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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 liquefied natural gas storage facility tax

credit, and the qualified in-state oil refinery infrastructure
expenditures tax credit; relating to the minimumtax for certain
oil and gas production; relating to the mninmum tax cal cul ation
for nmonthly installnent paynments of estimated tax; relating to
interest on nonthly installnment paynents of estimated 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 [imtations 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
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oil and gas exploration incentive credits; repealing the
limtation on the application of credits against tax liability
for lease expenditures incurred before January 1, 2011,
repealing provisions related to the nonthly install ment 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
appl i cabl e before January 1, 2011; nmaking conform ng anendnents;
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
SPONSCR(s) : RULES BY REQUEST OF THE GOVERNOR

01/ 19/ 16 (H) READ THE FIRST 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
02/ 24/ 16 (H Heard & Hel d

02/ 24/ 16 (H) M NUTE( RES)

02/ 25/ 16 (H) RES AT 8:30 AM BARNES 124
02/ 25/ 16 (H) Heard & Hel d

02/ 25/ 16 (H) M NUTE( RES)

02/ 25/ 16 (H) RES AT 1: 00 PM BARNES 124
02/ 25/ 16 (H) Heard & Hel d

02/ 25/ 16 (H) M NUTE( RES)

02/ 26/ 16 (H) RES AT 1: 00 PM BARNES 124
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02/ 26/ 16 (H) Heard & Hel d

02/ 26/ 16 (H) M NUTE( RES)

02/ 27/ 16 (H) RES AT 10: 00 AM BARNES 124
02/ 27/ 16 (H) Heard & Hel d

02/ 27/ 16 (H) M NUTE( RES)

02/ 29/ 16 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

KARA MORI ARTY, President/ CEO

Al aska G| and Gas Associ ati on (ACGA)

Anchor age, Al aska

POSI TI ON STATEMENT: During the hearing on HB 247, discussed the
long-termviability of the oil and gas industry in Al aska.

Bl LL ARMSTRONG, Presi dent

Arnmstrong Ol & Gas

Denver, Col orado

PCOSI TI ON STATEMENT:  Answered questions during the discussion of
HB 247.

ACTI ON NARRATI VE
1: 02: 26 PM

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

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

1: 03: 08 PM

CO CHAI R NAGEAK announced that the only order of business would
be HOUSE BILL NO 247, "An Act relating to confidential
information status and public record status of information in
the possession of the Departnment of Revenue; relating to
interest applicable to delinquent tax; relating to disclosure of
oil and gas production tax credit information; relating to
refunds for the gas storage facility tax credit, the liquefied
natural gas storage facility tax credit, and the qualified in-
state oil refinery infrastructure expenditures tax credit;
relating to the mninum tax for certain oil and gas production;
relating to the mninmum tax calculation for nonthly install nment
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paynents of estimated tax; relating to interest on nonthly
instal |l ment paynents of estimated tax; relating to limtations
for the application of tax credits; relating to oil and gas
production tax credits for certain |osses and expenditures;
relating to Ilimtations for nontransferable oil and gas
production tax «credits based on oil production and the
alternative tax credit for oil and gas exploration; relating to
purchase of tax credit certificates from the oil and gas tax
credit fund; relating to a mninmum for gross value at the point
of production; relating to |ease expenditures and tax credits
for nmunicipal entities; adding a definition for ™"qualified
capital expenditure"; adding a definition for "outstanding
liability to the state"; repealing oil and gas exploration
incentive credits; repealing the limtation on the application
of credits against tax liability for |ease expenditures incurred
before January 1, 2011; repealing provisions related to the
monthly installnment 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 applicable before January 1, 2011; meking
conform ng anendnents; and providing for an effective date."

1: 03: 49 PM

KARA MORI ARTY, President/CEO, Al aska QG| and Gas Association
(AOGA), provided a PowerPoint presentation wth coinciding
witten testinony [included in the commttee packet]. After her

initial introduction, Ms. Mriarty paraphrased from her witten
testinony, starting at the second paragraph, which read as
follows [original punctuation provided]:

AOGA is a professional trade association whose
mssion is to foster the long-term viability of the
oil and gas industry in Alaska for the benefit of al
Al askans. Thank you for the opportunity to testify
today on House Bill 247, Governor Walker's oil and gas
tax policy proposal.

Slide 2
AOCGA represents the mpjority of oil and gas
producers, expl orers, refiners, transporters and

marketers in Alaska. Qur current nenbers include:
Al yeska Pipeline Service Conpany, BlueCrest Energy,
BP, Cael us Energy, Chevron, ExxonMbbi |, Hi | corp,
PetroStar, Shell, and Tesoro. Although | am here on
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behal f of a varied and diverse group of conpanies, ny
testinmony today represents the thoughts and sentinents
of each and every nenber. On matters related to tax,
AOGA requi res unani nous consent on testinony.

Before | address the bill before you, | believe
it is prudent to discuss the current state of the oi
and gas industry in Alaska. In order for each of you
to make an informed decision, it is inportant to
understand and appreciate the industry from a context
broader than nmere tax revenue.

1: 06: 02 PM

REPRESENTATI VE HAWKER noted that the adm nistration had advised
the legislature to get its analysis of HB 247 from the industry.
He enphasized the inportance of that advice in serving as the
basis for wunderstanding how HB 247 would inpact the [oil and
gas] industry.

1: 07: 03 PM

M5. MORI ARTY expressed her thanks to Representative Hawker and
related the degree to which she takes the testinony seriously as
the reason she would exceed her 20-m nute suggested tinme for
testinmony. She said she will discuss the inpact in broad terns
whil e many conpany representatives wll discuss specifically how
the proposed |egislation would inpact their conpany. She then
directed attention to slide 3 and continued paraphrasing from
her witten testinony, which read as follows [original
punct uati on provided]:

Slide 3

The state revenue depicted on this table
represents the total state revenue generated in fiscal
year 2015, restricted and unrestricted state revenue.
The unrestricted portion of the $2.3 billion was $1.7
billion, representing 75% of the state's total
unrestricted revenues.

In addition, the industry paid $447 nillion in
property taxes to local governments. Again, for
greater context, the mning industry generates $83.7
mllion in state revenue and pays $18 nillion in taxes
to | ocal governnents.
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It would be inprudent to discuss the oil and gas
i ndustry's contributions to Al aska w thout nentioning
jobs. Based on data from the nost recent MDowel l
Group report on jobs and wages in the industry and
data in the 2015 Departnent of Revenue Sources Book
(RSB), the oil and gas industry is, wthout question,
a main driver in fueling Alaska's total econony.

When you conbine jobs from direct industry
enpl oyers |like AOGA nenbers, plus the jobs provided
fromindirect industry enployers such as the nmultitude
of Al aska based contractors, plus the induced |jobs
created by those enployees spending noney in their
communities, there are 51,000 private sector Al askan
jobs created by the oil and gas industry according to
the MDowell Goup's estimates. The MDowell G oup
al so nodel ed the nunber of state enployees and other
jobs created in Alaska's econony through state
spendi ng, acknow edging that the overwhelmng nmgjority
of that spending is attributable to the oil and gas
i ndustry. MDowell Goup found that an additiona
60, 000 public sector jobs would not exist wthout the

i ndustry's  fiscal contri butions. Al t ol d, t he
McDowel | Group concluded that 111,000 jobs generating
$6.45 billion in wages result from the oil and gas

industry's presence in Alaska. By conparison, the
m ni ng i ndustry generates about 8,700 jobs in Al aska.

Slide 4

To put it in nore sinple terns, nore than 1/3 of
Al aska's jobs are tied to the oil and gas industry.
For every direct job the industry provides, 20
addi ti onal jobs are created throughout Al aska's
econony. The MDowell Goup found that no other
i ndustry cones close to that magnitude of nultiplier

Finally, you have wundoubtedly read headlines
regarding the industry being forced to lay-off direct
enpl oyees in this current, low price environment. It
is not just oil industry famlies that are dealing
with the adverse effects of downsizing, contractions
in the industry are felt across Alaska, as every
dollar earned by an oil and gas enpl oyee generates $8
addi tional dollars in wages throughout the state.

