been seen.

The commttee took an at-ease from2:30 p.m to 2:33 p.m

HOUSE RES COW TTEE - 30- February 24, 2016



2:33:10 PM

KEN ALPER, Director, Tax Division, Departnent of Revenue (DOR),
on behal f of the governor, continued his PowerPoint presentation
entitled, "OIl and Gas Tax Credit Reform HB247, Additional
Model i ng and Scenario Analysis - Part la." Before beginning his
presentation, he advised that Comm ssioner Randall Hoffbeck is
in transit from New York, and DOR s senior economsts are
currently putting the finishing touches on a presentation that
will be given to the commttee tonorrow norning. He spoke to
the evolution of DOR s forecasting process as foll ows:

The Departnent of Revenue is charged with forecasting

oi | producti on primarily for t he pur pose of
forecasting revenue. That's our job, is to produce
the Revenue Sources Book and determne how much
revenue the State of Al aska can expect. Most of the

source data for that is tied to our own outreach from
i ndustry. W don't nmake this up, we talk to people

from industry, multiple conpanies every year. They
tell us their drilling plans, their expectations, and
then we build that into a drilling forecast and then

we have, for many years, used the services of an
outside consulting engineer, a petroleum engi neer who
would help us convert that data into decline curves

and expected vol unes. And then to that, in nore
recent years, we would layer on sonme risk factors and
delay principles, expectations for the new oil, the

under devel opnent and under evaluation. Wat we faced
in the last year or so, frankly, is because of budget
short falls, we re-looked at how we paid for these
servi ces. That we thought rather than going to
outside consulting services that cost the state
substantial anobunts of noney, that nuch of that
expertise and professional know edge in petroleum
engi neering existed within the state's own system in
t he Departnent of Natural Resources. So, we |ooked to
them to help us through it beginning this year. W
are the client and they are, 1in nmany ways, our
consultant. And they are going to be taking the sane
data set, the information on what wells are going to
be drilled and helping us to turn it into the forecast

that we brought before this commttee ... in the fal

Revenue Sources Book. If there are <changes in
behavi or, whether tied to nmarket forces or any changes
in legislation, those will be reflected in the fall
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forecast; we begin that outreach generally in the
nmont hs of August and Sept enber.

2:36:14 PM

REPRESENTATI VE HAVWKER under st ood that Comm ssioner Hoffbeck was
back East discussing state fiscal prospects with the state's
rati ng agencies and securities analysts. He inquired as to what
the rating agency's responses were to the Alaska State
Legi sl ature considering HB 247 and inposing a ngjor tax increase
on its only sustaining industry at a time when that industry is
faci ng severe econonic | osses.

MR. ALPER replied he has not spoken to Conm ssioner Hoffbeck on
hi s experiences in New York, although he returns tonight and he
will speak with himtonorrow He said that the rating agency is
concerned about the state's budget shortfall, and Al aska's
ability to prove that it can continue to balance its budget. He
said the Departnment of Revenue presents to them as it presents
to the legislature this bill as part of a package of reducing
t hat budget deficit.

2:37:16 PM

MR. ALPER drew attention to slide 2, "Wiat W'lIl Be D scussing,"”
to explain that the slide is from the Table of Contents of the
presentation he began on 2/22/16. He rem nded nenbers that he
had ended that presentation about half-way through the fourth
bullet which deals with the details of how the pieces work:
some of the historic cost information, overview of the oil and
gas econony, DOR s thoughts as to what has worked and what
hasn't, what is scheduled for sunset, what is expected to
continue, what is being repealed in this bill, and summari zi ng
the suite of credits in Alaska's portfolio. He noted that
appended at the end of this presentation are DNR s slides
addressing issues of gas supply in Cook Inlet, and that the
bullet shown in grey on slide 2 wll be presented to the
conmittee tonorrow.

MR. ALPER noted that the last subject he discussed was what is
involved in strengthening the mninmum tax by preventing certain
credits from being able to be used to reduce paynents bel ow the
so-called floor, the 4 percent mninum tax. He said he
previously reviewed the Goss Value Reduction (GVR) eligible
fields and the issues there and how DOR proposes to nake the so-
called new oil pay at the 4 percent mninmum as well as the
i ssue of mmjor producers who may have a Net Operating Loss (NOL)
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Credit due to losing noney in one calendar year from being able
to use that Net Operating Loss Credit in the next calendar to
offset their mnimm productions taxes and pay sonething I|ike
zero. He noted that slides 35-36, "Section 17(b): St r engt hen
the M nimum Tax, How net operating loss (NOL) credits are earned
and used," are very conplex but are nore or less nonthly cash
flow slides to show that with a second year of |ow taxes what
could happen by offsetting the mninum tax wth the Net
Qperating Loss Credit, and then yet nore Net Operating Loss
Credits stack up into the future.

