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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 AND HELD
PREVI QUS COW TTEE ACTI ON
BILL: HB 247

SHORT TI TLE: TAX; CREDI TS; | NTEREST,; REFUNDS; O & G
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W TNESS REG STER

KEN ALPER, Director

Tax Division

Depart ment of Revenue (DOR)

Juneau, Al aska

PCOSI TI ON STATEMENT: During the hearing on HB 247, provided a
Power Poi nt presentation on behalf of the governor entitled, "QOl
and Gas Tax OCredit Reform HB247, Additional Mdeling and
Scenario Analysis - Part 2a."

DAN STI CKEL, Assistant Chief Econom st
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Depart ment of Revenue (DOR)

Juneau, Al aska

PCSI TI ON  STATEMENT: During the hearing on HB 247, answered
guestions on behal f of the governor.
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ACTI ON NARRATI VE
1:10:12 PM

CO- CHAIR BENJAM N NAGEAK called the House Resources Standing
Commttee neeting to order at [1:10] p.m Represent ati ves
A son, Seaton, Josephson, Johnson, Talerico, and Nageak were
present at the call to order. Representatives Tarr and Herron
arrived as the neeting was in progress.

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

1:11: 08 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
t ax credit, and t he qgualified in-state oi | refinery
infrastructure expenditures tax credit; relating to the m ni num
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 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 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 |ease 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
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applicabl e before January 1, 2011; nmeking conform ng amendnents;
and providing for an effective date.”

1:11: 26 PM

KEN ALPER, Director, Tax Division, Departnent of Revenue (DOR),
on behalf of the governor, provided a PowerPoint presentation
entitled, "Ol and Gas Tax Credit Reform HB247, Additional
Model i ng and Scenario Analysis - Part 2a." Displaying slide 2

"What We'll Be Discussing,” he said today's presentation is a
continuation of the deeper details of the proposed provisions in
HB 247. He said he will start by |ooking at how the proposed
mnimum tax in the bill would affect some of the econom cs of
current production and then he will look at how the proposed
credit changes would inpact the analysis of a new field on the
North Sl ope and in Cook Inlet.

MR. ALPER turned to slide 3, "North Slope Production Tax
Snapshot Wth Inpact of M ninmm Tax Changes.” He then turned to
slide 4, "Assunptions,"” to outline the assunptions used in DOR s
nodel i ng. He said the departnment's nodel is <called the
Snapshot, a comngled map of all of the oil fields working
together, and therefore it doesn't incorporate the specifics of

any individual producer. He drew attention to DOR s assunptions
shown in yellow from DOR s fall 2015 Revenue Sources Book, which
forecasts for fiscal year (FY) 2017: average per barrel (bbl)
transportation cost - $11.16; state royalty rate - 12.5 percent;
average state corporate incone tax (CIT) rate - 6.5 percent
based on apportionnment formula applied to the state's statutory
9.4 percent rate; federal CT rate - 35 percent; total per

barrel of [deductible] upstream capital expenditures ("capex")
and operating expenditures ("opex") - [$31.62]; total FY 2017
production [at 1,000 barrels/day] - $504,900; and state's share
of property tax per barrel produced - $1.25.

MR. ALPER expl ained that the chart on slide 5, "FY 2017 snapshot

(legacy oil)," is the format used during DOR s presentations for
Senate Bill 21 [passed in 2013, Twenty-Eighth Alaska State
Legislature]. The chart shows the split of producer, state, and

federal share of profit across a range of prices. The versions
of the chart that were before the conmttee a few years ago
didn't contenplate the |lower prices being seen today. At an oi

price of $50 a barrel state take is 98 percent and at $40 the
state take is in excess of 100 percent because the conpanies are
effectively losing noney and because of the inpact of the
mnimum tax. At $90 total state and federal government take is
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60 percent; at $60 total government take is 70 percent; and at
$70 total governnment take is 62 percent.

1:15: 02 PM

REPRESENTATI VE JOSEPHSON, regarding the state taking in excess
of 100 percent at a price of $40, inquired whether the credits
have been subtract ed.

MR. ALPER replied no, the calculation here is sinply that the
divisible profit is less than $0 because the conpanies are
| osing noney on cash flow. So, any state take, in this case the
mnimumtax, is nore than 100 percent of the divisible profit.

1:15:36 PM

MR. ALPER said the chart on slide 6, "FY 2017 snapshot (Il egacy
oil) with 5 [percent] nmin. tax," is the sane analysis if the
m nimum tax were increased from 4 percent to 5 percent. At a

price of $80 a barrel total state and federal governnment take is
60 percent; [at $90 governnent take totals 60 percent and at
$130 governnent take totals 66 percent]; at $70 total governnent
take is 64 percent. At a price of $50 a 5 percent mninmum state
tax would take 102 percent of divisible profits. So, when in
margi nal places where there are no profits to divide, the
increase to the m ninumtax has the nobst inpact.

MR. ALPER stated that the chart on slide 7, "FY 2017 snapshot
(new oil)," provides the sane analysis on new oil, oil that is
eligible for the Goss Value Reduction (GVR). For new oil,
government takes across the board are quite a bit lower at the
hi gher prices, ranging from57-58 percent. At $50 state take is

81 percent as opposed to 98 percent for |egacy oil. The main
reason for this difference is that new oil is not required to
pay at the mninmum tax |evel. Producers are able to use their

per taxable barrel credits to reduce paynents all the way down
to $0 and therefore they are able to pay at the lower level, so
the total state and federal governnment take is 88 percent.

MR. ALPER displayed slide 8, "FY 2017 snapshot (new oil) with 5
[ percent] mn. tax and hard floor,”™ and pointed out that
layering in the changes proposed in HB 247 would result in a
dramati c change at, say, a price of $50 because in addition to
having to pay the higher mninmum tax of 5 percent the producers
must pay a mninmumtax. Under current law, new oil eligible for
GVR benefits can go to zero, while the proposed changes would
prevent that. Therefore, at the lower prices, the econom cs on

HOUSE RES COW TTEE - 6- March 7, 2016



slide 8 are simlar to the econonmics on slide 6 because the GVR
beconmes immaterial due to the inposition of the mninmmtax.

1:17:48 PM

M. ALPER next discussed the distribution of revenues for North
Sl ope production with the proposed mninum tax changes [slide
9]. He explained that the two charts on slide 10, "D stribution
of Revenues for Legacy O, $40," represent a barrel of oil that
is divided. The charts take the value of a barrel oil and show
what the cost is, what the state's share is, and what the
different tax slices are of the value. At a price of $40 it is
a noney-losing proposition and therefore nunbers go below the
zero line. [Under current |aw of Senate Bill 21], at a price of
$40 the producers have an estimated operating |oss of $7.39 per
barrel (blue bar) and the total governnent take is $5.86 (green
bar) . If HB 247 was passed as witten, the main change at a
price of $40 would be the 5 percent m nimum tax, which would add
about $.26 to the state's take and which is $.26 that would cone
out of the producers' piece.

MR. ALPER displayed slide 11, "Distribution of Revenues for

Legacy G|, $60," and continued the aforenmentioned discussion at
a price of $60. At $60 the industry does see profits, he said,
al though relatively small ones conpared to historic norns.
[ Under current law], at $60 the producer share of the divisible
profit after all costs and all taxes would be $5.72. |f HB 247

passed as witten, there would be the reduction of $.26 that
brings the producer share of the divisible profit down to $5.46.
Governnent take would go up by the sanme $.26 to $13.01. These
nunbers line up to that roughly 70 percent governnment take
cal cul ation seen a few slides ago.

MR. ALPER showed slide 12, "D stribution of Revenues for Legacy
Ql, $80," and continued the aforenentioned discussion at an oi
price of $80. He said this is the highest price that DOR | ooked
at for the purpose of the analysis for this presentation. At
$80 there is no change - the producer share is $15.56 under
current law and would still be $15.56 if HB 247 were passed
This is because at a price of $80 the mnimumtax is not part of
the calculation; there is enough profit and enough value that
the state is actually receiving the full 35 percent tax, |ess
per taxable barrel credits, and therefore the change to the
m ni mum tax doesn't have any i npact. This would also be the
case at any price above $80 a barrel.

1: 20: 22 PM
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MR. ALPER pointed out that the next three slides are the sane as
the previous three, only rather than for |egacy oil they are for
new oil, oil that is eligible for the Goss Value Reduction
(GVR) . Moving to slide 13, "Distribution of Revenues for New
Ol, $40," he said that [under current |aw] the producers are
| osing $6.39 per barrel. If HB 247 was passed, the producers
would lose $7.65 per barrel, an increase of $1.25 and the
governnent take woul d correspondingly increase by $1.25.

MR. ALPER displ ayed slide 14, "Distribution of Revenues for New

Ol, $60," and noted that the producer share [under current |aw
is $6.76; if HB 247 was passed it would be $5.46, which is $1.30
| ess. [ Gover nnent take would be raised to $13.01.] The after
effects of HB [247] would make these nunbers |ook identical to
the non-GVR oil, essentially. By throwng in the mninum tax
requirenents of legacy oil at the lower prices there is no

benefit to the Gross Val ue Reducti on.
1: 21: 24 PM

REPRESENTATI VE JOSEPHSON posed a hypothetical scenario in which
the GVR concept was in effect in 1967 when oil was discovered in
Prudhoe Bay. He asked whet her under the existing definition of
GVR t he Prudhoe Bay oil would still be treated as new oil today.