Slide 5
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It is easy for the cynical to tell anecdotal
stories about getting on an airplane next to a worker
who lives out of state coming or going fromthe North
Sl ope. Although the industry for a variety of reasons
cannot dictate where an individual nmust live,
conpani es consistently strive to hire as many eligible
Al askans as possible. According to the npbst recent
Departnent of Labor (DOL) report the statew de average
for all resident hire, across all industries is about
80% Al askan hire. Many AOCGA nenber conpanies actually
have a higher rate of resident hire than the statew de
average. For exanple, Caelus Energy has nore than 85%
Al aska hire and over 400 contractors working on the
Slope this year. Alyeska has a 94% Al aska hire rate
with 20% of their enployees being of Alaska Native
heritage. 100% of BlueCrest operations staff are
Al aska residents, while 70% of the construction
workers at their Cosnopolitan project are state
residents. Petro Star boasts 97% Al aska hire.

1: 13: 00 PM

In 2014, BP spent $2.2 billion in Alaska, wth
72% of that spend wth Al aska conpanies; they
currently have a 79% Al aska hire rate.

M5. MORI ARTY added that ExxonMbil Corporation has engaged
and worked with nore than 100 Al aska conmpanies in its
construction of Point Thonmson, 80 percent of which are
Al askans. She continued paraphrasing from her witten
testinmony, which read as follows [original punctuation
provi ded] :

89% of Hlcorp's workforce are Alaskans. In
addition, industry supports scholarships and training
prograns to increase the resident hire. For exanple
Alyeska alone spends $2 nillion each year to hire,
train and devel op Al aska Native enpl oyees.

Wuld the industry like to hire nore Al askans? O
course they would. It nmakes good business sense to
hire Al askans, as it is both nore efficient and
economi cal to do so.

What does not make good business sense is the
provision in Section 27 of the bill to limt the
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repurchase of refundable credits to just a percentage
of the certificate equal to that conpany's percentage
of Al aska resident hire in the previous cal endar year,
i ncluding Alaska hire by the conpany's contractor work
force.

Basing the repurchase of tax credits on a
conpany's | ocal hire percentage would nake it
difficult, if not inpossible, for operators to plan
and evaluate investnents because their contractors
and subcontractors’ Al aska hire percentages are
outside the operator's control. This uncertainty wll
in turn, discourage potential new investnent here.

In addition, a resident-hire limtation on the
anount of an otherwise well-earned tax credit
certificate that can be cashed out also raises
significant issues under the U S. Constitution, and an
earlier Al aska-hire preference attached to the
construction of the Trans-Al aska Pipeline System was
struck down by the U S. Suprenme Court. The inevitable

| egal battle would drag out in court, and the
unanswered question would cloud Alaska's tax system
with uncertainty until there was a ruling. W note

that the U'S. Suprene Court recently heard oral
argurments involving an Al askan issue, the Sturgeon
case, it has taken nine years for that case to wnd
its way through the |legal system to reach the highest
court. Does Alaska want to create further uncertainty
over |local hire?

Finally, if it is good policy to put local hire
conditions on how the oil and gas industry is taxed
one m ght expect simlar proposal s for ot her
i ndustries operating in Al aska. But the Adm nistration
isn't proposing anything |ike that, even though sone
i ndustries enploy nmuch higher rates of non-Al askans

t han ours.
Slide6
As | already indicated, Alaska's oil and gas

industry is a mmjor contributor to state government

both in terns of revenue generated for state spending
as well as the jobs created by the industry. You can
see fromthis table that, since statehood, oil and gas
has been the source for 85% of the state's
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unrestricted revenue, totaling $141 billion dollars.
This figure has not been adjusted for inflation, so in
the total in today's dollars would be far greater.

Slide 7

As you discuss a change in Alaska's oil and gas
tax policy, this slide is a remnder that in the |ast
decade there have already been 5 major changes in tax
policy. As the President of Hlcorp stated |ast week,
"I started in the oil business right straight out of
school, during the real boomin the 70 s/early 80's in

M dl and, Texas. |I'm not aware of the fiscal system
ever changing in the State of Texas since |'ve been
working in the oil and gas industry. |'ve been in

Al aska four years, and we've debated it 3 or 4 tines."
He went onto to say, "Mre than anything, changing
rules and taxes every few years is a sure way to scare
i nvest nent away."

Slide 8

O course, the last mmjor change in tax policy
occurred three years ago with the passage of SB 21,
followed by the referendum to repeal the new law in
August 2014. Voters decided the state's current fiscal
policy was good for Alaska, and we would agree that
Al aska has proved to be conpetitive, has attracted new
jobs and investnment, and wll wultimtely result in
nore production to the state.

Since April 2013, when the bill passed the
| egislature, industry has announced nore than $5
billion in additional spending across the state. That

i ncreased spending could not have happened at a better
time, as the investnents made in the |last 18-24 nonths
are helping the industry sustain itself in this |ow
price environment.

1: 19: 00 PM
Slide 9
But what has the increased investnent neant in
terms of production? As you can see from this chart,

using data from the Departnent of Revenue, production
on the North Slope has stabilized and was basically
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flat from 2014 to 2015, which is particularly
significant when considering an historical trend of 5-
6% annual decrease.

The states own forecast shows the power of a
conpetitive fiscal system The blue line is historical
production in Alaska for the |ast decade, the black
line is the forecast from Decenber 2013, and the red
line is the forecast fromjust this past Decenber.

If you look at the chart to the right, and | ook
out a few years to the year 2020, and conpare this
year's forecast to the forecast released in the Fall
of 2013, after SB 21 had passed but had not yet been
enacted. After approximately two years under this tax
system vyou wll see the Departnent of Revenue is
forecasting 50,000 barrels per day nore than what they
were forecasting in 2013. To provide further context,
the price forecast in the Fall 2015 forecast is
$50/ barrel less for 2020 than it was in the 2013
forecast. Even with the nuch lower price forecast, the
production forecast is still 50,000 barrels per day
nor e.

Slide 10

There has been a lot of conversation about "new
oil"™ or oil that qualifies for the gross value
reduction or "GVR'. The purpose of the GVR was to
|ower the effective tax rate on new production as a
way to incentivize new production. Sone have recently

asserted that all new oil after 2002 wll pay zero
taxes if prices are under $70 per barrel. 1 wll
di scuss governnent take on all oil, including GVR
later in the presentation, but | would like to point

out, that the DOR is forecasting that GVR will average
about 8% of our overall production for the next 15
years. So while bringing on new fields and new oil is
inportant to Alaska's future, our legacy fields wll
continue to provide the lion's share of production for
years to cone.

Slide 11
Looking to Cook Inlet, you wll see a trenmendous

oi | production success story. The Division of Gl and
Gas Director Corri Feige nentioned these statistics

HOUSE RES COW TTEE - 10- February 29, 2016



during her presentation |ast week. You can see there
has been an increase of over 100% since 2009. The
investnments nmade to increase Cook Inlet production
have made a significant inpression on the |ocal
econony. Additionally, our nenber conpany Tesoro
refines every barrel of oil possible that travels the
short distance to their refinery. A Decenber 2015 Econ
One study for the Senate Finance Conmttee reported
that Alaska refineries supply the nmgjority of the
State's demand in the Southcentral and Interior
regions. Wien oil production was |lower in Cook Inlet
the Tesoro refinery was inporting oil to refine from
as far away as Africa, just to neet these in state
needs. Econ One also went on to say "W estimate that
the total value added to Al aska's econony by the two
refiners currently in operation (Tesoro and PetroStar)
is approximately $153 mllion per year.