2:39:31 PM

MR. ALPER turned to slide 38, "Section 17(c): Strengt hen the
M ni nrum Tax, Preventing per-taxable barrel credits from being

used in another nonth other than the nonth earned.” He said
current law allows those nonthly earned taxes to be used
anywhere in the year. This is only relevant with a lot of

volatility specifically with certain nonths of the year inpacted
by the mninmum tax and certain nonths of the year not inpacted
by the mninm tax. In the nonths with the mnimm tax,
typically the entire $8 cannot be used, the conpanies will start
to use that $8 per barrel credit, bunmp up against the mninmm
tax, and then lose the rest of it. In the event there are other
nonths of the year, those lost credits have been able to be
applied to reduce earlier nonths' taxes down toward the m ninmum
tax level. He advised that he will provide graphs later in this
presentation that will show nore clearly what he is discussing.
He said Alaska's Clear and Equitable Share (ACES) bill was a
true nonthly tax, the progressivity, the entirety of the tax
rate, was nonthly. That reginme was elimnated three years ago
and the bill before the committee is nore of a true annual tax
where one small conponent of the tax would be |ocked into the
month in which it was earned so as to prevent sone upside risk
to the state. [ The adm nistration's] contention is that when
there are several nonths of high oil prices, the state should be
able to earn all of the taxes earned in those high nonths and
not have those high nonth revenues eroded by a possible credit
earned in low nonths later on in the year.

2:41: 22 PM
MR. ALPER addressed slide 39, "Section 17(c): Strengthen the
M nimum Tax, Credits 'lost' to the mnimum tax before annual

true-up," and explained that the graph is a nodel of the actual
condi tions of what happened in cal endar year 2014. He said:
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The top of the yellow bar is the entirety of the
production tax based on 35 percent of production tax
val ue, the statutory calculation of what the tax would
be given the information provided by our producing

t axpayers. The top of the green Iline, or after
subtracting the yellow, is the actual tax paid after
application of the Per-Taxable Barrel Credit. So, you
could see ... in the early nonths of the year when
prices were higher, the grey line across the top

|l ooks like it just mght be a stray Iine. That's
actually a line tied to the axis on the right-hand
side, which is the price of oil. And you could see a

price of oil that was over $100, dipped under $100 for
the last tinme in the nonth of August and was down
around $50 by Decenber. So in those earlier nonths of
the year the Per-Taxable Barrel Credit was either $5
or $6 per nonth. That nunber ... increases as the
price decreases to hit a peak of $8 at below a price
of oil of between $80 or $90. So that's why the
yel l ow bar got thicker in Septenber and Cctober, and
then into Novenber and Decenber what happened is there
iS no nore green bar. Wat the red bar is, is 4
percent of gross tax. The 4 percent of the gross is
what nust be paid based upon the mninum tax
calculation and the dotted lines in the Novenber and
Decenber, those show those Per-Taxable Barrel Credits
that were effectively lost to the producers; they were
not able to use them because there wasn't enough delta
between the top of the yellow bar and the top of the
red bar.

2:43:14 PM

MR. ALPER noved to the graph on slide 40, "Section 17(c):
Strengthen the Mninmum Tax, 'Lost' credits recovered at annual
true-up."” He continued:

You coul d see what happened here ... you could see the
sanme dotted lines in Novenber and Decenber. What the
conpanies were able to do is mgrate those credits to
effectively offset the great bulk of January's
production tax above the level of the floor. And what
that neant was at the time of our annual true-up in
April of 2015, we refunded conpanies $112 nmillion.
That was the amount of lost credits that we were able
to mgrate in to ... prior nonths' tax liability. So
that's the phenonenon that actually did occur. W' ve
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created a second scenario that would show a nore
extrene exanple of what |'ve just presented. In a
year of greater price volatility the credit recovery,
or the ability to mgrate credits, could take up an
even greater share and could push a large portion of
the state's production tax even in high cost high
price nonths down to the mninmumtax level. And this
occurs because ... the mninmum tax calculation is an
annual tax so the credits that cannot be used within
the year ... could be recovered at the year's end.