MR. ALPER replied that the definition of new oil in statute is a
field that was unitized subsequent to 2003. Had a net profits
tax regime with a new oil provision been passed back in the
1960s, yes, if Prudhoe were to fit under that definition then,
there is no nechanism by which oil would graduate and go from
being new oil to being old oil. Once sonething qualifies for
new oil, the way Al aska statutes are currently witten it
remai ns new oil indefinitely.

1: 22: 16 PM

MR. ALPER addressed slide 15, "Distribution of Revenues for New
al, $80." He rem nded nenbers that for legacy oil at a price
of $80 there would be no inpact from the changes contenpl ated by
HB 247. However, he continued, for new oil there would be an
increase of $.97 because of the GVR benefits. The cross over
point, the place where a producer would switch over from paying
at the mninmum tax rate to paying at the full tax rate is
actually a few dollars higher
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MR. ALPER next discussed DOR s field |life cycle nodeling for the
North Slope [slide 16]. Turning to slide 17, "North Slope Life
Cycle Mbdeling Assunptions,” he explained that DOR nodeled two
field sizes on the North Slope, a small field of 50 mllion
barrels of oil (Mwo) and a large field of 750 MWwo. The snal

field is analogous to sone of the smaller fields that have cone
into production in the last few years as well as sonme that are
under developnment, or wunder active exploration or delineation
ri ght now. The 750 mllion barrel field is a nuch |arger type
of field, something along the lines of the Alpine Field [also

known as Colville River Unit]. Al though it doesn't directly
nodel the expectations of, say, the large Arnstrong/ Repsol
devel opment [Pikka Unit], it could in sone ways be seen as a

proxy for that.
1:24: 03 PM

REPRESENTATI VE SEATON asked whether a 50 Mwbo field is anal ogous
to 15,000 barrels a day at peak production in the life cycle.

MR. ALPER responded yes, about 15,000 barrels a day.
1:24:22 PM

MR. ALPER continued his discussion of the assunptions outlined
on slide 17, noting that in nodeling the two field sizes, two

types of producers were nodeled - those producers eligible for
cash refunds and that under HB 247 would be inposed a $25
million [imt per conpany per year, and those new producers with

wor | dwi de revenue greater than $10 million that under HB 247
would not be eligible to receive any credit in cash and would
have to roll it all forward until production occurs. The prices
nodel ed were for $40, $60, and $80 held static, uninflated,
through the life of the field as well as the fall 2015 forecast
price, which is in the $50s now and noving up gradually into the
$70s for the bulk of the study tine. The fall 2015 forecast
nunbers will often split the difference of the $60 and $80 as
far as the net result. The two tax systens nodeled were the
status quo system with new fields qualifying for the 20 percent
GVR that would be in place throughout the life cycle of the
field, and the system that would be put in place under HB 247.
He said DORis wlling to do custom nodeling per the commttee's
request. Today's nodeling includes all the changes proposed in
HB 247: an increase and hardening of the mnimumtax; limt on
the credits/refunds by the dollar anount, worldw de revenues,
and the 10-year expiration of Net Operating Loss Credits; and
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that the GVR cannot be used to increase the size of the net
operating loss (NOL).

MR. ALPER displayed slide 18, "North Slope Life Cycle Modeling
Assunptions, 50 mmbo field assunptions,” and outlined the

assunptions for this size field: field life cycle - 30 years

peak oil production - 15,000 barrels per day; transportation
cost - $10 per barrel from wellhead to Punp Station 1 to the
pipeline to marine transport; royalty rate - 12.5 percent;
capital expenditure - $18 per barrel, generally frontloaded in
the beginning of a project; operating expenditure - $15 per
barrel, which is nore back |oaded, running alongside the
production itself; property tax - $1.25 per barrel; [state

corporate incone tax (SCIT) rate - 6.5 percent of production tax
value (PTV) after production tax; and federal corporate incone
tax rate - 35 percent of PTV after SCT]. He noted that the
production, and state and federal corporate incone tax rates
line up with the existing rates.

1: 26: 51 PM

MR. ALPER noved to slide 19, "North Slope Life Cycle Modeling,
50 mrbo Status Quo, $40/bbl," the first of four nodeling slides
for a 50 Mwoo field under the status quo tax system He said
the series of three graphs on this slide will be seen on all of
the slides related to |ife cycle nodeling. The upper |eft graph
is the state's cash flow from the production tax programitself.
Any nunbers below the line (red bars) are paying out credits, so
are negative revenues. Any nunbers above the line (blue bars)
are positive paynents under the production tax. At a price of
$40 there is not nuch positive paynent. The wupper right graph
is total state take, which is in many ways nore inportant, and
includes the royalty, the corporate inconme tax, [property tax,
and production tax], with the production tax depicted in green

The lower left graph is the producer's cash flows. It
represents the producer's spending noney and getting sone
fraction of it back in credits. The lower right chart is an
aggregate and summary of the data to conme up wth discounted
nunbers. He said DOR chose to use a net present value (NPV)
di scount rate of 6.15 percent. El aborating, he said this type

of analysis originated last year with sone specific requests
made to the Tax Division by Representative Seaton. The division
did the nodeling at that tine based on what was then the
Per manent Fund Corporation's expected 10-year return, so "we

were saying the state's loss of noney." The permanent fund
subsequently revised that nunber upward to 6.9 percent, but the
nodel still uses the 6.15 percent. The nodeling uses the sane
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nunber for the producers as for the state. The hurdle rates
used by the conpanies tend to be a Ilittle bit higher, he
al l oned, conpanies want to nmake a higher rate of return on their
noney than 6 percent. But, he explained, in the interest of
equity and symetry the same discounted cash flow was used for
the investor as for the state.

1: 29: 34 PM

REPRESENTATI VE JOSEPHSON, regarding the nodeling on slide 19,
surm sed that Conmpany X was successful in finding a 15,000
barrel a day field and would do so for 30 years. Noting that a
| ot of conpanies haven't found anything yet, he surm sed that
these slides are portraying a success story.

MR. ALPER answered yes, the conpany has found a field and now is
starting to develop it. Wat is seen in the graph in the |ower
left corner is all the spending that ranps up as the conpany
starts building the oil field and bringing it into production.

1: 30: 31 PM

MR. ALPER returned to his discussion of slide 19 and noted that
no matter how big or small the field and no matter the tax
structure of status quo or under HB 247, no field nakes any
noney at a price of $40 a barrel. By the time positive cash
flow is reached for a field of 15,000 barrels a day at a price
of $40 the state will have cashed out $221 million in production
tax credits. Very little tax will ever actually be paid because
of the continued |ow prices. Referring to the bottom right
chart, he reported that the effective discounted loss to the
state through the production tax system is negative $153
mllion. Things are better for the state when the royalty and

ot her state revenues are included, but still the state's overal
cash flow loss is $24 nmillion. Wen the tinme value of noney is
i ncluded (the discounted cost) the state loses $58 mllion and
t he producers thenselves will have spent $365 mllion and gai ned
$384 nmillion, so the producers are barely cash flow positive
However, because of the tinme value of noney, the producers show
a substantial loss of $99 mllion.

1:31:51 PM

REPRESENTATI VE OLSON i nquired whether any credits are avail able
after 50,000 barrels a day.
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MR. ALPER replied yes, but pointed out that the peak for this

nodel is 15,000 barrels a day. If a producer drills and
produces nore than 50,000 barrels a day, the producer gets its
credits but cannot turn them into cash - the credits nust be

rolled forward and used agai nst the producer's tax liability.

REPRESENTATI VE OLSON remarked that the producer can get the
credits but cannot use them

MR. ALPER responded not exactly and expl ained that the producer
can use the credits to reduce its production tax paynents. So
long as the price is high enough to support a tax paynent, a
producer could offset that all the way down to $0 or the m nimum
tax depending on the credit. A producer can use the credits to
reduce its tax paynents, but cannot use them to get cashed out
by the state. Responding further to Representative dson, M.
Al per said he will address the cap of 50,000 barrels a day when
he gets to the analysis for large fields. Even if a new conpany
builds a giant field, that new conmpany would put itself in that
50, 000 category under the status quo analysis pretty quickly.

1: 33: 14 PM

REPRESENTATI VE SEATON asked whether the basic presunption for
including the production tax net present value (NPV) of 6.15
percent in the analysis is so a | ook doesn't need to be taken at
alternative investnent of that noney. In other words, he
surm sed, the state is paying out cash and if that cash had been
left in the permanent fund the state would have expected a 6.15
percent 10-year average of return.

MR. ALPER answered yes, exactly right. The state does have tine
value to its noney. Traditionally and historically the state
has not really contenplated that because it sort of operates the
government on a cash basis. But now suddenly the state is using
savings and there is opportunity cost to using those savings. A
simlar conversation was had in this conmttee during the
interest rate conversation. The provisions of the bill that
woul d change the interest rates are also designed to conpensate
the state for the noney it would have earned had that noney

stayed in savings. The conpanies thenselves use the term
"hurdle rate,” which relates to their opportunity for investnent
options around the world and the conmpanies wll invest noney

with the expectation of earning a cash flow profit on it as well
as a discounted rate of return on that profit. The 6.15 percent
is used here with the wunderstanding that quite likely the
typi cal conmpany operating in Alaska is going to expect a |arger
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nunber than 6.15 percent, which would reduce those discounted
val ue nunbers. "The higher the interest rate that you're
charging yourself on your future noney," he explained, "the |ess
noney a dollar in the future is worth today."