1:23: 32 PM

M5. MORIARTY added, "In conparison, the governor recently
announced the inpact of the [Alaska] Marine H ghway System is
just under that, at $100 million per year. So the ferry system
has an economc inpact of $100 million and our two in-state
refineries ... [have] the benefit of $153 mllion." She

continued paraphrasing from her witten testinony, which read as
follows [original punctuation provided]:

The [refining] industry provided $23.2 mllion in
revenue annually to the State in the form of revenue
in kind (RIK) purchases over and above the revenue in
value (RIV) alternative and $9.3 mllion in property
and inconme taxes." Having a |local source of supply for
the refinery is good for value added nanufacturing in

Al aska.
Slide 12

It is inpossible to have this conversation
wi t hout acknow edging the omnous and unprecedented
drop in oil prices. Prices today are not only the

| onest we've seen in a decade, but when adjusted for
inflation, they are the |owest since the md-1980's.
In less than two years, the industry has experienced a
70% drop in oil prices. You are well aware of the
impact this has had on the State of Al aska's revenues.
You have historically received 85-90% of your revenue
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fromoil. As significant as that is, it's inportant to
recognize that the industry receives 100% of its
revenue based on the market prices for what it
produces. As ny friends in other industries will tell
you, we are price takers, we are not price nmakers.

Slide 13
Every i ndustry operati ng in Al aska fully
under st ands t hat Al aska is an expensi ve and

| ogistically <challenging place to do business. |
i mgi ne that concept was expressed by the mning
i ndustry last week, and it is particularly true for
the oil and gas industry.

The following chart denonstrates that while oil
and gas developnment costs grew 90% since 2000,
inflation grew only 40% during the sane period. In
other words, over the past fifteen years, costs have
surged nore than two tinmes the rate of inflation. This
is yet another conpelling factor and financial
stressor on industry in Al aska, which conpounds the
difficult decisions these conpanies are nmaking to cut
costs and increase efficiencies while safely and
reliably producing oil and gas.

Slide 14

| nvari abl y, conpanies are forced to operate
despite the current oil price environnment; this can
result in projects being delayed and deferred. Perhaps
nost painfully, it also results in Alaskan jobs being
lost. This chart shows the relationship between the
low price on slide 11 and the high costs on slide 12.
It |ooks eerily simlar to the charts you as policy
makers are reviewing in ternms of the state's revenue
and expenses.

The oil and gas industry is cash flow negative
as | east as nuch as the state sees itself as being.

Slide 15
As | alluded to before, the high cost environnment
in Alaska is even nore difficult to navigate during

this unprecedented | ow price environnment. According to
the Departnent of Revenue's Fall Sources Book, the
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esti mated average cost of producing a barrel of oil on
the North Slope -before a conpany pays even one penny
of tax -is $52/barrel. To reiterate, conpanies spend
$52 to produce each barrel before they pay any
corporate incone tax, property tax, or production tax
in Alaska. One need not be an econom st or Rhodes
scholar to understand that, in a $30 a barrel world
with $52 costs, oil conpanies are in an untenable
position in Al aska.

Yet despite this, here we are, testifying about
| egislation to add additional costs to the industry by
rai sing the production tax. It is not surprising that
Departnent of QI and Gas Director Feige testified
| ast week that conpanies are gravely concerned about
any substantive changes to tax policy. "Changes in
taxes generally are lunped into the bucket... of cost.
At a time when prices are low, that sets off sone
alarmbells.”

1: 29: 00 PM

Intuitively, it seems |like poor long-term policy
to choose to increase the costs to the industry at a
time when conpanies spending is already out of bal ance
with their revenues by over $20/barrel before they pay
the existing taxes. If additional taxes are |evied on
the industry, forcing them to be even nore out of
bal ance, you can be sure that the industry would have
to make nore severe cuts in expenditures that are
needed to maintain and grown the state's production.

The Departnment of Revenue Tax Director suggested
to me a few weeks ago that if industry were to sinply
elimnate all capital expenditures, the industry would
be able to "break even' at these prices. This
astoni shing suggestion discounts the significant role
that capital investnment plays for maintenance and the
integrity of industry operations. Absent continued
capital spending, the State can say good-bye to the
currently forecasted additional 50,000 barrels per day
in 2020. As msguided as that |ine of thought m ght
be, it does highlight the fundanmental question at the
core of this discussion. How badly are you willing to
nortgage Alaska's future for nomnal and short-term
gai ns today?
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It will be very challenging for the industry to
reduce operating expenses, wthout further reductions
in the workforce.

Any increase in this environment wll have a
negative inpact on the industry and on the state's
future.

Slide 16

As you weigh yet another change in tax policy,
there are policy questions that need to be answered:

-VWhat effect will the policy have on overall oil and
gas production in the state?

-WIlIl the policy nmake Al aska nore conpetitive or |ess
on a gl obal scale?

-WIlIl the policy provide stability to the industry and
the state of Al aska?

-WIIl the policy provide predictability to conpanies
| ooki ng to nmake huge investnent decisions?

The Departnment of Revenue has frequently said

that industry wll be testifying to the inpact of
their proposed changes, and | have no doubt each
conpany will do that, but | encourage you to ask each

i ndi vi dual conpany over the next several days their
vi ew of these questions.

Slide 17

The Adm nistration's proposal represents the
sixth major tax change in the last 11 years. Prior
changes canme from unprecedented high oil prices, or
endeavored to incentivize developnent in the state and
make Al aska nore conpetitive.

However, the notivation behind this current
proposal is not to inprove the fiscal system for the
i ndustry or create incentives for further devel opnent
and increased production. Rather, it is purely driven
by the state's desire for nore noney, now. As Director
Al per said on February 12th, "It is a tax increase.
don't think we are attenpting to disguise that."
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Slide 18

Rai si ng taxes when prices go up, and then raising
them again when prices go down, undercuts stability
and predictability. The Admnistration acknow edges

the industry is suffering tough economc tines; in
fact, according to their testinony |last week, if
prices average around $40/barrel for 2016, t he
industry will suffer nore than $1 billion "loss" in
the state of Alaska. If the state keeps the current
structure and does nothing, spending a $1 billion nore
than industry is taking in will have a negative inpact

on Al aska's econony, considering the industry is the
| argest private economc driver in the state.

Yet it is clearly the intention of the state to
rai se taxes on an industry with negative cash flow and
not by small margins. To add another half-billion
inpact to the industry with the passage of HB 247 w ||
only accelerate cutbacks by the industry, which wll
affect the nunber of Al askans working, the anmount of

cash that circulates through the econony, and
ultimately, the future health and growh of the
i ndustry.

1:34:25 PM
Slide 19

Under Governor Hammond, Alaska first established
an equitable policy of one-third governnent take for
the state, one-third for the federal government, and
the last third for industry. During the ACES regine,
government take clinbed to a higher level, which, in
turn, led directly to SB 21 in an effort to normalize
total governnent take over a broad range of prices.

As Janak Mayer from enalytica explained | ast
week, with the slide that Rep. Josephson will hang on
his door, governnment take is about 62% in a price
range from $60- 150, including government take on new
oil, or gross revenue reduction oil.

Contrary to Director Alper's testinony tw weeks

ago, HB 247 increases governnment take. In fact, M.
Mayer denonstrated and explained "that the cunulative
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i npact of the proposed changes would be to shift up
government take in lower oil prices. In tines |ike
today, the effective governnent take exceeds 100%

Rep. Josephson summarized it well by saying,
"Industry suffering so much -that we (the State) are
getting all the noney."

Slide 20

Two weeks ago, AOGA submitted specific coments
for each section of the bill that causes the industry
concern two weeks ago, and in the interest of time, |
w Il not belabor each and every point. However, | do
want to coment on a few of the substantial concerns
we have with the bill.

The governor's proposal would increase the
mnimum gross tax from 4% to 5% Although a one
percentage point increase mght not sound significant
to some, [in] reality, it represents at least a 25%
increase for those conpanies who already pay the 4%
m ni mum t ax.