2:44: 27 PM

MR. ALPER explained that the graph on slide 43, "Section 17(c):
Strengthen the Mninmum Tax, 'Lost' credits recovered at annua
true-up,” is a nore hypothetical and dramatic drop that occurs
earlier in the year. He said:

So here we have a scenario where in January of year X

the price of price of oil is $90, by Decenber it's
down to $50. And you'll recognize the structure of
this chart, the yellow bar is the production tax based
on the statutory 35 percent calculation. The green

bar is that tax after the application of the sliding
scale credit, which for nost of these nonths would be
$8 per barrel. And then beginning in June and getting
larger in the later nonths, you see a growing dotted
line which is Per-Taxable Barrel Credits that are
|l ost, that are foregone because of the inability to
use them because of the mninmum tax; the conpanies are
forced to pay at the red mninmum tax |evel during
t hose nont hs. [ Returning to slide 42], you could see
the relative thickness of the green bars in January
and February in slide 42. [On slide 43], those bars
are conpletely w ped out by the mgration of all of
t hose unused credits from June through Decenber and
of fset against February. And the total in this
cal cul ati on, which was sonething of a snapshot created
by our staff, leads to $233 mllion in lost credits

or about a third of the total production tax revenue
for this theoretical year is lost at true-up. So,
what the bill before you is doing ... and the |anguage
in it is sonewhat conplicated, but what it does is it
locks in the Per-Taxable Barrel Credit to the nonth in
which it was earned and doesn't allow it to mgrate
frommonth-to-nonth within the cal endar year
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2:46: 05 PM

REPRESENTATI VE JOSEPHSON asked whether there was any discussion
in either body or in any conmttee about this phenonmenon. He
noted that it is the law and arguably it doesn't matter if there
was a discussion, but he would |ike to know whether this came up
in any presentation that M. Al per is aware of.

MR. ALPER replied that he specifically reviewed the commttee
record on this issue for the House Resources Standing Conmttee
at the tine. The gentleman who did the bulk of carrying the

bill on behalf of the previous admnistration was DOR Deputy
Comm ssioner [M chael] Paw owski . M. Alper related that when
asked a simlar line of questioning by Representative Seaton,

M. Pawl owski's understanding was that this was a nonthly
credit, a nonthly calculation, and that it was intended to be
taken within the nonth it was earned. M. Al per continued:

To be fair, the commttee record, nor the thinking at

the tinme, did not contenplate the m ninum tax. D d
not contenplate that there would be years in which we
woul d be at the floor. That this phenonena which is
before you would be relevant. And | don't believe it
was addressed. In the context of a normal year in
which there is no mninmnum tax, M. Paw owski was
absolutely correct - this is a nmonthly calculation.

The credit rate itself does change from nonth-to-nonth
as the price of oil mght change from nonth-to-nonth,
but the ability to recapture it at true-up did not
becone relevant until roughly 18 nonths ago ... when
the price of oil dropped to a level where for the
first time in our history of having a net profits tax,
we fell into the realm of mninum tax, of paying at
the fl oor.

2:47: 48 PM

MR. ALPER turned to slide 44, "Section 17(c): Strengthen the
M ni mum Tax," to summarize his previous comments. He said that
this particular issue of strengthening the mninmum tax is only
an issue in years of relatively high oil price volatility where
sonme, but not all, of the nonths trigger the mninmm tax. He
poi nted out that the exanples on the previous two slides show ng
noderate to high oil volatility reduce the state's tax paynents
by close to 30 percent, and an effective tax rate on net profits
woul d reduce that from about 14.5 percent to 10.5 percent as an
effective tax rate. This phenonenon causes the state to forego
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some fraction of the upside in years where the nonthly oi
prices mght be very high, and otherwi se would generate high
revenues; the state |oses sone of that revenue due to the offset

fromthe nonths in which prices are |ow. " Anot her phenonenon, "
he continued, "in the future as tariff rates begin to increase,
you'll start seeing wellhead values decreasing and that m ght

mean, for exanple, the Per-Taxable Barrel Credit itself wll
start to trend toward the |arger nunbers, the $7-$8 range rather
than the $5 and $6 range that was envisioned in sonme of the
comm ttee discussions during the last nmajor fiscal change.”