1: 35: 24 PM

MR. ALPER resuned his presentation and addressed slide 20,
“"North Slope Life Cycle Mdeling, 50 mbo Status Quo, $60 bbl."
Referring to the wupper left graph, he noted that nuch nore
[ positive cash flow] (blue bars) is seen at a price of $60. At
a price of $60 the conpanies will be paying production tax by
the fifth or sixth year when they get towards peak production.
That production tax adds up to $183 nillion against the $162
mllion that the state pays out in credits. However, while
there is a bit of positive production tax, applying the discount
rate results in a production tax net present value to the state
of negative $37 mllion. Regarding total state take (upper
right graph), he noted that green represents the production tax,
blue is royalty, purple is state corporate incone tax, and red

is state property tax. The state receives $380 million in
positive cash flow out of this field at a price of $60 in the
status quo, with a net present value of about $136 mllion.

Referring to the lower |eft graph, he explained that the cash
flow for the producer is negative (red bars) while the field is
under construction, but after construction the cash flow turns
to profits after taxes (green bars). The producer receives
about $400 nmillion in positive cash flow and a di scounted val ue
of $112 mllion,

1: 36: 49 PM

REPRESENTATI VE SEATON inquired whether the production tax net
present value of negative $37 million can be translated to mean
that the state is advancing credits early in a project and over
the life of the project the state is not going to recover that
noney by approxi mately $37 mllion.

MR. ALPER provided a reply by assumng two scenarios - one the
status quo and the other a field that never happened and so the
nmoney renmained in the permanent fund for the duration. Had that
nmoney stayed in the permanent fund earning a 6.15 percent return
over the multiple years, the state would have had $37 nillion
nore at the end of the day than if the state had paid it out in
tax credits and received it in production tax with that field
i nvest ed. He pointed out that this is purely on the production
tax and does not include the other state revenue.
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1: 38: 11 PM

REPRESENTATI VE JOSEPHSON noted that 1in the aforenentioned
exanpl e the noney was kept in the permanent fund, but posited it
would be nore likely that the noney would not be kept in the
per mmnent fund. In this case there would then be assorted
argunents about what the state did do with the noney and who
benefitted fromit.

MR. ALPER responded that that 1is why the state hasn't
historically discounted its cash flows - the state has nore or
| ess operated on a cash basis. More likely in the recent past
and an era of short-term or expected short-term deficits, the
nmoney would be in the Constitutional Budget Reserve (CBR), not
t he permanent fund. The CBR itself now has the great bul k of
its money in very liquid cash-type investnents that earn |ess
than that. Until about a year ago the bulk of the CBR was in

the "sub-account,” which was invested diversely out in the
financial markets and earned a conparable rate of return to the
permanent fund itself. The limtations on the CBR s sub-account

were that there needed to be five years' worth of noney. Once
prices fell as catastrophically as they did as quickly as they
did, alnost imediately the state no longer had five years
worth of noney in the CBR and the decision was made |ast spring
to liquidate CBR s securities portfolio and turn it into cash.

1: 39: 56 PM

MR. ALPER continued his presentation, noving to slide 21, "North
Slope Life Cycle Mdeling, 50 mmbo Status Quo, $80/bbl." He
explained that at higher prices nore taxes and nore royalties
are seen. At an oil price of $80 there is a positive production
tax value to the state of $110 million in discounted cash flow,
and $364 mllion in total cash flow. To the owner and producer
of the field, a price of $80 over the life cycle of the project
creates $287 million in val ue.

MR. ALPER brought attention to slide 22, "North Slope Life Cycle
Model i ng, 50 nmbo Status Quo, Fall 2015 FC Prices." He said the
fall 2015 forecast price is sonmewhere in between $60 and $80
In this scenario the state's production tax net present value is
a positive $40 nmillion and total state take is $255 million in
val ue. The producer is at $203 mllion in net present val ue.

1: 40: 57 PM
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MR. ALPER explained that slides 23-26 |look at the sanme four
price scenarios under the changes proposed by HB 247. He
conpared slide 23, "North Slope Life Cycle Mdeling, 50 mrbo HB
247, $40 / bbl," to the status quo on slide 19, and noted that
the state's cash flow in the status quo is a payout of $50-3%60
mllion a year in credits during the peak construction years

Under HB 247, however, the credits paid out by the state would
never be nore than $25 million a year due to the proposed cap of
$25 mllion per conpany per year. Larger nunbers would al so be
seen a couple of years in the future because the conpany would
be rolling its tax credits forward and getting them against its
taxes in the years after the conmpany is under production. For
exanple, in the sixth or seventh year the state's cash flow
woul d be nearly negative $20 mllion because the conpany would
have about $7-8 mllion in tax liability that would be offset by
the $25 mllion of carried forward credit and then the conpany
would get the remaining $18 mllion in actual credits. Under
the status quo at a price of $40 (slide 19) the state is out-of-
pocket $221 mllion, while under the proposed changes of HB 247
the state would be out-of-pocket $150 million. Under the status
guo the state's net present value is negative $153 mllion,
whi | e under the proposed changes of HB 247 it would be negative
$95 mllion. Under the status quo the producer's net present
value is negative $99 nmillion, while under the bill's proposed
changes it would be negative $155 million.

1: 42: 50 PM

MR. ALPER conpared slide 24, "North Slope Life Cycle Modeling

80 mbo HB 247, $60 / bbl," to the status quo on slide 20. He
pointed out that a price of $60 a barrel is sonmething like a
break-even nodel for the state. The state's net present value
under the status quo is negative $37 mllion, while under the
proposed changes of HB 247 it would be negative $10 mllion.
Under the status quo a producer's net present value would be a
profit of $112 mllion, while under the proposed changes of HB
247 it would be $93 mllion, an erosion of |ess than 20 percent
to the producer and an inprovenent to the state's cash flow of
about $60 mllion over the life of the project. Under the
status quo the state's net cash flow gain is $380 nmllion and
net present value [is $136 million], while under the proposed
changes of HB 247 the state's net cash flow gain would be $412
mllion and net present value [would be $163 nmillion]. So, at a
price of $60 there would be a small inpact on the project itself
but not an inpact that DOR consi ders catastrophic.

1:44:19 PM
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REPRESENTATI VE SEATON understood that the red bars in the upper
| eft graph on slide 24 represent the investnent by the state, or
noney out from the state. He further understood that the |ower
left graph on slide 24 shows the negative for a producer but
that there are two or three years of net gain for a producer
while the state is still seeing a net outflow

MR. ALPER answered that it is actually tw years because there
is actually a zero bar all the way on the left of all these
scenarios for the state because no one starts claimng credits
until after the first year of work. In the upper left chart for
the state there are six red/negative bars but the |ast negative
bar is actually year seven; however, by years six and seven a
producer is in a positive place. So there are two years where a
producer is having positive cash flow while the state is still
repaying credits. Referring to the upper right chart, M. Al per
noted that the state's positive cash flow under the provisions
of HB 247 would start in year six because once a producer is in
production the state starts receiving a royalty. In year five
the state would receive about $13 nillion in primarily royalty
revenue and would pay out $20 million in continuing tax credits,
so the state would be negative $7 mllion. In year six the
state woul d receive about $28 mllion in revenue (blue bar) and
woul d pay out about $15 million [green bar], so the state would
now start being in a positive cash flow

1: 46: 26 PM

REPRESENTATI VE JOSEPHSON requested clarification on which of the
graphs on slide 24 were bei ng conpar ed.

MR. ALPER replied that Representative Seaton's original question
was conparing the state's cash flow [upper left graph] with the

producer's cash flow [lower |eft graph]. Representati ve Seaton
was nmaking the observation that the producer gets into a
positive cash flow while the state is still paying out credits

M. Al per agreed that that is true for one or two years.
1:47:06 PM

MR. ALPER resuned his presentation. He stated that slide 25,
“"North Slope Life Cycle Mdeling, 50 nmbo HB 247, $80 / bbl," is
the "after"” conparison to the status quo or "before" depicted on
slide 21 for an oil price of $80 a barrel. Referring to the
upper left graph he said the credits that would be paid out by
the state would be restricted by [the proposed $25 mllion cap].

HOUSE RES COW TTEE -16- March 7, 2016



M. Al per pointed out that the scale on the three graphs keeps
changi ng throughout the different slides. Wen there is nore
nmoney the scale needs to be extended because if the scale were
to be kept constant the nunbers would be nearly invisible for a
| arge portion of it. The state's positives from the production
tax at $80 oil reach as nmuch as alnost $60 mllion a year. The
state's total take at the peak of that is close to $100 nmillion
a year. A discounted total state take cash flow of about $380
mllion is seen with the changes envisioned in the bill. The
conparabl e nunber [for the status quo at $80 on slide 21] was
$364 mllion, The state would gain about $16 mllion in value
over the life cycle of the project, while the producers would go
from $289 mllion to $277 mllion, a loss of $12 mllion. As
prices get higher the changes envisioned in HB 247 becone mnuch
|l ess material. Most provisions of the bill are protecting the
state's interest at low price. Although the inpact is higher at
a price of $60, the inpact is less at $80.

MR. ALPER displ ayed slide 26, "North Slope Life Cycle Mdeling,
50 mmbo HB 247, Fall 2015 FC Prices," stating that the fall 2015

forecast price is somewhere in between. In this scenario the
state would have a positive production tax net present value of
$60 mllion, while under the status quo it is $40 mllion.