Addi tionally, the CGovernor's proposal woul d
forbid conmpanies from using any earned or available
tax credits to reduce the mninmum tax bel ow the new 5%

floor. It is likely that there wll be conpanies,
large and small, that have earned "new oil" tax
credits or exploration, drilling or tax loss credits
fromprior year investnents, while also operating in a
| oss position due to low oil prices. For those

conpanies, using those tax credits is the only way
they can also continue to invest in the state. The
proposal woul d delay, or possibly deny, vital economc
recovery at the very tinme conpanies need it the nost.

In other words, raising the mninmum tax affects
everyone, and the proposed increase is |large enough to
cause substantial negative inpacts on all producers at
today's oil prices. It is poor tax policy to engage in
nothing nore than a flagrant noney grab at a tinme when
the State should be encouraging industry to continue
maki ng vital investnments.

For smaller conpanies or newoners to the state
who have yet to nake a profit in Al aska, they don't
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pay the 4% mninum tax, so under the governor's
proposal, they would go from paying zero in production
tax because they don't nake a profit, to immediately
being hit with a 5% gross tax, a punitive tax increase
described by Director Al per as an "infinite increase."

Additionally, the proposal would change the way
the mninum tax is determned and would prevent a
producer from taking the actual tax credits avail able
for a nonth to the extent they are greater than the
initially estimated amount. Both of these increnenta
changes anobunt to a fundanental change in how the tax
is calculated and will result in a tax increase.

Anot her nmmjor concern relates to the change in
the net operating Jloss (NOL) tax credits. The
Adm nistration has testified that they are preserving
the NOL credit, but we contend that under the current
proposal the NOL credits becone virtually usel ess.

NOL tax credits are utilized both on the North
Slope and Cook Inlet and were established to help
|l evel the playing field for new conpanies trying to
get a foothold in Alaska and allow all conpanies
making critical investment to truly wunderstand the
econom cs under which those investnments were made.
Under SB 21, NOLs provide an even |evel of governnent
support for capital investnents on the North Sl ope.

1: 39: 48 PM

HB 247 would prevent the use of NOL tax credits
to reduce the mninmum tax. This change is anal ogous to
the federal governnment not allow ng a conpany's | osses
to be applied against 1its corporate inconme tax.
Additionally, the proposal inposes a ten year limt
for a conpany to apply unused NOL credits.

M5. MORI ARTY added that even though the NOL credits can be
deferred, it essentially changes their value and the
deferral itself is a tax increase because the conpany was
not expecting to have to pay that sanme level of tax if
prices dropped and if the conpany defers the NOL credit to
be applied in a future year it has to pay the tax, though
in the current year. She continued paraphrasing from her
witten testinony, which read as follows [original
punct uati on provided]:
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Agai n, t he pr oposed changes in HB 247,
essentially elimnate the value of the NOL tax credit.
Wt hout question, changing the value of the NOL wll
have a trenmendous inpact on conpanies and effectively
di scourage future investnent.

There are several other major changes proposed to
credits, both for the North Slope and Cook Inlet.
Setting arbitrary limts of $25 mllion per conpany,
when even the "smallest" of projects range in the $500
mllion -$1 billion range, is unreasonable and wll be
a strong di si ncentive for future i nvest nent .
El i mnating or discouraging cash rebates for conpanies
that nay not yet have production or profits, strongly
di sadvant ages new conpanies, especially considering
that they invested in good faith based on the tax
policy in place when the investnents were comrtted
For the State to basically say, after the fact, that
it is not going to fund its share of the new
devel opnents, as originally promsed, is just wong
and potentially puts some of these new conpani es out
of busi ness.

Elimnating two inportant credits for Cook Inlet
and "mddle earth" is also dangerous as the Cook Inl et
drilling tax credits were unequivocally the driver for
several key investnents in the region that have
already led to increased production and jobs. The
state has benefitted from several new, smal | er
conpanies into the state, nmaking new discoveries that
woul d positively increase the State's future revenues
fromroyalties and taxes on that new production. These
credits are not a "cost". They are an investnent by
the state with a good return. Conpanies have already
entered into contracts and nmade |large financial
commitments for spending over at |east the next year.
Abruptly termnating those credits after they have

made subst anti al good faith i nvest nment s and
commtments over the next year is bad faith on the
state's part and will chill these types of investnents

in the future.

And, we fundanentally disagree that Cook Inlet
has gas in search of a market as has been asserted by
the Admnistration. DOR DNR and enalytica have al
testified that additional investnments are necessary to
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neet the increasing demand of Alaska' s residents.
Wthout continued investnment, gas production wll
rapidly decline. Any decline will inevitably result in
higher wutility rates for consunmers and increase the
i keli hood of gas shortages.

The proposed revisions in Section 39 of HB 247
define "outstanding liability to the state" broadly as
"an anmount of tax, interest, penalty, fee, rental,
royalty, or other charge for which the state has
issued a demand for paynment that has not been paid
when due and, if <contested, has not been finally
resolved against the state.” Thus, the State could
deny or delay tax credit paynents for virtually any
outstanding and alleged liability, regardl ess of
whether it is pending adjudication. If a taxpayer had
an existing dispute with a state agency unrelated to
taxes, it could be deened an outstanding liability to
the state and the tax credit used to satisfy that
l[tability; or if an audit was pending, the tax credit
coul d be del ayed until the conclusion of the audit.

1:44: 46 PM

This revision, absent further clarification or
nodi fication, would provide the State with the power
to arbitrarily deny or delay any tax credit, or to
apply them against unresolved and unrel ated disputes,
including those wutilized by in-state refiners. This
could have a mmjor inpact on both refineries.
According to a recent report by Econ One for the
Department of Natural Resources: "Alaska's refineries

are relatively small in size and technologically
si npl e. [ Thi s] put s Al aska's refiners at a
di sadvantage relative to larger, nore efficient
refineries ... [which] beconmes greater when refinery

utilization outside the state drops, neaning that
refiners have spare production capacity. Refiners of
Al aska's size and conplexity are generally the first
to close or idle units in this environnent."

It is extraordinary then that in this price
environnment and the challenges it presents to our
instate refineries, Petro Star and their parent
conpany Arctic Sl ope Regi onal Cor poration are
investing over $20 million on an asphalt expansion in
North Pol e, scheduled to cone online this sunmmer.
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Creating i ncreased uncertainty W th this
provi si on causes under standabl e concern to ny nenbers.

Al though there are plenty nore aspects of this
proposal that warrants further discussion, | wll
conclude by addressing the proposed increase in the
interest rate. AOGA supports the current rate and
believes it 1is reasonable, particularly considering
the lengthy statute of Iimtations that provides the
Department of Revenue wth six years to audit a
conpany's production tax return. As Director Al per
stated on February 12 in front of this conmttee,
"When there is a change in an oil and gas tax return
it is alnmpst always in the State's favor. W're
| ooki ng for nore noney."

1: 47: 00 PM

Slide 21

Stated succinctly and candidly, HB 247 fails to
encourage increased production, fails to nmake Al aska
nore conpetitive for future investnent, and fails to
provide stability and predictability. This wll,
wi t hout question, result in lower |ong term production
and revenues to the state. On one hand the
Adm nistration has said that it "is not predicting new
or lesser activity through the enactnment of this
bill.” On the other hand, the Adm nistration has also
stated that "It's reasonable to say that corporate
decisions mght be nade differently if a limtation
was put on that (tax credits).”

Enal yti ca agr ees, stating t hat "limting
refundable credits would increase capital needs.” In
this price environnent, it will be incredibly

challenging to find funding for those increased
capital needs. Enalytica went on to say, "for projects
currently wunder developnent, a July effective date
woul d have nmj or adverse inpacts.”

HB 247 makes a series of increnmental changes that
could be characterized by investors as "quite scary."
And as M. Myer explained last week, "increnmentally
taking nore slivers w thout fundamental changes to the
system which can be nore concerning than fundanental
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changes -because fundanental changes can be accepted
i f stabl e, but this <creates 'oh dear’', when
environnment is tough, folks are going to cone back
year after year to get another slice.”