2:49:11 PM

REPRESENTATI VE JOSEPHSON, regarding when M. Alper talks about
an increase in tariff rates, asked whether that anticipation is
due to noving to nore unconventional oil or some other reason

MR. ALPER responded that the npost prom nent factor in increasing
tariff rates are declining production, when the cost of
operating the transportation system is relatively fixed and as
fewer barrels go through, each one has to pay a higher share of
the freight.

2:49: 36 PM

REPRESENTATI VE TARR understood that everything in Section 17 is
retroactive to January 1. She surmsed this is because at true-
up at the end of calendar year 2016, DOR wants to avoid this
probl em for 2016. She inquired as to how difficult it would be
for the conpanies at true-up if, for exanple, it was started on
the fiscal year

MR. ALPER answered that the intent of the retroactivity is to
have this phenonenon be elimnated for the current cal endar
year. |If the bill doesn't pass until the end of the legislative
session there would have to be sone sort of make-up paynent or a
way to account for that cone the first nonthly paynment after the
passage of the bill. He offered the foll ow ng:

The <concept of a split vyear for nmany of these
provisions that affect the calendar year tax are very
probl emati c; they have caused conplex situations
inside the audit staff in the past. The ACES bill

for exanple, took effect on July 1, 2007 ... but it's
a calendar year tax, it lead to a situation where in
many ways they had to split 2007 into two separate tax
returns and do a full analysis of the first six nonths
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separate and distinct from a full analysis of the
second six nonths. So, to the extent features that
inpact the wunderlying tax calculation for the tax-
payi ng producers, changes in the mddle of the year,
it will lead to sone inevitable conplexities in the
adm ni stering of that tax.

2:51: 58 PM

REPRESENTATI VE TARR asked which of the two fiscal notes shows
this el enent.

MR. ALPER replied:

The one fiscal note that shows the fund capitalization
el ement also shows the negative nunbers in spending,

and all of the provisions of the bill that reduce
credit paynments or elimnate certain credits are
enconpassed in that negative nunber. Al of the

m nimum tax changing provisions are in the other
fiscal note that shows the positive revenue nunbers.
So, what you see in the early couple of years is $100
mllion revenue estimate declining to a $50 mllion
revenue estimate in the out years. The $50 million,
in every year, is the rough estimate for the annual
additional revenue from an increase in the mninmmtax
from4 percent to 5 percent. Now, previous slides and
this slide deck before you that we went through
Monday, show that there is sone variability in that
and depending on the price of oil that could be a
nunber between roughly $30 and $70 million. And wth
the next generation of this fiscal note, we wll
i ncorporate sone of that nore nuanced nodeling to that
el ement of the calcul ation. The second $50 nillion
that's in the early years is the inpact specifically
of not being able to use Operating Loss Credits to
of fset mninmum tax paynents from the major producers.
But based on our forecast, this is a phenonenon that's
only in place for the current and next year so it's
about a two-year problem then it will go away of its
own accord if our forecasted prices hold because at
that point we don't expect any of our producers to be
| osing noney; therefore won't be earning an operating
loss credit. This specific provision in 17(c) that
|"ve been discussing thus far today, is not forecasted
at any value sinply because our price forecasts do not
consider volatility. That we have a fixed nunber for
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the year and this is a phenonena that's only rel evant
in a year where there's a lot of up and down and we're
| ooki ng at annual average nunbers and therefore can't
proj ect the value of up and down.

2:54: 03 PM

REPRESENTATI VE HAWKER stated that for the last two neetings M.
Al per has dial ogued using one circunstance - the year 2014 - to

discuss and illustrate the inner play of truly major conponents
of the overall tax construct. This tax construct has evolved
since the end of the Economic Limt Factor (ELF). He asked

whet her M. Al per has any support or evidence from his research
of past |legislative sessions that would show the |egislature
intended the state's nmjor tax constructs to be anything other
than an annualized tax cycle to annualize activity that can be
volatile on both the taxpayer and the state as the tax
adm ni strator. Representative Hawker said M. Alper is clearly
| ooking to have this parsed into a nore granular tax cycle of
literally an isolated nonthly cycle.