[ Under the proposed changes in HB 247] the state's net present
value would be $274 million, while under the status quo it is

$255 mllion. Under HB 247 the producer's cash net present
value would be $189 mllion, while under the status quo it is
$203 mllion. So, about $14 nmllion of the producer's value

woul d be taken by the changes envisioned in HB 247.
1:49: 38 PM
REPRESENTATI VE SEATON asked about the fall 2015 forecast price.

MR. ALPER responded that the price for the current fiscal year
is $50 and the FY 2017 price is $56. He deferred to M. Dan
Stickel to provide further details.

DAN STI CKEL, Assistant Chief Econom st, Tax D vision, Departnment
of Revenue (DOR), answered that the fall forecast has a few
years of price increases and prices end up leveling out in the
$70 real range. For instance, |ooking out through 2024 the
price is $84.53 in nomnal terns, which is $70-$71 real range.

MR, ALPER added that DOR is using uninflated nunbers throughout

the life cycle here. So, when $60 is seen or $50 mllion is
seen, those are current-year dollars; DOR did not build in any
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sort of inflation. The departnment has a forecasted oil price
that is going up slightly. The last year of DOR s forecast is
in 2025 and that 2025 nunber is then held flat for the rest of
the life cycle of these fields - in that $70-ish range. That is
why these forecast nunbers cone out splitting the difference
nicely between the $60 and $80 because for the bulk of the tine
period it is a $70 forecast.

1:51:13 PM

MR. ALPER next discussed the large field nodel. He turned to
slide 27, "North Slope Life Cycle Mdeling Assunptions, 750 mrbo
field assunptions,” the first of four nodeling slides for a 750
Mo field under the status quo tax system He said the
assunption for the life of a field this size is 40 years and the
assunption for peak oil production is 120,000 barrels a day.
The capital cost is assunmed to be $13 a barrel, which is |ess
than the cost of $18 for a smaller field due to econom es of

scale from drilling pads and processing facilities. However,
$13 multiplied by 750 million barrels is close to $10 billion;
$10 billion is what it would cost the producer that devel ops and

builds such a field. The departnment nust contenplate what that
nmeans in its tax credit nodeling when soneone cones up and
spends $10 billion on the North Sl ope.

1:52:18 PM

REPRESENTATI VE JOSEPHSON understood that a 750 Mvbo field is
conparable in size to Alpine, Alaska's third largest field. He
i nqui red whether Al pine received credits when it was started.

MR. ALPER answered that Al pine began operating in 2004 and peak
production was 124,000 barrels a day in 2007. Al pine went into
production under the Economc Limt Factor (ELF) system a gross
production tax, and therefore there were not credits associated
with that field s buildout or construction. Unitization of that
field was prior to 2003 so it does not enjoy the Goss Value
Reduction (GVR). For all intents and purposes Al pine is |egacy
oil. \When the switch was nade in 2006 to the production profits
tax (PPT) [Twenty-Fourth Alaska State Legislature, House Bill
488], people tal ked about the weighted average of the tax rates
anong the different fields that were in production on the North
Slope and attention was brought to the fact that many of the
smaller fields were below a 1 percent effective tax rate. The
Kuparuk River Unit had fallen to a very low tax rate. Al of
the taxes were comng, really, from Prudhoe Bay and Al pine;
Prudhoe Bay because it was so large and its wells still very
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productive and Al pine sinply because it was so new it was in its
peak productivity per well and there was a relatively high
mul tiplier that was paying a 10 percent or higher gross tax rate
in 2006 when the swi tchover was made from ELF to PPT.

1:54:16 PM

MR. ALPER returned to his presentation. He brought attention to
slide 28, "North Slope Life Cycle Mdeling, 750 mmbo Status Quo,
$40/ bbl ," the first of four nodeling slides for a 750 Mvbo field
under the status quo tax system He noted that the nunbers are
bigger for this field size and correspondingly the scales on
each of the slide's three graphs are bigger. In this scenario,
the state's share through the tax credit program is just |ess
than $3 billion; that is what the state would be paying out in
cash to get this field up and running. Gven the low price, the
value the state gets from that is relatively small, so the
di scounted loss [the production tax net present value] to the
state is about negative $2 billion. Wen royalty and corporate
tax are included, the state ends up with just over $3 billion in
total revenues over the life of the project against a negative
$2.8 billion in cash flow Thus, the total gain is $367

mllion, but the discounted value of the state's gain is
negative $1.016 billion. The producer is also losing a |arge
anount of noney under the status quo, with a [producer cash net
present value] of negative $1.768 billion. Continuing with the

thesis that was begun earlier, no one is going to nmake any | arge
investnments in Alaska going forward if it is thought that the
price of oil is going to stay at $40 indefinitely.

1: 56: 05 PM

REPRESENTATI VE JOSEPHSON asked whether slide 28 is depicting GVR
oil or legacy oil.

MR. ALPER replied that DOR s assunption for the nodeling of any
new fields on the North Slope is that they will be eligible for
the GVR So, there are two primary assunptions for this new
oil. First, should a field be profitable, the production tax is
going to be reduced by the nultiplier that takes a fraction of
the gross and subtracts it from the production tax value; so,

this new oil wll enjoy a lower tax rate. Second, at | ower
prices this oil would receive the $5 Per-Barrel Credit rather
than the sliding-scale Per-Barrel Credit. The $5 Per-Barrel

Credit can reduce the producer's production tax liability to $0
because there is no mninumtax in a GVR field.
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1: 57: 09 PM

MR. ALPER continued his presentation, noving to slide 29, "North
Slope Life Cycle Modeling, 750 nmbo Status Quo, $60/bbl." He
noted that at a price of $60 under the status quo the credits
are still very large during the early years of construction,
approaching $2.9 billion. In about 10 years the state starts
seeing positive production tax cash flow, prior to that the Per-
Barrel Credit is enough to wipe the tax down to $0. Referring
to the upper left graph, he drew attention to the years where it
appears that nothing is happening and explained that in the
early years of production from this field there is sone
production tax liability, but it is wiped out to $0 by the Per-
Barrel Credit, which is why a gap of nothing is seen. The state
does start getting royalties as soon as production begins and
the state gets positive cash flow in about year eight, but by
the tinme the state gets to that place it is negative cash flow

sonewhere between $2.5 and $3 billion. The producer, neanwhil e,
at the 6.15 percent discount rate, is in a mldly profitable
circunstance of $312 mllion. The producer has a lot of cash
flow at $7.4 billion, but because of how frontloaded a project
like this is it is quite likely that a decision would not be
made to invest in a large, expensive project like this if the
expected oil price was in the $60 range. He offered his

presunption that producers wuld not mnmeke this kind of
i nvestment unless they expected the price of oil to be higher
t han $60 for the next 40 years.

1:58:43 PM

MR. ALPER addressed slide 30, "North Slope Life Cycle Modeling,
750 mrbo Status Quo, $80/bbl." He said the upfront cost to the
state at this price under the status quo is still in the range
of $2.8 billion being spent in credits. The difference is that
the state gets to positive cash flow a bit quicker and gets to
really good cash flow somewhere down the line. 1In the eighth to

tenth year of production, during the peak years where those
120,000 barrels a day are flowing, the state is going to get $1

billion a year in revenue. He recalled testinony by M. Bil

Arnstrong [President, Arnmstrong Gl & Gas Inc.] that the state
will get $1 billion a year in revenue. However, M. Al per
poi nted out, that $1 billion conmes on the heels of several years
where the state is paying multiple hundreds of mllions of
dollars per year during the construction and devel opnent phase
of the project. The producer's cash flow in this scenario is
much nmore robust - a discounted cash flow of $2.2 billion and a
di scounted cash flow to the state of $3.5 billion. So, this

HOUSE RES COW TTEE - 20- March 7, 2016



scenario is great except for the part about the state not having
the noney to pay for the wupfront <costs, leading to the
conversation about what to do about that.

MR. ALPER brought attention to slide 31, "North Slope Life Cycle
Modeling, 750 mrbo Status Quo, Fall 2015 FC Prices," and said
this scenario falls somewhere between and is the forecasted FY
fall 2015 Revenue Sources Book prices. In this case the state
has about $2.5 billion in value and the producer about $1.4
billion. Once again, however, there are very large credits in
the early years of the devel opnent phase, peaking out at just
over $800 mllion of state cash liability to that producer in
about the fifth year of the project, which is peak construction.

2: 00: 38 PM

MR. ALPER discussed slide 32, "North Slope Life Cycle Modeling,
750 mmbo HB247, $40 / bbl," the first of four nodeling slides
for a 750 Mvbo field under the changes proposed by HB 247. He
said this is a very dramatic change, with two things happening.
One is the state is only paying out $25 nillion a year.
Conmparing slide 32 with slide 28, he noted that under the status
guo for this same scenario the production tax credits cashed was
just less than $3 billion. However, under HB 247, the state
would only spend $134 million, a trenendous decrease in the
state's credit liability. The reason for this decrease is the
proposed cap of $25 million per conpany per year. Under HB 247
the state would have sonmething of a positive because the
producer would be paying an actual mninumtax at the rate of 5
percent during the life cycle of the project. The producer's
cash flow at $40 is worse under the proposed changes of HB 247
[ negative $3.744 billion] than under the status quo [$1.768
billion]. Therefore, M. Al per said, he would rather have this
conversation around the oil prices of $60 and $80 where such a
project would be nore likely to happen than at a price of $40
where the math is alnost ludicrous - it is technically correct
but such a project isn't going to happen.