Slide 22

Rai sing taxes on conpanies that are reporting
| osses or are in negative cash flow positions is
neither a prudent nor feasible long-term solution, and
is certainly not sound tax policy. Wile we appreciate
the need to close the state's fiscal gap, AOCGA woul d
advi se against taking even nore from the oil and gas
industry when it is nore inportant for the state to
encourage these conpanies to continue to make criti cal
investnments in our collective future. To cripple the
oil industry is a msguided attenpt to address short-
term concerns that wll actually result in greater
long-termharmto the state's econony.

Compounding the negative inpact of the highly
burdensone changes in Governor Wal ker's latest oil and
gas tax policy proposal is the provision that all but
one of these changes woul d becone effective on July 1,
2016, while one is retroactive to January 1, 2016. It
is now [alnmpbst March], and conpanies' operational
plans for the full calendar year have already begun to
be inplenmented. Contracts for the entire year have
already been entered into, work has commenced, and
financial conmtnments have been nmade by the conpanies
-all based on the existing tax structure. Any sudden
reduction in the tax credits and/or increase in the

taxes on such short notice would therefore be, in
effect, a retroactive tax change. This would result in
a long-term serious inpact to Alaska's oil and

i ndustry, and have an intensely negative inpact on the
state's reputation throughout the global banking and
financial comunity.

1:50: 41 PM
Whether or not the CGovernor's proposal IS
enacted, the oil and gas industry will still be the

| ar gest annual contributor to state governnent by far.

The oil and gas industry wll contribute 7.5
times nore than the Governor's proposed incone tax, 50
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times nore than the proposed revenue from m ning, and
37 tinmes nore than from comrercial fishing.

Wen will it be time for the State to realize
that, despite the rhetoric and msconceptions, the
industry is not imune from financial har dshi p?

Increasing taxes on the industry that is the |argest
contributor to state governnment during a tinme when
that industry is suffering major financial loss wll
result in Jlong-term negative repercussions to the

state's overall economy. Forcing the industry to
reduce investnments through excessive tax increases in
today's economc downturn will lead to a reduction of

i ndustry jobs, a reduction of oil and gas production,

and a certain reduction in future revenues to the
State, all of which will only serve to exacerbate the
revenue crisis the state currently faces. This is not

a sound tax policy. This is not in the State's best

i nterest.

In the spirit of "Let's pull together”, and in
order to nmake it through the ~current economc
downturn, we cannot enphasize enough that inposing
significant tax increases and elimnating access to
critical i ncentives does not hi ng to i ncrease
production. It creates nore harm to Alaska's | argest
industry and the state's econony as a whol e.

The industry is not before you today asking for a
tax decrease or for relief while we struggle though
extraordinarily low prices. W do ask, however, that
you consider that the industry has supported 85% of
Al aska's revenue since statehood, and at this trying
time, you do no harmto the long-termviability of the
oil and gas industry in Al aska, for the benefit of al
Al askans.

1: 53: 01 PM

REPRESENTATI VE JOSEPHSON renarked that when M. Moriarty had
guoted him there should have been a question mark at the end of
the quote, because he did indicate sone incredulity and surprise
at M. Myer's testinony that because the state has a royalty
it's in an arguably better position. He said he was not naking
a statenent of fact, but rather his responding to M. Muyer's
t esti nony. He noted that fundanentally his main question was,
after hearing from the mning and alcohol and tobacco
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i ndustries, each industry could make the sane argunents Ms.
Moriarty nade. Therefore, at the end of the day, even if the
| egislature used the earnings reserve in sone beneficial way to
hel p the people of Alaska, the legislature is left with nearly a

multi-billion dollar deficit. He offered that the only option
in taking the collective wsdomof all of the industries, is to
i npose taxes on Al askans. He noted that M. Mriarty had

di scussed "pulling together,"” and he asked her to respond.

M5. MORIARTY recognized the <challenging position that the
| egislature is facing. She stated she was in agreenent with the
mning testinony |ast week because the points were the sane for
the oil and gas industry: In a low cormmodity price environment
and when industry is already struggling, additional taxes wll
only make a bad situation worse. She said taxing the |argest
econom c drivers for the state "will not increase the feeling
that maybe Alaska's going into a recession.” She noted there
has been sonme speculation as to whether or not Alaska is in a
recession, but people are nervous and feeling that things are
maybe not going in the right direction. She stressed the oil
and gas industry is saying that increasing taxes on them wl
compound the problemin a different way, in that it may help the
state short-term for its revenue, but there wll be
repercussions. She rem nded the conmttee that every direct job
impacts 20 nore jobs throughout the econony; therefore, the
i ndustry currently creates 11 public sector jobs for every job
that it creates. She described it as a delicate balance and
stated that her testinony advised the commttee of the inpact
[ HB 247] woul d have on the oil and gas industry.

1: 56: 28 PM

REPRESENTATI VE TARR referred to the slide depicting North Slope
production as stable, to which Ms. Mriarty had comented that
the difference is 50,000 barrels, and asked about the source of
t hat nunber. She remnded the committee that the fall 2013
forecast was after the previous adm nistration decided to change
the way it perforns forecasting with a nore conservative
appr oach. It is not entirely genuine to use those nunbers, she
stated, in the way Ms. Mriarty suggest ed.

M5. MORI ARTY advised that AOGA relies on the state's forecast
and said she cannot speak to the nethodol ogy. After Senate Bil

21 was passed, while the public considered the referendum the
forecast for 2020 was alnost 400,000 barrels per day and
currently the forecast is for 460,000. She opined it was clear
t hat production has stabilized, in that production for 2015 was
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approximately 519,000 barrels per day and that is the exact
forecast for this fiscal year.

REPRESENTATI VE TARR stated that that is an issue to be revisited
with M. Alper because that conversation, under the previous
admnistration and the way it was reported in the news, was a
nmet hodol ogy [ DOR] suggested was done in partnership with the
i ndustry, and the industry did actually have sone influence over
t hat change.

M5. MORI ARTY responded that the industry always has input on the

forecast and she was not suggesting it does not. She enphasized
that every admnistration has taken the information industry
shares with it in order for [DOR] to determ ne a forecast. She
conti nued:

I|"m just saying if you used our production forecast
nunbers, which we don't rel ease because we don't talk
about it collectively because that would break anti-

trust ... rules. W can't talk about production and
price forecast. That's why we rely on the Departnent
of Revenue. So, they always take what the industry

tells them and nakes a forecast.

REPRESENTATI VE = TARR recalled t hat t hat was a pretty
controversial change and there were questions about how that
m ght be nmani pul ated and how the |egislature would review those
nunbers going forward. She reiterated that she would like to
hear fromthe departnent on that as well.

1:59: 45 PM

REPRESENTATI VE SEATON noted the diversity in features of HB 247.
He expressed particular concern with tax credits, specifically
state expenditures on the reinbursable tax credits. He
expl ained the tax credits are a direct expenditure from Al aska's
rei nbursable cash to conpanies and that the industry cuts its
expenditures when they are having financial problens. He
reiterated Representative Hawker's comment about the commttee
relying on Ms. Mriarty to explain the specific inpacts the
elimnation of these credits would have on individual projects.
He said the Cook Inlet credits are the largest portion of the
noney bei ng di scussed and pointed out that the state would never
even recover its capital expenditures if the credits were on
expenditures over the entire life of the project.
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REPRESENTATI VE SEATON nentioned slide 16 from the consultant
enalytica's presentation [to the House Resources Standing
Comm ttee, on 2/27/16], expl aining that in the current
constrai ned gas market the net present value (NPV) to the state
of those credits ranges between negative $125 nillion to $50-60
mllion in net |osses. Anot her insight from enalytica, he
related, was that worldwi de, a natural gas price of $5-%$6 per
t housand cubic feet (Mf) would be sufficient to nake even the
nost chal | enged gas deposit profitable and economc. He further
explained the state is trying to figure out how to proceed with
seem ngly unneeded credits in a high price environnent, such as
Cook Inlet where the price is about $7. He asked Ms. Moriarty
if she could explain what the inpacts would be on individual
projects if those tax credits were elimnated while there was
still a high priced gas market.