MR. ALPER responded that the specific provision addressed in
Section 17(c) of HB 247 relates to the application of the Per-
Taxable Barrel Credit. That is a new credit that did not take
effect until January 2014 with the passage of Senate Bill 21.
Senate Bill 21 describes that credit as a nonthly credit and a
monthly calculation that very explicitly varies from nonth-to-
nmont h dependi ng upon the average price of oil in that cal endar
nonth. |If it's below $90 gross value it is $8, between $90 and
$100 it is $7, and so on. So, the value of the credit was quite
explicitly nonthly. As for the ability to use it from nonth-to-
nonth it was neither addressed nor not addressed. To the extent
it was discussed, Deputy Conm ssioner [Paw owski] described it
as a nonthly cal culation. He continued:

That one specific provision of the new |aw was said to
be a nonthly calculation. Al other provisions of the
calculation are absolutely an annual calculation. And
by the elimnation of progressivity, which was the
nost extrenme nonthly calculation in the prior tax
regime, in many, many ways Alaska's oil and gas system
was converted from a nonthly to an annual based
system But, the remant of a nonthly system that was
retained with the passage of Senate Bill 21 was this
specific calculation of the Per-Taxable Barrel Credit.
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REPRESENTATI VE HAWKER respectfully disagreed with M. Alper's
characterization that the changes made noved the state from a
monthly to an annual <calculation as the progressivity was
elimnated, and added that he and M. Alper are never going to
agree on this.

2:57:11 PM

REPRESENTATI VE SEATON asked whether this hypothetical scenario
on slide 43 only goes back and calculates what the tax would
have been by applying it to past nonths, or also noves the other
way and has a carry forward that would dimnish forward nonths
as wel | .

MR. ALPER replied yes, this nodel was built with a declining oi
price nmuch as the earlier set of 2014 actuals was a declining
price, but the phenonenon works the sanme exact way in reverse.
For exanple, if there are unused credits in January, but there
is adequate credit value in Novenber and Decenber because the
price of oil recovered, they could just as well be carried
f orward. The one essential I|imtation is that this is a
cal endar year tax and any such adjustnent or mgration nust
occur within a cal endar year.

2:58: 24 PM

REPRESENTATI VE SEATON asked whether, in this situation and
maeking it retroactive to January 1, there would be any green
bars to take advantage of, or to apply it to, at this point in
tine. He further asked whether the state would have to go back
and capture any paynents because going forward there wouldn't be

any to apply.

MR. ALPER responded that to the best of the division's
knowl edge, and it won't know for sure until the annual tax true-
ups are seen at the end of March, every single nonth of cal endar
year 2015 was a mininmm tax nonth. Therefore, whatever Per-
Taxable Barrel Credits were foregone, are foregone and not
recoverabl e. In cal endar year 2016 and being only two nonths
in, everyone is hoping for a substantial price recovery, in
which case this will conme into play at the end of the year in
April 2017 when those taxes are trued-up.

2:59: 29 PM

REPRESENTATI VE SEATON questioned whether there would be any
goi ng back and having a tax calculation that was paid previously
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in January or February or March. He surm sed that because they
were all at mninmmtax an adjustnent would not be made.

MR. ALPER answered correct. Pointing to the graph [on slide
43], he said that October and Novenmber |ook I|ike what every
month in 2015 1|ooked IiKke. There is a mninum tax paynent,

there's a certain anmount of Per-Taxable Barrel Credit that was
used, it varied, it got smaller and smaller as the prices went
down later in the year, and then there was a certain anount of
those Per-Taxable Barrel Credits that was foregone. So, there
would literally be no green bar against which to apply anything
in all of calendar year 2015.

3:00: 22 PM

REPRESENTATI VE HERRON asked why M. Alper continues to use the
word "phenonenon,” and whether it is being used because M.
Al per questions the fact or the situation.

MR. ALPER apologized if the word seens i nappropriate. He said
it was an unexpected occurrence based upon the division's
intuitive understanding of how the tax was supposed to work and

then in practice it was different. He offered that he doesn't
know what the appropriate word is to describe that, and it is by
no nmeans magi cal. Everything the division has seen is a literal

interpretation of the statutes as they are witten.
REPRESENTATI VE HERRON said he is trying to understand because
normally it means that it's a fact or a situation that 1is
happening or occurring, "but you're also at the sanme tineg,
you're questioning it, and | just want to nake sure | understand
why you use the word so nuch.”

[ HB 247 was hel d over. ]

3:02:15 PM

ADJ OURNNMENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:02 p. m
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