2:02: 02 PM

REPRESENTATI VE JOSEPHSON noted he is undecided on HB 247 and
said he thinks he just heard M. Alper, in effect, nake the oi

i ndustry's argunent. He further asked whether the life cycle is
30 years or 40 years.

MR. ALPER responded it is a 40-year life cycle. He said he is
unconfortable with the scenario of a price of $40 because it is
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so inplausible for all of this to happen at a price of $40.
About $2 billion in value is shifted from the producer to the
state in this nodeling over the 40 years. The all-in present
value to the state under the status quo on slide 28 is negative
$1 billion, while under the proposed changes of HB 247 on slide
32 it is about positive $1 billion, which is the $2 billion
shift. He urged that this conversation be had at a nore
reasonable oil price and therefore turned to a price of $60.

2:03:10 PM

MR. ALPER drew attention to slide 33, "North Slope Life Cycle
Model i ng, 750 mmbo HB247, $60 / bbl," and said that wunder the
proposed changes of HB 247 the state's credit liability would be
capped at $25 nmillion for the producer. He pointed out that a

project like this is unlikely to have only one partner and the
way the bill is witten the cap would be $25 mllion per conpany
per year. So, if there were four conpanies involved in such a

project, the allowable anmount of credits would be quadrupled and
that would dramatically change a |ot of these nunbers. But the
nodel ing had to start somewhere and so DOR started with the bill
and the nodeling as DOR literally interprets it. He said DOR
woul d be happy to look at split fields to come up with different

scenarios if the conmittee w shes. Conti nuing, M. Al per noted
that the state's cash flow in the before/status quo scenario
depicted on slide 29 was close to $3 billion out the door. Part
of the reason the admnistration is before the commttee is that
the state does not have $3 billion, the state does not have the
ability to participate in a new oil field developnent with $3
billion in cash. So, the admnistration is |looking at

mechanisnms to limt that and the changes proposed in HB 247
would greatly limt that anmount of cashed credits to only $116
mllion in a one partner, $25 mllion nodeling.

2:04:46 PM

REPRESENTATI VE JOSEPHSON understood M. Alper to be saying that
when looking at a large, new, Al pine-sized developnent, the
unaffordability of these credits becones extrenely magnified and
under existing statutes creates sone real risks of insolvency
because the state does not have $3 billion.

MR. ALPER answered he would say that the State of Alaska's
credit regine was designed to try to get new players on the
North Sl ope, generally presunmed to be smaller. But, if soneone
finds sonething that is big, the law is silent on the size of
the field. He recalled that a year ago he and M. Stickel sat

HOUSE RES COW TTEE -22- March 7, 2016



before the comrmittee and discussed theoretical |ong-term cash
flows for the Arctic National WIldlife Refuge (ANWR). The chair
had asked DOR to |ook at what would happen if the refuge was
devel oped and 20 different fields were layered on and there was
a great river of noney and a great river of oil in the later
years. However, DOR saw billions of dollars in negative credit
cash flow in the early years of it because people would be
spending $5-%$6 billion a year to get the refuge devel oped. | f
it were to fall into the literal interpretation of the state's
current law, it would be unaffordable for the state in the short
term and the state would have to find a way to afford that.
That is part of why the administration is before the conmttee
now - to recognize that these projects are very much wanted to
happen, but as the law is currently witten the state does not
have the noney to afford the obligations that it has taken on
for these |arger projects.

2: 06: 39 PM

REPRESENTATI VE OLSON posed a scenario in which M. Al per owns an
oil company and is thinking about doing business in Al aska under
the ternms proposed in HB 247. He asked where M. Alper would
seriously start thinking about price.

MR. ALPER replied he does not have an oil conpany and so it is

hard to inmagine. He related that he found M. Arnstrong
refreshing in a lot of ways when he was before the commttee,
but M. Arnstrong is bullish and thinks the price of oil is

going to be high and is prepared to make very large investnents
and borrow a ot of noney. However, M. Al per continued, sone
of his anxiety is that the state cannot be as bullish as is M.
Arnstrong, the state has obligations to its citizens that it
cannot be on the hook for a 35 percent partner based upon M.
Arnmstrong's optimsm If he were a very wealthy person and
investing in oil projects in Al aska, he would probably want to
know that prices are going to be in the range of $80 or better.

REPRESENTATI VE OLSON renarked that $80 is the range he was
t hi nki ng of as well.

2:07:55 PM

REPRESENTATI VE HERRON commented that changes to HB 247 probably
have to be sensitive to $40, $50, and $60 over 40 years, not the
reverse. In a nutshell, the biggest reserve in the world, the
Saudi's, does not want to becone irrelevant. Therefore, it is
inmportant to concentrate on tweaks to HB 247 that are down in
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the price ranges of $40 and $50. As was just said by M. Al per,
the state cannot afford to play with the big boys; a far nore
conservative approach to this nust be taken.

REPRESENTATI VE SEATON understood M. Alper's point to be that
regardl ess of whether the price is $40, $60, or $80, under
current |law the state does not have the noney to invest in this

size field because that investrment would be $3 billion over the
next seven years. He inquired whether M. Alper's nessage is
that even if the expected price is $80, the state does not have
the $3 billion to put into the field as cash credits to go

forward with the project under the current statute.

MR. ALPER responded yes, and he would go further to say that at
a price of $80, although the fields m ght pencil out better, it
is not like the state's budget woes are solved. The budget
presented by the governor this year balances at an oil price of
about $103. The administration is expecting additional cuts and
revenue neasures and the like, and if sonething structural is

done with how the state treats its savings that nunber wll be
able to be dropped dramatically. The state is far away from
seeing the kind of surpluses that will enable the state to
afford these nulti-hundred mllion dollar per year investnents

in a single new project.
2:10: 32 PM

REPRESENTATI VE TARR observed that slide 32 includes the cap of
$25 mllion on the production tax credits cashed, while on slide
28 the credits cashed reach alnost $600 million in the third or
fourth year and then go above $800 nmillion. Gven that the gap
between these two exanples is so great, she asked whether
anything in between was | ooked at during the drafting of HB 247.
She al so asked how $25 nillion was selected as the right limt.

MR. ALPER answered that the nodeling done earlier by DOR was
based on smaller fields. As seen in this presentation, the
i mpact was far |ess dramatic when the credits in play were a | ot
smaller, the $25 million limt. The department didn't nodel the
very large fields until enbarking on this project right here
The nunber of $25 million cones fromhistoric statute. Wen the
state first got into the business of paying cash for credits in
2006 with the passage of the PPT bill, there was a specific $25
mllion per conpany per year cap on repurchases. It was not
initially intended to be an open-ended benefit. Credits in nost
places in the world are not cashable, credits in places that
offer them are generally wused against taxes. O her Al aska
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statutes offer credits that can be used against taxes, the
Education Tax Credit being an exanple. Alaska' s credits for oi
and gas devel opnent are unique that way. The state is paying
cash into the industry, the state is becomng indirectly an
investor. So, $25 million was an historic nunber and was chosen
for HB 247 because it had legislative history. One could easily
say that that could be inflation-proofed. However, that nunber
was only a limt for real for 15 nonths - between the effective
date of PPT and the effective date of Alaska's Cear and
Equi t abl e Share (ACES) [House Bill 2001, passed in 2007, Twenty-
Fifth Alaska State Legislature], which elimnated the cap.

2:13: 06 PM

REPRESENTATI VE OLSON recalled that M. Al per was around during
consi deration of the PPT.

MR. ALPER replied yes, at that tinmne he was working for
Representative Eric Croft.

REPRESENTATI VE OLSON recalled that a round table was held toward
the end of PPT hearings, to which the three major producers and
a nunber of the explorers were invited and asked questions. He
recounted that the conpanies were asked how far forward do they
|l ook for the developnent of assets and reserves that they
al ready have. Only one conpany answered the question and that
conpany's answer was in excess of 60 years. He asked how the
state can conpete with that.

MR. ALPER responded he does not know the state would conpete
with that; the state is not really conpeting with that. The
state has a co-dependent, or a co-mingled, relationship wth
i ndustry. The state is a sovereign, it owns things, it runs a
state, it has a school system and they are an oil conpany that
is trying to plan its strategy to develop a field and then the
next field with the cash flow fromthe first one. The tw are
very different business nodels. It is easier to be a passive
sovereign, it is easier to let them cone to Al aska and let them
do their investnents and then pay the taxes when they produce
sormet hi ng. A conscious choice was nade 10 years ago for the
state to participate with cash. That changed everything. It
has caused a lot of positives for the state, especially in the
years where prices were high and the state had trenendous

surpluses and was able to save |arge anounts of noney. Today
the state is experiencing the flip side of that, with trenendous
negatives and liabilities to the state being seen. In sone ways

they are the mrror inmage of each other. On the other hand, if
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these kinds of lower prices are being expected for years into
the future, the state needs to contenplate howto react to it.

REPRESENTATI VE OLSON renarked that industry has one advantage

that the state does not and that is tinme. | ndustry can wait
until it feels it has a chance to nmake a profit, which is not a
dirty word because industry is not nonprofits. |If the state has

to do sonething now it can only do it a few years out and that
gives industry a distinct advantage in how things are done and
he is thinking the state is seeing that again right now.

2:15:45 PM

REPRESENTATI VE SEATON, regarding the proposed $25 mllion cap
per conpany, inquired whether there are any sideboards on the
percent age of ownership. He posed a scenario in which a conpany
has six 1 percent partners and inquired whether each partner as
well as the main conpany would get the $25 million cap under the
current |anguage of HB 274.