M5. MORI ARTY requested clarification of the question.
2:03: 29 PM

REPRESENTATI VE SEATON said there were two portions of support
for econom c devel opnent of [Cook Inlet] projects: tax credits
and high priced gas. Both the administration and the
| egi sl ature's consultants have advised that the higher price of
gas would be economcally sufficient to do the projects and he
therefore wanted to know whether the higher price for gas is
enough to nmeke projects economc and what the effect of
elimnating the tax credits would be.

M5. MORI ARTY advised that tonorrow there will be testinony from
peopl e operating in Cook Inlet specifically and they will answer
t hat question. She stated that categorically from the industry
as a whole, the elimnation of the tax credits would have a
negative inpact on investnents, especially with an effective
date of July 1. She opined that tonorrow Bl ueCrest Energy wll
discuss a gas project that is specifically on hold because of

the wuncertainty surrounding whether the tax credits wll be
avai |l abl e. Regardl ess of the price environnment for gas, she
said, the industry as a whole is still in a negative cash flow
position; therefore, making those investnents in the tinefrane
is still very challenging. She stated that the tax credits were
absolutely necessary to bring those conpanies to Al aska. She
added, "You wouldn't have had the hundreds of mllions of

dollars of investnment over the last six years that have
increased the Kenai Peninsula Borough's tax revenues, and
increased the workforce and property values in that community
wi thout the tax credits.”
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2:06: 08 PM

REPRESENTATI VE JOSEPHSON noted he supported "the Agrium bill"
and that even though it neant a reduction to the state, he saw
that the case was nade. He said he also sees Ms. Moriarty's
poi nt of view Not wi t hstanding that, he recollected that M.
Mayer, during his testinmony at a prior neeting, had offered his
understanding that the industry in Cook Inlet believed that the
tax credits that exist in the inlet are not sustainable, because
they are too generous. He asked for Ms. Mriarty's response to
M. Mayer's comment.

M5. MORIARTY responded that she has not had any direct
conversation with M. Myer since two sessions ago, and she
offered her wunderstanding that he did have conversations wth
i ndi vidual conpanies; therefore, she encouraged Representative
Josephson to ask the Cook Inlet conpanies that question to
determ ne where [M. Mayer] may have obtained his information

2:07: 38 PM

REPRESENTATI VE HERRON referenced slide 20 regarding specific
concerns with the bill and slide 16 regarding the four policy
guesti ons. He advised that when the governor's bill nakes its
way out of conmittee it won't be the governor's bill as there
wi |l be changes. "Cbviously there must not be any good points

that you've put on that sheet," he said. He asked Ms. Moriarty
to describe the [npbst critical concerns] on which the conmttee
shoul d focus by highlighting which were bad and which were ugly.

M5. MORI ARTY replied it is inpossible to advise which ones are
"evil, bad, and sort of ugly," because for various conpanies the
proposals wll have different inpacts based on the conpany.
Therefore, AOGA is saying, holistically, that all of these
changes w Il have a negative inpact on every single conpany.
For exanple, when increasing the mnimm tax by at |east 25
per cent . A conpany that is already paying the mninum tax is
faced with a 25 percent hit. A conpany that isn't paying a tax
right now and has production, but hasn't nmade a profit or was
given a small producer exclusion, goes from "zero to five." A
conpany that doesn't pay tax now has an "infinite increase.”
The point is, she related, that all of these changes have a
different inpact based upon the conpany, which is why each of
the conpanies will testify.

2:10: 02 PM
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REPRESENTATI VE JOSEPHSON referred to the first couple slides and
speculated that in sone respects the industry mght |ike the
fact that the state is trying to wean itself from dependence.
At the sane tinme, he said, he occasionally feels as though each
tinme the legislature tries to be the 18-year-old noving out of
the house, the industry wants to remnd the |egislature, "No,
you can't |eave, you nust stay with us." He requested Ms.
Moriarty to respond.

M5. MORI ARTY agreed the industry would "love for the state to
have a diversified econony, neke no mstake about it." She
pointed out that the industry has been the |argest contributor
to state governnent, not by choice, but by the policy put in
pl ace by the state. She stated the industry takes its role
responsi bl y. Its enployees are good corporate citizens who
provi de | arge anobunts of community service. She reiterated that
the industry would love to have a diversified econony, but she
opined that increasing taxes as a way to try to solve a fisca
crisis does not provide any stability or predictability. She
continued, "Because all we see as the industry is: you raise
taxes when prices go up; you raise taxes when prices go down;
what's going to happen next vyear if you pass everything and

you're still a billion dollars short for whatever reason?" She
asked, "So, does that nean you're going to come back to us again
and again and again?" She reiterated that HB 247 would not

provide stability to the industry.

2:12:23 PM

REPRESENTATI VE JOHNSON opined that he looks at this as pay ne
now or pay nme later. He said [the state] can extract the wealth
fromthe oil industry now and lose it |ater because of |ack of

production in those areas of things, such as exploration, that
the state would be mssing out on. He said he would Iike to see
effort spent regarding the |oss of production versus taking the

noney now, sone of the balance is mssing. He indicated his
dilemma is in answering the question: "Do we take it now when
we, quite frankly, have nore savings than we wll maybe in ten

years when the lack of production really catches up and we
really drop down and TAPS [ Trans- Al aska Pi peline Systen] becones

an issue?" He requested an analysis on what the state would
forego in revenue by doing this now based upon exploration and
i nvest nent . He said he would like to see an apples to apples

conparison, including cost.
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M5. MORI ARTY noted that Representative Hawker had renarked that
the administration [had advised the legislature to obtain an
i npact analysis from the industry], and she indicated that [the

i ndustry would provide that information]. However, she said
that what Representative Johnson was discussing was sonething
that the industry cannot really do. She questioned where the

credibility would be if the industry told the state that under
HB 247 it would experience a $50,000 I oss. She expl ai ned the
industry can take the state's projection and make assunptions
but it would be much better if it came froma third-party, such
as Econ One or Wod Mackenzie, thus AOCGA would encourage a
third-party anal ysis.

2:14: 57 PM

REPRESENTATI VE  JOHNSON noted that i f taxes are raised,
production will drop; if taxes are not raised, investnent and
production will go up. He described it as a timng issue and

asked whet her his assessnent was accurate.

M5. MORI ARTY stated that Representative Johnson's assessnent is
not off base in that Janet Wese, from BP and the AOCGA board
chair, in January discussed that tipping point and where it nmay
lie. Ms. Mriarty agreed that the legislature could increase
taxes on the industry, but questioned how that would inpact
i nvest ment decisions, which in turn would inmpact production 4-15
years from now. She warned that the industry is already at a
tipping point in a cash negative position; therefore, the
state's actions could have | ong-term consequences.

2:15: 59 PM

REPRESENTATI VE HAWKER referred to M. Moriarty's previous
testinmony that the industry participants thenselves are actively
and regularly engaged with the Departnent of Natural Resources
(DNR) and to sone degree the Departnment of Revenue (DOR) in the
preparation of the Revenue Sources Book by providing access to a
certain anount of confidential production information. He asked
whet her the nenbers of AOGA will continue to work with the state
toward the spring update of the Revenue Sources Book and provide
information as to the potential decreases in production the
| egi sl ature can expect to see if this legislation is enacted.

M5. MORIARTY agreed that those are confidential conversations
the conpanies have with DOR and therefore she cannot speak to
those questions. She said the conpanies have ongoing
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relationships with all regulatory agencies and stated that that
is a good question for the conpani es.

2:17: 07 PM

REPRESENTATI VE JOSEPHSON referred to concerns raised by DOR and
possibly others, regarding the statute and that the current
operating budget only funds 10 percent of the credits that are
likely to be requested for repaynent. He asked whether the
current statutory authority allowi ng the governor to pay only 10
percent creates anxiety that there should be greater balance so
that the likelihood of paynent is there for the industry.