MR. ALPER said the easy answer is yes, with the caveat that it
is not tied to the project. It is tied to the conpany's entire
North Slope operations; every taxpayer can get up to $25
mllion. Things have been done in both statute and regul ation
For exanple, the Small Producer Credit has a per-conpany fixed
dol | ar cap. Because of conversations |ike this the final
version of the |anguage was witten so that a conpany cannot
artificially split itself in tw to try to double dip on the
Smal |  Producer Credit. [ The departnent] would try to provide
some sort of protections whereas a legitimte nunber of
conpanies if they were truly partners would be able to benefit
from somet hi ng, but there wouldn't be any intentional workaround
totry to increase a conpany's ability to claimcredits.

2:17:17 PM

REPRESENTATI VE SEATON said he has sone concern if what is trying
to be done in HB 247 is to lower the state's liability so it is
not hundreds of mllions of dollars per year for seven years as
this nodel of a larger field goes. He posited that w thout
sideboards in statute the state's exposure to paying |arge
upfront cash credits into a project would not be limted. He
requested that consideration be given to that limtation in
order to nmake it a real limtation and not sonething that could
be gone around and that this be brought back to the commttee.
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MR. ALPER replied two things happen. He posed a scenario in
which there are four partners and they are getting $100 mllion
a year. Not only does it change the cash flow nodel and the
state is out four tines as much noney, but also seen especially
at lower prices is the sunset of the credits thenselves after 10
years. \What was seen in the low price, large field nodeling was
expiring credits where people were not actually able to enjoy
the full benefit of their credits because after five years they
were literally falling off the table. If that was bunped to a
|arger nunber with nultiple partners, both of those problens
woul d go away for the producers. On the other hand, the state
would be paying four tines as much noney per vyear in the
upfront.

2:19: 09 PM

REPRESENTATI VE SEATON noted that this is being tal ked about and
t hought about as a project, but the credit limtation is per
conpany. He asked whether there is anything that keeps
additional conmpanies from comng into the project l|ater and
having that sane $25 million and therefore extending the credits
out for |longer than 10 years.

MR. ALPER responded he hadn't contenplated a technical nane

change, but the credit itself is a certificate. The conmpany
earns the credit in year one. |If, for exanple, a conpany earned
$500 million but is only able to use $25 million a year of it,

if the conpany doesn't ever have any tax liability after 10
years the conmpany is going to lose a certain portion of it.
Even if the tax credit certificate is transferred or sold or a
conpany changes nane, the certificate is what would be expired.
Typically after a few years the expectation is that there is
going to be tax liability and the conpany will be using the bulk
of that certificate not to get $25 mllion a year but to offset
a tax bill. If the prices are high enough the tax bill is
enough to use it up nore quickly. When tal ki ng about bringing
new partners into a project it is inmportant to renmenber that the
current refund | anguage in this proposed new $25 mllion cap is
in Alaska Statute (AS) 43.55.028, which is about the tax credit
f und. It is about the spending of noney to purchase
certificates and not anywhere in the |anguage that tal ks about
how a conpany earns a certificate. It is very much tied to the
taxpayer, it is tied to per conpany of limt and that is why the
| egislature's consultant, M. Janak Mayer, testified that it
woul d be |ikely that conpanies m ght get nothing. M. Myer was
buil ding a scenario that said the devel oper of a new field m ght
already be doing sonmething in Alaska and therefore already

HOUSE RES COW TTEE -27- March 7, 2016



getting its full $25 mllion from another project and
contenplating the possibility that even in the smaller fields a
conpany m ght not get cash. The departnent did not nodel the
smaller fields with that set of assunptions, the smaller fields
were nodeled with the assunption that a conpany would enjoy the
full $25 mllion.

2:21: 19 PM

REPRESENTATI VE JOSEPHSON presuned that when M. Alper stated
Al aska has great benefits fromits credit systens that he neant
Alaska is either optimstic that nore production will come on
line or that the industry's argument is correct that it has
stermmed the decline, particularly over the last three years;
that the decline curve would be worse had it not been for these
credits. He said he is playing a nystery ganme where he doesn't
know what the world would | ook |ike without the credits.

MR. ALPER answered, "Neither do we, we can't know what would
have happened. ™ He explained that when he said the state has
benefitted, he primarily neant the state benefitted fromthe net
profits tax reginme that brought in very high rates and very high
revenues at high prices. The credits in many ways were a built-
in offset to that, the flip side of it. When ELF replaced PPT
there was a crossover. At low prices the state nakes nore noney
in a gross tax; at high prices the state nakes nore noney in a
net tax. North Dakota does nuch better than Al aska at |ow
prices, whereas Norway does better than Alaska at high prices

North Dakota is not getting as nuch as it could because it has a
flat gross tax. On the other hand, at these low prices North
Dakota is doing very well because it is getting at least a
limted anmount of revenue with the caveat being that people
aren't drilling wells anynore because their type of devel opnent
isn't profitable at prices of $30 or $40.

2:23: 11 PM

MR. ALPER resuned his presentation, turning to slide 34, "North
Slope Life Cycle Modeling, 750 mbo HB 247, $80 / bbl." He
cormented that this is the nore anmbitious price, but as recently
as three years ago it would have been the low side. At a price
of $80 a barrel under the proposed changes of HB 247 the state's
cash flow out would be only $109 mllion, whereas under the
status quo (slide 31) it is $2.8 billion in credit spend. The
expected value of the state's production tax under the proposed
changes would be $1.7 billion, as conpared to about $900 mllion
under the status quo. The overall state take under HB 247 woul d
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be $4.4 billion, while under the status quo it is $3.5 billion
The anount that would be renmpoved from the producer's side of the
|l edger to the state's is far less than it was at the |ower

prices - [under HB 247 the producer cash net present val ue]
would be $1.4 billion, while under the status quo it is $2.2
billion, a mgration of about $800 mllion in present value

through the tax credit reformcontenplated in the bill.

MR. ALPER displayed slide 35, "North Slope Life Cycle Modeling,
750 mmbo HB 247, Fall 2015 FC Prices,” and said it again splits
the difference. Simlar anounts of increase in state value of
about $900 mllion and a simlar decrease in conpany value of
about $900 million, and there would be the trenendous changes to
the state's cash flow between the big credit cost and the $25
mllion a year cap.

2:24: 53 PM

MR. ALPER explained that slides 36-39 in many ways parallel
slides 32-35, only now what is being contenplated is that the
devel oper/ producer in question would be a large international or
donestic conpany with $10 billion in revenue. [Under HB 247] a

conpany with $10 billion in global revenue would no |onger be
able to get cash fromthe state, neaning the conpany woul d have
to use all of its credits and hold them against future

liability. Therefore, on slides 36-39, the upper left graph no
| onger has any red bars below the |ine because the state isn't
paying any credits at all. The presunption is that a producer
of this size has enough noney on its balance sheet to sinply
build the project and pay the taxes and accept the credits when
it is done, much l|ike Al pine, Kuparuk, and every other ol der
|arge legacy field in Alaska that was built wi thout any credits
or state cash participation on the frontend. So, that is what
the nodeling here is contenplating as well.

MR. ALPER addressed slide 36, "North Slope Life Cycle Modeling,
750 mbo HB 247, $40/bbl, Co. w > $10 billion revenue." He
noted that at an oil price of $40 the state woul d have positive
val ue because it has no years wth negatives; there would be no

| ess-than-zeroes dragging down a present val ue. The state's
total production taxes received would be just less than $1
billion and the discounted value of that would be $337 mllion

The total state take would be $3.86 billion wth a discounted
cash flow of $1.3 billion. The producer would have a big |oss
of $3.8 billion, but under the status quo that nunber was a very
| arge negative as well. No one is going to nmake this investnent

[at a price of $40].
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2:26:49 PM

MR. ALPER noved to slide 37, "North Slope Life Cycle Modeling,
750 mbo HB 247, $60/bbl, Co. w > $10 billion revenue," and
said that the nodels for the proposed zero credits barely noved
the needle as conpared to the nodels for the proposed cap of $25
mllion. The nunbers at stake here are so |arge that whatever
value the state is taking from these conpanies was done by the
time of cutting it down to the proposed $25 mllion and taking
that last $25 mllion and reducing the state's cash flow to $0
was a fairly insignificant change. For exanple, conparing slide
37 to slide 33 the cash flow to the producer [under the proposed
cap of $25 mllion] would be a non-econonic negative $870
mllion, [while for a conpany with over $10 billion in revenue
it would be negative $974 nillion], a relatively small change
conpared to the quite dramatic change that went from paying
open-ended tax credits to paying only $25 mllion a year.

MR, ALPER displayed slide 38, "North Slope Life Cycle Modeling,
750 mbo HB 247, $80/bbl, Co. w > $10 billion revenue," and
noted that the field at a price of $80 would be quite profitable
to the producer at $1.3 billion even with all the changes
contenplated in the bill. Pointing to the spike in the graphs
that would happen to the state in about year 11, he expl ained
that the spike is the 10-year sunset of sonme of the earlier tax
credits that are rolled forward and used to offset tax
liability. When these credits suddenly go away a nuch | arger
production tax starts to be paid beginning in year 11 or 13.
Some of the earlier tax credits have been overwhelned by the
ability to use them against tax liability because the tax
liability only goes so high

2:29: 12 PM

MR. ALPER brought attention to slide 39, "North Slope Life Cycle
Model ing, 750 mmbo HB 247, Fall 2015 FC price, > $10 billion
rev." He said the fall forecast price is sonewhere in between
$60 and $80, is mldly profitable for the producer and
reasonably profitable for the state, and has no negative cash
flowto the state at the frontend of the project.

REPRESENTATI VE SEATON inquired how this project would play out

if there were six conpanies, one them a conpany with revenue of
over $10 billion.
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MR. ALPER replied by assunmng that each of the partners would
own one-sixth of the project and spending one-sixth of the noney

up front. Five of the conpanies would be eligible for the $25
mllion a year, so the state would be paying out about $125
mllion in total. The sixth conpany [with over $10 billion in

revenue] would be a smaller version of the nodeling [on slides
36-39]. The $10 billion [revenue] cap is not tied to the anopunt
of oil the conmpany produces, it is tied to the overall size of
the conpany. He said he would lIike to nodel sonme scenarios that
ook at multiple partners, and his guess is that the econom cs
and inpact of the bill would split the difference sonmewhere
between the status quo and the HB 247 slides. He advi sed that
as HB 247 evolves, it is inportant to create sone |anguage to
ensure that any doubling up is authentic and not an artificial
wor karound trying to nmaximze the credit value, but being
several different legitimate conpanies that happen to be
partners in a North Sl ope project.

2:31: 26 PM

REPRESENTATI VE TARR referred to slides 22 and 23 and asked how
DOR eval uated the status quo versus HB 247 in regard to the $25
mllion cap and the potential for conpanies to stretch out the
activity to keep spending around the cap versus accelerated
activity that would happen with nore generous credits.

MR. ALPER responded that M. Mwyer did a good job of talking
about that scenario when he was discussing a Cook Inlet field
that was market constrained. M. Mayer said that if conpanies
have to spend all of this noney, but cannot produce enough gas
to pay for it because they cannot find a place to sell their
gas, that is where their econonmics were the nost challenged.
But, if they could sell all the gas they produce and drill all
the wells they wanted, then the conpanies were fine wthout tax
credits. M. Al per said he thinks the sane thing happens here
The conpany is concerned about the time value of its noney. | f
the conmpany stretched out the project for 10 years so as to stay
within the tax credit cap artificially, the conpany is also
del aying the payback that it wll get for selling oil by the
nunber of years and the conpany has its own discount rates to
wor ry about .

REPRESENTATI VE TARR inquired whether DOR could see a scenario

where there would be behavior adjustnents for one to three years
rather than ten years as a way to stretch it out.
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MR. STICKEL answered that this was discussed internally when DOR
was doing the nodeling. Certainly, if there is a $25 nmillion
limt on refunded credits, conpanies would be expected to take
that into account when planning how to nmake their capital
expenditures. For purposes of today's nodeling, DOR has assuned
the sanme spend profile on all of the different scenarios. So,
DOR is not assumi ng that the conpanies are naking any changes to
the timng of their spending.

2:34: 02 PM

MR. ALPER showed slide 4, "Field Life Cycle Modeling: Cook
Inlet,” and stated that he has concluded the North Sl ope portion
of nodeling and will now switch to the Cook Inlet nodeling.

The conmttee took an at-ease from2:34 p.m to 2:44 p. m
2:44: 40 PM

MR. ALPER began the next portion of his presentation wth slide
41, Cook Inlet Life Cycle Mdeling Assunptions.” He expl ai ned
that the sane structure of nodeling was used for the Cook Inlet
as was used for the North Sl ope. A giant field was not
envisioned for Cook Inlet, he said, so the nodeling was only
done for a field size of 50 Mwo in place. He further explained
that in the Cook Inlet a new producer would be eligible for cash
r ef unds. [ The nodeling also applies for an incunbent producer
not eligible for cash refunds that can apply credits to other
North Sl ope fields.] Modeling was for the four price scenarios
of $40, $60, $80, and fall 2015 forecasted price [held static
though |ife of field and in real wuninflated dollars]. The
nodel ing conpares the status quo tax system to the changes
proposed in HB 247. M. Al per pointed out that under HB 247:
the mninmum tax does not apply in Cook Inlet because it is a
North Slope only law, AS 43.55.011(f); the $25 mllion per
conpany per year limt is included; the repeal of the Qualified
Capital Expenditure Credit and the Wl | Lease Expenditure Credit
is included; and the 10-year limt on the carry-forward of Net
Operating Loss (NOL) Credits is included.

MR. ALPER further pointed out that it is unknown what the taxes
are going to look like for the Cook Inlet beginning in the year
2022. Under current law is a tax cap that has been in place
since the PPT bill in 2006, which severely limts the amount of
production tax that can be paid on both oil and gas produced
t hroughout Cook Inlet, whether old or new fields. This tax cap
sunsets in 2022. He recounted that in the first hearing he
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di scussed the underlying tax regine being very high and a little
bit unstable. The nodeling here for Cook Inlet was done for two
tax reginmes: one where the caps would continue indefinitely and
keep production taxes at effectively $0 for forever; and one
where the tax caps go away conpletely, which is a 35 percent tax
wi thout any Per-Barrel Credit or any new oil Goss Value
Reduction (GVR) benefit. So, he explained, the status quo
nodeling is for both too high and too low a tax regine. At sone
point, he noted, the Alaska State Legislature wll need to cone
up with a future tax reginme for Cook Inlet after the year 2022

MR. ALPER drew attention to an error on slide 41 in the fourth
maj or bullet, first sub-bullet, which states there is a GVR in
Cook Inlet. He said that is incorrect - there is no G/R in Cook
I nl et. The GVR is a benefit from Senate Bill 21 that is
specific to the North Sl ope.

2:47:46 PM

REPRESENTATI VE JOSEPHSON asked whet her the nodeling uses a price
per barrel equivalent given there are only 16,000 barrels of
oil, which in the world of oil is a very small anount. He
recalled that the idea behind not taxing the oil was to
i ncentivize gas production.

MR. ALPER replied that to be fair to the Cook Inlet it did once
produce 200,000 barrels of oil a day. The reason for such smal
nunbers now is that no new oil fields have come on in a long
time. The recent increases in production have primarily been
from workovers to inprove the operation of mature oil fields.

2:48: 35 PM

MR. ALPER discussed slide 42, "Cook Inlet Life Cycle Mddeling
Assunptions, 50 mmbo field assunptions.” He noted that the peak
oil production nodeled was for 17,000 barrels a day, which is
what woul d be expected from a field of 50 Mbo. The cl osest
analog to this is BlueCrest Energy, Inc.'s, Cosnopolitan Unit in
t he Honer area. Devel opnent drilling is about to begin in that
unit and wll begin in the oil field first because that is
BlueCrest's first priority. Bl ueCrest has said it is going to
have a simlar dollar and nunber profile to what is presented on
slide 42, which is peaking out at 15,000-17,000 barrels a day
and capital expenditures of $12 a barrel. M. Al per el aborated
that the capital costs are a bit lower in the Cook Inlet than on
the North Slope primarily because the logistics are easier. The
tax caps were put in place to incentivize gas, but in many ways
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they were there as a hold harnmnl ess. In 2005 the tax rate in
Cook Inlet really was zero - the ELF nmultipliers had eroded to
the point where all the then-existing oil fields in Cook Inlet

were paying a production tax of zero; all existing gas
production in Cook Inlet was paying around $.17 per thousand
cubic feet [Mf], it varied from field to field. "So," he

continued, "what the ELF caps did was codify and lock in place
for 15 years that which already was at the noment of transition
to PPT and hold them harmess from what was primarily a tax
i ncrease on the North Sl ope.”

2:50: 07 PM

MR. ALPER turned to slide [43], "Cook Inlet Life Cycle Modeling,
50 mmbo Status Quo, 2022 Tax Caps expire, $40/bbl." He
expl ai ned that because the tax caps would expire [in 2022] the
state would get a production tax and it would be reasonably high
at 35 percent of production tax val ue/net val ue. Referring to
the upper left graph, he said that at a price of $40 there is
not a lot of net value, so the state would pay out about $350
mllion in tax credits to get the field in this scenario
produced. A total of $172 million in production taxes would be
generated over the life of the field, with a cash flow on just
the net production tax of about negative $177 nmllion. The
di scounted value, or net present value, to the state would be
negative $192 nmllion. Referring to the upper right graph for
total state take, he noted that even with a royalty of 12.5
percent [and property and corporate incone tax] in addition to
the production tax there would still be a negative present val ue
to the state [negative $59]. There would be positive cash flow
for many years and $99 nillion nore would be coming in than
going out, but because of the time value of noney the state
would lose $59 million in value. Referring to the |lower right
graph, M. Alper said that under the status quo the producer
woul d get a |arge amobunt of tax credits in the early years, wth
$90 mllion or nore a year for a couple years of peak
construction. Once the producer begins selling oil it would
have a positive cash flow and the producer's cash net present
val ue would be $3 mllion. He pointed out that $3 million is
within the rounding error and so this would be a breakeven or
worse field for the producer and therefore not l|ikely to happen
at a price of $40.