M5. MORIARTY replied that HB 247 does not provide any further

stability to that. The bill could pass with all of the
probl ematic provisions, such as the $25 million limt, in-state
hire, conpanies with gross revenues of nore than $10 billion

can't pay, and that it can't be against the net operating |oss.
All those provisions could go into place and next year the
governor could only put in $40 mllion for the tax credit fund
if that was the 10 percent nunber [of operating budget funds].
From AOCGA's standpoint, HB 247 provides no stability, no
predictability, and no certainty.

2:18: 56 PM

REPRESENTATI VE SEATON noted that a production increase of 8,000
barrels per day in Cook Inlet would equal 2,920,000 barrels of

i ncreased production for $400 mllion in tax credits. If the
credits and that production rate continued, the [cost to the
state] would be $136 per barrel. He asked whether, even with a

factor of 10 percent, the industry would expect the state to
continue that kind of price support by extending credits based
on the anount of production received.

M5. MORIARTY responded that it all goes back to what was
happening to production before those credits were in place and
whether that is the type of production the state wants for Cook
Inlet and the state. She pointed out that AOGA is saying that
those credits have been essential in increasing production,
essential in providing nore royalties and property and corporate
incone tax both to the state and the |ocal governnments, and they
are providing jobs. The industry will respond to the policies
set by the legislature, she said.

REPRESENTATI VE SEATON asked whether the industry would expect
the state to give credit price support of $136 per barrel, which
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would be the increased production for that kind of credit
support seen in Cook Inlet.

M5. MORI ARTY reiterated that that policy would be the purview of
the legislature and the industry will respond to whatever policy
is in place.

REPRESENTATI VE SEATON st at ed:

| guess you're in here testifying that we should keep
the credits in place, and that policy is what we
shoul d keep in place for credit support for additional
production in Cook Inlet. And |I guess if that's your

testinmony, that's ... fine. And if you're just saying
we should figure out what's good for us and ... just
take that ... policy decision, that's fine too.

M5. MORIARTY interjected that the policy in place has increased
production, and should the commttee believe that is a good
policy that should be continued, then the commttee should

probably keep the Cook Inlet tax credits in place. In the event
nodi fi cations should be made to the credits, the industry wll
nodify its response, which wll Iikely have an inpact on

i nvest ment and producti on.
2:22:12 PM

REPRESENTATI VE HAWKER stated that M. Moriarty's response to
Representati ve Seaton confused him He said he understands the
guestion as Cook Inlet currently producing an additional 8,000
barrels per day and the state having invested approxi mately $400

mllion in frontend credits. He asked whether nany of those
credits are exploration as well as frontend-|loaded credits on
establishing a |evel of production. | nvesting that much noney
now wll result in a long-term stream of production that wl

continue for years and wll not require an equal |evel of
support. He offered his wunderstanding of M. Mriarty's
response as follows: “"No, we have to put that same anmount in

every year to get that sane ampunt of production every day."

M5. MORIARTY offered her understanding that Representative
Seaton had asked her whether she thinks the anobunt of credits
currently being given are sustainable, to which she had
responded that [those <credits] have "worked to increase

investnments that will have an increased production over the life
of those fields and investnents.” She said she could not
predict "whether it's $440 mllion for another ... six years,"
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because the price environment will self-correct. In this price
envi ronnment people are going to reduce their investnents, which
would result in a reduction on the amunt of credits paid
whet her or not the systemis changed. She conti nued:

| mean unfortunately we'd like to keep the sane |evel
of spend but when price is only $30 it's probably not
going to be the sanme |evel of spend. ... Maybe |
m sunderstood the question, but my point was is we
think the credits have been very inportant for Cook
I nl et production and investnent.

2:24:29 PM

REPRESENTATI VE HAWKER descri bed the discussions as "apples and
oranges,”" and said he would l|like wtnesses to address the
frontl oaded nature of <credits and the long-term nature of
production arising from those credits. He noted that he will
not be able to attend sonme conmttee neetings and he would Iike
soneone to bring up that issue.

2:24: 58 PM

REPRESENTATI VE TARR advised that Hilcorp made front page news
for giving a bonus of $100,000 to each of its enployees, to the
tune of over $100 mllion. She asked how AOGA expects the
Al askan public to react to that information and then the
response that Hilcorp is hurting.

M5. MORIARTY responded that the conpany nade a five-year
commtnment to its enployees and, even in this tough economc
time, decided to honor that commtnent, which she described as
the conpany putting forth that it cares about its workforce.
Wth respect to the state being in a deficit and AOCGA asking for
no additional increases on the industry, she noted that Hilcorp
had purchased fields on the North Slope and is part of the $52 a

barrel. Currently Hlcorp has a negative cash flow of about $22
per barrel, and the legislature is asking Hlcorp to add costs
to that at a tine that it wll cause an inpact to either its

capital spend or operational spend. Mking a policy decision to
raise taxes on an industry that has negative cash flow is the
| egi sl ature's prerogative, but the industry is saying that that
policy will inpact its investnent and production.

REPRESENTATI VE TARR commented that her constituents do not view
t he conpany as having tough tinmes when they read about over $100
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mllion in enployee bonuses. She said, "That doesn't ring the
alarmbells that ... bad things are happening to them?"

M5. MORIARTY said the industry is hurting and stated that

several hundreds of jobs have been |ost from ConocoPhillips, BP,
and others in the state. She advised that with the continuation
of these prices conbined with an increase in taxes there will be

nore job | osses seen in Al aska.
2:27:47 PM

REPRESENTATI VE NACGEAK opined that both the private and public
sectors honor their commtnent to their enployees. He decl ared
that the state gives raises every year even when noney is | ow

REPRESENTATI VE TARR commented the action of the |egislature,
until the final negotiations |ast year, was to not honor those.
She opi ned that was probably not the best exanple.

2:28: 48 PM
The conmm ttee took an at-ease from2:28 to 2: 34.
2:34: 08 PM

Bl LL ARMSTRONG, President, Arnstrong G| & Gas, explained he did
not have a prepared statenment or a PowerPoint today but was
going to speak "from the heart.” He explained he wanted his
time before the commttee to be a question and answer session

He noted things he wanted to discuss with the body today
include: where the price of oil is and where it is headed; the
recent announcenent of his conpany's new discovery; state oil
tax policy, specifically HB 247; and the Trans-Al aska Pipeline
System ( TAPS). M. Arnmstrong articulated he wanted everyone to
know how much he | oves Al aska. H s conpany has been in Al aska
for 15 years. He opined the state and his [current and former]
conpani es have worked well together and that their ventures have
been nutually beneficial. He nmentioned he was the first one to
i ndependently own and operate a field on the North Sl ope, and he
pointed out it is the sixth largest field on the North Slope

He further pointed out the second field to ever be put into
production, which he noted is now the fourth biggest field, also
originated from his office. He announced that recently his
conpany and its Spanish partner, Repsol, found a field that may
possibly be the second biggest field on the North Slope. He
said Arnstrong Ol & Gas is a private conpany and he believes in
the state, both its potential and future.
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2:38:24 PM

REPRESENTATI VE HAWKER clarified that M. Arnstrong is alluding
to the high prospectivity of the Colville Delta project. He
reported that sonme of the DNR nunbers he has heard are 100, 000
barrels a day and noted this is an environnmentally sensitive and
difficult area to devel op. He requested M. Arnstrong to give
the comnmttee sone sort of confidence in the conpany's ability
to overcone the environnentalists' objections.

MR. ARMSTRONG replied the discovery is naned Pikka, a nane he
hopes to change, and is |ocated between the Al pine Field and the
Kuparuk River Unit. He said the Pikka discovery is not in a
massi vely sensitive area such as the Chukchi Sea or areas that
have a very high profile. ConocoPhillips and Atlantic Richfield
Conmpany (ARCO already have five pads in the delta and have
shown the resources in the area can be devel oped. The first
three pads at the Pikka discovery planned for devel opnent are
east of the river, not in the delta. The conpany went wth an
envi ronment al i npact assessnent (EI'A) as opposed to an
environmental audit (EA). He added he did not feel the ElIA was
necessary but it was done at the request of DNR  Nuigsut
Village, and the Native corporations. He said sinple gravel
roads will be used, and oil on vertical support nenbers, snal
pads, and long-reach wells and therefore he didn't expect much
in the way of environnental inpact nor in objections.

REPRESENTATI VE HAVWKER congrat ul ated M. Arnstrong.

MR. ARMSTRONG descri bed when he came to Alaska in 2001, all the
big conpanies had essentially witten off Alaska for any
prospects; BP and Exxon decided they were not going to drill any
nore wildcat wells, and the general thesis was that all the big
fields had been found. He explained the pipeline was declining
and had peaked out at 2 mllion barrels a day and was on its way
down to something nonconmmercial, but he did not believe that to
be true. He described the new field as being shallow and "very
old fashioned.” He further described it has multiple "pays," a
23 percent porosity, 150 feet of pay, and huge oil col umms. He
explained it has not been fully appraised yet, but the conpany
has already found over 1 billion barrels. He added that "the
wells are going to be good, fast production” and said this
di scovery could "really add a big jolt to TAPS."

M. Arnstrong declared that it is getting difficult to produce
and there are discussions about "heating it up" and adding nore
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pigs and conpressors, but the best way to keep TAPS going is
nmore oil. In reference to the decline curve from M. Mriarty's
presentation he proclaimed [his conpany and Repsol] are not
going to flatten it, but increase it. The oil field is really
good and will last a long tine, he said, and Arnstrong G| & Gas
and Repsol have put a lot of effort into it. He reported they
have seven penetrations in one zone and four in another that
have already been appraised, and nultiple others. He advi sed,
"As a group, as a state, you have to get wells drilled," because
if wells aren't drilled oil won't be found. There is room to
find nore fields like his and Repsol's on the North Slope.
Easier access to the land and a better permtting process are
needed; it is not a dimnishing asset, it can increase.

2:45: 53 PM
REPRESENTATI VE HAWKER i nquired how M. Arnmstrong would respond
to soneone who said he didn't need the state's financial

i ncentives because he was doing so well.

MR. ARMSTRONG replied that without the state's incentives he

would not have come to Alaska in the first place. The
conpetition the state has is not with other oil conpanies, he
opined, it's with other regions. He declared this price dip
won't | ast. Pretty much across the globe, regions are naking

terms better by giving tax incentives or re-trading their
policies, he said, with the exceptions being Congo, Mdagascar
Tanzani a, and Al aska. He posited, "To make things worse when
things are bad, you are kind of in rare conpany."”

2:48: 42 PM

REPRESENTATI VE HAWKER requested M. Arnstrong to identify,
specifically to the North Slope, which state incentives brought
hi m here and which keep him here. He al so asked M. Arnstrong
to talk about his Cook Inlet experience and offer advice on how
to keep it devel opi ng.

MR. ARMSTRONG answered that Arnstrong Gl & Gas was active in
Cook Inlet for four or five years because of the credits. He
said, "The production in the Cook [Inlet] was dropping like a
rock and you know exactly what was needed in Southcentral to
keep the schools heated and the hospitals open, and there was a
day of reckoning that was going to come within a ... half dozen
years or so and you all put together a series of very generous
tax credits.” He described it as the "greatest tax regine on
the planet,” and it worked. He explained he was able to put
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together a project with a field of about 100 billion cubic feet
(Bcf) and a 25 mle pipeline and sold into the Southcentral gas
mar ket . He said he didn't have an opinion about the credits
because he hasn't worked there in so long, but that they did
wor k. As for the North Slope, he said he has had the "dis-
privilege" of having five different tax reginmes since 2001,
sonething that is extrenely unusual. The economic limt factor
(ELF) was the tax reginme that helped him cone here, because it
was set up for developnents that didn't have a huge field.
Foll owi ng ELF, Governor Frank Murkowski created the petrol eum
production tax (PPT), which was the beginning of the

"progressive quasi wi ndfall profits tax." But, he said, things
went conpletely off the rails with Alaska's Clear and Equitable
Share (ACES) and he left the state at that point. He deened

ACES as ridiculous and said no one could nake any nobney wth
ACES in play. He said he net with Governor Sean Parnell and
knew he would reform it because it was not sustainable.
Governor Parnell did reformit, with Senate Bill 21, and it was
good and was worKking. Wiile Senate Bill 21 was extrenely
conplicated it nade Al aska conpetitive with the continental U S.
At that time he cane back to Al aska, as did Jim Miusselman wth
Caelus and Jeff Hildebrand with Hlcorp, and it nmarked the
begi nni ng of people comng to Al aska. He said the |ifespan of
Senate Bill 21 was during this collapse. He said no opinion can
be said in this current financial environnent. Everybody is
dropping rigs like crazy and in every exploratory region.

2:55:18 PM

REPRESENTATI VE HAWKER stated that he has always appreciated M.
Arnstrong' s unabashed honesty.

REPRESENTATI VE TARR stated the legislature was trying to figure
out the specific inpact to current projects if changes were nade
ri ght now. She opined that in conparing different tax regines

referencing M. Arnstrong's statement that ACES was bad, there
was concern about conpanies |ike his because of capital credits
being structured so generous. She offered her assunption
capital credits were essentially the same as operating |oss.
She stated the legislature is also trying to figure out if the

credits being used incentivize wanted behaviors. She asked M.
Arnmstrong, with the exception of his previous statenent about
wanting people to drill wells, to explain in the context of his

work which credits does he believe to be favorable.

MR. ARMSTRONG replied the big one is the 35 percent net
operating loss credit, because it enables the industry to
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weather the time it takes to drill wells and get production

onl i ne. He nmentioned he didn't want to upset any of the oil
guys in the room but exploratory credit "is peanuts in the
scheme of things." He shared with the conmttee there is an
internal nanme for HB 247: "Hell bent 24/7 to run every oil

conpany off the North Sl ope.™

2:58: 29 PM

REPRESENTATI VE OLSON expressed his desire to address the Cook
I nl et stanpede. He explained it was primarily "Tom Wagner's
baby. " He reported he thought M. Wgner was crazy when he
first discussed it, but then he started to nmake nore and nore
sense and turned it into a real asset. He explained to M.

Arnstrong it didn't really attract a lot of attention from
[conpanies outside of Alaskal], wth the exception of his.
Representative O son agreed with M. Arnstrong's assessnent of
HB 247. He said he had heard that the only place HB 247's
tactics were being used was in third world countries and thanked
M. Arnmstrong for confirmng that information.

2:59:32 PM
REPRESENTATI VE JOSEPHSON inquired as to the historic timng of
M. Arnstrong comng to Al aska and which incentives he found

attractive in 2001.

MR. ARMSTRONG responded that Alaska is blessed with one of the

best petrol eum systens in the world. All of the problens are
above ground - permtting, environnental extremsm tax |aws,
and facilities access - but below ground it is fantastic. The
North Slope is really not very "picked over,"” unlike nost other

pl aces in the Lower 48, but is geologically terrific. He asked
if the commttee renenbered the <charter agreenent that he
t hought to be expired. He elaborated that it was the product of
the legislature's realization that production peaked in 1990 and
was on its way down. M. Arnstrong described that at the tinme
there was an oligopoly on the North Slope because BP and ARCO
were pushing people away by not working with them and limting

seismc access, well information, and |and trades. These were
the series of events that led to the creation of the charter
agreenent, which was ostensibly an "open for business sign." In

answer to Representative Josephson's question about what brought
him to Alaska, he indicated it had been the charter agreenent
and all the business opportunities for oil and gas exploration.

3:03: 05 PM
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REPRESENTATI VE HAWKER admtted he was not aware of any such
agreenent and asked whether M. Arnstrong was referring to the
BP/ ARCO ner ger agreenent.

MR. ARMSTRONG answered no, and offered that it was only about
four pages in length and was quite "l oose."

3:04: 02 PM
ADJ QURNIVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:04 p.m
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