2:52: 11 PM

MR. ALPER reviewed slide 44, "Cook Inlet Life Cycle Mdeling, 50
mbo Status Quo, 2022 Tax Caps expire, $60/bbl." He noted that
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this scenario is the sane field of 50 Mwbo but at a price of
$60, and with the expectation that the tax caps would expire so
that production tax would begin to be paid in 2022. The state
would pay out $337 mllion in production tax credits against
$465 mllion in production tax paid, so a positive net
production tax of $128 million but with the time value of nobney
it turns into a negative $50 nmillion. However, the state is
positive on total take. There is enough noney fromthe state's
royalties to make up for the loss of noney from the production
tax. The net state gain is $579 mllion with a discounted val ue
of $167 mnmillion at the 6.15 percent discounted rate. The
producer, even though paying a 35 percent tax rate, would see a
positive net present value of over $200 mllion over the life
cycle of this field in Cook Inlet.

MR. ALPER addressed slide 45, "Cook Inlet Life Cycle Modeling
50 mmbo Status Quo, 2022 Tax Caps expire, $80/bbl." He said it
is again the sanme field with the sane assunptions but at an oi
price of $80. In this scenario the state makes enough noney
from the production tax to nore than nake up for the negatives
of the credits. The positive cash flow to the state from the
production tax is $92 nillion. Adding in the royalties the
state would have alnost $400 mllion in value. The act ual
positive cash flow to the state would be about $1 billion,
nmeaning the state spent $300 mllion and received $1.3 billion
back, but sonme of that conmes nmany years |ater. The producer
woul d see a positive cash flow of over $150 mllion in the peak
year and a decline with the decline of the field. The
producer's total cash flow would be $915 mllion, which is a
di scounted cash flow of just less than $400 nillion.

2:54:21 PM

REPRESENTATI VE JOSEPHSON, regarding slide 45, understood that in
2022 the Qualified Capital Expenditure (QCE) Credit and the Well
Lease Expenditure (WE) Credit are gone. He inquired whether
this would be a laissez faire do-what-you-will econony or would
the state be incentivizing.

MR. ALPER responded no, this is the status quo scenario. The
LCE Credit and the WLEE Credit do not have sunsets in existing
statute. Thus, the relatively high credit spend for the state
(red bars in the upper left graph) are the QCE, WUE, and Net
Qperating Loss credits. The tax caps will expire in the status
quo/ do-not hing scenario, so slide 45 is the do-nothing scenario.

2:55: 34 PM
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MR. ALPER noved to slide 46, "Cook Inlet Life Cycle Mdeling, 50
mbo Status Quo, 2022 Tax Caps expire, Fall 2015 FC Price." He
said the forecast price is a nunber somewhere in between $60 and
$80. The production tax credits to help develop the field would
be [$335] nillion. To put that [$335] million in perspective,
he noted that the assunption for this 50 MWwo field is a capital
expenditure of $12 [per barrel], so the total conpany capital
spend is about $600 nmillion to build this field. Thus, the
conpany is spending $600 mllion and getting back $335 million
[in credits], which is a bit nore than half, and that roughly
lines up with the expectation that there is an operating |oss
credit and a drilling credit that are generally stackable
agai nst each other. Today the state is paying in the range of
50-60 percent on new field construction in Cook Inlet, so that
is assuned to continue with the sunset of the tax caps.

MR. ALPER addressed slide 47, "Cook Inlet Life Cycle Modeling

50 mmbo Status Quo, Tax Caps extended, $40/bbl." He pointed out
that this slide is the sane as slide 43 in that it is the status
gquo, but on slide 43 the producer is paying tax because the tax
cap expires. In the scenario on slide 47 the production tax
received by the state is $0 because it is an oil field and the
production tax rate for the Cook Inlet tax caps is zero. That
nunber is not offset by credits, it is a flat zero. Thus, the

state pays $357 mllion in credits and that is the total
negative cash flow, there is no positive cash flow on the
production tax side. For total state take, however, there is

the royalty, but the royalty doesn't adequately offset the
negative cash flow for the credits at a price of $40 so the
state would lose $137 mllion. Regarding the producer, he
specified that this is one scenario where the producer is
actually profitable at an oil price of $40 sinply because the
producer is enjoying the high credits on the upfront side and
then not paying any production taxes over the life of the field.
Thus, the producer's discounted cash flowis $54 mllion.

2:57:59 PM

MR. ALPER turned to slide 48, "Cook Inlet Life Cycle Modeling,
50 mmbo Status Quo, Tax Caps extended, $60/bbl." He said this
slide is conparable to slide 44 except slide 48 is wthout the
production tax. The credits are the sane, roughly $100 nillion
a year at peak. Even with the royalty comng in, at a price of
$60 the state is still in a negative cash flow negative val ue
situation [negative $37 mllion], while the producer has a

posi tive di scounted cash flow of $335 million.
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MR. ALPER showed slide 49, "Cook Inlet Life Cycle Mdeling, 50
nmbo Status Quo, Tax Caps extended, $80/bbl," relating that per

the tax caps the production tax is zero. The credit spend is
offset by primarily the royalty revenue, so total state take is
$63 million in discounted cash flow The producer sees the
great bulk of the value here with a $612 nillion benefit versus
the $63 nmillion received by the state. M. A per clarified that
DOR doesn't consider these to be realistic scenarios. He said
he doesn't think it is likely that the decision will be made to

extend the production tax caps forward indefinitely while
keeping the credit systemintact as it is, but the nodeling had
to start somewhere. The departnment is looking at reality as
com ng in sonewhere between slide 49 and slide 45.

2:59: 26 PM

REPRESENTATI VE JOSEPHSON asked why M. Al per does not foresee an
extension of the tax caps in 2022.

MR. ALPER answered that he has no particular reason; it is
because the state held producers harmess for 15 years with the
changes on the North Sl ope. He said he doesn't know where that

nunber canme from why the decision was nade for 2022. But, as
seen on these slides, having a production tax of zero while
still paying large credits doesn't work very well for the state.

It mght get certain work done, but part of the whole argunent
for having a robust tax credit system that mght in sone ways
W pe out the state's production tax revenue is that at |east the
state gets the royalty, a fully legitimte and reasonable
argunment to make. But, if the royalty doesn't even make up for

the amount of the production tax, it seens that there is a
little inherent instability in the system That was nenti oned
by M. Mayer - industry sees a big unknown |oomng in 2022.

REPRESENTATI VE JOSEPHSON inquired why the admnistration would
not have entertained reform of the tax structure in Cook I|nlet,

given the admnistration did not intend to anmend Senate Bill 21
and this is not a Senate Bill 21 item

MR. ALPER replied it is not immnent. Realistically, the tax
reform in Cook Inlet has to happen between now and the 2021
| egi sl ative session. There are nore pressing concerns related
to the cash flow of the tax credit reginme; that is what HB 247
was witten to do. The adm nistration did internally discuss

ways to do it and the nost straight forward way, which was
actually nodeled by M. Myer, is to take Senate Bill 21 and
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extend it statew de. That is as plausible and realistic a
scenario as any other and DOR could bring the commttee nodeling
to that effect. The choice was nade to |eave the Cook Inlet
taxes in place cleanly and not nmess with that in the five-year
gap between now and their expected sunset, but it could be done.
It is a whole different set of things to propose and deserves a
robust process to even think about what the Cook Inlet tax
should be in the future.

3:01:58 PM

REPRESENTATI VE OLSON asked whether the committee will be getting
t he Cook Inlet gas nodeling tonight.

MR. ALPER responded that DOR did not nodel a gas field from
scratch from Cook Inlet for this presentation. It gets a |ot
nore conplicated because of cost issues. He requested Ms.
Cherie Nienhuis to speak to why the departnment was unable in the
short termto come up with Cook Inlet gas field nodeling.

CHERI E NIENHUI S, Commercial Anal yst, Tax D vision, Departnent of
Revenue (DOR), answered that nodeling could be done. However
part of the issue is the same thing that M. Myer tal ked about
in that the situation in Cook Inlet for gas is constrained by
the market and part of the difficulty in nodeling that 1is
knowi ng exactly how nmuch gas can be produced over a lifetinme and
what sone of the costs are for that gas. She said she would
assune that depending on where the gas is |ocated could nake a
very large difference in terns of what the cost is to bring that
gas to market. It is not that DOR cannot do it, DOR could try,
but sone of those difficulties presented thensel ves when DOR was
first doing this nodeling.

REPRESENTATI VE OLSON inquired whether that is sonething that is
needed for maki ng an educat ed deci sion on HB 247.

MR. ALPER replied that M. Myer's scenarios of one, two, and
three were very conpelling to him and what he took from them
was that the gas price in Cook Inlet is sonewhat regulated and
relatively high conpared to the oil price right now Under the
expected prices wunder normal circunstances a developnent is
profitable today. Where the producer's constraint cones fromis
the inability to sell it because it is not a liquid market |ike
oil. For oil, no matter how nuch oil is produced soneone wll
be found to buy it. Gas is stranded within the Cook Inlet
Basi n. The assunption to be nmade is whether a producer can
drill all the wells that are needed to develop this field. |If a
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$400 mllion platform nmust be built and then the developer is

not able to drill the few wells a year that it will take to nmake
the gas cone at a worthy pace to justify spending that $400
mllion, then it is going to be a very difficult project. The
educated guess is whether there is going to be a market for Cook
I nl et gas. If an investnent is nade to develop that nuch gas

there is the second-order question of whether there is a place
to sell it and that is a question that DOR cannot easily answer,

al though there is other legislation in this building trying to
answer that.

REPRESENTATI VE COLSON requested that there be followup on this
at the commttee's hearing tonight.

[M. Alper continued his presentation at the committee's 6:00
p.m neeting on this sane day. ]

[ HB 247 was hel d over.]
3:05:20 PM
ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Conmmttee nmeeting was adjourned at 3:05 p. m
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